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John W. Katz, Commissioner -3- January 5, 1982

Re: Status of Miscellaneous
hand Use Permit Regulations
Litigation

In the meantime, on September 2, 1981, Exxon
Corporation f.led a complaint in superior court for declara-—
tory and 1injunctive relief to adjudicate the validity of the
MLUP regulations. Exxon v. Katz, Alaska Superior Court No.
3AN 81-6041 CIV. In its complaint, and through 1its memoranda,
Exxon seeks the invalidation of the MLUP regulations on the
same grounds addressed by the superior court"s final judgment
in Chevron v. LeResche, with the additional <claims that: (a)
the MLUP regulations were not adopted in accordance with the
procedures established in the Alaska Administrative Procedures
Act; and (b) the MLUP regulations constitute an impermissible
taking without just compensation under the Alaska and United

States constitutions. Exxon also filed a motion for prelimi—
nary injunction seeking to permanently enjoin the state defen—
dants from enforcing these regulations. The briefing 1in Exxon

v. Katz, has been completed and oral argument has been sche—
duled for January 8, 1982.

Less than two months after Exxon®s complaint, on
October 29, 1981, Union Oil Company of California ("Union™)
also filed a complaint in the superior court for declaratory
and injunctive relief seeking a declaration that the same
amendments to the miscellaneous land wuse permit regulations
challenged by Exxon and the conditions attached to Union"s
permits requiring the submission of certain geophysical
exploration data and information are invalid. Union is also
seeking an 1injunction against the Department"s enforcement of
these regulations. Union Oil Company of California v. State,
Alaska Superior Court No. 3AN 81-7473 CIV.

In its complaint, Union seeks the invalidation of the
MLUP regulations on four basic grounds: 1) they are outside
the scope of the authority delegated to the Department of
Natural Resources; 2) they are inconsistent with statutes
relied wupon for their adoption; 3) they were not properly
noticed to the public under the Alaska Administrative

Procedures Act; and 4) they were retroactively applied to
Union®"s permit.



John W. Katz, Commissioner -4- January 5, 1982

Re: Status of Miscellaneous
Land Use Permit Regulations
Litigation

The state defendants have denied Union®s <claims and
have filed a third party complaint against ARCO Oil and Gas
Company and ARCO Exploration Company for declaratory judgment
because the ARCO companies and Union jointly conducted geephy—
sical exploration under state permit which 1is subject to data
submission requirements of the MLUP regulations. In their
third party complaint, the state 1is seeking a judicial vali-—
dation of the MLUP regulations on the same grounds Union has

raised as bases for invalidation of the regulations, and other
grounds.

Finally, on December 17, 1981, the Department of
Natural Resources filed a complaint in the superior court for
declaratory judgment against Shell O0il Company, Geophysical
Service Incorporated, and Mobil il Corporation.The
Department®s complaint seeks a declaration that amendments to
the MLUP regulations and the conditions attached to the defen—
dants® permits requiring the submission of certain geophysical
exploration data and 1information are valid. In 1its action,
the Department is seeking a judicial validation of the MLUP

regulations on the same grounds now at 1issue in all of the
above litigation.

Due to che near 1identity of issu>~ raised by the. par—
ties in Exxon V. Katz, Union v. State, State v. ARCO, and
State v. Shell, the state parties In those actions moved to
consolidate those actions. Following an in-chambers con—
ference with Judge Daniel Moore, only the Union V. State,
rrtate v. ARCO, and State v. Shell cases were ordered consoli—
dated . (Judge Moore is assigned to all the MLUP cases 1in the

superior court.) The Exxon v. Katz action will proceed 1ir.de-

1/ Only these parties were named because of their
refusal to submit geophysical data and information acquired
under state permit unless required to do so by a court. At

the time this complaint was filed, the Department was wunaware

of any other companies refusing to comply with the MLUP
regulations.



John W. Katz, Coma finer -5- January 5, 1982

Re: Status of Miscellaneous
Land Use Permit Regulations
Litigation

pendently of these gases, with oral argument to be held as
scheduled on January 1ir, 1982.

Judge Moore indicated that a decision would be ren—
dered in the Exxon v. Katz action within two weeks of oral

argument. In the remaining consolidated actions, a motion for
full summary judgment will be filed by the state parties
during the week of January 11, 1982. IT briefing occurs under

the timing provisions of the Civil Rules, it is possible that
oral argument may be held during the first or second week of
February. Hopefully, these cases will reach the Alaska
supreme court so that the court may consider them 1in tandem

with the Chevron v. LeResche appeal becore the court recesses
for the summer.
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Janaury 28, 1981 Beltz Room

2:00 p.m. 2L1 Capitol

MEMBERS PRESENT MEMBERS ABSENT

SENATOR FAHRENKAMP SENATOR ELIASON

SENATOR FISCHER

SENATOR GILMAN

SENATOR MULCAHY

SENATOR STURGULEWSKI

SENATOR BRADLF.Y

The Committee was briefed on Fisheries by Roger Painter,

Executive Director of United Fishermen of Alaska and Richard

ii. Lauber, Alaska Manager, Pacific Seafood Processors Association.

Roger Painter, indicated that there have been some problems

in the marketing of fish because the volume of fish caught

has more than doubled and there has been a shift to frozen

salmon. Japan 1is the primary purchaser of Alaska ™ seafood

therefore, their econo ic difficulties effect Alaska. He

also pointed out that _he cost of fuel for fishermen and

processors has increased causing them further economic

difficulties. He further indicated that the marketing of

Alaska®"s seafood needs to be expanded 1in the United States.

He suggested that the strike in Bristol Bay last season was

the result of information not being provided to the fishermen

about mark,i conditions. He suggested that the State should

provide unbiased information to the fisherman which might

help avoid another strike.

In discussing the Board of Fisheries, he indicated that the

issues they are dealing with are 1increasingly complex, and

the work 1is demanding. Their last meeting lasted 2 1/2

months. Since their work load 1is so staggering, he suggested

that alternatives should be studied to help the board

become more effective.

He said there are serious problems with the processing of

fish tickets. Until recently there was a two year lag 1in

processing the tickets. At present, the processing of
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tickets is less than a year behind.

He said he would like to see a better definition of subsistence
users. He did not want to see the subsistence law repealed
because the Federal government might then take the opportunity
to assume the management of fisheries.

He 1indicated that some of the factors 1inhibiting fisheries
development in Alaska are the lack of dock facilities,
lightering facilities and transportation sy.steme.

Richard B. Lauber told the Committee that probably the
largest problem confronting the seafood processing industry
is government regulation. In many instances, the enforcement
of these regulations seems to be inconsistent. The attitude
of "ihose interpreting the original laws 1is a severe problem.
Government agencies make little effort to follow the original
legislative intent.

In describing ARRC he indicated that he felt that a state
agency should not control a substantial part of a private
enterprise. ARRC shou.d only be a lending agency.

Ke further testified that he was looking forward to the
reorganization of the Department of Commerce and Economic
Development because their past performance has not been of a
great benefit to the industry.
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MEMBERS PRESENT

Senator Fahrsnkamp
Senator Mulcahy
Senator Sturgulewski

Briefing
The State®"s 5-Year Oil and Gas Leasing Plan

Dick Wilson. Manager, Alaska/Pacific Exploration DJvision, Exxon,
expressed support for the State"s b5-year program ana suggested
that the scheduling of State sales be coordinated with adjacent
federal sales. Exxon opposes any requirement that G & G
(geological and geophysical) data from unleased State acreage

be provided to the State prior to a lease sale, or that G & G

data be used by the State to determine a tract"s value. Rather,
selection of tracts for lease should be based on nomination
by interested parties. Exxon prefers cash bonus bidding,

which acts as an 1incentive for exploration, and disagrees
with the current seasonal drilling restrictions.

Bob Kropschnt, Exploration Manager for Alaska for Chevron,
expressed support for the State®"s 5-year program, but sees the
state-imposed November to March drilling window as a problenm.
Chevron prefers the cash bonus bidding with royalties of 1/8
or 1/6, with the industry nominating tracts they wish to bid
on. Kropschot feels dis-incentives must be removed to improve
the efficiency of exploration and development tr help
compensate for the Prudhoe Bay decline.

Roger Herrara, Sohlo, finds the State"s 5-year program reasonable

and rational. He urged contemporaneous state and federal sales,
and labeled the seasonal drilling restriction a dJs-incentive.

AGO 886391
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Larry Vavra, Union Oil of California, finds the present
permitting system cumbersome, and urged passage of SB B8A.

The meeting was adjourned at 3:00 p.m.

Please find attached the written comments of Chevron, ARCO,
and Exxon.

AGO 886392
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February 5, 1982

Dan Hinckle

Division Attorney
Marathon Oil Company

P. 0. Box 2380
Anchorage, Alaska 99510

Dear Dan:
On February 8th John Katz, Commissioner O1 the

of Natural Resources, will be briefing the Committee
State®"s Five-Year Oil and Gas Leasing Program.

As 1 am very concerned that this plan meets the

of industry as well as the concerns and obligations
State, | am inviting your written detailed comments
Program.

Additionally, I am holding a hearing to gather

POUCH V

STATE CAPITOL
JUNEAU, ALASKA 09811
<907) 469-3934

(907) 469-3833

Department

the

needs
of the
the

information and would 1like to ask you to brief the Committee.

The date we have set 1is February 26, 1982, at 1:30 p.m.,
Specifically, we would

the Beltz Room - 211 Capitol.
your company"s thoughts on:

1. The Five-Year O0il and Gas Leasing Program;

2. Specifics on the procedures and permitting
being utilized;

a) What 1is of benefit and working;

b) What 1is cumbersome and/or bureaucratic:

3. The State"s leasing policy.

in

like

process

and,

AGO 83693
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ALASKA:5-YEAR OIL & GAS LEASING PROGRAM
R. E. KROPSCHOT
Cc ~.r»* tov* FEBRUARY 26, 1982

Thank you for the opportunity to testify in your "5-Year Oil & Gas Leasing
Program™ hearings. My name is Bob Kropschot and 1 am Exploration Manager

for Alaska for Chevron. I have spent the last 26 years exploring for oil for
Chevron, beginning with the early days of exploration on the Kenai Peninsula

through various parts of the United States and the world.

My comments will cover two areas;

1. The first concerning the 5-year scheduile as presented to the

legislature, and

2. The second to prerpnt Chevron®s comments relative to some of the
questions that were raised by the Committee members during the

hearing on February 8, 1982.

Following are comments concerning the proposed schedule:

1. We feel the strategy of mixing the higher risk frontier areas with
areas near proven oil fields and having lower risk is appropriate.
Such a mix provides opportunities for all segments of industry,
large and small, to participate as well as spread their capital between

mature and frontier areas.

2. The Department should be complimented for its emphasis on the neei to
establish a predictable sale schedule to assist in meeting the needs of

Alaska and the Nat"on.

AGO 886395
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3- Adding the Camden Bay sale in 1986 may pose problems. The offsetting
Federal Arctic National Wildlife Refuge cannot be leased prior to
lat.e-1986 due to the terms of the Alaska National Interest Lands
Conservation Act. Assuming normal slippage of sales, it would probably
be advisable to schedule the state sale about one year later in 1987.
An alternate strategy would be to encourage federal legislative change
to accelerate the assessment of the Refuge®s potential and move that
possible sale ahead. The 1986 Camden Bay sale could then be left as

J

proposed.

I was fortunate to be able to attend the Commissioner®s presentation of his
proposed 5-year plan to the Resources Committee on February 8, 1982. |
would like to present Chevron®"s thoughts on some of the questions that came

up at that meeting:

Those questions included:

1. How does activity by independent operators in Alaska compare with

the Lower 48?

2. What are policy roadblocks holding up evaluation of present leases?

3. What is the outlook for production when Pruanoe Bay begins to decline

in about 1988?

4. What are the effects of different types of leasing systems on

future production?

*G0O 8Q63*>



5. What is the situation on seismic data release?

These are difficult questions to answer and | don"t presume we can fully do it

but I would like to present some facts that may give some insight.

Let me start with the first question: ,How does the activity by independent
operators in Alaska compare with the Lower 48?" The independent operator is
not as active in Alaska as in the Lower 48 due to the high costs and risk and
long delay time to first production. There 1is no shortage of drilling rigs or
seismic crews at the present t me. The costs to work in most areas of Alaska
are very high. Chevron has drilled four dry holes on our Arctic Slope Regional
Corporation leases in the foothills of the Brooks Range. They cost over $140
million. We fortunately had partners in some of them to share the cost. We
are currently drilling a fifth well. Needless to say, truly wildcat arias

like this and some of your sale areas are not thekind of project an organization

with relatively limi.ed capital would undertake. Seismic crews on the slope
cost some $2 million a month. Production of 50 tu 100 miles a month reflects
-4 ™

costs of $20,000 to $40,000 per ﬁile. Th*.s cost is also similar to shallow
water and mud flat data we gathered in the Cook Inlet prior to the recent
state sales. Costs for similar depth wells and seismic in the Lower 48 are

per well
$2.5 million/and $10,000 per mile. The exceptional cos""? n Alaska make it
difficult for the independent to operate alone. I would add though we die Did
with an independent operator on some of the Cook Inlet tracts. I think you will
find that many majors include responsible smaller operators in their 0CS and
state bidding. Competing companies do need a very large resource base to
sustain them for the long period between initial exploration and production.

Prudhoe Bay was discovered in 1968 and a period of 9 years went by until the

first production in 1977.
AGO 886397



I wodd like to address the ssood question next, widh asks "W ae the
policy rcedkdodks hdding p the elevation of presert leeses?” e aoeege
leesed in the 190 Beafot Sa sde is wath eannng o factors hae
ddayed the eva@uation of those leases.  Trefirst is the neiter of the suit
befae the Sate Spane Gout to invalidate those leases, whnidh really isn't
apdicy roaddodk It is difficult to invest ay significant smof noey
in evduating the leases wen the possibility exists that they wadd ke judoged
invalid. W hae taken the risk ad participated with Stho in the GHlaoe
Idad wal ad are drilling with arxr partners awdl an Jearette Island.
Glher anpaies hae taken the risk also.  Tre ssood pddem relates  to the
Sate-imposad drilling virobw fran Noanioer 1 throuch Midh 3L 1t is diffi—
cult to dan drilling gperations for aly that five nath winter drilling
peiod Baen if discoveries are nack ddays in devdgaing nay nale the pro—
jects uscoomc. W ae hgoafu this aaas ad in axr ganion urscesssaty
provision will ke dimnated in the neer future.

Nw I waldd like to addess the tird guestion, Wwidh relates to the aulook
for production w Rudoe Bay begrs to dedine in 1987-89, as currently
forecasted. It te typical of besins waldnaice to find oy ae hoe

oill field adt i fields of far lesser negitucte As produdion fram
the ngar field beings to dedine, it is edrendy difficult to kagp the total
produdion Yo In the Gardl Snatra area of Indonesia, the huge Mies field
podocd at aleva gooceding 83000 barrels a by for severd years ad
by addrg the srdller nearbby discoveries the produdion reeded 1 million

AGO 886398



barrels a day, but shortly thereafter Mrnes, the ngar controlling factor,
lbeomn to dedine ad ro neiter lrovnary noe neerbby discoveries wae nace
production hes never reeded the million barrel a cby figure agan  Tre
production in that area rowhes dggoed to ggoradneidy AADAD barrels
aday ad e ke equadad to cotinue its gadd dedine.

In Alada the pddem of kegag the produdion level o is conpourcd by
the redaess of <0 n&y areas, ad the lag leed tines regquired to bring
adsoovery on produdtion. | think the daass of finding anather Rudoe
By size field Aada contrdled lands an the Noth Saoe are exdrendy
slight. Thedae, if the state's curert produdion is to ke nainained,
it will ke neoesssary to provide for early evaluation of the reraining
progpective arees. Thae is 1o better vy to db this then by excouagrg
industry to aggessively exqdare the Alada lands. Ratgoss ny dsausson
o) gesias 4ad 5 whidh fdlons, will ded noe light an this sugect.

Gxoanirg guestion four, "Wt are the effects of different types of leasing
sdats an future production, this sugedt ves studied by the federa
goamat ad their results wae pudished 1In the Januaery 25 192 Fedld
Regster. Thet siudy eanres 2 @S sdes wae four different bidding

sdars wae usd

Tre federad govamet's gd is to utilize sydens that "'aoorage eqoedtious
exploration of frontier arees ad wnidh povude adegete incertives  for
efficient ad diligent produdion in dadgoed regas.”” They dso indude
dhectives auh as assuning fair makat vaue, nantaining conpetition, ad
protecting the erMramet

AGO 0863 99



In reviening the pest sdle resullts, they anpaad the asarary Nte-sixth
royalty with the bid variable being the lbbos bid against:

1. Fxed bous, royalty variable.

2 PFed 1/3 royalty, bois variable.

3 Sliding scde royalbonus variable.

4 Fed net profit shere, bos variable.

Thar preliminary condusios state that:

1 M+ atemates donad ro neenimgu differences in conpetition.

2 M indication that the goameat dae of the eqoaded ecaic retum
an tracts leased will increase with the altemate sydans.

3 Rodty biddng cgae the dapest contrast, bt it ves deaded to
discontinue that system becaus=

a Raes of sme wming royalty khds wae *"sufficiently high to
nale substantial produdion losses vay likely.""  Ahigh royalty
bid ners the ninnim economicaly devdgoelde field size ma
aso be higher.

AGO 886400



bh Inesmeat at risk nay ke 0 lowvthat "tract ovas will e
greatly red.ced incentives to eqqdae ad devd those tracts.””

4 Tre fUaed 1/3 royalty nay result in frontier area tracts nmat receiving
bids. They d nat interd to e it In frontier arees becase of the
ugat red to avxad dis-incerntives.

5 Tre sliding scde royalty sygem is difficult to desgn de to the
uncertainty of price daeges It ves nmat bang reconmaded becaase
it coud provide a dis-incentive to the investmeants resced to adchiee
higher production

6 Tre fixed net profit dere sygean mgt hae e nerit in assuning
conpetition in higher aost arees by reduding front-erd inestnent if
the lessor coud eemn amand profit befae shaing retumns with
the govamet. Howea™ the benefits aan ke "'offset by administrative
ad acoounting budas an bah lessees ad the goammeat””

Tre federd govamat is suggesting aamats an bidding sygas for various
S aess ad in Aada is prgoosing ceeh bous bidding as the variable with
royalties of /8o 1 /6 In sne of the high cost aress, the fixed Nt profit
dare with a cost recovery paganmnay ke usd in dace of the 1/8 royalty
with bos bhidding recomaceion

In aunmay, the trad in federa leasing ggoears to ke anay fran sgars that
G provice dis-incertives to early ad aggessive eqdoration ad dedgaret,

AGO 886401



ek to the dadad bou bid vanable with loner fixed royalties. Thar
eqaiae indcates that generally moHoows bidding ad high royalties
dsoourage timely eqdoration ad devdgarat of potentially productive
aoeae

Tre final question, aconoaming sa9Tc cea release, relates to the wde sulgect
of ol ad gs eqloation. Ben thagh the nga anpanies mandly e noe
cata avallable to mmhan the srdler operatars, noe then ane-tdlf of the
discoveries e ;gcé'tyH;re "fndgpacrts” without the large deta berk It is
nat just the daa kbak availalde that finds oil but rather the opportunity for
various idess to ke brought to beer on the subject. | fedl that the Sate of
Aada rus ared datre of donrg rather then exqpediting the assessrat of

its oil ad gs potential wen it udataes anga effort to daemire the
potential of its exploratory arees ad then tailors a hidding sygemad sde

sdedle lbesad an those resuits.

 this subject, | wadd like to neation anather revew uter vy by the
federd goarmmat  Ths relates to a Feauarty 5 192, Fedad Regster
Notice abat pre-sde evduation of tracts in the A@Sto insure that bhiddars
[y fair nakst vdue. Tre Ndice states that;

1 Thae ae cars to the govlamat if the costs of tract evaAuation
& ke redod

2 Tre ecoonic efficiency of exploration ad dedgneat éan ke
imposed by relying nare fully an the leasing nakat ad less an
goamat dedson nadrg to datemine whiidh tracts are leesed

AGO 8864-02



I woud recomad that yaou consider letting industry b sone of the costly
ad highly inexact pre-sde wak for yau by letting tenmmrete tracts
they wsh to bid o ad then letting their high bid by the bos bid fixed
royalty sygem daaemire the tract vaue. Ths sgemtakes the cost ad
risk au of the hats of the taxqoayer ad poudes a favaralde dinate to
axouae early evaluation ad dedgnet

In aunmary, | wald suggest that itens 3 ad 4 d. the Sate Leeding Strategy
whadh is an e 12 of” ke carefully redensd in light of the
infometion | hae neniaced Lagtemfiscal daming is a vay necsssaay
pooesss ad doud ke kessd o posen ad potential resernves. e possible
dsooveries cara ke reliably quantified. Howea, by providing a dinmete
that eareges industry to nale that evduation at an early date, the future
pradudion prgections will ke noe reliable.

Trerk yau for this opportunity to addless yau | will try to asna ay
gesias yau hae

AGO 886403



Anchorage, Alaska 99510
Telephone 907 265 6515

G. T. Wilkinson

Vice President

Exploration Operations - Alaska

February 24, 1982

Senator Bettye Fahrenkamp
Chairman, Resources Committee
Alaska State Legislature
Pouch V (MS-3100)

Juneau, AK 99511

Pear Senator Fahrenkamp:

ARCO Exploration Company has reviewed the State Five-Year
Oil and Gas Leasing Program, dated January 1982. As the
Program states at several junctures, all Alaskans benefit
from a fixed and predictable leasing program. As you are
aware, this predictability is integral to an effective
exploration program, and we are heartened by the Depart—
ment of Natural Resources sharing of this concern. In
this regard, the Department has been more responsive in
adhering to the sale schedule»

The Five-Year Leasing Program represents a commitment on
the part of the state to allow systematic and consistent
exploration of the most promising areas 1ir t.he state. In
order to help ensure successfi 1 exploration efforts,
especially in remote, high-cost, high-risk areas, we feel
that the Department of Natural Resources should offer ten-
year leases with cash bonus bidding and, to the extent
feasible, coordinate federal 0CS sales with state near—
shore sales. We also ,rge the Department to replace the
Chukchi Sea sale (No. 44) on the schedule. While it is
recognized that operating conditions in this area are
harsh, the near-shore area may be considerably easier for
exploratory operations than tracts in deeper water sched—
uled to be leased Ly the federal government (0CS Sale

No. 85, scheduled for February of 1985).

Again, we are encouraged by the efforts of the Department
of Natural Resources to develop and adhere to the Five-
Year Leasing Program.

Thank you for the opportunity to comment.

Very truly yours,

ry

G. T. Wilkinson

cc: Mr. John Katz - Commissioner Dept, of Natural Resources
Ms. Beverly Ward

Mr. Dave Harbour
AncO Exploration Company Is a Division ol AllanlicRIchlloldCompany AGO 8/\6404



TESTIMONY ON
FIVE-YEAR OIL AND GAS LEASING PROGRAM
AND THE STATE OF ALASKA®S LEASING POLICY

BY
RICHARD D, WILSON
MANAGE®.
ALASKA/PACIFIC EXPLORATION DIVISION
EXXON COMPANY, U.S.A.

BEFORE THE

STATE OF ALASKA
SENATE RESOURCES COMMITTEE

JUNEAU, ALASKA
FEBRUARY 26, 1982
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NMcene Gairman and Mnbers of the Gommittee. | amD|

NMreger OFjjSI&K Alaska/Macific BEploration Dvision located
in hbuston. | am responsible for all of Boxons exploration
ACTIMTIES IN THE PAAOHC G50+ AD IN AL - AASAY BOH
OGS O0OEADOFFSOE | AAFHRECOATE THE OFFORIWINTY TO B HHE
TOAY AAD HEEENTN THE MBEAS (- VW CMIARY AN THE STATE -
Alaska' s Five-Year Leasing Program ad the leasing policy of

te Sate.

Bowan Sfipdfil j K and hes supported in previous testimony before
this Body ad in comeits t© the Rpartmeant of Nwoural R
SAREY THE CNET O THE “

AROEFW A ARV IR ALONS COVPANES TO RAN THE MO
BHAABENT 8= - LMTED AANS - MNROYYR AD ERDO RES IN
FREPARNG FOR LEASE ALES MOEOHY WITH SUFHABENT ALANNING
TME/ THE SIATE WILL. BE A8 RFD - FAING THE MMM NLNEER -
PARIIAPANTS IN A SAE THS INFEASS THE STATES RBA\LE
B8 RS THE REKCHPT O- FAIR MR<ET \ALLE FORTHE LEAEY ANDAC-
HBEAES EACRATION IF AFVEYEAR LEASNG HFROFEM IS TOB=
- SANHCANT BEENEAT .0 FIROFECINVE BOERS AAD TO THE STATE

of Alaska, the State nust adopt a schedule ard then stick to i t.

WWhkh resdect to te five-year leasing program itself, Boan
BHIBVES THFHAT THE MY HHECINE AD HHABENT SHHOUING B-

'88§F8B,  Were appropriate, joint StateflFederal lease sales
SOID BEE AONDCOHY LLAK - GOHRONATION WL FB=3UT IN

AGO 386A 06



OLALICATION - BHFFORT AAD OGN GEAIE SGNIHCANT G-ERATIONAL
AR ENS IN THE EA.CORATION AAD (IRH ONMENT - AQIKCENT STIATE
ad Federal areas. This is particularly true if the sane
FROFECINVE (RO CGACAL SIRCIURES UNCHRIE BOH AAAAS  IN
ACOTIAN BA D ONQRPAST EA OATION EAERBENE THHE IS A
HGH GARNE - THE STAH'S SA E AARA BENG CNDEMNED I ADQIPCENT
Federal acreace is leased ad drilled before the State sale is
held. This SMALY reflects THE hidh risk of finding arny oil ad

GS IN A PARIAULAR ARA

INn vwritten comaits t© te DNR last MNovenber an te prooosed
revision of Thre Fve-Year Q1 ad Gs Leasing Progranv Boan
FROCHED COMMENIS ON SPEOHC SAAES WHAH | VWL NO R TERATE
Al THS TIVE FIR THE CONENBENCE - THE COWITTHE YQUJ WILL
HAND A G O THOE CMMENS ATTAGHED TO EXCGH G - TADAY'S
FREEEINTATION WHGH | FANE FLRNS-ED TO YA

I V@D ASO LIKE TO BRELY OSASS THE STATES AL AD GS
LEASNG FALICY, AS IT FHAIES TOTHE STATES FHREMED NEHD TO

ACAIRE GO AECA. AD GEO1HYICGAL DNIA (G466 DAIA FRAR TO A
LEASE SAE

INTHRFRETATIONS - s DATA FROCE SFEAOULAIMVE BESTIVATES (-

AGO 8864-07



TRACT AR RE PFOENNAL THEE BESIIVATES OGN \WAWRY WHELY
AODGQUALIHED EXALCRATIONSTS AS BEMCENCED By THEWLE INGES
IN HOS S BMTTED IN SIAIE AD FHHA. LEAE A ES THHE IS
NOFHEOSE WAY ORI O- CRULLINS TO CETEHRMNE THE\ALLE - A
TRACT. KR AGVEN TRCI/ IN CEKOONG WHHIHER TO By AND AT
WA LBVH / VIECONEOER AVARETY - FPACIGSS IN ACOTION TO B
INFORVATION  INOLONG AYY TEHNOQ Y ECONOMC AD FRCE
FOEOSY TIMNG AD TRANERORIATION SYSIHVE HBHCA S THE
GANES - AAHBEAMING COWMEHROAL. FROAUCIION ARV AN AARA =
& AS EA.OATIAON AD MBEHONMINT CBIS INFEASEY ANESTI—
MAE - ESD2. RE FOIENINTAL GOYNNO B THE SO E BASS KR BD
CEAOSONS AN BEAMVRE O- THE FHEAL. GOHERN\NMENTS FALLRE TO
CONHOR A RFOQAIEHY AL ARTICAL FACIGS IN REECIING  LEASE
SAEFE BOS QOO REDINOCS LEASE A E ND 59 HHD LATE LAST YEAR
In this Md-Atlantic Sale, the large disparity betwnween the
COHINMINTS AD INOBIRYS B ALAIION - TRCIS (AAHD THE
IES TOREECT AMY FAF - THE B HGH BIDs THE REECIIONS
IN THAIT SAE AD THE RESLLTING (HAY - EACRAIION (AHD
CONFOEE E CNERN TO BERONE INVOMEDYY  INGLONG THE GOA
ERNMENI.

AGO 886408



The d lection of tracts to be offered in a lease sale should be

WLLING TO NOMNATE TRACTS WHN GVEN THE ORARIUNTY. A
H KCINON ARAESS IN WHOH INOLBTIRY NOMINATES TRACTS AND THE
N AATHR GONSCEHRATION - FHBEANTIT NVRONVENTAL FAOORY
MRES THE HNAL TRACT SHECTIAON BASED N THEEE NOMINATIONS
BENEHT BOH THE SIAIE AAD THE BOOHS AT ALEAE A E S H
AN AAFFOCH TO LEASE SAE TRACT SH EKCTIAON VWD BHIMNATE THE
State' s need o aaodlct costly ad time-consuring analyses of
G&G DATA FRAR TO THE HECIION - TRACIS  THE FHEQ ENCY AR
INFFRECQLENCY WTH WHOH INODMDUAL COVPANES NCMNATE A GNEN
ARA VO D HROUCE THE STATE A GIRID INDICATION - THE CMPANES
INTEHREST IN THEVAROLE FROCHD SAE AFRAS  ASY EAORAIION
AD DBHONMEINT - THE STATES AL AD GS IERDRES VD B=
B0 TED THROGH THE TIVELY LEASING - THOE TRATS INWAHCH
| DBIRY EAHBTED A HGH INTEHEST.

Tuming row o bidding systens/wvwe ute the State 1© retum 1o

THEWEO-

VAQIDEL 'Iffl TATfc 5 NI IfiSSBSO CEEHRMNE WHGH
BOONG SSIEM TO BMROY. 1T IS EXIREMELY "NUKELY TFAT THE
State’' s ultmate reverues fran ret profit share leases will
EQA R ECHD THE REIURN WHOH VAU D H« BEFN GENERATED BY
L= - Q9 BN HOOING FER THEE LEASS  IN RECGGNTION -
THS ARBAAUTY/ THE AHEAL. GOARNMENT HS NBER LHED NET
FRCHT SAEAS THE BD VARABE IN P/ S LEA S AMAED

AGO 886409



IN FRONINER ARLS SNCE 1973 FAE GANERATED IN EAESS - FAR
BILLION BOIASS IN BOS FBVAENLE TO DA NO FROAUCIION HS
RESUTEHD AND ONLY ONE FOTENTALLY CMMEROA. ODSCOERY H'SBEHEN
MAEONTHEE RINTER LIEASS THY IT AAERNSRS THAT THERLALIC
VD FAE ABTANED ESSENTALLY NO REIURN HD A CONIINGENCY
PAYMENT BOONG MEIHDD B8N BMROED INSTEAD - GG BONLB
BIDOING

Bowon vienws the State' s continued use of bidding systens which

of the State' s natural resources. These contingency paynmerit
systens reduce the incentives to eplore uttested tracts ad
ultmately t© develop margral fields. They ilnvolve a rela—
tively SVAL "URPHRONIM ANANCAL COWMITMENT By BODHEHRS AND
RROCE AR FRCHT EAECIATION TOLESTES THE NET FHRCHT
SHAE SSEY IN PRICUIAY RAES MAIOR ADMNSTIRATIME AND
ACCANING BBIHENS ON BOH LESTHES AND THE STATE

THE ECONOMC AAND ADMNSTRATIMVE OSADANIAGES INFERENT IN THE
LE= O THESE= CGONIINGENGY PAYWMENTT SYSTEVG A= IN CONTRAST TOTHE
NMEOLS ADANTIAGSS - G'S1 BN BOOING ARSI/ THE CESRE
1O VAXIMZE THE REIURN ON THE G g BEINLE  INVESTED HROWEES A
SIRONG INCENTMVE TO THE SWOESTH U BOOER TO RAAODLY/ H—
HABNILY AND ECONMCGALY EAOE AAD (BRHOP ITS LEAE
SN Q'S BONLS BOONG RAGES THE RS THFAT OO RDS
IN COMEROA. QUANTITIES WLL NO BE FOUNDY ON INDLBTRY WHHE

AGO 8864-10



IT EHONS RAHER THAN ONTHE STATE WITH NEI HRCHT SHE
BIODONG THE STATE BEAR5 AMYOR FORIION O- THE EA.OATION K
BCA 8= THE FALLRE TO MiWE A DSCOAERY - HMORADEDNS IN
COMMEROA. QUANITITIES MEANS NO COMAENSATION 'TO THE STATE . VIE
BHIBVE THAI S0 RITAKING WITH ITS RESLTANT A AR
LS IS ME FROHERY THE FFOUNCE - FRVATE ENTHRFRSE
THAN IT IS THE STATES HNALLY, THE G941 BB SSIEM IS

administer.

Wih respect to the determination of bid adequecy, ve *1jHe
THAIT COMEINTTME BOONG BY COVIPANES

RCHPT - FAR MREl VALE VEE AR IN THE B ANESS -
BALAING IR RE FOENIAL ,.ND REKING LARE AVONS -
MODEY BAED AN SO BPALLATIONS CGOMEITTION WTHN A SAE
AEA RAIHER THAN THE STATES A TRARY BYALLATION BA D ON
HESAE GGG DATA SQIUD BEE THE IRMRY CETERVINANT - THE
AXQQICY - ABD. SO COMEITTIAN WLL. EN8 RE THE STAIE A
FAR HEIURN KR ITS FOIENTNAL AL AAD GS IEROOHES

There are additional factors which contribute t© PJP&WS a
TIVELY EACORAIIAN AAD (R ONMENT HROM IN THE SIAIE -
Alaska. Qe mgjor dostacle to this goal currenty uder review
by Gommrissioner Katz is the present seasoal drilling restric-
NHTIIN  PAORAIION ACTMTIES.  ERON BHIBVES THAT AEKCAL
G- SAE OEANIONS IN THE ARCIIC IBVONSIIANIES THE ABILITY TO
OAIE IN A SAYC AAD ENMRONVENTALLY  ACHPTAE E MINNER

AGO 386411



Alaska is still essentially a frontier area where little
EXPLORATORY DRILLING HAS OCCURRED. THE SHORTENED DRILLING
SEASON NECESSITATES A LONGER TIME FRAME FOR THE DRILLING OF
EXPLORATORY WELLS AND THE SUBSEQUENT DELINEATION OF ANY DIS-
COVERY MADE. THIS FURTHER DELAYS THE DEVELOPMENT AND PRO-
DUCTION PHASE OF OIL AND GAS OPERATIONS. SUCH DELAYS WILL HAVE
A SIGNIFICANT [IMPACT ON THE STATE ECONOMY BY REDUCING THE

State's cash flow.

In closing, | would like to emphasize that each of the issues
WE HAVE DISCUSSED TODAY - THE FIVE-YEAR LEASING PROGRAM; THE
state's leasing policy as it relates to the use of G&G data in
MAKi;'r  TRACT SELECTIONS, CHOOSING A BIDDING SYSTEM AND DE-
TERMINING THE ADEQUACY OF A BID; AND SEASONAL DRILLING RE-
STRICTIONS - ALL WILL HAVE A SIGNIFICANT IMPACT ON THE TIMING
OF FUTURE EXPLORATION AND DEVELOPMENT AND SUBSEQUENT REVENUES
to the State of Alaska. One of the major purposes of es-
tablishing A FIVE-YEAR LEASING SCHEDULE WAS TO PROVIDE A PLAN
WHICH WOULD FACILITATE THE ORDERLY AND EXPEDITIOUS INVENTORY
AND DEVELOPMENT OF ALASKA'S PETROLEUM RESOURCES. OUR PROPOSALS
WOULD HELP ACHIEVE THIS PURPOSE.

| APPRECIATE THE OPPORTUNITY TO EXPRESS SOME OF EXXON'S VIEWS
on the Five-Year Oil and Gas Leasing Program and the State of

Alaska's leasing policy. | will be happy to answer any
QUESTIONS YOU MAY HAVE AT THIS TIME OR SUBMIT FURTHER WRITTEN

comments to the Committee. Thank you for your attention.

7 AGO 886412
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BETTYE FAHRENKAMP, Chairman
VIC FISCHER. Vice-Chairman

BRAD BRaulEV

DICK ELIASON

DON GILMAN

BOB MULCAHY

ARLISS STURGULEWSKI
TO: Senate Resources Comi..ittee
FROM: Senate Resources Committee Staff
RE: State"s 5-Year Oil and Gas Leasing
DATE: March 29, 1982

Please find attached further 1information

Marathon Oil Company 1in response to our invitation

comments on the State®"s 5-Year O0Oil and Gas

POUCH V

STATE CAPITOL
JUNEAU. ALASKA 99811
907) 465-3834
907) 465-3835

received fronm
for

Program.
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. Danie| Hinkle
BT o

et Appns ko st

March 23, 1982

Senator Bettye Fahrenkamp
Senate Resources Committee
Alaska State Legislature
Pouch V (MS 1300)

Juneau AK 99811

Re: Alaska 5-Year Oil and Gas Leasing Program
Attachments to Marathon Oil Company Comments

Dear Senator Fahrenkamp:

The attached enclosures listed below were inadvertently
omitted from Marathon Oil Company®s written comment® on the
Alaska 5-Year 0Oil and Gas Leasing Program, submitted to the
Senate Resources Committee by letter dated March 19. 1982.

1. Request for Comments on the Outer Continental Shelf
Bidding System of Oil and Gas Lease Sales, Federal
Register, Vol. 47, No. 17, January 26, 1982,
pp- 3613-3621.

2. Letter from Marathon Oil Company®"s Vice President
R. R. Burke, dated 23 February 1982 to the Depart—
ment of Interior re Comments on OCS Bidding Systems
for Oil and Gas Lease Sales.

3. Secretary Watt"s " bruary 5, 1982 Release and Notice
of Request for Recommendations on Fair Market Value
of 0CS Leases. (You already have been supplied a
copy of Mr. Burke®s reply, dated 3 March 1982.)

4. Letter to Secretary Watt from R. R. Burke, dated 18
September 1981 re Rejection of Bids in Recent South
Atlantic 0CS Sale No. 56.
Again, we thank you for the opportunity to submit com—
ments and trust you will pardon the omission of the enclosed m-
atorial.

Very truly your.s

K. Daniel Hinkle

KDH:mr
Encs.

xc w/encs.: John Katz, Commissioner
Department of Natural Resources

AGO 886414
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Department of the InteriOT
As»2;eant Secretary, Lead end Ueter Resources

Request for Cw-.aent on Outer Contlnentnl Shelf

Bidding Systems for Oil end Gee Lease Salee I
SUMMARY . .
Specific cosaenta are requested on the concept of a proposed planning guide—
line for Outer Continental Shelf (0CS) bidding system. The Oepartaent of
the Interior (DO1) la pursuing a policy which encourages expeditious explor—
ation of frontier (wildcat) areas and which provides adequate Incentives for
efficient and dlllgeot production In developed regions. Other objectives
Include tha provision of Incentives to Isprove technology, tha assurance of
receipt of fair market value by tha goverment, the aalntenanca of conpetl-
tlon, and the protection pf the environment. An exsnple of a proposed bidding
ayatema guideline. In s”trilx fora, distinguishes each geographic and geologic
coat area In recognition of tha variance of relative bidding system perfoiasnca.
This Inquiry Is dlreoted towards bidding systems for »alea starting In aid 1982
and thereafter lAilch/follow pant and planned experiments with thr alternative
systems established” In regulations promulgated by the Drpartaent of Energy (DOE).
If a final guideline fa Issued, axpnrlnentatlon with certain ayntans any be dis—
continued while others would be taatcd further... Tha guideline concept would
ba canaiatant with the Department®s new “streamlining” approach of offering larger
areas for lease. More tine would be avallnhlo for planning purposes and a bidding
aystem dtotgn would ba provided for large groupa of treats within an entire region
ae opposed to individual tract dealgnntlona, t.. ;e -

* hf,,.. |1

o
t

< PURPOSE AND SCOPE
The choice of bidding eyeteaa potentially affects (1) tha receipt of fair sarkat
value, (2) the economic efficiency end physical recovery of resources, (3) the
level of competition, (4) the distribution of risks between leasee and lessor,
and (S) administrative coat* to the leasees and tha lessor. The bidding systems

differ In the manner in which perceived rleke are shared between leasees and

lessors. There rre two baolc risks: geologic (the probability that hydrocarbons

exist) and economic (the probability that hydrocarbons can be developed eta
profit to leaaeea). The bi%ﬁing eyateae have one or sore fixed component*end
one variable component. The bidding variable may be a cash bonus, a work
commitment or a contingency pereeacagii (royalty, oct profit share). .

, The relationship between the Initial payment and the contlogeocy
percentage Influences the distribution of risks between the leeeeeend” lessor,
and tha distribution of revenues obtained from production.

Experiments for alternative bidding systems have been conducted In 22 -
0CS please aalaa. Four of tha aim systems established by DOE regulation have
been teated. Future teats are planned for the remaining OCS sales tn
calendar year 1971 and early 1912. A summary of paat and futura experiments

"la“presented Ib a following section. = Tha lk.. , tment recognizee tha need

to anu®vea tha Initial phases of “xperlmintatlog and dlract futura ttlta *

toward thnsa systems which of".er tha greatest promise to nest tha goals
prtacrihed in tha 0CS l«nd>. Act (OCSIA),. Moreover, « consistent, reliable ‘1*
policy la necessary for prudent Invsstaent ilanotng by industry,. 1.5
Tha next phase of tasting seeks to sv.ld a random diffusion of numerous,-
unprovcn systems which jay be inconpatlblt for»t\* purposes of unitization of

adjacent tracts. Certain syatras may be eliminated. (tom futura testing because

m< _either, (1) paat experiments Indicate, (lie ax, anted cast# do pot Juatl/f possible

-

to

Z >
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gains,. #r (2) untested lysteai may be determined to present undue risk* to the

objective* of the 0CS Lend* Act. -,

It rhould bo noted thit « (In*l analysis of the Impacts of the

teated alternative systems must ultimately avalt ao obaervatloo of the
mffecta on exploration, developaent, and production declalona. Howevur,
thla doea not mean that teata ahould continue until* fIntl analysis 1*
coepleli. It may be dealrabl* to dlacontlnue tenting after an Initial
aanple la deeaed aufflclent. If, In the future, theanalysis conclude*"*
that mparticular system enhance* our achievement of the goal* cited above.
It mi) be detaralned that further leaalng under thaeayatea la beneficial.

The Departaent of the Interior currently plana to have aubatantlally

completed soma teatlng of the aoat p rrolelog alternative ayatema by the end of L

calendar year 19(1. At that time * aufflclent aenpla alte for thoae ayateaa <

aay have been offered for leaae ao that statistically significant result*

could ba obtained. The analyalla of tha untaated aysten* la continuing and,.!**

tha Department vIIl Inform Intareated member* of tha public of tha reaulta *m

they become available. i ( -, - ... - , F*4
Tha purpoaa of thla Inquiry la to focua on tha naxt phaaa of bidding .,

aya ®m development for nalca atartlng In mid 1992 and thereafter. - A matrix

of ayateat which offer tha greateat contribution to our goala vlll be developed

*a a guideline f>r planning purpose*. An exaapl* of a oatrlx la Included In

thla notice. After receipt of conoenta, ve plan to publiah a.flnal matrix which ; e
vill aerva »m a policy baea for apedfle aale dealgna. Ve recognize that specific

condition* or new Information and aoalyat* may warrant the (election of different

ayatema than thoae outllnej,

iAe i'v IMulV oL

Hoveve ., every effort vilIl ba madelo-Inform Interearad

partlea of our bidding aystem.rlans. “Tha goal* of thl* approach *r* to provld*
adequate Information to tha public and to ahara tha necesaary axpertlaa In

order thae conalatent and efficient ayateaa are aelected.

BACKGROUND INFORMATION.® > . .o
Tha 0CS Landa Act provldea the Secretary of tha Interior with the authority to
laaue oil and gaa leaaea by competitive bidding on tha aubmerged landa of tha
0CS. Blddera submit blda In response to a leaea sale offering for particular -
tracts under tha tern* and conditions specified In a Notice of Sale and
published In the Federal Register.. The bidding system used determines tha .
method by which aucceaaful high blddera pay the Dnlted States for the leaaa.
The bidding aystem or ayateaa used by DOI In each OCS leaae sale
are chosen from thoae authorized by tha OCSLA and prescribed by Department
of Energy (DOE) regulation (10 CFR fart 376). The Secretary of Energy
also has the authorl.y to disapprove the proposed bidding ayateaa®aclactad *
byDOIl prior to Issuance of the final Notice of Sale. v e e
Section 8(a) of the OCSLA provldea that bidding shall be bysealed
bid. ind, at.the discretion of the Secretary of the Interior, on tha,
basis of tha following types of systeaal im

- e x1 . of , INE*
( "(A) cash bonus bidwith a royalty at not leaa thanl2-1/2 parcentum

fixed by tha Secretary In amount or valua of tha production saved,
removed, or soldi . : e e .t _ * - *
(B) variable royalty bid baaed on I par centun In amount or value of
the prodictlon saved, removed, or sold, with, either a fixed work

. commitment baaed on a dollar amount for exploration or a fixed ceah

.bonue as determlnad by the Secretary, or both)  ......
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(C) cash bonus bid. or work commitment bid based on a dollar aoount
for exploration vith a fixed cash bonus, and a diminishing or sliding
royalty baaed on such formulae a* the Secretary shall determine as
equitable to encourage continued production from the leaseares as
resources diminish,but not leas than 12*1/2 per centum at the begin—

ning of the leaae period In amount or value of the production saved,

removed, or sold ...

(D) caah bonus bid with a fixed share of the net profits of oo leas

than 30 per centua to ba derived from the production of oil *od gas

> ¢ it
from the leaae areas . . * e ». J. e-1J.
(E) fixed caah bonus with the net profit ahara reserved as the M.S >eee®

* e . i

variables * .
L d -
. -y .
(F) caah bonus bid with a royalty at no less than 12-1/2 per centum
fixed by the Secretary In amount qr value of the production saved,
removed, or sold and fixed per centum share of net profits of no
lea* than 30 par cantum to be dorlved from the production of oil and

gas from tho leaae areas |

(C) work commitment bid based on a dollar amount fnr exploration with

a fixed caah bonus and a fixed royalty In anount or value of the
* f 1.

production caved, reaoved, or aold; or *?** v 'rr
f* % o7 mm a

(1) anbject to the rcqulrenents c. paragraph (A) of thli aubaaotlon,

coy modification of bidding iyatens authorised In aubparagrapha (A) .
through (C), or any other aystena of bid variables, tenoa and conditions
"wWn the Secretary detanvlinea to ba useful to accomplish the purpoao
and policies of thla Act, except that no such bidding aysttta pc -
Modification ahall have aora than ona bid variable,"

"nr\V ;

utli': | f &

——* e fee* _
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Tha Departnanc of Enerjy haa latued regulation* for the following
ayatea*:

(1) Caah bonus bl ., fixed royalty;

(2) Royalty bid, fixed ceeh .bonuaj

*,3) Cash bonus bid, sliding seal* royalty)

(4) Cash bonus bid, fixed net profit share)

(5) Net profit ahare bid, fixed caah bonus) and

(6) Work commitment bid, fixed cash bonus, fixed royalty,

32

he statute .squires that at least 20 percent, but not more than £0 percent

f the total arav offered each year b* alternatives to a caah bonus bid, tlxad

royalty ayatea (ayatea A In cha 0C3 Land* Act). i

RECORD Of EXPERIMENTATION
A.*~ Statistics for past aalea The use of bidding system* other (<)
than tha conventional caah bonus bid, fixed 16-2/3 percent royalty d*
s
systea began with 0CS Ssle 36 In the central Culf o( Mexico (COM) In 2
1974, and testing has be." conducted In a total of 22 0CS leaaa aalea as o
of December 4, 1901. Tha following tabla displays thla record of experl- .
> mnntatlon by bidding system. - , " . B
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from these detailed analyses, vhlch might not be readily apparent from the

aggregate date shown above, ouggeit that meat cf tha alternative bidding -

ayatema have produced no statistically oeaolngful difference* In Industry

ciwpetltlon In comparison t> tha conventional caah bonus, fixed 16-2/3

percent royalty system. Alio, there htvs been no Indications that theaa

alternative bidding system havi. resulted In an Increased govirnseot shar*

of the expected economic returns op tracta leased.” The prellidnary

findings ror each bidding ayatea regarding Industry competition and

effects on exploration, developmaot, and production ara further dlocuased *

In the followlrg paragraphs. The Intention of caci- of thesa ayatema la to .

Increase competition by requlrlog higher contingency payment* and reducing
Ilo effect oo the gov*Tnment_ehard,.of_tha expected_

froot-end bonuses,

econoale profit has bean obaarvad and la not addresaed.

1. Royalty Bidding. Of tha (.ltcnatlva syaltas tested }y DOI
tlua fer, the royalty bidding ayatea raaclta appear to depict the <* m
sharpest contraat to tha Conventional Of* leaelog ayatea, On the surface, , , _

algnlflcant Increase* In competition for trecte of."eted under thla m

iayatea were evident, particularly Ip Sale 16 uhlch rtqulred only nnaloat

bonne payments. However, thars ara concerns (agardIn]| this aystem,
which hsva resulted In our proposal tc discontinue tta vas. Flrat, tha .
royalty fates submitted byal_nnIng bidders In Salat 36 and Cl vers . >

sufficiently high to make substantial prrluclton loanee vary likely__ * Y
high royalty aaaana tha mlkimum economically developable field alia must r e >71
htghar In order for exploration and development to proceed and for marginal -
fUlda to ha dcvelepcd. Sal nd, tha ulnner of a“royalty Md tract, partic— 1
In th* .rata of ooly a nominal flxad cash bonus, haa little Investment It

ularly
at rlak compared to othar successful_blddcrs under alternative nyatna for

similar tracta. Such rlak may ba to low that tract ovntis will.have _ s

Lo m% Nl = AVAV=IC 30 Ll S
yed' A= I *Av

e <3 >

vt

ey, Wlche Jiek" 10iin i) mm

" to

.V 1" "In thla case,"they would hsva concalvtd thla aystem to be

greatly reduced IneentlvM Jo”r*plor)~*nd_dey*lop_theea tracte. Tha leaaaa

la likely to delny exploration for many reaaona. Including Speculation,

or hopee that anothar devtloper on a nearby tract will prove or dleprovt

reaourcaa of the royalty bid tract. Became tha expected losses In production

fraa theaa affects are likely to be substantial, It.la not anticipated-thau.

this eyateo will be ueedln future.OCS.aalae.
2. Fixed 33-1/3E Royalty. Prallmlnary findings from actual fast*
Indicate that thla ayatea may have only modest beneficial affacta oo

competition for OCS .leaae*. Furthermore, alaulatloa analysis haa ahoun

*1.that th* use of thla ayattm for lower valued tr*ets_or fur tractji In frontier

result In tracta not receiving hid* and may yield algnlflcant
- —fhriene e “ o .. N

loaita due to the higher royaltlee. Btceuae of the geolo

areas nay

production

- uncertainty asaoclatcd with most of th* araaa to ha offarsd In future OCS *

" lease tales, It Is antlelpattd that tha ye* of thla system will he Halted
the tracts with lower coeta and batter resource prospects whar* higher

“rlak sharing la .desirable. At prtaant, wc do not with to ttat this ayatea in

«" 1982 atlas because ot the urgent need.to avoid production and exploration.;.,

dlql_ncantlvaa.‘.‘-: ,t- - 5 e *Seemn’ . e
- - a*<« (fa..l a -
3. SlldInx Scale Koyalty. In genarel, this system haa had no

" significant statistical tflact on competition In compsrleon to the

conventional flxad 16-2/3 percent Toyalty system.® Thla haa probably * *

“resulted from the conservative speciftcatlona of tha sliding scale formula*®
Thus,

“used thus far, to order to reduce potential production affects.

I* proapactlv* blddera may havt aaaeaard a Imgclprobability that tha majority

of tracta offared under thla ayatea uoOld produce quantities of oil and gaa

aufflclent to Incur a royalty rata hlghsr than, tha 16-2/3 parcant minimus rata,

Idanttcal to tha
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Of these bidding eyatens, the Cash Bonus Bid, Flxed™lI2-1/2"percent_
royalty systea haa only been used In one previous 0CS sale. Sale 36.

Tha use of thla ayatea has been recoaoended for certain deep water
tracts for Sale 36 and Sale 39. These tracts are expected to require
substantially higher exploration, development, and production costs, as well
is lonb r times before initial production. In comparison to shallow water
tracts. DOl snalyses Indicate that the alnlaua developable discovery oa a
ttract in such deep water areas under a fixed 12-1/2 percent royalty system
would be about U percent less than for the same tracts under a fixed
16-2/3 percent royalty system. Aa a result, norc tracts nay be explored and
developed. In addition, the lower royalty rate system Is expected to !
yield mors rspld production rates and higher economic profits. It li not____
anticipated, however, ilhst the slightly larger cash bonus bids associated with
i louer royalty calc will algntflcanlly reduce competition, alnce the higher
costa for exploration and development are the primary restraint) to competition. *

01 tha ramalnlng ttstt planned for 1981 and early 1991, the Caah

Esnug Bid, Flxad Fro; t Shirt teata Include apectflc variation# In dealgn. These

eret
Sale m formula . .
V. t. j />CM < <li
59 HFSR - JOTtCRF .1,50
67 « e > e « " SPSR - 1i0Tj CRF« .30. And

HFSR - 401; CRF - 1.00 dip W

Tlieae teats will permit a broader analytic on the performance of this aystem.

I C. Untested Systems . .
' .

th* fltAA lift;, pi.
Tha 00C has promulgate! regulations on the following alternative ayateaa

which havt not been tested nod are, at present, not planned for futura testing.
1. Hat Profit Share Bid. Fixed Cash Bonui A possible venallt of thla
tyatm la the encouragement of competition bacauae of Its louer caah bonus, but

11 nay ilao produce Iprofit abate bidsf that ata excessively high,. This problem
b4 1 A" I A

my result from an Improperly defined coat recovery feature, and"becauee a
- - - - I"e .J .7

bidder can Incraaae hie chame of obtaining..g.gract by .submitting higher
hide with I1lttle_flnapflsl ji*Mmltoent. At high profit ahare_jatea, tha
Incentive to explore la“ralaclvely low and ahould production enaue,.lt.will
generally oc*cur at too alow < pace. All of the etrengthe and weakneaaea
already dlaeuaaed on the fixed net profit ahare ayatea are elao applicable
to a variable net profit ahate approach In addition to the problem) Juat
mentioned. Finally, If the recovery factor Is_too_hlgh relative to the

~ profit ahare rate, there may be an Incentive for flrca to make uneconomical

 expenditure# to take advaotsgc”oF"the-recoverjr*fe*ifure. - H
i* ok *_ ° ,"l \ — » 1

2. Work Coamltment lidding. Fixed Bonus, Fixed Royalty The ujor goal of
experimentation with alternative ayateaa la to encourage Increased competition
through reduced front-end tonuaea. The purpose of thla aystem la to achieve

*oo. . - . 1 -l -m -
.auch an Improvement In coopttltlon by nltlgatlng rlak-averaa behavior. However,

/, ,finis must coe lit in expenditure equal to ths estimated cash bonus plug

expected exploration eoata. mPayments would he deferred until coata arc expended
oC until tha account®la voluntarily cloied before the commitment la satisfied.
Another objective of thla ayatem la to expedite exploration by peralttlog
“r*credits for actual expendlturuaand thereby farcing Intensive exploration.
1However, thla craatca an InrenMve_(2t_fJrE}_SO_wa#.ta_txpendlturoe_tn"avold pay
*e nenta to the government.® The result would ha 9 certain mlaallocatlon of valu-
j =iable resources? In or.ier to ptcvaot auch .an *outcome Sett lon 8(a) (7) (8) of tha

T )t nre s

b- CCSLA prdvldea“that only 50"pet tenCof*quHl”ylIni akpjoratlon expendlturae be
) o mm - e W hd
m Included to eetlafy tha connttmint. Despite thla provlalon, our analyala

e

g
/; Indtcetee_._potontlel_for;|he_dtlllIng of exploratory walla whillehrwould fof"other-

(- wlae;be economic.—. PO

£"s Ear ke

w
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8
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HATUX OP BASE HYSTWS . A
\ *, .

Th* following example matrix la to acrve aa a guideline for the aelec-

tlon of bidding ayateaa In each geographic area. X ley varlabte lo the

determination olf the appropriate nyatea la the relevant coat function, for

tha area Involved. Exploration, development, and production declalons, aa

well an bid aubmlaalon, ara baaed on tha relatlonahlp_ot the coat_functloa_

with respect to an expected revauue profile. Tha contingency component
of tha bidding ayatea can be viewed aa a direct addition to the coat

curve and thus Influences the optlaal private levt** of investment in explor—

ation and developaent and resulting ratea of production. In frontier and
deep water areas, coata eay be at auch extreme levels that substantial
resources nay |,0 undeveloped If contingency payments ara added at the margin.

In the nore developed and low coat areas, moat rcnourcea vIll ba developed
irrespective of Che contingencies aince revenues usually allow higher

contingencies to ba added "efore production la affected or before tha minimal

economic field alxa la Increased. In addition, there la soma theoretically
optlaal percentage of profits which cay ba extracted before production losses
are generated. If It la a goal of our bidding aystem to avoid negative impacts*

to production. It becoaee hecessary to dellgn ayattas which yield the government

this optimal fraction of proflta. Thus, the analysis must concentrate on cost

Geographic Aren

Central, Ueatcrn,
and Laatern Colf of
Mexico

Northern and
Southern Calif.

Fort lon of North
Atlantic - Northern
Ceorgas Bank

Kid. South and
North Atlantic
(except Northern
Georgei Bank)

South Alaska
(Includes Cook 1
Inlet, Shumegto,
Kodiak, Culf

of Alaaka)
N. Aleutian, (o3
bavarian, and f

Norton Batina

biaplr field

fxixple Bidding Syatea Katrf.r «

Water Depth

(Mo meter

.
Ca«h Bonua Aid
Flxad 1/6 Royalty

Caah Bonua Bid
fixed 1/6 Royalty

Caah Bonua Bid
fixed 1/6 Royalty

Caah Bonua Bid
fixed 1/6 Royalty

t o"] cess i
Caah Ijn>i Bid
fixed 1/6 Royalty

«1 -

aah Bonua Bid
laod 1/6 Royalty

Caah Bonua Bid

Fixed 1/6 Royally

i » >

Barrow Arch 6 Cax
Hope laaln

h Bonua I»ld

«fixed 1/8 Royalty

*  * kg

50-200 m»ter

4 ' *e e
Caah Bonua Bid
Fixed 1/6 Royalty

Cj»h Bonua illd
Tlixed 1/6 Rtyalty

Caah Bonut B'.d
Fixed 1/8 Royalty

Caah Bonua Md
Rtxed 1/6 Royalty

f

Caah Bonua Bid
Fixed 1/6 Royally

(m

200-A00 neter

Caah Bonua lid
Fixed 1/6 or 1/8
Royalty

. Caah Bonua Bid
Fixed 1/6 Royalty

Caah Bonua Bid
Fixed 1/8 Royalty
Fixed Profit Sh.

Ctsh Bonua Bid

Fixed 1/6 or 1/6
Royalty

Fixed Profit Sh.

Caoh Bonua Bid
fixed 1/6 or t/S
Royalty

= aM

Caah Bonua Bid
fixed 1/8 Royally

I*

Caah Bo.iue Bid
Fixed 1/8 Royalfy
Fixed Profit Share

Ctalt Bonua lid
Fined 1/8 Royalty

Cub Bonua Bid
Flxad 1/8 Royalty

Caah Bonua lid
Fixed 1/8 Royalty
Fixed Profit Shara

Caah Bonua Bid
Fixad 1/8 Royalty

cnoe meter

Caah Bonua Bid *
Fixed 1/8 Royalty
Fixad Froflt Shara

Caah Bonua Bid

rixed 1/6 or 1/8 Ro>

Fixed Profit 5hare

Caeh Bonua Bid
Fixed 1/8 Royalty
Fixed Profit Shara

‘Caah Bonua Bid

Fixed 1/8 Royalty «

Fixed Profit Shara

N/A

t*. o

Caah Bonua aid
Flaed 1/8 Royalty
Fixed Profit Sharn

M/A

Fixed Froflt Sher.i Fixed Profit Shirt

and revenue functions. ,

\ »e . . ‘
For these reasons we propose a matrix which differentiates bidding * Holei.> Witre the profit ahare ayateca la Ilatad It may ilao'be uaed In combination with a
fiacd royalty (Syatra F In the OCS Landa Act, a* aoendad),

* V Theaa arcaa correspond to thoie designated oo th.i July, 1981 Propoaed 5-Year OCS Oil and
Caa Leasing Schedule* 9

ayatema by gunerallsed coat areas and water depth. After analyala of the

coaaents received, a final guideline may be published If the matrix 1l A

deemed to be a useful planning tool, i - . . -j



* Ir_\_gdditi,o’rkl to w_agker depth, there ere several factors which nay
|

affect the level of oil and gae exploration, developsent, and FUR

production coata for aach OCS area. Theae Include dlatance to.ahore,? f

- - a - * .
physical field dInanalona, production characterlatlcf, quality of oil J

and 8Ja, geologic surface conditions, and clinptlc eleuenta. These

influences have beeo considered In the bidding eystera L"ecocanendatlons"

shown In tha above aatrlx and included In the analysis wherever possible.*-
SPECIFIC QUESTIONS . ; > 1

To ssslst in thla detarelnatlon of policy direction regarding
biddingsysteos, the followingquestions are Eresented to all

M IO
ﬂ ox ¥ " xy,
to of farcoanenta on * 1 jj *

Intersatedpersons. Stespondanta areinvited

*

these specific Issueaj or any other topics gemano to bidding systdns & a

which nay be appropriate to use lo future OCS lease sales.
al* - t

1. Is Yht publication of a baae case «Atrlx useful as s (scans of Infomlog
tha public on policy direction? . /. ¥
- i
2. Are there any additional ayateaa not dlacusied abova which should
be cooaldered for futura sales? v o, ., 1 1* j
3. As Indicated lo the bidding aystra aatrlx, the bidding ayatena recoa-
oeoded for usa are a function ofwater depth and locnllon. la thla \
- Fe »
' f L] L] O-*', V *j
. . , VL .
: v o “
- o o _ «“<s 1 “ .
o > . Je <ame" . - ?

(o

- . . o -0
if « fo\" ' F,i*:e Yi} *’?2(,«*"_’)10

E*a
C Vv _! o - r . _eee¥e’k, "> ey e
< iV ee o - *ttUa *\ I .
- 1 i vitkJl
g f 10 my "g; b v Lo, 3
S
N
w mVVe 2v-; .aab e? s i -
. *h " <o/ tmk-_: m jgro;e kV .

v-137-. VvV,

ol*e

xpproich iccepdblc? Whit specific ilternitlve fora ehould t utrlix

ve propose

folloul Are the epectflc ere* endveter depth dellnestlone
m considered edequite to dletlngulehcost fstturcsT .
A, Whst chsnijas should bl esde to th*specific bidding epstene propoaed
In thle nstrisl . _ e ] , . = . *e N
S. Should bidding ayetene recoxcended be function Of vlldcet, developecnt, L
or drainage type on a trsct-by-trsct bsslsT,” .. J ;i
ty - m - . . _eee* o - -V’E;
t 6. Our proposal relies upon the continued teetlngof a fixed net profit shtr* * .S°
s ”systea In high coet areacas mmeana of pronotlng exploration sod develop” -
e K . w ) 1t v,
>, nsnc, without the risk of contingency peysaot* being obligated before coits 1
- »eom 171 ~ "
* are recovered.. Te this eviable ayetcsl -Whst are tna sdalglatratlv* costs r* *
fi associated with .this ayafea? S . v>*oo L ru ».*J \
7. What profit ahafs paramstars ara. sultad to aach region?
» | &
»«:. ;.. ADORCSS X e < . "1
. tloo aust b* subeltted by - March 3, 1.982 to th* Assistant Secretary, . .,
) ) < " o &)
Land and Water Resources, Attention David Russell, Xepartnsnt of the Interlori;~ i
. T | - . .
m) Wsahlhgton,.D.C. 20240,"". , 175 "> " - eceece’ o
o o i: m)j me;* "y C* j sk o»* * -
TOR fURTHER IWrORKITIOR.: r i
5 < o™ <K . % i

5
Quae™™ na concerning this request should be referred to either Thous Xesdlngar

on (20.) 3*3-3121 or K. Theodore llelnts on (202) 343-72)8.

* " ]
., Y - W Smr
‘e WV L@,? J.-S AN j* . . \Y%

" ti \ i 3 “Carroy r* Carruthert *
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- Aaalatant Secretary (or Land find Water Reaourcaa
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R, R. Burke
Vice President
Production Exploration, U.S. &Canada

M?r Spnopna y s et 11

Fdouwary 23 192

Assistant Seadary, Lad ad Waa Rsauraes
of the Interior
Weehingon, DC 22D

AITENIION [Cavid Russdl

RE %mmnscnma GCotinentd  Shdlf Bdding Sgens for Al ad Gs Leese
es

DCex Sir:

This letter constitutes the conmarts of Maaion Al Copay CMaaiat?) in
regooee to the Ogatnat of the Interior's ¢ Dgoatnat'’) regquest for anmart
an Quea Gotinrentd Self idding sygens for oil ad leese sdes (Rt
for Comat’), 4/ Fad Ry B33 (Jaay 5 . Maahon vdanes the
Opportunity to camat ad cnmards the Dgoatnat's efforts to aadmn
eqoenrrerta]m with biddng sgans that cotain sariaus deficdences. W aso
s efforts to provde early guddines e to the bhidding

to te‘eajfor alage gap of tracts within a regaon as qqoossd to
ﬁeg’%]rg biddng sgens a1 an individual tract besis.

Gaad Gnmats

In the Reoaod of BEqanmeataion sedion of the Dgpartmet's Reges for
CGrmat, the Dgoatnat oulines the seriaus deficdendes inherernt in various
"dtmaﬂ Vdeeﬁ hcdrgadsgaars I\/arai’r:nthe agess thatelﬁ’ese b'obicég sydeanis ae
sexi Y cent ugoats Dgatneat's prdiminary 1Sion to
doadn future eqainentaian with tem  Futhemare, Marthon ugss that the
fdloning sgans ke usd in fulre sdes

Royaty Bdding

Red 3B 1/ 20Roydty

didng Sde ty

Ng Profit See Bd, Fxed Geh Bns

VWak Comiinat Bddng, Fxad Bols Fed Roydty

With respea to Foed 3B 1/ R0Roydty, the Dgoatnat states. A presert, ve db
nat weh to test this sgamin 192 sdes becase of the ugat red to axad
produdion ad exqdoration disincentives.”” Maain ugss that this bd sygam
nat ke wsed lbbsod 1982 Tre ugart resd to eqoedite oll ad gess exqoration
ad produdion will nat ke natenally deaessed in aly ae yes>.  In addition,

AWNE
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Cgatnat of Interior

Fnay 2

e of akbddng sygeanwhidh is a disincertive to oil ad gs exdoration ad

ion will contribute to fener discoveries ad less produdion of oil ad
ges, thus resulting in higher prices to the pubdlic.  FHnally, significant wse of
this bidding ysemin the GiSocud st a"Sadad” whidh nay ke godied to
lads aher tian the (IS resulting Iin greatly eagyEaad exploratlcn ad
produdion disincertives ttraughout the nation

Soedfic Comarts
1. Pubication of alese e matnx

V& sugoart ication of alese = netrix ad bdieve it will poude

mreur‘re to ciently dan for exparation activities ad pudat
inestmat si‘aijes

2 Ue d addtiomna bhiddng sgens

Ve db mat co=der sdats aher then those induded in the lese Gaee retnix
to ke wathy of future ue.

3 Bddng sdgars a5 a fuxdion of waer dgah ad location.

W& sugoat the cooga that bidding sydens e, in part, a function of water
dgah ad location. W& further sugoat the area ad water dgah
celineations pgosad . W& strogly uge the Dgoatnat to gody these
criteria in aflexible naTe, honea, wEg the sme biddng systEan an

aatiguos tracts s nudh es posstie to ponde joint exqdoration ad
unitization of tracts.

4 Sogedad daos in the pgoossd bidding sydats
V& sugpes thet the Dgoatnat tee a /8 royalty for water dgais of 204D

neas In Nothem ad Sauten California ad Sath Alesdka Hrihemo e,
e(ﬁtkﬂﬁerqeltysku]drdec&d%maﬂ waler dgdbhs

5 Bddng sgens a6 a fudion of agesge type

V& b ot sugoat the caaoga of dooaing hidding sydgens an atract by
tract beds as a fuxdion of wethe ageece is of the wildcat,

cedgrrat, o eqloaoy type. bdieve this coud aedae produdion
ddays ad pddas in unltlzatlon particularly in frontier arees.

& Vability of fixed net profit dae sgan

W agee that a caeh bos hid/fixed net profit dae sydgemnay parde
eqloation ad produdion, particularly E)’l dsp nae ad in hostile
enranets, poudaed the net profit dare paaatage ad capital

recovery
factor are st a gyagxiae levels. W& egee in gaad with the lese s
melrix as stated

AGO 886425
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Fanary 23 192

Nre of Marathais fixed net profit dere leeses is & yet apoduding
leese. Maahm, therefore, does ma hae aciud eqoanae with the
administrative aodts arising aut of the fixed net profit dere acocourting
reguations. Madal agess, honea, that efforts doud ke nace to
nnmze the admnistrative budas an lessess ad the golamat

In addition, Maatlhon bdieves that the caeh lbows id doud e eligible
for capital recovery, particularly in water dgats exaseding 40 neas
(o vwae dgdts pacady will require untried produdion sydens ather
ten mand bd.‘cdn-ﬁxed patfarns) ad in ice aess of nathem waters.
Tre Naticodl Ratrdeum Goundl's report o "US Arctic Gl ad Gs'),
Caenina, 1981, aotains esindtes that in Arctic arees at least 9to 4
years will ke reguired beveen aleese sdle ad aonmaoanat of production
This repat sates that regad  trangportation sydans ae vay sensitive
to the aduel ecoaic aasxgaes of eadh Arctic regon, haag, this time
factor aoud ke een lager for initial discoveries in gven regos.
Trese lag ddays befae ay recoary of initial iniestment, i.e., ceh
lbos bid, cald daer eqoration ad dedgat udess tre initial
iInesnet is eligible for capital recovery.

Aso, ve sges that the capital recovery factor ke godicalde to all
platforrs, ad devdgarat dan wells on all platfors, in addition to the
first patfom Wthou this daoe in the sygam it is pdoede that the
first patform nay kbe ecaamicaly attractive but suosegat datfans

nay
mt be Ths codd greatly deter codee dedgaat of individual fields
ad aaodd ke a significant disincertive to the escaoanic justification of
regod transportation s,dans in a gven regon
7. Profit dere ppargas suted to eedh regon

V& bdieve the blowing net profit dare parandas n?éequ’qmate
provuded the capital recoary factor is a;fjlcakje to ' ecEah bos pad
ad all patforns ad cdedgrat dan wals an those patfans.

Water Dedh (MEEs)

Gaogadic Aea 050 -2 WD-4D 4D+
QUf of Medo %36CEF 10
Nothem ad Sauhen Calif. 4V 15
N Gaogss Bak 49015 40 20
Atlantic eocea N Gaaogss Bak 496015 AV 1.5
N Aleutian, Naain ad

Noton Begrs TDoEE 25
Digpir Held WoEEI3I0 TJoCEE 30

Barown Adh ad Hye Bean IYoEE 30 XYoEE3r
AGO 886426



qulmﬂ of Interior
Febvay 23 1P

Wmma&mmmﬁommﬁﬁggga&j ag|an wish to
inat Dgatneat's efforts to acoondi edqedting
aation ad cedgaat of the nation's @S resources.

Yaus vay truly,

AGO 886427



cfticx Ar tet szoctakt
Tor Release Pahi-aary 5, 19B2
c c ErrxsT *xtt xebouwces sgoczs? rot ysaac*zsm.ricgs cw rxrt kxsjzt

vjoor rcra ooteb ccjmnnrrAL ehtlt oil no cxs uasrs

Secretary of the latarior Jim i Watt s.nDOuoced today < call by tha
n*vlv crested Minerals Management Service for rKOaatatUtloal oo procedures
to b* utilised by th* Departaent la evaluating bidding an th* Outer
Continental Shelf (CCS) to oasur* r»c*ipt lay th* Anericscn public of fair
Burbot value fox landa leas"d by the Departaant.

Tha request vu published In today"a Federal Recintor describing
tha procedures followed by th* Department ip fh* paat and a rang* of
option* Including thre* alternative method* for assuring fair »ark*t
value for OCS tract*.

Constants ar* to be auhsdtted no latar than 12100 noon on Marc* 8,
1982. Th* notice also requested cooraanta 0o propoaed special bid acceptance
criteria that voold ba appU -abl* in frontlax araaa of th* OCS.

<The equitable and officiant determination of fair »ar)c*t valo* of
bids for OCS tract* L* a mjor *t*p involved in streaalining crar OCS
leasing program, *sald Secretary Watt. *X belirv* v* vill profit froc
th* "fim and recocaandatlon* at th* public* th* regulated Industry and
F»<6*ral, Et"te, and Local gor*EE»*ntal entities, all of vhcac Z encourage
to respond to th* call for advice,” th* Secretary aald.

Th* evaluations of OCS tracts could k* pcrforord by the Department”s
Minerals Management Eervio* (HS) , vhieh ~ro) established by the Secretary
on January 19, 192, to replac* the former Conservation Division of th*
U.S. Geological Surrey.

Coenenta on tha Secretary®s proposals should be forvarded to Mr.
Hill 1aa P. Pendley, Acting Director, Minerals Management Service, *ooa
6651, Main Interior Building, IBth and C Streets, K.W., Washington,
D.C. 20240.

AGO 886428



WNTED SIAIES
BEARNANT (B THE INTHROR
Mrerdls Mregeat Sernvice
Tracd B/duation Roosdues to Assure Reogpt of
Fair vaket \dwe for Quer Gotinental  Shdlf
Al ad Gs Leess

ARNCY Mrerds Mregmat Senice, Interior.
AOION Rges for amats

SR e Dgatmat sssks to identify the noat efficient,
sracticab.e, ad reliable ndlod o ndhos of tract evauation for
punpoess of assuning recaipt of fair nakat vadue o lads it leeses
for oil ad gs eqoaion, ad cdadgnat on the Quea Gotinental
Sdf @S pusat to the ASlass A BUSC I @ s

Ths solicitation is necessaay to dotain aanmats ad recomatHias
fran reresentatives of Fedard, Sate, ad local govamatd aganaes,
industry, ad the pubdlic. Gurat tract evduation poosdres ad
three gaios ae pesated for anmat

DANES Gnmats ma ke suamitted in witing ad recaived In RonG33,
Man Interior Buldng by 1200 mraon, ESI, Mdh 8§ 1932

ADESES G@Omats nay ke naled o ddivered to M. William P "edey,
Ading Director, Mnerdls Mregat Sernvice, RonG@&, Min Intenor
Building, 18h ad CSregts NW, Washirgon, D C 221

FIR FURHIR INFIRANION CDIAT M. Riat L Rowx, (3B 880741
FS IB7R, o M. Jes N Parish, (0B SD7EH FS 9B a5

AGO 8Q6429



2

N TR BALAION AFROEDYAS  The Seaetary of the Interior

is required by lavto assure that the Fedcrd Ghamat recaves

fair nadet vdue for the lads leesed ad the rights aonveyed wen
leesdng S resouocss. S4B USC 134D |1 1978).

Ut pedt- pooedres all high khids recaived for S leases ae
eanired to dalamire wether o it they constitute fair narket

vdue. Tre hgh bhids sulmitted are aonarad with the resdle edlinate
d vdue es5ged to eadh tract by the Mnerdls Mregaat Service (MWD,
(famely the Gxresenation Division of the US Gadagcd Sney).

N% utilizes a "Mbite CGaxlo Ardyss Mitiad ™ to daotiain a raoge o
vales'' to ddlemire S presde edlinate of vAue for eadh tract.
Tre Mote Cxdo simulation nethod hes been cosidared gporgxiate for
the evduation d oil ad gs eqoaoy pogoeds becase o the
uncertainty of the data whidh ma ke s In the evduations. Tre
fdloning is a description o the Mirte Cxlo netihadt

1. NSbedindes the rage ad distribution of posskhe vAues o
exch variable that will affect the utimate ataone of the oil ad
oS ventue.

2 Oe\du* famthe edimated distribution of each variable

Is sdeded a radomad the tract \vaAue is anpued =g this
aororetion of variables. This aorpuation deemines ae part

in the final distribution of possde tract vdues, Assood vdue
framthe distribution of esch o the variddes is then sdedted a
rardom ad the resulting tract vdue is aonputed to ddlemre the
ssod pant In the distribution of possde tract vaues.
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3 Ths porsss is repeated, eadh tine with a st of vdues
sHeated framthe edinated distribution of each variable.

Tre naan of these vadues ad the dry de aosts are then sulgeded to
arisk factor to detemire the presde edinate of vdue for atract.
Tre risk factor reflects the quality ad quantity o the ceta usd

iNn datemining the characteristics of the progpedt, as wdl as the
et suooesses ad failures enooutered in the gedoge rend. Thus,
while the quality ad quartity of data availabe to evduate dffshare
tracts are inportat, the Mote Calo smulation natod of evauation
povudes aneas for dgenmining areliable presde edinate o
vdle e in the aee of uncertainty regarding the predse nesaure
o a particular variable.

Tre Dgatmat o the Interior QD) curently weess t..ree ngar
criteria for datemning the adegecy of bids.  Tre Mote Gado
smulation nshod provides W presde edinates of vdle for eeadh «
tract—the naan rage of vaduss (NRY) ad the disocouted nean race
d vduess OMRDY).  Tre NRY represarts the Govamat's presde
esindgte of \vdue for agven tract. Tre [DIRY reaesarts avadue
edinmete reflecting rea1e ddays to the Ghamat if the kbid is
rgected, i.e., it rgaesats the pesat \vdue of leesing the tract J
a alater time. Tre third criterion, widh 1s pgoared by the
Breau of Lad Mregmat @BN), is the agaage evduaion o

tract (AO), widh is the aaage of all bds recaved an a

tract, Induding the Govamats pesde edinate of vaue. Tre
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AT Is the nedenamwadyy naket rices ad canpetiion ae
implicitly corsidered.  If abid ecass the NRY or the DMRY/ the
hd is dnost avwas acoged  If the bid is bdowbath the NRY
ad DIRY the lad is then anpaad to the AT In detemining
wethe the AL is areliable criterion to asse=ss the recaipt of
fair nrakat vadue in a particular instance, Wb ad BMoonsider,
aay aher things, () the nntr of bids o atract, @ the
reliability of the evduation data, ad @ the edstace of an
andady lovbd an the tract.

Tre aurent poocedure for tract evduation 1s, in essae, an atent
to pouce a sgparate, addtiod mmaket, ad hae artificial,
esinate o the vAue d eadh tract offered. Tradt vAlue estimation
inohves gagdysca ad gedogcd ngqarg ad andysis aayded

with an dabaoate ad aordex, ad by Its reture arbitrary, covpue
pagan Ad estadished proosdure hes lbean dedgoad for the tse O
ah tract vdue dimates in resomadirg id acogdace ar regjection.
These prooedures, in part, adust for the infomation catained in
ather bids to red.e the dass that bids will ke rgected, nat
becase they ae too lon, bu lbecaese the tract vAle edlindte is

too high Tre Inheret ucatanty in ay mmaks, ad hawe
artificial, esinate of atract's vaue rasss saias gquesias

aoat the visdbmad effediveness o a strategy that incurs substantia
aosts for tract vAle esindates in an atenat to detamire wet spedific
hoh bds db mat constitute fair nakat vaue.
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5
SHAMIND BALAION AHRCGES O of the prgoosds for stream-
lining ad acoderating the (EE leasing poosss is to inoeese rediance
an the naketdace ad the pesaoe of conpetitive bidding for offered
tracts, rather then to rely ah a Goamat estadished presde
evduwdion an ey tract, as the pimary nears of assuning receipt
of fair nrakat value.. Thae ae dear gars inthe intemal efficiency
of the Dgoatneat's leesing activities if the oosts of tract evAuation
an ke redoed Mbe inpotantly, the ecaanic efficiency of explor—
ation ad cdedgnat e ke inposed by relying naoe fully on the
leesng nalat ad less 00 Gamat deadgarreking to datemmire
wndh tracts ae leesed Qedater reliance an the free nakat ad
caTpetitive bidding for eassurae of recaipt of fair nalet vdue redices
the likelinood that eqdoration of a progoedt will e uTecessaxily
ddayed bease of alad rgection that ves bessd an artificial ad
uncertain essundias.

Howea, the tract evauation sgemnay hae adtbd an additional
deterrent to dsoouage systerdtic udatadding ad cdllusion by,

in effect, inrodudng the Ghamat as an additional bidder.

Ths assurace while sugedt to the se defidendes hes lean aon-
Sdaed inpatat o) danege, poven, a dadgat tracts an widh
ae hdder hes potertially superiar infomation.

Athough a srag caee éan ke nacke that the leese nakat itself
assres recaipt of fair nakat vaue, there wold gqoeer to ke a
benefit fran continuing an appropriately szed ad desged effort
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6
to revew a least sne of the khids received. Substatid daoss
in hdding pattens o the limited availability of infomation an
resource rogoeds aoud provde opportunities for se bidders to
agan fram udatidding o cdlusion.  Aqd evauation proosss is
reeced that will provide essurace that fair narket vdue will ke
recaved for leases ean iIf audh opportunities dud arise. Arevew
poocedre that provdes a aedible ad cost-effective deterrert
aganst udatkiddng ad cdlusion wald effectively nest this resd

In the QS pagam the nadket \vaAue of "thre lads leesad ad rights
aneyd’ dearly dgats ahthe oil ad gss pogoeds O the tracts,
the eqoedaed prices of ol ad ges, the aosts A @S gperations,
the syqdy of leeses ad substitutes, ad the financial, naket, ad
techrdogical characteristics o potential bidders.  Tre naket vdue
d leesss is a the natket \vdue o the oll ad gs eventudly
dsoowered o poduosd, bu the vAue of the right to exqdare, ad .
if there is adscovery, ced@ ad poduoe, sugedt to awce aray
of constraints. Tre natket vAue of aleese is its vAue a the tine
it Is offered, gven codtias a that tine. It 1s mt necessaily
the sne a5 the vAue of the leese a a later time.
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In sumay, to assure receipt of fair naket’ vaue for the rights
anea by an @Slease, the Seadelary ma datemire that the
Enat received for the leese is the price that 1,, or waldd be,
saet by anakat widh is sufficiently conetitive to yield fair
transactions lbavean buyas ad sdellers. W define fair naket
vaue as the anaut at Widh prgperty wold daeoe s lbevwean a
willing bwyer ad awilling seller, neither bang ude awy aorpudon
to hy o sall ad bah havrng reesoaelde konkecte of the relevart
facts. W bdieve | ke fdloning guddines shaud ke reflected in
ay poosdre adoedt

1. In deading lowvto asare receipt of fair naket vaue, the
Sodaay dodd cosider @ wadh a variety of dgedtives ad
factas elnaaed in tte C s Ad as anadd Induding costs,
administrative burdans, ad ddays in eqaoration.

2 Hd rgjection dedsas ddd ke lkesed o evduatias 0

a6 to ke deferside a8 ma arbitrary ad capridous.

3 Trad evdwaios ddd ke doe postsde to aad the exesswve
ad ure=ssaay wakoed ilvdved in evauating tracts an widh khids
ae mt received

4 Gorpdition in the leese naket dadd ke s a8 a principal
besis for aocoging kids as fair naket vaue

5 Rrdmsdedion o tracts for evduation daud ke wsd in
establishing a deterrent aganst udertadding ad collusion.
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Tre 0D is in the final dages of devdgang a pocedure to codua
postsde evaAuation of a portion rather then all tracts receiving
bids. Acosideration in desiging this proosedure will ke the effect
o Ghamat reales for agven evduaion tedmniqe.

In desiging a sydam the aosts of tract evauation ad bid rgjection
me ke waged against the benefits. Vo types of aosts are baing
addaed  Tre first is the aost d the evduation poosdre itself.
Tre ssaod is the aost O the dday in resouce exploration ad
dadgrrat that resuts wen ahdgh bid is rgected.  Tre imoe
eqaded to ke gararaed by the cedgat o the resouass of a
tract msa ke dsoouted to reflect the effects an the productivity
o the eooy of ddaying the availability of vauade resauross.
Tre edat o the dday as- by rgjection of akid dgoadts o the
tmng of the Nedt sde, asaunirg of couse that it will ke bid an
ad leesed at that tine.

OIS Tre 0D is in th: final dages o revenng gatias with
regad to evduation pradtices for GSleese sdles. Three gaias
ae ute adive cosideration widh presat arage o consideraions.
Qaiaon 1 reflects reliance yoon conpetition & a ttvee ar noe khid
led for bhd acogaae with patgs ro ssnding a a 5 paoat
radbn spde o these hids aontored with a 3 to @ paoat sspde
o ae ad tw lkd tracts widh aoud ke adom o part adomad
pat kessd o0 pectemined criteria. Adelys s of tracts sspded caud
ke kbeeed partially on aovpaaive andysis.
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Qoion 3wald dace noe rdiance yoon Morte Carlo quantitative
eduations for asmpe of pogoads sufficient to cover aoot
6 paroat of the tracts receiving bids.

Qaion 2wodd andore denats o Qaias 1 ad 3throuch a desd
syeaing poosss. A andlysis to date hes fooussd an this option.
A initial soeen wald provide for acogtarce of all high bids

o1 structures  hevig tracts wWhidh recaive three o naoe valid

bids, uness they cotain drainege, poven a cedgat tracts,

o ae sHedead for further evauation by NG ad BMin ¢ 25 paoat
se g precetemined criteria o sdeded in an additional
5pgoat mdmsande Sisegatly, an evduation o ssnded
tracts nay ke nace Lsng caonparative ardlyses. Afinal soeen

wald endoy Mote Calo tedmigues.

Adescaription of pgooeed paosdures to Indavat eedh of these
three gios is pesatad in the fdloning secion. Respodats
doud co=der the fdloning pddens in anmatirg o ay of
the three gotions:

O Wiadad inpications with resultant Goamat eqase o
pgoocsed sede sizes.

@ Difficulty i;a gdying caonparaive adysss that ae aedble
ad yield consistat preddade resuits without sngy addng an
darat o layering bavwean Lee of carpetiion ad quantitative
analysis.

@ M o the tedmicd effort invoved is endoad in ngqarg
to defire tre reture of the pogoead o structure ad in devdaaing
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input for the Mirte Gardlo nocd. Inoeesad  rliance an conpetition
aadcs these Wwo hdh waldaed arees.  Goparaive ardlyses ae
dgoadat o quantitative evduations to identify possde cadicetes
for rgjection.

@ Bduaias o getract o) astructure or pogoeat will regquire
ngg of the entire structure or progped. Snpe size daud
therefare reflect all tracts o1 a structure a pragoett basis.

EARES Tre fdloning ae eangdes o pgoosad prooedures for
eah d the ttree gaios ude cosideration. \aias cardretias
ae o au=se possbhe. Regoodats nay addess eech o the three
gaios ad/a ay dhaer evauation pooedues they doose to reconmad
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Qaion 1 - Rinary RHianoe an Gonpetition

This gaion foouses o1 evduating fendad tracts ad relying an conpetition
dow o nanyad tracts to gve aafidaoe o recaipt of fair naket vaue.
This gaion endoys the fdlonwing steps:

Sep 1 - Ay "fase bd'* criteria to all khds recaived to discourt for
axardady low, specuative, o adombids.

Sep 2 - Aot 1 paaat of the high hds an tracts  receiving three or
nae valid bids. Altermatively, sugeat all tracts receiving
three o noe hds to a 5 paoat admsande

6
Sep 3 - All tracts an a structure ar progped containing atract receiMing
three o nwe hids, uless rardonly sdeded In Sep 2 wold ke
denad to ke conpetitively bid ad aocogaed

Sp 4- Sged asmde of Dto @ paoat o all tracts receiving
ae o \Ww hds to a arpaaive (qualitative) evaluation.
Al tracts an astructure o progped wadd ke induded in
the sande

Sep 5- Aaa bids an all strucures mat sde e dor* for sanding.
Aagdt hids wae there 1s ro identifiable structure or ragpect
assogated with tracts receiving a least ninnumbids.

Sep 6- If the structure o pogoea 1s evduated, acoeat all high bids
1f the amoaf all tract (o strucure) evdwatios doe by NS
des il eced the amd the high kids for the structure ar

e praogoedt vaue.
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Qedias
1. Suld the Gamat rely an the nakat dae to assure recaipt of
fair nalka vaue (i.e., aocoga high hds o tracts without evaluation)
o duodd it revew (evduate) a se of tracts recaving khds?

2 Sudd tracts ke sdeded for evduation radoly o acoading O
predatemined criteria (sdedive)? Sald the sade ke split lkbetwean
radmad saelective tracts? If so P

3 Hwlage a smde doud ke sdeded for evduatiar? Sodd it e bavwen

S paaat of all tracts hd of? Is a5 paoat adomsane sufficient
to pevat ad/a detedt cdlusion ad systardtic udetaddngy?

4 If selectively ssnded W, if any, of the fdloning ar ather criteria
dodd ke wsd?
a Tre adbeny ad availability of gedogca ad gagdnysicdl data
for further evduation o certain tracts In atimely ad ocost-

effective nrare.

b. Ni&interpretations of gedogca ad gegdwyscd data widh
ae avallable nay dearly indicate that certain tracts o gajs
of tracts e ke judod to e o ider);tifiaole structure. Trese
tracts wadd nat ke induded 1n the sade

c. Gopition for certain tracts a conpetition for the sde iIn
gad nay ke denad sufficient to warat that the strucure(s)
nat ke induded in the joint ssade Agedater rdiance aan ke
daced an the naket espeddly if the runter of bids 1s high,
ea if it is possbe that an indgoadat evauation wold
gererte akigh vale. Wiee possible, conpetiion shoud e

judgedrelative to availabe NS daia
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d Tre history ofatract as eddao=d by past offering, leasing,
rejection, adexploration nay ke the besis for nonsaedtion.
. P+ high bids ad pest evauaias nay ke casidered in
conjuction with curent high bids.

e Uhge bhddng petters spedific to a sde nay indicate that
anmpaies vMew gedogce trends in a different na then Mi%
ad therefore, BNy weh to carefully revew posside alter—
rete interpretations. 1N addition, wae specific hdders nay
differ substantially fran aher hdders further evaluations nay

e e eomaded Srudues cotaining a pattem of axavao"dy
bid tracts wald ke sdeded for further evaluation.

f. SHedion will foos ayeater proporion of the evaluation on
tracts receiving fener bids. If systedtic udaetddng is to ke
deterred, paoatage guddines for eedh hd categary wold ke
flexible ad pemit sde spedific considerations.  Generdly,
uless pectamined dgoartmeatd criteria indicate a necessity
for further evaluation, structures containing tracts receiving
three or nee bids will be corsidred to represert adqete
conpetition ad will ke dsanad to ke acogpiade.

g Pesat vdle ddays in Ghamat recaelpts assodate with the
tine cuanad by an evduation will e cosdered Srudures
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cotaning tracts receving hicgh frot-ad boiss will ke
noe carefully anpaed to aher selection criteria then loner
hd tracts, if all aher factos ae eqgd.

Sndd all tracts sdeded ke evduated an a structure ar progpedt kess?

At wet level dadd the id cutoff pant Indicating adegete conpetition ke?
A three bds? Hdwa? Lona™

Wald ae o two hids ke adegete conpetition for assunng receipt of
fair naket vdue if there is a particular nuntoer of hdders In a de?
Fo eande if thare wae 2D adive bhiddas in a sde ad aly ae kd
IS recaived o atract o structure, does this rggresart a zeo bid by
all aher partiapants? If yes, lovnary bhidders wold constitute a
conpetiive sde? Wat aoridretion of nuntoer of kids recaved o a
tract with the nunioer o hiddars In a sdle assures recapt of fair naket
vdue? Sadd the nuintlier dage fran frontier arees to dedgoed aress-
a n?

If aaopaaive evauation poosss is i to reonmard acogdance
- regjection of hds ontracts sdeded for evaluation, wet nethods
aoud be endoed? Tre use ad efficacy of auch nethocs shaudd

ke d soussed

Wald a caonparaive evaAuation paosss ke sufficient as albeds for
bid rgjection o did a anpdasawe ecoong resource (Quantitative)
evduation ke doe?
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Sald the high bds on the tracts an a structure & progped ke acogaed
if the amof the hgh bhids recaved ecsss the Goamat's vaue
for the entire structre ar pogoet?

Owhdh besis  .iadd the Ghamat atenpt to assure receipt of
fair nrakat vaue—) o1 eath tract leesed, (@ eaxdh structure leesed,
o @ for the entire sde aea taken as awde?

Wt is the vdue of ad the potential pddars assodated with havirng
the high bdder(s) an ae tract, in effect, subsidze the high kld(s)
an aher tracts, as wold hggoen wen all the high hids an a structure
ae aoogad if the amdf the hdgh bids easas the amd the | rad
vaues an the strucure?

If & least oe tract an a structure 1s datemined to ke conpetitively
bid, dud the hgh bd an all abher tracts an the structure or

progoed ke acogaed?

Hwdghoud a “'strucdure’” o "frogoed™ ke deined? daang catou?
Resodde dedgmat ad goeraing unit? Qa?
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Option 2 - Intermediate option using a phased screening process
Pdimmnary Badation

S l. Ay mase kd criteria to hds recaved in sde to dsoourt
Speauative or radmhbids.

Sp 2 At all hgh bhds o sructures hevig tracts wWhidh recaived three

ma noe bids uless the structures contain drainege, poven, or

dadgnat tracts a ae sdeded for further evaluation by NWB
ad BMin a5 paoat smpe of all tracts recaving bids sdeced
an the basis of pedgeemired criteria (s (Qiion |, question 4) o
sdeded iIn an addtional Spgoat amdonsande  Tre sdedion o
tracts r further evduation will ke N®k on a structure ar
pogoedt beasis, i.e., all tracts o1 a ssdaed structre o progped
will ke further evduated

Tre fdloning definitions gody to these tracts:

Dryege Trad - £ tract widh hes anearny Wall viid is cgoade of
poddrg oll o g5, ad the tract aoud suffer if
>d vlten a.dh awvwdl is daoed on produdion. Tre
rrrrrrr ir interpreted to edad ude the darnege

tract to e extart.

Roen Tradd - Apreviodly leesed tract widh is roveqared bu
atans kowv ol ad/f gs resenves. \dune o
resenes nay a nay mt ke kown
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Dadgat Tract - Atract widh hes nearby walls with indicated
hydocatos ad widh is mat indicated to hae
a produdive resenvoir exdading udr the tr t.
There doud ke sone Indication that sne par of
the tract is anthe sme garard structure as the
poaen productive wal o wells. «

Crpaaine B/dauaion

Sep 1l Al tracts ma remomarded for acogdace in the Initial dese
nay ke cogdared for a aonparaive evaluation. These will in—
due all tracts receiving bids on () structures containing tracts
identified &s dairege, poen o davdgret, (@ struciures
havirng ro tracts recemMing ttree a noe bids; ad @ structures
sdeded on the bess of pedgtemied criteria o as pat d a
radnsnde Tre aypaaine soeanng pooesss is desged
to expediiously ad efficiently identify tracts for wndh bid
acoedtance reconmateias ae gooroariate without the resd for
a detailled egnearing ad ecomic dsocouted caeh floww evaluation.
This testing process involves aopatisn of the: Hgh bid velue
with acoegdade hds o tracts on anparede structures ad/Ar
resource ecomic vaues caladated presde for hypathetical
tracts with similar gedogc ad aher prysical  characteristics
ah a6 resouce potential, ared exdent d potertial  resenvairs,
dgdh to oatertial reservairs, rdoelde produding characteristics,
waer dgah, ad dstance fran dae
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If, kesed yoon this aoparison, the high bid for a tract 1s favorade,
1t will ke eomadd for acogaace Fallue of ahigh bid to

negt conparative evauation criteria will mat result in a bid
rgjection recoymatteian, bu in a further quantitative evaluation.

Sep 2 Al hgh bds o a structure o progoed will ke acogaed if they
et the vAle o vdAue jugrat dacsd yon the structure ar

pogoed as dilemired by this conparative evaluation.

All tracts mat previously reconmacld for aocogdance will udag a
detailed Mbte Cxlo type dsoaunted ceeh floww analysis. Bd acogtace
rgjection dedsias will e kesed Yo the NRY, IRY/ ad AT,

Qesias

1 @ We ae the ggogmae tedmiques for sandirg tracts ar structures

to ke eduated?
O Adatags ad dssdatags o selective vs. adom sandirng?
v Wd ae googxiate sdlection criteria?
@ W+ is asufficient sshde sSze to dater ad/a detect cdllusion
ad systerdtic ucahiddng?

2 Sudd all bhd acogpanceAgection dedsas a1 a strucdiue ar pragoed
ke kessd yon the s criteria, auth as sufficient conpetition, a
anpadaive adysis, a a quantitative evaustia?

3 Hwshadd a"'srucue” o "rogoet’” ke defined? dosng aatour?
Resoede cedgmat ad goaaing mt’S? aa?
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4 wnidh besis dodd the Ghamat atenpt to assure receipt of

fair naket value—() an eath tract leesed, (@ eadh structure leesed,
a @ for the entire sde aea taen as awde?

5 Wa is the vAlle of ad the potential pddens assodated with havirg
the high bidder(s) an ae tract, in effect, subsidze the high bd(s)
an aher tracts, as wold hlggeen wen all the high hids on a structure
ae aooaed if the amao the high hids ecaas the amdf the tract
vaues an the structure?

& If a least a®e tract ah astructure is delamined to ke conetitively
bid, daud the high hd o all abher tracts o1 the structure ar
progoed ke acogded?
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Qiion 3- Rdianoe an quantitative evaduation eavdoying Mote CGxlo
tedmigues an tracts covaring a ssde o prospeds.

This gotion wold endoy two steps:

S 1. Asne o tracts wald ke sdedted to ke evduated utilizing
predetermined criteria dedqgoed by N ad BM (ss=e(ion 1,
qestion 4). All tracts an a progoed or structure wald ke
induded in the ssnde to be eduated  The ssnde wold eg dl
aoat 60 paoat o the tracts receving bids.  Tre stmde wald
ke dan in anare that indudes a suostantial poation o tracts
receving three a four bids, ean if that neas a slight redudion
in the sde o tracts receiving ae hbid.

Sep 2 Gnhdee a Mirte Galo type quarttitative evduation of eadh
tract induded in the sade.

Qedias
1 @ WH ae tre ggogxiae tedmigues for sandig tracts o structures
to ke eduaed?
O Adatags ad dssdatags .d sdedive s radm sesadirg?
© We ae gogogxiae sdedtion criteria?

@ W is asufficient ssmde size to dater ad/ao detect cdllusion
ad systendtic udaetadding?

2 Suld the paoatae ke vaied with bd led™? If so lovdodd it
\ay?
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3 Sudd the ssde ke entirely sdective” Pat sdective ad radaom
o totally radn?

ATHR™AINE BD ATEPIAE (RTEHRA FKRARNIER AALS Apdicade to
al o the dope gias is the cosideration of goedd bhid acogdace

criteria for frontier aess Iin the AS

Three of the puposss o the @S Llats A4 ae (D to nale QS
resourcss avallable to nedt the NAllon's @ |ayy ek as rapdly as
posside, @ to kdare odaly dadgrat with evramenta
protection, ad @ to insue that the edert o oll ad retud gs
resourcss is assessd a the earliest practical tine. Siee as mudh
a5 one-third of the NaAtion's udscovered ol ad gss resarcss ae
edineted to udelie the @S ad mdh o the @Sis in frontier
arees wae little detalled gedogcd infomretion exists becaee it
is availdbe anily ttraugh the drilling of bareldes, it is critical
that rewvfrontir- aress ke quickly exqdared. Aprincipal  retum
daained by leasing these tracts expeditioudly is the infamation
cgarnd fram inbdeesaed eqoration ad the resultant redudion In
rnsks in suosegEat offerings.  In addition, deagarraking is
aglacd de to inpoad daa FHnally, oderly dedgnat will

ke atacd in the XS wWidh inceeses efficency ad Goamat
receipts. Tre fdloning potential  altemative nethoos for incor—
porating the gods relating to expediious ad orderly eqdaration
ad dedgneat into ax fair naket vaue criteria are dfered for
amat
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1. Reduce the reservation price by an estimate of the value of
Inffomation. Sroe this vAue is greater in frontier arees, these
tracts are nae likely to ke aoogaed  This redudion wold ke
lesed on acogped, nonarbitrary nahaos of estif'ting the deaeese
iNn risk of susegat dfferings ad the alternative oosts of dotain—
ing such infommation.

2 FRde the reservation price by the efficdency benefits de to
aderly dadget Tre rgection of alad nay hae a negative
inpedt o the efficient cedgovat of adacart tracts. Produdion
nay na ke feasible uess alage gap o tracts ae leesad
Ghamat reaies nay ke redcdif efficient deadgnat 1s
inpared  CHays in dadgat o entire units nay ke attributable
to indvidual tracts. Trese types of aosts wald o subradted fram
ar MRS

3 Inoopoae the ucertainty of NWbinfomation in frontierarees =
into the criteria. Adstingushing featue of frontier aeesls the
geda rae o the edinated resouce vAues ad eqporation ad
dadgrrat aosts for a gven tract anpaad to the noe devdgoed
regas. Ths is largely de to the geater ucertairnty for nary

o the pprandtars. A presart, areliability rating is powded for
exh tract bu this rating hes Mt lean wsad a5 ahid acogtae ar
rgjection criterion drnce 1t 1s kesad on sugedive interpretations

of the B definitions for eadh rating.  Aa explicit nathad of
incorporating this ucertainty Into aur criteria ooud ke desdgosd
ad eduatiaos in frontier aees whareinfanation is tauos wold
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recave less wagt. e tedmioue wald ke to assigh an ucertainty
keed o the slardard deviations o the NS values ad Lee this to
wadt the NRYwithin the AR, This wodd provide a gester waght
to the nakat in frontier arees. Al tedmigues iINdude e o the
nadan rage of vaues o Ltee o spedific statistical intervals
aaud the NIRY

G- QFESIK To assist in the determination of pdlicy
direction regarding (@Stract evaAuation proocedures, eech resoacat
iIs regesded to offer anmarts with regad to eech o the three
gaios pesanted, ay additional gaions that nay ke offered, ad
dternative frontier area id acogtae criteria. Resoooats nay
wah to eomad gaias lbeyad those desaibed as currently uoer
cosideration by the Dgoatnat in this natice. In desaibng or
recomadirg gations ather then those pesated in this naotice,
reoodats ae regedad to povde sufficient details <o that
distinctions én ke nace bevean the gatios involved, ad o that
all te gias en ke fully evduated Regoodats ae specifically
reguested to addess the fdloning gaad quesias with regard to
eadh option:

1. We hbd led is an adegete Indicator o conpetiion?
2 Wda ssnpde sze dodd ke endoad for evaAluation puposss?

3 Wd agedble amparaive a qualitative ardlysss caudd ke
aedoa for e utler eech gaiat?
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Wet afiact wold adotion of eedch gation e at

() HBddng strateges o pettemrs?

(h) Bdawrs?

© Gorpeitat?

(0) Beastar

(6) DevEgorEt ani Roddiat?

(> Gemetd Ranes?
(

(

0) Administrative budas?
h) Detedion of systendtic undartkdidding ad cdllusion?

~—— ~———

5 Grimaoy aynats rgaesat ardated pddem in detemining
tract vAues, espedaly wae caonpaaive ndlhas are endoyed
Hwsoudd a.dh contingent @aynats ke taken Into acoout In deter—
mining fair maket vau=s?

e WH is anh googxiate nmmumsuamssde par age bid for
OSleese tracts? Sudd that khid vary by regon, by evduation
gyyacadh, by cotingacy ayvat, o by ay aher fada?

Ading Drector Cete
William P Radey
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Vice Preili«it _
Production exploration, U.S. &Canada

Marathon
Oil Company

September 18, 1981

James Watt

Secretary of the Interior
Department of the Interior
Interior Building
Washington, D.C. 20240

Subject: Rejection of Bids in Recent South Atlantic O0CS
Sale No. 5b

Dear Mr. Watt:

Marathon has commented in the past on the.Department
of Interior"s ("Department™) practice of rejecting legiti—
mate high bids for 0CS tracts because the amount of the bid
is too low when compared yith the Department®s evaluation
of that particular tract. Marathon has opposed this
practice and has urged the Department to abandon it.
Because of the recent rejection of seven high bids in the
Department®s South Atlantic Sale No. 5b, 1including one on
which Marathon was a joint bidder, Marathon feels compelled

to again comment on this practice and urge the Department
to abandor it.

Apparently, the Department of Interior"s reason for
evaluating tracts and rejecting bids based on those evalua—
tions 1is "to insure the public a fair and equitable return,
on the resources of the Outer Continental Shelf" as mandated
by Congress in section 102 of the Outer Continental Shelf
Lands Act Amendments (43 U.S.C. 81802). Marathon, however,
believes that Department of Interior ev luations are
unnecessary to insure the public a fair and equitable
return. Also, rejection of bids based on those evaluations
is unfair and conid impede development of the nation®s O0OCS
resources, finally, rejection of high bids could result in
the nation receiving less for its 0CS resources than if all
legitimate high bids were accepted.

1 Letter from R. R. Burke, Vice President, Production
Exploration, U.S. and Canada to Director, Office of
0CS Program Coordination, Office of Assistant
Secretary -- Policy, Budget, and Administration,
Department of t Interior, dated May 22, 1981.
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The fact that a high bid is lower than the Department®"s
evaluation simply does not mean the bid does not represent
fair market value for the tract. The only true assessment
of fair market value of a particular OCS tract is the value
given it by expert oil and gas explorationists forced to
place a value on it in a free market, competitive bid

situation after evaluation of the tract.” In such an
environment, there 1is simply no reason whatsoever for tract
evaluations or rejections of bids. Indeed, to reject a

bid as too low is tantamount to askir. * as many as 50 or
more experts for their opinion of an item"s worth, having
them agree that it is not worth over a certain sum, and
then rejecting their assessment as too low because one
other expert, no more qualified, believes a higher assess—

ment 1S more accurate. Of course, this simply does not
make sense.

The ultimate value of any tract is never known prior
to actual exploration and development. The presale value
of a tract is nothing more than a scientific estimate.

Even when numerous potential oidders utilize essentially
the same geological and geophysical raw uata prior to a
lease sale, the interpretation of tnat data and hence the
estimated presale value of each tract varies widely among
potential bidders. A cursory review of bidding in other
sales indicates that differences in presale evaluations by
potential bidders cause some tracts to receive bids from
some companies while other potential bidders do not bid on
these tracts at all. The inaccuracy of presale evaluations

2 Marathon notes that the sale of 0CS leases does not
take place in an environment of true free-market
competition. While there are many bidders for OCS
leases, the United States government is the only
seller of those leases. The government, therefore,
has a monopoly on OCS leases. This may “explain to a
large degree why, as indicated at pages 8 through
10, below, the government has been able to extract
more than fair market value for its OCS leases.

3 Although a tract may receiv .o.ily one bid in any given
sale, this does not mean that only one expert has
evaluated that tract. Many mere experts have evaluated
the tract. The fact that only one company chose to
bid means that the other experts set the relative

value of the tract so low as to not warrant submission
of bid.
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is even more vividly demonstrated by the extremes of bid
levels placed on the same tract. Frequently the same tract
will receive dollar bids ranging from hundreds of thousands
to tens of millions. In addition, an independent study

made under contract for the U.S.G.S. analyzed 1,223 leases
in the Gulf of Mexico issued in 17 0OCS lease sales held

over the years 1954 - 1969. The study determined that of
the 1,223 individual leases, 62® were abandoned without A
production and another 1555 were productive but unprofitable.
The inescapable conclusion is that the successful bidders”
presale evaluations were totally wrong with respect to
nearly two-thirds of the leases issued. Seventy-seven
percent of presale evaluations were greatly 1in error since
those evaluations resulted in bids for xeases which proved
to be either worthless or failed to provide a profit.

Tl 2 facts surrounding the Department®s recent rejection
of bids in South Atlantic Sale No. 5b once again illustrate
that evaluation of tracts and bid rejections are unnecessary
and unfair. In that sale, the U.S.G.S. estimated the total
value of the tracts receiving bids at $216,026,666.0 The
total sum of thechigh bids for those tracts, was

$363,329,953.80. Viewed as a whole, the Department
received high bids for those traces far in excess of its
own evaluation. In spite of this, it singled out seven

tracts (Nos. 022, 026, 027, 064, 065, 096, and 097) and
rejected the high bids for those tracts. Marathon was a
high joint bidder on Tract Mo. 022. Although the Depart—
ment does take into account the average of all bids plus
its evaluation in determining whether to reject a bid, 1in
each case the Department™s higher evaluation was the
determinative factor with respect to the bid rejection.

As with other 0CS sales, however, there 1is simply no
reason to assume that the Department®s evaluations are any

"Competition and Performance in OCS 0Oil and Gas Lease
Sales and Lease Development, 1954-1969," Walter J.
Mead and Phillip E. Sorenson. March 1, 1980, under
U.S.G.S. Contract Mo. 14-08-001-16552.

Letter of "Notification to High Bidders, Outer Con—
tinental Shelf Lease Sale No. 56," of H. P. Sleverding,
Acting Manager, New Orleans Outer Continental Shelf
Office, dated August 14, 1981.
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more accurate than industry®s evaluations of those tracts.

In fact, a review of the bidding in Offshore Lease Sale No.
56 points out the tenuous nature of presale lease evaluations,
This review shows that the amount by which high bids for
tracts exceeded the next highest bid ganged from $76,124,000
on Tract 017 to $17,000 on Tract 072.

That portion of the sale receiving the most bids and
the highest evaluation (by both bidders and the Department)
consisted of 22 contiguous tracts (Tracts 006 through 027)
on a single geologic structure as shown in the attached
Map One. Marathon evaluated the entire geologic structure
and; with two other companies, bid on eight tracts. The
Marathon group was high bidder on five of the tracts, with
its high bids totalling $225,765,000. This was almost
double the Department"s $121,252,609 total evaluation of
the same five tracts. The Department nevertheless singled
out one of these tracts, Tract 022, and rejected the
Marathon group®s bid for that tract as too low.

Tract 022 received the following four bids, placed by
eight companies.

Mobil $6 ,721,000
Amerada Hess

Marathon

Union 4,613,000
Conoco Inc,

Tenneco Oil 1,490,000
Gulf 615,453
Amoco

The bids averaged $3,359,363. No other company bid on
Tracu 022, even though other companies bid on nearby tracts
and of necessity evaluated Tract 022. The Marathon group®s
high bid was nevertheless rejected because the Department
valued the tract at an astounding $32,970,736. There 1is
simply no reason, however, to assume that the Department”s

The data in this letter regarding Offshore Lease Sale

No. 56 1is taken from the Offshore Oil Scouts Association
"Offshore Lease Sale No. 56 Preliminary”™ and "Offshore
Lease Sale No. 56 Company Bid Summary,™ both issued in
August, 1981.
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evaluation 1is more accurate than the evaluations of the
eight companies which submitted bids and the other companies
which apparently decided that Trac4 022 was not attractive
enough to warrant any bid. Clearly, the Department®"s
interpretation is out of step with the interpretation upon
which Marathon®s bid was based and the interpretations of
other companies evaluating Tract 022.

By comparison Tract 017, located three miles north on
the same structure, received the following seven bids,
placed by fourteen companies.

Mobil $103,775,000
Amerada Hess

Marathon

Chevron 27,651,000
Union

Conoco Inc.

Shell 21,887,000
Cities S-Co.

Getty 1,109,000
Gulf 615,453
Amoco

Murphy 237,883

Odeco 0 4 G Co.
Tenneco Oil 144,849

The Department valued Tract 017at $29,049,168. Here
the high bid was far higher than the Department®s. The
Department accepted the bid.

The bid distributions on Tracts022 and 017 clearly
show  the tenuous nature of presale evaluations. Certainly
the bid distributions do not indicate enough accuracy to
warrant rejection of legitimate high bids submitted 1in a
competitive environment because the Department®s evaluation
of a particular tract is higher than industry®s.

The bid rejections are even more disturbing when one
compares the high bids on the most valuable tracts on the
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7

geologic structure (Tracts 012 - 019, 021 - 024, 026, and
027) to the Department®s evaluation of those tracts. This
review shows that industry undervaluation of the geologic
structure represented by these tracts was not the real
cause of the bid rejections. Industry submitted high bids
for those tracts totalling $305,278,000, compared to a
total Department evaluation of $162,597,293. Rather, the
real cause of the bid rejections was that the industry®s
perceived relative value of individual tracts on the large
geologic structure was different from the Department®s.

The attached Maps One and Two show this to be the case.
These show that the Department interpreted the geologic
structure and assigned values to individual tracts based on
Cuat interpretation. Industry, as a part of the bidding
process, did exactly the same thing and submitted high bids
totalling much more than the Department®s evaluation of the
entire geologic structure. These evaluations are dependent
on the seismic data coverage and geometry, application of
various computer processing and analytical techniques, and
the resulting interpretations utilising sound geologic
principles. The many variables involved in this process
cause significant differences in the relative values placed
on individual tracts even though the general area of a
large geologic structure may be quite similar among the
various interpretations. It is unreasonable, therefore, to
assume that the single Department interpretation is "more
accurate and correct”™ than those made by industry.

As Map Two clearly shows, the interpretation made by
the Department placed the high value tracts south and east
of the industry®s interpretations. For example, industry >
placed less relative value on Tracts 019, 022, 024, 026,
and 027. Consequently, 1industry bid less for those tracts
than the Department®s evaluation. By comparison, 1industry
perceived the tracts to the north and west (Tracts 012,

013, 014, 015, 016, 017, 018, 021, and 023) as having more

relative value than did the Department. Consequently,
industry high bids for those tracts far exceeded the
Department®s evaluations. In short, the Department re—

ceived high bids for the entire structure far in excess of
what 1t could have hoped for, but at different locations
than it expected. Different interpretations as to location,
not undervaluation, was the cause of the bid rejections.

7 Those tracts on the structure which received a high
bid or Department evaluation in excess of $1,000,000.
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Because of the many variables involved, in any off—
shore sale interpretations as to the detail of each and
every tract will vary greatly, even though interpretations
as to tre overall character of a large geologic structure
may be quite similar. In turn, the estimated relative
values of the individual tracts based on these interpre—
tations will also vary greatly. In fact, there will be as
many different estimated values as there are different
interpretations. Industry, through the process of inter—
preting data, evaluating tracts, and submitting bids or
deciding not to submit bids, arrives at a collective
evaluation of specific tracts through the competitive
bidding process. There is no reason not to accept this

collective evaluation, the high bid, in each and every
case.

Apparently, the Department currently assumes its
single interpretation of a large geologic structure, and
its estimated relative values of individual tracts based
thereon, 1is essentially "correct™, as evidenced by the
rejection of bids in Offshore Lease Sale Mo. 5b. As long
as the Department continues in this assumption, it can be
expected that in future sales bids for certain tracts will
be accepted while bids for certain other tracts on the same
geologic structure will be rejected, not because industry
has undervalued the structure taken as a whole, but simply
because different interpretations of data have resulted in
the Department®s distributing the entire structure®s value
among the individual tracts differently than industry does
through the competitive bidding process. In short, if a
high bidder is lucky, the Department®s interpretation will
place a lower relative value on the tracts that bidder
perceives as having higher relative values. If a high
bidder 1is unlucky, the Department®s interpretation will
place a higher relative value and reject the high bids for
the tracts that bidder, and the rest of the companies
evaluating those tracts, perceives as having lower relative
values. Chance, more than anything else, will determine
whether a high bid is rejected or accepted. The Department®s
system of tract evaluation and bid rejection, therefore,
3imply does not operate in a manner designed to insure
receipt of fair market value and is unnecessary and unfair.

The Department®s unnecessary rejection of bids could
even reduce tha amount of money the Department, and ultimate—
ly the public, receives for the structure involved in
Offshore Lease Sale No. 56. If, the structure 1is drilled
before Tract 022 is leased and such drilling indicates
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Tract 022 is not valuable, the government will have lost
$6,721,000 simply because it refused to accept as indicating
fair market value a legitimate high bid submitted in a
competitive environment. In fact, the government may very
well accept less even before exploratory drilling occurs.
For example, 1in Offshore Lease Sale No. 62, held Novemoer 18,
1980, Marathon and 1its joint bidders submitted a bid of
$3,811,963 for Tract 62-66. This was the only bid sub—
mitted. It was rejected because the Department valued the
tract at $21,703,136. In Offshore Lease Sale No. 066, held
July 21, 1981 before any nearby drilling had occurred, the
Department reoffered the same tract and accepted a bid
placed by another company of $2,230,000. The Department

had reduced its evaluation from $21,703,136 to $2,058,474.

In the initial sale the industry interpreted Tract
62-66 and placed a value on it in a competitive environment.
The Department duplicated the industry®"s efforts and placed
a far higher value on the tract. In the end, however,
apparently the Department realised its former evaluation
was Tar too high. It did so too late, however, and cost
the public $1,581,963. In short the Department®s system of
tract evaluation simply duplicates industry efforts, and
does not insure the public fair market value for the
nation®s OCS resources.

Also, the Department®s unnecessary rejection of bids
could 1impede exploration of this structure. This structure,
located 1ir. 3500 feet of water, will logically bo explored
jointly by the contiguous lease owners. This minimizes e
costs and risks, 1in accordance with good oil field practices.
The lessees of the contiguous tracts are now faced with the
choice of deferring drilling until Tract 022 is leased or
conducting exploratory drilling which evaluates this tract,
as well as their own, at no cost to the ultimate owner of
Tract 022. If drilling is delayed, the end result will be
slower and less efficient development of the nation®s OCS
oil and gas resources.

Finally, section 102 of the Outer Continental Shelf
Lands Act Amendments (43 U.S.C. 81802) states that one of
the Amendments®™ purposes is "to insure the public a fair
and equitable return on the resources of the Outer Con—
tinental Shelf.™ However, this does not mean thatthe
Department of Interior must obtain the maximum amount of
revenue it can from each and every lease viewed as a single
entity. Rather, the Department is charged with insuring a
fair and equitable return from the entire OCS taken as a
whole. The mandate surely does not require tract-by-tract
evaluation and bid rejection which, as indicated above,
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could result in the public"s receiving less than if all
legitimate high bids were accepted by the Department.

In addition, the tract-by-tract approach 1ignores the
normal operation of oil and gas exploration and development.
It must be recognized that when the oil industry bids on OCS
leases, it is not the same as bidding on a tangible good the
value of which can be readily assessed in terms of its
potential return on investment. When a manufacturing
company 1invests 1in capital goods, it fully expects to earn
a profit on each individual investment. However, when
an oil company 1invests in OCS leases, it cannot readily
assess the potential return on each individual investment.

In fact, an oil company can expect that a majority of its
individual OCS investments will be total losses. The oil
company must rely on high profits from some individual
investments to pay for the losses on the others.

A few tracts may ultimately be highly profitable,
which would result in an unusually high rate of return when
calculated on a single lease. But it is just such an
expectation that constitutes the economic justification for
any company to participate in exploration of the 0CS. High
profits from a successful lease are needed to absorb the
costs, bcth lease bonus paid to government and exploratory
costs, for the vast majority of leases that fail to be
profitable. It is only the high profit lease that can
provide an adequate rate of return calculated on the
aggregate of any company®"s OCS exploration efforts, both
successes and failures. The fact that a company achieves a
high rate of return on one lease does not mean, therefore,
that the United States is not receiving "a fair and equit--

able return on the resources of the Outer Continental Shelf
[taken as a whole]."

In fact, the Mead and Sorenson study referred to at

page 3 indicates that the federal government has captured
much more than "fair market value™ for OCS leases in the
Gulf of Mexico. As indicated earlier, Mead and Sorenson
analyzed 1223 leases 1issued in 17 OCS lease sales in
the Gulf of Mexico held over the years 1954 - 1969. The
study determined that 6z% of all leases were abandoned
without production and another 15% were productive but were
not economic. For all 1223 leases, the average internal
rate of return was 11.43% before corporate income tax.
This return is far below the average return (1954-1976) of
all U.S. manufacturing corporations of 19.81f«. Of course,
oil and gas exploration and development in the OCS entails
much more risk than manufacturing operations. This study
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reve .Is that industry has made an inadequate rate of return
on the 0CS and that the federal government, therefore, has
captured much more than its "fair market value."

All of these Gulf of Mexico sales were conducted in
areas which were offshore extensions of the existing
producing areas onshore Texas and Louisiana. Greater
presale geologic data was available; hence, these sales had
much lass risk than those in frontier areas such as
the South Atlantic. The table below indicates that only
one out of 50 or more leases in frontier areas can be
expected to be profitable. Exploratory drilling results in
these areas conclusively show that industry has thus far
obtained a negative return on investment.

Bonus Paid

Mo. of to Results of
Date of Leases Government Drilling
Frontier Areas Sale Issued ($mm) to 6-1-61
Eastern Gulf of 1973 87 1,490 No Production
Mexico Found
California 1975 56 417 Only 3-4 Leasc
May be Profi s
Gulf of Alaska 1976 76 559 Mo Production
Found
Mid-Atlantic 1976 93 1,127 3 Leases M?y
Be Profitable
Lower Cook Inlet, 1977 87 398 No Production
Alaska Found
South Atlantic 1978 A3 100 No Production
Found
TOTALS 442 4,092 6-7 Leases May

Be Profitable

In summary, the record shows that tract evaluation and
bid rejection are unnecessary to insure the public fair
market value for OCS oil and gas resources. In fact, the
public has received more than fair market value for those
resources. In addition, bid rejection 1is unfair and could
deter early exploration of tracts if lessees are faced with
the choice of evaluating unleased land in which they ow.
no interest or deferring exploration until the unleased
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land is leased at a subsequent sale. Finally, because of
the inconclusive and highly speculative nature of tract
evaluations, as indicated by the record, such evaluations

are simply a waste of valuable Department resources and
time.

Marathon believes the recent South Atlantic sale again
clearly points out the unnecessary and arbitrary nature of
Department of Interior tract evaluations and bid rejections
based on those evaluations. Marathon respectfully urges
the Department to abandon this practice and to accept all
legitimate high bids for OCS tracts in the future.

Sincerely,

R. R. Burke

Vice President
Production Exploration
United States and Canaua

cc: H. P. Sleverding
Acting Manager
Bureau of Land Management
New Orleans Outer Continental Shelf Office
Hale Boggs Federal Building
500 Camp Street
New Orleans, Louisiana 70130
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21-7,000

142 ,348
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20
650,000
142,848

23
3,600,000
142,843
26 R
4 ,800,00C

5,757,68:

217,000

142,843

217,000

142,848

515,000

142,848
2
2,340,000

142,843
4
8,120,000

142,343

16
16,600,000
431 ,150

13
26,374,000
2,175,935

21
53,627,000
12,108,516

24
7,515,000
19,549,824

27
3,324,000

12,378,693

456,000

142,348

456,000

142,343

623,000
142,848

13
6,840,000
142,843

15
23,512,000

7,554,377

17

103,775,000
29,049,163

19
33,130,000

39,569,312

22 R
6,721 ,000

32,970,736

7 bids with 14 companies

4 bids with 8 companies

LEGEND

Tract No.

Mean Rang? of Values



Total Industry bids on 14 listed
tracts = $486,316,571

Total USGS Evaluation on 14 listed
tracts - $162,597,253

12 13

r.compasses those tracts that Industr
evaluated as at least 10% of total
geologic structure.

ncompasses those tracts that USGS
evaluated as at least 10% of total
geologic structure.
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111. SUMMARY AND CONCLUSIONS \

As documented in this paper, two very different rationales were used
to support the imposition of a restriction disallowing drilling from March
31 to November 1 on leases obtained by oil companies and Alaska Native
Regional Corporations in the 1979 Federal/State of Alas a eaufort Sea

Lease Sale. For the Federal government, 1t was a concern for the
endangered bowhead whale. Specifically the government wanted more infor—
mation about the bowheadsl migration routes in the, sPrlI?9 fall in

relation to the lease sale area and more knowledge about the interaction
of bowhead whales and oil activity.

Extensive research has been conducted in the past two years to
address these two important concerns. Again, as documented herein, the
results of the research show that the lease area is not critical to the
continued existence of the bowhead whale. During the spring migration,
the bowhead whales follow a far-offshore route, remote from the lease sale
area by approximately 60 miles. In the summer, they feed among the
ships and gravel islands where exploration is being conducted m Canada s
Beaufort Sea. During September and October, the bowhead whales migrate
north of the lease sale area in waters of 10 fathoms and deeper. A total
of only six bowheads were observed in the lease area in 1979, and on..y
three bowheads were sighted within the lease area in 1980. Significantly,
during the fall migration, bowheads are also relatively insensitive to

sound.

Further, there is no evidence that bowheads can not or do not adapt
to operations on a gravel island. The evidence from research conducted
in the Beaufort Sea in Canada during the summer show.: instead that bowheads
are neither attracted to nor repelled by the physical presence of an
artificial island nor are they apparently disturbed by the sounds that are
oroduced from operations on and around a gravel island. The activities
on and around the islands included the operation of a lar9e suction dredge,
a barge camp, tug boats and crew boats. These research results from the
Bureau of Land Management studies 1in Canada cannot be dismissed on the
grounds that bowheads may be more sensitive while migrating in the fa_l
than they are while feeding prior to the fall migration. Feeding and
migration are both important. Neither Inupiat whaling using motor boats
or commercial whaling in the past has caused the bowheads 1in the Arctic
to alter their traditional course during the fall migration.

There 1is also relevant new information cited herein indicating tnat
the bowhead population may be indeed healthier than previously thought.
Additionally, the evidence shows that whales do not vacate area- because

of sounds produced by boats or by seismic operations, thouc a
deliberately steered into a pod of whales. the\ wil- separate -~.u en
regroup in a matter of several hours. In summary, this paper pi.es_n s an
documents the extensive research that has been concu”uec 0 answer ne
concerns about the bowhead whale, anc the results sr.o® a. *— “

reason to continue the drilling restriction on account of the oowheac
whale.
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