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INFORMATION ITEM
Sponsor:
Project number and name or topic:

Walt Wrede
Briefing on the State’s review and
approval process for the Hilcorp /
BP Transaction.

1.
Description of agenda item: Board members have requested a briefing on the
status of the State review of the Hilcorp / BP asset sale.
2.
Why is this item important to PWSRCAC: If this transaction is approved,
Hilcorp will acquire a 48.4% interest in the Trans-Alaska Pipeline system which
includes the terminal in Valdez, a 47.6 % interest in the terminal tankage in Valdez,
and 49.1069% of issued and outstanding shares of the Alyeska Pipeline Service
Company. Hilcorp will have significant influence over budgets, personnel, training,
safety, environmental safeguards, corporate culture, and spill preparedness both at the
terminal and SERVS. This acquisition has the potential to have significant implications
for oil spill prevention and response. PWSRCAC is seeking assurances that equipment,
personnel, commitment to safety, and the resources necessary to prevent spills and
adequately respond if one occurs will remain at current levels or above.
3.

Meeting
Board

Previous actions taken by the Board on this item:
Date
11/15/19

Action
The Board approved the revised comments to the Regulatory Commission
of Alaska on Docket P-19-017, regarding the acquisition of BP Pipelines
(Alaska) Inc, by Harvest Alaska, LLC.

4.
Summary of policy, issues, support or opposition: PWSRCAC has submitted
comments to the Regulatory Commission of Alaska which is currently reviewing the
application and public comments submitted. PWSRCAC’s comments focused upon
process transparency, making financial information available to the public, ensuring
that Hilcorp has the resources to prevent and respond to accidents, and ensuring that
Hilcorp is willing, fit, and able to operate the terminal and SERVS safely. The RCA has
received numerous comments so far. Many comments are consistent with the concerns
and questions raised by PWSRCAC. Other commenters have emphasized things like
Hilcorp’s demonstrated innovation, increased oil production, new jobs, and the
improvements the company has made over the past few years in the areas of job site
safety and regulatory compliance.
5.
Committee Recommendation: The Legislative Affairs Committee recommends
that this topic be one of the PWSRCAC top State Legislative Priorities this year. LAC
recommends that the Legislature conduct its due diligence through hearings,
document requests, independent research, and other prudent steps to assure the
public that this transaction is in the best interest of the State.
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6.

Relationship to LRP and Budget: None.

7.

Action Requested of the Board of Directors: This is an information item only

8.

Attachments:
A. PWSRCAC November 15, 2019 letter to the Regulatory Commission of Alaska
B. December 16, 2019 Department of Natural Resources presentation to the Joint
Senate and House Resources Committees.
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November 15, 2019
Regulatory Commission of Alaska
701 West 8th Avenue, Suite 300
Anchorage, AK 99501
Re:

In the Matter of the Joint Application Filed by BP PIPELINES (ALASKA)
INC. and HARVEST ALASKA, LLC for Approval of the Transfer of
Certificate of Public Convenience and Necessity No. 311 and Operating
Authority Thereunder from BP Pipelines (Alaska) Inc. to Harvest Alaska,
LLC. Docket No. P-19-017

Dear Members of the Regulatory Commission of Alaska:
The Prince William Sound Regional Citizens’ Advisory Council (“PWSRCAC”)
submits the following comments on the Notice of Pipeline Application issued
by the Regulatory Commission of Alaska (“RCA” or “Commission”) on
October 4, 2019,1 and pursuant to 3 AAC 48.654, hereby files its comments
regarding the Joint Application for Approval of Transfer of Certificate of
Public Convenience and Necessity (“CPCN”) No. 311 and Operating Authority
thereunder from BP Pipelines (Alaska) Inc. (“BPPA”) to Harvest Alaska, LLC
(“Harvest”), filed on September 27, 2019 (“Application”). Specifically, these
comments apply to Docket No. P-19-017.
The basis of PWSRCAC’s concerns is the lack of publicly available information
to determine whether Hilcorp and/or Harvest is financially fit, willing, and able
to safely and reliably operate the VMT and associated tankers. PWSRCAC’s
comments, suggested actions, and requests, which are detailed below, focus on
four major areas of concern: (1) operational implications, including those
related to Hilcorp’s history of regulatory noncompliance; (2) adequacy of
resources available for dismantlement, removal & restoration; (3) public access
to information sufficient to assess whether the transfer of operating authority
is in the best interest of the public; and (4) conditions required to ensure the
transfer is in the public’s best interest.
BACKGROUND
BPPA and its affiliates (collectively “BP”) have negotiated a transaction with
Hilcorp Alaska, LLC (“Hilcorp”), under which all of BP’s Alaska-related assets
and interests, including those in the Trans Alaska Pipeline System (“TAPS”),
will be transferred to Hilcorp or its affiliates. As part of the transaction, the
Standard Oil Company is selling its entire stock ownership interest in BP
As supplemented by notice issued October 23, 2019, extending the deadline for
submitting comments on the applications to November 15, 2019.
1
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Exploration (Alaska) Inc. to Hilcorp. In conjunction with the proposed transaction,
BPPA and Harvest Alaska, LLC (“Harvest”), a wholly-owned subsidiary of Hilcorp, have
filed a joint application for approval of the transfer of the following assets and
interests to Harvest: (1) BPPA’s RCA issued CPCN No. 311 for the operation of BPPA’s
interest in TAPS, and (2) BPPA’s entire interest in TAPS.
PWSRCAC is an independent nonprofit corporation whose mission is to promote
environmentally safe operation of the Valdez Marine Terminal (“VMT”) and associated
tankers. PWSRCAC is guided by the Oil Pollution Act of 1990 (“OPA 90”) and its
contract with Alyeska Pipeline Service Company (“Alyeska”). PWSRCAC’s 18-member
organizations are communities in the region affected by the 1989 Exxon Valdez oil
spill, as well as commercial fishing, aquaculture, Alaska Native, recreation, tourism,
and environmental groups and the Alaska State Chamber of Commerce. PWSRCAC is
certified by the United States Coast Guard as an alternative voluntary advisory group
for Prince William Sound under 33 U.S.C.§ 2732(o) of OPA 90,2 along with other
provisions of OPA 90, which provides for the PWSRCAC to review, study, monitor, and
thereby offer advice and recommendations regarding the activities of terminal
facilities including the VMT and crude oil tankers in the Prince William Sound region.
Accordingly, the financial and organizational capacity of Hilcorp and/or Harvest to
properly resource VMT and tanker operations and to prevent and respond to oil spills
and other safety or environmental incidents is of critical importance to the citizens of
PWSRCAC’s region.
The Application, if granted, will result in the transfer of operational control over TAPS
from one of the world’s largest and most well-resourced oil companies to a mid-sized,
privately held company with no record of successfully and safely operating
comparable facilities. The RCA’s decisions concerning whether to approve and what
conditions are required for approval of the Application will affect the development of
Alaska’s resources for the foreseeable future.
Hilcorp and/or Harvest has requested a waiver of the requirement to provide audited
financial statements under 3 AAC 48.625(a)(7)(B). PWSRCAC has concerns whether
Hilcorp and/or Harvest are financially fit, willing, and able to safely and successfully
operate the VMT and associated tankers, and recommends and advises Hilcorp and/or
Harvest be required by the RCA to show it has the financial capacity to safely,
successfully, and reliably operate the assets being acquired.
Further, as private companies, Hilcorp and/or Harvest have no ongoing obligation to
publicly and periodically disclose audited financial statements. If the RCA determines
they are fit, willing, and able to perform at the time of the Application, PWSRCAC
further recommends and advises Hilcorp and/or Harvest be required to annually file
with the RCA audited financial statements that would be available to the public. This
periodic and public financial reporting obligation will ensure a similar level of
transparency as has existed with BP and would further ensure Hilcorp and/or Harvest
remain fit, willing, and able to perform during the entire period of their ownership of
TAPS.
TAPS is one of the largest and most strategically important pipeline systems in the
world and is the exclusive means of transporting Alaska North Slope (“ANS”) crude to
Valdez, Alaska for further transport to market. Any disruption to the operation of the
2
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VMT or the ability to respond to an oil spill like the Exxon Valdez would devastate the
citizens and communities PWSRCAC is authorized and mandated by law to help
protect through its monitoring and advising of industry and regulators.
In light of the importance of TAPS to Alaska and its citizens, and the nature of Hilcorp
and/or Harvest and its affiliates as operators, the PWSRCAC recommends and advises
that the RCA should open a docket to fully examine the implications of the proposed
transfer of operating authority as well as establish conditions that ensure the transfer
is in the “best interest of the public.”3
COMMENTS
A.

Operational Implications

The TAPS, including the VMT and tanker loading and escort operations, is operated by
Alyeska, which is a jointly owned company created by the TAPS Carriers4 and is
directly responsible for all TAPS maintenance, operations, legal, accounting, and
personnel activities. PWSRCAC’s understanding is that Alyeska does not directly deal
with shippers or collect tariff revenue, and receives all of its funding through cash
calls from the TAPS Carriers.5 BPPA6 is the largest of the TAPS Carriers and, as such,
may have greater influence (i.e., holds effective veto power) over Alyeska management
decisions, which directly impact operations at the VMT and associated tanker
operations. Accordingly, Hilcorp’s acquisition of BP’s interest in TAPS will give Hilcorp
and/or Harvest de facto control over Alyeska management decisions and operations.
BPPA has provided strong leadership in the implementation of safety, maintenance,
environmental, and quality assurance programs throughout its tenure as a TAPS
Carrier. With the implementation and maintenance of these programs, VMT and tanker
operations have rarely been disrupted and have resulted in relatively few
environmental or safety incidents.
Assurance that the integrity of operations, maintenance, and environmental safety of
the VMT and associated tanker operations is critical. The PWSRCAC advises that
Hilcorp and/or Harvest should be required by the RCA to show it has the operational
and financial capacity to continue to support safe operation of the VMT and associated
tankers. Comments by Hilcorp representatives assert that Hilcorp and/or Harvest
intends to reduce operating costs, which would likely adversely impact funding for
programs and personnel dedicated to safety, maintenance, and quality control for the
VMT and associated tankers.
The PWSRCAC is concerned over Hilcorp’s documented track record of significantly
reducing operating costs. This is a particular concern in light of its history of
regulatory noncompliance7 and safety and environmental incidents, which include the
AS 42.06.305.
The TAPS Carriers are currently BPPA; ConocoPhillips Alaska Transportation Inc. (“CPTAI”);
ExxonMobil Pipeline Company (“EMPCo”); and Unocal Pipeline Company (“Unocal”), which has filed an
application with the Commission to transfer Unocal’s ownership in TAPS to BPPA, CPTAI, and EMPCo
(Docket P-19-018).
5
See Re BP Pipelines (Alaska) Inc., 146 FERC ¶ 63,019 at n.8 (2014).
3
4

6
BPPA’s current ownership interest in TAPS is 48.4410 percent of the Pipeline and 47.5881 percent
of the VMT tankage. (Application at 1, n.1).
7
See Exhibit A, AOGCC Notice of Proposed Enforcement (November 12, 2015) at 5 (“The disregard
for regulatory compliance is endemic to Hilcorp’s approach to its Alaska operations.”); (continued p 4)
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death of an employee in 2018, the “near deaths of three rig personnel” in 2015,8 and a
2017 gas leak in Cook Inlet that remained unrepaired for over four months while it
leaked roughly 100,000 cubic feet of natural gas per day.9 More recently, Hilcorp is
reportedly responsible for a 302-gallon crude oil spill on August 3, 2019, and a 126gallon crude oil spill on October 20, 2019.10 According to Alaska Department of
Environmental Conservation records, over the course of its operations in Alaska, which
began in 2012, Hilcorp is responsible for over 90 crude oil spills or discharges11
(emphasis added).
If Hilcorp and/or Harvest were to operate the VMT and associated tankers in the same
manner as its other oil and gas facilities, PWSRCAC would be concerned that
operations at the VMT would be exposed to an unacceptable risk of safety and
environmental issues in addition to interruptions to service. The PWSRCAC advises
that Hilcorp and its affiliates’ records of regulatory noncompliance and
disproportionately high number of safety and environmental incidents while operating
gas and oil production and transportation systems much smaller than TAPS warrants
heightened Commission scrutiny of the Application and the imposition of conditions
that ensures Hilcorp/Harvest will safely and reliably operate the VMT and associated
tankers. Alaska and its residents should not be subjected again to the trauma and
economic and environmental injury of a major oil spill because of the RCA agreeing to
unacceptably high risks from such noncompliance and a high number of safety and
environmental incidents without remedial action by the RCA.
B.

Dismantlement, Removal & Restoration Implications.

In addition to the operational and safety implications discussed above, the Application
also involves the Dismantlement, Removal and Restoration (“DR&R”) obligations of
Hilcorp and/or Harvest and BPPA. According to the Application, BPPA will retain all of
its DR&R obligations and the expenses incurred in relation to those obligations.12
PWSRCAC is concerned whether the RCA will have jurisdictional authority over BPPA to
ensure that the funds to complete DR&R are available at the end of TAPS economic life
at the time DR&R obligations become due. Ensuring that adequate resources are
available for DR&R purposes is essential to protecting the interests of the Members of
the PWSRCAC and the public at large. Accordingly, PWSRCAC recommends that the
RCA require additional assurances from both BPPA and Hilcorp/Harvest regarding the
duty to maintain sufficient funds in escrow or otherwise available to fully complete
DR&R responsibilities and obligations.

See Exhibit B, AOGCC Decision and Order No. 80 (April 10, 2013) at 3 (“The aggressiveness with which
Hilcorp is moving forward with operations appears to be contributing to regulatory compliance issues.
Since Hilcorp commenced rig work in Alaska in April 2012, AOGCC Inspectors have observed rig crews
unable to perform required BOPE component tests, rig crews not trained in use of well control
equipment, and rigs with missing required equipment. Hilcorp’s compliance history from April
through December 2012—including this enforcement action—shows 13 separate enforcement actions
of varying severity since April 2012.”).
8
Exhibit A at 4.
9
https://dec.alaska.gov/spar/ppr/spill-information/response/2017/04-hilcorp/.
10
https://dec.alaska.gov/Applications/SPAR/PublicMVC/PERP/SpillDetails?SpillID=64071
11
https://dec.alaska.gov/Applications/SPAR/PublicMVC/PERP/SpillSearch (Hilcorp spill data is
available via this search mechanism).
12
Such BPPA-retained DR&R obligations do not include those required or incurred as a result of
modifications made to TAPS after the BPPA-Harvest transaction is completed.
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C.
The RCA Should Require Public Access to Information Sufficient to Assess
Whether the Transfer of Operating Authority is in the Best Interest of the Public.
In order for the RCA to determine whether the transfer of operating authority to
Hilcorp/Harvest is in the “best interest of the public,”13 commenters should have the
full opportunity to review financial and operational information necessary to make
meaningful comments. Specifically, the PWSRCAC advises and recommends to the RCA
that Hilcorp and its affiliates be required to publicly provide detailed information
regarding:
(1) Hilcorp and/or Harvest’s financial capacity to properly resource operations
and respond to oil spills or other environmental and safety incidents;
(2) Hilcorp and/or Harvest’s proposed plan for delivering North Slope crude oil
to the West Coast including whether it will use the tanker fleet previously under
contract to BP;
(3) Hilcorp and/or Harvest’s plans and policies to ensure that proper safety,
maintenance, and quality assurance programs will continue during and after the
transition of operational control;
(4) Hilcorp and/or Harvest’s estimates for increased throughput and plans to
accommodate such increases; and
(5) Hilcorp and/or Harvest’s proposed staffing levels and analysis of proposed
operating cost reductions.
Because Hilcorp and its affiliates’ financial information has not been made available to
the public, at this time, there is no mechanism for PWSRCAC or any other interested
member of the public to review Hilcorp and its affiliates’ information to ensure and
verify financial and operational capabilities.
Absent Hilcorp and its affiliates’ actual financial and operational plans, it is impossible
for the public to adequately assess whether transfer of operating authority from BPPA
to Hilcorp and/or Harvest is in the best interest of Alaska or to identify and make
informed judgments about appropriate terms, conditions, and limitations required to
ensure that it is. Accordingly, PWSRCAC advises and recommends that the RCA require
Hilcorp to produce the financial information discussed in these comments and that the
public have access to that information to ensure that its best interests are adequately
protected.
D.
The RCA Should Require Terms and Conditions Sufficient to Ensure the
Transfer of Operating Authority is in the Public’s Best Interest.
Under AS 42.06.305, a regulated pipeline’s operating authority may not be transferred
without the prior approval of the Commission; and, additionally, the Commission’s
decision on an application to transfer a controlling interest of a pipeline carrier
holding a CPCN, such as requested in the Hilcorp and/or Harvest/BPPA Application,
“shall be based on the best interest of the public.” The Commission has the authority
under AS 42.06 to prescribe such requirements as are necessary for the safety,
accommodation, and convenience of the public and a pipeline’s users14 and to place
13
14

AS 42.06.305.
AS 42.06.310.
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terms and conditions on the transfer of operating authority sufficient to ensure that
the best interest of the public is protected.15
In 1999, when BP and ARCO proposed to merge their Alaska assets, including
ownership in TAPS, there was a Charter for Development of the Alaskan North Slope
that was entered into between the State of Alaska, BP, and ARCO16. The State of Alaska
had determined that its support of this merger was contingent upon certain
conditions, including but not limited to, environmental and community commitments.
Commitments were related to management and operations, including providing a safe
environment; maintaining training and qualifications for personnel; and facility and
vessel operations, maintenance, and management procedures, among other things.
PWSRCAC advises that additional protections, using the State of Alaska’s 1999 as an
example, should be identified as conditions contingent upon the proposed transfer to
maintain programs, personnel, and resources to safely and reliably operate the VMT
and associated tankers.
PWSRCAC recommends that the RCA invoke its regulatory powers to:
(1) set a specific reasonable time frame for the filing of petitions of interested
persons to intervene into this proceeding;
(2) permit interveners to participate in an evidentiary process to establish a
complete record in this proceeding;
(3) establish conditions for approval of the Application consistent with the
recommendations set forth in these comments and specifically incorporating
those conditions suggested in the State of Alaska’s 1999 Charter for
Development of the Alaskan North Slope relating to ongoing obligations to
maintain programs, personnel, and resources to safely and reliably operate the
VMT and associated tankers;17 and
(4) require that Hilcorp and its affiliates and BPPA maintain and annually
publicly report audited financial statements to demonstrate financial resources
sufficient to respond to environmental and safety issues and potential
catastrophes and to satisfy DR&R responsibilities.18
CONCLUSION
Hilcorp and/or Harvest’s proposed acquisition of BPPA’s interest in TAPS and the
conditions associated with this acquisition have wide-ranging implications that are of
crucial importance to the safe and reliable operation of the VMT and associated
tankers that transit Prince William Sound. Accordingly, the PWSRCAC recommends that
AS 42.06.140 (Providing the RCA the authority to place “necessary and reasonable terms,
conditions and limitations” on permits for oil pipeline facilities.).
16
See Exhibit C: 1999 Charter for Development of the Alaskan North Slope between the State of Alaska,
BP and ARCO.
17
See, e.g., the Commission’s analysis of TAPS Carriers demonstrating “by their past performance
and current standing with the Commission that they, with support of their corporate parents, have the
required expertise and financial fitness to provide common carrier pipeline service on TAPS.” Re Mobil
Alaska Pipeline Co., Order P-00-007(1) at 5-6 (Mar. 19, 2001) (emphasis added).
18
Such protections should include mechanisms for the enforcement of BP’s DR&R obligations,
including those owed to the public for over collection of DR&R funds.
15

Page 6 of 8

400.105.191115.RCAbpHarvest

the RCA require production of the information identified in these comments and allow
intervening parties to participate in a hearing to fully develop a record. The view of the
PWSRCAC is that only upon analysis of a full record can the RCA fully meet its
regulatory duty to determine whether the transfer of operating authority for Alaska’s
single most important infrastructure system is in the best interest of the public and
what terms and conditions are required to ensure the safe and reliable operation of the
VMT and associated tankers.
Alyeska Pipeline Service Company, in particular its Ship Escort/Response Vessel
System, is recognized as a world-class oil spill prevention and response system. Any
actions that would diminish safeguards put in place after the 1989 Exxon Valdez oil
spill would be viewed unfavorably by PWSRCAC and the entities and communities that
are members of this organization and would not be in the best interest of the public.
The PWSRCAC recognizes the serious challenges that the RCA has before it regarding
the Application and stands ready to offer further comments as the RCA works to
responsibly consider and act upon the Application, Docket no. P-19-017.
Thank you for your consideration of these comments.
Sincerely,
Robert Archibald, President of
PWSRCAC and Executive Committee
Member, Representative from the City
of Homer

Amanda Bauer, Vice President of
PWSRCAC and Executive Committee
Member, Representative from the City
of Valdez

Wayne Donaldson, Treasurer of
PWSRCAC and Executive Committee
Member, Representative from the City
of Kodiak

Thane Miller, Executive Committee
Member-at-Large, Representative from
the Prince William Sound Aquaculture
Corporation

Bob Shavelson, Secretary of PWSRCAC
and Executive Committee Member,
Representative from the Oil Spill Region
Environmental Coalition

Rebecca Skinner, Executive Committee
Member-at-Large, Representative from
the Kodiak Island Borough

Peter Andersen, Executive Committee
Member-at-Large, Representative from
the Chugach Alaska Corporation

Patience Andersen Faulkner,
Representative from Cordova District
Fishermen United
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Robert Beedle, Representative from the
City of Cordova

Michael Bender, Representative from
the City of Whittier
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Rob Chadwell, Representative from the
City of Seward

Dorothy Moore, Representative from
the City of Valdez

Mako Haggerty, Representative from the
Kenai Peninsula Borough

Roy Totemoff, Representative from
Tatitlek Corporation and Tatitlek IRA
Council

Luke Hasenbank, Representative from
the Alaska State Chamber of Commerce

Michael Vigil, Representation from
Chenega Corporation and Chenega IRA
Council

Conrad Peterson, Representative from
the Kodiak Village Mayors Assn.

Kirk Zinck, Representative from the City
of Seldovia

Enclosures:

Exhibit A: November 12, 2015 Alaska Oil and Gas Conservation
Commission notification of proposed enforcement action
Exhibit B: April 10, 2013 Alaska Oil and Gas Conservation Commission
Decision and Order
Exhibit C: December 2, 1999 Charter for Development of the Alaskan
North Slope

Cc:

The Honorable Mike Dunleavy, Governor of Alaska
Honorable Members of the Alaska State Senate, 31st Alaska State Legislature
Honorable Members of the Alaska House of Representatives, 31st Alaska State
Legislature
Rich Novcaski, Vice President and Pipeline Manager
Harvest Alaska, LLC
3800 Centerpoint Drive, Suite 1400
Anchorage, Alaska 99503
rnovcaski@harvestmidstream.com
Michael S. McLaughlin
Guess & Rudd P.C.
1029 West Third Avenue, Suite 400
Anchorage, Alaska 99501
mmclaughlin@guessrudd.com
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THE STATE
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Alaska Oil and Gas
Conservation Commission

GOVERNOR BILL WAL KER

333 We st Seventh Avenue
Anchorag e, Alaska 99501-3572
Main: 907.279 .1433
Fax: 907.276.7542
www.oogcc.a laska.gov

November 12, 2015
CERTIFIED MAIL RETURN RECEIPT REQUESTED
7015 0640 0006 0779 5982
Mr. David Wilkins
Senior Vice President
Hilcorp Alaska, LLC
3800 Centerpoint Drive, Suite 1400
Anchorage, AK 99503
Re:

DocketNo. OTH-15-025
Failure to Notify of Changes to an Approved Permit
Failure to Maintain a Safe Work Environment
Hilcorp Rig ASRI
MPU J-08A (PTD 1991170)

Dear Mr. Wilkins:
Pursuant to 20 AAC 25.535, the Alaska Oil and Gas Conservation Commission (AOGCC)
hereby notifies Hilcorp Alaska, LLC (Hilcorp) of a proposed enforcement action.
Nature of the Apparent Violation or Noncompliance (20 AAC 25.535(b)(l)).
Hilcorp has violated the provisions of20 AAC 25.507 ("Change of an approved program") while
performing workover operations with Automated Service Rig #1 (ASRI) at Milne Point Unit
(MPU) well J-08A. Hilcorp has also violated the provisions of 20 AAC 25.526 ("Conduct of
operations") by failing to follow "good oilfield engineering practices" during those workover
operations. In addition, Hilcorp has violated the provisions of 20 AAC 25.285 ("Secondary well
control for tubing workover operations: blowout prevention equipment requirements") by failing
to report blowout prevention equipment test results within five days.
Basis for Finding the Violation or Noncompliance (20 AAC 25.535(b}(2)).
Hilcorp ASRl commenced workover operations at MPU J-08A on September 24, 2015. Sundry
approval 315-527 dated August 31, 2015 authorized Hilcorp to pull a failed electric submersible
pump (ESP) and rerun a new ESP completion. As part of the workover procedure, a fill cleanout
step was included prior to running the new ESP and 2-7/8-inch production tubing. Only
seawater was referenced in the sundry work procedure for the planned fill cleanout. Daily

Exhibit A
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reports for September 24-25, 2015 show the following well work was completed in preparation
for the fill cleanout: ESP completion had been removed; a fill cleanout string was run in the well
to 6535 feet measured depth consisting of 3395 feet of2-3/8-inch workstring and 3140 feet of27/8-inch tubing; the annular preventer was closed on the 2-7/8-inch tubing; equipment was
rigged up to perform the fill cleanout. The fill cleanout began pumping operations at 2:30 am on
September 25, 2015.
Hilcorp notified AOGCC on September 25, 2015 of an incident at MPU J-08A which occurred
earlier that day while performing a well cleanout with nitrogen. The incident was described as
follows:
three ASRI personnel were reported to have been "overcome by something" in the
enclosed mud trailer 1 and were evacuated from the rig;
well status is shut-in;
a safety shut down has been imposed on the rig;
fluid returns from the well cleanout operation were designed to flow to outside tanks
staged near the well;
investigation is underway.
An AOGCC Inspector was sent to the location on September 25, 2015 to gather information
about the workover operation and incident. Upon arrival he interviewed Hilcorp's Wellsite
Manager and others, checked records, observed how equipment was staged at the location, noted
the position of choke manifold and blowout preventer stack valve positions, and attempted to
determine the flowback piping arrangement from the well to the storage tanks (external and
inside the mud trailer). The intended fill clean out approach was described to the AOGCC
Inspector as pumping nitrogen and seawater to displace the well followed by 100 barrels of
seawater pumped in two SO-barrel increments. 2 The Inspector's review of the ASRl rig files
confirmed that the work procedure was the same as was attached to the AOGCC's approved
sundry. There was no written procedure available at the location that detailed the fill cleanout
operation. Reports show that Halliburton finished pumping the nitrogen at 6:30 am September
25, 2015 and was released from the location before the AOGCC Inspector arrived. The AOGCC
Inspector was also told the three injured workers had been evacuated from the location for
further medical evaluation and had been released to go back to work.

1

ASRI mud trailer is a fully enclosed module consisting of mud tanks, fluid management equipment, and mud
pumps. Mud tanks are housed in a separate from the choke and kill manifolds. A gas buster was also located inside
the mud trailer with gas vent piped through the roof to outside.
2
The well cleanout was designed to pump down the tubing-casing annulus with return flow to surface up the tubing
(workstring) to an external flow back tank. Records of the cleanout operations indicate 200,000 standard cubic feet
of nitrogen were pumped on 9/25/2015 (Halliburton Job Log #902780922) and that was mixed with 207 barrels of
8.5 pounds per gallon seawater (Hilcorp's Comprehensive List ofCauses; Incident Investigation Events Sequencing
Chart). Hilcorp reports that the first 50-barrel seawater pill was successfully pumped (Hilcorp's Internal Incident
Investigation). Unexpected pressure was encountered after pumping approximately 4 barrels of the second SO-barrel
seawater pill causing rig personnel to shut down the pumping operation, and realign the flow path to bleed pressure
from tubing-casing annulus of MPU J-08A. Records show the flow path was adjusted to allow the returning well
bore fluids to flow through the choke manifold valves, gas buster and finally to tanks all within the enclosed mud
trailer (instead of bleeding to the exterior tank).
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AOGCC notified Hilcorp by letter dated October 2, 2015 that it was investigating whether rig
workover operations at MPU J-08A comported with the regulations. Information requested in
the AOGCC letter was provided by Hilcorp on October 6, 2015. A second AOGCC request for
information dated October 8, 2015 was responded to by Hilcorp on October 9, 2015. Hilcorp
initially provided process and instrumentation diagrams for the fill cleanout of MPV J-08A on
October 2, 2015. Diagrams that more accurately show the flow path for fluids pumped into and
fluids returned from the well were provided on October 26, 2015.
Hilcorp ASRl was equipped with a gas buster located in the enclosed mud trailer above the mud
tanks. A gas buster is a simple separator vessel used to remove free or entrained gas from fluids
circulated in the wellbore, such as mud used during drilling operations. The gas buster typically
comprises a vessel containing a series of baffles with a liquid exit on the bottom and a gas-vent
line at the top of the vessel.3 Investigation revealed that the gas buster dump valve was left open
during the MPU J-08A workover. The open valve provided a flow path for the nitrogen in the
return fluids to enter the enclosed mud trailer and displace oxygen to a deadly level.4• 5
Changes to an Approved Permit. Per 20 AAC 25.507 an operator may not undertake a change to
an approved program or activity without AOGCC approval. Paragraph (a) of 20 AAC 25.507
further describes the information that must be submitted to AOGCC. To make a change, the
well's current condition and proposed change must be provided to AOGCC for review and
approval. Sundry 315-527 did not authorize the use of nitrogen for a cleanout out of MPU J08A. As part of AOGCC's information gathering related to MPU J-08A, Hilcorp states that the
use of nitrogen for a fill cleanout is a contingent plan executed only if well conditions warrant.6
Good Oilfield Practices. The hazards associated with the commercial uses of nitrogen are well
documented and readily available. 7 Safety training programs and standardized safety procedures
·required for working in North Slope oilfield operations emphasize not only the hazards
represented by nitrogen but also the good oilfield operating practices that should be employed
when nitrogen is part of a work activity. 8•9 Hilcorp failed adequately to identify the hazards, to
assess the hazards, and to implement actions to mitigate the hazards, and in doing so failed to
maintain a safe work environment during the fill clean.out operations. AOGCC notes the
following deficiencies to good oilfield practices:
failure to engage in the formal hazards identification (process facilitated by
hazards/risk experts) integral to the work planning process, including assessing the
risks of using nitrogen in a fill cleanout on ASRI;
3

Schlumberger Oilfield Glossary; http://glossarv.oilfield.slb.com; device is also commonly referred to as a "mud
gas separator'' or a "poor boy degasser"
4
U.S. Chemical Safety and Hazard Investigation Board, Safety Bulletin No.2001-lO·B, Hazards ofNitrogen
Asphyxiation; June 2003
s North Slope Training Cooperative, Range of0 2 Levels
6
Hilcorp correspondence dated October 9, 2015
7
U.S. Chemical Safety and Hazard Investigation Board, Safety Bulletin No.2001-10-B, Hazards ofNitrogen
Asphyxiation; June 2003
8
North Slope Training Cooperative, Range of 02 Levels
9
2014 Alaska Safety Handbook; adopted by Hilcorp for North Slope operations (October 6, 2015 letter from
Hilcorp to AOGCC)
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failure to identify and implement safeguards to ensure personnel safety in the event of
a nitrogen release for the fill cleanout operation;
failure to provide and make available at the rig a detailed procedure for performing a
fill cleanout with nitrogen including requirements for verification of the integrity of
all barriers in the flow paths for wellbore fluids returning to surface during the fill
cleanout operations;
failure to have in place a robust "Stop Work Authority" that was clearly understood
and readily implemented by ASRl;
failure to provide a documented process for assessing and managing changes to
approved sundries that potentially introduce new hazards or increase risk of existing
hazards during a rig workover.
Documentation of the job safety analyses reference the potential for an oxygen-deficient
environment; the only mitigation identified was avoidance ("stay away from lines"; "stay away
from nitrogen clouds"; "keep out of N2 areas"). Job safety assessments conducted on ASRl were
not comprehensive enough to address the entire fill cleanout process (pumping nitrogen and
seawater, and flowing back the wellbore fluids). The near deaths of three rig personnel indicate
the job safety analyses and Hilcorp's oilfield practices were woefully inadequate to address
nitrogen-related hazards and the controls necessary to prevent an exposure incident.
The deficiencies noted above led to decisions based on assumptions rather than facts. The lack
of audible gas alarms was interpreted by those assigned to work in the enclosed tank trailer as
establishing the absence of any gas hazard (gas detection system capability was not understood).
Despite symptoms from the initial exposure to the oxygen deficient atmosphere in the enclosed
mud trailer, the same affected personnel returned to the trailer without talcing appropriate
precautions (testing the space with appropriate gas monitoring equipment). Exposure to the
oxygen-deficient environment- which occurred because of the release of nitrogen from the open
gas buster dump valve (valve position unknown) - resulted in three rig personnel losing
consciousness. The events associated with subsequent entry into the oxygen-deficient space
would have been fatal for three ASRl personnel except for one worker's good fortune to
collapse into the fresh air environment outside of the enclosed trailer. Exposure could have been
prevented.
The job safety analysis is just one component of the larger commitment of a safety and health
management system that are part of good oilfield practices. 10 Responsibility for assuring rig
operations comply with good oilfield practices rests with Hilcorp management and engineering
staff.
Blowout Prevention Equipment Testing. Hilcorp ASRI blowout prevention equipment was
tested on September 24, 2015 representing the initial test after rigging up on MPU J-08A.
AOGCC witness of the blowout prevention equipment test was waived. By regulation, blowout
prevention equipment test reports must be provided to AOGCC within five days after completing
the test. AOGCC received the required test report three days past due on October 2, 2015.
10

OSHA 3071, Job Hazard Analysis; U.S. Department of Labor, Occupational Safety & Health Administration
(2002 Revised)
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The MPU J-08A violations are neither isolated nor innocent and are emblematic of ongoing
compliance problems with Hilcorp rig workover operations. Hilcorp's compliance history in
conducting hydrocarbon development activities in Alaska includes ongoing failures to obtain
necessary approvals; failures to install, maintain, and test required well control safety systems;
failures to perform required tests; and use of equipment that is unsuitable for the operating
environment. Recent examples of noncompliant activities include:
1) Rig Operations with Failed Gas Detection System - On September 4, 2015 AOGCC sent
a notice of investigation to Hilcorp questioning the decision to pull the tubing hanger off
its seat in MPU F-96. Activities leading up to this were marked by operational problems
and system faults in the gas detection equipment, culminating in the system failing to
operate properly during performance testing of the blowout prevention equipment on
August 4, 2015. Hilcorp notified AOGCC and stated the rig -Hilcorp ASRl -would not
pull the completion until the gas system was operational". Less than one hour after
providing that notice to AOGCC, Hilcorp made the decision to test if it was possible for
ASRl to pull the completion. Hilcorp's unapproved experiment successfully lifted the
tubing hanger off seat and confirmed the rig's inability to pull the completion to surface.
This was done in violation of AOGCC regulations (operating without approval;
compromising a barrier that is in place to prevent the release of wellbore fluids from the
well).
2) Other Hilcorn Rig Workovers Employing Nitrogen Well Cleanouts - A review of well
workovers performed at MPU by Hilcorp-operated rigs reveal three wells that have
performed fill cleanout operations using nitrogen without AOGCC approval. The
disregard for regulatory compliance is endemic to Hilcorp's approach to its Alaska
operations and virtually assured the occurrence of the incident at MPU J-08A. Hilcorp's
conduct is inexcusable. 11
3) Failure to Report Use of Blowout Prevention Equipment - A rig workover performed
with Nordic 3 in early May 2015 encountered the well flowing after running a packer in
MPU I-03. The Weekly Operations Summary reports that the well was shut in and well
pressures were monitored while waiting on additional fluid to kill the well. No report
was filed with AOGCC describing the use of blowout prevention equipment to prevent
the flow of fluids from the well. No record exists of Hilcorp testing the blowout
prevention equipment that was used. 12

Proposed Action (20 AAC 25.535(b)(3)).
On October 1, 2015 AOGCC ordered Hilcorp to suspend all rig workover operations until further
notice. AOGCC developed a list of corrective actions imposed on Hilcorp prior to recommencing
rig workover operations. The list was provided to Hilcorp on October 21, 2015 and followed up
with a meeting on October 26, 2015. Hilcorp acceptance of the conditions was documented in
responses dated October 27 and 28, 2015. Hilcorp was released to restart rig workover operations
by email dated October 29, 2015 and reminded that AOGCC is performing a detailed review of

11
12

Other Order 80
20 AAC 25.285(t){2) and {f){8)
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existing approved well workover sundry applications. Hilcorp has been instructed to contact
AOGCC before commencing workover operations on any well - regardless of a past approval.
For violating 20 AAC 25.507, 20 AAC 25.526, and 20 AAC 25.285 the AOGCC intends to
impose civil penalties on Hilcorp under AS 31.05.150(a) as follows:

$100,000 for changing the work procedure in Sundry approval 315-527 - performing
the cleanout of MPU J-08A using an unapproved contingent plan (nitrogen);
$600,000 for failure to maintain a safe work environment in accordance with good
oilfield engineering practices. Included are:
o $100,000 for failure to engage in the formal hazards identification;
o $100,000 for failure to identify and implement safeguards to ensure personnel
safety in the event of a nitrogen release;
o $100,000 for failure to provide and make available at the rig a detailed
procedure for performing a fill cleanout with nitrogen, including
requirements for verification of the integrity of all barriers in the flow paths
for wellbore fluids returning to surface during the fill clean.out operations;
o $100,000 for failure to have in place a robust "Stop Work Authority" that was
clearly understood and readily implemented by ASRl;
o $100,000 for failure to assess and manage changes that potentially introduce
new hazards or unknowingly increase risk of existing hazards during a rig
workover, and
o $100,000 for inadequate training of personnel on ASRl.
$20,000 for failing to provide the results of a blowout prevention test to AOGCC
within five days after completing the test on September 24, 2015. Included is
$10,000 for the initial event and $5,000 per day for the remaining two days that
elapsed until the test report was received.
The total proposed civil penalty is $720,000. In addition to the potential severity of the
outcome ofHilcorp's actions, Hilcorp's ongoing history of performing work outside of approved
permits or management-of-change protocols, its history of compliance issues and the need to
deter are factors in the AOGCC's analysis. 13 In imposing this penalty, the AOGCC notes a prior
penalty of $115,000 (Other Order 80) imposed upon Hilcorp for violations of essentially the
same nature has had no significant impact on Hilcorp's conduct.
Rights and Liabilities (20 AAC 25.535(b)(4))
Within 15 days after receipt of this notification - unless the AOGCC, in its discretion, grants an
extension for good cause shown - Hilcorp may file with the AOGCC a written response that
concurs in whole or in part with the proposed action described herein, requests informal review,
or requests a hearing under 20 AAC 25.540. If a timely response is not filed, the proposed action
will be deemed accepted by default. If informal review is requested, the AOGCC will provide
Hilcorp an opportunity to submit documentary material and make a written or oral statement. If
Hilcorp disagrees with the AOGCC's proposed decision or order after that review, it may file a
13

AS 31.05. lSO(g) requires AOGCC to consider nine criteria in setting the amount of a civil penalty.
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written request for a hearing within l 0 days after the proposed decision or order is issued. If
such a request is not filed within that 10-day period, the proposed decision or order will become
final on the 11th day after it was issued. If such a request is timely filed, the AOGCC will hold
its decision in abeyance and schedule a hearing.
If Hilcorp does not concur in the proposed action described herein, and the AOGCC finds that
Hilcorp violated a provision of AS 31.05, 20 AAC 25, or an AOGCC order, permit or other
approval, then the AOGCC may take any action authorized by the applicable law including
ordering one or more of the following: (i) corrective action; (ii) suspension or revocation of a
permit or other approval; and (iii) imposition of penalties under AS 31.05.150. In taking action
after an informal review or hearing, the AOGCC is not limited to ordering the proposed action
described herein, as long as Hilcorp received reasonable notice and opportunity to be heard with
respect to the AOGCC 's action. Any action described herein or taken after an informal review
or hearing does not limit the action the AOGCC may take under AS 31 .05 .160.

Sincerely,

c~:2::4Chair, Commissioner
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From:
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To:
Cc:
Subject:
Attachments:

Carlisle, Samantha J (DOA)
Thursday, November 12, 2015 3:02 PM
David Wilkins
Foerster, Catherine P (DOA); Seamount, Dan T (DOA); Regg, James B (DOA)
OTH-15-025, Notice of Proposed Enforcement
Hilcorp OTH-15-025, Notice of Proposed Enforcement.pdf

Importance:

Hig h

Dear Mr. Wilkins,
Please see the attached regarding Docket Number: OTH-15-025, Notice of Proposed Enforcement.
Thank you,

•r;.•

1

I

i

J

CONFIDENTIALITY NOTICE: This e-mail message, including any attachments, contains information from the Alaska Oil and Gas Conservation
Commission (AOGCC), State of Alaska and is for the sole use of the intended recipient(s). It may contain confidential and/or privileged information.
The unauthorized review, use or disclosure of such information may violate state or federal law. If you are an unintend ed recipient of this e-mail, please
delete it, without first saving or forwarding it, and, so that the AOGCC is aware of the mistake in sending it to you, contact Samantha Carlisle at (907)
793-1223 or Samantha.Carli~le@alaska.gov.

1
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STATE OF ALASKA
ALASKA OIL AND GAS CONSERVATION COMMISSION
333 West Seventh Avenue, Suite 100
Anchorage Alaska 99501-3539
Re:

Failure to Notify of Changes to an
Approved Permit; and Failure to Test
Blowout Prevention Equipment
Soldotna Creek Unit 44-33
Hilcorp Alaska LLC.

)
)
)
)
)

Other Order No. 80
AprillO, 2013

DECISION AND ORDER
On October 23, 2012, the Alaska Oil and Gas Conservation Commission (AOGCC)
issued a Notice of Proposed Enforcement Action (Notice) stating that Hilcorp Alaska, LLC
(Hilcorp) failed to notify AOGCC of changes to an approved permit to drill (PTD) and failed to
test blowout prevention equipment (BOPE) in its operation of Soldotna Creek Unit 44-33 (SCU
44-33). The Notice proposed specific corrective actions and a $115,500 civil penalty under AS
31.05.150(a). On November 2, 2012, Hilcorp requested informal review with the AOGCC to
discuss the proposed enforcement.
Summary of Proposed Enforcement Action
Hilcorp was granted approval to drill well SCU 44-33 in PTD 2121430 dated October 3, 2012 1•
Drilling commenced October 11, 2012 using Doyon Rig 1 (also known as the Doyon Arctic Fox).
The Notice identified violations of the provisions of20 AAC 25.015 ("Changes to a program in a
permit to drill") and 20 AAC 25.035 ("Secondary well control for primary drilling and
completion"). The violations occurred when (1) Hilcorp commenced sidetrack drilling of SCU
44-33 at a depth shallower than approved; (2) drilling encountered an over-pressured zone that
caused the well to flow which required closure of BOPE; and (3) Hilcorp tripped its drilling
assembly to surface to change out equipment and returned to continued drilling operations
without testing the BOPE used for well control. The Notice proposed the following corrective
actions by Hilcorp:
(1) Within 2 weeks following the date of receipt of AOGCC' s final decision, Hilcorp shall
provide a detailed description of its regulatory compliance program and a copy of its
written management-of-change procedures;
(2) Within 2 weeks following the date of receipt of AOGCC's final decision, Hilcorp shall
complete and provide AOGCC with the results of a root cause analysis addressing the
violations.
(3) Within 4 weeks following the date of receipt of AOGCC final decision, Hilcorp shall
provide evidence that personnel responsible for drilling and workover rig management,
and staff involved with permitting well operations (drilling and workovers) have been

1

SCU 44-33 is an approved sidetrack from suspended well SCU 24-33. The Application for Sundry Approvals,
Form 10-403, was approved by AOGCC allowing the well to be configured for sidetrack drilling ofSCU 44-33.
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trained in AOGCC drilling and workover regulatory requirements, including the process
for making changes to approved activities, testing, and reporting requirements;
(4) Beginning immediately upon receipt of AOGCC's final decision, BOPE testing on all
drilling and workover operations must be performed when installed, repaired, or changed
and at intervals not to exceed seven (7) days between tests unless otherwise approved by
AOGCC. When used for well control or other equivalent purposes, or routine use may
have compromised equipment effectiveness, BOPE used must be tested before the next
wellbore entry.
The Notice also proposed a civil penalty under AS 31.05.150(a) in the amount of $115,500 as
follows:
$75,000 for the initial violation- failure to maintain the wellbore in an overbalanced
condition by increasing the drilling fluid weight prior to milling the casing window as
required in the PTD;
$7,500 for failure to notify AOGCC of change in well plans; specifically, using a
lighter weight drilling fluid for milling and initial drilling operations than approved in
the PTD;
$3,000 for failure to notify AOGCC of a change in well plans; specifically, milling
the casing window at a shallower depth than approved in the PTD;
$7,500 for each day October 14 through October 17, 2012 for failure to test BOPE
used in well control operations.
Requirement to Notify of Changes; Requirement to Test DOPE after Use
Regulation 20 AAC 25.015(b) establishes requirements to change an approved PTD and states in
relevant part:
"To change a program approved in a Permit to Drill or to change information under 20
AAC 25.005(c) after drilling operations start. the operator shall ... (2) submit and obtain
the commission's approval of an Application for Sundry Approvals (Form 10-403) ... ;
must set out the approved program, the current conditions of the well, and the proposed
changes." (emphasis added)
Regulation 20 AAC 25.035(e)(10)(C) establishes requirements when BOPE use is required for
well control or other equivalent purposes and states in relevant part:
·
"if any BOP equipment components have been used for well control ... the components
used must be function pressure-tested before the next wellbore entrv. to the required
working pressure specified in the approve Permit to Drill ... " (emphasis added)
Violations
Hilcorp provided a Notice ofBOPE Use to AOGCC on October 12, 2012 after closing the upper
pipe rams to control the flow of formation fluids. Receipt ofHilcorp's notice initiated a review
of the approved drilling permit and a request for additional information, including daily drilling
reports. In response, Hilcorp revealed that the SCU 44-33 sidetrack was started at a depth
approximately 500 feet shallower than approved and the drilling mud weight was not increased
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prior to commencing sidetrack drilling operations as required. Hilcorp drilling reports also
indicate that the drilling assembly was tripped to surface on October 13, 2012 after BOPE was
used to control SCU 44-33 and re-run in the well on October 14, 2012 without testing the used
BOPE components.
Hilcorp's failure to comply was the result of either a lack of attention paid to the regulations or a
lack of understanding regarding AOGCC expectations; in this particular case regulations with
clearly worded expectations. The evidence shows that Hilcorp violated AOGCC regulations
governing changes to an approved PTD and required BOPE testing.
Mitigating Circumstances

Mitigating factors considered by the AOGCC included (1) Hilcorp did not act in a willful or
knowing manner; (2) the lack of injury to the public; (3) the absence of tangible benefits derived
from the violations; and (4) Hilcorp's stated commitment to correct regulatory deficiencies.
During the informal review, Hilcorp's explanation for why no notice was given regarding the
changes to the approved permit was that the changes were not deemed by Hilcorp to be
significant enough to warrant notification to AOGCC. No explanation was offered for failure to
test BOPE as required. Hilcorp accepted responsibility for the violations and has initiated
corrective actions, including
updating its management of change procedures (Facility Change Request) to
incorporate AOGCC regulatory requirements;
developing and implementing a regulatory compliance tracking spreadsheet;
training and orientation;
improving communications from Hilcorp including more detailed permit applications,
timely notification of changes to approved permits by phone with proper written
follow-up, and inquiries regarding regulatory requirements.
Findings and Conclusions

The aggressiveness with which Hilcorp is moving forward with operations appears to be
contributing to regulatory compliance issues. Since Hilcorp commenced rig work in Alaska in
April 2012, AOGCC Inspectors have observed rig crews unable to perform required BOPE
component tests, rig crews not trained in use of well control equipment, and rigs with missing
required equipment. Hilcorp's compliance history from April through December 2012 including this enforcement action - shows 13 separate enforcement actions of varying severity
since April 2012. Many of these actions were due to a failure to understand regulatory
requirements. Strong evidence indicates that Hilcorp has not adequately prepared its personnel
for operations in compliance with AOGCC regulatory requirements. Left unaddressed and
uncorrected these and similar violations will be repeated.
For the reasons stated above, the AOGCC finds that Hilcorp violated regulations governing
changes to an approved PTD and required BOPE testing. The seriousness of these violations, the
number of prior violations, the need to deter similar behavior, and the need to trigger a
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substantial change in Hilcorp's approach toward regulatory compliance warrant proceeding with
these enforcement actions as proposed. However, BOPE installed on rigs engaged in
development drilling will be allowed to continue testing at intervals not to exceed 14 days as
currently authorized in 20 AAC 25.035 and 25.036 unless otherwise required by AOGCC in a
PTD or based on BOPE performance. Since AOGCC issued the Notice, Hilcorp has provided
the proper notification for required bi-weekly BOPE tests on rigs involved in development
drilling, performed those tests in an acceptable manner, and provided test results to AOGCC as
required. Imposing a more frequent BOPE test interval is unnecessary.
NOW THEREFORE IT IS ORDERED THAT:
Hilcorp shall comply with the following corrective actions:
1) Within 2 weeks following the date of receipt of this final decision, Hilcorp shall provide a
detailed written description of its regulatory compliance program and a copy of its
written management-of-change procedures, including but not limited to examples of
regulatory compliance tracking sheets and similar evidence that supports Hilcorp's
compliance efforts specific to AOGCC regulations;
2) Within 2 weeks following the date of receipt of AOGCC's final decision, Hilcorp shall
provide AOGCC with its complete root cause analysis and results addressing the
violations outlined in this order.
3) By May 3, 2013, Hilcorp shall provide evidence that personnel responsible for drilling
and workover rig management, and staff involved with permitting well operations
(drilling, workovers, and well operational oversight) have been trained in AOGCC
regulatory requirements, including the process for making changes to approved activities,
notification procedures, testing, reporting, and record-keeping requirements. Records
shall be maintained to substantiate completed training for Hilcorp and Hilcorp-contracted
personnel.
In addition, Hilcorp shall pay a civil penalty under AS 31.05.150(a) in the amount of$115,500 as
follows:
$75,000 for the initial violation- failure to increase the drilling fluid weight prior to
milling the casing window as required in the PTD;
$7,500 for failing to notify AOGCC of change in well plans; specifically, using a
lighter weight drilling fluid for milling and initial drilling operations than approved in
the PTD;
$3,000 for failing to notify AOGCC of a change in well plans; specifically, milling
the casing window at a shallower depth than approved in the PTD;
$7,500 for each day October 14 through October 17, 2012 for failing to test BOPE
used in well control operations.
Done at Anchorage, Alaska and dated April tO, 2013.

Cathy . Foerster
Chair, Commissioner

~t. /. .~; r~ rJ. - f:j_"ot~*ei=It\LA~ 4~~
Jr.

Commissioner
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RECONSIDERATION AND APPEAL NOTICE
As provided in AS 31 .05.080(a), within 20 days after written nptice of the entry of this order or decision, or such further time as the
AOGCC grants for good cause shown, a person affected by it may file with the AOGCC an application for reconsideration of the
matter determined by it. If the notice was mailed, then the period of time shall be 23 days . An application for reconsideration must
set out the respect in which the order or decisim is believed to be erroneous.
The AOGCC shall grant or refuse the application for reconsideration in whole or in part within 10 days after it is filed . Failure to act
on it within 10-days is a denial of reconsideration . If the AOGCC denies reconsideration, upon denial, this order or decision and the
denial of reconsideration are FINAL and may be appealed to superior court. The appeal MUST be filed within 33 days after the date
on which the AOGCC mails, OR 30 days if the AOGCC otherwise distributes, the order or decision denying reconsideration,
UNLESS the denial is by inaction, in which case the appeal MUST be tiled within 40 days after the date on which the application for
reconsideration was tiled.
If the AOGCC grants an application for reconsideration, this order or decision does not become final. Rafter, the order or decision on
reconsideration will be the FINAL order or decision of the AOGCC, and it may be appealed to superior court. That appeal MUST be
tiled within 33 days after the date on which the AOGCC mails, OR 30 days if the AOGCC otherwise distributes, the order or decision
on reconsideration. As provided in AS 31 .05.080(b), " [t]he questions reviewed on appeal are limited to the questions presented to the
AOGCC by the ~plication for reconsideration."
In computing a period of time above, the date of the event or default after which the designated period begins to run is not included in
the period; the last day of the period is incuded, unless it falls on a weekend or state holiday, in which event the period nns until 5:00
p.m. on the next day that does not fall on a weekend or state holiday .
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CHARTER FOR DEVELOPMENT
of the Alaskan North Slope

This Charter for Development of the Alaskan North Slope is entered between the
State of Alaska, BP and ARCO on December 2, 1999.
BP and ARCO historically have been major participants in the development of oil
resources on the North Slope ofAlaska. ARCO discovered the giant Prudhoe Bay oil
field in 1968'. BP participated in the discovery of Kuparuk. the following year. Both were
leaders in building the Trans Alaska Pipeline System. Today, they are two of the largest
interest owners and operators on the North Slope.
The environment for fmding, developing and producing oil and gas is challenging and
complex, in Alaska and the world. The giant Prudhoe Bay and Kuparuk fields are in
decline. World energy inarkets continue to experience price volatility, competition far
capital and opportunities, and financial and technical challenges to discover, develop and
produce new fields. These challenges have led to large-scale industry consolidation in
recent years.
· Earlier this year, BP and ARCO proposed to merge. The merger and its potential impact
· on Alaska have been analyzed and discussed by the Governor, his Cabinet-level review
team, the Legislature and the public in private, in hearings and in the media since the
announcement.
There is potential both for benefit and risk to Alaska in the merger as initially proposed.
In BP and ARCO's view, Alaska would benefit from the combination's financial strength
and expertise, and the increased efficiencies and synergies of the combination would help
make Alaska more attractive in a global oil marketplace. But Alaska· would, in the
State's view, lose a measure of competition, diversity and balance in the exploration,
development and production ofNorth Slope resources, and Alaska would lose the varied
contributions of a leading corporate citizen.
·
The State of Al_aska is committed to maintaining and enhancing competition, diversity
and balance in· the exploration, development and production of North Slope resources,
sustaining and growing both oil and gas production, and ensuring that the State's natural
resources are developed in an environmentally and socially sensitive and responsible
manner. The State has determined therefore that its support for the merger must be
conditioned upon BP and ARCO making substantial marketplace and community
commitments to Al(!Ska.
Therefore, in order to provide for greater competition, diversity, corporate responsibility,
renewal and growth in the exploration, development and production of Alaskan North
Slope oil and gas, the State, BP and ARCO agree to this Charter and its terms as set forth
.
below.
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I. BP and ARCO's Commitments ~egarding Competition, Diversity and Growth.
A. Sale of Currt!nt Production. After the merger is completed, BP and ARCO will sell
the following properties in the following manner:
1. Sale of Production. BP and ARCO will sell interests in North Slope
. properties producing in aggregate share not less than 175,000 barrels of gross working
interest production per day to one or more purchasers.· For purposes of this paragraph
tA., quantity will be measured by 1999 average daily production, except the Colville .
River Unit will be deemed to produce a total of 80,000 barrels of production per day.

2. Sale of Interests including Kupa'ruk. As part of the sale required by
subparagraph l, BP and ARCO will enter into a contract of sale with a single qualified
company ("Buyer A'') for at least 125,000 barrels of gross working interest production
per day~ including at least 50.01% of the Kuparuk River Unit total intere~ and will take
all reasonable available steps to enable that.company to become the operator of that unit.
In no event will BP or ARCO continue as operator of that unit after sale of the working
interest production. For purposes of this subparagraph 2, "qualified company" means a
company which is currently a joint interest owner in the Kuparuk River Unit, or a
company primarily in the energy business with assets of not less than $8 billion.
3.
Sale of Interest in Alpine. As part of the sale required by
subparagraph 1, BP and ARCO will enter into a contract of sale with a single qualified
compariy ("Buyer B") for at least 40% of the total Colville River Vnitinterest and will
take all reasonable available steps to enable that company to become the operator of that
unit. In no event will BP or ARCO continue as operator of that unit after sale of the
interest. For purposes of this subparagraph 3, "qualified company" means a company
which is currently a joint interest owner in the Colville River Unit, or a company
primarily in the energy business with assets of not less than $3 billion.
4.
Sale of Share of Pipelines. BP and ARCO will enter into a contract
of sale with Buyer A and Buyer B for a commensurate interest in TAPS and intermediate
pipelines as pr~vided in paragraph H. .
B. Sale ofNJ>RA Lease Interests. BP and ARCO will sell not less than 220,000 net
acres of their aggregate NPRA holdings to one or more purchasers. BP and ARCO will
enter a contract of sale with either Buyer A or Buyer B for not less than 100,000 net
NPRA acres, including at least 50.01% ofBP and ARCO's combined interests in one of
the sections of the NPRA designated on Exhibit A to this Charter, and will take all
reasonable available steps to enable that company to become the exploration operator in
that section.
C. Sale or Relinquishment of State Leases. BP and ARCO will sell or relinquish at
. least.400,000 net acres of undeveloped state leases, inCluding sufficient interests in
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onshore/non-unitized state leases to reduce their aggregate holdings in such leases to not
more than 500,000 net acres. BP and ARCO will manage the sale of this acreage to result
in two exploration operatorships other than BP or ARCO in material and significant
geologic play fairways on the North Slope (lease groupings which the parties agree meet
this requirement are listed in Exhibit B to this Charter). As part of this sale or
'· relinquishment of State acreage, BP and ARCO will enter contracts of sale with Buyer A
and Buyer B in the combined amount of not less than 250,000 net acres of undeveloped
state leases, including a minimum of 75,000 net acres for each buyer. BP and ARCO
agree to meet and confer with representatives of the Alaska Department ofNatural
Resources, beginning within 10 days after the merger is completed and continuing -for the
period reasonably necessary to review the number~ status, prospectivity and possible
transfer options for all such holdings, as well as intended marketing or relinquishment
plans.
D~ ·Terms of Sales. Contracts for the full aggregate amount of the interests sold under

paragraphs I.A. and I .B. will be signed within 6 months after the merger is completed and·
those transactions will be closed not later than 12 months after the merger is completed.
Transfers under paragraph I. C. will be made within the period prescribed by l~w. All
transfers of whole or partial interests in the properties and pipelines referenced in
paragraphs I.A.-I.C. will be absolute, in good faith and with no minimum price. BP and
ARCO agree that they will not reacquire interests transferred under paragraphs LA.-I. C.
by any means without advance approval of the State. Except as specifically provided in
paragraphs I.A-I.C. and otherwise in this Charter, the sales contemplated in paragraphs
I.A.-I.C. may be to various parties and include interests from various units and leases as
determined by BP and ARCO. BP and ARCO may retain an interest in the units and
leases it sells under paragraphs I.A.-I.C., subject to the requirement that any interest·
retained in exploration leases be subject to non-consent provisions permitting investment
by other interest owners without BP or ARCO'sconsent. Any transfer under paragraphs
LA-I.C. will be subject to all necessary state and federal regulatory approvals and other
requirements. BP and ARCO will use their best efforts to secure such approvals. ·

E. Data Availability. After the merger is completed, BP and ARCO will make their
proprietary North Slope seismic and well data publicly available for purchase by any.
person where ~ey have the legal right to do so. Where they do not currently have the
legal right to do so; they will diligently and in good faith seek permission from the other
joint interest owners to make the data available. Unless otherwise approved by the State,
BP and ARCO will make the data available by contracting with a third party company,
acting as marketing agent for BP and ARCO, that will market t.lle data at prices it.
independently determines; except that, with respect to data generated before 1975, BP and
ARCO will make the data publicly available without charge in such reasonable manner as
it may determine. BP and ARCO will ensure that the data is publicly available as soon as
is reasonably practicable but in aU events not longer than 3 months after the merger is
completed.. BP and ARCO will provide the State with (1) a list of which of their North
Slope seismic and well data can be made available on their own and which requires the
consent of parties other than BP or ARCO, and (2) a list or lists showing all ofBP and
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ARCO's North Slope seismic and w~ll data from 1958 on indicating the acquisition area,
the size of the acquisition area, the ownership status (sole, joint, group shoot, trade,
purchase or license), when the data was acquired, the survey type, ·and the operator and
the contractor. J:o~ data acquired after 1984, these lists will be provided as soon as is
reasonably practicable but in all events before December 31, 1999. For data acquired
before 1985, these lists wili be provided as soon as is reasonably practicable but in all
events within 3 months after the merger is completed. This paragraph applies to data
. generated prior to and through the date this Charter is first signed by the parties.

F. Facilities Access.
1. In the State's view, the Commissioner ofNatural Resources possesses the
statutory, regulatory and contractual authority to require working interest owners to
proVide others access to production and other facilities, on terms that are non.
discriminatory, just and reasonable. The Commissioner may require access whenever
neeessary to maximize. the economic and physical recovery.ofthe State's oil or gas
· resources, maximize competition among parties seeking to explore and develop the
resources, minimize the adverse effects of exploration, development, production and
transportation activity., or otherwise to protect the best interests of the State. Binding
arbitration between BP or ARCO and others under subparagraph 2 does not affect the
Commissioner's authority to resolve questions of facility access.
2. BP and ARCO currently take no position on the State's 'view. BP and .
ARCO nevertheless conunit that, cifter the merger is completed, neither BP Iior ARCO
will unreasonably withhold their voting support as facilities owners for allowing nearby
satellites to have access to existing unit facilities on reasonable conunercial terms. BP
and ARCO agree that if a nearby satellite owner reasonably and diligently negotiates to
unsuccessful impasse with facilities owners that include BP or ARCO, and after 90 day
advance notice to BP and ARCO, BP and ARCO agree to subject themselves to binding
.arbitration governed by ·the rules of the American Arbitration Associ~tion on the question
of reasonable conunercial terms for that access.
·
G. Purchases From Qualified Producers • After the merger is completed, BP and
ARCO agree to offer to purchase any qualified producer's ANS leasehold production on
the terms reflected in the form purchase contract which is Exhibit C to this Charter. BP ·
and ARCO may limit the total purchased under all such contracts to 30,000 barrels· per
day. For purposes of this paragraph I.G., uqualified producer" means a perSon or entity
with assets ofless than $1 billion (all parents, subsidiaries, affiliates and controlling'
parties inclusive)which produces not more than 10,000 barrels of gross working interest
ANS liquid hydrocarbons per day at the time of proposed ·contract entry. In the event that
any pirrchase contract under this paragraph I.G. is in effect and no RIK sales are made .in
a month, the State agrees to calculate the average value it received for RIV in that month
for use as an alternative reference marker, and to update that average monthly to reflect '
retroactive revisions. The parties agree that the price at which the crude oil is purchased,
and the pricing formula components of Exhibit C, will not be precedent in any royalty or
severance tax proceeding or matter between them.
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H. Divestiture of TAPS and Feeder Lines.

1. In order to satisfy the State's concern that the purchasers of the production
interests sold under paragraph I.A. of this Charter (the "Transferee(s)") be similarly
-s-i-ruated to-BP artd ARe0 by----ovmership·inT-A"PS, Wl'lllmlne-ti"me fiaffie eStabllSOeCrfor paragraph I.A. transfers, BP or ARCO will enter into a contract with each Transferee to
sell a share of BP or ARCO's interest in TAPS sufficient to carry the production sold to
that Transferee. For purposes of this paragraph I.H., production quantity will be
meastlred in the same manner as under paragraph I.A. and TAPS capacity will be
measured in accordance with the Amended and Restated Capacity Settlement Agreement
in-the fixed amount of 1380 mbd.
2. After all contraCts contemplated in subparagraph 1 have been entered, and
during the remaining term of this Charter, BP or ARCO will offer to sell additional
interests in TAPS to any pe rson requesting to purchase a share in TAPS, up to a total
aggregate amount under this paragraph I .H. of 22.295% of total TAPS ownership. The
additional transfers contemplated by this subpanigraph 2 will be in minimum increments
of2% of total TAPS ovmership, valued at not more than the ad valorem tax value as of
the time of the offer, less 5%. The parties agree that the price at which the TAPS interest
is sold will not be precedent in any property tax proceeding regarding the value of TAPS.
3. Within the time frame established for paragraph LA. transfers,BP and ARCO
will enter into a contract with each Transferee to sell to that Transferee a separate share of
BP and ARCO's aggregate interest in the Oliktok pipeline and in each of the
intermediate crude oil common carrier pipelines serving the specific units in which the
production interests to be transferred to that Transferee are located (the "relevant
intermediate pipe lines"}. Toe ovmership interest in each relevant intermediate pi peline to
be sold to each Transferee will be equal to the percentage which the production sold
under paragraph LA. to that Transferee flowing through that pipeline bears to the overall
throughput of that pipeline. The relevant production and throughput levels will be
measured in the same manner as under paragraph I.A. The percentage of the Oliktok
pipeline to be sold will be equal to the percentage share of the KRU sold pursuant to
subparagraph I.A.2.
4. Any transfer under this paragraph I.H. will be subject to all necessary state and
federal regulat0ry approvals and any preference rights and required approvals of the other
TAPS and relevant intermediate pipeline owners. BP and ARCO will use their best
efforts to secure such approvals. BP and ARCO will vote their entire interest in TAPS
and the relevant intermediate pipelines in support of any such transfer. In the event any
other TAPS or relevant intermediate pipeline ovmer exercises its preference rights with
respect to the sale of a pipeline interest pursuant to subparagraphs 1, 2 or 3 hereof, the
sale to that other ovmer will be considered a sale satisfying the obligations of that
subparagraph. BP and ARCO agree that they will not reacquire interests transferred
under this paragraph I.H. by any means without advance approval of the State.
I. Offer to Sell Excess Jones Act Ships. IfBP's and ARCO's combined long-term
ANS Jones Act fleet requirements arc such that one or more ships becomes surplus of
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those requirements, BP or ARCO (as the case may be), will offer to sell the surplus ship
or ships to other ANS producers on reasonable commercial terms. If BP or ARCO does
not own the ship or ships, it will not object to arrangements by another ANS producer to
---=a=cQuire the ship or.shiQs from the owner. Further, inthe event that the purchaser ofthe
ship or ships seeks ship operation services from the Alaska Tanker Company, Inc., BP
will not object. Nothing iri this paragraph requires BP or ARCO to assume any liability
of another ANS producer concerning any of these transactions.

J. Natural Gas.
1. ·During the period after the merger is completed through December 31, 2003,
BP and Arco shall negotiate in good faith to make available to third parties at a
commercially reasonable fair market price or transportation charge that is mutually
agreeable to BP and Arco, the third party and the State, Alaska North Slope natural gas in
sufficient quantities to support a qualified treatment and transmission proje~t to domestic
and/or international markets. A qualified treatment and transmission project must have
the demonstrated ability to:·
a. obtain project construction financing;
b. provide reasonable financial security with respect to a long term 1000/o take or
pay arrangement if the project requires a long term gas sales commitment from the
producer(s) (including, if commercially reasonable, an assignment or other back-to-back
pass-through of the purchaser's take-or-pay commitment from a creditworthy ultimate
purchaser); and
c. obtain necessary approvals from other field interest owners.
.

.

.

2. BP and ARCO shall make reasonable efforts to assist in obtaining the
approvals specified in subparagraph l.c.

3. The delivery point for gas. committed to the project will be the residue gas
discharge point of the Low Temperature Separators at the Prudhoe Bay Central Gas
Facility, or such other point as agreed by the parties.
4. During this period, BP and ARCO will give fair consideration to all
reasonable app~oaches, projects and plans proposed by the State,joint interest owners and
others, includmg LNG projects developed or proposed by the newly established port
authority, the gas sponsor group, Yukon Pacific Corporation and any others, pipelines to
the lower 48 including those currently proposed, gas-to-liquids projects, and any other
reasonable approach, project or plan for the commercialization ofNorth Slope gas. In ·
giving fair consideration to these various approaches, projects and plans, BP and ARCO
.will consider, among other things, (a) achieving the highest total project wellhead value
for the State and for the sellers over the life of the project(s) and (b) other potential
benefits to Alaska such as bringing gas infrastructure for the delivery of North Slope gas
to communities in Alaska. BP and ARCO will meet and confer with project sponsors on
reasonable request. Not less than every six months during this period, BP and ARCO
will provide the Commissioner ofNatural Resources with a report that identifies the
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name of the contact person for each project sponsor which contacted BP and ARCO
during the prior 6 month period and the_ general nature and current status of the sponsor's
projec~ subject to confidentiality requirements of the sponsor.
.
5. The obligation to negotiate with third parties does notpreclude BP and ARCO
from proceeding with their own project or projects to commercialize Alaska North Slope
gas.

.

~

6. The obligations imposed by this section terminate before December 31, 2003 if BP
and ARCO enter into a contract or contractsbefore that date committing Alaska North Slope
gas to a qualified treatment and transmission project or projects for volumes that in the
aggregate would constitute BP an<.l ARCO' s share of a Major Gas Sale under Article 26,
Section 26.002 of the Prudhoe Bay Unit Operating Agreement or if the Board of Directors of
BP andARCO sanction the construction of such a project or projects before that date.
7. The parties agree that the terms of paragraph 1.1. ofthis Charter shall be
enforceable exclusively by arbitration between the State and BP and ARCO under the .
rules of the American Arbitration Association.

II. BP and ARCO's Environmental and Community Commitments.
A. North Slope Environmental Commitments. After the merger is completed, BP and
ARCO will take the following steps to improve and protect the environment on the North
Slope.

1. Cleanup of Abandoned Sites. BP and ARCO will take a leadership role in the
assessment and environmental clean up of the North Slope "orphan sites" identified in
Exhibit Dl (as currently written and as modified in accordance with the terms of this
paragraph II.A.l.), and will spend $10,000,000 (or such greater amount as may be
-created by ADEC funding requests under paragraph II.A. 7 .) in perfonnance of this
commitment. In carrying out this role, BP and ARCO will consult with the Alaska
Department of Environmental Conservation (ADEC) concerning site goals, standards and
methods and will substantially complete the assessment and cleanup to the· standards
approved by ADEC under applicable law within six years after the merger is completed.
In addition, BP and ARCO will work cooperatively with ADEC to develop a joint
database ofNorth Slope contaminated and solid waste ~'orphan sites" which includes the.
nature andlocation of the sites, the responsible parties and the relative priority for
cleanup of each site based uport preliminary evaluation of the risk of harm to human
health and the environment posed by the site. BP and ARCO will meet and confer with
ADEC from time to· time thereafter to arrange for priority re-ordering and substitutions
and additions to Exhibit D 1 as requested by ADEC, subject to the availability of funding
in the spending amount identified above and to the further requirements that there is no
known viable responsible party for any substitute or additional site and the site has been
wholly vacated. The parties recognize that the available funding in the amount identified
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above may not be sufficient to assess and cleanup in full all sites identified in Exhibit D 1
now or as it may be amended, and nothing in this subparagraph II.A.l. ·shall preclude ~e ·.
State from pursuing other parties fot reimbursement or from seeking other funding
sources for additioqal assessment or cleanup on any orphan site.

will

2. Cleanup of Abandoned Empty Barrels. BP and ARCO
require
contractors conducting seismic or exploration work for them to collect and deliver
abandoned empty barrels to BP or ARCO operations for handling, to inventory and map
iocations of empty barrels and barrels containing·product, and to report any visible signs
of ground contamination associated with the barrels. BP and ARCO will periodically
report to ADEC regarding this effort and provide ADEC with the inventory lists, maps
. and reports· which are developed.

3. Cleanup of Existing BP and ARCO Sites. BP and ARCO will assess and
. clean to the standards approved by ADEC under applicable law the contaminated sites
listed on EXhibit D2. BP and ARCO will workcooperatively with ADEC and the land
manager to develop cleanup plans and schedules to complete required assessment and .
cleanup activities at these sites. Assessment and cleanup activities at sites which are
currently accessible will besubstantially completed by year-end 2005 for the sites listed_
as ~'high" priority sites in Exhibit D2 and by year-end 2007 for the remainder. Sites .
which due to operational restrictions cannot be fullycleaneduntil facility or equipment
abandonment will be identified by BP, ARCO and ADEC for completion according to a
mutually agreed schedule. Nothing in this paragraph is intended to eliminate or .
supercede any other obligations BP or ARCO may have to assess, cleanup or restore these
or any other sites.
4. Closure of Inactive Reserve Pits. BP and ARCO will comply with the
requirements of 18 AAC 60.440 with respect to their inactive reserve pit sites and will
close the inactive reserve pits subject to the Order dated May 3, 1993 _in Natural
Resources Defense Council Inc. v. ARCO Alaska, Inc., No. A88-287 CIV (D. Alaska) as
amended within the designated time period established by the court in that matter, and.
will dose other ARCO and BP inactive reserve pits listed on Exhibit D3A by the end of
·2007 (except that in the event of currently unprojected operational delay affecting any BP
site, that site may be completed on a separate mutually agreed schedule). BP and ARCO
will close the ARCO and BP ifl.active reserve pits listed on Exhibit D3B according to a
mutually agreed schedule that ends a reasonable period after work on the D3A sites has
been completed.

5. Commitment to North Slope Spill Response. BP and ARCO will support, at
their proportionate share, an independent professional North Slope spill response
organization, such as Alaska Clean Seas or a substantially equivalent organization, and
will encourage the fullest possible participation in this organization by all North Slope .
producers. BP and ARCO will support and vote. in favor of funding to the North Slope
oil spill response organization for an_Arctic spill response research and development
program Gointly agreed to by the spill response organization, BP, ARCO and ADEC) at
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an average annual level of not less than $200,000 during the 10 year period following
completion of the merger.
6. Commitment to Corrosion Monitoring. BP and ARCO will, in consultation
with ADEC, develop a performance management program for the regular review ofBP's
and ARCO's corrosion monitoring and related practices for non-common carrier North
Slope pipelines operated by BP or ARCO: This program will include meet and confer
working sessions between BP, ARCO and ADEC, scheduled on average twice per year,
reports by BP and ARCO of their current and projected monitoring, maintenance and
inspection practices to assess and to remedy potential or actual corrosion and other .
structural concerns related to these lines, and ongoing consultation with.ADEC regarding
environmental control technologies and management practices.
7. Additional Expenditure Commitment. BP and ARCO will pay or spend up
to an aggregate total of $500,000 each year during the 10 year period following
completion of the merger for any combination of the following as requested annually in
writing by the ADEC Commissioner: additional orphan site assessment or cleanup in.
excess of cap established in subparagraph 1; additional Arctic spill response research and .
development in excess of amount established in subparagraph 5; and/or an expert or
experts chosen by ADEC to provide expert advice to ADEC regarding pipeline corrosion
and/or other pipeline structural issues.
K PaymentofUnspent Funds. In the event that BPand ARCO fail to spend (or·
support and vote in favor of spending in the case of arctic spill response research and
development) in the full amounts provided for under paragraphs II.A.l. {$10,000,000),
II.A.S. ($2,000,000) or II.A.7. ($5,000,000) when and as required in those paragraphs,
then BP and ARCO will pay any unspent or unsupPQrted balance as directed by the
ADEC Commissioner.
B. Marine Environmental Commitments.
1. Renewed Commitment to OPA 90. BP and ARCO renew their commitment
that neither ofthem will seek to be relieved of the vessel retirement or replacement·
requirements of the federal Oil Pollution Act of 1990 ("OP A 90"), nor will ·either of them
lobby for a reduction in its current requirements, nor will they take any other action to
extend the retirement dates of the non-double-hulled tankers in their combined fleet
beyond the currently scheduled retirement dates. In the event that any trade association or
other group of which BP or ARCO is a member takes a different or contrary position, BP
and ARCO will, upon notification and request by ADEC; issue a statement clarifying that
BP and ARCO do not join in that different or contrary position, and reaffirming the
position stated in the first sentence of this paragraph.

2. Replacement Vessels. In furtherance of their continuing commitment to meet
or exceed the OPA 90 standards and timetable, BP and ARCO will complete the purchase
and delivery of the three ARCO Millennium class tankers on current order to replace
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single hulled tankers now used in the combined ANS fleet, and will order and purchase
additional tankers to meet their combined ANS fleet requirements on average one year
earlier than required by OPA 90, with the expected result that the combined ANS fleet
(including both O"Wned and chartered vessels) will be entirely double-hulled by mid-year
2007. These additional purchased tankers will each have safety related attributes
substantially equivalent to or better than Millennium or Cape class tankers, including new
build double-hulls (wholly new construction), main power plant redundancy, twin
propellers,' twin rudders, twin independent sets of steering gear, and proven electronics
(including navigation, course tracking, collision alarms, engine room monitoring, cargo
aridballast monitoring, and fire and safety systems). In addition, BP and ARCO will
continue to support a ship escort response vessel system for Prince William Sound at
current or better levels ofeffectiveness.
3. Marine Operations. After the merger is completed, BP and ARCO will
continue to encourage and support the company operating ANS tankers for them in using
a performance management program for the regular review of its practices related to its
management and operations including a safe environment, training and qualifications, and
vessel operation, maintenance and management procedures. The parties expect this
program will include meet and confer working sessions between the operating company
and ADEC, scheduled on average once per year, reports at those working sessions by the
operating company of their current and anticipated management and operations practices,
ongoing consultation between the operating company and ADEC regarding ANS trade
.tanker management and operations practices, and the involvement of BP and ARCO in
those sessions and consultations on a monitoring basis. In addition, BP and ARCO will
encourage the operating company to allow the opportunity for ADEC to observe, and to
be provided a copy of the written results of, management and vessel audits performed as
part of a certification or re-certification process for the International Maritime
Organization's International Safety ManagementCode or for the International Standards
Organization.
C. Continued Commitment to Alaska Hire.·
1. Alaska Hire Program. BP and ARCO agree that, after the merger is
completed, they will continue with and extend their commitment to the people of Alaska
to utilize a voluntary prograffi to employ residents of Alaska and to use Alaska
businesses. ·It is expected by the parties that this program will include the attributes that:

a. BP and ARCO will comply with all valid federal, State and local hiring··
laws in hiring Alaska residents and contractors and will not discriminate against Alaska
residents or contractors, and within the constraints of law will employ Alaska residents
· and contractors to the extent they are available and qualified;
b, When recruiting for new hires, BP and ARCO will advertise for
available positions locally and use Alaska job service organizations to notify the Alaskan
public;
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c. BP and ARCO will use best efforts to contract with Alaska firms and
fabricate mOdules in Alaska whenever feasible (in detemiining feasibility, BP and ARCO
will consider commercial, health, safety, and environmental conditions and requirements':
to ensure maintenance ofBP and ARCO's operational standards); and
d. BP and ARCO will, to the extent permitted by law, encourage its
· contractors to employ, and train when necessary, residents of Alaska.
2. Reporting. BP and ARCO agree to submit to the Director, Division ofOil
and Gas, for-transmission to the Department of Labor, an annual report that details the
. specific measures that they and their contractors" and subcontractors have taken or are
planning to take to recruit qualified Alaska residents for available jobs, describes on-the-.
job training opportunities, and describes their efforts to use Alaska businesses for work In
connection with their leases and associated activities. BP and ARCO Will also furnish the
Department of Labor a quarterly report regarding their employment of Alas~a residents~
The report will include statistical data concerning the number of resident personnel hired
within the previous year.
3. Construction. The program and reporting described in this paragraph are
intended to be fully consistent with the. 1996 amendments to paragraphs 41 ( 1980 leases) ,
and31 {1983 lease) of the Northstar Unit leases betweenthe State and BP.
·4. Alaska Native Recruitment, Training and Hire. BP and ARCO further ·
acknowledge their continuing support for the recruiting, trruning and hiring of Alaska ·
Natives and the parties' corrunon understandingofthe desirability of providing Alaska's
first citizens opportunities to participate in the economic benefits ofoil and gas
developmen4 most of which takes place in rural Alaska.
.

.

D. Community Charitable Commitment. Within three months after the merger is
completed, BP and ARCO will establish a charitable entity dedicated to funding ·
organiZations and causes within Alaska The.entity will provide 30% of its giving to the
University of Alaska: Foundation and the remainder to general community needs.
Funding decisions by the entity will be made by BP and ARCO, with the adviCe of a ·
board of community advisors, BP and ARCO will provide ongoing funding to this entity.
in an amount that is equal to .2% ofBP;s and ARCO's combined agg~egate net Alaska .
liquids production after royalty times the price for WTI. · Specific entity funding levels.
will be calculated annually, on the same date each year, referencing the liquids
production and the average NYMEX WTI prompt month settlement price for the 12 ·
monthS immediately preceding the calculation.

and

E. Annual Report•. Once every year beginning in March 2001,
continuing thereafter
for the term of this Charter, BP and ARCO will proyide the State and the public with a
written reportdescribin·g BP and ARCO's performance ofthe commitments in this
Section II during the prior calendar year. Public distribution will be accomplished by
posting the report on a company internet site and such other reasonable means of public
distribution as BP and ARCO may choose. The report provided for under subparagraph ·
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II.C.2. will satisfy this paragraph II.E. as well with respect to its subject matter so long as
that report is also publicly distributed, and timing differences will be disregarded so long
as the II.C.2 report is provided and distributed according to the schedule applying to
subparagraph II.C.2.

III. Alaska's Commitments.
The State of Alaska finds that this Charter adequately addresses the concerns raised by
th~ State dur!ng its merger review, that this.Charter will provide for greater competition,
diversity, corporate responsibility, renewal and growth in the exploration, development
and production of Alaskan North Slope oil. and gas and is by virtue of these significant
benefits in the best interest of Alaska and its people. The State accordingly agrees that, in
exchange for BP's and ARCO's fulfillment of their obligations under this Charter, it will
not seek to enjoin the merger or seek additional orders or judgments under AS 45.50.580
·related to a claim that the merger is unlawful under AS 45.50.568.
IV. BP Amoco, p.l.c.'s Commitments.
BP Amoco, p.l.c. acknowledges that, after the merger is completed, it will be the
ultimate parent company of the BP and ARCO corporate entities owning the Alaska.
assets which are the subject of this Charter and which accordingly are the primary parties
with the State of Alaska herein. In order to provide further assurance to the State that the
commitments made in this Charter by these primary parties are fulfilled in all respects,
BP Amoco, p.l.c. guarantees that (1) these BP and ARCO corporate entities, or such other
BP/ARCO Group companies to which the obligations under this Charter are assigned or
otherwise transferred, will remain fully capable during the term of this Charter to fulfill
all commitments made by them herein and (2) if for any reason a commitment made by
them in this Charter goes unfulfilled past the time performance is due, BP Amoco, p.l.c.
will cause that performance to be otherwise fulfilled.
V. General Provisions.
A. Definitions. As used in this Charter: "State" and "State of Alaska" means the State of
Alaska, through its Governor, Attorney General and Commissioners ofNatural Resources.
and Revenue; <4BP" means BP Exploration (Alaska) Inc.; "ARCO" means ARCO Alaska,
Inc.; ''merger" means the proposed merger between BP and ARCO's parent companies;
the merger is "completed" on the earliest of the date of closing, the effective date of the
merger, or the frrst day after ARCO parent stock is exchanged for BP parent stock; "sell"
and "transfer" mean divest; "gross working interest production" means BP and ARCO's .
share of actual liquid hydrocarbon production, including any State royalty share; "well
. data~' includes, in digital and analog format, any mud log, lithology log, wire line well
logs, conventional core and sidewall core descriptions, repeat formation tester, log curve,
directional survey, velocity survey, vertical seismic profile, geologic markers, test result,
test summary, porosity and permeability data, biostratigraphic data, palynology and
paleontology data, geochemical data, vitrinite reflectance data, petrographic data, and
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completion reports,.regarding onshore or offshore exploration acreage west of the.
Canning River onshore and west of and including the Kuvlum prospect offshore; "seismic
data" includes all seismic and ancillary data required to interpret or reprocess a seisinic;
survey including digital files in standard exchange formats containing survey and location
data, original field records, final stack and migrated processed data, final stacking and
. migration velocities, and a report describing the acquisition and processing of the data, .
regarding onshore or offshore acreage west of the Canning River o.nshore and west of and
including the Kuvlum prospect offshore; "fair market'' as used in paragraph I.J.L will be
determined with reference to the well-head netbacks pertinent to the available market(s)
reasonably accessed by North Slope gas.
·
B. Enforcement. This. Charter is governed by Alaska law. The parties agree that, except
as provided in paragraphs I.J.7. and V.C.~ it may be enforced as acontract by (a) the
Attorney General (for Alaska) and (b) its authorized representatives (for BP and ARCO)
in any state or federal court in Alask~ the commitments made in this Charter. may be
specifically eilforced, a trustee
may .be appointed by the court in such an action to
.
effectuate any property transfers not accomplished as committed, and the court may also
order any other appropriate remedy consistent with law. lfBP, ARCO and the FederalTrade Commission enter into a consent decree or·other agreement related to the merger,
the terms ofthat decree or agreement that relate directly to or affect Alaskan assets or·
activities within or touching Alaskan waters may be incorporated by the State into this ·
Charter by reference, and are enforceable by the State as though fully set forth herein. BP
and ARCO acknowledge that they are subject to the personaljurisdiction of any state or.:
.federal court within the State of Alaska for the purposes of enforcing the-terms of this·.
Charter. BP Amoco, p.l.c. consents to the jurisdiction of any state or federal court within
the State of Alaska for the purposes of enforcing its commitments under section IV of this·
Charter. No action alleging a finlure of perfonilance under this Charter may be
commenced more than four years after the alleged failure, and no action alleging a failure
of performance under this Charter may be commenced in any event after January 15, ·
2009, except that an action as provided in the final sentence ofparagraph V.C. may be
commenced through January. 15,2011.
C. Enforcement of Section II. Commitments. ·In the event that BP and ARCO fail to
perform their commitments under subparagraph II.A.8. or paragraph Il.E.; the State may
bring an action to enforce those provisions. The other provisi,ons of Section II of this
Charter are corporate citizenship commitments to the Ala,skan community at large. The
parties do not intend for these other commitments of Section II to be enforced by
lawsuits, and no right of action is created with respect to them.
D •. Construction. This Charter may be amended only in writing by the principals to this
agreement or their successors. This Charter will be binding on the parties and their
respective successors and assigns, and is not intended to confer any rights or remedies
upon any other persons (as used herein, "assigns" includes a transferee of substantially all
of the assets of BP or ARCO but does not otherwise include a transferee of property,
under this Charter orotherwise). Except as otherwise provided in this Charter, nothing
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herein shall be construed to impose a duty or obligation on BP or ARCO to make any
additional agreements with or concessions to any·other governmental or regulatory body.
Where an act required of BP or ARCO under this Charter is subject to regulatory
approval or action,.the time limits stated in this Charter will be deemed extended as may
be necessary to accommodate the time involved in securing those regulatory approvals if
BP and ARCO have acted with reasonable diligence in obtaining those approvals.
E. Reporting, Notice and Access to Records .

BP and ARCO will submit an initial compliance report at the time they
. 1.
execute this Charter and will submit additional compliance reports beginning thirty (30)
days from the date when this Charter is entered, and every thirty (30) days thereafter until
the divestitures required under Section! have been completed or a trustee is appointed.
Such reports will be in writing and each such report shall include, for each person who
during the preceding thirty (30) days made an offer, expressed an interest or. desire to
acquire, entered into negotiations to acquire, or made an inquiry about acquiring any
ownership interest in all or any portion of the divestiture assets, the name, address, and .
telephone number of that person and a detailed description of each contact with that
person during that period. BP and ARCO will maintain full records of all efforts made to ·
divest the assets under Section I.
2. ··
BP and ARCO will notify the State of any proposed divestiture within
two (2) business days following execution ofa letter of intent oragreement for sale ofthe
assets under Section I. The notice shall set forth the details of the proposed transaction
and list the name, address, and telephone number ofeach person not previously identified·
who offered or expressed an interest in or desire to acquire any ownership interest in the
divestiture assets. Within ten (10) days after receipt of the notice, the State may request
additional information concerning the proposed divestiture, the proposed Purchaser, and
any other potential Purchaser~ BP Amoco and ARCO will furnish the additional
information within ten (1 0) days of the receipt of the request. Within twenty (20) days
after receipt of the notice or within ten (10) days after receipt of the additional
information, whichever is later, the State will notify BP and ARCO in writing if it objects
to the proposed divestiture. If the State fails to object within the period specified, or if
the State provides notice that it does not object, then the divestiture may be
·consummated:-Ifthe State objects, the proposed divestiture may not be accomplished
unless ordered by a court of competent jurisdiction.
3.
For the purpose ofdetermining or securing compliance with this
Charter, and subject to any legally recognized privilege and reasonable notice, the State
will be permitted access during office hours to inspect and copy all books, ledgers,
accounts, correspondence, memoranda, and other records and documents in the·
possession or under the control ofBP or ARCO relevant to BP or ARCO's compliance
with this Charter. Subject to the reasonable convenience of BP and ARCO, and without
restraint or interference from them, the State may interview their directors, officers,
employees, and agents regarding any such matters. No information or documents
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obtained by the State under this paragraph shall be divulged by any representative of the
State to any person other than a duly authorized representative of the Attorney General,
except in the course oflegal proceedings to which the State is a party, or for the purpoSe
of securing compliqnce with this Charter, or as otherwise required by law.
, . F. Effectiveness. This Charter shall be effective as of the date it is entered as written
above. This Charter shall remain fully effective thereafter, except in the event that the
merger agreement between BP and ARCO's parent companies is terminated, then any
party may terminate this Charter by written notice to all other parties, in which event this
Charter shall·become null and void and of no effect, as if it were never entered.
G. Attorneys Fees. Within 30 days of the effective date of this Charter, BP and ARCO
will pay the State $1 ,512,198 as reimbursement for its attorney's fees and costs
reasonably incurred in connection with the merger through the date of this Charter. In
addition, BP and ARCO will make supplemental payments to reimburse the State for
reasonable attorney's fees and costs incurred by the State related to Charter
implementation and compliance between the date of this Charter and 12 months after the
merger is completed. These supplemental payments will be made within 30 days after the
State submits a reasonably supported written request to BP andARCO for
reimbursement.
H. Warranty of Authority. Each of the persons signing below on behalf of a corporate
party represents and warrants that he has the authority to execute this Charter on behalf of ·
the party for which he signs. Each of the persons signing below on behalf of the State
represents and warrants that he holds the office shown and is authorized to exercise the
powers of that office on behalf of the party for which he signs. In addition, BP and
ARCO specifically warrant and represent that they are fully authorized and able to make,
and to ensure the performance of, the commitments made herein and that, with respect to
any Alaska assets currently owned by affiliates, they have taken or wiil take such steps as
·are necessary to ensure that the commitments they make herein are accomplished.

[TEXT CONTINUED ON NEXT PAGE]
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I. Other Obligations Not Reduced. Nothing in this Charter is intended to reduce,
eliminate or supersede any other obligations BP or ARCO may have under any State or
federal law or regulation.

Signatures:
STATE OF ALASKA·

ARCOALASKA, INC•.

by~~.
Kevin Meyers, President

BP AMOCO, p.l.c.
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I. Other Obligations Not Reduced. Nothing in this Charter·is intended to reduce,

eliminate or supersede any other obligations BP or ARCO may have under any State or
federal law or regulation.

Signatures:
. STATE
OF .ALASKA
-

by__~~~~~~~~
Tony Knowles, Governor

bLLhln~

l~ho, Attorney General.
by____________________
John Shively, Commissioner ofNatural Resources
by____~~~~~~~~
Wilson Condon, Commissioner of Revenue

BP EXPLORATION (ALASKA) INC.
by_·~~~~~~~~~-

Richard Campbell, President

ARCO ALASKA, INC.

by____________________
Kevin Meyers, President

BP AMOCO, p.l.c.

by____________________
John Browne, CEO

by______________________
Rodney Chase, Deputy CEO
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I. Other Obligations Not Reduced. Nothing in this Charter is intended to reduce,
eliminate or supersede any other obligations BP or ARCO may have under any State or ·
federal law or regulation.

Signatures:.
STATE OF ALASKA
by__________________
Tony Knowles, Governor
by__________________
Bruce Botelho, Attorney General
by______~---------John Shively, Commissioner ofNatural Resources

by~----------------Wilson Condon, Commissioner of Revenue

BP EXPLORATION (ALASKA) INC.
by__________________~
Richard Campbell, President

ARCO ALASKA, INC•.
by____________________
Kevin Meyers, President

by____________________
Rodney Chase, Deputy CEO
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ADDENDUM TO THE CHARTER FOR DEVELOPMENT
Of the Alaskan North Slope

This Addendum to the Charter for Development ofthe Alaskan North Slope
("Addendum") is entered between the State of Alaska, BP, ARCO, BP Amoco p.l.c. ("BP
Amoco"), and Phillips Petroleum Company ("Phillips") on March 15,2000, to confirm
.their common interpretation of the Charter in connection with anticipated divestitures.
Words and terms have the same meaning in this Addendum as in the Charter.

L The parties agree that the sale of ARCO as a going concemwill satisfy the
commitments made by BP and ARCO in Charter paragraph LA. (Sale of Current .
Production), paragraph LB. (Sale ofNPRA Lease Interests), paragraph I.C: (Sale or
Relinquishment of State Leases), subparagraphs I.H.l.-3. (Divestiture of TAPS and
Feeder Lines), and paragraph LL (Offer to Sell Excess Jones Act Ships).

2. The sale of«ARCO as a going concern" under this Addendum means transfer to
Phillips or a Phillips subsidiary of (a) all of the stock in (i) ARCO (subject to the
requirement that ARCO' s owned assets at the time of any stock sale be substantially the
same as at the time the Charter was entered) and (ii) ARCO's affiliates owning associated
North Slope feeder pipelines and TAPS, as well as (b) associated ANS shipping capacity.

3. In the event of such a going concern sale, BP and ARCO may, where appropriate,
pwvide for separate performance of the Charter commitments by BP and ARCO, so long·
as BP and ARCO each remai~ jointly and severally accountable for complete
performance of their commitments under the Charter.

4. This Addendum does not change the notice and review provisions of Charter
subparagraph V .E.2, or the commitments of ARCO, BP, and BP Amoco under any other
Charter provision not specifically identified in paragraph 1 of this Addendum.

5. Phillips agrees that, if it is approved as the purchaser of ARCO as a going concern
and completes that purchase, it will, subject to the terms of this Addendum, ensure
ARCO's performance under the Charter to the same extent and in the same manner as BP
Amoco has ensured the performance ofBP and ARCO in Charter Section IV.

Addendum to the Charter
For Development of the
. Alaskan North Slope

- I -
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· 6. Subject only to the terms ofthis Addendum, the parties agree that the Charter is and
will remain in full force and effect according to its terms.
.
State of Alaska

.

Phillips Petroleum Company

By

/?l

. -,

:~.i.J.diva

)).)·JLC'---~--

President and
Chief Operating Officer

By

ARCO ,.
Alaska, Inc . .

By

Kevin Meyers, President ,

Addendum to the Charter
For Devefopment of the
Alaskan North Slope
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BP & Hilcorp Transaction
The deal & the State’s oversight role
Presented by
Department of Natural Resources Commissioner, Corri Feige
Joint Resource Committee Hearing, Monday, December 16, 2019

1

A GENDA
Introduction

Who are the parties to this deal?
What assets and liabilities are changing hands?
How does the State review and approve this deal?
When might this deal close?
Final Comments

2

S ALE O VERVIEW
•

August 27, 2019 - Sale
Publicly announced.

•

$5.6 Billion of
upstream and
midstream interests.

•

Purported stock sale
of the upstream
companies.

•

Combined stock and asset sale of the midstream companies and
TAPS assets.

•

October 11, 2019 – Division of Oil & Gas provided with confidential
purchase and sale agreement to assist with its due diligence.
3

BP & H ILCORP – S ALE S TRUCTURE
The Standard Oil Company

BP Pipelines (Alaska) Inc. (“BPPA”)

Share Sales to
Hilcorp Alaska, LLC

Share and Asset Sale
to Harvest Alaska, LLC
Asset Sale

BPXA
BP Exploration
(Alaska) Inc.

Holds Upstream
Interests
•
•
•
•
•

Prudhoe Bay
Pt. Thomson
Milne Point
Liberty
ANWR

BP Alaska LNG LLC

1/3 Interest
Alaska LNG Project,
LLC

Share Sale

TAPS ASSETS

• Alyeska Pipeline Service Company
(~49.1069%)
• Prince William Sound Oil Response
Corporation
• BP Transportation (Alaska) Inc.
• Owns 32% PTE Pipeline, LLC
• Owns 50% Milne Point Pipeline, LLC

Source: BP and Hilcorp

4

U PSTREAM A SSETS
All issued and outstanding shares of stock
of BP Exploration (Alaska) Inc. (“BPXA”)
• BPXA owns working interests in oil &
gas leases in the following areas:
o Prudhoe Bay Unit: 26.36%
o Pt Thomson Unit: ~32%
o Milne Point Unit: 50%
o Liberty Unit (Federal unit): 50%
o ANWR (ASRC leases)**: 50%
**Arctic National Wildlife Refuge
Leases are from the Arctic Slope
Regional Corporation, not the
State of Alaska.

5

N ORTH S LOPE
U PSTREAM A SSETS B EFORE

As of December 2019

6

6

N ORTH S LOPE
U PSTREAM A SSETS P OST C LOSURE

(If approved)

*Held by Hilcorp Entities

7

7

A DDITIONAL A SSET T RANSFERS
•

All issued and outstanding limited liability company
membership interests of BP Alaska LNG LLC (“BPALL”).

•

BPALL owns 1/3 of outstanding limited liability company
interest in Alaska LNG Project, LLC.

8

H ARVEST A LASKA , LLC M IDSTREAM
• BPTA holds 50% of the outstanding limited
liability company interests of Milne Point
Pipeline, LLC. (of which Harvest currently
holds the other 50%)
• 32% of the outstanding membership
interests of Point Thomson Export Pipeline.

9

H ARVEST A LASKA , LLC M IDSTREAM
• Acquiring from BP Pipelines (Alaska) Inc.
(“BPPA”):
o

BPPA’s approximately 48.4% interest in
the Trans Alaskan Pipeline System
(“TAPS”) and approximate 47.6% interest
in TAPS terminal tankage in Valdez.

o

Approximately 49.1069% of issued and
outstanding shares of Alyeska Pipeline
Service Company.

o

Approximately 25% share in Prince
William Sound Spill Response
Corporation.

10

Q UESTIONS ?

11

C ONTRAST TO BP-ARCO T RANSACTION
M ERGER

VS .

S TRAIGHT P URCHASE

BP /Arco Merger

Proposed Hilcorp Acquisition

(2000)

(2020)

• Federal Securities and Exchange
Commission Oversight.
• Anticompetitive / antitrust issues
to consider.
• Merger of two major producers in
Alaska.
• Approx. 70% of combined
production at time.

•

Federal Trade Commission
conclusions.
o Hart-Scott-Rodino Act analysis.
o No antitrust or competitiveness
concerns.

•

Hilcorp increasing barrel of oil
equivalent production share in the
State from 12% pre-deal to 28% postdeal.

12

DNR: D IVISION OF O IL & G AS
State Pipeline Coordinator Office
•

Fit, willing and able test

•

AS 38.35.100(a).

Commercial
•

Examine existing financial
assurances and determine
what amendments will be
required.

•

Analyze financials of Hilcorp
and Harvest.

Leasing
•

Administer and approve change in
control of leases.

•

11 AAC 82.605.

Units
•

Administer change in control of
operator of Prudhoe Bay Unit.

•

11 AAC 83.331.

Permitting
•

Administer change in
control of permits.

•

11 AAC 83.158(e).

•

11 AAC 83.346(e).

•

11 AAC 96.040(c).

11 AAC 82.605 (b) No transfer of an interest in a lease, … , is
binding upon the state unless approved by the Commissioner.
13

F INANCIAL A NALYSIS
Independent 3rd party review of the
financial risk associated with the
transaction.
• National Economic Research
Associates, Inc. (NERA)
• NERA’s energy practice has:
o

Over half a century of energy
sector practice.

o

Prior experience assisting the
State of Alaska in complex
economic matters.

o

Proprietary modeling and
analytic techniques.

o

Multiple Ph.D.-level economists
with extensive experience
modeling and analyzing risk in
the energy sector.
14

F INANCIAL A SSURANCES
•

•

Ensure that the Hilcorp corporate
family has the financial capacity to
fulfill its obligations to the State,
including those not realized for many
years.
Existing financial assurances
framework.
o

Initial financial assurance
agreement entered into in 2011.

o

6th Amended and Restated
Financial Assurances Agreement
in 2019.

•

Regular reporting of highly confidential
information.
o

Annual audited financial
statements.

o

Quarterly unaudited financial
statements.

o

3rd party estimate of DR&R
obligation submitted
every three years.

o

Reserve reporting requirements.

o

Insurance covering assets.

15

F INANCIAL A SSURANCES
•

Periodic reassessment of financial position.
o

Net worth ratio test and Altman’s Zscore tests.

o

Automatic triggers to protect the State
should there be material change in
financial health.

o

Surety bonding requirements that shift
with the lessee’s financial health.

• Financial assurances framework will be
renegotiated using the results from the
financial analysis to protect the State’s
interests.

16

F INANCIAL A SSURANCES
• BP represents to the State that it will remain secondarily liable for
the upstream DR&R obligations of BPXA as they exist at the time of
the transfer.
• BPPA retaining obligations related to dismantling, removing, and
restoring (“DR&R”) TAPS and is leaving all parent company guarantees
from BP Corporation North America Inc. in place regarding that
obligation.

17

A TTORNEY G ENERAL ’ S O FFICE R OLE
•

John Ptacin, Chief Assistant
Attorney General, Oil and Gas
Section. Former Chief of the
Regulatory Affairs and Public
Advocacy Section.

•

Morrison & Foerster LLP and
National Economic Research
Associates.

•

Department of Law – Oil and Gas
Section’s role.
o Represent decision makers
through various regulatory
processes.
o Represent the State of Alaska
before the Regulatory
Commission of Alaska.

18

RCA P ROCESS
(Alaska Statute 48.06.305)
• RCA Proceedings in general.
o Quasi-judicial.
o Five commissioners.
o Resides under Department of
Commerce (DCCED).
• RCA Pipeline Acquisition Dockets
o Administrative process.
o Court-like discovery.
o Likely hearing.
• Questions answered in an RCA pipeline
docket
o Is the acquiring pipeline operator fit
and able?
o Is the proposed acquisition in the
public interest?
19

AOGCC R OLE
• Designation of Operator
o Owner submits for approval a designation of new operator form.
 New operator agrees to accept obligations.
 Furnish surety or personal bond, amount depends on number of wells.
 BPXA expected to remain operator of record as wholly-owned subsidiary
of Hilcorp.
 Bonding from both Hilcorp and BPXA expected to remain in place
 20 AAC 25.020.
• Designation of Ownership
 Within 15 days of new ownership of a property, Notice of Ownership
must be filed w/ AOGCC.
 20 AAC 25.022.
• Bonding
o New requirements took effect May 2019, with optional phase-in over 4 years.
 Both BP and Hilcorp are currently compliant with level of bonding and
the commission will work with the applicants to determine if a variance
is required post deal closure.
 20 AAC 25.025.
20

DEC: O IL D ISCHARGE
P REVENTION & R ESPONSE
(AS 46.04.030, 18 AAC 75.400-496)
Facilities that produce, store, or transport oil must have an oil discharge
prevention and contingency plan approved by the Department.
Hilcorp has two options:
• Change of Owner Amendment
o As a major amendment there is a 30 day public comment period.
o Potential for quicker approval since it builds off previously approved BP
plan.
• New Plan
o Pre-application meeting required at least 60 days before submitting an
application (held 11/20/19).
o Application due at least 180 days before start of operations.
o 30-45 day public comment period.
• Current BP Plans:
o BPX Greater Prudhoe Bay, North Slope.
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DEC: F INANCIAL R ESPONSIBILITY
S PILLS & T HREATENED S PILLS
• Operators that produce,
store, or transport oil must
demonstrate proof of
financial responsibility to
respond to events/spills.

(AS 46.04.040, 18 AAC 75.205-290)

• Requires annual Department
approval.
• Amount is based on the
company’s single facility
with the highest financial
responsibility requirement
(each facility isn’t required
to have separate financial
responsibility).
• Maximum proof required for
any facility except tankers is
$93.5m.
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DEC: F INANCIAL R ESPONSIBILITY
S PILLS & T HREATENED S PILLS
• BP proof of financial
responsibility cannot be
transferred.

(AS 46.04.040, 18 AAC 75.205-290)

• Hilcorp already has demonstrated
proof of financial responsibility
for the maximum $93.5m for its
current assets, using commercial
insurance policies.
• Hilcorp must apply for
Department approval to include
the newly acquired facilities,
prior to sale closing.
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DEC: C ONTAMINATED S ITES
L IABILITY

AND

C LEANUP
(AS 46.03.822; 18 AAC 75.325-.390)

For contamination existing at the time of sale, Alaska law holds both BP and
Hilcorp responsible for contamination after the sale (joint and several
liability).
While BP is a Responsible Party and will continue to be responsible for
contamination existing prior to sale, Hilcorp will conduct activities relating to
cleanup actions, long term monitoring, and implementation of Institutional
Controls.
There are both:
• Active contaminated sites (actions still necessary)
• “Cleanup Complete with Institutional Controls” contaminated sites
(contamination remains in place)
Moving forward from the sale, Hilcorp will be liable for contamination it
causes or contributes to.
24

Q UESTIONS ?

25

T IMELINE

The goal of BP and Hilcorp:
Closure in second Quarter of 2020.
Under Alaska law the State of Alaska does not
have a timeline for review.
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T HANK YOU !
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