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• M a r c h  1 0 /

T h e  H o n o r a b l e  A?.vin O s t e r b a c k R E :  H . B -  8 5 4
C h a i r m a n

H o u s e  R e s o u r c e  C o m m i t t e e

P o u c h  V  .
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M r  C h a i r m a n :

I t  i s  m y  u n d e r s t a n d i n g  y o u r  c o m m i t t e e  w i l l  b e  h o l d i n g  
h e a r i n g s  o n  H . B .  8 5 4  o n  M a r c h  1 6 t h  a n d  1 7 t h ,  1 9 7 8 .  U n f o r t u n a t e l y ,  
v/e w i l l  h a v e  n o  r e p r e s e n t a t i v e  a t  t h e  h e a r i n g s  t o  t e s t i f y  a n d  

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

F i r s t  o f  a l l ,  i^e o b j e c t  t o  m o s t  s e c t i o n s  o f  t h i s  B i l l  as i t  i s  
v e r y  c o m p l e x ,  c r e a t e s  a m u l t i p l e  c h o i c e  s y s t e m  t h a t  is u n w o r k a b l e ,  
d i s c o u r a g e s  e x p l o r a t i o n  o n  S t a t e  l a n d s ,  a n d  a b o v e  a l l  w o u l d  h a v e  
a s e r i o u s  i m p a c t  o n  t h e  d e v e l o p m e n t  o f  o u r  l a n d s .  W e  s t r o n g l y  
u r g e  t h a t  n o  a c t i o n  b e  t a k e n  o n  H . B *  8 5 4  t h i s  y e a r .

P r e v i o u s  S t a t e  s e l e c t i o n s  a n d  p r o p o s e d  s e l e c t i o n s  i n  o u r  

r e g i o n ' t o t a l  s e v e r a l  m i l l i o n  a c r e s  w i t h  o i l  a n d  g a s  p o t e n t i a l  i n  
t h e  N u s h a g a k  B a s i n  ( B r i s t o l  B a y  B a s i n ) . B B N C  l a n d s  i n  t h e  o n s h o r e  
p o r t i o n  of; t h i s  s e d i m e n t a r y  b a s i n  w o u l d  t o t a l  a b o u t  1 , 7 5 0 , 0 0 0  a c r e s  
s u r r o u n d i n g  17  v i l l a g e s ,  s e v e r a l  o f  w h i c h  t h e  N a t i v e  l a n d s  a r e  n o t  

c o n t i g u o u s .  I n  o t h e r  w o r d s ,  m o s t  of o u r  l a n d s  w i t h  t h e  n e w  p r o p o s e d  
S t a t e  s e l e c t i o n s  w o u l d  b e  a d j a c e n t  to  o r  s u r r o u n d e d  b y  S t a t e  l a n d s .
I n  m a n y  i n s t a n c e s ,  a  d r i l l i n g  u n i t  w o u l d  i n v o l v e  b o t h  S t a t e  a n d  N a t i v e  
l a n d s  a n d  in s o m e  i n s t a n c e s ,  F e d e r a l  l a n d s .  T h e r e f o r e ,  a n y  c h a n g e s  
i n  l e a s i n g  o f  S t a t e  l a n d s  w i l l  h a v e  a d i r e c t  e f f e c t  o n  B B N C  l a n d s .
M o s t  of t h e  p r o v i s i o n s  o f  H . B  854 w o u l d  c h a n g e  t h e  e c o n o m i c s  o f  S t a t e  
a n d  N a t i v e  l a n d s  i n  a p r o d u c i n g  u n i t .  T h e  n e t  r e s u l t  w i l l  b e  t h a t  
t h e  p o r t i o n  of t h e  u n i t  u n d e r  S t a t e  l e a s e s  w o u l d  b e c o m e  u n e c o n o m i c a l  
a n d  a b a n d o n e d  f i r s t  a n d  t h e  N a t i v e  p o r t i o n  o f  t h e  u n i t  w o u l d  t h e n  
b e c o m e  l e s s  e c o n o m i c a l  f o l l o w e d  b y  e a r l y  a b a n d o n m e n t  a n d  t h u s l y  
l e a v i n g  l a r g e  a m o u n t s  o f  o i l  o r  g a s  in t h e  g r o u n d .  T h i s  c o u l d  
h a r d l y  b e  c a l l e d  c o n s e r v a t i o n .



\

4 M r  O s t e r b a c k  

>f M a r c h  10/ 1 9 7 8  
P a g e  2

C
B B N C  h a s  h a d  a  j o i n t  a g r e e m e n t  w i t h  a  m a j o r  o i l  c o m p a n y  

w h e r e b y ,  w i t h  c o m m e r c i a l  p r o d u c t i o n /  w e  w i l l  b e c o m e  a  p r o d u c i n g  

o i l  c o m p a n y -  W e  d o  n o t  l e a s e  o u r  l a n d s !  K n o w i n g  s o m e  o f  o u r  
s e l e c t e d  l a n d s  m i g h t  n o t  b e  a d e q u a t e  t o  c o v e r  u n d e f i n e d  s e i s m i c  
s t r u c t u r e s ,  w e  a n t i c i p a t e d  l e a s i n g  S t a t e  o r  F e d e r a l  l a n d s  i n  o r d e r  
t o  f o r m  d r i l l i n g  u n i t s  f o r  e a r l y  d e v e l o p m e n t  of o u r  l a n d s .  A b o u t  
t h r e e  y e a r s  a g o ,  w e  f i l e d  t h e  n e c e s s a r y  q u a l i f y i n g  d o c u m e n t s  t o  h o l d  
b o t h  S t a t e  a n d  F e d e r a l  o i l , a n d  g a s  l e a s e s  a n d  h a v e  f i l e d  o f f e r s  t o  
l e a s e  o n  s e v e r a l  t h o u s a n d  a c r e s  o f  F e d e r a l  la n d s .

W e  h a v e  n o  p r o b l e m  w i t h  t h e  p r e s e n t  l e a s i n g  s y s t e m  a s  i t  h a s  
b e e n  t r i e d ,  t e s t e d ,  p r o v e n  a n d  a b o v e  a l l ,  is u n d e r s t a n d a b l e .  S u c h  

a  m i x e d  b a g  o f  r a d i c a l ,  c z a r i s t  p o s s i b i l i t i e s  as p r o p o s e d  i n
H.B. 8 5 4  i s  u n c o m p r e h e n s i b l e ,  u n j u s t i f i e d  a n d  w i l l  n o  d o u b t  h a v e  
t h e  o p p o s i t e  e f f e c t  o f  t h e  o r i g i n a l  ir.tent, u n l e s s  t h e  i n t e n t  w a s  

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

A g a i n ,  w e  s t r o n g l y  urge, t h e  p o s t p o n e m e n t  of  a n y  a c t i o n  o n  t h i s

B i l l .

S i n c e r e l y

C
W .  C. B i s h o p
M a n a g e r ,  S u b s u r f a c e  R e s o u r c e s

(



445 E. 5TH AVENUE / P.O. BOX 2201 ANCHORAGE, ALASKA 99510 I PH (907) 278-3602

M a r c h  10, 1978

The H o n o r a b l e  A l v i n  O s t e r b a c k  
A l a s k a  H o u s e  of  R e p r e s e n t a t i v e s  
P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1  

D e a r  Al:

D u e  to p r e v i o u s l y  s c h e d u l e d  m e e t i n g s ,  w e  w i l l  b e  u n a b l e  
to h a v e  a n y o n e  a t  the h e a r i n g s  on H.B. 854, r e s c h e d u l e d  for 
M a r c h  16th and 17th, 1978. E n c l o s e d  a r e  s u f f i c i e n t  c o p i e s  of 
o u r  t e s t i m o n y  for e a c h  of the c o m m i t t e e  m e m b e r s .

Al, th i s  Bill, if p a s s e d ,  w o u l d  be d i s a s t e r o u s  for BB N C  
o r  a n y  o t h e r  r e g i o n  that has l a r g e  a r e a s  of S t a t e  s e l e c t e d  
l a n d s  w i t h  o i l  a n d  gas p o t e n t i a l .  W e  w o u l d  be e s p e c i a l l y  hard 
h i t  as the S t a t e  p r o p o s e s  to s e l e c t  s e v e r a l  m i l l i o n  m o r e  a cres 
in o u r  r e g i o n  w h i c h  w e  h a d  e a r l i e r  s u p p o r t e d .

T h i s  B i l l  w o u l d  be a d i s s e r v i c e  to the e n t i r e  S t a t e  and 
a d i s a s t e r  to the N a t i v e s .  It is so c o m p l e x  t h a t  few, e v e n  
w i t h  an oil i n d u s t r y  l e a s i n g  b a c k g r o u n d ,  w o u l d  or c o u l d  u n d e r s t a n d  
it. C e r t a i n l y  it w o u l d  take m o n t h s  of r e s e a r c h  in o r d e r  to 
s a l v a g e  m u c h  t h a t  w o u l d  be logical. S i n c e  t h e r e  is a s o m e w h a t  
l i m i t e d  time th i s  s e s s i o n ,  I w o u l d  s t r o n g l y  u r g e  you, as C h a i r m a n ,  
to h o l d  th i s  B i l l  in c o m m i t t e e  w i t h o u t  a n y  f u r t h e r  action.

W i t h  b e s t  reg a r d s .

S i n c e r e l y ,

W. C. B i s h o p
M a n a g e r ,  S u b s u r f a c e  R e s o u r c e s

Enel: a/s

cc: Rep N e l s  A n d e r s o n ,  Jr.



SUMMARY OF FEDERAL OCS REGULATIONS

P E R T A I N I N G  T O  G E O L O G I C A L  A N D  G E O P H Y S I C A L  I N F O R M A T I O N

T i t l e  30, S e c t i o n  2 5 1 . 1 2  o f  t h e  C o d e  of Federal R e g u l a t i o n s  s p e c i f i e s  that 

i n d i v i d u a l s  and c o m p a n i e s  g r a n t e d  OCS e x p l o r a t i o n  p e r m i t s  a r e  r e q u i r e d  to a l l o w  t h e  

D e p a r t m e n t  o f  the I n t e r i o r  (DOI) to i n s p e c t  and s e l e c t  the f or m s  o f  i n f o r m a t i o n  

l i s t e d  below. T h e  p e r m i t t e e  m u s t  n o t i f y  the DOI i m m e d i a t e l y  o f  th e  a c q u i s i t i o n  o r  

a n a l y s i s  o f  any g e o l o g i c a l  data (part a o f  the s e c tion) o r  t h e  a c q u i s i t i o n ,  p ro c e s s i n g ,  

o r  r e p r o c e s s i n g  o f  a n y  g e o p h y s i c a l  data (in par t  b) c o l l e c t e d  u n d e r  the permit. T h e  

DOI has a t  l ea s t  on e  y e a r  a f t e r  s u c h  n o t i f i c a t i o n  to c h o o s e  the m a t er i a l .  A l o n g e r  

t i m e  p e r i o d  m a y be s p e c i f i e d  in th e  individual pe r mits. T h e  p e r m i t t e e  is not r e q u i r e d  

to s u b m i t  i n t e r p r e t e d  g e o l o g i c a l  o r  geophy s ic a l  i n f o r m a t i o n  fo r  i n s p e c t i o n  and s e l e c t i o n  

If t h e  p e r m i t t e e  t r a n s f e r s  g e o p h y s i c a l  data o r  p r o c e s s e d  g e o p h y s i c a l  i n f o r m a t i o n  to a 

t h i r d  p a r t y  o r  a t h i r d  p a r t y  w h o  has r ec e i v e d  g e o p h y s i ca l  d a t a  or p r o c e s s e d  g e o ph ysical 

i n f o r m a t i o n  E r e c t l y  o r  i n d i r e c t l y  from a p e r m i t t e e  t r a n s f e r s  s aid data o r  i n f o r m a t i o n  

to a n o t h e r  third party, th e  t r a n s f e r o r  m u s t  n o c i f y  the DOI o f  the a c t i o n  and bind the 

t h i r d  p a r t y  to the o b l i g a t i o n s  o f  the p e rmittee. T h e  f i r s t  s e t  o f  r e g u l a t i o n s  of 

t his t y p e  w e r e  a p p r o v e d  a n d  put i n t o  e f f e c t  in N o v e m b e r ,  1975.

T h e  g eo l o g i c a l  data f r o m  w h i c h  t h e  DOI m a y  s e l e c t  in c l u d e s :  (This a p p li e s  to 

C O S T - t y p e  and o t h e r  s t r a t i g r a p h i c  test holes.)

1. C o m p l e t e  r e c o r d  o f  all geolo g i c a l and g e o c h e m i c a l  d a t a  a n d i n f o r m a ti o n  

r e s u l t i n g  f r o m  e a c h  o p e r a t i o n ;

2. P a l e o n t o l o g i c a l  r e p o r t s  i d e n t i f y i n g the m i c r o f o s s i l s  by depth, unless 

w a s h e d  s a m p l e s  a r e  k e p t  for i n s p e c t i o n  by th e  USGS;

3. C o p i e s  o f  well logs o r  charts ( e l e c trical, r a d i o a c t i v e ,  son i c , etc.);

4. C o r e  or b o t t o m  s a m p l e s  a n a l y s e s  or a r e p r e s e n t a t i v e  cu t  o f  th e samples;

5 D e t a i l e d  d e s c r i p t i o n s  o f  h y d r o c a r b o n  shows o r  h a z a r d o u s  co n d i t i o n s ;  and

G. O t h e r  g e o l o g i c a l  d ata a n a  a n a l y z e d  geolo g i ca l  i n f o r m a t i o n  o b t a i n e d

u n d e r  the p e r m i t ,  as s p e c i f i e d  by DOI.

T h e  ge o p h y s i c al  data, p r o c e s s e d  ge o p h y s ic a l  i n f o r m a t i o n  a n d  r e p r o c e s s e d  ge o ph y s i c a l  

i n f o r m a t i o n  w h ic h  m a y  be s e l e c t e d  includes:

1. A c o m p l e t e  r e c o r d  o f  e a c h  g e o p h ysical s u r v e y  c o n d u c t e d ,  i n c l u d i n g  the 

final l o c a t i o n  m a p s  of all s u r v e y  locati o n s ;

2. All c o m m o n  d e p t h  p o i n t  an d high r e s o l u t i o n  s e i s m i c  data;

3. P r o c e s s e d  g e o p h y s i c a l  i n f o r m a t i o n  d e r i v e d  f r o m  the s e i s m i c  data;

4. G e o p h y s i c al  d a t a  and p r o c e s s e d  i n f o r m a t i o n  o b t a i n e d  from, but not 

l i m i t e d  to:



d. M a g n e t o m e t e r  syste m s

e. B o t t o m  pr o f i l e s

f. G r a v i t y  s u r v e y s

g. M a g n e t i c  surve y s

h. S p e c i a l  s t u d i e s  s uch as r e f r  'ion and v e l o c i t y  s u r v e y s ,  a nd

5. R e p r o c e s s e d  i n f o r m a t i o n  such as tru e  a m p l i t u d e  s e c t i o n s ,  m i g r a t e d  s e c t io n s ,

a n d  b r i g h t  s p o t  analyses.

T h e  DOI m a y  c h o o s e  a n y  or all o f  the a b o v e  d a t a  o r  i n f o r m a t i o n  a t  a n y  s t a ge  of 

proces si n g .  Thus  f a r  the local U SGS C o n s e r v a t i o n  D i v i s i o n  O f f i c e  has been  s e l e c t i n g  

final p r o c e s s e d  d a t a  and information. Th e  g e o p h ys i c a l  data m u s t  be kept c o n f i d e n t i a l  ' 

for ten y e a r s  a f t e r  the i s s u a n c e  of t h e  permit. P r o c e s s e d ,  r e p r o c e s s e d ,  and i n t e r p r e t e d  

geophysical i n f o r m a t i o n  is r e le a s e d  to the p u b l i c  ten y e a r s  a f t e r  it has b een s u b m i t t e d  

to the USGS. G e o l o g i c a l  data an d  a n a l y z e d  and i n t e r p r e t e d  g eo l o g i c a l  i n f o r m a t i o n  

o b t a i n e d  f r o m  d e e p  s t r a g i g r a p h i c  tests ar e  r e l e a s e d  five y e a r s  a f t e r  c o m p l e t i o n  of 

the t e s t  well o r  60 c a l e n d a r  days a f t e r  the i s s u a n c e  o f  the f i r s t  Federal lease 

w i t h i n  50 g e o g r a p h i c  m i l e s  of the  tes t site, w h i c h e v e r  is earlier.



S T A T E ' S  R I G H T  TO PU R C H A S E  

OI L  & GAS IN HB 354

T h e  S t a t e  has t h e  r i g h t  in HB 854(v) to p u r c h a s e  not m o r e  than 16 2/3% o f  the

oil a n d  up to 100% o f  the gas at. the r e g u l a t e d  p rice o r  fair m a r k e t  v alue at the

p o i n t  o f  sale. T h e  r i g h t  to p u r c h a s e  is nee d e d to p r o t e c t  the "in kind" taking 

o f  its r o y a l t y  by A l a s k a ,  a sale o f  said royalty, and a s u b s e q u e n t  r e d u c t i o n  of 

the r o y a l t y  in the l a t e r  stages o f  p r o d u c t i o n  (d).

N e w  M e x i c o ,  1973, e n a c t e d  a law w h i c h  g ives it the r i g h t  to r e s e r v e  an o p t i o n  to 

p u r c h a s e  at a n y  time at th e p r e v a i l i n g  m a r k e t  p r i c e  any o r  all m i n e r a l s,  inc l u d i n g 

oil a n d  gas, p r o d u c e d  f r o m  S tate land. Thus, N e w  M e x i c o  m a y  p u r c h a s e  1 00% of 

the oil and gas found on S t a t e  land.

W h e r e a s  the N e w  M e x i c o  C o m m i s s i o n e r  is a u t h o r i z e d  to w a i v e  the re s e r v a t i o n  

o p t i o n  w i t h  r e s p ec t  to any s p e c i f i c  mi n e r a l ,  he m a y  not do so for oil o r  gas.

T h e  Act, C h a p t e r  26 o f  the S e s s i o n  Laws o f  1973, has n e v e r  been  e x e r c i s e d  by New

M e x i c o ;  thus no o p p o r t u n i t y  has been given to tes t  its c o n s t i t u t i o n a l i t y .

If A l a s k a  w e r e  to r e s e r v e  an op t i o n  to p u r c h a s e  up to th e  a m c u n t  of the royalty, 

fixed o r  bid, an e q u i v a l e n t  net p r o f i t  s hare w o u l d  have to be determ i n e d .



T E S T I M O N Y  O N  

A L A S K A  L E A S I N G  P O L I C Y  B I L L  

( H . B .  8 5 4 )

By
R o d  L. B o a n e  

A l a s k a  D i s t r i c t  M a n a g e r  

E x x o n  C o m p a n y ,  U . S . A .

B e f o r e  T h e  

S t a t e  o f  A l a s k a  

H o u s e  R e s o u r c e s  C o m m i t t e e

J u n e a u ,  A l a s k a  

M a r c h  1 7 ,  1 9 7 8



M r .  C h a i r m a n  a n d  M e m b e r s  o f  t h e  C o m m i t t e e  -

I a m  R o d  L. B o a n e ,  D i s t r i c t  M a n a g e r  f o r  t h e  A l a s k a  

E x p l o r a t i o n  D i s t r i c t  o f  E x x o n  C o m p a n y ,  U . S . A .  I a p p r e c i a t e  t h e  

o p p o r t u n i t y  t o  b e  h e r e  t o d a y  a n d  p r e s e n t  t h e  v i e w s  o f  m y  C o m p a n y  

c o n c e r n i n g  t h e  p r o p o s e d  L e a s i n g  P o l i c y  B i l l .

F i r s t ,  l e t  m e  s a y  t h a t  E x x o n  b e l i e v e s  t h e  e x i s t i n g  p r o v i s i o n s  

o f  S e c t i o n  3 8 . 0 5 . 1 8 0  o f  t h e  A l a s k a  S t a t u t e s  a r e  q u i t e  s a t i s f a c t o r y  

i n  a d m i n i s t e r i n g  a d e q u a t e  c o n t r o l  o v e r  e x p l o r a t o r y  a n d  d e v e l o p m e n t  

a c t i v i t i e s  o n  S t a t e  l e a s e s .  T h e r e f o r e ,  w e  d o  n o t  b e l i e v e  t h e s e  

n e w  a m e n d m e n t s  t o  t h e  S t a t u t e s  a r e  r e e d e d  t o  p r o t e c t  t h e  p u b l i c  

i n t e r e s t .  O n  t h e  c o n t r a r y ,  w e  t h i n k  t h e  p r o p o s e d  a m e n d m e n t s  w o u l d  

c r e a t e  u n n e c e s s a r i l y  i n v o l v e d  a n d  c u m b e r s o m e  p r o c e d u r e s  t h a t  w i l l  

n e i t h e r  f o s t e r  n e e d e d  e x p l o r a t i o n  n o r  b e n e f i t  t h e  S t a t e  o f  A l a s k a .  

A l t h o u g h  w e  t a k e  e x c e p t i o n  t o  a l m o s t  a l l  f e a t u r e s  o f  t h e  p r o p o s e d  

a m e n d m e n t s ,  i n  t h e  i n t e r e s t  o f  t i m e ,  I i n t e n d  t o  d i s c u s s  o n l y  t h e  

m o r e  t r o u b l e s o m e  p r o v i s i o n s ,  w i t h  p a r t i c u l a r  e m p h a s i s  o n  t h e  

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

E x x o n  b e l i e v e s  t h a t  t h e  b e s t  m e t h o d  f o r  a w a r d i n g  l e a s e s  is 

o n  a c a s h  b o n u s  b a s i s .  T h i s  s y s t e m  h a s  s e v e r a l  a d v a n t a g e s  w h i c h  

I w o u l d  l i k e  t o  r e v i e w .

o F i r s t , t h e  s u c c e s s f u l  b i d d e r  s e e s  v e r y  s t r o n g  i n c e n t i v e s  

t o  e x p l o r e  a n d  d e v e l o p  r a p i d l y  a n d  t o  r e c o v e r  t h e  m a x i m u m  

e c o n o m i c  v o l u m e  o f  h y d r o c a r b o n s  a t  t h e  l o w e s t  p o s s i b l e  

c o s t .  T h i s  is  n e c e s  a r y  in  o r d e r  f o r  h i m  to  m a x i m i z e  t h e  

r e t u r n  o n  t h e  c a s h  b o n u s  i n v e s t e d .



o"L"

o S e c o n d , u n d e r  t h e  c a s h  b o n u s  s y s t e m ,  t h e  S t a t e  b e a r s  n o n e

o f  t h e  r i s k  t h a t  c o m m e r c i a l  r e s e r v e s  w i l l  n o t  b e  f o u n d .

T h i s  r i s k  is p l a c e d  d i r e c t l y  o n  i n d u s t r y  w h e r e  i t  b e l o n g s .

T h i s  is a p a r t i c u l a r l y  c r i t i c a l  c o n c e p t  in  A l a s k a  w h i c h  

is s t i l l  e s s e n t i a l l y  a f r o n t i e r  p r o v i n c e  w h e r e  v e r y  l i t t l e  

e x p l o r a t o r y  d r i l l i n g  h a s  o c c u r r e d  a n d  t h u s  v e r y  l i t t l e  is  |

k n o w n  a b o u t  t h e  o i l  a n d  g a s  p o t e n t i a l  o f  m o s t  o f  t h e  S t a t e .

W h e n  o n e  f u r t h e r  t a k e s  i n t o  a c c o u n t  t h e  f a c t  t h a t  A l a s k a  

is a v e r y  h i g h  c o s t  a r e a  d u e  t o  i t s  r e m o t e n e s s  a n d  h a r s h  

o p e r a t i n g  e n v i r o n m e n t ,  i t  s h o u l d  b e  e a s y  t o  s e e  t h a t  t h e  

e x p l o r a t i o n  r i s k s  a n d  c o s t s  a r e  i n d e e d  g r e a t .  T h e  G u l f  

o f  A l a s k a  h i s t o r y  s h o u l d  p r o v e  t h i s  p o i n t  a s ,  t h u s  f a r ,  n o  

c o m m e r c i a l  d i s c o v e r y  h a s  b e e n  m a d e .

o T h j r d . ,  u n d e r  t h e  c a s h  b o n u s  s y s t e m  t h e r e  is n o  p o s s i b l e

w a y  t h a t  t h e  a w a r d s  w i l l  b e  m a d e  in  a n  a r b i t r a r y  m a n n e r  |

s i n c e t h e h i g h e s t b i d i s o b v i o u s .  f

o F i n a l l y ,  t h e  s y s t e m  is s i m p l e  a n d  i n e x p e n s i v e  t c  a d m i n i s t e r ,  g

a n d  i t s  i n t e g r i t y  is u n a f f e c t e d  b y  f u t u r e  e v e n t s .  T h e  

S t a t e  w o u l d  n o t  h a v e  t o  e x p a n d  i t s  s t a f f  t o  i m p l e m e n t  t h i s  

s y s t e m .

N o w  I w o u l d  l i k e  t o  c o m p a r e  t h e  a l t e r n a t e  b i d d i n g  m e t h o d s  

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

w i t h  f i x e d  r o y a l t y .  B a s i c a l l y ,  t h e  p r o p o s e d  a l t e r n a t i v e  b i d d i n g  

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

i n v o l v e s  s o m e  f o r m  o f  r o y a l t y  b i d d i n g .  T h e  s e c o n d  c a t e g o r y  u s e s



s o m e  f o r m  o f  n e t - p r o f i t  b i d d i n g .  T h e  t h i r d  c a t e g o r y  u s e s  s o m e  

f o r m  o f  w o r k  c o m m i t m e n t .  A l l  t h r e e  c a t e g o r i e s  r e q u i r e  a c a s h  

b o n u s ,  e i t h e r  a s  a b i d  v a r i a b l e  o r  a f i x e d  a m o u n t .  L e t ' s  f i r s t  

e x a m i n e  t h e  r o y a l t y  b i d d i n g  s y s t e m s .

( 1 )  It  i s  n o t  u n c o m m o n  f o r  o p e r a t o r s  t o  d i s c o v e r  r e s e r v e s  o f  

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

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

S t a t e  a g r e e d  t o  a c c e p t  a l o w e r  r o y a l t y  t h a n  o r i g i n a l l y  b i d .  D o w n ­

w a r d  a d j u s t m e n t  in  r o y a l t y  r a t e  p r i o r  t o  a n y  d e v e l o p m e n t  w o u l d  b e  

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

b i d d i n g  s y s t e m .

( 2 )  W i t h  r o y a l t y  b i d d i n g ,  t h e  s u c c e s s f u l  b i d d e r  d o e s  n o t

h a v e  a s t r o n g  i n c e n t i v e  f o r  r a p i d  e x p l o r a ; i o n  a n d  d e v e l o p m e n t

s i n c e  f r o n t - e n d  c a s h  i n v e s t m e n t  is s m a l l .  S p e c u l a t o r s  c o u l d  

t h e r e f o r e  s e e  i n c e n t i v e s  t o  a c q u i r e  l e a s e h o l d  i n t e r e s t ,  a n d  t h e n

w a i t  in  h o p e s  t h a t  t h e y  w i l l  b e  a b l e  t o  c a s h  in  o n  t h e  d i s c o v e r i e s

m a d e  b y  o t h e r s .  T h i s  s i t u a t i o n  w o u l d  o b v i o u s l y  r e s u l t  in d e l a y e d

e x p l o r a t i o n  a n d  d e v e l o p m e n t  a c t i v i t i e s .

( 3 )  W i t h  e x c l u s i v e  r o y a l t y  b i d d i n g ,  t h e  p u b l i c  b e a r s  t h e  

m a j o r  p o r t i o n  o f  t h e  e x p l o r a t i o n  r i s k  b e c a u s e  i f  t h e  t r a c t  d o e s n ' t  

c o n t a i n  c o m m e r c i a l  h y d r o c a r b o n  r e s e r v e s ,  a s  t h e  m a j o r i t y  w i l l  n o t ,  

t h e  p u b l i c  r e c e i v e s  n o  c o m p e n s a t i o n  w h a t e v e r .  A s  a n  e x a m p l e ,  t h e  

S t a t e  r e c e i v e d  $ 9 0 0  m i l l i o n  i n  b o n u s  f o r  a c r e a g e  o n  t h e  N o r t h  S l o p e  

i n  t h e  S e p t e m b e r  1 9 6 9  s a l e .  U n d e r  a r o y a l t y  b i d d i n g  s y s t e m  t h e  

S t a t e  w o u l d  h a v e  r e c e i v e d  l i t t l e  i n c o m e  t o  d a t e .  W e  s t r o n g l y  b e l i e v e  

t h a t  r i s k - t a k i n g  a n d  i t s  a s s o c i a t e d  r e w a r d s  o r  l o s s e s  a r e  m o r e  

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



-4-

T h e  s e c o n d  r o y a l t y  b i d d i n g  s y s t e m  i n v o l v e s  a s l i d i n g  s c a l e  

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

s p e a k i n g ,  w o u l d  m a k e  i t  i m p o s s i b l e  t o  c o m p a r e  b i d s  u n l e s s  y o u  k n o w  

t h e  t o t a l  r e s e r v e s ,  t h e  p r i c e  a t  w h i c h  p r o d u c t i o n  w o u l d  b e  s o l d ,  

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

w i d e l y  d i f f e r i n g  p o s i t i o n s  o n  p r u d e n t  d e v e l o p m e n t .  A l s o ,  u n i t i ­

z a t i o n  o f  t r a c t s  w o u l d  b e  a v e r y  c o m p l e x  a n d  d i f f i c u l t  j o b .

W i t h  t h e s e  c o m m e n t s  in  m i n d ,  l e t ' s  r e v i e w  r e c e n t  e x p e r i e n c e  

w i t h  r o y a l t y  b i d d i n g  in t h e  F e d e r a l  s e c t o r .  A p r o g r a m  o f  e x p e r i ­

m e n t a t i o n  b e g a n  w i t h  t h e  r e c e n t  s a l e  i n  t h e  L o w e r  C o o k  I n l e t .  

T h i r t y - f o u r  p e r c e n t  o f  t h e  t r a c t s  w e r e  p u t  u p  f o r  r o y a l t y  b i d d i n g .  

S e l e c t i o n  o f  t h e s e  t r a c t s  w a s  i n  s u c h  a m a n n e r  t h a t  t h e y  w e r e

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

d i s t r i b u t i o n  is c o u p l e d  w i t h  a f o r c e d  u n i t i z a t i o n  l e a s e  s t i p u ­

l a t i o n ,  it  is n o t  d i f f i c u l t  t o  c o n c l u d e  t h a t  t h e  o w n e r s  o f  t h e  

r o y a l t y  t r a c t s  h a v e  n o  i n c e n t i v e  f o r  r a p i d  e v a l u a t i o n .  T h e y  c a n  j u s t  

s i t  b a c k  a n d  w a i t  f o r  t h e  o w n e r s  o f  c a s h  b o n u s  t r a c t s  t o  d o  t h e  

i n i t i a l  d r i l l i n g .  T h e y  c a n  t h e n  j o i n  t h e  u n i t s  c o v e r i n g  a n y  

r e s e r v o i r s  t h a t  e x t e n d  u n d e r  t h e i r  t r a c t .

A f t e r  t h e  C o o k  I n l e t  s a l e ,  t h i s  p r o b l e m  a p p a r e n t l y  b e c a m e

o b v i o u s  t o  t h e  D e p a r t m e n t  o f  I n t e r i o r .  F o r  t h e  N o r t h  A t l a n t i c

S a l e  ( S a l e  # 4 2 ) ,  t h e y  a t t e m p t e d  t o  " f i x "  t h i s  p r o b l e m  b y  g r o u p i n g  

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

b o n u s  t r a c t s .  T h e y  f u r t h e r  e x p a n d e d  t h e  e x p e r i m e n t  b y  h a v i n g  a 

g r o u p  o f  c a s h  b o n u s  t r a c t s  t h a t  h a d  a f i x e d  r o y a l t y  o f  4 0  p e r c e n t .



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

b e g u n  t o  c r e a t e  s o m e  c o n c e r n s  a b o u t  t h i s  s y s t e m .  I n  t h e  u p c o m i n g  

S o u t h  A t l a n t i c  S a l e  ( S a l e  # 4 3 ) ,  w e  s e e  a n o t h e r  a t t e m p t  to  " f i x "  

d i f f i c u l t i e s  i n  the- p r e v i o u s  s y s t e m .  T r a c t s  a r e  b e i n g  o f f e r e d  b y  

c a s h  b o n u s  b i d d i n g  w i t h  a s l i d i n g  s c a l e  r o y a l t y .  T h e y  h a v e  

a t t e m p t e d  t o  " f i x "  t h e  u n i t i z a t i o n  p r o b l e m  b y  a g a i n  g r o u p i n g  t h e  

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

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

s c a l e  r o y a l t y  a n d  c a s h  b o n u s  t r a c t s  w o u l d  b e  u n i t i z e d .

N o w  t h a t  t h i s  e x p e r i m e n t a t i o n  p r o c e s s  h a s  b e g u n ,  w e  s e e  t h e  

c o n t i n u i n g  c r e a t i o n  o f  n e w  d i f f i c u l t i e s  a n d  c o m p l e x i t i e s  a s  a t t e m p t s  

a r e  m a d e  t o  c o r r e c t  p r e v i o u s  d i f f i c u l t i e s  a n d  p r o b l e m s .  I t  a p p e a r s  

t h a t  t h i s  p r o c e s s  is g o i n g  to  h a v e  a " s n o w - b a l l i n g "  e f f e c t  a n d  m a y  

e v e n t u a l l y  r e d u c e  c o m p e t i t i o n .  In t h i s  s i t u a t i o n ,  o n l y  t h e  

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

to the long u n i t i z a t i o n  n e g o t i a t i o n s  and w a i t  long p e r i o d s  for initial 

p r o d u c t i o n  w i l l  s e r v i v e .  T h i s  c e r t a i n l y  d o e s  n o t  p r o m o t e  i n c r e a s e d  

c o m p e t i t i  o n .

N o w  l e t ' s  l o o k  a t  t h e  s e c o n d  b i d d i n g  c a t e g o r y  a p r o f i t -  

s h a r i n g  s y s t e m ,  w h i c h  h a s  m o s t  o f  t h e  s a m e  a d v e r s e  c h a r a c t e r i s t i c s  

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

a d v a n t a g e s  .

(1) U s i n g  n e t  p r o f i t s  w i l l  b e  m u c h  l i k e  s e l e c t i n g  a c o n ­

t r a c t o r  t o  p e r f o r m  a j o b .  T h e  o p e r a t i n g  e f f i c i e n c y  o f  t h e  b i d d e r  

c o u l d  b e c o m e  a n  i m p o r t a n t  c o n s i d e r a t i o n  in  d e t e r m i n i n g  w h i c h  o f



s e v e r a l  b i d d e r s  h a d  s u b m i t t e d  t h e  h i g h  b i d  i n a s m u c h  a s  t h e  

g r o s s  p r o c e e d s  t o  b e  r e c e i v e d  b y  t h e  p u b l i c  w o u l d  b e  a d i r e c t  

f u n c t i o n  o f  t h e  e f f i c i e n c y  o f  t h e  o p e r a t o r .  T h u s ,  t h e  s u c c e s s f u l  

b i d d e r  w o u l d  n o  l o n g e r  b e  o b v i o u s .  S i n c e  t h e  r e l a t i v e  o p e r a t i n g  

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

t h e  C o m m i s s i o n e r  w o u l d  b e  v u l n e r a b l e  t o  c h a r g e s  t h a t  b i d  a w a r d s  

w e r e  b e i n g  m a d e  i n  a n  a r b i t r a r y  o r  d i s c r i m i n a t o r y  m a n n e r .

( 2 )  A  p r o f i t - s h a r i n g  s y s t e m  w o u l d  b e  d i f f i c u l t  a n d  c o s t l y  

t o  a d m i n i s t e r .  A l a r g e  a d m i n i s t r a t i v e  o r g a n i z a t i o n  w o u l d  l i k e l y  

b e  e s t a b l i s h e d  t o  a u d i t  a n d  m o n i t o r  t h e  c o n t i n u i n g  a c t i v i t i e s  o f  

l e s s e e s .  D i s c r e t i o n a r y  j u d g m e n t s  w o u l d  b e  r e q u i r e d  b y  t h e  S t a t e  

w i t h  r e g a r d  t o  w h a t  c o s t s  w e r e  t o  b e  i n c l u d e d  o r  r e j e c t e d  in t h e  

p r o f i t  b a s e .  T h i s  s y s t e m  c o u l d  l e a d  t o  S t a t e  c o n t r o l  o f  e x p e n d i t u r e s .

( 3 )  A p r o f i t - s h a r i n g  s y s t e m  w o u l d  s i g n i f i c a n t l y  r e d u c e  t h e  

i n c e n t i v e  f o r  a s u c c e s s f u l  b i d d e r  t o  o p e r a t e  a t  m a x i m u m  e f f i c i e n c y .

A n y  p r u d e n t  o p e r a t o r  u t i l i z e s  a p r i o r i t y  s y s t e m  w h e n  r e s t r a i n t s

o f  e i t h e r  m a n p o w e r  o r  m a t e r i a l s  c r e a t e  l i m i t a t i o n s .  W h e n  t h e s e  

r e s t r a i n t s  e x i s t ,  n e t - p r o f i t  t r a c t s  w i l l  h a v e  l o w  p r i o r i t y .  T h e  

r e s u l t  - r e d u c t i o n  o f  e f f i c i e n c y .  It w o u l d  a l s o  r e d u c e  t h e  t i m i n g  

a n d  i n c e n t i v e  f o r  d e v e l o p m e n t  o f  a d v a n c e d  t e c h n o l o g y  c u r r e n t l y  in 

p r o g r e s s  b y  i n d u s t r y .

( 4 )  M o s t  i m p o r t a n t ,  s h a r i n g  in  n e t  p r o f i t s  w o u l d  s i g n a l  t h e  

S t a t e ' s  e n t r y  i n t o  t h e  p r o d u c t i o n  p h a s e  o f  t h e  o i l  b u s i n e s s .  It 

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



t o  b e  d e e p l y  i n v o l v e d  in d e c i s i o n s  a b o u t  d a y - t o - d a y  o p e r a t i o n s  

a n d  t h e r e b y  b e c o m e  a n  o p e r a t i n g  p a r t n e r .  T h i s  s t e p  w o u l d  n o t  b e  

c o n s i s t e n t  w i t h  t h e  m a i n t e n a n c e  o f  a s t r o n g  p r i v a t e  e n t e r p r i s e  

s y s t e m  e i t h e r  w i t h i n  t h e  o i l  i n d u s t r y  o r  w i t h i n  t h e  S t a t e  i t s e l f .

T h e  t h i r d  c a t e g o r y  o f  b i d d i  s y s t e m  i s  w o r k  c o m m i t m e n t  w h i c h  

c a n  b e  c o m b i n e d  w i t h  a n y  o f  t h e  o t h e r  m e t h o d s .  A w o r k  c o m m i t m e n t  

b i d  b e c o m e s  a f o r m  o f  c a s h  b o n u s  b i d d i n g .  If  a n  o p e r a t o r  h a s  a 

h i g h  i n t e r e s t  i n  a t r a c t ,  h a  w i l l  b i d  a w o r k  c o m m i t m e n t  w h i c h  is

e q u i v a l e n t  t o  w h a t  h e  w o u l d  b i d  i n  a c a s h  b o n u s  s y s t e m .  In m a n y  

i n s t a n c e s ,  t h i s  c o m m i t t m e n t  w o u l d  b e  m u c h  l a r g e r  t h a n  r e q u i r e d  

f o r  e v a l u a t i o n .  If e a r l y  e x p l o r a t i o n  r e s u l t s  a r e  n e g a t i v e ,  t h e  

o p e r a t o r  r e m a i n s  c o m m i t t e d  t o  d r i l l  m o r e  w e l l s  t h a n  w o u l d  n o r m a l l y  

b e  p r u d e n t  o r  n e c e s s a r y .

T h e  p r o v i s i o n  t h a t  t h e  C o m m i s s i o n e r  c a n  t e r m i n a t e  a w o r k  

c o m m i t m e n t  f u r t h e r  c o m p l i c a t e s  t h e  i s s u e .  T e r m i n a t i o n  o f  a w o r k  

c o m m i t m e n t  f o r  o n e  o p e r a t o r  w o u l d  u n d o u b t e d l y  r e s u l t  in i n e q u i t i e s  

b e c a u s e  h e  h a s  r e c e i v e d  a n  u n f a i r  c o m p e t i t i v e  a d v a n t a g e .  C o n t i n u ­

a t i o n  o f  t h i s  p r a c t i c e  c o u l d  r e s u l t  in e x t r e m e l y  h i g h  w o r k  c o m m i t ­

m e n t s  i n  a n t i c i p a t i o n  o f  c a n c e l l a t i o n  a f t e r  p e r f o r m i n g  o n l y  a 

p o r t i o n  o f  t h e  w o r k .

A w o r k  c o m m i t m e n t  b i d  w i l l  b e  n o t h i n g  m o r e  t h a n  a f o r m  o f  

c a s h  b o n u s .  T h e  s a m e  r e s u l t  c a n  b e  a c  o m p l i s h e d  m o r e  e a s i l y  a n d  

e f f i c i e n t l y  w i t h  a c a s h  b o n u s  b i d .

N o w  I w o u l d  l i k e  to  d i s c u s s  a f e w  o t h e r  p r o v i s i o n s  w h i c h  

g i v e  u s  c o n c e r n .



t h e  S t a t e  t h e  r i g h t  t o  p u r c h a s e  n o t  m o r e  t h a n  1 6  2 / 3  p e r c e n t  o f  

t h e  o i l  a n d  1 0 0  p e r c e n t  o f  t h e  g a s .  T h e  m o s t  o n e r o u s  p o r t i o n  o f  

t h i s  p r o v i s i o n  is t h e  r i g h t  o f  t h e  S t a t e  t o  p u r c h a s e  1 0 0  p e r c e n t  

o f  t h e  g a s .

T h e  p r e s e n t  a n d  p o t e n t i a l  s u p p l i e s  o f  g a s  w i t h i n  A l a s k a  f a r  

e x c e e d  r e a s o n a b l y  a n t i c i p a t e d  d e m a n d s  b y  t h e  S t a t e  r e s i d e n t s .  

T h e r e f o r e ,  t o  f i n d  a m a r k e t ,  t h i s  g a s  w i l l  h a v e  t o  m o v e  i n t o  

i n t e r s t a t e  c o m m e r c e .  T h i s  r e q u i r e m e n t ,  t h a t  t h e  S t a t e  c o u l d  r e m o v e  

t h e  g a s  f r o m  t h e  m a r k e t ,  c o u l d  s e v e r e l y  h a m p e r  a p r o d u c e r ' s  a b i l i t y  

t o  m a r k e t  t h e  r e s e r v e s .  W i t h o u t  a r e a s o n a b l e  e x p e c t a t i o n  t h a t  t h e  

d e v e l o p e d  g a s  c a n  b e  m a r k e t e d ,  t h e r e  is g r e a t l y  r e d u c e d  i n c e n t i v e  

t o  e x p l o r e .

It w o u l d  a l s o  r e t a r d  d e v e l o p m e n t  o f  n a t u r a l  g a s  f o r  S t a t e  

r e s i d e n t s .  T h e  r i s k  t h a t  t h e  g a s  c o u l d  b e  d i v e r t e d  w o u l d  h a v e  

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

s y s t e m s .

In a d d i t i o n  t o  t h e s e  c o n c e r n s ,  i t  r a i s e s  o t h e r  q u e s t i o n s  

such as:

1. D e t e r n i i n a t i o n  o f  f a i r  m a r k e t  v a l u e

2. U s e  o f  g a s  f o r  l e a s e  f u e l

3. T i m i n g  a n d  r a t e  o f  p r o d u c t i o n  - c o u l d  t h e

S t a t e  c o n t r o l  t h e s e  t o  s a t i s f y  t h e i r  o w n  r e q u i r e m e n t s  

o r  d e s i r e s ?
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(1) A S 3 8 . 0 5 . 1 8 0 ( v ) Right to Purchase - The provision gives



(2) A S 3 8 0 . 0 5 . 1 8 0 ( w )  - E x x o n  i s  s t r o n g l y  o p p o s e d  t o  t h i s  

p r o p o s e d  s e c t i o n  w h i c h  r e q u i r e s  a n y  l e s s e e  o r  p e r m i t t e e  c o n d u c t i n g  

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

S t a t e  l a n d ,  to  p r o v i d e  t h e  C o m m i s s i o n e r  a c c e s s  t o  a l l  d a t a  

o b t a i n e d  f r o m  s u c h  a c t i v i t y  a n d  t o  p r o v i d e  c o p i e s  o f  s u c h  s p e c i ­

f i e d  d a t a ,  a s  t h e  C o m m i s s i o n e r  m a y  r e q u e s t .  A c c e s s  t o  a l l  d a t a 

c o u l d  p o t e n t i a l l y  p e r m i t  e n d l e s s  i n t r u s i o n s  i n t o  p r i v a t e  b u s i n e s s .  

M u c h  o f  t h i s  d a t a  is v e r y  c o s t l y .  In a c o m p e t i t i v e  i n d u s t r y  s u c h  

a s  o u r s ,  a c o n s i d e r a b l e  a m o u n t  o f  d a t a  i s  p r o p r i e t a r y .  D i s c l o s u r e  

o f  t h i s  t y p e  o f  d a t a  c o u l d  r e s u l t  in  t h e  l o s s  o f  a c o m p e t i t i v e  

e d g e .  In n o n e  o f  t h e  o t h e r  p r o d u c i n g  s t a t e s  a r e  o p e r a t o r s  r e q u i r e d  

t o  p r o v i d e  a c c e s s  t o  a l l  d a t a . In a d d i t i o n ,  w e  f e e l  t h a t  a n y  s u c h  

r e q u i r e m e n t  w o u l d ,  in e f f e c t ,  c o n s t i t u t e  a " t a k i n g "  f o r  w h i c h  

c o m p e n s a t i o n  b y  t h e  S t a t e  w o u l d  b e  r e q u i r e d .  W e  b e l i e v e  t h i s  

p r o p o s e d  a m e n d m e n t  is u n n e c e s s a r y  a n d  s h o u l d  b e  d e l e t e d  b e c a u s e

t h e  e x i s t i n g  r e g u l a t i o n s  p r o v i d e  t h e  S t a t e  w i t h  a d e q u a t e  c o n t r o l  

o v e r  e x p l o r a t i o n  a n d  d e v e l o p m e n t  a c t i v i t i e s .

( 3 )  A S 3 8 . 0 5 . 1 Q 0 ( 1) - W e  a r e  s t r o n g l y  o p p o s e d  t o  t h e  c o n c e p t  

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

b e g i n n i n g  o f  p r o d u c t i o n  f r o m  a l e a s e .  W e  a r e  n o t  a w a r e  o f  t h i s  

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

T h i s  l a n g u a g e  is s o m e w h a t  s i m i l a r  t o  t h a t  c o m m o n l y  u s e d  b y  

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

s p e c i f i c  g e o l o g i c  o b j e c t i v e s  b y  a t h i r d  p a r t y .  In a f r o n t i e r
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p r o v i n c e  l i k e  A l a s k a  i t  d o e s n ' t  m a k e  a n y  s e n s e  t o  p l a c e  s u c h  

r e s t r i c t i o n s  i n  t h e  l e a s e  f o r m .  T h e  i d e a  s h o u l d  b e  t o  g i v e  t h e  

l e s s e e  m a x i m u m  f l e x i b i l i t y  in  e v a l u a t i n g  h i s  a c r e a g e  - n o t  to 

c u r t a i l  o r  t o  r e q u i r e  u n r e a s o n a b l e  a n d  c o s t l y  a c t i o n s  o n  h i s  p a r t .  

W e ,  t h e r e f o r e ,  s t r o n g l y  s u g g e s t  t h a t  t h i s  l a n g u a g e  b e  d e l e t e d .

W p  a l s o  r e c o m m e n d  t h a t  r e v y o r k i n g  b e  a d d e d  t o  t h e  l i s t  o f  

a c t i o n s  w h i c h  w i l l  h o l d  a l e a s e  in f o r c e .  In f a c t ,  a g r a c e  

p e r i o d  o f  6 0  d a y s  s h o u l d  b e  a l l o w e d  b e t w e e n  c e s s a t i o n  o f  p r o d u c t i o n  

a n d  i n i t i a t i o n  o f  d r i l l i n g  o r  r e w o r k i n g  o p e r a t i o n s .  T h i s  u s e f u l  

a n d  d e s i r a b l e  f e a t u r e  i s  in t h e  p r e s e n t  l a w .

( 4 )  A S 3 8 . 0 5 . 1 8 0 ( j ) L e a s e  T e r m  - A f i v e - y e a r  p r i m a r y  l e a s e  

t e r m  is v e r y  r e s t r i c t i v e  in  A l a s k a .  T h e  r e m o t e  l o c a t i o n  o f  m o s t  

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

d r i l l i n g  s e a s o n ,  e i t h e r  n e c e s s a r y  o r  i m p o s e d ,  m a k e  c o m p l e t i o n  o f  

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

O n c e  a d i s c o v e r y  i s  m a d e ,  a d d i t i o n a l  d r i l l i n g  is r e q u i r e d  b e f o r e  

a n  e s t i m a t e  o f  t h e  f i e l d  s i z e  c a n  b e  m a d e .  A l l  o f  t h e  p r e v i o u s l y  

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

p r o c e s s  o f  d i s c o v e r i n g  a f i e l d  arid e s t a b l i s h i n g  i t s  c o m m e r c i  al i t y  

is c o m o l e t e ,  t h e  l o n g  d e v e l o p m e n t  p h a s e  m u s t  b e g i n .  W e  s t r o n g l y  

r e c o m m e n d  t h a t  t h e  1 0 - y e a r  l e a s p  t e r m  b e  r e t a i n e d .

( 5 )  A S 3 8 . 0 5 . 1 8  0 ( c ) U p l a n d s  A c r e a g e  L i m i t a t i o n  - T h e  p r o p o s e d  

2 0 0 , 0 0 0 - a c r e  l i m i t a t i o n  o n  a l l  l a n d s  o t h e r  t h a n  t i d e  a n d  s u b m e r g e d  

l a n d s  is v e r y  r e s t r i c t i v e  c o m p a r e d  w i t h  t h e  c u r r e n t  5 0 0 , 0 0 0 - a c r e  

l i m i t a t i o n  in  a S t a t e  l i k e  A l a s k a  w h i c h  h a s  s o  m a n y  f r o n t i e r
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i n t e r i o r  b a s i n s  t o  e x p l o r e .  In a h o s t i l e  h i g h  c o s t  e n v i r o n m e n t  

s u c h  as  A l a s k a ,  a l a r g e  b l o c k  o f  a c r e a g e  m a y  b e  n e c e s s a r y  i n  o r d e r  

t o  j u s t i f y  e x p l o r a t i o n .  W e  b e l i e v e  t h e  p r o p o s e d  2 0 0 , 0 0 0 - a c r e  

l i m i t a t i o n  w o u l d  b e  a s t r o n g  d i s i n c e n t i v e  o f  a n  o p e r a t o r  to 

e x p l o r e  t h e s e  f r o n t i e r  i n t e r i o r  b a s i n s  a n d  s t r o n g l y  r e c o m m e n d  

m a i n t e n a n c e  o f  t h e  c u r r e n t  5 0 0 , 0 0 0 - a c r e  l i m i t a t i o n .

(6)  A 5 3 8 . 0 5 . 1 8 0 ( u )  J o i n t  B i d d i n g  - T h e  p r o v i s i o n  a l l o w i n g  

t h e  C o m m i s s i o n e r  t o  r e s t r i c t  j o i n t  b i d d i n g ,  i f  h e  so  d e s i r e s ,  

c o u l d  p r o h i b i t  t h e  i n v o l v e m e n t  o f  s o m e  c o m p a n i e s  m o s t  c a p a b l e  

o f  o p e r a t i n g  i n  t h e  A l a s k a n  e n v i r o n m e n t .

A s t u d y  w a s  p e r f o r m e d  b y  t h e  U n i v e r s i t y  o f  S o u t h e r n  C a l i f o r n i a  

a n d  t h e  U S G S  t o  d e t e r m i n e  t h e  e f f e c t s  o f  r e s t r i c t i n g  m a j o r s  

f r o m  b i d d i n g  j o i n t l y  i n  t h e  O C S .  T h e y  c o n c l u d e d  t h a t  o n  t h e  a v e r a g e ,  

t h i s  r e s t r i c t i o n  r e s u l t e d  i n  m o r e  b i d s  p e r  l e a s e  b y  t h e  m a j o r  o i l  

c o m p a n i  e s .

( 7 )  L e g i s l a t i v e  R e v i e w  - W e  o b j e c t  t o  t h e  r e q u i r e m e n t  f o r  

s u b m i s s i o n  o f  t n e  l e a s i n g  p r o g r a m  f o r  a n n u a l  r e v i e w  b y  t h e  L e g i s l a t u r e  

b e c a u s e  w e  b e l i e v e  it w i l l  r e s u l t  in u n n e c e s s a r y  d e l a y s  in i m p l e m e n t i n g  

l e a s i n g  p r o g r a m s .

(8) A S 3 8 . 0 5 . 1 3 0 ( q ) D r i l l i n g  a n d  D e v e l o p m e n t  C o n t r a c t s - T h e  

p r o p o s e d  a m e n d m e n t  w h i c h  w o u l d  a l l o w  t h e  S t a t e  to s h a r e  i n  e x p l o r a ­

t i o n  c o s t s  is i n c o n s i s t e n t  w i t h  t h e  p r o v i s i o n s  o f  t h e  l e a s e  a g r e e ­

m e n t ,  a s  t h e  S t a t e ' s  r o y a l t y  i n t e r e s t  is f r e e  o f  a l l  e x p l o r a t i o n
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a n d  d e v e l o p m e n t  c o s t s .  I f  t h i s  is i n t e n d e d  t o  a l l o w  t h e  S t a t e  

t o  s h a r e  in w o r k i n g  i n t e r e s t ,  w e  a ' o p p o s e d  s i n c e  i t  w o u l d  

s i g n a l  e n t r a n c e  o f  S i a t e  G o v e r n m e n t  i n t o  t h e  o i l  a n d  g a s  b u s i n e s s .

In c l o s i n g ,  I w o u l d  l i k e  t o  r e i t e r a t e  t h a t  E x x o n  b e l i e v e s  

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

h a v e  s e r v e d  t h e  S t a t e  a n d  i n d u s t r y  w e l l  a n d  d o  n o t  n e e d  to b e  

c h a n g e d .

P a s s a g e  o f  t h i s  b i l l  w i l l  r e q u i r e  t h e  S t a t e  to e m b a r k  i n t o  

a n  e x p e r i m e n t a l  p r o g r a m .  B e c a u s e  t h e s e  s y s t e m s  a r e  u n k n o w n ,  m a n y  

m i s t a k e s  w i l l  b e  m a d e .  N e w  " w r i n k l e s "  w i l l  b e  t r i e d  i n  o r d e r  t o  

c o r r e c t  t h e s e  m i s t a k e s .  In f a c t ,  t h e  S t a t e  o f  A l a s k a  w i l l  f i n d  

i t s e l f  t a k i n g  a c o u r s e  w h i c h  is i d e n t i c a l  t o  t h e  c o u r s e  p r e s e n t l y  

b e i n g  f o l l o w e d  b y  t h e  F e d e r a l  G o v e r n m e n t .  T h e  e n d  r e s u l t  w i l l  b e  

a n  e x t r e m e l y  c o m p l e x  s y s t e m  w h i c h  m a y  a l l o w  o n l y  a f e w  c o m p a n i e s  to 

s u r v i  ve .

T h i s  c o n c l u d e s  iny p r e p a r e d  t e s t i m o n y ,  a n d  I w i l l  b e  h a p p y  t o

a n s w e r  a n y  q u e s t i o n s  w h i c h  y o M m a y  h a v e .

* * * * *
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S T A T E ' S  R I G H T  TO P U R C H A S E  

OI L  & GAS IN HB 8 5 4____

T h e  S t a t e  has th e  right in HB 854(v) to p u r c h a s e  not m o r e  than 16 2/3" o f  t h e

oil a nd  up to 1 00% o f  the gas at the r e g u l a t e d  p r i c e  o r  fair m a r k e t  v a l u e  at the

p o i n t  o f  sale. The right to p u r c h a s e  is n e e d e d  to  p r o t e c t  the "in kind" tak i n g  

o f  its r o y a l t y  by Alaska, a sal e  o f  said royalty, and a s u b s e q u e n t  r e d u c t i o n  of 

th e  r o y a l t y  in the l a t e r  st a g e s  o f  p r o d u c t i o n  (d).

N e w  M e x i c o ,  1973, e n a c te d  a U w  w h i c h  gives it t h e  r i g h t  to r e s e r v e  an o p t i o n  to 

p u r c h a s e  at  any time at the p r e v a i l i n g  m a r k e t  p r i c e  a n y  or all m i n e r a l s ,  i n c l u d i n g  

oil a nd  gas, p r o d u c e d  f r o m  S ta t e  land. Th u s ,  M e w  M ex i c o  m a y  p u r c h a s e  1 00% o f  

t h e  oil and gas found on S t a t e  land.

W h e r e a s  the Ne w  M e x i c o  C o m m i s s i o n e r  is a u t h o r i z e d  to w a i v e  the r e s e r v a t i o n  

o p t i o n  w i t h  r e s p e c t  to any s p e c i f i c  m i n e r a l ,  he m a y  n o t  do so f o r  oil o r  gas.

Th e  Act, C h a p t e r  26 o f  the S e s s i o n  L aws of 1973, has n e v e r  been e x e r - ' s e d  b y  New

M e x i c o ,  thus no o p p o r t u n i t y  has bee n  given to t e s t  its c o n s t i t u t i o n a l i t y .

If A l a s k a  w e r e  to reser v e  an o p t i o n  to p u r c h a s e  u p  to t h e  a m o u n t  o f  the r o y alty, 

f ixed o r  bid, an e q u i v a l e n t  net p r o f i t  s h a r e w o u l d  h a v e  to be d e t e r m i n e d .



TESTBDNY ON H.B. 854

Mr. Chairman, members of the ccrrmittee, my name is John Carson, 

and I appreciate the opportunity to comment on House Bill 854.

I've been a petroleum geologist for 22 years, and I'm presently 

Division Geologist in Alaska for Chevron U.S.A., the principal domes­

tic oil and gas subsidiary of the Standard Oil Company of California.

I've lived and worked in this state, and since 1965, I've been actively 

involved in all state lease sales and the two OCS sales in the Gulf 

of Alaska and the Lower Cook Inlet.

Chevron is aware of the amount of preliminary work done by the 

state administration and the Department oi Natural Resources in re­

searching and drafting this legislation.

We commend efforts in drafting legislation that proposes a five- 

year leasing program for Alaska. We believe the state should be en­

couraged in its effort to establish and maintain such a long-term 

program, with appropriate industry participation.

Members of the committee, the petroleum industry— as indicated 

by its response to your solicitations— clearly desires a realistic 

plan that can serve as the basis for an effective working relation­

ship Ix?tween the industry and the state.

Frankly, we believe the proposed legislation will inhibit or 

prevent orderly development of o . and gas resources in Alaska— bo 

the detriment of the state govemnvent, its taxpayers and my own industry.



I will say candidly that this legislation is untenable from our 

point of view. If enacted into law, H.B. 854 would have a serious and 

far-reaching inpact on my own company, and would give us serious cause 

to reconsider our exploration activities in the high-cost, high-xIsk 

frontier state lands of Alaska.

The situation we face today reminds me of a quote I heal’d the 

other day attributed to an executive of Walt Disney Productions, which 

recently announced that it was abondoning its latest recreation com­

plex because of excessive and oppressive regulation.

The Walt Disney executive blamed the end of the project on, and 

I quote: "An irresponsible proliferation of delays, the never-ending 

requests for more irrelevant information and studies, and bureaucratic 

sidetracking and meanderings into unreasonable alternatives."

I realize this is the first of many hearings on this legislation, 

but H.B. 854, as now written, would be counter-produxtive. It actually 

would be a step backward at the very time our nation desperately needs 

an effective oil and gas exploration program.

Generally stated, we object to provisions covering: 1) the wiue

variety of bidding methods to be employed; 2) the Commissioner's 

access to all the lessee's data, including proprietary data; 3) the 

state's call on production; 4) short and restrictive lease term and condi­

tions; 5) the need for the Commissioner to submit and defend Ills lease 

plan before the legislature; 6) the Commissioner's right to ban joint 

bidding by major companies; and 7) reduced acreage chargeability cn 

state uplands.



Time does not permit me to discuss in detail each of the provisions, 

but I will attempt to outline our irost significant objections:

First, the wide variety of bidding methods:

In advocating numerous bidding schemes— actually a shift from only 

cash bonus bidding, a system that has worked well— the administration 

hopes to maximize its financial return f v m  state lands.

But Chevron believes a move away from the cash bonus method means 

the perilous abandonment of a proven concept that has brought stability 

to the state's leasing program. The bonus system would be replaced by 

an array of untested leasing methods, particularly in the frontier areas.

We believe this provision, if enacted, will transform Alaska into 

a trial-and-error laboratory in oil and gas leasing. It means replacing 

order]y development with uncertainty and the unknown. It's not a c unble 

Chevron feels is worth taking.

Before discussing each bidding system, all concerned parties should 

be aware that a move away from cash bonus bidding will result in three 

key develo[inents:

First, it will shift a substantial part of the burden of risk 

from industry to the taxpayer.

Second, it will serve as a substantial deterrent to exploration 

and development, and

Ihird, it will cause the rapid and constant growth of state agencies 

to administer, evaluate and audit the leases and subsequent production. 

Ihis places increasing demands on taxpayers to support this bureaucracy.

Chevron believes these are unacceptable consequences which would 

be intolerable to the taxpayers and leaders of this state.



As you know, cash bonus bidding provides that leases be awarded 

to the highest cash bonus bidder. This bonus -s paid before the lessee 

can proceed with exploratory drilling on the lease.

Hie other bid methods provide for bid variables such as royalty, 

net profit, or work commitment. In these cases, the state receives 

nothing other than perhaps a small fixed bonus at the time of leasing. 

Other revenue is not forthcoming under the royalty and net profit 

schemes unless there is production. Simply stated: No production, no

revenue.

In our opinion, cash bonus bidding is the only method that will 

strongly encourage the petroleum industry to lease and explore the state 

land.

We further believe that this method will result in the production 

of the most oil and gas and consequently will provide the most revenue, 

both to the state and the petroleum industry.

Hie other methods, employing biddable royalties and net profits, 

reduce the incentive to explore and produce. These alternatives, par­

ticularly in the case of biddable royalties, serve to shorten the econo­

mic life of the fields— resulting in less production and, therefore, 

less revenue.

Cash bonus bidding is particularly advantageous to the lessor in 

frontier areas of high risk. Most of Alaska's lands are in this category.

Now let's compare other proposed bidding methods with traditional, 

cash bonus bidding. Because of time limitations, I can only touch 

briefly on tb-se, but I am prepared to go into more detail if questions 

arise.



The royalty bidding method, although it allows oil and gas com­

panies to acquire land with little cash, is a strong deterrent to early 

drilling. Very simply, it is easier and cheaper to wait on others to 

bear the risk and expense of exploratory drilling.

Having spent little capital to acquire the lease, an operator is 

tempted not to spend a dime to evaluate the lease, hoping an adjacent 

leaseholder may do it for him. Carried to the extreme, the effect of 

this would be that no wells would be drilled to evaluate the leases.

This same problem is inherent in the net profits system, which I'll 

talk about shortly. On the other hand, when cash bonus is involved, 

the winning bidder has a strong incentive for early drilling because 

his bonus investment is earning him nothing.

In cash bonus bidding the state assumes none of the risk but still 

receives revenue from leases, whether or not they are productive.

The advantages of this system were clearly demonstrated a few years 

ago in the sale of federal leases off the coasts to Mississippi, Florida 

and Louisiana. Successful bidders paid $743 million for several tracts 

on one structure, the Dcstin Anticline, and spent over 10 million dollars 

drilling seven dry holes on the structure— all at no cost to the tax­

payer. Under royalty or net profit bidding, the government would have 

received nothing.

What would government have received if it had sold the Gulf of 

Alaska on a royalty bid basis? As in the Gulf of Mexico case I pre­

viously cited, nothing. Should the taxpayer and the government be forced 

to suffer the loss of more than one-half billion dollars— when to date, 

no royalty appears forthcoming?



The NPRA comes to mind as another exanple of an area adjudged to 

possess high potential, but which so far is a disappointment. Again, 

if sold on a royalty bidding method, the lessors would have received 

nothing to date.

Let me enphasize that in all these cases, the areas were considered 

extremely attractive to both the industry and government. Ihese are 

precisely the types of areas in which the state might be enticed to use 

a royalty or net profit bidding method. Yet none of these has led to 

any discovery or government revenue.

Proponents of royalty bidding believe it encourages competition 

among bidders and allows the small ccnpany and the independent improved 

entry into oil and gas lease bidding. Cash bonus bidding usually is 

blamed for tending to discourage small ccnpanies from bidding.

This is not supported by the facts. Small ccnpanies gain entry 

into the sale by joining with a larger company or with several other 

smaller ccnpanies. In the recent Lower Cook Inlet sale, independents 

and smaller conpanies bid on royalty and cash tonus tracts with about 

the same frequency as the majors. Of the 34 oonpanios which bid in 

the sale, IB were smaller conpam.es. These 18 made successful cash bonus 

bids on 26 tracts, of which 13 were sold for more than one million dol­

lars. Moreover, the small companies are represented in half of the top 

tracts of the sale.

'Ihe second proposed bidding method we are concerned about is not 

profit bidding. This system lias most of the disadvantages of royalty 

bidding plus two more: It requires a huge staff to administer and audit.



For example, each property would require a battery of accountants to 

audit the ccnpanies' production and costs. Just as in the case of roy­

alty bidding, the risks are passed on to the go Vermont. Furthermore, 

net profit bidding discourages cost-effective, efficient development 

practices.

Work carmitmcnt bidding is the least onerous alternative to cash 

bonus bidding methods ana would be beneficial, provided ti at it is 

enforceable. We view this method with some caution because of the 

uncertainty of the conditions under which it might be inposed.

At this point, I would like to summarize why we believe a majority 

of the industry prefers cash bonus as the best method for both the 

state and the energy explorers.

First, we believe it is the foundation for all free enterprise 

contract arrangements;

Second, it is the simplest and easiest to determine and administer 

by all parties;

Third, it is fair and equitable; by this I mean that all parties 

travel at their own risk, and finally,

The right to explore is paid Tor* in advance.

In 1977 the Department of Natural Resources oorrpletod a report 

entitled, "A Study of Petroleum Leasing Methods and Possible Alternatives.

H.B. 854 apparently is based on this study and its conclusions.
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In this study , a great deal of attention is given to the "percentage 

of acreage option." We assume this is the reason for granting the Com­

missioner authority to withhold acreage from any sale areas under Section 

180 (c) (4) (f). Under this scheme, certain amounts of acreage would be 

withheld frum a sale so that following a discovery the state could 

collect a windfall on drainage acreage sales. This is a workable approach 

only if you know which acreage 00 withhold and on which structures. This 

is rarely the case, as we saw in the MAFLA, Gulf of Alaska and NPRA. 

Furthermore, industry cannot bid or drill on only portio: j  of prospects 

In high risk or high cost areas which predominate in Alaska.

I would like to make a few more comments about the Department of 

Natural Resources' report. The one overriding conclusion of that study 

was that a variety of bidding methods, widely employed, would increase 

the state's return from its conmitment of oil and gas properties.

Chevron believes this conclusion is biased against cash bonus bid­

ding, and we feel that the odds are against anyone knowing all they need 

to know to use the right method at the right tine. The state, even \f 

armed with a skilled staff and large amounts of data, can hope to do 

no better than an individual company in evaluating potential and risks, 

and these companies are more often wrong than right in their appraisals.

We believe the state's report, and particularly its main bias 

against cash bonus bidding, is based on a few but major faulty economic 

assumptions.



First, the authors of the report assume that the industry will 

make an 18 percent rate of return. Although this is very desirable, 

and would not be out of line considering the high risk involved, past 

experience shows that the industry has averaged no more than seven to 

eight percent from OCS ventures which approximates Alaska lands, 

according to several exhaustive studies. For example, in May 1977 

Prof. Walter J. Mead of U.C. Santa Barbara testified before a U.S.

House of Representatives Committee that weighted average rate of return 

from 184 leases issued in the Gulf of Mexico in 195^-55 amounted to 

only 7h percent before taxes. This sale period was selected oecause 

these leases have a 20-year production history which provides a com= 

prehensive data base.

Second, no reduction of state income was assumed in royalty cases, 

but it almost certainly will occur. The economic limit of a field is 

going to be greatly influenced by the amount of royalty. The higher 

the royalty, the earlier the economic limit is reached. When an operator 

can no longer produce oil or gas profitably the result will be oil and 

gas left in the ground and neither industry, nor the state, will make 

any money on it.

* # #

Next, I would like to turn to the provision of the bill that would 

require the lessee or permittee to make available to the Commissioner all 

data obtained from exploration and production activities on the lease or 

permit. We believe this provision raises fundamental questions about 

the appropriateness of the state's entry into the exploration business, 

and secondly, points to grave problems— from our point of view— about the 

preservation of confidentiality.



should but
The language in the proposed legislation^does not distinguish 

between, "raw", "processed" and " inte'-pretative" data. We are unal­

terably opposed to providing the state with the results of the efforts 

of our interpretative staff. Industry cannot operate under this law. We 

urge the comuittee to delete this section.

We are also opposed to giving the state our basic geophysical data.

We are not convinced that the state can hold this data confidential 

because of its large staff and turnover rate. Any leak of this sensitive 

information to our coupe ti tors definitely will have an inmediate and 

adverse impact on our exploration program in this state.

The third provision we object to (Sec. 38.05.180(v)) gives the 

state the right to purchase up to 16 and two-thirds percent of the lessee's 

share of the oil and up to 100 percent of the lessee's gas.

We are not opposed to the state's right to take its royalty share 

of oil or gas in kind, but we oppose any provisions which empowers the 

state to take any portion of the lessee's share.

In order to justify the risk and expense of exploration and develop­

ment, and be able to satisfy its contractual commitments, the lessee 

must retain the right to dispose of all of its share of production.

Without this right, the state of Alaska lands become less desirable to 

explore and develop. We believe this is another step toward the state's 

entry into the oil and gas business, which should stay with private 

industry.

It seems inconceivable to Chevron that the state would take a portion 

of the lessee's share when that is the very incentive for industry to 

explore in the state initially.



Another pro'.dsion we oppose is Paragraph Q. Paragraph Q  refers 

to drilling and development contracts and to the authority of the state 

to share in the cost of exploration.

life're not clear on the meaning and intent of this paragraph. If 

it means the state intends to become a working interest participant in 

leases, then we strongly object.

Our next objection concerns -the terms and conditions of the lease 

itself. Because of the remoteness of most of Alaska's land and the 

seasonal restriction on operations, Gievron prefers a ten-year primary 

lease term. We feel this length of time is necessary to adequately 

evaluate a lease under Alaskan conditions.

There is one provision which would allow the Commissioner to grant 

rights on leases only to the depth drilled at the tine p  duction begins. 

Chevron is at a total loss to see hew this provision can benefit the state
I

in any way. It will certainly cause waste in time and money for the 

industry because wells will be drilled far beyond primary objectives—  

just to ensure earning the rights of a normal lease. In effect, this 

will delay production and thereby delay revenue to the state.

Considering the geological, leqal and practical ramifications of 

this provision, one must conclude that it is totally unacceptable to 

the industry and can do the state no good. It should be stricken from 

the bill.

Our next objection is to any effort to restrict joint bidding between 

irajors or multinational companies. In Alaska, particularly, with its 

accompanying expensive costs of exploration and production, it is essen­

tial for large and small companies to be able to join together to share 

the risk.



A  ban on joint biddirg by majors does rot necessarily increase 

state income. In fact, a recent study by the Department of Interior 

showed that joint bidders tend to bid higher, on the average, than 

solo bidding competitors. (November 1976 issue of the Journal of 

Petroleum 7'echnology.)

The next provision we wish to discuss deals with the need for the 

Conmissioner to submit and defend his leasing program to the legislature.

We prefer that the various reporting methods set out in this section not 

be prescribed in law. We believe this review is an administrative func­

tion and that public hearings are an adequate and effective vehicle for 

gathering comments and reactions to the proposed action. Neither the 

timber leases nor any other types of state lease are submitted to the 

legislature, and to require this approach in law for the petroleum indus­

try' will lead bo further delays in development of the state's natural 

resources. Particularly objectionable bo us is the requirement that 

the Conmissioner must defend his previous year's program and explain 

why he used certain metliods. 'lhis is certain to toss the entire leasing 

program into an interminable bureaucratic morass.

And finally we oppose the provision which deals with acreage 

changeability. We believe the reduction to 200,000 acre limitation on 

uplands is arbitrary and unjustified. The 500,000 acre limitation in 

this state, where there are large areas of state lands potentially avail­

able for bid, is not unreasonable. A large acreage position is necessary 

as an incentive for an operator to explore frontier areas.

In closing, Mr. Chairman, Chevron believes H.B. 854 is an unreasonable, 

unwise and unworkable piece of legislation tdiat simply is rot in the test 

interest of the citizens of Alaska.



As I said at the outset of ny remarks, my own company would be 

faced with the prospect of seriously reassessing its current arri future 

exploration activities on Alaska state lands if this bill is enacted.

It is our opinion that this legislation will only serve to inhibit 

or prevent the orderly exploration and development of Alaska's oil and 

gas properties.

We oppose a shift away from the successful cash bonus bidding system 

because we believe that the cash bonus ensures a fair arri equitable 

return to the state, as well as ensuring the fair share of any revenue 

resulting from production.

It is conceivable that Prudhoe Bay may not have been found if 

royalty or net profits bidding or percentage acreage option had been 

en^loyed.

Mr. Chairman, members of the committee, we have serious concern 

that if this legislation becomes law, the ultimate losers will be the 

citizens of this state, as well as the consumers of oil arri gas.

'Ihank you for giving Chevron this opportunity to comncnt on this 

proposed legislation.

* * *
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D E S C R I P T I O N  OF L E A S I N G  M E T H O D S  IN HB854

)r

C u r r e n t l y ,  th e  S t a t e  o f  A l a s k a ' s  l e a s i n g  s y s t e m  is a c a s h  bonus bid w i t h  a 

m i n i m u m  f ixed r o y a l t y  o f  1 2 . 5  percent. Th e m e t h o d s  o u t l i n e d  b e l o w  incl u d e  

t h e  p r e s e n t  s y s t e m  w i t h  d i f f e r e n t  f i x e d  r o y a l t i e s ,  s l i d in y  s c a l e  r o y a l t y  w i t h  

b o n u s bid, s l i d i n g  s c a l e  r o y a l t y  bid w i t h  f i xe d  bonus, net p r o f i t  share bid 

w i t h  fixed bonus, r o y a l t y  bid w i t h  f ix e d  b onus a n d e x p l o r a t i o n  w o r k  c o m m i t­

ment. The b a si c  e l e m e n t s  o f  t h e s e  m e t h o d s  a r e  s u m m a r i z e d  below.

(1) B o n u s  Bid W i t h  Fixed R o y a l t y

Bonus' bid w i t h  f i x e d  r o y a l t y  is the s y s t e m  c u r r e n t l y  u sed by the S t a t e  of 

A l a s k a.  In a l e a s e  sale, t h e  w i n n i n g  bid for a t r a c t  is t h e  o n e  w h i c h  m akes 

t h e  h i g h e s t  s e a l e d  or a u c t i o n e d  c a s h  b onus bid. T h e r e  is a l s o  a m i n i m u m  

r o y a l t y  of  12.5 percent. A n  a d v a n t a g e  o f  this s y s t e m  is th a t  g o v e r n m e n t  r e­

ce i v e s  r e v e n u e  r e g a r d l e s s  if t h e r e  a r e  e c o n o m i c a l  q u a n t i t i e s  o f  oil o r  gas 

f o u n d  a n d / o r  p r o duced. To a v o i d  e a r l y  t e r m i n a t i o n  o f  p r o d u c t i o n ,  r o y a l t i e s  n e e d  

to be f l e x i b l e  d u r i n g  a f i e l d ' s  d e c l i n i n g  years.

(2) S l i d i n g  S c a l e  R o y a l t y  W i t h  B o n u s  B id (or S l i d i n g  S c a l e Bid w i t h  Fixed Bonus) 

U n d e r * t h i s  syste m ,  the g o v e r n m e n t  r e c e i v e s  a ca s h  bonus bid and a sliding

s c a l e  royalty. W e  u sed 1 2 . 5  p e r c e n t  as a m i n i m u m  figure and 62.5 p e r c e n t  as a 

c e i l i n g  w h e r e i n  th e  rat e  in an y  p e r i o d  is d e p e n d e n t  upon the p r o d u c t i o n  o f  t h a t  

period.

T h e  r o y a l t y  r a t e  is g r a d u a t e d  in m u c h  the sa m e  m a n n e r  as the federal personal 

i n c o m e  tax. T a b l e  I g i v e s  two e x a m p l e s  o f  a s l i d i n g  s c a l e  r o y a l t y  schedule.

T h e  r o y a l t y  is p r o g r e s s i v e ,  t hat is, the r o y a l t y  on a d d i t i o n a l p r o d u c t i o n  

i ncreases. For e x a m p l e ,  in the S o u t h  Central Area, t h e  initial 500 barrels 

p a y  a r o y a l t y  o f  1 2 . 5  p e r c e n t,  the n e x t  50 0  b a r r e l s  pay 25 percent. The 

r o y a l t y  rat e  i n c r e as e s  by 12. 5 p e r c e n t a g e  p o i n t s  per 500 b a r r e l s  until 2 0 0 0  

b a r r e l s  o f  o u t p u t  a r e  ach ie v e d .  All p r o d u c t i o n  be yo n d  2001 barrels pays a 

r o y a l t y  o f  62.5 percent. T h u s ,  if p r o d u c t i o n  r e a c h e s  5 000 barre l s ,  the a v e r a g e  

r o y a l t y  ra t e  is 50 percent. In the limit, the a v e r a g e  r a t e  w o u l d  c o n v e r g e  

t o w a r d s  62 . 5  p e r c e n t  as d a i l y  p r o d u c t i o n  c o n t i n u e s  to increase.

As f ield p r o d u c t i v i t y  d e c l i n e s  and well p r o d u c t i o n  falls, the p r o d u c e r  backs 

d o w n  the s c h e d u l e  an d  r o y a l t i e s  d ec l i n e .  In o r d e r  to o p t i m a l l y  e x p l o i t  the 

field, the r o y a l t i e s  should d e c l i n e  to z e r o  n e a r  the end of field life.

A c t u a l l y ,  final r ates o f  f i v e  o r  six p e r c e n t  w o u l d  r e s u l t  in minimal e a r l y  

s h u t  down.



T A B L E  I

T Y P I C A L  S L I D I N G  S C A L E  R O Y A L T Y  S C H E D U L E S

D a i l y  A v e r a g e  

Prod. Rate

S O U T H

Incremental 

R o y a l t y  Rate

C E N T R A L  A R E A

R o y a l t y  Fo r  S p e c i f i c  Pr o d u c i n g  Rates 

P r o d u c i n g  R o y a l t y  A v e r a g e  

R a t e  P r o d u c t i o n  R o y a l t y

( Bbls./day) (%) ( B b l s . /d a y ) (Bbls./day) (%)

- 5 0 0 12.5 5 0 0 62.5 1 2 . 5 0

5 0 1 - 1 0 0 0 25. 0 1 0 0 0 187.5 18 . 7 5

1 0 0 1 - 1 5 0 0 37.5 1 5 0 0 37 5 . 0 2 5 . 0 0

1 5 0 1 - 2 0 0 0 50.0 2 0 0 0 62 5 . 0 3 1 . 2 5

2 0 0 1 - 2 5 0 0 62.5 2 5 0 0 937.5 3 7 . 5 0

3 5 0 0 156 2. 5 4 4 . 6 4

4 5 0 0 2 1 8 7 . 5 48.61

5 0 0 0 2 5 0 0 . 0 5 0 . 0 0

N O R T H  S L O P E  A R E A

R o y a l t y  Fo r  S p e c i f i c  Pr o d u c i n g  Rates

D a i l y  A v e r a g e Incremental P r o d u c i n g R o y a l t y A v e r a g e

Prod. Rate R o y a l t y  Rate R a t e P r o d u c t i o n R o y a l t y

( Bbls./day) (%) ( B b l s . /d a y ) (Bbls./day) (*)

- 1 0 0 0 12.5 10 0 0 125 1 2.50

1 0 0 1 - 2 0 0 0 2 5 . 0 2 0 0 0 375 18.75

2 0 0 1 - 3 0 0 0 37.5 3 0 0 0 750 2 5 . 0 0

3 0 0 1 - 4 0 0 0 50.0 4 0 0 0 1250 31.25

4001 and a b o v e 62.5 5 0 0 0 1875 3 7 . 5 0

7 0 0 0 3125 44 . 6 4

9 0 0 0 43 7 5 48.61

1 0 0 0 0 50 0 0 5 0 . 0 0

Note: The S l i d i n g  S c al e  R o y a l t y  S c h e d u l e  for th e  N o r t h  S l o pe  a rea is signifi

c a n t l y  h i g h e r  than fo r  the S o u t h  Central are a  b e c a u s e  the hi g he r  N o r t h  

S l o p e  o p e r a t i n g  c o s t s  r e s u l t  in a m u c h  h i g h e r  e c o n o m i c  limit.

H o p e f u l l y ,  thi s  i l l u s t r a t i o n  c l a r i f i e s  t h e  r e l a t i o n s h i p  betw e e n p r o d u c t i o n  

r a t e s  and r o y a l t y  rates.

G r e a t e r  f l e x i b i l i t y  in s e t t i n g  t h e  initial ra t e  is the m a j o r  a d v a n t a g e  o f  t h i s  

s y s t e m  w h i l e  not ru n n i n g  the ri s k  of an u n e c o n o m i c a l l y  (for Industry) h igh r o y a l t y  

rate. On t h e  o t h e r  hand, to a c h i e v e  an overall l ower r o y a l t y  p a ym e n t ,  a c o m p a n y  

m i g h t  s p r e a d  out p r o d u c t i o n  o v e r  a l o n g e r  p e r i o d  o f  time. U s u a l l y , however, 

b e c a u s e  of t h e  tim e  v a l u e  o f  m o n e y  and in c r e a s e d  o p e r a t i n g  cos ts ,  oil c o m p a n i e s  

g e n e r a l l y  t r y  to a c c e l e r a t e  pr od u c t i o n .

-2-



(3) N et  P r o f i t  S ha r e  Bid W i t h  Fixed Bonus

A  small fixed bonus is r e q u i r e d  as e a r n e s t  mo n ey .  Th e  bonus is l o w  e n o u g h  to 

e n c o u r a g e  p r o d u c e r s  to bid a high ne t  p r o f i t  s hare w h i l e  p e r m i t t i n g  p r o f i t a b l e  

d e v e l o p m e n t .

(4) R o y a l t y  Bid W i t h  Fixed Bonus

T h i s  s y s t e m  u t i l i z e s  the s a m e  m e t h o d  to c a l c u l a t e  f i x e d bonus as d e s c r i b e d  fo r  

N e t  P r o f i t  Share. T h e  bid p a r a m e t e r  is a f u n c t i o n  o f  p r o d u c t i o n  i n s t e a d  o f  net 

p r o f i t s .  S i n c e  the bonus is fixed, i n t e r e s t e d  p a r t i e s  bid on the r o y a l t y  r a t e  

t h a t  th e  g o v e r n m e n t  is to receive. T h e  a d v a n t a g e  o f  r o y a l t y  b i d d i n g  is t h a t  

l i t t l e  f r o n t  en d  m o n e y  is n e e d e d  by Industry. Ho w e v e r ,  this c o u l d  e n c o u r a g e  

s p e c u l a t i o n  c a u s i n g  an overbid. R o y a l t y  b i d d i n g  s h o u l d  e n c o u r a g e  m o r e  c o m p e t i­

tio n  a m o n g  b i d d e r s  a n d  m a y  a l l o w  t h e  s m a l l e r  c o m p a n i e s  a b e t t e r  c h a n c e  of 

w i n n i n g  t h e tract.

(5) W o r k  C o m m i t m e n t  Wit h  F i xe d  Bon u s,  R o y a l t y  or N e t  P r o f i t  S h a r e

T h e  g o v e r n m e n t  i t e m i z e s the p e r f o r m a n c e  c r i t e r i a  s u c h  as the r a t e  and a m o u n t  

o f  w o r k  to be p e r f o r m e d  on e a c h  tract. T h e  total bid s p e c i f i e d  in d o l l a r  t e r m s 

a n d  a p o r t i o n  o f  the bid use d  for e x p l o r a t i o n  and d e v e l o p m e n t  ac t i v i t i e s .  This 

s y s t e m  g i v e s  t h e  g o v e r n m e n t  some control o v e r  the r a t e  an d  e x t e n t  of r e s o u r c e  

d e v e l o p m e n t .



S U M M A R Y  O F  A C R E A G E  L I M I T A T I O N  

C H A N G E  IN HB 854

T h e  a c r e a g e  a n y  one S t a t e  l e s s e e  m a y  hold is 5 0 0 , 0 0 0  a c r e s  u p l a n d  and 

5 0 0 , 0 0 0  a cr e s  offshore. HB 85 4  r e d u c e s  the u p l a n d s  to 2 0 0 , 0 0 0  acres. T h i s  

is to help i n c r e a s e  th e  n u m b e r  of u p l a n d  less ee s  by l i m i t i n g  th e  h o l d i n g s  

o f  the l a r g e r  maj'-r oil c o mpanies. O f f s h o r e  h o l d i n g s  will be u n a f f e c t e d .

No o t h e r  s t a t e  that w e  are a w a r e  o f  has an a c r e a g e  li m i t a ti o n .  But no 

o t h e r  s t a t e is A l a s k a ' s  size no r  has a n y  s t a t e  tens of m i l l i o n s  o f  acres 

a v a i l a b l e  to lease.

T h e  Federal g o v e r n m e n t  has an a c r e a g e  m a x i m u m  for its u p l a n d s  w i t h i n  e a c h  

state. D u r i n g  A l a s k a ' s  te r ri t o r i a l  d ays th e  Federal oil and gas a c r e a g e  

l i m i t a t i o n  in A l a s k a  w a s  1 0 0 , 0 0 0  acres. In o t h e r  s t a t e s  it w a s  4 6 , 0 8 0  

a cres.

A f t e r  1961 th e  Federal m a x i m u m  f o r  A l a s k a  r o s e  to 3 0 0 , 0 0 0  a c r e s  in the 

N o r t h e r n  d i s t r i c t  ( a p p r o x i m a t e l y  n o r t h  of  t h e  Y u k o n River) and 3 0 0 , 0 0 0  in 

th e  S o u t h e r n  district. T h e s e  a p p l y  today. T h e r e  is no Federal a c r e a g e  

l i m i t a t i o n  on the O u t e r  C o n t i n e n t a l  Shelf. P r e s e n tl y ,  the a c r e a g e  l i m i t a t i o n  

is 2 4 6 , 0 8 0  u p l an d s  acres of Federal l e a s e s  p e r  state, o t h e r  than Alaska.

H B  8 5 4  gr a n t s  c o m p a n i e s  five y e a r s  f r o m  the e f f e c t i v e  d a t e  of  the act to 

c o m p l y  w i t h  the 2 0 0 , 0 0 0  u p l a n d  a cre m a x i mu m .

A l i s t  of m a j o r  l e a s e h o l d i n g s  as o f  F e b r u a r y ,  1978, (show i n g u p l a n d s  and 

o f f s h o r e  h o l d i n g s  of t h o s e  c o m p a n i e s  w h i c h  n o w  e x c e e d  2 0 0 , 0 0 0  acres) follows:



A L A S K A  OI L  A M D  GAS A C R E A G E  H O L D I N G S  

(as of M a r c h  13, 1978) ~

C O M P A N Y  • A C R E S

A R C O  4 0 8 , 1 5 1 . 2 1  3 5 6 , 8 8 2 . 8 6

51 ,268.35 

4 08,151.21

U N I O N  2 8 7 , 0 3 2 . 8 3  2 3 3 , 1 3 8 . 7 5

5 3 , 8 9 4 . 0 3  

287',032.83

8 0 , 3 3 2 . 7 4  

1 6 2 , 8 9 5 . 2 0  

2 4 3“,227.94

P H I L L I P S  P E T R O L E U M 2 4 3 , 2 2 7 . 9 4

E X X O N 1 5 8 , 6 2 7 . 7 3

T E X A C O 1 5 6 , 0 2 7 . 0 3

S O H I O  P E T R O L E U M 1 3 5 , 5 8 8 . 2 8

BP A L A S K A 1 0 3 , 2 1 8 . 9 9

C I T I E S  S E R V I C E 1 4 0 , 0 7 1 . 5 8

C H E V R O N 1 2 6 , 4 9 3 . 5 5

A M O C O 1 2 6 , 1 3 4 . 6 4

M O B I L 1 2 0 , 3 7 5 . 1 9

M A R A T H O N  OIL 71 ,538.36

B E A R D  O I L 7 1 , 2 6 0 . 4 9

S H E L L  OIL 4 0 , 6 0 3 . 1 0

G ETTY 2 9 , 8 5 7 . 3 0

S U N  OI L 2 7 , 4 5 3 . 8 7

acres of  u p l a n d s

o f f s h o r e

total

uplands

o f f s ho r e

total

uplands

o f f s h o r e

total
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FINANCF DIVISION
pouch wf-snn cmoiT H E  L E G I S L A T U R E

si/ccfr mo joo/r tomim m m  99301I
A p r i l  3, 1978

M E M O R A N D U M

TO: M e m b e r s  o f  the L e g i s l a t u r e  . \

FROM: G e r a l d  L. W i l k e r s o n ,  C P A  j l  1J
L e g i s l a t i v e  A u d i t o r  
D i v i s i o n  of L e g i s l a t i v e  A u d i t

S U B J E C T :  R e l e a s e  o f  A u d i t s

In a c c o r d a n c e  w i t h  AS 2 4 . 2 0 . 3 1 1 ,  t h e  f o l l o w i n g  a u d i t  r e p o r t  
w a s  a p p r o v e d  for r e l e a s e  to the L e g i s l a t u r e  and the p u b l i c  
o n  A p r i l  3, 1978:

A  R e v i e w  of A l a s k a  C o a s t a l  M a n a g e m e n t  Pr o g r a m ,  G r a n t  
No. 0 4 - 6 - 1 5 8 - 5 0 0 2 9 ,  O f f i c e  o f  t h e  G o v e r n o r ,  D i v i s i o n  
o f  P o l i c y  D e v e l o p m e n t  and P l a n n i n g

A  S p e c i a l  R e v i e w  o f  The D i v i s i o n  of M a r i n e  T r a n s p o r t a t i o n ,  
D e p a r t m e n t  of T r a n s p o r t a t i o n  and P u b l i c  F a c i l i t i e s

E n c l o s e d  is a s h o r t  d i g e s t  c o v e r i n g  the a u d i t  for yo u r  c o n­
v e n i e n c e .  S h o u l d  y o u  d e s i r e  a c o p y  of the c o m p l e t e d  repo r t ,  
it is a v a i l a b l e  at the f o l l o w i n g  l i b r a r i e s  or  t h r o u g h  our 
o f f i c e  (465-3830):

A l a s k a  S t a t e  L i b r a r y
A l a s k a  H i s t o r i c a l  L i b r a r y
U n i v e r s i t y  of A l a s k a  L i b r a r y ,  C o l l e g e
U n i v e r s i t y  o f  A l a s k a  L i b r a r y ,  A n c h o r a g e
Z. J. L o u s s a c  P u b l i c  L i b r a r y ,  A n c h o r a g e
F a i r b a n k s - N o r t h  S t a r  B o r o u g h  L i brary, F a i r b a n k s
K e t c h i k a n  P u b l i c  L i b r a r y
K o t z e b u e  P u b l i c  L i b r a r y
B e t h e l  P u b l i c  L i b r a r y
A. H o l m e s  J o h n s o n  P u b l i c  L i b r a r y ,  K o d i a k

E n c l o s u r e
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M a r c h  3, 1978

A UOIJ  OIYISIOM
P O U CH  W -A L A S K A  O fflC C  BUItDIMC

fIMAMCl JIYISWM 
PO U C H  Y Y f - S U T l  CA PIIOL

S U M M A R Y  OF: A  S p e c i a l  R e v i e w  o f  t h e  D i v i s i o n  o f  M a r i n e
T r a n s p o r t a t i o n ,  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  
a n d  P u b l i c  F a c i l i t i e s

P U R P O S E  OF  T H E  R E V I E W

In a c c o r d a n c e  w i t h  y o u r  r e q u e s t  a n d  T i t l e  24 o f  the A l a s k a  
S t a t u t e s ,  t h i s  s p e c i a l  r e p o r t  has b e e n  p r e p a r e d  o n  all 
p a s s e n g e r  s e r v i c e  a s p e c t s  o f  t h e  D i v i s i o n  o f  M a r i n e  T r a n s p o r­
tat i o n ,  S o u t h e a s t  S y s t e m .  T h e  S t e w a r d’s D e p a r t m e n t  is 
r e s p o n s i b l e  for p a s s e n g e r  s e r v i c e s .  T h e  r e p o r t  e n c o m p a s s e s :

1. P u r c h a s i n g  a n d  w a r e h o u s i n g  o f  s u p p l i e s  u s e d  by t h e  
S t e w a r d ' s  D e p a r t m e n t .

2. O p e r a t i n g  p r o c e d u r e s  of  the S t e w a r d ' s  D e p a r t m e n t  
o n  b o a r d  v e s s e l s .

3. A c c o u n t i n g  a n d  m a n a g e m e n t  c o n t r o l  o f  all p a s s e n g e r  
s e r v i c e s  a c t i v i t i e s .

F I N D I N G S  A N D  R E C O M M E N D A T I O NS

M o s t  o f  the p r o b l e m  a r e a s  n o t e d  in o u r  r e v i e w  h a v e  b e e n  
a d d r e s s e d  in p r i o r  a u d i t s ,  n o t  o n l y  by the D i v i s i o n  of  
L e g i s l a t i v e  A u d i t  (November, 1973 a n d  A p r i l ,  1976) b u t  a l s o  
by the G o v e r n o r ' s  M a n a g e m e n t  a n d  E f f i c i e n c y  R e v i e w  (May,
1 976), the D e p a r t m e n t  o f  T r a n s p o r t a t i o n  and P u b l i c  F a c i l i t i e s '  
I n t e r n a l  R e v i e w  (November, 1977), a n d  the D e p a r t m e n t  of 
A d m i n i s t r a t i o n ' s  D i v i s i o n  o f  I n t e r n a l  A u d i t  (April, 1966).
E a c h  o f  the p r e v i o u s l y  m e n t i o n e d  r e v i e w s  e m p h a s i z e d  the 
i n a d e q u a c y  o f  the D i v i s i o n ' s  a c c o u n t i n g  and m a n a g e m e n t  
i n f o r m a t i o n  s y s t e m .  Yet, m a n a g e m e n t  s t i l l  l a c k s  a n y  e f­
f e c t i v e  m e a n s  o f  e v a l u a t i n g  the P a s s e n g e r  S e r v i c e s  O p e r a t i o n .

In a d d i t i o n ,  all r e p o r t s  n o t e d  d e f i c i e n c i e s  in p r o c e d u r e s  
for p u r c h a s i n g  a n d / o r  c o n t r o l l i n g  i n v e n t o r y .  O u r  c u r r e n t  
r e v i e w  a g a i n  a d d r e s s e s  the s u p p l y  f u n c t i o n .  U n r e s o l v e d  
p r o b l e m s  e x i s t  in p u r c h a s i n g ,  r e c e i v i n g ,  r e c o r d - k e e p i n g ,



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

T h e  d a t e s  o f  t h e  a b o v e  a u d i t s  s h o w  t h a t  a s u f f i c i e n t  p e r i o d  
o f  t i m e  for e f f e c t i v e  a c t i o n  h a s  e l a p s e d  s i n c e  p r o b l e m  a r e a s  
w e r e  i n i t i a l l y  a d d r e s s e d .

1. D O T - P F  s h o u l d  r e v i e w  the t o t a l  s y s t e m  o f  p r o v i d i n g  
p a s s e n g e r  s e r v i c e s  for t h e  M a r i n e  T r a n s p o r t a t i o n  
D i v i s i o n — i n c l u d i n g  s u p p l y ,  o p e r a t i n g ,  a n d  a c c o u n t i n g  
f u n c t i o n s — in o r d e r  to c o o r d i n a t e  e f f o r t s  a n d  c l e a r l y  
d e f i n e  r e s p o n s i b i l i t i e s .  W h e n  the a n a l y s i s  h a s  b e e n  
c o m p l e t e d ,  p r o c e d u r e s  s h o u l d  b e  d o c u m e n t e d  in an 
o p e r a t i n g  m a n u a l ,  d i s t r i b u t e d  to a p p r o p r i a t e  p e r­
son n e l ,  a n d  r e g u l a r l y  u p d a t e d .

2. T h e  c u r r e n t  s y s t e m  o f  r e p o r t i n g  o p e r a t i n g  r e s u l t s  to 
m a n a g e m e n t  is t o t a l l y  i n a d e q u a t e .  M a n a g e m e n t  m u s t  
d e v e l o p  a n d  u t i l i z e  i n f o r m a t i o n a l  t o o l s  to e f f e c t i v e l y  
m o n i t o r  c u r r e n t  o p e r a t i o n s  a n d  to m a k e  s o u n d  l o n g  r a n g e  
p o l i c y  d e c i s i o n s .

3. M a t e r i a l  u s a g e  s h o u l d  be d e t e r m i n e d  for all r e t a i l i n g  
o p e r a t i o n s  of the S t e w a r d 's D e p a r t m e n t . T h e  u s a g e  
s h o u l d  be r e g u l a r l y  c o m p a r e d  to d e v e l o p e d  u s a g e  
s t a n d a r d s  a n d  to sales.

4. P u r c h a s e s  s h o u l d  b e  p l a n n e d  in a d v a n c e  a n d  b a s e d  u p o n  
r e a l i s t i c  u s a g e  e x p e c t a t i o n s .

5. T h e  D e p a r t m e n t  s h o u l d  r e g u l a r l y  d i s p o s e  o f  i n v e n t o r y  
w h i c h  e x c e e d s  r e a s o n a b l e  n eed. T h e  v a r i e t y  o f  i n v e n t o r y  
i t e m s  s h o u l d  be r e d u c e d .

6. T h e  D e p a r t m e n t ' s  s u p p l y  s e c t i o n  s h o u l d  p e r i o d i c a l l y  
c o n d u c t  a c o m p l e t e  i n v e n t o r y  a t  a l l  w a r e h o u s i n g  
l o c a t i o n s .  T h e  a c c o u n t i n g  s e c t i o n  s h o u l d  d e v e l o p  a n d  
m a i n t a i n  i n v e n t o r y  c o n t r o l  a c c o u n t s  for all w a r e n o u s e  
l o c a t i o n s .  T h e s e  a c c o u n t s  s h o u l d  be  r e c o n c i l e d  by 
a c c o u n t i n g  to its p r o j e c t  l e d g e r  d a t a  as w e l l  as to 
t h e  r e s u l t s  of s u p p l y ' s  p h y s i c a l  c o u n t s .

7. T h e  D e p a r t m e n t ' s  s u p p l y  s e c t i o n  s h o u l d  s t r e n g t h e n
w a r e h o u s e  c o n t r o l s  in t w o  a r e a s :  1) R e c e i v i n g  g o o d s
a n d  2) a c c u r a c y  o f  w a r e h o u s e  r e c o r d s .

8. A c c o u n t i n g  for m e r c h a n d i s e  t r a n s f e r s  w o u l d  b e  i m p r o v e d  
b y  c o n t r o l l i n g  d o c u m e n t s .

9. C o n t r o l  o v e r  g o o d s  a n d  the a c c u r a c y  of i n f o r m a t i o n
g e n e r a t e d  by  v e s s e l  p e r s o n n e l  w o u l d  be i m p r o v e d  by
i n s t i t u t i n g  w r i t t e n  p r o c e d u r e s  (see R e c o m m e n d a t i o n



No. 1), t r a i n i n g  p e r s o n n e l ,  a n d  i m p r o v i n g  c o m m u n i­
c a t i o n s  b e t w e e n  s h o r e  and v e s s e l s .

10. P e t t y  c a s h  a c c o u n t s  o n  v e s s e l s  s h o u l d  be r e d u c e d  to 
m i n i m u m  a m o u n t s  n e c e s s a r y  for m a k i n g  c h a n g e  a n d  
s m a l l  e x p e n d i t u r e s .

11. C o i n - o p e r a t e d  v e n d i n g  m a c h i n e s  o n  v e s s e l s  s h o u l d  be 
e i t h e r  o w n e d  b y  t h e  S t a t e  o r  c o v e r e d  b y  a v a l i d  
c o n t r a c t .

12. P a y m e n t s  to f o r e i g n  v e n d o r s  s h o u l d  b e  m a d e  d i r e c t l y  
to t h e  v e n d o r .  W h e n  a v o u c h e r  is p r e p a r e d  t h e  
e x c h a n g e  r a t e  s h o u l d  b e  d e t e r m i n e d  f r o m  a l o c a l  b a n k  
a n d  the a d j u s t m e n t  in U.S. f u n d s  s h o u l d  b e  r e c o r d e d  
o n  the v e n d o r ' s  i n v o i c e .
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S U M M A R Y  OF: A  R e v i e w  o f  the A l a s k a  C o a s t a l  M a n a g e m e n t
P r o g r a m

P U R P O S E  OF  T H E  R E V I E W

To p e r f o r m  a r e v i e w  o f  t h e  A l a s k a  C o a s t a l  M a n a g e m e n t  P r o g r a m  
s e c o n d  y e a r  g r a n t  (Grant No. 0 4 - 6 - 1 5 8 - 5 0 0 2 9 ) .  T h e  r e v i e w  
i n c l u d e d  a u d i t  d e t e r m i n a t i o n s  in the a r e a s  of:

1. F i n a n c i a l  C o m p l i a n c e

2. E c o n o m y  a n d  E f f i c i e n c y

3. P r o g r a m  R e s u l t s  

F I N A N C I A L  A C T I V I T I E S

$ 1 , 7 8 8 , 1 6 9 . 5 2  w a s  e x p e n d e d  by  t h e  A l a s k a  C o a s t a l  M a n a g e m e n t  
P r o g r a m  d u r i n g  the s e c o n d  g r a n t  year. A s  a r e s u l t  o f  this 
a u d i t ,  w e  h a v e  q u e s t i o n e d  $ 5 4 8 , 4 8 0 . 3 4  o f  t h e  e x p e n d i t u r e s .

F I N D I N G S  A N D  R E C O M M E N D A T I O N S

1. P r o p e r t y  r e c o r d s  m a i n t a i n e d  b y  the fi v e  d e p a r t m e n t s  
p u r c h a s i n g  e q u i p m e n t  w i t h  C o a s t a l  Zo n e  M a n a g e m e n t  (CZM) 
f u n d s  s h o u l d  i d e n t i f y  the s o u r c e  o f  f u n d s  u s e d  to 
a c q u i r e  the p r o p e r t y .

T w e n t y - f i v e  e q u i p m e n t  i t e m s  p u r c h a s e d  w i t h  C Z M  funds 
w e r e  e x a m i n e d .  S e v e n  of 25 i t e m s  w e r e  n o t  o n  the 
p r o p e r t y  list. T w e l v e  of  the r e m a i n i n g  18 i t e m s  d i d  n o t  
i n d i c a t e  f u n d i n g  s o u rce.

2. T h e  A l a s k a  C o a s t a l  M a n a g e m e n t  P r o g r a m  s h o u l d  n o t  c o n d u c t  
p r i m a r y  r e s e a r c h  for purpose's o f  c o m p l e t i n g  an A l a s k a  
C o a s t a l  M a n a g e m e n t  P l a n  in a c c o r d a n c e  w i t h  the C o a s t a l  
Z o n e  M a n a g e m e n t  A c t  o f  1972. (PL 3, P L  94-37)

T h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  (DEC) 
p u r c h a s e d  e q u i p m e n t  in t h e  a m o u n t  o f  $ 6 , 3 7 6  for u s e  in 
g a t h e r i n g  p r i m a r y  d ata. T h e s e  e x p e n d i t u r e s  w e r e  not 
a u t h o r i z e d  b y  ACMP.



A p p r o v e d  t i m e  r e p o r t s  s h o u l d  b e  s u b m i t t e d  for a l l  
e m p l o y e e s  c h a r g i n g  t i m e  t o  the gr a n t .

F o u r  d e p a r t m e n t s ,  O f f i c e  o f  t h e  G o v e r n o r ,  PEC, N a t u r a l  
R e s o u r c e s  a n d  C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s  do n o t  
r e q u i r e  a p p r o v e d  t i m e  s h e e t s  f r o m  t h e i r  C Z M  e m p l o y e e s .  
C o n s e q u e n t l y  w e  w e r e  u n a b l e  to d e t e r m i n e  if p a y r o l l  
c h a r g e s  w e r e  p r o p e r l y  c h a r g e d  to CZM.

T h e  m e t h o d s  o f  a c c o u n t i n g  for C Z M  F e d e r a l  a n d  m a t c h  
f u n d s  b y  t h e  g r a n t e e  and s u b g r a n t e e s  n e e d  to be i m p r o v e d .

W e  f o u n d  s e v e r a l  e x c e p t i o n s  in a u d i t i n g  t h e  C Z M  f u n d s  
w h i c h  i n d i v i d u a l l y  a r e  i n s i g n i f i c a n t ,  b u t  w h e n  l o o k e d  
at  t o g e t h e r  i n d i c a t e  w e a k n e s s e s  in the a c c o u n t i n g  for 
C Z M  funds.

T h e  A l a s k a  C o a s t a l  M a n a g e m e n t  P r o g r a m  s h o u l d  e s t a b l i s h  
p o l i c i e s  a n d  p r o c e d u r e s  f o r  t h e  a c c o u n t i n g  a n d  r e p o r t i n g  
o f  i n - k i n d  m a t c h  c o n t r i b u t i o n s .

T w o  d e p a r t m e n t s ,  F i s h  a n d  G a m e  a n d  N a t u r a l  R e s o u r c e s  
h a v e  c o m m i n g l e d  C Z M  S t a t e  m a t c h  f u n d s  w i t h  r e g u l a r  
o p e r a t i n g  funds. C o n s e q u e n t l y ,  w e  w e r e  u n a b l e  to 
s e p a r a t e l y  i d e n t i f y  C Z M  e x p e n d i t u r e s .

E F F I C I E N C Y  A N D  E C O N O M Y  O F  O P E R A T I O N S  A N D  P R O G R A M  R E S U L T S

T h e  O f f i c e  o f  C o a s t a l  Z o n e  M a n a g e m e n t  s h o u l d  e s t a b l i s h  
a w o r k  s c h e d u l e  t h a t  i d e n t i f i e s  a n d  a s s i g n s  p r i o r i t y  to 
w o r k  p r o g r a m  e l e m e n t s  w h i c h  m u s t  be c o m p l e t e d  a n d  
i n c l u d e d  as p a r t  o f  t h e  f e d e r a l l y  a p p r o v e d  A l a s k a  
C o a s t a l  M a n a g e m e n t  Plan.

T h e  P o l i c y  B a s e  D o c u m e n t ,  w h i c h  is the h e a r t  o f  the 
C o a s t a l  M a n a g e m e n t  P r o g r a m , i s  s e v e r a l  m o n t h s  b e h i n d  
s c h e d u l e .

T h e  O f f i c e  o f  C o a s t a l  Z o n e  M a n a g e m e n t  s h o u l d  r e v i e w  all 
w o r k  p r o g r a m  e l e m e n t s  to b e  s u r e  a l l  s e c t i o n s  o f  the 
A l a s k a  C o a s t a l  M a n a g e m e n t  A c t  a n d  the F e d e r a l  C o a s t a l  
M a n a g e m e n t  A c t  a r e  c o m p l i e d  w i t h .

We  n o t e d  s e v e r a l  p r o g r a m  c o m p l i a n c e  c o n t i n g e n c i e s  w h i c h  
m a y  p r e v e n t  F e d e r a l  a n d  S t a t e  a p p r o v a l  o f  t h e  A l a s k a  
C o a s t a l  M a n a g e m e n t  Plan.

T h e  O f f i c e  o f  C o a s t a l  Z o n e  M a n a g e m e n t  s h o u l d  e s t a b l i s h 
p o l i c i e s  a n d  p r o c e d u r e s  to a s s u r e  e f f e c t i v e  use is m a d e  
of  a v a i l a b l e  m a n a g e m e n t  a n d  f i n a n c i a l  aid.;.

A. A C M P  d i d  n o t  t i m e l y  fi l e  r e q u i r e d  q u a r t e r l y  f i n a n c i a l  
a n d  p r o g r e s s  r e p o r t s .



B. A C M P  d i d  n o t  t i m e l y  p r o c e s s  r e i m b u r s e m e n t  r e q u e s t s  
T h i s  c o s t  the S t a t e  a p p r o x i m a t e l y  $ 1 0 0 , 0 0 0  in l o s t  
i n t e r e s t  income.

S t a t e  d e p a r t m e n t s  p a r t i c i p a t i n g  in the A l a s k a  C o a s t a l  
M a n a g e m e n t  P r o g r a m  s h o u l d  o b t a i n  a f e d e r a l l y  a p p r o v e d  
i n d i r e c t  c o s t  r a t e  and a p p l y  it to e l i g i b l e  F e d e r a l  
r e i m b u r s a b l e  e x p e n d i t u r e s .

S t a t e  d e p a r t m e n t s  d i d  n o t  c l a i m  i n d i r e c t  c o s t s  for 
r e i m b u r s e m e n t s .  T h i s  a m o u n t e d  to a p p r o x i m a t e l y  $ 5 0 , 0 0 0



T ' i ' W g  f  - C f -

F e b r u a r y  17, 1 9 7 8

T h e  H o n o r a b l e  H u g h  Malone!
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M r .  S p e a k e r :

U n d e r  a u t h o r i t y  o f  art. Ill, sec. .18 o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  a n d  in a c c o r d a n c e  w i t h  A S  2 4 . 3 0 . 0 6 0 ( b )  
a n d  t h e  U n i f o r m  R u l e s  o f  t h e  A l a s k a  S t a t e  L e g i s l a t u r e ,  
X a m  t r a n s m i t t i n g  a b i l l  e x t e n s i v e l y  a m e n d i n g  a n d  
u p d a t i n g  7vS 3 8 . 0 5 . 1 8 0 ,  O i l  a n d  G a s  L e a s i n g .

I a m  p l e a s e d  t o  p r e s e n t  for y o u r  c o n s i d e r a t i o n  c h i s  
m a j o r  p i e c e  o f  l e g i s l a t i o n  d e a l i n g  w i t h  A l a s k a ' s  
e n e r g y  f u t u r e .  N o t  s i n c e  s t a t e h o o d  h a s  t h e  l e g i s l a­
t u r e  a d d r e s s e d  i t s e l f  t o  d e t e r m i n i n g  h o w  b e s t  to  
l e a s e  o u r  p e t r o l e u m  l a n d .  C o n d i t i o n s  h a v e  c h a n g e d  
d r a m a t i c a l l y  s i n c e  t h e n ,  b o t h  f o r  t h e  p e t r o l e u m  
i n d u s t r y  a n d  t h e  s t a t e ,  a n d  i t  is t i m e  to  m a k e  s u c h  
a  r e a p p r a i s a l .

T h e  p r o p o s e d  c h a n g e s  w i l l  u p d a t e  t h e  3,easing lav; t o  
p r o v i d  i n c r e a s e d  p u b l i c  c o n t r o l  o v e r  e x p l o r a t i o n ,  
d e v e l o p m e n t ,  a n d  p r o d u c t i o n  f r o m  s t a t e  laud, o b t a i n  
a f a i r  r e t u r n  f r o m  o u r  n o n - r e n e w a b l e  r e s o u r c e s ,  and, 
a t  t h e  s a m e  t i m e ,  p r o v i d e  l a n d  f r o m  w h i c h  e x p l o r e r s  
m a y  f i n d  n e w  e n e r g y  s u p p l i e s .

H o w  A l a s k a  l e a s e s  i t s  o i l  a n d  g a s  l a n d s  w i l l  i n  
l a r g o  p a r t  d e t e r m i n e  o u r  c o n t i n u i n g  r e l a t i o n s h i p  
w i t h  t h e  o i l  i n d u s t r y .  M a n y  o f  t h e  p r o b l e m s  w e  n o w  
c o n f r o n t  i n  d e t e r m i n i n g  t h e  s t a t e ' s  f a i r  s h a r e  o f  
t h e  P r u d h o e  f i e l d  c o u l d  c e r t a i n l y  b e s t  h a v e  b e e n  
r e s o l v e d  a t  t h e  t i m e  t h e  i n i t i a l  l e a s e s  w e r e  o f f e r e d  
b y  t h e  s t a t e .  T h i s  l e g i s l a t i o n  w o u l d  m a k e  t h a t  m o r e  
l i k e l y  i n  t h e  f u t u r e .

A s  y o u  a r e  a w a r e ,  C o n g r e s s  is  p r e s e n t l y  d e b a t i n g  a 
n e w  lav; c o v e r i n g  f e d e r a l  o i l  a n d  g a s  l e a s i n g  o n  the



T h e  H o n o r a b l e  H u g h  M a l o n e  
P a g e  2

O u t e r  C o n t i n e n t a l  S h e l f .  A s  y o u  a r e  a l s o  a w a r e ,  
m u c h  of t h e  a t t r a c t i v e  O C S  l a n d  is d i r e c t l y  a d j a c e n t  
t o  A l a s k a ’s t h r e e - m i l e  o f f s h o r e  land. F o r  t h i s  
r e a s o n ,  m y  p r o p o s e d  l e g i s l a t i o n  a t t e m p t s  t o  .be a s  
i n c l u s i v e  a s  t h e  f e d e r a l  O C S  l e g i s l a t i o n ,  b u t  m o r e  
w o r k a b l e ,  a n d  t h u s ,  h o p e f u l l y ,  m o r e  a c c e p t a b l e  to 
t h e  o i l  a n d  g a s  i n d u s t r y .

T h i s  l e g i s l a t i o n  i s  d e s i g n e d  to  a c c o m p l i s h  a n u m b e r  
o f  i m p o r t a n t  s t a t e  o b j e c t i v e s .  F i r s t ,  i t  r e q u i r e s  
s t a t e  l a n d  t o  b e  o f f e r e d  c o m p e t i t i v e l y  u n d e r  a n y  o f  
s e v e r a l  n e w  l e a s i n g  m e t h o d s ,  i n c l u d i n g  b i d d i n g  b y  
r o y a l t y ,  s l i d i n g  r o y a l t y  n e t  p r o f i t s  a n d  w o r k  c o m m i t —  
m e a t  o r  a c o m b i n a t i o n  o f  a n y  o f  t h e s e  m e t h o d s .
U n d e r  c e r t a i n  c i r c u m s t a n c e s ,  l a n d  m a y  b e  o f f e r e d  o n  

a n o n c o m p e t i t i v e  b a s i s .

S e c o n d ,  i t  r e d u c e s  t h e  l e n g t h  of  t h e  t e r m  o f  a l e a s e  
f r o m  t e n  y e a r s  t o  f i v e  y e a r s ,  to  a s s u r e  t h a t  e x p l o r a­
t i o n  b e g i n s  p r o m p t l y  o n c e  s t a t e  l a n d  is l e a s e d .
U n d e r  c e r t a i n  s e v e r e  e n v i r o n m e n t a l  c o n d i t i o n s  a 
l e a s e  m a y  b e  f o r  a l o n g e r  p e r i o d ,  b u t  n o t  t o  e x c e e d  
t e n  y e a r s .

T h i r d ,  t h e  l e g i s l a t i o n  i n c r e a s e s  r e n t a l s ,  i n c l u d i n g  
t h o s e  o n  s h u t - i n  f i e l d s ,  t o  i n c r e a s e  i n c e n t i v e s  to  
e x p l o r e  a n d  p r o d u c e  o i l  a n d  g a s  fields.

F o u r t h ,  t h e  b i l l  g r a n t s  t o  t h e  s t a t e  the r i g h t  to  
p u r c h a s e  u p  t o  16 2 / 3  p e r  c e n t  o f  the o i l  a n d  100 
p e r  c e n t  o f  t h e  n a t u r a l  g a s  o r  g a s  p r o d u c t s  f r o m  the 
l e a s e ,  t h e r e b y  p r o t e c t i n g  s a l e  c o m m i t m e n t  o f  r o y a l t y  
o i l  a n d  g a s  i n  t h e  e v e n t  the s p a t e ' s  r o y a l t y  is 
r e d u c e d  o n  m a r g i n a l  f i e l d s .

F i f t h ,  i t  r e d u c e s  t h e  a c r e a g e  l i m i t a t i o n  o n  s t a t e  
u p l a n d s  so t h a t  m o r e  c o m p a n i e s  w i l l  h a v e  a n  o p p o r t u n i t y  
t o  p a r t i c i p a t e  i n  e x p l o r i n g  in  A l a s k a  a n d ,  f o r  t h e  
s a m e  r e a s o n ,  i t  a l l o w s  the s t a t e  t o  r e s t r i c t  j o i n t  
b i d d i n g  b y  m a j o r  o r  i n t e r n a t i o n a l  o i l  c o m p a n i e s .

F i n a l l y ,  t h e  l e g i s l a t i o n  p r o v i d e s  t h a t  t h e  e x e c u t i v e  
b r a n c h  w i l l  f i l e  t w o  r e p o r t s  w i t h  t h e  l e g i s l a t u r e  
e a c h  y e a r .  O n e  w i l l  o u t l i n e  the s t a t e ' s  l e a s i n g  
p r o g r a m  f o r  t h e  f o r t h c o m i n g  fi v e  y e a r s .  T h e  o t h e r  
w i l l  e x p l a i n  t h e  l e a s i n g  m e t h o d s  u s e d  o r  to b e  u s e d .
I h a v e  c h o s e n  t h i s  m e t h o d  o f  i n f o r m i n g  t h e  l e g i s l a t u r e  
a n d  the p u b l i c  b e c a u s e  I b e l i e v e  t h e r e  is a  n e e d  t o  
c r e a t e  as  m u c h  c e r t a i n t y  in l e a s i n g  p o l i c i e s  a n d  
p r o c e d u r e s  a s  p o s s i b l e .  R e q u i r i n g  a f i v e - y e a r  s t a t e



l e a s i n g  p r o g r a m  t o  b e  m a d e  p u b l i c  w i l l ,  I b e l i e v e ,  
l e n d  s t a b i l i t y  a n d  p r e d i c t a b i l i t y  to  t h e  p e t r o l e u m  
e x p l o r a t i o n  b u s i n e s s  i n  A l a s k a  a n d  w i l l  a l s o  r a i s e  
t h e  l e v e l  o f  c o n s c i o u s n e s s  o f  the c i t i z e n s  o f  A l a s k a  
a b o u t  t h e  w o r k i n g s  o f  t h e  o i l  b u s i n e s s .  I c a n  t h i n k  
o f  n o  b e t t e r  w a y  to t h e  i n f o r m  t h e  l e g i s l a t u r e  a n d  
t h e  p u b l i c  t h a n  t o  r e p o r t  o n  a r e g u l a r  b a s i s  w h a t  
l a n d  w i l l  b e  m a d e  a v a i l a b l e  f o r  o i l  a n d  g a s  l e a s i n g  
a n d  b y  w h i c h  o f  s e v e r a l  l e a s i n g  m e t h o d s  the s t a t e  
p r o p o s e s  t o  o f f e r  t h a t  l a nd.

T h e  s e c o n d  r e p o r t  w i l l  n o t e  w h i c h  l e a s i n g  m e t h o d s  
w e r e  u s e d  d u r i n g  t h e  p r e c e d i n g  y e a r  a n d  w h i c h  m e t h o d s  
a r e  p r o p o s e d  t o  b e  u s e d  in t h e  c o m i n g  y e a r .  H o p e f u l l y ,  
e n o u g h  e x p l a n a t i o n  a s  t o  w h y  o n e  m e t h o d  w a s  c h o s e n  
o v e r  a n o t h e r  w i l l  h e l p  e d u c a t e  us all, A l t h o u g h  
t h i s  p l a c e s  a n  i n c r e a s e d  b u r d e n  o n  t h o s e  c h o s e n  t o  
m a k e  t h e s e  d a y - t o - d a y  d e c i s i o n s ,  I t h i n k  it a p p r o p r i a t e  
t o  u s e  t h i s  p u b l i c  a c c o u n t i n g  p r o c e d u r e  f o r  a l l  
s u b s e q u e n t  s t a t e  o i l  a n d  g a s  l e a s e  sales.

T h r o u g h  y o u r  leadersiiip, t h e  l e g i s l a t u r e  a n d  m y  
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  h a v e  w o r k e d  t o g e t h e r  
i n  a n  e f f o r t  to f i n d  a s o l u t i o n  to  A l a s k a ' s  f u t u r e  
l e a s i n g  p o l i c y .

T h e  l e g i s l a t u r e ' s  a c t i o n  i n  c o m m i s s i o n i n g  Dr. M a s o n  
G a f f n e y ' s  s t u d y  l a s t  y e a r  a n d  the s u b s e q u e n t  w o r k  b y  
t h e  d e p a r t m e n t  h a s  p a i d  d i v i d e n d s  in  d e v e l o p i n g  o u r  
u n d e r s t a n d i n g  o f  t h e  o p t i o n s - a v a i l a b l e  to t h e  s t a t e .
I w i s h  t o  t h a n k  y o u  f o r  y o u r  f o r e s i q h t  j m d - c o o p e r a t i o n  
i n  t h i s  m o s t  i m p o r t a n t  matt<

T h e  H o n o r a b l e  H u g h  M a l o n e
P a g e  3

/  g a y  a. n o m m o n a  
G o v e r n o r
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STATE 
of A LA S K A \t> V *  I

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  
D I V I S I O N  O F  M I N E R A L S  A N D  E N E R G Y  M A N A G E M E N T

TO: |- date, A p r i l  24, 1978
R o b e r t  L e R e s c h e  
C o m m i s s i o n e r , D N R

FROM: J a c k  R o d e r i c k  
S p e c i a l  P r o j e c t s ,  D M E M O i l  a n d  G a s  I n c e n t i v e  

C r e d i t  r e g u l a t i o n s .

H B  854 - A l b e r t a ' s

H a v i n g  r e v i e w e d  A l b e r t a ' s  d r i l l i n g  a n d  g e o p h y s i c a l  i n c e n t i v e  
c r e d i t  p r o g r a m s ,  I t h i n k  w e  s h o u l d  f a m i l i a r i z e  o u r s e l v e s  b e f o r e  
M i c h a e l  Day, or s o m e  A l b e r t a  o f f i c i a l ,  b r i e f s  us as to h o w  the 
p r o g r a m s  a r e  a c t u a l l y  a d m i n i s t e r e d .  (see m y  4/18 m e m o  to Boness)

F r o m  r e a d i n g  the a t t a c h e d  i n c e n t i v e  r e g u l a t i o n s ,  it a p p e a r s  t h a t  
the B o a r d  of E n e r g y  R e s o u r c e s  C o n s e r v a t i o n  (5 a p p o i n t e d  p e r s o n s  
r e g u l a t i n g  a l l  e n e r g y  m a t t e r s  in A l b e r t a )  d e c i d e s  w h i c h  w e l l s  
q u a l i f y  for i n c e n t i v e  c r e d i t s .  T h e  M i n i s t e r  o f  E n e r g y  a n d  N a t u r a l  
R e s o u r c e s  ( f o r m e r l y  m i n e s  a n d  m i n e r a l s )  d e c i d e s  w h i c h  s e i s m i c  
s u r v e y s  q u a l i f y .  In b o t h  c a s e s ,  a c e r t i f i c a t e  is i s s u e d  to  the 
q u a l i f i e r  w h e n  the p e r m i t  is i s s u e d ,  p r i o r  to the a c t u a l  d r i l l i n g  
or  s h o o t i n g .

C r e d i t s  m a y  b e  t a k e n  a g a i n s t  b o n u s e s ,  r e n t a l s ,  r o y a l t i e s ,  a n d  
t a x e s  for a f i x e d  p e r i o d  of t i m e  (until D e c e m b e r  31, 1978? u n d e r  
e x i s t i n g  l a w ) . P l e a s e  n o t e  t h a t  n e i t h e r  d r i l l i n g  nor g e o p h y s i c a l  
c r e d i t s  a r e  t r a n s f e r a b l e .  H o w e v e r ,  in t h e  c a s e  of g e o p h y s i c a l  
c r e d i t s ,  if a l i c e n s e e  c a n  s h o w  t h a t  he is n o t  a h o l d e r  of a 
" m i n e r a l  r i g h t "  u n d e r  A l b e r t a  l a w  t h e  M i n i s t e r  m a y  p a y  him an 
a m o u n t  o f  m o n e y  e q u i v a l e n t  to t h e  a m o u n t  of  c r e d i t  he has e a r n e d .
G a s  c r e d i t s  a r e  t r e a t e d  d i f f e r e n t l y  f r o m  oil cr e d i t s .

For d r i l l i n g  c r e d i t  p u r p o s e s ,  A l b e r t a  is d i v i d e d  in t o  3 d r i l l i n g  
and 4 g e o p h y s i c a l  reg i o n s .  T h e  i n t ent, o b v i o u s l y ,  is to m a k e  
c e r t a i n  a r e a s  of the P r o v i n c e  m o r e  a t t r a c t i v e  for e x p l o r a t i o n  
by  i n c r e a s i n g  (or d e c r e a s i n g )  i n c e n t i v e  c r e d i t s  in t h o s e  a r e a s .

T h e  n o n i n t e r p r e t i v e  g e o p h y s i c a l  d a t a  c o l l e c t e d  by  the l i c e n s e e  
is m a d e  a v a i l a b l e  by t h e  l i c e n s e e  to t h e  p u b l i c  for a p e r i o d  
of n o t  le s s  t h a n  five y e a r s  a f t e r  a c q u i s i t i o n  at a d e s i g n a t e d  
p e r c e n t a g e  c o s t  o f  the c r e d i t  a l l o w a n c e .  T h e  g o v e r n m e n t ,  t h e r e f o r e ,  
e n f o r c e s  the law a n d  r e g u l a t i o n s  b u t  t h e  a c t u a l  t r a n s f e r  o f  i n f o r m a t i o n  
t a k e s  p l a c e  w i t h i n  the p e t r o l e u m  i n d u s t r y ,  n o t  the g o v e r n m e n t .

I h a v e  a t t a c h e d  c o p i e s  of  A l b e r t a ' s  b a s i c  i n c e n t i v e  c r e d i t  r e g u l a t i o n s .  
I c a u t i o n  t h a t  t h e y  h a v e  b e e n  a m e n d e d  s e v e r a l  t i m e s  s i n c e  t h e i r  
a d o p t i o n ,  b u t  in no s t r u c t u r a l  w a y  t h a t  I a m  a w a r e  of.

M i c h a e l  Day, or w h o m e v e r ,  c a n  g i v e  us  t h e  d e t a i l s  w h e n  a n d  if 
he c o m e s  to J u n e a u .  M i l t o n  L i p t o n ,  b e i n g  a c o n s u l t a n t  to A l b e r t a ,  
w i l l  be a b l e  to c o n t r i b u t e  s o m e  c o m m e n t s ,  also.

c c : G r e e n
D o b e y
S p e a k e r  H u g h  M a l o n e  

G r e g g  E r i c k s o n

•i S p e e d i e l  (§) M o o re  B u i in e t t  Fo rm *, Inc .-*



COVEKNMI-NI 01- I 111-; PROVINCE () l  A L R E R I A  

ALBERTA REGULATION 18/74

( F i l e d  J a n u a r y  31, 1074)
T H E  M I N E S  AND M I N E R A L S  ACT 

(O.C.  210/74)
A pp ro v ed  and Ordered ,

G R A N T  MacEWAN,
L ie u t e n a n t  Gove rnor .  Edmon ton ,  J a n u a r y  30, 1974.

U pon  t he  r e co m m en da t i o n  of  the H o n o u ra b l e  t he  Mi n i s t e r  of Mines  
a nd  Minerals ,  t h e  L i e u t e n a n t  G o v e rn o r  in Counci l ,  p u r s u a n t  to  sect ion 
14, c lau se  (h)  an d  sec t ions  31 and  142 of  The  Mines  an d  Mine ra ls  Act,  
m a k e s  t he  r egu l a t i ons  in t he  A p p e n d ix  a t t a ch ed  here to,  be ing  t he  " E x ­
p l o r a t o r y  Dr i l l i ng  Incent ive  Regu la t ions ,  1971".

P E T E R  L O U G H E E D  ( C h a i r m a n )

E X P L O R A T O R Y  D R I L L IN G  IN C EN T IV E  R E G U LA T IO N S .  1974

1. I n  the se  regul at i ons ,

( a )  “Hoa rd"  me an s  t h e  E n e r g y  Resou rce s  Conse rva t i on  Board ;
(b )  "class A  footage" and  "class  13 footage"  m ea n  t he  r espect i ve  

i n t e rva l s  of  d ep t h  t ha t  a r e  d e em e d  by the Boa rd  to qua l i f y  for  
c redi t  of  an  i ncen t i ve  e x p l o r a t o r y  wel l  in a cco rdance  wi th  
sect ion 0 of  t hose  r egul a t i ons ;

(c)  " c rude  oi l "  m e a n s  n u d e  oil as de f i ned  u n de r  T h e  Oil and  Gas  
Conserva t i on  Act ;

( d )  " D e p a r t m e n t "  m e a n s  t h e  D e p a r tm e n t  of  Mines  and  Minera ls ;
(e)  "gas"  m e a n s  gas  as  de f i ned  u n d e r  Th e  Oil  and  Ga s  Conse rva t i on  

Act ;
(f )  " i ncent ive  ex p lo r a to r y  w e l l "  m e a n s  a we l l  cer t i f ied  by t he  Board  

on  or  a f t e r  J a n u a r y  1, 1974 as an  i ncen t i ve  e x p l o r a t o r y  well ;

(g )  " l icensee"  incans  t he  pe r son  to w ho m  a l icence is g r an t ed  un de r  
T h e  Oil and  Gas  Conse rva t i on  Act  f o r  a wel l  c er t i f ied as an 
i ncent i ve  ex p l o r a to ry  wel l ;

(1 •) "Min i s t e r "  mea ns  the Mini s t e r  of  Mines  and Minera l s ;

(1) "pl a ins  a r ea " ,  " n o r t h e r n  a r e a "  and "foothi l ls  a r e a "  m ean  the 
r espect i ve  arc.is of  A lb e r t a  de f i ned  in S C H E D U L E  0  to ilioxe 
regul at i ons .

2. 11) W her e  a l i cence is g r an t ed  on  or  a f t e r  J a n u a r y  1, 1974 for 
t h e  d r i l l i ng  of a wel l  l or  oil o r  gas, t h e  Board ,  on t h e  ml vice of  its 
Gi**logv Di p in tm cn t ,  sIki I! de t e rm in e  w h e t h e r  o r  not t he  well  qual i f ies  
as an incent i ve  ex p lo r a to ry  well.

(2) W hor e  a wel l  qual i f i es  as an incen t i ve  exp lo r a to ry  wel l  un de r  
subxeel ion ( I ), t h e  Hoard shal l  so cer t i f y  and a t t a ch  a copy of the c e r ­
t i f icat ion to each copy of t he  wel l  licence.

(3) Wi th in  30 days  a f t e r  tl : g r a n t i n g  of  a l icence for  a wel l  tha t  
did  not qua l i f y  a s  an i ncen t i ve  ex p l o r a to ry  wel l ,  the  app l i c an t  for the 
l icence m a y  r eques t  the Boa rd  to r ev i ew  the el igibi l i ty of  t he  wel l  for 
cer t i f icat ion.

( I) Upon conclus ion of  the r ev i ew  u n d e r  subsec t ion  (3) t he  Board  
shal l  not i fy  the app l i c an t  of  its decis ion and  if t h e  wel l  qua l i f i es  as an 
i ncen t i ve  ex p lo r a to r y  wel l  t he  Boa rd  sha l l  send two copies  of  the  ce r ­
t i f icat ion to the l icensee.



3. (1) A  cert i f ica t i on l ap ses  30 da ys  a f t e r  the da t e  t h e r e o f  unless  the 
d r i l l i ng  of t h e  wel l  ha s  been  commenced .

(2) W h e r e  t he  dr i l l ing  of  a n  i ncen t i ve  e x p lo r a to r y  wc ' l  is not  
be ing  conduc ted  to t he  s at is f ac t i on  of t he  B oa rd  un t i l  comp le t i on  or 
a b a n d o n m e n t  of t h e  well ,  t h e  B o a r d  shal l  so no t i f y  t h e  l i censee and 
t h e r eup on  t h e  cer t i f icat ion lapses.

(3) W h e n  a cer t i f ica t i on  lapses  t he  B o a r d  sha l l  i n f o rm  the  D e p a r t ­
ment .

4. (1) Wh en  a cer t i f ica t i on  fo r  an  i ncen t i ve  e x p lo r a to r y  well  lapses 
t he  ho ld e r  of  t he  w e l l  l i cence m ay ,  w i th in  30 d a y s  a f t e r  t he  d a t e  on 
wh ich  cer t i f icat ion lapsed,  a p p l y  to the B oa rd  fo r  a n e w  cer t i f ica t i on  
and if the wel l  qual i f i es  as an  i ncen t i ve  e x p l o r a t o r y  w e l l  the  Boa rd  
shal l  so c e r t i fy  sub j ec t  to subsect ions  (2) a n d  (3),

(2) If a n y  o t h e r  wel l  ha s  b een  l icensed and cer t i f i ed  in t he  area 
in f luenced  by  t he  wel l  for w h i ch  an  appl i ca t i on  fo r  new  cer t i f ica t i on  is 
m ad e  u nd e r  subsect ion  (1),  the B o a rd  w i l l  d e t e r m i n e  t h e  a m o u n t  of 
qua l i fy ing  foot age  fo r  the wel l  as t hough  t h e  ex i s t i ng  i ncen t i ve  ex p lo r a ­
t ory  wel l  had not been  cer t i f ied,  anti in t he  e v e n t  of m or e  t h a n  one 
we l l  hav ing  been l icensed and cer t i f ied,  p r i o r i t y  for c r ed i t  wi l l  he 
d e t e rm in ed  by the d a t e  cf  cer t i f ica t i on.

(3) F o r  the pu rpose  of  d e t e r m i n in g  p r i o r i t y  for c i e d i t  be tween  a 
wel l  unde r  subsect ion  (1) a n d  a wel l  u n d e r  subsec t ion  (2) ,  the app l i ­
ca t i on  for new  cert i f ica t i on un d e r  subsect ion  (1) shal l  be t r e a ted  by 
the Boa rd  as though it we r e  an  ini t ia l  app l i c a t i on  for  we l l  l i cence and 
cert i f icat ion.

(4) W he re  the wel l  r e f e r r ed  to in subsec t i on  i l )  or  (2) is cer t i f ied 
as a n  incent ive  e x p l o r a t o r y  wel l ,  the  B o a rd  shal l  s end  two  copies  of 
the cer t i f icat ion to the l icensee.

5. The  Board  shal l  s end  a copy of each  cer t i f i ca t i on  to t ne  D e ­
pa r t men t

(I. (1) Af te r  t he  dr i l l ing of  ail incent ive  exp lo r a to ry  well  is co m ­
ple t ed  and upon receipt  b ” the Boa rd  of  all  r e l e v an t  i n fo rma t ion  ic-  
la t i ng  to the well  t he  Board  shal l  d e t e i m i n e  w ha t  i n t e rva l s  id dep th ,  if 
any,  of t he  well qual i fy  as class A footage and class B footage.

(2) Upon conclus ion of the  d e t e r m i n a t i o n  u n d e r  subsec t ion  (1) the 
Board  shal l  not i fy  the l icensee of  its decision.

(3) T h e  l icensee may  fo r t h w i t h  advis e the Boa rd  t h a t  he accepts  
the de t e rmina t i on  indicated u n d e r  subsect ion  (2) .

( I )  Wi thin  30 days  of the not i f i ca t i on  m ad e  u nd e r  suh  r e i i un  i2) 
the l icensee may app ly  ‘.n .he Boa rd  lo revi ew th e  rlctvi mm.d i  'ii and 
li’.C appl i ca t i on shal l  be a ccompan ied  by pa r t i c u l a r s  lo Mikitani*. i te any 
a l t e rna t i v e  de t e r min a t i on  of  class A footage or  c lass  II footage iu.u!e by 
the l icensee

( j )  Upon conclus ion of  the rev i ew u n d e r  subsec t ion  ( I) t he  Board 
shal l  not i fy the l icensee of its decision.

7. Whe n  an i ncen t i ve  e x p lo r a to r y  wel l  is co mp le t ed  n r  ,d . .ndrmcd 
lo t h e  sat isfact ion of the Boa  id,  it shal l  in form the  D ep a r tm en t

(a)  the date  t ha t  tne wel l  wa., comple t ed  o r  aba ndoned ,
(h)  I ho dep th  of the wel l  in feet, at id
(c) t he  i n t e rva l s  of d i p t  It tha t  qual i fy  a .  c lass  A footage o r  class

B footrge.
fi ( I )  When  an  incen t i ve  e xp lo r a to r y  wel l  h i s  been r om p l ' d t . !  or  

abandoned  to the* sa t is fac t i on  of the  Board,  a c r ed i t  shal l  l»*- bete l  mined 
by t he  Dvp . i i Im in t  in a i c o r d sn ee  w . th  S C H E D U L E  A o r  S C H E D U L E  B 
and  the l icensee sha l l  be not i f ied of the c redi t  as  de t e r mi ned



I:! (1 )  Gas p ro du c t io n
(n) o b ta ined  f iom  th e  d a s  ■ A o r  ,‘lass 1) footage in te rv a l  of mi 

incen t ive  e x p ln r a tm y  woM that wa:; c e i l . n d  i.ftoi .1 u n a ry  1. 
1071 and  th a t  c n m im r a v d  d r i l l in g  hofo tc  Deceiubei 31, 1!I77,

(2) T h e  licensee, w i th in  30 d ay s  a f t e r  th e  notif ica tion  m a d e  u n d e r  
su b sec t ion  t l )  sh a l l  in fo rm  the  D e p a r tm e n t  in w r i t in g  as to th e  m a n n e r  
of a l loca t ion  of th e  c re d i t  am o n g  th e  p a r t ic ip a n ts  inc lud ing  those r e ­
fe r re d  to in  subsec tion  (5) ,  an d  t . :c  c re d i t  sh a ' l  be a llocated  and  e s ta b ­
lished  accord ing ly .

(3) If th e  l icensee  fails  to in fo rm  th e  D e p a r tm e n t  w i th in  30 days of 
t h e  m a n n e r  of a l loca tion  of c red i t ,  the  c re d i t  us d e te r m in e d  in subsection  
(1)  s h a ' l  he  e s tab l ish ed  in  th e  reco rds  o f  the  D e p a r tm e n t  in th e  n am e  
o f  th e  licensee

(4) If  an  a m e n d m e n t  to a w e ll  l icence  is o b ta in ed  ' a  d eepen  an  
incen t iv e  e x p lo r a to r y  w e l l  b ey o n d  th e  fo rm a t io n  o r ig ina l ly  au thor ized  
b y  the  w e ll  licence, the  c re d i t  w i th  re sp ec t  to  th e  d e ep en ed  p o r t ion  of 
th e  well sh a l l  he e s ta b l i sh e d  accord ing  to  subsec tion  (2) o r  (31 unless 
w i th in  30 d ays  a f t e r  be ing  no tif ied  u n d e r  subsec tion  (1) the  licensee 
in fo rm s  th e  D e p a r tm e n t  in w r i t in g  as to  the m a n n e r  o f  a llocation  of 
th e  c red i t  re la t in g  to the  d e epen ed  po r t io n  of t h e  well,  a n d  th e re u p o n  
tiro c red i t  sh a l l  be a lloca ted  an d  e s tab l ish ed  accord ing ly .

(51 T h e  licensee in a l loca t ing  c re d i t  u n d e r  subsec tion  (2) o r  (4) 
sh a l l  no t  a lloca te  m o re  than  20 pe r  cen t o f  the  c re d i t  to those pa r t ic ip an ts  
w h o  do n o t  c o n t r ib u te  to th e  ac tu a l  cost of d r i l l in g  the well.

((1) C ia d i t  e s tab l ished  for  an in c e n t iv e  e x p lo ra to ry  wcli m ay. n f t v  
its a llocation , bo rev ised  at th e  d is c tc l io n  o f  the  M in is te r  if tl.c revision  
is w a r r a n t e d  based o n  in fo rm a t io n  not p rev iou s ly  r eg a rd ed  or co rrec tly  
processed by  the  H oard  o r  th e  D e p a i tm c n t .

(7) C red it  e s tab lished  u n d e r  th is  sec t ion  is not transfe rab le .

I). A c re d i t  shall not be  e s tab l ish ed  for  any  in cen t iv e  ex p lo ra to ry  
w ell  th e  d r i l l in g  of w h ich  is c o m m e n te d  a l t e r  D ecem ber  31, 1977.

10. C red it  e s tab l ished  p u rs u a n t  to sec t ion  11. up on  the w r i t te n  reques t  
of th e  ho lde r  thereof,  and  sub jec t  to p ro c e d u re s  e s tab l ished  by th e  De­
p a r tm e n t ,  m a y  lie ap p lied  in sa t is fac t io n  of

(a )  m oneys  p a y a b le  by h im  w ith  respect to a n y  application:; and 
d isposit ions m ad e  u n d e r  D art  5 ot T h e  M ines and  M inera ls  Act.

(I>) m on eys  p ay ab le  by h im  p u rs u a n t  to section 40 of T h e  Mines and 
M in era ls  Act, o r

(c )  taxes  levied u n d e r  T h e  F reeho ld  M inera l  T a x a t io n  Act, 
and  hi coining d u e  and  p a y a b le  h c tw c i  i J a n u a r y  1, l ‘J7 l  and  D ecem ber 
31, 1971).

11. C ru d e  oil p roduc t ion

(a )  o b ta in ed  from  the  class  A o r  class 11 footage  in te rv a l  of an 
in cen t ive  e x p lo ra to ry  w ell tha t  was ce r t i f ied  aflei J a n u a r y  l, 
1971 an d  th a t  c inura need (h i l l in g  befo re  Dciten.bei 31, 1977,

( h j  o b ta ined  from a pool in w h ich  no o th e r  w ell w ith in  th r e e  
miles h a s  been e x e m p te d  fi mt p a y m e n t  o! roy a l ty  n. th e  C row n 
e ther u n d e r  th ese  reg u la t io n s  o r  u n d e r  A lb e r ta  Itea.nlation 
3711/72. and

(c) a t t r i b u ta b l e  to the  d r i l l in g  sp ic in g  u n i t  of tl ie  incen tive  e x ­
p lo ra to ry  well r e f e r re d  to u n d e r  (a ) ,  

sha l l  he e x e u n t  from  p ay m e n t  of ro y a l ty  to th e  C ro w n  for a period  
t e r m in a t in g  five y ea rs  a l t e r  the  d a te  oti w h ich  p ro du c t io n  of the  well 
com m ences.



(b )  o b ta in e d  from  a pool in  w h ic h  no o th e r  w e l l  w i th in  th r e e  
m iles  h i ,  been e x e m p te d  from  p a y m e n t  of r o y a l ly  to to o  C row n 
u n d e r  these  reg u la t io ns ,  and  

(e l  a t t r i b u t a b l e  to  th e  d r l l i n g  sp ac in g  u n i t  of t h e  in c en t iv e  e x ­
p lo ra to ry  w ell r e f e r r e d  lo u n d e r  (a ) ,  

shrill he  e x e m p t  from p a y m e n t  of r o y a l ty  to  th e  C ro w n  fo r  a period 
t e r m in a t in g  tw o  y ea rs  a f t e r  th e  d a le  on  wiiieh p ro d u c t io n  o f  the  w ell  
com m en ces .

-^**1 ,.

(2) T h e  ex em p t io n  i:t subsec tion  (1) is vo id  a t  th e  end  of seven 
y e a r s  from  th e  oriit inal f in ished  d r i l l in g  d a te  o f  tlie  jnc t n t ivc  e x p lo ra ­
to r y  w ell  Inn m a y  ho e x te n d e d  a t  the d is c re t io n  o f  tiie M in is te r .

13. W h e re  a  d r i l l in ' '  spac ing  u n it  co n ta in s  a  w e ll  t h a t  is com p le ted  
fo r  c ru d e  oil p ro d u c t io n  in a c co rd an ce  w i th  c lauses  (a )  a n d  t ’>) of 
sec t ion  11, it sha l l  be e x e m p t  f ro m  th e  p a y m e n t  of ta x  u n d e r  T h e  F r e e ­
h o ld  M in e ra l  T a x a t io n  A c t  w i th  re sp ec t  to p e t r o le u m  for a period  of 
f ive  c a le n d a r  y e a r s  im m e d ia te ly  fo llow ing  th e  y e a r  in  w h ich  the  well 
w a s  com ple ted .

14. W h e re  a d r i l l in g  spacing  u n i t  c o n ta in s  a w e ll  th a t  is co m ple ted  
fo r  gas p ro d u c t io n  in acco rd a n c e  w ith  c lauses  (a )  and  (b )  of sec t ion  12, 
it sha l l  be  e x e m p t  f ro m  th e  p a y m e n t  of t a x  u n d e r  T h e  F reeh o ld  
M in e ra l  T a x a t io n  Act w i th  re spec t  to n a tu r a l  gas  fo r  a  p e r io d  of tw o  
c a le n d a r  y e a r s  im m e d ia te ly  fo l low ing  th e  y e a r  in w h ic h  th e  w ell w as 
com ple ted .

15. A decis ion  of th e  Board  u n d e r  those  re g u la t io n s  is f ina l .



S C H E D U L E  A 
A p p licab le  to C lass  A F o o tag e  

C lass  A footage sha l l  b e  d e te r m in e d  as  b e ing  th e  d e p th  in te rv a l  of 
a Well th a t  h a s  no t been  du p l ic a ted  c i th e r  b y

(i) a d r i l l e d  and  ab a n d o n e d  w ell  w i th in  a p p ro x im a te ly  one  
a n d  n n e -h a l f  miles , o r  

fi i)  a co m p le te d  w e ll  o r  a  w e l l  th a t  in  th e  op in ion  of th e  B oard  
w a r r a n t s  com pletion ,  w i th in  a p p ro x im a te ly  th r e e  miles

B asis  for C redit , B as is  fo r  C r e d i t , Basis  f o r  C r e d i t ,
I'In  ins A rea N o r t h e r n A  ren F o o th i l l s •I ren
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S C H E D U L E  B 
A pplicab le  to  Class B F o o tag e

Class B  footage shal l  b e  d e te rm in e d  a s  b e ing  the  d e p th  in t e rv a l  of 
a w e ll  t h a t  has b een  dup lica ted  by the  d e e p e s t  d r i l l e d  a n d  a b a n d o n e d  
w e l l  w i th in  a p p ro x im a te ly  one  and  o n e -h a l f  miles ,  p ro v id in g  t h a t  su c h  
d e p th  in t e rv a l  lias not been  d u p l ic a te d  w i th in  a p p ro x im a te ly  th r e e  
m ile s  by a com ple ted  well o r  a w ell  t h a t  in th e  op in ion  of th e  B oard  
w a r r a n t s  com pletion .

Bn.s'is f o r  C re d i t ,  
P la in s  A r e a

B a s i s  f o r  C r e d i t ,  B a s i s  f o r  C r e d i t ,  
S n r t h c r n  A r e a  F o o th i l l s  A r e a
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F O O T H IL L S  A RE A

T h e  F ooth i l ls  A ren consis ts  o f  th e  la n d s  in A lb e r ta  li f ted  be low  
an d  those  la n d s  w i th in  A lb e r ta  located  s o u th  an d  w es t  of th e  listed 
land s :

T o w n s h ip  1. R an g e  2-1; T o w n s h io  2. R a n g e  25: T o w n * h in  3. 
R a n g e  20: T o w n s h ip  4, R an ge  27: T o w n s h ip  5, R a n g e  28: and 
T o w n s h ip s  (i to 1' inclusive . R an ge  7!), a l l  w est  o f  th e  41 li M er id ian :  

and

T o w n sh ip s  12 and  12. R an g e  1; T o w n s h ip s  14 !o 2D inclusive. 
R a n g e  2: T o w n s h ip s  21 a n d  22. R a n g e  3: T o w n s h ip s  23 to  23 in c lu ­
sive. R a n g e  4: T o w n s h ip s  20 and  38. R a n g e  5: T o w n s h in s  31 to 34 
inc lusive . R an ge  G: T o w n sh in s  35 and  3(1. R a n g e  7: T o w n s h ip  37, 
R a n g e  8; T o w n s h ip  33. R a n e e  0: T o w n sh ip s  38 .and 48. R ang e  10: 
T o w n s h ip  41, R an g es  U ,  12 and  13 inc lusive:  T o w n s h ip  42. R a n e e  14: 
T o w n s h io  43. R an g es  15 a n d  1(5; T o w n s h ip  44. R a n g e  17: T o w n sh ip s  
45 and  40. R an g e  13; T o w n sh in s  47 .and 43, R a n g e  10: T o w n s h ip  43. 
R an g e  28; T o w n s h ip  49. R an g es  21 a n d  22: T o w n s h ip  50. R a n g e  23: 
T o w n s h ip s  51 an d  52. R a n g e  24: T o w n sh ip s  53 r a d  54. R a n g e  25; 
T o w n s h ip  54, R an g e  20: T o w n sh ip s  55 and  5G. R a n g e  27, a ll  west 
of th e  5 th  M er id ian :

and

T o w n s h ip  50, R ang e  1: T o w n sh ip s  57 and  53. R an g e  2; T ow nsh ip  
5". R a n g e  3; T o w n sh ip s  59 a n d  00. R a n g e  4: T o w n s h ip  00. R anges  5 
an d  0: T o w n s h ip  (51, R an g e s  7 an d  8: T o w n s h ip  02, R a n e e s  9, 10 and 
11: T o w n sh ip s  63 and  04. R an ge  12; a n d  T o w n s h ip  05, R a n g e s  13 
a n d  14, a l l  w est o f  th e  Oth M erid ian .

PLAIN'S A REA

T h e  P la in s  A rea consis ts  o f  th e  lands  in A lb e r ta  c on ta ined  w ith in  
th e  o u t e r  p e r im e te r  o f  the  lands  listed  be low :

On th e  eas t  by  T o w n sh ip s  l lo 52 inclusive, R an g e  1; on the 
n o r th  h v  T o w n sh ip  52 R an ges  1 to 12 inclusive; on th e  ea s t  by 
T o w n 'h i n s  53 to 50 inclusive, R ang e  13: and  on th e  n o r th  hv  T o w n ­
sh ip  50, R anges  13 to 2G inclusive; all  west o f  the  4th M erid ian :

and

On l ! v  n o r th  h v  T o w n sh ip  58. R a n g e s  1 lo 4 inc lusive; on the 
w est hv  T o w n sh ip s  35 to 53 inclusive. R ange  4; Ml w est  of th e  5th 
M e r id ia n ;

and

O n th e  w es t  f rom  T n w n s h i '«  1 to  34 inclusive , th e  la n d s  im ­
m e d ia te ly  ad jacen t  to th e  F O O T IIH .L S  AREA.

and

On th e  sou th  hv  T o w n sh ip  1, R an ges  1 to 23 inclusive , all west 
o f  the 4 th  M er id ian .

N O R T H E R N  AREA

T h e  N o r th e r n  A rea  consists  o f  the  rem nin i ig lan ds  in A lb e r ta  no! 
inc luded  in th e  F O O T H IL L S  A RE A  or th e  P L A IN S  AREA.

S C H E D U L E  C

(I Mracl Iroin The A th en e  (!ti:t'th\ I i-luiui) 15, I*»7*» I

I 'r iM v J by I. S. W A L L ,Q u r n \  FtinifrTtir ihr I'rovuuT u( l lb o r tj. I tlM O N 'lU N

-W*



l iO N 'l iU N M l .N  I 0 1  1 1 1 !  I’ R O V I N d  0 1  A M U  U l  A 

ALBERTA REGULATION 35/75

( F iled  F e b r u a r y  11, 1075)

T H E  M IN E S AND M IN E R A L S  A CT 

(O.C. 219/75)
A p p ro v ed  an d  O rd e red ,

R A L P H  G. S T E IN H A U E R ,
L ie u te n a n t  G overnor .  E dm onton ,  F e b r u a r y  10, 1375.

U p on  th e  re co m m e n d a t io n  of the H o n o u rab le  th e  M in is te r  of Mines 
and  M inera ls ,  th e  L ie u te n a n t  G o v e rn o r  in Council, p u r s u a n t  to section 14, 
c lause  (h )  of T h e  M ines  and M in e ra ls  Act, m ak es  reg u la t io n s  in a cco rd ­
ance  w i th  th e  A p p en d ix  a t ta c h e d  here to ,  b e ing  th e  G eophysica l  I n c e n ­
tives  P r o g r a m  Regula t ions.

P E T E R  L O U G H E E D  (C h a i rm a n )

G E O P H Y S IC A L  IN C EN T IV E  P R O G R A M  R E G U L A T IO N S

1. In these  regula tions ,

(a )  " D e p a r tm e n t "  m ea n s  th e  D e p a r tm e n t  of M ines an d  M inera ls ;

(b )  "foo th i l ls  a rea " ,  "g reen  area" ,  “ye llow  a re a "  and  "p la in s  a re a "  
m e a n  the  re sp ec t iv e  a reas  of A lb e r ta  d escr ibed  in S c h e d u le  C 
to th ese  regu la tions;

(c) "g eo p h y sical inccjRixC.JP.rogrnm/! m ean s  a seismic s u r - e y  c o n ­
d u c te d  ' fo r  th e  p u rpo se  of e x p lo r in g  for p e t ro le u m  or  n a tu r a l  
gas o r  both  an d  cert i f ied  by th e  M in is te r  as a geophysica l in c e n ­
tive p ro g ram ;

(d )  “geophysica l  in fo rm at ion  and  d a ta "  m ea n s  all field data, field 
rep o r ts  and the  s t a n d a rd  p rocessed  sec t ions  th a t  arc s tacked  
a f t e r  f i l t e r in g  and  co rrec t ion  for s ta tics  a n d  n o rm a l  m ovvout;

(e )  " l icence"  m e a n s  a licence issued p u rs u a n t  to P a r t  9 o f  T he  M ines 
and  M in e ra ls  Act:

( f )  " l icensee"  m e an s  the ho lder  of a licence;
(g )  “m in im u m  su b su rface  coverage"  m ean s  (lie coverage  ob ta ined  

w h en  seism ic  pulses g e n e ra te d  from not less than  fou r  d if fe ren t  
source  positions are  ref lec ted  from a su b su rface  poin t ;

(h )  “ M in is te r"  m ean s  th e  M in is te r  of Minos and  M inera ls ;
( i )  “seism ic  s u rv e y "  m ea n s  n su rv e y  co nducted  by the  use of the 

geophysica l  p rospec t ing  tech n iq u e  kn ow n as the seismic re f le c ­
tion m ethod.

2 T h ese  reg u la t io n s  do  no t app ly  to a seismic su rv e y  th e  reco rd ing  
of w h ich  com m enced  before J r n u n i y  1, 1975.

3 (1) A licensee m ay, in  accordance  w ith  these  regula tions ,  a p p ly  
to the  M in is te r  to h a v e  a seismic su rv ey  cert if ied  as a geophysical in c e n ­
tive  p ro g ram .

(2)  An app lica t io n  u n d e r  subsection  (1) shall be n u d e

(a )  p r io r  to co m m enc ing  the  reco rd in g  of the  seismic su rvey ,  o r
(b )  in a case w h e re  the  reco rd in g  of tho seismic su rv e y  com m enced  

on o r  a f t e r  J a n u a r y  I, 1075 an d  before the  coming into force of
these  regula tions ,  not la te r  th a n  F e b ru a r y  28, 1675.

(3) T he  ap p lica t ion  shall lie in F o rm  1 of S ch ed u le  A. to these r e g u ­
lations.
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(4) W h e re  a seism ic  su rv e y  in i t ia l ly  qu a l i f ie s  as a geo physica l  in ­
cen tiv e  p rogram , th e  M in is te r  sha l l  issue an  In t e r im  C er t i f ica te  in F o rm  2 
of S ch e d u le  A  to these  reg u la t io n s  w h ich  sh a l l  be a t ta c h e d  to th e  copy 
of th e  licence in th e  r e c o rd s  of th e  D e p a r tm e n t .

(5) A copy of the  T r 'c r im  C e r t i f ic a te  sh a l l  be  sen t to the  licensee.

4 (1) A n  In te r im  C e r t i f ica te  lapses one  y e a r  a f t e r  th e  d a te  th e reo f  
u n less  th e  seism ic  s u r v e y  to  be co nd uc ted  u n d e r  th e  In t e r im  C e r t i f ic a te  
h as  been  com m enced .

(2) A n In te r im  C e r t i f ic a te  m a y  be g ra n te d  fo r  one  o r  m ore  seism ic  
s u r v e y s  to  be  co nduc ted  th e r e u n d e r .

5. W h e re  a se ism ic  su rv e y  is be ing  con du c ted  u n d e r  an  In te r im  
C ertif ica te ,  the  M in is te r  o r  any  p e rson  a u th o r ize d  by h im  m ay  a t  any  
t im e  for th e  pu rp oses  of inv es t ig a t ion  and  inspection  I m e  access to all 
the  field d a ta  and  field r e p o r t s  ob ta in e d  by the licensee d u r in g  th e  course  
of c o n d u c t in g  the  seism ic  su rv ey ,  an d  th e  licensee  o r  his  re p re se n ta t iv e  
sh a l l  r e n d e r  lo th e  M in is te r  o r  th e  person  a u th o r iz ed  by  h im  such  assist 
an ee  as m a y  be necessary .

C. (1) W ith in  90 d a y s  of c om ple t in g  a se ism ic  su rv e y  or su rvey s  
u n d e r  an In te r im  C er t i f ica te ,  th e  licensee shall s ubmiL_lo.th e .M in i  s ter-.ii . 
f in a l repo .nt.jn F o rm  3 of S c h e d u le  A  to these  reg u la t io ns  for  each seismic 
s u r v e y  so com ple ted .

(2) T h eJ iu a l . j r cp Q sL in  sub sec t io n  ( I )  s h a l l be  cscvut.cd .nn, he !>al f o f . .  
Ihq„.Ucensee by .a., r c g l s t m u l - a i u n L e r - o l - ^ i u i .  A ssocia tion  of P rofessional 
K ng ineftrs, G eo log is ts an d  G e ^ jh y s ic is L i -u I -A lbei 'ta  u n d e r  s e a l "

(3) U pon su b m i t t in g  th e  f in a l  re p o r t  o r  repor ts ,  th e  l icensee  m ay 
in w r i t in g  re q u e s t  the  M in is te r  lo  ap p ro v e  a red u c t io n  in tin* size or 
c s t e n t  of a seismic su rv e y ,  and  w h e re  I he M in is te r  ap p io v e s  the  icd i ic-  
tion the  In te r im  C e r t i f ic a te  shal l  be a m e n d e d  acco rd in g ly  and  .i copy 
sh a l l  he sen t  to th e  licensee.

(4) U pon rece ip t  of th e  final rep o r t  o r  repor ts ,  the* licensee shall, 
ni the* req u es t  of the* M inister,  m a k e  av a i lab le  to the D e p a r tm e n t  for 
p u rp o ses  of inv es t ig a t ion  a n d  inspec tion  all geophysica l  in fo rm a t io n  and 
d a ta  o b ta ined from  each seism ic  s u r v .’t co m p le ted  u n d e r  the  In te l im  
C ertif ica te .

7. (1) W h en  th e  se ism ic  s u r v e y  o r  su rv e y s  u n d e r  a n  In te r im  C e r ­
t i f ica te  a r e  co m p le ted  to  the  sa t is fac t ion  of th e  M in is te r ,  the M inister  
sh a l l  c e r t i fy  the  se ism ic  su rvey  oi su rv e y s  as a geo ph ys ical i n c e n t i v e  
p ro g ra m  and  a c red i t  sha l l  be d e te rm in e d  by tbe"Mun':,tei"iii acco rdance  

'w i th  S ch e d u le  LS b f  these  regu la t ions ,  and  the  licensee sha l l  be notif ied  
of tlic c re d i t  as d e te rm in e d .

(2) T h e  M in is te r  sh a l l  not g ive  a ce r t i f ica t ion  u n d e r  subsection  (1) 
w h e re  he is satisf ied th a t

(a)  th e  seismic su r v e y  fails to m eet th e  m in im u m  su bsu r fa ce  ro v e r -  
age, o r

(b )  th e  seism ic  s u r v e y  is no t co nducted  in accordance  w i th  the  
s t a n d a rd s  of good geophysica l  practices .

(3) T h e  licensee, prior lo th e  reco rd ing  of a seismic su rv e y  that is 
th e  su b je c t  of an ap p l ic a t io n  u n d e r  sec t ion 3, shal l  inful in the  M under
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in  w r i t in g  as to th e  m a n n e r  o f  .^ loca t io n  of :!,c c red i t  am o n g  ’.in. p a r t ic i ­
p a n ts  w h o  h av e  co n tr ib u ted  to th e  ac tu a l  cost of c on du c ting  the  se ism ic  
su rv ey .

(4) If the  licensee  fails to in fo im  the  M in is te r  of the  m a n n e r  of 
a lloca tion  of th e  c icd i t ,  the  c re d i t  as d e te r m in e d  in su b sec t io n  (1) sha l l  
be  e s tab l ished  in th e  reco rds  of the  D e p a r tm e n t  in th e  n a m e  o f  th e  
licensee.

(5) A  c red i t  e s tab l ished  p u r s u a n t  to  th is  section is no t  t r a n s fe ra b le .

8. (1) S u b je c t  to  su b sec t ion  (2), a c ic d i t  e s tab lished  p u r s u a n t  to  
section  7 m ay, upon  th e  w r i t t e n  req u es t  of th e  licensee, be app lied  in 
sa t is fac t ion  of

(a )  m o n ey s  p a y a b le  by h im  p u r s u a n t  to d isposit ions  u n d e r  P a r t  5 
of T he  Mines and  M in e ra ls  A ct; or

(b )  taxes  lev ied  u n d e r  Tito F re eh o ld  M inera l  T a x a t io n  Act.

(2) W h e re  n licensee p ro v id e s  the  M in is te r  w i th  s a t is fac to ry  ev idence  
in d ica t in g  th a t  th e  licensee  is no t th e  reg is te red  o w n e r  of a m in e ra l  
r ight w i th in  the  m ean in g  of T h e  F reeh o ld  M inera l  T a x a t io n  Act o r  the 
ho ld e r  o f  an a g re e m e n t  u n d e r  P a r t  5 of T h e  M ines and  M inera ls  Act, the  
M in is te r  m ay  p ay  to t h e  licensee  an a m o u n t  in  m oney  equ iv a len t  to the 
a m o u n t  o f  c re d i t  e s tab lished  in  his n a m e  in th e  rec o rd s  of th e  D e p a r t ­
m ent,

9. (1) A ny  geophysica l  in fo rm a t io n  and  d a ta  o b ta ined  p u i ' i i a n t  to a 
ce rt i f ied  geophysica l  in c en t iv e  p to g rn m  shall he m ad e  ava i lab le  by th e  
licensee to an y  person  for_a j x n n d  of not Ic.v th an  five years ,

(a )  tb i e e  y ea rs  a f t e r  the (’o d e  upon  w h ich  the  geophysica l  incen tive  
p ro g ram  w as ce r t if ied  u n d e r  section  7, and

(b )  at a cost in th a t  p e r s o n  of not m o re  th an  00 p e r  cent of the  
. c red i t  e s tab l ished  t in d e r  sec t ion  7 for  each m ile  of m in im u m  
su b s u r fa c e  coverage.

('.!) If ;i_ licensee. w ith in  th e  th r e e - y e a r  ic i io r l  l e f e i n d  to in sub- 
section f l ) ,

( a )  w i th d ra w s  fum i A lb e i l a  an d  cea ie s  cu rry in g  on business  in 
A lberta ,  or

(lit bi ini' a tin  in>■ a llon .  Is iluc.u!\ i d o r  is s t ru c k  off the  registvi 
I)(■<'-miltI to  The C om p an ie s  Act 

In hull p t . u e  m L i i - l  .w ith .a  person  a p p u ' v d  by th e  M iu .s t 'T  all the 
gO O phyM raM nfnrm niion and  d a 'a  o b ta in ed  p u rs u a n t  to a ce rt if ied  g e o ­
physica l incen tive  p ro g ram  u n ti l  the  Ik i re -y c . i i  period  l a s  ex p ired  and 
for an  add it iona l i c i ' o d  of five ’.a•••us mid .o.v  credit he ld  in the nam e  
oi the  l i v n s e c  in the  records n! be D i p  i t in e n l  si all be cancel led

10 ( I > W h ere  a seismic s in v e y  o r  Mirvcys cnndu»*!<d iinhm an 
Intel in) f 'e i  lifie, te  a t e  not enn ip 'c te il  In the  sa t is fac tion  of the  Mini ,lei 
and cei i*fii ■limit as a geophysical iiven tiw * p ro g ra m  is not g ran ted ,  all 
geoehvsi i i i l  m . ' i i 'm ation  and d a ta  n b 'a in e d  from the  seismic su rv e y  or 
m u m '  i sh.dl be m a d e  av a i lab le  in a c co rd an ce  w ith  section

(2) W h ere  a licensee fails to m a k e  av a i lab le  geophysica l  In fo rm a ­
tion and  d a t a  in n c rm d a n c e  w i t1! sec t ion  9, hi.s licence ami any  cred i t  
e ta ld lsh ed  u n d e r  section 7 sha l l  bo cance l led

11 Any of th e  p uw eis  of tin* M ulish  , u n d e r  th e  e r. cul. :. tci n ut 
be I ' i ' i i i  i d  by an y  em p lo y e e  of the  D c’ta i t in c n l  nutUmi,:ed m \vr til*.*.' 
by Ibi* M m isb i for tli.d p u rpo se



S C H E D U L E  A

F o rm  1 

(S ec t ion  3)

A P P L IC A T IO N  F O R  C E R T IF IC A T IO N  O F  A G E O P H Y S IC A L  
IN C E N T IV E  PR O G  P A M

D A T E : ................................

N A M E  O F  L IC E N S E E : ...........................    j

A D D R E S S : .......................................................  ...................................................................

L IC E N C E  N O ............................................... 1

P R O G R A M  NO. N U M B E R  O F  S U R V E Y S  IN P R O G R A M :

PR O G R A M  C O M M E N C E M E N T  D ATE:

A N T IC IP A T E D  P R O G R A M  C O M P L E T IO N  D ATE:

L IC E N S E E  R E P R E S E N T A T IV E : T E L E P H O N E  NO.

( N o te :  C o m p le te  one  s u r v e y  s c h e d u le  f o r  ea ch  s u r v e y  ind ica ted  in  a b o v e  
a p p l ic a t io n . )

S U R V E Y  S C H E D U L E

S U R V E Y  NO.

N A M E  O F  P E R M IT T E E :

A D D R E S S : .......................

P E R M IT  NO. P A R T Y  NO.

S U R V E Y  R E C O R D IN G  T O  C O M M EN C E:

A N T IC IP A T E D  R EC O R D IN G  C O M P L E T IO N  D ATE:

E N E R G Y  SO U R C E:

SO U R C E  S T A C IN G  (F E E T ) :

R E C E IV ER  S P A C IN G  (F E E T ) :

N U M B E R  O F  T R A C E S : ........... ........................

I/el low - c/ri'cu f o o th i l l s  
p la in s

M ILES P L A N N E D  (A P P R O X .) :

IN C E N T IV E  A N T IC IP A T E D  (A P P R O X .) :

T O T A L  IN C E N T IV E  A N T IC IP A T E D :

L icense r

(N ote :  A pp lica t ion  m u s t  he  a c c o m p a n i e d  h y  a m ap  o r  m a p s  on  a sca le  o f  
n o t  less tJian 1" ~  1 m i l e , )



F o rm  2 
(S e c t io n  3)

IN T E R IM  C E R T IF IC A T E  NO.

D A T E : . .

N A M E  O F  L I C E N S E E : ...............................................................

A D D R E S S : ....................................

L IC E N S E  N O .................  . ____

P R O G R A M  NO. N U M B E R  O F  S U R V E Y S  IN P R O G R A M :

M i n i s t e r  o f  M i n e s  a n d  M i n e r a l s

F o rm  3 
(S ec t ion  C)

F IN A L  R E P O R T

L IC E N S E E : . . .  .......................................................................................................
L IC E N S E  NO.:   ..........................................................................................
A D D R E S S : .................................................................. ........................................ .........
IN T E R IM  C E R T IF IC A T E  NO.: IN T E R IM  C E R T IF IC A T E  DATE
R E C O R D IN G  C O M M E N C E M E N T  D A T E  
R EC O RD IN G  C O M P L E T IO N  DATE
P E R M IT T E E :....................................................................................................... ......................
TERM IT NO.: ..................................
A D D R E S S : P A R T Y  NO.
R E C O R D IN G  C O M M E N C E M E N T  D A T E
R EC O R D IN G  C O M P L E T IO N  DATE
A M P L IF IE R  M A K E  M O D E L  NO O F  T R A C E S

24 43 O il ie r

S O U R C E  IN T E R V A L  R E C E IV E R  IN T E R V A L  S O U R C E  T Y P E  

i/c l lo ir -p fo ius  g r e e n  f o o th i l l s
No of m iles  of 

m in im u m  su l 'su rfnee  
oovow ue.

(A rn i rn l i :  to (ten sii»- 
n if iennt d ec im a ls )

30!) s  1 500 x 2 500 x 3
C red it  (m  do l la rs )  

app lied  fo r  • S n  S re $
T ota l  $

I. t !»*.• umli'i -i-meii. c e r t i fy  ll :»t I am  qua li f ied  lo rep o r t  on th is  p ro -
l<wm . nil !-a> e persona l kn o w led g e  o f  and  a t te s t  lo tlic n m i r a c y  o f  tlie
aliove i emu I.

.Yii.in' innl S e a l  A P P E G G 4  C lass

(N o te:  M n  i h e  a cro in p in i ie i l  lm ii m o p  o r  iimps nil n sc a le  o f  not less  
IIinti I "  I nu ll '  idui.’i’iiif; In ra l in u  n f  d a ta  icen r i le i l .
A fimil r e p o r t  m u s t  lie n m i p l c t e i l  f o r  each  s e i s m i c  s u m ' l l  m o
pro  p in  ill.)
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D E T E R M IN A T IO N  O F  C R E D IT

T lie  c red i t  in d o l la rs  for a c e r t i f ied  geophysica l  in c en t iv e  p ro g ra m  
sh a l l  b e  ca lcu la ted  in a c co rd an ce  w i th  th e  fo l lo w in g  e q u a t io n :

C re d i t  ( in  d o l l a r s )  =  500 KM

w h e r e  K is th e  inc en t iv e  fa c to r  fo r  the  a r e a  of A lb e r ta  desc r ib e d  in 
S c h e d u le  C in  w h ich  t h e  g eo p h y s ica l  in c e n t iv e  p ro g ra m  w as conduc ted ,

a n d

M  is th e  n u m b e r  of m i le s  of m i n im u m  s u b s u r fa c e  c o v e rag e  in th a t  area.

Incen t ive  Factors
F o r  the  p u rp oses  o f  sec t ion  7 an d  this S chedu le ,  th e  in c en t iv e  factors 

e s tab l ished  fo r  th e  a r e a s  o f  A lb e r ta  d e sc r ib e d  in S c h e d u le  C a re :

( a )  1 fo r  th e  y e l lo w  a re a  a n d  th e  p la in s  area ;

(b )  2 fo r  th e  g re e n  a re a ;  and

(c) 3 fo r  he  foo th il ls  a rea .

S C H E D U L E  C
F o o th i l l s  Aren

T h e  foothil ls  a re a  consists of th e  la nd s  in A lb e r ta  listed below  and  
those  lands  w i th in  A lb e r ta  loca ted  s o u th  a n d  w c ct of the  listed  lands:

T o w n s h ip  1. R an ge  21; T o w n s h ip  2. R a n g e  25: T o w n s h ip  3. R ang e  20: 
T o w n s h ip  4. R a n g e  27; T o w n s h ip  5. R an g e  28: and  Township:; (J to
11 inclusive , R an ge  29, all w e s t  o f  th e  4th M er id ian :

an d

T o w n sh ip s  12 ant! 13, R an g e  1: T o w n s h ip s  11 to  2u inclusiv e. R an g e  2, 
T o w n sh ip s  21 a n d  22. R a n g e  3; Township-; 23 to 2.". inclusive, R. nr.< 4: 
T o w n sh ip s  29 an d  30, R an g e  5: T o w n s h ip s  31 te 3 1 inchi-w c R ange ft; 
T o w n sh ip s  35 a n d  3(1. R ang e  7; T o w n s h ip  37. R a n e e  li; T o w n -h ip  311. 
R a n g e  9: T o w n 'h i p s  39 and  40 R an ge  10: T nw ir- '- ip  II. R a n c ts  II .
12 and 13 inclusive: T o w n s h ip  42, R a n g e  14: T o w n s h ip  13. K o n a :  15 
and  111: T o w n s h ip  41, R a n g e  17: T o w n s h ip s  15 aiai 40. R a n g e  If:, 
T o w n sh ip s  47 a n d  IB, R an g e  19: T o n n ' h i p  48. R ange 21: T i w n h i p  
49, R an g e s  21 an d  22; To w nsh ip  5 >. R an g e  23: Tov r  ' . r  s :,| and 52. 
Range 21. T o w n s h ip s  53 and  51. R a n g e  25; T i-w nT o. a l .  R ange 20, 
T o w n sh ip s  55 a n d  50, R a n g e  27, nil v e s t  of the  5 'h  M er id ian :

an d

T o w n s h ip  50, R an g e  1; T o w n s h ip s  57 and  58 R ange  !: 43.wi ip 50 
Range T o w n sh ip s  59 and  00, R ange  1 T ' .w n sh ip  on. Ranee- > and  
li: T o w n sh ip  01, R anges  7 a n d  It: Tov. i i 'h ip  02. R.ou.es 9 I - a i d  11; 
T o w n sh ip s  03 an d  01. Ra ige 12: and  T o w n s h ip  05, Range-. 13 -o k ) 11. 
all west of the  fdh M er id ian .

G r e e n  A r e a

T he g ree n  a re a  consis ts  of th a t  p a r t  of A lb e r ta  in w hich  nubile  
la n d s  a re  classif ied a fo res t  land no t a v a i lab le  for a g r ic u l tu ra l  vh \> |u | i -

S C H E D U L E  B



m e n t  o th e r  th a n  g ra z in g  b y  an  o rd e r  o f  th e  M in is te r  of L an ds  and 
F o re s ts  p u r s u a n t  to  sec t ion  12 of T h e  P u b l i c  L a u d s  Act, hu; d o c s  not 
in c lu d e  those  lan ds  d e sc r ib ed  in th is  S c h e d u le  as th e  foothil ls  a rea .

Y e l l o w  Area.

T h e  y e l lo w  a r e a  consis ts  o f  th a t  p a r t  of A lb e r ta  in w h ich  pub lic  
la n d s  a rc  c lass if ied  as  b e in g  a d a p ta b le  to ar .y  k ind  of d isposit ion  by an  
o r d e r  of the  M in is te r  of L a n d s  an d  F o re s ts  p u r s u a n t  to section 12 of 
T h e  P u b l ic  L a n d s  A ct.

P la in s  A r e a

T h e  p la in s  a r e a  consis ts  of th e  re m a in in g  la n d s  in A lb e r ta  not 
d esc r ib e d  in  th e  foo th i l ls  a rea ,  the  g re e n  a r e a  o r  th e  y e l lo w  area.

11 Alr.ii l I mill I lie I//vi hi (iV.vffi. I iTiu.it> ’ S. I*»?S»
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