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Northstar Economic Evaluation

Estimated Total Revenues

Sonale Resources Commitloo
Lotler-rec'd 4H2/96
190 MMBO Reserves

StatorBsvfiiweg
State Royalty
State Supplemental Royalty
NPSL
Stato Sharo of Federal Royalty
sovoranco Tax
Spl'! & Conscrv. Tax
Ad Valorem Tax
Income Tax
Total

Eederalite venues
Royalty (Net of State Share)

Income Tax
Total

Eta*
After Tax Funds Flow
Real Rate of Return

To(ak mp»yro<add die torauncdy

MU h w

Supplemental Royalty
end
1999 Development

312
49

0
24
115
4
51

1d
639

64

322
366

S39
25.9%

Net Profit Sharo
ond
2002 Development

(Real 1996 Dollars)

373
0
217
24
133
4
62

15
627

65

255
323

421
24.3%

NATURAL
RESOURCES

| et Profit Sharo
and
1999 Development

312

0

r 266
24
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4
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11
813
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23.7%
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Northstar Economic Evaluation

Estimated Total Revenues

Sonato Resources Committoo
Loltor-rec'd 4/12/96
160 MMBO Resorvea

Si?lp Revenues
Slate Royalty
State Supplemental Royalty
NPSL
Stato Sharo of Foderal Royally
Severance Tax
Spill & Consorv. Tax
Ad Valorem Tax
Income Tax
Tolal

Foderal Revenues
Royalty (Net of Stato Sharo)
iIncome Tax
Total

DEXA Cash Elaw
After Tax Fund* Row

Real Ralo of Return

Tcrtils may no< ark) due to toendmg

Supplemental Royalty
and
1999 Development

J16
60l

20

41

44

17
501

55
222

346

490
20.7%

NATURAL
MMRESOURCLS

Not Profit Sharo Not Profit Sharo
and and
2002 Development 1999 Development

(Roal 1996 Dollars)

317 316

0 0

| »il 201
20 20

46 41

3 3

49 44

15 14

561 641
55 55
25 243
320 297
441 399
20.5% 20.0%
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Md
N orthstar Economic Evaluation NATRAL
R U

Estimated Total Revenues
Sonato Resources Committee Supplemental Royalty Nst Profit Share Net Profit Sharo
Lotter-rec'd 4/12/96 and and and

6660 A 96-LT-4dV

Tote's may not add duo lo rounJng.

IM IIM IM M M N km h MwffaUiiwM

115 MMBO Reservos 1999 Development 2002 Dovolopment 1999 Dovelopment
(Roal 1996 Dollars)
Stato Revenues
State Royally 226 221 226
State Supplemental Royalty jju 0 0
NPSL 0
Stato Sharo of Federal Royalty 14 15 14
Sevorance Tax 44 50 44
Spill & Conaerv. Tax 3 2 3
Ad Valorem Tax 42 46 42
Income Tax 11 11 11
Total 31 350 340
Federal Revenues
Royally (Net of Stato Share) 39 39 39
Income Tax 163 122 m
Total 223 231 233
Ficvt
After Tax Funds Flow 201 307 310
Real Rate of Return 17.7% 18.0% 18.2%
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APR-17-S WD 09:40 DIV Of OIL AD GAS

MEMORANDUM

s U B JE C T

T o K Boyd
D t
FR O M B ill Vv D y k
Poet m M anager
E 1 d f y w th exam ple w
t T h day ght at th s t R
g m N

FAX N0 9075623052 P. 08/10

State of Alaska

DEPARTMENT OF NATURAL RESOURCE!)
DIVISION OF OIL AND CAS

D ATE: April 16, 1996

T F .1JF P H O N K N O : 26941786

FAX'NO: 562-3852

Profit Share Accounting



APR-17-96 WED 09:40 DIV OF OIL AND GAS FAX NO. 9075623852 P. 09/10

Exam ple N et Back. Calculations for D eterm ination of N et Profit Share and R oyalty

Listed below are the calculation m ethodologies that one w ould use to determ ine the net back

value (the L A C T meter value for the oil at N orth Star) beginning w ith a westcoastoil price A s
was stated at the hearing last Thursday, not all deductions allow ed for purposes of net profit
share accounting are allow able deductions ag&iist royalty or taxes Foryour inform ation, both a
net profit share net back and a royalty netoback calculation are.shown For consistency, we used
the assum ptions shown in die North Star m odel ;or the year 2000 for these tw o exam ples

Exam ple N et Profit Share Calculation (for the year 2000)

518 .64 w estcoastoil price in the year 2000 (S/bbl)

-5 1.47 m arine (tanker) transportation dcducton

-s 2 .6y T APS tariff-Pum p Station #1 to V tid u

-S 0 .75 N orth Star pipeline tariff-N orth Stai to P S# 1

S 2 .74 royalty paym ent

5 0 .84 production tax payment

-5 2 .26 direct operating cost (includes lifting costs)

s7.89 per barrel production revenue that w ould he credited against any rem aining m onies

in tho developm ent account

o
°

Exam ple Royalty Calcu n (for the year 2000)
518 .64 w est coast oil price in the year 2000 (S/bbl)

S 1.47 m arine transportation deduction

-5 2.69 T AP S tariff

S 0.75 North Star pipeline tariff

$13.73 per barrel net hack am rumt~ 209k o f this am ount (S2.75/bbl) would be owed as the

base royalty on each barrel of produced oil The supplem ental royalty as proposed

w ould be 50 04 per bane! a: the given westcoastoil price

WVD  4/16/96
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Alaska S tate Legislature

SENATE RESOURCES COMMITTEE

Official Business Juneau AK 99801

Mr. Ken Boyd, Director

Division of Oil and Gas

Department of Natural Resources

via facsimile: X3886 3 pages including this one

Dear Mr. Boyd:

W ill you please provide the Committee the results of the department's modeling of the
anticipated revenue disribution between the State, BPXA and the federal government if the
assumptions used in the [Illustrative Northstar Model" are changed to relate to peak
production, reserves and capital costs in the following manner:

Peak production rate: 80.00G bbls/day
Reserves:
P(90) = 190 MMBO
Mean = 160 MMBO
P(10)= 115 MMBO

Capital Expenditures (real 1996 dollars):
Adjust facilities capital cost to reflect assumption that off*siic
processing facilities arc used instead of constructing new
production facilities.

A short narrauve summary of your estimate of the state revenue losses resulting from
amendment of the Northstar leases under these circumstances would be appreciated.

Also, in this trmsmittal is acopy of BPXA's response to specific Committee questions
regarding rate of return on late field life that may be useful to you in responding to the
qu .tion last night regarding the rate of return during recoupment of the capital account
costs. *

Sinccrel

Senator Loren Leman
Chairman
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April 16, 1996

The Honorable Loren Leman, Chair
Senate Resources Committee
Alaska State Legislature

State Capitol

Juneau. AK 99801

Dear Senator Leman:

In response to your letter ol April 12. the Department of Natural Resources has
requested BP to provide capital costs and economic analysis for off site facility sharing
of Northstar production.

The analysis is based on the following assumptions:

» Total project costs are still S378 million (same as stand alone costs);
Conceptual engineering work has indicated that capital costs for facility
sharing are substantially the same or higher than a stand alone production
facility. The island expansion, drilling, stbsea pipolino. environmental
studies, and engineering costs are tho same with facility sharing. Tho facility
on the island would still require partial processing and water/gas re-injection
capability. Therefore, tho slightly roduced island facility cost is offset by
higher pipeline and facility modifications costs.

« Reserves are 130 million barrels with a plateau rate of 50,000 barrels por day;

» A processing foe of $2.50 per barrel of oil is required to access the facilities.

The assumed processing fee is consistent with fees currently charged on the
North Slope.

The impact on Stato, Federal, and BP revenues is attached for tho following three
scenarios (1) supplemental royalty and early development, (2) net profit sharo and
delayed development, and (3) not profit share and early development.

If you require additional information, please do not hesitate to call me (907-564-4892)
or Daryl Kleppin (907-564-5418) on my staff.

E.M. Luttroll
Vice President, Exploration and Development
BP Exploration (Alaska). Inc.



Northstar Economic Evaluation "1/1G/1M5

Estimated Total Revenues: Facility Sharing Case, Evaluated by BPXA

With Supplemental Royalty With Not Profit Shoro With Not Profit Share
and and and

Early Dovolopmont Delayed Dovolopmont Early Development

Stato Revenues

(Reaf 1996 Dollars)

Stato Royalty 256 257 256
Stato Supplemental Royalty 37 m
NPSL - - -
State Share of Federal Royalty 16 16 16
Severance Tax 58 58 58
Spill & Conservation Tax 3 3 3
Ad Valorem Tax 42 46 42
Income Tax 8 9 9
Total 419 389 384
Federal Revenues

Royalty (Net of State Share) 44 44 44
Income Tax 333 150 145
Total 177 194 189
BPXA Cash Flow

After Tax Funds Flow 197 229 220
Real Rate of Return 12% 14% 13%
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State of Alaska
Department of Natural Resources
Division of Oil and Gas
3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirmation rhone (907)762-2549 Fax (907)562-3852

FACSIMILE TRANSMITTAL

OATE & TIME: April 15, 1996 3:41 PM
PLEASE DELIVER TO: Senator Loren Lemon
FAX NUMBER: *T - 3

NUMBER OF PACES (including cover): 2

FROM: Kevin Banks

269-8799
COMMENTS:
Attached is the chart that illustrates historical oil prices and
In fla tion. Prices are nominal (money-of£-the day), i.e., no
adjustment for inflation. The inflation factor is calculated

from the PPl (for industrial commodities) as indicated in the
N orthstar Lease Amendments, replacing December 1995 w ith Deaombor

198)$4-to show how the factor would have been calculated over the
1985-1996 period.

Attachment.
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Alaska S tate Legislature

SENATE RESOURCES COMMITTEE
Slate Capitol

Official Business luneau AK 99801

Mr. Ken Boyd, Director

Division of Oil and Gas

Department of Natural Resources

via facsimile: X3886 3 pages including this one

Dear Mr. Boyd:

W ill you please provide the Committee the results of the department's modeling of the
anticipated revenue distribution between the State, BPXA and the federal government if the
assumptions used in the "lllustrative Northstar Model" arc changed to relate to peak
production, reserves and capital costs in the following manner:

Peak production rate: 80,(XX) bbls/day
Reserves:
P(90) = 190 MMBO
Mean = 160 MMBO
P(10)= 115 MMBO

Capitnl Expenditures (real 1996 dollars):
Adjust faciliucs capital cost to reflect assumption that off-site
processing facilities arc used instead of constructing new

production facilities.

A short narrative summary of your estimate of the state revenue losses resulting from
amendment of the Northstar leases under these circumstances would be appreciated.

Also, in this transmittal is a copy of BPXA's response to specific Committee questions
regarding rate of return on late field life that may be useful to you in responding to the
question last night regarding the rate of return during recoupment of the capital account

costs.

Sincerely,

Senator Loren Leman
Chairman



Alaska S tate Legislature

S E N A T E R E SO U R C E S8 c o M M IT T EE

State Capitol
Official Business Juneau AK 99801

Mr. Ken Boyd, Director

Division of Oil and Gas

Department of Natural Resources

via facsimile: X3886 3 pages including this one

Dear Mr. Boyd:

Will you please provide the Committee the results of the department's modeling of the
anticipated revenue distribution between the State, BPXA and the federal government if the
assumptions used in the "lllustrative Northstar Model" arc changed to relate to peak
production, rcserv’s and capital costs in the following manner:

Peak production rate: 80,000 bbls/day
Reserves:

P(90)= 190 MMBO
Mean 160 MMBO
P(10)= 115 MMBO

Capital Expenditures (real 1996 dollars):
Adjust facilities capital cost to reflect assumption that off-site
processing facilities arc used instead of constructing new
production facilities.

A short narrative summary of your estimate of the state revenue losses resulting from
amendment of the Northstar leases under these circumstances would be appreciated.

Also, in this transmittal is a copy of BPX A’ response to specific Committee questions
regarding rate of return on late field life that may be useful to you in responding to the
question last night regarding the rate of return during recoupment of the capital account
costs.

Sinccrcl

Senator Loren Leman
Chairman



MEMORANDUM State of Alaska

DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS
TO: Ken Boyd . DATE: April 12,1996
Director
FILE NO:
THRU:

TELEPHONE: 269-8799

from: Bill Van Dyk( SUBJECT: Senate Resources Uearing-

Kevin Banks April 11,1996

Several questions were raised at last night’s Senate Resources Committee hearing on SB 318
(Northstar Lease Amendments). Senator Halford asked about the ultimate recovery expected for
the Prudhoc Bay reservoir. As he observed, early recovery estimates were in the range of 9.6
billion barrels. We all know that this number has grown significantly over time. As of today the
expected recovery' at Prudhoc Bay is estimated to be 13 billion barrels.

Almost all this gro\.*h can be attributed to gas cycling and enhanced oil recovery benefits. The
9.6 billion bancl estimate did not include long-term high-volumc gas cycling, nor did it include a
miscible gas injection and NGL project. The benefits of gas cycling, misciblc injection, and
enhanced oil recovery, however, were not achieved without cost. The lessees have spent in
excess of S2 billion on these projects. The estimates of original-oil-in-placc (OOIP) have
changed very little since production start-up. The OOIP for the Prudhoe Bay reservoir is still
about 23 billion barrels. As with the Northstar reservoir, the overall geology is pretty straight
forward and the early seismic did a good job at defining the size and shape of the container.

W hat has changed over time at Prudhoc Bay have been the estimates of how well the given
container can be drained. Likewise, we do not believe that the size of the container at Northstar
will change. Moreover, we believe that it is highly unlikely that the recovery rate at Northstar
will exceed the recovery' rate at Prudhoc Bay of 55 percent which was achieved after over S2

billion of incremental investments.

We also discussed the 3-D seismic that will be shot at Northstar this summer season. That data
will be used to target specific bottom-holc locations fur each production and injection well. The
3-D data will allow BPXA to opiimally place each wcllbore, avoiding small faults and localized
anomalies. 1 do notexpectthe 3-D data to significantly change the size or the shape of the

overall container at Northstar.

Senator Frank asked during tl e hearing what the real rate of return would be to BPXA »fit were
to shut-in the field before the net profit share began to pay out to the state. Realistically, our
assumption that development of the Northstar Unit under a net profit share system will be
delayed should be used to examine this effect. Assuming that filll production begins in 2002, the
development account reaches zero in 2011, and net profit shares are paid to the state begining tn



2012. Ifthe field produces for its full life, BPXA’s RROR is 20.4%. Ifwe cut off the
calculation of the RROR at the year 2011, itdrops slightly to 19.9%." This demonstrates that
there is still a positive cash flow, though discounted, to BPXA after 2011 which contributes to

the RROR estimate.

After the hearing, Senator Halford asked about the effective severance tax rates applicable to the
Northstar development as forecasted in tiie most likely ease. The attached chart addresses his
question and shows the annual effective severance tax rate after adjusting for the economic limit
factor. This chart also shows the number ofoverall severance tax barrels based on these
percentage rates. The timing ofdevelopment has no affect on these figures; early development is

shown.

Also attached is a second copy of the model that was presented last night to the committee. In
this version of the model, the supplemental royalty is calculated. We have also included a
revised copy of the “Assumptions Used in the Illustrative Northstar M odel” handout that has the

“Nominal Discount Rate 10%" in boldface type.

Kevin Banks will prepare a response to Senator Leman’s letter received this morning, using the
“Illlustrative Northstar Model," as requested. These results should be available early next week.

Attachments.

' Thu assumes delayed development Senator Frank was looking at this question as if there would be oo delay
under the net profit share The results are similar Full fwld life RROR is 199. If the field were shut-in in 2007,

the RROR ts 19 4%.
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Assumptions Used in the Illustrative Northstar Model

Project Life: Production ramp-up in 4th Quarter 1998; full production in 1999; end of field
life in 2012.

Wells: 15 producers.

Original Oil in Place (OOIP): P(90) « 310 MMBO
Mean *“ 260 MMBO
P(10) - 210 MMBO
Reserves: P(90) - 160 MMBO
Mean m 130 MMBO
P(10) - 105 MMBO
Peak Production rale: 50,000 bbl/day

Capital Expenditures (real 1996 dollars):

Facilities: Low - S205 MM
Base = S237 MM
High - S278 MM
Drilling Low = S75 MM
Base » $85 M M
High SI10 MM
Pipeline Low = S25 MM
Base = S28 MM
High = $53 MM
Total Low = $305 MM
Base = $350 MM
High - $441 MM
Appraisal Costs Low - $25 MM
Base - $28 MM
High e $30 MM
Operating Costs Low » $1.40/bbl
Base - $1.S0/bbl
High = $2.0G/bbl
Initial Abandonment Costs: 5% Facility Capes (estimate provided by DNR
10% Drilling Capes Petroleum Engineer)

DPXA’s Working Interest: 98% (Murphy Oil owns 10%0fOCS Y-181)



Tract Allocation: 76.8% State (No production allocated to ADL 355001)
23.2% Federal

State royalty rate: 20%
Supplemental royalty: As proposed.

Federal royalty rate: 16.67% (sliding scale not calculated; state receives 27%
share of Federal royalty)

Net profit share: 89.4% (average of the five state leases”
Development Account beginning balance (1996): S262 MM

Severance Tax: 12.25% for first five years production, 15% thereafter;
subject to ELF.

Cons :rvation and oil spill tax: S0.034/bbl

Ad valorem tax rate: 2%

State income tax rate: 2% (estimate provided by DOR Petroleum Economist)
Federal income tax rate: 35%

Oil Price Forecast: DOR’s Fall 1995 Base Price Forecast.

PS-1 price “ Northstar wellhead and derived from DOR’s forecast
of TAPS tariffs and marine costs. No adjustment made for quality,
pumpability, infrastructure charges, or upstream tariffs.

Inflation Rate: DOR's Fall 1995 Base Price Forecast
3.0% in 1997; 3.2% thereafter.

Real Prime Rate: 8.25% (Anchorage )a y News, 4/8/96)

Nominal Discount Rate: 10% (A.D. Little Report)

General: Stand-alone project, no facility sharing. Involves water flood and gas injection;
process sales quality crude for delivery to TAPS. Expansion of the existing man-made Seal
Island exploration island. Undersea, buried 12” pipeline to shore, 5 miles offshore/11 miles
onshore; tie-in to Kuparuk Pipeline iust west of TAPS Pump Station *l

Kevin Banks. ADNR
Apnl 12,1996
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NPSL ACCOUNTING FLOW DIAGRAM



NET PROFIT SHARE LEASE ACCOUNTING

The State's Net Profit Share Lease (NPSL) regulations define an accoui ;ng system and
procedures to follow in the administration of NPSLs. The regulations' purpose is to allow
a lessee to recover all appropriate development costs, with interest, and operating costs
from production revenue before any r.et profit share becomes due the state from the
lessee. These regulations provide for the monthly accumulation of certain costs in three
accounts: the development account, the production revenue account, and the net profit
payment account. 11 AAC 83.201-.295

In simple terms the system works as follows: Any positive balance remaining in the
production revenue account (revenues minus operating costs and royalties) at the end of
the month is used to reduce any accumulated costs in the development account. Any
positive balance remaining in the development account is carried forward to the net profit
payment account. The net profit payment account is shared with the State at the net profit
share rate specified in the lease.

2. QEYELQP MENLAC.C.Q.UNT

The development account includes development costs which are generally capital
expenditures. Rental payments to the State or taxes payable are an appropriate charge
to the NPSL’s development account for that month. Positive balances from the production
revenue account are transferred monthly into the development account and reduce the
accumulated costs in the development account to be carried forward.

The development account accumulates costs that are primarily capital in nature. These
costs are defined in 11 AAC 83 219 subject to exclusions identified in 11 AAC 83.217.
Development costs for NPSL generally consists of the following:

1) Cost of geological, geophysical, geotechnical and geochemical work
performed on or adjacent to the NPSL relating to pre- or post-drilling
operations. Such costs incurred prior to the inception of the lease (i.e.
before the lease sale) are to be excluded

2) Cost of design of construction projects as defined in the approved
‘Plan of Operations.’



3) Cost of capital work in progress in support of the NPSL on or adjacent to
the NPSL or on a contractor’'s premises.

4) Lease costs incurred to maintain an interest in the NPSL.
5) Cost of wells located on the NPSL.
6) Cost of facilities and equipment on or in support of the NPSL that are

required for continued or enhanced production.

7) Cost of acquiring a production interest in the NPSL.
8) Capitalized ad valorem taxes.
9) General overhead and administrative expenses at the rate of three percent

of the costs defined in 1), 2). 3). 5) and 6) above.

All costs are accounted for on an accrual basis and are limited by the definition of direct
charges as established in 11 AAC 83.243. Further, only the reimbursable (from co-
owners) portion of those costs of the lessee may be used in calculating the charge to the
development account.

Development account balances are carried forward from month to month and interest is
earned on these balances. The interest rate is specified in the lease sale terms, typically
the average of the prime rates of three large banks. The interest that is earned on these
balances further increases the total development costs to be carried forward until net
production revenue is sufficient to recover the cumulative development costs plus interest
to date. When the development account has a positive balance at month end. the positive
balance is transferred to the net profit payment account, leaving ¢ zero balance in the
development account.

C. ERQIIUCTIQN REVENUE AC.C.QUNI

The production revenue account ca Mures production revenue, direct operating costs, and
royalty payments (the net profit share payment to the state is excluded) The NPSL
production revenue <« a positive amount credited to the account for each month s
production. NPSL direct operating costs and royalty payments are charges (negative
amounts) to the account

Production Revenue generally consists of:

1) The value at point of production of lessee's gross share of oil and gas



produced from the NPSL, excluding fuel consumed, and volumes flared
for safety or unavoidably lost or reinjected for conservation purposes,

2) All extraordinary production revenue or loss.
Direct Operating Costs generally consists of:

1) Direct charges incurred for wells, facilities, and equipment on or in support
of the NPSL after commencement of commercial production that are in
support of development or production operations that are not excluded or
charged as development costs.

2) General overhead and administrative expenses not to exceed nine percent
(9%) of allowable direct operating costs defined in item 1 above.

3) Accrual of abandonment costs amortized on unit-of*production basis.

4) Liability for taxes imposed on the value of production or sales from an
NPSL incurred by a lessee.

5) Ad valorem taxes paid which are based on the value of lessee’s properties
used directly in the production, gathering, or treatment of production from
an NPSL.

When the month-end account balance in the production revenue account is negative, the
amount is carried over to the following month. When the month-end balance is positive,
the amount is transferred to the development account, leaving an ending balance of zero
in the production revenue account.

D NETRRTRAMNZACTONT

The net profit payment account equals the positive amount, if any, transferred from the
development account. The net profit share payment due the State equals the balance in
the net profit payment account multiplied by the net profit share rate. This rate is a fixed
percentage determined either through competitive bidding or by the Commissioner of
Natural Resources prior to the lease sale. Further details about NPSL reporting and
payment are contained in 11 AAC 83.201-295



Two Examples of Actual NPS Development
Account Balances—One Producing Lease and

One Explored But Undeveloped Lease

Listing of Current NPS Development Account

Balances by Field
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NET PROFIT SHARE ACCOUNT
BALANCES BY FIELD

DUCK ISLAND UNIT-TWO NPS LEASES
$203 MILLION

KUPARUK RIVER UNIT-FOUR NPS LEASES
$123 MILLION

MILNE POINT UNIT-FOUR NPS LEASES
$35 MILLION

NORTH STAR UNIT-FIVE NPS LEASES
$259 MILLION

KUUKPLIK UNIT-18 NPS LEASES
$73 MILLION

POINT THOMSON UNIT-FIVE NPS LEASES
$93 MILLION

NORTH NIAKUK AREA-ONE NPS LEASE
$42 MILLION

GRAND TOTAL-$828 MILLION



Assumptions used in lllustrative Northstar Model

Project Life: Production ramp-up in 4th Quarter 1998; full production in 1999; end of field
life in 2012.

Wells: 15 producers.

Original Qil in Place (OOIP): P(90) = 310MMBO
Mean * 260 MM 130
P(10) = 210MMF30
Reserves: P(90) = 160 MM BO
Mean = 130MMBO
P(0) = 105MMBO
Peak Production rate: 50,000 bbl/day

Capital Expenditures (real 19° dollars):

Facilities: Low = $205 MM
Base = $237 MM
High $278 MM
Drilling Low s $75 MM
Base ¢ $35 MM
High - $110 MM
Pipeline Low = $25 MM
Base = $28 MM
High = $3 MM
Total Low = S305 MM
Base = $350 MM
High @ $41 MM
Appraisal Costs Low 8 $25 MM
Base s $28 MM

High 8 S0 MM

Operating Costs Low s $1.40/bbl
Base ¢ SI.50/bbl
High ®»  $2.00/bbl

Initial Abandonment Costs: 5% Facility Capcx (estimate provided by DNR
10% Drilling (‘apex Petroleum Engineer)

BPXA’s Working Interest: 98 % (Murphy Oil owns 10% of OCS Y-I 81)



Tract Allocation: 76.8% State (No production allocated to ADL 355001)
23.2% Federal

State royalty rate: 20%

Supplemental royalty: As proposed.

Fcdcrul royalty rate: 16.67% (sliding scale not calculated; state receives 27%
share of Federal royalty)

Net profit share: 89.4% (average of the five state leases)
Development Account beginning balance (1996): S262 MM

Severance Tax: 12.25% for first five years production, 15% thereafter;
subject to ELF.

Conservation and oil spill tax:  S0.034/bbl

Ad valorem tax rate: 2%

State income tax rate: 2% (estimate provided by DOR Petroleum Economist)
Federal income tax rate: 35%

Oil Price Forecast: DOR'’s Fall 1995 Base Price Forecast.

PS-1 price = Northstar wellhead and derived from DOR's forecast
of TAPS tariffs and marine costs. No adjustment made for quality,
pumpability, infrastructure charges, or upstream tariffs.

* Inflation Rate: DOR’s Fall 1995 Base Price Forecast
3.0% in 1997; 3.2% thereafter.

e RealPrime Rate: 8.25% (Anchorage Daily News, 4/8/96)

« Nominal Discount Rate: 10%

General: Stand-alone project, no facility sharing. Involves water flood and gas injection;
process sales quality crude for delivery to TAPS. Expansion o f the existing man-made Seal
Island exploration island. Undersea, buried 12" pipeline to shore, 5 miles offshore/l | miles
onshore; tie-in to Kuparuk Pipeline just west of TAPS Pump Station #1

Kevin Banks, ADNR
April 11, 1996



"SIMPLE" Discounted Cos | Flow Modol

Yoor

Gross Qil (MMBO/Y)
Stoto Rog_alty Roto
Royalty Oil

WIO Qil

Qil Prico

WIO Rovenuo

Capox

Opox

Total Cost
Not Rovonuo

Income Tax Rato
Incomo Tax

Aftor Tax Cash Flow

NPV @10% =
ROR =

1

0
12.5%
0
0

12.00
0.00
100.00

0.00
100.00

-100.00

0.35
-35.00

-65.00

$1.50
11%

5
12.5%
0.625
4.375

12.10
52.94
75.00
7.50
§2.50
-29.56

0.35
-10.35

*19.22

Shoot 1

10
12.5%
1.25
8.75
12.15
106.31
0.00
15.00
15.00
9131

0.35
31.96

59.35

FiflO 1



noport2

Assumptions

Assumption: S4

Triangular distribution with pnramotors:

Minimum $1.00
Llkollost $1.80
Maximum $7.00

Selected rango is from $1.00 to $7.00

Assumption: Apr
Normal distribution with parnmotors:
Moon 1G.35 |=B80)
Standard Dev. 4.47 (=$S%4)

Soloctod rango is from -21.51 to 402.42

End of Assumptions

Coll:

Coll:

S4

B93



REPORT9.400

G Forecast: AKSUPP-REAL Coll: AF149

Summary:
Display Rango is from 30.0 to 65.0
Entiro Rango is from 34.7 to 67.0
After 200 Trials, the Stef. Error ol the Mean is 0.4

Statistics: Value
Trials 200
Mean 49.2
Mcd'an (approx.) 40.0
Modo (approx.) 50.4
Standard Deviation 6.0
Varianco 35.0
Skewness 0.23
Kurtosis 3.00
Cooff. of Variability 0.12
Rango Minimum 34.7
Range Maximum 67.0
Range Width 33.2
Moan Std. Error 0.42

Forecast: AKSUPP-REAL

Coll AF149 Frequency Chort 198 Trials Shown
Osfl

v C

tho=3y

8



REPORT9.408

(fj Forocast: AKSUPP-REAL (cont’d) Coll: AF149
Porconliles.

POLCORIilQ YaluoiacMwU

0% 34.7

10% 41.6

20% 44.2

30% 4G.1

40% 47.2

50% 46.8

60% 50.5

70% 52.1

80% 54.4

90% 56.7

100% 67.8

End o( Forecast

Pago A4



Estimated Total Revenues
Accounting for tho offocts of "Price

Volativity”

Siaie_ReyenuQsS
State Royalty
Stato Supplemental Royalty
NPSL
Stato Sharo of Federal Royalty
Severance Tax
Spill & Conserv. Tax
Ad Valorem Tax
Income Tax
Total

FcdereJ Revenues
Royalty (Not of Stoto Sharo)

Income Tax
Totol

BRXAXashTiow
After Tax Funds Flow
Real Rato of Return

Northstar Economic Evaluation

With Supplemental Royalty
and
Early Development

255
50

16
56

40

24
444

44

218
262

355
20.8%

With Not Profit Share
and
Early Development

(Real 1996 Dollars)

256
0
107
16
58
3
40
22
502

44

195
242

319
21.1%

"Agauming 3.2 parctnt inflation rata from DOR Fall 1995 Baa Prtca Foracaal. Total* may not add o to roundiing,

IMUU rn tnvM

««M ?HT«* ru ‘M "Ww

DR s of
NATURAL
" RESOURCES

With Not Profit Share
and
Delayed Development

257

41
16
59

46

23
444

44

213
258

346
20.4%
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REPORT9.408

Forecast: AKSUPP-REAL

Summary:
Display Range is Irom 30.0 to 65.0
Entire Range is from 34.7 to 67.0
Alter 200 Trials, tho Std. Error ol the Mean is 0.4

sties: Value
Trials 200
Moan 49
Median (approx.) 48.0
Mode (approx.) 50.4
Standard Deviation 6.0
Variance 35.8
Skewness 0.23
Kurtosis 3.00
Coeff. ot Variability 0.12
Range Minimum 34.7
Range Maximum 67.8
Range Width 33.2

Mean Std. Error 0.42

Cell: AF149



REPORT9.408

AT Forecast: AKSUPP-REAL (cont'd) Cell: AF149
Percentiles:

Percentile ValuciapDiQxJ

0% 34.7

10% 41.6

20% 44.2

30% 46.1

40% 47.2

50% 48.8

60% 50.5

70% £2.1

80% 54.4

90% 56.7

100% 67.8

End ol Forecast

Pago 34



NATURAL

resource:

Northstar Economic Evaluation

Estimated Total Revenues

Accounting for tho effects of "Prico ~ With Supplemental Royalty With Not Profit Share With Not Profit Share
and
Volativity" and and
Early Development Early Development Dolayed Development

(Real 1996 Dollars)

Siate-BcYsnufla

State Royalty 255 256 257
State Supplemental Royalty 50 0 0
NPSL 0 107 41
Stato Share of Fodoral Royalty 16 16 16
Sovorance Tax 56 58 59
Spill & Consorv. Tax 3 3 3
Ad Valorem Tax 40 40 46
Income Tax 24 22 23
Total 444 502 444
Fude/oLflcvienues
Royalty (Net of Stnto Share) 44 44 44
Income Tax 218 198 213
Total 262 242 258
BP XACaslI Flgw
After Tax F?mds Flow 355 319 346
Real Rate of Roturn 208% 211% 20.4%

*AMumlafl 1-1 p*rc#M MrfUUon nU from IMS Bi»* Prtc* toon mty MMMO <iw«a to****
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n CIP
| t TONY KNOWLES, GOVERNOR

DEPARTMENT OF NATURAL RESOURCES 400 WILLOUGHBY AVENUE

JUNEAU. ALASKA 99001-1TOG
PHONE  {907) 465-2400
OFFICEOF THECOMMISSIONER FAX: (907) 465-3066

April 11, 1996

Senator Loren Leman

Chairman, Senate Resources Committee
Alaska State Legislature

State Capitol

Juneau, AK 99801

Dear Senator Leman:

The Division of Oil and Gas responds to your list o f questions dated April 5, 1996, as

follows:

1 BP XA currently estimates that 76.8% o f the recoverable reserves underlie the
state’s leases in the Nonhstar Unit (NSU). The Division's Resource Evaluation Group has
reviewed this estimate and other confidents estimates, and believes that 75 to 80% is a
reasonable range. This range could be slightly higher if BP XA develops the known

reserves to the Northwest.

2. The Division docs not possess the necessary information to estimate the bonus
that the state would have received in 1979 if the NSU leases had been offered with a
12.5% royalty and no net profit share. In order to make such an estimate, the Division
would need to know, among other things, the 1979 estimates (or ranges o f estimates) of
capital expenditures, operating costs, oil prices, dry hole risk, oil in place, recoverable
reserves, TAPS its, tanker costs, and federal tax rates. The Division employee
responsible for such a pre-sale analysis is no longer employed by the state and the
Division has been unsuccessful in locating a file containing a pre-sale analysis o f the

NSU leases.

If one is willing to make many assumptions, the most important o f which are that
the bidders would bid on all tracts in proportion to the reserves they believe underlie a
tract and in 1979 and 1983 bidders believed that recoverable reserves were split between
the state and federal leases as they have been estimated in 1996, then one can estimate the
bid based upon the actual bids on the federal leases. The two fcdcrjl leases received a
combined winning bid of S81,080,995. If that is assumed to be 23.2% of the total bid
amount, then the state total bid for the state NSU unit would be S268.406.052. One could
also assume that the bid might be higher because the federal leases were leased at 16.67%
sliding scale royally and your hypothetical stipulates a 12.5% fixed royalty. Conversely,
the state leases would pay severance tax while the federal leases would not and this might

result in lower bids on the stale leases.

10-Akt.



3. If one assumes thut 50% of the $268,406,052 would have been deposited into the
Permanent Fund, then bused upon the annual realized tatc of returns reported by the
Permanent Fund in its 1995 annual icport, then the balance for the year ending 1995

would be $704,588,494.

4, The Division docs not ordinarily calculate the bonuses that the state could expect
to receive from alease sale. Nor docs it possess a model to estimate bonuses. In the
usual pre-sale analysis, the Division docs prepare an estimate of the net present value of
the projected discounted cash flow (NPV or EMV) for a prospect to assist in setting the
lease terms to offer in the sale. Terms which the Division considers include the royalty
rate, net profit share rate, and whether to offer an exploration incentive credit. In
attempting to maximize the revenue to the state, the NPV represents how much bidders
may have available to bid. As part of that evaluation, the Division considers many
factors including: prospcctivity, company interest, development costs, operating costs,
and oil prices. These factors arc very important in deciding the balance to strike between
the bonus bid and the size of the state’s future royalty or net profit share ("state lake").

In aworld of certainty and competition, the amount of a bid should equal the
"economic rent." Economic rent is the difference between the value of production and
the total necessary cost of exploration, development, and production including a
reasonable rate of return to the lessee. In this idealized world, the most efficient firm
with the lowest hurdle rate would win the bid. Oil and gas competitive bidding, however,
is often conducted under conditions of uncertainty and limited competition. It is widely
believed that the winner tends to be the bidder who most overestimates reserve potential,
although other factors such as underestimating costs can lead to the same resullt,
particularly in frontier areas. It should be noted, however, that if the NSU leases were
rcbid. much of the uncertainty about reserves would have been resolved.

Bidders employ various strategies, ranging from intuition to formal models, for
bidding in such high risk situations.  Although profit maximization remains the object,
bidders will examine the tradeoff between reducing the bid and reducing the probability
of winning. In general, bidders will bid some fraction of the project's "expected mean

value (EMV)."

To do an EMV calculation, an appropriate discount rate must be selected. Various
hurdle rates for oil and gas companies ha\c been reported in the literature, ranging from
5% to 15% (real). In addition, the Division has access to confidential information
regarding hurdle rales for several companies. For purposes of this analysis, the Division
has used discount rates of 10 and 15% (real).

Next, certain assumptions must be made regarding oil prices, production rates,
cqpital expenditures, operating costs, taxes, and the like. For purposes of this analysis,
the Division has used the same assumptions used in the N'orthstar model, as requested by
you, except outcomes were varied over certain ranges: (1) the recoverable reserves from



105 MMI30 to 160 MM BO; (2) capital expenditures from $330 to $471 MM; (3)
operating costs from $1.40/bbl to S2.00/bbl; and (4) oil prices varied over an average of a
nomial distribution whose standard deviation is between $1.00 to $7.00 around the DOR
mid-price forecast. The Division did 200 Monte Carlo trials to calculate an EMV at the
10 and 15% discount rates. The results under the various discount rates and royalty rates
arc presented in Table 1

The results presented in attached Table represent the most a bidder, who believed
that the Northstar project could be developed for about $380 MM, including appraisal
costs, would bid assuming the bidder's discount rate was 10% or 15% respectively.
Because the results arc the discounted value of real cash flows to the bidder, delaying the
sale by one year, two years, or three years would only slightly increase the EMV if you
assume DOR'’s projection of slight real growth in oil prices to be true. A bidder who
believed that Northstar could be developed for $380 MM, however, would attempt to
develop a bidding strategy to obtain the NSU leases for less than the EMV.

An examination of the competition would suggest that the leases could be
obtained for less than the EMV. If a prospective competing bidder determined that the
project could not be developed for less than Si.4 Billion (such as Amerada Hess did),
then the project would have a negative EMV at either discount rate and the prospective
competing bidder would not likely bid at the sale. Indeed, if Amerada Hess had turned
the NSU leases back to the state for releasing, the Division would have expected the
bonus bids to be very small at any royalty rate. Only because BPXA had the opportunity
to work the project after acquiring information from Amerada Hess was BPXA able to
reduce the development costs to the S380 MM range. In sum, if a sale of the NSU leases
were conducted in the future, the Division would expect bonus bids to range from a
nominal amount to something less than $225 MM depending on the royalty rate and
discount rate. Sec attached Table.

| hope that this information is helpful to you. Please call me if you have any questions.

Division of Oil and Gas
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Northstar Economic Evaluation Jfcft NATURAL
RESOURCES

Expected Mean Value

12.5% Royalty 20.0% Royalty
POO)  Moon  P(10) POO)  Mean  P(10)
Discounted at 10% $1/3 $225 $281 $137 $182 $231
Discounted at 15% $92 $130 $166 $63 $98 $136

LA ui 1Y il it O 1R1 M et



A laska S tate Legislature

SENATE RESOURCES COMMITIEE

State Capitol
Official Business Juneau AK 99801

April 5, 1996

Mr. Ken Boyd, Director
Division of Oil and Gas
Department of Natural Resources

via facsimile: (907) 562-3852
Dear Mr. Boyd:

So we may better understand, the relationships between the selection of lease sale bidding
terms available to the Commissioner under the statutes and the size and t|m|nq of
anticipated state revenues that may result, | would appreciate your written reply to the
following qucsdons before the présentation Mr. Banks is schéduled to make before the
Resources Committee next Thursday.

1) What pr_ogortion of the Northstar oil reserves is estimated to underlie the State's
leases in the unit:

2& According to Table 1 (Northstar Leases Information) of BP's document entitled
"Northstar ProjeCt BP Exploration (AIaskaLProposaI for Modified Lease Terms'
Proposal), the total bonuses received for the state's leases in the Northstar unit was

469,000, .
~ " Based upon the division's ability to model bidding strate?y as a function of the,
bidding variable selected for each sale, what would be its'best estimate of the bonuses it

would have received in 1979 had the leases been offered with the bonus as the bid variable,
and with a 12.5 percent royalty and no net profit share instead of under the terms which the

department selected?

3) . Based upon the historical performance of the Fermancnt Fund, and your best
estimate of total bonuses which would have been received under the circumstances outlined
in question #2, please contrast for the committee the Permanent Fund revenues that would
have resulted versus those which have occurred from the initial deposit of 50 percent of the
bonuses actually received for the state leases.

4)  Finally, as BP has noted on page 8 of its Proposal, in evaluatm? the alternative
révenue stream which the state might éxpect were it to rc-Irasc the Northstar leases, “(dotal
state revenues in this scenario wodld have to include the revenue from bonus bids on the
leases." Using the model you have developed for evaluating the economics of the
Northstar Agreement - or another model if you believe it would be more appropriate- please
Prowd_e the Committee your estimate of the’bonuses you would anticipate under the
ollowing sets of circumstances:

+ Bonus as die bid variable
» 12,5 percent royalty; not net profit share; 20 percent, no net profit share



 Recoverable oil reserves of 130 mmbbls: recoverable oil reserves of 160
mmbbls

» Capital and operating expenses as estimated for Northstar development and
used in your existing mode|

J Timin%_of production delayed by one year, two years and three years,
%?spec |ve|ty, fron the earliest date of productionanticipated under the Northstar
greement.

In addition to being prepared to discuss the state's modeling of revenues under the
Northstar Agreemeént, | would _appreuate it if Mr. Banks would be prepared to answer any
follow-up quiestions the committee may have based on your responses to these questions.

Thank you once again for your cooperation, and that of your staff in providing this
informdtion.

Sincerely,

V 2 ti<->

Senator Loren Leman
Chairman

Mr. Ken Boyd April 5, 1996
Information request



BP EXPLORATlON np Exploration (Alaska) Inc.

000 East Benson Boulovord
PO Box 1060,2

Anchorago, Alaska 99519 0612
(907) 561-5111

April 10, 1996

The Honorable Loren Leman, Chair
Senate Resources Committee
Alaska State Legislature

State Capitol

Juneau, AK 99801

Dear Senator Leman:

In response to the letter by Annette Kreitzer of your staff on April 5 regarding SB 318,
BP provides the following information on the Northstar project and lease Agreement.:

3&4.

5&6.

Common Carrier Status of Northstar Pipeline and Estimated Tariff, The
Northstar pipeline from Seal Island which will deliver sales oil to TAPS will be a
regulated common carrier line. The tariff is estimated to be between $.25- $1.00
per barrel depending upon actual pipeline construction costs, throughput
volumes, and operating expenses.

Acreage of Fabrication Yard. The estimated size of the required fabrication yard
at the port area in Anchorage is approximately 5-10 acres.

Rate.of Return on Late Life Field Investment with and without NRSL terms. A
hypothetical incremental investment later in field life (2007) would have a rate of
return of 21 % without NPSL terms versus 10% with NPSLs in effect.

BP Comments on Net Profit Leasing Regulations (1979) and Net profits Lease
Sales. (1979 and 1982) |In response to your question. BP talked with parties
involved in the initial NPSL legislation and regulations who recall that Sohio/BP
and other companies almost uniformly opposed net profit share leasing. The
industry did woik with the state in drafting regulations to be workable from an
accounting standpoint. They recall that while industry may not have been in
supportive about the new NPSL statutory schomo, they worked with the state in
order to have the regulations in place for the joint state-federal lease sale in
1979. We are continuing to review BP's files and will be happy to request the
State of Alaska Department of l.aw for copies of comments and testimony which
BP/Sohio may have provided.
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We look forward to working with you and other members of the Senate on the
Northstar legislation.

Very truly/youcs,

ELuttrell
Vice-President, Exploration and Development
BP Exploration (Alaska), Inc.



A laska S tate Legislature

SENATE RESOURCES COMMITTEE

Stale Capitol
Official Business Juneau AK 99801

April 5, 1996

Mr. Eric Luttrell
P Exploration éAIaska
via facsimile: 564-5900

Mr. Luttrcll:

During the April 3,1996 Senate Resources Committee hearing several questions were
asked and you responded that you would like to get back to the committee with the
requested information.

) Inc.

| have listed the questions below:

1) Regarding the description.of the island and facilities, the guesnon was whether the
pipeline would bé a common cairicr pipeline. Members sought aaditional confirmation that
It Is proposed to be a commaon carrier pipeline and the estimated dollars per barrel tariff.
&You replied that Daryl Clipin could answer the question, and that you'a be able to supply
he answer to the committee.)

2)  Senator Taylor wanted to know the acreage necessary for your assembly. (This
followed a discussion between Chairman Leman and you onfabrication.)

3? Senator Frank wanted to know if the rate of return on additional investment would

always be prime. 'This was in reference. to a discussion between you and Senator Frank on
net profit leases. You clarified the question to "what would be the'rate of return of late life

investments in the field", and said you would "get back with a precise number",

4) Senator Frank wanted an examLJIe from BP of the rate of return on additional
investment, %You said "we can go back and get a very simple calculation and bring it in
and show it to you...")

5)  Senator Leman wanted to know did BP participate in the rulemaking process or
comment on the draft net profit leasing regulations when they were proposéd by DNR.

6)  SenatorIxman wanted to know if BP ever provided testimon¥ or formally
communicated with DNR its view that the leasing provisions were not profit related before
1979 and 1982 when ..>Sfully bid on the nét profit sharing leases it owns in the Duck

Island and Pt. Thomson units.
Sincerely,

Annette E. Kreitzcr, Aide to
Senate Resources Committee



BP EXPLORAT|ON BM Enplofan. n Inc.

900 East Bnnnon Boulavard
PO. Box 196012

Anchorooo. Alaska 99010 6012
|907| 501-5111

April 8, 1996

The Honorable Loren Leman, Chair
Senate Resources Committee
Alaska State Legislature

State Capitol

Juneau, AK 99801

Dear Senator Leman:

In response to your letter of April 3, 1996, BP has provided and will provide certain
non-confidential and confidential information to the Alaska State Legislature in support
of the negotiated agreement between BP and the Department of Natural Resources
(DNR). Although a privilege of confidentiality could be asserted for much of the
information, BP has willingly provided most of the information in order to facilitate a full
and candid discussion of the agreement.

In addition to the substantial amount of information provided to DNR on a non-
confidential basis, BP provided certain additional information (see attached list) for
which it requested confidentiality pursuant the statutory provisions you noted, namely
AS 38.05.035(a)(9)(C) and (D). BP has consented to the disclosure of the following
information to legislators on a confidential basis as outlined below

1. Purchase price paid bv BP for its acquisition of Northstar from Amerada Hess.
The purchase agreement between BP and Amerada Hess requires
confidentiality. However, we ha/e requested permission from Amerada Hess to
disclose the purchase to the Ale ska State Legislature on a confidential basis in
executive session. BP will disclose this information when we have written
authorization from Amerada |less.

2. BPXA> Economic Model. DNR and/or BP will demonstrate BP % confidential
economic model, which involves cost data and financial information, in an
executive session. Either DNR or BP can run and Interrogate the model during
the session with various scenarios requested by the legislators. However, we
do not plan to leave a copy of the model with the legislature. BP is willing to
work individually with any legislator to review the model and answer any
questions.

3. BPXA's Approval and Sanction Process (GIAAPS) and BP's Economic Criteria
(price forecasts!. This is sensitive financial information which we are willing to
disclose only to Alaska legislators on a confidential basis, without further
disclosure to legislative advisors, consultants or staff members.
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4. BP's NPSL Development (Investments Account Review. BP has made an
internal assessment ot the NPSL Development Account which was provided to
the DNR on a confidential basis. While we are willing to share that review with
the Legislature, it may be more appropriate for you to ask the DNR for their
rev, jw of the Development Account.

We look forward to working with you and other members of the Senate on the
Northstar legislation.

Very trul/yours ?

Jxploration and Development
BP Exploration (Alaska), Inc.

attachment
cc: Shively, Boyd



NORTHSTAR PROJECT
Negotiation of Modified Lease Terms
BPXA Data Transmitted to DNR

. Partner Economics

Not supplied

Date to
Item DNR
1) Northstar Project *Economic Evaluation 1/3/96
Supplement to DNR
A. Agreement for Purchase & Sale of 1/11/96
Amerada Northstar Interest
B. BP Preliminary Pre-acquisition 1/3/96
Appraisal (GEM #59) See "F" below.
C. Development (Investment) Account Review 1/3/96
D. BP Northstar AFEs 1/3/96
E. BP Expenditures 1/3/96
F. Draft Conceptual Eng. Report and Geology 1/3/96
Final report issued in February, 1996
G. Tract Allocation 1/3/96
H. BP Approval and Sanction Process (GIAAPS) 1/9/96
I. BP Economic Criteria (Price forecasts) 1/9/96
J. BP/DNR Economic Model (Excel ss) 1/3/96
K
L

. Early Assessment of Risks and Reserves 1/3/96

M. Federal Royalty Relief Efforts
. Alaska Expenditures

=2

2) Various BP and DNR Proposals on Modified

No data available

Data for
Public Release

NO

Not relevant

NO
YES
YES
YES

YES
NO
NO
NO

Not relevant

No data available at the time

12/95-3/96

Lease Terms and Draft Agreements

BPX Data to Senate Resources Committoo

Not relevant

Apil 8. 1996



A laska S tate Legislature

Senate Resources Committee

State Capital
Official Buslnesa Juneau AK 9801

April 3,1996

Commissioner John Shivel
Department of Natural Resurces
via fax: 465-3886

Dear Commissioner Shively:

| anticipate BPXA may ask that Bart ofour review of the economics supporting the .
negotiated a[qreement between BPXA and the administration be conducted in executive
?ﬁ§t$|on. Rufe 22(b)(1)-(3) of the Uniform Rules of the Alaska State Leeislaturc provides

A legis|ative body may call an executive session at which members of the general
public may be excluc?eyd fmy the *bllr ring reasons: ’

(1) discussjon of matters, the immediate knowledge of which would adversely
affect the finances of a government unit.

(2) discussion of subjects that tend to prejudice the reputation and character of a

person;
(3) discussion of a matter that may, by law, be required to be confidential.

Similarly, the Open Meetin?s Guidelines adopted by the Senate provide parallel provisions
and requirements for executive sessions.

Testimony before this committee has established that the Department of Natural Resources
IS not o;[)posed to public discussion of anY of the materjal supporting its r .gotiations to
amend the net profit share provisions of the Northstar leases.

BPXA, however, may decide to claim the privilege of confidentiality for certain of the
information, and may ask that the committee review die information in executive session,
Presumably BPXA wouyld base jts entitlement to confidentiality on the provisions of AS
38.05.035(a)(9)(C) ana (D> which provide:

(@) The director shall....
(9) maintain such records as the commissioner considers necessary, administer

9
ths and'do all things incidental to the authority imposed: the following récords and files
all be kept confidential upon request of the person supplying the information:

all geological, geophysical and enginegering data supplied, whether or not
concerned w‘&) the egxtracﬂon org(fe\%]gpment of na(I]uraI resgurces; PP

.. ID) except as provided in AS 38.05.036. cost data and financini information
submined in support of applications, bonds, leases and similar items;

0a
sh



You, Governor Knowles, and BPXA President John Morgan have all said that you support
full and candid discussion of the negotiations and the pollgx implications behind'the
legislature’s decision 1f whether or not to ratify the a%ree ent. To assure.that the review is
Publlc Xet thorgugh, only that information which must be kept confidential by law w\U be
reated as confiderftial.

Accordingly, before the committee votes to go into exccudvc session, BPXA's
representative should confirm that BPXA is indeed requesting confidentiality, and”statc
the statutory basis for the request,

DNR's representative should be prepared to certify that the information to be discussed is
entitled to confidentiality under the department's statutes and regulations.

Thank you for your participation in these hearings.

(S:%nator Loren Leman
alrman

CommJutoner John Shively
Apnl 3. 1996



