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S IM  IF ALASKA
DEPARTMENT OF NATURAL RESOURCES

OFFICE OF m  COMMISSIONER
April 8, 1988

Mr* Joseph Usibelli, O x ,
Usibelli Coal Mine, Xno- 
P.O. SOX 1000 
Healy, Alaska 99743

Dear Mr, Usibellii

The Department of Natural Resources ha» carefully reviewed 
Usibelli Coal Mina, Inc.'s (UCM), request for royalty relief 
for coal leases ADL 30933 and 51549,

The Commissioner of the Department of N a t ural Resources has 
the disaretion to valve, suspend, refund, or reduce tha 
royalty under two circumstances*

(1) if she finds that eueh a reduction is necessary to 
promote development; or

(2) if she finds the lease cannot be successfully 
operated at the royalty level,

Usibelli Coal Mine based its request for royalty relief on 
the "necessary to promote development" provision and did not 
assert that the operation cannot be successfully operated 
with the increased royalty. Therefore, our analysis was 
limited to the consideration of whether a royalty reduction 
is necessary to promote development*

Generally, requests for royalty reduction in order to 
promote development are granted ae an incentive to extract 
resources not rscoverable under current operating practices. 
In this instance, the argument has b e e n  m a d e  that an 
increase in royalty, as required by rsgulations adopted by 
the Department in 1982 (see 11 AAC 85.220) will adversely 
affect future development.

UCM has b e e n  paying a coal royalty of 54 per ton on one 
lease and 104 per ton on a second lease, for an averagt 
royalty of 7.34 per ton. This rate equals less than 
one-half of ons psreent of adjustod gross value.
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Mr* Joseph Usibelli, Jr. - 2- ftpril 8, 1986

Under the 1982 regulations,, til coal leasee issued Or 
r e n e w e d  by the State of Alaska must Include a minimum 
royalty of 5 percent of adjusted gross value (S percent 
AGV) ,

U C M  requested a royalty rate equivalent to 1.5 percent 
adjusted gross value (1.3 percent AGV).

The issue becomes whether the 5 pereant AGV royalty rate la 
reasonable in terms of both a fair return to the state and 
in terms of promoting development. In this regard, It i» 
helpful to note that coal royalty in New Mexico is 12.5 
percent of all revenues? Montana's rate is 12,5 percent of 
gross value? and Wyoming's coal royalty is 12,5 percent of 
the selling price. The current royalty for federal coal 
leases is 12,5 percent AGV.

in comparison, the Department finds that Alaska's lower 
royalty of 5 percent AGV provides both a fair return to the 
state, while recognising the competitive advantage necessary 
for our emerging coal export industry,

Therefore, the Department cannot grant the full permanent 
reduction in royalty relief as requested by UCM. The
Information provided did not demonstrate that auch a
reduction for leases a d l  20633 and 51545 is necessary to
promote development, However, our analysis indicates that
an immediate increase in royalty aa set out in regulation 
will put an unreasonable burden on UCM and your customers. 
Therefore, we find that a phased increase to the full 
royalty is warranted.

Under the authority granted by A S  38.05.140(d), the 
Department will phase in t h e  5 percent A Q V  royalty over a 
period of three years, as outlined in the schedule belovt

L E A S E

ADL 20633

ADL 51345

FOR THE PERIOD

NOV, 1, 1987 - April 30, 1988 
May 1, 1988 - April 30, 1989
May 1, 1989 - April 30, 1990
After May 1, 1990

May 1, 1957 - April 30, 1988 
May 1, 1981 - Apj.ll 30, 1989 
May 1, 1989 - April 30, 1990 
After May 1, 1990

R O Y A L T Y

$0*29/ton 
80* 60/ton 
$ 0 . 90/ton 

51 AGV

5 0 . 29/ton 
10.60/tun 
80.90/ton 

51 AGV

Further, the Department will grant you* request for a 
partial refund of royalties paid at th 5 percent AGV rate 
during the priod from May 1 1 1987, for «*DL 51545 and f r o m  
November 1, 1987, in order to be aonsiatent w i t h  the phaaed 
payment shcedulc. such refund will be taken as crtdit 
against furture royalty payments. The Division of Mining 
will contact you soon to outline this procedures.
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Mr* Ooaaph Usibelli, Or. • -3- Xpril 8

Sinaartly,

dy<’lth m * Brady \Cpiaaiaeioner \

cet Gerald Gallagher, Director 
Division of Mining

, 1988



U S X B B L L T  C O A L  M I N E ,  I N C .  
P . O .  B o x  1 0 0 0  
Hea l y ,  Al aska  

9 9 7 4 3

5 Pzbnuany 7988

Vzan Senator CoghiZl:

U i i b z l l i  Coal H im  lmon.pon.aXzd hoi i i l z d  Xhz n z cz i ia n y documents wiXh 

Xhz VzpanXmznX oi haXunal R z io u n cz i  Xo puniuz a nzdazXion i n  noyalXy ion. 

Xwo pn.odu.cing I z a i z l  i n  Xhz HzaLy anza, AVL 20633 and AVL 2 7 54-5. The ionjnai 

nzquziX hai bzzn ma d e  Xo iZX Xhz naXZ pzn Xon aX .29 cznXi .

CunnznX nzgulaXioni , 11 AAC 85 , 220(b) ,  nzqu inz  noyalXy bz paid aX Xhz

a  ate oi i i v z  pzncznX oi adjuiXzd gnoii ualuz oi Xhz coa t. Thi& ziXimaXz 

may bz convznXzd Xo a cznXi pzn. Xon i ig u n z ,  which cunnznXly zquaXZi Xo 

appnoximaXzly .96 cznXi pzn. Xon. T h ii nzpnziznX i a i i z a b l z  in c n z a i z  inom

X hz z iX a b l i ih z d  naXZ o i .05 and .10 cznX pzn. Xon naXz p n zu io u ily  paid on

Xhz n z ip zcX iu z  I z a i z i .

T h ii change i n  noyaiXy naXZi, couptzd wiXh an in c n za iz  on Xhz

t z a i z  n z n la i  which iw z l l z d  ^aom one d o lla n  Xo Xhnzz d o lla n i  pzn acnz, w i l l  

have majon XmpacXi boXh i n  Xhz ihonX and long Xz/un. Pnicz adjuiXmznXi oi 

Xhii magniXudz would Izad  Xo an XmmzdiaXZ d z c l in z  i n  development, and moit 

d z i i n i x z l y  would Jzopandizz  oun cunnznX zxponX contnacX.

A copy oi Xhz o n ig in a l  nzquziX  Xo Xhz V i v i i i o n  oi Uining concznning  

Xhii iub jzcX  hai bzzn z n c lo i z d . I would bz z xczzd in g ly  gnaXziul i i  you would 

wnixz Xhz V iv i i io n  VinzcXon, Un. Gznny Gallaghzn, Iznd ing  youn iupponX ion  

gnanxing Xhz nzducXion i n  noyaLXy ion  X h z iz  I z a i z i .

SznaXon Tack C o g h il l  
Ala ika State LzgiilaX unz  
P.O. Box V (MS 3100) 
Junzau, A la ika 99111

Joi zph E. iJ i i b z l l i  Jn 
PRESJVENT

JEUJ:cpb



19 O c t o b e r  1987

C o a l  R o y a l t y  R e d u c t i o n

A l a s k a  s t a t u t e  3 8 . 0 5 . 1 4 0 ( d )  e s t a b l i s h e s  t h e  c r i t e r i a  to 
b e  c o n s i d e r e d  in d e a l i n g  w i t h  a r e q u e s t  f o r  r o y a l t y  r e­
du c t i o n .  T h e  l a w  in p a r t  s t a t e s  t h e  f o l l o w i n g .  "The 
c o m m i s s i o n e r  for t h e  p u r p o s e  of  e n c o u r a g i n g  the g r e a t e s t  
u l t i m a t e  r e c o v e r y  of c o a l  ...., a n d  in t h e  i n t e r e s t  of c o n­
s e r v a t i o n  o f  n a t u r a l  r e s o u r c e s ,  a f t e r  p u b l i c  h e a r i n g  ...., 
m a y  w a i v e ,  su s p e n d ,  r e f u n d  o r  r e d u c e  t h e  r e n t a l  o r  m i n i m u m  
r o y a l t y ,  ...., w h e n e v e r  (1) the c o m m i s s i o n e r  d e t e r m i n e s  t h a t  
it is n e c e s s a r y  t o  d o  so in o r d e r  to p r o m o t e  d e v e l o p m e n t  O R  
(2) t h a t  t h e  l e a s e  c a n n o t  be  s u c c e s s f u l l y  o p e r a t e d  u n d e r  its 
t e r m s . "

T h e  c o m p a n i o n  or  i m p l e m e n t i n g  r e g u l a t i o n s  l o c a t e d  in 
11 A A C  8 2 . 6 6 5  o n l y  a d d r e s s  t h e  s t a t u t e  as e x p r e s s e d  in 
s e c t i o n  (2), w h e r e  a l e a s e  c a n n o t  b e  s u c c e s s f u l l y  o p e r a t e d  
w i t h i n  its terms. T h e  a s p e c t  o f  p r o m o t i n g  d e v e l o p m e n t  is 
n e v e r  t o u c h e d  u p c n  o r  e l u d e d  to b y  the r e g u l a t i o n .

I n  i e u  of t h e  f o r e g o i n g ,  t h e  c a s e  is p l e d  t o  t h e  
c o m m i s s i c n e r  o u t s i d e  t h e  r e q u i r e m e n t s  f o u n d  in t h e  r e g u l a t i o n  
11 A A C  8 2 . 6 6 5 .  T h e  r e q u e s t  a s  p r e s e n t e d  w i l l  u t i l i z e  a 
n u m b e r  o f  a d m i n i s t r a t i v e  file p a p e r s  d a t i n g  f r o m  1980 a n d  
1981, w h e n  t h e  c o a l  l e a s i n g  a n d  r o y a l t y  r e g u l a t i o n s  w e r e  
b e i n g  t a m p e r e d  with.

T h e  f i r s t  e x h i b i t  is a p a p e r  t i t l e d  " A l a s k a ' s  C o a l  
L e a s i n g  P r o g r a m "  a u t h o r e d  b y  L a u r e l  A. M u r p h y  of A D N R  in 
N o v e m b e r  of  1980. P r e s e n t e d  as p a r t  of  t h e  f i r s t  p a r a g r a p h  
is t h e  m e n t i o n  of  a fe l t  n e e d  t o  r e f o r m  t h e  S t a t e ' s  co a l
m a n a g e m e n t  p r o g r a m .  T h e  f i r s t  t h r e e  p a g e s  e x p l o r e  t h e  
i n c o n s i s t e n t  a p p r o a c h  s h a r e d  b e t w e e n  t h e  a d m i n i s t r a t i o n  a n d  
t h e  l e g i s l a t u r e  in m a k i n g  c h a n g e s  to t h e  c o a l  p r o g r a m .  P a g e s  
fo u r  t h r o u g h  t e n  f o r m  the A D N R  v i e w  of t h e  n e c e s s a r y  c h a n g e s
t h a t  w i l l  n e e d  to  be  a d d r e s s e d  w h e n  t h e  d r a f t i n g  of c o a l
r e g u l a t i o n s  a r e  f i n a l l y  p r o p o s e d .

In A u g u s t  o f  19 8 1  a s t u d y  g r o u p  o f  c a b i n e t  l e vel 
o f f i c i a l s  u n d e r  t h e  d i r e c t i o n  of t h e n  G o v e r n o r  J a y  H a m m o n d  
i s s u e d  a r e p o r t  #141 w h i c h  d e a l t  w i t h  t h e  t a x a t i o n  and  
r o y a l t y  s e c t i o n s  of t h e  co a l  r e g u l a t i o n s .  I m m e d i a t e l y  a 
r e s p o n s e  w a s  i s s u e d  b y  Mr. W i l l i a m  N o l l  of S u n e e l  A l a s k a  
Corp. a n d  b y  an i n d u s t r y  g r o u p  of co a l  o p e r a t o r s  a n d  
l e a s e h o l d e r s .  B o t h  d o c u m e n t s  h a v e  b e e n  i n c l u d e d  for y o u r
r e f e r e n c e .



Co a l  R o y a l t y  R e d u c t i o n  
O c t o b e r  19, 1987 
P a g e  2

A l t h o u g h  t h e  c o a l  i n d u s t r y  f o u g h t  t h e  h a r d  f i g h t  d u r i n g  
a d m i n i s t r a t i v e  h e a r i n g s  o n  t h e  r o y a l t y  issue, t h e  S t a t e  s t o o d  
b y  t h e i r  p o s t  a n d  a d o p t e d  t h e  5% of  a d j u s t e d  g r o s s  v a l u e  
s t a n d a r d .  I f  w e  v i e w  t h e  s t u d y  # 1 4 1  a n d  t h e  r e s p o n s e  by 
i ndus t r y ,  o n l y  o n e  p a p e r  c a n  b e  c l a i m e d  p r o p h e t i c  in nature.

A  f r u s t r a t e d  a t t e m p t  w a s  m a d e  t o  c o m p a r e  t a x a t i o n  
p o l i c i e s  f o r  c o a l  w i t h  t h a t  o f  t h e  o i l  i n d u s t r y .  A f t e r  t h e  
d r o p  in o i l  p r i c e s  t h e  l a s t  t w o  y e a r s ,  t h e  e l e c t e d  a n d  t h e  
g o v e r n e d  o f  A l a s k a  q u i c k l y  r e a l i z e d  t h a t  r e v e n u e s  g e n e r a t e d  
by  oil p r o d u c t i o n  c a n  n e v e r  b e  m a t c n e d  o r  r e p l a c e d  b y  a n o t h e r  
i n d u s t r y  e i t h e r  s e v e r a l l y  o r  c o l l e c t i v e l y .

T h e  t e r m  " m a x i m u m  b e n e f i t "  t o  A l a s k a n s  w a s  a p r e v a l e n t  
t h e m e  o f  t h e  H a m m o n a  study, b u t  t h e  p o s i t i o n  p a p e r  of the 
i n d u s t r y  g r o u p  d i f f e r s  w i t h  t h e  i n t e r p r e t a t i o n .  T a x  d o l l a r s  
as  t h e  b e n e f i t  v e r s u s  y e a r  r o u n d  j o b s  w a s  n e v e r  f u lly 
e v a l u a t e d .

A l a s k a  is n o w  a n d  w i l l  b e  r e c o g n i z e d  in t o  t h e  n e x t  
c e n t u r y  as o n e  o f  t h e  p o t e n t i a l  s u p p l i e r s  of  l a r g e  q u a n t i t i e s  
o f  co a l  t o  t h e  P a c i f i c  Rim. H o w e v e r ,  w h a t  m u s t  b e  r e m e m b e r e d  
is t h a t  t h e  f r a g i l i t y  o f  t h a t  m a r k e t p l a c e  is d e t e r m i n e d  by 
t h e  p r o d u c t  p r i c e  as d e l i v e r e d  at t h e  b u s s b a r .

U s i b e l l i  C o a l  M i n e  in c o n c e r t  w i t h  S u n e e l  A l a s k a  b r o k e  a 
b a r r i e r  w h e n  t h e  f i r s t  s h i p l o a d  o f  c o a l  r e a c h e d  Korea. T h i s  
m a r k e d  t h e  f i r s t  s u b - b i t u m i n o u s  c o a l  e v e r  s o l d  in the i n­
t e r n a t i o n a l  m a r k e t p l a c e .  C u r r e n t  r o y a l t y  i n c r e a s e s  h a v e  
s t r a i n e d  t h i s  r e l a t i o n s h i p ,  a n d  d r a m a t i c  p r i c e  i n c r e a s e s  
c o u l d  l e a d  t o  t h e  c o n t r a c t  b e i n g  c a n c e l l e d .  T h e  s a m e  
p r i n c i p l e  c o u l d  a l s o  i m p a c t  p r e s e n t  n e g o t i a t i o n s  t o  s u p p l y  
co a l  t o  T a i w a n .  Is t h i s  a b e n e f i t  f o r  t h e  A l a s k a n  p e o p l e ?  
L o s s  of  j o b s  b o t h  a t  t h e  m i n e  a n d  p o r t  f a c i l i t i e s ,  c o u p l e d  
w i t h  t h o s e  in s u p p o r t  b u s i n e s s e s ,  w o u l d  be  l o o k e d  u p o n  
u n f a v o r a b l y  b y  a m a j o r i t y .

T h e  i s s u e  a t  h a n d  is t h e  s a m e  t h a t  e x i s t e d  in 1981; too 
m u c h  t o o  soon. T h e r e  r e m a i n s  in 1987 o n e  s o l e  p r o d u c e r  of 
c o a l  in A l a s k a .  F l a w e d  t h i n k i n g  s t i l l  p e r m e a t e s  m a n y  m i n d s  
of t h o s e  d e s i r i n g  to c o m p a r e  o u r  t a x a t i o n  p o l i c i e s  a n d  o t h e r  
r e g u l a t o r y  r e q u i r e m e n t s  w i t h  t h e  w e s t e r n  U n i t e d  S t a t e s .  T h e  
t r u e  f a c t s  a r e  t h a t  w e  m i n e  a p r o d u c t  o f  l o w e r  q u a l i t y  o n  a 
B T U  basis, h a v e  m u c h  h i g h e r  c o s t  in c o m p l i a n c e  w i t h  A S M C R A  
a’nd o t h e r  p r o g r a m s ,  all w h i c h  t e n d  t o  r e m o v e  us f r o m  o u r  
c o m p e t i t i v e  p o s i t i o n  in w o r l d  m a r k e t s .  R e s u l t s  of i n - s t a t e  
i m p a c t s  t o  A l a s k a n  c o n s u m e r s  c a n ' t  b e  d i s c o u n t e d  either.

T h e  S t a t e  m u s t  m a k e  a d e c i s i o n  a s  to  w h a t  i3 in t h e  
" b e s t  i n t e r e s t "  o f  A l a s k a n s .  A  l o o k  in r e t r o s p e c t  p o i n t s  to 
the fa c t  t h a t  t h e  i n d u s t r y  h a s  t o  e x p a n d  b e f o r e  y o u  s e e k  to 
e x t r a c t  r e v e n u e  f r o m  them.
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T h e  f a c t s  a r e  p l a i n  as t h e y  r e l a t e  t o  d e v e l o p m e n t .  If
t h e  c u r r e n t  m a r k e t s  a r e  t u r n e d  away, t h e n  d e v e l o p m e n t  is
s u r e l y  i m p a c t e d .  B a s e d  u p o n  s o u n d  a n d  p r u d e n t  p r i n c i p l e s ,  w e 
s e e k  y o u r  i n t e r v e n t i o n  in t h i s  r e q u e s t  f o r  r o y a l t y  reli e f .

S h o u l d  y o u  d e s i r e  t o  d i s c u s s  t h i s  m a t t e r  fu r t h e r ,  p l e a s e
d o n ' t  h e s i t a t e  t o  c o n t a c t  me.

S i n c e r e l y ,

J o s e p h  E. U s i b e l l i  Jr. 
P R E S I D E N T

J E U :nms
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Alaska State Legislature
P.O. BOX V 

. State Capitol

Official Business J u n e a u ,  A la s k a  99811

F e b r u a r y  17, 1988

J e r r y  G a l l a g h e r ,  D i r e c t o r  
D i v i s i o n  o f  M i n i n g  
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  
P.O. B o x  1 0 7 0 1 6  
A n c h o r a g e ,  A K  9 9 5 1 0 - 7 0 1 6

D e a r  Mr. G a l l a g h e r :

W e  a r e  w r i t i n g  in s u p p o r t  of U s i b e l l i  C o a l  M i ne, 
I n c . ' s  (UCM) r e q u e s t  f o r  a r e d u c t i o n  in r o y a l t y  f o r  t h e i r  
t w o  p r o d u c i n g  l e a s e s  i n  Healy. A f t e r  r e v i e w i n g  t h e i r  
r e q u e s t ,  w e  b e l i e v e  it h a s  me r i t .

C u r r e n t  r o y a l t y  r e g u l a t i o n s  m a y  w e l l  h a v e  a 
d e t r i m e n t a l  s h o r t  a n d  l o n g  t e r m  e f f e c t  on  UCM. Its 
e x p o r t  c o n t r a c t  c o u l d  be  j e o p a r d i z e d  a n d  f u r t h e r  
d e v e l o p m e n t  c o u l d  d e c r e a s e .  A l a s k a  s t a t u t e  a l l o w s  t h e  
C o m m i s s i o n e r  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  to  
w a i v e ,  s u s p e n d ,  r e f u n d ,  o r  r e d u c e  t h e  r o y a l t y  to p r o m o t e  
d e v e l o p m e n t  o r  if t h e  l e a s e  c a n n o t  be s u c c e s s f u l l y  
o p e r a t e d  u n d e r  its terns. T h e  " b e s t  i n t e r e s t "  of A l a s k a  
is t o  k e e p  o u r  o n e  e x i s t i n g  co a l  m i n e  p r o d u c i n g .

T h e  r o y a l t y  r a t e  s h o u l d  n o t  be at a l e v e l  t h a t  m a k e s  
th e  p r o d u c t  n o n c o m p e t i t i v e ,  e s p e c i a l l y  c o n s i d e r i n g  t h e  
g r o w t h  p o c e n t i a l  for t h e  b u s i n e s s  in e x p o r t  m a r k e t s .  At  
t h e  l e v e l  r e q u e s t e d  b y  U s i b e l l i ,  $ . 2 9 / ton, t h e  p r o d u c t  
w o u l d  b e  c o m p e t i t i v e l y  p r i c e d  in the c u r r e n t  m a r k e t p l a c e .  
C o n t i n u e d  de 'elopment, f o r e i g n  a n d  d o m e s t i c ,  c a n  t a k e  
p l a c e  a n d  a s t e ady, s e c u r e  s u p p l y  of c o a l  for the 
I n t e r i o r  w o u l d  be a s s u r e d .  A r e d u c t i o n  m e a n s  r e t a i n i n g  
j o b s  at the m i ne, t h e  l o a d i n g  facil i t y ,  a n d  in the 
s u p p o r t  i n d u s t r y  a n d  it m e a n s  t h e  p o t e n t i a l  for 
a d d i t i o n a l  e m p l o y m e n t  in t h e  c o a l  m i n i n g  a n d  r e l a t e d  
i n d u s t r i e s .



p a g e  t w o
Mr. J e r r y  G a l l a g h e r  
F e b r u a r y  17, 1988

P l e a s e  m a k e  o u r  c o m m e n t s  p a r t  of t h e  h e a r i n g  
r e c o r d s .  T h a n k  y o u  f o r  t h e  o p p o r t u n i t y  t o  p a r t i c i p a t e  in 
t h i s  i m p o r t a n t  d e c i s i o n .
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F e b r u a r y  25, 1988

J e r r y  G a l l a g h e r  
D i r e c t o r
D i v i s i o n  o f  M i n i n g  
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  
P o s t  O f f i c e  B o x  1 0 7 0 1 6  
A n c h o r a g e ,  A l a s k a  9 9 5 1 0 - 7 0 1 6

D e a r  Mr. G a l l a g h e r :

T h e  c o a l  i n d u s t r y  is an  i m p o r t a n t  s e c t o r  in A l a s k a ' s  
e c o n o m y .  A l a s k a  c o n t a i n s  40 p e r c e n t  o f  t h e  n a t i o n ' s  k n o w n  
c o a l  r e s e r v e s ,  a n d  y e t  c u r r e n t l y  o u r  p r o d u c t i o n  a c c o u n t s  
f o r  o n l y  0.2 p e r c e n t  o f  t h e  t o t a l  a n n u a l  U.S. p r o d u c t i o n .

T h e  g r e a t e s t  o p p o r t u n i t y  for e x p a n s i o n  of t h e  c o a l  i n d u s t r y  
in  A l a s k a  is t h r o u g h  e x p o r t .  O n e  o f  t h e  k e y  f a c t o r s  
i m p a c t i n g  t h e  c o m p e t i t i v e n e s s  of A l a s k a n  c o a l  i n  i n t e r n a t i o n a l  
m a r k e t s  is cost.

C u r r e n t  r e g u l a t i o n s  (11 A A C  8 5 . 2 2 0 ( b ) )  r e q u i r e  r o y a l t y  t o  
b e  p a i d  a t  the r a t e  of f i v e  p e r c e n t  o f  a d j u s t e d  g r o s s  v a l u e  
o f  t h e  coal, w h i c h  c u r r e n t l y  e q u a t e s  t o  $. 9 6  p e r  ton, a n d  
r e p r e s e n t s  a s u b s t a n t i a l  i n c r e a s e  f r o m  p r e v i o u s l y  
e s t a b l i s h e d  rates. T h i s  r o y a l t y  i n c r e a s e  h a s  n e g a t i v e l y  
i m p a c t e d  t h e  c o s t  c o m p e t i t i v e n e s s  of A l a s k a n  coal, a n d  
c o u l d  h a v e  a f u r t h e r  d e t r i m e n t a l  e f f e c t  o n  t h e  e x p a n s i o n  of 
e x p o r t  m a r k e t s  for A l a s k a n  coal.

F o r  t h e s e  r e a s o n s ,  I s t r o n g l y  u r g e  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  t o  g r a n t  U s i b e l l i  C o a l  M i n e ' s  r e q u e s t  t o  
s e t  t h e  r o y a l t y  r a t e  a t  $.29 p e r  ton. T h e  g a i n s  in 
e m p l o y m e n t  a n d  e c o n o m i c  a c t i v i t y  w h i c h  w i l l  r e s u l t  from 
t h i s  c h a n g e  are d e f i n i t e l y  in the S t a t e ' s  b e s t  interest, 
a n d  a r e  c r u c i a l  to  t h e  f u r t h e r  d e v e l o p m e n t  of t h e  A l a s k a n  
c o a l  a n d  s u p p o r t  i n d u s t r i e s .

T h e  e c o n o m i c  f u t u r e  of A l a s k a  d e p e n d s  u p o n  the d e v e l o p m e n t  
o f  a s t r o n g  a n d  d i v e r s i f i e d  p r i v a t e  sect o r .  T h e  S t a t e  o f  
A l a s k a  a b s o l u t e l y  m u s t  c o n t i n u e  t o  w o r k  as a p a r t n e r  w i t h
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t h e  c o a l  i n d u s t r y  in o r d e r  to c r e a t e  m o r e  n e w  j o b s  a n d  
e c o n o m i c  a c t i v i t y  at a t i m e  w h e n  t h e  p e o p l e  of A l a s k a  n e e d  
it t h e  m o s t .

S i n c e r e l y ,

J a n  F a i k s  
S e n a t o r

cc: C o m m i s s i o n e r  B r a d y

JF: dp
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SB 509: "An Act relating to the termination date, members, and

reports of the Alaska Minerals Commission; and providing 

for an effective date."

B a c k g r o u n d : The Minerals Commission was created by the 1986 Legislature

and estaDlished in the Department of Commerce and Economic Development. 

Administrative support for the commission is provided by the Division of 

Business Development.

The commission was charged under statute to make recommendations to the 

Legislature and the Governor on ways to mitigate constraints on the 

development of minerals in the state. The commission has complied with 

that legislative mandate by drafting and submitting two reports to the 

Governor and the Legislature.

Many of the commission's legislative recommendations have been introduced 

in bills during the 1987 and 1988 legislative sessions and many of the 

commission's administrative recommendations have been the subject of 

review and adoption by state agencies. The legislative and administra­

tive response to the commission's recommendations is strong evidence that 

the commission has taken its statutory directive seriously and responded 

effectively.

Alaska's mineral industry has begun a recovery and there is enormous 

potential for the emergence of a dramatically expanded and productive 

mining sector over the next five to ten years: a time when the state's
economy critically needs growth in its nonpetroleum sectors. The advisory 

role of the Alaska Minerals Commission will continue to be valuable to the 

Legislature and the administration during this period.

P o s i t i o n : While the department has provided support through personal
services, it is not capable of supporting travel and contractual services 

for commission members and staff. A Fiscal Note for $22.5 for contractual 

and travel has been submitted. It is also noteworthy that the commission 

has been partially supported by the private sector as individual c o m m i s­

sion members and their companies have often funded travel and per diem of 

m e m b e r s .

The Department of Commerce and Economic Development feels the Minerals 

Commission has served the state well and supports SB 509 to extend the 

commission's time of service.

J. ‘•Anthd/ly Smith, Commi'ssvoner 

Department of Commerce and 

Economic Development

Date

TS/dgl1512D 

042288a
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The Department o f  Natural Resources anticipates no additional 

expenditures will be necessary to implement this legislation, 
however, there wil l  be revenue impact, as discussed on the 
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U l a s f e a  & t a t e  I L e g t e l a t u r e

SENATE S P E C IA L  C O M M IT T E E  
ON OIL AND GAS

SENATOR B ETTYE FA H R E N K A M P  

CHAIRMAN 
SENATOR JACK C O G H ILL 
SENATOR PAUL FISCH ER

P.O. BOX V 
JUNEAU, AK 99811 

I907I 465-3834

M E M O R A N D U M

TO:

FROM:

RE:

S e n a t o r  C o g h i l l ,  C h a i r m a n  
S e n a t e  R e s o u r c e s  C o m m i t t e e

S e n a t o r  B e t t y e  F a h r e n k a m p ,  Chairman*"
S e n a t e  S p e c i a l  C o m m i t t e e  o n  O i l  a n d

SB  510, A n  A c t  r e l a t i n g  t o  a c e i l i n g  o n  t h e  s t a t e ' s  
r o y a l t y  r a t e  on c o a l  l e a s e s ;  a n d  p r o v i d i n g  f o r  an 
e f f e c t i v e  d a te.

DATE: A p r i l  22, 1 9 8 8

T h a n k  y o u  f o r  s c h e d u l i n g  S B  510.

C u r r e n t  s t a t u t e s  r e g u i r e  s t a t e  r o y a l t i e s  to  b e  p a i d  f o r  t h e  
p r i v i l e g e  of m i n i n g  o r  e x t r a c t i n g  coal. R o y a l t y  r a t e s  are not 
p e r m i t t e d  to b e  s e t  l o w e r  t h a n  fi v e  c e n t s  p e r  ton. H o w e v e r ,  a 
m a x i m u m  r a t e  h a s  n o t  b e e n  set. T h i s  l a c k  of  l e g i s l a t i v e  
d i r e c t i o n  h a s  a l l o w e 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  t o  
e s t a b l i s h ,  b y  r e g u l a t i o n ,  r o y a l t y  r a t e s  o f  f i v e  p e r c e n t  of 
a d j u s t e d  g r o s s  value.

S B  5 1 0  w o u l d  r e q u i r e  t h a t  t h e  e x i s t i n g  m e t h o d o l o g y  of s e t t i n g  
c o a l  r o y a l t y  r a t e s  on a c e n t s  p e r  t o n  b a s i s  b e  m a i n t a i n e d ,  and 
w o u l d  e s t a b l i s h  a c e i l i n g  o f  t h i r t y  c e n t s  p e r  t o n  for all co a l 
l e a ses.

T h i s  k i n d  of s t a b i l i t y  in s e t t i n g  r o y a l t y  r a t e s  w i l l  e n c o u r a g e  
c o n t i n u e d  c o a l  p r o d u c t i o n  a n d  d e v e l o p m e n t  f o r  b o t h  f o r e i g n  and 
d o m e s t i c  m a r k e t s .

T h a n k  y o u  f o r  y o u r  c o n s i d e r a t i o n .
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UNIFIED FAIRBANKS

UNIFIED FAIRBANKS 
RESOLUTION URGING R E S TR A IN T IN LEVYING 

INCREASED R O YA LTIES ON COAL

WHEREAS, the State of Alaska is proposing to collect royalties
on coal produced by the Usibelli Coal Mine which represents an increase
from approximately .08 per ton (current average) to 0.98 per ton (an 
increase of approximately 12%); and,

WHEREAS, such an increase could be passed along to the Alaska 
Railbelt consumer in the form of higher electricity and heating rates; and,

WHEREAS, an increase of th is magnitude could price Usibelli coal
out o f  the export markets which have earned for Alaska a total o f $78 milion
dollars since exports to South Korea commenced in 1985; and which are 
critical to the financial well being of the A R R ; and

WHEREAS, the royalty increases are in addition to rental on 
acreage, mining license taxes and corporate taxes are paid by Usibelli Coal 
Mine to the State of Alaska.

NOW THEREFORE BE IT  RESOLVED, that UNIFIED FAIRBANKS 
urges restraint in levying royalties on coal produced by Usibelli Coal Mine 
at Healy. Royalty rates should be maintained at present levels, especially 
in view of the d iff ic u lt  international market conditions.

This resolution was passed at the meeting of Unified Fairbanks on Tuesday, 
February 23, 1988.

Sincerely,

UNIFIED FAIRBANKS

Charles P7 Rees, President 

C PR :slg :resolution  2 -2 5 -8 8 :UFMN2

P.O. Box 60389 Fairbanks. Alaska 99706 * (907) 456-7986
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