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:An Act relating to the taking of oil

and gas royalty-in-kind;

and providing for an effective date.”
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April 7, 1976 PERSONAL

The Honorable Nels A. Anderson, Jr.
Alaska State House of Representatives
Pouch "v"

Juneau, Alaska 99801 |

Dear Nels:

You asked me for my comments on CSSB 174 before you held hearings
on April 14. Since BBNC has opposed several bills this year, 1
think we should reserve our ammunition for bigger issues such as
increased taxes. Therefore these comments are for your personal
guidance, 1in fact, being a Legislator you may not agree with me
at all.

State oil and gas leases have a provision for the State to take
its royalty in kind and this ha9 been done in the past by the
Commissioner of Natural Resources, no doubt with the approval of
the Governor. Since then we have set up an Oil and Gas Royalty
Board and their consent is required. Now this bill would require
approval of the Legislature which to me is absolutely absurd and
suggests the desire for year-round employment or special sessions.

You have always said the Legislature is a very deliberative body

and it takes time to do things right. [In this case a willing buyer
may not have a market by the time the various consents and approvals
are obtained. You should consider that Alaska®s oil production is
only a small part of the world wide production which is controlled

by supply and demand, not to mention more, or less daily problems of
transportation and storage all requiring immediate decision to keep

the wheels of progress oiled. Gas production is an entirely different,
unrelated problem as sales by necessity must be long term. 1 would
suggest you bury this bill.

One other general comment, 1 don"t think the 9th Legislature can
antir teor solve all of Alaska®s as yet undefined future problems.
Keep .he good work and best regards.

Sir ly,

<E a

W. < Bishop

cc: Directors
Legislative Task Force



DEPARTMENT OP NATURAL RESOURCES
Division of O0il and Gas

rGuy r, Martin
Commissioner

DAT April 13, 1976

i g% K* Gilbreth, Jr, S, rissQi74
lrector .

This bill would make it virtually impossible to secure the
best sales prices for oil &ud gas. Though ws are sympathetic
and favor the State controlling the disposition of royalty

oil and gas, this Dbill leaves insufficient flexibility for

the Commissioner to operate to secure the best prices. The
bill makes it virtually impossible to obtain what 1is best for
the state, than qgct Royalty Board approval, then get legisla—
tive approval and still function in a timely manner and not
get caught 1in distress sale conditions.

It is our opinion that we cannot secure maximum income or

contract terms in the sale of oil or gas where tho state is

boxed in to s mandatory sale and yet has no control over operation
of the well or lease. A prospective buyer car. easily see that

the State will be in a distress condition to sell.

The Committee substitute provides that the Commissioner with
the consent of the Board can enter into oil and gas sa[es
contracts for one year or less to relieve a shortage of storage
capacity. Any sale over one year presumably requires legisla—
tive approval. In the case of oil, long term snlo contracts
may not be advisable because of the anticipate* increases 1in
value in tha future. Consequently each contract for two or
three years must be approved by the Legislature. This will
ultimately result in the Legislature having to past on many
contracts each year —-—— perhaps as many as 100 contracts. Tn
the meantime, a distress”sale must be made to "tide the State
ever until legislative approval is obtained.”™ The companies,
Knowing this, would be foolish to pay top prices when they can
buy under distress conditions. Consequently we can anticipate
some losses on our short term saleB. Also, since it will be
mandatory that the State sell the oil, a crude oil and ogar?
sales section must be established to handle these affairs. A
fiscal note 1is attached showing the estimated cost, of this
section.



Guy R. Martin -2» April 1J, 1976
0. K. Giibrsth, Jr. CSSB174

For yag, we cannot trade our royalty volumes as easily as we
can trade oilT Since the Legislature must approve Any sale,
beyond one year, we must be able to market the first year"s
production between contracts. It. is virtually impossible to
sell gas under a one year contract. The not result will pro—
bably he t-h&t we will have to give the production to anyone
who will take it or, 1in the worst case, pay someone to take

it off our hands. Wo can™@X flare it nor can we stop the
operator from producing simply because we don®"t have a market
for our royalty gas. The operator can readily make long term
contracts in order to produce the well at the earliest possi—
ble time. It must be borne in mind that facilities have to be
installed to transport gas to the ultimate user and this re—
quires financing which requires long term contracts. No one
is willing to install raoilitios to a new source without a
long term contract. Thu3 it is likely that since we can X make
long term eommitments until the Legislature acts, nor let the
operator sell for us until we do, we will find ourselves in
qguite a dilemma in every now lease where oil or gas is found

If the Legislature feels that the State should sell its royalty
oil and oas, then to provide more flexibility, we recommend

that they consider leaving the "nuiy" on Line 11 as is in present
law and have the Commissioner report within two yoHr* after
first production on his efforts and results in attempting to
sell the royalty in-kind. The Legislature could mandate through
resolution or other means at that time if it wan not- satisfied
in the effort that the Commissioner had made. This span would
give the Commissioner adequate time to get the best deal for the
State# would give him thO option to have the company market the
oil or ga3 production while he negotiated if ho didn ™ have an
instant buyer, and would not create the climate of a distress
sale.

Attachment
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