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In May of 1963 theSRS group spuddeda well in chc
Middle Ground Shoal area immediately to che south of the lease on
which Pan An had drilled the gas blowout the previous year and
for which Pan Am and ics partners had been awarded a discovery
royalcy in January. The firsc day the new regulations on dif-
covery royalties were in effect, SRS filed an affidavit of firsc
discovery based on encountering oil sancs in various intervals in
che area. Their applicacicn was denied by che department in

December of 1963.

SRS requested reconsideration by <che department and
concurrently filed a document claiming chac Pan Am's discovery
award wasnoc vaiid because che well was a blowout and, there-
fore, ought cobe revoked. Several documents were filed on both

sides.

The department issued a decision in May of L965 uphold-
ing che originaldiscovery royalcy award co Pan Am and denying
Shell's petition. This matterwas then appealed co chc courts.
In 1969 che Alaska supreme court upheld che deparcmenc's deci-
sion. Pan American Petroleum Coro, v. Shell Oil Co.. 455 P.2d 12

(Alaska 1969).

E. Discovery Royalty Awards for North Cook Inlec,

Beluga River, and Falls Creek.
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l. North Cook Inlec award.

On"November 12, 1962, the dace Pan American had applied
for discovery award for chc Middle Grouna Shoal No. 1, Pan Am
also applied for a discovery award on ADL 17589 on che basis of
che Cook Inlec No. 1 blowouc. The deparcmenc decided noc co acc
on chis application until after che discovery royalcy regulations

went into effect.

In August of 1963 (after che new regulations became
effective) , Pan Am was informed chac a pocencial tesc co verify
che existence of commercial quantities would be required. No

testing was possible until che summer of 1964.

In the interim Shell protested any award of discovery
benefits co Pan Am for the Cook Inlet No. L weil and spudded a
well on the lease immediately to the north of the lease where Pan

Am had drilled chc Cook Inlec No. 1 and No. 1-A wells.

In June and July of 1964, chc Cook Inlec No. I-A well
was tested by Pan Am. In December of 1964, Pan Am was granted a
discovery royalty for lease ADL 17589 based on the discovery made
in chc Cook Inlet No. 1 well and che potential test of che Cock

Inlec No. 1-A well.

2. Beluga River and Fails Creek awards.



The SRSgroup had requested a discovery royalty in
December of 1962 in conjunction wich its Beluga discovery.
Action on this request was initially delayed because che commis-
sioner of natural resources believed that che Beluga discovery
might be on che same structure as Pan Am's North Cook Inlec
blowout. The SRS group contended, however, chac ic had Ln
automatic right co an award because the scace had recognized che
Beluga discovery for che purpose of reclassifying adjoining stace
upland acreage from noncompetitive co compecicive. There was an
exchange of information between the department and che SRS group

over this application at the same cime as the deliberations on

che adoption of che discovery royalcy regulations were occurring.

In May of 1963 che SRS group applied for a discovery
royalty tor lease ADL 00590 on the basis of the gas riiccovprv
made in che Falls Creek Unit Number 1 well in April of 1961.
‘rthen che department decided co defer action on both che Fills
Creek and Beluga River applications wuntil after the discovery
royalty regulations were adopted, The SRS group objected chac ic

was being created unfairly.

In September and October of 1963, che SRS group reap-
plied for Bp’uga discovery certification. Ic was awarded on che
same day chac the SRS application for che Middle Ground Shoal oil

discovery was denied.
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In December of 1963 an application was submitted for

the Falls Creek Lease. Ic was processed underthe r.ew regu-

lations, and a discovery royalty award was made on February 18,

1964.
|
F. Application for and Award of Discovery Royalcy
Certifications in the Trading Bay, McArthur River, and

Nicolai Creek Areas.-

1. Introduction.

In 1965, for <che firsc tine, offshore wildcat wells
were drilled along the west shore of Cook Inlec on leases issued
during the seventh and ninth competitive lease sales. Mobil and
Union drilled che Granite Point No. 1 well on lease ADL 18761
from April 5, 1965, co August 5, 1965. The well resulted in
discovery of the Granite Point oil field. The companies applied
for Idiscovery royalcy for the lease, which was awarded on

September 14, 1965.

*/ A map depicting che cop of che Hemlock gelogic formation and
illustrating app .cations for discovery royalcy awards in
che Trading Bay and McArthur River areas is attached to this
opinion as Appendix 3. Appendix 2 should be referenced co
locate chc Nicolai Creek area for which a discovery royalty
award was also sought.
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During chis same drilling season Union (on behalf of
itself and its co-lessee, Marachon) drilled four wells in che
Trading Bay-McArthur River area. These wells and others which
followed encountered oil in almost every instance in reservoirs
contained in the Hemlock formation, which also contained thle
major oil reservoirs in che MiddLe Ground Shoal and Swanson River

fields.

A number of exploratory wells were drilled in che
Trading Bay-McArchur River area during the 1966 drilling season.
Filings for five of these wells were made with che state, which

initiated the discovery royalty certification process.

2. Application for and award o: a discovery royalcy
certification for che Union Traaing 3av Mo. L-A

well.

On May 9, 1965,Union, on behalf .of itself and
Marachon, spudded che firsc well on lease ADL 13731. The well
(Trading BayMo.1) was drilled co a depth of 747 feec. The
casing parted ac a depcn of 126 feec while it was being sec in
che well, and the well was plugged and abandoned. On May 23,
1965, Union spudded another well from che same location, Trading
Bay No. L-A. In drilling chis well Union discovered oil in che
Trading Bay field. The well was completed ac a depth of 6,832
feec on June 25, 1965. —
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Union and Marathon applied for a discovery royaltv for
lease ADL 1S731 based on this discovery. The department found
that Union and Marathon had adequately established a discovery
dace of May 23, 1965, and that the potential tesc conducted on
June 17, 1965, had established that the Trading Bay No. 1-A well
was capable of producing commercial quantities. The department
also found chat che Trading Bay feature was a separate scruccure.
The application for chis discovery award was processed and

certified on August 27, 1965.

3. Application for a discovery royalty certification

of che Grayling No. 1-A well.

Union and Marachon drilled two more wells from lo-

cations on lease ADL 18731 after che Trading 3ay No. 1-A dis-

covery. In che late summer of 1965 the drilling barge which had
been used c¢o drill <chese wells was moved to lease ADL 17594
immediately co che south, also a Union-Marachon lease. Union

commenced the Grayling No. L well here on September 2, 1965. As
a result of mechanical problems enccunccrcd in che early stages
of drillin':, che well had co be plugged and abandoned ac a depth
of 817 feec.

Grayling No. i-A was commenced immediately and tested
for commercial quantities from November 6 <co November 8, 1965.
An application for discovery royalcy certification was submitted

on November 15 and amended on November 19. O0Q and gas sands

_46-
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were encountered intermittently in this well iron depths of 3,305
feet to 9,770 feec. including a 400-fooc pay interval from 9,370

co 9,770 feec in che Hemlock cone.

The department found chat the date of discovery for chle
Grayling Mo. I-A well was October 24, 1965, and that commercial
quantities had been encountered within c¢he Hemlock zone. How-
ever, for che firsc cime since che discovery royalty program was
commenced, there was a serious question as to whether the dis-

covery had been made on a new geologic scruccure. The decision

issued on January 26, 1966, concluded:

Insufficient subsurface information exists co
determine chac the McArthur River feature on

which the Grayling Mo. I1-A well is located is
not overlapped by che previously certified
Trading 3av geologic feature. Thus, che well
does not satisfy che requirement for being a
discovery well on a geologic scruccure
previously wuncertified, and the application
on che Crayling Mo. 1-A well is hereby
denied.

On February 10, 1966, a meeting took place in Anchorage
between Union-Marachon officials and deparcmenc officials to
discuss che decision denying Union-Marathon's request for dis-
covery certification. In one meeting Tom Marshall of the
division of mines and minerals cold Union-Marachon officials thac
he was concerned about the possibility chac shallow productive
sands continuously overlaid both <c¢he Trading Bay scruccure and

the Grayling structure. Marshall also <cold one of <che oil

47-
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company representatives that his view of che McArthur River
application relied heavily on che "dominant structure conceoc"
referred to tn USGS Circular 419. Another meeting was held wich
Erie Mathis, chief of che minerals section of the division of
lands, who encouraged Union and Marathon to request time co
submit additional evidence. f

Or. February 14, 1966, Union filed a document wich the
division of lands entitled, "Petition for Reconsideration and
Interpretation of Decision of <c¢he Director of <che Division of
Lands Dated January 26, 1966, in <c¢he Matter of Discovery Well
Certification Grayling Mo. 1-A well -- ADL 17594." In chis
petition Union requested <chac applicable regulations be inter-
preted to permit Union <c¢o ‘.ubmic additional and supporting
information ac a later <cime c¢r co allow reconsideration by che
director of his decision on <c¢. ¢ basis of additional supporting
information <chen available, including wevidence satisfying the
criteria used for che determination of geologic structures by che

USGS in administering the Miner .1 Leasing Acc of February 25,

1920.

Erie Mathis prepared a proposed decision responding co
Union's petition. He conferred with Tom Marshall about it before
sending ic <co the commissioner. The proposed decision denied

Union's request for reconsideration on che ground that che
state's oil and gas leasing regulations would not permit ic.

However, chc proposed decision permitted Union <c¢co submit any
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additional supporting information and authoriced an award of
discovery royalty if that information established that Grayling
No. 1-A was -on a separate geologic structure. This proposed

decision was never issued.

Beginning on February 16, 1966, Ton Marshall provided
Jin Williams, director of che division of mines and minerals and
chairman of che Oil and Gas Conservacion Committee, wich a series
of reports regarding his February 11 meeting wich Union-Marachon.
In chese reports Marshall seated thac che ciscussicn was limiced
co che scace's incerprecacion of the definition of geologic

structure and chac USGS Circular 419 was che principal basis used

for determining geologic scruccure. He ouclined a number of
problems regarding the definicion of geologic scruccure,
including che complicating effects of scracigraphically

controlled production, dominant scruccure. trends of folding, che
incerprecacion and accuracy of seismic records, and che absence
of subsurface daca.

In  his reports Marshall reiterated thac che main
problem wich <c¢he Grayling application was the occurrence of
undefined scracigraphic traps in che shallow horizons. He felt
chac ic would be a mistake co award a discovery royalty for che
Grayling well before c¢hc excenc and concinuicy of chose <craps
were known. He mentioned che ocher problem of determining how
much vercical displacement along faulcs 1is required co separate

geologic structures, and wondered whac development of che field
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would provide sufficient subsurface information to resolve this

problem.

Marshall also said that the procedures used by che USGS
in determining KGSs were discussed and chac che point was made

chac <che scace regulations did r.oc allow <che scace c¢co make "a
cencacive determination regarding geologic structure, unlike

federal regulations which allowed federal officials co delineace

an undefined KGS. He noced chac scace officials were without che
benefit of surface geology available co persons working in
uncovered wupland areas. He explained chac <che USGS makes its
final KGS decerminacion afcer an .valuation of all controlling

factors, buc chac like information was noc available Co che scace
wich respect co che Trading Bay and "cArchur River areas ac chis

cime.

On March 2, 1966, che commissioner of natural resources
responded c¢o Earl Mathis' suggested reply <c¢o Union-Marachon's
pecicion for reconsideration. In his response che commissioner

concluded chac there were cwo separate geologic structures pre-

sent, buc expressed concern about <che problem of one lease
covering a portion of <c¢wo separate structures ~-- an entirely
different issue chan chac being dealc wich by Marshall, Williams,
and Machis. He fclc <chac c¢hc cime limit imposed by che regu-

lations <could be circumvented iif <che pecicion were accepted by

chc commissioner rachcr chan che division of lanHs, thus enabling

-50-
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a study of the problem to be made. He also indicated that che
accorney general had been requesced <co review che question of
whecher a five percent royalcy would apply co che encire lease if
a discovery well were drilled in a new scruccure where che area
of <che lease also covered a second scruccure thac had been
previously certified as a discovery on a different lease. Ic ils
apparenc from <chis opinion requesc <chac <che commissioner was
concerned wich lease boundaries (che legal incerprecacion of che

words all production from <che lease™) racher <chan a quescion

involving che boundaries of a geologic scruccure.

On Augusc 26, 1966. an opinion was issued by che
accorney general’s office which resolved <c¢he quescion of lease
boundaries. The conclusion was chac all production from che
lease should enjoy che benefits of discovery royalty even chough
it were derived from a scruccure which was previously che subjecc
of a discovery royalcy on another lease. However, che principal
questions of whecher or noc Trading Bay and McArthur River were

separate structures was noc addressed by chis opinion.

There was no further accive consideration of chc

Union-Marachon application until 1966.

4. Discovery royalcy cercificacior. of c¢hc Nicolai

Creek Scace No. 1 well.

-51-
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Secause che cerr. of che leases |Issued in che sevench
and ninch compecicive sales was five years, chere were a larre
number of wells drilled and several discovery well cercificacion

applicacions filed in che 1966 drilling season.

The firsc discovery royalcy requesc in che 1966 drill-
ing season came for a well drilled by Texaco -- Nicolai Creek
Scace No. 1. Texaco had spudded chis well in che fall of 1965.

On May 23, 1966, Texaco submicred wevidence in supporc of an

April 28, 1966. prioricy dace. In early May che well was cesced
andfound <co be <capableof producing commercial quancicies of
gas.Texaco applied for discovery wellcercificacicn on June 13,

1966, which was approved on Augusc 19, 1966.

5. Discovery affidavit for che SAS Foreland Channel

Scace No. L well.

On June 10, 1966, Shell (on behalf of icself, Scandard
Oil of California, ar.d Aclancic Richfield) filed an affidavic of
firsc discovery for che SAS Foreland Charnel Scace No. 1 well.
No pocencial cases were conducted on chis well, ana no discovery

cercificacion applicacion was filed.

6. Discovery affidavic forche Pan Ara North Redoubc

Well No. 1.
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Pan An drilled che North Redoubc Well No. 1 for che Pan
Am group in <che spring and summer of 1966. According co che
affidavic filed cr. June 23. 1966, che depch in chac well corre-
sponded very closely c¢o che Hemlock discovery in Union's Grayling
No. 1-A well. Alchough geologic scruccure boundary infcrmaci(_)n
and evidence of commercial quancicies were submicced in ear'ly
September, Pan An did noc actually apply for discovery royalcy
cercificacion.

7. Applicacicn for discovery royalcy cercificacion of

che Kuscatan No. 1-A well.

Meanwhile, Union had been drilling <che Kuscacan No. 1
well on Union-Marachon’s Jlease ADL 13729, imnediacely <co che
south of chair Grayling Lease. This well ;;as drilled co 11,600
feec during April, May, ar.d June L966. Union filed affidavits co

escablish priority of cime and dace of discovery for chis well.
During c¢he period August 5 co 7, 1966, a commercial quancicies
case was witnessed by che scacc. On September 6. 1966, Union
formally applied for discovery cercificacion. One week Lacer
Unicr. withdrew che application pending submission of addicicr.al
information, which was submicced on October 7, L966. Union
withdrew <chis application in December 1966 before any accion on

ic had been taken by che deparcmenc.
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8 . Application for discovery royalty certification of

the West Foreland Unit No. 3 well.

Aclancic Richfield drilled che Wesc Foreland Unit No. 3
well on lease ADL 13777 inco che upper lefc arm of che McArthur
River Hemlock reservoir. On August 3. 1966, an affidavic ‘of
firsc discovery was filed in support of*a July 25, 1966, dis-
covery dace wich <che Oil and Gas <Conservacion Commictee. A

commercial quancicies cesc was conducted on August 16, 1966.

On September 23. 1966, Aclancic Richfield submicced ics
geologic scruccure boundary evidence c¢o che Conservacion Commic-
cee. In an explanatory Leccer which accompanied chis evidence,
Aclancic Richfield explained why ic believed che Hemlock reser-
voir, in whac ic labeled che "Foreland Field,"” was separate from
chc Hemlock reservoir encountered by Union in Grayling No. 1-A.
The explanation <claimed <chac a barren syncline separated che
Hemlock field wencouncered by <che Grayling 1-A .well from chac
encountered by che Wesc Foreland Unic No. 3 well and chac che
hydrocarbon accumulation in che McArchur River scruccure was noc

in communication wich chac of Wesc Foreland No. 3.

On September 30, 1966, Aclai.ric Richfield formally
applied co chc division of lands for cercifiwacion of discovery
royalcy of che Wesc Foreland Unic No. 3 well. On che basis of

chis submission, there was furcher discussion wichin che
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deparcmenc on che definition of geologic scruccure and whecher

che concepc of dominant scruccure, originally advanced by Tom

Marshall from USGS Circular 419, was che besc incerprecive
approach co solving chis issue.

|

On December 9, L1966, a decision was issued by che

director of <che division of Jlands denying Aclancic Richfield's

request for discovery royalcy cercificacion on c¢he ground chac

che well was on che Greater Trading 3av scruccure for which a
discovery royalcy had been previously awarded. He made chis
decision notwithstanding <che face <chac che earlier denial of

Union-Marachon's applicacion was on <c¢hc basis <chac <chere was
insufficient evidence c¢o determine whecher che Trading Bay and
McArthur River features were separate scruccures. On December 30
Aclancic Richfield filec a pecicion for reconsideracicn of chc
director's decision. There was discussion wichin che department

on whecher and when c¢o consider che pecicion for reconsideration

(Aclancic Richfield was in favor or delay until furcher informa-
tion from drill raporcs from subsequent operations became avail-
able). Like che Union-Marachon request for reconsideration,

chere is no indicacion in che record chac any choughc was given

to che matter uncil a year later.

9. Applicacion for discovery royalcy certification of

Texaco’s Trading Bay Scace No. L well.
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In chelace summer of 1966 Texaco, on behalf of icseif
and Superior OilCompany,commenced che Trading Bay Scace No. 1

well on leas'e ADL 17597. On September 27, 1966, che well was

cesced for commercial quancicies. This tesc also served as che
basis for an affidavic of firsc discovery. The well was drilled
through che oilbearing cones in boch che Kenai and Hemlock

formations.

On March 7, 1967, denial of Texaco's applicacion was
issued by che director of che division of lands on che grounds
chac che We%l was noc capable of producing oil in commercial
quancicies and chac ic was locaced on <che Greacer Trading Bay

scruccure on which discovery cercificacion was previously

granced.
10. Applicacion for discovery royalty cercificacion of
Aclancic Richfield's Trading 3ay Scace Mo. 1 well.
Anocr.er discovery was claimed in c¢he McArthur River-
Trading Say area in che summer of 1967. This claim was made by

Aclrncic Richfield for che Trading Bay Scace tlo. 1 well on lease

ADL 34531. According co che affidavic of firsc discovery,
evidence of firsc discovery was encountered in <che well on
June 7, 1967. The well was drilled into che Hemlock accumulation

norch of che McArthur River Hemlock reservoir on che dovnchrovm

side of <che Trading Bay faulc. Aclancic Richfield named chis
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accumulation the Ivan Bering Field. A commercial quantities test

was conducted on June 25, 1967. Application for discovery

royalty certification was filed on September 27, 1967. The
application was then considered by state officials.

|

The decision of the Oil and Gas Conservation Committee

issued to the division of lands recommended that certification be

denied on the ground that drilling the Trading Bay State Mo. 1

well had noc resulted in the first dif.overy on a new geologic
structure. The relevant portion of the <committee's decision
stated:

Section 5 0 5 . - Establishment of Geologic

Structure*: Lc is cr.c opinion of c¢ne Oil ana

Cas Conservacion Committee chac che lvan

Bering Fieid discovered by chc Trading Bay

Scate »1 well is controlled by a fault or

faults associated wich che Greater Trading

Bay Scruccure. Inasmuch as a discovery

royalty was previously awarded co che Trading

3av Scruccure. che Ccmniccee does noc

consider thac che Trading 3ay Scate -/l well

is che firsc discovery on che dominant

geological scruccure.

On December 7, 1967, <che decision denying Aclancic
Richfield's applicacion for discovery royalty cercificacion of
che Ivan Bering field was issued. 3vieccer daced December 21,
1967, Aclancic Richfield requested reconsidcracion of che deci-
sion rejecting their application and permission c¢co submic addi-

tional data. This pecicion was supplemented on December 28,

1967,
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11. Applicacion for discovery royalty certification

for Redoubt Shoal Mo. 2.

There was one more discovery well certification appli-
cacion considered by the state for a well drilled in the Trading
Bay wvicinity. In the summer 0f1968, Pan American drilled

Redoubt Shoal Unic Mo. 2 well on lease ADL 29690. This well was

drilled into a Hemlock accumulation u 1/2 miles south of che
McArthur River Hemlock reservoir. An affidavic to establish
priority of discovery was filed in early October 1968. The
formal application for discovery certification was filed on
November 12. The committee concluded chat commercial quantities

had been encountered buc ch3t the Redoubt Shoal feature was a
downfaulced nose subsidiary c¢c che Trading Bay dominant geologic
structure which had been previously awarded a discovery royalcy.
Pan American filed a notice of appeal co che superior court on
February 19, 1969, buc che appeal never proceeded to a disposi-

tion on chc merits.

12. Reconsideration of <c¢he Grayling Mo. I-A, Wesc
Foreland Unit Mo. 3, and Atlantic Richfield
Trading 3ay Scace Mo. 1 applications for discovery

royalcy certification.

Aclancic Richfield's applicacion for reconsideration of

the denial of discovery royalcy certification +tor chc discovery
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in che Ivan Bering fieid prompted Pedro Dencon, <chief of che
minerals seccion of che division of lands, <c¢o change his mind
abouc how much cime should be given <co discovery cercificacion
applicants to prove che boundaries of geologic structures. On
January 29, 1968, he wrote co chen Commissioner Thomas E. Kelly
chac che cutoff period established by che regulations provided ta
reasonable cime period, chac holding discovery royalcy applica-
tions in abeyance would cause serious financial administrative
problems, and <chac no evidence gachered afccr che <cine limit
should be accepced. He was concerned chac if <che period were
unlimited, some companies would concinue co demand refunds or
credit many years afcer che ten year cerm from firsc encounter

had expired, wich severe adverse effeccs on scace fiscal plan-

ning.

On October 31, 1968, che commissioner sent ouc three
decisions wich respect <co chese three long-standing discovery
royalcy applications, L'nion-Marachon's Grayling 1-A (ADL 17596),
ARCO's VTesc Foreland :io. 3 (ADL 13777) and ARCO's Traaing 3ay
Scace Il'o. 1 (ADL 35631). Each of these decisions provided as

follows:

1. On chc basis of che information available ac chis
cime, che Director'3 decision was proper.

2. Adequate <cime has been allowed c¢he applicant co
submic supporcing information as requested in
choir pecicion for reconsideration.

3. Thac applicant's request for an opportunity co
submic supporcing information is reasonable.
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Therefore, che applicant is granced 60 days from
receipt of this decision in which co supply supporting
information or to schedule a hearing ac a cime mutually

agreeable to che scace and <che applicant. If no
supporcing information or hearing is scheduled wichin
the time allowed, che Director's decision will be
affirmed.

Aclancic Richfield filed a letter, three exhibits, cwo
i

enclosures, and a copy of <che notice describing che well tests

ending July 1, 1967, wich Commissioner Kelly in response to these

decisions on December 26, 1963. The letter suggested a meeting
with state officials co discuss and develop technical daca
supporting <che applicacion. The technical daca submitted with

this ieccer Included Exhibit 1, an evaluation of mechanical logs;
Exhibit 2, a structure contour map; Exhibit 3, a structural cross
section A-A"; Enclosure 1, well completion information drafted on
an electric log; and Enclosure 2, a core analysis -- cores 1-10.
They all pertained to lease ADL 37531 and the |Ivan Bering field
and purported to show chat che field was on a separate structure
from both <chc Trading Bay and McArthur River fields. Aclancic
Richfield filed nothing wich respect to lease ADL 18777 and che
Wesc foreland Unit No. 3 well. These letters were followed up on
January 26, 1963, wich a legal brief from Theodore F. Stevens and
Russell H. Holland, representing Aclancic Richfield. The brief
was almost word-for-word the same as che one filed a year earlier
in support of Aclancic Richfield's discovery royalcy applicacion

for the West foreland Unic No. 3 well.
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On December 30, 1968, Union supplemented their applica-

tion for certification of the Grayling No. 1-A well by filing a

blue box which was labeled. "Appendix Geologic Reports and
Exhibits." In the box were maps and exhibits and a narrative
interpretation explaining the maps and exhibits. Union requesteld

that che matter be sec for a hearing ac the earliest possible

time.

On January 9, 1969, Pedro Denton forwarded to che
commissioner his arguments on why c¢he 90-day time limit on

geologic structure information ought co be strictly enforced.

On February 7, 1969, Atlantic Richfield was notified
thac the decision of December 9, 1966, denying discovery certi-
fication of che Foreland field was affirmed because nc additional

information had been submitted.

On June 5, 1969, the Oil and Gas Conservation Cccnittee
informed the director of lands chat they had reviewed che docu-
ments and exhibits submitted to che division of lands on
December 30, 1968, and found chat this additional information did
noc warrant a change in che committee's original decision dated
January 1, 1966. This letter was signed by Tom .Marshall and 0.
K. Gilbrcch, Jr. The results of the review were never forwarded

to Union-Marachon.
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No further action was taken cn cither Union's or ARCO’s
application wuntil February 26, 1970. At thac time the ccnnis-
sioncr sent- ouc decisions to both Atlantic Richfield and
Union-Marachon establishing hearing daces of April 16, 1970, and
April 17, 1970, for <che pending certification applications. In
this notice Commissioner Kelly notified both secs of applicants
Chac his review would be Ilimited to information which was filed

wichin che original 90-day period.

The Aclancic Richfield hearing was conducted on
April 16, 1970. At che hearing additional information was
presented co show chat the |Ivan Bering field was one of several
entrapping mechanisms on separate structures, each of which

should be entitled to discovery royalty certification.

The Union-Marachon hearing was conducted on che next
day. At chis hearing Union and Marathon introduced a light blue
folder full of new exhibits corresponding with Volumes 1 and 2 of

che exhibits later submitted c¢cn September 28, 1969.

On Jur.e 8, 1970, Unicn-Marachon sent Commissioner Kelly
a letter stating <che legal reasons why he should look ac che
after-acquired evidence. Pedro Denton chen sent che commissioner
a copy of his January 7, 1969, notes which argued thac after-

acquired evidence should be disregarded.
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In  August of 1970 <che Conservation Committee sent
Commissioner Kelly a memorandum which concluded thac che original
Union-Marathon decision was correct. Pedro Denton chen drafted a
decision c¢o send <c¢o Union-Marachon which contained a lengchy
justification for disregarding the after-acquired evidence. The
commissioner did noc sign Pedro Denton's proposed decisionl.
Rather, he signed a final decision prepared by che Attorney
General's office. This decision, again denying Union-Marathon's

application for discovery certification, was sent on October 7,

1970.

On November 5, 1970, che chief of minerals forwarded co
che commissioner for signature a proposed decision denying
Atlantic Richfield’s discovery royalty applicacion for ADL 35431.
The commissioner signed che decision on December 3, 1970, and che

decision was sent to Atlantic Richfield.

13. Judicial review of the decisions denying discovery
royalty for Union's Grayling No. I-A well and

Aclancic Richfield's Trading Bay Scate No. 1 well.

Both Union-Marachon and Atlantic Richfield appealed to
che courts. Union and Marachon sought review of che
commissioner's October 7, 1970, decision in <che superior court,
which remanded che matter co che commissioner for a new decision

including a statement of <che basis for <ch<r decision. The
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commissioner issued a decision on February L7, L972, denying
discovery well cercificacion on <che grounds <chac insufficient
information ‘'had been submicced wichin che 90-day period

prescribed by che regulations <co determine whecher che Grayling

well was on a separate geologic scruccure and chat wevidence
submitted after che 90-day period could noc be considered. The
companies again sought review in che superior court which
dismissed che appeal on the ground chac che court lacked
jurisdiction. Union-Marachon then lodged their firsc appeal wich

che supreme court, which reversed and remanded che matter for
further consideration. Union Oil Co. of Cal. r. Stace Deot. o:

Nat. Resources. 526 P.2d 1357 (Alaska 1974).

On remand, che superior court affirmed che administra-
tive decision and concluded thac <che <commissioner <could noc
legally consider che after-acquired evidence offered by the
applicants, chac che commissioner had noc granted then the right
to submic after-acquired data, and chac chc director's decision
denying discovery royalty certification was clearly sustained by
che evidence. Union-Marachon appealed co che suprone court for
che second cine. The court concluded chac che commissioner could
legally consider after-acquired evidence and remanded the natter
co che commissioner for a determination of the reasonableness of

che 90-day limit and co receive additional daca and rule upon che

basis of all daca submitted if, under <c¢hc circumstances, che
limit were found co be unreasonable,. Union Oil Co. of
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Cal. v. Stace Peat, of Mac. Resources. 574 p.2d 1266 (Alaska

1978).

The Atlantic Richfield case was stayed in the superior
court by stipulation pending resolution of <c¢he Union-Marathon
applicacion. Aclancic Richfield Co. V. State Deoc. of Mac

Resources. Mo. 3AI1J-70-3789 Civ.

VI. THE 9(1-DAY LIMITATION.

In .ics 1978 decision <che supreme <court addressed che
quescion of whecher chc commissioner has che power c¢o consider
new evidence of geologic scruccure which is supplied after che
90-day deadline westablished by 11 AAC 505.744 (recodified as
11 AAC 33.219(c) (repealed November 9, 1979). The <court con-
cluded chac che unreasonableness of che 90-day Ilimitation could
noc be answered on che basis of che record before ic. Therefore,
it ordered chac Union-Marachon be given che opportunity on remand
co demonstrate chac che 90-day limitation, as applied co

them in chis case, was unreasonable.

In ics decision che supreme court discussed some of che
factors which are pertinent co a determination of whecher che
90-day requirement should be waived in chis case. 574 P .2d ac

1272-74. These factors included cht advantages of finality, che
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desire for stability, the ir.porrar.ee of administrative freedom to
reformulate policy, the extent of party reliance upon the first
decision, the- degree of care or haste in making the first deci-

sion, and the general equities of each problem, among others.

| determined this issue without affordihg
Union-Marathon the opportunity to demonstrate <chat che 90-day
limitation, as applied to them was wunreasonable. My consid-
eration of <che factors raised by <che supreme court led to my
conclusion thac | should waive che 90 day limitation and consider
daca submitted after that period where chac data contains evi-
dence of facts in existence at the time the original decision was

made. I reached chat conclusion for che following reasons.

1. Promot adjudication of discovery royalcy
tions was of some importance_given the incentive nature of the
discovery royalty program. Early decisions on awards would tend
to maximise the incentive from the standpoint of. applicants and
ocher lessees. Delays in processing applications would have
diluted che incentive were they co become a consistent pattern.
However, most of the applications were relatively routine.
Therefore, permitting occasional delays for <che submission of
additional evidence on unusually difficult applications would noc
have significantly dampened the Jjicentive. Moreover, che scace
experienced no trend in false submissions requiring expeditious

denial as an enforcement mechanism.
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2. Agencies often request additionalspecified
informaci- n if the information in the original submittal is not
sufficient to provide grounds for a firm decision. In this case,
che applicable regulations plainly did noc guarantee conclusive
determinations in every instance because che evidence in supportil
of a geologic structure determination was largely left c¢o the 1
discretion of the applicant. For example, 11 AAC 83.210(c)
(repealed November 9, 1979)-/ scaces thac this evidence may
include chc "operator's interpretation™ of geophysical and ocher
specified daca ir. addition c¢o <che daca itself. Other chan a
definition of the <cerm "geologic structure,”™ there are no sec
criteria escaolishing <che guidelines for che scace’s decision.
11 AAC 33.200 - 11 AAC 33.230 (repealed November 9, 1979).—

The exercise of some lacitude in che handling of each application
is therefore implicit in the ccncenc of these regulacions. Unaer
the circumstances, an extension of <cime <co submit additional
evidence would noc be considered unusual as a matter of agencyv
practice. Moreover, <che supreme courc strongly suggesced chac
chere would be no prejudice to the public interest in considering
daca obcained after <che ?0-day period where <che daca (inchis

case subsurface gcology) would noc change over <cine. See 574

P.2d ac 1273.

* [/ Formerly 11 AAC 505.744.

*» [/ Formerly 11 AAC 505.74 -- 11 AAC 505.741. -
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3.During che early years of <che discovery royalcy

program in Cook Inlec, che government had little or no
Information ocher <chan the daca submitted by the applicant. In
che case of the Grayling No. 1-A application, Union-Marachon

submitted during the 90-day peiod unusually complete information
which included a cross-sectional incerprecacion of che data. Ic
was this <c¢ross section which led Tom Marshall co postulate a
possible overlap in che shallow Middle Kenai sands extending into
the Trading 3ay feature. See Section V.F.3 above. This was only
an hypothesis; later-acquired evidence proved ic to be incorrect.
Nevertheless. Marshall’s hypothesis led the deoartmenc co deny
che discovery royalcy application on che ground chat insufficient
subsurface information existed to decemine <chat <c¢he McArthur
River feature was noc overlapped by <che previously certified

Trading 3ay geologic scruccure.

It is only logical co permit che submission _~of
additional evidence when (1) che applicant submitted wunusually
detailed information originally, (2) che ‘information generated
possible doubt about the validity of the applicacion buc could
noc be proved, (3) che government could only deny che application

based on insufficient (rather chan contrary) evidence wich”~fche 90-

day period, and (4) che regulatory requirements governing

submission of evidence were vague and judgmental. In order to

establish procedural finality, <che government could have sec a

cutoff dace for any further evidence. "However, while
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Union-Marachon appealed che initial denial of January 26, 1966,
on February 4, 1966, che Deparcmenc cook no accion ac all for 24
years, ac which <c¢ime ic granced Union 60 diys <co submic more
information. On December 30, 1963, Union submicced addicional

information and requesced a hearing.

The deparcmenc did noc hold a hearing wuncil April 17,
1970, almosc five years afcer <che 90-day period had elapsed.
Half a year afcer che hearing, on October 7, 1970, che commis-
sioner summarily affirmed che original decision. His decision
was appealed.co che superior court, which remanded che maccer co
che commissioner for a new decision, including che basis for che
decision. On February 17, 1972, che commissioner denied certi-
fication on exaccly che same grounds -is che original 1966 deci-
sion, namely chac insufficient informacion was submitted during
che 90-day period co determine whecher Grayling Mo. 1-A was on a

separate scruccure.

In  summary, although che scace’s decision noc ¢co
consider evidence beyond che 90-day period may initially have

been reasonable, by virtue of ics subsequent behavior it has

waived any opportunity <co <confine additional evidence <c¢co a
limited period. Further, che discovery royalcy program was
repealed in 1969, so chore is a limited potentially adverse

precedent r* consider.
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Therefore, it is appropriate co consider ail geologic
evidence submicced by Union-Marachon in <conjunction wich chis
case co determine whecher <chey are encicied co a discovery
royalcy on <che grounds <chac che McArthur River feacure is a

separate geologic scruccure from che previously certified Trading

Bay geologic scruccure.

VII. GEOLOGIC STRUCTURE.
A. Applicable Law.
%

AC che <cime <chac Union-Marachon applied for discovery
well cercificacion of cheir Grayling Mo. L-A well, chc holder of
a scace oil and gas lease chac drilled and made che firsc dis-
covery of oil or gas in commercial quancicies in a geologic

scruccure could be rewarded by paying a discovery royalcy of only
five percent for che firsc cen years, afcer which che normal race
(12 L/2 percent of <che value of che oil and gas produced) was
applicable. AS 33.05.130(a). The percinenc portion of

AS 33.05.130(a) provided:

che holder of a lease who drills and

makes <che firsc discovery of oil or gas in
commercial quantities in a geologic structure
shall pay a royalcy on ail production unaer

che lease of five per <cenc for 10 vyears
following <c¢he dace of discovery and there-
after che royalcy race shall be noc Less chan
12 1/2 per cenc.

(Emphasis supplied.)
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The regulations contained at 11 /VAC 33.230 (reoealed
November 9, 1979) (formerly 11  AAC 505.74— L1 AAC 505.748)
specified the procedures for proving the three elements required
by AS 33.05.130(a) for discovery well certification: dace
of discovery, commercial quantities, and geologic structurel.
11 AAC 83.210(c) (repealed November 9, 1979) (formerly
11 AAC 505.744) specified the procedure for establishing geologic
structure, the only criterion ac issue here. The relevant
portion provided:

To establish che geologic structure from

which c¢he oil or gas can be produced, che

operacor must furnish pertinent data co che

committee which will enable ic to determine

the geologic scruccure from which che oil or

gas is being produced. This may include, buc

is not limited <c¢o, geophysical data, total

depth, casing records. perforation daca.

electric Logs, drilling and mud logs, core

analyses, sample cuttings and sample logs ar.d

the operator's interpretation thereof,

together wich any other records and interpre-

tations che operator deems pertinent. this

daca must be supplied wichin 90 days afcer

che dace of che potential tesc as required in

(b) of this section.

Additional guidance was provided by 11 AAC 83.205(2)
(repealed November 9, 1979) (formerly 11 AAC 505.741(b)), which
defined che tern "geologic scruccure™ as:

any structural and/or scracigraphic entrap-

ping mechanism containing one or more in-

tervals, tones, strata, formations, or fault

blocks which has che necessary physical

characteristics co accumulate and prevent che

escape of oil and/or gas. It is intended

chac che meaning shall be similar co chac
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used by <che Uniced Scaces Geological Survey
in che'administration of che Federal Mineral
Leasing Acc of February 25, 1920 (41 Scac.
437) as amended.

The discovery royalcy syscem 'fas curcailed and finally
abolished by Legislacive anendnencs in 1967 and 1969. 1967

Alaska Sess. L., ch. 97, 8&2; 1969 Alaska Sess. L., ch. 65, 8§I1.

B. Historic Background.

In 1959 Alaska was a cash-poor scace. Ac chis cine,
exploicacion of che scare's oil and gas resources was choughc co
be che besc avenue for renecying chis situation. The cash would

come from bonuses from lease sales and from royalties from leases
producing hydrocarbons in commercial quantities. An active
leasing program and aggressive exploration activities by lessees
were therefore desired goals. Againsc chis background che
state's discovery royalty program (which made ics first appear-
ance as section 3(7), article VIII, chapter 169, SLA 1959) was
adopted to provide a substantial incentive to oil companies to
come _to Alaska (which was, at the cine of statehood, a frontier
area from <che standpoint of ics oil and gas potential) and
conduct exploratory drillinz operations for and proluce oil and

gas on state leased land.

The discovery royalcy program was plainly successful.

lc is obvious from che attention devoted Co including che dis-
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covery rovalty program in che 1959 Alaska Land Acc, <chc accive
parcicipacion of oil companies in chc drafting of che discover*/
royalcy regulations, and che dispuces among che companies over

controversial awards chac discovery royalcy provided an incentive

for oil companies Co come co Alaska. It is also evident thac the
discovery royalcy program generated drilling races betweeln
competing companies on neighboring leases. Undoubtedly, Cook
Inlec would have been explored and developed by che oil comoanies
even without the discovery royalcy program. However, che scace's

discovery royalty program definitely accelerated exploration and
development activities on state oil and gas leases, thus heloing
co satisfy che state's objective of obtaining cash as quickly as
possible afcer statehood co fund che state government and finance

che provision of essential public services.

C. Decision Criteria.

In considering che issue of geologic structure, there

were several approaches suggested in the course of che hearings

which | did noc consider a valid basis for determining che issue.
Firsc, | did noj~_ use ,,che predeposicion approach
advanced by Mr. Uilliam Van Alen. Under chis approach Mr. Van

Alen constructed a paleoscructure map depicting the greater
Trading Bay feature ac chc <cime hydrocarbons were deposiced in

che reservoir rock. This paleoscructure map “was constructed
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using all available well daca by (1) rescoring -all fault blocks
co che positions they occupied before faulting cook place, (2)
undoing the effects of compression acting on che scruccure, and

(3) restoring che location of sediments co their original posi-

tion. The result was thac Mr. Van Alen demonstrated che
existence of anancescral Trading Bay anciciinc dating batk
approximately 60 million vyears. The Trading Bay and McArthur

River features which exist today evolved from a once undtsccrced
anticline similar in general appearance co chac ac Middle Ground
Shoal. Uere | co adopt Mr. Van Alen's approach, | would deny che
Union-Marachon applicacion on c¢he ground thac both <che Trading
Bay Mo. 1-A and Grayling Mo. 1-A wells penetrated features che

origin of which was a single anticline.

I have accepted che accuracy of Mr. Van Alen's paleo-
struccure map as well as his outstanding analysis of che general
development of Cook Inlet geology notwithstanding some contrary
interpretations submitted by Union-Marachon. However, | do noc
believe chac the existence of an ancescral Tracing Bay anticline
is pertinent to chis decision. Given the incentive nature of che
discovery royalty program, ic is ny belief chat the determination
should be mada on the basis of che geology as it existed ac che
time of che alleged discovery, regardless of whecher chac geology
was substantially different at an earlier period in cime.
Otherwise, the program night noc have accomplished ics purpose of

encouraging the discovery of new geologic structures.
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Second, | did noc employ chc K6S concepc used by che
USGS in <che adminiscracicn of che Federal Mineral Leasing Acc of
February 25,7 1920. 41 Scac. 437, as amended, as described furcher
in USGS Circular 419. Thac che KGS concepc is noc disposicive
of che issue is demonscraced by che confliccing cescimony of
Emcece Finley and Joseph David "Red" Cerkel, boch formerly
serving as chief of che Minerals Classificacion Branch of che

USGS, che agency responsible for making KGS deccrninacions.

3ased wupon well complecion reporC3 fc.om <chc original
Trading Bay No. 1-A well, Mr, Finley drew che KGS boundary around
che 7000 fooc <concour (cssencially describing <che Trading Bay
feacure). When shown che well complecion reporcs from che ocher
Trading 3ay wells andche Grayling No. [I-A well, Mr. Finley
scaced <chac USGS practice would have been <c¢co extend <che KGS
boundary <c¢o encompass boch areas. Thus, his opinion was chac
only one KGS would have been drawn around che Trading Bay and
McArchur River features by che USGS. Mr. Finley adhered co chis
conclusion even afcer reviewing Union’s afcer-acquircd evidence
graphically displaying che best current geologic understanding of

che Trading 3ay and McArchur River fields.

However, based.on che information available ac che cine

of Union-Marachon's discovery royalcy applicacion for che

Grayling No. 1-A well, Mr. Cerkle testified chac he would have
placed an undefined KGS around each feature. ‘Then presented with
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che updated infornacion, he cescified chac ic was sufficient Co
completely define <che areas and warranted cheir formal promul-

gation as cwo separate defined KGSs.

Further, Mr. Ed Hall, a wicness appearing cn behalf of
Union-Marachon, systematically reviewed USGS KGS decerninaciohs
in various oil and gas provinces around che United Scaces and
demonstrated conclusively chac USGS \raccice varied substantially
from area <co area. He proved chac eicher Mr. Finley's or Mr.
Cerkle's approach mighc have been wused in <chis case. Moreover,
che KGS concepc was used by che USGS co make decerninacions as c¢o
whecher lands would be leased compecicively or noncompecicively,
noc for discovery royalty awards. The compecicive determination
is considerably less crucial chan a decision as c¢o whecher a
lessee is co receive a discovery royalcy award, and substantial

flexibility in applying che KGS for ics original intended purpose

is accepcable, since che principal effecc is on prospeccive
racher chan existing lessees. This may explain why che UGS did
noc feel compelled co issue Circular 419 wur.cil 1959 despice che

use of che KGS concepc in thousands of compecicive/noncompecicive
determinations since 1920, and the observation in Circular 419
chac no phrase in the 1920 Mineral Leasing Acc "has resulted in
more speculation as to ics precise meaning chan che phrase ‘known
geologic scruccure of a producing oil and gas field."" In
essence, chc KGS concepc was far less precise chan che cask ic

was expected to accomplish in circumstances such as presented by



chis case. Ic worked adequacely isi obvious cases and noc well

all ir. closer ones. Therefore, while che auchors of Alaska's
discovery royalcy—statute and regulations nay have incended co
follow federal practice, <che KGS concepc did noc provide suffi-

ciently specific criceria to properly found a decision.-"

A chird approach which did noc presenc a sufficicnec
basis for dccerainacion of chis case was chc "doninanc scruccure'’
concepc used by che department during che early 1960s on a number
of discovery royalcy applications. This concern, developed by
Thomas Marshall, was used as chc basis for rejecting discovery
royalcy applications filed by Aclancic Richfield for certifica-

tion of ics Uesc Foreland Unic Mo. 3 and Trading 3ay Scace Mo. |

wells, by Texaco for ics Trading Say Scace Mo. | well, by Amoco
for <che Redoubt Shoals well, and by Union-Marachon for che
Grayling Mo. I-A well. Ail of <chese appiicadons exccpc che

Crayiing applicacion were rejected on che basis chac che geologic
scruccure on which each well was locaced was pare of che pre-
viously certified Greater Trading 3ay geologic scruccure. The

Grayling application was rejected on chc basis thac insufficient

* / In addition, none of che regulations implementing chc Alaska
Oil Proviso, che federal counterpart co Alaska's discovery
royalcy program, ever used che term "known geologic scruc-
cure of a producing oil and gas field." Rachor, like
Alaska's discovery royalcy provision, che cerm "geologic
scruccure™ was used. There is, therefore, no express
applicacion of che Circular 419 KGS raechodohjgy contained in
either federal or scace Law governing discovery royalties.
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subsurface information existed <c¢co determine whether or noc che
McArchur River feacure was overlapped by che Greacer Trading Say

scruccure.

Mr. Marshall cescified chac chis approach was designed
co creac essencially incacc anticlinal areas as dominant struc-
tures for purposes of aggregating discovery royalcy applications.
It was devised in response <c¢o che ‘inherent ambiguity of che
discovery royalcy statute. The scacucc provided for the award of
a discovery royalcy co che firsc well drilled on a new "geologic
scruccure™ which, from <che standpoint of geology, <could be as
large as Cook Inlec or as snail as a nicrofold. Two competing

objectives needed to be reconciled in che context of chc inherent

ambiguity of the statute: (1) che provision of a sufficiently
strong incentive co encourage che oil industry co venture expedi-
tiously into a frontier oil and gas province, and (2) che need co

avoid a discovery royalcy approach which would result in che
award of a discovery royalcy for every new accumulation of oil

chat was found.

Generally, c¢hc deparcmenc did an excellent job in <che
award of discovery royalties: a review of all discovery royalcy
awards for Cook Inlet shows chac only one was made for each major
anticline in chc Cook Inlec area. Any ocher approach would have
resulted in <coo few or too many awards to have successfully

meshed the competing objectives mentioned above. However, all of



che ocher anticlines in COOk Inlet are relatively intact and
undisturbed: the Trading Bay/McArthur River features constitute a
geologic exception <co the pactern of reservoirs discovered in
Cook Inlec. The "dominant scruccure™ concept is sinply overly
general <co provide a conclusive answer to a situation where
a once single anticline was subsequently severely compressed,
distorted, and offset into cwc distinct features. As a result,
che "dominant scruccure"”™ concepc does noc provide a sufficient
basts co deny a discovery royalcy award solely on a finding chac
a well is locaced on che same essentially incacc anticlinal area

as a previously certified discovery well.

Consequently, in order to determine whether che
Grayling Mo. 1-A well was drilled on che same "geologic scruc-
cure™ as che Tracing 3ay Go. 1-A well, there must be an inquiry

based on a common sense analysis of chc purposes of che discovery
royalty program. I have determined that this inquiry must have

two parts:

Praririllir.q Zxocctocicr:: Did che lessee's opportunity
to drill che Grayling Go. I-A well on <c¢he McArchur RLvecr pros-
pect. based on chc information available ac che cime chc decision
was made, constitute a. proposition of sufficient risk with
respect ro che possible discovery of a new reservoir such chac
che scace would wish <co encourage ic by providing a discovery

royalcy incentive?
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Pose"drilling Verification: Did che geologic evidence
generated afcer che Crayl*r.g No. L-A well was drilled cend co
confirm che lessee's initial belief —chac <c¢che McArchur River
feacure was reiacively distinct from che Trading Bay feacure. and
chac a decision <co drill conscicuced a risk which should be

rewarded by granting che discovery royalcy incentive?

The Predrilling Expectation inquiry is necessary
because <che discovery royalcy incentive operates ac che time a
lessee is faced wich a decision <co commence a well on a new
orosoecc. If che geologic information chen available indicated a
magnitude of difference 1in tr.e characteristics of che Trading Bay
and McArchur River features, the potential award of a discovery
royalcy could substantially influence che outcome of the decision
on whecher 3r.d when co drill chc well, which was che purpose of

the discovery royalcy program.

The Pcst-drillir.g Verification inquiry is required co
demonstrate chac chc Precrilling Expectation, as contained in che
lessee'd geologic interpretation of che area, was noc seriously
in error as a result of substandard evaluation efforts and chac a

distinct structure has been discovered.

The Prcdrilling Expectation factor is important;
reliance solely on geologic information acquired Ilong after a

well has been drilled to adjudicate an application would render
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che discovery royalcy concepc a mere sporting proposition. The
Pose-drilling Verification factor is equally necessary; inade-
quate geophys-ical evaluation ac the time of a decision co drill a
well could make a gamble out of whac would be a virtual certainty
for a prudent lessee, and the incentive would be promoting
inefficiency. Therefore, boch inquiries muse be satisfied to

juscify che discovery royalcy award.

D.  Analysis
1. Predrilling Expectation. The decision by I'nion-
Marachon c¢o drill che Grayling No. 1-A well was accompanied by

sufficient risk wich respecc co discovery of a new major reser-
voir. given che informacion available ac che cime, as co juscify
che provision of an incencive by <che scace. for che following

reasons:

a. Union-Marachon*s recognition of

of cwo separata feacuras in che Trading Bay area resulted from
daca provided by their 1959 offshore seismic survey of Cook
Inlec. The results of offshore gas exploder seismic surveys
conducted in 1960-1961 in preparation for a 1961 scace lease sale
further defined these <c¢wo structures. At thi3 time, the com-
panies assigned separate code names to both prospects. Although
evidence indicated that Union-Marathon was aware of the discovery

royalcy implications inherent in <chc designation of c¢wo scruc-
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cures racher chan one colleccive Trading 3ay scruccure, ic is
apparenc chac che companies considered <chese separace feacures
wich differing characceriscics. Mr. Richard Lyon cescified chac
che seismic daca on che Trading Bay feacure consiscenclLy showed a
sharply defined and accraccive pocencial encrapping mechanism.
The daca for McArchur River, however, was Less consiscenc. While
indicacing che presence of an ancicline which mighc be a
considerable reservoir, che ancicline was shallow and less well
defined wich a subscancial possibilicy chac insufficienc closure
exiscea Co concain any hydrocarbons which mighc have been
produced. As a resulc, Union-Marachon bid <cen cimes <che bonus
money co acquire che cracc overlying che Trading 3ay feacure as

ic did for che cracc covering che McArchur River feacure.

b. Seismic work done in 1963 and 1966 f
defined chese cwo prospeccs and was used co locace sices for cesc
wells. Predrilling incerprecacions of chis seismic daca showed
che exiscence of cwo feacures separaced by faulcir.g and a syn-
clir.e ac boch <che shallow and deep horizons. In 1966 separace
ATEs (auchorizacions for expendicure) were prepared for manage-
ment approval or che cesc wells co be drilled on each geologic
prospecc. Mr. Lyon cescified <chac chc presence of a discovery
royalcy provided him wich addicional supporc wichin his company

in che ccmpecicion co obcatn AFE3 for boch wells.



C. In 1965 <chree wells (including che Trading

Bay No. I1-A discovery well) were drilled co Locace che accumu-
Lacion iimir-s of che Trading 3ay scruccure and co define che
boundaries of cheTrading Bay scruccural crap. Whileche Trading

Bay discovery did confirm <chac che Hemlock was a producing zone
1

wichin ac lease pare of che colleccive Trading Bay area as it was

elsewhere in Cook Inlec. <che evidence of subscancial faulcing

becween Trading Bay and McArchur River (and cherefore che likeli-
hood of noncommunicacion becween any produccive zones) was, if
anyching, reinforced. Moreover, doubcs regarding closure of che

McArchur River ancicline were in no way diminished.

d. While ic may have been togiscicaily ccnve-
nienc for Union-Marachon c¢o move ics drilling barge souch from
Tracing Bay <co driil <che Grayling No. 1-A well, Tom Marshall

cescified chac chis accion definicely represenced a scepping ouc
by Union-Marachon inco an area of very considerably uncercaincy.
Ic muse be remembered chac che seismic daca and even well daca ac
chis poinc were very scarce and relacively unreliable. Moreover,
all of che weils in chis area were offshore, and chere was no
surface geology which <could be wused <co assise in confirming
Jeismic daca incerprecacions. Mosc imporcanc, alchough ic s
difficulc co appreciace now chac placforms are a roucine pare of
che landscape, Cook Inlec was a froncier area during che years
shorcly afcer scacehood. Wich che presence of ice, severe cides,

and highly adverse weacher condicions, chere was“no assurance



chac chc area would be successfully developed even if hydro-
carbons were presenc. lc was viewed, cherefore, much as che
Beaufort Sea'or che Chukchi Sea are looked ac now as pocencial

oil and gas provinces.

e. While che Hemlock zone which produced oil ac
Trading Bay was considered prospective, Union-Marachon were more
attracted by structures ac shallower horizons. Thus, the prime
target with respect co pocencial reservoir rock was different ac

McArchur River chan ac Trading Bay, increasing che risk factor.

f. In summary, c¢he McArchur River prospect was
very much <che type <chac <che scace would have wanted co have
explored. The area was definitely doubtful despite a discovery
ac Trading 3ay, buc che pocencial recurns were large given che
size of che prospecec. Seismic daca existing ac che cine before
Che drilling of <che area indicaced c¢wo separace prospects of

considerably different characceriscics and risk, and would have

been so viewed by any competent lessee. Under chese circum -
stances . che applicacion of an incentive <c¢co obcain <early and
expeditious drilling of the McArchur River prospecc was plainly

*
in che scace's inceresc.-

*/ Whecher che discovery royalcy program actually caused or
influenced Union-Marachon's decision co drill che Grayling
1-A well is irrelevant. To deny an award based on che face
chac che particular lessee would have drilled che well
anyx~ay for ics own reasons would be unjuscl*/’punitive. The

quescion is whecher there was sufficienc risk or doubc
regarding success chac Che scace would have wanced co
encourage an affirmative decision co drill.

-84-



2. Pose-DrillLine Verificacion. The afCer-acauire
evidence submicced by Union-Marachon demonstrates chac che
sicuacion occurring ac che Pre-Drilling Expectation scage was as
perceived, and chac che risk involved ac che cime justified che
applicacion of <che discovery royalcy incentive. In face, che
afcer-acquired evidence subscanciaces chat che separateness a;d
differing characceriscics of che respeccive reservoirs was
scmewhac greater chan believed in 1965. This conclusion is
warranted by che following faccors:

a. Evidence presenced by <che applicant denon-
scraces chac chere is no overlap in any gas or oil formation
becween che Trading 3ay and McArchur River feacures.

b. The extensive number of wells drilled in che
intervening area becween <che Trading Bay and McArchur River
feacures cscablishes chac chere is no communication becween
hydrocarbon accumulations in eicher of che feacures.

c. Although boch <c¢he Trading Bay and McArchur
River feacures possess oil bearing sands in che Hemlock
formacion, <chere are boch gas (above D zone) and oil (Wesc
Foreland) producing horizons in che McArchur River feature which

are noc present in che Trading Bay feacure.



d. The geochemistry for McArthur River
carbons differs significantly for parafins, aronacics, and

napnhenes fr5m chac discovered ac Trading 9ay.-

e. The area becween che Trading Bay and McArchur
River feacures s cransecced by a massive strike slipfaulc. The
area wichin c¢he Trading 3ay feacure which ac <che <cine of che
ancescral anticlLine was opposite che McArchur river feacureis now
3 1/2 miles co che ease. Moreover, chere is a very large
displacement of the Hemlock cone co che excenc chacic is 3,500

feec deeper in McArthur River chan in che Trading Bay feacure.

lc is che lasc factor which is most persuasive. When
looking ac che oil and gas fields discovered in Cook Inlet, they
are nearly ail readily aiscernable and incacc anticlines wich
primarily a single defined reservoir wichin each. One discovery
royalcy was awarded for each of chese anticlines, t/hile nearly
all of chese anticlines contain some local faulting, no discovery

royalcy was awarded before or after che Grayling 1-A well on che

* [/ While che applicant claimed chac chis resulted from differ-

ent geologic origins of Trading Bay and McArchur River, it
is my opinion chat <che McGoon and Claypool report (refe-
renced in Exhibit | to Mr. Van Alen's *testimony) is more
likely correct. lc is cheir belief that wvariations in
geochemistry resulted from differing bacterial deterioration
races of accumulated hydrocarbons during the post-
deposition stage rather chan from a cocaily different
geologic origin in <che context of source rock. However,

chis decs noc affecc my conclusion <chac che once existing
Trading Bay ancescral ancicline developed into two very
distinct structures.
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basis chat local faulting created separate structures (in fact,
most applications initially filed on this basis were later
withdrawn). The greater Trading 3ay/McArthur River area, however,

is the one heavily distorted and displaced ancicline in Cook

Inlet, che only one in which major oil accumulations are divided
by a large regional fault (in fact, <c¢he only regional fault
present in Cook Inlec), and substantially offset in wvertical

distance as well.

In the context of Cook Inlec geology, the pattern of
discovery royalty awards, che purpose of che discovery royalty
system, and che potential risk of drilling on the McArthur River

feacure (which appeared very different from <che Trading Bay

feacure before drilling and was confirmed co be very different
afcer drilling) justifies the conclusion chac (1) boch che
Predrilling Expectation and Post-drilling Verification analyses

confirm che propriety of applying a discovery royalcy from che
standpoint of che purpose of che program, (2) McArthur River s,
therefore, a separate geologic structure from the scruccure ac
Trading 3ay wichin chc meaning of che discovery royalcy statutes
and regulations, and (3) Union-Marathon is, therefore, entitled
co a discovery royalcy award for all production from lease ADL

17594.

Juneau, Alaska.

ueoiirQ~rrfayns” /
Deputy Corranissioner
Department of Natural Resources
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nal sponsor: The Rules Committee
J™qucat of tho Governor

Offer.::: J,-10/69

THE SENATE BY THE COMMERCE COMMITTEE
CS FOR SENATE DILL NO. 81
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTH LEGISLATURE - FIRST SESSION
A BILL
an Act entitled: "An Act relatingto oil and gao leases; and providing
for anefftotlvo date."
IT ENACTED BY THE LEGISLATURE 0? THE STATE OF ALASKA:
* Section 1. AS 38.05.180(a) is amended to read:
(a) All tide and submerged lands, mental health lands, school
lands, and university lands shall be leased by competitive bidding,
and whenever oil or ga3 13 discovered In commercial quantities, the
commissioner shall determine the extent of the area of lands In addltlor
to tide, submerged, mental health lands, school, or university lands
in the same general area of the discovery well which, by reason of
tho discovery, the commissioner reasonably believes to be capable
of producing oil or gas, and the additional lands shall be leased to
the highest responsible qualified bidder by competitive bidding undor
general regulations, in unité of not exceeding 2,560 acres (except
that tide and submerged lands shall be leased in units of not exceeding
5,760 acres), which shall be as nearly compact in form as possible,
upon the payment by the lessee of such bonus as may be accepted by
the commissioner and ofsuch royalty as may be fixed in tho lease
which shall not be less than 12 1/2 per cent in amount or value of
the production removed or sold frerr. the lease. [HOWEVER, THE HOLDER
OF A LEASE WHO DRILLS AND MAKES THE FIRST DISCOVERY OP OIL OR OAS IN
COMMERCIAL QUANTITIES IN A GEOLOGIC STRUCTURE SHALL PAY A ROYALTY ON

ALL PRODUCTION UNDER THE LEASE OP FIVE PER CENT FOR 10 YEARS FOLLOWINO
THE DATE OF DISCOVERY AND THEREAFTER THE ROYALTY RATE SHALL BE HOT

-1- CSSB 81 am H



uSS3 T"AN 12 1/2 PER CENT, PROVIDED, HOWEVER, THAT THE ROYALTY RATES
POR THE FIRST DISCOVERY IN ANY UNPROVEN AREA OF THE COOK INLET SEDI-*
MENTARY BASIN SHALL HOT BF LESS THAN 12 1/2 PER CENT UNLESS THE COM-
MISSIONER SPECIFICALLY PROVIDES THAT SUCH ROYALTY SHALL BE LESS AT

TIME SUCH LANDS ARE OFPERED FOR LEASE AND IN NO EVENT SHALL SUCH
ROYALTY BE LESS THAN FIVE PER CENT.] AIl lands othor than those above
provided to bo leased by competitive bidding nay be leased competitive
or noncompetifclvely as determined by the commissioner to be In the bes
Intorest3 of the state. Noncompetitive leases shall be Issued In unit
of not exceeding 2,560 acres In any one lease. Noncompetitive leases
shall bo conditioned upon the payment by the lessee of a royalty of

12 1/2 per cent In amount or value of the production removed or oold Vv
from the lease. [HOWEVER, THE HOLDER OP A LEASE WHO DRTLLS AND MAKES mm
THE FIRST DISCOVERY OF OIL OR GAS IN COMMERCIAL QUANTITIES IN A QEOLOO-’
IC STRUCTURE SHALL PAY A ROYALTY ON ALL PRODUCTION UNDER THE LEASE OP
PIVE PER CENT FOR 10 YEARS FOLLOWINO THE DATE OP DISCOVERY AND THERE- ,
AFTER THE ROYALTY RATE IS 12 1/2 PER CENT.] Competitive leases issued
under this subsoctlon shall be for 10 years except that in the Cook
Inlet sedimentary basin. leases shall be for a primary term of not more
than 10 years and not less than five years at the discretion of the i
commissioner, and shall continue so long thereafter as oil or gas Is *
produced in paying quantities. Noncompetitive leases Issued under this
subsection shall be for a primary terra of five years and shall continue
no long thereafter as oil or gas Is produced In paying quantities. [Ifi
drilling has commonced on the expiration date of the primary tom of
the lease and is continued with reasonable diligence, such operations
to Include redrllling, sidetracking or other means necessary to reach
the originally proposed bottom holo location, the lease shall continue

In effect until 90 days after drilling hao ceaoed and for so long
58 81 am H , ]



thereafter an oil or gao la produced In paying quantities. If all or
part of the lands covered by the leaae are lands that have been se-
lected *y tho state under lawg of the United Staten granting lands to
the atate and a patent has not been Iscued thereon, a conditional icaao
may be Issued. However, no term extenrlon may be granted for the
period during which the leaae waa conditional.[CONDITIONAL LEASE WAS
ISSUED THEREON, THE TERM OP THE LEASE SHALL BE EXTENDED FOR A PERIOD
EQUAL TO THE PERIOD DURINO WHICH THE LEASE WAS CONDITIONAL]

* Sec. 2. This Act takes offect on tho day after its passage and approve

or on tho day It becomes law without approval.
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1IUUSI. JOURNAL A'l*1 16» 1

wan called to order at 11:?70 a.m.

tlidreM his objection. There being no further
amendment No. "3 war. adopted.

R by l'elme:

line 6: Strike "period" and add "provided the

%gpllcant nhall have complied with
00.00.110(0)"

Rr.i. Reirne moved and acked unanlmoun concent »hal amendment
No, Abo adopted. Hr. Nuesn objected. Hr. nuerm withdrew
hte objection. Hr. Tweet objected. Vr. Tweet withdrew bin

ARk thRptedhere being no further objection, nmrndrwnt No.

Rrn. Relrne moved nnd acked unanimous concent that COMMITTEE
SUBSTITUTE HoR ROUTE RILL NO. 332 amended be considered en-

grossed, advanced to third rendlngi and placed on final pan-
nage, There being, no objection, 1t wan no ordered.

GRMYKITEE SYRSTITUTE FOR ROUTE PILL NO. 33? amended was read

The question being "Shall COMMITTEE 3UBSTITUTF. FUR HOUSE
BLLL H,lO §§||o%‘?{‘é’99998?? the Noune7" The roll wan called
Yean: J? - Am’-rson, Danfleld, Relrne, I'oardmin,

Porer, Rradner, Bronson, Cornellun,
Croft, Deveau, Ellanon, Nuena, Narrln,
Haugen, Rennley, Hfllntrand, Holman,
Holm, Jacknon, bay, McOIIl, McVeigh,
Hlller, Orteek, lauknn, Reever, Rrttlr,
Tackett, Schwann, Tweet, TIllllon, Young.

Nayn: 5 - Fink, Frrttula, Metcalf, Ray, Saasara.

Escused: 3 - Chance, Mosea, Tcratrovich.

And so," COMMITTEE SUBSTITUTE FOR HOUSE BILL NO. 33? amended
§esdretfte House and was referred to the Chief Clerk for en-

Hr Ouesa roved and arked unanimous consent that the House

(r)%JeCt[I Rt%or%ugg Havedr ng Fommlttees There telog no

REfI'RTS nr TTAHMHd COMMITTEES

CS3B The Finance Cormtttre has hid C°KMIT7tE TI'RTTITUTF. FOR SHI-

ATE DILL HO. 01 (relaMng to ctl and raa lIcises) under con-
sideration and a majnrlty of the nenhera ©r the coerlltee
reeomrndn It do pats with the following a-endment’

amendment Ho. |by the Finance rom ltte « :

Tare J, lines 1 ttrough A Restore deleted eaterlal on
linen 1 through Aending
with the word AVR

Fage J, line a: |Insert following material after AVD

"patent has not teen Issued thereon,
a conditional lease ray be issued.

April 16, 1960 HUt/T1 JhtIRNAL

However, no tertn extenclon may lie CSSR
granted for the period during whloli 01
the leanc wan conditional.”

The report wan nlgned by Mr. Roy, Chairman, and concurred
In by Ray, Croft, Bradner, Tackett, Haugen and Borer.

COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 01 wan referred
to tho Rules Committor for placement on the calcndnr.

CONSIDERATION OF PALlLY CALENDAR (continued)
SECOND PEADINN OF SENATE BILLS.

COVMITTEE SUBSTITUTE FOR SENATE BILL NO. i91 (relating to LSTI)
property egempt from execution) was read the necond time 191
with the Judiciary Committee report (pngen 710 - 71d of the

Journol).
amendment Ho. 1 by the Judiciary Committee:

fnge 1, linen 1A, 17 and 10: Delete "a single pernon"
and Innert In 1ta place
"he la not tlm head of a

family."

Hr, Cornel lua moved and naked unnritnoun connent that amend- USSR
ment No. 1 be adopted. There being no objection, amendment I'M
No. 1 wan adopted. nE!
Mr. Cornelius moved nnd asked unanlmoun consent that COMMIT-

TEE SUBSTITUTE FOR SENATE RILL NO. 191 amended by the House
be connldered «ngroaned, advancedto third reading nnd pieced
on rinal paas.ge. There being noobjection, It wan aoor-

dered.

COVMMITTEE SUBSTITUTE FOR MOUSE BILL MO. 191 amended by the
House was read the third time.

The question being: "Shall COMMITTEE SUBSTITUTE FOR HOUSr
BILL NO. 191 amended by the Mouse pans the |louae7"” The roll
wav called with the following result:

Yeas: ?9 - Anderson, Bsnfleld, Beirno, Poardmjn,
Bronson, Cornelius, Croft, Devesu, rib*,
duesn, Haugen, Honaley, Ho),man, llolr,
Jackson, F.ay, Kerttuln, Metcalf. Hiller,
Moaea, Orbeck, Faukan, Reevon, Retttg,
Tackett, Sansara, Schwnrm, Sweet, Young.

Nays: 6 - Borer, Bradner, Ellason, Narrln,
II' 11ntrand, Tllllon.

Chance, Medlll, McVeigh, Reratrovich,
Pay.

Fscused: 5

Hr. Ellason changed Mn vote froe yea to nay.

And so, COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 191 an»nded
by the House passed the Koue» and was referr-d to the Chief

Clerk for engrossment.

SFKATt DILL MO. !6 (relating to the rtfhta of Inltlstlvr, 3D

referendum and recall reserved to the people of the
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And »o0, HOUSE KILI, 110. J'Il pnsnod the lloune.

Mr. fttty moved nnd nr.ked unanimous consent that the roll coll
on the pnnnnpe oT HOUSE DILI. HO. 31 he conrldered the roll

coll on the effective dole clause, There helm* no objection,
It won no ordered.

HOUSE Ktl.L 110. JM *03 referred to the Chief Clerk Tor en-
pronnment.

IIOJIR LI, HO.iTi frclatlnp to the examination for communl-
cable diseases of persons In custody) van read the neeond
time with the Health, Welfare nnd Education Committee report
(pope 333 of the Journal) nnd the .ludlclary Committee report
(papes 7'tj - T>< of the Journal).

Mr. Cornelius moved and ar.ked jnanlmoun connent that COMMIT-
TEE SUBSTITUTEFOB HOUSE KIM, 11). 2?73 he adopted In lieu or
HOUSE 111Ll. 110.?73. Mr. fluess objected. Mr. Huesn withdrew
hir. objection. There belnp no rurther objection, COKMTIF.K
SUBSTITUTE »CH HOI'A KIM, 110. 27 3 wer, adopted.

Mr. Cornellun moved and .inked unanlmoun connent that COMMIT-
TEE SUBSTITUTE ion HOUSE DILL no. ?7) he considered en-
rronsed, advanced to third readlnr and placed on final pan-
nape. There beinp no objection, It wanno ordered.
COVMMITTED r.miSTITtm HOD IIOSl: 11tL  1/O. ?73 wnn rend the
third time.

The question helnp: "Shall COMMILTTII SMHSTITUTF «'OD HOUSE
KILL HO. i*73 pass tlie lloune?" The roll wa! called with the
followlrtp renult!

feua: T? - Anderson, Pnnfleld, Belrne, hoardmnn,
Kronnon, Cornelius, leveau, Fink, Ouenr.,
Harris, llaupen, HIlllntrnnd, Hnhnan,
Holn, Fay, Kertluln, McOIIll, Detealf,
Miller, Moses, Orheck, I*ratrovich.
Hay, Fettlp, Sucketl, Schwa**, Swect,
TIlllon, Younr.

Hays: r,- Korer, Uradner, Croft, Ill.neon, peever,

Cc- Chance, llennley, dack-on, McVeirn,
faukan, Saasara.

r<.. no, ruicTITirrr. roB IHONSB DILL ho. ?7i passed
the | House and wanreferred to the Chief Clerk Tor rnrronc-
nenl.

Excused:

SFVUU RFAT I17d nr r! ATl HIM'

COMKITTEl SUB3TITI.7K HIM SENATE DII.L HO. (relallnr to oil
and ran leases; ant providlnr Tor an effective dale) was
read the second tire with the resources Committer repor*
Ipape *.11 or the Journal) and the Finance committee rm| .,r*
fpiipea 7TH - 7?i, or the Journal).

amendwen* Ho, | ty the Flrionte Cemntlte*--

Fare » lir.e- | threu te-mrr deleted material on
lire' | tl,r'"urh * endtnc
fl'li *he wnrd AHIIL

April 17, TI/C.

Innert the followinr material «P’r
AHI!  "patent han not leeei Innurd
thereon, a condit ional lease may ie
Innued. However, no term oxten on
may he pranted for the period durlnr
which the leone wan conditional."”

Pare ', line*

Mr. Croft moved and anked unanlmoun consent that amendment
Ho. 1 he adopted. Mr. Kay objected. Mr. Kay withdrew hlo
objection. There helnp no rurther objection, amendment llo.

1 won adopted.

Mr. Croft moved ond oaked unnnlnoun conaent that COMMITTEE
SUB.'TITUTK KCH SENATE KILL HO. Hi amended by the lloune be
considered rnpronned, advanced to third readlnp nnd placed
on final panr.ar.e. Mr. Fink objected. Mr. Fink withdrew Ida
objection. Mr. Hcfllll objected. Mr. McOIll withdrew hin
objection, mere helnp no further objection, It was no or-

dered .

COMMITTEE SUBSTITUTE FOB SENATE KILL HO. Hi amended by the
House wnn read the third time.

The question helnp: "Shall COMMITTEE : UKS.TITUTE FOH SENATE
KILL HO. Hi omended by the House pans the House?" Th* roll
wnn called with the following result:

Yeas- 3? - Anderson, Bnnfteld, Belrne, hoardmnn,
Horer, Bradner, I/ronson, Cornel lu-,
Croft, feveau, Ellason, Pink, Cue- ,
Harris, llaupen, Ill11strand, lloln, Kay,
Ferttulo, McOIIl, Metcair, Moses,
Orheck, ferntrovleh. Hay, Heeven,
pettlp, SacVett, Sehvam, Sweet,

Tllllon, Yojfip.
Hays* 1 - Miller.

Moused: 7 - Chance, Hensley, Hchr.an, Jackson,
HcVelph, faukan, Samara.

And so, COMMITTEE SUBSTITUTE FOB SI.HATI KILL NO, Hi ->"-nde,j
by the llou-e panned the House.

Mr. Que.-in roved and anked unanimous consent that tl.e roll
call on the pannape O COMMITTEE SUBSTITUTE FOH SrhATF DILI.
HO. Hi areiided by the House be considered the roll call on
the effective dot" clause. There helnp no objection, It
was so ordered.

COMMTTI I "UPSTITtITK FOP SENATE DILI HO, *1 amended by the
House wer. reTrrred to tlie Chief Clerk Tor enprosnment.

Mr, McQl11 i i ti hi .-
P TRRE PROATORE ToB " Fh5R KA 6" b} " aendéd ¢ “the
House.

Mr. C->me|iu* pave riot |[ee of reconsideration of hlr v"t> on
CnMMITTI | SUKStnUTr. Ef H ."EIIATf Ktl.L NO* Ej amended tv |’**
llou e.

SMIATE KIM. HU. 1H7 aer.|jed (r’latlnp to thyme,,l rheraitPlt
anl prnvldinr for an rfrretlve date) war read the -ecrnd

tire wlt». if,e Health, Welfare and Education Cormiiirr report
fpare **U nr tl-e Journal) atvl the Cr.-**eree Coerltter re|ert
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January Id.
Aim*, If Il In aKri’itili' with the members of the
llona" ond Senate, | would sug.genl ) p.m., tliln

unme date, an the »In< for presentation or the
budget message and 1969*1970 budget appropriation
til Il to a Joint nrnnlort of thr Loginlaturc.

I Join with all Alaskans In wishing the members
or the Plrnt Session of the risth Stile l.egta-
hituro u productive am, rewarding amnion.

Host personal regards.

Sincerely youra,

s/ Keith It. Hiller
Kr|'lh 'it. Miller
flovernor"

m-..; A", prom tiik iiou’K

A message dated January 30, 1969, was read requesting
tli  Senate meet In Joint resalon January 10, 1969,
at 11:00 a.m. to hear the O'.vernor'o State of Affiles
metsage, and at j;09 p.m. to recrive the Governor's

budget (wear*age.

eni' r Hammond r iv | und anfeij onanlmour f nient ttiat
u nEsniir.” trui mlll«l to the House accepting their
Invl* it lon. Ttiei-" being re Il.Jectlon, it was no
rlere I

eii.il ¥ Mamnon 1r iv | .ind aake.i unantnous consent that
a re;-.age be sent to tti* Mouse asking It to Join with
the Senate Lkn,Inviting "Vngreaspan Howa[d V¥ P|E|b0Ck

« 1104 | ature Feorlar

L1 meLrme Leqis y
In, I'lhu There t. Ing « objection, "It was so orler"1,
Senat r IM igett requested r’mwd .'on to be eicmel
fr "ill of the nate fro*, t ).,/ until Konday,

fel.rutry t TI *e telng no objectton. It was no ordered.
mile isr.Mi.irr

rue >criliry r.| rt-1 that StHATL CrdICUHI'HIT RK-'OlJJ-

Tlotl 1ll. ii.unoi log tie la'e fc. t. "Mob” Martlett)
i1l imin ere. tl/ »ngie I, tgiel iy t*e TtesMrnt
and ..i>rotary ai i trar-»Ittr.| t (Im House Tor their

Cons ldeem 111.
b™"ti 'l A’ nil'™ A i <K toATt tu"!H.trrioils

MA-r. rotp’ifoht 'IT ni  L™ri 9 HJ. | by senator t'egtch.

Jji.uary id, lyily HEMATE JOUTINAL

rapivuulng concern of the Legislature for nound oil nnd
gi> 'ionserv.il lon practices In Alaska nnd directing that a
slulJy to made, was read the Drat time and referred to the
Resources Committee.

IHTPOtJUCTIOH AVD RKPKHKIICK OP S.KIIATE (t1LLS

SLIIATE IJILLL HO. 80 by Senator B. Phillip#, entitled:
"An Act relating to tho state museum."

was read the first time nnd referred to the State Affairs
Coaail ttoe.

SLIATK MILL HO. Rl by the Rules Committee by request Of
the (Jovernor, entitled:

"An Act relating to oil and gas leases; nnd providing
for an effective dale.”

was read the first tire nnd referred to the Resources
Cor/nlttee.

The Governor's transmittal letter covering SENATE MILL
119. 81 Is as follows:

"Jonuary it, 1969

Tlu» Honorable Jay S. llumnond
Chairman, Senate Rules Committee
Ali-kn Mate Legislature

Juneau, Alaska 99001

lu-ar Nr. Chairman:

Pursuant to Mat." Law nnd the Uniform Rules of the
t-.glolnture, 1 im transmitting herewith n till
entitled 'An Act relating to oil nnd gas leones;
and providing for an erf-etlvr date.*

Thin amendment eliminates ttie extension of term on
the leaae Tor londn on which the State hns only
tentative approval at the tl*e of leasing. A con-
ditional lease pas often been ;onntdercd by most
eo-| intr as drillable title and the fact of ron-
Ultlonallty 1 no detriment to development or the
lej-e*. 3c,mo leases fiave eilended to |9 years. 1
r-u 1 tt.at the State did not eontcrplate nor intend
for a lessee to be entitled to hold a lease beyond
a I'n year primary ’era. This- bill also reverts to

> >mtrra ii ind gas lIras*, nt thr
discretion of the ti'parisent. The shorter irro
will hasten drvejr.fiscnt and drilling activities In
miny are*- and will open up rore ipportur.lt l«* for
ojl kr stales and Indc| endents not presently
art tv* ,r. Alaska, by causing the land to be released
at an earlier date,

Mhcrrely yours
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VIt il 'K (wo reaulutions WON referred lo the Rule#

F\[I

tnnllli/r for plaCCllx nt Oil the COlendut’,

I'M The .'Hate Arr.ilm Commitlee hua had SENATE CONCURRENT

-_—3

1})

n»R
i<

RESOLUTION 110. 1 (study of Alaskan natives' employment)
h i t' conatclerntlon arid the committee recommend#

*i ilo pass. Tin* report was signed by Senator Eng.itrom,
iliitimm, und concurred In by Senator# Koslmky, Merdea,
ttiitruvich and Blodgett,

SENATE CONCURRENT RESOLUTION 110. 7 was referm| lo the
Rules Committee for placement on lie- calendar.

Senator Uleaflet t moved and aaked unanimous consent
that lil-l name tie added aa a sponsor on SENATE COHCUIIRENT
bWQFéJJION llo. 7. Tltere Pelhr no objection, t* wi- :.o

Tlie .Hale Affalrs Connttiee bus had SENATE 1*111 110. 10,

(rt. Jtm oft.,i. pUtIetll under consideration and the
n*litei ncom eiei it d pass. Tne r'*port was alflned

by enator Inc,iron, Clmlrmin, and concurrel In b

enit i Merde , ltulrovich, Koaloaky and Blodgett,

MAI'K Kit.l. 110. In*, uni referred to tie- Mule- Committee
f o ill eirent I tlie J1 111 .

it™* ' it*~ aff.iirr Committee has had SENATE Kili1. 110 1JJ
(IMi-.m Right# ' mmlsili.nl m er consideration ani the
oJtter lIrene., fid" It 4 Tlie report W 31plied
l. i, it*.r In* 'i.m,CIi.iIi m, anl concurrel In Ly
eiit’t putnvicli, Hi'rle ind Blodgett, p* w..ii-urilng
*%»i. eenalor v .Insky t<.i,--i nd>: "0 nut |u -.M

oJIA7. HILL Ho. 1Jt wr refrrred In the Mule:. Committer
f"e placement em tlie al'-ndar.

Tici itl Affair Co-vilitf has hal CCI'MITTM "WK".TITUTt.
toi ikit 1 JOIN ei.t. r llo. i, i-. fHatlquo !l Cemetery
| Anlet | lie k> 1'M-r.It Inn Ud lie- eumnltte re<on-
— i it P, ti. He- |<pur| was s lrii, ttﬁllemtor
M is,, 'hi',iin( ,ml f| urtel In b T hull'Vich
o M ky ™ k! y o1

FilT 1 L'TICr 1100 |, ..,

ui, n T m*t t the Rule Committer f | | lae.*r< i.t m> the

lle]. I,r.

lit, Aff.ilt '.Viwlttr. b. hid 207 I JOINT hi [OIIfTIO
. It |(|MVM>f|I Ktv ".lirt , the lite :>(* p.
K,i 11+m 1 hi.let |It| t i il the — %|1le| t< |H|ell
[t 0 i Tin tii ft wi Ifi.i I by Jin,tor tnfl'-lton,

', »1lajn, ._jnt.# urre lin 1/ ii.atnr- Herdr*, Kutrovlch,
. Jl l(y ||*| I'it lice, t.

SENATE JOURNAL
February 19, 19t'i

HOlleK JOINT RESOLUTION NO. in won referred to the lluloa |||‘]R
Cummlttce for [>Ineemerit on the calendar. a

Ibe Statu Affairs Committee Inin had IIOUSK CONCURRENT NR
RESOLUTION NO. 0 (commending Senator Oruenlng) under
cnir.ilderail on nnd Urn meor.ml Itoe rccommenda It do pans.

riv report was signed by Senator Kngntrom, Chairman,

aid concurred In by Senator.™ Koalouky, Herden anil

Kutrovich. Not concurring was Senator Blodgett, who had

no recnmnendut loll,

HOUSE CONCURRENT RESOLUTION NO. C wao referred to the Rillen
Cornel I tee for placement on the calendar.

Thu Pittance Committer lias had SENATE RILL NO. 70 575
(appropriating. *r Legislative Affair# Agency) under
consideration and the committee recommends It be replaced
with COKNITTI I SUBSTITUTE FOR SENATE RILL NO. 70, with
the same title, and that the Committee Substitute do

Tie* rrp rt was alRned by Senator V. fhtlllpn,
Chairman, and concurred In by Senntora Lewlr., Bradshaw
eml HngglnnJ. Nut concurring wan Senator Hiller who hud
tio recommendation.
~ENATK MILL NO. 70 wsn referred to the Rules Committee for
Ihi.mi.i mi it.,, calendar.
The H<..>iurceii Committee hua had SENATE RILL NO. 81 (oil ?)'i
and ra 1 inenl under eon.mlderation and the committee

recommendlt do pn », wit.ii the following amendment:

Page Hue (i: "and the area north of the crent
of tne Brook# Range between tt*e
Arctic Ocean and the Alur.ku-
C.invlo border, arid *11 state-
+mWfieJ luildc seaward ', f this area.”

Page .*, IIf . Place period after "1? 1/." |*% rrnt,v
and delete remainder of sentence
which end# mi line 8 with the

wot!., "lean than five per cent."”
l'ug, ., line i; after word jlgaae#," Insert "In
Ti>* report wi Ig'.ed by "en.itor laltvr, Clialrman, and
eon ** | lit i*y eiiatur . * lutr 11et|

la" "lid .11 Infand. IEt 'OfICMrring was .'.enaler
(hrl 11m *n, uii " bid i.n recommend Inn.

NI RILL N . i wa ‘'eiirrej i the c*-m.r = Cc.slttfn.
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"mil nr Engslron moved itri'l asked utimilmnu.'i consent ttint
eIn Judiciary Committee report to adopted. There

ee Ini', no otjocl lon, the report wnn adopted ihno

iu.pt lug the amendment offerml hy the Judiciary Com-
rill too Ipage JOj ol- the Journal)’

"here holni' no rurther amendments, Senator Hammond
70.1 and naked unanimous connent that 3EIATE 1(111,
Illo. ti, urn, ho con.ildorod engrossed, advancoil to third
pending and placed on final pannage, There being no

Object 1nil, It win so ordered.

JLFIATH hIll, HO. 7J, an, was load the third time.

ri.o gno.itlon being: ".".hall 3ENATE hlil.l, llo. 73, nm,
fri.itl nal rnreal Income) pasn the "en.ite7H The roll
wjs taken with the following reault:

V'.in: 1* Reg!cl., Blodgett, llutrovlch,
Christlanaen, Erigalron, llagglond,
liner..nd, Jor.ephaon, Koalonky,
Mordcr., Miller, Palmer,

V. Phillips, Poland, Rader,
Thomasi Ziegler and b. lull Ups.

Nays: | Bradshaw.

Absent: 1 Lewis.
And so, SENATE HO. 73, am, passed the Senate.
BIAT: hil.l. HO. 1i, am, war. referred to the Secretory

for o,,tro3nmen* .

SENATE Itll.L HO. Si (oil and gas lenses) wna read the
second time.

on.itor llogglanl moved and asked unanlmoun consent
that the Commerce Committee report be adopted, thus
adept INR  COMMTIEE MISTITUTE FOB SENATE [(Itd. NO. 81.
:rnalor Hiller bjecled. :enator Miller withdrew his
object lon. Ther* being no further objection, the
'nmwrce Committer rr| ort wna adopted, thus alading
«OMMIrTEE HP."7ITUTI Kd! 3I.NATE hll.L HO. 81.

*here being no anendrenl-., Senator llar.mond moved and
taked unanimous connent that CCMNITTEE SUBSTITUTE

r Mv.tHATE HIM. HO. <! be eonalderrd engrossed, advanced
r third feuding ir.) place.| on fltial pasang'*. Witloiut
bjeellnn, Il was so rd'fej.

r.rmrm: sureruute kgii senate bill no. bi wa- rind
of< third time.

"V question f-li.g: Mall COMMTTI I. SUBSTITUTE KOH
. LNATE Utl.L HO. 11 foil ar.J gas lca.ae.ml pass ttir
r»> r J( »r taken with tlie following r’.'ult:

i» I'Vich, Blodgett, Brad mu,
Titrnvicli, Christian e».,
Err.Ton, Hagglat 1, n.imc.-r.j,

cpl.son, gr.mlosky, C'rJ. .,
M 1Xke, laimer, V. Phltill,

(*.land, Rader, Tl mas, Zlegir-r
I » rnlenr

March 11, 1i") SENATE JOURHM.

lInyn: 0 ﬁa

Abaent: | Lewis. 81

And :it), COMMITTEE SUUSTITUTE FOR SENATE BILL NO. ni
passed the Senate.

Senator Hammond moved and anked unanimous consent that

the roll call rin the passage of COMMITTEE SUBSTITUTE: FOR
SENATE hll.I. NO. 81 be considered the roll call on the
effective dote clause. Without objection, It was so ordered.

COMMITTEE SUUSTITUTE Foil SENATE HILL NO. 01 was referred
to the Secretary for eng.rosamcnl.

SENATE. BILL HO. .00 (search warrants) was read the second  SI)
time. 700

There being no amendments, Senator II'mmond moved and
asked unanimous consent that SENATE hll.I, HO. 70b be
considered ongroined, advanced to third reading nnd
placed on final passage. Without objoctlon, it was no
ordered.

SENATE, hll.l. HO. 700 was read the third lime.

The question being.: "Shall SENATE DILI. HO. 708 (search
warrants) pass the Senate?" The roll was taken with the

following result:

Veas: 15> hegtch, Blodgett, Bradshaw,
hittrovich, Christiansen, Engstrom,
llaggland, Hammond, Joaephaon,
K'.slosky, Merdes, Miller, Palmer,
V. Phillips, Poland, Rader, Thomas,
Ziegler ond B. Phillips.

Nays: 0
Absent: 1 Lewis.
AnJ so, SENATE BILL NO. 703 passed the Senate.

SENATE: BILL ho. 7n0 wis referred lo the Secretary for
engrossment.

3ENA7L DILI. HO. 718 (single Judicial ballot In each SB
Judicial district) was real the second line. T

There being no amendments. Senator Hammond moved nnd
asked unarimoos consent that SENATE BILL HO. 718 be
considered engrossed, advanced to third reading and
(laced on flrnl passage. Without objection. 1t was so

urd< r- d.

TE- |a* lion being: "Shall SENATE BILL HU. .'18 (single
Judicial ballet In each Judicial district) pass the
*m»1'5"  The rill was tukrti with the following result:
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M Anrnnii')" dated An*!' 1 IV, 1909, wa, read, nt.it lur.
, 5 the House has I'MJC'l SENATE HIM, HO. t.vj. ".EIATE

JOtIIT RESOLUTION 110. JO and SENATE COIICURHOMT
%4 RESOLUTION 110. JO nnd returning nan.-.

SENATE Ut 11 110. ?v>. nCfIATI .TOIfIT RESOLUTION 110.
on-J senate conco*itbKHT resolution in. 30 were
referred to the Secretary Tor enrollment.

C'SU Anernnre (latel April 1V, 1969, wan real, matin,” fh«
ul House hnn panned COMMITTEE SUUSTITUTE F1* "KIAT. will
flo. 1l (relnlinr to oil nn-1 (ton lessen) with the

Tollowl nr. amendment mil returning mime.

Rice 3, lri".* 1 through A Restore dolitel -aterlil
on linos 1 through A nudlti,: with AN),

Rare 1, line A Insert the following material art
Allt): " it"til h-M not fceei, ir.ruei tt.efrofi,
n rontlt tonal lenso m,y Lo Issued. How-
ever, no tern extension n-iv to- printed
for tlie fieri,>'| MrInr willoh lho lease -'as
conditional."

Senator h.atncr novel that the Senile concur Iti th’
House ameninent u C9»,ITTLK SODtTITJTt: u u “llIAi:
MILE 110. 01. :>ustor Kngnlrom nb'ecled.

eSenator Dutrovich novel =il naked un mim?uu Lii. -i
that tho House nejsae.. relating to 19" ITTEK FUM
STITUTE FOR SENATE 0111 *10. fl| he he) | «

legislative day Tor action ty tlie .Senate. There t-li.r
no objection, It wan =>ordered mil 'tie >ep,.» n .

war. Instructed to reproduce the iReii-Jnenls for

till ".rthutloll to all Senators.

Ct'S aner.mre dated Aprit 19, 1969, atnting tie- ft«ii- hid

n*. Fan.tel COVMMITTEE 30TH7ITUTI *OH SENATE hi EE TU. 1V
(pale-*)IRulea) lInteror.t allowed on ludgnent ) with t'o-
Toll owlno amendment mil returning sane, tiis »eee«l:

HOUSE COMMITTEE SIMSTITUTE KO! CVMTIEI T.'1. VI
for senate MEL no. no.

Tlie question being: "Shall tl»e Senate csn ir Jo IV
House nnrndnent to COMMITTEE SUR'TITUTI. 'O* T.SATE
UILL. 1O, 1jf (i»ul"nP* On voice vet*., tle

Senatr concurred, and the Secretary was Instra'tel to
r.o lirorn the House

IICS  110U3L COMM T/KE SUBSTITUTE F9P CO""ITTIK SUMSTtTVTE

r-.-H fo "Ell MEE NO. 1t< wan referred to tho Secretary
li% or enrol [aent.

AI'IE J1, 1999 3EHATE JOURNAL

A nor.saRe dated Apeli to, 1969, was rend, ntallfig the
lloune has panned COMMITTEE SUUSTITUTE FOR SENATE MLE
HO. 1A, amended, (electrlcol naTety) wlththe Tollowluk
amendment and returning name:

HOUSE COMMITTEE SUUSTITUTE FOR COMMITTEE SUUSTITUTE
FOR "ENIATE RIEL HO. 1A

Senator Thomas moved that thr Senate concur In the lloune
amendment.

The question being,: "Shall the Seriate concur In the
House amendment to COMMITTEE SUUSTITUTE POR SENATE I)IEE
110. IA, am?” On voice vote, the Senate fnlled to con-
cur In the House amendments.

The Secretary was Instructed to so Inform the House and
request that the House recede from its omendnont.

A mo.annge dat d April 19, 1979, wan read, stating the
House _has pe jed COMMITTEE SUUSTITUTE *OR SENATEDIEE
HO. 17A (at- e manpower trainlnr program) with the
following b vndnent, awJ returning name:

Page ?, line 9: Change one to three

Pape ?, line 10: ChanRe one to three

PaRe 2, line 11: Add s to member (twice In line)

Page .*, line 1»- Chanre one to three
Senator Hammond moved that the Senate concur In the
House amendments to COMMITTEE S'jJRSTITHTE FOR CERATE
DILE HO. 17A.
The question brine: "Shall Hie Senate concur In the
House amendments to C M’ITTEE SUUSTITUTE FOR SEIIATE

RII.LE 110. 17A?" On voice vote, the Senate concurred,
and the Secretary wis Instructed to so notlrv the House.

COMMITTEE SUUSTITUTE for SLIATK UILI. HO. 1/A, an I, CSSO
was referred to the Secretary for enrollment. arL/AI\I

A message dated April 19. 1969, wir. read, statlnr, the
llou-.e has passed the following resolutions, nnd they
ire herewith transmitted for consideration:

HOUSE COHCURPEHT RE30LUTIOH HO. ‘ji

HOUSE JOJHT PL.SOLUTIOII IP). 93

HOUSE COIICUPIIEMT RESOEUTIOH 119. '/ amended
PIRST REAUIHO ADD REPEPEUCE 0P HOUSE RKSOLUTI S..

HOUSE COIICUHREHT “ESOLUTIOII MO. ‘j2 by “e.,5ra. Eerttula
nnd Paukan, directing the Eetflaiatlve Council to
conduct u ntudv cn the reindeer Industry, wan read the
rir * ’lre and referred to tlie Resources Cor.mittee.
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HIXI'N LI-Sizi.atiomk - FI(IST CKSWiOIl

Juneau, Alaska April 22,

Klghty-.11 nth Day

Pursuant to adjournment the Senate wan called to order
Iy President Phillips nt i* I~ p.m.

Roll call Bhowed nil members present.

The prayer, offered by the Chaplain, the Reverend Ralph

Wegener, follows:

"Our heavenly wather, the Author of all freedom,
we |n thin hour do thank Thee lor the Croat

Land In which we live and for all Ila Panic free-

dom!. ‘'day this freedom mean for ua that we are

1969

u responsible people, each having special Interests,

and yd living In the hop" that a better tomorrow

Is actually possible. Way it mean that varying
opinions muy grow and live side by side and also
flow freely.

We ask Thy divine blessings on this Tenate.
Cause the members of this body to deliberate,
to debate, and to decide as Individualistic,
aeir-rellant, property-owning cltlsens

who are enlightened and aroused as they live In
this atmosphere of freedom to seek to solve our
comrgon problems and to provide for our common
good.

We ask this, humbly grateful for Thy many blessings

we do even now enjoy. In the Ileaned favlor's
precious name. Amen."

Tlie Secretary cert, riel as to the correctness of the
Journal for the elehtv-flfth legislative day In

accordance with the rules, ‘‘cnatar Hammond moved and
asked unanimous consent that the Journal be approved
un submitted. Without objection, It was so ordered.

Tie- message dated April 1J, 1x*> relating to COMMITTEE
JOISTITUTK ron 1tMATfc HILL MO. Ul (page 7bA of the
lournal) was read again with the House amendments.
This message had been held one legislative day for
study.

Tr-nutor Palmer moved and a-ked unanimous consent thm
the Cen.ite concur In the House amendments to co**VITTKh

C131-
81
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SUBSTITUTE FOR SENATE HILL )I(). 81 (relating to oil
nnd gas lenses). There being no objection, It vino
$o or'lepcil; and the Secretary was Instructed to no
Inform the lloune.

COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 31, nm II,
wan referred to the Secretary for enrollment.

A message dated April 21, 1969* wan rend, stating the
lloune has pnnned SENATE JOINT ntSOLUTION NO. >j
nnd SENATE BIEL NO. i 35 and returning name.

SENATE JOINT RESOLUTION NO. 85 and SENATE HILL NO.
735 were referred to the Secretary for enrollment.

A message, dated April JI, 1969, wan rend, transmitting
the enrolled copier, of the following resolutions
for the signatures of the President and Secretary!

MOUSE JOINT RESOLUTION NO. 5
HOUSE JOINT RESOLUTION NO. 6
HOUSE JOINT RESOLUTION NO. 5" ar
HOUSE JOINT RESOLUTION NO. "3
HOUSE JOINT RESOLUTION NO. 85
HOUSE JOINT RESOLUTION NO. 3.

The enrolled copies of the above resolutions were
signed by the President and Secretary and returned
to the Mouse.

A message dated April 21, 1969, wan real. Stating
the House has passed COMMITTEE SUBSTITUTE FOB
EMATE PILL NO. ii (Judiciary), amended, with the
following amendment, and returning same'

HOUSE COMMITTEE SUBSTITUTE FOR COMMITTEE SUBSTITUTE
FOR SENATE BILL NO. 23 .13 amended bv the Hour-;
the amendments follow:

Page 1, line 11; Insert after "operates",
the words: "or drives".

Page 1, lines 16, 19 and 20: Insert
"operating or" before the
word "driving". iMlet*
"or In actual physical
control c*4m

.Senator 'lhvrui; moved that the Senate ccntur In the
House amendment# to CT'MITTEK SUBSTITUTE rn” EIATE
HILI NO. si1 ("illclary). On voice vote, th" serial”
did not concur In the Mouse amendments. Th*
S.e-pctary wa; Instructed to so inform the Nome

aril ask It to recede from its amendment.

SENATE JOURNAL
April @i, 1969

A message dated April 21, 1969. was read, ntnttng
the House has passed HOUSE JOINT RESOLUTION NO. 67,
am, and transmitting same.

rm.e.T RKADLIid AND REFERENCE OK HOUSE RESOLUTIONS

HOUSE JOINT RESOLUTION HO. 57, am, by Messrs. Metcalf
and Rettlg requesting the construction of two additional
sea-traln clip facilities at the Port of Seward, was
read tho first time nnd referred to the State ArTnlrs
Committee.

COMMUNICATIONS
"April 19. 1969

The Honorable Brad Phillips
President of tho Senate
Alaska State Senate

Juneau, Alaska

Dear Brad:

I wish lo express my appreciation nnd thanks to
you and all my friends In the Senate. 1 have
spent many happy birthdays, but the Senate
blrhday party on Tuesday topped then all.

Again, many thanks to you, the other senators
and the Senate staff nenebers who made the
celebration possible.

Sincerely,

5/ Mark Jacobs, Sr.
"ark Jacobs, Sri™

Senator Hammond moved nnd asked unanimous consent
that th” Secretary send a r.essnge to the House
requesting the members to meet In Joint session with
the Senate members at 3:09 p.m. Thursday, April ?3,

1969, to consider the confirmation O recent appointments

by the Governor. There being no objection, It was so
ordered: the Secretnry was Instructed to transmit the
melange.

REPORTS OF STAMPIN'! COMMITTEES
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N«meof
Well

Falla Crock
UnitNo 1

Middle
Oround
Shod No. 1

Cook Inlet
State No. 1

Beluga
River Unit
No. 1

Granite
Point No, |

Trading Bay
No. I-A

Grayling
No. I-A

NichoUi
Creek State
No. |

Leaaec
(present
immci)
Chevron

ARCO

AMOCO
Getty
Phillips

Phillips
Chevron
ARCO

Shell

Mobil
Union

Union
Marathon

Union
Marathon
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COOK INLET DISCOVERY ROYALTY APPLICATIONS

Date of
written Effective
Firat deciaion dale of the Commence-
Affidavit or granting 10-yeai mentof
ADL Date of claim ofdia- diacovery diacovery commercial
Number 1&isaxsn «ygy roviitv royalty production
00590 4/10/61 12/3/63 2/18/64 5/1/61 None
1759S 6/10/62 11/12/62 1/15/63 6/10/62 5/66
17589 8/21/62 11/12/62 11/24/64 9/1/62 3/69
17599 12/1/62 9/17/63 12'19/62 1/1/63 3/68
18761 5/16/65 5/21/65 9/14/65 6/1/65 5/67
18731 5/23/65 6/18/65 8/27165 6/1/65 1/67
17594 9/29/65 10/28/65 1/19/82 10/1/65 10/67
17598 4/28/66 V23'66 8/19/66 V1/66 10/68
APPLICATIONS DENIED
Ktmeofv.'tU ADL Number

Trading Bay N\ landNo. 2

Shell Middle Ground Shoal

W. FortUnd Unit No. 3

Redoubt Shoal No. 2

Trading Bay Slate No. 1

17597

18754

1*777

29690

35431

Date
121/2%
royalty
replaced 5%
diacovery

rayilty-nlc

No royalty
ever paid

6/10/72

9/72

1/73

6/75

6/75

10/75

No
production
after 1972

Period

royalty
actually
reduced

Never uaed

6yeara
1 month

3 yeara
6 month*

4 yean
IOmontha

8 yean
1 month

8 yean
5 mo ithi

8yean
1 month

About 4
yean
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N O R T H S L O P E

D I's C O V E R Y R O Y A LT Y A PPLICATIO N S

Date of Status of

Ceasriaet W oo wen Field-Name Applicant Application Application
28303 Prudhoc Bay State Hl PrudhoeBay ARCO 3/12/68 Granted
25633 Ugnutfl Kuparuk ARCO-BP 417169 Granted
34633 Sag Delta #4 Endicott BP 2/14/78 Granted

.34635 Niakuk #5 Niakuk BP 4/7/85 Granted
28297 Pt. Mclntyre #3 Pt. Mclintyre ARCO 5/12/89 Granted
25906 Milne Point G-I Milne Point Conoco 12/7/89 Denied
Note:

Between 1968 and 1977 nine additional notice of discovery applications were filed, but the applicants never
completed the full application procedure. Those nine applications arc now expired.

Enclosure 25
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COm~CO

Tom Prinl«r 0co Inc.

Division Mmxgpr %%11 %Street
Surte 200
Anchorege, AK99S03

September 7, 1989

HECE ' X$ti

Hr. James Eason >Cr<61989
Director, Division of Oil and Gas

Department of Natural Resources o*ff"crrd %,
P. 0. Box 7034

Anchorage, AK 99510-7034

Dear Mr. Eason:

Pursuant to paragraph 12 of lease AOl 25906 and 11 AAC 83.210(a), Conoco Inc.
is submitting the attached Statement of First Discovery of O0il and Gas in
Commercial Quantities in a Geologic Structure precedent to filing an application
for discovery royalty for ADL 25906.

As indicated in the attached Statement and Exhibits, oil and gas has been
encountered in sufficient showing in well no. G-l to cause Conoco, a reasonable
and prudent operator, to conduct further operations to complete said well in the
discovery zone so that the well can be tested for potential oil or gas production
in commercial quantities.

As required in 11 AAC 83.210(b), Conoco will undertake production tests in well
no G-I to establish that oil and gas has been discovered 1in commercial
quantities. This testing will take place in the latter half of September, 19E9,
and we will furnish you sufficient notice and transportation (if requested) for
a representative of your department to witness the testing. The geologic data
required in 11 AAC 83.210(c) will be furnished 1in a timely manner.

If you need additional Information concerning this Statement, please contact Al
Hastings at 564-7650. Conoco respectfully requests that the information

contained in the Statement and attached Exhibits remain confidential until the
lication and certification process.

vision Manager

AEH( )
File 500.58.08

Enclosure 26
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December 7, 1989

Hr. James Eason

Director, Division of Oil and Gas
Department of Natural Resources
P. 0. Box 7034

Anchorage, Alaska 99510*7034

Dear Hr. Eason:

Pursuant to 11 AAC 83.215, Conoco Inc., as Operator of the Hilne Point Unit and
the sole Working Interest Owner of ADL 25906, requests discovery well certifica*
tion for Well No. G-1I. Conoco 1is in compliance with the filing provisions of
11 AAC 83.210.

It is my understanding that the Division of Oil and Gas will publish the
appropriate notice of this application for discovery royalty. If you need
additional information concerning this discovery royalty application. Diease
contact me at 564-7601. * M

Attached to this application 1is a brief discussion of the Pre-Drilling
Expectation and the Post-Orilling Verification for Wen No. G-1. This discussion
summarizes the other criteria that have been used im» he more recent discovery
royalty decisions.

Very truly yours.

Division Hanager

AEH(Jr)
Attachment
file 500.58.08
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DEIWRTM ENTOFXAT(JKAL RESOURCES

WAITCR LHICKQOL.. GOVERNOR

POOX
BB Apsgemoe

01VISION OF OIL AND GAS

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

April , 1991
DECISION
Conoco, 1Inc. oil and Gas Lease
Suite 200 ADL 28297
3201 C Street Milne Point Unit

Anchorage, Alaska 99503

MILNE POINT UNIT G-I

WELL DENIED CERTIFICATION

AB A DISCOVERY WELL

The Division of Oil and Gas (division) hereby denies
certification of the Milne Point Unit G-I well (G-I) as a
discovery well. As discussed in greater detail below, this
denial is based on the determination that overwhelming
evidence, including that submitted by Conoco, Inc. (Conoco),
clearly establishes that the G-I well fails the essential
"first discovery" requirement. The Shallow Oil Sands (SOS)
and the larger structure of wnich it is a part was clearly
discovered by previous exploration, and was publicly known.
Previous discovery is evidenced by: (1) several hundred
earlier exploratory, Kuparuk River Unit and Milne Point Unit
well penetrations which yield substantial electric log and/or
core data to recognize the accumulation, and (2) previous
successful flow tosts of the accumulation from at least five
other wells in the Milne Point Unit, and a pilot project
within the Kuparuk River Unit. The division's evaluation is
supported by the geological, geophysical, and engineering
information submitted by Conoco, as well as by in-house data.

Enclosure 27



THE.HISTORICAL BACKGROUND

The legal bagi3 for the discovery royalty

The statute that authorized the granting of a reduced royalty
rate for a discovery of a separate geologic structure was the
former AS 38.05.180(a), which stated in part:

the holder of a lease who drills and makes the
first discovery of oil or gas in commercial
quantities in a geologic structure shall pay a
royalty on all production under the lease of five
percent for ten vyears following the da*-e of
discovery and thereafter the royalty rate of
twelve and one half percent.

Although this provision was subsequently repealed, it was in
effect when ADL 25906 was issued. Paragraph 12 of the lease
describes the discovery royalty provision as follows:

If Lessee shall drill or said land and make the
first discovery of oil or gas in commercial
quantities in any geological structure, the
royalty rate under this lease shall, instead of

the rates prescribed in Paragraph 11, be five
percent zor a period of ten years following tho

date of such discovery, and thereafter the
royalty rates shall be those prescribed in
Paragraph 11. If this lease is committed to a

unit agreement approved or prescribed by Lessor
as provided in tho regulations, the five percent
royalty rate shall not apply to all, but only,
tho production allocated to this lease under such
agreement.

Regulations implementing the discovery royalty statute were
initially adopted in August 1963 ard were published at

11 AAC 505.74 - 11 AAC 505.748. They were subsequently
amended and renumbered as 11 AAC 83.200 - 11 AAC 83.230. In
January 1980, these regulations were repealed. In

adjudicating the Conoco request for discovery royalty, the
department has used the repealed regulations as a reference
only, and does not consider thorn to bo controlling.

Lease History
Humble oil and Refining Company and Richfield Oil Corporation,
in a 50-50 partnership, purchased Oil and Cas Lease ADL 25906

on December 9, 1964 at Competitive Oil and Gas Lease Sale 13.

2



The lease was issued as a conditional lease effective March
1, 1965, with a ten-year primary term and a fixed royalty rate
of twelve and one half percent. Humble later became Exxon
Corporation (Exxon), and Richfield became ARCO Alaska Inc.
(ARCO). ADL 25906 was added to the Milne Point Unit during
the second expansion of the Unit, effective June 1, 1983.
Conoco acquired Exxon's interest in the lease on July 28, 1987
and ARCO's interest on November 2, 1988. Conoco currently
retains 100 percent working interest and ownership in ADL
25906.

Four wells have been drilled on ADL 25906. The first well

drilled on the lease was the Milne Point Unit G-I, which was
spudded on August 10, 1989 and completed on August 22, 1989.
The well was drilled to a measured depth of 4745 feet. The
operator logged, <cored, and tested the Shallow Oil Sands

(SOS), which were, as anticipated, productive. Subsequently,
three additional development wells have been drilled on G pad
and four well each on H, I, and J pads.

Discovery Royalty Application History

Conoco submitted a Statement of First Discovery on September
7, 1989. The statement claimed to have discovered oil in
"Upper Cretaceous Formation sandstones™ in the Milne Point
Unit G-I well, located on ADL 25906, on August 15, 1989. On
December *, 1989 Conoco tendered an application for discovery
well certification for the G-I well based upon well tests
conducted on October 31, 1989. In the discussion attached to
and made part of the application, Conoco characterized the
claimed discovery in terms of tho "Shallow Oil Sands.” On
December 14, 1989*Conoco submitted "geologic data to establish
the geologic structure from which the G-I well produced oil
in commercial quantities.” That document also directed itself
to the Shallow Oil Sands, and expressly equated intervals
within the sands with what ARCO Alaska, Inc. calls the "West
Sak™ and the "upper Ugnu."

Division staff net with Conoco representatives on January 24

and February 6, 1990 to discuss the application. On Novembor
1990, Conoco submitted additional geological and geophysical
data in support of its claim. On December 10, 1990, after

division technical staff determined that the application was
completo, tho division published notice and separately mailed
notice of the discovery royalty application to known
potentially interested parties.

The division received no responses during tho thirty day
comment poriod. Therefore, the application stands unopposed



by any third party, ho one has requested a public hearing,
and the division has not requested a hearing in light of the
vast amount of available data and the fact that the applicant
has had a full opportunity to make both formal and informal
presentations of its technical and legal positions.

DIBCPSBION
The G-1 veil did not make a first discovery.
The fatal deficiency of the application, demonstrated
unequivocally by materials submitted by Conoco itself, is the
absence of any "first discovery." The location and

distribution of the SOS have been known for almost two
decades. Published maps of the geologic structure and the oil

accumulation for the SOS existed prior to the drilling of the
Milne Point G-1 well. The application itself makes clear that
the operator of the G-I well had a pro-drilling expectation
that the well would in fact penetrate a productive pool within
the same geologic structure and interval as had been
penetrated by hundreds of other wells within the Milne Point
and Kuparuk River Units. In light of the amount of available
information prior to drilling, it is clea- that the G-I well
can best bo described as Conoco's first planned production
well within the SOS. Below are listed a few of the facts

demonstrating that the structure containing tho SOS was
discovered long before the G-1 well.

0O The East Ugnu No. 1 Well

In 1969, twenty years before the G-I well was drilled, the
East Ugnu Mo. | well discoveredl two structures containing
hydrocarbons: the deeper Kuparuk Formation (which forms the

basis of production from both the Kuparuk River Unit and the
initial participating area of tho Milne Point Unit), and a
shallower structure (which contains the intervals Conoco
refers to as the SOS). The shallower structure was tested and

flowed heavy oil at a rate of 20 barrels per day.
The East Ugnu Ho. 1 well is located four and three-fourths
miles to the southwest of the G-I well. The geologic isopach

and structure naps, cross sections and interpreted seismic
data supplied by Conoco show that the SOS, present in both the

1 Based upon this discovery by the East Ugnu Ho. 1 Well,
the owners of ADL 25633 were granted discovery royalty rights
for any production of oil and gas and associated hydrocarbons
attributed to that lease from any zone of production,
including the shallow sands, during the first ten years after
tho date of discovery, i.e.. for the period from May 1, 1969
through April 30, 1979.



G-1 and East Ugnu wells, are contained within the same
geologic structure. Furthermore, the sands present within the
Shallow Sands Interval in both the G-l and East Ugnu No. 1
well arc part of the same reservoir. These sands are part of
a large Late Cretaceous and Paleogene deltaic system, and are
interpreted as being deposited in shelf, delta front, delta
plain and fluvial environments.

Pe3ervoir3 found in these environments typically contain
multiple stacked and partially isolated sands. The individual
sand bodies which make up the SOS clearly demonstrate this
reservoir heterogeneity. However, geological, geophysical,
and engineering data indicate that, disregarding localized
reservoir discontinuities and small faults, the SOS reservoir
is continuous between East Ugnu No. 1 and Milne Point G-I.

O <Conocols discover/ royalty certification application

On December 7, 1989, <Conoco filed its application for

discovery royalty certification. Attached to and made part
of that application was a discussion of pre-drilling
expectations for the G-I well. That documents admits

The risk of geologic nonsucccss for the shallow

sands at Milne Point is small. Sufficient
reaional data in existence before the drilling of
r No. G-I minimized the risk of not finding

the geologic structure.

The next paragraph of the document generally discusses the SOS
in the Milne Point Unit and the West Sak in the Kuparuk River
Unit as the same structure, and estimates that in excess of
$150 million had been expended in drilling, testing and pilot
project work. The document bluntly <characterizes the
difficulty with establishing sustained production from the SOS
prior to the G-1 well as a "completion and production problem,
and not a question of finding sufficient in-place
hydrocarbons."

Th- attachment to the application goes on to state that pre-
drilling expectations were confirmed:

The post drilling confirmed that the basic
geologic structural definition before drilling
commenced was correct. Minor changes in sand
thickness and fluid content slightly altered oil
in place values.

This proves beyond any doubt that Conoco did no.. discover the
structure. It knew to a high degree of confidence and
specificity what it would encountor.



0 The application for a participating irea for
production from the SOS

On November 16, 1989, Conoco applied to the Division of Oil
and Gas for establishment of a participating area within the
Milne Point Unit for purposes of production of hydrocarbons
from the SOS. That application states that "The Shallow Oil
Sands have been tested by six wells within the Milne Point
Unit." The G-1 well was drilled in 1989. Of the other five,
one, the A-1 well, was drilled in 1980, and the four others
were drilled in 1982.

Nothing suggests that the SOS tested in the Milne Point G-I
well contains oil or reservoir rock of significantly better
quality or quantity than ravealed 1in the five previously
tested wells within the Milne Point Unit. Thus, even without
any consideration of the many wells drilled into and testing
the SOS in the Kuparuk River Unit, Conoco's own submissions
reveal the fact that five prior wells within the Milne Point
Unit drilled into and tested the SOS many years prior to
Conoco's claimed "first discovery."

0 Geologic analysis submitted on December 14. 1989
and in November 1990.

That the SOS was discovered well before the G-I well s
further proven by Conoco's geologic interpretations submitted
on December 14, 1989 an in November 1990. The December 14,
1989 document, entitled "Geologic Evidence in Support of the
Discovery Royalty for the Shallow oil Sands" states:

The Shallow Oil Sands (SOS) of Milne Point
comprise 17 ‘individual beds that are readily
traced between 22. wells in and around the Milne
Point Unit. The type log for the SOS at Milne

Point i3 Conoco's A-1 well. ... Although these
sunds were originally found in 1969 bv the SOCAL
Kavearak 32-25 well, the nearby A-1 well wa3
chosen as the type well because of its modem

(1981) (sic] well log suite.

Emphasis added. This statement admits that the SOS was
originally discovered in 1969, and that 78 wells predating the
G-I had explored it to the extent that it could be "readily
traced.” Indeed, Figure 3 to the document, entitled "SOS
Regional Structure,” includes a large area of the Kuparuk
livor Unit within its napping of the SOS, and traces between
four wells within the Milne Point Unit and five wells within
tho Kuparuk River Unit.



This quotation is also significant because of its use of the

A-1 well as the type well. Although well logs from 1939 G-
1 well (the claimed discovery well) were available, Conoco
chose well logs from the nearby 1982 A-lI well for purposes of

discussion of the geology.

The December 14, 1989 submission also corr lates the
nomenclature used by Conoco in describing the SOS with the
nomenclature used by ARCO in describing the West Sak and the
upper Ugnu in the Kuparuk River Unit. See second paragraph
of the first page, and Figure 2.

The November 1990 submission also correctly encompasses the
entire SOS, including West Sak, in its discussion of the
geologic structure for which the discovery is claimed. While
both the December 14, 1989 and the November 1990 submissions
lend support to the conclusion that the SOS is separate from
the Kuparuk Formation and the Prudhoe Bay field, they do not
support the conclusion that the SOS in the Milne Point Unit
are part of a geologic structure that is separate from the
previously drilled and tested West Sak or the other SOS
intervals previously drilled and tested within the Milne Point
Unit.

0 Information submitted _in support of r.P.ya.jty.
=betin
In support of its efforts to obtain a royalty reduction for

production from the Milne Point Unit (separate from this
discovery royalty application), Conoco previously submitted

to the Division a copy of a Conoco document entitled "Initial
Development Plan for the Shallow oil Sands in the Milne Point
Unit." This document, prepared in 1985 (four years before
the G-I well was drilled), described the "wealth of

information™ that had been compiled and analyzed about the
SOS. Page IV-1. While the document concluded that there was

a need for furthur delineation, it nonetheless described the
geology, made estimates of oil in place, and described
production methods and scenarios. See, e.g., pages II-1 and
-2

Tellingly, four years before the G-I well made what Conoco
claims is the " first discovery™ of tho Shallow Oil Sands,
Conoco had developed a "Shallow Oil Sands Development
Philosophy™":

Tho shallow oil sands havo always been targeted

for development after the Kuparuk zone was fully
developed and excess facility capacity became
available.

Page I1V-6.



Conoco misapprehends the "commerciallty issue.

In the "Pre-drilling Expectation and Post-drilling
Verification”™ discussion submitted with the December 7, 1989
application for discovery royalty certification, Conoco

appears to suggest that risks relating to "completion and
producing techniques, and crude price and perceived price

stability™ are somehow pertinent to the issue of whether
Conoco's G-I well made the "first discovery of oil or gas in
commercial quantities in a geologic structure."” I disagree

for the following reasons.

First, the statute and lease term speak in terms of commercial
quantities. The basic information about the quantity and
quality of hydrocarbons was known before the G-I well was
drilled. As noted above, the well only resulted in "minor"
or "slight"™ adjustments to Conoco's pre-drilling estimates.
In short, there is nothing about the drilling of the asserted
discovery well that could be characterized as a discovery of
a heretofore unknown quantity of oil.

Second, Conoco argues that no well has been certified as
capable of producing in "paying quantities”™ prior to the G-
1 well. This argument is irrelevant. There is no evidence

that any other party has ever sought a "paying quantities"
determination for a well targeted for the SOS. Moreover, the
"paying quantities” determination i3 made only for particular
purposes, unrelated to the discovery royalty issue. See.
8n"3”, Pan American Petroleum Coro, v. Shell oil Co.. 455 P.2d
12, 23-24 (Alaska 1969).

Third, the risks Conoco faces in putting the SOS into

production are production related, not discovery-related
risks. Conoco stresses the "costs of continued
experimentation with completions, the risks concerning oil
prices and transportation costs."” While these are genuine
risks, they are not discovery risks, were not unique to this
well, and the G-l well did not resolve those risks. 2 These

Conoco explicitly states that the "[pjroduction
history also verified that the completion technique utilized
in G-1 will not provide the long term completion needed for
full scale development. Additional experimentation with
completions will be required before economic development is
a reality."” Thus the G-I well, besides not being the
discovery well for the SOS, did not resolvo all production-
related impediments either. It is just as clear that there

is no nexus between the G-I well and the resolution of other
risks. Nothing about the drilling of the well could possibly
affect future taxes, oil prices, and the liko.



kinds of risks are common to all development projects. The
discovery royalty was designed as a reward for undertaking
discovery risks, not development risks. Conoco's 1985
"Initial Development Plan for the Shallow Oil Sands in the
Milne Point Unit" and attachment, to its December 7, 1989
discovery royalty application demonstrate that the development
decision was a matter of timing (in relationship to the

production from the Kuparuk Formation), oil prices,
transportation prices, taxes, completion and production
techniques and other such issues. In other words, actual

development was determined by factors wunrelated to any
discovery efforts made by means of the G-I well.

The statute was changed to explicitly focus on discovery
rather than commercial production.

The Territorial Legislature enacted royalty provisions in 1955
that provided for issuance of oil and gas leases

with a royalty fixed by the Commissioner, with
the approval of the Attorney General and the
Commissioner of Mines, at not less than five
percentum c?\) the first ten years of ngw
production. and twelve and one-half percentum
(12%) each year thereafter

Sec.3, c¢ch.189 SLA 1955. Emphasis added.

In 1957, the incentive was limited to the first producer in
a new area. The statute provided, as a general rule, for a
floor of 12 1/2%, with the following proviso:

provided that a royalty of not less than five
percentum (5%) for the first ten years will be
allowed the first producer in a new_ar_ea.

Art. IX, sec. 2, Ch 184 SLA 1957.

In 1959, the legislature rejected the wearlier incentives
triggered by commencement of production, and restricted the
five percent royalty to the lease wupon which a "first
discovery of oil and gas in commercial quantities in a
separate geologic structure"”™ is made. Section 7, ch. 169 SLA
1959. This leaves no room to award a discovery royalty in
this case. Tho risks and costs of commencing production
(whether "new production™ generally or as the "fir3t producer
in a new area") were rejected by the legislature as a basis
for a reduced royalty. The legislature replaced an incentive



tied to commencement of production with an incentive tied to
‘efirst discovery." Tho division has no authority to attempt
to circumvent that clear intent.

CONCLUSION

The intent of the repealed statute was clearly to provide an
incentive to discover and place on production new fields in
previously untested structures. The statute foremost required
the holder of the lease to "drill and make the first
discovery™ in a geologic structure (AS 38.05.180 repealed).
Conoco exposed the fact that the G-1 well is not a discovery
well in the attachment to its December 7, 1989 application by
stating "The risk of geologic nonsuccess for the shallow oil
sands at Milne Point is small."

Accordingly, the Milne Point G-I well clearly does not meet
the criteria for a discovery well. This well penetrated the
Shallow Oil Sands in a geologic structure that had been
discovered and determined to be productive over 20 years ago.
Since 1969, the SOS has been penetrated and been found to be
a hydrocarbon reservoir by hundreds of wells in the same
geologic structure. Therefore, it ir clear that the Milne
Point G-I fails to meet either the requirements or the intent
of the repealed discovery royalty statute.

Director
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WALTER J. HICKEL. CO'/ERNC

DEPARTMENTOFNATURAERESOURCES mm
D

OFFICE OF THE COMMISSIONER PHONE: tM7>™

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

January 16, 1992

DECI8ION
Conoco, Ino. : Oil and Gas Lease
Suita 200 i ADL 25906
3201 c otraat : Milne Point Unit

Anchorage, Alaska 99503

DECISION AFFIRMING DIRECTOR'S DENIAL OF DISCOVERY
CERTIFICATION BASED ON MILNE POINT UNIT G-1 WHELL

I have carefully reviewed the decision ("Decision™) of the Director

of the Division of Oil and Gas denying a "discovery royalty”™ to
Conoco, Inc. ("Conoco™). The Decision concludes that Conoco's G-I
well in the Milne Point Unit did not qualify the lease for an award
of the reduced "discovery royalty"” rate because the well did not
make a "first discovery of oil or gas in commercial quantities in
any geologic structure."” In essence, the Decision concludes that

both the existence of the geologic structure (referred to variously
as the "Schrader Bluff Formation™ the "West Sak,” and the "Shallow
Oil Sands" ("SOS")) and the quantities of oil accumulated in the
structure were known prior to the drilling of the well. The
Decision determined that it was most accurate to describe the G-I
Well as "Conoco's first planned production well within the SOS"
(Decision it 4, emphasis added), not as a "discovery well."

I have also carefully reviewed Conoco's appellate brief. Conoco
does not deny that the structure had previously been discovered
tnrough the drilling of other wells, and that prior exploration had
yielded confirmation that the structure contained a large
accumulation of oil. Brief of Appellant ("Br.") at 1-2, and 3 at
n.l. 2££ also Affidavit of Alan Hastings, paragraph 10 ("Hastings

Aff."), where it admitted that in 1985, four years before the G-I
Well wbb drilled, a study by the Milne Point Unit had estimated

that there were "over 366 million barrels of oil in place” on the
lease at issue alone. In light of this admission that the G-I Well
broke no new exploration ground, it is not surprising that Conoco
tries to diminish the significance and common sense meaning of the
"discovery" requirement. Thus, Conoco argues that the Kkey
requirement is not a discovery at all, but rather the mere drilling
of the first well that establishes "commercial quantities." The

term "commercial quantities”™ is, in turn, equated with actual



Deaieion Affirming Director®a Denial of Discovery
Certification Based on Milne Point Unit G-1 Well
January 16, 1992

"commerciality™ (Br. at 4, 1.1) and "capability of commercial
production” (Br. at 2, 11.14-15, emphasis added)

My review of the record of this appeal, and a common sense
application of former AS 38.05.180(a) and the lease to the facts,
compel me to affirm the Decision of the Director.

The former statute and regulations intended to encourage the
diaoovery of new oil bearing structures and onoe a new discovery is
made, to encourage rapid development of and produotion from the
structure.

The plain language of AS 38.05.1B0(a) shows that the legislature

intended to encourage drilling to discovery previously unknown oil
bearing structures and once a discovery is made, to encourage rapid
development ¢f and production from the structure. "Discover™ means
to "be the first to find, learn of, or observe." Am. Her.
Dictionary 376 (1970). In this instance, it means to find an oil
bearing structure, not previously known. This requirement is
emphasized by the term " first discovery.” Importantly, the statute
ties tho finding with "drill(ing)". Thus, the statute obviously
seeks to encourage exploratory drilling. The statute also plainly

encourages rapid production by limiting the reduced rate to a ten
year poriod following the date of discovery.

The Alaska Supreme Court has stated that tho former regulations
implementing the statute specified the three elements required by
the statute for discovery well certification: date of discovery,
commercial quantities, and geologic structure. See Union oil Co.
v. State. 574 P.2d 1266, 1269 (Alaska 1978). The regulations
suggest that these elements are separate and distinct, and can be

established at different times. When read as a whole these
regulations foster the dual purposes of the statute—to encourage
exploratory drilling and rapid production.

The regulations define the date of discovery elemont as the date
that an operator first finds oil or, in the exact of languago of
the regulations, "first encounters sufficient evidence of oil or
gas in a particular geologic structure™. 11 AAC 83.200. This
event starts the running of tho ten year reduced rate period. 11

AAC 83.215. At this point, tho operator is not required to show
that the evidence is sufficient to prove production in commercial
quantities, only that the evidence is enough to <cause the
reasonable operator to continue operations. In ordor to preserve
his priority, he must provide a sworn statement of the first
encounter within thirty days of the encounter.

/r*\
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The regulations do not require the operator to provide evidonco of

the second element, commerciality, until later. This is consistent
with the reality that an operator first encounters or discovers
oil, and then tests or evaluates a find to determine whether it is
commercial. £££ Shoni_Uranium Corp. v. Federal-Radrock Gas Hill

Partners. 407 P.2d, 712 (Wyo. 1965) ("Upon the discovery .
there was an implied obligation on the part of the lessee to do
whatever was necessary under the circumstances (1) to ascertain
whether the deposit existed in commercial quantities; and (2)

thereafter to reasonably develop™) (deletions in original). Tho
regulations provide that the operator must continue to work
diligently to "complete a well in the discovery zone . . . that can
be tested for . . . commercial quantities." 11 AAC 83.210. The

second event occurs when the operator establishes <commercial
guantities. 11 AAC 83.210(b)(1).

The third event occurs when the operator establishes that the
discovery is in a separate geologic structure. This can occur up
to ninety days after the date of the <commercial quantities
potential test.

Conoco's argument equating tho "first to drill and discover oil"
with the "first to produce oil" is inconsistent vith the statute's
plain language and would frustrato its purposes.

The director denied Conoco's application because he found tnat the

G-1 well wan not tho first well to discover oil in tho SOS
structure. Both thr East Ugnu No. 1 well and the A-I well had
encountered oil Ic g before the G-I well. Conoco argues that the
discovery requirement and tho commercial requirement 3hould bo
collapsed into one test. It asserts that who discovered the oil i3
irrelevant. Br. a. According to Conoco, in order to be the
discovery well, the well itsolf must be shown to be "capable of
production in commercial quantities." Br. 8.1 Thus, discovery

1 I need not address whether the repealed regulations are
binding or not Conoco's argument, which 1is premised on the
regulations continued validity and on Conoco's interpretation of
former 11 AAC 83.205(1) which defined ™"diacovery."™ ignores the
entire context of tho regulations and is nonsensical. Under the

regulations, tho first or initial diacovery of a discovery zone in
a structure ia the first oncounter. 11 AAC 83.210. Tho commercial
quantities test of the zone may bo demonstrated in tho first
encounter well or a later woll in tho same structure. 11 AAC

83.200-.215. By misinterpreting 11 AAC 83.205(1), Conoco would
(continued...)
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depends not upon now knowledgo of an oil-bearing structure acquired
through drilling, but upon technological improvements, new tax
benefits, projected oil price, and the oprrator's internal
economics. £EE App. Br. 3; Affidavit of Harold D. Haley at 3,
paragraph 6.

Conoco's interpretation would change the statutory language whoever
"drills and makes the first discovery™ to whoever "first completes
a production well." The Decision pointed out, this would in
essence make the statute read as it formerly did in the territorial
days. It would reward purely production risks as opposed to
discovery and production risks. As discussed in the preceding
section, discovery royalty was intended to reward those who
successfully undertook the geologic and economic risks associated
with exploration tied to rapid development. While oil prices, cost
of production, and efficiency of production influence when an
accumulation of oil may be brought into production and what level

(...continued)
require that both discovery and commercial quantities be proved in
the same well. Br. 8-9.

Conoco's incorrect reading of 11 AAC 83.205 ignores the provisions
of 11 AAC 83.200, .210, and .215, all of which contemplate that
discovery and commercial quantities nay be shown at different times
and in different wells. Reading 11 AAC 83.205(1) consistently with
these other provisions, "first acceptable evidence in a drilling
well of the existence of oil or gasMrefers to the first encounter
while tho modifying clause "which can be produced in commercial
quantities after well completion™ refers to the requirement that &
woll in the structure must meet the commercial quantities test. It
is noteworthy that 11 AAC 83.205 does not require that the well
which provides tho first acceptable evidence bo tooted or produced.
11 AAC 83.205(1) refers to whether the structure can ba produced in

commercial quantities and refers to a future test in some well, not
necessarily tho well providing the first acceptable evidence of
oil. The commercial quantities tost only confirms that the first
encounter has not the statutory requirement of a "discovery of oil
or gas in anv geologic structure.” AS 38.05.180(a) (emphasis
added). This is consistent with the division's and industry's
twenty year history with discovery royalty that "discovery occurs
upon the first encounterment of oil and gas, not upon the date of
adrill atom tost confirming the extent of the discovery of oil and

gas." See Niakuk 34635 No. 5 Certified as Discovery Well ADL 34635
Conditionally Granted Fivo Percont Discovery Royalty (September 2,
1988) at 5.

L
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of profits or loss the producer may enjoy, they do not determine
when a "discovery" has taken place, or change the quantity of oil
that has been discovered. Conoco's interpretation would frustrate
the statute's dual purposes.

Conoco's interpretation would allow the oparator to choose his
discovery well and thereby manipulate the date of discovery to

frustrate the rapid production intent of tho statute. Since the
ten year reduced rate commences on the date of discovery, an
operator, who encountered a good show of oil, could delay the

commencement of the period by delaying completion of testing of
commerciality to coincide as <closely as possible with the
initiation of actual production.

Conoco's interpretation would also lead to absurd results as
illustrated by a hypothetical example. Assume that lessees A and
B purchased adjoining leases over the same prospect. However, only
lessee A undertook the costs and risks of exploration, discovering
a large accumulation. Assume, however, that the low quality of the
oil and the high cost of production rendered it wuneconomic to
produce tho accumulation at forecasted oil prices. Further, assume
that after the results of lessee A's discovery efforts became
public, a war in the mideast caused large price increases.
Finally, assume this causes both lessee A and lessee B to commence

drilling in order to produce oil from this known accumulation.
Under Conoco's theory, lessee B would be credited with making the
"first discovery of oil in commercial quantities in a geologic
structure™ if it were first in completing its well, despite the

fact that lessee A had actually undertaken the discoveiy risks some
years earlier, and lessee B did nothing except more quickly respond
to a changed economic opportunity. This makes no sense.

The decision in Joseph I. O'Neill. Jr. 77 Interior Dec. 181, IBLA
70-39 (1970), supports my interpretation. In that caso an argument
similar to Conoco's argument that "discovery of oil and gas in
commercial quantities™ moans "a well that is capablo of production
in commercial quantities”™ was rejected by the fodoral Board of Land
Appeals. The Mineral Leasing Act provided that leases segregated
from a primary lease would be extended for two years from tho dato

of "discovery of oil or gas in paying quantities” wupon any other
segregated portion of the lease. The Board of Appeals rejected an
argument that a woll capable of producing oil or gas in paying

quantities was required before an extension would be granted.
Aftor stating-that "discovery”™ means "to find something not known
before” the Board refused to read into the statute a predicate of
a well capablo of producing in paying quantities. ld. at 61. It



