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

-

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 inadauate revenue.

An alternative is to allow expensing of capital outlays. They would
have 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. lhe
bid variable could be the percentage of land in defined tracts which the
lessee would receive.

6. Separate stage bidding. There would be a three-stage segquence.
First, the right to conduct g & g exploration. ‘he findings would be
publicized and the firm would receive a share of the next sale. Second,
the right to conduct expdoratory 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 recovery
rights.




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.

g. Fixed gquantity bidding. Lessees bid for the right to produce a
predq%mined 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 datz vank:,—Withthis—informaticn the state
Geological Survey might be in the best position to mominate 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 0il 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,
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PHILLIPS PETROLEUM COMPANY
BARTLESVILLE. OKLAHOMA 74004 918 661-6600

EXPLORATION AND PRODUCTION DEPARTMENT
May 8, 1974

S. 3221
Energy Supply Act of 1974

Senator Lee Metcalf

Chairman, Subcommittee on Minerals,
Materials and Fuel

3110 Dirkson Senate Office Building

Washington, D. C. 20510

Dear Sir:

Phillips Petroleum Company supports the overall objectives of the Energy
Supply Act of 1974L. 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 o0il and natural
gas resources in the Outer Continental Shelf available as rapidly as pos-—
sible,

We are concerned, however, about certain directions in 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, Wd, or
greatly reduced, so that capital can be n ustry explora-
tion effort.
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Senator Lee Metcalf
Re: Se 3221
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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
Depart,ment of the Interior would c% 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% woriking interest. Assume

it received the following bids:

W.I. Rate Total Bid
Company Desired $/1% $
A 30% 100,000 3,000,000
B 50% 20,000 1,000,000
c L5% 75,000 3,375,000
D 1% 150,000 150,000

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

Company Wole Total Bid

D 1% $ 150,000

A 30% 3,000,000

c 39% 2,925,000
U.S. Gvmt. 30% O~

$ 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 pronded, however, the




A

o

operating costs.
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Senator Lee Metcalf
Re: S. 3221
Energy Supply Act of 1974
May 8, 1974
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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 % a 2 6 10

be placed into an escrOW ETTOUNt—to-draw interestTHIIvE Made available 71445

to the rator for the cost of the exploration and deVETIOPmMEnt program. W
g h

e property was explored and condemned as prior to using all the
money placed in the escrow account, the balance would revert to the >
government. If the exploration and development program required more T'AWL A(/(MM
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

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 OCS operatioms, |
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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.

Very truly yours,
PHILLIPS PETROLEUM COMPANY

Byﬁﬁ[c’& Y @rauen

Tarner, Vice President
o h America E&P Division
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