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BEST CASEDEVELOPMENT SCENARIO

TRANS-ALASKA GAS SYSTEM

PREPARED BY YUKON PACIFIC CORPORATION'

The construction and operation of the Trans-Alaska Gas System and sales of Alaska's
North Slope natural gas are critical to Alaska's future. State revenues, local
government revenues, private sector jobs, contracts for .Alaskan businesses, and use of
the gas for residential and commercial purpose? along the pipeline corridor all hinge
upon conclusion of a unified proposal to present to the Asian markets.

Representatives of these Asian markets have recently substantiated that a market now
exists for .Alaskan gas and that if we do not move quickly to meet this market demand,
they will have to make commitments to other competing projects.

The Alaska Legislature recently unanimously passed a resolution in support of the
project which established an interim Legislative working group to "track progress and
assist the transportation permit holder, the working interest owners of the Prudhoe Bay
and Point Thonpson units, and the administration in developing a unified proposal for

presentation to the Asian market."

This resolution was supported by the Alaska Municipal League, the .Alaska AJFL-CIO,
the Alaska Environmental Lobby, the Fairbanks North Star Borough, the .Alaska
Trucker's Association, the Fairbanks North Star Borough, the City and Borough of
Juneau, the Bristol Bay Borough, the Southwest Marine Pilots and others throughout

Alaska.

Korea and Taiwan have already signed letters of intent to purchase .Alaskan gas and
President Clinton also promoted .Alaska North Slope gas sales in Japan on his recent

mission to Asia.

Many of the components of this project are already in place. What s the best
case development scenario for the earliest completion of this project?

PERMITTING:

Environmental permits are a major uncertainty in any large scale development project.
Fortunately, in this instance, Yincon Pacific has already obtained all the permits and an
export license within the existing pipeline corridor. This process took 10 years to
accomplish. Any alternative to this route would have to start from scratch to seek
permits which would delay beginning of this project for at least5 years. The
participation of Yukon Pacific Corporation is critical to any near tenm Alaska LNG

project.



NEGOTIATION' OF COMMITMENTS TO SELL GAS:

This is the most pressing component of the project at this time. Until the working
interest owners on the North Slope actually agree to put Alaskan gas on the market this
project cannot move forward. There are several options to conclude these agreements.
First the major oil companies could agree to let Yukon Pacific market the gas and agree

to a sales price and production schedule.

As an alternative they could join as ownership partners with Yukon Pacific to jointly
present this project to the Asian markets. Yukon Pacific has offered up to 75%
ownership of TAGS to the oil companies or other investors.

If due to reinjection requirements, or the Issues Resolution Agreement, the oil
companies cannot market their gas before 2005, Point Thomson could lead the
proauction required for this project to begin, and the oil companies could agree to bring
Prudhoe Bay production on line after 2005.

NEGOTIATE SALES CONTRACT WITH .ASLAN MARKETS:

Korea and Taiwan have already signed letters of intent with Yukon Pacific to buy
Alaskan gas. Representatives of Japan National Oil Corporation who recently visited
Juneau indicated their interest in Alaskan gas and encouraged Alaskans to present a
unified proposa' to them for their consideration. President Clinton also promoted sales
of .Alaskan gas on his recent mission to Asia. Long term contracts (20 to 30 years) need
to be negotiated to facilitate financing of the project.

NEGOTIATE TAGS OWNERSHIP .AND FINANCING:

This component would involve establishing an ownership and management structure
for the project. This will be partially determined by the investors of the project. Total
costs and returns from the project need to presented to potential financiers including
Yukon Pacific, the oil companies, banks, and end users of the gas. .Although it is not
required to secure adequate project financing, the State of Alaska may want to consider
investing in the project if it can be shown that the State can achieve a higher rate of

return than its existing investments.
NEGOTIATE PROJECT LABOR AGREEMENT:

Yukon Pacific has stated its willingness to negotiate a project labor agreement for the
project to ensure availability of qualified workers and to ensure maximum Alaskan
hire. A no strike clause will be an essential part of this agreement.

COMPLETE FINAL ENGINEERING:

Preliminary engineering has been completed but final engineering and construction
blueprints need to be completed. During this phase all oportunities for shared facilities



with existing pipeline operations need to be considered in an effort to lower costs of the
project.

CONSTRUCT PIPELINE .AND LIQUEFACTION PLANT:

Estimated construction schedule is five years from start to completion. This phase will
overlap to some degree with the 2-3 years required for final engineering and design
discussed above. TTie pipeline will be buried except for occasional stream crossings.

CONSTRUCT LNG TANKERS:

Construction of the initial vessels required is estimated to take 2 years. New tankers
will be phased in as production ramp up occurs.

NEGOTIATE IN STATE USE OF NATURAL GAS:

This would include local distribution companies and potential industrial users
including petrochemical production, etc

CONSTRUCTION OF IN STATE NATURAL GAS FACILITIES AND PIPELINES:

This construction would be timed to coordinate with completion of the main gas line.
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Cost Contp”™rison

Production  [Estimated Cost  Cost in Capital M

Project (MMTPA* ) $Billions per MM er MMBTU
Alaska TAGS
TAGS at higher cost
Qatargas
Natuna Island
Sakhalin

million metric tons per annum
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SA G S Competition is O ther

Undeveloped Gas Fields in:

tot-up Dale Annual Vojuiiio
Qatar (Qatargas & Rasga.s) - Mobil 6-10 MMTA
Indonesia (Natuna Island) - Exxon ISMMTA

Sakhalin (Russia) - Exxon x2, Marathon/Shell
Yemen - Exxon

Papua New Guinea - H I

Oman -Shell

Australia - Shell, HP

Each host country (together with the private gas producers shown abowe) is
actively promoting its project as the next post-2000 I.Nil supplier to Asia.
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TRANS ALASKA GAS SYSTEM ENVIRONMENTAL REVIEW COMMITTEE
750 W. Second Ave., Suite 104
Anchorage, AK 99501-2167
(907)279-8247 Fax 274-4145

February 3/ 1997

The Honorable Rick Halford, Chair
Senate Resources Committee

State Capitol

Juneau, AK 99801-1182

Dear Mr. Chairman and Members of the Resource Committee:

The Trans Alaska Gas SyBtem Environmental Review Committee would
like to thank you for holding a hearing on HCR 1, relating to the
sale of North Slope natural gas.

The Environmental Review Committee consists of individuals
representing environmental -organizations up and down the pipeline
corridor. For the past 9 years, the TAGS Environmental Review
Committee has been working with Yukon Pacific to identify and
reduce impacts associated with their North Slope gas export
project Yukon Pacific has shown a commendable willingness to
address our concerns. Furthermore, Yukon Pacific has indicnted
that they can build their project within existing state and
federal regulations. Yukon Pacific has even committed to meeting
the no-net-loss provisions of federal wetlands regulations. Only
time will tell whether they will honor these commitments, but for
the present we are satisfied with their words and deeds.

For these and other reasons, we urge this legislature to send a
strong message to the North Slope leaseholders that there will be
no further talk about duplicating permits. It is a little
disingenuous for the leaseholders to rail about government
duplication and then suggest that they should be able to redo
eight years®™ of permitting. Those of you who want to see a
project probably realize that even with Yukon Pacific 3 permit
and marketing acumen, Alaska risks missing out on the 2005 market
window. This talk is no more than a delaying tactic and
indicates just how much the leaseholders still need to learn

about the LNG business.

Yukon Pacific has testified that despite having obtained all the
major project-wide permits, it still needs to obtain another 850
pormito boforo it can proceed. For this reason, we urge the
legislature to continue to fund the natural resource agencies at
least at current levels. Further reductions virtually guarantee
that the state will not have on staff sufficient expertise to
adequately review theBe 850 permit applications and ensure that a
gas export project 1is built the way it can and should be. The
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natural resource agencies we are referring to include the
departments of Natural Resources, Environmental Conservation,

Fish & Game, and Law.

Furthermore, the legislature must ensure the continued
Independenge of the JUlasha Oil & Gas Conservation Commission*
The AOGCC hearings on the Prudhoe Bay Unit over the past two
years are largely responsible for the little movement the North
slope leaseholders have exhibited in gas sales. IT the
Department of Law had had the budget to provide the AOGCC with
legal representation perhaps this resolution would be moot.

He urge the legislature not to roll back regulations and pressure
the natural resource agencies not to enforce various the
regulations that we do have. In the past, this has been
exceedingly counter-productive and wasteful. One need look no
further than the Exxon Valdez oil spill to see why. In the
1980s, Alaska ™ politicians and regulators refused to confront
the catastrophe in the making in Prince William Sound. By not
asking for improvements in vessel tracking and escort systems,
the legislators and regulators thought they were doing their
friends in the oil industry a favor. But rather than save a few
million dollars per year, this favor ended up damaging the
environment from Cordova to Katraai, destroying several vital
fisheries, and costing one company at least $7 billion.

But wait,, it gets worse. As a result of the spill and the
penalties, this company seems unwilling to invest another
discretionary cent m. the state of Alaska, and that compsuy just
happens to own more gas on the North Slope than all the other
companies combined. N the mistaken belief that they help
industry by giving industry whatever it wants, some politicians
and regulators created a situation that may ultimately result 1in
Alaska missing out on its best shot to market several hundred
billion dollars of North Slope natural gas. And of course, if
there is no gas for Tokyo, there won X be any gas for Fairbanks,

for Anchorage, or for Tok.

A similar attitude has resulted in the closure of both of
Southeast Alaska®s pulp mills. By not requiring the mill
operators to comply with existing air and water quality
regulations, the mills postponed making the associated

incremental pollution abatement investments. When it finally
came time to comply, management declined on the grounds of
expense and closed up shop. In other words, they took the money
and ran.

In addition to still having an inadequate tanker escort situation
in Prince William Sound, Alaska currently faces a Bimilar
situation on the oil pipeline. In the past five years, three
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separate studies by Institutions as reputable as the Government
Accounting Office (GAO) have documented massive safety problems

on the oil pipeline. Alyeska has at times said as much. One
report concluded that the pipeline was an accident that had found
a place to happen. Despite all this, the state has refused to
even acknowledge the problems. Ask yourself*what would happen
to the prospects of building a natural gas pipeline across Alaska
if Alyeska has a catastrophic failure tomorrow? If you think the
answer is, "No problem!™ think again*

To put it simply, the properties of LNG are poorly understood.

In fact, a year ago, Arco % Kevin Meyer compared its explosive
hazards to that of atomic bombs. And Arco wants to co-site the
LNG facility at the Alyeska pipeline terminal? Ask yourself what
kind of media campaign people intent on. killing a gas export

project could build around those kinds of statements. According
to the Anchorage Daily News, Alyeska wants to get an oar in the
water so it can build and operate a gas export facility. We

don*"t know about you but talk of commingling the oil terminal and
the LNG liquefaction facilites make us extremely nervous.

The North Slope lease holders talk about fiscal certainty is
beyond belief. These are the same companies that are going all
out to develop competing projects 1in Indonesia, Sakhalin, in
Yemen? Give us a break. The lease holders talk about how many
times Alaska has changed its tax policies to th9ir disadvantage.
Give us a break. .0Only a few times have any legislature changed a
tax policy without the leaseholders®”™ blessings. And even then,
these leaseholders have made scads of money from Alaska®s oil.

For example, a recent master thesis from the University of
Wisconsin concluded that the per barrel profit provision from the
pipeline tariff leads to overcharges of $4.9 billion during the
life of the pipeline. Furthermore, over-deductions for
Dismantlement, Removal, and Restoration (DRSR) give carriers $9-
$13 billion too much. Finally, debt-trending overcharges amount
to some $6 billion. That is a total of $20 billion in
overcharges right there. And that 1is in addition to all the
profits they®"ve made on the North Slope and all the profits
they*ve made shipping the oil out of Alaska and refining and
distributing it Outside. And these are our partners?

The producers talk about the need for a constitutional amendment
to guarantee fiscal certainty. Fiscal certainty is a non-issue.
If the Japanese are willing to do business in Qatar and Abu Dhabi
and what is left of Russia, we seriously doubt that they are
worried about fiscal certainty in Alaska. But they probably are
wondering when the leaseholders are going to get around to

offering gas for sale.
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whenever they talk about fiscal certainty, the leaseholders talk
about regulatory certainty. Regulatory certainty is a non-issue.
Yukon Pacific, the promoter of the only North slope gas export
project that we know of, has already indicated that they can
build this project within the existing regulatory framework.

Recently, both the Anchorage Daily News and Fairbanks News Miner
have editorialized that the state should be very careful about
fiscal concessions for a gas export project, that there will be a
host of impacts from a gas construction project, and that the
people of Alaska should receive something in return. The
Environmental Review Committee couldn ™ agree more. There xb
couple of hundred billion dollars of gas on the North Slope.
Yukon Pacific says that an export project is economic and
competitive at 14 million tons per year (mmtpa) without fiscal
concessions. Yukon Pacific has testified repeatedly that
expansion beyond 14 million tons will be make this project very

lucrative for investors.

One has to wonder why the Administration continues to arbitrarily
provide consultants with assumptions that put Alaska gas sales at
a distinct disadvantage to Alaskals competition in Sakhalin and
Natuna. These maneuvers aid and abet foot-dragging. They
position the lease holders for another unwarranted raid on
Alaska®s natural resource wealth. The leaseholders seem not to
understand that the Japanese negotiate on the basis of ooet. If
the state lowers the cost, it just means that the state will get

that much less for its gas.

When it comeB to North Slope gas sales or any other disposal of
public resources, it seems incumbent upon both the state and.the
legislature to live up to its fiduciary responsibilities. The
legislature and Administration should support the efforts of
those companies that are willing to operate within® existing
frameworks rather than those companies who so often admit that
they can make money on a given project but refuse to undertake it
absent additional fiscal incentives and concessions.

Finally, the Environmental Review committee urges the legislature
to focus on North Slope gas exports. When you consider the long—
term impact on the state treasury and Alaska®s economy, all the
legislation introduced in the past five years doesn®t amount to a
hill of beans compared to the importance of North Slope gas

exports.

In summary then, the Environmental Review Committee urges the
Senate Resources Committee and the Twentieth Legislature to:

& terminate talk of duplicating permits,
. fund and support the missions of the state®"s natural
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Thank you,
Committee,

February 3, 1997

resource agencies.

Support the enforcement of Alaska®"s environmental
regulations.

Use your influence to force Alyeska to correct the
hundreds of problems still threatening the safety of
the oil pipeline and its workers.

Demand improvements to the escort tug system in Prince
William Sound now.

Tell the leaseholders that fiscal and regulatory
certainty are non-issues.

Be very careful about entertaining any discussions
about fiscal concessions.

Mr. Chairman and members of the Senate Resource
for your attention. In regards to IICR 1, a resolution

relating to North Slope gas sales, the Committee agrees that
North Slope gas sales is one of, if not the, biggest issues
confronting the legislature and the people of Alaska. And we
urge you to pay it the attention it warrants.
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Memorandum of Understanding Relating to the
Proposed Alaska North Slope Gas Project

Among the State of Alaska, ARCO Alaska, Inc.,

JF
BP Exploration (Alaska) Inc.,and Exxon company, U.S.A.

This is a Memorandum of Understanding (Memorandum) among 'he State ofAlaska, acting
through the executive branch of state government (State), and the three largest workinginterest
owners in the Prudhoe Bay Unit. .ARCO .Alaska. Inc., BP Exploration (.Alaska) Inc., and Exxon
Company, U.S.A. (Producers), who are some of the potential sponsors of a North Slope gas

project. (Together the State and the Producers are referred to as the Parties.]

ILIntroduction

The Parties wish to pursue establishing a viabiefproject to produce gas from the Alaska North
Slope and to transport that gas-tair%arketsiirfh e FarEaSt (“Alaska North Slope Gas Project”
or “the Project”) and theffipi'irealize valuofdifthe Parties’ respective interests in that gas. The
Parties mteajd to.take a senesofactions, both separately and together, to pursue the .Alaska
Nonh Slope (*"Hoject.
w
In addition to potential public and private revenue, the construction and operation of the A'aska
NorthuSlope Gas Project 6i possibility of a significant number ofjobs for Alaskans and

natural gas for Alaskan communities.

The three Producers are pursuing their private economic interests with respect to this Project. The
State is charged with pursuing and protecting the public interest and promoting the public benefits
pertinent to this Project. The Parties will exp iore the steps they can take individually and together

to harmonize the Producers' private interest j and the State's public interest relating to the Project.

State-Producers  temoramium of 1 ndersiandng
Pa?e 1
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The Parties recognize that the State and the Producers have a contractual relationship through the
lease of State lands. The Producers have the right to continue to hoid their ieases so long as they
operate those leases pmdentlv and produce oil and gas from them with reasonable diligence. The

State believes the Producers are currently complying with these obligations.

The Parties agree that the following constitute the latest assumptions pertinent to the Project:
‘A" F

1. The most recent capital cost projection (excluding interest during constaiction) is about
S15 billion in 1995 dollars:
2. The prevailing nominal market price for liquefied natural gas (LNG) delivered to Far
East markets in 1995 dollars is about S3.50 per million BTUs; and
3. The LNG product volume tentatively planned for the Project (about 14 million metric
tons of LNG per year) is as follows:.2-3 million metric tons of LNG during the first year
of operation, increasing by 2-3 million metriAc tons plgtycgr until the full volume is reached

in the sixth year of operatior*lcontinuing at that volume for the life of the project.

eiisf ga.  Jmr
The Parties:!* ieve the Prcn”s Chance o fAcess wiil be enhanced if:
. NGN
plpk

I. The Project can be constructed for substantiallv less than the projections specified
abovftrftrrfe (K
ipThe;.NG froratherProject can be marketed for prices substantially above the price
. prevailing during 1995f
Fi 3. The full volume of LNG available from the Project can be placed in the market more
. srapidly than in the schedule set forth above.
# The Project is subject to an appropriate fiscal and regulatory environment that is stable

and certain over a long period.

Statc-Producars Memorandum d*F*rnderstandtne
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The State s current fiscal system applicable to a project of this type includes a royalty interest,
production tax. property tax. conservation and surcharge tax. and corporate income tax (Project

State Fiscal System).

The Parties will examine whether modifications to the Project State Fiscal System might
significantly improve the economic feasibility and competitiveness of the Project. The Producers
represent that such modifications may be necessary to make the Project either economically
feasible or competitive in the market or both. Ifany of these propositions is true, then
modifications to the Project State Fiscal System might be necessary for the State to receive value

for its interest in the North Slope gas resource. $F

Any changes to the Project State Fiscal System must be consistent with the public interest and the

[<# AN .
legislature’s duty to provide for the use. development and conservation of all natural resources

. i w -S
lpw m m

- 3m M . .
The State has retained a consultant; Pedro VaitMeurs and Associates, to evaluate the Project
: N , : . .
State Flsan.Syst_t;(m and, .i"p ol late, to r(\)n%er!llv%)ornmendatlons for possible changes in that

system to enhanceithe possibiKty that the Project will be built.

The major pureses of£this Memorandum are to assist (1) in evaluating the need for and. if
needed, the timing of modificadofts to the Project State ~:scal System: (2) if appropriate, in
developing proposals for modifications to the Project State Fiscal System: (3) if appropriate, in
compiling the informatiori base required for the responsible deliberation and debate that such
pJ‘ritl)tpllzB;d c_han%es Wovdld occasion: (4) in setting the framework for future discussions and joint
work to enhance the possibility that the Project will be built: and (5) in pursuing the best interests

of the State.

Siale-Producers Memorandum or ( ndemandma
Page 5
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The major issues that may affect the Project’s viability are its economic feasibility and its ability to
compete with other proposed LNG projects, other non-LNG energy projects that might serve Far
East markets, and other investment opportunities available to potential Project sponsors, The

contributing factors include:

1 The projected costs of the Project and means for reducine those costs;

2 . The market terms, conditions and opportunities é\iailable for the Pr?)rjne'ctr

3. The federal, state, and local tax and state royalty obligations of the Producers and of

potential Project sponsors: Ii S

4 The stability and certainty of the Project State Fiscal System;

5. The public costs and benefits of the Project; and

6. The legal requirements applicable to the Project, including federal, state, and local

regulations, permits, and licenses. ..X JAE *e te

/ f "W P
- ¥ M,
n, projected Costs and Cost Reductions
W A H#
The Partiesxecogruze that the current cost climate of about S15 billion in 1995 dollars
(exclud?hg.Intere_st_during construction) is subject to a great deal of uncertainty and that the actual
cost of const\r/l\J/ctilnlg%e Project might b.e considerably lower or higher than this estimate
| Ty»EReoN

The Parses recognize that determining a reliable cost estimate will be a critical step in developine
the_Project. A reliable cost estimate will be essential to conclude successfully the sales contracts
nec'ergsary to support the:é’froject and attract capital investment to the Project,
lip™* -w
Hie Parties recognize that the potential Project sponsors would have to spend a large sum of

money to develop a reliable cost estimate and that this money would not be recouped if the

Stale-Producer!; \tcmoranaum of f 'ndersiandme
Pa$e J
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Project is not constructed. The Producers will continue their work to reduce the uncertainty in

their estimates and find cost savings for the Project.
ITL Market Terms.Conditions and Opportunities

The Parties recognize that a viable Project offers many potential benefits to buyers and

governments in the Far East These benefits may include the opportunity to:

1 Further diversify the buyers' supply portfolios with ah LNG source that has stable
political institutions and geopolitical characteristics different from the majority of their
current sources; mm k

2. Reduce balance of payment surpluses with the United States and gain consequent
political benefits: and J? J* *

3. Invest in and provide some ofthe important components of the Project.

The Parties recognize there are other potentili*ojects,competing for a place in the Far East
markets andthe possibilityofsuccessfully completing this Project will be increased by advancing
it as far asfpossibiein the eyes of potential LNG purchasers toward the front of the queue of
potential projects. The Panics beOeve that reducing costs and increasing fiscal and regulatory
certaintv may assist in advancing this Project’s place in the queue of potential projects. The
Parties further recognize that-forecasts of demand for natural gas and LNG in Far East markets
generally show annual increases for the next twenty years. Based on these forecasts, the Parties
ag#etfthat opportunities f'c%r placing LNG in Far East markets are expected to continue to grow in
the twenty-first century. The Parties recognize that ultimately the market will dictate the need for

and timing of the Project

State-Producers Xemnrandum ot f 'ndcrsiandmp
Pape 5
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The Parties further recognize that if this project could be developed and marketed with larger
product volumes, its economic feasibility would be greatly enhanced. Conversely, if this Project
could be developed cost effectively with smaller product volumes its marketability, and hence its

economic feasibility, would be sreatlv enhanced. ai

The Producers will make regular contact with potential LNG buyers and pertinent government
officials in the Far East to apprise them of the progress ofthe Project. The Producers will

continue to promote interest in the success of the Project.
. The State Financial Mopei®

The State has developed a financial model to use for public discussion of the Project’s economic
feasibility. The model is available for public inspection andis subject to modification as

./ 0 win w
appropriate. The model permits the Parties and the public to analyze the effect changes in the

«r
following factors have on the economic feasibility of the Project:
Sr —-—m

U
1 H~eand Federal JGscai terms;

2 Q}N qoity ratios; v
3. Return-on debt;
4. Returnon equity;
§/FRequired project rates of return;
-yv 6. Capital and ope][ating costs:
I 7. Time to place the full LNG volumes in Far Eastern markets:
8. Full LNG Project volume;
9. LNG market prices; and

10 Reduced oil recovery as a result of a gas sale

State-Prmhiccrs \lcinoraiuium ol I hdemaniiniv
JA i
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V. State Fiscal Modifications

The Parties recognize that changes in the Project State Fiscai System may be necessary or
advisable for two reasons. First, such changes may be required to make the Project economically
feasible and hence able to attract the necessarv capital investments. Second, such chanees mav be
necessary for the Project to successfully compete for a place in the market against other proposed
LNG projects or other potential energy’ sources for the pertinent Far.East markets.

fii"® f
The Parties will examine whether changes in the Project State Fiscal System will significantly
improve the economic feasibility of the Project or significantly improve the competitiveness of the
Project in its ability to secure a place in the Far East markets. The Parties recognize that an
evaluation of the Project State Fiscal System in relation to the Project will be facilitated by a frank

and open exchange of information.

The Parties recognize that the appropriateness of proposed/changes to the Project State Fiscal
System must be evaluated by examining whether the changes would be socially responsible, given
the strain onipbblic services * e Project would create, by considering the non-renewable nature of
the resoufo™|®er3?xoject would exploit and by considering the benefits the State and its citizens
would receive from the Project. The Parties recognize that any changes to the Project State
Fiscal System must maximize the expected benefit of Alaska North Slope uas resources for the

people of Alaska. o

Slate-Produccrs Memorandum ol |'ndcrstandmn
Pane 7
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Where the Parries conclude that a change in the Project Fiscal System would (1) significantly
improve the viability or competitiveness of the Project; (21 be socially responsible; (3) maximize
the expected benefit of Alaska's Nonh Slope gas resources for its people; and (4) enhance the
Project sponsors' shareholder value, the Parties agree to work together in an effort to develop
appropriate proposed legislation and to take other actions needed to effect such change. If
appropriate, the State will assess the Project's socioeconomic effects on the people of the

State. J 37

Finally, the Parties agree that, where possible, modifications to the Project State Fiscal System
should be able to respond to variations in the Project's profitability—where, for example, lower
energy prices (or higher costs) produce lower profits or higher energy prices (or lower costs)
produce higher profits - and to adjust the State’s share in the.economic benefits of the Project
accordingly, while Project sponsors retain upside profit potential commensurate with the risks
thev are undertakine. # w

w w

Possible changes to the Project State Fiscal. System the Parties might consider include;
P

I?Tax and royalty ofiSets for.early expenditures prior to Project commitment:
fBgg. >+,
2. Accelerated capital deprge%latlon

3. Investmeat credits;,: ‘T
’\Deferrals of or reductions in royalties and cenain taxes;

w % <9t §?
i 5. Recognition oflosses in wellhead revenue for rovaitv payments bv either an offset or

Jy carry forward ofthose losses;
6. Profit based taxes and royalties; and

7. Coordination of tax and royalty provisions with the Project tariff arrangements
If the Parties agree it is necessary or appropriate, the State will work with local government?

Shue'Prnduccrs Memorandum or't 'ndemaname
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regarding how modifications to propertv taxes may enhance the Project's chance o f success.

VI. State Fiscal Stability and Certainty
hw °y

The Parties recognize that due to the anticipated length of time between many ofthe Project's
enormous capital expenditures and the receipt of significant Project revenues, and the Project's
need for a reliable revenue stream over a long period, it is likely that potential sponsors will
require assurance that the Project State Fiscal System Wiilliinot change adversely olvlérzlsigr;ificant
pan of the life of the Project. The Pames also recognize that the Constitution of the State of
Alaska imposes some limits on the ability of the State to commit itselfirrevocably to cenain levels
and kinds of taxation. The Panies agree to search t%!l&%le measures gv;}h/m the peninent

Constitutional framework to achieve the fiscal stability and certainty the Project requires.

The Panies also recognize that they can increase the fiscal stability and cenaintv surrounding the
Project by, among other things, agretlfﬂ\ggf to disp/l\Jte settlemvélnt procedures and clear definitions of
tax and royalty obligations, common carriei*irementsi tariff methodology, and other
regulatory obligations before the Project commences.

\

VTL Relattonshipaviththe Alaska Legislattjre

Ij?
Since the Alaska Legislature must determine whether to modify the Project State Fiscal Svstem.

|
oI

. , WrVw . . . .
the Parties will keep app;?prlate members of the .Alaska Legislature informed of their respective
efforts on the Project. Fiinher. the Panies will develop and provide information to assist in the

public discussion and debate occasioned by any proposed modifications to the Project State Fiscal

By HIR 54, the Alaska Legislature established an interim working group This group is scheduled

State-1aducers \fnnoramium of 1 "miersiandtnv
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regarding how modifications to propenv taxes may enhance the Project's chance of success.

VI. State Fiscal Stability ant>Certainty
JPAT"
The Panies recognize that due to the anticipated length of time between many of the Project's
enormous capital expenditures and the receipt of significant PFoject revenues, and the Project's
need for a reliable revenue stream over a long period, it is likely that potential sppnsors will
require assurance that the Project State fiscal System will not change adversely over a significant
pan of the life of the Project. The Panies also recocnize that JJ;Qelcllonstitution of the State of
Alaska imposes some limits on the abiiitv of the State to: commit;itselfirrevocably to cenain levels
and kinds of taxation. The Panies agree to search for suitable measures.within the pertinent
Constitutional framework to achieve the fiscal, stability and certainty the Project requires.
W
The Panies also recognize that they can increase tftS fiscal stability and certainty surrounding the
Project by, among other things, agreeing to dispute settlemeont procedures and clear definitions of
tax and royalty obligations, commion earner, rP"iiremenfs,# tariff methodology, and other
regulatory obligations before.lhe:Project commences.

AT | S\

M P VTL RELATTONSffIPWITH THE ALASKA LEGISLATURE
llll@/
Since thetAlaska Legislature mustdctermine whether to modify the Project State Fiscal System,
the Panies will keep apprzgpriate members of the .Alaska Legislature informed of their respective
efforts on the Project. Further, the Panies will develop and provide information to assist in the

public discussion a  Jebate occasioned by any proposed modifications to the Project State Fiscal

By HIR 54. the Alaska Legislature established an interim working group. This group is scheduled

Stale-I'ducers Memom iciunof I "mlerstaminz
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to repon to the House and Senate Resources Committees by February I. 1997 on the status of
efforts to advance exports or'.Alaska North Slope gas to Far East markets. The group also is to
report on any proposed legislative actions appropriate to those efforts. The executive branch and
the Producers will work individually and together to ensure that the .Alaska Legislature’s interim
working group created by HIR 54 is kept apprised of the effqrts of the Pé.rti'es, hgs the
information it requires to do its work, and is supported in its ﬁortg in any other appropriate
manner. J N \Z8

L .

VITI. Hiking Alaskans

The Parties recognize that an important potential, benefit of the Projeggois the employment of
< e, 2

Alaska residents and Alaska businesses in the construction and operation of the Project. The

Panies are determined to find suitable r'niefasures-.tg6 succesgjfﬂ\lli/y ansure that a maximum number
of Alaska residents and Alaska-based businesses are hired to construct and operate the Project
while recognizing that, in order to assist iri4j*tjving:*commercially viable Project, there will
be a need,fo'itcompetitivelyrE)Hced goods and:servtces. The Parties agree that clearly defining

who qualifies as airAlaska resident or.Alaska business will help this effort.

A AND NATURALGAS AVAILABILITY FOR ALASKAN COMMUNITIES

Inaddition to public revenue and employment within the State, other important public interests
thatwould be affected by the Project must be considered. They include:
\ 1
1 Protection of the environment:
2. Protection of the health and safety of workers and the public; and

3. Providine natural uas to AJaskan communities.

Siate-Producers Memorandum m | 'nderstandinv
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The Parties agree to search for suitable measures to ensure that, if the Project is constructed:

1 Its construction and operation will properiv protect .Alaska's environment;

2. It will be constructed and operated in a manner that properly protects the health and
safetv of workers and the public; and

3. Where economically, technically, and legally feasible, it will be configured and operated

so that natural gas can be marketed to Alaskan communities.

X. the Potential Effect ofPermtttinc

REQUIREMENTS AND DELAYS
st -Mg*

The Parties recognize that permitting requirements and delays may affect the viability of the
Project. The Parties intend to search for suitable and mutually agreeable measures to aid Project

viability while still protecting essential regulatory goals such as environmental quality and the
A" ITTTTTF

health and safety of all Alaskans. L /
J O ¥ fi
Sw m jf
XI. federal Actionsthat MicarrAssrsTTHE project
The Parties recognize that there may be some steps the Federal government could take to improve
D48
the economic feaS|b|I|ty and competltlveness ofthe Project. These steps include, for example,
potential changesito federal,laws and regulations relating to taxes and permitting requirements.

The Par);ies intend to evai%g,[fe:thbse potential changes, including federal fiscal modifications such

as: ./ f W
S m

— 8 =S
1 Investment and other tax credits:

2. Accelerated depreciation:
3; Sharing of tax revenues with the Slate of Alaska: and

4 Authorizing tax free bonds for the Project.

ate-Producers Memorandum ot | hderstandius
Page JlI



l'emon: .January 22. 1997

Based on these evaluations, the Parties may encourage federai policy makers and agencies to
pursue selected federal changes.

fo

XIl. Yukon Pacific Corporation

Yukon Pacific Corporation I'YPC) is a business unit of CSX Corporation and managing general
partner for Yukon Pacific Company. L.P. Since 1983 YPC has been engaged in the preliminary
design and permitting of facilities very' similar to the facilities needed for the Project that is the
object of this Memorandum. In carrying out this work, YPC has contacted pertinent government
officials and policy makers in this country and potential LNG buyers and pertinent government
officials in Asia. T.ie Project may or may not fit closely with the rights-of-way. permits,
approvals, and licenses that have been obtained by. YPC for its proposed facilities. Nevertheless,
the Producers, at an appropriate time, will evaluate YPC’s existingwork to determine whether
there are acceptable, cost-effective means to use the work t%dd value to the Project; and where
there are acceptable, cost-effective Jtiearis to use the worldlhe Producers will endeavor to do so.
Further, the Parties recognizetha'\tﬂ"tvjvccess inmyeloping and marketing Alaska North Slope

natural gas requires that interested parties emphasize the merits and benefits of any project

proposed tfifadhieve that objective.-. %

XUI, M ajor G as Sale Inhcentive Study
m
The State has prepared an analysis of the relative incentives for each of the major Prudhoe Bay
producers to engage in a Major Gas Sale (MGS). Each Producer has had an opportunity to
review this analysis to ensure that it accurately retlects the impacts of the Prudhoe Bay Unit
Operating Agreement and related amendments pertaining to an MGS. The State has concluded
that the Producers among themselves have similar incentives for an MGS. and the Producers

aaree with this conclusion.

Stale-Producers demorandum off haerstandme
Page j2
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XIV. Limitations

The Parties intend to work together to accomplish the steps outlined in this Memorandum of
Understanding. However, this document does not commit any Party to invest or participate in the
Project, or create any legally enforceable rights or obligations. The Parties recognize that a future
change in circumstances may alter any Party's current intentions or willingness to participate as

contemplated by this Memorandum of Understanding.

Slate-Producers Memorandum o/ t 'nderstanding
Page 13
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Memorandum of Understanding Relating to a
Proposed Alaska North Slope Gas Project
Between the State of Alaska and

Yukon Pacific Corporation

This is a Memorandum of Understanding (Memorandum) Between the State ofAIaska actlng "
through the executive branch of state government (State)£and Yukon Pacific Corporatlon (YPO),
a business unit of CSX Corporation and managing genera] partner of Yukon Pacific Company,

L.P. (Together the State and YPC are referred to as the Parttes.)/./<H
?|F lillt 11b,

The Parties wish to pursue establishing a viable project to ptoddde gas from the Alaska North
Slope and to transport that gas to markets in thtpFar East (“Alaska North Slope Gas Project” or
“the Project™). The Parties intend|p take a setj|s ofac"p@/is, both separately and together, to
pursue an Alaska North SlopfelS” Project.
v "M

In addition to”potentiahpublic aiiyriyate revenue, the construction and operation of the Alaska
North Slope <A;j||6|ecii>>S_f_e(s\ the possibility of a significant number ofjobs for .Alaskans and
natural gas'for Alaskan communities.

J8 IPIP~
ThAState recognizes that since 1983 YPC has been engaged in preliminary design, permitting and
marketing for a specific North Slope Gas Project, the Trans-Alaska Gas System (TAGS). YPC
recognizes that ihie State, at this time, does not support a specific North Slope Gas Project, but
insteacim>ust seek to realize value from the natural gas that has been discovered on the Alaska
North Slope. The Parties will endeavor to find acceptable, cost-effective means by which the

TAGS proposal can be coordinated with other potential Projects.

Siate-YPC Memorandum of Understanding
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The State recognizes that YPC, with some conditions, has secured or completed the following in

its efforts to promote TAGS:

2 LI R

9.

10.

Presidential approval of gas expons as required under the Alaska Natural Gas

Transponation Act; i | L

A Project-wide Environmental Impact Statempe\nt; W l\</M\ -

A right-of-way grant for Ahtna lands; jf j/ "1p8L~ °
A right-of-way grant for federal lands; , \ <Ur
Aright-of-way grant for State lands; B lip k®

Depanment of Energy authorization for North Slope gas expons;
An Environmental Impact Statement for the AndersaffjBay LNG facilities and
. . . oL > X AR, y
marine terminal site; -W
Federal Energy Regulatory ComnussLon approval:oTAhderson Bay as an expon
":& r
site (YPC believes this isih exclusive license)]!
Contacts with customlleys\,/?tradir%om paniefand market country governments;

Memoranda of Intent with K B * $Gasj(|#poration and Chinese Petroleum

AMCoiporatioa'fArpt*chase voft*IpPLkG from a Nonh Slope Gas Project;

rSMAiftnancial feasibih't/aqd financing plan with CS First Boston dated June 24, 1996;

12. ~i/fhe creaticn and fundung of an environmental oversight group called the TAGS

Jr

##

"litipC )
EnvironmeM *view Committee.
m w

YPCI|s pursuing its private economic interests with respect to TAGS. The State is charged with

pursumg and protectlrr%rthe public interest and promoting the public benefits peninent to a Nonh

Slope Gas Project: The Panies will explore the steps they can take individually and together to

hannonize'YPC’s private interests in TAGS and the State’s public interest ina Nonh Slope Gas

Project.

State-YPC Memorandum of Understanding
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The Parties recognize that the State and the North Slope producers (Producers) have a
contractual relationship through the lease of State lands. The Producers have the right to
continue to hold their leases so long as they operate those leases prudently and produce oil and
gas from them with reasonable diligence. The State believes the Producers are currently

complying with these obligations. Hk K3

The State believes that the following constitute the latest assumptions:pertinenfr to the Project:

1 The most recent capital cost projection (excluding Inter:- .ng construction) is about
S15 billion in 1995 dollars; N
2. The prevailing nominal market price for liquefied natural gas (LNG) delivered to Far
East markets in 1995 dollars is about S3."50 per milBon BTUs; and
3. The LNG product volume tentatively p’m'nech_’"dteProject (about 14 million metric
tons of LNG per year) is as foIon/tgf2-3 r :il-fi\(/)n me'?rllc tons of LNG during the first year
of operation, increasing by. 2~3Yfiillionitie ric tonsifer year until the full volume is reached
in the sixth year ofoperatI]pH, contirai;gllé,at that volume for the life of the project.

YPC believ®|p ||tfie Projet/sf&nomics should be assessed using different assumptions.

Nevertheless, theParties. agree that the Project’s chance of success will be enhanced if.

Ipfhe Project caa-jj® ~ tructed for less than the projections specified above.
.0 2. The LNG from the Project can be marketed for prices above the price prevailing during
|f 1995 M
The full vol‘]u%e of LNG available from the Project can be placed in the market more
W > rapidly than in the schedule set forth above.
APThe Project is subject to an appropriate fiscal and regulatory environment that is stable

and certain over a long period.

State-YPC Memorandum o f Understanding
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The State’s current fiscal system applicable to a project of this type includes a royalty interest,
production tax, property tax, conservation and surcharge tax. and corporate income tax (Project
State Fiscal System). Although YPC does not own North Slope gas, it may be an. owner of the
transportation (including ships) and liquefaction facilities needed for a North Slope Gas Project.
As an owner of such facilities, YPC would contribute to théjs!(fli(te treasui/througb the property
tax and the corporate income tax. The portion of the Projéct State FiscaIIS‘ystemth at relates to P
the transportation and liquefaction facilities, the so-called “downstream,” is referred to as the

Downstream Project State Fiscal System.

The Parties will examine whether modifications to the Downstream Project State Fiscal System
might significantly improve the economic feasibili§:”cp”etitivene«ffo?the Project. The
Producers have represented that such modifications may fiemecesaa# to make the Project either
economically feasible or competitive igéitaﬁtvev mar%\é\’r both. ll\/Fl) in/o f these propositions is true.
then modifications to the Downstream.Project:Sfdte FiscaTSystem might be necessary for the

State to receive value for its interlffin the FRIth Slopergas resource.

Any chan_gpIIosthfiPownsfr’\’\’\"ct State Fiscal System must be consistent with the public

interest and the ieg{&\slafbre’s duty to’pfovide for the use. development, and conservation of all
VIVANN A w%egw

natural resourcefBMdbphg'io the StW for the maximum benefit of its people.

1

The l?Tate has retained a consultant, Pedro Van Meurs and Associates, to evaluate the Project
Js 0 . :
State Fiscal System anld pfappropriate, to make recommendations for possible changes in that
JIp
system to enhance the possibility that the Project will be built.
Sf, v\
The majdirfjurposes of this Memorandum are to assist (1) in pursuing the means for coordinating

the TAGS proposal with other potential Projects; (2) if appropriate, in developing proposals for

State-YPC Memorandum o f Understanding
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modifications to the Downstream Project State Fiscal System; (3) if appropriate, in compiling the
information base required for the responsible deliberation and debate that such proposed changes
would occasion; (4) in setting the framework for future discussions and joint work to enhance the

possibility that a Project will be built; and (5) in pursuing the best interests of the State.

The major issues that may affect the Project’s viability are its economic feasibility'and its ability to:
compete with other proposed LNG projects, other non-LNG energy projects that might serve Far
East markets, and other investment opportunities available to potential Project sponsors. The

contributing factors include:
Or  R$dyi
w JppM X
1 The projected costs of the Project and meansfor reducingi|iBsfe>cqsts;
2. The market terms, conditions and oppoj*wllis available fortKe Project;
3. The federal, state, and local tax ancfstate rc"aUy;dblit"Etions of the potential Project
SpONsOrs; m it"t TG feP
- : MjF jH?
4. The stability and certainty. of£the Project State Fiscal System;
| r J

5. The public costs and bepfits of t* rIrj%rojecj"pd

6. TboTegal requirgg"SlpplicablCtoM e Project, including federal, state, and local

BT W
$8§r?MAS' ILIPROJECTib Costs and Cost Reductions
mmé& .
ThePg{ties recognize thatjtHB State’s current cost estimate of about $15 billion in 1995 dollars
(e>?c|uding interest durinJgfconstruction) IS subject to a great deal of uncertainty and that the actual

cost of constructing the Project might be considerably lower or higher than this estimate.

State-YPC Memorandum of Understanding
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The Parties recognize that determining a reliable cost estimate will be a critical step in developing
the Project. A reliable cost estimate will be essential to conclude successfully the sales contracts

necessary to support the Project and attract capital investment to the Project.

The Parties recognize that the potential Project sponsors would have to spend alarge sum of
money to develop a reliable cost estimate and that this money would not be recouped if the >
Project is not constructed. YPC will continue its work to reduce the uncertainty iri its estimates

and find cost savings for the Project. #o-m.. #

m. Market Terms, Conditions and Opportunities
Vs Vv
The Parties recognize that a viable Project offers many potential benefits to buyers and

governments in the Far East. These benefits may include the opportunity to:

1 Further diversify the buy”s”siipplyportfolios with an LNG source that has stable

political institutions and g”politicakdijracteri®l*different from the majority of their

curisources; tl

AMI&facebalance ofpayp”ntsurpluses with the United States and gain consequent

political benefits; and  »  mk.

3. Inye~rjf imd(:ppvid\e some.pthe important components of the Project.

47

The.j?|rties recognize there aire other potential projects competing for a place in the Far East
markets and the possibiKty of successfully completing this Project will be increased by
aié\ee:rllcing it ag f’a} ?es_gjcl)gsible in the eyes of potential LNG purchasers toward the front of the
queue ofjbotential projects. The Parties believe that reducing costs and increasing fiscal and
regulatorycertainty may assist in advancing this Project’s place in the queue of potential projects.

The Parties further recognize that forecasts of demand for natural gas and LNG in Far East

State-YPC Memorandum of Understanding
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markets generally show annual increases for the next twenty years. Based on these forecasts, the
Parties agree that opportunities for placing LNG in Far East markets may continue to grow in the
twenty-first century. The Parties recognize that ultimately the market will dictate the need for and

timing of the Project. X

The Parties further recognize that if this project could be developed and marketed.with larger ;
m If s AN . ##

product volumes, its economic feasibility would be greatly.enhanced. Conversely, if this Project

could be developed cost effectively with smaller product volumes its marketability, and: hence its

_ o ;B8P6
economic feasibility, would be greatly enhanced.

YPC will continue to make regular contact with potential LNG buyers and pertinent government
officials in the Far East to apprise them of the progress.ofttie Project. YPC will continue to

promote interest in the success of the Project”

kate Financial M odel

YPC has ¢ issioned a.|*}ort;||* CS Firs®pnlddressing the Project’s financial feasibility.
The Parti ;e that the CS.Eifst Boston report purposely did not reflect or incorporate all
elements of thecurrehLProject fAlpFfscal System. The CS First Boston report concludes that:
I:~def current Project cost estimates and current capital market conditions,
t"pjecttwill require an LNG price that escalates 3% annually, from an
assumedT996 price of $3.57 per MMBtu, through the year 2035;
Tr];e size and complexity of the Project will require multiple participants,
nd the participation of at least one major international oil company as a
Project sponsor and potential operator; and
The participation of the Prudhoe Bay oil companies would seem to be most

sensible in terms of economic and timing efficiencies.

State-YPC Memorandum of Understanding
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The State has developed a financial model to use for public discussion of the Project's economic
feasibility. The model is available for public inspection and is subject to modification as
appropriate. The model permits the Parties and the public to analyze the effect changes in the

following factors have on the economic feasibility of the Project;

- ink w
1 State and federal fiscal terms; s " o\ ,
2. Debt-equity ratios; m " Jw w $
3. Return on debt; W v N
4. Return on equity;
5. Required project rates of return; < i
6. Capital and operating costs; W K
7. Time to place the full LNG volumes in Far Eastern markets;_$ r

8. Full LNG Project volume; S? /- 1 7\ —
_ w M XfeW >"
9. LNG market prices; and T

10. Probable reduced oil recovery as a result of a gas sale.

r"STATE FtSt*"fobrFICATIQNS
ur V.
The Parties recognize that changes in the Downstream Project State Fiscal System may be
necessary or a*wsi®l<e:f<~two reasons/ First, such changes may be required to make the Project
economically feasible an3:hdnce able to attract the necessary capital investments. Second, such
changes may be necessaryjraritne Project to successfully compete for a place in the market against
other proposed LNG prefects or other potential energy sources for the pertinent Far East

w
mafkets.

The Parties will examine whether changes in the Downstream Project State Fiscal System will

significantly improve the economic feasibility of the Project or significantly improve the

State-YPC Memorandum o f Understanding
Page 8



Version: January 21, 1997

competitiveness of the Project in its ability to secure a place in the Far East markets. The Parties
recognize that an evaluation of the Downstream Project State Fiscal System in relation to the
Project will be facilitated by a frank and open exchange of information.

w
The Parties recognize that the appropriateness of proposed changes to the Downstream Project
State Fiscal System must be evaluated by examining whether the cﬁanggs'yl/wkrld be socially
responsible, given the strain on public services the Project l/vguld create,'by co’r’lside\ring the non-r
renewable nature of the resources the Project would exploit and by considering the benefits the
State and its citizens would receive from the Project. The Parties recognize that any changes to
the Downstream Project State Fiscal System must maximize the expected benefit of Alaska North
Slope gas resources for the people of Alaska. Where tjhe:Parties conclude that a change in the
Downstream Project State Fiscal System would (1);sigwifititly improvethe viability or
competitiveness of the Project; (2) be soci”frespon”IsifiMBIlj*mawmize the expected benefit
of Alaska’s North Slope gas resources for its peopje, the Parties agree to work together in an

effort to develop appropriate propoawi fegislationand to take other actions needed to effect such

change. Ifappropriate, the State will assessftpiProj”’ifsocioeconornic effects on the people of

the State-*"® N Jiiiu

Finally, the Parties agree that, \Mifere possible, modifications to the Downstream Project State

Fiscal SvsternrshobHP abfeto respdhtfto variations in the Project’s profitability -- where, for
energy prices (pr higher costs) produce lower profits or higher energy prices (or

lower costs) produce higher profits —and to adjust the State’s share in the economic benefits of

the Broject accordingly, _\/\\A//hile Project sponsors retain upside profit potential comimensurate with

tme rh‘sks they are undeﬁaking.

1%tI§. pf
Possible changes to the Downstream Project State Fiscal System the Parties might consider

include:

State-1 PC Memorandum of Understanding
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1 Tax offsets for early expenditures prior to Project commitment;
2. Accelerated capital depreciation;

3. Investment credits;

4. Deferrals of or reductions in certain taxes;

5. Profit based taxes; and NS i

7. Coordination of tax provisions with the Project tariff arrangements.

If the Parties agree it is necessary or appropriate, the Statewftl work with local governments

regarding how modifications to property taxes may enhance the Project’s chance of success.

VT. State Fiscal Stability ADcertai nty
55

The Parties recognize that due to the anticipated length of tiimKetween many of the Project’s
enormous capital expenditures and tﬁq’g:?eceiptpfsignificanLProject revenues, and the Project’s
need for a reliable revenue streanpiveralop”j*gd~fnkely that potential sponsors will
require as~f*qclthat thefrojebCState Fisp|*”~pm will not change adversely over a significant
part of thdljfe of the Project, The Parties also recognize that the Constitution of the State of
Alaska im|ojojsé-sj ] kInnits onltlhg aEfiFCyofthe State to commit itself irrevocably to certain levels
and kinds oft*a«”™|t"Farties agree'to search for suitable measures within the pertinent

Con~trdinrframew ork toaclueve the fiscal stability and certainty the Project requires.

TheJParties also recog(%ze that they can increase the fiscal stability and certainty surrounding the
| ]

Project,by, among otfier things, agreeing to dispute settlement procedures and clear definitions of

tax bbligatk»8i;common carrier requirements, tariff methodology, and other regulatory

obligations Before the Project commences.

State-1 PC Memorandum of Understanding
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vn. Relationshipwith the Alaska Legislature

Since the Alaska Legislature must determine whether to modify the Project State Fiscal System,
the Parties will keep appropriate members of the Alaska Legislature informed of their respective
efforts on the Project. Further, the Parties will develop and provide information to assist in the
public discussion and debate occasioned by any proposed modifications to the Pfbject State Fiscal.
System. w

*
By HJR 54, the Alaska Legislature established an interim working group. This group is scheduled
to report to the House and Senate Resources Committees by February 1, 1997 on the status of
efforts to advance exports of Alaska North Slope gas to Far East markets: The group also is to
report on any proposed legislative actions appropriate to those efforts. The executive branch and
YPC will work individually and together to ensure that tHel asiai Legislature’s interim working
group created by HIR 54 is kept apprised'ofthe efforts of the Parties, has the information it

requires to do its work, and is supported in itse$brts in arty other appropriate manner.

The Parties recolgnizle that an impolrtant potential benefit of the Project is the employment of
Alaska residents crior"iskai??l\alusiness\gg% the construction and operatiAbn of the Proj%ct. The
Parties recognize that Alasphs expect a strong *“Alaska-hire” effort for the Project. The Parties
are determined to find suitable measures to successfully ensure that a maximum number of Alaska
reaHnts and AJaska—t?a;be businesses are hired to construct and operate the Project, while
rQZ)tr)%r'lizing that, in or’c\llgr to assist in achieving a commercially viable Project, there will be a need
forcoraj™”ely priced goods and services. The Parties agree that clearly defining who qualifies

as an Alaska resident or Alaska business will help this effort.

Slate-YPC Memorandum o f Understanding
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IX, Environmental Integrity. Health, Safety

and Natural Gas Availability for Alaskan Communities

In addition to public revenue and employment within the State, other important publi(}:é interests

that would be affected by the Project must be considered. They include:

1 Protection of the environment; wT
Jr
2. Protection of the health and safety of workers arid the public; and

- ... m .ec R ———s 1l
3. Providing natural gas to Alaskan communities. v/ "

: : y oo
The Parties agree to search for suitable measures to ensure that, ifthe Project is constructed:

L1 Its construction and operation will p~effFpbtect'Alaska’s environment;

2. 1t will be constructed and operated in a mariner thatlpirlotp}erly protects the health and
safety of workers and the public; and

3. Where economically and twhnicallyifeasible, itwill be configured and operated so that
natural gas can be marketed to Air

©EX PPpSI

X;T«EP»fENTTAL Effect of Permitting
AKCTAMENTs,ANi>-PELAA
k mmr
The Parties jp~g™lelflil*nuittingTequirements and delays may affect the viability of the

Project#The Parties intend to search for suitable and mutually agreeable measures to aid Project
e r . . .
wabi”ty while still proteé%mg essential regulatory goals such as environmental quality and the

El
health and safety of alLAlaskans.

State-YPC Memorandum of Understanding
Page 12



Version: January 21, 1997

XI. Federal actions that Might assist the Project

The Parties recognize that there may be some steps the Federal government could take to improve
the economic feasibility and competitiveness of the Project. These steps include; for example,
potential changes to federal laws and regulations relating to taxes and permitting requirements.

The Parties intend to evaluate these potential changes, including federal fiscal modifications such

as: W

1 Investment and other tax credits; /

2. Accelerated depreciation;

3. Sharing of tax revenues with the State o fAlas. ayaod

o JRT* f§*
4. Authorizing tax free bonds for thfrProject. P J|—
) lrﬁwt J)A-[ W ) .

Based on these evaluations, the ParpSihay encourage federal policy makers and agencies to
pursue selected federal changes.il F

M m

North Slope Producers
-vm
YPC recognizejt® tfte Siriite. is working with the Producers to enhance the possibility that a
North Slope Gas ProjecE||ll;|je Completed, These Producers jointly own ninety-five percent of

thesvg):rking interest in thej/rraitlral gas in the main Prudhoe Bay Unit reservoir.

YPC recognizes that.the State intends to pursue efforts to harmonize the Producers private

A” K

iV&!rests,aiSid_ifibiiState’s public interests in a Project. The Parties recognize that success in
1 "

developing and marketing Alaska North Slope natural gas requires that interested parties

emphasize the merits and benefits of any project proposed to achieve that objective.

State-YPC Memorandum of Understanding
Page 13



Version: January 21, 1997

XM. m ajor Gas Sale Incentive Study

The State has prepared an analysis of the relative incentives for each of the major Prudhoe Bay
producers to engage in a Major Gas Sale (MGS). YPC has had an opportunity to review this
analysis to ensure that it accurately reflects the agreements in the Prudhosélgftyj(j%{t Operating
Aereement and related amendments pertaining to an MGS. The State has concluded that the
Producers among themselves have similar incentives for an MGS, and.YPC does not Materially

mr
dispute the State’s conclusions.

X' \
XIV. LIMITATIONS Ik
s
The Parties intend to work together to accomplish the steps outlined in this Memorandum of
Understanding. However, this document does not commh”y”~Party to invest or participate in the
Project, or create any legally enforceablejfights or:Obligatioos.!; The Parties recognize that a future

change in circumstances may alter anpParty’s.current intentions or willingness to participate as

JSF ] 0
contemplated by this M emmar&ﬂdaofUnderiiT&ndingA

M \ W r

State-YPC Memorandum o f Understanding
Page 14



HCR

Department ofRevenue
Summary of Outstanding Area of Disagreement
on Proposed Memorandum of Understanding
(As of February 11, 1997)

What is the disagreement all about?
How far should the State go in trying to guarantee fiscal certainty? Exxon would like the State to

commit in the Memorandum of Understanding that any fiscal certainty deal we make will do ail of

the following:

. Freeze the rates for severance taxes and royalties for the oil produced from Prudhoe Bay
« Freeze the property tax rates relating to the facilities now operating to produce ail

. Freeze the corporate income tax rates relating to the existing operations at Prudhoe Bay

. Modify and then freeze the rates for the severance taxes and royalties applicable to the gas

that will be produced and marketed as a result of the gas project
. Modifyand then freeze the property taxes that would apply to the new facilities that

would be constructed for the gas project

The State, ARCO and BP believe the parties should not try to pursue certainty beyond the last
two items. They believe that any “certainty” should be confined to the taxes and royalties on the

gas and the property taxes on the new facilities to produce and market the gas.

Exxon says it will not sign a Memorandum of Understanding that doesn’t at least keep the issue
of taxes on oil and oil facilities open for discussion The State, ARCO and BP are willing to

accept a Memorandum of Understanding that keeps the discussions open

The State, ARCO, BP and Exxon have each offered different proposals expressing this concept -
Exxon has rejected the State's and ARCO’s proposals Exxon is still thinking about BP's

proposal The State requested that ARCO, BP and Exxon negotiate among themselves to reach
agreement before coming to the State with a new proposal The State is now waiting for the
Producers to do so It is our understanding that ARCO and BP are waiting to hear Exxon’s latest

position to the compromise language they have offered



JRN 29 '97 18=29 PNCH ECONOMC DEVELOPVENT CORP P.2/3
HCR.J

B U

Anchorage Economic Hevelopment corporation
The Center of Opportunity

Date: January 28,1997

To: Representative Ramona Barnes

Subject: Su&mortfqrcs-lz . o
A Resolution Concerning a New Alaska Natural Gas Pipeline

The Anchorage Economic Development Corporation (AEDC) supports House
Concurrent Resolution No.l relating to a new Alaska iquefied natural gas
project (CS-1). The AEDC is a privace, non-profit corporation whose mission is to
expand and diversify the Anchorage economy, provide a favorable business climate
and improve the standard of living for Anchorage residents by creating permanent
jobs. Over 160 businesses support the organization.

Alaska operates in a global economy from an economic base currently driven by
extraction and export of natural resource commodities. Through the process of
developing the oil resources in Prudhoe Bay over the last twenty years, natural gas
co-located with oil has been discovered, and reinjected to existing fields. As a
competitive market position, Alaska enjoys greater certainty of the availability and
si2e of gas reserves. The competitive nature of the gas business requires a lengthy
process of negotiation for contract sales in advance of development. Alaska has a
long term presence anticipated in the natural gas market. However, the window of
opportunity for entering the market and establishing a solid presence is narrowing
as other fields progress toward market.

The proposed Resolution CS-1 addresses the need to begin the process of
establishing the commitment of Alaska to enter the gas production arena and
capture a share of the market. The AEDC supports this resolution for three reasons:

First, the resolution is ameans of providing a hackground of policy
stahility against which negotiations can proceed in good faith. Removing
governmental and regulatory uncertainty contributes significantly to Alaska’s
advantage in the market.

550 West Seventh Avenue. Suite 1400 « Anchorage, Alaska 90501 + phone 907-258-3700 » lax 907-258-6646 « e-mail aedcdalaska.nel
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Second, the AEDC supports the creation ofjobs and business
opportunities that will follow development of a new gas pipeline.

Following initial construction, operation of the gas development facilities
will provide jobs directly proportional to the flow of gas to international
markets. The AEDC is active in promoting the retention of qualified and
skilled businesses and workers in gas exploration, development and
production. This is a key, high value component of the economy of our state.

Third, it is important for any development of gas resources to provide for
use of natural gas in Alaskan communities along the pipeline route.
Alaskan businesses and development needs can be significantly enhanced by
the availability of natural gas both as an energy source and as a potential

process feedstock.

The State of Alaska’s ownership of a portion of the natural gas resource should be
brought to bear as leverage to achieve resolution of the prevailing impediments to
market entry.

AEDC urges expeditious action to implement the provisions of Resolution CS-1.

Respectfully submitted,

Patricia M. DeMarco, Ph.D.
President
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Governor Tony Knowies

Crt«3l_r« 0171-490*03*
State of Alaska OireaFjJC QI71-*06 *2%2
P. O. Box 11CCC1
Juneau, Alaska 99811-CCC1

Fa* (907) 465-3532
U December, 1996

Dear Governor Knowles,

| would like to exoress our appreciation tor your visit to our offices in London
on. ICth December, 1996. | beiieve.qur discussions were mutually bcnefidai and
extremely valuable. While we discussed many subjects, the purpose of ~hi\
letter is to confirm with you our views on and plans for Alaska North Slope
(ANS) gas commercialisation.

Firstly, we ire committed to work with the State and the other major gas
producers to progress an economically viable Prudhoe Bay field gas
development. We currently believe char a liquefied natural gas (LNG) project
with exports co the Far East is the most likely alternative. Richard CamDCeil
will be directly responsibie tor these efforts which currently involve over 30 BP
nersocnel (ahcut 7 full-time equivalents) as well as additional contract
personnel.

As we discussed the scale of investment m a new 8CC-mile gas pipeline is the
critical orcjcct disadvantage to be overcome. We enjoy the advantages of very'
large proven reserves as well as existing infrastructure in the field, along the
ciodine route, and at the VaicLex marine terminal. The shipping distance from
Alaska to the Far East is favourable when compared co the shipping distance
from the Middle East. Far East LNG buyers prefer Alaskan gas if priced
competitively due to their desire for supply diversification and their view that
the US is a reliable and stable supplier. LNG buyers also place importance on
the technical and financial strength of BP, ARCO, and Exxon. Although a
major gas sale will reduce oil recoveries and it will be important to understand
this, we do noc view this to be a significant economic Impediment given the
likely timescud



Governor Tony Knowles
27" December, 1994
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EP does not envision a market window opening and then dosing, rather a
window which remains open for projects which can compete for the next
increment of demand. An Alaskan project must be competitive with numerous
other potential LNG suppliers. We currently believe that demand for first
deliveries of ANS gas is unlikely mucn before 2010.

Japan could be the anchor purchaser due to its large market size and proximity.
While demand growth has been faster in Korea and Taiwan during recent years,
potential deregulation of the monopoly buyers, Korea Gas Corporation and
China Petroleum Corporation (Taiwan), creates uncertainty. Other potential
LNG markets such as China, India, Thailand, etc. are more uncertain and less
attractive co ANS Gas due to shipping distances. The challenge ANS Gas faces
in chc market place is the additional very large quantities in a timely fashion.
This will take major commitments from a broad, need to piace, set of buyers.
Wi ith several local representative offices in Asia and the Far East, BP is in the
marker on a regular basis as we currently sell LNG from projects in Australia
and Abu Dhabi. We intend ro continue our regular contacts with the market by
updating prospective LNG buyers on ANS Gas progress and plans as well as
learn from the buyers what technical and commercial factors would make ANS

Gas most attractive.

We also need to make advances in three important additional areas: costs,
project structure, and fiscal terms. Costs (especially in the pipeline) are a prime
focus. This work is being accomplished joindy with ARCO and Exxon in a
number of teams charged with defining the project technically (including
environmental, safer/, and integrity aspects), identifying additional cost
reductions, and reducing cos: uncertainty.

Project structure work encompasses an understanding of the legal and
regulatory aspects or the pipeline, commercial opdous for shipping, and the
State's abiliry co invest in the project. We are also identifying other potential
investors such as LNG buyers, pipeline and shipping suppliers, trading houses,
permit holders, and pipeline companies who can add value and increase the
project's chance of success.

We are very pleased by me Scate's efforts seriously to discuss appropriate Stace
fiscal terms for this project. The State’s own modelling efforts as well as
findings by the Scare’s consultant Pedro VVan Meurs confirm that even with no
State take, project economics under current assumptions are not acceptable for
the risks involved. We plan to continue these discussions and consider the fiscal
system that could help this project. We also intend to work with the Stace and
discuss how Federal fiscal and regulatory changes may assist the project.
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We need co focus on making advances in each of these areas over the next year
or so. As we discussed with you, we would be concerned if a fast track of
legislative progress on the fiscal terms were to create a political pressure for a
level of commitment which may not be justified by overall project progress.
This may suggest avoiding fiscal terms legislation during 1997.

Bearing in mind the concerns expressed above and the work each of us has
already agreed to undertake, it may be better to proceed without the formality
on an MOU for the present.

I look forward to future discussions with you on this important topic Please
do noc hesitate to call me or Richard Campbell at any point.

cc: Richard Campbell
David Woodward
Jim Palmer
Mark Bendersky
Commissioner Wilson Condon-DoR
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TRANS ALASKA GAS SYSTEM ENVIRONMENTAL REVIEW COMMITTEE

750 W. Second Ave%Suite 104
Anchorage, AK 99501-2167

(907)279-8247 Fax 274-4145

February 3, 1997

§01-1182

|

I
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Dear Mr. Chairman and Members of the Resource Committee:
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separate studies by institutions as reputable as the Government
Accounting Office (GAO) have documented massive safety problems
on the oil pipeline. Alyeska has at times said as much. One
report concluded that the pipeline was an accident that had found
a place to happen. Despite all this, the state has refused to
even acknowledge the problems. Ask yourself® what would happen
to the prospects of building a natural gas pipeline across Alaska
if Alyeska has a catastrophic failure tomorrow? If you think the
answer is, "No problem!" think again.

To put it simply, the properties of LNG are poorly understood.

In fact, a year ago, Arco"s Kevin Meyer compared its explosive
hazards to that of atomic bombs. And Arco wants to co-site the
LNG facility at the Alyeska pipeline terminal? ABk yourself what
kind of media campaign people intent on killing a gas export

project could build around those kinds of statements. According
to the Anchorage Daily News, Alyeska wants to get an oar in the
water so it can build and operate a gas export facility. We

don*t know about you but talk of commingling the oil terminal and
the LNii liquefaction facilites make us extremely nervous.

The North Slope lease holders talk about fiscal certainty is
beyond belief. These are the same companies that are going all
out to develop competing projects in Indonesia, Sakhalin, 1in °
Yemen? Give us a break. The lease holders talk about how many
times Alaska has changed its tax policies to their disadvantage.
Give us a break. .0Only a few times have any legislature changed a
tax policy without the leaseholders®™ blessings. And even then,
these leaseholders have made scads of money from Alaska®s oil.

Por example, a recant master thesis from the University of
Wisconsin concluded that the per barrel profit provision from the
pipeline tariff leads to overcharges of $4.9 billion during the
life of the pipeline. Furthermore, over-deductions for
Dismantlement, Removal, and Restoration (DRSR) give carriers $9-
$13 billion too much. Finally, debt-trending overcharges amount
to some $6 billion. That is a total of $20 billion in
overcharges right there. And that 1is in addition to all the
profits they“ve made on the North Slope and all the profits

they e made shipping the oil out of Alaska and refining and
distributing it Outside. And these are our partners?

The producers talk about the need for a constitutional amendment
to guarantee fiscal certainty. Fiscal certainty is a non-issue.
If the Japanese are willing to do business in Qatar and Abu Dhabi
and what is left of Russia, we seriously doubt that they are
worried about fiscal certainty in Alaska. But they probably are
wondering when the leaseholders are going to get around to

offering gas for sale.
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resource agencies.

. Support the enforcement of Alaska's environmental
regulations.

. use your influence to force Alyeska to correct the
hundreds of problems still threatening the safety of
the oil pipeline and its workers.

. Demand improvements to the escort tug system in Prince
William Sound now.

. Tell the leaseholders that fiscal and regulatory
certainty are non-issues.

. Be very careful about entertaining any discussions
about fiscal concessions.

Thank you, Mr. Chairman and members of the Senate Resource
Committee, for your attention. In regards to HCR 1, a resolution
relating to North Slope gas sales, the Committee agrees that
North Slope gas sales is one of, if not the, biggest issues
confronting the legislature and the people of Alaska. And we
urge you to pay it the attention it warrants.

Mike Macy,



THE FOLLOWING DOCUMENT HAS NOT

BEEN FILMED BUT IS AVAILABLE IN THE

ORIGINAL FILE.



Yuan Radfic Gorporation isalbusiness unit of CSXCarporation, an intermetiorel 10N SAVIGS conpary

kessd in Rdnod, Mirginia: CSXinduoks ore of the largest US frel Hl@%&mmm

Inc\ the largest US-fleg oosan-container shipping company (Seerland Sanvice Inc:), and averiety of copenies
Offering wterrrrrbl,agﬂgrgam lagistics manegerent savicess: CoXenploys 50,000 pegplevwarlanick.

A laska's N orth Slope
N atural G asand TAGS:

AngarenajdysaueofdenRaficRmaagy

A5ds Rdfic Rmaoountries areexperiendngdranatic indLstrid cevelgoert esvel lsgroaingpubicdenand fora

heelthierenvrament. Liguefied retural ges (LNG, inported by acentarer, isplatingan inoeesirgly inportart

rde.istreare fud wichemstisfy both of these vitdl dgjedtives. Conpletion of die Trars-Aleda Ges SgamfrAD)
Wil offer sead unioLe berdfits ssa langrtermand depencable sydlier at thiscearHouming energy resauree

D iversification O fSupply
Byoommitting toluy Aladkds huge resanes of North Sape returd ges, Alannarket aountries will significartty
dvagifytheir soureeofthis inportant fld and helpgarantseerargy sty far into te future

R esource Reliability
Braeeofitslage production valurres, theTAGS prgjedt dffers Asian retiarsessured erergy rddietallity. A design
creaity. TAGSWII procuce and deliver 4 million nretric tars of LNGperyeer. Froven North Sope returdl gs
reavesaresUffidart tosgly TAGS for reardy S0years - with the potartidl for nore then twice thet muchdill to
bedsoovered reaty.

The North Saes Pruchoe Bayfield iscurrertly procicing 7,5 lillion aubic feet (bcf) of retural ges percay
inconjurdionwithail reovary: VWhen conpleted LAGB Wil tilizeatout 21ocfper iy After sgaration
framtheauceal, reardyl of theges isrowrainjected beck into tre resnair Uilizrgan exdersive revark
of dedicated gesHardling fedlities
Tre TAGSprojnl vl drestierejicityoftishiefitllyei typshicdinfstudue.

Continuity O fSupply
Asasypieraourtry; the Uhited Sates dffers apredidable, dabe, plitical andeconamicdinate. Asdaisaloan
eqaiaadydierof LNGto Asa Sree 194), LNG hes besnsuoessiully; sy trargarted framQGook Inlet rear
Andhoage tobuyars inJgeen .-



ALASKA

Sakhalin

. Tankor

s.korea [ ° T iADistance
[J- JAPAN'wv  fdljSS

—— R.O.C.TAIWAN A
P“’Qata.tiv’vi.l)-f*;:‘:y.* , im
IP: IKgBI? A rr«T* IrianJava | ARCO
\ | [v.A  Natuna ) {ﬁ |
m ; Papua, NG.
jsaoones

A ustralia

Yemen






SENATE COMMITTEE REPORT

DATE: 2/10/97 FURTHER:

DATE TURNED

IN TO OFFICE: /200
Resources Committee considered HOUSE JOINT RESOLUTION NO. 12 am

Urging the Secretary of the Interior to conduct competitive oil and gas lease sales within the National
Petroleum Reserve in Alaska.

and recommends: Senate Bill:
[ ] same title
] be replaced with cs fe- /W IX4W -( ) [ ]newtitle
House Bill:
] adoptprevious CS X ) fxj same title
[ ] technical change
] attached amendment(s) [ ] new: SCR*
] adopt Letter of Intent by _ .Committee
] further referral tothe Committee
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):*
Department Date  Zero Fiscal Date Zero Fiscal

V¥ X

[ 1 APPROPRIATION - no fiscal note “Include fiscal notea accompanying Governor's hill
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Sponsor Statement
HIR12

Supporting oil & gas lease sales in the National Petroleum Reserve Alaska

HJR 12 is a statement by the 20th Alaska Legislature urging the Secretary of
the U.S. Department of the Interior to re-institute an oil and gas leasing
program in the National Petroleum Reserve Alaska (NPRA).

Leasing in the NPRA is in the state's best interest for three reasons: 1) The
economic activity associated with oil and gas leasing, exploration, and
production benefits Alaskans; 2) oil produced in the NPRA would be
transported through the Trans-Alaska Pipeline, helping to keep the pipeline
open, and potentially enhancing the commercial viability of existing and
future oil development projects on the North Slope; 3) the State of Alaska
will receive 50% of the revenues from oil and gas production in the NPRA.

There were four oil and gas lease sales in the NPRA during the early 1980's.
In January 1982 Sale # 821 offered 59 tracts. 52 bids were submitted on 29 tracts
for a total of 586,575,537. In May of 1982 Sale # 822 offered 212 tracts. 14 bids
were submitted on 12 tracts for a total of 511,747,131. In July of 1983 Sale # 831
offered 84 tracts. 23 bids were submitted on IS tracts for a total of 520,309,208.
In July of 1984 Sale # S41 offered 64 tracts but no bids were submitted. Sale #
841 scheduled for August 1985 was canceled due to lack of interest.

With advances in technology new interpretations are being developed from
the data collected during the past several decades by both the private sector
and the federal government." These new evaluations are generating renewed
interest, and oil companies with considerable experience in Alaska have
indicated that they would like to utilize new interpretations of it to resume

exploration.

| believe the federal government should resume lease sales and allow - no,
encourage - the industry to exploie for oil and gas in the NPRA. 1also believe
it is important that the Alaska Legislature send a unified message to the
Department of the Interior that we support a lease sale being scheduled. |
would appreciate your support of this measure.



TO: Senator Halford

FROM: Brett Huber
DATE: 19 February 1997
SUBJECT: Resource Committee Action on HJR 12

Amendment #1 was offered by Senator Lincoln:
Insert on Page 2, Line 30

Whereas exploration and development will be conducted in a manner
consistent with the state's ongoing commitment to protecting the
environment and utilizing its work force to the maximum extent

possible: and
Amendment #1 was adopted without objection

No further amendments were offered, and the SCS for HIR12am(RES) was
passed out of committee with accompanying zero fiscal note.
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ARCO Alaska, Inc.
Post Office Box 100360
Anchorage. Alaska 99510-0360
Telephone 907 276 1215

January 23, 1997

Representative Joe Green
Alaska State Legislature
House of Representatives
State Capital

Juneau, AK 99801-1182

Re: House Joint Resolution No. 12
Dear Representative Green:

We at ARCO Alaska support resumption of leasing in the Natural Petroleum
Reserve Alaska.

Sincerely,

Dave A. Sutter
Land Manager
Exploration & Land

ARCO AUiu me \i SuC\'o*my of AlljnncR<cnli«idCo'npjn®



Distributed by Representative Joe Green -Sponsor HIR 12 -Urging NPRA Leasing

E-2 Sunday, January 19, 1997

News

NPR-A

Oil reserve merits another look

Alaskans are notorious for never being able to agree
on anything, but there's at least one place in the state
where oil rigs can go to work without stirring up con-
troversy: The National Petroleum Reserve — Alaska.

Though prior drilling never found more than piddling
amounts of oil in this part of the North Slope, that was
back in the Stone Age of drilling technology. Now that
Arco Alaska Inc. has found oil just across from the re-
serve’s eastern boundary, it would be foolish not to take
another look at what may be there. Arco’s discovery
may extend, into the reserve, in which case the Ameri-
can public should be sure to get its fair share of the ac-
tion.

This is one of those happy cases wnere government
can open a hot oil prospect without invading hallowed
environmental ground. Bill Clinton and Interior Secre-
tary Bruce Babbitt are as green as they come, but they
had no trouble agreeing to take a fresh look at the pos-
sibility of leasing the reserve’s most promising areas.

That’ not to say that it will be open season for oil any-
where. The reserve itself is huge, roughly the size of In-
diana. There will be some environmentally sensitive ar-
eas that will be best left undisturbed by oil activity. For-
tunately, the areas of greatest concern seem to be well
away from the hot spot near Arco’s discovery. The study
process announced by Secretary Babbitt should identify
potential conflicts, but at first glance, no serious prob-
lems lie ahead.

Seeing this new opportunity unfold under Democrats
Knowles and Clinton seems to have stirred Republican
U.S. Sen. Frank Murkowski into a fit of one-upmanship.
He immediately went on record with a complaint that
the whole reserve should be opened to leasing.

The senator’s idea is politically unwise and economi-
cally dubious. It would stir up more environmental op-
position, as groups geared up to protect sensitive areas
elsewhere in the reserve. And the fed's would drive
down the value of the public's resources by flooding the
market with leases before we know whether there real-
ly are commercial oil deposits inside the reserve.

For now, the feds should concentrate on getting the
uncontroversial eastern portion of the reserve on the
market as quickly as possible. Once that work is done,
they can take more time to plan a responsible balance
between explorv*ion and protection for the 'rest of the

restrve.
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Alot of the NI'lt-Aacreage considered mar-
ginal in the earlier rounds of exploration ma
now be worth a second look because of ac-
vances In technoI%gy and the industry’s new,
lower—cost methoas of e.leormg, and devel-
oping North Slope oil, Richter said,

“The Colvile Defta, where ARCO discovered
oil a Alpine and Texaco made a nearby,
earlier discovciy that wes uneconomic, is &
the eastem border of N'R-A ARCO's Richter
declined lo comment, but mostgcologists feel

it's likely that oil-bearing geologic Strata ex-
tends to the westinto NI'RA

The construction of a.fnpellne_ into the
region from the cast also will make it possible
to develop small oil and ges discoveries in
nearby NI'R-A lands that were consicered
prewous,lr uneconomic.

The ol potential of the reserve long has
been known, and it was actually this that first

ContinuedonPage 11
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attracted ﬁrivate industry to the North Slope,
although the firstcommerrial discoveries were
made to the east near Prudhoe Bay.

Inupiat Eskimo people of the North Slope
were the first to up the oil potential ofwhat is
now the National Petroleum Reserve— Alaska.

There are oil seeps throughout the region,
and Native hunters would cut oil-saturated
tundra into blocks for home heating and
cooking, using the pitch-laden bricks inmuch
the same way that
urban homeowners
useartificial particle
logs. N

Local tradition has
it that Charles
Brower, a well-
known early resident
of Barrow, wes the
first person to lead
['S. government ge-

Q|0%IS'[S to oil see
in the earlypart oftne
century.

In the following
years, federal geolo-
gists madesurveys of
river drainages in .
whit is now NPR-A In 1923 President War-
ren Hardin%agned legislation creating Naval
Petroleum Reserve No. 4, covering 234 mil-
lion acres, asa source of oil for the L'S hﬂv%

World War Il stimulated more interest
the region, and from 1943to 1953 the Navy
sponsored an exploration program that wes
to result in two small oil and two small
discoveries, none of them commercial in
modem sense.

The US. Geological Survey handled geo-
logical and geophysical aspects of the pro-
gram, contracting with United Geophysical

0. for seismic Services.

Over nine years, 37 exploratory wells and
45 core holes were drilled in NPR-4, with an
ag%regate footage of 175000 feel. About $5
million was spent on the program before it
was halted by the Eisenhower administration.

One oil discovery was a Umiat, on the
Colville River in the southeastern part of NPR-
\ where a shallow deposit with about 00

P etroleum

R eserven

million barrels of reserves was discovered.
The find wes noncommercial due to its re-
moteness, but the oil wes of sufficient high
uality that it could be run without refining
through dliesel engmes atheste
An airfield was buift at Umiat and it becarme
alogistics support base for exploration in thet
part of the reserve. Umiat still s used today as
a hase for geological and scientific research.
A significant gas field also wes discovered
near Barrow, in the northern part of the re-
serve. The Walakpa Gas Feld was developed to
Serve government
installations in Bar-
row and later the
local Inupiat com-
munity of Barrow.
Becauise reserves
intheWalakpafield
were limited, the
North Slope Bor-
ough, the regional
municipal govem-
ment, laterinvested
in further explora-
tion and was suc-
cessful in finding
adlitional reserves,
Nothing much
happened in NFR-4
for then 1 20years, but in' 1975 following
the discc ;,ry of the large Prudhoe Bay field
east of NPR-4, the OPEC oil embargo, thefirst
"oil crisis™ and the runup in il prices, the
federal government decided to take another
look at the area. .
Under the Naval Oil Reserve Production Act
of 1976 the area was transferred from the
Navy to the Department of the Interior and
given a new name, the National Petroleum
Reserve — Alaska. _ ,
Local communities in the region, particu-
larly the North SIoPe Borough and the City of
Barrow, were to play amajor partin
of this legislation. The city needed fand for
expansion, but was blocked by restrictions on
access tolands managed by the New,
Under the Department of the Interior, more
conventional federal land regulations were
applied to NPR-A and Barrow was allowed
access to adjacent land for new sulbdivisions.
The rsporsihility for emlorine and develop

AlaskaJournal o]
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ing NFR-Awas given to the US. Geological Sur-
ey, which contracted for drilling and explora-
tion services with Husky O, a Canadian om

 Under the USGS, Husky drilled 2B explora-
tion wells and gathered 14770 miles of seis-

mic databeforethepro-
gram of government-  Of g|| the COmp

sponsored exploration ~ on tne North St

was halted by the

Reagen administration N the mos

in 1981 interest in
NPR-A exploration

continued under President Reagan, but itwes
led byprivale industryin amore conventional
fashion, Reaﬂan's Secretary of the Interior
James Wan held four lease sales between
1®and 1985

Industry interest in the area was luke-
warm. A the time, the companies were
more focused on offshore prospects in the
Beaufort Sea. Two sales were held in 1982
netting the government $668 million in

'‘Commerce *© January 6,1997 ¢ 11

o ilexp lo ration

high hids. .

In the third sale, in July 1983 bids were
made on only 18of 84 tracts offered, with
$167 million in high bids collected bythe
government. Afifth sale, planned for
was canceled due (o
lack of industry in-

lanies working
ope, ARCO has
> sustained
1the area.

t @f%llil the companies
working on the North
Slope, ARCO hes had
. the most sustained in-
terest in the area. ARCO was the big player in
the 1983sale, paying out $94million in high
bids including a $29 million bid for a tract
soudt of Barrow, .

ARCOalso drilled the only exploration well
drilled by private industry on NPR-Aundler the
Reagan-eraleasing pro%ram. ARCO's Bronto-
saurus No. 1well south of Barrow encoun-
tered oil shows in the Sadlerochit formation;
but was not economic.
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Alaska Environmental Lobby, Inc.

P.O. Box 22151 Juneau, Alaska 95802 Fax: 907-463-3312

HJR 12

"A Resolution, Urging the Secretary of the Interior to conduct competitive
oil and gas lease sales within the National Petroleum Reserve in Alaska."

We oppose House Joint Resolution 12 because oil and gas exploration in the NPRA is not
essential for national security at this time, and will cause unnecessary harm to an

ecologically significant area.

Spanning across more than 23 million acres from the crest of the Brooks Range north to the
Beaufort and Chukchi Seas, the NPRA is the largest continuous span of undeveloped
public land in the United States. The National Reserve is essential to the survival of the
450, 000 western Arctic caribou herd, (our nation's largest herd) as well as numerous
species of waterfowl, possibly, the world's largest congregation of wolverines, and the
largest populations of spotted seals and beluga whales (35 hundred mammals) along the
Chukchi Sea coast. Also within its borders lies the world's largest breeding grounds for
several species of birds and five million waterbirds, including the threatened spectacled

eider.

Without a pressing need for oil and gas development, we feel it is in the nation’s interest to
leave the land preserved. HJR 12 specifically references national security as a reason for
drilling while currently, Congressional policy allows for the export of Alaskan oil. Under
this act, development today could prove harmful in the event of a future energy crisis.
Additionally, since United States' energy needs arc not great enough to provoke a national
energy policy that stresses energy conservation, it is inappropriate and misguided to
consider an oil development project of this scale. This act would be an unnecessary give

away of Alaska's federal lands to industry.

In conclusion we suggest using the same technologies making NPRA a valuable prospect
to utilize existing state-owned fields. When you consider existing oil prices along with the
natural values of the NPRA in its current state, this is clearly not the time to drill for oil and

gas in the Preserve.

ALASKA CENTER TOR THE ENVIRONMENT « ALASKA CHAPTER. SIERRA CLUB « ALASKA fRIEND5 Of THE CAKTM
ANCMOKACI AUDUBON SCCIETY = ARCTIC AUDUBON SOCIETY  CIEAN AIK COAUTION « DENALI CITIZENS' COUNCIL
OCNALI CROUP. SIERRA CLUB = |UNEAU AUOUBON SOCIETY = IUNEAU CROUP, SIERRA CLUB
KACHEMAK IAY CONSERVATION SOCIIY « KENAI PENINSULA AUOUBON SOCIrTY « KNUC CANOERS AND KAYAKERS
KNIK CROUP. SIERRA CLUB  KOOIAK AUDUBON SOCIETY « LYNN CANAL CONSERVATION « NORTHERN ALASKA ENVIRONMENTAL CENTER
i'RInCE WIUIAM SOUNO CONSERVATION ALUANCE < SiTka CONSERVATION SCCIETY = SOUTHEAST ALASKA CONSERVATION COUNCIL = TONCASS CONSERVATION SOC.ETY
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W hatand where is the
NPRA—and how was it
established?

epnpetf H4o0-c_

Qil seeps, such as this one near Simpson, prouitlet! clear ruitlencr to
early explorers that petroleum-rich rocks were present beneath the
Arctic luntlru. Photograph by George Gryc.

NPRA established

In 1923, President Warren Ci. Harding set aside,
by Executive Order, a Naval Petroleum Reserve,
ldter designated No. 4, in Arctic Alaska. 1is
Executive Order reads, in part:

“Whereas there are farge seepages of petroleum
along the Arctic Const of Alaska  and conditions
favorable to the occurrence of valuable petroleum
fields on the Arctic Coast and,

WHEREAS the present laws designed to promote
development seem imperfectly applicable in the
region because of its distance, difficulties, and large
expense of development and, _

IEREAS the future supply of oil for the Navy is
at all times a matter of national concern

Now, THEREFORE, |, WARREN G. HARDING,
President of the United States of America, by virtue
of the power in me vested by the laws of thé United
States, do hereby set apart as a Naval Petroleum
Reserve all of the public lands within the following
described area not now covered by valid entry,

lease or application:.........

WARREN G. HARDING

The White House,
Feb. 27. 1923

No. 3797-A

The first deSCHEtIOH of oil seepages at Cape SlmGp-
son b%/,A 11 Brooks was published’in 1909in USGS
Bulletin 379. Eskimos had known of these see a%es,
aswell as of oil shales that burned like wood; they
had used both for fuel long before recorded history.
Although these leads were in a remote and isolated
region of the then Territory of Alaska, oil prospec-
tors were already following up on them. Crude oil
had been discovered and” produced in the con-
terminous United States, but experts,lln,cludm%
some prominent geologists, were predicting tha
resources were limited and soon could be inshort
supply. Oil was rap|dI)( replacmg other sources of
energy (coal and whale oil), and oil for ships was
considered critical to the Nations welfare and
defense. Thus, the establishment of a Naval
Petroleum Reserve in Arctic Alaska was fitting.



Geographic setting Viird n Bt /iy Aviilfrt if ndlisnk
At

The entire NPRA is north of the Arctic Circic. It
occupies an area about the size of the State of
Indiana— some 37,000 square miles. Its north
boundary is the Arctic Ocean, and about half of its
south boundary follows the watershed divide of the
western Brooks Range, thence northward to the
Colville River, and along that river to the Arctic
coast.

Northern Alaska and the NPRA arc divided into
three major physiographic provinces: the Arctic
Coastal Plain, the foothills, and the east-west-trend-
ing Brooks Range that cuts off this Arctic region
from the rest of Alaska. The Brooks Range forms a
major watershed, the north slope of which drains
into the Arctic Ocean— thus the terms "Arctic
Slope" and "North Slope" of Alaska. The mountains
form an arc, concave northward, of complexly
folded and faulted rocks. Peaks range in elevation
from 3,000-4,000 feet in the west to more than
9,000 feet in the cast. The foothills immediately to
the north consist of low synclinal mountains sepa-
rated by broad anticlinal lowlands that give way to
long, continuous, cxst-wcst-trcnding ridges cov-
ered by agreen tundra mat. These ridges gradually
blend into the vast, nearly treeless coastal plain
dotted with literally thousands of shallow north-
west-oriented lakes.

ptam ncitlli tOiouth, #eNPKA eonuiti if (1) 1ir Airlir Ctmilul
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W hen, by whom, and
how was the NPRA
explored?

Early exploration

Between 1800 and 1900, several hardy explorers
sailed along the Arctic coast and described and
named the major geographic features. Much of the
scalane traffic, however, was by enterprising traders
and whalers. It is interesting to note that the oil
business, in one form or another, has had the great-
est Impact on the North Slope and its inhabitants.

The first big push to the Arctic was in search of
whale oil, which, in the years before the Civil War,
was the principal fuel for lamps and a common
lubricant. The premium grade of fuel came from
spu..,iwhales, and the regular grade from bowhcad
and other species of whales. The rising indus-
trialization of the United States and the heightened
emphasis on education (requiring better light for
evening study) created arapid increase in demand.
In 1823, sperm oil sold for 45 cents agallon, but by
1866 the price rose to J2.55 agallon— the first "oil
shortage." The relieffor this shortage came through
the discovery and development ofamore abundant
and cheaper source of fuel, petroleum. Ironically,
the next several waves of exploration and develop-
ment in Arctic Alaska focused on asearch for "rock
oil."

Inwinter 1885-86, Lt. George M. Stoncy partici-
pated in expeditions sponsored by the U.S. Naval
Institute (hat explored the Brooks Range from the
south. Hns. W. L Howard of the U.S. Navy crossed
the Brooks Range in 1886, and continued overland
across the Colville River valley and thence down
the Chipp River by skin boat to Point Barrow. He
described what were undoubtedly lumps and peb-
bles of oil shale along the Htivluk River. Ilis report,
published in 1900, may have been the first recorded
suggestion of the oil potential of northern Alaska.
However, this material and seepage tars had been
known and used by the liskimos before recorded
history.

liiink C Sclniulrr, 11Jill, Mliv i\t lyilrmnlK \mvry nf llir Ninlli
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Geologic and topographic
surveys, 1923-26

The first systematic topographic and geologic
survey across the Brooks Range and the North
Slope was by H C. Schrader and W. J. Peters of the
USGSin 1901; the results were published in 1904 in
Professional Paper 20. Schrader described thick
marine sequences and noted broad anticlinal struc-
tures— both of prime importance in the search for
oil. Thus, by 1923, when the lands were set apart,
three of the prerequisites for the occurrence of
petroleum were already known to be present:
source rocks, such as organic marine deposits,
including oil shale; potential reservoir rocks,
including limestone and sandstone; and favorable
structures, such as anticlines. In addition, oil



seepages were found along die Arctic coast. The
region had already attracted the attention of the

new oil industry, and several applications for pros-

Pecting permitS were filed under the old mmmg
aws on claims near Cape Simpson, I'eard Bay, an
along the Meade, Kukpowruk, and Kokolik Rivers.

About 150 miles east of NPR-4, Ii. de K. Leffing-
well completed his classic work in the Canning

River region. Prom 1906 to 1914 .cflingwell map-

Eed the Arctic coast from Barrow to the United
tates-Canadian border, lie named and described
the now-famous Sadlerochit Croup, which includes
the primary oil reservoir of the Prudhoe Bay field.
llis report, published in 1919as USGS ProfeSsional
Paper 109 is now a collector's item. The region
mapBed by leffingwell from the Canning River to
the border was set aside in 1960 as the Arctic
National Wildlife Refuge (ANWR).
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The International Boundary Commission com-
pleted locating and marking the border between
the United States and Canada in 1912, and addi-
tional geologic information was collected along it
by USGS geologists attached to the mapping party.

Thus, the geology and geography ofthe east edge
of this potential petroleum province were known
and mapped in ageneral way before the establish-
ment of the Reserve. However, there remained a
virtually unknown gap, 130 miles wide, between
the Canning and Colville Rivers. That area included
the Prudhoe Bay oil and gas fields.

NPR-4 was defined, and its. boundaries
described, on the basis of explorations carried out
before 1923. In delineating the Reserve, account
was taken of the observations of oil seepages at
Cape Simpson, the early explorations by the U.S.
Navy (particularly Howard” traverses in the west-
ern area), and the traverse by Schrader and Peters
along the Colville River— the east boundary of the
Reserve. Although some detailed surveys had been
made by Lcffingwell and the United States-Cana-
dian-boundary survey teams, their information was
not considered to warrant a change in delineation
ofthe boundary. Furthermore, the northwest coast
ofArctic Alaskawas more accessible by sea than the
northeast coast.
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In 1923 little was known of the interior of the
nclv Reserve. The US. Navy recognized that more
geologic and geographic “information would he
required for proper management, and so the USGS
was asked to survey the region. From 1927 throu%h
1926, USGS parties traversed the Reserve along the
major rivers and crossed the llrooks Rar]r?e through
Howard Pass and at the head of the Colville River. In
1930. the results of these lield studies and surveys
hy I.' S Smith, J. Il Mertie, Jr., and others were
published in USGS bulletin HIS. This classic report
Includes (he lirst topographic and geologic maps of
the Reserve, as well as descriptions of the rock
sequences and structures, and an analysis of the
mineral potential of the reglon, mcIudmg
petroleum and coal, Although_ the authors coult
not identify the precise age of distribution ofthe oil
shales, they concluded that these rocks were the
most likely source of crude oil. They felt that
sources in“Paleozoic rocks were "extremely prob-
lematic” and that, because the Cretaceous rocks
were of shallow marine and terrestrial origin, oil
deposits derived from them were "likely to he small
and of extremely sparse distribution.” .Smith and
Mertie noted the numerous anticlinal structures in
the Cretaceous sequences, aswell as the faulted and
overthrust structures in the Paleozoic rocks of the
brooks Range, and concluded that the regional dip
of the older rocks was monoclinal to the north
lints, pre-Cretaceous rocks a Cape Simpson and
along the Arctic coast would be below ?ractlcal
drilling depth. They recommended that the, next
steps 1n eva,lu.atm(% the Petroleum possibilities
should be drilling Tor slratigraphic and structural
inlorntalioit in the vicinity of ('ape .Simpson, fol-
lowed by geologic lield studies, and then drilling in
Iother glreas that these studies might indicate to be
wurable.
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The Pet—4 exploration

program, 1943-53

From 1926 to 1943, little interest was shown in
the Retroleum potential of NPR-4. There was then
no shortage of petroleum either for the US. Navy or
for industry, and the remote and frigid Arctic was
not an attractive target for commercial exploration.
However, World War Il brought a new perspective
and_ an Increasing demand for petroleum products
to fight a highly mechanized war. In 1943, Lt W. T
Foran, a former USGS geologist and a Naval Reserve
officer, Bre ared amemorandum to the US. Bureau
of the Buaget, calling attention to the petroleum
potential 0fNPR-4, C,onsequentlf(, In 1943 the Sec-
retarﬁ of the Interior issued Public Land Order 82,
which withdrew from further entry all the possible
E)etroleum areas of Alaska, including lands north of
he drainage divide of the Brooks Range, Later in
1943, the US. Bureau of Mines fielded a parry to
investigate and sample the known oil seepages and
to check on. rePor_ted seepages elsewhere in north-
ern Alaska, including those on the Colville River at
the base o Umiat Mountain. In early spring 1944, 1t
Foran made a quick reconnaissance of the Reserve,
including the Umiat anticline, and reported that in
his opinion a petroleum potential of major impor-
tance existed in NPR-4. On the basis of Foran's
enthusiastic report and the perceived need for
additional domestic oil supPhes a major explora-
tion program, commonly called Pet-4, was started.
Tills program had a tremendous impact on not only
the future of petroleum exploration hut also many
aspects of life in the North American Arctic.
Hie Pet-4 program established the feasibility
anti practicality ofcarrying out large-scale modern
oil-cxploration operations in the Arctic, and
d_eveIoBed_ man% new techniques for such opera-
tions. During the period 1945 through 1952, 45
shallow core 'csts and 36 test wells were drilled in
and adjacent to NPR-4. Public Land Order 82 and
tiie addition of enabling appropriation Ia_nguaqe
permitted exploration in"adjacent areas. This drill-
Ing resulted in the discovery of oil deposits a
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Umiat, Cape Simpson, and Fisli Greek, gas deposits
at Umiat, Barrow, and Gubik, and prospective gas
deposits at Meade, Square Lake, and Wolf Creek
Operating bases were established (and still exist) at
Barrow and Umiat; the gas deposit & Barrow was
developed, and gas was produced for use originally
by the US. Navy hase and other Government
installations and, in 1964. by the entire Barrow
community. The Pet-4 Marrow tamp facility
evolved info the Naval Arctic Research Laboratory,

which was die hub of US. Arctic .scientific investiga-

tions until it was decommissioned in 1981

The USGS contribution to this ?rogram included
surface geologic mapping of the Reserve and
adjoining areas, study of subsurface samples and

geophysical data, an airborne magnetic survey,
Interpretation of the geologic framework, assess-
ment of potential resources, and production of the
first complete set of planimetric maps of all of
northern Alaska

A series of reports on the Pet-4 proFgram were
Brepared and published by the USGS as Professional
apers 301 through 305. They include a historical
account, description of logistics and operations
well histories and descriptions, a.geophysical
report, and geologic maps and descriptions of the
extensive surface ma’oplng llius. a general geo
logic framewark for all of northern Alaska became

available lor the first time.



Several test wells were drilled on the llank of the
Harrow structure, and a new gas Held was dis-
covered at Walakpa, 14 miles southwest of Harrow.
This deposit may be useful to the Harrow com-
munity but probably is of insufficient size to war-
rant evelopment or export to the "South 4H."
Farther south on the downslope of the Prudhoe-
Harrow trend, test wells were drilled to explore the
wedge edge of potential reservoir rocks, and two
deep test wells were drilled near the center of the
northern Alaska de‘posmonal trou?h. Additional
test wells were drilled on anticlinal structures in
the foothills, an area that had been drilled exten-
sively in the Pct-4 program, hut only for shallow
horizons. One test well was drilled in theoverthrusl
belt near the front of the Brooks Range. Nearly all
these test wells produced shows ofoil or gas, but no
commercial deposits were discovered,
~ The congressional mandate to continue supFIy-
ing gas to the Harrow commu_mt){] required drilling
additional production wells in that area. Six wells
\t/\/ere drilled, and four were completed for produc-

ion,

The third duty of the USGS was to complete
cleanup of the debris from earlier work within or
adjacent to the Reserve. In addition, all the sites or
“areas of operations” of the current program, as
defined in @ memorandum of understanding
MOU) with the US. Bureau of Land Management
1JI.M), had to be rehabilitated and revegetated. A
cleanup dprogram was started b%/ the U.S. Navy in
1971 and was completed by the USGS in 19H4.
These sites have recently been returned to manage-
ment by the [JLM.

I'ir Lulinnir An 1 Ini writ. limlrl in lir will/inn /mil >/ llir
NIPHA, iifui/iwhinl in /unr I'373mill tinVilr/ril in dnur I'MIInlti
Ininl ile/ith nl 27.1001 jrrd.



The 1974-82 exploration of

NPR-4/NPRA

The discovery of oil and gas at Prudhoe Day in
1968, in combination with the Arab oil embargo of
1974, stimulated the U.S. Navy to Froppse, and the
Congress to approve, the next exploration program
in the Reserve. Between 197-i and 1977, the Navy
drilled seven test wells in the northeast corner of
the Reserve, following the Prudhoe trend and hop-
ing for similar results. The Navy also drilled four
wells in the Barrow area and discovered the Bast
Barrow gas field, thus providing an additional sup-
ply of gas for local use.

In 1975, the U.S. Navy signed a 5-year contract
with Husky Oil NPR Operations, Inc., to manage
and supervise all aspects of the exploration pro-

ram.

g' In 1976, the Naval Petroleum Reserves Produc-
tion Act (Public Law 94-258) authorized further
development and actual production for sale of
crude oil from NPR Nos. 1,2, and 3 in California and
Wyoming, and redesignated NPR-4 as the NPRA.
Thus, the purpose of triese Reserves was redirected
to augment domestic supplies of crude oil. The act
also required studies of other resources and alter-
native management systems for NPRA. Respon-
sibility for these studies and for continuation of the
NPRA exploration program was transferred to the
Secretary of the Interior, who, in turn, assigned to
the 11CiS three duties; ( [)furthermP of the explora-
tion program; (2(} continuation of the operation,
maintenance, and production of the Pas fields at
Barrow; and (3) cleanup of debris left from pre-
vious activities In and adjacent to the NPRA.

~ The USCIS took over man%gement_ofthe program,
including all contracts and” facilities, on June |
1977. Tin: primary objective of the exploration
program was delined as an assessment of the oil and
gas potential of the entire Reserve. A secondary

objective was the discovery of commercially pro-

ducible deposits. Thus, all tests were drilled “on

structure." to the extent that this could be deter-

mined. A total of 2H test wells were drilled in the
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eriod 1974 to 1982, of which 7 were under U.S

avy management. One, the W. T. Poran test well
arid a foliowup, theJ. W. Dalton test well, penetrated
asection offavorable rock similar to that at Prudhoe
Bay, but only shows (indications) of oil were found.
Apparently, oil had accumulated in quantify at these
localities but had subsequently migrated
elsewhere.
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N am es and locations o f w ells d rille d

th e NPRA by th e federal governm ent.



Well location, number refers to key on preceding page.
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LEGEND FOR FIGURE 2

1. Avak - 1 17. South Barrow 3 33. Peard - 1 *49 . Knlfeblade -
2. East Simpson - 1 18.  South Barrow 16 34.  South Meade - 1 50. Usburne - 1
3. East Simpson - 2 19. South Barrow 12 35. Topagoruk - 1 51. Seabee - 1
4. lko Bay - 1 20.  South Barrow « 14 36.  Tunalik - 1 52.  Square Lake -
5 North Simpson - 1 21.  South Barrow m 17 37.  Atlgaru Point - 1 *53. Titaluk - 1
6. Simpson - 1 22. South Barrow - 19 30. Cape Halkett - 1 54, Utalat - 1

7. South Barrow - 1 23. South Barrow - 20 39. Drew Point - 1 55. Umiat - 2

8. South Barrow - 2 24. South Simpson 1 40. East Teshekpuk - 1 56. Umiat - 3

9. South Barrow - 4 25. Walakpa - 1 *41.  Fish Creek - 1 57. Umiat - 4
10.  South Barrow - 6 26. W t Dease - 1 42. Ikpikpuk - 1 58.  Umiat - 7
11.  South Barrow - 7 27. East Oumallk - 1 43.  J.H. Dalton - 1 59. Umiat - 11
12. South Barrow - B *28. East Topagoruk - 1 44, North Kallkplk - 1 *60. Wolf Creek -

13.  Sodth Barrow - 9 29. Kaolak - 1 45.  So. Harrison Bay - 1 *61. Wolf Creek

Kugrua - 1 46. West Flsh Creek - 1 *62. Wolf Creek

14.  South Barrow - 10  30.

15. South Barrow - 11 *31. Meade - 1 47, W.T. Foran - 1 63. Grandstand

1 48. Inlgok - 1 64. Gublk - 1
65. Gublk - 2

16. South Barrow - 13  32. Oumallk -
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Current Land Status on the North Slope (T.A. or Patent)
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