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SEAN PARNELL, Deputy Director

Division of Gl & Gas
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POSI TI ON STATEMENT: During discussion of SSHB 364, answered
guesti ons.

ACTI ON NARRATI VE

TAPE 04-25, SIDE A
Number 0001

CO CHAIR BEVERLY MASEK called the House Resources Standing
Commttee neeting to order at 2:15 p.m Represent ati ves Masek,
Gatto, Lynn, Stepovich, WIf, and Kerttula were present at the
call to order. Representatives Heinze and Guttenberg arrived as
the neeting was in progress.

HB 364- NATURAL GAS LEASES NEAR KACHEMAK BAY

[ Cont ai ns di scussion of HB 531 and HB 312.]

CO CHAI R MASEK announced that the only order of business would
be SPONSOR SUBSTITUTE FOR HOUSE BILL NO 364, "An Act
establishing a noratorium on the issuance of state shallow
natural gas leases in the wvicinity of Kachemak Bay, and
precluding the comm ssioner of natural resources from reissuing
or otherw se extending |eases within the noratorium area if the

HOUSE RES COW TTEE - 2- April 23, 2004



| eases fail to produce gas in paying quantities within the terns
of the lease or if there is a breach of a term or condition of
the | ease; and providing for an effective date.™

Number 0123

REPRESENTATI VE PAUL SEATON, Al aska State Legislature, spoke as
the sponsor of SSHB 364. Representative Seaton expl ained that
originally HB 364 was buy-back | egislation. However, SSHB 364
is a noratorium on reissuance of the shallow natural gas |eases
in the Homer area if those are forfeited or aren't renewed. The
current version, CSSSHB 364(0&5, renoved the findings from the
| egislation and added criteria by which the director of the

Division of QI & Gas can reissue o0il and gas |eases.
Representati ve Seat on i nf ormed t he commttee of t he
circunstances that created the |egislation. In 1976 the state

bought back the offshore oil and gas |eases in the Kachemak Bay
area and placed a noratoriumon any future offshore |eases. The
val uabl e renewabl e resources of the area were cited as part of
t he reasoning. In 1996 the state created the shall ow natural
gas program which provides |owcost, over-the-counter |eases
for shallow natural gas at l|ess than 3,000 feet. The main
benefit to the aforenentioned is the |ow cost |ease. The
program was created to stimnmulate shallow natural gas [l eases] in
rural areas. However, in 1999 the Cook Inlet areaw de |ease
sale area was created, which allowed for oil and gas |eases to
be offered every year. The [Kachemak Bay area] was excluded
from the areawide |ease sale, although it has the sane gas
potential as the rest of [the Cook Inlet]. He noted that there
was no best interest finding specifying why it was excluded
because the area was excluded for political reasons. Therefore,
the reason [the Kachenak Bay area] is available for shallow
natural gas leasing while nothing else in Cook Inlet is
available is because of its original exclusion from the
af orenenti oned oil and gas | easing program

Number 0455

REPRESENTATI VE SEATON inforned the commttee that June 1, 2003,
the state issued the shallow natural gas |eases for the
subsurface rights in the land just north of Kachemak Bay w thin
the sanme region that was excluded from the areaw de | ease sal es.
He specified that it includes areas underneath the Paul Banks
school, the hospital, the watershed and reservoir for the Honer
ar ea. Representative Seaton related that the shallow natural
gas |leases are nonconpetitive |leases granted at a cost of $500
per nine square mles and there was no specific best interest
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finding for [the Kachemak Bay area]. However, in 1996 there was
a general best interest finding, which specified that it was in
the best interest of the state to develop shallow natural gas
wherever it is found. He noted that no consideration was given
to local comrents. One of the problens with the shall ow natura
gas programis that it specifies that if there is any benefit of
shall ow natural gas to the local area, then the director of the
Division of Gl & Gas has to issue the |eases. Therefore, all
the comments received with regard to inpacts can't be consi dered
under the shallow natural gas program Furthernore, there was
no effective notification in the Homer area nor any operationa
gui delines or regulations in place.

REPRESENTATI VE SEATON specified that the goal of SSHB 364 is to
ensure that the current leases in the Honer area aren't extended
or reissued and to exclude the lands and waters of Kachenak Bay

fromfuture | eases under the shallow natural gas program In no
way does this legislation conplicate future leasing in this area
under other prograns. In fact, the inability for an extension

or reissuance sinplifies things because with shall ow natural gas
there is the ability to recover the gas above 3,000 feet and if
part of the field occurs above 3,000 feet, conventional gas
could be [recovered] below 3,000 feet. Under the shallow
natural gas program one nust denonstrate that part of the field
is contiguous with the upper shallow natural gas field, which
isn't necessarily the case. In fact the greatest value for the
state could lay in the deeper areas, although the state policy
is to not offer that area for conventional gas l|leases if there
is shallow natural gas above it. The reasoning has been the
notion that there would be a lawsuit regarding who owns what
gas. Therefore, this legislation sinplifies the possibility of
future conventional gas in the Cook Inlet area, which is nore
profitable to the state.

Nunmber 0805

REPRESENTATI VE SEATON reviewed the sectional analysis of the
| egi slation, which is included in the commttee packet. Section
1 excludes certain lands in the vicinity of Kachemak Bay from
| easing under the shallow natural gas program Anyt hi ng that
could"ve been leased is excluded from the noratorium on
rei ssuance of |eases. Section 2 amends the statute by
establishing the discretionary guidelines for the director of
the Davison of GOl & Gas when making a decision regarding
whet her to reissue the |eases. The | eases have a three-year
term and are renewable for an additional three years. One of
the problens has been that the statute doesn't specify on what
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basis the director is to reissue the |eases. Ther ef or e,
currently if the director decides not to reissue the |eases, it
could be seen arbitrary and result in a takings claim against
the state. By incorporating the discretionary guidelines in the
statute, the state is no longer liable for such a claim so |ong
as the director [follows those guidelines]. Section 3, he
related, anends the uncodified law to prohibit the reissuance of
these shallow natural gas |eases issued before the effective
date of this act. Al though the director is allowed to not
rei ssue those |eases, the conditions are such that there can't
be any devel opnent on the |eases and very little potential that
devel opment will take pl ace.

REPRESENTATI VE SEATON hi ghlighted that the fiscal note is zero,
al though there is a question concerning the indeterm nate |ack
of revenue. The aforenentioned isn't the case because the only
condition under which these won't be reissued is if the director
has determ ned that the probability is extrenmely |ow that anyone
wi |l produce gas within the next three years. He noted that the
comm ttee packet should include supportive resolutions from the
City of Homer, Kachemak City, and the Kenai Peninsula Borough
all of which are the |ocal government units of the area.

Number 1122

REPRESENTATI VE SEATON, in response to Representative Stepovich
confirmed that the current version of the legislation prohibits
the extension of the leases in the area excluded from the best
interest finding for the areaw de | ease sale.

REPRESENTATI VE STEPOVI CH nmentioned his desire to entertain an
amendnent to this |egislation.

REPRESENTATI VE WOLF inquired as to the size of the area this
| egi sl ati on woul d i npact.

REPRESENTATI VE SEATON answered that it's 22,000 square acres of
state land of which approximately 18,000 acres are non-state

owned subsurface rights. Therefore, in total it anpbunts to
about 40,000 acres, which is eight |eases of nine square mles
each. He noted that the area is a patchwork of state and

private subsurface rights.

REPRESENTATI VE WOLF inquired as to the average depth of the
water wells in the area.
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REPRESENTATI VE SEATON related his know edge of sonme wells that
are in the 150-200 foot range. He further related that nuch of
the area has very poor water, and therefore the water cones from

the nunicipal delivery services. He noted that there are coa
seans in the area. There isn't good ground water in the area to
t he east. He indicated that in some areas alnost all of the

water is delivered by truck from the reservoir, where the city
has extraterritorial powers. Towards Anchor Point is where one
finds shallow wells that are 20-25 feet, although nost financed
homes in the area require a drilled well of over 100 feet.

REPRESENTATI VE WOLF recalled hearing concern with contam nation
of water wells due to shallow natural gas developnent in the
Kachemak Bay area. However, if much of the water is trucked
into the area, he questioned fromwhere the concern stens.

REPRESENTATI VE SEATON said that water wells aren't the only
pr obl em Part of the problem is related to the procedures in
which shallow natural gas leases were let wthout public
conment . There wouldn't have been problenms in a rural area,
however, what was available was urban Honer. Homer has
traditionally had an econony based on eco-tourism tourism and
fishing, which is why the state bought back the Kachemak Bay oi
and gas |eases back in 1976. "This is within that sanme area
In fact, we're using the same line; those were all sub-tidal and
this is the uplands,” he expl ai ned.

Number 1534

REPRESENTATI VE GUTTENBERG inquired as to why only the Kachenak
Bay area is addressed. He noted that there are leases in
downtown Healy as well as the Matanuska-Susitna Vall ey area.

REPRESENTATI VE SEATON hi ghlighted that the Kachemak Bay area has
sone specific peculiarities. First, it was in the area of an
oil and gas buyback and was specifically excluded from the
areawi de | ease sale best interest finding, which made that area
avai |l abl e. The aforenentioned conditions didn't occur in the
ot her ar eas ment i oned by Representati ve Gut t enber g.
Furthernore, there has been no activity on the |eases, which is
also different than the other areas nentioned. Under this
| egislation, the discretionary terns are whether "they are
payi ng quantities of gas, which neans if you're getting nore gas
out of the well than it costs you to produce that gas ... the
| eases are automatically extended.” Under the conditions of DNR
if there is any production or significant planned production,
the | eases would be extended. Representative Seaton clarified
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that this legislation nerely stops specul ative holding of |eases
if the director of the Division of Ol & Gas determ nes those
aren't going to be put into production. Furthernore, it keeps
the state fromdoing a best interest finding for all gas as does
an oil and gas sale due to correlative rights.

Nunber 1711

REPRESENTATI VE KERTTULA declared a conflict of interest with the
Mat anuska- Susitna Valley area [because of her famly's |and
hol di ngs in that area].

REPRESENTATI VE STEPOVI CH asked if SSHB 364 is related to HB 531
and HB 312.

REPRESENTATI VE SEATON clarified that SSHB 364 only relates to
the shallow natural gas program The passage of HB 531 or HB
312 would elimnate the shallow natural gas program The
| egislation before the commttee today, SSHB 364, speaks to
| eases issued before and now being held and not devel oped. He
rem nded the commttee that if the shallow natural gas wells are
bei ng devel oped, production is taking place, or there is a
production plan the director views as a plan for devel opnent,
the director will reissue the |eases. The aforenentioned is the
di scretionary provision. The only time the director of the
Division of Ol & Gas wouldn't reissue those |eases for the
second three years is if the |leases appear to be held
speculatively and it doesn't appear that there wll be
production on the |eases. Representative Seaton enphasized that
the aforenentioned is the case in the Honer area.

Nunber 1840

REPRESENTATI VE STEPOVICH inquired as to the length of the
nor at ori um

REPRESENTATI VE SEATON explained that the |eases, which have a
three-year term were issued in June 2003. This | egislation
specifies that if there is no devel opnent on those |eases and no
plan for developnent, then the |ease expires at that three
years. Therefore, there would never be another shallow natura
gas | ease on that property, although there could be another gas
| ease or o0il and gas lease on that property. In further
response to Representative Stepovich, Representative Seaton
explained that if these |eases weren't reissued and there wasn't
a noratorium another individual/entity could conme along and
start the process again.
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Number 1940

SEAN PARNELL, Deputy Director, Division of G| & Gas, Departnent
of Natural Resources, turned to Representative GQuttenberg's
inquiry regarding whether there are any other areas of the state
where this [l ease] programis available under the sanme scenario.

He related his understanding that this |egislation proposes a
noratorium on shallow natural gas leases in the Honer area

Therefore, this legislation could be extended to any area in
whi ch other |eases have been issued. M. Parnell informed the
commttee that [the division/departnent] supports Section 2 of
[ CSSSHB 364(0&35) ], which limts the discretion of the Division
of Ol & Gas director for extending shallow natural gas | eases.

However, [the division/departnent] doesn't support Section 1 and
3, which would inplement a noratorium and prevent DNR from
rei ssuing | eases. He related that DNR actually supports the
br oader statew de approach offered in HB 531

REPRESENTATI VE SEATON noted that he supports HB 531 as well, but
no one knows if that legislation will pass. Therefore, Sections
1 and 3 of [CSSSHB 364((C&35 ] take care of the programif HB 531
doesn't pass. Moreover, if HB 531 doesn't pass and Section 2 of
[CSSSHB 364(0C&3] is in place and the |eases aren't extended,
anyone can apply for the |eases on a nonconpetitive basis under
the sanme program He expl ai ned:

And so, that's what this is to prevent and so that's
what Sections 1 and 3 do, and they would, of course,
just apply to this and [HB] 531 would take care of the
entire shallow natural gas program If [HB] 531
passes, [Sections] 1 and 3 are noot. Because if these
weren't extended, the shallow natural gas program goes
away anyway and so you couldn't issue |eases under the
shall ow natural gas program because HB 531 would
elimnate the shallow natural gas program And this
only addresses termnation and reissuances of |eases

under shallow natural gas; this does not prevent, in
any way, the formation ... a Cook Inlet areaw de |ease
sale, or the issuance, under [HB] 531, of all gas
| eases.
Nunmber 2168
REPRESENTATI VE HEI NZE asked if [DNR] could make it work. " How
bad would this be if this bill went through ...," she asked.
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MR. PARNELL said that it depends upon HB 531. He expl ained that
[DNR] is trying to address issues on a statewide basis and if
CSSSHB 364(0&G passes, it my take care of Representative
Seaton's area. However, there would still be statew de issues
with the program He informed the committee that there will be
other |leases that expire in the Matanuska-Susitna Valley and
near Fairbanks. Therefore, [DNR] is focusing on addressing this
i ssue on a statewi de basis rather than in a pieceneal fashion.

REPRESENTATI VE HEI NZE asked whether [DNR] could make it
[Sections 1 and 3 of CSSSHB 364(0&3)] work if HB 531 is taken
of f the table.

MR. PARNELL explained that if Sections 1 and 3 of CSSSHB

364(0&5 pass, uncertainty wll be created about the state's
| easing program both the shallow natural gas program and any
ot her program He predicted that there wll be problens

statewide if the state is carved up as is the case under [CSSSHB
364(0&3)] rather than approaching the problem statewide in a
best interest finding process. If [CSSSHB 364(0&35 ] passes, a
noratorium would be inposed on leasing in the Honer area and
woul d have statewide inplications with regard to wuncertainty
with the state's |easing program Furt hernore, passage of
[ CSSSHB 364(0&35 ] could [prevent] future industry investnment in
the state if [the industry] thinks other areas of the state
m ght be at risk. He noted that this would go beyond shall ow
nat ural gas.

REPRESENTATI VE KERTTULA surm sed then that if HB 531 passes,
Sections 1 and 3 would be "w ped out"” because there is no nore
shal l ow natural gas program She noted that Section 2 of
[ CSSSHB 364(0&G] is already included in HB 531. Therefore, the
question is if the shallow natural gas program doesn't go away
as planned in HB 531, then this legislation would exenpt only
t he Kachemak Bay area rather than the entire state and Section 2
woul d add in the protection for the entire state.

MR. PARNELL indicated agreenent with Representative Kerttula's
under st andi ng.

Number 2384

REPRESENTATI VE GUTTENBERG asked if [CSSSHB 364(0&%3] provides
[DNR] the technical tools to inplenent the noratorium

MR. PARNELL replied, "For the Homer area, yes."
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Nunber 2424

REPRESENTATI VE GATTO inquired as to M. Parnell's thoughts on an
amendnent to include the entire state.

MR. PARNELL said whether to inpose a noratorium on shallow
natural gas throughout the state would be a policy call.

REPRESENTATI VE STEPOVI CH questioned why Kachemak Bay received a
buyback, but not the Mtanuska-Susitna Valley area.

REPRESENTATI VE SEATON reiterated his earlier testinony regarding
the unique situation of the Kachemak Bay, which resulted in this
| egi sl ati on.

REPRESENTATI VE STEPOVICH related that the state does buyback
| eases in which a mstake was made by issuing the |ease. He
noted that he owns | eases. He inquired as to why the state
bought back the | eases originally.

REPRESENTATI VE SEATON noted that it was an entirely contentious
situation between the state and the Kachemak Bay area for quite
sone tine. Utimtely, the state decided that it wasn't in its
best interest to have those |eases, and therefore bought back
the leases in [the Kachenak Bay area]. He pointed out that the
best interest finding that excluded this area from oil and gas
| eases was the establishnment of the Cook Inlet areaw de |ease
sal e.

REPRESENTATI VE  STEPOVICH indicated that he nmay offer a
conceptual anendnent to include the Matanuska-Susitna Valley in
t he buyback.

COCHAIR MASEK clarified that the legislation before the
commttee isn't buyback |egislation.

REPRESENTATI VE SEATON reiterated that [CSSSHB 364(0&G5] is a
noratorium on the reissuance of |eases that weren't extended
because they were nonproductive.

The conmittee took an at-ease from2:58 p.m to 3:02 p.m
COCHAIR MASEK informed the committee that Representative
St epovich had provided the conmittee with an anendment during

t he at-ease.

Number 2777
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REPRESENTATI VE STEPOVICH said that his anendnent would broaden
the ||egislation. Representative Stepovich noved that the
commttee adopt Anendnent 1 [23-LS1464\S.1, Chenoweth, which
read:

Page 1, line 5 following "l ease;":

Insert "directing the comm ssioner of natural
resources to reacquire shallow natural gas |eases in
t he Mat anuska- Susi t na Bor ough; "

Page 3, following |line 30:
Insert a new bill section to read:

"* Sec. 4. The wuncodified law of the State of
Al aska i s anended by addi ng a new section to read:

REACQUI SITION OF CERTAIN SHALLOW NATURAL GAS
LEASES. (a) The comm ssioner of natural resources
shal | enter into negotiations to reacquire, by
purchase in the nane of the state, the title to or
accountable interests in shallow natural gas |eases
entered into under AS 38.05.177 before the effective
date of this Act within the boundaries described in
(d) of this section.

(b) In lieu of cash paynent for a negotiated
repurchase of a |easehold interest described in (a) of
this section, the comm ssioner of natural resources
may authorize a credit of the purchase price plus
interest at the rate prescribed in AS 09.30.070 to be
granted to the seller, to be applied against future
| ease  bonus or rent al paynent s, permt f ees,
royalties, or oil and gas taxes that may beconme ow ng
on new production from other |eases or property held
by the seller for oil and gas devel opnent, i ncluding
shal | ow natural gas devel opnent. The conm ssioner may
al so negotiate to reinburse, in |ike manner by credit
provi sion a reasonabl e anbunt to conpensate the |essee
for expenses and other costs incurred by the | essee.

(c) If the conm ssioner of natural resources is
unable to negotiate a satisfactory price for
repurchase of a |easehold interest described in (a) of
this section, the comm ssioner nmay acquire a |easehold
interest described in (a) of this section through
exerci se of the power of em nent donain.

(d) The provisions of this section apply to
shal l ow natural gas |eases issued under AS 38.05.177
before the effective date of this Act on land and
wat er described in the Matanuska- Susitna Borough."
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Renunber the followi ng bill section accordingly.

REPRESENTATI VE HEI NZE obj ect ed.

CO CHAIR MASEK rel ated what Amendnent 1 would do to M. Parnel
who didn't have a copy to review She asked M. Parnell if he
bel i eves Amendnent 1 should be added to the |egislation.

MR. PARNELL replied no, he reiterated [DNR s] opposition to a
buyback, which could be expensive and could shut down
exploration for rural energy alternatives. The approach in HB
531 is preferred, he reiterated.

Number 2880

REPRESENTATI VE STEPOVICH related that constituents have asked
for [what is proposed in Anendnent 1].

REPRESENTATI VE SEATON hi ghlighted that Amendnment 1 changes the
entire character of the |egislation. He noted that Amendnment 1
woul d' ve been appropriate with the original HB 364, which was
buyback | egi sl ation. Wth [the changes to the current version
of HB 364], the acconpanying fiscal note has becone zero.

TAPE 04-25, SIDE B

REPRESENTATI VE SEATON i ndi cated that Amendnent 1 would require a
| arge fiscal note. Representative Seaton related his opposition
to Anendnent 1.

Number 2918

REPRESENTATI VE GATTO inquired as to what would happen if,
instead of the buyback, the sane |anguage was extended "that
called for a noratorium on inactive nonrenewal of inactive
| eases to other areas besides Kachemak [Bay]." He surm sed that
doing the aforenentioned would nmaintain a zero fiscal note while
allow ng inactive | eases not to be extended or bought.

REPRESENTATI VE SEATON agreed that "in one way" Representative

Gatto is correct. However, there are rural I|eases that are
nonproducti ve because individuals haven't gotten their permts
in |line. He related that through this legislation he has no

intention of shutting down Healy or Pogo, a couple of the areas
of the state in which the shallow natural gas |eases were
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ongoi ng but hadn't yet become productive. Representative Seaton
reiterated his earlier testinony regarding the unique situation
of Honmer, which is an area opposed to the shallow natural gas
program and where it isn't wunderway at all. Ther ef or e,
extending it into areas where there are developnmental wells
could result in a situation in which the Division of Gl & Gas
is in nmore of a quandary regarding which [leases] should be
ext ended. He reiterated that such isn't the case in the
[ Kachemak Bay] area where it's conpletely speculative. The
purpose of this legislation, he clarified, is to not extend
specul ative leasing, although it doesn't intend to stop |easing
that's wunder devel opnent. However, if "it's expanded out
t hroughout the state, that could well be the intent,” he said.

REPRESENTATI VE STEPOVI CH agreed that he didn't want to shut down

any nore |easing either. He said he wouldn't want to inpose a
noratorium in other areas unless it was brought to the attention
of the area and those in the area wanted it. Representati ve

St epovi ch asked if the adm nistration has discussed a buyback in
t he Mat anuska- Susi tna Val |l ey.

Number 2730

MR. PARNELL related that the governor, on a nunber of occasions,
has said that a buyback should be a last resort. In this case,
[ DNR] believes a buyback would be very expensive, would be a
di sincentive to the developnment of rural energy alternatives,
and underm nes the state's |easing prograns. M. Parnell opined
that there is a better statew de solution. The desire, he
related, is to include the public in a best interest finding
process and nove through a conpetitive process rather than
through the over-the-counter program that currently exists.
Therefore, he related opposition to Anendnent 1.

REPRESENTATI VE KERTTULA declared a conflict of interest wth
regard to Anendnent 1 [because her famly owns property in the
Mat anuska- Susi tna Val |l ey area].

The conmittee took an at-ease from3:12 p.m to 3:15 p. m
REPRESENTATI VE GATTO decl ared a conflict of interest.

REPRESENTATI VE STEPOVI CH wi t hdrew Anendnent 1.

Nunber 2621
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REPRESENTATI VE HEI NZE noved to report CSSSHB 364(0&05 out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, it was so ordered.

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Committee neeting was adjourned at 3:16 p.m
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