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should but
Hie language in the proposed legislationAdoes not distinguish 

between, "raw", "processed" and "interpretative" 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 conmittee 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 competitors definitely will have an immediate and 

adverse impact on our exploration program in this state.

Hie third provision we object to (Sec. 38.05.100(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 oi l 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 bo able to satisfy its contractual coinnitments, the lessee 

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

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

explore and develop. We believe this is another step toward the f  te'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.
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Another provision 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.

Vfe'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 nost 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 time production begins. 

Gievron is at a total loss to see how this provision can benefit the state
I

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

industry because wel ls 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, legal 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 

majors 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.
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A ban on joint bidding by majors does not necessarily increase 

state income, ir. 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 Technology.)

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

Commissioner 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 contents and reactions to the proposed action. Neither the 

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

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

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

resources. Particularly objectionable to us is the requirement that 

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

why he used certain methods. ibis is certain to toss the entire leasing 

program into an interminable bureaucratic morass.

And finally we oppose the provision which deals with acreage 

chargeability. 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 11.13. 854 is an unreasonable, 

unwise and unworkable piece of legislation that simply is not in the best 

interest of the citizens of Alaska.
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As I said at the outset of iny renarks, my cwn company would be 

faced with the prospect of seriously reassessing its current and 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 and equitable 

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

resulting from production.

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

royalty or net profits bidding or percentage acreage option had been 

employed.

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 and gas.

Thank you for giving Chevron this opportunity to comment on this 

proposed legislation.

* * *
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TEST IMONY ON H . B .  854

M a d a m  Ch ai rman, m e m b e r s  of the committee, my name is 

Jo hn  Carson, and I a p p r e c i a t e  the o p p or tu n it y  to comm e nt  on 

Committee S u b s t i t u t e  for H o u s e  Bill 854. (Finance)

I am a p e t r o l e u m  ge o logist  and I'm p r e s e n t l y  D i v is i on  

Geologist in A l a s k a  for C h e v r o n  U.S.A., the p r in ci pal d o m es ti c  

oil and gas s u b s i d i a r y  of the Standard Oil Co mp a ny  of C a l i f o r n i a  

Since 1965, I've be e n  a c t i v e l y  involved in all state lease 

sales and the two OCS sales in the Gulf of A laska and the Lower 

Cook Inlet.

C h e vr on  is aware of the amount of p r e l i m i n a r y  wor k 

done by the state a d m i n i s t r a t i o n  and the De partment of Natural 

Resources in r e s e a r c h i n g  and dr af t in g  this legislation.

We c o m m e n d  ef forts in dra ft in g l eg is lation that 

proposes a long te rm l e as i ng  p r o g r a m  for Alaska. We b e l ie v e 

the state s hould  be e n c o u r a g e d  in its effort to e s t a b l i s h  and 

m aintai n such a p rogram , w i t h  ap pr opriate  industry p a r t i c i p a t i o n

M e m b e r s  o f  the committee,  the p e t r o l e u m  i n d u st r y- - as  

indicated by its r e s po ns e  to the State's s o l i c i t a t i o n s - -cle ar ly 

desires a r e a l i s t i c  pl a n that can serve as the basis for an 

effec tive w o r k i n g  r e l a t i o n s h i p  be tw ee n the industr y and the 

state.

Frankly, we b e li ev e  the propos ed  le gi sl a ti o n will 

inhibit or p r e v e n t  o r de r ly  d ev e lo pm e nt  of oil and gas resourc es  

in A la sk a--to the d e t r im e nt  of  the state government, its 

taxpayers and my own industry.
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I will say c a n d i d l y  that this l e g i s l a t i o n  is u nt en able 

fr o m our po in t of  view. If e n a c t e d  into law, C o m m i t t e e  S u b s t i­

tute for House Bill 854 w o u l d  have a serious and f a r - re ac h in g  

imp act on my own c om pa ny, and w o u l d  give us se ri o u s cause to 

r e c o n s i d e r  our e x p l o r a t i o n  a c t i v i t i e s  in the high-c os t,  high- 

ri sk  frontier state lands of Alaska.

854 as n o w  w r i t t e n  w o u l d  be c o u n t e r - p r o d u c t i v e .  It

a c t u a l l y  would be a ste p b a c k w a r d  at the ve r y  time our nation 

d e s p e r a t e l y  needs an e f f e c t i v e  oil and gas e x p l o r a t i o n  program.

G e n e r a l l y  stated, we o b je ct  to p r o v i s i o n s  covering:

1) the wide varie ty  of b i d d i n g  m e t h o d s  to be employed; 2) the

C o m m i s s i o n e r ' s  acce ss  to all the lessee's data, in c lu d in g

p r o p r i e t a r y  data; 3) the st ate's call on p r od uc t io n ; 4) short 

and restrict iv e lease te rm  and con di t io n s;  5) the need for the 

C o m m i s s i o n e r  to submit and d e f e n d  his lease plan to the l e g i s­

lature, and 6) the C o m m i s s i o n e r ' s  right to ban joint bidding 

for approval.

Time does not p e r mi t  me to discu ss  in detail each of 

the provisions, but I will at te mp t to o u t li n e our most 

s i g ni fi c an t  obj ec tions:

First, the wide v a r i e t y  of b i d d i n g  method s,  starting 

on page 3, sec t io n (f):

In a d v o c a t i n g  num er o us  b i d d i n g  s c h e m e s - - a c t u a l l y  a 

shift from only ca sh  bo nus bidding, a s ys t em  that has worked 

w e i l - - t h e  a d m i n i s t r a t i o n  ho p es  to m a x i m i z e  its financial return 

from state lands.
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But C h e v r o n  be l ie v es  a mo ve  aw ay  fr om  the cash bonus 

m e th od  means the p e r i l o u s  a ba nd o nm e nt  of a p r o v e n  co n ce p t that 

has brough t s t a b i l i t y  to the state's leas in g  prog ram. The 

bonus s yste m w o u l d  be r ep la c e d  by an array o f  u n t e s t e d  leasing 

methods, p a r t i c u l a r l y  in the fr o nt i er  areas.

We b e l i e v e  this provision, if ena cted, will tr ansf or m 

A l a s k a  into a t r i a l - a n d - e r r o r  l ab o ra t o r y  in oil and gas leasing. 

It means r e p l a c i n g  o r d e r l y  d e v e lo pm e nt  w i t h  u n c e r t a i n t y  and the 

unknown. It's not a gamble Ch ev r on  feels is w o r t h  taking.

Be fo r e d i s c u s s i n g  each b i d d in g system, all c o nc erned 

pa rties shou ld  be aware that a move away fro m cas h bonus bidding 

will result in thr ee key developmen ts :

First, it will shift a subs t an t ia l par t of the burden 

of risk from ind u st r y to the taxpayer.

Second, it will serve as a s u b s t a n t i a l  d e t e r r e n t  to 

e xp l or a t i o n  and deve lo p me n t,  and

Third, it will cause the rapid and c o n s t a n t  growth  of 

state agen ci e s to admi ni st er, ev a lu a te  and a ud it  the leases and 

s ubsequ en t p ro d uc t i o n .  This places i n c r e a s i n g  dema n ds  on 

ta xpayers to s u p po r t this bur eaucracy.

C h e v r o n  b el i e v e s  these arc u n a c c e p t a b l e  c o n se qu e nc e s 

w hich would be i n t o l e r a b l e  to the t ax paye rs  and le aders of this 

state.

As y o u  know, cash bonus b i d d i n g  p r o v i d e s  that leases 

be awar d ed  to the hi gh e s t cash bonus bidder. This bonu s is 

paid bef or e the lessee can proce ed  w i t h  e x p l o r a t o r y  d r i ll i ng  on 

the lease.
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The o th er bid me th ods pr ov id e for bid v a r i a b l e s  such 

as royalty, not profit, or w o r k  commitment. In these cases, 

the state re c ei ve s  n o t h i n g  oth er  than p e r h a p s  a small fixed 

bonus at the time of leasing. Other revenue is not fo rt h co m in g 

u nder the r o y a l t y  and net p ro f it  schemes unless there is p r o­

duction. S i m p l y  stated: No pr od uct ion, no revenue.

In our opinion, cas h bonus bid di n g is the only met ho d 

that avi 11 s t r o n g l y  e n c o u r a g e  the p e t r o l e u m  i n d u s tr y  to lease 

and explore the state land.

We fu rt he r  b e l ie v e that this m e t h o d  will result in 

the p r o d u c t i o n  of the most oil and gas and c o n s e q u e n t l y  will 

p ro vi d e the most revenue, bo th  to the state and the p e t r o l e u m  

industry.

The o th er  methods, em p lo y in g b i d d a b l e  ro y al t ie s  and 

net profits, r e d u ce  the in c entive  to ex plore and produce.

Th ese al t er na t iv e s,  p a r t i c u l a r l y  in the case of b i d da bl e  

royalties, serve to s h or t en  the economic  life of the fields-- 

r es ul ting in less p r o d u c t i o n  and, therefore, less revenue.

Cas h bonus b i dd i ng  is p a r t i c u l a r l y  a d v a n t a g e o u s  to 

the state in fron ti e r areas of high risk. Most of A l a s k a’s 

lands are in this category.

No w l e t’s co m pa re  other pr o po s ed  b i d d i n g  methods with  

tra ditional cas h bonus bidding. Because of time li mi tations , I 

can only touch b r i e f l y  on these, but I am p r e p a r e d  to go into 

more detail if qu e st i o n s  arise.
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The r o y a l t y  b i d d i n g  method, a l t h o u g h  it allows oil 

and gas c o m p a ni e s to ac qu ir e  land wi th  little cash, is a stron g 

deter rent to e a r l y  drilling. V e r y  simply, it is easi e r and 

c he ap er  to w a i t  on othe rs to be a r  the risk and ex pe ns e  of 

e xp lo r at o ry  drilling.

H a v i n g  spent little ca pi ta l to a c q u ir e  the lease, an 

o pe ra to r is t e m p t e d  not to spend a dime to e v a l u a t e  the lease, 

hopi ng an a d j a c e n t  l e a s e h o l d e r  m a y  do it for him. C a r r ie d  to 

the extreme, the e ffect  of this w o u l d  be that no we lls w ou l d be 

dr il le d to e v a l u a t e  the leases. This same p r o b l e m  is inherent 

in the net p r o f i t s  system, w h i c h  I'll talk abo ut shortly. On 

the other hand, w h e n  cash bonus is involved, the w i n n i n g  bid de r 

has a strong i n c e n t iv e  for e ar ly dr i ll i n g  b e c a us e  his bonus 

invest ment is e a r n i n g  h i m  nothing.

In ca sh  bonus b i d d i n g  the state as su mes none of the 

risk but still r ec e i v e s  re ve nu e  from leases, w h e t h e r  or not 

they are pr o du ct iv e.

The a d v a n t a g e s  of this s y st em  we r e  c l ea r ly  d e m o n­

strated a few ye ar s ago in the sale of federal leases off the 

coasts of M i s s i s s i p p i ,  Alabama, Fl or id a  and Louisiana. 

S uccessful b i d d e r s  pai d $743 m i l l i o n  for several tracts on one 

structure, the D e s ti n  A nt i cl i ne ,  and spent over 10 m i l l io n 

dollar s d r i l l i n g  s ev en  dry holes on the s t r u c t u r e - - a l l  at no 

cost to the taxpa yer. Unde r r o y al t y or net pr of it  bid ding, the 

go vernment w o u l d  have re ce i ve d  nothing.
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What w o u l d  g o v e r n m e n t  have r e c e iv e d if it had sold 

the Gulf of A l a s k a  on a r o y a l t y  bid basis? As in the G u l f  of 

Mexic o case I p r e v i o u s l y  cited, n o t h i n g . Shoul d the ta xp ay e r 

and the go ve r nm e nt  be forc ed  to suffer  the loss of mor e than 

o ne-hal f b i l l io n  d o l l a r s - - w h e n  to date, no r o y a l t y  ap pe ar s 

forthcoming?

The N P R A  comes to min d as anoth er  e x a m p le  of an area 

adjudge d to p o s s e s s  hig h poten ti al , but w h i c h  so far is a 

dis appointment. Again, if sold on a royalty b i d d i n g  method, 

the lessors w o u l d  have r ec e i v e d  n o t h i ng  to date.

Let me e m p h a s i z e  that in all these cases, the areas 

were consid er ed  e x t r e m e l y  a t t r a c t i v e  to both the ind u st r y and 

government. Th es e  are p r e c i s e l y  the types of areas in w h i c h  

the state might be e n t ic ed  to use a r o y al t y or net p r of i t 

bi dding method. Yet no ne  of these has led to any d i s c o v e r y  or 

governm ent revenue.

P r o p o n e n t s  of ro ya lt y  b i d d i n g  belie ve  it e n c o u r a g e s  

co mp et it ion amo ng  bi dd er s and allows the small c o m p a n y  and the 

independent i m pr ov ed  e nt ry  into oil and gas lease bidding.

Cash bonus b i d d i ng  u s u a l l y  is bla me d for tending to d i s c o u r a g e  

small companies from bidding.

This is not s up p or te d by the facts.' Small c o m p a n i e s  

gain entry into the sale by join i ng  with a larg er c o m p a n y  or 

wit h several o th er  smal l e r companies. In the recent L ow er  Cook 

Inlet sale, in d ep e n d e n t s  and s m a l le r  companies bid on ro ya lt y 

and cash bonus tracts wi th  about the same f re qu en cy as the
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majors. 0£ the 34 c o m p a n i e s  w h i c h  bid  in the sale, 18 were  

smaller c om pa ni es. T h es e  18 ma de  succe ss ful cash bonus bids on 

26 tracts, of w h i c h  13 w e r e  sold for more than one m i l l i o n  

dollars. M o r e o v e r ,  the small c o m p a n ie s  are r e p r e s e n t e d  in half 

of the top bonus tra ct s of the sale.

P r o v i s i o n s  are mad e for re d u ci n g the r o ya l ty  in the 

event the lessee  c a n n o t  o p er at e  pr of itably. While we agree 

that such a p r o v i s i o n  may be n ec es sa ry, we think this only 

serves to p o i n t  up a m a j o r  w e a k n e s s  of ro ya l ty  bidding. Due to 

the highly c o m p e t i t i v e  n a t u re  of the business, indu st ry is 

encou ra ge d to bid and a gr ee  to terms that may be truly r i d i c u­

lous. A n o t h e r  c o m m i s s i o n  will almo st  cer ta i nl y  be n e c e s s a r y  to 

rev ie w and rule on the long list of p l ai n ti ff s  for r e d u c ed  

r o y a l t i e s .

The s e co n d p r o p o s e d  b i d d i n g  method we are c o n c e r n e d  

about is net p r o f i t  bidding. This s y st e m has most of the 

dis ad v an t ag e s of r o y a lt y  b i d d i n g  plus one more: It r e q ui r es  a

huge staff to a d m i n i s t e r  and audit. For example, each p r o p e r t y  

would require a b a t t e r y  of a c c o u n t a n t s  to audit the companies' 

p ro d uc ti o n and costs. Just as in the case of royalty bidding, 

the risks are p a s s e d  on to the government. Fu rt he rmore,  net 

profit bi dd i ng  d i s c o u r a g e s  c o st - ef f ec ti v e,  ef f i ci en t  d e v e l o p­

ment practices.

At this point, I w o ul d  like to sum ma rize why we 

believe a m a j o r i t y  of the i n du st ry prefers cash bonus as the 

best method for b o t h  the state and the energy explorers.
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First, we be li ev e  it is the f o un d a t i o n  for all free 

ent erprise  c on tr act ar rangements;

Second, it is the simp le st and eas. st to de te rm ine  

and admini st e r 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 ex pl o re  is paid for in advance.

In 1977 the De pa r tm en t  of  Na tu ra l Resou rc es  completed 

a report entitled, "A Study of P e t r o l e u m  Le as in g  Methods and 

Pos sible A l t e r n a t i v e s . "  H.B. 854 a p p a r e n t l y  is based on this 

study and its conclu sions.

I w ou l d like to make a few co mm en t s about the D e p a r t­

ment of Natural Resources' report. The one o v er r i d i n g  c o n­

clusion of that study was that a v a ri e ty  of bid d in g  methods, 

wis el y employed, w ou ld  increas e the st ate 's return from its 

co mmitme nt  of oil and gas properties.

Ch ev r on  believes this c o n c l u s i o n  is biased against

ca sh  bonus bidding, and we feel that the odds arc against

anyo ne knowing all they need to know to use the right method at 

the right time. The state, even if armed with  a skilled staff

and large amounts of data, can hope to do no bet te r than an

individual co mp a ny  in e v a l u a t i n g  p o t e nt i al  and risks, and these 

co mpanies are more often w r o ng  than right in their appraisals.

We bel ie v e the st ate's report, and p a r t i c u l a r l y  its

main bias ag ain st cash bonus bidding, is ba se d on a few but 

ma jor faulty e co no mic as sumptions.
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First, the authors of the report assume that the 

in du s tr y  wi l l ma ke  an 18 p e r c e n t  rate of return. Al t ho ug h  this 

is very d es ir ab le, and would not be out of  line co ns id e ri n g the 

hi g h risk invclved, past e xp e ri e n c e  shows that the industry has 

av er a ge d no mor e than seven to eight p e r c e n t  from OCS ventures 

w h i c h  a p p r o x i m a t e s  A l a sk a lands, ac co rd i ng  to several exhaust iv e 

studies. For example, in May 1977 Prof. W a l t e r  J. Mead of U.C. 

Sa nta Bar b a ra  te s tified  bef ore a U.S. Ho use of R e pr e sentati ve s 

C o m m i t te e that w e i g h t e d  averag e rate of r e t ur n from 184 leases 

iss ued in the G u l f  of Mexico in 1954-55 a m o u n t e d  to only lh  

pe rc e nt  be fo re  t a x e s . This sale peri od was  selected because 

these leases have a 20-year p r o d u c t i o n  h i st or y  wh ic h provide s 

a co m pr e h e n s i v e  data base.

Second, no re du ct io n of state income was assumed in 

ro y al t y cases, but it almost c e r t a i n l y  will occur. The ec on om ic 

limit of a field is going to be greatly i n fl u e n c e d  by the 

amount of royalty. The high er  the royalty, the earlie r the 

e c o n om i c limit is readied. W he n  an o p e r a t o r  can no longer 

pr od u c e oil or gas p r o f i t a b l y  the result will be oil and gas 

left in the gr ou nd  and n e i t h e r  industry, nor the state, will 

make any m o ne y  on it.

Next, I would like to turn to the p r ov i si o n of the 

bill that w o u l d  require the lessee or p e r m i t t e e  to make a v a i l­

able to the C o m m i s s i o n e r  all data ob ta i ne d  from e x plora ti on  and 

p r o d u c t i o n  ac t iv i t i e s  on the lease or permit. Found on p. 11 - 

section ( a a ) . We be lie ve this p r o v i s i o n  raises fundamental
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qu es t io n s about the a p pr op r ia t en e ss  of  the st ate's ent ry into 

the e xp lo r a t i o n  business, and secondly, p o i n t s  to grave 

p r o b l e m s - - f r o m  our point of v i e w - - a b o u t  the p r e s e r v a t i o n  of 

c on fi dential it y.

The la ng uage in the p r o p o s e d  l e g i s l a t i o n  is not clear 

as to what n o n - i n t e r p r e t i v e  dat a will be required. If the 

intent is to p r o v i d e  access to data e x i s t i n g  p r i o r  to the 

lease, we are u n a l t e r a b l y  opposed. " N o n - i n t e r p r e t i v e "  is a 

l oaded word w h i c h  needs strict d ef inition .

We are also op po se d to gi vi ng  the state our basic

g e op h ys i ca l  data. We are not c o n v i n c e d  that the state can hold

this data c o n f i d e n t i a l  be ca use of  its large s ta ff  and turnover 

rate. Any leak of this sensitive i n f o r m a t i o n  to our com pe ti tors  

d e f i n i t e l y  will have an immediate and a d v e r s e  impact on our 

e x pl o r a t i o n  p r o g r a m  in this state.

The third pr o vi si on  we ob je c t to gives the state the

right to p u r c ha se  a specified volu me of the le ss ee's oil or

gas. This is found on p. 11, se ct io n (Z) .

We are not op pos ed to the s t a t e' s right to take its 

r o y a l t y  share of oil or gas in kind, but we op pose any p r o­

visions  whic h e mpower s the state to take any p o r t i o n  of the 

les see's share.

In order to ju st if y the risk and ex p en s e of e x p l o r a­

tion and devel op me nt, and be able to s a t i s f y  its c o ntract ua l 

co mm i tm en t s,  the lessee must retain the right to d i s po se  of all 

of its share of production. Wit h ou t  this right, the state of

-10-
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A l a s k a  lands b e co me  less d e s i r a b l e  to e x p l o r e  and develop. We 

b e l i e v e  this is a n ot he r  step t o wa r d the state's entry into the 

oil and gas bu si ness, w h i c h  s ho u ld  stay w i t h  p r i va t e industry.

It seems i n co n c e i v a b l e  to C h e v r o n  that the state 

w o u l d  take a p o r t i o n  of the lessee' s share whe n that is the 

v e r y  in c en ti v e for indust ry  to exp l or e in the state initially.

If such a clau se re mains in the bill, Chevron feels 

it is m a n d a t o r y  that the state ma ke  its i n t e n ti o n kn ow n on this 

m a t t e r  p r i o r  to the lease sale. O t he r wi se ,  it will be totally 

inoperable. The industry, w i t h o u t  c o n t r a c t u a l  commitments for 

its product, cann ot  bid on oil and gas leases.

Our next o b j e ct i on  c o n c e rn s the terms and conditions 

of  the lease itself. I refer to p. 6, se ction ( n ) . Because of 

the re m ot en e ss  of  most of A l a sk a 's  land and the seasonal 

r e s t r i c t i o n  on o pe rations , C h e vr o n p r e f e r s  a ten-ye ar  pr imary 

lease term. We feel this length o f  time is ne ce s sa r y to 

a d e q u a t e l y  e v a lu a te  a lease u n de r A l a s k a n  conditions. We 

a p p r e c i a t e  that the p r o p o s e d  l e g i s l a t i o n  gives the Commi ss io ner 

the right to grant a t en-yea r lease u nd er  c e r t a i n  conditions. 

How ever, it s hould  be stated that this d e c i s i o n  will be made 

and an n o un ce d  pr i or  to this sale.

Our  next o b j e ct i on  is to any ef fo rt  to restrict joint 

bidding , found on p. 10, se ct i on  ( y ) . In Alaska, particularly, 

w i t h  its a c c o m p a n y i n g  ex p e ns i ve  costs of  e x pl o r a t i o n  and p r o­

duction, it is es se ntial for large and small companies to be 

able to join t ogethe r to share the risk.

-11-
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A ban on join t b i d d i n g  does not n e c e s s a r i l y  in crease 

state income. In fact, a r e c e n t  stud y by the D e pa r tm e nt  of 

Interior showed that joint bi dd er s tend to b id  higher, on the 

average, than solo b i d d i n g  co mpetito rs . (November 1976 issue 

of the Journal of P e t r o l e u m  Techn ol og y.)

The final p r o v i s i o n  w e  w i s h  to discuss deals w i t h  the 

nee d for the C o m m i s s i o n e r  to submit and de fe nd his leasing  

p r o g r a m  to the leg i sl a tu re .  See p. 1, se ct io n  ( b ) . We p r e f e r  

that the various r e p o r t i n g  me th ods set out in this sectio n not 

be p re s cr ib e d in law. We b e l i e v e  this r e vi e w is an a d m i n i s t r a­

tive function and that p u b l i c  h e a r i n g s  are an ad eq uate and 

ef fecti ve  vehicle for g a t h e r i n g  comm ents and re actions to the 

pr o po s ed  action. N e i t h e r  the t imber  leases nor any ot her types 

of state leases are s u b m i t t e d  to the legislature, and to r e q u i r e  

this approa ch  in law for the p e t r o l e u m  i ndustry  wil l lead to 

further delays in d e v e l o p m e n t  o f  the state's natural resources. 

Pa rt i cu la r ly  o b j e c t i o n a b l e  to us is the r e qu ir em ent that the 

C o m mi ss i on e r must d e f e n d  his p r e v i o u s  year's p r o g r a m  and 

explain why he used c e r t a i n  methods. This is ce rta in to toss 

the entire leasing p r o g r a m  into an int er m in a bl e  b u r e a u c r a t i c  

m o r a s s .

In closing, M a d a m  Chairman, Ch evr on believes CS for

H.B. 854 is an u n r e a s o n a b l e ,  unwi se and u n w or ka b le  p iece of 

legi s la ti o n that s i m p l y  is not in the best interest of the 

ci ti ze ns of Alaska.
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As I said at the o u t s e t  o f  my remarks, my own c o m p an y 

w o u l d  be faced wi th  the p r o s p e c t  of  se ri ou s ly  reass es s in g  its 

c u r r en t  and future e x p l o r a t i o n  a c t i v i t i e s  on Alaska state lands 

if this bill is enacted.

It is our o p i n i o n  that this l egislat io n will only 

serve to inhibit or p r e v e n t  the o r d e r l y  expl or a ti o n and d e v e l o p­

ment of Alas ka 's  oil and  gas pr op er t ie s .

We oppose a sh if t a w a y  fro m the successful cash bonus 

b i d di ng  system  b e c a u s e  we b e l i e v e  that the cash bonus ensures 

a fair and eq uitable r e t u r n  to the state, as well as ens u ri ng  

the fair share of any r e v e n u e  r e s u l t i n g  from production.

It is c o n c e i v a b l e  that P r u dh o e Bay may not have been 

found if royalty or net p r o f i t s  b i d d i n g  or perc en ta ge ac rea ge 

o pt i on  had been employed. Our s i n c er e sugge st ion is to retain 

the leasing statut e n o w  in e f f e c t  and s up pl ement it with 

p r o v i s i o n s  for a long t e r m  l e a s i n g  program.

M ad am  Chairman, m e m b e r s  of the committee, we have 

se rious concern that if this l e g i s l a t i o n  becomes law, the 

u l t i m a t e  losers will be the c i t i z en s  of this state, as well as 

the consumers of oil and gas.

Thank you for g i v i n g  C h e v r o n  this op p or tu nity to 

co mm e nt  on this p r o p o s e d  l e gi s la ti o n.
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Mr. C h a i r - "■ and  M e m b e r s  of  th 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  to 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 i 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  n 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 ll 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 ,  in t h e  i n t e r e s t  o f  t i m e ,  I i n t e n d  to 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  to 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 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 .  A m



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 l 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  it 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  to 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 i 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  is o b v i o u s .

0 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 o  a d m i n i s t e r ,  

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  to 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  to 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  in 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
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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 fixed- 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) I t  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  to 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  i n  r o y a l t y  r a t e  p r i o r  to 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 t 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  to c a s h  i n  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  i n  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 ’i 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  in 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  

in 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 .
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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  i n  

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  *;i t h  t h e  r e c e n t  s a l e  in 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  in 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 ,  i t  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  car. 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  

u 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 .
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I n d u s t r y  c o m m e n t s  r e l a t i n g  to 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 c u t h  A t l a n t i c  S a l e  ( S a l e  i / 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  t h e  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  as 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  t o  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  to 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  

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

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 n i p e t i  ti 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  

as 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
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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 ' j  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

(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  i n  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
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t o  b e  d e e p l y  i n v o l v e d  i n  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 n g  s y s t e m  is 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 .  I f  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  in a t r a c t ,  h e  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  in 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 p 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 .  I f  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  an 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  in 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 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  t o  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 .
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(1) A S 3 8 . 0 5 . 1 8 0 ( v ) R i g h t  t o  P u r c h a s e  - T h e  p r o v i s i o n  g i v e s

t h e  S t a t e  t h e  r i g h t  to p u r c h a s e  n o t  m o r e  t h a n  16 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  arid 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 r  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  

s u c  h a s :

1. D e t e r m 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  to 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 ?

- 8 -
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(2) A S 3 8 0 . 0 5 . 1 8 0 ( w )  - E x x o n  is 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  per. 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 ,  t o  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 ll 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 - v 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 ,  as 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  to 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  is 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  

to 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 j 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 0 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  o n l 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  in l e a s e  f o r m s  f o r  a n y  e 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  in 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  to 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  t o  

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 e  a l s o  r e c o m m e n d  t h a t  r e w 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

i

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  is 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  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  , p r o c e s s .

O n c e  a d i s c o v e r y  is 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  a n d  e s t a b l i s h i n g  i t s  comin<_rci al i cy 

is c o m p 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 e  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  

P O O  , 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  i n  a S t a t e  l i k e  A l a s k a  w h i c h  h a s  so 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  to 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  a s  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  in 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 S 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  s o  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  in 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  to 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  in 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  oil 

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  - 17e 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 h 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  i t  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 8 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  t o  s h a r e  in 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 ,  as t h e  S t a t e ' s  r o y a l t y  i n t e r e s t  i s  f r e e  o f  a ll e x p l o r a t i o n

-11-
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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  

to  s h a r e  in w o r k i n g  i n t e r e s t ,  w e  a r e  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 t 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  to 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  t o  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  t o  e m b a r k  i n t o  

a n  e x p e r i m e n t a l  ^ 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  in 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 

survive.

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



Marathon Oil Company
P.O. Box 2380 
Anchorage, Alaska 99510 
Telephone 907/274-1511

M a y  22, 1978

Ms. K a y  Poland, C h a i r m a n  
S enate R e s o u r c e s  C o m m ittee 
P o uc h  V
Ju neau, A K  98911 

Dear Ms. Poland :

W e  w i s h  to s ubmit h e r e i n  M a r a t h o n’s thou ghts, concerns 

and  s u g g e s t i o n s  r e g a r d i n g  the p r o p o s e d  l e g i s l a t i o n  entitled 

"An A c t  r el a t i n g  to the le as in g a n d  e x p l o r a t i o n  o f  state 

land for oil and gas development".

F i r s t  and n.ost important, the p r e se n t s t a t u e s  and r e g­

ul a t i o n s  h a v e  w o r k e d  well for the State and they h a v e  a 

b a c k g r o u n d  for p r o p e r  legal i n t e r p r e t a t i o n  and u n de r s t a n d i n g .  

The S t a t e  h as  u n d e r  the e x i s t i n g  laws a u t h o r i t y  to protect 

its el f and to judge w h e t h e r  it is r e c e i v i n g  fair v a l u e  for 

lea se s sold at th a t  time w i t h  the then known inf orm at io n.

Hind  sight  m a k e s  in st an t e x p e r ts  of  p e r so ns  u n k n o w l e d g e a b l e  

in a g i v e n  field of en de avor. Oil and Gas e x p l o r a t i o n  is a 

ri sk  b u s i n e s s  and it d ea ls  w i t h  m a n y  u n k n o wn s u n t i l  it has 

the o p p o r t u n i t y  to p r ov e  or d i s p r o v e  a theory or i m ag i t a t i v e  

i n t e r p r e t a t i o n  by d r i l l i n g  a test well. T h e r e f o r e  it is o ur
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feeling that the p r o p o s e d  l e gi s l a t i o n  being c o n s i d e r e d  here 

to da y  is unnecessary.

Sp e cific c o m m e n t s  to p r o v i s i o n  of H R  854 are as follows: 

38.05.180(b) requires the c o m m i s s i o n e r  to a n n u a l l y  submit 

a p r o p o s e d  l e a s in g  schedule, w h e r e i n  the l e g i s l a t u r e  has 

the o p p o r t u n i t y  to d i s a p p r o v e  all o r  pa r t  of it. It has 

long b e e n  the th e o r y  that the l e g i sl a tu re  m akes the law and 

the A d m i n i s t r a t i o n  imple m e n t s  them. This p r o p o s e d  procedure  

gets the le g is l a t u r e  involved w i t h  implem e n t a t i o n  o f  the 

laws. We feel there is m u c h  more important w o r k  f or the 

l e g i s l a t u r e  than look i ng  at a specific leasing schedule, 

u nl e ss  of  course, there  has been some impropriety.

38.05. 30(f) p r o v i de s for n u m erous  biddi ng  me thods the 

c o m m i s s i o n e r  m a y  use to issue oil and gas leases. Other t h a n  

tht; ca s h  bonus b i d  and a fixed roy a lt y  rese rv ed  to the state, 

we b e l i e v e  the systems w o u l d  not be in the be s t  interest o f  

the St at e of Alaska . Wh en  ro yalty bid d in g and n et  profits 

b i d d i n g  m e t h od s  are used the ci t iz e ns  of the state are then 

a s s u m i n g  a p o r ti o n of  the risk. Also, these m e t h o d s  will 

r e q ui re  additio na l p e r s o n ne l  to a dm in i s t e r  and c o u l d  result 

in less net ret ur n to the citizens. The small po pulation 

o f  the State of A la sk a  do es  not nee d laws that w o u l d  e n l a r ge  

the b ur ea u c r a t i c  or ga nizatio n.

W h e n  leas es in a g i v e n  area have va rious r o y a l t y  p r o­

visions  it woul d be d i f f i c u l t  if not i mpossibl e for the 

i nd iv idual c o m p a n i e s  to a gr ee  on a un it  operation. With

Ms. K a y  P o l a n d ,  C h a i r m a n  - 2 -  M a y  22, 1978
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Ms. K a y  P o l a n d ,  C h a i r m a n  - 3 -
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M a y  22, 1978
ESKSsiS

d i f f e r i n g  royalty p r o v i s i o n s  the c o m p a n i e s  w o u l d  h a v e  d i f­

ferent e c o nomic  in c en t iv es  a nd  p h i l o s o p h i e s  w h i c h  w o u l d  be 

i m p o s s i b l e  to overcome.

In S e c t i o n  3 8 . 0 5 . 1 8 0 ( n ) , w e  e n c o u r a g e  its m o d i f i c a t i o n  

to p r o v i d e  for ten (10) ye a r  term leases as p r o v i d e d  for in 

e x i s t i n g  statues. The s ho rt o p e r a t i n g  seasons a n d  c o n t i n u i n g  

e n v i r o n m e n t a l  c o n c e rn s  and l e ngthy p r o ce s s to o b t a i n  permits 

to dr il l are r e a so n s to j u s t i f y  a ten (10) y e a r  t e r m  lease.

In line 11 on pa g e 7 of  this same section, i t  is rec­

om m e n d e d  that the wo r ds  "or is c a p a b l e  of" be a d d e d  f ollowing 

the w o r d  "produced". This w o u l d  in ou r  o p i n i o n  c l a r i f y  the 

intent. Al s o  we r e c o m m e n d  the fo ll o wi ng  s e n tence be added 

to this se ction "No lease issue d u nd e r this s e c t i o n  expires 

b e c a u s e  o p e r a t i o n  or p r o d u c t i o n  is su spended u n d e r  an order, 

o r  w i t h  the c o n s e n t  of the commissioner".

In Section 3 8 . 0 5 . 1 8 0 ( o) , we recommend that a fixed 

rent al be e s t a b l i s h e d  for a lease and that it c o n t i n u e  for 

the life of  the lease  or  until p r o d u c t i o n  c o m m e n c e s .  That 

a m i n i m u m  r o y a lt y be e s t a b l i s h e d  and it be p a y a b l e  at the 

e x p i r a t i o n  of e a c h  lease y e a r  b e g i n n i n g  on or  a f t e r  a d i s­

cov e r y  of oil and gas in pa yi ng  q u a n t i t i e s  on the lands 

leased. Also that there be no dua l pa ym en t  of  r e n t a l  and 

r oy a lt ie s as p r e s e n t l y  p r o v i d e d  for in the p r o p o s e d  leasing 

bill.

In Sect io n 38.05.1 80  (z ), we feel the p r o v i s i o n  for the

a g o  566701



Ms. K a y  P o l a n d ,  C h a i r m a n  - 4 - M a y  22, 1978

state to take or p u r c h a s e  a n y  v o l u m e s  of d i s c o v e r e d  h y d r o­

carbons over and a b o v e  the r e s e r v e d  royalty share w o u l d  be 

c o unter productive. Such p r o v i s i o n s  could e l i m i n a t e  or 

impair the a b i l i t y of  l e s s e e s  to u t i l i z e  gas sale contracts 

or  p r o d u c t i o n  p a y m e n t s  as a m e t h o d  of financing, likewise 

d i s c o u r a g e  exploration.

In 3 8 . 0 5 . 1 8 0 (a a ) , we h a v e  s t rong m i s g i v i n g s  a b o u t  f u r­

nishing  data as p r o v i d e d  for therein. I n f o r m a t i o n  garnered 

from on es  ow n  i n i t i a t i v e  a n d  imagin a t i o n  is v a l u a b l e  and 

p r o p r i e t a r y  and should be r e t a i n e d  by on e s o w n  self. These 

p r e v i s i o n s  will c e r t a i n l y  be  c o u n t e r  productive.

In o u r  statement, we have v o i c e d  some of o u r  concerns 

and o bj e ct i o n s  as well as some s u g g e s te d  m o d i f i c a t i o n s  to 

H R  854, however, it is our hope that this p r o p o s e d  l e g i s l a­

tion will l anguis h in c o m m i t t e e  w i t h o u t  fu rt her action. W e 

feel the e x i s ti n g la w  is s a t i s f a c t o r y  and workable. HR 854 

will c re a te  c o n f u s i o n  and m i s u n d e r s t a n d i n g  in its i m p l e m e n t a t i o n  

and w i l l  u n n e c e s s a r i l y  e n l a r g e  the b u r e a u c r a t i c  o r g a n i z a t i o n  

and we recommend its rejection.

M orris L . / L awman 
Se ni o r L ndman 
M L L / p r

cc: Resource C o m m i t t e e  M e m b e r s
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Sec. 3 8 . 0 5 . 1 8 0 ( a ) ( 1 ) (B)

I n  t he  d e s c r i p t i o n  of the l e g i s l a t i v e  p u r p o s e s  of t h i s  bill,  

t h e r e  is a n e g a t i v e  c o n n o t a t i o n  g i v e n  the w o r d  " e x p l o i t a t i o n” in 

Sec. 3 8 . 0 5 . 1 8 0 ( a ) ( 1 ) ( B ) .  T h i s  s e c t i o n  in g e n e r a l  s u g g e s t s  s i n i s t e r  

m o t i v e s  to the oi l  a n d  g a s  i n d u s t r y  w h i c h  n e e d  to b e  " m i n i m i z e d .”

A  p o s s i b l e  m o d i f i c a t i o n  s h o u l d  r e a d ,  " r e g u l a t e  the d e v e l o p m e n t  of 

t h e s e  n a t u r a l  r e s o u r c e s  in p r o t e c t i o n  of  th e  p u b l i c  i n t e r e s t .”

Sec. 3 8 . 0 5 . 1 8 0 ( a ) ( 2 )

U n d e r l y i n g’ this s e c t i o n  is the n o t i o n  tb it is in t h e  S t a t e ' s  

b e s t  i n t e r e s t  to m a x i m i z e  the l e a s i n g  m e t h o d s  a v a i l a b l e  to the 

Stat e . Hov7ever, it is o u r  v i e w  th a t  the n e w  l e a s i n g  m e t h o d s  

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

to the State. F u r t h e r ,  it is n o t  at  all c l e a r  h o w  a u n i t  a g r e e­

m e n t  cou l d ever b e  f o r m u l a t e d  f o r  a g r o u p  o f  l e s s e e s  w h o  h a d  

o b t a i n e d  th eir l e a s e s  u n d e r  a c o m b i n a t i o n  o f  the p r o p o s e d  b i d d i n g  

m e t h o d s .

Sec: 3 8 . 0 5 . 1 8 0 ( b)

T h i s  s e c t i o n  d e a ls  w i t h  the C o m m i s s i o n e r ' s  o b l i g a t i o n s  to p r e p a r e  

a l e a s i n g  p r o g r a m  for the f o l l o w i n g  5 y e a r  p e r i o d  a n d  h i s  o b l i­

g a t i o n  to k e e p  t he  l e g i s l a t u r e  i n f o r m e d .  W e  are in f a v o r  of  s u c h  

a l o n g - r a n g e  l e a s i n g  p r o g r a m  a n d  s u p p o r t  t h e  S t a t e ' s  a c k n o w l e d g e d
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g o a l  of " 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 "  in a p e t r o l e u m  l e a s i n g  

p r o g r a m .  Ho w e v e r ,  the l o n g - r a n g e  b e n e f i t s  i n t e n d e d  a n d  the 

S t a t e ' s  g o a l  a r e  f r u s t r a t e d  b y  t h e  a b i l i t y ,  and, i n d e e d  r e q u i r e­

me n t ,  that the C o m m i s s i o n e r  r e v i e w  a n d  p o s s i b l y  r e v i s e  the l e a s i n g  

p r o g r a m  at le a st  a n n u a l l y .  P e r h a p s  the p o s s i b i l i t y  of r e v i s i o n  

c o u l d  b e  l i m i t e d  to t he  la s t t w o  y e a r s  o f  the o n g o i n g  five y e a r  

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

w i t h  some c e r t a i n t y  t h a t  a s a l e  w i l l  be he ld . A l t e r n a t i v e l y ,

Sec. 3 8 . 0 5 . 1 8 0 ( b ) ( 3 )  s h o u l d  b e  de l e te d .

T h e  a n n u a l  s u b m i s s i o n  to the l e g i s l a t u r e  of the l e a s i n g  p r o g r a m ,  

a l t h o u g h  f o r  "it s i n f o r m a t i o n , "  w o u l d  s e e m  to p r e s u p p o s e  f u r t h e r  

m o d i f i c a t i o n  of  the l e a s i n g  p r o g r a m .  A g a i n ,  o p p o r t u n i t y  for 

y e a r l y  m o d i f i c a t i o n  o f  the l e a s i n g  p r o g r a m  a b r o g a t e s  the S t a t e ' s  

g o a l  of a s t a b l e  a n d  p r e d i c t a b l e  p e t r o l e u m  l e a s i n g  sy s te m . A s  an 

a l t e r n a t i v e  to r e p o r t i n g  to the l e g i s l a t u r e ,  the C o m m i s s i o n e r  

c o u l d  be r e q u i r e d  to m a k e  an a n n u a l  p u b l i c  r e p o r t  of the l e a s i n g  

p r o g r a m .

A d d i t i o n a l l y ,  in Sec. 3 8 . 0 5 . 1 8 0 ( b ) ( 5 ) ( E ) ,  the C o m m i s s i o n e r  is 

r e q u i r e d  to j u s t i f y  in  h i s  r e p o r t  to t h e  l e g i s l a t u r e  w h y  m o r e  

t h a n  5 0  p e r c e n t  of an  a r e a  is l e a s e d  u n d e r  a n y  one m e t h o d  of 

l e a s i n g .  T h i s  r e q u i r e m e n t  of  j u s t i f i c a t i o n  seems to be a n  • * 

i n c e n t i v e ,  if n o t  e x p l i c i t  d i r e c t i o n ,  to u t i l i z e  the full a r r a y  

o f  l e a s i n g  a l t e r n a t i v e s  f o r  a n y  o n e  s a l e  a n d  to, in effect, 

" e x p e r i m e n t " .  :..
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T h e  language i n  Sec. 3 8 . 0 5 . 1 8 0 ( b ) ( 2 )  is e x t r e m e l y  c o n f u s i n g  a n d  

s h o u l d  be  c l a r i f i e d .  F u r t h e r ,  it is n ot  c l e a r  w h e t h e r  or n o t  

t h i s  se ct io n is d i r e c t e d  to or w i l l  h a v e  a n y  eff ec t,  i n t e n d e d  o r  

ot he r w i s e ,  on  t he  B e a u f o r t  Sea sale.

Sec. 38 .0 5 .1 80 (c)

T h i s  sectio n a u t h o r i z e s  f o u r  g e n e r i c  c a t e g o r i e s  or m e t h o d s  of 

lea sing: (1) " B o n u s  b i d d i n g , "  (2) " R o y a l t y  b i d d i n g , "  (3) "Net

p r o f i t  b i d d i n g , "  a n d  (4) a " W o r k  c o m m i t m e n t  b i d . "  S e v e r a l  

c o m b i n a t i o n s  or v a r i a t i o n s  of m e t h o d s  are a u t h o r i z e d  u n d e r  e a c h  

o f  the g e n e r i c  h e a d i n g s .

T h e  first m e t h o d  of c o n v e n t i o n a l  b o n u s  b i d d i n g  h as th e  best 

o v e r a l l  r e c o r d  f r o m  the l e s s o r ' s  s t a n d p o i n t .  A  s t u d y  o f  f e d e r a l  

O C S  sales t h r o u g h  1 9 7 5  s h o w e d  t h a t  i n d u s t r y  h a d  i n v e s t e d  $35 

b i l l i o n  in b o n u s e s ,  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  on O C S  le as es  

w h i l e  r e c e i v i n g  $22 b i l l i o n  in r e v e n ue ,  j

N e t  p r o f i t  b i d d i n g  o p e n s  up a m u l t i t u d e  of p r o b l e m s  as to the 

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

t o  get into a l a n d  p o s i t i o n  f o r  .speculative p u r p o s e s .  It is a

% • ,
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f i e r c e  d e t e r r e n t  to e a r l y  d r i l l i n g  as it is f ar e a s i e r  a n d

c h e a p e r  to V7ait out the c o m p e t i t i o n .  It is e x t r e m e l y  c u m b e r s o m e

t o  a d m i n i s t e r  a n d  audit, a n d  is e v e n  m o r e  c o s t l y  to o p e r a t e  than 

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

T h e  la s t m e t h o d  o f  b i d d i n g ,  a w o r k  c o m m i t m e n t  f or a l e a s e  w h i c h  

c a n n o t ,  b y  d e f i n i t i o n ,  e x c e e d  5 , 7 6 0  ac re s, seems  c o m p l e t e l y  

u n w o r k a b l e  ar s u c h  a n  a r e a  is m u c h  too small. T h i s  m e t h o d  is 

u s u a l l y  u s e d  in E u r o p e a n  a n d  m i d - e a s t  c o n c e s s i o n s  or C a n a d i a n  

p e r m i t s  or r e s e r v a t i o n s  w h i c h  s h a r e  a c o m m o n  c h a r a c t e r i s t i c  of  

b e i n g  v e r y  l a r g e  g e o g r a p h i c  area s.

I n  e a c h  of the f o u r  l e a s i n g  m e t h o d s ,  t h e  l a n g u a g e  d e s c r i b i n g  the

S t a t e ' s  r o y a l t y  is t r o u b l e s o m e .  E a c h  d e s c r i p t i o n  of the S t a t e ' s  

r o y a l t y  p r o v i d e s ,  "... r o y a l t y  s h a r e  r e s e r v e d  to the s t a t e  o f  not 

l e s s  t h a n  12 1/2 c e n t  in a m o u n t  or v a l u e  of the p r o d u c t i o n  

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

l e a s e  ...." (e m p ha s is  added) T h i s  l a n g u a g e  w o u l d  p r e c l u d e  

a n y t h i n g  bu t  100 p e r c e n t  s t a t e  uni ts . U n i t i z a t i o n  of lands 

i n v o l v i n g  f e d e r a l  or  n a t i v e  l a n d s  a n d  s t a t e  lands w o u l d  be  

i m p o s s i b l e  b e c a u s e  o f  the i n a b i l i t y  of the p a r t i c i p a n t s  to g i v e  

t h e  st a te  at l e as t  1 2 - 1 / 2  p e r c e n t  of t h e  p r o d u c t i o n  f r o m  the 

" u n i t  a r e a  e n c o m p a s s i n g  the [state] l e a s e . "

F u r t h e r ,  it s h o u l d  b e  n o t e d  t h a t  a ll  o f  t h e  m e t h o d s  a n d  c o m p o n e n t s  

o f  • the a l t e r n a t e  l e a s i n g  m e t h o d s  w i l l  n e c e s s i t a t e  s u b s t a n t i a l ' .  :>;• r 

i n c r e a s e s  in the b u d g e t s  arid p e r s o n n e l  o f  the a g e n c i e s  involved... :
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Finally, if s o m e  m i n i m u m  f l e x i b i l i t y  in l e a s i n g  m e t h o d s  is 

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

e x i s t i n g  law.

Sec. 38.0 5. 18 0(d)

T h i s  section a l l o w s  the C o m m i s s i o n e r  to r e d u c e  r o y a l t y  w h e n  

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

duction. T h e  m o s t  r e c e n t  f e d e r a l  l e a s e s  r e q u i r e  o n l y  o n e  y e a r  of 

p r o d u c t i o n ,  w h i c h  w o u l d  b e  m o r e  in lir.e w i t h  the s t a t e d  g o a l  of 

t h e  bill to m i n i m i z e  r e v e n u e  f r o m  m a r g i n a l  p r o d u c t i o n .  G i v e n  the 

e x p l i c i t  d e s c r i p t i o n  of the r o y a l t y  in Sec. 3 8 . 0 5 . 1 8 0 ( c )  as "not 

les s than 12 1/2 p e r c e n t  xt is n o t  c l e a r  w h e t h e r  the

C o m m i s s i o n e r  c o u l d  e v e r  r e d u c e  r o y a l t y  to a n y  f i g u r e  b e l o w  12 1/2 

p er c e n t .

Sec. 38 .0 5. 180(e)

T h i s  section p u r p o r t e d l y  a u t h o r i z e s  the C o m m i s s i o n e r  to d e f e r  

p a y m e n t  of a n y  p a r t  o f  a c a s h  b o n u s  bid, p r o v i d e d  the b o n u s  is 

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

w i t h  A S  3 8 . 0 5 . 3 3 5 ( c ) ,  n e i t h e r  r e f e r e n c e d  n o r  r e p e a l e d  b y  the 

bi ll, w hich r e q u i r e s  a d e p o s i t  of 20 p e r c e n t ,  in  cash, of the 

bid.

Sec. 38 .0 5. 1 80 ( f)

T h i s  se ct ion a u t h o r i z e s  t he  C o m m i s s i o n e r  to w i t h h o l d  a c r e a g e  f r o m  

l e a s i n g  in a . p a r t i c u l a r  sale. : It  .i^ a s s u m e d  that the m o t i v e  of
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t h i s  p r o v i s i o n  is a d e s i r e  to i n c r e a s e  t h e  s t a t e’s i n c o m e  f r o m  

l e a s i n g  by l easing,  f o r  example, o n l y  p a r t  o f  a s t r u c t u r e ,  a n d  

th en, on c e  p r o v e n  p r o d u c t i v e ,  l e a s i n g  the r e m a i n d e r  f or  h i g h e r  

a m o u n t s .  H o w e v e r ,  this a u t h o r i t y  to w i t h h o l d  a c r e a g e  can j u s t  as 

e a s i l y  d e c r e a s e  the s t a t e’s i n c o m e ,  in t he  e v e n t  t h e  f i r s t  

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

c a s e .  In e ss en c e ,  this s e c t i o n  is a u t h o r i z a t i o n  f o r  the C o m­

m i s s i o n e r  to " g a m b l e” on the p r o d u c t i v i t y  of s t a t e  lands.

T h i s  s e c t i o n  a l s o  se em s  u n f a i r  to the  f i r s t  le s se es ,  who, if  the 

f i r s t  t r a c t s  l e a s e d  p r o v e  p r o d u c t i v e ,  are f a c e d  w i t h  the p r o s p e c t  

o f  h a v i n g  to b u y  t h e m s e l v e s  b a c k  i n t o  th e  f r u i t s  of t h e i r  own  

r i s k  at a h i g h e r  rate.

S e c . 's 3 8 . 0 5 . 1 8 0 (g) a nd  (h)

T h e s e  s e c t i o n s  r e l a t e  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 n t  l e a s i r g  

w h i c h ,  as p r e v i o u s l y  d i s c u s s e d ,  a r e  i l l - a d v i s e d .

S e c . 3 8_. 0 5 , 1 8 0 (i)

T h e r e  a re  n o  o b j e c t i o n s  to this s e c t i o n  so l o n g  as the t r a d i n g  or 

s t o r a g e  of  r o y a l t y  oil r e m a i n s  a n d  is c l e a r l y  the s u b j e c t  of 

m u t u a l  ag r ee m en t.

Sec. 3 8 . 0 5 . 1 8 0 ( j )

T h i s  s e c t i o n  c o n c e r n s  s e v e r a l  of the p r o v i s i o n s  to b e  i n c l u d e d  in 

s t a t e  oil a n d  g as leases : . . ; : ;
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F i r s t ,  this s e c t i o n  r e d u c e s  t he  p r i m a r y  t e r m  of s t a t e  l e a s e s  f r o m  

1 0  to 5 years. It s h o u l d  b e  u n d e r s t o o d  that in m o s t  ar ea s  o f  

A l a s k a  the a b i l i t y  to c a r r y  o u t  e x p l o r a t i o n  \-7orlc is l i m i t e d  to a 

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

o n l y  1 -2 /3  y e a r s  of e x p l o r a t o r y  work. T h i s  is c l e a r l y  i n s u f­

f i c i e n t  in s u c h  a h i g h  cost, h i g h  r i s k  area.

S e c o n d ,  this s e c t i o n  p r o v i d e s  that a s t a t e  l e a s e  w i l l  b e  " r e n e w e d "  

if a n d  for so l o n g  t h e r e a f t e r  as o i l  a n d  gas is p r o d u c e d  in 

p a y i n g  q u a n t i t i e s  or if t h e  l e a s e  is c o m m i t t e d  to a unit. T h e  

t e r m  " r e n e w e d "  s h o u l d  b e  r e p l a c e d  w i t h  the t e r m  " e x t e n d e d "  as 

t h i s  is the l o n g - u n d e r s t o o d  a n d  r e c o g n i z e d  e f f e c t  of p r o d u c t i o n  

o r  c o m m i t m e n t  to a unit.

T h i r d ,  the s e c t i o n ' s  p r o v i s i o n  c o n c e r n i n g  s h u t - i n  w e l l s  s h o u l d  be 

c l a r i f i e d ,  since, in its  p r e s e n t  form, it a p p e a r s  as t ho u gh  the 

s h u t - i n  w e l l  m u s t  b e  l o c a t e d  on the la n d p r i o r  to the i s s u a n c e  

o f  a lease.

F o u r t h ,  this s e c t i o n  a u t h o r i z e s  the C o m m i s s i o n e r  to i n c r e a s e  

r e n t a l s  up  to 1 5 0  p e r c e n t  of  t he  p r e c e d i n g  y e a r ' s  r a t e  a nd  to 

p r o v i d e  that a l e s s e e  e a r n s  p r o d u c t i o n  r i g h t s  o n l y  to the d ep th 

d r i l l e d  at t he  b e g i n n i n g  o f  p r o d u c t i o n .  B o t h  o f  th es e  p r o v i s i o n s  

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

A s  to r e n t a l  i n c r e a s e s ,  'as n o t e d ,  A l a s k a  is a l r e a d y  a h i g h  cost, :t. 

h i g h  r i s k  area. T h e - p r o s p e c t  of s u b s t a n t i a l  r e n t a l  i n c r e a s e s  . =.
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e x p l o r a t i o n  n o t  e n c o u r a g e  it.

T h e  p r o v i s i o n  c o n c e r n i n g  p r o d u c t i o n  r i g h t s  o n l y  as to the d e p t h  

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

o f  the le ss ee  d r i l l i n g  i n t o  t he top of a r e s e r v o i r  a n d  b e i n g  

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

o f  the r e s e r v o i r ,  i t  a l s o  c o u l d  r e s u l t  in s p l i t  o w n e r s h i p  of a 

l e a s e  w i t h  one p a r t y  h a v i n g  to d r i l l  t h r o u g h  a n o t h e r ' s  r i g h t s  to 

r e a c h  his o w n  w i t h  p o s s i b l e  d a m a g e  to the  u p p e r  r e s e r v o i r  r e su l t i n g .

F i n a l l y ,  the m e a n s  o f  e x t e n d i n g  a le as e b y  d r i l l i n g  a r e  set f o r t h  

i n  this section. G i v e n  the s e a s o n a l  n a t u r e  o f  d r i l l i n g  in 

A l a s k a ,  the 90 d a y  g r a c e  p e r i o d  a f t e r  d r i l l i n g  h a s  c e a s e d  s h o u l d  

b e  e x p a n d e d  if f u r t h e r  d r i l l i n g  is p r e v e n t e d  b y  e n v i r o n m e n t a l  

c o n s i d e r a t i o n s  o r  o t h e r  c i r c u m s t a n c e s  i m p o s e d  by  the State.

Sec.. 3 8 . 0 5 . 1 8 0 (k)

T h e  i n c r e a s e d  r e n t a l s  p r o p o s e d  in this s e c t i o n  w i l l  d i s c o u r a g e  

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

e x t r a  e x p e n s e  w i l l  b e  c o m p e n s a t e d  b y  lo w e r  b i d  totals. T he  

p r e s e n t  $ 1 . 0 0  p e r  a c r e  p e r  y e a r  r e n t a l  s h o u l d  be r e t a i n e d .

F u r t h e r ,  th is  s e c t i o n  a l t e r s  s u b s t a n t i a l l y  t h e  n a t u r e  of  the 

o r d i n a r y  r e n t a l  p r o v i s i o n s  in o i l  a n d  gas l e a se s . T h e  r e n t a l  to 

b e  p a i d  u n d e r  t h e s e  p r o v i s i o n s  is h o  l o n g e r  a d e l a y  rent a l.  T h i s
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s e c t i o n  p r o v i d e s ,  ’’Re n t a l  is p a y a b l e  in a d v a n c e  a n d  c o n t i n u e s  

u n t i l  i n c o m e  to the s t a t e  f r o m  r o y a l t y ,  n e t  pr of i t,  o r  e x p l o r a

t i o n  v/ork c o m m i t m e n t  e x c e e d s  r e n t a l  i n c o m e  to the s t a t e  ... f o r  

t h r e e  c o n s e c u t i v e  y e a r s  . ..." T h e r e  is n o  p r o v i s i o n  for c r e d i t  

o r  s e t - o f f  of r e n t a l  p a i d  d u r i n g  t h o s e  t h r e e  y e a r s  a g a i n s t  th e 

s t a t e ' s  i n c o m e  f r o m  p r o d u c t i o n .  C o n s e q u e n t l y ,  f o r  t h e  f i r s t  

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

i n c o m e  a nd  p r o d u c t i o n  inco m e.

Sec. 3 8 . 05 .1 8 0( 1 )

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

i s s u e  a S t a t e  s h o r e l a n d s  l ease, as A S  3 8 . 0 5 . 1 8 0  p r e s e n t l y  r e a d s .  

A l s o ,  the Commissionex- s h o u l d  b e  g i v e n  the d i s c r e t i o n  to g r a n t  a 

s h o r e l a n d s  l e as e in e x c e s s  of f i v e  years.

S e c . ’s 3 8 . 0 5 . 1 8 0 (m) a n d  (n)

T h e s e  two s e c t i o n s  c o n c e r n  the u n i t i z a t i o n  of s t a t e  l e a s e s  a n d  

a r e  r e - e n a c t m e n t s  o f  p r e s e n t  lav;. H o w e v e r ,  g i v e n  the a l t e r n a t e  

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

i m p l i c i t  d i r e c t i o n  to t h e  C o m m i s s i o n e r  to " e x p e r i m e n t” w i t h  t h e s e  

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

i f  n o t  i mp o ss i b l e .

I t  is e n t i r e l y  r e a s o n a b l e  to a s s u m e  tha t u n d e r  t h i s  b i l l ,  a 

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

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

AGO 546692
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o f  lease. T he  e x t r e m e  d i f f i c u l t y  of a p p l y i n g  t h e s e  c o m p l e t e l y  

d i f f e r e n t  l ea s e b u r d e n s  to the p r o d u c t i o n  a l l o c a t e d  to e a c h  lease 

u n d e r  a p r o p o s e d  u n i t  are obvio us . T h e s e  d i f f i c u l t i e s  c o n s t i t u t e  

a d i s i n c e n t i v e  to u n i t i z a t i o n  a n d  t h e r e f o r e  n u l l i f y  the c o n s e r­

v a t i o n  b e n e f i t s  o f  unitization.

Sec. 3 8 . 0 5 . 1 8 0 (o)

T h i s  s e c t i o n  c o n c e r n s  the a c r e a g e  c h a r g e a b i l i t y  of  K G S  l e a s e s  and 

is u n o b j e c t i o n a b l e .

S ec. 3 8 . 0 5 . 180(p)

T h i s  s e c t i o n  is a r e - e n a c t m e n t  of the p r e s e n t  a u t h o r i z a t i o n  fo r  

t h e  p o o l i n g  of s t a t e  leases. L i k e  the p r o v i s i o n s  c o n c e r n i n g  

u n i t i z a t i o n ,  the p r o b l e m s  i n h e r e n t  in a l t e r n a t e  l e a s i n g  m e t h o d s  

w i l l  m a k e  p o o l i n g  m o r e  d i f f i c u l t ,  to the d e t r i m e n t  o f  the c o n­

se r v a t i o n  o b j e c t i v e s  of p o o l i n g .

S e c . 3 8 . 0 5 . ISO(q)

T h i s  s e c t i o n  a u t h o r i z e s  the S t a t e  to s h a r e  in the c o s t s  of 

e x p l o r a t i o n  u n d e r  a d r i l l i n g  or  d e v e l o p m e n t  c o n t r a c t .  O il  an d 

g a s  e x p l o r a t i o n  is e x t r e m e l y  r i s k y  a nd  h i s t o r i c a l 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 .  F i n a n c i a l  p a r t i c i p a t i o n  b y  the s t a t e  in 

a n  e x p l o r a t i o n  v e n t u r e  r a i s e s  f u n d a m e n t a l  q u e s t i o n s  as to the 

a p p r o p r i a t e  r o l e  of s t a t e  g o v e r n m e n t .  G i v e n  the f a c t  that m o s t  

w e l l s  d r i l l e d  a r e  u n s u c c e s s f u l ,  a n d  the s u b s t a n t i a l  su ms  i n v o l v e d  

in d r i l l i n g  in A l a s k a ,  a d d i t i o n a l  c h a l l e n g e s  m a y  b e  ant i ci p at ed ;  / 

a s  to the -authority o r  .wisdom of the S t a t e  to p a r t i c i p a t e  in. a.. 

p a r t i c u l a r  d r i l l i n g  p r o j e c t .  •

I  '
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T h i s  se c ti o n is a r e - e n a c t m e n t  of p r e s e n t  l a w  c o n c e r n i n g  t h e  sub-

s u i f a c e  s t or ag e  o f  o i l  or  gas on  s t a t e  leases. H o w e v e r ,  the 

p r e s e n t  l a w ’s p r o v i s i o n  c o n c e r n i n g  the e x t e n s i o n  o f  t he l e a s e  

u s e d  for s t o r a g e  f o r  the p e r i o d  of s t o r a g e  a n d  so l o n g  t h e r e a f t e r  

a s  oil and gas a r e  p r o d u c e d  w a s  d elet ed . T h i s  e x t e n s i o n  p r o ­

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

Sec. 3 8 . 0 5 . 180(s)

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

l e a s e s  is s u b s t a n t i a l l y  the s am e as the e x i s t i n g  law.

Sec. 3 8 . 0 5 . 1 80(t)

T h i s  se c ti o n is an a t t e m p t  b y  the s t a t e  to e n c o u r a g e  e x p l o r a t i o n  

o n  lands on w h i c h  n o  b i d s  h a v e  b e e n  t e n d e r e d .  T h i s  p h i l o s o p h y  is 

l au dable. However,  the C o m m i s s i o n e r  s h o u l d  not b e  r e s t r i c t e d  by 

t h e  l e a s in g  d e t a i l s  of this section.

S ec. 3 8 . 0 5 . 1 S 0 (u)

T h i s  s e ct i on  w o u l d  r e s t r i c t  j o i n t  b i d d i n g  an d  s h o u l d  b e  dele te d. 

J o i n t  b i d d i n g  ca n  v e r y  w e l l  b e  to the a d v a n t a g e  o f  the s t a t e  as 

it  tends to i n c r e a s e  the s i z e  of the b i d s  s u b m i t t e d  a n d  f a c i l i­

tat e s  the e x p l o r a t i o n  p r o c e s s .  See, f o r  e x a m p l e ,  the p a p e r  in 

t h e  N o v e m b e r  19 7 6 i s s u e  o f  " J o u r n a l  of P e t r o l e u m  T e c h n o l o g y "  in 

w h i c h  the a u t h o r s  c o n c l u d e  t h a t  " joint  b i d d e r s  t e n d  to b i d  o n  .

m o r e  s o u g h t - a f t e r  (and a p p a r e n t l y  m o r e  v a l u a b l e )  l e a s e s  a n d  that 

t h e y  tend t.o b i d  h i g h e r ,  on the a v e ra ge ,  t h a n  solo.-bidding

AGO 5 4 6 6 9 4
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co mp et i to r s" . I n d u s t r y  t e s t i m o n y  b e f o r e  the U.S. S e n a t e  h a s  

i n d i c a t e d  that s i n c e  the f i r s t  OCS sa l e  in 1954, 1 7 2  c o m p a n i e s  

h a v e  p u r c h a s e d  O C S  leases . 4 2 %  of t he s e l e a s e s  w e r e  n o t  p u r ­

ch a s e d  by  the m a j o r  c o m p a n i e s ,  and in r e c e n t  y e a r s  the s m a l l e r  

c o m p a n i e s  h a v e  i n c r e a s e d  t h e i r  sha re of  OCS p r o d u c t i o n  at t h e  

e x p e n s e  of the m a j o r  oil c o m p a n i e s . )

D e p e n d i n g  on t h e  c o n t e n t  o f  t h e  r e g u l a t i o n s  a d o p t e d ,  thi s s e c t i o n  

m a y  v i o l a t e  A r t i c l e  8, §17 o f  the A l a s k a  C o n s t i t u t i o n .  T h i s  

C o n s t i t u t i o n a l  p r o v i s i o n  r e q u i r e s  that laws a n d  r e g u l a t i o n s  

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

e q u a l l y  to all p e r s o n s  " s i m i l a r l y  situa te d".

Sec. 3 8 . 0 5 . 1 8 0 (v)

T h i s  section  g r a n t s  the s t a t e  an u n f e t t e r e d  o p t i o n  to p u r c h a s e  

1 6 - 2 / 3  p e r c e n t  of  o i l  a n d  up to 100 p e r c e n t  of  g a s  p r o d u c e d  f ro m 

a stace lease. T h i s  s e c t i o n  w i l l  in e f f e c t  e l i m i n a t e  the l e s s e e ' s  

a b i l i t y  to us.e the g a s  s a l e s  c o n t r a c t  as a m e t h o d  of  f i n a n c i n g .  

Co ns e qu e nt ly ,  g as e x p l o r a t i o n  in A l a s k a  w i l l  b e  d i s c o u r a g e d  if 

n o t  precluded. S i m i l a r l y ,  if the s t a t e  s h o u l d  w a i t  s e v e r a l  

y e a r s  b e f o r e  d e c i d i n g  to t a k e  up to 100 p e r c e n t  o f  the gas, the 

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

h i s  leg a l ly  o b t a i n e d  gas, b e c a u s e  h e  c o u l d  n o t  e n t e r  i n t o  a 

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

o r  impair the a b i l i t y  of l e s s e e s  to u t i l i z e  t he  p r o d u c t i o n  

■payment as a m e t h o d  of  f i n a n c i n g ,  l i k e w i s e  d i s c o u r a g i n g  e x p l o -  

r a t i o n .  * .
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See. 3 8 . 0 5 . 1 8 0 (w) T h i s  s e c t i o n  r e q u i r e s  s t a t e  a c c e s s  to all o f  a 

p e r m i t t e e  or l e s s e e’s e x p l o r a t i o n  da ta  a n d  shou ld b e  e l i m i n a t e d  

f r o m  the bill. T h i s  s e c t i o n  is, i n  e ssence,  a c o n f i s c a t i o n  of  

v a l u a b l e  p r o p r i e t a r y  dat a, f or  t he  sole p u r p o s e  o f  d e c i d i n g  

w h e t h e r  the e x p l o r e r  h a s  f o u n d  a n y t h i n g  or not. If the s t a t e  

d e c i d e s  h e  has, the a r e a  c o u l d  t h e n  b e  t h r o w n  ope n to a l l  o t h e r  

c o m p e t i t o r s ,  t h e r e b y  r e m o v i n g  a n y  i n c e n t i v e  for a n  a g g r e s s i v e  

c o m p a n y  to be a l e a d e r  o r  e m p l o y  i n n o v a t i v e  ideas to d i s c o v e r  n e w  

r e s o u r c e s .  Th is  s e c t i o n  c o m p l e t e l y  r e m o v e s  that i n c e n t i v e ,  a n d  

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

u n s o u g h t .

In  addition, g r a v e  p r o b l e m s  as to the p r e s e r v a t i o n  of the c o n­

f i d e n t i a l  n a t u r e  of the d a t a  a r e  i n h e r e n t  in this s e ct io n. It is 

c o m m o n  k n o w l e d g e  th a t s u c h  i n f o r m a t i o n  is e x t r e m e l y  .c on fidenti al  

a n d  clos e l y g u a r d e d  b y  t h e  i n d i v i d u a l  m e m b e r s  of the i n d u s t r y .

T h e  e x i s t i n g  l aw  u p o n  w h i c h  the o i l  a n d  g a s  i n d u s t r y  h a s  r e l i e d  

f o r  the c o n f i d e n t i a l i t y  o f  i n f o r m a t i o n  is c o n t a i n e d  in 

A S  3 8 . 0 5 . 0 3 5 ( a ) ( 9 ) ( C ) .  T h i s  e x i s t i n g  p r o v i s i o n  r e q u i r e s  the 

d i r e c t or to k e e p  g e o l o g i c a l ,  g e o p h y s i c a l  a n d  e n g i n e e r i n g  dat a  

c o n f i d e n t i a l  " u p o n  r e q u e s t  of the p e r s o n s  s u p p l y i n g  the i n f o r­

m a t i o n . "  A s  the B i l l ' s  p r o v i s i o n  r e q u i r e s  d i s c l o s u r e  o f  i n f o r­

m a t i o n  to the Ccx r i s s i o n e r , n o t  the d i r e c t o r ,  and s i n c e  it 

r e q u i r e s  al so  a c c es s , a s  d i s t i n c t  f r o m  s u p p l y i n g  copi e s,  a re the 

‘ • ' c o n f i d e n t i a l i t y  p r o v i s i o n s  i n c u m b e n t  u p o n  the d i r e c t o r  n o t  •• . p;-
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a p p l i c a b l e  to t h e  i n f o r m a t i o n  r e q u i r e d  to b e  d i s c l o s e d  to the 

C o m m i s s i o n e r ?

I f  this s e c t i o n  is to b e  a p p l i c a b l e  to e x i s t i n g  e x p l o r a t i o n  data, 

t h e n  the C o m m i s s i o n e r’s a c c e s s  a n d  u t i l i z a t i o n  of s u c h  e x i s t i n g  

d a t a  is a l m o s t  c e r t a i n l y  an u n c o n s t i t u t i o n a l  t a k i n g  of this 

v a l u a b l e  a n d  e x p e n s i v e  p r o p e r t y .  If t h e  C o m m i s s i o n e r  is to b e  

a l l o w e d  a c c e s s  at a l l  to s u ch  data, s u c h  a c c e s s  s h o u l d  b e  l i m i t e d  

t o  future d a t a  only. F u r t h e r ,  the re  s h o u l d  b e  a r e q u i r e m e n t  of  

t h e  a d o p t i o n  of  r e g u l a t i o n s  presci-ibing the c o n f i d e n t i a l i t y  of 

t h i s  data a n d  t he  a d d i t i o n  of s t a t u t o r y  c r i m i n a l  p e n a l t i e s  f or  

i n t e n t i o n a l  d i s c l o s u r e  o f  s u c h  data.

S e c t i o n 2

T h e r e  are n o  o b j e c t i o n s  to th i s  s e c t i o n  c o n c e r n i n g  n o t i c e  of  

m i n e r a l  leasing.

S e c t i o n  3

T h i s  s e c t i on  w o u l d  a m e n d  A S  3 8 . 0 5 . 1 4 0 ( c )  to r e d u c e  the u p l a n d  

a c r e a g e  l i m i t a t i o n  f r o m  5 0 0 , 0 0 0  a c r e s  to 2 0 0 , 0 0 0  ac res. In 

A l a s k a ,  w h e r e  t h e r e  a r e  l a rg e  a r e a s  of s t a t e  l a n d s  w h i c h  are 

p o t e n t i a l l y  e l i g i b l e  for bid, a 5 0 0 , 0 0 0  a c r e  l i m i t a t i o n ,  w h i c h  

t h e  p r e s e n t  s t a t u t e  c o n t e m p l a t e s ,  is n o t  u n r e a s o n a b l e .  The 

e f f e c t  of a 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  c l e a r l y  b e  to limit  the 

■ •' - p a r t i c i p a t i o n  o f  t h o s e  i n d i v i d u a l s  w h o  a r e  m o s t  a c t i v e  in e x p l o -  •' 

::v r a t i o n  b u s i n e s s’ in A l a s k a ,  i.e.', t h o s e  i n d i v i d u a l s  w h o  have
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h i s t o r i c a l l y  s u b m i t t e d  t h e  h i g h e s t  b i d s  to t h e  state. It  is n o t  

at all c l e a r  w h y  the s t a t e  w o u l d  s e e k  to d i s c o u r a g e ,  r a t h e r  th a n  

to e nc o ur a ge ,  t h e  c o n t i n u e d  i n v o l v e m e n t  of  t h o s e  i n d i v i d u a l s  in 

A l a s k a .  F u r t h e r ,  thi s s e c t i o n ' s  a p p l i c a b i l i t y  to the h o l d i n g  of 

e x i s t i n g  l e s s e e ' s  -- r e q u i r i n g  t h e m  to r e d u c e  t h e i r  h o l d i n g s  

w i t h i n  5 y e a r s  -- is an  u n c o n s t i t u t i o n a l  t a k i n g  o f  l e a s e h o l d  

estates.
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L I P T O N  on L E A S I N G

T h e  f o l l o w i n g  n o t e s  s u m m a r i z e  L i p t o n ' s  m a j o r  p o i n t s  on  p r o p o s e d  
l e a s i n g  l e g i s l a t i o n  in h i s  t e s t i m o n y  b e f o r e  the S e n a t e  R e s o u r c e s  
C o m m i t t e e  on 1/28, 3/15, a n d  4/28. T he  i n i t i a l  two t e s t i m o n i e s  
r e l a t e  to H E  854, w h i l e  the  l a t t e r  r ef er s  to c h a n g e s  l a t e r  i n­
c o r p o r a t e d  into CS H B  854 ( F i n a n c e ) .

S u b s e c t i o n  (d) of  the i n i t i a l  f i n d i n g s  c o n t ai n s an u n u s u a l  b u t
9 ■,. ~ e x e m p l a r y  a p p r o a c h  to l e a s i n g  - that is to " m a x i m i z e  s t a t e  r e v e n u e
“ c^116 f r o m  p r o f i t a b l e  o il  a nd  g as p r o d u c t i o n ,  w h i l e  m i n i m i z i n g  r e v e n u e
■— —  f r o m  u n s u c c e s s f u l  e x p l o r a t i o n  a n d  f r o m  m a r g i n a l  e c o n o m i c  o i l  a n d

gas  p r o d u c t i o n . "  ( D e l e t e d  in p r e s e n t  ver sion)

W i t h  r e s p e c t  to the e i g h t  l e a s i n g  m e t h o d s  p ro p o s e d ,  his s p e c i f i c  
c o m m e n t s  w e r e  c o n f i n e d  to:

R o y a l t y  B i d d i n g  - a m e t h o d  n o t  p r e f e r a b l e  e x c e p t  w h e n  the l e a s e  is 
on  a k n o w n  s t r u c t u r e  w i t h  k n o w n  risks. T he re  is a p o t e n t i a l  p r o b l e m  
if  r o y a l t y  b i d d i n g  is p e r m i t t e d  as an o p ti o n a n d  if the c o m m i s s i o n e r  is 
a l s o  g i v e n  d i s c r e t i o n  to a b a t e  r o y a l t i e s  w h e r e  t h er e  is an i n s u f f i c i e n t  
r a t e  of  return. T h e  s u c c e s s f u l  b i d d e r  m a y  o v e r b i d  a r o y a l t y  w i t h  the 
e x p e c t a t i o n  of a f ut u re  r o y a l t y  reduction. T h e  s e c t i o n  on a b a t e m e n t  
(page 5, line 18 CS HB 854) is s t i l l  present, b u t  m o d i f i e d  f r o m  o r i g i­
n a l  bill.

N e t  P r o f i t  B i d d i n g  - this m e t h o d  m a y  be a t t r a c t i v e  to b o t h  the state 
a n d  the i n d u s t r y  u n d e r  c e r t a i n  ci rcumst an c es .  A l l o w s  the o i l  c o m p an y 
to k e e p  m o r e  f r o n t - e n d  c a p t i a l  fo r  ex pl or ation. ( R e t a i n e d  in CS HB 854)
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L i p t o n  o n  L e a s i n g  
H a y  19, 1978

P a g e  2

W o r k  C o m m i t m e n t  B i d d i n g  - n o t  a p a r t i c u l a r l y  u s e f u l  method. H a y  
c a u s e  c o m p a n y  to o v e r - c o m m i t  i.jself in r e l a t i o n s h i p  to a c tu a l p r o­
fi t a b i l i t y  of the lease, r e s u l t i n g  in p r e m a t u r e  ab an do nm e nt . 
( D e le te d  in CS H B  854)

L i p t o n 1s g e n e r a l  c o m m e n t  on the l e a s i n g  m e t h o d s  is tha t it m a y  n ot  
b e  d e s i r a b l e  to i t e m i z e  7 or 8 o p t i o n s  w i t h  m i n i m u m  f i x e d  c o m m i t­
me n t s  on e a c h  v a r i a b l e .  T he  c o m m i s s i o n e r  s h o u l d  h a v e  g r e a t e r  f l e x­
ib i l i t y  to d e s i g n  t h e  l e a s e  sa le  to c o n f o r m  to the s t r u c t u r e s  to 
b e  leased.

"The c o m m i s s i o n e r  m a y  w i t h h o l d  a c r e a g e  f r o m  l e a s i n g  in a p a r t i c u l a r  
.6 line 15 l e a s e  sale." T h i s  is a n  i m p o r t a n t  s e c t i o n  as it m a y  o f t e n  b e  in 
854 t h e  state's b e s t  i n t e r e s t  to do so. S u g g e s t e d  a m o r e  p o s i t i v e  s t a t e­

m e n t  to e n c o u r a g e  u t i l i z a t i o n  of this au th or it y . (D el e te d  in CS HB 854)

T h e r e  sho ul d be a p r o v i s i o n  for r e a s o n a b l e  e x t e n s i o n  of e x pl o r a t i o n  
.7 line 15 d e a d l i n e  b e y o n d  5 y e a r 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 .  The bi ll  allows 
IB 854 f o r  leases up to 10 y e a r s  - b u t  does n o t  s p e c i f i c a l l y  add r es s e x t e n­

sions of 5 y e a r  le as es .  (Same in b o t h  v e r s io n s)

Th is  se ct io n a u t h o r i z e s  the a w a r d  of n o n - c o m p e t i t i v e  leases w h e n  no 
all line 13 b i d s  have b e e n  r e c e i v e d  at a sale. L i p t o n  a d v i s e s  a g a in s t this be-
ffi 854 cause c h a n g i n g  c i r c u m s t a n c e s  m a y  r e s u l t  in a f a v o r a b l e  lease a g r e e­

me n t  later if the s t a t e  is n o t  too hasty. ( M o d i f i e d  in CS to prohibit 
n o n - c o m p e t i t i v e  l e a s i n g )

.12 line 1 Gives the st ate the r i g h t  to p u r c h a s e  up to 16 2 / 3 %  of oil and 100%
EB 854 o f  gas from a l e a s e  at fa i r  m a r k e t  value. L i p t o n  c a u t i o n s  state to

u s e  this j u d i c i o u s l y  as it m a y  h u r t  the l e a s e h o l d e r s  u n d er  some 
conditi ons. CS H B  8 5 4  w a s  r e w r i t t e n  to d e l et e  s p e c i f i c  percentages, 
b u t  still a l lo w s the s t a t e  to b u y  " s p e c i f i e d  v o l u m e s "  ci t ed  in the 
l e a s e .
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I / p t o n  o n  L e a s i n g  P a g e  3
M a y  19, 1978

W o r k  O b l i g a t i o n s - s h o u l d  b e  m a d e  a p a r t  of e v e r y  lease a gree - 

6 line 22 nient ~ This s e c t i o n  is m o d i f i e d  b u t  still p r e s e n t  in  CS H B  854 
( F i n a n c e ) . The c o m m i t t e e  m i g h t  c o n s i d e r  c h a n g i n g  m a y  to shall 
on  p a g e  4, line 26 in the CS.

3 854

.5 line 2 E x p l o r a t i o n  C r e d it s 
HB 854 d a t e d  M a y  5, F978 

Finance)

- See a t t a c h e d  let te r f r o m  L i p t o n  to C o w p e r

11 line 7 C o n f i d e n t i a l ity of E x p l o r a t i o n  D a t a  - there s h o ul d  b e  a p r o v i s i o n  
HB 854 to e x t e n d  the p e r i o d  of c o n f i d e n t i a l i t y  b e y o n d  two y e a r s  if a 

’Finance) s c h e d u l e d  l ea se  sale is p o s t p o n e d .
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CHAPTER 81: OIL AND GAS PRE! EASING PROCEDURES

ARTICLES

1. (GENERAL PROVISIONS) AFFECTED LANDS AND EXCEPTIONS

2. PRELEASING PROCEDURES

3. SOCIAL, ECONOMIC, AND ENVIRONMENTAL ANALYSIS

4. ALASKAN ADVISORY COMMITTEE ON LEASING

5. NOTICE A ND REVIEW

6. DEFINITIONS

ARTICLE 1: AFFECTED LANDS

SECTION. . • - .

10. General Provision

20. Joint Federal-State Beaufort Sea Lease Sale 

30. Limited Acreage Provision 

40. Drainage Situation Provision

o
11 AAC 81.110.' General Provision, (a) T h e ^  regulations apply only to competitive 

leasing as specified in AS 38.05.020, 3 8 . 0 5 . 1 3 ^ 3 8 . 0 5 . 1 4 5 ,  38.05.180.

11 AAC 81.120. Joint Federal-State B e a u £ ^ :  Sea Lease Sale (a) The proposed 

joint Federal-State Beaufort Sea Lease Sale j S A x e m t e d  from the requirements oF

these regulations.

11 AAC 81.130. Limited Acreage Provision (a) Should an area of up to but not

greater than one township in irea be deemed leasable, the Commissioner may at his

discretion, offer the area for lease under the following method.

1) The Commissioner will publish a notice of intent to lease and a

n otice of  p ublic hearing.

2) The Commissioner will hold the public hearing in the affected area to 

guage public opinion to the proposed lease sale.

3) Upon completion of subsection two the Commissioner will publish a 

notice of a lease sale and a chart delineating the tracts to be offered.

11 AAC 81.14b Drainage Situation Provision (a) Should a situation arise whereby 

the leasing of land by another party adjacent to State owned lands, threaten the 

mineral interest of the State lands through possible drainage situations, the .
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Commissioner may, at his discretion, offer that threatened land for leasing under 

the following methods:

1) The Commissioner will publish a notice of intent to lease and a 

call for public reaction and nomination.

2) Upon completion of subsection 1 and receipt of nominations, the 

Division will prepare an economic analysis on the sale area.

3) The Commissioner will then call for and hold a public, hearing within 

the affected area to gauge public sentiment to the proposed lease sale.

4) The Commissioner, taking into account information gathered at the 

public hearing, will issue a list of the tracts proposed to be leased 

and a notice of a lease sale.

5) Lands offered for lease under this section may total no more than

100 ,000 acres.

.10. Notice and Publication ^
20. Soliciation of Comments ^

30. Initial Tract Selection

40. Social, Economic and Environment^Analysis 
50. Public hearings on Social, Economy, and Environmental Analysis 
60. Final Social, Economic, and Envigmimental Analysis and 

Final Tract Selection 
70. Preparation of Leasing Conditions 

80. Public Hearings on Lease Conditions 

90. Final Lease Conditions Set and Notice of Lease Sale

11 AAC 81.210 Notice and Publication, (a) The commissioner, at a date no

greater than 24 months prior to any proposed lease sale, will publish a set of

charts with accompanying written descriptions adequately locating the general

geographic area in which the proposed lease sa^e will be.

(b) The commissioner will, concurrent with provision (a) cause to be published

a notice for the Solicitation of Comments.

ARTICLE 2: PRE-LEASING PROCEDURES

SECTION
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Chapter 81: Oil and Gas Pre-Leasing Procedures.

Due to a new article one being inserted into this chapter, articles 1 - 5 of the 

previous draft ; re now 2 - 6  with article six being re-titled to read "Definitions. 11 
Within article six, sections 520 and 530 have been deleted.

Article 2: Pre-Leasing Procedures

1) 11 AAC 8 i.210 Notice and Publication (a) The phrase ...date no less than

18 months prior..., has been amended to read...date no greater than 24 months___

The phrase...any lease sale, will cause to be published...has been amended to read 
...any proposed lease sale, will publish.

2) 11 AAC 81.230 Initial Tract Selection (a) The phrase...date no less than

16 months prior to any lease sale..., has been amended to read...date no greater than

two months after the first notice date of the Solicitation of Comments period,___

The phrase "utilizing industry and public comments" has been added to the end of 

the sentence.

3) 11 AAC 81.240 Social, Economic, and Environmental

a) the phrase "each tract, group of tracts, and/or," has been deleted.
b) the phrase "all or part of" has been dueled,

e) New Paragraph
From the date of notification by the cd&missioner of his decision under 

section 230 of this article, the concerned stateSrgencies will have a maximum of 
four months in which to prepare their component^^e-f the SEEA.

4) 11 AAC 81.250 Public Hearings on Social, *|fcnoniic, and Environmental Analysis.

c) ...date no less than nine months p r i t o  the lease sale, has been amemded
to read...date no greater than three months a the completion of the SEEA.

5) 11 AAC 81.260 Final SEEA and Specific T&glt Selection
c) ...date no less than six months p ri^ to the lease sale, has been amended

to read"...a date no greater than 12 months iQ-gm the date of notice of Solicitation
of Comments under section 10 of this article.

c) The commissioner will, upon completion of paragraph (c) of this section, 

announce to the public a date by which, barring unforeseen circumstances, the proposed 
lease sale will be held.

6) 11 AAC 81.280. Public Hearings on Lease Stipulations

c) ...date no less than four months prior to the lease sale has been amemded
to read...date no greater than three months from the date of completion of

paragraph (c) section 60 of this article.

7) 11 AAC 81.290 Final Lease Stipulations Set and Notice of Lease Sale (a)

(a) a) ...date no less than three months prior to the lease sale, has been

amended to read...date no greater than four months from the date of completion of 
paragraph (c section 60 of this article.

8 ) 11 AAC 81.320 Economic Component (c)...committee not less than 14 months
prior to the lease sale, has been amended to read...committee not greater than one 

month after completion of section 40 article two of this chapter.

9) 11 AAC 81.420 Composition of Committee (a) the phrase "the Division of
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Minerals and Energy Management will be represented on this committee by both its 
leasing and petroleum managers."

b) the phrase "leasing manager of the" has been inserted betw^n the words 
"by the"...and;;;"Division of___

c) A new paragraph has been added - "For each l a a ^ ^ e V ^ a e l e g a t e  from the 

borough government affected by the sale, vnl^^^vlfife'tfto participate on the
committee.

AGO 546678



W *
•' v-

DIF IU!§ M 

TTCai [ L U i O m Y M

LEGISLATIVE AFFAIRS AGENCY

m m

TOUCH V . STATE CATlTOl 
JSJNEAU. ALASKA '<73 11 

907-.I55.38'jS

H E H O R A  N D U M May 30, 1978

SUBJECT: CSHB 854 and the Effects of Using Multiple Oil and Gas Leasing

Methods on Unitization

TO: The Honorable Kay Poland,

FROM: Gregg K. Erickson

Director of Research

Summary

At the Senate Resources Committee meeting on Friday you received testi­

mony to the effect that the use of differing leasing methods on adjacent 

tracts, as would be permitted under HB 854, would make it difficult to 

establish unitized development and production of the pools over which 

those tracts lie. Generally, our studies of this question, which we 

have conducted since the matter was first raised several months ago, do 

not support this conclusion. On the contrary, they show that the 

incentives to unitize will not be seriously reduced by diverse lease 

arrangements, and that the difficulties of reaching unit agreements will 
not be increased as a result of this diversity.

The Incentive To Unitize

Unit arrangements exist and are encouraged by state policy because 

centralized, unitized operation of an oil or gas field can and usually 

will result in substantial reduction in the expenses of extracting the 

resource, and in absolute gains in the total amount of oil and gas 

recovered. That the potential for these gains exists is, under the 

circumstances we have had in Alaska, almost never a matter of contention 

among the leaseholders who would be a party to a unitJ The most

1 See Bradner, Tim, "Oil and Gas Regulation in Alaska," Alaska of
Flub u i g q s and Economic Condi t i o K c ,  1971.
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important question here is therefore: Will the use of differing leasing 

systems as contemplated in HB 854 significantly reduce the incentive to 

unitize that is provided currently by the very real benefits of joint, 

unitized field development and operations?

We think not. At a high royalty rate, as might be encountered 

under straight royalty bidding, the benefits in the form of increased 

production are, of course, shared with the landowner on the basis of the 

royalty percentage. But all the benefits in the form of reduced costs 

remain with the lessee. In a net profits arrangement the benefits of 

increased production and reduced expense are both shared with the lessor, 

but still leave the lessee with substantial incentive to partake of the 

advantages of unitization. Naturally, if the royalty or net profits 

rates were set at or close to 100 percent these incentives would dis­

appear, but so would the incentive to develop the tract at all.

Difficulties in Unitization

Despite the retention of a clear incentive to unitize under a 

mixture of leasing methods as in HB 854, it is possible that a mixture 

of systems might create a practical barrier to unitization. This might 

occur, for example, if the differing lease terms made it impossible for 

the lessees to agree on the proper apportionment of the unit's expenses 

and produced oil and gas.
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Hon. Kay Poland -3- Hay 30, 1978

Current Alaska law provides only general guidance as to how this

O
allocation is to be made. The usual practice has been to allocate the 

costs and production generally on the basis of the costs and production 

that would accrue to an individual leaseholder were he to operate the 

tract on an individual, non-unitized basis. Another method less fre­

quently employed, but used, at least partly, in the formation of the 

Prudhoe Bay unit, is to allocate expenses and actual production on the 

basis of the original petroleum in place underneath each leas,. Other 

factors, or combinations of these factors, may also be considered, and 

one study has distinguished examples of 42 different methods of appor-

3
tioning participation.

O
AS 31.05.110(c) provides that "each plan of unitization shall contain 

fair, reasonable and equitable provisions for...the division of interest 

or formula for the apportionment, and allocation of the unit production, 

among and to the several separately owned tracts within the unit area 

such as will reasonably permit persons otherwise entitled to share in 

or benefit by the production from such separately owned tracts to pro­

duce and receive, instead thereof, their fair, equitable and reasonable 

share of the unit production or other benefits of it; a separately 

owned tract's equitable, and reasonable share of the unit production 

shall be measured by the value of each such tract for oil and gas purposes 

and its contributing value to the unit in relation to like values of 

other tracts in the unit, taking into account [1 ] acreage, [2] the 
quantity of oil and gao recoverable frcm it, [3.1 location on the structure, 
[4J its probable productivity of oil and gar, in the aba once of unit 
operations, [5] the burden o f  operations to which, the t r a d  will or in 
likely to be subjected, or so many of these factors, or such [6] other 
pertinent e n g i n e e r i n g [7] geological or [8] operating factors as may
be reasonably susceptible of determination " (emphasis and numbers
added)

A. A. Khan and H. II. Power, "An Analysis and Comparison of Engineering 

Bases of Participation in Unit Agreements," 10CC Committee bulletin, 
December I960, p. 101.
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Hon. Kay.Poland -4- May 30, 1978

Reaching an agreement on the theoretical basis for allocating 

participation and resolving all the associated technical issues can be a 

complex, difficult and protracted process. Although all parties usually 

have a clear view of the overall benefits to be gained from unitization, 

some may "hold out" in hopes that by doing so they may be able to ex­

tract a better deal from their fellow lessees concerning the allocation 

of the benefits of unitization.^

The question here, though, is whether differing lease arrangements 

will make reaching an agreement more difficult. In our view, the ques­

tion answers itself when considered in the context of Alaska's unitization 

law and the permissible bases for apportionment of participating unit 

interests enumerated therein. For example, is the "acreage" in a lease 

altered by the fact the lease contains profit sharing arrangements? Is 

the "location or the structure" affected by the royalty arrangements? Or 

are the "engineering, geologic or operating factors" influenced by 

either? We believe it is obvious that they are not.

 ̂ For a listing of the problems that can arise in unitization negotiations 

see Stephen McDonald, Petroleum Conservation in the United States: An
Economic Analiisis (Resources for the Future, Washington: 1971), pp. 198-

2 0 1.

 ̂AS 31.05.110(c). See note 2, supra.
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A Final Point

As a final point, we note that tracts bearing differing royalty 

burdens have already been included in units, in Alaska and elsewhere, 

wherever individual holders of federal and state noncompetitive leases 

have sold those leases while retaining overriding royalties. Moreover, 

differing lease arrangements are likely to exist in the future side by 

side wherever Native corporation or federal and state oil and gas lands 

are contiguous. It is possible, of course, that if the legislature 

gives the commissioner of Natural Resources authority to use alternative 

leasing methods that these differences may be reduced or eliminated.

GKE:jm

cc: Members, Senate Resources Committee

The Honorable Chat Chatterton 

The Honorable Hugh Malone 

Mr. Phil Ho'ldsworth
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TELEPHONE N O : 

SU5JECT:

March 3, 1978

Sliding Scale Royalty 

Considerations, Examples, 

Bidding Methods

Our proposed legislation, House Bill No. 854, contains provisions for utilizing sliding 

scale royalties as the fixed paramater in some bidding methods and as the bid parameter 

in others. Since there have be in averal questions on how we would set up a sliding 

scale royalty schedule for use a^ che fixed parameter and how we would request and 

evaluate sliding scale royalty bids, I have prepared this discussion and some examples.

The basic elements of my recommendations are that production steps will be in multiples 

of the approximate economic limit (1000 B/D, 2000 B/D, 3000 B/D, etc.). The percent 

royalty to be applied to each production step is based on increasing by equal increments 

(x+y, x+2y, etc.), the royalty percentage applied to the base (economic limit) production 

step. This criteria will make it easy to definitely determine the top bid when industry 

is asked to bid the sliding scale royalty reserved to the rtate; For example: The

production rate steps are fixed (1000 3/D, 2000 B/D, etc.) as is 12.5% royalty at 1000 

B/D, industry then bids on the equal incremental royalty percent increases to be 

applied to the higher steps.

I noticed that in Jack Roderick's letter to the commissioner, he is also looking at 

sliding scale royalty schedules. His schedules and discussion should be compared to 

my data as set out in this memo.

AGO 546740



TYPICAL SLIDING SCALE ROYALTY SCHEDULES

NORTH SLOPE AREA

Royalty For Specific Producing Rates

Daily Average Incremental Producing Royalty Equivalent

Prod. Rate Royalty Rate Rate Production Royalty Rate

(Bbls./day) (s) (Bbls./day) (Bbls./day) "  ( % )  '  '

• - 10 0 0 12.5 1000 125 12.50

1001-2090 25.0 2000 375 18.75

2001-3000 37.5 3000 750 25.00

3001-4000 50.0 4000 1250 31.25

4001 and above 62.5 5000 1875 37.50

7000 3125 44.64

9000 4375 48.61

•
SOUTH CENTRAL AREA

Royalty For Specific Producing Rates

Daily Average Incremental Producing Royal ty Equivalent

Prod. Rate Royalty Rate Rate Production Royalty Rate

(Bbls./day) (%) "(Bbls./day) (n,bis./day) (%)

-500 12.5 500 62.5 12.50

501-1000 25.0 1000 187.5 18.75

1001-1500 37.5 1500 375.0 25.00

1501-2000 50.0 2000 625.0 31.25

2001-2500 62.5 2500 ' 937.5 37.50

3500 1562.5 44.64

4500 2187.5 48.61

Note: The Sliding Scale Royalty Schedule for the North Slope area is significantly

higher than for the South Central area because the higher North Slope operating 

costs result in a much higher economic limit.



TO: Joe Green
...FROM: Blair Wondzel 1

RE: Sliding Scale Royalty Schedules

SLIDING SCALE ROYALTY 

. Considerations, Example Schedules, Bidding Methods

CONSIDERATIONS: -

1. Sliding scale royalty use is based on the intent that the ownership royalty share- 

be small from economically marginal production and be large from very profitable 
production.

2. Ideally, at production rates below the economic limit there should be no royalty. 

("EL" is herein defined as the production rate necessary to pay direct operating 

costs; overhead and amortization are not included). Immediately above the EL 

level or rate of production, industry's share'' should include an amount for pay 

back of investment - beyond this pay-back production rate, the State and industry 

should share the profits which are represented by production. Based on royalty 

rates actually bid, at very high-well rates the State's royalty share should 

exceed 50%. As the field declines, individual well rates would decline with a 

corresponding decrease in average or equivalent royalty; therefore, if the State 

is to obtain a field life average royalty in the 50% range, royalty rates during 

the peak production yearsmust be higher than the intended overall average equivalent 
royalty rates.

3. Computer programs for the determination of the correct slide/percent royalty do 

not, to my knowledge, exist. Because of the many estimated factors which would 

go into such a program (normal capital, operating cost, production rates, and 

number of wells producing), the results would be somewhat unreliable.

4. The problem of setting the slide steps and royalty rates can be solved from 

another direction, however. A good schedule can be obtained based on logical 

reasoning consistent with the guidelinesstated in paragraph £2 above.

5. Since State statutes require a minimum royalty of 12.5%, the "ideal" situation is 

not obtainable. However, it can be approximated by gradually increasing State 

royalty - above the EL production rates - to a partial sharing and then to a 

full sharing of the production. Following are typical sliding scale royalty 

schedules for the North Slope Area and for the Sou * S, Central Area.
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Sliding scale royalty bidding may be a future bidding method, 

handled in at least 2 ways.
This can be

Industry can be requested to furnish a sliding scale 

royalty bid with the only provision being that the minimum royalty 

be 12.5%. The determination of the winning bid would require 

multiple economic computer analyses. These analyses would be 

based on a multituue of estimates and would therefore vary depending 

on estimates of the input parameters. Industry would most likely, 

and justifiably, contest the awarding of bids by this method.

Industry can be requested to bid royalty percentages having 

equal incremental increases which will be applied to preset 

production steps: or industry can be requested to bid the equal

increment production steps for preset royalty percentages. Bids 

based on either of these alternates (preset production steps or 

preset royalty percentages) can be precisely compared to one 

another and the winning bidder can easily and definitely be 
determined.

Method #2 types of a sliding scale royalty bid is shown in 

the following examples:

EXAMPlE

LEASE AWARDS •'

A lease will be awarded on each tract to the responsible qualified bidder offering 

the highest percentage royalty for the production steps as specified below under Bid 

Method ......... .

ALTERNATE I

Royalty percentages bid, preset production steps.

BID METHOD

All bidders must designate the percentage royalty reserved to the State for each 

of the below listed production steps which are average daily production rates based on 

monthly production volumes for each well as defined in regulations

Minimum royalty percentage as required by State Statutes is 12.5%. A  royal ty percentage of 
is specified for the base production step which is 0 to 1000 B/D and will be
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Joe Green
Blair Wondzell

Sliding Scale Royalty Sched

increased in equal increments for each subsequent production step 
production steps will be utilized:

Average Daily Incremental

Production Rate- Royalty Rate
(Bbls./day) {%)

0-1000 x (f/Z7tJ S i

10 0 1-2 000 x+y '

2001-3000 x+2y
3001-4000 x+3y

4001 and above x+4v

ALTERNATE 2

Production steps bid, preset royalty percentages.

BID METHOD

All bidders must designate the daily average per well production steps for th° 

royalty percentages reserved to the State which are listed below. The daily average 

production steps are based on the monthly production volumes from each well as defined

in regulation     . The production steps above the base step will be increase
by equal increments. The following royalty percentages reserved to the State will be 
utilized.

Incremental Average Daily

Royalty Rate Production Rate

(%) (Bbls./day)
12.5 x ______

25.0 } x+y

37.5 x+2y___
50.0 x+3y___

62.5 ____x+4.y and above
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B o n e s  b i d d i n g  s h o u l d  b r  a p p l i e d  i n  c r . s o s  u S e v u  t h e  s t a t e  h a s  

e i t h e r ,  . .

{ n j  &  v e r y  g r e a t  d h b b f t t  o f  k n c v l s d g c  - r b o u t  t h e  r s c c - u r c c s  o r

£ b }  T h e '  p r o - s p e e t  i s  o f  c . x t . c e s a e l y  h i g h  r i s k . -  t h e  l e s s o r

h im  l i t t l e  k n c v l c d g *  o f  t h e  r e s o u r c e  e n d  o r  p e c  t e d  * '

v a l ’e»3 r c v e r . u e s  w u l i  b o  s j a r e i a a l * .

T b s  f i r s t  c a s e  f a )  v h t r e  t r a c t s  s i g h t  b s  o x * * u n $ * . i  f o r  B o n u s  

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

w h e r e  t h e  s s t a t a  w i s h e d  h e  t a a s  i a u z a  i t s . n s - s r  t o r ^ i  d i s c o o n t s d  r e v e n u e s  -  

I t  ^ o v i l d  b e  a d v i s a b l e  t o  n o t  o f f e r  e l l  o f  t h e  t r a c t s  f o r  b O - n v i s  

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

a  i n t e r  d a t a ,  ( R e p o r t  2 - 7 7 )  -  7 , 1  s o r  s i n c e  r o y a l t y  a n d  o t h e r

b i d d i n g  j s t t h e d a  h a v e  s h o w n  t o  o f f e r  h i g h - t r  e i i p e c H e d  “ a l b a  

r e v e n u e s  f o r  l o w e r  r i s k  C i S - t a  i t  c o u l d  b o  a d v i s a b l e  t o  f t i j ;  ‘ . 

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

b v  t 3 i &  F e d U . m l  G o v e m h a n t  i n  t h e  r e c e n t  C o b h  I n l e t  0 C 3  s a i e ^

I n  t h e  s e c o n d  c & r £  ( b )  r  c h a t  o f  e ^ t r e a a  h i g h  r i s k # ,  b o n u s  

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

j n a r c f i n a l  t r a c t s ,  T h i s  i d  d i s c u s s e d  u n c i & f  t h e  a e c . f c i o a  o n  

( t )  I o > -  p o t e n t i a l ,  h i g h  r i s k  a n d  p r e v i o u s l y  I c e s e d . -

R e p o r t  2 - 7 7  i n d i c a t e s  t h a t  r o s r  v e ^ y  h i g h  r i s k  c f t s e s  a i l  

b i d d i n g  I r , £ t h C & 3  a p p r o a c h  t h y  l e v e l  o f  e r £ > S c f c f t d  v a l u e  i n c c m s

f o r  t h e  s t a t e -  I n  c £ s £ 3  o f  n o a l l ; e n  I  r ? a t ? l n a l  K o t s n t i c l  

r e s e r v o i r s  t h e  b o n u s  b i d  m e t h o d  v i ^ l ]  i t s  e a s e  o f  a < b * i n - £ i r a f c i o n  

n i g h t  « S i o r d  o p  t i n e a  s t a t e  r e v a n u a s -  R e p o r t  2 - 7 7  a l s o  i n d i c a t e s  

t h a t  i n  p r o b a b i l i t y  o £  s u c c e s s  p e r c e n t s  o f  1  p e r c e n t  o r  l e a s  

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

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

w h a n ,  s u f f i c i e n t  k n o w l e d g e  i s  g a i n e d  t o  i n d i c a t e  t h a t  t h * s  l a n d  

t o  b o  I a a , w a d  i s  o f  s u c h  f t  l e w  p o t e n t i a l -  F o r  £->: a m p l e r  a  

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

n a y  h a v e  h a d  f t  h i g h  d e g r e e  o f  r i s k  h ' - £ o r o  i t  w a n  c i r . i l l e d  b u t  

i t s  p o b c n f c i s l  t o  h o l d  s n o x h i J O u s  r e s e r v e s  * ? a s  t b v f c * .  B o n u s  

b i d d i n g  s h o u l d  n o t  h a v . e  b e e n  u s e d  i n  t h t h  i . n n t a n c e -

I n  s u r = s < s £ y . '  & c n u 3  b i d d i n g  c a n  b e  u s e d  v i a  a  ' ' •

( 1 )  V a r y  o r a X X  p o t e n t i a l  a r e  e v p ^ c t e c ;

( 2 )  B s r t r e s e  r i s k  i i ;  e x p e c t e d  a n d  t h e  g a i n i n g  o f  s u f f i c i e n t  

h j z o ' l a d g - t  t o  d e t e r m i n e  t h e  o f  r e s e r v o i r s  i s

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

i n d i c a t i o n s -

3

i.
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■ v.v'

C-i;

£5)

(35  ^ - - V .J S P
A s l i c in g  r o y a l t y  sh o u ld  i s  c s s s  id s  red  i n  e l l  
bonus b id  c a s e s ;  

T h is  re th o d  c o u ld  ?>& u sed  in  a K ix tu r a  v-fi.th o th e r  
n s th o d s  such a s  Sfoys.lcy b id d in g ; 

A lso c  in  g e n e ra l,. t h i s  eh* chad sh ou ld  cixl-r ha c m  .-ilara-I 
v h e n  leasing in tha Isso desirable errata arcus* 
i»s. thosSi h a l o v  h h s  too 1 0  rajvc*

p .o y s l tv  B id d  ir a / F ir e d  Bonus

R e p o r t  2 - 7 7  indicates t h a t  r o y a l t y  Lidding a n d  profit. shnri.bg 
d e l i v e r  t h s  n i c e s t  erp-bntad v-rslud revenues t o  t h e  s t a t e  o f  
* 1 1  b i d d i n g  rstheds,. I t  is p a r t i c u l a r l y  cSf active* w h a r e  tea 
p r o b a b i l i t y  or c c c u r r s n c a  i s  h i g h  ( i  lc=v risk) sr.d 
e s p e c i a l l y  y h e n  the $jc?eefcea r e s e r v c i r s  ere l o r g a -  A  s l i d i n g  
s e a l s  s h o u l d  lie ad c e d  i n  t b s  d e c l i n i n g  g r a d u a t i o n  y e a r s  t o  
e l i m i n a t e  tbs eroblss o f  p r s a a t u r s  s h u t  ec-vn.. C e e e s  for 
r o y a l t y  b i d d i n g  w e l d  b e  w h s n  *

{1} T he  state bos e r e u g h  kiicyieiga to cissasa th~t -riek S v ^ 1' 
< ^ y ' /*'/ C *

{2; P o t- a n ti* !  r e s e r v o i r s  a r e  nob e jtb resia ly  s t ^ X l  o r  c-r 
■ • e r t r & ^ r l s k , ,  . .

T h e  B e a u fo r t  Sea  s a l s  i s  a  good d k a sp ie  o f  5 c a r e  f o r  u s in g  
R o y a l t y  b i d d i n g  on traces 
c o n s i d e r e d  when leasing i 
d e s i r a b i l i t y  r c e le -

N a t  P r o 2 i t  Pic-ding

:W*v.
g o

> «* 4-x
yi x.%Uii

b i d s  t h a n  t h e  royal to/ o r  £ L e  b o n u s  L i d  ssdths-d*

O f  t h e  35 potential ata£*s l e e  sing a r e a s r t h i s  nsibhod n i g h t  
b e  u s e d  to~ advantage on. t h o s e  ar e a s  Lelcw t h e  t o p  1 0  in 
desirability*

;;orZ< Copsai trgj f

{ S v t a  s e c t i o n  ( t ) > -

T h is  b id d in g  rcthC-d can b o  b e s t  tis*5  vhsra  tiid  e t n t e  h as a  
l a r g e  (i*e>  1 0 0 ,3 0 0 -?- a c t o ? ? )  u rea  o s  probably lev pnterrti?.-! 
v h o ra  in d u s tr y  ha.a sh sv n  a  g e n e r a l  r ic k  o f  i n t e r e s t  ih  
eu p lora .h i o n  and By e ?  £a r in g  2: la r g e  u rea  £c~
leas-a  t o  one lo o s e  c.miar th e  s c u te  p ro v id e s  anjFsjffcsa ir.ee-;;tL v e  
t o  x x u d e r t a k s - )  e x p l o r a t i o n  a n d  t a e  C b s t e  e a : r r t o 3 h i t 6 _ e x p l o r > i o a  

bv  t=sa!d.!i« i t  th e  h i d  v.r.r i n k l e .
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T h i s  “ c i t l K j d  v r r . I d  i . n  r e a c t s  l o v  p o t - 3 r . i - . l a I  h i g h  r i s k

i r * n 2 ,  & a s  o f  th e  s t a t e s  3 u i l e  l i c i t  Iv-nds sv.oh. c.s Arses
X lC  n i g h t  h - v  :V,y-trbi-j? r ^ i r - a d .

T.-'r.-i P o t e n t i a l  s  M i o r .  r i c h  & r , d  P r e v i o u s l y  L e - u s e d  £ c c f c i . O ; i  { ^ }

O n  t h e  b a s i s  c ’i  e t f o i o r a h x c r  K r j r - I e d g ? *  l a t h  o f  i n t e r e s t  b y

in d u s t r y  3pzl re a s o n a b le  a n a ly s is ?  th e  c.apav:tzssn.t. rosy- d o t ,&ry?tin a  
t h a t ,  l a n d s  h a v e  v a r y  l o w  t e i n h i a l  f o r  c - i L  a n d  y i ? . -

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

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

•  '** ’  !  ’
( 1 )  O f f e r  t h s  l a n e s  f o ?  c c u p e t i t i v a  l a a s e  n s i r g  a

b o n u s  b i d  n - i t h  a  s l i d i n g  r o y a l t y - .  A  w l n i p s u a  b i d  

e g u h l  t P  t b a  f i r s t  y e a r n s  r e n t a l s  c O ' u l - 3  b e  t s s d  

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

v o n l d  a c t  o s  a  s a f e g u a r d  f o r  v a r y  l e v  v a l u e  b o n u s  

b i d  t r a c t s  i f  a  d i s c o v e r y  i s  & a d a  i a h a r  o n  t h a  

• •• Xand3 ».., • . • / •
• **• i ! ** •

* \ 2 )  On  t r a d t s  t h a t  r e c e i v e  n o  e c c r s p f c a b i ^  b i d s ,  t h e  ' . . .

c O J r s i i s s - i o a s r  c c u l d .  h o l d  a  rs0 n - - c c n p e t i t i v s  

s i m i l t a n a o u s  c r o w i n g  a f t e r  p r o p e r  n o t i c e  ( 3 0  

d a y s ) .  ' T r u c e s  r i o h  r e c e i v i n g  s p ? £ l e n t i - v c S  f o r  t h e  • '

.  d r a w i n g  C P U  i d  t h e n  b e  o p e n e d  f o r  o v e o r  t b - a c c c n t e r  . . 

a p p l i e s t i c n a .  T r a c t s  c o u l d  b e  o f f e r e d  a t  f i x - i f n  

5 0 v / y e a r  r s n ' c E l s ,  5  y c a t  t e r n s .  A  s l i d i n g  

r o y a l t y  w o u l d  3b v  v , » e d  i n  a l l  c - u s s s  t o  p r o v i d e  a  

r o v a n u e  s a f e g u a r d  a g a i n s i :  f u t u r e  p o t e n t i a l  

d i s c o v e r i e s . ,  . ’ . .

. ( 3 )  I n  s c T ’- e  c a a a s y .  u l l  t r u s t s  n o t  r e c e i v i n g  r . c c u p t b b l n  

b i d s  c o u l d  b - 0  ^ G c r s g a f c e u  . i n t o  l a r g *  b l o c k s  { 1 0 0 , 0 0 0  

a c r e s  o r  r * o r e )  a n d  o c f e r e d  f o r  i f O ' r k  c c c m i t o a e a t  b i d d i n g  

O f  <3o y p l p p z a a t  c o n t r a c t s .  • -
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t  \ i\ J. I I L i X UJL ii/V JL U \ LJ A u tJV U I \ \^ l ju
D I V I S I O N  OF 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, p
F e b r u a r y  28, 1978

TELEPHONE NO:

FROM:
r>

SU3JECT: R a t i o n a l e  a n d  A p p a r e n t  
O b j e c t i o n s  to KB 8 5 4 -  
O i l  a n d  G a s  l e a s i n g  B i l l

P r e d i c t a b i l i t y ,  c e r t a i n t y  a n d  a n  a c c e p t a b l e  p o l i t i c a l  c l i m a t e .  
T h e s e  a r e  t h e  t h r e e  t h i n g s  the p e t r o l e u m  i n d u s t r y  looks for 
i n  a n  a r e a  a t t r a c t i v e  for e xplor a t i o n .

I c o n t e n d  i t  is t h e  a v a i l a b i l i t y  o f  land, n o t  the m e t h o d  b y  
v/hich l a n d  is o f f e r e d ,  tha t is the c r i t i c a l  c o n s i d e r a t i o n .
In o t h e r  w o r d s ,  A l a s k a  w i l l  b e c o m e  m o r e  a t t r a c t i v e ,  less s u b j e c t  
to s e v e r e  c r i t i c i s m  b y  the industry, o n c e  l a n d  is m a d e  a v a i l a b l e  
f o r  leasi n g .  T h e  m e t h o d s  of l e a s i n g  w i l l  q u i c k l y  b e c o m e  second a r y .

T h i s  c o n t e n t i o n ,  o f  course, w i l l  be d i s p u t e d  b y  t h e  industry.
T h e y  w i l l  a r g u e  t h a t  b e c a u s e  the l a w  a l l o w s  a d m i n i s t r a t o r s  
t o  c h o o s e  f r o m  a w i d e  v a r i e t y  of l e a s i n g  m e t h o d s  t h e  indust ry 
w i l l  r e m a i n  u n c e r t a i n  a b o u t  w h a t  to expect. I c o n t e n d  that 
the i n d u s t r y  w i l l  be g i v e n  p l e n t y  of a d v a n c e  n o t i c e  of w h a t  
m e t h o d  w i l l  b e  u s e d  in a sale and w i l l  t h e r e f o r e  h a v e  e nough 
t i m e  to p l a n  f i n a n c i a l  strategy.

I n d u s t r y ' s  c o n t e n t i o n  tha t A l a s k a  m u s t  c o m p e t e  w i t h  other 
a r e a s  in the w o r l d  w i t h i n  c o m p a n y  b u d g e t s  is, o f  course, correct. 
T h i s  d o e s  n o t  m e a n ,  however, that A l a s k a  w a s  to s e t t l e  on 
one, or p e r h a p s  two, l e a s i n g  m e t h o d s  so as to m a k e  the A l a s k a  
b u d g e t  d o l l a r  c o m p e t e  w i t h i n  a p a r t i c u l a r  c o m p a n y .  The 
c o m p a n y  c a n  e s t i m a t e  h o w  m u c h  A l a s k a ' s  p r o s p e c t i v e  o i l  is w o r t h  
to t h e m  a n d  c a n  c a l c u l a t e  h o w  m u c h  w i l l  b e  s p e n t  o n  a particular, 
sale b a s e d  o n  t h e  m e t h o d  of lease o f f e r i n g ,  a l o n g  w i t h  a 
m u l t i t u d e  o f  o t h e r  c o n s i d e r a t i o n s .  M y  b a s i c  a s s u m p t i o n ,  of 
course, is t h a t  the o i l  is here and, e v e n t u a l l y ,  t h e  c o m p a n i e s  
w i l l  c o m e  l o o k i n g  f o r  it.

W h i c h  b r i n g s  m e  b a c k  to m y  f i r s t  point. C e r t a i n t y  and p r e d i c t­
ab i l i t y  w i l l  b e  e s t a b l i s h e d  o n c e  t h e  i n d u s t r y  is c o n v i n c e d  t h a t  
a regular, s t a b l e  p r o c e d u r e  for o f f e r i n g  o i l  and g a s  lands has 
b e e n  e s t a b l i s h e d  b y  Alaska. O n c e  l a n d s  a r c  a v a i l a b l e  and 
a d m i n i s t r a t o r s  a r e  d i r e c t e d  to o f f e r  l e a s e s  to t h e  public, m o s t  
of the p r e s s u r e  w i l l  relax.

I n d u s t r y ' s  o b j e c t i o n  to the two r e p o r t s  to the l e g i s l a t u r e  by 
the e x e c u t i v e ,  I t hink, d r a m a t i z e s  m y  p o i n t .  I t h i n k  the i n d u s t r y  
w i l l  e v e n t u a l l y  a c c e p t  the 5-year l e a s i n g  p r o g r a m  as a g iant 
step t o w a r d  p r e d i c t a b i l i t y  and, e v e n  though g i v e n  w i d e  p ublic 
a c c o u n t a b i l i t y ,  w i l l  c o m e  to b e l i e v e  t h a t  t h e  r e p o r t  will not 
r e s u l t  in m o r e  g o v e r n m e n t a l  i n t e r f e r e n c e .  I n d u s t r y  looks,
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h o w e v e r ,  I t h i n k  o n  t h e  a n n u a l  l e a s i n g  m e t h o d  r e p o r t  as a w a y  
f o r  t h e  l e g i s l a t u r e  to p r o b a b l y  w o r k  its w a y  i n t o  t h e  d a y - t o -  
d a y  l e a s i n g  d e c i s i o n s  b e s t  l e f t  to the go vernor. T h e y  f e a r  
" p o l i t i c s "  in l e a sing, a n d  I a m  less sure of t h i s  o n e  t h a t  I 
a m  t h e  l e a s i n g  p r o g r a m  r e p o r t .

T h e  u n d e r l y i n g  c r i t i c i s m  o f  H B  854 y o u  w i l l  h e a r ,  I b e l i e v e ,  i s
t h a t  A l a s k a  is " e x p e r i m e n t i n g "  w i t h  l e asing m e t h o d s .  W e  a r e
s a i d  t o  b e  t r y i n g  t o  a d a p t  a l l  t h e  g o o d  f e a t u r e s  u s e d  in o t h e r  
s t a t e s  a n d  j u r i s d i c t i o n s  a n d  a r e  t r y i n g  to m a k e  t h e m  w o r k  
w h e r e  t h e y  w e r e  n o t  d e s i g n e d  t o  work. A l a s k a  is f r o n t i e r ;
A l a s k a  is d i f f e r e n t ,  g o e s  t h e  a r g u me nt.

I b e l i e v e  I w a s  to t a k e  t h e  f i r s t  c u t  a t  a c o m p r e h e n s i v e  r e v i e w  
o f  A l a s k a ' s  o i l  a n d  g a s  l e a s i n g  l a w  f o l l o w i n g  Dr. G a f f n e y’s 
s t u d y .  I d o  n o t  c l a i m  i n f a l l i b i l i t y  b u t  I do c l a i m  t o  h a v e  
w e i g h e d  t h e  m a n y  c o n s i d e r a t i o n s  w h i c h  m a k e  A l a s k a  l i k e  a n d  u n l i k e  
o t h e r  j u r i s d i c t i o n s .  A s  I h a v e  told you, I h a v e  t r i e d  to c o n ­
f r o n t ,  h e a d - o n ,  the: q u e s t i o n  o f  t h e  q u e s t i o n  o f  t h e  n u m b e r  o f  
p a r t i c i p a n t s  in e x p l o r a t i o n  i n  A l a s k a .  You h a v e  m e n t i o n e d
t h e  c o n c e p t  o f  " i n c e n t i v e s " ,  a t  l e a s t  as it a p p l i e s  to i n f o r m a t i o n
a n d  I h a v e  i n d i c a t e d  t h a t  w h e r e a s  i n c e n t i v e s  a r e  n o t  d i r e c t l y  
d e a l t  w i t h  in t h e  l e g i s l a t i o n  I t h i n k  w e  m a y  g e t  t h e r e  in t h e  
f u t u r e .

So, w i t h  t h a t  b a c k g r o u n d  l e t  m e  s e t  forth the r a t i o n a l e  for 
a n d  s o m e  o f  t h e  a n t i c i p a t e d  o b j e c t i o n s  to IIB 854.

I

S e v e r a l  c o n c e p t s  w e r e  e x a m i n e d  a n d  rejected. F o u n d  to b e  n o t  
a p p l i c a b l e ,  a t  l e a s t  at this time, arc the s o - c a l l e d  d u a l­
l e a s i n g  s y s t e m  (Ted S t e v e n s’ a m e n d m e n t  to S - 9 ) . C o n g r e s s  m a y  
y e t  i n c l u d e  s o m e t h i n g  l i k e  i t  in O C S  l e g i s l a t i o n .  A l s o ,  t h e  
c o n c e p t  w h i c h  i n v o l v e s  d i s t i n g u i s h i n g  b e t w e e n  e x p l o r a t i o n  
l e a s e s  a n d  t h o s e  d e v e l o p m e n t  a n d  p r o d u c t i o n  a c t i v i t i e s  w h i c h  
w o u l d  b e  a l l o w e d  a f t e r  o i l  o r  g a s  is d i s c o v e r e d .  W e  h a v e  n o t  
i n c l u d e d  t h i s  c o n c e p t  b e c a u s e  w e  b e l i e v e  tha t A l a s k a  c a n  k n o w  
b e f o r e  i t  o f f e r s  its l a n d  f o r  d r i l l i n g  w h a t  d e v e l o p m e n t  a n d  
p r o d u c t i o n  a c t i v i t i e s  i t  e x p e c t s  to take p l a c e . ( I n c i d e n t a l l y ,  
t h e  c o n f e r e n c e  c o m m i t t e e  o n  S-9 a n d  H R  .1614 is s c h e d u l e d  
s h o r t l y . )

W e  e x a m i n e d  the "ante" v e r s u s  "post" r o y a l t y  i m pa ct. The 
p o s t  (after) c h a r g e  is the e c o n o m i c  r e c o m m e n d a t i o n  Dr. M a s o n  
G a f f n e y  d r e w  in h i s  s t u d y  o f  F e b r u a r y ,  1977 f o r  the l e g i s l a t u r e .  
Dr. G a f f n e y  c o n c l u d e d  t h a t  t h e  ideal w a y  for a g o v e r n m e n t  (any 
l e s s o r )  t o  d e t e r m i n e  its e c o n o m i c  r e n t  was to d e t e r m i n e  s u c h  
r e n t  a f t e r  a d i s c o v e r y  at the p r i c e  t h e n  e x i s t i n g  a n d  b a s e d  
u p o n  t h e  s i z e  of t h e  f i e l d  d i s c o v e r e d .  D e t e r m i n i n g  t h e  v a l u e  
o f  t h e  f i e l d  a f t e r  the d i s c o v e r y  is m u c h  l i k e  the p r e s e n t
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c a l c u l a t i o n s  o f  t h e  r e s e r v e s  tax. Its n e w n e s s , b e i n g  u n t r i e d  
a n d  the u n s e t t l i n g  e f f e c t  its i n t r o d u c t i o n  a n d  a p p l i c a t i o n  w o u l d  
h a v e  h a d  o n  e x p l o r a t i o n  a c t i v i t i e s  in A l a s k a  w e  f e l t  w o u l d  b e  
p r i m a r i l y  n e g a t i v e .  Also, w e  f e l t  t h a t  t h e  l e g i s l a t u r e  c o u l d  
f o l l o w - u p  o n  Dr. G a f f n e y ' s  r e c o m m e n d a t i o n s  if t h e y  wished.
C a n a d a ,  in its n e w  l a w  for l e a s i n g  of the N o r t h  a n d  o f f s h o r e ,  
h a s  p r o p o s e d  a " p r o g r e s s i v e  i n c r e m e n t a l  r o y a l t y "  s i m i l a r  in 
c o n c e p t  to Dr. G a f f n e y ' s  a d  v a l o r e m  charge. P e r h a p s ,  it w i l l  
b e  i n  A l a s k a ' s  future.

W e  e x a m i n e d  t h e  i n c e n t i v e  p r o g r a m s  e x i s t i n g  in t h e  P r o v i n c e  
o f  A l b e r t a ,  a n d  o t h e r  j u r i s d i c t i o n s ,  a n d  d e t e r m i n e d  that a l­
t h o u g h  s o m e  i n c e n t i v e s  m a y  b e  n e e d e d  in t h e  f u t u r e ,  they 
s h o u l d  n o t  b e  d e a l t  w i t h  in t h i s  bill. G i v i n g  d i r e c t  tax a n d  
o t h e r  i n c e n t i v e s  t o  e x p l o r a t i o n  o p e r a t o r s  m a y  be n e c e s s a r y ,  
p a r t i c u l a r l y  to s t i m u l a t e  t h e  m u c h  needed, g e o l o g i c a l  and. g e o ­
p h y s i c a l  i n f o r m a t i o n  data, b u t  w e  f e l t  f u t u r e  l e g i s l a t u r e s  
c o u l d  d e a l  w i t h  t h i s  b a s i c  p o l i c y  c h ar ge. R a t h e r  t h a n  i n c e n t i v e s ,  
w e  b e l i e v e  t h e  p a c e  o f  e x p l o r a t i o n  can b e s t  b e  d e t e r m i n e d  
a t  t h e  t i m e  a n d  b y  t h e  terms  of t h e  o r i g i n a l  lease. And, a s  
I n o t e  l a ter, t h e  w o r k  c o m m i t m e n t  l e a s e  m e t h o d  c a n  b e  used 
to o f f e r  i n c e n t i v e s .

W e  e x a m i n e d  t h e  t r e n d s  all o v e r  t h e  w o r l d  t o w a r d  g o v e r n m e n t s  
r e t a i n i n g  o w n e r s h i p  i n t e r e s t s  (equity) in leases, a n d  toward 
g o v e r n m e n t - o w n e d  a n d  o p e r a t e d  e x p l o r a t i o n  c o m p a n i e s .  W e  r e­
jec t e d  b o t h  o f  t h e s e  i deas f o r  A l aska. E q u i t y  i n t e r e s t s  in 
l e a s e s  m a k e s  n o  s e n s e  so l o n g  as tphe s t a t e  has t h e  f l e x i b i l i t y  
to d e a l  w i t h  t h e  m a n y  a n d  v a r i e d  l e a s i n g  s i t u a t i o n s  w h i c h  w i l l  
c o n f r o n t  it. G o v e r n m e n t  s p o n s o r e d  e x p l o r a t i o n ,  if at all, 
ca n  be a c h i e v e d  b y  c o n t r a c t  w i t h  i n d u s t r y  r a t h e r  t h a n  by b u­
rea u c r a t s .

Ag a i n ,  t h e  p e t r o l e u m  industr y, not u n l i k e  a n y  b u s i n e s s ,  n e e d s  
c e r t a i n t y  a n d  p r e d i c t a b i l i t y  in o r d e r  to b e  c o m f o r t a b l e  d o i n g  
b u s i n e s s .  A  " s t a b l e  a n d  p r e d i c t a b l e  l e a s i n g  p o l i c y "  - Tom 
Kelly. " T h e  i n d u s t r y  w i l l  i n i t i a l l y  t e n d  to g o  w h e r e  i t ’s 
w a n t e d  a n d  an o r d e r l y  c o n t r a c t  and d e p e n d a b l e  l e a s e  sale 
s c h e d u l e  w o u l d  u n d o u b t e d l y  p r o v i d e  a n  i m p e t u s  to f u r t h e r  
e x p l o r a t i o n  i n  t h e  state" - Pennzoil .

The s t a t e ' s  n e e d  for a flexible, c o m p r e h e n s i v e ,  a l l - i n c l u s i v e
m e a n s  of l e a s i n g  a p p e a r s  to c o n f l i c t  w i t h  t h e  i n d u s t r y ' s  d e s i r e
for p r e d i c t a b i l i t y .  O n e  c o m p a n y  (Chevron) in an i n f o r m a l  p a p e r
w e n t  so f ar as to say t h a t  g i v i n g  t h e s e  m a n y  a l t e r n a t i v e s  to
the s t a t e  (HB 854, b e f o r e  a s i g n i f i c a n t  change) a m o u n t s  to
" o v e r k i l l "  arid m a k e s  A l a s k a  an " e x p e r i m e n t a l  l a b o r a t o r y  in
o i l  a n d  g a s  l e a s i n g . "  T h e y  c o n c l u d e  b y  saying : "We c o n s i d e r

this to b e  capricj.ous". A G O  54^732

In the n a m e  of p r e d i c t a b i l i t y  and c e r t a i n t y ,  oil o p e r a t o r s  of 
size a l m o s t  w i t h o u t  e x c e p t i o n  opt for the c a s h  b o n u s  b i d  w i t h  
a fixed r o y a l t y  as the p r e f e r r e d  l e a s i n g  m e t h o d .  T h e y  w a n t  •
4 - ^ -r. -!  ---1 l- -'1_________ n v i n J  i ■ I "■ ■■■■ ■■ ■ " ■■■ ■
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I b e l i e v e  A l a s k a  n e e d s  a f l e x i b l e  l e a s i n g  lav; so t h a t  i t  m a y  
a d j u s t  t o  c h a n g e s  as t h e y  o c cur. T h e  world, n a t i o n a l  a n d  A l a s k a  
e n e r g y  a n d  o i l  a n d  g a s  f u t u r e  is i n  a s tate o f  f l u x  a n d  w i l l  
r e m a i n  s o  f o r  t h e  t w o  d e c a d e s  for w h i c h  this bill  is d e s i g n e d  
t o  a c c o m o d a t e .  N o  o n e  c a n  b e  s u r e  w h a t  f u t u r e  d e v e l o p m e n t s  
i n  e n e r g y  w i l l  be a n d  p a r t i c u l a r l y  in A l a s k a  w h e r e  e x p l o r a t i o n  
c o n d i t i o n  a r e  so d i v e r s e .

A l a s k a  is n o w  o n e  o f  t h e  l a r g e s t  o i l  o w n i n g  e n t i t i e s  in t h e  
w o r l d .  It w i l l  b e  d e a l i n g  w i t h  p e t r o l e u m  m a t t e r s ,  d i r e c t l y ,  
f o r  a t  l e a s t  t h e  n e x t  t w o  d e c a d e s ,  p r o b a b l y  m u c h  l o n g e r .
I t ' s  i m m e d i a t e  f u t u r e  d e p e n d s  in l a r g e  p a r t  o n  h o w  it d e a l s  
w i t h  p e t r o l e u m  m a t t e r s .  A s  such, it s h o u l d  b e c o m e  f a m i l i a r  
w i t h  m o s t  o f  t h e  a l t e r n a t i v e  m e t h o d s  it can u s e  to c o n t r o l  
p e t r o l e u m  e x p l o r a t i o n .  H B  854, w e  b e l ieve,  o n c e  i t  is e n a c t e d  
a n d  i n  o p e r a t i o n  w i l l  p r o v i d e  the i n d u s t r y  t h e  c e r t a i n t y  i t  
r e q u i r e s .  A d m i t t e d l y ,  i t  c a l l s  for S tate land to b e  o f f e r e d  
b y  m e t h o d s  i n c l u d i n g  b u t  a l s o  o t h e r  than b o n u s  bid w h e r e  f e a s i b l e .  
T h e  b i l l  i n t r o d u c e s  m o r e  a l t e r n a t i v e s  than n o w  e x i s t ,  b u t  o n c e  these 
m e t h o d s  a r e  in p l a c e  a n d  h a v e  b e e n  used, w e  b e l i e v e ,  m o s t  u n ­
c e r t a i n t y  w i l l  d i s a p p e a r .

O n e  l a s t  w o r d  on f l e x i b i l i t y .’ In a d d i t i o n  to the St ate, the 
F e d e r a l  g o v e r n m e n t  a n d  N a t i v e  R e g i o n a l  C o r p o r a t i o n s  w i l l  b e  
l e a s i n g  l a n d  f o r  o i l  a n d  g a s  e x p l o r a t i o n  f or t h e  n e x t  s e v e r a l  
d e c a d e s .  T e r m s  a n d  c o n d i t i o n s  u n d e r  w h i c h  l eases a r e  i s s u e d  
b y  t h e s e  e n t i t i e s  w i l l  i n c l u d e  a l l  the v a r i a b l e s  a d d r e s s e d  
i n  H B  854, and, u n d o u b t e d l y ,  m o r e .  To p r o t e c t  its i n t e r e s t  
a n d  t o  o p e r a t e  e f f e c t i v e l y  i n  t h i s  c o n s t a n t l y  c h a n g i n g  e x p l o r a t i o n  
p i c t u r e ,  t h e  S t a t e  n e e d s  a f l e x i b l e  l e a s i n g  lav; b y  w h i c h  to 
r e s p o n d .

F o l l o w i n g ,  a r e  a n  i t e m i s e d  l i s t  o f  the o b j e c t i o n s  w h i c h  I 
a n t i c i p a t e  w i l l  b e  m a d e  to H B  854.

1. T e r m  of 5 years. A l l  o p e r a t o r s  w a n t  a  lea se t e r m  as l o n g  
a s  p o s s i b l e .  In H B  854, C o m m i s s i o n e r  c a n  g o  u p  to 10 
y e a r s  if " e x t r e m e  c o n d i t i o n s ,  etc." exist. T h e  m a j o r s  
u s u a l l y  k n o w  w h a t  t h e y  i n t e n d  doing w h e n  t h e y  b i d  and 
lease. T h e  s m a l l e r  c o m p a n i e s  w i l l  argue t h a t  t h e y  n e e d  
m o r e  t i m e  to p u t  d r i l l i n g  b l o c k s  together. T h e  S t a t e ' s  
i n t e r e s t  is to h a v e  l e a s e s  e x p l o r e d  and it is n o t  in 
h a v i n g  l e a s e d  a c r e a g e  o n  t h e  b o oks p a y i n g  r e n t a l s  only.
D e a l s  c a n  b e  m a d e  in f i v e  y ears. D r i l l i n g  s h o u l d  
p r o c e e d  as s o o n  as p o s s i b l e ,  or the land s h o u l d  be 
o f f e r e d  a g a i n  to a m o r e  a g r e s s i v e  operator.

T h e  t i m e  b e t w e e n  C o o k  I n l e t  l e a s e  sales in 1 9 6 2  a n d  1 9 6 5  
u n t i l  uirst p r o d u c t i o n  w a s  b e g u n  from M i d d l e  G r o u n d ,
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M c A r t h u r /  T r a d i n g  B a y  a n d  G r a n i t e  P o i n t * a v e r a g e s  u n d e r  
4 y e a r s .  N o t e  this is p r o d u c t i o n , n o t  b e g i n n i n g  d r i l l i n g  
date. A v e r a g e  time f r o m  sale to d r i l l i n g  in N e w  M e x i c o  is 
6 y ears .

A s  I h a v e  i n d i c a t e d  before, I b e l i e v e  t h i s  is the m o s t  
i m p o r t a n t  t e r m  in t h e  lease. T h e  i d e a l  w o u l d  be f o r  t h e  
c o m m i s s i o n e r  t o  h a v e  disc* u t i o n  t o  s e t  t h e  l e n g t h  of 
t h e  l ease, b u t  I do not  u e l i e v a  the l e g i s l a t u r e  or 
t h e  i n d u s t r y  w o u l d  a c c e p t  s u c h  d i s c r e t i o n a r y  a u t h o r i t y .

2. M e t h o d s  of l e a s i n g
i

. a. R o y a l t y  b i d d i n g  c r e a t e s  n o  i n c e n t i v e  to d e v e l o p e  
l e a s e s  ( C h e v r o n ) . T h i s  is p a r t i c u l a r l y  true if 
" s u r r o u n d i n g  l e a s e h o l d  w e r e  s u c h  t h a t  e a r l y  
e v a l u a t i o n  was likely" - (Champlin P e t r o l e u m ) .
S a m e  l a c k  o f  i n c e n t i v e  a r g u m e n t  is s a i d  to a p p l y  
t o  h i g h  n e t  p r o f i t s  a n d / o r  w o r k  c o m m i t m e n t .

. L o s s  of r e v e n u e  to state, t o o  r i s k y  a n d  p r e m a t u r e  
s h u t d o w n  p r o b l e m  - (SE A l a s k a  E m p i r e  edito r i a l ;  a 
r e p r i n t  o f  F a i r b a n k s  N e w s - H i n e r  e d i t o r i a l ,  1 9 7 7 - n o  
date) R u m o r  has i t  the U S G S  m  A n c h o r a g e  (Jones, 
e t  al) d o n ' t  like r o y a l t y  b i d d i n g  a n d  D O I  forced 
i t  o n  So. C o o k  I n l e t  sale. B u t  A R C O ' s  f i r s t  
l o c a t i o n  a p p e a r s  to be o n  a r o y a l t y  tract.

/
b. W o r k  c o m m i t m e n t  is f a u l t e d  f o r  s e v e r a l  r e a s o n s .  

E c o n o m i s t s ,  i n c l u d i n g  G r e g g  E r i c k s o n ,  s e e  it as 
s t i m u l a t i n g  a c t i v i t y  w h i c h  t he m a r k e t p l a c e  w o u l d  
n o t  o t h e r w i s e  r e q u ire. In fact, i t  c a n  b e  used to 
s t i m u l a t e  e x p l o r a t i o n  and, s p e c i f i c a l l y ,  to a c q u i r e  
e x p l o r a t i o n  i n f o r m a t i o n  in a r e a s  w h i c h  o t h e r w i s e  
m i g h t  n o t  b e  ex plored. T h e r e  c a n  b e  a n  e l e m e n t  of 
i n c e n t i v e  i n  this m e thod.

T o m  K e l l y  sees the use of w o r k  c o m m A mients as p r e­
em p t i n g  s m a l l  compan ies. (It is i n t e r e s t i n g  to n o t e  
t h a t  C h e v r o n  f a v o r e d  the w o r k  c o m m i t m e n t  so long a s  
t h e  b o n u s  o r  r o y a l t y  w a s  f i x e d  and t h e  w o r k  c o m m i t m e n t  
w a s  the s o l e  b i d d a b l e  f a c t o r ) . K e l l y  s e e s  it 
d i s c o u r a g i n g  the p r o m o t i n g  of p a r t i c i p a t i o n s  ( partners? 
in d r i l l i n g  d e a l s  b e c a u s e  the a m o u n t  of d o l l a r s  b i d  
h a s  b e e n  fixed. Fra nk l y ,  I d o n ' t  q u i t e  u n d e r­
s t a n d  h i s  argum e n t ,  and c o n t r a r y  to h u r t i n g  the s m a l l  
c o m p a n i e s ,  I b e l i e v e  it c o u l d  b e  u s e d  to e n c o u r a g e  
t h e m  to e x p lore. K e l l y  b e l i e v e s  a w o r k  c o m m i t m e n t  
v/orks b e s t  w h e n  it is n e g o t i a t e d  a n d  I a g r e e  w i t h
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h i m / b u t  w e  a g r e e  t h a t  it is u n l i k e l y  t h a t  t h e  
A l a s k a n  l e g i s l a t u r e  a n d  p u b l i c  w o u l d  c o n d o n e  n e -  

. . g o t i a t e d  l e a s e  t e r m s  b y  p u b l i c  o f f i c i a l s ,  (unlike 
r o y a l t y  sales.)

c. N o  m e n t i o n  is m a d e  of s l i d i n g  s c a l e  r o y a l t y  b y  a n y  
of t h e  A O G A  p a r t i c i p a n t s  or c o m p a n i e s  w h o  r e p l i e d  
to y o u r  letter . A l l  in t h e  d e p a r t m e n t ,  i n c l u d i n g  
E a s y  G i l b r e t h  a n d  P e d r o  D e n t o n  (from p a s t  m e m o r a n d u m  
in  file), f e e l  t h i s  is a  m o s t  s a t i s f a c t o r y  a n s w e r .
V7e are p r e p a r i n g  s e v e r a l  s l i d i n g  s c a l e  e x a m p l e s  f o r  
th e  C o o k  I n l e t  a n d  the N o r t h  S l o p e  so a s  to f o c u s
o n  t h e  f a c t o r s  w h i c h  m u s t  b e  t a k e n  i n t o  c o n s i d e r a t i o n  
i n  s e t t i n g  t h e  a p p r o p r i a t e  s c a l e  f o r  a n  area.

d. N e t  p r o f i t  w i l l  b e  o b j e c t e d  to b e c a u s e  i t  g e t s  t h e  
g o v e r n m e n t  i n t o  t h e  o i l  c o m p a n y ' s  b o o k s  a n d  it w i l l  
w i l l  b e  m o r e  c o s t l y  to a d m i n i s t e r .  E c o n o m i s t s  
Li p t o n ,  E r i c k s o n ,  e t  al w i l l  a r g u e  i t  r e t u r n s  t h e  
m o s t  to the state.

M o s t  e c o n o m i s t s  w i l l  agree, I b e l i e v e ,  it is t h e  b e s t  
w a y  if " g o l d  p l a t i n g  " c a n  be c o n t r o l l e d ,  b u t  t h e r e  
s e e m s  to b e  d i s a g r e e m e n t  as to w h e t h e r  i t  is b e s t  
u s e d  w h e r e  r i s k s  a r e  h i g h  or low. G o v e r n m e n t  
e n c r o a c h m e n t  w i l l  u n d e r l i e  the o p p o n e n t ' s  a r g u m e n t s .

T h e  a c r e a g e  l i m i t a t i o n  of 2 0 0 , 0 0 0  a c r e s  o n  s t a t e  u p l a n d s  
(rather t h a n  p r e s e n t  5 0 0 , 0 0’0) h a s  b e e n  o b j e c t e d  to t h u s  
f a r  o n l y  b y  a few m a j o r s .  T h e  r e d u c t i o n  i n  t h e  m a x i m u m  
is o b v i o u s l y  a i m e d  a t  t h e  l a r g e r  c o m p a n i e s ,  a n d  w e  s h o u l d  
so s t a t e  d i r e c t l y .  (A l i s t  of s t a t e  l e a s e h o l d i n g s  a s  
o f  2 / 1 0 / 7 8  is a t t a c h e d ) .

. S o m e  b a c k g r o u n d  m a y  b e  h e l pful. No o t h e r  s t a t e  .that I 
a m  a w a r e  of, h a s  a n  a c r e a g e  l i m i t a t i o n .  B u t  n o  o t h e r  
s t a t e  is A l a s k a ' s  s i z e  n o r  h a s  a n y  s t a t e  t e n s  o f  m i l l i o n s  
of a c r e s  a v a i l a b l e  to lease.

T h e  F e d e r a l  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  f o r  its 
l a n d  w i t h i n  e a c h  state. D u r i n g  A l a s k a ' s  t e r r i t o r i a l  
d a y s  the F e d e r a l  o i l  a n d  g a s  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  i t  v/as 
46,080.

A f t e r  1961, A l a s k a ' s  r o s e  to 300, 000 i n  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  o f  the Y u k o n  R iv er) a n d
3 0 0 , 0 0 0  in the S o u t h e r n  d i s t r i c t .  T h e s e  a p p l y  today. 
P r e s e n t l y  t h e  a c r e a g e  l i m i t a t i o n  is 2 4 6 , 0 0 0  a c r e s  of 
F e d e r a l  l e a s e s  per state, o t h e r  than A l a s k a .
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F i n a l l y ,  n o t e  t h a t  in H B  854 c o m p a n i e s  a r e  g i v e n  five 
y e a r s  f r o m  t h e  e f f e c t i v e  d a t e  o f  t h e  a c t  to c o m p l y  
w i t h  t h e  200,000 a c r e  m a x i m u m .

H o p e f u l l y ,  a l e s s e r  u p l a n d  a c r e a g e  m a x i m u m  in A laska 
w i l l  a c t  as, ’al b e i t  a small, i n c e n t i v e  f or companies 
o t h e r  t h a n  t h e  m a j o r s  n o w  h e r e  to e x p l o r e  i n  Alaska.

4. T h e  s t a t e ' s  r i g h t  to p u r c h a s e  u p  to 16 2/3% o f  the o i l
a n d  100 % o f  t h e  g a s  w i l l  be o p p o s e d  o n  t h e  g r o u n d s
t h a t  i t  is a  n e g a t i v e  i n c e n t i v e  for i n t e g r a t e d  c o m p a n i e s  
w h o  w i s h  t o  f i n d  and u s e  the oil- a n d  gas. W e  should 
b e  c a r e f u l  o f  this one, b u t  s u f f i c e  to s a y  t h a t  in 1 9 7 2
N e w  M e x i c o  p a s s e d  a s i m i l a r  lav/ (N. M e x i c o  c a n  p u r c h a s e
100% o f  g a s  a n d  o i l ) , w h i c h  t h o u g h  n e v e r  e x e r c i s e d  or 
t e s t e d  i n  c ourt, r e m a i n s  o n  t h e  books.’ (a c o p y  attached) .

5. R e n t a l s  m a y  b e  o p p o s e d  as b e i n g  too h i g h .  The a u t h o r i t y  of 
t h e  c o m m i s s i o n e r  to u p  t h e  r e n t a l  at"" l e a s t  150% each
y e a r  o n  s h u t - i n  leases m a y  b e g i n  to b i n d  t h e  o p e rator 
w i t h o u t  a  m a r k e t ,  b u t  t h ere is no e a s y  a n s w e r  to the 
s h u t - i n  f i e l d  u n l e s s  w e  i n v e s t i g a t e  s o m e t h i n g  like 
t h e  r e s e r v e s  tax concept, w h i c h  .1 d o n ' t  b e l i e v e  will 
s o l v e  t h e  probl e m .

6. L e a s e s  o f f e r e d  n o n c o m p e t i t i v e l y  a f t e r  r e c e i v i n g  no b i d s
: a p p e a r  to b e  f a v o r e d  b y  t h e  .industry. T o m  K e l l y  c o m m e n t s

V t h a t  s u c h  l e a s e s  should  b e  p f f e r e d  i m m e d i a t e l y  (automatically?)
a f t e r  t h e  c o m p e t i t i v e  sale.

P l e a s e  n o t e  t h a t  HB 854 (t), as w r i t t e n ,  a l l o w s  the 
c o m m i s s i o n e r  t h r e e  options. He c a n  o f f e r  t r a c t s  i m m e d i a t e l y ,  
a t  a n y  t i m e  u p  to 5 y e a r s  a f t e r  r e c e i v i n g  n o  bids, or 
n o t  a t  all. If ho i n t e n d e d  to o f f e r  t r a c t s  n o n c o m p e t i t i v e l y  
i m m e d i a t e l y  a f t e r  a c o m p e t i t i v e  s a l e  he w o u l d ’so a n n o u n c e  
i n  t h e  n o t i c e  of the c o m p e t i t i v e  sale.

T h e  p r o b l e m  i n h e r e n t  in g i v i n g  t h e  a d m i n i s t r a t o r  this 
m a n y  o p t i o n s ,  it w i l l  be a r g u e d ,  is t h a t  u n p r e d i c t a b i l i t y  
w i l l  o c c u r .  U n l e s s  t he o p e r a t o r  k n o w s  b e f o r e  hand t h a t  
h e  c a n  f i l l  o u t  his b l o c k  of a c r e a g e ,  lie is a t  a d i s t i n c t  
d i s a d v a n t a g e .  The a d m i n i s t r a t o r  s h o u l d  take t h e s e  m a t t e r s  
i n t o  c o n s i d e r a t i o n  b e f o r e  he n o t i c e s  a sale.

M i l t o n  L i p t o n ,  G r e g g  E r i c k s o n  a n d  o t h e r s  m a y  o p p o s e  t h i s
o p e n - e n d e d  a u t h o r i t y  to l e a s e  n o n c o m p e t i t i v e l y  f o l l o w i n g
an u n s u c c e s s f u l  c o m p e t i t i v e  s a l e  on the g r o u n d s  that a n
a d m i n i s t r a t o r  m i g h t  rig a c o m p e  t i v e  s a l e  so t h a t  it
w i l l  n o t  e l i c i t  bids so t h a t  a n  i m m e d i a t e  n o n c o m p e t i t i v e
l e a s e  c a n  be awarded. I d o n ' t  t h i n k  s u c h  a h i t - a n d - r u n
t r a n s a c t i o n  can exist these d a y s ,  p a r t i c u l a r l y  w i t h  H B
8 5 4 's p u b l i c  d i s c l o s u r e  p r o c e d u r e s ,  but, p e r h a p s ,  I'm AG0 54̂ 73^
too n a i v e .
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7. S e a l e d  b i d s  o r  o r a l  a u c t i o n  o r  s l i d i n g  s e a l e d  bids
(like A l b e r t a ) . H B  854 p e r m i t s  the c o m m i s s i o n e r  to u s e  
a n y  or a l l  o f  t h e s e .  S e a l e d  bids v/ill be m o s t  c o m m o n l y  
used. T h e y  a r e  e a s y  to a d m i n i s t e r .  O r a l  b i d d i n g  is 
u s e d  in N e w  M e x i c o  iind C o l o rado. C h a m p l i n  r e c o m m e n d s  
o r a l  b i d d i n g  o n  " l o w  p o t e n t i a l "  l a n d  so a s  to a v o i d

• . . p r e p a r i n g  b i d  f o r m s  a n d  " l e a v i n g  m o n e y  o n  t h e  t a b l e . "
N e w  M e x i c o ,  o n  the c o n t r a r y ,  u s e s  o r a l  b i d d i n g  a b o u t  50% 
o f  the t i m e  w h e n  i t  p e r c e i v e s  t h a t  t h e r e  v/ill be a l o t  

; o f  c o m p e t i t i o n  in a sale. A b o u t  50% o f  t h e  t i m e  N e w
M e x i c o  o f f e r s  t r a c t s  b y  s e a l e d  bid.

A l b e r t a  a l l o w s  b i d d e r s  to s l i d e  b i d s  f r o m  o n e  t r a c t  
to a n o t h e r  i n  a  sale. Thus, if b i d d e r  A ' s  s e a l e d  b i d  
f a i l s  to w i n  o n  t r a c t  1, h e  c a n  d i r e c t  h i s  b o n u s  be 
s l i d  to t r a c t  2, a n d  s o  on.

• : T o m  Kelly, w h e n  c o m m i s s i o n e r ,  had h i s  s t a f f  i n v e s t i g a t e
t h i s  s l i d i n g  b i d  m e t h o d  in A l b e r t a  in h o p e s  t h a t  it 
m i g h t  be u s e d  f o r  the 1969 P r u d h o e  B a y  $ 9 0 0  m i l l i o n  sale.

• T h e  idea v/as r e j e c t e d  b e c a u s e  the i n d u s t r y  o b j e c t e d  o n  
t h e  g r o u n d s  t h a t  it w o u l d  c a u s e  too m u c h  u n c e r t a i n t y  

; . s o  c l o s e  to t h e  t i m e  o f  sale. S c o r e  o n e  for c e r t a i n t y .
O b v i o u s l y ,  t h e  a d v a n t a g e  to the s t a t e  w o u l d  b e  t h a t  
m o r e  m o n e y  w o u l d  b e  p a i d  a t  the s a l e  if b i d s  w e r e  a l l o w e d  

•. t o  slide. B e f o r e  a c t u a l l y  u s i n g  this s y s t e m ,  A l b e r t a ' s  
p r o c e d u r e s  s h o u l d  b e  s t u d i e d  again.

• 7
'8. B y  r e g u l a t i o n ,  t h e  l e s s e e  m a y  earn  o n l y  t o  t h e  d e p t h
. d r i l l e d ( j ) .  I e n v i s i o n  t h a t  the s t a t e  w o u l d  n o t  i n v o k e

t h i s  r i g h t  u n t i l  i t  f e l t  d e e p e r  h o r i z o n s  c o n t a i n e d  
oil, a n d  t h e n  v/ould g i v e  t h e  l e s s e e  a r e a s o n a b l e  t i m e  
t o  e x p l o r e  d e e p e r .  If the l esse e f a i l e d  to d r i l l  d e eper,  
t h e  d e e p e r  h o r i z o n s  w o u l d  b e  o f f e r e d  a t  a c o m p e t i t i v e  
l e a s e  sale. A l b e r t a  w o k e  u p  to t h i s  p r o b l e m  late a n d  
s o l v e d  it b y  c h a n g i n g  terms o f  e x i s t i n g  l e a s e  c o n t r a c t s  
w i t h  all t h a t  p o l i t i c a l  c o n t r o v e r s y .

I v/ill a s k  P e t e r  F r o e h l i c h  to r e s e a r c h  w h e t h e r  this 
i s s u e  of d r i l l i n g  d e e p e r  m i g h t  not b e  s o l v e d  by t i g h t e n i n g  
u p  terms of the l e a s e  f o r m  to r e g u i r e  d u e  d i l i g e n c e  
b y  the o p e r a t o r  a t  t he r e q u e s t  of the s tate.
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