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COOK INLET REGION, INC.
April 22, 1996

VIA FAX: (907) 465-3810

| lonorable Loren Leman
Chairman

Senate Resources Committee
State Capitol

Juneau, Alaska 99801-3810

Dear Senator Leman:

I am writing to you today as a follow up to my earlier testimony to the Committee and
my conversations with you about Senate Bill 318. As you are aware, CIRI is heavily
involved in the oil industry in Alaska through our own developments on the Kenai, as a
working interest owner in Endicott, and through our three subsidiary companies, PEAK
Oilfield Services, Construction Machinery, Inc. and Alaska Interstate Construction. So
we benefit from more than our alliances and partnerships as a contractc on Alaska's
North Slope.

It is our belief that SB 318, WhiCh would allow the development of Northstar, is a most
vital piece of legislation. It will do more than just put hundreds of Alaskans to work and
inject millions of private sector dollars into our economy. It will maintain flow in the
Trans Alaska Pipeline. Clearly, the S»ate must continue to support these smaller field
developments or we will reach a point where it is uneconomic to transport oil through
the pipeline. If the pipeline shuts down we can forget any future developments such as
ANWR.

We believe the Executive Branch is properly empowered under the Constitution to
negotiate Jeals within a general statutory framework established by the Legislature. And
while the Legislative Branch may read into the record what it believes should be or
should have been included in a contract, it is bad constitutional precedent and poor
practical policy for the Legislature to get into the business of rewriting or re-negotiating
contracts carefully negotiated by the Executive Branch.

| fully understand the role of the Legislature in our system of checks and balances and
your duty to review what the Administration is proposing in terms of lease amendments.
You have made it clear that - had you negotiated the deal — it would have been
somewhat different. But this is the agreement that was hammered out between the
State o* Alaska and BP Explotition and should be the only agreement on the table.
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Cook Inlet Region, Inc. fully suoports this negotiated agreement. For our part, we are
satisfied that BP will do everyt g in its power to fulfill its commitments on local hire
and local business participation in Northstar's development. We do not base this belief
on misguided optimism, but on cold political reality. If, for any reason, BP does not live
up to its commitments, they will find scarce support among Alaska businesses arid public
officials for any future development opportunities. Moreover,! am advised that there is a
real danger, from a legal perspective, that this well-intentioned attempt to put more
“teethBinto the Alaska hire and contracting provisions could amount to "throwing out
the baby with the bath water." It also may substantially increase the chance that this
entire piece of legislation will be ruled illegal or unconstitutional under state and federal
law.

In summary, we believe BP means what they say and that the Northstar project is our
best opportunity to forge a new standard tor Alaskan's participation in oil development.
It also sends the right message to other companies thinking about investing in Alaska.
The legislature worked hard to pass HB 207 last year to send the message that Alaskans
are willing to work with the Industry on issues critical to the future development of
Alaska's resources. This is one of those issues so let's - as Alaskans live up to the intent of
HB 207 and pass SB 318 as recieved from the Administration.

Accordingly, on behalf of Cook Inlet Region, Inc., | strongly urge you to support SB 318 as
it was introduced and keep this vital legislation moving forward. Thank you.

Sincerely,

Carl H. Mans
Presiden & CEO

oQu
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April 15, 1996

To: Senator Loren Leman, Chair, Senate Resources Committee

From: Thomas Cook, 1848 Kalgin Street, Anchorage, Alaska 99504
(phone (907)333-1419; fax (907)338-9792)

Subject: SB318-Northstar Beaufort Sea Net Profit Share Leases

| respectfully offer the following comments to you and your committee in support
of SB 318 that would amend the terms of certain leases overlying BP's Northstar
Prospect b/ deleting the provisions for net profit shares to the state.

Let me begin by ackno* /ledging that, as an oil and gac; industry consultant, |
sometimes work for various companies in the oil industry including BP
Exploration. However, 'assure you and your committee that my comments are
those of a concerned citizen and are offered to you at my own initiative,

From June 1,1978 until May 31, 1980, 1served as Director of the Division of Minerals
and Energy Management, Department of Natural Resources. It was during my
gerlod as Director that the State prepared for and conducted the 1979 Joint _
tate/Federal Beaufort Sea Oil and Gas Lease Sale which resulted in the net profit
share leases which are now at issue.

| became Director at the same time as the State's new oil and gas leasing statute took
effect. With the 'oa_ssage of this new law, the Division faced a major task of
developing regulations to implement the law and the various new hidding
provisions provided fc in the revised leasing statute. The Division also faced a
major task implement) ig a IeasngJrogram under the new law. With these
responsibilities before me, | realized that | should review the legislative history of
the new leasing law. More importantly, | wanted to review the studies and
analytical work that I assumed had been done by the Department of Natural
Resources in support of the newly enacted law. "When 1requested COﬁles of these
studies which |'presumed had been undertaken, I learned that none had been done,
or at least none had been documented.

The only study I could lay my hands on was a consultant's report prepared for the
Department by Mr. Mason Gaffney. The rePort recommended a variety of
unorthodox bidding methods and’ leasing strategies without much analytical
support and no citatk ns as to where these policies had been used and with what
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results. Based on my past experience and knowled?(e, 1was very skeptical about the
application of contln%ency bidding methods, "checker-board" leasing, and "two-
stage" leasing and other unproven leasing techniques which Mr. Gaffney Was
recommending to the Department.

As Director, 1was strongly opposed to contingency bidding and net profit share
bidding in particular, for the following reasons:

L Contingency bidding methods and net profit share bidding, as a type of
contingency bidding, have the effect of shifting risk from the private sector to the
public sector. Under contingency bidding and net profits bidding, the State acceﬁts a
?romlse ( higher royalty, share of profits, or a work commitment) in lieu of cash up
ront (bonus bid) as a criterion for awarding a lease. Reward to the State then
becomes largely a function of geologic risk (is oil present or notz, and business risk
EWI” future oil prices justify and support development). Industry is in a much
etter position to deal with these risks. It does so through joint bidding with
partners, conducting exploration and development in many areas of the world, and
counting on enough successful ventures to pay for the more numerous
unsuccessful ventures. The State has no significant means of spreading or
lessening risk other than to accept the highest competitive cash bid as a criterion for

a lease award.

2. Net profit share bidding (and some other forms of contingency bidding)
can lead to unrealistic or irresponsibly hl%h bids. There are really no factors which
Bractlcall_y constrain a contlnq_ency bid which is a promise costing nothing and

earing little in the way of obligations. Cash bonus bidding by its nature requires
that a bidder carefully evaluate its bid in terms of available cash and its desire to
aggressively ﬂroceed with exploration and development. History shows that tracts
receiving high bonus bids receive timely exploration and expeditious development
if exploration results in a commercial discovery.

3. Net profit share leases are likely to involve excessive administrative costs
and disputes as to how the net profit duethe State is to be calculated. Regardless of
how tightly accounting and regulator¥_ definitions are drawn, there will still be
differences of opinion as to the allocation of costs and revenues, the treatment of
depreciation, and ques_tlons of fair return on investment, It is quite possible or even
likely that administrative costs and disputes leading to litigation would negate the
worth of a net profit share to the State.

4. Net profit share leases necessarily cause the State to be involved in
business and technical decisions which are best left the responsibility of the lessee.
For example, if the State became concerned that the costs of development, however
necessary and prudent for a safe operation, were too high, it might pressure the
lessee to"cut corners and undertake less than prudent development to cut costs and

thus increase profits.
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These were m¥ primary concerns in _oEpos_ing the use of net profit share leasing :n
the 1979 Beaufort Sea Lease Sale, With this background in mind, 1urge the
Legislature to delete the net profit share provisions from the Northstar leases.

In choosing net profit share as the bid variable in 1979, the State chose to forgo
hundreds of millions of dollars in lease bonuses which would have been
forthcoming under the proven system of cash bonus bidding. The opportunity for
large cash bonuses has been lost because times h «ve changed. The late 1970's were
times of extremely high oil prices. State and industry experts alike shared a general
view that oil prices would remain high and many believed oil prices would increase
in the future.  The outlook now is considerably more sober. The state cannot
recat%ture tlhe opportunity it lost in 1979 by canceling and offering the leases at
another sale.

The best course of action for the State is to delete the net profjt share provisions.an
anow BP Exp?oratlon to Proceed wéilth cfeveFopment. Thtlspwm Ieag toprea\i %eneflts (ljn
S

terms of royalty payments and taxes to the State, jobs and economic opportunities
for contractors and businesses across the state.

The simple fact that the Nortlistar leases have remained undeveloped by the
original lessees for over fifteen years -in spite of promising discoveries-is ample
proof that the original lessees found development to be urieconomic under net

profit share obligations averaging 90 percent.

The Northstar leases are now owned by BP Exploration, a company with a ,
demonstrated commitment to responsible and dl|lﬁent development of Alaska's oil
and gas resources. The State Leﬁlslature now has the opp_ortunlty to undo a past
mistake in choosing net profit share lease terms by deleting the onerous and
uneconomic net profit requirements. To do otherwise would be a ratification of a
costly mistake and another decision to forgo the development of Nortlistar with its

many benefits to the State and its citizens.
Thank you for the opportunity to comment on this important legislation.
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Thomas C. Crafford

3000 Princeton Way
Anchorage, Alaska 99508
April 23, 1996

Senator Loren Leman
Alaska State Legislature
State Capitol (MS 3100)
Juneau, Alaska 99801-1182

Dear Senator Leman :

I an writing you to express my support for SB 318/MB 548. These bills, as you
know, provide for the development of the Northstar oil field. They do not
constitute a "giveaway" or "concession" but, rather, are pacts between the Slate
of Alaska and the lease owner, BP Exploration, that establish reasonable royalties
for the oil produced from the field. Additionally, the bills provide not only for
direct operating jobs for Alaskans, but also for construction jobs in the in-state
fabrication and assembly of oil field modules to produce the oil. Alaska has long
sought "value-added" activities that would leverage our natural resources
production and these bills would go a long ways towards accomplishing that
laudable goal.

| don't see how Northstar could ever be developed under the existing royalty
scheme. SB 318/HB548 recognize that economic reality and through their
provisions foster a "win-win" situation for both private industry and state
government. | encourage you to support these bills and the economic benefits
that they promote for Alaska.
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Electric Supply Co., Inc.

Senator |,orcn Leman APR 1» 1996
Alaska State legislature
Resources

State Capital
Juneau, AK 99801-1182

Dear Senator leman,

It was a pleasure meeting with you during the week of April 7, 1996 on behalfof The
Alliance. | am now taking the opportunity to write you on behalf of Dcbenham Hlcctric
Supply Co., Inc. We wish to thank you for your efforts in developing a long term plan to
balance the budget. We also wish to acknowledge your efforts toward the passing of
legislation encouraging oil and gas exploration and production and your development of Tort
reform legislation.

Dcbenham Hicctric Supply Co., Inc. would also like to let you know that we encourage the
legislature to support BPXA in the development of the Northstar project. The Northstar
project is good for the State of Alaska, Alaska hire and Alaska fabrication. We would also
ask that you become involved in the Alaska buy issue, which is vital to the continued growth
of the Alaska Supplier Community. The action taken, by BPXA, to out-source the supply of
materials pertaining to the BPXA general goods bundle has been detrimental to many Alaska
Suppliers. Fairmont Supply Co., a Price, Utah firm, has no Alaska connection, only that
they supply the products that many Alaska Suppliers have been providing BPXA for years.
Utah reaps the benefits in increased tax revenues. Because of a BPXA directive, the State of
Alaska and its Supplier Community stand to lose if BPXA docs not change its directive and
purchase 100% of their supplies and services through Alaska Suppliers.

Dcbenham Hicctric Supply Co., Inc. is hopeful that the Northstar project goes forth. We
would also ask that you be mindful of the supplier issue as it relates to the overall purchasing
scheme that BPXA has implemented. BPXA can easily reverse their directive by eliminating
Fairmont Supply, the supplier. BPXA can continue their efforts in utilizing Fairmont
Supply, the purchasing agent, to help reduce BPXA costs incurred through the execution of
purchasing associated functions. This is a compromise which would allow BPXA to
accomplish their goals of reduced procurement costs and at the same time receive unlimited
support from the Supplier Community.

Dcbenham Hicctric Supply Co., Inc. is committed to support events that strengthen the State
of Alaska. We support the State Legislature in providing leadership in the passing of
legislation that will ins »rc the State of Alaska will have a healthy and flourishing e:onomy

for years to come.

Branch Manager
Dcbenham Hicctric Supply Co., Inc.



04-29-1996 17515 907 561 0762 AK INSTRUMENT CO. P.01

Rick DeTavemier

Inside Sales Representative
Alaska Instrument Company, Inc.
907 E. Dowling Rd. Suite 5
Anchorage, AK 99518

April ;29,1996

Senator Loren Leman

Alaska State Legislature
State Capitol (MS 3100)
Juneau, AK 99801-1182

Dear Senator Leman,

| would like it to be known that I'm veri much in favor in the opening of the Northstar
oil field. As a recent immigrant to Alaska from Michigan, | am very cognizant of the fact
that oil makes the modem world move. | believe that we (Alaskans) should cash-in on
the oil in the present and strive for a production base economy in the ftrture.

The opening ofthe Northstar might_bring in @ new industry of manufacturingand
fabricating o f oil field modules. This industry, of manufacturing oil field modules, will
most certainly have off shoot industries that will benefit the state m a production hased
state. Some o f these off shoot industries just might survive, after the oil is depleted

sometime in the future.

For myself, the issue really isn't Northstar but the issue is Alaska needs a larger
manufacturing based economy. Northstar may be a stepping stone for a more productive
and larger manufacturing based economy.

Alaska needs to start producing more finished goods, or when the oil runs out so does
(tjhe future of Alaska Opening Northstar oil field will certainly be a step in the right
irection.

Sincerely,

Rick DeTavemicr
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April 10. 1996

Dear Supplier,

Effective May 1,1996, Fairmont Suppéy Company will relocate and centralis it™* Price
Utah Western Purchasing function* Into our Corporate Purchasing and Matcriali Management
Department out of Washington, Pennsylvania.

All future correspondence should be forwarded to the following address:

FaJrmont Supply Compan
20 B0 SOl
Washington, PA 15301 *
Attn: Purchasing and Materials Management

Phone No.: 412-223-2200
Hours: 8:00 a.m. - 5:00 p.m. E.S.T.
Monday - Fridiy

Invoicing will remain as before,

Please update your files accordingly and notify the appropriate personnel of these changes
at your company. If'you have any questions or have any concemns, please contact
M. Carl Ortbner, Manager « Commodity Purchases.

Thank you,

(D, M. Church
Director, _
Purchasing and Materials Management
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Senator Loren Leman
Alaska State Legislature
State Capital (MS 3100)
Juneau, Alaska 99801-1182

RK:  Senate Mill 318/1 louse Mill 548: DNR/MP Northstar Agreement

Dear Senator Leman:

| am writing to urge your support of the above legislative package that will enable BI* (Exploration
(Alaska)lnc. (MPXA) to move ahead with the development of the Northstar oil licld.

The terms of the deal struck between the Governor and MPXA which you are being asked to
approve, is a fair deal for the stale, and commits the operator to a performance standard that will
translate into several hundred construction jobs for Alaskans.

At the time the Northstar leases were originally issued, crude oil prices were high and reserves were
hard to come by in the marketplace. The State intended to capitalize on this opportunity, and as
lessor, dratted lease temis which gave the State a bigger piece of the action. We all know what has
occurred subsequently. If the original lease terms are left unmodified, | do not believe any prudent
operator would develop the leases, given current petroleum economics. | he lease modifications you
are being asked to approve will carry the highest conventional royalty (20%) of any field on the
North Slope plus an escalation factor based on oil prices.

Please use your influence to assure passage of this legislation prior to adjournment. It will provide
income to the State through an acceptable royalty plus severance taxes; help stabilize the eroding
job base on the North Slope; and provide some new jobs as well. At a time when Alaskans are
looking to their legislators to reduce spending, increase revenues and provide an economic climate
that will promote jobs for our residents, you have before you an opportunity to help accomplish two
out of the three with this legislation.

| hank you.

R. C. Gardner
President

7t5LJi»ool Anchouiflo AlanM 99501 (907) f AX <90?) 258'5557



DAN R GILBERTSON IPOSTAGE PAID
1240 GILMORE TRAIL
FAIRBANKS, ALASKA 99712
907-457-3989

March 26, 1996
MAR 2 9 1996

TO:

Petroleum News*Alaska

Anchorage Daily News, Fax: 907-258-2157

Fairbanks Daily News Miner, Fax: 907-452-7917

Legislative Information Office - All Legislators mailed to Juneau
Bert Sharp - Chair Interior Delegation Hand Delivered

Gene Therriault - State Representative

Mike Stepovich
Ken Boyd, Director, Division of Oil & Gas, Fax: 907-562-3852

Charlie Cole

Enclosed please find a copy of our letter to Commissioner Shively. We arc copying this
letter to you not only for informational purposes but for any assistance that you as
representatives of the people of our State could provide. At atime when the Legislator

and the Senate seem to be going in a pro-development stage, why is it that we as
individuals cannot get the same considerations.

Once read, | am sure you will find the attached letter extremely self-explanatory. | am
sure you can understand my frustration with this situation

Thank you.

Sincerely,

Dan R. Gilbertson



Dan R Gilbertson

1240 GILMORE TRAIL
FAIRBANKS, ALASKA 99712

Telephone 907-457-3989

March 26, 1996

Commissioner John Shively
Department of Natural Resources
400 Willoughby Avenue
Juneau, Alaska 99801-1724
VIJAFAX TQ:.1-907-465-3886

Dear Commissioner Shively,

As a small independent investor on the North Slope, one of only a handful in comparison
to the major oil companies up there, | have some serious concerns as to why the Major
Oil Companies and the State seemto be so bound and determined to allow only big oil
on the North Slope. Specifically, this is in reference to Lease #365537, Lea’*c Date
commencing on 11/30/85 for 10 years (this lease has a 16 2/3% Royalty to the State of
Alaska).

Let me provide you with some of the specifics on the above mentioned lease.

At one time this lease was part of the Badami (Jnit, and at the State's request, put into a
separate unit (the Rheingold Exploration Unit). Obviously the Badami Unit
overshadowed the Rheingold Unit, and there was no reason to have two separate units.
We arc still unclear as to why we were removed from the Badami Unit in the first place
We were the only lease not owned by major companies excluded from the Badami Unit.
Perhaps you can shed some light on this as well.

A year ago, we negotiated with British Petroleum in good faith and thought we had
consummated a deal to sell them this lease. BP was not negotiating in good faith. They
would discuss the agreement with us verbally and then when wc received the written
agreement from them, it was not as previously discussed To put it concisely they
negotiated in bad faith.

My reason for this statement is that | suspected that BP was at their State acreage limit
while they were negotiating with us Wec then otTcred our lease to ARCO ARCO stated
they were not interested in that area, but then, one month later, at the December 5, 1995
lease sale #80, purchased the adjoining lease to ours* more than likely on BP's behalf



As our lease was about to expire, we realized that we would not have adeal, and would
need to come up with another game plan.

Since that time we have been attempting to seek a lease extension from the Division of Oll
and Gas. It became glaringly apparent that we were not going to be allowed to be part of
any Unit Agreement.

During the last week of November 1995, we sent our annual lease payment check in the
amount of $14,400.00 with our request for an extension of our lease which was to expire
on November 30, 1995. The State subsequently cashed this check, but has vet to notify
usiLiiLfiicLourlcascJdias.bccilCilciitkd.

Is it safe to assume that since your department cashed the check, the lease is in fact
extended? |f so, | would appreciate some Vverification of this extension.

At this time it would be in the best interest of the State to provide us with an extension on
the lease so we can proceed with our plans.

Currently, the Division of Oil & Gas, the Governor's Office, and the Legislators arc going
the extra mile to promote development on these fields in the North Slope and working
directly with the Major Oil Companies. | think it would be very beneficial for the State
to provide the same considerations and courtesies to the small independents that have been
provided to the major oil companies. Earlier Commissioners have extended leases
indefinitely with a discovery well on-site, and being that this particular lease has a discover
well, | think wc should be given the same consideration. Eg., two leases previously
extended were ADL #47466 for ARCO and ADL #455527 for ARCO/EXXON.

| am concerned that if you do not encourage independent investors on the North Slope the
same negotiating ability on lease terms and conditions your are giving BP and ARCO.
that you will never know the true quantities and value of ail.

The State has had a hand in creating a monopoly for the major oil companies on the North
Slope and the people of Alaska should demand that there be some other types of
mechanisms structured in so that individuals and independents have equal access to
Alaska'’s resources, so vital for the long term economic development of Alaska and its
people.

As a lifelong resident of Alaska, whose family has been involved with oil and gas leases
for 3 generations, | expect equal consideration be given individuals and independents that
has been granted to the major oil companies

If the Slate is to grant us alease extension - there is nothing to lose, and it is a win-win
situation | feel that wc could afford to pay a much higher royalty rate than what the
major's say is to high Alaska has much lower royalty rates than any other country  Our
lease has a 16 2/3% royalty to the Slate of Alaska



Oil and gas leasing in Alaska is open to all comers; individual, independents, and major oil
companies. The State should respond to all lease owners in a consistent and fair manner
and not favor just big oil in their decisions.

We feel our lease, ADL #365537 should be extended as we have previously requested and
by this letter arc asking your assistance and action on this request.

Wc would appreciate your response on this within 5 days.
Please let me know if you need anything further.

| look forward to your immediate response in the above matter. Thank you for your
consideration.

Sincerely, A

Dan R. Gilbertson

CC:  Petroleum News* Alaska
Anchorage Daily News
Fairbanks Daily News Miner
Legislative Information Office - All Legislators
Bert Sharp - Chair of the Interior Delegation
Charlie Cole
Cliff Burglin
Jack Sexton
Jacquic Gilbertson
Ken Boyd, Director, Division of Oil & Gas
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< wiee ) HCARCE®

301 W. Northorn Lights Blvd. Sulto 300
Anchorage, Alaska 99503
(907) 278-4400 + Fax (907) 278 3255

April 26. 1996
APR 29 19%

Alaska Stale Legislature
State Capitol (MS 3100)
Juneau. Alaska 99801-1182

Attn: Senator Loren Leman

Reference;  SB 318

Subject: Northstar Development and Alaska Jobs
Dear Senator Leman:

| enjoyed visiting with you while in Juneau two weeks ago. Wc arc supporting the referenced bill as
good business for the State and. based upon personal meetings with representatives of HI*. good business
for the Anchorage and Fairbanks areas.

You may not realize that H.C. Price Co. has been one of the largest employers of Alaskan construction
workers over the past twenty-two yean. Wc have performed oxer fifteen million man-hours of xxork
since 1979 with Anchorage and Fairbanks dispatched craft employees. Most of those hours were on
North Slope Projects (over 50%) and Alycska Projects (-10%). The balance xxcrc on jobs in and around
Anchorage. Fairbanks, and the Kcnai Peninsula, including HP's Hurl State Modules in 1989 and 1990,
and other North Slope modules in 1991 and 1992,

We arc currently proxiding BP with detailed costs and capabilities for Alaskan module construction to
once again provide module fabrication for the Northstar Prcj X1. BP has been very positive regarding the
use of Anchorage and Fairbanks resources to build the Northstar modules if the project goes ahead

| urge you to support the administration-sponsored legislation without modification to ensure early
development, early employment and business opportunities, and early Stale revenue flows.

lltank you fot your considerationol this information
Very truly yours,
[1.C. PRICF CO.

A 'sltr — »~

Wesley P. Nason
Vice President and (icncral Manager

wrc >t
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To: Son Loron Leman Time: 09:65:42
From: Brad Humolsino Date: 04/19/96
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Please find the folloning letter to BP. It was written in respone to the direct mailing they made
reguarding Northstar.

This Is the kind of sweet deal Alaska can do without.

Thank you,
Brad
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James B. Humelsine

2553 LaHonda Drive
Anchorage, Alaska 99517
Phone %907) 276-7826

April 19. 1996

John C. Morgan President. Alaska
BP Exploration (Alaska) Inc.

900 East Benson Blvd.

P.0. Box 196612

Anchorage, Alaska 99519

Dear Mr. Morgan:
| am responding to lire direct mailing you sent me regarding the Northstar oil field.

As a strong supporter ofthe oil industry in Alaska, hut | am very disappointed in BP and it
handling of the Northstar affair. Your company purchased the field knowing full well, what the
former owner had bid on tire tracts. You also knew as the new owner would be bound by the
same agreement Since this tract was awarded by the competitive bid process. It should only be
changed through the some bid process

BP must feel they much to gain from this purchase and subsequent renegotiation, because in my
17 years in Alaska Lhave never seen such a concerted effort from an oil company to reopen a
contract Inyour letter you call this field "relatively amall", however your PR effort ia relatively
large. You have spent a significant amount of money on advertising and other public relations
efforts relating only to this field. Historically the themes o fyour advertising and PR campaigrw
have been the "good neighbor" or "look at wc do for you Mr/ Mrs Alaskan®, recently you have
used increasingly more hard line themea such aa "Wc are Alaska's biggest tax payer". But never
before thia have you said call you ‘egistalor and tell them "don't tinker with this deal we
negotiated with the Governor". | closely follow the Ad campaigns ofyours and other companies.
| have witnessed your increasingly aggrcaaivr themes, and | do not approve of them, period This
another example ofthe bully attitude your company ia pushing.

Sorry, Mr Morgan | am too smart to fall for such a ploy.
If Out contract were to he successfully renegotiated, it would Set a precedent Out | am sure

you would be happy to use many times in the future. | think Out is wtong for Alaska, and
should be stopped now.
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‘' haul: you for taking the time to read my response.

Respectfully,

Brad Humeliine

CC:

Rep. Cynthia Toohcy
Sen ljotcn Lanin

Gov. Tony Knowles
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Donald W. Incc
3121 Capstan Dr.
Anchorage, AK 99516
April 22, 1996
Senator Loren Leman
State Capitol, Room 113
Juneau, AK 99801-1182
RE: Northstar Lease Terms
Dear Honorable Loren Leman,

| am writing this letter to voice my opposition to changing the
Northstar lease terms as proposed Dby British Petroleum and

Oovcrnor Tony Knowles. | have been following closely the
developments regarding the Knowlcs-BP deal and | am convinced
this is a terrible deal for Alaskans. | read in complete disbelief the

manner in which Commissioner of Natural Resources John Shively
has analyzed this deal. He essentially says wc should trust his
analysis that this is a good deal for Alaska. Unfortunately,
examination of this deal simply does not support his statement.

There are basically three scenarios put forth for analysis as
summarized in the chart belcw.

Nortstar Oil Stats Earnings BP Pays Alaska
(S/barrel)
Production w/net w/o net w/net w/o net
profit profit profit profit
Caso 1=130 $444 MM $435 MM $3 42 $3 35
million
Case 2=105 $312 MM $340 MM $2 97 $3 24
million
Caso 3=180 $934 MM $639 MM $5 19 $3 55
million
In Case I, if BP bDelieves Northstar will produce 130 million barrels it

Is not clear why they would lobby so vigorously to change the lease
terms.  The difference they must pay to Alaska is only S9 million or
T*Ibarrel.  In case 2, where Northstar produces only 105 million

barrels. BP should negotiate to keep the net profit sharing provision,
They would actually pay $28 million less (27c/bariel less) than if n*
profits were removed. BP obviously docs not believe Northstar wif
produce only 105 million barrels.  So, Alaskans must ask why BP
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spending so much time, money and effort to change these lease
terms? ~ The answer is clear when Case 3 is examined. They believe
Northstar will produce si%nificantly more oil than 130 million

barrels. It is not difficult to understand why BP believes Northstar
will "become an over-achiever considering the past forecasts for other
Alaska oil fields. Prudhoe Bay reserves have increased 35% from 9.6
billion to 13 billion barrels, BP's Niakuk field has increased 85% from
54 million to 100 million barrels since production began.  L'P's
Endicott field has increased 200% from 300 million Darrels » 1987 to
600 million barrels today.

BP is fighting hard to negotiate (his upside potential away from
Alaskans.  If they succeed, BP will earn a S295 million profit as
shown in Case 3. If their negotiations fail to remove the net profit
sharing provision, they will pay $1.64/barrel more revenues to
Alaska. BP has even resorted to intimidating Alaskans by
threatening not to develop Northstar unless wc give up our net profit
share. hen our Senate Resource Committee tried to modify the
agreement BP's vice-president Eric Luttrcll said, "BP will not reopen
the neg?otiations and cannot agree to the changes.* | would
respectfully suggest that Alaskans tell Mr. Luttrcll and BP that,
‘Alaskans cannot agree to changing the Northstar lease terms
because we believe a deal isa deal and Northstar lease terms will not
be reopened for negotiations.*

Some legislators and other officials may believe this upside
potential at Northstar is speculative and has no value. ObvLusly, BP
believesexactly the opposite.  They are hopeful Alaska will change
the lease terms in return for something like a few jobs. But look
carefully at the proposal. BP makes no binding a%reement to
construct modules in Alaska or hire Alaskans.The fi t){ permanent
jobs BP estimates will be created by Northstar development will be
needed regardless of what the lease terms are orwho develops the
field. ~ So, it is very difficult for me tounderstand exactly —whatBP is
offering  Alaska residents thatis tangible in return for us giving away
our net profit share of Northstar,

| urge you to do the right thing and vote against changing Northstar
lease  terms.

Very truly >ours,

Donald W. Ince
via fax



» 345-8905 - Created: Saturday, April 6, 1906 10:38 PM - Page 1of 3

Donald W. Incc
3121 Capstan Dr.
Anchorage, AK 99516

April 6, 1996

Senator Loren Leman
State Capitol. Room 113
Juneau. AK 99801-1182

RE:__ Northslar Ltuic Xenns
Dear Honorable Loren Leman.

| am writing this letter to voice my opposition to modifying the
net profit sharing lease terms for Northstar oil field. As a citizen of
Alaska and co-owner ofNorthstar oil along with all other Alaska
residents, | Dbelieve thisis a bad deal for several reasons.

First, this deal circumvents the competitive lease sale bhid
process and establishes a dangerous precedent. If British Petroleum
can re-ncgotiate lease terms awarded in a competitive hid sale why
can't any other oil. timber and mineral lease holder do the same?
Modifying  Northstar lease termssends a message to corporations
that when they formulate a lease bid it doesn't matter what they
promise to pay Alaskans for ourresources.  Actual terms can be re-
negotiated at a later date oncethey've beenawarded leases based on
commitments they might never plan to ktcp.

Next, oil fields on the North Slope and elsewherein the world
have a documented history if becoming much larger than original
estimates once development beginsl. The remarkable growth of
estimated reserves at Prudhoe Bay is highly publicized by the oil
industry.  Point McIntyre  fieldwas originally  estimated to be about
100 million barrels when first discovered. It isnow estimated to be
nearly 400 million barrels in size. BP's N'iakuk field was first
estimated to be about 50 million barrels and isnow estimated to
contain approximately 100 million barrels. It is very likely BP's
initial estimate of 130 million barrels at Northstar is similarly too
low. It is also very likely Alaskans will lose hundredsof millions of
dollars in revenues if we agreeto change the terms as proposed by
BP. It is clear BP is attempting to negotiate away the net profit
sharing provision before development begins and the true size of
Northstar is revealed. Any modification of lease terms to prolong
field life should occur only after development begins and the amount
of oil at Northstar is better known.
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Also, BP knew precisely what the Northstar lease terms were
when they bought them. It simply makes no sense thata company
would spend money on leases they believe have no value and the oil
is not economic to develop. Either BP isvery dumb for buying these

leases or they believe Alaskans will be even dumber.

Wc should not be swayed orconcerned by BP's threats not to
develop Northstar. If BP refuses to develop Northstar. Alaskans can
cancel the leases and re-issue them for competitive bids. BP has
already publicized the initial size, development plan and potential
worth of the field. Chances arc high the oil industry will show a Kkeen
interest in this field and Alaskans arccertain to get better terms

than the current deal proposed by BP. If Northstar leases arc re-

offered. all oil companies, including BP. will be free to offer Alaskans
what they consider a bid-winning price for this oil. BP's attempt to
hold our Northstar oil hostage while requesting Alaskans ransom our

oil back from them in return for more profitable lease terms s

unacceptable.

Finally, (he recent revelationthat BP might request secret
hearings to convince a few legislators why Alaskans must give up
our net profit share of Northstar is ludicrous. If BP isunable to
convince Alaskans in an open, public manner why this is a good deal
then legislators should be wunwilliug togo behind <closed doors and

negotiate. Alaskans will not accept(he old ‘trust us ...it's good*
phrase coming out ofsecret meetings. This issue must be decided
based on the merits of public and not secret data. If BP decides not
to reveal information to the public this is their own choice. We are
under no obligation to grant them secret hearings. Again, consider
the precedent. Companies could promise Alaskansanything during a

competitive lease sale and then secretly go behind closed doors to
negotiate final lease terms.

I strongly support plans to provide incentives for oil companies
to develop smaller and marginally economic oil fields in Alaska. This
makes good sense for both Alaskaand oil companies who choose to
conduct business here. However.l Jo not beliefs re-negotiating
competitively bid lease terms is the proper route from which to
provide these incentives. I urge you to oppose lease term changes
for Alaska's Northstar oil field.

Very truly yours.

Donald W, Ince
via electronic communication
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Reference:.

(1)  Title: ADVANCES IN OIL AND GAS RESERVOIR APPRAISAL
Author SPENCER J A
Source: ENERGY EXPLOR EXPLOIT V 8 NO 6. PP 393-402, 1990
Publication Year: 1990
ISSN: 0144-5987

Abstract: Significant variation in reserves during the life of a field,
from initial discovery through production and decline to
abandonment, has long been recognized as a fact of life in the oil
industry.  As a fundamental asset of an oil company, there is a global
desire to limit inaccuracies and present not only a consistent, but also
an accurate view of reserves. Discussed arc the stages of a field's
development and how these relate to reserves growth and decline.
The impossibility of exact prediction from an inaccurate science in a
changing world is acknowledged.  Statistical information is analyzed
to illustrate historical movement and trends in reserves.  The
application and effect of recent advances in the techniques used in
reservoir appraisal and reserves estimation is reviewed.
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April 25, 1996

Kathleen M. Ladner
3420 Telstar Circle
Anchorage, Alaska 99517

Senator Loren Leman
Alaska State Legislature
State Capitol (MS3100)
Juneau, Alaska 99801-1182

Dear Senator Leman:

Considering the state of our economy, any reasonable option we have to improve it
should be closely examined. Such an option is Senate Bill 318. Without this bill,
Northstar will not be developed. This field means 500 direct jobs in Alaska during the
peak of construction, 50 direct, permanent jobs in Alaska throughout the project's life
and about $250 million in rew capital spending for the slate. All are much needed to
ensure an increase and maintain stability in Alaska's economy.

If we fail to pass Senate Bill 318, the message to the oil industry will be clear. Alaska Is
not interested in reasonable development. A statement | am sure you will disagree
with. BP has committed to the development and is ready for action the day after the
lease amendment is approved. They have a proven record of success in resource
development in Alaska and, more importantly, have committed themselves to Alaska
hire, both on their own and through contractors.

You must vote yes on Senate Bill 318. Alaska's people depend on you for their future
and the future of the entire state. Thank you.

Kathleen M. Ladner
Concerned Citizen
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Lauesen and Company ¢ Anchorage « Alaska

721 Breakwater Circle *99515-3633 *(907) 3454060 « (907) 3*15-4544 (fax)* email 73244.3726'compmcrvc.com

Thursday, April 4, 1996
(Hon.) Senator Loren Lehman
Alaska Stato Sonata

Juneau. Alaska 99811

Via Fax
RE: BP Proposal: Big Pipper QIL gratitude tc.vou.and Senator Taylor

Inote Intodays paper (ADN: 4.4.96: B1: SENATE PANELCONSIDERS BP
PROPOSAL) that BP spokesman Luttrell emphasized that the fundamental difference
between the net profit shaie arrangement in Venezuela and Alaska is the profitability
of the field. This Is prima facie baloney! There are a myriad of other differences built
into the Venezuela deal Including foreign exchange benefits and equity in the project
which gives a reduction of the net to the venture by allowing profit-taking by a JV
holding company...I am attempting to get more details via tha internet and will pass

them on to you.

You and Senator Tavlor are absolutely right to question this deal . Think of Alaska as
an Oil Company. Lot’s call It “Big Dipper Oil*. Think of each Alaskan as a shareholder
Inthat Company. Now think of yourself as a member of the Board oi Directors of Big
Dipper. Now consider the fiduciary responsibility of that Board AND the CEO
(Governor) to ensure profit maximization. In this context, then I must ask the following:
Why In the hell are we not requesting Statements of Interest from every potential
development partner In the World? Why are we giving the Franchise for our State's
Future to the Big Oil Triumvirate when there is a world virtual alliances and
partnerships available out there. Why dont we buy back the I lease if we prospect
a better deal? Why don't we start acting with some cajones when these companies sit
down at the taWe-thls is OUR future at play!

Senator, lam a lifelong Alaskan, a lifelong Democrat, and a (former) supporter of the
Governor, but as far as Ican tell, you and Senator Taylor are the only onos In
leadership who are asking the right questions. Thank you for exercising your fiduciary
duties In this monumentally important issue.

Please pass this along to Senator Taylor with my gratitude...



ASSET AREA 1 ID:907-659-4092 APR 20796 9:18 No.002 P.01

~AAuld ' OjL tfu U | cd. U K istd" far- dinryIl/tA rvL + d 7

< jy\ ycru * - cA b £4AsCc*

<-A guiur CuxXyyuH " Ter [//(U uA,; Cr*L- e X db-xLydJjC *

CA& tip/C& Li/ IcL icju ter pleru ..
c L n. tA tA ) & U & J. u MitA u <2a*" ae~
Jkjd falUu jjL A J <3L AyU irkM JU jL bertuid. tA 14 u t~ d& z> -/ILAj
uliro?
CLMII jbsu-u<p < ~yi* £r tdlIA 0O O jA bde. <AjLal2.
d U d tA uu "AAAJ-auju-' b& asul Cerulu / un™L .
T-AaM . (X & rLyd/jl SU rdfa -Aju>/UL -AsyryU ~rpjzjC i,
OTL L jL ,
tAiM ur < “cul. Nsiaas-C&u x' tsan™d. tzA a.
AMlttru rtA . A tr <3zunal? cAa AZNtu+hAhJA' ctl Cu A
AJjld u d faul t~ < d U sydC J! 6 Lg/ ifjutvuC £i* <ZtxJz»
/ITU Xt
/IAjajyz, cy&s tA t u*x.
AduA d N (W
Ass L & tI Q. ja JJj* 4 \j A 4 i chr<
(M . tiu ruuA - tAMU. cru jf' b d c lu b tf cpuX ua
Gux> "toynijl. &<*jt uA . fa d X -ld * ojL -A jiy vy ijd
J< vrr\. g asifi; cbuA M [/if } fa/n A i? xd u i/ M zw L

dnA zJfJL w nijfals u” 1



Gilfield Sorvico

APR 29 19%
April 26, 1996

Senator Loren Leman
Alaska State Legislature
State Capitol (MS 3100)
Juneau. Alaska 99801-1182

Dear Senator Leman,
Iwant to ask you for your support of Senate Bill 318.

The continuing decline of oil production in Prudhoe Bay only means that we as a state must
find smaller oilfields to develop to keep our economy strong. Northstar can and should be
developed soon.

BP has made a commitment to the state with the Northstar package. BP has committed to

use local hire and stimulate a new local job market with module construction occurring in tho
state. In addition, royalties to the state could be the highest of any Alaskan oilfield produced to
date.

As aconcerned Alaskan and as a professional in an industry that is the biggest financial
contributor to state government, lurge you and your colleagues to support Northstar.

In addition, your efforts to reduce the operating budget should be commended, but your
reluctance to tackle the taxes supported by most Alaskans (Cigarette & Alcohol) and raise fuel
taxes to national levels leave me questioning your ability to make the hard decisions. Also,
you have not proposed any long range financial plan that deals with the constitutional budget
reserve, the ever-increasing budget deficit, nor the "Alaskan Give Away Program", the
Permanent Fund, that continues to escalate and pay transient residents and future additions to
our population from our accumulated state wealth. Having been appointed and spent
numerous hours on the aforemeniioned budget problems. Ifind it inexcusable that our
Legislature does not resolve to plan against Alaska's fiscal ctisis.

Sincerely.

Michael R. O Connor
President

7 1 Montagna

A chorage, Alaska 99507
W07) 337-6536

General Ovtce» ¢ 2525 C Stroot. Suito 201 « Ancfiorao®. Alaska 99503 « 907 263-7000
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April 15, 1996

Senator Loren Leman
Room 113

State Capitol

Juneau, Alaska 99801-1182

Dear Senator Leman,

The Alaska Legislature is currently in the process of making a decision on
the Northst ir offshore oil field, located six miles north of Prudhoe Bay.
According to BP Exploration (Alaska) Inc. officials, Northstar will yield
about $500 million in new government revenues and another $500 million
in direct spending in Alaska over the life of the project.

As a lifelong Alaskan and businessman, | can clearly see the benefits of this
project. I consistently embrace and support projects that offer the
opportunity to be a "win" for all parties. Northstar represents a creative —
and mutually beneficial —approach to developing a field with marginal
economics because of the 89-percent net profits requirements.

On the other hand, | recognize that in your position as a legislator, this may
be a challenging decision. Northstar will break new ground for our
traditional oil and gas policies. Inany event, as | understand it, we are
exchanging long-term risk for the short-term certainty of a 20-percent base
royalty and the potential of another 7.5-percent supplemental royalty
While some will view this strategy as a "trade-off,” from my perspective it
is a symbol of a true partnering relationship between industry and the state.

PO Bor M9 ¢ Soword. Alotka 996M fa* MM 2W-3937

A HARBOR ENTERPRISES COMPANY



In addition, BP says that Northstar will directly create 500 construction jobs
and 50 permanentjobs, as well as generate hundreds of indirectjobs. In my
opinion, this is a substantial and significant step forward in positioning
Alaska as an attractive state in which to conduct business.

At the present, | view the Alaska economy as being reasonably stable.
While we are not experiencing dynamic growth, I have no overriding
anxieties that we are facing a down cycle. |f we arc to maintain economic
stability, I encourage the Legislature to continue to support the private
sector in Alaska, which ultimately benefits all Alaskans. Accordingly, this
letter is to respectfully request your support of the Northstar agreement as
negotiated hetween BP and the Alaska Department of Natural Resources.
Again, and for the record, | am squarely behind Northstar!

| appreciate your taking the time to consider my views.

Sincerely,

Dale R. Lindsey
President/Chief Executive Officer

PETRO MARINE SEF.VICI5



April 24,1996

Senator Loren Leman, Chairman
Senate Resources Committee
Fax 907-466-3810

In exchange for Northstar, plcano consldor roqulring BP to renogotlato tholr
unitization agreement for Prudhoe Bay gas. Wo can't soli our gas and build
a gas pipeline until the major owners all agree to a gas salo. The sale of
gas has awildly different Impact on their respective financial statements.
They can't agree becauso tho present unitization agrooment was driven by
oil economics. A new unitization agreoment for tho gas would establish
some commonality among tho ownors. It is the most Important condition
precedent for building the gas line.

Our petroleum resources are constitutionally owned by all the people of
Alaska. We deserve to have hearings in our communities. This Is not an
Issue that should be confounded in the rush to a sine die adjournment.
However, you can put In to place a mechanism to accomplish Northstar
and the re-unltizatlon of the gas In the next legislative session while giving
the public time to absorb the Issues.

Your proposed royalty rollback for heavy oil Is good levorage to get ARCO
(West Sak) to agree to reunitize.

I would also urge you to conrider dropping the litigation against EXXON in
exchango for tholr agreement to renegotiate a unitization agreement for tho
gas. Circumstances aro in alignment for us to accomplish a win-win for
overybody. With BP, EXXON and ARCO In harmony with us, we will sell our
gas and get the gas pipeline built.

This messago Is too lengthy to be sent as a POM. I'd appreciate It If you
would distribute this to other Senate and House members.

Respectfully.

Marco A. Plgnalbert

4222 Pinnacle Clrclo
Anchorage, Alaska 99504
907-338-2924

10 3DVd ONImSNOO W/THd UIZUZLOI 9661/3/P0
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April 6, 1996

Senator Loren Leman
Alaska State Legislature
State Capitol (MS3100)
Juneau, Alaska 99801-1182

Subject Nortlistar NPSL Leases
Dear Senator,

| am writing this letter to you requesting your support for the request made hy BP
Exploration to remove the net prolit terms from the Northstar Unit's five slate leases
Removal of net profit terms from these leases is essential for Northstar to be a competitive
investment BP cannot develop Northstar if the current net profit terms remain in place

| have been an Alaska resident since 1966. when 1 moved to Kcnai. Alaska to support the
Cook Inlet oil boom | started Puget Sound Pipe in Anchorage, Alaska in March of 1981
to support Alaska's needs for pipe, valves and fittings The oil industry currently
represents 90 percent of my Alaska sales dollars | have 16 full time sales and warehouse
people in my Anchorage operation, all of which arc Alaska residents Our Alaska sales in
1995 were 13 million dollars This was an increase of 35 percent over 1994 sales This
increase was due largely to the purchases made by BP Exploration for the expansion of
the Milne Point Prodution facilities My direct sales to BP Exploration were up 23
percent, plus my contractor sales of ov»r 4 million dollars for piping material for the
Milne Project In 1995 BP Explornt .. represented over 50 percent of my total sales
Myself tind my 16 employees ail need for BP to develop the Northstar field We depend
on the continued development of small fields for our jobs here in Alaska

There has been some question as to BP Exploration's plans tcgarding the purchase of
material outside of the stale of Alaska, for MRO needs as well as project requirements
Since this question was presented by several vendors, BP Alaska Exploration agreed to
meet with all concerned Alaska Vendors | have attended sevcnl of these meetings and
was very pleased to hear from BP contract managers that they plan to keep their materials
purchases here in Alaska In fact they have commitcd to increase Alaska spending by
purchasing goods in Alaska that have in the past been purchased in the lower *18 states |
have every reason to believe this will be the case based on purchasing history for the Mdnc
Point Project

DISTRIBUTORS OF PIPE, VALVES AND FITTINGS



The recent agreement between BP and the State on Nortlistar is an important milestone
for Alaska and the oil industry. It not oniy oilers jobs and long-term economic benefits,
but also marks the beginning of a dynamic, Statc-Industiy Partnership Under this
agreement, the State would collect at least $430 million in royalties and taxes during
Northstars 15-ycnr life, including $37 million in supplemental royalties About 500
construction and 50 permanent jobs would be created Production modules would be
fabricated in Alaska, significantly upgrading and expanding that industry, which has
already produced about 100 modules for tnc North Slope

The NPSL Leases were a product of the 1970's, when some believed oil piices would soar
to S100 per barrel In the ficiccly competitive 1990's these assumptions must be te-
cxamincd | am a materials supplier to BP Exploration, but also a longtime Alaskan For
the benefit of all Alaskans, | urge the Legislature to pass legislation allowing Northstar to
move forward

Jerry’ Hendriks
Vice President
Alaska Operations
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April 17, 1996

Honorable Loren Leman
Alaska State Senate

State Capitol

Juneau, Alaska 99801*1182

Dear Senator Leman:

I'm writing to express my concern that nothing much seems to be going on with
respect to the development of the Northstar oil field.

| understand that any business arrangement that concerns hundreds of millions of
dollars, as this one does, requires intelligent deliberation. What | do not
understand is that this legislature — comprising as it does a majority of lawmakers
who, purportedly, arc aware of the priorities and needs of the state's major
industry — should in effect sit on its hands while a major source of jobs and state
revenues is frittered away.

Acquaintances have explained away the Republicans' lack of zeal as sour grapes
that stem from the fact that, so the story goes, the governor got there first. It's an
entertaining explanation, but | simply can't apply it to serious legislators such as
yourself.

If in fact there is serious deliberation going on and the pluses and minuses are
being added and subtracted, can you let us in on what's going on? Northstar
sounds, in short, like a good deal for everybody concerned. Can we get it passed
this session?

I look forward to your reply.

Harold Pierce
2535 Discovery Court
Anchorage, Alaska 99517
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Aprt 12. 1906

Sortotor Loren Leman, Chair
Soaato Resource* Committee
Rin. 113, Capitol

Junoau.AK 99801*1182

Dear Senator Leman and Members of the Committoo:

*n>0 Resource Development Cotindl (RDC) suPports the recently*

negotiated aQroomont nogarcing the Northstar cl field in the Beaufort Sea.

Tho economic incentives provided by the bfli transmitted to the Legfetafure

to authorize, a prove and ratlfYthe amendment of the Northstar UnitcJ and

K ileases wi enable BP Exploration (Alaska) to move ahead and Invest in
technology to dovelop the field.

RDC finds the Northstar pact a refreshing and promising development in
this era of budget cutting and decMrdng state revenues. Development of
Northstar wil Qonorato hundreds of mifions of new dollars into the stato
troasury from royalties and taxes and create hundreds of good new Jobe.
Those jobs wifi go to Alaskans, as wJ the contracts to build oil field
modules, similar to tho Iargo soaift-sized modules that In the pastwere
assembled in the Lowor 48. All of this activity wifi gonorate new economic
growth throughout the privalo soctor.

With the expansion of infrastructure, other known oil fields and prospoct* In
the aroa wui bocome more attractive, so It Is probable the success of
Northstar will load to addftonal development opportunities that might not
otherwise occur.

With only weeks remaining In this legislative session. RDC appreciates
your oonvndloo taking tha time and the aPproprlate steps to consider and,
nopofully, support the Northstar proposal. Thank you for your efforts to
amend tho Northstar leases to promote moro Immodato development, create
Jobs for AJaskan? and revenue for tho Stato.

Sincoroly,

RESOURCE DEVELOPMENT COA
for Alaska. Inc.

recutivo Director

cc House Speaker GaU Phillips
RDC Board of Directors

# TQTPL PAGE001 **
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To: Senator Loren Leman, Chairman, and members of the Resources
Committee. April 9, 1996

From: Jack Roderick - 162C Hidden Lone, Anchorage, 99501
(907)272-0089

Re: SB 310 - Northstar net profits
Beaufort Sea leases.

As state deputy commissioner of natural resources In 1977,1drafted the
oil and gas leasing amendment (which Included net profit leasing) used in
the December 1979 Joint federal -state Beaufort Sea lease sale. | am now
testifying as a private citizen o

Sixteen oil companies bid net profits in December 1979 on state Tracts
46 and 47, now at the center of the Northstar oil field. (All state tracts
carried a fixed 20 percent rﬁyalty, plus a fixed bonus payment.)

Union Oil of California offered 32, Fercent net profits to the 3tate on
Tracts 46 and 47. Shell and Murphy il bid 56 percent. Conoco, Placid (Hunt),
Cities Services, Oetty, OulfOll, and Texas Gulf bid 61 and 7 1 percent.
Texaco and Texas Eastern Exploration Co. bid about 00 percent on each tract.
Amoco, bidding alone, offered 71 and 02 percent. Amerada Hess, the high
bidder for Tracts 46 and 47, bid 93 and 91 percent, respectively.

Texas Eastern Exploration Co. bid on two other net profits Northstar
tracts with winning net profits bids of about 05 percent. Prior to assigning
tnese two Northstar leases to Amerada Hess in 1991, Texas Eastern and
Shell drilled several wells. Their Seal Island No. 3 well (‘capable of
producing oil In paying quantities)'" extended the leases under aunit
agreement. _ o

In 1995, BP made the business decision to buy Amerada Hess' and Shell's
Interest In Northstar for anundisclosed price and against unnamed
competitors. BP fell it could convince the 6overnor to abolish net profit
provisions InNorthstar leases and re-negotlate the lease terms. It was a
business decision that DP now wishes to justify. o

Under net profits leasing, government has access to financial data not
usually available to It. Sometimes more difficult to administer than bonus
and royalty bid leases, net profit operations greatly circumscribes the
operator's immediate net income _

~ Inexploration, acompanty prefers to lake mo3t of the risk so If a
discovery is made immediate income (compared to net profits) is received
by It. The risk inherent in exploring for commercial amounts of oil Is very
high, so large rewards should be given. This makes good busine-s sense for

both the operator and the state.
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However, Northstar la not an exploration prospect. It Is a development
project. Northstar is adiscovered oil field. It Is at least partially developed.
Five wells at Northstar are capable of producing oil. DP estimates that at
least 130 million barrels of oil can be produced from the field. (It 1sa
known geologic structure (K6S) and, as such, any leasing of It must be by
competitive bid.) _ _

eing a development and not on exploration project, the Ideal way for
Northstar to be developed In the state’s view Is by net profits. Using net
profit bidding on a partially discovered oil field was one of the situations
the legislature contemplated when, In 1970-1979, it passed the leasing
amendment that included net profits.

Under net profits leasing, the landowner (state) willingly postpones Its
Income until the operator recovers his costs. The operator thus has the
Incentive to increase his development and operating costs, thereby
lessening the landowner’s (state’s) net profit share. This so-called “gold-
Elatlng* - the operator’s Incentive to Increase costs when applied to a

nown oil field like Northstar works very much In the landowner s favor.

Northstar will have the first ever Beaufort Sea sub-sea pipeline. It will
nave the first ever production from anatural Arctic island. The state should
welcome the Idea of an operator having the incentive to spend more money
developing and operating such a Beaufort Sea oil field. The project needs to
be done right. Spending a few more dollars to do Ita;ic?ht benefits everyone.
Even contractors such as Veco and Arctic Slope - and even labor unions
will do better under net profits than under straight royalty leases. BP has
already sweetened the proposed deal with an offer of a "'supplemental
royalty* If and when oil prices rise, and it says it plans to already pax/é
state contractors more to manufacture Northstar modules in Alaska
such "In-sourcing’ could be expected under a net profits operation.

An example of how net profits works for government can be seen at the
Wilmington oil field offshore the City of Long Beach, California. \When this

lant oll field was discovered some three decades ago, five oil companies

HUMBS) bid more than 90 percent net profits to develope and operate It.
The City of Long Beach ana the State of California (and some 6,000 uplands
owners) have for more than thirty years been sharing net profit Income from
the field no premature proouction shut-down nas happened at Long Beach
Arco now owns the field, which 1s still producing more than 40,000 barrels
of oil aday, and the field Is expected to continue producing for another 10
to BByears

n-
e
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BP claims It won't develope Northstar unless all net profits Is dropped. |
think that If the legislature turns this deal down, BP would cither re-think
Its decision not to proceed or find a successor to develope the field. | don't
believe that BP would totall?/ abandon Its already substantial investment In
Northstar. it has already reduced Amerada Hess' and Shell's original
estimate of the cost of developing Northstar by two-thirds. Any successor
would be able to take advantage of these cost reductions. | believe another
compeny or group of companies could develope 130 million barrels of North
Slope oil ana make a profit. _

Ine proposed BP-state agreement Is sometimes presented as an all-or-
nothing deal. Either BP developed the field or no one will. AmorewlIn-win
scenario mlﬂht be for BP to produce the field under net profits for two
years, and then go back to the commissioner ana seek areduction In Its
royalty. This scenario is already possible under existing law.

The argument is sometimes maae mat if the BP-state deal is approved by
the legislature other companies, especially those with Beaufort Sea net
profit leases, will also expect to re-negotiate their lease terms. As a
practical matter, | don't think many operators will so seek to trouble
themselves and the Governor and the legislature, but If more Northstars are
developed - and there will undoubtedly be <ome In the Beaufort - more re-
negotiated lease deals can be expected. Likewise, bidders in future
competitive lease sales could feel that their opening bids were only the
first round in future negotiations with state officials And any substantial
future change in oil markets might find leaseholders seeking to re-negotlate
lease terms.

If the BP-slatc roEosed deal is turned down by the legislature and OP
falls to proceed al Northstar and Its leases are returned to the state,
competitive re-bldding of these tracts will reveal the leases’ true worth. If
Northstar is developed under net profits - cither by BP or someone else -
the slate will then know what the oil Is truly worth.
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DP says Ha main objection to net profits la that It would force BP to
prematurely shut down the Northstar field once the state's net profit share
kickcd-In. Rather ih*n produce oil still netting It 50 cents a barrel (after all
Its costs), BP say3 It would shut the field down. It says It doesn't want to
be In o position to prematurely shut-down an oil field, because such an act
would hurt BP's worldwide reputation.

| don't believe BP would shut- In ~field still making a net profit. | think
it would first find a successor (perhaps carrying less overhead than BP'9> 30
that production would be allowed to continue. BP would rather own the North
Slope oil than give It to a competitor. (Arco must be making some profit at
Long Beach; at least It owns the oil being produced.)

In any event, Alaska's state government would take an Interest In any
proposed premature shut-down of Northstar. If the field were still capable
of producing a profit for the state, It would see to It that its natural
resources were not being 'wasted*.

-0-
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ALASKA’S STFFL SOURCE. Fax Transmittal

3243 Commercial Drive — Anchorage, AK. 99501 — 907-278*5773 — Fax 907-274-2646
2132 Railroad Ave. ~ Anchorage, AK. — 907-276-4303 ~ Fax 907-276-3448

Please deliver the following pages to:

Nome: Loren Leman No. of pages:

Company: Senator From: Richard Faulkner
Date: 26 APR 96

Fax: 907-465-3810

Reference: North Star Oil Field

Comments:

I’'m writing in support of BP Exploration’s agreement with Governor Knowles to open the
North Star Oil Field and to express our full support here at STEELFAB.

STEELFAB is the largest steel supplier/fabricator in the state and employees approximately
forty people, year round. All ofour employees work, live and arc raising their fhmilics here in

Alaska.

STEELFAB believes that the opening of the North Star Oil Field would be very beneficial to
our economy in Alaska and should be viewed as very positive opportunity for the private
sector to continue business.

I’ll reiterate, STEELFAB and our families support BP Exploration in opening the North Star
Oil Field.

Sincerely,

Richard Faulkner
President

15t43
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Senator Rick Halford

Senator Steve Frank

Co-Chairs, Senate Finance Committee
Alaska State Senate

Juneau, AK 99801

Dear Co-Chairmen:

As you arc aware, | have previously corresponded with both the
House and Senate Resource Committees expressing my concern with
regard to the Administration’s proposal on the North Star Leases.

After extensive conversations with officials of British Petroleum, its
proposed subcontractors and members of the Administration, | am
convinced the concerns raised in my previous correspondence have
been eliminated and | now can strongly support the North Star
proposal as it is embodied in the World Trade and State/Federal
Relations committee substitute for House Bill 548.

My union along with several others have reached accord with
subcontractors on this project to utilize our Alaskan hiring halls thus
assuring a higher degree of residential hire than otherwise could
have been expected absent such an agreement.

Because of the record established by Chairman Barnes during the
World Trade Committee hearing conducted on April 29, 1996, |
believe the legislation before you will pass constitutional muster.
The review process established in the committee's substitute for HB
548 will keep this project under such a fine microscope that no
prudent company wishing to continue to do business in this state
dare violate it’'s spirit and intent.

Most importantly, BP's public commitment to utilize on-site
production and processing modules and its further commitment to



Senator Rick Halford
Senator Steve Frank
May 3. 1996

Page 2

fabricate those modules within Alaska is an exciting development as
other opportunities for future oil and gas exploration and production
present themselves such as the eventual opening of ANWR. Without
BP's public commitment this work most likely would have been
performed in Canada or Louisiana.

Thank you for your consideration of my position on this most

important matter. 1 urge you to pass the House World Trade and
State/Federal Relations Committee substitute without amendment.

Sincerely,

TEAMSTERS LOCAL 959

erald L. Hood
ccretary-Treasurer
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April 11, 1996

Senator Loren Leman
Chairman, Resource Committee
Alaska State Senate

Juneau, AK 99801

Dear Mr. Chairman and Committee Members:

| am writing to the Committee to express my deep concern with regard to the
Administration's proposal on the North Star leases.

While my concerns cover a broad range of subjects, Iwant to confine my comments here
to the issues of Alaska hire

As you know, in my position as Chief Executive Officer for the Teamsters Union in Alaska,
| have often been an advocate for the oil industry. We strongly support the
environmentally sound development of our natural resources We have been in the
forefront in the fight for lifting the oil export ban, royalty relief, and the opening of ANWR
for hydro carbon exploration and production.

W e did so in the belief this was good for all Alaskans and would enhance benefits to the
Alaska workforce. To date, v/hat we have seen is a continuing decline of employment
opportunities for Alaskan workeis in the oil patch. Statistics tell us Alaskans participating
in North Slope construction projects has dropped to its lowest level since the pipeline was
built.

The North Star agreement before you is extremely deficient when it comes to
strengthening the potential foi Alaskan workers Therefore, neither Inor my organization
can support itin its present form

We need greater assurances that Alaskans will be put to work. We need greater
assurances to affirm employment opportunities are made available to rural and native
Alaskans. Utilizing the employment of Alaskans not only ensures that maximum benetits
accrue to the state from economic development, it also reduces demands upon the state
such as unemployment insurance and public assistance Therefore, we urge stronger
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language to ensure Alaska hire is placed in SB318 and any other oil industry bills that
grant economic relief or production incentives. To not grant such assurance is an
economic downfall for all Alaskans.

Respectfully,

OCAL 959

Gerald L. Hood
Secretary-Treasurer

/kk
JH\North.Sta



Jacob Ci. Tuckcrman 1836 S. Salem Drive Anchorage, Alaska 99508

April 22, 1996

Mr. John C. Morgan APR 251996

BP Exploration (Alaska) Inc.
P.O. Box 196612
Anchorage, Alaska 99519-5111

Dear Mr. Morgan:

| received your letter asking for the support of Alaskans in changing the terms of the Northstar
oil lease. | generally support prudent oil development in Alaska.

| cannot support BP’s request to change the terms of the lease it purchased because BP is asking
for better lease provisions without giving concrete benefits to Alaskans. BP purchased the
Northstar lease knowing its terms. The proposed changes to the lease were undoubtedly negoti-
ated in good faith. It is my understanding that BP has not made firm contractual commitments to
start the project before the date required by the present lease, to hire Alaskans, or to build pro-
duction modules in Alaska. We all make promises: some are kept,... many are not. | would
much rather see BP’s promises secured by contract. The lack of binding promises, together v/ith
the sharp reduction in the State of Alaska’s ability to share in the benefits if production exceeds
estimates, argue strongly against changing the terms of the Northstar lease.

The oil companies in Alaska pointedly insist on having a stable business environment so that
they know where they stand. Alaskans can ask no less of the oil companies, BP included.

A contracting officer | worked with used to say that bidders shouldn’t get a*“second bite at the
apple”. It sure looks like BP wants that second bite, but doesn’t want to pay for it. The State and
Alaskans deserve fair consideration for any change to the present Northstar lease.

Sincerely,
copies to.

Gov. Tony Knowles
Rep. Kay Brown
Rep. Brian Porter
Sen. Dave Donley
Sen. Loren Leman
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Senator Loron Leman
Juneau, Alaska
FAX .465-3810

Several years ago in an irreverent play called "Sister Mary
Agnes gnawers All Your Questions” a young man asks an elderly nun
if God answers all prayers. Her answer is, "Yes, but sometimes
the answer is no." Governor Knowles must not have seen the play,
because his answer to DP's prayer is the wrong one.

Many people are watching your struggle to do the right thing

in the face of heavy opposition. All we can ask is that you do
your best to protect the interests and future of the State of
Alaska. The stakes are high and the deck may be stacked. But

you already know that.

Sheila M. Turner



UDELHOVEN

TO:

FROM:

SUBJECT:

QOilllole) Syslom Sorvtcor. icorporntod

MEMORANDUM

Senator Lorcr Leman

James Udclhoven, President
Udclli oven Qilficld' System Services, Inc.

NORTHSTAR LEGISLATION

11401 OUveUn*
Anchofaoe, Alaska 90515
Fax 907-522-2541
907-344-1577

The Northstar offshore field development is the most important issue before us this year.
The approving of Nojrthstar by the Senate, Mouse and the Governor will send the message
to the public that tlicfc is a spirit of cooperation between these important governing
bodies. It will be a positive first step in the development of marginal oil fields in Alaska.
Our industry can, if wc work together, carry Alaska into the next century and beyond.

Wec have a plan that provides,jobs, that provides a guaranteed return to the state of

Alaska. The decision you make today is a very important one, | ask for your

consideration and thd passage of Northstar.

An Alaskan Corporator*
Estabrshad 1970

North Distrel

PO Boi 340103
Prudhoa Bay. AK 90734
90/-659 2834

South District
PO Box 1129
SoWotna. AK 99569
907 262 9121
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Gov. Tony Knowles
Rep. Joe Green
Rep. Sean Parnell
Rep. Con Bunde
Sen. Judy Salo

Sen. Loren Leeman

Re: BP lease negotiations at Northstar

Dear Governor, Senators, and Representatives;

I would like to express my strong opposition to the recent
negotiations with BP concerning renegotiation of the net profits and
royalty terms of the Northstar oil field. | believe renegotiating the
terms for this field is a bad deal for the Alaskan resource owner and
is unfair to the larger oil industry. | work as a petroleum geologist in
Alaska and my objections to the Northstar deal are these two:

1. Probable reserve growth at Northstar

The proposed terms reported in the press show Alaska losing much
income from Northstar if eventual reserves are much larger than
estimated and receiving more income if the field is smaller than
expected. However, a typical oil field increases reserves between 2
and 3 times from the time of first discovery to last eventual
production. This reserve growth occurs because of initial
conservative estimates mandated by the SEC, by conservative
estimates by the company itself by application of unexpected, new
technology to existing fields, and sometimes by unexplained superior
performance of the reservoir. Many companies count on reserve
growth and work it into their future expectation and upside, even
though these are not officially booked reserves. Reserve growth of 2
to 3 times the original estimate is typical for the worldwide industry
and not unusual. On the North Slope of Alaska, every field of which |
am aware has experience dramatic reserve growth, with the possible
exception of the Lisburne Eield, discussed below.

Oil recover)' from Prudhoe Bay, Kuparuk, and Endicott Fields are now
far in excess of original expected recovery. Kuparuk is an example of
a field that has nearly doubled the expected producible reserves and



yields more oil than reservoir parameters would predict. A "fudge
factor” is used to increase expected output from wells because
experience has shown that the reserves are systematically
underestimated, even with very good reservoir data. These fields
that perform so well are clastic (sandstone) reservoirs and Northstar
is of this type. It is areasonable, based on past experience, for the
Northstar reserves to increase over its life and this increase will
likely be in the range of 2 to 3 times today's estimate. This would be
the expected case. It is exactly in this scenario that the Slate of
Alaska is giving up the most value in the current renegotiation and |
fear Alaska will lose much income in the long run.

The only exception to reserve growth for North Slope fields that |
know of is the Lisbume field, which is a carbonate (limestone)
reservoir, which is significantly different from the clastic reservoirs.
So far the Lisburne Field has been a disappointment and limestone
horizons have under performed. However, lower dolomite zones in
llie Lisburne were drilled in 1994 and the first well in these lower
zones has produced far more oil from dolomites than previous wells
in the limestone. This well (NK-26) has produced 1.2 million barrels
of oil in about 2 years and more wells are planned for this interval.
It remains to be seen if the Lisburne Field in the end will remain a

disappointment.
2. Level Playing Field

Exploration in Alaska is based on all companies having an equal
opportunity to bid and participate in the process. | find the process
of renegotiating freely bid lease terms offensive to fair play and |
fear it will in the long run tend to undermine the leasing process.
Amerada and BP were both well aware of the implications of the
lease terms at Northstar and willingly agreed to the lease
stipulations. If these companies made a poor business decision,
Alaska has no obligation to be a safety net for them.

| find it particularly offensive that BP is using a political process to
circumvent agreed lease terms. This approach rewards companies
that can muster the most political pressure and has the sharpest
negotiators. It also opens the political process to immense pressure
from the oil industry. If BP is successful, | would expect even* other
company to come with requests for relief and the State will be hard
pressed to deny these requests. We have already seen Unocal at the



table with relief requests for Cook inlet fields. The renegotiation
with BP feels like special treatment and a cozy relationship.

| feel if BP cannot develop Northstar under the very onerous lease
terms, the lease should return to the State and be reoffered under
new terms to all parties, including BP. This insures that everyone
has equal opportunity to participate and bid the value they feel is
appropriate. This system of leasing at both State and Federal levels
has historically been highly successful in generating high value for
lease tracts.

| appreciate the opportunity to express my views and thank you for
your consideration.

Sincerely yours

Gerry Van Kooten
4551 East 135th Ave.
Anchorage, Ak 99516
907-345-7900



BILLJ. ALEN
Chairman & CEO

APR 22 1%

21 April 19%

The Honorable Loren Leman
Alaska State Legislature
State Capitol (MS 3100)
Juneau, Alaska 99801*1182

Dear Senator Leman:

| sincerely appreciated the opportunity to discuss with you last
Friday, your concerns with the Northstar project. Your desire to
insure that Alaska residents will benefit from the project and long-
term opportunities for Alaskan contractors will be realized is
commendable, and a desire | share as well.

lam writing this letter to further clarify VFCO’S position regarding
the Northstar project. We see this project as a real advancement for
Alaskan contractors and Alaskan workers within the oil industry. On
past projects, fifty percent (50%) of the craft labor has been
performed in the lower 48 on all of the oil field facility projects. On
GHX2 alone, this amounted to over three million man hours. On the
Northstar project it is possible that one hundred percent (100%) of
the craft labor will be performed in Alaska by Alaskan contractors
employing available and capable Alaskans.

For years we have had to convince the oil companies that sea lift
modules could be built competitively within the State of Alaska.
With your support,the Northstar project will give us the opportunity
to prove our position.

I am confident that the oil companies are able to make some of these
marginal projects feasible by innovative approaches to the drilling,

design, construction and operating philosophy of these developments.

It is important that legislation does not unduly inhibit that freedom

VIGO GCCRRCRATION = O13W No™ vnIitFEtBIF = toetwi? AXONEIBAS « H <O E8IAL = fit (S0~ 81D



The Honorable Loren Leman
Page 2
21 April 19%

and flexibility. With the Nortlistar project, BP Exploration has
committed to making this new opportunity a reality.

| have had a long relationship with BP and have always found them
to be a trustworthy client. When they give their word, a contract is
not needed! BP is a major player in the oil business throughout the
world, and they have significant opportunities for investment in very
attractive projects. Alaska is lucky to have such a partner to Ik*in
business with, and to help us realize our Alaskan potential for
building our own infrastructure for modules utilizing our skilled
labor, which will be advantageous in world market competition.

Your full support of this negotiated agreement will help to make this
happen.

Sincerely,

Chairman & CEO

VICO CORPORATIOH



*

Marjc Witoon, Wotco Incorporated tt 907-276-6669 18]4/29/% 010:36 AM [3217

LUETCO

UJdotco Incorporated
Corr'spondonco Address

BOX 220569

Anchorag e, Alaska
2-0569

PIl: (907) 2764115
Fax: (907) 276-5859
e-mall: wilson@alaska.nel

Fecamile Tranamission

flpril 29, 1936

From: Mark IJilson

re: Alaska liendor and Alaska Hire for the Northstar
Project

Please supportlegislation thatencourages BP Exploration to

purchasegoods and seruices from Alaska uendors. Support

legislation that leads to employment of Alaska citizens.

Through legislation, craft incentiues for BP’ participation. Put
these requirements in writing as conditions of the project

deuelopment.

Aemain committed ----———-- let us know how we can help you in

this effort.

Thank you.


mailto:wilson@alaska.nel
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RUSH TO: Honorable Loren Leman, State Senate
FAX: 907 465-3810
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Mr. Jack E. Brown 283-4099
PO Box 7073

Distribution Affiliation Reg Voter
Nikiski AK 99635 05 self Y
Date POM Sent Constituency BUI'Number Response Subject

04/16/96 N SB 318 ~ Supports

| SUPPORT THE NORTHSTAR PROJECTTHB 548 AND SB 318) AND ENCOURAGE YOU TO WORK WITH BP AND
DNR TO MAKE fT HAPPEN. | ESPECIALLY ENDORSE THE CONCEPT OF JOBS FOR ALASKANS.

Ms. Verna M Lanting 333-7557
6438 Colgate Dr

Distribution Affiliation Reg Voter
Anchorage AK 99504 _ 60 Y
ate POM Sent Constituency Bill Number 'Responie Subject

04/16/96 N Opposes

ORTH STAR ROYAUTY CAN ALWAYS BEIlEDUCED. BP WOULD NEVER INCREASE ROYALITY. NO COUNTRY IN THE
JVORLD GIVES AWAY AN OIL FIELD. REMOVING EVERY JOB POSSIBLE FROM ALASKA IS BP. BP'S FULL PAGE

MFWSPAPFR AnVFRTNNG SHOIII D TFI |

JOUNORTH STAR IS THE SWEETEST DEAL IN THE WORLD FOR THEM.

Mrs. Carol Jensen

4800 E 112th Ave 272-4366
Anchorage AK 99518 DistrébGU“Oﬂ Affiliation Reg YVOter
nl/o/oc*"1 COn’muenc*/" Nu'™'>") Response Subject
N None OIL & GAS
AMHABTrIvr PROTFCTLn BREAKS' YOU ARE CONSIDERING DEMOLISHING FISH AND
HARP OPOLIROwWS ™  A?ARKAN AND EDUCATION WHILE SIMULTANEOUSLY GIVING AWAY OUR
IRE STILL ISN'T GUARANTEED.
AT, Edward P Slater 563-321 1
'0 Box 232532
Distribution Affiliation Reg Voter
Anchorage AK 99523 60 Y
ate POM Sent Constituency Bill Number' Response Subject
04/15/96 N J4g-5r«i® 6 3fS A Ixipports

AM IN SUPPORT OF THE RATIFICATION OF THE NEGOTIATED SETTLEMENT BETWEEN THE DEPARTMENT OF
TURAL RESOURCES AND THE OIL INDUSTRY.



Mr. Tom Lakosh fa 338-1606
PO Box 100648

. Distribution Affiliation Reg Voter
Anchorage AK 99510 ! 07 J
Date POM Sent Constituency Bill-Number Response Subject

04/09/96 N | SB 318 Opposes

PLEASE PROVIDF FOR A PUBLIC COMMENT HEARING WITH A TELECONFERENCE SITE IN ANCHORAGE. THIS BILL
VIOLATES MY CONSTITUTIONAL RIGHTS, UNDER ARTICLE | SECTION 5. BY IMPAIRING A CONTRACT. PROPER
PROCFDIIRF RFOIIIRFS DISSONITION OF

THE UNIT. REVERSION OF LEASES. AND RE-OFFERING OF THE LEASES PURSUANT TO COMPFTITIVE BIDDING

PROCEDURE THIS AUGUST.

Mr. Jerry McCutcheon 000-0000
PO Box 241623

Distribution Affiliation R g Voter
Anchorage AK 99524 60 U
Date POM Sent Constituency Bill Nu Response Subject

04715796 N

LAST WEEK AT A EIS HEARING, BP REFLfSEOTeTIISCLOSE THE AMOUNT OF OIL IN PLACE OR THE SIZE OF THE
STRUCTURE. REFUSED TO DISCLOSE OF GAS THEY ARE GOING TO FLAIR OR THE SIZE OF THE GAS CAP. NORTH
STAR HAS S TIMFS AS M ICH GAS

PER BARREL AS PRUDHOE BAY. THEY REFUSED TO DISCLOSE WHAT THEY WERE GOING TO DO WITH THE GAS.

Mr. Garvin Bucaria 271-2516
PO Box 870298

. Distribution Affiliation Reg Voter
Wasilla AK 99687 60 u
Date POM Sent constituency Bill_Nufpber Response Subject

04/18/96 N X"SB 318 7 Opposes

CANNOT CONCEIVE OF A SITJAJJONVYHERE | HAVE RECEIVED A PERSONAL LETTER FROM BRITISH PETROLEUM
THAT WOULD NOT BE IN THEIR BEST INTERESTS. | WOULD LIKE THE ORIGINIAL LEASE ARRANGEMENT SET BY

THF STATF TO RFMAIN IN PI AfF

THEY BOUGHT THE LEASE, LET THEM ACCEPT THE ORIGINAL CONDITIONS.

Mr. Samuel S Haywood 277-5329
2221 Muldoon Rd ##561

Distribution Affiliation R®0 Voter
Anchorage AK 99504 60 Y
Date POM Sent Constituency Bill Number Response Subject

04/18/96 N HB-5r48~ Supports
ALSO SB 318: ALLOW BP TOTIEVELOP NORTH STAR. I THINK IT MAKES GOOD SENSE.
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MAY 6, 1996

Senator VIAFAX TRANSMITTAL
Alaska Slate Legislature

Slate Capital

Juuoeau, AK 99801

Re: Approval of Northstar Development Proposal
Dear Senator:

Lam writing to you to request your support for the request nude by Br Exploration (Alaska) to
remove the net profit terms from the Northstar Units leases, ia exchange for other considerations.

| am an Alaska resident working for Air Liquide America,Inc. In Anchorage. This company
manufactures welding and medical gases,widly use by oil companies and most Industrial companies.

Each year our company produces welding gases such as oxygtn and acetylene to satisfied customer
requirements which keeps our plant running 24 hours 7 days a week during oar summer season.

| have supported our local economy for the last 7 years while working for Air Liquid/
America.

Keep me working! Please support this agreement and pass the legislation required to allow
northstar to move forward.

Thank you for your attention!

Sinceiely,

AIR LIQUIDS AMERICA CORPORATION Region OffU, + 6310 A'Ct'C Spue Roeo. AnchorsQ*. AK 99510-1346
Phone: (9071 SOM 530 ¢« ft* (907) 362-7960
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April 25, 1906 A 3
Sonator LojCfsJ VIA FAX TRANSMITTAL

Alaska State Legislature
State Capitol
Juneau, AK 99801

Ro: Approval of Northstar Development Proposal

Dear Sonator:

Iim vjriting to you to request your support for the request made by BP
Exploration (Alaska) to remove the net profit terms from the Northstar Units
leases, In exchange for other considerations.

| am an Alaska resident working for Quality Fabrication, Inc. In Anchorage. This
company fabricates structural steel, including tho structures for truckable
modules, for the oil companies, including BPX.

Last year our company wQikQd.Qver.100,000 hours on Qtl-fleldjrfllatQd projects
As an individual, Ilworked 4 months of 1995 on projects such as

Milne Point. This work enabled me to pay foi living expense* and other

goods and services In our local economy.

Keep me workingl Please supportthis agreement and pass the legislation
required to allow Northstar to move forward.

Thank you for listening!



MY o* 1336

Date: JJ1 %

Dear Senator: ~(+s t x  eVAYW

As a resident of the State of Alaska, | am writing this letter to express my sincere concern
with the ongoing stronghold that oil companies continue to have on our State. Hopefully,
this same stronghold is not on our elected representatives.

lunderstand there are several bills that the oil companies have been pushing through the
House and Senate this legislative session. The two most familiar ones to me are the North
Star and Heavy oil issues, both giving significant tax breaks or concessions to the oil
companies. lhave lived in Alaska for many years ard have watched many of our Alaskan
jobs go to non-residents of this State. Ifthe legislature is going to continue to give breaks
to these multi-million dollar companies, itseems only fair that we Alaskans get something
inreturn. The track record of these companies, with respect to local hire, speaks sadly to
the number of jobs we have lost over the years.

| support economic development, but not at the cost of further demise of our job
opportunities in Alaska. lurge you to represent the interests of working (or non-working)
Alaskans and ensure that any tax breaks or incentives that may be given to the oil
companies are done only with strong resident hire language. Nothing more, nothing less.
Who is to say these companies will not proceed to reap the profits of our great State and
then pull up stakes and move on. Ifjobs are not available to Alaskans, then maybe the oil
companies should move sooner, not later.

Your effort in assuring jobs for Alaskans is greatly appreciated.
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April 23, 1996

Senator / ( t>i A VIA FAX TRANSMITTAL
Alaska State Legislature

State Capitol

Juneau, AK 99801

Re: Approval of Northstar Development Proposal

Dear Senator:

| am writing to you to request your support for the request made by BP
Exploration (Alaska) to remove the net profit terms from the Northstar Units
leases, in exchange for other considerations.

| am an Alaska resident working for Quality Fabrication, Inc. In Anchorage. This

company fabricates structural steel, Including the structures for truckable
modules, for the oil companies, including BPX.

Last year our company worked over 1QQ.000 hours on olMIleld related protects.
As an Individual, | worked rL - months of 1995 on projects such as

Milne Point. This work enabled me to pay for living expenses and other
goods and services in our local economy.

Keep me working! Please support this agroement and pass the legislation
required to allow Northstar to move forward.

Thank you for listening!

Sincerely,
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April 25, 1996
Senator VIA FAX TRANSMITTAL

Alaska State Legislature
State Capitol
Juneau, AK 99801

Re: Approval of Northstar Development Proposal

Dear Senator:

| am writing to you to request your support for the request made by BP
Exploration (Alaska) to remove the net profit terms from the Northstar Units
leases, in exchange for other considerations.

| am an Alaska resident wording for Quality Fabrication, Inc. In Anchorage. This

company fabricates structural steel, including tho structures for truckablo
modules, for the oil companies, Including BPX.

Last year our company worked over 100.000 hours on oll-fleld related projects.
As an Individual,!worked J.J: _ _months of 1995 on projects such as

Milne Point. This work enabled me to pay for living expenses and other
goods and services in our local economy.

Keep me workingl Please support this agreement and pa99 the legislation
required to allow Northstar to move forward.

Thank you for listening!

Sincerely,
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April 25, 1996

Senator VIA FAX TRANSMITTAL
Alaska State Legislature

State Capitol

Juneau, AK 99801

Re: Approval of Northstar Development Proposal

Doar Senator:

| am writing to you to request your support for tho request made by BP
Exploration (Alaska) to remove the not profit terms from the Northstar Units
leases, in exchange for other considerations.

| am an Alaska resident working fo« Quality Fabrication, Inc. In Anchorage. This
company fabricates structural steel, including the structures for truckable

modules, for the oil companies, Including BPX.

Last year our company worked over 1QQOQO hoursjmoM Iflld related.protects,
As an Individual, | worked months of 1995 on projects such as

Milne Point. This work enabled me to pay for living expenses and other

goods and aorvicos In our local economy.

Keep me workingl Please support this agreement and past the legislation
required to allow Northstar to move forward

Thank you for listening)

Sincerely,
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iICIV iJ\ 1!Ji € +" C M1 R\ Q A A TONY KNOWLEJ, GOVERNOR

DEPARTMENT OF NATURAL RESOURCES 400 mloughbyavenue
: JUNEAU ALASKA 99*0U 1796

PHONE: (907) *>*2*00
OFFICEOF THE COMMISSIONER . fax. (907) *6S<u m

iVlarch 29, 1996

The Honorable Drue Pearce
Presidcni of the Senate
State Capitol, Room 111
Juneau, Alaska 99801-1182
MS 3101

The Honorable Gail Phillips
Speaker of the House

State Capitol, Room 208
Juneau, .Alaska 99801-1182
MS 3101

Dear President Pearce and Speaker Phillips:

The Governor recently transmitted a bill to you authorizing, approving, and ratifying
the "First amendment to the Northstar Unit oil and gas leases between the State of
Alaska and BP Exploration (Alaska) Inc. (BPXA)“ The Department of Natural
Resources (DNR) is providing you with this briefing paper in the hope that you will
find it useful in your consideration of the bill.

This paper gives a bnef history of the Northstar Unit and describes some of the changes
in circumstances wluch have occurred since the state issued the Northstar leases and
have led the administration to seek legislative approval of certain amendments to the
leases, primarily the monetary terms. The Northstar Unit is composed of five state and
two federal oil and gas leases located in the Beaufort Sea about six miles from Prudhoc
Bay It is the only joint state/federal unit in Alaska. According to BPXA and others,
one of the primary deterrents to development of the unit is the high state net profit share
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(NPS) which is in addition to the 20% royalty share. The state leases currently bear
both the highest reserves-weighted royalty, 20%, and NPS. 89%. of any unit in the
state. The amendments would remove the NPS terms of the leases and replace them
with a supplemental royalty which would vary dependmg on oil prices. .Also, BPXA
has guaranteed that the base royalty of 20% would remam unchanged for the life of the

field

Dunne the period from 19"9 to 19S3 when the state leased the Northstar Unit leases,
optimism reigned in the oil industry in general and the North Slope oil mdustrv in
particular Furthennore. the Northstar prospect was one of the state's best with some
estimates exceeding a billion barrels of recoverable reserves Dunng this time frame,
both industry and die state Department of Revenue (DOR) were predictuig North Slope
oil prices escalating to S"0 to SI100 per barrel by now Adding to the mix vvas the
legislature's authorization in 19"8 of several new leasing methods, including using a

NPS as a bid variable

The first North Slope lease sale after the authorization to use a NPS inediod was the
joint stateffederal Beaufort Sea lease sale 30 held in December of 1979 The four state
leases currently in the Northstar Unit were offered under the following terms: fixed
cash bonus, 20% fixed royalty, and the NPS as the bid variable In keeping with the
prevailing optimism, industrv bidding was very competitive with the winning NPS bids
ranging from 85.26% to 93.2% on the four leases. The two federal leases in the unit
were also leased at the joint sale carrying a 16 67 sliding scale royalty The bonus bids
for the two tracts exceeded S80 million Sale 30 was ihe only time that state leases
were offered with the NPS as the bid variable.

The fifth state lease m the unit was offered as pan of sale 39 held on May 17, 1983.
The DOR was still predicting ANS oil prices rising at roughly a 5.9% nominal rate to
§72.32 in fiscal year 1999 (when BPXA is currently stating it will begin Northstar
production). The lease was offered with a cash bonus as the bid variable, a 12.5%
fixed royalty, and a fixed 40% NPS The lease received tlirce bids with a winning bid



The Honorable Drue Pearce, President of the Senate
The Honorable Gail Phillips, Speaker of the House
March 29, 1996

ofS72 thousand. BPXA's analysis of the field currently has no oil reserves within the
unit allocated to this lease.1

Northstar Hxplorauon efforts began in 1982. Amerada Hess Corporation (AHC) held
the largest working interest in Northstar leases and was the operator. The working
interest owners drilled the first exploratory well in 1983 which discovered
hydrocarbons in the lvishak Formation, the same formation that produces the majority
of oil in the Pnidhoe Bay held Unfortunately, further exploratory drilling only served
to reduce the size of potential reserves.

By 1993, publicly available data pegged the high side for potential reserves at 300
million barrels. In a 1993 study, the United States Department of Energy (DOE)
concluded that Northstar "with the NP[S] in place is not economic for any of the oil
price cases." The DOE'’s economic analysis was based upon capital costs of S1.4
billion, a "conservative" estimate of 200 million barrels of recoverable reserves, and
higher oil prices than those forecasted by the DOR today. The DOE study stated that
the "greatest deterrents to the development of [Northstar] are confirmation of reserves
and the high net protit [share] applicable to the five state tracts." The study emphasized
the detcricnt to development caused by the NPS provisions stating they "add a very
significant burden to the economic viability of [Northstar]." Even before the DOE
study, AHC had approached the Cowper administration about economic relief for
Northstar, but was rebuffed.

Despite the increasingly pessimisuc picture, AHC and its partners drilled one more well
in the Northstar Umt in 1994 The results were not as good as hoped for, and reserve
estunates dropped to the current most likely estimate of 130 million barrels. AHC and

‘The next (and last) time the state offered leases with a NPS was rhe following year in 1984
There are currently 39 active leases on the North Slope with a NPS Only nine have production
allocated to them None have ever paid a NPS to the state
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its partners elected not to pursue the development ot the project Their decision not to
develop was based on die results of die 1994 drilling program, a reservoir analysis, and

the project economics

Following the decision not to develop, AHC and its partners attempted to sell their
interests to several prospective purchasers. Pv the end of 1994, BPXA had acquired
at 98.08 % interest in the unit with Murphy Oil retaining a 1.92% mterest.

Using innovative technical approaches and contractor alliances with Alaskan
companies. BPXA has reduced the former estimated capital costs from about SI 5
billion to only S350 million However, the deterri tu to development identified by the
DOE. the MPS, remained BPXA has informed the DNR that it "would not develop
Northstar under these [NPSL] terms" and mamtains that it "cannot risk its reputation
for prudent, world class development practices " with late life NPSL problems which
have a "high potential for premature field shut-in and revenue cessation ... " BPXA's
exposition of its NPSL problems are set forth in its Proposal and will not be repeated.

As a result of BPXA's problems with the lease's NPS provisions, it approached me
about modifying the lease terms in the spring of 1995. At that tune they generally
proposed an alternative which would remove the NPS provisions in exchange for early,
certain development and some form of additional payment to the state. | instructed the
DNR staff to enter negotiations with BPXA to see if an alternative could be reached
which would remove the perceived NPS problem, yet provide more certain, earlier
development, yield adequate compensation to the state, and set a goal of more Alaska
contracting and lunng. Additionally, I did not want an alternative which resulted in any
significant increase to BPXA's own estimate of a rate of return 0f21% for the Northstar

project
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Given the expected rate of return, | cannot say that the Northstar project is a marginal
one. |, however, believe BPXA'’s assertion that they will not develop the project under
the existing NPS terms. You will have to make your own judgment about that.

If you believe that they will not develop the project, | believe that you will determine,
as lhave, that the amendments negonatcd by the DNR and BP XA to the Northstar Unit
leases are in the best interests of the people of the State of Alaska. First. | would like
to share the DNR's economic evaluation with you. If one assumes that BPXA would
develop the field anyway with the NPS in place under the same expedited schedule as
BPXA currently proposes with full production starting in early 1999 and compares that
assumption with the same scenario but with a supplemental royalty in place, the
evaluauon shows that BPXA's rate of rcntm remains virtually unchanged while the state
receives S37 million in supplemental royalty compared to S85 million in NPS.: If one
assumes that BP XA would not develop the field on an expedited basis, full production
would not begin until 2002 at the earliest, as predicted b, he DOR, and the NPS would
be in place, and compares those assumptions with an assumption of full production in
early 1999 with the supplemental royalty in place, the evaluation shows that BPXA'’s
rate of return is slightly lower while the state receives S37 million in supplemental
royalty compared to $41 million, only a $4 million difference. Obviously, if one
assumes that development would occur, after 2002, the state would receive more under
the supplemental royalty method than the NPS method.

Second. | would like to explain some of the other aspects of the amendments which |
believe are beneficial to the state. The state is trading more speculative development
and revenues for more certain development and revenues. The revenues and economic
benefits to the state, which are substantial, will obviously be received sooner.

Estimated state revenues are S435 million. In addition, the North Slope Borough will

:1 had earlier reported to you that the NPS figure was S95 million, leaving a roughly S60
million difference Since tliat report an error in the model relating to the calculation o f abandonment
costs was fixed and the NPS figure is S85 million, leaving a roughly S50 million difference

5
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receive an estimated S42 million in ad valorem taxes. The state will be guaranteed the
highest royalty rate of any producing field for the life of the field suice BPXA has
agreed to never seek royalty reduction. Moreover, because of the increased oil volume
through TAPS, the per barrel TAPS charge will likely decrease benefiting all North
Slope fields and extending the life of TAPS. In addition to state economic benefits, the
project will provide substantial revenues to the federal government.

The amendments seek to insure this early development through a use it or lose it"
provision 1f BP does not receive project sancuon from their Board of Directors within
one year after legislative approval, they must return all of the Northstar leases,
including the leases containing certified wells. The leases could then be released.
Absent this provision. BPXA would be able to hold all of the leases until at least May

of 1998 and some for longei

Importantly, this project will result in the employment of the people of our state. The
Alaska Institute of Social and Economic Research and BPXA have estimated that the
project will create 500 direct construction jobs, approximately the same number of
indirect jobs, and up ic permanent operation jobs within the state. These jobs
would have a statewide benefit. Further, BPXA has committed to the administration
and the legislature to fabricate and assemble larger modules m Alaska if facilities are
available to build them The commitment is valued at S40 to S50 million. This
commitment will help .Alaska fabrication firms to expand their operations to
accommodate this project as well as other future development. The terras of the
agreement call for BPXA to employ .Alaska residents or contractors. BPXA also
voluntarily agrees to adopt a program to hire Alaska residents including advertising
locally and using Alaska job service organizations. Furthermore BPXA has agreed to
"use best effors to contract with Alaska firms and fabricate modules in Alaska,
whenever feasible." The project will also have unquantifiable benefits. Northstar will
be the first truly offshore Arctic development including the first Arctic subsca oil
pipeluie. Northstar could be used as a model for other small offshore North Slope field
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developments. Lfit demonstrates feasibility, it could increase die bonus bids at future
state lease sales.

hi sum, Lhelieve that the amendments will provide the state substantial benefits while
requiring that it give up little. | believe that the amendments are in the state's best
interests. The administration seeks your help in making the Northstar project a
certainty. My authority under current law to grant the relief requested is questionable.
Hie Department of Law has concluded that the prudent course of action is to seek the
legislature's approval of the amendments deleting the NPS provisions of the Northstar
Unit leases. 1welcome a candid and public debate regarding the amendments and urge
your favorable consideration The alternative is delay and uncertainty
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TONY KNOWLES. GOVERNOR

DEPARTMENT OF NATURAL RESOURCES
3601 CSTREET. SUITE 1380

ANCHORAGE. ALASKA 99503-5948
DIVISIONOF OILAND GAS PHONE: (907) 762-2549

History of the Northstar Unit

The Northstar Unit (NSU) includes five Stale of Alaska oil and gas lea. /s covering approximately
23.343 acres and two federal outer continental shelfoil and gas leases covering approximately 7404
acres. The leases arc located approximately 8 miles from shore and 23 miles from Pump Station No.
| in water 40 feet deep. The NSU is the first unit in Alaska's Beaufort Sea to be jointly managed by
(lie State of Alaska. Department of Natural Resources (DNR) and the federal Minerals Management
Service (MMS). All of the NSU leases were issued as a result of cither the Joint State/Federal
Beaufort Sea Lease Sale held on December 12. 1979. or the state Lease Sale No. 39. Beaufort Sea,
held on May 17, 1983.

Four of the five state leases were issued on state lease form DMEM-1-79A (Net Profit Share). The
four leases acquired in thejoint state/federal sale, were BF-46 (ADL 312798). BF-47 (ADL 312799),
BF-56 (ADL 312800). and BF-57 (ADL 312809). They were offered under the following lease sale
terms: fixed S875/acrc bonus. 20% royally, and a variable NPS (the bid \ariablc). The remaining
State lease was issued on State of Alaska lease form DMEM-4-83 (Net Profit Share). The fifth state
lease. 39-01 (ADL 355001). was offered under the following terms: bonus (bid variable). SIO/acrc
minimum hid. 12.5% royalty, and a40% NPS. All of the NSU state leases involved include a nci

profit share as well as a royalty share.

The NSU outline is shown m Attachment 1. The original working interest owners (W10s) in the
NSU were the Amerada Hess Corp (AHC). Enterprise Qil. Murphy Qil USA. and Shell Oil
(SWEPI). In 1990. AHC acquired Enterprise Oil's inteiest in the unit for $2 million. The
participating interest is shown in Attachment 2.



A joint exploratory agreement among the original W10s resulted in the construction of an offshore
gravel island. Seal Island, on ADL 312799 in 1982. From Seal Island, in 1983. the WIOs drilled
BF-47 #1 (Seal #1). which discovered hydrocarbons in the Ivishak Formation, the same formation
as the primary producing horizon in the Prudhoc Bay field. A confirmation well. 0CS-Y-181 #1
(Seal #2). was drilled in 1984 and was followed by another confirmation well. BF-57 #1 (Seal it3).
which was completed in 1985. In that same year, however. 0CS-Y-180 #1 (Seal #4) drilled on
Amoco's federal lease, was a dry hole.

In 1985*1986. Amerada Hess constructed another cravel island in the unit area. Northstar Island on
ADL 312798. and drilled a stepoui well. BF-46 #1 (Northstar #1). to the northwest. BF-46 #2
(Northstar #2) was also drilled in 1986, but was abandoned due to downhole mechanical problems.
To date, a total of six wells ha\e been drilled into the Ivishak Formation within and adjacent to the
NSU. Attachment 3 shows the unit area with the Ivishak wells within the NSU.

The NSU Agreement was approved with a five year plan of development that required specific work
commitments throughout the initial five-vcar term of the unit (see Attachment #4 and #5). The
initial term of the unit coincided with the five year plan of development (POD): that is. January 24.
1990 through January 23. 1995. As part of receiving State approval of the NSU. the State lessees
were permitted to make progressively larger annual payments to the State in lieu of drilling a well
during the initial POD. The extension fee payments were to be paid by the State lessees to the State,
unless the fee obligation was extinguished by the drilling of a well within the unit area. The
payment schedule was: (1) January 31. 1991 - SI million ; (2) January 31 1992 - S2 million: (3)
January 31. 1993 - S2 million; (4) January 31. 1994 - S3 million: and (5) January 31. 1995 - S4
million. Since AHC did not drill the Northstar #3 well until early 1994. their total extension fee
payment amounted to S5 million.

Including the state leases in the NSU agreement effectively extended the five state leases past their
primary term. Sre ADL 312799. paragraph 5(b) and ADL 355001, paragraph 4(b). Absent
inclusion in a unit, ihe two leases without certified wells on them would automatically terminate on
February 1. 1990 for ADL 312799. and on August 1. 1993 for ADL 355001. See ADL 312799,



paragraphs 3.4 and 5; and ADL 355001. paragraphs 3 ard 4. The leases with certified wells would
continue in c~cct unless the state ordered the W10 to produce them and the W10s did not do so
withinareenahble time which could not be less than six months. Sec ADL 3 12799. paragraph 5(d)
and ADL 355001, paragraph 4(d). Following a reasonable period of time, the state would have to
institute a legal proceeding to terminate those leases. See ADL 312799. paragraph 28. and ADL
355001, paragraph 20. The state leases with wells certified capable of production in paying
quantities are ADL 312798 (Northstar #1), ADL 312799 (Seal #1), and ADL 312809 (Seal #3). So
long as the W10s complied with the NSU Agreement, including its POD. none of the leases would

terminate.

In early 1994, AHC drilled an Upper Kuparuk "C" Sand prospect within the NSU. This well.
Northstar #3. was plugged and abandoned. This was the only well drilled within the NSU since the
Northstaritland # 2 wells in 1986. During initial unit term. AHC always complied with the NSU
POD.  The work commitments were performed on time and the results of t
petrological/pctrophvsical. production facilities design, and reservoir engineering studies were

provided to the agencies.

After drilling the Northstar #3 well, AHC and its partners elected not to pursue the development of
the NSU. Their decision not to develop was based on the results of the 1994 drilling program, an
analysis of the reservoir, and the project economics. In June of 1994, AHC briefed the DNR and the
MMS on its decision. See correspondence. As both islands. Northstar and Seal, experienced severe
damage during the 1993-1994 winter, they decided to abandon the islands. The abandonment of
the islands took place in July-August 1994,

Following the decision not to develop the NSU. AHC and Shell Frontier Oil & Gas Inc (SFOGI)
attempted to sell their interests to several prospective purchasers. Correspondence. Also in late
1994. DNR sent AHC a notice of default. Correspondence. Also in late 1994. BP Exploration
(Alaska) (BPXA) entered into discussions with AHC and SFOGI for acquisition of a working
interest and opcratorship of the NSU. By theend of February 1995. agreements were reached with



AHC for their 80.85% interest and SFOGI's 17.23 % interest in the NSU. Correspondence. The
current working interest ownership in the NSU is BPXA 98.08% and Murphy Oil 1.92%.

On January 13. 1995. BPXA requested the DNR and MMS approve a nincty-dav extension to the
notice of default. Attachment 14. Effective January 19.1995. the DNR approved assignments of the
state leases from AHC to BPXA. Correspondence. On January 20. 1995. both the DNR and MM S
approved BPXA as successorto AHC as unit operator. Correspondence. On January 24. 1995, the
DNR and MMS approved the request for an extension. Correspondence.

On Jir.uary 23. 1995. the day the NSU was to expire. BPXA. as the new NSU operator, submitted
a proposed two-vcar POD lor the NSU. BPXA stated that with more time it could submit a more
detailed and decisive plan. BPXA's request for an extension to file another POD was approved by
both the DNR and the MMS until April 30. 1995. to allow BPXA additional time to conclude its
acquisition of SFOGI's and Murphy's interest ( Murphy did not sell its interest )in the NSU and to
formulate a new POD. The DNR sapproval was conditioned on BPXA making its technical staff
available to DNR's representatives and working with the DNR and the MM S to find an acceptable
NSU POD during the extension period. Correspondence.

On March 30. 1995. BPXA submitted the revised POD and a request to extend the NSU Agreement
for a three-year term coincident with the POD term. Correspondence. The revised POD and
extension until April 30. 1998 was approved by the MMS on May I. 1995 and conditionally
approved by the DNR on June 2. 1995. Correspondence. As pan of the conditional approval. BPXA
was required to submit annual program rcpons and a Final repon to the agencies that synthesizes the
data and studies performed by BPXA during the extension period and BPXA's conclusions and
recommendations regarding the development of the NSU. Correspondence. The POD docs not
require BPXA to stan production dunng the three-year term. Assuming BPXA complies with all
of the conditions of the second POD. the unit will not expire until April 30, 1998
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