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Append ix  E

Estimated Usage & Savings to State of Alaska, Gustavus 
Customers, & National Park Service Over 30 Years, 1994-2024
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E s t i m a t e d  O s c a g e  & S a v i n g s ^ t o  
S * - a t e  o f  A l a s k a ,  G u s t a / u s  C u s t o m e r s  a n d  

N a t i o n a l  P a i < S e r v i c e  
O v e r  3 0  / e a r s

1 9 9 4 - 2 0 2 4

T a b ic  2

U s e a g e  a n d  S a v i n g s  %

G u s t a v u s  C u s t o m e r s  1 0 0

D i e s e l  S u b s i d i z e d  b y  S t a t e  7 0  
P a i d  b y  C u s t o m e r s  2 0
L i n e  & T r a n s f o r m e r  U s e s  10

N a t i o n a l  P a r k  S e r v i c e  1 0 0

T o t a l  A v .  A n n u a l  U s e a g e

$

C o s t  o f  D i e s e l  P o w e r  . 1 6 0
C o s t  o f  H y d r o - F a l l  C r e e k  . 0 3 5

S a v i n g s  f r o m  F a l l  C r e e k  . 1 2 5

S a v i n g s  < » v e r  D i e s e l

S t a t e  o f  A l a s k a  . 1 2 5 ( 1 , 9 6 0 )
G u s t a v u s  C u s t o m e r s  . 1 2 5  ( 5 6 0 )  
N a t i o n a l  P a r k  S e r v . 2 . 1 2 5 ( 1 , 6 0 0 )

A d d  i n d i r e c t  c o s t s  . 0 3 0 ( 1 , 6 0 0 )

TO TA L  AVERAGE S A V IN G S  Y EA R LY  
S A V IN G S  O V E R  T H IR T Y  YEA RS
A dd  c o s t  f o r  r e m e d i a l  i m p r o v e m e n t s  
a n d  p o w e r  e n h a n c e m e n t s ( 1 9 9 4 - 1 9 9 6 )

TO TA L  S A V IN G S  OVER  3 0  YEA RS

A v  A n n u a l  S a v i n g s  I n  $  M i l l i o n s  
M W h / y e a r  A n n u a l  A v  3 0  Y e a r s

2 , 8 0 0

1 , 9 6 0  
5 6 0  
2 8 0

1 , 6 0 0

4 , 4 0 0

$ 2 4 5 , 0 0 0  $ 7 . 4
7 0 , 0 0 0  2 . 1200,000  6 . 0

 4 8 , 0 0 0  1 . 4

$ 5 6 3 , 0 0 0
$ 1 6 . 9  

4 . 3  

$ 2 1 . 2  M

‘ N o t  a d j u s t e d  f o r  i n f l a t i o n  w h i c h  w o u l d  p l a c e  t h e  s a v i n g s  
a t  a  c o n s i d e r a b l y  h i g h e r  v a l u e .

2

E s t i m a t e d  c o s t  o f  m o n e y  i f  s a v i n g s  n o t  a p p r o p r i a t e d  
e l s e w h e r e  i n  g o v e r n m e n t .
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Appendix F

Brochure

Dude Creek Critical Habitat Area

. . Alaska Dept, of Fish and Game
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A L A S K A  S T A T E  A L A S K A  S T A T E m
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D U D E  
C R E E K

A L A S K A  S T A T E  A L A S K A  S T A T E

C R I T IC A L  
H A B IT A T  A R E A
A L A S K A  S T A T E  A L A S K A  S T A T E

Tho Dudo Crook Critical Habitat Aioa, In norlhorn southeast Alaska adjacont to Iho community o( Gustavus and noxt door 
to Glaclor Day National Park, oncompassos lire largest oxpanso ol undisturbod wot mondow habitat in tho region.

Birds— A koy rosting aroa (or docks ol migrating lossor sandhill cranos, Iho aroa comos 
nlivo each Inti with hoar so, throaty calls as thousands ol crnnos stop to rest id (ood in tho 
wot moadows,bo(oro moving larthor south to wintor. Small numbors of cranos also stop to
rost and lood during tho spring migration north.

• «* •
Tho wot mondow complox ol Dudo Crook diltors substantially in plant composition Irom 
soulhoast Alaska’s moro common muskog and saltchuck wolland typos. A high wator tablo 
ovor broad. Hat terrain has producod a complox ol low growing shrubs, sod^es, mossos, 
and horsotail intorsporsod with pnlchos ol willow Ihlckol and scrub lorosl. This hydrological 
and geophysical combination idoally moots Iho neods ol tho notoriously shy cranos, 
providing Ihomtongrango visibility ol predators, shallow wator lor roosting, insulation from 
human dovolopmont. and a lood supply suitoblo lor tho high onorgy domandsol migration.

Old timers ropqrt Iho dispersod prosonco ol sandhill cronos in wolland moadows 
throughout tho Junoau and Gustavus aroas Today, howovor, a combination ol human 
dovolopmont activities and natural lorost succession in drier aroas havo concontratod 
-andhill cranos |n ttio wot moadows ol Dudo Crook.

Although lossor sandhill cranos vlth Iholr groat fidelity to Dudo Crook’s wot meadows, aro
tho aroa’s premier wildlilo specie:. other birds can bo lound as woll. Canada geoso in
Hocks ol up to 300 rost and lorog»In tho moadows throughout much ol Iho yoar, but
ospocially during spring and (all. A lew mergansors and mallards con be lound nesting and raising young along small
slroams. Snlpo. toast sandpipers, and savannah sparrows nosl In Iho moadows, whiio songbirds nest In adjacent
shrublands and (orosts. Marsh hawks and othor raptors pass through tho aroa during migration. Marsh hawks and short*
oarod owls are known to nest in Iho aroa. Rayons, magpies, and bald eagles aro year round rosidonts.

•  • •

Mammels— During population peaks, tho long tailod volo is tho most common mammal. Coyotes, wolvos, and short* 
tailed woasols huht tho wot moadow habitat (or voles Mooso aro Increasingly common In tho aroa. Largor mammals, 
including black biers, use Iho lorostod Dudo Crook corridor as a Ihoroughlaro botwoon tho woodod inland and the coast. 
Black boars caN iimotimos be soon along Iho (orest/wot meadow fringe. Rod squirrols abound In tho Dudo Creek lorosl 
corridor, and maltyn aro at timos common Porcupino aro distributed sparsely m tho forest. Land otter travel up and down

Public Use and Access-Tho oroa is onjoyod in tho fall as a sandhill 
crane viewing aroa by residents and visitors aliko, whilo local rosidonts 
uso it lor recreation yoarround Tho community ol Gustavus is accossiblo 
via regularly scheduled (lights from Junoau. Tho Gustavus road system 
oxtonds almost to the eastern bound lry ol tho critical habitat area 
Primary accoss is gainod via a section t no extension ol tho Good Rivor 
Road to tho wost ol the community ol Gusiavus Thoro aro no publ>c uso 
facilities in tho critical habitat area

Photo c t o n  CkxH CtM i VWiU'vJt. Ko>tn Soitnvtft, Saixfvf C ttn t. Jbnn t ty a i
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F a l l  C r e e k  M i n i  H y d r o  B a c k g r o u n d  
S E  C o r n e r  G l a c i e r  B a y  N a t i o n a l  P a r k  & P r e s e r v e

A p p r o x  A c r e a g e  

P r o p o s a l

N a t i o n a l
P o l i c y

L a n d

I m p r o v e m e n t s

A c t i o n  t o  D a t e

P a r k  S e r v i c e  

M a j o r
A d v a n t a g e s

C o s t

I n c e n t i v e  t o  
U t i l i t y  O w n e r

5 a c r e s  t o  b e  a f f e c t e d

8 0 0  KW R u n  o f  S t r e a m  E l e c t r i c a l  G e n e r a t i o n  f o r  
G u s t a v u s ,  A l a s k a  a n d  N a t i o n a l  P a r k  S e r v i c e ( N P S )

C o n s i s t e n t  w i t h  P r e s i d e n t ' s  E n v i r o n m e n t a l  a n d  
E c o n o m i c  P r i o r i t i e s

S t e e p  c a n y o n  a b o v e  f a l l s ;  6 0 0 '  P i n k  s a lm o n  s t r e a m ;  
B u r i e d  u t i l i t y  a l o n g  o l d  l o g g i n g  r o a d ;  w a t e r  
d i v e r t e d  t o  p o w e r h o u s e  a l o n g  g e n t l e  s l o p e ,  a l w a y s  
l e a v i n g  w h a t  i s  n e e d e d  t o  m a i n t a i n  s t r e a m  h a b i t a t .

Tw o  p a t e n t e d  N a t i v e  a l l o t m e n t s  n e a r b y ,  a b o u t
3 0 0  a c r e s .  B o t h  l o g g e d  i n  e a r l y  1 9 0 0 ' s  a n d  1 9 6 0 ' s .

S m a l l  p o w e r h o u s e - s i z e  o f  c o t t a g e ( 3 0 X 4 0 ) ,  
t o  b l e n d  i n t o  s c e n e r y  a n d  b l u f f ;

T w o  1 8 "  p l a s t i c  p e n s t o c k ;

S m a l l  b r i d g e  i m p r o v e m e n t s ;

D i v e r s i o n  w e i r ;

H i r e d  h a b i t a t  b i o l o g i s t ,  G r e g  S t r e v e l e r ,  g o v e r n ­
m e n t a l  a f f a i r s  c o n s u l t a n t ,  K e l l u s  S e w e l l ,  a n d  
e n g i n e e r i n g  c o n s u l t a n t s

i •

F o r m e r l y  a p p r o v e d  l a n d  s w a p

E l e c t r i c i t y  s u b s t a n t i a l l y  r e d u c e d  1 6  t o  3 . 5  C /K W h

S a v i n g s  t o  S t a t e  f r o m  P o w e r  C o s t  E q u a l i z a t i o n  
P r o g r a m  e s t i m a t e d  a t  $ 2 4 5 , 0 0 0  a n n u a l l y ,  o r  5 0 % ;  
C u r r e n t l y  C o n s u m e r s  p a y  1 / 3 ,  S t a t e  2 / 3 s ;

S a v i n g s  t o  P a r k  S e r v i c r  a t  5 0%  a n n u a l l y ,  e s t i m a t e d  
a t  $ 2 4 8 , 0 0 0  + o n g o i n g  m a i n t e n a n c e  a n d  c a p i t a l  c o s t 3  
e s t i m a t e d  a t  $ 4  M i l l i o n  t h e  n e x t  f e w  y e a r s ;

R e l i a b l e ,  c h e a p e r ,  s  ; a b l e  p r i c e d ,  c o n s i s t e n t  p o w e r ;

A v o i d a n c e  o f  H i g h  P r e s s u r e  NOx  p o l l u t a n t s  w h i c h  i s
1 0 - 2 0  t i m e s  w o r s e  t h a n  g a s  v e h i c l e  c o n t r i b u t i o n  t o  
g r e e n  h o u s e  w a r m i n g  a n d  a c i d  r a i n ;  a e s t h e t i c  p o l l u ­
t a n t s ;  f u e l  o i l  s p i l l s ;

B o r n  s o l e l y  b y  u t i l i t y  o w n e r  w i t h  p r i v a t e  c a p i t a l ;

$ 1 . 8  M i l l i o n
•

I m p r o v e  e n v i r o n m e n t ;  I n v e s t  N PS  & S t a t e  S a v i n g s  i n  
l o c a l  e n v i r o n m e n t a l  e n h a n c e m e n t s ;  N o  p r o f i t  a d v a n t a g e .



H.R. 2561 • Fall C/ooH Mini Hydropower Proposal

Mr. Chairman, dlstlnguised members of the committee, and members of the audience, my name 
is Richard Levitt, owner and President of Gustavus Electric Company. Accompanying me Is 
Kellus Sewell, my economic and govommont affairs consultant.

I wish to take this opportunity to thank you for tho opportunity to testify In support of this 

proposal which will bring both enhancements to the environment but also significant savings to 
the National Park Service, the State of Alaska, and local consumers In Gustavus. I would like 
have &ntered for the record my written testimony Included In the document entitled,‘H.R. 2651,
1995-Fall Creek Mini Hydropower Proposal*, which Includes a map, State of Alaska 
Legislature Joint Concurrent Resolution of support, Letter of approval from the Gustavus 
Community Association, and Letter from Alaska Commissioner Fish & Gamo, Frank Rue

Gustavus Is a small community adjoining the boundary and the land Gateway to Glacier Nationot 
Park and Preserve. We have a population that ranges from 600 plus residents in the Summer 
to about 350 in the Winter. Consequently, our utility Is small and wo manage a very 
conservative budget with rates regulated by the APUC, Alaska Public Utility Corporation.

I offer the following for your perspective and ask your consideration for approval.

. Project makes environmental sense

. Consistent with the President's Environmental and Economic Foliclos 

. No profit Incentive, rates regulated by APUC

. Exchange of Alaska Critical Habitat Area for Federal Wilderness Preserve, 960 acres each 

. Federal land not pure wilderness aroa: Has been logged twico; contains road, habitable cabin,
& two 160 acre Native allotments; and 1920’s vantage fish trap on Udolands.

. Benefits

State land provides two now resourcos for NPS, sandhill cranes and low lying wot lands 
NPS management as wilderness preserve or park, status will curtail or eliminate 

development, which can occur under present State status 
NPS can be Instrumental on preventing development or other infringements to 

sandhill crane habitat on adjoining property through NPS rights as adjoining 

owner of sandhill crano migratory bird habitat, noted In decisions in court cases 
Rates reduced from .16 to .035/KWh will yield:

Savings in oxcoss of $250,0G0/year each to tho State and NPS 
Cost Avoidance, about $2 Million to the NPS In electrical enhancements, $4 Million total 

when tank farm upgrades are included.
. Approved In concopt by NPS In 1981
. Feasibility determined by engineering firms, Corp. of Enginoors, local Environmental Firm, 

andGEC
. Cost about $2 Million, conventional financing
. Rovfew Map which Describos Projoct - Run of Stream with no dam required 
. Support:

Local env onmontai organizations, FOGB 
Local Community, unanimous vote of support

Slate of Alaska, unanimous support of Concurrent Legislative Resolution, signed by 

the Governor

. Support
Personal lettor* of support 

Discussed on a number of occasions with 7 environmental organizations, the NPS, tt;n
Assistant Socretary of Interior for Alaska, the State of Alaska, Community of Gustavus. 

and other Interested parties.



W A L  T E R  J  H I C K E L ,  G O V E R N O R

DEPT. O F  COM M UNITY & REG IO N AL AFFAIRS

DIVISIO N O F E N E R G Y

Kdlus Sewell April 25, 1994
Nordic AJaskai Company 
3640 Young Street 
Anchorage, Alaska 99508 
1907)561-2164

%

Kc Gustavus Hydroelectric Project

Thank ycu.fot the opportunity to attend the preliminary project meeting and to comment 
on Gustavus Electric's proposed mini-hydro project at Falls Creek in Gustavus. Although 
tnc technical and financial details o f this project have not been provided for review, the 
Kail Creek Hydro project appears at present to be a viable project which holds the promise 
o f  energy self-sufficiency f : : Gustavus. Small hydro projects such at this one can provide 
long-term affordable electricity, while reducing state subsidies, and displacing diesel fbel 
with a clean, local, renewable energy source.

Over the years, the State has invested heavily in the construction o f power systems, and 
subsidizes the high costs o f  production in rural Alaska through the Fowcr Cost 
Equalization (PCE) program Currently, the PCE program subsidizes electrical rates in 
Gustavus by over S.38 per kilowatt hour (kWh), lowering the residential rate o f S 51 per 
kWh. to an .effective customer rate around S 12 per kWh. That level o f  support results in 
a customer subsidy o f around S1000 per year. There is a real question whether the state 
will be ab!c:to continue this level o f assistance indefinitely. I f  PCE funding were to end 
abruptly, it would be di»v.;trous for this community. Therefore, Gustavus should he 
aggressively pursuing the development o f  lower cost energy sources, suc.i as Fall Creek 
I Iydro.

Opponents to the project may point to the potential environmental degradation caused by 
the diminished stream flow in Fall Creek The resulting degradation must to be compared 
to ti c damage and risk allocated with diesel generation. Diesel generators are noisy, 
pullutc the a r , and emit harmful nitrous oxides More importantly, diesel generation 
requires the storage c f large quantities o f  fuel. Bulk fuel storage represents a fire hazard 
which threatens human lives and a spill hazard which threatens contamination o f soil and 
water Spills at the National Park Service Tank Farm have already occurred in Glacier 
Hay. The pcuibility o f reducing the Park Service’s generation and bulk fuel storage needs,



will further reduce the level o f  environmental risk in the Park. /VII o f  these factors should 
he considered when comparing the relative environmental impacts

Development o f  an alternative site identified at North  Creek in Excursion Inlet would 
involve j  submarine cable with an estimated cost o f  S4 million. Without the guarantee o f  
additional loads, and unless the added development costs can be mitigated with a 
substantial federal subsidy, and since it is unlikely that stato support will be available, this 
alternative doesn't o f fe r  the same potential fo r affordable energy as Fall Creek.

The fundamental importance o f  reliable electricity is often taken fo r granted. Without basic 
electrical infrastructure, and the services it makes possible, it would be extremely difficult 
for visitors to en joy Glacier Bay National Park. The question that must be addressed is 
not whether the community o f  Gustavus should have electricity, but how to provide that 
energy at the lowest sustainable cost to  the users and the environment. As State oil 
revenues decline, communities like Gustavus must be a llowed to develop their available 
hydro resources to replace the anticipated loss o f  subsidies. The federal government 
while proiecting the resources o f  the park should r.ot over lo ok  its responsibility to 
piovide fo r tho welfare o f  its locaJ residents, and cooperate in making the wisest energy 
choice Tor the future.

The Division o f  Energy recognizes the importance o f  this project to Gustavus's future, and 
is interested in assisting you with you r o f  orts. Please feel encouraged to  call on myself or 
anyone at the D ivision fo r  assistance

Special Assistant 
Division o f  iinergy
Department o f  Community and Regional Affairs 
<fH>7>465-4€>32





1996 LEGISLATIVE SESSION
Revision Dale:  Original_______________________________________Dept Affected: Natural Resources____________________

Titlo: An Act authorizing, approving, and ratifying___________BRU: Resource Dovolopmont___________

iho amendment of Northstar Unit oil and gas loases ..._______________________ Component: Oil & Gas De1 elopment____________

• I*

F I S C A L  N O T E
STATE OF ALASKA BILL NO. SB318

Sponsor: Senate Rules Committee

Roquestor: Senate Resources Component Serial No. 439

Expenditures/Revenues (Thousand 3 of Dollars)
OPERATING EXPENDITURES FY97 FY98 FY99 FYOO FY01 FY02
p e r s o n a l  Se r v ic e s

TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES o o 0.0 0.0 0.0| 0.0 0.0|

CHANGE IN HEVENUES (1004) o.oi 3.857.1j 37.952.11 38,700.61 34.975.4j (3.686.3)1

FUND SOURCE_________________________________   (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match

1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY96) cost: S none

POSITIONS

f u ll-Tim e 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separato page if necessary)

The state will likely realize a significant Increase in revenues from royalties and taxes from the Northstar Unit development over 

tho nexl six years if this bill passes. Without the bill, tho Department ol Revonuo prodicts in its Fall 1995 Base Prico forecast that 

tho Northstar Unit will not commonco full production until 2002. Assuming full production In 2002 (and some preliminary 

production starting in 4th quarter 2001), DNR prodicts that tho stale will recoivo only $5.5 million in tax revenues over tho next six 

years, mostly fro '»proporty taxos.

With passage of this bill, oarly development ol tho Northstar fiold is possibfo. Full oil production is anticipated by 1999. Within 

this samo six-yoar ponod. stato rovonuos will likely bo an additional $180 million over the $5 5 million amount. Those revenues 

Atll bo in the form of royalties and 'supplemental royalties,' and sovoranco. conservation, proporty, and corporate income taxes. 

The stato will also receive nearly $7 million as its share of fcdoral royalties from tho fodoral loaso tracts in tho Northstar Unit.

S E E  A T T A C H E D  T A B L E  F O R  F U L L  F IN A N C IA L  A N A L Y S I S . . .

f-repared by: Ken Boyd. D irectorx 'Z 'Z f y  '  tS z & J l Phono : 269-8800

Division: O il& G as  /  D ate : 28-Mar-96

Approved by Commissioner, r v '  ' ^

- - S jr s  ‘s ?  / >  ■ '  Onto: 28-Mar-96

A j«ncy: NnUrtaJ R e sou rc e s  / '  y  ' "

P R E P A R E R  T O  P R O V ID E  A L L  D I S T R IB U T IO N  C O P I E S  T O  G O V E R N O R  S  L E G I S L A T I V E  O F F I C E
swu »i5 «•» por turner dictnbution information call tho Governor's Legislative Offico p,3* 1 14 1



State Revenues (without Northstar Lease Amendments)
State State State State Share Severance Spill & Property Corporate Total State

Royalty Supplemental of Federal Tax Conserv. Tax' Income Tax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 SO.O $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
1997 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1998 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1999 0.0 0.0 0.0 0.0 0.0 0.0 (477.1) (477.1'
2000 0.0 0.0 0.0 0.0 0.0 828.3 (835.9) (7.6)
2001 3,868.9 0.0 247.4 0.0 45.6 2,547.2 (1 ,173.8) 5,535.3
2002 35.778.5 0.0 2.287.7 16,171.7 407.2 4.245.3 2,784.3 61,674.6

$39,647.4 SO.O $2,535.1 $16,171.7 $452.8 $7,620.8 S297.5 $66,725.2

State Revenues (with Northstar Lease Amendments)
State State State State Share Severance Spill & Property Corporate Total State

Royalty Supplemental of Federal Tax Conserv. Tax* Income Tax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 SO.O $0.0 $0.0 SO.O $0.0 $0.0 (S477.1) ($477.1)
1997 0,0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3.625.3 0.0 231.8 0.0 50.1 2,343.9 (1.213.4) 5.037.7
1999 35.631.3 42.5 2.278.2 16,101.5 447.4 3.914.3 2.767.6 61,182.8
2000 35,735.8 680.0 2,284.9 13,487.8 432.1 4,771.2 2.994.3 60.386.1
2001 34.891.8 1.969.0 2,231.0 12,682.7 406.5 4.586.5 3,440.7 60.208.2
2002 29.599.9 2.887.4 1.892.6 7.949.5 3 3 0 6 4.293.8 3.234.1 50.187.9

$139,484.1 $5,578.9 S8.918.5 $50,221.5 $1,666.7 $20,671.1 $9,912,1 $236,452.9

Change in State Rovenues (with Northstar Lease Amendments)
State State State Stato Sharo Severanco Spill & Property Corporate Total State

Royalty Supplemental of Federal Tax Conserv. Tax’ Income Tax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 $0.0 SO.O $0.0 SO.O $0.0 $0.0 ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1938 3.625.3 0.0 231.8 0.0 50.1 2.343.9 (1.213.4) 5,037.7
1939 35.631.3 42.5 2.278.2 16.101.5 447.4 3.914.3 3.244.7 61.659.9
2000 35.735.8 680.0 2.284.9 13,487.8 432.1 3.942.9 3.830.2 60.393.7
2C01 31,022.9 1.969.0 1.983.6 12.682.7 361.0 2.039.3 4,614.5 54,673.0
2002 (6.178.6) 2.887.4 (395.1) (8.222.2) (76.5) 48.5 449.9 (11.466.7)

$99,836.7 $5,578.9 $6,383.4 $34,049.8 $1,214.1 $13,050.3 $9,614.7 $169.727 8

‘ Approximately 75 percent of this amount may go Jo the North Slope Borough.
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Revision Date:_____  Original_______________________________________________Dept Affected Natural Resources___________________

Title: An Act authorizing, approving, and ratifying BRU: Resource Development__________

the amendment of Northstar Unit oil and gas leases...____________________ Component: Pipeline Coordinator________________

Sponsor: Senate Rules Committee____________________________________ ______________________________________________

Requestor: Senate Resources______________________________________________Component Serial No. ________________1191

STATE OF ALASKA BILL NO. SB318

E x p e n d i t u r e s / R e v e n u e s __________________________________________________ (Thousands of Dollars)
OPERATING'EXPENDITURES ' FY97 ' FY5S F 7 3 5 ......... PY00 ' FY01 PY02

PERSONAL SERVICES
TRAVEL
CONTRACTUAL

SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

147.3 ' 4473 125.0
25.0 25.0 25.0

243.3 '243.3 75.'0'
12.0 12.0 5"0
3.5 3.5

TOTAL'S PERATWC 43 1 : 1 431 1 231.0 . i i .

[CAPITAL EXPENDITURES | 1 o:oi 0.0| o.oi o.oi 0.0| 0.0

fOFANGElfTREVENUES ( ) "  | | '  | | | |

FUND SOURCErrr»», ^ ■__;-■■■■__  1 ---
(Thousands of Dollars)

1002 Federal Keceipts
1003 GF Match 
*004 GF
1005 GF/Prooram Receipts 
*005 GF/MHTlA
*091 Designated Program Rcpts 431.1 431.1 231.0
TOTAL' ' ' 431.1 4311 231.0 S ill

Estimate of any current year (FY96) cost: S none 

POSITIONS
Fu l l-t im e  ' ■ ■

, 0 ,
0 --------S' 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY J 0 0 0 0

ANALYSIS: (Attach a separate page it necessary)
This request is an industry funded project under AS 38.35.140(b) for the development of a common carrier pipeline
for the Northstar project near Prudhoe Bay,

The budget is based on the Lease Application moving forward from mid-April 1996 through Soptombcr 1997 and 
construction beginning in November 1997. Tho Loasing Process and Statuto requiro that the Commissioner of DNR 
make a decision that the Applicant's financially and technically FIT, WILLING and /'RLE to construct, operate, 
maintain and terminate the pipeline. Tho funds for FY97 and some of tho funds for f 98 will bo expended on 
determining if tho applicant has proposed a project that meets this requirement. Tho remainder of the funding wrll bo 
e*pendod for oversight of the construction of tho pipeline by ADNR. ADEC. ADF&G and ADLabor. The FY99 funds 
will be used for conformation and oversight of tho operational aspects of tho project, such as Quality Assurance,
Cuaiity Control, and operational processes. Continued on n ext p a g e ...

 __ -   _ J - - - ------------------   -  ■ --------
► r«5ar«3 by Jerry Brottta. State Pipc^ne C o o r d i n a t Pncne 271-3601
Oivmcn State Pipeunc Cooramoioi e Office *//* ^  Qt { # .___________________23.Mnr-56_______________________

Apcroved by Ccmm issionep^' ^  —- s ?
C P 'T * '/  Oat*_____________________25.Mar.96_______________________

Agency Natural Resources / ?  '/  ~7

P R E P A R E R  T O  P R O V I D E  A L L  D I S T R I B U T I O N  C O P I E S  T O  G O V E R N O R 'S  L E G I S L A T I V E  O F F I C E
For funner distribution information ca t the Governor'* Legislative Office

i& jm e c o  u s  n jy r j e i  *»»• i «* J



* r

Fiscal Analysis Continued...

***• Beyond FY99 there will be a request for additional funds for the administration and oversight of tho Leases that 
cannot be determined at this time. These funds will be based on the outcome of the previous years activities and 
findings. The State Pipeline Coordinator's Office will promptly notify tho Governor’s Office should this project 
schedule change.
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CS FOR SENATE BILL NO. 318(RES)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

NINETEENTH LEGISLATURE - SECOND SESSION 

BY TH E SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RULES COM M ITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

"An Act authorizing, approving, and ratifying the amendment of Northstar Unit 

oil and gas leases between the State of Alaska and BP Exploration (Alaska) 

Inc.; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. LEGISLATIVE FINDINGS AND POLICY. Based upon the findings of fact 

set out in the “Findings of Fact of the Senate Resources Committee Regarding SB 318,“ dated 

April 24. 1996, the legislature finds

(1) the production of oil and gas from state land is a matter of statewide 

interest and effect because it is the principal source of revenue to the state and provides 

important job opportunities for the people of the state;

(2) BP Exploration (Alaska) Inc. holds certain state oil and gas leases in the

Northstar Unit that include net profit share provisions;

(3) BP Exploration (Alaska) Inc. has refused to develop the Northstar Unit

leases unless the leases arc amended to eliminate the net profit share provisions;

-1- CSSBJ18IRES)
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(4) unless the net profit share provisions of the Northstar Unit arc amended, 

production of oil and gas from the unit is highly unlikely to begin before the year 2002;

(5) because of the development account provisions of the net profit share 

lease ., the later that these leases arc developed, the less "net profits" the state receives;

(6) if the net profit share provisions of the Northstar Unit leases are amended, 

full production of oil and gas from the unit may begin as early as the year 1999;

(7) amending the net profit share provisions of the Northstar Unit leases to 

provide for a supplemental royalty, instead of a share of net profits, will provide economic 

benefits of oil and gas production to the people of the state by encouraging production from 

the Northstar Unit earlier than it might otherwise occui under the terms of the Northstar Unit 

Agreement and the unit’s approved Plan of Development;

(8) the development of the unit and the associated construction of unit facilities 

within the state wiil provide additional revenue to the state and increased job opportunities;

(9) die expedited development of the unit may result in increased state revenue 

from future oil and gas lease sales;

(10) the expedited development of the unit may result in technological 

breakthroughs and other cost savings that may make other development opportunities in the 

state economically feasible;

(111 notwithstanding the anticipated benefits that may result from the 

amendment of the Northstar Unit’s net profit share lease terms, the legislature reaffirms that 

it is the policy of the state to enforce the competitively bid terms of its oil and gas leases and 

that the commissioner of natural resources should assure that the state’s oil and gas resources 

arc being diligently and timely developed;

(12) the public’s confidence that the terms of the state’s oil and gas leases arc 

being fairly and uniformly administered must be maintained;

(13) it is important to assure that there is no appearance of favoritism in the 

state's administration of its oil and eases; and therefore

(14) except as provided under see. 2 of this Act. the commissioner of natural 

resources is directed not to negotiate the amendment of the competitively bid terms of any 

slate oil and gas lease without prior explicit authorization by the legislature through the 

passage of a general act granting the authority to do so.

WORK DRAFT WORK D R  .FT  WORK DRAFT

CSSB J18(RKS> • 2-
.Vrw I 'r .d t r l i r t i  IC C lC T rD  7CX7 BHACKSTXO]



1
2
3

4

5

6
7

8
9

10
11
12
13

14

15

16

17

18

19

20
21
22
23

24

25

26

27

28

29

30

31

* Sec. 2. (a) The State of Alaska and BP Exploration (Alaska) Inc. arc parties to the 

following leases in the Northstar Unit:

(1) ADL 312798, effective February I, 1980;

(2) ADL 312799, effective February 1, 1980;

(3) ADL 312808, effective February I, 1980;

(4) ADL 312809, effective February I, 1980; and

(5) ADL 355001. effective August I, 1983.

(b) The commissioner of natural resources may amend the Northstar Unit leases 

described in (a) of this section as set out below:

AMENDMENT TO THE NORTHSTAR UNIT LEASES 

BETWEEN THE STATE OF ALASKA AND 

BP EXPLORATION (ALASKA) INC.

The State of Alaska ("State") and BP Exploration (Alaska) Inc. 

("BPXA") arc parties to the following leases in the Northstar Unit: ADL 

312798. effective February I. 1980; ADL 312799, effective February I. 1980;

ADL 312808. effective February I. 1980; and ADL 312809, effective 

February I. 1980 (collectively the "1980 Leases ); as well as ADL 355001, 

effective August 1. 1983 (the *1983 Lease"). The parties agree to amend the 

1980 Leases and the 1983 Lease as set forth in this amendment to the Northstar 

Unit leases.

1980 Leases

(1) Paragraph 6(b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or 

supplemental royalty due under this lease for that year.

(2) Paragraph 7 is replaced in its entirety as follows:

7. SUPPLEMENTAL ROYALTY, (a) In addition to the 

royalty paid and computed under paragraphs 8. 10. and 11 below.

Lessee shall pay to the Stale a supplemental royalty ("supplemental 

royalty"). Lessee shall pay the supplemental royally, if owed, upon the 

same production volume for which royalty is paid (“production 

volume"). The supplemental royalty payment for a given month equals

.3. CSS It 3I8(RES|
T ^ t  1 H J i r i i r . 9 3  IC V X T tD  TOC? BM CXSTX2J

WORK DRAFT WORK DRAFT WORK DRAFT



1
2
3

4

5

6
7

8
9

10
11
12
13

14

15

16

18
i

19

20
21
nm m

23

24

25

26

27

28

29

30

31

the supplemental royalty value times the supplemental royalty 

percentage rate ("percentage rate") times the production volume for that 

month. The percentage rate shall be calculated monthly by reference 

to: (1) an ANS West Coast spot price ("spot price"); and (2) a

supplemental royalty trigger price ("trigger price"). If the spot price is 

equal to or less than the trigger price, then the percentage rate equals 

zero. If the spot price is greater than the trigger price, then the 

percentage rate equals (the spot price per barrel minus the trigger price 

per barrel) times 1.5 percent per dollar per barrel. The percentage rate 

may never exceed 7.5 percent.

(b) The spot price is the price per barrel calculated in Article

3.3 of and Exhibit 4 to the ANS Royalty Litigation Settlement 

Agreement ("ANS Agreement"), dated December 31. 1991. between the 

State and BPXA. for the erode oil referred to as "ANS (USWC)" in the 

ANS Agreement. The trigger price is SI7.35 per barrel through 

April .0. 1997. On May I. 1997, and each May I thereafter, the 

trigger price shall be adjusted by an inflation factor equal to fifty 

percent of the "inflation rate" defined as the Producer Price Index for 

Industrial Commodities ("PPI") for December of the previous year, as 

reported by April 30 of the current year, divided by the PPI for 

December of 1995. as reported by April 30. 1996. The supplemental 

royally value for oil. gas. natural gas liquids and associated substances 

is defined in paragraphs 10 and 11 below. Exhibit B is a sample 

calculation to demonstrate the method of calculating supplemental 

royalty for oil.

(3) Paragraph 9 is replaced in its entirety as follows:

9. REDUCTION OF ROYALTY. Except as provided in 

paragraph 7 above. Lessee shall not be entitled to any rcduc:ion ol 

royally paid under paragraph 8 above or supplemental royally paid 

under paragraph 7 above based on any current or futuie agreement.

State statute, or State regulation.
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(4) Paragraph 10 is replaced in its entirety as follows:

10. ROYALTY IN VALUE. Unless the State elects to receive 

all or a portion of its royalty or supplemental royalty in kind as 

provided in paragraph 12 below. Lessee shall pay to the State the value 

of all royalty and supplemental royalty oil. gas and associated 

substances as determined under paragraph 11 below. Royalty and 

supplemental royalty paid in value shall be free and clear of all lease 

expenses (and any portion of such expenses which is incurred away 

from the leased area), including, but not limited to. expenses for 

separation, cleaning, dehydration, gathering, saltwater disposal, and 

preparing the oil. gas or associated substances for transportation off the 

leased area. A ll royalty and supplemental royalty that may become 

payable in money to the State shall be paid on or before the last day of 

the calendar month following the month in which the oil. gas or 

associated substances arc produced. Royalty and supplemental royalty 

payments shall be accompanied by copies of run tickets or such other 

information relating to valuation of royalty and supplemental royalty as 

the State may require, which may include, but is not limited to. 

evidence of sales, shipments, and amounts of gross oil. gas and 

associated substances produced.

(5) Paragraph 11 is replaced in its entirety as follows:

11. VALUE. For purposes of computing supplemental royalty 

due under this lease, the value of supplemental royalty oil. gas. natural 

gas liquids and associated substances shall be the value used in 

computing royally on said substances.

(a) To compute the value of oil for royalty and supplemental 

royalty purposes, this lease shall be deemed an "ANS Lease" under the 

terms of the ANS Agreement, irrespective of any provision(s) of such 

agreement which would otherwise exclude this lease therefrom.

(b) To compute the value of gas and natural gas liquids for 

royalty and supplemental royalty purposes, this lease shall be deemed

•S* CSSB J!8(R E S>
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a "Lease'’ under the terms of the 1995 ANS Gas Royalty Litigation 

Settlement Agreement between BPXA and the State dated as of April I,

1995, irrespective of any provision(s) of such agreement which would 

otherwise exclude this lease therefrom.

(c) To compute the value of associated substances (which shall 

be deemed to exclude oil. gas. and natural gas liquids) for royalty and 

supplemental royalty purposes, the value of such associated substances 

shall not be less than the highest of:

(1) the Held price actually received by Lessee for such 

associated substances:

(2) Lessee's posted price in the field for such associated

substances:

(3) the volume weighted average Held price actually 

received by other producers in the same field or area for associated 

substances of like kind and quality at the time such associated

substances arc removed from the leased or unit area; or

(4) the volume weighted average posted price in the 

field of other producers in the same field or area for associated

substances of like kind and quality at the time such associated

substances arc removed from the leased or unit area.

If associated substances arc sold away from the leased or unit 

area, the term field price" above shall be the actual price for such 

associated substances received from the purchaser thereof less the actual 

cort of transportation away from the leased or unit area to the point of 

delivery.

Minimum Value Determinations. The State may establish 

minimum values for purposes of computing royalties on associated 

substances obtained from this lease, with consideration being given to 

the price actually received by Lessee, to the pnee or pnccs paid in the 

same field or area for production of like quality, to posted prices, to 

prices received by Lessee and/or other producers from sales occurring
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away from the leased area, and to other relevant matters. Each such 

determination will be made only after Lessee has been given notice and 

a reasonable opportunity to be heard. Under this provision, it is 

expressly agreed that the minimum value of royally associated 

substances under this lease may not necessarily equal the price of such 

associated substances.

(6) The following provision shall be added to the end of paragraph 12:

(e) Supplemental royalty under paragraph 7 above may be taken 

in kind under the same terms and conditions as royally may be taken 

in kind under this paragraph 12.

(7) Paragraph 14 is replaced in its entirety as follows:

14. APPORTIONMENT OF ROYALTY FROM APPROVED 

UNIT. The landowner’s royalty and supplemental royalty share of the 

unit production allocated to each separately owned tract shall be 

regarded as royalty to be distributed to and among, or the proceeds of 

it paid to, the landowners, free and clear of all unit expense and free of 

any lien for it. Under this provision, the State’s royalty and 

supplemental royalty share of any unit production allocated to the 

leased area shall be regarded as royalty to be distributed to. or the 

proceeds of it paid to. the State, tree and clear of all unit expenses (and 

any portion of such expenses which is incurred away from the unit 

area), including, but not limited to. expenses for separation, cleaning, 

dehydration, gathering, saltwater disposal, and preparing oil. gas or 

associated substances for transportation off the unit area, and free of 

any lien for it.

(8) Paragraph 28 (c) is added as follows:

(c) Notwithstanding any athcr provisions of this lease, the 

Northstar Unit Agreement. Slate statute, or State regulation, this lease 

shall terminate automatically without notice, an opportunity to be heard, 

or judicial proceeding, if the Lessee fails to comply with the sanction 

schedule set forth in Exhibit C (“sanction schedule"), attached and
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incorporated by reference. Automatic termination shall occur whether 

or not there is a well on the leased area capable of producing oil or gas 

in paying quantities, the lease is committed to a unit agreement, or the 

Lessee is drilling or conducting reworking operations, on the date 

performance ui.dcr the schedule is due. Furthermore, upon termination 

BPXA shall promptly file of record appropriate lease relinquishments.

The automatic termination shall occur at 11:59 P.M.. Alaska Time, on 

the day performance of the obligation under the sanction schedule is 

due.

(9) Paragraph 32 is replaced in its entirety as follows:

32. FORCE MAJEURE. If the State determines that Lessee lias 

been prevented, after diligent efforts made in good faith, from 

complying with any express or implied promise, term, condition or 

covenant of this lease (other than the obligation to provide project 

sanction within twelve (12) months of the passage by the legislature of 

an Act authorizing an Amendment to the Northstar Unit leases for the 

project), from conducting drilling operations, or from producing or 

marketing oil or gas from the leased area, by reason of war. riots, acts 

of God. unusually severe weather, or any other cause beyond Lessee’s 

reasonable ability to foresee or control (including delays causcu by 

judicial decision or lack thereof or inability to obtain local. Slate, or 

federal permits or environmental impact statements), whether similar to 

those enumerated or not. Lessee’s obligation to comply with such 

provision shall be suspended, but not voided, and Lessee shall not be 

liable for damages for failure to comply therewith. If Lessee's 

obligations to conduct drdlii.g or reworking operations arc suspended 

under this paragraph and the continuation of such operations without 

suspension would have had the effect of preventing the expiration or 

termination of this lease, this lease shall not terminate dunng the period 

which the oblig ition to perform such operations is suspended. Nothing 

in this paragraph shall be construed to suspend the obligation to pay
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rentals, or to suspend the obligation to pay royalties, supplemental 

royalties or other production payments from operations on the lease area 

which arc not suspended or from operations which arc not affected by 

any such suspension, to the State.

(10) Paragraph 41 is replaced in its entirety as follows:

41. FABRICATION OF PRODUCTION AND PROCESSING 

MODULES WITHIN ALASKA AND EMPLOYMENT OF ALASKAN 

RESIDENTS. Lessee agrees to utilize on-site production and 

processing modules for development of the Northstar oil field, and 

agrees to fabricate those modules within Alaska. BP Exploration 

(Alaska) Inc. will reimburse the State for any public funds expended to 

prepare, develop or operate any sites or facilities ncr ,sary for the 

fabrication, transportation or installation of the Northstar Unit 

production and processing modules. All expenses associated with the 

design, fabrication, transportation and installation of production and 

processing modules required for the development of the Northstar oil 

field will be the sole responsibility of BP Exploration (Alaska) Inc. and 

its contractors.
Lessee shall comply with all valid federal. State and local laws 

in hiring Alaska residents and contractors and shall not discriminate 

against Alaska residents or contract* rs. Within the constraints of law.

Lessee shall employ Alaska resident: and contractors to the extent they 

are available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to hire residents of Alaska. Lessee 

shall advertise for available positions locally and use Alaska job service 

organizations to notify the Alaskan public. For work in connection with 

this lease. Lessee shall purchase materials and services from Alaska 

vendors, suppliers, and consultants and shall contract with Alaska firms 

for fabricating the modules for on-site production and processing 

facilities in Alaska. Lessee shall require its contractors to employ and 

train, when necessary, residents of Alaska. Lessee shall submit

WORK DRAFT WORK DRAFT WORK DRAFT
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annually to the Director, Division of Oil and Gas, for transmission to 

the President of the Senate and the Speaker of the House of 

Representatives, a report that details the specific measures Lessee and 

its contractors and subcontractors have taken or are planning to take to 

recruit qualified Alaska residents for available jobs, describes on-the-job 

training opportunities, and describes Lessee's efforts to hire Alaska 

firms for work in connection with this lease. Lessee shall furnish the 

Department of Labor, for transmission to the President of the Senate 

and the Speaker of the House of Representatives, a quarterly report 

regarding the employment of Alaska residents on the lease area in 

compliance with regulations by the Department of Labor. The report 

must also include statistical data concerning the number of resident 

personnel hired within the past year for this lease.

1983 Lease

(I) Paragraph 4(0 and paragraph 34(7) are deleted and replaced in their 

entirety with the following paragraph 4(0:

(0 FORCE MAJEURE. If the State determines that lessee has 

been prevented, after diligent efforts made in good faith, from 

complying with any express or implied promise, term, condition or 

covenant of this lease (other than the obligation to provide project 

sanction within twelve (12) months of the passage by the legislature of 

an Act authorizing an Amendment to the Northstar Unit leases for the 

project), from conducting drilling operations, or from producing or 

marketing oil or gas from the leased arci. by reason of war. riots, acts 

of God. unusually severe weather, or any other cause beyond lessee's 

reasonable ability to foresee or control (including delays caused by 

judicial decision or lack thereof or inability to obtain local. State, or 

federal permits or environmental impact statements), whether similar to 

those enumerated or not. lessee's obligation to comply with such 

provision shall be suspended, but not voided, and lessee shall not be 

liable for damages for failure to comply therewith. If lessee's
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obligations to conduct drilling or reworking operations arc suspended 

under this paragraph and the continuation of such operations without 

suspension would have had the effect of preventing the expiration or 

termination of this lease, this lease shall not terminate during the period 

which the obligation to perform such operations is suspended. Nothing 

in (his paragraph shall be construed to suspend the obligation to pay 

rentals, or to suspend the obligation to pay royalties, supplemental 

royalties or other production payments from operations on the lease area 

which arc not suspended or from operations which are not affected by 

any such suspension, to the State.

(2) Paragraph 5(b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royally or 

supplemental royalty due under this lease for that year.

(3) Paragraph 7 is replaced in its entirety as follows:

7. APPORTIONMENT OF ROYALTY FROM APPROVED 

UNIT. The State’s royalty and supplemental royally share of the unit 

production allocated to each separately owned tract must be regarded 

as royalty to be distribute I to or among, or the proceeds of it paid to. 

the State, free and clear of all unit expenses and free of any lien for 

them. Under this provision, the State's royalty and supplemental 

royalty share of any unit production allocated to the leased area will be 

regarded as royally to be distributed to. or the proceeds of it paid to. the 

State, free and clear of all unit expenses (and any portion of those 

expenses incurred away from the unit area), including, but not limited 

to. expenses for separating, cleaning, dehydration, gathering, saltwater 

disposal, and preparing oil. gas. or assocntcd substances for 

transportation off the unit area, and free of any lien for them.

(4) A new paragraph 20(c) is added as follows:

(c) Notwithstanding any other provisions of this lease, the 

Northstar Unit Agreement. State statute, or State regulation, this lease 

shall terminate automatically without notice, an opportunity to be he rd.
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or judicial proceeding, if the lessee fails to comply with the sanction 

schedule set forth in Exhibit C ("sanction schedule"), attached and 

incorporated by reference. Automatic termination shall occur whether 

or not there is a well on the leased area capable of producing oil or gas 

in paying quantities, the lease is committed to a unit agreement, or the 

lessee is drilling or conducting reworking operations, on the date 

performance under the schedule is due. Furthermore, upon termination 

BPXA shall promptly file of record appropriate lease relinquishments.

The automatic termination shall occur at 11:59 P.M., Alaska Time, on 

the day performance of an obligation under the sanction schedule is 

due.

(5) Paragraph 31 is replaced in its entirety as follows:

31. FABRICATION OF PRODUCTION AND PROCESSING 

MODULES WITHIN ALASKA AND EMPLOYMENT OF ALASKAN 

RESIDENTS. Lessee agrees to utilize on-site production and 

processing modules for development of the Northstar oil field, and 

agrees to fabricate those modules within Alaska. BP Exploration 

(Alaska) Inc. will reimburse the state for any public funds expended to 

prepare, develop or operate any sites or facilities necessary for the 

fabrication, transportation or installation of the Northstar Unit 

production and processing modules. All expenses associated with the 

design, fabrication, transportation and installation of production and 

processing modules required for the development of the Northstar oil 

field will be the sole responsibility of BP Exploration (Alaska) Inc. and 

its contractors.

Lessee shail comply with all valid federal. State and local laws 

in hiring Alaska residents and contractors and shall not discriminate 

against Alaska residents or contractors. Within the constraints of law.

Lessee shall employ Alaska residents and contractors to the extent they 

are available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to hire residents of Alaska. Lessee
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shall advertise for available positions locally and use Alaska job service 

organizations to notify the Alaskan public. For work in connection with 

this lease. Lessee shall purchase materials and services from Alaska 

vendors, suppliers, and consultants and shall contract with Alaska firms 

for fabricating the modules for on-site production and processing 

facilities in Alaska. Lessee shall require its contractors to employ and 

train, when necessary, residents cf Alaska. Lessee shall submit 

annually to the Director, Division of Oil and Gas. for transmission to 

the President of the Senate and the Speaker of the House of 

Representatives, a report that details the specific measures Lessee and 

its contractors and subcontractors have taken or arc planning to take to 

recruit qualified Alaska residents for available jobs, describes on-the-job 

training opportunities, and describes Lessee’s efforts to hire Alaska 

firms for work in connection with this lease. Lessee shall furnish the 

Department of Labor, for transmission to the President of the Senate 

and the Speaker of the House of Representatives, a quarterly report 

regarding the employment of Alaska residents on the lease area in 

compliance with regulations by the Department of Labor. The report 

must also include statistical data concerning the number of resident 

personnel hired within the past year for this lease.

(6) Paragraph 35 is replaced in its entirety as follows:

35. ROYALTY ON PRODUCTION. Except for oil. gas. and 

associated substances used on the leased area for development and 

production or unavoidably lost, the lessee shall pay to the State as a 

royally 20 percent in amount or value of the oil. gas. and associated 

substances saved, removed, or sold from the teased area and of the gas 

used on the leased area for extraction of natural gasoline or other 

products from the leased area.

(7) Paragraph 36 is replaced in us entirety as follows:

36. VALUE. For purposes of computing supplemental royalty 

due under this lease, the value of supplemental royally oil, gas. natural
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gas liquids, and associated substances shall be the value used in 

computing royalty on said substances.

(a) To compute the value of oil for royalty and supplemental 

royalty purposes, this lease shall be deemed an "ANS Lease" under the 

terms of the ANS Agreement, irrespective of any provision(s) of such 

agreement which would otherwise exclude this lease therefrom.

(b) To compute value of gas and natural gas liquids for royalty 

and supplemental royalty purposes, this lease shall be deemed a "Lease" 

under the terms of the 1995 ANS Gas Royalty Litigation Settlement 

Agreement between BPXA and the State dated us of April 1, 1995. 

irrespective of any provision(s) of such agreement which would 

otherwise exclude this lease therefrom.

(c) To compute the value of associated substances (which shall 

be deemed to exclude oil. gas. and natural gas liquids) for royalty and 

supplemental royalty purposes, the value of such associated substances 

shall not be less than the highest of:

(1) the field price actually received by lessee for such 

associated substances:

(2) Lessee's posted price in the field for such associated

substances;

(3) the volume weighted average field price actually 

received by other producers in the same field or area for associated 

substances of like kind and quality at the time such associated 

substances arc removed from the leased or unit area; or

(4) the volume weighted average posted price in the 

field of other producers in the same field or area for associated 

substances of like kind and quality at the time such associated 

substances arc removed from the leased or unit area.

If associated substances arc sold away from the leased or unit 

area, the term "field price" above shall be the actual price for such 

associated substances received from the purchaser thereof less the actual
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cost of transportation away from the leased or unit area to the point of 

delivery.

Minimum Value Determinations. The State may establish 

minimum values for purposes of computing royalties on associated 

substances obtained from this lease, with consideration being given to 

the price actually received by lessee, to the price or prices paid in the 

same field or area for production o f like quality, to posted prices, to 

prices received by lessee and/or other producers from sales occurring 

away from the leased area, and to other relevant matters. Each such 

determination will be made only after lessee has been given notice and 

a reasonable opportunity to be heard. Under this provision, it is 

expressly agreed that the minimum value of royalty associated 

substances under this lease may not necessarily equal the price of such 

associated substances.

(8) Paragraph 37 is replaced in its entirety as follows:

37. ROYALTY IN VALUE. Unless the State elects to receive 

all or a portion of its royalty or supplemental royally in kind as 

provided in paragraph 38. lessee shall pay to the State the value of all 

royalty and supplemental royally oil. gas and associated substances as 

determined under paragraph 36. Royalty and supplemental royalty paid 

in value shall be free and clear of all lease expenses (and any portion 

of such expenses which is incurred away from the leased area), 

including, but not limited to. expenses for separation, cleaning, 

dehydration, gathering, saltwater disposal, and preparing the oil. gas or 

associated substances for transportation off the leased area. All royalty 

and supplemental royalty that may become payable in money to the 

State shall be paid on or before the last day of the calendar month 

following the mon'h in which the oil. gas or associated substances are 

produced. Royalty and supplemental royalty payments shall be 

i tmpanied by copies of run tickets or such other information relating 

valuation of royalty and supplemental royalty as the State may
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require, which may include, but is not limited to, evidence of sales, 

shipments, and amounts of gross oil, gas and associated substances 

produced.

(9) The following provisions shall be added to the end of paragraph 38:

(0 Supplemental royalty under this lease may be taken in kind 

under the same terms and conditions as royalty may be taken in kind 

under this paragraph 38.

(10) Paragraph 39 is replaced in its entirety as follows:

39. REDUCTION OF ROYALTY. Except as provided in 

paragraph 40 below, lessee shall not be entitled to any reduction of 

royalty paid under paragraph 35 above or supplemental royalty paid 

under paragraph 40 below based on any current or future agreement.

Slate statute, or State regulation.

(11) Paragraph 40 is replaced in its entirety as follows

40. SUPPLEMENTAL ROYALTY, (a) In addition to the 

royalty paid and computed under paragraphs 35, 36. 37 above, lessee 

shall pay to the Stale a supplemental royalty ("supplemental royalty").

Lessee shall pay the supplemental royalty, if owed, upon the same 

production volume for which royalty is paid ("production volume").

The supplemental royalty payment for a given month equals the 

supplemental royalty value times the supplemental royalty percentage 

rate ("percentage rate") times the production volume for that month.

The percentage rate shall be calculated monthly by reference to: ( I ) an 

ANS West Coast spot price ("sp.it price"); and (2) a supplemental 

royalty trigger price t"triggcr price"). If the spot price is equal to or 

less than the trigger price, then the percentage rate equals zero. If the 

spot price is greater than the trigger price, then the percentage rate 

equals [the spot price per barrel minus he trigger price per bancl] times

1.5 percent per dollar per banel. The percentage rate may never exceed

7.5 percent.

(b) The spot price is the price per barrel calculated in Article
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3.3 of and Exhibit 4 to the ANS Royalty Litigation Settlement 

Agreement ("ANS Agreement"), dated December 31. 1991, between the 

State and BP Exploration (Alaska) Inc. for the crude oil referred to as 

"ANS (USWC)" in the ANS Agreement. The trigger price is $17.35 

per barrel through April 30, 1997. On May 1, 1997, and each May 1 

thereafter, the trigger price shall be adjusted by an inflation factor equal 

to fifty percent of the "inflation rate" defined as the Producer Price 

Index for Industrial Commodities ("PPI") for December of the previous 

year, as reported by April 30 of the current year, divided by the PPI for 

December of 1995, as reported by April 30, 1996. The supplemental 

royally value for oil. gas, natural gas liquids and associated substances 

is defined in paragraphs 36 and 37 above. Exhibit B is a sample 

calculation to demonstrate the method of calculating supplemental 

royalty for oil.

These amendments do not affect: (1) any future agreements which may 

be reached for the handling of outside substances as that term is used in the 

Northstar Unit Agreement effective January 24. 1990, or (2) the current 

valuation methodology for royalty for any other Alaska Net Profit Share leases 

between the Stale and BP Exploration (Alaska) Inc. or any affiliates or any 

future agreements which may be reached regarding a future valuation 

methodology for Alaska Net Profit Share leases. These amendments take effect 

on the first day following delivery of a letter from the commissioner of the 

Department of Natural Resources to the Revisor of Statutes, with copies to the 

President of the Senate and the Speaker of the House of Representatives, 

confirming that BP Exploration (Alaska) Inc. or its parent entity has made an 

irrevocable commitment of full funding (project sanction) to develop the North

Star Oil Field. This amendment is dated for reference purposes as o f _____

______________ (Date).

LESSEE: LESSOR:

BP EXPLORATION (ALASKA). INC. STATE OF ALASKA

WORK DRAFT WORK DRAFT WORK DRAFT
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___________________ , Vice President ___________________ , Commissioner

Department of Natural Resources

STATE OF ALASKA )

) ss.

Third Judicial District )

O n_________ , 1996, before me appeared___________________________,

Commissioner. State of Alaska. Department of Natural Resources, and who 

executed this lease and acknowledged voluntarily signing it on behalf of the 

State of Alaska, as lessor.

WORK DRAFT WORK DRAFT WORK DRAFT

Notary Public in and for the State of Alaska

My Commission cxpitcs:______________

STATE OF ALASKA )

) ss.

Third Judicial District )

O n__________. 1996. before me appeared___________________________.

Vice President of BP Exploration (Alaska). Inc. and who executed this lease 

and acknowledged voluntarily signing it on behalf of the BP Exploration 

(Alaska). Inc. as lessee.

Notary Public in and for the State of Alaska

My Commission expires:______________

Exhibit B

Calculation of the Supplemental Royalty Payment for Oil

(1) The calculation of the ANS West Coast spot price is derived 

from Platt's "Oilgram Price Report" Spot Crude Price Assessments:

Platt's Reported Daily 

Assessment (S/barrel)

Date ANSWC ANSWC ANSWC ANSWC

Low High Daily Average Daily Average
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(After Rounding)1
01/02/96 $17.97 $18.06 $18,015 $18.02

01/03/96 $17.94 $18.03 $17,985 $17.98

01/04/96 $17.96 $18.03 $17,995 $18.00

01/05/96 $18.60 $18.64 $18,620 $18.62

01/09/96 $18.23 $18.29 $18,260 $18.26

01/10/96 $17.99 $18.05 $18,020 $18.02

01/11/96 $17.10 $17.17 $18,135 $17.14

01/12/96 $16.64 $16.71 SI 8.675 $16.68

01/15/96 SI 6.75 $16.83 $16,690 $16.79

01/16/96 $16.60 SI 6.66 SI 6.730 $16.63

01/17/96 SI 6.91 SI 6.97 $16,940 $16.94

01/18/96 SI7.46 S17.54 SI 7.500 $17.50

01/19/96 S17.28 S 17.37 S 17.325 $17.32

01/22/96 SI 7.02 $17.08 SI 7.050 S 17.05

01/23/96 $17.10 $17.16 S17.150 S17.13

01/24/96 S17.35 SI 7.41 SI 7.380 SI7.38

01/25/96 $16.76 SI 6.81 S 17.785 SI 6.78

01/26/96 SI 6.43 SI 6.53 SI 7.480 SI6.48

01/29/96 $16.16 SI 6.24 S 16.200 SI 6.20

01/30/96 SI6.30 S16.38 $16,340 $16.34

01/31/96 SI 6.46 SI 6.56 S16.510 SI6.5I

Monthly Average calculated from ANSWC Daily 

Average (After Rounding) = S 17.2271 per bancl

ANS West Coast spot price for the January 1996 

month of production = SI7.23 per barrel

(2) The inflation factor shall be calculated as follows: Assume 

that by April 30. 1996. the U.S. Department of Labor reports a PPI for 

December 1995 as 126.2. Assume that by April 30. 1998, the PPI for

All source and calculated numbers shall be rounded as required in the ANS 
Agreement.
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December 1997 is 134.2. The inflation factor for 1998 is calculated according

to the fo .owing formula:

Inflation Factor for May I, I9Q8, through April 30. 1999

= [(PP) December of the previous year -r PPI December 1995) - I) x 0.5

= ((134.2 -r 126.2) - IJ x 0.5 = 0.0317 = 3.17 percent

(3) The trigger price for May 1. 1998. through April 30. 1999, 

is calculated by adjusting $17.35 per barrel by the inflation factor as follows:

Trigger price for the current year = $17.35 per barrel x (I + inflation factor)

= $17.35 per barrel x (1 * 3.17 percent)

= $17.35 x 1.0317 

= $17.90 per barrel

(4) Assuming the current month ANSWC spot price is $21.40. 

the supplemental royally percentage rate is calculated as:

Supplemental royalty percentage rate = (ANSWC spot price • trigger price for the 

current year) x (1.5 percent per dollar per barrel)

= ($21.40 per barrel - S 17.90 per barrel) x 1.5 percent per dollar per barrel 

= (21.40 - 17.90) x 0.015 

= 0.05250 = 5.25 percent

(5) The calculation of the supplemental rovalty payment for the 

current month is the product of the production volume times the royalty value 

and the supplemental royalty percentage rate. Assume that 1,550.000 bands 

of oil were produced in the Northstar unit in the current month and that the 

royalty value is $17.71. The supplemental royalty is:

Supplemental royalty payment = production volume x royalty value x supplemental 

royalty percentage rate

= 1.550.000 barrels x $17.71 per barrel x 5.25 percent 

= $1,441,151.25

EXHIBIT C 

SANCTION SCHEDULE 

The Northstar Development Project ("the Project ’) is described in the 

document titled "Northstar Development Project. Conceptual Engineering
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Report" dated February 1996. BPXA shall comply with the following sanction 

schedule for the Project and shall provide satisfactory evidence of compliance 

within fifteen (15) days of the date performance is due under the schedule:

BPXA shall receive Project sanction within twelve (12) months after 

passage by the legislature of an Act approving the Amendment to the Northstar 

Unit Leases for the Project. "Project sanction" means approval in writing by 

the highest appropriate authority in BPXA or its parent entity necessary for the 

total amount of expenditures required for the Project. Satisfactory evidence of 

receipt of sanction shall be tendered to the State in the form of the sanctioning 

entity’s documents approving the expenditure of funds for the Project. If 

project sanction is withdrawn for any reason whatsoever. BPXA shall notify the 

State within three working days by letter from an authorized officer and BPXA 

shall be deemed to have failed to comply with this schedule, 

fc) Notwithstanding any other provision of law. the "Amendment to the Northstar Unit 

Leases Between the State of Alaska and BP Exploration (Alaska) Inc." as described in (b) of 

this section, if voluntarily agreed to by the commissioner of natural resources and BP 

Exploration (Alaska) Inc.. is approved and ratified.

* Sec. 3. This Act takes effect on the first day following delivery of a letter from the 

commissioner of natural resources to the rcvisor of statutes, with copies to the president of the 

senate and the speaker of tiie house of representatives, confirming that BP Exploration 

(Alaska) Inc. or its parent entity has made a commitment of full funding (projection sanction) 

to develop the Northstar Oil Field.
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FINDINGS OF FACT OF THE SENATE RESOURCES COMMITTEE REGARDING 

SB 318. DATED APRIL 24, 1996. Based upon extensive public testimony, as well as the 

review of the written documents and presentations made by BP Exploration (Alaska) Inc. 

(BPXA), the Department of Law, and the Department of Natural Resources related to the 

proposal o f BP Exploration (Alaska) Inc. and the Department of Natural Resources to amend 

certain of the lease terms of State of Alaska oil and gas leases within the Northstar Unit 

(NSU), the Senate Resources Committee makes the following findings of fact:

ARTICLE I. THE STATES NET PROFIT SHARE AND HISTORY OF THE 

NORTHSTAR LEASES BEFORE UNITIZATION.

(1) The net profit share provision of four of the five state leases now included 

in the Northstar Unit was the competitively bid variable when the leases were originally 

offered for lease. The leases were offered with a fixed per acre cash bonus and a fixed 

royalty of 20 percent, and bidders were asked to submit sealed competitive bids based upon 

the percentage of net profits that the bidder would share with the state. According to the 

Department of Natural Resources, the average of the winning net profit share bids for these 

leases was "about 89 percent." As to the fifth state lease, the net profit share and royally were 

fixed by the Department of Natural Resources at 40 percent and 12 1/2 percent, respectively, 

and the competitively bid variable was the amount of bonus offered by the biddcis.

(2) The leases for which the net profit share was the bid variable. ADL Nos. 

312798, 312799. 312808. and 312809. were offered for lease in State of Alaska Competitive 

Oil and Gas Lease Sale 30. that was held in December 1979. These four leases were issued 

in 1980 for a primary term of 10 years. The fifth lease. ADL 355001. was offered in State 

of Alaska Competitive Oil and Gas Lca*c Sale 39 in May 1983. and was issued in June 1983. 

The primary term of ADL 355001 was also 10 years.

(3) The original lessees of the Northstar leases included Amerada Hess Co.. 

Shell Oil Co. (Shell). Enterprise Oil Co. (Enterprise), and Murphy Oil Co. In 1990. Amerada

r.T t  fDUtTtO r tx ?  dMCKTTlDI



WORK D R A F T  WORK D R A F T  WORK D R A F T

Hess Co. bought Enterprise’s interest in the leases for S2.000.000.

(4) Three years after the initial four state leases were issued. Shell Oil Co. 

discovered the Northstar oil field while drilling the Seal Island No. 1 Well. Thereafter, during 

the period 1984 - 1986 additional wells were drilled to delineate the Northstar field. Those 

wells included Shell Seal Island No. 2 (1984); Shell Seal Island No. 3 (1985); Shell Seal 

Island No. 4 (1985); Amerada Hess Co. Northstar No. 1 (1985); and Amerada Hess Co. 

Northstar No. 2 (1986).

(5) Near the end of the 10-year primary term for the initial four state leases 

and the two Outer Continental Shelf (OCS) leases that later came to be included in the 

Northstar Unit. Amerada Hess Co. and its partners approached the Department of Natural 

Resources and the federal Minerals Management Service with a proposal to form the Northstar 

Unit.
ARTICLE 2. FORMATION OF THE NORTHSTAR UNIT AND 

ACTIVITIES UNDER THE INITIAL PLAN OF DEVELOPMENT.

( 1) Instead of attempting to take back the four leases that were due to expire 

so that they could be competitively leased again, division director James Eason of the 

Department of Natural Resources along with the Minerals Management Service approved 

formation of the Northstar Unit and its initial Plan of Development, thereby extending the 

ten-year primary term of the leases committed to the unit. The Department of Natural 

Resources' action in approving this exploratory unit which effectively extended all four stale 

leases beyond their primary term (and effectively precluding competitively releasing them) 

without any certainty of production was consistent with the department's actions on a 

multitude of units including: Prudhoc Bay/Niakuk deferral. Prudhoc Bay/Pt. McIntyre 

deferral. Milne Point formation. Milne Point expansion. Duck Island. Point Thomson. Point 

Thomson expansion. Thetis Island. Hemi Springs. Big River. Astosch. Badami. Kuukpuk. 

Northstar formation. North Fork. Nicolai Creek. Kavik. Jones Island. Falls Creek. West 

McArthur River, and Gwydyr Bay. Thctc has been no evidence that the Department of 

Natural Resources sought the Department of Law's advice about taking back the leases without 

certified wells and forcing the leases with certified wells into production in connection with 

its 1990 decision.
(2) The term of the Northstar Unit was live years, from January 24. 1990. until
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January 23. I995.

(3) According to the Department of Natural Resources, as a condition of its 

approval of the initial five-year Plan of Development for the unit. H(t]hc state lessees were 

permitted to nuke progressively larger annual payments to the state in lieu of drilling a well 

in the Plan of Development. The cxtf-sion fee payments were to be paid by the State lessees 

to the State under the following schedule: January 31. 1991— SI million; January 31, 

1992— S2 million; January 31. 1993— S2 million; January 31. 1994— S3 million and 

January 31, 1995— S4 million, unless the fee obligation was extinguished by the drilling of 

a well in the unit area." As further conditions of its approval, the Department of Natural 

Resources also required Amerada Hess Co. and its partners to cond set certain petrological and 

pctrophysical analyses, to gather an additional 250 linc-milcs of geophysical (seismic) data 

over the unit area, and to complete facilities design and reservoir engineering studies 

(pre-production studies) during the initial Plan of Development. The Plan of Development did 

not require Amerada Hess and its partners to begin production during the five-year initial 

term.
(4> Amerada Hess Co. and its partners made the scheduled "in lieu of drilling” 

payments for the first three years of the five-year Plan of Development period, with payments 

totaling 55 million. Amerada Hess Co. then elected to drill the Amerada Hess Co. Northstar 

No. 3 Well in 1994. extinguishing its remaining financial obligations to the state under me 

terms of the Plan of Development for the Northstar Unit. Amerada Hess Co. and its partners 

also timely complied fully with each of the o’her conditions set out by the Department of 

Natural Resources in its approval of the initial Plan of Development. The Plan of 

Development had succeeded in getting one well drilled and in Amerada Hess Co. and its 

partners' completing certain other work commitments including pctrological/pctrophysical 

studies, production facilities design, seismic surveys, seismic analysis and interpretation, and 

reservoir engineering studies. However, no production from the unit occuncd during the five- 

year period of the initial Plan of Development.
(5) Following the drilling of the Amerada Hew Co. Northstar No. 3 Well 

earlier in 1994. Amerada Hess Co. met with representatives of the Department of Natural 

Resources and the Minerals Management Service in June 1994. to inform the agencies of its 

decision not to proceed with development ol the Northstar Unit. The Department of Natural
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Resources has indicated that Amerada Hess Co. believed that the development costs for the 

Northstar Unit leases would exceed $1,400,000,000. Assuming that the state could have 

gotten the leases back, because of their $1,400,000,000 development cost, the Department of 

Natural Resources believes that the leases would have had little value and would most likely 

have been re-leased for a nominal bonus bid.

(6) Under the terms of the Northstar Unit Agreement. Amerada Hess Co. and 

its partners were required to submit a proposed Plan of Development to the Department of 

Natural Resources late in October 1994, 90 days before the expiration of the first Plan of 

Development, or the unit, which had already extended the Northstar Unit leases five years 

beyond their initial primary term, would terminate.

(7) Having made the decision not to proceed with development of the unit. 

Amerada Hess Co. did not submit a proposed second Plan of Development, and under the 

terms of the unit agreement and the department's regulations, the Department of Natural 

Resources issued a Notice of Default to Amerada Hess Co. and its partners on November 3.

1094
(8) By subsequent letter dated December 12. 1994, the Department of Natural 

Resources amended its November 3. 1994 Notice of Default to provide that Amerada Hess 

Co. could cure the default either by providing an updated Plan of Development within 90 days 

or by voluntarily agreeing to terminate the Northstar Unit Agreement. The Department of 

Natural Resources' December 12. 1994. letter concluded "(f]inally. if the NSU terminates, 

three State of Alaska leases will continue beyond their primary term pursuant to paragraph 

5(d) of the lease. The three leases arc ADLs 312798. 312799 and 312809. This is further 

notice that within 90 days of termination of the NSU the lessees shall file a Plan of 

Development in compliance with the requirements set forth in paragraph 17 of the lease.

(9) Amerada Hess Co. and Shell began efforts to sell their respective interests 

in the Northstar Unit leases. Neither the exact timing nor the details of Amerada Hess Co.'s 

and Shell's efforts to market the leases arc a matter of public record.

(10) Amerada Hess Co. and Shell subsequently sold their interests in the 

Northstar Unit leases to BP Exploration (Alaska) Inc. early in 1995. BP Exploration (Alaska) 

Inc. has characterized the terms of its purchase of the Northstar Unit lease interests as a 

"competitive process." However. BP Exploration (Alaska) Inc. has declined to make public
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1 the terms of its purchase or the identity of its competitors for the purchase of Amerada Hess

2 Co.’s and Shell’s interest in the Northstar Unit leases, citing a confidentiality agreement

3 between the parties that prohibits its doing so. The state played no role in the offering or

4 selling of Amerada Hess Co.’s and Shell’ s interest in the Northstar Unit leases to BP

5 Exploration (Alaska) Inc. Lessees commonly sell interests in leases without the state’s

6 involvement other than approving assignments resulting from the sale.

7 (N ) In its purchase of the Northstar Unit leases from Amerada Hess Co. and

8 its partners, BP Exploration (Alaska) Inc. acquired the net profit share development accounts

9 for those leases. The amount of accrued costs in the Northstai Unit net profit share

10 development accounts has been estimated by BP Exploration (Alaska) Inc. to be $262,000,000.

11 Under the terms of the leases and the Department of Natural Resources’ regulations, although

12 BP Exploration (Alaska) Inc. did not actually spend the $262,000,000 in the development

13 accounts, it would be entitled to recover those costs, plus its actual future costs of

14 development, with interest, before it would be obligated to pay the state a share of net profits

15 from the development of the Northstar Unit leases.

16 (12) Department of Natural Rcsojrccs Commissioner Shively has testified that

17 ”(T]hc implications for the state in that is the longer the development is delayed, the less

18 money the state is going to get in net profits leasing. And so timing was critical to me as we

19 negotiated this deal with BP."

20 (13) BP Exploration (Alaska) Inc.’s president. Mr. John Morgan, has testified

21 "(I]n making that acquisition (purchase of the Northstar leases) we did understand and it was

22 clear to us that the issue of net profit leases represented a problem, and a problem that would

23 need to be overcome with the state, if development was to proceed.’’

24 (14) BP Exploration (Alaska) Inc.’s president. Mr. Morgan, also has testified

25 that ". . . part of the risk we look when we acquired the leases was that the State of Alaska

26 may not agree to a modification of the terms that would allow us to go forward with

27 development, and we did that knowingly and clearly.”

28 ARTICLE 3. BP EXPLORATION (ALASKA) INC.’S SUCCESSION

29 AS NORTHSTAR UNIT OPERATOR AND THE DEPARTMENT OF

30 NATURAL RESOURCES’ APPROVAL OF THE 2ND PLAN OF

31 DEVELOPMENT FOR THE NORTHSTAR UNIT.
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(1) On January 13, 1995, BP Exploration (Alaska) Inc. wrote the Department 

of Natural Resources and the Minerals Management Service to request that the agencies 

approve a 90-day extension to the Department of Natural Resources’ earlier Notice of Default 

for the Northstar Unit.

(2) Effective January 19, 1995, thcn-dircctor Eason approved assignment of 

the state Northstar Unit leases to BP Exploration (Alaska) Inc. as had been requested earlier, 

and on January 20. 1995, both thcn-dircctor Eason of the Department of Natural Resources 

and the Minerals Management Service approved BP Exploration (Alaska) Inc. as the successor 

operator of the Northstar Unit.

(3) On January 23, 1995, the day the Northstar Unit was scheduled to 

terminate under the Department of Natural Resources’ Notice of Default for failure of the 

operator to provide a proposed Plan of Development, BP Exploration (Alaska) Inc., in its 

capacity as the new unit operator, submitted a proposed two-year Plan of Development for the 

Northstar Unit. According to documents in the Department of Natural Resources’ unit tiles, 

BP Exploration (Alaska) Inc. indicated "that with more time it could submit a more detailed 

and decisive plan.”

(4) The following day. on January 24, 1995, thcn-director Eason of the 

Department of Natural Resources approved BP Exploration (Alaska) Inc.'s request for a 90-day 

extension to submit a new plan of development because, according to director Eason, it was 

"‘in everyone’s best interest to allow BP additional time to conclude its acquisition and to 

formulate a new Plan of Development."' On January 24. 1995, the Minerals Management 

Service also approved BP Exploration (Alaska) Inc.’s request for an extension to file a more 

detailed Plan of Development until April 30. 1995.

(5) On March 30. 1995. BP Exploration (Alaska) Inc. submitted a revised and 

more t omprchcnsivc Plan of Development and a request to extend the Northstar Unit 

Agreement for a three-year term coincident with its revised Plan of Development. 

Importantly, the revised plan included sanction within the last year. The plan included the 

following specific activities: (A) data gathering and project development including 

environmental data gathering and studies, promulgation of marine mammal incidental take 

regulations, and a cooperative agreement with the Alaska Eskimo Whaling Commission; (B) 

3-D seismic acquisition, including the appropriate government permits and seismic processing.
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pipeline and facility engineering and reservoir descriptions; (C) project sanction including 

project construction permits, integrated 3-D seismic and reservoir descriptions, permit 

approvals, and finally, sanction by DP Exploration (Alaska) Inc.'s headquarters. The revised 

Plan of Development added the steps required by BP Exploration (Alaska) Inc. to take the 

Northstar development to project sanction. The estimated cost of these activities was 

S I2,000.000. In the two-year plan, the estimated cost was SI0,000.000.

(6) The term of the second Plan of Development was increased from the 

originally proposed two-year term to a three-year term because of increased commitments by 

BP Exploration (Alaska) Inc.

(7) On May I, 1995, the Minerals Management Service approved the revised 

plan concluding that the "new schedule of activities arc deemed necessary to bring the unit 

into production." On June 2. 1995, the Department of Natural Resources "conditionally" 

approved BP Exploration (Alaska) Inc.'s revised three-year Plan of Development. Division 

director Ken Boyd approved the plan because, "in his judgment, it was a reasonable one that 

allowed the new operator. BP Exploration (Alaska) Inc.. adequate time to interpret the existing 

geological, geophysical, and engineering data, shoot what he considered important 3-D seismic 

data, begin work on development options, define the scope of reservoir/conceptual engineering, 

and submit permits with the ultimate goal of getting internal BP Exploration (Alaska) Inc. 

sanction in the fourth quarter of 1997." it was director Boyd's belief that "(t]hc plan was 

tailored to the shortest deadli.-.’ that an operator could reasonably be expected to meet." The 

plan explicitly stated that sanction would "depend on economic competitiveness of the project 

compared to other BP Exploration (Alaska) Inc. projects worldwide, the business climate (oil 

price, etc.), and the status of the external permitting processes." It also noted that the risks 

included "[djevelopmcnt and production economics."

(8) According to the Department of Natural Resources, "(a)s pan of the 

conditional approval. BPXA was required to submit annual program reports and a final report 

to the agencies that synthesizes the data and studies performed by BPXA during the extension 

period and BPXA's conclusions and recommendations regarding the development of the NSU. 

The POD docs not require BPXA to start production during the three year term. Assuming 

BPXA complies with the conditions of the second POD. the unit will not expire until April 30. 

1998."
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ARTICLE 4. BP EXPLORATION (ALASKA) INC.'S 

INITIAL EFFORTS TO AMEND THE NET PROFIT 

SHARE LEASE TERMS.

(1) Both BP Exploration (Alaska) Inc.’s President, Mr. Morgan, and 

Department of Natural Resources Commissioner Shively have testified that at sometime 

between January and April 1995, before the Department of Natural Resources’ approval of BP 

Exploration (Alaska) Inc.’s revised Plan of Development and extension for the Northstar Unit. 

BP Exploration (Alaska) Inc. approached the administration, asking that it support the 

incorporation of provisions that would allow the commissioner of the Department of Natural 

Resources to modify net profit share terms of oil and gas leases in the royalty modification 

legislation that the administration requested last session (HB 207). Mr. Patrick Coughlin, 

petroleum investment manager for the division of oil and gas. testified that BP Exploration 

(Alaska) Inc. requested incorporation of the net profit provisions sometime in late January or 

early March (1995) during the drafting of the original version of HB 207.

(2) Testimony before the committee by both BP Exploration (Alaska) Inc. and 

the Department of Natural Resources reflects that the parties decided, however, not to pursue 

authority to amend the terms of net profit share leases in that legislation. According to 

Commissioner Shively." . . .  I felt, and ultimately I think BP felt, that adding another issue 

to the mix was probably not appropriate."

(3) Commissioner Shively testified that, after having decided not to pursue 

incorporation of the net profit share amendment provisions within the framework of HB 207. 

"he committed to BP at the lime to discuss Northstar. but under the conditions that I believed, 

at the time, that I probably did not have the legal authority to make a deal with them on 

Northstar. And so therefore, that the individual deal itself would have to come to the 

legislature. That was always part of the discussions."

(4) Based upon testimony by both Commissioner Shively and BP Exploration 

(Alaska) Inc.’s Mr. Morgan, it is clear that even had HB 207 been amended to include explicit 

authority for the commissioner to reduce the stale’ -' net profit share under the same 

circumstances as the commissioner was ultimately authorized to reduce the state’s royalty 

share under the terms of HB 207. to encourage production that otheiwisc would not be 

economically feasible, the commissioner could not have done so in this instance because
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production from the Northstar Unit is forecast to be economic without amendments to the net 

profit share provisions.

ARTICLE 5. THE ECONOMICS OF DEVELOPING THE 

NORTHSTAR LEASES UNDER THEIR 

EXISTING TERMS.

(1) The director of the division of oil and gas. Ken Boyd, has testified that 

"BPXA currently estimates that 76.8% of the recoverable reserves underlie the state leases in 

the Northstar Unit (NSU). The Division’s Resource Evaluation Group has reviewed this 

estimate and other confidential estimates, and believes the 75 to 80% is a reasonable range. 

This range could be slightly higher if BPXA develops the known reserves to the Northwest."

(2) Both the Department of Natural Resources and BP Exploration (Alaska) 

Inc.. have testified that BP Exploration (Alaska) Inc.’s development of the Northstar Unit 

leases under the original lease terms would be economic. According to BP Exploration 

(Alaska) Inc.’s President, Mr. Morgan. ”[W]c have never argued that the development of 

Northstar could not be profitable under the terms including the net profit arrangements. In 

profitability in terms of return on capital, this would be possible. This is not a marginal oil 

field."
(3) The Department of Natural Resources’ independent analysis of the 

Northstar Unit economics comes to a similar conclusion. Commissioner Shively has testified 

”[t]oday both we. and I think British Petroleum, estimate that around 135 mm barrels of oil 

could be recovered from this field. It is not a marginal field: it is not the kind of field we 

talked about last year with HB 207. It is a field fully capable of carrying its own under the 

appropriate economic conditions."

(4) BP Exploration (Alaska) Inc.’s President. Mr. Morgan, has testified ". . . 

that with the net profit arrangement in place, at the level that it exists. BP would not be 

prepared to go ahead with the development of a Northstar project, even though, if you run the 

economics, you can show that the return on investment tor the project is a sound sort ot return 

on investment."
(5) Based upon BP Exploration (Alaska) Inc.’s own analysis, development of 

the Northstar project "would have an estimated BP Net Revenue of approximately $485 

million and a full project Rate of Return (ROR) of around 21%."
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1 (6) DP Exploration (Alaska) Inc. has testified that its rate of return for a 

"hypothetical incremental investment" later in field life (2007) would be 21 percent without 

the net profit share lease terms versus 10 percent with the net profit share lease terms.

(7) In its September 1995 report to the Governor’s Oil and Gas Policy Council 

entitled "Review of International Competitiveness of Alaska's Fiscal System" (Little Report), 

the Arthur D. Little Co. concluded "[Oil] companies generally look for a rate of return of 

about 15% . . . Projects with lower returns usually do not generate enough profits to encourage 

companies to commit time and resources to their development."

(8) Commissioner Shively testified "I do not believe that no oil company in 

the world could develop this field under the current provisions. When we did the economic 

analysis, we believe the rate of return is sufficient for somebody to want to do it. On the 

other hand, BP has told us that they would not do it, and therefore, I cannot make a finding 

that under the current situation the development of the field is not economically feasible. It. 

in my mind, is economically feasible under both considerations. Both of the considerations 

of the net profits and using the supplemental royalty. BP has said for them it is not 

developable under the net profit conditions."

(9) Based upon BP Exploration (Alaska) Inc.’s estimates of the recoverable 

reserves and project development costs, the Northstar Unit has a per barrel development cost 

of S2.90. For comparison, other North Slope projects which BP Exploration (Alaska) Inc. has 

sanctioned (approved and committed the funding to develop), the year in which the 

developments were sanctioned and BP Exploration (Alaska) Inc.’s estimated per bancl cost 

of developing each are: Kuparuk (1982) - S6.65 per barrel; Endicott (1985) - $5.40 per band; 

Prudhoc Bay Unit: GHX-2 (1992) - $4.45 per barrel; Pt. McIntyre (1992) - S2.30 per band: 

and Niakuk (1992) - S2.50 per barrel.
(10) BP Exploration (Alaska) Inc. estimates the per barrel development costs 

for both the Milne Point Unit - Schrader Bluff development and the Northstar project, neither 

of which have yet been sanctioned by BP Exploration (Alaska) Ire. management, to be SI.SO 

per barrel, and S2.90 per barrel, respectively.
ARTICLE 6. REVENUE TRADE-OFFS FROM 

THE LEASING OF THE NORTHSTAR LEASES 

WITH THE NET PROFIT SHARE AS THE
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COMPETITIVE BID VARIABLE.

(1) The decision by the commissioner of natural resources to offer the 

Northstar Unit leases with the net profit share as the competitive bid variable in 1979 resulted 

in a trade-off of larger immediate bonus payments for the speculative potential to receive a 

share of the lessees' net profits from the development of any field subsequently discovered. 

Since oil and gas exploration is inherently risky, with commercial discoveries occurring far 

less frequently than dry holes, the commissioner’s bid strategy entailed risk sharing with the 

lessees. Compared to other bidding terms available to the commissioner, the selection of net 

profit share terms allowed successful bidders to obtain the leases for less cash than would 

otherwise have been required.

(2) Interpolating revenue received for the federal leases within the Northstar 

Unit, which were leased with a 16 2/3 percent sliding scale royalty and the bonus as the bid 

variable and making many speculative assumptions, the Department of Natural Resources 

estimates the state’s Northstar Unit leases could have brought S268.406.052, as opposed to the 

515,469,000 actually received, had the leases been offered with a 12 1/2 percent royalty, no 

net-profit share and with the bonus as the bid variable.

(3) Assuming the Department of Natural Resources' estimate of bonuses is 

correct and based upon the annual realized rate of returns reported by the Alaska Permanent 

Fund Corporation in its 1995 report, the balance of the 50 percent of the S268.406.052 that 

would have been deposited to the permanent fund would have been S704.588.494 at year-end 

1995.

(4) The Department of Natural Resources has provided estimates of the 

expected mean value to a bidder of the Northstar Unit leases. If the Northstar Unit leases 

were returned at one time to the state for rcoffcring in a competitive sale with bonus as the 

bid variable, with royalty set at 12 1/2 percent or 20 percent, with no net profit share and with 

estimated recoverable reserves, capital and operating costs as estimated in its economic 

modeling of the agreement with BP Exploration (Alaska) Inc.. the estimated expected mean 

value, in the view of the Department of Natural resources, would represent the most a bidder 

would bid. The Department of Natural Resources further qualifies its estimates by noting that 

the bidder would have had to make the same economic assumptions about the Northstar Unit 

leases as wcrc used by BP Exploration (Alaska) Inc. Further, the division of oil and gas has
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testified that "if a sale of the Northstar Unit leases were conducted in the future, the division 

would expect bonus bids to range from a nominal amount to something less than 

$225,000,000, depending upon the royalty rate and the discount rate." For a 12 1/2 percent 

royalty and at discount rates of 10 percent and 15 percent, the Department of Natural 

Resources estimates that the expected mean value to a bidder would be S225.000.000 and 

$130,000,000, respectively. For a 20 percent royalty and at discount rates of 10 percent and 

15 percent, the Department of Natural Resources estimates the mean value of anticipated 

bonuses would be $182,000,000 and S98.000.000. respectively.

ARTICLE 7. BP EXPLORATION (ALASKA) INC.’S 

REFUSAL TO DEVELOP THE NORTHSTAR 

UNIT LEASES UNLESS THE NET PROFIT 

SHARE PROVISIONS ARE AMENDED.

(1) Notwithstanding the acknowledged forecasted profitability of developing 

the Northstar field under its existing lease terms. BP Exploration (Alaska) Inc.’s President. Mr. 

Morgan, has testified that BP Exploration (Alaska) Inc. will not develop the Northstar Unit 

leases unless the State of /'laska agrees to eliminate the net profit share provisions of the 

leases.
(2) There is no precedent, nor is there explicit legislative authority for the 

commissioner of natural resources to retroactively change the competitively bid variable of 

a state oil and gas lease.

(3) The Department of Natural Resources has testified that BP Exploration 

(Alaska) Inc. did not inform the state of its unwillingness to develop the Northstar Unit leases 

without amendment of the net profit share terms until some time after the department had 

approved the current Plan of Development and the three-year extension of the unit term.

(4) The Department of Natural Resources has testified that there is an implied 

covenant for lessees of Alaska’s oil and gas leases to diligently explore and develop their 

leases. The Department of Natural Resources also has testified, however, that since the 

department has approved a three-year Plan of Development for the Northstar Unit leases that 

docs not explicitly require development of the field, it believes that so long as BP Exploration 

(Alaska) Inc meets the requirements of that plan, it would be seen as fulfilling its obligation 

to develop, and cannot be forced to proceed with production during the term of the current
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plan which docs not expire until April 30, 1998.

(5) The Department of Natural Resources has testified that BP Exploration 

(Alaska) Inc.’s refusal to develop the Northstar Unit leases represents the first occasion in 

which a state oil and gas lessee has confirmed that it could develop an oil field economically, 

but that it is unwilling to do so unless the state renegotiates the competitively bid terms of the 

leases.

(6) The Department of Natural Resources has testified that if the department 

had not approved a further three-year extension for the Northstar Unit in June 1995, the two 

leases within the unit that did not have wells upon them certified to be capable of production 

in paying quantities would have reverted to the state, becoming available for releasing. Under 

the lease provisions and the regulations, the department could then have given notice to BP 

Exploration (Alaska) Inc. to hegin production from the three leases that did have wells 

certified as capable of production in paying quantities within a reasonable time to do so. that 

could not have been less than six months. The department has indicated that it has never 

previously given such a notice to any lessee and there could be litigation over what constitutes 

"reasonable time” on the North Slope to put a well into production. Furthermore, the leases 

provide that the leases with certified wells cannot be terminated without "an appropriate 

judicial proceeding.”
(7) As to why the Department of Natural Resources did not insist on a firm 

commitment from BP Exploration (Alaska) Inc. last year that it would develop the Northstar 

Unit leases before the department agreed to extend the Northstar Unit for three years. 

Commissioner Shivley has testified ". . . (l]f we had all the information in the spring of last 

year that we had today, we might have made another decision; we did not have that 

information."
(8) The Department of Natural Resources' approval of the second Plan of 

Development, and the resulting three-year extension, effectively eliminated any short-term 

leverage the department might have had otherwise to expedite BP Exploration (Alaska) Inc.'s 

development of the Northstar Unit leases without amendment of the leases. The Department 

of Natural Resources believes its approval was in keeping with the department’s approval of 

other Plans of Development in the recent past.
(9) Both the Department of Natural Resources and the Department of Law
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have testified that the Department of Natural Resources did not consult with the Department 

of Law regarding whether the state might have any legal basis for moving earlier than 1998 

to force production under the lease terms. The Department of Natural Resources has indicated 

that it saw nothing unique about this case that would have justified consulting the Department 

of Law.

ARTICLE 8. THE DEPARTMENT OF NATURAL RESOURCES’ AND 

BP EXPLORATION (ALASKA) INC.’S NEGOTIATIONS TO AMEND 

THE NORTHSTAR UNIT LEASES.

(1) Based upon BP Exploration (Alaska) Inc.'s representation that it would not 

develop the Northstar Unit leases under their existing terms, the Department of Natural 

Resources entered into confidential negotiations with BP Exploration (Alaska) Inc. in the fall 

o f 1995 to amend the state’s oil and gas lease terms.

(2) As its principal reason for proceeding with the negotiations to amend the 

leases, the Department of Natural Resources cited its desire to assure that production begins 

earlier than it otherwise would under the timeline estimated by the Department of Revenue. 

The Department of Natural Resources maintains that, if the legislature docs not pass SB 318, 

the department could not force BP Exploration (Alaska) Inc. to develop the field until after 

the expiration of the current Plan of Development.

(3) Department of Natural Resources’ Commissioner Shively has testified that. 

"(t]hc negotiations were long-longer than I had hoped. I had hoped to have this agreement 

to the legislature earlier; they were at times very difficult, but I believe that we have 

negotiated a deal that is in t'le best interests of the state.”

(4) BP Exploration (Alaska) Inc.’s President. Mr. Morgan, has testified that ”.

. . I can’ t stress enough, that from BP’s perspective, this was a long and very formal 

negotiating process, that I don’t sec the agreement contained in this bill as in any way being 

an incentive to BP; I see it as a very balanced agreement coming out of that negotiation."

(5) Under the terms of the agreement negotiated by BP Exploration (Alaska) 

Inc. and the Department of Natural Resources, the slate agrees to waive its net profit interest 

in the leases, and in return is to receive an increased royalty rate on one of the five leases, 

from 12 1/2 percent to 20 percent, as well as the potential to receive a "supplemental royalty" 

on all of the leases, depending upon whether oil prices rise sufficiently in the future beyond
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a specified threshold (trigger) price. In addition. BP Exploration (Alaska) Inc. has made 

certain nonbinding commitments to increases in state employment, conditional commitments 

to construct certain undefined modules, and facilities necessary to develop the Northstar Unit 

within Alaska and has agreed to relinquish the Northstar Unit leases if BP Exploration 

(Alaska) Inc.’s management does not sanction the project within one year after the effective 

date of legislation ratifying amendment of the leases.

ARTICLE 9. LEGAL ANALYSIS BY THE DEPARTMENT OF LAW.

( 1) As to v/hcthcr the commissioner has the authority to amend the state’s net 

profit share lease terms in a situation where those terms were the competitive bid variable in 

a sale, the Attorney General has testified that "Clearly what we arc faced here is with a 

diminution of revenues that would come to the state . . . and that would require the 

commissioner in order to make the changes to make a finding that this project otherwise 

would not be economically feasible. And that was a conclusion which the commissioner 

would not and could not make. And once again, whether 180 (AS 38.05.180) would apply, 

in this instance it could not apply. And again, our reasoning supports the need to put this 

matter before the legislature."

(2) As to whether legislative ratification of a negotiated agreement between the 

commissioner of the Department of Natural Resources and BP Exploration (Alaska) Inc. to 

modify the terms of the Northstar Unit leases would violate the Constitution of the State of 

Alaska’s prohibition against local or special legislation, the Department of Law representative 

has testified that "(I]t will be the department’s responsibility to carefully articulate the state’s 

interest during legislative hearings on the bill proposing the net profit share reduction. This 

must be done with the goal in mind of establishing a detailed legislative history supporting 

the interests of the state. The legislative history will be important because the ultimate 

decision 'whether a general act can be made applicable’ rests with the Alaska Supreme Court."

(3) The Department of Law representative has testified that "(ilf there is 

valuable consideration received by both the state and the leaseholder, the benefit to the state 

may be characterized as direct.”
(4) The Department of Law representative has also testified that "[bjccausc the 

State Icas.’d the oil rights at the Northstar field pursuant to the constitutional mandate to obtain 

the maximum public benefit, an effort to expedite production vitally affects the public
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interest."

(5) The Department of Law has also testified "[w]e believe that a compelling

case can be made that there is adequate consideration to support a finding of a direct and

substantial public benefit flowing from the reduction of the net profit share."

(6) As to whether the promises of local manufacture and assembly of facilities 

mu't be binding terms of the Northstar Agreement in order to meet the "statewide 

significance" test, the Department of Law representative has testified "[t]hat there needs to be 

a record made here in the legislature of the State interests that arc behind this very narrowly 

focused piece of legislation. As far as the promises to be binding 1 think it is enough that 

there’s some good and sound reason for ‘.his kind of legislation."

(7) The Department of Law representative has testified that "[wjhether the

agreement bears fruit I don’t think is as important as the fact that you arc doing it in good 

faith belief that it will happen. I don’t know i * I can tell you that it has to be binding. That's 

not a consideration of our opinion. It’s merely a fact that there must be some sound 

reasonable basis for making this legislation as narrow as it is."

(8) The Department of Law representative has testified "(wje think this 

transaction has state-wide significance because of the amount of revenue that’s involved, the 

fact the major population center of the railbelt area would be the beneficiary ol some ol the 

economic activity connected with the development of the Northstar Unit, that fact that 

petroleum revenues form such a large percentage of the total revenues to the State. It makes 

this a very good ease for being a matter of state-wide significance."

(9) As to whether the expenditures (loss of state revenues) under the Northstar 

Agreement meet the "public purposes" test under art. IX. sec. 6. of the Alaska Constitution, 

the Department of Law representative has testified "(i]t’s been our opinion in the past that the 

courts will generally find a public purpose if the legislature declares it to be a public purpose. 

That’s been the reasoning of the courts. From our side, analyzing it even further than that, 

because we don’ t like to stop there sometimes being the executive branch. We also analyze 

it as this mutually of consideration that there has to be some equal exchange in order for there 

to be a public purpose."

(10) As to the consideration which the state must receive under the Northstar 

Agreement, the Department of Law representative has testified "(t]here has to be. in order to
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satisfy the public purpose doctrine, a direct public benefit and not an indirect public benefit- 

when you're giving up public revenues or foregoing some debt that’s owed you by some third 

party. There has to be a direct public benefit and not an indirect benefit. The direct benefit 

cannot only flow to the other interest and there appears to be direct public benefit here in 

connection with the way this agreement is structured."

(11) As to whether the consideration which the State expects to receive under 

the Northstar Agreement actually must be received, the Department of Law representative has 

testified "(n]o, I don’t think so, not under the public purpose doctrine. The public purpose 

doctrine is the one legal issue that worries me the least. 1 think this transaction easily passes 

the public purpose doctrine lest. The courts have been very deferential to legislative 

determinations of what is in the best interests of the State to expend its money on or to forego 

its revenues on or to receive additional revenues on. The courts have been very deferential 

in that regard and I don’t see that as being a major factor influencing the validity of this 

particular transaction."
(12) As to whether an aggrieved bidder may have standing to challenge the 

Department of Natural Resources’ negotiated amendments to the competitively bid lease terms, 

the Department of Law representative has testified "We note that the issue is present, that 

someone can raise this as a means of attacking the validity of the lease amendments. What 

we conclude is that if the legislature were to enact specific authorization, both ratifying and 

approving the contract, and authorizing the department to undertake the lease change, that, we 

think, would overcome the competitive bidding argument."

(13) The Department of Law representative has testified that "[ojther persons 

who competed for the leases may claim that since the net profit share was the sole variable 

in the lease sale, it is such a material term that a change cannot be made without violating the 

competitive bidding statute. Uncertainty concerning the state’s prospects for prevailing on any 

litigation on 'his issue gives an additional basis for our advice that the department seek 

independent statutory authority for the Northstar transaction."

(14) As to whether the legislature’s passage of SB 318 will effectively shield 

the Department of Natural Resources’ negotiated amendments to the Northstar Unit leases 

from legal challenge, the attorney general has testified ‘1 guess my own judgment on this . .. 

we can’t give you the certainty that absent this kind legislation, we would prevail on the
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argument. That's precisely, again, I think one of the reasons we brought this to the 

legislature, and Jim’s (Assistant Attorney General Jim Baldwin) comments earlier about seeing 

legislative action as being an effective vaccination, as it were, against that kind of challenge."

(15) The attorney general has testified that "(w]ith legislative action. I think 

we have a high degree of confidence that we would prevail on this issue."

ARTICLE 10. THE DEPARTMENT OF NATURAL RESOURCES' AND 

BP EXPLORATION (ALASKA) INC.'S VIEW OF THE LEGISLATURE'S ROLE 

IN RATIFICATION AND PASSAGE OF SB 318.

(1) Although both BP Exploration (Alaska) Inc.'s President, Mr. Morgan, and 

Commissioner Shively have testified that they believe legislative app.oval of the amendments 

is necessary, both have confirmed their intent that the legislature’s role in reviewing the 

negotiated amendments should be limited to voting for or ariinst ratification of the agreement 

that they have negotiated, and should not include amending the terms of the agreement. 

Commissioner Shively testified "[w)cll. Mr. Chairman, as John Morgan just said, we have 

presented this as an up or down vote. And we did it for a variety of reasons. One. the 

negotiations we went through were long and complex. It is late in the session. On the other 

hand, if there arc things that BP believes that they would like to agree to. we will certainly 

look at them."
(2) BP Exploration (Alaska) Inc.’s President. Mr. Morgan, testified "I have to 

say that from our perspective, we have in good faith reached a negotiated agreement with the 

administration, and I believe that any variation of those terms would cast that whole 

negotiating process into doubt. So it's both my belief that that was the intent of the 

administration in introducing the bill, and it would certainly be my very strong preference that 

this should be handled essentially on an approval or disapproval basis, without the introduction 

of any significant or material changes."
ARTICLE 11. THE EFFECTS OF THE AMENDMENTS ON THE STATE S SHARE 

OF REVENUE FROM THE DEVELOPMENT OF THE NORTHSTAR UNIT.

(1) The Department of Natural Resources cannot precisely define the state’s 

future revenue losses. Commissioner Shively noted that "the only thing we know about all 

these numbers (the DNR's economic modeling of the effects of amending the NSU leases), 

is since they arc projections, is that they arc wrong, we just don’t know how wrong.”

•18.
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(2) The Department of Natural Resources’ Mr. Coughlin has testified regarding 

potential state revenue loss that "(i]f you look at it as if they (BP Exploration (Alaska) Inc.) 

would go ahead and develop it because it's, they say, an economic field, the state loses, in 

essence. $48 million by trading a net profit share for the supplemental royalty." Mr. Coughlin 

has noted on the other hand, if full production docs not begin until after 2002. the state could 

lose money if the amendments arc not accepted.

(3) The Department of Natural Resources’ representative has testified that its 

evaluation of the economic consequences to the state of amending the Northstar Unit leases 

to remove the net profit provisions is based upon the assumption that the "mean" recoverable 

oil reserves from the Northstar Unit arc likely to be 1.0.000,000 barrels, and that there is a 

90 percent probability that recoverable reserves will be greater than 105.000,000 barrels and 

a 90 percent probability that recoverable reserves will be less than 160.000,000 barrels."

(4) The Department of Natural Resources has testified that its analysis of the 

economic consequences to the state of amending the Northstar Unit lease terms to remove the 

net profit provisions is based upon an assumed peak production rate from the field of 50.000 

barrels per day.
(5) As to whether the Department of Natural Resources, in the course of its 

negotiations with BP Exploration (Alaska) Inc. had considered whether to add some sort ol 

corrective factor to the agreement to compensate if the reserves ultimately prove to be 

considerably larger than estimated, Commissioner Shively has testified "(wjc did have a 

proposal at one lime on the table that would have taken that into account. That’s not where 

we ended up. It was part of a more complicated formula that was developed by our division 

of oil and gas that was part of one of our counter-offers."

(6) The Department of Natural Resources’ petroleum economist. Mr. Kevin 

Banks, who was responsible for evaluating the economic effects of the Northstar Unit lease 

amendments, has testified that the negotiated agreement is an “okay" deal rather than a "good' 

deal for the state. In response to the question of why he characterized the deal as "okay- 

rather than "good", Mr. Barks, testified "I think it has to do with the fact that the net profit 

share has considerable up-side for the state. If there’s any change in the economics of the 

field that improves, if prices arc considerably higher, for example, or if production is any 

higher. As some of the materials we sent over to you earlier would indicate, the net profit
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share really pours in. By the same token, it’s exactly the problem that BP has with it: that 

for any increase in the "benefits" that might be associated with the higher production rates or 

higher prices, or some other economic feature, the state gels all of it, virtually all of it. And 

it has a fairly serious impact on the economics and the incentives for incremental kinds of 

projects for the company. And that's why I say it’s "okay." There is a high side to this that 

I think we can’t ignore.” Additionally. Mr. Banks has provided the committee with 

information that under low side cases, the states revenues from the net profit share arc 

substantially reduced while the sunplcmcntal royalty may still pay something, and the longer 

the project is delayed, the more likely the payout from the net profit share will be reduced.

ARTICLE 12. THE NONMONETARY TERMS OF THE DEPARTMENT OF 

NATURAL RESOURCES/BP EXPLORATION (ALASKA) INC. NEGOTIATED 

AMENDMENTS TO THE NORTHSTAR UNIT LEASES AND THE 

ENFORCEABILITY OF THOSE TERMS.

(1) As to whether the terms in the negotiated agreement between the 

Department of Natural Resources and BP Exploration (Alaska) Inc. regarding local hire and 

local contracting arc enforceable. Commissioner Shively has testified "I do not believe we 

could-that that language allows us to enforce to the extent BP is morally committed to do. 

and I don't think you can write language to do that."

(2) Although the agreement to amend the Northstar Unit leases purportedly 

provides for automatic termination of the leases, making them available for releasing under 

the state’s competitive oil and gas leasing program, should BP Exploration (Alaska) Inc not 

sanction the project within 12 months. Commissioner Shively has testified that the agreement 

contains a provision that allows the state to waive the obligation by prior written consent.

(3) The Department of Law has testified that any waiver of BP Exploration 

(Alaska) Inc.’s commitment to perform under the sanction schedule would have to be done 

“reasonably and not arbitrarily, ' and Commissioner Shively has testified I have no intention 

of waiving that. I mean that’s a very important part of the arrangement, and I mean. I think 

that if we cannot get this project going, then we need to reassess those leaves and gel them 

back out onto the public market."
(4) In response to the question of how would the administration, or a court if 

the need should ansc. measure compliance given the number of disclaimers and qualifiers, and
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the lack of any specific performance measures in ihc agreement. Commissioner Shively has 

testified "I think we have stated this before. What we are asking BP to do. and what they 

have committed to do. I do not believe is enforceable by law."

ARTICLE 13. POLICY IMPLICATIONS OF THE PASSAGE OF SB 318.

(1) As to where the state ultimately ends up if. as a matter of precedent, it has 

to negotiate against itself in other instances to encourage its existing lessees to honor the terms 

of their competitively bid contracts. Commissioner Shively has testified "(A]ny of these things 

puts the state in a difficult position. We’ve, on the other hand, there have been provisions that 

allow the stale to modify lease terms in the law and in the lease since Statehood. This is not 

a new concept. I was actually just reading an article the other day about the recent leases or 

arrangements that were made between the Venezuelan government and a number of private 

companies, and one of the conclusions of that article was that the first thing the companies 

were going to do down (here was g ) back in and renegotiate (heir terms. And so. it docs put 

the government in a difficult posiron. It's why I think in things like this and also like heavy

oil. we need to do some cconomk and other analyses, which we did. But I think in this day 

and age this is part of how the government manages its resources. But it is not new. We've 

made changes to the leases before. We have not made changes in this particular way. but we 

have done these before, and once you start down that ro^d. which we started down years ago. 

yes. the state docs put itself in a difficult position, but not an impossible position."

(2) In response to the question of how the commissioner can test whether, and 

to what extent the state must give up public resources to promote (he development of the 

state’s resources, if. as here, there are no standards and no rules. Commissioner Shively has 

testified "When you make these decisions, it's like anything else, you have to use your best 

judgment. I happen to believe that one of the problems with government is that we try to set 

all of these sons of rules and guidelines, and it’s what makes government unworkable. What 

you need is people that can make judgments, that can look at difficult situations, assess the 

information, and say this is a good idea or a bad idea. I sec nothing wrong with that. I think 

that's better government, but this idea that we have now that if you just have enough rules and 

enough regulations, everything is going to be perfect is nuts. I mean, even the bidding 

process doesn't necessarily guarantee the state that you get your full value for your resources. 

You gel the most somebody wants to pay for it. That may or may not be full value."
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T h e  l e g i s l a t u r e  s e t s  f o r t h  i t s  i n t e n t  r e g a r d i n g  t h e  m e a n in g  o f  
c e r t a i n  w o r d s  a n d  p h r a s e s  u s e d  i n  t h e  "Araer.dm.ent t o  t h e  N o r t h s t a r  
U n i t  L e a s e s  b e t w e e n  t h e  S t a t e  o f  A l a s k a  an d  BP E x p l o r a t i o n  { A la s k a }  
I n c .  { " A m e n d m e n t" )". S p e c i f i c a l l y ,  t h e  l e g i s l a t u r n  s e t s  f o r t h  t t e  
i n t e n t  r e g a r d i n q  P a r a q r a p h  41 o f  t h e  lV flO  L e a s e s  a n t l t l o d  
" E m p l o y m e n t  o f  A l a s k a n  R e s i d e n t s "  a n d  P a r a g r a p h  31 o f  t h e  1983 
L e a s e  e n t i t l e d  " E m p l o y m e n t  o f  A l a a k a n  R e s i d e n t s "  i n  t h e  A m e n d m en t  
( c o l l e c t i v e l y  " E m p l o y m e n t  P a r a g r a p h s " ) . T h e  l e g i s l a t u r e  i n t e n d s  
t h a t  t h e  A l a s k a  r e s i d e n t s  a n d  c o n t r a c t o r s  d i s c u s s e d  i n  t h e  
E m p l o y m e n t  P a r a g r a p h s  a r e  t r u l y  A l a s k a n  a n d  t h a t  A l a s k a  r e s i d e n t s  
t h r o u g h o u t  t h o  6 t a t e  b e  g i v e n  a n  o p p o r t u n i t y  t o  o b t a i n  e m p lo y m e n t  
o n  t h e  N o r t h s t a r  p r o j e c t .

T h e  l e g i s l a t u r e  b e l i e v e s  t h a t  i t s  f i n d i n g s  m ade i n  
A S  3 6 . 1 C . 0 0 5 ( a ) ( l ) c ( o )  a n d  ( 1 1 ) 0 ( 1 3 ) ,  ( c ) , a n d  ( d ) , r e g a r d i n g  an
e m p l o y m e n t  p r e f e r e n c e  f o r  A l a s k a  r e s i d e n t s  o n  s t a t e  c o n s t r u c t i o n  
p r o j e c t s  o r a  s q u a l l y  a p p l i c a b l e  t o  t h e  A m e n d m e n t .  T h e  l e g i s l a t u r e  
b e l i o v e s  t h a t  t h e  s t a * - o  h a s  a c o m p e l l i n g  i n t e r e s t  i n  i e d u c i n g  t h o  
l e v e l  o f  u n e m p l o y m e n t  s n c r .g  i t s  r e s i d e n t s .

F o r  p u r p o s e s  o f  E m p lo y m e n t  P a r a g r a p h s ,  t h e  l e g i s l a t u r e  i n t e n d s  t h a t  
t h e  p h r a a e e  " A la s k a  r e s i d e n t , "  " r e s i d e n t *  o f  A l a s k a . "  a n d  " r e s i d e n t  
p e r s o n n e l "  m ean an  i n d i v i d u a l  who i s  p h y s i c a l l y  p r e s e n t  i n  t h e  
s t a t e  w i t h  t h e  i n t e n t  t o  r e m a i n  i n  t h o  s t a t e  i n d e f i n i t e l y  a n d  t o  
m ake a home i n  t h e  s t a t e .  An i n d i v i d u a l  d e m o n s t r a t e s  t h a t  i n t e n t  
b y  m a i n t a i n i n g  a r e s i d e n c e  i n  t h e  s t a t o  f o r  o n e  y e a r  b e f o r e  t h e  
d a t e  o f  h i r e .  o t h e r  a c c e p t a b l e  p r o o f  o f  t h a t  l n t o n t  i n c l u d e s  
e v l d e n c o  t h a t  t h e  i n d i v i d u a l :  ( 1 )  w as r e g i s t e r e d  t o  v o t e  i n  A l a s k a
f o r  t h e  y e a r  p r e v i o u s  t o  t h e  d a t e  o f  h i r o ;  ( 2 ) a t t e n d e d  s c h o o l  i n  
A l a s k a  w i t h i n  t h o  y e a r  p r e v i o u s  t o  t h e  d a t e  o f  h i r e ;  ( 3 )  p o s s e s s e d  
a n  A l a s k a  d r i v e r ' s ,  f i s h i n g ,  t r a p p i n g ,  o r  h u n t i n g  l i c e n s e  f o r  a t  
l e a s t  o n e  y e a r  o c f o r o  t h e  d a t e  o f  h i r e ;  o r  ( 4 )  r e c e i v e d  an  A l a s k a  
p e r m a n e n t  f u n d  d i v i d e n d  f o r  t h e  y e a r  p r e v i o u s  t o  t h e  d a t e  o f  h i r e .  
T h e  h i r i n g  o n t i t y  may a l s o  r e q u i r e  t h a t  t n c  i n d i v i d u a l  s t a t e  u n d e r  
o a t h  t h a t  t h e  i n d i v i d u a l  i s  n o t  c l a i m i n g  r e s i d e n c y  o u t s i d e  o f  t h e  
s t a t e  o r  o b t a i n i n g  b e n e f i t e  u n d e r  a c l a i m  o f  r e s i d e n c y  o u t s i d e  o f  
t h e  s t a t e .

F o r  p u r p o s e s  o f  t h e  E m p lo y m e n t  P a r a g r a p h s ,  t h e  l e g i s l a t u r e  i n t e n d s  
t h a t  t h e  v c r d  " a v a i l a b l e "  m e a n t  A l a s k a  r e s i d e n t s  w ho  a r e  l o c a t e d  
a n y w h e r e  i n  t h e  s t a t e ,  n o t  j u s t  r e s i d e n t s  l o c a t e d  i n  t h e  a r s a  o f  
t h e  s t a t e  w h e r e  t h e  w o r k  i s  t o  b e  p e r f o r m e d .  T h e  l e g i c . a t u r c  
f u r t h e r  i n t e n d s  t h a t  t h e  w o rd  " q u a l i f i e d "  m e a n s  a n  I n d i v i d u a l  w ho  
e i t h e r  c u r r e n t l y  p o s s e s s e s  t h e  r e q u i s i t e  e d u c a t i o n ,  t r a i n i n g ,  
s k i l l s ,  o r  e x p e r i e n c e  t o  p e r f o r m  t h e  w o r k  n e c e s s a r y  f o r  a 
p a r t i c u l a r  p o s i t i o n  o r  i s  c a p a b l e  o f  p e r f o r m i n g  s u c h  s k i l l s  a f t e r  
c o m p l e t i n g  o n e  o f  t h e  j o b  t r a i n i n g  p r o g r a m s  t h a t  a r e  c o n t e m p l a t e d  
i n  t h e  E m p lo y m e n t  P a r a g r a p h s .

I
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T h e  l e g i s l a t u r e  u n d e r s t a n d s  t h a t  n o n r o u i d e n t e  w i l l  be  h i r e d  o n l y  i f  
t h e r e  i s  no  a v a i l a b l e  a n d  q u a l i f i e d  A l a s k a  r e s i d e n t  t o  p e r f o r m  t h e  
w o r k .  F o r  p u r p o s e s  o f  t h e  E m p l o y m e n t  P a r a g r a p h s ,  t h e  l e g i s l a t u r e  
i n t e n d s  t h a t  t h o  r e q u i r e m e n t  t o  " a d v e r t i s e  f o r  a v a i l a b l e  p o s i t i o n s  
l o c a l l y "  I n c l u d e s  a d v e r t i s i n g  i n  n e w s p a p e r s  an d  o t h e r  p u b l i c a t i o n s  
l o c a t e d  t h r o u g h o u t  t h e  s t a t e ,  i n c l u d i n g  r u r a l  a r e a s ,  n o t  j u s t  i n  
t h s  l o c a t i o n  v/here  t h o  w o rk  i s  t o  b e  p e r f o r m e d .  T h e  l e g i s l a t u r e  
f u r t h e r  i n t e n d s  t h a t  t h e  r e q u i r e m e n t  t o  "u r o  A l a s k a  j o b  s e r v i c e  
o r g a n i z a t i o n s "  i n c l u d e s  t h o s e  o f f i c e s  m a i n t a i n e d  b y  t h e  D e p a r t m e n t  
o f  L a b o r  w h o s e  f u n c t i o n s  a r o  t o  a i d  t h o  u n e m p l o y e d  I n  f i n d i n g  
e m p lo y m e n t  a n d  a n y  j o b  s e r v i c e  o r g a n i z a t i o n  l o c a t e d  t h r o u g h o u t  t h e  
s t a t e ,  n o t  j u s t  t h e  l o c a t i o n  w h e r e  t h e  w o r k  i s  t o  b o  p e r f o r m e d .

F o r  p u r p o s e s  o f  t h e  E m p lo y m e n t  P a r t g r a p h s ,  t h e  l e g i s l a t u r e  i n t e n d s  
t n a t  t h e  p h r a s e s  " A l a s k a  c o n t r a c t o r s "  a n d  " A l a s k a  f i r m s "  m ean a 
f i r m  o r  c o n t r a c t o r  t h a t :

( 1 )  h a s  h e l d  an A l a s k a  b u s i n e s s  l i c e n s e  f o r  o n e  y e a r  b e f o r e  
p e r f o r m i n g  a n y  w o r k  i n  c o n n e c t i o n  w i t n  t h o  N o r t n s t a r  l e a s e s ;  a n d

( 2 ) h a s  m a i n t a i n e d  f o r  o n e  y e a r  a p l a c e  o f  b u s i n e s s  w i t h i n  
t h e  s t a t e  t h a t  d e a l s  i n  t h e  s u p p l i e s ,  s e r v i c e s  o r  c o n s t r u c t i o n  o f  
t h e  n a t u r e  r e q u i r e d  f c r  t h o  p r b j o c t  b e f o r e  p e r f o r m i n g  a n y  w o rk  i n  
c o n n e c t i o n  w i t h  t h e  M e r t h c t a r  l e a s e e ;  a n d ;

( 3 )  i s

( a )  a s o l e  p r o p r i e t o r s h i p  a n d  t h e  p r o p r i e t o r  i s  an  
A l a s k a  r e s i d e n t ;

( b )  a p a r t n e r s h i p  a n d  m o r e  t h a n  f i f t y  p e r c e n t  o f  t h o  
p a r t n e r s  a r e  A l a s k a  r e s i d e n t s ;

( c )  a c o r p o r a t i o n  t h a t  h a s  b e e n  i n c o r p o r a t e d  i n  t h e
s t a t e ; o r

( d )  i s  a j o i n t  v e n t u r e  c o m p o s e d  e n t i r e l y  o f  v e n t u r e s  
m e t  q u a l i f y  u n d e r  - H4— a b o v e .

(«Jjfc.) ok4 C1) (0 ? )& )* / Cc  )
F o r  p u r p o s e s  o f  t h e  E m p lo y m e n t  P a r a g r a p h s ,  t h e  l e g i s l a t u r e  i n t e n d s  
t h a t  t h e  r e q u i i e m e n t s  t h a t  t h e  l e s s e e  " f u r n i s h  t h e  D e p a r t m e n t  o f  
L a b o r  a q u a r t e r l y  r e p o r t  r e g a r d i n g  t h e  A l a s k a  r e s i d e n t s  o n  t n e  
l e a s e d  a r e a  i n  c o m p l i a n c e  w i t h  r e g u l a t i o n s  b y  t h e  C o m m i s s i o n e r  o f  
L a t e r "  a n d  " ( t j h e  r e p o r t  m u s t  a l s o  l n c l u d o  s t a t i s t i c a l  d a t a  
c o n c e r n i n g  t h e  n u m b e r  o f  r e s i d e n t  p e r s o n n e l  h i r e d  w i t h i n  t h e  p a s t  
y e a r  f o r  t h i s  l e a s e "  c o m p l y  w i t h  t h e  r e p o r t i n g  r e q u i r e m e n t s  o f  • 
A A C  3 0 . 0 6 2  a n d  s h a l l  i n c l u d e  i n f o r m a t i o n  r e g a r d i n g  t h s  n u m b o r  o f  
n o n r e s i d e n t s  h i r e d  w i t h i n  t h e  p a s t  y e a r ,  a n d  t h e  n u m b e r  o f  A l a s k a  
c o n t r a c t o r s  a n d  n o n - A l a s k a  c o n t r a c t o r s  h i r e d  w i t h i n  t h e  p a s t  
y e a r . T h e  l e g i s l a t u r e  i n t e n d s  t h a t  t h e  p r o v i s i o n s  o f  t h e  E m p lo y m e n t  
P a r a g r a p h s  b e  e n f o r c e d  t o  t h e  g r e a t e s t  e x t e n t  p e r m i s s i b l e  u n d e r  t h e  
c o n s t i t u t i o n s  o f  t h s  U n i t e d  S t a t e s  a n d  t h e  S t a t e  o f  A l a s k a .
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T h o  l e g i s l a t u r e  wi s h e s  t m s o t )  f o r t h  i t s  i n t o n e  r e g a r d i n g / m e a n i n g  o f  
c e r t a i n  w o r d 6 a n d  p h r a s e s  u a e d  i n  t h o  " P a s s *  A m e n d m e n t  t o  t h a  
N o r t h s t a r  U n i t  L e a s e s  b e t w a a n  t h a  S t a t o  o f  A l a s k a  a n d  BP 
E x p l o r a t i o n  ( A l a s k a )  I n c .  ( " M m m  A m e n d m e n t " ) ' )  t h e *  aa a u t h o r  A a a *  > 
a p p r s v a d c  a n d b y  S p a c i f i c a l l y , t h a  l e g i s l a t u r e
m s M e a t o  s e q  f o r t h  i t s  i n t a n t  r e g a r d i n g  P a r a g r a p h  41 o f  t h a  i 9 6 0  
L a a s a a ^ i t l a d  " E m p lo y m e n t  o f  A l a s k a n  R e s i d e n t s "  a n a  P a r a g r a p h  3 1  o f  
t h a  1983  L a a a e & c i t l a d  " E m p l o y m e n t  o f  A l a s k a n  R e s i d e n t s "  i n  t h a  
P i w s e  A m e n d m e n t  ( c o l l a c t l v a l y  " E m p l o y m e n t  P a r a g r a p h s " )  . T h a  
l e g i s l a t u r e  l n t a n d e  t h a t  t h a  A l a s k a  r e s i d e n t s  a n d  c o n t r a c t o r s  
d i s c u s s e a  i n  t h o  E m p l o y m e n t  P a r a g r a p h s  a r e  t r u l y  A l a s k a n  a n d  t h a t  
A l a s k a  r e s i d e n t s  t h r o u g h o u t  t h e  e t a t a  b e  g i v e n  a n  o p p o r t u n i t y  t o  
o b t a i n  e m p l o y n e n t  o n  t h e  N o r t h s t a r  p r o j e c t .

T h e  l e g i s l a t u r e  b e l i e v e s  t h a t  f i n d i n g s  m ade  by  t h a  le g i s t a t i .i r a 
i n  A S  3 6 . 1 0 . 0 0 5 ( a )  ( i ) c ( 8 ) a n d  ( l l ) c ( l 8 ) ,  ( c ) , a n d  ( d ) , r e g a r d i n g  a n  
e m p l o y m e n t  p r e f e r e n c e  f o r  A l a a k a  r e s i d e n t s  o n  s t a t e  c o n s t r u c t i o n  
p r o ] a c t s  a r e  e q u a l l y  a p p l i c a b l e  t o  t h e  ■f i r e s  A m a n o n e n t .  T h o  
I s g i s l a t u r o  b a l i s v s s  t h a t  t h e  s t a t e  h a e  a  c o m p e l l i n g  i n t e r e s t  i n  
r e d u c i n g  t h e  l e v e l  o f  u n e m p l o y m e n t  a m on g  i t a  r e s i d e n t s .

F o r  p u r p o a a a  o f  E m p l o y n e n t  P a r a g r a p h s ,  t h a  l e g i s l a t u r e  l n t a n d e  t h a t  
t h e  p h r a a e a  " A l a s k a  r e s i d e n t , "  " r e s i d e n t s  o f  A l a s k a , 11 a n d  " r e a i d a n t  
p e r s o n n e l "  m ea n  a n  i n d i v i d u a l  w h o  l a  p h y s i c a l l y  p r e a a n t  i n  t h a  
s t a t e  w i t h  t h e  i n t a n t  t o  r e m a i n  i n  t h e  e t a t e  i n d e f i n i t e l y  e n d  t o  
m a k e  a h o m e  i n  t h s  s t a t e .  A n  i n d i v i d u a l  d e m o n s t r a t e s  t h a t  i n t e n t  
b y  m a i n t a i n i n g  a r e s i d e n c e  i n  t h e  s t a t e  f o r  o n e  y e a r  b e f o r e  t h e  
d a t e  o f  h i r e .  O t h e r  a c c e p t a b l e  p r o o f  o f  t n a t  i n t e n t  i n c l u d e s  
e v i d e n c e  t h a t  t h s  i n d i v i d u a l :  ( 1 )  w a s  r e g i s t e r e d  t o  v o t e  i n  A l a s k a
f o r  t h s  y s a r  p r s v i o u s  t o  t h s  d a t s  o f  h i r s ;  ( 2 ) a t t s n d e d  s c h o o l  i n  
A l a s k a  w i t h i n  t h  e - y e a r  p r e v i o u s  t o  t h o  d a t s  o f  h i r s ;  ( 3 )  p o s s s s s a d  
a n  A l a s k a  d r i v e r s !  f i s h i n g ,  t r a p p i n g ,  o r  h u n t i n g  l i c e n s e  f o r  a t  
l e a s t  o n e  y e a r  b « o r e  t n e  d a t a  o f  h i r e ;  o r  ( 4 )  r e c e i v e d  a n  A l a s k a  
p e r m a n e n t  f u n d  d i v i d e n d  f o r  t h e  y e a r  p r e v i o u e  t o  t h e  d a c e  o f  h i r e .  
T h e  h i r i n g  e n t i t y  may a l s o  r e q u i r e  t h a t  t h o  i n d i v i d u a l  s t a t e *  u n d a r  
o a t h  t h a t  t h a  i n d i v i d u a l  i s  n o t  c l a i m i n g  r e s i d e n c y  o u t s i d e  o f  t h e  
s t a t e  o r  o b t a i n i n g  b e n e f i t s  u n d e r  a c l a i m  o f  r e s i d e n c y  o u t s i d e  o f  
t h e  s t a t e .

F o r  p u r p o s e s  o f  t n e  E m p l o y  e n t  P a r a g r a p h s ,  t h e  l e a i s l a t u r e  i n t e n d s  
t h a t  t h e  w o r d  " a v a i l a b l e  m e a n s  A l a s k a  r e s i d e n t s  w ho  a r o  l o c a t e d  
a n y w h e r e  i n  t h e  s t a t e ,  n o t  j u s t  r e s i d e n t s  l o c a t e d  i n  t h o  a r s e  o f  
t h a  s t a t e  w h e r e  t h e  w o r k  l e  t o  b e  p e r f o r m e d .  T h e  l e g i s l a t u r e  
f u r t h e r  i n t e n d s  t h a t  t h e  w o r d  " q u a l i f i e d "  m e a n s  a n  i n d i v i d u a l  w h o  
e i t h e r  c u r r e n t l y  p o e a e s a e a  t h e  r e q u i s i t e  e d u c a t i o n ,  t r a i n i n g ,  
s k i l l s ,  o r  e x p e r i e n c e  t o  p e r f o r m  t h e  w o r k  n e c e s s a r y  f o r  a 
p a r t i c u l a r  p o s i t i o n  o r  i e  c a p a b l e  o f  p e r f o r m i n g  s u c n  s k i l l s  a f t e r  
c o m p l e t i n g  o n o  o f  t h e  ] o o  t r a i n i n g  p r o g r a m s  t n a t  a r e  c o n t e m p l a t e d  
i n  t h e  E m p l o y m e n t  P a r a g r a p h s .

L e t t e r  o f  i n t e n t  f o r  SB 31B



T h e  l e g i s l a t u r e  u n d e r s t a n d s  t h a t  n o n r e s i d e n t s  w i l l  b e  h i r e d  o n l y  i f  
t h e r e  i s  n o  a v a i l a b l e  a n d  q u a l i f i e d  A l a s k a  r e s i d e n t  t o  p e r f o r m  t h e  
w o r k .  F o r  p u r p o s e s  o f  t h e  E m p l o y m e n t  P a r a g r a p h s ,  t h o  l e g i s l a t u r e  
i n t e n d s  t h a t  t h e  r e q u i r e m e n t  t o  " a d v e r t i e e  f o r  a v a i l a b l e  p o s i t i o n s  
l o c a l l y "  i n c l u d e s  a d v e r t i s i n g  i n  n e w e p a p e r s  a n d  o t h e r  p u b l i c a t i o n s  
l o c a t e d  t h r o u g h o u t  t h e  s t a t e ,  i n c l u d i n g  r u r a l  a r e a a ,  n o t  j u s t  i n  
t h e  l o c a t i o n  w h e r e  t h e  w o r k  i e  t o  b e  p e r f o r m e d .  T h e  l e g i s l a t u r e  
f u r t h e r  i n t e n d s  t n a t  t h e  r e q u i r e m e n t  t o  " u s e  A l a s k a  j o b  s e r v i c e  
o r g a n i z a t i o n s ” i n c l u d e s  t h o s e  o f f i c e s  m a i n t a i n e d  b y  t h e  D e p a r t m e n t  
o f  L a b o r  w h o s e  f u n c t i o n s  e r e  t o  a i d  t h e  u n e m p l o y e d  i n  f i n d i n g  
e m p l o y m e n t  a n d  a n y  j o b  s e r v i c e  o r g a n i z a t i o n  l o c a t e d  t h r o u g n o u t  t h e  
s t a t e ,  n o t  j u s t  t h e  l o c a t i o n  w h e r e  t h e  w o r k  i s  t o  b e  p e r f o r m e d .

F o r  p u r p o s e s  o f  t h e  E m p lo y m e n t  p a r a g r a p h s ,  t h e  l e g i s l a t u r e  i n t e n d s  
t h a t  t h e  p h r a s e s  " A l a s k a  c o n t r a c t o r s "  a n d  " A l a s k a  f i r m s ’1 m ean  a 
f i r m  o r  c o n t r a c t o r  t n a t :

( 1 )  h a s  h e l d  a n  A l a s k a  b u s i n e s s  l i c e n s e  f o r  o n e  y e a r  b e f o r e  
p e r f o r m i n g  a n y  w o r k  i n  c o n n e c t i o n  w i t h  t h e  N o r t h s t a r  l e a s e s ;  a n d

( 2 )  h a s  m a i n t a i n o d ^4^e p l a c e  o f  b u s i n e s s  w i t h i n  t h e
s t a t e  C o s - o i M ^ y a a s  b e f o r e  p e r f o r m i n g  a n y  w o r k  i n  c o n n e c t i o n -  w i t h
t h e  N o r t h s t a r  I l e a b o g ; a n d i

, , ,  A ta k  m t u ,  Su jp fm , S ir v ia t or c te -sh u th rri o f -hue.
<3) 10 r t t f u t l  r t + u t t o l  f a

( a )  a n o l a  p r o p r i e t o r s h i p  a n d  t h a  p r o p r i e t o r  i s  a n
A l a s k a  r e s i d e n t ;

( b )  a p a r t n e r a h i p  a n d  m o r e  t h a n  f i f t y  p e r c e n t  o f  t h e  
p a r t n e r s  a r e  A l a s k a  r e s i d e n t s ;

( c )  a c o r p o r a t i o n  t h a t  h a e  b e e n  i n c o r p o r a t e d  i n  t h e
■ t a t e ; o r

( d )  i s  a j o i n t  v e n t u r e  c o m p o s e d  e n t i r e l y  o f  v e n t u r e r  
t h a t  q u a l i f y  u n d e r  ( 1 )  c c ( 3 ) ( a ) c ( c )  a b o v e .

F o r  p u r p o s e s  o f  t h e  E m p l o y m e n t  P a r a g r a p h s ,  t h e  l e g i s l a t u r e  i n t e n d s  
t h a t  t h e  r e q u i r e m e n t s  t h a t  t h e  l e a s e e  " f u r n i s h  t h o  D e p a r t m e n t  o f  
L a b o r  e  q u a r t e r l y  r e p o r t  r a g a r d i n g  t h e  A l a s k a  r e a i d a n t s  o n  t h e  
l e a s e d  e r a s  i n  c o m p l i a n c e  w i t h  r e g u l a t i o n s  b y  t h e  C o m m i s s i o n e r  o f  
L a b o r "  a n d  " [ t ] h a  r e p o r t  m u s t  a l s o  i n c l u d e  s t a t i s t i c a l  d a t a  
c o n c e r n i n g  t h o  n u m b e r  o f  r o d d e n t  p e r i o n n e l  h i r e d  w i t h i n  t h e  p e a t  
y e a r  f o r  t h i s  l e a s e "  c o m p l y  w i t h  t h e  r e p o r t i n g  r e q u i r e m e n t s  o f  8 
A A C  3 0 . 0 6 2  a n d  s h a l l  I n c l u d e  i n f o r m a t i o n  r e g a r d i n g  t h e  n u m b e r  o f  
n o n r e s i d e n t s  h i r o d  w i t h i n  t h e  p e s t  y e a r ,  a n d  t h e  n u m b e r  o f  A l a a k e  
c o n t r a c t o r s  a n d  n o n - A l a s k a  c o n t r a c t o r s  h i r e d  w i t h i n  t h e  p a s t  
y e a r . T h e  l e g i s l a t u r e  i n t e n d s  t h a t  t h e  p r o v i s i o n ®  o f  t h e  E m p l o y m e n t  
P a r a g r a p h s  b e  e n f o r c e d  t o  t h e  g r e a t e s t  e x t a n t  p e r m i w C i b l e  u n d e r  t h e  
c o n e c l t u t i o n s  o f  t h r  U n i t e d  S t a t e s  a n d  t h o  S t a t e  o f  A l e a k e .
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CS FOR SENATE BILL NO. 318(RES)

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - SECOND SESSION

BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor<»): SENATE RULES COM M ITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the amendment of Northstar Unit oil and gas leases 

between the State of Alaska an ’ BP Exploration (Alaska) Inc.; and providing 

for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. LEGISLATIVE FINDINGS AND POLICY. Based upon the findings of fact 

set out in the "Findings of Fact of the Senate Resources Committee Regarding SB 318." dated 

April 24. 1996. the legislature finds

(1) the production of oil and gas from state land is a matter of statewide 

interest and effect because it is the principal source of revenue to the state and provide* 

important job opportunities for the people of the state;

(2) BP Exploration (Alaska) Inc. holds certain state oil and gas leases in the 

Northstar Unit that include net profit share provisions;

(3) BP Exploration (Alaska) Inc. has refused to develop the Northstar Unit 

leases unless the leases are amended to eliminate the net profit share provisions;

•I* CSSB 318(RES )
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(4) the Department of Natural Resources has testified that, unless the net profit 

share provisions of the Northstar Unit arc amended, production of oil and gas from the unit 

is highly unlikely to begin before the year 2002;

(5) because of the development account provisions of the net profit share 

leases, the later that these leases are developed, the less "net profits" the state receives;

(6) the Department of Natural Resources has testified that, if the net profit 

share provisions of the Northstar Unit leases arc amended, full production of oil and gas from 

the unit may begin as early as the year 1999;

(7) amending the net profit share provisions of the Northstar Unit leases to 

provide for a supplemental royalty, instead of a share of net profits, will provide economic 

benefits of oil and gas production to the people of the state by encouraging production from 

the Northstar Unit earlier than it might otherwise occur under the terms of the Northstar Unit 

Agreement and the unit’s approved Plan of Development;

(8) the development of the unit and the associated construction of unit facilities 

within the state will provide additional revenue to the state and increased job opportunities;

(9) the expedited development of the unit may result in increased state revenue 

from future oil and gas lease sales;

(10) the expedited development of the unit may result in technological 

brcakthrouehs and other cost savings that may make other development opportunities in the 

state economically feasible;

(11) notwithstanding the anticipated benefits that may result from the 

amendment of the Northstar Unit’s net profit share lease terms, the legislature reaffirms that 

it is the policy of the state to enforce the competitively bid terms of its oil and gas leases and 

that the commissioner of natural resources should assure that the state’s oil and gas resources 

are being diligently and timely developed;

(12) the public’s confidence that the terms of the state’s oil and gas leases are 

being fairly and uniformly administered must be maintained: and

(13) it is important to assure that there is no appearance of favoritism in the 

state’s administration of its oil and leases.

• Sec. 2. (a) The State of Alaska and BP Exploration (Alaska) Inc. are parties to the 

following leases in the Northstar Unit:

WORK DRAFT WORK DRAFT WORK DRAFT
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(1) ADL 312798, effective February 1, 1980;

(2) ADL 312799, effective February 1, 1980;

(3) ADL 312808, effective February 1, 1980;

(4) ADL 312809, effective February 1, 1980; and

(5) ADL 355001, effective August 1, 1983.

(b) The commissioner of natural resources has entered into an agreement to amend 

the Northstar Unit leases entitled "First Amendment to the Northstar Unit Leases Between the 

State of Alaska and BP Exploration (Alaska) Inc." dated March 22. 1996, for which the 

commissioner docs not have legislative authorization.

(c) The legislature docs not approve or disapprove, nor ratify the amendments to the 

Northstar Unit leases that have been negotiated between the commissioner of natural resources 

and BP Exploration (Alaska) Inc. and that arc embodied in the agreement entitled the "First 

Amendment to the Northstar Unit Leases Between the State of Alaska and BP Exploration 

(Alaska) Inc." dated March 22. 1996.

* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).

WORK DRAFT WORK DRAFT WORK DRAFT

-3*
■V* v  T g x t  " n ie r l  ir .*1  [CELE7E2 TEXT BR\CKE7KCJ

CSSH J!S(RES>



A l a s k a  S t a t e  L e g i s l a t u r e

State Capitol
Official B usiness Juneau AK 99801

MEMO

TO:

FROM:

h i I 1 ft' i
Legal Services
via fax: 9 pages incit ling this one

Annette Krcitzer, Aide to J\({\ 
Senate Resources Committee

D A T E : April 23, 1996

RE: CS SB 318: Northstar Oil and Gas Lease Amendment

Please draft two alternative Resources Committee substitutes for SB 318 
using Work Draft 9-GS2065\C. In the case of each alternative, remove 
Sec. 1 from the bill, and create a new stand-alone document entitled 
"Findings of Facts of the Senate Resources Committee Regarding SB 318 
dated April 24, 1996" using the text of Sec. 1, but as amended below.

1) Page 1, line 10, delete {LEGISLATURE! and insert senate resources 
committee

2) Page 1, line 13, after "four of the" insert five

3) Page 2, line 30, delete [FOLLOWING LENGTHY NEGOTIATIONS 
BETWEEN THE AMERADA HESS CO., THE DEPARTMENT OF 
NATURAL RESOURCES, AND THE MINERALS MANAGEMENT 
SERVICE,] and insert Instead .of atteipptiniUQjakgJ^ck thejQur. leases 
ghichjgfiisjiue to.expirc-so that.ihs>L£9.uld.bg-£QmReiiiiygly-rglg.ased îlien 
directoi-Eason of the

4) Page 2, line 31, after "Department of Natural Resources" delete [AND] 
and insert along with
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5) Page 3, line 3, after "leases committed to the unit" insert the following 
text: The Department of Natural Resources' action in approving this 
exploratory, unit which effectively-extended all four state leases bcvond 
th e iL p r im a ry J 6 im _ (a ! id _ s f f ee t i v.e l y p rcgJ ud ip g. m iii pg Litm? ly_ ig lg  aalii g 
them) without any certainty of production was consistent with the 
department’s act ions on a multitude of units including; Prudhoc 
Bay/Niakuk deferral. Prudhoe Bav/Pt. Mclntvre deferral. Milne Point 
formation, MiIng-P.t ê.xpaasiQti^uckJslandt.P.Qint.TliomsQn, Point 
Thomson expansion. Thetis Island. Hemi Springs. Big River. Astosch. 
Badami, Kuukpuk. Northstar formation. North Fork. Nicolai Creek.
Kavik. Jones Island. Falls Creek, West McArthur River, and Gwvdvr Bav. 
There has been no evidence that the department of natural resources sought 
the-department of law's advice about taking back the leases without 
certified wells.and forcing the leases with certified wells into production in 
connection with its 1990 decision.

6) Page 3, line 4, after "Northstar Unit was" delete (LIMITED 
INITIALLY TO]

7) Page 3, line 4, after "to five years" delete (HOWEVER]

8) Page 3, line 5, after "until January 23, 1995," delete (AND THE PLAN 
OF DEVELOPMENT REQUIRED BY THE DEPARTMENT OF 
NATURAL RESOURCES PROVIDED SPECIFIC AND DETAILED 
CONDITIONS DESIGNED TO ENCOURAGE EXPEDITED 
EVALUATION AND DEVELOPMENT OF THE FIELD]

9) Page 3, line 19, after "Plan of Development." add The Plan of 
DeMopmcnLdidjioLrequirej^]Tierada_Hess_and its partners to begin 
prod'ictiQn.during the five, yeat .initial term,

10) Page 3, line 26, after "Plan of Development" add The Plan of 
Devclopmcnt-had succeeded in gcttingone well drilled and in Amerada 
Hess__Co, and its partners' completing certain other work commitments 
including, petrolomcal/petrophysical studies,product ion facilities design, 
seismic surveys, seismic analysis and interpretation, and reservoir 
engineering studies. However, no production from the unit occurred 
during the.fiyg.ycar period of the initial Plan of Development.

11) Page 3, line 30, after "of the Northstar Unit." add The department of 
natural rcsourceshas indicated that Amerada Hess Co. believed that the 
development costs for the Northstar Unit leases would exceed $1.4 billion. 
Assuming that the state could have gotten the leases back, because of their

2



SLlMliPfl-dgy-dppmcm cosh, thg_dcparUi?.gnLofjiatura]..KSQurcgs, believes 
that the leases would have had little value, and would most likely have been 
re-leased for a nominal bonus bid.

12) Page 4, line 20, after "Northstar Unit leases" delete [SOMETIME 
DURING 1994]

13) Page 4, line 30, delete [, NOR WAS IT OFFERED THE 
OPPORTUNITY TO COMPETE FOR THE LEASES] and insert Lessees 
commonly sell interests in leases without the state’s involvement other than 
approving assignments resulting from the sale,

14) Page 5, line 1, after "BP Exploration (Alaska) Inc." delete 
[INHERITED] and insert acquired

15) Page 5, line 3, after "has been estimated by" delete (THE 
DEPARTMENT OF NATURAL RESOURCES] and insert BP Exploration 
(Alaska) Inc.

16) Page 5, line 29, after "Effective January 19, 1995," delete [THE DNR] 
and add then director Eason

17) Page 5, line 31, after ", and on January 20, 1995, both" add then 
director Eason of

18) Page 6, line 9, after "on January 24, 1995," add then director Eason of

19) Page 6, line 10, after "Resources" delete [AND] and ?dd approved BP 
Exploration (Alaska) Inc,^_request_for a_90 day extension to submit a new 
plan of development because, according to director Eason, it was "in 
everyone's best interest to allow BP additional time to conclude its 
acquisition and to formulate a new plan of development", On January 24.
m

20) Page 6, line 10, after "Minerals Management Service" add als£

21) Page 6, line 12, after "submitted a revised" add and more
comprehensive

22) Page 6, line 14, after "Plan of Development" add Importantly, the 
revised plan included sanction within the last year. The plan included the 
following specific activities; 1) data gathering and project development, 
including environmental data gathering and studies, promulgation of
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mariiie-mammal .incidental take, regulations..and a cooperative agreement 
with the Alaska Eskimo Whaling Commission; 2) 3-D seismic acquisition, 
including the. appropriatc government permits and seismic processing. 
pipclme_andJaciiity engineering and reservoir descriptions: 3) project 
sanctioiLincluding Droiect construction permits, integrated 3-D seismic and 
reservoir descriptions, permit approvals, and finally, sanction by BP 
Exploration. (Alaska) Inc.'s headquarters. The revised Plan of 
Development added the steps required bv BP Exploration (Alaska) Inc. to 
lflke_the_Narihstar_development to project sanction. The estimated cost of 
these activities was $12 million, In.the two year plan,.the estimated cost 
was..$10_milliont

23) Page 6, line 15, delete 1IT IS UNCLEAR FROM THE RECORD WHY 
TJ and insert T

24) Page 6, line 17, delete (THUS EXTENDING THE TIME DURING 
WHICH THE DEPARTMENT OF NATURAL RESOURCES CANNOT 
MOVE TO FORCE PRODUCTION FROM THE NORTHSTAR UNIT 
LEASES.] and add because of increased commitments by BP Exploration 
(Alaska) Inc.

25) Page 6, line 19, before "On June 2" add On May 1. 1995. the Minerals 
Management Service approved the revised plan concluding that the "new 
schedule of activities are deemed necessary to bring the unit into 
production.

26) Page 6, line 2.0, after "three-year Plan of Development" add Director 
Bov_d_aim_roved the_D!an.because, "in hisjudgment. it was a reasonable one 
thaLaJlQwcdjhc.new, operator,. BP_E_xpl_omtion-(Alaska) Inc., adequate time 
tojnterpret.the_cxjsti.ng geological, geophysical and engineering data, shoot 
what he_considered important 3-D seismic data, begin work on 
development options, define the scope of rescrvoir/conccptual engineering. 
ancLsubmit Permits with the ultimate goal of getting internal BP 
ExplorationiAlaska) Inc, sanction in the fourth quarter of 1997," It was 
director-B.ovd’s belief that "Itlhe plan was tailored to the shortest deadlines 
thaLaa_Qgeiator_CQgId.reasonahlv_b<LCXDgclcd_to_mect.l The plan explicitly 
stated that sanction would "depend on economic competitiveness of the 
DiQiect_comoaredJ&.oihej_BP_Exploration (Alaska) Inc. projects 
worldwide, the busincss climate (oil price, etc.), and the status of the 
external-permitting processes." It also noted that the risks included 
i ld lc .v .c Io p m e iH M d -p ro d u c i ln iig co nQniics,.':



27) Page 7, line 28, after "Northstar Unit" delete (WOULD! and add is 
forecasted to

28) Page 9, line 29, after "The" delete [DEPARTMENT OF NATURAL 
RESOURCES] and after "decision" add bv the commissioner of the
depart, mern-QfJiatunil .resources

29) Page 9, line 30, after "variable in 1979" delete (REPRESENTED A 
CONSCIOUS] and add resulted in a

30) Page 9, line 31, after "for the" add speculative

31) Page 10, line 3, after "than dry holes, the" delete [DEPARTMENT OF 
NATURAL RESOURCES] and add commissioner's

32) Page 10, line 4, after "available to the" delete (DEPARTMENT OF 
NATURAL RESOURCES] and add commissioner

33) Page 10, line 7, delete (BASED UPON ITS REVIEW OF THE 
BONUS] and add Interpolating

34) Page 10, line 9, after "as the bid variable," add and making many
speculatiyc-assumpiions

35) Page 10, line 18, after "has provided estimates" delete [OF THE 
BONUS REVENUES THAT THE STATE WOULD RECEIVE TODAY] 
and add of_the expected mean value to a bidder of the Northstar Unit 
leases.

36) Page 10, line 19, capitalize the "ir in " if the Northstar Unit" and after 
"were returned" add at one time

37) Page 10, line 23, after "Exploration (Alaska) Inc." add . the estimated
expectedJiiearL-valucJn. the, view.of the. dcpartmcnLoLnauiral, resources, 
would repiesenLthC-niost a bidder, would bid. The department of natural 
resourcesTunher qualifies its estimates_by_noting that the bidder would 
have had to make the same economic assumptions about the Northstar Unit 
leases as were used bv BP Exploration (Alaska) Inc. Further, the division 
of oil and sas has tcstified-tliat.'lilli^ale-of.tlie .NQnhstaLUiiit.lcases were 
conducted in the future, the division would expect bonus bids to range 
from a nominal amount to something less than S225 million, depending 
upon the royalty rate and the discount rate."

5



38) Page 10, line 24, after "estimates that the" add expected and after 
"mean value" delete [OF ANTICIPATED BONUSES1 and add to a bid

39) Page 11, line 1, after "the acknowledged" add forecasted

40) Page 11, line 19, after "expire until" delete [JUNE] and add April 30.

41) Page 11, line 26, after "June, 1995, the" add Iwq

42) Page 11, line 30, after "begin production from" delete [THOSE] and 
add the three

43) Page 12, line 1, after "less than six months." add The department has 
indicated that it has never previously given such a notice to anv lessee and 
Uic_rg_could_be_litigation overwhat constitutes "reasonable time" on the 
North Slope to out a well into production. Furthermore, the leases provide 
lh aL theJgases .w jih -CC J lified  wells cannot be terminated without "an 
appropriate judicial proceeding."

44) Page 12, line 9, after "effectively eliminated any" add short term

45) Page 12, line 11 after "of the leases." add The department of natural 
resources .believes its approval was in keeping with the department’s 
approval of olhcr_Plans of Development in the recent past.

46) Page 12, line 15, after "under the lease terms" delete [,] and add A 
Then, delete [GIVEN THE UNIQUE FACTS IN THE CASE.] and add The 
department olnatural resources has indicatcd that it saw nothing unique 
abouuhis case which would have justified consulting the department of 
law.

47) Page 12, line 27, delete [THE EARLIEST THAT); after "the 
department now" delete [NOW] and insert noi

48) Page 12, line 28, delete [WOULD BE 2002] and add until after the 
expiration of the current Plan of Development.

49) Page 17, line 7, delete [BASED UPON THE DEPARTMENT OF 
NATURAL RESOURCES’ ANALYSIS, THE NEGOTIATED 
AMENDMENTS TO THE NORTHSTAR UNIT LEASES WILL REDUCE 
EXPECTED STATE REVENUE FROM THE DEVELOPMENT OF THE 
NORTHSTAR UNIT.]
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50) Page 17, line 9, after "Northstar Unit." delete [HOWEVER,] and 
capitalize the "t" in the word "the" which follows.

51) Page 17, line 17, after "for the supplemental royalty." add Mr. 
Coughlin has. notcd_Qn ihcLQthciiiand, if full production does not begin 
until after 2002. the state could lose money if the amendments arc not 
accepted.

52) Page 17, line 22, after the words from line 21 "and that there is a" 
delete 110] and add2Q

53) Page 18, line 17, after "I think we can't ignore." add Additionally,
Mr. Bunks has.provided the committee with information that under low 
side cases Die state’s revenues from the net profit share are substantially 
reducedjwhilc_the_supplemcntal royalty may still pay something, and the 
longer the project is delaved, the more likely the pavout from the net profit
share.w.iUJ?g_igduc£d,

— END OF AMENDMENTS TO FINDINGS OF FACTS—

For Alternative 1, continue with the following 
amendments after renumbering the sections:

54) Page 20, line 9, after "Based upon the findings of facts" delete [SET 
OUT ABOVE] and add set forth in the "Findings of Facts of the Senate 
Resources Committee Regarding SB 318 dated April 24.1996

55) Page 27, line 27, delete [THE STATE OF ALASKA WILL NOT BE 
RESPONSIBLE FOR CONTRIBUTING TO ANY CAPITAL 
EXPENDITURES REQUIRED] and add BP Exploration (Alaska) Inc. will 
reimburse the Slate of Alaska for anv public funds expended

56) Page 28, line 13, after "Lessee shall" add purchase materials and 
services from Alaska vendors, suppliers, and consultants and

57) Page 28, line 13, after "Alaska firms" delete [AND]

58) Page 31, line 2, delete [THE STATE OF ALASKA WILL NOT BE 
RESPONSIBLE FOR CONTRIBUTING TO ANY CAPITAL 
EXPENDITURES REQUIRED] and add BP Exploration (Alaska) Inc. will 
reimburse the State of Alaska for anv public funds expended
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59) Page 39, line 24, delete [PROJECT SANCTION BY BPXA OR ITS 
PARENT ENTITY SHALL BE IRREVOCABLE.]

60) Page 40, line 5, after "has made" delete [AN IRREVOCABLE! and 
add a

For Alternative 2, make the following amendments and 
renumber the bill sections:

61) Page 20, line 9, after "Based upon the findings of facts" delete [SET 
OUT ABOVE] and add set forth in the "Findings of Facts of the Senate 
Resources Committee Regarding SB 318 dated April 24, 1996

62) Page 20, line 18, before "unless the net profit" add The department of 
natural resources has testified that

63) Page 20, line 22, before " if the net profit share" add The department 
of naturaLresQurces has testified that

64) Page 21, line 11, after "must be maintained;" add and

65) Page 21, line 13, after "leases" delete [; AND THEREFORE] and add 4

66) Page 21, line 14 delete 1(14) EXCEPT AS PROVIDED UNDER 
SECTION 3 OF THIS ACT, THE COMMISSIONER OF NATURAL 
RESOURCES IS DIRECTED NOT TO AMEND THE COMPETITIVELY 
BID TERMS OF ANY STATE OIL AND GAS LEASE WITHOUT 
PRIOR EXPLICIT AUTHORIZATION BY THE LEGISLATURE 
THROUGH THE PASSAGE OF A GENERAL ACT GRANTING 
AUTHORITY TO DO SO.]

67) Page 21, line 25, after "natural resources" delete [MAY AMEND THE 
NORTHSTAR UNIT LEASES DESCRIBED IN (a) OF THIS SECTION 
AS SET OUT BELOW:] and add has entered into an agreement to amend 
the Northstar Unit leases entitled "First Amendment to the Nonhstar Unit 
Leases Between Hie State oLAlaska and 8P Exploration (Alaska) Inc." for 
which he docs not have legislative authorization.

68) Page 21, line 27 through Page 39, line 28, delete all text

69) Page 39, line 29. delete [NOTWITHSTANDING ANY OTHER 
PROVISION OF LAW, THE "AMENDMENT TO THE NORTHSTAR
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U N IT  LEASES BE TW EEN TH E  S TA TE OF A L A S K A  A N D  BP 
E X P LO R A T IO N  (A L A S K A ) IN C ." AS D ESC R IB ED  IN  (b ) O F TH IS  
S EC T IO N , IF  V O L U N T A R IL Y  AG R EED TO  B Y  T H E  COM M IS S IO N ER  
OF N A T U R A L  RESOURCES A N D  BP E X P LO R A T IO N  (A L A S K A )
IN C ., IS APPRO VED A N  R A T IF IE D .) and add The leg is la ture does not 
aDDroye_QJLdisaPDmve.JiQiLratifv_the_amendments to the N o rth s ta r U n it 
leases w h ich haye.been negotia ted between the comm iss ioner o f natura l 
resources.and BP E xp lo ra tio n (A laska ) Inc .. and w h ich are embod ied in the 
agreement_entitled the ’’F irs t Am endment to the Norths ta r U n it Leases 
Between the_State_of A laska and BP E xp lo ra tion (A la ska ) Inc .” . dated 
M a rc h  . 2 2 .  .1 9 9 0 ,

Page 40, line 2, delete a ll text and add T h is -A c t takes e ffec t imm ed ia te ly 
u n d e r . A S  O L lQ iQ K L C c L

9



WORK DRAFT WORK DRAFT WORK DPAFT
9-GS2065\C

Cook
4/17/96

i * •'■ f r a P  i
• t ' ^

CS FO R  S E N A T E  R IE L  N O . 318(RES )

IN  T H E  LEG IS LA T U R E  OF T H E  STATE OF A LA S K A

N IN E T E E N T H  LEG IS LA T U R E  • SECO ND  SESSION

BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Spniworf*): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A  B IL L

FO R  A N  A C T  E N T IT L E D

1 "A n  Act a u th o r iz in g , a p p ro v in g , and  ra t ify in g  the am cndm cn l o f  N orthstar L'nit

2 o il a n d  gas teases between the State o f A laska  and  HP E xp lo ra t io n  (A la s k a !

3 In c .: a n d  p ro s id in g  fo r an effective date ."

4 B E  IT  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

5 ♦ Section I .  F IN D IN G S  OF FACT. Based upon extensive public testimony, as w e ll is  the

6 review  o f the written documents and presentations made by BP Exploration (A laska ) Inc. 

(B P X A ) . the Department o f  Law . and the Department o f Natural Resources related to the

8 proposal o f  BP Exploration (A laska) Inc. and the Department o f Natural Resources to amend

9 certain o f  the lease terms o f State o f A laska o il and gas leases w ith in  the Northstar Unit

10 (N S U ), the legislature makes the fo llow in g  find ings o f fact:

11 A R T IC L E  I .  T H E  S T A T E S  N E T  PRO FIT  S H A R E  A N D  H IS T O R Y  OF T H E

12 j N O R TH STA R  LEASES  B EFO RE U N IT IZ A T IO N .

13 ( I )  The net profit share prov is ion o f four o f the state leases now inc luded in

14 the Northstar Unit was the competitively b id  variable when the leaves were o r ig in a lly  offered

.|. C S S B  JU U R K S l
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for lease. The leases were offered w ith a fixed per acre cash bonus and a fixed royalty o f 20 

percent, and bidders were asked to submit scaled competitive bids based upon the percentage 

o f net profits that the bidder wou ld share w ith the state. According to the Department o f 

Natural Resources, the average o f the w inn ing net profit share bids for these leases was "about 

89 percent." As to the fifth state lease, the net profit share and royalty were fixed by the 

Department o f Natural Resources at 40 percent and 12 1/2 percent, respectively, and the 

competitive ly b id  variable was the amount o f bonus offered by the bidders.

(2 ) The leases for which the net profit share was the b id variab le , A D L  Nos. 

312798, 312799, 312808. and 312809. were offered for lease in State o f A laska Competitive 

O il and Gas Lease Sale 30. that was held in December 1979. These four leases were issued 

in 1980 for a prim ary term o f 10 years. The fifth lease, A D L  355001, was offered in State 

o f A laska Competitive O il and Gas Lease Sale 39 in M ay 1983, and was issued in June 1983. 

The prim ary term o f A D L  355001 was also 10 years.

(3 ) The o rig ina l lessees o f the Northstar leases included Amerada Hess C o .. 

Shell O il C o . (She ll), Enterprise O il Co. (Enterprise;, and Murphy O il Co. In 1990, Amerada 

Hess Co. bought Enterprise's interest in the leases for $2 ,000,000.

(4 ) Three years after the in it ia l four state leases were issued. Shell O il Co. 

discovered the Northstar o il fie ld w h ile  d r illin g  the Seal Island No. I W e ll . Thereafter, during 

the period 1984 - 1986 additional we lls  were d rilled  to delineate the Northstar f ie ld . Those

WORK DRAFT WORK DRAFT WORK DRAFT

20 w e lls  inc luded Shell Seal Island N o . 2 (1984 ); Shell Seal Island No. 3 (1985 ); She ll Seal

Is land N o . 4 (1985 ); Aincr-’''"' Hess Co. Northstar No . I (1985); and Amerada Hess Co. 

Northstai N o . 2 (1986).

(5 ) Near the end o f the 10-ycar primary term for (he in it ia l four state leases 

and the tw o  Outer Continental Shelf (OCS) leases that later came to be inc luded in  the 

Northstar U n it . Amerada Hess Co. and its partners approached the Department o f  Natural 

Resources and the federal M inerals Management Service with a proposal to form  the Northstar 

U n it .

\R T IC L E  2. F O R M A T IO N  O F  T H E  N O R TH STAR  U N IT  A N D  

A C T IV IT IE S  U N D E R  T H E  IN IT IA L  P LA N  OF D E V E L O P M E N T .

( I )  F o llow in g  lengthy negotiations between the Amcrcda Hess C o ., the 

Department o f Natural Rcsourn* . and the M inerals Management Service, the Department o f

CSSB ' IXiKLSI .2.
■Vow V t ;  “r d t r l i n t d  (C tiC T SS  TCKT brACKTTlC!



1
2
3

4

5

6
7

8
9

10
11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Natural Resources and the M inerals Management Service approved formation of the Northstar 

Unit and its in it ia l Plan o f Development, thereby extending the ten-year primary term o f the 

leases comm itted to the unit.

(2) The term o f the Northstar Unit w asjlim itcd in it ia lly  td five ycars^Jiowcvcr. 

from January 24. 1990, until January 23, 1995,\and the Plan o f Development required by the 

Department o f Natural Resources provided specific and detailed conditions designed to 

encourage expedited evaluation and development o f the fie ld ,

(3) According to the Department o f Natural Resources, as a condition o f its 

approva l o f the in it ia l five-year Plan o f Development for the un it, "(t]hc state lessees were 

permitted to make progressively larger annual payments to the state in lieu o f d r illin g  a w e ll 

in the Plan o f Development. The extension fee payments were to be paid by the State lessees 

to the State under the fo llow in g  schedule: January 31, 1991— SI m illio n ; January 31, 

1992— S2 m ill io n ; January 31, 1993— $2 m ill io n ; January 31 . 1994— $3 m illio n  and 

January 31. 1995— 54 m illio n , unless the fee ob ligation  was extinguished by the d r ill in g  of 

a w e ll in the unit area." As further conditions o f its approval, the Department o f Natural 

Resources also required Amerada Hess Co. and its partners to condact certain petrological and 

pctrophysical analyses, to gather an additional 250 linc-m ilcs o f geophysical (seism ic) data 

over the unit area, and to complete fac ilities desigr and reservoir engineering studies 

pre-production studies) dunng the in it ia l Plan o f Development.

(4 ) Amerada Hess Co. and its partners made the scheduled 'in lieu o f d r illin g '’ 

payments for the first three years o f the five-year Plan o f Development period, w ith payments 

tota ling $5 m illio n . Amerada Hess Co. then elected to d r ill the Amerada Hess Co. Northstar 

N o . 3 W e il in 1994, extingu ish ing its rem a in ing financial obligations to the state under the 

terms o f  the Plan o f Development for the Northstar Un it. Amerada Hess Co. and its partners 

also tim e ly  com p lied  fu lly  w ith each o f the other conditions set out by the Department o f 

Natura l Resources in its approval o f the in it ia l Plan o f  Development.

(5 ) F o llow in g  the d r ill in g  o f the Amerada Hess Co. Northstar N o . 3 W e ll 

earlie r in  1994. Amerada Hess Co. met w ith  representatives o f the Department o f Natural 

Resources and the M inerals Management Service in June 1994. to in fo rm  the agencies o f its 

dec is ion not to proceed w ith development o f the Northstar Unit.

(6 ) Under the terms o f the Northstar Unit Agreement. Amerada Hess Co. and
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its partners were required to submit a proposed Plan o f Development to the Department o f 

Natural Resources late in October 1994, 90 days before the expiration o f the first Plan o f 

Deve lopm ent, or the unit, which had already extended the Northstar Unit leases five years 

beyond their in it ia l primary term, \ ou ld terminate.

(7 ) Hav ing made the decision not to proceed w ith development o f the un it. 

Am erada Hess Co. d id  not subm it a proposed second Plan o f Development, and under the 

terms o f the unit agreement and the department’s regulations, the Department o f Natural 

Resources issued a Notice o f Default to Amerada Hess Co. and its partners on Novem ber 3,

1994.

(8 ) By subsequent letter dated December 12. 1994, the Department o f Natural 

Resources amended its November 3. 1994, Notice o f Default to provide that Amerada Hess 

C o . could cure the default either by prov id ing an updated Plan o f Development w ith in 90 days 

o r by vo luntarily  agreeing to terminate the Northstar Unit Agreement. The Department o f 

Natura l Resources’ December 12, 1994, letter concluded " (f lin a lly , i f  the N SU  terminates, 

three State o f A laska leases w il l continue beyond their prim ary term pursuant to paragraph 

5 (d ) o f the lease. The three leases arc A D L s  312798. 312799 and 312809. Th is is further 

notice that w ith in  90 days o f term ination o f the N SU  the lessees shall file  a Plan o f 

Developm ent in compliance w ith the requirements set forth in  paragraph 17 o f the lease.”

(9 ) Amerada Hess Co. and Shell began efforts to sell their respective interests 

in the Northstar Unit leases .sometime during 1994. Neither the exact lim in g  nor the details 

o f  Amerada Hess C o .’s and She ll’s efforts to market the leases arc a matter o f pub lic  record.

(10 ) Amerada Hess Co. and Shell subsequently sold their interests in  the 

Northstar leases to BP Exploration (A laska) Inc. early in  1995. BP Exploration (A laska) Inc. 

has characterized the terms o f its purchase o f the Northstar Unit lease interests as a 

"competitive process." However. BP Exp loration (A laska) Inc . has declined to make pub lic  

the terms o f its purchase or the identity o f its competitors for the purchase o f Amerada Hess 

C o .'s  and She ll’s interest in  the Northstar Unit leases, c it ing a confidentia lity agreement 

between the parties that prohibits its do ing  so. The state p layed no role in  the o ffe ring  or 

se llin g  o f  Amerada Hess C o .’s and She ll’s interest in  the Northstar Un it leases to BP 

Exp lo rat ion  (A laska ) In c ^  nor was it offered the opportunity to compete for the leases.

(11 ) In its purchase o f the Northstar Un it leases from Amerada Hess Co. and
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its partners. BP Exploration (A laska) Inc.'inherited; the net profit share development accounts 

for those leases. The amount o f accrued costs in the Northstar Unit net profit share
t . t i « k  t <• i . * <■ —.

development accounts has been estimated by (the Department o f Natural Resources! to be 

S262 .000 .000 . Under the terms o f the leases and the Department o f Natural Resources’ 

regu lations, although BP Exp loration (A laska) Inc. d id  not actually spend the $262 ,000 ,000 

in the development account", it w ou ld  be entitled to recover those costs, plus its actual future 

costs o f development, w ith interest, before it wou ld be obligated to pay the state a share o f 

net profits from  the development o f the Northstar Unit leases.

(12) Department o f Natural Resources Commissioner Shively has testified that 

"(T]he im p lications for the state in that is the longer the development is delayed, the less 

money the state is go ing to get in net profits leasing. And so tim ing was critical to me as we 

negotiated this deal w ith BP."

(13) BP Exploration (A laska) Inc .’s president, M r . John M organ , has testified 

"(I]n m ak in g  that acquisition (purchase of the Northstar leases) we d id understand and it was 

clear to us that the issue o f net profit leases represented a problem , and a problem that w ou ld  

need to be overcome w ith the state, i f  development was to proceed."

(14) BP Exploration (A laska) Inc .’s president, M r . M organ , also has testified 

that ". . . part o f the risk we took when we acquired the leases was that the Slate o f A laska 

m ay not agree to a modification o f the terms that would a llow  us to go forward w ith 

deve lopm ent, and we d id  that know ing ly  and clearly."

A R T IC L E  3. BP E X P L O R A T IO N  (A L A S K A ) IN C .’S SUCCESS IO N 

AS N O R T H S T A R  U N IT  O PERATO R  A N D  T H E  D E P A R T M E N T  OF 

N A T U R A L  R ES O U R C ES’ A P P R O V A L  OF T H E  2N D  PLA N  OF 

D E V E L O P M E N T  FOR T H E  N O R TH STAR  U N IT .

(1 ) On January' 13. 1995. BP Exploration (A laska) Inc. wrote the Department 

o f Natural Resources and the M inera ls Management Service to request that the agencies 

approve a 90-tia. extension to the Department o f Natural Resources’ earlier Notice o f Default 

for the Northstar Unit. '**

(2 ) Effective January 19. 1995.’the D N R  approved assignment o f the state 

Northstar U n it leases to BP Exp loration (A laska ) Inc. as had been requested earlier, and on
i  ■- • • ■■

January 20 . 1995. both the Department o f Natural Resources and the M inerals Management
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Service approved BP Exploration (A laska) Inc. as the successor operator o f the Northstar Unit;

(3 ) On January 23, 1995, the day the Northstar Unit was scheduled to 

term inate under the Department o f Natural Resources' Notice o f Default for fa ilure o f the 

operator to provide a proposed Plan o f Development. BP Exploration (A laska) Inc ., in its 

capacity as the new unit operator, submitted a proposed two-year Plan o f Development Tor the 

Northstar Unit. According to documents in the Department o f Natural Resources’ unit files , 

BP Exp loration (A laska) Inc. indicated "that w ith more time it could submit a more detailed 

and decisive plan."
i t  •• I- *  U
S % (»

(4 ) The fo llow in g  day, on January 24. 1995, the Department o f Natural
.

Resources kind the M inera ls Management Service approved BP Exploration (A laska) Inc .'s  

request for an extension to file a more detailed Plan o f Development until A p ril 30. 1995.
, 11 -•y '•* '

(5) On March 30. 1995, BP Exploration (A laska) Inc. submitted a revised Plan 

o f Development and a request to extend the Northstar Unit Agreement for a three-year term 

co inc ident w ith  its revised Plan o f Development. \

(6 ) It is unclear from the record why (jhe term o f the second Plan o f 

Development was increased from the o r ig in a lly  proposed two-year term to a three-year term, 

thus extend ing the time during which the Department o f Natural Resources cannot move to
—  —i| •* ■ .
force production from the Northstar Unit leases. , , . f., . > . (

(7 ) On June 2. 1995, the Department o f Natural Resources "conditionally’’ 

approved BP Exploration (A laska) Inc .’s revised three-year Plan o f Development. A

(8 ) According to the Department o f Natural Resources, "(a)s part o f the 

cond itiona l approval. BPXA  was required to submit annual program reports and a fina l report 

to the agencies that synthesizes the data and studies performed by BPXA during the extension 

period and B P X A ’s conclusions and recommendations regarding the development o f the NSU . 

The PO D  docs not require BPXA  to start production during the three year term. Assum ing 

B P X A  complies w ith the conditions o f the second POD. the unit w ill not expire until A p ril 30. 

1998."

A R T IC L E  4 . BP E X P L O R A T IO N  (A L A S K A ) IN C .’S 

IN IT IA L  EFFORTS T O  A M E N D  T H E  N E T  PRO FIT  

S H A R E  LEA S E  T ER M S .

( I )  Both BP Exp loration (A laska) Inc .'s  President. M r . M o rgan , and
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Department o f Natural Resources Comm issioner Shively have testified that at sometime 

between January and April 1995, before the Department o f Natural Resources' approval o f BP 

Exp lo iation  (A laska) Inc .’s revised Plan o f Development and extension for the Northstar Unit. 

BP Exp loration (A laska) Inc. approached the adm inistration, asking that it support the 

incorporation o f provisions that w ou ld  a llow  the commissioner o f the Department o f Natural 

Resources to m od ify  net profit share terms o f o il and gas leases in the royalty m odification 

leg is lation that the administration requested last session (HB 207). M r . Patrick C ough lin , 

petroleum  investment manager for the d iv is ion o f o il and gas. testified that BP Exploration 

(A laska) Inc. requested incorporation o f the net profit provisions sometime in late January or 

early M arch (1995) during the drafting o f the o rig ina l version o f HB 207.

(2) Testimony before the committee by both BP Exploration (A laska) Inc. and 

the Department o f Natural Resources reflects that the parties decided, however, not to pursue 

authority to amend the terms o f net profit share leases in that legis lation . According to 

Com m iss ioner Sh ive ly , " . . .  I felt, and u ltimately I think BP felt, that add ing another issue 

to the m ix  was probably not appropriate."

(3 ) Comm issioner Shively testified that, after hav ing decided not to pursue 

incorporation o f the net profit share amendment provisions w ith in the framework o f HB 207, 

"he committed to BP at the time to discuss Northstar. but under the conditions that I believed, 

at the time, that I probably d id  not have the legal authority to make a deal w ith them on 

Northstar. A nd  so therefore, that the ind iv idua l deal itself w ou ld  have to come to the 

legislature . That was always part o f the discussions."

(4 ) Based upon testimony by both Commissioner Shively and BP Exploration 

(A laska) Inc .’s M r . Morgan, it is clear that even had HB 207 been amended to include explic it 

authority for the commissioner to reduce the state's net profit share under the same 

circumstances as the commissioner was u ltimately authorized to reduce the state's royalty 

share under die terms o f H B  207. to encourage production that otherwise w ou ld  not be 

econom ica lly  feasible, the commissioner could not have done so in this instance because 

production from  the Northstar Unit |W0 u ld  be economic without amendments to the net profit 

share prov is ions.

A R T IC LE  5. T H E  EC O N O M IC S  OF D EV ELO P IN G  T H E  

N O R TH STAR  LEASES  U N D E R  T H E IR
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E X IS T IN G  TER M S .

(1) The director o f the division o f o il and gas. M r. Ken Boyd, has testified that 

"BPXA  currently estimates that 7 6 .8 %  o f the recoverable reserves underlie the state leases in 

the Northstar Unit (N S U ). The D iv is ion’s Resource Evaluation Group has reviewed this 

estimate and other confidential estimates, and believes the 75 to 8 0 %  is a reasonable range. 

Th is range could be s lightly higher if  BPXA  develops the known reserves to the Northwest."

(2 ) Both the Department o f Natural Resources and BP Exp loration (A laska) 

Inc . have testified that BP Exploration (A laska) Inc .’s development o f the Northstar Unit 

leases under the o rig ina l lease terms w ou ld  be economic. According to BP Exploration 

(A laska ) In c .’s President, M r. M organ, "(WJc have never argued that the development o f 

Northstar cou ld  not be profitable under the terms inc lud ing the net profit arrangements. In 

profitab ility  in terms o f return on capital, this w ou ld  be possible. This is not a marginal o il 

fie ld ."

(? ) The Department o f Natural Resources’ independent analysis o f the 

Northstar Un it economics comes to a s im ilar conclusion. Commissioner Shively has testified 

"(t)oday both we . and I th ink British Petroleum, estimate that around 135 mm  barrels o f o il 

cou ld be recovered from  this fie ld . It is not a marginal f ie ld ; it is not the k ind o f  fie ld we 

talked about lest year w ith HB 207. It is a fic lJ fu lly  capable o f canv ing  its own under the 

appropriate econom ic conditions."

(4) BP Exploration (A laska) In c .’s President, M r  M organ , has testified . . 

that w ith  the net profit arrangement in place, at the level that u exists, BP w ou ld  not be 

prepared to go  ahead w ith the development o f a Northstar project, even though, if  you run the 

econom ics, you can show that the return on investment for the project is a sound sort of return 

on investment."

(5 ) Based upon BP Exploration (A laska) Inc .’s own analysis, development o f 

the Northstar project "would have an estimated BP Net Revenue o f approximately $485 

m ill io n  and a fu ll project Rate o f Return (R O R ) o f around 2 1 % ."

(6 ) BP Exploration (A laska) Inc. has testified that its rate o f return for a 

"hypothetical incremental investment" later in fie ld  life  (2007) w ou ld  be 21 percent without 

the net profit share lease terms versus 10 percent w ith the net profit share lease terms.

(7 ) In its September 1995 report to the Governor’s O il and Gas Policy Council
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entitled "Review o f International Competitiveness o f A laska’s Fiscal System" (L ittle Rep rrt), 

the A rthur D . Little Co. concluded "[O il] companies generally look for a rate o f return o f 

about 1 5 %  . . . Projects with lower returns usually do not generate ci.ough profits to encourage 

companies to comm it time a rd  resources to their development."

(8) Comm issioner Sh ive ly testified "I do not believe that no o il company in 

the w orld  could develop this Field under the current provisions. W hen we d id  the econom ic 

ana lys is , we believe the rate o f return is sufficient for somebody to want to do it. On the 

other hand, BP has told us that they w ou ld  not do it, and therefore, I cannot make a fin d in g  

that under the current situation the development o f the fie ld is not econom ically feasible. It, 

in my m ind , is econom ica lly feasible under both considerations. Both o f the considerations 

o f the net profits and using the supplemental royalty . BP has said for them it is not 

deve lopable under the net profit conditions."

(9 ) Based upon BP Exp loration (A laska) Inc .’s estimates o f the recoverable 

reserves and project development costs, the Northstar Unit has a per barrel development cost 

o f $2 .90 . For comparison, ether North Slope projects which BP Exploration (A laska) Inc. has 

sanctioned (approved and committed the fund ing to develop), the year in which the 

developments were sanctioned and BP Exp loration (A laska) Inc .'s estimated per barrel cost 

o f deve lop ing each are: Kuparuk (1982) - $6.65 per barrel; Endicott (1985) - $5.40 per barrel; 

Prudhoe Bay Un it: GHX-2 (1992) - $4.45 per barrel; Pt. McIntyre (1992) - $2 .30 per barrel: 

and N iakuk  (1992) - $2.50 per barrel.

(10) BP Exploration (A laska) Inc. estimates the per barrel development costs 

for both the M iln e  Point Unit - Schrader B lu ff development and the Northstar project, neither 

o f w h ich  have yet been sanctioned by BP Exploration (A laska) Inc. management, to be $1 .80 

per barre l, and S2.90 per barrel, respectively.

A R T IC L E  6. R E V E N U E  TRADE-OFFS FRO M  

T H E  L E A S IN G  O F T H E  N O R TH STA R  LEASES 

W IT H  T H E  N E T  PRO FIT  S H A R E  AS TH E

C O M P E T IT IV E  B ID  V A R IA B L E .

I ''
( I )  The Department o f Natural Resources’,1 dccismn'to offer the NorthstarJcascs 

w ith  the net profit share as the competitive b id  variable in 1979 represented a conscious 

trade-off o f larger immediate bonus payments tor the potential to receive a share o f the
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lessees' net profits from  the development o f any fie ld subsequently discovered. Since o il and 

gas exploration is inherently risky, w ith commercial discoveries occurring far less frequently 

than dry holes, thc'̂  Department o f Natural Resources')bid strategy entailed risk sharing w ith 

the lessees. Compared to other b idd ing  terms available to the) Department o f Natural 

Resources] the selection o f net profit share terms a llowed successful bidders to obtain the 

leases for less cash than w ou ld  otherwise have been required.

(2) |Bascd up'on* its rcVicw o f the bonud revenue received for the federal leases 

w ith in  the Northstar Un it, which were leased w ith a 16 2/3 percent s lid in g  scale royalty and
i- • • ' \ cl <. i ■

the bonus as the b id  variab le ; the Department o f Natural Resources estimates the state’s 

Northstar Un it leases could have brought $268 ,406 ,052 , as opposed to the $15 ,469 ,000 

actually received, had the leases been offered w ith a 12 1/2 percent royalty, no nct-profu share 

and w ith the bonus as the b id  variable.

(3 ) Assum ing the Depa tmcnt o f Natural Resources' estimate o f bonuses is 

correct and based upon the annual realized rate o f returns reported by the A laska Permanent 

Fund Corporation in its 1995 report, the balance o f the 50 percent o f the $268 ,406 ,052 that 

w ou ld  have been deposited to the permanent fund would have been $704 ,588,494 at year-end

1995.

(4) The Department o f Natural Resources has provided estimates o f the bonus
k /  ~ i,L"

revenues that the state w ou ld  receive today if  the Northstar Unit leases were returned to the 

state for rcoffering in a competitive sale w ith bonus as the bid variable, w ith royalty set at 12 

1/2 percent or 20 percent, w ith no net profit share and w ith estimated recoverable reserves, 

capital and operating costs as estimated in its economic m ode ling o f the agreement w ith  BP 

Exp loration (A laska) Inc. For a 12 1/2 percent royalty and at discount rates o f 10 percent and 

15 percent, the Department o f Natural Resources estimates that the mean value o f anticipated 

bonuses w ou ld  be $225,000,000 and $130,000,000, respectively. For a 20 percent royalty and 

at discount rates o f 10 ncrccnt and 15 percent, the Department o f Natural Resources estimates 

the mean value o f anticipated bonuses would be $182,000,000 and S98.000.000. respectively.

A R T IC L E  7. BP E X P LO R A T IO N  (A L A S K A ) INC .'S  

R EFU S A L  TO  D EV ELO P  T H E  N O RTH STAR  

U N IT  LEASES UNLESS T H E  N E T  PROFIT 

S H A R E  PRO V IS IO NS A R E  A M E N D E D .
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(1) Notwithstanding the acknowledged profitability o f developing the Northstar 

fie ld  under its existing lease terms, BP Exploration (A laska) Inc .’s President, M r. M organ , has 

testified that BP Exploration (A laska) Inc. w il l not develop the Northstar Unit leases unless 

the State o f A laska agrees to e lim inate the net profit share provisions o f the leases.

(2 ) There is no precedent, nor is there exp lic it legislative authority for the 

com m iss ioner o f natural resources to retroactively change the competitively b id variable of 

a state o il and gas lease.

(3) The Department o f Natural Resources has testified that BP Exploration 

(A laska ) Inc. d id  not in fom i the state o f its unw illingness to develop the Northstar Unit leases 

w ithout amendment o f the net profit share terms until some time after the department had 

approved the current Plan o f Development and the three-year extension o f the unit term.

(4) The Department o f Natural Resources has testified that there is an im p lied  

covenant for lessees o f A laska’s o il and gas leases to d iligen tly  explore and develop th :ir  

leases. The Department o f Natural Resources also has testified, however, that since the 

department has approved a three-year Plan o f Development for the Noithstar Unit leases that 

does not exp lic itly  require development o f the fie ld , it believes that so long as BP Exploration 

(A laska ) Inc. meets the requirements o f that p lan , it w ou ld  be seen as fu lf ill in g  its ob ligation 

to deve lop , and cannot be forced to proceed w ith production during the term o f the current 

p lan w h ich  does not expire until J une '1998.

(5 ) The Department o f Natural Resources has testified that BP Exploration 

(A la ska ) In c .’s refusal to develop the Northstar Un it leases represents the first occasion in 

w h ich  a state o il and gas lessee has confirmed that it could develop an o il fie ld econom ica lly , 

but that it is u nw illin g  to do so unless the state renegotiates the competitively bid terms o f the 

leases.

(6 ) The Department o f Natural Resources has testified that if  the department 

had not approved a further three-year extension for the Northstar Unit in June 1995, the-leases 

w ith in  the unit t 1 u  not have we lls  upon them certified to be capable o f production in 

pay ing  quantities w ou ld  have reverted to the state, becom ing ava ilab le  for releasing. Under 

the lease provisions and the regulations, the department could then have given notice to BP
it

Exp loration  (A laska) Inc. to begin production from  those leases that d id  have welis certified 

as capable o f production in paying quantities w ith in  a reasonable time to do so. that could not
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have been less than six months. I ̂

(7 ) As to why the Department o f Natural Resources d id  not insist on a firm  

comm itment from  BP Exploration (A laska) Inc. last year that it wou ld  develop the Northstar 

U n it leases before the department agreed to extend the Northstar Un it for three years, 

Com m issioner Shiv lcy has testified ", . . [ I] f we had a ll the information in the spring o f last 

year that we had today, we m ight have made another decision; we d id  not have that 

information ."

(8 ) The Department o f Natural Resources’ approval o f the second Plan o f 

Development, and the resulting three-year extension, effectively e lim inated any, leverage the 

department m ight have had otherwise to expedite BP Exploration (A laska) In c .’s development 

o f the Northstar Unit leases without amendment o f the leases. A

(9 ) Both the Department o f Natural Resources and the Department o f Law  

have testified that the Department o f Natural Resources d id not consult w ith the Department 

o f L aw  regard ing whether the state m ight have any legal basis for m ov ing  earlier than 1998 

to force production under the lease terms^givcn the unique facts in this case). .

A R T IC L E  6. T H E  D E P A R T M E N T  O F N A T U R A L  R ES O U R C ES’ A N D  

BP E X P L O R A T IO N  (A L A S K A ) LNC.’S N E G O T IA T IO N S  TO  A M E N D  

T H E  N O R TH STA R  U N IT  LEASES .

(1 ) Based upon BP Exploration (A laska) Inc .’s representation that it wou ld not 

deve lop the Northstar Unit leases under their existing terms, the Department o f Natural 

Resources entered into confidential negotiations w ith BP Exploration (A laska) Inc. in the fJ I 

o f 1995 to amend the state’s o il and gas lease terms.

(2 ) As its principal cason for proceeding w ith the negotiations to amend the 

leases, the Department o f Natural Resources cited its desire to assure that production begins 

earlier than it otherwise wou ld  under the timeline estimated by the Department o f Revenue. 

The Department o f Natural Resources maintains that, if  the legislature does not pass SB 318. 

the earliest that the department could now  force BP Exploration (A laska) Inc . to develop the 

f ie ld ) w ou ld  be 2002 ; ' “

(3 ) Department o f Natural Resources’ Commissioner Shively has testified that, 

"(t]hc negotiations were long- longe r than I had hoped. I had hoped to have this agreement 

to the legislature earlier: they were at times very d ifficu lt , but I be lieve that we have
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negotiated a deal that is in the best interests o f the -.tatc."

(4) BP Exploration (A laska) Inc.'s President. M r . M organ , has testified that

. . I can't stress enough, that from BP's perspective, this was a long and very formal 

negotiating process, that I don't sec the agreement contained in this b il l as in any way being 

an incentive to BP; I sec it as a very balanced agreement com ing out o f that negotiation.”

(5) Under the terms o f the agreement negotiated by BP Exploration (A laska) 

Inc. and the Department o f Natural Resources, the state agrees to waive its net profit interest 

in the leases, and in return is to receive an increased royalty rate on one o f the five leases, 

f  om  12 1/2 percent to 20 percent, as w e ll as the potential to receive a "supplemental royalty" 

on a ll o f the leases, depending upon whether o il prices rise suffic iently in the future beyond 

a specified threshold (trigger) price. In add ition , BP Exploration (A laska) Inc. has made 

certain nonb ind ing commitments to increases in state employment, conditional commitments 

to constmct certain undefined modules, and facilities necessary to develop the Northstar Unit 

w ith in  A laska and has agreed to relinquish the Northstar Un it leases if  BP Exploration 

(A laska ) Inc.'s management does not sanction the project w ith in  one year after the effective 

date o f leg is lation ratify ing amendment o f the leases.

A R T IC L E  9. L E G A L  A N A LY S IS  B Y  T H E  D E P A R T M E N T  OF L A W .

(1) As to whether the commissioner has the authority to amend the state's net 

profit share lease terms in a situation where those terms were the competitive b id variable iri 

a sale, the Attorney General has testified that "Clearly what we are faced here is w ith a 

d im inu tio n  o f revenues that wou ld come to the state . . . and that w ou ld  require the 

com m issioner in order to make the changes to make a find ing  that this project otherwise 

w ou ld  not be econom ica lly feasible. And that was a conclusion which the commissioner 

w ou ld  not and could not make. And once aga in , whether 180 (AS  38 .05 .180) w ou ld  app ly , 

in  this instance it could not app ly . And aga in , our reasoning supports the need to put this 

matter before the legislature."

(2) As to whether legislative ratification a negotiated agreement between the 

com m iss ioner o f the Department o f Natural Resources and BP Exp loration (A laska) Inc. to 

m od ify  the terms o f the Northstar Unit leases wou ld violate the Constitution o f the State o f 

A laska’s proh ib ition against local or special legislation, the Department o f Law  rcprcsc tative 

has testified that ”[I]t w i l l  be the department's responsibility to carefu lly articulate the state's
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interest du ring  legislative hearings on the b il l proposing the net profit share reduction. Th is 

must be done w ith the goal in m ind o f establishing a detailed legislative history supporting 

the interests o f the state. The legislative history w ill be important because the ultimate 

decision 'whether a general act can be made applicable' rests w ith the A laska Suprerr ?ourt."

(3) The Department o f Law  representative has testified that ”[ i] f there is 

valuable consideration received by both the state and the leaseholder, the benefit to the state 

may be characterized as direct."

(4) The Department o f Law  representative has also testified tha t"[ >]ccause the 

State leased the o il rights at the Northstar fie ld pursuant to the constitutional mandate to obtain 

the m ax im um  pub lic  benefit, an effort to expedite production v ita lly  affects the public  

interest."

(5) The Department o f Law  has also testified "[w]c believe that a com pe lling  

ease can be made that there is adequate consideration to support a find ing  o f a direct and 

substantial pub lic  benefit f low in g  from the reduction o f the net profit share."

(6) As to whether the promises o f local manufacture and assembly o f facilities 

must be b ind in g  terms o f the Northstar Agreement in order to meet the "statewide 

significance" test, the Department o f Law  representative has testified "[tjhat there needs to be 

a record made here in the legislature o f the State interests that arc behind this very narrow ly 

focused piece o f legislation . As far as the promises to be b ind ing I think it is enough that 

there's some good and sound reason for this k ind  o f legislation."

(7 ) The Department o f Law  representative has testified that "[w jhether the 

agreement bears fruit I don't think is as important as the fact that you arc do ing it in good 

faith be lie f that it w il l happen. I don't know  if  I can tell you that it has to be b ind ing . That’s 

not a consideration o f our op in ion . It's merely a fact that therc must be some sound 

reasonable basis for m aking this legislation as narrow as it is."

(8 ) The Department o f Law  representative has testified ”[w]e th ink this 

transaction has state-wide significance because o f the amount o f revenue that's invo lved , the 

fact the m ajor population center o f the ra ilbe lt area wou ld be the beneficiary o f some o f the 

econom ic activity connected w ith the development o f the Northstar U n it , that fact that 

petroleum revenues form such a large percentage o f the total revenues to the State. It makes 

this a very good case for being a matter o f state-wide significance."
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(9) As to whether the expenditures (loss o f state revenues) under the Northstar 

Agreement meet the "public purposes” test under art. IX , see. 6 , o f the A laska Constitution, 

the Department o f Law  representative has testified "(i]t's been our opin ion in the past that the 

courts w il l generally find a public purpose if  the legislature declares it to be a public purpose. 

That’s been the reasoning o f the courts. From our side, ana lyz ing it even further than that, 

because we don't like to stop there sometimes being the executive branch. W e  also analyze 

it as this mutually o f consideration that there has to be some equal exchange in order for there 

to be a pub lic  purpose.”

(10) As to the consideration which the state must receive under the Northstar 

Agreement, the Department o f Law  representative has testified "lt]hcre has to be, in order to 

satisfy the public  purpose doctrine, a direct publi benefit and not an indirect public bcncfit-- 

whcn you're g iv in g  up public revenues or foregoing some debt that's owed you by some third 

party. There has to be a direct public benefit and not an indirect benefit. The direct benefit 

cannot on ly  flow  to the other interest and there appears to be direct pub lic  benefit here in 

connection w ith  the way this agreement is structured.”

(11) A* o whether the consideration which the Slate expects to receive under 

the Northstar Agreement actually must be received, the Department o f Law  representative has 

testified "(n jo , I don't th ink so, not under the public purpose doctrine. The public  purpose 

doctrine is the one legal issue that w on ics me die least. I think this transaction easily passes 

the pub lic  purpose doctrine test. The courts have been very deferential to legislative 

determinations o f what is in the best interests o f the State to expend its money on or to forego 

its revenues on or to receive additional revenues on. The courts have been very deferential 

in  that regard and I don’t see that as being a m ajor factor in fluenc ing the va lid ity  o f this 

particular transaction."

(12 ) As to whether an aggrieved bidder may have standing to challenge the 

Department o f Natural Resources’ negotiated amendments to the competitively bid lease terms, 

the Department o f Law  representative has testified "We note that the issue is present, that 

someone can raise this as a means o f attacking the va lid ity  o f the lease amendments. What 

we conclude is that i f  the legislature were to enact specific authorization, both ratify ing and 

approving the contract, and authorizing the department to undertake the lease change, that, we 

th ink , w ou ld  overcome the competitive b idd ing argument."

WORK DRAFT WORK DRAFT WORK DRAFT

-15- CSSB J18IRES)
■Vow T«y? f/.td*rlir,»rt [DELETED TEXT BRACKETED!



1
2
3

4

5

6
7

8
9

10
11
12
13

14

15

16

17

18

19

20
21
22
23

24

25

26

27

28

29

30

31

(13) The Department o f Law  representative has testified that "(o]thcr persons 

w ho  competed for the leases may c la im  that since the net profit share was the sole variable 

in the lease sale, it is such a material term that a change cannot be made without vio lating the 

competitive b idd ing statute. Uncertainty concerning the state's prospects for prevailing on any 

lit iga t ion  on this issue gives an additional basis for our advice that the department seek 

independent statutory authority for the Northstar transaction."

(14) As to whether the legislature's passage o f SB 318 w il l effectively shield 

the Department o f Natural Resources' negotiated amendments to the Northstar Unit leases from 

lega l challenge , the attorney general has testified "I guess m y own judgment on this . . .  we 

can’t g ive you the certainty that absent this k ind legislation, we would prevail on the argument. 

That's precisely, again . I think one o f the reasons we brought this to the legislature, and Jim's 

(Assistant Attorney General Jim Ba ldw in ) comments earlier about seeing legislative action as 

be ing  an effective vaccination, as it were, against that k ind  o f challenge."

(15 ) The attorney general has testified that "(wjith legislative action. I think 

we have a h igh  degree o f confidence that we w ou ld  prevail on this issue."

A R T IC L E  10. T U I D E P A R T M E N T  OF N A T U R A L  R ES O U R C ES’ A N D  

BP E X P L O R A T IO N  (A L A S K A ) INC .'S  V IE W  OF T H E  LE G IS LA T U R E 'S  R O LE  

IN  R A T IF IC A T IO N  A N D  PASSAGE O F SB 318.

(1 ) A lthough both BP Exploration (A laska) Inc.'s President. M r. M organ , and 

C om m issioner Shively have testified that they believe legislative approval o f the amendments 

is necessary, both have confirmed their intent that the legislature’s role in rev iew ing the 

negotiated amendments should be lim ited to voting for or against ratification o f the agreement 

that they have negotiated, and should not include amending the terms o f the agreement. 

C om m iss ioner Sh ive ly testified "(w ]e ll. M r . Chairman, as John M organ  just sa id , we have 

presented this as an up or down vote. And we d id  it for a variety o f  reasons. One, the 

negotiations we went through were long and complex. It is late in the session. On the other 

hand , i f  there are things that BP believes that they wou ld  lik e  to agree to. we w il l certainly 

look at them."

(2 ) BP Exploration (A laska) Inc .’s President. M r. M o rgan , testified "1 have to 

say that from  our perspective, we have in good faith reached a negotiated agreement w ith the 

adm in istration , and 1 believe that any variation o f those terms w ou ld  cast that whole
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negotiating process into doubt. So it’s both my be lie f that that was the intent o f the 

administration in introducing the b ill, and it wou ld certainly be my very strong preference that 

this should be handled essentially on an approval or disapproval basis, without the introduction 

o f any sign ificant or material changes."

A R T IC L E  I I .  T H E  EFFECTS OF T H E  A M E N D M E N T S  ON T H E  S T A T E S  S H A R E  

O F R E V E N U E  FR O M  T H E  D E V E LO P M E N T  O F  T H E  N O R TH S TA R  U N IT .

(1) Based upon the Department o f Natural Resources' analyses, the negotiated 

amendments to the Northstar Unit leases w ill reduce expected state revenue from  the 

deve lopment o f the Northstar Un it.] However, the Department o f Natural Resources cannot 

precisely define the state’s future revenue losses. Commissioner Shively noted that "the only 

th ing we know  about a ll these numbers (the DN'R’s economic m ode ling o f the effects o f 

am end ing the NSU leases), is since they arc projections, is that they arc w rong , we just don't 

know  how  wrong."

(2) Th-t Department o f Natural Resources' M r. Cough lin  has testified regarding 

potential state revenue loss that ”( i] f  you look at it as if  they (DP Exp loration (A laska ) Inc.) 

w ou ld  go  ahead and develop it because it’s, they say, an economic f ie ld , the state loses, in 

essence. $48 m illio n  by trading a net profit share for the supplemental royalty." \

(3) The Department o f Natural Resources' representative has testified that its 

evaluation o f the econom ic consequences to the state o f amending the Northstar Unit leases 

to remove the net profit provisions is based upon the assumption that the m ean ' recoverable 

o il reserves from  the Northstar Unit arc like ly  to be 130,000,000 barrels, and that there is a 

10 percent probab ility  that recoverable reserves w ill be greater than 105.000.000 barrels and 

a 90 percent probab ility  that recoverable reserves w il l be less than 160,000,000 barrels."

(4 ) The Department o f Natural Resources has testified that its analysis o f the 

econom ic consequences to the state o f amending the Northstar Unit lease terms to remove the 

net profit provisions is based upon an assumed peak production rate from  the fie ld  o f 50 .000 

barrels per day .

(5 ) As to whether the Department of Natural Resources, in  the course o f its 

negotiations w ih BP Exp loration (A laska) Inc. had considered whether to add some sort o f 

corrective factor to the agreement to compensate i f  the reserves u ltimately prove to be 

considerab ly larger than estimated. Comm issioner Shive ly has testified "(w jc d id  have a
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1 proposal at one time on the table that w ou ld  have taken that into account. That's not where

2 we ended up. It was part o f a more complicated formula that was developed by our d iv is ion

3 o f o il and gas that was part o f  one o f our counter-offers."

4 (6 ) The Department o f Natural Resources’ petroleum econom ist, M r . Kevin

5 Banks, w ho  was responsible for evaluating the economic effects o f the Northstar Unit lease

6 amendments, has testified that the negotiated agreement is an "okay" deal rather than a "good"

7 deal for the state. In response to the question o f why he characterized the deal as "okay"

8 rather than "good", M r . Banks, testified "I think it has to do w ith the fact that the net profit

9 share has considerable up-side for the state. I f  there's any change in the economics o f the

10 f ie ld  that im proves , i f  prices arc considerably higher, for example , or it production is any

11 h ighe r . As some o f the materials we sent over to you earlier wou ld  indicate, the net profit

12 share really pours in . By the same token, it's exactly the prob lem  that BP has w ith it: that

13 for any increase in the "benefits" that m ight be associated w ith the h igher production rates or

14 h igher prices, or some other economic feature, the state gets a ll o f  it. v irtua lly a ll o f it. And

15 it has a fa ir ly  serious impact on the economics and the incentives for incremental k inds o f

16 projects for the company. A nd that's w hy I say it's "okay." There is a h igh side to this that

17 I th ink we can't ignore."

18 A R T IC L E  12. T H E  N O N M O N E T A R Y  T ER M S  OF T H E  D E P A R T M E N T  OF

19 N A T U R A L  RESOURCES/BP E X P LO R A T IO N  (A L A S K A ) IN C . N E G O T IA T E D

20 A M E N D M E N T S  T O  T H E  N O R TH STA R  U N IT  LEASES A N D  T H E

21 E N F O R C E A B IL IT Y  OF THO SE T E R M S .

22 ( I )  As to whether the terms in the negotiated agreement between the

23 Department o f Natural Resources and BP Exploration (A laska) Inc. regarding local hire and

24 loca l contracting arc enforceable. Comm issioner Shively has testified "I do not believe we

25 cou lJ-that that language a llow s us to enforce to the extent BP is m ora lly  committed to do.

26 and I don't th ink you can write language to do that."

27 | (2 ) A lthough the agreement to amend the Northstar Unit leases purportedly

28 | prov ides fo r automatic term ination o f the leases, m ak ing them availab le for releasing under

29 j the state's competitive o il and gas leasing program , should BP Exploration (A laska ) Inc. not

30  |  sanction the project w ith in  12 months. Commissioner Shively has testified that the agreement

31 contains a prov is ion that a llow s the state to waive the ob ligation  by prior written consent.
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