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TAPE 02-5, SIDE A
Nunber 001
#HB241
HB 241- RAIL AND UTILITY CORRI DOR TO CANADA

CHAl RMAN JOHN TORGERSON called the Senate Resources Committee
neeting to order at 3:43 p.m and announced HB 241 to be up for
consi der ati on.

REPRESENTATI VE JEANETTE JAMES, sponsor of HB 241, said she filed
this legislation to increase the size of the transportation and
utility corridor from 300 to 500 ft. wde. A corridor from
Fai rbanks to Seward has been identified; this bill wuld create a
rail road connection to the North American rail system She has
had a | ot of support for this idea fromthe Canadi ans, as well as
fromwithin the state. The accelerated interest is due, in part,
to Senator Murkowski’s effort to support a bilateral comm ssion

to do a feasibility study at the federal |evel. However, the
Canadians wll have to do the sanme, so while the U S. has
appropriated $6 mllion for this three-year process, no funds

have been expended yet.

HB 241 authorizes the Alaska Railroad Corporation (ARRC) to
survey on the ground and nonunent the corridor. Right now there
is great interest in building a gas pipeline along the sane route

and she wants to be sure that neither the gas line nor the
railroad exclude the other by taking a position that doesn't
| eave anything for the other. 1In discussions with the gas
producers, it has becone apparent that there nay be sone

synergi es between the two.

This particular legislation authorizes ARRC to investigate
extension of the railroad to Wite Horse, Yukon Territory. She
personal Iy thought this would be a hand out to Canada. The ot her
issue is that the Wite Pass Railroad could go to Wite Horse,
but currently it only goes as far as Carcross. The Canadi ans have
indicated to her that if the Al aska Railroad went to Wite Horse,
they would extend their schedule to go there, too. This would
open the deep-water port of Skagway to that part of Al aska and
t he Yukon.

The part of the bill that may be nore controversial provides that
once ARRC has received the funds to do the surveying, the state
woul d transfer the state land within that corridor to ARRC

REPRESENTATI VE JAMES said that nmany things have changed since an

aerial survey was done 20 years ago and it nmay well be that sone
changes in the direction of the already delineated route would
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have to be made. NASA did a fly-over with a high-resolution
evaluation of the whole area two years ago that is currently
being mapped by the Departnment of Natural Resources (DNR) and
wi |l soon be finished.

In 1994 a route from Fairbanks to the Seward Peninsula was
aut hori zed that excluded the requirenent in Title 38 to identify
the use of the lands. She rem nded the commttee that ARRC has
em nent domain authority and that it is looking at a
transportation and wutility corridor wde enough to possibly
include fiber optics or anything else that would need to go in
the corridor in the future.

CHAI RMAN TORGERSON said the first issue he wanted to discuss was
on page 2, lines 18 — 22. It gives DNR the authority to transfer
the land without |egislative review. He has heard runblings that
[legislators] would like to see a report when it's conpleted and
then do the final transfer

REPRESENTATI VE JAMES said that would not necessarily negatively
affect the direction she is going in.

CHAI RVAN TORGERSON said the conmttee requested a |egal opinion
on the reference to AS 42.40.370, which transfers all subsurface
rights, including the surface materials, mneral rights, the
right to use the tinber, etc. to the corporation, but clearly the
[legislature] is not interested in giving the oil and gas to
ARRC. If they happen to build a road, they don't want to transfer
it and then buy the gravel back either. So, they are working on
an equal access issue to where the state would take care of a | ot
of the right-of-way if needed, but still achieve the purpose they
want for ARRC

REPRESENTATI VE JAMES said she had no problem with that either
She never intended to include the subsurface rights with the
exception of gravel, which ARRC will need. She had di scussed this
with ARRC and they were working on |anguage about who would
manage the gravel while giving the state access to it.

CHAI RVAN TORGERSON next questioned giving ARRC the authority to
own property in Canada in the last sentence in the bill, which
says, "the corporation nay acquire land or interest in Canada".

4:00 p.m
SENATOR TAYLOR said he was concerned that the fiber optic

contract alone renders a significant incone and that the state
shoul d manage t hose revenues.
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REPRESENTATI VE JAMES said she shares his concerns and she would
not have sponsored this bill if she didn't believe that this is
going to benefit Alaska as a whole. She noted that Al aska has a
| ot of stranded resources that have the potential to be devel oped
if better connections were available. It appears to her that, for
safety reasons, wherever ARRC has a right-of-way, that |and
shoul d be managed by ARRC.

SENATOR TAYLOR expressed concern about giving ARRC title to the
500 ft. wdth. He questioned, "Wy don't they just have a right-
of -way or easenent for the use of that portion, but not an

exclusive right-of-way or easenent."” He said that he would give
ARRC the exclusive right to run the railroad on a 100 ft.
corridor but cautioned, "I wouldn't give themthe exclusive right

to control all other uses that m ght be conpatible with theirs."

REPRESENTATI VE JAMES said currently ARRC has fee sinple title to
its railroad corridor and she believes it should all be the sane.
She assuned that the basic mninumis 100 ft. for one track and
that they would need sone double tracks and ancillary things
al ong the way. She said she didn't think the existing corridor is
going to work for future needs. She added:

If there is an EIS to do for the Railroad down there,
was of the opinion that we could do the whole thing at
once and so when it comes to putting a transm ssion
line down, it'll be already done...

She said she didn't agree with Senator Taylor that it was that
much of a problem and in Fairbanks ARRC is working with federal
noney to neke separated grade crossings over 46 different at-
grade crossings. She noted, "The goal is to have separated grade
crossi ngs, not at-grade crossings."

SENATOR LI NCOLN comrented the bill provides for "at least" a 500
ft. corridor, but that is just a mninmm She asked if there was
a reason to have a m ni num and no maxi mum

REPRESENTATI VE JAMES replied there is a reason, that being the
corridor needs to be wider in sone areas to allow for turning,
double tracks and other things a railroad needs, but those
| ocations can’t be determined until a survey is done.

SENATOR LI NCOLN asked what the nmaxi mum coul d be.
REPRESENTATI VE JAMES said she didn't think they could know that

until the survey is conplete. She reiterated that nothing would
happen until the survey and nonunents were actually done on the
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ground and peopl e knew what was required and where.

SENATOR ELTON said the bill proposes that ARRC can identify a
corridor (page 2, lines 18 to 23) in accordance with cited
statutes and convey state land wthin the railroad utility
corridor. He asked who will negotiate if there are prior clains

on that |and, whether they be mneral clains or farm/l eases.

REPRESENTATI VE JAMES replied that it is her understanding that if
DNR were to transfer any land to anyone for any reason, it would
have to identify the existing rights, whatever they happen to be.
Generally, if a piece of property that has existing rights on it
is purchased, you either make an agreenent of conpensation or
provi de satisfaction or you accept the land with the existing
rights. She assunmed this transfer would be handled in the sane
way, but it needs to be clearer in the statute.

SENATOR ELTON said he understood then that it wouldn't be up to
DNR It would be up to ARRC to extinguish those previous existing
rights that mght conflict with ARRC s use and ARRC woul d incur
any costs associated with extinguishing those rights.

REPRESENTATI VE JAMES responded that she thought that is how it
woul d wor k.

SENATOR TAYLOR asked what was neant by "associated rail |and" on
line 17 and in several other places.

REPRESENTATI VE JAMES said she understood that to nean sites and
other kinds of facilities along the line, including passenger and
freight stations.

SENATOR TAYLOR asked if they woul d be outside the corridor.

REPRESENTATI VE JAMES said she thought it would be part of the
corridor.

SENATOR TAYLOR asked if there was a definition of “associated
rail land” and whether it could go beyond the intended 500 ft. He
wondered if “associated rail |and” neant |ands beyond 500 ft.

REPRESENTATI VE JAVMES replied that they <can’'t specifically
descri be what they need until the legislature authorizes the on-
t he- ground survey.

CHAI RVAN TORGERSON said he thought that is the reason the
| egi slature wants to review the findings. He said he would set
the bill aside and work with the sponsor to resolve sone of the
i ssues.

SENATOR LI NCOLN asked if DNR would testify today.
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MR BILL BRITT, Gas Pipeline Coordinator, said that a ngjority of
DNR s concerns had al ready been identified. He expl ai ned:

First, there is likely to be sone overlap between the
railroad corridor and the gas pipeline right-of-way as
has been indicated. Any gas pipeline right-of-way |ands
transfers t he railroad woul d st ake [ ndisc.]
aut hori zation, construction, operation, maintenance and
[indisc.] of the gas pipeline. The transfer would al so
reduce the lease paynent and nay also affect the
tariff...This is not an abstract concern, given that the
railroad [indisc.] about 10 tinmes what the state does
for fiber optics right-of-way.

Having the contract returned for review should be considered so
that other state interests can be identified. The bill should
al so make conveyance subject to third party interests, a concern
that Senator Elton brought up. The state’'s mineral rights need to
be protected as well and the transfer should be nmade subject to
AS 38.05.125. The bill does not protect public use and access
Wi thin and across the corridor. At a mninmum the bill should
make the transfer subject to AS 38.05.127, retaining access al ong
navi gabl e wat erways. He suggested the commttee mght want to do
nore. The bill also needs to clarify who will bear the expense
associated with the conveyance and there doesn't appear to be an
upper limt on the anbunt of |and that can be conveyed.

CHAl RMAN TORGERSON asked him the difference between AS 38.05. 125
and AS 38. 05. 035.

MR DICK MYLIUS, Director, Division of Mning, Land and Witer
Department of Natural Resources (DNR), answered that AS 38.05.125
is | anguage DNR uses when conveying |land out of state ownership
while it retains the mneral rights.

CHAI RVAN TORGERSON asked if he agreed that AS 42.43.070 transfers
m neral rights.

MR, MYLIUS said that is DNR s understanding of it.

SENATOR ELTON noted that the only fiscal note in the packet
affects DCED and was witten by the staff to the Senate
Transportation Conmittee. He thought DNR shoul d prepare one al so.
SENATOR TAYLOR asked if ARRC s purpose could not be just as well
provided for with an easenent within a declared utility corridor
that was retai ned and owned by the state.

MR, JIM KUBI TZ, Al aska Railroad Corporation, replied that depends

SENATE RES COW TTEE - 8- February 27, 2002



on what you want to acconplish. ARRC hopes this business will be
profitable or it may need to do other things on the land until it
is. He also explained that every once in a while you have to turn
a train around and that can't be done in a 500 ft. corridor. So,
every fifty mles or so ARRC will need a bigger piece of |land on
which to do that.

SENATOR TAYLOR asked if that could also be acconplished by an
easenent .

MR. KUBITZ said it could probably be acconplished by an excl usive
easenent .

SENATOR TAYLOR said he wanted ARRC to stay in the railroad

busi ness. He maintained, "I don't intend to give you | don't how
many thousand acres of |and and resources and mneral rights so
you can go into the oil drilling business or go into the |and

selling business or the |and | easi ng busi ness..!

M5. PHYLLIS JOHNSON, general counsel to the Al aska Railroad
Cor por ati on, added:

From the Railroad's perspective, certainly we don't
have to have full fee title. It's an admnistrative
convenience to treat all the land we're involved with
the sane way, but we can certainly differentiate. Wat
we would need to be especially careful about, though,
is in crafting or defining the |anguage that creates
this easenent interest, even if we don't say exclusive
- because | know that raised a few eyebrows just a
second ago when Jim said exclusive - we feel the need
to be able to have a very strong say about other
activities. Again, we get back to the safety sort of
angle of things. So, even if we have an easenent, we
woul d need to be careful about how we define it so the
Rai | road can protect both itself and the public and the
environment and all the interests there fromthose kind
of peculiar railroad hazards that goes along with the
kind of business we're in.You can call it an easenent
or a duck as long as we're able to protect those
i nportant public interests.

CHAI RVAN TORGERSON asked why the legislature would want to give
ARRC authority to own land or interest in Canada. He asked if it
is an inportant provision.

MR KUBITZ replied that all ARRC is after is to be able to
control its corridor and right-of-way for its own reasons.

M5. JOHNSON asked themto envision the border and the interchange

SENATE RES COW TTEE - 9- February 27, 2002



with other rail lines and other activities; ARRC would need a
fairly spread out area to work in there. ARRC envisions buying a
little additional land to make it work out right at the border.

CHAI RVAN TORGERSON said they would work on | anguage with them

SENATOR TAYLOR asked if she could draft a paragraph indicating
what the essential elenents are of an easenent providing for a
priority of use by the railroad, but not an exclusive use.

M5. JOHNSON said she could take a stab at it and use the Federal
Transfer Act as her guide, because that would cover the nost
inmportant interests that need to be protected.

CHAI RVAN TORGERSON said they would hold this bill for further
wor k.
#

4:30 p.m
#SB319

SB 319- SHALLOW NATURAL GAS: LEASI NG & DI SCHARGES

CHAI RVAN TORGERSON announced SB 319 to be up for consideration.
MR. DARW N PETERSON, staff to Senator Torgerson, told nenbers:

SB 319 is an act related to shallow natural gas
| easi ng. Shal |l ow gas | easing was originally proposed as
a program that would enabl e exploration and production
of shall ow natural gas deposits. One of the features of
the program is to encourage a new energy supply to
villages, mnes and other rural users. The programis
fully operational with over 100 |eases processed and
nearly 200 nore pending. The program has becone a
vehicle for comrercial gas devel opnent in Fairbanks,
Big Delta, Mat-Su Valley and the Lower Kenai Peninsul a.
SB 319 is intended to advance the programinto a nore
robust and viable comrercial program that should
benefit all parties. Because the program has becone

nore commercial in nature, increasing revenues from
application fees and annual rental fees is appropriate.
The program wll still neither involve conpetitive

bi dding nor require bonus bids. However, application
fees for shallow gas |eases have been increased from
$500 to $5,000 and an annual rental fee has been
increased from $0.50 to $1.00 per acre. The increased
fees are designed to increase revenue and pay for the
program costs while not discouraging parties of genuine
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interest and ability from devel oping shall ow natural
gas resources.

The requirenent that DNR annually notify a |essee by
certified mil of rent due has been deleted. Rent would
automatically be due on the date determned in the
| ease. Deadlines have proved to be unworkable and do
not recognize the work required by DNR to prepare
| eases in areas that are popul ated and nmay have conpl ex
| and ownership patterns. The limtation on depth to
3,000 ft. has been replaced with the requirenent that
sone portion of the field nust be within 3,000 ft. The
total amount of acreage that may be held by shallow
natural gas |essees has been increased from 46,080
acres to an aggregate of 100,000 acres. The acreage
increase reflects the fact that |arge acreage my be
necessary as a shallow gas program The requirenent
that the applicant conduct a title search wll be
renoved. DNR routinely conducts a title search for |and
before |eases are issued. Additionally, there are no

title conpanies that wll conduct a thorough title
search of the subsurface estate and warranty title.
These changes will inprove reservoir mnmanagenent ...

TAPE 02-5, SIDE B
MR. PETERSON conti nued:

New bonding provisions would denonstrate |essees are
fiscally responsible and would help protect surface
owners. The I|essee nust secure the bond as a
precondition to obtaining the lease. In the event that
the surface estate is owned by a private property, an
additional bond may be required if the |essee and the
private party cannot reach an agreenent. Lessees w ||
have from July 1, 2002 through Septenber 30, 2002,
approximately 90 days to convert |eases from the
exi sting programto the new programif they so choose.

MR. MARK MYERS, Director, Division of Ol and Gas, Departnent of
Nat ural Resources (DNR), said that DNR strongly supports SB 319,
whi ch recogni zes that the original intent of shallow gas |easing
was to provide rural energy in renote areas. It would take nany
| eases to provide sufficient energy to the rural villages. That
was the original intent, but the program quickly evolved into a
comercial program Right now there are pending |leases on 1.3
mllion acres of land. The | eases are clustered near fairly |arge
residential areas and communities of Fairbanks, the Big Delta
area, the northern Mat-Su area and in the Honer area. Those
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| eases are appropriated for fairly large-scale conmercial gas
devel opnment, assum ng there is shallow gas or coal bed nethane or
both. DNR | ooks at the programin ternms of what it needs to be an
effective commercial programas well as to maintain the origina
intent if it is used by villages in rural and renote areas. About
1.5%of the | eases are in higher density popul ati on areas.

DNR tried to cone up with sonme changes to bal ance everyone's
needs and, to that end, worked with AOGA, Com nco, and other
fol ks who have an interest in seeing a successful exploration or
t he shal | ow gas | easi ng program

MR. MYERS told nenbers that anending the 3,000 ft. depth is a big
i ssue. The problemw th 3,000 ft. is that geologic formations for
coal or shallow gas typically tip at an angle and often start at
3,000 ft., and continue on below that level. There are fights
with the AOGCC over proving the state's rights to get that gas.
Anot her problem is that the 3,000 ft. depth is a surface depth
rather than a fixed depth based on sea level, but the terrain
undul ates. This creates a huge problem from a reservoir
managenent standpoint and furthernore, the coal seans for coal
bed nmethane m ght extend from a few hundred feet down to depths
of 4,500 ft. DNR feels it is fair for the |lessee to be able to
capture all the reserves in an entire area. For |ogica
devel opnment and to mexim ze production, DNR feels that mnera
rights, if the field starts above 3,000 ft., should be for the
whol e field s accumul ation. Al parties share this concern.

Regardi ng changing the fee to $5,000, it costs DNR $2,000 to do
the title per |lease. The current bill does not require DNR to do
the title work, but DNR has found that it has to. Private parties
cannot get insurance on title work so they have no way to verify
the title was done in a reasonable manner wthout actually
retracing it anyway. He pointed out that $5,000 is less than $1
per acre for a lease, which is well wunder any of DNR s
conpetitive leasing terns. They feel the terns are reasonabl e and
af f or dabl e.

MR. MYERS said DNR al so wants to increase the total acreage from
46,000 acres under the old bill to 100,000 acres maxi num per
conpany. The reason is that a coal bed is typically produced in
fairly large units of about 70 to 80,000 acres to nmaxim ze
production. Around a small village this wouldn't be necessary,
but in a comrercial sense a conpany typically needs to acquire
nore acreage.

In terms of raising the rents from $.50 to $1 per acre, this is
as cheap as they get. The original |ease starts at $1, but
accel erates $0.50 each year for the termof the | ease. This stays
at $1, which is affordable and provides nore revenues to the
state. They feel that the state's oil and gas prograns should at

SENATE RES COW TTEE -12- February 27, 2002



| east pay for thensel ves.

MR. MYERS said DNR is concerned that a | ot of the current shall ow
gas |l eases are in areas where the private | and ownership is nore
conplicated than on the North Slope or in sonme areas of Cook
Infet. DNR is concerned about getting an applicant who has a
tradition of oil and gas devel opnment that nay not understand the
process of approvals and nay actually enter the | and or do danage
to it without getting the | andowner’s agreenent. Putting the bond
anmount up front gives extra protection to the surface owners that
the department feels is appropriate. The bond would screen out
folks who would not be able to afford the |eases and who m ght
cause incidental damage by not getting a final operations permt.
This is an assurance to private | andowners that they do have sone
protection, partly necessary because this is an over-the-counter
program not a program where the state selects which areas it’s
| easi ng. People apply to DNR and a | ease is then granted based on
t he application.

SB 319 provides a chance for soneone to convert from the old
program that limts rights to 3,000 ft. to this new program
Several conpanies want to utilize these |eases for comerci al
devel opnment. He stressed that this is an inportant programto the
state in ternms of providing energy to Fairbanks and the Honer
ar ea.

SENATOR ELTON asked why DNR nade the change on page 3, lines 13
and 14, that allows the director to termnate the lease if the
renter fails to pay.

MR. MYERS replied that he thought the issue was whether the state
has the obligation to be sure to mail out the request or whether
it is the lessee's responsibility to make sure to pay the rent.
He expl ai ned:

W felt that we're not in the mail order business of
doing that. W don't do that with our conventional
program So this is an extra expense on the departnent
that a responsible |essee should have no problem in
fulfilling in the existing oil and gas program

SENATOR ELTON asked if DNR still has the authority to termnate a
| ease if rent is not paid.

MR. MYERS replied that it does.

CHAl RMAN TORGERSON asked him to explain the $500,000 bonding
requi renent on page 16.

MR. MYERS responded that the $500,000 is a statew de bond for oi
and gas activities. DNR feels that requiring it upfront assures,
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since there are no other qualifications that the |essee has the
wherewithal to cover any surface damage caused. If a |essee
already has a $500,000 statewide bond, it shows they are
responsible and that recourse is available so the lessee is
exenmpted fromthe extra $50, 000 requirenent.

SENATOR TAYLOR noted that |anguage on page 5, line 23 refers to
$25, 000 per incident. He asked if he were to go into the shall ow
gas | easing business, whether he would have to cone up with the
$5, 000, pay the $1 per acre annual fee and also conme up with a
$500, 000 bond.

MR. MYERS replied that he wouldn't. He added that there are
multiple bonds in the state and this bill deals with sone of them
in addition to adding another one. However, the additional bond
on page 5 is a DEC bond that is based on cuttings and wei ghts and
other issues that are related to the operation of drilling, not
acquiring a | ease.

SENATOR TAYLOR repeated his question that if he came up wth
$5,000 and the $1 per acre fee, would he need to have additional
bondi ng before he could get the permts to actually drill a hole.

MR JIM HAYNES, Permtting, explained that there are three
agencies within state governnment that have bonding requirenents.
The Alaska G| and Gas Conservation Conm ssion (AOGCC) requires a
$200, 000 statewide bond to plug an abandoned well that nmay be
left inmproperly in place. DEC s bonding requirenents range froma
| ow of $25,000 to as high as $121 nmillion, depending on the type
of facility. DNR requires a $100,000 bond for a single well and
$500, 000 for a statew de bond, which would include shallow gas.
The bill says if you have the $500,000 bond in place, such as
UNOCAL does, no additional bond is required for shallow gas
oper ati on.

CHAl RVAN TORGERSON asked if the $500,000 statewi de bond
requirenent is existing law and the legislation provides an
exenption if a conpany already has one. They indicated that was
correct. He asked if they didn't think that was a little | ow.

MR. HAYNES replied that it hadn't been | ow so far.

SENATOR TAYLOR clarified if he was going to lease to drill for
shal | ow gas, he would need a $200, 000 bond for the AOGCC to make
sure he would plug up any holes that he would |eave, a $25, 000
per incident bond, and a $121 mllion bond to DEC for whatever it
construes the risks to be and then, if he was going to drill nore
than one single hole, he would have to cone up wth another
$500, 000 for a statewide bond for DNR, which would include this
gas.
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MR. HAYNES replied that is correct, although he couldn't speak

for DEC. The per incident |anguage, if you drill a well with one
drilling rig and nove it to another hole, is another incident. If
you have three drill rigs running, that could probably be

construed as three incidents, but he didn't know how DEC woul d
interpret that. He stated, "W're concerned with $500, 000."

SENATOR TAYLOR said the very least he could get by with is
$725,000 in bonding before he could drill a shallow gas hol e.

MR. HAYNES said that is correct.
SENATOR TAYLOR i ndi cated that was maybe too much
MR. HAYNES replied that the question is what is being bonded.

Some of the bonds are to nake sure the well is abandoned
properly, some of them are to protect the surface estate, and
others are to deal with oil spill clean-up issues. He explained,

"It's not a conbined pool that's usable for all these purposes.
They are individual bonds for specific purposes that are all
different.”

MR. MARK SEXTON, President and CEO, Evergreen Resources Al aska
Corporation, said that currently Evergreen has 46,080 acres of
shal | ow gas | ease applications |ocated in the WIIlow area pendi ng
with DNR He supports SB 319, which renoves obstacles to
Evergreen’s ability to explore for and devel op shall ow natural
gas. He told nenbers:

Evergreen Resources Alaska's functional specialties
extend to Al aska the main focus of Evergreen Resources,
whi ch is unconventional natural gas extraction such as
coal bed nethane extraction and other shallow natura
gas devel opnent. These activities require at |east
100,000 acres to establish the necessary econom es of
scale for an initial developing program W strongly
support increasing the depth |imtation to one that
relies on science and geol ogy for the specific geol ogic
play in concept. W're certain we can drill, conplete
and produce natural gas wells below 3,000 in a safe and
environmental |y responsi ble manner using the currently
exi sting technol ogies that we already enploy every day.

Finally, M. Chairman, the shallow natural gas program
is the primary reason Evergreen is in Al aska and we're
grateful that the legislature is making this program
possible as well as inproving it. The changes proposed
in this bill do provide us the necessary latitude to
operate in an economcally sound and environnentally
safe manner and we acknow edge the Division of Gl and
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Gas for collaborating with us and other stake hol ders.
This is in our mnd an excellent exanple of how state
agencies and industry can work together to the benefit
of all interested parties, including and particularly
the public. Thank you for allowing ne to testify today.

MR. SEXTON said John Kanegawa, Al aska Projects Manager, and Jack
Engstrom Public Affairs, would be in Juneau Thursday and Friday
to provide further information.

SENATOR TAYLOR asked if he could give the coonmittee a conparison
of the bonding requirenents required froma conpany like his in
ot her states where there is shall ow gas.

MR. SEXTON replied that it varies from state to state and in
general it's quite a bit less in Colorado, which requires a
$25,000 statewide bond. There is a separate $25,000 bond for
operating within federal units.

SENATOR TAYLOR asked if the requirenments in other states are that
dramatically less than in Al aska where the mninmm bonding
requirenent to punch the first hole is $725, 000.

MR. SEXTON said that is right:

But it really has come down to the fact that even as
| arge as those nunbers are, when you | ook at the cost
of bonds, bonding really represents a small portion,
just a few percent of the total cost to drill, conplete
and produce a shallow gas well. If an operator cannot
afford a bond, even if it's just a $500, 000 statew de
oil and gas bond, it's probably unlikely that they wll

have the financial resources to successfully drill and
produce a single exploration well, much | ess
inplenenting a full rmulti-well program in an orderly
devel opnment way | think the state wants to see.... The

operators who can afford to do this type of program
could easily afford this type of bonding.

SENATOR TAYLOR said that is why he is concerned, because through
this guise, the state may very well be excluding this activity to
alimted club of operators who can afford to do the drilling. He
understands that over 30% of the oil produced in the United
States today comes from wldcatters and a higher percent than
that cones fromw ldcatters drilling for gas. He didn't think it
encouraged themto go out there if the only boys that can play in
the gane have to have a mllion dollar check before they can show

up.
MR. SEXTON responded that it is going to be nore costly to do
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business in Al aska. Evergreen has taken the approach that to do
this right, it has to plan to develop at |east 100,000 acres to
get the proper economes of scale. He said that in popul ated

areas such as the Mat-Su, infrastructure and services are
generally available as opposed to the effort that would be
required to drill a few wells in outlying villages where the

market is limted. Al aska should deal with well-financed ethica
conpani es that are going to be able to do it right, because while
the cost for Alaska can be quantified relative to drilling wells
in Cklahoma or Kansas, the reality is the cleanup costs in
Al aska, especially in renote areas if soneone doesn't do it
right, would be greater than down south where services and
equi pnent are nore readily available. He rem nded nenbers that
Evergreen is planning to bring in specialized drilling rigs and
specialized fracture stimulation and conpletion equipnent to do
the work in Alaska, which currently doesn't exist.

CHAI RMAN TORGERSON said that Senator Taylor is nmaking a
conparison to one well and there is no such thing as a one well
met hane shallow gas field that he knows of. He offered, "There's
maybe 1,500 wells to a field...and $500,000 is a bargain."

MR. SEXTON said that he was |ooking forward to proving that
statenment true.

MR. DAVE LAPPI, President, Lapp Resources, Inc., supported SB 319
and sai d:

The proposed bonding to cover damages to the surface
will reduce the cost to the Division of Gl and Gas in
adm nistering these provisions while providing good
protection to | ocal resources.

The 100, 000-acreage limtation wll allow conpanies to establish
the | arger acreage positions necessary to justify the risks and
expenses i n devel oping the new resource. He discussed raising the
fees to cover the increased admnistrative costs wth the
di vision and he thought it would be nice if nonies to cover the
increased costs could be raised closer to the source of the
expense (the drilling and production phase) rather than at the
application stage. He thought it was in the best interest of the
state not to shortchange the Division of Gl and Gas, which
manages the source of the vast nmajority of our state's incone.

He supported changing the exploration level to below 3,000 ft.
because it wll increase the potential gas resource avail able
under this program while reducing the cost of developing the
deeper horizon. He supported |anguage on page 5 that would
elimnate reclassifying shallow gas wells to oil and gas wells on
| eases other than shallow gas |eases. He thought the sane
| anguage shoul d be used on page 6, line 26, to prevent increased
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bondi ng costs.

VB. JUDY BRADY, Executive Director, Alaska Gl and Gas
Associ ation, supported this bill for all the reasons previously
hear d.

MR. KEVI N TABLER, Manager of Land and Governnent Affairs, UNOCAL,
supported SB 319 and tol d nenbers:

UNOCAL is conducting an aggressive gas exploration
program in the Cook Inlet area and is very interested
in any legislation dealing wth gas and gas
exploration. The shallow gas |easing program augnents
the existing area w de | easing program and enhances the
access to developnent of the state's natural gas
resources. W're very supportive of this program and
ot her | easing prograns providing access to the state's

m neral wealth. | have listened today to the remarks of
Director Mers at the Division of GOl and Gas
testifying in support of this bill and wish to |end

UNCCAL' s support in passage of this |egislation...

M5. CHARLOTTE MCKAY, Senior Admnistrator, Environnental and
Regul atory Affairs, Tech-Com nco of Al aska, said Tech-Comi nco is
partners with NANA Regi onal Corporation. She wanted to tal k about
the potential for shale bed nethane gas around the Red Dog m ne.
They enpl oy 400 people, about 60% are NANA sharehol ders and they
produce over one mllion tons of zinc and |ead concentrates per
year. She sai d:

To crush the ore and nmake the concentrate requires
about 28 negawatts of power using approximtely 18
mllion gallons of diesel per year that we transport to
the port and then up the road by truck on a daily
basis. Replacing the diesel consunption with gas would
reduce our air em ssions by half as well as reduce the
risks of the oil transport to the port, the storage and
the transfer up to the nmne site.

She showed the conmttee a picture of the terrain at the Red Dog
M ne, which is not flat like Mat-Su or Prudhoe Bay. It is very
rugged and they need a nore flexible determnation for the depth
limtation for the shallow gas lease. It would be very difficult
to follow a surface depth at Red Dog.

M5. MCKAY said that currently, Tech-Com nco holds four state
shallow gas |eases for about 23,000 acres and NANA has the
adjoining land to the east where there is nearly 100,000 acres.
The current lease limtation of 46,000 acres to any one conpany
is not sufficient for the project and they support the 100, 000-
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acre limt as well as the fee changes, if the nonies remain
within the shallow gas program Oherw se, they would find it an
expenditure that would not be good for business.

Devel opnent of shallow gas fields in Northwest Al aska have many
i npedi nents and location is the major one due to access and the
ability to bring large equipnent in and out only in the sumrer
nonths. They do not have access by ice roads in the wnter
nont hs. She expl ai ned:

It's very difficult, if not inpossible, to test a
shallow gas |lease within the three years provided in
the current | ease when work is so seasonal. Logic woul d
say a | ease should be at |ease five years for a primary
term with renewal options as provided in the current
| ease. Al though this is not provided in the
| egi sl ation, we would support a five-year term wth
renewal options. Devel opnent of a shallow gas field is
much different than a conventional field in Cook Inlet
or on the Slope. Instead of 2 to 5 holes to develop a
gas field, it would take 50 to 100 holes and the cost
per hole needs to be kept at a mninmum or a field
beconmes uneconom ¢ qui ckly.

To date, Com nco has opportunistically piggy-backed on
the mneral exploration effort in the Red Dog area as a
tool to defray the costs and delineate the areas for
potential gas resource. The nethane gas we have found
is low pressure and is located lateral to and
underlying the ore zones. Extensive work has been
conpleted to date using the mneral exploration tools,
but the next phase is to conduct the flow test to see
if that gas will let loose. This flow test cannot be
supported until the depth below the surface of a field
is better defined. W have already found gas down 2 -
3,000 ft. and we know it's at |east that deep and the
geologic structure indicates it will go considerably
deeper. Arctic operations will always present nunerous
chal l enges not present elsewhere. Tech-Com nco Al aska
and NANA address these each and every day at Red Dog.
By passing this legislation, you will help us address
sone nore.

SENATOR TAYLOR asked if she wanted a five-year term
MS. MCKAY replied yes.

SENATOR TAYLOR explained that the |egislature does not have the
ability to dedicate funds so keeping the revenues wthin the

SENATE RES COW TTEE -19- February 27, 2002



shal | ow gas program may be beyond their capacity. Even program
receipts are subject to the appropriation by the next
| egi sl ature.

SENATOR LI NCOLN said the bill addresses wells "within" 3,000 ft.
of the surface and asked if that |anguage is a problem

MS5. MACKAY replied that this bill would allow a well to go deeper
if they are within the sane resource unit.

MR. MYERS said that there is also discretion to add three years
to the five-year term He said that production on a |larger scale
would be from unitized production, particularly in their area
where there are two different subsurface owners.

5:10 p. m
MR. KEN BOYD, GOl and Gas Consultant, said he was representing

hi nsel f, but that he was director of the Division of Ol and Gas
when this program was originally established in 1996. He

supported the changes in the bill. Extending the 3,000 ft. depth
and increasing the nunber of acres just increases the opportunity
to use the bill. The increase in fees is appropriate and the

bondi ng may hel p by giving the | andowners nore confort.
5.12 - 5:16 AT- EASE

SENATOR HALFORD said his concern is that in these kinds of
operations, nultiple rigs are operating in fairly high densities.
He is worried that a $500, 000 bond for surface damage will not be
enough. He wanted to hear what the Division has to say about the
| evel of the bond when it's applied statew de, because he thought
there would be nore and nore conflicts between the people who own
the surface estate and the subsurface. Mst people don't
understand that they don't control authority over the subsurface
estate. He noted, "In fact, it's reversed."

MR. MYERS replied that they should keep in mnd that the risk
woul dn’t occur all at once. The $500,000 has to be replenished if
there are multiple, sinmultaneous draws on that individual bond.
He thought the bonding issue needed to be reviewed in the sense
of their overall oil and gas program where there's oil risk as

well. He explained, "I think we're confortable with the current
| evel s, but if we do look at nore, | think it needs to be | ooked
at in regards to the conventional programas well." He said they

have the authority to request larger bonds if there is unusual
risk.

SENATOR HALFORD said there is a difference in the kind of

expectations from parcels and the expertise of the people
i nvol ved when you're dealing with small subdivision lots in smal
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parcel s of | and.

MR. MYERS concurred with that and said DNR needs to be concerned
about the economc effect on the industry as well.

SENATOR HALFORD asked what he thought the cost of a $500, 000 bond
woul d be for a reasonabl e sized i ndependent conpany.

MR. MYERS replied that he thought it was about 20% of the bond
anount. He added that depended on market conditions that change.

SENATOR HALFORD asked if that is a cost that is annually earned
or an anpunt that has to remain in escrow.

MR. MYERS replied that it is an annual prem um
TAPE 02-6, SIDE A

SENATOR ELTON asked if reservations were expressed during the
public coment period that the director or the departnment would
be able to negotiate the bond price.

MR. HAYNES replied that under AS 38.05.130(a), a surface owner
(either party) who cannot cone to terns with proposed activity on
his land has the right to request a hearing by the director of
the Division of Gl and Gas. They had experience with that a few
years ago and it was peacefully resolved. They hoped the new
| egislation with $500,000 in place would allow them to tell
soneone who wanted a hearing that they are entitled to it, but
$500,000 is a pretty high bond and it's in place for the surface
owner’s benefit.

SENATOR TAYLOR asked if they are allowed to exceed that amount if
they determne there is a greater risk

MR. HAYNES replied yes. He said that A aska's oil and gas
busi ness is changing and for the first tinme [conpanies] are going
into areas that are not only residential, but areas wth
conplicated ownership patterns. DNRis aware of it and is dealing
withit.

SENATOR HALFORD asked if determnations are all nade on a very
| arge area before the actual |ocation of where sonebody is going
to drill is even considered.

MR. HAYNES replied no and that there is no best interest finding
as the state does with conventional sales or with its exploration
| icenses. The environnental requirenents are adjusted area by
area; the bonding requirenments are nore specific and are geared
toward the risks of a particular operation. The |ease operation
approval process that occurs |ooks at each individual activity
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whether it is putting a road in or drilling a well or shooting
seismc.

SENATOR HALFORD asked if a site could be in a 10-acre lot within
a 100,000 acre area wide activity.

MR. HAYNES replied that one of the concerns is that the surface
owner, should it be different than the state, needs to have cl ear
protection. The up-front bonding requirenent provides sone
protection against surface damage if a person got on that site
prematurely with his bulldozer and decided he wanted to clear a
path to his well. Secondly, when they went to their final
operations, they would have enough protection for that surface
owner in addition to the other bonds to deal with the other
risks.

SENATOR HALFORD conmented, "I hope they never get to the point
where they end up draining sonme |arge recreational |ake, because
| think they're going to have a | ot nore noney involved."

SENATOR TAYLOR noved to delete "conpetition® and insert
"conpletion" on page 3, line 1. There were no objections and the
anendnent was adopt ed.

SENATOR TAYLOR noved to pass CSSB 319(RES) from conmittee with
i ndi vidual reconmendations. There were no objections and it was
so ordered.

#

#SCR28
SCR 28-JO NT LEG S SALMON | NDUSTRY TASK FORCE

CHAI RMVAN TORGERSON announced SCR 28 to be up for consideration

MR I AN FISK, staff to Senator Austerman, sponsor of SCR 28,
sai d:

| know that the Senate Resources Commttee is well
aware of the crisis in Alaska's salnon industry and
well aware of the gravity of that crisis. Wat this
resolution does is allow the legislature to step up to
the plate and provide some real |eadership to find
solutions to the salnon industry's problens. Previous
summts, there have been three of them that the
Adm nistration organized on this issue nade sone
strides and nenbers of the industry put sonme good
effort into those. We will review the findings of those
summts, but they have essentially anounted to a strike
out. We're going to step up to the plate and we m ght
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not hit the homerun that wns that gane, but we'll at
| east get a few nmen on base.

MR. FI SK revi ewed the changes in the conmttee substitute.

SENATOR TAYLOR noved to adopt the CS, Version L\Uternohle
2/ 27/ 02, to SCR 28. There were no objections and it was so
or der ed.

SENATOR HALFORD said they mght want to find people who are in a
broad sense involved in the comercial salnon industry for the
public nenbers. He wanted to make sure that was the intent,
because they m ght be excluding people that m ght be worthwhile
to have on it.

MR. FI SK agreed and said that is the intent.

SENATOR ELTON said he thought it would be inportant to have sone
one from the transportation industry involved, because that
contributes to the cost effectiveness of the industry. He said
the | anguage on lines 15 and 16 on page 3 could be construed by
sonme to be in conflict with the further resolved provision on
lines 27 - 29 where it says the task force shall be appointed to
represent the statewi de salnon industry as a whole and not just a
particul ar region or harvesting sector of the industry.

MR. FISK said he was correct and that there wouldn’t necessarily
be solutions that would affect the industry across the board as
each region of the state has particular issues. The intent of the
sponsor and this language is to nmake sure that in selecting
menbers for this task force they don't select people who have a
narrow i nterest in the industry.

SENATOR HALFORD agreed with narrowng the focus to commerci al
fisheries issues from where it was initially, but said there is
one WHEREAS cl ause that tweaks the other interests unnecessarily

"Whereas al |l ocation issues between comrercial fishers and sport
fishers are becom ng nore problematic all the tine."

MR. FISK replied that the sponsor wouldn't have any objection to
deleting it. He added the intent of the menbership is to focus on
the commercial industry and to nmake sure it is well represented
on the task force. They would be able to contract out and bring
in information from other sources.

CHAI RVAN TORGERSON sai d he agreed with Senator Hal ford.
SENATOR HALFORD noved to delete lines 8 and 9 on page 2 and asked

for unani nous consent. There were no objections and Anendnent 1
was adopt ed.
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SENATOR WLKENS said he has heard a |ot about the threat of
farmed fish to our salnmon industry, but that issue is not
addressed and he wondered if it would be appropriate, "Or are we
just whistling past the graveyard by not addressing it."

MR FISK replied that salnmon farmng is responsible to a |arge
degree for what has changed the narket place for our sal non and
the task force needs to consider what we can learn from that
i ndustry. But there is broad based consensus that it should focus
on the strengths of the wild salnon industry to help it better
conpete. Starting on the bottom of page 2 there is |anguage to
that affect.

SENATOR LI NCOLN said she didn't have a fiscal note.

MR. FISK replied that they would have a fiscal note before the
bill gets to the Finance Conmttee.

SENATOR HALFORD recommended that the fiscal note be substanti al
enough to get the kind of expertise it would take to work on this
i ssue. He thought they would need at |east $200,000 and maybe
consi derably nore than that.

CHAl RMAN TORGERSON said there had been sonme discussion about
$500, 000 bei ng avai l abl e.

SENATOR STEVENS said that they tried to delineate seats on the
task force to be held by all the industries. They didn't want to
excl ude anyone. He stated, "The nost inportant thing is that we
get peopl e that understand the business.™

SENATOR ELTON said he thought the discussion was on point and
that the Legislative Council has approved requests that lead to
t he ki nd of purchase of know edge that we need to nake reasonabl e
and rational decisions. He remarked:

Quite frankly, this task force is going to need sone
staff that is dedicated only to this and | don't think
we can go down to the Departnent of Fish and Gane and
ask to borrow their people. | don't think they' ve got
peopl e to | end.

M5. SUE ASPELUND, Executive Director, Cordova District Fishernen
United (CDFU), supported CSSCR 28(RES). It provides CDFU with the
opportunity to begin the very inportant discussions on how to
restructure the evaluation of their industry. They feel that a
successful approach will involve three conponents:

e it nust be on a statewide basis and be controlled by
Al askans in Al aska;
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e representatives of the salnon industry - fishernen, tenders
and processors - nust be involved throughout the process
fromthe beginning and at the nost basic |evels;

e a funding nechanism is necessary to help them nove forward
since the industry does not have the resources and
infrastructure necessary to facilitate the broad based and
far reaching considerations that have to occur in order to
achi eve success.

M5. ASPELUND said she thought it was inportant to recognize that
in order to enable the participation of the processors in these
di scussions, this process wll have to be convened by governnent
in order to address antitrust concerns and the conmttee
substitute does a good job of outlining nost of the problens of
the industry.

MR. CHRI S BERNS, Kodi ak fisherman, supported SCR 28.

MR. CLI VER HOLM Kodi ak fisherman, said he has fished since the
sixties and supported SCR 28. He said that the salnon market is
world wide and a najor cause of the crisis is the price of farned
fish. There are sone fair trade issues to look into and there is
Japanese and U S. corporate involvenent in Russian salnon
hatcheries and processing and Japanese worknen involved in
Chil ean farns and Al aska sal non processing. SCR 28 shoul d incl ude
the exam nation of these issues. He supported Sue Aspelund' s
comment s about work being done on a statew de basis and invol ving
everyone in the industry.

SENATOR TAYLOR noved to pass CSSCR 28(RES) from commttee. There
were no objections and it was so ordered.
#

CHAI RVAN TORGERSON adj ourned the nmeeting at 5:45 p.m
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