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0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
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CS FOR HOUSE BILL NO. 394( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

NINETEENTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVES OGAN AND ROKEBERG, James, Kohring

A BILL 

FOR AN ACT ENTITLED 

"An Act authorizing shallow natural gas leasing from sources within 3,000 feet 

of the surface; relating to regulation of natural gas exploration facilities for 

purposes of preparation of discharge prevention and contingency plans and 

compliance with financial responsibility requirements; addressing the relationship 

between shallow natural gas and other natural resources; and adding, in the 

exemption from obtaining a waste disposal permit for disposal of waste produced 

from drilling, a reference to shallow natural gas."

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

* Section 1. LEGISLATIVE FINDINGS AND PURPOSE, (a) The legislature finds that
(1) there exist throughout the state sizeable deposits of coal and small but 

commercially significant amounts of natural gas located close to the earth’s surface that are 
usually, though not always, associated with and emitted from coal deposits;

(2) the methane derived from this coal and other sources and that is found in
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reservoirs at depths of less than 3,000 feet could be tapped to serve as a principal or a chief 
supplemental energy source of benefit to residents of areas in which they are found;

(3) the methane derived from this coal and other shallow gas reservoirs could 
be developed without interfering with the development and transportation of the state’s vast gas 
reserves available for interstate and foreign markets; and

(4) it is in the best interests of the state and its people that this natural gas should 
be identified and developed, especially to serve as a source of natural gas for use in rural 
communities and remote locations within the state, especially when this natural gas can be 
delivered to consumers at less cost than alternative energy sources.

(b) In authorizing a program of leasing shallow natural gas from state land, it is the 
legislature’s purpose to provide both a means and an incentive by which that gas may be 
identified and developed at low cost for the direct benefit of residents of remote or sparsely 
populated areas for which connection to the in-place gas pipeline transmission and distribution 
system serving population centers in Southcentral Alaska is not economically feasible.

* Sec. 2. AS 38.05.035(e)(6) is amended to read: 3
(6) before a public hearing, if held, or in any case not less than 21 days 

before the sale, lease, or other disposal of available land, property, resources, or 
interests in them other than a sale, lease, or other disposal of available land or an 
interest in land for oil and gas under (5) of this subsection, the director shall make 
available to the public a written finding that, in accordance with (1) of this subsection, 
sets out the material facts and applicable statutes and regulations and any other 
information required by statute or regulation to be considered upon which the 
determination that the sale, lease, or other disposal will best serve the interests of the 
state was based; however, a written finding is not required before the approval of

(A) a contract for a negotiated sale authorized under
AS 38.05.115;

(B) a lease of land for a shore fishery site under AS 38.05.082;
(C) a permit or other authorization revocable by the

commissioner;
(D) a mineral claim located under AS 38.05.195;
(E) a mineral lease issued under AS 38.05.205;
(F) a production license issued under AS 38.05.207;

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T
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(G) an exempt oil and gas sale under AS 38.05.180(d) of 
acreage offered in a sale that was held within the previous five years if the sale 
was subject to a written best interest finding, unless the commissioner 
determines that new information has become available that justifies a revision 
of the best interest finding; [OR]

(H) a lease sale under AS 38.05.180(w) of acreage offered in 
a sale that was held within the previous five years if the sale was subject to a 
best interest finding, unless the commissioner determines that new information 
has become available that justifies a revision of the best interest finding; or

(I) a shallow gas lease authorized under AS 38.05.177 in an 
area for which leasing is authorized under AS 38.05.177:

* Sec. 3. AS 38.05.140(a) is amended to read:
(a) A person may not take or hold coal leases or permits during the life of coal 

leases on state land exceeding an aggregate of 46,080 acres, except that a person may 
apply for coal leases or permits for acreage in addition to 46,080 acres, not exceeding 
a total of 5,120 additional acres of state land. The additional area applied for shall be 
in multiples of 40 acres and the application shall contain a statement that the granting 
of a lease for additional land is necessary for the person to carry on business 
economically and is in the public interest. On the filing of the application, except as 
provided by AS 38.05.177(a)(2)fB). the coal deposits in the land covered by the 
application shall be temporarily set aside and withdrawn from all other forms of 
disposal provided under AS 38.05.135 - 38.05.181.

* Sec. 4. AS 38.05.150 is amended by adding a new subsection to read:
(f) Notwithstanding AS 38.05.177, a lease entered into under this section gives 

the lessee the right to vent or remove methane and other gas held in association with 
the coal in the land covered by the lease to ensure safe coal mining operations.

* Sec. 5. AS 38.05 is amended by adding a new section to read: 2—
Sec. 38.05.177. SHALLOW NATURAL GAS LEASES, (a) The provisions of 

this section
(1) apply to gas, whether methane associated with and derived from coal 

deposits or otherwise, developed from a source that is within 3,000 feet of the surface; 
and
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(2) do not apply to authorize lease of
(A) the land (i) that is or is proposed to be subject to an oil and 

gas exploration license or lease issued under AS 38.05.131 - 38.05.134; (ii) that 
is leased under AS 38.05.180; or (iii) that is included in the final findings of a 
proposed oil and gas leasing program prepared under AS 38.05.180(b); however, 
the commissioner may waive the limitations of this subparagraph; or

(B) the land that is held under a coal lease entered into under 
AS 38.05.150, unless the applicant for a shallow natural gas lease is also the 
lessee under AS 38.05.150 of that land.
(b) For the purpose of exploring for and developing shallow natural gas 

reservoirs, upon application, the director may lease to a person land for which the state 
owns the subsurface rights. A person applying for a lease under this subsection

(1) shall specify the area to be leased; the area to be leased may not 
exceed 5,760 acres; a lessee may not hold more than 23,040 acres of land under leases 
entered into under this section;

(2) may not be required to pay an application fee or any other form of 
payment as a condition of submitting or processing the lease application or obtaining the 
lease.

(c) Within 20 days of receipt of a lease application, the director shall give notice
of receipt of the lease application and call for comments from the public. The director’s
call for public comments must provide opportunity for public comment for a period of 

r  oufaw/ yuacvo o+ O tL oh  XT t s m n
60 days. If,(on the basis of public comments receivecuthe director determines to enter
into a lease for the area described in (b) of this section, the director shall execute the
lease within 90 days after the close of the public comment period or, if review is
required under AS 46.40, within 30 days after the final consistency determination is
made under AS 46.40. A lease entered into under this subsection gives the lessee the
exclusive right to explore for, develop, and produce, for a term of three years, natural
gas on the state land described in the lease; the right to explore for, develop, and produce
is limited to gas derived from natural gas within 3,000 feet of the surface.

(d) A lease shall be automatically extended if and for so long thereafter as gas 
is produced in paying quantities from the lease. A lease issued under this section 
covering land on which there is a well capable of producing gas in paying quantities

W O R K  D R A F T
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does not expire because the lessee fails to produce gas unless the lessee is allowed 
reasonable time to place the well on a producing status. If drilling has commenced on 
the expiration date of the primary term of the lease and is continued with reasonable 
diligence, including such operations as redrilling, sidetracking, or other means necessary 
to reach the originally proposed bottom hole location, the lease is extended for one year 
and for so long thereafter as gas is produced in paying quantities. A gas lease issued 
under this section that is subject to termination by reason of cessation of production does 
not terminate if, within 90 days after production ceases or a longer period determined at 
the discretion of the director, reworking or drilling operations are commenced on the land 
under lease and are thereafter conducted with reasonable diligence during the period of 
nonproduction. In addition, upon application by the lessee, the director may once extend 
a lease issued under (c) of this section for a period of not more than three years.

(e) The director may, following the procedures described in (c) of this section, 
adjust the boundaries of a lease entered into under this section as may be necessary to 
ensure development of natural gas within a reasonably compact area; a lease as adjusted 
under this paragraph remains subject to the acreage limitations set out in (b)(1) of this 
section.

(f) A shallow gas lease must provide for payment to the state of rental in the 
amount of 50 cents per acre. The rent is due and payable on the dates determined in the 
lease. If rent is not paid when due, the director shall mail the lessee written notice of 
nonpayment at the end of each month, while the rent remains unpaid, for a period of two 
months. The lessee may cure the failure to pay rent when due within 90 days after the 
rent payment becomes due and payable by paying to the director the amount of rent due 
together with a penalty of the greater of $50 or five percent of the amount of rent in 
default. If the lessee fails to remedy the lessee's failure to pay rent, the director shall 
terminate the lease.

(g) The royalty payable on natural gas produced from a lease is 6.25 percent of 
the value of the production removed or sold from the lease.

(h) A lease issued under this section is subject to the following terms and 
conditions and may be terminated by the director in the event of a breach of a term or 
condition:

(1) the lessee may surrender the lease or relinquish part of the lease at
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any time;
(2) the lease may not be transferred or assigned until a well capable of 

commercial production of gas has been drilled on the lease; however, this paragraph does 
not prohibit the lessee from entering into a farm out agreement or similar arrangement 
with a third party under which the third party assists in exploration and development of 
production from the lease if the agreement or arrangement does not require a payment 
of consideration by the third party to the lessee, except that the lessee may retain an 
overriding royalty interest in the lease or may retain a net profit or other production 
payment;

(3) gas produced from the lease may not be sold or otherwise made 
available for insertion into the in-place gas pipeline transmission or distribution system 
serving population centers in Southcentral Alaska, except that the director may waive this 
limitation to permit the exchange of the gas produced for other gas that may be 
distributed in rural communities and remote locations within the state.

(i) The applicant for a lease may conduct a title search for the area described in 
the lease application.

(j) A lease does not give the lessee the right to produce oil. A lease does not 
give the lessee the right to produce gas from sources that are not within 3,000 feet of the 
surface. If an onshore well drilling for natural gas under a lease authorized by this 
section penetrates a formation capable of producing gas below 3,000 feet of the surface, 
the owner or operator

(1) shall notify the department and the Alaska Oil and Gas Conservation 
Commission; and

(2) may not conduct further operations in the drilled well until the facility 
complies with all applicable laws and regulations relating to oil and gas production; 
however, this paragraph does not prevent the owner or operator from conducting 
activities that may be required by the Alaska Oil and Gas Conservation Commission to 
plug, plug-back, or abandon a well.

(k) The commissioner of natural resources may adopt only the regulations that 
are reasonable and that are necessary to implement, interpret, or make specific the 
provisions of this section or to establish procedures to govern application of the 
provisions of this section.
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(1) A lessee obtaining a lease under this section may exercise the rights 
authorized by this section and the lease. The rights granted by the lease must be 
exercised in a manner that does not unreasonably interfere with eventual development 
of the coal deposit on the land leased. Consistent with the principle of reasonable 
concurrent uses as set out in art. VDI, sec. 8, of the state constitution, the state may 
also lease the land under AS 38.05.150. However, in a lease entered into under 
AS 38.05.150 for land that is already leased under this section, coal may not be mined 
or extracted by the coal lease from the coal lessee without prior agreement with the 
lessee holding the lease issued under this section.

(m) In this section, "lease" means a shallow gas lease authorized by this section.
* Sec. 6. AS 38.05.180(f) is amended to read: -p'faSA/lOtASlUj S^C-, ^

(f) Except as provided by AS 38.05.131 - 38.05.134 and 38.05.177. the 
commissioner may issue oil and gas leases on state land to the highest responsible 
qualified bidder determined by competitive bidding under regulations adopted by the 
commissioner. Bidding may be by sealed bid or according to any other bidding 
procedure the commissioner determines is in the best interests of the state. Whenever, 
under any of the leasing methods listed in this subsection, a royalty share is reserved 
to the state, it shall be delivered in pipeline quality and free of all lease or unit 
expenses, including but not limited to separation, cleaning, dehydration, gathering, salt 
water disposal, and preparation for transportation off the lease or unit area. Following 
a pre-sale analysis, the commissioner may choose at least one of the following leasing 
methods:

(1) a cash bonus bid with a fixed royalty share reserved to the state of 
not less than 12.5 percent in amount or value of the production removed or sold from 
the lease;

(2) a cash bonus bid with a fixed royalty share reserved to the state of 
not less than 12.5 percent in amount or value of the production removed or sold from 
the lease and a fixed share of the net profit derived from the lease of not less than 30 
percent reserved to the state;

(3) a fixed cash bonus with a royalty share reserved to the state as the 
bid variable but no less than 12.5 percent in amount or value of the production
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removed or sold from the lease;

(4) a fixed cash bonus with the share of the net profit derived from the
lease reserved to the state as the bid variable;

(5) a fixed cash bonus with a fixed royalty share reserved to the state
of not less than 12.5 percent in amount or value of the production removed or sold 
from the lease with the share of the net profit derived from the lease reserved to the 
state as the bid variable;

(6) a cash bonus bid with a fixed royalty share reserved to the state 
based on a sliding scale according to the volume of production or other factor but in 
no event less than 12.5 percent in amount or value of the production removed or sold 
from the lease;

(7) a fixed cash bonus with a royalty share reserved to the state based 
on a sliding scale according to the volume of production or other factor as the bid 
variable but not less than 12.5 percent in amount or value of the production removed 
or sold from the lease.

* Sec. 7. AS 46.03.100(f) is amended to read: 'pV-dVlDlAsUj ^

(f) This section does not apply to discharges of solid or liquid waste material 
or water discharges from the following activities if the discharge is incidental to the 
activity and the activity does not produce a discharge from a point source, as that term 
is defined in regulations adopted under this chapter, directly into any surface water of 
the state:

(1) mineral drilling, trenching, ditching, and similar activities;
(2) landscaping;
(3) water well drilling, geophysical drilling, or coal bed methane 

drilling or other natural gas drilling to recover gas from a reservoir at a depth of 
less than 3.000 feet: or

(4) drilling, ditching, trenching, and similar activities associated with 
facility construction and maintenance or with road or other transportation facility 
construction and maintenance; however, the exemption provided by this paragraph does 
not relieve a person from obtaining a permit under (a) of this section if

(A) the drilling, ditching, trenching, or similar activity will
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involve the removal of the groundwater, stormwater, or wastewater runoff that 
has accumulated and is present at an excavation site for facility, road, or other 
transportation construction or maintenance; and

(B) a permit is otherwise required by (a) of this section.
* Sec. 8. AS 46.04.030(b) is amended to read: VOLL£»Lt̂ j

(b) A person may not cause or permit the operation of a pipeline or an 
exploration or production facility in the state unless an oil discharge prevention and 
contingency plan for the pipeline or facility has been approved by the department and 
the person is in compliance with the plan. This subsection does not apply to an 
onshore exploration facility used solely to explore for shallow natural gas by 
means of drilling a well on a lease authorized under AS 38.05.177.

* Sec. 9. AS 46.04.030 is amended by adding a new subsection to read: LOUSlfj
(s) If an onshore well drilling for gas under a lease authorized by 

AS 38.05.177 penetrates a formation capable of producing oil, the owner or operator
(1) shall notify the department and the Alaska Oil and Gas 

Conservation Commission; and
(2) may not conduct further operations in the drilled well until the 

facility complies with all applicable laws and regulations relating to oil and gas 
production; however, this paragraph does not prevent the owner or operator from 
conducting activities that may be required by the Alaska Oil and Gas Conservation 
Commission to plug, plug-back, or abandon a well.

* Sec. 10. AS 46.04.040(b) is amended to read: "piPCV IDLtsl Lj ^
(b) A person may not cause or permit the operation of a pipeline or an 

exploration or production facility in the state unless the person has furnished to the 
department, and the department has approved, proof of financial ability to respond in 
damages. Proof of financial responsibility required for

(1) a pipeline or an offshore exploration or production facility is 
$50,000,000 per incident;

(2) an onshore production facility is
(A) $20,000,000 per incident if the facility produces over 

10,000 barrels per day of oil;

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T
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1 (B) $10,000,000 per incident if the facility produces over 5,000
2 barrels per day but not more than 10,000 barrels per day of oil;
3 (C) $5,000,000 per incident if the facility produces over 2,500
4 barrels per day but not more than 5,000 barrels per day of oil;
5 (D) $1,000,000 per incident if the facility produces 2,500 barrels
6 per day or less of oil;
7 (3) an onshore exploration facility is
8 (A) $25.000 per incident for a facility used solely to explore
9 for shallow natural gas by means of drilling a well when authorized bv

10 AS 38.05.177; and
11 (B) except as provided by (A) of this paragraph. $1,000,000
12 per incident.
13 * Sec. 11. AS 46.04.040 is amended by adding a new subsection to read:
14 (n) If an onshore well authorized under AS 38.05.177 to recover shallow
15 natural gas penetrates a formation capable of producing oil, the owner or operator may
16 not conduct further exploration activity. However, this subsection does not prevent the
17 owner or operator from conducting activities that may be required by the Alaska Oil
18 and Gas Conservation Commission to plug and abandon a well.
19 * Sec. 12. AS 46.04.050 is amended by adding a new subsection to read:
20 (c) Except as provided in AS 46.U4.030(s), the provisions of AS 46.04.030(b)
21 do not apply to an onshore exploration facility used solely to explore for natural gas
22 by means of drilling a well when authorized under AS 38.05.177.

‘S e c -  I D
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9-LS1463\R.12
C h c n o w c t h

4/9/96

H T  .■ (x .d o^ H ° (

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

1 Page 10, lines 9 and 10:
2 Delete "when authorized bv AS 38.05.177"
3 insert "to explore for and dcvelon pas, whether methane associated with and
4 derived from coal deposits or otherwise, from a source that is within 3,000 feet of the

5 surface"

k b  b f r j

A M E N D M E N T

- 1 -



9-LS1463\R. 13 r 
Chenovveth 

4/11/96



c i d o p k d  ^
A M E N D M E N T

9-LS1463VR.16 "
Chcnoweth

4/11/96

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

*

1 Page 5, line 28, following ' lease":
2 Insert ", the -production to be delivered in pipeline quality and free of all lease " -
3 expenses, including but not limited to separation, cleaning, dehydration, gathering, salt water
4 disposal, and preparation for transportation off the lease"

-1-



9-LS I463\R . 17 '
C h c n o w c th

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

1 Page 7, following line 9:
2 Insert a new subsection to read:
3 "(m) Except as otherwise specifically provided in this section, the provisions
4 of AS 38.05.135 - 38.05.184 apply to leases entered into under this section."

5 Reletter the following subsection accordingly.

- 1 -



9 -L S  I4 6 3 \R .5  '  
C h c n o w e th  

4 /8 /9 6

A M E N D M E N T  5"

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

Page 4, lines 16 - 18:
Delete all material and insert: //(^  ./^ ^  J ^ S O O

"(2) may be required to pay a reasonable application feeT-as-tho- 
commissioner-may determine, as a condition of submitting or processing the lease"

o d - b p k c U  
k b  Ofri



A^trr o f f c u c L / 9-LS I463\R .l I

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

1 Page 4, line 6:
2 Delete "or"

3 Page 4, line 9, after "land":
4 Insert or
5 (C) submerged land and shoreland designated as the Bristol
6 Bay Fisheries Reserve by AS 38.05.140(0"

A M E N D M E N T

C h e n o w e lh
4/9/96



* t l i i  h t .  P K

/ W V \dV T \5 lO V l— -
A M E N D M E N T  C?

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

1 Page 6, line 9:
2 Delete
3 Insert

9-LS 1463\R.19'/
Chenoweth

4 / ' 1/96

4 Page 6, lines 10 - 14:
5 Delete all material.



9-LS 1463VR.18 /

F &  iUjCl/

A M E N D M E N T  ^

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

Page 3, line 31, following "otherwise":
Insert ", exclusive of gas found in association with oil"

C h c n o w c th  
4 /1 1 /9 6
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9-LS1463VR.15 - 
Chcnowelh 

4/11/96

A M E N D M E N T

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

1 Page 5, lines 20 - 22:
2 Delete "If rent is not paid when due, the director shall mail the lessee written notice of
3 nonpayment at the end of each month, while the rent remains unpaid, for a period of two
4 months."

-1-



9-LS1463\R.6 '
C h e n o w c th

4/8/96
o j p

A M E N D M E N T

OFFERED IN THE HOUSE
TO: CSHB 394( ) "R" version

1 Page 4, line 22, after "determines":
2 Insert "that it is in the best interests of the state"
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CHANGES FROM VERSION (O) TO VERSION (R)

• G R E E N  H I G H L I G H T E R  d e n o te s  n e w  l a n g u a g e
• B L U E  H I G H L I G H T E R  d e n o te s  sec t io n s  t h a t  h av e

b e e n  r e n u m b e r e d

N ew  L a n e u a e e  a n d  w h e r e  it o c c u r s:

1. pp. 1, lines 4-5: New language is added to the title.
"addressing the relationship between shallow natural gas and other 
natural resources;"

2. pp. 3, lines 12-26: Both section 3 & 4 are new sections to this
bill. This addition is made, so that the holder of a coal lease will not
have to face a competing application for a shallow natural gas lease
for the same tract. Please refer to the memorandum dated March 29, 
1996 from Legislative Counsel, Jack Chenoweth for a more detailed 
analysis.

3. pp. 4, line 2: "is proposed to be" inserted in the place of the 
word "becomes".

4. pp. 4, line 4: The words "included" and "in the final findings" 
are added.

5. pp. 4, line 6: "of this subparagraph" is inserted by request of
DNR. This allows the commissioner to waive all limitations of this 
subparagraph rather than just (iii).

6. pp. 4, lines 8-9: The line "unless the applicant for a shallow 
natural gas lease is also the lessee under AS 38.05.150 of that land." 
is added. This change is a part of the overall changes having to do 
with coal mines and gas leases.

7. pp. 4, line 19: "Within 20 days of" is inserted here replacing 
language that exists in version O. This is a request made by DNR.

8. pp. 4, line 27: "of three" replaces "not to exceed five" This is a
request made by DNR.

9. pp. 5, line 5: "is extended for one year" replaces "continues in
effect until 90 days after drilling has ceased" This is a request made
by DNR.

p r  t Y  C >V 'crv«^K



10. pp. 5, line 8: "90" replaces "60". This is a request of DNR.

11. pp. 5, line 8-9: "or a longer period determined at the discretion
of the director" is inserted.

12. pp. 5, line 13: "following the procedures described in (c) of this
section" is included so that the public forum process must be
adhered to if boundaries are adjusted.

13. pp. 5, line 18-19: This language replaces the language which
exists in version O. This is a cosmetic change. The version R
language mimics the existing language in oil and gas statutes. This is 
a DNR request.

14. pp. 5, line 32: "the lease" and "part o f  are inserted here in
order to address the concerns of the private sector. This allows the
private entities to surrender parts of a lease that are unproductive, 
so that the private entities may enter into other leases.

15. pp. 6, line 2: "a well capable of' replaces "after the date of 
initial". This is a change requested by DNR.

16. pp. 6, line 3: "has been dnuod" replaces "from the area" This 
is a change requested by DNR.

17. pp. 6, line 15: "may" replaces "shall" This is a change
requested by DNR.

18. pp. 6, lines 17-18: The two sentences on these lines, in version 
0 , had been only one sentence. They are separated to further clarify 
their intent. "A lease does not give the lessee the right to produce
oil."

19. pp. 7, lines 1-9: This subsection (1) is a part of the new 
language that deals with the relationship between coal mine leases 
and shallow gas leases. This subsection allows for the possibility of 
the overlapping development of the shallow natural gas and the coal 
resources.

20. pp. 9, line 21: "plug-back, or" is inserted in order to remain 
consistent with language found in Sec. 5 (j), on pp. 6 line 28.



3 / 1 5 / 9 6

SECTIONAL ANALYSIS CSHB 394 
VERSION O

Bill Section 1 sets out legislative findings, a statement of purpose,
and a statement of intent for the measure.

Bill Section 2 authorizes a shallow natural gas leasing program. Its
key components are:

• The program is made applicable to recovery of natural gas, from 
any source, located within 3000 feet of the surface, but is 
inapplicable to (l)areas that cannot be leased under the oil and 
gas exploration licensing and leasing program (i.e. North Slope and 
Cook Inlet), (2) land under an exploration license or lease, or 
already leased under AS38.05.180, or part of the state's five year 
proposed oil and gas lease program, and (3) land under coal lease 
under the effective date of the Act

• The leases have no minimum size requirement. A maximum lease 
size of 5,760 acres is established, and total land leased cannot be 
more than 23,040 acres

• A public comment period is established

• A lease will be automatically extended if production of gas at
paying quantities continues

• Rent and royalty rates are set out in AS38.05.177(0 and (G)

• There are several conditions and restrictions on the shallow gas 
lease, including limitations on lease assignment and on insertion of 
the gas into the in-place transmission system generally serving 
the population centers of southcentral Alaska; the rights of the 
state and of the lessee to terminate or surrender the lease are 
spelled out

• The commissioner of natural resources is given the ability to
adopt only those regulations that are absolutely necessary to
these operations

Bill Section 3 exempts the requirement of a best interest finding



Bill Section 4 exempts shallow gas leases from competitive bidding 
requirements based on the choice of leasing methods specified in 
that section for oil and gas leases

Bill Section 5 includes natural gas drilling of depths less than 3,000 
feet as an activity under AS46.03.100.

Bill Section 6: There is a general requirement in law that pipelines
and exploration and production facilities may not be operated
unless an oil discharge prevention and contingency plan has been 
developed and is in place for the pipeline and for the exploration 
and production facility. The amendment made by this section 
establishes an exception from that requirement for an onshore 
well drilling for shallow natural gas so long as that facility does 
not encounter a formation capable of producing oil.

Bill Section 7 sets out the steps that the owner or operator of a 
shallow natural gas well must take if the operation encounters a 
formation capable of producing oil.

Bill Section 8 sets the financial responsibility requirement
applicable to an onshore exploration facility exploring for shallow 
natural gas at $25,000.

Bill Section 9 requires the operator or owner to stop operating, 
with exceptions, when a formation capable of producing oil is 
encountered.

Bill Section 10 sets out exemptions from the laws establishing oil 
discharge prevention and contingency plans and financial 
responsibility requirements. This bill section notes the additional 
exemption from these provisions for shallow natural gas 
exploration facilities except as may be required when that well 
penetrates a formation capable of producing oil.

Bill Section 11 affirms that persons holding coal leases in effect on 
the effective date of this Act have the right to develop coal bed 
methane and related gas held in association with the coal.



N A K N E K  E L E C T R I C  A S S O C I A T I O N ,

POST OFFICE BOX 118 • NAKNEK, ALASKA 99633 • PHOr.r. . > 4 6 -4 2 61 • FAX (907) 246-6242

Testimony Before the House Finance Committee On HB394Apri l  3, 1996
Honorable chairman and members o f  the House Finance Committee, thank you f o r  th is  opportunity to t e s t i f y  in favor o f  HB394.
I am the General Manager of Naknek E lec t r ic  Association, Inc. We generate and 'd is t r ibu te e le c t r i c i t y  f o r  the communities o f  Naknek, King Salmon, and South Naknek. We use about 1.4 m i l l ion  ga l lons of d ie se l  annual ly , which we buy in bulk and store in a 1.6 m i l l ion  g a l l o n  tank farm.
For many years we have sought a l te rna t iv e  sources of energy. But i t  i s  hard to compete with d iese l - f i r s t ,  because the i n i t i a l  cost o f  generation equipment is  low - less  than $500 per ki lowatt , even f o r  r e l a t i v e l y  small generators - and secondly because d iese l is  p l e n t i f u l .  Maybe expensive sometimes, but always p l e n t i f u l .
In 1987, NEA commissioned a study to analyze the v i a b i l i t y  o f  na tu ra l gas f o r  e le c t r ic  generation. A geo logist was retained to do an ana lys is  o f  ava i lab le records on o i l  and gas explorat ion e f f o r t s  in our area. As you know, B r i s t o l  Bay has been the focus o f  great in te re s t  by o i l  and gas developers in the past and over $90 m i l l i o n  were paid in o i l  leases twenty years ago. A lo t  o f e xp lo ra to ry  and seismic work was done back then but unfortunate lya l l  o f  i t  was e i the r  o f fshore or southwest along the AlaskaPen insu la .
The ana ly s is  determined that natura l gas was highly l i k e l y  to be present in our area in quantit ies su f f ic ien t  f o r  loca l  energyneeds. However, the cost to develop i t ,  using p reva i l ingtechnology and methods, was discouraging as long as d iese l fue l was a v a i la b le  at a r e l a t i v e l y  reasonable ra te .
A l o t  has t ransp ired since then. Now, a f fo rdab le  explorat ion too ls  such as thermal imagery and radar photography make i t  feas ib le  co paint that "x" on the ground at va s t ly  less cost than seismic ana ly s is .  Shallow wel l coi led-tube d r i l l i n g  techniques cost a f r a c t i o n  o f  what conventional d r i l l i n g  does. Exploration and development o f gas in small communities is  no longer cost p ro h ib i t i v e .  I f  we are successful in our search fo r  gas, we w i l l  be demonstrating the newly commercialized fue l c e l l  technology in Naknek in 1999.

T T  R  g A> ry r '



Testimony on HB394 Apr i l  3, 1996 Page 2
The area surrounding Naknek is  mostly state owned. We need the support o f the state in our e f f o r t s  to switch to a lo c a l  energy source, when I have approached the Department o f Natural Resources in the past, the f i r s t  response I have gotten i s  "Well , the re 's  no id en t i f i ed  gas source in your area." That i s  t rue . But then, there has been no explo rat ion ac t iv i ty  in our area at a l l  so there is  no way o f  knowing whether there is  or i s n ' t  gas here. Another response I have gotten is  "How do you plan to deal with the d r i l l i n g  wastes?" For the depth and diameter o f  hole that we contemplate, the d r i l l i n g  wastes could be used by a medium size colony o f  ants f o r  a potentia l dwelling.
I be l ieve th is  b i l l  w i l l  go a long way to make fe a s ib le  the smal l-scale development of gas sources in our remote communities. For too long, our stance has been to le t  the big boys do the work because on ly they are capable, f in anc ia l ly  and expert ise-wise, to f u l f i l l  the regu lato ry and bureaucratic requirements. This b i l l  w i l l  make i t  fe as ib le  fo r  the l i t t l e  guys - the communities and u t i l i t i e s  serving the smal lest areas - to not have to wait f o r  a benevolent big brother to come and rescue them from the i i  d iese l bondage.
I urge th is  committee to pass th is  b i l l  and I would be happy toanswer any questions that you may have.
Thank you again f o r  the opportunity to t e s t i f y .
S incere ly ,

Meera Kohler General Manager
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M E M O R A N D U M April 3,1996

SUBJECT: Draft CSHB 394 ( ), relating to shallow bed natural gas leasing — 
sectional analysis (Work Order No. 9-LS1463\R)

TO: Representative Scott Ogan 
ATTN: HansNe- ”

FROM: James P. Crawford^U-^ 
Assistant Revisqpof Statutes

This is a revision of the bill that incorporates amendments prepared by this office and 
revisions requested by your office after consultation with the Department of Natural 
Resources. As a preliminary matter, note that this sectional summary should not be 
considered an authoritative interpretation of the bill, and the bill itself is the best statement 
of its contents.

Bill section 2 (AS 38.05.035(e)(6)) exempts from the requirement of a written best interest 
finding shallow bed gas development leases under AS 38.05.177.

Bill sections 3 and 4 incorporate amendment 9-LS1463\0.2, prepared by Legislative 
Counsel Jack Chenoweth, which appears in this version without significant change other than 
adjusting cross-references to reflect the renumbering occasioned by other changes requested 
by you and the Department of Revenue. Incorporating this amendment caused an addition 
to the bill title to express the treatment in this version of the relationship between shallow 
natural gas and other natural resources. Additionally, incorporating this amendment added 
language to AS 38.05.177 at subsection (a)(2)(B) and added new subsection (1) to that 
section.

In his 29 March 1996 memorandum (attached), Jack very ably analyzed the impact 
of amendment 0.2; and I direct your attention to Jack’s discussion. Note, however, that in 
Jack’s memo reference to AS 38.05.177(a)(2)(C) should now be read as AS 
38.05.177(a)(2)(B) and reference to subsection (m) should now be read as subsection (1).

Bill section 5 (AS 38.05.177), the heart of the bill, authorizes a shallow bed natural gas 
leasing piogram. Among the key features of the leasing program:



-- The program is made applicable to recovery of natural gas, from coal deposits or 
any other source, located within 3,000 feet of the surface at the drill site, but is inapplicable 
to land under or proposed to be under an exploration license or lease, to land already leased 
under AS 38.05.180, or to land that is part of the state's five-year proposed oil and gas lease 
program as reflected in final findings. However, the commissioner may waive these 
exceptions to the reach of AS 38.05.177 so that the provisions of this section would authorize 
leasing of these lands. The program is unavailable to land under coal lease unless the 
shallow bed natural gas lease applicant is the lessee of land subject to that coal lease;

— The leases may be awarded to cover areas not greater than 23,040 acres; lease 
applicants may not be required to pay a fee for the application or its processing;

— Following a public comment period for a lease application, the director is 
authorized to provide the lease applicant an initial shallow bed gas development lease giving 
the exclusive right, for a period of three years, to explore for, develop, and produce shallow 
bed njiural gas;

— The initial shallow bed gas development lease may be extended for so long as gas 
is produced in paying quantities; lessees are allowed a reasonable time to put wells capable 
of producing in paying quantities into producing status; if drilling has at least commenced 
on the lease expiration date, the lease may be extended for one year on a showing of diligent 
efforts; if a lease is terminable for cessation of production and production in fact ceases but 
operations commence on the lease within a c .tain period, lease termination is avoided if 
operations are conducted diligently; additionally, on application by the lessee, the director 
may extend a lease one time only for three years or less;

-  The shallow bed natural gas lessee is required to pay rent in the amount of 50 cents 
per acre and royalty at 6.25 percent of the value of the production removed or sold from the 
lease;

-  There are several conditions and restrictions on the shallow bed gas development 
lease, including limitations on lease assignment and on insertion of the gas into the in-place 
transmission system generally serving the population centers of southcentral Alaska;

— An applicant is permitted to conduct title searches;

-  The limitations of a lease granted under this program are spelled out with respect 
to the production of oil and to the production of gas from sources not within 3,000 feet of the 
surface;

-  The authority of commissioner of natural resources to adopt regulations is spelled
out;

Representative Scott Ogan
April 3, 1996
Page 2



-- Overlapping development of shallow natural gas and coal resources is possible.

Bill section 6 (AS 38.05.180(f)) exempts shallow bed gas development leases from 
competitive bidding requirements.

Bill section 7 (46.03.100(f)) adds shallow bed natural gas drilling to the exemptions from 
obtaining a waste disposal permit for disposal of waste produced from drilling.

Bill section 8 (AS 46.04.030(b)) incorporates 9-LS 1463\0.14, another amendment drafted 
by Jack Chenoweth. There is a general requirement in law that pipelines and exploration and 
production facilities may not be operated unless an oil discharge prevention and contingency 
plan has been developed and is in place for the pipeline and for the exploration and 
production facility. The amendment establishes an exception from that requirement for an 
onshore exploration facility used solely to explore for shallow bed natural gas by drilling a 
well on an authorized lease.

Bill section 9 (AS 46.04.030(s)) sets out the steps that a shallow bed natural gas operator 
must take if the operation encounters a formation capable of producing cil.

Bill section 10 (AS 46.04.040(b)) sets the financial responsibility requirement applicable to 
an onshore exploration facility exploring for shallow bed natural gas at $25,000 per incident.

Bill section 11 (AS 45.04.040(n)) requires the operator of a shallow bed natural gas operator 
to cease operating, with exceptions, when the operator penetrates a formation capable of 
producing oil while exploring for gas.

Bill section 12 (AS 46.04.050(c)) adds to the provisions of AS 46.04.050, which sets out 
exemptions from the laws establishing oil discharge prevention and contingency plans and 
financial responsibility requirements. This bill section notes the additional exemptions from 
these provisions for shallow bed natural gas exploration facilities except as may be required 
when that well penetrates a formation capable of producing oil.

JPC:klb
96-253.klb

Representative Scott Ogan
April 3, 1996
Page 3
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SUBJECT: Amendment 0.2 to CSHB 394(RES) 
(Work Order No. 9-LS 1463\0.2)

TO: Representative Scott Ogan 
ATTN: HansNeidig

FROM: Jack Chenoweth 
Legislative Counsel

Amendment 0.2 generally addresses the relationship that you asked to be defined between 
lessees under a shallow natural gas lease and lessees under a coal lease.

As a preliminary note, I indicated that, in my judgment, the changes that you were requesting 
would have a continuing or ongoing effect and should be incorporated as part of the 
permanent law. Consequently, in this amendment, I added and amended permanent law 
provisions and removed the bill's last section, the temporary law provision that outlined the 
relationship between shallow natural gas leases and coal leases in effect on this bill's 
effective date.

As to coal and the rights of coal lessees:

The addition of (f) to AS 38.05.150 in proposed bill section 3 follows the language you 
presented. It affirms that, notwithstanding anything provided in AS 38.05.177 authorizing 
shallow natural gas leasing, coal lessees have the right to vent gas held in association with 
coal to ensure a safe coal mining operation.

*

CSHB 394(RES), in its AS 38.05.177(a)(2)(C), currently precludes issuance of a shallow 
natural gas lease on land that is already the subject of a coal lease. The amendment made to 
the bill at page 2, line 30 and page 2, line 31 modifies that prohibition by giving a holder of 
a coal lease the opportunity to obtain a shallow natural gas lease for the tract.

The corollary of that is the amendment made to AS 38.05.140(a). Under current law, when 
an application is filed for a coal lease, coal deposits are withdrawn "from all other forms of 
disposal provided under AS 38.05.135 - 38.05.181." The application for the coal lease



makes exploration and mining of the coal exclusive. Without the exception provided in 
proposed new bill section 2, the holder of a coal lease would be unable to also obtain a 
shallow natural gas lease under AS 38.05.177 for the same tract.

The net effect of these changes is to say, in effect, that the holder of a coal lease wil' not have 
to face a competing application for a shallow natural gas lease for the same tract.

As to shallow natural gas and shallow natural gas lessees:

The material added in new subsection (m), page 6, following line 5, considers the 
relationship between the shallow gas lessee and the ultimate opportunity to develop the coal 
resources of the tract after extraction of the gas. In line with our discussion, relying on the 
"concurrent use" principle of the state constitution's resource article, this subsection allows 
for the possibility of the overlapping development of the shallow natural gas and the coal 
resources.

As drafted, the holder of a shallow natural gas lease faces the possibility of a competing 
application for issuance of a coal lease on the same tract. In the case of land in which the 
shallow gas lessee holds the older interest, while the land may also be leased for its coal 
potential, mining and extraction of the coal by the coal lessee cannot proceed without the 
prior agreement of the shallow natural gas lessee.

Due to these changes, the amendment proposes to insert an additional clause in the bill's title.

JBC:glc:kib
96-195.glc

Representative Scott Ogan
March 29, 1996
Page 2
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V ers io n  O Delet ions

pp .  2, l in e s  21 -22  d e l e t e  all m a t e r i a l

pp .  3, l ines  9-11 d e l e t e  al l  m a t e r i a l  to  " r e c e i p t ” on  l ine 11

pp .  4, l ines  5 -1 8  d e l e t e  all  m a t e r i a l  a f t e r  t h e  w o r d  " y e a r s "
on l ine 5.

pp .  5, l ines  2 1 -2 2  d e l e t e  a ll  m a t e r i a l

pp .  10, l i n e s  17-23  d e l e t e  all  m a t e r i a l
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E X E C U T I V E  S U M M A R Y

There are over 150 small villages in rural Alaska that are not accessible by road, that are 
characterized by severe climate and widespread poverty, and that are heavily dependent 
on fuel oil for power generation and heat. The average population per village is about 
250 residents, mostly Alaska Natives.

Bulk Fuel Storage

In most cases, the village fuel supply must be delivered by barge during a brief ice-free 
shipping season and stored throughout the year. Every' village relies on above-ground 
tank farms for essential fuel storage though few of these facilities presently meet 
minimum standards of safety or environmental protection. Most lack adequate 
foundations, dikes, and piping systems as well as basic security fences. Many are rusted, 
improperly sited, and violate electrical codes.

An increasing number of villages now face the possibility that fuel will not be delivered 
because of these deficiencies. Fuel carriers are threatened with liability for environmental 
damage if they till village tanks that subsequently leak. Most recently, the U.S. Coast 
Guard, with regulatory jurisdiction over fuel transfer facilities between the deliver}- barge 
and the storage tank, has sent leuers to the owners of nearly 80 fuel storage facilities 
threatening to deny fuel deliveries unless deficiencies are corrected.

The estimated cost for repair and renovation of fuel storage facilities in rural Alaska is 
S200 million, excluding future intlation. This does not include remediation of 
contaminated soil and groundwater.

Electric Utilities

Approximately 80 communities in rural Alaska are served by small, single-village electric 
utilities: roughly the same number are served by larger, multi-village utilities. Most of 
these communities have no transmission link to any other community and are entirely 
dependent on local diesel generators for their power supply. The cost of power in rural 
Alaska is high, roughly 4 to 5 times the average elsewhere in the United States.

Particularly in the single-village utilities, power plant and distribution systems often do 
not meet accepted utility standards for safety, efficiency, reliability, and environmental 
protection. These villages require adequate electric service, however, for economic 
advancement and for support of other community facilities. Upgrading the physical plant 
of the electric utility to meet minimum standards is a pre-condition for utility self- 
reliance. as well as community self-reliance, in the future.

The estimated cost to upgrade the single-village utilities is S25 million, excluding future 
inflation. Upgrade costs for the multi-village utilities have not been systematically 
estimated.

Proposal for Funding

Policies, programs, and expenditures of both the State and Federal governments have 
contributed over the years to the relative permanence of remote Native villages in .Alaska. 
Resolving the problem of deteriorating fuel tanks and substandard electric utility systems



is beyond the means of village residents. A joint State/Federal effort is needed to bring 
these facilities to the point where they no longer represent a safety’ or environmental 
hazard, and can be maintained and replaced as necessary without further long-term 
government support. To this end, the following is proposed:

1. The State and Federal governments will together make available for expenditure 
$25 million per year -  $12.5 million each -  until, in combination with local 
match contributions, a total investment of $250 million is reached. While the 
number of years required to r< ach this investment total will not exceed 10, the 
actual number of years may be less depending on the size of the local match 
contributions. The $250 million total includes the estimate of $200 million for 
bulk fuel storage, $25 million for upgrading single-village electric utilities, and an 
allowance of $25 million for additional electric utility upgrades and for inflation.

It is proposed that the Federal contribution be appropriated to the Rural Utilities 
Service in the U. S. Department of Agriculture and, from there, channeled to the 
Division of Energy in the Alaska Department of Community and Regional 
Affairs, which will administer the program.

2. The funds will be expended as grants. Cash or in-kind match from participants 
will be required. The Division of Energy will retain authority to approve project 
design.

3. For bulk fuel storage facilities, a key objective will be to consolidate existing tank 
farms into a smaller number of code-compliant fuel storage facilities. The 
Division of Energy will meet with tank farm owners to develop consolidation 
agreements which will identify, for each consolidated facility’, a single entity to 
assume ownership and operating responsibility, and which will set out each 
participant's rights and obligations. Each participant will be assured the right to 
solicit competitive bids for fuel delivery in the future.

Grant agreements with the designated facility owners will incorporate the 
consolidation agreements, will provide assurances with regard to long-term 
operation and maintenance of the facilities, and will establish requirements for 
periodic facility inspection and reporting.

4. For electric utility upgrades, project approval will be contingent on local 
commitment to professional utility management in the future. The Division of 
Energy will meet with utility boards and managers to define the upgrade projects 
and to negotiate utility management agreements. In these agreements, utilities 
may commit to joining a consolidated utility organization or to other 
arrangements that will ensure capable utility management.

Grant agreements will incorporate the utility management agreements and will 
include a utility pledge not to seek additional State or Federal grants for ordinary- 
capital improvements such as normal renewal and replacement of diesel 
generating plant.

5. For the first year of this initiative, the State is seeking $16 million in federal funds 
to match a prior commitment of S16 million in State funds: $10 million for bulk 
fuel storage and $6 million for electric utility upgrades.



3. REMOTE VILLAGE ELECTRIC UTILITIES

3,1 Electric Utilities in Rural Alaska

There are over 150 small communities in rural -Alaska with electric utility service 
provided mostly by local diesel generators, and without any electrical interconnection 
outside the community. These communities are served by roughly 100 separate electric 
utility organizations. Some of these utilities have developed sufficient scale economies 
and expertise to operate with reasonable efficiency, to maintain accepted utility standards, 
and to be capable of financing their own plant requirements. These utilities typically 
serve a regional center or serve a number of small communities. In most rural Alaska 
communities, however, the electric utility operates generation and distribution plant that 
does not comply with accepted utility standards, and government assistance is required to 
finance capital improvements as well as on-going operations.

The cost  o f  p o w er  p rov ided  by these village utilities is excep tiona lly  h igh: m edian
residential rates are in the range o f  40-45 cen ts  per kW h. 4 to 5 times the average 
elsew here  in the United States. For this reason, s ince 1981 the State has funded  a pow er 
cost equa liza tion  p rogram  u n d e r  w h ich  the Sta te  pays a portion  o f  the m o n th ly  electric 
bill for cu s to m ers  o f  rural electric utilities, and has spent abou t  S200 m ill io n  on the 
program  to d a te , W hile  this has enab led  res idents  o f  rem ote  villages to a f fo rd  basic 
e lec trica l service, the current annual p rogram  cost o f  S20 m illion  canno t be su s ta in ed  by 
the State indefin ite ly  as oil p ro duc tion  from Prudhoe Bay and  assoc ia ted  Sta te  revenues 
continue to decline .

M ost o f  these  isolated  v illage utilities provide their ow n  m an ag em en t,  adm in is tra t ive  
services, m ain tenance  and opera tions,  consti tu ting  a very  high burden  o f  fixed  costs  per 
unit o f  electr ic ity  sold. B ecause  com peten t m echan ica l  and electrical expe rt ise  is often 
difficult to m ain ta in  in these organ iza tions,  genera to r  m ain ten an ce  is often  spo rad ic  and 
unorgan ized  — a situation  w h ich  leads d irectly  to ca tastroph ic  and expensive  b reak d o w n s .  
M erger >v:th a larger utili ty  o rgan iza tion  offers the o p portun ity  to benefit  from  suffic ien t 
scale eco n o m ies  to o v e rco m e  som e o f  these d isadvan tages .  H ow ever,  b e fo re  such 
conso lida tion  can be considered ,  the physical p lant o f  the v illage utility m ust be im proved  
to the po int that it m eets  accep ted  industry  standards.

Reliable electric  service is needed  in the villages not on ly  as a p rerequis ite  for econom ic  
advancem en t but also to su p p o r t  o ther necessary  co m m u n ity  in frastructure, including 
w ater and sew er  sys tem s For the con tinuation  o f  electrical serv ice  over  the long -term  in 
these iso la ted  com m unitie s ,  electric utility plant and opera t ions  m ust be u p g ra d ed  to the 
point that g o v e rn m en t  support  is no longer needed. Ideally , by  b ring ing  the  physical 
plant up to s tandards  either o f  the Rural U tilit ies  S erv ice  (R U S . form erly  the Rural 
E lec tr if ication  A dm in is tra t ion ) ,  or o f  the N ational Electrical S afe ty  C ode (N E S C ) and the 
N ational Electr ical C o d e  (N E C ), the isolated village utilities can be m erged  into new  or 
estab lished  regional utilities that are self-reliant w ith respect to opera tions  an d  capital 
financing. T h ese  regional o rgan iza t ions  m ay be coopera tives ,  inves to r-ow ned  utilities, or 
regional go v e rn m en ta l  entities.



3.2 State E ffo rt to U pgrade R u ra l Utilities

Since 1990, the State has expended over $10 million for upgrade of electric utility 
systems in rural communities receiving power cost equalization payments, excluding 
expenditures for evaluation and construction of alternatives such as rural hydroelectric 
projects. Included in Attachment 3 is appropriation and expenditure detail for S6 million 
committed by the State for this purpose in fiscal years 91-93.

3.3 Estimated Cost to Upgrade Rural Utility Systems to Industry Standards

Approximately 80 rural villages are each served by their own electric utility organization. 
For 52 of these villages, cost estimates totaling $16.2 million have recently been prepared 
to upgrade generation and distribution systems in accordance with minimum accepted 
utility standards. Appendix B includes the system evaluation and cost estimate 
vurrunanes for each of these 52 village electric utilities. Based on these results, the 
estimated upgrade cost for the 80 independent, single-village utility systems is 
approximately S25 million, excluding any adjustment for future inflation. Detailed 
estimates of required upgrade costs have not been systematically prepared for the 
additional communities that are served by regional utility organizations, or for the larger 
communities that serve as regional centers.

The estimates presented for the 52 single-village utilities in Appendix B provide only for 
code compliance of diesel dependent remote utilities, and do not include any additional 
amount for funding alternatives to local diesel generation such as small hydro or wind 
generation where appropriate resources are available, or transmission lines linking 
villages where feasible. Implementing these alternatives throughout rural Alaska is 
estimated to require considerably more capital resources. The State will continue to 
support such alternatives over the long term, but is seeking in this proposal the more 
limited objective of meeting basic utility standards as a prerequisite for energy self- 
reliance.

.in .
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i P h o t o g r a p h  A .1
] Severely corroded tanks connected by rubber 
j hose. Evidence of fuel spillage thoughout 
i area.

ALASKA ENERGY AUTHORITY
RURAL ALASKA BULK FUEL ASSESSMENT

SUMMARY REPORT AND RECOMMENDATIONS

P h o t o g r a p h  A .2
Severely corroded tanks on improper 
foundations (small dimension wood cribbing).

iI
i
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ALASKA ENERGY AUTHORITY
RURAL ALASKA BULK FUEL ASSESSMENT

SUMMARY REPORT AND RECOMMENDATIONS

P h o t o g r a p h  A .3
Tanks on improper 

foundations with no means 
of secondary containment. 

Facility located in close 
proximity to a river.

P h o t o g r a p h  A .4
Corroded tanks located 
immediately adjacent to 

ocean. Steel dike 
completely rusted out and 

useless as secondary 
containment.



ALASKA ENERGY AUTHORITY
RURAL ALASKA BULK FUEL ASSESSMENT

SUMMARY REPORT AND RECOMMENDATIONS

Photograph A.5
Tanks scattered along 

river bank with no dikes, ; 
no security, and improper • 

foundations.

Photograph A.6
Severely dented tank with 
no foundation. Placed at 
edge of beach with no 

dike. Gravity dispensing 
of fuel. No security.

A-3



ALASKA ENERGY AUTHORITY
RURAL ALASKA BULK FUEL ASSESSMENT

SUMMARY REPORT AND RECOMMENDATIONS

P h o t o g r a p h  A .7
Improper wiring adjacent 

to leaking gasoline piping.

P h o t o g r a p h  A .8
Improper piping system 

and poor operational 
■procedures resulted in 

explosion of tank.
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ALASKA ENERGY AUTHORITY 
RURAL ALASKA BULK FUEL ASSESSMENT 

SUMMARY REPORT AND RECOMMENDATIONS

A-5



ALASKA ENERGY AUTHORITY
RURAL ALASKA BULK FUEL ASSESSMENT

SUMMARY REPORT AND RECOMMENDATIONS

P h o t o g r a p h  A .11
1200' long hose used to transfer diesel 
fuel from storage tanks to power plant 

on a weekly basis.

P h o t o g r a p h  A .1 2
Hose replaced with proper 
welded steel pipeline by 

AEA with Bulk Fuel 
Emergency Repair 

program funds.

A-6



ALASKA ENERGY AUTHORITY
RURAL ALASKA BULK FUEL ASSESSMENT

SUMMARY REPORT AND RECOMMENDATIONS

P h o t o g r a p h  A. 1 3
Tank farm located within a 
flood plain. Tanks tipped 
over and facility severely 

damaged by flood.

P h o t o g r a p h  A .1 4
Tanks placed in new lined j 
dike on gravel pad above ; 

flood stage. Facility 
repaired to meet 

applicable code and ; 
regulation requirements. 

Construction administered 
by AEA, supported by 

State and Federal disaster 
relief funds.



ALASKA ENERGY AUTHORITY
RURAL ALASKA BULK FUEL ASSESSMENT

SUMMARY REPORT AND RECOMMENDATIONS

P h o t o g r a p h  A.15
Tank installed in improper 
dike with no foundation. 
Due to poor installation, 
facility was never used.

P h o t o g r a p h  A.16
Tank refurbished and 
installed on proper 

foundations in new dike. 
Construction administered 
by AEA using capital 
appropriation funds.
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Worlctoritfo Numbers of Oil Spills
Gisulai than 10,000 gallons Somco: Cullor Informallon Corp's annual ‘ Oil Spill Inlollioenco Ropoil'

Tolals:

re a l 1978 1979 1980 1981Oil Tankers 20 51 43 32Olher Vessels 33 47 44 36Pipelines 22 45 85 40Truck, Rail. Olher 7 15 31 25Prod & Storage 62 57 78 57Onshoro Explor 1 0 i N/A

1982 1983 1984 1985 1986 198724 25 27 28 53 4450 53 37 22 27 3246 51 70 52 26 1917 14 11 17 12 1251 58 52 48 73 681 2 0 1 0 0

188 1989 1990 1991 1992 1993 199418 41 33 20 19 23 2427 45 45 36 22 21 2826 31 53 107 121 96 774 17 11, 7 23 14 1371 62 39 66 81 90 720 0 0 0 0 0 0

[DPI Tankers OO e< Vessels OPiptlnes a Truck. Re'i. paier DProdt Slorajs aOnshore Evpioc]

Page 1



R U R A L  b u l k  f u e l  t a s k  f o r c e

P r e l i m i n a r y  

R e p o r t  t o  t h e  G o v e r n o r

P o l ic y  R e c o m m e n d a t i o n s  

N o v e m b e r  2 5 ,  1 9 9 3



F I N A N C E

I s s u e s :

•  The Rural Alaska Bulk Fuel Assessm ent Program, Summary Report and 
Recommendations, March 1992, prepared by the Alaska Energy Authority, the 
Noncrude Facility Survey, January 1992, and the Small Noncrude Oil Terminal 
Report, Task One: Facility Identification and Inventory, November 1992, 
prepared for the State of Alaska, Department of Environmental Conservation, 
are testimony to the extreme costs related to repairs, improvements, new 
construction and remediation for Alaska's many rural bulk fuel storage facilities. 
Preliminary estimates range from Detween S155.0 M to $200.0 M for facility 
improvements and another S200.0 M for remediation!

•  Access to funding for communities is extremely limited and practically non­
existent for small "for-profit" private sector operators.

•  Funding that is available has few conditions attached for ensuring long 
range commitment by grantee or borrower for proper construction or continued 
facility maintenance or operator training programs.

•  Remediation costs are often extraordinary. Existing funding programs 

require neither planning nor commitment to necessary facility clean up. 
Consequently, public health and safety are under continual threat.

•  There is little access to federal funding, even wnen federal agencies 
acknowledge previous ownership cf nor-compliant facilities. The state receives 
no direct federal funding at this time for coordinated resolution of fuel storage 
problems.

14
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) A l a s k a  O i l  a n d  G a s  M s s o c i a t i o n

121 West F irsw eed Lane, S u ite 207
Ancho rage . A la s ka 99503-2025
Phone: (907) 272-1461 Fax: (907) 27 9 -8 114

March 6, 1996

The Honorable S u m  Ogan 
.Alaska State House of  Representatives 
State Capitol 
Juneau, Alaska

H~B 394, Gas and  Coal M ethane  Licenses & Lenses

Dear Representative Ogan:

The Alaska Oil and Gas Association (AOGA) is a trade association whose 19 member companies 
account for die majority of  oil and gas exploration, production, transportation, refining and 
marketing activities ir. Alaska.

On February 7. 1996. the .Association expressed its concern about provisions in HB 394. which 
also were embodied in CSSB 176. exempting natural gas exploration facilities from compliance 
with financial responsibility requirements.

The .Association has reviewed the Oil and Gas Committee Substitute for HB 394 and believes 
Section 9 o f  CSHB 394 which establishes financial responsibility requirements for onshore 
shallow bed natural gas exploration facilities addresses its concern. AOGa  strongly supports 
retention o f  adequate financial responsibility requirements in subsequent versions of  the bill.

AOGA supports Section 12 o f  CSHB 394. which prohibits use o f  the '470 Fund' for clean up of  
releases attributable to shallow' oca natural gas operations, and prefers that it be retained if 
possible.

The Association continues to believe that it is in the state's best interest to require that consistent 
equitable and adequate financial responsibility requirements be met by all persona'companies 
conducting oil and gas exploration operations in Alaska.

Sincerely.

' s'  j

y . J I T H  M. BRADY 
Executive Director \ \



A l a s k a  S t a U '  l e g i s l a t u r e

RmoUiSW, V'jm Ckair 
St»t» A fiu a , Vic* Ck*ir
Houm Sp*ci*J CommiH** ou O il (/ G**, Vic* Cc*ir 
Houm Spatial Committa* on Fidvna*

Representative Scott Ogan 
House District 2 7

S p o n s o r  S t a t e m e n t  H B  3 9 4

T h e  p u r p o s e  o f  th is  bi l l  is to e n c o u r a g e  s ha l low  gas  d e v e l o p m e n t  fo r  
u se  w i th i n  the s ta te .  H B  3 9 4  s uccee ds  in this ta sk  by  r e l iev ing  the  
t r e m e n d o u s  m o n e t a r y  a n d  r e g u l a t o r y  b u r d e n s  th a t  c u r r e n t ly  p l a g u e  
i n d e p e n d e n t  gas  d e v e l o p e r s  in A laska .

H B  3 9 4  s p e c i f i c a l l y  a d d r e s s e s  such  i s sues  as h igh  b o n d  r e q u i r e m e n t s ,  
lease  i s s u a n c e ,  a p p l i c a t i o n  and  p ro c e s s in g  fees ,  a n d  roya l t ies .  It 
c r e a t e s  an  e c o n o m i c  e n v i r o n m e n t  w h e r e  sm a l l  i n d e p e n d e n t  gas  
c o m p a n i e s  c a n  th r ive ,  a n d  be a l lo w ed  to d e v e l o p  a r e s o u rc e  tha t  is 
t ru ly  i m p o r t a n t  to t h e  s ta t e .

W h y  is this  bi l l so  i m p o r t a n t  to the state? In o rd e r  to grasp  the 
a n s w e r  to  th is  q u e s t i o n ,  o n e  m u s t  f i rs t  l o o k  a t  o u r  c u r re n t  s i tu a t io n .  
In J u n e  o f  1995 ,  th e  D e p a r t m e n t  of  C o m m u n i t y  and  Reg iona l  A f f a i r s  
p r e s e n t e d  an in i t i a t iv e  k n o w n  as the Alaska R ural Energy In titia tive  
in w h ic h  th e y  r e p o r t  on  the ex i s t in g  ene rgy  p r o b l e m s  in the ru ra l  
c o m m u n i t i e s  o f  A l a s k a .

T h e  Alaska Rural E nergy Initiative  repor ts  that it w il l  cos t  $ 2 0 0  
m i l l i o n ,  e x c l u d i n g  f u tu r e  in f l a t ion ,  to r ep a i r  and  r e n o v a t e  the fue l  
s to r a g e  fac i l i t ie s  o f  ru ra l  A laska .  In a repor t  d o n e  by  the Rural B ulk  
Fuel Task Force  ( 1 9 9 3 ) ,  the  cos t  o f  r e m e d ia t io n  o f  c o n t a m in a t e d  soi l  
and  g r o u n d  w a t e r  a d d s  a n o t h e r  $ 2 0 0  mil l ion .  T h e  Alaska Rural 
Energy Initiative  a l s o  s ta t e s  tha t  an o th e r  $25 m i l l i o n  wil l  be n e e d e d  
fo r  u p g r a d i n g  s i n g l e - v i l l a g e  e lec t r ic  ut i l i t ies .  A n  a l l o w a n c e  o f  $ 25  
m i l l i o n  m o r e  is n e e d e d  fo r  ad d i t io n a l  el ec tr ic  u t i l i ty  u p g rad es  a n d  for



inflation. Also, the state currently spends $ 2 0  million annually on  
the power cost equalization program, a program that has cost the 
state $200 million since its creation. All of these numbers point to 
one thing, and that is that Alaska has a serious energy problem in its 
rural communities, and it is going to cost a lot of money to fix.

In  th e se  days  o f  b u d g e t  cu ts  and  r e d u c e d  oil r e v e n u e ,  i t  is  n o t  
r e a s o n a b l e  to th in k  th a t  r e m e d i a t i o n ,  r e n o v a t i o n ,  a n d  p o w e r  c o s t  
e q u a l i z a t io n  will  be e a s y  to pay  fo r  in the  future .  Th i s  is w h y  H B  394  
is so  im p o r tan t .

H B  3 9 4  w o u ld  a l lo w  i n d e p e n d e n t  gas  c o m p a n i e s  to  e x p l o re  f o r  and  
d e v e l o p  sh a l lo w  b e d  gas  w i th o u t  b e in g  h i n d e re d  by u n r e a s o n a b l e  
r e g u l a t i o n s  and  r e q u i r e m e n t s .  W i t h  r e a s o n a b l e  r e g u l a t o r y  o v e r s i t e ,  
i n d e p e n d e n t  gas c o m p a n i e s  w o u ld  be  ab le  to d e v e l o p  gas  fo r  u s e  in 
ru r a l  c o m m u n i t i e s .  C o m m u n i t i e s  w i th  d e p o s i t s  o f  gas  n e a r b y  w o u ld  
be  ab l e  to p ipe  the  gas  d i rec t ly  to th e i r  c o n v e r t e d  g e n e ra to r s ,  a n d  
th e y  c o u l d  use it to hea t  the ir  h o m e s .

N a t u r a l  gas is a l o w - c o s t  and e n v i ro n m e n t a l l y  sa fe  f o rm  o f  e n e r g y  
tha t ,  in al l l ike l ihood ,  ex is t s  in m a n y  pa r t s  o f  the state.  It  c o u l d  se rve  
as an i n d e p e n d e n t  f u e l  sou rce  f o r  m a n y  c o m m u n i t i e s ,  bu t  b e c a u s e  o f  
e x i s t i n g  s t r inge n t  r e g u la t i o n s  a n d  b o n d i n g  r e q u i r e m e n t s ,  i t  is n o t  
e c o n o m i c a l l y  f e a s ib l e  fo r  i n d e p e n d e n t s  to  a t t e m p t  to d e v e l o p  th is  
v a l u a b l e  r e s o u r c e .

T h e  m e r i t s  of  H B  3 9 4  are ev iden t ,  and  the  bene f i t s  are f a r  r e a c h in g .
I ask  fo r  your  s u p p o r t  as  we a t t e m p t  to  a l low  s h a l lo w  n a tu ra l  gas  to 
be  u s e d  as an e c o n o m i c a l l y  a n d  e n v i r o n m e n t a l l y  s o u n d  a l t e r n a t i v e  
fue l  s o u rce .




