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Idear for Alarka..

1. Every
assure same,

con state land han equal access to
Ilamout)pipelines.

Stute shd operate pipeline. Che Famout).

over time,
agency

Prevent rate structure, high early rates, falling

As cap. requests. of lessees.
state can

new leaves mutilapply leverage to Mange rater by holding back

isted fate.



Re Risk.

Books

.P. Roberts thesis

M. Consiguy
Dick Norgaard
Dan Bunk book

Lady Luck
Culvert analysis
Commelin paperpaper rere risk premium.
Risk premium us. recove for losser



Timing,
on time pattern of pipeline rates, exogenous, so

Cument mood of legish. is cool it, hold back,
"protect environment "

Depends

retain responsive flexibility.

OCs lauks

to level of asst. seviy alustre of Fucks,Conflict of &

faster than ak. wants.

bas. Slid

Water Xypt..

Interion, BLM & USGS inolved, but guesup

Feds be purtingmay

Infe..

Std. wait until camgur

Was it considered ?

be marketed, too ?



Alaitaa.

Fishing & exploring.
Where the resourceis mobile and hard tofind, terme

may given, like hunting I fishing licenses.still be

Re
xxploring. Live x-year hunting licens..

at end of years, licences discloses all he has&
founda payment:

3d party appraisal of value
auction

Contractor keeps either:
Fixed to of value his costs.

of value

that

All above prin est. and 100% of

Small To of all above his corts, This has advantagei
you can audit books, analyze costs, disallow some,

There shot, alsobe un Alarka Sed. Survey, constantly
work. Assignments:

Find valuable resources
Put value on areasests. of value onprior esto.
assemble, integrate I publish info.

Teamnof eest, engineen, greobgist..

at

before contract explus.



Arlin Turining, Sundary.
1. He's for alcan

Blan, of Alta Pipeline, interested.
short time horizons, hot to thot Coustim interests. For them.

costs are income.
2. Jay Hammond, reps

Env.a ..
6. Anarchis, soudoughs

Is us. development, org. luber. Auch. Times, business.
reaction to the pipelive boom.

So Atwood ts' pro-dew, it seems.

5.

3. B.C. favon Alcau, erp.
4 .

4.Gibson, but all 4 parties.
8.v. Belt, Ande- Fairbanks.

A.T. is comething in Cerrada a lot.
Jackson.. Lives in D.C.

Also w.w. H.
Also w . Alustra

But works for The lust."
6. He talks a lot about avoiding excess

One proposal

Is a

capl. -mitemrity
4.flycrude to Calgary(but that sounds everyy- ine.)was to



Risk Cares. Consolidate what I know

1. lize of culvert

2. Attrition .

3 .

Celachia

4.

an event is probable, time unknown.
single event (altho, rep. possible)It is a

a go of trees may be lostfrom fire,insects.

Chain of risk risk of going broke. Exploration.
time unknown

Death Linheritance; life insurance)
Polly's problem.

An event will recur ;
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In regular gambling, 2player, you have to match the other
player's bid. wie an much as you stake.You can only

In gambling
|| un limited, but

==

p

...p = 50 %

= 25%

- 10 %.
5 %

So

vs. nature by prospecting, yr winnings are
losser can greater than y stakes.be

yu

timeof ris

You have 50 % chance of loving yr. stake, another 50 % of

doubling it

K = stake

minimum acceptableof retume ofthe LK , is minimum
4K.

1015

2014

you accept loy adds, i... low p
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Field Type

MARGINAL

SMALL

MEDIUM

LARGE

GIANT

Name

-—-—- —

MERCURY¹

MARS2 .

VENUS3

Recoverable Pay Feet
Reserves (Ft .)
(MMB )

50+
100±

600+

NEPTUNE 1000€

JUPITER4 5000

100-300

250-600

0-450

0-444

0-444

1. Based on Trading Bay Field (Rec . Res . 75 MMB )

2 Based on Granite Point Field ( Rec . Res . 110 MMB )

3 Based on McArthur River Field ( Rec . Res . 503 MMB)

4 Based on Prudhoe Bay Field ( Rec . Res . 8,000 MMB )

GEOLOGIC PARAMETERS

Area Ave. Overlife
(Acres) & of all pools
(Sq . Miles) GOR ( SCF /STB)

1,400

3,200

12,400

19,000

94,000

300

400

400

730

730

Ave.
Gravity
API

32.8

42.5

34.6

28

. 28

Sulfer
Content
of Crude
(WE . %)

.08

.02

.11

1.12

1.12

Ave. Ave.
Porosity Perm .

(%) (Md . )

16.1

14

14.8

22

22

130

10

73.3

265

265

No. of
Pools

1

1

1

1.

1

1

Depth of
Pool (Ft . )

7,500

7,750

9,100

8,200

8,200
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Field Type Name

MARGINAL

SMALL

MEDIUM

LARGE

GIANT

MERCURY¹

MARS²

VENUS3

NEPTUNE

JUPITER4

No. of Expl . Yrs . to Compl .
Wells of Expl . Well

#1,2 , & from
Lease Sale

3

3

3

3

3

1,2,2.5*

1,2,2.5*

1,2,2.5*

1,2,2.5*

1,2,2.5*

Number of
Platform
(if offshore)

2

3

3

7

-—--————▬▬▬▬

ENGINEERING PARAMETERS

Years to
Platform
#1,2 , (3)

4,6

4
4.17
4.25

4
4.17
4.15

4
4.17
4.25
4.42

4
4.17
4.25
4.42

Total Total No.
No. INJ Wells
Wells

32

40

63

100

361

13

16

22

20

30

Yrs . to Initial Yrs . to
Initial Production Peak Pro .
Production Rate ( B/M) from L.S.
from L.S.

5

5

5

5

5

12,500

127,700

3,040,000

7

760,000 . 9

9,120,000

8

8

Peak
Prod .
Rate
(B/M)

400,000

787,400

3,830,000

6,080,000

29,000,000

Yrs . Yrs . Type fo
Peak to INJ INJ Rate
Prod . from System

L.S.

5 9

69

7 8

8 9

A

89

water
(725,466* B/M)

water
(720,000* B/M)

water
(5,047,000* B/M)

water
(7,600,000** B/M )

water

Rate
Decline
(%) *

(38,000,000** B/M)

15

11

~ 15% @ 4 Yrs .

1920%
20% @ 12 Yrs .

15

15

Final
Prod.
Rate
B/M

41,110

105,300

182,000

240,000

1,330,000

Cummulative Production
LifeProduction

25 yrs.

20 YTF .

25 yrs .

29 yrs .

29 yrs .
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The certain egut. of a prob. ciste is not = the mean.
Is lower.

The
very

%
Sensation is affected by To As.
little better than $16, to a poor man,

tiother hand, wd. perceive this more sa routinely, and so

much higher for small channer of very lave
on guim wd... help smatter fires wie more bids)Heeiling

#1

hi values aren't that clearly distingurished.
Thepossibility of $26 is only a( corpu, on the

might bid

For + risks, .., a

F

The risk is different# neg.
-|| can lose bones, plus several expl. wells.

There

log.

neg.
damped. It is
to dump

mean is better.

K has been

Now rate

$.risks hurt more per $, then the + risks help.
ceiling.

It is not
deviations from the chosen awe. shd, not be

the log of the devas. We want,Io Want
the + devus , but exagg. ng ones.theduing the

For this might start from 0, gross yields. say, the
spent. you find a PV, min. value = 0 .

log.geom. men

1... rake mean of logs, & outilag of that.
notEveneThis is a highly aumption. Suchpeople wd.

-hid much. If bidders are like that, don't me bonuses.
#1

But logo .@. absund,

HE neg.
But they do have a floor, while there is no

The

Thereis a

gain.I Putting "

floor, 100 % of P.

meau of all possible outcomes.
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HE

||

H

|
||
11

Front
mory

1) K. cast them more

2) They shd. Le more risk- avere, bes, of diem, m₁u, ofwealth.
3) ( 1) 2 (2) combine. Hi cost of K As risk. They suffer.

more leverage.
Give a numerical

H

Values

J
10

100%

1000

100

.(- H

Total 1211.111 202
Mean =42
Autilay

husts lean lences h

Logs
o
1

2

ways

3

vira
-1
7

1.164

ca.15.

c.g. comparingfor log. mean & writhm, mean

The
neg. values of logs become

quite abound, however. Log0 = -00.
No one is that dependent.dependent on one thing.



P
M.a. Adelman, 6.9 ( in G. Rogen)_

"There has always been morgyle oil in the old provinces,and stillis, but at a higher cost."
1.26

~

1

Developmentof known oil pools can be cale, w. totable
acman -wenon the basis of incomplete datu. " g.26

"Iroved reserver is the Σ ofplanned produs from all
facilities already installed andpaidfor.
Last 3 words stem strange, I cumbiguous.

a "field" is oneor more
""structule," _but_def. of structor is blurred.

pools in the same geo.

a trend"or " bain" isbarin" is oneor more fields.
thatignatic traps are horizontal, the permeable

layer (oliver?) Hocked at one and.
Structural traps are doned on capped.
Since ca, 1950, few new fields in U.S., but much

devent. of known fields. Tendency to As corts_offret
by tech. advance, but suggestion of din retums.tu



Adelem 69

Britting costs
A. 1. First N.Slope dev. with -

equate for many more wells.

$4 m.
adIncludes facilitivos (austrip, rond, cumpsite, wig locations ac

uses...

-2 .

Includes 500,000 haute premium.
2. Latu_N.Slope dev.wells_cost_5 °1.5 m purwell

b. Cal onshore 1.5k - lok ft. ,_cout $2304 @ ifwet
(day holes_cort $112,000).

So N.S. well costs

Initial Produ, per well,N.S. est.

$1500k
15k_babl

=

1500k
230k

10k - 20k bbl/day.

$100..per dailybbl. [pd6)

= 7 times ay much

is.Less opt- guess
Note this is cap. cort_on

$ 200 pdb, which Adelman
ost_only.

to the unit ofprodu,is large,_but_corts are low palo
Infrastructure is lacking, minimizing nicher for smaller
al snd provide much common infrastrucine for all asap
(Whyis ICC regg. pipeline, intrastate?.)

quas

Any dev. holes. There are 5-25 % of all holes drilled;
Loutside of U.S...cont., not relevant to new area like Ok.)



J

Assume 15 % dev, day hola, & @ couts /e producer lide...
For many dev, well, then reduce yield by 15.9⁰, and cont by 1½ %0,
to this de wh capl. pab by 1.09, to 1218 (from the

Note this factor is very small afd.to
200₁)e)assumed $ 200 .

$ 200
arbitrary fudge factor raising $100 to $ 2

Adel - 3

Decline rate of 1070 is very fast, shows
terive dev." 590 is modeć
actual decline is exponential,
bringe_says).

assumes

_life, get cap costat

"

-p.3.4 Risk in refining & marketing is greater than is
development produ. Le devent is low risk.

in

-Lird)uApple

15 % r.of.r. after tax, and 5.%0 declive , 20 you
bbl.of 11.5.4

10 % decline, gett
per

20.90 rior. 16.7f.pb.↓

toHow ? PV of ammuity declining at 590 , diss. at 15 %
= 5.18_he says Let's see.

1 -e
PU = (ird)

fart shows "extremely(I wonderif
declining balance as taxor

¼/38
20

1-e

37
3-8

5.
.20

in

20

20

1

Why is he >_5? Probly handler rate of decline
differently. E.g.. { = 1't 1-d etc..

PV= 1 - jan(T6²)""(T-a)"
Ed ?

tu
Defer for lostea refrisning.



Unit cap. cort 218
365.5.18

I wonder if he's done this right?
1218 = -11-5-4
365.5.18

-4

for yield here? Yes $ 218 is_K_pdb...
* =:: Kpdb = $ 218
PV = 5,18

15,15

1/365=-=
000411

ic palla
K

K Mich

365

K
gieldper day

but there is no

K-pph ]

A delman's muit_cup_cost_=

urf.where urf' is uef adjusted for clective rate.

--p-35u..

a

=- .K

$1500k

K pdb cut = K pyb .cuf'
365

Tabel per yo.
365

T5klopd

mes entry

to he's basically OK. vom He may
handling of decline raw .. I'll check that later...

also he uses too hi 15 % is abovean i.
unspecified fudge

* 2 * 1.09

365 K
bibl

pur.

pre year

overtate K by his

4 coutauss
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~

~

11
Upelelor is, the very high yielde.pur

very low X cost per banell --K costes per banell ... 11.5.2mso.n
V

Opy corts pubbl

May 6-94.

-5

4. —

K + Op . ch. be as low as 184; ashims 264.
There low costs are bes. theoil is not locked into

tight sands.
1959-68 , 65,000 new

7-10 b. bls. of proved reserver will result.
beaming on Alaskan prospects.has us

not that risky

Pipelining cast:
21mbd
Cost: $1,56.

are like mideaux & Libya, < .06

well result in

-field_wildwans were drilled in U.S._
Bud resord But

Itis risky_but_

-p.37 u

5you to build makes it $2.16
Cove of K _perbl: 29.4 -Cost

Op costs " normally": 6.4
Unaand terrain rintos in: 154
154 + 294 = 444. " This (estimate by Adelmum) is

on the high ride." (to he thought, 1969.]
_lost_to Valdez:_ 22¢_ +__45€ = 674
Tanker to Phila, via Panama, 354 ( lutarcate len 10)less

Pipeline across Panama , 104

I



Alternative tanker to
X cont. pipeline

E

Jones Aut doubles cost

-6

Tanker, Valdez - Japan,22 + 45 + 20

Bit Kuwait oil in

$1.23.+ 29 ¢ ft.

Puget Sound , 84
254
33 ¢

End

of Panama ite., ruler itout.

1969, so long as U.S.

1.40.

Adelimum

Japan

20 ¢
874

costs 94
produ

1.23-81 = 364 Alaskre
pure profic

19. Alarten Div.of Ort& Bas expects inlet. demand1:
prorationing.

Adelman favored import control for hat, security
as U.S. price above world price. pp.39-40 .

Quiqui per well-day

Alastra

U.S.

& 854 tuxn

1,000 kl.
15 fl.
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Jove Fisher 19

Bristol Bay - wich red salmon grounds
Gold I salumion were early mainstays
Cu. episode by Kennewart, Cordova and Cu. R. Valley,

1916-39. Skilled by depresion, might it revive?
residual Kenn, holdings?) 3

Was caused alcau hiway, and improving

ca. 1955, pulp mills established in s...
KemiI look oil field

Look of an

alaika2.pwy.

an aquic. base. Ibet Alaoks cd. have one..
Sesional employment

Temporary coustin, implant - eg. DEW line



Guy Martin Oct. 20

On Adm. vs. Leg, is problem. So
1. boal: complete before leg...opeus.

Not am advocaty piece,
Basis for debate - not
Leg. will be tugging at me,

2.

a bill to is to be introduced for discussion
3. Limit no. of ali

Consider applying diff. rystem , varying
4. A Define objectives.Act

as with hi
G

but present
not a conclusion,

5.

alternativer.

purposes.
classify, subordinate someto others.

w. cucumstances.

public scrutiny.Openness to
Environment

Compu ; small size; vertical disimen ; interlopusRusijous.

Comunming itability impact.
Develop hely inclics.
Leave in cutie to explore, but

elsuuline.
vor

conteringing'sMeams of reconciting correflicting objections.B) .
he #7, administrator std. make complexjatt clecisions, but

not risk decisions.
Pat & Pedro, 9AM Fri.



H

equal legrees of ineptitude allpolicies, but a
man's ambition must be small to opt for thi's choice.
siguwrite his name

Another

propis

-65 B

portions.

unifimuch this slogan.
our applic

toOne may also apprify the reasoning is facien

A commonffrired ofpartial equilibrium

monly made against royalties is that

Thigh -grade diposis. There isthey
partial

MIJ

much truth in that but it is toopeale by aforMe

Thedepletion allowance isa negativo royalty theoffeittinga

piece." Utten have mized that the capital input is

made artificially chose toexplores to minnials

This, too, needs offretting, and xoyalties

ja

investon.
have some crude that of this kind. But hote

Payroll

the laber import and came

INALM

argument commonly

cause miners to

motto

meet in the with liter

like a yayatry

kuxer. cue



SCANNED AS FOUND)



Sets
Decision

eachines
Times Washington Bureau

WASHINGTON - President Ford
today signed into law a bill
establishing a precedure for a
decision by late 1977 on a route to
transport natural gas from the Nor
th Slope to markets in the Lower48.

A

In signing the bill Ford ignored the
objections of the Office of
Management and Budget and the
Federal Energy Administration and
accepted the advice of campaign
strategists that it could be key to
winning in California .

The bill calls for the Federal
Power Commission to decide bet
ween the three competing gas line
applications by March 1 , with other
agencies and the states submitting
reports by April 1 .

The President is directed to issue
his gas line recommendation by July
1, although he may take 90 more
days if he needs it . Congress would
then have to act on the recommen
dation within 60 days .

The bill limits judicial review as
was done in the oil pipeñen
authorization but requires the
President to submit to Congress a
report each time he waives agency
procedures in connection with the
gas line decision .

The legislation also contains a con
troversial provision directing the
President to insure that the
approved transportation system will
provide fordirect pipeline deliveryto
points both east and west of the
RockyMountains.

The bill also requires the power
commission to authorize the ship
ment of Alaskan royalty gas on the
interstate piepline for use within the
state .

Rep . Don Young said,

(See Page2, Col. 4)

R-Alaska ,ng/R-Alaska,

I



d Signs Gas Line Bill
(Continued From Page 1)

"The significance of this provision to
Alaska cannot be overemphasized ."

In remarks prepared for insertion
in the session's last issue of the
Congressional Record Tuesday,
Young said , "For decades Alaska
has seen its natural resources strip
ped from its land and shipped out of
state, often to return in processed
form at very high prices ." Young is
seeking re-election to Alaska's sole
U.S. House seat.

"Use of Alaska's royalty gas
within Alaska may help end
Alaska's status as a ward of the
federal government , ' the con
gressman said .

Young said Sens . Ted Stevens and
Mike Gravel and Gov. Jav Ham
mond share his views , which were

ocates
∙ncy

included in the record to establish a ,
"legislative historv" on the Alaska
royalty gas provision .

Stevens said in Washington this
morning the measure is a "substan
tial achievement for Alaska."

"This law makes Alaska the only
state with this control over its
royalty gas . And Don is to be highly
commended for his work in gaining
this provision for our state ."

The senator said the law has some
flaws but " we can work to make it
better.

"The important thing was to get
the ball rolling now so the
decision-making process can begin
as soon as possible . Alaska and the
country could not afford the delays
which would have occurred if we'd
had to consider this legislation from
the beginning next year."

The Anchorage Times
Published every afternoon and every
Sunday morning except certain holidays by
the Anchorage Times Publishing Co. , 820
Fourth Avenue , Anchorage, Alaska 99501 .
Mail subscriptions per month in Alaska :
Daily $5.50 , Sunday , $4.50 .

Second class postage paid at Anchorage.
Alaska , and ad additional mailing offices.

Represented nationally by
Cresmer, Woodward
'Mara & Ormsbee , Inc.



wore

OMB is Admin

Gao is

..

1. Calif.wants gur from
majnfaith...

ak,,a

2.7PC has auth, here rather
than 7EU.

3. Fre, subsidy & Calif portion.
likely by inference.
4. to hold off toget better price
for you

5. Dinex pipelin delivery. LNG is out.

6. Royalty gas may be kept captive in Alc.
Watch I wan vs. that !Youngfavon it SoSo
may Stevens, Travel & Hammond.

Congressional. Canfield is Gao (Osp) -
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Sohio Lifts Estimated Cost of Developing
AlaskaOilStake, Says Unit toPlaceNotes

By a WALL STREET JOURNAL Staff Reporter
CLEVELAND-Standard Oil Co. ( Ohio )

sharply increased its estimated cost for de
veloping its Alaskan oil holdings and said an
affiliate is placing $500 million of long-term
notes privately to help finance the trans
Alaska pipeline project.

In addition , Sohio said that the affiliate ,
Sohio-BP

permission from existing
note holders to allow it to borrow more
money to finance the pipeline.

The company said it expects the initial
devel ment of rti

e

↑

u the cost of
power station and gas-compression plan
that will service the entire Prudhoe Ba
field . In January 1976 , the company said i
expected the costs to total $1.4 billion ,
from a still-earlier estimate of $1.1 billion .
Reasons for Increase

Sohio said its costs on the project are ex
ceeding estimates for a number of reasons,
including lower-than-expected productivity,
higher costs for materials and equipmentand the costs of the 1975 shipment of mate
rial to Prudhoe Bay.

The company said its revised estimate
doesn't include any additional costs that
might come as a result of unitizing the en
tire Prudhoe Bay field or reallocating costs
among participants . The estimate does in
clude a provision for contingencies_how
ever . Unitization allows a field to be oper
ated as a single entity regardless of the
number of owners . The eastern portion of
the Prudhoe Bay field is being developed by
Atlantic Richfield Co.

Sohio said proceeds from the sale of the
$500 million of notes being placed by Sohio
BP Trans Alaska will be used to finance a
share of Sohio's and British Petroleum Co.'s
costs on the pipeline . A Sohio subsidiary
owns 67.8% of Sohio -BP Trans Alaska ; a
British Petroleum unit owns the remaining
32.2% .
Alyeska Boosted Estimate

Sohio noted that Alyeska Pipeline Service
Co., the group of oil companies building the
massive pipeline , recently increased its esti
mate of the project's cost to $7.7 billion . So
hio owns a one-third interest in the project.

As a result of the higher estimates , Sohio
said, Sohio-BP Trans Alaska is asking hold
ers of its 10%% notes due Jan. 1 , 1993 , and
Jan. 1 , 1998 , to approve changes in the cove
nants covering the notes . The changes would
allow the affiliate to increase the maximum
amount of borrowings permitted to $5 billion
from the current $3.75 billion .

Sohio said the proposed increase in bor
rowing limitations would allow it flexibility
to finance its Alaskan costs and would also
provide for unexpected outlays . It said that
the proposed covenant changes would re

- re
e

it woul still be able to sell "a
of its rese

xib

t
cient

meet further contingencies."

projected
have been
million .

A Consum
the latest cost
eral require e
costs resul
ing work.

y, the plant was to
1974 at a cost of $349

r spokesman blamed
crease on meeting new fed

for the project as well as
m more detailed engineer
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1

1. Solis hurting for carls? Consideringselling leasen?
by inference, leases are now alienable.

2. Value of leave is suggested,at least by the
lays an't they

cam borrow on it. (alienstility

has that positive value,too, in a lease.) But really, Trans

Ak. Pipeline Cap. Luc. is bonowing on thepipeline

- long.3. Is raising another $500m
On top of unitated auit.

4. Unitizing might add to cast?
wd, reduce cost

5. Either the reporter or
menic the ninelive to the leases.TT

7. It is mortgagingbut not all.

longterm

Sohre isfails

I shd thinkit

some

6. Trams.Akc. has debe limit of$3,156; being
raised to $56. And it own only 1/3 ofpipeline.

CON MAA

Leases topipeline debat;



24-Anchorage Daily News, Tuesday, September 21 , 1976

PC re jori
incs Prucnoe
gas ac ecuate

From OurWashington
Correspondent

WASHINGTON The Federal
Power Commission's legal staff has
released a brief indicating it feels
that there is sufficient natural gas
available at Prudhoe Bay to support
either the El Paso or Arctic Gas plan
to bring North Slope gas south . Both
companies ' plans call for daily tran
sport of more than two billion cubic
feet ofgas.

At the same time the commission
staff argued that either the El Paso
or Arctic Gas system would be in a
better position to accept new
volumes of gas if there is additional
production from as yet undeveloped
felds either in the Beaufort Sea or
theArctic National Wildlife Range .

THE BRIEF, presented to the
commission , held that Northwest
Pipeline's Alcan Highway route
assumed too little gas available at
Prudhoe Bay and offered too little
space for expansion if further gas
supplies are developed .

**

The brief called the wildlife range
among " the most promising areas of
potentially large gas reserves
The brief quotes several witnesses
before the FPC hearings who
testified that 14 trillion cubic feet of
gas or more could be trapped in rock
formations below the range .

The other most promising area, it
said, was in the Beaufort Sea off
shore from Prudhoe Bay and the
wildlife range.

IN OTHER briefs released by the
commission , the staff argued again

7 st certification of the " western leg"
of the Arctic Gas system and in
favor of a liquified natural gas ter
minal in Cook Inlet rather than Prin
ce William Sound if the El Paso
system is ultimately approved.

·

Arctic Gas has asked the FPC to
allow it to build a "western_leg"
pipeline into the Pacific Northwest
and California in addition to its
major route east from Prudhoe Bay,
across Canada and into the U.S.
Mideast.

However, the commission staff
brief argues that without firm gas
supply contracts Arctic should not
be allowed to proceed with such a
Targe and expensive project.

RATHER THAN build a new
pipelinė to serve the West Coast , the
staff argues , that area should be ser
ved by "displacement." moving gas
from other areas in existing pipeline
systems. This approach , the brief

says, is without risk and will cost lit
tle to implement . The annual
Sav f h
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Argo Petroleum to Sell
Sun Co. 286-Acre Lease

By a WALL STREET JOURNAL Staff Reporter
LOS ANGELES- Argo Petroleum Corp.

said it agreed to sell its 286 -acre lease for
the Hamp site in Ventura County , Calif . , to
Sun Co. for $18.3 million . Argo said the prop
erty encompasses about half its proven de
veloped reserves of oil and gas and 35%
of total proven reserves.

Argo said it would retain certain acreage
around the Hamp lease and a 50% interest in
a recently discovered producing zone that is
believed to extend across part of the lease.
Argo and Sun are jointly exploring and de
veloping the zone.

Proceeds from the sale will be used to re
duce debt and expand Argo's operations, in
cluding drilling in other acreage around the
Hamp lease, said Morris S. Frankel , chair
man and president.
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Prices of Recent Issues
Current quotations are indicated below for recent

issues of corporate senior securities that aren't
listed on a principal exchange .

Moody's
Issue

CinnG& E
DukePwr
FlaPwr
HoustnL & P
NorIndPS-n
NyTel-n

ArcoPipe
Arco Pipe
1stChicago
FordCr-n
FdCr-n
GMAC-n
HsehdFin
SoRlwy-n
Weyerhs-n

HydroQueb
NewBrn-n

8.55s '06
8¾s '06
835 '06

Rating Bid Asked Chg .
UTILITIES

8¾5 '06 Aa 99%

83s '06 Aa 98½
8½¼s '15 Aaa 99

INDUSTRIALS
Aa 100%
Aa 100%

7/25 '82
7¾/4S '86

7345 '86
87es '01

8.1s '84
8%as '96
8¾s '03
8½s '01
7.95 '06

n-New listings.

Aa 100
A 98
A 101

8.6s '06
8¾5 '01

Aa
A

Aaa
Aaa
Aa

98%
98¾
99½2
99

FOREIGN

A 99%
Aa 983

100%
98% + 14

101 ....

Aa 97¼
A- 1

100
99
99½

101% + ¼
100%

99% 100

99¼ Va
99%
9978
99½

99%
99¼

97½
98% 98%

- 1/4

Yield
%

Minerals Engineerin
To Close Mill Yieldı

8.51
8.53
8.63
8.37
8.46
8.28

7.31
7.64
7.84
8.45
8.12
8.15
8.37
8.55
8.04

8.83
8.86
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1..Pedro's objective was developmental, to get

5. Letting apr.
things.

the

4. He's very vague about most

Date Reps in pinnitus ways. Not setup to use computer.lept
-everything

inly established.

3. Theresud. be a postmortem after ea. sale, to evaluate
procedures I improve them. This hamit been done,

USGS - BLM automatically do this. -- p. 24

have free everry

4. Bull requires 20 % advance boues, at time of bidding.
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1.. What happens to gas from Cook Tulet ?

2. Bacing noyalty on wellhead_price_discrims- u.. deeperwells...
produ , progressively discrims. vs.

wells -(migin makes 2 nanow wells pref. to one wide well,
Both biased vs. deep wells, large déporits, remote areas

go easy on & shallow small, near wells.
They may help_produce best first, etc.

and

3.__Damage from_hi royalties is notjust early cut-off
approach that defers dumage to future and underplays it.

other damages:

_b.
e.

a. Dampens explu. for royalty-sensitive deposits

devent of fringes of renr. __Causes hi-grading..
Refers beginning of exple. & clevert- & produ.I

"Postmature starting", alory premations quitting
early cut-off.

W

Late come on,

5. Alts. has depth premium regas : area
area of

or
d. Dampum Iday recoveryfrom low-pressurewaterpools.

4. Superroyalties on old oil will cause early cut-off
po early replacement of old well by Iday recovery the...

ilan alta.), like base metal intogold.
that itmys1

M"transmuter old oil into www

lasts 21 you] ( p. 21)a

laye
e.g.) (ove)

more explu for cleeper

of gas

This does mean ferver wells to cleeper reus.
ones .

am

lean varies w. depth :[2_

But incents

6. Has Ak, used drainage sales in Cook I., or just responded to
nous ?
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1. There isa way
K. ind. currently.expense...

to the more

Ak. Idem. - 2

produ)

This ineffect where has the same effect as allowing a
piùched bidder.

bown, he

to avoid problem of selecting i. Let the lever

Against what, however,shall be write it off? If thereisa
can write it off against that.

Caltly. can write off us.yields, these incomsging early

16 K > Bonus, we can :

higher i

a) allow him 5% or so on. K.- B, then a high

rate on all beyoud that.

Let him write off K-B. against yields



Saudi etv. royalties de facts that are treated as takes.
de juve are tax credit, thus luring U.S.-hus tuning U.S. corps, abrout

or takes areabuba royalties
Why shd. U.S. Mreal Ak. wore than Arabs ?.

Alta & B.C. royalties
white,

anyway.

simply cleductible from income,

royalties werenot deductible cowere not deductible at all -- form



Name

Acoma Oil Corp.

AGIP Petroleum Co. , Inc.

Alaska Energy Corp.

Alaska Exploration Corp.

Alaska Energy Development , Inc.

Alaska Int'l Petroleum Corp.

Alaska Kenai Oils , Inc.

Alaska-North American Co.

STATE OF ALASKA OIL AND GAS LEASES

Alaskco USA , Ltd.

Alaskan Offshore Petroleum Co.

Amarex , Inc.

Amarillo Oil Co.

Al-Aquitaine Exploration, Ltd.

Aminoil USA , Inc.

ACREAGE CONTROL BY COMPANY

Amerada Hess Corp.

American Petrofina Exploration Co.

Amoco Production Co.

Ampco-American Mineral Petro . Co.

Anadarko Production Co.

Anschutz Corp. , Inc.

Apco Oil Corporation

Apexco

Arnold & Associates , Inc.

Ashland Oil , Inc.

Net Acreage*1

1470.60

1024.00

7571.56

2503.50

1734.40

1760.00

5049.10
1262.38

32,666.49

12,249.00

317.00

4,670.84

8,206.00

7,065.00

19,262.97

1,280.00
1,851.75

531.97

97,532.62
42,944.51

1,640.00

7,670.00

877.76

1,072.50

4,736.00

105.76

811.75
3,913.36

Type*2

*¹Calculated on basis of % of interest owned in each lease
* N=Noncompetitive/C-Competitive
* Total acres of all leases in which they have interest

C

N

UZ

C
N

N

=

C

N

C

N
C

U UZ

C
N

Z U

N

C

N

ZU U ZU

N

C

C

N
C

as 8
by PedesDenton

12/22/76

Total Acreage'

9033.00

5120.00

7571.56

5007.00

2168.00

1760.00

8078.56
2463.15

32,666.49

12,249.00

634.00

20,453.00

16,412.00

7,065.00

58,495.00

1,280.00
7,407.00

5,120.00

274 134 05
53,851.94

1,640.00

7,670.00

877.76

*3

4,130.00

7,680.00

1,410.00

3,101.67
18,691.08..



Name

Atlantic Richfield Co.

Aztec Oil & Gas Co.

BP. Alaska , Inc.

Beard Oil Co.

Beel & Beel , Inc.

Belco Petroleum Corp.

Brinkerhoff Drilling Co. , Inc.

Burton/Hawks , Inc.

Buttes Gas & Oil Co.

Cable Investment Co., Inc.

Cabot Corp.

Cache Investors , Inc.

Calderwood & Magnus , Inc.

Canus, Inc.

Carling Brewing Co. , Inc.

Champlin Petroleum Co.

Cities Service Company

Clark Oil Producing Co.

Coastal State Gas Producing Co.

Colombia Gas Development Corp.

Continental Oil Co.

Derby Refining Company

Net Acreage

33,402.30
401,400.02

5,122.96

544.00
102,674:99

29,765.19
40,855.00

94.70

70.52

13,491.90
2,019.64

1,920.00

1,280.00

334.15

11,105.79

640.00

1,199.48

625.25

540.80

1,476.00

70,006.91
117,681 23

2,920.00
3,031.49

662.63

368.12

671.57
49,145.82

255.93
4,787.98

Type

N
C

C

N
C

ZU

U

N
C

N

ZU

N
C

N

C

C

C

N

C

o o o o o

C

C

C

N
C

ZU

N
C

C

N.

ZU

N
C

N
C

Page 2

Total Acreage

51,277.40
932,724.22

5,122.96

2,560.00
351 151.00

29,765.19
40,855.00

4,735.00

70.52

14,271.90
8,078.56

1,920.00

5,120.00

4,735.00

11,105.79

640.00

1,211.24

2,501.00

20,453.00

10,284.00

70,006.91
139,294.93

3,250.00
8,830.00

15,360.00

2,560.00

1,343.15
1217459.73

639.82
23,753.00

JA



Name

Dixie Gulf Petroleum Co.

Dome Petroleum Corp.

Exxon Company

Farmland International

1409 Corporation

Gas Supply Corp. of Alaska

Geopol , Inc.

Getty Oil Company

Gulf Oil Corp.

Halbouty

Hamilton Bros. O&G Company

Hamilton Bros. N.S. Venture #1

Hamilton Bros. N.S. Venture #III

Hamilton Bros. Petroleum Corp.

Hartog Oil , Inc.

Highland Resources , Inc.

Home Petroleum Corp.

Hunt Industries

Hunt Oil Co.

Hunt Petroleum Corp.

Husky Oil Co. of Delaware

Inexco Oil Co.

Inlet Oil Corp.

Little Bear Petro . Corp.

Net Acreage

200.00

2,560.00

10,102.00
147,205.23

8,872.00

256.00

10,531.00

2,560.00

13,778.12

24,546.51

20,508.43

1,356.28

2,143.88

1,429.25

63.88

194.67

45.51

6,515.25
8,320.00

1,589.66

2,216.85

1,182.32

149.61

12,149.00

2,956.20
1,032.50

1,140.00

Type

N

N

N
C

N
Z o o o o o o o o o o o o

C

C

C

C

C

C

C

C

C

C

C

C

ZU U U U U U UZ

N
C

C

C

C

C
N

N

Page 3

Total Acreage

2,560.00

2,560.00

18,362.00
291,884.00

8,872.00

2,560.00

17,990.00

2,560.00

58,454.00

38,994.71

29,291.35

17,334.00

20,464.00

20,464.00

2,555.00

324.45

7,680.00

8,862.00
10,240.00

38,129.00

14,779.00

14,779.00

1,243.00

12,149.00

4,735.00
4,130.00

1,440.00
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Name

Louisiana Land & Expl . Co.

Marathon Oil Co.

Maruzen Oil of Alaska , Inc.

Mitchell Energy Corp.

Mobil: Oil Corp.

Newmont Oil Co.

Oil Development Co. of Texas

Oil Resources , Inc.

Oxy Petroleum , Inc.

Ozark-Mahoning

Pacific Lighting Gas Devel . Co.

Pan Ocean Oil Corp.

Pennzoil United

Phillips Petro . Co.

Placid

Salcha Company

Shell Oil Company

Simasko Production Co.

Skelly Oil Company

Sohio Petroleum !

Net Acreage

24,451.34

16,594.04
31,917.69

4,329.84

1,110.01

17,280.50
120,203: 04

13,993.34
730.29

8,320.00

21.47

2,816.00

2,487.00
1,143.97

3,629.50

32,041.00
937.88

22,658.95

1,858.00
1270,826.50

14,769.00
10,737.99

37.75

1,773.20
37,578.64

461.25
26,356.66

9,562.00
10,577.00

138,875 88

Type

C

N
C

C

C

N
C

C
N

C

C

C

20

N

C

N
C

C

N
C

N
C

N

N
C

N
C

ZU U

N
C

C

Page 4

Total Acreage

80,161.36

22,085.37
60,529.20

43,297.44

8,880.00

29,564.14
218,685.44

45,828.71
2,940.00

8,320.00

20,453.00

5,120.00

2,487.00
1,143.97

15,322.00

32,041.00
2,501.00

64,997.36

3,716.00
413,54.68

14,769.00
60,669.36

37.75

4,039.74
71,554.28

461.25
26,956.16

a may mg

9,562.00
40,449.00

(4477674 : 00



South States Oil & Gas Co.

Standard Oil ' Co. of Calif .

Name

Sun Oil Company

Sundance Oil Co.

Sunlite Nevada , Inc.

Superior Oil Co.

Tenneco

Tesoro

Texaco

Texas Int'l Petro . Corp.

Tidelands Energy Co.

Transocean Oil , Inc.

Ulster Petroleum , Inc.

Union Oil Co. of Calif .

Westcoast O&G Corp.

Yates Petroleum Corp.

Net Acreage

2,560.00

13,336.35
162,323 78

1,249.51

6,786.54

214.42

9,520.05

3,817.51

5,705.00

113,238.64
63,708.10

3,713.34
26,413.05

4,693.00

1,477.90

9,436.50

109,809.97
172,792.05

9,436.50

21,168.29

at bertenagadt og ong ronda de mantega tezgan,va

Type

N

ZU

N
C

Z U U U U U
N

C

C

C

C

.NA
ZUC

ZU

N
C

Z

U

U

N

C

C

N
C

C

C

Page 5

Total Acreage

2,560.00

21,107.14
248,271: 89

5,000.00

8,880.00

20,453.00

19,163.66

10,183.00

5,705.00

119,513: 19
84,218.47

3,713.34
27,422.45

4,693.00

14,779.00

18,873.00

117,328:52
381,893.67

18,873.00

21,168.29

Pozmagoņý “.Pagtata
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movement form.form, but envl, movement
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full pipelinehas un interest in a ...

For cos., steady flow is desirable.
For state to benefici , it sld. retain some control of timing

~or the make its news, indep. of timing.
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1. Refineries

evergy crisis

Xfr. of profits+

Ak.

are where the shortage

Really? Then how did OPEC getso strong ?
to crude was partial cause.

(Too simple. Refiveries are"leverage point forcue

so laye & fur.
Why ud,

was in '13 -'14, causing

mapy.
they give away profits to indef. crudeproducers ?

Ber. Of own to most crude
They

they
Bes lowerwant
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price
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to stimulate crude supply,
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En, explosion

ber.
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A Unitign, ed. be handled bypetrol. districts, like. WCD etc.
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limiting refinery capac.
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out other refiners byand then
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cill Info generation & contral.

Rigger fields & Reposit ore easier to find.
in the idea of giving away a few great

costly
anticlives in order to sper on the search for many

little strat. traps & fault-sealed traps & dolomite reefs

e . for the state. These elephantswill befoundis not

emyway.
to put a max. on what finder canget from anyone

well. Pay him for what he found but:

Nothing for the first suber flow

* 100 10of flow from Xup to y, when

100 b/d, depending on threshold of viability
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not worth much eur. damage.

y = 1,000 b/d
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known fact, subject to his paying finder. But finder's ovenide
1000 b/d, then not lestraing inigul effort by producer.stop at
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MEMORANDUM

TO:

FROM:

Subject : Background on Proposed System of "Competitive Contract
Exploration " on State-Owned Oil and Gas Lands (Work Order
1943)

The Honorable Terry GardinerGardiner

Gregg K. Erickson
Director of Research

THE SYSTEM AND ITS ORIGIN

(

pop

January 28 , 1976

~

The system of competitive contract exploration was originally formulated

to meet objections which have been raised to the bonus bidding arrange

ments currently used in leasing most publicly owned oil and gas lands in

North America . On the one hand , the current bonus bid system makes it
very difficult to decide against development of a particular tract once.
it has been leased and a discovery made on it . From the point of view

of optimum policy making , many people felt and still feel that it is
impossible to make a considered judgment as to whether development is
worth its associated environmental and social costs until one knows how

much oil or gas will result from it . For example , in areas such as

Kachemak Bay and Bristol Bay , it may be that oil and gas development

would be justified if a tremendous Prudhoe Bay- type reservoir were dis
covered thereunder , but that a lesser reserve might not justify the

environmental and aesthetic damage that could result from such develop

ment. This mightbe built in to the leave --noprodu. less than
1,000 b/d for 20yu, e.g. Then let them boumbid. Howen
that wil,fonce an expensive study before it is known tobe
needed. -1



aastaged
system

:

Secondly , it has been suggested that the high degree of uncertainty

concerning taxation and possible government mandated prices of oil makes

it very difficult to obtain bonus bids that actually reflect the ex

pected value of the tract in question . This result , it is alleged ,

comes about as a consequence of the fact that bidders tend to crank in

"worst case " assumptions about government policy when determining the

amount they can offer for a tract . Evidence for this?

:

Under the proposed system , exploration would continue to be carried out

by the private sector , but the rewards to successful exploration , rather

than the right to develop and produce oil , would be based on a fixed

reward per barrel discovered . Bidding would be on the basis of the

reward , in dollars.or_cents.per_barrel that the firm would be willing

to accept if and when it makes a discovery ? The state would naturally
-i.e. the highest royalty

accept the lowest bid , and once a discovery was made would pay the

2

This is much

like royally
bidding.

successful explorer that amount for each barrel discovered . Thereafter ,

the tract would revert to the state , and its development--if development
the state pays for someoutit maynotwantproducedatall.is considered appropriate--would proceed under any number of possible

different arrangements . At this point the traditional approach would be

for the state to simply re- lease the tract on the basis of a bonus bid ,

but any number of other possible arrangements could be invoked . For

example , the state could hire a development contractor , compensating him

on the basis of so many cents per barrel produced . All oil produced

w

more control
would thus belong to the state. This is like royalty, again, butu.

1 by state.
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ADVANTAGES OF THE SYSTEM

(

If Alaska were to institute such a system of "competitive contract

exploration " , it might be expected to go a long ways towards reducing

the legislature's apparently perennial preoccupation with oil and gas

taxation revision by tending to bring about , in a generally automatic

way , a more equitable distribution of profits between oil and gas

finders , developers , and the state .

If , as it has been alleged , the adoption of petroleum tax legislation

currently being considered would result (assuming the continuance of

current leasing arrangements ) in an exodus of exploration investment

from the state , then the competitive contract approach has a further

appeal : under such a system the explorationist will be absolutely

indifferent to the terms that govern the taxation or regulation of oil

and gas production .
Bluff- calling -.- maybeworth a lot.

Another potential advantage of competitive contract exploration is that

it might reasonably be expected to result in increased competition in

the exploration phase of the industry . Under the current bidding

arrangements , successful bidders are usually large integrated petroleum

companies who can capture substantial revenues and benefits from the

downstream utilization of crude discovered and produced in Alaska . As a
Has been thereversI this mustmean crude is underpriced. Is ir?

consequence , these integrated companies have a substantial competitive

advantage over those firms only in the business of exploring for oil .

The competitive contract exploration system would tend to eliminate this

advantage and place all bidders on a more equal footing .

historically.

3



FURTHER ANALYSIS REQUIRED

To the best of our knowledge no other jurisdiction has utilized such a

system , and its implementation in a piece of practical and workable

legislation would require careful thought and analysis . For example , an

acceptable method of determining the amount of reserves discovered would

need to be developed . Presumably this function would best be placed in

the hands of some impartial board composed of persons particularly

qualified in the area of reserves assessment . Perhaps half the board

members could be chosen by the state and the other half by the industry ,

with the tie breaking member chosen jointly . Criteria to be used by the

board in determining the amount of reserves discovered should be care

fully thought out , but might be similar to those used by the American

Petroleum Institute in preparing their well known and widely distributed

estimates of "proved reserves " . If actual production of the field shows

that reserves are more or less than were originally estimated , addi

tional payments or rebates , with interest , might be called for .

Because both oil and gas are a joint product of any exploration effort ,

the state would need to specify in its solicitations for bids the number

of Mcf equivalent to each barrel . For example , if the state specified

that six Mcf were equivalent to each barrel discovered , a firm bidding

one dollar per barrel , would receive one dollar for each six Mcf dis

covered . Six Mcf per barrel happens to be the approximate Btu equiva

lence of the two products , but since natural gas has in the past gener

ally been priced at less than its Btu equivalent value to oil , this

ratio would need to be the subject of careful analysis , and would

-4



perhaps be best determined administratively for each offering .

:

In order to insure that successful bidders are serious about their

intent to explore a given tract or tracts , it would probably be ap

propriate to require the successful bidder to post an "exploration bond"

which would be forfeited if no exploration took place on the tract

within a certain period of time , or to have him pay a nominal fixed

bonus , which could be refundable after exploration .

An important consideration in implementing such a scheme is the impact

it might have on the state's financial planning . The required payment

on the basis of discovered reserves , particularly if they are very

large , could create certain cash flow problems for the state . However ,

in most cases "proven reserves " are assets against which financial in

stitutions are willing to lend money . Should the need to pay off a

successful exploration contract create financial difficulties for the

state in terms of cash flow , it should not be too difficult to use the

assets generated by the successful exploration to collateralize a loan

sufficient to make the payment . The loan would then be repaid on the

basis of future production from the field . Of course , the legality of

such a transaction , in the light of Article IX , Section 8 , of the Alaska

It would , of course , beConstitution would need to be ascertained .

appropriate to utilize the competitive contract exploration system with

some caution in certain areas , for example where the lack of transpor

tation systems or other problems might make it difficult or impossible

to secure a loan on the basis of proven reserves , or to expeditiously

develop the discovery . Also to be taken account of is the fact that

-5



relatively small discoveries in remote locations might not be economic

to produce . In such cases the exploration contract might be phrased in

such a way as to limit the state's obligation to make immediate payment

unless a discovery is larger than a given threshold level . Payment for

smaller discoveries would be deferred until such time as development

became feasible .

(

Competitive contract exploration is , of course , not the only approach to

the revision of lease terms that meets some of the objectives outlined

above . Net profit share arrangements of the sort utilized by the

several Alaska Native Corporations that have negotiated petroleum ex

ploration on leasing agreements have much to recommend them . A recent

bill that passed the U.S. Senate ( S.3221 ) dealing with Federal 0.C.S.

land for example , provided that the leases could be offered " (1 ) on the

basis of a cash bonus with a fixed share of the net profits derived from

operation of the tract of no less than 30 per centum reserved to the

United States , or ( 2 ) on the basis of a fixed cash bonus with the net

profit share reserved to the United States as the bid variable . " 1

More information on this approach and the details of how the legislation

specified it would be implemented is available .

1
Energy Supply Act of 1974 , Senate Committee Report 93-1140
(September 9 , 1974).
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LNG SIT
Continued from First Page

The bill would finance the opera
ctions of the Energy Commission by
applying a surcharge of one hun
dredth of a mill per cubic foot of na
tural gas sold to consumers .

The fund, which would have a limit
of $20 million, could be used by the
Energy Commission for research and
development of new natural gas sup
plies and to develop forecasts of sup
ply and demand.

T
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Gas Termina Curos Souc
Bill Would Also Bar LNG Facility at L.A. Harbor

McKinney said the bill would result
in an unacceptable delay of the
projects, causing a natural gas short
age in Southern California , possibly
resulting in curtailments to busi
nesses and residences.

BY LARRY PRYOR
Times Staff Writer

A bill that would place liquefied
natural gas (LNG ) facilities under
the authority of the state Energy
Commission and prohibit construction
of an LNG plant in Los Angeles Har
bor will be introduced in the
Assembly Monday, it was announced
Friday.

I

The bill, which also would provide
a $20 million research fund for the
development of future gas supplies,
resulted from extensive hearings by
the Assembly subcommittee on ener
gy, chaired by Assemblyman Terry
Goggin (D-San Bernardino).

A proposed LNG facility at Oxnard
would be exempted from some of the
main provisions of the bill , although a
permit would be required from the
city and the state Coastal Commis
sion, and the facility would have to

The state Parks and Recreation
Commission Friday approved a staff
plan for low-intensity development of
three new parks in the Santa Monica
Mountains.

The unanimous vote ended a three
year debate over the future of the
25,521 acres of parkland and repre
sented a clear victory for environ
mentalists who have opposed off-road
vehicle use, hunting and more inten
sive recreational uses of the land.

MountainSanta Monica
Parks Plan Gets State OK

At the same time , however, the
commissioners agreed to review some
features of the proposal- construc
tion of a model farm , the use of a mo
torized tram, among others-over the
next several months.

BY ROBERT A. JONES
Times Staff Writer

Under the plan, the principal uses
for the three areas-Topanga, Malibu
Creek and Point Mugu state parks
will be hiking , horseback riding,
camping and nature study . Preserves
and open space will take up more
than 90% of the land.

Although representatives of sever
al motorcycle and off- road vehicle

2. groups criticized the staff plan, most

meet safety standards to be set by the
Energy Commission.

ofFriday's meeting at the Quality Inn
near Los Angeles International Air
port was devoted to praises of the
plan by conservation organizations.

Other future sites, such as one pro
posed for Point Conception and sev
eral possible onshore and offshore
terminals for both LNG and liquefied
petroleum gas (LPG) , would have to
obtain a site certification permit from
the Energy Commission.

Sam Suitt, representing the Sierra
Club, commended the Parks Depart
ment staff for what he called “an ex

In its role of insuring safe construc
tion, operation and maintenance of
these facilities , the Energy Commis
sion would act in a role similar to the
federal Nuclear Regulatory Commis
sion, which has authority over nu
clear power plants.

"We undoubtedly have to oppose
it," said Keith C. McKinney , general
manager of Western LNG Terminal
Co., a subsidiary of Pacific Lighting
Corp., which has proposed building
LNG unloading terminals at Los An
geles, Oxnard and Point Conception.

tremely fine job in development plan
ning" and said the low -intensity de
sign "has made the land worth its
cost." The state spent about $55 mil
lion in acquiring the three properties.

In its introduction , the staff plan
says the new parks will “do nothing"
to alleviate the need for off-road ve
hicle and hunting areas in Southern
California. As a result, the comments
Friday of representatives of those
groups were tinged with frustration
and bitterness.

Steve Jacoby, who spoke for what
he termed "the family dirt biker,"
said the Sierra Club “exists to impose
the tastes and life - styles of a privi
leged and self- righteous minority on
the working people and the family.
people."

Upon hearing this , commission
Chairwoman Sally Altick removed
her glasses, stared balefully at Jacoby
and said, "Oh, come on . . ."

Department planners say their de
sign for the parks did not come as re
sult of pressures from environmental
groups but rather from an intensive
effort to involve the public in each
stage of planning.

Patterned after a similar effort by
the National Park Service for plan
ning Yosemite National Park, the
state's method employed public

Please Turn to Page 12, Col. 5
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The bill, made public Friday by
Goggin , represents the first effort by
the state to subject LNG facilities to a
comprehensive safety review . As of
now , control is exercised by the Fed
eral Power Commission and local
government.

The FPC is expected to rule within
the next several weeks on Pacific
Lighting's application at the federal
level for the terminals . The FPC staff
has endorsed the Oxnard site but rec
ommended rejection of the Los An
geles site for seismic reasons.

The state Seismic Safety Commis
sion last week also expressed. reser
vations about the Los Angeles site,
pointing out that a potentially active
fault lies under or immediately ad
jacent to the Terminal Island location.

"Inasmuch as state laws preclude
the siting of a school , hospital or even
a single- family residence on a
potentially active fault , there seems
to be some incongruity," the commis
sion said.

♥ ♥

The liquefied gases in bulk form
are of concern to safety experts be
cause of their potential to vaporize if
spilled and to travel in cloud form for
long distances before igniting.

Pacific Lighting and Pacific Gas &
Electric Co. of San Francisco, through
its common subsidiary , Western LNG
Terminals , want to import about 900
million cubic feet of natural gas per
day to California , about 25% of the
daily supply, from Indonesia and
Alaska. The gas would arrive con
aensed at -260 degrees in specially
designed tankers and be regassified.

A report on LNG by the subcom
mittee concluded that the gas supply
squeeze is not as severe as Pacific
Lighting estimates . The report cited
possible increased supplies through
sharing with Northern California util
ities, offshore fields , increased instate
production and gas from Elk Hills.

According to these esumates , only
one LNG site would be needed in Cal
ifornia by 1985, Goggin said .

McKinney of western LNG stre
nuously disagreed , saying that both
the Los Angeles and Oxnard projects
are needed, and claiming that Gog
gin's bill would cause at least a two
year delay in the Oxnard project,
which the state cannot afford .

"We have to assume that at least
one project gets permitted in 1977 and
if we don't get it this year, we aren't
going to make it," McKinney said.

The bill effectively excludes the
proposed $500 million Los Angeles
terminal by requiring that the
Commission n
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Gas "errnina Curos Sou
Bill Would Also Bar LNG Facility at L.A. Harbor

McKinney said the bill would result
in an unacceptable delay of the
projects, causing a natural gas short
age in Southern California, possibly
resulting in curtailments to busi
nesses and residences.

BY LARRY PRYOR
Times Staff Writer

A bill that would place liquefied
natural gas (LNG ) facilities under
the authority of the state Energy
Commission and prohibit construction
of an LNG plant in Los Angeles Har
bor will be introduced in the
Assembly Monday, it was announced
Friday.

The bill, which also would provide
a $20 million research fund for the
development of future gas supplies,
resulted from extensive hearings by
the Assembly subcommittee on ener
gy, cnaired by Assemblyman Terry
Goggin (D-San Bernardino ).

I

A proposed LNG facility at Oxnard
would be exempted from some of the
main provisions of the bill , although a
permit would be required from the
city and the state Coastal Commis
sion, and the facility would have to

The state Parks and Recreation
Commission Friday approved a staff
plan for low-intensity development of
three new parks in the Santa Monica
Mountains.

The FPC is expected to rule within
the next several weeks on Pacific
Lighting's application at the federal
level for the terminals . The FPC staff
has endorsed the Oxnard site but rec
ommended rejection of the Los An
geles site for seismic reasons.

The state Seismic Safety Commis
sion last week also expressed reser
vations about the Los Angeles site,
pointing out that a potentially active
fault lies under or immediately ad
jacent to the Terminal Island location .

"Inasmuch as state laws preclude
the siting of a school , hospital or even

residence .. on a

MountainSanta Monica
Parks Plan Gets State OKState OK potentially active fault, there seemsbe some incongruity," the commis

sion said.

The unanimous vote ended a three
year debate over the future of the
25,521 acres of parkland and repre
sented a clear victory for environ
mentalists who have opposed off-road
vehicle use, hunting and more inten
sive recreational uses of the land.

At the same time , however , the
commissioners agreed to review some
features of the proposal- construc
tion of a model farm , the use of a mo
torized tram, among others-over the
next several months.

meet safety standards to be set by the
Energy Commission.

BY ROBERT A. JONES
Times Staff Writer

Under the plan , the principal uses
for the three areas-Topanga, Malibu
Creek and Point Mugu state parks
will be hiking , horseback riding,
camping and nature study. Preserves
and open space will take up more
than 90% of the land.

Other future sites , such as one pro
posed for Point Conception and sev
eral possible onshore and offshore
terminals for both LNG and liquefied
petroleum gas ( LPG ) , would have to
obtain a site certification permit from
the Energy Commission.

Although representatives of sever
al motorcycle and off-road vehicle
groups criticized the staff plan, most
of Friday's meeting at the Quality Inn
near Los Angeles International Air
port was devoted to praises of the
plan by conservation organizations.

Sam Suitt, representing the Sierra
Club, commended the Parks Depart
ment staff for what he called "an ex

In its role of insuring safe construc
tion, operation and maintenance of
these facilities, the Energy Commis
sion would act in a role similar to the
federal Nuclear Regulatory Commis
sion, which has authority over nu
clear power plants.

"We undoubtedly have to oppose
it," said Keith C. McKinney , general
manager of Western LNG Terminal
Co., a subsidiary of Pacific Lighting
Corp., which has proposed building
LNG unloading terminals at Los An
geles, Oxnard and Point Conception.

tremely fine job in development plan
ning" and said the low - intensity de
sign "has made the land worth its
cost." The state spent about $55 mil
lion in acquiring the three properties.

In its introduction , the staff plan
says the new parks will "do nothing"
to alleviate the need for off-road ve
hicle and hunting areas in Southern
California . As a result, the comments
Friday of representatives of those
groups were tinged with frustration
and bitterness.

Steve Jacoby, who spoke for what
he termed "the family dirt biker,"
said the Sierra Club "exists to impose
the tastes and life -styles of a privi
leged and self-righteous minority on
the working people and the family.
people."

Upon hearing this, commission
Chairwoman Sally Altick removed
her glasses, stared balefully at Jacoby
and said, "Oh , come on .

Department planners say their de
sign for the parks did not come as re
sult of pressures from environmental
groups but rather from an intensive
effort to involve the public in each
stage ofplanning.

Patterned after a similar effort by
the National Park Service for plan
ning Yosemite National Park, the
state's method employed public
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The bill, made public Friday by
Goggin, represents the first effort by
the state to subject LNG facilities to a
comprehensive safety review . As of
now , control is exercised by the Fed
eral Power Commission and local
government.

ly
art

The liquefied gases in bulk form
are of concern to safety experts be
cause of their potential to vaporize if
spilled and to travel in cloud form for
long distances before igniting.

Pacific Lighting and Pacific Gas &
Electric Co. of San Francisco, through
its common subsidiary, Western LNG
Terminals, want to import about 900
million cubic feet of natural gas per
day to California, about 25% of the
daily supply, from Indonesia and
Alaska. The gas would arrive con
aensea at -260 degrees in specially
designed tankers and be regassified .

A report on LNG by the subcom
mittee concluded that the gas supply
squeeze is not as severe as Pacific
Lighting estimates . The report cited
possible increased supplies through.
sharing with Northern California util
ities, offshore fields, increased instate
production and gas from Elk Hills.

According to these esumates , only
one LNG site would be needed in Cal
ifornia by 1985, Goggin said .

McKinney of Western LNG stre
nuously disagreed, saying that both
the Los Angeles and Oxnard projects
are needed, and claiming that Gog
gin's bill would cause at least a two
year delay in the Oxnard project,
which the state cannot afford.

"We have to assume that at least
one project gets permitted in 1977 and
if we don't get it this year, we aren't
going to make it," McKinney said.

The bill effectively excludes the
proposed $500 million Los Angeles
terminal by requiring that the Energy
Commission not certify an LNG or li
quefied petroleum gas site within a
one-mile radius of any indigenous or
working population or within six
miles of a population of more than one
person per 10 acres.

Goggin referred to it as a "sanita
tion zone" and said it was necessary
because "scientists do not agree on
key problems of the LNG vapor cloud
dispersion and detonation" .

McKinney said the zone was both
"unreasonable and unnecessary" and
repeated Pacific Lighting's position
that LNG can be handled safely.

The bill has bipartisan support and
was coauthored by Assemblyman
Charles B. Imbrecht (R-Ventura),
who said at the press conference that
he supported the bill on the basis that
the Oxnard siting authority be ex

lempted from the Energy Commis-.
sion's jurisdiction.

Imbrecht said that "an enormous
amount of time, money and emotional
energy has been expended to date" by
Oxnard officials and that they were
entitled to make the siting decision.

Goggin and Imbrecht said the Ox
nard project does not have the same
ship traffic problems as Los Angeles
and avoids the seismic difficulties.

Please Turn to Page 12, Col. 1
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Dear Guy :

0917

UNIVERSITY OF ALASKA
FAIRBANKS , ALASKA 99701

April 30 , 1975

Mr. Guy Martin
Commissioner of Natural Resources.
State of Alaska
Juneau , Alaska 99801

By 194
DEPARTMENT OF

NATURAL RESOURCES

MAY 2 1975

RECEIVED
JUNEAU, ALASKA

A variety of concerns has created a movement
either ( 1 ) to get the federal government directly involved
in oil and gas exploration on the Outer Continental Shelf ,
or (2) to separate OCS leasing into two stages corres
ponding to exploration and production . Some of these con
cerns are probably unfounded (e.g. , the notion that the
government is disposing of OCS oil and gas too cheaply be
cause of its lack of information before leasing ) , and others
are based upon naivete about how oil and gas discoveries
take place (e.g. , the notion that it is practical to
" inventory " reserves accurately before developing them for
production ) . Nevertheless , there is now a powerful
political thrust , led by some of the coastal States , in
favor of changes in the leasing system in the direction of
governmental management of exploration efforts , or other
means of separating exploration and production rights .

PLEASE REPLY BY AIRMAIL

In my opinion , the performance of the present
system based upon a fixed royalty rate and bonus bidding
for relatively small tracts is generally satisfactory , thoughit could be improved in detail. For example , the present
royalty as a proportion ofwellhead value could be replaced
with a net profit share , and a more explicit role can be
given to potentially impacted coastal communities in plan
ning and surveillance of federal leasing . Also , the
modification proposed last year by Phillips Petroleum (a
copy of the proposal is enclosed ) may make sense in areas
where there is concentrated interest in a well -defined

at thevery least
make it will-i
or well-footvalue.



Mr. Guy Martin
Page 2

geological structure . (If this system were to be adopted ,
the money bid ought to be treated as a bonus , rather than
as a fund from which the operator may draw exploration
expenses , a provision that would encourage wasteful over
drilling . )

The enclosed paper is , however , part of a search
for some institutional arrangement that would accommodate
the widespread desire to separate exploration and production
decisions and to maintain government title to discovered
reserves , without needlessly sacrificing discovery expecta
tions or the resource revenues of the government .

The essential feature of my proposal is that
competition among private exploration companies be retained ,
but that the government pay the successful bidder for the
quantity of oil and gas he discovers , in contrast to the
existing system where the lessee pays the government for
the right to find and produce oil and gas . Within this
broad principle many variations are possible in detail , and
a few of these options are discussed . If the system I
describe makes sense for the Outer Continental Shelf , it
may also be worth considering for Naval Petroleum Reserve
No. 4 (where , for historical reasons , separation of explora
tion and production decisions seems politically mandatory )
and for Alaska's state lands .

7/
No.4

The enclosed memorandum contains my first thoughts
on such a system , and I would appreciate your reactions to it .

ART : cmc

Enclosure

Very truly yours ,

Arlon
Arlen R. Tussing



A SYSTEM OF COMPETITIVE CONTRACT EXPLORATION FOR THE OCS :

AN ALTERNATIVE TO GOVERNMENT EXPLORATION

BY ARLON R. TUSSING

APRIL 17 , 1975

There has been an intensified interest over the
last year in modifications of the Outer Continental Shelf
leasing system to provide a greater role for government in
exploration , and in some fashion to separate government
decisions regarding exploration programs from the decision
whether or not to produce . The current motivation for such
proposals has not been mainly the traditional (and highly
fallacious) "yardstick " argument for a federal oil and gas
corporation , but rather a desire , particularly by coastal
state interests , to control environmental and social -economic
impacts of oil and gas production .

Development systems proposed so far along these
lines for the Outer Continental Shelf ( and for NPR #4 )
have been rather unsuccessful in reconciling ( 1 ) the expecta
tion of a successful and efficient exploration effort with
(2 ) separation of the decision to explore a particular area
from the decision to produce from it if a commercial discoveryis made , and ( 3 ) optimization of revenues from the leasing
or sale of government -owned resources .

GOVERNMENT EXPLORATION

A major advantage recently being claimed for
government exploration is the ability to separate exploration
decisions from decisions to develop for production or to
produce for sale . Under such a system the government "would
know what it was selling . With exploration conducted by
governmental enterprise , moreover , the present commercial
imperative to keep geological and geophysical and other
relevant information confidential would be eliminated .
more information publicly available , long- term secondary
impacts ( such as transport systems and refinery construction )
could be anticipated by state and local authorities and by
the public at an earlier point in the decision process .

With



-2

Proposals that the government itself conduct
exploration for oil and gas would , however , sacrifice a
critical advantage of the present leasing system . Com
petition and a diversity of leaseholders in each area
assure that a variety of exploration strategies will be
pursued by different teams of geologists and petroleumengineers . With competitive leasing , and allocation of
acreage by bonus bidding , each tract tends to go into
the hands of the operator who is most optimistic about its
commercial potential . It is doubtful whether any systemthat depends for its exploration effort upon a single
entity , whether private or governmental , would be as
successful in discovering hydrocarbons as is the presentsystem .

Even apart from its lower likelihood of exploratory
success , governmental enterprise in exploration is unlikely
to produce as much revenue for the government as a competitive
System in which each lease is bought by the company assigningit the highest expected value . The winning bid on each tract
reflects the most favorable opinion regarding its potential ,
not the industry's average opinion , while the latter may ,
on the whole , reflect the real expectation of exploratory
success . In any event , analyses of past OCS sales conducted
for the Public Land Law Review Commission showed that the
industry as a whole has tended to pay slightly more in bonuses
than the fair market value of the leases . Endones Mesid

findings.
1

SEPARATION OF EXPLORATION AND PRODUCTION

One variant of the existing leasing system now
being proposed for the purpose of separating exploration
and production decisions is the issuance of conditional
leases , under which the operator is permitted to explore
but does not have an automatic right to produce the oil or gas
he might discover . A development plan and environmental
impact statement would have to be prepared after any discovery,
and the government would have the opportunity (with or
without compensation to the operator ) to prohibit or limit
production from the lease .

A major drawback to this arrangement is the fact
that uncertainty whether a discovery could ever actually be
produced would cause considerable reductions in bonus revenues .
These reductions could be expected to exceed the proportion
of discovered oil and gas whose production would actually be
prevented .

}
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The government could offset this tendency by
contracting to pay the lessee the full value of any
reserves that he discovered but was not permitted to pro- wonderduce . This point seems hard for most people to grasp ,
however , and legislation presently being considered would
limit the lessee's reimbursement to his actual expenses
restriction that is sure to cost more in bonus payments thanit would save in reimbursement .

a

The following proposal is an attempt to resolve
some of these conflicts . Its merit is that it
preserves the advantages of competition and of a decentralized
exploration effort , until the government chooses to lease
discoveries or sell oil and gas from its properties outright .

COMPETITIVE CONTRACT EXPLORATION

The essential feature of the proposed system
is that the government pays the private operator for
the quantity of oil or gas he discovers , rather than the
private operator paying the government for the oil and gas
he extracts . Within this broad principle many variations
are possible in detail :

Fixed per barrel reward -bonus bid . One combination
is a mirror image of the fixed royalty-bonus bidding system .
Analogously to a fixed royalty , the government would contract
to pay the operator a fixed " reward " for each recoverable
barrel of oil ( or MCF of gas ) discovered . As in the existing
system the contract would be awarded to the high cash bonus
bidder but bids need not be positive . If no positive
bids were offered , the contract would go to the operator
who offered to conduct the exploration program at the lowest
cash price to the government . If in the judgement of
the Interior Department , however , the expected value of
reserves to be discovered ( taking into account the " rewards " )
were less than the price to be charged the government , all
bids would be rejected .

Bidding on reward per barrel . An alternative
variant is analogous to royalty bidding . The bid variable
would be the " reward " the government would pay the operator
for each barrel (or MCF ) of recoverable oil ( or gas ) discovered .

(Bids would be expressed in oil equivalents but bid
specifications would prescribe a valuation ratio between
oil and gas . )
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In either the fixed reward , or the bidding -on
reward case , some pre-qualification procedure , and/or a
substantial cash deposit , would be required in order to
limit bidders to responsible operators . If " bonuses " were
negative , i.e. , paid to the operator by the government , the
contract would have to include a work program requirement ,
to assure that the operator would not simply " take the money
and run . "

Bidding on Percentage Working Interest . The
structure of the proposal advanced in 1974 by Phillips
Petroleum could also be accommodated under the principle
that the government pays the operator to discover reserves .
In this instance , as in the original Phillips proposal , each
bidder would specify the percentage working interest in
the exploration contract for which he wished to bid , and
the amount of the bonus he was willing to pay (or wanted to
be paid ) for each percentage share of the working interest .
In contrast to the original Phillips proposal , however , the
working interests put up for bid would total 100 percent
because all the oil and gas discovered would belong to the
government .

The joint exploration venture would be composed
of the high -bonus (or , in the absence of a positive bonus
bid , low-price ) bidder to the extent of the interest for
which he bid ; the second high bidder to the extent of the
interest for which he bid , etc. , up to a total of 100 percent .
As in the Phillips proposal , the area for which the contract
applied would encompass the whole of a prospective geological
structure . Doing so would be expected ( 1 ) to economize on
exploration equipment and efforts , ( 2 ) to reduce the commercial
imperative for confidentiality , and ( 3 ) to limit disputes
among the parties regarding their respective equities in any
oil or gas discovered .

~v In any of the three major variants , the volume of
reserves discovered would be assessed by an independent body
of petroleum engineers . Reserve estimates made immediately
after a discovery would tend to be conservative (i.e. , to
favor the government ) , but the scope for dispute would be
narrowed by granting the operator his contracual reward for
any later increases in the reserve figures resulting from
"revisions " or " extensions . (Arguments can be made both
for and against paying interest from the discovery date
on such reserve additions . )
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PRODUCTION FROM GOVERNMENT - OWNED RESERVES

There are several possible systems for disposing
of any of its own oil and gas that the government decides
should be produced . One option is , of course , to have the
government itself enter the production business , either with
its own equipment and personnel , or through a private contractor .

Another alternative would be to allow or require
the operator under the exploration contract to remain the

He wouldoperator for purposes of development and production .
also have a right of first refusal , or an option to purchase
at fair market value , any production from the property .
Development and operating costs would either be reimbursed
to him by the government directly , or credited to him
against the payments for oil and gas he produces and buys from
the government .

A third alternative would completely separate
from the exploration phase the selection of an operator
for the producing phase and disposal of the produced oil
and gas . The simplest such manner of disposal would be by
lump sum cash bid , that is , " bonus " without a royalty .
Because the government is selling proved reserves rather than
unexplored acreage , the discount for uncertainty in the
bonus bids would be relatively small . The government would
simply be selling oil in the ground , and it would be up
to the operator to maximize recovery and to minimize his
development and lifting costs .

This system would probably be the most efficient
in terms of ultimate recovery , government revenue , and
administrative costs . A contrasting system ( analogous to
the Forest Service's timber sale system ) would have the
operator bid a price per barrel or oil (or per MCF of gas )
that he would extract from the lease at his expense . This
system is not a desirable one , as the operator would tend
to suspend production as soon as his operating costs per
barrel ( including his payments to the government ) exceeded
the wellhead value of the oil . Per barrel bids would be
a higher proportion of wellhead prices under this system than
they would tend to be in bidding for an exploration lease ,
and the tendency to premature abandonment would be
correspondingly stronger . Between these two variants would
fall the familiar combination of bonus bidding plus a fixed
royalty .
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SYSTEM OF CHOICE

I have not had the opportunity to analyze all
the implications of each variant . On first consideration ,
however , I would recommend as first choice (1 ) a system
of fixed reward per barrel ( set by the Interior Department
on an area-by-area basis ) , coupled with bonus bidding
(permitting either positive or negative bids ) , and (2 )
an option for the exploration operator to become the
production operator and to purchase the product (as an
additional exploration incentive ) .

Where there is clearly defined structure of
exceptional exploratory interest , however , (but only in
such circumstances ) I would suggest the Phillips system ,
modified as described above to retain title to discovered
oil and gas in the government .

(PHILLIPS PETROLEUM COMPANY PROPOSAL REFERRED TO ABOVE
IS ATTACHED )

S



#1

7₁1

H

a
betproceeds tax, allowing deduction ofin -state costs only

wd_ sooner or later violate comm. Clause.

thing, is probly Comstl.

2 Needed:it

.. +t.

4

||

a lease, doing same

#

Idear

3

3 Leaser & flaring

a section on why lowingispref.to
Texn

a inktz. agency.

he rentals, critics object at both ends: a) Early abandon muut

There pently
other.b) Late beginning

ansiver ea.
Known rental will result in later beginning.

Fax.
Leasepayouts to state ore deductible forfed.

Any income left to indy.by state is felly raxed, and..
that much less incentive to indy.
Re taxu, Hubber has doneHuber hen done a lot of thinking.
Where he hasn't, and where I can contribute, is an

handling K costs : deprees., life, interest .



61 if Ak. keeps vystly gas at home, it avoids jurisdiction
of 7PC. a) Regulateprice

7PE
may

6). Capture reserver for certain customer.
||

Customers
after gas

unewer the
way they go after water Hts.

Prior appropu. puvaits, under FPC. Builder of early, costly pipeline

getsgen

Seller std... hold for hi initial price. K wasted on

Hearly pipeline cancan go to seller as rent.
H

H.

7 General influ.is another reason us. bour bidding.
gamble on this Al element of uncertainty.

= ½ Ak. produ.

Biddens mit

24 lugest well, > 2,000 bpod,
Denton shd.get me date like this, re leases

Huber, p.48call him
Then write him to have recordI

18 % reserves tax.
Ano bond rate, 1.1 % or so.cap.rate for

Likewise, when leaves use rectal, based on

go

||

ļ

ak. user

shid use

reserve assent, me 1.8 % .
Or, if sell & Fax, can do on.I

Huber,p. 47.

this bonis.



||
10 7laming gas,

16 flining

they may be lowing ult. recovery.
apply MER to rate of produ ?t

venting, must lower ness. drive.
is allowed to save cost of reinjecting,

Why, then,

are
they misused ?

Wide spacing to Main more oil for
Over. I mi,² per well

+ lengthen life of well.
trpd. in lunch. Times, is highe spacing.

if there is to be later infilling, why
pipeline...

11

Maybe to urze on

12 Flaving is a

a

Ecs. of scale
How?

1

H

snd, be paid for

me

H

H

same royalty rate, or whativer, shid apply.

13 | Jarmer Smith mightH

of Aki's resource, same as produ., and
lease she stipulate that.

4( Is Love so as to use crude in " toppingplasx".

measure comen.

eu. well,

of leaves.

not nowu ?

14. Learning is no
tuxu.Home On landsput.sub for

(Native Corps) must get raxes, from both lesseer & lessons.



H. Defining Economic Warte is peut ofjob.
analysis.introduce ex.

16 Expl. drilling is not

·H
11.

+ - Contrary, by ruling out some areas
in othen!

(7mume no one has made a game of this!17 of this!):)
Ea. Ewill produces more

info. to guide next one.

No

puut ofjob. - anoppy. to

one

lowus bonus bidh

not all din ret

18 Katte

you may a chance

has done wunch on whether more info. racises or
Let's say it doesn't. Then:

say
a) Is no internt in State's paying firms to get info .
6) is still dennable to have info , for dict. equity

The moral of Mead findings
to state . Han value to firmus, to reduce

is that info has wo value

esqus. bids.

the
size of peted. deposits fits lognormed duster.says

1.Sources, q.v.:
Uhler,R.S. & Bradley 1.C.;"aStocharter Morded",Iu .Star.um. 4/10, 625-30,
Miller,B.M. et al."Geol,Ests. ofUndia, Recov, 086Ren in 4.5"4565 Cün.225, 1975

Kaufuran , G.M. Stat. Decisions & Related Techniques

Out & Gon Explu, 1963 (Typewritten)
I'm skeptical.



|| capacity

HF

T
||

||
21

19. If produ. falla

To avoid start stower and continue longer, before declive

capacity.
begrins.

over time, youyou und up

gu

W.

7 ways wit

excess well

after elective beguns, produce as fast as possible, bes. the

anyway.is there

Pattern A is better than B

to all bids were

bidding &

R

if
20 There are lots of holes in Katter. I mightget

him to watesta few system for me, but I...Iwd.
specify them, I the criteria If the inputs.

found thatPLL RC found
that when t

|rejected. & track subregly reoffered there was more
higher offers the 2nd time.

Lessor needs to set a resn. price. If he has

Norgaand might
inte

that .
all the seismic , more than other, he can do so.

Quy tif Ak. had info. at Prudhos, whydid
they letbest rests for $6m ?

lock



ļ

- ||

Rate of flow is determined by state ww.eng.
to long as this is true, whole

speeding prode, is a phony issue.
V

Premature shutdown caused ? Shouldn't, Lif

H

#rent-based.

#puts upfor bid -- like a

H

Risk. State

==

Butif dass, revers to state, which

like a taxsale.

gu.

can

Yet now, indly. is beaning

To change royalty

ofperiodic nent's
It can't do so.

bear a lot, bes. has lands
many

...bes. state so hardup for

#frout money.
What is risk. It is putting up grubstake,Hy is retum fer

contingung payments. [The risk of not participating in a
# bonanza is another wrage, but not used here.I

wellfootvalue.to net, go from wellhead to wellfort



Oct. 20, 1976

We need a scallfor grading or rating
not provide that.m

7ed. Els will suffer by mring arbituary not. standards,
Ak. can do better by tailoring its own.inclercent.

1.
Els

2. Since U.S. is bound to leave fast, Akc..she
select lanh mingled w . U.S. as much as possible, then leave out

Thisguir benefit of Meckubdy w/o costs.later. Thus

new3. Find micher for smallfirms;
Reduce delays front moning

6. Defer payments to Camillora

giant firmsc. Where are

State might replace them.
d.
e,

f. Encourage inter lopers

§.

rating ww. costs.

to info.Open access to in.
Keep size of leave small

[ Asap x 2 meam

firm
time.

merely serving as contracton,

As soon as los.
Amell ...

theinpave
1

way.
or smallNewcomers, big

break things into stage.
muchThis discourage vertical inter, as mule as possible.

Alta., good precedent. Nursery of small firms.



-67

The objective ofa government legking landsshouldbe to

collect all the rent froufrich lands and let the

poor over go. If thingsto he

government

and if there were

criss

anysubsidy let the

There is no call for any cross-subsidizing,
thereis

with the mofal authoritymoyal

no

are

private comperation

do.it. for

cquemon
eightLoveThere then

avoid in theeffort to maxignize cand collect rewts from

Crown lands: overdecenifalization, overdelegation,

overallowance for risk, fueradmission of prospectors.
underpricing primary products, confering rent and

proficiens, overlooking non-mining taxes, cuid

the

wit enors to

overconsolidating accounts,
appreciates

one sentines moterealizes
moje fully. provech

easier to face a calamitysig!! than toshare a surplus

Reviewing them
It is



1. Press Ent. Nov. 25-26
Ano um. refine it crude, 20.9⁰ of.. Pr.Bay...
Exxon_our_20 %

several cos, own
640

54.9⁰ Sobio has biggest shame (w. BP). Wants to strip to Midland,Is.

Eth Hills added 200,00 bpd to lat supply. (why not closeit?).

i.e.)
Tankum ed. get. Ak oileast.,but " there anun't enough " (U.S. tuckens,

(Swapping ed do it, abrent vertical_with.)

2. Time 1/25/26 Cal Energy Comm. fervon overlandpipeline for
Westem by to "seve Cal (Fautern bytak gan.

mulwert, no doubt.)
3-2 Vote.

1



ŀ|
#

||

Risk

Given a future cash flow.
Expected mean is court.
T & CV rise w. time.
other factor:

If
selling for but

H

+

or

- If
spreading risk.

$0/21

res, is a

ses, is

No, her point is anjai
an asset

=

not

it Polly's point. a flow res. future returns one less certain .
There less curtain future values are a layer show of PV as

perceived by law i bidder

Numerical e

-1

a

price.

eg.

fund, richer have more option of holding
Fuch, reserve reduces risk.

flow call year

algebraic

yielch Rod R₁ , with of To<5

VENOZ

EPVR

is another Mance, then

one :

altho
strongly

However this result hinger

-is[²+²²²+ ²² ]2iluto
10

Resi + R₂oe

shows that .5/ PV is decreasingfu,ofin
so.

particular defe of 5, and

it's not clear this is how people should or do evaluste risk.11

||



||

H

#
||

11

||

1
Cacho

Flow

÷
H

H

Just take mean deviation.
Then divide by

&

the negative values drop out.
Also

|

mean expectation .
Here we see a bias, if sorts. say

mean dern, Asw. time.

Manging

-2

Losses

much greater.

you
assoc inputs.

are

lose them too.
#extensive uses .

This raises mean,
can reduce low values in many ways by

mean is $100,
When mean devu, > 100,

limited to

Mean of operative expectations

--> years

to 100 % but gain can

100 % of what ? If assord, inuts. are

be

hight,
The 100 % loss limit applies to

cun



H

I assuming risks are

so there is some offsetting.!! pooling,
high & Rio low.

==

** #
-H

- 7-

1

Squaring and adding has something
indep. of each other.

to do w.
¦¦

le. R5 may

there is
be



A

K

S(

I



State May Probe
Cost Of Pipeline

By SUSAN ANDREWS
Times Staff Writer

The State of Alaska is consider- the wellhead value of oil which
ing conducting its own investigation could add up to $400 million a year.
into the construction costs of the The wellhead value of Prudhoe Bay*
trans-Alaska oil pipeline prior to set- oil will be determined by subtracting
ting intrastate tariffs for the line. pipeline and tanker tariffs from the

West Coast price of oil.

a
The state Study, at an initial cost

of $150,000, would be conducted by
Terry Lenzner, partner in
Washington, D. C. accounting firm.
A second phase of the project would
involve a massive number of person
to person interviews, including offi
cials of Alyeska Pipeline Service
Co., builders of the pipeline, and
would cost from $500,000 to $750,000 .

Gov. Jay Hammond reportedly
will ask the Legislative Budget and
Audit Committc . to give its diessing
to the study at its next meeting Fri
day in Anchorage.

most reState consultants
cently Milton Linton — have sugges
ted that the Alaska Pipeline Com
mission should be responsible for
setting the tariffs for the pipeline as
a whole because the pipeline lies en
tirely within the state.

However, the federal Interstate
Commerce Commission is asserting
its jurisdiction because the oil flow
ing through the pipeline is destined
for interstate commerce . The com
mission has hired Touche Ross , an
international accounting firm , to
begin an investigation of cost over

on the pipeline. Ronald
Trevithick of Anchorage is in charge
of field work . The two-phase study
ultimately will cost more than $1 mil
lion.

runs

The study would concentrate on
cost overruns , including late pay
ment penalties which reportedly
have run into millions of dollars, on
the premise that such expenses
should not be allowed when setting
the fee charged for oil moving
through the pipeline.

Consultant Milton Linton has esti
mated that the state will lose onel
cent for every five-cent decrease in

tients
974 to the Kodiak Island Medi

ter, of which Falcon is one

It said the disclosure rule
Page 2 , Col. 5)

•m Hotel
tel in Peking yes

for his office
which includes

earthquake.

able to
6.5 on

long
Alaska Pipeline Commission

member Bob Breeze, former An
chorage borougn attorney, said the,

(See Page 2 , Col. 1)
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o state pipe
line tariffs is one which will have to
be raised by the state attorney ge
neral's office . But " to our know- ,
ledge, the attorney general is not in
tending to raise that issue.

"The Alaska Pipeline Commis
sion believes it would be valuable for
the state to thoroughly research the
issue," Breeze said , “because it is
ultimately to the advantage of the
consumers in Alaska for the APC to
have the sole regulatory authority.
This exact issue has never been de
cided by the U.S. Supreme Court."

In addition to the Touche Ross
study, the federal government's
General Accounting Office also is
expected to conduct an inquiry into
the cost of the pipeline project , at
the urging of Sen. Henry M. Jack-,
son, D-Washington , chairman of the
Senate Interior and Insular Affairs
Committee. -

(l

Breeze said the action by the In
terstate Commerce Commission is
highly unusual. He said it is the first
time the agency has made such an
inquiry prior to a tariff filing. Nor
mally the filing isn't.made until ten
days before the pipeline builders
wish to initiate throughput.

"This approach (the Touche Ross
study) is a radical departure from
the historically.passive role the ICC
has taken in regulating oil pipel

linés," he said.

1
Breeze said the Alaska Pipeline

Commission has been assured ac
cess to the work product of both the
federal inquiries.

" We have been monitoring the
progress of the ICC study and have
noted that so far they have fallen be
hind their original time schedule be
cause of the refusal of Alyeska to
allow them to interview a number or
employes. Touche Ross has asked to
interview 60 but they have been al
lowed only six."

2767

The state study, if authorized ,
would be limited , Breeze said , "to
those aspects not addressed ade,
quately by the ICC and GAO . We are
not going to waste taxpayers' money
by duplicating others' efforts."

As far as the investigatory effort
is

no difference if the Alasaka Pipeline
Commission is setting only the in
trastate tariffs or all tariffs because
the pipeline costs are intermingled.”„
However, he said , "a legitimate
legal question exists as to whether
the ICC has any jurisdiction over
this line." ~

Breeze said in addition to Milton
Lipton , the state's petroleum con
sultant, Professor Gerald Wither
spoon of the University of Texas
aiso nas raised the issue of whether
the Interstate Commerce Commis
sion has any regulatory authority . M

Quake Forces St
(Continued

with Sen. and Mrs. Carl Curtis
Hollings of South Carolina , Sen.
Sen. and Mrs. Milton Young of No

The State Department said th
planned and that the senators
Washington Nov. 23.

(
'76 ) ''S

BJ



Notes from Lipton

-(
are here.

1. Amory objectives, include:
the achieving progressive explu.

Enhancing valueofState lands.
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4 Max. acreage limitu. is full of holes
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5
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·+!
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a
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caveat emptor

To
require

condition, is a bad burgain. State
disclosure, I accept non -dise louve as

State can buy cheaper if it



H

||

binds itself
less value.

H

||

not to disclose.
It

-8

buys

Holdback price,State shid, be open

|| break the info. mupy 8.bottleneck.

meam

basis

The innovator w. a
This down't really limit

#Lunovation, try
-||H

too, shid be

in its cleatings. Make

But it's buying something of
for setting holdback price..

This
H

shul, unitize explu

grasped, parallel rationale,

pre- announced,
Make every effort

us to one

better idea can still explore.

29 1.35, Lip, writer of royalty

info. sounce,

State std, not require dise loune. Rather, it
same concept as rew , easily

Contract out gdg, publish findings.
Then let other if they wish duplicate &innovate.

office of its ows, too, Director of
keep up, I allead.

stud. have an

#price. Ane shaming fixed pie.

to

as a cost.

same talk I heard in Moutano re coul rayuty.
I shid, write re incidence. We do not affert wird
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30 1.36 Ful. govt. sets

3(

41

||

11.p.A.².

t. cf. 604 , above.

H

32

33

I

11

leave overrides, as a condition of lease xfr.

-9

Fed, mushore

1.
basic bur 52 ifa$2

12 = %

royalty rate.

comp

A.3., Fud, non- comp, leaves, onshore,

1.
state is

5% limit on cumulation value of

royalty.
on a known structure.

mare, 300,000 a

384.5 mi

leaser, rental is

Fed, leaves in Ak. had the 5 % discoring

(to State bonowed from Fed.)

2
A - 4 Max. ancage that canbe controlled in anany

246, 080 acres.
In Ak., it's 600,000 a.

are

931,5 mi

in eu, of 2 sections,

ti A-5. Mine, Leaving Act of 1920 has

ff. by Renewal Lears of different rules.
to there is precedent.

IH

²
u ds.

$2/2-4

604

ouj leave

one
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-||#
34# 1920 Aut, had 2-y₁. prospecting permit

1935 amendment changed to

||

35+ OCS , max, on ea.
H

+1

#

lease mit is
Rental of $3 /a is used in

onExcept

#

361p. A-8

-10

$35760a, =

$5 5160 a₁ =u.
$10 - 51604.

hi efd.

9 mi

in practics ".
dramque & dev. trach, either $5 a f10 pill.

19,280 per year
28,800

57604. = $57,600 per year.

5-4₁. leave.

--||
#lot higher.
-H

ocs, 1954-89. have learel
1450 tracts, 6,500,000 ann =

There cd, be

= 5760 a.

This isBonuses were $3.46 $523/a .
to rentah, I shows rental cd have been a

bonus, as a min,
11. mean $50/y₁.

and relater rent to bonus, etc.

4482 aun/to

rule that rental wd. be 10 % of
This a $500 boum tid ud.

This automatically stretches out

C Cd. also have royalty & w, bower

tract.

bonus,1
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I

31
I P.A.10. Judy, says it is getting low retums in Gulf.

(to Mead was just recapping indy claims.)

36, || resurved.
|| Reutel to be 15 % of bonus, or 15 %

value of eleposit, whichever is greater.
Whenever state believer it cd, gain, send in

But ure cap rate of
||

Paschall to assess reserves .
(a standard assunt. practive.)

Lully,
# 15 % of tours is too high,

H A||solat lease again.
bes, of lower bonus,

+

can. abandon trail whenever they think
Then State canen

This reduces lessee's risk

of appraised

abandoning selectively I partially.
min to|| require

It wd, he wrong to let lesser reduce rent by
ed...

it.15.

But you
relinquish 20 % pur you.

38. Long Beach case, E. Wilmington Field.
City ofLB. did a lot of surveying fine. ( durthing ?)
City & State splic 50/50.



|| 6 undivided interents were created, I bids solicited on each,
The layer was 80 % .H

Consortium of 5 mayin, THUMS, won the 80 %. int.
Bid 95.56 of profits .

||

H

#
41

190.
11.

the 80 % interest." p.A - 13.

The other interests ranged down in size, 10.% down to
There interents brought higher bids than did

It

Undivided lut.
80%.
10 %

-12

5 %

2½ %

1÷2
1

2 must

#
4 sell small with

-||
bid so

To ofMofic
95.5.60
98.217

go

100.0

Clearly

Note how smaller muits

.

99,54
99,54

99.55

LB & sacto, learn more.

Ak shd.pay mure..

Lesses ed. +ake depletion -- helps explain why they
high . Lip is vague p.A.16.
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||

||

-|
Hlf
H-Morally.)1

40

||

it
!!

||
H.

ff
#

H

La, lets bidh
vay

Then, Bound clecides..

-13 .

to me it.(if State has invide info., this wil, be

nothing is there, take his bouur; if a lot rake kiWA

Ts, uses

bork royalty & bonus.

simple bonus bidding .

way
a w
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Ak, idea

1. Krueger study shows no.ofbiddus is crucial factor purtingup
bids sealed bidding is also better.

so
many

bide on the:: Ak, should set a resewn, ww.
sale is off....

2.__The soomer a sale occurs in the accum. of knowledge,h
the more

weed royalty biddingyou weed

.. for Iday recovery, the bouur bid.
Land

apply delay rental orchamage sale.
short

ammunity

a

Royalty bidding ..or other partion.
bidding occurs before which is knownwhen bidding

Alsofor
just a

is only approp

1
3. If particu. is needed, however, me!- rent shave bidding..
is good.

Let them have recover capt.
years, at low i.v., from produ.

this keeps them from overinvesting. Theypayfor

on mustalment plan
produNo15

!! But if another4 ~ chy expl. wells.
the traut his oil, they
trait.

over

no retur

well somewhere an
on the

can write off day holes

How_about diy holes on other main ? This willAbidh

from those who have other inacts, hias for them. A bad
deal for state....
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Let them instead take full risk on each trail.

If state wants to sharerisk, better it and partic, in
expl. well. It will cover half thein cost, This stud

also_discourage state from offering bad landfor tid.f. It will assume lenees this is not occurring and strengthenthin tidding. State will cooperate by giving
all its info to lessee, to help him locate well.

W.
It might, and should reserve right to refuse

share well cort, if staff thinks is whay. But luke.
reserves vt. to proceed_alone_ and getguarantees.
retum if he strikes enough to pay it..

to

4. Is there any value to state in advance explu ?noexplere. Then you
arethere wereovertySuppose

-piece of earth's surface . Assume that is what it
Then you

could thatsell all on the basis - learning to buyer

cost of exploring. He wd.__pay you les bes of that, at heart.
You cd. concede itall to one hugefirm. Oh clivide in

smaller trach. If latter, each offers small chance of age
reward. Sounch like a. Marshall. Sounds like Uthwatt's

floating value. sounds like Wunderlicli's N.D. You might do better this

Yet Altu. throve by ckckoly. Thepresumption thereis that
negative findings on leased with squaus murely confine a presumption

way.

offering an average_

really is...



of no value and do not hunt you;
adjacent values, & other too, comparables.".)"

To_max. The gambling spirit by buyen,
fint excite them..

-3

while positive findings

6. When

& bid, you

To outdo them, we should know more them they
max. emit. We muutsell when they overent. _read_valuer by

know real values and have an index to their present

excitement. I forecast of future,

Ifa laye_ area is consideredout-prone, butyou know it reallyisis,
then sell exple v .leaves. Best buyers in factfact want to

_before they buy. They do seismic, & nominate.

want to know

let
you

are doing them
sothe whide area .

we must

5. When I on what evidence was Pet.4 sex avide ? Someone_

must have known oil was there for a long time .
}

raise

1

on
you

expl. effort (e.e.) They whid, pay you.

cos..g.&g on yr. land before they nominateyou

favor: saving them from bidding
neechit them inpay any wayfrom...

:



.

take a fire strike to & excite buyers._If.10, you
1. _It__way.

want to incent that, in a producing provnice. Then you can_
sell off everything around, unexplored, for

bonuses...
That means allowing a bigprize for the first strike.

can limit the big prize__
But

.4 .

you

Į

Ï

1



MAN

Have Kundsen (Fargo)& MSU
Wies.

Gas will be reinjected, Flaring illegal in Aa.

Big qu:
where wd. it go?

she xpłu.
State can lain build

lead expluexplu., or v.v. ? Xptu, cuit lead, bes.
livesbuild xptu. I make lessee pay, as condition.

Now, anyoneone can roam & explore , w . permit, & not disclose.I
Then, when there is bidding, she he not disclove ?bidding, she he not disclove ?. If he nominates,
that is a kind of disclosu...

Or he could bid for a named Q.

Points of attack

a min. isfor indy.
SpacityApscing . 4 section min?

indy, convenience.
MER. Effect of more wells, closely spaced,
overrides

shut-in leares.
Bag linist ?

4.640 = 2560
for landlord, he shel, set a max.

Why is ind . in a hany? They have big not. in pre-drilling
exply. Let Jim Rhode said they employed only 800 menson
n. slope at the peate. TheThey are truly sooners !

i



Gout, in explu.
a. Aa. has surplus to invest.
b. Govt. har or can have all the info.

Now, it has drilling logs, but not seismic info.

(₁
Tom Kelly now a consultant, was director of leasing. He

strong- curved cos, into reveating info. from then seisure,
that he could use in selecting areas to bid, says Chancy
C.C. want to systematize this.

Dave Kuschen philoroply
Iustifies hi level, baring

Trake is validating steating by U.S. from tea.
also noter the indy. Is xfring profio

But price control is big thing.
FEU on oil

re reserve the is veryprosimergrounds erealvalu ", on

on xptu.xpiù.ICC
7PC on

(Who on xpts.gar ?)

Prudline Bay was a
take a position. I can believe that!
Mandlord ?
lose

money,

now to refiveries.

prestige thingfor many cos, to

Butif a wo. shd. be in the action, whyMidn't ua state agency
but it wd. put govt.

out exploring might makeor
put gove. peopleright in touch.

Exploren requiredto disclone wd. explore less, true.
But something is needed to do that ? No, not if explorer damit

i



establish tenure thereby.
The indy.may love meseIndia,farfrom xpte

love much of its info. Ampere onefine
finds a structures the

They might just keep it quiet . If state wade same find,
they might a. Explore furthI wait..but for wher? If

and
back

indy. has to nontimate, they might as well do so.

C.C. wants disclosure of seismic. Co. motive ud, he

impaired but not wiped out, he says, bes, disclorame is in
offect partial at best: those who do thejob can interpret

terame.ff.by closed is
rover only gets a little

Still, my belief that
overin cereting, may not apply

jump, re bidding for leasehold,(the vt. to drillfor
I then produce.).

system

5-10 yea }

Check the other 8 waysofovernicenting)

open
The nover

Timing leasesales by new, need is very bad.
heey pipeline full would begood

if rates were flexible & dropped when not full (&Ad
has little direct int. in te sit.

But lacking that, rate is coust. I state
pitestfull. Thatiswo'sit.

problem, &



Alaska

tev. tac is turned on Iturned on & off at convenience ofother.
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Risk

Lowquality inqul. mvt. i's riskien.
Under invt! is !least risky..

Invt. w. one chance. ( in time) ofa perjoffis riskien than
one w many chances. This growing is vegs, truck crops.

_aunush is highly risky. Finding oil is much lessso.
Even a bldg. is riskien, for you can't ewvoid bed years.
Ort, you cd._._pick yr. years.1
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Books

1. Adelman,Bradley,Norusan, Alarkan Oit : Corts &Supply

Ny. Pragur, '11 .

5.

on

Cheung, The Theory of theire Tenancy

22, 23 , 21, 29 , 31 , 40 , 41 , 46, 47,80,81

3. George W. Rogen, changein Alaska , U.A. Pres. 10
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Alaska

ď
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P.W. MeuAvoy & R.S. Pindyck , The Economic of the
Natural Sur shortage 1960-80 1915

Bant Blackwell,Adeliner. Thesupply & priced Natinal has

1962

6. Mary Clay Berry, The Alaska Pipeline , Bloomington, Ilfen -75
1. Cicchetti .

al Uiton, ed., Nat. Pered. Policy. UNM Pues -70
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||.recoverg
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H

#

#t

Rent-shavebidding, variable variation.
You could take 100 % of cash flow , less

allowance bl.

||

-||

am .".

pur
Anology : Ak. reserves tux, recoverable from later rogulties

allow a low i... recovery to ...sames applying lowntto i
(Buy a HP, for explaining to legisle)
Rate per bl. can be

he's recovering capt.
hi, but lessee

very

an to predicting life, you
-history-Stati regn.

have

of rater

logic.

a

guider

capital

Problem you this offset in early flock yes. when is#1 get
less needed. Later, get into his rater I incentive problem..

Time to switch . After cap recovery, landlord
lease sale.I moves in & has ww

gets a c.f, bes.



Ideas Aluska

1. Royalty bidding

Bes. rate varies from

Disaggregate is hey. We could have complex bidding

with high rate on high grade portions. Higrade pools have low quale
mayins.

With hand rocks could text the grade as yougo

alory, and adjuct rate.

not same as his royalty rux rate.

one mine to another.

Only

With oil, could lower rate as

you

2. To keep ingust. rateas low as

- let

possible
allow cledn. of all vale, costs

Tax

capt.

you go deeper.

3. Propty yields steady

But as a steady cost imposes more risk on lence?
some kinds ofrisks. Is a filter.

be deducted as a vble, cort, like deplu, allowance,

rev.
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4. Set Mead's report on pipeline.
why not ships ?

5. Royalty-bidding could lead straight into the

Fale Johmon problem. Bidder can add land w/o limit, subet, land

for everything else

so there must be a limit.

a. U time limit. Otherwise, lessee can wait

long time before producing.



|| Lesse recovers K by keeping x 7⁰ ofeach barnell. This lower

+impactof royalty.
π
||

16
hi to for Stage 2.

100% he recovers veryquickly, and willbid
That wd. create incentive & paddingproblems ?

on he shd.
But he still has toget ret. on K5, so he bids below 100%.If

padding unless he declucto e, an¡No padding

H cf.

x =

-1

It is desirable to keep this rate low. To accomplish,
slow down rate of K recovery. Let the royalty be hi

-tiim early stage, when it has no divincenting effect !
in

#

+6

[Mightbe Fed, tax advantes btainable by calling

early paymeat K recovery. This wd. let firms write off

# facter. But notiz ded, bes. They can expense anyway

the

better than vertical,Thus, horiz. , slow reco

fact recovery.
recovery

is



||

11.

H

H

H

CR

oc

-2

#
As much as posible, barga

Payments to lessor sted, he time berestand

Deduction of lesse produ- bersed

-||-· For lean fisus, fast capt, recovery is morevaluable. Tofirms.
thisand they will tid higher shares on port- recoveryyear.

For far firms, guaranted return is more valuable...
state sted, prefer fast recovery, x = 100 %7

The tid vble, then is of c.f. after cap. recov.
A. Allow cap, rerov, but no i, i = 0.

lesser shans more risk.lower; This is taitoudBids are

1. for the firm prefening risk, but beau.but lean. It münmuizen

their risk of death. It returns their stake quickly for
1+ avoids goldplating.Itreuse .



I

#
-# Needed: a profile of mugul firmes & their needs. Then

tailor leases for them.

-3

1 w. much.
B. Allow cap, rec. + i = 7,5 % = boud yield.

This attach utility-tyje firms, far finns
want to place sufely.
To this and they will bid

K they

in this case c.f. share. But:

||
H

+ commm. produ.t...

H:

v.
very

-1, Too muche K
-2, at 98 % of shave pailding

enear you
But when he hith a big

rent dissipu..

There iswheretherisk -shaning. Theya

hi royalty,or

one

problem

de

They take risk of no

Where that risk is very hi, wildcat
could use B, to reduce lessee's total risk.

are vulnerable to
you
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1

H

-H

+

H

In a bonus bid system, cap. recovery is self-defeating
bes, it raiser bonus.

In a royalty system, cap. recov. raises the royalty

-H₁

H ÷

H

+

!|



. MEMORANDUM
DEPARTMENT OF NATURAL RESOURCES

DIVISION OF GEOLOGICAL & GEOPHYSICAL SURVEYS

TO : Guy R. Martin
Commissioner , DNR

Excellent idear

FROM : Patrick L. Dobey
Chief Petroleum Geologist

State of Alaska

DATE: June 3 , 1976

FILE NO :

TELEPHONE NO :

SUBJECT: A Discussion of the Federal
OCS Leasing Program

The leasing or sale of a major resource such as petroleum by government should
The stock

be on the basis of a comprehensive cost and benefit analysis .
holders of the government " oil company " are numerous but not very demanding ;

The presentthey have not in the past required an accounting from management . "

move in the U.S. House of Representatives for amendment to the OCS Lands Act of
1953 indicates the public is now demanding such an accounting .

The problem as seen by Congress is that current governmental leasing programs

reflect an earlier period when the United States was independent of foreign
Changes in theoil and industry thinking dominated the oil leasing process .

last six years have dramatically created a need for an overhaul of the govern

mental petroleum leasing process. The rising price of oil , rising costs of
exploration and drilling , greater environmental risks , a reliance on OCS resources ,

and a change from private to public ownership of the remaining petroleum reserves

all demand new and innovative leasing procedures for maximizing public benefits .

In the past , federal and state petroleum leasing has followed the historical
precedent set by large oil companies when they were leasing land from -small .

land owners. Since the companies were willing and able to bear the risks in

volved , the small land owner often leased for a front end payment or " bonus"
The oil company " discounted"

and a small " royalty" or interest of the production .

the undiscovered potential oil for net present value , and a fair rate of return ,

then discounted the value again for risk . This process revolves upon an optimum

risk , net present value dollar rate of return for industry , and a relatively
"risk free" dollar bonus and future nominal " risk dollar royalty" income for the
public .

This dollar only , risk- free procedure by the public sector needs to be replaced

with a maximization of social values approach that shifts the risk to the seller
of the resource . As the lessor , the government can bear risk more easily than

potential lessees and stands in a different position since its risks are in

volved with the question of whether the resource is present in economic quantities
A potential lessee in

only , it does not bear a risk with respect to ownership .

the present leasing situation is forced to bear the economic burden of exploration.
and management with a risk of competitive ownership failure ( i.e. unsuccessful

bidding ) and a risk of uneconomic resource discovery if it is a successful bidder .

Now that it is realized that the public sector is qualified and better able to
take a more active risk position in petroleum leasing , a new leasing policy is
demanded that attempts to satisfy maximum public benefit through more active
participation in the public sector .

3.



Guy R. Martin -2 June 3 , 1976

" Maximization of public benefit" must be defined before new leasing policies
can be realized . The public sector , when dealing in the real world , is
required to consider not only the normal factors considered by the business.
community , but strange and exotic nonbusiness factors as well . Since enlightened
government will need to consider the taxpayers of today and the future world of
their children , it must try to realize the net present social value of petroleum
resources and equally attempt to safeguard the future social needs of the next
generation of citizens. This creates a governmental concern for more than net
present dollar value . Future benefits and future income also must be given
careful consideration . 1

A report prepared by the Congressional Research Service , Library of Congress , at
the Request of the Committee on Interior and Insular Affairs , U.S. Senate , suggests
that the present leasing system has not met the goal of maximizing the net social
value of our OCS petroleum resources . This study considers alternative leasing
methods for sales and the possibility of forming a Federal Oil and Gas Corporation
(FOGC ) . The conclusions of the report are that the present system should be modi
fied by taking the best features of as many new alternatives as possible as long
as they are compatible with the objectives of encouraging exploration and develop

The recommendationsment , reducing environmental hazards and improving competition .
of the committee report still falls short of the goals necessary for a maxinlization
of social benefit . Revising leasing procedures covers only the " how to lease"

Petroleum resourceproblem . Where , when and how much to lease still remain?
leasing must be based on a comprehensive analysis that answers all three of these
factors in such a manner that the following are given consideration :

1. Present and future economic benefits (public and private)
2. Present and future national energy and petroleum needs
3. Minimum environmental and social impact associated with

petroleum exploration and development

The announcement of a proposed lease sale should consist of the results of a

" long range analysis " indicating the reasons that the proposed lease sale will
"maximize public social benefit" . The analysis would indicate that the lease
sale is part of a " development policy" ; that the resources will be of a size and

type to fit a long range overall energy use and conservation plan ; that industrial
technology will be adequately and timely developed ; that sale timing is optimum
for utilization of material , economic , and manpower resources ; that environmental
and social impacts are minimized by the size , location , timing and method of this
sale and many others .

It would be nice if the federal OCS lease schedule were subjected to such an

analysis and that leasing on the Alaskan Continental Shelf be adjusted to fit
the results of the analysis .
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THRU :

FROM :

Key
concept

Guy Martin
Commissioner

O.K. Gilbreth , JrL
Director

CHS

Patrick L. Dobey
Chief Petroleum Geologistpat
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State of Alaska
DEPARTMENT OF NATURAL RESOURCES
DIVISION OF GEOLOGICAL & GEOPHYSICAL SURVEYS

July 29 , 1976DATE:

FILE NO :

TELEPHONE NO :

SUBJECT:

V

Delay of the Beaufort Sea
Sale Till Mid 1977

1

Current events indicate that the State should not have a Beaufort Sea Sale in

1976. A date of July 1977 will result in a coordinated State - Federal approach ,

allow time for the completion of a comprehensive sale analysis program , and
provide other benefits to the State that an earlier sale would not .
below are some of the main factors that require a 1977 sale date .

Discussed

Need to Coordinate the Sale with the Federal Government .

Industry and governmental officials both agree on the disirability of
leasing both state and federal acreage in the Beaufort Sea , Prudhoel
Bay , near shore area since possible oil bearing structures appear to
overlap both state and federal acreage .
The best approach is to include a State - Federal Joint Sale in the
Beaufort Sea that is integrated into the Federal OCS Leasing Program .

A recent Beaufort Sea Petroleum Technology scenario by an engineering
firm in Fairbanks indicates three distinct zones of operation exist ,
(1) Shore fast ice , ( 2 ) Shear , and ( 3) Pack Ice . The proposed Beaufort
Sea Sale lies in the shore fast Ice Zone where present Technology is
known and proven . Holding a Joint State - Federal Sale in the shear
shore zone will allow time for adequate development and testing of the

It istechnology in the Shear and Pack Ice conditions before leasing .

more than logical to move slowly outward toward the difficult opera
tional areas allowing problems to take small increases in magnitude
rather than have a disaster result from an inadequate field tested.
technology .

Need for Optimum Economic Sale Conditions .

The State does not have a short term need for income from the Sale
and will deri ve a much greater ultimate value from the petroleum if
the sale is designed on the basis of a technical -economic analysis

The new Divisionthat includes optimum royalty - taxation conditions .
of Minerals and Energy Management will have an analysis of past state
lease sales , other agency and governmental sales procedures and
suggested new techniques by the end of 1976. This analysis will then
be used with a review of petroleum taxation to recommend an optimum

long rang income producing lease sale -petroleum tax package .
Public hearings , industrial comments , reviews , and legislative action.
on petroleum tax revision will require that the sale be scheduled no

sooner than mid 1977. The new division will also undertake a geologic
analysis of the risk value of the potential oil in place so that

The results of thisapproximate minimum bids can be established .
study will not be available until mid 1977 since the division will
not have the personnel needed until late 1976 .
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4 .

5 .

-2Guy Martin July 29 , 1976

Completion of a Comprehensive Technical Analysis for the Sale Plan .

It is essential that the Beaufort Sale and all future sales of Alaska's
energy resources be on the basis of sound economic analysis , that they
be technically well planned , and that they are integrated into an over
all State development program . The State is now setting up the mechanism
to accomplish their aims and the Beaufort Sale will be the first state
sale under the new system .

7 .

The geologic analysis mentioned in 2 above , along with the computer risk
analysis studies for optimum leasing procedures will be undertaken by
a team of petroleum engineers , economists and other specialists that
will not be hired or assembled until late 1976. When formed this team
will begin its analytical research and establish procedures for sale
analysis with the Beaufort Sale being the prototype . Mid 1977 will be
a crash date to accomplish the job but it is felt that it can be done by
then .
It is essential that the disposition of multimillion dollar non - renewable
state resources be planned and administered by top quality technical
experts and the new division of Energy and Mineral Management will have
this capability .

1 Industry will also gain one more winter exploratory season and have time
to interpret the results before a mid 1977 sale .

Need for Sufficent " Lead " Time after Sale Announcement .

area .
The federal government needs 19 months to prepare a sale in a frontier

It is anticipated that this time will be less in the Beaufort
case but a " firm" mid 1977 sale date would still give less than 12 months
preparatory procedures .

Effects of Permanent Fund Referendum .

Leasing methods , timing and other factors will be affected by the results.
of the Permanent Fund Referendum this fall . The philosophy and practice
of allocating present non - renewable resource revenues for the use of
future generations will need to be integrated into the sale plan if the
public indicates a desire in this direction at the polls .

6. Completion of Environmental and Social Stipulation and Guidelines .
The Environmental Task Force has assembled a comprehensive list of En

vironmental needs with respect to the proposed sale . Creating workable
stipulations and guidelines for the sale from this list and integrating
their effects into the other sale factors will take the remainder of 1976 .

Coordination with the Borough Government .
Discussion between officials of the North Slope Borough and the Depart
ment of Natural Resources concerning the sale should result in a coordin
ated State - Borough approach to the sale plan . Integrating the Borough
into the sale plan and allowing for increased Borough participation initthe planning process will take additional planning time , of course ,

must be realized delay as outlined above carries certain risks of being
accused of acting in bad faith as outlined in Gilbreth's confidential

memo to you on this subject dated June 28 , 1976. We should not delay
beyond August 12 , 1977 which is two years after the Govenor's announce
ment that a sale would be held in 1976. Confidential data released after
that date would indicate bad faith . Tenneco got caught in this type of work

several years ago and moved out of Alaska . Hopefully we wont do it again .
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Gar is further in future than out, tissup 18 longer.

# Hence is moremore subsidized by a royalty system

-#

#

4

a.
b

3 H Marquial

2it Royalty ed. vary w. several indices which one mearmable.

Prodů.
Price

Depth
d. Pressure

c. "Recovery factor modifier

Penalty factor for 'hi Gaifortf.

-H

to aut.

Re minerals, hardrock, size of reserves.As

grade declives authmetically.

al mines yield considerable profit , if this includes

capitalretum on

at a1... there is always plenty
the petrol, this may not hold?

H oit? Less coued., further

ar
for other costs

5

waterfort

further away, etc.

geometrically

higher price.
Noguard&

Jokey are saying a few big deposits have 80% ofart.
The other than an nussing Whatis low.grade

?



1. Where there is a commonpool, a royalty

optimal, a change to reflect social Ag cost of clipping into commonpool

It cd. obviate unitizu. and raise rev.

2. The will tolerate
argument indy

be raised later is phrony. Bes. thestate can impore the later in

can bind futur leg. any
event. No present leg.

If they

that the

act as the

not

or severance tux ed, be

you may

a certain rux bes, it can

may raise taxes, you mightyou might as well.

3. Ak. is different politically from other states bes, there are fewput.
w, oil, to fight A taxes.landownes W,

4. Re explu., Iran gives concessions, sold to oil cos.
They take back 1/4 after 5ye , ½/2 after 10. After

not produan . ca. $3/ace, and mustlos

.

pay

by negotiation.
12, all thosea

I slid, have section on how to handle

spend

how to handlepre- leasing.
$ 1.15/4.

MM.



he well deathe I royaltion

My criticium of Alta. related to proistes. They allowed

higher provater to deeper wells, shutting in higher, lower costwit

wells,

it

ete.

Royalties are a

well -foor value, to skrin rent from low-cost well.
But this brings weakness of royalties. They

out u

Hi nate

bit different. They shd be based on

great
bit like the old Alta, provate. on

wells makes them like hi- cast well, tends to shut them ina
slow them clown.

ait a

low, ant

Royaltion that very w. produ. take no act. ofwell depush.
+ They stop search for diep elephants. That is bad, too.

Stress that this are several cost
solution

factor, no simple
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H

feater, lögin,

Next in

tic.

F

with himingiprodu .



1Eary G.is just like 7.5. - want to me

low-grade the night.

#

H

H

Precarious temmes get priority.
What tenues are precarious in Ak.today

Native oversélections.
?

# 1%.

Borders subject to drainage
arem explored but notyou loveand

Could be
majors supported native Maims to thinking they

cd... .deal casier w. nation ; or play off onevs. another.

+Ft

5years.-flat.
Write Easyfor backup

16

of to leave,

good res. slowly and

on statement they can do Prudine in

out. Nailit clown. Send it Sat., Dec. 19 (²)

Progressive royalty- appliced to what?
well, avoid by drilling more wells.

fewer

const., volume

volume.

out. I.e.,

Progression basedon profitability wd. begood. If costo are
good.

volume is good index to profitability. Corts indes. of
Bet on a leau, volume a costs.

Well costs are const, but

go
slow

unit volume.
you can avoid hi rute by stretching

A costyou per

to progression is avoidable, and avoidance causes waste .



#1 Royalties A risk of " loss ", meaning loss of stakeyour
fr.#Breakever" has a psych . influence greater than a math.

Defining risk as prob.of not recovering yor, stake,P

royalty adds to risk, in addition to lowening.mean expr.
-H If not only lower it, it lowers it below "critical

"level " (or may).
But this is double-edged. If the camping effect is

coned. around the critical level, then a royalty cd.bu
of if it left above critical level.us

-||
||

+ Gains above high levels are not incentives bes, the ToA is
so small..

-H

11

11 more cutical||

Losses below certain levels are not disincentives bes, the
erits involved are so small.

As
you approache nouvel nater of retum, values are

#1 to skim the big ones, hi rates of return ; and
don't fool w. covering small lossesH

+

H

f



+
H
H

- H

-H

H

Note how small units compensate for
Motive to

But:..

H

more.

It

compensatefor not intermitizing externalitics,
explore is _" too small" bes finder doesn't get itall

- 1. Everyout tract must have a well. You mayget
this way :

boundaries, :. more--h... There are more boundary dillingboun



-H

+
State bears eart ofMER, in lower bids.
Even m

Prudhore, they ed... recoup this loss.
allow facter produ., which allows renegoticating lease,
shut off new leases. Couple this w,a drainage theaty w.
Feds..( natives, pass a law including them)

Fill thepipeline from Prudhoe, for a while, while

you can. Recover that K. Use it to face, new lands,
rather than pull in new K which must be pard.

#||

t

Eary posits there is a problem offilling pepeline. Indy.
will take that line to force new lease sales.

#
H

H

I'm letting K come back faster in hways:
1. Deferred royalty-rectal
2. Facter produ.

Definse C7 carefully Easy has funny ideas re.
# I wd. make it groud taxes. Net opg. profits before tux.

We don't know what twees will be, nor how to cellocate them.
H.

Rear, assr. shd. havefull access to all co. records.
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Commelin

Leasing by one owner alonga boundary trigas leaving
on the other side, bes of a) Drainage 6) Knowledge.

il

Under ckbdg., what protech Crown vs. crainge ?

11

t
It

HE

#
#
11

46

H

‡‡‡

Drainage creates ingency
Free riding revere, wait for others.
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The state
paysfor warte of duplicn, in lower

Lids, if& bes, the cos. thene target hi rates of return
on leaser. I bid low accordingly .F

-11

||

Hidentify & buy in Langains.
H

Thein reismic work must have a payoff. Payoff

there are

study ? Ask !)

#1

H

HE

The fact that duplicate & bg
workg

goes on betrays that
bargains ( did Mead count gbg as cost in his

already clove..

41

-+ |

They could set iargel of 7.5 % when bidding wheregåg
dove. Maybe they do.

20%

their M. onTo

a) Bid low
6).Avoid full devenant.

lessing they

is to

Anyway, (20 % -7.5 % )
of this form of survey.

(20 % -7.590) measures the cost to state
hi cost.That is a·very

WMI '.



onesH.H.
says drilling costs are only 10 %. The big

are"hase muutce"." (what an outlet for goldplating)
showing that he construes termes very narrowly.

Supporting the drillers is a chrilling cost. Infrastructure I
support & back up & supply shel...be allocated to the function,
whenever possible..

!

Gary says theyare working hard to persuade FEU that
Prud. is new oil. - by emphasizing hiscosts.

Cook Inlet fields, they havesustained ourpur.by
to dropoff is veryIdry recovery, injections, the

+
+going to

low.+

ce progressive royalty rate inviter slowdown , in most
Avious way.

Deferred royalty invites them to hi-grade, thenshut
down. They might bid 95% ; recover K; andquit.
That is whyyou must not let them recover at hi i.

Emplytensis - wasn't that same idece ?



Erickson, 1968

(Revive Weld's wsg lipping

p.4

Arguments re oil indy. makingjobs

mainly out of state, I payroll is minor cost.

Reserver-blo/fr.

Produ- bls/da,
producing wells

63%
1951-66, 20 % of oil indy. grossin. in Ak. Went to you ,

to explus., 19% to devunt. (Erickson, '68, p.2) (Govt's More Mess

than for U.S., 1910-14, from all source,]

ak.getting 193 bls. reserves per foot chilled.
all u.s.. 11,5 as much.

ak. guts 11 times moreoit pufoot. (This is before Prudhoc, 2 rlink.)

ak
193

1605

re Alte scheme of fixed changes)

U.S.

are weak, bes. it's spending gues

17.5

14

ak./u.s.
(1

114.6

J on 9,1 %

Canada

60.7

56

ak/Cumarte

3.18

28.7

( bbs/ft isn't wholestory. Cort/fx As sharply w. depth, and ak. wells

below 5,000 ! The most
are deeper. All Cook Inlet discoveries one

prolific, e.g. SwansonR., are 10,000 -11,000 underground. In U.S.,

ave, clepth all wells = 4200 !

offshore expl. drilling costs are Is higher per foor than water of similar

depol "off Cal & La. But 3-4 times higher than onclure, in sameaccas.1



$ un

recovered

K.

Graph to

show something.

Rentals fixed

-2

sirrasion

at

Revs.
Grossmut, + int. or G -R, cum .

less int. on R -G after they

aign. prin
different, builds

accompany cash flow analysis. Work outbugs,

Gross murt. w/o int., cam.

cum .

Fear

Cook Inlet crude is sweet, hume valued by Japan bes.If pollution

consciousness.

$1/ace. This they

Before expl. drilling a firm

insure that anything found will be mostly

cf. patents

Land

cross

use to

camust be the bid vole

wants a leased Hock big enough

on its propty

as
you find a natural principle, it is goud anywhere.

land acqu, is what marks explu

front and needs.up

Swanson R.field has complex faulting. 5 separatepoor along a

6- mile length. There were discovered after intensive drilling &wells

per mi,² C = 80 acres perpurwell).



Facton effecting

shd

are

- 3 -

Volume per well & life ofwell

Septh; & material to dull thun,

u .
cost publ...better, cost per &of.

Life wil1
V D

Surface .. offehore

Distance from wht... costof the cumsport, inputs & output

get

or on

7inding cost

Impunities in under

more

(reefs & strat, traps hender perbl. than antichives)

Cost of pressure matce. Purmeability ofpetrofer.

Size of field or structure ..more is cheaper

Fed. price policies

Associated gas
A

statuer of region on

than new)
leaning curve. (On this busin, old oil

support facilities required : homining tugo, Velicopter,

Length of season

Access to a bare, & cast of base Leg. Fabrutat & Kadiale

barguring re bace cort)
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One drill platform

but only
one or two at a time. Completes 5-6 per year

Horizontal reach is 11,000 fr.

Bins to prematurity is inherent in mommentalproclivities of

electorate.Bizpipelines have to be filled.

E.g., thereisa Cook Inlet pipeline, 42 mir down w. coset to

Drift R. [Callit the Drift R. Mnie ]
cleepwater terminal at

in look likes can dull 3th wells,

Consortium co In '67, was granted20° line. $45 m .

exemption from State Inc. Tux & bus. liveure text, under

Ak. Industrial Incentive lect. The For 2

Capacity ? &prote.atthe time.
Excess capacity suggested,

in part?

6 Swanem R. wellhead price.
1961 $1.50 /61

1968

$ 12/61

3.06

(1911, $10-13. if new)

1.50/bl

7 years.

line capacity 3xprodo. Is thispreemptive

= 8 fold4 in 1976-1961 = 15 yrs. Annual rateof

retum is 15 %



If you can get 2day recov, exemptedfrom "old oil" low price,

-5

you cd. have parabled royalty scheme. Where his new couts are

call it new oil, lower royalty.
But this is a

opg costs in general, Better to juur

very

•

blunt instrument. Oldestoil hashighest

let them deduct costs.

Leasing must be coord-d, in areas w/o support or

Sequencing is imptul. You set priorities, based

clementittable,

lives.

on ripeness.
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Concessions -
Lease to expl. firms subject to rising

Lessere can abandon
emmuud rent, per arre.annual
aurer la selects at any time.



Selling landfee can tak value.
Exploring raises value of some, lowers others.1

Then there is no net detenen to explu

H
TH

||

H

H
41



il

why State std. assume come risk.

a) Help smaller, leaner

6). Help all, ruise State's shave

c) Avoid claim for hi risk premia
;). Legit
11) Bluffs

most
Why is goldplating a mejor problem ? Bes,
mapy does not cause in profits but stack, lexues,

Frith, hobby shops, etc.I waite..

To avoid padching rate bace, one

to amit unrecovered for inc. Fax (!)
up tax law, but otherwise be infeasible, I fear. ]

might limit bake

This wit show



Ilan
||

Let lessee recover K @ 8%, earlyyou.NowSantThen State has in effect boughteffect bought his K.
appracion I maker offer. If refused, auction.
Leave teminater when Kis recovered (plus.

gracepol.)
F
||

-IL..

a...
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Dividingter the cashflow. Order ofpriority.F#

1. 20 % of bonus goes to lesson,for 8 years only.
2. Lessee gets remainder, until he recovers

certified "well costs" ( dutting & equipping,
with int. @ 4 % (is same as a prop. t of (r - ₁04))

3. Then lesser

is really

which is why

get 8040

good way,no

it's needed.
orher than assut.

(etc.)

?



T

tag
"Petrolific

Idea: Mining Engineering people
at

Harvey Mundl
Cal Tech.

"(

||

--Stanford

do
they have Depts,of Mineral Econ ?



Sat. Dec. 18

Underlifting...what itd. leasesay

Boundaryproblem...No agreement.
USGS develops wife. 8 keeps it secut.

Some firms spend 15.10 of total.com35 % on

61 %0.āpi Rpt. 1974, says

→ Looking atet API
upt..

Look out for O.K. Gilbeth_

}

explu.

this tumsout to be wildly inaccurate.

Mincest maybe theplace for meofselfuse

1

of self- assunt.

4

þ

!

1

|



DR-AL- 1

Enclosure

UDIPTC Formula for alloen.
of coup, vic. Tax awaystates.
simple are of peyall popusry & sales

w in thestate.
Prop-valued at acgn .



#

H

1

H

Alaska

H

Bldgs. " says
one

Re size of explu, wit.

In cities, Allegory of the Incrementally Rai'sable th
2 small owners put in as much effort a

It to why, explorers stud. do same.
adde value, but to other

margin.

||
11

lage, who captures spillovers.

q

Worke of each one
& i adds interive.
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I.

ak

Leaseholds are depreciable.
I surmise that no deplu._is in lien of depreis leasehold,

however.....

i

1




