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TO: R e p r e s e n t a t i v e  R i c k  U e h l i n g ,  V i c e - C h a i r m a n
H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e

FROM: K e n  J o h n s o
P r o f e s s i o n s s i s t a n t

RE: H o u s e  B i l l  25

Kay B r o w n ,  D i r e c t o r  of the D i v i s i o n  of M i n e r a l s  a n d  E n e r g y  
M a n a g e m e n t ,  had h ped to t e s t i f y  t o d a y  o n  HB 25. H o w e v e r ,  
d u e  to c h a n g e  in the C o m m i t t e e  C a l e n d a r  a n d  p r i o r  c o m m i t t m e n t ,  
M i s s  B r o w n  c o u l d  n o t  b e  p r e s e n t  today. S h e  h a s  a s k e d  the 
c o m m i t t e e  be b r i e f e d  on the D i v i s i o n s  p o s i t i o n  on H 3  25.

A s  D i r e c t o r  of the D i v i s i o n  of M i n e r a l s  and E n e r g y  M a n a g e m e n t ,
K a y  B r o w n  s t a t e d  she w a s  in o p p o s i t i o n  to HB 25 on the
f o l l o w i n g  points:

1. T e c h n i c a l  d i f f i c u l t i e s  in the b i l l s  d r a f t i n g .

A, D e f i n i t i o n  of S t a t e  C r u d e
B. D e f i n i t i o n  of S t a t e  C o a l

2. E x i s t i n g  p r i o r i t i e s  h a v e  s e r v e d  the s t a t e  w ell. She 
asks "Why s h o u l d  c o a l  p u r c h a s e r s  be g i v e n  p r e f e r e n c e  o v e r  
i n - s t a t e  r e f i n e r s " ?

3. W i l l  the bill be e f f e c t i v e  in p r o m o t i n g  c o a l  d e v e l o p­
me n t ?  B e c a u s e  of the e x p o r t  ban, oil c a n n o t  be s o l d  to 
P a c i f i c  Rim na t i o n s ,  so t h e r e  is no  i n c e n t i v e  for s u c h  
c o u n t r i e s  to p u r c h a s e  coal.

4. S u c h  p a c k a g e  d e a l s  c o u l d  be m a d e  n o w  w i t h o u t  p a s s i n g  
l e g i s l a t i o n .

5. If c o m p a n i e s  w e r e  f o r c e d  to e n t e r  i n t o  a n  i n t e r u p t a b l e  
s a l e s  c o n t r a c t s ,  r e f e r i n g  to S e c t i o n  G, the r e s u l t  c o u l d  
be d e v a l u e d  r e s o u r c e s .
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6 F o r  a n  A c t  e n t i t l e d :  " A n  A c t  p r o v i d i n g  f o r  p r e f e r e n c e s  a n d  r e s e r v a t i o n s  i n

7 s a l e  o r  p u r c h a s e  of s t a t e  r o y a l t y  o i l  to c o m p a n i e s

8 p u r c h a s i n g  s t a t e  c o a l . "

9 BE  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

10 * S e c t i o n  1. A S  3 8 . 0 5 . 1 8 3  is a m e n d e d  by a d d i n g  n e w  s u b s e c t i o n s  to read:

11 (f) N o t w i t h s t a n d i n g  o t h e r  p r o v i s i o n s  in t his c h a p t e r ,  t h e  com-
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12 m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  s h a l l  off«-r s al e  of s t a t e  c r u d e

13 o i l  to c o m p a n i e s  p u r c h a s i n g  s t a t e  coal. |
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1A (g) A  c o n t r a c t  f o r  sale  o f  s t a t e  o i l is s u b j e c t  to x h e  r e s e r v a -

15 t i o n  of a s t a t e  r i g h t  to p u r c h a s e  r e f i n e d  p r o d u c t s  f o r  o f f e r  to con-

16 p a n i e s  p u r c h a s i n g  s t a t e  coal.
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H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e

A p r i l  L\, 1983

To: R e p r e s e n t a t i v e  W a l t  F u r n a c e ,  C h a i r m a n

H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e

/ r r > "  -  ^
From: f e f f e r s o n  B. B a r  

P r o f e s s i o n a l  A i d e

Re: H o u s e  B i l l  25

I n t r o d u c t o r y  A n a l y s i s

H B 2 5  p u r p o r t s  tu p r o v i d e  a p r e f e r e n c e  a n d  r e s e r v a t i o n  

in t h e  sale or p u r c h a s e  of s t a t e  r o y a l t y  o i l  1 1 c o m p a n i e s  

p u r c h a s i n g  s t a t e  coal. W i t h o u t  k n o w i n g  the i n t e n d e d  

d e f i n i t i o n  o f  t h e  t e r m  " p u r c h a s i n g  s t a t e  c o a l "  as u s e d  in 

this bill, it is d i f f i c u l t  to a n a l y z e  the e f f e c t  of the 

l e g i s l a t i o n .  N o n e t h e l e s s ,  u n d e r  a n y  d e f i n i t i o n ,  the b i l l  

r a i s e s  some q u e s t i o n s .  F i r s t ,  H B 2 5  w o u l d  a p p e a r  to m i x  two 

s e p a r a t e  c a t e g o r i e s  of n a t u r a l  r e s o u r c e s  i n t o  o n e  f o r  the 

p u r p o s e  of s t a t e  action.

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

u n d e r  AS 3 8 . 0 5 . 1 5 0 .  U n l i k e  oil, co a l  is n o t  r e q u i r e d  to be 

c o m p e t i t i v e l y  b i d  and t h e r e  is n o  s t a t e m e n t  t h a t  the s t a t e  

w i l l  take c o a l  " i n  k i n d "  u n l e s s  it is d e t e r m i n e d  to b e  in 

the b e s t  i n t e r e s t  of the s t a t e  to se l l  it. T h e  l e s s e e  of 

coal " s h a l l  p a y  to the s t a t e  the r o y a l t i e s " . [AS 

3 8 . 0 5 . 1 5 0 ( c ) ]  N o  m e n t i o n  is m a d e  for the e x t r a c t i o n  o f  a n y



r o y a l t y  coal for the use of, p r o c e s s i n g  wi thin, or o w n e r sh i p 

by the. state.

On the ot h er  hand, AS 3 8 . 0 5 .1 83  p r o v i d e s  for 

c o m p e t i t i v e l y  b i d d i n g  on the sale of state r o y a l t y  oil. 

S e c t i o n s  (a) - (e) p r o v i d e  for the terms and condi t i on s of 

the sale and usage of state r o y a l t y  oil. S e c t i o n  1 of HB25 

w o u l d  s u p e r c ed e  these secti on s and give an ab so l ut e  right to 

the use, m ar k et i ng , and d i s t r i b u t i o n  of state r o y a l t y  to 

" co m pa n i e s  p u r c h a s i n g  state coal". HB25 w o u l d  not reauire  

the pr ice to be c o m p e t i t i v e l y  bid, that the use of the oil 

be in state f or  the be ne f it  of Alaska, or any of the other 

e x p r e s s  pu rp o s e s  set forth by  the c o n s t i t u t i o n  or 

e s t a b l i s h e d  law.

Under S e c t i o n  1, p a r a g r a p h  (g) of H B 2 5 , there is a 

r e s e r v a t i o n  o f  a state right to p u r c h a s e  r e f i n e d  p ro d uc ti s 

"f or offer to compani es  p u r c h a s i n g  state coal." Since there 

is n o  r e s t r i c t i o n  on t h e co mp a ni e s w h i c h  w o u l d  rece i v e the 

r e f i n e d  p r o d u c t  on resale, it is c o n c e i v a b l e  that the 

p r o d u c t s  w o u l d  be f u n n e l e d  t h ro ug h  th e m (as a m i d d l e m a n  

b e f o r e  r e a c h i n g  the market. T he re is no r e q u i r e m e n t  that 

the re fi ne d p r o d u c t  ev en  be m a d e  a v a i l a b l e  to the p e op l e and 

c om mu nities o f  A l a s k a  or even that it be c o n su me d  by the 

b e n e f i c i a r y  in its A l a s k a n  operations.

I m p l e m e n t a t i o n  of Se ction (g) w o u l d  p r o b a b l y  n e g a t i v e l y  

i mp a ct  the a b i l i t y  of the state "o r e c ei v e top dollar  for 

the sale of r o y al t y oil. If a p u r c h a s e r  a n d /o r  re f in e r 

co uld not be free to e s t a b l is h  long term r e l a t i o n s h i p s  w i t h  

c o n s u m i n g  groups, i.e. g u a r a n t e e d  de l i ve r y for g u a r a n t e e d  

acceptan ce, then th ei r bids on the use of r o y a l t y  oil w o u l d  

b e c o m e  one o f  a r i s k  v e n t u r e  r a t h e r  than n o r m a l  business. 

Also, there w o u l d  be less in c entive  to b id if the state w e r e  

to take their price and then o f fe r  the oil to a "pur c ha s er "  

of state coal.

Finally, HB25 raises  the p o l i c y  qu e st i on  of deciding 

for wh os e  b e n e f i t  st ate royalty  oil should be given. The 

l eg is lature has p r e v i o u s l y  i n t e r p r e t e d  the c o ns t i t u t i o n a l
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r e q u i r e m e n t s  r e g a r d i n g  n a t u r a l  r e s o u r c e s  to m e a n  t h a t  w a y s  

of a c h e i v i n g  m a x i m u m  b e n e f i t  to a l l  of the p e o p l e  a n d  

c o m m u n i t i e s  of A l a s k a  b e  f o u n d  a n d  i m p l e m e n t e d .  H B 2 5  w o u l d  

r e q u i r e  t h a t  the b e n e f i t s  o f  r o y a l t y  o i l  a c c r u e  to 

" c o m p a n i e s  p u r c h a s i n g  s t a t e  c o a l . "  S u c h  a f i n d i n g  o f  n e e d  

and a t t e n d a n t  s t a t e m e n t  of p u b l i c  p o l i c y  b y  the l e g i s l a t u r e  

w o u l d  be a p p r o p r i a t e  i f  H B 2 5  is a d o p t e d .



Representative John Lindauer 
District 10-A 
3933 G eneva Place 
Anchorage, AK 99508

April 4, 1983

Alaska §>tatc leg isla ture

%ouSe of fteprc£entattbetf

W h i l e  m J u n t a u

Pouch V

Juneau, A K  99811 

465*3709

TO:

FROM:

RE:

House Labor and Commerce Committee

Representative John L i n d a u e ^ L ^ ^ ^

House Bi l l - #25: "An Act providing for preferences and

reservations in sale or purchase of state royalty oil 

to companies purchasing state coal."

The buyers of coal, typically major industrial c ompanies and 

public utilities, tend to also be the major users of other 

energy sources such as oil and oil products.

T he purpose of House Bill 25 is to encourage the d e v e l o p m e n t  

of coal production within the state of Alaska w i t h o u t  l osing 

one cent of oil revenues.
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