


FIS CAL NOTE

STATE OF ALASKA Fiscal Note Nurmber:

2004 LEGISLATIVE SESSION Bill Version: SB312-DNR-0&G-02-19-C4
() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected: Natural Resources
Title Conventional & Non-conventional Gas Leases 'RDU Resource Development
Component Oil and Gas Development

Sponsor Senate Resources
Requester Senate Resources Component No.

Expenditures/Revenues (Thousands of Dallars)

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

439

0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES (1004 GF ) + “Indeterminate Positive Amount*

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 (FY2004) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2035 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYsIs:  (Attach a separate page ifnecessary)
This hill would eliminate the current over-the-counter shallow natural gas program SB 312 would create a

new gas only option under the competitive leasing and exploration licensing prograns.

"Indeterminate positive fiscal note:  Moving from an over-the-counter program to a conpetitive program
will result in increased revenue to the state. The commissioner will be able to set minimum rentals and
bonus bid amounts based on technical analysis of the potential resources and economics of the lease or
license area. While a best interest finding process will cost nore up front, that cost will be nore than offset
by the gains in going to a competitive process. Also, having a best interest finding process at the leasing
stage will facilitate a nore efficient progression to exploration and development and provide the state with
royalties and other revenues from developrment sooner.

Prepared by:  Mark D. Myers Phone 269-8800
Division Oil and Gas Date/Time 2/19/04
Approved by:  Thomas Irwin, Commissioner Date 2/19/04
Agency Natural Resources
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E xploration Licensing Public Process

Company submits a proposal consisting of
0 Proposed license area (up to 500,000 acres)
0 Work commitment ($$ to be spent on exploration)
0 Term of license (up to 10 years)

D0&G issues Notice 0fIntent to Evaluate a License Proposal and requests public

comment
0 Public comment period must be for at least 30 days
0 Notice is:
m placed in statewide and local newspapers
m posted on state and division websites
m mailed to addressees on division’s mailing list
m posted in local post offices

DO&G issues Requestfor Agency Information

0 Sent to state and federal agencies, local governments and tribal

organizations
0 Minimum of 60 days to submit information

Do&G issues Notice 0fPreliminary Best Interest Finding and requests public

comment; if within the coastal zone, DO&G also issues ACMP Consistency
Analysis

0 60-day public comment period

0o Notice is:

m placed in statewide and local newspapers: 1-time posting
m posted on state and division websites
* mailed to addressees on division’s mailing list
m posted in local post offices
o Display ads placed in statewide and local newspapers; 1 per week for 2

weeks
o Division conducts public meetings to hear public testimony

If within the coastal zone, DO&G issues PfOpOSGd ACMP Consistency
Determination

0 5 days to request elevation to resource commissioners (DNR, DEC,
DF&G)

po&G issues Notice 0fFinal Finding, ACMP Consistency Determination, and

awards license
0 Those who participated in the public process have 20 days to request

reconsideration by the commissioner



10.

11.

Contents of Best Interest Finding
for Exploration Licenses and Areawide Lease Sales

Property descriptions and locations;
The petroleum potential of the license or sale area, in general terms;
Fish and wildlife species and their habitats in the area;

Current and projected uses in the area, including uses and value of fish and
wildlife;

The governmental powers to regulate oil and gas exploration, development,
production, and transportation;

Reasonably foreseeable cumulative effects of oil and gas exploration,
development, production, and transportation on the iicense or sale area, including
effects on subsistence uses, fish and wildlife habitat and populations and their
uses, and historic and cultural resources;

Stipulations and mitigation measures, including any measures to prevent and
mitigate releases of oil and hazardous substances, to be included in the license or
leases, and a discussion of the protections offered by these measures;

Method or methods most likely to be used to transport oil or gas from the lease
sale or license area, and the advantages and disadvantages, and relative risks of

each;

Reasonably foreseeable fiscal effects of the exploration license or lease sale and
the subsequent activity on the state and affected municipalities and communities,
including the explicit and implicit subsidies associated with the exploration

license or lease sale, if any;

Reasonably foreseeable effects of oil and gas exploration, development,
production, and transportation on the municipalities and communities within or
adjacent to the exploration license or lease sale area; and

For lease sales: the bidding method or methods adopted by the commissioner;

For exploration licenses:

a. describe the limitations, stipulations, conditions or changes from the
proposal that are required to make the issuance of the license conform to
the best interests of the state; and

b. if only one proposal was submitted, identify the prospective licensee.



Areawide Leasing Public Process

Lease sale placed on 5-year leasing schedule

DO&G issues Requestfor Agency Information ancl Callfor Public Comments

0 Sent to state and federal agencies, local governments and tribal

organizations
0 Minimum of 60 days to submit information

o Notice is:
* posted on state and division websites

m  mailed to addressees on division’s mailing list

Do&G issues Notice of Preliminary Best Interest Finding and requests public
comment; if within the coastal zone, DO&G also issues ACMP Consistency

Analysis
0 60-day public comment period
o Notice is:

m placed in statewide and local newspapers: 1-time posting
m posted on state and division websites
m mailed to addressees on division’s mailing list
m posted in local post offices
o Display ads placed in statewide and local newspapers; 1per week for 2

weeks
o Division conducts public meetings to hear public testimony

If within the coastal zone, DO&G issues POPosed ACMP Consistency
Determination

0 5days to request elevation to resource commissioners (DNR, DEC,
DF&G)

po&G issues Notice 0f Final Finding, ACMP Consistency Determination, and

decision to lease 90 days prior to lease sale
0 Those who participated in the public process have 20 days to request

reconsideration by the commissioner



SNG Leasing Exploration Licensing

Non-competitive Competitive

location of leases selected by applicant location of license proposed by applicant

$5,000 filing fee $L/acre licensing fee

No best interest finding (BIF) required Best interest finding (BIF) required

No ACMP Consistency Determination required ACMP Consistency Determination required if in the coastal zone
Notice of license proposal posted in newspapers, in local post offices,
and on state and division websites, mailed to division meiling list
addressees ; 30-day public comment period

Notice of filing posted in newspaper; 60-day public comment
period

Request for Agency Information
Call for Public Comments

Preliminary BIF. Notice posted ir newspapers, in local post offices,

Not Required
and on state and division websites; mailed to division
mailing list addressees ; 60-day public comment period
Display ad in newspapers, 1 per week for 2 weeks
Division conducts public meeting(s)
Not Required Final BIF. Notice posted in newspapers, in local post offices, and on

offices, and on state and division websites; mailed tn division
mailing list addressees ; 20-day reconsideration period

Lease issued License issued

Areawide Lease Sales
Competitive
Sale area determined by commissioner
Minimum Bonus $$/acre bid set by commissioner
Best interest finding (BIF) required
ACMP Consistency Determination required if in the coastal zone

NA

Request for Agency Information
Call for Public Comments

Preliminary BIF. Notice posted in newspapers, in local post offices,

and on state and division websites; mailed to division

mailing list addressees ; 60-day public comment period
Display ad in newspapers, 1 per week for 2 weeks
Division conducts public meeting(s)
Final BIF. Notice posted in newspapers, in local post offices, and on
offices, and on state and division websites; mailed to division
mailing list addressees ; 20-day reconsideration period

Lease sale conducted

Leases issued



Alaska State Legislature

Senate Resources Comm ittee
Senator Scott Ogan, Chair

Senator Fred Dyson

Senator Kim Elton

Senator Georgianna Lincoln

Senator Ralph Seekins 1 /
Senator Ben Stevens

Senator Tom Wagoner

tate M-aP‘t0* R°om 103
Juneau, AK. 99801-1182
Phone: (907) 465-4907

Fax: (907) 465-3265

SPONSOR STATEMENT

SB 312 Conventional and Non-Conventional Gas Leases

Nine years ago shallow gas leasing legislation was passed. The intent of the original legislation was to
create growth in private sector jobs, increase the tax base for local schools/governments, provide clean,
inexpensive energy for rural Alaskan communities and continue development of our state's resources as
mandated in our Constitution. This bill was based on the need to treat less economic, non-conventional

gas, differently than deep-hole, high-pressure conventional oil and gas.

The original legislation, HB 394, allowed for acquiring leases on a first come, first serve basis. This was, in
part, to encourage development of alternative gas resources in areas of the state not on the power grid.
Due to the known shortage of natural gas in south central Alaska, interest in leasing on shore in .he Cook
Inlet Basin has skyrocketed. The unintended consequences of this, allowed leasing of stale owned
subsurface mineral estate in sometimes un-economic areas and areas that conflicted with a high density of
homes and businesses. W ithout this legislation, another operator or speculator could immediately lease
land relinquished by the original lessee. Also, land that isnot currently leased is still subject to current
over the counter standards. SB 312 is a critical first step to a long-term solution.

SB 312 Conventional and Non-Conventional Gas Leases:
 Eliminates over the counter, first come first serve shallow gas leases and replaces it with area
wide leasing or exploration licensing.

* Requires a best interest finding before any oil and gas leasing or exploration licensing. This will
give the Department of Natural Resources (DNR) control of what land is leased, avoiding
unnecessary surface owner conflicts.

 Creates a gas only section of area-wide leasing and exploration licensing identified in a best

interest finding by DNR

Differentiates conventional and non-conventional gas resources for the purposes of lease rentals.

« Defines conventional and non-conventional gas development and treats each appropriately.
Recognizes that lease rights should not be determined by depth only. Creates a better

environment for maximizing production.
e Encourages exploration licenses with a best interest finding as the method for non-conventional

gas exploration outside of the area wide leasing (rural Alaska).
* Makes the leasing and regulations fit the activity
» Both processes are competitive, ensuring that the state receives maximum value.
e Bestinterest findings are a time tested public process.

The genesis of this bill was by request of citizens from the Mat-Su & Kenai Peninsula areas, input from
public meetings held by DNR, and Senate Resources Committee members.



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(90?) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 ’ Juneau, Alaska 99301 -1182

Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM March 26, 2004

SUBJECT: Amendment 1.4 to Senate Dill 312 —notes to accompany the draft
(Work Order No. 23-LS1552U.4)

TO:

FROM:

The tenth or last element of the Property Owners' Bill of Rights calls for institution of a
competitive bidding process for coalbed methane to replace the existing lease nomination
or lease application system that characterizes inception of shallow natural gas
development. Given that direction, the approach for any bill draft should essentially
repeal the simple lease nomination or lease application process of current AS 38.05.177
so that shallow natural gas development-the Department of Natural Resources has
suggested substituting reference to "nonconventional gas" to cover coalbed methane and
related recovery--will occur according to the process in place in AS 38.05.180 for
conventional oil and gas exploration and development, modified to limit that recovery to
"gas only" as appropriate. Senate Bill 312 does that, so this amendment does not deal in
depth with this element of the Property Owners' Bill of Rights.

The first item in the Bill of Rights directs that "property owners must have the legal right
to say if, when, where, and how anyone comes on to their private property to explore,
develop and/or produce the subsurface mineral estate."1 You asked that this be changed
into a requirement for mediation and arbitration.

This element is addressed in an amendment to AS 38.05.130, shown as the new language
in new bill section 14. The breadth of the application of this amendment necessitates a

title change for the bill.

1As a sidebar to this first entry, the authors also asked for inclusion of provisions
that the state (1) establish and maintain a legal fund which owners can access to hire legal
counsel, and (2) protect owners from retaliatory lawsuits from developers. Because the
Bill of Rights' authors did not suggest parameters for the legal fund or offer ideas about
how protection from retaliation should be provided, | have not spent time on this part of
that element.



Senator Kim Elton
March 26, 2004
Page 2

The second element of the Bill of Rights calls for a buyback of existing ieases and a
moratorium on new leasing. You directed that this element be limited to a moratorium

without a buyback.

The current administration-ordered moratorium on new leases will stay in place until
changes to shallow natural gas leasing take effect, so | have not dealt with this element of

the request.

m

The third element of the material calls for modification of the current public notice
requirements.

The changes sought by this element are made as an amendment to the notice
requirements of AS 38.05.177(c) made in bill section 28. The general notice
requirements of AS 38.05.945(a) and (b) would operate, with the additional provisions
applicable when the proposal involves nonconventional gas leasing.

v

The fourth element of the Bill of Rights mentions revising the best interest finding
process. The authors have enumerated items that they want to see included in the
determination made by that finding:

Prior to issuing any leases, the state must conduct a best interest finding
process to analyze the economic, environmental, and social costs and
benefits of potential coalbed methane operations, including but not limited
to the potential diminution in value to private and public properties.

This is, of course, at variance with the general reference to the content of the "best
interest finding" as applicable to oil and gas leases, as set out in AS 38.05.035(g).

Because of the variance from the contents of the required finding for conventional oil and
gas leases, this is handled as an amendment to the current best interest findings statute,
AS 38.05.035(g)(2), shown as an amendment beginning at page 13, line 31.

\%

The fifth element of the Bill of Rights addresses baseline studies and burdens of proof. It
seeks inclusion of the following:

-- a baseline measure of water quality and water quantity in all areas proposed for
leasing;



Senator Kim Elton
March 26, 2004
Page 3

-- a baseline measure of conditions for methane seepage;
-- a baseline measure for hydrological and geological conditions;

-- a baseline inventory of existing fish and wildlife populations that identify
sensitive or critical wildlife areas.

In addition, the authors want to establish in law the presumption that, if water quality or
quantity diminishes during or within five years of conclusion of coalbed methane
operations, there is established a rebuttable presumption that the coalbed activities caused
that diminishment, with the operator to have the burden of proving otherwise.

Because the changes sought under this element would be unique to coalbed methane
development, they are set out as new provisions under AS 38.05.177(p) and (q), added by

bill section 32.

\4

The sixth element questions exercise of local control. The directive says that "the state
must ensure local governmental entities have maximum powers of self-government that
enable them to regulate coalbed methane development to protect the health, safety,
general welfare, and quality of life for local residents.”

To address this element of the Bill of Rights, | propose only the repeal of AS 31.05.125
and AS 38.05.177(n) and to amend the text of sec. 1, ch. 45, SLA 2003, to eliminate the
current "waiver of local planning authority approval and requirements relating to
compliance with local ordinances and regulations” provision added during last year's First

Session.

vin

Element seven of the document speaks to protection of critical habitat and recreational
land. Again, no specifics are provided.

If critical or sensitive areas are identified as part of the best interest finding process, they
could be eliminated from the proposed lease area or leased subject to appropriate
safeguards. Without further detail provided by the authors of the Bill of Rights and in
light of my understanding of how critical areas may be protected (set out below), |
suggest that no drafting be done on this element of the request.

VHI

Element eight of the Bill of Rights addresses water protection.



Senator Kim Elton
March 26, 2004
Page 4

Since the nature of the request involves on-site exploration and development activity, |
believe these should be treated as limitations on and directives to the Alaska Qil and Gas
Conservation Commission. AS 31.05.030(j) currently addresses shallow natural
gas/coalbed methane oversight by that commission, so the material is handled as an
amendment of that subsection.

IX

This element is covered under the catchall caption of "Property Owner Safeguards.” It
specifically asks for promulgation of regulations. But the adoption of regulations
requires, as you well know, a sufficient basis in statute law, for a regulation may be no

more than a "rule, . .. order, or standard of general application . . . adopted by a state
agency to implement, interpret, or make specific the law enforced or administered by it,
or to govern its procedure ....;" AS 44.62.630(3).

The Bill of Rights authors have asked for inclusion of

enforceable minimum statewide regulations that require best available
technology and practices to ensure the health and safety of citizens on the
issues of notice, air and water quality, setbacks, use and disposal of any
toxics, and surface restoration and reclamation

as well as
standards . . . that increase the statewide and per incident bond
requirement for all coalbed methane operators and developers to ensure
full restoration of the surface [in] amounts . . . sufficient to provide the

full pre-leasing fair market value of any property or business damaged by
coalbed methane development.

The first of these features could be addressed as a reenactment of AS 38.05.177(f)2and
handled as lease conditions or stipulations. The balance of the request is addressed as an
amendment to AS 38.05.177(k) and would be a modification of the bond requirements

already set out in that subsection.

Except as | have otherwise specifically noted, that should cover just about all of the request.

JBCimdr
04-121.mdr

2 Existing AS 38.05.177(f) addresses rent payment, but an amendment proposed
in Senate Bill 312 added in AS 38.05.180(n)(2) covers that provision so the language of
AS 38.05.177(f) is in effect superfluous.
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AMENDMENT

OFFERED IN THE SENATE BY SENATOR ELTON

TO: SB 312

Page 1, lines 1 - 3:
Delete all material and insert:
""An Act relating to natural resources; and providing for an effective date.""

Page 6, lines 19 - 23:
Delete all material and insert:
") For exploration and development operations involving
nonconventional gas, the commission

(1) may not
(A) issue a permit to drill under this chapter if the well

would be used to produce gas from an aquifer that may serve as a source
of water for human consumption or agricultural purposes unless the
commission finds that the well will not adversely affect the aquifer or a
source of water for human consumption or agricultural purposes:

(B) allow
(i) injection of produced water except at depths

below known sources of water for human consumption or

agricultural purposes; or

(if) the use of toxic hydraulic fracturing fluids;

(2) shall
(A) regulate hydraulic fracturing in nonconventional gas

wells to assure protection of drinking water quality;
(B) regulate the disposal of wastes produced from the
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operations; and
© for the purposes of AS 46.04.030(b), [THE

COMMISSION SHALL] determine whether a well drilled for
nonconventional [SHALLOW NATURAL] gas may penetrate a formation
capable of flowing oil and, if so, whether the volume of oil encountered will be

of such quantities that an oil discharge prevention and contingency plan will be

required.”

Page 7, line 18:
Delete "AS 38.05.177"
Insert "AS 38.05.965"

Page 13, line 30:
Delete "and"

Insert "[AND]"

Page 13, line 31, following "(2)":
Insert "for a gas only lease sale for nonconventional gas, in addition to the

requirements of (1) of this subsection, an analysis of
(A) the economic, environmental, and social costs and

benefits of the nonconventional gas exploration and development
operations on land that is the subject of the lease sale; and

(B) the effect on the value of property, both public and
private, that would be affected by the nonconventional gas exploration

and development operations on the land that is the subject of the lease

sale; and

3)"

Page 14, following line 15:

Insert a new bill section to read:



1
2
3
4
5
6
7
8
9

10
n
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

23-LS1552M.4

"* Sec. 14. AS 38.05.130 is amended to read:
Sec. 38.05.130. Entry on land subject to prior agreement; damages

[DAMAGES] and posting of bond. Rights may not be exercised by the state, its

lessees, successors, or assigns under the reservation as set out in AS 38.05.125

(1) without reaching a prior written agreement with the owner
under which the state and its lessees, successors, or assigns may enter upon the

land in the exercise of the reserved right, subject to the following:

(A) if, after a reasonable period of negotiation over the
terms of entry on to the land, the owner and the lessee cannot agree, the
owner and lessee shall appoint a person mutually agreeable to the parties

to act as mediator in the dispute: the lessee shall bear the cost of mediation

under this subparagraph;
(B) if mediation has been used under (A) of this paragraph

without resolving the differences, the parties shall submit to arbitration to
be carried out under AS 09.43.030 unless otherwise agreed to hv the

parties; the parties shall equally divide the costs of arbitration incurred

under this subparagraph; and
(Cl only one written agreement authorizing entry onto the

land may be required under this paragraph to authorize activity by the
state, its lessees, successors, or assigns, or by their agents, attorneys, and
servants as allowed under this section: an agreement entered into under
this paragraph is

()for the duration of the period of production or

recovery operations unless the parties agree to a different duration;

and
(i) a covenant running with the land;

(2) until the state, its lessees, successors, or assigns make provision to
pay the owner of the land full payment for all damages sustained by the owner, by
reason of entering upon the land; if [. IF] the owner* for any cause* refuses or neglects
to settle the damages, the state, its lessees, successors, assigns, or an applicant for a

lease or contract from the state for the purpose of prospecting for valuable minerals, or
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option, contract, or lease for mining coalaor lease for extracting geothermal resources,
petroleum, or natural gas, may enter upon the land in the exercise of the reserved
rights after posting a surety bond determined by the director, after notice and an
opportunity to be heard, to be sufficient as to form, amount, and security to secure to
the owner payment for damages, and may institute legal proceedings in a court where

the land is located, as may be necessary to determine the damages that [WHICH] the

owner may suffer."

Renumber the following bill sections accordingly.

Page 19, line 7:
Delete "AS 38.05.177(0)"
Insert "AS 38.05.965"

Page 20, line 13:
Delete "SURFACE]; and"

Insert "SURFACE; AND"

Page 20, line 14, through page 23, line 5:
Delete all material and insert:
"(2) DO NOT APPLY TO AUTHORIZE LEASE OF
(A) LAND
(i) THAT IS SUBJECT TO AN OIL AND GAS
EXPLORATION LICENSE OR LEASE ISSUED UNDER
AS 38.05.131 -38.05.134; OR
(i) THAT IS LEASED UNDER AS 38.05.180;
(B) THE LAND (i) THAT IS PROPOSED TO BE SUBJECT
TO AN OIL AND GAS EXPLORATION LICENSE OR LEASE ISSUED
UNDER AS 38.05.131 - 38.05.134; OR (ii) THAT IS DESCRIBED IN AND
PART OF A PROPOSED OIL AND GAS LEASING PROGRAM
PREPARED UNDER AS 38.05.180(b); HOWEVER, THE COMMISSIONER
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MAY WAIVE THE LIMITATIONS OF THIS SUBPARAGRAPH;

(C) 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; OR

(D) THE VALID EXISTING SELECTIONS OF THE
ALASKA MENTAL HEALTH TRUST AUTHORITY MADE FOR THE
PURPOSE OF RECONSTITUTING THE MENTAL HEALTH TRUST
ESTABLISHED UNDER THE ALASKA MENTAL HEALTH ENABLING
ACT, P.L. 84-830, 70 STAT. 709 (1956), THAT BECOME SUBJECT TO
MANAGEMENT UNDER AS 38.05.801, OR OF LAND THAT HAS BEEN
DESIGNATED BY LAW FOR OR IS SUBJECT TO DESIGNATION FOR
CONVEYANCE TO THE ALASKA MENTAL HEALTH TRUST
AUTHORITY; HOWEVER, AFTER CONSULTATION WITH THE
ALASKA MENTAL HEALTH TRUST AUTHORITY, THE
COMMISSIONER MAY WAIVE THE LIMITATIONS OF THIS

SUBPARAGRAPH].

*Sec. 28. AS 38.05.177(c) is amended to read:

(c) When the director considers an area for a nonconventional gas lease,
the [THE] director shall give notice under AS 38.05.945 [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 not
less than 90 [60] days. In addition to the requirements of AS 38.05.945(b), the
director shall provide notice in at least one newspaper of general circulation in
the vicinity' of the proposed action and in at least one newspaper of statewide
circulation, with each of these notices to be provided at least twice and at
intervals of not less than five days between publications, and shall provide
written notification by registered mail to each resident, municipality, tribe or
tribal organization, and community council within five miles of the proposed
action. Each published or mailed notice must include a detailed man of the area

considered for lease [IF, AFTER REVIEW OF INFORMATION RECEIVED
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DURING THE PUBLIC COMMENT PERIOD, THE DIRECTOR DETERMINES
THAT THE DISCOVERY OF A LOCAL SOURCE OF NATURAL GAS WOULD
BENEFIT THE RESIDENTS OF AN AREA, THE DIRECTOR SHALL EXECUTE
A LEASE FOR THE AREA DESCRIBED IN (b) OF THIS SECTION. THE
DIRECTOR SHALL EXECUTE THE LEASE AFTER COMPLETION OF A TITLE
SEARCH, THE CLOSE OF THE PUBLIC COMMENT PERIOD, AND, IF REVIEW

IS REQUIRED UNDER AS 46.40, 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
FROM A FIELD IF A PART OF THE FIELD IS WITHIN 3,000 FEET OF THE

SURFACE].
*Sec. 29. AS 38.05.177(f) is repealed and reenacted to read:

(f) The director shall require that, for a gas only lease for the exploration and
development of nonconventional gas, the lessee or the lessee's agent shall use the best
available technology and practices at the time the lease was entered into with respect
to

(1) reasonable and appropriate measures to mitigate the noise of
compressors, engines, and other equipment operated by the lessee or the lessee's agent
of compressor stations on the lease; noise mitigation measures developed under this
paragraph must be determined with reference to the population density of the parcel or
parcels subject to the lease, the size of the owner's parcels, and the general character of
the land subject to the lease;

(2) appropriate setbacks governing the placement by the lessee or the
lessee's agent of compressor stations on the lease; setbacks developed under this
paragraph must be determined with reference to the population density of the parcel or

parcels subject to the lease, the size of the owner's parcels, and the general character of

the land subject to the lease;
(3) safeguarding of air and water quality; standards developed under
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this paragraph must consider standards required by appropriate federal and state law;

(4)use and disposal of toxic and hazardous substances; standards

developed under this paragraph must consider standards required by appropriate

federal and state law, and
(5) surface restoration, reclamation, and abatement of the adverse

effects of the exploration and development operations on the lease using natural
revegetation or reseeding using endemic plant species; the lease may require the lessee

or the lessee's agent to consult with the director of the division of agriculture.

* Sec. 30. AS 38.05.177(k) is amended to read:
(k) For a gas only lease for the exploration and development of

nonconventional gas, the [THE] commissioner shall, [MAY

(1) 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; AND
(2)] in addition to any requirement for a bond under AS 38.05.130,

(1) establish by regulation a form and amount for statewide, areawide,

unit-wide, or per-lease bonds sufficient
(A] to secure damages that may be caused by the activities of a
lessee, or the lessee's successors or assigns, related to a [SHALLOW
NATURAL GAS] lease entered into under AS 38.05.180 and this section; the
amount of the bond required by this subparagraph must be sufficient to

provide the full pre-leasing fair market value of property or business

damaged bv the activities: and
(B) to ensure full restoration of the surface against the

adverse effects of the exploration and development operations on the

lease; and
(2] [IF THE COMMISSIONER ACTS UNDER THIS PARAGRAPH,

THE COMMISSIONER
(A) SHALL] require a person applying for a lease under
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AS 38.05.180 and this section to post the bond in the amount or amounts
determined under (1) of this subsection as a condition for the director's
executing the lease [;
(B) MAY NOT REQUIRE A BOND POSTED UNDER THIS
PARAGRAPH FROM A PERSON APPLYING FOR A LEASE IF THE
PERSON HAS ALREADY POSTED A BOND COVERING THE PERSON'S
STATEWIDE OIL AND GAS LEASING ACTIVITIES IN AN AMOUNT OF

AT LEAST $500,000].

* Sec. 31. AS 38.05.177(7) is amended to read:
) A lessee holding [OBTAINING] a lease modified under

AS 38.05.180(n)(2) [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 other mineral
deposits on the land leased. However, in a lease entered into under AS 38.05.150 for
land that is already subject to a lease covered [LEASED] under this section, coal may
not be mined or extracted by the coal lessee from the coal lease without prior
agreement with the lessee holding the lease covered [ISSUED] under this section.
* Sec. 32. AS 38.05.177 is amended by adding new subsections to read:

(p) The commissioner may not enter into a lease covered under this section
unless, for areas that may be proposed for leasing, the commissioner first obtains data
from which to make baseline

(1) measures of water quality and water quantity;

(2) conditions of methane seepage;

(3) measures of hydrological and geological conditions; and

(4) measures or inventories of fish and wildlife populations that are at
least sufficient to identify sensitive or critical wildlife areas.

(@) The owner may bring an action for damages based on diminishment of
water quality or water quantity that may be caused by the activities of a lessee, or the
lessee's successors or assigns, related to a gas only lease for nonconventional gas
entered into under AS 38.05.180 and covered under this section. In an action brought

under this subsection, evidence that, during the period before the lease is terminated or
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abandoned and for a period of five years thereafter, water quality or water quantity
diminished below the standards set in the baseline data obtained under (p)(l) of this
section creates a rebuttable presumption that the lessee's exploration and development

operations involving lease activities caused the diminishment."
Renumber the following bill sections accordingly.

Page 26, lines 22 and 23:

Delete "for purposes of this subparagraph, "nonconventional gas" has the

meaning given in AS 38.05.177;"

Page 38, following line 5:
Insert a new bill section to read:

"* Sec. 43. AS 38.05.180(n) is amended to read:
(n) The commissioner may establish by regulation that after a well has been

plugged and abandoned, the rental rate which was in effect during the year of
abandonment is maintained for the remainder of the term. Rental is payable in
advance and continues until income to the state from royalty or net profit share
exceeds rental income to the state for that year. Under this subsection,
(1) [OIL AND GAS] leases for oil and gas or for gas only shall
provide for payment to the state of rental on the following basis:
£A][(1)] for the first year, $1.00 per acre;
[(2)] for the second year, $1.50 per acre;
£C) [(3)] for the third year, $2.00 per acre;
{D} [(4)] for the fourth year, $2.50 per acre;
£E} [(5)] for the fifth and following years, $3.00 per acre:
(2) if the lessee under a gas only lease demonstrates to the
commissioner that the potential resourcesunderlying the leasearc reasonably

estimated to be only nonconventional gas, therental payment is SI1.00per acre

until the lease expires or paying quantities of conventional oil or gas are

discovered underlying the lease."
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Renumber the following bill sections accordingly.

Page 38, lines 24 - 29:
Delete all material and insert:

"* Sec. 45. AS 38.05.180 is amended by adding a new subsection to read:

(ff) The provisions of this section that authorize oil and gas leases also apply
to authorize the commissioner to issue leases for the production of gas only. In
authorizing and managing leases under this subsection, the terms "oil and gas" or "oil
or gas" as they are used in this chapter may be read and applied as appropriate as
referring to gas only. When a lease is authorized as a gas only lease, the lease does
not give the lessee the right to produce oil. If a well drilling for gas under a gas only
lease authorized by this subsection 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 tire

facility complies with all applicable laws and regulations relating to oil and gas

exploration and 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."

Page 40, following line 6:

Insert a new bill section to read:

"* Sec. 49. AS 38.05.965 is amended by adding a new paragraph to read:

(25) "nonconventional gas" means coal bed methane, shales containing

gas, or gas hydrates."”

Renumber the following bill sections accordingly.

Page 42, line 18:
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Delete "AS 38.05.177"
Insert "AS 38.05.965"

Page 44, line 5:
Delete "AS 38.05.177"
Insert "AS 38.05.965"

Page 44, line 16:
Delete "AS 38.05.177"
Insert "AS 38.05.965"

Page 45, following line 7:
Insert a new bill section to read:
"* Sec. 61. The uncodified law of the State of Alaska enacted in sec. 1, ch. 45, SLA 2003,

is amended to read:
LEGISLATIVE FINDINGS. The legislature finds that

(1) the development of shallow natural gas resources is in the best
interests of the State of Alaska;

(2) shallow natural gas is abundant and widespread in Alaska and
bears the promise of providing Alaskans, particularly Alaskans living in mral areas,
with an inexpensive and clean source of energy if those resources can be economically
developed,;

(3) the development of shallow natural gas poses significantly fewer
risks and creates substantially less impact to the environment than traditional deep oil
and gas projects, which have served as the model lor oil and gas industry and
environmental regulations to date in Alaska;

(4) the regulatory requirements developed and applied to traditional
deep oil and gas projects in Alaska are ill-suited and unduly onerous when applied to

shallow natural gas projects, threatening the economic viability of otherwise desirable

exploration and development projects;
(5)there is an immediate state and national need for the development
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of clean and economical unconventional energy sources, such as shallow natural gas

resources;
(6) reform of existing laws and regulations is needed to remove
unnecessary regulatory burdens on the private sector to foster and encourage the

development in Alaska of these necessary resources;

(7) the legislature is acting in the interest of promoting the active
development of such resources, while ensuring that suitable measures are taken to
protect human health and safety and the natural environment,

(A) to remove impediments to the responsible development of

shallow natural gas; and
(B) to provide the proper state agencies with clear authority and

discretion to adopt regulatory practices appropriate to shallow natural gas
exploration and development projects, in recognition of the lower risks posed

by such projects to human health and safety and the natural environment [;

AND
(C) TO RESERVE ALL RIGHTS AND POWERS NOT

PREEMPTED BY FEDERAL LAW AND REGULATION IN ORDER TO
ASSERT STATE PRIMACY OVER THE REGULATION OF SHALLOW

NATURAL GAS]."

Renumber the following bill sections accordingly.

Page 45, lines 8 - 20:
Delete all material and insert:
"x Sec. 02, AS 31.05.125, 31.05.170(14); AS 38.05.177(b), 38.05.177(d), 38.05.177(e),

38.05.177(g), 38.05.177(h), 38.05.1770), 38.05.177(m), 38.05.177(n), 38.05.177(0); and

AS 46.04.900(25) are repealed.
* Sec. 03. The uncodified law of the State of Alaska is amended by adding a new section to

read:
CERTAIN SHALLOW NATURAL GAS LEASES AND LEASE APPLICATIONS

TO BE ADMINISTERED UNDER FORMER LAW. The provisions of AS 38.05.177(a), (c),
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(M, (k), and (/), amended by secs. 27-31 of this Act, as those provisions read on the day
before the effective date of amendment of those subsections, and the provisions of
AS 38.05.177(b), (d), (e), (9), (h), (j), and (m) - (0), repealed by sec. 62 of this Act, as those
provisions read on the day before the effective date of the repeal of those subsections, apply to

shallow natural gas

(1) leases issued under AS 38.05.177 and in effect on December 31, 2003; and
(2) lease applications under AS 38.05.177 that were received by the

Department of Natural Resources before January 1, 2004."



ALASKA PROPERTY OWNERS'
BILL OF RIGHTS

WHEREAS, Alaskans cherish their private property rights;

WHEREAS, coalbed methane (shallow gas) development threatens the rights of
private property owners to enjoy the fruits of their labors;

WHEREAS, state law currently fails to adequately protect private property owners
from the threats of coalbed methane deve\opment;

WHEREAS, Alaskans rely on public lands and waters for subsistence, recreation, and
the operation of businesses that depend on the health of those lands and waters; and

WHEREAS, many Alaskans live adjacent to public and private lands that have been
leased for coalbed methane development;

NOW, THEREFORE, BE IT RESOLVED WE ALASKANS DEMAND THE ADOPTION OF
AN ALASKA PROPERTY OWNERS'BILL OF RIGHTS TO PROTECT OUR CLEAN AIR,
PURE WATER, PLENTIFUL FISH AND WILDLIFE RESOURCES, AND QUALITY OF

LIFE FORFUTURE GENERATIONS; AND

BEIT FURTHER RESOLVED THAT IN ORDER TO PRESERVE AND SUSTAIN THESE
VALUES AND OUR PRIVATE PROPERTY RIGHTS THE LEGISLATURE MUST
ADOPT STATEWIDE LEGISLATION THAT INCLUDES ALL OF THE FOLLOWING

PROTECTIONS:

1) PROPERTY OWNER CONSENT: Property owners must have the legal right to
say if, when, where and how anyone comes onto their private property to explore,
develop and/or produce the subsurface mineral estate. The state must provide a legal
fund which surface owners can access to hire legal counsel. Private property owners
mustalso be protected from retaliatory lawsuits from developers.

2) BUYBACK & MORATORIUM: The state must buy back all coalbed methane
leases already let, and halt all further coalbed methane leasing until all the provisions

of this Property Owners' Bill of Rights are enacted.

3) PROPER NOTICE: The state must provide all landowners within five (5) miles
ofaproposed coalbed methane lease with ninety (oo) days actual written notice before
a best interest finding process begins. Notice by registered mail must also be
provided to local, municipal, and tribal entities with jurisdiction within the proposed
lease areas. Notice by publication must also be provided at local post offices, in a local
newspaper and a newspaper of statewide circulation. All notices described above must
include, among other things, adetailed map of the affected area proposed for lease.



4) BEST INTEREST FINDING: Prior to issuing- any leases, the state must conduct
a best interest finding process to analyze the economic, environmental, and social
costs and benefits of potential coalbed methane operations, including but not limited
to the potential diminution in value to private and public properties.

5) BASELINE STUDIES & BURDEN OF PROOF: The state must measure baseline
water quality and quantity in all areas proposed for leasing prior to granting any lease
application, including all surface and well waters that may be affected. Prior to
granting any lease application, the state must also measure baseline conditions for
methane seepage, as well as for hydrological and geological conditions in all areas
proposed for leasing. Finally, the state must conduct baseline inventory studies of
existing fish and wildlife populations to identify sensitive or critical wildlife areas to
be excluded from coalbed methane leasing. |Ilf a property owner's water quality or
quantity diminish during or within five (s) years after coalbed methane operations on
oraround his/her property, there shall be a presumption such operations caused such
diminishment or pollution, and the coalbed methane operator shall carry the burden

of proving otherwise.

6) LOCAL CONTROL: The state must ensure local governmental entities have
maximum powers of self government that enable them to regulate coalbed methane
development to protect the health, safety, general welfare, and quality of life for local

residents.

7) PROTECT CRITICAL HABITAT & RECREATIONAL LANDS: The state must
identify and implement “no drill" zones, and prohibit coalbed methane leasing and
development in sensitive or critical wildlife areas, particularly those areas used for

subsistence, hunting, fishing and recreational activities.

8) WATER PROTECTION: The state must prohibit coalbed methane water
extraction in groundwater aquifers that are the source of existing or future water
wells, and prohibit the use of toxic of hydraulic fracturing fluids. Furthermore, the
state must require the deep-well underground reinjection of all liguids and wastes
produced and used during coalbed methane development, and it must ensure there is
no hydrological connection between the waste injection zones and present or future

drinking water sources.

9) PROPERTY OWNER SAFEGUARDS: The state must promulgate by December
2004 enforceable minimum statewide regulations that require best available
technology and practices to ensure the health and safety of citizens on the issues of
noise, air and water quality, setbacks, use and disposal of any toxics, and surface
restoration and reclamation. New standards must also bhe established that increase the
statewide and per incident bond requirement for all coalbed methane operators and
developers to ensure full restoration of the surface. These amounts must be sufficient
to provide the full pre-leasing fair market value of any property or business damaged

by coalbed methane development.

100 COMPETITIVE BIDDING: )inorder to maximize the benefit of our natural gas
resources, the state must re-institute a competitive bhidding process for all coalbed

methane (shallow gas) leases.

Submitted this 18thday of March, 2004, to all Alaskans and the Alaska Legislature.



A FEW CBM FACTOIDS

CBM LEASED LANDS IN ALASKA

Mat-su :300,000 acres
None of the bills currently in the legislature

Homer: 22,000 acres apply to the lands already leased.

Healy: 47,000 acres

Hoolitina: 20,000 acres

Red Dog: 20,000 acres

Applied for: 80,000 acres

IN THE MAT-SU VALLEY

-There are 12,396 lots leased to Coal Bed Methane in the Valley
—96% of the lots are privately owned

—The assessed value of the lots is $235,000,000

-The market value is approximately $800,000,000

-The total price the CBM companies paid to lease the subsurface rights:$60,000. 60
leases at $500 per lease and 300,000 acres at $1 per acre.

ROYALTIES

-The state gets 12.5%

Mark Meyer[Oil and Gas Commission head]has stated that approximately 1/2 will go
administering CBM, and at present there are not sufficient personnel to do the job

GAS CONSUMPTION IN SOUTHCENTRAL
-Southcentral Alaska uses about 200 billion s of cubic feet of natural gas per year

-37% goes to LGN plant, 25% to Agrium plant, 13% for gas utilities use, 16.5% for
power generation, 8% for field operations, 2.5% unaccounted for.



--Evergreen states [in the most optimistic sceneriojthey could provide 25-30 billions of
cubic per year for maybe 20 years. This is only 1/6 the amount we need. This of course
has not been balanced against all the other assets we have in the Valley.

AMOUNT EVENRGEEN PAID LOBBYISTS IN 2003

-March: $10,000 April: $10,000 May: $10,000 June: $10,000 July: $10,000
October 30: Another $30,000 billed to Evergreen. This is $80,000 total Evergreen paid

lobbyists.
AMOUNT EVERGREEN PAID SCOTT OGAN

—Evergreen paid Sen. Ogan $39,000 in 2003. That amounts to over $100,000 over three
years.

JOBS FOR ALASKANS

Evergreen has approximately 275 employees TOTAL. The Alaska operation, even
performing at the top of their most optimistic projections, would only be a fraction of
their total operations. How could they possibly provide “hundreds” of jobs to Alaskans?



XAnnie W hitney

Associate Broker

March 17,2004

To Whom It May Concern:

I am writing this letter to express my recent professional experience in regards to
the local Coal Bed Methane Lease issue. Because of the leases that were activated
without public notice or input and the ensuing controversy, the market for raw

land, in my opinion, has been compromised.

I have personally experienced a solid buyer (an investor who had purchased
property through me in the past) who decided against several purchases when she
found out they were in an area where the subsurface rights had been leased. 1 also
have clients who purchased a property through me last summer call me and express
grave concern and alarm because they had just found out that the property they had
purchased off East End Road was part of the lease. They had anticipated moving
their young family to this property to enjoy a quiet and rural lifestyle not available
to them in southern Massachusetts. They are now discussing changing their plans
and selling their property. However, the threat, now, of not being able to resell and
recoup their losses is very real, since more and more buyers are refusing to

purchase properties impacted by these leases.

In my opinion this was a VERY ill-advised decision made within the State of
Alaska bureaucracy and it is impacting me personally and my personal ability to do
business, as well as impacting property values and the ability of owners to sell their

property.

Thank you for your attention to this matter.

Sincerely,

Anne C. Whitney
Associate Broker

nnnievY @ xvz.net
vwwwyY.iinnic.srcale.state.com
203 W . Pioneer Avenue #1
(907) 235-7700

Homer, Alaska 99603
fax: (907)235-1216


mailto:nnnievY@xvz.net
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Rapid Gas Field Expansion

Jon ah Field, W'Y

Im ages are of a 7 square mile area, with 1 well per 40 acres
Encana, the operator, has applied to infill drill to 1 well per every 20
acres - adding another 1,250 w ells

1999 2002

1996

© J. Amos, SkyTruth



Fifteen Years of Coaibed Methane
Before

After
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Alaska State Legislature

Senate Resources Comm ittee
Senator Scott Ogan, Chair

Senator Fred Dyson
Senator Kim Elton

Senator Georgianna Lincoln
Senator Ralph Seekins
Senator Ben Stevens
Senator Tom Wagoner

State Capitol, Room 103
Juneau, AK. 99801-1182
Phone: (907) 465-4907
Fax: (907) 465-3265

Memorandum

DATE: March 22,2004
TO: All Senate Resources Committee Members
FROM: Senator Scott Ogan

Chairman, Senate Resources Committee

RE: SB 312

SB 312 “Conventional & Non-conventional Gas Leases” will be brought up
this afternoon in Senate Resources for the purpose of introducing a
conceptual amendment. Attached you will find a copy of “ The Alaska
Property Owners’ BILL OF RIGHTS”. This is the document that will
serve as the conceptual amendment. Testimony will be taken.

It is still my intent to hear SB 355 “Waste Management/Disposal”. This bill
will be presented by D. E. C. Commissioner Ernesta Ballard. Depending
upon time constraints, | expect that this piece of legislation will continue

being heard on Wednesday.

If there are any questions, please contact my committee aide, Linda Hay at
extension 4907.

Senator Scott Ogan

Chairman, Senate Resources Com m ittee
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MEMORANDUM February 19, 2004

SUBJECT: Draft CSSB 312(  ): notes to accompany the work draft
(Work Order No. 23-LS1552\S)

TO: Senator Scott Ogan, Chair
Senate Resources Committee

FROM: Jack Chenoweth
Assistant Revisor of St

The changes to the earlier "Q" version appear in this "S" version in bill sections 27 and
40.

I've set out language as submitted by the department but, in section 27, I'm not at all sure
that AS 38.05.180(n)(2) necessarily MOCIfIES a lease. What the paragraph does do is
change the rent that is due and payable on a gas only lease in which the lessee
demonstrates that the recoverable resource is only nonconventional gas.

In bill section 40, the department deleted the second reference to "managed" in the phrase
"authorized and managed" at the start of the third sentence, but made no change to
"authorizing and managing"” at the beginning of the second sentence. Is the difference in

treatment something you and the department can live with?

JBCimed
04-213.med

Enclosure



WORK DRAFT

WORK DRAFT WORK DRAFT
23-L.S1552\S
Chenoweth
2/19/04
CSFOR SENATE BILL NO. 312( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-THIRD LEGISLATURE - SECOND SESSION
BY
cL
Offered:
Referred:
Sponsor(s): SENATE RESOURCES COMMITTEE BY REQUEST t(Lb S
Cr
m)*

A BILL
FOR AN ACT ENTITLED
"An Act relating to natural gas exploration and development and to nonconventional

gas, and amending the section under which shallow natural gas leases may be issued;

and providing for an effective date."

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

* Section 1. AS 14.40.365(a) is amended to read:
(a) The University of Alaska may select and is entitled to receive the

conveyance of not less than 250,000 and not more than 260,000 acres of land
conveyed to the state under sec. 6(b) of the Alaska Statehood Act (P.L. 85-508, 72
Stat. 339). The Board of Regents of the University of Alaska shall periodically submit
a list of selections to the commissioner of natural resources and, if the list of selections
contains land within the boundaries of a municipality, the Board of Regents of the
University of Alaska shall submit the list to the municipality. The Board of Regents
and the commissioner of natural resources shall periodically and jointly submit to the

legislature, bin 30 days of the beginning of a regular legislative session, a list of the

. -1- CSSB 312( )
New Text Underlined [DELETED TEXT BRACKETED]
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selections of land proposed to be conveyed by the state to the University of Alaska
under this section. If the list submitted to the legislature contains land within the
boundaries of a municipality, the Board of Regents and the commissioner of natural
resources shall provide a copy of the list to the municipality. Each list must contain
not more than 25 percent of the total acres of land to which the university is entitled
after subtracting previous conveyances under this section, but not less than 25,000
acres or the remaining entitlement under this section, whichever is less. A list of
selections submitted shall be considered approved for conveyance to the University of
Alaska unless the legislature acts to disapprove the list during the legislative session
during which the list was submitted. If the amount of land to be conveyed exceeds the
balance due the university under this section, the university shall set out the land to be

conveyed in priority order. Land may not be selected if, on the date of its selection by

the university, it
(1) is identified in AS 16.20, AS 41.15.300 - 41.15.330, or AS 41.21 or

has been reserved by law from the public domain;

(2) is located within a municipality unless the land is vacant,
unappropriated, unreserved land; if land included on the list of selections is selected
by the municipality with remaining selection rights under AS 29.65 within 120 days of
receiving the Board of Regents' list of selections under tliis subsection, the university
may not select the land unless a binding agreement between the university and the
municipality is negotiated to allow the selection; if the municipal selection is
disapproved, in whole or in part, the university may select the land, or any available
portion of the land, and that selection will relate back to the date of the Board of
Regents' list of selections under this subsection and shall have priority over all other
selections or claims made subsequent to that notice; in this paragraph, "vacant,
unappropriated, unreserved land" has the meaning given in AS 29.65.130;

(3) is land

(A) included in a five-year proposed [OIL AND GAS] leasing

program under AS 38.05.180(b); or
(B) leased under, or for which a lease application is pending

under, AS 38.05.180(d) or 38.05.150;

.-
New Text Underlined [DELETED TEXT BRACKETED]
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1 (4) is subjectto

2 (A) anoil, gas, or coal lease, or coal prospecting permit;

3 (B) a mining claim, offshore prospecting permit, a prospecting
4 site, an upland mining lease, or a mining leasehold location;

5 (5) is necessary to carry out the purpose of an interagency land
6 management agreement; or

7 (6) is subject to conveyance under a land exchange or land settlement
8 agreement.

9 *Sec. 2. AS 14.40.365(e) is amended to read:

10 (e) The list of selections of land submitted to the legislature may not include a
1n land selection made by the University of Alaska under this section if the commissioner
12 of natural resources determines in writing that the proposed selection

13 (1) includes land that the commissioner, in consultation with the
14 commissioner of fish and game, determines has demonstrated value to the public as a
15 habitat area that is especially critical to the perpetuation of fish or wildlife;

16 (2) includes land for which, at the time of its selection under this
17 section, a municipality has made a selection under AS 29.65 unless the land selection
18 is, at a later date, rejected by the commissioner of natural resources or relinquished by
19 the municipality;
20 (3) includes land that the commissioner reasonably believes may be
21 selected by a newly formed municipality under AS 29.65.030, but the commissioner
22 may not withhold selection under this paragraph for more than three years after the
23 municipality's incorporation;
24 (@) includes land within the boundaries of a municipality, the
25 municipality has a remaining entitlement under AS 29.65, and the municipality selects
26 the land under AS 29.65 within 120 days after receipt by the municipality of the Board
27 of Regents'list of selections under (a) of this section;
28 (5) includes land that, at the time of its selection under this section,
29 (A) is subject to an [OIL AND GAS] exploration license
30 issued under AS 38.05.131 - 38.05.134; or

31 (B) the commissioner reasonably believes will be made part of
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an [OIL AND GAS] exploration license issued under AS 38.05.131
38.05.134; the commissioner may not refuse to convey title to land to the

University of Alaska under this subparagraph for more than two years after its

first selection by the University of Alaska; or
(6) includes land the commissioner of natural resources reasonably

believes would not be in the best interests of the state to convey outside of state

ownership.
* Sec. 3. AS 19.40.200(b) is amended to read:
(b) The prohibition on disposal of state land under (a) of this section does not

apply to a disposal
()to a licensed public utility or a licensed common carrier under

AS 38.05.810(e);
(2) for the reauthorization of leases that were in effect on January 1,
1994, for nonresidential purposes within the following development nodes:
(A) Coldfoot:
Township 28 North, Range 12 West, Fairbanks Meridian
Sections 3-4
Sections 9-10
Sections 15-16
Sections 20 - 22
(B) Yukon River Crossing:
Township 12 North, Range 10 West, Fairbanks Meridian

Sections 6 - 7
Township 12 North, Range 11 West, Fairbanks Meridian
Sections 1-2

Section 12
Township 13 North, Range 10 West, Fairbanks Meridian

Sections 29 - 32
Township 13 North, Range 11 West, Fairbanks Meridian

Section 22
Sections 25 - 27
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Sections 34 - 36

(3) for nonresidential development within the following development

(A) Deadhorse:
Township 10 North, Range 14 East, Umiat Meridian

Township 10 North, Range 15 East, Umiat Meridian
Section 8
Sections 17-20
Section 30
(B) Coldfoot:
Township 28 North, Range 12 West, Fairbanks Meridian
Sections 3-4
Sections 9-10
Sections 15-16
Sections 20 - 22
Township 29 North, Range 12 West, Fairbanks Meridian
Sections 23 - 27
Sections 34-35
(C) Franklin Bluffs:
Township 4 North, Range 14 East, Umiat Meridian
Sections 3 -4
Sections 9-10
Sections 15 -16
(D) Flappy Valley:
Township 3 South, Range 14 East, Umiat Meridian
Sections 19 - 20
Sections 29-30
(E) Yukon River Crossing:
Township 12 North, Range 10 West, Fairbanks Meridian

Sections 6-7
Township 12 North, Range 11 West, Fairbanks Meridian
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Sections 1-2
Section 12
Township 13 North, Range 10 West, Fairbanks Meridian

Sections 29 - 32
Township 13 North, Range 11 West, Fairbanks Meridian
Section 22
Sections 25 - 27
Sections 34 - 36; or

(4) necessary for
(A) an oil and gas lease or gas only lease under AS 38.05.180;

(B) exploration, development, production, or transportation of
oil and gas north of 68 degrees north latitude; or

(C) astate lease or materials sale for

(i) exploration, development, production, or

transportation of oil or [AND] gas;
(i) reconstruction or maintenance of state highways; or

(iif) construction or maintenance of airports.

*Sec. 4. AS 31.05.030(j) is amended to read:

(J) For the purposes of AS 46.04.030(b), the commission shall determine
whether a nonconventional gas well [DRILLED FOR SHALLOW NATURAL GAS]
may penetrate a formation capable of flowing oil and, if so, whether the volume of oil

encountered will be of such quantities that an oil discharge prevention and

contingency plan will be required.

* Sec. 5. AS 31.05.060(c) is amended to read:

(c) Notwithstanding the requirements of (a) and (b) of this section that relate
to fixing a date for a hearing and causing notice of the hearing to be given, for an
action under this chapter that involves the exploration for or development of
nonconventional [SHALLOW NATURAL] gas and that has application to a single
well or a single field, upon the request of a lessee or operator, the commission may,
where operations might be unduly delayed, approve a variance from the commission’s

regulations that apply to the well or field without providing notice and opportunity to
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be heard. In the exercise of its authority to issue the variance,
(1) the commission may approve the variance if
(A) the approval provides at least an equally effective means of
accomplishing the requirement set out in the commission's regulation; or
(B) the commission determines that the request is more
appropriate to the proposed operation than compliance with the requirement of
the regulation; and
(2) the terms of the approval of the variance may include exempting
the lessee or operator from a requirement of a regulation if the commission determines
that the requirement is not necessary or not suited to the well or field taking into

consideration
(A) the nature of the operation involved;

(B) the characteristics of the well or field for which the
variance is sought; and
(C) the reasonably anticipated risks of the exemption from the
requirement to human safety and the environment.
* Sec. 6. AS 31.05.170 is amended by adding a new paragraph to read:
(16) "nonconventional gas" has the meaning given in AS 38.05.965.
* Sec. 7. AS 36.30.850(b)(25) is amended to read:
(25) acquisition of confidential seismic survey data necessary for pre-
sale oil and gas lease or gas only lease analyses under AS 38.05.180;

* Sec. 8. AS 36.30.850(b)(33) is amended to read:
(33) contracts between the Department of Natural Resources and

contractors qualified to evaluate hydrocarbon development, production, transportation,
and economics, to assist the commissioner of natural resources in evaluating
applications for [OIL AND GAS] royalty increases or decreases or other [OIL AND
GAS] royalty adjustments, and evaluating the related financial and technical data,
entered into under AS 38.05.180());

* Sec. 9. AS 38.04.065(i) is amended to read:
() An oil and gas lease sale or gas only lease sale is not subject to this

section. Oil and gas lease sales and gas only lease sales are subject to the planning
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process established under AS 38.05.180.

* Sec. 10. AS 38.05.035(e) is amended to read:
(e) Upon a written finding that the interests of the state will be best served, the

director may, with the consent of the commissioner, approve contracts for the sale,
lease, or other disposal of available land, resources, property, or interests in them. In
approving a contract under this subsection, the director need only prepare a single
written finding. In addition to the conditions and limitations imposed by law, the
director may impose additional conditions or limitations in the contracts as the director
determines, with the consent of the commissioner, will best serve the interests of the

state. The preparation and issuance of the written finding by the director are subject to

the following:
(1) with the consent of the commissioner and subject to the director's

discretion, for a specific proposed disposal of available land, resources, or property, or
of an interest in them, the director, in the written finding,

(A) shall establish the scope of the administrative review on
which the director's determination is based, and the scope of the written
finding supporting that determination; the scope of the administrative review
and finding may address only reasonably foreseeable, significant effects of the
uses proposed to be authorized by the disposal;

(B) may limit the scope of an administrative review and finding
for a proposed disposal to

(i) applicable statutes and regulations;

(i) the facts pertaining to the land, resources, or
property, or interest in them, that the director finds are material to tire
determination and that are known to the director or knowledge of which
is made available to the director during the administrative review; and

(iti) issues that, based on the statutes and regulations
referred to in (i) of this subparagraph, on the facts as described in (ii) of
this subparagraph, and on the nature of the uses sought to be authorized
by the disposal, the director finds are material to the determination of

whether the proposed disposal will best serve the interests of the state;
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and
©) may, if the project for which the proposed disposal i

sought is a multiphased development, limit the scope of an administrative
review and finding for the proposed disposal to the applicable statutes and
regulations, facts, and issues identified in (B)(i) - (iii) of this paragraph that
pertain solely to the disposal phase ofthe project when

(i) the only uses to be authorized by the proposed

disposal are part of that phase;
(i) the disposal is a [AN OIL AND GAS] disposal of

oil and gas, or of gas only, and, before the next phase of the project
may proceed, public notice and the opportunity to comment are
provided under regulations adopted by the department unless the
project is subject to a consistency review under AS 46.40 and public

notice and the opportunity to comment are provided under

AS 46.40.096(c);
(iii) the department's approval is required before the

next phase of the project may proceed; and

(iv) the department describes its reasons for a decision
to phase;

(2) the director shall discuss in the written finding prepared and issued
under this subsection the reasons that each of the following was not material to the
director's determination that the interests of the state will be best served:

(A) facts pertaining to the land, resources, or property, or an
interest in them other than those that the director finds material under (1)(B)(ii)
of this subsection; and

(B) issues based on the statutes and regulations referred to in

(H(B)(i) of this subsection and on the facts described in (1)(B)(ii) of this

subsection;
(3) awritten finding for an oil and gas lease sale or gas only lease sale

under AS 38.05.180 is subject to (g) of this section;
(4) a contract for the sale, lease, or other disposal of available land or
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an interest in land is not legally binding on the state until the commissioner approves
the contract, but if the appraised value is not greater than $50,000 in the case of the
sale of land or an interest in land, or $5,000 in the case of the annual rental of land or

interest in land, the director may execute the contract without the approval of the

commissioner;
%) public notice requirements relating to the sale, lease, or othe

disposal of available land or an interest in land for oil and gas, or for gas onlv,
proposed to be scheduled in the five-year oil and gas leasing program under

AS 38.05.180(b), except for a sale under (6)(F) of this subsection, are as follows:

(A) before a public hearing, if held, or in any case not less than
180 days before the sale, lease, or other disposal of available land or an interest
in land, the director shall make available to the public a preliminary written
finding that states the scope of the review established under (1)(A) of this
subsection and includes the applicable statutes and regulations, the material
facts and issues in accordance with (1)(B) of this subsection, and information
required by (g) of this section, upon which the determination that the sale,
lease, or other disposal will serve the best interests of the state will be based;
the director shall provide opportunity for public comment on the preliminary
written finding for a period of not less than 60 days;

(B) after the public comment period for the preliminary written
finding and not less than 90 days before the sale, lease, or other disposal of
available land or an interest in land for oil and gas or for gas onlv, the director
shall make available to the public a final written finding that states the scope of
the review established under (1)(A) of this subsection and includes the
applicable statutes and regulations, the material facts and issues in accordance
with (1) of this subsection, and information required by (g) of this section,

upon which the determination that the sale, lease, or other disposal will serve

the best interests of the state is based;
(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
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interest in land for oil and gas or for gas onlv 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 38.05.1 15

(B) alease of land for a shore fishery site under AS 38.05.082;

(C) a permit or other authorization revocable by the
commissioner;

(D) amineral claim located under AS 38.05.195;

(E) amineral lease issued under AS 38.05.205;

(F) an exempt oil and gas lease sale or gas onlv lease sale
under AS 38.05.180(d) of acreage subject to a best interest finding issued
within the previous 10 years or a reoffer oil and gas lease sale or gas onlv
lease sale unde*- AS 38.05.180(w) of acreage subject to a best interest finding
issued within the previous 10 years, unless the commissioner determines that
substantial new information has become available that justifies a supplement to
the most recent best interest finding for the exempt oil and gas lease sale or
gas onlv lease sale acreage and for the reoffer oil and gas lease sale or gas
onlv lease sale acreage; however, for each oil and gas lease sale or gas onlv
lease sale described in this subparagraph, the director shall call for comments
from the public; the director's call for public comments must provide
oppoitunity for public comment for a period of not less than 30 days; if the

director determines that a supplement to the most recent best interest finding

for the acreage is required under this subparagraph,

(i) the director shall issue the supplement to the best

interest finding not later than 90 days before the sale;

(i) not later than 45 days before the sale, thedirector

shall issue a notice describing the interests to be offered, the location
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and time of the sale, and the terms and conditions of the sale; and
(iii) the supplement has the status of a final written best
interest finding for purposes of (i) and (/) of this section;
(G) [A SHALLOW GAS LEASE AUTHORIZED UNDER
AS 38.05.177 IN AN AREA FOR WHICH LEASING IS AUTHORIZED
UNDER AS 38.05.177;
(H)] asurface use lease under AS 38.05.255;

[H1 (O] a permit, right-of-way, or easement under

AS 38.05.850;
(7) the director shall include in

(A) a preliminary written finding, if required, a summary of
agency and public comments, if any, obtained as a result of contacts with other
agencies concerning a proposed disposal or as a result of informal efforts
undertaken by the department to solicit public response to a proposed disposal,
and tire department's preliminary responses to those comments; and

(B) the final written finding a summary of agency and public
comments received and the department's responses to those comments.

* Sec. 11. AS 38.05.035(g) is amended to read:

(@) Notwithstanding (e)(1)(A) and (B) of this section, when the director

prepares a written finding required under (e) of this section for an oiland gas lease

sale or a gas onlv lease sale scheduled under AS 38.05.180, thedirector shallconsider

and discuss
(1) in a preliminary or final written finding facts that are known to the

director at the time of preparation ofthe finding and that are
(A) material to issues that were raised during the period
allowed for receipt of public comment, whether or not material to a matter set
out in (B) of this paragraph, and within the scope of the administrative review
established by the director under (e)(1) of this section; or
(B) material to the following matters:
(i) property descriptions and locations;

(i1) the petroleum potential of the sale area, in general
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terms;
(iit) fish and wildlife species and their habitats in the

area;
(iv) the current and projected uses in the area, including

uses and value of fish and wildlife;
(v) the governmental powers to regulate the [OIL AND

GAS] exploration, development, production, and transportation of oil

and gas or of gas onlv;
(vi) the reasonably foreseeable cumulative effects of

[OIL AND GAS] exploration, development, production, and
transportation for oil and gas or for gas onlv on the sale area,
including effects on subsistence uses, fish and wildlife habitat and

populations and their uses, and historic and cultural resources;

(vii) lease stipulations and mitigation measures,
including any measures to prevent and mitigate releases of oil and
hazardous substances, to be included in the leases, and a discussion of

the protections offered by these measures;

(viii) the method or methods most likely to be used to
transport oil or gas from the lease sale area, and the advantages,

disadvantages, and relative risks of each;
(ix) the reasonably foreseeable fiscal effects of the lease

sale and the subsequent activity on the state and affected municipalities
and communities, including the explicit and implicit subsidies

associated with the lease sale, if any;
(x) the reasonably foreseeable effects of [OIL AND

GAS] exploration, development, production, and transportation
involving oil and gas or gas onlv on municipalities and communities

within or adjacent to the lease sale area; and

(xi) the bidding method or methods adopted by the

commissioner under AS 38.05.180; and

(2) the basis for the director's preliminary or final finding, as
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New Text Underlined [DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 23-L.S1552\S

applicable, that, on balance, leasing the area would be in the state's best interest.
*Sec. 12. AS 38.05.036(a) is amended to read:

(a) The department may conduct audits regarding royalty and net profits under
oil and gas contracts, agreements, or leases under this chapter and regarding costs
related to [OIL AND GAS] exploration licenses entered into under AS 38.05.131 -
38.05.134 and exploration incentive credits under this chapter or under AS 41.09. For
purposes of audit under this section,

(1) the department may examine the books, papers, records, or
memoranda of a person regarding matters related to the audit; and

(2) the records and premises where a business is conducted shall be
open at all reasonable times for inspection by the department.

*Sec. 13. AS 38.05.127(e) is amended to read:

(e) The establishment of easements or rights-of-way for oil and gas, gas onlv.

and mineral leases under (a) of this section need not be made until the leases are ready

to be developed.

* Sec. 14. AS 38.05.131(a) is amended to read:
(@) Unless specifically provided otherwise in AS 38.05.132 - 38.05.134, the

provisions of AS 38.05.005 - 38.05.037, 38.05.140(f), 38.05.180, 38.05.182 -
38.05.184, and 38.05.920 - 38.05.990 apply to the issuance of [OIL AND GAS]
exploration licenses and leases for oil and gas, or for gas onlv. as appropriate,
under AS 38.05.132 - 38.05.134.

*Sec. 15. AS 38.05.132(a) is amended to read:
(a) To encourage exploration for oil and gas on state land, the commissioner

may issue [OIL AND GAS] exploration licenses. The commissioner may limit the
exnloration licenses under AS 38.05.132 - 38.05.134 to exploration for and
recovery of gas onlv.
* Sec. 16. AS 38.05.132(b) is amended to read:
(b) An [OIL AND GAS] exploration license issued under this section gives
the licensee
(1) the exclusive right to explore, for a term not to exceed 10 years,

[FOR DEPOSITS OF OIL AND GAS] on unleased state land described in the
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exploration license for deposits of oil and gas, or for deposits of gas onlv, as
appropriate, unless the exploration license is terminated under (d)(1) of this section
or the land is earlier relinquished, removed, or deleted under (d)(2) of this section; and

(2) unless the exploration license is terminated under (d)(1) of this
section, the option to convert the exploration license for all or part of the state land,
except the land that is deleted or removed from the land described in the exploration
license under (d)(2) of this section, into an oil and gas lease, or a gas lease onlv, as

appropriate, upon fulfillment of the work commitments contained in the exploration

license.
* Sec. 17. AS 38.05.132(c) is amended to read:
(c) Anexploration license awarded under this section

(1) is not subject to the acreage limitations imposed by
AS 38.05.140(c) or 38.05.180(m);

(2) may cover, subject to the maximum acreage limitation on
exploration licenses by one licensee under AS 38.05.131(e), an area of not less than

10,000 acres and not more than 500,000 acres, that must be reasonably compact and

contiguous;
(3) must be conditioned upon an obligation to perform a specified

work commitment, in total for the term of the license, expressed in dollars of direct

exploration expenditures; the specified work commitment
(A) may include a provision that adjusts the total amountof

work commitment, expressed in dollars of direct exploration expenditures, to

account for inflation;
(B) must include a requirement that the licensee complete at

least 25 percent of the licensee's total specified workcommitment by the fourth

anniversary of the effective date of theissuance of the [OIL AND GAS]

exploration license;
(4) must be conditioned upon the posting of a bond or other security

acceptable to the commissioner, in favor of the state and subject to the following

requirements:
(A) the bond or other security must be renewed annually;
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(B) the annual bond or other security shall be calculated as t

entire work commitment expressed in dollars, less the cumulative direct
exploration expenditures of the licensee as of the last day of the most recent
project year, divided by the number of years remaining in the term of the
exploration license;

(5) is subject to an annual review and revocation if the commissioner

determines that the licensee has failed to provide or maintain in effect the bond or

other security required by (4) of this subsection;
(6) must be conditioned upon the licensee's payment to the state of a

nonrefundable [OIL AND GAS] exploration license fee of $1 for each acre of land or
fraction of each acre that is subject to the exploration license; and
@) must be conditioned upon an agreement that exploration
expenditures are subject to audit by the commissioner.
*Sec. 18. AS 38.05.132(f) is amended to read:

(f) In this section,
1) "direct exploration expenditure” means cash expenses undertake

in performance of a specified work commitment under the provisions of AS 38.05.131
- 38.05.134 and necessarily incurred by the licensee in the permitting, mobilization,
conducting, demobilization, and evaluation of geophysical and geological surveys, or

the drilling, logging, coring, testing, and evaluation of oil and gas or gas onlv wells;

the term
(A) includes direct labor costs, including the cost of benefits,

for employees directly associated with the work commitment programs, the
cost of renting or leasing equipment from parties not affiliated with the
licensee, the reasonable costs of maintaining and operating equipment,
payments to consultants and independent contractors not affiliated with the
licensee, and costs of materials and supplies;

(B) does not include noncash expenses such as depreciation
and reserves, interest or other costs of borrowed funds, return on investment,
overhead, insurance or bond premiums, or any other expense that is

unreasonable or that the licensee has not incurred to satisfy the licensee's work
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commitment;

(2) "work commitment” includes the drilling of one or moi

exploration wells or the gathering of data from activities described in (li of this

subsection, or both.
* Sec. 19. AS 38.05.133(a) is amended to read:
(&) The procedures in this section apply to the issuance of an [OIL AND GAS]
exploration license under AS 38.05.132.
*Sec. 20. AS 38.05.133(f) is amended to read:

(F) After considering proposals not rejected under (d) of this section and public
comment on those proposals, the commissioner shall issue a written finding
addressing all matters set out in AS 38.05.035(e) and (g), except for
AS 38.05.035(g)(D(B)(xi). If the finding concludes that the state's best interests would
be served by issuing an [OIL AND GAS] exploration license, the finding must (1)
describe the limitations, stipulations, conditions, or changes from the initiating
proposal or competing proposals that are required to make the issuance of the
exploration license conform to the best interests of the state, and (2) if only one
proposal was submitted, identify the prospective licensee whom the commissioner
finds should be issued the exploration license. The commissioner shall attach to the
finding a copy of the exploration license to be issued and the form of lease that will be

used for any portion of the exploration license area subsequently converted to a [AN

OIL AND GAS] lease under AS 38.05.134.

* Sec. 21. AS 38.05.133(h) is amended to read:
(h) If competing proposals are submitted, and the commissioner's finding

under (f) of this section concludes that an [OIL AND GAS] exploration license should
be issued, the commissioner shall issue a request for competitive sealed bids, under
procedures adopted by the commissioner by regulation, to determine which
prospective licensee should be issued the exploration license. The finding provided to
the prospective licensees and the public under (f) of this section must contain notice
that (1) the commissioner intends to request competitive sealed bids, (2) a prospective
licensee who intends to participate in the bidding must notify the commissioner in

writing by the date specified in the notice, and (3) a prospective licensee's notice of
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intent

to participate in the bidding constitutes acceptance of issuance of the

exploration license, as limited or conditioned by the terms contained in the finding and

by the exploration license to be issued and the form of lease to be used that have been

attached to that finding, if the prospective licensee is the successful bidder. The

successful bidder is the prospective licensee who submits the highest bid in terms of

the minimum work commitment dollar amount.

* Sec. 22. AS 38.05.134 is amended to read:

Sec. 38.05.134. Conversion to lease. If the licensee requests and the

commissioner determines that the work commitment obligation set out in an [OIL

AND

GAS] exploration license issued under AS 38.05.132 has been met, the

commissioner shall convert to one or more [OIL AND GAS] leases all or part, as the

licensee may indicate, of the area described in the exploration license that remains

after the relinquishments, removals, or deletions required by AS 38.05.132(d)(2). A

lease issued under this section

(1) is subject to the acreage limitations imposed by AS 38.05.140(c);
(2) is subject to AS 38.05.180(j) - (m), (0) - (u), and (X) - (2);

(3) must be conditioned upon a royalty in amount or value of not less

than 12.5 percent of production, except that

ICSSB 312( )

(A) the lessee who, proceeding under AS 38.05.131 -
38.05.134, under a lease issued in the Cook Inlet sedimentary basin who is the
first to file with the commissioner a nonconfidential sworn statement claiming
to be the first to have drilled a well discovering oil or gas in a previously
undiscovered oil or gas pool and who is certified by the commissioner within
one year of completion of that discovery well to have drilled a well in that pool
that is capable of producing in paying quantities shall pay a royalty of five
percent on all production of oil or gas from that pool attributable to that lease
for a period of 10 years following the date of discovery of that pool, and
thereafter the royalty payable onall production of oil or gas from the pool
attributable to that lease shall be determined and payable as specified in the
lease; the payment of the five percent royalty under this paragraph is

authorized only to a holder ofa lease who meets the requirements of
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AS 38.05.180(f)(4); and
(B) for nonconventional gas that is not produced in direct

—

2
3 competition with gas on which a royalty at a rate of at least 12.5 percent is
4 payable, if the licensee requests, the commissioner mav negotiate with the
5 licensee and set a royalty rate for the gas of at least 6.25 percent: for
6 purposes of this subparagraph, "nonconventional gas" has the meaning
7 given in AS 38.05.965;
8 (4) must include an annual rent of $3 per acre or fraction of an acre
9 initially paid to the state at inception of thelease andpayable annually after that until
10 the income to the state from royalty under that lease exceeds the rental incometo the
n state under that lease for that year; and
12 (5) is subject to other conditions and obligations that are specified in
13 the lease.
14 * Sec. 23. AS 38.05.140(a) is amended to read:
15 (a) A person may not take or hold coal leases or permits during the life of coal
16 leases on state land exceeding an aggregate of 92,160 acres, except that a person may
17 apply for coal leases or permits for acreage in addition to 92,160 acres, not exceeding
18 a total of 5,120 additional acres of state land. The additional area applied for shall be
19 in multiples of 40 acresaand the application shall contain a statement that the granting
20 of a lease for additional land is necessary for the person to carry on btisiness
21 economically and is in the public interest. On the filing of the application, [EXCEPT
22 /'S PROVIDED BY AS 38.05.177(a)(2)(C),] the coal deposits in the land covered by
23 the application shall be temporarily set aside and withdrawn from all other forms of
24 disposal provided under AS 38.05.135 - 38.05.181.
25 * Sec. 24. AS 38.05.140(f) is amended to read:
26 () The submerged and shoreland lying north of 57 degrees, 30 minutes, North
27 [NORTH] latitude and east of 159 degrees, 49 minutes, West [WEST] longitude
28 within the Bristol Bay drainage are designated as the Bristol Bay Fisheries Reserve,
29 Within the Bristol Bay Fisheries Reserve” [NO] surface entry permit to develop an
30 oil or gas lease or an [OIL AND GAS] exploration license under AS 38.05.131 -
31 38.05.134 may not be issued on state owned or controlled land until the legislature by
1 -19- CSSB 312( )
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appropriate resolution specifically finds that the entry will not constitute danger to the

fishery.
* Sec. 25. AS 38.05.150(f) is amended to read:
M A [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. 26. AS 38.05.177(a) is amended to read:

(@) The provisions of this section
[(1)] apply to nonconventional gas [, WHETHER METHANE

ASSOCIATED WITH AND DERIVED FROM COAL DEPOSITS OR
OTHERWISE, FROM A FIELD IF A PART OF THE FIELD IS WITHIN 3,000

FEET OF THE SURFACE; AND
(2) DO NOT APPLY TO AUTHORIZE LEASE OF

(A) LAND
(i) THAT IS SUBJECT TO AN OIL AND GAS
EXPLORATION LICENSE OR LEASE ISSUED UNDER

AS 38.05.131 -38.05.134: OR
(i) THAT IS LEASED UNDER AS 38.05.180;

(B) THE LAND (i) THAT IS PROPOSED TO BE SUBJECT
TO AN OIL AND GAS EXPLORATION LICENSE OR LEASE ISSUED
UNDER AS 38.05.131 - 38.05.134; OR (ii) THAT IS DESCRIBED IN AND
PART 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;
(C) 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; OR
(D) THE VALID EXISTING SELECTIONS OF THE

ALASKA MENTAL HEALTH TRUST AUTHORITY MADE FOR THE

CSSB 312( ) . -20-
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PURPOSE OF RECONSTITUTING THE MENTAL HEALTH TRUST
ESTABLISHED UNDER THE ALASKA MENTAL HEALTH ENABLING
ACT, P.L. 84-830, 70 STAT. 709 (1956), THAT BECOME SUBJECT TO
MANAGEMENT UNDER AS 38.05.801, OR OF LAND THAT HAS BEEN
DESIGNATED BY LAW FOR OR IS SUBJECT TO DESIGNATION FOR
CONVEYANCE TO THE ALASKA MENTAL HEALTH TRUST
AUTHORITY; HOWEVER, AFTER CONSULTATION WITH THE
ALASKA MENTAL HEALTH TRUST AUTHORITY, THE
COMMISSIONER MAY WAIVE THE LIMITATIONS OF THIS
SUBPARAGRAPH],

* Sec. 27. AS 38.05.177(/) is amended to read:
0 A lessee holding [OBTAINING] a lease modified under

AS 38.05.180(0)12) [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 other mineral
deposits on the land leased. However, in a lease entered into under AS 38.05.150 for
land that is already subject to a lease covered [LEASED] under this section, coal may
not be mined or extracted by the coal lessee from the coal lease without prior
agreement with the lessee holding the lease covered [ISSUED] under this section.
* Sec. 28. AS 38.05.180(a) is amended to read:
(a) The legislature finds that

(1) the people of Alaska have an interest in the development of the

state's oil and gas resources to
(A) maximize the economic and physical recovery of the

resources;
(B) maximize competition among parties seeking to explore

and develop the resources;
(C) maximize use of Alaska's human resources in the

development of the resources;
(2) itis in the best interests of the state

(A) to encourage an assessment of its oil and gas resources and
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to allow the maximum flexibility in the methods of issuing leases to

1

2 (i) recognize the many varied geographical regions of
3 the state and the different costs of exploring for oil and gas in hese
4 regions;

5 (i)  minimize the adverse impact of exploration,
6 development, production, and transportation activity; and

7 (B) to offer acreage for oil and gas leases or for gas onlv
8 leases, specifically including

9 (i) state acreage that has been the subject of a best
10 interest finding at annual areawide lease sales; and

1n (ii) land in areas that, under (d) of this section, may be
12 leased Vv'ithout having been included in the leasing program prepared
13 and submitted under (b) of this section.

14 * Sec. 29. AS 38.05.180(b) is amended to read:

15 (b) The commissioner shall biennially prepare and, between the first and the
16 15th day of the first regular session of each legislature, notify the legislature of the
17 availability of, a five-year proposed oil and gas leasing program consisting of a
18 schedule of proposed lease sales and specifying as precisely as practicable the location
19 of tracts proposed to be offered for oil and gas leasing or for leasing of gas onlv
20 during the calendar year in which the proposed program is made available to the
21 legislature and the following four calendar years.
22 * Sec. 30. AS 38.05.180(c) is amended to read:
23 (c) Except as provided in (d)and (w) of this section, an oil and gas lease sale
24 or gas onlv lease sale may not be held unless it was included in the proposed leasing
25 programs submitted to the legislature during the two calendar years preceding the year
26 in which the sale is held. A lease sale, whether for oil and gas or for gas onlv, may
27 not be held before the date it is scheduled in the proposed oil and gas leasing program.

28 * Sec. 31. AS 38.05.180(d) is amended to read:

29 (d) The commissioner
30 (1) may annually offer leases for oil and gas or leases for gas onlv
31 [LEASES] of the acreage described in AS 38.05.035(e)(6)(F);
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(2) may issue [OIL AND GAS] leases in an area that has not bee
included in a leasing program prepared, in accordance with (b) of this section, if the

land to be leased
(A) was previously subject to a valid state oil and gas lease, a

valid state gas lease, or a valid federal oil and gas lease;

(B) is contiguous to land already under state, federal, or private
lease and the commissioner makes a written finding, after hearing, that leasing
of the land would result in a substantial probability of early evaluation and

development ofthe land to be leased;
(C) is adjacent to land owned or controlled by another party on

which a discovery of commercial quantities of oil or gas has been made, and
the commissioner finds, after hearing, that there is a reasonable probability that

the land to be leased contains oil or gas in communication with the oil or gas

discovered on the land of the oilier party;

(D) is adjacent to land included in the federal five-year Outer
Continental Shelf leasing program under 43 U.S.C. 1344, and the
commissioner makes a written finding, after hearing, that coordinated or
simultaneous leasing with the federal government is in the public interest; or

(E) is the subject of an [OIL AND GAS] exploration license
issued under AS 38.05.131 - 38.05.134; however, if the license issued was
for exploration for and recovery of gas onlv, then the lease issued under

this subsection shall he limited to exploration for and recovery of gas only.

*Sec. 32. AS 38.05.180(f) is amended to read;
(M Except as provided by AS 38.05.131 - 38.05.134 [AND 38.05.177], the

commissioner may issue oil and gas leases or leases for gas onlv on state land to the

highest responsible qualified bidder as follows:
(1) the commissioner shall issue an oil and gas lease or a <zas onlv

lease, as appropriate, to the successful 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;
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(2) 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;
(3) following a pre-sale analysis, the commissioner may choose at least

one of the following leasing methods;
(A) a cash bonus bid with a fixed royalty share reserved to the

state of notless than 12.5 percent in amount or value of the production

removed or sold from the lease;
(B) a cash bonus bid with a fixed royalty share reserved to the

state of notless 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;

(C) afixed 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 removed or sold from the lease;
(D) a fixed cash bonus with the share of the net profit derived

from the lease reserved to the state as the bid variable;

(E) a fixed cash bonus with a fixed royalty share reservedto 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 derivedfrom the

lease reserved to the state as the bid variable;

(F) 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 125 percent in amount or value of the

production removed or sold from the lease;

(G) 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 valueof the

production removed or sold from the lease;
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(H) for nonconventional gas that will not be produced i
direct competition with gas on which a royalty at a rate of at least 12.5
percent is payable, a royalty share reserved to the state of at least 6.25

percent in amount or value of the production removed or sold from the

lease;
4) notwithstanding a requirement in the leasing method chosen of

minimum fixed royalty share, on and after March 3, 1997, the lessee under a lease
issued in the Cook Inlet sedimentary basin who is the first to file with the
commissioner a nonconfidential sworn statement claiming to be the first to have
drilled a well discovering oil or gas in a previously undiscovered oil or gas pool and
who is certified by the commissioner within one year of completion of that discovery
well to have drilled awell in that pool that is capable of producing in paying quantities
shall pay a royalty of five percent on all production of oil or gas from that pool
attributable to that lease for a period of 10 years following the date of discovery of that
pool, and thereafter the royalty payable on all production of oil or gas from the pool
attributable to that lease shall be determined and payable as specified in the lease; for
purposes of this paragraph, the reduced royalty authorized by this paragraph is subject
to the following:

(A) only one reduction of royalty authorized by this paragraph
may be allowed on each lease that qualifies for reduction of royalty under this
paragraph;

(B) if, under this paragraph, application is made for a royalty
ieduction for a lease that was entered into before March 3, 1997, the
commissioner may approve the application only if, on that date, the lease was a
nonproducing lease that was not committed to a unit approved by the
commissioner under (m) of this section, that is not part of a unit under (p) or
(g) of this section, and that has not been made part of a unit under AS 31.05;

(C) if application for a royalty reduction is made under this
paragraph for a lease on which a discovery royalty was claimed or may be
claimed under the discovery royalty provisions of former AS 38.05.180(a) in

effect before May 6, 1969, the commissioner shall disallow the application
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under this paragraph unless the applicant waives the right to claim the right to
a reduced royalty under the discovery royalty provisions of former
AS 38.05.180(a) in effect before May 6, 1969; and
(D) the commissioner shall adopt regulations setting out the
standards, criteria, and definitions of terms that apply to implement the filing
of applications for, and the review and certification of, discovery [OIL AND
GAS ROYALTY] certifications under this paragraph;
(5) notwithstanding and in lieu of a requirement in the leasing metho
chosen of a minimum fixed royalty share, or the royalty provision of a lease, for leases
unitized as described in (p) of this section, leases subject to an agreement described in
(s) or (t) ofthis section, or interests unitized under AS 31.05, the lessee ofall or part of
an oil or gas field identified in this section that has been granted approval of a written

plan submitted to the Alaska Oil and Gas Conservation Commission under

AS 31.05.030(i) shall, subject to (dd) of this section, pay a royalty of five percent on
the first 25,000,000 barrels of oil and the first 35,000,000,000 cubic feet of gas
produced for sale from that field that occurs in the 10 years following the date on
which the production for sale commences; the fields eligible for royalty reduction
under this paragraph, all of which are located within the Cook Inlet sedimentary basin,
were discovered before January 1, 1988, and have been undeveloped or shut in from at
least January 1,1988, through December 31,1997, are

(A) Falls Creek;

(B) Nicolai Creek;

(C) North Fork;

(D) Point Stariclikof;

(E) Redoubt Shoal; and

(F) West Foreland;

(6) notwithstanding and in lieu of a requirement in the leasing method
chosen of a minimum fixed royalty share, or the royalty provision of a lease, for leases
unitized as described in (p) of this section, leases subject to an agreement described in
(s) or (t) ofthis section, or interests unitized under AS 31.05, the lessee ofall or part of

an oil field located offshore in Cook Inlet on which an oil production platform
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specified in (A), (C), or (E) ofthis paragraph operates, or the lessee of all or part of the
field located offshore in Cook Inlet and described in (G) of this paragraph,

(A) shall pay a royalty of five percent on oil produced from tt
platform if oil production that equaled or exceeded a volume of 1,200 barrels a
day declines to less than that amount for a period of at least one calendar
quarter, as certified by the Alaska Oil and Gas Conservation Commission, for
as long as the volume of oil produced from the platform remains less than
1,200 barrels a day; the provisions of this subparagraph apply to

(i) Dolly;

(ii) Grayling;

(iii)) King Salmon;
(iv) Steelhead; and
(v) Monopod,;

(B) shall pay a royalty calculated under this subparagraph if th
volume of oil produced from the platform that was certified by the Alaska Oil
and Gas Conservation Commission under (A) of this paragraph later increases
to 1,200 or more barrels a day and remains at 1,200 or more barrels a day for a
period of at least one calendar quarter; until the royalty rate determined under
this subparagraph applies, the royalty continues to be calculated under (A) of
this paragraph; on and after the first day of the month following the month the
increased production exceeds the period specified in this subparagraph, the
royalty payable under this subparagraph is

(i) for production of at least 1,200 barrels a day but not
more than 1,300 barrels a day - seven percent;

(i) for production of more than 1,300 barrels a day but
not more than 1,400 barrels a day -8.5 percent;

(iii) for production of more than 1,400 barrels a daybut
not more than 1,500 barrels a day -10 percent; and

(iv) for production of more than 1,500 barrels aday -

12,5 percent;

(C) shall pay aroyalty of five percent on oil produced from the
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platform if oil production that equaled or exceeded a volume of 975 barrels a

day declines to less than that amount for a period of at least one calendar

quarter, as certified by the Alaska Oil and Gas Conservation Commission, for

as long as the volume of oil produced from the platform remains less than 975

barrels a day; the provisions of this subparagraph apply to

(i) Baker;
(ii) Dillon;
(iii) XTO.A; and
(iv) XTO.C;
(D) shall pay a royalty calculated under this subparagraph if the

volume of oil produced from the platform that was certified by the Alaska Oil

and Gas Conservation Commission under (C) of this paragraph later increases

to 975 or more barrels a day and remains at 975 or more barrels a day for a

period of at least one calendar quarter; until the royalty rate determined under

this subparagraph applies, the royahy continues to be calculated under (C) of

this paragraph, on and after the first day of the month following the month the

increased production exceeds the period specified in this subparagraph, the

royalty payable under this subparagraph is

(i)  for production of at least 975 barrels a day but not

more than 1,100 barrels a day - seven percent;

(ii)  for production of more than 1,100 barrels a day but

not more than 1,200 barrels a day - 8.5 percent;

(iii)  for production of more than 1,200 barrels a day but

not more than 1,350 barrels a day - 10 percent; and

(iv)for production of more than 1,350 barrels a day -

12.5 percent;

(E) shall pay a royalty of five percent on oil produced from the

platform if oil production that equaled or exceeded a volume of 750 barrels a

day declines to less than that amount for a period of at least one calendar

quarter, as certified by the Alaska Oil and Gas Conservation Commission, for

as long as the volume of oil produced from the platform remains less than 750

| CSSB 312( )
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barrels a day; the provisions ofthis subparagraph apply to
(i) Granite Point;
(ii) Anna; and
(iii) Bruce;

(3] shall pay a royalty calculated under this subparagraph ift
volume of oil produced from the platform that was certified by the Alaska Oil
and Gas Conservation Commission under (E) of this paragraph later increases
to 750 or more barrels a day and remains at 750 or more barrels a day for a
period of at least one calendar quarter; until the royalty rate determined under
this subparagraph applies, the royalty continues to be calculated under (E) of
this paragraph; on and after the first day of the month following the month the
increased production exceeds the period specified in this subparagraph, the
royalty payable under this subparagraph is

(i) for production of at least 750 barrels a day but not

more than 850 barrels a day - seven percent;

(ii) for production of more than 850 barrels a day but
not more than 1,000 barrels a day - 8.5 percent;

(iii) for production of more than 1,000 barrels a day but
not more than 1,200 barrels a day - 10 percent; and

(iv) for production of more than 1,200 barrels a day =
12.5 percent;

(G) shall pay a royalty of five percent on oil produced from the
field if oil production that equaled or exceeded a volume of 750 barrels a day
declines to less than that amount for a period of at least one calendar quarter,
as certified by the Alaska Oil and Gas Conservation Commission, for as long
as the volume of oil produced from the field remains less than 750 barrels a
day; the provisions of this subparagraph apply to the West McArthur River
field;

(H) shall pay a royalty calculated under this subparagraph if the
volume of oil produced from the field that wts certified by the Alaska Qil and

Gas Conservation Commission under (G) of this paragraph later increases to
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750 or more barrels a day and remains at 750 or more barrels a day for a period
of at least one calendar quarter; until the royalty rate determined under this
subparagraph applies, the royalty continues to be calculated under (G) of this
paragraph; on and after the first day of the month following the month the

increased production exceeds the period specified in this subparagraph, the

royalty payable under this subparagraph is
(i) for production of at least 750 barrels a day but not

more than 850 barrels a day =seven percent;

(if)y for production of more than 850 barrels a day but

not more than 1,000 barrels a day - 8.5 percent;

(iii) for production of more than 1,000 barrels a day but

not more than 1,200 barrels a day -10 percent; and

(iv) for production of more than 1,200 barrels a day -
12,5 percent; and
(1) may obtain the benefits of the royalty adjustments set out in
(A) - (H) of this paragraph only if the commissioner determines that the
reduction in production from the platform or the field is
(i) based on the average daily production during the
calendar quarter based on reservoir conditions; and
(ii) not the result of short-term production declines due
to mechanical or other choke-back factors, temporary shutdowns or

decreased production due to environmental or facility constraints, or

market conditions.

* Sec. 33. AS 38.05.180(h) is amended to read:
(h) The commissioner may include terms in any [OIL AND GAS] lease

imposing a minimum work commitment on the lessee. These terms shall be made

public beforethe sale, and may include appropriate penalty provisions to take effect in

the eventthe lessee does not fulfill the minimum work commitment. If itis
demonstrated that a lease has been proven unproductive by actions of adjacent lease
holders, the commissioner may set aside a work commitment. The commissioner may

waive for a period not to exceed one two-year period any term of a minimum work
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commitment if the commissioner makes a written finding either that conditions
preventing drilling or exploration were beyond the lessee's reasonable ability to
foresee or control or that the lessee has demonstrated through good faith efforts an

intent and ability to drill or develop the lease during the term of the waiver.

* Sec. 34. AS 38.05.180(i) is amended to read:

(i) The commissioner may provide for the establishment of an exploration
incentive credit system under which a lessee of state land drilling an exploratory well
on that land may earn credits based upon the footage drilled and the region in which
the well is situated. The commissioner may also provide for credits to be earned by
persons performing geophysical work on state land, if that work is performed during
the two seasons immediately preceding an announced lease sale and on land included
within the sale area and the geophysical information is made public following the sale.
Credits may not exceed 50 percent of the cost of the drilling or geophysical work.
Credits may be used during a limited period established by the commissioner and may
be assigned during that period. Credits may be applied against (1) [OIL AND GAS]
royalty and rental payments for oil and gas or for gas onlv payable to the state or (2)
taxes payable under AS 43.55. A credit may not ~“xceed 50 percent of the payment
toward which it is being applied. Amounts due the Alaska permanent fund
(AS 37.13.010) shall be calculated before the application of credits under this
subsection.

* Sec. 35. AS 38.05.180(j) is amended to read:

(j) The commissioner

(1) may provide for modification of royalty on individual leases, leases
unitized as described in (p) of this section, leases subject to an agreement described in
(s) or (t) of this section, or interests unitized under AS 31.05

(A) to allow for production from an oil or gas field or pool if
(i) the oil or gas field or pool has been sufficiently
delineated to the satisfaction ofthe commissioner;
(ii) the field or pool has not previously produced oil or

gas for sale; and
(iii) oil or gas production from the field or pool would
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not otherwise be economically feasible;
(B) to prolong the economic life of an oil or gas field or pool as
per barrel or barrel equivalent costs increase or as the price of oil or gas
decreases, and the increase or decrease is sufficient to make future production

no longer economically feasible; or

(C) to reestablish production of shut-in oil or gas that would
not otherwise be economically feasible;

(2) may not grant a royalty modification unless the lessee or lessees
requesting the change make a clear and convincing showing that a modification of
royalty meets the requirements of this subsection and is in the best interests of the
state;

(3) shall provide for an increase or decrease or other modification of
the state's royalty share by a sliding scale royalty or other mechanism that shall be
based on a change in the price of oil or gas and may also be based on other relevant
factors such as a change in production rate, projected ultimate recovery, development
costs, and operating costs

(4)may not grant a royalty reduction for a field or pool

(A) under OXA; of this subsection if the royalty modification
for the field or pool would establish a royalty rate of less than five percent in
amount or value of the production removed or sold from a lease or leases
covering the field or pool;

(B) under (1)(B) or (1)(C) of this subsection if the royalty
modification for the field or pool would establish a royalty rate of less than
three percent in amount or value of the production removed or sold from a
lease or leases covering the field or pool;

(5) may not grant a royalty reduction under this subsection without

including an explicit condition that the royalty reduction is not assignable without the

prior written approval, which may not be wunreasonably withheld, by the

commissioner; the commissioner shall, in the preliminary and final findings and

determinations, set out the conditions under which the royalty reduction may be

assigned;
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(6) shall require the lessee or lessees to submit, with the application f¢

the royalty reduction, financial and technical data that demonstrate that the

requirements of this subsection are met; the commissioner

(A) may require disclosure of only the financial and technical
data related to development, production, and transportation of oil and gas or
gas onlv from the field or pool that are reasonably available to the applicant;
and

(B) shall keep the data confidential under AS 38.05.035(a)(9)
at the request of the lessee or lessees making application for the royalty
reduction; the confidential data may be disclosed by the commissioner to
legislators and to the legislative auditor and as directed by the chair or vice-
chair of the Legislative Budget and Audit Committee to the director of the
division of legislative finance, the permanent employees of their respective
divisions who are responsible for evaluating a royalty reduction, and to agents
or contractors of the legislative auditor or the legislative finance director who

are engaged under contract to evaluate the loyalty reduction, if they sign an

appropriate confidentiality agreement;
(7) may
(A) require the lessee or lessees making application for the
royalty reduction under (1)(A) of this subsection to pay for the sendees of an
independent contractor, selected by the lessee or lessees from a list of qualified
consultants compiled by the commissioner, to evaluate hydrocarbon
development, production, transportation, and economics and to assist the
commissioner in evaluating the application and financial and technical data; if,
under this subparagraph, the commissioner requires payment for the services of
an independent contractor, the total cost of the services to be paid for by the
lessee or lessees may not exceed $150,000 for each application, and the
commissioner shall determine the relevant scope of the work to be performed
by the contractor; selection of an independent contractor under this

subparagraph is not subject to AS 36.30;

(B) with the mutual consent of the lessee or lessees making
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application for the royalty reduction under (1)(B) or (1)(C) of this subsection,
request payment for the services of an independent contractor, selected from a
list of qualified consultants to evaluate hydrocarbon development, production,
transportation, and economics by the commissioner to assist the commissioner
in evaluating the application and financial and technical data; if, under this
subparagraph, the commissioner requires payment for the services of an
independent contractor, the total cost of the services that may be paid tor by
the lessee or lessees may not exceed $150,000 for each application, and the
commissioner shall determine the relevant scope of the work to be performed
by the contractor; selection of an independent contractor under this
subparagraph is not subject to AS 36.30;

(8) shall make and publish a preliminary findings and determination on
the royalty reduction application, give reasonable public notice of the preliminary
findings and determination, and invite public comment on the preliminary findings
and determination during a 30-day period for receipt of public comment;

(9) shall offer to appear before the Legislative Budget and Audit
Committee, on a day that is not earlier than 10 days and not later than 20 days after
giving public notice under (8) of this subsection, to provide the committee a review of
the commissioner's preliminary findings and determination on the royalty reduction
application and administrative process; if the Legislative Budget and Audit Committee
accepts the commissioner's offer, the committee shall give notice of the committee's

meeting to all members of the legislature;

(10) shall make copies of the preliminary findings and determination

available to
(A) the presiding officer of each house of the legislature;

(B) the chairs of the legislature's standing committees on

resources; and

(C) the chairs of the legislature's special committees on oil and

gas, if any;
(11) shall, within 30 days after the close of the public comment period

imder (8) of this subsection,
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(A) prepare a summary of the public response to the
commissioner's preliminary findings and determination;

(B) make a final findings and determination; the
commissioner's final findings and determination prepared under this

subparagraph regarding a royalty reduction is final and not appealable to the

court;
(C) transmit a copy of the final findings and determination to

the lessee;
(D) with the applicant's consent, amend the applicant's lease or
unitization agreement consistent with the commissioner's final decision; and
(E) make copies of the final findings and determination
available to each person who submitted comment under (8) of this subsection
and who has filed a request for the copies;
(12) is not limited by the provisions of AS 38.05.134(3) or (f) of this
section in the commissioner's determination under this subsection.

* Sec. 36. AS 38.05.180(/) is amended to read:
™ Subject to the provisions of AS 31.05, the commissioner has discretion to

enter into an agreement whereby, with the consent of the lessee, the state's royalty
share of [OIL AND GAS] production of oil and gas or gas only may be stored or
retained in storage by the lessee, or the commissioner may enter into an agreement
with one or more of the affected field lease holders to trade current royalty production
from a field for a like amount, kind, and quality of future production, on the condition
that the state receives back its stored or traded royalty share during the first halfof the

estimated field life or no later than 15 years after start of production, whichever is

sooner.
* Sec. 37. AS 38.05.180(m) is amended to read:

(m) An oil and gas lease or a gas onlv lease must cover a reasonably compact
area not exceeding 5,760 acres, and may be for a maximum period of 10 years, except
that the commissioner may issue a lease for a period not less than five years upon a
finding that it is in the best interests of the state. An oil and gas lease shall be

automatically extended if and for so long thereafter as oil or gas is produced in paying
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quantities from the lease or if the lease is committed to a unit approved by the
commissioner, and a gas onlv lease shall be automatically extended if and for so
long thereafter as gas is produced in paving quantities from the lease or if the
lease is committed to a unit approved by the commissioner. A lease issued under
this section covering land on which there is a well capable of producing oil or gas in
paying quantities does not expire because the lessee fails to produce oil or gas unless
the lessee is allowed reasonable time to place the well on a producing status. Upon
extension, the commissioner may increase lease rentals so long as the increased rental
rate does not exceed 150 percent of the rate for the preceding year. |If drilling has
commenced on the expiration date of the primary tenn 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
continues in effect until 90 days after drilling has ceased and for so long thereafter as
oil or gas is produced in paying quantities. An oil and gas lease or a gas onlv lease

issued under this section which is subject to termination by reason of cessation of

production does not terminate if, within 60 days after production ceases, reworking or

drilling operations are commenced on the land under lease and are thereafter

conducted with reasonable diligence during the period of nonproduction.
* Sec. 38. AS 38.05.180(n) is amended to read:

(n) The commissioner may establish by regulation that after a well has been
plugged and abandoned, the rental rate which was in effect during the year of
abandonment is maintained for the remainder of the term. Rental is payable in advance
and continues until income to the state from royalty or net profit share exceeds rental
income to the state for that year. Under this subsection,

£11 [OIL AND GAS] leases for oil and gas or for gas onlv shall
provide for payment to the state of rental on the following basis:
(A) [(1)] for the first year, $1.00 per acre;
[(2)J for the second year, $1.50 per acre;
£C) [(3)] for the third year, $2.00 per acre;
£D) [(4)] for the fourth year, $2.50 per acre;
£E) [(5)] for the fifth and following years, $3.00 per acre”®
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(2) if the lessee under a gas onlv lease demonstrates to the
commissioner that the potential resources underlying the lease arc reasonably
estimated to be only n>iconventional gas, the rental payment is S1.00 per acre
until the lease expires or paving quantities of conventional oil or gas are

discovered underlying the lease.

* Sec. 39. AS 38.05.180(p) is amended to read:

(p) To conserve the natural resources of all or a part of an oil or gas pool.
field, or like area, the lessees and their representatives may unite with each other, or
jointly or separately with others, in collectively adopting or operating under a
cooperative or a unit plan of development or operation of the pool, field, or like area,
or a part of it, when determined and certified by the commissioner to be necessary or
advisable in the public interest. The commissioner may, with the consent of the
holders of leases involved, establish, change, or revoke drilling, producing, and
royalty requirements of the leases and adopt regulations with reference to the leases,
with like consent on the part of the lessees, in connection with the institution and

operation of a cooperative or unit plan as the commissioner determines necessary or

proper to secure the proper protection of the public interest. The commissioner may

not reduce royalty on leases in connection with a cooperative or unit plan except as
provided in (j) of this section. The commissioner may require a lease [OIL AND
GAS LEASES] issued under this section to contain a provision requiring the lessee to
operate under a reasonable cooperative or unit plan, and may prescribe a plan under

which the lessee must operate. The plan must adequately protect all parties in interest,

including the state.

* Sec. 40. AS 38.05.180 is amended by adding a new subsection to read:

(ff) The provisions of this section that authorize oil and gas leases also apply
to authorize the commissioner to issue leases for the production of gas only. In
authorizing and managing leases under this subsection, the terms "oil and gas" or "oil
or gas" as they are used in this chapter may be read and applied as appropriate as
referring to gas only. When a lease is authorized as a gas only lease, the lease does

not give the lessee the right to produce oil. If a well drilling for gas under a gas only

lease authorized by this subsection penetrates a formation capable of producing oil, the

-37- CSSB 312( )
ilew Text: Underlined [DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 23-LS13BAS

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
exploration and 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. 41. AS 38.05.860(a) is amended to read:

(a) The commissioner may require an applicant seeking the sale, lease, or
other disposal of land or an interest in land, other than under an oil and gas lease, gas
onlv lease, or mineral lease, to deposit an amount covering the estimated cost of an
appraisal, survey, and other costs necessary to offer the land or interest in land,
including advertising. All deposited funds not expended shall be refunded to the
applicant. If the land or interest in land is awarded to a person other than the applicant
making the deposit, the person awarded the land shall pay the tctal actual cost incurred
by the department in making the disposal, and the deposit shall be returned to the
original applicant. In lieu of requiring the deposit under this subsection, the
commissioner may enter into an agreement with an applicant seeking land or an
interest in land requiring the applicant to reimburse the department for costs incurred

in the disposal if the applicant is awarded the land or interest in land.

* Sec. 42. AS 38.05.860(c) is amended to read:

(c) The commissioner shall require each bidder for the competitive leasing of
[OIL AND GAS] land for oil and gas, or for gas oniv, to submit with each bid a
deposit of money equal to 20 percent of the bonus.

* Sec. 43. AS 38.05.945(a) is amended to read:

@) This section establishes the requirements for notice given by the

department for the following actions:
(1) classification or reclassification of state land under AS 38.05.300

and the closing of land to mineral leasing or entry under AS 38.05.185;

(2) zoning of land under applicable law;
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(3) issuance ofa

(A) preliminary written finding under AS 38.05.035(e)(5)(A
regarding the sale, lease, or disposal of an interest in state land or resources fo;
oil and gas, or for gas onlv, subject to AS 38.05.180(b);

(B) [REPEALED

(C)] written finding for the sale, lease, or disposal of an interesi
in state land or resources under AS 38.05.035(e)(6), except a [AN OIL OR
GAS] lease sale described in AS 38.05.035(e)(6)(F) for which the director
must provide opportunity for public comment under the provisions of that
subparagraph;

(4) a competitive disposal of an interest in state land or resources after

final decision under AS 38.05.035(e);
(5) a preliminary finding under AS 38.05.035(e) concerning sites for

aquatic farms and related hatcheries;
(6) a decision under AS 38.05.132 - 38.05.134 regarding the sale,
lease, or disposal of an interest in state land or resources.
* Sec. 44. AS 38.05.965 is amended by adding a new paragraph to read:
(25) "nonconventional gas" means coal bed methane, shales containing
gas, or gas hydrates.
* Sec. 45. AS 38.06.080(2) is amended to read:
(2) "state lease" means an oil and gas lease or gas onlv lease on state
land.

* Sec. 46. AS 38.35.020(a) is amended to read:

(a) Rights-of-way on staie land including rights-of-way over, under, along,

across, or upon the right-of-way of a public road or highway or the right-of-way of a
railroad or other public utility, or across, upon, over, or under a river or other body of
water or land belonging to or administered by the state may be granted by
noncompetitive lease by the commissioner for pipeline purposes for the transportation
of oil, products, or natural gas under those conditions prescribed by law or by
administrative regulation. Except to the extent authorized by an oil and gas lease, a

gas onlv lease, or an oil and gas or gas onlv unit agreement approved by the state, no
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person may engage in any construction or operation of any part of an oil, products, or
natural gas pipeline, which in whole or in part is or is proposed to be on state land

unless that person has obtained from the commissioner a right-of-way lease of the land

under this chapter.

* Sec. 47. AS 43.20.072(c) is amended to read:

(c) A taxpayer's business income shall be apportioned to this state by
multiplying the taxpayer's income determined under (b) of this section by the
apportionment factor applicable to the taxpayer among the following factors:

(1) the apportionment factor of a taxpayer subject to this section but
not engaged in the production of oil and gas, or of gas onlv. as appropriate, from a
lease or property in this state during the tax period is a fraction, the numerator of
which is the sum of the property factor under AS 43.19 (Multistate Tax Compact) and
the sales factor under (d) of this section for the taxpayer for that tax period, and the
denominator of which is two;

(2) the apportionment factor of a taxpayer subject to this section but
not engaged in the pipeline transportation of oil or gas in this state during the tax
period is a fraction, the numerator of which is the sum of the property factor under (e)
of this section and the extraction factor under (f) of this section for the taxpayer for the
tax period, and the denominator of which is two;

(3) the apportionment factor of a taxpayer engaged both in the
production of oil or gas from a lease or property in this state and in the pipeline
transportation of oil or gas in this state during the tax period is a fraction, the
numerator of which is the sum of the sales factor under (d) of this section, the property
factor under (e) of this section, and the extraction factor under (f) of this section for

the taxpayer for the tax period, and the denominator of which is three.

* Sec. 48. AS 43.55.025(a) is amended to read:
(a) Subject to the terms and conditions of this section, on oil and gas produced

from an oil and gas lease, or on gas produced from a gas onlv lease, on or after

July 1, 2004, a credit against the tax due under this chapter is allowed in an amount

equal to
(1) 20 percent of the total exploration expenditures that qualify under
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(b) and (c) ofthis section, 20 percent of the total exploration expenditures that qualify
under (b) and (d) of this section, or both, for a total credit that does not exceed 40
percent of the total exploration expenditures; or
(2) 40 percent of the total exploration expenditures that qualify under
(b) and (e) of this section, for a total production tax credit that does not exceed 40
percent of the total qualified exploration expenditures.
* Sec. 49. AS 43.55.900(9) is amended to read:
(9) "lease or property” means any right, titleaor interest in or the right
to produce or recover oil or gas including:

(A) a mineral interest,

(B) aleasehold interest,

© a working interest,royalty interest, overriding royalty
interest, productionpayment, net profit interest or any other interest in a lease,
concession, joint venture* or other agreement for [OIL AND GAS] exploration,
development or production of oil and gas or of gas only,

(D) a working interest,royalty interest, overriding royalty
interest, production payment, net profitinterest or any other interest in an
agreement for unitization or pooling under the provisions of 26 U.S.C.
614(b)(3) (Internal Revenue Code) as defined on January 1, 1974;

* Sec. 50. AS 46.03.100(f) is amended to read:

() This section does not apply to discharges of solid or liquid waste material
or water discharges from fhe 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
ilie state:

(1) mineral drilling, trenching, ditching, and similar activities;

(2) landscaping;

(3) water well drilling, geophysical drilling, or nonconventional
[COAL BED METHANE DRILLING OR OTHER NATURAL] gas drilling; for
purposes of this paragraph, "nonconventional gas" has the meaning given in

AS 38.05.965 [TO RECOVER GAS FROM A FIELD IF A PART OF THE FIELD IS
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WITHIN 3,000 FEET OF THE SURFACE]; or
4 drilling, ditching, trenching, and similar activities associated w

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 this section if

(A) the drilling, ditching, trenching, or similar activity will
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) apermit is otherwise required by this section.

* Sec. 51. AS 46.04.030(b) is amended to read:
(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 lias been approved by the department and
the person is in compliance with the plan. This subsection does not apply to an
exploration or production facility used solely to explore for or to develop or produce
nonconventional [SHALLOW NATURAL] gas resources, except that this exemption

does not apply if the Alaska Oil and Gas Conservation Commission determines under

AS 31.05.030Q) that
(1) a well drilled for nonconventional [SHALLOW NATURAL] gas

may penetrate a formation capable of flowing oil; and
(2) the volume of oil encountered will be of such quantities that a
contingency plan will be required.

* Sec. 52. AS 46.04.040(b) is amended to read:

(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
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(A) $20,000,000 per incident if the facility produces over
10,000 barrels per day of 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 of 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 of oil;

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

barrels per day or less of oil;
(3) an onshore exploration facility is
(A) $25,000 per r.cident for a facility used solely to explore for
nonconvention,[SHALLOW NATURAL] gas by means of drilling a well to
explore for the gas [[ WHETHER METHANE ASSOCIATED WITH AND
DERIVED FROM COAL DEPOSITS OR OTHERWISE, FROM A FIELD IF
A PART OF THE FIELD IS WITHIN 3,000 FEET OF THE SURFACE]; and
(B) exceptas provided by (A) of this paragraph, $1,000,000 per

incident.
* Sec. 53. AS 46.04.900 is amended by adding a new paragraph to read:

(31) "nonconventional gas" has the meaning given in AS 38.05.965.

* Sec. 54. AS 46.40.205 is amended to read:

Sec. 46.40.205. Consistency determinations for certain activities involving
nonconventional [SHALLOW NATURAL] gas. (a) When conducted under

oversight and regulation of the Alaska Oil and Gas Conservation Commission and the

state's resource agencies, projects for the exploration and development of

nonconventional [SHALLOW NATURAL] gas are consistent with the program
described in this chapter. Persons responsible for activities subject to this section shall

obtain all required permits and approvals from municipal, state, and federal agencies

as otherwise required by law.
(b) In this section, "nonconventional [SHALLOW NATURAL] gas"

meaning given in AS 38.05.965 [AS 46.04.900].

* Sec. 55. AS 46.40.210(12) is amended to read:
(12) "uses of state concern" means those land and water uses that
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would significantly affect the long-term public interest; "uses of state concern" include

(A) uses of national interest, including the use of resources for

the siting of ports and major facilities that contribute to meeting national
energy needs, construction and maintenance of navigational facilities and
systems, resource development of federal land, and national defense and

related security facilities that are dependent upon coastal locations;

(B) uses of more than local concern, including those land and
water uses that confer significant environmental, social, cultural, or economic

benefits or burdens beyond a single coastal resource district;

(C) the siting of major energy facilities, activities pursuant to a
state oil and gas lease, a state gas onlv lease, or a federal oil and gas lease, or
large-scale industrial or commercial development activities that are dependent
on a coastal location and that, because of their magnitude or the magnitude of
their effect on the economy of the state or the surrounding area, are reasonably
likely to present issues of more than local significance;

(D) facilities serving statewide or interregional transportation

and communication needs; and

(E) uses in areas established as state parks or recreational areas
under AS 41.21 or as state game refuges, game sanctuaries, or critical habitat
areas under AS 16.20.
* Sec. 56. AS 31.05.170(14); AS 38.05.177(b), 38.05.177(c), 38.05.177(d), 38.05.177(e),
38.05.177(f), 38.05.177(g), 38.05.177(h), 38.05.1770), 38.05.177(k), 38.05.177(m),
38.05.177(0); and AS 46.04.900(25) are repealed.

* Sec. 57. The uncodified law ofthe State of Alaska is amended by adding a new section to

read:

CERTAIN SHALLOW NATURAL GAS LEASES .AND LEASE APPLICATIONS
TO BE ADMINISTERED UNDER FORMER LAW. The provisions of AS 38.05.177(a) and
(), amended by secs. 26 and 27 of this Act, as those provisions read on the day before the
effective date of amendment of those sections, and the provisions of AS 38.05.177(b) - (h),

(), (k), (m), and (o), repealed by sec. 56 of this Act, as those provisions read on the day

before the effective date of the repeal of that section, apply to shallow natural gas
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(1) leases issued under AS 38.05.177 and in effect on December 31, 2003; and
(2)  lease applications under AS 38.05.177 that were received by the
Department of Natural Resources before January 1, 2004.

* Sec. 58. This Act takes effect immediately under AS 01.10.070(c).

- CSSB 312( )
New Text Underlined [DELETED TEXT BRACKETED]



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM February 17, 2004

SUBJECT: Draft CSSB 312( ), relating to natural gas exploration and
development and lo nonconventional gas, and amending the
section under which shallow natural gas leases may be issued -
sectional analysis (Work Order No. 23-LS1552\Q)

TO: Senator Scott Ogan, Chair

FROM:

The draft committee substitute treats comprehensively with the exploration and
development of natural gas. It contains changes that

- convert references and substantive provisions covering shallow natural gas
leasing into a leasing policy covering "nonconventional gas" and provide a definition of

that term;

- authorize the Department of Natural Resources to lease for "gas only" under the
conventional oil and gas leasing procedures, with limited reservations governing activity
involving nonconventional gas leases;

- expand the use of exploration licensing and leasing under AS 38.05.131 -
38.05.134 to cover "gas only" licenses and leases; and

- amend or repeal specific pans of AS 38.05.177, the section of the Alaska Land
Act (AS 38.05) that currently authorizes and guides shallow natural gas leasing.

Provisions establishing a "nonconitsntional gas" leasing policy, supplying

A DEFINITION FOR THAT TERM, AND MAKING CONFORMING CHANGES:

Bill section 44 supplies a definition of "nonconventional gas." The definition is added to
the body of definitions that are generally applicable to the Alaska Land Act, AS 38.05.
This definition replaces a pair of definitions for "shallow natural gas" and a working
reference to shallow natural gas in the language of AS 38.05.177(a)(1), appearing al page
20, lines 10-13. Note that the definition of "nonconventional gas" proposed in the
measure covers "coalbed methane, shales containing gas, or gas hydrates."
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With the substitution of the new term and a definition for it, each of the following makes
conforming changes:

-- bill sections 4 - 6, amending or adding to provisions in AS 31.05 (Alaska Oil
and Gas Conservation Commission);

-- areference in bill section 26, amending AS 38.05.177(a); and

-- bill sections 50 - 54, substituting "nonconventional gas" for "shallow natural
gas" in various references in title 46; this title of the Alaska Statutes generally deals with
environmental matters.

Authorizing the Department of Natural Resources to lease for "gas only"
UNDER THE CONVENTIONAL OIL AND GAS LEASING PROCEDURES, WITH LIMITED
RESERVATIONS GOVERNING ACTIVITY INVOLVING NONCONVENTIONAL GAS LEASES,

AND MAKING CONFORMING CHANGES:

AS 38.05.180(ff), added by bill section 40, explicitly authorizes the Department of
Natural Resources to "issue leases for gas only" under the conventional oil and gas

leasing program.

Out of an abundance of drafting caution, the following revise or delete existing references
to "oil and gas,” "oil and gas lease," or substantially similar terms and references to

acknowledge the alternative authorization of "gas only" leasing:

- bill sections 1, 3, 7 - 9, 10 (except the repeal of AS 38.05.035(e)(6)(G) [page
12, lines 4 - 6]), 11, 13, 28 - 31, 32 (except the addition of AS 38.05.180(f)(3)(H) [page
24, line 31 - page 25, line 4]), 33 - 37, 39, 41 - 43, 45 - 49, and 55.

Authorizing the Department of Natural Resources to use exploration
LICENSING AND LEASING FOR "GAS ONLY"™ UNDER AS 38.05.131 - 3S.05.134, AND
MAKING CONFORMING CHANGES:

Bill section 14, amending AS 38.05.131(a), explicitly authorizes the Department of
Natural Resources to issue exploration licenses and leases for "gas only." The following
provisions make related conforming changes:

-- bill sections 2, 12, 15 - 21, 22 (except the language of new subparagraph (B)
[page 19, lines 2 - 7]), and 24.
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Provisions altering or repealing specific parts of AS 38.05.177, addressing
SHALLOW NATURAL GAS LEASING:

These remarks principally address the content added by bill sections 26 and 27 and the
repeal of certain subsections of AS 38.05.177, the existing shallow natural gas leasing

section.

Certain subsections are amended with the intent that their specific provisions override
comparable provisions in the conventional oil and gas leasing section, AS 38.05.180. So,

- AS 38.05.177(a) (bill section 26): The change substitutes reference to
"nonconventional gas" and amends to delete the content of the balance of the subsection;

and

-- AS 38.05.177(7) (bill section 27): The insertion in this subsection amends the
existing protections for mineral deposits and coal in situations in which a lessee secures a
lease under AS 38.05.180(ff) (gas only leases) and this section (nonconventional gas).

As to other parts of AS 38.05.177, bill section 56 repeals the following:

- AS 38.0C’77(b): This subsection currently sets maximum acreage limitations
(paragraph (1)) ana .wvies an application fee (paragraph (2)). If gas only leases are to be
issued for unconventional gas wunder AS 38.05.180, then acreage limits of
AS 38.05.180(m) should apply, and maximum holding provisions for oil or gas leases set
out in AS 38.05.140(c) should also. In the main, oil and gas leases are offered as
competitive leases, so there would not be an application process and, hence, a separate
application fee for a noncompetitive lease would not be collected. Consequently, this
subsection is to be repealed in its entirety.

- AS 38.05.177(c): This subsection sets out the notice and public comment
provisions. Conventional oil and gas leases have different notice provisions,
AS 38.05.945(a)(3), and those should operate in lieu of the expedited notice/public
comments of this subsection. Again, this subsection is to be repealed in its entirety.

- AS 38.05.177(d) and (e): These subsections are the lease extension and lease
boundary adjustment provisions. Comparable provisions for conventional oil and gas
leases appear in AS 38.05.18C(m) and should operate in lieu of sec. 177(d) and (e).
These subsections are therefore to be repealed.

- AS 38.05.177(f): This subsection establishes a flat rent at the rate of one dollar
per year. The comparable provision appears in AS 38.05.180(n)(2), so this subsection is
to be repealed.

-- AS 38.05.177(g): This subsection describes material relating to the royalty
payable on shallow natural gas. The comparable provision is addressed in an amendment
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to AS 38.05.180(f)(3)(H) (page 24, beginning at line 31), so this subsection is to be
repealed.

- AS 38.05.177(h): This is the lease surrender or relinquishment provision. As
leasing would occur under AS 38.05.180, provisions covering these subjects under

authority of that section would apply, so this subsection may be repealed.
t

-- AS 38.05.177(j): This subsection lays out a contingency for oversight by the
Alaska Oil and Gas Conservation Commission if a shallow natural gas well penetrates a
foimation capable of producing oil. The comparable provision appears in the concluding
part of AS 38.05.177(ff), added by bill section 40 (page 37, beginning at line 29), so the
language in this subsection is to be repealed.

- AS 38.05.177(k): The current subsection establishes a bonding requirement for
shallow natuial gas leasing to secure the payment of damages, together with limitations
on the bond requirement statewide. The comparable bonding requirement in the Alaska
" Land Act is the general bonding requirement of AS 38.05.130. For exploration licensing
activities, there are special bond requirements in AS 38.05.132(c)(4) and (5) and
38.05.132(e). The bond requirements for shallow natural gas leasing are to be repealed.
Also proposed for deletion by the repeal of this subsection is language speaking to
standards for regulations applicable to the shallow natural gas leasing program.

-- AS 38.05.177(m): This is the lease extension provision. Again, because
leasing would occur under the conventional oil and gas leasing procedures of
AS 38.05.180, provisions covering these subjects under authority of that section would
apply, so that this subsection is being repealed.

-- AS 38.05.177(0): Repeal of this subsection eliminates the definition of "leasel
in the context of a "shallow gas lease."

Other bill sections thatare not addressed or considered above:

Bill section 10: The repeal of AS 38.05.035(¢e)(6)(G), page 12, lines 4-6, drops the
exemption for shallow natural gas leasing from the written finding requirements of that
subsection. Before nonconventional gas leasing may occur, proposed nonconventional
leases would be required to be supported by a written best interest finding.1

Bill sections 22 (page 19, lines 2 - 7) and 32 (page 24, line 31 - page 25, line 4): For
purposes of retention of the reduced royalty authorized for certain gas, these two
amendments add, as lo nonconventional gas exploration licensing and leasing and
nonconventional gas leasing under the leasing program of AS 3S.05.180, provisions for a
reduced royalty for nonconventional gas "not produced in direct competition with gas on

1 In the draft, the lead-in to AS 38.05.035(e)(6) setting out the required written
best interest finding appears in the text of the bill at page 10, line 29 - page 11, line 6.
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which a royalty at a rate of at least 12.5 percent is payable." Similar language in the
existing provision, AS 38.05.177(g), is to be repealed.

Bill sections 23 and 25: Both provisions are concerned with the relationship between
coal and coal bed generated methane. The amendments delete references to shallow
natural gas (coal bed methane) leasing under AS 38.05.177.

Bill section 38: AS 38.05.180(n) currently spells out the rent payable on oil and gas
leases. Those rental rates are proposed to be retained for conventional oil and gas leases,
but the subsection is proposed to be amended to carry over from existing AS 38.05.177(f)
authority for payment of a fixed rent of $1.00 per acre per year if the lease is shown to
contain only sources that are reasonably estimated to contain only nonconventional gas.
The burden of making that demonstration is assigned to the lessee.

Bill section 56: In addition to the repeal of specific subsections of AS 38.05.177
described above, the section would repeal paragraphs setting out definitions of "shallow
natural gas" in AS 31.05 and AS 46.04. Each repeal is matched (bill sections 6 and 53)
with addition of definitions for the substituted term, "nonconventional gas."

Bill section 57: This transitional provision directs the Department of Natural Resources
to deal with shallow natural gas leases executed and lease applications received by
December 31, 2003, under the provisions of AS 38.05.177 as it read before its

amendment by this Act.

Bill section 58 gives the measure an immediate effective date.

JBC:med
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CS FOR SENATE BILL NO. 312( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BY

ffered:
eferred:

Sponsor(s): SENATE RESOURCES COMMITTEE BY REQUEST

A BILL
FOR AN ACT ENTITLED
"An Act relating to natural gas exploration and development and to nonconventional

gas, and amending the section under which shallow natural gas leases may be issued;

and providing for an effective date."

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

* Section 1. AS 14.40.365(a) is amended to read:

(a) The University of Alaska may select and is entitled to receive the

conveyance of not less than 250,000 and not more than 260,000 acres of land
conveyed to the state under sec. 6(b) of the Alaska Statehood Act (P.L. 85-508, 72
Stat. 339). The Board of Regents of the University of Alaska shall periodically submit
a list of selections to the commissioner of natural resources and, if the list of selections
contains land within the boundaries of a municipality, the Board of Regents of the
University of Alaska shall submit the list to the municipality. The Board of Regents
and the commissioner of natural resources shall periodically and jointly submit to the

legislature, within 30 days ofihe beginning of a regular legislative session, a list of the
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selections of land proposed to be conveyed by the state to the University of Alaska
under this section. If the list submitted to the legislature contains land within the
boundaries of a municipality, the Board of Regents and the commissioner of natural
resources shall provide a copy of the list to the municipality. Each list must contain
not more than 25 percent of the total acres of land to which the university' is entitled
after subtracting previous conveyances under this section, but not less than 25,000
acres or the remaining entitlement under this section, whichever is less. A list of
selections submitted shall be considered approved for conveyance to the University of
Alaska unless the legislature acts to disapprove the list during the legislative session
during which the list was submitted. If the amount of land to be conveyed exceeds the
balance due the university under this section, the university shall set out the land to be
conveyed in priority order. Land may not be selected if, on the date of its selection by

the university’, it
(1) is identified in AS 16.20, AS 41.15.300 - 41.15.330, or AS 41.21 or

has been reserved by law from the public domain;

(2) is located within a municipality unless the land is vacant,
unappropriated, unreserved land; if land included on the list of selections is selected
by the municipality with remaining selection rights under AS 29.65 within 120 days of
receiving the Board of Regents' list of selections under this subsection, the university
may not select the land unless a binding agreement between the university and the
municipality is negotiated to allow the selection; if the municipal selection is
disapproved, in whole or in part, the university may select the land, or any available
portion of the land, and that selection will relate back to the date of the Board of
Regents' list of selections under this subsection and shall have priority’ over all other
selections or claims made subsequent to that notice; in this paragraph, "vacant,
unappropriated, unreserved land" has the meaning given in AS 29.65.130;

(3) is land

(A) included in a five-year proposed [OIL AND GAS] leasing
program under AS 38.05.180(b); or

(B) leased under, or for which a lease application is pending

under, AS 38.05.180(d) or 38.05.150;

312( ) -2-
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(4) is subject to
(A) an oil, gas, or coal lease, or coal prospecting permit;
(B) a mining claim, offshore prospecting permit, a prospecting
site, an upland mining lease, or a mining leasehold location;
(5) is necessary to cany out the purpose of an interagency land
management agreement; or
(6) is subject to conveyance under a land exchange or land settlement
agreement.

* Sec. 2. AS 14.40.365(e) isamended to read:

(e) The list of selections of land submitted to the legislature may not include a

land selection made by the University of Alaska under this section if the commissioner

of natural resources determines in writing that the proposed selection

(1) includes land that the commissioner, in consultation with the
commissioner of fish and game, determines has demonstrated value to the public as a

habitat area that is especially critical to the perpetuation of fish or wildlife;

(2) includes land for which, at the time of its selection under this
section, a municipality has made a selection under AS 29.65 unless the land selection
is, at a later date, rejected by the commissioner of natural resources or relinquished by
the municipality;

(3) includes land that the commissioner reasonably believes may be
selected by a newly formed municipality under AS 29.65.030, but the commissioner
may not withhold selection under this paragraph for more than three years after the
municipality's incorporation;

(4) includes land within the boundaries of a municipality, the
municipality has a remaining entitlement under AS 29.65, and the municipality selects
the land under AS 29.65 within 120 days after receipt by the municipality of the Board
of Regents' list of selections under (a) ofthis section;

(5) includes land that, at the time of its selection under this section,

(A) is subject to an [OIL AND GAS] exploration license
issued under AS 38.05.131 - 38.05.134; or

(B) the commissioner reasonably believes will be made part of

-3- CSSB 312( )
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an [OIL AND GAS] exploration license issued under AS 38.05.131 -

1

2 38.05.134; the commissioner may not refuse to convey title to land to the
3 University of Alaska under this subparagraph for more than two years after its
4 first selection by the University of Alaska; or

5 (6) includes land the commissioner of natural resources reasonably
6 believes would not be in the best interests of the state to convey outside of state
7 ownership.

8 * Sec. 3. AS 19.40.200(b) is amended to read:

9 (b) The prohibition on disposal of state land under (a) of this section does not
10 apply to a disposal

1 (1) to a licensed public utility or a licensed common carrier under
12 AS 38.05.810(e);

13 (2) for the reauthorization of leases that were in effect on January 1,
14 1994, for nonresidential purposes within the following development nodes:

15 (A) Coldfoot:

16 Township 28 North, Range 12 West, Fairbanks Meridian
17 Sections 3-4

18 Sections 9-10

19 Sections 15-16
20 Sections 20 - 22
21 (B) Yukon River Crossing:
22 Township 12 North, Range 10 West, Fairbanks Meridian
23 Sections 6 -7
24 Township 12 North, Range 11 West, Fairbanks Meridian
25 Sections 1- 2
26 Section 12
27 Township 13 North, Range 10 West, Fairbanks Meridian
28 Sections 29-32
29 Township 13 North, Range 11 West, Fairbanks Meridian
30 Section 22
31 Sections 25 - 27

CSSB 312( ) 4
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Sections 34 - 36

(3) for nonresidential development within the following development

nodes:
(A) Deadhorse:
Township 10 North, Range 14 East, Umiat Meridian

Township 10 North, Range 15 East, Umiat Meridian
Section 8
Sections 17 - 20
Section 30
(B) Coldfoot:
Township 28 North, Range 12 West, Fairbanks Meridian
Sections 3 -4
Sections 9-10
Sections 15-16
Sections 20 - 22
Township 29 North, Range 12 West, Fairbanks Meridian
Sections 23 - 27
Sections 34 - 35
(C) Franklin Bluffs:
Township 4 North, Range 14 East, Umiat Meridian
Sections 3 -4
Sections 9-10
Sections 15-16
(D) Happy Valley:
Township 3 South, Range 14 East, Umiat Meridian
Sections 19 - 20
Sections 29 - 30
(E) Yukon River Crossing:
Township 12 North, Range 10 West, Fairbanks Meridian
Sections 6 -7

Township 12 North, Range 11 West, Fairbanks Meridian

-b- CSSB 312( )
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Sections 1-2
Section 12

Township 13 North, Range 10 West, Fairbanks Meridian
Sections 29 - 32

Township 13 North, Range 11 West, Fairbanks Meridian
Section 22
Sections 25 - 27

Sections 34 - 36; or

(4) necessary for

(A) an oil and gas lease or gas onlv lease under AS 38.05.180;
(B) exploration, development, production, or transportation of
oil and gas north of 68 degrees north latitude; or

(C) a state lease or materials sale for

(i) exploration, development, production, or
transportation of oil or [AND] gas;
(i) reconstruction or maintenance of state highways; or
(iii) construction or maintenance of airports.
* Sec. 4. AS 31.05.030(j) is amended to read:

(i) For the purposes of AS 46.04.030(b), the commission shall determine
whether a nonconventional gas well [DRILLED FOR SHALLOW NATURAL GAS]
may penetrate a formation capable of flowing oil and, if so, whether the volume of oil
encountered will be of such quantities that an oil discharge prevention and
contingency plan will be required.

* Sec. 5. AS 31.05.060(c) is amended to read:

(c) Notwithstanding the requirements of (a) and (b) of this section that relate

to fixing a date for a hearing and causing notice of the hearing to be given, for an
action under this chapter that involves the exploration for or development of
nonconventional [SHALLOW NATURAL] gas and that has application to a single
well or a single field, upon the request of a lessee or operator, the commission may,
where operations might be unduly delayed, approve a variance from the commission's

regulations that apply to the wrll or field without providing notice and opportunity to
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be heard. In the exercise of its authority to issue the variance,

(1) the commission may approve the variance if

(A) the approval provides at least an equally effective means of
accomplishing the requirement set out in the commission's regulation; or
(B) the commission determines that the request is more
appropriate to the proposed operation than compliance with the requirement of
the regulation; and
(2) the terms of the approval of the variance may include exempting
the lessee or operator from a requirement of a regulation if the commission determines
that the requirement is not necessary or not suited to the well or field taking into
consideration
(A) the nature of the operation involved;
(B) the characteristics of the well or field for which the
variance is sought; and
(C) the reasonably anticipated risks of the exemption from the
requirement to human safety and the environment.
* See. 6. AS 31.05.170 is amended by adding a new paragraph to read:
(16) "nonconventional gas" has the meaning given in AS 38.05.965.
* Sec. 7. AS 36.30.850(b)(25) is amended to read:
(25) acquisition of confidential seismic survey data necessary for pre-
sale oil and gas lease or gas onlv lease analyses under AS 38.05.180;

* Sec. 8. AS 36.30.850(b)(33) is amended to read:

(33) contracts between the Department of Natural Resources and
contractors qualified to evaluate hydrocarbon development, production, transportation,
and economics, to assist the commissioner of natural resources in evaluating
applications for [OIL AND GAS] royalty increases or decreases or other [OIL AND
GAS] royalty adjustments, and evaluating the related financial and technical data,
entered into under AS 38.05.1800;

*Sec. 9. AS 38.04.0650 is amended to read:

() An oil and gas lease sale or gas onlv lease sale is notsubject to this

section. Oil and gas lease sales and gas onlv lease sales are subject totheplanning

-7- CSSB 312( )
New Text Underlined [DELETED TEXT "RACKETED|



1
2
3
4

~N O o,

13
14
15
16
17
18
19
20

24
25
26
27
28
29
30
31

WORK DRAFT WORK DRAFT 23-LS1552\Q

process established under AS 38.05.180,

* Sec. 10. AS 38.05.035(e) is amended to read:

(e) Upon a written finding that the interests ofthe state will be best served, the
director may, with the consent of the commissioner, approve contracts for the sale,
lease, or other disposal of available land, resources, property, or interests in them. In
approving a contract under this subsection, the director need only prepare a single
written finding. In addition to the conditions and limitations imposed by law, the
director may impose additional conditions or limitations in the contracts as the director
determines, with the consent of the commissioner, will best serve the interests of the

state. The preparation and issuance of the written finding by the director are subject to

the following:

(1) with the consent of the commissioner and subject to the director's
discretion, for a specific proposed disposal of available land, resources, or property, or
of an interest in them, the director, in the written finding,

(A) shall establish the scope of the administrative review on
which the director's determination is based, and the scope of the written
finding supporting that determination; the scope of the administrative review
and finding may address only reasonably foreseeable, significant effects of the
uses proposed to be authorized by the disposal;

(B) may limit the scope of an administrative review and finding
for a proposed disposal to

(i) applicable statutes and regulations;

(i) the facts pertaining to the land, resources, or
property, orinterestin them, that the director finds are material to the
determination and that are known to the director or knowledge of which
is made available to the director during the administrative review; and

(iii) issues that, based on the statutes and regulations
referred to in (i) ofthis subparagraph, on the facts as described in (ii) of
this subparagraph, and on the nature of the uses sought to be authorized
by the disposal, the director finds are material to the determination of

whether the proposed disposal will best serve the interests of the state;

CSSB 312( ) -8
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and
© may, if the project for which the proposed disposal is

sought is a multiphased development, limit the scope of an administrative
review and finding for the proposed disposal to the applicable statutes and
regulations, facts, and issues identified in (B)(i) - (iii) of this paragraph that
pertain solely to the disposal phase ofthe project when

(i) the only uses to be authorized by the proposed

disposal are part of that phase;

(i) the disposal is a [AN OIL AND GASJ disposal of
oil and gas, or of gas onlv, and, before the next phase of the project
may proceed, public notice and the opportunity to comment are
provided under regulations adopted by the department unless the
project is subject to a consistency review under AS 46.40 and public
notice and the oppoitunity to comment are provided under

AS 46.40.096(c);

(iii) the department's approval is required before the
next phase of the project may proceed; and

(iv) the department describes its reasons for a decision
to phase;

(2) the director shall discuss in the written finding prepared and issued
under this subsection the reasons that each of the following was not material to the
director's determination that the interests of the state will be best served:

(A) facts pertaining to the land, resources, or property, or an
interest in them other than those that the director finds material under (1)(B)(ii)
of this subsection; and

(B) issues based on the statutes and regulations referred to in

(D(B)(i) of this subsection and on the facts described in (1)(B)(ii) of this

subsection;

(3) a written finding for an oil and gas lease sale or gas onlv lease sale

under AS 38.05.180 is subject to (g) of this section;

(4) a contract for the sale, lease, or other disposal of available land or

9- CSSB 312( )
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an interest in land is not legally binding on the state until the commissioner approves
the contract, but if the appraised value is not greater than $50,000 in the case of the
sale of land or an interest in land, or $5,000 in the case of the annual rental of land or

interest in land, the director may execute the contract without the approval of the

commissioner;
(5) public notice requirements relating to the sale, lease, or other

disposal of available land or an interest in land for oil and gas, or for gas onlv,
proposed to be scheduled in the five-year oil and gas leasing program under

AS 38.05.180(b), except for a sale under (6)(F) of this subsection, are as follows:

(A) before a public hearing, if held, or in any case not less than
180 days before the sale, lease, or other disposal of available land or an interest
in land, the director shall make available to the public a preliminary written
finding that states the scope of the review established under (1)(A) of this
subsection and includes the applicable statutes and regulations, the material
facts and issues in accordance with (1)(B) of this subsection, and information
required by (g) of this section, upon which the determination that the sale,
lease, or other disposal will serve the best interests of the state will be based;
the director shall provide opportunity for public comment on the preliminary
written finding for a period of not less than 60 days;

(B) after the public comment period for the preliminary written
finding and not less than 90 days before the sale, lease, or other disposal of
available land or an interest in land for oil and gas or for gas onlv. the director
shall make available to the public a final written finding that states the scope of
the review established under (1)(A) of this subsection and includes the
applicable statutes and regulations, the material facts and issues in accordance
with (1) of this subsection, and information required by (g) of this section,
upon which the determination that the sale, lease, or other disposal will serve

the best interests of the state is based;

(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

312( ) -10-
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interest in land for oil and gas or for gas onlv 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 tve
state was based; however, a written finding is not required before the approval of

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

(B) alease of land for a shore fishery site under AS 38.05.082;

(©) apermit 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) an exempt oil and gas lease sale or gas onlv lease sale
under AS38.05.180(d) of acreage subject to a bestinterest finding issued
within theprevious 10years or a reoffer oil and gas lease sale or gas onlv
lease sale under AS 38.05.180(w) of acreage subject to a best interest finding
issued within the previous 10 years, unless the commissioner determines that
substantial new information has become available that justifies a supplement to
the most recent best interest finding for the exempt oil and gas lease sale or
gas onlv lease sale acreage and for the reoffer oil and gas lease sale or gas
onlv lease sale acreage; however, for each oil and gas lease sale or gas only
lease sale described in this subparagraph, the director shall call for comments
from the public; the director's call for public comments must provide
opportunity for public comment for a period of not less than 30 days; if the
director determines that a supplement to the most recent best interest finding

for the acreage is required under this subparagraph,

(i) the director shall issue the supplement to the best

interest finding not later than 90 days before the sale;

(i) not later than 45 days before thesale,thedirector

shall issue a notice describing the interests to be offered, the location

-11- CSSB 312( )
New Text Underlined [DELETED TEXT BRACKETED)



WORK DRAFT WORK DRAFT 23-LS1552\Q

and time of the sale, and the terms and conditions of the sale; and

1

2 (iii) the supplement has the status of a final written best
3 interest finding for purposes of (i) and (/) of this section;

4 (G) [A SHALLOW GAS LEASE AUTHORIZED UNDER
5 AS 38.05.177 IN AN AREA FOR WHICH LEASING IS AUTHORIZED
6 UNDER AS 38.05.177;

7 (H)] asurface use lease under AS 38.05.255;

8 (H) [] a permit, right-of-way, or easement under
9 AS 38.05.850;

10 (7) the director shall include in

1 (A) a preliminary written finding, if required, a summary of
12 agency and public comments, if any, obtained as a result of contacts with other
13 agencies concerning a proposed disposal or as a result of informal efforts
14 undertaken by the department to solicit public response to a proposed disposal,
15 and the department's preliminary responses to those comments; and

16 (B) the final written finding a summary of agency and public
17 comments received and the department's responses to those comments.

18 * Sec. 11. AS 38.05.035(g) is amended to read:

19 (9) Notwithstanding (e)(1)(A) and (B) of this section, when the director
20 prepares a written finding required under (e) of this section for an oil and gas lease
21 sale or a gas onlv lease sale scheduled under AS 38.05.180, the director shall consider
22 and discuss
23 (D) in a preliminary or final written finding facts that are known to the
24 director at the time of preparation of the finding and that are
25 (A) material to issues that were raised during the period
26 allowed for receipt of public comment, whether or not material to a matter set
27 out in (B) of this paragraph, and within the scope of the administrative review
28 established by the director under (e)(1) of this section; or
29 (B) material to the following matters:
30 (i) property descriptions and locations;
a (i) the petroleum potential of the sale area, in general
CSSB 312( ) -12-
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terms;

(iii) fish and wildlife species and their habitats in the
area;

(iv) the current and projected uses in the area, including
uses and value of fish and wildlife;

(v) the governmental powers to regulate the [OIL AND
GAS] exploration, development, production, and transportation of oil

and gas or of pas only;

(vi) the reasonably foreseeable cumulative effects of
[OIL AND GAS] exploration, development, production, and
transportation for oil and gas or for gas only on the sale area,
including effects on subsistence uses, fish and wildlife habitat and
populations and their uses, and historic and cultural resources;

(vii)lease stipulations and mitigation measures,
including any measures to prevent and mitigate releases of oil and
hazardous substances, to be included in the leases, and a discussion of
the protections offered by these measures;

(viii) the method or methods most likely to be used to
transport oil or gas from the lease sale area, and the advantages,

disadvantages, and relative risks of each;

(ix) the reasonably foreseeable fiscal effects of the lease
sale and the subsequent activity on the state and affected municipalities
andcommunities, including the explicit and implicit subsidies
associated with the lease sale, if any;

(x) the reasonably foreseeable effects of [OIL AND
GAS] exploration, development, production, and transportation
involving oil and gas or gas onlv on municipalities and communities
within or adjacent to the lease sale area; and

(xi) the bidding method or methods adopted by the
commissioner under AS 38.05.180; and

(2) the basis for the director's preliminary or final finding, as

-13- CSSB 312( )
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applicable, that, on balance, leasing the area would be in the state's best interest.
* Sec. 12. AS 38.05.036(a) is amended to read:
(a) The department may conduct audits regarding royalty and net profits under
oil and gas contracts, agreements, or leases under this chapter and regarding costs
related to [OIL AND GAS] exploration licenses entered into under AS 38.05.131 -

38.05.134 and exploration incentive credits under this chapter or under AS 41.09. For

purposes of audit under this section,

(1) the department may examine the books, papers, records, or

memoranda of a person regarding matters related to the audit; and

(2) the records and premises where a business is conducted shall be
open at all reasonable times for inspection by the department.

* Sec. 13. AS 38.05.127(e) is amended to read:

(e) The establishment of easements or rights-of-way for oil and gas, gas onlv.

and mineral leases under (a) of this section need not be made until the leases are ready

to be developed.

* Sec. 14. AS 38.05.131(a) is amended to read:
(a) Unless specifically provided otherwise in AS 38.05.132 - 38.05.134, the

provisions of AS 38.05.005 - 38.05.037, 38.05.140(f), 38.05.180, 38.05.182 -
38.05.184, and 38.05.920 - 38.05.990 apply to the issuance of [OIL AND GAS]
exploration licenses and leases for oil and gas, or for gas onlv, as appropriate,
under AS 38.05.132 - 38.05.134.

* Sec. 15. AS 38.05.132(a) is amended to read:

(a) To encourage exploration for oil and gas on state land, the commissioner
may issue [OIL AND GAS] exploration licenses. The commissioner may limit the
exploration licenses under AS 38.05.132 - 38.05.134 to exploration for and
recovery of gas only.

* Sec. 16. AS 38.05.132(b) is amended to read:
(b) An [OIL AND GAS] exploration license issued under this section gives

the licensee

(D the exclusive right to explore, for a term not to exceed 10 years,

[FOR DEPOSITS OF OIL AND GAS] on unleased state land described in the

CSSB 312( ) -14-
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exploration license for deposits of oil and gas, or for deposits of gas onlv, as
appropriate, unless the exploration license is terminated under (d)(1) of this section
or the land is earlier relinquished, removed, or deleted under (d)(2) of this section; and
(2) unless the exploration license is terminated under (d)(1) of this
section, the option to convert the exploration license for all or part of the state land,
except the land that is deleted or removed from tire land described in the exploration
license under (d)(2) of this section, into an oil and gas lease, or a gas lease onlv, as
appropriate, upon fulfillment of the work commitments contained in the exploration
license.
* Sec. 17. AS 38.05.132(c) is amended to read:

(c) An exploration license awarded under this section

(1) is not subject to the acreage Ilimitations imposed by
AS 38.05.140(c) or 38.05.180(m);

(2) may cover, subject to the maximum acreage limitation on
exploration licenses by one licensee under AS 38.05.131(e), an area of not less than
10,000 acres and not more than 500,000 acres, that must be reasonably compact and
contiguous;

(3) must be conditioned upon an obligation to perform a specified
work commitment, in total for the term of the license, expressed in dollars of direct

exploration expenditures; the specified work commitment

(A) may include a provision that adjusts the total amount of

work commitment,, expressed in dollars of direct exploration expenditures, to

account for inflation;

(B) must include a requirement that the licensee complete at
least 25 percent of the licensee's total specified work commitment by the fourth
anniversary of the effective date of the issuance of the [OIL AND GAS]
exploration license;

(4) must be conditioned upon the posting of a bond or other security

acceptable to the commissioner, in favor of the state and subject to the following

requirements:

(A) the bond or other security must be renewed annually;

15 CSSB 312( )
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(B) the annual bond or other security shall be calculated as the
entire work commitment expressed in dollars, less the cumulative direct
exploration expenditures of the licensee as of the last day of the most recent

project year, divided by the number of years remaining in the term of the

exploration license;

(5) is subject to an annual review and revocation if the commissioner
determines that the licensee has failed to provide or maintain in effect the bond or
other security required by (4) of this subsection;

(6) must be conditioned upon the licensee's payment to the state of a
nonxefundable [OIL AND GAS] exploration license fee of $1 for each acre of land or
fraction of each acre that is subject to the exploration license; and

(7) must be conditioned upon an agreement that exploration
expenditures are subject to audit by the commissioner.

* Sec. 18. AS 38.05.132(f) is amended to read:

(f) In this section,

D) "direct exploration expenditure”™ means cash expenses undertaken
in performance of a specified work commitment under the provisions of AS 38.05.131
- 38.05.134 and necessarily incurred by the licensee in the permitting, mobilization,
conducting, demobilization, and evaluation of geophysical and geological surveys, or

the drilling, logging, coring, testing, and evaluation of oil and gas or gas onlv wells;

the term
(A) includes direct labor costs, including the cost of benefits,

for employees directly associated with the work commitment programs, the
cost of renting or leasing equipment from parties not affiliated with the
licensee, the reasonable costs of maintaining and operating equipment,
payments to consultants and independent contractors not affiliated with the
licensee, and costs of materials and supplies;

(B) does not include noncash expenses such as depreciation
and reserves, interest or other costs of borrowed funds, return on investment,
overhead, insurance or bond premiums, or any other expense that is

unreasonable or that the licensee has not incurred to satisfy the licensee's work

312( ) -16-
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commitment;

(2) "work commitment” includes the drilling of one or more
exploration wells or the gathering of data from activities described in (1) of this
subsection, or both.
* Sec. 19. AS 38.05.133(a) is amended to read:
(a) The procedures in this section apply to the issuance ofan [OIL AND GAS]
exploration license under AS 38.05.132.
* Sec. 20. AS 38.05.133(f) is amended to read:

(f) After considering proposals not rejected under (d) of this section and public
comment on those proposals, the commissioner shall issue a written finding
addressing all matters set out in AS 38.05.035(e) and (g), except for
AS 38.05.035(g)()(B)(xi). If the finding concludes that the state's best interests would
be served by issuing an [OIL AND GAS] exploration license, the finding must (1)
describe the limitations, stipulations, conditions, or changes from the initiating
proposal or competing proposals that are required to make the issuance of the
exploration license conform to the best interests of the state, and (2) if only one
proposal was submitted, identify the prospective licensee whom the commissioner
finds should be issued the exploration license. The commissioner shall attach to the
finding a copy of the exploration license to be issued and the form of lease that will be
used for any portion of the exploration license area subsequently converted to a [AN
OIL AND GAS] lease under AS 38.05.134.

* Sec. 21. AS 38.05.133(h) is amended to read:

(h) If competing proposals are submitted, and the commissioner's finding
under (f) of this section concludes that an [OIL AND GAS] exploration license should
be issued, the commissioner shall issue a request for competitive sealed bids, under
procedures adopted by the commissioner by regulation, to determine which
prospective licensee should be issued the exploration license. The finding provided to
the prospective licensees and the public under (f) of this section must contain notice
that (1) the commissioner intends to request competitive sealed bids, (2) a prospective
licensee who intends to participate in the bidding must notify the commissioner in

writing by the date specified in the notice, and (3) a prospective licensee's notice of
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intent to participate in the bidding constitutes acceptance of issuance of the
exploration license, as limited or conditioned by the terms contained in the finding and
by the exploration license to be issued and the form of lease to be used that have been
attached to that finding, if the prospective licensee is the successful bidder. The
successful bidder is the prospective licensee who submits the highest bid in terms of

the minimum work commitment dollar amount.

* Sec. 22. AS 38.05.134 is amended to read:

Sec. 38.05.134. Conversion to lease. If the licensee requests and the
commissioner determines that the work commitment obligation set out in an [OIL
AND GAS]exploration license issued under AS 38.05.132 has been met, the
commissioner shall convert to oneor more [OIL AND GAS] leases all or part, as the
licensee may indicate, of the area described in the exploration license that remains
after the relinquishments, removals, or deletions required by AS 38.05.132(d)(2). A
lease issued under this section

(1) is subject to the acreage limitations imposed by AS 38.05.140(c);
(2) is subjectto AS38.05.180(j) - (m), (0) - (u), and (x) - (2);
(3) must be conditioned upon a royalty in amount or value of not less

than 12.5 percent of production, except that

(A) the lessee who, proceeding under AS 38.05.131

38.05.134, under a lease issued in the Cook Inlet sedimentary basin who is the
first to file with the commissioner a nonconfidential sworn statement claiming
to be the first to have drilled a well discovering oil or gas in a previously
undiscovered oil or gas pool and who is certified by the commissioner within
one year of completion of that discovery well to have drilled a well in that pool
that is capable of producing in paying quantities shall pay a royalty of five
percent on all production of oil or gas from that pool attributable to that lease
for a period of 10 years following the date of discovery of that pool, and
thereafter the royalty payable on all production of oil or gas from the pool
attributable to that lease shall be determined and payable as specified in the
lease; the payment of the five percent royalty under this paragraph is

authorized only to a holder of a lease who meets the requirements of

312( ) -18-
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AS 38.05.180(f)(4); and
(B) for nonconventional gas that is not produced in direct
competition with gas on which a royalty' at a rate of at least 12.5 percent is

payable, if the licensee requests, the commissioner may negotiate with the

licensee and set a royalty rate for the gas of at least 6.25 percent; for

purposes of this subparagraph, "nonconventional gas" has the meaning

given in AS 38.05.965;

(4) must include an annual rent of $3 per acre or fraction of an acre
initially paid to the state at inception of the lease and payable annually after that until
the income to the state from royalty under that lease exceeds the rental income to the
state under that lease for that year; and

(5) is subject to other conditions and obligations that are specified in
the lease.

* Sec. 23. 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 92,160 acres, except that a person may
apply for coal leases or permits for acreage in addition to 92,160 acres, not exceeding
a total of 5,120 additional acres of state land. The additional area applied for shall be
in multiples of 40 acresj 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)(C),] the coal deposits in the land covered by
the application shall be temporarily set aside and withdrawn from all other fonns of
disposal provided under AS 38.05.135 - 38.05.181.

* Sec. 24. AS 38.05.140(f) is amended to read:

(f The submerged and shoreland lying north of 57 degrees, 30 minutes, North
[NORTH] latitude and east of 159 degrees, 49 minutes, West [WEST] longitude
within the Bristol Bay drainage are designated as the Bristol Bay Fisheries Reserve.
Within the Bristol Bay Fisheries Reserve” [NO] surface entry permit to develop an
oil or gas lease or an [OIL AND GAS] exploration license under AS 38.05.131 -

38.05.134 may not be issued on state owned or controlled land until the legislature by
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1 appropriate resolution specifically finds that the entry will not constitute danger to the
2 fishery.
3 * Sec. 25. AS 38.05.150(f) is amended to read:
4 (f A [NOTWITHSTANDING AS 38.05.177, A] lease entered into under this
5 section gives the lessee the right to vent or remove methane and other gas held in
6 association with the coal in the land covered by the lease to ensure safe coal mining
7 operations.

8 * Sec. 26. AS 38.05.177(a) is amended to read:

9 (a) The provisions of this section

10 [(1)D] apply to nonconventional gas [, WHETHER METHANE
1 ASSOCIATED WITH AND DERIVED FROM COAL DEPOSITS OR
12 OTHERWISE, FROM A FIELD IF A PART OF THE FIELD IS WITHIN 3,000
13 FEET OF THE SURFACE; AND

14 (2) DONOT APPLY TO AUTHORIZE LEASE OF

15 (A) LAND

16 () THAT IS SUBJECT TO AN OIL AND GAS
17 EXPLORATION LICENSE OR LEASE ISSUED UNDER
18 AS 38.05.131 -38.05.134; OR

19 (i) THAT ISLEASED UNDER AS 38.05.180;

20 (B) THE LAND (i) THAT IS PROPOSED TO BE SUBJECT
21 TO AN OIL AND GAS EXPLORATION LICENSE OR LEASE ISSUED
22 UNDER AS 38.05.131 - 38.05.134; OR (ii) THAT IS DESCRIBED IN AND
23 PART OF A PROPOSED OIL AND GAS LEASING PROGRAM
24 PREPARED UNDER AS 38.05.180(b); HOWEVER, THE COMMISSIONER
25 MAY WAIVE THE LIMITATIONS OF THIS SUBPARAGRAPH;

26 (C) THE LAND THAT IS HELD UNDER A COAL LEASE
27 ENTERED INTO UNDER AS 38.05.150, UNLESS THE APPLICANT FOR
28 A SHALLOW NATURAL GAS LEASE IS ALSO THE LESSEE UNDER
29 AS 38.05.150 OF THAT LAND; OR

30 (D) THE VALID EXISTING SELECTIONS OF THE
31 ALASKA MENTAL HEALTH TRUST AUTHORITY MADE FOR THE

:SSB312( ) -20-
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PURPOSE OF RECONSTITUTING THE MENTAL HEALTH TRUST
ESTABLISHED UNDER THE ALASKA MENTAL HEALTH ENABLING
ACT, P.L. 84-830, 70 STAT. 709 (1956), THAT BECOME SUBJECT TO
MANAGEMENT UNDER AS 38.05.801, OR OF LAND THAT HAS BEEN
DESIGNATED BY LAW FOR OR IS SUBJECT TO DESIGNATION FOR
CONVEYANCE TO THE ALASKA MENTAL HEALTH TRUST
AUTHORITY; HOWEVER, AFTER CONSULTATION WITH THE
ALASKA MENTAL HEALTH TRUST AUTHORITY, THE
COMMISSIONER MAY WAIVE THE LIMITATIONS OF THIS
SUBPARAGRAPH].

* Sec. 27. AS 38.05.177(7) is amended to read:
() A lessee obtaining a lease under AS 38.05.180(ff) and 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 other mineral deposits on the land leased. 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 lessee from the coal lease without prior
agreement with the lessee holding the lease issued under this section.
* Sec. 28. AS 38.05.180(a) is amended to read:
(a) The legislature finds that

(1) the people of Alaska have an interest in the development of the

state's oil and gas resources to

(A) maximize the economic and physical recovery of the
resources;

(B) maximize competition among parties seeking to explore
and develop the resources;

(C) maximize use of Alaska's human resources in the

development of the resources;
(2) itisin the best interests of the state

(A) to encourage an assessment of its oil and gas resources and

to allow the maximum flexibility in the methods of issuing leases to
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(i) recognize the many varied geographical regions of

the state and the different costs of exploring for oil and gas in these

regions;
(i) minimize the adverse impact of exploration,
development, production, and transportation activity; and

(B) to offer acreage for oil and gas leases or for gas onlv

leases, specifically including
(i) state acreage that has been the subject of a best

interest finding at annual areawide lease sales; and

(ii) land in areas that, under (d) of this section, may be
leased without having been included in the leasing program prepared

and submitted under (b) of this section.

* Sec. 29. AS 38.05.180(b) is amended to read:

(b) The commissioner shall biennially prepare and, between the first and the

15th day of the first regular session of each legislature, notify the legislature of the

availability of, a five-year proposed oil and gas leasing program consisting of a

schedule of proposed lease sales and specifying as precisely as practicable the location

of tracts proposed to be offered for oil and gas leasing or for leasing of gas onlv

during

the calendar year in which the proposed program is made available to the

legislature and the following four calendar years.

* Sec. 30. AS 38.05.180(c) is amended to read:

or gas

(c) Except as provided in (d) and (w) of this section, an oil and gas lease sale

onlv lease sale may not be held unless it was included in the proposed leasing

programs submitted to the legislature during the two calendar years preceding the year

in which the sale is held. A lease sale, whether for oil and gas or for gas onlv, may

not be held before the date it is scheduled in the proposed oil and gas leasing program.

* Sec. 31. AS 38.05.180(d) is amended to read:

(d) The commissioner

(1) may annually offer leases for oil and gas or leases for gas onlv

[LEASES] ofthe acreage described in AS 38.05.035(e)(6)(F);

CSSB 312( )
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included in a leasing program prepared, in accordance with (b) of this section, if the

land to be leased

(A) was previously subject to a valid state oil and gas lease, a
valid state gas lease, or avalid federal oil and gas lease;

(B) is contiguous to land already under state, federal, or private
lease and the commissioner makes a written finding, after hearing, that leasing
of the land would result in a substantial probability of early evaluation and

development of the land to be leased;

(C) is adjacent to land owned or controlled by another party on
which a discovery of commercial quantities of oil or gas has been made, and
the commissionc *finds, after hearing, that there is a reasonable probability that
the land to be leased contains oil or gas in communication with the oil or gas
discovered on the land of the other party;

(D) is adjacent to land included in the federal five-year Outer
Continental Shelf leasing program under 43 U.S.C. 1344, and the
commissioner makes a written finding, after hearing, that coordinated or
simultaneous leasing with the federal government is in the public interest; or

(E) is the subject of an [OIL AND GAS] exploration license
issued under AS 38.05.131 - 38.05.134; however, if the license issued was
for exploration for and recoven' of gas onlv, then the lease issued under
this subsection shall be limited to exploration for and recovery of gas only.

* Sec. 32. AS 38.05.180(f) is amended to read:

(f) Except as provided by AS 38.05.131 - 38.05.134 [AND 38.05.177], the
commissioner may issue oil and gas leases or leases for gas only on state land to the
highest responsible qualified bidder as follows:

(1) the commissioner shall issue an oil and gas lease or a gas onlv
lease, as appropriate, to the successful 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;

(2) whenever, under any of the leasing methods listed in this
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1 subsection, a royalty share is reserved to the state, it shall be delivered in pipeline
2 quality and free of all lease or unit expenses, including but not limited to separation,
3 cleaning, dehydration, gathering, salt water disposal, and preparation for transportation
4 off the lease or unit area;

5 3) following a pre-sale analysis, the commissioner may choose at least
6 one of the following leasing methods:

7 (A) a cash bonus bid with a fixed royalty sharereserved to the
8 state of notless than 12.5 percent in amount or value of the production
9 removed or sold from the lease;

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

14 (C) a fixed cash bonus with a royalty share reserved to the state
15 as thebidvariable but no less than 12.5 percent in amount or value of the
16 production removed or sold from the lease;

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

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

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

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

31 (H) for nonconventional gas that will not be produced in

'SSB312( ) 2
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direct competition with gas on which a royalty at a rate of at least 12.5
percent is payable, a royalty share reserved to the state of at least 6.25
percent in amount or value of the production removed or sold from the
lease;

(4) notwithstanding a requirement in the leasing method chosen of a
minimum fixed royalty share, on and after March 3, 1997, the lessee under a lease
issued in the Cook Inlet sedimentary basin who is the first to file with the
commissioner a nonconfidential sworn statement claiming to be the first to have
drilled a well discovering oil or gas in a previously undiscovered oil or gas pool and
who is certified by the commissioner within one year of completion of that discovery
well to have drilled a well in that pool that is capable of producing in paying quantities
shall pay a royalty of five percent on all production of oil or gas from that pool
attributable to that lease for a period of 10 years following the date of discovery of that
pool, and thereafter the royalty payable on all production of oil or gas from the pool
attributable to that lease shall be determined and payable as specified in the lease; for
purposes of this paragraph, the reduced royalty authorized by this paragraph is subject
to the following:

(A) only one reduction of royalty authorized by this paragraph
may be allowed on each lease that qualifies for reduction of royalty under this
paragraph;

(B) if, under this paragraph, application is made for a royalty
reduction for a lease that was entered into before March 3, 1997, the
commissioner may approve the application only if, on that date, the lease was a
nonproducing lease that was not committed to a unit approved by the
commissioner under (m) of this section, that is not part of a unit under (p) or
(q) of this section, and that has not been made part of a unit under AS 31.05;

(C) if application for a royalty reduction is made under this
paragraph fora lease on which a discovery royalty was claimed or may be
claimed under the discovery royalty provisions of former AS 38.05.180(a) in
effect before May 6, 1969, the commissioner shall disallow the application

under this paragraph unless the applicant waives the right to claim the right to
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a reduced royalty under the discovery royalty provisions of former

AS 38.05.180(a) in effect before May 6, 1969; and

(D) the commissioner shall adopt regulations setting out the

standards, criteria, and definitions of terms that apply to implement the filing

of applications for, and the review and certification of, discovery [OIL AND

GAS ROYALTY] certifications under this paragraph;

(5) notwithstanding and in lieu of a requirement in the leasing method

chosen ofa minimum fixed royalty share, or the royalty provision of a lease, for leases
unitized as described in (p) of this section, leases subject to an agreement described in
(s) or (t) of this section, or interests unitized under AS 31.05, the lessee of all or part of
an oil or gas field identified in this section that has been granted approval of a written
plan submitted to the Alaska Oil and Gas Conservation Commission under
AS 31.05.030(i) shall, subject to (dd) of this section, pay a royalty of five percent on
the first 25,000,000 barrels of oil and the first 35,000,000,000 cubic feet of gas
produced for sale from that field that occurs in the 10 years following the date on
which the production for sale commences; the fields eligible for royalty reduction
under this paragraph, all of which are located within the Cook Inlet sedimentary basin,
were discovered before January 1, 1988, and have been undeveloped or shut in from at
least January 1, 1988, through December 31, 1997, are

(A) Falls Creek;

(B) Nicolai Creek;

(C) North Fork;

(D) Point Starichkof;

(E) Redoubt Shoal; and

(F) West Foreland;

(6) notwithstanding and in lieu of a requirement in the leasing method

chosen ofa minimum fixed royally share, or the royalty provision of a lease, for leases
unitized as described in (p) of this section, leases subject to an agreement described in
(s) or (t) of this section, or interests unitized under AS 31.05, the lessee of all or part of
an oil field located offshore in Cook Inlet on which an oil production platform

specified in (A), (C), or (E) ofthis paragraph operates, or the lessee ofall or part of the
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(A) shall pay a royalty of five percent on oil produced from the
platform if oil production that equaled or exceeded a volume of 1,200 barrels a
day declines to less than that amount for a period of at least one calendar
quarter, as certified by the Alaska Oil and Gas Conservation Commission, for
as long as the volume of oil produced from the platform remains less than
1,200 barrels a day; the provisions of this subparagraph apply to

(i) Dolly;

(i) Grayling;

(ifi) King Salmon;
(iv) Steelhead; and
(v) Monopod;

(B) shall pay a royalty calculated under this subparagraph if the
volume of oil produced from the platform that was certified by the Alaska Oil
and Gas Conservation Commission under (A) of this paragraph later increases
to 1,200 or more barrels a day and remains at 1,200 or more barrels a day for a
period of at least one calendar quarter; until the royalty rate determined under
this subparagraph applies, the royalty continues to be calculated under (A) of
this paragraph; on and after the first day of the month following the month the

increased production exceeds the period specified in this subparagraph, the

royalty payable under this subparagraph is
(i) for production of at least 1,200 barrels a day but not

more than 1,300 barrels a day - seven percent;

(i) for production of more than 1,300 barrels a day but

not more than 1,400 barrels a day - 8.5 percent;

(iii) for production of more than 1,400 barrels a day but

not more than 1,500 barrels a day - 10 percent; and

(iv) for production of more than 1,500 barrels a day -

12.5 percent;

(©) shall pay a royalty of five percent on oil produced from the

platform if oil production that equaled or exceeded a volume of 975 barrels a
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day declines to less than that amount for a period of at least one calendar
quarter, as certified by the Alaska Oil and Gas Conservation Commission, for
as long as the volume of oil produced from the platform remains less than 975
barrels a day; the provisions of this subparagraph apply to
(i) Baker;

(ii) Dillon;

(iii)y XTO.A; and

(iv) XTO.C;

(D) shall pay a royalty calculated under this subparagraph if the
voiume of oil produced from the platform that was certified by the Alaska Oil
and Gas Conservation Commission under (C) of this paragraph later increases
to 975 or more barrels a day and remains at 975 or more barrels a day for a
period of at least one calendar quarter; until the royalty rate determined under
this subparagraph applies, the royalty continues to be calculated under (C) of
this paragraph; on and after the first day of the month following the month the
increased production exceeds the period specified in this subparagraph, the
royalty payable under this subparagraph is

(i) for production of at least 975 barrels a day but not
more than 1,100 barrels a day - seven percent;

(ii) for production of more than 1,100 barrels a day but
not more than 1,200 barrels a day - 8.5 percent;

(iii) for production of more than 1,200 barrels a day but
not more than 1,350 barrels a day -10 percent; and

(iv) for production of more than 1,350 barrels a day -
12.5 percent;

(E) shall pay a royalty of five percent on oil produced from the
platform if oil production that equaled or exceeded a volume of 750 barrels a
day declines to less than that amount for a period of at least one calendar
quarter, as certified by the Alaska Oil and Gas Conservation Commission, for
as long as the volume of oil produced from the platform remains less than 750

barrels a day; the provisions ofthis subparagraph apply to
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(i) Granite Point;
(ii) Anna; and
(iii) Bruce;

(F) shall pay a royalty calculated under this subparagraph if the
volume of oil produced from the platform that was certified by the Alaska Oil
and Gas Conservation Commission under (E) of this paragraph later increases
to 750 or more barrels a day and remains at 750 or more barrels a day for a
period of at least one calendar quarter; until the royalty rate determined under
this subparagraph applies, the royalty continues to be calculated under (E) of
this paragraph; on and after the first day of the month following the month the
increased production exceeds the period specified in this subparagraph, the
royalty payable under this subparagraph is

(i) for production of at least 750 barrels a day but not

more than 850 barrels a day - seven percent;

(ii) for production of more than 850 barrels a day but

not more than 1,000 barrels a day - 8.5 percent;

(iii) for production of more than 1,000 barrels a day but

not more than 1,200 barrels aday -10 percent; and

(iv) for production of more than 1,200 barrels a day -
12.5 percent;

(G) shall pay a royalty of five percent on oil produced from the
field if oil production that equaled or exceeded a volume of 750 barrels a day
declines to less than that amount for a period of at least one calendar quarter,
as certified by the Alaska Oil and Gas Conservation Commission, for as long
as the volume of oil produced from the field remains less than 750 barrels a
day; the provisions of this subparagraph apply to the West McArthur River
field;

(H) shall pay a royalty calculated under this subparagraph if the
volume of oil produced from the field that was certified by the Alaska QOil and
Gas Conservation Commission under (G) of this paragraph later increases to

750 or more barrels a day and remains at 750 or more barrels a day for a period
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of at least one calendar quarter; until the royalty rate determined under this
subparagraph applies, the royalty continues to be calculated under (G) of this
paragraph; on and after the first day of the month following the month the
increased production exceeds the period specified in this subparagraph, the
royally payable under this subparagraph is
(i) for production of at least 750 barrels a day but not
more than 850 barrels a day - seven percent;
(i) for production of more than 850 barrels a day but
not more than 1,000 barrels a day - 8.5 percent;
(iii) for production of more than 1,000 barrels a day but
not more than 1,200 barrels a day - 10 percent; and
(iv) for production of more than 1,200 barrels a day -
12.5 percent; and
(I) may obtain the benefits of the royalty adjustments set out in
(A) - (H) of this paragraph only if the commissioner determines that the
reduction in production from the platform or the field is
(i) based on the average daily production during the
calendar quarter based on reservoir conditions; and
(ii) not the result of short-term production declines due
to mechanical or other choke-back factors, temporary shutdowns or

decreased production due to environmental or facility constraints, or

market conditions.

* Sec. 33. AS 38.05.180(h) is amended to read:
(h) The commissioner may include terms in any [OIL AND GAS] lease

imposing a minimum work commitment on the lessee. These terms shall be made
public before the sale, and may include appropriate penalty provisions to take effect in
theevent the lessee does not fulfill the minimum work commitment. If it is
demonstrated that a lease has been proven unproductive by actions of adjacent lease
holders, the commissioner may set aside a work commitment. The commissioner may
waive for a period not to exceed one two-year period any term of a minimum work

commitment if the commissioner makes a written finding either that conditions

312( ) -3
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preventing drilling or exploration were beyond the lessee's reasonable ability to

1

2 foresee or control or that the lessee has demonstrated through good faith efforts an
3 intent and ability to drill or develop the lease during the term of the waiver.

4 * Sec. 34. AS 38.05.180(i) is amended to read:

5 ) The commissioner may provide for the establishment of an exploration
6 incentive credit system under which a lessee of state land drilling an exploratory well
7 on that land may earn credits based upon the footage drilled and the region in which
8 the well is situated. The commissioner may also provide for credits to be earned by
9 persons performing geophysical work on state land, if that work is performed during
10 the two seasons immediately preceding an announced lease sale and on land included
1 within the sale area and the geophysical information is made public following the sale.
12 Credits may not exceed 50 percent of the cost of the drilling or geophysical work.
13 Credits may be used during a limited period established by the commissioner and may
14 be assigned during that period. Credits may be applied against (1) [OIL AND GAS]
15 royalty and rental payments for oil and gas or for gas onlv payable to the state or (2)
16 taxes payable under AS 43.55. A credit may not exceed 50 percent of the payment
17 toward which it is being applied. Amounts due the Alaska permanent fund
18 (AS 37.13.010) shall be calculated before the application of credits under this
19 subsection.

20 * Sec. 35. AS 38.05.180(j) is amended to read:

21 (j) The commissioner

22 (D may provide for modification of royalty on individual leases, leases
23 unitized as described in (p) of this section, leases subject to an agreement described in
24 (s) or (t) of this section, or interests unitized under AS 31.05

2? (A) to allow for production from an oil or gas field or pool if
26 (i) the oil or gas field or pool has been sufficiently
27 delineated to the satisfaction of the commissioner;

28 (ii) the field or pool has not previously produced oil or
29 gas for sale; and

30 (iii) oil or gas production from the field or pool would
31 not otherwise be economically feasible;
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(B) to prolong the economic life of an oil or gas field or pool as
per barrel or barrel equivalent costs increase or as the price of oil or gas
decreases, and the increase or decrease is sufficient to make future production

no longer economically feasible; or

(C) to reestablish production of shut-in oil or gas that would
not otherwise be economically feasible;
(2) may not grant a royalty modification unless the lessee or lessees
requesting the change make a clear and convincing showing that a modification of

royalty meets the requirements of this subsection and is in the best interests of the

state;
(3) shall provide for an increase or decrease or other modification of

the state's royalty share by a sliding scale royalty or other mechanism that shall be
based on a change in the price of oil or gas and may also be based on other relevant
factors such as a change in production rate, projected ultimate recovery, development
costs, and operating costs

(4) may not grant a royalty reduction for a field or pool

(A) under (1)(A) of this subsection if the royalty modification
for the field or pool would establish a royalty rate of less than five percent in
amount or value of the production removed or sold fiom a lease or leases
covering the field or pool;

(B) under (1)(B) or (1)(C) of this subsection if the royalty
modification for the field or pool would establish a royalty rate of less than
three percent in amount or value of the production removed or sold from a
lease or leases covering the field or pool;

(5) may not grant a royalty reduction under this subsection without
including an explicit condition that the royalty reduction is not assignable without the
prior written approval, which may not be unreasonably withheld, by the
commissioner; the commissioner shall, in the preliminary and final findings and
determinations, set out the conditions underwhich the royalty reduction may be

assigned;

(6) shall require the lessee or lessees to submit, with the application for
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the royalty reduction, financial and technical data that demonstrate that the

requirements of this subsection are met; the commissioner
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(A) may require disclosure of only the financial and technical
data related to development, production, and transportation of oil and gas or
gas onlv from the field or pool that are reasonably available to the applicant;
and

(B) shall keep the data confidential under AS 38.05.035(a)(9)
at the request of the lessee or lessees making application for the royalty
reduction; the confidential data may be disclosed by the commissioner to
legislators and to the legislative auditor and as directed by the chair or vice-
chair of the Legislative Budget and Audit Committee to the director of the
division of legislative finance, the pennanent employees of their respective
divisions who are responsible for evaluating a royalty reduction, and to agents
or contractors of the legislative auditor or the legislative finance director who
are engaged under contract to evaluate the royalty reduction, if they sign an
appropriate confidentiality agreement;

(7) may

(A) require the lessee or lessees making application for the
royalty reduction under (1)(A) of this subsection to pay for the services of an
independent contractor, selected by the lessee or lessees from a list of qualified
consultants compiled by the commissioner, to evaluate hydrocarbon
development, production, transportation, and economics and to assist the
commissioner in evaluating the application and financial and technical data; if,
under this subparagraph, the commissioner requires payment for the services of
an independent contractor, the total cost of the services to be paid for by the
lessee or lessees may not exceed $150,000 for each application, and the
commissioner shall determine the relevant scope of the work to be performed
by the contractor; selection of an independent contractor under this
subparagraph is not subject to AS 36.30;

(B) with the mutual consent of the lessee or lessees making

application for the royalty reduction under (1)(B) or (1)(C) of this subsection,
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request payment for the services of an independent contractor, selected from a
list of qualified consultants to evaluate hydrocarbon development, production,
transportation, and economics by the commissioner to assist the commissioner
in evaluating the application and financial and technical data; if, under this
subparagraph, the commissioner requires payment for the services of an
independent contractor, the total cost of the services that may be paid for by
the lessee or lessees may not exceed $150,000 for each application, and the
commissioner shall determine the relevant scope of the work to be performed
by the contractor; selection of an independent contractor under this
subparagraph is not subject to AS 36.30;
(8) shall make and publish a preliminary findings and determination on
the royalty reduction application, give reasonable public notice of the preliminary
findings and determination, and invite public comment on the preliminary findings
and determination during a 30-day period for receipt of public comment;
(9) shall offer to appear before the Legislative Budget and Audit
Committee, on a day that is not earlier than 10 days and not later than 20 days after
giving public notice under (8) of this subsection, to provide the committee a review of
the commissioner's preliminary findings and determination on the royalty reduction
application and administrative process; if the Legislative Budget and Audit Committee
accepts the commissioner's offer, the committee shall give notice of the committee's
meeting to all members of the legislature;
(10) shall make copies of the preliminary findings and determination
available to
(A) the presiding officer of each house of the legislature;
(B) the chairs of the legislature's standing committees on
resources; and
(C) the chairs of the legislature's special committees on oil and
gas, if any;
(11) shall, within 30 days after the close of the public comment period

under (8) of this subsection,

(A) prepare a summary of the public response to the
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commissioner's preliminary findings and determination;

(B) make a final findings and determination; the
commissioner's final findings and determination prepared under this

subparagraph regarding a royalty reduction is final and not appealable to the

court;
(C) transmit a copy of the final findings and determination to

the lessee;
(D) with the applicant's consent, amend the applicant's lease or
unitization agreement consistent with the commissioner's final decision; and
(E) make copies of the final findings and determination

available to each person who submitted comment under (8) of this subsection

and who has filed a request for the copies;

(12) is not limited by the provisions of AS 38.05.134(3) or (1) of this

section in the commissioner's determination under this subsection.

* Sec. 36. AS 38.05.180(7) is amended to read:

(/) Subject to the provisions of AS 31.05, the commissioner has discretion to
enter into an agreement whereby, with the consent of the lessee, the state's royalty
share of TOIL AND GAS] production of oil and gas or gas onlv may be stored or
retained in storage by the lessee, or the commissioner may enter into an agreement
with one or more of the affected field lease holders to trade current royalty production
from a field for a like amount, kind, and quality of future production, on the condition
that the state receives back its stored or traded royalty share during the first half of the

estimated field life or no later than 15 years after start of production, whichever is

sooner.

* Sec. 37. AS 38.05.180(m) is amended to read:

(nr) An oil and gas lease or a gas onlv lease must cover a reasonably compact
area not exceeding 5,760 acres, and may be for a maximum period of 10 years, except
that the commissioner may issue a lease for a period not less than five years upon a
finding that it is in the best interests of the state. An oil and gas lease shall be
automatically extended if and for so long thereafter as oil or gas is produced in paying

quantities from the lease or if the lease is committed to a unit approved by the
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commissioner, and a gas only lease shall be automatically extended if and for so
long thereafter as gas is produced in paving quantities from the lease or if the
lease is committed to a unit approved by the commissioner. A lease issued under
this section covering land on which there is a well capable of producing oil or gas in
paying quantities does not expire because the lessee fails to produce oil or gas unless
the lessee is allowed reasonable tiine to place the well on a producing status. Upon
extension, the commissioner may increase lease rentals so long as the increased rental
rate does not exceed 150 percent of the rate for the preceding year. |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
continues in effect until 90 days after drilling has ceased and for so long thereafter as
oil or gas is produced in paying quantities. An oil and gas lease or a gas only lease
issued under this section which is subject to termination by reason of cessation of
production does not terminate if, within 60 days after production ceases, reworking or
drilling operations are commenced on the land under lease and are thereafter

conducted with reasonable diligence during the period of nonproduction.

* Sec. 38. AS 38.05.180(n) is amended to read:

(n) The commissioner may establish by regulation that after a well has been
plugged and abandoned, the rental rate which was in effect during the year of
abandonment is maintained for the remainder of the term. Rental is payable in advance
and continues until income to the state from royalty or net profit share exceeds rental
income to the state for that year. Under this subsection,

(1) [OIL AND GAS] leases for oil and gas or for gas onlv shall
provide for payment to the state of rental on the following basis:
(A) [(1)] for the first year, $1.00 per acre;
(B) [(2)] for the second year, $1.50 per acre;
(C) [(3)] for the third year, $2.00 per acre;
(D) [(4)] forthe fourth year, $2.50 per acre;
(E) [(5)] for the fifth and following years, $3.00 per acre®

(2) if the lessee under a gas onlv lease demonstrates to the
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commissioner that the potential resources underlying the lease arc reasonably
estimated to be onlv nonconventional gas, the rental payment is S1.00 per acre

until the lease expires or paving quantities of conventional oil or gas are

discovered underlying the lease.

* Sec. 39. AS 38.05.180(p) is amended to read:

(p) To conserve the natural resources of all or a part of an oil or gas pool,
field, or like area, the lessees and their representatives may unite with each other, or
jointly or separately with others, in collectively adopting or operating under a
cooperative or a unit plan of development or operation of the pool, field, or like area,
or a part of it, when determined and certified by the commissioner to be necessary or
advisable in the public interest. The commissioner may, with the consent of the
holders of leases involved, establish, change, or revoke drilling, producing, and
royalty requirements of the leases and adopt regulations with reference to the leases,
with like consent on the part of the lessees, in connection with the institution and
operation of a cooperative or unit plan as the commissioner determines necessary or
proper to secure the proper protection of the public interest. The commissioner may
not reduce royalty on leases in connection with a cooperative or unit plan except as
provided in (j) of this section. The commissioner may require a lease [OIL AND
GAS LEASES] issued under this section to contain a provision requiring the lessee to
operate under a reasonable cooperative or unit plan, and may prescribe a plan under

which the lessee must operate. The plan must adequately protect all parties in interest,

including the state.

* Sec. 40. AS 38.05.180 is amended by adding a new subsection to read:

(ff) The provisions of this section that authorize oil and gas leases also apply
to authorize the commissioner to issue leases for the production of gas only. In
authorizing and managing leases under this subsection, the terms "oil and gas" or "oil
or gas" as they are used in this chapter may be read and applied as referring to gas
only. When a lease is authorized or managed as a gas only lease, the lease does not
give the lessee the right to produce oil. If a well drilling for gas under a lease

authorized by this subsection penetrates a formation capable of producing oil, the

owner or operator
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(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 tire
facility complies with all applicable laws and regulations relating to oil and gas
exploration and 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. 41. AS 38.05.860(a) is amended to read:

(@) The commissioner may require an applicant seeking the sale, lease, or
other disposal of land or an interest in land, other than under an oil and gas lease, gas
onlv lease, or mineral lease, to deposit an amount covering the estimated cost of an

appraisal, survey, and other costs necessary to offer the land or interest in land,
including advertising. All deposited funds not expended shall be refunded to the
applicant. 1f the land or interest in land is awarded to a person other than the applicant
making the deposit, the person awarded the land shall pay the total actual cost incurred
by the department in making the disposal, and the deposit shall be returned to the
original applicant. In lieu of requiring the deposit under this subsection, the
commissioner may enter into an agreement with an applicant seeking land or an
interest in land requiring the applicant to reimburse the department for costs incurred
in the disposal if the applicant is awarded the land or interest in land.

* Sec. 42. AS 38.05.860(c) is amended to read:

(c) The commissioner shall require each bidder for the competitive leasing of
[OIL AND GAS] land for oil and gas, or for gas onlv, to submit with each bid a
deposit of money equal to 20 percent of the bonus.

* Sec. 43. AS 38.05.945(a) is amended to read:

(@) This section establishes the requirements for notice given by the
department for the following actions:

(1) classification or reclassification of state land under AS 38.05.300
and the closing of land to mineral leasing or entry under AS 38.05.185;
(2) zoning of land under applicable law;

(3) issuance ofa
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(A) preliminary written finding under AS 38.05.035(e)(5)(A)
regarding the sale, lease, or disposal of an interest in state land or resources for
oil and gas, or for gas only, subject to AS 38.05.180(b);

(B) [REPEALED

(C)] written finding for the sale, lease, or disposal of an interest
in state land or resources under AS 38.05.035(e)(6), except a [AN OIL OR
GAS] lease sale described in AS 38.05.035(e)(6)(F) for which the director
must provide opportunity for public comment under the provisions of that

subparagraph;

(4) a competitive disposal of an interest in state land or resources after

final decision under AS 38.05.035(e);
(5) a preliminary finding under AS 38.05.035(e) concerning sites for

aquatic farms and related hatcheries;
(6) a decision under AS 38.05.132 - 38.05.134 regarding the sale,
lease, or disposal of an interest in state land or resources.

* Sec. 44. AS 38.05.965 is amended by adding a new paragraph to read:

(25) "nonconventional gas" means coal bed methane, shales containing

gas, or gas hydrates.
* Sec. 45. AS 38.06.080(2) is amended to read:

(2) ‘"state lease" means an oil and gas lease or gas onlv lease on state

land.
* Sec. 46. AS 38.35.020(a) is amended lo read:

(a) Rights-of-way on state land including rights-of-way over, under, along,
across, or upon the right-of-way of a public road or highway or the right-of-way of a
railrcad or other public utility, or across, upon, over, or under a river or other body of
water or land belonging to or administered by the state may be granted by
noncompetitive lease by the commissioner for pipeline purposes for the transportation
of oil, products, or natural gas under those conditions prescribed by law or by
administrative regulation. Except to the extent authorized by an oil and gas lease, a
gas onlv lease, or an oil and gas or gas onlv unit agreement approved by the state, no

person may engage in any construction or operation of any part of an oil, products, or
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natural gas pipeline, which in whole or in part is or is proposed to be on state land

unless that person has obtained from the commissioner a right-of-way lease of the land

under this chapter.

* See. 47. AS 43.20.072(c) is amended to read:

(c) A taxpayer's business income shall be apportioned to this state by
multiplying the taxpayer's income determined under (b) of this section by the
apportionment factor applicable to the taxpayer among the following factors:

(1) the apportionment factor of a taxpayer subject to this section but
not engaged in the production of oil and gas, or of gas onlv, as appropriate, from a
lease or property in this state during the tax period is a fraction, the numerator of
which is the sum of the property factor under AS 43.19 (Multistate Tax Compact) and
the sales factor under (d) of this section for the taxpayer for that tax period, and the
denominator of which is two;

(2) the apportionment factor of a taxpayer subject to this section but
not engaged in tne pipeline transportation of oil or gas in this state during the tax
period is a fraction, the numerator of which is the sum ofthe property factor under (e)
ofthis section and the extraction factor under (f) of this section for the taxpayer for the
tax period, and the denominator of which is two;

(3) the apportionment factor of a taxpayer engaged both in the
production of oil or gas from a lease or property in this state and in the pipeline
transportation of oil or gas in this state during the tax period is a fraction, the
numerator of which is the sum of the sales factor under (d) ofthis section, the property
factor under (e) of this section, and the extraction factor under (1) of this section for

the taxpayer for the tax period, and the denominator of which is three.

* Sec. 48. AS 43.55.025(a) is amended to read:

(a) Subject to the terms and conditions of this section, on oil and gas produced

from an oil and gas lease, or on gas produced from a gas onlv lease, on or after

July 1, 2004, a credit against the tax due under this chapter is allowed in an amount

equal to

(1) 20 percent of the total exploration expenditures that qualify under

(b) and (c) of this section, 20 percent of the total exploration expenditures that qualify

CSSB 312( ) -40-
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under (b) and (d) of this section, or both, for a total creditthat does not exceed 40
percent of the total exploration expenditures; "r

(2) 40 percent of the total exploration expenditures that qualify under
(b) and (e) ofthis section, for a total production tax creditthat does not exceed 40
percent of the total qualified exploration expenditures.

* Sec. 49. AS 43.55.900(9) is amended to read:

(9) "lease or property" means any right, titleAor interest in or the right
to produce or recover oil or gas including:

(A) a mineral interest,

(B) a leasehold interest,

(C) a working interest,royalty interest, overriding royal'..,
interest, production payment, net profit interest orany other interest in a lease,
concession, joint venturej or other agreement for [OIL AND GAS] exploration,
development or production of oil and gas or of gas onlv,

(D) a working interest,royalty interest, overriding royalty
interest, production payment, net profit interest or any other interest in an
agreement for unitization or pooling under the provisions of 26 U.S.C.
614(b)(3) (Internal Revenue Code) as defined on January 1,1974;

* Sec. 50. AS 46.03.100(f) is amended to read:

(f) This section does not apply to discharges of solid or liquid waste material
or w'ater 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 nonconventional
[COAL BED METHANE DRILLING OR OTHER NATURAL] gas drilling; for
purposes of this paragraph, "nonconventional gas" has the meaning given in
AS 38.05.965 [TO RECOVER GAS FROM A FIELD IF A PART OF THE FIELD IS

WITHIN 3,000 FEET OF THE SURFACE]; or

-41- CSSB 312( )
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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 this section if
(A) the drilling, ditching, trenching, or similar activity will
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) apermitis otherwise required by this section.

* Sec. 51. AS 46.04.030(b) is amended to read:

(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
exploration or production facility used solely to explore for or to develop or produce
nonconventional [SHALLOW NATURAL] gas resources, except that this exemption
does not apply if the Alaska Oil and Gas Conservation Commission determines under

AS 31.05.0300) that
(1) a well drilled for nonconventional [SHALLOW NATURAL] gas

may penetrate a formation capable of flowing oil; and

(2) the volume of oil encountered will be of such quantities that a

contingency plan will be required.

* Sec. 52. AS 46.04.040(b) is amended to read:

(b) A person may not cause or pennit 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

312( ) -42-
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10,000 barrels per day of 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 of 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 of oil;

(D) $1,000,000 per incident if the facility produces 2,500
barrels per day or less of oil;

(3) an onshore exploration facility is
(A) $25,000 per incident for a facility used solely to explore for
nonconventional [SHALLOW NATURAL] gas by means of drilling a well to
explore for the gas [[ WHETHER METHANE ASSOCIATED WITH AND

DERIVED FROM COAL DEPOSITS OR OTHERWISE, FROM A FIELD IF

A PART OF THE FIELD IS WITHIN 3,000 FEET OF THE SURFACE]; and

(B) except as provided by (A) of this paragraph, $1,000,000 per
incident.
* Sec. 53. AS 46.04.900 is amended by adding a new paragraph to read:
(31) "nonconventional gas" has the meaning given in AS 38.05.965.
* Sec. 54. AS 46.40.205 is amended to read:

Sec. 46.40.205. Consistency determinations for certain activities involving
nonconventional [SHALLOW NATURAL] gas. (a) When conducted under
oversight and regulation of the Alaska Oil and Gas Conservation Commission and the
state's resource agencies, projects for the exploration and development of
nonconventional [SHALLOW NATURAL] gas are consistent with the program
described in this chapter. Persons responsible for activities subject to this section shall

obtain all required permits and approvals from municipal, state, and federal agencies

as otherwise required by law.
(b) In this section, "nonconventional [SHALLOW NATURAL] gas" has the

meaning given in AS 38.05.965 [AS 46.04.900].

* Sec. 55. AS 46.40.210(12) is amended to read:

(12) "uses of state concern" means those land and water uses that

would significantly affect the long-term public interest; "uses of state concern™ include

43- CSSB 312( )
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(A) uses of national interest, including the use of resources for
the siting of ports and major facilities that contribute to meeting national
energy needs, construction and maintenance of navigational facilities and
systems, resource development of federal land, and national defense and
related security facilities that are dependent upon coastal locations;

(B) wuses of more than local concern, including those land and
water uses that confer significant environmental, social, cultural, or economic
benefits or burdens beyond a single coastal resource district;

(C) the siting of major energy facilities, activities pursuant to a
state oil and gas lease, a state gas onlv lease, or a federal oil and gas lease, or
large-scale industrial or commercial development activities that are dependent
on a coastal location and that, because of their magnitude or the magnitude of
their effect on the economy of the state or the surrounding area, are reasonably
likely to present issues of more than local significance;

(D) facilities serving statewide or interregional transportation
and communication needs: and

(E) uses in areas established as state parks or recreational areas
under AS 41.21 or as state game refuges, game sanctuaries, or critical habitat
areas under AS 16.20.

* Sec. 56. AS 31.05.170(14); AS 38.05.177(b), 38.05.177(c), 38.05.177(d), 38.05.177(e),
38.05.177(f), 38.05.177(g), 38.05.177(h), 38.05.1770), 38.05.177(k), 38.05.177(m),
38.05.177(0); and AS 46.04.900(25) are repealed.

* Sec. 57. The uncodified law of the State of Alaska is amended by adding a new section to
read:

CERTAIN SHALLOW NATURAL GAS LEASES AND LEASE APPLICATIONS
TO BE ADMINISTERED UNDER FORMER LAW. The provisions of AS 38.05.177(a) and
(), amended by secs. 26 and 27 of this Act, as those provisions read on the day before the
effective date of amendment of those sections, and the provisions of AS 38.05.177(b) - (h),
(M, (k), (m), and (o), repealed by sec. 56 of this Act, as those provisions read on the day
before the effective date of the repeal of that section, apply to shallow natural gas

(1) leases issued under AS 38.05.177 and in effect on December 31,2003; and
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(2) lease applications under AS 38.05.177eceizedwéne the
Department of Natural Resources before January 1,2004.

* Sec. 58. This Act takes effect immediately under AS 01.10.070(c).
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MEMORANDUM February 9, 2004

SUBJECT: Senate Bill 312, relating to natural gas exploration and
development and to nonconventional gas, and amending the
section under which shallow natural gas leases may be issued --
sectional analysis (Work Order No. 23-LS1552M)

TO: Senator See
Senate Rest

FROM: Jack Cheno
Assistant R

The measure treats comprehensively with the exploration and development of natural gas.
It contains changes that

— convert references and substantive provisions covering shallow natural gas
leasing into a leasing policy covering "nonconventional gas" and provide a definition of

that term;

- authorize the Department of Natural Resources to lease for "gas only" under the
conventional oil and gas leasing procedures, with limited reservations governing activity
involving nonconventional gas leases;

- expand the use of exploration licensing and leasing under AS 38.05.131 -
38.05.134 to cover "gas only" licenses and leases; and

—amend or repeal specific parts of AS 38.05.177, the section of the Alaska Land
Act (AS 38.05) that currently authorizes and guides shallow natural gas leasing.

PROVISIOINS establishing a "nonconventional gas" leasing policy, supplying
ADEFINITION FOR THAT TERM, AND MAKING CONFORMING CHANGES:

The definition of "nonconventional gas" is added in bill section 31. It replaces a pair of
definitions for "shallow natural gas" and a working reference to shallow natural gas in the
language of AS 38.05.177(a)(1), appearing at page 20, lines 10 - 13. Please note that the
definition of "nonconventional gas" proposed in the measure covers "coalbed methane,

shales containing gas, or gas hydrates."

With the substitution of the new term and a definition for it, each of the following makes
conforming changes:
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—bill sections 4 - 6, amending or adding to provisions in AS 31.05 (Alaska Oil
and Gas Conservation Commission);

— references in bill section 26 - 31, amending various subsections of
AS 38.05.177; and

-- bill sections 52 - 56, substituting "nonconventional gas" in various references
to "shallow natural gas" in title 46; this title of the Alaska Statutes generally deals with

environmental matters.

Authorizing the Department of Natural Resources to lease for "gas only"”
UNDER THE CONVENTIONAL OIL AND GAS LEASING PROCEDURES, WITH LIMITED
RESERVATIONS GOVERNING ACTIVITY INVOLVING NONCONVENTIONAL GAS LEASES,

AND MAKING CONFORMING CHANGES:

AS 38.05.180(ff), added by bill section 43, explicitly authorizes the Department of
Natural Resources to "issue leases for gas only" under the conventional oil and gas

leasing program.

Out of an abundance of drafting caution, the following revise or delete existing references
to "oil and gas,” "oil and gas lease,” or substantially similar terms and references to

acknowledge the alternative authorization of "gas only" leasing:

—bill sections 1, 3, 7 - 9, 10 (except the repeal of AS 38.05.035(e)(6)(G) [page
12, lines 4 - 6]), 11, 13, 32 - 35, 36 (except the addition of AS 38.05.180(f)(3)(H) [page
26, lines 18 - 23]), 37 - 42,44 - 51, and 57.

Authorizing the Department of Natural Resources to use exploration

LICENSING AND LEASING FOR "GAS CUIY" UNDER AS 38.05.131 - 38.05.134, AND
MAKING CONFORMING CHANGES:

Bill section 14, amending AS 38.05.131(a), explicitly authorizes the Department of
Natural Resources to issue exploration licenses and leases for "gas only." The following
provisions make related conforming changes:

— bill sections 2, 12, 15 - 21, 22 (except the language of new subparagraph (B)
[page 19, lines 2 - 7]), and 24.

Provisions altering or repealing specific parts of AS 38.05.177, addressling

SHALLOW NATURAL GAS LEASING:

These remarks principally address the content of bill sections 26-31 and the repeal of
certain subsections in AS 38.05.177, the shallow natural gas leasing section.
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Certain subsections are amended with the intent that their specific provisions override
comparable provisions in the conventional oil and gas leasing section, AS 38.05.180. So,

— AS 38.05.177(a) (bill section 26): In addition to substituting reference to
"nonconventional gas,"” the measure is amended to eliminate the language in it that
prohibits shallow gas as something that may be addressed under the existing oil and gas

exploration licensing and leasing sections;

— AS 38.05.177(f) (bill section 27): Inaddition to substituting reference to
"nonconventional gas,” the subsection is amendedto retain the one dollar rent schedule
covering nonconventional gas leases, notwithstanding a different schedule in

AS 38.05.180(n);

-- AS 38.05.177(g) (bill section 28): Inaddition to substituting reference to
"nonconventional gas," this subsection deletesmaterial relating to the royalty payable on
the gas; this element is, instead, addressed in an amendment to AS 38.05.180(f)(3)(H);

— AS 38.05.177(j) and (k) (bill sections 29 and 30): These subsections are
amended to substitute the reference to "nonconventional gas";

-- AS 38.05.177(0) (bill section 31): Note the new definition here of
"nonconventional gas."

As to other parts of AS 38.05.177, bill section 58 repeals the following:

—AS 38.05.177(b): This subsection currently sets maximum acreage limitations
(paragraph (1)) and levies an application fee (paragraph (2)). If gas only leases are to be
issued for unconventional gas under AS 38.05.180, then acreage Ilimits of
AS 38.05.180(m) should apply, and maximum holding provisions for oil or gas leases set
out in AS 38.05.140(c) should also. In the main, oil and gas leases are offered as
competitive leases, so there would not be an application process and, hence, a separate
application fee for a noncompetitive lease would not be collected. Consequently, this

subsection is to be repealed in its entirety.

— AS 38.05.177(c): This subsection sets out the notice and public comment
provisions. Conventional oil and gas leases have different notice provisions,
AS 38.05.945(a)(3), and those should operate in lieu of the expedited notice/public
comments of this subsection. Again, this subsection is to be repealed in its entirety.

-- AS 38.05.177(d) and (e): These subsections are the lease extension and lease
boundary adjustment provisions. Comparable provisions for conventional oil and gas
leases appear in AS 38.05.180(m) and should operate in lieu of sec. 177(d) and (e).
These subsections are therefore to be repealed.
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-- AS 38.05.177(h): This is the lease surrender or relinquishment provision. As
leasing would occur under AS 38.05.180, provisions covering these subjects under
authority of that section would apply, so this subsection may be repealed.

-- AS 38.05.177(m): This is the lease extension provision. Again, because
leasing would occur under the conventional oil and gas leasing procedures of
AS 38.05.180, provisions covering these subjects under authority of that section would
apply, so that this subsection is being repealed.

Other bill sections that are not addressed or considered above:

Bill section 10: The repeal of AS 38.05.035(e)(6)(G), page 12, lines 4-6, drops the
exemption for shallow natural gas leasing from the written finding requirements of that
subsection. Before nonconventional gas leasing may occur, proposed nonconventional
leases would be required to be supported by a written best interest finding.1

Bill sections 22 (page 19, lines 2-7) and 36 (page 26, lines 18 - 23): For purposes of
retention of the reduced royalty authorized for certain gas, these two amendments add, as
to nonconventional gas exploration licensing and leasing and nonconventional gas leasing
under the leasing program of AS 38.05.180, provisions for a reduced royalty for
nonconventional gas "not produced in direct competition with gas on which a royalty at
rate of at least 12.5 percent is payable.” Similar language in the existing provision,

AS 38.05.177(g), is to be repealed.

Bill sections 23 and 25: Both provisions are concerned with the relationship between
coal and coal bed generated methane. The amendments remove references to shallow

natural gas (coal bed methane) leasing under AS 38.05.177.

Bill section 58: In addition to the repeal of specific subsections of AS 38.05.177
described above, the section would repeal paragraphs setting out definitions of "shallow
natural gas' in AS 31.05 and AS 46.04. Each repeal is matched (bill sections 6 and 55)
with addition of definitions for the substituted term, "nonconventional gas.”

Bill section 59: This transitional provision directs the Department of Natural Resources
to deal with shallow natural gas leases executed and lease applications received by
December 31, 2003, under the provisions of AS 38.05.177 as it read before its

amendment by this Act.

Bill section 60 gives the measure an immediate effective date.

JBCdmb
04-027.Imb

1 The lead-in to AS 38.05.035(e)(6) setting out the required written best interest
finding appears in the text of the bill at page 10, line 29 - page 11, line 6.
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Sponsors; Colver and Kvalheim

Amended by Substitution: 03/02/04
Amended: 03/02/04

Adopted: 03/02/04
Motion to Reconsider Failed: 03/02/04

MATANUSKA-SUSITNA BOROUGH
RESOLUTION SERIAL NO. 04-035(SUB)(AM)

A RESOLUTION OF THE MATANUSKA-SUSITNA EOROUGH ASSEMBLY MAKING
RECOMMENDATIONS TO THE GOVERNOR AND LEGISLATURE CONCERNING COAL BED

METHANE LEGISLATION AND REGULATIONS.

WHEREAS, various bills have been introduced in the Alaska
Legislature addressing shallow gas issues in the state of Alaska;
and

WHEREAS, the public is concerned about surface impacts from
coal bed methane activity on privately owned properties; and

WHEREAS, the Alaska State Department of Natural Resources is
holding coal bed methane workshops to involve the public in making
recommendations to state and local governments for the adoption of
regulations; and

WHEREAS, the M atanuska-Susitna Borough Assembly supports beet
practices for coal bed methane exploration, drilling, and
production operations.

NOW, THEREFORE, BE IT RESOLVED, that the M atanuska-Susitna
Borough Assembly respectfully requests that the Governor and
Legislature consider coal bed methane legislation that includes the
following surface protections:

. noise mitigation requirements for compressor stations;

Page 1 of 3 Resolution Serial No. 04-03F(SUB)(AM)
IM No. 04-058

@



APR-29-2004 THU 04:34 AMIVAT-SU BIROUGH FAX ND 76681377626 P

. minimum setbacks from residences and property lines for
wellheads and compressor stations;

. require lessees to submit a master plan locating all
facilities and improvements to afford the opportunity for
comments by the public; and

. require safety buffers.

BE IT FURTHER RESOLVED, that the M atanuska-Susitna Borough
Assembly respectfully requests that coal bed methane legislation
include the following surface landowner protections:

. surface owners should have the ability to negotiate fair

and equitable terms for surface use of their property,-

. require an Alaska State Department of Natural Resources
and Alaska State Oil and Gas Conservation commission
permit before entry or construction upon on a privately
owned parcel; the permit shall provide for negotiation
and location of any improvements; and

. adequate bonding to make the surface landowner whole if
water resources or other impacts to the property affects
tne use, enjoyment, and value of their property.

3E IT FURTHER RESOLVED, that the Matanuska-Susitna Borough

Assembly will support legislation that accomplishes the intent of

thiB resolution.

BE IT FURTHER RESOLVED, that the Matanuska-Susitna Borough
Assembly respectfully requests that coal bed methane legislation

include the following subsurface and water quality protections:

page 2 of 3 Resolution Serial No. 04-035(SUB)(AM)
IM No. 04-058
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require regulations to be adopted by the Alaska Statr. Oil

and Gas Conservation Commission requiring:

0 re-injection of produced water well below known
drinking and agricultural water aquifers; and

0 neutral party testing and monitoring at the expense
of the state or developerof al.l re-injected fluids
and drinking water before/ during, and after
drilling activity.

BE IT FURTHER RESOLVED/ that the M atanuska-Susitna Borough
Assembly respectfully requests that the Alaska State Legislature
amend State statutes to repeal the authority of the Commissioner of
N atural Resources to override local government regulations.

ADOPTED by the M atanuska-Susitna Borough Assembly this 2 day

of March, 2004.

ATTEST:

(SEAL)

PASSED UNANIMOUSLY; Bush, Allen, Colberg, Kvalheim, Simpson,
Colver, and Vehrs

Page 3 of 3 Resolution Serial No, 04-035(SUB)(am)
1M No. 04-050
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Sponsors: Colver and Kvalheim
Adopted: 03/02/04
Motion to Reconsider Failed: 03/02/04

MATANUSKA-SUSITNA BOROUGH
RESOLUTION SERIAL NO. 04-036

A RESOLUTION OF THE MATANUSKA-SUSITNA BOROUGH ASSEMBLY MAKING
RECOMMENDATIONS TO THE GOVERNOR AND LEGISLATURE CONCERNING REFORM
OF SHALLOW GAS LEASING FOR COAL BED METHANE.

WHEREAS, various bills have been introduced in the Alaska
Legislature addressing shallow gas issues in the state of Alaska;
and

WHEREAS, the state of Alaska's shallow gas leasing program
does not require a "Best Interest Finding,” which is required
before competitive oil and gas leases are offered/ and

WHEREAS, the M atanuska-Susitna Borough Assembly supports
reform of the way in which state-owned subsurface estates are
leased for shallow gas coal bed methane exploration and production;
and

WHEREAS, the M atanuska-Susitna Borough supports public
involvement, adequate notice, and incorporation of public comments
into a decision whether to offer leases and identifying the
location of areas for leasing for shallow gas.

NOW, THEREFORE, BE IT RESOLVED, that the M atanuska-Susitna
Borough Assembly supports the reform of the leasing process for
shallow gas and supports legislation which;

. requires a competitive lease process for shallow gas;

Resolution Serial No. 04-036

Page 1 of 2
IM No. 04-059
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» requires a "Best Interest Finding" prior to offering
leases;

. provides for adequately published public notice and
notification to individual property owners within

proposed lease areas and hold public hearings;
t provides for public hearings; and

0 ‘incorporates public comments received and local
government <concerns before offering any leases for

shallow gas.

ADOPTED by the M atanuska-Susitna Eorough Asaembly this 2 day

of March, 2004.

ATTEST;

(SEAL)

PASSED UNANIMOUSLY: Bush, Allen, Colberg, Kvalheim, Simpson,
Colver, and Vehrs

Page 2 of 2 Resolution Serial No. 04-036
IMNO. 04-059
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P.O. Box 766
Talkeetria, AK 99676
February 21, 2004

Senator Scott Ogan
Alaska State Senate

Via Fax: 907-465-3265

Dear Senator Ogan:

These are my thoughts on the pressing need for remedial Coalbed Methane
legislation.

There are many provisions in the current CBM statutes that are counter to the
public interest, butthe most disturbing is the lack of a “best interest finding"
requirement as relates to the CBM leasing program. Every oil and gas program
in Alaska that | know about requires a best interest finding, or cost-benefit
assessment, prior to approving a lease. How else would the State determine
whether a lease is in its best interest?

Under current law the only criteria for issuing or denying a CBM lease
applicalion, is the poorly crafted statement “if...the discovery of a local source of
natural gas would benefit the residents of an area, the director shall execute the
lease." This language virtually compels the approval of the lease. This is bad
public policy. Tho present CBM program puts industry in the driver's seat, and
subordinates the interests of local government bodies, local communities, private
property owners, and, In some cases, even the State itselfto the interests of the
industry. Remember, these are the State's resources, yours and mine, and it Is
unconscionable for the legislature to grant Industry virtually unfettered discretion
to determine when and where these resources are developed. | hope you realize
that this must be corrected without further delay.

The best interest finding requirement would mandate consideration of, among
other things, the use and value of the surface estate and thus give DNR the
discretion to reject a lease application without fear of being sued by the applicant.
The CBM program would yield a lot better result for all concerned if a best
interest finding is required, just as itis for every other oil and gas program.
Please work to Include It In any CBM legislation that comes before the

Senate.

1Arnong these troubling provisions are the override of local control, exemption from important
environmental regulations, an unreasonably curtailed public process, failure to consider the uses
and value of the surface estate when determining whether to issue a lease, leases are issued on
a non-competitive first-come-first-served basis, reducing (subject to narrow exceptions) the

normal oil and gas royalty by half... the list goes on.
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It is time to hit the rewind button, buy back the existing leases on the Kenai
Peninsula and in the Mat-Su Valley, and then apply the best interest finding
requirement to all future lease applications. Please support these two vital
provisions.

CBM development has exceedingly high surface impacts. Production of a given
amount of gas takes a far greater number of wells and well pads than
conventional drilling (which can, with directional drilling, drill several wells from
the same pad). With CBM, itis one well per pad, and these must all be
connected by roads, pipelines, power lines, etc. The adverse impacts to our
private property, to our communities, to our hunting and fishing, and to any
businesses based on tourism or outdoor recreation are enormous and
unacceptable. |want any legislation to contain meaningful, substantive
protections for my private property and my community.

I urge inclusion of strong protective provisions regarding better public notice,
setbacks from water and wetlands, buffers for homes and cabins, noise level
caps, protection of water quantity and quality, land restoration, higher bonding
requirements, landowner compensation, stronger negotiating position for the
landowner, well density limits, lighting restrictions, and so on. But, having said
that, public notice isn't worth a thing if DNR isn't required, or even permitted, to
give substantive weight to public comments. And, farther, all these protections
represent helpful, but in the end, only marginal mitigation in the face of enormous
disruption of our lives and our communities. Clearly, there are places where

CBM development Is simply not appropriate.

which gets us back to the best Interest finding requirement for the
CBM leasing program. This and the lease buyback are absolutely
necessary parts of CBM legislation.

Thank you for considering these comments.

Sincerely,

John Strasenburgh
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Phil St. George
Holitha Energy Co. LLC
9237 W. Parkview T.Lp.
Eagle River, AK 99577
(907) 694-8728
philstgeorge@ msn.com

SENATOR SCOTT OGAN
State Capitol, Room 103
Juneau Alaska 99801

Dear Senator, February 26, 2004

We support your past work regarding shallow gas leases. These efforts resulted
in our application for shallow gas leases in the Holitha basin, southwest Alaska.
The existing laws and regulations that were in place at the time of application
provided strong motivation for a small company to acquire land and develop the

resources on that land.

As a result of the Mat/Su Valley public outcry, the state seems to have over
reacted to address the complaints of a few, at the expense of Alaska’'s future.
We wish the state would stay the course and continue to encourage development
on State lands. We don’t think any new legislation is necessary but we
understand the Shallow Gas Lease program will be terminated and you are
authoring a new bill, SB 312.

It is obvious that large companies (in both the oil and gas business as well as in
mining) have drastically reduced exploration in Alaska. Because of this the state
has to encourage small to medium sized companies to explore here.

Small and medium sized companies can not afford to have large expenses or
extensive delays prior to acquiring tenure to the land and accomplish the first drill
hole. If SB 312 is going to replace the Shallow Gas Leasing program it should
not have a “Best Interest Finding” as part of acquiring tenure to the land. If this
was required prior to staking a mining claim, all claim staking activities would
stop. Ithink this will have a drastic affect on gas leases in rural locations.

A “Best Interest Finding” is really more of a development issue, and should be
addressed in the development stage, when those costs and delays are apart of
an EIS or EA process. In rural settings a best interest will undoubtedly find that
it's in the states best interest to develop its resources, so why require a study
whose outcome is a forgone conclusion. Do the study when there is more
information on what the development of the field will entail, during the permitting

for the development.

If you are trying to protect local land owners from gas development, certain
populated areas in the state could be exempt from leases without a best interest


mailto:philstgeorge@msn.com

finding. Keep the best of the Shallow Gas Leasing program in the rural areas
and tighten controls in populated areas.

A low royalty rate, such as the existing 6.25% on Shallow Gas Leases is another
important aspect of attracting small to medium sized companies. Without this
low rate a small company has no opportunity to acquire land, put the information
together and finance the property. That difference between 6.25% and 12% is
typically all that is left to the original lease holder, and is all we are expecting to
retain in the Holitna basin. If that hadn’'t been the case, there still would not be

anyone with leases out in the Holitna basin.

We also hope that the Shallow Gas Leasing program is not terminated until the
new legislation is functioning. It would be a shame to have a gap of time prior to
a new program taking effect and you are probably well aware how long it took to

implement the existing laws.

We feel that DNR does not have sufficient staff to handle these more demanding
leases. We suggest additional personnel would speed the lease application
process. These new leases will certainly more then pay for the added attention.
If we find gas, the royalty to the state from just the Holitna leases will provide
approximately $1.7M per year and after payback approximately $400K in tax
revenues. Also, once gas is taken to Bethel the Federal and State Government
will save over $3M per year on the Power Cost Equalization Program. There will
be other saving once Donlin is operating, a local tax base will save on school
budgets and other local subsidies from the state.

We feel the current arrangement of permitting and regulating wells will be
overwhelmed when a couple of coal bed methane fields go into production.
Quite a few states such as Wyoming and Colorado have learned to cope with this
problem and we hope DNR can learn from these examples. We know from past
history in mining and our recent experience permitting two core holes that there
is a conflict between DNR and DEC. This needs to be resolved prior to any large
increase in production from shallow gas wells. We suggest the one stop
shopping approach, where DNR would have oversight of all permitting with the

State of Alaska.

Without the proper incentives other interior basins may be neglected. And as
you are probably aware, Alaska is a coal rich terrain with potential for shallow
gas in almost any small basin in the state. The Nenana basin will undoubtedly
provide gas to Fairbanks. These interior basins could supply energy for almost
any significant project that comes along in the future and hopefully will someday
power many rural communities.

Sincerely,
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Subject: comments on SB 312
Date: Thu, 26 Feb 2004 14:57:17 -0900
From: "PHIL ST GEORGE" <philstgeorge@ msn.com>
To: "Scott Ogan" <Senator_Scott_Ogan@ legis.state.ak.us>
CC: "Gene Piekenbrock" <piekenbrock@gci.net>

<?xml:namespace prefix="v" /><?xml:namespace prefix="0" />
Scott,

Attached is a letter regarding my company’ thoughts on SB 312. Please forward this to the other
Resource committee members. | think my company could be the poster child for rural shallow gas
development. We are developing the Holitna basin to supply gas to Southwest Alaska and the
Donlin Creek Mine. We feel the Shallow Gas Program is fantastic and hope its best attributes can
be incorporated into SB 312. Alaska will suffer from underdevelopment and will continue its
dependence on imported diesel if the best of the Shallow Gas Leasing program is not incorporated.

| hope I can testify at the hearings on Monday.

Here is the letter pasted into this text for quick review, but the document will be easier for printing:

Dear Senatoi, February 26, 2004

We support your past work regarding shallow gas leases. These efforts resulted in our application for shallow gas
leases in the Holitna basin, southwest Alaska. The existing laws and regulations that were in place at the time of
application provided strong motivation for a small company to acquire land and develop the resources on that

land.

As a result of the Mat/Su Valley public outcry, the state seems to have over reacted to address the complaints of a
few, at the expense of Alaska’s future. We wish the state would stay the course and continue to encourage
development on State lands. We don't think any new legislation is necessary but we understand the Shallow Gas

Lease program will be terminated and you are authoring a new hill, SB 312.

It is obvious that large companies (in both the oil and gas business as well as in mining) have drastically reduced
exploration in Alaska. Because of this the state has to encourage small to medium sized companies to explore

here.

Small and medium sized companies can not afford to have large expenses or extensive delays prior to acquiring
tenure to the land and accomplish the first drill hole. If SB 312 is going to replace the Shallow Gas Leasing
program it should not have a “Best Interest Finding” as part of acquiring tenure to the land. If this was required
prior to staking a mining claim, all claim staking activities would stop. Ithink this will have a drastic affect on gas

leases in rural locations.

A“Best Interest Finding” is really more of a development issue, and should be addressed in the development
stage, when those costs and delays are apart of an EIS or EA process. In rural settings a best interest will
undoubtedly find that it’s in the states best interest to develop its resources, so why require a study whose outcome
is a forgone conclusion. Do the study when there is more information on what the development of the field will

entail, during the permitting for the development.
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Ifyou are trying to protect local land owners from gas development, certain populated areas in the state could be
exempt from leases without a best interest finding. Keep the best of the Shallow Gas Leasing program in the rural

areas and tighten controls in populated areas.

A low loyalty rate, such as the existing 6.25% on Shallow Gas Leases is another important aspect of attracting
small to medium sized companies. Without this low rate a small company has no opportunity to acquire land, put
the information together and finance the property. That difference between 6.25% and 12% is typically all that is
left to the original lease holder, and is all we are expecting to retain in the Holitna basin. [fthat hadn't been the
case, there still would not be anyone with leases out in the Holitna basin.

We also hope that the Shallow Gas Leasing program is not terminated until the new legislation is functioning. It
would be a shame to have a gap of time prior to a new program taking effect and you are probably well aware how

long ittook to implement the existing laws.

We feel that DNR does not have sufficient staff to handle these more demanding leases. We suggest additional
personnel would speed the lease application process. These new leases will certainly more then pay for the added
attention. Ifwe find gas, the royalty to the state from just the Hoiitna leases will provide approximately $1.7M per
year and after payback approximately $400K in tax revenues. Also, once gas is taken to Bethel the Federal and
State Government will save over $3M per year on the Power Cost Equalization Program. There will be other
saving once Donlin is operating, a local tax base will save on school budgets and other local subsidies from the

state.

We feel the current arrangement of permitting and regulating wells will be overwhelmed when a couple of coal bed
methane fields go into production. Quite a few states such as Wyoming and Colorado have learned to cope with
this problem and we hope DNR can learn from these examples. We know from past history in mining and our
recent experience permitting two core holes that there is a conflict between DNR and DEC. This needs to be
resolved prior to any large increase in production from shallow gas wells. We suggest the one stop shopping
approach, where DNR would have oversight of all permitting with the State of Alaska.

Without the proper incentives other interior basins may be neglected. And as you are probably aware, Alaska is a
coal rich terrain with potential for shallow gas in almost any small basin in the state. The Nenana basin will
undoubtedly provide gas to Fairbanks. These interior basins could supply energy for almost any significant project
that comes along in the future and hopefully will someday power many rural communities.

Sincerely,

Phil St. George

Holitna/Naniq Energy Co. LLC
9237 W. Parkview T.Lp.

Eagle River, AK 99577

(907) 694-8728 wk/hm

(907 360-8728 cell
(509)561-7732 fax
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217 Second Street, Suite 200 « Juneau, Alaska 99801
Tel (907) 586-1325 < Fax (907) 463-5480 « www.akml.org

February 23, 2004

Senate Resources Committee
State Capitol
Juneau, AK

Dear Senator Ogan,

Thank you for dealing with the important public issue of coal bed methane leasing.

The AML Land Use, Resources, and Economic Development Subcommittee met February
23, 2004 to comment on strengthening the local public participation component of
proposed state bills dealing with coal bed methane leasing.

AML Resolution 2004-12 adopted November, 2003 by the membership at the Annual
Local Government Conference supports the "..efficient and economic development of
this important resource, while protecting owners’ rights and providing for the
partnership oflocal citizens and local governments in developing laws and regulations
necessaryfor the protection o fwater, air, land use and quality o flife... ”

The AML subcommittee believes that it is in the interest of the public for the state to
participate fully in the same local review process that would apply to any other
landowner or developer. Municipal governments are in the business of not only dealing
with such issues in a balanced manner, but in facilitating the notice and participation of
affected members of the public. For example, recently the Mat-Su Borough sent notices
of state hearings to residents of the borough to facilitate the state’s public process.

The two conceptual recommendations of the AML subcommittee are:

O Consider deleting or modifying AS 38.05.177 (n) added last year to allow the
DNR C .miissioner to “approve a waiver of local planning authority approval
and requirements relating to compliance with local ordinances and regulations.”

O Add language concerning advance notice to municipalities and coordination of
state and municipal processes.

Kevin Ritchie
Executive Director

Cc: AML Board of Directors and Legislative Committee

Member of the National League of Cities and the National Association of Counties


http://www.akml.org

Alaska Municipal League
RESOLUTION 2004-12

A Resolution Urging the Governor and Legislature to Establish Consistent
Processes for Community Participation in Resource Development
Management

WHEREAS, coal-bed methane production in Alaska presents a great opportunity to
ensure that United States energy needs can be met through development of Alaskan

resources; and

WHEREAS, Alaskan coal-bed methane resource development will ensure the State’s
economic vitality and contribute to jobs, economic growth and development of State
natural resources for the betterment of all Alaska residents; and

WHEREAS, exploration and development of coal-bed methane can be conducted in a
manner which will ensure continued quality of life enjoyed by all Alaskans, including the
enjoyment of the natural resources, harvest offish and game, recreation and access to

public lands; and

WHEREAS, coal-bed methane can be produced using best management practices that
recognize the unique landscape, logistics and environments throughout Alaska, while
minimizing the detrimental impacts to the air and water and to the abundant fish and

wildlife resources that depend on this environment; and

WHEREAS, the Alaska Municipal League believes that the most effective laws and
regulations are crafted through a partnership between State and local governments,
and through the active participation of Alaska's citizens; and

WHEREAS, the Alaska Municipal League believes local control is a vital component of
maintaining strong Alaskan communities, local governments in Alaska want to be fully
engaged in the public process associated with resource extraction decisions made by

the state and federal governments.

NOW, THEREFORE, BE IT RESOLVED by the Alaska Municipal League that the
Governor and Legislature are urged to establish Statewide Coal-Bed Methane policies
that ensure efficientand economic development of this important resource, while protecting
property owners’ rights and providing for the partnership of local citizens and governments
in developing laws and regulations necessary for the protection of water, air, land use
and quality of life of all Alaskans.

57
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Subject: Senate Bill 312 comments
Date: Wed, 31 Mar 2004 11:41:05 -0900
From: "Sleetmute Traditional Council" <STCadmin@ starband.net>

Organization: Sleetmute Traditional Council
To: <senator_scott_ogan@ legis.state.ak.us>

Linda Hay

Senate Resources Committee

Re: SB 312

Please give copies of these comments on SB 312 to each member of the committee.

If passed, with a few changes, this bill will do a lot of good in putting back some regulatory protections for
citizens and the environment of the state. We are glad that you realize that a best interest finding should be
required. We would also like to see public input given more weight when an area is considered for leases
approval. We know that certain areas that are sensitive or critical wildlife and fish habitat, and sensitive
subsistence areas in Alaska should not be considered for coal bed methane development. It would be good
to see the Resources Committee include real, farsighted protections for what could possibly become

nonrenewable resources in certain parts of Alaska.

One part of the bill that we don’t understand is why leases under application should be exempted. The
reason for the moratorium was not to issue any more leases until the state had come up with some new
regulations that addressed some of the problems for people and the environment under the present
program. The moratorium went into effect in October, 2003, but any lease applications that were submitted
to DNR before January, 2004 would still fall under the p.esent program if granted. That means that a lease
application dated after the moratorium but before Jan, 2004 would also fall under the present shallow gas

program.

In these instances, since the leases have not been granted, what sense is there in granting any lease without
the protective regulations your committee is working on putting in place right now? No lease has been
granted - the state is under no obligation. There is no buyback to consider here.

There have been 4 leases applied for in our region - in the Holitna Basin. We are against any CBM
development in our area, but if it does come to pass, we want every protection and safeguard possible for

our resources and the welfare of our families.

We urge you to amend this bill to include leases that are under application.

Sincerely,

lof2 3/31/2004 12:31 PM
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Senate Bill 312 comments

Pete Mellick, President

Sleetmute Traditional Council

20f2 3/31/2004



March 8,2004
Dear Senator Ogan and Senate Resources Committee Members:

As a person who lives in the Valley and who has followed the CBM issue closely over the last
few months, | feel that in order to resolve the issues that CBM development create in residential
areas in Alaska, sweeping changes and protections to property owners are necessary.

Below is a list of nine rights and protections that | think are necessary to actually protect
property owners. If the legislature would implement these changes, 1feel CBM and private
property owners could successfully coexist

1) SURFACE OWNER RIGHTS

Require surface owner consent prior to any exploration, development or production on
private property - in other words, a jurfacc owner right of refusal.

Allow private property owners the right to lease the subsurface of their own property
before processing a lease application from a coalbed methane (shallow gas) developer.

Require the Department of Natural Resources (“DNR”), the Alaska Oil and Gas
Conservation Commission ("AOGCC"), and the Department of Environmental Conservation
(“DEC?) to establish formal appeal processes that allow all interested parties to appeal a lease
decision, whether the leas* is on public or private property.

Require the state to provide a legal fund that surface owners can access to hire
appropriate legal counsel, or restrict the amount that may be spent on legal representation to
$5,000 for each side.

Provide private property owners with protection from retaliatory lawsuits from
developers.

2) MORATORIUM AND BUYBACK

Require a statewide moratorium on granting further coalbed methane (shallow gas) leases
until all the following provisions of the Property Owners’ Bill if Rights are enacted and apply to
all leases.

A buyback of all coalbed methane (shallow gas) leases already granted by the state.
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3) PROPER NOTICE

Provide 90 days actual notice of coalbed methano (shallow gas) lease applications to all
landowners within five miles of a proposed coalbed methane (shallow gas) lease before a best
interest finding process begins. Notice by registered mail must also be provided to local,
municipal, and tribal entities that have jurisdiction within the pioposed lease areas. Notice by
publication must also be provided at local post offices, in a local newspaper and a newspaper of
statewide circulation. All notices described above must include a detailed map of the affected
area proposed for lease.

4) REST INTEREST FINDING

Provide a best interest finding process that requires the state to analyze the economic,
environmental, and social costs and benefits of potential coalbed methane (shallow gas) lease
applications. This shall include taking of public testimony and expert reports to determine if,
and under what conditions, granting the lease application serves the needs and interest of the
State of Alaska, and the best interests of the local community where the development is
proposed. DNR (including Habitat Division -formerly ADF&G), AOGCC, and DEC evaluate
and provide responses to all issues raised in public written and oral testimony.

The best interest finding process must ensure that revenues from licensing, leasing, and
royalties for coalbed methane (shallow gas) are maximized to the fullest extent, comparable to
other markets.

The best interest finding process must re-institute a competitive bidding process for all
coalbed methane (shallow gas) leases.

5) BASELINE STUDIES

Require the State of Alaska to measure baseline water quality and quantity in all areas
proposed for leasing prior to granting any lease application. This includes surface and well
waters that may be affected.

Require the State of Alaska to measure baseline methane seepage, hydrological, and
geological data in all areas proposed for leasing prior to granting any lease application.

Require the State of Alaska to conduct baseline inventory studies of existing fish and
wildlife populations to identify sensitive or critical wildlife areas to be excluded from coalbed

methane (shallow gas) leasing.
6) LOCAL CONTROL

Ensure that local governmental entities have maximum powers of self government that
enable them to regulate coalbed methane (shallow gas) development to protect the health, safety,
genera! welfare, and quality of life for local residents.
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7) PROTECTION OF SENSITIVE HABITATS AND IMPORTANT PUBLIC
RECREATIONAL LANDS

Prohibit coalbed methane (shallow gas) leasing and development in sensitive or critical
wildlife areas, particularly those areas used for subsistence and recreational activities.

8) WATER PROTECTION

Our precious water resources must be protected. At a minimum the following protections
must be put in place:

Prohibit coalbed methane water extraction in groundwater aquifers that are the source of
existing or future water wells.

Prohibit the use of toxic hydraulic fracturing fluids.

Require the deep-well underground reinjection (below an impermeable geological layer)
of all liquids and wastes produced and used during coalbed methane development, including but
not limited to, produced water and drilling muds.

9) NON-WATER STANDARDS

Require DNR, AOGCC, and DEC to promulgate by December of 2004 enforceable
minimum statewide regulations that require best available technology and practices to ensure the
health and safety of citizens on the issues of noise, air and water quality, setbacks, use and
disposal of any toxics, and surface restoration and reclamation.

New standards must also be established that increase the statewide and per incident bond
requirement for all coalbed methane operators and developers to ensure full restoration of the
surface. These amounts must be sufficient to provide the full fair market value of any property
or business damaged by coalbed methane development.

Please contact me if you have questions. Thanks you for your consideration,

HC049153
Palmer, Alaska 99645
907 745-4054
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Properly Owners Bill of Rights

Subject: Property Owners Bill of Rights
Date: Thu, 25 Mar 2004 14:44:13 -0600
From: "Jeff Arndt" <cbm@ pobox.mtaonline.net>
To: <senator_scott_ogan@ legis.state.ak.us>
CC: <rmclean@ pobox.alaska.net>, "michelle” <mchurch@ mtaonline.net>, <boone@ akcache.com>,

<jvinduska@ hotmail.com>, <whitevan@ mtaonline.net>

Jeff Arndt

CBM Coordinator
Friends of Mat-Su
746-0148
vvww.gasdriHingmatsu.org
www.foms.net

Name: Ogan Letter.doc
Type: WINWORD File (application/msword)
Encoding: base64
Download Status: Not downloaded with message
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Senator_Scolt_Ogan@]legis.state.ak.us
March 24, 2004

Senator Scott Ogan, Chair
Senate Resources Committee
Alaska Legislature

State Capitol, Room 103
Juneau, AK 99801-1182

Dear Senator Ogan:

Thank you for providing Alaskans an opportunity to testify March 22, 2004, on the
Property Owners’ Bili of Rights before the Senate Resources Committee.

We were especially encouraged by the testimony of Mr. Jack Chenoweth, of the
Legislative Counsel’'s office. Under questioning from you and Senators Wagner
and Seekins, it became clear there are no major barriers to drafting legislative
language to put the Property Owners' Bill of Rights into bill form. While Mr.
Chenoweth noted certain issues surrounding the property rights and local control
elements of the Bill of Rights, he clearly stated these items could be addressed

through careful drafting.

We recognize several pieces of legislation relating to coalbed methane have
been introduced this session. Yet none addresses the necessary issues as
completely as the Bill of Rights. As a result, we look forward to your leadership
on this issue, and we anticipate the inclusion of the Bill of Rights legislation as a
formal amendment to an existing bill before your committee in the near future.

If you will not be pursuing this course, please let us know why in writing. If we do
not hear back from you in the near future, we will presume you will not offer the

Bill of Rights this session.
As you know, you have many constituents who are deeply concerned with

coalbed methane issues, and these constituents expect meaningful CBM reform
this session. The passage of all the elements of the Bill of Rights will provide the

necessary protections to correct past mistakes.

Thank you again, and we look forward to hearing from you.

Sincerely,
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A laska S tate L e gisla ture

Please enter into the record my testimony to the
committee name

committee on dated ;a1
bill/subject
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Testifier

Representing (Optional)
Mailing Address

Phone Number
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Senator Scott Ogan, Chairman
Senate Resources Committee
Alaska State Legislature

Mr. Chairman;

Thankyou forthe opportunity to provide testimony to members of the Senate
Resources Committee regarding SB312.

While many concessions have been made In getting to this point, Mat-Su and Homer
citizens, now contending with active coal bed methane leases and plans for their
potential development, are largely unprotected by and unsatisfied with the legislation
asintroduced. Landownerj-especially but not exclusively those above or adjacentto
leases-believe that this bill unfairly disregards their rights to enjoy, use and make
sound Investment 10*0 their private and public property.

To these people, and others in areas for which leases have been applied, SB312 Is less
significant for what it does than for what it does not do. Approximately 350,000 acres,
most of the populated Mat-Su, a good chunk ofthe southern Kenai, and areas around
Red Dog are leased. Another 150,000 acres of land In the Valley, adjacent to Denali
National Park, and among the wetlands around the Holitna and Hoholitha Rivers await
lease approvals. The properties above active leases in the Valley and Homer areas
alone are assessed in excess of 300 million dollars. The legislation before you, while
alleviating some of the many problems with the existing shallow gas program-lack of
public notice and input prior to leasing, best Interest exemption, and competing
resource conflicts-unfairly offers these revisions to ail of Alaska exceptthe half-million

acres now faced with development.

Ratherthan diffusing citizen discontent this prejudice has added to the sense of
outrage many ofthe 15,000 plus property owners already feel. And who can blame

them.

It has been broughtto my attention that Multiple Listing Service now has a 'CBM code'
on listed properties touched by shallow gas leases. What devaluation affect this ‘black
list' might have is uncertain. However, from studies In the Durango, CO area, such
codes have resulted In a 25% decline in buyer interest and up to a 30% decline in value

prior to having a well placed on them or nearby.

Why should any Alaskan be forced to accept what even the framers ofthis program
now admit were, "unintended consequences?" How can this body, in good conscience,
allow such affects to jeopardize the fastest growing residential and commercial areas
in the state— communities where large private and public investments are being
made in support ofthose land uses. While SB312 recognizes the fatal flaws ofthe
shallow gas program, It does so without working to remedy the problems it's already

created.
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Rumors that the lessee intends to relinquish their leases atthe end oftheir term due to
their lack of viability are speculative and refuted by numerous lease offers currently
being made to private subsurface owners in the same area. Absent any provision to
sunsetthe leases aftertheirfirst term, how isthe public to trustthe leases won't be

extended and their lands won't be developed.

We live atatime and in a place where what Ison the surface isworth at least as much
aswhat lies below. Unfortunately, our lands are governed by 19th century rules that
give priority to the ways and means ofthe subsurface mineral estate at the expense of
die surface owner. No amount of mitigation can change that basic and backwards

tenant

Forthe purposes ofthis legislation, let me simply suggest that asyou debate its
purpose and practice, you keep in mind the thousands of Alaskans who built their
homes, Invested in businesses and depend upon recreational and subsistence
resources for which this bill offers no remedy. Passage 0fSB312 is of I:**le consequence
to those, of which Iam one, whose lifelong investments are now at risk.

Amend this bill so that all Alaskans are given due process and equal protection to
enjoy the maximum benefits afforded by the Constitution of our state. Reacquire all
the existing leases, as Senator Gary Stevens has proposed for the Southern Kenai, and
then move forward appropriately exploring for and developing Alaska's shallow gas
resources in a manner consistent with the public interest
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From: Nina Faust Fax: +1(907)235-6216 To: Sonata Rosourcas comi Fax: (907)465-3265 Puge 2 of 2 Friday, March 26, 2004 2:18 PM

P.O. Box 2994
Homer, AK 99603
March 26, 2004

Senate Resources Committee
Alaska Legislature
Juneau AK 99801

Dear Senate Resource Committee Members:

I understand the committee will be discussing the Alaskan Property Owners Bill of
Rights at the Committee Hearing today at 3:30 pm. | know that some testimony from the
public was taken on Monday, but many of us not in Juneau did not have an opportunity to
present our views then. | would appreciate an opportunity to give testimony at today’s
hearing and would hope that the committee would allow other members ofthe public to

testify.

One concern | would like to see addressed is that the Property Owners Bill of Rights
should all in one place in legislation. To scatter the 10 points out over the various bills is
confusing to the public and makes it difficult to find new property owner protections that

have been enacted.

One final request, ifpublic testimony is allowed, | would appreciate being able to call in
from home as | am unable to get down to the LIO today. Thank you.

Sincerely,

Nina Faust



Alaska State Legislature

Please enter into the record by testimony to the (15) R =S

SB 312 ,dated 2 -Z3-'0L\

committee on

IT Fi OooDT+tfVr "TMr U'GISLATUieir 6 |Mv/ebTiOATINIG WAVs

TO Gotefc€8T thCwL o f THo AL0S<-FWtS AbbOGI4TE& U)rHf
tYTTHAMN (swintLoi<) (FAS) vufvierotuatlty v

IT toOGSN;j'r TO RfeouyF MfVAVOF TAT

¥bif ohotmc O0£-~c> & tosses. tADbIA'

t"G"OLATOI™ IVil/SI TvATFOr fTopOTV RGHTC Tecx:
IKUTBFATI OUTFAS) TftT (ptAoTY

(pi'ArmTV OF IUAWT H'tics OF OTTT -t>y&&n)
'Re/DOTVrr 6ouno fA~uefR o”s, il 3itoui& a*oo0-a""g

FbW O

fLOLO TO TtfF &TATF , n APiJJioA), WOWO OF Tfcfe,"

FOiu- \3e pbss<0if AB6owr V ~S5oytafK ot

0% COU <2AS IQAG6GS,

Signed:

VO "0 0 x 3Ju>\ [ fCgo

UAM0 U)RK]



Alaska S tate

Legislature

Please enter into the record by testimony to the rctjs
CORITEYAE
committee on S 3 3(5. , dated Fe.\o ay-
BiLS BT TONSDE
i ' A ' {4fr&-
CUUIQ. IV]-&UJ-b'Ld4 FLc- So/'lA-Al, (&2J)t>UJIC0-4
f f
Cdw
J& )Ykf Uu T tax JpSub-klbKLo j$rsiuruF cJLis"Sr JLg $L ottie
<MLo "OfULt-n" m
H M Hjul, 7N- I"NFA MNeciah A
Co-w~”r AJIUuvAMuULIL.Jvu~rih kto”~J U ILwlJI'UX.Atd, JUDbk” Un M us
n K ~"JU uclJr /Bc”
l[UEQ i CLO 4iuw ~_ 171X1 ~ Lt A o a.t"T dUx>E£ A *x
ro(?r cys jUa- s~vci~k a to ~ culL < N
X x J vA si® r -f*— 4 » W
N «,jukic*>* 4>+U, pn*"WeAc a ;" jX uaj«l.
A 4c 4t> iMciiJUL A.n~aW uvn ~ ewW =* A
ty& tU "JkjL& L* O -"jbTu C™ U ifLA(Jc brfaM AXAI3
W('M-ACL\JL- "iLoJ~ 4Tuo ILA&AGuUS$j 4t? LUU ~ | (ZT7XGT7
/Lm3ud r c™M. (
Signed: .
H'R
HEHEENING
AR /318 N3 AL~ *T% 63
67?/-?
RHEND
2-23*W
M |

) Ctyo



P. 002

FEB-23-2004(MON) 10:33 WOLF ARCHITECTURE (FAX)1 807 748 6680 P. 001/003
Rx Date/Time FEB-23-2004(MON) 13:08 9073766180
FEB-23-04 MN 12125 PM MATU UO FAX NO 9073766100 p. 02

Alaska S tate L egislature

Please enter into the record my testimony to the -ft?

committee name

commilico on- _ S & - .tinted *7-> FffO , "4-

bill/subjcct

fgv-n

signed: iTnt-ja-rE*-3
Tmlfl°r

Representing (Optional)
1<g>M A-
Mailing Address

Phone Number

10 'd 0819978206 0N XU on (SN

N 93: 80 NON t20-82-83d



AB-23-2004(MON) 18:33 WOF ARCHTECTLRE (FAX)1 807 746 P. 002/003

Senator Scott Ogan, Chairman
Senate Resources Committee
Alaska State Legislature

Mr. Chairman;

Thankyou forthe opportunity to provide testimony to members of the Senate
Resources Committee regarding SB312.

While many concessions have been made In getting to this point, Mat-5u and Homer
citizens, now contending with active coal bed methane leases and plans for their
potential development, are largely unprotected by and unsatisfied with the legislation
as introduced, Landowners-espedally but not exclusively those above or adjacent to
leases-believe that this bill unfairly disregards their rights to enjoy, use and make
sound Investment Into their private and public property.

To these people, and others In areas for which leases have been applied, SB312 Isless
significant for what It does than for what It does not do. Approximately350,000 acres,
mostofthe populated Mat-Su, a good chunk ofthe southern Kenai, and areas around
Red Doa are leased. Another 150,000 acres of land In the Valley, adjacent to Denali
National Park, and among the wetlands around the Holitha and Hoholitna Rivers await
lease approvals. The properties above active leasesin the Valley and Homer areas
alone are assessed In excess of 300 million dollars. The legislation before you, while
alleviating some of the many problems with the existing shallow gas program-lack of
public notice and input prior to leasing, best Interest exemption, and competing
resource conflicts"Unfairly offers these revisions to all of Alaska except the half-mllllon

acres now faced with development

Ratherthan diffusing citizen discontent this prejudice has added to the sense of
outrage many ofthe 15,000 plus property owners already feel. And who can blame

them.

It has been broughtto my attention that Multiple Listing Service now has a ’CBM code'
on listed properties touched by shallow gas leases. What devaluation affect this 'black
list' might have Is uncertain. However, from studies In the Durango, CO area, such
codes have resulted In a 25% decline in buyer Interest and up to a 30% decline In value

prior to having a well placed on them or nearby.

Why should any Alaskan be forced to accept what even the framers of this program
now admit were, "unintended consequences?" How can this body, in good conscience,
allow such affects to Jeopardize the fastest growing residential and commercial areas
in the state— communities where large private and public Investments are being
made in support ofthose land uses. While SB312 recognizes the fatal flaws ofthe
shallow gas program, It does so without working to remedy the problems it's already

created.

20 ‘d 08199Z8Z.06 ‘ON X9J on nsiuH wd 99:80 non t/o-82-aHd
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Rumors that the lessee intends to relinquish their leases atthe end oftheirterm due to
their lack of viability are speculative and refuted by numerous lease offers currently
being made to private subsurface owners In the same area. Absent any provision to
sunsetthe leases afterthelr first term, how Isthe publicto trustthe leases won't be

extended and their lands won’t be developed.

We live at a time and in a place where what Ison the surface Isworth at least as much
aswhat lies below. Unfortunately, our lands are governed by 19th century rules that
give priority to the ways and means ofthe subsurface mineral estate at the expense of
the surface owner. Noamount of mitigation can change that basic and backwards

tenant

For the purposes ofthis legislation, let me simply suggest that as you debate Its
purpose and practice, you keep In mind the thousands of Alaskans who built their
homes, Invested In businesses and depend upon recreational and subsistence
resources for which this bill offers no remedy. Passage of SB312 Is of little consequence
to those, ofwhich I am one, whose lifelong Investments are now at risk.

Amend this bill sothat all Alaskans are given due process and equal protection to
enjoy the maximum benefits afforded by the Constitution of our state. Reacquire all
the existing leases, as Senator Gary Stevens Has proposed for the Southern Kenai, and
then move forward appropriately exploring for and developing Alaska's shallow gas
resources In a manner consistent with the public interest
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From: Nina Faust Fax: +1(907)235-6216 To: Sonate Rosources com Fax: (907)465-3265 Page 2 of 2 Friday, March 26, 2004 2:18 PM

P.O. Box 2994
Homer, AK 99603
March 26,2004

Senate Resources Committee
Alaska Legislature
Juneau AK 99801

Dear Senate Resource Committee Members:

I understand the committee will be discussing the Alaskan Property Owners Bill of
Rights at the Committee Hearing today at 3:30 pm. | know that some testimony from the
public was taken on Monday, but many ofus not in Juneau did not have an opportunity to
present our views then. | would appreciate an opportunity to give testimony at today’s
hearing and would hope that the committee would allow other members ofthe public to

testily.

One concern | would like to see addressed is that the Property Owners Bill of Rights
should all in one place in legislation. To scatter the 10 points out over the various bills is
confusing to the public and makes it difficult to find new property owner protections that

have been enacted.

One final request, if public testimony is allowed, | would appreciate being able to call in
from home as | am unable to get down to the LIO today. Thank you.

Sincerely,
I @1 -~

Nina Faust



