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C. Elements of Leasing
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Ċ Elements of Leasing

L....Prior claim

Give more getin) work- comm.
space2 BonusBonus bid,

or
possession or discovery. (Pro; some little lovalsoovers my

work- comm .- whereused,etc.
bid. (Signature bonus; discovery bouns;advance

Akaat bonus.) ( lustchmentbound)

Rental. Level; rising; ad valorem ; [withduvel of land -undertea)
18 contingin tomm ; recoverable boumin

3

Pose this as theputin theoryonstandardfor others

H. Royalty
Fixed ratea .

6. Contingent &progressive

royalty, declining royalty,
with rates : step royalty,

etc.

e.
Marketing Boand I fieldprice control. Pipeline taxu.

d. Export surcharge or limit, as B.C. tried, Cak proposal is diffi, to warte

a.

step royalty, sliding-reale
Cash-flow share, deduct op:ig costs...

noveltygos)---
+ Term ; & work commitment; size of holding (parcel bypurcel, and

Underlifting cumulative acres)Therearetcumulative acres) Env.protiu , Require price basedon chemput xpt, to bestweke.

Profit -share a simple; 6, Combine w . min. is commitment.♦

VS.c. Fast write-off. (Canbe done alsoby, equitypartions, which also allows contedourwaity.)
2. kent share.

Expensing K₁ 6. Recover at it. c. Ad valorum- reprière

table.from (3), & give e.g.,
MER)8 Direct conted I regulation (spacing, unitizu ,

aces-share. Landrean. Progressive withdrawal of acreque.
Reserved acreage, interstitial and adjoining, tized lease

9 | !!!

or concession .

10 Undivided intereris. ( Long Beach: Phillips)
H



11 Information generation,and conted,""Contract

discloruce, dissemination.

survey, preleasing.
12 Timing intes. (Whore initiative; regularity & even

hatice; damingue )

-||
#

T

M
agency

Reservation of all above stated quantity. saleofoil,12
A+51 sale of specified amount: reservation of remainder, lenofge

13 14" Good offices ofState. Guarantee equal access to pipe live (cite famont warnings)
Choice of a bid variable.

c` Summaryon thetheningof risk

one or another,

or state corp

flow.

Recommendations in order ofpreference. Putting itall together.
of alternatives.Limiting no.

Condition favoring



Second is a list of alternative methods of leasing or other disposition
of state lands . This , too , began as a list of ten but will grow .

THAN

1. Bonus bidding with fixed royalty .

a . Bonus paid as lump sum with or without advance bonus .
b . Bonus paid off on the instalment plan , i.e. as an annuity over

several years , independent of production .
2. Royalty bidding with fixed bonus and other terms .

3. Profit-share bidding . Lessee may deduct his current O & M costs . He
also deducts his front money capital outlay , but must depreciate it over X
years (X to be determined . ) He may not deduct interest , whether paid or
imputed on equity capital .

A variant here , which I did not list before , would be "Cash- flow
share bidding , " where the lessee could not deduct his capital outlays at all .
This is a step between royalty bidding and profit - share bidding .

4. Rent -share bidding . Lessee may deduct current O & M costs . He
capitalizes front money outlays and deducts them plus interest on the un
recovered balance each year . Thus he is guaranteed a fixed rate of return
(if there is enough production ) before there is any state participation .
Presumably the rates bid beyond that would be extremely high .

The guaranteed interest rate could be low or high . If low , this
system becomes a compromise between #3 , profit -share bidding , and pure rent
share bidding . If high , this system becomes vulnerable to " Averch -Johnson
effect , " with lessees padding their capital budgets . Even a high rate , however ,
does not guarantee against loss where there is inadequate revenue .

An alternative is to allow expensing of capital outlays . They would
to expensed against something , of course , and that would be the bonus ,

up to the value of the banus .

5. Land - share bidding . This presupposes a checkerboard system . The
bid variable could be the percentage of land in defined tracts which thelessee would receive .

6. Separate stage bidding . There would be a three - stage sequence .
First , the right to conduct g & g exploration . The findings would be
publicized and the firm would receive a share of the next sale . Second ,
the right to conduct exploratory drilling would be auctioned , and again
the firm would receive a share of the next and last sale . Third , production
rights would be auctioned .

There might be a fourth stage as well , for secondary recoveryrights .

1



Gaffney to Erickson , p . 3

7. Work-commitment bidding . With other terms fixed , lessees bid on
how much of their own capital and other resources they will apply to the
land .

8. Fixed quantity bidding . Lessees bid for the right to produce a
predefined volume . After they have secured the volume , the lease lapses .

9. Contract exploration . The state as landowner simply hires specialists
to survey its lands and advise it what is there . The contractor is paid his
costs , or a fixed fee . As incentive he might receive a finding bonus such
as a 5% override on findings . A state employee might work with each such
contractor , all such state agents meeting regularly to pool information ,
develop and publish a state data bank . with this information the state
Geological Survey might be in the best position to nominate tracts for
further study . Initiative would move from the industry to the state landlord.

10. Outright sale of fee simple title . The state might simply divest
itself of title to its lands , by competitive bidding . The lands would be
subject to property taxation . The state might reserve a right to explore
for the purpose of appraising and assessing the lands for the property tax .

The business of leasing and production would no longer be a state
function . It would relate to the lands in the future as a sovereign col
lecting taxes .

Yet more leasing systems have been suggested and/or are practised .
I will certainly look at the Phillips Oil Company plan , for example . I
would be more than grateful for any suggestions you have , either for ad
ditional systems to survey , or for improvements on those outlined above .

I am sending a copy of this to Dick Norgaard , and of course Guy Martin .

Sincerely,

Mason



The problems with bonus bidding
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Proposed improvement: higher royalties, or royalty bidding.
Arguments in fervon

Problems w. royalty bidding

Proposed improvement : cost deduction
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Con

...Clarinstaking, capture

Laye
lean up.

#

creas

lightly

still in nou comp

Xfrability - works outworks out badly

Problem:

Has been rejected, & fauter described by ortum, pasouch

badly here, but wore w/o it.

learning. Unfinished bensiven

Prior une nummins a lease factor. The or love, 5yrs.
tohen use to hold Main

premature beginning

Pressow for early nomination remains a
......

Precarious tummus remain a factor; overelations ; borders , deainable;

Rightof conversion from expl, title to produ, title, inherent in

Australian.2.Canadian systems.

funtos.

away
umping the

occurs when value

Giver

Premuum

Xfi Ph Holder, reether than state

greto inwe ong pd.of rapid growthof value from holding-pl.
ground floor holds during

when returm on lidding is very high (from base = 0).

state propty w/o payment.
gun.

to
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Bonm bid,

Hi concu

H

pro

Hirve Ciry

& con.

Anger det.
3 ss Pedro's dates.

process

commitment by lensee

Carl crunch, lessee has less for wellsetc.

allow , is not up.

collateral.Time pref. ruled by internal rates, highlyvele..I basedon
Too much timepressmefor some two littlefor others.

One will depend on very rapid use
Another , w. surplas funds, may speculate even.

but coll,dec.

Sell off barren land, heprice. Caveat emptor, fraudon
buyer immoral,

General influ.
Out comes not closely related to prices pol.

Prudline by Dobey
P.M. on

+ Very his variance of outcomes due to distriben in nature,
not merits of lucky buyer. (Oil underpressme, lift itself during

flush pd., the very type of mearned mic.
differ. of producer is smell next to

Effer of individ.
diffe. in natur

Unrequal dists of wealtle results.
Max," the lothing showfactor, plunging into unknown.
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||
Lunds self to premptive, preclusive buyg by fatter fines.

are too early, theyEsp. il saler can the up & longe.$

Bewan early captures by consuming over, followed by7.PC

11f
bid.

regne,
BEM requires 20 % advance boms, becompanying

an affivation of cast cumsh problem.

toOnce it is leased, & discovery made, is hand & cactly
deny produ , if www. damage is hi You need to know

how much out is there to know if it is worth the
damage.

But you cd, build this into leave - no produ. unless

This formes Els before anyH > 200 b/d for 8 yrs., e.g.
need known, so it depends on which is cheaper.

Obviates need for state control over tramfer ofprofit these
into

welllicad valus.
underpricing. Other leave elements wisbasedon the fieldprice

Price is riggable. E.g. a utility (Par. Log.)
might wat be heavily committal to LNG, une tanker in

to its flat.flat shipsShips w . flags of convenience

inted dforIn a vert. with indy, * une ofthe

being shortes,

pref to

+.pipeline, xfr. profit W.

may be used etc.

field prive base entach either careful surveillans,or



e)con Lessee assumesthe

i)

Pre

4.

wyıpassive risk as well an active. Lesser is

I shd, assume active risk. Passive risk (price,spot &

geology, the unknown & uinsurables & unpredictable &
in controllable) belongs to lesson. Is inherent in land,

Bonus bid in de facto land sale but w/o tax liability
in same mire (unless we go after possessory interests)

ak, reserver less in bundleof rts. then if it sold title.
( like license to divent wh.)

More info. needed

can have sequential tomusos, contingent on finding something.
and related to an Az forof its mit valus.

Events: (level berminable mitalmenn)Bf Closing
Discovery of payrock
1st producingwell, & capre.

d) Each succeeding well

e) Appraisal of entive sinucing, when can.
(d) reduces no. of wells. As them, countervaiting...

(L&lueem call this staggered bonus!)

is benig first term, or
or other function as

4

b, c, d, Le can be 7(V) ; or defined payment of orig.bid.
7(V) can be k -V.. or more complex fus, w. bidding

x₁ where _V= x + =x² - C, theone

on

complex as you please.
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HoTru of Majon are loaded. GulfofM.

b) c

e) Con

1 Proto

C₁2 Bonus

i ) conj)

Ċ State now requirer
p. ?)

H

p.m.
7 to retum ( their borrowing rate).says

akAk can bonon even cheape, don't need front mony at
7½ %.

mornyPac. Ltg., etc, may advance cheap

But there become captuve, subject to partial expropu, by
7PC field price control; & Ca. PUC control.
royalty, but akis bour is not exprop

royalty problem.
rhuis

way.

by Meent

-Pro Advocates: Lipton, Meaed, some ANR staff
p . 30

to nail down reserves.

requires 20 %⁰ advance bonus, like Freela. (Lipton,

This cut into

Is more a

the
State might sell $106 ofoilfor $/bus, as it did at P.B. catastrophe.

early sale ( 1964,65?) This is a clincher, also cite 100 %oAin

bonus bids,Jus study. I hi 14 gross ifd, to '70 corts.
in.Low iir of majons. 7% experience in Gof.M. Cheap un, advanned

by utilities, Is argued that cas, have hi iit &have bi iit & require 20%,
but I reject thisargument.

K screen made ever tighter when lease sales me

no slide bidding.
lage,I this is.
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Pro No

1

Digi- . boun bidding:

Current cap. tightness

Ful, crash
program.

Oil co. tightness is somewhat belied by then diversifion.
out of out, plus their underme of their credit Lif this

itis still so
that'saButif they requirelot.

No maul. disine.

A.

H

TE

in
in general- in out cas, owing

$955 billion over 10

If prices regd., from not treated as cost, not
-||

yes,

not rolled in
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a
#

Kinds of rentals

b . selay rental, terminater

H 4. Rental, level, for ten of lease
it.
ed.. Rental at specified to of bonus bid11

f. Ad val. neut (AVR)

--|

Pay bouns on instalments

gf. Unilatually renegotiable.
1

Combos į transitions

-H .

#1.

||

#1₁



b

C₁3

a

b

||

et P.Defers payment.

<? dictated up to end of pro.
after con, indicate I will describe alt. rentals repurately: fixed rising, adval.

itp. Fixed wirit, produ. No dragon produ, no bies,
Applies leveringe, libre a reserves tax.

selay rentals.
Smallest of 3, but

a) In Altu., is quite laye Thompson 1.85 4.23,
6) Antereder royaltion..

P

Not as much as royalty, but this can be
corrected by continuing & Ag it after produ, begias.f

1 Expensable

+

P. Cd, be the bid vile
c.
C..Early shutdown.

-notall.bonnes au (but is it ? Check)

Not traditionally very bi, bes, indy. objects

pressure drops.

Lindabel of Useem cite, fi

Ilow from

But can let it drop

C__Not acceptable -beliedin Alta .

is more passive. I is meaumable. (but

volution & cost)

On limit it to celay rental or to
a well involves some volition. Presume

presume untus, indven

Puck is on to extend leases. To

for delay rentals is needed.

37

over time an

prevent abuse,

first 10 years.

greates role
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Intru
H

Selay Rental

Rental should not be easily terminable. Now, Ok, may
well suffice hold lease. You can then

C₁3

let proving
shut it in on grounds xpit. not ewaitable,

Bay leases were sold when- 1968?, or

a

Ak. has millions of
$

youreturning
el .

Delay rental cd, be convertible to

same as receive Fux, 1965-77.M

aures out under lease. It cd. all be

or be giver back.

Onshore

( ludered, Prudlose

9year cyp)

(6

On
Noncompet. leases, Feds raised rents from 1960

(Lipton, p.zo), State can1.20),
Ok.rate: 21/a, Erickson, 1968)# Are they higher now ?
Fed, rater;

comp leunes. $2/a-z
non-comp

adval,

thinking acreage is also

In P.B. case,

probly do same, clean them out.

•60/ary basic

$2/4-y if known structuu

-Lip, pp .
A-223

ocs, $3/a-y used in practive ( Lig.A - 5-17 except on

chainge I div. trach, 58410/ay.
Thereare low efd, to bowmer. 1954-69 bonus ave. =

(Lip., p.A-8). Soto rentals ed.go a lot higher.
-$523/a.

poutofform of delayrental.
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11- Fixed change & mine abandonment.

|| Fixed ad val. charge

wells, piper, puds, howning

#
H

1

Falloff is rapid cumyway.
facter from the start. But:1

#f

etc.

on K is lower,

H.

on

If other K is excmpted, then meine K

¡ early abandoning at end of life, on sugul. baus.
speed-up from the siani; however.wd, be

at

l.v. leaver value of

unitated.

-other capl. pays prop, tax, so you sled

You ced, however deplete

out in site .
Zed. tax

Effect of gmil. corp, inc. rux.
iplan flow rates.

oil & gas
Wat is injury

...lt. lib.in come

lower P.~oft. to defening, slowing produ. at in cometothat rises i to in value addo i%

nother than just hol. Why? Govt. taber t %

any price, put, party's share is (1-6) %

I can

we itt.

One was i(1-2) =²h
after -tax ( CT) rooft.

to discount, & is to

prevents
There

Then of the same tax on

ficalition

probly show that tack, raises h
Une TYPIS

favors delays ? To be confirmed

does not
The unit of oil

on holding



If minerals ruch, were neatral. I you
inwest in A well to speed flow, resulting I income isA
taxed.

||

-2

"

is rising, &+ P
Fo

11 for flow tom : 10 you from now,
H. (or retardant, wen).
H

Net result slow ure

new exploring.

ļ

inveet_ (forego) flow today
Taxn, is wentral;you

discoveries premium on
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forI

a)

6)

11

C

As entry &
P. Makes

H

Royalty Billing, Pro & ConBi!!!

(on high logulty)

Defers payment -- cases

entryI compu. I smallbacinuss,

payment contingent lessee's finding something, and
in proportion to volume (and valued)of what he finds.

This substitutes for prior knowledge of what is there.

||
||

Removes lessee's risk of paying for something.
#paying for more than is there.

( Risks re
low-cost deposit he makes out.)

HE

1

tt.
CH No commitment.

free ride on

Open door to freaky hidders [Min. bouus ud. mitigate ]
C. Mgul. is made subungul. Spurious mqul. cost

Entire deposito

entry, conserver frout moryforfrout moringfor actual wirk

not present,

•high costs remain w. lesse; I if he finds

Hi- costcost

Lessee ties up land at no cost, waitsfor
wd,

neighbor. [Time limit ud. mitigats][Rising delay

mitigateI
finger of low-cost wiits . Hi-grading.

-
Extra well & capac, to give better control of timing
Early you

entire schedule set back

Late
early shut-down pluysical watt.

Idry recoveryHi-cost seasons

yes -- early

Hunting for ungul ceporti

n

1
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Royalty bidding, Pro & con, piz
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P
11

H
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Royalty 8.3

Revs. definedthestate. Refered even morebyfuture shift.
Rev. defered after discovery sewer no fr. bus, owen can
cash out! Inc. we law misser un realized cap.qu . unprempted

Can mitigate mgul effects, or someof them, by sliding siale. Hi rateon

hi -grade, low rate on low . since it's a pool, low grade is

"(over)

identifiable as what comes later, after pressure drops; thatis the
low-grade fringe of hi-giude deport.

But this gets complicated ! &

A

c!|
havemag

"P. State the lower i them

have much higher i.1

The substantial

put.
But median vote is poom than and shareholder -& corpus.

Here controlled by layers strehwolders so
anyway. govt. may

taxesIt One liable for

This is why a State cleating
une! lower discount.

that

requires assets to

However this is not a

argument is

(esply. after then

tax on its investments, to
to

We

over.

Pux- ex-empt,
internalizing profits.

tuce- how relevant ?)

11

it shd. tum it back to tux,
Again,

govt. tax free.
assets to yield itt.

w, put. indy. and be assumed to

rates.
equate...

argument for defenal has to be other - namely extends

credit to smaller, weaker - fuced firms, I removes

advantage from fatter (" Leaner " vs.

must

And former ore

is tax

good ides, State sted.State shid apply shadow

E.g. if Ak. can't invest it's simples to
who cum.Faxpayers

consider that some firms
are deductible . éte.

spurious

"plumpur" forum )
yield compet,itt,

are also langely
And

te of migns. are



nev. there for state, royalty misses it.
S.x. der. timing out of conted of state

nuween us.
is exuff. in response to small AP.

L

Lessee's motive to stop &stat

¿A.

P

11

H

H
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fX. P. By slowing prodes, may

Royalty, p. 4

||
P. May be counteracted by opt. reserves thepi

foT countervenuts deplu, allowance. (& takes advantage ofit for State)

d)

subst, for disce controls on spacing I rates.

6). C...

#
P. Maybe valued at wellfoot, become netproceeds luy.

have free gas to use inP offrets prodes, bonus in letting opr.
8% ofhis it each time.gas used to winject

I (is this whygas presame drops to drastically finally ?)
he is tousing.# (of comme it's the opir's gun

is his, so this effect is small)
or (1-x)no of it

in
Dampens expliu. rifled at deposits where value is royalty-sensitive

Reduces in filling, tapping mugul, non -communinon -communicating pools.'fractured ver. The low-grade fringer of hi-grade deposits.
31 Reducer pressure -untis. in coming rear.

Refers exple , durnt everything. But deferal is
11 greater the wearer to payohh, so stretches out lead time.

(7ed. policy of the 2-prices by countervait trend ofroyaltin
on old oil than new oil.)to be lower



Pro

Con

||

6

In this regard, current enthusiasm

royalty gas in state is a trap

supporting low values for royalty show.

bicon for many
trap. Value will be low,

orher hand, this cwrics 7PC control, and capture by duty to
serve some pipeline.

#HL

problemEarly abandonment is no

a) Negligible losses caused

b) l'inventable by cutting rate of royalty
c) If lessee abandom, can re-lease.·leuse. Ijust

to shut down to invest K in shutdown)
(just don't

f Pro Subs.for mustizing common pool.
h)Con Nor a good surogate for effluent change, bes munity

stretches out dange
buxslows

it's.Lessee can take deplu. allowance on his shave; State gets noue on

Bouwen & rentals are deductible, & lessee stillgen delu.
Rentals looke esply.good - expensible, Chow ene produing bonumen

+treated?)

require

side whengr.side

hüm

on
boundaing
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#d)

il

The high-cost fingerof low cost deposits get ignored
bes.

ilthey are a qui of speed, in part. There is a rising MC of
producin Paster.faster. Part futive produ

this is a drop in

Ho people ignore it.. are rents denied

#f of x

If produ, today reduces and by 1,05 x, then
H an index to how unimportant itis|+||

at some extra cost. d.
1

take the 2
may

There is a

you
cost .

d
Yer rents defenced

be even les impetut. You com

Produring

||"from
||

yrs-s orve more, I yield little surplus.
ther cont is tonot the loss of future gross

values, but net.
long tail of mugul, prody from old wells. If

shift this non-profit produ. forward, there is no wher

IRS. deducts explu. as expense
consumer.

We

Modere it early

it later may

H
Deductible costs are K spent on mike, on

This is In Rem. No acct. of outside debt.
This penalizes exploning.

have

thesite.

the it is further ofall
This, & exengtfrom prop.tax.

-means U.S. is overpurting it, state needn't.
1.c. State shd. prempt rews, where Fud,is toosay,
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||

+

d) . com

appeen. w. lesson. # Lessee's realwealth rises, but it is
jeurs before lesson gets anything for this. Any cash, i...

I Lisssi's real wealth also rises - work that out)

H
Lessee's wealth risen to PV. Then he continues to

cam int. on N. E.g. if deplu. isBingE.g. if deplu. isBeingsher: he earnsit
in fup.; otherwise, on unsee, balance, U.B.

So ? to go to ad vol. rent.#

H.
4 Rogatty makes hi-grade deposit be treated like low grande.
+ Imposes an artificial cost.
H
#

unters by discovery

When you buya legre, andserve, it appreciatesaworked.
Apart from taxes, lessee down't share

cached .
this

-11

There are

screem out the little ones,

#.

bonus

||

many more littlefinds then big

success ratio, where success means

getting all the newt on

viable firms.
big

Reducer greatly theway
a commercial find; w/o

Reduon the us, offown.

ones,ones, Royalty
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+yield tux

aA youth royalty may have same property
bias vs. workovers of early jayoff.

türich out. Tie up k longer.
This also biasIt VS.mean

bes. fr. of last will is to advance recovery..

#TYPIS.

1

Apply three model. But modify
Write

programe

|| Spend $100
today to

If so, wipes out workover.
But 100 today

allows higher.x.

infilling or well density,

as a

get

it to

on TI, demonstide it .

to get

fir oil patterns.

- |

$110(1-x) next year.
$ 200 (1 - x) after 7 yrs,1

The well that speeds recovery,istianed us.
The single well to top a new field yields

flow of longer life. Wider spacing, longer life.
1.1+5.payoff also includes learning, to lower cost
wells.

a

offuture

Exploratory wells, longer payoff. The lower the
success ratio, the longer the wait. Hence the bias is

Higreatest in the in favor of the riskien tries,

+ G & g, longest payoff is alreadygreat duplion.,
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H
||

-2

of this gain, bes. it lowers ture value.
post- lease costs whore returns are..lowered.

It is only

it.cupl.
to royalty is heavilyheavily biased vs. fart recovery

Is .. biased us. lean firms -- the bind
Hit is supposed to help.

of

Hi
royalty has big excess bunden, or dead loss.

cansay royalty is fixed, this is mearmable in lower
bonus bids.
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||

Royalty

Faulthing thay down. nodud to.Thime baybettersen
Tud

r

$/bbel.,
price).

come

Re under lifting, etc.

If royalty price
price inor

isn't clear lease can stipulate

in some objective wilt. (cf. Tanger le L.G.

1
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a)

d)

4.4

}

Vs. royalty

Fields maybe mand, by virtue of prematurity, too.
Royalty defer date of produ.

#

Combs of royalty I work commitment can lead to
token or slow produ, to keep leuse(or stop delay mental)

Lease termin require expl, drilly ; but discourage produ,by royalty.
"Rapid step-out, slow infilling.Biar results.

Berlignaof fed, depleur, allowance the reduces big offrect to

rogalley

# Asymmetry.
#lucky underbidder collects imputed rent.

Overbidder canit produce at all. but

decide not to produce
SobioOwner as

may may.
In vertically witd. indy,, absence of crude wikt, price baseof

Can there be a higher price for#royalty gets . vague.
Aire than solic ? Not wise .

at hi nate minzes presume. Sobris to solve problem.on

e great

Royalty

They time at their convenience, yp. revs. an a byprodent.
adjucted royaltier. Tendency to describe cost characteristics in

I sweeping simplicities. Cost actually Ifmanypartbubler.of
No one is smant enough to foresce or sum them up in simple strokes.
No surrogate willdu

are the sum

-must me costs themselves.
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b)

e

plc

c

If
mult is

2day
transmates all oil into new,

overstimulation of 2day recovery

Likewise, 2. royalty rystem cd. have some

for new oillower one

new

-r

ree.

effect, W.

a mine on what lesseeCan o defend vs. wout aboen by putting
contributer (work comm.). & max on what state contributes ( sizeof

leasehold). But there are
cubiteany Hunt instruments.

Biaser reauch vs. hi - cort deposis. Small traps; tight
sauda ; remote locations; deep depouts; fractured structives :
water - drives ( ?) ; etc.

Remote location is only partly covered by lower well-head
value. There is also higher cost of getting inputs there.

f) 1 &c Lesson vulmuable to shorting by underpricing. Must1.
this. guandus.

This is a sumitive area... Iudy, spokesman in U.S. Cory.
object w. special emphasis to govt. selling royalty oil dint, I
using bids to establish netzt. mice. ( Jackson Ripft.)

a state
aqunny or corp. needs to best price by wktz.some

11royally out in smallwent to his bidden. Probly out is worth more

to refinns shortof crude, in open mik...Probly majors feed their owned

refineries first. Yetproperprice in the small lot price, just as in landis
what.
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¦ Royaltion

ak. Ibut rate

(over)

Mejor P &C diſcussion her.

1. Step & sliding rater
#;) Based on produ, per well. (atte royalty isproy,

Simple Lavoidableby adding wells)
Adjusted for other facton : reserves; depth; thickness;

viscosity etc.,; .location ; spacing; price ; pressur; gar/oil rutie; water/oitratio.
There are indirect ways of allowing

cost

single-factor thinking,
deliction. Each is a blunt instrument, & vulnerable to

cost is better.
of

Rate Miding w.prody/well is biased v.. cleeper deposits, c.g.
us.

and remote areas, a

but not
Declining

major problems.

so ure

iii) Mats

Biased vs.vs. presume mustce, that As produ/well.
solver problem of early shut-off,

Worsems problem of delaying produs.

costs. Solver minorproblem

over time

ii | Carkflow royalty deductop.
only. Major problem is I corn.

(over)

Bd.; price conted ; pipeline raven.

iv) Rebate for in -state use, (Probly uncourth, but the
royale gus.)disposition is there, in proposed to

v) Lower royalty on Iday oil. Bluut mister, wd. overstimulate
Iday recovery at some threshold. Altu. does this.

warte



H

but only up
40 6/d. Ave well is 80b/d, so apple.

limited. ( Commelin. Buit Lipton,p . 32, has diff.frigs .)

to

7ed. onshore, certain leases carry progressive step royalty,
10 steps from 124.90 <110 b/d, to 25% , >400k/d. ( Lip. p .32)

material to chill thru; bearing qualities of surface ; ons hore or off; clepcl ofwater.
wowers, stores; length ofwork season; distance from support barn; wiedfor
bare facilition on site ; quality ofcrude..impurition; costofpressure mutrs,
affected by permeability ofpetrolific rock ; associcated gui; stage ofregion

learning curve .on

IF

I



C₁4

1)

4c&b Sliding rates; & whitz, bel,or field
Give lessee a fixed price.

Con

Pro

Royalties

tráchvi) Royalty rate as bid vile., slides inherently, Hi-cout nigul, insis, low rater.
Problems that remain are : a) Futing shift : b) Low -gradefringes of higrude

c) Work over.It.. Disaguugating is thebey,butbecomes complex.

field price

#
..... cuc.

-||
Coa.H

Pro

Con

price risk, leaving lessonfice to control flow. I cort.
Leavegiver lessee $5 tal, Price above that goes toper

[Might heat costs sameway, of when profit sharingI
Problems of shuttingin inquel, oil, remain.

to Ap .eg..

price conted.
Thus Ak. assumer

Lesserfails to respond properly.
back waiting for higher price.
basic tendency of royalty to slow

he doesn't hold

This compte counter wils

to slow produ., but is blunt imate.

This is not mating uniform field price w/o regard to cort, as

whitz, bd, wd., bes. rate can also slide w. cost factor.
But gets complex& dlutions , mus. subing costs directly.
on other hand, this is like subtracting putative

than avoiding cost-plus or pudding problem.
or standard costs,

Violates principle of countervaiting pressures,

Futusshife can be blocked by shortening term of leave.
(But beach to other problem)

whipson principle.

Not pessedon to consumer. Some write on the theyud,he,
Not normally -unless affects price control formulu .



4,5 Facts re size of leave

1

Terms in leave

To 10

Cooke Wulet, lage trains, > 5,000 a.

= 5160 aver. Thisis OCS tract wax.

Size of lease used to compensate for well that depot in
Area of leae As w. depok.Altu T (& lasts 21yu

p.21 (of Cionum P & S 1 smuuze))
Blunt instr -

probly

q mi

state has interest in building of competition.up

in it might not want to accept highest tid , always, if that
wd. lower future & other bids by destroyingdestroying a bidder!

bid in prop

Rather than a fixed upper limit, might sextioner subtract

points from a bid in to (or other Ag for of) acreage

already leased.

incents too much deep explu ?.

Might require approval from A.G. of winning bid, wd, vor.
tend substantially

to lessen compu.

no.

Undivided interest in structure, Phillips approads, remover risk
assou. w. smulltrain. Greatly reduces "risk, bypostingĮ like Kaweall R.

um for only
Pooling also saves in other ways. Unported,

yes, another for 30 .5.
one wellmight
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11

H Keeping Mach small lets the small firme bid, Butthere

wont be a better way,just as there is better way of dividing the
must

Kenweall rationalizes, & to ea- smallR.,
owner.

H

-H

by
Wirk unitized explu., var. opu., pipeline, what's left for

small firm ? Expl, duttig : bidding for shaus in
opr...I helping manage it)

Eur.protre.protre. If leme is in sensitive area. I damnare lithily,.
there write in that a) No wells allowed under w b/d.

b) Payments to compensate for damages
lease.will be required, 1st lien

c) Damages will be assessed

Commission. 1 syfect Comm. have budget

(eests) who specialize in this kind of appranal.

by

unit

u

kine
appraisen

d) Windfalls for wipeouts. Ifto be
comp-for damage, stut,be assessed for gains.

e) Standing. If only prop. owners are
compennable, only they shed, be arressable. Synunctry.

owners me

Time limit. Couple w. progressive royalty, box him in .

Hi royalty on fluent produs. hiflows. To avoidin futureshift,
put short teun on leave.
put space timist on wells,

To
prevent extra well dritting,

(There willstill be loopholes & exc.burdens)



C, 5 The Work-commitmentbidding
Shares of profit

bid on how muchhow much they will

C. 13

to

Let1

by. Volume bidding
Applicants bid on a

given time, so it is a given rate of flow, 15.
Then if they hit a big one, state cam sell off the rest of it

years

2560 a

Contract exploring

=Tractsize - ak. may have ce min. = 4 mi,

D. sell free

so are already determined. Lesseer

known those of grou , orput up to fet a

Liability for

giver volume .. probably
ove

damage in Ake - Lessee agrees

ev . damage is 1st bien on lease, Any
including tanker spills.

Comun,or 3d party,submit to arbitration by to some Counn.
If out is commingled liability basedon of..

Insurance is better, for smulher lessers, lean interlopers.
Compulsory ins. fund..Tankers must be inemed, aand & incuring

agency
Jackum Ript

,

can rate them & refure ins - on objective grounds.
Jachim Rpt., pp. 15 ff., recommended this too.

2

over a

advancein advance to

nor contest findings.



€
C₁5 Work Commitment I size ofholding

Cheung JPE 1969

JLE 1973
ALE 14

1Let lence's K = value of land. Then ifshares are =

opt. for State ?lessee's choice of produ, may

lu mixes, landlord
stipulate nate of produ. This requires

~more K & labor. He might also timmt size of holding, thus forcing

lessee To certain level,to avoid direcs. of small

seale.
improve to

he will bid .

MG.
Assumo int means to

But no limit
will defer performer

Corpus.

Landlords have played this backwards in thegume.
past, learning in lage blows and requiring slow allowables

a

on

be

ance.

cam

1

"You com timit a "fermily", and
are different.

performs, there is an uppe

how much be willbid for; and how long be

you

limit on what

buon they have to eat.



you

You must puta time factor into offer
a. Time of start
b. Time of end.

tenn

c.2

b -a =

after tuum, &put up rescinder for boum brd, to cleanup.

The high level of bich will themselves limit what

corp.of limited rize will bid for

Lesso can control acres around ea. well. Thisprevents

The well. (nothermore land to ea. well,lessee's applying

then the family ") is the dimuate integral muit, DIK, for

contracting

can't
Ok. lease form requires produ, in 5year. So why

They cancel PB leaser datingfrom 1965 ?My

Pro small leaves:

don't get

a). Ea, one must have at least one well
whole structure

6) Marc. boundary effect.

- even tho



C₁5
A consideration in leaving and be an a

Industrial Chign Import Statement,

Instead of automatically Mooring he bidder, consider impactbi
competitiveness of fective bidding.

This is a last resort. Han dangers -lig
will be used to fewn someone's hobby howes, like_coops.

on

or Market Power I.S., etc.

or at least makesit easier
Cd. produbic joint bidding, on grounds it lessem no.ofbidders.

(Phillips system does this automatically,
justify). of course thejt. bidder saver funds to join

joine bids, but they may be elsewhere, outside ak
For La major, esply there is no K constraint.

other

Tramfuatiling. OK, but put timit on overider_Fred.
Lip:. p.36. put5% tumit on cum._value of ovenider

inFed_max_ stute but ak, is 246,080 and

_lu_ak. 600,000 a. , w . 300,000 max in ea, of 2 section, w.ds.
accesse any

- Ligo A-4d'
Ak state max seems to be higher ?_

con. Time limice maker terus precarion, art. ofme,
Wemay cause premation usf

1

1



+

apl
says

Thereitis, sameas tinker. Ludly.
max. accege for win outlay.

Landlord of course-11

H
t

each leave itd. be bigger, bes, costs are so hi

July, wants to mail down

has reverse interest.

They want
more land his input )
allowed to Legii produ

biz sales. Ito eaches one canget
And doubling of time

Recommendation. Rather than 5 yes..
let delay rental double yearly(There is still the fuzzy que, of when to stop this)4

Gov. shd...set.hi
rem.price I freply reject allbils

but publicize them (who giving any names). This
inculater info.

|



Specific

5 Terms (orten than sofrieldprodu, regsugs.)Ci

IF
||

Min, we ber anbitruny, discretionary discrete black & whits..
To comp.for royalty problem.

Work comm.

MIN

a) Termineomoplew.proge, royalty).W.

Limit size
Parcels -forces muitzu.

Cum total.
Point system, subtientpts, in prop. cum. cures.

O.G. apprend

Trausquabiling

thelower entryfee, As compa

Tein before bequemig

Tum aftu

Absolute limit. Limit per region.

Opp. to recorp fast enou, require approved. Undectifting.
Put limit on ovenides.

Price. Appraisal needed.

a

swall whitz agerey desirable to rest water .
Study Saudi experience.

Undivided int. pook wisk

d.) Computery unitiza. i) Under state Lady

marro ones

ii) Instead of unitzu, divide fus.unto 2 parts, shift
District, modeled on WCD. The team is that

munkership is computting .
to



T

Teum, 2

12 ) En. Moth : ins., liabiling, 1st liven

c) {+ bidding

Abi arques for
Lave parcels
Big tales

1

Long terms
No resu price

Landlord has neveux int... |

fri



6
11. Profit shan.

To overcome royalty weakness, decluct cast -I raise rute.
But this docmit deduct cast of K

Nor of o'head, is on site. Nor Taxes.
(give e.g. if 100 %

debt freed.)
Is in

cap- mit indy
15

int..

Outline

Is >0 on

nem,

·||
+ problems

then

more

Leuce recovers K ( w/o mit .)

like net proceeds rux, not in personam.
regul. resource , still not ventual, I this is

rhan deckent'g. C.F.; less than cleclent's

Like inc. tax depun.

exags.

Con per yo.
Aro publ.per

on

TUBE

Or publ., like"deple.. ( his, by cow )

somefatter.

Per bl is to superin onling head .I. but has
fluck wells theytoo m

they recover

the diff., binig vs. migul, wells,
recover much facter,



Pro

Con

H
a..

#

;) Preserver incentives at mayun, lower deudert. loss
ii) Higher rate rifter in on fluch producer

che sustain's union offover long time, as lence recoverslowly

6. Alle Precludes complex surrogates, slidig reales, etc.

Depó, aMoulanes offret dirincerations ofhis rate.
old.

e

Overcomes main royalty problems.
Binds lensor & leun in more common int.

d.
allowing

e. Proz

a

prop to ousite corts, so no biz distortionfrom dir

Lage residuum I. royalty problems
Adiu,problem.
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per year

Pu kl

Con

Pro
Iwhere

fro Is like

P

Con

appropr.
weatend

+

Con

H

:Per year,
Per bl. fixed cui't.:{fu
Per bl. after 70 % produced, of proven

reserver.
* Wirk declinein volue, the"properway. The accurate way.

These attr. pose tradeoff, between incentives, I helping lean firies.
Deferring recovery As incentives, but rines up firmis K.

This is what purker
un towards ad val. neut.H

t

bundonProfit shave. Parfic is retum ore laud +K. Heuse >0 on reguls.

Is likeprogresive noyalty, progression basedon profitability

Ways of recovering K.

[Upfront, per bl. This domi't reallyshareprofit, isrent-sharing.I
life . (S.L. dequeen, too Now atfurt, twofourt letes)

[ . In wildcat meas, you could let lesece have his K recovery(plus
int. at wht, or above who on successes. Success ratio is so

H

over

iium.low, plating

plating,
not a big problem. It isfor in personam nic tue, but notfor som

On pramage trai , guaranteed retum causes

+ Wilmington. : profit whening is more approp.
"utility

there than
Profit- sharing still has problems, andyou

to deal ".
weed

!

guarante mim . K by linee.
¡ Also, once a wildcat prove out, plating is a problem.

Con. Still driver out mogul. trach.
K not recovered.allowing. Krecor. But mit, on

to is aelapse, cum, int > K , halfway step.
No influ. adj., really recover less than K

af, au in

Differfrom royalty.
If 2020 yes



Con

|

H

#F

#

F

Mcap

profic

krud

Bid vale, is no of cf.

This method lets the recover capt, at 25% ofvalueper bl

They have incentive to start faux.
The bumpat endof cap. recov.is a problem. Creates vistes temperaty

per
burried

for

S

-4

system
constani

3

endof cap. recov.

(640

W

little



C.6 Profit-share

1. Max.

To # 11

fro

per
Pro

Dermable attributer

Com

4

e

compu, amory4. Small units
to thin up front

C Sirintegrate vertically
Iuwite foreign firms

Heep lessee in I interested a
d. Eu .

of

difto A. Identify interests of lessor & lence. Nowon binden..
Lower cleadet loss.

excess

bidder

to

an unec, premium

lease

Aplic winn I res, in rame To

I Comple .fixed remai
Chisallon head this is a

Fixed chaye is good, to fixed deductions anu bad. This augue

for degreem. (amin). produced, this lowering royalty effect.
Quly don't other extreme.I allow deple, allowance in excess of

per
go

royalty,
Pro. Dis allow'g o'head wd. came no distraction if olund a onsite.K. for

all firms. They all shade bids to allow . It only hunt those w...
excessive o luad. Might bias us. o'head in gut., but that's probly good.

To D 3. Hold back fields, thenproduce repidly.
Thus mim. K tied up.

Thingin-- Podlust taxes.

long time with low

premium on produ

ingul change.

Props before Fed races.fright

Fixed offret is bed for incentives

timmáfinna of riniai)



C₁6
a3d way
atund

4 rk
varianí

Profic-shaving

Equity peutica, may also do this. Like Pamantic Gile;
& G. Canadian Thank Cil Sands, Ltd.

But

a) lut. wd. be deductible;

other jurisdictions, etc.

1) Govt. wd. onlyget return on it's K;_nothingfor.L, the
Land resource .

Cd . let them write off K &Boththisway.
a) 10 % aa year,
1) On a

they get nothing

per bl. basis.

you mightget into

no carryover.
so

up to 10%- max., which prevents
netroyalty = 0 .L
methis you

arbitrary element.

on the first 100b/d. I then more & more

their gaming too fact.
but w, an

ce hustle factor.
a deply, allowance. Progurive,

can both motivate I cousticin

Bonn recovery also an
Not so good.to good. Is either
higher than est un

c) Cd. allow K write-off only after they've produced 10% of

hung to produce
motive isIproven reserves. They'll have to

There all along w/o giving anything cerway.et

option . (Phillips)
a net cost to state ;

recoviny. or else raises boum
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auc

H

H

+

t

H

+1.

11

H

Argument pro prop tux.
Other K

(

a

pays iſt. Uniformity, calls for applying here,too.
Re risk & i
Once defout is found& producing, there is little risk.

lower i be usedcan

-a, For scheduling recovery
-6, For prop tax cap. rate,Fuc rate, or other valuation.



C₁1
C, 2

beut.strane

konus.

to expense K is vs. bonus. (This is partofPhillipsplan, L&Up.39)

There is us need for lesser to

way
both bonus & K.pay

The bonus cd.he due in instalments: I the K expenned vs. them,everythBonur

recovery Hl.e. expended in lieu of them.
H

+

a

after that,
rogalties.

all

you

You cd. do it on per
then let them recover so much per bbl.
of incomplete recovery if they

also let them recover K &vs.

flow chaus)
20 %0 or more

fbl. bais. Est.. no. ofObla.,
This imposes nick

fine.
You cd. do it per year.

You cd. reduce risk by accelerating.
You cd... accel, to

um out
Same risk.

maxe where they
and then State gets big cut by imposing

ad val. tax, (or a 7.5 % *

Is implut
That's what lean firons canit Aid much für.,
gar...

recover fint.
cach

to take quort after 8 you or so produ
Ad much for, and later

Theig bonow's handicap is greater re long loans

than stort over.



m
q

save

Que

are accepted byniks.
# to variable rents on been wd, works.

Vary
W: wellichtvalue

vol, of reserves

Variable rate mort

#

can beep Monging cap rate, I leave t.t._fixed,
state's shears.and isu keep ygas i. Lally, cap. is worth

Ther

Cand v.v.

mmber seme in akes

#less, I i. gets less!
H

mortgages

Index of opig costs.
Cap, rate.

it be very
#
+|

||

kind of risk.
Value of this is, it's a

valuable

way

This beans more

ofsteering

analysis. May



Con AVC Removes explu, incentive ? No more than bomen. Is subet.for royalty.
let at low rate leave bid-vale-bonus. Post- lesing explu. is greater problem.
betarthe effic. at collectif rent createsaproblems. Une jus fign.forperspective.

Rent share.
allow retum K. Problem of x-subridy, goldplating.on

a,6 Con New proceeds, in situ approach remover some of this. But thereisb.
There

18

C,1

Lei
com ave
Requires
cup.rate

||

||
f

aye
Con : mycustom
unilateddet

TOEQULave

intra lease x-subsidy, too. Cut on a

lease, but also some cats & dogs. They will write off the
vs. the elephantdogs

is anan elephant

(auc)
goPro Ad vil change. Can be raised , if

Under cost-plus regu. Akc. needs lease

costs, and are not legully fur of price...
changes

under FPC

that
legu.

an.pass

Huber,ak. rate re reserves theuses 18 % cap.
That is much too high . 7.5% is more like it.
attacted dutee on credit li

47."
tee

Mht.accepti vtale i
mortgage ; quil, propty, ruxn; rents basedon

county -ave, yields; contrach tied to upl; indexed things; etc.
to it wd also accept Que

Cd. cutdown plating by allowg writeoffofproducing wells vs.thin
prodes, at hii --say 20%. no write off daywellsown But

Base mutae, rather than direct drilling costs, is bion's shameon

slope. Uncontrollable outletfor plating.
Self assmet?
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avt
To E₁ /
am
avc

ave

Rent-shome.
1

Is automatically progressive wst. profit ( to extentprofits arefrom passivenik)

Expenning is better than guavounted i bes, it helps

lean firms
wise.

Guaranteed 8 % looks good to a utility.
Fast write-off. I recovery is ofgreater relative value to
leaner firm.

Guaranteed 8% also tends to convert

utility.lean firm into afüm

Fast recovery.recovery is almost an

strike oit, flow is normally veryto so let him recover fact, I i won't make much diff.
anyway. After that, impore 25 % ad val.I rental.

ifthe choker flow to defer tax, he defers recovering his
reduce valuation, he lengthensshare .

life & Fax.2

good as expenning.
hi cfd.

bes, if you ito well cost.

Avaluation.If he speeds flow to shorter life, he may
to & avoidance is boxed in both sides. Whiptuned.

more re reserves. Reserve dete
Requires learning & publishing
badly fucked, hun hat. ply. This wd. help play.au

This solicit support, national. (I from comsuringstettelike Ca



C₁1
avc

9. Un

familiau

practical

concept t
teliniques.

1

Peut shave

c.

-||--

Ad val...

Sev. of known pools

the boun of incomplete date..
( G. Roger book)

1.34., ibid.

once

apools canbe cale, w. tolerable accuray
Culelman, 69 26

outlive shows how

1.

Risk in devust, produ is less than in refining I mbety.

wen on

Adelman's chay, shows methodsfor appraisal, in quick
do a lov little,W, ucan

have ayou
a senseofjudgement of what is " tolerable accuracy

eidel to Parchall's testimony.

you
feel for baie nos, sense of realison, and



7 kent shave

-#

Thefinal step in deducting costs.
a. Guarantee i
6. Fast recov, max.a26, go of each til.
c. avi

3 kinds

w. earryfind.

port

but max.puryear: w/o
feasible front and recovery.(Even bonus

Re all 3

Pre

a) Zero unguel. disinceritive

6) zero leatuge (under perfect admin.)
Other systemer leak even if admin.perfectly
Identifier excently the inc. of State's slunce

c) Progr. w.o.t.el proficabilitcan profit is pros. what. gras)
d) Ex disclorme

Con

a) High rates

6). Pre lease incentives reduced ?

tringfence,-Comederi Eng, virgene)

recovery, Id
option )



:

a Guaranted int. Lunetin L.B. ?)
pro

||
11

1...Keeps leve entangled, committed
2. Puts limit on what he canget .upper

nibet retum, no more.
3. sefety valve in bid vila.

This lowers int. We need to

4. No risk premium needed when int.quaruunted.
puy,

Note circularity

&. then the
risk of not earning it.

Risk is low - Adelman. But not on

same low rate can be used in scheduling

like royalty.recovery,

5.
recovery. Will not slow
Mathe app.

I surveillance & evaluation .
A

Con

1. Padding & goldplating... Severe enforcement, by monitorj
Makes firm andI think libres

._.reg. utility.
1.

Reasonable

justified ben.
Under recovery long shot acreage. Might be

are many counterventing biams, but dubian

Ring Fenceidea.
3. Same i for all. - tiar

on

longshot aces.aurer.

Cite dates on their lesser une
for wealthier firms.

of credit ratings.



b.: Front-und movery

1

i

Explain. Fast in & out, win. init.
Pro

more

1. assures speed.
2. Reduces goldplating if

leart where easiest to spot, i... direct produs related expenses.
Reducer it most re early carts, hand to evaluate.

(But still leaves cumcuities to evaluate)

No daudling just

depend

hayeto tobect int. pile up.

3. Min. risk

4. Favors leaver firms. Shift payments int
than.

1

no int. is allowed. Reduces it

any system
bout5. Keeps K working in indy. in lour. Smallfirm

on hi cap Humoris.

into future



•The ave , AdValmun changeC.

2

+

Redu

(1-1). habe.Baters wildcat problem? re bias. No Mange.
When one

16

1. Activesputting picklessproblemes

Further adj. wreeded

finds oil is changed.
some oil is easy to find; someis hand.

take most of value, there is noyou
finding, prelease esply

So even this hasn't totally succeededin allowwig for all costs.(Asinhimwithsex hown an ? )=
1.

There is no

from each deposit.?

allowance for

bias, intra-class, ifyoujust take same bite

&
In quil, those hander to find are also harder to

+produce. So avc will be low , - I superior,tre
explu. .than e.g. a royalty. Still Unt perfect

Treated in Sect. ll.

least perceived.
Excess explu. is goldplating, - maybe wont bind, 4

Occurs when no rent is collected



deceptive. Ahi

really is -

+

to

4

Can determine shaver by adjung cap. rate. But that is
rate makes cvc look much higher than it.

of prop

1. M. Shifer propuests to future in

produce; fares change on ex post disclosures.
Trois d'un coup

3 börch one store.

just

K..
5

-2

cap.
like fractional

or

ional assunt.

1. Sottes& Arttec Cures fault of boum by shift;
futures.
12 cures fault of rentals by depending

allowing for hi cast in lower values
4

place for peulding

W.

enhances incentives to

royalties by not varyj w.produvanýj

cunes funts ofprofit shume by allows int. on

ling d'un coup, or
Worth a hand look.V

on what is there

4

Cures funtsof rent-shuig by

5 büds w. one stone .
lovyb. No over incentive for explu .7

at have

Prag wirir rentability
# 7 Kilps plan timing lease sales optly.

Res. est. help planning
10

11. For this fomnition practures ? Leads to minm side.
q tz. Automat, is no Remover risk of changes in mitt i



#

H

10, (cond)
If it. i rises, cap ratevises, base falls, so

lessee continues to earn whet, i; ( du.v.) Perfect budging.
timituky se price risk , I cast risk. All extand

passive risks

-||

-3

n



1.

avc

+

con

1. Not in common use.
But involver common practives.Alta , acceptance,

Vanable rate mortgages

Propty. Fuen.
are yieldsCry are.

sales price contingent a
2

Loans 2 credit rat'is basalon
Indexed contract tied to cal

in commonprofreAppraisal is a

Adelmum , Paschall .

appraisals

bur,

2: Taxes result of explu.11

||so at higher rate). Afor preleaving.. there is still a bid vble
Not allbed- cuts over lexple.. padding

H Cortly
to

produce meam woitly.
I makes it better than royalty.

"wortly to find. This

computen instead of clull

probly worth it.

Still needs adjustment. $ 11.
Choice is.. ) leave some rent

equip
cull pencils.

the,

(& bes, of exempt, orker things, dan

compensates

magnitude.
explu directly.

3
Hi rate, no fudge factors, all decisions more critical.

SaraSam is true when workmen w. dog inste of stion

- calls for careful conted

Jas fizs.on onderd

for buit; 6) Payfor



nibet cap

H

- 2

Hi rate easily maint-eurpd. It helps to use
rate rather than 18 % , same as content

There is small risk

||

fractional assunt.
after State annummer so muchassunkes

can be used.
so

4. Preproduction pigment required.
Leer future stift them abbo; more than royalsies.
But this solver the commitment problem.

esp..
low, wiskless rate

J

1
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ai

8
but touted

"Field operations
Regulation of

TE

ahon Rateof flow

7 When
many.

where

This is true even theprodu, not rate-semutive, to obviate
theexcess costs, which are

trach, same structure, flow reque.needed.
greater waite.

Unitizu, is needed.
Then, decide rateof flow, to max. DCF.

upt.E.g. from Vaul.
Cost not given, but probly mai's
torkonly wil)

have

Opt. flow is insensitive to ;.r.
is also intensitive to AP

Fasier nun max's grass DCF.
keepnet DCF. (To methattheprimple,

It may
P₁i;. be poing (Not insensitive to

but
maybe

to payit..

(That probly
demonstrate)

to 10
& relied on

Kan is semitive to (ar v₁. sp). Highen callfor fasterure.Timeto
P.

I review MER :shid be

slight loss of ult. recov. I minimal consider.
Tradition has elevated it to sole criterion of rate -
MER.

May reflect materialistic outlesk . lnt_is invisible cart,
I relegated to limbs of abstine speck. by those who don't

incluvant

*



Sinte

What gam
produce feuter.vt . tu

b.tu. Unitizu .

eh.
who interest .^

Now, reg.by.State committe.
Lange bunden,

RMP
Au alt, w .sexand advantages: Toeris, seur megunt, district.maut.

small scale produ

& mify by mque adjustments more than
.... grand'scate intu. & rationalizu.

wells mevenly annory thacks, comp. by each perqueente

help,

paysfor

-2 .

obviates

costs imposedon lessee, lower tids.
On old leaser, stud. Largain for paymentfor

business
bypeople

Retain benefitsof

grows, exercised

where most costs are incurred

Cd. also allocate

Drainage agreement w . Feds & Natives needed. RMD approach may
what centeal

que of agency is in charge, Oprs, are in Mase.)

How justify lossofult. ree ? Howjustifyspeed,fou concern.
1. To obviate opening new leaner. Festune domn't

I flow from state, but from provesreserves.
flow from fewer cover.Hedane pd. of K runk.

Get tune
tecture

+ Advantages of dropping MER: & accept'; DC7. Remover

spunion conflict of govt. & bus , acceper bus. criterion on ok.



e.

Conteary.
needs to

Spacing

State landlord has little cit, in wide spucnis.
Exp. on royalty & profit slime,

Seone the

H

-3

7 7 wants

hype up opit's incentive to
apply.

spaning may
MU

Is mainly sumeisme as not offlow.rate

also s ult, recor . Little is published on this.
Recommend ec. study of rate & space, based on

K.

Alt. I know of none, published, -bes. public analysis
has beur premised on min. pluysical warts. I prorating excess

www.
cutzt, den andcapae, to

White we're at it, also looke uite

All Well standards

Is shot in dark. Whenever "standands" are

invoked, raises suspicion someone is going by the
booke. I feeding old formuler rather than sobrewing I
analyzing present crimmstance in its owe terms.
If is may be opp for greatgains, by
fruch analysis.

1

But closer

1

T
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y

Re mitizn.
Rather than joint opu. there ed. be a Pen. Cous. District,

modeled on a WCD, to protect conclative rts. of overlying
landowners.

Irohibit flaning. teens arbitury, but discourages premature
produ Better, why not change royalty on gas fland or vinted. They flaregas in

orderto use crudein toppingplant. They actuallydo it now, lawis abated.
Re MER etc ..

~

Higher oilprice justifies facter recovery, bes. Thereis a

given to APV from producing faster. At higher p, this is a
higher absolute.S. And cost of A wells is the same.

to the higher theprice, thegreater theneed to review MER.

Another.I less precise) way ofviewing this is maintaing
propre, of K & land, as liv. rise.

Spring. In one case,
640 aues

Auche.Times

that's a lot.
reports /min. per well.

ak. pays cast of MER on new leaner,lears, in lower o bich

On old leaves, might negotiate 1 & in return for higher rate.

Need drainage treaty w . Fuck & Comic - Natives



H

Well demity is a big issue
Well

Hers, in wider diameter.
H taking full advantage of them.

11

Recommendation :

| opt. of produ, scheduling
to max.study, de now, of

PV net of costs..
No such study has been clove that I know of.
Conventional approach has been taken, bazal on

or derived from "conditions no longer prevaiting, it
!provate to

#

sulet demand

I
diamèter is a suruller one. u areBut there

MER thinking probly prevents

1

an el.

i
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Acrese reservation

Anreage-shaw.
Result in dramage sales. Alto. has simply carried thisfunther

than others.
Has Ak. had dhaniage sales in Cash In let ?

all adjacent well logs stul. be public.

One success
Leasing 50 % at once seem extravagant. On a structure, sell

one small bear, reserve rest, fint go- round.
may valorize a whole streetime, but one dy hole won't devalorize.

Alto
now lets orig, lesser.

How high? How determined ?

get Crown reserves (for higher royalty) -J.Rod.



q9 Cucreaze num. ( chuberbounding)

1

Main advanture , mir. bunden ofjudgment l
fundsclecision; be suresure State partics, in

State
Orhunvice, arbitrary & capricious; partly cuvoidable,

gets leftovers.



4,10 Undivided interut

Add fillip to Phillips proposal by making hi
bidder the operator. Stimulates higher bidh, as in proxy

#fights.
#
·I·

||
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-#
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PHILLIPS

66 PHILLIPS PETROLEUM COMPANY
BARTLESVILLE, OKLAHOMA 74004

EXPLORATION AND PRODUCTION DEPARTMENT

May 8, 1974

1151

Senator Lee Metcalf
Chairman , Subcommittee on Minerals ,

Materials and Fuel
3110 Dirkson Senate Office Building
Washington , D. C. 20510

Dear Sir:

918 661-6600

S. 3221
Energy Supply Act of 1974

Phillips Petroleum Company supports the overall objectives of the Energy
Supply Act of 1974. They are most commendable and vital to the interests
of the United States . The current energy problem is well recognized.
The necessity for prompt action is vital . The stated purpose of the
bill is to increase energy supplies to the people and make oil and natural
gas resources in the Outer Continental Shelf available as rapidly as possible.

We are concerned , however , about certain directions the Energy Supply
Act of 1974. Much of the bill authorizes action in areas which are al
ready the responsibility of various government agencies . The National
Environmental Policy Act of 1969 is presently handling environmental
impact studies . Enforcement of safety regulations and inspections are
being handled efficiently by the Department of the Interior and the U.S.
Coast Guard . Industry and government is presently conducting extensive
research and development of new oil technology. The duplication of
authorities provided in this Act , and the mandatory studies and reports
required for issuance of a 10-year leasing program will cause a delayed ,
rather than a stepped up program of OCS leasing . The provision for non
confidentiality of information will be detrimental to increased explora
tion studies. A schedule providing for more frequent OCS lease sales ,
and larger acreage sales , can be handled under authorities in the pre
sent OCS Act . We do not recommend passage of the proposed Act .

The bill proposes to change the OCS provision for awarding offshore leases.
If this is to be considered , there are better alternatives than the net
profits proposal contained in this bill . The present OCS Act has led to
extremely high bonus bidding . If it is the intent of Congress to provide
more energy for the United States , bonus bids should be eliminated , or
greatly reduced , so that capital can be directed to an industry explora
tion effort.



Senator Lee Metcalf
Re: S. 3221

Energy Supply Act of 1974
May 8, 1974
Page 2

Offered for your consideration is the following leasing procedure : Pro
vide that bids be made for an undivided working interest in a group of
blocks which cover an entire geologic feature . In this procedure , the
Department of the Interior would call for nominations for groups of blocks
which cover individual geologic features . This would be done much in the
same manner as they now call for tract nominations . Following the re
quired environmental hearings , groups of blocks would be presented to
the industry for leasing . Leases would be awarded to those individuals
or companies who bid the highest per 1% working interest . Parties could
bid for any amount of working interest , but bids would be on a dollar
value per 1% interest . No royalty interest would be retained by the
government . The government would retain a carried working interest and
provide that the bids would be for the balance of the working interest .
For example , consider that in one instance a group of 5 blocks would cover
an entire geologic feature. The government would announce it would retain
a 30% carried working interest in the tract comprised of the 5 blocks ,
and would call for bids for the remaining 70% working interest . Assume
it received the following bids :

Company

A

B

C

D

W.I.
Desired

30%
50%
45%
1%

1152

Company

D

In the above example , undivided working interest in the tract would be awarded
as follows:

W.I.

1%

30%
39%

U.S. Gvmt . 30%
C

Rate
$/1%

100,000

20,000
75,000

150,000

Total Bid
$

3,000,000
1,000,000
3,375,000

150,000

Total Bi

$ 150,000
3,000,000
2,925,000

$ 6,075,000

In the call for bids , notice would be given that the working interest speci
fied by each of the highest bidders would be awarded provided , however , the
interest of the lowest of the high bidders would be redired to
which would balance out to the 100% working interest available to the govern
ment and the high bidders. The notice would specify a standard operating

B
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Senator Lee Metcalf
Re: S. 3221

Energy Supply Act of 1974
May 8 , 1974
Page 3
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contract that would be issued along with the leases. This operating
contract would provide means for an operator to account for monies spent
and received . It would also provide a voting procedure to approve or
disapprove of operating and exploration plans , and expenditures proposed
by the operator. The USGS would select the operator from among the
high bidders . Their selection of an operator would be: first , with
consideration as to proven ability as a prudent and safe operator , and
second , with consideration to that working interest owner who had ac
quired the largest working interest . The advantage of this procedure
would be that it would permit any company , large or small , or any inde
pendent , or individual , to bid for a working interest in a tract. Bids
could be made singly and not necessarily by bidding groups .

The interest of the government would bear no cost of exploration or
development. The money that was received from the high bidders would
be placed into an escrow account to draw interesi ana ve made available
to the operator for the cost of the exploration and development program.
Ir the property was explored and condemned as dry prior to using all the
money placed in the escrow account , the balance would revert to the
government . If the exploration and development pr gram required more
money than that escrowed into the account from the sale of the working
interest , the working interest owners , other than the U.S. , would place
additional funds into the escrow account in the amount estimated neces
sary to continue the approved exploration and development program. Pay
ments to the fund would be in proportion to working interest ownerships ,
excluding the U.S. ownership. The government would have a working inter
est paid for out of the escrowed funds . It would have a call on its
working interest share of the production , which would be subject to normal
operating costs.
If there was insufficient bidding interest to cover the percentage working
interest offered for any tract , the government would have the right to
reject all offers or to offer additional working interests at the rate
specified by the lowest acceptable bidder.

In conclusion , we consider that the Department of the Interior has
ably handled leasing of OCS lands under its present authorities . There
is no need for the provisions of S. 3221 ; rather , its adoption could
result in confusion and problems that would delay early development
of OCS lands . The proposed study for means of financing CCS operations ,

ļ

This timits entry
sich club menshen, but

then returns the

may!



Senator Lee Metcalf
Re: S. 3221

Energy Supply Act of 1974
May 8, 1974.
Page 4
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and the cost of duplicate authorities would use taxpayers ' money that
could better be directed to other national problems . More frequent and
larger sales should be encouraged and can be held under present OCS laws .If, however , a change in the bidding procedure is to be considered , the
one herein described deserves consideration.

JT: p

Very truly yours ,

PHILLIPS PETROLEUM COMPANY

84Acter Parner
Jack/Tarner , Vice President
North America E&P DivisionNorth

1
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(1) Final ideas

The only way indy can recoupforcan recoupfoxe cont of preleaming is
buy leaser at belguinprice. We don't get is free.

It's not very effic._ much duplicn.; He too soon ; I
limited compn.

It's contracted out in purt, & more couldbe.

Indy, buy theinfo, to buy cheap, coid overbiddig ..
State needs info.to avoid underpricingunittrate net holdbadi,

same ageningNot
price,ed. advise all space

emnounce it after sale,so it's like another sealed bid, & AND on mente.I
Big.A in lead time, where vert, intd. Wout kind

front-und load, wore than bonus,
so fur ahead, 4 so mume.

even the lower,
of return, so laye u

risk Li.e. risk of what is there. If it's not
won't find it, however skilled

passive risk li
there

you

Power of

soover is as

accum . wealth is a

better...imptat.as

queduive, lime1.0.

u seade)you

max. here, bes.
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1

H

Alternativer

j.kg.

IT

a
-6 or

Final Ideen,

pre leasing

Open access pre leasing, as now ,

Pro. San''s just

but triple that ber,of comp

Soonerism(ref.Okla,landruch)
2. Depends

1. Max's put. input, free wheeling
highly

motivated

2. Judgmental decisions in hands offut. indly.Morecreative,
firsit's own survey...3. №o many concepts

cost to state ofit:
con. I musme.

1. Wout kind of frontend filtu. Aggravated by
Lave lotery element.

Long
time.

nominations.

on being able to bing below value, get
erdvantage of state 1965 sule, $6m for 90 % ofoil in PB.
Worsened bydeliverypryptyalloy roomnison.

allowance, (over)43

6.5. Vertl, intu , reduces com

puofrom doing it better. Lange puut from doing it sooner.
5.4. Secrery, major

concem of uursts.

Nothing to mortg444.
Unfinancable.

26. Richest depositssists

Competitive edge comes only in

comp .

are easiest to find
in cent. but notPeut of rich is dram off poor,

efficiently .Rick,big elephants ahead of time, in pref,to extensions when ripe.

8.7. X intridy, mixing good risks I bad

48. May lower valueof State land favor.
10.X. State gets in spirit of same queue, rells butstuffknowingly.
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3. May
To

can underdermit.

justify
Thus neglect intensive infillig etc., in pref- for buynig

I atter of over decentralizue.
• head muut tuyet hi rute like 20 %.

more leaves
-||



IF Final,p.3

11,40. Over nomination is woutime to conceal intent..contine

cover at hicost, including confering plannersI uw -sts.tenery

undermotivated. 11. Indags, w/o intd.fümms have to tell to mojon, may be exploated &..
to look for better alter.I

con

4
b . ) Contract explu .

finlus w . To of what they find ( by whatever system is und), but

since elephants find thanare easier to (over)
possumus..

Pro.

H

indy

More
1. Unitize, save mouny. Stute recoups in higten biche

compu. Analogies : Wx, earthquake hergand, navigation aids, Torens, (over)
2. Conted timing, reduce indy. Sem initiative &

demand for early now. State officials have basis forpredict's price, &.
can set their own

3.

Do it once, make public. Reward good

regressivity,

con.

h.v. price.
Use same firm,geo-dater indy,

t

4. Not preclusive,
5. Avoid caveat umptor?

6. Obviates Public Compe, or Civil Sewout doingjob(cover).One is
Dina1. Admits more Breaks into vert.inth.firms.manny •K

Leance firmm put greate premium on foreknowledger, I ove less able to
afford it. Create new intermediate valet, breakes into ajoint in system--8. assumer riskiest

9 .

now hiredby

preclusive is P... analogy doconi's apply.
overpricity.

element
Incentive is there, do good joh,get ups .
secrecy dispelled, for planning uw appraisals.

1. Firms are not used to allowing dine loun



firm, State officiale food info..
weet regularly, report regularly, keep & publishi dute bunk,
advise Commu .

Stute official works w.w. eu,

( Prement roleof Ak. G.S. ? is there one ?)
De but to secure coop.of l565 & Noua

( & D, I, which now doesn't even

7.34)

n.

require lessess to disclone - Juckron Rept

ag, wikt. refort, ag, ext., public luatole, public ecc., soud maps

11

If

:|1

#

Treat h.o.p. as sealed bid, disclose after sale , let thelightin

||

D.E.
comment,
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2. Suller incentives . Might becomce outfor aut's sabre,forget praygolf.
Cd . alleviate by giving perform

bonne,mance ..

based on finds. but upper lim't, to avoid undue
couc. on

big ones, & vinove giveaning, I unevenantedI
I overpayment.

- 4 -

Cd. I no. of concepts by hiring
line shootus. &

stirs them, too 1

hiring extra

Experience shed soon show if officials are

pride of perfor

And door still open to others, if govt. botcher work....

-als are productive Compu....
mance is biz fecutor.

Most worken in indy. I geo-date vidy. also work on fixed wage.

be intuputen, or

1

Variation. Altu , 30% of cort, gets info. after oneyear.
don''t publish before sale,

To
166

impose prior delay rental, of of bonus...
motivate expl. drithing, leave some rent;

Can (but

und



c. Exploratory concessions
Erickson & Turning have propored...

Firm a concession , tern of you.buys
Receiver

apprecised value of findings. State there resells.

puy

-5

Irama proquessively takes back to of amage, changer $3/a-y.
Pro . Same an 0 .O. Note only differences, ifmy

they lin1. Unitizes explu. cum More

2.
Indeps, already existwho do this for indly.

matter how skillfully you

jobs may

skillfully you revide
reduce value.

Some

or

Con.
1. Reward systems difficult. Value -added depurush on luck . No

can't find whatisn't theuer Goodyou

assout. + 15 90!

whole structure

2. Tax due on cup.gain. (Vet.inth, aurids)

(d.) saleof title, subject differential hi AUT

and state reserves vt. tf to explore ; I delegata right
to all others, who receive finden fees.

to

fund

than one

Or self- assunt., subject to loss when others

On sell in smallparcels give finefinder
un ovenide on
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Prutleming

No
iyinin

shift
Delay rental is guil, solution. Set at his level.

to diff. system after discovery.

special putrion under sinismy broproblim

all ex port systempost system lower motive,
ex
ec port system, the greater need of delay rental.
Delay rental accomplisher some good as lower ec pour

chunges, & raises

The better the

& raise m. tos
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To E

H

(But

#

+

-t

? H

State holdback

a) Is

6. Fores

-||

But not

goods

price.
peut of full disclows policy

pre-ernalysis by state
c) Puts DNR m its mettle. exposure ofperformance..

On other hand, undisclosed resu, is like another sealedbid.
bes.if state wins, it willsell again)

Announce before sale?

It stad.be held beneath the dignity ofa sovereign jour,
vected w /powers & immunition, to gull & cheat & sell shoddy

special

w. intent to
defraud.

to

quite,
so, announce after sale, along w. contributing analysis.

Public

Unitize " explu, just like rear.
Other may duplicate & innovate. DNR shid, compensatefor

known stodgines of gove, by recognizing weatures L
a Director of Innovation,

to overcome
tryit

a min. no.
Krueger (Mead) studyshows sealedbiddingraise bids.

requirie ofbids.

Alt, to
publishing, state cd. agree

and share cost of expl.wells.1.



C, 11.
Geo-date firm can bid for rt, to explore a Misel, and to

sell but not toproduce what it finds. Sell to state for
appraised value (or to other buyer who offers more.)

This they do receive value-added. They will bid on I
prospect those mach where they thinkv.a. is to be highest.
This shading things toward better prospects.

Problem: they

#
are biased to shake findings upword. They

Answer: use 3dparty apprañen.both seller & appraises.are

Also give onlyimport atfire, for cestain provedsouver; more laterfor revisiones.
bid

negatively. Is no value tolke in that
They might

unless taxes social costs of later produs.

H

||
11

Katter
says

Find what that means & translate to PV.
the size of oil deposits fits loground

It
$Is argued that DNR benefited from inside info, getting &for

But it alsofailed toget & forgood land -got
a) Why? 69 Open access wd.access wd. have prevented this.

$

Got $bun in a 1965|| or so sale. There

two sales about that time, bringing in 6-10m. 90 % of the
oil was in them. 1969, on strength of that they got 900m

some+for the other 10 % of the oil. They knew wore then (2
bidder knew less). Cite Norguard article, NRJ. ca. 1912,

bad laund, But it alsofailed
$ 6m .

dists.

pointing out how much they lost!
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so let finder have a declining To of valueof find -
(or a fixed max.)

The bigger the structure, the camer to find. This is the a
basic illogicfin using finding as the incentive to search, the
reward for/searching. The easiest job gets the biggest
reward.

The smaller, grubbier structives are bypassed.-- the
strat traps & dolomite reefs. I fault- seated traps.

Prelease su isn't to addvalue landinto aggrez

It is to help finne who do it avoid payingfor worthless land.__
(avoids social cost of cutting in wryplace, too . Inot

dulling in rightplace).
since theproduct is not a value of land, is not

Value is to help lessee dealw. landlord.pay for it.
It only helps bidder if nos.

jums. He bringspressure that.

corpus.

for
Better, landlord does it ones, avoid cuplu.

for landown to

nos, weene limited. He needs toget

a

ak
Ak, pays costof duplicating g &g work, Mrre,of cost is 20% -

to do thework by contrast,8 % rooft. This is too hi price.
give away free, obviate costs, sellfor higher prices.

products.
also avoid caveat emptor. Mifus. text Iguarantee.

Akc. has been selling bad leases puts Ak.in moral

"position of selling saltedgold mine. Also, winning carins.
Connect exploring obriater more ambitions plans forpublic
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the more you gut.
And

In absence of risk-prefening, the moreis known,

it from leaner firms, w. higher.
premium on facknowledge . Hence more comeu.

and more correlation of output I input. "Equity".

youget:

Leergambling.
Breaking into stages, or vertically disintegrating,

advchutzer

in the vertical flow.
important free witts.

intermedicate

It is like creating a free marker at every joint
Vert. intr. clestroys there

which one entry point for

finders. They
whatever means of resale the state uses.

state seller has more

small competition, interlopers who are stape-specialized.
Now, there are many... who work for go majon..
Discitu. lets them operate. then own acct.on

State creater this free wkt. by buying finds from
can receive a % of nesate, oro

as

value basis.

hus

www.
monopromists down the live them small firme do.than

state stul. not on a
buy

memy

per

orroyalty.
(preferably andval, rental)
strength to bayam w.

bl. bain of course, but a
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-M

1. Bonds

· Aminataking

Learing alternatives
disposition

2. Rays lidding
2½. Step& Sliding royalty. on

3. Proper inviare binding. (diametfall cost
4. Rentsharefidding.

5.t1. Checkerboard

lianing. (deductall cost but"K or front m.)rau

including plan cut.).
land

6.tth. Separating she

Ms. Live Hi

2.

8. All

a .3.Jump u
b. Pasid as amunity.

Work Comm mundtmundt

fest

His incentive
You

2. Contract plann
you sum

pay5 % ovenide
State

meet regularly
alastin

intensive study

c. W.aw/o davuuce bonus.

He tell all
explow, and impore



*
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(c)
11 Irospectry

explore sed parcel, pagerent by
But,

cd.
your licques hirssto toam lange ines,thenyou

%o of what he finds.for what he finds a

breat winis stager

hive someone to
value- added....makes no sense.

If youyou.
14
hum

pay
This is all t.

You
bonus from him for

on
promising areas.. Better, let him bid for what to

of appraised value of his findings will be his share? Nog

can get a

so

Bust

commitment.
fout you can't let him the up you land w/o

If he wim bid by bidding
a low To

then he har tatt too little incentive to explore concession.-1

you must set a % ; also min. bones. Then

you cd. couvert bows to work. Provvedial move that wd help

is State is billed direct by workers, from bouns fund
(which cd. be paid in installmenn)." And Miscouage

plating by paying only x% of costs from bonus.

rt, to do this

sovelty mother approach

u

Miscelane sovelt

u

of. Bill writtenby Guy & Culon. Auton advocate staying.Ak
breaks into joint ofthemet.

andet).



Over nominating is routine, to conceal intent.

e, "₁ H. Preleave suryofli
Value- added shave contract wd, nor work, bus, the

value authed by survey is
not in the Al value of land.

It Kway reduce value by establishing absence of
ga..

what to bid on.It's value is in guiching surveyor.
or owner what to ask.

Bidden pay people fixed salaries, I contrado fixedfeer

for this. State shad do same,stul

than a
¡ and guide it towards positive results, stud. he

reward for positive than negative findings.
5 % override.

this moreStill, to make this
**

museum exercise,

higher
Like a

to
USD hasnot required lissees to release info. (.D.I.

Jackon rpt, p. 34). ak. might require bidden to do so, se Fed.
lands adjoing Ak, lands onon which they want to bid.

shotlines

Prelease sumay includes gbg, stratigraphic chilling, gravimethic .

Some indep,s specialize in finding oil, I handling that risk(f
selling for ( gam ?). (p.42, Jackson Ppt)
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C, 11. Info.

'

Make strony casefor publishing pre- leaning info.
See Communelin noter

Zeds, shed, coop more. USGS.
which took ove

waten, Bathymetric, geophysical, magnetic & gravity wap.
are coopig w...D.I.

publishing...

There is also NOAA,
Coast & Geodetic Survey, maps & chain coastal

ak. suid, use NOAA if &if not, do it herself;cam;

ak. presumably does ure Noad in settling manime boundaries,
provides expertise.which Nóca dais

When

"resource assunt. '( but that's not sure

you buyfrom geo-date indy, now, they are used to

requiring confidentiality . State, however can change that. If
access to state

indy. balks, Ak can make it a condition of
lume. (1udy, no doubt likes to sell same info to differentdifferent bugen)

Other caser of publicizing info: Wx. report ; earthquake &flood

hozunde navigation aids; title reach (Torrum): Ag.Extension I
Whitz.; public health; public education.

P.O. anslogy not applicable, bes not preemptios. Other can do it too.
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in..

Re 10.000

Saruble by

frout.
bes...some

explu concession

concessionaire is fixed in time. He puts up
love all, or gain - in 5 years.

up $

que

Open range, freeprospecting, stayingpower is a
can get out alwad of others.firm

Then may

be early

if majors
in hemote places.

Nomination system resembles subdion.to triggered byLaulown

have Lan edge in xpting they wd. favor

is a biggerbigger factor,

may

on balance docuit & news.
Argument : discloring info.

W. blind bidding, state sello badsiste sett bad acreage foracreage for somesome price.. Pinpointing.
reduce sales proceds.(Hayle)

If we have risk preference, 1
the luss is known,

the more you get.. _so?
guess

C,1l /
Discovery royally approace solverproblem of undernstrating

finders tox by reason of small units.
Also, could give finder of

areas to explore any one of which could
Thus set many minds at work independently.

you produing
structure u few yesus head start, to drain sucrounding
land. Thus a "terific incentive for all. Many smäll

get.whide

an er.

prize,andearly.
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11

cost, gets info. after meyear.H.They could publish before sale.

pressive of firm, & lease furt. (Mike C.)||

alta. contiach w.some.w. some

||

IF

·||
#

prelease explorers, picks up 30%

before sale. In practice theygield
to

get
20% ..

Explu, concession. Iran does this. Allowater by negotiations
Tabeer buite 1/4 in 5 1/2 in 10 all non in 12.

Reux $3/a .
you,

Work comm. $1,75/a.
non-produany
(Source ?)

Big imot. in preleaving biases cos, to

of

cos, to buy moreMach

rather than chivelay intensivs maging of what they have,
To 20%

learn, they wount avoid nigul, corum below
must



||

#

Pez & Jules Tileston. 4180 Cambridge

#

"1
Eur.

4. Lossof native cultures

5. Free infer. Bizvalueoffundsonof info. " policy is toforecast
public

eww. impact. Indy, secrecy forters conspiratoried mentality, provoker,paransin
Very littleH for biah clange per se 're indy.concem

t

concerns

1. Commercial fish. Kechamak Bay

2. Community impact. Too much change
3. Loss of small commun. cohesivenes



Reservation of remainder.
C, 12 sale of specified auit.

--|| hunters.

boumn

Buyer pays for stated no. of bbls.
If he can't find them.–at his

HE

If he can find them,
revents to state for resale

screen in t

Other
ways of reserving

many

a) Lessee

Bonuses will be low, entry eary...
Variation : saleof out, ren..of gas.

Benefits - reduce iuvt. value of bouns derived from remote
leavey

firms, screen out

moneyed, opulent, cuitioned, well off)
Leaver vs. vicker firms.

if he maintains pressme

gets

gets it. toto

a baz limit - thatdoesn't stop

expense

his cut .

ar value less K = 4x bonus.

back hisgets

Then wholepropty.

futures,
"fluck" firms, Crick, Wealthy

one well, flowing for 15ye

after lesser produces at 5,000 b/d (from however
he can't take - and turn is 15yrs.any

wello more

c) Lesser can take out whose field value =
No

d ) Acrease shrinks as oit comes in

4 x bonus.
faster than 115 a year.
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7

Reserva. of remainder

tell the rt.

Hupper liume.)

J

to

(On a requessive amic.

limited amt.
Sameas

a

||
#

small ones.-|| product you get
-11.you figure they can't miss big ones, bes, they

fund!

finding
well hund value

a

Royalty works reverse: The buit is the bigfish, & asby
Here, the buitis small, &

are easier to

finder free

state

it.
Sinte offer cuntain volume. Payment depindh

all info. you to State! Bid ulle is
-State bears cost of getting it to

wellbead by selling the find new Lidder, subject

delivery of Xbls (or their wellhead value) to finder.
iden...FinderSimpler idea.

Everything else belongs to State.
gets. first Xkb.free.

This is a fixed fee for any commercial find.



13 access to info.
C₁# Good affices of imi

hi
If base of state theme is field prices, state want to

prins. (Equity partion. Many allow this.)

Ak.
may do well to cled duct w . govt.of communing state.

Cal. ed. face explu, It wants info. which

hold tight I fridge.
on reserves,

Cid val, rental ( QUR) wd. help nation know what its

reserver one, pierce veil of secrecy. Help nat.plamming.
W. this in mind, get nat support for program .

Price determination.
sell in open wikt.
wse this instead.

Akc. shd. take some royalty ait.
If price is above mejor's xfr. price,

helfget

sovereign. justify

Is implut, to avoid juriidu. of FPC. State might do so, being

Calls for intensive study. Might
usein Ok, holding back for breate in

Berware capture of gas by designated

temporary une in "Akc.,
consumus .

lovecock -1
-Moving learn about cout

712.



Choice of a bid variable

Things can be fixed as to.
hirch it to so it makes a natural uble.

Re bonus, there is no

But things can be hitched to bonus: like rental,as to ofbonus.
Bonnn being the natural vble., it tends to rise over time

To combat this, tie it to rental.+
logging

Royalty bid - is what 7.5. doy, foubid a
removed (scaled). BLM bid

you

Unitary bid is handy, butsome

specified rate of exch .

duides which to take.
||

Variable royalty isgood
ex cunte maybe way off.

things

lower

La, taker bidsw. both fouus & royalty varied_-

on

bare to

hump basis.
price per unit

ene combinable

then

at

·

ingul. tracks. Bust it's

$



fid uble

Neceled leftovers.
Ay. for sliding scale needed, & this

to soak
up

Royalty. Any for
makes it slide.

Trouble is, slides on ex aute, not ex

ere Mosen base them on
-H. If sliding royalties

conditions.
H
H

same for profič mane.
Rent shame, no need to slide. Also, novel ideas, wd, Myaway

from uncertainty.
Bonus, hand to set otherany way.

Bork cd, be basedsame for rental.
fixed; but a weak basis..

post.
objective expost

Not a %0

m

If ave is to be bu,H

bonus ar valuation base to

ofanything.
appraisals. I

Problem..... Whatever is vhale. tends to vise over time,
To avoid letting bouns climbs, tie to

Rent han mostgood qualities of bowns, few of its fectings.
rental. 2090, 3390. 10.10.

ure same rate, trauit from
assunt. Might for title classifyfor higher rate.

Otherwise, let rent continue - find cut off point later
than beginning produ, Arbetrung, but so is "begrünung produ ?

"



||

||
#

-H

H

H

Raw acrese, unknown. Participate, contingent bais.
They aren't lokingforsmall nigul. stuff myway.

#

Conditions

Bouns is thedata at its best where measure of deposit has bear
tuben.

H

it

favoring

11

||

one or another



Recommendations.
iOffered Fimary & niftly, tentativelya recewing right to change wurd, subject

to newiefer limeiginy's complex wew field, we all have a lot to leam.
A ate One of the export system

Ex aute good in forestry, bor, there are
Ex needed here.

In all systum,

1

port
take some in bind & weht. to find highestprice , caye that.

1. avc.

reutetff.byprodes,bollegiuires prin,delaysustonappraise.bound based
Contrant explu., pre leaving!

pu

policing is workable.

Obviates paren's acuagefor drainage sales-get it anyway.
recovery

is too much MeaderE.
2. Profit share, w/o int.or forfront and

Compromise armony principles. Royalty.
Rent system an too puddable.
Profic share is less paddable, lunce w.

b

fewer suprises

There is too much of that, is handent to

kickkickoff. Somewhat resemblesa

palice
cost of imputed mit. is underappreciated by most.
paddwig is visible .more

Make it progressive.
banel .

a point system.

Biar is mostlyus. emily K, &
invisible

Payroll

not w. volume but w. nute ofprofic

in curred costs,

bung severehaving

3.. Variable royalty, rate based on objective criteria.

Based on
is

Is like haw's leg.be theass. If one few enough ubles, magle.are vieles
4 7 out ul better hau

putative rat in costs rather than
closer to */.
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-#

5. State inver rubrianted men in

contran explu.
before sales.

41

on wildcat preleasing, release info...

avoid templation

affein of state in

to tumpel successer
Creater biar to shade findings.asas

political football.
Work std. be sober, objective, & nonpolitical.
be temptation to play up successer defensively,defemeively, bes.
will woke heavy attack, emotionen.I highly publicizedI w . an

unfan emotional funge.
Avoid replying in kind. Is an

wore ec. way.

There will

offert to conduct bus.



X

#

A.

+

H

Goldplating, it
H

HI

#

!

Bit.Severance Tax

50% rogulty
short run

Leakaway Loss

·||
It

C. Cash Flow share 80 %

Field wh

7°

Leakauray

Leskoveng

1

Sign up draftsperson.
Gary
Gug

(

can prepare tables
"(

Deadweight
loss

Time

Bendereight



||

H amortu

D " Profit share, depresor allowed, S.L.,10 qu.
36

#
H

1/1

12.

Ľ

Leakage

Cap, recov.
Opg, cost

I

_E!! Amin

+

10

Posible problem here, if op last + Cap Rec. > yieldCost

un recoverable capl. cont

Aria comes

I

But that is a risk the lesse can agree to asume.
can let him recover all furt;Altly,

fini

opy costs

or carryfund.



|

11 Fast
E Peror Amin, then 80 % to||

It

Goldplate

It

===

against

for

[Goldplat
IH

||

ferm

gout



F1 Carry Forward

Day#

-||

+

#
||
H

G& Partnershing, losers are shared

#
#
#||

/

!!

#f
7 4 (

Đ Govt.pays

=

80 % ofun
recoveredagl

Problems: 1) Lessee sees collection problemas alread

2) Invites overim.



H. Since this is learing
on capt, too.

H

||

incentives

We

||

Problem

nor tuxu, firm muit.giet

1) We can't justguarantee that w/o distorting

2) If we don't guaranter it, füms
must allow positive risks, too.

fins

retum

assumer risk, &



Perfavel basis
11

H

-||

||
#|
#

+||

#

#1

#

11
Leakate

:

Cap. Rec. = 10 % of cf.



||

#
1

puts K.

pay State furt, then get
outlays. An On incentive grounds.

pay State so much per year
can

recover peut his eache
money year

fint? bes. then
This is better then letting him get it all back

run out of incenties. My
Also, State loves claim on later produs, isn't taking any

you

risk..

Lessee

He stid

recover outlays.
But he

his & chance to

OL

then

How est. life of wells ? By estg future flows, asby
-also needed for appraised.Veum P..upt.

$2 By allowing only so much I rec./yp. your16

avoid too-fact producing. If well uns day they
can't

recover.


