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The rationale used by the State of Alaska

1 .Me naoef documents why there is nothin maglém%ta@%wﬁt@l
?C vovennereo I @aates In that the, 3-manth,wors % case ,; .

by the State of AlMlaska to justify the "drill it blowout scenario used
speculation and nott on the facts. indeed, £he% I® ~1ndow'™ U based on

of an oil blowout from an explorat "ry well in n that the chance
great" is patently false, as i1s documented herein6 Th3UpOrt Sea is 'verY
chance of an exploratory oil well blowout iIn the B T S are that the

zero, and the paper shows why what happened at the Mea- ort Sea iIs next to
not happen In operations conducted by the 10-,* uxX” an Ixtoc well would
Beaufort Sea. leaseholders in the Alaska

The paper also presents the 8-month worst case
developed by the experts and documents why and-or h ari® for a blowout

tions actually limit the spread of the oil; (2 one Arctic condi-
could be contained under one square mile of ice® milllon barrels of oil
roughness of the under-surface of the 1ce; (3) the ov6091// °fF nabu:al

thete woulrd rRdol€ is 94 peFERAE,- even with clean-ut,Stall O'LFEFHB\’/%'I Fale®
into the broken ice period and (4) the oil would n <pafati-Ons extending
ocean and float all over the Arctic. ov dlsaPpear into the

Oil removal techniques and descriptions of
been tested are also documented, including the Sohio” ectuipment that has
that can act as an icebreaker for ice up to 24 inch ~sp(?nsorGb hoverbarge
way Tfor tugboats or some other vessel to push throuahSe V" c”earing the
To sum up, the assumption that the chances are great-10/ 1I?"ested waters,

exploratory oil well in the Alaska Beaufort Sea i% = 3 “9owout from an
developed in defense of the March 31 and Novem/e~~</r/ Ct " the Scenario
the imagined disaster that would be 1impossible to wrong; and
on responsible analysis. The March 31 and NovpJk™ is not based
meaningless. er 1 cates are thus
The paper also details the costs and valuable tim- a
been lost as the result of the imposition of the Ma ata that have
drilling restriction on the 1979 Beaufort Sea leasp/ anc® November 1
lost time in the fall of 1981 alone amounted to an “ ngib*G costs for
for the four operators and eight rigs and other ecu”~n/ ™ated $25 million
on gravel islands from mid-September until the Novemb Bltt~ng idle out
and drilling was allowed to commence. That same $2” milV bate arrived
used instead by the companies now trying to exol -r .on could have been
drill 40 wells onshore or 15 wells offshore in e{gwegﬂe Bsaufort to
Although two-week extensions to the March ;~
granted for wells drilled inside the Barrier IshV-il! m 8 3le Jomotimes
. succeed.,..: reason. Instead chat
period is used to test the well That shou = - - ter.led. the
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previous season to determine where next to drill. The drilling program
initiated by Sohio alone should have been, under normal circumstances,
completed within 18 months but will take five years to complete because
of the drilling restriction, and the costs incurred are about 40% higher,
representing tens of millions of dollars.

There 1is a substantial amount of evidence indicating that the
environmental effects of oilspills may not be as devastating as once

thought. It is also becoming more evident that even if oilspill impacts
are distinguishable from the results of natural phenomena, ecosystems
generally recover within one to a few years. There is also every

indication that the arctic ecosystem is incredibly resilient. That 1is, it
has adaptive mechanisms that compensate for environmental "disturbances"”
regardless of whether they are of natural or man-made origin.

The evidence for the success of these adaptive strategies 1is in the
existence and continued survival of populations of arctic organisms in an
environment of unbelieveable extremes in ice, temperature, light, salin—
ity, nutrients, etc. When all the various factors are taken 1into
consideration it is obvious that oilspill concerns have usually been
presented in a manner 1inconsistent with the facts.

Oil spill prevention, containment and clean-up technology is a fact,
and its implementation is the most powerful mitigating measure available.
The physical, chemical and biological weathering and detoxification of
spilled oil is a fact. These processes significantly alter the types and
concentrations of oil after it is released to the environment.

When all the evidence is realistically evaluated, it is difficult to
imagine a scenario in which oil would be present in quantities, con—
centrations, and durations sufficient to result in massive numbers of
organisms being impacted.

Finally, it should be noted that there 1is significant new knowledge
that makes the possibility of any Bowheads being adversely affected by an
oilspill, even during the months of September and October, as remote as
is the likelihood of an oil well blowout, i.e. , a next to zero possibility,
for a number of reasons.

First, September and October are the only months in which a Bowhead
could possibly 1interact with 1industrial development off the coast cf
Alaska. Second, the whales are migrating: therefore, the amount of time
that any one whale could interact is considerably limited, probably around
1 1/2 to 3 days. Third, it is also known that the whalps are at the surface
where they could contact an oilspill only 11-19% of the time. Fourth, the
lease areas comprise approximately half of an area in which, for 1980, it
was estimated there were only 15 Bowheads present at any given time, with
a total of 1C““ Bowheads migrating through the area. (Current estimates
put the Bowhead pcpu..ation at about 2500 animals.) Fifth, there were only
tr.ree Bowheads actually sighted in the lease areas, and these sightings
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were seaward of the Barrier Islands. Sixth, added to this already remote
possibility should be a consideration of the mitigative effects of
physical, chemical and biological alteration of spilled oil, and oil spill
response, prevention and containment activities. These factors serve to
weather, detoxify, contain and remove the oil from the environment. So

even 11f the whales did encounter oil, there are not likely to be any
resultant adverse impacts.



EASJQM COMPANY USA
POST OFFICE BOX 4279-HOUSTON. TEXAS 77001

EXPLORATION DEPARTMENT

ALASKA/PACIFIC DIVISION November 11, 1981
n.D. WILSON

M~ MACKR

Five-Year Leasing Program
Staie of Alaska

Division of Minerals and Energy Management
Pouch 7-005
Anchorage, Alaska 99510

Attention: Ms. Kristina O0"Connor
Ladies and Gentlemen:

The following comments are submitted pursuant to your "Call For
Comments™ 1issued 1in conjunction with your proposed revision of
the Five-Year Leasing Program.

Exxon 1is concerned about the deletion of the originally proposed
Chukchi Sea Sale (No. 44) from the schedule because the most
effective and efficient scheduling of State lease s es 1iIs accom—
plished by coordinating the State sales with adjacet federal
sales, and perhaps even conducting joint State/Feder ease
sales. We had anticipated such coordination between . xe No. 44
and Federal Lease Sale No. d5. Postponing the proposed Chukchi
Sea State sale will result in duplication of effort and could
create significant operational problems 1in the exploration and
development of these two areas, especially if prospective geologi
cal structures on che Federal acreage leased in Sale No. 85
extend onto State acreage.

The oil and gas industry has demonstrated its ability to operate
successfully and without adverse effects on the environment in

the environmentally sensitive Arctic Slope region. While the
Chukchi Sea and its adjacent coastline may present unique techni—
cal and environmental challenges, we are confident that industry
will respond with workable solutions.

The time remaining before the presently scheduled Chukchi Sea
State Sale date of January, 1905 should be adequate to study any
unknov/n factors and conclude the necessary environmental studies.

Although we urge you co retain Sale 44 (Chukchi) 1in its presently
scheduled January 1985 position, we approve of your proposal to
add two Kuparuk Uplands Sales (Nos. 47 and 48) to the 1985 Leas—
ing Program. These are areas which should be of interest to
industry.

A DIVISION OF EKXCNIOHPOBAIION
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Div. of Minerals & Energy Mgmt. -2- November 11, 1981

With respect to the proposed Camden Bay (No. 50) State Sale, we
do not believe that it should be scheduled unless and until it is
assured that facility and support sites will be made available on
shore in the Arctic National Wildlife Refuge opposite the sale
area, together with pipeline and access easements across the

Refuge. It simply 1is not feasible to attempt development of the
Camden Bay area otherwise.

Exxon urges that the sales currently scheduled for 1982, partic—
ularly State Sales 34 and 36, be held as presently scheduled. In
order for prospective bidders, to make efficient and economic use
of their manpower and financial resources, they must be able to
rely with a degree of certainty on the published sale schedule

for at least a year ahead. Such certainty would be highly desir—
able for even longer periods, but it is essential for at least

the first full calendar year following 1issuance of the Five-Year
Schedule.

We again ask you to give earnest consideration to utilizing bonus
bidding and ten-year lease terms for -.hese frontier area sales.

We previously have furnished detailed reasons for these sugges—
tions 1in written comments and testimony before various Alaska
legislative and regulatory bodies. Please refer to (1) our letter
dated June 28, 1979 addressed to the Director which enclosed a
copy of Testimony on Use of Net Profit Bidding given on March 31,
1979 by J. D. Langston, Vice-President, Exploration, Exxon Company,
U.S.A. before the State of Alaska House of Representatives Ad Hoc
Committee and (2) our letter to the Director dated December 13,

1979 which enclosed our comments on the revised-proposed leasing
regulations.

1

Finally, the effectiveness and workability of any Five-Year Leas—
ing Program which you may adopt will be related"directly to the
method of application and administration of the unitization regu—
lations. In remote frontier areas, it is essential that holders
of leases be encouraged to pool their expertise and their economic
resources, as well as their leases, in their efforts to discover,
define, develop and produce oil and gas, and such encouragement

is best bestowed by the State making unitization available C"
reasonable, workable conditions.

Thank you for this opportunity to comment on these proposed sale
schedule revisions. Any further information or details which you
desire will be furnished on request.

RDW:be
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March 19, 1982

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

Juneau AK 99811

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

Dear Senator Fahrenkamp:

Enclosed for the Senate Resource Committee®s review and
consideration are the written comments of Marathon Oil Com—
pany on the most recently released Alaska 5-Year O0il and Gas
Leasing Program. These comments are 1in response to your Feb—
ruary 5, 1982 letter; the Committee®s February 8th hearing
with John Katz, Commissioner of the Department of Natural
Resources and the February 26th hearing with the oil industry.

An executive summary of our comments is as follows:
1. The 5-Year Oil and Gas Leasing Program:

A. Though Marathon contends a predictable leasing pro—
gram is 1in the best interest of the State and Mara-—
thon, we v/ould ur/e the Committee®s consideration
of the following proposals:

@D Acceleration of the Camden Bay Sale to 1984
for the reason it lies in the industry®"s high
interest area from Point Barrow to the
Canadian Border.

(2) Return the Chukchi Sea Sale to the schedule
for the reason it lies in an 1industry high
interest area. Deletion of the sale creates
a self-fulfilling prophecy, 1in that, 1if the
sale area 1is deleted, it ensures technologi—
cal questions regarding the area will not be
answered.

2. specifics on the Procedures and Permitting Process
Being Utilized.

A. Discussion of the cumbersome and/or Bureaucratic

items in the process is not to say the remaining
parts of the process are good, but rather they are
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less onerous. In regards to cumbersome/bureau-

cratic 1i1tems, the Committee 1is urged to review the
following:

(@D The social, economic and environmental analy-—
sis (SEEA) process that occurs pursuant.to
Administrative Order No. 52. This process is
a de facto environmental impact statement and
the legislature, on at least two occasions,
has rejected this concept. Approximately 10
months of pre-leasing time schedule 1is devot—
ed to the process and Marathon questions whe—
ther the SEEA serves more to alarm rather
than inform the public.

(2) The Committee should review further us”~ge of
the seasonal drilling restriction concept.
Though this concept was originally proposed
for the 1979 Beaufort Sea Lease Sale, we are
seeing it being used more and more 1in other

areas where the oil and gas industry has a
proven record they can operate on a year-
round basis - e.g., Cook Inlet.

(3) The Committee 1is urged to consider the addi—
tion of a litigation notice provision to the
leasing process. This notice would require
those parties opposed to the sale to give
notice that if the sale is held, they ™ 7end
to bring suit and the claims they intend to
bring 1in that suit. The Department of Natu-—
ral Resources Commissioner would have the
time to cure potential sale defects and, if
unable to cure these defects, then the Com-—
missioner could postpone the sale. In short,
this concept could prevent the current situa-—
tion faced in the 1979 Beaufort Sea Lease
Sale where drilling has taken place, but the
question of whether the state leases are val —
id remains with the Alaska Supreme Court.

The State®"s Leasing Policy.

Marathon responds to this point by providing 1its
comments to the Department of Interior on Bidding Sys—

tems, Tract Evaluation and Rejection of Bids. 1In these
comments Marathon®"s Vice President - Production/Explor—
ation U.S. and Canada, R. R. Burke, comments as
follows:
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.Commends the Department of Interior®s
efforts to abandon experimentation with
bidding systems that contain inherent
deficiencies and, thereby, act as
exploration/production disincentives.

.The best methods for ascertaining fair

market value tract evaluation still lies
with the free market, competitive bid—

ding process.

.A review of the CCS Lease Sale evidence

leads xo the conclusion that tract eval —
uations and bid rejections are unneces—

sary and wasteful.

We believe these comments to the Department of
Interior should provide meaningful food for thought for
the Committee, 1in that, the State of Alaska if: cur—
rently in litigation over geophysical data collection,
which they say they need for evaluation and the com—
ments by various Committee members on particular bid-—
ding systems.

Marathon thanks you for this opportunity to provide
comments on this very integral part of Alaska®s well being.
If you have any questions or comments, please feel free to
contact me.

Very truly yours,

K. Daniel Hinkle
KDH:mr

Enc.

XC: John Katz, Commissioner
Department of Natural Resources
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ALASKA 5-YEAR OIL AND GAS LEASING PROGRAM
WRITTEN COMMENTS
TO
SENATE RESOURCES COMMITTEE
BY

MARATHON OIL COMPANY

This document 1is submitted in response to the invita—
tion of Senatoj* Bettye Fahrenkamp, Chairman, Senate Resources
Committee, for written detailed comments on the Alaska 5-Year
01l and Gas Leasing Pr® gram briefed to the Committee on Feb—
ruary 8, 1982 by the Department of Natural Resources (DNR)
Commissioner, John Katz. An executive summary of these com—
ments was set out 1in this document®s cover letter to Senator

Fahrenkamp.

1. The 5-Year Oil u.nd Gas Leasing Progranm.

Marathon adheres! to the concept that an oil and gas

leasing schedule should be predictable to the point where it
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Alaska 5-Year Oil and Gas Leasing Program

Written Comments/Marathon Oil Company

Page 2

can be counted on by the public, the government and the
industry 1in their planning on behalf of the citizens of
Alaska and the rest of the United States. Recognizing Tfull
well there are factors beyond the control of the parties,
Marathon would urge no deletion or postponement of a sale
once the sale lias progressed on the sale schedule to the two
year time frame from sale date. In light of this statement
and in recognition of the more specific factors commented
upon below, Marathon makes the following lease sale schedule

recommendation:

A. Accelerate the Camden Bay sale to 1984.

The Camden Bay Sale area lies 1in the Industry”®s
prime area of interest In Alaska - that area between Point
Barrow and the Canadian boundary. In comparison to other
geologic areas in the state, the area from Point Barrow to
the Canadian boundary holds the highest geologic interest and

the location/existence of the Trans Alaska Pipeline, aids 1in

its development interest. As stated on Page 32 of DNR"s
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Alaska 5-Year Oil and Gas Leasing Program

Written Comments/Marathon Oil Company

Page 3

5-Year Oil and Gas Leasing Program: "Rich source rocks,

thick productive reservoirs, adequate seals and numerous,

diverse traps have been documented”™ 1in the North Slope

basin. As Commissioner Katz stated during the February 8th
briefing to the Committee: "We (DNR) added the Camden Bay
Sale, which 1 think 1is a very high value prospective area."

As currently scheduled, only one sale in 1984 (Sale 43 -
Beaufort Sea) may be considered a high value area. There
will be two low to moderate sales during 1984 (Sale 42 -

Minchumina and Sale 41 - Bristol Bay Uplands).

During the February 8th briefing, the Committee
members expressed concern over production declines - state
revenue drop (the decline of Prudhoe Bay production) within
the decade - and the need for an appropriate leasing schedule
to minimize this production/revenue drop. Commissioner Katz
noted "it is becoming increasingly difficult” to find areas
to lease that are considered "high potential™. Given these

points, plus the delays in exploration, it would appear to be
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Alaska 5-Year Oil and Gas Leasing Program
Written Comments/Marathon Oil Company
Page 4

prudent to accelerate a "high potential™ area such as Camden

Bay.

B. Return the Chukchi Sea Lease Sale to the

Program.

Secretary of Interior Watts®™ recently released
federal 5-year lease sale schedule includes 1987 Chukchi Sea
Lease Sale(s). The 1981 Alaska Legislature approved an
Alaska 1985 Chukchi Lease Sale. The 1985 Alaska sale has
been deleted from the Alaska program and Commissioner Katz

stated two reasons for this deletion.

The first reason 1is to avoid inconsistencies tietween
what the State 1is saying to the Federal Government in
connection with the Federal Chukchi Jlease sale. This point
is a classic policy decision by the executive and legislative
branches of government. In this case, the executive 1is
requesting the legislature to ligitimize the executive's

policy decision to delete a sale prev -ously approved by the
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Alaska 5-Year Oil and Gas Leasing Program

Written Comments/Marathon Oil Company

Page 5

legislative body. Our response to this question 1is perhaps
best stated by our comments on the second reason given for
deletion. The Commissioner opines a lack of technology
exists for operations in the area. We question the validity
of this rationale and to some degree we see this point as a
self-fulfilling prophecy. That 1is, Ihe "technology"™ does not
exist at this time; the incentive to develop technology 1is a
scheduled lease sale; and, 1if the leas, sale is deleted, the
technology 1is not developed. On the other hand, the Federal
Government has a lease sale scheduled for the area and this
alone will be an incentive to develop the technology leeded.
The Stite, however, would be delayed in receipt of this
development, because the Federal Chukchi 1lease sale 1is not on
the State®"s program. Either way it appears 1in the State"s
best interest to maintain the Chukchi Sale on 1its schedule.
For those of us operating in the Cook Inlet, we should be

happy a "can do"™ attitude existed in the State.
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Alaska 5-Yaar Oil and Gas Leasing Program
Written Comments/Marathon Oil Company
Page 6

2. Comments on Procedures and Permitting Process.

To a great degree, DNR"s hands are tied in this area by
statutory/regulatory mandate. One need only review Item X.
Overview of the State Leasing Process, P. h"t-36 of the
Department®s 5 Year Oil and Gas Leasing Program, to see the
degree to which DNR has been tied down. 0Of course, an
ixception to this process 1is the SEEA, which 1is not a
statutory regulatory mandate, but 1is brought into the process
through Administrative Order No. 52. (A copy of these 21
steps is attached). There are, however,
"cumbersome/bureaucratic” 1items of note in this leasing
procedure. Discussion of these "cumbersome/bureaucratic"”
items 1is not to say the other parts of the procedure are

good, but rather let us say they are less onerous.

a. Soclel, Econ< nd Environmental Analysis

(SEEA)

As stated, a primary concern 1in this area 1is that

the SEEA is a de facto environmental impact statement. The

legislature, in the past, has rejected the environmental
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Alaska 5-Year Oil and Gas Leasing Program

Written Comments/Marathon Oil Company

Page 7

impact statement process, yet we have ended up 1in the same
situation due to the Governor®s Administrative Order No. 52.
From the attached leasing process you will note approximately
10 months of that time is devoted to the development of this
document. The document 1is supposedly advisory, but many of
the assertions set out therein become part of the terms of
the lease sale. (See st ¢ :nal drilling restriction below.)
The document serves more to alarm the general public rather
than to inform them. For instance, in thepreliminary draft
SEEA for the Upper Cook Inlet sales (1980) on page 11, the
document uses oil spill numbers directly lifted from the fed-—
eral environmental impact statement for the Lower Cook Inlet,
which were based upon an annaul production rate of 340 mil —
lion barrels. The state lease sale area, to which the SEEA
was to be addressing, had a total of 202 million barrels of
recoverable reserves over the life of the field. Obviously,
the spill rate would be overstated using a 340 million barrel
annual production versus a 202 million recoverable over the

life of the field figure.
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Alaska 5-Year Oil and Gas Leasing Program
Written Comments/Marathon Oil Company

Page 8
b. Seasonal Drilling Restriction.
As the Committee 1is aware, a seasonal drilling
restriction (November 1 to March 31 - imposed for two years

before reconsideration) currently xists for Beaufort Sea
operations. Because the 2 year term has run, the Commis—
sioner 1is currently grappling with the decision of whether to
extend, modify or delete the drilling restriction. The Com—
mittee is also aware that a preliminary draft report by the
Division of Minerals and Energy Management estimates the
drilLing limitation could cost the state approximately $500
million. The Committee 1is also aware this lease sale area
will not be able to be developed with the current restriction
in place. The Committee should be aware of the fact that, if
the restriction 1is continued, depending upon tbho case by case
circumstances, the State of Alaska may be subject to a force
majeure type action for the recovery of the lease sale bonus/
rentals or net profit share lease expenditures. Since the
lessee would be prohibited from developing the reserve it

discovered during uhe exploratory phase by the State of
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Written Comments/Marathon Oil Company

Page 9

Alaska, it would appear the lessee should have the right to
seek a refund of the lease expenditures it had made. Mara—
thon 1is not saying actions of this type are imminent, but 1is

saying the continuance of restrictions lays the ground work

and increases the probability for such.

C. Litigation Notice.

Over the past years the "high-value frontier area
sales™ have suffered litigation delays. Ty this comment,
Marathon suggests an additional step to the administrative
lease sale process that should shorten the litigation period
and increase the probabilities of the state lease sale being
upheld. The suggestion 1is the addition of a notice of liti—
gation/claims to be filed by those parties adverse to the
sale. The notice would be given at some meaningful time
period prior to the date of the sale and would require those
parties to set out the basis or claim they will make 1in their
litigation. A failure by these parties to give notice would

subject their claim to a "failure to exhaust their adminis—
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Alaska 5-Year Oil and Gas Leasing Program
Written Comments/Marathon Oil Company

Page 10

trative remedies™ argument in court. Upon receipt of the
notice, the DNR Commissioner would address and cure, if need
be, the alleged sale defect claimed to exist. Litigation, 1if
any, should then be shortened by the third party 3 concern
being answered by the Commissioner®s corrective action and

the knowledge on the part of the tnird party that the correc—
tive action carries with it the legal presumption of validity
on the part of the State. Thus, the third party would carry
an even heavier burden before the court 1in 1its attempt to

void the lease sale.

The Federal Government on O0CS sale has a similar
provision, but the above includes added improvements. There

are benefits to all of the parties concerned by such a mecha-—

nism. The State increases its probability of holding a valid
lease sale. The concerns of the third parties are answered
prior to the lease sale. Expensive litigation is avoided on

the part of all parties. The industry does not buy a "pig 1in
a poke". It is unclear whether this action could be taken

through regulatory measures, but at a minimum,
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Alaska 5-Year Oil and Gas Leasing Progranm
Written Comments/Marathon Oil Company
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the legislature could add the notice provision through legis—

lative action.

d. Hearings Upon Hearings - SB 84.

Given the hearings upon hearings, the comments
upon comments received from agencies and all other involved
parties, it has been difficult for Marathon to comprehend the
permit delays that occur subsequent to the 1issuance of a
lease. Ir, this regard, Marathon supports the passage of
Senate Bill 84, which would shorten the permitting time
delays presently occurring for those permits needed to

explore and produce.

One need only to briefly review the State leasing
process set out on Pages 34-36 of DNR"s 5-Year Oil and Gas
Leasing Program to substantiate the amount of general public,
local, state, federal and industry input obtained and
received during the pre-leasing process. From all of this

input, it should be fairly obvious what actions will be taken
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by the successful lessee on the lease. However, such
apparently 1is not the case, because many of the questions
answered during the pre-leasing stage must be reanswered by
the successful lessee during its obtaining of the necessary
permits to explore 1its lease. Granted there may be some
guestions related to a particular on-site activity, but
philosophical and generic questions should definitely have

been answered by this point.

Given the great amount of information obtained
prior to the lease sale, Marathon contends the time delays
associated with obtaining permits should be minimal. To aid
in reaching this goal, Marathon supports the passage of

SB 84.

3. Statj"s Leasing Policy.

To a great degree, Alaska®s leasing policy/procedure

mirrors the federal leasing policy/procedures; therefore, the

Federal Government®"s recent call for comments on their
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reexamination of bidding mechanisms and tract evaluations
appears relevant. These same two points are, or should be,
reexamined by the State of Alaska. In this regard, attached
are the comments of Marathon®s R. R. Burke, Vice President,
Production/Exploration U.S. & Canada., to the Department of
Interior. These relevant comments provide some excellent
food for thought for the Senate esources Committee and the

Department of Natural Resources. In summary, the comments of

Mr. Burke are as Tfollows:

1. Commends the Department of Interior®".5 efforts to
abandon experimentation with bidding systems that
contain inherent deficiencies and, thereby, act

as exploration/production disincentives.

2. The best method for fair market value tract

evaluation is the free market, competitive

bidding process.

3. A review of the 0CS lease sale evidence leads to
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Alaska 5-Year Oil and Gas Leasing Program
Written Comments/Marathon Oil Company

Page 14
the conclusion that tract evaluation and bid
rejection are unnecessary and wasteful. (This
point is particularly relevant in regards to
DNR"s current position that it needs geophysical
data in regards to lease sale evaluation.)
CONCLUSION.

Marathon, once again, thanks the Senate Resources
Committee for this opportunity to comment on the Alaska
5-Year Oil and Gas Leasing Progranm. ITf you have any

questions or comments, please feel free to contact us.
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March 3, 1982

Mr. William P. Pendley, Arming Director
Minerals Management Service

Room 6651, Main Inte.rior Building

,18th and C Streets, N.W.

Washington, D.C. 20240

Re: Tract Evaluacion Procedures to Assure
Receipt of Fair Market Value for Outer
Continental .Shelf Oil and Gas Leases

Dear Mr. Pendley:

This letter constitutes the comments of Marathon
Oil Company ("Marathon™) in response to the Department of
the Interior®s ("Department™) request for comments on Tract
Evaluation Procedures to Assure Receipt of Fair Market Value
for Outer Continental Shelf Oil and Gas Leases ("Request for
Comments"™), 47 Fed. Reg. 5694-5698 (February 5, 1982).
Marathon feels that the Department®s examination of tract
evaluation procedures comes at an opportune time in light of
the rejection of an overwhelming number of bids in two
recent Outer Continental Shelf ("0CS") lease sales -- Mid-
U.lantic 0CS Sale No. 59 ("Mid Atlantic Sale 59") and Gulf
of Mexico OCS Sale No. 67 ("Gulf of Mexico Sale 67")..
Mirathon believes the number of bid rejections in Mid-
Atlantic Sale 59 (44 of 98 high bids) and Gulf of Mexico
Sale 67 (22 of 137 high bids) 113 evidence of a system v/hlch
has gotten out of hand and which seriously threatens timely
exploration of the nation®s OCS oil and gas resources.
Marathon, therefore, welcomes the Department®s inquiry into
thi3 entire system and the opportunity to submit comments.

Marathon has commented in the past on the serious de—
ficiencies inherent in.the Department®s evaluation of tracts
and rejection of bids.- In its past comments, Maralhon

See Marathon Oil Company®s comment letters egarding
"Request for Information on Proposed Changes in Offshore
Leasing Programs™ (May 22, 1981), "Rejection of Bids in
Recent South Atlantic 0CS Sale No. 56" (September 18,
1981), and "Proposed 5-Year 0OCS 0Oil and Gas Leasing
Program™ (October 17, 1981).
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has pointeu out that the Department®s evaluation of tracts
and rejection of high bids in OCS lease sales 1is unnecessary,
costly, unfair, and impedes timely exploration of the O0CS.
Because of these serious deficiencies, Marathon has urged

the Department to abandon completely tract evaluations

and bid rejections.

Marathon has read the Department®s Request for Comments
and the three options for changing the system contained
therein. Although Marathon commends the Department for
recognizing that something needs to be done, Marathon cannot
support any system of tract evaluations and bid rejections.
Instead, Marathon®s position is that the practice 1is in—
herently deficient and that no amount of fine tuning can
rectify its inherent deficiencies. Marathon, therefore,
again strongly urges the Department to completely abandon
this practice and rely on the free market, competitive
bidding process to insure receipt of fair market value for

leases on the O0OCS.

GENERAL COMMENTS

A. Tract Evaluations and Bid Rejections are not Required
by the 0CS Lands Act Amendment of 1978

Section 102(2)(A) of the 0CS Lands Act Amendment of
1978 (the "Act") provides in part that one of the purposes of
the Act is to "insure the public a fair and equitable return
on the resources of the Outer Continental Shelf." *»3 U.S.C.
8 1802(2)(C). In addition, section ZAB of the Act provides in
part that "[l1l1<asxng activities shall be conducted to assure
receipt of fair market value for the lands leased and the

rights conveyed by the Federal Government." *13 U.S.C.
8 13*IH(a) (* -. Neither of these provisions, however, requires
evaluations of tracts and bid rejections. In addition,

Marathon has found nothing in the legislative history of the
Act or court decisions 1interpreting the Act which requires
tract evluations and bid rejections.

section 208 requires that "leasing activities . . . Dbe
conducted to assure receipt of fair market vulue for the

lands leased and the rights conveyed b> the Federal Government."

Marathon believes there 1is no better way to assure this than
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to allow operation of the free market, competitive bidding
system without tract evaluations and bid rejections.-

The Department®s Request for Comments contains the
following statement at page 5695:

"In the 0CS program, the market value of
"the lands leased and rights conveyed"”
clearly depends on the oil and gas
prospects of the tracts, the expected
prices of oil and gas, the costs of O0CS
operations, the supply of leases and
substitutes, and the financial, market,
and technological characteristics

-mof- potential bidders;--The market value ¢
of leases is not the market value of the
oil and gas eventually discovered or
produced, but the value of the right to
explore, and, if there 1is a discovery,
develop and produce, subject to a wide
array of constraints. The market value
of a lease 1is its value at the time it 1is
offered, given conditions at that time.
It is not necessarily the same as
the value of the leases at a later
tine.

The Department, therefore, apparently recognizes the
ncrmal operation of oil and gas exploration and development.
When the oil industry bids on OCS leases, it 1is not the same
as bidding on a tangible good the value of which can be
readily assessed in terms of its potential return on the
investment. When a manufacturing company invests 1in capital
goods, it fully expects to earn a profit on each 1individual
investment. However, when an oil company invests 1in O0CS
leases, it cannot readily assess the potential return on
each indivicual investment. In fact, an oil company can

Marathon notes that the sale of O0CS leases does not
take place in an environment of true free market
competition. While there are many bidders for O0CS
leases, the United States government 1is 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 below at pages b and 7, the
government has been able to extract more than fair
market value for its 0CS leases.
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expect that a majority of its individual O0OCS investments
will be total Ilosses. The oil company must rely on high
profits from some individual 1investments to pay for the
losses on the others.

A few tracts may ultimately be highly profitable,
which woulg result in an unusually high rate of return when

calculated on a single lease. But it is just such an expec—
tation that constitutes the economic justification for any
company to participate in exploration of the O0CS. High

profits from a successful lease are needed to absorb the
costs, both lease bonus paid to government and exploratory
costs, for the vast majority of leases that fail to be
profitable. It is only the h"gh profit lease that can
provide an adequate rate of return calculated on the aggre—
gate of any company®"s O0CS 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 1is not receiving "fair market value for the
lands leased and the rights conveyed"™ by it.

Considering these facts, there is no reason to assume
that the Department®s duty to conduct leasing activities "to
assure receipt of fair market value for the lands leased and
the rights conveyed by the Federal Covernment" requires the
Department to evaluate those lands and reject bids to insure
that no particular parcel or group of parcels is leased at
below the Department®s estimate of fair market value. Rather,
the Department should ei.vloy a leasing system designed to
assure receipt of fair market value for the 0CS lands leased
as a whole. Marathon believes that there 1is no system better
suited to thi3 than a free r :rket, competitive bidding
leasing system which is not overruled by Department evalua-—
tions and bid rejections.

Finally, Section 1 also provides that other purposes
of the Act are to: ]) "preserve, protect, and develop oil
and natural gas resources in the Outer Continental Shelf 1in
a manner which 1is consistent with the need to make such re—
sources available to meet the Nation®"s energy needs as
rapidly as possible” (M3 U..S.c. 81802(2) (A)) and 2) "insure
that the extent of oil and natural gas resources of the Outer
Continental Shelf 1is assessed at the earliest practicable
time . . (M3 U.s.c. 8I802(9Q))* Wwhen the Department rejects
the high bid for a tract, this delays leasing and exploration
of that tract, which conflicts with the provisions quoted
above. Marathi wuelieves, however, that reliance on a free
market, competitive bidding system without Department
evaluations and bid rejections will assure receipt of fair
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market value for OCS leases and a fair and equitable return

on the resources of the O0CS. In addition, such a policy will
further the goals enunciated in the provisions quoted above,
rather than inhibit them. Marathon, therefore, strongly

urges the Department to further all three purposes of the Act
by relying on a free market, competitive bidding systenm
without Department evaluations and bid rejections.

B. Tract Evaluations and Bid “%jections
are Unnecessary, Wasteful, and Unfair

Marathon believes that tract evaluations are unnecessary
to assure receipt of fair market value, wasteful, and unfair.
First, the Department®s evaluation of a tract 1is simply one
more 1inexact-"estimate of the value of a tract in addition to
those made by"numerous experts 1in the industry. The Depart—
ment interprets geologic structures and prospects and estimates
the values of individual tracts based on interpretation.
Industry, as a part of the competitive bidding proc ss, does
exactly the same thing. Although the Department t\»ces into
account the companies®™ bids through use of an Average
Evaluation of Tract ("AEOT"), 1if the Department®s evaluation,
is much higher than the bidding companies®, or if only a few
companies estimate a tract"s relative value as high enough to

warrant submission of a bid, the high bid for a tract will be
rejected.

The fundamental problem with rejecting bids because of
a high tract evaluation by the Department 1is that it simply
ignores the fair market value arrived at through the competi —
tive bidding process. The only true assessment of fair
market value of a particular 0CS tract 1is the value given it
by expert oil and gas explorationists forced to ilace a value
on it in a free market, competitive bidding situation after

evaluation of the tract. In such an environment, there 1is
simply no reason whatsoever for tract evaluations or rejec—
tions of bids. Indeed, to reject a bid as too low is tanta-—

mount to asking as many as 50 or more experts for their
opinion of an item®s worth, having them agree that it 1is
not worth over a certain sum, and then rejecting their
assessment as too low because one other expert, no more
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qualified, believes a higher assessment 1is more a.ccurate.-/
Of course, this simply does not make sense.

Second, there simply 1is no evidence of lack of v.om-
petition for O0CS leases or collusive bi 1ding in O0CS lease
sales. In July of 1981 the Department formally submitted 1its
Proposed 5-Year O0CS Oil and Gas Leasing Program to the House
of Representatives under a cover letter to the Honorable
Thomas P. O"Neill dated July 24, 1981. Attachment 5 to that
letter contains a discussion of fair market value, tract
evaluations, and bid rejections on the O0CS.

At page six of Attachment 5, the Department refers to

the low rates of return on OCS leases. The Department also
states .. ... ...... b o -

"This indicates thatOCS lessees did not
earn surplus profits, providing further
"strong evx“"ence that the O0CS lease market
has yielded ,"ir market value to the
government."”

"In addition, the DOE sponsored an elabo—
rate study of O0CS competition by the Cabot
Consulting Group which was completed in
July, 1980.This study concluded that
there 1s no evidence of strategic under —
bidding for 0CS leases and that all

of the studies of the profitability of

0CS leases indicated that the government
has received fair market value."

In addition, a review of Competition and Performance 1in
0CS Oil and Gas Lease Sales and Lease Development, an 1in-
dependent study made by Walter J, Mead and Phillip E. Sorenson
under contract with the United States Geological Survey
(the "Mead and Sorenson studyl), indicates that the federal
government ha. captured more than "fair market value™ for O0CS

Although a tract may receive only one bid 1in any

given sale, this does not mean that only one expert has
evaluated the tract. Many more experts have evaluated
the tract. The fact that only one company chose to bid
may mean that the other experts set the relative value
of the tract so low as to not warrant submission of a
bid.
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leases in the Gulf of Mexico.ﬂ/ Mead and Sorenson analyzed

1,223 leases issued i 17 Gulf of Mexico OCS lease sales held
in the yearo 1950-196b- For all 1,223 leases, the average
internal rate of return was 11.43% before corporate 1income
tax. This return is far below the average return (1954-1976)
of all U.S manufacturing corporations of 19-81%. Of course,
oil and gas exploration and development in the O0CS entails
much more risk than manufacturing operations. This study
reveals that industry has made an inadequate rate of return
on the 0CS and that the federal government, therefore, has
captured more than "fair market value.”

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

Bonus Paid

No. of to Results of
Date of Leases Government Drilling
Frontier Areas Sale Issued ($MM) to 2-1-82
Eastern Gulf 1973 87 V»90 No Production
of Mexico Found
Cali fornia 1975 o6 *117 Only 3-8 Leases
May Be Profitable
Gulf of Alaska 1976 76 559 No Production
Found
Mid-Atlantic r.1.976  ...93 1, 127 3 Leases May Be
Profitable
Lower Cook 1977 87 398 No Production
Inlet, Alaska Found
South Atlantic 1978 *13 100 No Production
Found
TOTALS . 1142 8,092 6-7 Leases May

De Profitable

VI. Mead and P. Sorenson, Competition and Performance
in OCS 01l and Gas Lease Salec and Lease Development,
U.S.G.S. Contract No. 11]To¥-001-16052 (198(177
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The government®s own studies, not industry"s, show there
is adequate competition and that the government has received
more than fair market value for the OCS lands it has leased.
The government®s own studies show that evaluations and bid

rejections are unnecessary. Considering this evidence, it
simply does not make sense to have government personnel
duplicate industry"s efforts in evaluating leases. It is a

waste of the government®s and industry"s time and resources.
For i1f the industry evaluates a tract, bids on it in a

competitive system, and no lease is awarded, 1industry®"s
efforts are wasted as well.

Finally, bid rejections are unfair. Marathon puts
great effort into evaluating the lands offered in OCS lease
sales, finding bidding partners, and formulating bids which
it hopes will allow it to earn a reasonable rate of return on
its 0CS investments and also win the bidding. It is gratify—
ing to submit a bid at a sale and win the right to explore a
particular prospect. It also is very disappointing to learn
that although you have competed well and won the bidding, the
Department nonetheless has decided to reject your bid.

C. Department Tract Evaluations and Bid Rejections
Achieve No Rational Results

As indicated at p*ER 5, above, the Department®s evalu—
ation of a tract is simply one more inexact estimate of the
value of a tract in addition uc those made by numerous
experts in the industry. Although the Departme.j* takes into
account the companies®™ bids through use of an AEOT, if the
Department®s evaluation is much higher than the companies”,
or if only a few companies estimate a tract"s relative value
as high enough to warrant submission of a bid, the high bid
for a tract will be rejected. Geologic evaluations, however,
si.iply are not accurate enough to allow one estimate of
vulue to result in rejections of high bids.

The ultimate value of any tract is never known prjor
to actual exploration and development. The presale value
of a tract 1is nothing more than a scientific estimate.
These estimates are dependent on the seismic data coverage
and geometry, application of various computer processing
and analytical techniques, and the resulting interpretations
utilizing 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
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unreasonable, therefore, to allow the single Department
interpretation to cause rejection of a high bid.

Even when numerous potential bidders utilize essentially
the same geological and geophysical raw data prior to a
lease sale, the interpretation of that 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
those tracts at all. The 1inaccuracy of presale evaluations
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, the Mead and Sorenson study referred to at
page 6 determined that of the 1,223 individual leases
studied, 62% were abandoned without productionand another
15% were productive but unprofitable. The inescapable con—
clusion is that the successful bidders®™ presale evaluations
were totally wrong with respect to nearly two-thirds of the
leases 1issued. Seventy-seven percent of presale evaluations
were greatly 1in error since those evaluations resulted in
bids for leases which proved to be either worthless or failed
to provide a profit.

A review of past lease sales revea.l3 that the Depart—
ment"s practj.ce of evaluating tracts and rejecting bids

does not achieve rational results. The overwhelming number
of high bids rejected n the recent Mid-Atlantic Sale
59 indicates this 1is the case. In Mid-Atlantic Sale 59,

numerous experts evaluated the tracts and formulated bids or
decided not to bid at all. Only some of those bids were high
bids. The Department rejected *I*1.9% of the high bids. It
certainly does not make sense to assume, however, that the
Department®s geologists were correct *1*1.9$ of the time and

the many more industry geologists were correct 55.1% of the
time. Certainly Marathon would not maintain that its evalua—
tions are correct *1*1.9$ of the time a d the entire rest of
the industry 55.1$% of the "ime.

Another example is the rejection of bids in South At—
lantic OCS Sale No. 56 ("South Atlantic Sale 56"™). Marathon
commented on this matter in a September 18, 1981 letter from
R. R, Burke (Vice President of Production Exploration, U.S.
and Canada) to Secretary of the Interior James Watt. In
those comments Marathon pointed out the capricious and
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irrational results of Department evaluations and bid rejections.
A cop: of the September 18, 1981 letter is attached hereto.

In South Atlantic Sale 56, the Department estimated the
total value of the tracts receiving bids at $216,026,666. The
total sum of the high bids for those tracts was $363,829,953.80.
Viewed as a whole, the Department received high bids for
those tracts far in excess of its own evaluation. In spite
of this, it singled out seven tracts (Nos. 022, 026, 027,
06U, 065, 096 and 097) and rejected the high bids for those
tracts. Marathon was a high joint bidder on Tract No. 022.

Although the Department does take into account through
its Average-Evaluation of Tract -criterion the average-of all
the bids plus its evaluation in determining whether to reject
a bid, in each case the Department®s higher evaluation was
the determinative factor with respect to the bid rejection..
In fact, the Department®s Average Evaluation of Tract criterion
insures that bid rejections will occur most frequently when
the Department®s evaluation is entirely out of line with all
of industry. In short, the more unreasonable the Department®s
evaluation is when compared with industry, the more likely it

is that the Department evaluation will cause rejection of a
high bid.

Finally, Marathc | has reviewed 59 bid rejections 1in
seven Gulf of Mexico sales held between June 23, 1977 and
November 18, 1980.- The review of bid rejections in these
sales again illustrates that Department evaluations and bid
rejections achieve no rational results. Between June, 1977
and November, 1980, seven sales were conducted in the Gulf of
Mexico -- Gulf of Mexico OCS Sale Nos. *I7, *15, 51, 58, 058A, A62

5/ The Department admits at page 5695 of its Request

for Comments that market value changes with time due
to changes 1in geologic knowledge, including development
of productive trends, improvement in geophysical data
and interpretive tools and techniques, and nearby
drilling, and changes in other relevant variables such
as anticipated prices for oil and gas. To minimize
distortion caused by these changes, Marathon chose
these seven Gulf of Mexico sales because these tracts
were subject to (or to be subject to) the "new gas"”
pricing provisions of the Natural Gas Policy Act, many
rejected tracts wore quickly reoffered, and the sales

were located in offshore Louisiana and Texas, the most
mature OCS area.
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and 62. Ninety-seven high bids were rejected during this
time period. Fifty-nine of the tracts on which high bids
were rejected were subsequently reoffered and leased.

The sum of the Mean Ranges of Value ("MROV"™) the Depart—
ment had assigned to each tract when a high bid for ix. was
rejected equals $661,419,512 (the sum of 64 MROV "s since
three tracts had high bids rejected twice and one tract three
times). The sum of the MROV"s the Department had assigned to
each tract when a high bid for it was accepted equals only
$181,027,610. It is obvious that the MROV"s were too high at
the time high bids for tracts were rejected and that the
Department®s input data was significantly altered when MROV's
were estimated for the sales in which the tracts were leased.

The deficiencies inherent in tract evaluations are more
vividly demonstrated when a comparison is made between
individual MROV"s at the time high bids for tracts were
rejected and individual MROV"s at the time the tracts were
leased. This comparison shows the Department substantially
lowered its MROV 52 times, while substantially raising the
MROV only 4 times. This 1is tantamount to admitting that most
MROV®"s at the time of rejection did not represent fair market
value and had to be lowered after bids were rejected.

Marathon commends the Department®s effort to adjust its
evaluations more in line with the values arrived aton the
free market. Marathon wonders, however, why this is necessary
at all. Why not accept the value arrived at in the free
market, competitive bidding system to begin with and avoid
the cost, and more importantly the delays in exploration,
caused by such a system.

D. Tract Evaluations and Bid Rejections Delay Exploration
"and Development of the Nation®s 0OCS Resources

Of the 59 bio rejections Marathonanalyzed, 36 were
single bids arid 19 were on tracts thatreceived two bids.
The Department®s rejections of high bids for these tracts
clearly delayed leasing and exploration of tracts where
industry as a whole had no desire to explore. This 1is
the one sure result of bid rejections and, of course, the
most pernicious. If the high bid for a tract is rejected,
that tract simply is not leased in that lease sale. It may
never be leased if industry®s interest is low and the one or
two bidders who bid change their minds. In short, the tract

is not explored as soon as it would have been, and maybe not
at all.
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The Department®s Request fcr Comments indicates the
Department feels, as a general rule, that tract evaluations
and bid rejections should focus on those tracts which
receive fewer than three bids. Marathon fails to see the
logic in such a system, however. First, the number of bids
a tract receives does not indicate how many experts have
evaluated the tract. The fact that only one .or two companies
or bidding groups choose to bid means that the other experts
estimate the relative value of the tract so low as to not
warrant submission of a bid.

Second, Marathon feels that high bids for tracts on
which only one or two bids are received are precisely the
bids the Department should be eager to accept. If only one
or two bidders want to explore the tract and the rest of
industry 1is not interested enough to even submit a bid,
certainly the Department should accept the high bid and
let the one or two bidders who are interested explore the -
lease and develop the oil and gas resources found, if
any.

Bid rejections also delay exploration and development
by impeding exploration and development of nearby tracts.
As pointed out at page eight of the attached September 18,
1981 letter, the structure involved in South Atlantic
Sale 56 will logically be explored jointly by contiguous
lease owners. In that sale the Department rejected the high
bid for Tract 022. 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 1is delayed, the end
result will be slower and less efficient development of the
nation®s 0CS oil and gas resources.

E. Marathon®"s Recommendation

As indicated above, Marathon believes that the Depart—
ment should abandon completely its practice of evaluating
and rejecting bids. Marathon does not believe that any
system devised by the Department 1is more likely to assure
receipt of fair market value for OCS leases than reliance on
a free market, competitive bidding leasing system.

The Department has 25 years of experience with O0CS

leasing. The government®s own studies indicate there has
been no collusion or strategic underbidding during these 25
years. If the Department suspects collusion or systematic

underbidding in future lease sales, it can monitor companies”
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bidding behavior and compare that to past behavior. If
behavior has changed in a manner indicating collusion or
systematic underbidding, the Department®could investigate and
take necessary corrective action. History indicates there
simply is no reason to assume collusion or systematic under—
bidding and continue a system which is wasteful and delays

exploration and development of the nation™ 0CS oil and gas
resources.

SPECIFIC COMMENTS

As indicated throughout these comments, Marathon
strongly urges the Department to abandon completely 1its
practice of evaluating tracts and rejecting high bids.
Marathon has commented at length on this practice™s serious
deficiencies. Marathon does not feel that any amount of
amendment or fine tuning of the system will improve it over
the free market as a means for assuring receipt of fair
market value. In addition, any system which results 1in
rejections of nigh bids necessarily impedes expeditious
exploration of the 0CS. Marathon, therefore, cannot support
any of the three options outlined iIn the Department®s Request
for Comments. Marathon®s answers to the specific questions
enunciated under each option, therefore, should not be

interpreted as its support for any of the three options or
any variations of them.

l. Option 1

1. As indicated throughout these comments, Maratnon
believes the government should rely on the free market
competitive bidding system to assure receipt of fair market
value. Marathon does not believe that any method of evalua—
tion and bid rejection can improve on the free market as an
indicator of fair market value. Marathon, therefore, strong-—
ly urges _.the,Department. to accept in the future all high bids
on tracts without evaluation.

2. Same as answer to question 1.
3. Same as answer to question 1.
A.a. Same as answer to question 1.
A.b. Same as answer to question 1.

.c. Same as answer to question 1.
*1.d. Same as answer to question 1.
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12. Marathon does not understand how this results
in a subsidy. The bidder whose high bid for hypothetical
Tract A exceeds the Department®s evaluation is not giving
anything to the bidder whose high bid on a hypothetical
Tract B is lower than the Department®s evaluation. The
fact that the high bidder on Tract A lost the bidding for
Tract B indicates the high bidder for Tract A does not
feel Tract B is worth even what the high bidder for Tract B
is paying, much less the Department®s evaluation of Tract B.

13. Same as answer to question 1.

1H. Marathon believes the Department should abandon
the use.of evaluations and bid rejections completely and
avoid altogether the problem of trying to define a structure
or prospect*. Each entity evaluating an OCS lease sale pre—
pares 1its evaluation of prospects or structures 1involved.
These evaluations depend on many variables and subjective
judgments, including seismic data coverage and geometry,
application of various computer processing and analytical
techniques, and resulting interpretations utilizing sound
geologic principles.

In some cases the basic interpretive element 1is structure.
But because of the uncertain and subjective nature of geologic
evaluations, no two definitions of the structure will be the
same. IT the Department®s definition 1is different from the
sum of industry®"s definitions (arrived at through competitive
bidding), a completely 1irrational pattern of bid rejection

and acceptance could arise, as evidenced by the results in
South Atlantic Sale 56.-

Marathon also does not believe prospect can be defined
with sufficient certainty for use in a system of evaluation

and bid rejections. There are many crucial interpretive
elements that cause no two definitions of a prospect to bo
the same. These 1include, but are not limited to, the ex-—

istence, location and extent of faults, geological per—
ceptions of changes 1in potential reservoir rock, geophysical

Marathon commented on the bid rejections 1in South
Atlantic Sale 56 1in its letter regarding "Rejections
of Bids in Recent South Atlantic OCS Sale No. 56"

(September 18, 1981), a copy of which 1is attached
hereto.
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4.e. Same as answer to question 1.

4_f. As indicated at pages 11 and 12 of these comments,
Marathon believes that evaluations and bid rejections effect
the most pernicious results when they prevent or delay
leasing and exploration of those tracts 1in which 1industry as
a whole has no interest. Marathon believes it is in the
nation®s best interest to accept high bids for these tracts
and let that one bidder explore the lease that no one else,
or perhaps only one other bidder, wants to explore. Marathon
believes any evaluation and bid rejection system which
focuses on tracts receiving fewer bids contradicts this
interest. As a practical matter, it appears that the Depart—
ment frequently just Ilowers®™ its bid, reoffers the tract, and
accepts a later bid in the reoffering sale, if anyone 1is
still interested enough to bid. In many cases, therefore,
nothing, other than delay, 1is accomplished.

*J.g. Same as answer to question 1.

5. Same as answer to question 1.

6. The government®s own studies of 25 years of 0CS
leasing indicate there has been adequate competition for OCS
leases. In addition, the fact that only one or two bidders
bid on a tract does not mean that many other experts have not
evaluated it. The other experts, however, perceive the
relative value of the tract as too low to warrant sub-—
mission of a bid. There simply 1is no reason to assume,

therefore, that a low number of bids represents inadequate
competition.

7. If only one company or bidding group participates
in a sale, that means the other potential bidders value
the entire area so low as to not warrant submission of even
the minimum bid. The government can accept that company®"s
or bidding group®s bid and get the area explored. Or the
government can reject the bid and delay or prevent exploration
of the entire area. Marathon believes the government should
accept the bids, lease the tracts, and further expeditious
exploration of the area.

8. Same as answer to question 1.
9. Same as answer toquestion 1.
10. Same as answer toquestion 1.
11. Same as answer toquestion 1.
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interpretations of velocity surveys which indicate changes in
reservoir rock or 1in the fluids contained therein, and
geological interpretations of this data as it relates to
reservoir characteristics such as depositional facies and/or
onlap-offlap of potential reservoir beds.

In addition, even if the Department®s definition of
a structure or prospect essentially coincides with the
one industry arrives at through competitive bidding, the
Department®s estimate of the structure s or prospect®"s
value could be out of step with industry’s. If that 1is the

case, all bids might be rejected and the entire structure
unleased and unexplored.

- --For example, 1in Mid-Atlantic Sale 59, the Department
obviously placed a higher value on the northern portion of

the sale than did industry. Even though 1industry®s and the
Department®s definition of the "structure"™ or "prospect"”
involved may have coincided, most of the bids for the northern

tracts were rejected. Unless one assumes that all of industry
was wrong and the Department right, the resulting bid rejec—
tions simply do not make sense. Marathon fears such results

could become common if the Department employs a "structure"
or "prospect” evaluation approach.

I1. Option 11
A. General Comments

At pages 5,691 - 5,695 of the Request for Comments,
the Department suggests that the tract evaluation and bid
rejection system has been considered important as an ad-—
ditional deterrent to discourage underbidding "on drainage,
proven, or development tracts on which one bidder has poten—

tially superior information.” Option Il seeks to provide this
assurance by subjecting structures containing drainage,
proven, or development tracts to evaluations. Unfortunately,

however, this assumes that other bidders®™ Jlack of information
necessarily will cause them to bid lower than a bidder
possessing superior information about a tract. This 1is not
necessarily the case, however.

For example, West Delta Block 78 in the Gulf of Mexico
offsets one of Marathon®s prime producing properties, where
Marathon possesses a wealth of data from wells drilled from

four platforms and considerable seismic work. Marathon has
interpreted this data and consistently determined that West
Delta Block 70 has no value to Marathon. Other companies
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nonetheless have been willing to bid on the tract, as
evidenced by the following bidding history:

Date Sale Bid Amount Sole Bidder MMS Evaluation
7/31/79 58 $155,187 0X0CO $3,249,625
9/30/80 A62 517,500 Paragon Pet. 6,388,495
.7/21/81 AG6 608,000 Paragon Pet. & 1,680,067

Pacific Res. |Inc.
This shows two things. First, the Department has

refused to accept bids for a tract which Marathon believes is
worthless. Second, it shows why a company possessing superior
information about a tract simply cannot assume others will
bid lower than it and risk losing the tract by bidding lower
than it believes the tract is worth.

In each lease sale, only one bidder expressed an in—
terest in leasing and exploring a tract Marathon believes is
worthless. Marathon, the Department, and the bidders cannot
be certain of their estimates of West Delta Block 78"s value.

The only way to find out is to explore the block. Had the
Department allowed the free market to operate, West Delta
Block 78 may have been explored already. However, because of

the Department®s bid rejections, West Delta Block 78 remains
unleased and unexplored 1in recent years.

In this same area, Marathon and its co-venturers have

a long history of bidding for drainage tracts, as shown by
the following table:

Marathon Second- Department
Date Block # Bid High Bid Evaluation
3/66 57/79/80 (por.) $19,101 $17,758 Unpublished
11/68 79/80 (por.) 94.190 71.706 Unpublished
7/70 80 (por.) 15.377 6.062 Unpublished
11/71 80 (por.) 2.200 - Unpublished
10/74 86 (N/2) 20.666 6.400 4.965
11/79 86 (S/2) 39.656 22.215 29.309
10/81 85 (por.) 30.917 - 33.053

It is apparent the government has received fair market
value from Marathon®"s and 1its co-venturers®™ bids. Nonethe —
less, under the Department®s system of tract evaluations and
bid rejections, the high bid for the Federal portion of Block
85 would have been rejected if the Marathon bid had been
2.20% lower or if the Department®™s Discounted Range of Values
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("DROV") had been 2.35% higher.-- Considering the inexact
nature of geological evaluations, such fine tuning simply
serves no useful purpose. Marathon readily admits that, in

spite of its knowledge of the area, 1its evaluation 1is not
even close to a 2.29% accuracy.

B. Specific Questions

l.a. Sameas answer to question 1 under Option 1.

1.b. Sameas answer to question 1 under Option 1.

l.c. Sameas answer to question 1 under Option 1.

1.d. Again, Marathon urges the Department to deter and

monitor collusion and systematic underbidding by comparing
current bidding behavior to the bidding behavior of the last
25 years. IT a company®s bidding behavior changes 1in a
suspicious manner, the Department can investigate to deter —
mine the cause of the change and take appropriate measures.

2. Same as answer to question 1 under Option 1.
3. Same as answer to question 1 under Option 1.
*1. Same as answer to question 1 under Option 1.
5. Same as answer to question 1 under Option 1.
6. If only one company or bidding group bids 1in a

sale or on a structure or prospect, that means that company
or bidding group is the only one willing to invest its money
in that sale, structure, or prospect. The Department should
accept those bids and allow exploration by the one company or
bidding group willing to explore the lands offered.

I11. Option 3
1. Same as answer to question 1 under Option 1.

2. Same as answer to question 1 under Option 1.

The Department®s MROV was $33,053 million, 1its DROV
was $30,210 million, and the AEOT was $31,985 million.
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3. Same as answer to questionl under Option 1.

4. Here the Department admits that bid rejections are
harmful and deter expeditious exploration and development of
the nation ™ 0CS oil and gas resources. Again, however, the
Department suggests fine tuning a system which Marathon
believes is inherently deficient. Marathon does not believe
any amount of fine tuning will makewhat it believes 1is a bad
system good. Marathon, therefore, urges the Department to

abandon completely the practice of evaluations and bid
rejections.

IV. General Questions
1. Same as answer to question 1 under Option 1.
2. Same as answer to question 1 under Option 1.
3. Marathon does not believe any analysis 1is credible

enough to warrant overriding a decision arrived at through a
free market, competitive bidding procers.

4.a. Marathon will continue to formulate 1its bidding
strategy 1in a manner designed to win the bidding and acquire
properties at a value which provides the possibility of a
reasonable return on investment.

4.b. Same as answer to question 4.a.

4._c. If the government uses 1its monopoly power to
extract more than fair market value from the 0CS lands it
leases, return on investment will be too low to provide an
adequate 1incentive for 0CS exploration and development.
Eventually, some companies will be forced to invest 1in other
endeavors where returns on investment are better and competi—
tion for OCS leases will be reduced.

4.d. Of course, when the Department rejects the high
bid for a tract, exploration, development, and production are
delayed. Also, same as answer to question 4.c.

4.e. Same as answer to question 4.d.

4_F. As exploration, development, and production of the

nation™ 0CS resources are delayed, the government™s receipt
of revenues from production also will be delayed.
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4._9. Each option still requires Department evaluations
which duplicate industry efforts in the free market, competi—
tive bidding system, thus wasting government resources.

4.h. The government®s own studies have found no evidence
of collusive bidding or strategic underbidding in 25 years
of OCS Ileasing history. The Department can compare current
bidding behavior to past behavior to detect and investigate
suspicious bidding patterns. There simply i~ no reason to
assume the worst and employ a system of tra> evaluations and
bid rejections which provides no logical results and deters
exploration and development of the nation"s 0CS resources.

5. Bidders must take into account contingency payments
cuch time they .evaluate 0CS lands and formulate bids for
thjse lands. IT the Department relys on the free market,
competitive bidding system to determine the value of OCS

lands, contingency payments will be taken 1into account
automatically.

6. Minimum bids should be kept low so this threshold
amount does not prevent exploration of 0CS lands with marginal
potential for oil and gas.

CONCLUSION

Again, Marathon feels the overwhelming number of bid
rejections in Mid-Atlantic Sale 59 and Gulf of Mexico Sale
67 1is evidence of a system which has gotten out of hand.
Marathon welcomes the Department®s inquiry into evaluation
and bid rejection procedures and the opportunity to submit
comments. Marathon cannot, however, support any of the three
options suggested in the Department®s Request for Comments.

Marathon believes that tract evaluations and bid re—
jections are not required by law, that they are unnecessary,
wasteful, and unfair, that they achieve no rational results,
and that they delay exploration ana development of the
nation®s OCS oil and gas resources. Marathon does not
believe that any amount of fine tuning or amendment can
eliminate the serious deficiencies inherent in any system of
evaluations and bid rejections.

The fundamental problem with rejecting bids because of
evaluations by the Depr "tme.it is that this simply 1ignores the
fair market value arrived -t through the competitive bidding
process. 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
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market, competitive bidding situation after evaluation of the
tract. In such an environment, there 1is simply no reason
whatsoever for evaluations or rejections of bids.

Marathon believes there is no better way to assure
receipt of fair market value for O0CS lands than through a
free market, competitive bidding leasing system without
Department evaluations and bio /ejections. Also, eliminating
Department evaluations and bid rejections will further
the goal of expeditious exploration and development of the
nation®"s OCS oil and gas resources by eliminating the delays
caused by bid rejections. Marathon, therefore, strongly
urges the Department to abandon completely 1its practice of
evaluating O0CS lands and rejecting legitimate high bids.
Instead, Marathon-urges the Department to accept all
legitimate high bids in future O0CS lease sales.

Very truly yours,

R. R. Butkc
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X. Overview of the State Leasing Process

The planning and execution of an oil and gas lease sale is a lengthy
process, beginning before the sale area is included in the State"s proposed
five-year leasing program. It involves a number of state agencies, with the
Department of Natural Resources as the lead agency. It also involves the
public and local communities. The process described here is an idealized
version and one the Department hopes to follow for future sales. Given the
time constraints in this process, those sales scheduled for late 1983 will be
the first ones to have fully undergone these steps.

Aside from certain legal noticing requirements, there are important
reasons why a process as lengthy as this one is necessary. The early
announcement of a potential sale encourages the early mobilization of public
and private resources for the purpose of gathering information
(geologic/geophysical, environmental, socioeconomic) relevant to the proposed
sale area..

Certain aspects of the process require added emphasis. Approximately 30
months before a proposed sale date, the [apartment of Natural Resources begins
to acquire regional geophysical/geological data. This information is used in
conjunction with industry nominations and public comments to define a specific
sale area. This reduces the proposed sale area uo a smaller, more compact
size and permits public and private agencies to more accurately focus their
sale-recated evaluations. In the past, industry nominations have largely
determined the tract selections for a given sale.

As the information gathering process continues, the Department gathers
additional geophysical/geological data, including information about
geohazards. This information permits the Department to roughly assess the
hydrocarbon potential of the sale area. These rough approximations provide
other state and local agencies with information important to their assessments
of potential sale related socioeconomic and environmental impacts.

The Department®s evaluation process gradually moves from region to basin
to a tract specific analysis. These refinements permit the assessment of
potential trade offs associated with tract deletions that may be suggested for
reasons of environmental concern. Without tract specific information, the
Department may unknowingly delete high potential tract? .

AS 38.0fi.180 requires that the Department conduct j thorough presale
analysis prior to each prrposed sale. This analysis is used to select a
bidding system and lease terms tailored to a specific area and designed to
yield the State a maximal return on its hydrocarbon resources. For the
analysis to be valid, an intensive interpretation of geophysical/geological,
engineering and e, nomic data is necessary.

With this overview in mind, the steps in the process are set out below.
(For "exempt"™ sales— those excepted from the five-year program requirement by
AS 38.05.180(d) or (w)- most of these same steps are fallowed, but they are
compressed into a much shorter period of time.)

1. Approximately 26 to 61 months”before a sale is proposed to take
place: Department of Natural Resources chooses new areas to add to
the leasing program or revises the schedule, based on its assessment
of oil and gas potential, industry interest, and informal state
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10.

11.

12.

agency review. DNR then invites the public to comment on the
proposed additions and revisions. The State"s Agency Advisory
Committee on Leasing (AACL) and officials of potentially affected
communities located near proposed sale areas also review the proposed
additions and revisions.

24 to 59 months before the proposed sale date: The Five-Year Leasing
Program is presented to the Alaska Legislature.

22 to 32 months before the proposed sale date: DNR issues a formal
Call for ruminations or Comments to the oil industry, State and
federal agencies, and the public for a general sale area shown in the
Five-Year Leasing Program. At the same time, DNR begins a search for
available seismic data and starts compiling surface and subsurface
geologic data on the nomination area.

23 months: DNR analyzes the nominations or comments submitted by the
oil industry, interest groups, other agencies, and the public. On
the basis nf this information, the nomination/comment area is scaled
down to the "proposed sale area."

21 months: The availability of the new proposed sale area maps is
advertised. The map is sent to potentially affected communities to
use in planning for the proposed sale. Other State agencies,
including members of the AACL, are also invited to review the
proposed sale area boundaries. After making its final selection of
geophysical data, DNR begins contracting to puchase and process the
data over the next seven months. Meanwhile, DNR starts interpreting
the geologic data that has been gathered on the proposed sale area
and schedules field work to fill in any identified gaps.

15 months: State members of the AACL begin researching and
summarizing the data they will contribute to the Social, Economic and
Environmental Analysis (SEEA) that is pi. pared for major sales
pursuant to Administrative Order No. 52. A member of a potentially
affected community is t minted as ex-officio member of the AACL.

12 months: The Department completes its preliminary geologic
analysis of the proposed sale area and provides the economic and
engineering units with estimates of ranged reservoir parameters.

10 to 11 months: The draft SEEA is made available to the public and
comments are solicited.

9 to 10 months: Public meetings are held on the draft SEEA and
additional comments are received.

8 to 9 months: Public review period for draft SEEA ends.

8 months: DNR initiates land status research to determine leasable
acreage. Once engineering data are gathered, an economic analysis of
a proposed lease sale is ueyun.

6 months: Geologic analysis, including the identification of
potential geohazards, is completeo. DNR begins a preliminary
assessment of bidding methods to be used in the proposed sale.
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13.

14.

15.

16.

17.

18.

19.

2D.

7:1.

5 to 6 months: The draft SEEA is revised as a result of public and
agency review. Meanwhile, based on a combination of the information
contained in the SEEA, agency comments made directly to DNR, and
geological and geophysical information, the proposed sale area
boundaries undergo their final revision. A preliminary tract map of
the revised sale area is prepared.

3 to 4 months: Final version of the SEEA is printed and distributed.

4 months: A preliminary finding that sets out the issues and facts
regarding the proposed sale is made by DNR and is distributed to the
public for comment. At the same time, advertisements are published
in the proposed sale area stating that the preliminary finding on the
proposed sale is available and public response is invited.

3 months: Comments are received from the general public and from
communities within the proposed sale area. Final decisions on the
sale, tracts to be included, and the mitigating measures that will be
enforced on the leases are made on the basis of these comments and
thosr df other State agencies. A final tract map is prepared. A
coastal management consistency determination is prepared and the
final decision pursuant to AS 38.05.035(a)(14) is written.

2 months: Based on geoDhysical information, DNR prepares a final
prospect map (confidential) of the proposed sale area, completes the
required pre-sale economic analysis and selects a bijding method to
be used for the specific sale.

2 months: Public notice of the final sale terms is initiated, with a
copy of the notice sent to affected communities and to all parties on
the DNR oil and gas mailing list.

1 month: A final land status check and identification of third-party
interests are carrind out.

Day zero: The lease sale is held on its scheduled date.
Within a week after the lease sale, the apparent high bids are

analyzed, and the Commissioner of DNR decides whether to accept the
high bids. The winning bidders are notified.
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Introduction

In 19GB, | wildcat rig drilling on Alaska's North Slope struck
the vast petroleum reserve now known as Prudhoe Bay. Esti-
mated to contain 9.6 billion barrels of crude oil and over 26
trillion cubic feet of saleable natural gas. Prudhoe Bay consti-
tutes the largest of the United States’ reserves. The Trans
Alaska Pipeline System is currently transporting over one
million barrels of Prudhoe Bay crude oil daily to southern
Alaska for shipment to ports In the United States. Part of

the natural gas in this reserve is in solution with the oil and
pan of i isin a free gas cap above the oil reservoir. Thus, as
the oil is ' xtractod. some natural gas is also removed. Until
this gas can be .T.orKeted it will be reinjected into the reserve
for future use. The Alaska Natural Gas Transportation System
will provide a means to tranrport this vast quantity of natural
gas to consumers in the Lower 40 States. The initial daily
output will be equivalent to about 450,000 barrels of oil.

The Project

The aska Natural Gas Transportation System will be an

ove< id pipeline of varying diameters designed to carry about
2 4 illion cubic feet of natural gas daily from Prudhoe Bay.
Ala .a. to homes and industries in the lowor 48 states. At a
cosv af over S20 hillion it will be the largest privately-financed
construction project ever undertaken anywhere. It will supply
al |t five percent of our Nation's gas noeds for the 25-year
lile of the project, based on current use rates.

The entire project stretches 4,800 miles from Prudhoe Boy.
on the northorn coast of Alaska, along the routo of the Trans
Alaska Oil Pipeline to Delta Junction, south of F-irbanks.
There tho gas line turns southeast and continues south into
Canada, %enerallr following the Alnskon-Canadian highway.
Just north of Calgary it splits into two legs—tho West Log
going to Antioch, Californio and tho Ei it Leg almost to
Cmcago. Construction is scheduled to s art in 1981 on tho
two lower Legs. Tho last portion to be built, tho Alaskan
segment, is now scheduled for completion in 1985.
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Legislative History

The U.S. Congress enacted the Alaska Natural Gas Transpor-

tation Act on October 22, 1976, setting out a series ot innova-
tive procedures to expedite the selection, approval and con-
struction of a natural gas pipeline system to bring Alaskan gas
to lower 48 markets. After receiving a recommendation from
the U.S. Federal Power Commission (now the Federal Energy
Regulatory Commission), the President in September 1977
selected a route and applicant. Congress in November of that
year approved the President's selection.

Office of the Federal Inspector

The Office of the Federal Inspector is a small but unique,
independent entity created by Congress and tha President
specifically to expedite and oversee construction of the Alaska
Natural Gas Transportation System. Congress in its 1976 legis-
lation clearing the way for the project included the requirement
that a single individual, to be called the Federal Inspector, be
appointed to bo responsible for assuring that the project is
built as timely as possible, without excessive cost overruns,
and with minimal harm to tho environment. It included that
requirement because tho undertaking is itself unique in size
and in importance to the Nation's energy future, and in
light of tho delays and largo cost overruns that have in tho
past plagued largo construction projocts, such as the Trans-
Alaskan Qil Pipolino.

Tho exact duties of tho Fodoral Inspector woro not defined
until Reorganization Plon No. 1 was signod by the Prosidont
on June 11, 1979. Tho concepts of that Plan woro sot out in
Exocutivo Order No. 12142, signod by tho Prosidont on Juno
21. Those throo Prosidontial documents combined to implomont
tho intont of Congress ombodiod in tho ANGTA of establishing
tho Office of tho Fedorol Inspector, which officially como into
boing July 1, 1979.

0.F.I. Responsibilities

Tho Fodoral InsEector isan indopondont entity within the
oxocutivo branch, ostoblishod to ovorsoo all construction und
initial operation of tho U.S. portions of tho pipolino. Ho will
coordinoto and schadulo actions of tho aight Fodoral agoncios
which must ag)provo somo nspoct of tho project; monitor con-
struction; and onforco all cortificatos and conditions issued by
iho agoncios. Ho will bo tho "ono window" for rocoipt of ell
data and pormit applications and for issuance of all purmnits.

Tha Alyeika oil plpelin* transports oil trom Prudhoe Bay.
Alaiko, to Valdcr Bilow: Tha Alotka-Conad-an highway under
construction by ths US Army in 1942.

Specifically, tho Fodoral Inspector will

1. coordinate the scheduling ond issuance of all Federal pormiH
and related activities to assure timoly end unifiod decisions.

2. monitor activities to assure that cost control, calory, and
environmental protection objoctivos are fulfilled whilo still
mooting tho projoct completion schodulo;

3. koop tho Presidont and Con(1ross informed on project pro
gross, including potontiol dolays or problems,

4, establish ajoint survoillnnco and monitoring ogrMoment wtih
tho Stato of Alaska; and

5. onforco all Fodorol statutai which affoct tho projoct, assuring
that tho builders ore complying with all conditions or stipula
tlons ottochod to any Fodorol opprovol.

Although tho Fodorol Doportmonts of Tronsportallon, Energy,
Interior, Agri**.iuro, Treasury, tho Environmental Protoction
Agoney U.S. Army Corps of Enginoors. and tho Chairmen ol
tho Fodoral Enurgy Rngulutory Commission rotnin thoir aulhui
Ity to issue nocossnry permits and cortificatos, tho Fodornl Inspoc
tor must assure that tho agoncios moko thoso authorizations in
timely fashion.
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Introduction

In 1968, a wildcat rig drilling on Alaska's North Slope struck
the vast petroleum reserve now known as Prudhoe Bay. Esti-
mated to contain 9.6 billion barrels of crude oil and over 26
trillion cubic feet of saleable natural gas. Prudhoe Bay consti-
tutes the largest of the United States" reserves. The Trans
Alaska Pipeline System iscurrently transporting over one
million barrels of Prudhoe Bay crude oil daily to southern
Alaska for shipment to ports In the United States. Part of

the natural gas in this reserve is in solution with the oil and
part of it is in a free gas cap above the oil reservoir. Thus, as
the oil is extracted, so.no natural gas is also removed. Until
this gas can be marketed it will be reinjected into the reserve
for future use. The Alaska Natural Gas Transportation System
will provide a means to transport this vast quantity of natural
gas to consumers in the Lower 48 States. The initial daHP/
output will be equivalent to about 460,000 barrels of oi

The Project

The Alaska Natural Gas Transnt. .ation System will be an
overland pipeline of varyinj ~'er.ioter: designed to carry about
2.4 Dillion cubic feet of natural gasdaily from Prudhoe Bay,
Alaska, to homos and industries in the lower 48 states. At a
cost of over S20 billion it will be the largest privately-financed
construction project over undertaken anywhere. It will supply
about five percent of our Nation's gas needs for the i5-yeor
life ol the project, based on current uso rates.

Lhe entire project strotches 4,800 miles from Prudhoe Bay,
on tho northern coast of Alaska, along the route of tho Trans
Alaska Qil Pipeline to Delta Junction, sou'.n of Fairbanks.
There tho gas lino turns southeast and continues south into
Car.,dn, eneraIIY following the Alaskan-Canadian highway.
Just north of Calgary it splits into two logs-tho West Log
going to Antioch, California and tho East Leg almost to
Chicago. Construction is scheduled to start in 1981 on tho
two lower Legs. Tho last portion to bo built, tho Alaskan
sogmnt, is now schnduled for completion in 1985,
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Cover. Sunml at (he Arctic Circle Above: Itutriad inow coveroil mountains in August.

History

The U.S. Congress enacted the Alaska Natural Gas Transpor-
tation Act on October 22,1976, setting out a ceries of innova-
tive procedures to expedite the selection, approval and con-
struction of a natural gas pipeline system to bring Alaskan gas
to lower 48 markets. After receiving a recommendation from
the U.S. Federal Power Commission (now the Federal Energy
Regulatory Com mission), the President in September 1977
selected a route and applicant. Congress in November of that

year approved the President's selection.

O ffice of the Federal Inspector

The Office of the Federal Inspector is a small but unique,
independent entity created by Congress and the President
specifically to expedite and oversee construction of the Alaska
Natural Gas Transportation System. Congress in its 1976 legis-
lation clearing the way for the project included the requirement
that a single individual, to be called the Federal Inspector, be
appointed to be responsible for assuring that the project is
built as timely as possible, without excessive cost overrun ;,
and with minimal harm to tho environment. It included that
requirement because the undertaking is itself unique in size
and in importance to the Nation's energy future, and in
light of the delays and large cost overruns that have in the
past plagued large construction projects, such as the Trans-

Alaskan Oil Pipeline.

The exact duties of the Federal Inspector woro not defined
until Reorganization Plan No. 1 was signed by tho President
on Juno 11, 1979. Tho concepts of that Plan woro sot out in
Exocutive Order No. 12142, signod by the Prosidont on Juno
21. Those throu Presidential documents combined to implement
tho intent of Congress embodied in tho ANGTA of establishing
tho O ffice of tho Fodoral Inspector, which officially come into

being July 1, 1979.

O .F.l. Responsibilities

fho Fodoral Inspector is an independent entity within tho
oxacutive branch, ostnbhshod to ovorseo all construction und
initial oporation of tho U.S. portions of tho pipolino. He will
cooidinntu and schodulo actions of tho oight Fodoral agendas
which must approve some aspoct of tho project; monitor con-
struction; and onforco all cortificatos and conditions issued by
tho agoncios. Ho will bo tho "ono window" for rocoipt of all

data and permit applications and for issuance of all permits.

TTiq Alyerko oil pipeline transports oil trom Prudhoe Boy,
Alaska, to Voider. Below: The Alaske-Censdian highway under
constructton by the U.S. Army In 1942.

Specifically, the Federal Inspector will:

1. coordinate tho scheduling and issuance of all Fodoral pormits
and related activities to assure timely und unified decisions;

2. monitor activities to assure that cost control, safety, and
environmental protection objectives are fulfilled while still
meeting tho projoct completion schodulo;

3. koep tho Prosidont and Congress informed on projoct pro-
gross, including potontial delays or probloms;

4. ostoblish ojoint survoillanco and monitoring agroomont with
tho State of Alaska; and

5. onforco all Fodoral statutes which affect tho projoct, assuring
that tho builders ate complying with all conditions or stipula-

tions ottnchod lo any Fodoral opprovol.

Although tho Fodoral Dopurtmonts of Transportation, Enargy,
Intorior, Agriculturo, Troasury, tho Environmontal Protoction
Agency, U.S. Army Corps of Engineers, ond tho Chairman of

tho Fodoral Energy Regulatory Commission rotnin their author-
ity to issuo nocassory pormits and cortificatos, the Fodoral Inspec-
tor must ussuro thut tho agoncios moke those authorizations in

timuly fashion.
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OETTYE FAHRENKAMP. CHAIRMAN POUCH V
vic FiIscHER. VICE-CHAIRMAN STATE CAPITOL
ORAD URADLEY JUNEAU. ALASKA BOOM
DICK ELIASON (007) 409*3034
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DOD MULCAHY
ARLISS STURGULEWSKII

j& itate

(Himnuiftcc on “~Resources

February 20, 1381 Beltz Room
1:30 p.m. 211 - Capitol

MEMBERS PRESENT

SENATOR FAHREMKAMP
SENATOR FISCHER
SENATOR BRADLEY
SENATOR STURGULEWSKI
SENATOR MULCAHY
SENATOR ELIASON
SENATOR GILMAN

The Committee was briefed by Mo Mathews and Austin Ward, Office of the
Federal |Inspector, Alaska Natural Gas Transportation System and Gary
Anderson, President, Alaska Commercial Fishing and Agriculture Bank,
Frank Honiun, Chairman, Alaska Commercial Fishing and Agriculture Bank
and Joe Carter, President, Spokane Bank of Cooperatives.

Mo Mathews stated that the responsibilities of the Office of Federal
Inspector are:

1. Coordinate the scheduling and issuance of all Federal permits
and related activities to assure timely and unified decisions;

2. Monitor activites to assure that cost control, safety, and
environmental protection objectives are fulfilled while still meeting
the project completion schedule;

3. Keep the President and Congress informed orproject progress,
Including potential delays or problems;

k, Establish a joint surveillance and monitoring agreement with the
State of Alaska; and

5. Enforce all Federal Statutes which affect the project, assuring
that the builders are complying with all conditions or stipulations
attached to any Federal approval.

In response to the question, 1is the ouilined schedule for the completion
of the pipeline reasonable? Mr. Mathew: statedthat the real key to the
schedule 1Is the financing plan which he has noresponslblity for.

In response to the question, are the Impacts on communities In Alaska
being taken Into consideration? Mr. Mathews stated that there 1is an
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agreement with the State that they will conduct the community impact
studies. The impact will be mostly on communties that are close to the gas
pipeline.

In response to the question, what is the outlook for the financing problems?
Mr. Mathews stated that Northwest was the only proposal that stated they
could construct the line without Federal aid. There may be some need for
removal of antitrust provisions to allow North Slope producers to become
financially involved. Federal aid 1is a long way off and even then only as

a last resort.

Frank Homan, stated that the 1978 legislature created the Alaska Commercial
Fishing and Agriculture Bank (CFAB). The State provided seed money to the
bank and it is to be repaid to the State in 20 years. Customers and borrowers
become members of the bank, with dividends payable to them in proportion to
the amount interest they pay annually. CFAB 1is an alternative to direct

state financing of fisheries and agriculture. CFAB can draw upon other
sources of money, and can leverage its money with the Federal Farm Credit
System.

The purposes of CFAB are:

1. Provide sources of credit-for Alaskan agriculture and fishing
industries;

2. Encourage utilization of the fisheries off the coast of Alaska that
have been underutilized in the past by local fishermen;

3. Encourage harvesting, processing and marketing of underutilized
fish species;

h. Encourage technological development in the harvesting and processing
of underutilized fish species; and,

5. Promote the more rapid development of agriculture.

He stated that CFAB 1is not Involved in venture capitol. CFAB loans money
to farmers and fishermen that have cemonstrated an ability to repay the
loan.

Joe Carter stated that the BaiiK of Cooperatives was founded 1in 1933. The
Initial funding was from the Federal government, the loan was repaid and now
Is owned by the users of the Bank. He indicated that a problem arose after
the capital loan was paid off - the members thought since the capital loan
was paid off they could do what ever they wanted with the funds of the

Bank. He stated that he felt that government overview was Important inorder
to Insure the original Intent is being carried out.



Alaska Natural Gas Transportation System

PROJECT HIGHLIGHTS - ALASKA

1977:

1978:

1979:

1980:

1981:

President Carter selects Alaska-Canada hi-ghway route and Northwest

Alaskan Pipeline Company to build Alaska portion of natural gas line.

Northwest Alaskan Pipeline Company starts design work. Contracts
international design firm of Fluor, Inc., in lIrvine, California to
design and build the Alaska portion of line.

Survey, design, analysis work underway in preparation for filing a
request for a final Certificate of Public Convenience and Necessity
from the U. S. Federal Energy Regulatory Commission (FERC).

Frost heave test facility built near Fairbanks, Alaska, by Northwest

Alaskan Pipeline Company, August.

Northwest Alaskan Pipeline Company purchases research and environmental
data from the Alyeska Pipeline Service Company (oil line) to save
duplication of study effort.

July 1, Office of the Federal Inspector established.

Continuation of pipeline design work by Fluor, Inc., and Northwest
Alaskan Pipeline Company.

Continuation of design and planning work.
Thousands of soil samples taken along right-of-way by drilling operations
to determine geology for design effort. Additional field studies done

on water, wildlife, and the environment.

Sohio, Exxon, and ARCO join Northwest Alaskan Pipeline Company to provide
additional funding and review of design work.

Four small work camps established by Northwest Alarkan Pipeline Company
north of the Yukon River.

Northwest Alaskan Pipeline Company files for a Certificate of Public
Convenience and Necessity, FERC, July 1.

R. M. Parsons, worldwide engineering firm, selected by Northwest Alaskan
Pipeline Company to design gas conditioning plant.

Construction on the gas line in southern Canada and northern Ildaho
started.

Crossing f 430 miles of Federal Lands in Alaska authorized by the
Secretary of the Interior, December 1.

Continuation of design, engineering, andfield studies.

Installation of five to seven cold pipe testsites in varying soils
along gas line right-of-way started.



Alaska Natural Gas Transportation System

PROJECT SCHEDULE - ALASKA
1981: Continue design, engineering, study work
Obtain financing for Alaska portion of project
1982: Complete design work
Install work camps
Start construction of gas conditioning plant at Prudhoe Bay

Obtain U. S> Federal Energy Regulatory Commission (FERC) approval of
Certificate of Public Convenience and Necessity

1983: Spring: Start double joining of pipe
Install pipe at major river crossings

Fall: Start laying pipe in six simultaneous operations
1984: Continue laying pipe

Start construction of compressor stations (7)
1985: Complete laying of pipe (fall)

Complete construction of compressor stations

Complete gas conditioning plant at Prudhoe Bay

Test all equipment and line
1986: Gas flow turned on

Restoration of environment, remove camps, clean up






dtanmtittce on Resources

January 30, 1981 Beltz Room
1.1:00 a.m. 211 Capitol
MEMBERS PRESENT MEMBERS ABSENT
SENATOR FAHRENKAMP SENATOR FISCHER
SENATOR MULCAHY SENATOR BRADLEY

SENATOR ELIASON
SENATOR GILMAN
SENATOR STURGULEWSKI

The Committee was briefed on Mie need to ¢ plete the analysis
of geochemical samples by Dr. ucne Rutledge, Energy Scientist
and. Dr. Thomas A. Heaver, Group Leader, Los Alamos Scientific
Laboratory.

Dr. Gene Rutledge 1indicated that the Department of Energy
plans to phase out the Hydrogeochemical and Stream Sediment
Reconnaisance program. 18,000 water and sediment samples at
about 9,000 separate locations have been taken 1in Alaska on
some lands where it is now imposdible to obtain such samples

because of the recent land withdrawals. The samples were
scheduled to be analyzed for 44 different elements. There 1is
enough money to analyze a few more samples. Tt in only one-
half of che amount needed. He urged the Committee to

su rort an appropriation of $800,000 as matching f"nds to
flush analyzing the samples.

Dr. Thomas A. Weaver showed the Committee slides of the
Laboratory facilities and the types of work they produce. He
indicated that the geochemical data from Alaska they are
working on can compliment the work being conducted by the
Department of Natural Resources Division of Geological and
Geophysical Surveys. If the samples are shipped to archives,
they will most probably be lost forever for scientific
purposes.

The motion was made by Senator Mulcahy to have the Committee
sponsor a bill appropriating the funds. With no objections
the motion passed.
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ne cityof Sojdovin iaconsidering its sales tax from | to3
ison the dollar and raising utility charges in nn effortto
ai?cc the budget and chip away at a JCILiKX)$70,000
101.,,55r%1978 and '79. A special city election on the hulch
wyill be Jicld May 27 if it wina city council endorsement.
tmonies would be t urm.irked for the city's general fund.

“it plan wutci and sewer charites would go from
.67 to $18.47 a month; utility hookups-now Sb-wouk!
ip to $4-5 for ’vater and S165 for sewer. For lish
cessors, the stendard utility charge of $200 a month

gld Encrease tc $1,300 or the company could choose to be
ercd.

CHUGIAK - EAGI ERIVER

‘hufpok-Eugle river has experienced "phenomennl
wth in the past decade, says Jackie Russel, director of
Anchorage office ol the Bureau of Census. Despite
wth projections built into planning for census counters,
enumerators have found more residents than expected,
some ureas where we had expected 500, we nrc finding
times that many,” she said. ;

ditsubishi Petrochemical Co. and ARCO Chemical Co.
resigned an agreement to launch nn equally owned joint
iturc in this cc-intry for production of chemicals from

1 company in Jupan, on specially imported raw
iterinis. ARCO chemical produces more than 300
tmical products used for petroleum recovery.

WRANGSLL
Die owners of Stikine Air Sendeehave applied to the
iskn “ Transportation Commissu n for authority to
ivide scheduled commuter air scrvk mbetween Wrangell,
tchikun, Petersburg, Sitka and Jut cnu. Camps Inc.,
lich owns Slikir.e, says the new coma, ter service would
operated under ‘LcConte Airlines,' pro\ iing commuter
evice only. Stikine would conn. <> 'lerulc its air

arter business. Both airline" g.U” OI't of
kine's hanger and office at Wrr.aiw .urrinﬂ .
jlcsts to the proposed action, Camps Inc. sp,.. In8hl i

rservice could start lute this month or early Jii.u
(evia engine.9 pasHC.iger Piper Chieftains are pIa‘Iined for |
service.

SSSMIffiar®

viyac AR A e ¥

— eV

o»r« ol,. a rill «te oo«

ejeoi * le m

* 1

T
HYDROGEOC?-IMI%%\L PROGRAM

RESPONSIBIE AGE Cr

IASI

toi Alomoi Sc ntrfk loborolory

ri«41 Sompling corrtpUl*t 102

r 1 Sompling In pvogroui 3
H | Quod dakjopen filodt 14

X 1 NolK) b« wmpUdi 17

QC1 Quod data k>be open filed in 1900

DOE cance

By GENE RUTLEDGE
AJC Staff Writer

Another Alaskan resource
information tragedy is about
to unfold.

The Department of Energy
(DOE) plans to phase out the
Hydrogeochemicul and
Stream Sediment Reconnais-
sance (HSSR) program.

Dr. Robert Sharp of Los
Alsmos Scientific Laboratory
(LAC'L) supervised the
collccl'on of about 18,000
wolc. und sediment samples
at about 9,000 separate
locations in Alaska on lands
where it iB now impossible to
Lake such samples because of
recent land witlidruwuls by
top federal fficiuls.

The samples were scheduled
to be nnnlyzcd for 44 different
elements including uranium,
copper, silver, gold, chromium,
cobalt, ninngnncAu und
titanium.

Now LASL, becnuse of
Inadequate funding, may
be f rced to analyze only
nboui 3, '00 ofthe Hum pies.

The above is only the tip of
tho icebcrg-1JVSL has in bund
about 130,000 Hnmplcs from
about 70,(XX) locations all over
Alaska, but only 18,00(1

.samples are to be analyzed.To

cover nil of the stale, another
16,000 locations need to lie
sampled ns originally
planned.

Alaska isn't the only slate
that lias been benefittmg from
DOK's Ilydrogeoeliemiciil and
Stream Sediment Reconnais-

sance program, which is the
collection and analysis of
small samples or surface
waters, ground waters nnd
stream sedimcnls from the
entire U.S.

This national effortinvolves
u total of nior than 1 million
samples, each ifwhich will be
analyzed for th ./ concentra-
tion of uranium nnd other
elements. However, only 30
percentofthe nnlion’s million
samples now are scheduled to
be analyzed.

By the end of 1981, DOE will
have spent about $50 million
on the HSSR national
program. To continue it would
take three yearsand $5 million
per year. But compered with
an annual DOE budget of
more than $11 billior, the $5
million is indeed very modest.

A significant recommenda-
tion of the recent Alaska
Regional Energy Resource
Planning Project report,
which was funded by DOE
and administered by t’-e state,

“A major increase in _
energy resource cxplorn-*
tion (surface and subsur-
face) should be initiated
immediately. Without ade-
quate knowlt Ige of the
magnitude, quality nnd
location of Alaska's
energy resources, these
issues (i.e. land) and other
critical energy-related
development questions
cannotlie properly addres-
sed liy governmental and
privulo decision tankers."”

Morth 1960

99

dc oil recovery. ARCO will supply production know-how. *
xluction is expected to start in the spring of 1982. Test
iduction is planned by Mitsubishi, the largest pctrochem-

One dcfonRC procurement
authority recently said "since
we import 90 per cent of six or
seven strategic materials vital
to modern propulsion systems,
wc arc concerned nboui
availability."

Progrum Background

In 1973, the Resource
Division of tho U.3. Atomic
Energy Commission (now
DOE) initiated a 10-ycar
program to assess ore
accurately the nation's
uranium resources nnd muke
available to industry
infurmutior for use in the
developmtnt of uranium
resources.

This program, entitled the
Nutional Uranium Resource
Evaluation (NURE), has three
primary parts:

e un airborne geophysical
survey of the entire country;

e research studies of
geologic environments nnd

natural mechanisms that,
favor uranium concentra-
tions; and.

¢ u nationwide hydrogco-
chemical iiurvoy of surface
and ground wuters and water-
deposited sediments.

In 1975, LASL* the Oak

Ridge Gaseous Diffusion
Plant, mid the Savannah
River Lab were asked to

conduct the hydrogrochemicul
portion of NURE in their
respective parts of the U.S.
DOE uses information from
HS.SK in conjunction with
airborne geophysical data and
geological data to identify-nml
Co.ilinuiuKih I’ago H

>
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Continued from Pni'e 1
delineate nrras that hold thr
most promiw far containing
uranium mineralization.

These areas ore usually then
rtewiminrd, generally more
samples and mure geological
and geophysical data are
collected.

Hated on the rcconnuisanrc
jnd detailed follow-up. a
realistic appraisal of uranium
resources can be produced.
This worL involves upplied
geology, ground- nnd surface-
water hydrology. geochemis-
try, geophysics and computer
science, as well os extensive
Held operations.

However, these same NURE
data can bcevlauated forother
strategic rrsourrcs (chrom-
ium, cobalt. mnngnni'He and
titanium, among others) at
little incrroncd expense which
c”n be very important to
Alaskans.

JLASL works with Alaskan
scientists in order to evaluate
the date and maximize the
information that can be
retrieved.

Program Hiatus

After five years the USSR
portion of NUKE is proposed
for cancellation hy DOE. ax a
resultofbudgetruts in favorof
other uranium assessmenl
programs (airborne radiomet-
ric reconnaissance. geologic

investigations an' world-
cKss uranium rposit
si jdica).

A\

Alaska Miners Aasn iation
peruses some of the tin terinl
result of the 11SSIt pro, rnm.

'Hie NUKE budget Inis Ik -n
cut from $65 million in KV i >
to $2H million in FY hi If th «
11ISSK were cancelled, much cf
the country will not hr
surveyed and many of the
samples nirind icollected will
not he analyzed.

During the national recon-
naissance, GO |>rr cent of the
country was sampled,
including HP> per cent of
Alaska;about GHO.OOOsamples
have liern collected.

Most of the sampling was
done in mountain regions of
the west, southern portion of
the midwest. Kinky Moult-
tanis, the llasia mid Itnngc
province, and Alaska Hy the
end of KY HO, if the piogram is
closed out. samples from only
30 perret t of (hr country will
have Isertimudwed.

A close-out means more
than one half of the
samples already collected
will not be analyzed and
reported, iiidud.ng those

samples
not be analyzed

from must of Alaska.

Multi-element 11ISSK data
has Ixcn reported for aboutn
year. For then* analyse*, all
thm* labs dcvrluptd high-
volume, low-cost automated
syMms thatwillnot Ik*UM-d for
other projKts in the funsee-
able future. The capital
investment in these systems
approaches $4 million.

Since the samples are on
hand and the nnnlvticnl
and report producing
systems ore oiierntionnl,

continuing the 1ISSK
program would Involve
little money, about $5

million for each of three
years.

Program Problems

A national program of the
scope of USSR is not without
problems. The analytical tools
to analyze may get more and
more sophisticated so thr
part* per hillhon of an element
can be identified; however, the
analysis is no good if the
sediment sample is a "dry
lob.”

In order to obtain a water
nnd sediment sample in the
rugged Korky Mountain
regiuns of the U S.and intenor
of Alaska, the costis high and
the nsk to lib*ism il. Itismuch
ranter, for example, to take 10
samples at a single location
and mrrrlv Inblc the samples
for 10 hnnl-to get to locutions.

President Howard (Iniy
that luimbeen reported itsn
am. M iAirm im

In thin manner the sample
conlrnetor saves on fuel and
tune hut the results from the
lull can he worse than no
sampling at all Sometimes a
lab scientist has not actually
taken the samples hut left it to
non-irchitienl  o|>rriitora to
obtain the samples.

Uiifonunntely some "“dry
lab" samples were apparently
taken in the USSR program,
less than 2 per cent, which
means some few analyse* will
not be released to the public.

Since each sample lo sort of
a 'fingerprint.” the identifica-
tion ol the same ’fingerprint’
for several locations mdiratrs
aproblem-The"dry lab” slow %
die publication of results and
does mid to the overall cost of
the piegmni.

Another problem thatexists
is that the |otentinl user* of
(he data lave not lieen
brought mb the program lo
tlu- extend I- ey should.

Howard »Irv.  executive

STATUS

HYDROGEOCHEMICAL PROGRAM

fIVGNil*| ATINCY

H i ‘rinO*OCljn Dud

Stt SA\AAtIv«f loU>'occ-v
I AJl lqiAoaoi lolio<tor DD
0fCDS Ook IJfI* Gotcowi (XHwMon OoK
director, Alaska Miners needed national resource
Association, feelsthe program information.

should be completed but
believes pnvnte industry could
do the analysis work ata more
economical cost. LASL
estimates a cost of about $50
per location (two sumple) fur
an analysis of 44 elements.

Program
should
continue

Hy DK.CiIENEKUTLKDGE

Secrets- /of Energy Hum an
should *r? that the 1ISSK
program is continued aml
promote closer coordinate*
with oth-r interested frder .1
agencies.

LAS|, OKGDP and SF.l
should work with poten.inl
users of the data collected
Including stale agencies, slate
university scientif* nnd,
expecinlly, th- reiource
scientists »n i".uusiry.

However, I' )E mu t avoid
‘too many causain tie kitchen
t%i the iHiint tho' little or
nothing in done I/OK should
lie rnmmended for taking the
*hull hy the horns’and getting
under way the IISSK program
which can U-oue. hutonly one.
signifirnut link In the chain of

As for the entire NURE
prugrum, it too should be
continued ns originally
planned even though the cost
for FT HI i«$65 million, which
is much higher than the $5
million for the USSR hut still
only s tiny part of the $11
billion DOE budget.

While we must give very
important credit to Duncan s
staff members for farsighted
natiunnl sampling for
urnnium nnd otherelements, it
is vital that the [1ISSK
program not be I rouglit to un
nhmpl end a.id precious
nnd strategic camples not
analyzed.

Certainly to collect
thousands of scruples at grrat
government expense with thr
literal risk c. life (Dr. Sharp
survived a plane crash in the
Alaska iMcnor) and then not
to proceed in a timely milliner
with their analysis is i-vtrvd
unwise.

Editor» Note. I)r, Hu* . »e
lias thr promt leader aj
Alnaka Hrmoon!l Enrr,
Ketuuree /‘/alifling /’ro/rr.
from 197d until late 197ti
/>u/mg //inf time hr met Ib
Sharp ami olitmnrd from him
eontideruhle information on
the National Uranium
Kennutee Ei'iiluatmn iNUHEI

Thr Payoff* for Completion of NIIIIE
lhiseline geochemical data, collected nnd analyzed hy
s'andaidizetl procedures, would lieavailable to the public for
th. entire conterminous U.S. and Alaska. From these data, n

comprehensive, geochemical

atlas of die U.S. would lie

prrpaicd that would illustrate the areal concentrations of
major and trace ehincmi ami water quality mraHiircmrnts
(e.g., pll. tcmpecrntu t,dissolved oxygen, etc.) throughout (hr

IDS.

Such baseline dala are needed hy environmentalists,
imlustrtaliHis. groscientixt*. resource explorationists, and
various state, federal and local ugriirles These date also
provide some measure of ground (ruth (or geologic mapping
and for use with remotely sensed dnin (IANDSAT imagery).

For the first time, there would lie geologic maps available
for the entire U.S. at a scale of 1:260,000. This would he a
direct result of the NUKE program, which generates thrxe
maps (where they are not already available! for use in
correlating the hydrngcochcmicid and airbornedsla with the

local geology.

AK Interstate reports earnings

Alaska Interstate ro says
its net earnings for the first
quarter werr greater than iu
carmngrt for the entire year of
IK7W.

Net earnings In the first
quarter of 'HO were a record
$14.3 million compared to
$17H OtXl in fust quarter '70 as
restated and $KI I million for
lhe entire year of *711L

Revenues in the firstquarter
were a record Vvl million.

compared lo $rUimillion ill the
same period of IU7t). Primary
ritniingu (»cr share lor tlto
quarter were $'JM compand
10 2d cents in the first quarter
of 1979.

Ilir company's Indonesian
011 anil gas operations
accotmnxl for must of the
increase in earning*,
reflecting the first full quarter
of the company’s higher
whnrkinst in thr lluffeu Croup
oil and gas JV.

tob« kvisM

400U ot+o 1ud infV0
Moth IWO

program for use in Volume Il

of "Alatka't Energy He-
tourtet.”
Upon learning of the

planned cancellation of the
IISSK program. concern
uat so grcc\ nr traveled to
Lot Alamot. N hi.,, to meet
with the teientmtt imvi/irrf.

SEMICONDUCTORS
Semiconductor* accounted for
32.6 billion of the 33.9 billion
worth of electronic compo-
nents riporta from the US. in
7 3. Importsofsemiconductors
amounted to $2.4 billion nut of

the $3.6 billion total of
electronic components im-
ports.
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Weo's o = g ‘Several rgy scenarios
' ANCHORAGE —T.nu Alaska C'0f the resources, critical addressed by dovernment and .pages) Is called "Alaska's. have teen evelgged and wr?t

Slate Division of Energy and energy-related and land- related rivate decision-makers. . ner Pesouroes Inventor ten on a reqions! raphical *
Power ~ Development ' has " quesgons canr.ol be properly - Vrl)—lmmedrate attention must - r?U Gas Caal, Hydroel ectrr%r .+ and po?rtrecga gass Eatﬁr o
weleased 1hg fITSE IWo-volurres + — ~— et Vi« he given to technologies for - and Uranium Resources. \ " tails-a brief chronolog
el a statewide assessment of large-scale energy opérations, The Iannrn% rorect = . -cycnls that seem most IrkeYy o
Alaska's cr.-.-rgy resources,’ .which could cithier extend the  documents have been written ¢ - occur.in view f Ihc information’
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DEPARTMENT OF NATURAE RESOURCES
P.0. BOX 80007
DIVISION OF GEOLOGICAL & GEOPHYSICAL SURVEYS COLLEGE. ALASKA 99708
March 11, 1981 (907) 479-7147

Senator Bettye Fahrenkamp
Pouch V
Juneau, AK 99811 (Mail Stop 3100)

Dear Senator Fahrenkamp:

Enclosed is a summary of the quadrangles and samples for which Los Alamos is
requesting State funding. As you requested we have looked over the list of
32 quadrangles to determine where the information would be most valuable to
the State. Ten of these quadrangles (4992 samples), Barrow, Wainwright,
Mead River, Teshekpuk, Utukuk River, Lookout Ridge, lkpikpuk River, Mis"ieguk
Mountain, Howard Pass, and Killik River, lie within the National Petroleum
Reserve and data from these quadrangles will have little effect on resource
evaluation of State lands. Data from the balance of the quadrangles (14,579
samples) might provide information that can be used to assess the State"s
mineral resources, although the sampling density in these quadrangles 1is
several,,times lower than is generally taken by industry (e.g. U.S. Borox)

or DGGS. Samples that are not analyzed by Los Alamos can be stored by DGGS
and be made available f(r future analyses by either DGGS or industry.

As we discussed in Juneau the raw data provided by Los Alamos will only be

uscful 1f-DGGEL_can proneaa,and model the information. A DGGS project that
would provi le a minimum processing and modeling capability is also enclosed.

Wyatt G. Gilbert
Deputy State Geologist

Enclosures
cc: Jeff Haynes

Ross Schaff
Milton Wiltse

10-J21LH



March 1, 1981

Dr. Milton Wiltse
Alaskan Department of
Geological and Geophysical Surveys
P. 0. Box 80007
College, Alaska 99708

Dear Milt:

The enclosed map shows the status of the analyses of the National
Uranium Resource Evaluation geochemical sediment samples from Alaska. The
samples from areas colored in blue are being analyzed with DOE funds. These
will be open filed as data tapes only through the Oak Ridge Data Center. The
areas 1in yellow are those for which there are insufficent DOE funds to do the
analyses. These quadrangles would be analyzed by State of Alaska funds if
they become available (Table 1 lists these quadrangles and the approximate
number of sediment samples in each quadrangle). There are a total of 19,571
sediment samples in the yellow areas. The final count upon completion of
analysis may be as much as 200 samples above or below that number. All
quadrangles have an approximately uniform sampling density of one sample
location per 23 square kilometers in areas where lakes predominate and one
sample location per 11 square kilometers in areas where streams predominate.

With the 3800,000 requested from Alaska, we will guarantee the comple—

tion of these sample analyses, using the uniform analytical methodologies

thus far by Los Alamos. We will also provide to the State Geologist®s
uii ice a hard copy data listing and a 1:250,000-scale, sample-location overlay
for each quadrangle in Alaska that has been sampled under this program no
matter who paid for the analyses. As you can see, the sample location overlay
is one of the end products of analyses and clean up of data; therefore, we are
not able to provide at this time a sample location overlay for the quadrangles
in Table I. We also believe f"at for the 3800,000 we will be able to complete
multielement analysis of those samples that we have analyzed for uranium only
to date (green quadrangles in the Seward Peninsula region).

In order to get this response to you as quickly as possible, 1 am
sending you this bootleg copy of the map and table. 1 anticipate being in
Fairbanks on March 11 or 12 and would be able to handcarry the master sampling
maps for your perusal.

I hope this answers the questions concerning what Los Alamos will
provide the State for the 3800,000 requested. If you have further questions,
do not hesitate to call me.

Sincerely
Thomas A. Weaver

Group Leader, G-4
Resource Char icterization

TAW: jab

Enc. As noted
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Quadrangle

Barrow
Wainwright
Meade River
Teshekpuk
Harrison Bay
Beechey Point
Point Lay
Utukok River
Lookout Ridge
lkpikpuk River
Umiat
Sagavanviktok
Point Hope
DeLong Mtns.
Misheguk Mtn.
Howard Pass
Killik River
Chandler Lake
Coleen
Shungnak
Betties

Black River
Kateel River
Melozitna
Tanana

Circle
Charley River
Nulato

Ruby
Kantishna River
Ophir
Iditarod

TOTAL

Table |1

SEDIMENT SAMPLES TO BE ANALYZED WITH FUNDS
REQUESTED FROM THE STATE OF ALASKA

Approximate Number of

Sediment Samples

90
209
579
474

* 239
214
124
479
599
664
499
564
299
630
629
629
639
499
630
756
923
631
756
668
669

1340
1340
700
700
499
700
1200

19,571

Comments

SE corner unsampled

Southern
Southern
Southern
Southern

half unsampled
third unsampled
third unsampled
half unsampled



NOTE: ORIGINAL DOCUMENT IS COLOR-CODED, IF NECESSARY
TO PROPER INTERPRETATION, REFER TO ORIGINAL DOCUMENT
IN THE ALASKA STATE ARCHIVES



Numbers shokn in ouadrangles represent.approxii

OF SEDIHENT SAMPLES TO BE ANALYZED,

Muadrangles not sampled
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Multielement report open filed
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Quadrangles to be analyzed with
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PROJECT TITLE: Statewide Placer/Geochemical Assessment AGENCY Natural Resources

STATUTORY SASIS: AS 27.05.080 CATEGORY
Mgmt. of
COVER PROGRAM Mineral Resourcr
Energy

BRU inerals F Management

PROJECT DESCRIPTION: . . i . . COMPONENT Mineral Development
This project will use computor modeling to establish an improved service to miners,
prospectors, and interested numbers of the public by establishing a systematic means SHORT EORM PAGE
of evaluating statewide piacer,geocheinical, and public assay data. The models service will
steadily improve as new information 1is added to the system. SOURCE OF REQUEST:

PROJECT LOCATION:

Field work in various areas of
the- state. Office work in
Fairbanks.

OBJECTIVES/POLICIES:

The objective of this project is to provide an effective means of placing assay results
from miner*s and prospector®s samples in the context of district and regional
mineralization and to improve the methods of evaluating the signif.cance of the assays DEPARTMENT PRIORITY:

for the prospector.
OF

It is the policy of this project that the prospector®s data will be supplemented
by the available geologis and geochemical data of ADGGS.

GOVERNOR*®"S ACTION:

INTEREST GROUPS AFFECTED: LEAD DIVISION/PROJECT  NAGER:
Miners, prospectors, Borough gcvcrnments.
Div, of Geological & Geophysica

Surveys, Milton Will.se,
Chemist VvV  (V/:)-71%*i7)

LEG ISLAT 10N/REGULATIONS REQUI RED:

None f"Page 1 * Prniecf b..



SUMMARY OF PROJECT COST:

CODE
100
200
300
Jico
500

o

700

500

EXPENDITURES BY OBJECT
PERSONAL SERVICES

TRAVEL

CONTRACTUAL SERVICES
COMMODITIES
EQUIPMENT

LANDS, BLOGS., ETC.
GRANTS, CLAIMS, ETC.

MISCELLANEOUS

TOTAL

1-A TRANS, (non-add)

FED. RECEIPTS - CODE:

GF MATCH.
GEN, FUND

1-A RCPTS.
PGM RCPTS.

OTHER
OTHER

CAPITAL

DESCRIPTIOU OF ASSOCIATED CAPITAL COSTS:
costs arc directed towards peripheral
geochemical

Al
to a

-apitol
level at which it can model

tape ftorage uni t? .

COSTS TO OTHER AGENCIES

None

PROJECT DURATI ON/LIFE CYCLE COST:

6GS
DIVISION DIVISION
1? R

7 8
68.7
7-7

25.0

120.0

1?n n

and plocer data.

DIVISION DIVISION TOTAL
1?7 R

— ©
o ©

61L7

>LIL.

120.0

120.0

computer devices needed- to ypgrade current data processing equipment
These devices are primarily memory storage disks and
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PERSONAL SERVICES DETAIL

PCN/JOB TITLE LOCATION DIVISION SALARY BENEFITS NO. OF MONTHS POSITION CO01
NEW/Publication Spec. 1! Fbx GGS 2837 1568 2 7,242
NEW7Clerk Typist |1l Fbx GGS 1475 1439 3 5,864
. 13,106
Less vacancy HI
12,779

TRAVEL DETAIL AMOUNT DIVISION PURPOSE
5-8 GGS On site prospect investigation®, consultation on

modeling programs.

CONTRACTUAL DETAIL AMOUNT DIVISION PURPOSE

68.7 GGS Acquisition of expertise to execute the computor
interfacing systems and modeling programing necessary to
meet the objective of this project

COMMODITIES DETAIL AMOUNT DIVISION PURPOSE

7-7 GGS To purchase disks, drafting supplies, 1incedental hook up
part?, office supplies.

EQUIPMENT DETAIL AMOUNT DIVISION PURPOSE
25.0 GGS Hard disk memory, floating point operator, tape drive peripherals,

“Pagc 3 ““Project Cost Detail



RESULTS DELIVERED (Narrative)

This project will provide a modern routine procedure for displaying specific miner®s prospector®s or other public
member®s assay data in conjunction with pertinent associated data of district of regional extent, and thus improve
ONR"s service in helping the interested public evaluate mineralization.

RESULTS DELIVERED (Quantified)

DIVISION MEASURE

GGS 1) An operational connection of the ADGGS Tektronix 7051 graphics system

and a larger capacity computer which will allow computer modeling of miner
prospectors, and ADGGS assay and geochemical data.

2) A working program for digitizing sample locations, identity, and geochemic
data. -—

3) An assay and geochemical storage, retrieval, and sort program.

k) Three operational geochemical .odeling prorams.

5) Graphics display of the modeled data.

POSSIBLE ADJUSTMENTS

UPWARD INCREMENT

RESULT COST
Upward increments would allow more sophisticated models to be incorporated $100,000

earlier 1in this project.

DOWNWARD INCREMENT

RESULT COST
Downward 1increments would jeopordize the projects ability to purchase Any
tho. necessary peripheral components or execute the required computer

progra..i development.



SUMMARY OF PRIOR YEAR PROJECT COST: GGS

" ODE EXPENDITURES BY OBJECT DIVISION DIVISION DIVISION DIVISION DIVISION DIVISION DIVISION DIVISION TOTAL
100 PERSONAL SERVICES .
TO0 TRAVEL
1C0 CONTRACTUAL SERVICES «
<00 COMMODITIES
,CO. equipment
100 LANDS, BLDGS., ETC.
T00 GRANTS, CLAIMS, ETC.
1D MISCELLANEOUS
TOTAL 0 1

1-A TRANS, (nc.i-add)
cr,n. RECEIPTS - CODE:

match.

*yen. fund

L-A RCPTS.
*'GM RCPTS.

-apital
CHANGES FROM PRIOR YEAR (INCLUDE CIRCUMSTANCES, COSTS, POSITIONS, RESULTS DELIVERED)

New project

Prior Year
Pafie 5 - Project Cost Sumiiary
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STATUTORY OASIS:
L eo®e o :5'6

project description: The nationwide Hydrogeochemical and..Str.earrt Sediment Reconnaissance
(USSR) portion of the National Uranium Resource Evaluation, "sponsored by the US Depart—
ment of Energy, 1is being terminated in September 1901. Ype present status of the HSSR
in Alaska is shown in Figure 1. With 1its remaining HSSR monies, .the Los Alamos Scien—
tific Laboratory (LASL) will be able to analyze only one-half of the remaining collec—
ted but unanalyzed sediment samples*(i.e., 20,000 out of 40,000 .unanalyzed s.amples or
33 of the 6F remaining quadrangles). This effort will require $000,000 of the LASL"s
$1,500,000 USSR budget, the remainder to be used for analyses in the lower states and

program closeout. “ ;
If funded by the State of Alaska for $000,000 to match the. LASL"s $000,000, the

LASL would bo able to complete the analysis of all remaining Alaskan HSSR sediment
samples. Each sediment sample would be analyzed for 12 elements by x-ray fluorescence
(Ag, As, Bi, Cd,.Cu, Nb, Ni, Pb, Se, Sn, W, and Zr) and for 32 elements by neutron ac—
tivation analysis (Al, Au, Da, Ca, Ce, CI, Co, Cr, Cs, Dy, Ed, Fe, lif, K, La, Lu, Mg,
Mn, Na, Rb, Sb, Sc, Sin, Sr, Ta, Tbh, Th, Ti, U, V, Yb, and Zn). The analytical costs
and detection limits are comparable to or better than those obtainable commercially,

ODJECTIVE S/POLICIES: .

The principal objective'-of this proposal is to complete the analysis of all
USSR sediment samples collected from the State of Alaska and open file these
analytical data to the public. These data provide baseline geochemical informa—
tion, covering approximately 05% of Alaska, that can be used for formulating policy

decisions regarding natural resources and environmental quality.

/ffaska department of Batural Resources (State Geologist, Division of Geological and
Geophysical Services, Division of Parks, Flsh,anil-_Game Department.)

Alaska Department of Environmental Conservation..
mAlaska Department of Commerce®and Economic Development (Alaska Energy Office - Division

of Energy and Power Development.)
Alaskan Senate Committee on Natural Resources.

All Alaskan Native and Village Corporations.

LEGISLATION/REGULATIONS REQUIRED:

CATEGORY

COVER PROGRAM.

DRU
COMPONENT
SHORT FORM PAGE

SOURCE OF REQUEST;

PROJECT LOCATION:

DEPARTMENT PRIORITY:

OF

GOVERNOR'S ACTION:

LEAD DIVISION/PNnOJCCTMANAGER:

DNR
PROJECT

"t »r—»" i—t-



rHUIFMCNT AMOUNT DIVISION PURPOSE

POSSIBLE ADJUSTMENTS
UPWARD INCREMENT

It would cost $2,000,000 to complete the sample® collection, analysis, and open filing of 18000 locations from the unsampled
areas of Alaska exclusive of?the Aleutian Island chain west of the Unimak quadrangle (Fig. 1).

DOV/NWARD INCREMENT
For each downward increment of $24,000, one quadrangle will renfain unanalyzed.

RELATION TO LAST YEAR:



JNAL SERVICES
JOOTITLE

[VEL

TRACTUAL

b Alamos
Sent ific
poratory

AMOUNT

AMOUNT
$800,000

1

LOCATION

DIVISION

DIVISION

DIVISION

Geosciences Div.

SALARY BENEFITS

punpo?*r

PURPOSE

NC. OF MONTHS POSITION COST

Analyze and open file data listings, 1:250,000 scale location maps,

and data tapes for 44 elements

in 20,000 Alaskan sediment samples.



For each quadrangle, a data listing,

<IVOIFIW JEFITW " MM g ri LT 7 17 ~=nngtim " TASTTTTiAry - "<=2>wwaWTgCTHEHE m j' LV i*TTW iiniTW fTrwm T tiltam Lilu Ik---

a sample

location overlay (1:250,000 scale), and, if desired, a computer g

tape will be delivered to the State Geologist"s office. Details of payment schedules and deliverable schedules to be
negotiated between the State of Alaska and the Los Alamos Scientific Laboratory.

DMUARY OF PROJECT COST:

ODE EXPENDITURES 11Y OJJECT
)0 PERSONAL SERVICES
30 TRAVEL
30 CONTRACTUAL SERVICES
X COMMODITIES

EQ JIPMENT

LANDS. OLDGS., ETC.
GRANTS. CLAIMS. ETC.
MISCELLANEOUS

TOTAL
1-A TRANS. 'non-.i(JcJ)

ID. RECEIPTS - CODE:
MATCH.

‘N. FUND
RCPTS.

iM RCPTS.
(TIER

rilEf
PITAL

SCRIPTION OF ASSOCIATED CAPITAL COSTS:

STS TOOTHER AGENCIES

IOJECT DURATION/LIEE C.TLE COST:

Project Duration:

DIVISION DIVISION DIVISION DIVISION DIVISION DIVISION DIVISION DIVISION TOTAL

Los Alamos Scientific Laboratory $800,000
$800,000

NONE

NONE

1 year






January 7, 1981

Senator Dettye Fahrenkamp
Alaska State Senate

Pouch V

Juneau, Alaska 99811

Dear Senator Fahrenkamp:

The Los Alamos Scientific Laboratory (LASL) has submitted a
proposal to the State of Alaska requesting $800,000 t ™ complete
analysis of geochemical samples remaining from an extensive
geochemical exploration program carried out in Alaska by IASL
over the past four years. Enclosed is a copy of their proposal
and a brochure describing the LASL program.

I am writing to request your support of the LASL proposal.

My position in this matter is that through the Institute of Water
Resources, University of Alaska-Fairbanks, 1 was a recipient of
two grants from LASL to carry out pilot studies of the Fairbanks
and Betties quadrangles as part of the statewide LASL project.

As a result of this work I was a consultant to LASL, which

arrangement has since been terminated. At present | have received
data only for the Fairbanks quadrangle. The Betties data are part
of the pending request. I am very concerned that hard-won data

may be irretrievably lost. The funds requested by LASL will only
provide a computer listing of the data which must subsequently be
interpreted by geologists, presumably within the State Division
of Geological and Geophysical Surveys.

The funds requested by LASL appear to me to ba about the minimum
needed. I don"t think the project funds can be reduced. Quite
frankly, I think that in addition to funding the LASL request

an additional $250,000 should be given the DGGS for the purpose
of interpreting and publishing the data in a form useful to the
geologic community. I strongly urge your support of this proposal.

I stress that | have no financial interest but only a scientific
interest in seeing my data and those for other quadrangles. Thank
you for your consideration. IfT you have any questions, please
contact me.

Sincerely,

Daniel B. Hawkins
Professor of Geology
University of Alaska, Fairbanks

cc: Rep. Sally Smith
Enclosures
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INTRODUCTION

In 1973, the Resource Division of the US A" -mic
Energy Commission [now the Department of Ercrgy
(DOE)] initiated a ten-year program to assess more
accurately the nation's future uranium resou-ces.
This program, entitled the National Urai ium
Resource Evaluation (NURE), has three primary
parts: an airborne radiometric survey of the er.tire
country, research studies of geologic environments
and natural mechanisms that favor uranium con-
centration, and a nationwide hydrogeochemical sur-'
vey of surface and ground waters and wa:er-
depositcd sediments. In 1975, the Los Alamos Scien-
tific Laboratory (LASL) was asked to design and
manage the hvdrogeochemical reconnaissance
throughout the Rocky Mountain states of New Mex-
ico, Colorado, Wyoming, and Montana, and the
state of Alaska. Other DOE laboratories are con-
ducting the hydrogeochemical portion of the NURE
in other regions of the country. The information
provided by the Hydrogeochemical and Stream
Sediment Reconnaissance (HSSR), in conjunction
with that produced by the other NURE programs,
will make it possible to estimate more accurately
the nation's long-range uranium resources and will
also identify promising areas for future private
exploration.

HOW AND WHY HSSR WORKS

Geochemistry, in its broadest sense, is the study
of both the relative and absolute abundances of ele-
ments that make up the earth. Included are the
relationships, distribution, and migration of these
elements in nir, water, soil, rock, and vegetation.
Geochemistry encompasses all aspects of geology
that deal with chemical change in the natural en-
vironment. Geochemical prospecting uses the prin-
ciples of geochemistry to identify local or regional
areas having abnormal concentrations of selected
elements, By establishing the normal, or
background, abundance of a selected element
within particular geologic environments, it is possi-
ble to delinonte areas that are relatively enriched or
depleted with respect to that element. This informa-
tion, combined with that from supportive surveys
and technical and economic criteria, can be used to
forccust futuic reserves of that clement. The
resulting data can also he used to identify promising
areas for more detailed exploration.

Thr ~¥ "'mTANIfTTT,



