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STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL
Bill/Resolution No: CS HB 298 (Res) Agency Affected: __ Revenue
Title: National Petroleum Reserve Program Category Affected:
Special Revenue Fund
Sponsor: House_Resources BRU, Program or Subprogram(s) Affected:
Requestor: House Judiciary Treasury

Date of Request: 3-21-84

EXPENDITURES/REVENUES: (Thousands of Dollars)

1 1FYy 84 1 Fr8 1Fy 8 1Fys87 111 8 1Fy 89
1 OPERATING 1 1 1 | 1
I 100 PERSONAL SERVICES | - 1 1 1 1 1
I 200 TRAVEL | - 1 1 | 1 1
I 300 CONTRACTUAL - 1 i 1 1 1
| 400 SUPPLIES i - 1 1 1 1 1
j 500 EQUIPMENT I - 1 1 1 1 1
I 600 LANDS & STRUCTURES | - 1 1 1 1 1
I 700 GRANTS, CLAIMS | ) 1 1 1 1 1
1 800 MISCELLANEOUS | - 1 1 1 1 1
| TOTAL OPERATING | 0 1 0 1 0 1 0 1 0 1 0
1 CAPITAL | — 1 1 1 1 1
i REVENUE | 1 1 i 1 1
FUNDING: (Thousands of Dollars)

1 GENERAL FUND | - 1 1 1 1 1
I FEDERAL FUNDS i - i 1 1 1 1
1 OTHER | - 1 1 1 1 1
I  TOTAL | - 1 1 1 1 1
POSITIONS:

|  FULL-TIME | - 1 1 1 1 1
I PART-TIME | - 1 1 1 1
1 TEMPORARY | - 1 1 1 1 1
SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: Attach a separate page_for analysis.

Prepared By: Milt Barker Phone: 463-2350
Division: Treasury / Date: 3-21-64
Approved by Commissioner: A tIMA Date: j?2laJ A v

Agency: 1/.»jc-A, /" /
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Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budge'
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DEPARTMENT OF LAW

POUCH K-STATE caPITOL

OFACE OF THE ATTOHHEY EENEFUL JUNEAU. ALASKA 993IT
April 26, 1982
Honorable Bettye Fahrenkamp
Eh rwoman $nate Resources Committee
sa S e. Senate
Tw eC egrs ature
5 eu Alaska 99811

S s Fundl)mnaOurPeFtr ey Reserve-Alaska

Dear Senator Fahrenkamp:

SB 835, which would e[s tablish a tJus fund account for
revenues the state recerves rn}r] he er| government fro
ederal oil and gas g n the Natronal Petroleum Reserve
Alaska, presents num er serious legal questions in Its
current form.

, The first question s raised under Article IX . Sec
tion 7 of the Alaska Constrtutron which grovrdes r g ine %t
gart' The rocees 0f anvl state’ tax or license shall not be
edicated qhanys E [pose, excegt as proviged rn Se
tion 15 of this ar e when re uire the fe er ove -
ment for state art n In era ams e art-
ment of Law an atrve se av |sagree Ve tfhes
rea h of é)ro r ron epart constru the
g 1hiti on roa | aLPeP[y t ub rc revenues g ,
axes Irce nsef ees,, reve S rom te sae poSitif of
natur urces grslatrve Counsel has r ter-
rete r rrowg as reachrng only tax and rcense rev ues.
; arﬁr d 2 aw Araalétaeri tueprerrnee Lourt § th/e
Fr Og— t (Ij ?\to Z?ult( r]e Lpe reve t{hezgreve9 5es' Whlsceﬁ
e br | add 9 sses eth ! Wt { "the wou'] receive
fro he. fder\ﬁ, government as te resuI qh federal o1l and'
gas Ieasrng iIn NPR-A"-- are subject to the pro rbrtron

... However, there IS an exception to the dedrcated nd
rohibition "when urrF t%y the F ral overnment for. tef
Bartrcrpatron in f eral programs. pgertrnent portro 0
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Another question raised by SB 835 stems from Arti-

cle 11, Section 19 of the Alaska Constitution, which provides
in pertinent part: "The Jlegislature shall pass no local or
special act 1if a general act can be made applicable.” The

problem here 1is that SB 835 specifically names the North Slope
Borough as a recipient of amounts from the Tfund established.
However, nothing in the Tfederal Act requires that the North
Slope be named, and 1i1t-is obvious that a general act can be
made applicable and satisfy the terms of the federal Act simply
by "giv[ing] priority to use by subdivisions of the State most
directly or severely impacted by development of oil and gas
leased under this Acte”™ * That 1is" the Ilanguage of the fTederal
Act, so using that language would satisfy that condition of the
federal Act. It i1s language of general applicability to all
subdivisions which might be impacted by NPR-A development, and
therefore would be a general (not local or special) act within

the meaning of the Alaska Constitution. (Wwe also would point
out that the North Slope Borough may not be the only political
subdivision impacted by oil and gas Qleasing in NPR-A. In the
reserve, Barrow 1is a TFirst class city and Wainwright and
Nuigsuit are second class cities. Moreover, development in
NPR-A may have an impact on other political subdivisions along
the pipeline corridor or, 1t 1is conceivable, any other route
chosen to transport the oil and gas produced -- i1.e., Nome,
etc. This potential 1i1mpact on ether political subdivisions

demonstrates the advisability of couching the bill in terms of

a general act, not a local or special act directed only to the
North Slope Borough.)

Another problem stems from Article 11, Section 13 of
the Alaska Constitution, which provides in pertinent part:
"Bills for appropriations shall be confined to appropri-

ations.”™ The problem in SB 835 1is the Section 2(c) directive
to pay money to the affected subdivisions (in the bill"s
current form, only the North Slope Borough)- Specifically,
Section 2(d) describes that directive as an appropriation. (b

it is an appropriation, it is an appropriation in a dgeneral act
and not in a bill confined to appropriations as required by the
Constitution. This conclusion 1is reinforced by the provision
in Section 2(d) that amounts remaining in the fund after the
payment to the subdivisions cannot be expended without appro-
priation by the legislature. To avoid this problem, the bill
could be amended simply to require appropriation by the legis-
_T5mr5— prtTrrlany expenditure of funds in the trust account,
giving the Jlegislature discretion to appropriate funds to
impacted subdivisions or for other purposes permitted under the
federal Act.
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This would indicate the legislative intent of sharing the
revenues with 1iImpacted political subdivisions without violating
the dedicated fund prohibition by imposing conditions beyond
those required by the federal. Act.. It also avoids the local
and special legislation problem, as well as the problem regard-
ing an appropriation in a bill not confined to appropriations.

4. Page 2, lines 5-10 should be amended to read:
"(d) Amounts received by the state under (@) of this section
[WHICH ARE NOT APPROPRIATED [IN ACCORDANCE WITH (c) OF THIS
SECTION] shall be used by the state, subject to appropriation
by law, for the following activities and services TIN CONJUNC-
TION WITH THE EXPLORATION OF THE NATIONAL PETROLEUM RESERVE IN
ALASKA AND A PROGRAM OF COMPETITIVE LEASING OF OIL AND GAS FROM
THAT RESERVE]:"™ This avoids any dedicated funds problem by
eliminating those conditions which exceed those required by the
federal Act.

5. Subsection (e) of Section 2, appearing on page 2,
lines 15-20, should be deleted iIn its entirety.

6. Subsection (f), beginning on page 2, line 21, and
ending on page 3, line 1, should be amended to read:

“(f) amounts paid to [THE NORTH SLOPE
BOROUGH] subd 1vi sions under ©) of  this
section shall &e used by the [NORTH SLOPE
BOROUGH] subdivisions only for the following
act.ivitiei and services 1In conjunction with
[THE EXPLORATION] development on the Nation-
al Petroleum Reserve 1in Alaska and a program
of competitive leasing of oil and gas from
that reserve:

(1) planning;

"(2) construction, maintenance, and opera-
tion of essential public Ffacilities by the
[NORTH SLOPE BOROUGH] subdivisions ; and

“(3) other necessary public services
provided by the [NORTH _SLOPE BOROUGH]
subdivisions .1

This change 1is necessary to avoid the local and special legis
lation problem.



In addition, it was suggested that a committee letter
of iIntent be drafted to the effect that, at the present time,
the North Slope Borough 1is the only political subdivision of
the state which will be most directly or severely impacted by
oil and gas leasing m NPR-A.

I believe these comments accurately reflect the
concensus of our work™ group. However, the other individuals
present may have some further suggestions fTor change..

Finally, 1 must® indicate that these comments are not
intended to represent the Administration®s policy position on
this bill. Rather, they are provided in- the nature of a

drafting service to overcome the constitutional and other legal
problems which we believe are presented by the bill in its
current form. IT we can be of further assistance in this
regard, please contact us at your earliest convenience.

Sincerely,

WILSON L. CONDON
ATTORNEY GENERAL

By:
G. Thomas Koester
Assistant Attorney General

GTK:dlIm

cc: Honorable Don Bennett
Honorable M.E. Dankworth
Co-Chairmen, Senate Finance Committee

Tom Smythe
Robert DuPere-
Keith Specking



LETTER OF INTENT
TO ACCOMPANY
CSHB 298 (Resources)

It is the intent of the Legislature that the Department of Revenue
rslv on the following analysis of Committee Substitute for House Bill
298 (Resources) and P.L. 96-514, Title 1, Sec. 100 when administering
this Act. In particular, it is the intent of the Legislature that the
Department determine if a subdivision is "most direccly or severely
impacted” by oil and gas development in the National Petroleum Reserve -
Alaska for purposes of Sec. 2(c) of this Act in a manner consistent with
the analysis of such impacted communities provided in this letter of
intent.

CSHB 298 (Res) implements the revenue-sharing provisions of P.L.
96-514, Title 1, Sec. 100 (1380) dea rg with the Interior Department's
oil and gas leasing program in the N.'ional Petroleum Reserve - Alaska.
This leasing and revenue sharing program was part of the Interior
Department Appropriations Act of 1981.

CSHB 298 (Res) establishes a state program which carries out the
legislative intent of the federal act, which states as follows:

"That 50 per centum thereof (rentals, bonuses, royalties, etc.)
shall be paid by the Secretary of the Treasury ... to the State of
Alaska for (a) planning; (b) construction, maintenance, and
operation of public facilities; and (c) other necessary provisions
of public service.

PROVIDED FURTHER, that in the allocation of such funds, the State
shall give priority to use by subdivisions of the state most
directly or severely impacted by development of oil and gas leased
under this section."” 42 U.S.C. Sec. 6508

The purpose of this provision is to provide a source of funds for
dealing with impacts related to the NPR-A oil and gas leasing program.
The provision states that the funds are to be used for "planning," for
"construction,” and "operation of public facilities"™ and for "other
necessary" public services. The purpose was also to allocate these
funds to communities where the impacts are "most directly or severely”
felt. The provision requires the state to give "priority" to
subdivisions "most directly or severely impacted"” by the NPR-A leasing

program in "the allocation of such funds.” This will rule out the
possibility of a statewide revenue-sharing program or even one designed
to ameliorate oil and gas development impacts in general. The purpose

is restricted by federal law to communities suffering the effects of the
NPR-A leasing program.

The federal provision does not expressly define further than this
which communities uould qualify for impact funds. Certainly the North
Slope Borough would qualify since the program affects the Borough in the
most "direct"” way possible, being entirely inside of it. This is



consistent with the statutory predecessor to the federal revenue-sharing
provision. P.L. 94-258 (1976), which transferred jurisdiction over the
NPR-A from the Navy to the Interior Department, authorized the Secretary
to assist impacted communities "located on or near the reserve as a
direct result of the exploration and study activities, Sec. 107.

The language in the 1980 Act allows the State more leeway in
allocating funds to local communities than the 1976 Act; nonetheless,
the inte.cion is to abide by the limitation that funds be allocaCed to
communities "most severely or directly impacted.” This bill should be
implemented with the degree of flexibility necessary to cover such
eventualities, but restrained by the purpose of the federal provision.

This approach would also be consistent with similar interpretations
of the courts of federal law and federal programs. The U.S. Supreme
court recently interpreted the Coastal Zone Management Act's "directly
affecting" language in the SECRETARY OF THE INTERIOR v. CALIFORNIA. The
court found that for an affect to be direct there had to be a
significant, physical alteration of an area; in this case, California's
coastal zone. When Congress adopted the Coastal Energy Impact Program
(16 U.-S.C. 1456 (a)) it limited loans and grants to coastal states and
local governments actually in the coastal zone. Also, Senator Stevens'
OCS revenue-sharing bill, S.800, would qualify only coastal local
governments to receive OCS revenue-sharing funds. Thus, in other,
similar situations, both Congress and the courts narrowly relate direct
affects on a geographic basis, providing a sound, factual underpinning
to federal revenue sharing for adverse affects of specific federal
programs.

Representative John Rir.gstad,
Co-chairman, House Resources Committee



Alaska s Negislature e nson

S£3
i ate Lapito
House of Representatives Junead AIasEa99811
(907) 965-3706
Al Adams OUT OF SESSION
Chairman P.O. Box 333
Committee on Finance KO'[Z(ES)([)J%, ﬂgsé?zg 97o2
1024 W. 6th
Anchorage, Alaska 99501
April 6, 1983 (907) 274-0615
MEMORANDUM
TO: Representative John Ringstad, Co-Chairman

Representative Dick Shultz, Co-Chairman
House Resources Committee

FROM: Representative Al Adams

SUBJECT: House Bill 298 - Establishing a National Petroleum
Reserve, Alaska, Special Revenue Fund

HB 298 1is pending in House Resources. I would appreciate
the committee®s consideration of the legislation at the
earliest possible date.

In 1980, Congress approved Public Law 96-514 which contained
language requiring that 50% of the royalties received from
oil and gas leases in the National Petroleum Reserve -
Alaska shall be paid to the State of Alaska. Part of tnat
stipulation also provided that the priority of these
funds would be by the subdivisions of the state that werr
most directly impacted by the development of oil and gas

leases iIn the NPR-A. I have introduced HB 298 to establish
the sr*”~ial revenue fund into which these monies will be
deposited. It is in this manner that 1 believe we can best

assure the state®s -ompliance with the intent of the federal
Act. You may recall that last session, a comparable piece

of legislation passed both houses of the Legislature but

was vetoed by the Governor. I have attached a copy of the
Attorney General®"s letter in which he advised the Legislature
of necessary changes iIn order to comply with constitutional

and statutory requirements. I believe you will find that

HB 298 satisfies the concerns raised by the past Administration.

For the committee®"s further review, 1 have attached copies
of letters and testimony concerning the federal legislation,
as well as comments offered by the Mayor of the North Slope
Borough. Should you like any additional information, please
lec me know.



HOUSE BILL 298

Establishing a National Petroleum Reserve, Alaska
Special Revenue Fund

Section 1. FINDINGS.

(O The U.S Congress provided by law (P.L. 96-514)
that Alaska shall receive 50% of the royalties derived
from competiti a oil and gas leases iIn the NPRA:

(@ Nearly all of NPRA NPR-A lies within the boudaries
of the North Slope Borough; and

(3 Because of the nature of tne congressional
appropriation, this bill establishes a rund to comply
witi; the federal Act"s provisions.

Section 2. NATIONAL PETROLEUM RESERVE, ALASKA, SPECIAL
REVENUE FUND.

(@ Establishes the NPRA Special Revenue Fund
consisting of money received from the federal government
under P.L. 96-514.

(b The fund shall be managed by the Commissioner
of Revenue.

(©) The commissioner is directed co pay the funds,
c.s appropriated by the legislature, to the subdivisions
most severely iImpacted by oil and gas leases. It is the
intent of the legislature that 50% of tne revenues received
from the federal government under this las shall be
appropriated for this purpose. The percent of funds for
this purpose shall be reviewed by the legislature every
five years.

(d Tne remaining 50% shall be used by the state,
as appropriated by the legislature, for planning,
construction, maintenance and operation of essential
public facilities, and other necessary public services.

(e The subdivisions receiving funds may only use
them for purposes that are iIn conjunction with development
of NPRA and with competitive oil and gas leasing program.
These shall also include planning, construelion, maintenance
and operation of essential public facilities and other
necessary public services.

Section 3. Immediate effective date.
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CROWILLC I December 20, 1979
MEMORANDUM
*0: Mayor Eben Hopson
North Slope Borough
Edward Hopson
President
Arctic Slope Regional Corporation
FROM: I. William Fric
RE; Summary of NPR-A Meeting

This memorandum will summarize the meeting held with,
representatives of the Arctic Slope Regional Corporation, North
Slope Borough and others in Anchorage on December 7, 1979. The
persons who attended the meeting are on the attached list.

A Arctic Gas Pipeline

The Tfirst i1tem of discussion was a presentation by Jack
Bachman (907-276-2900), the Alaska representative of Northwest
Pipeline, who provided an update on the Salt Lake City meeting
between Mayor Hopson and other Borough representatives, and John
McMillian and Northwest Pipeline staff. Bachman indicated that
Northwest Pipeline was pleased with the interest of the North
Slope Borough to participate -in some manner in the project and
was interested in providing an opportunity for the local as well
as state 1i1nvolvement if possible. He did note that state actions
thus far had been disappointing. He 1indicated that Northwest
Pipeline hoped to begin civil®construction in 1981, begin laying
pine in 1982, and finish the line in the warm weather of 1985.



He pointed out that the Northwest Pipeline Company has no
direct responsibility for the conditioning plant, although it
is extremely interested iIn its construction as an essential part
of the overall system. While the state has indicated it wants
to do "something™ on the conditioning plant, it has not yet
formulated a position. Bachman did note that moving the condi-
tioning plant to Fairbanks would prevent the pipeline from being
built. Northwest Pipeline is looking at producers as '‘overrun
insurance,” who will be turned to if necessary for completion
of the line; the Department of Justice has problems with pro-
ducers owning the line. Larry Dinneen pointed out that ARCO has
expressed interest in knowing what the North Slope Borough and
ASRC plan to do regarding the conditioning plant.

Mayor Mopson expressed concern about the failure of the
North Slope Borough to have been consulted on issues surrounding
the conditioning plant and tne pipeline that affect the North
Slope Borough. He also emphasized that while NSB had proposed
having some 1involvement, 1t was subject to further decisions and
negotiations involving the NSB and ASRC.

Follow-up actions from the discussion with Bachman are:

1. This firm is to contact Howard Butner, Vice President
for Finance of Northwest Alaska Pipeline iIn Washington.
Butner apparently has a variety of studies and other
documents regarding various fTinancial schemes for
financing the pipeline that may be of use to the NSB
in reviewing 1its potential participation.

2. This Tirm is to develop a brief analysis summarizing
what has transpired with the gas pipeline to date
and to prepare recommendations to the Borough on what
future actions to take on this issue.

B. NPRA Legislation

The next item discussed was the position of ASRC and NSB
on the NPRA legislation now being drafted by the Department of
the Interior. Under this legislation NPR-A would be designated
a "National Conservation Area.' Mayor Hopson emphasized that the
North Slope Borough supported any effort, including private
leasing, that would open up NPR-A for exploration and development
as the North Slope Borough®s contribution to the national goal
of improving energy supplies. Mayor Hopson emphasized that the
Borough has always supported onshore development.

There was general agreement with the basic statutory posi-
tions that DOl had indicated would be included in the legislation.



Conrad 3agne suggested that the bill include provisions allowing
local access to non-commercial and commercial discoveries fTound
near communities on the North Slope. Herb Bartel pointed out
that the BLM had already developed several years of planning
analysis and data on NPR-A and that this experience should not
be lost in the transition to the NOA management scheme. In
particular, with respect to the four areas that were to be given
special attention, the governmental offices charged with resoon-
sibilitv for those special areas, assuming it is not BLM, should
be required to utilize BLM analysis.

Jon Buchholdt noted that the four areas cited for special
consideration are possibly the most promising for private
leasing; the boundaries, terms, and access of those areas should
be examined carefully to insure development is not precluded.
Herb Bartel also observed that the protection for fTishing sites
should not be limited to designated sites but rather to 'systems"
that would allow movement within fishing areas as the fish popu-
lations, and other iInfluences on Ffishing, change.

With respect to the leasing systems, it was pointed out that,
a ""nominating”™ system should be used in order to give the Borough,
as well as the federal government, advance notice of what areas
should be studied to determine the n<*ed for environmental or
other protection. There was general agreement that any leasing
system should, to the maximum extent possible, utilize bids that
would internalize non-economic factors such as environmental
protection and local hire. In addition, local considerations
and provisions encouraging participation by small companies
should be included into a system. Senator Gravel apparently is
looking into developing such a program independently of the
Department of the Interior. It was also pointed out that the
Teshekpuk Lake had already been identified as an areia that should
be protected for the Native community. This should be kept in
mind as the provisions regulating the Teshekpuk Lake* area are
formulated.

Senator_S.tevens joined the meeting at this point and made
the following-comments:

1. He considers the letter of Acting Secretary Joseph,
regarding the legislative program of NPR-A, to be
balanced but is concerned about those areas that DOI
proposes to ''set aside.” He also feels that any
provisions relating to the Mineral Leasing Act may
present problems.

* n

2. He 1is concerned about the revenue sharing provisions jJ
and feels i1t may be hard to hold the 50% now proposed /



to be allocated to the state because of the large
royalty already received by the state from Pruahoe Bay.
Provisions guaranteeing local share from the revenues
to the state would help maintain this provision.

3. He supports the NCA being administered by the BLM but
is concerned about BLM continuing to apply the approaches
they have traditionally followed under the Mineral Leasing
Act. Stevens indicated he was meeting with Guy Martin
on the legislation on December 10.

4. He 1s quite committed to keeping this bill separate from
D-2 and indicated that this was the vitw of Secretary
Andrus. Senator Stevens cautioned about trying to put
D-2 related Native amendments on the bill when 1t comes
from the House.

5. Senator Stevens vigorously emphasized the need to slow
the Beaufort Sea sale. He 1s very concerned about drill-
ing In the Beaufort Sea and feels that the international
situation will result in a compressing of the time for
leasing of NPR-A.

6. He 1is very interested 1iIn getting small companies
involved in the development of NPR-A.

7. He supports the efforts to find a new agency or
agencies to fund and administer NARL. He mentioned
also the possibility of turning over ttye gas Tfield
at Barrow to the North Slope Borough and providing
authority for requiring federal facilities to pay
for gas from the field.

In the afternoon we were jJoined by representatives of the
Department oE the Interior: Gerry Gilliland, Curt McVie, Irene
Rowan, Jim Wicks, and Ed Eisenson.

Gerry Gilliland outlined the Department®s views on the

legislation. He emphasized that the legislation is to encourage
oil and gas development while protecting the unique surface
values and lifestyle of the native residents. BLM is to admini-

ster the area iIn a multiple use manner and the local residents
are to assist BLM in land use planning and in i1ts lease program.
He noted also that the bill included language that would lead
to transfer of the Barrow gas’field to the North Slope Borough.

With respect to leasing, the Department hopes to have a
minimum time schedule that would result in the first lease within
twenty months of the legislation. The legislation would provide
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broad leasing authority to the BLM to establish tents and condi-
tions. Ke emphasized that the authority would allow stipulations
to protect the environment and require access yet he noted that
the proposal did not have any corridors specifically set aside.
He said that the bill would provide the Secretary with discre-
tionary authority to lease minerals but only local leasing of
coal would be specifically allowed. The report from Gilliland
basically coincided with the information provided iIn Under-
secretary Joseph®s letter.

Gilliland indicated that the legislation was being reviewed
within the Administration but that there had been no major
changes proposed. The only objections from other agencies
involved issues unrelated to the direct administration of NPR-A,
e.g., the Department of Justice was concerned about anti-trust
language, some agency was concerned about the size of the
tracts being too large and thereby inhibiting participation
by local companies, and there was concern over the name of
the NCA. Gilliland does not know the exact timetable for
submission of the bill to Congress but expects it to happen
before January. He Tfelt it was too late for any additional
input at this time from the local community although the
Department remains interested in the local reaction.

With respect to the four special areas he emphasized that
the bill would only have Congress stating that BLM is to give
those areas special consideration; it would be left up to the
BLM, after consultation with an Advisory Committee, to determine
exactly what those special considerations should be. BLM.proposes
to use the Federal Land Policy Management Act (FLPMA) planning
process to establish appropriate restrictions. He also pointed
out that Section 603 of FLPMA would not apply nor would the 1876
Mineral Act. This would preclude hard rock mining and provide
no protection of existing claims. It was pointed out by Charlie
Eawardson that there might be some outstanding claims that existed
before the formulation of NPR-A.

Gilliland agreed that the leasing approach authority in the
bill would allow internalization of costs but such leasing would
not be mandated by the legislation.

Mayor Hopson emphasized the importance of sharing information
from prior exploration of NPR-A inasmuch as the data 1is a key
factor affecting exploration on the Slope. Mayor Hopson expressed
his desire that the legislation should turn over leasing totally
to private companies so that the Federal government would not
be involved in the actual exploration.
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Gilliland agreed that the applicability of the North Slope
Borough ordinances to activities taking place in NPR-A. would be
part of the planning process. This means that the ELM could
decide to apply them but that they were not automaticaliy
incorporated into the plan. He also noted thac there was no
local hire provision in the bill, which produced substantial
discussion about the need for such provision. Gilliland and
Curt McVie agreed that this was a point that deserved additional
examination and indicated a willingness to have the Department
consider taking a position on such a provision In the letter of
transmittal of the bill to Congress or iIn the testimony of the
Administration on the bill, inasmuch as i1t was too late to make
any change to the legislation at this point.

Follow-up activities.

1. We should draft for the Department of the Interior an
analysis of the need for an affirmative action program
mentioning the adverse economic as well as societal
impacts of not utilizing local residents. We should
also draft appropriate language for such provision.

2. We should write to the Department requesting that
they include reference to such a provision in their
testimony or in the letter of transmittal to Congress.

3. We should attempt to have included in the legislation
a specific guarantee of a portion of the state”s
revenue being allocated to the North Slope Borough.

4. We should examine other National conservation areas,
and BLM regulations regulating activities in those
areas, to identify deficiencies in the management
program that should be addressed in the legislation or
in Report langaage.

ccr Conrad Bagne Oliver Leavitt
Tom Smythe Larry Dinneen
Jon Buchholdt Jim Wickwire
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MEMORANDUM
T0: /Representative John Ringstad, Co-Chairman

Representative Dick Shultz, Co-Chairman
House Resources Committee

FROM: Representative Al Adams

SUBJECT: House Bill 298 - Establishing a National Petroleum
Reserve, Alaska, Special Revenue Fund

HB 298 1is pending iIn House Resources. I would appreciate
the committee™s consideration of the legislation at the
earliest possible date.

In 1980, Congress approved Public Law 96-514 which contained
language requiring that 50% of the royalties received from
oil and gas leases iIn the National Petroleum Reserve -
Alaska shall be paid to the State of Alaska. Part of that
stipulation also provided that the priority use of these
funds would be by the subdivisions of the state that were
most directly impacted by the development of oil and gas

leases in the NPR-A. I have iIntroduced HB 298 to establish
the special revenue fund into which these monies will be
deposited. It is in this manner that 1 believe we can best

assure the state®"s compliance with the intent of the federal
Act. You may recall that last session, a comparable piece

of legislation passed both houses of the Legislature but

was vetoed by the Governor. I have attached a copy of thr
Attorney General®s letter in which he advised the Legislature
of necessary changes in order to comply with constitutional

and statutory requirements. I believe you will find that

HB 298 satisfies the concerns raised by the past Administration.

For the committee"s further review, 1 have attached copies
of letters and testimony concerning the federal legislation,
as well as comments offered by the Mayor of the North Slope
Borough. Should you like any additional information, please
let me know.



HOUSE BILL 298

Establishing a National Petroleum Reserve, Alaska
Special Revenue Fund

Section 1. FINDINGS.

(@) The U.S Congress provided by law (P.L. 96-514)
that Alaska shall receive 50% of the royalties derived
from competitive oil and gas leases iIn the NPRA:

@ Nearly all of NPRA NPR-A lies within the boudaries
of the North Slope Borough; and

®\ Because of the nature of the congressional
appropriation, this bill establishes a fund to comply
with the federal Act®"s provisions.

Section 2, NATIONAL PETROLEUM RESERVE, ALASKA, SPECIAL
REVENUE FUND.

(@ Establishes the NPRA Special Revenue Fund
consisting of money received from the federal government
under P.L. 96-514.

(® The fund shall be managed by the Commissioner
of Revenue.

(©0 The commissioner is directed to pay the funds,
as appropriated by the legislature, to the subdivisions
most severely impacted by oil and gas leases. It 1s the
intent of the legislature that 50% of the revenues received
from the federal government under this las shall be
appropriated for this purpose. The percent of funds for
this purpose shall be reviewed by the legislature eve’j
five years.

(d The remaining 50% shall be used by the state,
as appropriated by the legislature, for planning,
construction, maintenance and operation of essential
public TfTacilities, and other necessary public services.

t

(e) The subdivisions receiving funds may only use
them for purposes that are in conjunction with development
of NPRA and with competitive oil and gas leasing program.
These shall also include planning, construction, maintenance
and operation of essential public facilities and other
necessary public services.

Section 3. Immediate effective date.
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MEMORANDUM

:0: Mayor Eben Hopson
North Slope Borough

Edward Hopson

President

Arctic Slope Regional Corporation

FROM: G. William Frick

RE: Summary of NPR-A Meeting

This memorandum will
representatives of the Arctic Slope Regional
Slope Borough and others

A. Arctic Gas Pipeline

summarize the meeting held with,
Corporation,
in Anchorage on December 7,
persons who attended the meeting are on the attached

ALAN L. MINTZ
CARY D. BACHMAN
ELLEN L. PARTRIDGE
R. KEITH GUTHRIE
PETER D. DICKSON

North
The

The Tfirst item of discussion was a presentation by Jack

Bachman (907-276-2900),

the Alaska representative of Northwest

Pipeline, who provided an update on the Salt Lake City meeting

between Mayor Hopson and other Borough representatives, and John
McMillian and Northwest Pipeline staff. Bachman indicated that
Northwest Pipeline was pleased with the interest of the North
Slope Borough to participate -in some manner iIn the project and
was interested in providing an opportunity for the local as well
as state involvement i1f possible. He did note that state actions
thus far had been disappointing. He indicated that Northwest
Pipeline hoped to begin civil‘construction in 1981, begin laying
;\lpe in 1982, and Ffinish the line iIn the warm weather of 1985.



He pointed out that the Northwest Pipeline Company has no
direct responsibility for the conditioning plant, although it
is extremely 1interested in i1ts construction as an essential part
of the overall system. While the state has indicated it wants
to do "something”™ on the conditioning plant, it has not yet
formulated a position. Bachman did note that moving the condi-
tioning plant to Fairbanks would prevent the pipeline from being
built. Northwest pipeline is looking at producers as ™"overrun
insurance,”™ who will be turned to if necessary for completion
of the line; the Department of Justice has problems with pro-
ducers owning the line. Larry Dinneen pointed out that ARCO has
expressed interest in knowing what the North Slope Borough and
ASRC plan to do regarding the conditioning plant.

Mayor Hopson expressed concern about the fTailure of the
North Slope Borough to have been consulted on issues surrounding
the conditioning plant and the pipeline that affect the North
Slope Borough. He also emphasized that while NSB had proposed
having some involvement, it was subject to further decisions and
negotiations involving the NS3 and ASRC.

Follow-up actions from the discussion with Bachman are:

1. This Tirm is to contact Howard Butner, Vice President
for Finance of Northwest Alaska pipeline in Washington.
Butner apparently has a variety of studies and other
documents regarding various financial schemes for
financing the pipeline that may be of use to the NSB
in reviewing its potential participation.

2. This Ffirm is to develop a brief analysis summarizing
what has transpired with the gas pipeline to date
and to prepare recommendations to the Borough on what
future actions to take on this 1issue.

B. NPRA Legislation

The next item discussed was the position of ASRC and NSB
on the NPRA legislation now being drafted by the Department of
the Interior. Under this legislation NPR-A would be designated
a "National Conservation Area." Mayor Hopson emphasized that the
North Slope Borough supported any effort, including private
leasing, that would open up NPR-A for exploration and developmert
as the North Slope Borough®s contribution to the national goal
of improving energy supplies. Mayor Hopson emphasized that the
Borough has always supported onshore development.

There was general agreement with the basic statutory posi-
tions that DOl had indicated would be included in the legislation.
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Conrad Bagne suggested that the bill include provisions allowing
local access to non-commercial and commercial discoveries fTound
near communities on the North Sir"-pe. Herb Bartel pointed out
that the BLM had already developed several years of planning
analysis and data on NPR-A and that this experience should not
be lost in the transition to the NCA management scheme., in
particular, with respect to the four areas that were to be given
special attention, the governmental offices charged with® respon-
sibility for those special areas,” assuming it is not BLM, should
be required to utilize BLM analysis.

Jon Buchholdt noted that the four areas cited for special
consideration are possibly the most promising for private
leasing; the boundaries, terms, and access of those areas should
be examined carefully to insure development is not precluded.
Herb Bartel also observed that the protection for fishing sites
should not be limited to designated sites but rather to "systems"
that would allow movement within Ffishing areas as the fish popu-
lations, and other influences on TfTishing, change.

With respect to the leasing systems, it was pointed out that
a ""nominating” system should be used iIn order to give the Borough,
as well as the federal government, advance notice of what areas
should be studied to determine the n”ed for environmental or
other protection. There was general agreement that any leasing
system should, to the maximum extent possible, utilize bids that
would i1nternalize non-economic factors such as environmental
protection and local hire. In addition, local considerations
and provisions encouraging participation by small companies
should be included into a system. Senator Gravel apparently is
looking into developing such a prcgram independently of the
Department of the Interior. It was also pointed out that the
Teshekpuk Lake had already been identified as an area that should
be protected for the Native community. This should be kept in
mind as the provisions regulating the Teshekpuk Lake area are
formulated.

Senator_S.tevens joined the meeting at this point and made
the following-comments:

1. He considers the letter of Acting Secretary Joseph,
regarding the legislative program of NPR-A, to be
balanced but is concerned about those areas that DOI
proposes to "set aside.” He also feels that any
provisions relating to the Mineral Leasing Act may
present problems.

2. He 1s concerned about the revenue sharing provisions j
and feels it may be hard to hold the 50% now proposed /
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| to be allocated to the state because of the large
royalty already received by the state from Prudhoe Bay.
J Provisions guaranteeing local share from the revenues
; to the state would help maintain this provision.

3. He supports the NCA being administered by the BLM but
is concerned about BLM continuing to apply the approaches
they have traditionally followed under the Mineral Leasing
Act. Stevens indicated he was meeting with Guy Martin
on the legislation on December 10.

4. He 1s quite committed to keeping this bill separate from
D-2 and indicated that this was the view of Secretary
Andrus. Senator Stevens cautioned about trying to put
D-2 related Native amendments on the bill when it comes
from the House.

5. Senator Sevens vigorously emphasized the need to slow
the Beaufort Sea sale. He 1is very concerned about drill-
ing in the Beaufort Sea and feels that the international
situation will result 1iIn a compressing of the time for

m leasing of NPR-A.

6. He 1s very interested 1in getting small companies
involved in the development of NPR-A.

7. He supports the efforts to find a newagency or
agencies to fund and administer NARL. He mentioned
also the possibility of turning over the gas fTield
at Barrow to the North Slope Borough and providing
authority for requiring Tfederal facilities to pay
for gas from the field.

In the afternoon we were joined by representatives of the
Department of the Interior: Gerry Gilliland, Curt McVie, Irene
Rowan, Jim Wicks, and Ed Eisenson.

Gerry Gilliland outlined the Department®s views on the

legislation. He emphasized that the legislation iIs to encourage
oil and gas development while protecting the unique surface
values and lifestyle of the native residents. BLM i#s to admini-

ster the area in a multiple use manner and the local residents
are to assist BLM in land use planning and in its lease program.
He noted also that the bill included language that would lead

to transfer of the Barrow gas®field to the North Slope Borough.

With respect to leasing, the Department hopes to have a
minimum time schedule that would result in the first lease within
twenty months of the legislation. The legislation would provide
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broad leasing authority to the BLM to establish terms and condi-
tions. He emphasized that the authority would allow stipulations
to protect the environment and require access yet he noted that
the proposal did not have any corridors specifically set aside.
He said that the bill would provide the Secretary with discre-
tionary authority to lease minerals but only local leasing of
coal would be specifically allowed. The report from Gilliland
basically coincided with the information provided in Under- =
secretary Joseph®s letter.

Gilliland indicated that the legislation was being reviewed
within the Administration but that there had been no major
changes proposed. The only objections from other agencies
involved 1issues unrelated to the direct administration of NPR-A,
e.g., the Department of Justice was concerned about anti-trust
language, some agency was concerned about the size of the
tracts being too large and thereby inhibiting participation
by local companies, and there was concern over the name of
the NCA. Gilliland does not know the exact timetable for
submission of the bill to Congress but expects it to happen
before January. He felt it was too late for any additional
input at this time from the local community although the
Department remains interested in the local reaction.

With respect to the four special areas he emphasized that
the bill would only have Congress stating that BLM i1s to give
those areas special consideration; it would be left up to the
BLM, after consultation with an Advisory Committee, to determine

exactly what those special considerations should be. BLM.proposes
to use the Federal Land Policy Management Act (FLPMA) planning
process to establish appropriate restrictions. He also pointed

out that Section 603 of FLPMA would not apply nor would the 1876
Mineral Act. This would preclude hard rock mining and provide

no protection of existing claims. It was pointed out by Charlie
Edwardson that there might be some outstanding claims that existed
before the formulation of NPR-A.

Gilliland agreed that the leasing approach authority in the
bill would allow internalization of costs but such leasing would
not be mandated by the legislation.

Mayor Hopson emphasized the importance of sharing information
from prior exploration of NPR-A i1nasmuch as the data is a key
factor affecting exploration on the Slope. Mayor Hopson expressed
his desire that the legislation should turn over leasing totally
to private companies so that the Federal government would not
be involved in the actual exploration.
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Gilliland agreed that the applicability of the North Slope
Borough ordinances to activities taking place in NPR-A would be
part of the planning process. This means that the ELM could
decide to apply them but that they were not automatically
incorporated into the plan. He also noted that there was no
local hire provision in the bill, which produced substantial
discussion about the need for such provision. Gilliland and
Curt McVie agreed that this was a point that deserved additional
examination and indicated a willingness to have the Department
consider taking a position on such a provision in the 2tter of
transmittal of the bill to Congress or in the testimony of the
Administration on the bill, inasmuch as i1t was too late to make
any change to the legislation at this point.

Follow-up activities.

1. We should draft for the Department of the Interior an
analysis of the need for an affirmative action program
mentioning the.adverse economic as well as societal
impacts of not utilizing local residents. We should
also draft appropriate language for such provision.

2. We should write to the Department requesting that
they include reference to such a provision in their
testimony or in the letter of transmittal to Congress.

3. We should attempt to have included in the legislation
a specific guarantee of a portion of the state’s
revenue being allocated to the North Slope Borough.

4. We should examine other National conservation areas,
and BLM regulations regulating activities in those
areas, to identify deficiencies iIn the management
program that should be addressed in the legislation or
in Report langaage.

cc:- Conrad Bagne Oliver Leavitt
Tom Smythe Larry Dinneen
Jon Buchholdt Jim Wickwire
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Despite the fact that commercial petroleum prospects
for NPRA have been substantially dovmgraded by the United
States Geological Service and Department of Natural
Resources as a result of past Federally sponsored drilling
programs the potential 1impacts, 1in fact, may be greater.
Past drilling indicates the possibility of a reasonably
large number of smaller fields rather than the giants or
super giants forecast 1in the past. IfT diis 1is the case,
production would probably await the development of groups of
smaller fields which would collectively represent a
commercial undertaking.. Collectors would Ilink these small
fields to a pipeline running to TAPS. The tracts receiving
bids during the January 27, 1982 NPRA lease sale and their
pattern substantiate this belief. This type of development
scenario necessarily would disturb a larger area as well as
being more difficult to service.

In contrast to Prudhoe Bay, the impacts of NPRA
development will be at the doorstep of four of the eight
permanent Borough communities (Barrow, Nuigsut, Atkasook,
and Uainwright). The 1indirect or secondary 1impacts of the
Prudhoe Bay development, discounting primary impacts,
created drastic cultural, social and economic disruptions
for the permanent Inupiat population. Impacts rorced change
upon the resident population, not at their own making, and
required them to organize a Jlocal governmental unit to

represent their interests. With the development of NPRA the



pressures will be more direct and perhaps more devastating
unless mitigation measures can be taken.

Senate Bill 835 will provide a portion of the funding
required to address forthcoming impacts. With Prudhoe Bay
and the Kuparuk experience, future Borough approaches to
industrial impacts will involve direct yet —cooperative
State/industry/Borough planning and provision of Dbasic
consolidated services within the fields as well as within
the communities. The result of Borough involvement
promoting consolidation of facilities and services will
result in more efficient, less disruptive development and
therefore less detrimental 1impact.

The Federal law, Department of |Interior and Related
Agencies Appropriations Act of 1980, contains the following
language:

Provided, that . . . (9) all recipients
from sales, rentals, bonuses, and
royalties on Jleases 1issued pursuant to
this Act shall be paid into the Treasury
of tne Unit d States: Provided, that 50
per centum  shall be paid by the
Secretary of the Treasury semiannually,
as soon as practicable after March 30
and September 30 each year, to the State
of Alaska for (a; planning, (b)
construction, maintenance and operation
of essential public facilities, and (c)
other necessary provision of public
service: Provided further, that in the
allocation of such funds the State shall
give priority to use by subdivisions of
the State most directly or severely
impacted by development of oil and gas
leased under this Act.

was 1iIn part a result the cooperative effort"of the State and



the North Slope Borough in working with the Administration
and the Congress.

Since NPRA is Federal reserve lands, there was no
requirement for Federal revenue sharing. In fact, there was
local opposition _ from influential Administrative and
Congressional officials to sharing with the State. The
Administration considered draft language to include only the
Borough since NPRA lies almost totally within the Borough.
However, Governor Hammond®"s opposition to direct revenue
sharing rather than a pass through and the Borough®s belief
that the Borough alone would be Ulimited to the 25 percent
precident for local revenue sharing established in worldli.fe
range and refuge law, prompted the Borough to jointly seek
revenue sharing with the State. The joint State/Borough
effort resulted in the State receiving 50 percent of the net
Federal receipts with a proviso that the State would pass
through funds to directly or severely 1impacted local
governmental units.

Although the Administration 1introduced legislation 1in
both the House and the Senate, Senator Stevens, in a
sophisticated legislative maneuver, extracted the
appropriate NPRA lease sale language from the Administration
bill and included it as a part of Interior Appropriations.
NPRA leasing was permitted and the revenue sharing
preserved. However, the remainder of the Administration
bill which dealt in large part with environmental

constraints and enforcement provisions is dormant and



proEably will not be resurrected. This places a great
burden upon the State and-the Borough to ensure ;fficient,
environmentally sound development.

In summary, the North Slope Borough urges the prompt
enactment of Senate Bill 835 to provide the Borough with the
means of ameliorating impacts occasioned by the development
of petroleum leases in NPRA. In providing this pass through
of funds,qghe Borough will use these funds for the planning,
construction, maintenance and operations of public

facilities and other necessary provisions of services

resulting from NPRA lease sales.



REPORT LANGUAGE FOR HR 7724
Provisions Affecting Exploration of

National Petroleum Reserve in Alaska

The bill provides $194,251,000 to initiate and carry out the
leasing of the National Petroleum Reserve in Alaska, a Federal
land holding of 23 million acres which is entirely located on the
North Slope of Alaska. In addition to providing funds, the House
bill provides substantive requirements directing the Secretary
how such leasing is to be carried out. The Committee has agreed
to the House provisions, with certain changes. The Committee
believes that private leasing of the NPRA is extremely iImportant
and that it should proceed as expeditiously as possible. It is
important, however, that the Congress also provide guidance to
the Secretary on how that leasing should take place.

The social, economic, and ervironmertal conditions in the
Arctic are extremely fragile. The sudden influx of workers and
money into an area can be extremely disruptive to the local
community and put a strain on governmental services. There 1is
also great potential for harm to the environment from the equip-
ment and other activities associated with the exploration and
development. Therefore, it iIs extremely important that the
Secretary develop and implement a leasing program that gives
proper consideration to the effects on the local community and

political jurisdiction whose lands involved will be most directly



affected by the economic and social impacts. Because of these
concerns, the Committee has made several changes 1iIn the House
bill.

First, the House bill exempted the lease program from
Sections 202 and 603 of the Federal Lands Policy and Management
Act of 1976. While the Committee agrees that those sections of
FLPMA should not operate to delay the leasing program, the
sections would also have provided authority for important inter-
action between the Secretary and the State and local governments.
The Committee considers it very iImportant that the Secretary
consult with the" State and local jurisdictions regarding the
lease program and insure important State and local decisions
regarding land use control, environmental protection and preser-
vation of subsistence use by local residents are made part of
any leasing program. The Committee amendment would require the
Secretary to recognize and insure application of these local
requirements, even though the FLPMA sections are otherwise not
applicable. The Committee believes that this will not delay the
lease program iIn any way.

Second, the Committee has added language that will lead to
greater participation in the jobs and business contracts associ-
ated with the leasing program by disadvantaged Native groups.
Natives have historically gained the least from the economic
activity associated with oil and gas development. Efforts were

made in connection with construction of the Trans-Alaska pipeline
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and the proposed Alaska Natural Gas Transportation System to
encourage hiring of Natives. The unemployment rate for Natives
in the North Slope is perhaps the highest iIn the country and it
is appropriate that they have a role in the development of the
resources from the area in which they live. This amendment makes
more explicit the Federal goal that Natives have a preference in
the employment and contracts that will be generated by the leas-
ing program of NPRA authorized by the bill.

Third, the Committee recognizes that the impacts of oil and
gas development 1increases costs for local governmental units. In
addition, the Committee considers it important that such local
jurisdictions share in the financial rewards associated with the
development of resources of land within their jurisdictions, even
though fee ownership may still be with the Federal government.
The House bill provides that 50% of the lease sale proceeds, the
royalties, and other income from the NPRA be returned to the
State of Alaska, with a directive that the State allocate the
funds to benefit the jurisdictions most affected by the develop-
ment of NPRA. - - .

The Committee supports the concept of returning funds to
local jurisdictions but is concerned that those funds be avail-
able to benefit the jurisdictions most directly affected by the
development and the activities that produce the 1ncome. The
State 1is subject, understandably, to pressures from jurisdictions

throughout the state for distribution of its revenues; past



the State has restricted the authority of local jurisdictions to
raise revenues by taxing property associated with oil and gas
development. This has had i1ts most serious 1iImpact on those loca-
tions where the oil and gas exploration and development is taking
place and substantial amounts of property are located. Conse-
quently, the Committee has preserved the 50% allocation to the
State and 1its local jurisdictions but has directed distribution
within the state so that a reasonable portion goes to the North
Slope Borough, the local jurisdiction most affected by develop-
ment of NPRA; the NPRA is composed of lands located totally
within the North Slope Borough boundaries. Given the priority

( set forth in the House bill that the funds go to the jurisaic-

/ tions most impacted by development, the Committee considers it

/ appropriate to make the allocation explicit in the bill.

Finally, the Committee has rejected the request by the
Administration that the bill require transfer of the Barrow gas
field, which at present is under the jurisdiction of the
Secretary of the Interior. The gas from that field is essential
to life in Barrow, our northernmost community. The gas is used
for heat and electricity, and a reliable supply of gas is neces-
sary during the severe Arctic winters. While the Committee

agrees that the source and cost of long-term energy supplies for



Barrow, as well as other North Slope Borough Villages, should be
examined by the Secretary and discussed with the local community,
it is inappropriate for the Congress to direct that a transfer
take place in advance of studies and other data that demonstrate
how energy supplies can best be funded. The Committee wants to
avoid hurriedly choosing an unrealistic operating situation which
might endanger the continued supply of fuel for heat to the
community.

The leasing of NPRA provides a good opportunity for the
Secretary to study energy needs on the North Slope and determine
how North Slope Villages, including Barrow, can gain access to
indigenous energy supplies. While the Barrow cas field would
obviously not be included in any leasing program, the Secretary
should consider lease conditions on tracts which will be leased
that will guarantee access to any discovered oil or gas by the
villages. Following development of such information, the
Congress will be better able to respond in an appropriate manner
to the Administration's request for transfer of the Barrow gas
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