


FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1

2002 LEGISLATIVE SESSION Bill Version: SB 319
(S) Publish Date: 3/1/02

Revision Date/Time (Note if correction): Dept. Affected: DNR
Title Shallow Natural Gas Leasing '‘BRLI Oil and Gas Development
Component Oil and Gas Development

Sponsor Sen. Torgerson
Requester Senate Resources

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008

Personal Services

Component No. 439

Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) 275.0* 250.0" 250.0" 1250.0" 250.0" 250.0"

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type--Do nol abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2002) cost: 0.0

Check this box (X) if funding for this bill is included in the Governor's FY 2003 budget proposal: £

POSITIONS
Full-time |
Part-time

Temporary

ANALYSIS: (Attach a separate page if necessary)
‘Positive revenue flow anticipated in FY 03 from the conversion of approximately 50 shallow gas leases.

Lessees would have a one-time chance to convert the lease to the specifications allowed under the new
amendments ifthey pay the difference in the application fee (estimated at $4,500 iffees are set at $5,000
in the regulation process), bonding requirement, and rental fees. Under this example the state could
receive $225,000 additional application fees, plus an additional $0.50 per each acre converted under the
proposed amendments. DNR also assumes that itwill receive 10 new applications ($50,000) during
FYO03.
*" In the ensuing years, activity in shallow gas leasing is expected to increase leading to additional
revenues to the state. These figures assume that DNR receives 50 new applications each year. This
amount does not include ad iitional rental income nor royalties from production.

Phone 269-8800
Date/Time 2/25/2002

Prepared by: Mark Myers

Division Oil and Gas
Approved by:  Pat Pourchot Date 2/25/2002
Agency Natural Resources
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A laska State Legislature

Senator John Torgerson
Chair,Senate Resources Committee
Chair,Senate Community and Regional Affairs Committee

Ciiair,Joint Committee on Natural Gas Pipelines

District:
State Capitol, Room 427, Juneau, AK 99801 45457 Kenai Spur Hwy.Suite 101B,
Telephone 907/465-2828 Fax 907/465-4779 Soldotna, AK 99669

Telephone 907/260-3042 Fax 907/260-3044

Sponsor Statement

SB 319 - “An act relating to shallow natural gas leasing; and providing for an
effective date.”

Shallow gas leasing was originally proposed as a program that would enable exploration
and production of shallow natural gas deposits. One of the features of the program was
to encourage a new energy supply to villages, mines, and other rural users. The program
is fully operational with over 100 leases processed and nearly 200 more pending. The
program has become a vehicle for commercial gas development in Fairbanks, Big Delta,
Matsu Valley, and the lower Kenai Peninsula. SB 319 is intended to advance the
program into a more robust and viable commercial program that should benefit all

parties.

Because the program has become more commercial in nature, increasing revenues from
application fees and annual rental fees is appropriate. The program will still neither
involve competitive bidding nor require bonus bids. However, application fees for
shallow gas leases have been increased from $500 to $5,000 and annual rental fees have
been increased from $0.50 to $1 per acre. The increased fees are designed to increase
revenue and pay for the program costs, while not discouraging parties of genuine interest
and ability from developing shallow natural gas resources.

The requirement that DNR annually notify a lessee by certified mail of rental due has
been deleted. Rent would automatically be due on the date determined in the lease.
Deadlines have proven to be unworkable and do not recognize the work required by DNR
to prepare leases in areas that are populated and may have complex land ownership

patterns.

Representing The Kenai Peninsula

Anchor Point  Bear Creek Clam Gulch  Cooper Landing Crown Point Fritz Creek  Happy

Valley Halibut Cove Homer Hope Kachcmak City Kacliemak Solo Kasilof  Lowell Point

Moose Pass Nanwalek Nikolaevs Ninilchik Port Graham Razdolna Seward Seldovia
Soldotna Stariski Sterling Voznesenka
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The limitation on depth to 3,000 feet has been replaced with the requirement that some
portion of the field must be within 3,000 feet of the surface. The total amount of acreage
that may be held by shallow natural gas lessees has been increased from 46,080 acres to
an aggregate of 100,000 acres. The acreage increase reflects the fact that large acreage
may be necessary to a shallow gas program.

The requirement that the applicant conduct a title search will be removed. DNR routinely
conducts a title search for land before leases are issued. Additionally, there are no title
companies who will conduct a thorough title search of the subsurface estate and warranty
title. These changes will improve reservoir management and increase the value to the

lessee and the state.

New bonding provisions would demonstrate lessees are fiscally responsible and would
help protect surface owners. The lessee must secure the bond as a precondition to
obtaining the lease. In the event that the surface estate is owned by a private party, an
additional bond may be required if the lessee and the private party cannot reach an

agreement.

Lessees will have from July 1, 2002 through September 30, 2002 (roughly 90 days) to
convert leases from the existing program to the new program, if they so choose.



A laska State Legislature

Senator John Torgerson

Chair,Senate Resources Committee
Chair,Senate Community and Regional Affairs Committee

Chair,Joint Committeeon Natural Gas Pipelines

District:
45457 Kenai Spur Hwy.; Suite 101B, Soldotna, AK 99669

Session:
Telephone 907/260-3042 Fax 907/260-3044

State Capitol, Room 427, Juneau, AK 99801
Telephone 907/465-2828 Fax 907/465-4779

SECTIONAL ANALYSIS
SB 319
“An Act relating to shallow natural gas leasing”

Sec. 1Page 1, lines 6-7.
Amends the 3,000 foot depth to “a field, if a part of the field is within 3,000 feet

of the surface.”

Sec. 2 Page 2, Lines 14-22
* Amends the application fee to “up to $5,000.”
* Amends the total acreage from 46,080 acres to 100,000 acres.

Sec. 3 Page 2, Lines 23-7
Removes the timing requirements for DO&G: Notice 20 days after receipt of

application; Execute lease within 90 days after close of public comment period or
30 days after final consistency determination.

Sec. 4 Page 3, Lines 8-14

* Increases rental from .50 per acre to $ 1 per acre.
® Removes requirement that DO&G send written notice by certifiedmail ofrent
due.

Sec. 5 Page 3, Lines 15-29
amends depth in AS 38.05.177(j) Lessee has the right to produce gasonly ifitis

from a field if a part of the field is within 3000 feet of the surface.

Sec. 6 Page 3, Lines 30-16
Adds new section requiring an additional bond (in addition to the bond required

under AS 38.05.130). Establish by regulation form and amount for statewide,
areawide, unit-wide, or per-lease bonds.

Representing The Kenai Peninsula

Cooper Landing Crown Point Fritz Creek Happy Valley Halibut Cove

Lowell Point Moose Pass Namvalek Nikolaevsk

Anchor Point Bear Creek Clam Gulch
Sterling Voviesenka

Homer Hope KachemakCity Kachemak Selo Kasilof
Ninilchik Port Graham Razdolna Seward Seldovia Soldotna Stariski



* The bond must be posted as a condition of issuing the lease.

* An additional bond is not required if the person already has a bond covering the
person’s statewide oil and gas leasing activities in an amount of at lease $500,000.

Sec. 7 Page 4, Lines 17-5

e Amends the depth with respect to Waste Disposal Permits under Title 46(DEC).

The permit requirements do not apply for “water well drilling, geophysical

drilling, or coalbed methane drilling or other natural gas from a field subject to

lease under AS38.05.177.

Sec. 8 Page 5, Lines 6-29

* Changes depth for proof of financial responsibility to respond to damages in the

case of pipelines or exploration/production facilities Title 46 (DEC).

Sec. 9 Page 5, Line 30
* Repeals the requirement for the applicant to conduct the title search.

Sec. 10 Page 5, Lines 31-5
« DNR may proceed with adopting regulations necessary to implement these
amendments.

Sec. 11, Page 6, Lines 6-12
« Adds a new section to the uncodified that allows lessees to convert leases to
consistency with the amendments between July 1, 2002and October 1, 2002.

Sec. 12 Page 6, Line 13
e Section 10, above, takes effect immediately

Sec. 13 Page 6, Line 14
e The remainder of the amendments take effect July 1, 2002
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o 17% of total U.S. gas reserves

e 35 trillion cubic feet of gas

 20% of total U.S. oil production

1.04 million barrels of oil per day

Sources: Alaska data are from Department of Natural Resources, Division of Oil and Gas, 2001 Annual Report
U.S. data are from U.S. Crude Oil. Natural Gas, and NGL Reserves. 2000 Annual Report, U.S.D.O.E.-E.l.A,
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Petroleum Revenue Sources (FY 2001 ) '

Total Royalties, Bonuses, Rents & Settlements _ _
$1,145.9 Million-— - S 1S I’Flt

General Fund Royalties, Bonuses & Rents R ; G t <o A
$795.5 Million
Royalties to Permanent Fund &
School Fund4:
$:3-.1 Million

Settlements to CBR F4:
$1o.o Million

(Includes Royalties & Taxes)

IIIVII

FY 2001 Unrestricted Revenue

'8InY pe™*

$1.125.4 Million2

(Oil & Gas Property Tax + Tax Settlements +
Income Tax + Severance Tax)

1 Includes Federally shared rentals

2 Source: pg. 23, DORFall 2001 Revenue Sources Book

3 Source: pg. 22, DORFall 2001 Revenue Sources Book

momQy2

4 Source: pg. 19, DORFall 2001 Revenue Sources Book
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ALASKA OIL AND GAS LEASING PROCRAM
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Total Acres Leased =1.6 M illion [ ]
North Slope Foothills Cook Inlet* o~
e Area’sFirst Lease Sale e 6 Bidding Groups :: - - -
= 8Bidding Groups e $928,085 in Bonus Bids
e 078,560 Acres Leased ‘e
(* Final Results)

e $10.7 Million in Bonus Bids

Beaufort Sea

North Slope
e 16 Bidding Groups (Shell * 7 Bidding Groups
returns after 13 yrs) e 60,800 Acres Leased
e 469,760 Acres Leased e $5.4 Million in Bonus Bids

e $7.4 Million in Bonus Bids

jih 1201
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Source: Division of Oil and Gas, January 2002
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ACres

O ShaUovv Gas Leases

O Exploration Licenses

MOil & Gas Leases V-
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Sale Legend 2001
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* FY 01 Revenue Delayed to FY 02
Balance on Bonus Bids = $8.9 Million
1 Yr Lease Rentals = $1.3 Million

jjh 1101



04 Eaaaaaai 7 uwssa , tsiswan , ems™ , |

1996 1997 1998 1999 2000 2001

Year

ihh 102



180
haVie FS
S 160
g
W - 10

1995 1996 1997 1998 1999 2000

Year

Actions include Units and Participating Areas formed, expanded, contracted, and terminated,;
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SB 319

lof1l

Subject: SB 319
Date: Mon, 15 Apr 2002 09:44:47 -0600
From: "John Tanigawa" <JohnT@EvergreenGas.com>
To: <Jennifer_Yuhas@/legis.state.ak.us>
CC: "Jack Ekstrom \(E-mail\)" <JackE@EvergreenGas.com>

Jennifer,

Thanks for the help. | would appreciate it if you could draft up an
amendment.

Here is the change that we'd like to see. Again, | have confirmed that
Kevin Tabler v/ith Unocal, Mark Myers with the Division of Oil and Gas, and
Jerry Booth of Teck-Cominco have no problem with this. | have calls in with
Darwin of Sen Torgerson's office regarding this change.

W progose changing the maximum allowable acreage from 100,000 acres to
138,240 acres. An amendment would change one word in the current version of
the bill. The significance of the 138,240 acres is exactly 6 townships.
Making shallow gas economic through economies of scale in arctic
environments is the reason for this request. Exactly 6 townships is because
one applies for acreage in 1/4 township increments, so it seems reasonable

that the maximum would be a township.

LcrSation of change: -""'Section 2 AS 38.05.177(b), 18 _
Page 2, Line 19 of SB 319 C (Senate Finance)

What it says right now:
(1) ... a lessee may not hold more than an aggregate of 100,000 [46,080]

acres cf land...

What we propose:

(1) ... a leasee may not hold more than an aggregate of 138,240 [46,080]
acres of land...

Thanks again Jenn.

John T.

4/15/2002 12:36 PM
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Subdect: SB 319
ate: Mon, 15 Apr 2002 09:44:47 -0600
From: 3ohn Tanigawa" <JohnT@EvergreenGas.com>
T0: <Jennifer_Yuhas@legis.state.ak.us>
. "Jack Ekstrom \(E-mail\)" <JackE@EvergreenGas.com>

Jennifer,

Thanks for the help. | would appreciate it if you could draft up an
amendment.

Here is the change that we'd like to see. Again, | have confirmed that
Kevin Tabler v/ith Unocal, Mark Myers with the Division of Oil and Gas, and
Jerry Booth of Teck-Cominco have no problem with this. | have calls in with
Darwin of Sen Torgersonls office regarding this change.

Weé propose changing the maximum allowable acreage from 100,000 acres to
138,240 acres. An amendment would change one word in the current version of
the bill. The significance of the 138,240 acres is exactly 6 townships.
Making shallow gas economic through economies of scale in arctic
environments is the reason for this request. Exactly 6 townships is because

one applies for acreage in 1/4 township increments, so it seems reasonable
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April 15, 2002

Honorable John Torgerson
Alaska Slate Smiiiln

Slate Capitol
Juneau, AK 09801

RF: Senate Bill 319, Regarding Shallow Gas Leasing A1 $ 20(2

Dear Senator Torgerson,

Thank you Tor the opportunity to comment on this hill regarding shallow gas leasing which in many
instances will he eoalbed methane. The Alaska Miners Association was heavily involved in die bill
that First established shallow gas leasing and wc remain very interested in the topic.

There remains an item in CSSB-3 19(FIN) version J the wc feel should he changed. In AS
38.05.177(1) we support increasing the annual lease rate From X0.5()/acre to SI.00/acre Inil not
removal ofall requirements for DNR to send out lease payment notices. We appreciate that current
statute requires that a written notice be sent by certified mail lo all lessees and that tins adds
workload. However, to not provide a notice and to not allow any grace period after the due date is
punitive and will place some leases in jeopardy. Such a requirement is very burdensome for
industry and will result in significant conflicts and problems for the Department. Wc therefore
suggest that the Department send out a notice for only those leases lor which the payment is not
received by the due date and give the lessee 30 days to pay, nfier which time the leases would be
terminated. This subsection (f) would then read:

(1) A shallow gas lease must provide for paymentto the state of an annual rent in the amount
of51 [50 CF.NTS] per acre. The rent is due and payable on the date [DATES] dele mined

in the lease. If the lease payment is nut received by the due date. [Tithe director shall

mail the lessee one written notice, certified return receipt requested” THRF.F. WEEKS

BEFORE THE DUE DATE OF THE RF.NTj. 1! the lessee fails to pay the rent within 30

dnvs of receipt of the notice, the director shall terminate the lease

Thank you for tho opportunity to comment on this bill.

Sincerely.

Steven C. Rorell, P.F.
Executive Director

cc: Representative Beverly Masek
Representative Drew Sculzi
Director Mark Myers
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Subject: JJT Testimony for House Resources 4 14 2002
Date: Mon, 15 Apr 2002 10:00:18-0600
From: "John Tanigawa" <JohnT@EvergreenGas.com>
To: <Jennifer_Yuhas@legis.state.ak.us>

Testimony of John Tanigawa (from Mat-Su LIO)
Evergreen Resources (Alaska) Corporation
House Resources Committee

Monday, April 14, 2002,1:00 PM

RE: SUPPORT OF SENATE BILL 319

Thank you Mr. Chairman. My name is John Tanigawa. |am the Special Projects Manager for
Evergreen Resources Alaska Corporation, a wholly owned subsidiary of Evergreen
Resources, Inc. Last December, | moved to Wasilla to oversee our operations. Currently,
we have 46,080 acres of Shallow Gas Lease Applications located near Willow. Today, |

testify in support of Senate Bill 319.

SB 319 removes obstacles to our ability to explore for and to develop shallow natural gas.
Evergreen Resources Alaska’s specialties extend to Alaska the main focus of Evergreen
Resources which is coal bed methane, unconventional gas and shallow natural gas
development. These activities require at least 100,000 acres or roughly 4 townships to
establish the necessary economies of scale for initial development. Due to the challenges of
operating in an artic environment however, increasing that acreage limitation to 138,240 acres
or 6 townships, increases economic viability of shallow natural gas. We strongly support
increasing the depth limitation to one that relies on science and geology for the specific play.
We are certain that we can drill, complete and produce natural gas wells below 3,000 feet in a
safe and environmentally responsible manner using already existing technologies that we

employ.

Finally Mr. Chairman, the Shallow Natural Gas Program is the primary reason Evergreen is in
Alaska. We are grateful that the legislature is making this program possible and for improving
it. Changes proposed in this bill provide us the necessary latitude to operate in an
economically sound and environmentally safe manner. We acknowledge the Division of Qil

and Gas for collaborating with us and other stakeholders and is an excellent example of how
state agencies and industry can work together to the benefit not just government and industry,

but particularly the public.
Thank you for allowing me to testify.

I would be pleased to answer any questions that you may have.

4/15/2002 12:36 PM
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April 15, 2002

Honorable John Torgerson
Alaska Sink: Sennit:

Slate Capilol

Juneau, AK 09501

RF: Semite Rill .119, Regarding Shallow Gas Leasing APR J A 2002

Dear Senator Torgerson,

Thank you for the opportunity loeommenl on this hill regarding shallow gas leasing which in many
instances will bceoalbcd methane. The Alaska Miners Association was heavily involved in the bill
that first established shallow gas leasing and wc remain very interested in the topic.

There remains an item m CSSB-3 19(F1N) version J the we feel should be changed. In AS
38.05.177(1) we support increasing the annual lease rate from SO.SO/ucre to S1.00/acre but not
removal ofall requirements for DNR to send out lease payment notices. We. appreciate that current
statute requires that a written notice be sent by certified mail to all lessees and that this adds
workload. However, to not provide a notice and to not allow any grace period after the due date is
punitive and will place some leases in jeopardy. Such a requirement is very burdensome fur
industry and will result m significant eonflicis and problems for the Department. Wc therefore
suggest that the Department send out a notice for only those leases lor which tho payment is not
received by the due date and give the lessee 10 days lo pay, nfler which time the leases would be
terminated. This subsection (f) would then read:

(1) A shallow gas lease must provide for payment to the state of tin annual rent in the amount
of51 [50 CRNTS] per acre. The rent is due and payable on the date [DATES] dele mined
in the lease. If the lease payment is not received bv the due date, [T]|llie director shall
mail the lessee one written notice, certified return receipt requested® THRF.F. WEEKS
BEFORE THE DUE DATE OF THF. RF.NTj. If the lessee fails to pay the rent within 30..

f receipt of the notice, the director shall terminate the lease

Thank you for the opportunity to comment on this bill.

Sincerely.

Steven C. Borell, P.F.
Executive Director

CC; Representative Beverly Masek
Representative Drew Scalzi
Director Mark Myers
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Subject: SB 319
Date: Mon, 15 Apr 2002 09:44:47 -0600
From: "John Tanigawa" <JohnT@EvergreenGas.com>
To: <Jennifer_Yuhas@Ilegis.state.ak.us>
CC: "Jack Ekstrom \(E-mail\)" <JackE@EvergreenGas.com>

Jennifer,

Thanks for the help, | would appreciate it if you could draft up an
amendment.

Here is the change that we'd like to see. Again, | have confirmed that
Kevin Tabler with Unocal, Mark Myers with the Division of Oil and Gas, and
Jerry Booth of Teck-Cominco have no problem with this. | have calls in with
Darwin of Sen Torgerson's office regarding this change.

W progose changing the maximum allowable acreage from 100,000 acres to
138,240 acres. An amendment would change one word in the current version of
the bill. The significance of the 138,240 acres is exactly 6 townships.
Making shallow gas economic through economies of scale in arctic
environments is the reason for this request. Exactly 6 townships is because
one applies for acreage in 1/4 township increments, so it seems reasonable

that the maximum would be a_township, _

Jcation of change: Section 2 AS 38.05.177(b), (1 _
Page 2, Line 19 of SB 319 C (Senate Finance)

What it says right now:
(1) ... a lessee may not hold more than an aggregate of 100,000 [46,080]

acres of land...

What we propose:

(1) ... a leasee may not hold more than an aggregate of 138,240 [46,080]
acres of land...

Thanks' again- Jenrf.

John T.

4/15/2002 12:36 PM
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