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To the extent practicable, land trades should be
compatible with proven administrative leasing pro-
cedures developed under the Mineral Leasing Act of
1920 and not require development of new, ad hoc

procedures applicable only to ANWR.

6. Any land trades should reflect basic principles of
federalism and not preempt traditional state

police power jurisdiction.

Land trades must maximize the benefits received by all

of those concerned.

1. The state®s 1iInterest iIn preserving revenues which

would automatically come to the state under exist-

ing law -- 1.e., the Mineral Leasing Act 90-10
revenue split —- must be recognized.
2. All Native corporations should benefit from any

trades involving Native subsurface acreage through
incorporation of the revenue sharing procedures 1in
section 7(i) of the Alaska Native Claims Settle-

ment Act (ANCSA).

3. The national interest (including the interests of
conservation groups and the Department of the
Interior (@) should be maximized by including
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inholdings iIn parks and other conservation system
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units as well as wildlife refuges, and (2) must be

fully protected by including tha subsurface estate

in the lanis exchanged.

The entire oil and gas i1ndustry should be provided
equal opportunities to participate through com-
petitive leasing of lands in ANWR so that some in-
dustry participants do not have a preferred po-
sition relative to others by virtue of their par-

ticipation iIn a noncompetitive process.

The Department of the Interior"s interest should
be maximizer” by (1) ensuring accurate valuation of
exchanged lands, () maximizing free market com-
petition for ANWR oil and gas tracts, and @)
eliminating private inholdings 1in all types of
conservation system units, not jJust wildlife

refuges.

Land trades must not adversely impact the primary goal

of opening ANWR.

1.

The process leading to any Bland trades must be

open and beyond reproach.



2. Land trades must have benefits for all of those
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concerned.

The process leading to any L?nd trades, and the
land trades themselves must not divert attention

from the primary goal of opening ANWR.

4. Because Congress will make the ultimate decision
both onopening ANWR and on any land trades, we
must atall times be sensitive to Congressional

concerns.
5. In terms of timing, land trades must not be con-
summated prior to a Congressional decision to open

ANWR .

I1l. Both the process and the product of the current Bill Horn

approach to land trades are seriously deficient.
A. They do not satisfy the 'good government' test.

1. Negotiations have been conducted iIn secret, not in

an open public forum.

2. Not all iInterested parties have been represented.



Substantial questions exist with respect to the
value determination procedures for both exchange

lands and ANWR tracts.

While fair market value appraisals were done
for all proposed exchange lands, Interior is

not using those values but instead is using

an arbitrary alternative valuation
methodology.
b. When competitively leasing prospective oil

and gas tracts, Interior determines potential
tract values from a one mile square seismic
grid and at least one off-structure
stratigraphic test well; the ANWR seismic
grid is three miles by six miles and Interior

has no test well data.

4. Environmentally and economically imprudent devel-

opment of ANWR oil and gas potential will result.

a. "Checkerboard'™ ownership patterns i1n ANWR
will make environmental regulation of explor-
ation and development activities more diffi-
cult than uniform federal ownership and ad-

ministration of a competitive leasing system.



Exploratory drilling on privately-owned ANWR
inholdings probably would occur significantly
in advance of federal Ileasing of remaining
tracts, with a substantial likelihood that
those remaining tracts would be significantly

devalued (economically condemned).

5. An entire new set of untested, ad hoc "exchange"
procedures 1is being developed, procedures which
are not compatible with those developed and
administered for the past 67 years under the

Mineral Leasing Act of 1920.

6. Significant federalism 1Issues are presented re-
garding the state®s sovereign police power jJuris-
diction with respect to fish and game management,
environmental protection and oil and gas conserva-

tion.

Not all of those concerned will benefit.

1. The state would lose all mineral sharing revenues

from ANWR tracts obtained by Native corporations.

2. Not all Native corporations will receive benefits

because not all Native corporations are



participating iIn the proposed trades and section

7(1) of ANCSA does not apply

3. The current proposal does not includp park and
other conservation system unit inholdings and does

not i1nclude any subsurface acreage.

4. Only jre-determined members of the oil iIndustry
will benefit through partnership with participat-
ing Native corporations, and their benefits will
be unjustifiably enhanced by obtaining the right
to explore and develop ANWR tracts through a non-

competitive process.

5. The Department of the Interior will obtain only
wildlife refuge 1inholdings, will not obtain sig-
nificant subsurface acreage, and may not obtain
full value because of inaccurate valuation pro-

cedures.

C. Most significantly, the Bill Horn approach will ad-

versely i1mpact the primary goal of opening ANWR.

1. Severe criticism can be expected on the ground
that principles of '"good government' have not been

Tfollowed.



Not all of those;congerned will benefit.
™,Yl K& 4/ X/ \ AR/
At minimum, significant controversy over land
trades will be created, diverting attention from

the primary goal of opening ANWR.

4. In terms of sensitivity to Congressional concerns,
the continued development of this proposal has
been directly contrary to the express desires of
several iInfluential Congressmen (Senators Bumpers,
Bradley, Leahy, Proxmire, Rockefeller, Moynihan,
Levin, Metzenbaura, Simon and Gore, as well as for-
mer Senator Hart) and could be viewed as an

attempt to usurp Congressional prerogatives.

5. The land trades will be consummated before Con-
gress even begins serious consideration of opening

ANWR.

IV. There is at least one alternative land trade proposal which

would satisfy all the necessary criteria.

A. The proposal i1n a nutshell.

1. Following Congressional op-iuing of ANWR, the De-

partment of Interior would competitively lease

tracts i1n ANWR.



Prior to such leasing, trade participant inhold-
ings (both surface and subsurface) iIn conservation
system units (including wildlife refuges and park
system units) would be exchanged for bid credits
which could be wused 1In bidding at competitive

lease sales 1In ANWR (and possibly elsewhere).

(1) The amount of bid credits would equal the

value of the exchanged inholdings.

(i1) Bid credits could be used at competitive ANWR
lease sales (and possibly at other federal
lease sales) in lieu of cash up to a pre-

determined percentage of any bonus bid.

(111) One Native corporation™s bid credits could be
pooled with other Native corporations® bid
credits and cash to maximize economic compet-

itiveness at any lease sale.

B. This proposal could be developed and implemented ac-

cording to '‘good government' principles.

1. The proposal would be further developed in an open

process, not a secret one.



All interested parties could participate in devel-

opment of the proposal.

Valuation of i1nholdings would occur under a pro-
cess similar to the one developed for the Bill
Horn proposal, but in a public setting and not a
secret one; valuation for ANWR oil and gas tracts
would be true fair market value because i1t would

result from competitive bidding.

This proposal would ensure environmentally and

economically prudent development.

a. The federal government would continue to own
all of ANWR, making 1t subject to uniform
federal administration under well-established
administrative leasing procedures developed
under the Mineral Leasing Act and avoiding

problems created by "checkerboard'™ ownership.

b. Because the federal government would competi-
tively lease all of the ANWR acreage opened
to leasing by Congress, there would be no
early exploratory drilling on a few tracts

affecting the value of remaining tracts.



No new ad hoc procedures would h”ve to be devel
oped because leasing would occur under the admin-
istrative procedures i1mplementing the Mineral

Leasing Act of 1920.

Principles of federalism would be honored because

the state would retain the same sovereign state
1

police power jurisdiction 0~2] ANWR lands that it

currently has.

D. All of those concern. " would benefit from this propos-

al.

While the state would not receive iIts 90 percent
share of those portions of successful bonus bids
comprised of bid credits, it would receive its 90
percent share of the cash portions of all success-
ful bonus bids and would receive 1i1ts 90 percent

share of all rentals and production royalties.

While Native corporations participating 1in the
land trades would not be assured of getting tracts
in ANWR, they would receive fTair value for their
inholdings and could maximize their economic com-
petitiveness by pooling bid credits or, alterna-
tively, they could sell their bid credits to oil
companies; non-participating Native corporations
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would receive benefits under section 7(1)

ANCSA

The nation, including environmental groups and the
Department of Interior, would benefit by elimina-
ting both surface and subsurface i1nholdings iIn a
number of conservation system units, including

both park system units and wildlife refuges.

The oil iIndustry would benefit because all members
of the industry would participate on an equal ba-

sis at competitive lease sales.

The Department of the Interior would benefit be-
cause i1t would be getting full value for the ANWR

oil and gas tracts leased.

proposal would not adversely i1mpact the primary

of opening ANWR.

The process would be beyond reproach.

Benefits would be received by all of those con-

cerned.

Development of this proposal would not divert at-
tention from the primary goal of opening ANWR.
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This proposal would acknowledge che political sen-

sitivity of Congress and, because i1t would be be-
yond reproach iIn terms of '‘good government" prin-
ciples, would not have adverse political repercus-

sions .

Trades would occur after Congress made its deci-

sion on opening ANWR.



Basic Criteria

Any Land trades must facilitalte the opening.of ANWR and rl)ot he
counterproductive; to accomplish that, certain criteria must be met;

A. Any land trades must be developed through “gc-od government" principles.

The process must be open.
All interested parties must be represented
Fair value must be received by all parties.

The result ofany land trades must ensure environmentally and economically prudent

development of ANWR.

5. Trades should be compatible with Mineral Leasing Act procedures and not require
development of new, untested ad hoc procedures.

6. Sovereign state jurisdiction must not be preempted

D. Land trades must maximize benefits received by all those concerned.

1 The state's interest in revenues coming to the state under existing law must
be recognized.

2. All Native corporations should benefit through revenue sharing under section
7 of .ANCSA.

3. Conservation groups' interest (1) should be maximized by eliminating inholdings
in parks and other conservation system units as well as game refuges, and (2)
should include the subsurface estate in the lands exchanged.

4. All oil companies should be given an equal opportunity to participate through
competitive leasing of lands in ANWR.

5. Interior's interest she "3i>e maximized by (1) ensuring accurate valuation of
exchanged lands, (2) v')moting free maikct competition for ANWR oil and gas
tracts, and (3) eliminating inholdings in all types of conservation system units.

Land trades must not adversly impact the primary goal of
opening ANWR.

The process leading to any land trades must be teyond reproach,
Inind trades must have benefits for all those concerned.
The process leading to any land trades, and the land trades themselves, must not
divert attention from the primary goal of opening ANWR.
Because Congress will make the final decision both on opening ANWR and
on any land trades. Congressional prerogatives must not be preempted.
5. In terms of timing, any land trades must follow the Congressional decisions on
opening ANWR.

Office of the Governor April 21, 1987

Bill Horn Proposal

ﬁ%otg the grocess ang the gr.oduct of.tpe cur‘ent Bill Horn apgro ch to
and trades  closed negotiations without all mttfreste. garl s leadin
to noncom et!t|v§ Fxcha ges of surface acreage for oil and gas Interests
- are seriously deficien

They do not satisfy the "good government" test.

1 Negotiations have been conducted in secret..
All interested parties have not been represented.
3. Substantial questions remain regarding assignment of dollar values to both
inholdings and ANWR oil and gas tracts..
Imprudent development of ANWR oil and gas tracts will result
(a) "Checkerboard" ownership patterns in ANWR will make
environmental regulation ofexploration and development more
difficult
(b) Exploratory drilling on privately-owned ANWR inholdings
in advance of federal leasing ofremaining tracts would probably
devalue (economically condemn) those remaining tracts.
Untested ad hoc valuation and conveyance procedures are being developed.
Federalism issues are presented because sovereign state jurisdiction may
b; preempt:!.

Not all of those concerned will benefit

1. The state would lose all revenues from ANWR tracts obtained by
Native corporations.

2. Not all Native corporations will receive benefits.

3. Park and other conservation system unit inholdings and subsurface inholdings
are not included.

4. Only afew members of the oil industry will benefit and their benefits will be
unjustifiably enhanced through a noncompetitive process.

5. Interior will obtain only refuge inholdings, no subsurface acreage,
and may not obtain full value because of inaccurate tract valuations.

Most significantly, the Bill Horn approach will adversly impact
the primary goal of opening ANWR.

1. Severe criticism can be expected on the ground that principles of
"good government” have not been followed.

2. Not all those concerned will benefit.

3. Significant controversy over land trades will be created,
diverting attention from the primary goal of opening ANWR.

4. The continued development of this proposal has been directly contrary to the
express desires of several influential Senators and could be viewed as an
attempt to usurp Congressional prerogatives.

5. Exchange agreements will be finalized prior to Congressional consideration
ofopening ANWR.
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REASONS FOR STATE WITHDRAWAL FROM (3/20/87)
PROPOSED ANWR LAND TRADES

The governor has reviewed the trade proposal in the context of the state as
both proprietor and sovereign. On both counts he has concluded that the
trades, 1in their present format, do not properly address or protect sMte
interests. More specifically, the trades present the following concerns
and problems.

1

Congress 1is solely responsible for the ultimate decisions on whether
any laud trades will proceed. Based upon discussions with
Congressional leaders and ctaff in Washington, D.C., the governor has
concluded there 1is not widespread support for the trades 1in Congress.
The Congressional forum will give the state adequate opportunity to
protect its interests, should the proposed trades continue.

The proposed trades may have an adverse influence upon the state's
paramount ANWR objective: to achieve Congressional approval for
opening the 1002 area to oil and gas exploration and development.
Rather, the state"s efforts should be directed towards facilitating
the ANWR opening process, through implementation of the governor®s
advocacy program. The trades add a layer of unnecessary complexity to
the process.

The exchanges increase the risk that subsequent federal lease sale
bonus bids will be devalued. Based upon industry information, Native
corporations could select and obtain the most economically valuable
tracts through the proposed trades, As a result, exploration would
likely get underway earlier in these areas than on surrounding land
retained by the federal government, Therefore, bonus bids on the
remaining federal tracts  would probably be deflated (with
corresponding loss to state revenues) if there were dry holes. It is
inappropriate to gamble with state resources based upon the available
information.

The timing of the proposed trade is premature. IT any trades are to
occur, they should only be pursued after Congress acts to open the
1002 area. The present trade schedule calls for agreements in

principle (on contract and land stipulations) and ANWR tract selection
to occur before congressional action on ANWR and perhaps before the
Secretary makes his final 1002 recommendation to Congress. At the
time the ..state- withdrew from the negotiation table, tract selection
was expected within a matter of weeks.

The state participated until recently in the trade negotiations to
ascertain whether the trades might be structured in a manner which
meets state interests and objectives. While the state®"s participation
was somewhat successful in enhancing our information base, the state
returned from the negotiation table convinced that under the current
terms and timefrrme, it would be impossible to sufficiently alter the
process to meet state objectives. Although the state achieved some
progress with vrespect to the size and value of the state lands
proposed for trace (the size of the state trade package tripled), the
Department of the Interior was unwilling to accede on several
fundamental 1issues, including an overriding state royalty.



Land exchanges in ANWR would preempt state revenues, Under existing
law, the State of Alaska is entitled to 90 percent of all revenues
derived from federal oil and gas leasing iIn national wildlife refuges
(including ANWR). The exchange of ANWR oil and gas interests to
Native corporations would remove these interests from federal
ownership and bar the state from any revenue sharing since these areas
would not be leased by the federal government. The state has
consistently maintained that the 90 percent revenue share allocation
must be protected.

The exchanges do not appear to be subject to the revenue sharing
provision contained in Section 7(1.) of ANCSA. Section 7(1) requires
that 70 percent of all revenue obtained by regional corporation
management of the subsurface land estate be redistributed equally
among all 1Z ANCSA regional corporations. Because the proposed trades
do not involve any regional subsurface estate, it does not appear that
Section 7(1) would apply. This means the trades would benefit only
those corporations which participate.

There simply is not enough reliable subsurface data available in the
1002 area upon which to adequately base subsurface values for purposes
of an exchange. The seismic grid surveys completed during the winters
of 1983-84 ar.d 1984-85 are too gross to be very meaningful. These
data area simply inadequate to delineate the presence of potential oil
fields the size of Milne Point or Duck Island. Furthermore, it is
kiown that at Jleast two of the five Native corporation trade
participants have the KIC well 1information. Although the AOGCC also
has this information, it must remain confidential and unavailable for
either the state or federal govr iment. Therefore, it is
inappropriate to juxtapose known surf | values for speculative ANWR
subsurface values.

The Department of the Interiorproposes to exchange ANWR oil and gas
tracts to Native corporationswhere the State of Alaska has title
claims to the beds of navigable waterbodies. In addition, the Native
corporations propose to trade the Department of the Interior submerged
lands to where there have been no navigability determinations.
Therefore, it 1s quite likely that the Natives willbe trading some
land, and receiving corresponding value, which may ultimately belong
to the state.



on ANWR Land Trades
February 27, 1987

Yesterday 1 returned from five days in Washington, D.C. during
which 1 met with a number of -federal officials including Interior
Secretary Donald Hodel and several members of Congress. One
purpt.se of my trip was to get the Washington perspective on
possible development of the Arctic National Wildlife Refuge.

I left Washington with several impressions. But the one 1 want
to announce here today is that 1"m convinced that the proposed
land exchanges are premature, that they may well adversely
impact the interests of the state and that they create
divisions among Alaskans at a time when all of us should be
focusing on establishing a .responsible method of opening the
arctic coastal plain to oil and gas development.

The state has participated iIn these land trade negotiations in
good faith to determine whether i1t was possible to structure
the trades in a manner favorable to state and national
interests. | am now convinced that"s not possible under
current circumstances. Therefore, 1 have directed the state"s
representatives to withdraw from negotiations.

Here"s why 1"ve made this decision. First, land trades add a

By further
complicating this already difficult matter, Congressional
attention 1is diverted from the State®s central concern which
is the opening of the refuge. Response from a number of
Congressional observers of the land trade process confirm this
Judgement.

Second, the State and federal government®s understanding of
the actual location and value of the petroleum reserves is not
good enough to assure that either the State will obtain
desirable lands.- or that highly prospective tracts are not
traded away without sufficient compensation. The fact that
some of the corporations involved in the trades have access to
additional data which the state does not have, makes these
risks even greater. While, I might be willing to take such
risks as the executive officer of a private company, 1 feel
that such a gamble is not appropriate for ﬁ.public o. .icial
acting-on behalf of the clilzenso?A 1as|,59
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Another major factor to consider is that land exchanges are
not in the best interest of the broadest spectrum of Alaskans.
Under the Statehood Act and the 1920Mineral Leasing Act,
Alaska would receive 90 percent of the governmental share of
royalties, bonuses and rentals derived from any oil and gas
produced from federal land iIn ANWR. Whatever revenue is
derived from ANWR development should go into the state"s
general treasury to benefit all Alaskan-.. The state would not
receive its.share—o.g..royalties, bonuses ad” rentai™ Fr™M/~NTan"dT
conveve"dTo private ownership through "“land’exchanges-. -~
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Third for -bbiO”, ;the aboive ireasdnsy land e

_ re.and should-await ConaresF3 action on the central
issmg”and a better understanding of the coastaT"piainls
subsurface value. In addition, consideration of the issue IiIn
the proper time sequence would resolve a number of other
questions regarding the areas that will be open for
development and the regulatory conditions which will apply.

I ’m certainly sensitive to the interests of the Native
corporations which have been participating iIn these land trade
negotiations. But as governor, 1 must protect the iInterests of
the entire state. That"s why I"m taking this position today.
At such time as the state is privy to the same information as
the other parties, we would be open to further negotiations to
establish an ownership mix that is iIn the best interests of
all Alaskans.

Thank you and 1711 be happy to answer questions about this
issue or any other.



Chairman Cotten, members of the House Resources Committee.

My name is Tom Hawkins and I am the director of the land and
water management division in the Department of Natural
Resources.

John Katz has delivered an accurate summary of the
chronology of participation by the State of Alaska in the
talks concerning the ANWR exchange. He has also usefully
augmented Rod Swope®s description of the state®s policy
position on these matters.

Lve m ;N Vv Voo o1 W
Our view is that 1f ANWR is to be opened by Congress both
the executive branch and the Legislature must search for
ways which enable Interior to pursue ALL of its goals. At
this time they appear to be:

Assuring environmentally sensitive oil and gas
exploration and development on a portion of the
Arctic coastal plain, and

Enlarging the refuge system generally by reducing
inholdings of non-federal land in that system.

Recognizing these goals we have advanced lands for possible
inclusion in the refuge system in exchange for oil and gas
rights, reviewed planning by Interior for the trades
generally, met with the native participants, and avoided
condemning the actions contemplated despite the loss of
potential royalties to the state.

We have however raised what we consider to be substantial
questions about the process for planning for these exchanges
and criticized specific elements of these plans. I would
like to discuss briefly 5 areas which deserve direct
attention:

° Assuring sufficient state acreage 1is reviewed and
approved by Interior for inclusion in the exchange
to provide the state with a meaningful stake in the
process;

° Improving the environmental stipulations and
mitigation strategies so as to achieve a level of
protection consonant with the values at risk;

° Analyzing the tract selection process and proposing
alterations which improve objectivity and fairness
and reduce discretion;

0O Reforming the basic model contract to clarify the
nature of oil and gas interests conveyed, improving
its treatment of technical oil and gas issues, and
assuring its consistency with current industry
practices and standards;



Encouraging Interior to maintain flexibility in its
timelines so that our concerns can be judged on
their merits and not summarily dismissed because of
lack of time to allow their consideration.

A precise analysis of the principal instruments of the
exchange plan was delivered to Interior iIn late December and
early January. Copies of these submittals are iIn your
packet. There has been one major negotiating session since
that time and a number of individual meetings and
information exchanges. We can report useful progress on
some fronts and point to remaining problems in a number of
areas.

After receiving Director Gilmore"s invitation to participate
in January, 1986 the Departments of Natural Resources and
Fish and Game assembled a listing of nearly 12 million acres
of land, primarily valuable for habitat purposes and
presented it to the USF&WS. In March Gilmore responded
specifically to that listing, prioritized its contents and
expressed a desire to acquire about 100,000 acres. In the
following months we explored ways to increase that approved
acreage. As recently as yesterday the F&WS approved
additions to the package which currently stands at 792,000
acres. In your packets 1is a generalized list of state owned
and selected lands within and adjacent to refuges and those
tracts approved for acquisition by the F&WS include numbers
1-11. The remaining parcels, including those lands owned by
the state within the National Park System have not been
accepted. It is our understanding that NPS, originally
interested in the exchange plans, has withdrawn from active
participation because of its unwillingness to endorse the
oil and gas exploration and development these exchanges are
meant to Tfacilitate.

In short we"ve made substantial progress in our efforts to
improve the size of the state®s participation. While we
have completed fair market appraisals of all of the land on
the list we submitted and believe that addition of the other
parcels would improve the marketability of the overall
exchange project we are generally pleased with the approved
list.

Another important accomplishment lies in the area of
environmental stipulations and mitigation strategies. The
State of Alaska has more than 20 years experience in the
design of environmental stipulations for oil and gas
exploration and development in arctic and subarctic areas
and based on that experience ADEC, ADF&G and ADNR had
significant concerns about the environmental package
prepared by Interior. Modeled after the Kaktovik
exploration stipulations the original package did not assure



that environmentally sensitive oil and gas exploration and
development would occur in the arctic coastal plain. The
state invested considerable energy suggesting modifications
to that package and are now heartened by Interior®s decision
that the standards and stipulations developed in the 1002
report and any additional requirements detailed in the
opening legislation will prevail over that initial
compilation.

Unfortunately our concerns about the tract selection process
persist. As stated earlier the state finds that unnecessary
discretion 1is afforded to Interior when resolving conflicts
between competing bids for particular tracts. But the
difficulties here are even more fundamental. There are two
valuation processes essential to the mechanics of the
exchange. First, the BLM 1is setting values for the more
than 400 oil and gas lease tracts on the coastal plain. Our
geologists maintain that the seismic grid is so broad as to
not provide sufficient information to perform this task at
any acceptable level of certainty.

The second valuation process concerns the establishment of
values for the surface acreage sought by Interior. The
first component of this value is what the property would
yield on the market or fair market value. This value 1is
then to be augmented with three additional considerations;
Congressional acquisition of other comparable lands (like the
Pribilof purchase at $600 per acre); transactional benefits
such as the worth of having willing buyers and sellers and
the reduction of fire suppression costs; and finally the
importance of any particular lands to the purposes of the
refuge.

While these three aspects of the surface valuation process
afford considerable discretion to Interior two recent events
alleviate our concerns in this regard somewhat. First, the
Assistant Secretary has stated that state acreage will be
treated the same as oth”™r lands under consideration.

Second, the F&WS 1is in the process of elaborating its
acquisition criteria so the results can be predicted with
more certainty.

Progress on this front has not reduced our fears that
discretion plays too large a role in the conflict resolution
mechanism. This system 1is necessary for the situation when
more than one bidder chooses the same tract. The current
process would then allow Interior to choose between three
possible resolution mechanisms. The first, competitive
bidding, 1is the approach favored by the state. The second,
lottery, leaves the decision to chance. Finally, Interior
could award the tract to the bid which offered the lands
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most sought by the refuge system. This approach appears to
allow double dipping. By that we mean the Secretary has
already used this method tc assign value and iIf it 1is
utilized again at this stage a skewing of the outcome is
guaranteed. We are not satisfied with the evolution of this
particular mechanism.

State concerns about the model contract also persist. To
understand them it is useful to split them into preemption
issues and fundamental oil and gas considerations. The
initial contract preempted state authority in a number of
areas. Subsequent drafts have reduced these conflicts but
not all of them. For instance the contract now acknowledges
state authority to appropriate water. However the
subsistence language appears to preempt state management
authority and we have suggested changes. Initially the
contract failed to accommodate the overlapping jurisdictions
of EPA/DEC, F&WS/ADF&G, and Interior/AOGCC. Some progress
Is evident but an agreement which establishes a regime of
coordination between these authorities is still being
sought. The model contract does not sufficiently
acknowledge submerged lands considerations. Title to lands
underlying seven rivers has been claimed by the state but
Interior resists segregation of these claims from the
process. On the flip side Interior questions the ability or
willingness of the state to convey the submerged lands it
owns within lands approved for refuge acquisition due to the
public trust doctrine. This second issue is appropriate for
detailed legislative comment.

The second aspect of the state"s contract problems address
the nature of the interest conveyed, current oil and gas
industry practices, and technical oil and gas matters. Our
primary difficulty stems from the fact that the state has no
industry partner and consequently must acquire an interest
of sufficient clarity and quality to permit it to offer same
for lease at a competitive bid. The Attorney emeneral”s
Office has retained oil and gas contracting expertise to
assist in achieving this definition. Interior Ilas been
unwilling to come to terms with our analysis that the
interest they are offering has a diminished market worth.
Our consultants have also expressed concern abut the
compensatory royalty for drainage provisions and other
technical matters.

One other contract difficulty is the term which allows
amendment of the document at any time with mutual consent of
the parties. Although surficially this provision provides
for flexibility it seems to us that it will be regarded
skeptically also makes it difficult to determine at which
point the contract for the exchange will be ready for
legislative review.



I would now summarize by restating our concern about the
timing of this entire adventure. As has been detailed in
our remarks we have briefed and successfully resolved a
number of our initial problems. This has been possible
because of Interior"s willingness to flex its schedule when
appropriate and to devote considerable attention to problem
resolution. Yet there remains a lot of work to be completed
between today and the announced March 2 deadline. We are
not confident that sufficient attention can be focused on
our remaining problems before the train leaves the station.
This fact alone is not sufficient to cause us to abandon
hope and we expect to participate in the sessions scheduled
for the week of February 23 in the expectation that our
remaining concerns will be addressed cn their merits.

I appreciate the opportunity to appear before you and remain
available to answer any questions you may have.



United States Department of the Interior

OFFICE or THE SECRETARY
WASHINGTON, D.C. 20240

February 12, 197

Honorable Don Young
House of Representatives
Washington, D.C. 20515

Dear Hr. Youngi

1 appreciate the opportunity to respond more fully to your
recent inquiry concerning the potential exchange of oil and gas
interest* iIn the Arctic National Wildlife Refuge for refuge
inholdings in Alaska. You were particularly interested in the
role of the State of Alaska in exploring potential exchanges and
our receptiveness to their proposals.

Should the Secretary recommend and Congress decide to open the
Arctic coastal plain to oil and gas activities, Z view the
exchanges now under consideration as an unparalleled opportunity
to enhance natural resource management within the State for the
benefit of all Alaskans. In view of the significance of this
undertaking, all such exchanges will be subject to congressional
approval, notwithstanding the Secretary®s administrative
exchange authority pursuant to Section 1302(h) of the Alaska
National interest Lands Conservation Act of 1.980. Further, the
participants to the exchange discussions have been consistently
advised that no exchange proposals will be presented to the

cretary or forwarded to Congress until after the Secretary has

-ﬁ;ached an independent decision on the recommendation to be

cluded in the Section 1002(h) report. Any potential exchange
agreements must be consistent with the findings and
recommendations included in that final report.

The following chronology is offered to provide a perspective on
the State®"s participation in the exchange process to date*

1. During the first 6 months of 1985, several Native
corporations approached the Department concerning the
potential for exchanges.

2. While in Alaska in August 1985, 1 broached the subject with
Governor Bill Sheffield.

3. Later in 1985, 1 again discussed the project with Alaska
Department of Natural Resources (ONIi) Ccmmissicr.ar Ssthar
Wunnicke and the Governor’s Washington representative, John

Xatx*



4. By letter of November 13, 1985, Regional Director Bob
Gilmore outlined the exchange concept to Governor Sheffield,

5, By letter of December 7, 1985, Governor Sheffield proposed
the possibility that state lands be considered for exchange.

8. By letter of January 8, 1988, to Governor Sheffield,
Regional Director Bob Gilmore invited the State to
participate in the exchange discuasions.

7. By letter of February 5, 1986, the State proposed 12 million
acres of lands for consideration In an exchange. On the
same date, Messrs. Tom Hawkins and Gary Gustafson of the DNR
vere briefed on the status of the project by Regional
Director Bob Gilaore,

9. By letter of March 12, 1986, Mr. Gilmore responded
specifically to the State’s proposal.

9. During the following months there vere intermittent staff
discussions concerning the State’s interest in continuing to

pursue an exchange. I also continued my discussions with
John Katz and members of the State legislature during this
period.

10. Early in November 1986, 1 again met with Ms. Wunnicke in
Washington, D.C*

11, By letter of November 14, 1986, the State tendered a second
exchange proposal

12. State representatives, having reiterated the State’s serious
interest in possibly participating as a landowner In the
exchange, attended exchange negotiations in Washington,
D.C., the week of December 1, 1986.

13. Coordination with State representatives has been on a
continuing basis during the intervening weeks.

The level of interaction and associated timing with the State
over the past 2 years has been consistent with those same
efforts directed toward the Native corporations, indeed, Native
Lands Group did not submit an exchange proposal until December
19, 1986, and Old Harbor made a proposal as late as m:ld-Janui.?y
1987.

The State"s role in the potential exchange 1is considerably
greater thin that of Native corporations since the State
contributes to the process both as a proprietor and an a
sovereign. This dual role serves the interests of all



participants by assuring that tha interests of the State as a
whole are adequately represented at the negotiating table.
Likewise, all Alaskans will share in the benefits generated by
the State’s participation should the exchanges become a
reality, substantial direct revenues from the state’s leasing
of tracts acquired by the state through exchange, and increased
tax base, expanded employment opportunities, and maintenance of
a healthy support services infrastructure are some of the
siseable advantages that could be realised by the state through
the exchanges.

More recently, the State was fully represented at last week’s
negotiating session and considerable progress was made on the
model exchange agreement. All of the eiohange participants,
including the state, will be meeting again the week of
February 23, 1987, with a view toward reaching agreement in
principle on the exchange agreements with the various
participants. Obviously, a lot of work remains to be done if
this goal is to be reached. Identification of specific land
interests within the Arctic Refuge to be exchanged will not
occur until later.

Finally, 1 would like to dispel the notion that the exchange
will consume a major portion of estimated subsurface values on
the Arctic coastal plain. While the acres potentially offered
in exchange are large, the exchange is premised on exchange for
comparable value. Zf the Secretary recommends opening the
Arctic coastal plain and Congress takes appropriate action, it
appears that the bulk of the subsurface resources would be
available for allocation through a traditional leasing program.

I consider the State an integral and essential component of the
exchange initiative and hope It continues to participate as many
of the lands i1t has offered provide significant environmental
resources that would enhance the Rational Wildlife Refuge
System.

Z appreciate your interest and, if the Department approves any
exchange proposals, 1 look forward to working with you during
the congressional review process. Please let me know if we may
be of further assistance to you or your staff on this iImportant
issue

Sincerely,

Assistant Secretary for Fish
and Wildlife and Parks

ccx John Katz
Senator Stevens
Senator Murkovaki



Assistant Attorneys General

This memorandum includes a listing of the policy issues
implicated in the drafting of an AKWR exchange contract. We
request policy guidance on these issues so that we will have a
basis for assisting in the negotiation of the terms of a draft
exchange contract. Brief descriptions of some considerations
bearing on the policy choices are included.

ULTIMATE TRADE ISSUES

(1) State participation. Should the state be involved in
trades?

(@ Native corporation participation. Should the state take a
position on Native Corporation trades?

ISSUES RELATING TO THE TRADE PROCESS

(@) Timetable. Should the state oppose the present timetable
for trade processes? There are a number of problems created
by rushing to complete trade agreements before opening
legislation:

xa) Wasted effort. All efforts may be wasted if Congress
fails to open ANWR.

(b) Perception of objectivity. The fact that Interior is
completing trades at a time when it is supposedly
objectively reviewing comments on the advisability of
opening ANWR to oil and gas activities may reduce the
chances of favorable Congressional action.

(©) Potential inconsistencies with opening legislation.
Congress may not open some of the tracts which may be
traded. The agreement does not address this
possibility, and it would be difficult to address this
problem in a way which would be fair to all trade
participants. Congress may also impose different
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conditions than those envisioned by the trades. This
fact creates drafting and practical problems.

(d Negotiation handicap. Interior rejects good faith
suggestions by the state on the ground that the
timetable will not allow departure from existing
drafts. (In particular, the state"s counterdraft of the
trade agreement was not even presented to Interior
because Interior made clear that a new draft would be
perceived as too late, and intended to scuttle, rather
than promote the trade process. Also, John Katz has
indicated that the state®s ability to use the existing
state exchange law (AS 38.50) will be dictated by
Interior®s timetable.)

(e Public policy vs. private agendas. The present
timetable is the result of internal corporate needs of
Koniag and its trade ™partner® (reputedly Chevron) .
Should federal and state policy be dictated by private
corporate needs, especially when this may result in an
unnecessarily complex and ambiguous agreement, and may
also result in unfavorable Congressional action?

Secrecy. Should the state support secret negotiations?

On a policy level, does the state believe that this is an
appropriate way to deal with this vital state and national
issue? On a practical level, does the state believe that
Congress will be favorably or unfavorably influenced by this
secret negotiation process in advance of opening
legislation?

State exchange approval process. Should the state commit
itself to an exchange process not presently authorized under
state law? Present exchange law (enacted in the wake of the
CIRlI land trades) would require a preliminary trade
agreement, followed by a public process and then a final
trade agreement. AS 38.50. It appears that Interior will
insist upon proceeding directly to a final agreement,
subject to ratification by Congress and the state
legislature. The ratification by the state legislature
would sanction the deviation from AS 38.50. The question is
how the Alaska legislature will react to this deviation from
existing exchange lav/.

Using stipulations as regulations. Should the state
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support the idea of extensive stipulations (80 pages in the
first draft) being included in the title documents? These
stipulations really are in the nature of regulations, but
are drafted, as land title documents, which would be
recorded, and the terms of which would run with the Iland.
Supposedly, the stipulations are designed to be superseded
when and to the extent "inconsistent" regulations are later
adopted. This could create a bewilderingly complex,
inflexible and ambiguous regulatory system. With an array
of state and federal laws and regulations already creating a
complicated regulatory process, arguments over the proper
application of these detailed title stipulations is
virtually inevitable. The apparent reason for casting what
are properly regulations as title stipulations is to enable
the Native corporations a headstart on development.
(Interior says it will take two years after opening
legislation to conduct a lease sale and promulgate
regulations.) However, the state should decide whether it
should support secret negotiation of title stipulations when
the purpose is to avoid the public regulation promulgation
process.

Format and style. Should the state accept the wording

and structure of Interior®s draft? Interior seems adamant
upon a form and style of agreement which is archaic,
convoluted, verbose, and filled with unnecessary legalisms.
As a result, Interior"s draft contract is very difficult to
read and comprehend. Ambiguity is created even where the
parties agree upon contractual intent. Despite a virtually
universal adverse reaction to the form and style of
Interior®s draft, the state®s plain English reorganized
counterdraft was not presented to Interior on the sole
ground that Interior would reject it because it is '"too
late™.

SUBSTANTIVE [1SSUES

®

Who should pay for additions to federal refuges? Should the
state oppose the Native corporation trades as presently
structured because of theilr iImpact on state revenues? As it
is, the Native Corporations are not only likely to get much
more than "comparable value™ for the interests traded to
Interior, but Interior will finance 90 percent of the
purchase price with dollars which would otherwise go to the
state. It is reasonable to insist that the effectuation of
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federal refuge purposes should be financed by federal
revenues, not state revenues.

Subsistence easement. Should the state actively oppose the
"subsistence easement” Interior intends to grant to Kodiak
Natives iIn the Kodiak National Wildlife Refuge? This
easement, rather than merely preserving existing statutory
rights under ANILCA, may create novel subsistence rights as
a matter of property law which would be immune from future
statutory and regulatory control. This would be a radical
departure from existing law, and would preempt state
authority to make findings and regulate under ANILCA and
state law. Liza McCracken 1is preparing a counterdraft of
the easement which may be acceptable to the state, with a
more detailed exposition on the issues. The testimony at
the Alaska House Resource Committee hearings on February 13,
1987 made it clear, however, that the provisions of the
Koniag draft which attempt to enhance both uhe legal nature
and substantive extent of Native subsistence rights is an ~
important aspect of the Koniag trade for both Koniag and
Interior.

Public use easement. Should the state, seek a "public use
easement”™ for state residents on land it trades to Interior?
What should the nature be of any retained "public use
easement"?

Treatment of state-claimed submerged land in ANWR. Should
the state actively oppose Interior®s attempt to trade to
Native corporations the submerged lands in ANWR which are
claimed by the state under the "Equal Footing Doctrine™? In
the past, lands subject to a title dirpute have typically
not been leased, or the proceeds placed in escrow pending
resolution of the title dispute. Interior wants to trade
the disputed lands "'subject to valid existing rights”. This
would require the state to litigate not only with the
federal government, but also with the Native corporations
and their iIndustry partners. Tom Koester has already
written a draft letter to Interior which addresses this
subject iIn more detail.

Treatment of submerged portions of land to be traded to
Interior. Should the state reserve submerged lands from its
trades to Interior? Tom Koester®s draft letter concludes
that this is a policy issue.

W w \-
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Valuation of ANWR tracts. Interior is valuing each
ANWR tract. State geologists,”geophysicists and
economists assert there is insufficient information
available to value the individual tracts with any
reliability. (Significantly, some of the Native
Corporation partners have well data and have
reprocessed seismic data which provide them a
significant advantage over the state and Interior in
assessing which tracts are most valuable.) Should the
state oppose trades because of the risk of the
potentially much more than "comparable'™ value to some
of the Native corporation participants?

Credit for loss of Mineral Leasing Acc Revenues in ANWR
lands received bv state. |In valuing tracts which the
state might get in ANWR, Interior refuses to give
credit to the state for the amounts which the state
would have received under the Mineral Leasing Act and
the Alaska Statehood Act if there were no trade. No
account is given to the fact that the state would lose
its 90 percent of the revenues iIn any tract the state
received In ANWR. Without a consideration of this
fact, the state would receive only a net value of $1 in
ANWR oil and gas rights for every $10 worth of land
traded to Interior. (Of course, opening legislation
might attempt to reduce the state"s Mineral Leasing Act
share, but this would change only the degree to which
the state would not receive full value, not the fact
that the state would not receive full value.) The
impact iIs that these are not really :iomparable value”
trades for the state, especially in comparison with the
Native corporations. Native corporations receive ten
times greater "bang for their bucks™ on account of this
factor.

Headstart premium value. Interior is probably not
properly accounting for the premium value being granted
the trade participants. The trades are designed to
allow the participants to select tracts with only the
very limited competition inherent in Interior®s 'tract
selection” aspect of the exchange process (i.e.,
without having to face open competitive bidding). ,
Equally importantly, the trade participants, and
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primarily the Native corporation participants who
already have industry "partners” signed to leases, will
get a minimum two year head start on drilling over
those who must rely upon buying oil and gas rights at a
federal lease sale. These priority rights are surely
worth a great premium, and divert revenues from the
federal bonus and royalty stream from which the state
participates. It is conceivable that drilling on
tracts acquired by Native corporations could condemn
the state tracts before the state could obtain state
legislative approval and complete all steps required
under state law to lease the tracts acquired by the
state. The Native corporations, which have
substantially more trade stock than the state, will be
the primary beneficiaries of the apparent failure of
Interior to put an early opportunity premium on the
ANWR trade tracts.

Valuation of lands to be traded to Interior.
Interior™s valuation of lands to be traded allows
variance between state and Native Corporation land
based upon Interior"s subjective acquisition
priorities. Also, iIn some instances, it is debatable
whether Interior is really gaining very much of value
in exchange for oil and gas rights in ANWR. For
instance, in the Kodiak National Wildlife Refuge the
Native corporation title is subject to refuge
restrictions under existing law. While Koniag and the
related village corporations might be yielding legal
title to the surface, the subsurface estate would be
retained. More significantly, as noted above, Koniag
and the village corporations intend to retain a
subsistence easement. This raises the question whether
the USFWS is truly obtaining any additional authority
to protect and regulate the Kodiak National Wildlife
Refuge in exchange for the millions of dollars in ANWR
oil and gas rights being granted Koniag and the village
corporations. Whatever the defects in the valuation
process, however, it should be noted that Interior
asserts that the same standards applicable to the
Native corporations will also be applied to the state.

Grant clause. Should the state insist upon a better grant
clause? The state would prefer a fee interest in ANWR.
However, there is every reason to believe Interior will
insist upon eventual reversion of all iInterests to Interior.
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Interior®s draft would convey less tenure than a normal oil
and gas lease. (In particular, the agreement is not
intended to guarantee that the oil and gas interest may be
held indefinitely while waiting for a gas field or marginal
oil field to become economic.) The grant clause drafted by
Interior also leaves the extent of the grant subject to a
large degree of USFWS discretion, and even fails to make
expressly the drilling and production rights exclusive.

Rescission. Should the state elect rescission rights? It
complicates the terms; of the trade, and has a cost (1.5
percent federally-retained royalty, and a right to regain
only 65 percent of the traded state land, after deducting
any net revenues).

Preservation of state regulatory authorities. Should the
state insist upon better definition of the interplay between
federal, state, and local regulatory authorities ? It would
be reasonable to apply many state authorities in ANWR.
(AOGCC, DEC, ADF&G, DNR, CZMA). To what degree should the
state accept preemption of state authorities?

Drainage. Should the state insist that the federal
government should not receive any drainage compensation for
drainage from areas the federal government chooses not to
lease on environmental grounds? Interior®s proposal to
insist upon drainage compensation has two drawbacks. First,
Interior®s insistence that it retain the authority to
determine the extent of drainage is unreasonable. Second,
without delineation wells, there will necessarily be
inadequate data upon which even a neutral party could
determine drainage. If drainage compensation is granted to
the federal government, the state should seek specific
language assuring that the federal drainage compensation
revenues would be shared with the state under the Mineral
Leasing Act and the Statehood Act. This assurance would
make drainage compensation to the federal government more
beneficial than detrimental to the state to the tent the
state received more as its share of drainage ooirf/snsation
paid by state and Native corporations than it paid as
drainage compensation.

Unitization. Interior®s draft would appear to preempt AOGCC
authority, and give Interior improper authority over when
unitization 1is appropriate, but also over the rate of
exploration, development and production, and over the



CONFIDENTIAL

Judith M. Brady February 15, 1987

a9

(20)

allocation of production. Interior™s unitization clause
would also allow the federal government to commit unleased
federal land to a unit, and make the federal share of the
costs of development and production payable only as an
offset against the federal share of production. This
provision has two significant drawbacks. First, it Imposes
a potentially large capital burden upon potential state
lessees. State lessees would have to front all the costs of
production. This may cause prospective state lessees to pay
less for state ANWR leases. Second, to the extent the
federal government self-aevelops land (rather than leasing
it) , Interior may claim the proceeds are exempt from the
revenue sharing provisions of the Mineral Leasing Act and
the Statehood Act.

7 (1) . Should the state take a position on the interplay
between the trades and 7(i) revenue sharing? Interior and
the Native corporations claim that the revenues received by
the Native corporations as a result of the trades are exempt
from 7(i) because the Native corporations are, at Interior"s
supposed insistence, only trading surface estate iInterests
for ANWR rights.

Possible alternatives to trades as presently conceived. The
state could urge Interior to change the nature of the
bargain iIn a way which would benefit the Native corporations
without harming state interests. Two possible alternatives
are discussed below.

(@ Reserved royalty. The state could urge that any traded
ANWR oil and gas rights be subject to a retained
federal landowner®s royalty, and that the retained
royalty be subject to revenue sharing under the Mineral
Leasing Act. Alternatively, an overriding royalty
directly in favor of the state could be reserved. Such
reserved royalty interests would obviously lower the
value of ANWR tracts (which would mean a greater
portion of ANWR would be traded). Also, a typical
reserved royalty clause (whether indirectly in favor of
the state through the Mineral Leasing Act or directly
in favor of the state) would not prevent the loss of
the state®"s existing right to share in bonuses and
rents. However, state sharing of royalties from ANWR
land traded to Native corporations would tend to
decrease the extent to which the state would be
financing Interior"s additions to its refuges.

-8 -
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Bid credits, a more attractive alternative would be to
urge Interior to issue assignable bidding credits to
the Native corporations in return for Native
corporation land. This would avoid many of the
procedural and substantive problems identified in this
memorandum, but would raise some additional problems
which would need to be addressed. For 1instance, it
would be necessary to be clarify that the state would
still receive its Mineral Leasing Act share even if the
bonus were received by Interior in the form of a bid
credit.



w CwWiIm
XEROX TELECOPIER 295 1 2-12-87:12.79 PM: CCITT 03 M 0074662764 ¢ # 1

CHRONOLOGY OF STATE INVOLEMENT IN
PROPOSED ANWR LAND EXCHANGES

1984 - 1985 Koniag broaches subject of AMAR land trades with former
USFWS Regional Directors Keith Schreiner and Bob Putz.
Informal ~ discussions then ensue  with Alaska's
congressional delegation and DOlis Bill Horn.

Fall, 1985 Four USFWS appraisers appear InDNR's Anchorage office
and ask for state comparable information on recent
large land sales. They are extremely evasive
concerning their purposes. At no time do they mention

& » a possible AWR land trade,

(Aj*December 3, 1985 John Katz sends memo to theAlaska congressional
7 / delegation regarding ANWR land exchanges. He advises
_ that the  Interior Departmenthas commenced  trade
«\Ci J discussions with various Native corporations.  Katz
relates that the discussions are at an early stage and
that the state has neither been consulted by DOI
officials, nor yettaken a  position regarding the

wisdom of the trades.

January 21, 1986 Dick % lius of DIWM provides DIWM Director Tom Hawkins
with a memorandum which Identifies approximately 12
million acres of state land identified by ADFAG which
might be used for trade. These lands have habitat
attributes which should be of interest to USFWS.

January, 1986 Tom Hawkins meets with Bob Gilmore of USFWS to discuss
ANWR  trade  prospects. Gilmore  provides only
superficial Information regarding Native trades but
agrees to consider a formal state trade proposal.

February 5, 1986 Tom Hawkins meets again with Bob Gilmore and delivers a
letter which asks for more information re ardin% the
details of Native trade discussions and offers the 12
million acre pool of candidate state exchange land for

USFWS consideration. /iy ILj

February 17, 1986  Governor Sheffield writes the commissioners of DNR,
DEC, DF&G, Commerce, Revenue as well as Bob Grogan
(OMB/DGC), Ilal  Brown (AGO) and John Katz to asngn
numerous Issue analysis tasks related to ANWR. he
tasks assigned DNR included; a) monitor closely USFWS
plans for possible land exchanges in ANWR and ascertain
opportunities for exchanges involving state land; and
bg) work with ADF&G to identify state lands available

for inclusion 1n a trade.

February 17, 1986  Governor Sheffield writes DOl Secretary Hodel to
request  Information  related  to  ongoing  trade
discussions between DOl and Native corporations and to
express the state's Interest in the ongoing land



March 12, 1986

April 2, 1986

May 16, 1986

May 20. 1986

July s, 1986

exchange discussions, He si)ecifies that, as a
sovereign state, Alaska should be consulted aid
meaningfully Involved in any trade deliberations,

USFWS Re?ional Director Gilmore responds to the Hawkins
letter of February 5, 1986, He stated that USFWS has
reviewed the pool of candidate state exchange lands and
lists the areas in order of acquisition priority. Only
the state land within the Tetlin NAWR is ldentified as a
high USFWS acquisition priority.  Gilmore states that
the  majority of the state lands are simgly not a
priority for acquisition.  Furthermore, he s.u%gests
that adequate protection for some areas might be
achieved through cooperative management agreements.
?ilrgore makes no reference to the proposed Native
rades.

DOl Assistant Secretary Bill Horn responds to the
governor's February 17 letter to Secretary Hodel. Horn
says that the ~trade negotiations ~with  Native
corporations are still very preliminary and that DOI
has reached notentative agreements, including a
decision on whether an exchange proposal will be
cforwarded to Congress.  He assures the state that
“should this effort progress heyond the speculative
stage, the State of Alaska will be kept informed of
further developments and be weleome to participate in
any exchange negotiations . . ¥

DNR  Commissioner Wunnicke sends memo to Bob Grogan
(OMB/DGC) which responds to the governors information
request of February 17th. Attached to the memo is a
summary of the state action taken thus far on land
exchanges.

Tom Hawkins sends detailed ANWR land exchange memo to
Bob Arnold, DNR Deputy Commissioner. The  memo
described the state's land exchange Frogress of the
DOI/Native trade eforts. The memo concludes by statingi
that the USFWS response to the state's trade proposa
calls for further state action.

Bob Grogan issues memorandum to resource commissioners,
John Katz, Molly McCammon (Governor's Office) and Vince
Wright (Revenue) which outlines state policy regarding
management of ANWR.  Also attached 1Is an executive
summary of the material used to support the policy.
The policy includes the statement that "the DOl has
assured us that the state will be kept apprised of any
proposed land exchange under consideration and will be
consulted before any final decision s made”  The
executive summary says the state will continue
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discussions with  USFWS concérning the state's ~ land
exchange proposal.

Tom Hawkins and Gary Gustafson brief the House Special
Committee on 011 and Gas on the ANWR land trade. They
report the state's efforts and the tepid response from
USFWS. The meeting is covered Dby the Anchorage
Daily-News and an article appears the next day in the
newspaper,

Representative  Don  Clocksln  writes ~ Commissioner
Wunnicke to request a briefing on the specifics of any
trades involving ANWR.

October, 1986 iik® Commissioner Wunnicke goes to Washington, D.C. and

!

1mjja O s

V' October 30 1986

November 4, 1986

November 12, 1986

among other items, discusses proposed Native/DOI land
trades with Bill Horn. Horn seems interested in the
prospect of a state/DOIl land exchange in ANWR and

-encourages state participation. He also assures John

lKat_z and the commissioner that DOl will keep the state
advised of the Native trade efforts.

Commissioner Wunnicke, Tom Hawkins and Gary Gustafson
brief Representative Clocksin, Representative Cotton,
Senator Halford and an aide to Representative Pourchot
on state involvement in ANWR land trades. It s

\ explained that state efforts have stalled due to USFWS
Areluctance to accept most of the state's trade

offerings. However, the state Intends to continue Its
trade efforts.

Gary Gustafson meets with Margie Sagerser, Mike Smith
and Mark Rindner of the Native Land Group, a CIRI
sponsered ANWR exchange participant, He learns the
exchange proposal is  much further advanced than
previously thought. Draft exchange documents have been
distributed and an ANMWR tract selection process is
imagined within several months. For the first time the
state learns the identity of all the Native corporation
participants and that a DOl ANWR exchange team has been
assembled.

Gary Gustafson  sends memotoCommissioner — Wunnicke
which outlines status of Native land exchanges and
provides recommendations for state participation,
Including the creation of a state ANWR_Exchange Team
with an appropriate level of funding. This memo also
outlines the general methodology DOI' intends to use to
award  subsurface tracts InANWR to exchange
articipants. It includesthe namesof the DOI and
ative representatives who are negotiating the trade.
Gustafson also  outlines atimeframe for completing

state exchange tasks.



November 14 Gary Gustafson and Sharman Piper (Representative
Cotton's Office) meet with John Doebel (IUSFWS). to
discuss the status of Native trades. Doebel provides
some details but stresses that the exchanges are still
considered speculative.

November 14. 1986  Tom Hawkins again writes Bob Gilmore to renew trade
dlcussions.  He proposes the inclusion of all state
land of Interest to USFWS as part of trade, and to
consider any additional areas nominated by  USFWS.
Hawkins mentions that the state 1s also willing to
consider trading state lands of interest to other
federal agencies, such as the National Park Service
(NPS).  He says he is preparedto draft a preliminary
exchange  agreement as a  first  step  towards
negotiations.  Hawkins also asks for an update on the
status of DOl trade negotiations  with Native
corporations. (Note: no response has been received to
this letter,)

November 17, 1986  Commissioner Wunnicke sends an ANWR Trades Issues Paﬁer
to Governor Sheffield. She notes that the USFWS has
Shown little interest In trading ANWR lands for state
lands. She also relates that the state has just
learned of Native corporation efforts to accelerate
ANWR trades and that DOl has apparently  made
considerable progress of late In its planning for
trades.  The paper also Includes a recommendation to
create a state ANWR Exchange Team as an element of a
larger ANWR strategy.

November 17, 1986  Tom Hawkins meets with Bob Gilmore and John Doebel
—while delivering his letter to Gilmore. They reconfirm
that Native land trades are still in a very preliminary
stage and that they will reexamine the state's trade
proposal.

November 19, 1986  Commissioner Wunnicke again provides Governor Sheffield
with an ANWR trade update. She mentions that her staff
continues to advance a land trade package with USFWS,
but that USFWS finds 1t difficult to justify
acquisition of certain lands because they feel the
state already provides a sufficient level  of
protection.  She also relates that the USFWS has no
Interest In ?ivinfg up ANWR land to benefit the NPS,
The memo 1s also furnished to Governor-elect Cowper.

November 24, 1986  Commissioner ~ Wunnicke sends memo to Jim  Eason
Director, Division of 011 and Gas) and Laurel Murphg
Acting Director, Division of Mining and Geology) whic
asks them to ascertain the resource and resultant
economic values in the ANWR coastal plain 1n order to
prepare for possible state participation in tract



December 1-5, 1986

December, 1986
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Tom Hawkins, Gary Gustafson and Norm Cohen (ADF&G) go
to Washington, D.C. to participate In the DOI sponsored
ANWR land exchange negotiations. John Katz' staff also

participate. The negotiations center on the land
exchan?e contract, land wuse stipulations and ANWR
subsurface tract selection process. The state's

representatives also advance the state's trade package
with DOI.  The meeting was of considerable benefit as
the state learns the details and timing of the proposed
trade for the first time.

Briefings on the ANWR trade proposal are held by Tom
Hawkins and Gary Gustafson for Governor Cowper, Lt.
Governor HcAlpine, DNR Commissioner Brady and others.
The state continues to advance its trade package \/l\JPI
conducting appraisals of 1.45 million acres. The USFWS
conceptually approves about 250,000 state acres for
trade. The state strives to expand this acreage.



MEMORANDUM State or Alaska

DEPARTMENT CF NATURAL RESOURCES
DIVISION OF OIL ANO GAS

T Judith M. 8rady OATE  January 12, 1587

Commissioner
FILE NO:

TELEPHONE NO: 561—2020

FROM: Edward Phillips SUBJECT: Arctic National
Petroleum Economist Wildlife Refuge (ANVR)
Land Trades and
Potential State Revenue

ONR geologists and geophysists are in unanimous agreement that lands within
the coastal plain of ANWR represent the best remaining potential for major
oil and gas discoveries iIn Alaska. This estimated potential substantially
exceeds that of remaining unleased state lands. Under current law, federal
leasing of ANWR lands for oil and gas development would yield 50 percent of
any bonuses, rentals and royalty income to the state. In addition, the
stats would receive severance, corporate, property and conservation taxes
from development of ANNR leases. However, the royalty share alone could
constitute upwards of 70 percent of total state revenue from potential ANWR
development.

Each past and proposed ANMMR land trades with native corporations reduce the
revenue potential to the state by eliminating the state"s share of potential
federal bonuses, rentals and royalties, but not state taxes. Although the
state"s overall severance tax revenues would increase from development of
ANWR regardless of whether or not the royalty share is reduced by exchanges,
this gain is inconsequential by comparison to the state"s potential royalty
less from additional federal exchanges with third parties.

Given ANWR"s oil and gas potential, these losses could be substantial. The
attached table reflects the staff estimates of the relative state revenue
impacts of ANWVR development assuming no additional exchanges and no
legislative reduction in the state®s 50 percent share of revenues from
leasing in ANWR. (The revenue projections contained in Table 1 are derived
from the geological, geophysical and economic information contained in the
Draft ANWR Coastal Plain Resource Assessment (1002 Report). The draft
reporc aata ana assumptions were used by the federal government to compute
the Net National Economic Benefits (\NNE3) from leasing AVWR and to provide
the justification for the policy recommendations contained within the report*

Specific assumptions underlying the attached revenue projections are not
crucial to the basic issue, which is one of relative shares, or how the
potential pie is sliced rather than absolute amcunt(s) involved.{™c revenue
projection or forecast that has the year 2000 as a base year can be treated
as a likely outcome. It is more properly viewed as "'one possible outcome.” |
The use of federal revenue numbers just assures us that we are all speaking
the same language.



Judith M. Brady, Commissioner
January 12, 1987
Page 2

The assumptions underlying the estimates of potential land trade-related
revenue gains and losses to the state have geological, geophysical and
economic components.Whe 10G2 Report indicates that if oil is discovered,
the average recoverable-reserves are estimated at 3.2 billion barrels. This
quantity was used for the NNE3 estimate derived by ELM for the draft 1002
report, and provides the "assumed" reserve base or recoverable reserves for
this discussion-r. In our analysis, production would commence (from two
fields) In 2000 at a 1934 dollar price of $33.00 per barrel, and escalate at
one percent per year in real terms (production from one of the fields could
be delayed for a year or two without substantially affecting the results).
All estimates are in 1984 dollars, hence they are net of inflation, but they
are not discounted to reflect the time value (time preference) of funds to
the state.

Tne estimates are for the years 2000 through 2010. Production cannot
realistically be expected much before that time, and the Department of
Revenue currently does not provide estimates of Prudhoe Say revenues
embodying ths federal price assumptions for periods beyond 2010.

As Table 1 illustrates, potential ANVR revenues to the state (even given
current ASRC/KIC inholdings) could be substantial, exceeding thosa of
Prudhoe Eav bv ths year 2003. By the year 2010, ANWR"s revenue potential is
almost double that of Fruahoe Bay using the federal orice assumptions. This
would be true of almost any set of prices excesaing the development
threshold far AVR. Based upon the assumptions we have analyzed, any
further transfers of prospective ANWR lands from federal jurisdiction
reduces the state"s per-barrel revenue potential by about 70 percent as a
result of loss to the state of potential royalties, bonuses and rentals. As
can be seen from Table 1, the potential royalty revenue at stake exceeds six
billion dollars.

We believe a significant transfer of revenue potential has already occured
by virtue of ASRC"s receipt of subsurface title to the two inholdings near
Kaktovik. The Oil and Gas Section of CMGGS has estimated that up to 25% of
ANWVR™s oil and gas reserve potential may be contained in lands already
received by ASRC. Thus, this land trade could cost the stats as much as
$1.6 billion (1984 $) in lost royalty revenues if the assumptions used in
the draft 1002 report and in this analysis are assumed. The volume of oil
and gas discovered and its relative locations will ultimately determine the
extent of the revenue "loss™ associates® with the previous ASRC/KIC land
trades and any future land trades.

Attachment

0274P



TABLE |
ESTIMATED POTENTIAL INCOME 2000 TO 2010*

(M@ 19049)
Year Prudhoe Bay (wUli current ASRC Inlioldfng) ANWR Revenue as %
Royalty Severance  Total Royalty Severance  Total  of P.0. Revenue
2000 1056 670 1726 155 6> 7 9
2001 923 573 1496 520 234 162 51
2002 014 400 1302 167 412 1179 85
2003 711 419 1130 179 418 1197 106
2004 625 362 907 7190 425 1215 123
2005 534 313 047 111 431 1142 135
2006 430 266 696 629 341 970 139
2007 359 223 502 560 266 026 142
2008 294 179 473 506 206 112 151
2009 235 130 373 440 140 596 160
2010 159 100 259 406 105 b1l 197
6140 3731 9r71 6279 2906 9265
UL« 8D
[ ofi /&

* using federal price assumptions

0273P



January 3, 1987

>£*. Sharon. Allaoder
Division of Conservation
and T»Ildlife
Department of the Interior
3coa 5353
& S&. between. 33th 1 19th Sts 3*7.
"Washington, D.C. 202

Dear Xs-. Allaadex?

2i2liainaxy ccinoenta ok ixaff 4252. exchange agreement
The State ox Alaska ha* reviewed the- draft land exchange agree-
ment between loniag, Inc. and Egaynited States, dated Joveaoer

B, 2338. This letter conveys of oar ccansenta on the fora
and content of chat draft agreement.

As stated ia ay December 23, 1338, letter accompanying the
conaaents on the draft stimulations, the state ha* taro principal
area* of responsibility frcn which t- xswiaw the proposed land
exchange agreement; CD as landowner and potential participant
in phase one ox the exchange process? and (23 a* a aovere-ign.
The sovereign re3pcnaihilitiea Include both, a rsspcrosibiiity to
ack as steward of natural ré&scuxces with police pcvex iIn the
axda, and the responsibility of a fiduciary. As a fiduciary, the
stare aust rawlev the concept of land exchanges with third
parties as well as consider the efface of such exchanges cn the
overall interests of Alaska.

The -cocaents in both this lettar and the acccarpanying xagginal
notes to the draft exchange ag™raaent are preliminary and reflect
only a brief review, primarily froa the perspectives of state as
landowner and as sovereign, with, police power. The concepts
reflected in the draft exchange agreement axe fairly complex and
will require further review- and study before we- can. provide acre
detailed” comments.

Txcu the perspective of state as landowner and poiantisl partici-
pant in the exchange process, we have a concern that the contract
will not accomplish one of its basic purposes? that i1a, to enable
a land exchange participant to. acquire a sufficient interest in
land to lease It OUE for 3 profit* inififf—y, onoro ;a r
ticn, " currently being looked at by cor attorneys, as to whether
the limited: interest in. Ixnd proposed to be conveyed is

(G P - —Frew«™
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sufficient to perait a participant to lease it tinder current
state statutes. 3cyocd that, the stats is concerned with the
lim itations on the grant, especially when limited by
post-a%reem_ent events and Secretarial discretion. Also, the
uncertainties resulting: fra* the ﬁrovmons_ pertaining to
teraiM tioo ox the contract and the extensive reservation of
diacxatfcn fox the Secretary of the Interior (Secretary) and the
regional director to sake determinations without substantive
standards create questions as to whether there la sufficient
security to a lessee to enable it reasonably to conduct
exploration and development activities,

The uncertainties created by the proposed exchange agreement also
affect the value of the land interest that the Department of the
Interior (DOI) proposes to exchange, % raccamend that 7oa
review the fscleral oil and gas lease form as an example of the
types of provisions that nay satisfy potential bidders, la
addition to these concerns, there may also have to be changes in
tie wording of the draft a%reement to reflect, provisions ot stats
law and procedure applicable to scats participation in a land
exchange, “e are currently reviewing the agreement to detarmine
the necessity and the content, 0z such, changes. expect any
5tat2/DOI exchange agreement will need to deviate froa, or
supplement, aany of the provisions contained ia the loalag
agreement,

Froa the ﬁerspective of stata as sovereign atss®rd with police
powers, the draft exchange agreement raises a number of issues,,.
In this ra%"rd* the feens of cur concern as language in the draft
agreement that appears to override or usurp existing scats

JTrrffwftcticn. 3Mla it aa7 fee possihla, fecug{a. Cengrsssicnal
authorization, of the land exchange agreement, to yrsssspt cartmin
existing state rights, most of the rights.affectad by tie draft
exchange agrecaeax involve areas of historical Jurisdiction,
state expertise, or prior Congressional deteradnaticn. that the
state should exercise its jurisdiction, _Congress should not be
33ked to abrogate those rights through, the vehicle of a land
-exchange agreement, particularly when, the recent leagan Adnrinia-
traficm report on Ihe Status bf~7e<Saralfjqr'ih Series raw sx-
trsnely critical ox federal govetrtment prsegntaca or legitimate

stats rights*

The following are three examples of this concern. Other in-
stances art noted in the mar%lnal notes to tha draft exchange
a?reement, First, there ia. the need, for a coordinated
state/federal process for design review, permitting* field
surveillance, and enforcement. This concern Is described in. sczaa
detail in ths letter giving cem ents cn ths draft stipulation*.
Coordination of ths various governmental proceases is accessary
to avoid duplication of efforts, and associated problems.

2+th respect to the draft exchange agreement, there are certain
provisions which appear to afford'the regional director the
discretion, to approve acxlvitias that are already under the
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jtrrf.adiction of- other atat* or federal agencies, In.noat cases
there are no substantive standards or guidelines applicable to
that approval process, ?or example, paragraph 4 fa> gives the

rsgé&eml diraeter aathoiit? ta apprav€ ttoiJisaticn aggggaenta,
reinjectica of "g*a, water, air or other substances, and storage
of injected or reinjected substances. However, these activities
axe already under the jurisdiction of Che Alaska Oil and Sea
Conservation. CoaBtasioa and the U.S. Environmental Protection.
Agency under the terms of applicable state and federal statutes
and regulations, is noted In the ccanenss to the stipulations, a
land, exchange a.?reement between two parties simply is not an
adequate substitute for the network of federal,, state, and local
requirsaoenta that have been deveIoEed over time to address
ecrplsx iisues, beliave that these existing processes ara
proven and should be used, rather than preempted!

ltext, the stats clearly has jurisdiction, over acpprecpriative water
rights and groundwater allocations, for development purposes,
There are several provisions in the draft axchange agreement -
which appear to conflict vita that authority. Paragraph 1U
affords the Secretary the authority to operate or leaser a *well
for the purposes of practicing water, using such water cn refuge

nds, and dispogj of it.fox beneficial use.on.other langs.*
(15 a0psara 10°6€ In” ccoilict vilk stafa juFisdiction ™ Wstiar
the rationale of Ifaitsd States v. Hew Mexico™ 433 U.S. 696
(1373), the 0.3. [™ian ano jriloiifa Service TUSTT{S) nary have a
reserved federal rater xijht, but (if at all) only the -a-fnj™™
amount necessary for refuge- purposes. Confirmation of any
reserved xi™t would have to be obtained through the state water
rights adjudication process and an? additional right weald
process. Also,

require application under the state, apéJ_ropriation
paragraph 4 <d} requires the regional director to aovrov* the use
of surface and ground water ir A2B5T, even if there h:s already
been a state water rlghts. adjudication. This ia a usurpation of
established state authority.

Third, the subsistence easement created ia paragraph. 30I)_ and the
appendix describing the easement suggest Potent_lal conflicts with
the jurisdiction or the state over subsistence issues. The
appendix leeaa- to assume that the Secretary of the Interior ia
managing: subsistence uses canrefag* lands under section 805 of
A32jICA, In fact, che- seats baa enacted lass of general
applicability thar have been aupxoved by the Secretary under
section. 3G5> and, therefore, the 3tats,"oot the Edited States, ia
managlnq: subsistence uses on refuge lands and other federal,

ublic Tands, 3ecanse the atata- bear enacted laws- of general
pplicability that have- been approved. £r is the afcate boards oz
laliuries anti game, not the Secretary, uus ars raapcnsibj-a for
eloping ragolaticn* %overnlnuq robsdatsacs uses. 'The _
visions of ‘title 7121 of ANUEA reflect axlIsticg Congressional
tent that, cues- the 3tote has net tha 3tatntory raqpiresenta,
ha: juxiadictioa over 3ubaiatancs uses cn federal landeu
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Secause subsistence opportunities for rural residents on federal
land* axe protected under both. stat* and federal law. Appendix. 2
is not necessary, and could be deleted. Bcweveit if it ia deemed
necessary for some ocher purpose, die following changes need to
he aade to sake it consistent with state and federal statutes.

2. Fse "dcafcHe" rather than "residence™ in order to he
coo#iarent vith state law {Ch. 51, SLA. 19&S},

2. Specify that the "eligibility* of residents of larlnk "and
Larsen 3ay {not the "right*r since the use of wild resource*

for subsiStence is not an absolute right! will he determined

b¥ ha state boards of fisheries and game so long a* tha

S

of

t
ate ha* law* approved by the Secretary under section. 3G5
13XLCA,

3. relate pTowisicn* that randate a finding that residents of
Che specifiad ccanaaities ars local resident* under Asl:CA.
This decision. ia nade by the atata beards, subgect to the
indicia! review procedure* set out in section. 307 of A3LLCA.

I's falct, these ccamundtias have already been found to be
rural.

4 Ieccgnica that the state also ha* closure authority under
state aanagemeat.

5. Cn page 3r there is no need to specify that rafarance* to
A3XLCA w ill be conatrued in. accordance with that law — this
t* redundant. SSoreover, it weald not be. appropriate to
liait construction. of AS2LG& tana to the provisions a* they
existed in 293J>. %0x eraople, there ha* already been an
aaenefcseat to section 307 of i2?IXEA that repeals the expedit-
ed judicial review provision* {i.e., it no longer require*
these case* to have priority over other Batters}*

¥e also believe that the terns, conditions, and stipulation* in.
the exchange agraeaeut do not provide adequara protection for
fish and wildlife resource* or bream use of those resource*.

Two provisions. of the exchange agreeaent are of particular _
concern. Paragraph 22.appears to require the issuance of permit*
ffem any agency o1 ths 201, if the activities are consistent with,
provision* of tha agreement and comply with federal laws and
regulation*, oiailarly, paragraph 25 restrains- the 1357SS fma*
opposln%.or cementing unfavorably upon any permit or approval
application made to any government agency If the proposed action*
are consistent with the agreement.. Thase two provision* appear
to lim it DST-iStj ability to respond to and mitigate possible
adverse ixMtcta throngs the perrit rcvirs- end cement prucsacs*-
Zrploraticu, dewwiopoenfc, and production activities may extend
for 2> 0r aozs years after sxcaaa%ze agreements ara signed. It is
d|ff|_cult* if not impossible, to Initrally envision all tarns and
condition* accessary to protect fish and wildlife resource* over
such an extended time period- Development of xfctigative measures
I* a djnaaic process teat aost change'with assimilation of new
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information. or ‘development of new technology. The state _
Tecejooe-" 1 that paragraphs 21 and 25 he amended to? (21 provide
for the modification of stipulations based on new information or
technology* and (2t eliminate provisions that restrict the
USTSS's abirity to cement on proposed development activities.

i‘Subrzcos-de_ficien_cies vere also noted in AFpe_ndix 4, the draft
and use stipulations. For example several fish and wildlife
species of localr state, and national Importance vere not ad-
dressed in the stipulations- Including? polar bear*- moose* and
peregrine falcons. Specific cssmenca on"the stipulations con-
tained in Appendix 4 are contained in cor Becamber 23 letter.

The state requests the opportunity to review and ccmeamt on the
draft A2HLCA. 32p analﬁlsw for the land exchange, vhich. is
presented in %aragrap 14, prior to cocsuaaatilva of the
agreement. This analysis is important to the axehamM- process
because it is unclear that the stipulations contained in Appendix
4, or tie tract selection process rill not significantly xastrict
subsistence uses ext exchanged lands. The state also requests the
opportunity to review the draft ascertainment report being
prepared for the Xooiag. exchange and described in term 25, aa
veil as Appendix 1 to ensure that the state- has a clear picture
of all associated impacts.

2acloaed is a copy of the draft exchange agreement vith our
marginal comments, besides our substantive concerns, ve feel
tHat by condensing and reorganizing the agreement considerable
improvement cchld be" achieved. Tor instance, many of the defini-
tions axe not needed, are norappropriately incorporated into
the substantive [%rovmons, or would gain, greater clarity if note
simply stared.- The substantive provisions vculd also be both
aore readable atd clear if set forth more simply and concisely.
Moving the definitions' to the end of the agreement would also
enhance readability. The agreement vcold also benefit froa
headings and a table of contents. In reviewing our marginal
‘scanenza, you should kaep in mind that thez axe only shorthand
judications of our preliminary thoughts. lease feel free to
contact us for a fuller explanation of our ccasaents.

In addition to the marginal ccirents, there- are a number of items-
ecot presently included 'in. the agreement vhich we fzel axa impor-
tant to include in the final agreement. They include*.

t. A provision dealing vith access to, use of, and proce-
dures for maintaining confidentiality of confidential
data- This provision is necessary .for unitization
purposes and aay be iaairable for other federal and

land, ptzrpczm.

2. A provision providing that state leasing activity ia
not considered a ~ccuwrcial* enterprise. This 1a
desirable to avoid any possible claim that state
involvement as a lessor in A5S3t cocatimtas prohibited
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"comaercaal use** of confidentfcial data voder the pro-
vision* of ANXLCA.

3. A foxce aajeurs clause*
Provisions fox choice of law and choicer of forms.

5- A Provision setting out hew rite agreement is to be
interpreted.,

S* A provision on duty of good faith and fair dealing.
7. A provision, regarding notice.

3. A provision ia -which each. party warrants that it will
* not ersatz any new third party interests in the land, it
proposes to exchange*

$- A provision stating that'headings (once the? are
mcItuded in the agreement). are not part of the agrae-
neat.

1ICL A provision, that clarifies. any rastrictioa on .
subsurface intaraats retained by the atata or native
cor;Joratlon# when the surface eState ia conveyed to
T3S755 as- pert of the- exchange. This provision ia

* necessary to ensure both adeqaata. protection fox fish
and wildlife resources and public use values froa-

e incompatible subsurface nseor and to protect the
retained subsurface interests. |

Thank jcu for tie opportunity to coaaent on the draft land

exchange agreement* *Mle no final decision has been made by the

stats an the advisability of the land exchange concept* ve have
attempted hers to maka constructive ecensenta for ycux consid-
eration. As with, the draft stipulations, we anticipate further
opportunities to review and comment on. the proposed exchange
a?reement. If yea have xny question* conce_rnln% this lettzx
please contact re at the Governoria Office in 'Shsbiagtcnr IX..

Sincerely,

Martha A- Tor -
Special Assistant Attorney
General -

IV wowliiC

cc; Lieutenant GavwmoT Staphen :&A2pine, Juneau
Ccsaaiaaicner Judy 3rady* S3&, Juneau
Ccsaissicuer Oenais Xelso. SEC, Juneau
Ccandlasioner 3can Cullinswoxth* DJ~, Juneau
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Dscssahex 29, 2936

~Shé&ron Adlender
Division, of Conservation
and wildlife
O ffics of tie Solicitor.
Department of the interior
Dispataenih and C Streets, W
~shingtcn, EC 20240-

Dear Ms, Allender:

Tot have invited tha State of Alaska to consent on the draft land
exchange agreement_between_Icow}P, Inc,, and the Dbiied States
that ccold result in certain oil and ;yia righ«3 ia the Arctic
National Jgjldlifa_3exag.e. being, tranfiiemd to chAa?r lac. the
draft, stipulations that were enclosed as Appendix 4 to the draft
exchange agreement, and the proposed tract selection process fox
ancb exchanges which was discussed at a vorx 3essicn during the
week of December 1.

'tflth regard to the Department of the Interiorl* proposed land
exchanges-* the state has two principal arses of respon3|b|I|tK:
(11 as a landowner and potential participant in phase one of the
exchange process, and CD as a sovereign steward of natural
resources. This second role has two distinct aspects: (a) the
statel* role as a protector ci; the environment through the police
pcwex, and Ch> tha state's role, in the nature of a fiduciary,
reviewing the concept of land exchanges with third parties and
the affect: of such, exchanges on the overall interests of Alaska
generally. The csanents ve are asking at this time reflect only
our very brief review ox the draft exchange agreement, draft
stipulations and.é)roposed tract selection, process xrca* the
perspective of land owner and sovereign, with police, powerr oar
review from the broader overall state interest perspective ia
still underway.

“mith. rtnipeci. to- this broader, review, the xoat critical unanswered,
question'aay be whether the concept of exchanPes. will advance or
hinder the opening of the Arctic National Wildlife lefuge (A3V2)
to oil and jas developmenty a question which applies both to the
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substance of such excham};es and the process under -which they w ill
be negotiated and conarcstaated. That gfceatioa hag Brofound
i2a>llcations for both, the state and the nation, dbutls not the
cnly issue the state xost consider* Other issues which, the state
will eTaainc include the afreet of such changes on the poten-
tial eafpioyraant of resident Alaskans in any development which
night occur, the state's existing rlgi_ht* to a 90 percent share of
adneral leasi-sg revenues froa public lands tinder the 3fineral
Leasing Act, and other state revenue implications froa severance
taxsa. production taxes, corporate incus® taxes, etc.

In short, th>srs *rs numerous questiens which the statswill
answer before 'Jetgralnlng that such land exchanges are in .tie
heat interest oi bpth the state, and the nation* Accordingly,
these- ccataesta aboaid nut be viewed as agraenent that such
zxchanges are powif-&”* froa either a state or national perspec-
tive- The state final position on leasing in A55&, including
land exchange* and restated mitigation measures, will be ccnveyea
to the Secretary of tie- Interior when ve foxxsllv respond to the
draft seg2. 1002(bj report*

labile a final decision regarding the advisability of such ex-
changes cannot be made at this tiae. Governor Cowper has directed
appropriate state agencies to review the draft exchange.agree-
ment, the draft exchange stipulations and the proposed tract
selection pxocass on. the assumption that inch aachlsggs nlliaata-
ly will be fotmd to be in the”?public interest. ccordingly,
vhile the state has not aade a final decision on exchanges, our
ccmaeota are intended to ansura the viability of the exchange
process in. the event it |Is concluded that such, exchanges are
advisable* In other words, out goal in these ccaaenta ia the
sane as 7oox3; to ensure that the exchange process, if imple-
mented, acntally works»

la this letter, we cement only on the draft exchange stipu-

lations and proposed tract selection process* -*¢ will transait

our ccuments on thw draft exchange agsaeaemt early next week.
EHA2T Z2C3A3GS S732TJUuriCSS

As jout ar2 awgre, the draft stipulations included i1a Appendix 4

address seny the major 1issues associated with the draft AHtFX
2602(b) report that is curreptly being circulated for public
review and cqaoent. In light thin, the state reccanends that

the stipulations to the transfer agreement not b« adopted until
after tchlic vinjs here btm cmsideted the dr*ft AiPW3 1002fb2
tctoxV and the draft AB8S. 1002(b) stipulations nave been f{—
nalised*. d?t ﬁg t+se the State of Alaska will be better able L0
urovide a advice regarding the draft transfer jtiro-
laticos, and the U.S. Fish and “Wildlife Service will have had an
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opptortugity to consider tie view* of other .Individual* and
| .

)

entitle

However, a* 700 requested* ve have prepared preliminary cotaaents
athe draft stipulation*. .Given the. extr.eaifelT .short period of
tiae in. vnici we Save been asked to review and coaraent on. tse®
draft land exchange agrzement. cor ccmaenta are preliminary and
subject to change pursuant to further opportunities to review
both the draft land exchané;e agreement and the draft i0TX 2002(h)
report. The stats ha* had sufficient tta* only to accomplish a

cursory review of the draft exchange agreement. The state uill
need to play a strong, role in ensuring that any activity in A3S&
pccur_P_roperIy. la the coarse ox cur review, the state agsncie*
identified sany significant issues which will xaauire Xxnrther
analg(.sw. before we c¢*m ccongnt. These issue* include, "but are
not limited to, carihcn calving and insect xsllef area*, atreaa
setbackst Mmitigation, decision-making criteria, and rehabilita-
tion. requirement*,

The state review did uncover the- following. general issue* which

are very significant and need to be appropriately addressed in
the Department of the Interior's-land exchange process.

CcoxdInatgd State/Tgderal Proceas for Design lewizw. Permitting,
?iald Surveillance. and Cobp.ilance and. £axoxcss>ent

The.state believes-that it vm?Id benefit all parties to .provide.a .
proees* for coordinating revise,, permitting,- field surveillance
and compliance and enforcement efforts between federal, state,
and local authorities.

Language currentI%/ in the proposed land exchange agreement 1* of
concern to the state. Specifically, Appendix-\ scats* that the
plan of operation*a

Shall be submitted for approval to the regional direc-
tor and shall include information necessar?/ to satisfy
all associated federal, state, and local 'permitting
action*. The operator i* rsspcusiblA fox securing a1l
other applicable permitd prior to initiation of any
activities pursuant to the . « , -Special Use Faraii.
(Section 4* peg* 25). .

Thiseproces* for submitting information for a plan ox operation*
and securing, an approval-and Special Use Fermit should identify
or acknowledge existing regulatory requirements and identify or
acknowledge the vids rxnga of existing permit* md »«?horiaation*
%Qvernln% these activitis*, Th* agi_reemen_t sticrid adore**
ifferent agenciest review tines. ox public notice requirements or
xeqplzsesznts for compliance with. the Alaska Coastal Xanagemenc
Progxa», and its associated coordinated scat* review, process-



k of tie draft exchange.

.1a .the. plan- of oper-

of existing atata- and

-lines that anat be ad-

ag-ccy tnzoroxaent action* taken

own statutory remedies will be coordinated with

action* &82H fcf T33lenal gf,tractsr. la a&itiD»r
_ anat be given fox coordinated field aurveillanc* and
sionx for field approvals. Sithoat 2 coordinated permitting-
and enforcement process, each 32-207 rill deal with the operator
co _an.independent basis* calling foT individual information,
requirements,, timeframes, for securing permits and authorisations,

permit cond’itlpns andatipula.ti'm*,” field aurvelllanee and
enforcement actions* '

The current language in Appendix A mxgest3 that the regional
director ia empowered: to perform all 02 the reviewf permitting,
surveillance and enforcement functions of the combined agencies,
7or example, itaa 3.5(f>1?7 3tataa’that the operatora

Shall comply with applicable federal laws and regu-
lations and with applicable 3iata and local laws and
regulations, tie- requirement* of which axe- not incon-
sistent with the Agreement .

The state ia concerned with this anpXMch. A *land, e ange

agreement betseea tw parties 3toli*3CgSSat but 501 to
TBplaca applicable federal, atats, and Iccal 13531 X2qo3l2Esnt2.

The stata believes that a process for coordinating the various
governmental authorities applicable to the subject- oil and %as
activities voold help avoid*"duplication, confusion, highar costa,
inconsistencies,. and delays. "The atata urges "the Department of
the Interior to prowica Tfor aa acceptable means or* m_anag[ement
oversight for oil'and gas development activities ia the iiaftt.

Zaclagaticn and Herubilitation

leclaoaticn. and xebSué&feilits*i*HS. of diotnrhad" 7x the rsrage
Is * very ixocrtaat: issue so the stats. 2*clamatico and reha-
bilitation. uxoviaion#. contained in Agpendlx A should be bettor
defined and* technically supportad. onsiderable discussion, and
further consideration, of 'this important issue ia .necessary.
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Further, unless a competitive tract selection proceaa vere
established, additional geological and geophmlcal surveys weald
be required to determine 'values- for purpose* any exchanges,

Yafgatioo of Participants: Trade Lands

The state haa reservation* over the Department** proposed process
to enhance tha fair aariat appraisal value of candidate exchange
land* throu?h the ap(lelcatlon of public, intarash value adjustment
cri‘aria. la we understand thijf process the Department negoti-
. atea individually with, each exchange participant to arrive at a
final approved value for all candidate exchange lands.

13though it rag be appropriate to adjust appraisal values to
factor ia the egartment*:* acquisition priorities* such adjust-
mentl_sdhould be based upon established criteria and xmiforaly
applied.

Schedule for Tract Selection by ?artlcioants

ihe state 1ia concerned that participants ia any exchange are
expected to select tracts before it is kreva which: tracts are-
available for leasing, what stipulations or restriction* are
attached to each tract;, what provisions exist for reads and
pipeline righta-of-wajr and before a satisfactory procss* of
conflict resolution is established. ?or these reasons, selection
of tracts should not take place until Congress has acted upon the
rgccaraendationa of the Department regarding: leasing and develop-
ment of the coastal plain.

Conflict Sesoluticn

The conflict resolution process should be as simple a* possible
and equitable in both appearance and application. To achieve
these anda, the state reccssaends that the mechanism for resolving
conflicts be straightforward, crnsi3tantand self assenting*

rather than reliant on the discretion or Department ofﬂmalth
The ungudced discretion contaaplatad in. the proposal make* S
process apnear arbitrary™ ' It is pxefaxrad that there be but one
process spelled out to provide specific direction to the Depart-
ment to resolve specific tract selection conflicts..

Second, the stata opﬁoses the use of tie Departmentl* proposed
priority ranking of the participants* land as a means of resolv-
ing conflict- ~The Department** acquisition priorities will be
raxiecxeb in the valuation of the participantsl laarf p’sragss..
This valuation already provides adequate" assurance that the
Department will acquire the land it desires. Using * priority
system to resolve conflicts would in affect be double counting:
the value of the land to the Department of the Interior. The
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state, therefore, raccawenda that this method of resolving
conflicts be dropped.

adopted, it is our view that the Department shoal\l not relegate:
prospective- additions to the national sari systall to a lover,
priority than, refuse additions as candidate land* for exchange.
me Department should conduct a single round of tract selections

which the. value of state lands, of iInterest to the fadera!

government, as pari ox refuge additions, weald be the basis of
tract selection by th* state.

Finally, ia the event: the prcooced tract selectigr, pieces* 1ia

Thacpk: yen fox the opportunity to cement, Ye anticipate farther
opportunities to xswiew and cement on the proposed land ssefcange
process. Ye will ccutiuce to refine car comments on land in.-
changes and necessary alligation measures as ve develop our
formal response cn the draft A3SS 3002(h) report.

Sincerely,

2ric Laachever
Associate Director

for Fisheries and tha Eavixcment

Enclosures

cc viener Lientenant Governor Stephen HcAlplne, Juneau
CoaccUsicner Ben Collinswoxth., PEG, Juneau
Acting Conrada*ionet Sobert Arnold, 13Et, Juneau
Acting Ccaniasiocer Xeiih. Xeltcas DEC, Juneau
Jechn Xati, Offlea of tie Governor, Washington, DC
Lecnic. Soxsuch, Office of the Governor, Juneau
lod Swope, Office of the Governor, Juneau
Tea Xoester, Department of Law, Juneau
Tart ErsdrikssoC’, DGC. Juneau
Jim Eason, D5Q, Ancnorage
Tea Hawkins, DUE, Anchorage-
20herf Suits,. net, Jxmeao
Eoraau Cchen, DFG, Juneau
Al Qtt, B3Sr Fairbanks
Dick: Shideler, D?G, Fairbanks
Iance-.Trasacg/, DEC, Anchorage
Claudia Slafar, D?G, Acchovagp
a_ jtXibaama ~a*beaw
rry Di-trick, DEC, Fairbanks
Dan YUkerso*, DEC, Anchorage
Hike nbeeler, DEC, Anchorage
Sall7 Sibext, DSC. Anchorage

badfclSloGlrag



MEMORANDUM Alaska

DEPARTMENT OP NATURAL RESOURCES
DIVISION OP MINING AND GEOLOGY

= Bob Arnold F7  ecerber 8, 198

Acting Comaisaioaer

L=

m="sDUOSE NO 762-2171

Laurel A. Murphy.""A, SoSjECT Request for Tract
Acting Director, AW’IGGSL/ Yy Evaluation of ANWR
1

Il’- /Jia Eaton V
y Diractor, DOG *

A memo of November 24, 1986 from former Commissioner Wunnicke requeeted a
detailed hydrocarbon reeource asseeement of recoverable reservea on the ANWR
Coaetal Plain, and an economic evaluation on a tract apecific baeia of the
eatimated reaervea for tha purpose of evaluating potential land exchangee with
the federal government.

At this time, the atate does not possess sufficient data (either seismic or
veil data) to accomplish either task vith a degree of reliability that would
inspire confidence in the resulting estimates.

The Department of tha Interior has used the PRESTO Il computer simulation
model to arrive at recoverable oil values for individual prospects and tracts
in AA\WR. The modal uses prospect-speeific geologic and geophysical input
parameters, geologic risk factors, an assortment of economic assumptions, and
"Monte Carlo™ simulation techniques r.o0 establish dollar values on given
tracts. The grid employed by Interior in its ANWR analysis IS nine tracts per
township (four ono-mlle square sections per tract). The modelling procedures
are well documented and are routinely used by the Minerals Management Service
to derive petroleum resource estimates for OCS planning areas. The resource
estimates are then used to evaluate (accept or reject) competitive bids.

This modelling is similar to tha State®s economic evaluation process used to
establish competitive bid terms for State oil and gas lease sales.

However, perusal of tha draft 001 ANWR document reveals that they have applied
sophisticated modelling procedures to data that vm regard as

Inadequate/uni oliable for tha purposes of such a detailed analysis.

Therefore, their estimates mast be considered suspect. The attempt to
estimate dollar values for tracts froa the currently available ANVR database
stretches the methodology beyond meaningful results.

The professional staff at DMCGCS and DOM, in their best professional
judgment, believe that the AMWL data available to the state is not sufficient
to enable a reliable tract evaluation. The seismic grid in ANVt iIs quite
large (three mllee by six miles) and no subsurface well data are available for

assessing stratlgraphic parameters. The geology of the area is extremely
complex, and vide ''no data’ cones exist on the available seismic lines.
Making matters worse, the economic assumptions necessary for establishing
dollar values have an extremely wide variance.



Consider che fact that the srismic grid in ANWP. is large enough to oiss giant
oil fields such as the Endicott, Seal Island, and Point Thomson

accunulations. More subtle traps such as the Kuparuk accumulation could most
definitely be missed, as well. A reliable seismic grid used to evaluate state
and federal OCS areas is rarely less than one mile by one mile, and oftentimes
approaches one quarter mile square spacing.

Map scale is also a function of the level of detailed data available. For
example, in ANWR the moct detailed seismic map producible, reliably, froa the
data is only 1:250,000, a. full 2.5 to 5 times less detailed than the 1:96,000
or 1:48,000 scales usually attainable for tract evaluation purposes. In ANWR
many of the "‘prospects'” are Inferred from evidence on only one or two ueisalc
lines, and closure cannot be demonetrated.

In the federal OCS, prospects are much better delineated than in ANWR. The
seismic coverage is considerably tighter and normally one or two stratlgraphic
veils provide subsurface stratlgraphic information.

In fact, many within DOl agree with the professional judgment outlined above,

but presumably for political considerations have, chosen to stretch the limits
of the data to derive an unreliable dollar value for very small tracts on the
Coastal Plain.

Finally, people can reasonably disagree over the economic assumptions used to
attach dollar values to tha reserve estimates. Different opinions concerning
future oil prices, development costs, timing of development, transportation
costs, and discount rates can individually or iIn concert substantially affect
dollar values. Thus, economic uncertainty is combined with the lack of
detailed geologic data to ~hield inaccurate dollar estimates of resource
values. Neither mathematical manipulation, no matter how sophisticated nor
probability theory can change doubtful data into positive scientific fact.

With these facts in mind, the staff recommend* a "‘ranking” type evaluation
procedure in order to best utilise tha data available and maximise the
reliability of results. This procedure rill use all available seismic and
geologic data to weigh relative resource potential of individual townships or,
in tha case where confidence is sufficiently high, partial townships. Using a
variety of geologic and geophysical criteria, such as inferred ping
mechanism, ?oaertd & potential and sise of inferred prospects, = " _eletive
rankings can be attached to individual townships with a comfortable degree of
confidence. This process is currently being pursued end csn be completed by

January 15, 19i7.

Tha staff furthar recommends that tha Seats immediately enter into discussions
with DOl for the purpoee of developing e Memorandum of Understanding that

asauras Stata participation in developing tract specific value criteria for
the Coastal Plain.
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MEMORANDUM S tate ofF ALa.sk

J
Datee November 12. 1986
Esther C. Wunnicke

Comm iss ioner File no: 9105

Fromm Gary Gustafson, Chief Telephone no: 762-4346
Land ifanagement

Lancl avid Water Management Subject: ANWR Trade
THE 1SSUE

You have asked for an update on the status of proposed Land
exchanges 1involving the Arctic National Wild Life Refuge (ANWR; as
well as recommendations to out Line those actions and finances
necessary for the state to participate in exchanges.

Accordingly, 1 have included a background and summary report of
these exchange negotiations and recommend the iImmediate
appointment of an ANWR Exchange Team to advance state interests.

The 1.5 mil Lion acre Coastal Plain of ANWR is considered highly
prospective for oi lnand gas by knowledgeable observers. As a

@ lesult. Section i002(h) of the Alaska National Interest Lands
CoViservat ion Act (ANIL.CA> directed the Secretary of the
Tapartment of Interior (DOT) to prepare a report together with
his recommendations ".... with respect to whether further
explogation for, and the development and production of, oil and
gas wllhin the Coastal PlLain should be permilled °©

In ant icmation of the release of this report and a subsequent
decision by Congress to open the Coastal PlLain to oiL and ga
exp Loral 1on and development, DOl has been engaged iIn land
exchange negot iations with severa l Native corporations formed
Puvsuant to the Alaska Nalive Claimns ael tlement Act (ANCSA>,
Move par ticuialy, the U.S. Fish and WildLife Service (USFW2)
proposer to trade oil and gas rights within ANWR"s Coastal Plain
for ANCSA vi Llage and regionaL corporation Lands (surface and
subsurface estate) within or adjacent to components of the
national wildlife refuge system in Alaska.

Land exchange negotiations between the DOl and severalL ANCSA
corporations have progressed to the point that valLues for the
proposed trade Lands have been established and the ANCSA
corporatigns will soon be alLLowed to make oil and gas right tract
select idnd In the Coastal Plain. Al1llhough there will likely be
oppor tun ity futurs traded, the ANCSA corporat iovis (armed w ith

W



IJanhic i Nov, sr 12

industry expertu‘se‘)’ can be expected to acquire the most valuable
prospective tracts in the first round of any exchanges. Given
the advanced status of these negotiations, the state must act
guiclk Ly if it is to interject itseIf as a viable player iu TKe

in I*"TTaT ANUK lano exchange ef forts.
BACKGROUND REPORT

D01 Exc.hanae.lean

The ANILCA _.Section 1002(h) report referenced above was originally
scheduled to be submitted by the Secretary of the DOl to Congress
by September 2, 1986. However, environmentalist- sponsored
litigation, dealing with whether the report requires public input
and a revised Env ironmental Impat Statement pursuant to the
National Environmental Policy Act (NEPA), has deLayed release of
the report. The Secretary is expected to re Lease the report on
November 24, 1986, Once released, Congress wilL review the
report and de?cide the future management regime to govern
activities on ANWR"s Coastal Plain.

At the same time the ANILCA Section 1002(h), report was being
prey ared, DO1 began Land trade negotiationd with ANCSA
corporations» InformaL discussions occurred over two years ago
and soon progressed to the point that many ANCSA Lands were
identified and appraised. Most of these discussions occurred iIn
Washington, D.C. and involved Bill Horn, DOl Assistant Secretary
for Parks and Refuges. In an effort to standardize negotiations
among the interested corporations as well as to better define
federal Land management objectives, DOl has appointed an ANWR
Land Exchange Team made up of the following five individuals;

Sharon A llLender , USFWS %Lic itor, Washington, D,C.

Jim Gillette, USFWS Realty Chief, Washington, D.C.

Ted Stephenson, BLM, Alaska Program Staff, Washington, D.C.
Paul Kirion, Solieitors Office, Washington, D.C.

John Doebe I.. USFWJ, Asst. Secretaryls Lliaiscn. Anc:horage

In addition, the USFWS Alaska State Office in Anchorage had been
actively involved, particulaly B Gilmore, State Director and
\Jphvi Rogers, Director Gil.more ’g Ag iIstant. Mr . Doebel 1is

respons iblLe for I<eep ing Ass istant DOl Seeretary BilL Horn abreast

of alLL negoti ations.

Aok 011 and --GaS_.V.aJ_-Lailo n

In 1?80, prior to the acquisition of seismic and other

ge ysical data and other information on Illie €oastal Plain, the
U.J. Geological Survey (USGS) estimted that there was a five
Percent probability that the CoastalL PlLain could conlribute up to
17 billion barvelLs of crude oiL and 34 trilLion cubic feet of
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natural, gas, UsGS aBso estimated, there was a mean r-robability
that the Coastal Plain could contain up to 4.85 billion barrels

of crude oil and 12 trill-ion cubic feet of natural gas.

Under terms of ANILCA, geopﬁysicaL4surveys of the Coastal 'P'IéYin
had to be comp leted before December 2, 1985. Approx ijatel.y 600
Line miLes of geophysicalL data were acquired during the winter of
1983-84, with another 530 lines miLes run during -ihe winter of
1934-35. These data and their subsequent ana lLysis will form the

basis of the ANILCA Section 1002(h) report to Congress.

Acc:ord ing to oil industry, siate and federa l est imates, ANWR iS

considered to have potential oil. and gas resources In excess of

one~third of the current U.9. oil reseryes and probably more than
the initial reserves at Prudhoe Bay. Specific federal, estimates
shauld be inclucded in the ANILCA 1002 (h> report.

However, prior to the completion and release of the 1002(h)
report, the DOl has assigned preliminary values (based upon oil
and gas potential) to lands within the Coastal Plain. For
purposes af the proposedpland trades. 001 has divided the Coastal
PLain Intd tracts of 2,5U0 acies each. These tract sices were
deri ved by dividi ng each township (23,040 ackes) in nine equalL
comp qnent par+s. Earh tract, therefare, condists of four
sec:1llons (640 acres x 4 = 2,560 acres). This parce Liza tion 1is
similar to that used for federal oiL ac! gas lease sales. Using
the above described tract grid, DOl has numbered and assigned a
prospective value to each 2,560 acre tract. These values will be
kept conf ident ia L unt iL the proposecl exchanges actualLly occur .

It appears to be DOI"s intent to allow the corporation®s 1In-usp
the appraised lue of their Llads to select apa acquire (b.as:talL
Plain cTiT® and s tract,, The meTHod of acquisition would be
similar to a Monte Carlo game, 1in that oil. and gas tracts would
be se lectod ana acquived without prior Eknowledge of the ir
estimated value. Thus, armed wjth oil company exp lovation

knQw ledge , 11? c:orporatiovi®s arC LiJiely to sel.ec®™ the most
praomis ing jracJdls-

The department®s Division of Mining and Geology has also
completed a e-mmeport concerning the subsurface resources and®
prospective value of the ANWR Coasta | Plain. This state report
was comp leted some time ago and has remained confidential,
pending release of the ANILCA Section 1002(h) report» The
1002(h) report was partially based upon information obtained from
te state.
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QriginalLy established iIn 1960 as the 8.9 million acre Arctic
National WiLdlife Range, ANWR now includes about 19 million
acres. The Coastal Plain consists of 1.5 million acres
(approximately eight percent of ANWR’s total acreage). Managed
by the USFWS, the Coastal Plain has only one in-holding, the
large surface and subsurface estate owned by the Village of
katitov ik and the Arctic Slope Reg iona |l Cor, oration (ASRC)
respecti vely.

Pursuant to Section 12(a) of ANCSA, the Kaktovik Inupiat
Corporation on Barter Island in ANWR, selected 92,160 acres along
the Beaufort Sea. However, a provision of ANCSA re-mired ASRC,
whicti normally would have acquired the subsurface estate under
Kaktovik’s surface estate, to select in--lieu subsurface acreage
outside ANWR and NPRA. In August, 1983, ASP.C exchanged about
100,000 acres of this in-lieu, subsurface entitlement near
Changler Lake in the Gates of the Arctic National. Park for 92,000
acred of subsur face rights iIn ANWR under the Kaktovik Inup iat
Corporation land. The Land trade preempted another process
established by Section 143i(o) of ANILCA, whereby ASRC could have
obtained these same Lands at a later date, provided Congress
opened the Coastal PLain to commercial oil and gas development
within 40 years and ASRC selected Land within 75 miles of
Kaktovik’s Land. he attached map depicts the Kaktovik and ASRC
ownership on the CQastal Plain.

Nail pve Exc bansé. . Ef£Qrt.

At the Present time, there are four groups of Native intere
invo lved in ANWR lard exchange efforts. Koniag, the Kodiak -based
v illage/reg ional corporation merger, has been involved iIn trade
discussions with the USFWS for almost two years. Koniag cwns
severa | areas of land (e.g. Karluk River) of great iInterest to
USFWS due to their location within the Kodiak National Wild Life
Refuge. The Koniag ,ANWR Team is headed by Bill. Timme, Art
Kennedy and Bob Pu t/ (fGmer USTWS Alaska Direttor). A dra
_exehange agreement has been drafted and Konia<€ls lands were
ap-rj j3id last winter by a t e a m ?. The inj:ti3L
exc-hange agreement has now bee”,yedrafted follow ircF recent

meet ings iIn Wasliing ton, P .C.

Another ANWR trade package has been assembled by DOYON,  td.
based in Fairbanks. _I have been unable lo obtain much
infor@tion concerning this proposal. Presumably, however, most
or alL of DOYON’s land was also appraised Last winter by the
USFWS. The Akhiokaguyak Corporation, located on the south end of
I<ad 1ak Islad (not part of lI<oniag), has also advanced a proposal
to trade up to 100,000 acres to the USFWS.
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The newest and largest ANWR trade package has been assembled by a
Native corporation consortium headed by Cook Inlet Region, Inc.
(CIRI) the Anchorage based regional corporation. Consisting of
vilLage corporation lands from the Bristol Bay, Calista and DOYON
regional areas, as welL as CIRl Land holdings within the Kenai
National Wildlife Refuge, this consortium has moved rapidly to
present a very attractive trade package to the USFWS.

The CIRlI ANWR Team is headed by three experienced land traders,
Margie Sagerser, Mark Rindner and Michael C. T. Smith. Ms.
Sagerser 1is a CIRl Board member and former CIRl vice-president
for land management. Mark Rindner 1is a private attorney who has
hand led land use matters for CIRI. Michael. C. T. Smith 1is a
former DNR Deputy Commissioner and current Land use consultant,
often retained b, CIRlI. Ms. Sagerser and Mr. Smith were
previously the principals in the 1976 Cook Inlet Land Trade.

Certainly iIn the case of the Koniag and CIRI, and probably that
of DOYON, oi L company money is adr ivino foi*ce amd mteresTI
Those companies rumored to be helping finance corporation Trade

efforts incLude ARCO, Texaco and Exxon.

It is evident that the corporations are welLl organized, Tfinanced
and on the verge ot onsummating pre liminary land exchange
agreements wi th the USFWS. Tbus far the corporati ons view the
starte as a poss ib le conf>e litor for key ANWR Lands and have been
re luctant to prov itie the state with much information. In
addition, they undoubtedly fear the state might choose to oppose
ANCSA trades in ANWR clue to the loss of our 90 percent royalty
share from federal leasing.

With the exception of some of the CIRlI Team larids, the USFWS has
appraised aLlL ANCSA Lands proposed fov exchange. However, these
federal appraisals must sti LI be adjusted to account for public
inlerest vaLues. Tnese ad justments are part of the on-go ing

miegot 1ations.

11a10 _Excls)yia_£!fatis

ftrter Learning of possible Land trades between ANCSA corporations
and lhe USFWS 1invo Iving ANWR, you asked the department to

ipiit iate the tra.dfNiirsqXB&S.ijjlnj w.ith tlle USFWS v late 1985. liL
Fl bruary, 1986, Tom HawjLUiANjdixe~.iaiZ{ji3i"Via-.cl.ep.ar tment "s
Division of Land and Water Managementm wrote Bob 5ilmore, USFWS
SLate Director to formally propose a state/federalL Land trade
invoLv ing ANWR.

Al that time. the department offered 12 million acres of state

1and holdings within or adjacent o national parks or refuges 1iIn
-llaska as candidates tor trade. 1ncluded were very imfk rtant
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habitat areas such as the Shearwater Peninsula and Marmot Island
at Kodiak, the Black HiLLs caribou calving grounds on the Alaska
Peninsula, trumpeter swan nesting area in the Copper River basin
and state inholdings near McCarthy in the WrangelLl-St. Elias
National Park.

Hr. Gilmore responded in March, 1986, <claiming that only the
st ite lands within the let lin National Wildlife Refuge merited
hioh prior itv for USFWS acauls ition b/ trade. The remaining
state Lands were referenced as having only Low to moderate USFWS

ac'iu is ition tn+erest.

In October of 1986 during a trip to Washington, D.C., you
discussed the ANWR trade maller with Bill Horn, DOI's Assistant
Secretary for Parks and Refuges. Hr. Horn apparent iv re laved
that DOl was interested in a state/federa | ANWR trade, and that
id lands in nat iona'X park units were acceptable trade
candidate areas. "his'prompted the state to reas'semb le its ANWR
trade package, expanding the List of candidate state lands to
include numerous areas of interest to the NPS. Mr. Horn also
cent inued tci assure +*ou and John Katz that DOl would keep the
S-+..T ' in for7iTiod o't tasr-Frranofs of DTHI!I/ANCSA Corporation trade
efforts. Unfortuvtate L , it is now evident that much has occurred

wi thout state consullati on.

On the basis of the Washington, D.C. discussions, Director
Hawkins once again wrote Hr. Gilmore of the USFWS to try and

soL idify a state lLand trade proposal. | ncLudea iIn this revi sed
state trade proposal were i1n-holdings within national parks for
wh ich the NPS has a l.ong-stand ing interest (e.g. McCar thy, Wo LF
townships, Kamishak, etc.). We have not yet received a response
to this Latest state trade proposa l.

RECOMMENDATION

The ddvHo"prl —lxi].:n.’\—ax— thie KD1 /ArjfSA C.orpgr T ifon _Land exchange
negotiations reguires an ifmediate and acce Leilatert response Trom
lhe S+ate of AlaskaX Assuming the Coastal Plain ot nNUIP is
opened to 6V T"lawrd*~gas development by Congress in the near future,
the State may assume two postures 1in order to protect or enhance
Ms interests.

First, the State must seek proforma to preserve 1its 30 percent
royalty interest from federal oil and gas lease sales, pursuant
to the MineraL Leasing Act. ALthough some may suggest our 90
percent royalty 1is an excessive state benefit iIn this time of
federal budget austerity, the State should do everything within
its means to avert the Loss of revenue which might accrue to the

state.
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Second, and coincident to attempts to maintain the State"s
current federal Lease royalty percentage, the State shoulLd
immediately advance its own land trade proposal and join the
ANCSA corporations at the starting gate of the AN se Lee tion
race. This means the State has ts quickly ident i a trade
package of state’lands and proceed to have them appraised in line
for submission of a trade proposalL to the Legislature. Because
state Land appraisaLs wilLL Likely be completed Later than the
normal legislative exchange submission dead Line established by AS
38.50, the governor will have to submit the exchange at ter
date, fTollowing a finding of exigent circumstances.

The follow ing timeframe shouLd be closeLy follLowed if the State
iIs to be 1iIn position to join the ANCSA corporations in the

wg/al ANWR tract selection process (estimated by March-April,
| A

1. Brief Governor BiLL Sheffield, Governor-elLect
Cowper and key Legislators on the conceptual
state exchange proposal and designate a state
ANWR Exchange Team (November, i1786>.

2. FinaLize state Land pool to be included in
exchange (December 1, 1986).

3. Conduct fair market value appraisals of state
lands proposed for exchange (February 15, 1987).

4. Submit proposed trade to Legislature for
approval (February 20, 1987).

5. Enter into Preliminary or Conceptual Exchange
Agreement with DOl (April, 1987).

The unique nature of this exchange will, necessitate variances iIn
the normaL AS 38.50 process. These variances must be approved by
the legislature as part of their final review of the , roposal.

Obviously, there 1is a tremerjdous amount of work to be done
between now and mid-March. ) The only way the State can hope to
successful Ly assemb le . mar |+ and deli ver this elchange is to
immediately identify and appoint a qualified multi-disciplinary
ANWR Exchange Team and provide them with sufficient support (bo

adm inistrative and financial) to complete the asslIgnment. |1 ha
proposed below a rough outline of the personnel and funding
necessary to accomplish the task. It is essent ial that Team

(iieirbers be the most exper ionced and capab sta ff wembers wilh in
their realm of expertisa. Team members shUulu be available for
the project on a full-time basis for a three month period from
November, 1986, to February, 11?87, and at least part-time
thereafter.
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iI. Governor®s Office, Washingtwn, D.C. -

Congress iona L de Legation Liaison, coord inat ion w ith
DOl representatives in _Wash'ing'ton, B¥.C,, represen
Governor s

Sta ff member , Divis ion of Mining and Geo Logy - )_ll b
responsible for ANWR subsurface evaluation,

ccord inati on wi th government, industry interests

related to resource information, Legislative briefings.

Assistant Attorney General, Department of Law -
preparat ion of Leg is lat i, and exchange agreements,
Legal support, coordination with Solicitors Office.

In addition, It is essential to involve other aftected state
agencies (e.g, A", DEC) regarding those 1issues within their
responsi b ili ty or expert ise.

Einane. .Lai

Pr imary costs are for appraisals and travelL. Appraisals wilL
LikeLy be needed for substantial acreage of state Land, and costs
will be reduced if DN uses in-house staffappraisers. Travel
costs include several trips to lJkshington, D.C, for negotiations
with DOl officials as welLL as several Juneau trips for

Legi s Lati ve br iefi ngs,

travel <2 team trips to Washington, D.C,,

team trips to Juneau) 415, 000
Appraisal (charter flights, etc.) $25,0G60
Olher contractual <maps, aerial

Photos, pr iMting, postage copy) $9 ,300
Equipment (Ffiling cabinet) $200
Total Estimaled Project Budget $50 ,000

FinaLly, because the Secretary 1is expected to re l.ease the 1002<h>
report on November 24, 1936, it would be advantageous to pub Lie ly
announce the formation of a state ANWR Exchange Team no later
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The Honorable Stephen McAlpine date:  December 17, 1586
Lieutenant Governor
L1 ot A FILENO.: At
Robert D. Arnold telephone no..  762-/1241  (Eason)
Acting Commissioner 162-4355 '(Hawkins)
Department of Natural Resources subject:
, Arctic National
James E. Eason, Director, DO&G Wildlife Refuge
Tom Hawkins, Director, DLWM
He=,

It is apparent to us that the ANWR land exchange and leasing decisions
are becoming quite complex, and that the development of a successful
state strategy will involve the participation of a fairly large number
of state employees in Juneau, Anchorage and Washington, DC. We also
believe that there will be great pressure for the state to remain
"reactive" to the policy initiatives of the Department of the Interior
(POI}, rather than asserting its own goals for the development of ANWR
and lobbying effectively to see that those goals are met.

The state is entitled to 90 percent of the revenues that will be
generated from the leasing and development of ANWR provided Congress
agrees to allow leasing of the Coastal Plain, and provided Congress
takes no affirmative action to reduce the state's entitlement.
However, it is clear that the state's prospective share of revenues
from ANWR may be reduced dramatically or effectively eliminated if the
land exchanges contemplated by the DOI are effected without some
express provision for retaining the state's revenue interests.

The next iand exchange meeting with the DOI is scheduled for

January 12, 1987. By that time, the "ate should decide which
alternatives it wishes to pursue. [If the decision is to pursue
exchanges, we will need to develop a position on the methodology to be
used in evaluating exchange options and the timing of tract selections.

In developing the state's position, it is important to consider the
impacts our participation In exchanges may have in potentially
foreclosing other options available to the state. To fully protect the
state's interests, including its current entitlement to 90 percent of
the ANWR leasing revenues, we recoronend adoption of the following
position statements for guidance to state agency employees who will
participate in the development of the state’s position on ANWR.

We believe that a concise straightforward policy statement from your
office would assist in guiding the department's participation in the
on?omg Iand-exchangie negotiations, in providing impetus to explore
fully the state's alternatives to exchanges and in providing direction
for the state agencies involved in the development of state comments on
the draft 1002(h) ANWR study (comments due to DOl by January 22, 1987).



The Honorable Stephen McAlpine

As a first'step in developing the state's position on these issues, we
believe that it would be in the state's interest to request that the
DOI extend the January 22 due date for comments on its ANWR study and
recommendations. Additional time will be needed to develop a unified
position on several critical ANWR issues. As the affected state
agencies work to develop a consensus position, we recommend that the
following considerations guide their efforts.

It is the state's first priority to assure that the Coastal Plain of
the Arctic National Wildlife Refuge should be operad for oil and gas
leasing, exploration and development. The Coastal Plain has
extraordinarily High potential for large oil and gas discoveries.

The state should assure reservation, to the extent.PossibIe, of its
current 90 [)ercent entitlement of potential ANWR oil and gas
revenues. Long-term state revenue needs must be considered in
djtermining the state's course of action,

Openin? the Coastal Plain to leasing and development could provide
the following economic benefits to the state:

(a)  Additional bonus, rent and royalty revenues to the state (90
percent federal revenue sharing),

(b) Additional production and corporate income tax base éall
production except governmental royalty interest would be
subject to state production tax),

(c)  Enhanced value of the federal OCS areas offshore of ANWR, and
consequently incremental 8(g) revenues to the state;

(d)  Enhanced the value of the KIC/ASRC lands within ANWR, resulting
in incremental production tax revenues to the state;

(e)  Enhanced value of the state's tide and submerged lands proposad
for oil and gas leasing offshore of ANWR;

(f)  Enhanced value of state uplands and submerged lands adjacent to
ANWR: and

(g)  Provision of new jobs for Alaskans.

The state -should participate in ANWR land exchanges and endorse ANWR
land exchanges only after a determination that it is in the state's
overall best interest, and that the state's participation does not
unduly reduce its alternative entitlements. A decision to continue
participation in exchanae negotiations should be guided by the
following considerations:
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<a)

(b)

(c)

(d)

Tract selection (or any other form of a land exchange) should
not take place until the final 1wo02(h) study has been submitteo
to Congress. It may even be necessary to delay final tract
selection until after Congress apProves the opening of the
Coastal Plain to leas'Ll- and development.

One of our primary goals, Congressional approval of the
development of the Coastal Plain of ANWR, may be threatened by
trade negotiations before Congress has had an _oRportunlty to
review final DOl recommendations. Congress might take offense
at trades made at a time when DOl was under a mandate to study
and recommend alternatives to Congress, rather than acting to
limit Congressional discretion. e possibility of a negative
reaction by Congress is exacerbated by the fact that
confidential trade talks are proceeding before DOl has even
settled on a formal recommendation.

Tract selection cannot take place until each party knows: 1)
which ANWR tracts are available for leasing; 2) what specific
restrictions and stipulations are attached to each tract; 3)
what provisions are allowed for road and pipeline rlthts-of-way
out of ANWR; 4) the appraised value of the lands to be
exchanged; and 5) what method of conflict resolution will he
employed during the tract selection process.

The nature of oil and gas rights to be granted in ANWR, and the
environmental stipulations on those rights, are being defined
in the confidential trade process. The secrecy surrounding the
negotiations prevents the requisite inﬁut from Congress, oil
companies, environmental groups and other interested parties.
This Frocess may result in the development of lease terms and
stipulations which would engender opposition to opening
legislation from some parties who otherwise would favor opening
legislation.

The*-tract valuation and land appraisal procedures must be
realistic. Tracts cannot be valued with certainty ﬁrior to the
finalization of exchan?e contract terms, access rights and
operating/environmental stipulations.

The state is willing to adhere to a realistic time line.
However, since this is a once-in-a-lifetime o(fportunity, the
state cannot support DOI's current accelerated decision-making
process. Delay of the exchange negotiations would allow the
state to weigh the benefits and detriments of state and native
corporation trades on a sound basis. The value of state
ownership of oil and gas rights, and the costs to the state of
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DOI trades to native corporations, cannot be estimated
realistically until it is known whether Congress has acted to
reduce the state's 90\A}Jercent share of federal revenues from
the development of ANWR.

Delay would also allow all parties to develop ?roposals fer the
trade of tracts known to be available for development. Trading
will be uncertain and unfair if Congress later ogens to
devslo%ment some, but not all, tracts which had been included
in trades.

5. The state recognizes that environmental protection and mitigation of
potential negative impacts to biolrgical resources will be a
necessary part of any oil and ﬁas exploration and development
activities allowed in ANWR. The state believes that potential

imgacts to caribou, musk ox, waterfowl, subsistence resources, and
habitat can be successfully mitigated. Sufficient data, technology,
and Arctic operating experience currently exist to develop measures
consHtent with both.the ANWR management goals and the need to open
the Coastal Plain to oil and gas leasing and development.

Finally, in conjunction with any land exchange with native corporations or
as an alternative to direct state participation in a land exchange, the
state may want to propose alternatives, such as retention of overriding
royaly interests or undivided interests in production, to maintaining its
existing 90 percent revenue entitlement on ANWR lands. However, in order
to even have the opportunity to discuss alternatives, we feel that it is
important that the state's firm intent to protect its existing revenue
entitlement in ANWR be established as soon as possible. With proper
notice of the state's intent and with a delay in the implementation of any
exchanges which would materially reduce the state's rights, we will have
ample opportunity to review all options carefully and to develop a
coordinated strategy for protecting the state's Interests.

JEE/TH/wfs0665C
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Lieutenant Governor
State of Alaska

Robert D. Arnold Specific Tract Values
Acting Commissioner in ANWR
Department of Natural Resources

Although the Department of Interior has established a grid
system of 560 tracts of 2,560 acres each in ANWR for
purposes of land exchanges and has reportedly assigned
values to each, Interior will not disclose those values
until after tract selection has taken place. Since the
State may be among those selecting tracts, we asked our
professional staff to review the resource data and provide
us with estimates of values of specific tracts, and we have
received a response.

In brief, the directors of the Division of Oil and Gas and
the Division of Mining/Geological and Geophysical Surveys
report as follows:

For a number of reasons (such as the size of the
seismic grid, complexTty of the geology,
uncertainties of oil prices) the ANWR data is not
sufficient to reliably establish tract values;

It is possible, however, to estimate relative
values by ranking tracts, and this process will be
pursued and completed by January 15, 1987;

The State should enter into discussions with
Interior, seeking a Memorandum of Understanding
that would assure State participation 1in
developing tract specific value criteria.

(On the last point, 1 am skeptical that Interior would
welcome State participation, but 1 have not yet explored the
idea with the staff).

IT you desire further information or a briefing on this
subject, please let me know.

Enclosure
cc: John Katz/with enclosure

Bob Grogan
Tom Koester



Rooert E. Gilmore, Regional Director
U.S. Fisn anr. Wildlife Service

1011 E Tudor Road

Anchorage, Alaska 39503

Dear Mr. Gil.nore:

Some time has passed since we last discussed state particiENation in land
exchanges involving the Arctic national Wildlife Refuge (ANWR). | feel it o
IS appropriate to renew our discussion. }

As you recall, last February | wrote to ask that you consider a large pool

of state land for possible exchange. Included 1n the pool are almost 12

million acres witn considerable habitat attributes, located within or

"adjacent to national park and wildlife refuges ir. Alaska. In Harth, you

responded to my request by listing these state lands in priority of USES

acquisition interest. You expressed particular interest in the state lands

located within the Tetlin NHR and also Indicated an interest In certain

remaining state lands within the Tetlin NARwhich we had Inadvertantly

failed to include in the pool. Finally, youconcluded that *ost of the

state lands are not a priority for acquisition by the USFWS due to various

management constraints or because adequate resource protection might be

provided through cooperative eanagament agreements. ‘my.

The possibility of oil and s*s developmeet within. AR and the discussion
of associated land trades continues ta cast a highly visfblar*profila.
Accordingly, the state has clearly articulated Its corc*to_-that state
royalty benefits not be jeopardized if ail"and gas develHyent 1s
authorized b?/ Congress. ne direct means to preserve these, ‘eX|st|nﬂ
benefits 1s for the state to obtain «l1 and .gas Interests ia AJttR throug
land exchanges witn the Department df Interior?® ~

Therefore, | am prepared to propose the laclusiba. of ell state land within
the Tetlin NWR as well as those state lands noted as ‘medium priority" 1In
your Harch correspondence. This includes HMaraot Island, Tugidak Island,
state land within the Alaska Peninsula NWK, Slack -Hills, Klsaralik River,
CopPer River trumpeter swan nesting areas and Redoubt Bay. 1 am confident”*
that this pool :s sufficiently “extensive that ue can negotiate sgmr"
combination of the abo?® “aiuildate ar»e« far inclusion 1« “an axcrdnoe
proposal. In addition, the state continues to be willing to consider the
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excnange of state lands in Alaska wnicn may be or interest to other far.er*
agencies, sucn as the National Park Service (NPS).

Tne NPS nas indicated interest in several tracts of state land ano tne
magnitude of tne ANWR decision suggests tne excnanye discussion should
address the Droadest possible consolidation of federal interests in tne
state. We mentioned scsae of tnese areas in our earlier correspondence and
offer a more complete list of potential candidates in tne attaches
appendix.  Altnougn tne exact mechanics of tnis aspect of a possible
excnanye will require additional staff work, we are eager to proceed witn
those steps necessary to value these lands for excnanye purposes.

Subject to your agreement, | am prepared to draft ola Preliminary excnange
rart

agreement for your consideration. | expect tnis would represent a
first step towards negotiating an exchange between our agencies. If you
concur in this approach, please let me know. | suspect that we will need

to get together again soon to discuss this matter in greater detail.

At your convenience, | would also apﬁreciate an update on the status of
your exchange negotiations involving ANCSA corporations. Recent discussion
with your staff and others indicate you have made considerable progress. |
believe it is extremely important for the state to continue to closely
monitor your progress in this regard. In addition, | would also like to
coordinate state exchange negotiations with those involving the ANCSA
corporations so that the state can afford Itself she same selection
opportunity you propose to the corporations.

| appreciate your continued attention to this Important matter ana await
your response.

Sincerely,

Torn Hawkins
Dlrector

cc. Esther C. Wunnicke, CO
John Katz, Washington D.C.

THIGG/jIh
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REPRESENTATIVE DOIN CLGCX3IN
1’aska House of Representatives

p—— 102- WEST SIXTH AVENUE
M@%E&YT'VVELE R ANCHORAGE. ALASKA” 20501
WHIIL_FEOILI?I- J@JyEAU:
JUNEAU AR 39811
Q)C?)A::AS-2704 8

TO: Representative San Cotten
FROM:  Representative Don Clocksin >\
DATE: October 23, 1986

RE: Briefing on ANWR issues by Cannissioner Wunnicke

I have made an appointment with Cannissioner Wunnicke for a full briefing
on issues regarding the Arctic National Wildlife Refuge - including the
specifics on possible land trades and subsurface rights, and impacts on
Alaska®s future revenues (see letters to and frcm the Cannissioner,
enclosed).

L S
Our meeting is now scheduled for Tuesday, October 28, 3:00 pm in
Cannissioner Wunnicke®s Anchorage office on the 12th floor of the Frontier
Building.

I suggest you join us at this briefing, if your schedule pemits.

Please let me know.



REPRESENTATIVE DON CLOCKSIN

Alaska House of Representatives
1024 WEST SIXTH AVENUE
0

ANCHORAGE. ALASKA 99501
MAJORITY LEADER (9075 374-4031
while IN JUNEAU:
POUCH V

JUNEAU. ALASKA 99811
(907) 465-3704
Ms.Esther Wunnicke
Cgamissioner
Department of Natural Resources
Pouch M
Juneau, Alaska 99811

September 26, 1986
Dear Cannissioner Wunnicke:

It has come to my attention that there are several complex issues involving
the status of lands and petroleum reserves in the Arctic National Wildlife
Refuge (ANVNR. More particularly, | have been told that there are proposed
trades of lands and subsurface H%hts involving the federal government,
several Native corporations anc the State of Alaska. | understand that
much rides on the outcomes of these proposed trades, including the ability
cf the State of Alaska to have access to future revenue sources from the
development of petroleum reserves ir. die ANAR

| would very much appreciate a full briefing from appropriate people in
your Department on these issues, including explanation ct dne particulars
of the overall issues, the Fosture of dne State with respect to dnen and
dne specifics of any and all trades of lands and subsurface rights being
roposed by the federal government, dne State of Alaska and every involved

ative corporation. In addition, | amespecially interested in knowing
what impacts dne outcomes of all proposed combinations of actions will have
on dne ability of the State of Alaska to have access to furore revenues
from petroleum development in dne ANAR

| appreciate your attention to this matter and logk forward to hearing from
you soon. Thanks very much.
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DEPARTMENT OF NATURAL RESOURCES / 400 i iovenon ave.

JUNEAU, ALASKA 99s01

4 PHONE : (907) 465-2400

OFFICE OF THE COMMISSIONER

AP

October 7, 1986

The Honorable Don Clocksin
House Majority Leader

Alaska House of Representatives
1024 West Sixth Avenue
Anchorage, AK 99501

Dear Representative Clocksin:

Thank you for writing to me about your interest in the land
status and petroleum reserves of the Arctic National Wild-
life Refuge (ANWR). | would be happy to meet with you to
discuss ANMR issues as well as to bring you up-to-date on
the status of proposed ANWVR land trades.

$ I suggest that we meet on October 27 at 2:00 p.m. in nmy
Anchorage office (12th Floor, Frontier Building). Land and
Water Management Director Tom Hawkins will join us at this
meeting and other staff will be available as necessary to
provide appropriate information.

Please let me know if the October 27 meeting date is conve-
nient. | have enclosed a copy of the state's position
regarding oil and gas development in ANWR, as background
information for our meeting.
Sincerely,

F/TVE N

ther C. Wunnicke
Commissioner

Enclosure

cc: Tom Hawkins
Jim Eason

10-J9LH



MEMORAN]I

DEPARTMENT OF NATURAL

TO: Bob Arnold DATE:
Deputy Commissioner

“TW TELEPHONE NO:

from. Tom Hawkins SUBJECT-
Di rector

This memo describes actions taken over the past few months to monitor ANWR land
exchange activities and to advance state interest in potential exchange
opportunities.

In early February ADF&G and ADNR jointly prepared a listing of candidate lands
for possible exchange for presentation to the USF&WS (Appendix 1). The list
included more than 12,000,000 acres of state land within and adjacent to
refuges and other ANILCA units. The listing emphasized lands which were pri-
marily valuable for habitat and recreation resources. In March, Robert
Gilmore, Alaska Regional Director for the U.S. Fish & Wildlife Service respond-
ed to the state"s listing and indicated the interests of his agency.(Appendix
IND. In short the USF&WS marked 1 state parcel as high priority but indicated
considerable interest in 7 additional parcels.

It should be recognized that the state list did not include those valuable
state habitat lands that had been designated for long-term retention by the
Alaska legislature. For instance the USF&WS has repeatedly expressed its
interest in owning the lzembek Lagoon tidelands accorded state refuge status by
the legislature in 1972. These and other state lands in critical habitat areas
and game sanctuaries were not included in the ADF&G/ADNR proposal because it
would take legislative action to make them available for exchange considera-
tion. While the habitat values of these lands would most likely be preserved
and protected as well in federal ownership as under current state management
ADF&G determined that raiding the state"s designated habitat protection system
in order to acquire subsurface estate speculatively valuable for oil and gas
would create its owmn set of perception problems.

The USF&WS response offers the state a clear opportunity to proceed to the next
stage of an exchange. Land exchange negotiations with the USF&WS should pro-
ceed iIn order to preserve the state"s standing in any exchange activities. At
the very least efforts to advance the Tetlin townships would keep the state in
the midst of the land exchange action. As could be expected the USF&WS did not
recognize advantage 1n acquiring lands that are sought by the National Park
Service. These parcels were included on the list to allow the federal govern-
ment to realize which benefits from possible exchanges iIn addition to acquiring
refuge lands. A second prong of the state initiative should include elevation
of the USF&WS lack of interest in these parcels to the attention of Interior
department policymakers.

The remainder of the assignment contained in the February 17 memorandum
required monitoring of USF&WS exchange activities with parties other than the
State of Alaska. USF&WS effort* in this "pnard beo™ In igaa whpo koniaa
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broached the subject with the Service and have been conducted on a variety of
fronts since that time. DNR met with the USF&WS to find out what was happening
in these exchange negotiations. The dual purpose of that meeting was to reit-
erate the State"s position that any land tenure changes on the Arctic coastal
plain should involve significant state participation and to present the afore-
mentioned inventory of state land which may be available for exchange
consideration should Congress determine that oil and gas development will be
permitted in ANWR.

USF&WS"s Robert 3llmure conducted the briefing, seemed quite familiar with the
State"s general interest, and was intrigued by the list of possible exchange
land candidates offered by the State. He explained that the Service, through
its refuge planning process, had identified numerous parcels of land within and
adjacent to refuge system units iIn Alaska that had significant wildlife values
but were not in federal ownership. Gilmore also explained that Koniag made the
initial contact with his predecessor Keith Schreiner a number of years earli-
er. Possibilities for an exchange had been discussed off and on since that
time. Map review exercises had been carried out with Koniag, Bristol Bay,
Doyon and Arctic Slope regional corporations. The focus was initially on
regional corporations because of ANCSA subsurface ownership provisions, includ-
ing 7(i), and the plans of the Service to only offer Arctic National Wildlife
Refuge (ANWR) subsurface estate for exchange purposes.

USFE&WS recognized early that village corporations owned many of the Service®s
land acquisition candidates. Unfortunately region-village institutional ar-
rangements and operating relationships didn"t always allow the region to offer
swaps of village surface estate. At first the Washington Office of Interior
prohibited contact with village corporations. This ban has since been lifted
and Gilmore has conducted a series of village contacts including meetings in
King Salmon and Ft. Yukon.

Another problem facing USF&WS was the absence of a habitat rating methodology
to allow the Service to prioritize among parcels identified by regions in the
map review portion of the discussion. The Service has now developed a ranking
system which permits them to assess their interest in acquiring particular
units of candidate lands. USF&WS utilized the methodology to review the
State"s candidate acreage. Gilmore believes that the methodology materially
advanced the state of the art and usefully substitutes for the regularly
confusing array of superlatives normally used to characterize habitat vc’ues.

The next dilemma facing the Service was the matter of appraisal. Borrowing
from refuges across the country Gilmore assembled a team of Service appraisers
and began the task of determining values for about 1 million acres of surface
estate held by the subject corporations. Familiarity with Service appraisal
standards was not the problem for this task force. Applying the traditional
methodology to the immense acreages, remote locations, and other unique Alaskan
conditions required special training and adaptations however. The standard

discount for large parcels had to be modified for this exercise because it re-
duced the value of the native land to unacceptable values. The absence of
meaningful comparative sales also posed difficulties. Calculation of the
discount appropriate for Section 22(g) of ANCSA was done adppnistratively be-
cause 1t also exceeded the experience of the appraisal team. However the
initial appraisal work 1s not essentially complete. The appraisals have been
approved by the Washington office and Gilmore has a ball park estimate of the

values involved.



Calculating the-22(g) factor was just one of a host of nontraditional aspects
of the appraisal assignment. The Service proceeded along the lines of the zone
concept developed in the Kodiak Refuge Plan to determine a standard deduction
value for the fact that much of the native land was required to be managed ac-
cording to the adopted refuge plan. This severely restricted the possible uses
of the land and lowered its value considerably. Coupled with the fact the
acreage was remote and not of great worth in traditional real estate terms, the
appraised value of native land was quite low even after Gilmore®s efforts to
modify the traditional Service methodology.

Low value was not the problem on the other end of the exchange package. Rumors
described BLM"s appraisal of the subsurface value of the Arctic Coastal Plain
as quite high at least in preliminary review stages of the process. When the
oil and gas iIndustry points to an area and states that It is the best prospect
in the country 1t is easy to imagine how the folks with access to geological
and seismic information from that area might be enthusiastic. But the objec-
tive approach to these possibilities places them in terms cf probability and
must provide for a discount factor. When BLM"s analysis is unveiled it can be
reviewed and contrasted with the similar study performed by the State of
Alaska. As the state has experienced In numerous past exchange situations the
F&WS recognized that subsurface valuation was not an exact science. BLM was
hesitant to place hard and fast values on the individual lease tracts in their
analysis. But without comparative values it is difficult to fashion any kind
of a trade package. So Gilmore has pressed BLM to offer values that can be
utilized in the exchange process. Additionally the Service has had to design a
failsafe process so that participating native corporations aren"t faced with
the risk of losing their land base and finding no oil and gas resources. A
mechani-sm-which would guarantee a soft landing iIn case of exploration failures
has been fashioned. None-the-less the exchange process has bogged down because
Koniag is unwilling to accept the values that have be-.n assigned to their lands
by the USF&WS. Koniag has retained former USF&WS Al: > Director Bob Putz and
others to press their case in Washington D.C. They a , that iIn addition to
the real estate value the lands must receive credit fwr their public interest
values. This effort to attach a "blue sky" increment to the land value may be
successful because its permitted by law and Interior™s ;&sumed interest in of-
fering ANWR subsurface for development. Most likely the- actual exchange will
not occur until Congress takes action allowing subsurface development.

Koniag®"s situation is reported here because their train is furthest down the
track. Other regions maintain iInterest in ANWR subsurface and access to cur-
rent status on all fronts 1s ngt. available. Most recently CIRI met with
Interior officials™ 1n-Washlngton and received encouragement to fashion a joint
state - ANCSA corporation package for Interior consideration. Most observers
agree that such a configuration would be the most saleable package to the De-
partment, CIRIl envisions a swap that would give them ANWR subsurface while the
USF&WS would acquire state acreage and the state would conclude its Kachemak
State park acquisition from Seldovia and CIRI. Alternatively teamed with CIRI
or some other ANCSA corporation the state could be more likely to acquire ANWR
subsurface. All of these possibilities should be measured against Alaska"s
current 90% interest in ANWR"s mineral resources and its steadfast assertion
that 1t should be considered first 1n any further decision-making process.

In summar*AFifSENi DNR advanced candidate exchange lands to USF&WS. The

Service"s(positlve” response calls for further action. We continue to monitor
exchange dffof»ts™underway and Ffind it would be easier to accomplish these tasks

from the midst of the maelstrom than from the edges.



Om c RHF
jom iy
United States Department of the Interior

FISH AND WILDLIFE SERVICE

INREPLY REFER TO: 1011 E. TUDOR RD.

RE/4377e ANCHORAGE, ALASKA 99503

Tam_Hawkins, Director

Drvrglron ofS Land ang Water Management MR | 2 1986
Alaska Department of Natural ReSources

555 Cordova Street

Pou
o Alaska 99510-7005
Dear Mr. Hawkins:

Th h f 5 Feb 1936 lett d
?I\a\?vrtg;c?/patr\/oenyrnnul%nd%X ﬁgnges ren\;rltjf71 P/ng Arcteic el\lratrr%%%rl W?Idﬁ ?e Refuge

[evrewed the pool of 17 parcels of StateA H made available for
preliminary exch n?e consideration and listed the areas In order of
acqursrtron priority. Area 15, "Tetlin NAR Consolidation," was identified as

priority for acqursrtron by the Fish and erdlrfe Service (FWS) This

area contarns ¥t| nsity waterfowl nesting hahitat IS entirely within
the boundary gfe ?r I\I\/tt? [)elreve acquisition o? the area WOLYd ennance

management o t e refuge as a Whole and would be in the best interest of the
Staté and Federal governments e would aIso Irke to note that other

State-owned a]n S Wichin Tet| rn NAR and elsewhere ar g er priority for
acquisition than those presentﬁ/ %tere? Ve WOU? rnt rest d In
ne%otratrng exchange which would Include these fandu as well

VY]hrle Wr true that all of the areas listed have []esource values which make
them surta e for refuge status, most of the areas ave not been identified as

prrorrt}g for acquisition by the FWS.  Nearl of the Earcels listed are
outside t e boundarres of Alaska NWR's, some ern wrt he boundarY of
National Parks. Acquisition of these areas would present additional land
administration and management problems. In addition, many of the areas are
most important for resident game, a State responsibility, or those marine

s ‘which_are a Natipnal Marine Fisheries gervrce responsr bility.

AIthou%h the FWS is not insensitive to the need for enhancing management of
habitals important to, these sPecres It is simply not an P\NS rrorrtrf to
actively pursue acquisition of such habitats. In areas recommended
additional protectron such as those on the Bristol Bar{ coastal plain of the
Alaska Peninsula, we believe that Ln most cases adequate protection could be
provided through’ cooperatrve management agreements.’

|f Ir{ou would like to meet and further discuss this matter please feel free to
call me.

MVAT? * ' -
DILV\WM Directors Qffjgg
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Attachment 1

Ranked List of State Lands Available for Exchange Consideration With

the U. S.

HIGH PRIORITY

Area 15 Tetlin NWR Consolidation
(Tetlin NWR)

MEDIUM PRIORITY

Area 4 Marmot Island
(Alaska Maritime NWR)

Area 7 Tugidak Island
(Alaska Maritime NWR)

Area 10 Alaska Peninsula
(portion within Alaska Peninsula)

Area 11 Black Hills
Area 8 Kisaralik River

Area 1 Trumpeter Swan Nesting Area
Area 2 Redoubt Bay

LOW PRIORITY

Area 6 Shearwater Peninsula
Area 9 Nushagak/Iliamna Area
Area 5 Raspberry Island

Area 12 Kamishak

Area 13 Kokrine Hilis/Melozitna River
Area 14 Lower John/Alatna Rivers

Area 16 Wolf Townships

Area 17 Reed River

Area 3 McCarthy

k t~af =f Natool a oa doirolnnoH K\ A"loolra

Fish and Wildlife Service*

PRINCIPAL RESOURCE VALUE

Waterfowl nesting.

Marine mammals, seabirds.

Harbor seal rookery.

Waterfowl nesting/staging.

Resident game, waterfowl.

Salmon, resident game.
Waterfowl.

White-fronted goose nesting.
marine

Resident game, seabirds,

mammals.

Salmon spawning, resident game.
Resident game.

Resident game.

Resident game.

Resident game, salmon spawning.

Resident game. (NPS inholding)
Resident game. (NPS inholding)
Resident game. (NPS inholding)

nr MFlfnral Qoannrron anri

submitted to Fish and Wildlife Service on February 5, 1986.



HIGH PRIORITY
Area 15 - Tetlin NWR Consolidationi

This area is a priority because it would eliminate a large State selection on
Tetlin NWR that has high waterfowl nesting densities. Major species are

pintail, scaup and green-winged teal. Note: other State owned lands
within Tetlin ate a higher priority for acquisition but were not offered for
exchange. Some of the land described on the maps supplied by the State
appears to be Nativejwned. 7

MEDIUM PRIORITY
Area 4 - Marrot Island:

Identified by refuge staff as a high priority for acquisition. The eastern
shore of the island contains a haulout site for about 8,000 Steller®s sea
lions. There are also several small seabird colonies present. Feral pigs
were recently introduced and have begun to impact island vegetation.
Management of Steller®s sea lions is a National Marine Fisheries Service
responsibility.

Area 7 - Tugidak Island:

Identified by refuge staff as a high priority for acquisition. The harbor
seal rookery located here is one of the largest in the world. As many as
20,000 animals have been present at one time. Management of harbor seals is
National Marine Fisheries Service responsibility.

Area 10 - Alaska Peninsula:

None of the area described on the maps submitted by the Department of Natural
Resources includes land within the boundary of Alaska Peninsula or Becharof
*/Rls. The area is very large, about 2.9 million acres, and contains a great
deal of high quality nesting habitat for tundra swans and sandhill cranes and
low density nesting habitat for several duck species. The area includes
waterfowl staging habitat near State Critical Habitat Areas (SCHA) that Realty
Division recommended for inclusion in expanded SCHA®"s and not as ''new
refuge. Comprenensive Conservation riaua fur the area recommend additional
protection for large pieces of this area but do not necessarily recommend
federal acquisition.



