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S e n a t o r  C h a n c y  C r o f t  

P r e s i d e n t  o f  t h e  S e n a t e  

A l a s k a  S t a t e  L e g i s l a t u r e  

S t a t e  C a p i t o l ,  P o u c h  V 

J u n e a u ,  A l a s k a  99811

R e p r e s e n t a t i v e  M i k e  B r a d n e r  

S p e a k e r  o f  t h e  H o u s e  

A l a s k a  S t a t e  L e g i s l a t u r e  

S t a t e  C a p i t o l ,  P o u c h  V 

J u n e a u ,  A l a s k a  99811

RE: I n t e r i m  R e p o r t  o f  t h e  J o i n t  Gas P i p e l i n e  I m p a c t  C o m m i t t e e

D e a r  Mr. P r e s i d e n t  a n d  Mr. S p e a k e r :

P l e a s e  c o n s i d e r  t h i s  to b e  a l e t t e r  o f  t r a n s m i t t a l  o f  th e  I n t e r i m  Report 

o f  t h e  J o i n t  G a s  P i p e l i n e  I m p a c t  C o m m i t t e e  e x i s t i n g  p u r s u a n t  to H.B. 258 

" T h e  G a s  P i p e l i n e  I m p a c t  C o m m i t t e e " ,  C h a p t e r  1 7 0  S L A  75. I r e q u e s t  that 

t h i s  l e t t e r  o f  t r a n s m i t t a l ,  t o g e t h e r  w i t h  t h e  report, be rea d  into the 

a p p r o p r i a t e  J o u r n a l  in e a c h  house.

As an a i d  to t h e  i n t e r p r e t a t i o n  o f  th e I n t e r i m  Report, I s u b m i t  t h e  f o l l o w i n g  

as b e i n g  m y  u n d e r s t a n d i n g  o f  t h e  s e n s e  o f  t h e  Commit t e e :

1. T h e  C o m m i t t e e  d o e s  n o t  i n t e n d  to s u g g e s t  tha t  th e C o m m i s s i o n e r  o f  Natural 

R e s o u r c e s  o r  t h e  R o y a l t y  B o a r d  e n t e r  into  u n r e a s o n a b l e  a g r e e m e n t s  w i t h  

p r o s p e c t i v e  p u r c h a s e r s .  It is t h e  s e n s e  o f  t h e  C o m m i t t e e  th a t  Alaska 

s h o u l d  i n d i c a t e  t h a t  it is a " w i l l i n g  sell e r "  o f  a p o r t i o n  o f  it's gas 

a n d  is s e e k i n g  a " w i l l i n g  bu y er "  on t e r m s  w h i c h  will r e s e r v e  as much

g a s  as p o s s i b l e  f o r  f u t u r e  u s e  to m e e t  A l a s k a ' s  internal d o m e s t i c  and 

o t h e r  ne e d s .  T h e  C o m m i t t e e  w o u l d  e x p e c t  the  e x e c u t i v e  to n e g o t i a t e  

t h e  b e s t  p o s s i b l e  a g r e e m e n t .  U n d e r s t a n d i n g ,  t h a t  w h e n  s uch an a g r e e m e n t  

is n e g o t i a t e d ,  it m a y  o r  m a y  n o t  be a c c e p t a b l e  to t h e  L e g i s l a t u r e .  It 

m a y  be t h a t  t h e  e x e c u t i v e  will n e g o t i a t e  th e  b e s t  p o s s i b l e  a g r e e m e n t ,  

a t  t h e  s a m e  t i m e  r e c o m m e n d i n g  a g a i n s t  its i m p l e m e n t a t i o n  on t h e  basis 

t h a t  t o o  l i t t l e  is r e c e i v e d  by t h e  S t a t e  and too  m u c h  g i v e n  by the State. 

W e  b e l i e v e  t h a t  it is i m p e r a t i v e ,  ho w ever, in the c o n d u c t  o f  t h e  p e o p l e ' s 

b u s i n e s s ,  t h a t  suc h  a t e n t a t i v e  a g r e e m e n t  be m a d e  p u b l i c  and its m e r i t s  

d e b a t e d .

2. W e  d o  n o t  w i s h  to ti e  o u r  n e g o t i a t o r ' s  h a n d s  by q u a n t i f y i n g  t h e  w ord 

" s u b s t a n t i a l "  as u se d  in p a r a g r a p h  #7 in the C o m m i t t e e ' s  fi n d i n g s ,  and 

p a r a g r a p h  #1 o f  t h e  C o m m i t t e e ' s  re c o m m e n d a t i o n s .
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3. T h e  C o m m i t t e e  d oe s  n o t  su . '.st an a r b i t r a r y  t i m e  d e a d l i n e  f o r  o u r  

e x e c u t i v e  n e g o t i a t o r s .  W e  do p o i n t  out, h o w e v e r ,  f o r  t h e  a g r e e m e n t  

to b e  f i n a l i z e d ,  l e g i s l a t i v e  a p p r o v a l  is n e c e s s a r y  and a special 

s e s s i o n  s h o u l d  be a v o i d e d  if p o s s i b l e .

4. W e  d u  n o t  i n t e n d  in an y  m a n n e r  t o  p r e c l u d e  n e g o t i a t i o n s  f o r  u s e  of 

r o y a l t y  g a s  w i t h i n  th e  S t a t e  o f  A l a s k a  a n d  the f u r t h e r  e x p l o r a t i o n

o f  p e t r o c h e m i c a l  a n d  d o m e s t i c  uses. T h e  m a j o r  t h r u s t  o f  th e  C o m m i t t e e ' s  

r e c o m m e n d a t i o n s  is b a s e d  o n  t h e  b e l i e f  t h a t  a T r a n s - A l a s k a  p i p e l i n e  is 

e s s e n t i a l  f o r  f u t u r e  d o m e s t i c  a n d  p e t r o c h e m i c a l  i n - s t a t e  u s e  o p t i o n s  

o f  N o r t h  S l o p e  gas.

5. P u r s u a n t  t o  o t h e r  a c t i o n  b y  t h e  C o m m i t t e e ,  the f o l l o w i n g  h a v e  been 

i n t r o d u c e d  b y  t h e  r e s p e c t i v e  R u l e s  C o m m i t t e e  oy request:

S C R  8 5 / H C R  107 " R e l a t i n g  to t h e  Im p a c t  on A l a s k a  o f  a T r a n s -

C a n a d a  G a s  T r a n s p o r t a t i o n  S y s t e m"

SB 6 8 5 / H B  8 4 8  "An A c t  M a k i n g  a Special A p p r o p r i a t i o n  to the

D e p a r t m e n t  o f  Natural R e s o u r c e s  fo r  t h e  P u r p o s e  

o f  C o n d u c t i n g  N e g o t i a t i o n s  w i t h  P r o s p e c t i v e  

P u r c h a s e r s  o ^  N o r t h  S l o p e  Natural Gas and 

P r o v i d i n g  f o r  an E f f e c t i v e  Date"

SB 6 8 6 / H B  8 5 0  "An A c t  R e l a t i n g  to W a s t e  o f  Oil and Ga s  and

P r o v i d i n g  f o r  an E f f e c t i v e  Date"

S B  6 8 7 / H B  8 4 9  "An A c t  R e l a t i n g  to t h e  L e a s e s  o f  S t a t e  L and

f o r  Oil an d  G a s  into t a k i n g  o f  R o y a l t y  Gas 

f r o m  t h e m  an d  P r o v i d i n g  f o r  an E f f e c t i v e  Date"

6 . F i n a l l y ,  a n d  m o s t  i m p o r t a n t l y ,  o u r  r e c o m m e n d a t i o n s  are b a s e d  on th e  f a c t s  

a n d  c i r c u m s t a n c e s  as t h e y  e x i s t  today.

T h e  s i t u a t i o n  m a y  c h a n g e  a t  a n y  t i m e  r e n d e r i n g  the p r e s e n t l y  r e c o m m e n d e d  

s t r a t e g y  i n a p p r o p r i a t e .  F o r e x a m p l e ,  it has been s u g g e s t e d  t h a t  the 

Fede r a l  P o w e r  C o m m i s s i o n  m a y  c o n d u c t  a l l o c a t i o n  p r o c e e d i n g s  n u l l i f y i n g  

c o n t r a c t u a l  s a l e s  c o m m i t m e n t s .  G a s  m a y  be m o r e  or less d e r e g u l a t e d .

T h e  r e c e n t  r e q u e s t  o f  t h e  P r e s i d e n t  f o r  a u t h o r i t y  to m a k e  th e  final 

r o u t e  d e c i s i o n  s u b s e q u e n t  to J a n u a r y  1, 1977 m a y  e f f e c t  the po l itical 

c l i m a t e .  It m a y  be d e t e r m i n e d ,  as has bee n s u g g es t e d  by some, t hat 

n e i t h e r  t h e  T r a n s - A l a s k a  n o r  t h e  T r a n s - C a n a d a  line are e c o n o m i c a l l y  

f e a s i b l e  a t  thi s  time.

T h e  r e c o m m e n d a t i o n s  o f  t h e  C o m m i t t e e  r e l y  s t r o n g l y  on th e  a d v i c e  o f  o u r  

c o n s u l t a n t ,  Mr. Rus h  M o o d y ,  r e c e n t l y  V i c e - C h a i r m a n  o f  the Federal P o w e r  

C o m m i s s i o n .  T h e  s t r a t e g y  m a y  o n l y  be a p p r o p r i a t e  if the Federal P o w e r  

C o m m i s s i o n  c l o s e s  th e  c e r t i f i c a t i o n  h e a r i n g s  in May a c c o r d i n g  to it's 

p r e s e n t  s c h e d u l e  a n d  f u r t h e r  c e r t i f i e s  o n e  r oute based on the p r e c e d e n t s ,  

p r i n c i p l e s ,  a n d  c o n s i d e r a t i o n s  c u s t o m a r i l y  e mp l o y e d  in p ast c e r t i f i c a t i o n  

p r o c e e d i n g s  a d m i t t e d l y  m o r e  l i m i t e d  in s c o p e  and of m u c h  less n a t ional 

s i g n i f i c a n c e .
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T h e  o p p o r t u n i t y  to u s e  r o y a l t y  gas to a c c o m p l i s h  o u r  p u b l i c  p u r p o s e s  as 

w e  p e r c e i v e  t h e m  m a y  be l o s t  u n l e s s  w e  h a v e  s u b s t a n t i a l l y  n e g o t i a t e d  

p o s s i b l e  s a l e  t e r m s  an d  a r e  r e a d y  to m o v e  if and w h e n  the tim e  a r r i v e s  - 
w h i c h  m a y  b e  v e r y  soon.

RespgtTFIjully s u b m i t t e d .

^ e n a t o r  J o h n  R a d e r ,  C h a i r m a n  

G a s  P i p e l i n e  I m p a c t  C o m m i t t e e

J R / k b



I N T E R I M  R E P O R T  

OF TH E

J O I N T  GAS P I P E L I N E  I M P A C T  C O M M I T T E E

T h i s  C o m m i t t e e ,  t h r o u g h  p u b l i c  h e a r i n g s  and s t a f f  i n v e s t i g a t i on ,  has 

b e c o m e  c o n v i n c e d  t ha t  i m m e d i a t e  a c t i o n  by the  S t a t e  o f  A l a s k a  is essential 

if th e  c i t i z e n s  o f  t his S t a t e  are to r e c e i v e  m a x i m u m  b e n e f i t  fr o m  the 

S t a t e ' s  natu r al  gas resource.

T h e  C o m m i t t e e  will i s s ue  a full an d  c o m p l e t e  r e p o r t  on its fi n d i n g s  and 

r e c o m m e n d a t i o n s  at a l a t e r  date, b u t  is i m p e l l e d  to su bm i t  this i n t e r i m 

r e p o r t  to the L e g i s l a t u r e  a n d  th e p e o p l e  o f  t h e  S t a t e  of A l a s k a  b e c a u s e

o f  the u r g e n c y  o f  t h e p r e s e n t  si tuation.

T h e  C o m m i t t e e  f i n d s  a n d  c o n c l u d e s  t h e  follo w i n g :

1. A  federal d e c i s i o n  a u t h o r i z i n g  t h e  t r a n s p o r t a t i o n  of N o r t h  S lope

n atur a l  gas a c r o s s  C a n a d a  w o u l d  be inimical to the i n t erests of the

S t a t e  o f  Alaska. T h e  S t a t e ' s  r e s o u r c e  w o u l d  be d r a i n e d,  its people 

d e n i e d  a c c e s s  to a p r e m i u m  fuel an d  r a w  m a t e r i a l ,  it? w o r k  force 

d e p r i v e d  o f  e m p l o y m e n t  o p p o r t u n i t i e s ,  and pro< ..-cive e c o n o m i c  growth 

w o u l d  be thwarted.

2. A  federal d e c i s i o n  a u t h o r i z i n g  t h e  t r a n s p o r t a t i o n  of N o r t h  Slope

natu r a l  gas a c r o s s  the S t a t e  o f  A l a s k a  to an open port will serve

th e  b e s t  i n t e r e s t s  of the State.

3. T h e  level o f  b e nefits, and b u r d e n s  r e a s o n a b l y  to be e x p e c t e d  by the 

S t a t e  as a c o n s e q u e n c e  o f  a n y  d e c i s i o n  on a N orth Slope gas t r a n s p o r ta t i

s y s t e m  ar e  o f  s uch m a g n i t u d e  t h a t  the r o u t i n g d e c ision mu s t  be r e ga r d e d

as c r i t i c al  to t h e  f u t u r e  o f  the State. A c t i o n  to secure a Tr a n s - 

A l a s k a  r o u t i n g  m u s t  be p u r s u e d  as e x p e d i t i o u s l y  as possible; no 

r e a s o n a b l e  step sh o u l d  be left untaken.

4. T h e  p o s i t i o n  of t h e  s tate as o w n e r  o f  a o n e - e i g h t h  r o y a l t y  in natural
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g a s  a n d  natural gas liqu i d s p r o d u c e d  f r o m  S t a t e - o w n e d  l ands on the 

N o r t h  S l o p e  cr e a t e s  an i m m e d i a t e  o p p o r t u n i t y  fo r e f f e c t i v e  S t a t e 

a c t i o n  w h i c h  can a s s i s t  in s e c u r i n g  a T r a n s - A l a s k a  t r a n s p o r t a t i o n  

system.

5. A f f i r m a t i v e ,  a g r e s s i v e  a c t i o n  by th e  G o v e r n o r ,  th e  C o m m i s s i o n e r  of 

Natural Resou r c e s ,  t h e  S t a t e  R o y a l t y  Board, and the L e g i s l a t u r e  w i t h  

r e s p e c t  to th e  S t a t e ' s  r o y a l t y  gas is imperative.

6 . E f f e c t i v e  us e  o f  the S t a t e ' s  r o y a l t y  gas, to s e r v e  the b e s t  int e r e s t s 

o f  t h e  State, requires:

a. T h e  S t a t e  m u s t  e l e c t  to tak e  its r o y a l t y  s h a r e  o f  natural gas and 

natural gas l i q u i d s  in kind.

b. T h e  S t a t e  m u s t  c o m m i t  a p o r t i o n  of its r o y a l t y  gas to p u r c h a s e r s

w h o  will a s s i s t  in s e c u r i n g  approval of a T r a n s - A l a s k a  t r a n s p o r t a t i o n  

system, and w h o  will t h e r e a f t e r  u t i l i z e  such a T r a n s - A l a s k a  system.

7. P r e s e n t  levels of natural gas d e m a n d  in A l a s k a  p e r m i t  a c o m m i t m e n t

o f  a p o r t i o n  o f  the S t a t e ' s  r o y a l t y  gas to p u r c h a s e r s  o u t s i d e  the

State- w h i l e  e v e r y  e f f o r t  m u s t  be m a d e  to retain a su b s t an t i a l  part 

o f  A l a s k a ' s  gas fo r  p r e s e n t  and f u t u r e  i n - s t a t e  needs, it is in the 

overall bes t i n t e r e s t s  o f  the S t a t e  to o f f e r  for sale o u t s i d e  the 

St a t e ,  a s u b s t an t i a l  p o r t i o n  o f  the S t a t e ' s  r o y a l t y  gas to p u r c h a s e r s  

w h o  can, and will, a s s i s t  in s e c u r i n g  a u t h o r i z a t i o n  o f  a T r a n s - 

A l a s k a  t r a n s p o r t a t i o n  system.

8 . T h o s e  p e r s o n s  and f irms i n t e r e s t e d  in the c o n s t r u c t i o n  and o p e r a t i o n

o f  a T r a n s - A l a s k a  t r a n s p o r t a t i o n  s y s t e m  can m a t e r i a l l y  a l l e v i a t e

S t a t e  u n e m p l o y m e n t  p ro blems, and the S t at e  should, in s t r i k i n g  a 

b a r g a i n  for the c o m m i t m e n t  of S t a t e  r e s ou r c e s  to a T r a n s - A l a s k a



s y s t e m ,  s e c u r e  a p p r o p r i a t e  c o m m i t m e n t s  for the hir e  and t r a i n i n g  of 

A l a s k a  r e s i d e n t s  in the c o n s t r u c t i o n  and o p e r a t i o n  o f  such a system. 

F i n a l l y ,  th e risk t h a t  n o n - a c t i o n  by the State, or d e l a y e d  a c t i o n  by 

th e  S t a t e ,  will c a us e  the s e l e c t i o n  o f  a T r a n s - C a n a d i a n  r ou ting, and 

th e  r i s k  t h a t  the S t a t e  will lose substantial b e n e f i t  of  its natural 

gas r e s o u r c e  are so great, it is th e  s ense of this C o m m i t t e e  t h a t  

S t a t e  a c t i o n  m u s t  not  be delayed.

R E A S O N  O F  T H E  F O RE G O I N G ,  IT IS T H E  R E C O M M E N D A T I O N  OF T HIS C O M M I T T E E  THAT: 

T h e  c o m m i s s i o n e r  o f  Natural R e s o u r c e s  and the S t a t e  R o y a l t y  B o ar d 

s h o u l d  u n d e r t a k e  i m m e d i a t e  n e g o t i a t i o n s  w i t h  i n t e r e s t e d  o u t - o f - s t a t e  

p u r c h a s e r s  to r each d e f i n i t i v e  s a l es  a n d / o r  e x c h a n g e  a g r e e m e n t s  

c o v e r i n g  d i s p o s i t i o n  of substantial p o rtions o f  the S t a t e ' s  r o y a l t y  

gas on th e  b e s t  o b t a i n a b l e  terms.

T h e  C o m m i s s i o n e r  o f  Natural R e s o u r c e s  and the S t a t e  R o y a l t y  B o a r d  

s h o u l d  u n d e r t a k e  i m m e d i a t e  n e g o t i a t i o n s  w it h  natural gas t r a n s p o r t e r s  

i n v o l v e d  in th e  proposal for a T r a n s - A l a s k a  s y s t e m  to reach d e f i n i t i v e  

t r a n s p o r t a t i o n  a g r e e m e n t s  c o v e r i n g  the S t a t e ' s r o y a l t y  gas sol d  for 

o u t - o f - s t a t e  use, and the S t a t e ' s  withd r a wa l  o f  the u n s o l d  p o r ti o n 

o f  its r o y a l t y  gas f r o m  the s y s t e m  for i n - s t a t e  use; a p p r o p r i a t e  

c o m m i t m e n t s  sh ou l d  be o b t a i n e d  w i t h  r e s p e ct  to hire and t r a i n i n g  of 

A l a s k a  r e sidents.

T h e  a r r a n g e m e n t s  and a g r e e m e n t s  so n e g o t i a t e d  should be p r e s e n t e d  to 

the L e g i s l a t u r e  for r a t i f i c a t i o n  p r i o r  to the end of the Seco n d  

S e s s i o n  o f  the N i n t h  L e g i s l a t u r e  to avoid, if po ssible, a special session. 

T h e  L e g i s l a t u r e  s h o u l d  hold it s e l f  r eady for i m m e d i a t e  c o n s i d e r a t i o n



o f  an d  p r o m p t  a c t i o n  on, th e  r e c o m m e n d a t i o n s  o f  th e  C o m m i s s i o n e r  and 

Board.

5. S u c h  a r r a n g e m e n t s ,  c o n t r a c t s ,  and a g r e e m e n t s  as a r e  n e g o t i a t e d  by

t h e  C o m m i s s i o n e r  and B o a r d  a n d  a p p r o v e d  by the L e g i s l a t u r e  s h o u l d  be

»

i n c o r p o r a t e d  into t h e  p e n d i n g  a p p l i c a t i o n s  f or  a T r a n s - A l a s k a  t r a n s p o r t a­

tion syst e m ,  p r e s e n t e d  to t h e  Federal P o w e r  C o m m i s s i o n  by the a p p r o p r i a t e  

t r a n s p o r t e r - a p p l i c a n t ,  and approval t h e r e o f  o b t a i n e d  in t h e pending 

Federal P o w e r  C o m m i s s i o n  pro c e e d i n g s.

6 . T h e  L e g i s l a t u r e  s h o u l d  a l o p t  S C R 66 and f u r t h e r  s eek the a c t i v e  

c o o p e r a t i o n  o f  all o w n e r s  o f  N o r t h  S l o p e  gas in s u p p o r t  o f  the Trans- 

A l a s k a  p i p e l i n e  route.



JAYS. HAMMOND, GOVERNOR

ROYALTY Oil. AND GAS DEVELOPMENT ADVISORY BOARD IITH  FLOOR, STATE OFFICE BLOG. 
POUCH M -  JUNEAU 9MU

DEPARTMENT OF NATURAL RESOURCES

M ar ch  22, 1976

The Ho no ra bl e  Nels A nd er s o n  
C h airman
H ouse Resources Committee 
P ouch V
Juneau, A l a sk a 99811 

Dear Mr. Anderson:

The following comments on H. B. 850 were p r epared by the 
Division of Oil and Gas and given by me as te st im on y befo re  
the House Resources Co mm it te e on M ar ch  20, at C o m m is si on e r 
M artin's request.

We believe that the inclusion of the words "economic waste" 
is being put in the wrong place in the statute. Instead, we 
recommend that Section 1 read: AS 31.05.170 (11) is amended 
to read 'waste' means, in a ddition to its o r d in a ry  meaning, 
"physical and economic waste" and includes" ...

The bill as proposed would indicate that su bp a ragraph (j) is 
physical waste and that o b v i o us ly  is not the intent of the 
additional definition.

Exi st in g Statute AS 31 does not cover economic wa st e per se. 
However, studies by the Interstate Oil Compa ct  C om mi ss io n legal 
committee has concluded that "there is in law and in fact a 
n ec essary relationship, a legitimate relationship, betwe en  
economics and conservation". A  copy of pages 75 and 76 from 
the 1964 report on economic w as t e is included for your information. 
You will note that the Interstate Oil Com p ac t C o mm is si on  advises 
that no state has a statute w h i c h  defines e conomic waste.

Since economic waste could occur on a lease or in a pool, 
individual a tt ention and hearings must be held for each economic 
waste determination. A l t h o u g h  economic waste could occur at 
several locations s im u ltaneously each lease mus t be treated as 
a separate enti ty  for co ns id er at io n  and large scale studies and 
investigations as some have visualized are not ap pr o p r i a t e  for 
this consideration. Consequently, if it is n ec es s a r y  to d e t e r­
mine if economic waste exists or conditions exist that cause 
economic waste this m u s t  be done on a pool by pool basis. We 
believe that the knowledge, ability and ex pe rt is e  w i t h i n  the 
present Di vision of Oil and Gas is sufficient to mak e these 
d e t e r m i n a t i o n s .



Ne ls  A n d e r s o n - 2 - M a r c h  22, 1976

T h e  a d d i t i o n a l  d e f i n i t i o n  m i g h t  prove to be helpful at some 
time in the future but as you w e r e  adv is ed  sometime ago we do 
n o t  feel it is n e c e s s a r y  at this time. If, in fact, it is 
ever n e e d e d  it w i l l  be hel pf ul  to have it in the statute and 
w e  can v i s u a l i z e  no a d d i t i o n a l  ex pe nd i t u r e  or m o n e t a r y  impact 
r e s u l t i n g  if it is included.

Y ou rs  t'-uly,

W i l l i a m  C. P a c k le r 
E x e c u t i v e  Di r ec to r

E n c l o s u r e



equitable a l l owab les  ar c  estab l i shed the incentive to produce  in a waste ful  manner  is gone,  
and there is little need f o r  further  regulat ion.

Unitize a pool

Thus ,  whether  o r  not a co ns er v at i o n  statute e x p r e s s l y  includes  r e f e r e n c e  to the pr o tec t i on  of c o r ­
relat ive  r ights ,  the duty to pr o te c t  such t ights exi st s  c i ther  to render  the statute o r  regu lat i on  val id o r  as 
a means  to prevent  waste .

»
In fac t ,  the e ar l i e s t  co nse rva t i on  c a se  to reach  the Su pr em e  Cou rt  of  the United Statcs l s . '  sustained 

the Indiana statute in quest ion pr im a r i ly  as an inc ioent  to the pro tect ion  of co r r e la t iv e  r ights .

On the other  hand, or.e of  the f ew instance's wher e  an oi l  and gas  co nse rva t i on  statute has been held 
inv a l i d H / w a s  in a c a s e  wher e  a w e l l - s p a c in g  staiutc prohibi ted  the dr i l l ing  of  a we l l  without giving to the 
landowner  an adequate substitute means  o f  r e co v e r i n g  or  rece iv ing  his fai r  share  o f  the o i l  and gas f r o m  
the c o m m o n  pool  on the grounds that it infringed upon his const i tut ional  guarantees .  The co ur t  said that 
the right to pool  vo luntari ly  his in teres t  with adjacent  trac ts  to f o r m  a dr i l l ing  unit was  not an adequate 
substitute right.

The statutes o f  17 states ,  namely ,  A l a b a m a , A r i z o n a , A r k a n s a s , C o l o r ado,  F l o r i d a , G e o r g i a , 
Idaho, Kan s a s . M i s s i s s i p p i , N e b r a s k a , New M e x i c o ,  North C a r o l in a , North Dakota, O k la h o m a, P e n n s y l ­
va n ia , South Dakota , and T e x a s , in e x p r e s s  t e rm s  grant  the re gu la tory  a ge n c ie s  broad po w e rs  to pr o te c t  
c o r r e la t iv e  r ights .

The statutes o f  the states of  A l a b a m a , A r k a n s a s , C o l o r a d o , G e o r g i a , M i s s i s s i p p i , N e b r a s k a , and 
North C a r o l i n a , def ine waste  to include the abuse o f  c o r r e la t iv e  rights,

While the statutes of  I owa, Lo u is i an a , M ich ig an , O r e g o n , and T e n ne s se e  do not use the t e rm 
" p r o t e c t  c o r r e l a t i v e  r i ght s " ,  they contain numerous  re qu i rements  and pr o v i s i o n s  with r e s p e c t  to the p r e ­
vention of  dra inage ,  injury to o the rs ,  assur ing  an owner  his just  and equitable share ,  o r  s i m i l a r  p ro v i s i o n s  
which are but another  way of  de scr ib i ng  the pro tec t i on  of  c o r r e la t iv e  r ights.

The statutes of  A l a s k a , I l l ino i s , Nevada , New Y o r k , Utah, and Wyoming  although mentioning c o r ­
relat ive  r ights in the de c l ara t i on  of  po l i cy ,  o r  in s o m e  instances def ining c o r r e l a t i v e  r ights ,  do  not make 
furthei'  r e f e r en c e  thereto in connect i on  with any power  or  duty of the r e g ulatory agency  o ther  than in 
re sp ec t  to the pool ing of in teres ts  in a we l l  spac ing unit o r  in connec t ion with pool  unit ization.  They m ake 
no mention oTTEorrel'atTvc riglda witK~re~spect to the b r oad cons ’iTrvation po w er s  of  the r egu la tory  a g e n c i es .

The statutes of  Indiana, Kentucky, M ary la nd , Montana, O h i o , V i r g in ia , and West Vi rginia have no 
language of  any kind that d i r e c t ly  o r  indi rec t ly  r e f e r s  to the protec t i on  of c o r r e l a t i v e  o r  other pr ivate  
rights of  the landowners .

The Ca l i fo rnia  statutes mention the subject  only in r e s p e c t  to the giving to the owne r  of  a tract  o f  
l e s s  than an a c r e  the right to part i cipate in the product i on f r o m  a wel l  dr i l l ed  on an ad jacent  l ea se .  IZit/
Th is  is a p ro v i s i o n  adopted to c o n f o r m  to the d ec i s i on  in the e a r l i e r  Ca l i fo rnia  c a se  c ited in footnote  37.

Notwithstanding,  o r  perhaps bet ter  stated,  bec ause  of ,  the const i tut ional  r eq u i re m en t  that c o r r e l a ­
tive rights be pro tec ted wher e  and to the extent reasonab ly  pos s ib le ,  it would s e e m  wise  f o r  a statute to 
e x pr es s  in c l ea r  t e r m s  the duty of  the regulatory  agency  in regard  thereto .

3 . 5 . 2 . 1 3  E c o n o m ic  Cons iderat i ons  Other Than P r i c e  R e g u l a t i o n ^ /

Like  in the c ase  of  " c o r r e l a t i v e  r i ghts " ,  the pu rpo se s  of  the Interstate Oil  C o m p a c t  C o m m i s s i o n  
and,  in fact ,  the conse rva t i on  statutes o f  m o s t  of  the states,  omi t  any r e f e r e n c e  10 e c o n o m i c  c o n s i d e r a ­
tions or  " e c o n o m i c  waste "  in def ining the authority of  the regulatory  agency .  Som e  mention e c o n o m i c

^  Ohio Oil Co .  v.  Indiana, 177 US 190 (1901).
i l /  Bernste in  v.  Bush, 177 P .  2 d 9 1 3 ( C a l .  Sup. 19-17).
i l l l / S e c .  3608, as  amended,  Publ i c  R e s o u r c e s  Code .
3ii/ Fo r  pr i c e  regulat ion see  sec t i on 3. 5 .2 .  1-1 next f o l lowing.
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cons ider at i o ns  only in r e s p e c t  to wel l  spacing ,  pool ing within wel l  spac ing  units,  o r  pool  unit ization.
Others  ex p re s s ly  negative any authority to "p rev ent  e c o n o m i c  w as te " ,  

ncj ate.

Som e e x tr e m is ts  say that there is and should be no relat i onsh ip be tween e c o n o m i c s  and c o n s e r v a ­
tion.  They  advocate  co nse rva t i on  "a t  any c o s t "  as ser t ing  that e c o n o m i c s  should neither  be a mot iv e  nor  a 
resu l t .  Other  e x t r e m is t s  say that the whole bas is  f o r  any co nse rva t i on  p r o g r a m  is e c o n o m i c .  T h e re  a r c  
a l s o  those c r i t i c s  who charge  that the conse rva t i on  p r o g r a m s  adopted by the states are  but an e c o n o m i c  
de v i c e  to manipulate  p r i c e s  and prof i t s  rather  than prevent  waste  in the publ i c  in teres t .

The long h i s to ry  o f  oi l  and gas co nservat i on  l eg i s la t i on  in the United States,  its bene f i c ia l  f ruit s  in 
t e r m s  of  prevention  of actual  phys i cal  waste  and the gr e a te r  r e c o v e r y  of  o i l  and gas ,  and the many and 
unanimous holdings o f  the cour ts  sustaining regu lat ions  f o r  conse rva t i on  pu rp o s es  negat ive  unqual i f iedly 
al l  such e x t r e m e  pos i t i ons .  "  C*V *

As pointed out in connec t ion  with the d i s cu ss io n  of  c o r r e la t iv e  r ights ,  the l eg i s la t i on  and r e g u la ­
tions to be val id under both the F e d e r a l  and state const i tut ions must  be " r e a s o n a b l e " .  T o  be r e as on ab le ,  
whether  stated in the statute o r  not, e c o n o m i c s  and e c o n o m i c  co ns i der at i ons  must  be taken into account,  
as o therwise  the who le  sy s t em  would be ar b i t r ar y  and unr easonab le  and v/ould amount  to the taking of  
pr ivate  pr ope r t y  without due p r o c e s s  of  law or  the equal protec t i on  o f  the )aw,  T h e re  is  in law and,jin_fact 
a n e c e s s a r y  re lat i onship,  a legi t imate re lat ionship,  between e c o n o m i c s  and c on se rv at i on .

In fact ,  the only incent ive  to ex p lo re  f o r ,  pr odu ce ,  c o n s e r v e ,  ma rke t ,  t ranspor t ,  r e f ine ,  d i s t r i b ­
ute,  and useful ly  ut i l i ze  oi l  and gas is e c o n o m i c .  Ignore and r e m o v e  that incentive and " p h y s i c a l  w as te "  
resu l t s .  Th is  has been the repeated ex pe r i e nc e  that has s i red  a g rea t  por tion o f  the co ns e rv at i o n  l e g i s l a ­
tion providing f o r  an o r d e r l y ,  sens ib le ,  and ec on om ic a l l y  sound p r o g r a m  o f  dev e lo pm en t  and product ion of 
o i l  and gas .  The best  means or  tool to bring about the gre at es t  r e c o v e r y  of  oi l  and g as ,  and to prevent  its 
phys i cal  waste is the avoidance of e c o n o m i c  waste.  T o  requ i re  the r e c o v e r y  and co ns e rv at i o n  of oil  and 
gas  at a l o s s  would be unconsti tutional .  A fai lure  to r e c o v e r  the m a x i m u m  e c o n o m ic a l l y  r e c o v e r a b l e  oi l  
and gas is  in i t se l f  " c c o n o m i  was te "  of  a valuable  natural  r e s o u r c e ,  as we l l  as phys i ca l  waste .

On the other hand,  all o f  the cour t  de c i s i on s  sustaining c on se rv at i on  l eg i s la t ion  have cons is tent ly  
refuted the c l a i m that the conse rva t i on  p r o gr a m  of the states is  des igned  pr im a r i ly  f o r  e c o n o m i c  and prof it  
mot ives  rather than to prevent  waste of  a natural  r e s o u r c e  f o r  the c o m m o n  and the publ ic  go od .  The  
de c i s i on s  make it c l e a r  that the prevention of  waste o f  the natural  r e s o u r c e s  is the pr inc ipa l  ob jec t iv e  and 
that e c o n o m i c  co ns id e ra t i on s ,  if any,  are  but a means  to that end or  are  incidental .

The statutes of  A l a b a m a , Alaska,  A r i z o n a , A r k a n s a s , C o l o r a d o , F l o r i d a,  G e o r g i a , Idaho, Indiana, 
Iowa,  L o u is ia n a , M i s s i s s i p p i , Montana, N e b ra sk a , Nevada , New M e x i c o , New Y o r k , North Dakota , 
O r e g o n , P e nns y l va n ia , South Dakota, T en n e s se e ,  Utah, Washington , and Wyoming  al l  mention e c o n o m i c  
cons iderat i ons  in r es p ec t  to the dr i l l ing  o f  unn e ce s sa ry  we l l s ,  we l l  spac ing ,  pool ing ,  and unit ization.

Ar izona  de f ines  as waste  the producti on of  o i l  when it is unprof itable to d i s p o s e  o f  such producti on.

The statutes of  Kansas and Oklahoma include " e c o n o m i c  was te "  as a part  of  the def init ion o f  waste ,  
that is prohibited by the statutes.

%
The statutes o f  I l l inois and Kentucky e x p re s s ly  prohibit  l imitat i on of product ion to prevent  o r  c o n ­

trol  " e c o n o m i c  w as te " .

The statutes of  M ary la nd , O h i o , V i r g i n i a , and West Vi rginia make  no mention of e c o n o m i c  waste .

No statute de fines e c o n o m ic  wa6te.

■Hr-

■i-i/ Danciger  Oil h Refining Co .  v. Itailrn.nl C o m m i s s i o n ,  <19 SW 2d 837 (Tex .  C iv .  A pp. 19-12).
Peopte  v . A s a o c i a l e ^ l l > i i C o . "2d9 ~ 7 T T (G ^ fif7 ~ S u p T 'l  9 JO).
Champlin Refining. Co.  v.  Co rp or at i on  C o m m i s s i o n , 31 F ed .  2d 823 (WD Okla.  1931),  af f ' d 
286 US 210 ( IV32).
Julian Oil  v.  Royal t ies  Co .  v.  Capsh aw, 292 P a c .  8d 1 (Okla.  Sup. 1930).
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ha 'Q̂ ilhô o-̂ .-x — \h 0 A «- Ih'M <cco f-ttfu)

| ^  H ^

S-(L-Vv\̂ >— —
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