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GEOLOGIC PARAMETERS

Field Type Name | Recoverable| Pay Feet | Area Ave, Overlife | Ave. Sulfer Ave. Ave. No. of | Depth of |
Reserves (Ft.) (Acres) & of all pools| Gravity | Content | Porosity | Perm. Pools Pool (Ft.)
(MMB) : (Sq. Miles) | GOR (SCF/STB) API of Crude (%) Md.)
(We. %)
MARGINAL I\i"RCUR\’l SOi 100-300 1,400 300 32.8 .08 16.1 130 1 7,500
SMALL MARS? - 100t 250-600 3,200 400 42.5 .02 14 10 1 7,750
MEDIUM VENUS3 600% 0-450 12,400 400 34.6 11 14.8 73.3 1 9,100 !
LARGE NEPTUNET | 1 000E Y 19,000 730 28 1.12 22 265 ] 5,200
GIANT JUPITHRZ' 5000.-1- 0-444 94,000 730 28 1.12 22 265 1 8,200
N v \
1 Based on Trading Bay Field (Rec. Res. 75 MMB) ' '

2 Based on Granite Point Fleld (Rec. Res. 110 MMB) !
3 Based on McArthur River TField (Rec. Res. 503 MMB)

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




ENGINEERING PARAMETERS
Field Type | Name No. of Expl4 Yrs. to Compl.| Number of Years to| Totall Total No.| Yrs. to Initial Yrs. to Peak Yra. | Yrs. Type fo Rate Final Cummulative| Production
Wells of Expl. Well | Platform Platform| No. INJ Wells| Initial Production|Peak Pro.| Prod. Peak | to INJ|INJ Rate Decline Prod. Production | Life
#1,2, & 3 from| (if offshore)| #1,2,(3)| Wells Production| Rate (B/M)|from L.S.{ Rate Prod.| from |System (Z)* Rate
Lease Sale from L.S. (B/M) L.8, B/M
MARGINAL MERCURYL 3 1,2,2.5% 2 4,6 32 13 5 12,500 7 400,000 5 ]9 water 15 41,110 25 yrs.
(725,466*% B/M)
1

SMALL MARSZ 3 1,2,2.5% 3 4 40 16 5 127,700 8 787,400 6 9 water 11 105,300 20 yrs.

4.17 (720,000*% B/M)

4.25 :
MEDIUM VENUS 3 1,2,2.5% 3 4 63 22 5 760,000 9 3,830,000 7 8 water ) 15% @ 4 Yrs. 182,000 25 yrs.

4,17 (5,047,000% B/M) |

4.28 f|>~20% @ 12 Yrs.

' 1)

LARGE NEPTUNE 3 1,2,2.5% 4 4 100 20 5 3,040,000 8 6,080,000 | 8 9 water 15 240,000 29 yrs.

4.17 (7,600,000%* B/M) | .

4.25 l

4,42 ¢

4

GIANT JUPITER% 3 1,2;2.5*% 7 4 361 30 5 9,120,000 8 29,000,000 8 9 water 15 1,330,000 29 yrs.

4.17 (38,000,000%* B/M)!

4.25 E

4.42 ;
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Decision
Deadlines

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 Lower 48.

In signing the bill Ford ignored the
objections of the Office of

anagement .and Budget and the
Federal Energy Administration and
accepted the advice of campaign
strategists that it could be key to

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 o1l pipelien
authorization but requires the
President to submit to Congress a
report each time he waives agency

__procedures _in connection w1t%i the™
gas line decision.

The legislation also contains a con-
troversial provision directing the
President to insure that the
approved transportation system will

provide for direct pipeline deliveryt
points both rnd west of the

comimission to authoriz¢ the ship-
nt of Alaskan royalty gas on the




“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. Jay Ham-
mond Share his views, which were

d Signs Gas Line Bill

(Continued From Page 1)

included in the record to establish a
“legislative history’’ on the Alaska
royalty gas provision.

Steveni 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

ommended 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.
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Sohio Lifts

raticing businessw
kit - Mamdwar L

g/s[16

Estimated Cost of Developing

4 Oil Stake, Says Unit to Place Notes

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 Trans Alaska Pipeline Capital
Inc., 1s seeking permission from existing
note holders to allow it to borrow more
money to finance the pipeline.

The company said it expects the initial
development phase of the western portion of
the Prudhoe Bay fi t it ahoyt $1.78
billion, Including ¢ P

illion, mcludmg ts share of the cost of
power station and gas- pression planf]
fhat will service the entire Prudhoe Ba
field. In January 1976, the company said it}
expected the costs to total $1.4 billion, up
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 matmmipment
and thé Costs of the 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 L@_oc&tir)gjo_sts

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 Sohig 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 hillion. 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, o approve changes in the cove-
nant§ covering the notes. The changes would
allow the affiliate to increase the maximum
amount of borrowings permitted to 35 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 yproposed covenant changes would re-|
duce the percenfage of Prudhoe Bay re-
Serves the company could sell ou
g\t it would still be able to sell *

Prtion of its reserves to provide
pxibility to meet further contingencies,’’

—

projected cogts. Originally, the plant was to
have been fijished iff 1974 at a cost of $349
million. /

A Consumdrs/Power spokesman blamed
the latest cost Ancrease on meeting new fed-
eral requirepdferys for the project as well as
costs resulling frpm more detailed engineer-
ing desigy work.

Eht b
Yifficient P
Significant
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24—-Anchorage Daily News, Tuesday, September 21, 1976

FPC report

finds Prudhoe
ogas adequate

From Our Washington
Correspondent

WASHINGTON
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 of gas.

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

“Tields either in the Beaufort Séa or
“the Arctic 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_turther gas
supplies are developed.

The brief called the wildlife range
among *‘the most promising areas of
potentially large gas reserves ..."”
Ihe brief quotes several witnesses
before the FPC hearings who
testified that 14 trillion cubic feet of
2as or more could be trapped in rock
formations below the range.

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

“TINOTHER briefs released by the

commission, the staff argued again-

2 st certification of the *‘western leg”

= of the Arctic Gas system and in

favor of a liguified 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
pipeling to serve the West Coast, the
staff argues, that area should be ser-

ved by “displace "' moving gas
m other areas in existing pipeline
systems. This approach, the brief

says, is without risk and will cost lit-
tle to implement. The annual

The Federal —§avings of the displacement

approach are estimated at $49
million.

The commission legal staff also
disagrees with the commission’s
environmental staff in arguing for
an LNG facility on Cape Starichkof
in Cook Inlet. The environmental
impact statement recommended
that site.

The staff contends that El Paso’s
own witnesses testified that a Cook
Inlet facility would save as much as
$171 million in pipeline construction
costs since it would eliminate expen-
sive construction
Chugach Mountains,

through the
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A}go 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 Yield
Issue Rating Bid Asked Chg. %
UTILITIES
CinnG&E 8.555 ‘06  Aa 100%2 ..... 8.51
DukePwr 8%s ‘06 A 98 982 + Y4 8.53
FlaPwr 8%s ‘06 A 101 M2 ..... 8.63

HoustnL&P 8%s ‘06 Aa 9%~ 100 + % 837

NorIndPS-n 83&s ‘06 Aa 93‘/7 9 LN 8.46
NyTel-n 8Yas ‘15 aa Vgl s 8.28
|NDUSTRIALS
ArcoPipe TV2s ‘82  Aa 100% 101% + Ya 7.31
ArcoPipe Ts '86 Aa 100% 100% ..... 7.64
1stChicago T%s ‘86 Aa 98% 9% — s 71.84
FordCr-n 8%s01 A 98% 99V ..... 8.45
FdCr-n 8.1s ‘84 Aaa 9% 9% ..... 8.12
GMAC-n 8Yss ‘9% Aaa 9 s’ .l 8.15
HsehdFin 8%s ‘03 Aa 9% 100 - Y 837
SoRlIwy-n 8Y2s ‘01 A 9% 9% ..... 8.55
Wevyerhs-n 79506 Aa 98% 99V ..... 8.04

& FOREIGN
HydroQueb 865’06 Aa 9% 97 - % 883
NewBrn-n 8%s ‘01 A1 9% 98% ..... 8.86

n-New listings.

Minerals Engmeermg

To Close Mill Yielding
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STATE OF ATASKA OIL AMND GAS LEASES

ACREAGE CONTROL BY COMPANY

Name Net Acreage*l _’I_'ygi2 Total Acreage*>

Acoma 0il Corp. 1470.60 c 9033.00
AGIP Petroleum Co.,Inc. 1024,.00 " 5120.00
Alaska Enerqgy Corp. 7571.56 o 7571..56
Alaska Exploration Corp. 2503.50 " 5007.00
Alaska Energy Development, Inc, 1734.40 o 2168.00
Alaska Int'l Petroleum Corp. 1760.00 N 1760.00
Alaska Kenai Oils, Inc. 5049.10 C 8078.56
1262.38 N 2463.15

Alaska-North American Co. 32,666.49 N 32,666.49
Alaskan Offshore Petroleum Co, 12,249.00 " 12,249.00
Alaskco USA, Ltd. 317.00 e 634.00
Al-Acquitaine Exploration, Ltd. 4,670.84 it 20,453.00
Amarex, Inc. 8,206.00 " 16,412.00
Amarillo 0il Co. 7,065.00 N 7,065,00
Amerada Hess Corp. 19,262,9] c 58,495.00
American Petrofina Exploration Co. 1,280.00 N 1,280.00
1,851.75 C 7,407.00

Aninoil USA, Inc, 531.97 e 5,120.00
Amoco Production Co. 97,532.62 C 274,134,05
. 42,944,51 N 53,851,94

Ampco-American Mineral Petro. Co. 1,640.00 N 1,640.00
Anadarko Production Co. 7,670.00 C 7,67.0.00
Anschutz Corp., Inc. 877.76 N 877.76
Apco 0il Corporation 1,072.50 N 4,130.00
Apexco 4,736.00 C 7,680.00
Arnold & Associates, Inc. 105.76 C 1,410.00
Ashland 0il, Inc. 811.75 N 3,101.67
—— 3,913.36 & 18,691.08

*lCalculated on basis of $ of interest ocwned in each lease

*2N=Noncqnpetitive/C=Competitive

*370tal acres of all leases in which they have interest

’
“*
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Name Net Acreage Type Total Acreage
Atlantic Richfield Co. 33,402.30 N Sl2 11,40
401,400.02 C 932,724.22

Aztec 0il & Gas Co. 5,122,96 C 5,122.96
BP Alaska, Inc. 544,00 N 2,560.00
102,674.99 C 351,151.00

Beard Oil Co. 29,765.19 N 29,765.19
40,855,00 C 40,855.00

Beel & Beel, Inc. 94,70 C 4,735.00
Belco Petroleum Corp. 70.52 N 70.52
Brinkerhoff Drilling Co., Inc. 13,491.90 N 14,271.90
2,019.64 e 8,078.56

Burton/Hawks, Inc. 1,920.00 N 1,920.00
Buttes Gas & Oil Co. 1,280.00 c 5,120.00
Cable Investment Co., Inc. 334,15 C 4,735.00
Cabot Corp. 11,105.79 C 11,105.79
Cache Investors, Inc. 640.00 N 640.00
Calderwood & Magnus, Inc. 1,199.48 C 1,211.24
Canus, Inc. 625,25 C 2,501.00
Carling Brewing Co., Inc. 540,80 & 20,453.00
Champlin Petroleum Co. 1,476.00 C 10,284.00
Cities Service Company 70,006.91 N 70,006.91
117,681.23 C 139,284,93

Clark Oil Producing Co. 2,920..00 N 3,250.00
— 3,031.49 C 8,830.00
Coastal State Gas Producing Co. 662.63 c 15,360.00
Colombia Gas Development Corp. 368.12 N 2,560.00
Continental 0il Co. 671.57 N 1,343.15
49,145.82 e 121,459.73

Derby Refining Company 255,93 N 639,82
— - 4,787.98 - 23,753.00




Name

Dixie Gulf Petroleum Co.

Dome Petroleum Corp.

Exxon Company

Farmland International

1409 Corporation

Gas Supply Corp. of Alaska
Geopol, Inc.

Getty 0il Company

Gulf Oil Corp.

Halbouty

Hamilton Bros. O&G Ccmpany
Hamilton Bros. N.S. Venture #1
Hamilton Bros. N.S. Venture #IIT
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

2

2

Q. O O o 0O Z2 o=

QO 0O 0 0 0O 0

N

2 20 0O N 0O 0 0 o=
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Total Acreage

2,560.00
2,560.00

18,362.00
291,884,000

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
114,779.00
14,779.00
1,243,00
12,149.00

4,735.00
4,130.00

1,440.00

W




Name

Iouisiana Land & Expl. Co.

e e e ey

Marathon Oil Co.

—

Maruzen Oil of Alaska, Inc.
Mitchell Energy Corp.

Mobil 0il Corp.
Newmont 0il Co.

0il Development Co. of Texas
0il Resources, Inc.
Oxy Petroleum, Inc.

Ozark-Mahoning

Pacific Lighting Gas Devel. Co.

Pan Ocean 0il Corp.

Per}nzoil United

——————

Phillips Petro., Co.

Placid

Salcha Company
Shell Oil Company

———————————————

Simasko Production Co.

Skelly Oil Company

— e —————

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
270,826.50

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

n=

0

O ooz O o0Z 0 0 O 2060 0=2 0

0=

Nz 0=

@

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
413,64.68

14,769.00
60,669.36

31D

4,039.74
71,554,28

461.25
26,956.16

9,562.00
40,449.00

447,674.00




Name

South States 0il & Gas Co,

Standard 0il Co. of Calif,

Sun 0il Company
Sundance Oil Co.
Sunlite Nevada, Inc.
Superior Oil Co.

Tenneco
R,

Tesoro

m————

Texaco
Texas Int'l Petro. Corp.

Tidelands Energy Co.
Transocean 0il, Inc.
Ulster Petroleun,Inc.

Union Oil Co. of Calif.

Westcoast 0&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

Z o0z =

QO QO 0O Q0

N2 o o0 2 =2 oZ

@

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
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MEMORANDUM : January 28, 1976

Subject: Background on Proposed System of “Competitive Contract
Exploration" on State-Owned 0i1 and Gas Lands (Work Order
1943) :

oz The Honorable Terry Gardiner

FROM: Gregg K. Erickson
Director of Researc

THE SYSTEM AND ITS ORIGIN

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 ihe 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 0il 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. (b M(W’&Mwb %M-/MM,%%
000 bd fo 20y, ¢y Thun b thon bpan B, Hiyatn

f’uaﬁ' M/J.I%v%cﬂ/ om er4AM49¢ ALZZ&qy ;%7444'.63'/3 éﬂﬂ'"/“l o he
wedid.,

-1-
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._3, the tract would revert to the state, and its development-—1f development

ra

v

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

concerning taxation andrpossible 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 a]ieged,
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. EVI-D[MMA//LK, Hia?

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 0il, would be based on a fixed

reward per barrel discovered. Bidding would be on the basis of the The's 1's maoke

reward, in dollars or cents per barrel, that the firm would be willing 255:;“?4“;
to accept if and when it makes a discovery. The state would naturally

Ll Pl Z«MM
accept the lowest bid,”and once a discdvery was made would pay the

successful explorer that amount for each barrel discovered. Thereafter,

rﬁu Ao sk
is considered appropr1ate--wou1d prgﬁzéd under any éM;ger of possible ”k@a

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 barre] produced. Al11 oil produced

would thus belong to the state. %'s /s z&% AM’W /u,c/w,
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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 Tegislation
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

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

and gas production. W, Wq‘ ol W%WMQ c /ék'

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
Mact han AUAL 1S wd, lscr? Hmle_m#&wmk /wum‘w((?
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.




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 td 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 0il 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.\Eiilﬁfijfz;girzsl_higgens 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 0il, this

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



perhaps be best determined administratively for each offering.

In order to insure that successful bidders are serious about their
jntent 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 exp]oratjén‘took blace 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 Tegality of
such a transaction, in the light of Article IX, Section 8, of the Alaska
Constitution would need to be ascertained. It would, of course, be
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
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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

bil1l 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 availabie.

Energy Supply Act of 1974, Senate Committee Report 93-1140
(September 9, 1974).
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LNG SITES

_Continued from First Page

The bill would finance the opera-
tions of the Energy Commission by
applying a surcharge of one hun-
dredth of @ 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-
V %‘ pliésand to develop forecasts of su‘g‘-“
_ply anddeniand.
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Gas Terminal Curbs Sought

Bill Would Also Bar LNG Facility at L.A. Harbor

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, tﬁﬁﬁéajﬁy‘ﬁmmmn—rerry
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

meet safety standards fo be set by the
Energy Commission.

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.

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,

Santa Monica Mountain
Parks Plan Gets State OK

BY ROBERT A. JONES

Times Staff Writer

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.

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.

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
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-

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

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.

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 activé 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-
“gersedat -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-

mes shore fields, increased instate
production and g‘E as trom EIK Hills

According to these estimates, only
one LNG site would be needed i 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 TN
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Gas Terminal Curbs Sougml

Bill Would Also Bar LNG Facility at L.A. Harbor

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, 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

meet safety standards to be set by the
Energy Commission.

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.

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,

Santa Monica Mountain
Parks Plan Gets State OK

BY ROBERT A. JONES

Times Staff Writer

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.

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.

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
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-

A . .

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

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.

The bill, made public Friday by
Goggin, represents the first effort by

the state to subject LNG facilities toa

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 activé 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-

“gersedat -260 degrees in specially
designed tankers and be regassified.

1 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, o?fshore fields, increased instate
production and gas from EIK Hills"

According to these €stimates, only
one LNG site would be needed in Cal-
ifornja 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

. Derson 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 pipartjsan support and
was coauthore b})lr iles{se\rlnblyma;l
Charles B. Imbrecht (R-Ventura),
who §aid at the press conference that
he supported the bill on the basis that
the Oxnard siting authority be ex-
empted 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.
I Goggin and Imbrecht said the Ox-
nard project does not-have the same
ship traffic problems as Los Angeles
pnd avoids the seismic difficulties.

Please Turn to Page 12, Col. 1
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UNIVERSITY OF ALASKA AR
FAIRBANKS, ALASKA 99701 &)EPARTMEN'l or

NATURAL RESOURCES

MAY 2 1T
April 30, 1975 RECENED

JUNEAU,

Mr. Guy Martin

Commissioner of Natural Resources
State of Alaska

Juneau, Alaska 99801

Dear Guy:

A variety of concerns has created a movement
either (1) to get the federal government directly involved
in o0il 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.

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, though
it could be improved in detai example, the present af’fhzv
royalty as a proportion o lhead could be replaced [ & :ga
with a net profit share, and a more explicit role can be _
glven to potentlally impacted coastal communities in plan- m.WLazkanwa“
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

PLEASE REPLY BY AIRMAIL



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
gquantity of oil and gas he discovers, in contrast to the
existing system where the lessee pays the government for
the right to find ard produce o0il 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

2 No. 4 (where, for historical reasons, separation of explora-
tion and production decisions seems politically mandatory)
’ and for Alaska's state lands.

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

Very truly yours,

<
Arl R. Tussing

ART:cmc

Enclosure




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 discovery
is 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. With
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.



- -

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 petrolcum
engineers. 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 system
that depends for its exploration effort upon a single
entity, whether private or governmental, would be as
successful in dlscoverlng hydrocarbons as is the present
system.

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 assigning
it 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 Rewview Commission showed that the
industry as a whole has tended to pay slightly more in bonuses
than the fair market value of the leases. [udouwe, Mead foirn -

P,

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.



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- » ﬂ (

duce. This point seems hard for most people To greasp, W
however, and legislattomr presentiy—being—eensidered-would
limit the lessee's reimbursement to his actual expenses -- a
restriction that is sure to cost more in bonus payments than
it would save in reimbursement.

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, thetcontract-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 o0il 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
1imit 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.

In any of the three major variants, the volume of
reserves discovered would be assessed by an independeht 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
"revisiong"or"extensions." (Arguments can be made both
for and against paying interest from the discovery date
on such reserve additions.)




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
operator for purposes of development and production. He would

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 ot oOil (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)
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The State of Alaska is consider-
ing conducting its own investigation
into the construction costs of the
trans-Alaska oil pipeline prior to set-
ting intrastate tariffs for the line.

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.

Consultar%lﬂi_l;gpmms esti-
mated that the state will lose onel

cent for every five-cent decrease in

tients

974 to the Kodiak Island Medi-
enter, of which Falcon is one-
ner.

suit said the disclosure rule
See Page 2, Col. 5)

om Hotel

ptel in Peking yes-
nan for his office
which includes

earthquake.

as able to

dtate May rrobe
Cost Of Pipeline

By SUSAN ANDREWS
Times Staff Writer

?

the wellhead value of oil — which
could add up to $400 million a year.

The wellhead value of Prudhoe Bay*

oil will be determined by subtracting

pipeline and tanker tariffs from the
West Coast price of oil.

The state Study, at an initial cost

of $150,000, would be conducted by

partner in a

Terﬁlx Lepzner,
ashington, 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 Committe . .0 gIVe

' the study al its next meeting Fri-

day in Anchorage.

State consultants — most re-
cently Milton Liptop — have sugges-
ted that the Alaska Pipeline Com-
mission shoula-be‘res;;%ﬁ'm‘ 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 ac'counting fitthh, to
begin an investigation of cost over-
runs on the pipeline. Ronald

Treuithickaf Anchorage Is in charge
of field work. The two-phase 1y

ultimately will cost more than $1 mil-
I

Alaska__ Pipeline Commission
member Bob %reeze, former An-

chorage borou g %
(See Page 2, Col. 1)




question of state jurisdiction of 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.

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-
inés,” he said.
Breezewsaid 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 o
employes. Touche Ross has asked to
interview 60 but they have been al-
lowed only six.’

The state study, if authonzed
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 mvesugatory effort

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-

Quake Forces St

(Continued

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

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

spoon of the University of Texas
S Taised the'issue of whe

the Interstate Commerce Commis-

sion has any regulatory authority.
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MEMORANDUM State of Alaska

DEPARTMENT OF NATURAL RESOURCES
DIVISION OF GEOLOGICAL & GEOPHYSICAL SURVEYS

TO:  Guy R. Martin DATE:  June 3, 1976
Commissioner, DNR

E;*(’{j%&2£l’/(;£2¢4 | FILE NO:
-

TELEPHONE NO:

FROM:  Patrick L. Dobey SUBJECT: A Discussion of the Federal
Chief Petroleum Geologist 0CS Leasing Program

The leasing or sale of a major resourc% such as petroleum by government should
be on the basis of a comprehensive cost and benefit analysis. The stock
holders of the government ''oil company'' are numerous but not very demanding;
they have not in the past required an accounting from "management.' The present
move in the U.S. House of Representatives for amendment to the 0CS 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

oil and industry thinking dominated the 0il leasing process. Changes in the
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 0CS 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.

V//T; the past, federal .and.state petroleum leasing has followed the historical

precedent set by large oil companies .then 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'
and a small "royalty'" or interest of the production. The oil company "discounted"
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.

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
nly, it does not bear a risk with respect to ownership. A potential lessee in

,//2he present leasing situation lis 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 1€ 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.

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




; .1
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Guy R. Martin ~Z~ June 3, 1976

"Maximization of public benefit' must be defined before new leasing policies

can be rcalized. The public sector, when dealing in Lhe recal 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 valuc 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. \ .

\

A report prepared by the Congressional Research Service, Library of Congress, at

the Request of the Committee on Interior and lInsular Affairs, U.S. Senate, suggests
that the present leasing system has not met the goal of maximizing the net social
value of our 0CS petroleum resources. This study considers alternative leasing
methods for sales and the possibility of forming a Federal 0il 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-
ment, reducing environmental hazards and improving competition. The recommendations
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'!
problem. Where, when and how much to lease still remain? Petroleum resource
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 pubTic 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 0OCS lease schedule were subjected to such an
analysis and that leasing on fhe Alaskan Continental Shelf be adjusted to fit

the results of the analysis.
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MEMORANDUM

to. Guy Martin
Commissioner

THRU: 0.K. Gilbreth, Jr(@gé

K
07,
g

Director

FrROM: Patrick L. Dobey §§
Chief Petroleum Geologist '

State of Alaska ..

DEPARTMENT OF NATURAL RESOURCES
DIVISION OF GEOLOGICAL & GEOPHYSICAL SURVEYS

DATE:  July 29, 1976

FILE NO:
TELEPHONE NO:

SUBJECT: Delay of the Beaufort Sea

Sale Till Mid 1977

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. Discussed
below are some of the main factors that require a 1977 sale date.

1. 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, Prudhoe!
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.

firm in Fairbanks indicates three distinct zones of operation exist,
(1) Shore fast ice, (2) Shear, and (3) Pack Ice. The proposed Beaufort

{ A recent Beaufort Sea Petroleum Technology scenario by an engineering

Sea Sale lies in the shore fast lce 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
technology in the Shear and Pack lce conditions before leasing. It is
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.

2. 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
that includes optimum royalty-taxation conditions. The new Division
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 petro

Teum 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

approximate gminimum bids can be established. The results of this

study will not be available until mid 1977 since the division will

not have the personnel needed until late 1976.

| —
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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.

The geologic analysis mentioned in 2 above, along with the computer risk
analvsis.studics for optimum leasing procedures will be undertaken by
a tcam of petroleum engineers, cconomists 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.

Need for Sufficent 'Lead' Time after Sale Announcement. !
The federal government needs 19 months to prepare a sale in a frontier
area. 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. :

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

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.

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 in
the planning process will take additional planning time, of course, it
must be realized delay as outlined above carries certain risks of being
accused of acting in bad faith as outlined in Gilbreth's confident a)

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
TRST date would indicate bad faith. Tenneco got caught in this type ST'work
several years ago and moved out of Alaska. Hopefully we wont do it again.
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