


STATE OF ALASKA BILLNO. HB 71
2005 LEGISLATIVE SESSION Fiscal Note #2

ANALYSIS CONTINUATION

As a result the credit would be worth around $7 million per year to the exploration 'irms from fiscal yaar 2008 through fiscal year
2010 (assuming a year lag between exploration expense and cla ming of the credit). The adoption of this severance tax credit could
yield revenue ntwoways First, the existence of an exploration credit over the period of likely exploration could prompt companies
to participate in a lease sale when they otherwise would not. Currently, the State does not include any revenue from the lease sale
in its revenue forecast. Such a lease sale could yield around StO million if bids were based on the possibility of finding a field
containing a minimum economic field size of between 100 and 200 million barrels of oil  Such a lield, if discovered and developed,
would yield about SOOmillion dollars a year in revenue (royalty, severance tax, and corporate income tax) over the first 10 years of

production.
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2005 LEGISLATIVE SESSION Bill \Version: CSHB 71(FIN)
(H) Publish Date: 4/18/05

Natural Resources

Revision Date/Time (Note if con notion): Dept Affected:
Title Credit for certain exploration expenses against ‘RDU Resource Development

oil and gas properties production taxes on oil and gas Component Oil & Gas Development
Sponsor Rules by Request of Governor
Requester House Resources Component No

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

439

0.0

CAPITAL EXPENDITURES | i [

CHANGE IN REVENUES ( ) Xk
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2005) cost: 00

Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal: !

POSITIONS
Full-time
Part-time
Temporary

ANALYsIs:  (Attach aseparate page it necessary)
This bill extends the sunset date on the oil and gas exploration credit against production tax (SB 185, CH

59, SLA 03) for the Nenana basin exploration license (issued October 2002) and the proposed Alaska
Peninsula sale area. The proposed Alaska Peninsula sale is tentatively scheduled for fall of 2005 It is
anticipated that leases would not be issued until spring 2006 It is likely that exploration expenditures on
these leases would occur after the current July 1, 2007 deadline, in which case they would not be credited
against future production taxes unless the current statute is amended

*** An extension of the sunset deadline to the proposed Alaska Peninsula sale area may encourage
additional or higher competitive bds, although these additional revenues are impossible to predict or

quantify _ -
Prepared by ~ Sean Parnell. Deputy Director Phone 269-8800
Division Ol &Gas Date/Time 4/5/2005
Approved by Tom Irwin, Commissioner Date 4/6/2005
Agency Natural Resources
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... for responsible development of Alaska's Qil, Gas & Mineral Resources

May 2,2005

The Honorable Thomas Wagoner

Alaska State Senate _
Chair, Senate Resources Committee

State Capitol, Room 427
Juneau, AK 99801-1182

Re:  Request to testify in opposition to Amendment #1 to
HB 71. Oil  Gas Exploration Credit jid Lease Terms.

Dear Senator \Wagoner:

On behalf of the Board of Directors ot the Alaska Support Industry Alliance, |
would like express our opposition to Amendment #1 to HB 71 as adopted on the
House floor "Hiursday morning, April 28, 2005. While we believe the
amendment represents significant legal challenges at both the State and Federal
levels, what was most disconcerting was the way the amendment was introduced
on the House floor without opportunity for public debate. Therefore, we
respectfully appreciate you and your committee for providing such an

opportunity to testify.

Our main concern with the amendment is that it raises serious constitutional
issues in that it attempts to allow the State to unilaterally change the terms and
conditions of both the existing oil and gas leases and unit agreements. The
amendment raises the fundamental question as to the ability of any party to rely
upon the rgpresentatlons of the State when enterln?_l_nto commercial transactions.
is can effectively set Alaska on a future path of litigation for impairment of
contracts on all oil and gas leases thereby destroying investor confidence in

Alaska.

We look forward to the opportunity to testify in greater detail during today’s
public hearing.

Sincerely,

Larry Houle
General Manager
907.563.2226
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Alaska Oil and Gas Association

A O G A 121 W. Fireweed Lane, Suite 207
Anchorage, Alaska 99503-2035

Phone: (907)272-1481 Fax: (907)279-8114

Email: brady@aoga.org
Judith Brady, Executive Director

Aprl 29, 2005

The Honorable Thomas Wagoner
Alaska State Senate

Chair, Senate Resources Committee
State Capitol, Room 427

Juneau, AK 99801-1182

Request for Opportunity to Testify on Amendment #1
to HB 71, Oil & Gas Exploration Credit & Lease
Terms

Dear Senator Wagoner:

This is to inform you of the Alaska Oil & Gas Association’s unqualified opposition to amendment #1
to HB 71 adopted on the House floor Thursday, April 28. This amendment would profoundly affect all
oil and gas leases in Alaska as well as the State’s relationship with the oil and gas industry.

<Ve respectfully request notice and opportunity to participate in any hearings in the Senate Resources
Committee on this measure, so that we may explain the reasons that lead us to so strongly oppose it.

We are extremely disappointed in the tactics employed by the House to pass this measure The
amendment was introduced and adopted on the House floor under a process designed to limit the
public’s opportunity to express its views The amendment was characterized as merely “a change in
definition” . This statement is not accurate. The absence of hearings meant there was not opportunity to
correct this misstatement or to consider the public policy and legal issues involved.

We are still reviewing the issues raised by this amendir *Int. However, just at first reading, the
following questions deserve thoughtful and careful review

Can the State retroactively change or substantially affect an existing contract (lease) already in place?

What constitutional issues are involved?

i ne amendment refers to oil and gas leases but the requirement is for gas development. What does the
State envision happening to the rights to the oil ffom a lease that is producing oil and but not gas?
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Is it legal or reasonable to give the Commissioner of Natural Resources the power to determine when
oil and gas leaseholders must develop, produce, process or market gas- based on the State’”forecast of
the estimatedreturn on i gas pipeline project and the State’sforecast of gas prices far into the future
minus the cuirently estimated cost o f the project? Whose estimated cost will the Commissioner rely

on?

What happens if the S ate’s forecasts are inaccurate? When the State is inaccurate in its oil price
forecasts the resul* is >verspending the next year’s budget. The State takes the risk of its own forecast.
Under this amenrimt it, the private company takes the risk of the State’s forecast. What happens when
the State is inaccur le in its gas price forecasts and relied on that forecast to try and force a company to
risk billions of dollars? If the State decides it has such a right, must the State guarantee the investment
it is requiring in the event its forecasts and estimates prove to be inaccurate? If it doesn’t provide a
guarantee, has it made an unconstitutional taking?

The amendment i equires the Commissioner to estimate the rate of return that the Federal Energy
Regulatory Commission (FERC) Will approve in thefuture. Does the State have the capability of
FERC on rate n itters sufficient to pre-guess what their approved rate of return will be? How does such

pre-guessing afiect the legal role of FERC?

The amendment requires the Commissioner to estimate the rate of return that the Regulatory
Commission of Alaska Will approve in thefuture. Does the Department of Natural Resources have the
capability of the RCA on rate matters sufficient to pre-guess the RCA9 How does such pre-guessing

affect the legal role ofthe RCA?

The amendment pro ess for determining rate of return for non regulated portions of the proposed

pipeline involve reviewing returns on capital from a “sample group ofoil and gas companies . subject
to publicly reported information”. Is this a reasonable process? What about the risk factor? Won’t the
market require a higher rate of return on a high risk and high cost project than the return resulting from

a rolling average of overall past investment?

As we complete our review, more questions and issues are certain to arise An overriding concern is
our belief that the amen 'ment casts serious doubt on the sanctity of any contract with the State,
including the gas pipeline contract currently under negotiation.

We urge the Senate to recc gnize the seriousness of the subject matter and provide the hearings and

time necessary for its review

Sincerely,



Senato

r Thomas Wagoner

April 29, 2005

Page 3

CC:

Governor Frank Murkowski

Members of the Alaska State Legislature

Commissioner Tom Irwin, Alaska Department of Natural Resources
Commissioner William Corbus, Alaska Department of Revenue
Attorney General David Marquez, Department of Law

Chiefof Staff Jim Clark

Alaska Support Industry Alliance

Resource Development Council for Alaska
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1
STATE OF ALASKA
f«dc\r/Fg(*On&If)li];tiﬂ DEPARTMENT OF NATURAL RESOURCES O CrtD i
Division of Lands leabc ng. ad| "o -

Competitive Oil and Gas Lease

(r h‘-l'tHIS Id;EAL-‘,E I|i )ﬁé‘qf %ﬁ%w(s%htrsﬁ‘g.o;ﬁske, icliiig by end through ikaodi‘li D&_ng"\'-lrm WM Ngumlréi.merse
NTERATPm  a A QOrpOr - p corporation, "2 AJH AONR STRET

LOS ANGELAS- P-AT.TFQKNIA 9Q05L ADL-QF #L LOS ANGELES. CALIFORNIA 90017 ADL-QF ses

hereinafter coiled "lenae", whether one or mero.

GRANT. For end in consideration of a each bonus and the first year's rental, Ihe receipt of which la hereby acknowledged. end of the rentela,
royalilecovenants, and eondllioni heroin contained on |h* part of the lessee to be paid, kept and performed, and subject to the conditions and
reiervatlom herein eortalned, Leaaor does hereby grant and leeae unto laaaee, exclusively, without warranty, for the aolt and only purposes of exploration,
develop.,.ont, production, preeeialng and markering of oil, gaa, and aaaoelated aubatancat produced therewith, and of Installing pipe linei end atructurea
thereon re find, produce, aave, iiore. troal, process, iranaport, taka care of end merket all auch tubarances. end for drilling wenar wolli and taking under-
ground and surface wafer for uae In Il operations thereon, and for housing end boerding employee! in ila operation theraon. The following described

tract of land in Afaakai

TRACT CIL-277
T.IN, K233, UM

Section 15
Sectjon
gectlon

ection

>

tonralning...25.fe0.a.0.0.......acres, more or lest, hereinafter called “aald land".

For the purpoaaa of this leaaa, said land contains rhc legal subdivisions, at shown on the plat of said land anached haralo, marked Exhibit A and Tr
this raferanca made a part of this laaae.

If said land la described above by projected legal subdivision and loasor hereafter causes said land to be eurveyed under the publk land tectengw
lar system, the boundaries of said land shall be those established by auch survey, whan approved, sublect, however, to tht provisions of the regula‘ions
relating lo such surveys.

2. "OIL AND GAS". "OH" masns crude petroleum oil and other hydrocarbons regardless of gravity which are produced and saved in liquid form at
the wall by ordinary production methods. "Gas" moans all natural gat and eH hydrocarbons produced at the well not defined hereinas oil. "Anocla'od
substances” mean all substances producod in association with oil or end not defined herein at ell or gat.

2. TERM. This least It tatuad for an initial primary tarns of lot years from dota hereof, subfeet to rmention es provided in Parsgiiph 4 hereof, and
shall continua to long Thereafter at oil and gas or either or any of them art produced tn paying quantifies from said land, provided,that this lease may be
eatendad beyond Ill primary term as provided In Paragraph 3 hereof and ahall not expire under the conditions sat forth In Paragraphs |, 7, and 8 heroof.

4, EXTENSION BY SUSPENSION OP OPERATIONS. If, prior ro The expiration of the primary tarm. Ltnor, In the Inrorcat of conservation, directs or
assents te the suspension of all oporaiioni and production, if any, hcreuitdar, the primary tarm will be extended by adding the period of suspension thereto.

5. EXTENSION BY UNIT PRODUCTION, (a) This lease shall without application be extended boyond lie primary term If upon or prior to the expiration
data of auch tarm tho least Is committed to a unit agreement approved or prescribed by Lenor as ptovided in the regulations, production of oil or gat
it had In paying quantities undar the agreement, and a portion of auch production » allocated to said land undar the agreement, In such event this Icese
ahall continue In effect so long as It remelna subftcl to such agreement and actual production undar said agraamenl It allocated ro saidland; (b) The Com-
mimonar may. in his discretion provide lor the extension of the tarm »f this Nest, If such lease la on the expiration data thereof included in an approved
unit plan or If it it Included in t program of secondary recovery operation designed to bring about or rostore production, provided, however, thal if any
leaae or portion thereof is eliminated from such unit plan or recovery program, or If such unit plan or recovery program is terminated, then any swch Item
or portion thereof shall continue In full force and effect for ninety (00) days from the dale of auch elimination or termination and so long tharaatiar e«
drilling or redrllling oparatieni ata being conducted thereon and so long thereafter as oil or gas Is produced in paying quantities.

I, EXTENSION BY DRILLING, (a) If production shall have been obtained in paying quantities during the primary term, and If, at Iht end of theprimary
term, or at any rime prior to the and of the primary tarm, such production ahall havo ceased from any ceutu, or in tho event production shell el anylime or
limes after (he e'xpirelion of the primary term cease from any causa, then this lease ahall not terminate If the lessee commences drilling or reworking operations
(either in a welt from which such production has ceased or In e new well) within sixty days after ihe cessation of producl'un, a,id rha base shall ramaln In
full force and effect so long as such operations are proaacuied with reasonable diligence or are suspended under Paragraph 27 hercofi and, If such drilling
or raworklng oporatlons rasult in rha production of oil or gas, the lease shell remain in full force and affect to long at oil or gtt Is produced lharofrom in
paying quantities; (b) If actual drilling has commenced on the expiration date ol ihe primary term 0 the lease and Is continued with reisonabla diligence, such
operations to include rrdnlimg, sidetracking or other meeni necessary to leach lhe originally proposod bortom hale location, the lease shall continue In full
fOfCE and affect until ninety (901 days after such drilling had caatad and for t« long thereafter as oil or gas Is produced In paying quantities: (c) if all or pari
of the lands covered by the lasts al€ lands thal have been selected by Aleika undar tha laws of the Unittd Statu granting lands to Alaska and the condition*
al lease wet issued theraon, the tarm of the lease shall be extended for a poriod equal to rho por od during which the laa>a wtl conditional.

JUA) -1g“L b .&C-
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7.EXTENSION SY SHUT-IN PRODUCTION. If, upon tht- expiration of the primary farm or at any time or limel tharaaftar, thcro !i on said land s wall
capableO| producmg oil or gaa In paying quentlllei. this lease ahall not expire because louse falls lo produce the same unless Lessor gives notice to
Ui>e« allowing a reasonable lima, which shall not be lees than sixty days, after such notice to placa tht well on a producing status, and lessco falls to do
t0l provided, that after such status It established such production shall continue on the eald land unless and until suspension of production Is allowed by

lessor.
8. EXTENSION Bv SUSPENSION OP PRODUCTION.
said lend if such suspension it msde under any orHer or with the content of lessor,

This lease shell net expire because of any suspension of operations in or upon or production from

9. RENTAL. This leete shell terminate on eny enniverttry date hereof prior lo ih« completion -+ said tend of a well capable of producing oil or gas In

peylng quantities, unless on or before said anniversary date testae ahall pay or lender to lessor at >nnual rontal a sum cqusl to $1.00 per aero, or fraction
Included In this loeae, or unless tueh annuel ranlel has been waived or suspended at , -ovidad in Paragraph 13 of this tease. If lessor's office

‘hereof, then
for payment Is extended to include the next day on which said office is open for business.

1is not open far business on rho anniversary dale, the time
10. MINIMUM ROYALTY. Commencing with the leese year beginning on or aflar comDlatlort on said land of a well caoabla of producing oil or gasin
paying quantities, lessee shall pay Lessor, at the expiration of each laaae year, In llau ot rental a minimum royalty equal to JI.00 per acre, or fraction

theraof. then ineluded in this lease, or rha difference batwaan the actual royalty paid on production during the yoar If lest than $1.00 par acre and the pre-

scribed minimum royally.
ROYALTY ON PRODUCTION. Cxcapl for oil and gas used on isld land for development and production er unavoidably lost, Lcuss shall pay lesitsr

11.
as royalty rhs following:
(@ On oil per cam In amount or value of the oil produced and saved and removed or sold from said lend.
(b) Onogas .1 2i... P«r com In amount or value of the gas produced and savad and sold or uiad off said land or used for tho extraction of natural

gasoline or other prodlieli therefrom.
(ej On associated substances ..XdJjj"
12. REDUCTION OF ROYALTY RATES FOR DISCOVERY. If lasaaa shall drill on said land and mats* tho firsl discovery of oil or gsi In commoreiel quan-
tities in any geological structure, the royalty rate under this laaae thill, Instead of the rales prescribed in Paragraph 11, b* five per cent for e period of lan
years following the dele of such dlicevory, and thereafter the royalry rates shall be those prescribed In Psragrephtt. If this lease Is committed to a unit agree,
mem epproved or prescribed by Lauor at provided In the regulations, the five par cant royalty rata shall not apply to all, but only, rho production allocaiad

to this laasc undar such agreemam.

13. RBOUCTION OF RENTAL AND ROYALTY. Rantal or minimum royalty may be waived, suspended, or reducod, or roytlty mey be roducod on all of
said land or any tract or portion thereof segregated |0l royalty purpose, H Lessor finds that suets relief Is necessary IO the purpose 0lencouraging the
greatest ultimate recovery of oil or pel and Is In the Intoresf of eomefvelion of netutel resources and ellher that such relief Is necessary In order lo promote
development or that the leeso cennot be luceeeafully operated under tfse terms proulded heroin.

Id. ROYALTY IN XIND. Whenever, at lhe oprlen of Lessor, which may hi exercised from tima lo time upon not lessthan six months notlca to Lessee,
Lassor electa to toko its royalry in kind, lessee shell deliver free of charge (on said land or at such placa atLossor and lessee mutually agraa uoon) to
Laasor or to such individual, firm, or corporation ot Lessor may designate all roytlty ell and/or gas produced end saved from said land Such oil and/or
got shall ba in good and marehantabla condition. Letsoe shell, if necessary, furnish tloraga for royalty oil free cf charge for thirty daye after the ond of
tho calendar month In which the oil la produced from said land; provided, that lessee shell not be held liable for lest or destruction of royalty oil and/or
gas from causes beyond Lsssoe't reasonable control Should Letiee dehydrele or clean the oil or gat produced from said land, Ltssea shall ha anllllad to an
allowance ol the actual cost of dehydrating or dean ng said royalty oil or gas.

13. ROYALTY IN VALUE. At tha option of lasior, which may ba axorcised from lima lo tima upon not lets than six months notice to lasses, and In llau
of reysl*. In kind, last*# shall pay to Lassor the field market price er veluc et lhe well of all royalty oil and/or gas. All royalty that may bacoma payabla In
money to lessor shall b* paid on or before the last day of the calender month following the month In which lhe oil or gas |« produced. The payments shall
be accompanied by coplos of run rickets or other satisfactory evidence of sales, thlpmanit, and amounts of gross production.

per cent In smounl or value of such substances produced end saved and ramovad or told from said lands.

16 PRICE The field market prico V value of royalty oil or gas shall not be less Ihan lhe highest oft (1) Tho price eduilly paid er agraod lo ba paid
to lassee at rha wall by tha purchaser thereof. If any; or(2) The polled pric* of lesseein ihe field for such oil or gas at tht wait, If 't or, (3) The prevail-
ing price received by other producers in lhe field et Ilhe well for oil oflike grade and gravity orgat of like kind andquality at thotlm: auch oil or gat Is
rtmovad from said land or run into storage, er such gas ia dalivartd to an extraction plant.

17. ‘PAYMENTS. 'Alllpiymcntp to Lessor under this lease shall be mede payable lo the Department of Ravanwe of tha Slate of Alaske and shall ba ten-
dared to Lessor at the placa designated under Paragraph 43 for giving notices lo lauor.

1. .OFFSET WELLS. Laima shall drill such wells at a reasonably prudent operator would drill to protect Lessor adequately from lon by reason of drainage
resulting from production on other land. Without limiting the gongrelity of the foregoing sentence, If oil or gas should be produced In a well on other land
not owned by lessor or on which Jossor receives a lower tete of royally then the royalty under this lease, which well Is within 300 fast in lhe case of an
oil well or 1,500 feet in the cese of a gaa well of lends then subject tothis lease, and such wallshall produce oi) orgas In payingquantities for | period
of thirty consecutive days, and if, after notice lo Lestoe end an opportunity to be heard, lessorfinds thit productionfrom such well Is draining landl than
subject to' this leaked Leelea shall Within f20 days after written demand by lassor begin in good faith and prosecute diligently drilling operations for sn
offset wall on said land. In lieu of drilling any wall requirad by this paragraph, lessao may with lessor's consent compensate Lessor in full each month for
tha estimated loes of royalty through dratnago In tfia amount determined by lessor.

19. OTftER WELLS. This lease contemplates the reasonable dtvelopmort vf said land for oil and gas at the facts may justify. Upon discovery of oil or
gas In paying quantities on said lend, Leuee shall drill auch walls as a reasonably prudont operator would drillhaving duo rogard for the Intaresta of less-

or es well es tha Insareets of Lessee.
20 DILIGENCE: PREVENTION OF WASTE. Lessco shell exercise reasonable diligence in drilling, producing, and operating wells on said land unleas
consent to suspend operations temporarily h granted by leaser/ shall carry on ail operations hereunder in a good end woWmsnlika manner In accordance
with approved molhods and practices, having due regard for The prevention of wesia of oil end gar and she entrance of water so the ofl and gas boating
sands or strata to the destruction ot injury of such deposits and fh* presarvarion and conservation of ihe property for the future productive operational
lhall use reasonable ctre and all proper safeguards lo pravent she pollution ofwator; shall plug securely In an approved manner any well before aberu
doning Il shell allow lessor to Inspectell operallont ai any time; shell cury our at Lessee', espente all reasonable orders and regulramxms of lassor
relative io the prevention of v ,ii, andthe preservation of said land, and os failure of Lessee so ro do. Lrsior shell have lhe righttogether wilh any
othor recount available io it to enter on said land to repair damage or ptovam wane ei lessee's espense; and shell, abide by and conform lo valid ap-
plicable rules and regulations of the Alaska Oil end Oas Conservation Commission and the regulations of Lessor relating to the metiers covered by th.s
oersgreph IN effect ON lhe effective dale hereof or hereafter In effocl if not inconiislent with eny specific provisions of Shis lease.
31. WEIL LOCATIONS. Lessee shall wtlhin five days after spudding In a wall advise Lessor in writing of rhe location and data of spudding of
said wall.
23. APPROVAL OF PLANS, lessee ahall nol place
lion on said land other than plans and methods in common use without firsthaving obtained the written approval
23, LOOS AND RECORDS An electric log or radioactive log, if lakcn, and a descriptive geologic sample loo, If taken, and a record of nil tests
run for each wall drilled on said land, rogethtr with d piat showing tho oxect location of esch such well, shall bo filed with lessor within thirty (39)
days aflar such well has been completed, suspended, ot abandoned. Any and all Information filed by lessee with Lessor In connection with this lease
shall be available at all times fot tho confidential use of Lessor for the purpose of enforcing compliance wilh the terms, covenants, and conditions ot
this lease end the regulations of the Lessor hut shall not be open for Inspection by any person other than officers, 0 omployoes 0| Lassor and persons
performing any function or work assigned lo them by lessor for a period of twenty-four (24) months after the thirty (30) day filing period, except
upon written consent of Letiea. Notwithstanding any other prevision hereai, slid Information may be disclosed to any person where such disclosure
n reasonably necessary for th» administration of the functions, responsibilities, and duties vested by law In the Commissioner of Ihe Department of Nat-

into ectuel operationany plan or method for the purpose of stimulating or Incroasing produc
of Lessor.

ural Resources or In the D ' m of Lands or the Director thorocf. Including but not limited to functions, responsibilities, and dunes arising In con-
nectlon W.lh any Ilhgehon or administrative idleetlon relating to fhls lease or to the rights, d > and obligations arising hereunder.

24. RECORDS. Isssae shall keep and . m Its possession books and records showing she action end disposition of all oil and gas pro-
ducod from said land and shall permit lessor or iia agents at all reasonable hours to examine ihe . Such records and repol/is of production Ihall

ba based -.non such methods and lerhnlniras as shall tnmra sha most aciurelo Flaures raaianablv available withour reauirina the Lessee to orovide seoe-
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by lessor or Its lessee until provision Va been mad*to pay the owner of lhe land upon which the reicrved righra are taught to be oxareisad tull
payment for all d, msgas sustained by slid o- '»! by resson of entering on said land; provided, that's ,,;d owner for any causa whatever refusal or
neglects to ssttle said damages, Lessor or ;ee ahall have the right to Institute such logsl | Ing in a court of competent jurisdiction wherein
the lend is situated as may ba necessary lo * .tine the damage which the Owner of such land n,. /War. losses hereby agrees lo pay any damage
that may become payable under aald statutory provisions end to Indemnify Lessor and hold It harmloss from end against any claims, demands, liabilities,
and eepenies arising from or In connection with auch damage, Tht furnishing of a bond In compliant* with this Lass* will bo regarded by Lataor as

a sufficient provision for the payment of all damage lhar may bacomt paysbl* under said statutory provisions.
26. BONDS.
(a) If required by lessor. Lessee shall furnish a bond prior lothe Issuance of this lease In an amount equal so at least $2.00 per

rhareof contained Insaid land bur not less than $1,000.00 and shall maintain said bond at long at required by Lessor.
maintain a bond in an amount of at latat $5/100.00.

ecro or fraction

(b) Before beginning drilling operation* on said land Lessee must have furnished and shall

(0 Lessee may. Ir lieu of tho force .mg, furnish and maintain a ttaiawld* bond In tha amount of $100,000.00
(d) lessor may, after notice to Lessee and an opportunity to be heard, require a bond In a reasonable amount greaterthen theamountspecified
Improvements In lhe vicinity of said

above In this paragraph where such graator amount ia justified by the nature of tht surface andlIts uses and
land and the (fcgrtt,of the risks Involved In the types of opareiksns being orto be carried Out under this lease, A stitewide bond wlH not satisfy
any requirement, of t bond Imposed under this subparagraphbut will b: considered by Lessor in determining lhe needfor end the amount of
any additional bond under this subparagraph.
ft) If liid lend Is committed in whole or in part toe cooperative 0 unit agreement approved or prescribed by Lessor pursuer! to law and
tha regulations and a unit bond it furnished in accordance with the regulations, lotste need not thereafter maintainany bond with respect ro the
portion of aald land to committed to such agreement.

27. ACTS Of GOD. Should Lets** be prtvonted from complying wilh any expressed er Implied covenant of this lasts, from conducting drill-
ing eoperations thereon, orfrom producing or merketing ellor gaa from said land atier efforts made In good faith, by reason of war, riots, acts of
God, severe weather In the ares of said land, actsof governmental authorities, failure orlack of adaquata transportation facilities, or sny oth«r
cause beyond Lessee's reasonable control whether similar tothoae enumerated or not, then while to prevented and fore reasonable time there-
after within which to resume operations, lessee's obligation to comply with such covenant shell be suspended end Leasee shell not be llabla for dsm-
egot for failure lo comply therewith. If drilling or reworking operations €[€ suspended by virtue of this paragraph end the protaeutlon of such
operations would hava had the affect of preventing tht expiration or termination of this less* then this lasso shah not terminate during the period
which tha obligation to perform such operations It suspended under than paragraph; provided, however, that nothing In this paragraph shall ba con-
strued to suspend lhe payment of rentals or of minimum royalties.

26. SUSPENSION, leaaor may from Ilmo to rime direct or assent to tha suspension of production orother operations or
such action is necessary or lutrifled in the interest of conservation.

29. RESERVATIONS. Lessor reservesthe right to dispose of tha surface of said land ro others aublecl lo this laaae, and tha right to authorize
others by grant, least, or permit sublecl to this last* end under such conditions as will prevent unnecessary or unreasonable Interference with the
rights of Lessee end optrifiont under this lease, to enter upon and use said land:

(@) To explore for oil or gas by geological or geophysical meant Including
net more than 1,000 feet.

(b) To explore for, develop and remove natural resources other than oil, gas, and associated substances on er

(c) for nonexclusive easements and righrsOf way for any lawful purposa including aheftl and tunnels nocaisaryor appropriate for tht work-

ing ofsaid land or other lands for natural resources other than oil, gas or associated substances.
ihrough saidland to explore for or product oil, gas, and associated substances In and

both under this last* if

the drilling of shallow core hofes orslraHgraphlc testi to i depth of

from said land.

(d) For wall silts and wall borta of walla drlllad from or
from other land*.

(a) for any other purpose now or hereafter authorised by law and nor Inconsistent with the rights of lesteo undar this lease.

30. UNDERGROUND STORAGE. This loss*docs not authorize the aubsurfsca storage of oil orgas except as a naeasasry incidentto recycling
pressure malmonancx, raprtesurlng, or othar similar operation designed so increasethe ultimaterecovery of oil or gas Jyt prevent the watte of oil or gas
produced from said land or from any unit arts of which the said land Is apart. Lassor resorves the tightto authorise the subsurface storage of oil or
gas In said land by lessee or by ofhert In order to avoid waste or to promoteconservation ofnatural resources endupon auch'conditions at will pre-
vent unnecessary or unreasonable Interference with the rights and operations ofLessee under this lease, Including conditions prohibiting the storage of oil
ot gat without the consent of Laura In any reservoir covered by this lease capable of producing ell or gat In paying quantities.

3). ASSIGNMENTS. This lease or sny undivided Interest herein may with the approval of lessor be assigned or subleased at to slid Isnd or any one
or mot* legal aubdlvislons included therein, or any taparei* and distinct zone or geological horizon underlying aald land or such oneor mot* legal sub-
divisions, to any parson or penons qualified lu l,old a lease. No transfer of eny Interest In this lease including auignments of working or reyslty Inter-
ests and oporaring eoreemenii end tublottt. shell be binding upon Leuor unless approved by Lesser, lessee shall remain litble for all obligations un-
der this lease accruing prior to tha approval of such transfer. Approval of transfer of this lease or an Interest stsorain will not ba dtnled except (I) for
(allure to comply with iheregulations, (3) In the discretion of Lesser, where rha transfer coven any dlarinct zone or geological horizon, or (3) where
Lessor determines that the best interests of Lessor |ustlfy suchaction. Applications for approval of a transfer under this paragraph must comply with
tho regulations and mutt bo filed within ninoty days aflar tha date of final cxocullon of the inslrumant 0l transfer. Where a transfer It made of ail
or a part of lessee's Interest in and to < port'on of the acreage In laid land theassigned acreage shall, at tho option of lauor, or may upon request
of the transferee and wilh the approval of Losaor be segregated into s separate and distinct loato having tho tarn* effective don as this lease.

32. UNITIZATION. Whenever dolormintd and certified by Lessor to ba nocasisry 0 advisable in rha public Interest for the purpose of properly
conserving the natural resources 0| any oil or gas pool, fitid €t ika area or any palT thereof, which Includes or underlies said land or any part thereof.
Latsoo may unite with other Lossess of lessor or with others owning or operating lartdj not belonging to Lesser including lends belonging to fha United
Statoi and with others, |o!nrly or separately, In collectively adopting and operating under a cooperative or unit agreement for the development or oporsfien
of the pool of field or like area or peri thereof, lessee shall within thirty days after demand by lessor subscribe to such < cooperative or unit agree-
ment, which agreement slttll be reaaonable and shall adequately protect all partial In Interest including Lassor. lessor may with the consent of Leuoe
establish, slier, change, or revoko drilling, produong, rental, minimum royalty, and royalty requirements of this leue It committed to any auch co-
opetaltvo or unit agreement and may make such regulations with refaroisco to this letso with tho Ilka consent of Lets** In connection with she In-
tlitulion and operation ol any such ceoparellve or unit agreement at Leuor may determine io ba necasury or proper to secure tho proper protection
of the public Interest. If a portion of slid land Is commlnod to an approved or prescribed unit agreement, the eommirlod acres, shall *1 the option
of lessor and may upon the requel' ot lessee and with the approval of Lessor be segregated into aseparalo and distinct lets* having tht stmt
effectlvo date as this lease.

33. MIRRENDET. lasso* may at any lima make and file with Leuor a written surrender of all rights undar this losso or any ponton thereof com-
prising one or mera legs! subdivisions er. with tha consent of Lessor, of any separate and distinct zone or geological horisen underlying said lands or
such one or more legal subdivisions thereof. Such a surrender shall ba effective as of the dale of filing subtoctso the continued obligations of leisec
and His surety to make payment of all royalties theretofore accrued and lo piece ell wells on the eurrttndarsdland or in lhe surrendered zones or
horizons In condition satisfactory to leuor for suspension or abandonment; thereupon, Losses shaft ba released from all other obligations accrued or to
accrue undar this kaie wilh respect lo tha surrendered lands, zonaa, ot horizons.

34. DEFAULT; TERMINATION. \ tenava” lessaa falls to comply with any of the provisions of this lease other then the payment of tenlal and
end Lessee tails within sixty days after wrlllen notice of such default to oommrncc to remedy and thereafter prosecute diligently operations to remedy
tueh default, Lessor may cenctl this leas* If at that tima there It no wall on saidland capable of producing oil gas In paying quantities. If at
such nmo there is on said land a well capable of producing oil er gas in paying quantities, this lease may b* cancelled only by judicial proceed-
ings. In lhe evonl of any cancellation under thia paragraph, Losses shall hay# fti* right to retain <mdar this less* any usd all drilling at producing
wells es to which no default exists together with t parcel of lend auttounding escti such well or ssrells and such rights Of way through aald land

at may ba reasonably nacatiary to anabi* lustso to drill and operate such retained wall or walls.
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35. EXCESS AREA. If forany reaafln 1Jtd land Iniludoi more acreage than the maximum permitted under applicable lewi and/or regula-
Horn, rhh leeae Ihall not be void but tho acreage Included In Hid Ilind thill be redu<»d to tha parmlittd maximum. Whenever lauor determine!
thal thil leaie IB exceeds tht permitted acreage ind norlftaa leuee anting tha amount of acreage that mual be eliminated, Uiue may whhin alxry
dayi after aueh notice aurrender arte or more legal lobdlvlalone Included inaald landi comprising at lean the amount of aoeage that mull be ellmL
nated. If auch a lurrertder It not filedwithin luch alxly dayi lauor may tatmlnata thla leate at to tho acreage that muit be eliminated by mailing

nellce of luch termination lo lauee deterlblngthe parcel or parceli alltrtineiacL Such «notice "shell .have the effect Of terminating thh leate at
to the parcel or pereali deicrlfaed In luch notice.
36. RIGHTS ON TERMINATION. Upon lhe expiration or earlier termination of thlalaate aa 10 all or any portion of aald lenda. laaaae ahall

have the privilege at any time within a period of rix month, thereafter, or auch axranaion thereof la maybe granted leaaor, of removing from
teid land or portion theroof allmachlnary, equipment, loola, and meterlala other than improvement! needed for producing wella. Any melerlala,
toola, appliance!, machinery, atructurea, and equipment aublect lo ramoval aa abov* provided which are ellowod lo remain onlaid land ot portion
thereof ahefl become the property of leaaor upon expiration of auch period; provided, thel Leuee Ihall remove any and all ofauch propertlai
when to directed by leaaor. Sublect to the foregoing, Leasee shall deliver up aeid lenda or auchponton or poritona thereof in good order and

condition.

37. INTEREST IN LAND. M la the Intention of the pertlea that the rilghh veatod In leuee by this leaac ihell conatiWle an Intereaf In roal prop-

erty in uld lend.

38. LESSER INTEREST. |If Leuor owna e leaacr intcreat In ihe oil and gaadeposits In aald land than the entire end undivided feo almple ealate,
then Ihe royeltica end renlele herein provided ahall be peid lessor only inthe proportion whieh Ill Inleteat been to rho whole end undivided fee.

39. CONDITIONAL IIASE. If ell or e part of aald land laland thal hja been eeleeied by the leuor under lewi of the United Sfetea granting
landi ro laiaor, bur auch land haanot been patanlad ro leuor by theUnited Stoles, then thla kato iaa conditional laaaa aa provided by I»w until
auch patent becomea effective. If for any raaaon auch a aalaerlon la not finally approved or auch a patent doea not become effective, any re.. al,
royalty or minimum royalty payment! made to leuor under thla leaae will not be refunded.

40. DRILLING OPERATIONS. Aa tried In thla leeae "drilling operation!"mean eny «ofk or ecruol operaHorn undertaken or commenced In
good filth for the purpoae of carrying oul enyot lhe right!, privilege! or durlea of leiaee u der thla leeae. followed diligently and in dua cOF»t by
rha conarrucrion 0( a road or derrick end/or other neceaaary atructurea for the drilling of an oil or gaa well, and by rhe aelualoperation Of drilling
In the ground. Any auch work or operailDna preliminary to drilling In tho ground may be undertaken eltbar on eeld lend or InThevicinity ol *1J
lend in any order lasseo ahall see fit.

ft. ACTUAL DRILLING. Aa wied In Ilhla laaae, "actual drilling” moara any andall operatloni neeeaaery or convenient to the drilling of e
rho ground after (he firat drilling or apudding with equipment of sufficient site end capacity to drill to the total depth propoaed for the well.

well In
regulations of rho Com-

4}. RULES ANO REGULATIONS. Aa uaed in thia leeae "reguleilona" rrwanthe eppliceble and valid oil and gaa leealng
miaalener of lhe Department of Natural Resourcn in effect On the effective dele of Ihlt lease unteca oiherwtae apeclfled.

43.INTERPRETATION, Aa uied In Ihlt leaae worda which ero defined In the regulations have the meaning aaaigned by auch definition excop!
where the context clearly require! a different meaning. The paragraph bcedinga are not a part of thla laaaa and art Inaorted only for convenience.

44, NOTICES. Any notice required or permitted under this lease shall* ba In writing and shallbo given by regisiorcd or certified mail, return

rccoipt requested, oddreseed el follower

o Lol "= RIOHAELD OIL QCRFCRATION

Director, Dlvlalon of Linda

v St o SOUffl. FLOWEELSTRSET

344 Sixth Avenue

Anchprape, Alaska L@A\E_ES’ mLImIA 900g»

Any such noliee lhall b« dttmtd given whan delivered to the foregoing eddreaa, Either parly may change the address lo which auch nolieea ere to be

aent, by a notice given In accordance with thla paragraph.
45. HEIRS AND ASSIGNS. Subject to Ihe other provisions of thia lease, IP* covenants, conJHlona. and agreements contained In this lease ahall
extcr.d to end be binding upon ihe helra, execuiora, administrators, auceouors, or aulgna of leuor and Lauca.

46. WIIOLIFE STIPULAL1IONS. This lease ia subject to auch stipulation at aro attached.

IN WITNESS WHEREOf the -partial havo-Tixocurea* thla lease effective et of the ... day of O.C.fc.P.fefrX.... 19.&L
RICHNAMAMRPORMNJION
1 4 STATE Of ALASKA
HT A'XtSrneij
HUMBLE OIL & REFINING COMPANY
(fJ L
o— Its Attorney in Fact
LESSEE e Mberals Officer LESSOR
TUC UNITED STATKfi 0] AKEALCA )
STATE Of AL13KA J
ThU oertiflea that an the. ..daye f-u c¢c 7 1» d»c/*hefore me, e notary public In and |0r the State of Alaeka, duty
Erie Mathis to me_known and known t« me to be

commtealoned and awom, personally appverod ... ..o e o . me_Kki and
tha pcraon described Ut and who executed the torefolm Icaao on behalf of lhe State 0| Alaaka aa Director of tha Dtvtalon of Landi. Depart.

ment of Natural Ttesoureea. or ItU aulhorbtad agent. Tha said. _J5F-li§. M Sthi?, . .axocutcd aald laaaa In my

proacnco and, after being duly awem aoeordln* to law, atatad to me under oalh that he Lla ilia Director or the Division of Lands, Department
of Natural Resource*, or hla authorised agent, and has authority pursuant to taw lo execute lha foregoing laaae aa such Director, or authorized
agent, on behalf .of tha Rule of Alaaka, aallug through tha Dlvlalon of Lands. Department of Natural Haaoureea »nq that he executed the
coma freely and voluntarily aa Iha free and voluntary act and dttd al tht utd Slate of Alaska and for the Dlvlalon of Lands, Department of

Natural Resources.

WITS pond and”jfi*gMi ep”y of the day *na| year in lhla certificate abovv written.

- A g - i f c m e e _ Notary Public In and for Alaaka. My Commission explrea—
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NOTARY

STATE OF CALIFORNIA )
COUNTY OF LOS ANGELES (

ON THIS-rfS? I1S9°£T7&eXore me, the undersigned, a Notary

Pnblic in and lor said bounty and State ptrtonalF appeared- ________________ N =T VY01 10 1] g | - [ — -
known to me to be the person whoaa name is tubecrlbed to the within instrument, as the Attorney in Feet of
HUMBLE OIL A REFINING COMPANY, a corporation, and acknowledged to me that ho eubscribod the name of
HUMBLE OIL A REFINING COMPANY thereto os principal and hie own name aa Attorney in Fact

WITNESS my hand and official seal.

S.
_— MARTHA E. TIPFEN
MARTHA E PIPPEN Mv Comminlon bplrot October S, 1965
HOUR'/ fUSUC.CALIFORNIA | (Print, stomp type name)

PRINCIPAL OFFICE IN Notary Public in and I®r Said County and State.

LOS AN&ELES COUNTY

WV W x-yw
STATE OF . CALIFORNIA
COUNTY OF  LOS ANGELES I“'
<
O Ibis. 6t] daf of. U_Y in the year 19 65 before me, %;_
i ., aNotary Public in and for Ibc said County and Slate, lt -%
personally appeared. 'G. R. SHEPPH|RD ] ogo
known lo me lo be the person whose name_is subscribed lo the within instrument, as the attorney-intact ol &:
RTLTTFTRTY) OH, "CORPORA'FTON do2s
and acknowledged lo me that be subscribed the name of. RICHFIELD OIL CORPORATION "S3
.thereto as principal and A|B nwn Se as attarney-in‘fact.
IN W|TNESSWHEREOF,/ have hereunto set my band and affixed my o lial seal day and year In this

certificate first above written.

My commission expires MAY |’H-1A66

ALASKA - Aﬁ\ NCV-INFACT Notny Rudic in ardjot laid Gourty ad Ses»
PO IN U
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38 Operating Rights. Working Interest Owners, ar.d Unit
Operators in their behalf, shall have the same rights as are granted
in the several oil and gas leases of ingress, egress, use of the sur-
face and subsurface, use of water, U% of other substances, use for
the laying of pipelines and any other rights in said leases, which
shall extend to and may be exercised for the benefit of the Unit Opera-
tions, the same aa if the entire Unit Area were coverod by a single
oil and gas lease containing such provisions. Such rights shall extend
to all lands hereafter added to the Unit Area and shall continue
in full force and effect as to any lands hereafter excluded
from the Unit Area (whether by virtue of Section 9.3 of this agree-
ment or otherwise) which, when excluded, are either being utilized
for the benefit of Unit Operations or to be utilized pursuant to an
approved plan of development and operation.

ARTICLE 4

Unit Operators and Plan of Development and Operation

4.1 Unit Operators. Working Interest Owners are concur-
rently herewith entering into the Unit Operating Agreement desig-
nating Unit Operators. BP ALASKA INC., with offices at 3111 “C”
Street (P.O. Box 4-1379, 99509), Anchorage, Alaska, is designated
as Unit Operator for the following identified leases or portions
thereof included within the Unit Area:

Sutc ot AlaieaLem No. Tract No.
47445 1
28235 2
28254 3
47469 9
47448 10
2825G 11
28255 12
25237 13
47447 14
47446 15
25637 16
47449 17
28239 18
28238 19
23259 20
28258 21

AGO 10034224
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Stato ot Alatkn Laato No. Tract No.
28257 22 & 22-A
28279 23
28278 24
28277 25
23299 26
28304 43
28280 44
28281 45
28282 46
28260 47
28261 4s
47450 49
28240 50
25241 si & 51.A
28244 52
28245 53
28262 54 & 54-A
N % O
a7ds1 B2 d55-A
28283 57
23284 558
28285 59
28305 go
28310 75
28286 76
28287 77
28288 78
28264 79
47452 go
4/403 Si
28246 82
47454 83
28265 84
A
4 SR 88A
76+ 1% §
47475 103
41416 104
28290 105

ATLANTIC RICHFIELD COMPAN'Y, with offices at 711 West Sth
Avenue (P.O. Box 360, 99510), Anchorage, Alaska, is designated as
Unit Operator for the following identified lenses or portions thereof
included within the Unit Area:

AGO 10034-225
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state 0f Alaska I.rm* ©\jO

34625 Tract No.
34626 f
34627 5
34624 8
28297 !
28300 8
28301 2<
34628
34629 i
34630 5
34635 g%
34634

340es 2
28337 §§
28338
28320 gg
34631 3
34632 i
28302
28303 4
28306 i2
28307
28321
28322 3
28323 0
25339 6
28340 66
o
:
28325
28326 1)
28308 i
28309
28312 74
28311 89
28329 90
28328 3%
28327
28345 93
28344 04
28347 08
26346 08
28332 9’
25.331 08
28330 iqq

AGO 10034226
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State of Alaska Leaie No. Tract No.
28315 101
28314 102
47482 106
25316 107 & 107-A
25335 108
28334 109 &109-A
28333 110
23349 111

Further reference in this agreement aua che Unit Operating Agree*
ment to Unit Operators shall mean BP ALASKA INC., with re-
spect to that portion of the Unit Area for which it is designated
as Unit Operator, and ATLANTIC RICHFIELD COMPANY, with
respect to that portion of the Unit Area for which it is designated
as Unit Operator. Unit Operators shall have the right to conduct
Unit Operations, which 9hall conform to the provisions of this
agreement and the Unit Operating Agreement. By signature hereto,
BP ALASKA INC. and ATLANTIC RICHFIELD COMPANY,
hereby agree to accept the duties and obligations of Unit Operators
for discovery, development and production of Unitized Substances
as herein provided. A change of either Unit Operator may be made
in accordance with the Unit Operating Agreement, and the Direc-
tor shall be notified promptly of any such change. In the event of
any such change, the Unit Operator herein designated, change of
which is desired, shall continue in its capacity as a Unit Operator
until a qualified successor ahall have been selected and approval
thereof is given by the Director and the successor shall have assumed
its duties as a Unit Operator. No change of a Unit Operator shall
become effective until approved by the Director. Upon a change
of Unit Operator, the outgoing Unit Operator shall deliver pos-
session of all equipment, materials and appurtenances used in con-
ducting Unit Operations and owned by the Working Interest Owners
to the new, duly qualified and approved successor Unit Operator.

411 Each Unit Operator shall file with the appropriate
State of Alaska office all applications for permits and make all
reports and file all notices which pertain to wells, facilities or
Unit Operations conducted or to be conduoted within that por-
tion of the Unit Area for which it is designated as a Unit
Operator.

AGO 10034227
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4.1.2 Both Unit Operators must accept joint rosponHi-
bility for the following reports and filings, as may be lawfully
required, by jointly submitting same:

4.1.2.1 Establishment and revision of any Participat-
ing Area.
4.1.2.2 Plans of development and operation.

4.12.3 Reports concerning monthly production in-
cluding allocation of the royalty portion of such produc-
tion to the Working Interest Owners for settlement with
the State of Alaska.

4.1.24 Plans for gathering lines, injection systems
and other facilities related geographically to both oper-
ating areas.

Whenever tire State of Alaska should require both Unit Opera-
tors to take any action or to report any matter, such matter shall
be submitted jointly. The Unit Operators shall act hereunder only
as authorized in accordance with provisions of this agreement and
the Unit Operating Agreement, and tho State shall be entitled to
rely upon any action by the Unit Operators hereunder as authorized
in accordance with said Unit Operating Agreement.

4.2 Method of Development and Operation. To the end that
Unitized Substances economically recoverable may be inc.vepsed and
waste prevented, Working Interest Owners shall with due diligence
develop the Unit Area in accordance with good engineering and
production practices. Sueli engineering and production practices
shall include a plan of development and operation on a Reservoir
basis (or portion thereof), designed to cEciently and economically
produce Unitized Substances. The plan for development and oper-
ation of the Oil Rim Participating Area and the Gas Cap Participat-
ing 4.-aa as those Participating Areas are respectively defined in
Sections 5.1(e) and 5.1(c) of this agreement, iB attached hereto as
Echibit E, and is approved by the Director's approval of this agree-
ment. Modifications of Exhibit E shall be submitted to the Director
for approval.

A plan for the development aud operation of lands not included
in the initial Participating Arana is attached hereto as Exhibit E-I

AGO 10034-223
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and is approved by the Director’s approval of this agreement. 'Within
five (5) years after the Effective Date, Unit Operators shall aubmit
for the Director’s approval a further plan of development and opera-
tion for lands not then included in a Participating Area. If Unit
Operators fail to submit an acceptable further plan of development
and operation or fail in a subatautial respect to conduot the opera-
tions included in an approved plan, the Director may upon notice to
Unit Operators and the affected Working Interest Owners exclude
from Unit Area any lands not then included in a Participating Area;
provided, however, that such lauds shall not be excludod while bona
fide drilling operations are being conducted on any such lands and
continued diligently, with at least one well being commenoed each
calendar year and followed by a good faith attempt to complete such
well during the winter drilling season; provided further that if Unit
Operators have timely submitted t plan of development and opera-
tion on a Reservoir basis (or portion thereof), covering a portion of
such lands, and such plan has been approved by the Director, then
lands covered by such plan of development and operation shall not
be excluded from the Unit Area so long as operations are being dili-
gently conducted pursuant thereto. The Director may modify the
'rilling requirements of this section by granting reasonable exten-
sions of time when in his opinion such action is warranted.

Development and operation of the Unit Area, as it may be en-
larged or contracted, pursuant to a plan or plans submitted and
approved by the Director in accordance with this Section 4.2, shall
be deemed full performance of all obligations for development and
operation with respect to each and every Tract included in each
plan or plans, regardless of whether there is any development of
any particular Tract or Tracts of the Unit Area, notwithstanding
anything to the contrary in the lease.

A plan of development and operation for each subsequently
established Participating Area shall bo submitted to the Director
for approval as information npon which to base such plan is de-
veloped,

4.3. Rate of Prospecting, Development and Production. The
Director is hereby vested with authority to alter or modify from

AGO 10034229
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time to time the quantity and rate of production under this agree*
ruent when such quantity and rate is not fixed pursuant to State
law or does not conform to any state-wide voluntary conservation or
allocation program which is established, recognized and generally
adhered to by the majority of operators in such State, auch authority
being hereby limited to alteration or modification in the public inter-
est, the purpose thereof and the public interest to be served thereby
to be stated in the order of alterations or modification. Without
regard to the foregoing, the Director is also hereby vested with
authority to alter or modify from time to time the rate of prospecting
and development and the quantity and rate of production under thia
agreement when such alteration or modification is in the interest of
attaining the conservation objectives stated ia this agreement and
Is not in violation of any applicable State law,

Powers in this section vested in the Director shall only be exer-
cised after notice to Unit Operator and opportunity for hearing to
be held not less than thirty (30) days from notice, and shall not be
exercised in a manner that would (i) require any increase in the
rate of prospecting, development or production in excess of that
required under good and diligent oil and gas engineering and pro-
duction practices; or (ii) alter or modify the rates of production
from the rates provided in the approved plan of development and
operations then in effect or, in any case, curtail rates of production
to an unreasonable extent, considering unit productive capacity’,
transportation facilities available, and conservation objectives; or
(iii) prevent thia agreement from serving itB purpose of adequately
protecting all parties in interest hereunder, subject to applicable
conservation laws and regulations.

4.4, Drilling by Working Interest Owners. Any Working In-
terest Owner shall be entitled to drill wells under circumstances and
limitations prescribed in the Unit Operating Agreement. On ap-
proval by the Director, a plan of testing, evaluation and plot pro-
duction may be carried out by such "Morbing Interest Owner to
determine if such wella are capable of sustained commercial produc-
tion of Unitized Substances in sufficient quantities to justify Work-
ing Interest Owners in developing and producing the Reservoir, or
portions thereof, into which such well is completed; provided, how-
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ever, that any auch veil* which are determined to be capable of such
production must thereafter be produced by the Unit Operator,

hoe

P. 09

ARTICLE 5
Participating Areas and Tract Participations
5.1 Definitionmss Pertaining to Participating Areas Within Prud-
Bay (Permc-Triassic) Reservoir.

5.1(a) Prvdhoe Bay (Permo-Triassic) Reservoir means the
accumulation of Unitized Substances correlating with the Uni-
tized Substances found in the A.R.Co.-Humble (now A.R.Co.-
Exxon) Prudhoe Bay State No. 1 well between the depths of

. 8,117 feet and S,7S5 feet below Kelly Bushing as measured by

the Schlumberger Dual Induction Laterlog, Run 4, dated Febru-
ary S, 196S, and Run 5, dated March 9, 1968 (including also tho
Put River Sandstone, which is that sandstone interval that cor-
relates with the interval 9.63S to 9,719 measured feet on the
Borehole Compensated Sonic Log, Run 2, dated September 28,
1975, in the Atlantic Richfield-Exxon NGI No. 1 well, and sun-
other formation that contains an accumulation of Unitized Sub-
stances in substantial hydrocarbon communication with the
above-described portion of the Prudhoe Bay (Permo-Triassic)
Reservoir), and which has Reservoir Limits 9hown on Exhibit F
as such exliibit may be revised from time to time by the Working
Interest Owners in accordance with the Unit Operating Agree-
ment and Section 2.6 hereof. For the purposes of this agreement,
the Prudhoe Bay (Permo-Triassic) Reservoir shall be considered
as a separate, continuous accumulation of producible Unitized
Substances, even if fau.ts or other discontinuities may divide
the Permo-Triassic formation within the designated area in
Exhibit F into separate Reservoir segments,

5.1(b) Prudhoe Bay (Permo-Triassic) Gas Cap is that
portion of the Prudhoe Bay (Permo-Triassic) Reservoir which
originally contained Gas Cap Gas and winch is distinguished
from the Prudhoe Bay (Permo-Triassic) Oil Rim as being that
portion of the Permo-Triasaic Reservoir which originally existed
above the gas-oil contact or contacts as determined by the Work-
ing Interest Ownera.

AGO
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UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATION OF THE
POINT THOMSON UNIT
STATE OF ALASKA

FOURTH JUDICIAL DISTRICT

THIS AGREEMENT, entered into as of the 1st day of March, 1977,
by and between the parties subscribing, ratifying, or consenting hereto, and

herein referred to as the "parties hereto",

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty or
other oil and gas interests in the unit area subject to this agreement; and,

WHEREAS, the Commissioner of the Department of Natural Resources,
State of Alaska, is authorized by Alaska Statute 38. 05 and appropriate state
regulations to consent to or approve this agreement on behalf of the State
of Alaska, insofar as It covers and Includes lands and mineral interests
the State of Alaska, and,

WHEREAS, the parties hereto hold sufficient interests In the

Point Thomson Unit Area covering the land hereinafter described
to give reasonably effective control of operations therein; and,

WHEREAS, it is the purpose of the parties hereto to conserve natural
resources, prevent waste, and secure other benefits obtainable through
development and operation of the area subject to this agreement under the
terms, (ionditions and limitations herein set forth; and,

WHEREAS, State lands, as that term is used in this agreement, means
those lands title to which is vested or that become vested In the State of
Alaska alnd lands which have been tentatively approved after state selection
and are Lot covered by an existing Federal.oil and gaa lease at such timp as
any right or authority is exercised;

NOW, THEREFORE, in consideration of the premises and the promises
herein contained, the parties hereto commit to this agreement their respectiv-
interests in the below-defined unit area, and agree severally among themselves
as follows:

1. ENABLING ACT AND REGULATIONS. The Alaska Land Act

(AS 38. 05. 005-370) and all valid and pertinent oil and gas statu*es and rcg-

AGO 10166135
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Nothing in this section shall be deemed to limit the right of the Unit Operator to resign as
provided in Section 5 hereof, or ax requiring Unit Operator to commence or continue any drilling
during the period pending such resignation becoming effective in order to comply with the
requirements of this section. The Commissioner may modify the drilling requirements of this
section by gianting reasonable extensions of time when, in his opinion, such action is warranted.

Upon failure to commence any well provided for in this section within the time allowed,
including any extension of time granted by the Commissioner, this agreement will automatically
terminate; upon failure to continue drilling diligently any well commenced hereunder, the
Commissioner may, after 15 days notice to the Unit Operator, declare this unit agreement
terminated.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six months
after completion of a well capable of producing unitized substances in paying quantities, the Unit
Operator shall submit for the approval of the Director an acceptable plan of development and
operation for the unitized land which, when approved by the Director, shall constitute the further
drilling and operating obligations of the Unit Operator under this agreement for the period specified
therein. Thereafter, from time to time before the expiration of any existing plan, the Unit Operator
shall submit for the approval of the Director a plan for an additional specified period for the
development and operation of the unitized land. The Unit Operator expressly covenants to develop
the *nit area as a reasonably prudent operator in a reasonably prudent manner.

Any plan submitted pursuant to this section shall provide for the exploration of the unitized
area and for the diligent drilling necessary for determination of the area or areas thereof capable of
producing unitized substance: in paying quantities in each and every productive formation and
shall be as complete and adequate as the Director may determine to be necessaiy for timely
development and proper conservation of the oil and gas resources of the unitized area, and shall:

(a) specify the number and location of any wells to be drilled and the proposed order and
time for such drilling; and,

AGO 10166101
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(b) to the extent practicable, specify the operating practices regarded as necessaiy and

advisable for the proper conservation of natural resources.
Separate plans may be submitted for separate productive zones, subject to the approval of

the Director.

Said plan orplans shall be modified or s ipplemented when necessary to meet changed
conditions, or to protect the interests of all parties to this agreement. Reasonable diligence shall be
exercised in complying with the obligations of the tpproved plan of development The Director is
authorized to grant a reasonable extension ofthe six-month period herein prescribed for
submission of an initial plan of development where such action is justified because of unusual
conditions or circumstances. After completion hereunder of a well capable of producing unitized
substances in paying quantities, no further wells, except such as may be necessary to afford
protection against operations not under this agreement or such as may be specifically approved by
the Director shall be drilled except in accordance with a plan of development approved as herein
provided.

11. PARTICIPATION AFTER DISCOVERY. At leastninety (90) days prior to
commencement of production of unitized substances into a pipeline or other means of
transportation to raaricet, the Unit Operator shall submit for approval by the Director a schedule
based on subdivisions of the public land survey or aliquot parts thereof of all unitized land then
regarded as reasonably proved to be productive of unitized substances in paying quantities; all
lands in said schedule on approval of die Director are to constitute a participating area, effective as
of the date such production commences or the effective date of the unit agreement, wluchever is
later. The acreages of both state and non-stare lands shall be based upon approved protraction
diagrams or appropriate computations from the courses and distances shown on the last approved
protraction diagram or public land survey as of the effective date of the inidal participating an or
computed with reference to the lost approved protraction survey or grids. Said schedule, which

will be attached as Exhibit C to this agreement, shall also:

AGO 10166102
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(a) such date of expiration is extended by die Commissioner, or

(b) it is reasonably determined prior to the expiration of the fixed term or any extension
thereof that the unitized land is incapable of production of unitized substances in paying quantities
in the formations tested hereunder and after notice of intention to terminate die agreement on such
ground is given by the Unit Operator to all patties in interest at their last known addresses, die
agreement is tetminated with the approval of die Commissioner, or

(c) a valuable discovery of unitized substances lias been made or accepted on unitized land
during said initial term or any extension thereof, in which event the agreement shall remain in effect
for such term and so long as unitized substances can be produced in quantities sufficient to pay for
the cost of producing same from wells on unitized land and, should production cease, so long
thereafter as diligent operations are in progress for die restoration of production or discovery of

new production and so long thereafter as the unitized substances so discovered can be produced as

aforesaid, or
(d) it is terminated as heretofore provided in this agreement.

This agreement may be terminated at any time by not less than 75 per centum, on an acreage basis,
of the owners of working interests signaioiy hereto, widi the approval of the Commissioner; notice
of any such approval to be given by the Unit Operator to all parties hereto.

21. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. The Director
is hereby vested with authority to alter or modify from time to time in his discretion the quantity
and rate of production under this agreement when such quantity and rate is not fixed pursuant to
state law or does not conform to any statewide voluntary conservation or allocation program which
is established, recognized and generally adhered to by the majority of operators in such state, such
authority being hereby limited to alternation or modification in the public interest, the purpose
thereofand the public interest to be served thereby to be stated in the order of alteration or
modification. Without regard to the foregoing, the Director is also hereby vested with authority to
alter or modify from time to dme at Ills discretion the rate of prospecting and development and die

quantity and rate of production under diia agreement when such alteration ormodificarion is in the
AGO 10166111
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interest of attaining the conservation objectives stared in this agreement and is not in violation of
any applicable state law.

Powers in this section vested in the Director shall only be exercised after notice to Unit
Operator and opportunity for hearing to be held not less than thiny (30) days from notice, and shall
not be exercised in amanner that would (i) require any increase in die rate of prospecting,
development or production in excess of that required under good and diligent oil and gas
engineering and production practices; or (ii) alter or modify the rates of production from the rates
provided in the approved plan of development and operations then in effect or, in any case, curtail
rates of production to an unreasonable extent, considering unit productive capacity, transportation
facilities available, and conservation objectives; or (iii) prevent this agreement from serving its
purpose of adequately protecting all parties in interest hrreundcr, subject to applicable conservation
laws and regulations.

22. APPEARANCES. Unit Operator shall, after notice to other parties affected, have the
right to appear for and on behalf of any and all interests affected hereby before the Commissioner
of the Department of Natural Resources of the State of Alaska and to appeal from orders issued
under the regulations of said department, or to apply for relief from any said regulations or in any
proceedings relative to operations hefore the CommisJoner or any other legally constituted
authority; provided, however, that any other interested party shall also have the right at his own
expense to be heard in any such proceeding.

23. NOTICES. All notices, demands or statements required hereunder to be given or
rendered to the parties hereto shall be deemed fully given if given in writing and personally
delivered to the party or sent by postpaid registered mail or certified mail, addressed to such party
crparties at their respective addresses set forth in connection with the signatures hereto or the
ratification or consent hereof or to such other address as any such party may have furnished in
writing to die party sending die notice, demand or statement.

24. NO WAIVER OF CERTAIN RIGHTS. Nothing in dtis agreement contained shall be

construed as a waiver by any party hereto of the right to assert any legal or constitutional rjglu or___

AGO 10166112
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“Reasonably Profitable” Legislation
HB 71, Sections 1and 2
Testimony of Bonnie Robson, Consultant to Legislative Budget & Audit,
Before the Senate Resources Committee
May 2,2005

On April 20, counsel for the Administration testified before the Legislative
Budget & Audit Committee about a bargain struck when the State leased its lands
at Prudhoe Bay and Point Thomson. The bargain, he said, was that the State
relinquished 7/8ths of production, retaining only 1/8" to itself as royalty; in
exchange, the lessees promised to develop and market the State’s oil and gas when
“reasonably profitable” to do so. However, HB 71 does not resolve any dispute the
lessees may raise over whether the obligation to develop and market exists, but
simply defines “reasonably profitable” and related terms. The definition only gets
used if the obligation does, in fact, exist. Also, if the obligation does, in fact, exist,
the proposed legislation sets a time clock for getting Alaska gas to market—seven
years from the date of administrative decision—because time is money—
substantially more than $1 billion per year to the State at current gas prices.

This legislation is otherwise modest in its ambitions. It uses average prices
and average returns. It does not create a new obligation if one does not already
exist. It does not create new remedies for breach of existing obligations. It simply
defines an undefined term in both old and new oil and gas leases and unit

agreements, rather than leaving that definition to other branches of government. It



gives the Administration guidance on a tool it already has and can choose to use, or
not, in getting North Slope gas to market. And, if and when the Administration
chooses to use that tool, it sets a seven-year clock on getting gas to market. The
seven-year clock, when aid if used, is intended to assure not just the promise of a
pipeline or an option on changes to tax and royalties terms in the event a pipeline is
built, but the pipeline itself, at the earliest reasonable date, bringing jobs to
Alaskans, affordable energy to Alaskans and Americans, and billions of dollars to
the State and its municipalities before declining oil revenues diminish our northern
way of life.

For those who wish to explore further some of the legal underpinnings of the
lessees’ duty to develop and market gas, the next page of these prepared remarks
sets forth a sample of the explicit language contained in the State’s oil and gas

leases, the Prudhoe Bay unit agreement, and the Pt. Thomson unit agreement:



Is There a Legal Obligation to Develop and Market Gas
When “Reasonably Profitable™?

Spencer Hosie testified that there is an obligation implied in oil and gas leases: to develop and
market oil and gas when “reasonably profitable.”

The State’s oil and gas lease agreements and Prudhoe Bay and Pt. Thomson unit agreements
also contain explicit language to the same or similar effect. Examples follow:

The Leases state:

> The lessee is granted the exclusive right to state lands “for the sole and only purposes of
exploration, development, production, processing and marketing oil, gas, and associated
substances produced therewith, and of installing pipe lines and structures ... to find,
produce, save, store, treat, process, transport, take care of and market all such substances”

(DL-1, para. 1)

> “This lease contemplates the reasonable development of said land for oil and gas as the
facts may justify.” (DL-1, para. 19)

>  “DILIGENCE .... Lessee shall exercise reasonable diligence in ... producing
(DL-1, para. 20)

The Prudhoe Bay UnitAgreement states:

> “To the end that Unitized Substances economically recoverable may be increased
Working Interest Owners shall with due diligence develop the Unit Area in accordance
with good . . . production practices. Such ... production practices shall include a plan of
development and operation ... designed to efficiently and economically produce

Unitized Substances.”  (Sec. 4.2)

> “Rate of Prospecting, Development and Production. The Director [of the State of
Alaska’s Division of Lands, i.e. DNR] is hereby vested  withauthority toalteror modify
from time to time the quantity and rate of production... limited toalteration or
modification in the public interest.. ..” (Sec. 4.3)

The Pt. Thomson Unit Agreement states;

> “PLAN OF FURTHER DEVELOPMENT AND OPERATION.... Any plan ... shall
be as complete and adequate as the Director may determine to be necessary for timely
development... of the oil and gas resources of the unitized area....” (Para. 10)

> “Rate of Prospecting, Development and Production. The Director is hereby vested with
authority to alter or modify from time to time the quantity and rate of production . ..
limited to alteration or modification in the public interest. ..."  (Para. 21)

But this legislation does not attempt to resolve any dispute over whether the obiigation

9X|St3. This legislation simply interprets “reasonably profitable” and related terms where the

obligation is found to exist.



Again, this legislation does not attempt to resolve any dispute over whether
the obligation to develop and market gas exists when it is “reasonably profitable”
to do so. This legislation simply interprets “reasonably profitable” and related
terms where the obligation is found to exist. It allows the legislature to voice its
opinion on a level of profit above which the legislature expects the oil and gas
lessees who have signed a contract giving them the exclusive right to develop and
market gas from state lands are expected to do just that— develop and market the
gas, even if they would prefer to defer their investment in Alaska until a later day.

How does the legislation interpret “reasonably profitable”? The short
answer is: a minimum of a 14% return on capital for production and processing
operations, and the FERC-regulated rate for pipeline operations. But let us also
discuss the long answer. The legislation does not use. the figure “14%.” Instead, it
allows the Administration to select a sample group of oil and gas companies and
use a simple average of the sample group’s most recent ten year average return on
capital employed. The Administration has discretion in selecting an appropriate
sample group for the project under consideration, but for purposes of discussion
today, we assume that the Administration chooses to use a group consisting of the
four largest international petroleum companies and the three largest Alaskan oil
and gas companies. For this sample group, the most recent ten-year simple

average cf returns on capital employed is 14%, as the following exhibit shows:



Overall Company Return on Capital Employed:

Top 4 International Petroleum Companies and Conoco Phillips

Actual
Past 10
Company 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 Years

ExxonMobil 13.7% 14.5% 16.6% 13.7% 12.1% 22.0% 19.2% 13.9% 18.1% 23.8% 16.8%
Royal Dutch Shell 12.3% 12.2% 12.8% 9.2% 12.5% 21.8% 20.2% 14.4% 14.4% 18.4% 14.8%
BP 14.9% 17.2% 18.7% 9.3% 12.7% 16.3% 17.4% 11.3% 13.5% 16.5% 14.8%
ChevronTexaco 11.2% 14.3% 15.2% 6.9% 9.6% 21.3% 8.5% 3.5% 16.2% 25.0% 13.2%
ConocoPhillips 11.2% 14.0% 12.8% 5.7% 7.1% 16.2% 8.3% 3.7% 9.8% 14.3% 10.3%
Average 12.7% 14.4% 15.2% 9.0% 10.8% 19.5% 14.7% 9.4% 14.4% 19.6% 14.0%

Econ One Research, Inc.



But what does a 14% return on capital mean? It does not mean 14% return
on shareholders’ equity, unless the North Slope producers choose to finance their
operations with 100% equity— the most expensive form of capital. It means some
rate higher than 14%, and possibly as high as 46%, in light of the federal loan
guarantee available on up to 80% of the debt used to finance not only a gas
pipeline, but also North Slope production operations and a new gas treatment plant
to be built at Prudhoe Bay. We turn to another graphic to demonstrate what a 14%

return on capital may mean for an Alaska natural gas pipeline project:

How Are Investments Made?

X% Debt (cheap)
4 Y% Equity (expensive)
= 100% Capital

If Capital Earns 14%, How Much Does Equity Earn?
Debt Is Repaid At Cost

0% Debt
4 100% Equity
14% Return on Equity

50% Debt at 6%
50% Eauitv
22% Return on Equity

80% Debt at 6%
20% Equity
46% Return on Equity



We are accustomed to hearing that an Alaska natural gas pipeline project is a
high-risk project, entitled to a high rate of return, but some may argue that the rate
of return allowed under this legislation is too rich. Why? First, the federal
government has significantly reduced the risks and costs of the project. The
federal government will provide loan guarantees for the project, allow accelerated
depreciation of the pipeline over seven years rather than fifteen years, and extend
tax credits for the new gas treatment plant to be built at Prudhoe Bay.

Second, the majority of gas filling this pipeline will come from the proven
reserves at Prudhoe Bay. Prudhoe gas has been explored for (and found),
developed, and is being produced at the rate of 8 billion cubic feet per day (though
that gas is now being reinjected into the ground). Production at Prudhoe Bay
should not be considered high-risk, when compared to many of the risks
voluntarily undertaken by large oil and gas companies. Yet the reward—the
return—included in this legislation is based on average returns earned by
companies that, among other things, invest in exploration or wildcat operations—
and sometimes lose it all, not just the return on capital, but the capital itself.

In fairness, it must be said that the rate of return allowed under this
legislation may encompass not only the high exploration risk faced by vertically-
integrated oil and gas companies, but the relatively low returns those same

companies earn on certain downstream operations. Still, we think it strikes the



right balance, and, in fact, will be viewed as too generous by some when they
recognize that the Administration may be limited in its ability to enforce the
lessees’ duty to develop and market gas where the return on equity is less than
46%. For those who see the returns discussed today as not generous enough,
remember that the Administration will have discretion in selecting the sample
group of oil and gas companies whose returns are included in the simple average of
returns, and it may choose to use only upstream companies, or only production
companies, or any other grouping of companies—as long as the companies are oil
and gas companies—in getting to a fair and equitable result under the particular
facts then at hand.

Some will also argue that the uncertainty as to future gas prices imposes a
level of risk not adequately compensated for by the returns built into this
legislation. Their argument may iiave been well founded in prior times. In prior
times, abundant supply and slack demand made for modest commodity prices. In
prior times—in fact, in 1998 when the Stranded Gas Development Act first became
law—the only project then envisioned was a LNG project, without a possible Jones
Act exemption, and without possible benefits of tax exempt status. In prior times,
there was no feel  loan guarantee for tne project, accelerated depreciation for the

pipeline, or tax credits for a new gas treatment plant at Prudhoe Bay.



But let us look at the current risk that future commodity prices will not cover
the estimated costs for an Alaska natural gas pipeline project, including a regulated
rate of return on regulated assets, and an adequate return at the wellhead for the
lessees’ gas. We could examine this risk using the Administration’s economic
model developed under the Stranded Gas Act. That model has been built at
significant expense with the assistance of outside expertise. It is tailor-made for an
Alaska natural gas pipeline project and accounts for the volumes of gas at issue,
the market impacts of introducing Alaskan gas, the estimated costs of the project,
the effect of future supply and demand on commaodity prices, and the time value of
money, among other things. Unfortunately, the Administration’s model is
confidential at this time and neither its inputs nor outputs can be disclosed in this
hearing. However, publicly available data can provide a rough sense of whether
the range of uncertainty surrounding future gas prices makes the minimum rate of
return included in this legislation inadequate.

First, let’s look at publicly available forecasts of future gas prices. We
mention here two sets of forecasts, one by government, one by industry. The
government forecasts come from the federal Energy Information Administration,
or EIA. The industry forecasts come from the American Gas Foundation. There
are limitations on comparing these forecasts to the costs we will discuss in a

moment—imperfect matches on the time value of money and the location of gas



sales, among others— but the comparison will allow you to get a rough sense of the
difference between projected revenues and projected costs, on average, over time.
A single page from the American Gas Foundation forecast is included here, and

additional materials from both the EIA and American Gas Foundation are included

at the end of these prepared remarks:
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As you can see, gas prices are expected to exceed $4.50/mmbtu under any
scenario.

Nc t, we turn to data the three largest North Slope lessees released on
“costs,” which include—if memory serves correctly, a 12% return on equity
invested in the pipeline itself. After these North Slope lessees spent $125 million
studying a gas pipeline project, their best estimate was that the average toll—
covering a new gas treatment plant at Prudhoe Bay, new pipe not only to Alberta,
but all the way to Chicago, and extraction facilities for the removal of valuable gas
liguids—would total $2.39/mcf. With the +/- 20% uncertainty modeled by these

lessees, $2.39/mcf became a range of $1.90 - $2.85/mcf, as shown in the attached

exhibit:
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Capital Costs / Tolls

Southern Route Northern Route

Capital Cost C01, $hilllon) *
Gas Treatment Plant . 2.6 2.6
Alaska to Alberta . 11.6 . 10.8 .
Alberta to Market 46 _ 4.6
NGL Extraction Facilities 0.6 0.6
Alaska ProjectShare 19.4 18.6
Mackenzie Delta Share - 1.4
Uncertainty +/-20% +/-20%
Sales Gas Rate (bcfd)
Alaska 4.3 4.3
Mackenzie Delta - 1-0
Totai 4.3 5.3
ProjectToll ($/m cf)
Gas Treatment Plant 0.41 . 0.41
Alaska to Alberta " 1-36 T 1.28
Alberta to Market 0.62 ~ 0.62
Toll to Market 2.39 = . 2,31

Range 1.90-2.35} 1,85-2.75

*



In looking at this exhibit, bear in mind that $1.90 - $2.85/mcf is not the same
as $1.90 - $2.85/mmbtu, and mmbtu’s are how gas is sold. Prudhoe Bay and Pt.
Thomson gas is rich in liquids, and contains more than 1,000 btus per cubic foot.
We do not know exactly how much more—that information is not public— but at
1,070 btus/cf, the range for tolls drops to $1.78 - $2.66/mmbtu. At 1,120 btus/cf,
the range for tolls drops to $1.70 - $2.54/mmbtu. And, to repeat, that range covers
a +/- 20% uncertainty and already includes profit on the lion’s share of project
costs.

5 $1.70 - $2.54/mmbtu or $1.78 - $2.66/mmbtu or $1.90 - $2.85/mcf the
right range for project costs? We cannot tell you in total, in public. But we can
tell you that those calculations were made by the lessees before tax credits tor the
gas treatment plant, federal loan guarantees, and accelerated depreciation on the
pipeline became available, and the range should drop on that account. The
calculations also assume new pipe would be built all the way to Chicago, yet, more
probably, Alaska gas will travel from Alberta to the Lower 48 in existing pipelines
and expansions of existing pipelines, a cheaper alternative. In fairness, we mention
that these cost-savings undoubtedly are offset to some degree by increased steel
prices. But remember the cost range given for tolls already includes a return—or
profit— for the pipeline, facilities for the extraction of NGLs, and the new gas

treatment plant at Prudhoe Bay. You may want to ask one of the lessees here
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today, but my recollection is that their figures included repayment of debt at cost
and a return on equity for regulated assets at 12% per year.

So what is the bottom line? Prices are expected to average in excess of
$4.50/mmbtu on costs of less than $3.00/mmbtu. And the difference between
prices and costs is indicative of wellhead value. Again, we caution you this is very
rough math. The real math we must keep confidential, but we are not here to
mislead you today.

One criticism that has been levied at the proposed legislation is that it is
based on forecasts and estimates, and that is true; we cannot know the future in
advance of the future. The legislation is similar, in this regard, to the analysis
contemplated under the Stranded Gas Development Act, AS 43.82, and the
analysis performed by the Department of Natural Resources when examining
applications for royalty reduction under AS 38.05.180(j). Oil and gas companies
also base their business decisions on commodity price forecasts and cost estimates
for future projects. Forecasts and estimates are the way business is done by both
industry and government.

A second and related criticism is that the State rather than the lessees
forecasts prices and estimates costs under the proposed legislation. However, the
lessees have repeatedly indicated in other contexts that they will not share their

price forecasts with the State or with each other, and they will not share their
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gasline economic models either. They have shared cost information from their
$125 million study, and that information is reflected in the Administration’s
gasline economic model. This legislation allows the Administration, if it so
chooses, to recognize lessees’ reticence to share certain information, not force that
Issue, but still enforce the lessees’ obligation to develop and market gas when
reasonably profitable. Additionally, the Administration is already the arbiter of
when the Prudhoe Bay and Pt. Thomson lessees must produce gas; both the
Prudhoe Bay and Pt. Thomson unit agreements state that the Director of the
Division of Lands— that is the Department of Natural Resources— “is vested with
authority to alk,r or modify from time to time the quantity and rate of production
... limite ' fo alteration or modification in the public interest....” Otherwise
stated, DNR is the decision-maker now and remains the decision-maker under this
legislation (subject, of course, to reversal by the court system for abuse of
discretion). The lessees may not appreciate that DNR, rather than the lessees or
the court system, is vested with primary responsibility for decision-making on this
issue, but they granted DNR that authority decades ago when they signed the unit
agreements. This legislation does nothing to alter the original bargain over the
party vested with control.

Speaking of the court system, some argue that the proposed legislation

promotes litigation. It does not. Understanding exactly how this legislation works
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should ease concerns. First, it lets the Administration determine whether it thinks
there is, in fact, a preexisting duty under the State’s oil and gas leases and unit
agreements for the lessees to develop and market gas when reasonably profitable.
If the Administration concludes such a duty exists, it can choose to enforce that
duty or not, now or later. If, say, negotiations under the Stranded Gas
Development Act reach an impasse, the Administration may choose to enforce the
duty, subject, of course, to finding that production and marketing of the lessees’
gas would return at least a reasonable profit to the lessees. The Administration,
because of the Stranded Gas Act negotiations, is already sitting on a large body of
information from which it could draw conclusions about whether a gas pipeline
project would be “reasonably profitable.” However, before drawing conclusions, it
Is apt to wait until the next annual deadline for the lessees’ submission of their
proposed plan of development for the Prudhoe Bay unit. Same thing for the Pt.
Thomson unit. However, I’ll continue with the Prudhoe Bay unit as my example.
So, to repeat, before drawing conclusions, DNR is apt to wait until the next annual
deadline for the lessees’ submission of their proposed plan of development for the
Prudhoe Bay unit. Or maybe DNR would immediately send a letter to the Prudhoe
Bay lessees, advising them that when their next proposed plan of development is
up for review, DNR intends to make a determination on whether development and

marketing of Prudhoe Bay gas would be reasonably profitable. In either case,
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when the lessees submit their next annual proposed plan of development, that
proposed plan, together with supporting documentation and other information
within the possession of DNR or requested from the lessees by DNR, would be
reviewed, analyzed, and evaluated. Assuming the lessees’ proposed plan of
development did not commit to produce and market gas within seven years, DNR’s
decision on the proposed plan would most likely condition approval of the
proposed plan on a firm commitment to develop and market the gas in specified
minimum quantities by a certain date. The lessees could accept DNR’s conditions,
and proceed to develop and market their gas, or they could reject the conditions. If
the lessees rejected DNR’s conditions, their current plan of development would
expire, putting the unit in default for operating without an approved plan. At this
stage, litigation is likely, but no more likely because “reasonably profitable” has
been defined as a minimum of a 14% return on capital than because some other
standard was used by DNR in determining what constitutes a “reasonable profit.”
If there is litigation, the lessees have suggested that they may claim that the
legislation is unconstitutional when applied to Prudhoe Bay and Pt. Thomson
because it changes preexisting contract terms. Again, we think the legislation does
not change preexisting contract terms and will be constitutional as applied. As
previously mentioned, the legislation simply defines in a reasonable way terms that

are currently undefined. It provides guidance to DNR on what “reasonably
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State and its municipalities hundreds of millions of dollars per dollar of wellhead
value. Atcurrent gas prices, the cost of each year’s delay will exceed $1 billion
and could exceed $2 billion.

What happens, then, if the lessees use their best efforts to develop and
market the gas in seven years, but for some reason all of us can sympathize with, it
takes them eight or nine years? First, the State and municipalities are out the
hundreds of millions or billions of dollars, regardless of good intent and
unforeseeable circumstances. Second, the State can choose not to pursue remedies
that might be available. Third, the lessees are sure to argue force majeure or “Acts
of God,” aterm that is already defined under existing agreements and in the unit
regulations.

In summary, this legislation does not create a new obligation if one does not
already exist. It does not create new remedies for breach of existing obligations. It
simply defines undefined terms in both old and new oil and gas leases and unit
agreements, rather than leaving those definitions to other branches of government.
It gives the Administration guidance on a tool it already has and can choose to use,
or not, in getting North Slope gas to market. And. if and when the Administration
chooses to use that tool, it sets a seven-year clock on getting gas to market. We

believe the legislation is reasonable and appropriate for the current circumstances.
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profitable” means. But I will not, as | sit here today, guarantee you that the Alaska
Supreme Court will find this legislation constitutional. Still, we believe that the
legislation can be applied in a constitutional manner, and, in any case, it is a
vehicle for sharing with the Administration the Legislature’s thoughts on what
constitutes “reasonably profitable” and the time frame within which a gas pipeline
should be built.

On a related note, the legislation’s definition of “reasonably profitable” is
intended to rise and fall independently of ihe seven-year clock contained in the
legislation. Thus, on the chance a court strikes down the definition of “reasonably
profitable” provided in this legislation, and instead uses some other definition that
Is nonetheless met by the facts of the case, the seven year clock still runs from the
date of DNR’s initial determination. Hence, lessees are encourage J to spend their
time after issuance of DNR’s determination working on a gas pipeline project
rather than litigating, particularly if those lessees estimate project profits that
would meet any court-imposed standard of “reasonably profitable.”

Before closing, the seven year clock should be discussed in a little more
detail. Seven years is the period two of the three gasline project proponents tell us
they need to bring North Slope gas to market. A longer time period could be
included in this legislation to encompass the preferences of the third project

proponent, however, time is money—a lot of money. Every year’s delay costs the
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CONOCOPHILLIPS ALASKA, INC.
TESTIMONY REGARDING HB 71
5-2-05

Mr. Chairman and members of the Committee: My name is Joe
Farrell. | am Managing Attorney for ConocoPhillips Alaska, Inc. |
thank you for the opportunity to testify regarding HB 71, specifically
the recently added sections 1 and 2 .

ConocoPhillips urges the Senate to reject these last-minute changes.
These changes are ill-conceived and will not advance their intended
purpose. Moreover, they are not needed. ConocoPhillips is
committed to the existing Stranded Gas Development Act process,
which is working as intended.

My testimony will address the following points:
1 The interpretation of lease obligations is a judicial function.

2. The substantive provisions of the amendment are not
supported by the terms of the lease or general oil and gas law.

3. The substantive standards created in the legislation are
inappropriate forjudging the commercial viability of a pipeline
project.

4. Finally, the bill is not needed. The SGDA is working as
intended and ConocoPhillips is working hard in negotiations
with the State team to make the Alaska gas pipeline a reality.

The first point is that the changes to HB 71 are not a proper subject
for legislative action. The interpretation of lease obligations is a
judicial function. As the Alaska Supreme Court reaffirmed just this
year, oil and gas leases are contracts, which become fixed when
originally signed. Moreover, the Contracts Clause of both the Federal
and State Constitutions prohibit the State from passing laws impairing
the obligations of contracts. As a result, the State legislature is
simply without power to modify existing oil and gas leases to the
detriment of the lessees, by imposing any new duties upon them or
decreasing any of their rights under those leases.

It has been suggested that these changes are authorized because
they really only restate existing contract terms under existing law.



This leads to my second point: that the substantive content of these
changes are not supported by the terms of the lease or general oil
and gas law. The fundamental proposition proposed by these
changes is fhat lessees must build a pipeline project if the State’s
estimate c, the rate of return for the pipeline project, based on the
State’s modeling of future costs, production and prices, exceeds the
historical Return on Capital Employed (known as “ROCE") achieved
by the lessees on their worldwide activities.

The fact is that there is not a single lease term or case that has been
identified by those testifying before the legislature, and we have been
able to find none, that supports this astounding proposition.

Indeed, the attorney for the Port Authority confirmed in his testimony
that no court has ever found an implied duty under an oil and gas
lease to build anything more than a short connector pipeline.

Nor has any proponent of this legislation shown a single case where
this kind of test was applied to determine whether a lessee could be
forced into risking its money in an investment for the benefit of the
lessor, let alone any support for the proposition that this mechanical -
but highly manipulate - approach, is legitimate or appropriate as a
general test for when investment duties are created.

There is good reason for the fact that the tests that appear in the
revised bill are not to be found in the lease itself or in case law. The
reason is that the tests put forward are not fair and do not make
economic sense. There is no mathematical formula or model under
the lease or general oil and gas law that determines when a duty
arises: it is always fact-specific and depends on all pertinent factors,
including risk.

This makes sense, since a prudent lessee assesses eaci. project on
the basis of its particular circumstances and risks. In that regard, itis
critical that the Legislature understand that decisions to develop or
construct projects cannot be determined by reference to a single
financial parameter, in this case the historic Return on Capital
Employed (or “ROCE") for a group of oil companies over the last ten
years.



First, let's address what a company’s ROCE represents. Each
company’s ROCE is the output or result of a wide variety of very
separate corporate decisions. The ROCE for any given ysar reflects
the results of past decisions over the course of many years, and
comprehend notjust decisions to proceed with individual projects
based on their intended return on investment (which in any event,
were based upon each project’s unique factors, in particular the risk
associated with each project), but also decisions on exploration
drilling (which has a high likelihood of failure), capital projects
iImplemented to comply with new environmental laws or for other
reasons that are recognized as non-payout, maintenance, and
accounting treatment on corporate mergers. All these end up
blending into a ROCE output that varies for any given year, and is
highly dependent on actual market prices.

Second, let’'s address what factors a prudent company must take into
account in making investment decisions. Any decision to invest in a
major potential development project must address a wide variety of
risks and uncertainties, including the potential for low prices, coital
cost overruns, regulatory and permitting problems, and schedule
delay. No prudent operator looks at a single financial parameter,
such as ROCE, to decide to invest. And as the cost and scale of the
project increase, the risk associated increases and the rigor to
address uncertainties takes a higher priority.

By example, the Alaska gas pipeline project is currently estimated to
cost $20 billion. The size alone, not to mention the governmental,
regulatory, technical and commercial complexity, requires us to
address a massive number of issues outside of a single point ROCE
calculation. We have had to address the US regulatory process
though congressional acts to pass the Enabling Legislation. To help
mitigate some fiscal issues we worked for passage of the loan
guarantee provisions, credits for the gas treatment plant similar to
those for other C02 removal facilities, arid depreciation provisions
similar to those allowed for gas pipeline gathering systems. To
address the uncertainty related to making such a long-term and
unprecedented investment in Alaska, we have been working with the
Administration on a fiscal contract as contemplated by the Stranded
Gas Act. These actions have all been undertaken consistent with



analysis to address major risk elements far outside of any single
economic data point.

To summarize:

. This proposed amendment attempts to quantify which projects
should be developed based on what would appear to be
sufficient, in the state's eyes, to provide an “adequate rate of
return.”

. The project’s projected return is to be calculated based on
estimates made by the lessor, who does not have to make the
required investment.

. The amendment defines an “adequate return” by reference to a
single data point, an average historic ROCE.
. Reliance on this single financial parameter is a gross

oversimplification of the actual process that a prudent operator
Vwould use to determine to progress a project.

. Given the size of major projects in Alaska, including the Alaska
gas pipeline, such oversimplification could do nothing but add
confusion about what is really necessary to progress the
project.

| believe that what was intended through this amendment was an
indication of the desire to progress the development of Alaska’s
resources. ConocoPhillips shares these goals and believes that they
can be accomplished through prudent exploration and development
of oil resources and through the development of the Alaska gas
pipeline. ConocoPhillips is working hard and will continue to work
hard to make the Alaska gas pipeline a reality. However, this
proposed amendment will only create uncertainty and impede
progress toward attainment of that goal.

We respectfully urge that the Senate eliminate sections 1 and 2 from
HB 71. Thank You.
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Mr. Chairman, Members of the Committee. For the record my name is Judy Brady, and |
am the Executive Director of the Alaska Oil and Gas Association. AOGA is an industry trade
association whose 18 members represent the great majority of the petroleum industry in Alaska.
| am here today to testify about House Bill 71 on behalf of AOGA’s membership, who have

approved this testimony.

Until it was amended on the floor of the House last Thursday, HB 71 was a fairly
straightforward bill to extend the availability of exploration tax-credits under AS 43.55.025 so
they could be earned by exploration activities in the Cook Inlet area and the Bristol Bay area, as
well as the North Slope outside of ANWR. AOGA supported HB 71 because it would encourage
oil and gas exploration in the state, and exploration is one of four principal strategies available
for sustaining oil production at current levels despite the ongoing natural decline of the fieids as
they are depleted. The three other strategies, as you well know, are (1) ongoing development of
existing fields to slow their natural rate of decline, (2) development of satellite fields to use
available capacity in existing production infrastructure, and (3) development of the huge
resource of viscous oil — well over 20 billion barrels in place — that is already known to exist.

Last Thursday’'s House floor amendment inserted Bill Sections 1and 2 into the version of
*he Bill that is now before you, and changed the title of HB 71 to reflect these two new Bill Sec-
tions. Bill Section 2 is the portion of the amendment having true significance and substance, and
Section lisjust alaundry list of factors attempting to justify what Section 2 would do.

Bill Section 2 would amend the state oil and gas leasing statute, AS 38.05.180, by adding
a new subsection (hh) to it. This new subsection would purport to mandate how existing state
oil and gas leases are to be interpreted and applied, by forging a novel test from a smorgasboard
of disparate phrases and concepts from leases, unit agreements and Lower 48 cases. The result is
something that is unprecedented, unfair and contrary to commercial realities. This is nothing less
than an effort to unilaterally rewrite the lease obligations between lessee and lessor in a material

way.

It is difficult to express adequately how deeply troubled AOGA is by the House floor
amendment to HB 71 and how strongly we oppose it. Our opposition comes at several levels of
analysis.
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First, we are troubled by the way in which the entire committee-referral process was
circumvented through a floor amendment. The amendment radically altered the Bill by adding
important and controversial substance to it that no House committee had had any opportunity to
hear and consider, whether in the context of HB 71 or any other Bill this Session. Moreover,
Section 7 in Article | of the Alaska Constitution guarantees that “ [tlhe right of a" persons to fair
and just treatment in the course of legislative and executive investigations shall not be
infringed.” Even if the Legislature had the authority to to rewrite the terms of our oil and gas
leases, it would not constitute the "fair andjust treatment” to do it without notice and opportunity

to be heard.

Second, by enacting subsection (hh) to prescribe what the oil and gas leases mean and
how they are to be interpreted and applied, the amendment attempts unconstitutionally to usurp
the function and authority of the Judicial Branch. Under the “Separation of Powers Doctrine”
the Legislative Branch writes the laws, the Executive Branch carries them out, and the Judicial
Branch interprets what they mean. The Judiciary’s exclusive role of determining the meaning of
disputed terminology applies also to the contracts that the State may enter into. It is for the
Judicial Branch, not the Legislative Branch, to determine what the leases mean and how they
should be applied in a given set of circumstances.

Third, the interpretation prescribed under subsection (hh) for existing oil and gas leases
would materially alter the terms and conditions of those leases. Each oil and gas lease is a
contract between the State and the lessee or lessees under that lease. The contractual terms and
conditions in those leases — and the duties and obligations that the parties owe to one another
under the leases, whatever they might be — cannot be altered by either party unilaterally. It
requires mutual agreement for any change. When the State attempts to exercise its sovereign
powers to alter materially the terms and conditions of a contract — and particularly a contract
that it itself has entered into — it is impairing the obligations of that contract in violation of the
“Contract Impairments Clause” in Section 15 in Article | of the Alaska Constitution and Section
10 in Article | of the United States Constitution.

Fourth, even if subsection (hh) could constitutionally do what it purports to do, consider
the precedent that would be created. If the terms of existing oil and gas lease contracts can be
rewritten by prescribing how me key provisions in those leases are to be “clariflied] and
interpret(cd),” But if this can be done with state oil and gas lease contracts, it can be done for
any other kind of state contract as well.

Right now the Murkowski Administration is striving to negotiate a contact under the
Alaska Stranded Gas Development Act in order to eliminate a major source of potential risk for a
Gas Pipeline Project. This is the risk the State might otherwise change its fiscal “rules of the
game” once the Gas Pipeline is built. The industry recalls weM that, once pipe was ordered in
1969 to build the trans-Alaska oil pipeline, Alaska changed its tax laws for that pipeline and the
Prudhoe Bay field at least a dozen times in the 1970 - 1978 period. Thus, eliminating this risk
through a Stranded Gas contract is one of the most important things, if not the most important
one, that the State can do to help the Gas Pipeline Project move forward. But now, if the Legis-
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lature passes HB 71 with this subsection (hh) in it, you would be telling anyone who might other-
wise be willing to develop the Project that the fiscal certainty under a Stranded Gas contract
might not be all that “certain” after all — you would be telling them that future legislatures
might alter the terms and obligations under that contract through the expedient of enacting legis-
lation like subsection (hh) purporting to interpret and clarify what the Stranded Gas contract

means.

Is it really the intent and desire of this Legislature to eviscerate the Stranded Gas Devel-
opment Act and set the Gas Pipeline back like this? We think not, and we doubt the members of
the House intended to do so either. But to avoid that very thing, Bill Sections 1and 2 of the ver-
sion of HB 71 before this Committee need to come out.

AOGA supported, and would support now, CSHB 71(FIN) as it read before the House
floor amendment. But that amendment is unsupportable, and its enactment would create a legal
precedent of the gravest danger not only to the oil and gas industry’s contractual relationships
with the State, but also for any other parties with significant contractual relationships with the

State as well.

Thank you, Mr. Chairman, for this opportunity to testify to you.
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Mr. Chairman, members of the Committee, my name is Ken Konrad. |
am Senior Vice President for BP Alaska and responsible for BP’s
ongoing ANS gas commercialization efforts.

Thank-you for the opportunity to testify today regarding HB 71.

We are deeply disappointed with both the process and the content
associated with the amendment to HB 71 that was passed on the
House floor April 28 h.

We would ask that this committee remove that amendment to preserve
an otherwise supportable bill or failing that, kill the bill in its entirety.

The amendment was introduced on the House floor and passed without
any prior discussion or committee work.

It seems that advisors creating the amendment were able to slip a very
bad idea into legislation under cover of darkness.

Lest there be doubt, this amendment js bad for a gas pipeline project
and bad for the Alaska oil and gas business. And it sets an ugly
precedent for business in Alaska generally.

Government manipulation of prior contracts

The amendment effectively seeks to alter existing contracts entered
between the State and leaseholders.

It would make government the all powerful decision-maker regarding

project development, determining what level of profitability is
"acceptable" regardless of the risks involved.
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This misguided, “government knows best” approach is inconsistent with
America’s market based society, and, we hope, inconsistent with this
committee’s view of the role of government.

It suggests that government, and government alone, should be able to
force investors into a multi-billion dollar project that is by all accounts a
project with significant risk. Of course, the amendment does not
suggest compensating investors when the government’s assumptions in
its all knowing economic model are wrong.

The amendment hands the critical roles of investment evaluation and
field regulation directly to the Commissioner of the Department of
Natural Resources, in an entirely one-sided process. Here’s how it

would work:

The commissioner would use a State developed economic model to
determine whether a private company MUST invest in a project, and
WHEN that investment must occur. With the aid of a state-determined
price forecast and a state-determined cost assessment, the
Commissioner determines project scope and timing.

Using an average historical rate of return figure as a benchmark for
specific projects is a fundamentally flawed approach_that fails to
recognize unique risk / return characteristics inherent in every individual

project.

But it is the Commissioner who determines the appropriate Rate of
Return hurdle rate for the investors, and tells them when to move
forward with a project. Regardless of the investor's own views on risk
and reward and regardless of investment criteria actually used by
industry!

Are we still in America?

It is not surprising that no other state has anything remotely similar to
what is contained in this amendment.

It is unprecedented - in large part because it is in direct conflict with
basic State and Federal constitutional principles.
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State and Fede al Constitutional Issues

The HB 71 amendment violates basic State and Federal constitutional
prohibitions against legislative “Impairment of Contracts”. This
fundamental principle intended to ensure the sanctity of contracts is a
cornerstone of the U.S. economic system.

It prevents governments from using their power to roll rough-shod over
agreements that have been made with private entities. It ensures that
free market principles are upheld, and that no government can choose
to ignore its own contractual rights and obligations.

The amendment seeks to strip away the lessees’ ability to evaluate and
act on investment decisions. Changing the rights and obligations of the
lessee’s years after the contract was entered fails this most basic

constitutional premise.

This legislative effort to alter contracts after the fact sends a chilling
signal to industry at the very time we are looking for clarity and
durability through a fiscal contract for gas development.

The amendment also violates fundamental government separation of
powers principles by infringing the role of courts in adjudicating
contracts.

We would suggest the Chairman request a balanced and thoughtful
legal evaluation of this bill from the Department of Law.

An amendment made bv lawyers for lawyers

Given the clear constitutional issues raised, it is safe to assume that

any effort to actually invoke the amendment to challenge existing lease
contract would spark a marathon of litigation. As a matter of fact, some
have suggested this bill should be renamed, “the Lifetime Employment

for Lawyers Act”.

While a contract dispute on its own could be expected to result in
significant litigation - the HB 71 amendment adds yet a couple more

layers of litigation.
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The first step would be constitutional challenges through State courts.
Then, more litigation as similar issues are addressed through a variety

of federal courts.

And while the lawyers are doing just fine - the gas project itself
languishes.

Contrastto SGDA process

It is particularly surprising to see the language contained in the
amendment because it is so inconsistent with the sound and thoughtful
approach that was previously developed by the legislature and
supported by industry.

The Legislature re-authorized the Stranded Gas Development Act in
2003.

We began informal discussions with the state shortly thereafter and in
January, 2004 BP, ConocoPhillips and ExxonMobil submitted the first
SGDA application received by the state.

Just two months after the U.S. congress passed the gas pipeline
legislation, BP, ConocoPhillips and ExxonMobil submitted a detailed
and comprehensive proposal to the State that would allow a gas project
to advance to the next phase of activity.

The proposal embraced the governor’s desire for direct state
participation in the project.

The opportunity for gas commercialization is at our doorstep. Detailed
discussions with the state are ongoing.

It should be clear that we are doing exactly what that legislation
intended: negotiating toward a clear and durable fiscal contract that

enhances the prospects for a commercially viable Alaska gas pipeline
project.

Let's Pretend.........
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Please indulge me in a game of pretend to help illuminate the absurd
nature of this amendment.

Let’'s pretend this committee votes to support this amendment and other
Senate committees do likewise and the amendment is ultimately
passed into law.

Let’'s pretend the Commissioner of Natural resources at some point in
the future decides to take steps to implement this new change to prior
contracts.

Let's pretend that when the constitutionality of this amendment is
challenged through the State court system and all appeals are finally
exhausted, that the State Supreme court does not rule this amendment

as unconstitutional.

Let’'s pretend that when the constitutionality of this amendment is
subsequently challenged through the Federal court system and all
appeals are exhausted, that Federal courts allow the amendment to

stand.

Now let’'s pretend that having survived these constitutional challenges
that the State is able to prevail in the inevitable litigation over the lease

contract itself.

After many years of hard work and many court victories, let’'s pretend all
the lawyers retire very comfortably at some far away paradise.

And we may as well pretend that though this period of endless litigation
centered on the very essence of the sanctity of contracts, investors
continue to confidently invest billions of dollars on other oil and gas
investments uninterrupted - after all we are just pretending.

Now, let’s pretend industry actually begins to invest in the project as
mandated by the then state government.

Let's pretend the costs the state had assumed in its economic model

are exceeded by $5 billion. Would the state reimburse investors for the
States poor assumption on cost?
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Or let’'s pretend the gas prices assumed in the state economic model
proved overly optimistic. Would the State pay investors the difference?

Or the project was delayed due to regulatory problems in Canada -
would the State pay the costs of delay?

W hat fiscal regime would the State assume in its economic model?
What if it changed after the state had forced the investment on
industry?

Perhaps the prevailing attitude is, “Who cares about those questions.
Someone else can figure them out once there’s a pipeline in the
ground.”

We can’'t imagine that this body would hold such an attitude, because it
would indicate a cavalier, short-sighted, anti-market mind-set, wrapped
in a cheap costume that has been spray-painted, “Best for Alaska”.

Well, some things can be camouflaged with spray paint. But we don’t
think anyone can disguise fundamental challenges to the American
system of free enterprise and the rule of law. Such challenges are just

too ugly.

Bad process -

In the short period of time since this amendment crawled out of the
shadows on £7?ril 28, we have had an opportunity to discuss with many
legislators what this amendment actually means.

It has become very clear that few Members in the House appreciated
the full meaning or wide ranging consequences of the amendment
when the vote was held.

This is not entirely surprising given that there was no prior debate, no
prior discussion and no prior committee work in advance of the very

sudden House floor vote.

Just before the floor vote, advisors whispered in hushed tones that this
amendment would ensure a gas pipeline would be built.
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Whispers of - “Trust me, this will help get us a gas pipeline”

Trusting and well intentioned representatives, with no time to find out
otherwise, did as they were advised.

| have attached a transcript of the House floor discussion prior to the

vote in its entirety to my testimony for reference. It illuminates the
totality of discussion on this amendment prior to the vote.

Ugly process, ugly amendment.

Mr. Chairman, members of the committee, the amendmentto HB 71 is
a ridiculous, unworkable, unhelpful, unconstitutional approach that will
at best set the stage for years and years of litigation.

It creates an immensely dangerous precedent that has implications for
all leases and all contracts, including the gas pipeline contract currently
under negotiation.

For all of Alaska industry, the bill casts serious doubt on the sanctity of
ANY contract at ANY time.

| urge this committee to strip this amendment from an otherwise sound
bill.

| would urge this committee to not simply bury this bill to let it die but to
stand up and take a definitive and overwhelming vote to overturn this
amendment.........

| would urge this committee to let the private sector know that Alaska is
not closed for business

Let investors know that contracts actually mean something in Alaska.

Thank-you. |would be pleased to answer any questions.
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Transcript of House Floor Session 4/28/05
HB 71 Reconsideration to consider Amendment #1

Representative Samuels: Thank you Mr. Speaker. At this time | wish to bring up my vote on

reconsideration on HB 71.

Speaker: Reconsideration has been asked for on House Bill 71. Madam clerk, would you please

read the title for the third and final time.

Clerk: Committee Substitute for House Bill 71 Finance An Act extending and amending the
requirements applicable to the credit that may be claimed for certain oil and gas exploration
expenses incurred in Cook Inlet against oil and gas properties production (severance) taxes, and

amending the credit against those taxes for certain exploration expenditures from leases or

properties in the state; and providing for an effective date.
Speaker: Representative Samuels.

Rep. Samuels: Thank you Mr. Speaker. | move and ask unanimous consent that we move back

to second reading for the purpose of a specific amendment, that being Amendment #1.

Speaker: Without objection we will go back to second reading for the purpose of a specific

amendment. Representative Samuels.

Rep. Samuels: Thank you Mr. Speaker. | move Amendment #1.
Speaker: Is there objection? Hearing no objection.

Member: Object.

Speaker: Oh, there is objection. Representative Samuels.



Representative Samuels: Thank you Mr. Speaker. Amendment #1 which you have in front of
you the first couple of pages are kind of why we got there. The crux of it is on page 3, section 2,
it starts at line 7. And what this does is, in our leases as we heard from one of the Administration
attorneys last year, there are terms in there which are not defined and what this Amendment does
is simply define those terms such as “reasonably profitable”. And my belief is that this provides
clarity for all parties concerned. And the last thing that anybody wants to do, and | believe in my
very heart that this will not happen, is that we will not end up in litigation but if we do end up in
litigation, then which branch of government do you want defining those terms? Do you want the
people of Alaska through their elected representatives in the legislative branch defining those
terms or do you want ajudge defining those terms? And, what we’ve done here is we've defined
those terms and the crux of the Amendment is to do that. And | can go into more detail but
generally speaking we are having definition of terms. We are not changing any conditions of a
lease; we are not changing any remedies available; we’'re simply defining the terms of the lease

right now. Thank you.

Speaker: Is there any., is the objection still maintained?

Rep. Meyer: Thank you Mr. Speaker. Mr. Speakerjust a question for the sponsor of the

Amendment, does this pertain to all future leases or does this pertain to leases that have already
been issued? And | guess if it is retroactive, is there some legal concerns there that if somebody
made a bid for a certain lease and the terms were such and now we’re changing them, that could

cause a problem. 1 think this is good and would be fine for future leases but I’'m concerned with

it if it is retroactive.

Rep. Samuels: Thank you. Certainly for future leases and the way that | view this it is defining
the terms of acurrent lease. Now, if we end up in litigation it will be one of the hundred points
that ajudge would then determine that. And if it’s determined that we cannot determine that, at
least ajudge would know what we thought. |1 don’t think we can lose by doing this at all. We're

defining the terms that are not defined at the current time in statute.

Speaker: Any other debate?



Rep. Rokeberg: Mr. Speaker, |'m appreciative of the co-chair of Resources in bringing this
forward for our attention. It is a significant issue. We recently received some information from
outside council regarding these issues. But I, like the co-chair of Finance, am concerned about
its impact on current versus future leases. | do agree with the co-chair of Resources that it clearly
would have an impact on future leases and I'm very concerned about the legal impacts with the
amount of litigation that might be generated by doing this now, because the body of law, the
common law, is defining the terms under the current leases. So if the courts are going to accept
these newer definitions, | find that somewhat troublesome. 1'd have to defer to some members of
the bar from this body to assist on seeking some clarity on this issue. But what's more
concerning to me Mr. Speaker is the issue contained on page 3 lines 30 through 31 where we're
developing a benchmark for profitability trying to be precise with an arithmetic formula based on
10-year averaging of a basket of companies in terms ofwhat’s "reasonable profit”. 1'm not sure
this is doable. As a businessman and an investor | 'm used to looking at some of these types of
standards and 1'm concerned that we can actually compute reasonable profitability from this type
of arithmetic formula. Each company and each concern, each sector of the economy has different
hurdle rates and different percentages that they consider adequate and reasonable returns.

Clearly the bill calls for and makes the distinctions for regulated provisions of the petroleum
industry ... uh, seeks to establish another benchmark here, I’m not sure this is the right one. So

whereas | applaud the spirit of this to give some clarity here, I’m not sure we’re doing more

harm than good. So I'd like to get some response.
Speaker: Is there further debate on Amendment #1?

Rep. Hawker: Thank you Mr. Speaker. | guess | rise in puzzlement over this Amendment. I'm a
little concerned with the lengthy section of findings. These would be conclusions, statements of
fact that we’re going to place into the permanent record and I'm not a lawyer but | understand
that these do become very important if an issue ever is brought. These are statements of
legislative conclusion. | see alot of findings here arc very consistent with a presentation we did
here earlier, last week in the Labor and Commerce committee or, | mean, in the LB&A
committee, but | believe we only heard one side of the story and | believe some of these facts
may be subject to a legitimate dispute or alternate opinion because we all know what happens

when we put two lawyers in aroom. So | really don’t know how or what to do with this
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Amendment but | was just wondering if the maker of the Amendment can assure me that these
are in fact facts and not matters of legal conclusion that do have an alternative interpretation.

Thank you Mr. Speaker.

Speaker: Further debate on Amendment #1? Are you ready for the Question?

Rep. Samuels: Thank you. Very briefly in wrap up, | believe that this just clarifies what we
think that the law is currently. And when it comes to the intent language, we just wanted to have
some language in there that explains why we were trying to do what we were doing. That was

the intent of having the intent language so we would have some context for the definition of that.

Rep. Meyer: Mr. Speaker, this bothers me a bit in the sense that, you know, when you go into a
lease thinking the terms are such and such and you spend millions of dollars on that lease and
then all of a sudden we decide well, we don’t agree with those terms and conditions so we're
going to change them retroactively, I'm not sure that's a good business practice. | certainly don’t
have a problem with making this for any future leases. We have a lot more leases to sell and so
I'd like to have just a minute to talk to the sponsor of this Amendment to see if we could make it

effective today and not make it retroactive.

Speaker: Brief at ease. House come back to order. All you oil guys come back to order. Is there

any other debate on Amendment #1 to House Bill 71? (Come to order; sit down Norman).

Rep. Meyer: Thank you Mr. Speaker. Mr. Speaker, | appreciate the opportunity to lake to the
sponsor about this. | think that potentially this has some far-reaciiing legal and commerce
implications that we don’t know what those are and we can’t really have a committee hearing on
this on the House floor. And | am a little disappointed that this issue wasn’t brought before a
committee where we could have had adequate discussion so that we could, you know, talk to the
economists and talk to the attorneys that the sponsor’s talked to thal the rest of us haven’t. So,

since this is being sprung on us like this, I'm just not comfortable with it so I'll be voting “no”.

Speaker: Further debate? Arc you ready for the question? The question is, shall Amendment #1

pass the House? Members please vote. Madam Clerk, please lock the role. Does any member



wish to change his or her vote? Rep. Gatto? Rep. Gatto from yea to nay. Any other member wish

to change his or her vote? Madam Clerk.

Clerk: 28 yeas, 11 nays.

Speaker: So, with a vote of 28 yeas and 11 nays, Amendment #1 has passed the House. So we’re

back in third reading. !s there any further debate on the bill under reconsideration?

Rep. Kerttula: Thank you Mr. Speaker. Amendment notwithstanding, the bill still has major,
major problems. The underlying bill now gives incentives throughout the entire state south of
the foothills and when you’re trying to incentivise, you really need to understand what you need

to do so that you make it an incentive. And this isjust a willy-nilly approach. It’'s too broad and

it’s not a good bill at this point. Thank you.

Speaker: Further debate on the bill?

Rep. Chenault: Thank you Mr. Speaker. | might disagree with the previous speaker about being
willy-nilly. 1think that what we’ve done here is try to open up Alaska and try to get exploration
going in other areas. The Cook Inlet area has been well explored. There are areas that haven't
been and the incentives are intended to provide exploration corporations the ability in the market
place today to go out and aciually hopefully find more gas for local consumers and value added
business. While | agree with the previous speaker that there may be some issues there that
maybe we need to continue to work on, and I’'ve talked with her about them and we will continue
to do that, I think that, for the most part, this does affect a lot of the areas in the state and a lot of
the basins and basins that we don’t know for sure what's there. But the only way we’re ever
going to know what’s there is to get people out there drilling. And if it takes an incentive to get

them out there producing our reserves then I’'m willing to go there so I'd ask the body to support.

Thank you Mr. Speaker.

Speaker: Further debate on the bill?



Rep. Meyer: Thank you Mr. Speaker. | almost forgot because you always tell me to sit down

and be quiet, but | do potentially have a conflict of interest on this because tfv: company that |

work for when 1'm not here could take advantage of it.

Speaker: Further debate?

Rep. Hawker: Thank you Mr. Speaker. 1lthank the previous speaker for reminding me of my

duties. | also need to declare a conflict of interest because members of my family are employed

in the oil and gas industry.

Speaker: There is objection. You'll be required to vote. All members having any connection to
the oil industry will get a blanket having to vote, [brief at ease] Okay, are you ready for the
guestion? The question is shall Committee Substitute for House Bill 71 Finance amended pass
the House under reconsideration. Members may proceed to vote. Madam Clerk, please lock the

roll. Does any member wish to change his or her vote? Madam Clerk.

Clerk: 32 yeas, 4 nays.

Speaker: So, by a vote of 32 yeas, 4 nays CS for HB 71 Finance Amended has passed the House

under reconsideration.

[Without objection the roll call vole on the bill became the vote on the effective date clause]
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Representativ_e M ike Kelly
House District 7

MEMORANDUM

To: Sen. Tom Wagoner - Senate Resources Committee
From: Rep Mike Kelly, Member- House Finance Committee

Date: April 11, 2005
Re: Committee Hearing Request -CSHB 75(FIN)

Attached ou will find the most recent version of HB 75 - 'An Act relating to the powers and duties ofthe
commissi tier offish and game, Hoard of Fisheries, and Hoard of Game in promoting and preserving
fishing, muting, and trapping in the state." and a current sponsor statement along with excerpts Imm the
Minne mi and Montana constitutions, several letters of support, and legal memorandums relevant to the
hill, i i| predate uir time, and look forward to presenting this bill to the Senate Resources Committee.

If | cat provide any other relevant information or answer any immediate questions you might have, feel live

to com -i me directly at extension 4976.

Thank vou.

Member: House Finance Committee
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Representative M ike Kelly
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Sponsor Statement
CSHB 75(FIN)

) . (24-LSOS_’59_\Y) . ) ]
"An Act relating to the duties ofthe commissioner offish and game, Board of Fisheries,

and Board of Game in promoting and preserving fishing, hunting, and trapping in the state. -

House Bill 75 clearly expresses the Legislature’s desire to protect hunting as an integral
part of Alaska’s cultural heritage.

This bill was brought to the sponsor by a constituent and is modeled after a bill
considered by the Michigan State Legislature in 2004. In addition, in recent years there have
been moves in other states to include similar language in their respective constitutions. Similar
language was added in Minnesota in 1998 and Montana in 2004.

Hunting, fishing, and trapping have always been a core component of our heritage and
livelihood in Alaska and this sentiment is expressed in our Constitution in Article 8, sec. 4. HB
75 creates greater statutory clarity in directing the Commissioner of Fish and Game and the
Boards of Fish and Game to adopt regulations and enforce existing statutes in a manner
consistent with protecting Alaskans' rights to utilize our slate’s fish and game resources.

HB 75 will provide an additional protection from outside encroachment on our ability to

responsibly harvest our fish and game.

Member: Bouse Finance Committee
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E X

Sec. 1
(Pg. 1, Lines 5-12)

The sponsor has included

Alaska State Legislature

Fairbanks

119 N Cushman, Sic 213
Fairbanks, AK 99701
Phone (907)452-6084
Fax (907) 452-6096

Representative M ike Kelly
House District 7

PLANATION OF CHANGES

CSHB 75(RES) v. CSHB 15(1/9

(24-LS0359\F)  (24-LS035<AY)

a legislative intent statement plainly stating the ongoing

commitment to constitutional provisions for common use and sustained yield principles
found in Article 8, secs. 3 & 4. The following sections have been appropriately

renumbered to reflect this

Sec. 2

(Pg. 1-4)

inclusion.

This section has been changed in two significant ways. First the sponsor has changed the
structure of the section by placing the new language in the “Powers and duties of the
commissioner” (AS 16.05.050 (a)) rather than in “Functions of the commissioner” (AS
16.05.020) as it appeared in the original version. Secondly, the phrase “In conjunction
with” (Pg 4 Line 19) has been removed from the original language at the request of the

Department of Fish and Game.

Sec. 3

(Pg- 4-6)

Like the previous section,
within the statute and one

there have again been two significant changes; one structural
a language revision. First, the “preserve and promote”

language has been restructured within the regulation making authority of the Board of
Fisheries. Like the previous section, it removes the phrase “ In conjunction with” (Pg (
Line 17) at the request of the Department of Fish and Game.



Sec. 4

(Pg. 6-7)

This section has been redrafted to conform with the changes as they apply to the Board of
Fisheries. This section makes the same changes as the previous section, only they apply
to the Board of Game in AS 16.05.255(a).
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LEGISLATIVE AFFAIRS AGENCY
(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to. 129 6th St., Rm. 329
MEMORANDUM April 4, 2005
SUBJECT: Questions relating to CSHB 75(FIN)
(Work Order No. 24-LS0359U)
TO. Representative Mike Kelly
Attn: Heath Hilyard
FROM: George Utermohlo/f

Legislative Coutlsel

You have asked whether CSHB 75(FIN) establishes a priority lor consumptive uses of
fish and game over nonconsumptive uses of fish and game or implicates the common use
and sustained yield sections of the Alaska Constitution.

The short answer to your questions is no.

CSHB 75(FIN) amends the powers and duties of the commissioner of fish and game, the
Board of Fisheries, and the Board of Game by adding authority to promote fishing,
hunting, and trapping and to preserve the heritage of fishing, hunting, and trapping in the
state. The commissioner and the boards are already responsible for the management of
fish and game and the management of fishing, hunting, and trapping in the state. HB 75
would add responsibility for a related function, the promotion of fishing, hunting, and
trapping and the preservation of the heritage of those activities in the slate. Under 1B 75,
promoting and preserving fishing, hunting, and trapping would be neither the sole
function of the commissioner and the boards nor the primary duty of the commissioner
and the boards. Promoting and preserving fishing, hunting, and trapping would be only
of the many powers and duties that the commissioner and the boards are responsible for
under AS 16.05.050, 16.05.251, 16.05.255, and other statutes.

Nothing on the face of the bill creates a priority for fishing, hunting, or trapping or
requites the commissioner and the boards to assign a priority to fishing, hunting, or
trapping over other uses of fish and game. Furthermore, there is nothing in the language
of the bill that diminishes, limits, or alters the existing authority of the commissioner and
the boards in regard to consumptive and nonconsumptive uses of fish and game.

Thus, it is my conclusion that CSHB 75(FIN) does not establish a priority or even a
preference for hunting, fishing, and trapping over other consumptive or nonconsumptive

uses of fish and game.



Representative Mike Kelly
April 4, 2005
Page 2

CSHB 75(FIN) does not implicate the common use or sustained yield sections of the
Alaska Constitution. The bill does not limit or otherwise affect entry into a fish or game
user group, so common use is not an issue in regard to the bill. Also, the bill does not
affect the responsibility of the commissioner and the boards to manage fish and game for
sustained yield, so the sustained yield provision ofthe Alaska Constitution is not an issue.
To the extent that the commissioner or the boards take action under the additional powers
and duties conferred in regard to promotion and preservation of hunting, fishing, and
trapping of fish and game, those actions will be subject to, and must be consistent with,
all provisions of the Alaska Constitution, including the common use and sustained yield

sections.

If | may be of further assistance, please advise.

GU:jad
05-185.jad
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Re: HB 75 £ Jj1—
Dear Representative Seaton:
During hearings on HB 75, the Department of Law was asked to address, in
writing, the effect, if any, that the bill’s language would have on issues relating to brown
bear hunting at McNeil River. Assuming that the current language remains unchanged, it
is our opinion that the bill would have no effect on brown bear hunting at McNeil river
State Game Sanctuary or McNeil River State Game Refuge, for the following reasons.
The relevant language in HB 75 requires the commissioner of ADF&G and the
Board of Game to, “promote...hunting...and preserve the heritage of...hunting...in the
state.” HB 75, Sec.s 1and 3. This language does not purport to override any other
statutory language. Instead, it simply adds to the existing duties of the commissioner and
board.
All hunting, including brown bear hunting, within McNeil River State Game
Sanctuary is prohibited by statute. AS 16.20.162(b). Nothing in the bill alters this
prohibition.
The hunting of brown bears within McNeil River State Game Refuge is expressly
left to the Board of Game’s discretion. AS 16.20.041(c). Any such hunting must be
consistent with the refuge purposes, which include permanent protection of brown bear
populations and maintaining and enhancing brown bear viewing opportunities in the area.
AS 16.20.041(b). Because the Board is given discretion to prohibit or allow brown bear
hunting, and it is required to foster the refuge purposes in its decision making, it follows
that the Board retains the authority to completely ban brown bear hunting in order to
accommodate viewing, as it has done. 5 AAC 92.520(d). Nothing in HB 75 purports to
affect this discretion. While the bill requires the Board to promote hunting and preserve
Alaska’s hunting heritage, it contains no specific mandate to promote a certain tvpe of
RECEIVED
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Honorable Paul Seaton March 18, 2005
Alaska State Legislature Page 2

hunting, or preserve hunting in a certain area. Moreover, it is worth noting that hunting
other than brown bear hunting has always been allowed within McNeil River State Game
Refuge. AS 16.20.041 and 5 AAC 92.520(d). The bill gives no indication that the current

situation is at issue.

For all of the above reasons, we conclude that the generalized mandate to promote
and preserve hunting in HB 75 would not override the specific statutory provisions

discussed above. _
Sincerely,

SCOTT J. NORDSTRAND
ACTING ATTORNEY GENERAL

By
Kevin M. Saxby  tf- —
Assistant Attorney General

cc.  Kevin Jardell
David Marquez
Wayne Regelin



Minnesota Constitution: Article X I Page 2 of 2

sec. 10. SEAT OF GOVERNMENT. The seat of government of the state is in the city of St. Paul. The
legislature may provide by law for a change of the seat of government by a vote of the people, or may

locate the same upon the land granted by Congress for a seat of government. If the seat of government is
changed, the capitol building and grounds shall be dedicated to an institution for the promotion of
science, literature and the arts to be organized by the legislature of the state. The Minnesota Historical

Society shall always be a department of this institution.

sec. 11. STATE SEAL. A seal of the state shall be kept by the secretary of state and be used by him
officially. It shall be called the great seal of the state of Minnesota.

sec. 12. PRESERVATION OF HUNTING AND FISHING. Hunting and fishing and the taking of

game and fish are a valued part of our heritage that shall be forever preserved for the people and shall be
managed by law and regulation for the public good. [Adopted, November 3, 1998J
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