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A M E N D M E N T

O F F E R E D  IN T H E  H O U S E

T O :  Draft C S H B  557( )

Page 1, lines 1 and 2:

Delete all material and insen:

" " A n  Act exempting production facilities a n d  terminal facilities that are used solely for 

production, compression, transportation, or storage of natural gas f r o m  regulation for 

purposes of preparation of discharge prevention a n d  contingency plans a n d  compliance with 

financial responsibility requirements, a n d  defining Natural gas’.""
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A la s k a  S ta te  L e g is la t u r e  
J u n e a u , A la s k a

D e a r R e p r e s e n ta t iv e  D a v id s o n :

0 t. F r id a y ,  M a rch  6 , th e  House S p e c ia l  C o m m itte e  on O i l  and Gas 
c o n s id e re d  HB 5 5 7 , r e l a t i n g  t o  th e  r e g u la t io n  and c o n s e r v a t io n  o f  
n a t u r a l  g a s  and l i q u e f i e d  n a t u r a l  g a s , and t o  th e  s t a t u s  o f  
e x p lo r a t io n  and p r o d u c t io n  f a c i l i t i e s  f o r  p u rp o s e s  o f  o i l  and 
h a z a rd o u s  s u b s ta n c e  p o l l u t i o n  c o n t r o l .  The b i l l  was r e p o r te d  o u t  
o f  c o m m it te e , w i t h  a l l  members p r e s e n t  s ig n in g  "d o  p a s s . "

T h is  l e g i s l a t i o n  c l a r i f i e s  o u r  s t a t u t o r y  and r e g u la t o r y  c o n t r o ls  
on  o i l  and n a t u r a l  g a s , tw o  v e r y  d i f f e r e n t  s u b s ta n c e s .  The i n t e n t  
i s  t o  l i f t  th e  f i n a n c i a l  a c c o u n t a b i l i t y  and c o n t in g e n c y  p la n  and 
in s p e c t io n  r e q u ir e m e n ts  o n ly  f o r  gas p r o d u c t io n  f a c i l i t i e s ,  w h ic h  
a lr e a d y  u n d e rg o  s t r i n g e n t  s e p a ra te  f e d e r a l  and s t a t e  a g e n c y  r e v ie w .  
I t  le a v e s  i n  p la c e  t h e  c o n t in g e n c y  p la n  and in s p e c t io n  r e q u ire m e n ts  
f o r  ga s  e x p lo r a t io n  f a c i l i t i e s .

I t  w o u ld  be  v e r y  much a p p r e c ia te d  i f  you  w o u ld  p la c e  t h i s  House 
S p e c ia l  C o m m itte e  on  O i l  and  Gas l e g i s l a t i o n  on th e  R e s o u rc e s  
C o m m itte e  c a le n d a r  f o r  c o n s id e r a t io n ,  a t  th e  e a r l i e s t  p o s s ib le  
t im e .

I  h a ve  a t ta c h e d  a c o p y  o f  HB 5 5 7 , a co p y  o f  th e  f i s c a l  n o te ,  a co p y  
o f  a l e g a l  memorandum p re p a re d  b y  J a c k  C hen ow e th , L e g i s l a t i v e  
C o u n s e l,  a s  w e l l  as  an is s u e  p a p e r  e n t i t l e d  " L iq u e f ie d  N a tu r a l  
G a s ."

I f  you  h a ve  q u e s t io n s ,  o r  i f  yo u  need f u r t h e r  in f o r m a t io n ,  p le a s e  
do  n o t  h e s i t a t e  t o  c o n t a c t  me.

R e s p e c t f u l l y ,

BH: lh

A tta c h m e n ts

lUTHKM.VTINU 
A. ALASKA'S CAPITAI CITY
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FISCAL N O T E

STATE OF ALASKA
1992 L E G I S L A T I V E  S E S S I O N

DILL NO. HB557

R eviiion  D ale:

T itle : R e la tin g  to - n a tu r a l  g a t

D e p a n m e n t A lfected: E n v iro n m en ta l

C o n serv a tio n

H ouse O il an d  G asSponsor.

R e q u e s to r  H ouse O il an d  G as

B R U : Spill P reven tion  a n d  R esponse

C om ponen t Spill P reven tion , P la n n in g  ar.d 

M anagem ent_________________

E X P E N D  IT U  R E S /R E V E N J E S :

C O M PO N E N T  SER IA L  N O . 

(T housands o f  D o llars)
1___I I 0

O PER A TIN G FY 93 FY94 F Y 9 J FY 96 FY 97 FY98

P E R S O N A L  S E R V IC E S 0.0 0.0 0.0 0.0 0.0 0.0

T R A V E L

C O N T R A C T U A L

SU P P L IE S

E Q U IP M E N T

l a n d & s t r u c t u r e s

G R A N T S,C L A IM S

M IS C E L L A N E O U S

T O TA L  O PER A TIN G 0.0 0.0 0.0 0.0 0.0 0.0

CAPITA L

REV EN U E 

FU N D  SO U RC E:

F U N D IN G :_______ (T h o u san d s o f  D ollars)

G E N E R A L  F U N D 0.0 0.0 0.0 0.0 0.0 0.0

F E D E R A L  FU N D S

O T H E R

F U N D  S O U R C E

TO TA L 0.0 0.0 0.0 0.0 0.0 0.0

PO SIT IO N S:

F U L L -T IM E 0 0 0 0 0 0

P A R T -T IM E

T E M P O R A R Y

E stim ate  o f  cu rre n t y e a r  im pact: none__________________

A N A LY SIS: (A ttach  a sep ara te  page if necessary.)

P re p a re d  by: Jan ice  A dair  Phone : 465-5010

Division: C om m issioner's  Q iljcc   D a te  3 /5 /9 2

A pproved  by C om m tm one^ * ~ / ^ \ ^ L C _ ( ^  i —  /vC l A  £ l _  s L & \^
Agency: E nvironm ental C onservation  L Date*. J  3 /5 /9 2

D istrib u tio n  (b y  preparer):L eg islative Finance. Legislative S ponso r. R equ esto r. O M IJ. & Im pacted  Agency<ies).

Rev. 10/00 Page of
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STATE OF ALASKA

(907) 465-3867 or 465-2450
FAX (907) 465-2029 240 Main Street, Suite 500
Mail Stop 3101 , Juneau, Alaska 99801-2101

D IV IS IO N  O F  L E G A L  S E R V IC E S > '

M E M O R A N D U M  February 21, 1992

S U B J E C T :

T O :

F R O M :

Treatment, for purposes of regulation a n d  conservation, of 

natural gas and liquefied natural gas and of facilities related to 

their production -- sectional analysis of draft bill ( W o r k  O r d e r  

No. 7-LS1919/M)

Representative Gail Phillips 

A T T N :  Judi Jordan

Jack C h c n o w e t  

Legislative G

A S  46.04 generally addresses the subjectof pollution attributable to oil and hazardous 

substances. In that chapter, under current law, liquefied natural gas-natural gas that 

is converted to liquid form by pressure and cooling-and the related gaseous 

hydrocarbons of "butane" and "propane" ̂  have been included within the definition 

of "oil" under A S  46.04.900:

(9) "oil" m e a n s  oil of a ny kind a nd in any form, whether 

crude, refined, or a petroleum by-product, including but not limited to 

petroleum, fuel oil, gasoline, lubricating oils, oily sludge, oil refuse, oil 

mi x e d  with other wastes, crude oils, licuefied natural gas, propane, 

butane, or other liquid hydrocarbons regardless of specific gravity;

Hence, these substances have been subject to regulation in the s a m e  m a n n e  s oil. 

Because of their inclusion in the definition of the term "oil," facilities for the 

production of natural gas are generally subject to the s a m e  requirements as are 

applicable to those producing crude oil.

I f  The terms 'butane* and 'propane* appear in the definition of ’oil,' AS 46.04.- 
900(9), and nowhere else in that chapter. Standard reference works identify these two 
substances as hydrocarbons associated with oil that, under normal conditions of temperature 
and pressure, appear in gaseous form but arc readily converted to and handled in liquid state. 
In that sense, then, they arc not unlike liquefied natural gas and are treated like it in this 
measure.



Representative Gail Phillips

February 21, 1992

Page 2

This m e a s u r e  changes the status of natural gas and liquefied natural gas by deleting 

t h e m  from the definition of "oil" in order to alter in part the regulatory treatment 

applicable under A S  46.04 of natural gas production facilities.

*

T h e  deletion of the reference to "liquefied natural gas," "propane," a n d  "butane" from 

the definition of "oil" in A S  46.04.900 is m a d e  by bill section J. Since the remaining 

portion of the definition includes s o m e  potentially ambiguous references under which 

natural gas might continue to b e  regulated, as a drafting matter I opted to set out in 

the definition of the term "oil" a n e w  subparagraph, subparagraph (B), to m a k e  sure 

that natural gas a n d  liquefied natural gas would be wholly excluded from the 

regulation.

*

T h e  remaining bill sections, with one exception, consider the status of facilities.

U n d e r  A S  46.04.050, certain key sections of A S  46.04 are explicitly m a d e  inapplicable 

to certain facilities. U n d e r  current law, small oil terminal facilities only are e x e m p t  

from the provisions of A S  46.04.030 (requirement of preparation of oil discharge 

prevention contingency plans), A S  46.04.040 (demonstration of proof of financial 

responsibility for operation of oil terminal facilities, exploration a n d  production 

facilities, pipelines, a n d  tank vessels), a n d  A S  46.04.060 (state’s right to inspect these 

facilities at reasonable times a n d  without facility o w n e r’s prior consent). 2/ T h e  

addition of a n e w  paragraph m a d e  in bill section 1 adds natural cas production 

facilities to the exemptions a n d  provides a definition for that term. $

-  The exemption provided for small oil terminal facilities is expressed in terms of 
barrels of crude or refined product. There is no equivalent threshold for hydrocarbon 
products extracted as natural gas and converted to liquid form. It is not clear to me that 
defining the exemption in this manner (that is, in terms of 'barrels,' extends the exemption 
to a small facility that transfers, processes, or stores natural gas product in liquid form.

&  Inclusion of natural gas production facilities within the inspection exemption of 
AS 46.04.060 docs not necessarily mean that inspections of these facilities by personnel of the 
Department of Environmental Conservation will cease. Under AS 46.0.1.020(6):

Sec 46.03.020. POWERS OF THE DEPARTMENT. The department 
may

• • •

(6) at reasonable times enter and inspect with the consent 
of the owner or occupier any property or premises to investigate either 
actual or suspected sources of pollution or contamination or to ascertain

(continued...)
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T hese  changes in the definition o f  the term  "production facility" as it re la tes to gas 
have significant legal consequences involving natu ra l gas p roduction  facilities. First, 
natu ral gas production  facilities are  exem pted  from the spill p reven tion  and 
contingency requ irem en ts  im posed by AS 46.04.030(b) and 46.04.030(k)(2). Second, 
natu ra l gas p roduction  facilities a re  exem pted from  the p ro o f o f financial responsibili­
ty provisions o f  AS 46.04.040(b), curren tly  set a t $20,000,000. Finally, n a tu ra l gas 
p roduction  facilities a re  exem pted  from  inspection under AS 46.04.060.

AS 46.04 d ifferen tia tes betw een various kinds o f facilities. In bill section 2, in o rd er 
to  m ake su re  tha t th e  exem ption  provided by bill section 1 is not app licab le  to 
natu ral gas explora tion  facilities, th e  definition o f th e  te rm  "exploration facility" is 
am en d ed  to  inco rpo ra te  an  explicit reference to natu ra l gas.

B ill section 4 am ends the  definition o f the  term  "production facility," to  facilities tha t 
a re  used for "crude oil and associated  liquid hydrocarbons," thereby  om itting from  the 
defin ition  o f p roduction  facility those  tha t tre a t w ith hydrocarbons in gaseous form .

B ill section 5 supplies a  definition for th e  term  "natural gas."

JBC:pIm :gc
92-120.plm

^(...continued)
compliance or noncompliancc with a regulation that may be adopted under 
AS 46.03.020 - 46.03.040; information relating to secret processes or 
methods of manufacture discovered during investigation is confidential;

There arc also ■inspection" references in AS 46.04.020(e)(3) and 46.0X.040(a)(2)(C), though 
these are arguably of no substantive significance in the context of this measure and may be 
ignored.

At best the treatment given the subject of inspection exemption by this version of the bill 
creates an ambiguity. To assure a total exemption from inspection, additional language 
should be added on page 1, line 8, after "facility;" to say:

"a natural gas facility is also exempt from inspection under AS 46.03.020;*
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Liquefied natural gas ("LNG") is m anufactured from natural gas a t I lie Kcnai I.NG Plant, 
which is jointly owned by Phillips Alaska Natural Gas Company and Marathon Oil Company.

rite LNG m anufacturing process begins with additional purification over that required Tor 
pipeline transport and sale of natural gas in its g a s e o u s  sta te . T h a t 'I s , the natural 
gas, which is predominately methane, undergoes the removal of contaminants such as carbon 
dioxide and water. The natural gas is then liquefied by a refrigeration process that 
lowers its tem perature to -240 deg. F (-151 dcg. C). T he pressure of the LNG is then 
reduced to slightly over atm ospheric pressure, which fu rther cools it to -259 deg. F 
(-161 dcg. C) and allows the removal of inert nitrogen gas. The LNG is now at 1 /6 0 0 th  of 
its original volume and at low pressure, which makes long-distance shipping feasible. 
The LNG is stored at the receiving term inal as a liquid and is vaporized as needed for 
use as a h igh -quality  fuel.

Liquefied natural gas is ha lf as dense as water, is col H e ss , odorless, nontoxic, and 
sulfur-free. If exposed to ambient conditions, LNG quickly warms and evaporates, leaving 
no sheen or residue.

"Liquefied natural gas" is defined as "oil" with regards to "oil pollution control" in AS 
46.04.900 (9). Oil discharge prevention and contingency plans are intended to portray 
th a t an applicant "has access to sufficient resources to protect environm entally 
sensitive areas and to contain, clean up, and m itigate oil discharges from the facility  
or vessel within the shortest possible time". It is d ifficu lt to envisage the u tility  of 
including LNG in the definition of oil under the context of oil pollution control.



A l a s k a  S t a t e  L e g i s l a t u r e

TO: M em be r o f the House Spec ia l Com m ittee on O il and Gas

FROM: R e p re se n ta tiv e  G a il P h illip s

DATE: F e b rua ry  24 , 1992

RE­ AS 4 6 .0 4

I am p leased  to d a y  to  o ffe r th is  p roposed  leg is la tio n  w h ich  c la r if ie s  ou r 

s ta tu to ry  and  re g u la to ry  con tro ls  on o il and na tu ra l gas.

P rio r to th is  p roposa l, the  de fin ition  o f o il in T itle  4 6  a lso  encom passed  

na tu ra l gas, liq u if ie d  na tu ra l gas, and re la ted gases. T h is  is s im p ly  

in a p p ro p ria te  fo r  the  in tended  pu rpose  o f T itle 46 , w h ich  is to ensu re  the 

p re ven tio n  o r c le a n u p  o f sp ills  o f o il and  "other haza rdous  substances".

M os t o f us are  aw a re  o f the  bas ic  chem ica l d iffe re n ces  be tw een  o il and  

gas : and, hav ing  c lo se ly  obse rved  the e ffec ts  o f the tw o  m ost re ce n t o il 

sp ills  in o u r s ta te , we a re  a ll too aw are  o f the na tu re  o f o il fo r pu rposes  

o f c lean  up.

Had these  sp ills  been  sp ills  o f gas in equ iva len t vo lum es , ou r s ta te , o u r 

peop le , and  ou r na tu ra l resources w ou ld  no t have unde rgone  the 

ca ta s tro p h y  w e  e xp e rie n ce d  in 1989 . Th is  is because  gas  d iss ipa te s  in to  

the a tm osphe re , leav ing  no residue, no sheen, no b y -p ro d u c t to harm  the  

e n v iro n m e n t.

I fee l we have an ob lig a tio n  to im pose  s ta tu to ry  co n tro ls  th a t re cogn ize  

these  d iffe re n ce s  and  p re sen t an even -handed  app roach  to env iro nm en ta l 

p r o te c t io n .

T h a t is  no t to say  th a t w e  are p ropos ing  to igno re  re g u la to ry  con tro ls  on 

a ll g a s  o p e ra tio n s . T h is  le g is la tio n  w ou ld  lift the f in a n c ia l a c c o u n ta b ility  

and  co n tin g e n cy  p lan  and inspection  requ irem en ts  on ly  fo r gas p r o d u c t io n  

fa c ilit ie s , w h ich  a lre a d y  unde rgo  s tr in g e n t sepa ra te  re v iew s  by DO T, 

O SH A , and  EPA. Bu t it leaves in p lace  those requ irem en ts  fo r e x p lo r a t io n  

fa c ilit ie s , w h e re  e ith e r o il o r gas m ay be d iscove red .

465*2o89 or 465*4917 

luneau: P O  Box V  luneau. Alaska 99811 • Interim; P O  Box 3304 Homer. Alaska °9603



I u rge  the co m m itte e  to suppo rt the in troduc tion  o f th is  le g is la tio n , and  I 

w o u ld  in v ite  the  com m itte e  to v is it, if poss ib le , the fa c ilit ie s  in my 

d is tr ic t such as the  P h illip s  Pe tro leum  LNG p lan t a t N ik isk i to g e t a f ir s t ­

hand  look  a t a na tu ra l gas p roduc tion  fac ility .
t

Le t me now  in troduce  Mr. Roy Lyons and Mr. Larry  P o rte r o f Ph illips  

P e tro leum  w ho  can  fu rth e r c la rify  th is  issue and a n sw e r any  te chn ica l 

ques tio n s  you m ay have.

Thank  you Mr. C ha irm an.
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CS FOR HOUSE BILL NO. 557 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - SECOND SESSION

BY

Ottered:
Referred:

Sponsors): HOUSE SPECIAL COMMITTEE ON OIL AND GAS

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the status of natural gas production and terminal facilities for 

purposes of oil and hazardous substance pollution control."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 46.04.050 is amended by adding a new subsccuon to read:

(b) The provisions of AS 46.04.030 and 46.04.040 do not apply to a natural gas 

production facility and a natural gas terminal facility: for purposes of this subsection the terms 

“natural gas production facility" and "natural gas terminal facility"

(1) mean a platform, facility, or structure that is used solely for the production, 

compression, storage, or transport of natural gas:

(2) do not include a platform, facility, or structure that produces, stores, or 

transports natural gas in combination with oil.

• Sec. 2. AS 46.04.900 is amended by adding a new paragraph to read:

(22) "natural gas"

(A) means a hydrocarbon that at 70 degrees Fahrenheit and atmospheric

•I. CSHB 557( )
Vmy 7**- IBSU7I3 71X7 S M Z n T lil



1 pressure is in a gaseous state;

2 (B) includes liquefied natural gas or n*1 ' o f  natural gas that has

3 been convened to a liquid state by pressure or cooling that at 70 degrees Fahrenheit and

4 atmospheric pressure reverts to a gaseous state.

WORK DRAFT WORK DRAFT WORK DRAFT

CSHB 557( ) .2.
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