


FISCAL NOTE
STATE OF ALASKA
2002 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title Shallow Natural Gas Leasing

Fiscal Note Number: 
Bill Version:
() Publish Date:

Dept. Affected:
'BRU

SB 319

DNR
Oil and Gas Development

Component Oil and Gas Development
Sen. Torgerson

Requester Senate Resources Component No. 439

E xpenditures/R evenues (Thousands o f 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
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** 250.0** 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 not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2002) cost: 0.(1
Check this box (X) if funding for this bill Is Included In the Governor's FY 2003 budget proposal: 1

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 if they pay the difference in the application fee (estimated at $4,500 if fees 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 it will receive 10 new applications ($50,000) during 
FY03,
** 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 additional rental income nor royalties from production.
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A l a sk a  St a t e  L e g isl a t u r e
S e n a t o r  J o h n  T o r g e r s o n

C h a i r , S e n a t e  R e s o u r c e s  C o m m i t t e e  
C h a i r , S e n a t e  C o m m u n it y  a n d  R e g i o n a l  A f f a i r s  C o m m i t t e e  
C h a i r , J o i n t  C o m m i t t e e  o n  N a t u r a l  G a s  P i p e l i n e s

D istrict:
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 n a tu ra l gas leasing; and  provid ing  fo r an
effective da te .”

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.

Re p r e se n t in g  Th e  K e n a i P e n in su l a

Anchor Point Bear Creek Clam Gulch Cooper Landing Crown Point Fritz Creek Happy 
Valley Halibut Cove Homer Hope Kachemak City Kachcmak Selo Kasilof Lowell Point 
Moose Pass Nanwalek Nikolaevs Ninilchik Port Graham Razdolna Seward Seldovia

Soldotna Stariski Sterling Voznesenka

Session:



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 choos



• 8.0 billion barrels of oil

• 17% of total U.S. gas reserves
• 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.I.A.
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$1,145.9 Million
General Fund Royalties, Bonuses & Rents 
$798.8 Million 
Royalties to Permanent Fund & 
School Fund4:
$337.1 Million
Settlements to CBRF4:
$10.0 Million
(Includes Royalties & Taxes)

T  J 1 Y P Q '

$1,125.4 Million2
(Oil & Gas P roperty  Tax + Tax Settlements + 
Incom e Tax + Severance Tax)

1 ,2

FY 2001 Unrestricted Revenue

1 Includes Federally shared rentals

2 Source: pg. 23, DOR Fall 2001 Revenue Sources Book

3 Source: pg. 22, DOR Fall 2001 Revenue Sources Book

4 Source: pg. 19, DOR Fall 2001 Revenue Sources Book
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ALASKA O IL  AND GAS LEASING PROGRAM
B arrow

/'OUT

ALASKA
DEPARTMENT OF 

NATURAL RESOURCES 
DIVISION OF OIL AND GAS

MARK MYERS, DIRECTOR

ationul Petroleum-'

iifticlisfofional
VifdlifeRefug,

Kotzebuei?; N orth  Slope Sales 
Foothills Arcawide M ay  
A rcaw ide Oct

B eaufort Sea Sales 
A rcaw ide O

N om e*
C ook In le t Sales 

A rcaw ide IV

$  Me U ra ll^ .
200 MILES

- .ralkeetria 's'.' :* ■ -

. t — ?  V aldez, i  i .  v ;

B ase  Map A lb e rs Equal-A rea Conic Pro jection , 1027 Nortli American 
D atum . Ctartre 1866 e llip so id  w ith a  cen tra l m erid ian o l 154", origin 
la t itu d e  ot 50‘ . northern p ara lle l ot 65’ . sou thern  para lle l o l 55’ .
This map Is (or Informational purposes only. j an ’Q;

-*B ethel

m orn
/J u w b o ra s c . J ■

KCIlfll C>r~ “ v j , .
itll%  M  i  s 1 Yakutat

j^Ioriier

"/.’ ^ • K o d ia k

U n a la s |u y .. «j*£

IV 
-



FIVE-YEAR O IL  A N D  GAS  L EA S IN G  P R O G R A M  
PUBLIC NOTIF ICATION SCHEDULE

ALASKA
D EPA RT M EN T  O F  
NATURAL RESO U RCES  
D IV IS IO N  OF O IL  & .GAS

January
2002

2 0 0 6 ___________2 0 0 4 ______________
J  F M A M J  J A S O N D2 0 0 3

P r o po s ed  Sale  Area  <£ Date

C o o k  I n l e t  
A r e a w i d e  2 0 0 2

N o r r l i  S l o p e  ■ 
A r e a - w i d e  2 0 0 2

; r e u w id e  2002

i N o r t h .  S l o p e  F o o t h i l l s  
A r c a w i d e  2 0 0 3

C o o k  I n l e t  
A r e a w i d e  2 0 0 3

N o r t h  S l o p e  ‘ 
A r e a w i d e  2 0 0 3

B e a u f o r t - S e a  
A r e a w i d e  2 0 0 3

N o r t h  S l o p e  F o o t h i l l s  
A r e a w i d e  2 0 0 4  _ M a y

C o o k  I n l e t  
A r e a w i d e  2 0 0 4

N o r t h  S l o p e  
A r e a w i d e  2 0 0 4

Kcan'fort.'Sca V" ' ’ ' V O et 
i > A r e a w i d e  2 0 0 4

N o r t h  S l o p e  F o o t h i l l s  
A r e a w i d e 2 0 0 5  . i '

C o o k  I n l e t  
A r e a w i d e  2 0 0 5

M a y

N o r t h  S l o p e  
A r c a w i d e  2 0 0 5

- .7
B e i i n f o r t  S e n  • \ :  J-2i J S o i l u i o r t S e n  •

‘'v, A rcaw fdc 200 S Hgf?

N o r t h  S l o p e  F o o t h i l l s  
A r e a w i d e  2 0 0 5  .

C o o k  I n l e t  
A r c a w i d e  2 0 0 6

N o r t h  S l o p e  
A r e a w i d e  2 0 0 6 :

Rti B e a u f o r t  Sen; ;T v s <
; A r e a w i d e  2 0 0 6 . '  .

A 3 Sale Added lo Schedule.
C -  Call for Comments:

Request for New Information Made Available Since Last Finding. 
E * End of Comment Period.
P -  Preliminary Best Interest Finding/

ACMP Consistency Analysis.

F n Final Finding and Notice of Sale and Terms.
*S- Supplement to Final Finding ani/or Notic' of Sale and Terms. 
fsJ-Salc.

P ub l i c  P ro co s s

Visit o u r  W ebsite a t  " w w w .ilog .dnr.state.ak .us/o il"

http://www.ilog.dnr.state.ak.us/oil
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Total Bonus Bids = $24.5 Millionr f 't  I  ■ . ... -  , ■ t < . ' • / '*  ... • •

M U K B M

Cook Inlet*North Slope Foothills
• Area’s First Lease Sale
• Largest State Sale Ever
• 8 Bidding Groups
• 978,560 Acres Leased
• $10.7 Million in Bonus Bids

• 6 Bidding Groups
• 102,523 Acres Leased
• $928,085 in Bonus Bids 
(* Final Results)

North Slope
• 16 Bidding Groups (Shell 

returns after 13 yrs)
• 469,760 Acres Leased
• $7.4 Million in Bonus Bids

Beaufort Sea
• 7 Bidding Groups
• 60,800 Acres Leased
• $5.4 Million in Bonus Bids

j j h  1 1 /0 1



O - ,  1 *  A  *  V  T>• 873,600 Total Acres, located west of Susitna R.
• Total Exploration Commitment over $5 Million
• Final Finding and Decision -  February 2002

Proposed -  Nenana Basin 
•Andex Resources submitted only proposal
• 499,800 Acres, located north and west of Nenana
• Exploration Commitment = $2.5 Million
• Preliminary Finding -  February 2002
• Final Finding and Decision -  Late Summer 2002

j j h  1 1 /01
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Pipeline capacity

Source: Division o f Oil and Gas, Januaiy 2002 krb 1/02
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• FY 01 Revenue Delayed to FY 02
Balance on Bonus Bids = $8.9 Million 
1st Yr Lease Rentals = $1.3 Million
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Actions include Units and Participating Areas formed, expanded, contracted, and terminated; 
Unit decisions appealed; Unit Plans of Exploration and Development reviewed and approved.
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■ , . ^Geologic Data
(Well logs, Directional Surveys, Geochemistry, 
Paleontology, & Formation data)
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Royalty, Lease, Unit/Participating 
Areas, Ownership & Economic Data
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+

Engineering & Production Data

Geophysical Data 
(Seismic, Gravity, 
Magnetic, Velocity, 
& Shotholc data)

Geographic Information 
Cultural & Physical Data 

Aerial & Satellite Imagery
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$42,106 

Seismic Hardware 
and associated 

software

$22,130 
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seismic data 
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$64,125 
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