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T e s t i m o n y  B e f o r e  
A l a s k a  S e n a t e  R e s o u r c e s  C o m m i t t e e  

o n

________________ C S H B  8 1 5

. liy n a m e  i s  T h o m a s  H .  K r u e g e r  .. I  aJfa a n  a t t o r n e y  _____

f o r  E x x o n  C o m p a n y ,  U . S . A .  a n d  a m  l o c a t e d  i n  L o s  A n g e l e s ________ •

I a p p r e c i a t e  t h e  o p p o r t u n i t y  t o  a p p e a r  b e f o r e  t h i s  C o m m i t t e e  

a n d  p r e s e n t  t e s t i m o n y  f o r  E x x o n .

C S H B  8 1 5  o p e r a t e s  t o  a m e n d  v a r i o u s  c h a p t e r s  i n  T i t l e s  3 1  

(Oil a n d  G a s )  a n d  3 8  ( P u b l i c  L a n d s )  o f  t h e  A l a s k a  s t a t u t e s .  M u c h  

o f  t h e  B i l l  d e a l s  w i t h  u n i t i z a t i o n  a n d  u n i t i z e d  o p e r a t i o n  o f  

oil a n d  g a s  p o o l s .  E x x o n  i s  a n d  h a s  l o n g  b e e n  a s t r o n g  s u p p o r t e r  

of u n i t i z e d  o p e r a t i o n s  d e s i g n e d  t o  e n h a n c e  r e c o v e r y ,  p r o m o t e  

r e s o u r c e  c o n s e r v a t i o n ,  p r e v e n t  w a s t e ,  e l i m i n a t e  u n n e c e s s a r y  

o p e r a t i o n s  a n d  s a f e g u a r d  c o r r e l a t i v e  r i g h t s  o f  t h e  p a r t i e s  

i n v o l v e d .  T h u s ,  w e  a r e  i n t e r e s t e d  g r e a t l y  i n  p r e s e n t i n g  o u r  

v i e w s  o n  t h i s  B i l l  t o  t h e  C o m m i t t e e .

Sevei-al p o r t i o n s  o f  C S H B  8 1 5  a p p e a r  t o  b e  p r o p e r  a n d  

a c c e p t a b l e  r e v i s i o n s  o f  t h e  S t a t e ’s o i l  a n d  g a s  l a w ,  a n d  w e  

\yill n o t  t a k e  u p  y o u r  t i m e  d i s c u s s i n g  t h e s e  p r o v i s i o n s .  T h e r e  

a r e ,  h o w e v e r ,  t h r e e  a r e a s  i n  t h e  B i l l  t h a t  a r e  o f  c o n s i d e r a b l e  

c o n c e r n  t o  u s .
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. S e c t i o n  7 o f  t h e  B i l l ,  w h i c h  a m e n d s  t h e  u n i t i z a t i o n  

p r o v i s i o n s  O f  A . S .  3 1 . 0 5 . 1 1 0 ( b ) ,  d e l e t e s  o n e  o f  

t h e  f i n d i n g s  o f  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

( " D N R " )  e s s e n t i a l  t o  a D N R  o r d e r  o f  u n i t i z a t i o n -  

U n d e r  c u r r e n t  l a w ,  t h e  D N R  m u s t  f i n d ,  a m o n g  o t h e r  

t h i n g s ,  t h a t  u n i t i z a t i o n  a n d  t h e  a d o p t i o n  o f  a  

u n i t i z e d  m e t h o d ( s )  a r e  " f o r  t h e  c o m m o n  g o o d  a n d  

w i l l  r e s u l t  i n  t h e  g e n e r a l  a d v a n t a g e  o f  t h e  o w n e r s  o f  

t h e  o i l  a n d  g a s  r i g h t s  w i t h i n  t h e  p o o l  o r  p o r t i o n  

o f  i t  d i r e c t l y  a f f e c t e d . "  T h e  B i l l  p r o p o s e s  t o  

e l i m i n a t e  t h e  f i n d i n g  o f  r e s u l t a n t  g e n e r a l  a d v a n t a g e  

t o  t h e  a f f e c t e d  p r o p e r t y  o w n e r s ,  l e a v i n g  o n l y  t h e  

f i n d i n g  t h a t  u n i t i z a t i o n  a n d  a d o p t i o n  of- o n e  o r  

m o r e  u n i t i z e d  m e t h o d s  o f  o p e r a t i o n s  a r e  f o r  t h e  

" c o m m o n  g o o d " .  S i g n i f i c a n t l y ,  " c o m m o n  g o o d "  i s  

n o t  d e f i n e d .

I n  E x x o n ' s  v i e w ,  u n i t i z a t i o n  s h o u l d  r e s u l t  t o  t h e  

g e n e r a l  a d v a n t a g e  o f  t h e  o w n e r s  o f  t h e  o i l  a n d  g a s  

r i g h t s ,  i n c l u d i n g  t h e  r o y a l t y  o w n e r s  d i r e c t l y  

a f f e c t e d  ,a s  w e l l  a s  t o  t h e  " c o m m o n  g o o d " .  I f  i t  

d o e s  n o t ,  i t  s h o u l d  n o t  b e  o r d e r e d  b y  t h e  S t a t e .

T h e  c u r r e n t  p r o v i s i o n  i s  f a i r  a n d  s h o u l d  n o t  b e  

c h a n g e d .

U n d e r  t h e  B i l l ,  t h e  D N R  c o u l d  m a k e  t h e  r e q u i s i t e  

f i n d i n g  t h a t  u n i t i z a t i o n ,  e t c .  a r e  f o r  t h e  " c o m m o n  

g o o d "  i n  a c o n t e x t  w h e r e  i t  w o u l d  n o t  r e s u l t  i n

— —    _
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t h e  g e n e r a l  a d v a n t a g e  of t h e  o w n e r s  o f  t h e  o i l  and
•

g as r i g h t s  d i r e c t l y  a f f e c t e d  t h e r e b y .  If D N R - o r d e r e d  

u n i t i z a t i o n  w e r e  a p p r o v e d  in s u c h  a c o n t e x t ,  s e r i o u s  

c o n s t i t u t i o n a l  q u e s t i o n s  c o u l d  a r i s e  as a p p l i e d  to 

p r o p e r t y  o w n e r s  w h o ,  in fact, v e r e  n o t  b e n e f i t e d  

b y  a n d  d i d  n o t  a p p r o v e  u n i t i z a t i o n ,  etc. o f  t h e i r  

i n t e r e s t s .  T h e s e  q u e s t i o n s  c o u l d  t a k e  t h e  f o r m  of 

d e p r i v a t i o n s  of l i b e r t y  a n d  p r o p e r t y  w i t h o u t  d u e  

p r o c e s s  of law.

c\  .

S e c t i o n  10 o f  t h e  B i l l,  w n i c h  w o u l d  a p p l y  t o  all u n i t s

c r e a t e d  a f t e r  J u n e  30, 1978, a l l o w s  u n d e r l i f t i n g  a nd

o v e r l l f t i n g  of u n i t  p r o d u c t i o n  o n l y  w h e n  it d o e s  not

c r e a t e  w a s t e ;  and, r e g a r d l e s s  o f  w a s te ,  u n d e r l i f t i n g  and

o v e r l i f t i n g  m a y  b e  p e r m i t t e d  by the c o m m i s s i o n e r  f or

t e m p o r a r y  p e r i o d s  w h e n  t h e r e  a re e x t r a o r d i n a r y  d i s r u p t i o n s

t o  t h e  o w n e r ’s p r o d u c t i o n  d i s p o s a l  s y s t em s.  F u r t h e r ,

t h i s  s e c t i o n  r e s t r i c t s  t h e  r e c o v e r y  of. u n d e r l i f t e d  oil

t o  a d a i l y  r a t e  n ot t o  e x c e e d  10 p e r c e n t  o f  a w o r k i n g

o r  r o y a l t y  i n t e r e s t  o w n e r ' s  s h a r e  oi d a i l y  p r o d u c t i o n  *

at t h e  t i m e  of u n d e r l i f t  r e c o v e r y .

E x x o n  s t r o n g l y  s u p p o r t s  t h e  p r e v e n t i o n  o f  w a s t e ,  but 

d o e s  n o t  c o n s i d e r  t h e  f i r s t  p o r t i o n  of t h i s  s e c t i o n  to 

b e  n e c e s s a r y .  Vraste is a l r e a d y  p r o h i b i t e d  b y  t he s t a t u t e s  

a n d  t h e  D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  is f u l l y  e m p o w e r e d  

to c a r r y  o u t  t h e  p u r p o s e s  of A S  31.05.
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As to t h e  p a r t  o f  t h i s  s e c M o n  w h i c h  l i m i t s  t h e  r a t e  of t 

r e c o v e r y  of u n d e r l i f t e d  oil. w e  s e e  n o  n e e d  fo r the 

r e s t r i c t i o n  t h a t  is i m p o s e d  or for t h e  s t a t e  t o  i n t e r v e n e  

in this area. T h e  d e t a i l s  of u n d e r l i f t i n g  a n d  o v e r l i f t i n g  

are m a t t e r s  t h a t  c an b e s t  b e  w o r k e d  o u t  s a t i s f a c t o r i l y  by 

the o i l  a n d  g a s  r e s o u r c e  owners. B y  i m p o s i n g  t h i s  re st r i c t i o n  

w h ic h p r o d u c e s  n o  a p p a r e n t  b e n e f i t  t o  a n y o n e ,  u n f o r e s e e n  

futu re  p r o b l e m s  m a y  b e  created.

•

S e c t i o n s  11 a n d  16 o f  t h e  Bil l w o u l d  r e m o v e  t h e  

r e q u i r e m e n t  t h a t  s t a t e - o r d e r e d  u n i t i z a t i o n  b e  

a c c e p t a b l e  to 6 2 . 5 %  o f  the l e s s e e s  a n d  6 2 . 5 %  

of the r o y a l t y  o w n e r s  w i t h i n  t h e  u n i t  a r e a  ( w i t h  

certain e x c l u s i o n s ) .  U n d e r  t h e s e  p r o v i s i o n s ,  t h e  

State, w i t h o u t  w o r k i n g  or r o y a l t y  o w n e r  c o n c u r r e n c e ,  

could m a n d a t e  u n i t i z a t i o n ,  i n c l u d i n g  t h e  d e t a i l s  of 

unit p a r t i c i p a t i o n ,  u n i t i z e d  m a n a g e m e n t  o f  f u r t h e r  

d e v e l o p m e n t  a n d  o p e r a t i o n  of th e unit a re a,  c o s t  nnd  

e x p e n s e  a p p o r t i o n m e n t ,  f i n a n c i n g ,  etc.

*■

E xx on  b e l i e v e s  t h a t  u n i t i z e d  o p e r a t i o n s  a r e  b e s t  

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

the p e r n o n s  w h o s e  p r o p e r t y  i n t e r e s t s  w o u l d  b e  

a f f e ct ed .  I n  t h i s  w a y ,  i n t e r e s t e d  p e r s o n s  a r e  

c o n s u l t e d  a n d  m u t u a l  a g r e e m e n t  r e a c h e d  in a m a n n e r  

s a t i s f a c t o r y  to. t h o s e  c o n c e r n e d .  T h i s  p r o m o t e s  

h a r m o n y  a n d  c o n t r i b u t e s  to t h e  a c h i e v e m e n t  o f
9
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u n i t  o p e r a t i o n s .  U n d e r  p r e s e n t  l a w ,  c o m p u l s o r y
*

u n i t i z a t i o n  m u s t  b e  a c c e p t a b l e  t o  w o r k i n g  a n d  r o y a l t y  

i n t e r e s t  o w n e r s  o f  a t  l e a s t  6 2 . 5  p e r c e n t  o f  t h e  u n i t  

a r e a ,  t h e r e b y  i n s u r i n g  c o m f o r t a b l e  m a j o r i t y  s u p p o r t  

a n d  s a t i s f a c t i o n .  T h i s  p r o v i d e s  s o m e - d e g r e e  o f  

a s s u r a n c e  b o t h  t h a t  o n l y  m e r i t o r i o u s  u n i t  p r o j e c t s  

a r e  c o n s i d e r e d  a n d  a p p r o v e d  a n d  t h a t  t h e  S t a t e  w i l l  

n o t  b e  f o r c e d  t o  a c t  o n  a p p l i c a t i o n s  f o r  u n i t i z a t i o n  

w h i c h  o r e  l a c k i n g  i n  m e r i t  a n d  r e a s o n a b l e  s u p p o r t .

E.'oton C o m p a n y ,  U . S . A .  i s  p r e s e n t l y  p a r t i c i p a t i n g  i n  

jaore t h a n  3 7 0  r e s e r v o i r - w i d e  a n d  f i e l d - w i d e  u n i t i z a ­

t i o n  p r o j e c t s  t h r o u g h o u t  t h e  U n i t e d  S t a t e s ,  a l l  o f  

w h i c h  h a v e  b e e n  f o r m e d  v o l u n t a r i l y  o r  w i t h  m a j o r i t y  

c o n s e n t  o f  b o t h  r o y a l t y  a n d  w o r k i n g  i n t e r e s t s .  W e  

h a v e  f o u n d  t h a t  w h e n  a p r o j e c t  h a s  m e r i t ,  i t s  b e n e f i t  

w i l l  b e  r e c o g n i z e d  b y  t h e  r e s o u r c e  h o l d e r s  a n d  i t  

w i l l  b e  i m p l e m e n t e d .  In o u r  e x p e r i e n c e ,  w e  h a v e  s e e n  

n o  n e e d  f o r  g o v e r n m e n t - d i c t a t e d  u n i t i z a t i o n ;  h o w e v e r ,  

w e  d o  s u p p o r t  t h e  c o n c e p t  o f  s t a t e - o r d e r e d  u n i t i z a t i o n  

w h e r e  m a j o r i t y ,  b u t  n o t  t o t a l ,  a g r e e m e n t  i s  r e a c h e d  

f o r  u n i t i z a t i o n  a m o n g s t  t h e  p a r t i c i p a n t s .

W e  q u e s t i o n  t h a t  e n a c t m e n t  o f  S e c t i o n s  11 a n d  16 

w o u l d  s e r v e  t o  b e n e f i t  a l l  i n t e r e s t  o w n e r s  i n  a p o o l  

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

a n d  r o y a l t y  i n t e r e s t  a p p r o v a l  f o r  S t a t e  u n i t i z a t i o n  

a s  p r o v i d e d  u n d e r  c u r r e n t  A l a s k a  l a w .  T h e r e  i s  n o
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n e e d  f o r  t h i s  l e g i s l a t i o n  s i n c e  (a) t o  E x x o n ’s

k n o w l e d g e ,  n o  U n i t i z a t i o n  p r o j e c t  w h i c h  w a s  n e e d e d  i n

t h e  S t a t e  o f  A l a s k a  h a s  f a i l e d  t o  m a t e r i a l i z e  a s

a r e s u l t  o f  f a i l u r e  t o  r e a c h  s u f f i c i e n t  a g r e e m e n t

a m o n g  t h e  p e r s o n s  a f f e c t e d ,  a n d  (b) p r e s e n t  c o n s e r v a t i o n

l a w s  c o n t a i n  s u f f i c i e n t  a u t h o r i t y  f o r  u n i t i z a t i o n  

a n d  c o n s e r v a t i o n  o f  o i l  a n d  g a s  r e s o u r c e s .  I f  t h e

B i l l  i s  e n a c t e d ,  t h e  o n l y  w a y  t h a t  a d i s s a t i s f i e d

p e r s o n  c o u l d  o b j e c t  t o  S t a t e - o r d e r e d  u n i t i z a t i o n

a f f e c t i n g  h i m  w o u l d  b e  t o  r e s o r t  t o  l i t i g a t i o n .

F i n a l l y ,  i f  t h e  S t a t e  w e r e  t o  u n d e r t a k e . u n i t i z a t i o n  b y  

u n i l a t e r a l  a c t i o n ,  i t  w o u l d  b e  p u t  i n  t h e  p o s i t i o n  

o f  a d d r e s s i n g  m a n y  c o m p l e x  t e c h n i c a l ,  o p e r a t i n g ,  

f i n a n c i a l  a n d  l e g a l  i s s u e s  n o r m a l l y  h a n d l e d  b y  t h e  

o p e r a t o r s .  T h i s  w o u l d  r e q u i r e  a l a r g e  e x p a n s i o n  

o f  i t s  s t a f f ,  a n d  c o u l d  d e l a y  t h e  u n i t i z a t i o n  p r o c e s s .  

M a n y  o f  t h e s e  i s s u e s  t h a t  t h e  S t a t e  w o u l d  s e t  i t s e l f  

u p  t o  r e s o l v e  w o u l d  inject. o n l y  u p o n  t h e  w o r k i n g  

i n t e r e s t  o w n e r s  a n d  n o t  u p o n  t h e  S t a t e .

I n  s u m m a r y ,  E x x o n  b e l i e v e s  t h a t  t h e r e  i s  n o  n e e d  

t o  c h a n g e  e x i s t i n g  l a w  o n  t h i s  s u b j e c t  a n d  s u p p o r t s  

r e t e n t i o n  o f  v o l u n t a r y  a n d  m a j o r i t y  c o n s e n t  u n i t i z a t i o n  . 

a s  p r e s e n t l y  p r o v i d e d  f o r  i n  t h e  s t a t u t e s .
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In s m e a r y ,  E x x o n  o p p o s e s  tha t p o r t i o n  of S e c t i o n  7 of t h e  Bill 

w h i c h  r e m o v e s  t h e  r e q u i r e d  f i n d i n g  t h a t  u n i t i z a t i o n  a n d  a d o p t i o n  

o f  u n i t i z e d  m e t b o d ( s )  w i l l  r e s u i t  in t h e  g e n e r a l  a d v a n t a g e  of t he 

o w n e r s  of t he oil a n d  g a s  r i gh ts . • P r e s e n t  l a w  o n  t h i s  s u b j e c t  

is r e a s o n a b l e  a n d  f a i r  a n d  s h o u l d  not be c h a n g e d .  Id  a d d i ti on , 

Ex xo n is o p p o s e d  t o  S e c t i o n  10 of t h e  Bil l s i n c e  t h e  p r o v i s i o n s  

it adds c o n c e r n i n g  u n d e r l i f t  J~nd o v e r l i f t  a p p e a r  to b e  u n n e c e s s a r y .  

The r e s t r i c t i o n  on t h e  r a t e  of r e c o v e r y  of u n d e r l i f t e d  o i l  co ul d 

‘cause p r o b l e m s  in t h e  f u t u r e .  Fina ll y , w e ' a r e  s t r o n g l y  o p p o s e d  

to S e c t i o n s  11 a n d  16 w h i c h  a l l o w  for  u n i t i z a t i o n  b y  u n i l a t e r a l  

st at e action.
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M E M O R A N D U M

SUBJECT:

TO:

FROM:

H B _ B 1 5  ( W - 0 >  n 2 / R )

The Honorable A1 Osterback, Chairman 
House Resources Commi^ttpe

Richard G. Haggar-M^'
Research Analyst

This memorandum is in response to your request that we prepare a summary 

analysis of HB 815, relating to oil and gas conservation.

Section 1

Amends AS 31.05.030(d) and allows the Department of Natural Resources to 

require oil or gas well operators to measure and monitor pressures 

within oil or gas pools. Such pressure monitoring would provide an 

additional source of information for state conservation authorities in 

terms of seeing that state conservation objectives ~re met.

Section 2

Amends AS 31.05.030(e) and allows the Department of Natural Resources to 

regulate the production rate of oil and gas from a well or property for 

purposes of meeting state conservation objectives.

Section 3

Amends AS 31.05.030(a)(1) and allows tne Department of Natural Resources 

to require that oil or gas well operators make, and file the results of, 

flow test information from wells drilled for oil or natural gas. Such 
flow test information would be covered under the confidentiality pro­

visions of AS 31.05.035(c).

S e c tion 4

Amends AS 31.05.035(c) and provides that only operators of oil and 

natural gas wells may require confidential treatment of data submitted 
to the Department of Natural Resources in relation to state conservation 
requirements. The current statute does not specify which parties may 

require confidential treatment of data.
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I
S e c t i o n  5

A me n d s  AS  3 1 . 0 5 . 0 6 0  b y  a d d i n g  a  new s u b s e c t i o n  ( b )  w h i c h  r e q u i r e s  t h a t  
a n y  a c t i o n  b y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  u n d e r  A S  3 1 . 0 5  t h a t  
h a s  s t a t e - w i d e  o r  g e n e r a l  a p p l i c a t i o n  w i l l  b e  p e r f o r m e d  i n  a c c o r d a n c e  
w i t h  t h e  A d m i n i s t r a t i v e  P r o c e d u r e  A c t  ( A S  4 4 . 6 2 ) ,  e x c e p t  t h a t  a n y  a c t i o n  
b y  t h e  D e p a r t m e n t  u n d e r  A S  3 1 . 0 5  w i t h  r e s p e c t  t o  a s i n g l e  v/ e l l  o r  f i e l d  
v / i l l  b e  p e r f o r m e d  i n  a c c o r d a n c e  w i t h  r e g u l a t i o n s  o f  t h e  d e p a r t m e n t  
d e s i g n e d  t o  a f f o r d  p e r s o n s  a f f e c t e d  b y  t h e  a c t i o n  n o t i c e  a n d  a n  o p p o r ­
t u n i t y  t o  b e  h e a r d .

S e c t i o n  6

A me n d s  AS  3 1 . 0 5 . 1 1 0 ( b )  b y  r e m o v i n g  t h e  r e q u i r e m e n t  t h a t  a  u n i t i z a t i o n  
a g r e e m e n t ,  i f  p r o m u l g a t e d ,  " . . . w i l l  r e s u l t  i n  t h e  g e n e r a l  a d v a n t a g e  o f  
t h e  o wn e r s  o f  t h e  o f !  a n d  g a s  r i g h t s  w i t h i n  t h e  p o o l  o r  p o r t i o n  o f  i t  
d i r e c t l y  a f f e c t e d . . . "

S e c t i o n  7

A me n d s  A S  3 1 . 0 5 . 1 1 0 ( c )  i n  t h e  f o l l o w i n g  m a n n e r :

1 .  M a k e s  d i s c r e t i o n a r y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s '  
a u t h o r i t y  t o  d e t e r m i n e  t h e  s i z e  a n d  a r e a  o f  o p e r a t i n g  u n i t s .

2 .  R e v i s e s  t h e  t e r ms  b y  w h i c h  t h e  d e p a r t m e n t  d e t e r m i n e s  t h e  a r e a  
o f  a n  o p e r a t i n g  u n i t  f r o m  " . . . t h e  a r e a  o f  a p o o l  or.  p o r t i o n  o f  
i t . . . "  t o  " . . . t h e  b o u n d a r y  o f  t h e  a r e a . . . " .

3 .  Ma k e s  d i s c r e t i o n a r y  t h e  d e p a r t m e n t ' s  a u t h o r i t y  t o  l i m i t  u n i t ­
i z a t i o n  a g r e e m e n t s  t o  s i n g l e  p o o l s  o r  p o r t i o n s  o f  s i n g l e  
p o o l s .

4 .  R e m o v e s  t h e  r e q u i r e m e n t  t h a t  u n i t i z a t i o n  a g r e e m e n t s  c a n  c o v e r  
o n l y  t h o s e  a r e a s  o f  a  p o o l  o r  p o o l s  w h i c h  h a v e  b e e n  d e f i n e d  
a n d  d e t e r m i n e d  t o  b e  p r o d u c t i v e  o f  o i l  a n d  g a s  b y  a c t u a l  
d r i l l i n g  o p e r a t i o n s .

S e c t i o n  8

A m e n d s  AS  3 1 . 0 5 . 1 1 0 ( h )  b y  d e l e t i n g  r e f e r e n c e s  t o  " o n e - e i g t h "  l a n d o w n e r  
r o y a l t y  s h a r e s .  T h e  a m e n d a t o r y  l a n g u a g e  w o u l d  t a k e  i n t o  a c c o u n t  c i r ­
c u m s t a n c e s  w h e r e  t h e  l a n d o w n e r s  r o y a l t y  s h a r e  was  o t h e r  t h a n  o n e - e i g h t h  
( 1 2 . 5 % ) .

S e c t i o n  9

A me n d s  AS  3 1 . 0 5 . 1 1 0 ( i )  b y  f o r b i d d i n g  e i t h e r  u n d e r l i f t i n g  o r  o v e r l i f t i n g  
o f  a n  " a l i q u o t "  ( a  f r a c t i o n )  o f  u n i t  p r o d u c t i o n  u n l e s s  a n  e m e r g e n c y  
o r d e r  f o r  s u c h  u n d e r - o r  o v e r l i f t i n g  i s  a p p r o v e d  b y  t h e  d e p a r t m e n t .  
" E m e r g e n c y  o r d e r "  i s  n o t ,  h o w e v e r ,  d e f i n e d  e i t h e r  i n  H B  8 1 5  o r  t h e  
c u r r e n t  s t a t u t e .
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Hon. A1 Osterback -3- March 1, 1978

S e c t i o n  1 0

A m e n d s  AS  3 1 . 0 5 . 1 7 0 ( 1 1 )  b y  d e f i n i n g  t h e  d r i l l i n g  o f  u n n e c e s s a r y  w e l l s  t o  
c a r r y  o u t  t h e  g e n e r a l  c o n s e r v a t i o n  p u r p o s e s  o f  A S  3 1 . 0 5  a s  " w a s t e " .

S e c t i o n  1 1

A m e n d s  AS  3 1 . 0 5 . 1 7 0 ( 1 2 )  b y  c l a r i f y i n g  t h e  d e f i n i t i o n  o f  a " c u b i c  f o o t  o f  
n a t u r a l  g a s "  a n d  b y  c h a n g i n g  t h e  p r e s s u r e  m e a s u r e m e n t  b a s e  f o r  d e f i n i n g  
a  " c u b i c  f o o *  o f  n a t u r a l  g a s "  f r o m  1 4 . 5 5  p o u n d s  p e r  s q u a r e  i n c h  a b s o l u t e  
t o  1 4 . 7 3  p o u n d s  p e r  s q u a r e  i n c h  a b s o l u t e  ( c o n f o r m i n g  A l a s k a ' s  l a w  t o  
b o t h  f e d e r a l  s t a n d a r d s  a n d  t h o s e  o f  t h e  I n t e r s t a t e  O i l  C o m p a c t ) .

S e c t i o n  1 2

A m e n d s  AS  3 8 . 0 5 . 1 8 0  r e l a t i n g  t o  t h e  l e a s i n g  o f  p u b l i c  l a n d s ,  b y  a d d i n g  
t h e  r e q u i r e m e n t  t h a t  n o  l e a s e  u n d e r  s e c t i o n  1 8 0  ma y  b e  i s s u e d  w i t h o u t  
i n c l u s i o n  o f  t h e  l a n g u a g e  o f  A S  3 1 . 0 5 . 1 1 0 ( h )  ( p r o v i d i n g  f o r  t h e  a s s e s s ­
m e n t  o f  u n i t i z a t i o n  c o s t s )  a s  p a r t  o f  t h e  l e a s e .  S e c t i o n  1 2  a l s o  p r o ­
v i d e s  t h a t  l e a s e s  i s s u e d  i n  v i o l a t i o n  o f  t h i s  r e q u i r e m e n t  s h a l l  b e  
c o n s t r u e d  a s  c o n t a i n i n g  t h e  l a n g u a g e  o f  AS  3 1 . 0 5 . 1 1 0 ( h ) .

S e c t i o n  1 3

A m e n d s  AS  4 3 . 5 5 . 1 4 0 ( 2 )  r e l a t i n g  t o  A l a s k a ' s  o i l  a n d  g a s  s e v e r a n c e  t a x ,  
b y  c h a n g i n g  t h e  p r e s s u r e  m e a s u r e m e n t  b a s e  f o r  d e f i n i n g  " o n e  c u b i c  f o o t  
o f  g a s "  f r o m  1 4 . 6 5  p o u n d s  p e r  s q u a r e  i n c h  a b s o l u t e  t o  1 4 . 7 3  p o u n d s  p e r  
s q u a r e  i n c h  a b s o l u t e  ( a g a i n ,  c o n f o r m i n g  A l a s k a ' s  l a w  t o  t h e  f e d e r a l  a n d  
I n t e r s t a t e  O i l  C o m p a c t  s t a n d a r d ) .

S e c t i o n  1 4

P r o v i d e s  t h a t  t h e  A c t  w i l l  t a k e  e f f e c t  J u l y  1 ,  1 9 7 8 .



3 2 4 A  S „ W i l l o u g h b y  

J u n e a u ,  A l a s k a  9 9 8 0 1

K a y  15, 1 9 7 8

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

A l a s k a  S t a t e  S e n a t e  

P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  S e n a t o r  C r o f t :

A s  t h e  s p o n s o r  o f  S e n a t e  B i l l  503, r e l a t i n g  t o  t h e  e s t a b l i s h ­
m e n t  o f  a n O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n ,  y o u  a l r e a d y  k n o w  t h a t  

t h e  H o u s e  h a s  p a s s e d  H o u s e  B i l l s  8 1 5  a n d  8 3 0  o n  m u c h  t h e  s a m e  s u b j e c t .

T h e r e  is, h o w e v e r ,  a s m a l l  t e c h n i c a l  c h a n g e  w h i c h  c o u l d  b e  

m a d e  t o  y o u r  b i l l  o r  t o  t h e  a p p r o p r i a t e  H o u s e  b i 1 1, w h i c h  c h a n g e  w o u l d  
h a v e  a p o t e n t i a l  b e n e f i t  t o  t h e  S t a t e  o f  A l a s k a  i n  e x c e s s  o f  $ 1 3 5  
m i  1 lion .

T h e  d e t a i l s  o f  t h e  c o s t  s a v i n g s  t o  t h e  S t a t e  a r e  r e l a t e d  in 

t h e  a c c o m p a n y i n g  l e t t e r s  t o  R e p r e s e n t a t i v e s  C h a t t e r t o n  a n d  M a l o n e  a n d  
t o  S e c r e t a r y  S c h l e s i n g e r .

P u t  s i m p l y ,  t h e  s u g g e s t e d  c h a n g e  w o u l d  g i v e  t h e  s t a t e  t h e  

o p t i o n  o f  k e e p i n g  i t s  " e x c e s s "  o r  " s u r p l u s "  o i l  i n  t h e  g r o u n d  u n t i l  

m a r k e t s  c a n  b e  f o u n d  w h i c h  h a v e  l o w  t r a n s p o r t a t i o n  c o s t s  &  c o n s e q u e n t  

h i g h  r o y a l t y  i n c o m e  l e v e l s - - o r  u n t i l  t h e  F e d e r a l  g o v e r n m e n t  c a n  b e  

p e r s u a d e d  to c o m p e n s a t e  A l a s k a  f o r  c o n t i n u e d  p r o d u c t i o n  o n  b e h a l f  o f  
t h e  E a s t  C o a s t  e v e n  at l o w  r o y a l t y  r a t e s  f o r  A l a s k a .

T h e  c h a n g e  i n v o l v e s  g i v i n g  t h e  C o m m i s s i o n  t h e  r i g h t  to set 

p r o r a t i o n i n g  r a t e s  for " c o n s e r v a t i o n  o r  m a r k e t i n g  p u r p o s e s " .  (The  

u n d e r l i n e d  w o r d s  n e e d  t o  b e  a d d e d  t o  e i t h e r  t h e  H o u s e  b i l l  or  t o  y o u r  
b i l l  t o  m a k e  t h e  C o m m i s s i o n ' s  r i g h t s  e x p l i c i t  r a t h e r  t h a n  i m p l i c i t . )

T h e  o t h e r  c h a n g e  to r e a c h  t h i s  d e s i r a b l e  e n d  i s  i n  t h e  d e f i n i t i o n  
s e c t i o n :  t h e  d e f i n i t i o n  o f  " w a s t e "  s h o u l d  i n c l u d e  " t h e  p r o d u c t i o n  o f

o i l  o r  g a s  at a r a t e  g r e a t e r  t h a n  e c o n o m i c  m a r k e t  d e m a n d . "

As  t h e  l e t t e r  to R e p r e s e n t a t i v e  B u c h h o l d t  p o i n t s  ou t,  " e c o n o m i c  

m a r k e t  d e m a n d "  i s p u r p o s e l y  l e f t  v a g u e  t o  a l l o w  t h e  C o m m i s s i o n  to d e ­

c i d e  w h e t h e r  t o  m a x i m i z e  p r o d u c t i o n  o r  r e v e n u e ,  w h e t h e r  o r  no t to l e a v e  

o i l  e x c e s s  t o W e s t  C o a s t  d e m a n d  i n  t h e  g r o u n d  o r  to  p r o d u c e  o i l  to 
s a t i s f y  E a s t  C o a s t  d e m a n d .

S i n c e  l e g i s l a t o r s  a r e  u s e d  t o  a r g u m e n t s  f r o m  s e l f - i n t e r e s t ,  I 

s u g g e s t  1 0 %  o f  t h e  s a v i n g s  c o m e  t o  m e ;  t h e s e  s m a l l  c h a n g e s  wi.]l in a n y  

c a s e  b e n e f i t  A l a s k a - - a n d  t h e  o i l  c o m p a n i e s - - g r e a t l y  b y  r e d u c i n g  h i g h

AGO 885858 - f ~



S e n a t o r  C h a n c y  C r o f t -2- M a y  15, 1 9 7 8

t r a n s p o r t a t i o n  c o s t s  o n  t h e  " e x c e s s "  o i l .  O r — a n d  t h i s  m a y  b e

u l t i m a t e l y  t h e  m o r e  l i k e l y  p o s s i b i l i t y — t h e  f a c t  t h a t  A l a s k a  h a s  

g i v e n  i t s e l f  t h i s  p o w e r  m a y  m e a n  t h a t  t h e  F e d e r a l  g o v e r n m e n t  w i l l  

e i t h e r  b e  w i l l i n g  to  c o m p e n s a t e  A l a s k a  f o r  e x c e s s  p r o d u c t i o n  o n  

b e h a l f  o f  E a s t  C o a s t  c o n s u m e r  s t a t e s  o r  w i l l  b e  w i l l i n g  t o  a i d  

A l a s k a  in  r e a l i z i n g  t h e  J a p a n e s e  b a r r e l - f o r - b a r r e l  sw a p .

In s h o r t ,  t h i s  i s  a c h a n g e  w h i c h  b e n e f i t s  A l a s k a :  p l e a s e
d o  w h a t  is p o s s i b l e

S t a t e  o f  A l a s  il

w i l l  b e  s u b s t  ______ _     t ____ _______________________ ___

y e a r  p e r i o d ;  t h e  p o t e n t i a l  s a v i n g s  w i l l  a l s o  b e  m o r e ,  t h e r e f o r e ,  
i f  t h e  c h a n g e  i n  S B 5 0 3  o r  H B 8 1 5  i s  e f f e c t e d .

c c ; /  S e n a t o r  P o l a n d  

S e n a t o r  S a c k e t t  

S e n a t e  P r e s i d e n t  R a d e r  

S e n a t o r  R a y  
S e n a t o r  H o h m a n  
S e n a t o r  S u m n e r  

S e n a t o r  H u b e r  
S e n a t o r  R o d e y

P.S . :  T h e r e  i s o n e

t o  2 m i l l i o n
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Title 31 - Chapter 05 - The States Oil and Gas 

C onser v a t i o n  Act was a d o pted in 1955 b y  the Territorial 

Legislature. The Act is v i r t u a l l y  the Interstate Oil 

Compact Commission's M odel Act. No substa ntive changes 

have b e e n  ma de to the Act since adaption, 23 years ago.

The Model Act was drafted p rima r i l y  for the purpose of 

p roviding States with the auth ority to protect correlative 

rights of private mineral  land owners and prohibit waste.

HB 815 except for Sect ion 15 deals solely w i t h  amendments 

to the Oil and Gas Cons er v a t i o n  Statute 31-05. The intent 

of the bill is to improve Statute for applic a t i o n  to Alaska 

w h i c h  is primarily a public lands state rather than a 

private lands state typified by the uplands of oil producing 

south 48 states.

HB 815 i n c o r p o r a t e ^  in additio n to the sponsors

proposals amendments to Statute r e q u est ed by the Department

of Natural Resources and amendments to Statute requested

by the industry. Several sections of the bill address/o r
requirements f(ra*ithe Industry additional data deemed necessary 

to insure A laska protection  of correlati ve rights and 

p revention of waste. Other sections address housekeep ing 

amendments to facilitate b e tt er a d m i n i s t r a t i o n  of the Act.

AG0 885860 .. L



The m o s t  subs tantive change to exi sting statute is 

p r o v i d e d  by Section 16 of the bill. This is a policy question.

Current law 31.05.110(d) in a d d i t i o n  to permit ting 

v o l u n t a r y  u n i t i z a t i o n  of m a n y  oil and gas leases in to 

one cooper ative reservoir m a n a g e m e n t  unit, provides the 

State w i t h  the auth ority to m a n d a t e  u n i t i  ation p roviding 

that 62.57, or m o r e  of the lessees a p prove and 62.57, or 

m o r e  of the lessors approve.

S e ction 16 of the bill repeals the proviso for 62.57, 

or m o r e  approval; thus p r o v i d i n g  the State w i t h  the power 

to m a n d a t e  u n i t i z a t i o n  of Oil and Gas leases w h e n  deemed 

n e c e s s a r y  to protect c orrela tive righrc and prevent waste.

Y o u  m a y  ask w h y  this power is needed. Oil and Gas 

reservoirs almost always have a habit of occuring beneath 

leases h aving different owership interests. Unless the 

entire reservoir is m a n a g e d  as one unit "waste" as defined 

by Statute will gene rally occur and in fact waste  as 

defined by Statute will m o s t  oft en be n e c e s s a r y  to protect 

correlative rights. We have a show w i n d o w  example of such 

w a s t e  existing on State lands today. We need the statutory 

hammer to force unitization. A f t e r  all, because of our 

severance tax law we have a v e s t e d  interest in ma ximi z i n g  

the u l t i m a t e  recovery of oil and gas from all lands w ithin 

the State regardless of ownership.
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Of lesser s ignificance are Sections 10 and 15 of 

the bill. Section 10 permits u n d e r l i f t i n g / o v e r l i f t i n g  of 

unit p r o d u c t i o n  only w h e n  it wi ll not create w a s t e  ex cepting 

for t emporary periods w h e r e  the C omm ission finds ex traordinary 

c onditions have occurred.

Section 15 requires that all future oil and gas 

lease forms include the language set forth w i t h i n  the 

qu o t a t i o n  marks. We w o u l d  not be in the court today if 

such language had been adopted  in earlier years.



OF F E R E D  IN THE HOU-SEf S ena te R e s o u r c e s  BY: Chatterton

To: Senator P o l a n d  HOUSE B I L L  N o , CSHB 815 (Finance’)

Pag e  7, L i n e  20

(a) D e l e t e  - (the unit) i m m e d i a t e l y  p r e c e d i n g  the w o r d  Production.

(b) A d d  - or lease i m m e d i a t e l y  f o l l owing the w o r d  tract.

P a g e  7, L i n e  23

A d d  - or lease immed i a t e l y  f o l l ow ing the w o r d  unit.

P a g e  9, L i n e  3 &  4

(a) D e l e t e  - (the unit) i m m e d i a t e l y  p r e c e d i n g  the w o r d  Production.

(b) L i n e  4 - A d d  - or lease i m m e d i a t e l y  following the w o r d  tract.

P a g e  9, L i n e  6

A d d  - or lease immed i a t e l y  follo w i n g  the w o r d  unit.

S E N A T E  BILL No,

Pa g e : 7 and 9 LlNE: Pg. 7 - Lines 2 0 &  23 

Pg. 9 - Lines 3,4 &  6
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