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CS FO R  H O U SE B IL L  N O . 334( )

rN THE LEGISLATURE OF THE STATE O F ALASKA 

NINETEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): HOUSE RESOURCES COMMITTEE
A BILL

FO R  AN A C T  E N T IT L E D

"A n  A ct re la tin g  to regu la tion  o f ce rta in  n a tu ra l gas ex p lo ra tio n  facilities fo r

p u rp o ses  o f p re p a ra tio n  of d ischarge  p reven tion  a n d  con tingency  p lan s  an d

com pliance  w ith  financial responsibility  requ irem en ts , a n d  a m en d in g  the  d u tie s  o f

th e  A laska  Oil a n d  G as C onservation  C om m ission as they  re la te  to  n a tu ra l  gas

ex p lo ra tio n  ac tiv ities; and  p rov id ing  fo r an  effective d a te ."

BE IT  E N A C T E D  BY T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A SK A :

* S ec tio n  1. AS 31.05.030 is am ended by adding a new subsection to read;

(i) W hen requested by a person preparing to explore for gas, the com m ission 

m ay determ ine whether there is a reasonable expectation that the exploration activities 

are directed to hydrocarbon formations containing oil. If the com m ission determ ines 

that there is reasonable probability that the exploration activities are not directed  to 

form ations containing oil, the com m ission shall so certify.

* Sec. 2. AS 46.04.030(b) is am ended to read:

-1-
■Vev Te.vr U n d e r l i n e d  [D E L E T E D  T E X T  B R A C K E T E D /

CSHB 334( )



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

n

23

24

25

26

27

28

29

30

31

(b) A  person may not cause or perm it the operation o f a pipeline or [AN 

E X PL O R A T IO N  OR] production facility in the state o r. excep t as p ro v id ed  in (s) o f 

th is  section  fo r  a n a tu ra l  c'as exp lo ra tion  facility  fo r w hich  a  c e rtif ica te  has been  

issu ed  bv the  A laska Oil a n d  G as C o n se rv a tio n  C om m ission  u n d e r  

A S 31.05.030(i), m ay  no t cause o r  p e rm it th e  o p e ra tio n  o f  a n  ex p lo ra tio n  facility  

in  th e  s ta te  unless an oil discharge prevention and contingency plan for the pipeline 

o r facility has been approved by the departm ent and the person is in com pliance w ith 

the plan.

* Sec. 3. AS 46.04 .030  is am ended by adding a new  subsection to read:

(s) If  the operator o f a natural gas exploration facility, for which the Alaska 

Oil and G as Conservation Com m ission has certified under AS 31.05.030(i) that there 

is reasonable probability that the activities o f the exploration facility are not directed 

to form ations containing oil, encounters oil, the operator shall

(1) notify the oil spill response cooperative designated in the perm it 

issued by the Alaska Oil and Gas Conservation Com m ission and all other appropriate 

s tate  agencies; and

(2) subm it to the departm ent, w ithin 15 days, an oil discharge 

p revention  and contingency plan and, when the plan has been approved, be in 

com pliance w ith the plan.

* Sec. 4. AS 46.04.040(b) is am ended to read:

(b) A person may not cause or perm it the operation o f a pipeline or [AN 

EX PLO R A TIO N  OR] production facility in the state o r, except as p rov ided  in (n) o f 

th is  section  fo r  a n a tu ra l  gas ex p lo ra tion  facility  fo r  w hich a  ce rtif ic a te  has been  

issu ed  bv  the  A laska O il a n d  G as C o n se rv a tio n  C om m ission u n d e r  

A S 31 .05 .030)i). m av not cause o r  p e rm it the  o p e ra tio n  o f  a n  ex p lo ra tio n  facility  

in  the  s ta te  unless the person has furnished to the department, and the departm ent has 

approved , p roof of financial ability to respond in dam ages. P roof o f financial 

responsib ility  required for

(1) a pipeline or an offshore exploration or production facility is 

S50,000 ,000  per incident;

(2) an onshore production facility is

WORK DRAFT WORK DRAFT WORK DRAFT
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(A) $20,000,000 per incident if  the facility produces over 

10,000 barrels per day o f oil;

(B) $10,000,000 per incident if the facility produces over 5,000 

barrels per day but not more than 10,000 barrels per day o f oil;

(C) $5,000,000 per incident if the facility produces over 2,500 

barrels per day but not more than 5,000 barrels per day o f oil;

(D) $1,000,000 per incident if the facility produces 2,500 barrels 

per day or less o f  oil;

(3) an onshore exploration facility is $1,000,000 per incident.

* Sec. 5 . AS 46.04.040 is am ended by adding a new subsection to read:

(n) The operator o f a natural gas exploration facility for which the A laska Oil 

and Gas Conservation Com m ission certifies under AS 31.05.030(i) that the activities 

o f the exploration facility are not directed to form ations containing oil m ay not cause 

o r perm it the facility's operation unless the operator First obtains a surety  bond in an 

am ount that the A laska Oil and Gas Conservation Com m ission may require to  assure 

perform ance o f surface oil clean up.

* Sec. 6. AS 46.04.050 is am ended by adding a new subsection to read:

(c) AS 46.04.030(a) and 46.04.040(b) do not apply to a natural gas exploration 

facility  for which the A laska Oil and Gas Conseivation C om m ission certifies under 

AS 31.05.030(i) that there is reasonable probability that the activities o f  the exploration 

facility  are not directed to form ations containing oil.

* Sec. 7. This A ct takes effect im m ediately under AS 01.10.070(c).

WORK DRAFT WORK DRAFT WORK DRAFT
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Proposed CSHB 334(0&G ) 
Exempt Natural Gas 

Facilities from Bond & Plans

Sectional Analysis
Section 1 of the bill amends AS 31.05.030 by adding a new subsection (i) 
granting authority to the Alaska Oil & Gas Conservation Commission (AOGCC) 
to determine whether there is a reasonable expectation that an exploration well 
will encounter oil when requested by a permit applicant to do so. If the 
Commission determines there is no reasonable probability that the activity will 
encounter oil, the Commission must so certify.

Section 2 of the bill amends AS 46.04.030(b) to exempt exploration activities 
from the requirement to have an oil spill contingency plan in place if the activity 
has been certified by the AOGCC under the provisions of AS  31.05.030(i), 
added by Section 1 of the bill, unless the operator encounters oil.

Section 3 of the bill adds a new subsection (s) to AS  46.04.030 requiring an 
operator of a facility exempted under AS 31.05.030(i) to notify the local oil spill 
response cooperative and all appropriate state agencies, and to develop an oil 
spill response plan within 15 days, if the operator encounters oil.

Section 4 of the bill amends AS 46.04.040(b) to exempt exploration activities 
from the oil spill financial responsibility requirements if the activity has been 
certified by the AOGCC under AS 31.05.030(i)

Section 5 of the bill amends AS  46.04.040 by adding a new subsection (n) 
requiring the operator of an activity exempt under AS 31.05.030(i) to obtain a 
surety bond to assure performance of surface clean up. The amount of the 
bond is to be set by AOGCC.

Section 6 of the bill amends AS 46.04.050 by adding a new subsection (c) 
creating a general exemption for facilities certified under AS  31.05.030(i). The 
exemption applies to financial responsibility requirements and oil spill 
contingency plan responsibilities except as provided in Sections 3 and 5 of the 
bill.

Section 7 of the bill provides for an immediate effective date under AS 
01.10.070(c).



Alaska State Legislature
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SPONSOR STATEMENT
HB 334

In 1992, the Alaska Legislature passed amendments exempting gas production facilities 
and gas terminal facilities from the requirements to post a $1 million bond and develop 
an approved oil spill contingency plan. Gas exploration activities, however, are not 
exempt from these requirements. This acts as a deterrent for small operators who may 
want to develop potential gas fields in areas where there is small likelihood of striking oil. 
The bonding requirement is particularly daunting, since a $1 million bond would cost a 
small operator approximately $70,000 to post. This is cost prohibitive in many cases.

House Bill 334 addresses this problem by making provisions for an exemption under 
controlled circumstances. The bill provides that the Alaska Oil & Gas Conservation 
Commission (AOGCC) must determine that there is a reasonable probability the 
exploration activity is not directed to a formation containing oil before the exemption is 
allowed. The bill further requires the applicant to obtain a surety bond in an amount 
determined by the AOGCC.

House Bill 334 also establishes an interim response plan that must be followed by an 
operator exploring under an exemption permit if the operator encounters oil during the 
course of his exploration. Under provisions of the bill, the operator must notify the local 
oil spill response cooperative and all other appropriate state agencies. The operator 
must also submit an oil discharge prevention and contingency plan to the Department of 
Environmental Conservation within 15 days, and be in compliance with that plan.



BRIEFING PAPER ON THE NEED TO AMEND AS 46.04.050 TO 
INCLUDE GAS EXPLORATION WELLS 

IN THE EXISTING GAS FACILITIES EXEMPTION 
FROM OIL SPILL CONTINGENCY PLANNING AND 

FINANCIAL RESPONSIBILITY REQUIREMENTS
U n d er ex isting  state law , oil and gas-rela ted  facilities, includ ing  oil and gas 

exp lo ra tion  fac ilities, are  generally  subject to  the requ irem en t to  p repare  an  oil spill 
con tingency  p lan  (AS 4 6 .0 4 .0 3 0 ) and prove financial responsib ility  in the even t o f  an  o il spill 
by posting  a bond o r o ther m eans (AS 46 .0 4 .0 4 0 ). This requ irem en t app lies to  all 
exp lo ra to ry  w ells , w ithout any consideration  o f  w hether the w ell is expected  to en co u n te r oil 
o r gas.

A n  exem ption  fo r natural gas production and term inal facilities from  oil sp ill 
contingency  p lann ing  and financial responsibility  requirem ents is set fo rth  in AS 
4 6 .0 4 .0 5 0 (b ). T he exem ption  was adopted, w ith no opposition , because an  accidental 
d ischarge  o f  na tu ra l gas does not pose any environm ental risk . N atural gas, un like  o il, 
d issipates harm lessly  into the atm osphere at norm al tem peratu res and p ressu res.

S om e exp lo ra tion  w ells are true w ildcat w ells and are  d rilled  w ith  no  defin itive  
know ledge o f  w h e th er the well will encounter oil o r  gas. B ecause such a  w ell m ay en co u n te r 
oil, the im position  o f  the contingency planning and financial responsib ility  requ irem en ts is 
appropria te . O th e r exp lora tion  w ells, which are essentially  o ffse t o r de lineation  w ells and  
not true w ildca t exp lo ra tion  w ells, m ay be targeted specifically  a t natural gas deposits  o r  
form ations in a reas w ith no know n oil deposits, w ith the in ten tion  o f  ex tend ing  the 
boundaries o f  ex isting  fields o r  developing new  fields in areas that p rev iously  have 
experienced  ex p lo ra tio n  an d /o r developm ent d rilling  prov id ing  in form ation  on  po ten tia l 
deposits.

T o  da te , the A laska D ept, o f  Environm ental C onservation  has in terpreted  the 
exem ption  in A S 4 6 .0 4 .0 5 0 (b )  in a m anner that excludes gas ex tension , o ffse t o r  d e lineation  
w ells, ev en  though  such  w ells have no reasonable likelihood o f  encountering  oil and instead 
ultim ately  are  in tended  to produce only gas. E xploratory  w ells that a re  targeted  so lely  at 
natural gas , and have no reasonable likelihood o f  encountering  oil, shou ld  not be sub jec t to 
the expensive , burdensom e contingency planning and financial responsib ility  requ irem en ts . 
S tra tig ra p h y  w ells o r o ther drilling  not intended to drill to a p roducing  fo rm ation  a lread y  are  
exem pted  from  the contingency  p lan  and financial responsib ility  requ irem ents u n d e r the 
defin ition  o f  ex p lo ra tio n  facility in AS 4 6 .04 .900 (8 ).

A n  exem ption  for gas exploratory  facilities in AS 4 6 .0 4 .0 5 0  is necessary  to  a llow  
sm aller, independen t oil and gas operators to econom ically  exp lore  and develop  sm alle r 
properties in ex isting  natural gas provinces such as those in the C ook  In let B asin. Im posing  
the very expen siv e  and burdensom e contingency planning and financial responsib ility  
requirem ents on  w ells that have no reasonable expectation o f  encountering  oil stifles 
exp lora tion  fo r gas by sm aller com i lies  w ithout provid ing  any additional env ironm en ta l 
p ro tection .
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W ith o u t an  exem ption  fo r gas ex p lo ra to ry  w ells, the application  o f  A S  4 6 .0 4 .0 3 0  and 
4 6 .0 4 .0 4 0  resu lts  in  absurd  situations. U nder th e  contingency p lan  requ irem en t to  p lan  fo r 
the " rea lis tic  m ax im u m  oil d ischarge ,"  fo r exam p le , the estim ate o f  such  a  d isch a rg e  w ou ld  
have to  b e  z e ro , because  there w ould  be no  reasonab le  expectation , based o n  w ell logs o r 
o th er g eo lo g ic  ana ly ses, o f  encountering  o il w h en  drilling  such  a w ell. In  the  case  o f  the 
financia l resp o n sib ility  requ irem ents, the "p er inciden t"  language in  AS 4 6 .0 4 .0 4 0 (b )  
essen tia lly  m eans tha t the Financial responsib ility  requ irem en t has no e ffec t w hen  app lied  to 
its p ro p o se d  w e ll, because no o il-re lated  inciden t could  occur from  the d rillin g  o f  the w ell. 
T hese ab su rd itie s  illustrate  why the exem ption  f o r  gas facilities in  A S 4 6 .0 4 .0 5 0 (b )  shou ld  
include gas ex p lo ra to ry  facilities.

T o  the ex ten t that any question ex ists as to  the likelihood o f  encou tering  o il, the State 
o f  A laska  O il an d  G as C onservation  C om m ission  has the technical expertise  to  an sw e r the 
question  as p a rt o f  its d rilling  perm it rev iew  p rocess. A ll oil o r  gas w ells (w h e th e r c lassified  
as e x p lo ra to ry , deve lopm en t, serv ice o r  stra tig raph ic) requ ire  a  d rilling  p e rm it fro m  the 
A laska O il and G as C onservation  C om m ission , an d  include the requ irem en t to  p o s t a 
$ 1 0 0 ,0 0 0  bond  w ith  the C om m ission  for any liab ilities resulting  from  d rilling  ac tiv ities .

Page 2 - B riefing  Paper
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Z -E N E R G Y  IN C .
April 9, 1995

Senator Loren Lem an 
S tate  Capital 
Juneau, AK 99801

D ear Senator Leman:

Thank you for discussing the Independent Oil &  G as Industry  w ith me during our Juneau 
- A nchorage flight on Friday. As I prom ised, please find attached  a proposed am endm ent 
that w ould solve the bonding problem  for gas exploration wells. A briefing paper is 
attached fo r your review.

The proposed am endm ents to  46.04 .050  w ould  resolve a m ajor barrier preventing D ave 
Lappi o f  L app R esources Inc. and m yself from  drilling natural gas wells. As I m entioned, 
there are many o ther hurdles that should either be rem oved o r  streamlined. H ow ever, 
R om e w as not built in a day and the problem s facing tne Independents will not be 
resolved in one session I f  w e can resolve the issue o f  oil spill contingency bonding for 
natural gas wells this session, w e will have accom plished a lot.

I do not think there will be any environm ental opposition to  this am endm ent. N atural gas 
represents an environm entally friendly fuel. I f  this am endm ent is passed, Independents 
could approach small villages regarding use o f  locally produced coalbed m ethane to 
generate electricity and fuel. It is conceivable that som e vehicles in the villages could be 
converted to  natural gas. The ou tcom e w ould  be less hazard o f  spillage associated with 
the transport o f  fuel oil, diesel, and gasoline to  bush comm unities. Also, the  villages 
would enjoy im proved air quality by burning natural gas rather than the heavier 
hydrocarbons.

Exem ption o f  natural gas production and transporta tion  facilities from  the oil spill 
contingency bonding requirem ents w as easily adopted  by the Alaska Legislature w hen it 
was discovered that these facilities had been inappropriately subsum ed under oil spill 
legislation. The proposed am endm ent is a  logical extension o f  the exem ption o f  natural 
gas facilities.

I f  this am endm ent is not passed, Independents will be left in the untenable position o f  
buying a one million dollar oil spill contingency bond and luring a consultant to  w rite an 
oil spill contingency plan to  m eet D EC requirem ents. W riting such a  plan becom es an 
exercise in absurdity. For example, under the section specifying expected quantities o f  oil 
to  be encountered, the logical answ er w ould be “none.” W riting an oil spill contingency 
plan costs about $100,000. Buying the bond is expected to  cost about $70,000 to  
$100,000 -- assum ing a vendor can be found. This type o f  bonding is not required for 
land based operations anyw here else in the U nited States. T here is no protocol for how

2900 BONIFACE PARKWAY, 0610 
ANCHORAGE, ALASKA 99504-3132

TELEPHONE: 907-563-5686 
FAX: 907-562-7489
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to handle th is type o f  bonding within the insurance industry. H ence, simply finding a 
vendor o f  this type o f  insurance product becom es a  challenging task.

I f  this am endm ent is enacted, the AO G CC could be called upon to  identify w hether a 
given well has any chance o f  encountering liquid hydrocarbons. I f  not, then the 
Independent Exploration & Production Com pany could sensibly develop the prospect 
w ithout fulfilling absurd oil spill contingency planning and bonding requirem ents. I f  the 
oil spill contingency requirem ents rem ain in place relative to  natural gas wells, the 
Independents w ould m ake better use  o f  their precious capital by drilling in the 
Sacram ento Valley where an entire well can be drilled for the  combined cost o f  writing an 
oil spill contingency plan and purchasing an oil spill contingency bond.

T hank you for your interest in the  plight o f  the Independents in Alaska. I hope w e are 
able to  resolve this issue during the current session. Betw een sessions, w e could  discuss 
o ther pressing issues that are inhibiting the grow th  o f  the Independent industry in Alaska. 
Again, it w as a pleasure speaking w ith you during the flight. Y our concern for the needs 
o f  A laskans attem pting to  build the Independent Exploration & P roduction industry is 
genuinely appreciated.

Sincejely, /  V

Enclosure: Proposed Amendment
Briefing Paper

cc: Dave Lappi 
Lapp Resources, Inc.



Z -E N E R G Y  IN C .
May 4, 1995

Representative Norm Rokeberg 
Chairman, Oil & Gas Committee 
Alaska State Legislature 
Juneau, AK 99801

VIA FAX: 907-465-2040

Re: C S H B 334

Dear Representative Rokeberg:

As President o f a nascent oil and gas exploration and production (E&P) company with 27 
square miles o f  hydrocarbon properties in the Cook Inlet Basin held by the company and 
it’s principals, I am writing this letter in support o f  CS HB 334 entitled "Exempt Natural 
Gas Facilities from Oil Spill Bond and Plans ”

I will provide oral testimony at the May 5, 1995 hearing before the Oil & Gas Committee 
and the Resources Committee. Briefly, CS HB 334 is critical to the survival o f  small 
Independent E&P companies Also, CS HB 334 is a rational response to the illogical 
problem o f  requiring oil spill bonding and contingency planning in the context o f  a natural 
gas well. Because deep stratigraphic wells are not expected to encounter oil, they are 
already exempt from oil spill contingency planning and bonding. The Alaska Oil and Gas 
Conservation Commission has the necessary technical expertise and geophysical 
knowledge to draw reasonable conclusions about the probability o f encountering oil in a 
well being drilled on a previously delineated geologic structure. In this context, if the 
AOGCC concludes that it is improbable for a proposed well to encounter oil, imposing 
oil spill contingency bonding and planning upon the operators creates a useless economic 
burden that does nothing to protect the environment.

From an economic perspective, passage o f CS HB 334 will allow Independents to 
develop and produce reserves that may not be evaluated as economically viable by the 
Majors. Similarly, development o f coalbed methane for Bush villages would become 
more economically feasible with passage o f CS HB 334 This resource could provide 
village residents with an inexpensive and clean fuel for heat and electricity Furthermore, 
the environmental risks associated with transporting fuel oil in the bush could be reduced 
through development o f  this local environmentally friendly resource.

There are many reasons why there are 8000 Independents doing business in the Lower-48 
and only a couple o f Independents (Stewart Petroleum & CIRI) producing in Alaska 
One o f these reasons is the onerous oil spill bonding requirement on natural gas 
exploration projects Passage o f CS HB 334 could help remove a major hurdle standing

2900 BONIFACE PARKWAY, *610 
ANCHORAGE. ALASKA 99504-3132

TELEPHONE: 907-563-5686 
FAX. 907-562-7489



Z-ENERGY INC.
Page 2

in the way ot development o f  AJaskan owned and operated Independent oil and gas 
exploration and production companies.

Thank you for y^u* support o f Committee Substitute for HB 334 entitled, “Exempt 
Natural Gas F>cfTjitfes from Oil Spill Bond and Plans ”

cc: Representative Joe Green 
Representative Bill Williams
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Senator Loren Leman April 9, 1995
State Capitol 
Juneau, Alaska 99801

S u b je c t:  A m en d m en t to  AS 46.04,050
M r  , » ,

Dear Senator Leman:

This letter lends my support to efforts being made by Z-Energy and Lapp Resources to 
amend AS 46.04.050 by eliminating current bonding and oil spill contingency plan 
requirements for gas wells in the State of Alaska.

As currently enacted AS 46.04.050 requires a One Million dollar bond and exhaustive 
contingency planning to cover crude oil spill response procedures.,..for gas wells? Never 
mind that gas pipelines, gas processing facilities, gas export terminals, and all other related 
portions of the State's natural gas system have been appropriately exempted from these same 
bonding and spill contingency planning requirements! Not only is this regulatory framework 
illogical, it provides absolutely no incremental protection for the environment. When was the 
last time a crew was mobilized to environmentally remediate crude oil contamination resulting 
from a gas leak or incident? What current regulations do very well is erect tremendous 
financial hurdles for villages and small energy companies who wish to develop local natural 
gas resources for the benefit of their citizenry and owners.

I suspect that the current regulatory situation is a consequence of legislative oversight, 
or of being generally uninformed relative to the risks associated with natural gas resource 
exploration and development operations, rather than purposeful intent, but in any event, the 
current regulatory implementation has effectively stymied the emergence of an independent 
gas industry in Alaska.

As a licensed Professional Geologist speaking with 18 years of experience in the State 
I can tell you that Alaska imposes the most restrictive environment for gas operators among all 
50 states. This burden is so great that most independent operators don't even bother to 
consider Alaska as a potential operations area. When enormous bonding and contingency 
planning requirements are coupled with the State’s restrictive land leasing policy (no over-the- 
counter sales of exempt acreage) and high operating costs, most oil and gas companies 
simply elect to invest their time and money elsewhere. By way of an example, my company 
and its partners drilled 6 wells during 1994 in California with 3 total budget of approximately 
S3.5MM (including pipeline and facility construction). This activity (funded largely with Alaska 
based money) created nearly 50 temporary California jobs associated with exploration drilling 
activities, and roughly a half a dozen new long term production jobs. The benefits of this work 
and associated tax revenues are being realized by California, not Alaska, because as 
Alaskans we find the regulatory environment in our own state too hostile for a small scale 
operations.
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With its inherently high operating costs and remote location, Alaska may never become 
a major play for independent operators, but by removing some of the barriers that now exist we 
may at least unlock the door. Alaska needs a viable independent oil and gas industry to 
undertake projects which are too small to interest the large multinational companies that 
currently dominate Alaska’s oil and gas scene. For example:

• Would any of the North Slope Operators consider a 2 or 3 well coal gas development
program for heating and cooking fuel in one or more of the villages?

• Would any of the Cook Inlet Operators have developed the small West McAurther River
Unit discovered by Stewart Petroleum?

• Have the major companies either dropped leases on "uneconomic" fields or farm-out the
acreage, so that they could be developed immediately by independent operators?

• Have any of the majors helped private property owners in the Cook Inlet realize the oil and
gas potential of their property (excluding the big CIRI - UTP deal)?

The answer to all of these questions, with a very few exceptions, is of course, NOI Only 
with the emergence of a viable independent oil and gas industry will small Alaskan 
communities and private individuals be afforded the opportunity to develop their own energy 
resources. Only with the emergence of a viable independent oil and gas industry will the many 
small oil and gas pools throughout the State get developed in a timely fashion, and only a 
viable independent oil and gas industry can support Alaska when the majors move on to 
greener international pastures.

The road to developing a healthy independent oil and gas industry in Alaska will be
long and arduous, because we have constructed so much of the State's regulatory framework
around “big oil” situations. However, we can begin to correct this situation simply by eliminating 
the oil spill bonding and contingency planning requirements for exploration and development 
gas wells. This minor adjustment to current statute will open the door to energy independence 
for many villages and individuals throughout the State, and perhaps, lay the first course of 
block in the foundation of a new Alaskan industry.

Thank you for taking an interest in this issue, and please feel free to call on me for any 
support or assistance you might need relative to oil and gas matters.

Respectfully yours,
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P r o f  o s c c f  P  # A  J j y  b y  t i o q e c

‘ Section 1. AS 31.05.030 is amended by adding a new subsection to  read: WAV 05 a#

(1) When requested by a person proposing to  explore for gas by means o f  

drilling a well, the commission may evaluate the likelihood that the well will 

penetrate a formation containing oil. I f  the commission concludes with reasonable 

certainty that the well will not penetrate a formation containing oil, the commission 

shall so certify.
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Sec. 3. AS 46.04.030 is amended by adding a new subsection to read:

(s) If  a well certified by the Alaska Oil and Gas Conservation 

Commission under AS 31.05.030(i) penetrates a formation containing oil, 

the operator o f  the exploration facility shall
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* Sec. 6. AS 46 04.050 is amended by adding a new section to read:

(c) Except as provided in AS 46.04.030(s) and 46.04.040(n),

AS 46.04.030(b) and 46.04.040(b) do not apply to  operation o f  an 

exploration facility to the extent that it is used to  drill a well certified by 

the Alaska Oil and Gas Conservation Commission under AS 3t.05.030(i).
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*  S e c .  1 .  A S  3 1 . 0 5 . 0 3 0  I s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n

t o  r e a d :

( i )  W h e n  r e q u e s t e d  b y  a  p e r s o n  p r o p o s i n g  t o  e x p l o r e  f o r  

g a s  b y  m e a n s  o f  d r i l l i n g  a  w e l l ,  t h e  c o m m i s s i o n  m a y  e v a l u a t e  t h e  

l i k e l i h o o d  t h a t  t h e  w e l l  w i l l  p e n e t r a t e  a  f o r m a t i o n  c o n t a i n i n g  o i l .  

I f  t h e  c o m m i s s i o n  c o n c l u d e s  w i t h  r e a s o n a b l e  c e r t a i n t y  t h a t  t h e  w e l l  

w i l l  n o t  p e n e t r a t e  a  f o r m a t i o n  c o n t a i n i n g  o i l ,  t h e  c o m m i s s i o n  s h a l l  

s o  c e r t i f y .

•-* S e c .  2 .  [ D e l e t e .  B u t  i f  r e q u i r e d ,  u s e  r e v i s e d  s e c t i o n  2

a t t a c h e d . ]

*  S e c .  3 .  A S  4 6 . 0 4 . 0 3 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n  t o

r e a d :

( s )  I f  a  w e l l  c e r t i f i e d  b y  t h e  A l a s k a  o i l  a n d  G a s  

C o n s e r v a t i o n  C o m m i s s i o n  u n d e r  A S  3 1 . 0 5 . 0 3 0 ( i )  p e n e t r a t e s  a  

f o r m a t i o n  c o n t a i n i n g  o i l ,  t h e  o p e r a t o r  o f  t h e  f a c i l i t y

( 1 )  s h a l l  n o t i f y  t h e  d e p a r t m e n t ,  t h e  A l a s k a  O i l  a n d  

G a s  C o n s e r v a t i o n  C o m m i s s i o n ,  a n d  a l l  o t h e r  a p p r o p r i a t e  s t a t e  

a g e n c i e s ;  a n d

( 2 )  m a y  n o t  c o n d u c t  e x p l o r a t i o n  a c t i v i t y  e x c e p t

( A )  i n  c o m p l i a n c e  w i t h  a n  o i l  d i s c h a r g e

p r e v e n t i o n  a n d  c o n t i n g e n c y  p l a n  f o r  t h e  f a c i l i t y  a p p r o v e d  

b y  t h e  d e p a r t m e n t ;  o r

( B )  i n  c o m p l i a n c e  w i t h  a n  o i l  d i s c h a r g e

p r e v e n t i o n  a n d  c o n t i n g e n c y  p l a n  f o r  t h e  f a c i l i t y
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! s u b m i t t e d  t o  t b e  d e p a r t m e n t ,  p e n d i n g  t h e  d e p a r t m e n t ' s

d e c i s i o n  o n  p l a n  a p p r o v a l .

*  S e c .  4 .  [ D e l e t e .  B u t  i f  r e q u i r e d ,  u s e  r e v i s e d  s e c t i o n  4

a t t a c h e d . ]

*  S e c .  5 .  A S  4 6 . 0 4 . 0 4 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e o t i o n  t o

r e a d :

( n )  I f  a  w e l l  c e r t i f i e d  b y  t h e  A l a s k a  o i l  a n d  G a s  

C o n s e r v a t i o n  C o m m i s s i o n  u n d e r  A S  3 1 . 0 5 . 0 3 0 ( i )  p e n e t r a t e s  a  

f o r m a t i o n  c o n t a i n i n g  o i l ,  t h e  o p e r a t o r  o f  t h e  f a c i l i t y  m a y  n o t  

c o n d u c t  e x p l o r a t i o n  a c t i v i t y  u n t i l  t h e  r e q u i r e m e n t s  o f  ( b )  o f  

t h i s  s e c t i o n  a r o  m e t .

*  S e c .  6 .  A S  4 6 . 0 4 . 0 5 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n

I t o  r e a d :

( c )  E x c e p t  a s  p r o v i d e d  i n  A S  4 6 . 0 4 . 0 3 0 ( 0 )  a n d  

4 6 . 0 4 . 0 3 0 ( n ) ,  t h e  p r o v i s i o n s  o f  4 6 . 0 4 . 0 3 0 ( b )  a n d  4 6 . 0 4 . 0 4 0 ( b )  

d o  n o t  a p p l y  t o  t h e  o p e r a t i o n  o f  a n  e x p l o r a t i o n  f a c i l i t y  t o  

t h e  e x t e n t  t h a t  i t  i s  u s e d  t o  e x p l o r e  f o r  g a s  b y  m e a n s  o f  

d r i l l i n g  a  w e l l  t h a t  h a s  b e e n  c e r t i f i e d  b y  t h e  A l a s k a  O i l  a n d  

G a s  C o n s e r v a t i o n  C o m m i s s i o n  u n d e r  A S  3 1 . 0 5 . 0 3 0 ( i ) .

*  S e c .  7 .  T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  u n d e r  A S  

0 1 . 1 0 . 0 7 0 ( C ) .
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S e c » 2 .  A S  4 6 . 0 4 . 0 3 0 ( b )  i s  a m e n d e d  t o  r e a d :

( b )  A  p e r s o n  m a y  n o t  c a u s e  o r  p e r m i t  t h e  o p e r a t i o n  o f  a

p i p e l i n e  o r  [ A N  E X P L O R A T I O N  O R ]  p r o d u c t i o n  f a c i l i t y  i n  t h e  s t a t e

o r .  e x c e p t  a s  p r o v i d e i n  A S  4 6 . 0 4 . 0 5 0 ( c ) ^ _ j a f l Y  n o t  . c a u s e  o r  . p e r m i t  

t h e  o p e r a t i o n  o f  a n  e x p l o r a t i o n  f a c i l i t y  i n  t h e  s t a t e  u n l e s s  a n  o i l  

d i s c h a r g e  p r e v e n t i o n  a n d  c o n t i n g e n c y  p l a n  f o r  t h e  p i p e l i n e  o r  

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

c o m p l i a n c e  w i t h  t h e  p l a n .

S e c .  4 .  A S  4 6 . 0 4 . 0 4 0 ( b )  i s  a m e n d e d  t o  r e a d :

( b )  A  p e r s o n  m a y  n o t  c a u s e  o r  p e r m i t  t h e  o p e r a t i o n  o f  a

p i p e l i n e  o r  ( A N  E X P L O R A T I O N  O R ]  p r o d u c t i o n  f a c i l i t y  i n  t h e  s t a t e

o r .  e x c e p t  a s  p r o v i d e d  i n  A S  4 6 . 0 4 . 0 5 0 ( 0 .  m a y  n o t  c a u s e  o r  p e r m i t  

t h e  o p e r a t i o n  o f  a n  e x p l o r a t i o n  f a c i l i t y  I n  t h e  s t a t e  u n l e s s  t h e  

p e r s o n  h a s  s u b m i t t e d  t o  t h e  d e p a r t m e n t ,  a n d  t h e  d e p a r t m e n t  h a s  

a p p r o v e d ,  p r o o f  o f  f i n a n c i a l  a b i l i t y  t o  r e s p o n d  i n  d a m a g e s .  P r o o f  

o f  f i n a n c i a l  r e s p o n s i b i l i t y  r e q u i r e d  f o r

( 1 )  a  p i p e l i n e  o r  a n  o f f s h o r e  e x p l o r a t i o n  o r  p r o d u c t i o n  

f a c i l i t y  i s  $ 5 0 , 0 0 0 , 0 0 0  p e r  i n c i d e n t ;

( 2 )  a n  o n s h o r e  p r o d u c t i o n  f a c i l i t y  i s

( A )  $ 2 0 , 0 0 0 , 0 0 0  p e r  i n c i d e n t  i f  t h e  f a c i l i t y

p r o d u c e s  o v e r  1 0 , 0 0 0  b a r r e l s  p e r  d a y  o f  o i l ;

( B )  $ 3 0 , 0 0 0 , 0 0 0  p e r  i n c i d e n t  i f  t h e  f a c i l i t y

p r o d u c e s  o v e r  5 , 0 0 0  b a r r e l s  p e r  d a y  b u t  n o t  m o r e  t n a n  1 0 , 0 0 0

b a r r e l s  p e r  d a y  o f  o i l ;

( C )  $ 5 , 0 0 0 , 0 0 0  p e r  i n c i d e n t  i f  t h e  f a c i l i t y



p r o d u c e s  o v e r  2 , 5 0 0  b a r r e l s  p e r  d a y  b u t  n o t  a o r e  t h a n  5 , 0 0 0  b a r r e l s  

p e r  d a y  o f  o i l ;

( D )  $ 1 , 0 0 0 , 0 0 0  p e r  i n c i d e n t  i f  t h e  f a c i l i t y

p r o d u c e s  2 , 5 0 0  b a r r e l s  p e r  d a y  o r  J e s s  o f  o i l ;

( 3 )  a n  o n s h o r e  e x p l o r a t i o n  f a c i l i t y  i s  $ 1 , 0 0 0 , 0 0 0 .



Memorandum State of Alaska
O il an d  C m  C onservation  C o ram b tlo o  ■<

* I

To: Jack Phelps .• Date: May 4 ,1995

‘i

c/o Rep. Rokeburg i
Telephone: 279-1433 

':!! Fax number: 276-7542

From: David W. Johnston Subject: HB 334
Chairman ’ J.

•»
The Commission proposes tho following changes in HB334.

In Section 1, Wo propose tho following language: • •
*(i) When requested by a person proposing to explore for gas by means ^d rilling  a well, the 
commission mayjf e te a a f r thc likelihood that iflio'drilling activity wilj^wnoraU: a formation 
container oil. If  the Commission coododc* with reaaonabte certainty that the drilling activity 
win not penetrate a formation contain fog oil, tbj> commission shall so certify os to tbe natural 
gas exploration facility used in that drilling. Ffr purposes of this subsection, the term natural 
gas exploration facility has the same meaningtfs fa AS 46.04.500.* [Noto-Nced a definition 
for natural gas exploration facility fa AS 46.0*900 (i.e., natural gas exploration facility shall 
mean an exploration facility used only for nahifaj gas exploration.]

‘.I
In Section 3, we recommend deleting the phrasoaftfc AS 31.05.030(1). The section should read1

0
"If the operator of a  natural gas exploration facility, for which the Alaska Oil and Gas 
Conservation Commission has certified under AS 31.05.030(0, encountr x oil, tho operator 
shall...." ')

t V 
. i'}

We then recommend changing item (I) to read;
•ft

"notify the Alaska Oil and Gas Conservation Corarmssioc and a0 other appropriate state 
agcodra."

.*.y
(

In Section 5, we recommend the following language:

jj
"If the operator of a natural gas exploration facility for which the Alaska Oil and Gas 
Conservation Commission certifies under AS 31.05.030(1) cooounters oil, the operator must 
cease all activity until tho bonding requirement'of (b> of this section are met."

The commission leeks expertise for determining the appropriate bonding amounts to assure surface 
clean up rpillod ofl. The commission would hkety need to odd staff to accomplish this task.

Finally, in section 6, wo recommend coding tho wtwetion after AS 31.05,030(i).


