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(3) The Department of Law has testified that any waiver of BP Exploration
(Alaska) Inc.'s commitment to perforin under the sanction schedule would have to be done
"reasonably and not arbitrarily,” and Commissioner Shively has 'cstificd "I have no intention
of waiving that. | mean that% a very important part of the arrangement, and | mean, | think
that if we cannot get this project going, then we need to reassess those leases and get them
back om onto the public market.”

(4) In response to the question of how would the administration, or a court if
the need should arise, measure compliance given the number of disclaimers and qualifiers, and
the lack of any specific performance measures in the agreement. Commissioner Shively has
testified 'l think we have stated this before What we arc asking BP to do, and what they
have committed to do. | 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 "(AJny of these things
puts the state in a difficult position. We've, on the other hand, there ha\c been provisions that
allow the state to modify lease terms in the law and in the lease since Statehood. This is not
a new concept. | 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 go back in and renegotiate their terms. And so. it docs put
the government in a difficult position. Its why | think in things like this and also like heavy
oil. we need to do some economic and other analyses, which we did. But | 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 road, which we started down years ago.
yes. the state docs pul itself in a difficult position, but not an impossible position."

(2) In response to the question of how the commissioner can '-st whether, and
to what extent the state must give up public resources to promote the development of the
state resources, if. as here, there arc 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
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judgmc it. | happen to believe that one of the problems with government is that we try to set
all of (I jsc sorts 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. | sec nothing wrong with that. | 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. | mean, even the bidding
process doesn't necessarily guarantee the state that you get your full value fo- your resources.
You get the most somebody wants to pay for it. That may or may not be full value.”

* Sec. 2. ADDITIONAL FINDINGS AND POLICY. Based upon the findings of facts\sct
out above, 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;

(4) unless the net profit share provisions of the Northstar Unit arc amended,
productionof oil and gas from the unit is highlv unlikely to begin before the year2002:

(5) because of the development account provisions of the net profit share
leases, 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 ptofn 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 incicased job opportunities:

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

(11) notwithstanding the anticipated benefits that may result from the
amendment of the Northstar Units 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 publics confidence that the icrms of thq states oii 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
stale's administration of its oil and leases; and tncreforc

(14) except as provided under see. 3 of this Act. the commissioner of natural
resources is directed not to negotiate the amendment of 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 the authority to do so.

* See. 3. (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 1.1980;

(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 1. 1983.

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

described in (a) of this section as set out belowT|
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) Int.

("BPXA'™) arc parties to the following leases in the Northstar Unit; ADL
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312798, effective February 1, 1980; ADL 312799, effective February 1, 1980;
ADL 312808, effective February 1. 1980; and ADL 312809, effective
February 1, 1980 (collectively the 1980 Leases"); as wed 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 amendm-mt 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
supplcmeiur' ro; ally 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 State 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
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 pncc. then the percentage rate equals
zero. If the spot pncc is greater than the trigger price, then the
percentage rate equals (the spot price per bancl minus the thggcr price
per barrel! times 1.5 percent per dollar per band. The percentage rate
may never exceed 7.5 percent.

(b) The spot pncc 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 I .\A. for the crude oil referred to as "ANS (USWC)" in the
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ANS Agreement. The trigger price is $17.35 per barrel through
April 30. 1997. On May 1, 1997, and each May | 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 oy April 30 of the cuncnt year, divided by the PPI for
December of 1995, as reported by April 30, 1996. The supplemental
royalty 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.

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 reduction of
royalty paid under paragraph 8 above or supplemental royalty paid
under paragraph 7 above based on any current or future agreement.
State statute, or State regulation.

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 royally and supplemental rovalty oil. gas and associated
substances as determined under pa agraph 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 ihc
leased area. All royalty and supplemental royalty that may become
payable in money to the State shall be paid on or before le last day of

the calendar month following the month in which the oil. gas or
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associated substances are 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.

Paragraph 11 is replaced in its entirety as follows:

I, 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 royalty on said substances.

(@) 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
a "Lease" under the terms of the 1995 ANS Gas Royalty Litigation
Settlement Agreement between BP XA and the Stale dated as of Apnl |I.
1995, irrespective of any provision(s) of such agreement which would
otherwise exclude this hose 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 pncc actually received by Lessee for such
associated substances:

(2) Lessee's posted pncc in the field for such associated
substances:

(3) the volume weighted average field pncc actually

received by other producers in the same field or area for associated
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(6)

(7)

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
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 of 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 Le 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.

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

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

in kind under the same terms and conditions as royally may he taken
in kind under this paragraph 12.
Paragraph 14 is replaced in its entirety as follows:

14, APPORTIONMENT OP ROYALTY FROM APPROVED
UNIT. The landowner's royalty and supplemental royalty share of the

unit produc'on allocated to each separately owned tract shall be

25* CSSB 3IHiRES:
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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% 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, free and clear of all unit expenses (and
any portion of such expenses which is incurred away fiom 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.

Paragraph 28 (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 heard,
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 appro* riate lease relinquishments.
The automatic termination shait occur at 11:59 P.M.. Alaska Time, on
the day performance of the obligation under the sanction schedule is
due.
Paragraph 32 is replaced in its entirety as follows:

32. 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

CSSB JIS<RES) -26-
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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 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
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 this 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.
(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*sitc production and
processing modules for development of the Northstar oil field, and
agrees to fabricate those modules within Alaska.! The State of Alaska

will not be responsible for contributing to any capital expenditures
oo »

requirgd 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
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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 fedora'. 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
arc 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

1'Crd'X-r
this lease, Lessee shalLcontract with Alaska firms arid fabricate the
modules for on*sitc production and processing facilities in Alaska.
Lessee shall require its contractors to employ and train, when necessary,
residents of 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.

1983 Lease
(n Paragraph 4(0 and paragraph 34(7) are deleted and replaced in their
CSSB 3181RES) -28-
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entirety with the following paragraph 4(0:

(0O 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 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 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. lessees 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 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 this 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 arc not affected by
any such suspension, to the State.

Paragraph 5(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 thi lease for that year.
Paragraph 7 is replaced in its entirety as follows:

7. APPORTIONMENT OF ROYALTY FROM APPROVED

129- CSSB JIB(RF.S>
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UNIT. The State's royalty and supplemental royalty share of the unit
production allocated to each separately owned tract must be regarded
as royalty to be distributed 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 royalty 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 associated substances for
transportation off the unit area, and free of any lien for them.

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 heard,
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
BP XA 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 th: sanction schedule is
due.
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

CSSB 3184RES) -30.
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processing modules for development of the NorthsUir oil field, and
agrees to fabricate those modules within Alaska. \Thc State of Alaska
will not be responsible for contributing to any capital expenditures
required 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 shall 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
arc 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 contract with Alaska firms and fabricate 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 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 h ve
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

-31- CSSB 318IRES)
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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.

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
producMon or unavoidably lost, the lessee shall pay to the State as a
royalty 20 percent in amount or value of the oil. gas, and associated
substances saved, removed, or sold from die leased area and of the gas
used on the leased area for extraction of natural gasoline or other
products from the leased area.

Paragraph 36 is replaced in its entirety as follows:

36. 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 royalty on said substances.

(@) 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 as 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 liquid' for royalty and
supplemental royalty purposes, the value of such associated substances

shall not be less than the highest of:

CSSB 3181RES) -32-
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1 (1) the field price actually received by lessee for such
2 associated substances;

3 (2) Lessee's posted price in the field for such associated
4 substances;

5 (3) the volume weighted average field price actually
) received by other producers in the same field or area for associated
7 substances of like kind and quality at the time such associated
8 substances arc removed from the leased or unit area; or

9 (4) the volume weighted average posted price in the
10 field of other producers in the same field or area for associated
11 substances of like kind and quality at the time such associated
12 substances are removed from the leased or unit area.

13 If associated substances arc sold away from the leased or unit
14 area, the term "field price” above shall be the actual price for such
15 associated substances received from the purchaser thereof less the actual
16 cost of transportation away from the leased or unit area to the point of
17 delivery.

18 Minimum Value Determination:.. The State may establish
19 minimum values for purposes of computing royalties on associated
20 substances obtained from this lease, with consideration being given to
21 the price actually received by lessee, to the price or prices paid in the
«» same field or area for production of I:<e quality, to posted prices, to
23 prices received by lessee and/or other producers from sales occurring
24 away from the leased area, and to other relevant ma'ters. Each such
25 determination will be made only after lessee has been given notice and
26 a reasonable opportunity to be heard. Under this provision, it is
27 expressly agreed that the minimum value of royalty associated
28 substances under this lease may not necessarily equal the price of such
29 associated substances.

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

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

-33- CSSB 3181RES)
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(11)
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all or a portion of its royalty or supplemental royalty in kind as
provided in paragraph 38. lessee shall pay to the State the value of all
royalty and supplemental royalty 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 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.
The following provisions shall be added to the end of paragraph 38:

tf) Supplemental royalty under this lease rray be taken in kind
under the same terms and conditions as royalty may be taken in kind
under this paragraph 38.
Paragraph 39 is replaced in its entirely as follows

39. REDUCTION OF ROYALTY. Except as provided in
paragraph 40 below, lessee shall not be entitled to any reduction of
royalty paid un-cr paragraph 35 above or supplemental royalty paid
under paragraph 40 below based on any current or future agreement.
State statute, or State regulation.
Paragraph 40 is replaced in its entirety as follows:

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

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

w1+ TNHrantl [feicrrs text DVerETES
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shall pay to the State 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 cquJds 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 (“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 band 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 3!. 1991. between the
State and BP Exploration (Alaska) Inc. for the crude oil referred to as
"ANS (USWCr in the ANS Agreement. The trigger price is $17.35
per barrel through Apnl 30. 1997. On May I. 1997. and each May |
thereafter, the trigger price shall be s3justed 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 cuncnt scar, 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 rcachei for the handling of outside substances as that term is used in the
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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 State and BP Exploration (Alaska) Inc. or any affiliates or any
future agreements which may be reached regarding a future valuation
incthodolopv 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 Rcvisor 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

(Dale).

LESSEE: LESSOR:

BP EXPLORATION (ALASKA). INC. STATE OF ALASKA

, Vice President ., Commissioner

Department of Natural Resources

STATE OF ALASKA )
) ss.
Third Judicial District )
On . 1996. before me appeared

Commissioner. Slate 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.

Notary Public in and for the State of Alaska

My Commission expires:

STATE OF ALASKA )
) ss
Third Judicial District )
On . 1996. before me appeared _
CSSB .MH(RKS) 36*
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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 Stale of Alaska

My Commission expires:

Exhibit B

Calculation of the Supplemental Royalty Payment for Oil

(1)

The calculation of the ANS West Coast spot pncc is denved

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

Dale

01/02/96
01/03/96
01/04/96
01/05/96
01/09/96
01/10/96
01/11/96
01/12/96
01/15/96
01/16/96
01/17/96
01/18/96
01/19/96

01/22/96

Platt's Reported Daily

Assessment (S/bartcl)

ANSWC

Low

SI17.97

S17.94

S17.96

S518.60

S18.23

S17.99

S17.10

S16.64

S16.75

S1660

S16.91

SI17.46

S17.28

S17.02

ANSWC

High

S18.06
S18.03
S518.03
S18.64
S18.29
S18.05
SI17.17

S16.71

S16.83
S1666
S16.97
SI17.54
SI17.37

S17.08

ANSWC

ANSWC

Daily Average Daily Average

S18.015
S17.985
S17.995
S$18.620
$18,260
S18.020
S18.135
S18675
S16.690
S16.730
S16.940
S17.500
$17,325
$17050

(After Rounding)l
S18.02
S17.98
S18.00
S18.62
S18.26
S18.02
$17.14
S16.68
S16.79
S16.63
$16.94
S17.50
S17.32

SI1705

All source and calculated numbers shall be rounded as required in the ANS

Agree

ment.

*37.
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01/23/96 SI17.10 $17.16 $17,150 $17.13
01724796 $17.35 $17.41 $17,380 $17.38
01/25/96 S16.76 $16.81 $17,785 S16.78
01/26/96 S16.43 $16.53 $17,480 $16.48
01/29/96 $16.16 $16.24 $16,200 516.20
01/30/96 $16.30 $16.38 $16,340 $16.34
01/31/96 $16.46 $16.56 $16,510 $16.51

Monthly Average calculated from ANSWC Dalily
Average (After Rounding) a $17.2271 per bancl
ANS West Coast spot price for the January 1996
month of production = $17.23 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 PPl for
December 1995 as 126.2. Assume that by April 30. 1998. the PPI for
December 1997 is 134.2. The inflation factor for 1998 is calculated according
to the following formula:
Inflation Factor for May [I. 1998. through April 30. 1999
a [(PPI December of the previous year - PPl December 1995) « I] x 0.5
= [(134.2 ¥ 1262) * 1) x 0.5 a 0.0317 a 3.17 percent
(3) The trigger pncc for May |. 1998. through Apnl 30. 1999.
is calculated by adjusting $17.35 per bancl by the inflation factor as follows:
Trigger price for the current year a $17.35 per barrel x (1 + inflation factor)
a $17.35 per bancl x (I + 3.17 percent)
a $17.35 x 10317
a $17.90 per bancl
(4) Assuming the current month ANSWC spot price is $21.40.
the supplemental royalty percentage rate is calculated as:
Supplemental royalty percentage rate a (ANSWC spot pncc + trigger price for the
cuncnt year) x (I $ percent per dollar per bancl)
m($21 40 per bancl « $17.90 per bancl) x 1.5 percent per dollar per bancl

« (21 40- 17.90) x 0015

CSSB JItoRKSI R
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1 = 0.05250 = 5.25 percent
? (5) The calculation of the supplemental royalty payment for the
3 current month is the product of the production volume times the royalty value
4 and the supplemental royalty percentage rate. Assume that 1,550,000 barrels
5 of oil were produced in the Northstar unit in the current month and that the
6 royalty value is $17.71. The supplemental royalty is:
7 Supplemental royalty payment = production volume x royalty value x supplemental
8 royalty percentage rate
9 a 1.550,000 barrels x $17.71 per barrel x 5.25 percent
10 = $1,441,151.25
1 EXHIBIT C
12 SANCTION SCHEDULE
13 The Northstar Development Project (“the Project”) is described in the
14 document titled "Northstar Development Project, Conceptual Engineering
15 Report™ date i February 1996. BPXA shall comply with the following sanction
16 schedule for the Project and shall provide satisfactory evidence of compliance
17 within fifteen (15) days of the date performance is due under the schedule:
17 BP XA shall receive Project sanction within twelve (12) months after
19 passage by the legislature of an Act approving the Amendment to the Northstar
20 Unit Leases for the Project. "Project sanction” means approval in writing by
21 the highest appropriate authority in BPXA or its parent entity necessary for the
31?4% total amount of expenditures required for the Project. Satisfactory evidence of
23 receipt of sanction shall be tendered to the State in the form of the sanctioning
24 entitys documents approving the expenditure of funds lor the Project. Project
25 sanction by BPXA or its parent entity shall be irrevocable, If project sanction
26 is withdrawn for any reason whatsoever. BPXA shall notify the State within
27 three working days by letter from an authorized officer and BPXA shall be
28 deemed to have failed to comply with this schedule.
29 (c) Notwithstanding any other provision of law. the "Amendment to the Northstar Unit

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

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

.39. CSSB 31MiRKS»
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Exploration (Alaska) Inc.. is approved and ratified. |

* See. 4. jThis 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 the house of representatives, confirming that BP Exploration
(Alaska) Inc. or its parent entity has made an [irrevocable commitment of full funding

(projection sanction) to develop the Northstar Oil Field.

CSSB 3INRES) -40.
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TONY KNOWLES. GOVERNOR

DEPARTMENT OK NATURAL RESOURCES 3601CSTREEL SUITE 1360
ANCHORAGE.

ALASKA 99503-5*4*
PIVISION o F oi AND GAS PHONE: (907) 762 2549

April 23, 1996

The Honorable Loren Leman

Chairman. Senate Resources Committee
Alaska State Legislature

Slate Capitol Building, Room 113
Juneau, Alaska 99801-1182

MALL STOP 3100

Dear Senator Leman:

The Division believes that the "so-called” findings of fact in Section 1 of CS for SB 318 (RES.)
should be dropped. The findings are replete with opinion rather than facts, and for the most pan add
little to the debate. If the committee Is Intent on leaving them in the bill, the Division has drafted
suggested changes. The Division believes that the findings are unsatisfactory .n two principal areas.
For the most pan. the Division's suggestions are directed at these two areas.

First, the findings unfairly suggest that the Division's extension of tlic NSU and the approval of the
revised three-year plan of development (POD) in 1995 was somehow out of the ordinary and was
not designed to encourage early exploration and development. In essence by allowing the unit to
continue In effect, the Division continued two leases that would have otherwise expired. Also the
Division did not take the drastic step of ordering production from the certified wells on die other
three leases. The decision was consistent with over twenty previous decisions, which the Division
has identified afterjust a perusal of in-house records, that have extended leases without mandating
production.

To illustrate the findings’skewed approach, let us examine die 1990 decision by Director Eason, now
the committees advisor, to approve the NSU. The findings claim that the POD which Director
Eason approved was "designed to encourage expedited evaluation and development” of the NSU.
IniUally, the Division notes that there has been no testimony supporting this opinion. While the
Division does not necessarily disagree with the statement, it does disagree with 'he implication that
the 1990 decision was designed to encourage expedited evaluation and development, but the 1995
was not. In 1990, four of the five leases were due to expire. Instead of approving die unit, the
Division could have caused (lie one lease without a certified well to automatically revert hack to the
sute and it could have ordered the three leases with certified wells Into production. It could have
competitively rebid the one lease and, if the others were not placed into production, it could have
tcrminoted them and released them The Division did not. There is no evidence that It consulted die
DOL about these possibilities. It was unnecessary, just os it was unnecessary in 1995, because as
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a matter of consistent policy since at least 1977, the Division has believed that it is better to work
with the current lessees to get a mutually acceptable POD that hopefully encourages early
exploration and production rather titan require the return of leasee or force production.

In 1990, the Division settled for a POD that, while giving the state tome fee obligation payments,
did not even require the drilling of one well. There was no requirement that Amerada Hess drive
down development assts. There was no requirement that Amerada Hess be in production before the
5 year term ended. (For your information, there was nothing unique about the five year term as
suggested by the findings.) Indeed, the POD contemplated a farther extension if during the five-year
term Amerada Hess could show the field was economic. Although the intent of the POD might have
been expedited exploration and development, the POD did not deliver iL At the end of the term,
Amerada Hess had drilled only one more well, had a development plan that was totally uneconomic,
and had not produced adrop ofoil. The current three-year POD at least provides for project sanction
by the end of the three-year plan.

The extension of leases by putting them into units could be argued to violate die competitive bid
process. The leases were bid for a set primary term. What the state wants is production. If the
current lessee has not delivered, why not take the leases back? The consistent answer is that the if
the current lessee and the Division can agree to a POD, the Division believes that the state is better
off than trying to take the leases back. In all situations, the POD is negotiated with the Division
typically wanting rnuie, sooner, and the lessee wanting lets, later. Ultimately, the Division s goal
has been to obtain development as soon as reasonably possible. Rentals or payments in lieu of
drilling obligations provide minimal revenue in comparison to what the state receives if a lease is
put into production.

If the Senate is critical of the 1995 decision, then it should be critical of all these past decisions. This
lease extension issue has been previously visited by lire legislature when it considered whether the
Division should have authority to form exploratory units. Previous legislatures did not take this
authority away from the Division. If the Senate believes that the Division should not have the
autnority, dien it should mandate a change in that policy by changing the law. The Division suspects
that there would he a cry of anguish from industry for virtually every company drilling wells in
Alaska has at one time or another asked the Division to extend leases hy putting them into
exploratory units or deferring the contraction of leases from a unit. The result would not be
partnering or trying to get reasonable exploration and development. It would be slavish attention to
the competitive bidding process.

The second principal objection is the slant of the findings on the economic issues. Initially, the
findings overstate the likely economic bcuefits the Division believes could be obtained if the leases
were rclet. Next, in comparing the benefits of supplemental royalty against the net profit share, the
findings emphasize the effects of the upside cases while ignoring the downside cases. Finally, the
findings improperly focus on whether the deal is a "good" deal or an “OK™ deal. When was the last
lime anyone of us can say we got a ""good" deal. Jfthe Division were to any that the state got a good
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deal, doesn't that Imply that BP got a bod deal? In most negotiations, each party will give up things
that it would rather not. The Division% position is that even without any Alaska Hire, this deal
would be areasonable deal for the state, no more orno less. If BP honors its commitment to Alaska
Hire, and the fabrication industry in this state is able to expand and become competitive on aworld
wide basis, then the deal could be characterized as a good deal or maybe even a great deal.

Again, the Division believes that the committee should drop the findings in Section 1 altogether.
If the committee chooses to do otherwise, then the Division has enclosed its proposed amendments.

Sincerely,

Kenneth A. Boyd
Director

Enclosures
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M EMORANDUWM SlateofAlaska
department ofnatural resources division of oil and gas
TO: Patrick Coughlin DATE* April 23,1996

Deputy Director/Petroleum Investment

TELEPHONE NO:  269*8812

FROM* Mike Kotowski SUBJECT: Unit Decisions
UnitsM onagec”” Extending Leases

Per your request, attached is a list of units and unit expansions approved by the DNR which
extended leases beyond their primary term. The list includes the date of application for the unit
agreementor unit expansion, the date the application was approved, the date the unit terminated (if
tcrminnred). and the director of the Division of Oil ana Gas or commissioner of the DNR

approving the application.

Attachment
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Amendment to Page 1, Line 13, Paragraph 1

Replace with...

(1) The neL 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.
A< Jing to the Department of Natural Resources, die 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 royalty ware 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 bidders.

Amendment to Page 2, Line 30, Paragraph 1

Replace with...

(1)1 FOLLOWING LENGTHY NEGOTIATIONS BETWEEN THE
AMERADA HESS CO. THE DEPARTMENT OF NATURAL RESOURCES. AND
THE MINERALS MANAGEMENT SERVICE.] Instead of attempting to take back
the four lenses which Were due_tQ cxT2ifc SOthat they could be competitively released,
then Director Eaton of the Department of Natural Resources along with [AND] the

Minerals Management Sctvice approved formation of the Northstar Unit and iu Initial
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Plan of Development, therehy extending the ten-year primary terra of the leases
committed to the unit. The Department of Natural Resources”action In approving
this exploratory unit which effectively extended all four state leases beyond their
nritnarv term (ami effectively precluding competitively releasing thcmLttithout any
certainty of production was consistent with the department’ actions on a multitude
of units Including: Prudhoe Bay/Nlakuk dcfe-ral, Pmdhoc Bny/Point Mcintyre
deferral. Milne Point formation, Mine Point Expansion. Duck Island . Point
Thomson. Point Thomson Expansion. Thetis Island, Heml| Sprints, Big River,
Astoch, Padaml Kuuknik, Northstar formation. Northfork. Nicolai Creek. Kavik,
Tones Island, Falls Creek. West MrAurthur River, and Gwvdyr Bay, There has
been no evidence that the Department of Natural Resources nought the Department
of Law ’s advice in connection svith his 1990 decision nhmit taking hack the leases

without certifi. d wells and forcing the loasas with certified wells Into production.

Amendment to Page 3, Line 4, Paragraph 2

Replace with...

(2) The term of tlic Northstar Unit wet; [LIMITED INITIALLY TO) five
0
years [HOWEVER.) from January 24,1990, until January 23,1995. [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.)
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Amendment to Page 3, Line 20. Paragraph 4

Replace with...

(4) Amerada Hess Co. and its partners made the scheduled “in lieu of
drilling” payments for the first three yearc of the five-year Plan of Development period,
with payments lolaliug $5 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 the terms of the Plan of Development for the Northstar Unit. Amerada
Hess Co. and its partners also timely complied fully with each of the other conditions set
out by the Department of Natural Resources In Its approval of die initial Plan of
Development. The Plan of Development had succeeded In getting unlv onejrell

drilled, no production, and nn inefficient development plan in the five year term.

Amendment to Page 3, Line 27, Paragraph 5

Replace with...

(5) Following the drilling of the Amerada Hess Co. Northstar Unit 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 of the Northstar Unit. Amerada
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Hess Co. stated that ihc development costs for the Northstar Unit leases wglIM

exceed $1.4 billion. Assuming that, the state could get them hack tl|g Ica.?M hafl litlljs

value, and would most likely be released/ora nominal honus bl(L

Amendment to Page 4, Line 19, Paragraph 9

Replace with...

(9) Amerada Hess Co. and Shell began efforts to coll their respective
interests in the Northstar Unit leases* [SOMETIME DURING 1994.] 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.

Amendment to Page 4, Line 22, Paragraph 1ft

Replace with...

(10) Amerada Hess Co. and Shell subsequently sold their interests in the
Northstar leases to BP Exploration (Alaska) Inc. early in 1995 BP Exploration (Alaska)
Inc. lias characterized die terms of its purchase of the Northstar Unit lease interests as a
“competitive process.” However, BP Exploration (Alaska) Inc. has declined to make
public the terms of its purchase or the identity of Its competitors for the purchase of
Amerada Hess Co.'s and Shell's interest in die Northstar Unit leases, citing a
confidentiality agreement between the parties that prohibits Its doing so. The state played

no role in the offering or selling of Amerada Hess Co.'s and Shell’s Intciesi in die



Northstar Unit leases to BP Exploration (Alaska) Inc. Lessees commonly sell Interests
In leases without the states Involvement other thou approving assignments resulting

from sflle fNOK WAS IT OFFERED THE OPPORTUNITY TO COMPETE FOR THE

LEASES ]

Amendment to Page 4-5, Line 31, Paragraph 11

Replace with...

(11) In its purchase of the Northstar Unit leases from Amerada Hess Co.
and its partners, BP Exploration (Alaska) Inc. acquired (INHERITED] the net profit
share development accounts for those leases. The amount of accrued costs in the
Northstar Unit net profit share development accounts has been estimated by BP
Exploration (Alaska) Inc. IDEPARTMENT OF NATURAL RESOURCES] to be
$262,000,000. Under the terras of the leases and the Depanment of Natural Resources’
regulations, although BP Exploration (Alaska) Inc. did not actually spend the
$262,000,000 in the development accounts, it would be entitled to recover those costs,
plus its actual future costs of development, with interest, before it would be obligated to

pay the state a share of net profits from the development of the Northstar Unit leases.

Amendment to Page 5, Line 29, Paragroph 2

Replace with...
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(2) Effective January ]9.1% then Director Eason (THE DNR]
approved assignment of the state Northstar Unit leases to BP Exploration (Alaska) Inc. as
had been requested earlier, and on January 20. ]% both then DIFGCtOT EaSOH Ofthe
Department of Natural Resources and the Minerals Management Service approved BP

Exploration (Alaska) Inc. as the successor operator of the Northstar Unit:

Amendment to Page 6. Line 9, Paragraph 4

Replace with...

(4) Tire following day, on January 24.1995. then Director Eason of the
Deportment of Natural Resources nnnroved BP Fxploration (Alaska) Inc/S requ”t for
it 90 day extension to submit n new plan of development because, according to
Director Eason. It was “ In everyone’ best interest to allow BP additional time to
conclude Its acuul-sition and to formulate a new pInn of development.!! M r. Eason
has not explained whv he took this action, instead of simply disapproving the plan
and letting the unit terminate. There Lsno evidence that Director Epson consulted
the Department of Law regarding whether he could have tWs aulhorh? tfl

grant the extension and approve the Plan of Development to leverage earlier

production. fAXDI On January 24.1995. the Minerals Management Service *1*2
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approved BP Exploration (Alaska) Inc.’s request for an extension to file a more detailed

Plan of Development until April 30, 1995.

Amendment to Page 6, Line 12, Paragraph 5

Replace with...

(5) On March 30,1995, BP Exploration (Alaska) Inc. submitted arevised
and rnorc comprehensive Plan of Development and a request in extend the Northstar
Unit Agreement for a thrce-ycar term coincident with its revised Plan of Development.
Importantly, the revised plat. Included sanctloovvjthin the Inst vcur. The plan
included the following specific activities? 1) Pato gathering and
developmentJncluding environmental data nutlicringjmd studies, promulgation of
marine mammal Incidental lake regulations, and a coopgrfltlygagrecmcnt w;th the
Alaska Eskimo Whaling Commission: 21 3-D seismic acquisition, including the
appropriate government permits nnd sclsmicJirQccssing. Pipeline and facility:
engineering and reservoir descriptions; 3) Project sanction Including project
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 by BP Exploration
(Alaska) Inc, to take the Nortlist.vr development to project sanction. The estimated

cost of these activities *us $12,000,000.Jn the two ycor plan tht estimated cost was



Amendment to Page 6, Line 15. Paragraph 6

Replace with...

(6) ITTIS UNCLEAR PROM THE RECORD WHY) (T]lhc term of tho
second Plan of Development was increased from the otiglnally proposed two*year to a
three-year term, because of increased commitments bv BP Exploration (Alaska) Inc,
(THUS EXTENDING THETIME DURING WHICH THE DEPARTMENT Oh
NATURAL RESOURCES CANNOT MOVE TO FORCE PRODUCTION FROM THE

NORTHSTAR UNIT LEASES|]

(7) On May 1.1995. the Minerals Management Service approved tltt

revised ninn concluding that the “new schedule of activities are deemed nectary to

bring the unitinto production”

Amendment to Page 6. Line 19. Paragraph 7

Replace with...

((7)] fR] On Juno 2.1995. the Department of Natural Resources
“conditionally™ approved DP Exploration (Alaska) Inc.’s revised three-year Plan of
Development. Director Hoyd approved the plan hrcaur*.in hit Mgment. Ha a ii
reasonable one thul allowed the new m *. ator. DP Exploration (Atnka) In *

adequate time to Interpret thr esivtine geological, tCQPh>»kfll and ii*tnaarmAdatJL
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shoot uhat he considered Inmrtant 3-D S€iSITiCt)aI«, |Ag|ﬂ yto” gndy\dqa.nqu
ontiom.. CRFIN thr Xonoe ofrcservotr/conceptLil engineering, and aloniD

i the ultimate goal of getting Internal BP Exploration (Aljafca) Inc-laPtMflaJfl
the fourth gunner of 199.7. The plan was tailored to the shortest deadline? that an
operator could rcnsonnhly be expected to meet. The plan explicitly stated that
Anrtion would “depend 0» economic competitiveness of the prolect compared to
other BP Exploration (Alaska) Inc. prelects worldwide, <ht business cHm flteloil
price, etc.). and the status of the external permitting prom ts” It also noted that

the rLsks includedl'ldlevejopmcnt and production economies.”

Amendment to Page ft. Line 21. Paragraph 8

Replace with...

1(8)1121....
Amendment to Page 7, Line 22, Paragraph 4
Replace with...

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

Exploration (Alaska) Inc.‘aNtr. Morgan, it Is Clear that even had HR 207 been amended
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to include explicit authority for the commissioner to reduce the state’s net profit share
under the same circumstances as the commissioner was ultimately authorized to reduce
the stale's royalty share under the terms of HB 207, to encourage production that
otherwise would not be economically feasible, the commissioner could not have done so
in this instance because production fiom the Northstar Unit (s forecasted to (WOULD)

be economic without amendments to the net profit share provision.

Amendment to Page 8, Line 7, Paragraph 2

Replace with...

(2) Both the Department of Natural Resources and BP Exploration
(Alaska) Inc. have testified that BP Exploration (Alaska) Inc.”’s development Ol the
Northstar Unit leases under the original lease terms would be economic under the most
llkelv sccenarto. According to BP Exploration (Alaska) Inc.’s Pretident, Mi. Morgan.
”(W]c have never argued that the development of Northstar could not be profitable under
the terms including the net profit arrangements. la profitability in terms of return on

capital, this would be possible. This is not a marginal oil field.”

Amendment to Page 8. Line 25. Paragraph 5

Replace with...

(5) Based upon Bp Exploration (Alaska) Inc.'s own analysis development

of the Northstar projact under a cupplrmentnl royalty as proposed "would have



approximately $485 million tin Inflation-adjusted dollars) and a full project rale of

return (ROR) of around 21%” forecasting nricr volatility In the future.

Amendment to Page 9, Line 29. Paragraph 1

Replace with...

(1) The [DEPARTMENT OF NATURAL RESOURCES” decision fey
the commissioner of the Department of Natural Resources to offer the Northstar
leases with the net profit sliare as the competitive bid variable in 1979 [REPRESENTED
A CONSCIOUS | resulted In a trade-offof 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
commissioners (DEPARTMENT OF NATURAL RESOURCES*] bid strategy entailed
risk sharing with the lessees. Compared to other hidxling terms available to the
commissioner [DEPARTMENT OF NATURAL RESOURCES), the selection of net
profit share terms allowed successful bidders to obtain the leases for less cash than would
otherwise have been required. The thrn director of the Division of Minerals and
Energy Management Thomas Cook lhougfal that using a net profit short method
was a bad Idea because it " promotes unrcalistlcallv high bids land tlhera is nothing
to fon5JrainjLbllwhose costis a promise and uhosc associated obllantiom Brc

[imiteddLDIr*ctor Cook has stated that the ngiprnnLahare method, unlike the so*h



APR-23-96 TUE 09:18 DIV OF OIL AND GAS FAX NO. 9075823852 b 18/97

bonus bid method, does not regulrc"carcful gvHMtlon on the,pnrt of thg.blddgr*
and history shows that tracts with hlgll bonus bids receive timely exploration and

expeditious development of exploration vlelds_a commercial discovery."

Amendment to Page 10, Line 7, Paragraph 2

Replace with...

(2) Director Cook has also stiiM that: “Inusfne nct-profit share as

the hid variable in 1979. the state sacrificed hundred? of millions of dollars In lease

bonuses It could have gotten with cash bonus bidding.” Interpolating [BASED

UPON ITS REVIEW OF THF. BONUS] revenue received for the federal leases within

the Northstar Unit, which was 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] hn* guessed that the state’s Northstar Unit leases

could have brought S268.406.052, as opposed to the S15,469,000 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.

Amendment to Page 10. Line 13, Paragraph 3

Replace with...
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(3) Assuming the Department of Natural Resources’ guesstimate
[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 $268,406,052 that would have been deposited to the permanent fund

would have been S704.588.494 atyear-end 1995.

Amendment to Page 10, Line 18, Paragraph 4

Replace with...

Director Cook has said that the " state cannat reccjptureJncposl
[log bonus hickl by canceling and re-offering the leases at another date.” I1f
lelieves that th»“est course of action the stale can take IS to cut its losses from past
mistakes v dropping the net-profits terms from Northstar leases and getting un

gone.” A 1993 United States Deportment of Energy study concluded that the "net

profit shun; provisions of the state leases -H a very'significant hurden to the

economic viability of the INSU1."

Amendment to Page 10, Line 18, Paragraph 4

Replace with...
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[(4)1 (51 The Department of Natural Resources has provided estimates qT
the expected mean value to * hlddOEnf the Northstar Unit lenses [OF THE BONUS
REVENUES THAT THE STATE WOULD RECEIVE TODAY.) [1] Jf the Northstar
Unit leases were returned to the state for reoffering 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

VO
expected mean value would represent the most a hidden would bid, This bidder
would have to have made the same economic assumptions about the Northstar Unit
leases as wprc used hy BP Exploration (Alaska) Inc, iFor 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 tn a bidder [OF ANTICIPATED BONUSEYS)
would be between zero and $225,000,000 (AND) or S130.000.000. respectively. For a
20 percent royalty and at discount rates of 10 percent and 15 percent, the Department of
Natural Resources estimates the expected mean value to a bidder [OF ANTICIPATED
BONUSES) would be between rero and $182,000,000 [AND] or S98,000,000,
respectively. Ifa prospective hldder thought that the Northstar Unit leases could hf
developed for not less than the $JL400,000,000 predicted bv Amerada Hess Cgq,, the
bidder would not likely bid at the sale, Based op this n*»essm(pt of the potential

competition for r re-offcring sale of the Northsmrlinlt leasts, the Department of

Natural Resources experts lhe bids to be vcrv small at anv royalty rate,
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(™ The Initial assumption, in the analyst is Pnragraph (5) nboy£. i.feu
that the Northstar Unit JgaSCS would he returned to the stete to he rc-offtred Ina
single comnetitive lease sale, would not likely occur. Atthe end of the current Plan
of Development In April 1998. only two of_thc Northstar Unit leases would be
returned to the state, Tho other three leases arc held bv wells certified capable of
producing in paying quantities. Moreover, both of the federal leases are subJccUo a
suspension of (heir primary term so that termination of the unit mflV not trigger
termination of the federal leases. One of these leases is also held by a certified well.
These circumstances underscore the fact that the Northstar Unit leases would be
avoUable for lease at different times. It Is very unlikely M the Northstar Unit
lenses could ever be sold os 3 single property. The Dnpartmcnlflf Natural Resources
believes this would further reduce the expected mean value to the bidders because of

the addod risk of fragmented ownership.

Amendment to Page 11, Line 1. Paragraph 1

Replace with...

(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 Alaska agrees to eliminate the net

profit share provisions of the leases.
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Amendment to Page 11. Line 12. Paragraph 4

Replace with...

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 thrcc-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 plan which does not expire until [JUNE) April

20* 1998.

Amendment to Page 11, Line 25, Paragraph 6

Replace with...

(6) The Department of Natural Resources has testified that if the
department had not approve';d further thrcc-ycor extension for the Northstar Unit in June
1995, thet o Iciises within the unit that did not have wells upon them certified to be
capable of production in paying quantities would have reverted to the stale, becoming
available for releasing. Under the lease provisions and die regulations, the department

could then have given notice to BP Explorailon (Alaska) Inc. {0 begin pTOdUCtiOH form



APR-23-96 TUE 09:19 DIV OF OIL AND GAS FAX NO. 9075623852 P. 23/27

[THESE] the three leases that did have wells certified as capable of production in paying
guantities within a reasonable time to do so, Uiat could not have been less than six
months. The department has never previously given surli 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 lenses with

certified wells can not be terminated without "'nn appropriate judicial prQC ‘eding

Amendment to Page 12, Line 8, Paragraph 8

Replace with...

(8) The Department of Natural Resources’ approval of die second Plan of
Development, and the resulting three-year extension, effectively eliminaied any short
term leverage the department might have bad otherwise to expedite BP Exploration
(Alaska) Inc.’s development of the Northstar Unit leases without amendment of the
leases. The Department of Natural Recounts’ approval was consistent With the
Department of Natural Resources* approval of virtually every other Plan Of

Development In the recent past

Amendment to ?age 12, Line 12, Paragraph 9

Replace with...
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9) Both the Department of Natural Resources and the Department of Law
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. [GIVEN THE UNIQUE
FACTS IN THE CASE.J The Department of Natural Resources saw nothing unigue

about this case which would justified consulting the Department of Law.

Amendment to Page 12, Line 23, Paragraph 2

Replace with...

(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 does not
pass SB 318. (THE EARLIEST I'HAT] the department could [NOW] m>t force BP
Exploration (Alaska) Inc. to develop the field [WOULD BE 2002] until after the

expiration of the current PInn of Development,

Amendment to Page 17, Line 7, Paragraph 1

Replace with...

D Based upon the Department of Natural Resources’ analyses, the

negotiated amendment lo die Northstar Unit leases mny or may not fWILLI reduce
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expected state revenue from the development of the Northstar Unit. [HOWEVER|] [T]
The Department of Natural Resources cannot precisely define tlie state’s future revenue
losses or gains because of the numerous assumptions about the future.
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 are wrong, wc just don’t know how wrong.”

Amendment to Page 17, Line 14, Paragraph 2

Replace with...

(2) The Department of Natural Resources’ Mr. Couglilin has testified
regarding potential siate revenue loss that "'[i]fyou 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.” On the other hand, if full production docs not begin until after 2002. the

state could lose money if the amendments ore not accented.

Amendment to Page 17, Line 18, Paragraph 3

Replace with...

(3) The Department of Natural Resources’ representative has testified that

its evaluation of the economic consequences to the state of amending the Northstar Unit
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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 130,000,000 barrels, and
thnt there is a [10] <0 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 borrols.

Amendment to Page 18, Line 4, Paragraph 6

Replace with...

(6) 'I'ne 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. Banks, testified "'l 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 are considerably higher,
for example, or if production is any higher. As come of the materials wc sent over to you
earlier would indicate, the uct profit 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 gets 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 wc can’t ignore."
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the other hand. Mr. Bonks has provided the committee with information that under
low side cases the net profit share would nay nothine while the supplemental royalty
»ould still pay sumcthintf. and the longer the project Is delayed the more likely a

supplemental royalty would pay more than a net profit share.

P.02/02
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SB 318 for your use.



Sectional Analysis of CSSB (RES) for SB 318
Section 1.

Section 1has been redrafted and expanded into two sections, both of which
arc "findings". The new Section 1 consists of 13 separate Articles
comprised of "Findings of Fact”. 'Hie finding of facts section is based upon
testimony before the Senate Resources Committee, and upon documents
submitted for the record by the Department of Law, the Department of
Natural Resources and BP Exploration (Alaska) Inc.

Section 2.

Section 2, which previously consisted of a listing of the Northstar Unit
leases, and provided legislative ratification of the commissioner of Natural
Resources' March 22, 1996 agreement with BPXA to amend the leases,
now instead contains "Additional Facts and Policy"”. This section reflects
the legislature's articulation and balancing of the state's interests related to
ratifying the negotiated amendments to the Northstar Unit leases. It also
reaffirms that it is the general policy of the state to enforce the
competitively bid terms of its oil and gas leases, and confirms the
legislature's intent that the state's oil and gas resources be diligently and
timely developed. Finally, Section 2 also provides policy direction to the
commissioner that, with the exception of the negotiated amendment
authorized under See. 3 of the CSSB 318, he is not to renegotiate 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 the authority to do so.

Section 3.

Section 3, was previously the effective date cite, providing for an
immediate effective date. The section has been redrafted. Subsection (a)
lists the state oil and gas leases in the Northstar Unit. Subsection (b)
provides that the commissioner may amend the Northstar Unit lease
provisions, as amended and incorporated in this subsection. (Note: the
remainder of subsection (b) consists of a redrafted agreement and exhibits)
Subsection (c) provides that "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."”



The original agreement between BP Exploration (Alaska) Inc. and the State
of Alaska has been amended in the following manner:

» 'Hie word "First” has been deleted from the title of the agreement and
from the preamble to remove any ambiguity as to whether additional
amendments to the agreement are authorized.

» Several non-material typographical errors were corrected throughout
the body of the agreement.

1980 Leases

 The language of Paragraph 28 (c) in the original agreement has been
amended by removing the reference to "project schedule” and "project”
and replacing them with "sanction schedule™ and "sanction",
respectively. This was done to reflect the fact that Exhibit C of the
agreement, to which Paragraph 28(c) relates, is actually a sanction
schedule, not a project schedule, per se. No action other than
sanctioning is scheduled under Exhibit C. In addition, a provision
making the project sanction irrevocable has been inserted.

* The last two sentences of Paragraph 28 (c) in the original agreement,
which provided that "ltjhc State may waive performance of an
obligation under the project schedule by prior written consent.” and
"(tjhc performance of any obligation required under the project
schedule is subject to the provisions of paragraph 32.", have been
deleted. Since the only obligation under the "project schedule™ was
sanction, retention of the original language would have allowed the
parties to waive one of the most crucial benefits of the agreement—
BPXA’ commitment either to proceed with development or to
relinquish its leases within one year—by prior written agreement, and
without legislative review.

* The language of Paragraph 32. ("Force Majcurc") has been amended to
make its terms consistent with the amendment to Paragraph 28 (c) noted
above. The amendment carves out a narrow exception to the numerous
circumstances which BPXA and the State have agreed would constitute
force Majcurc events under the agreement. The amendment recognizes
each of the force majcurc events enumerated by the State and BP
Exploration (Alaska) Inc. "(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 Ica”s for the
project)".



Hie language of Paragraph 41. in the original agreement, entitled
"Employment of Alaskan Residents"”, has been replaced in its entirety
with a new paragraph 41 entitled "Fabrication of Production and
Processing Modules Within Alaska and Employment of Alaskan
Residents”. 'Hie amendment retains the original language which makes
clear that BPXA’ obligations under the agreement arc subject to "the
constraints of law"™ and must be in compliance "with ail valid federal,
State and local laws in hiring Alaska residents and contractors and shall
not discriminate against Alaska residents or contractors.” With this
disclaimer, however, the requirement to hire Alaskans and to fabricate
and install on-site production and processing facilities has been made
explicit. These changes were made in response to testimony by the
Department of Natural Resources and the Department of Law
confirming that the principal non-monctary obligations of BPXA under
the terms of the original agreement arc unenforceable. Ilie amendment
also clarifies that all expenses associated with "the design, fabrication,
construction and installation of the production and processing modules
required for the development of the Northstar oil field will be the sole
responsibility of BP Exploration (Alaska) Inc.

1983 Ix;asc

Hie language of Paragraph 4 (f) of the original agreement ("Force
Majeure"), has been amended by insertion of the same force majcurc
language incorporated in the 1980 Leases, as described above.

The language of Paragraph 20 (c) has been amended to replace the
references to "project schedule” and "project” with references to
"sanction schedule™ and "sanction™ to conform with the amendments to
the 1980 Leases, as described above.

The language of Paragraph 3 ("Employment of Alaskan Residents™) has
been replaced in its entirety with the same language used to amend
Paragraph 41 of the 1980 Leases, as noted above.

Rather than authorizing the commissioner of the Department of Natural
Resources to amend the Northstar leases as originally contemplated,

subsection (c) has been redrafted to provide that "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."”

Section 4.

Section 4 is a new section providing for an effective date. Instead of
becoming effective immediately, as originally contemplated by die
agreement and the original bill, section 4 provides that "Ltjhesc amendments
take effect on the first day following delivery of a letter from the
commissioner of the Department of Natural Resources to the Rcvisor 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 Northstar Oil Field.

END OF ANALYSIS—



Amendments to Work Draft 9-C.52065\ CS FOR SENATE BILL NO. 318(RES)
Amendment No. L

As to whether the Promises of local manufacture and_asscmblv p£facilitics must.be binding
terms of the Northstar Agreement in ordcrtojucctihc/'statcwidc significance tcsLthc
POL has testified *"that there needs to be a record made here in the legislature oLlhc State
interests that arc behind this very narrQwlv.fpcuscd.Dkcc of legislation. J”s fanasthc
promises to be binding 1think it is enough that therc's-somc good and sound reason for

this kind of legislation'*.

Amendment!” 2;
The POL has testified that ""whether the atirccment bears fruit 1don’t think is as important

as the fact that you are doing it in good faith bclicLthatitwill happen. 1don't know iflean
tell you tliat it has to be b:ndinu. That’s not a considcrationo! QurQoinion. Its mcrcly.a

fact titat there must be some sound reasonable basis for making tliis legislation as narrow as
iLtil

Amendment No. 3:

The POL has testified "we think this transaction lias state-wide significance because of the
amount of revenue that's involved, the fact the maior population center of the milbcltarca
would be tlic beneficiary of some of the economic activity connected with the development
of the Northstar Unit, that fact that petroleum revenues form such a large percentage olthc

total revenues to the State. It makes this a very eood casclor bciniLa matter of state-wide

significance”;

Amendment No.
As to whether the esoenditures floss of su/.cirvcnucs) under the Northstar Agreement meet

the ""public purposes™ test under Article I1X. Section” of the Alaska Constitution, the POL
has testified "it's been our opinion in the past that the courts will generally-find a public
purpose if the legislature deviates it to he a public purpose. Thai’s been the reasoning of
the courts. From our side, analysing it even further than that, because we don't .ike to stop
ihcnLMmciimcs.bcinfcihc.cxveuiiYc.branch. .\e also analyse it as this mutually of
consideration thanhcrc-has.to bv.sonie.euual exchange in order faiihcrc.iQ.beiumblic
purpose’;



Amendment No. 5:

As to the consideration which the state must receive under the-Noithstar Agreement, the
POL has testified "there Inis to be. in order to satisfy the publicpurpose doctrine, a direct
public benefit and not an indirect Public benefit—when vou’re giving.up public revcnucs.or
foregoing sonic debt that'sowed von by some third party. There has to be a direct public
benefit and not an indirect benefit. Hie direct benefit cannot only flow to the_othcrinterest
anu there appears to be direct public benefit here in connection with die wav this agreement

is structured"":

Amcndmecnt-No. 0;

As to whether the consideration which the State expects to receive under the Northstar
Agreement actually must be received, the POL has testified *'no. 1don’t think so. not under
the public purpose doctrine. The Public purpose doctrine is the one legal issuc_thai.worries
me die IcasL 1think this tnuisactioiL Citsily-passcs the public.purpose doctrine test. The
cQunsJniYc.bceily.cDLdcfcic.ntiiil.tQ.lcci”*hinYce determinations of whaiisindhe.besLimcresis
plihcJSiatg-ttLCxpcndiisinoney on or to forego. its revenues QQ-or to receive, additional
revenues on,-The courts hayc.beciLvcraidcfcreniial in lhat regard and 1 don’t see that as

bcinga major factorinfluencing the validily of this panicularJraiisactiQn”



A laska S tate L egislature

Senate Resources Committee .
State Capitol
Official Business Juneau AK 99801

Memo
TO. Tam Cook, Director

Legal Services
hand delivered

FROM: Annette E. Krcitzer. Aide
Senate Resources Gommittcl
DATE: April 14, 1996
RE: CS SB 318: Northstar Lca>c Agreement

Please draft the attached as a Senate Resources Committee Substitute for SB 318. The
material given is only pan of the bill, but because of the volume of typing, 1wanted to get
something to you to stan on. This bill will have to be ready for the committee by 3:00 p.m.

Tuesday, April 16.

This CS needs no legal review and should be typed using utmost measures to protect the
committee’ confidentiality in this request.

Thank you for your assistance. Please call Jim Eason or me at X4907 if you have
guestions.



Replacement, text for Sections 2 and 3 of SB 318:

Sec, 2. (a) The State of Alaska and BP Exploration (Alaska) Inc. arc paniesiQ the
following leases in ihc.Npnlisiar.UmL

ill ADL 312798. effective February 1.198Q:

(2) ADL 312799, effective February 1.1980:

(31 ADL 312808, effective February 1.1980:

(4) ADL 3128009. effective February 1. 1980: and

(5) ADL 355QQ1, effective Augustl.1981

(hi The commissioner of the Department of Natural Resources mav amend the

Northstar Unit leases described in (a) of this section as set forth below:

(NOTE TO DRAFTERS: Insert the entire document entitled Revisions to Agreement"*

here.)

(cl Notwithstanding anv other provisionof law, the *Amendment to_thc Northstar
Unit Leases Between the State of Alaska and BP Exploration (Alaska) Inc."" as described in
(~1of this section, if voluntarily agreed to bv the commissioner of the Department of
Natural Resources and BP Exploration (Alaskal Inc.. is approved and ratified.

See. 3. This Act takes effect IMMEDIATELY UNDER AS 01.10.070(C)) on the
firstdav following delivery of a letter from the commissioner of the Department of Natural
Resources to the Reviser of Statutes, with copies to the FresidenLof 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

dcYelpp.ihc Nonhstar.Qil Field.



[FIRSIAMENDMENT TC 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") nro parties to
the following leases in the Northstar Unit: ADL 312798. effective February 1, 1980:
ADL 312799, effective February 1, 1980: ADL 312808. effective February 1, 1980: and
ADL 312809, effective February 1, 1980 (collectively the "1980 Leases"): as well as
ADL 355001, effective August 1. 1983 (the "1983 Lease’). The Darties agree to amend

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

Northstar Unit leases.
1980 Leases
1) Paragraph 6(b) is reolaced 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 undor paragraphs 8. 10. and 11 below, Lessee shall pay to the State
a supplemental royalty ("supplemental royalty"). Lessee snail pay the
supplemental royalty, if owed, upon the same production volume for which
royalty is paid (“proauction volume"). The supplemental royalty payment for a
given month equals tho 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
pnce (“trigger price ). If the spot price is equal to or less than the trigger pnce.
then the percentage rate equals zero. If the spot price is greater than the trigger
pnce. then the percentage rate equals (the spot price per parrel minus the



trigger price per barreli times 1.5 per cent per dollar per barrel. The cercentage
rate may never exceed 7.5 per cent.

(b) The soot price is the price per barrel calculated in Article 3.3 ot ana Exhibit 4
to the ANS Royalty Litigation Settlement Agreement CANS Agreement’), dated
December 31. 1991, between the State and BPXA. for the crude oil referred to
as "ANS (USWCQC)" in the ANS Agreement. The trigger price is S17.35 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 yeatr,
divided by the PPI for December of 1995. as reported by April 30. 1995. The
supplemental royalty 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 rovalty for
oil.

Paragrapn 9 is replaced in its entirety as follows:

9. REDUCTION OF ROYALTY. Except as provided in paragraph 7 acove.
Lessee shall not be entitled to any reduction of royalty paid under paragraph 8
above or supplemental royalty paid under paragraph 7 above based on any
current or future agreement. State statute, or State regulation.

Paragraph 10 is replaced in its entirety as follows:

10. ROYALTY IN VALUE. Unless “he 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
01l 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 cr
associated substances for transportation off the leased area. All royalty and
supplemental royalty that may become payable in money to the State snail be
paid on or before the last day of the calendar month following the montn in
which the oil. gas cr associated substances are produced. Royalty ana
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, wmch may include, but is not limited to. evidence of
sales, shipments, and amounts of gross oil. gas and associated substances
produced.



5)

Paragrapn 11 is replacea in its entirety as follows:

11. VALUE. For purposes of computing suoplemental royalty due under this
lease, tne value of suoplemental royalty on. gas. natural gas liquids and
associated substances snail 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 provisiomsi 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 a "Lease’ under the
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between
BPXA and the State dated as of April 1, 1995, irrespective of any provision(s) of
sucn agreement whicn would otherwise exclude this lease therefrom.

(c) To compute the value of associated sucstances (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: A

(1) the field price actually received Lessee for such associated
substances: ' \Y

(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 are 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 are removed from the leased or
unit area.

If associated substances are 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 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 tne orice or prices paid in the same field cr area for production of like quality,
to posted crices. to prices received by Lessee and/or other producers from



6)

7)

sales occurring away from the leased area, and to other relevant matters. Eacn
sucn determination will be made only after Lessee has seen given notice ana a
reasonable opportunity to be heard. Under this provision, it is expressly agreea
that the minimum value of royalty associated substances under this lease may
not necessarily equal the price of such associatedsubstances.

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 royalty may be taken in kind uncer
this paragraph 12.

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 regaraed as royalty to be
distributed to and among, or the proceeds of it paid to. the landowners, free ana
clear of all unit expense ana 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, free 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.

Paragraph 28 (c) is addeda s *

(©) Notwithstanding any other provisions of thjs'fease. the Northstar Unit
Agreement. State”tatute. or State regulation, thjsn®ase shall terminate
automatically wtfnout notice, an opportunitvtp-fSe heard, or judicial proceeding,
if the Lessee”ails to comply with thejprojectjschedule set forth in Exhibit C

ffproject scKedule'd, 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, cn
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 Droiect scnedule is
due. [The State may waive performance of an obligation required under the
project schedule by prior written consent. The performance of any obligation



3)

10)

required unaer the project schedule is subject to tne provisions of paraoraph

32 J ~ L
Sec IgPed inicvr

+a 3Z-
Paragraph 32 is replaced in its entirety as follows:

32. 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 leasqJTrom
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 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 comDiy therewith. If Lessee s obligations to conauct
drilling or reworking operations are suspended under this paragraph and the
continuation of sucn operations without suspension would have haa 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 this 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 are not suspended or from operations which are not affected
by any such susper jion, to the State.

Paragraph 41 is replaced in its entirety as follows: SVc i*sev4 4o 4-i

(EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all
valicftederal. State and locai laws in hiring Alaska residents and contractors
and shall not discriminate against Alaska residents or contractors. Within the
constraints of law. Lessee snail employ Alaska residents and contractors to the
extent they are available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to adopt a program 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 use best efforts to contract with Alaska firms and
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its
contractors to employ and tram, when necessary, residents of Alaska, in
determining feasibility. Lessee shall consider commercial, health, safety,
and environmental conditions and requirements to ensure maintenance of
Lessee s operational standards. Lessee shall suomit annually to the
Director. Division of Oil ana Gas. for transmission to the Department of



Insert to "'Force Majcurc Language' of Paragraph 32. of the 1980 leases and replacement
Paragraph 4 (0 to Paragraphs 4 (0 and 34(7) of the 1983 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 Northstai_LJnitleases

for the project)



Insert to rcplucc text of "Paragraph 4 1 of the 1980 leases (pages 4-5) and *‘Paragraph 31"
of the 1983 lease as provided in the First Amendment to the Northstar Unit 1”eascs Between
the State of Alaska and BP Exploration (Alaska) Inc.:

FABRICATIONS 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. The State of Alaska will not be
responsible lor coiilribuung_[Q.aiiy.capital expenditures required to prepare, develop or
operate,any-sitcs.odaciliucs necessary for the fabrication, inmsporiation or installation of
die Northsun Unit production antlprocessing modules, AlLcApcnscsassoeiaied.wiih die
design, fabrication, transportation and installation of production and processing modules
required foLthc development of the Northstar oil field wilLbc_thc solc responsibility of BP

FxplorationiAlaska) 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 contractors. Within
the constraints of law, Lessee shall employ Alaska residents to die extent they are available

and qualified. Subject to the foregoing:

Lessee voluntarily agrees [TO ADOPT A PROGRAM] to hire residents of Alaska.
Lessee shall advertise for available positions locally and use Alaska job service
organizations to notify the Alaska public. For work in connection with this lease, Lessee
shall [USE BEST EFFORTS! contract with Alaska firms and fabricate the modules for
on-site production and processing facilities in Alaska [WHENEVER FEASIBLE].
Lessee shall [ENCOURAGE] require its contractors to employ and train, when
necessary, residents of Alaska. |IN DETERMINING FEASIBILITY, LESSEE
SHALL CONSIDER COMMERCIAL, HEALTH, SAFETY, AND
ENVIRONMENTAL CONDITIONS AND REQUIREMENTS TO ENSURE
MAINTENANCE OF LESSEE’S OPERATIONAL STANDARDS))

Lessee shall submit annually to the Director, Division of Oil and Gas, for transmission to
the [DEPARTMENT OF LABOR] President of thc-ScnaiCLand the Speaker 0L 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 |T ()| with this icase. Lessee
shall furnish the Department of Labor, for transmission to the President of the Senate and
die Speaker of the House of Representatives, a quarterly report regarding the employment
of Alaska residents on the Icasc[D) area in compliance with regulations by the
[COMMISSIONER] Department of Labor. The report must also include statistical data

concerning die number of resident personnel hired within the past year for this lease.



1

Labor, a report that details the specific measjres Lessee ana its contractors
and subcontractors have taken or are planning to take to recruit qualified
Alaska residents for available jobs, cescribes on-the-|Ob training
opportunities, and describes Lessee s efforts to hire Alaska firms for work in
connection to this lease. Lessee shall furnish the Department of Labor a
quarterly report regarding the employment of Alaska residents on the leased
area in compliance with regulations cy the Commissioner of Labor. The
report must also include statistical data concerning the number of resident
personnel hired within the past year for this leasel

T-iticv4
1983 Lease [ **

Paragraph 4(f) and paragraph 34(7) are deleted and replaces in their entirety

with the following paragraph 4(f): /

2)

(H FORCE MAJEURE. If the state determines that lessee tffas been prevented,
after diligent effons made in good faith, ffom complying wi/h any express or
implied promise, term, condition or covenant of this leas<” from conducting
drilling operations, or from producing or marketing oil or gas from the leased
area, by reason of war. riots, acts of Goa. 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 octain 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 obligations to conduct drilling or
reworking operations are 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 oeriod which the obligation to perform such operations is suspended.
Nothing in this 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 are not
suspended or from operations which are not affected by any such suspension,
to the state.

Paragraon 5(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.



3)

4)

5)

Paragraph 7 is replaced in its entirety as follows:

7. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The state s
royalty and suoplemental royalty share of the unit production allocated to each
separately owned tract must be regarded as royalty to be distributed to or
among, or the croceeds 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 royalty to be distributed to. or the proceeds of it paid to. the
state, free ano clear of all unit expenses (and am' 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 associated substances for transportation off the unit area, and free of

any lien for mem. ("SsncW tetam Sdwdule")
A new paragraoh 20(c) is adefed as follows: Sqgnc4»6r\
(© Notwithstanding any other provisionsp \ this lease, the Northstar Unit

Agreement, state stature, or state regulation, tons lease snail terminate
automatically withoufrriotice. an opportunityp be heard, or judicial proceeding.
If the lessee fails tEcomply with thfJprojectJ”*chedule set forth in Exhibit C
"project 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 project schedule is
due. The state may waive performance of an obligation required under the
project schedule by prior written consent. The performance of any obligation
required under the project schedule is subject to the provisions of paragraon

4(f).

Paragraph 31 is replaced in its entirety as follows: Ste -f*

5 *51 .
EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all
'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 adopt a program to hire residents of Alaska.
Lessee shall advertise for available positions locally and use Alaska joo



service organizations to notify the Alaskan public. For work in connection
with this lease, lessee shall use best efforts to contract with Alaska firrrs and
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its
contractors to employ ana train, when necessary, residents of Alaska. In
determining feasibility, lessee shall consider commercial, health, safety, and
environmental conditions ana requirements to ensure maintenance of
lessee s operational stanaaras. Lessee shall submit annually to the
Director. Division of Oil and Gas. for transmission to the Department of
Labor, 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
connecticn to th*s lease. Lessee shall furnish the Department of Labor a
quarterly report regarding the employment of Alaska residents on the leased
area in compliance with regulations by the Commissioner of Labor. The
report must also include statistical data concerning the number of resident
personnel hired within the oast year for this leasej

5) 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 royalty 20 percent in
amount or value of the oil, gas. and associated substances saved, removed, or
sold from the leased 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 its entirety as follows:

36. VALUE. For purposes of computing supplemental royalty due under *his
lease, the value of supplemental royalty oil. gas. natural gas liquids, and
associatea 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’' unaer the
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between
BPXA and the State dated as of April 1. 1995. irrespective of any provisions) of
such agreement which would otherwise exclude this lease therefrom.



8)

(c) To compute me value of associated suostances (which shall be deemed to
exclude oil. gas. and natural gas iiauids for royalty and supplemental royalty
purposes, the value of such associated suostances shall not be less than the
highest of:

(1) the field price actually received be lessee for such associated
substances:

(2) Lessee s posted price in ti.e 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 are removed from the leased or
unit area: or

(4) the volume weighted average costed 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 are removed from the leased or
unit area.

if associated suostances are sold away r-om the leased or unit area, the term
field price' above snail be tno actual pnce for such associated suostances
received from the purchaser thereof loss the actual cost of transportation away
from the leased cr unit area to the point cf 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 of like quality, to
posted prices, to prices received by lessee and/or other producers from sales
occurnng 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. Uncer this provision, it is expressly agreed
that the minimum value of ro aity associated substances under this lease may
not necessarily eaual the onca of such associated substances.

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 royalty in kind as provided in paragraph 38, lessee
shall pay to the state the value of all roya.tv and supplemental royalty oil. gas
and associated suostances as determined under paragraph 36. Royalty and
supplemental royalty paid in value snail be free ana clear of all lease exponses
(ana any portion of such expenses which is incurred away frcm the leased
areai. including, but not limited to. expenses for separation, cleaning
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dehydration, gatnering, saltwater disposal, and preparing the oil. gas or
associated suostances for transportation off the leased area. All royalty and
supplemental rcyaitv that may become payable in monev to the state shall be
paid on or before the last day of the calendar month following the month in
which the on. gas or associated substances are produced. Royalty and
supplemental royalty payments shall be accompanied by copies of run tickets or
such other information relating to valuation of royalty ano supplemental royalty
as the state may reauiro. which may include, but is not limited to. evidence of
sales, shipments, and amounts of gross oil. gas and associated substances
produced.

The following provision shall be added to the end of paragraph 38:

® Suoplemental royalty under this lease may ce taken in kind under
the same terms and conditions as royalty may be taken in kind under this
paragraph 39.

Paragrapn 29 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 paragrapn 35
above or supplemental royalty paid under paragraph 40 below based on any
current or future agreement, state statute, or state regulation.

Paragraph 40 is replaced in its entirety as follows:

40. SUPPLEMENTAL ROYALTY, (a) In addition *o the royalty paid and
computed unoer paragraph 35. 36. 37 above, lessee shall pay to the state 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 supplement”™ foyalty payment for a
given month eauals the supplemental royalty value time* the supplemental
royalty percentage rate (“percentage rate ) times the orccuction 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
pnce (“tngger pnce ). If the spot price is equal to or less than the tngger price,
then the percentage rate equals zero. If the spot pnce is greater than the trigger
price, then the percentage rate equals (the spot pnce per "carrel minus the
tngger pnce cer barrel) times 1.5 per cent per dollar per carrel. The percentage
rate may never exceed 7 5 per cent.

(b) The soot once is the pnce 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 tne State and EPXA. for tne crude oil referred to

10



as "ANS (USWCy in the ANS Agreement. The trigger price is S17 35 oer barrel
through April 30. 1997. On May 1, 1997. and each May 1 thereafter, the trigger
price shall be adjusted by an inflation factor eoual to fifty percent of the 'inflation
rate" defined as the Proaucer Price Index for Inaostrial 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 royalty value for oil. gas. natural gas liquids and associated
substances is defined in paragraphs 36 and 37 above. E,.;.ibit 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 methonology for
royalty for any other Alaska Net Protit Share leases between the State ana BPXA or
any affiliates or any fu.ure agreements which may be reached regardmq a future <«
o
valuation methodology for Alaska Net Profit Share leases Prhese amendments take '(f :
effect when and if an Act(s) substantially similar to the act. attached as Exhibit D and £*715M

ncorporated by reference, takes effect® This amendment is dated for reference

purposes as of March 22. 1996. -k YCflag- A

LESSEE: LESSOR:

3P EXPLORATION (ALASKA), INC.

t
/
E. M. Luttrell. Vice President John T. Shfvely. Commissioner
Department of Natural Resources

11



"Eff. Dale” insert to page 11 of "Amendment to

These amendments take effect on the first dav following delivery of aletter from the
commissioner of the Department of Natural Resources to the Reviser of Statutes, with
copies to the President of the Senate and the Speaker of the House of Representatives,
confirming that BP Exploration (Alaska)Jnc. or its parent entity has made an irrevocable

commitment of foil funding (project sanction) to develop the Northstar Oil field



STATE Cr ALASKA )
) SS.
Third Ju&cial District )
1 o
Oon — . 1. 1996. before me appeared John T. Shively. Commissioner.
State of Alaska. Department of Natural Resources, ana wno executed this lease ana
acknowledged voluntarily signing it on behalf of the State of Alaska, as lessor.

/ A
Notary Public in and for the State of Alaska [T \' %
My Commission Expires: h N by, f-SV %
Xr *1
% \ i f
STATE OF ALASKA ) .<efEH#
) ss.
Third Judicial District ) % / hiiivw#
On TMaalJa, '996. before rne aDpearec E. M. Lutrell. Vice President of BP

exploration (Alaska), inc.. ana wno executed this tease and acknowledged voluntarily
signing it ombehalf of the EP-Expioration (Alasxai. inc.. as lessee.

ly j “Ip jh
— — -SJ-ASU-li/ ./ v.ur.tw/Izy.,
Notary Public in and fcr the State of Alaska p,L%
My Commission Expires: (rrx/mv_
3 \C ¥ i
of A
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Exhibit B
Calculation of the Supplemental Royalty Payment for Oil

The calculation cf the ANS West Coast spot price is denveo from Platt’s
Oilgram Price Report Soot Crude Price Assessments:

Platt s Reported Daily
Assessment (S/barrel)

Date ANSWC ANSWC ANSWC ANSWC
Low High Daily Average Daily A\ crage
(After
Rounaing)'

01/02/96 317.97 S18.06 S18.015 $18.02
01/03/96 517.94 S18.03 S17.985 S17.98
01/04/96 517 96 S18.03 S17.995 518.00
01/05/96 518.60 S18.64 S18.620 518.62
01/09/96 518.23 S18.29 $18,260 518.26
01/10/96 517.99 S18.05 S18.020 518.02
01/11/96 517.10 S17.17 $18,135 S17.14
01/12/96 516.64 S16.71 518.675 S16.68
01/15/96 516.75 S16.83 S16.690 S16.79
01/16/96 316.60 $16.66 S16.730 S16.63
01/17/96 S16.91 S16.97 S16.940 S16.94
01/18/96 S17.46 S17.54 S17.500 S17.50
01/19/96 517 28 S17.37 S17.325 S17.32
01/22/96 517.02 S17.08 S17.050 $17.05
01/23/96 S17.10 S17.16 $17,150 $17.13
01/24/96 31735 $17.41 $17,380 S17.38
01/25/96 516.76 $16.81 S17.785 S16.78
01/26/96 S16.43 $16.53 S17.480 516.48
01/29/96 516.16 S16.24 S16.200 516.20
01/30/96 516.30 $16.38 S16.340 316.34
01/31/96 516.46 S16.56 S16 510 516.51

Monthly Average calculated from ANSWC Dalily

Average (After Rcunamg) = S17.2271 per

barrel
ANS West Coast soot once for the January 1996
month of production = S17.23 per
barrel

The inflation factor snail be calculated as follows: Assume that by April 30.
'996. the U.S. Department of Labor reports a PPI for December 1995 as 126.2.
Assume that by April 20. *998. the PPI for Oecember 1997 is 124 2. The inflation
‘actor for 1998 is calcuia’eo according to the following formula:

\Il s<'urcc and calculated number* shall be rounded required in the \NS
Xcrcement



Inflation Factor for May 1. 1998 throucr. April 30. 1999
= [(PPI December of the orevious year » 3Pl December 1995) « *] x 0.5

=[(134.2 - 126.2)- t]x 0.5=0.0317 = 3.17 percent

3) The trigger price for May 1, 1995 through April 30. 1999 is calculated by
adjusting S17 35 per barrel by tne inflation factor as follows:

Trigger price for the current year = S$17.35 per barrel x (1 + inflation factor)
= S17.35 per barrel x (*- 3.17 percent)
= S517.35 x 1.0317
= S17.90 per Parrel

4) Assuming the current month ANSWC spot price is S21.40. the supplemental
royalty percentage rate is calculated as:

Suoplemental royalty percentage rate = ANSWC spot price - trigger price for the current year)
x 11.5 cercent per dollar per barrel)

= ($21.40 per oarrei » S' 7.90 per barrel) x 1.5 percent per dollar per parrel

= (21.40 -17.90) x 0.015

= 0.05250 = 5.25 percent
5) The calculation of the supplemental royalty payment for the current month is the
product oHhe production volume times the royalty value and the supplemental royalty
percentage rate. Assume that 1.550.CC9 barrels of oil were produced in tne Northstar
unit in the current month ana that the rcvalty value is S17.71. 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 parrel x 5.25 percent

$1,441,151.25
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[PROJEdJjaCH EDULE

The Northstar Development Project (“the Project’) is described in the document titled
"Northstar Development Project, Conceptual En”rfieering Report' dated February
1996. BPXA shall comply with the followinaj(scnedule for the Project and shall provide
satisfactory evidence of compliance within fifteen days of the date performance is due
under tne schedule:

BPXA snail receive Project sanction within twelve (12) months after passage by the
legislature of an Act approving the First Amendments to the Northstar Unit Leases for
the Project. Project sanction' means approval in writing by the highest appropriate
authorir/ 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 v,..cll notify the State within three working days by letter from an
authorized officer and BPXA shall be deemea to nave failed to comply with this
schedulef] P/ojcci 3<*y\ct>an B fXft Qy Ska.U

bg vocablc_«



A laska State L egislature

Uuriii/i Interim: Durintj Session:
716 West -Itli Avenue. Suite 500 State Capitol
Anchorage. Alaska 99501-2133 Juneau. Alaska 99801-1182
(907) 258-8185 (907) 4654993
Fax (907) 258-0226 Fax (907) 465-3872

Drue Pearce

President of the Senate

March 22, 1996

Honorable Tony Knowles
Governor of the State of Alaska
State Capitol

Juneau. Alaska 99801

Dear GoyemoM4nowte™™ \c”"u .|

Your announcement yesterday afternoon that the administration has
renegotiated the competitively bid terms of the leases in the Northstar unit has
prompted several questions. | would appreciate your clarifying some of the
comments which appeared in your press release on the subject. | hope you
will also provide timely answers to the following requests for Attorney General's
opinions.

You indicated in your press release that "Legislative approval of Northstar is
similar to its approval of W year's Tesoro royalty contract, which was
negotiated by the executive branch and approved by the legislature." |cannot
find any similarity between the established statutory procedures which guide
the Commissioner of Natural Resources in the sale of the state's royalty oil and
gas and the ad hoc confidential negotiations which preceded the
announcement of this deal.

In the case of the royalty contracts, the legislature has provided explicit authority
for the commissioner to negotiate sales of royalty oil, subject to the

legislature's review and approval. The legislature has provided explicit
direction regarding the criteria which the commissioner must consider, and it
has established the Royalty Oil and Gas Development Advisory Bc3rd (Royalty
Board) to promote public review of proposed disposals long before their
introduction to the legislature. Thus, the policies were established by the
legislature, and the commissioner must make formal findings in complianco
with the guidelines set fonh in statute, as well as in the Department’'s and the
Royalty Board's regulations



Page two to Governor Tony Knowles

We had hoped to be able to discuss these questions more thoroughly before
you made your public announcement of the deal. In fact, we were willing to
avoid public discussion of the terms as we awaited further information, at your
request. Instead of further briefings - before or after the press conference - we
are now faced with a number of legitimate questions based upon your oress
release and comments and the news stories of the day.

Therfore, on behalf of the Alaska Legislature, | ask that you provide a written
explanation of the similarities - as you see them - between the process you
envision for the legislature's review of the deal Commissioner Shively has
negotiated and its review of proposed royalty contracts.

| also ask that you provide a written formal Attorney General’s Opinion
responding to the question of whether the administration has the clear authority
to renegotiate the Net Profit Share terms of a state oil and gas lease

You also apparently said in your press conference that the "Legislation to
implement the deal will apply only to the Northstar field and will not open the
door for other companies to seek similar breaks." Aside from the obvious
questions of equal access to state resources and fairness which these
comments invite, they also raise other questions of law.

In light of theso concerns, and of your indication that you will be presenting the
legislature with proposed legislation, | also ask that you provide a written,
formal Attorney General's Opinion regarding the perceived legality of enacting
what, by your own description, appears to be "special legislation”, which is
disallowed under Article Il. Section 19, of the Alaska Constitution.

Presuming that the Attorney General disagrees with this view, and concludes
that such legislation is permissible, | would also appreciate your reconciling
the seemingly inconsistent goals of providing special benefits for one lessee
while indicating your nonsupport of legislation that attempts to encourage
increased participation by independents and other new companies in the
state's oil and gas leasing and development program.

The estimates of the revenue which the state stands to lose as a result of
Commissioner Shively's renegotiation of the Northstar lease terms have
changed considerably since the commissioner briefed some members of the
legislature on the proposal last week. According to the article, the
administration’s estimate of losses have shrunk from $60 million to $4 million
since we met last week

| presume the adnrvmestration is prepared to document for public review the
assumptions behind its revised estimates of revenue losses Regardless of
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the magnitude of the anticipated revenue losses, entering into an agreement
under which the state assumes that it will receive less revenue than it is
entitled to receive under its competitively bid leases appears tantamount to an
appropriation. Therefore, | ask that you also provide a written Attorney
General's Opinion on this question as well.

Given the short time remaining for legislative review and my unwillingness to
consider any requests to introduce a bill until these questions are answered, |
would appreciate expedited responses. | think your answers and the opinions

will result in a focused and expedited debate once the legislature is in
possession of a bill.

And, finally, Governor, while | appreciate your sincerity in saying that Alaskans
should have a "full and open public discussion on the terms of any new oil
development" and your inference that the only opportunity lies in legislative
approval, I would remind you of two thngs. You certainly didn't hold that view
when wc wanted legislative approval on HB207- related royalty reductions. In
fact, you fought us and publicly declared that our request for legislative
approval made it clear that YOU wanted Alaska to be "open and ready to do
business”, while the Republicans in the Senate were anti-development.  And,
second, you have ample opportunities to hold public hearings in your own right,
as is clear in your letter of March 20, 1996, to "Dear Alaskan", announcing
public testimony on the domestic violence bills.

Governor, you cannot have it both ways.

Sincerely yours,

cc: Attorney General Bruce Botelho
Commissioner John Shively, Department of Natural Resources
Representative Gail Phillips, Speaker of the House



A laska S tate L egislature
Senate Resources Committee

- . Stale Capitol
Official Business Juneau AK 99801

TO: Senator Pearce, Vice-Chairman
Senator Halford
Senator Frank
Senator Taylor
Senator Hoffman
Senator Lincoln

FROM: Senator Loren Leman, Chairman
DATE: April 11,1996
RE: SB 318: Northstar Lease Agreement

As you know, the intent of the Senate Resources hearings on Senate Bill 318 has been to
cooperate with the Governor's request for open, public meetings regarding the proposed
agreement.

A lot of information has been disseminated, a lot of questions asked to this point. The
summary below is intended to focus the committee as wc continue deliberations on this

issue.



—Summary of Senate Resources Committee Action on SB 318—

The committee's efforts to date have been directed toward developing a detailed record of:
1) the events leading up to the administration’s renegotiation of the net profit share
provisions of the state leases within the Northstar Unit, 2) the basis for the
administration's request for legislative approval, 3) the economic and other consequences
of the agreement, 4) the assumptions upon which the administration relied in negotiating
the agreement, 5) the actual enforceability of the agreement's terms and, finally, 6) the
implications of renegotiating the state’s competitively bid oil and gas lease terms.

The sequencing of hearing topics and the detailed questions which have been asked of
BPXA, the Department of Natural Resources and the Department of Law thus far were
designed to elicit a full understanding of how the decision to amend the leases evolved over
time and to identify any issues or additional information that the legislature should consider
before making its decision. The intent of the specific lines of questions, as well as the
order in which they are being asked is to develop a comprehensive record from which
written committee findings may be made for the record.

The areas of inquiry upon which findings will be made include the following subjects:

» The Effect of Passage of SB 318

» The Stale's Net Profit Share and Ilistory of the Northstar Leases before Unitization
* Formation of the Northstar Unit and Activities Under the Initial Plan of Development

 BPXA's Succession as NSU Operator and the DNR's Approval of the 2nd Plan of
Development for the NSU

* BPXA's Initial Efforts to Amend the Net Profit Share Terms
* The Economics of Developing the NSU Leases Under Their Existing Terms

«  BPXA's Refusal to Develop the NSU Leases Unless the Net Profit Share Provisions
arc Amended

* DNR's and BPXA's Negotiations to Amend the NSU Leases
* Legal Analysis by the Attorney General

« P M '»and BPXA's View of the Legislature's Role in Ratification and Passage of SB
ji6

» The Effects of the Amendments on the State’s Lease Revenues from the Development
of the NSU

» Enforceability of the DNR/BPXA Nt Jotiaied Agreement

e Policy Implications of the Passage of SB 318



With the exception of the last two is" ".s/topics, the hearings to date, plus the answer to
follow-up questions which have be uraftcd, will have developed most of the relevant
record for die committee's review. Draft Findings have been written covering all of the
testimony and documents which have resulted from the first three hearings. In other
words, the record is "up to date.”" The Findings will be revised—hopefully no later than
tomorrow evening— to incorporate any relevant materials from the hearing this evening.

Itis anticipated that at least one additional hearing may be required to develop the record
related to the last two items—enforceability and implications of the decision. Lengthy
hearings arc not contemplated, but it is important to establish for the record whether most
of the non-cash benefits which the administration claims to have secured through its
negotiations may be either illusory, non-enforccable or both. Detailed questions regarding
the enforceability of the actual provisions of the agreement will be drafted so that the record
will reflect the basis for any amendments to strengthen the agreement, should a decision be
made to amend the agreement. It is recommended that the Final Findings, as modified to
reflect the record developed in these last two areas of inquiry, be read into the official
record of the committee.

The fact Finding portion of the hearing is expected to be followed by at least one hearing
dedicated to taking public testimony. Following the close of public testimony, there are a
number of options available to the committee. These include:

I.) Approving as submitted

2.) Rejecting

3.) Approving an amended bill

4.) Other approach combined with # 3.

I will be ready to discuss these options when we have an opportunity to meet.



TONY KNOWLES. GOVERNOR
PLEASEREPLY TO
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DEPARTMENT OF LAW PHONE e
0
OFFICE OF THEATTORNEY GENERAL %’:ﬁ\@?& \'@g% F 0y

March 26, 1996

P
Honorable Drue Pearce

Senator

Alaska State Legislature
Room 111

State Capitol

Juneau, Alaska 99801

Re: Necessity of legislation to implement
net profit share reduction

Dear President Pearce:

Enclosed please find a copy of an opinion issued today to Commissioner Shively
respecting the Northstar leases.

The opinion confirms advice rendered informally to the commissioner during the
course of negotiations and addresses the issues raised in your communication o f March 22.

Should you require further analysis, particularly in the event that legislative counsel
renders advice inconsistent with this opinion, please do not hesitate to contact me.

Sincerely yours,

Bruce M. Botelho
Attorney General

BMB:JLB:clh
Enclosure

OVCICH c>Ccz



MEMORANDUM State of Alaska

Department of Law

to: Honorable John T. Shively DATE  March 26,7996
Commissioner
Department of Natural Resources filewo.. 663-96-0441

TELEPHONE NO.:  465-3600

from: James L Baldwin subject: Necessity for legislation to
Assistant Attorney General implement net profit share
Governmental Affairs - Section reduction

We were asked whether the Commissioner of Natural Resources has the statutory
authority to reduce the net profit share payments required under the Northstar leases held by BP
Exploration (Alaska) Inc. After considering that question, we conclude it would be prudent to seek
express statutory authority for this action. We also discuss other legal issues that bear on proposed
remedial legislation.

I. Authority Under Existing Law.

Alaska Statute 38.05.180 is a comprehensive statute which sets out the Commissioner
ofNatural Resources’ authority regarding oil and gas leasing. Section 180 contains express authority
in two subsections for the commissioner to modify the royalty provisions of an oil and gas lease.
However, neither section 180 nor the Alaska Land Act (AS 38.05) defines the meaning o f the term
"royalty.”" To add to the difficulty of statutory construction, section 180 lacks express authority for
reduction of a net profit share interest.

The Northstar leases arc within the Northstar unit. To implement unitization of a
field.

The commissioner may, with the consent of the holders of the leases involved

... Change... CQfflttjequiiemflILS of the leases--——-
AS 38.05.180(p); (emphasis added). Section 180(p) provides that a change may be made "in
connection with the institution and operation of a cooperative unit plan.”” The Department of Natural
Rc .ources (department) interprets section 180(p) to be applied only at the institution ofa unit. For
this reason, section 180(p) is not germane to the instant transaction. In any case, section 180(p) was
amended during the first session of the Nineteenth Alaska State legislature to provide in part that the
commissioner
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"may not decrease royalty on leases in connection with a cooperative or unit
plan except as provided in (j) of this section.

Sec. 3, ch. 85, SLA 1995. Section i80 (j) permits the commissioner to

provide for an increase or decrease or otherwise modify royalty, to allow for
production that would not otherwise be economically feasible

Section 180(j) contains intrinsic evidence that the legislature meant only to cover the royalty share
in amount or value of production removed from the lease. For example, in section 180(jX3XCX»)
and (4XA) limits are imposed on the commissioner's power to reduce a royalty using the terms
"royalty percentage’ or "‘royalty rate.”” The use of these terms is evidence that the legislature meant
section 180 (j) to apply only to a share in the amount or value of production, not to a reduction of
a share of the net profit derived from the lease. The foregoing intrinsic evidence of meaning is
consistent with your testimony given when section 180(j) was under consideration before enactment
by the legislature. You testified, "'there was no reference made in [SB 207] to net profits leases’....
There could be negotiation on the base royalty, but not the net profit portion .* Senate Finance
Committee Minutes, SB 207, May 11, 1995 . Senate Bill 207 was never subsequently amended to
cover the omission highlighted by the commissioner. Senate Bill 207 was passed by the legislature
was signed into law by the governor and became ch. 85, SLA 1995.

There is N0 commonly understood definition of a net profit share.1 A net profits
interest may be interpreted to be either the equivalent of a royalty which is an interest in land, or it
could be considered only a contract right which is severable horn an interest in realty. Wc would be
remiss if we did not acknowledge that the department has without discussion, on occasion,
interpreted the term “royalty requirements” in section 180 (p) to include a net profit share interest.
Similarly, the Minerals Management Service, the federal agency equivalent to the Division of Oil &
Gas, has interpreted the term "royalty,” in the context of a royalty reduction, to include net profit
share payments SfiC30 C.F.R. § 203.50. The past administrative interpretations of the department
are limited in number and of fairly recent ongin. For this reason, we are unable to conclude there has
been a contemporaneous construction that a net profit share is included within the meaning of
“royalty.”" For these twons and the analysis of the relevant provisions discussed above, we believe
there is substantial doubt that section 180 prescribes a method for reducing a net profit share interest.

We believe that it would not be prudent to assume that the term "'royalty,” as used in
subsection (p), includes net profit share payments. If that were the case, the commissioner’s only
statutory authority to reduce the net profit share payments required under the Northstar Unit leases

1 Sffi Christy v Petrol Resources Coro.. 691 P 2d 59, 61 fN M. App. 1984X'net profits
interest has no independent meaning, and nature of the interest must be determined from provisions
of the instrument creating it).
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is set out in AS 38.05.180(j). For the reasons stated above, we believe that * decision to reduce a
net profit share using the authority contained in section 180(j) would be vulnerable to a judicial
challenge Further, under section 180 (j), the commissioner may reduce royalty on unitized ler-es if
the lessee makes a “clear and convincing showing that a modification of royalty meets the
requirements of this section and is in the best interests of the state.” AS 38.05.180(jX2). The
purpose of subsection (j) is “to allow for production that would not otherwise be economically
feasible." You have informed us that the Northstar Unit development does not meet this standard.
It would be preferable to seek independent authority for the Northstar net profit share reduction in
away ‘hat would bring certainty to the state and the leaseholder while avoiding these difficult legal
issues.1

2. Local or Special Legislation

The department intends to seek the narrowest possible provision to specifically
authorize amendments to only the Northstar leases. Consistent with your instructions, we have
prepared a bill to accomplish this goal. You ask whether such a bill would violate the Alaska
Constitution. The prohibition against local or special legislation provides:

The legislature shall pass no local or special act if a general act can be made
applicable. Whether a general act can be made applicable shall be subject to
judicial determination.

Alaska Const. Art. 11, Sec. 19.

Section 19 has not been recently applied by the Alaska Supreme Court. In 1975,
section 19 was applied to invalidate a statute that mandated the creation of an Eagle River-Chugiak
Borough. Abramsv. State. 534 P.2d 91 (Alaska 1975). In Abrams, the court recognized that a
statute may affect only one ofa rew areas and yet relate to a matter of statewide concern or common
interest.

In 1977, section 19 was again applied to validate a statute authorizing a trade of land
between the federal government, the state, and a Native regional corporation. State v. Lewis. 559
P.2d 630 (Alaska 1977), cert, denied. 432 U S 901 (1977). The court found that the land trade was
unique, but of statewide concern. The Lewis, court propounded a test to be used in determining
whether a statute violates the special or local prohibition. It was substantially the same as the test
used to determine the validity of nonsuspect classifications challenged as violative ofequal protection.
The state merely had to show a rational basis, a good reason, to justify the special treatment.

There may be implied authority to amend the net profit share term of an oil and gas lease
granted under AS 38 05.18u. While that authority may exist, it has never been used to reduce a net
profit lease. On a rnt.te: of such significance, this transaction should not become the test case.



