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a p p o i n t  a t  l e a s t  f i v e  q u a l i f i e d  p e r s o n s  t o  s e r v e  a t  h i s  p l e a s u r e  as  th e  

S t a t e  A ssessm ent Review  B oa rd .

S e c .  4 3 . 5 6 . 0 6 0 .  PER DIEM AND EXPENSES. Members o f  t h e  S t a t e  

A ssessm ent  Review Board s h a l l  b e  com pensated  and a r e  e n t i t l e d  t o  p e r  

diem and e x p e n s e s  a u t h o r i s e d  by law f o r  b o a r d s  and c o m m is s i o n s .

S e c .  4 3 . 5 6 . 0 7 0 .  POWERS AND DUTIES. The S t a t e  Assessm ent  Review 

Board has the  powers  and d u t i e s  w i t h  r e s p e c t  t o  a s s e s s m e n t  o f  p r o p e r t y  

t a x a b l e  under  t h i s  c h a p t e r  o f  an a ssem b ly  o r  c o u n c i l  s i t t i n g  as  a 

b oa rd  o f  e q u a l i z a t i o n .

S e c .  4 3 . 5 6 . 0 8 0 .  COLLECTION AND ENFORCEMENT. The t a x  l e v i e d  under  

s e c .  1 0 ( a )  o f  t h i s  c h a p t e r  i s  p a y a b le  i n  f u l l  t o  t h e  Department  o f  

Revenue on June 30 o f  t h e  t a x  y e a r ,  e x c e p t  t h a t  t h e  Department  o f  Revenue 

may by r e g u l a t i o n  p r o v i d e  f o r  prepayment o f  t a x e s  and payment by i n s t a l l ­

m en ts .  A p e n a l t y  o f  t e n  p e r  c e n t  s h a l l  be  added t o  d e l i n q u e n t  t a x e s  

and i n t e r e s t  a t  th e  r a t e  o f  e i g h t  p e r  c e n t  p e r  annum, o r  f o u r  p e r c e n t a g e  

p o i n t s  a b ove  t h e  p e r  annum r a t e  c h a r g e d  member banks f o r  a d v a n c e s  by 

t h e  12 th  F e d e r a l  R e s e rv e  D i s t r i c t  t h a t  p r e v a i l e d  on t h e  f i r s t  day  o f  

t h e  month p r e c e d i n g  t h e  commencement o f  t h a t  c a l e n d a r  q u a r t e r ,  w h ic h ­

e v e r  i s  g r e a t e r ,  s h a l l  a c c r u e  on a l l  un pa id  t a x e s ,  e x c l u d i n g  p e n a l t i e s ,  

from  t h e  due d a t e  u n t i l  p a i d  i n  f u l l .  C o l l e c t i o n  o f  t h e  t a x  l e v i e d  

u n der  t h i s  c h a p t e r  s h a l l  be  c a r r i e d  o u t  by t h e  Department o f  Revenue 

s u b s t a n t i a l l y  in  t h e  manner p r o v i d e d  i n  AS 2 9 .5 3 * 2 0 0  -  2 9 .5 3 * 3 9 0  e x c e p t  

t h a t  t h e  s t a t e  i s  s u b s t i t u t e d  f o r  r e f e r e n c e s  t o  c i t i e s  and b o r o u g h s .

S e c .  4 3 . 5 6 . 0 9 0 .  LIEN FOR TAX. N o t w i t h s t a n d in g  any o t h e r  p r o v i s i o n  

o f  lav/,  the  t a x  l e v i e d  u n der  t h i s  c h a n t e r  and I n t e r e s t  and p e n a l t y  s e t  

out  i n  s e c .  80 '■■■<* t h i s  c h a p t e r  a r e  l i e n 3  upon t h e  p r o p e r t y  s u b j e c t  t o  

ta x  under  t h i s  c h a n t e r .  The l i e n s  p r o v i d e d  by t h i s  s e c t i o n  a r e  p r i o r  

and paramount t o  a l l  o t h e r  l i e n s  o r  encum brances  upon t h e  same p r o p e r t y .

S e c .  4 3 . 5 6 . 1 0 0 .  FAILURE TO FILE; FALSE STATEMENT. A p e r s o n  who
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k n o w in g ly  f a i l s  t o  f i l e  a r e t u r n  when due  o r  wakes a f a l s e  s t a te m e n t  

i n  a r e t u r n  r e q u i r e d  u n der  t h i s  c h a p t e r  w i t h  i n t e n t  t o  eva de  t h e  t a x a ­

t i o n  i s  g u i l t y  o f  a f e l o n y  and upon c o n v i c t i o n  i s  p u n i s h a b l e  by a f i n e  

o f  n o t  more than  $ 5 , 0 0 0 ,  o r  b y  im p r iso n m e n t  f o r  no t  wore  t h a n  f i v e  

y e a r s ,  o r  by b o t h ,  t o g e t h e r  w i t h  t h e  c o s t s  o f  p r o s e c u t i o n .

S e c .  4 3 . 5 6 . 1 1 0 .  DEPOSIT IN GENERAL FUND. The r e v e n u e  f rom  t h e  

ta x  l e v i e d  under  s e c .  1 0 ( a )  o f  t h i s  c h a p t e r  s h a l l  be d e p o s i t e d  i n  t h e  

g e n e r a l  fu n d .

S e c .  4 3 . 5 6 . 1 2 0 .  REGULATIONS. The s t a t e  a s s e s s o r  and t h e  D e p a r t ­

ment o f  Revenue may a dop t  r e g u l a t i o n s  a s  a p p r o p r i a t e  t o  c a r r y  o u t  t h e i r  

r e s p e c t i v e  d u t i e s  un der  t h i s  c h a p t e r .

S e c .  4 3 . 56 . i 30 . DEFINITIONS. I n  t h i s  c h a p t e r  ‘' t a x a b l e  r e a l  and 

t a n g i b l e  p e r s o n a l  p r o p e r t y 11 means m a c h in e r y ,  a p p l i a n c e s  and equ ipm ent  

used  i n  t h e  o p e r a t i o n  o f  w e l l s  p r o d u c i n g  o i l  o r  g a s  anu ta n k  farras ,  

t a n k e r  t e r m i n a l s ,  g a t h e r i n g  and t r a n s m i s s i o n  l i n e s ,  and r e l a t e u  f a c i l i ­

t i e s  a s s o c i a t e d  w i t h  t h e  p r o d u c t i o n  bad t r a n s p o r t a t i o n  o f  c r u d e  o i l  and 

n a t u r a l  g a s ;  t h e  term  i n c l u d e s  o t h e r w i s e  t a x a b l e  p r o p e r t y  exem pted  from  

t a x a t i o n  u n der  home r u l e  o r d i n a n c e  o r  c h a r t e r ,  but  d o e s  n o t  i n c l u d e  

p r o p e r t y  exempt from t a x a t i o n  u n aer  t h e  c o n s t i t u t i o n  and la w s  o f  t h e  

s t a t e  o r  o f  th e  United  S t a t e s ,  o r  any s u b s u r f a c e  e s t a t e ,  I n c l u d i n g  o i l  

i n  t h e  g r o u n d ,  o r  p ro n o j / ty  used  i n  a consum er  d i s t r i b u t i o n  s y s t e m .

8 S e c .  2 .  AS 3 3 . 3 5 - 1 4 0  i s  r e p e a l e d  and r e - e n a c t e d  t o  r e a d :

S e c .  3 8 . 3 5 . 1 4 0 .  PAYMENT OF RENTAL, ( a )  The c a r r i e r  s h a l l  a g r e e  

i n  t h e  l e a s e ,  as  a c o n d i t i o n  f o r  o b t a i n i n g  t h e  l e a s e  o f  s t a t e  p u b l i c  

la n d  f o r  p i p e l i n e  r i g h t - o f - w a y ,  t h a t  i t  w i l l  pay a n n u a l l y  t o  the s t a t e  

a s  r e n t  f o r  t h e  p r e m is e s  d em ised  an amount d e t e r m in e d  i n  a c c o r d a n c e  

w i t h  t h e  p r o v i s i o n s  o f  AS 3 8 . 0 5 - 3 2 0  fc .r  t h e  l e a s e  o f  s t a t e  p u b l i c  land 

f o r  easement-3 and r i g h t a - o f - w a y .

( b )  Each l e a s e  o f  s t a t e  p u b l i c  la n d  f o r  p i p e l i n e  r i g h t - o f - w a y  
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s h a l l  p r o v i d e  t h a t  a l l  money and o t h e r  suns w h ich  become due t o  i;he 

s t a t e  by r e a s o n  o f  any p r o v i s i o n  o f  t h e  l e a s e  i s  and s h a l l  a lw a y s  be  

a v a l i d  and f i r s t  l i e n  b u t  s e c o n d  i n  p r i o r i t y  t o  a I lex ;  imposed u n d er

AS *<3.56.090 u ro n  th e  b u i l d i n g s  and improvements  on t h e  dem ised  p r o p e r ­

t y ,  and upon a l l  o f  t h e  I n t e r e s t s  o f  t h e  l e s s e e  c a r r i e r  i n  t h e  les .3e  

and i n  t h e  p r o p e r t y  o f  t h e  c a r r i e r  t r a n s p o r t e d  by t h e  p i p e l i n e  s u b j e c t  

t o  t h e  l e a s e  and paramount t o  any m ortgage  w h ich  th e  c a r r i e r  may e x e ­

c u t e  on them, o r  any l i e n  ca u s e d  by t h e  c a r r i e r .

* S e c .  3. AS 3 8 . 3 5 . 1 9 0 ( c )  i s  r e p e a l e d .

* S e c .  T h is  Act  t a k e s  e f f e c t  on the  day a f t e r  i t s  p a s s a g e  and a p p r o v a l

o r  on  t h e  day  i t  becom es law w i t h o u t  a p p r o v a l .
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A l a s k a ' s  G o v e r n o r  W i l l i a m  Egan p r e s e n t e d  h i s  c a s e  
f o r  o w n e rsh ip  and r e g u l a t i o n  o f  the  t r a n s - A l a s k a  p i p e ­
l i n e  by th e  S t a t e  o f  A la s k a  i n  h e a r i n g s  b e f o r e  th e  
Alasica l e g i s l a t u r e ' s  House S t a t e  A f f a i r s  and Sen ate  
Commerce co m m it te e s  i n  e a r l y  March.

E x t e n s i v e  t e s t i m o n y  by s t a t e  a d m i n i s t r a t i o n  o f f i ­
c i a l s  and c o n s u l t a n t s  l a i d  out  the  p r o b le m  o f  s h r i n k i n g  
North S lo p e  o i l  r e v e n u e  p r o j e c t i o n s  c a u s e d  by r a p i d l y  
e s c a l a t i n g  p i p e l i n e  c o s t s ;  S t a t e  ow n ersh ip  and r e g u l a ­
t i o n  was p r e s e n t e d  as a s o l u t i o n .  An o i l  i n d u s t r y  t a s k  
f o r c e  l e d  by the  S ta n d a r d  O i l  Company (O h io )  Chairman 
C h a r le s  S p a h r ,  p r e s e n t e d  e x h a u s t i v e  c o u n t e r p o i n t  t o  the  
a d m i n i s t r a t i o n ' s  t e s t i m o n y  f o r  a s t a t e  owned p i p e l i n e .
By the  end o f  a s o l i d  week o f  h e a r i n g s ,  f e e l i n g s  among 
most l e g i s l a t o r s  were t h a t  p u b l i c  ow n ersh ip  o f  t h e  p i p e ­
l i n e  wou-d  bo a bad d e a l  f o r  t h e  St a t e  o f  Alasica. But 
l e g i s l a t o r s  a l s o  f e l t  t h a t  th e  s t a t e ' s  r e v e n u e  s i t u a t i o n  
t h o r o u g h l y  p r e s e n t e d  i n  o v e r l y  n e g a t i v e  term s  by the  
a d m i n i s t r a t e  o n , was c r i t i c a l  enough t o  j u s t i f y  some l o c a l  
i n f l u e n c e  o v e r  t a r i f f s  on th e  t r a n s - A l a s k a  o i o e l i n e .
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ALASKA’ S REVENUE SITUATION

In s im p le  t e r m s ,  t h e  S t a t e  o f  A l a s k a ' s  s i t u a t i o n  
i s  t h i s :  F o l l o w i n g  t h e  d r a m a t i c  S e p t e m b e r ,  1969 A r c t i c
o i l  l e a s e  s a l e ,  w h ich  g a r n e r e d  $900 m i l l i o n  i n t o  t h e  
s t a t e  t r e a s u r y ,  t h e  s t a t e  a d m i n i s t r a t i o n  and l e g i s l a t u r e  
l o o k e d  t o  a c o n f i d e n t  f u t u r e  i n  w h ich  $150 t o  $300 m i l ­
l i o n  a n n u a l l y  i n  N orth  S l o p e  o i l  r o y a l t i e s  and t a x e s  
w ou ld  b e g i n  s h o r t l y  a f t e r  c o m p l e t i o n  o f  th e  t r a n s - A l a s k a  
p i p e l i n e  i n  th e  e a r l y  1 9 7 0 ' s .  The p i p e l i n e  c o n s t r u c t i o n  
s c h e d u l e  a p p e a r e d  f a i r l y  c e r t a i n ,  and l i k e w i s e  t h e  p r o ­
j e c t e d  p i p e l i n e  c o s t  ( r o u g h l y  one b i l l i o n ) ,  a f i g u r e  
w h ich  wou ld  d e te r m in e  th e  p i p e l i n e  t a r i f f  s t r u c t u r e  on ce  
i n  o p e r a t i o n  (w h ich  w ou ld  i n  t u r n  l a r g e l y  d e t e r m in e  t h e  
w e l l h e a d  f i e l d  p r i c e  o f  o i l  on t h e  N orth  S l o p e ,  on w h ich  
s t a t e  r o y a l t i e s  and t a x e s  were  p a i d ) .

In an a i r  o f  o p t im is m ,  th e  s t a t e  went i n t o  a heavy  
b u d g e t  a lm o s t  t w i c e  t h e  b u d g e t  o f  th e  y e a r  p r e v i o u s .
Such i n n o v a t i v e  program s as l o c a l  g overnm ent  r e v e n u e -  
s h a r i n g  (w h ich  a l l o w e d  a d r a s t i c  c u t  o f  l o c a l  p r o p e r t y  
t a x e s ) ,  9 0 -1 0  s t a t e  f u n d i n g  o f  s c h o o l  c o s t s  i n  s c h o o l  
d i s t r i c t s ,  and many o t h e r  s o c i a l  s e r v i c e s  lo.ng i n  c r i t ­
i c a l  need  i n  A la s k a .  F o l l o w i n g  t h e  d i s c o v e r y  o f  o i l  a t  
Purdhoe Bay and the  S e p t e m b e r ,  1969 o i l  s a l e ,  A la s k a  
p u b l i c  s e n t im e n t  demanded an im m edia te  sh ow in g  o f  some 
b e n e f i t  f rom  th e  new a r c t i c  d i s c o v e r i e s ,  and t h e s e  b e n e ­
f i t s  were  d e l i v e r e d  i n  the  f o l l o w i n g  y e a r ' s  ex p a n d ed  
s t a t e  b u d g e t .  To a c c o m p l i s h  t h i s  e x p a n s i o n ,  a p a r t  o f  
the  p r i n c i p a l  o f  the  $900 m i l l i o n  was u sed .

The S t a t e  o f  A la s k a  has been c r i t i c i s e d  b o t h  w i t h i n  
and w i t h o u t  A la s k a  f o r  s p e n d in g  p a r t s  o f  i t s  o i l  w e a l t h  
t o o  q u i c k l y ,  t h e r e b y  c r e a t i n g  the  f i n a n c i a l  s i t u a t i o n  
th e  s t a t e  now f i n d s  i t s e l f  i n .  But i n  the  s p r i n g  o f  .1970 
f o l l o w i n g  the  Sep tem ber  l e a s e  s a l e ,  p o l i t i c a l  r e a l i t i e s  
i n  A la s k a  demanded t h a t  the  p u b l i c  be g i v e n  some demon­
s t r a t i o n  o f  t iie  b e n e f i t s  b r o u g h t  by A r c t i c  o i l  d i s c o v e r i e
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One l e g i s l a t o r  put  i t  t h i s  way ,  t h a t  y e a r :  "When 
y o u ' v e  been p o v e r t y  s t r i c k e n ,  s t a r v i n g  and l i v i n g  on 
soup f o r  many y e a r s  and s u d d e n ly  y ou  i n h e r i t  a m i l l i o n  
d o l l a r s ,  w h a t ' s  t h e  f i r s t  t h i n g  y o u ' r e  g o i n g  t o  d o?
Go g e t  a n o t h e r  bov/1 o f  s ou p ?  Wo, y o u ' r e  g o i n g  t o  
walk i n t o  th e  f i n e s t  r e s t a u r a n t  i n  town and o r d e r  the  
l a r g e s t  s t e a k  on t h e  m enu ."  The s i t u a t i o n  A la s k a  i s  
i n ,  t h o u g h ,  i s  t h a t  o f  the  man grown u sed  t o  l a r g e  
s t e a k s  and s u d d e n ly  f a c e d  w i t h  t h e  p r o s p e c t  o f  l i v i n g  
on soup a g a i n .

The r o s y  o p t im is m  o f  1970 b eg an  t o  f a d e  when un­
e x p e c t e d  d e l a y s  h i t  the  p i p e l i n e ' s  c o n s t r u c t i o n  t i m e ­
t a b l e .  O r i g i n a l l y  s l a t e d  t o  b e g i n  c o n s t r u c t i o n  i n  
s p r i n g  o f  1 9 7 0 ,  f e d e r a l  r i g h t - o f - w a y  p e r m i t s  were w i t h ­
h e l d  by c o u r t  a c t i o n  b r o u g h t  by o u t - o f - s t a t e  c o n s e r v a t ­
i o n  g r o u p s .  At t h i s  w r i t i n g ,  i t  a p p e a r s  e x t r e m e l y  un­
l i k e l y  t h a t  any c o n s t r u c t i o n  a c t i v i t y  can b e g i n  b e f o r e  
s p r i n g  o f  1 9 7 3 ,  and p o s s i b l e  s p r i n g  o f  1 9 74 .  A f o u r  
y e a r  d e l a y  i n  r e c e i v i n g  e x p e c t e d  r e v e n u e s  f rom  f l o w i n g  
North S lo p e  o i l  has w reck ed  enough  h a v o c  on s t a t e  b u d g e t  
p r o j e c t i o n s ,  ou t  an added t w i s t  l a t e l y  i s  th e  u n e x p e c t e d  
sharp  i n c r e a s e  i n  p i p e l i n e  c o n s t r u c t i o n  c o s t  e s t i m a t e s ,  
which  have a d i r e c t  b e a r i n g  on t h r o u g h p u t  t a r i f f s  and 
the  d e t e r m i n a t i o n  o f  w e l l h e a d  p r i c e s  at  P r u d h o e , on 
which  s t a t e  r e v e n u e s  a re  b a s e d .  As l a t e  as summer 1971 s 
th e  S t a t e  Department o f  Revenue had been  i n f o r m e d  t h a t  
th e  p i p e l i n e  c o s t s  were s t i l l  h o v e r i n g  a rou n d  $1 b i l l i o n .  
S h o r t l y  f o l l o w i n g  t h i s ,  s t a t e  o f f i c i a l s  r e a d  i n d u s t r y  
s t a t e m e n t s  t h a t  p r o j e c t e d  l i n e  c o s t s  had e s c a l a t e d  t o  
around $ 2 .5  b i l l i o n .  I n d u s t r y  s t a t e m e n t s  a l s o  r e v e a l e d  
t h a t  p r o d u c t i o n  wou ld  n o t  i n c r e a s e  as q u i c k l y  as th e y  
had e a r l i e r  e x p e c t e d ,  which  meant t h a t  r o y a l t i e s  and 
t a x e s ,  p a i d  on a p e r - b a r r e l  r a t e ,  w ou ld  n o t  r e a c h  th e  
income l e v e l s  f o r  g i v e n  y e a r s  t h a t  had b een  a n t i c i p a t e d .

F aced  w i t h  c o n f l i c t i n g  i n f o r m a t i o n  and a g r o w in g  
" c r e d i b i l i t y  g a p "  b e tw een  s t a t e  and i n d u s t r y ,  th e  s t a t e  
commissioner] i t s  own e n g i n e e r i n g  c o n s u l t i n g  f i r m ,
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T i p p e t t s - A b b e t t - M c C a r t h y  & S t r a t t o n ,  t o  d e v e l o p  a 
s t a t e  e s t i m a t e  o f  c o n s t r u c t i o n  c o s t .  T h is  i s  where  
the  $ 3 -5  b i l l i o n  s t a t e  e s t i m a t e  came f r o m .  F a c t o r s  
i n  c o s t  e s c a l a t i o n ,  a c c o r d i n g  t o  a d m i n i s t r a t i o n  t e s t i ­
mony w e r e :  U n r e a l i s t i c  o r i g i n a l  i n d u s t r y  e s t i m a t e s ,
i n f l a t i o n a r y  c o s t s  o f  d e l a y ,  and i n c r e a s e d  c o s t s  due 
t o  e n g i n e e r i n g  cha n ges  and a d h e r a n c e  t o  s t r i c t  f e d e r a l  
e n v i r o n m e n t a l  s t i p u l a t i o n s .

With t h e s e  f i g u r e s  a t  hand ,  c a l c u l a t i o n s  i n  new 
b u d ge t  p r o j e c t i o n s  showed t h a t  i f  i n d u s t r y  would  w ish  
t o  l e v y  h ig h  t a r i f f  c h a r g e s  on o i l  t r a n s p o r t  i n  t h e  
e a r l y  y e a r s  o f  p i p e l i n e  o p e r a t i o n  t o  r e c o u p  an e x t r e ­
mely heavy  i n v e s t m e n t ,  t h e  " w e l l h e a d "  p r i c e  o f  North  
i v o p e o i l  wou ld  be r e d u c e d  t o  the  p o i n t  where l i t t l e  
r o y a l t y  and t a x  r e v e n u e  w ou ld  a c c r u e  t o  th e  s t a t e  u n t i l  
t h e  m i d - 1 9 8 0 ' s .

S t a t e  o f f i c i a l s  were s u s p i c i o u s  o f  the  a l l e g e d  
c o m m o n - c a r r i e r  and ICC j u r i s d i c t i o n  r e g u l a t i n g  t a r i f f s  
and p r o f i t s  on the  p r o p o s e d  p i p e l i n e .  I t  wou ld  be s im p le  
f o r  i n d u s t r y  t o  " h i d e "  h ig h  t a r i f f s  t h r o u g h  a c c o u n t i n g  
p r o c e d u r e s  a l l o w e d  by the  ICC w h ich  p e r m i t t e d  p i p e l i n e  
com p an ies  ( o f  which  s e v e n  own t h e  p r o p o s e d  t r a n s - A l a s k a  
l i n e )  t o  lump t a r i f f s  on t h e  A la s k a  l i n e  in  w i t h  t a r i f f s  
on o t h e r  p i p e l i n e s  owned by t h a t  company.

To t h i s  c o m p l e x i t y  was added  t h e  l e g a l  p r o b l e m  o f  
f e d e r a l  r e g u l a t i o n  p r e e m p t i n g  s t a t e  r e g u l a t i o n .  F o r  the  
s t a t e  t o  s im p ly  own t h e  p i p e l i n e  was s e e n  as a s im p le  s o l ­
u t i o n :  The s t a t e  c o u l d  n o t  o n l y  s e t  t a r i f f s  w h ich  w ou ld  
d e t e r m in e  North S lo p e  w e l l h e a d  p r i c e s ,  b u t  w ou ld  I t s e l f  
make p r o f i t s  from th e  p i p e l i n e .

HENRI'S GLOOMY OUTLOOK

S t a t e  C om m iss ioner  o f  A d m i n i s t r a t i o n  Joe  H e n r i ,  c o n ­
s i d e r e d  one o f  the  pr im e " m o v e r s "  b e h in d  s t a t e - o w n e r s h i p
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c o n c e p t ,  p r e s e n t e d  a dark and g loom y  a n a l y s i s  o f  f u t u r e  
b u d g e t  p r o j e c t i o n s  at  the  Juneau h e a r i n g s .

To fund a s t a t e  b u d ge t  o f  $311 m i l l i o n  t h i s  y e a r ,  
he s a i d ,  th e  s t a t e  w i l l  a g a i n  have t o  " r a i d "  the  l e a s e  
s a l e  bonus fund  o f  r o u g h l y  $100 m i l l i o n ,  f u r t h e r  d e p l e t ­
i n g  i t  and r e d u c i n g  f u t u r e  i n t e r e s t  in c o m e .  The c y c l e  
w i l l  be r e p e a t e d  i n  f o l l o w i n g  y e a r s ,  and " o b v i o u s l y ,  we 
w i l l  s o o n  h i t  the  b o t to m  o f  the  b a r r e l .  Only l a r g e  and 
new r e v e n u e s  f rom  th e  N orth  S lo p e  can  a l l o w  us t o  c o n ­
t i n u e  o u r  p r e s e n t  g row th  r a t e s , "  he s a i d .

Growth r a t e s  t h i s  y e a r ,  w i t h  p rogram  r e q u e s t s  
d r a s t i c a l l y  s l a s h e d ,  were 3 -5 #  f o r  the  g e n e r a l  fund  and 
4 . 6 #  f o r  the  t o t a l  b u d g e t .  I n c r e a s e s  i n  s c h o o l  f o u n d a ­
t i o n  m oney , u n i v e r s i t y  b u d g e t ,  n u r s i n g  nome c a r e  and g en ­
e r a l  m e d i c a l  r e l i e f ,  a l l  d e s p e r a t e l y  n e e d e d ,  w i l l  be 
f o r e g o n e  t h i s  y e a r .  In  the  n e x t  few  y e a r s ,  H en r i  s a i d ,  
b u d g e t  grow th  r a t e s  o f  6# t o  8# w ou ld  a l l o w  " m a in t e n a n c e "  
s t a t e  program s w i t h  no g r e a t  i n c r e a s e s ,  d e s p i t e  i n c r e a s e s  
i n  p o p u l a t i o n  demand.

"Were A la sk a  t o  c o n t i n u e  t o  i n c r e a s e  i t s  b u d ge t  e x ­
p e n d i t u r e s  a t  th e  6# and 8# r a t e s . . . t h e  f i r s t  y e a r  o f  
d e f i c i t  w ou ld  be 1978 ( a f t e r  the  s p e n d i n g  o f  a l l  t h e  
bonus m o n e y ) ,  w n ere in  we would  e x p e r i e n c e  a s h o r t f a l l  o f  
o v e r  $156 m i l l i o n .  T h is  s h o r t a g e  w ou ld  i n c r e a s e  s o  t h a t  
by F i s c a l  1 9 8 2  the  d e f i c i t  wou ld  be $ 1 , 1 3 5 , 0 0 0 , 0 0 0 .  Of 
c o u r s e ,  d e f i c i t s  f o r  o p e r a t i n g  e x p e n d i t u r e s  a r e  i n  f a c t  
i m p o s s i b l e  un der  o u r  s t a t e  c o n s t i t u t i o n ;  i n s t e a d  o f  e x ­
p e r i e n c i n g  a b i l l i o n  d o l l a r  d e f i c i t  t e n  y e a r s  from  now, 
we wou ld  in  a c t u a l i t y  have t o  r e d u c e  s t a t e  e x p e n d i t u r e s  
r a d i c a l l y , "  H enri  s a i d .

A c c o r d i n g  t o  H e n r i ' s  p r o j e c t i o n s  i n  th e  c a s e  o f  
p r i v a t e  p i p e l i n e  o w n e r s h i p ,  th e  s t a t e  c o u l d  have $45 m i l ­
l i o n  i n  the t r e a s u r y  i n  iy 8 2  o n l y  i f  s t a t e  b u d ge t  i n c r e a s e s  
c o u l d  be k e p t  a t  1# a n n u a l l y ,  w h icn  r e a l l y  m eant ,  "a  huge 
c u t  i n  a l l  p rogram s and the  e l i m i n a t i o n  o f  m any ,"  he s a i d .
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H en ri  p a i n t s  a r o s y  p i c t u r e  f o r  r e v e n u e  p r o j e c t ­
i o n s  u n d e r  p u b l i c  o w n e r s h i p : .  The s t a t e  n o t  o n l y  e n j o y s  
p r o t e c t i o n  from  " e x c e s s i v e "  t h r o u g h p u t  t a r i f f s  and a 
r e a s o n a b l e  w e l l h e a d  p r i c e  a t  P r u d h o e , but  a l s o  e n j o y s  
p r o f i t s  f r o m  the  p i p e l i n e  i t s e l f ,  w h ich  a re  b o l s t e r e d  
by t h e  f a c t  t h a t  b e i n g  p u b l i c l y - o w n e d ,  t h e  p i p e l i n e  pays 
no f e d e r a l  in com e  t a x .  Under t h e s e  t e r m s ,  he s a y s ,  
money w ou ld  be a v a i l a b l e  t o  n o t  o n l y  fu n d  the  " a u s t e r i t y "  
b u d g e t s  o f  6 % t o  8 % i n c r e a s e s ,  but  a l s o  t o  fu n d  a d d i t i o n a l  
i n c r e a s e s .

"Were t h e  o i l  l i n e  p r i v a t e l y  ov/ned the  s t a t e  would  
have a lm o s t  a b i l l i o n  l e s s  d o l l a r s  t o  sp end  o v e r  t h e  n e x t  
t e n  y e a r s , "  he s a i d .

L e g i s l a t o r s  were im p r e s s e d  by H e n r i ' s  t e s t i m o n y  and 
a p p r e c i a t e d  t h e  b u d g e t  p r e d i c a m e n t  th e  s t a t e  was i n  due 
t o  p i p e l i n e  d e l a y s  and c o s t  e s c a l a t i o n .  However ,  t h e y  
f e l t  H en r i  had o v e r s t a t e d  h i s  c a s e  and v a s t l y  o v e r s i m p l ­
i f i e d  h i s  p r o j e c t i o n s .

In th e  e n d ,  H en r i  f a i l e d  t o  c o n v i n c e  l e g i s l a t o r s  t h a t  
t h e r e  was any r e a l  d i f f e r e n c e  b e tw een  s t a t e  r o y a l t y  and t a x  
r a t e s  u n der  p u b l i c  o w n e r s h ip  and p r i v a t e  o w n e r s h i p .  The 
o n l y  added  b e n e f i t  in  th e  p u b l i c  o w n e r s h ip  c a s e  was p i p e l i n e  
p r o f i t s  t h e  s t a t e  w ou ld  t h e o r e t i c a l l y  e n j o y ,  and t h a t  t h e s e  
w ou ld  be t h e  o n l y  " e x t r a "  fu n d s  a v a i l a b l e  t o  b a i l  the  s t a t e  
out  o f  a f i n a n c i a l  d i lem m a. T h is  " e x t r a "  s o u r c e  o f  funds  
were q u e s t i o n a b l e  j u s t i f i c a t i o n  f o r  th e  s t a t e  t o  u n d e r ta k e  
the  heavy  b u rd en  o f  c o n s t r u c t i o n  f i n a n c i n g ,  many l e g i s l a t o r s  
f e l t .

L e g i s l a t o r s  a l s o  p o i n t e d  ou t  t h a t  H en r i  d i d  n o t  i d e n t i f y  
o t h e r  p o t e n t i a l  r e v e n u e  s o u r c e s  a v a i l a b l e  f rom  th e  p i p e l i n e  
and s l o p e  o p e r a t i o n s ,  no m a t t e r  i n  what s t a t e  o f  o p e r a t i o n .  
These  wou ld  be p o t e n t i a l  s o u r c e s  su ch  as  s t a t e  p r o p e r t y  t a x e s  
aimed a t  p i p e l i n e ,  o i l  p r o d u c t i o n  and e x p l o r a t i o n  f a c i l i t i e s ,  
p o s s i b l e  r e v i s i o n  o f  t h e  s e v e r e n c e  t a x  o r  a s w i t c h  t o  a c e n t s -  
p e r - b a r r e . l  s e v e r e n c e  (w h ich  wou ld  remove th e  need  f o r  a " w e l l ­
head  p r i c e " ,  t h e r e b y  n e a t l y  s o l v i n g  one p r o b l e m ,  though  c r e a t ­
i n g  o t h e r s ) .
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L e g i s l a t o r s  a l s o  f e e l  t h a t  H enr i  f a i l e d  t o  a c c u r ­
a t e l y  p o r t r a y  t h e  b u d g e t  c o n s i d e r a t i o n s  i n  the  expanded  
p o s t - l e a s e  s a l e  b u d g e t s .  The l a r g e  b u d g e t s  o f  1970 o n ­
ward c o u l d  have been  tr immed c o n s i d e r a b l y  w i t h o u t  g r e a t  
harm t o  p r o g r a m s ,  and f u t u r e  b u d g e t s  can be h e l d  i n  
ch e c k  w i t h o u t  t h e  g r e a t  d i s a s t e r s  i n  p u b l i c  s e r v i c e s  
p r e d i c t e d  by C om m iss ion er  H e n r i .

For  i n s t a n c e ,  the  l o c a l  g overnm ent  re v e n u e  s h a r i n g  
and s e h o o l - a i d  program s m e n t io n e d  as marked f o r  c u t b a c k  
would  m e re ly  t r a n s f e r  t a x  r e s p o n s i b i l i t y  back  t o  th e  l o ­
c a l  governm ents  and s c h o o l  d i s t r i c t s .  I m p le m e n t a t i o n  o f  
s t a t e  rev en u e  s h a r i n g  d i d  n o t  mean t h a t  l o c a l  governm ent  
o r  s c h o o l  b u d g e t s  were d r a s t i c a l l y  i n c r e a s e d ,  but  r a t h e r  
t h a t  l o c a l  p r o p e r t y  t a x e s  c o u l d  be c u t .  I f  th e  s t a t e  
funds  were e l i m i n a t e d  h i g h e r  l o c a l  p r o p e r t y  t a x e s  w ou ld  
have t o  be r e i n s t a t e d ,  but  i n s t a n c e s  o f  r e a l  h a r d s h i p  
c a u s e d  by s t a t e  c u t b a c k s  would  be r a r e .

L e g i s l a t o r s  a l s o  f e l t  t h a t  H en r i  d w e l l e d  on o n l y  the  
w o r s t  o f  p o s s i b l e  c i r c u m s t a n c e s  f o r  p i p e l i n e  and s l o p e  
re v e n u e  under p r i v a t e  o w n e r s h ip  o f  t h e  l i n e ,  and c o n -  
v e r s l e y  p r e s e n t e d  p u b l i c  o w n e r s h ip  i n  o n l y  the  r o s i e s t  o f  
t e r m s .  He f a i l e d  t o  d w e l l  on many o b v i o u s  orm.incus r i s k s  
i n h e r e n t  i n  p u b l i c  o w n e rsh ip  w h ich  many l e g i s l a t o r s  
c l e a r l y  saw.

Lawmakers n o t  b e i n g  p i p e l i n e  e x p e r t s ,  were s t i l l  c e r ­
t a i n  t h a t  t h e r e  were huge and s i g n i f i c a n t  r i s k s  in  t h e  s t a t e  
" g o i n g  out  on a l i m b "  by a ssum in g  o w n e r s h ip  o f  t h e  p i p e l i n e .  
They might have g i v e n  H e n r i ' s  p r e s e n t a t i o n  more w e ig h t  had 
some o f  the  r i s k s  been b r o u g h t  ou t  and d i s c u s s e d .

Many f e l t  t h a t  a p i c t u r e  was b e i n g  p a i n t e d  f o r  them 
and t h a t  th e y  were b e i n g  a l l o w e d  t o  s e e  o n l y  p a r t  o f  the  
p i c t u r e .
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HAVELOCK'S CASE AGAINST ICC PROTECTION

S t a t e  A t t o r n e y  G en e ra l  John H a v e lo c k  d oes  n o t  b e ­
l i e v e  t h a t  th e  f e d e r a l  I n t e r s t a t e  Commerce Commission, 
w i th  the  c o n s t i t u t i o n a l  a u t h o r i t y  t o  r e g u l a t e  p i p e l i n e s ,  
w i l l  a d e q u a t e l y  l o o k  a f t e r  th e  i n t e r e s t s  o f  the  S t a t e  o f  
A la s k a  i n  t a r i f f  r e g u l a t i o n .

A f t e r  s t a t e  s tu d y  o f  e x i s t i n g  f e d e r a l  r e g u l a t i o n  
s y s tem s  un der  the  ICC, H a v e lo c k  s a i d  in  h i s  t e s t im o n y  
a t  Juneau h e a r i n g s ,  " o u r  c o n c l u s i o n  i s  t h a t  i f  e x i s t i n g  
f e d e r a l  r e g u l a t i o n  a p p l i e d  t o  th e  t r a n s - A l a s k a  p i p e l i n e  
and a p p l i e s  a l o n e ,  no a s s u r a n c e  i s  p r o v i d e d  t h a t  t a r i f f s  
w i l l  be r e a s o n a b l e  f rom  a s t a t e  p o i n t  o f  v i e w . "

" N o r ,  d e s p i t e  common c a r r i e r  s t a t u s ,  does  i t  a s s u r e  
c o m p le t e  e q u a l  s t a n d i n g  among a l l  who might need  a c c e s s  
t o  i t  in  l a t e r  y e a r s  f o r  sh ipm ent  o f  o i l . "

I t  i s  n o t  c l e a r  t h a t  under  a l l  c i r c u m s t a n c e s  does  
the  ICC have j u r i s d i c t i o n  o v e r  p i p e l i n e s ,  H a v e lo ck  s a i d ,  
but the  methods by which  TAPS owners w i l l  o r g a n i z e  the  
p i p e l i n e  ow n ersh ip  ( t h a t  o f  a j o i n t  i n t e r e s t  p i p e l i n e  
owned by sev en  p i p e l i n e  s u b s i d i a r i e s  o f  p r o d u c i n g  comp­
a n i e s ) ,  i n c l u d i n g  th e  t a n k e r  p o r t i o n  o f  the  t r i p ,  w i l l  
i n v o l v e  ICC j u r i s d i c t i o n .

I f  t h e  com p an ies  wou ld  " b r e a k  down" the  A la sk a  p o r ­
t i o n  o f  t h e i r  p i p e l i n e  o p e r a t i o n s ,  i n s t e a d  o f  lum ping  in  
the  A la s k a  o w n e rsh ip  segment w i t h  p i p e l i n e s  e l s e w h e r e  in  
the  U. S . ,  t h e r e  might be a p o s s i b i l i t y  o f  c l a i m i n g  s t a t e  
j  u r i s d i e t i o n .

In  l a t e r  t e s t i m o n y ,  i n d u s t r y  w i t n e s s e s  d i s a g r e e d  
w i th  H a v e l o c k ' s  v iew  t h a t  common c a r r i e r  s t a t u s  o f  TAPS 
w ou ld  o f f e r  no g u a r a n t e e  o f  " e q u a l  s t a n d i n g "  among p r o d ­
u c e r s  o f  o i l  on the North S l o p e .  A l s o ,  a t  l e a s t  one com­
pany w i t h  North S lo p e  h o l d i n g s  and an i n t e r e s t  in  the p ip e  
l i n e  has e x p r e s s e d  i t s  w i l l i n g n e s s  t o  s e t  up an A la sk a  sub 
s i d i a r y  f o r  th e  p i p e l i n e  company managing i t s  i n t e r e s t  in  
t h e  TAPS l i n e s .
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T h is  would  g i v e  th e  s t a t e  a s o u r c e  f o r  d a t a  on o p e r ­
a t i n g  i n f o r m a t i o n  o f  th e  A la s k a  l i n e  (where  o t h e r  
com panies  would  lump such i n f o r m a t i o n  i n t o  t h e i r  n a t ­
i o n a l  system s  b e f o r e  p r e s e n t i n g  i t  t o  th e  I C C ) ,  as 
w e l l  as make a c a s e  f o r  s t a t e ,  r a t h e r  than  ICC, 
j  u r i s d i c t i o n .

H a v e lo c k  c o n t i n u e s :  "The ICC has some j u r i s ­
d i c t i o n  o v e r  a l l  common c a r r i e r s  e n g a g ed  i n  the  t r a n s -  
p o r a t i o n  o f  o i l  f rom  one s t a t e  t o  a n o t h e r  s t a t e ,  but 
j u r i s d i c t i o n  o v e r  p i p e l i n e s  i s  f a r  more l i m i t e d  b o th  
by law and i n  i t s  e x e r c i s e ,  th a n  th e  I C C 's  sway i n  
o t h e r  a r e a s ,  such as t r u c k i n g  and s h i p p i n g . "

"The Commission o s t e n s i b l y  d e t e r m in e s  what c o n ­
s t i t u t e s  a " r e a s o n a b l e "  t a r i f f  and w h e th e r  any c a r r i e r  
i s  c h a r g i n g  in  e x c e s s  o f  t h a t  s t a n d a r d .  A c c o r d i n g  t o  
r e g u l a t o r y  s t a n d a r d s  p r e v i o u s l y  e s t a b l i s h e d  by t h e  
ICC, t h a t  t a r i f f  i n c l u d e s  a maximum p r o f i t  o f  8 p e r c e n t  
o f  th e  v a l u a t i o n  o f  a p i p e l i n e . . .  th e  maximum d i v i d e n d  
a l l o w a b l e  i s  7 p e r c e n t . "

" I n  i t s  d e t e r m i n a t i o n  o f  w h e th e r  any g i v e n  c a r r i e r  
e x c e e d s  t h i s  r a t e  th e  ICC r e v i e w s  d a t a  s e n t  t o  i t  by 
o t h e r  com panies  r e g a r d i n g  th e  v a l u a t i o n  o f  a p i p e l i n e .  
The com panies  a l s o  p u b l i s h  t h e i r  t a r i f f s ,  w h ich  the  ICC 
may c h a l l e n g e  as u n r e a s o n a b le  i n  th e  l i g h t  o f  a g i v e n  
v a l u a t i o n . "

H a v e lo c k  c i t e s  t h e s e  d i s a d v a n t a g e s  t o  ICC r e g u l a t i o n

R e g u l a t i o n  on d i v i d e n d s  and p r o f i t s  as a p e r c e n t a g e  
o f  v a l u a t i o n  o f f e r s  no c o n t r o l  o v e r  c o s t s .  Cost i n c r e a ­
s e s  can be added d i r e c t l y  t o  t h e  t a r i f f  p e r  b a r r e l l  so  
as t o  m a in ta in  the  same p e r c e n t a g e  o f  p r o f i t .

ICC j u r i s d i c t i o n  d oes  n o t  a c c o u n t  f o r  how f i n a n c i n g  
i s  h a n d led  on a p i p e l i n e ,  and n o r m a l l y  a l a r g e  p e r c e n t a g e  
o f  d e b t - f i n a n c i n g  r e d u c e d  th e  amount o f  money the  owner 
i n v e s t s  d i r e c t l y  i n  t h e  o p e r a t i o n .
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As a c o n s e q u e n c e ,  the a c t u a l  p r o f i t  owners may make 
on t h e i r  money may be as much as 100 p e r  c e n t  p e r  
y e a r .

On th e  b a s i s  o f  p a s t  p e r f o r m a n c e ,  i t  may w e l l  
ta k e  the  ICC f o u r  y e a r s  t o  e s t a b l i s h  a v a lu e  f o r  the  
t r a n s - A l a s k a  p i p e l i n e ,  and u n t i l  t h e  v a l u a t i o n  i s  e s t ­
a b l i s h e d  th e  ICC ca n n ot  r e g u l a t e  i n  a m e a n in g fu l  way.

B ecause  o f  ICC p r o c e d u r e s ,  a c t u a l  t a r i f f s  and p r o ­
f i t s  may be f a r  h i g h e r  than th e  7 t o  8 p e r c e n t  l i m i t  
m en t io n e d  e a r l i e r .  The ICC w ou ld  n o t  c o n s i d e r  th e  
A la s k a  p i p e l i n e  a lo n e  i n  c o n s i d e r i n g  v a l u a t i o n ,  I n s t e a d  
the  ICC a l l o w s  t h e s e  f i g u r e s  t o  be lumped i n  w i th  t h o s e  
o f  a l l  o t h e r  U. S. p i p e l i n e s  owned by t h e  owners  o f  
TAPS, t o  s ee  i f  t h e  o v e r a l  t a r i f f  i s  " r e a s o n a b l e . "  By 
such  an a v e r a g i n g  p r o c e d u r e ,  h ig h  t a r i f f s  might e x i s t  
on th e  A la s k a  l i n e  s i n c e  th e  o v e r a l l  f i g u r e s  may be 
b r o u g h t  down by l o w e r  r a t e s  e l s e w h e r e .

H a v e lo c k  a rg u e s  t h a t  u n der  such  a l o o s e  r e g u l a t o r y  
s y s t e m ,  p i p e l i n e  owners are  e s s e n t i a l l y  s e l f - r e g u l a t i n g .

"T< e owners o f  p i p e l i n e s ,  who may a l s o  be p r o d u c e r s ,  
a g r e e  among t h e m s e lv e s  as t o  th e  f a i r n e s s  o f  p a r t i c u l a r  
t a r i f f s .  They o p e r a t e  under  an u n w r i t t e n  r u l e  n o t  t o  
wash t h e i r  la u n d ry  i n  p u b l i c .  As l o n g  as th e  agreem ent  
i s  l i v e d  up t o ,  no one c o m p la in s  and no one s p u rs  a t a r ­
i f f  i n v e s t i g a t i o n .  The ICC has a r i g h t  t o  c o m p la in  on 
i t s  own, but  as a m a t t e r  o f  p r a c t i c e  i n  th e  y e a r s ,  i t  has 
n e v e r  done s o .  With no c o m p l a i n t s  f rom  any s o u r c e ,  p i p e ­
l i n e  t a r i f f s  go u n c h a l l e n g e d .  A l th ou g h  the  ICC has a s e c ­
t i o n  o f  p e r s o n n e l  t h a t  r e v i e w  p i p e l i n e  e v a l u a t i o n s ,  no 
p e r s o n n e l  a re  a s s i g n e d  t o  I n v e s t i g a t i o n  o r  r e a t e  r e v i e w  
o t h e r w i s e . "

H a v e lo ck  c o n c l u d e s  t h a t  t h e  ICC d o c s  n o t ,  in  e f f e  
f u l l y  r e g u l a t e  th e  o p e r a t i o n s  and t a r i f f s  o f  p i p e l i n e s  
w i t h i n  i t s  j u r i s d i c t i o n ,  and t h a t  f e d e r a l  law d o e s  no t  
c o v e r  th e  whole  a r e a  o f  p i p e l i n e  r e g u l a t i o n .
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Under th e  p r e - e m p t i o n  d o c t r i n e ,  t h e  s t a t e  nay not  
r e g u l a t e  p i p e l i n e s  i n  m a t t e r s  , .nere  s p e c i f i c  f e d e r a l  
l e g i s l a t i o n  a p p l i e s .  In t h i s  f i e l d ,  t h e  ICC d oes  not  
r e g u l a t e  a l l  a s p e c t s  o f  p i p e l i n e  o p e r a t i o n ,  even a l l  
a s p e c t s  o f  e c o n o m ic  r e g u l a t i o n .  The ICC, H a v e lo c k  
a r g u e s ,  has no e f f e c t i v e  r e g u l a t i o n  d u r i n g  th e  i n i t i a l  
y e a r s  when v a l u a t i o n  i s  b e i n g  s e t ,  n o r  o v e r  the  c o n s t r u c t ­
i o n  o f  new p i p e l i n e s ,  abandonment,  s e c u r i t y  and no b a s i s  
f o r  r e g u l a t i o n  c o n s o l i d a t i o n s  and a c q u i s i t i o n s  o f  c o n t r o l .  
In  t h i s  v o i d  o f  r e g u l a t i o n ,  s t a t e  r e g u l a t i o n  rnay p r e v a i l ,  
he s a y s .

C e r t a i n  p a r t s  o f  the  j u r i s d i c t i o n  q u e s t i o n  a re  un­
c l e a r ,  and i n  making a d e c i s i o n  the  c o u r t s  a re  r e q u i r e d  t o  
b a l a n c e  t h e  i n t e r e s t s  o f  the  s t a t e  and f e d e r a l  government 
i n  t h e  s p e c i f i c  r e g u l a t o r y  program .

" S i n c e  t h e  S t a t e  o f  A l a s k a ' s  i n t e r e s t  i n  t h i s  c a s e  
i s  s o  o v e r w h e l m i n g , " H a v e lo ck  s a y s ,  " A l a s k a  has a much 
s t r o n g e r  argument than  any o t h e r  s t a t e  f o r  a l l o w i n g  i t  t o  
im pose  e f f e c t i v e  r e g u l a t i o n s  t o  p r o t e c t  the  s t a t e ' s  o i l  
v a l u e . . . e v e n  i f  p r e - e m p t i o n  were a l l o w e d ,  th e  f i n d i n g s  
o f  a s t a t e  r e g u l a t o r y  b o d y . w o u l d  have a s t r o n g  e f f e c t  as 
an a d v i s o r y  o p i n i o n  t o  t h e  f e d e r a l  body on t h e  r e a s o n ­
a b l e n e s s  and the  a p p r o p r i a t e n e s s  o f  r a t e s . "

H a v e lo c k  p o i n t s  ou t  t h a t  w h i l e  l e g i s l a t i o n  p a c k a g e ,  
w i t h  f u l l  s t a t e  o w n e rs h ip  o f  the  p i p e l i n e  t h e s e  c o m p l e x i t i e s  
o f  r e g u l a t i o n  v a n i s h .

"W ith  o w n e r s h i p , "  he s a y s ,  " t h e  s t a t e  i t s e l f  w i l l  be 
e s t a b l i s h i n g  t a r i f f s ,  i n s t e a d  o f  b e i n g  p lu n g e d  i n t o  a maze 
o f  c o r p o r a t e  a c c o u n t i n g  p r o c e d u r e s  f rom  which  i t  hop es  t o  
e x i t  w i t h  k n ow led g e  o f  w h eth er  " t a r i f f s  a re  r e a s o n a b l e . "

" P i p e l i n e  o w n e r s h ip  i s  a most  e f f e c t i v e  means o f  
a s s u r i n g  t h a t  t r a n s p o r t a t i o n  c o s t s  s t a y  l o w ,  and th e  w e l l ­
head  v a lu e  o f  o u r  o i l  rem ains  h i g h .  Ownership  s im p ly  and 
d i r e c t l y  works  t o  a s s u r e  A laskans  t h a t  th e y  w i l l  r e c e i v e  
what i s  due them f o r  o i l  t h a t  i s  ta k en  out  o f  the  s t a t e  
f o r e v e r . "
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PETER TEMPLE: BENEFITS OF FULL OWNERSHIP

P e t e r  Tem ple ,  o f  Tem ple ,  B a r k er  and S l o a n e ,  e c o n o ­
mic c o n s u l t a n t s  t o  th e  s t a t e ,  p o i n t e d  out  t h r e e  r e a s ­
ons why s t a t e  p i p e l i n e  o w n e r s h ip  wou ld  be b e n e f i c i a l  
t o  A la s k a .  F i r s t  and most i m p o r t a n t ,  i t  w ou ld  p r o ­
t e c t  t h e  s t a t e ' s  i n t e r e s t  i n  r o y a l t i e s  and s e v e r a n c e  
t a x e s  by a s s u r i n g  a f a i r  p i p e l i n e  t h r o u g h - p u t  t a r i f f .  
Two, i t  w ou ld  e s t a b l i s h  an e c o m o n i c  c l i m a t e  i n  A la sk a  
c o n d u s i v e  t o  f u r t h e r  e x p l o r a t i o n ,  by com p an ies  n o t  a 
p a r t  o f  t h e  TAPS c o n s o r t i u m  who v/ould then  be a b l e  t o  
use t h e  p i p e l i n e  as a p u b l i c  c o n d u i t  when d i s c o v e r i e s  
were made. T h r e e ,  a d d i t i o n a l  r e v e n u e s  would  a c c r u e  
t o  t h e  s t a t e  f r o m  f u l l  o w n e r s h i p .

"When we say  t h e s e  r o y a l t i e s  and t e x e s  a r e  b a sed  
on w e l l h e a d  v a l u e ,  what we mean i s  s im p ly  t h a t  th e y  
a re  b a s e d  on t h e  r e f i n e r y  s a l e s  p r i c e  l e s s  c o s t  o f  
t r a n s p o r t a t i o n  t o  th e  r e f i n e r y ,  and th e  t r a n s p o r t a t i o n  
i n  t h i s  i n s t a n c e  c o n s i s t s  n o t  o n l y  o f  th e  p i p e l i n e  
move but  a l s o  th e  marine move t o  t h e  r e f i n e r y  i t s e l f .  
T h is  means th e  s t a t e  has an u r g e n t  c o n c e r n  w ich  th e  
e c o n o m ic s  o f  b o t h  t h e s e  t r a n s p o r t a t i o n  moves s i n c e  
t h e  t a r i f f s  on b o th  a re  d e d u c t e d  ( t o  e s t a b l i s h  a 
" w e l l h e a d "  p r i c e ,  on w h ich  o i l  r o y a l t i e s  and t a x e s  
a re  p a i d ) , "  Temple s a i d .

He went on :  "Some i n d i c a t i o n  o f  th e  s e n s i t i v i t y
o f  the  r o y a l t i e s  and s e v e r a n c e  t a x e s  t o  t r a n s p o r t a t i o n  
c o s t s  can be s e e n  by th e  f a c t  t h a t  w i t h  th e  p i p e l i n e  
at  f u l l  c a p a c i t y  a d i f f e r e n c e  o f  one c e n t ,  one c e n t  
p e r  b a r r e l ,  i n  the  t a r i f f ,  i s  e s t i m a t e d  t o  r e s u l t  in  
a d i f f e r e n c e  o f  one and a h a l f  m i l l i o n  d o l l a r s  p e r  
y e a r  t o  t h e  s t a t e ,  i n  r o y a l t i e s  and s e v e r a n c e  t a x e s . "

" I t  might  w e l l  be a sked  t h a t  the  o i l  com p an ies  have 
a m o t i v a t i o n  and i n t e r e s t  in  m a i n t a i n i n g  r a t i o n a l  c o s t s  
and t a r i f f s ,  e s p e c i a l l y  i n  v ie w  o f  the  f a c t  t h a t  an 
a p p r e c i a b l e  a l l o w a n c e  a t t a c h e s  t o  the w e l l h e a d  v a l u e .  
T h is  seems t o  argue  t h a t  t h e  com p a n ies  have an I n t e r e s t  
e x a c t l y  l i k e  t h a t  o f  th e  s t a t e  i n  m a x im iz in g  w e l l h e a d  
v a l u e .
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And w i t h i n  l i m i t s ,  t h a t  i s  t r u e .  But th e  l i m i t s  
may be i m p o r t a n t .  F i r s t  we must r e c o g n i z e  t h a t  the  
com p an ies  have heavy a s s e t  commitments  i n  b o th  the  
p i p e l i n e ,  i f  th e y  own i t ,  and i n  t h e i r  s h i p i n g  o p e r ­
a t i o n s .  And th e y  have an u n d e r s t a n d i n g  i n t e r e s t  
a c c o r d i n g l y  i n  r e c o v e r i n g  a l l  p o s s i b l e  c o s t s  and a c h ­
i e v i n g  maximum p r o f i t .  S e c o n d ,  t a x  c o n s i d e r a t i o n s  
may argue  f o r  a l l o c a t i o n  as l a r g e  a p r o p o r t i o n  o f  
e a r n i n g s  are  p o s s i b l e  t o  a c o m p a n y 's  p i p e l i n e  o p e r ­
a t i o n s .  The p i p e l i n e  o p e r a t i o n  f o r  the  most p a r t  
h e l d  and managed t h r o u g h  p i p e l i n e  s u b s i d i a r i e s  w i l l  
a c c r u e  under  p r i v a t e  o w n e rsh ip  c o n d i t i o n s  a s u b s t a n ­
t i a l  t a x - l o s s  c a r r y - f o r w a r d ,  wh ich  can be used  t o  
s h e l t e r  t h e i r  e a r n i n g s .  In some i n s t a n c e s  th e y  can 
be u sed  t o  s h e ] t e r  o n l y  p i p e l i n e  e a r n i n g s  and th e y  
w i l l ,  as I  i n d i c a t e d ,  p r o b a b l y  a c c r u e  and i n c r e a s e  
the  amount o f  l o s s e s  i n  th e  e a r l y  y e a r s  o f  any TAPS 
o p e r a t i o n s .  T h is  means t h a t  f o r  some c o m p a n ie s ,  
sound b u s i n e s s  s t r a t e g y  may argue  f o r  m a x im iz in g  th e  
p i p e l i n e  t a r i f f  and p r o f i t s  f o r  a g iv e n  p e r i o d  in  
o r d e r  t o  make su r e  t h a t  c e r t a i n  t a x  laws a re  b e n e f i c i a l . "

COMMISSIONER VOHLFORTH'S FIGURES

S t a t e  C om m iss ioner  o f  Revenue E r i c  W o h l f o r t h  d e v -  
l o p e d  a s e r i e s  o f  rev en u e  s c e n a r i o s  under v a r i o u s  c o n ­
d i t i o n s  o f  p r i v a t e  and p u b l i c  o w n e rsh ip  o f  th e  p i p e l i n e .

In  h i s  t e s t i m o n y ,  he s a i d :  "The base  c a s e  shown t o
you t o d a y  i n  g r a p h i c  form  assumes the  t o t a l  p i p e l i n e  
c o s t  o f  $ 3 .5  b i l l i o n  f i n a n c e d  90# by d e b t  at  an i n t e r e s t  
r a t e  o f  8 %. I t  c o n fo r m s  t o  the  A ly e s k a  t h r o u g h p u t  
a s s u m p t io n s  ( p r o d u c t i o n  e s t i m a t e  by c o m p a n ie s )  o f  f u l l  
p r o d u c t i o n  o n l y  i n  th e  s e v e n t h  y e a r  o f  p i p e l i n e  o p e r a t i o n .  
I t  shows the  ICC p e r m i t t e d  r a t e  o f  r e t u r n  d e s c r i b e d  e a r ­
l i e r .  In the  f o u r t h  y e a r  s i n c e  th e  b e g i n n i n g  o f  c o n s t r ­
u c t i o n ,  and th e  f i r s t  y e a r  o f  p r o d u c t i o n ,  1 9 7 7 ,  we now 
show a n e g a t i v e  w e l l h e a d  o r  no s t a t e  o i l  r e v e n u e s .  T h is  
was t h e  y e a r  co m p a r a b le  t o  t h a t  i n  e a r l i e r  ( s t a t e )  p r o ­
j e c t i o n s  i t  was shown t h a t  th e  s t a t e  would  c a p t u r e  at  
l e a s t  :?l6^ m i l l i o n  i n  r e v e n u e s .
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"The f i f t h  y e a r ,  1 9 7 8 ,  t h e  assumed s e c o n d  y e a r  o f  
o p e r a t i o n ,  we e a r l i e r  e s t i m a t e d  $ 2 /8  m i l l i o n  i n  s t a t e  
r e v e n u e s .  In t h o s e  two y e a r s  a l o n e  th e  n e t  rev en u e  
l o s s  t o  the  s t a t e  o v e r  e a r l i e r  e s t i m a t e s  amounts t o  
$442 m i l l i o n .  By the  s i x t h  y e a r  o r  1 9 7 9 ,  the  new 
p r o j e c t i o n  shows $ 8 4 .6  m i l l i o n  i n  o i l  s e v e r a n c e  and 
r o y a l t y  r e v e n u e s .  E a r l i e r  we had e s t i m a t e d  $282 
m i l l i o n  f o r  t h a t  y e a r .  The n e t  l o s s  by t h a t  y e a r  
o v e r  e a r l i e r  e s t i m a t e s  i s  $640 m i l l i o n .  Not u n t i l  
th e  15 th  y e a r  o f  t h e  p i p e l i n e  o p e r a t i o n  do r o y a l t i e s  
and s e v e r a n c e  t a x e s  amount t o  n e a r  th e  amount shown 
t o  o u r  p r e v i o u s l y  c a l c u l a t e d  s e c o n d  y e a r .  In t h e  
15th  y e a r  we show s e v e r a n c e  and r o y a l t y  r e v e n u e s  o f  
$277 m i l l i o n .

The q u e s t i o n  may be a sked  w h e th e r  t h i s  i s  most  
p e s s i m i s t i c  o f  c a s e s  w h ich  can be p r o d u c e d .  The 
answer i s  c l e a r l y  no f o r  t h r e e  r e a s o n s .  In  t h e  f i r s t  
p l a c e  the  rev en u e  l o s s  f i g u r e  m e n t io n e d  above  g i v e s  
no e f f e c t  t o  o u r  e x p e c t a t i o n  now o f  f i r s t  p i p e l i n e  
o p e r a t i o n  i n  the  y e a r  1977> wheras i n  J u ly  we e s t i m a t e d  
a f u l l  y e a r  o f  r e v e n u e s  s t a r t i n g  on J u ly  1 , 1 9 7 5 .

In the  s e c o n d  p l a c e  we show s t a t e  t a x e s  i n  ea ch  
y e a r  o f  o p e r a t i o n  o f  a p p r o x i m a t e l y  $33 m i l l i o n .  F or  
the  f i r s t  t h r e e  y e a r s  o f  o p e r a t i o n  s t a t e  income t a x e s  
a re  e s t i m a t e d  t o  t o t a l  a p p r o x i m a t e l y  $100 m i l l i o n  o r  
$33 m i l l i o n  a y e a r .  T h is  assumes the  f u l l  s t a t e  Income 
t a x  r a t e  on p i p e l i n e  p r o f i t s .  E x p e r t s  have i n d i c a t e d  
t h a t  t h i s  may n o t  be a r e a l i s t i c  a s s u m p t i o n .  Even, 
h o w e v e r ,  w i th  th e  most o p t i m i s t i c  income t a x  e s t i m a t e  
n e t  re v e n u e  l o s s  f rom  e a r l i e r  p r o j e c t i o n s  amounts t o  
$540 m i l l i o n  d u r i n g  the  c r i t i c a l  f i r s t  t h r e e  y e a r s  o f  
o p e r a t i o n .

The 7# f i g u r e  i s  no t  h ig h  a l s o  when i t  i s  remembered 
t h e r e  are  sev en  s e p a r a t e  p r o p o s e d  p i p e l i n e  o w n e r s ,  each  
o f  which  may a g g r e g a t e  e a r n i n g s  o f  o t h e r  p i p e l i n e s  when 
t h e  7% r a t e  i s  c o n s i d e r e d .  I t  i s  e n t i r e l y  p o s s i b l e  t h a t  
h i g h e r  r e t u r n  r a t e s  may be p e r m i t t e d  u n t i l  the  v a l u a t i o n  
o f  th e  l i n e  i s  c o m p le te  and e v en  t h e r e a f t e r  when e a r n i n g  
o f  o t h e r  p i p e l i n e  com p an ies  a re  a g g r e g a t e d  t o  a r r i v e  at 
t o t a l  r a t e  o f  r e t u r n .
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The c a s e  showing  t h e  p o s s i b l e  e c o n o m ic  e f f e c t  
o f  s t a t e  o w n e rsh ip  o f  th e  p i p e l i n e .  F i nancing: i s  
assumed in  th e  amount o f  $1 b i l l i o n  i n  e a ch  o f  the 
f i r s t  two y e a r s  o f  c o n s t r u c t i o n  a t  8 % ,  S 9 0 0 , 0 0 0 , 0 0 0  

i n  t h e  t h i r d  y e a r  o f  c o n s t r u c t i o n  at 6 - l / 2 g ,  
$ 2 5 0 , 0 0 0 , 0 0 0  a t  8# in  the  f i r s t  y e a r  o f  o p e r a t i o n  
and $ 3 1 0 , 0 0 0 , 0 0 0  in  the  s e c o n d  y e a r  o f  o p e r a t i o n .
T n is  c a s e  a l s o  assumes the same ICC p e r m i t t e d  r a t e  
o f  d i v i d e n d  p a y o u t  as assumed f o r  the  p r i v a t e  c a s e ,  
n a m e l y , 7 % which i s  a ca sh  d i v i d e n d  p a y ou t  l i m i t ­
a t i o n  in  e a c h  y e a r  o f  the  p r o j e c t i o n .  In a r r i v i n g  
a t  th e  S t a t e ' s  n e t  cash  f l o w ,  o p e r a t i n g  e x p e n s e s ,  
a m o r t i z a t i o n ,  and i n t e r e s t  on bonds a re  d e d u c t e d  
from  t h e  g r o s s  in c o m e .  D ur ing  t h e  f i r s t  y e a r  o f  
o p e r a t i o n  n e t  ca sh  f l o w  t o  t h e  s t a t e  t h r o u g h  i t s  
t a r i f f  on t h e  p i p e l i n e  i s  $230 m i l l i o n  and r o y a l t y  
and s e v e r a n c e  t a x e s  o f  $15 -7  m i l l i o n  f o r  a t o t a l  o f  
$2^5 m i l l i o n .  O b v i o u s l y ,  in  s t a t e  ow n ersh ip  no f e d ­
e r a l  o r  s t a t e  Income t a x e s  a r e  c a l c u l a t e d  on p i p e ­
l i n e  I n c o m e . In the  f i f t h  y e a r  from  b e g i n n i n g  o f  
c o n s t r u c t i o n  o r  the  s e c o n d  y e a r  o f  o p e r a t i o n  n e t  
ca sh  f l o w  i s  $228 m i l l i o n  which  t o g e t h e r  w i t h  r o y ­
a l t y  and s e v e r a n c e s  t a x e s  o f  $17 m i l l i o n  p r o d u c e  
a t o t a l  o f  $245 m i l l i o n . In th e  s i x t h  y e a r  from  b e g ­
i n n i n g  o f  c o n s t r u c t i o n  and t h e  t h i r d  y e a r  o f  o p e r a t i o n  
n e t  ca s h  f l o w  amounts t o  $227 m i l l i o n  t h r o u g h  t h e  t a r -  
i f  and t o t a l  r o y a l t i e s  and s e v e r a n c e  t a x e s  amount t o  
$123 f o r  a t o t a l  o f  $350 m i l l i o n . In the  1 5 th  y e a r  
c a s h  f l o w  i s  r e d u c e d  t o  $133 m i l l i o n  by r e a s o n  o f  th e  
f a c t  t h a t  the  p i p e l i n e  has d e p r e c i a t e d  but t o t a l  r o y ­
a l t i e s  and s e v e r a n c e  t a x e s  amount t o  $297 m i l l i o n  
f o r  a t o t a l  t o  the  s t a t e  t r e a s u r y  o f  $*180 m i l l i o n .

I t  i s  em ph as ized  t h a t  t h i s  c a s e  makes i d e n t i c a l  
a s s u m p t io n s  t o  t h a t  f o r  th e  p r i v a t e  c a s e  d e s c r i b e d  
a b o v e .  I t  s h o u ld  be em p h as ized  t h a t  the  n e t  income 
shown t o  th e  s t a t e  i s  computed a f t e r  debt  s e r v i c e  on 
s t a t e  b o n d s . To a v c i d  a s p e c u l a t i v e  argument on the 
p o s s i b l e  d i f f e r e n t i a l  between  i n t e r e s t  r a t e s  on the  
s t a t e ' s  d e b t  wh ich  may be t a x  exempt v e r s u s  t a x a b l e  
i n t e r e s t  on the  p r i v a t e  b o r r o w in g  we show a l l  but  
$ 9 0 0 , 0 0 0 , 0 0 0  i n  s t a t e  bonds a t  the  same r a t e .
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The main d i f f e r e n c e s ,  o f  c o u r s e ,  l i e  in  th e
f a c t  t h a t  t h e  s t a t e  i s  n o t  s u b j e c t  t o  f e d e r a l  I n ­
come ra x  and w i l l  r e c e i v e  no s t a r e  incom e t a x  from 
p i p e l i n e  o p e r a t i o n s  s i n c e  i t  i s  th e  ow n er .  The 
t i m i n g  o f  the  bond i s s u e s  f o r  b o t h  p r i v a t e  and 
p u b l i c  o w n e r s h ip  i s  the  same a l t h o u g h  t h e  term  o f  
t h e  p u b l i c  bond  :! : s u e  i s  s h o r t e r  i n d i c a t i n n ;  h e a v i e r  
d e b t  s e r v i c e  load 's  and the  s t a t e  o f  c o u r s e  i s  f i n a n ­
c i n g  the  p i p e l i n e  100$ on a d e b t  b a s i s .

Numerous a d d i t i o n a l  a ssu m p t io n s  can be made on 
t h e  q u e s t i o n  o f  t h e  manner o f  p u b l i c  f i n a n c i n g ,  the  
r a t e  o f  r e t u r n  p e r m i t t e d  e i t h e r  t o  th e  s t a t e  o r  t o  
p r i v a t e  p i p e J i n e  o w n e r s ,  i n t e r e s t  r a t e s  p a y a b l e  by 
t h e  s t a t e  and p r i v a t e  o w n e r s , the  e f f e c t i v e  t a x  r a t e  
i n  p r i v a t e  o w n e r s h i p ,  t o  m en t ion  o n ly  a f e w .  We 
know t h a t  e s t i m a t i n g  t h e  e f f e c t  o f  e c o n o m ic  p r o j e c t s  
b a s e d  on e v e n t s  t h r e e  t o  s e v e n  y e a r s  away must r e s t  
on a s s u m p t io n s  w h ich  a re  t o  a d e g r e e  s p e c u l a t i v e .
The p o i n t  i s  t h a t  no  one can say  w i th  p o s i t i v e  c e r t ­
a i n t y  what o u r  rev en u e  p i c t u r e  w i l l  be w i t h  th e  p i p e ­
l i n e  i n  p r i v a t e  o w n e r s h ip .  We h a v e ,  h o w e v e r ,  t e s t e d  
p r i o r  a s s u m p t io n s  b a sed  on o f f i c i a l  i n f o r m a t i o n  now 
b e f o r e  u s .  T h is  e f f o r t  has c o n v i n c e d  the  a d m i n i s ­
t r a t i o n  t h a t  i t  must do what i t  can now t o  remove the  
u n c e r t a i n t y  o f  th e  rev en u e  p i c t u r e  i n  the  l a t e  1 9 7 0 ' s  
and i n  t h e  1 9 6 0 ' s .

STATE FINANCING PROBLEMS

S p e a k in g  f o r  the  i n d u s t r y ,  bond c o n s u l t a n t  
Raymond Gary o f  Morgan,  S t a n l e y  & Company o f  New Y ork ,  
o u t l i n e d  p r o b le m s  f a c i n g  the  s t a t e  i n  t r y i n g  t o  s e l l  
a $3*5 b i l l i o n  bond i s s u e .

" I  t h i n k  i t  might  be u s e f u l  i f  I  t a l k  b r i e f l y  about  
how j o i n t l y - o w n e d  p i p e l i n e s  a r e  c u s t o m a r i l y  f i n a n c e d .  
J o i n t l y  owned common c a r r i e r  p i p e l i n e s  have been  c o n ­
v e n t i o n a l l y  o r g a n i z e d  and f i n a n c e d  i n  one o f  two w ays ,  
e i t h e r  as s o - c a l l e d  " p r o j e c t  f i n a n c i n g "  o f  p i p e l i n e  com­
p a n i e s  o r g a n i z e d  t o  own p i p e l i n e s  in  c o r p o r a t e  f o r m ,  o r ,  
as i n  t h e  c a s e  i n  Trans A la sk a  p i p e l i n e  s y s t e m ,  as un­
d i v i d e d  i n t e r e s t  s y s t e m s . "
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" I n  th e  f i r s t  c a s e ,  where p r o j e c t  f i n a n c i n g  
i s  don. ; ,  t h e  c o n v e n t i o n a l  p r a c t i c e  i s  t o  form  a 
p i p e l i n e  company which  c o n s t r u c t s  and o p e r a t e s  the 
sy s tem  and i s s u e s  d e b t  f o r  v i r t u a l l y  a l l  o f  t h e  c o s t  
o f  c o n s t r u c t i o n ,  th e  t y p i c a l  amount b e i n g  9 0 % o f  f i n ­
a l  c o s t ,  The d e b t  i s  s e c u r e d  by the  p l e d g e  o f  com­
p l e t i o n  a g re e m e n ts  and t h r o u g h p u t  a g re e m e n ts  u n d e r ­
taken  by th e  s e v e r a l  s h i p p e r - o w n e r s  o f  th e  p i p e l i n e .  
The t y p i c a l  s e c u r i t y  a r ra n g e m e n ts  i n c l u d e  u n c o n d i t ­
i o n a l  commitments o f  the  s h i p p e r - o w n e r s  t o  c o m p le t e  
t h e  f a c i l i t i e s  t o  o p e r a t e  them, and i f  o p e r a t i o n  i s  
i n t e r r u p t e d  f o r  any r e a s o n ,  t o  t a k e  n e c e s s a r y  s t e p s  
t o  r e s t o r e  th e  f a c i l i t i e s  t o  o p e r a t i o n .  As p a r t  o f  
t h e  t h r o u g h p u t  a g r e e m e n t s ,  t h e  " c a s h  d e f i c i e n c y  o b ­
l i g a t i o n s "  i n e v i t a b l y  c o n t i n u e  r e g a r d l e s s  o f  f o r c e  
m a jeu re  (any e v e n t  i n t e r f e r i n g  w i t h  o p e r a t i o n  o f  t h e  
l i n e ) .  In  e f f e c t ,  tn e y  r e q u i r e  t h e  s h i p p e r - o w n e r s  
t o  m a in t a i n  t h e  p i p e l i n e ' s  fu n d s  at  a l e v e l  wh ich  
would e n a b l e  i t  t o  meet a l l  i t s  o b l i g a t i o n s  when 
th ey  become due and p a y a b l e .  As s u c h ,  t h e y  a r e  
f i r m  a p p l i c a t i o n s  o f  the  f u l l  c r e d i t  o f  t h e  o i l  comp­
a n i e s  i n v o l v e d  a n d ,  f o r  th e  p u r p o s e s  o f  f i n a n c i n g ,  
a re  e q u i v a l e n t  t o  g u a r a n t e e s  o f  t h e  p i p e l i n e  c o m p a n y 's  
i n d e b t e d n e s s .

" I n  t h i s  t y p e  o f  f i n a n c i n g ,  the p r o j e c t  i t s e l f  
must be d e m o n s t r a t e d  t o  be e c o n o m i c  and v i a b l e ,  and 
t h e  q u a l i t y  o f  th e  o b l i g a t i o n s  i s  measured  by t h e  com­
p o s i t e  c r e d i t  o f  the  s e v e r a l  o i l  com p an ies  i n v o l v e d .
In o t h e r  w o r d s ,  the  i n v e s t o r s  a re  c o n c e r n e d ,  f i r s t  
t h a t  t h e  p r o j e c t  s t a n d s  on i t s  own f e e t ,  bu t  a l s o  t h e y  
l o o k  t h r o u g h  the  p r o j e c t  t o  t h e  u l t i m a t e  g u a r a n t o r s .  
T h is  t y p e  o f  f i n a n c i n g  i s  s t a n d a r d  and w e l l  u n d e r ­
s t o o d  by p r o f e s s i o n a l  i n v e s t o r s ,  and has been  i n  com­
mon use s i n c e  the  t im e o f  th e  E l k i n s  A ct  -  P i p e l i n e  
Consent  D e c re e  e n t e r e d  i n t o  i n  19^1.

"You m ight  wonder  why o i l  c om p an ies  v /lsh t o  r a i s e  
and l e n d e r s  r e a d i l y  p r o v i d e  i n d e b t e d n e s s  as  h i g h  as 90# 
o f  t o t a l  c a p i t a l i s a t i o n .
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The f i r s t  answer  i s  t h a t  the  C onsent  D ec re e  has 
l i m i t e d  t h e  r e t u r n  from  p i p e l i n e  o p e r a t i o n s  t o  a 
s p e c i f i e d  p e r c e n t a g e  o f  p i p e l i n e  v a l u a t i o n .  Th is  
i n v a r i a b l y  d i c t a t e s  t h a t  o i l  com p an ies  m axim ize  the  
use o f  d e b t ,  the  o b j e c t i v e  b e i n g  t o  match as c l o s e l y  
as p o s s i b l e  p e r m i t t e d  ICC d e p r e c i a t i o n  w i t h  r e p a y ­
ment o f  d e b t .  The r e a s o n  t h a t  l e n d e r s  a c c e p t  h ig h  
d eb t  r a t i o s  on p i p e l i n e s  i s  t h a t  th e y  r e c o g n i z e  the  
t h r o u g h p u t  u n d e r t a k in g s  t o  be f u l l  a p p l i c a t i o n  o f  
the  c r e d i t  o f  the  o i l  company o r  com p an ies  i n v o l v e d .  
C o n s e q u e n t l y ,  the  l e n d e r s  a r e  n o t  t a k i n g  the  r i s k s  o f  
f a i l u r e  o f  th e  p i p e l i n e  o p e r a t i o n .  These r i s k s  are  
b orn e  by t h e  o i l  com panies  i n  th e  form  o f  t h e i r  b a c k -  
s t o p p i n g ,  as  w e l l  as t h e i r  e q u i t y  i n t e r e s t .  The end 
r e s u l t  i s  t h a t  th e  o i l  company has d e d i c a t e d  one  o f  
i t s  v a l u a b l e  a s s e t s ,  namely i t s  c r e d i t ,  t o  o b t a i n  use  
o f  a p i p e l i n e  sy s tem  and a r e g u l a t e d  p r o f i t  on i t s  
i n v e s t m e n t .

The s e c o n d  way o f  o r g a n i s i n g  and f i n a n c i n g  
j o i n t l y  owned p i p e l i n e s  i s  as u n d i v i d e d  j o i n t  i n t -  
e r e s t s y s t e m s , t h i s  i s  how Trans A la s k a  P i p e l i n e  System 
i s  o r g a n i z e d .  For  Consent D ec re e  r e a s o n s  ow n ersh ip  i s  
c u s t o m a r i l y  i n v e s t e d  i n ,  and the  i n d e b t e d n e s s  i s  u su a ­
l l y  r a i s e d  b y ,  a w h o l l y - o w n e d  p i p e l i n e  s u b s i d i a r y  o f  
e a ch  o w n e r ,  but  the  arrangem ent s t i l l  amounts t o  a f u l l  
use  o f  th e  owners com pany 's  c r e d i t .

In  a j o i n t  v e n t u r e ,  e a ch  o f  the  o i l  com p an ies  owns 
a sh a re  o f  t h e  f a c i l i t i e s ,  e i t h e r  d i r e c t l y  o r  t h r o u g h  
i t s  p i p e l i n e  s u b s i d i a r y .  The p i p e l i n e  i s  not  f i n a n c e d  
as a p r o j e c t ;  e a ch  owner company c o m p l e t e s  i t s  own sh a re  
o f  the  sy s tem  and f i n a n c e s  i t s  s h a r e  o f  t h e  c o s t  i n  the  
same way i t  d o e s  o t h e r  i t em s  in  i t s  c o r p o r a t e  b u d g e t .  
These a re  f i n a n c e d  out  o f  a l l  c o r p o r a t e  r e s o u r c e s ,  i n c ­
l u d i n g  w o r k in g  c a p i t a l ,  i n t e r n a l  ca sh  f l o w  and I s s u a n c e  
o f  s e c u r i t i e s  -  i n  e f f e c t  r e f l e c t i n g  i t s  o v e r a l l  c a p ­
i t a l  s t r u c t u r e  and d e b t / e q u i t y  m ix .  The e f f e c t  on th e  
o i l  company i s  the  same as i n  p r o j e c t  f i n a n c i n g  -  i t  has 
c om m it ted  an im p o r t a n t  amount o f  i t s  r e s o u r c e s  and 
c r e d i t  t o  an u n d e r t a k in g  t h a t  has a s s o c i a t e d  w i t h  i t  
s i g n i f i c a n t  r i s k s .
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T h is  i s  as r e a l  a use o f  c r e d i t  as  any o t h e r ,  and 
p r e - e m p t s  i t s  use f o r  o t h e r  i n v e s t m e n t s .  T h e r e ­
f o r e ,  t o  co m p e n sa te  f o r  t h e s e  r i s k s ,  an o i l  com­
pany must be a b l e  t o  c o n t r o l  t h e  o p e r a t i o n  o f  t h e  
f a c i l i t i e s  and must have p r o s p e c t s  o f  e a r n i n g  a 
f a i r  r e t u r n  on i t s  in v e s t m e n t  c o m p a r a b le  t o  the  
p o t e n t i a l  r e t u r n  a v a i l a b l e  t o  i t  on a l t e r n a t i v e  
i n v e s t m e n t s .

FINANCING OF TAPS

" L e t  me t u r n  t o  the  f i n a n c i n g  o f  TAPS and 
why we have c o n s i d e r a b l e  c o n c e r n  ab ou t  the  p r o ­
p o s e d  l e g i s l a t i o n  and i t s  p o s s i b l e  e f f e c t  on th e  
f e a s i b i l i t y  o f  f i n a n c i n g  TAPS.

"We a r e  a d d r e s s i n g  o u r s e l v e s  t o  t h e  f i n a n c i n g  
o v e r  a p e r i o d  o f  y e a r s  o f  e x p e n d i t u r e s  w h ich  may 
amount t o  as  much as  $3 1 / 2  b i l l i o n .  I  would  l i k e  
t o  em ph as ize  a g a i n  t h a t  we have a h e a l t h y  r e s p e c t  
f o r  th e  amount o f  money i n v o l v e d  h e r e .  The Chur­
ch:! 11 F a l l s  p r o j e c t ,  t o  w h ich  I  have a l r e a d y  r e ­
f e r r e d ,  i s  t h e  l a r g e s t  p r i v a t e l y  f i n a n c e d  p r o j e c t  
i n  h i s t o r y ,  and TAPS i s  3 t o  5 t im e s  as  l a r g e  d e p ­
e n d i n g  upon how y ou  measure i t .

These e x p e n d i t u r e s  a re  t o  be b o r n e  by sev en  
o i l  c o m p a n ie s ,  w h ich  d i f f e r  i n  s i z e  and c a p a b i l i t y  
t o  s u p p o r t  the  commitments i n v o l v e d .  We have s t u d i e d  
e a c h  company and made an a s s e s s m e n t  o f  the  f i n a n c i a l  
c a p a b i l i t y  o f  e a c h  t o  d i s c h a r g e  t h e s e  commitments  
w i t h i n  th e  l i m i t s  o f  i t s  i n d i v i d u a l  f i n a n c i a l  s t r e n g t h .  
To put  t h i s  i n  p e r s p e c t i v e ,  I  m ig h t  p o i n t  ou t  t h a t  t h e  
t h r e e  c om p a n ies  t h a t  w i l l  own o v e r  30% o f  t h e  u n d i v i d e d  
j o i n t  I n t e r e s t  a r e  assum ing  an aggrep ;ate  c o n s t r u c t i o n  
l i a b i l i t y  o f  30% o f  $ 3 .5  b i l l i o n ,  o r  o v e r  $ 2 .3  b i l l i o n .  
I f  t h i s  amount were r a i s e d  by d e b t ,  i t  would  r e p r e s e n t  
an i n c r e a s e  o f  170% o v e r  the  a g g r e g a t e  i n d e b t e d n e s s  
t h o s e  t h r e e  c o m p a n ie s  had o u t s t a n d i n g  on December 3 1 ,  
1 970 .
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" D e s p i t e  o u r  r e s p e c t  f o r  th e  s i z e  o f  t h e  TAPS 
p r o j e c t ,  we have come t o  th e  o p i n i o n  t h a t  -  a b s e n t  
t h e  p r o p o s e d  l e g i s l a t i o n  -  th e  e x p e n d i t u r e s  n e c ­
e s s a r y  t o  c o n s t r u c t  the  p i p e l i n e  can be s u c c e s s f u l l y  
f i n a n c e d  by th e  o i l  com p an ies  i n v o l v e d .  H ow ever ,  
t h e  b i l l s  h e re  under  c o n s i d e r a t i o n  r e p r e s e n t  a 
s e r i o u s  impediment t o  t h a t  f i n a n c i n g ,  and I  s h o u ld  
l i k e  t o  sh a re  w i th  you  my c o n c e r n  a b ou t  t h e  e f f e c t  
t h i s  l e g i s l a t i o n  would  have upon t h e  a b i l i t y  o f  the  
o i l  c om p a n ies  t o  conduct  th e  n e c e s s a r y  f i n a n c i n g  
and b u i l d  th e  p i p e l i n e .  There a re  some m a jo r  p r o b ­
lems which  a r i s e  ou t  o f  t h e s e  p r o p o s a l s ;  i n c l u d i n g  
t h e  r i g h t - o f - w a y  l e a s e  p r o v i s i o n :

1 .  THE LIMITATION OF THE LEASE TO FIVE YEARS 
DURATION: Normal p r a c t i c e  w ou ld  be f o r  a p i p e l i n e  
t o  have u n d i s p u t e d  r i g h t - o f - w a y  p r i v i l e g e s  f o r  the  
e x p e c t e d  e c o n o m ic  and p h y s i c a l  l i f e  o f  the  s y s t e m ,  
bu t  i n  no e v e n t  l e s s  than th e  p e r i o d  o f  t im e  r e q ­
u i r e d  t o  r e c o v e r  the  c o s t  on r e a s o n a b l e  t e r m s .  
L en d ers  would  r e g a r d  the  5 - ,yea r  l e a s e  l i m i t a t i o n  
as a m a jo r  i n f i r m i t y  i m p a i r i n g  the  e c o n o m ic  v i a ­
b i l i t y  o f  t h e  s y s te m .  O i l  com p a n ie s  c o u l d  n o t  p r u d ­
e n t l y  commit fu n d s  f o r  what i s  i n  e s s e n c e  a l o n g ­
term  v e n t u r e  i f  t h e r e  was a t h r e a t  t h a t  t h e  e c o n ­
om ic  l i f e  c o u l d  be t e r m i n a t e d  o r  m o d i f i e d  a t  th e  
end o f  the  f i v e - y e a r  p e r i o d .

R e g a r d l e s s  o f  th e  l e n g t h  o f  t h e  l e a s e ,  I  t h i n k  i t  
i s  i m p o r t a n t  t o  em phas ize  t h a t  where a p o r t i o n  o f  th e  
r i g h t - o f - w a y  o f  a p i p e l i n e  i s  g o v e r n m e n t -o w n e d ,  the  
g e n e r a l  a t t i t u d e  o f  th e  h o s t  g overnm ent  t ow a rd  t h e  p i p e ­
l i n e  w i l l  e n t e r  i m p o r t a n t l y  i n t o  t h e  c o n s i d e r a t i o n s  o f  
t h e  l e n d e r s .

2. LOSS OF OWNERSHIP: The p r o s p e c t  t h a t  ow n er ­
s h i p  might  be talien away f rom  s h i p p e r - o w n e r s  at  some 
i n d e t e r m i n a t e  t im e in  the  f u t u r e  n u l l i f i e s  any e c o n ­
omic  j u s t i f i c a t i o n  f o r  t a k i n g  t h e  r i s k s  i n v o l v e d  i n  
c o m m it t in g  th e  s u b s t a n t i a l  fu n d s  n e c e s s a r y  t o  c o m p le t e  
t h e  p r o j e c t .  As m en t io n e d  b e f o r e ,  i f  an o i l  company 
lias u sed  i t s  c r e d i t  in  t h i s  c o n n e c t i o n ,  i t  has f o r e ­
gone i t s  use i n  o t h e r  p r o f i t a b l e  i n v e s t m e n t s .  I t  m ust ,  
t h e r e f o r e ,  have the  e x p e c t a t i o n  o f  making a r e t u r n  on 
i t s  i n v e s t m e n t .
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F u r t h e r m o r e 3 b e c a u s e  the  sy s t e m  i s  t o  be a 
common c a r r i e r  a v a i l a b l e  t o  a l l  p r o d u c e r s ,  owners 
w i l l  be s n a r i n g  t h e i r  s p a c e  With o t h e r  s h i p p e r s .  
T h e r e f o r e ,  i t  seems t o  us t h a t  t h o s e  t h a t  have 
assumed t h e  c o s t  and r i s k  o f  b u i l d i n g  th e  s y s te m  
must be i n  p o s i t i o n  t o  r e c o v e r  t h e i r  in v e s t m e n t  
i n  p a r t  t h r o u g h  p r o f i t s  d e r i v e d  f r o m  use  o f  the  
s y s te m  by o t h e r s .  O t h e r w i s e ,  th e  com p an ies  b u i l d i n g  
th e  p i p e l i n e  w ou ld  have u sed  t h e i r  c r e d i t  f o r  the  
b e n e f i t  o f  o t h e r s  v / i th ou t  c o m p e n s a t i o n ,  wh ich  v i o ­
l a t e s  a c a r d i n a l  r u l e  o f  sound f i n a n c e .

3. REGULATION: There has been  i n  t h i s  c o u n t r y
m a s s iv e  f i n a n c i n g  o f  c ru d e  o i l  and p r o d u c t s  p i p e l i n e s  
s u b j e c t  t o  r e g u l a t i o n  o f  th e  ICC, and the  e f f e c t  o f  
t h i s  r e g u l a t i o n  on th e  p i p e l i n e s  and t h e i r  owners  i s  
w e l l  u n d e r s t o o d  by i n s t i t u t i o n a l  i n v e s t o r s .  We n o t e  
t h a t  p r o v i s i o n s  o f  one o f  the  b i l l s  a p p ea r  t o  g i v e  th e  
p r o p o s e d  T r a n s p o r t a t i o n  Commission the  a u t h o r i t y  t o  
e s t a b l i s h  d e p r e c i a t i o n  r a t e s  and t a r i f f s  i n d e p e n d e n t l y  
o f  t h e  ICC; f u r t h e r ,  the  d e p r e c i a t i o n  r u l e s  a p p e a r  t o  
be a t  v a r i a n c e  w i th  t h o s e  p r e s c r i b e d  by the  ICC.

U n le s s  t h e s e  d i f f e r e n c e s  a re  u l t i m a t e l y  r e s o l v e d ,  
we are  n o t  a b l e  t o  measure th e  im p a c t  t h e y  may have 
on f i n a n c i n g  f e a s i b i l i t y ,  but  th e  im pa ct  may be sub ­
s t a n t i a l  i f  l e n d e r s  ca n n o t  be c o n v i n c e d  t h a t  the  owners 
o f  the  p i p e l i n e  w i l l  be a b l e  t o  e a r n  a f a i r  r e t u r n  on 
t h e i r  I n v e s t m e n t s .  As I s h a l l  m en t ion  l a t e r ,  u n c e r ­
t a i n t y  w i t h  r e g a r d  t o  such  q u e s t i o n ,  o r  t o  th e  outcome 
o f  c o u r t  t e s t s  d e t e r m i n i n g  j u r i s d i c t i o n ,  can ca u se  d e ­
l a y s  and i n c r e a s e d  c o s t s  i n  f i n a n c i n g .

^ . REDEMPTION PENALTY: The c o n t e m p l a t e d  l e g i s ­
l a t i o n  c r e a t e s  t h e ■p o s s i b i l i t y  t h a t  the  o i l  com p an ies  
f i n a n c i n g  th e  p i p e l i n e  w i l l  f i n d  t h e m s e lv e s  i n  t h e  
p o s i t i o n ,  v i s - a - v i s  th e  S t a t e  o f  A l a s k a ,  o f  "h ea d s  you 
w i n ,  t a i l s  I  l o s e . "  When th e y  b o r r o w  t o  f i n a n c e  the  
l i n e ,  th e y  w i l l  p l e d g e  t h e i r  f u l l  c r e d i t  t o  rep a y  r e ­
g a r d l e s s  o f  w h e th e r  t h e  p i p e l i n e  i s  b u i l t ,  o p e r a t e s  
p r o f i t a b l y ,  o r  i s  shut  down t e m p o r a r i l y  o r  p e rm a n e n t ly  
f o r  any o f  a number o f  r e a s o n s .  These  a re  s u b s t a n t i a l  
r i s k s .  Under the  p r o p o s e d  l e g i s l a t i o n ,  h o w e v e r ,  i f  the  
l i n e  i s  b u i l t  and o p e r a t e s  s u c c e s s f u l l y  and p r o f i t a b l y ,  
A la sk a  would  be in  p o s i t i o n  t o  take  ow n ersh ip  away from  
them.
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Not o n l y  w ou ld  th e  com p an ies  l o s e  th e  a s s e t  g a in e d  
t h r o u g h  th e  i n c u r r e n c e  o f  r i s k ,  but  th e y  would  be 
f o r c e d  t o  pay a p e n a l t y  t o  th e  l e n d e r s  when th e y  r e ­
deem th e  i n d e b t e d n e s s  i n c u r r e d  t o  b u i l d  the  l i n e .

There  i s  a r e a s o n  l e n d e r s  ask  f o r  r e d e m p t io n  
premiums. The t y p e s  o f  l e n d e r s  who n o r m a l ly  f u r ­
n i s h  fu n d s  f o r  th e  c o n s t r u c t i o n  o f  m a jo r  p r o j e c t s ,  
such  a3 TAPS, have l o n g - t e r m  l i a b i l i t i e s ,  and th e y  
w ish  t o  i n v e s t  t h e i r  fu n d s  a t  what th e y  b e l i e v e  a re  
s a t i s f a c t o r y  r a t e s  f o r  l o n g  p e r i o d s  o f  t im e .  I f  a 
l o a n  i s  t o  be p a i d  o f f  p r e m a t u r e l y  th e y  demand com­
p e n s a t i o n ,  u s u a l l y  in  th e  form  o f  a r e d e m p t io n  p r e ­
mium. T h is  i s  t o  o f f s e t  t h e  p o s s i b i l i t y  t h a t  th e  p r o ­
c e e d s  r e c e i v e d  from  the  e a r l y  repayment o f  t h e  l o a n  
may have t o  be i n v e s t e d  a t  a l o w e r  r a t e  than th e y  
may have been  r e c e i v i n g .  B eca u se  o f  the  t h r e a t  t h i s  
l e g i s l a t i o n  p o s e s ,  I b e l i e v e  t h a t  t h e  premium a sk ed  
f o r  r e ^ j m p t i o n  i n  the  e a r l y  y e a r s  would  be l a r g e .
I t  might  be as h ig h  as 10$ .  A g a in s t  b o r r o w in g s  o f  
the  t o t a l  p i p e l i n e  c o s t s ,  t h i s  would  r e p r e s e n t  an 
a d d i t i o n a l  $350 m i l l i o n .  T h is  m ight  be more than 
the  o i l  c om p an ies  w i l l  be w i l l i n g  t o  c o n t r a c t  t o  
p a y ,  and th e  a l t e r n a t i v e  m ight  have t o  be t o  a g r e e  
t o  a h i g h e r  i n t e r e s t  r a t e  than would  o t h e r w i s e  be the 
c a s e .  In any e v e n t  t h e r e  w ou ld  be s u b s t a n t i a l  ( and 
u n n e c e s s a r y )  a d d i t i o n a l  c o s t .

5 . UNCERTAINTY: Any f i n a n c i n g  i s  d i f f i c u l t  (and
may be i m p o s s i b l e )  under  c o n d i t i o n s  o f  u n c e r t a i n t y .
The p r o p o s e d  l e g i s l a t i o n  c r e a t e s  u n c e r t a i n t y .  N e i t h e r  
p o t e n t i a l  b o r r o w e r s  n o t  p o t e n t i a l  l e n d e r s  know w h e th e r  
l e g i s l a t i o n  s i m i l a r  t o  t h a t  in  th e  p r o p o s e d  b i l l s  w i l l  
be p a s s e d .  P lans  ca n n ot  be made. To the  e x t e n t  t h a t  
t h i s  u n c e r t a i n t y  has th e  e f f e c t  o f  d e l a y i n g  the  p r o j e c t ,  
i t  p o s s i b l y  c o u l d  l e a d  t o  h i g h e r  c o n s t r u c t i o n  c o s t s .
A s h o r t  d e l a y  c o u l d  e a s i l y  r e s u l t ' i n  l o s s  o f  a whole  
y e a r  b e c a u s e  o f  th e  A laskan  c l i m a t e .  U n c e r t a i n t y  i s  
a l r e a d y  h o l d i n g  up f i n a n c i n g  by com p an ies  i n v o l v e d  w i t h  
the  p i p e l i n e .
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I  am n o t  g o i n g  t o  a t tem p t  to. f o r e c a s t  th e  o u t l o o k  
f o r  i n t e r e s t  r a t e s ,  bu t  I  wou ld  l i k e  t o  m e n t io n  p a r ­
e n t h e t i c a l l y  t h a t  c u r r e n t  r a t e s  a re  w e l l  b e l o w  what 
t h e y  were o n l y  a s h o r t  t im e a g o .  In  a d d i t i o n ,  fu n d s  
a r e  more r e a d i l y  a v a i l a b l e  t o  i n v e s t i n g  i n s t i t u t i o n s  
f o r  l e n d i n g  p u r p o s e s  than has b een  the  c a s e  f o r  a 
number o f  y e a r s .  T h is  i s  l i k e l y  t o  be a t e m p o r a r y  
s i t u a t i o n .  Many b a n k ers  and e c o n o m i s t s  b e l i e v e  t h a t  
as b u s i n e s s  r e c o v e r s  i n t e r e s t  r a t e s  may r i s e  and ,  
t h e r e f o r e ,  any d e l a y  i n  a r r a n g i n g  t h e  f i n a n c i n g  c o u l d  
w e l l  r e s u l t  in  th e  com p an ies  i n c u r r i n g  h i g h e r  i n t e r e s t  
c o s t s .  B ecause  o f  the  amounts i n v o l v e d ,  an i n t e r e s t  
r a t e  change o f  1 % r a i s e s  c o s t s  a n n u a l l y  by $35 m i l l i o n .

T h e r e f o r e ,  I  wou ld  l i k e  t o  u rge  most  s t r o n g l y  i n  
th e  i n t e r e s t  o f  a l l  c o n c e r n e d  t h a t  t h i s  s i t u a t i o n  o f  
u n c e r t a i n t y  be r e s o l v e d  as p r o m p t ly  as p o s s i b l e .

ABILITY OF THE STATE TO FINANCE 
CONSTRUCTION OF THE PIPELINE

F i n a l l y ,  we have g i v e n  c o n s i d e r a t i o n  t o  the  a b i l i t y  
o f  th e  S t a t e  t o  f i n a n c e  th e  c o n s t r u c t i o n  o f  the  p i p e l i n e .  
T h is  i n v o l v e s  r a i s i n g  the  s t a g g e r i n g  sum o f  $ 3 .5  b i l l i o n ,  
and no s t a t e  has e v e r  s o l d  an i s s u e  o f  t h i s  s i z e .  I  am 
c e r t a i n l y  n o t  t r y i n g  t o  be n e g a t i v e ,  but  i t  i s  im p o r t a n t  
t h a t  we be r e a l i s t i c  and r e c o g n i z e  t h e  p r o b le m s  i n v o l v e d  
in  r a i s i n g  t h i s  amount o f  money,  ev en  i f  i t  were t o  be 
a t t e m p t e d  o v e r  th e  p e r i o d  o f  c o n s t r u c t i o n  r a t h e r  than a l l  
at  o n c e .

A lth ou g h  c e r t a i n l y  th e  t a x - e x e m p t  market  i s  a l a r g e  
o n e ,  i t  i s  o u r  o p i n i o n  t h a t  i n  o r d e r  f o r  A la s k a  t o  have 
any hope o f  a c c o m p l i s h i n g  such  a f i n a n c i n g  o p e r a t i o n ,  
a l l  o f  t h e  c o u n t r y ' s  l a r g e  r e s e r v o i r s  o f  c a p i t a l  would  
need  t o  be t a p p e d .  In ou r  v i e w ,  t h i s  would  have t o  i n ­
c l u d e  t h o s e  i n s t i t u t i o n s  wh ich  a re  n o t  n o r m a l l y  b u y e r s  
c f  t a x - e x e m p t  o b l i g a t i o n s  b e c a u s e  t h e y  g e t  l i t t l e  o r  no 
b e n e f i t s  t h e r e f r o m ,  n a m e ly ,  l i f e  i n s u r a n c e  companj.es and 
p e n s i o n  f u n d s .
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These i n s t i t u t i o n s  a r e  th e  n orm a l  s u p p l i e r s  o f  c a p i t a l  
f o r  p i p e l i n e  p r o j e c t s ,  and t h e y  have r e q u i r e d  th e  un­
c o n d i t i o n a l  b a c k s t o p p i n g  by f i n a n c i a l l y  c a p a b l e  p a r t i e s  
t h a t  I  have a l r e a d y  d e s c r i b e d .  F o r  TAPS th e  o i l  com­
p a n i e s  a r e  a b l e  t o  p r o v i d e  t h i s ,  but  th e  S t a t e  d o e s  
n o t  p r e s e n t l y  have t h e  f i n a n c i a l  c a p a c i t y  t o  s u b s t i t u t e  
f o r  them.

We have h e a r d  the  t h e o r y  a d v a n c e d  t h a t  t h e  S t a t e  
can d e d i c a t e  t o  t h i s  p r o j e c t  i t s  a n t i c i p a t e d  r e v e n u e s  
from  o i l  r o y a l t i e s  and s e v e r a n c e  t a x e s  f rom  t h e  North
S l o p e ,  b u t  t h o s e  r e v e n u e s  d epen d  upon o p e r a t i o n  o f  the
p i p e l i n e  and a re  n o t  " b a n k a b l e "  a s s e t s  a t  t h e  p r e s e n t  
t im e .  In  f a c t ,  t h e y  do n o t  become v a l u a b l e  f o r  a d d in g  
s u b s t a n c e  t o  a f i n a n c i a l  u n d e r t a k i n g  u n t i l  t h e  p i p e l i n e  
i s  c o m p l e t e d  and i n  o p e r a t i o n ,  b e c a u s e  t h e y  a re  c o m p l e t e l y
d ep e n d e n t  on i t s  s u c c e s s .

These c o n s i d e r a t i o n s  l e a d  us t o  th e  o p i n i o n  t h a t  
the  S t a t e  o f  A la s k a  ca n n o t  r a i s e  th e  money t o  b u i l d  
the  p i p e l i n e  on t h e  s t r e n g t h  o f  i t s  p r e s e n t  c r e d i t  r e ­
s o u r c e s .  In o u r  v i e w ,  s u c c e s s f u l  f i n a n c i n g  o f  the  l i n e  
d e p e n d s ,  i n  the  f i n a l  a n a l y s i s ,  on t h e  b a c k i n g  o f  the  
o i l  c o m p a n i e s '  c r e d i t .

The q u e s t i o n  has a l s o  b e e n  r a i s e d  o f  t h e  S t a t e ' s  
a b i l i t y  t o  r a i s e  an a p p r o p r i a t e  amount o f  money t o  take  
o v e r  the  p i p e l i n e  i n  t h e  f u t u r e ,  a f t e r  i t  has been  o p e r ­
a t i n g  s u c c e s s f u l l y  as a g o i n g  c o n c e r n .  We do n o t  f e e l  
t h a t  any e x p e r t  can  make an i n t e l l i g e n t  judgm ent  a t  t h i s  
j u n c t u r e .  The answer  w ou ld  d epend  upon a h o s t  o f  f a c t o r s  -  
e c o n o m ic s  o f  t h e  sy s t e m  as  f i n a l l y  c o n s t r u c t e d ,  e c o n o m ic s  
o f  t h e  c r u d e  a t  w es t  c o a s t  p o r t s ,  t e c h n i c a l  o p e r a t i n g  
e x p e r i e n c e ,  t h e  l e v e l  o f  t a r i f f s  and d e b t  s e r v i c e  b u r d e n s ,  
e c o n o m i c s  o f  a l t e r n a t i v e  f o rm s  o f  t r a n s p o r t a t i o n  t h a t  may 
be a v a i l a b l e  a t  t h e  t i m e ,  c o n d i t i o n s  o f  m arkets  and l e v e l s  
o f  I n t e r e s t  r a t e s  at; the  t im e .  As a c a u t i o n s ,  but  e x p e r ­
i e n c e d  in v e s t m e n t  b a n k e r ,  I  have t o  say t h e r e  w i l l  be 
o t h e r  f a c t o r s  none o f  us can t h i n k  o f  now.
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I f  a l l  t h e s e  f a c t o r s  t u r n e d  o u t  f a v o r a b l y  -  and t h a t  
has t o  be a l o t  o f  I f s  -  th en  I t  I s  c o n c e i v a b l e  t h a t  
th e  S t a t e  m ig h t ,  o v e r  a p e r i o d  o f  t i m e ,  r a i s e  s u b s t a n ­
t i a l  sums w i th  l e s s  than the  u n c o n d l t i o a l  c r e d i t  o f  
b a c k i n g  o f  the  s h i p p e r s .

To do s o ,  h o w e v e r ,  wou ld  i n  a l l  p r o b a b i l i t y  r e ­
q u i r e  t h a t  the  S t a t e  d e d i c a t e  t o  t h e  b o r r o w i n g  n o t  
j u s t  th e  p i p e l i n e  e a r n i n g s ,  but  a l l  o f  the  S t a t e ' s  
p o t e n t i a l  o i l  Income in  o r d e r  t o  e f f e c t  s u c c e s s f u l  
s a l e  o f  bonds i n  the  amounts n e c e s s a r y  t o  p ay  f o r  th e  
p i p e l i n e .  O b v i o u s l y ,  such  a d e d i c a t i o n  w ou ld  s i g n i ­
f i c a n t l y  r e d u c e  the S t a t e ' s  p o t e n t i a l  a b i l i t y  t o  b o r ­
row f o r  o t h e r  p u r p o s e s ,  such as s c h o o l s ,  h o s p i t a l s ,  
r o a d s  and o t h e r  w o r th w h i le  p r o j e c t s .  I t  w ou ld  a l s o  
seem l i k e l y  tii? . ,  a t  t h a t  s t a g e ,  th e  l a r g e  I n c r e a s e  
i n  the  amount o f  g e n e r a l  o b l i g a t i o n s  o f  the  S t a t e  
w hich  wou ld  be o u t s t a n d i n g  u n d o u b t e d ly  w ou ld  r a i s e  
th e  I n t e r e s t  c o s t s  o f  any b o r r o w i n g s  t h a t  m ight  be 
u n d e r ta k e n  f o r  r e g u l a r  f i n a n c i n g  n e e d s .

o f
To sum up 

c l o u d s  o v e r
the  p r o p o s e d  l e g i s l a t i o n  p u t s  a number 
th e  f i n a n c i n g  o f  t h i s  p i p e l i n e .

I f  i t  i s  p a s s e d  as i t  p r e s e n t l y  s t a n d s ,  t h e r e  
w ou ld  be c o n s i d e r a b l e  doubt  i n  the  e y e s  o f  t h e  i n v e s ­
t i n g  p u b l i c  w h eth er  t h e  o i l  com p an ies  c o u l d  m a in t a i n  
c o n t r o l  o f  t h e  o p e r a t i o n  and e a rn  an a d e q u a te  r e t u r n  
on t h e i r  in v e s t m e n t .  When d o u b ts  o f  t h i s  k i n d  e x i s t ,  
t h e y  a re  r e v e r e  im ped im ents  t o  f i n a n c i n g  and w ou ld  r e ­
s u l t  i n  h a v in g  t o  pay h i g h e r  i n t e r e s t  c o s t s .

We a re  a l l  p a i n f u l l y  aware how th e  c o s t  o f  TAPS 
nas a l r e a d y  e s c a l a t e d  w h i l e  i t s  c o n s t r u c t i o n  has been 
d e l a y e d  i n  W a sh in gton .  I  would  t h e r e f o r e  u rg e  In  the  
i n t e r e s t  o f  b o th  A la sk a  and the  p r o d u c e r s  t h a t  t h e y  
a v o i d  d e l a y  and an a d d i t i o n a l  i n c r e a s e  i n  c o s t  by r e ­
s o l v i n g  t h e i r  d i f f e r e n c e s  so  t h a t  th e  p r o j e c t  can go 
a h e a d .
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REGULATION AND RIGHT-OF-WAY LEASING

P i p e l i n e  r e g u l a t i o n  by t h e  S t a t e  o f  A la s k a ,  
by I t s e l f  o r  i n  c o n j u n c t i o n  w i t h  a p rog ra m  where the  
s t a t e  l e a s e d  r i g h t - o f - w a y  c r o s s i n g  s t a t e  l a n d s ,  was 
d e v e l o p e d  by the  G ov ern or  as an a l t e r n a t e  t o  f u l l  
o w n e r s h ip  o f  the  t r a n s - A l a s k a  p i p e l i n e .

E a r l i e r ,  a r i g h t - o f - w a y  l e a s i n g  b i l l  was d e v e l ­
op ed  by the  l e g i s l a t u r e ' s  J o i n t  H o u s e / S e n a t e  P i p e l i n e  
Impact  C om m ittee .  The c o n c e p t  was o r i g i n a l l y  s u g g e s t e d  
by Dr. J o s e p h  W i t h e r s p o o n , o f  th e  U n i v e r s i t y  o f  Texas 
Law S c h o o l ,  a c t i n g  as c o n s u l t a n t  t o  t h e  p i p e l i n e  im p a ct  
c o m m it t e e .  The G o v e rn o r  l a t e r  b orrov /ed  th e  c o n c e p t  f o r  
h i s  own r i g h t - o f - w a y  l e a s i n g  b i l l .

B a s i c a l l y ,  s t a t e  p i p e l i n e  r e g u l a t i o n  i s  an e x e r c i s e  
o f  th e  s t a t e ' s  p o l i c e  p o w e r s .  Under t h e s e  p r o v i s i o n s ,  
the  s t a t e  can r e g u l a t e  c o n s t r u c t i o n  a c t i v i t y ,  s a f e t y  
and e c o n o m ic  f a c t o r s  ( s u c h  as p i p e l i n e  t a r i f f s )  w h ich  
have a d i r e c t  Impact  on th e  A la s k a  p u b l i c  (w h ich  p i p e l i n e  
t a r i f f s  w o u l d ,  s i n c e  th e y  a f f e c t  s t a t e  o i l  t a x e s  and r o y ­
a l t i e s )  .

The c a t c h  i n  t h i s  i s  t h a t  e x i s t i n g  f e d e r a l  r e g u l a ­
t i o n s  u n der  th e  I n t e r s t a t e  Commerce Act  and N a t u r a l  Gas 
Act  prempt s t a t e  r e g u l a t i o n  i n  a r e a s  where  i n t e r s t a t e  
commerce m ight  be i n v o l v e d .

S i n c e  t r a n s p o r t a t i o n  o f  o i l  f r o m  Prudhoe  Bay t o  th e  
U. S. West C oast  i s ,  under  a lm o s t  any d e f i n i t i o n ,  I n t e r ­
s t a t e  com m erce ,  the  I n t e r s t a t e  Commerce C o m m is s io n 's  
r e g u l a t o r y  a u t h o r i t y  w i l l  prempt s t a t e  a u t h o r i t y  o v e r  
much o f  t h e  o i l  moving  from  Prudhoe Bay t o  V a l d e z .

The l e g a l  argument i s  now w h e tn e r  th e  s t a t e  can 
e s t a b l i s h  any r e g u l a t o r y  r i g h t s  on t h i s  t r a n s p o r t a t i o n ,  
and i f  s o ,  how much j u r i s d i c t i o n .  F o r  o i l  t o  q u a l i f y  
as ' ' i n t r a - s t a t e "  o i l ,  In  w h ich  s t a t e  j u r i s d i c t i o n  would  
c l e a r l y  s t a n d ,  i t  might be n e c e s s a r y  t o  b u i l d  a s m a l l  
t o p p i n g  p l a n t  i n  V a ld e z  and r e f i n e  a p o r t i o n  o f  th e  o i l .
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The l i m i t  t o  wh ich  s t a t e  j u r i s d i c t i o n  m ig h t  a p p ly  
i s  open t o  l e g a l  d e b a t e ,  and a s t a t e  r e g u l a t i o n  b i l l ,  
i f  and when p a s s e d ,  w i l l  a lm o s t  s u r e l y  be s u b j e c t e d  t o  
a o o u r t  t e s t .  W a l t e r  L e v y ,  l e g i s l a t i v e  o i l  c o n s u l t a n t ,  
recommended p a s s a g e  o f  a r e g u l a t i o n  b i l l ,  s u g g e s t i n g  
t h a t  one s t a t e  s h o u l d  t r y  and a s s e r t  some j u r i s d i c t i o n  
b e f o r e  t h e  ICC. F a i l i n g  i n  t h a t ,  th e  s t a t e  c o u l d  move 
t o  c l a s s  a t  l e a s t  some o f  t h e  Prudhoe o i l  as  i n t r a ­
s t a t e ,  t h e r e b y  r e g u l a t i n g  an i n t r a - s t a t e  t a r i f f  and 
g o i n g  t o  t h e  ICC w ith  t h a t  t a r i f f  d e t e r m i n a t i o n  com pared  
t o  t a r i f f s  d e c l a r e d  by I n d u s t r y  on th e  i n t e r s t a t e  p o r ­
t i o n  o f  the  o i l .

The r i g h t - o f - w a y  l e a s o n g  b i l l  i s  b a s i c l y  s e e n  as 
a com pan ion  t o  th e  s t a t e  r e g u l a t i o n  b i l l ,  where th e  two 
su p p lem ent  e a c h  o t h e r  w i t h  r i g h t - o f - w a y  l e a s i n g  g i v i n g  
the  s t a t e  c e r t a i n  r i g h t s  t h a t  o u t r i g h t  r e g u l a t i o n ,  as a 
g o v e r n m e n t a l  a c t i o n ,  ca n n o t  do .

The b a s i c  p r e m is e  o f  r i g h t - o f - w a y  l e a s i n g  i s  t h a t  
the  s t a t e ,  as a la n d ow n er  o f  s t a t e  la n d s  ( i n c l u d i n g  a l l  
l a k e  and s t r e a m  b o t t o m s )  can n e g o t i a t e  a r i g h t - o f - w a y  
l e a s e  c r o s s i n g  t h e s e  l a n d s .  The s t a t e  can  th en  n e g o t i a t e  
any c o v e n a n t s  i n  th e  l e a s e ,  g r a n t i n g  i t  su c h  t h i n g s  as 
the  o p t i o n  t o  a c q u i r e  a p a r t i a l  e q u i t y  i n  the  p i p e l i n e  
o w n e r s h i p .

Dr. J o s e p h  P. W i t h e r s p o o n ,  P r o f e s s o r  o f  Lav/ a t  the  
U n i v e r s i t y  o f  Texas S c h o o l  o f  Lav/ and c o n s u l t a n t  t o  the  
l e g i s l a t u r e ' s  P i p e l i n e  Impact  C om m ittee ,  d e s c r i b e s  the  
f u n c t i o n  o f  th e  l e a s i n g  and r e g u l a t o r y  m easures  in  t h i s  
manner:

"The L e a s in g  Act  i s  an e x e r c i s e  o f  th e  s t a t e ' s  
power  t o  c o n t r o l  and d i s p o s e  o f  I t s  p r o p e r t y  and t o  e n t e r  
i n t o  c o n t r a c t s  w i t h  t h i r d  p a r t i e s  f o r  s u b s e r v i n g  the  
s t a t e ' s  i n t e r e s t s  and ,  as p a r t  o f  t h e s e  p o w e r s ,  co  
r e q u i r e  as p a r t i a l  c o n s i d e r a t i o n  f o r  i t s  l e a s e  o f  s t a t e  
p u b l i c  l a n d  f o r  p i p e l i n e  r i g h t - o f - w a y  p u r p o s e s  t h a t  the  
o t h e r  p a r t y  t o  th e  t r a n s a c t i o n  assume th e  s t a t u s e s  b o th  
o f  a common c a r r i e r  and o f  a common p u r c h a s e r  o f  c ru d e  
o i l  and n a t u r a l  gas  p r o d u c e d  In  the  f i e l d s  s e r v e d  by i t s  
p i p e l i n e  as w e l l  as a g r e e  t o  p e r f o r m  s p e c i f i e d  a c t s  and 
o b s e r v e  s p e c i f i e d  c o n d i t i o n s  set; ou t  In  a l e a s e .

- 2 7  - AGO 7605 50



The p i p e l i n e  r e g u l a t o r y  a c t ,  "may be v i e w  as an 
e x e r c i s e  o f  two s e t s  o f  s t a t e  p o w e r s .  I n s o f a r  as th e  
a g en cy  d e s i g n a t e d  t o  a d m i n i s t e r  i t ,  t h e  A la s k a  T ra n s ­
p o r t a t i o n  Com m iss ion ,  i s  c o n c e r n e d  w i t h  g i v i n g  e f f e c t  
t o  th e  s t a t u s e s  and o b l i g a t i o n s  assumed by a p a r t y  t o  
a l e a s e  w i t h  the  s t a t e  o f  s t a t e  p u b l i c  l a n d  f o r  p i p e ­
l i n e  r i g h t - o f - w a y  p u r p o s e s ,  su ch  as th e  common c a r r i e r  
duty  o r  the  o b l i g a t i o n  t o  c o n s t r u c t  a p i p e l i n e  i n  a c c o r ­
dance  w i th  Si p r o j e c t  d e s c r i p t i o n  s e t  o u t  i n  th e  l e a s e  
o r  a c e r t i f i c a t e  i s s u e d  under  i t ,  the  Act  i s  an e x t e n ­
s i o n  o f  th e  A la ska  R ig h t -O f -W a y  L e a s i n g  Act  and an e x e r -  
c se  o f  the  two powers  upon w h ich  i t  i s  b a s e d .  I n s o f a r  
as the  Commission i s  c o n c e r n e d  w i th  a d m i n i s t e r i n g  r e ­
q u i r e m e n t s  im posed  by the  Act  upon common c a r r i e r s ,  o r  
might be v ie w e d  as so  d o i n g ,  t h e  Act  i s  in  p a r t  an e x ­
e r c i s e  o f  t h e  s t a t e ' s  power  t o  r e g u l a t e  a c t i v i t i e s  o f  
i n t r a s t a t e  p i p e l i n e  c a r r i e r s  and t o  r e g u l a t e  a c t i v i t i e s  
o f  i n t e r s t a t e  p i p e l i n e  c a r r i e r s  i n  o r d e r  t o  p r o t e c t  
c l e a r  and im p o r t a n t  s t a t e  i n t e r e s t s  i n s o f a r  as t h o s e  
a c t i v i t i e s  a re  n o t  r e g u l a t e d  by f e d e r a l  s t a t u t e  o r  a re  
n o t  r e g u l a t e d  by such a s t a t u t e  on a b a s i s  e x c l u d i n g  
c o n c u r r e n t  s t a t e  r e g u l a t i o n  and s t a t e  r e g u l a t i o n  i s  
o t h e r w i s e  a p p r o p r i a t e  in  l i g h t  o f  f e d e r a l  s t a t u t o r y  and 
c o n s t i t u t i o n a l  l i m i t a t i o n s .

Im p o r ta n t  c o v e n e n t s  i n  t h e  l e a s i n g  b i l l  i n c l u d e :

( 1 )  a p r o v i s i o n  r e l a t i n g  t o  the  te rm  o r  d u r a t i o n  
o f  th e  l e a s e  and t o  i t s  r e n e w a l ;

( 2 )  a c o v e n a n t  t o  c o n s t r u c t ,  o p e r a t e  and m a in t a in  
th e  p i p e l i n e  d e s c r i b e d  i r  the  p i p e l i n e  p r o j e c t  d e s c r i p t i o n  
s e t  f o r t h  i n  the  l e a s e  o r  in  c e r t i f i c a t e s  i s s u e d  under  i t ;

( 3 )  a c o v e n a n t  t o  assume the  s t a t u s  o f  a common 
c a r r i e r  and o f  a common p u r c h a s e r  o f  c r u d e  o i l  p r o d u c e d  i n  
f i e l d s  s e r v e d  by n a t u r a l  gas  p i p e l i n e s ;

( 4 )  a c o v e n a n t  t o  t r a n s f e r  t o  the  s t a t e ,  a t  i t s  
e l e c t i o n ,  an u n d iv id e d  i n t e r e s t  in  th e  p i p e l i n e  e q u a l  t o  
the  i n t e r e s t  o f  the  s t a t e  and o f  the  U n i te d  S t a t e s  i n  
f i e l d s  s e r v e d  by the p i p e l i n e ;
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(5 )  a c o v e n a n t  t o  pay a minimum p e r c e n t a g e  r e n t a l  
b a sed  upon th e  h i g h e r  o f  two f o r m u la  c o m p u t a t i o n s ,  one  
o f  wh ich  u t i l i s e s  a s p e c i f i e d  p e r c e n t a g e  o f  the  t o t a l  
p i p e l i n e  f a c i l i t y  c o s t  and t h e  o t h e r  o f  v /hich u t i l i z e s  
a s p e c i f i e d  p e r c e n t a g e  o f  the  p i p e l i n e ’ s a n n u a l  net  
e a r n i n g s ;

(6 )  a c o v e n a n t  n o t  t o  t r a n s f e r  the  r i g h t - o f - w a y  
l e a s e ,  c e r t i f i c a t e s  i s s u e d  t h e r e u n d e r ,  o r  t h e  p i p e ­
l i n e  f a c i l i t y  w i t h o u t  f i r s t  s e c u r i n g  t h e  c o n s e n t  o f  
t h e  B oa rd ;

(7 )  a c o v e n a n t  t o  subm it  t o  t h e  j u r i s d i c t i o n  o f  th e  
A la sk a  T r a n s p o r t a t i o n  Commiss ion  and t h e  s t a t e  c o u r t s  f o r  
the  p u r p o s e  o f  a d j u d i c a t i o n  o f  c o m p l a i n t s  c o n c e r n i n g  v i o ­
l a t i o n  o f  t h e  A c t  o r  a l e a s e  o r  c e r t i f i c a t e  i s s u e d  un der  
i t  o r  r e s o l u t i o n  o f  any q u e s t i o n  o f  i n t e r p r e t a t i o n  o f  the  
l e a s e  o r  any d i s p u t e  c o n c e r n i n g  th e  l e a s e  o r  c e r t i f i c a t e  
t h e r e u n d e r  b e tw een  t h e  p a r t i e s ;

(8 )  and a c o v e n a n t  t o  m a in t a i n  the  l e a s e h o l d  and p i p e ­
l i n e  i n  g ood  r e p a i r ,  t o  use t h e  h i g h e s t  d e g r e e  o f  c a r e  t o  
p r e v e n t  a p i p e l i n e  i n c i d e n t  c a u s i n g  i n j u r y ,  s i c k n e s s ,  
d i s e a s e ,  o r  d e a t h  o r  l o s s  o f  o r  damage t o  p r o p e r t y  o r  
damage t o  t h e  n a t u r a l  e n v i r o n m e n t ,  and t o  p r o m p t ly  r e p a i r  
o r  r e p l a c e  any damage t o  o r  d e s t r u c t i o n  r e s u l t i n g  from
th e  f o r m e r .

At t h e  t im e  o f  t h i s  w r i t i n g ,  s u b s t a n t i a l  p a r t s  o f  the  
r e g u l a t i o n  and s t a t e  r i g h t - o f - w a y  l e a s i n g  b i l l  have been  
r e v i s e d .  The b a s i c  c o v e n e n t s  r e m a in ,  g e n e r a l l y ,  as P r o f .  
W i t h e r s p o o n  d e s c r i b e d  them a b o v e .  These  may change b e f o r e  
the  end o f  th e  l e g i s l a t i v e  s e s s i o n  in  1 9 7 2 ,  h ow ever .

There  a r e  t h r e e  p a r t s  o f  t h e  r i g h t - o f - w a y  l e a s i n g  b i l l  
p a r t i c u l a r l y  b o t h e rs o m e  t o  some p e t r o l e u m  c o m p a n ie s :  The
fo r m u la  used  i n  d e t e r m i n i n g  l e a s e  r e n t a l  w i l l  r e s u l t  in  
h ig h  r e v e n u e s  t o  the  s t a t e ,  and i s  r e a l l y  j u s t  a n o t h e r  
form  o f  t a x a t i o n ;  t h e  "common p u r c h a s e r "  p r o v i s i o n  p l a c e s  
the  p i p e l i n e  company in  t h e  p o s i t i o n  o f  h a v in g  t o  buy any 
o i l  o r  gas from any f i e l d  fou n d  a l o n g  i t s  r o u t e ,  thus  
p r o v i d i n g  a m a r k e t in g  s e r v i c e  ( t h i s  d i f f e r s  from common 
c a r r i e r  s t a t u s  where the  p i p e l i n e  owners o n l y  p r o v i d e  
t r a n s p o r t a t i o n  t o  m a rk e t ,  w i t h  th e  owners o f  the  o i l  
h a v in g  t o  f i n d  t h e i r  own m a r k e t ) ;  and t h e  l e a s e  term o f  
10 t o  25 y e a r s ,  where th e  com p an ies  say t h a t  the  p o s s ­
i b i l i t y  t h a t  t h e  l e a s e  might  be c a n c e l l e d  c o u l d  c r e a t e  
f i n a n c i n g  p r o b l e m s .
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THE POLITICS OF PIPELINE OWNERSHIP

The com prom ise  r e g u l a t i o n  and r i g h t - o f - w a y  l e a s i n g  
b i l l s  e m e r g in g  out  o f  t h e  l e g i s l a t i v e  s e s s i o n  w i l l  a ccom ­
p l i s h  many o f  t h e  g o a l s  s e t  ou t  f o r  f u l l  s t a t e  o w n e r s h i p ,  
w i t h o u t  p l a c i n g  th e  heavy  burden  o f  f i n a n c i n g  p i p e l i n e  
bond i s s u e s  on the  s t a t e .

But t h e  G o v e r n o r ’ s s e e k i n g  o f  s t a t e  o w n e r s h ip  has 
w id e r  p o l i t i c a l  r a m i f i c a t i o n s  i n  A la s k a .  Some a r e  
a p p a re n t  and o t h e r s  a r e  n o t .

The c e n t r a l  i s s u e  a t  s t a k e  i n  r e g u l a t i o n ,  l e a s i n g  
and p a r t i a l  o r  f u l l  o w n e r s h ip  i s  how e f f e c t i v e l y  th e  
s t a t e  w i l l  be a b l e  t o  p r o t e c t  and manage i t s  r e v e n u e  
s o u r c e  on t h e  North  S l o p e .  T h is  q u e s t i o n  w i l l  d e t e r m i n e  
th e  amount o f  money t h e  s t a t e  w i l l  have t o  spend f o r  y e a r s  
t o  come and i t  i s  a q u e s t i o n  l o a d e d  w i t h  p o l i t i c a l  d y n a m i t e .  
G ov ern or  E g a n 's  c o n c e r n  a p p e a r s  t o  be a s i n c e r e  and g e n u in e  
c o n v i c t i o n  t h a t ,  w i t h  t h e  d i s c o v e r y  o f  o i l  a t  Prudhoe Bay, 
an " e c o n o m ic  s t a t e "  w i l l  form  i n  A la sk a  w h ich  w i l l  be more 
p o w e r f u l  than  th e  p o l i t i c a l  s t a t e  t h e o r e t i c a l l y  c o n t a i n i n g  
i t  (Egan used  t h e s e  same words i n  h i s  s t a t e m e n t  a t  the  
March 6 p i p e l i n e  h e a r i n g s ) .  I f  the  s t a t e  has no a d e q u a t e  
" h a n d l e "  on t h e  o i l  i n d u s t r y ,  t h e  t h i n k i n g  g o e s ,  d e c i s i o n s  
made i n  c o r p o r a t e  b o a r d  roons  i n  D a l l a s ,  H ouston  and New York 
w i l l  have f a r  g r e a t e r  i n f l u e n c e  ( i n d i r e c t l y )  on s t a t e  p o l i c y  
d e c i s i o n s  than  d e c i s i o n s  made i n  Juneau.

T h is  q u e s t i o n ,  t o  t h e  man on t h e  s t r e e t  i n  A l a s k a ,  i s  
the  s e l f - a u t o m o n y  and s t a t e h o o d  i s s u e  a l l  o v e r  a g a i n :  who
w i l l  " r u n "  A la sk a ?  The p e o p l e ?  Or t h e  o i l  c o m p a n ie s ?  In  
t h e i r  a t t i t u d e s  tow ard  s t a t e  o w n e r s h i p ,  t h e  " p e o p l e " ?  Or t h e  
o i l  i n d u s t r y ,  but th e y  a l s o  have a b u i l t - o n  d i s t r u s t  o f  
governm ent  b u r e a u c r a c y .  The f e e l i n g  i s  e v i d e n t  t h a t  i f  the  
s t a t e  c a n ' t  a d e q u a t e l y  m a in t a i n  r o a d s ,  how can i t  b u i l d  and 
run a p r o f i t a b l e  p i p e l i n e ?  But w h i l e  s t a t e  o w n e r s h ip  p e r  s e  
may n o t  have wide  p u b l i c  s u p p o r t  i n  A l a s k a ,  t h e  q u e s t i o n  o f  
the  s t a t e  " g e t t i n g  a h a n d l e "  o f  c o n t r o l  on th e  o i l  i n d u s t r y  
d o e s  have w ide  s u p p o r t .
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These  a r e  t h e  d i r e c t ,  a n d - a p p a r e n t , p o l i t i c a l  r a m i ­
f i c a t i o n s .  There  a r e  d e e p e r  r e m i f i c a t i o n s  t h a t  a r e  n o t  so  
a p p a r e n t .

The n a t u r e  o f  A l a s k a ' s  p o p u l a t i o n  has a lw a y s  b een  
m o b i l e  and s h i f t i n g .  A t t i t u d e s  can  chan ge  more i n  a d e c a d e  
th a n  o t h e r  s t a t e s  can e v e r  e x p e r i e n c e  i n  a c e n t u r y .  But t h e  
l e g a c y  o f  t e r r i t o r i a l  s t a t u s  s t i l l  hangs o v e r  A l a s k a n s .

Many A la sk a n s  f e e l  as i f  th e y  h a v e n ' t  y e t  a t t a i n e d  f u l l  
s t a t e h o o d  and s e l f - a u t o n o m y .  D e c i s i o n s  made in  fa ra w a y  
W ash in gton  D.C.  s t i l l  a f f e c t  A la s k a  h e a v i l y ,  and A la s k a n s  
s t i l l  f e e l  t h a t  s e n s e  o f  h e l p l e s s  f r u s t r a t i o n  when s e e m i n g l y  
u n i l a t e r a l  f e d e r a l  a c t i o n s  a r e  made w i t h  a p p a r e n t l y  no l o c a l  
c o n s i d e r a t i o n .

The p i p e l i n e  p ro m is e d  t o  change  t h a t .  The p i p e l i n e  meant 
t h a t  f o r  t h e  f i r s t  t i m e ,  A la s k a  would  have t r u e  e c o n o m ic  as 
w e l l  as p o l i t i c a l  s t a t e h o o d .  The s t a t e  wou ld  have  t h e  money 
t o  " f i g h t "  f e d e r a l  i n t e r e f e r e n c e , o r  so  t h e  f e e l i n g  r a n .

When c o n s e r v a t i o n i s t s  came a l o n g  i t  seemed t o  A la s k a n s  
t h a t  t h e y  were i n  " c a h o o t s "  w i t h  the  f e d e r a l  b u r e a u c r a ; s .
The N a t i o n a l  E n v iro n m e n ta l  Act  was a " c o n s p i r a c y "  t o  n e g a t e  
t h e  s t a t e  hood a c t ,  k e e p i n g  A la sk a  f o r e v e r  i n  e c o n o m ic  t e r r i ­
t o r i a l  s t a t u s ,  p e o p l e  s a i d .  R e a c t i n g  t o  what t h e y  f e l t  was 
more i n t e r f e r e n c e  in  A la ska n  a f f a i r s  by ' O u t s i d e r s " ,  A la sk a n s  
g rou p ed  p r o t e c t i v e l y  around  the  i d e a  o f  t h e  t r a n s - A l a s k a  p i p e ­
l i n e  as th e  symbol  o f  A la s k a  s e l f - a u t o n o m y .  Many in  i n d u s t r y  
have c o n f u s e d  t M s  w h o l e - h e a r t e d  en d orsem en t  o f  t h e  p i p e l i n e  
by A la sk a n s  as  a s i g n  t h a t  A la sk a n s  i n  g e n e r a l  f e l t  t h e i r  g o a l s  
were th e  same as t h o s e  o f  t h e  i n d u s t r y .  T h ere  has b e e n  c o n ­
f u s i o n  on o v e r l a p p i n g  g o a l s  s i n c e  t h e  d i s c o v e r y  o f  Prudhoe  Bay 
i n  1 9 68 ,  and the  p i p e l i n e  p r o p o s a l .

I t  must be remembered t h a t  b e f o r e  Prudhoe Bay ,  when t h e  
o n l y  i n d u s t r y  a c t i v i t y  was i n  e x p l o r a t i o n  and the  o n l y  p r o d ­
u c t i o n  was in  Cook I n l e t ,  l o c a l  a t t i t u d e s  tow ard  i n d u s t r y  
were d e c i d e d l y  c o o l .  O i l  com p an ies  th en  r e p r e s e n t e d  " b i g  Out­
s i d e  c o r p o r a t i o n s " ,  and the- " r o b b e r  b a r o n "  image was v e r y  
p o p u l a r .
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I t  v;as o n l y  when Prudhoe Bay and t h e  p i p e l i n e  b r o u g h t  
p r o m is e  o f  huge s t a t e  r e v e n u e s ,  and when an " a d v e r s a r y "  
a p p e a r e d  i n  t h e  form  o f  a e n v i r o n m e n t a l i s t - f e d e r a l  g o v e r n ­
ment ' c o n s p i r a c y  t o  h o l d  back  A l a s k a " ,  t h a t  A la s k a n s  warmed 
t o  t h e  i d e a  o f  o i l  d e v e l o p m e n t .  Many in  i n d u s t r y  c o n f u s e d  
A l a s k a n s '  en d orsem en t  o f  t h e  p i p e l i n e  as  en d orsem en t  o f  the  
i n d u s t r y  i t s e l f .

Many A la s k a n s  were  even  c o n f u s e d  on t h i s  p o i n t . But 
t h i s  w a s n ' t  n e c e s s a r i l y  t h e  c a s e ,  as  E g a n 's  s t a t e  o w n e r s h ip  
q u e s t i o n  has p o i n t e d  o u t .

When G o v e rn o r  Egan f i r s t  a sk e d  t h e  q u e s t i o n  a b o u t  p i p e ­
l i n e  t a r i f f  r e g u l a t i o n ,  p r o t e c t i o n  o f  t h e  s t a t e ' s  f i n a n c i a l  
i n t e r e s t  a t  Prudhoe and s t a t e  o w n e r s h ip  o f  t h e  p i p e l i n e ,  i t  
v/as t h e  f i r s t  t im e  t h a t  any h i g h l y  p l a c e d  s t a t e  o f f i c i a l  
had c a l l e d  t h e  i n d u s t r y  on t h e  " c a r p e t " .  Egan, who has wide  
p o p u l a r  s u p p o r t  in  A l a s k a ,  f o r c e f u l l y  i d e n t i f i e d  t h e  g o a l s  
o f  A la sk a  as  d i f f e r e n t  from  t h o s e  o f  t h e  i n d u s t r y .

With t h e i r  i n i t i a l  s t r o n g  n e g a t i v e  r e a c t i o n s  t o  the  
s t a t e  o w n e r s h ip  p r o p o s a l ,  two com p a n ies  (S t a n d a r d  O i l  o f  Ohio  
and Humble O i l  & R e f i n i n g )  made t h e  s i t u a t i o n  w o r se  f o r  i n ­
d u s t r y  by h o t l y  a r g u i n g  E g a n 's  a s s e r t i o n  and ,  i n  t h e  minds 
o f  A l a s k a n s ,  c o n f i r m i n g  what Egan had o r i g i n a l l y  s a i d .

The A la s k a  image o f  t h e  i n d u s t r y  began  t o  cha n ge  a g a i n ,  
t c  assume o n c e  more t h e  " r o b b e r  b a r . "a "  c o l o r a t i o n .  As t h e  
G o v e r n o r ' s  p i p e l i n e  o w n e r s h ip  l e g i c J a t i v e  program a d v a n c e d ,  
and as h e a r i n g s  were h e l d  w i t h  r c s u l j i n g  heavy  p r e s s  c o v e r a g e  
i n  A la s k a ,  th e  image o f  t h e  o i l  i  id u s t ry  h o l d i n g  hard  a g a i n s t  
any s t a t e  r e g u l a t i o n  m easures  t o  p r o t e c t  i t s  i n t e r e s t  ( r e ­
g a r d l e s s  o f  t h e  l e g a l i t y  o r  m e r i t  o f  the  m e a s u re s )  was f i r m l y  
p l a n t e d  in  th e  minds o f  t h e  A la s k a  p u b l i c .

The com p a n ies  may n o t  have r e a l i z e d  i t ,  b u t  t h e  G o v e r n o r ' s  
cam paign f o r  s t a t e  r e g u l a t i o n  and c o n t r o l  o f  th e  p i p e l i n e  was 
as  much wages as  a p u b l i c  r e l a t i o n s  e f f o r t  th ro u g h  t h e  p r e s s
and aimed a t  " g r a s s - r o o t s "  e m o t i o n a l  s u p p o r t  among t h e  A la s k a  
p u b l i c ,  as i t  was waged as  a l e g i s l a t i v e  and l e g a l  i s s u e  th ro u g h  
t h e  l e g i s l a t u r e .
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The i n d u s t r y ,  a t t e m p t i n g  t o  d e a l  w i t h  t h e  G o v e r n o r ’ s 
p la n  on a p u r e l y  l e g a l  and l e g i s l a t i v e  b a s i s ,  had l o s t  t h e  
war b e f o r e  the  f i r s t  b a t t l e  had ev en  been  f o u g h t .  No m a t t e r  
how adam antly  i n d u s t r y  r e p r e s e n t a t i v e s  and w i t n e s s e s  may 
a rg u e  l e g a l  p r e c e d e n t s ,  -when t h e  p o p u l a c e  has been  a r o u s e d  
(and t h e  l e g i s l a t u r e  i s  a r e f l e c t i o n  o f  t h a t  a r o u s a l )  a way 
w i l l  be f o u n d ,  by one method o r  a n o t h e r ,  t o  put  a " h a n d l e "  
on t h e  o i l  i n d u s t r y .

As o f  t h i s  w r i t i n g ,  p u b l i c  a t t i t u d e s  i n  A la sk a  now show 
a c l e a r  d i s t i n c t i o n  i n  g o a l s  b e tw e e n  "what i s  g o o d "  f o r  A la s k a  
and "what i s  g o o d "  f o r  i n d u s t r y .  A l th o u g h  A la sk a n s  c l e a r l y  
s u p p o r t  s p e e d y  e x p e d i t i o n  o f  t h e  q u e s t i o n s  d e l a y i n g  t h e  t r a n s -  
A la s k a  p i p e l i n e ,  t h e y  a l s o  r e g a r d  o i l  com p an ies  t h e m s e l v e s  
w i t h  a c o o l  a t t i t u d e .

One o t h e r  i n c r e a s i n g l y  a c t i v e  and s t r o n g  p u b l i c  g ro u p  i n  
A la s k a  was th e  N a t iv e  g r o u p s ,  who were a s t r o n g  p o t e n t i a l  a l l y  
o f  t h e  i n d u s t r y .  U n f o r t u n a t e l y ,  th e  i n d u s t r y ’ s a c t i o n  i n  
b r i n g i n g  s u i t  o v e r  th e  p r o p o s a l  t o  c r e a t e  a North  S l o p e  b o r ­
ough has a l i e n a t e d  th e  N a t iv e  g r o u p s  t o  a p o i n t  where t h e y ,  
t o o ,  r e g a r d  o i l  com p an ies  w i t h  c o o l  d i s d a i n .  In t a k i n g  t h e  
f o r m a t i o n  o f  a North  S l o p e  b o r o u g h ,  t h e  i n d u s t r y  a g a i n  a dd ­
r e s s e d  i t s e l f  t o  o n l y  t h e  l e g a l  p a r a m e t e r s  o f  an i s s u e ,  
w h i l e  i g n o r i n g  th e  l a r g e r  p o l i t i c a l  a s p e c t s  wh ich  w i l l ,  i n  
t i m e ,  become l e g a l  a s p e c t s .
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CONCLUSION

The p r e s e n t  A la s k a  L e g i s l a t u r e  w i l l  u n d o u b t e d ly  
a d o p t  some form  o f  r i g h t - o f - w a y  l e a s i n g  l e g i s l a t i o n ,  
and f u r t h e r  may p o s s i b l y  e n a c t  a s t r o n g  s t a t e  p i p e ­
l i n e  r e g u l a t o r y  m ea su re .  For  t h e  p r e s e n t  s t a t e  p i p e ­
l i n e  o w n e r s h ip  w i l l  f a l l  by t h e  w a y s i d e .  However , 3, , , , , ,  
r e g a r d l e s s  o f  what i s  — o r  i s  n o t —  e n a c t e d ,  t h e  
i s s u e s  e x p o s e d  by c u r r e n t l y  p e n d i n g  p i p e l i n e  l e g i s l a t ­
i o n  a r e  l i k e l y  t o  rem a in  " a l i v e "  i n  t h e  A la ska  p u b l i c  
p o l i c y  making forum f o r  y e a r s  t o  come.

The b a s i c  i s s u e s  r e v o l v i n g  around  s t a t e  la n d  
l e a s i n g ,  p i p e l i n e  e c o n o m ic  r e g u l a t i o n ,  and p i p e l i n e  
o w n e r s h ip  w i l l  u n d o u b t e d ly  be p r e s s e d  f o r w a r d  by 
A la sk a n s  t im e  and t im e  a g a i n  as  d e v e l o p m e n t  c o n t i n u e s  
w i t h i n  th e  s t a t e .  The i s s u e s  w i l l  be p o s e d  by t h e  
l e g i s l a t u r e ,  by s t a t e  r e g u l a t o r y  b o d i e s ,  and i n  the  
C o u r t s  as s t a t e  ar.d i n d u s t r y  c l a s h  o v e r  what i s  the 
p r o p e r  d i v i s i o n  o f  r e s o u r c e  w e a l t h  t o  e a c h .  At the  
c o r e  o f  t h e  s t a t e ' s  p o s i t i o n  i s  i t s  u n iq u e  s t a t u s  
as " l a n d o w n e r , "  and t h e r e f o r e  i n d u s t r y  can c o n s i s t e n t l y  
e x p e c t  th e  s t a t e  t o  e x e r t  l u s  " p r o p r i e t a r y "  r i g h t s  
and t o  u t i l i s e  t h o s e  rlp^nts t o  m axim ise  i t s  a l t e r n a t i v e  
r i g h t s  as a s t a t e  g o v e r n m e n t .  Q u i te  i n  c o n t r a s t  to  
t h e  o t h e r  s t a t e s ,  t h e  r e l a t i o n s h i p  o f  i n d u s t r y  and 
s t a t e  governm ent  in  A la s k a  must s ta n d  a p a r t  b eca u se  
o f  t h i s  e s s e n t i a l  r o l e  o f  t h e  s t a t e  as  the  No. 2 l a n d ­
h o l d e r  .

Nor s h o u ld  t h e  i s s u e s  t h a t  s u rrou n d  s t a t e  p i p e l i n e  
o w n e rs h ip  be d i s r e g a r d e d .  The o w n e r s h ip  i s s u e  i s  not  
d e a d . I n s t e a d  t h e  I s s u e  w i l l  be r e f o c u s e d  on f u t u r e  
s m a l l e r  p i p e l i n e s ,  and i n  p a r t i c u l a r  on the  Alaska  
p o r t i o n  o f  th e  p r o p o s e d  A la s k a /T r a n s - C a n a d a  N a tu ra l  Gas 
p i p e l i n e .

-  34 -

AGO 760557



B ecause  o f  some o f  t h e  i n h e r e n t  d i f f e r e n c e  -in 
A l a s k a ,  such  as i t s  p o s i t i o n  as  a m a jo r  l a n d h o l d e r ,  
i t s  s u p e r - c e n t r a l i z e d  and v e r y  s t r o n g  e x e c u t i v e  form  
o f  g ov ern m en t ,  i t s  p o l i t i c a l l y  i n s u l a t e d  j u d i c i a l  
s y s t e m ,  extrem e g r a s s - r o o t s  p o l i t i c a l  s e n s i t i v i t y ,  
and t h e  e x i s t a n c e  o f  s e m i - g o v e r n m e n t a l  la n d o w n in g  
u n i t s  in  t h e  form  o f  t h e  n a t i v e  c o r p o r a t i o n s ,  i t  i s  
f a i r  warn ing  t h a t  i n d u s t r y  would  be i l l - a d v i s e d  t o  
v ie w  d e a l i n g  w i t h  governm ent  i n  A la sk a  as  b e i n g  
anywhere n ea r  s i m i l a r  t o  t h e i r  e x p e r i e n c e s  e l s e w h e r e .

The i s s u e s  d i s c u s s e d  i n  t h i s  r e p o r t  w i l l  be 
w i t h  A la sk a  f o r  a l o n g  t i m e ,  and th e y  w i l l  be t h e  
s u b j e c t  o f  " A la s k a  S e r i e s "  r e p o r t s  n e x t  y e a r .  I t  i s  
l i k e l y  t h a t  the  i s s u e  o f  th e  s t a t e ' s  p r o p r i e t a r y  
r i g h t s  r e f l e c t s  a " t r e n d "  — a theme—  t h a t  w i l l  
weave i t s e l f  i n t o  t h e  s t a t e ' s  d e v e lo p m e n t  f a b r i c  f o r  
th e  n ex t  q u a r t e r  c e n t u r y .  And, i t  i s  l i k e l y  t h a t  
" i n d u s t r y "  t h a t  i d e n t i f i e s  and can co p e  w i t h  t h i s  
t r e n d  w i l l  l i k e w i s e  weave i t s e l f  t h r o u g h  A l a s k a ' s  
d e v e lop m en t  f o r  t h e  n e x t  25 y e a r s .
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COMPLAINT '
( D e c l a r a t o r y  and I n j u n c t i v e  R e l i e f  nought)

1 .  T i l ls  a c t i o n  a r i s e s  un der  the  C o n s t i t u t i o n  o f  th e  

U n i t e d  S t a t e s ,  / i r t i c l e  I ,  S e c t i o n s  8 and 10 ,  A r t i c l e  VI and t h e  

F i f t h  and F o u r t e e n t h  Amendments, and un der  t h e  C o n s t i t u t i o n  o f  

t h e  S t a t e  o f  A la s k a ,  A r t i c l e  I ,  S e c t i o n s  1 ,  7 ,  15 ,  and 1 8 ,  and 

A r t i c l e  V I I I i  S e c t i o n s  17 and 18 ,  and AS 0 9 . 5 0 . 2 5 0  and

AS 2 2 . 1 0 . 0 2 0 .

2 .  P l a i n t i f f s  Amerada Hess C o r p o r a t i o n ,  Amoco P r o d u c t i o n  

Company, BP O i l  C o r p o r a t i o n ,  G u l f  O i l  C o r p o r a t i o n ,  Humble O i l  and 

R e f i n i n g  Company, P h i l l i p s  P e t r o l e u m  Company, S h e l l y  O i l  Company 

and Union  O i l  Company o f  C a l i f o r n i a  ( h e r e i n a f t e r  so m e t im e s  r e f e r r e d  

t o  nc*- t h e  p l a i n t i f f  p r o d u c e r s )  a r e  i n  t h e  b u s i n e s s  o f  p r o d u c i n g  

and r  r k e t i n g  p e t r o l e u m  p r o d u c t s .  P l a i n t i f f s  Humble P i p e l i n e

Co any and S o h io  P i p e l i n e  Company ( h e r e i n a f t e r  s om et im es  r e f e r r e d  

t o  as  t h e  p l a i n t i f f  p i p e l i n e  c o m p a n ie s )  a r e  i n  t h e  b u s i n e s s  o f
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b u i l d i n g ,  owning  and o p e r a t i n g  p i p e l i n e s  f o r  t h e  t r a n s p o r t a t i o n  o f  

c r u d e  o i l  and o t h e r  p e t r o l e u m  p r o d u c t s ,  as i s  p l a i n t i f f  Union O i l  

Company o f  C a l i f o r n i a *  Each o f  t h e  p l a i n t i f f s  i s  a u t h o r i z e d  t o  

do b u s i n e s s  in  A l a s k a ,  has  f i l e d  i t s  l a s t  annu al  r e p o r t  w i t h  t h e  >

S t a t e  and has p h i d  a l l  t a x e s  duo t h e  S t a t e .
:! . . .  . I:• 3. T h i s  i s  a s u i t  f o r  a d e c l a r a t i o n  t h a t  t h e  f o l l o w i n g  j

a c t s  o f  th e  S e v e n t h  L e g i s l a t u r e  o f  t h e  S t a t e  o f  A l a s k a ,  d u ly
i

a p p r o v e d  by  t h e  G o v e r n o r  o f  s a i d  S t a t e ,  a r e  u n c o n s t i t u t i o n a l ,

• i n v a l i d  and o f  no e f f e c t :  j

(1) "An A c t  r e l a t i n g  t o  o i l  and gas  r e v e n u e s ;
| and p r o v i d i n g  f o r  an e f f e c t i v e  d a t e "

( h e r e i n a f t e r  s o m e t im e s  Minimum P r i c e  
A c t ) ,  a p p r o v e d  by t h e  G o v e r n o r  June  2 ,
1 9 7 2 ,  and

" \ v 1^ ( 2 )  "An A c t  r e l a t i n g  t o  l e a s e  o f  r i g h t s - o f -
way o v e r  s t a t e  l a n d  f o r  t h e  t r a n s p o r t a t i o n
o f  o i l  and gas  w i t h i n  t h e  s t a t e ;  and 
p r o v i d i n g  f o r  an e f f e c t i v e  d a t e "  ( h e r e i n ­
a f t e r  s o m e t im e s  R ich  t - o f - l v a y  A c t )  , a p p r o v e d  
by  t h e  G o v e r n o r  May 1 9 ,  1 9 7 2 ;  j

i
. and t o  e n j o i n  t h e  e n f o r c e m e n t  o f  t h e  A la s k a  R i g h t - o f - W a y  L e a s i n g  

A c t  o f  1 9 7 2 ,  w h ich  i s  S e c t i o n  1 o f  t h e  R i g h t - o f - W a y  A c t .  Each o f
t

7.. <
s a i d  a c t s  was s e p a r a t e l y  e n a c t e d  and a p p r o v e d ,  b u t  ea ch  was e n a c t e d

" )  i

. as a max-t-.gf--a—s.innie._pJLan t o  c h ancre u n i l a t e r a l l y  t h e  te rm s  o f

c e r t a i n  o i l  and g a s  l e a s e s  p u r c h a s e d  from  t h e  s t a t e  by  t h e  p l a i n -

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

d e s i g n e d  t o  s u b j e c t  t h e  l e s s e e s  t o  more o n e r o u s  c o n d i t i o n s  than
» i

t h o s e  c o n t e m p l a t e d  u n d e r  t h e  l e a s e  c o n t r a c t s  and t o  e x a c t  f o r  th e
j

S t a t e  o f  A l a s k a  a h i g h e r  p r i c e  than t h e  c o n t r a c t i n g  p a r t i e s  had
* t i,

a g r e e d  t o  f o r  t h e  r i g h t  t o  e x p l o r e  f o r ,  d e v e l o p ,  p r o d u c e ,  p r o c e s s
t

and m arket  p e t r o l e u m  p r o d u c t s  i n  and f rom  t h e  N orth  S l o p e  o f
. * I

. / i l a s k a *  T h i s  a c t i o n  s e e k s  a l s o  a d e c l a r a t i o n  t h a t  "An A c t  '
!

r e l a t i n g  t o  o i l  and g a s  p i p e l i n e s  and t o  t h e  c r e a t i o n  o f  t h e
|

A l a s k a  P i p e l i n e  C o m m is s io n ;  and p r o v i d i n g  f o r  an e f f e c t i v e  d a t e "
i

( h e r e i n a f t e r  s o m e t im e s  P i p e l i n e  C om m iss ion  A c t ) , a p p r o v e d  by  th e

G o v e r n o r  June 2 0 ,  1 9 7 2 ,  i s  n o t  a p p l i c a b l e  t o  th e  p r o p o s e d  T ra n s
i
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1 A la s k a  P i p e l i n e  h e r e i n a f t e r  d e s c r i b e d .
I
:i . I4 .  F or  many y e a r s  t h e  U n i t e d  S t a t e s  and ,  a f t e r  i t s
(I i
• c r e a t i o n  and. a d m i s s i o n  t o  t h e  U n ion ,  t h e  S t a t e  o f  A l a s k a  have
■j . . . !
, g r a n t e d  f o r  a v a l u a b l e  c o n s i d e r a t i o n  t o  i n d i v i d u a l s  and c o r p o r -  

•1 !
: a t i o n s  a p p l y i n g  t h e r e f o r ,  i n  a c c o r d a n c e  v ; i th  t h e  C o n s t i t u t i o n  o f  ‘
J I
/j A la s k a  and t h e  la w s  and r e t a l i a t i o n s  e n a c t e d  and e s t a b l i s h e d
if * if o r  the  p u r p o s e ,  t h e  e x c l u s i v e  r i g h t ,  on s p e c i f i c a l l y  d e s c r i b e d
1!

l a n d  owned by the  U n i t e d  S t a t e s  o r  by  t h e  S t a t e  o f  / i l a s k a ,  as the

' c a s e  may b e ,  t o  e x p l o r e  f o r ,  d e v e l o p ,  p r o d u c e ,  s a v e ,  s t o r e ,  t r e a t ,
i . •• I j
•; p r o c e s s ,  t r a n s p o r t ,  t a k e  c a r e  o f  and m arket  o i l ,  gas  and a s s o c -  *

■ i a t e d  s u b s t a n c e s ,  and t o  i n s t a l l  p i p e l i n e s  and s t r u c t u r e s  on s a i d
■i ' |
, l a n d  i n  c o n n e c t i o n  t h e r e w i t h .  i
!

5 .  A p p r o x i m a t e l y  9 8 .  8S o f  t h e  l a n d  s u r f a c e  o f

■ A l a s k a  i s  owned e i t h e r  b y  t h e  U n i t e d  S t a t e s  o r  b y  t h e  S t a t e  o f
: i i

,
• A l a s k a .  The s t a t e ,  m  m aking  t h e  i n i t i a l  s e l e c t i o n  o f  la n d s
ij

t o  be  c o n v e y e d  t o  i t  by  t h e  U n i t e d  S t a t e s  un der  t h e  S t a t e h o o d
[ 1
■ ! A c t  ( P .L ,  8 5 - 5 0 8 ;  72 S t a t ,  3 3 9 ) ,  t e n d e d  t o  d e s i g n a t e  l a n d  a l r e a d y
’? ,

. i n  o i l  o r  gas  p r o d u c t i o n  o r  b e l i e v e d  t o  have  p o t e n t i a l  f o r  o i l
i i
p r o d u c t i o n  and t h e  t r a n s p o r t  t h e r e o f  t o  m arket  i n  p r e f e r e n c e  t o  j

i; !

; l a n d  n o t  t h o u g h t  t o  h a v e  su ch  p o t e n t i a l .  As a c o n s e q u e n c e ,  much ,
I

: , o f  th e  e x p l o r a t i o n  f o r  o i l  and g a s  i n  t h e  s t a t e  has b e e n  c o n d u c t e d
J ; I

: on l a n d s  owned by  o r  s e l e c t e d  b y  t h e  s t a t e  f o r  o w n e r s h i p .  Bcc i iuse
: i j

o f  t h e  l o c a t i o n  o f  such  l a n d s  owned and s e l e c t e d  b y  t h e  s t a t e ,
1 11
no o i l  o r  g a s  p r o d u c e d  on  such  l a n d s  has  been  o r  can now o r  i n  th e  

f o r e s e e a b l e  f u t u r e  be  m a r k e t e d  o r  u sed  by t h e  p r o d u c e r  i n  c o m m e r c ia l, 1

q u a n t i t i e s  w i t h o u t  t h e  u t i l i z a t i o n  i n  some d e g r e e  o f  l a n d  owned
Ii

by  the  d e f e n d a n t  S t a t e  o f  A l a s k a ,  i n  a d d i t i o n  t o  t h e  la n d  upon
»

w h ich  such  p r o d u c t i o n  t a k e s  p l a c e .
!

6 .  E x p l o r a t i o n  f o r  o i l  and gas  has  b o o n  c a r r i e d  o u t  

i n  t h e  s o u t h e r n  p o r t i o n  o f  A l a s k a  f o r  a t  l e a s t  GO y e a r s ,  b u t
I

c o m m e r c ia l  q u a n t i t i e s  w e r e  f i r s t  d i s c o v e r e d  i n  1957 on t h e  Kenai
I

. . . . •' P e n i n s u l a .  A d d i t i o n a l  d i s c o v e r i e s  h a v e  been  made f rom  t im e  t o
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t im e  in  t h e  Cook I n l e t  a r e a ,  and a n n u a l  p r o d u c t i o n  f r o m  t h a t  

a r e a  now t o t a l s  a b o u t  2 0 0 , 0 0 0  b a r r e l s  p e r  d a y .  T h i s  o i l ,  a f t e r  

s u p p l y i n g  t h e  c o m p a r a t i v e l y  n e g l i g i b l e  demand w i t h i n  t h e  s t a t e  

f o r  c r u d e  o i l ,  moves e n t i r e l y  i n  i n t e r s t a t e  com m erce .  Any 

a d d i t i o n a l  o i l  p r o d u c e d  i n  A l a s k a  d u r i n g  t h e  f o r e s e e a b l e  f u t u r e
:j

; w i l l  and can  o n l y  b e  m a r k e t e d  a l m o s t  e x c l u s i v e l y  i n  i n t e r s t a t e  

■' com m erce .

7 .  E x p l o r a t i o n  f o r  o i l  ana  g a s  has b een  c a r r i e d  o u t  

on t h e  N orth  S l o p e  o f  A l a s k a  f o r  many y e a r s ,  p r i m a r i l y  s i n c e  

t h e  e s t a b l i s h m e n t  o f  N a v a l  P e t r o l e u m  R e s e r v e  No. 4 ( h e r e i n a f t e r  

so m e t im e s  P e t  4) b y  E x e c u t i v e  O r d e r  3 7 9 7A, 27 F e b ru a ry  1923 .

P e t  4 c o n s i s t s  o f  2 3 , 6 0 0 , 0 0 0  a c r e s  i n  n o r t h w e s t  A la s k a  b o r d e r i n g  

on t h e  A r c t i c  S e a .  The U n i t e d  S t a t e s  c a r r i e d  o u t  a c t i v e  e x p l o r -  

' at . ion  in  P e t  4 f r o m  19 44 t o  1 9 5 2 ,  and  i n  a d d i t i o n  t o  t h e  d i s ­

c o v e r y  o f  g a s  f i e l d s  a t  Gubik and B a r r o w , t h i s  e x p l o r a t i o n  r e ­

s u l t e d  in  t h e  d i s c o v e r y  o f  an o i l  f i e l d  a t  Umiat, i n  t h e  s o u t h ­

e a s t  p o r t i o n  o f  P e t  4 ,  a b o u t  75 m i l e s  s o u t h  o f  t h e  A r c t i c  Sea  and 

a b o u t  t h e  same d i s t a n c e  w e s t  o f  t h e  p r o b a b l e  r o u t e  o f  t h e  

p r o p o s e d  o i l  p i p e l i n e  h e r e i n a f t e r  d e s c r i b e d .  The o i l  f i e l d  

p r o v e d  a t  Umiat d i d  n o t  g i v e  a s s u r a n c e  o f  p r o d u c t i o n  s u f f i c i e n t  

t o  pay t h e  h i g h  c o s t  o f  t r a n s p o r t  t o  m a r k e t  o r  t o  any p o i n t  o f  

f e a s i b l e  use  in  t h e  U n i t e d  S t a t e s  a l t h o u g h  p r e l i m i n a r y  s t u d i e s  

o f  su ch  c o s t s  w ere  a d e .

S t a t e s  o p e n e d  s u b s t a n t i a l  amounts o f  l a n d  on t h e  N orth  S l o p e  t o  

e x p l o r a t i o n  f o r  o i l ,  and e x t e n s i v e  e x p l o r a t i o n  was c a r r i e d  o u t  by 

p r i v a t e  i n t e r e s t s  f o r  more th a n  10 y e a r s .  A l t h o u g h  many m i l l i o n s

o t h e r s ,  no c o m m e r c i a l  d i s c o v e r i e s  o f  o i l  w ere  made u n t i l  1967 .

o f  d o l l a r s  w ere  e x p e n d e d  by  c e r t a i n  o f  t h e  p l a i n t i f f s  and b y

BURR. PHASE 
& KUMZ. Inc.

9 .  Under t h e  p r o v i s i o n s  o f  t h e  A la s k a  S t a t e h o o d  A c t  

(P .L .  1)5-508; 72 S t a b .  339 , ( 1 9 5 8 ) ) ,  t h e  S t a t e  o f  A la s k a  i s  

e n t i t l e d  t o  s e l e c t  a p p r o x i m a t e l y  1 0 3 , 3 5 0 , 0 0 0  a c r e s  o f  F e d e r a l
!\ \V. riGMVII AVtl. 
CIIOnAGL, At. A SKA 
ir.pnoNi: nvn-iMit
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I I
I

l a n d ,  s u b j e c t  t o  t h e  a p p r o v a l  o f  t h e  U n i te d  S t a t e s  and s u b j e c t  

t o  c e r t a i n  w i t h d r a w a l s  by t h e  U n i t e d  S t a t e s .  P u r s u a n t  t o  t h i s
t *

a c t  t i ie  s t a t e  lias s e l e c t e d  v a r i o u s . t r a c t s  o f  l a n d  known o r  b e l i e v e di
/  t o  have p o t e n t i a l  f o r  o i l  p r o d u c t i o n ,  i n c l u d i n g  t h e  l a n d s  con - .

i

t a i n i n g  t h e  p r o d u c i n g  o i l  f i e l d s  i n  t h e  Cook I n l e t  a r e a .
i •, I

,! 1 0 .  In 1964 t h e  S t a t e  o f  A l a s k a  s e l e c t e d  a p p r o x i m a t e l y
j; ,

' 1 ,6 0 0  ,000  a c r e s  on t h e  n o r t h  S l o p e  o f  A la s k a  b e t w e e n  P e t  4 on th e
t

’ w e s t ,  th e  A r c t i c  N a t i o n a l  W i l d l i f e  Range on t h e  e a s t ,  and the
> i j.

A r c t i c  Sea on t h e  n o r t h .  Such s e l e c t i o n  lias b e e n  t e n t a t i v e l y
I

4» i
i a p p r o v e d  by  t h e  U n i t e d  S t a t e s .  I m m e d ia t e ly  t o  t h e  s o u t h  o f  t h e  

' t e n t a t i v e l y  a p p ro v e d  s e l e c t i o n ,  t h e  S t a t e  o f  A la s k a  ha s  s e l e c t e d  

• i n  e x c e s s  o f  2 ,  8 0 0 ,0 0 0  a c r e s  upon w h ich  o i l  and g a s  l e a s e s  s o l d
j *

by t h e  U n itd d  S t a t e s  t o  su n dry  p e r s o n s  a r e  now o u t s t a n d i n g .  The 

l a t t e r  s e l e c t i o n  has n o t  b e e n  a p p r o v e d  b y  t h e  U n i t e d  S t a t e s ,

t e n t a t i v e l y  o r  o t h e r w i s e .  !
{

11 .  The S t a t e  o f  A l a s k a  has  r e c e i v e d  an a g g r e g a t e  ca sh
I I

c o n s i d e r a t i o n  o f  a l m o s t  one  b i l l i o n  d o l l a r s  f o r  t h e  o i l  and g a s
' !

l e a s e s  i t  has s o l d  i n  t h e  l a n d s  s e l e c t e d  un der  t h e  S t a t e h o o d  A c t
i

and p a t e n t e d  t o  t h e  s t a t e  o r  t e n t a t i v e l y  a p p r o v e d  f o r  p a t e n t ,
1

e x c l u s i v e  o f  t h e  r e n t a l s  and r o y a l t i e s  r e s e r v e d  in  t h e  l e a s e s .
i

The s t a t e ’ s incom e f r o m  o i l  and g a s  r e n t a l s  and r o y a l t i e s  i s  j
I

c u r r e n t l y  a b o u t  $ 3 5 , 5 0 0 , 0 0 0  p e r  y e a r ,  and t h e  s t a t e  a l s o  r e c e i v e s
■! i
. s e v e r a n c e  t a x e s  and incom e  t a x e s  a t t r i b u t a b l e  t o  t h e  p r o d u c t i o n

i

' o n  th e  l e a s e s . •!
* • 1 I« i

1 2 .  T h ere  a r e  i n  t h e  s t a t e  o f  A la s k a  c o m m e r c i a l  p i p e -• I «11
l i n e s  f o r  t h e  t r a n s p o r t a t i o n  o f  c r u d e  o i l ,  gas  o r  o t h e r  p e t r o l e u m  

. p r o d u c t s  as f o l l o w s :
i

A. A l a s k a  P i p e l i n e  Company, a s u b s i d i a r y  o f
; i
I • lA l a s k a  I n t e r s t a t e  Company o f  H o u s t o n ,
f -

! T e x a s .  T h i s  company o p e r a t e s  a 90 -m . i le
i . . !

n a t u r a l  g a s  p i p e l i n e  from  t h e  K cn a i  P e n i n s u l a  j
i
i

t o  A n c h o r a g e ,  b u i l t  i n  1 9 6 0 - 1 9 6 1 .  i
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B . Cook I n l e t  P i p e l i n e  Company, T h i s  company 

i s  owned by Marathon O i l  Company, / A t l a n t i c

P i p e l i n e  Company, I -iobil P i p e l i n e  Company,
t

and p l a i n t i f f  Union O i l  Company. I t  o p e r a t e s
' ’ 1a 4 2 - m i l e  c r u d e  o i l  common c a r r i e r  2 0 ~ in c h

;i j

’ i p i p e l i n e  and a m a r in e  t a n k e r  t e r m i n a l .  I t
ii 1! v/as b u i l t  in  19 66 .  i

i

C. K e n a i - N i k i s k i  P i p e l i n e .  T h i s  p i p e l i n e ,  owned
l
! ~ •

and o p e r a t e d  b y  t h e  p l a i n t i f f  Union O i l  Company
! • ’ j

and b y  Marathon O i l  Company, i s  a 2 0 - i n c h ,  1 7 -
j <

m i l e  gas  l i n e  f rom  Kenai  Gas f i e l d  t o  a p o i n t
• iI i

n e a r  t h e  C o l l i e r  C arbon  and C h e m ica l  /ammonia

; and Urea P l a n t .
i

D. K en a i  P i p e l i n e  Company. T h i s  company,  owned 

by A t l a n t i c  R i c h f i e l d  Company and b y  S t a n d a r d  

O i l  Company o f  C a l i f o r n i a ,  o p e r a t e s  an 1 8 . 5 -

, m i l e ,  8 - i n c h  common c a r r i e r  c r u d e  o i l  p i p e l i n e
, i

- t h a t  v/as b u i l t  i n  19 60 and t h a t  e x t e n d s  f r o m t
I

t h e  Swanson R i v e r  F i e l d  t o  t h e  N i k i s k i  t e r m i n a l .
1 i

K en ai  P i p e l i n e  Company a l s o  o p e r a t e s  a 3 . 5 - m i l e ,  

1 2 - i n c h  c r u d e  o i l  p i p e l i n e  b u i l t  in  1965 f rom !I
an o n - s h o r e  f a c i l i t y  n o r t h  o f  N i k i s k i  t o  Kenai

T t

; P i p e l i n e ' s  t e r m i n a l .  !
I
i

Each such  p i p e l i n e  o c c u p i e s  s t a t e  l a n d ,  a t  no  c o s t  t o  t h e  o p e r a t o r  

o r  owner  t h e r e o f ,  b y  v i r t u e  o f  p e r m i t s  g r a n t e d  u n der  t h e  p r o v i s i o n s
;
o f  t h e  A la s k a  Land Lav; (AS 3 0 .0 5 )  and t h e  r e g u l a t i o n s  i s s u e d  

t h e r e u n d e r .  No r e n t a l  has e v e r  b e e n  c h a r g e d  f o r  any r i g h t s - o f -
: I• t
way g r a n t e d  under  t h e s e  p e r m i t s .  j

i
13 .  O i l  o f  c o m m e r c ia l  s i g n i f i c a n c e  was f i r s t  d i s c o v e r e d

on t h e  North  S l o p e  o f  A la sh n  i n  1 9 67 ,  n e a r  th e  s h o r e  o f  Prudhoe  
: i

Bay by  A t l a n t i c  R i c h f i e l d  Company and p l a i n t i f f  Humble O i l  f.

R e f i n i n g  Company. S u b s e q u e n t  d r i l l i n g s  by t h e  p l a i n t i f f  p r o d u c e r s
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ancl by o t h e r s  have  p r o v e d  tl ie e x i s t e n c e  o f  nn o i l  p o o l  o f  m a jo r  

p r o p o r t i o n s  (P ru d h oe  O i l  P o o l  -  Zilaskan O i l  f< Garj C o n s e r v a t i o n
-' ' iCom m ittee  O rd er  Mo* 9 8 -B ,  March 1 2 ,  1 9 7 1 ) ,  and two l e s s e r  p o o l s  

(P ru d h oe  Bay Kupurak R i v e r  P o o l  -  O rd er  Mo. 9 8 -A ,  March 1 2 ,  1 9 7 1 ,  

and Pru dhoe  Bay L i s b u r n e  P o o l  -  O r d e r  Mo. 83--C, J a n u a ry  1 2 ,  1 9 7 0 ) ,
Ii I

as w e l l  as tw o  s t i l l  u n d e s i g n a t e d  p o o l s  known as Ugnu and S im pson  :
I.• I

L a g o o n .  A l l  o f  t h e s e  p o o l s  a r c  w i t h i n  a ra n g e  o f  a b o u t  40 m i l e s
I • •

o f  t h e  P ru dh oe  d i s c o v e r y  w e l l ,  and a l l  a r e  l o c a t e d  on t h e
'i . . .  !. 1 , 6 0 0 , 0 0 0 - a c r e  s e l e c t i o n  d e s c r i b e d  m  p a r a g r a p h  1 0 .

}
1 4 .  Each o f  t h e  l e a s e s  p u r c h a s e d  b y  t h e  p l a i n t i f f  p r o -

14 »

d u c e r s  f r o m  t h e  S t a t e  o f  A la s k a  p r o v i d e s ,  among o t h e r  t h i n g s ,
IJ ' J

f o r  t h e  payment t o  t h e  S t a t e  o f  A l a s k a  o f  r o y a l t i e s  o f  1 2 - 1 / 2 3  in

amount o r  v a l u e  o f  t h e  o i l  p r o d u c e d  and s a v e d ,  and rem oved  o r

s o l d  from  s a i d  l a n d ,  and 1 2 - 1 / 2 $  i n  amount o r  v a l u e  o f  t h e  g a s

p r o d u c e d  and s a v e d  and s o l d  o r  u sed  o f f  s a i d  l a n d  o r  u s e d  f o r  
" ' i

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

T h u s , the  c o n t r a c t u a l  a r ra n g e m e n t  b e tw een  t h e  s t a t e  and th e
* I *

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

j i n  t h e  w e l l h e a d  v a l u e  o f  t h e  o i l  and th e  b u rd e n  o f  d e c r e a s e s
j

i n  sucl i  v a l u e  w i l l  b e  s h a r e d  b y  t h e  p a r t i e s  on a p r o  r a t a  b a s i s
»
*

i n  a c c o r d a n c e  w i th  t h e i r  r e s p e c t i v e  i n t e r e s t s .  L e a s e s  s o l d  b y
i

t h e  S t a t e  o f  A la s k a  p r i o r  t o  1969 p r o v i d e  f o r  a r e d u c t i o n  in  t h e  

r o y a l t y  r a t e  t o  5$ f o r  a p e r i o d  o f  t e n  y e a r s  i f  t h e  l e s s e e  s h a l l
i

h a v e  d r i l l e d  on  t h e  l a n d  and made t h e  f i r s t  d i s c o v e r y  o f  o i l  o r
i

g a s . i n  c o m m e r c ia l  q u a n t i t i e s  i n  any g e o l o g i c a l  s t r u c t u r e ;  and 

t h e  s t a t e  has  r e c o g n i z e d  t h e  r i g h t  o f  A t l a n t i c  R i c h f i e l d  Company 

and p l a i n t i f f  Humble O i l  & R e f i n i n g  Company t o  a 5% d i s c o v e r y
i
I

r o y a l t y  w i t h  r e s p e c t  t o  one  2'lorth S l o p e  l e a s e .  A s p e c im e n  c o p y
I

o f  t h e  b a s i c  fo rm  o f  le .nse  c o n t r a c t  e n t e r e d  i n t o  b e t w e e n  t h e
iI

S t a t e  o f  A l a s k a  and t h e  p l a i n t i f f  p r o d u c e r s  i s  a t t a c h e d  h e r e t o ,
" . . .  I
marked E x h i b i t  A, and made a p a r t  h e r e o f .  The l e a s e s  w ere

d r a f t e d  by t h e  d e f e n d a n t  S t a t e  o f  A l a s k a ,  w h ic h  was s o l e l y  r e s p o n -
i
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■ s i b l e  f o r  e s t a b l i s h i n g  t h e i r  t e r m s ,  and none o f  the?, l e a s e s  p r o -
i

v i d e d  f o r  t h e  paym ent  t o  t h e  s t a t e  o f  any r e n t a l  c r  o t h e r  c o n ­

s i d e r a t i o n  i n  a d d i t i o n  t o  t h e  paym ents  d e s c r i b e d  a b ove  o t h e r  

than  n o m in a l  r e n t a l s  p r i o r  t o  c o m p l e t i o n  o f  a w e l l  c a p a b l e  o f
i 1

p r o d u c i n g  o i l  o r  ga s  i n  p a y i n g  q u a n t i t i e s  and n om in a l  minimum
I

r o y a l t i e s  t h e r e a f t e r .  A l l  o f  t h e  N orth  S l o p e  l e a s e s  g r a n t e d  b y  

. t h e  S t a t e  o f  A la s k a  w e r e  s o l d  u n der  a p u b l i c  c o m p e t i t i v e  b i d d i n g  

p r o c e d u r e  p u r s u a n t  t o  a n o t i c e  w h ich  s t a t e d  t h a t  b i d s  w o u ld  be  

a c c e p t e d  s u b j e c t  t o  t h e  p r o v i s i o n s  o f  t h e  A la s k a  Land A c t  

; (AS 3 8 .0 5 )  and t h e  o i l  and gas  l e a s i n g  r e g u l a t i o n s  c u r r e n t l y  i n  

e f f e c t .  No r i g h t  u n i l a t e r a l l y  t o  change  any o f  t h e  te rm s  o f  t h e  

l e a s e s  o r  o f  s a i d  A c t  o r  r e g u l a t i o n s  i n  e f f e c t  a t  t h e  t im e  o f  th e  

s t a t e ' s  award o f  t h e  l e a s e s  t o  t h e  p l a i n t i f f  p r o d u c e r s  i s  r e s e r v e d  

in  any o f  t h e  l e a s e s  o r  i n  s a i d  A c t  o r  r e g u l a t i o n s .  At su ch  t im e  

t h e  A l a s k a  Land A c t  p r o v i d e d  f o r  t h e  i s s u a n c e  o f  p e r m i t s  o r
i i

e a se m e n t s  on s t a t e  l a n d  f o r  p i p e l i n e s ,  and p r o v i s i o n  was made 

(AS 3 8 . 0 5 , 3 3 0 )  f o r  t h e  e s t a b l i s h m e n t  o f  a r e a s o n a b l e  r a t e  o r  

f e e  s c h e d u l e  t o  be c h a r g e d  f o r  t h e s e  u s e s .  In  a d d i t i o n ,  p r o ­

v i s i o n  was made in  AS 0 9 . 5 5 . 2 4 0  f o r  t h e  e x e r c i s e  o f  t h e  r i g h t  o f  

em in en t  domain t o  t a k e  l a n d  f o r  p i p e l i n e s ,  i n c l u d i n g  l a n d  owned

by  t h e  S t a t e  o f  A l a s k a  and n o t  a l r e a d y  d e v o t e d  t o  a p u b l i c  use
» ^

i n c o n s i s t e n t  t h e r e w i t h ,  w h ich  r i g h t  o f  e m in e n t  domain was 

g r a n t e d  p u r s u a n t  t o  t h e  r e q u i r e m e n t s  o f  th e  A la s k a  C o n s t i t u t i o n ,  

A r t i c l e  V I I I ,  S e c t i o n  18 .  T h e s e  s t a t u t o r y  and c o n s t i t u t i o n a l  

p r o v i s i o n s  w ere  r e c e i v e d  i n t o  and i n c o r p o r a t e d  i n  t h e  l e a s e  

c o n t r a c t .

•i 1 5 .  The l e a s e h o l d  i n t e r e s t s  o f  th e  p l a i n t i f f  p r o d u c e r s

in  s t a t e  l a n d s  on t h e  N o r t h  S l o p e ,  t h e  b o n u s e s  th e y  have p a i d  

f o r  such  l e a s e h o l d  i n t e r e s t s ,  and t h e  amount th ey  have  e x p en d ed  

t h e r e  in  o i l  e x p l o r a t i o n  and d e v e l o p m e n t  a r e  as f o l l o w s :
BURR, PEASE 

& KURTZ, Inc. 
law o rr iecs  

S V/. EIGHTH AVE.
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LLLHIIONi: E7D.241I

AGO 760566



BURR. PL"ASF 
& KURVZ, Inc. 
law rrncro 

nr, w .  rioiiTH ave . 
.•c i i o i l v -l, a la s  k a
i i ic i io m  ?70.n-i11

P r o d u c e r
•j Amerada 

Hessj
i

Amoco 
! P r o d .
' i

BP O i l  
' C o r p .

G u l f  O i l  
C o r p .

Humble 
O i l  & Ref ,

P h i l l i p s  
P e t .

Union O i l

T o t a l  N orth  
S l o p e  A c r e a g e  
Under L e a s e  
From S t a t e  
And P e r c e n t  
o f  A l l  S t a t e  
Land L e a s e d  on 
t) ie  North S l o p e

P o r t i o n  o r  
Such Zvcreage 
i n  P r o d u c t i o n  
P o o l s  On 
N o r t h  S l o p e  
D e s i g n a t e d  by 
t h e  .State 
and P e r c e n t  
o f  a l l  
i n  P o o l s

.1.3,79 9 
(1 .0 5 % )

3 5 ,5 9 1
(2 .7 1 % )

1 3 5 ,5 5 6  
(10 .31% )

2 6 , 8 9 1  
(2 .05% )

1 4 5 , 2 4 0
(1 1 .05% )

7 8 ,6 7 5
(5 .99% )

8 0 ,9 4 5
(6 .16% )

4 , 8 1 8
(1 .5 4 % )

1 1 , 9 6 8
(3 .8 2 % )

9 6 ,7 1 6
(3 0 .8 7% )

8 6 ,0 1 4
(2 7 .4 5 % )

1 8 , 9 8 7  
( 6 . 0 6 % )

1 1 , 9 6 8
(3 .8 2 % )

B on u ses  P a id  
t o  t h e  S t a t e  
F o r  Nortl i  
S l o n e  L e a s e s

Amount 
E xp end ed  on 
E x p ! o r a t i o n  
and D e v e l o p ­
ment  f o r  
O i l  on  th e  

J l o r t h  S l o p e

$ 8 3 , 7 2 8 , 8 9 1  $ 1 , 1 8 7 , 8 0 0

$ 9 7 , 2 1 6 , 6 1 5  $ 8 , 7 2 6 , 0 5 3

$ 5 , 5 0 9 , 0 0 0  $ 1 6 0 , 6 8 6 , 0 0 0 *

$ 9 3 , 5 3 4 , 8 2 2  $ 2 , 9 5 7 , 0 9 0

$ 1 8 , 0 9 2 , 0 7 5 *  $ 9 1 , 0 9 7 , 0 0 0

$ 4 9 , 3 2 7 , 9 6 1  $ 2 3 , 2 1 9 , 6 1 8

$ 7 6 , 2 7 9 , 9 6 5  $ 2 , 9 5 2 , 3 7 4

I n c l u s i v e  o f  t h e  b o n u s e s  l i s t e d  a b o v e ,  t h e  s t a t e  lias r e c e i v e d  i n  

e x c e s s  o f  $ 9 1 0 , 0 0 0 , 0 0 0  in  b o n u s e s  f o r  l e a s e s  on  t h e  N o r t h  S l o p e .  

Out o f  t h e  1 , 6 0 0 , 0 0 0  a c r e s  r e f e r r e d  t o  i n  p a r a g r a p h  10 h e r e o f ,

! t h e  s t a t e  has g r a n t e d  t h e  r i g h t  t o  e x p l o r e  f o r ,  d e v e l o p ,  p r o d u c e ,  

s a v e ,  s t o r e ,  t r e a t ,  p r o c e s s ,  t r a n s p o r t ,  t a k e  c a r e  o f  and m a rk e t  

o i l ,  gas and a s s o c i a t e d  s u b s t a n c e s  on  a p p r o x i m a t e l y  1 , 3 1 4 , 5 0 0  

a c r e s .  Such l e a s e s  a r e  h e l d  b y  more t h a n  70 d i f f e r e n t  p e r s o n s .

Of t h e s e  a c r e s ,  a p p r o x i m a t e l y  3 1 3 , 3 0 1  a r e  i n  p r o d u c t i o n  p o o l s  

d e s i g n a t e d  by t h e  s t a t e .  What, i f  a n y ,  a d d i t i o n a l  o i l  o r  g a s

* I n c l u d e s  e x p e n d i t u r e s  by  o t h e r s  w i t h  r e s p e c t  t o  l e a s e s  now owned 
by  t h i s  p r o d u c e r .

~9~
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I LI riiONI 2VO T.AM

u n d e r l i e s  the  r e m a in in g  N orth  S l o p e  a c r e  aye  ( c o m p r i s i n g  a p p r o x i ­

m a t e ly  1 , 0 0 0 , 0 0 0  a c r e s )  u n d e r  l e a s e  f r o m  t h e  s t a t e  c a n n o t  be  kn ow n,
j

witlx c e r t a i n t y  u n l e s s  o r  u n t i l  a d d i t i o n a l  e x p l o r a t i o n  i s  c a r r i e d  

o u t .  In a d d i t i o n  t o  t h e i r  i n t e r e s t s  i n  t h e  1 , G O O ,0 0 0 -a c re  t r a c t  

s e l e c t e d  by t h e  S t a t e  o f  A l a s k a  w i t h  t h e  t e n t a t i v e  a p p r o v a l  o f  t h e  

U n i te d  S t a t e s ,  p l a i n t i f f  p r o d u c e r s  own t h e  r i g h t  r e c e i v e d  f r o m  

th e  U n i te d  S t a t e s  t o  e x p l o r e  f o r ,  f i n d ,  p r o d u c e  and m a r k e t  o i l  and
*

: g a s  w i t h  r e s p e c t  t o  s u b s t a n t i a l  a c r e a g e  on t h e  N o r th  S l o p e  i n  t h e
I

a r e a s  t o  t h e  s o u t h  o f  t h e  1 , GOO , 0 0 0 - a c r e  t r a c t .  E x p l o r a t i o n  f o r
I

o i l  and g a s  i s  now i n  p r o g r e s s  i n  th is ;  a r e a .  j
1

1G. The m arket  f o r  o i l  p r o d u c e d  i n  A l a s k a  i s  p r i m a r i l y
i

th e  l o w e r  d 3 s t a t e s ,  and t h e  n e a r e s t  m a rk ets  t h e r e i n  a r e  on t h e  

w e s t  c o a s t  o f  t h e  s t a t e s  o f  W a sh in g ton  and C a l i f o r n i a .  As a
• i

c o n s e q u e n c e ,  t h e  v a l u e  o f  o i l  i n  /x laska  a p p r o x i m a t e s  t h e  m a rk et
ip r i c e  o f  such o i l  d e l i v e r e d  t o  t h e  w e s t  c o a s t  o f  t h e  l o w e r  4 0
iI

s t a t e s  l e s s  t h e  c o s t  o f  d e l i v e r y .  The c o s t  o f  d e l i v e r v  o f  o i l  ,
I!

p r o d u c e d  i n  s o u t h e r n  A l a s k a  i s  c o m p a r a t i v e l y  m o d e s t .  The c o s t  i

o f  d e l i v e r y  o f  o i l  p r o d u c e d  f rom  t h e  N orth  S l o p e  o f  A l a s k a  w i l l  b e

v e r y  l a r g e .  j
,

17 .  'The o i l  f i e l d  a t  P ru d h oe  B ay ,  b a s e d  on r e s e r v e s  1
I
!

now p r o v e n ,  w i l l ,  i t  i s  e s t i m a t e d ,  p r o d u c e  o i l  a t  a r a t e  i n

e x c e s s  o f  1 , 0 0 0 , 0 0 0  b a r r e l s  p e r  day f o r  a s u b s t a n t i a l  number o f
: c * 
y e a r s .  Such p r o d u c t i o n  w o u ld  b e  s u f f i c i e n t  i n  amount t o  j u s t i f y

t h e  in v e s t m e n t  i n  f a c i l i t i e s  n e c e s s a r y  t o  m a rk e t  s a i d  o i l  u n d e r

t h e  term s o f  t h e  c o n t r a c t s  b e t w e e n  t h e  s t a t e  and t h e  p l a i n t i f f  .

p r o d u c e r s — a t  l e a s t  un der  t h e  c o n d i t i o n s  e x i s t i n g  p r i o r  t o  t h e
I

e n a c tm e n t  o f  t h e  l e g i s l a t i o n  h e r e i n  c o m p l a i n e d  o f .  A l l  b u t  a
i 'I
r e l a t i v e l y  i n s i g n i f i c a n t  p r o p o r t i o n  o f  t h e  o i l  i n  q u e s t i o n  w i l l  j

i
be  p r o d u c e d ,  t r a n s p o r t e d  and m a r k e t e d  in  i n t e r s t a t e  com m erce ,  

and the  e n e r g y  n e e d s  o f  t h e  U n i t e d  S t a t e s  a r e  s u c h  t h a t  any un­

w a r r a n t e d  b u rd e n  upon o r  im p e d im e n t  t o  s u c h  commerce w o u ld  bo

- 1 0 -
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d e t r i m e n t a l  n o t  o n l y  t o  p l a i n t i f f s ' i n t e r e s t s ,  b u t  t o  t h e  n a t i o n a l

i n t e r e s t  as w e l l .
|

18 .  In o r d e r  t o  make i.t  p o s s i b l e  t o  m a rk et  t h e  o i l
• I

p r o d u c e d  from  t h e  N orth  S l o p e  3e a s e s ,  and i n  r e l i a n c e  on t h e  ‘
f ’*

c o n t r a c t s  b e tw een  t h e  o i l  and cjas l e s s e e s  and t h e  S t a t e  o f  A l a s k a ,
t

c e r t a i n  o f  t h e  p l a i n t i f f s  e n t e r e d  i n t o  a s e r i e s  o f  c o n t r a c t s ,
>i
■ t h e  f i r s t  o f  w h ich  was d£ited O c t o b e r  28 ,  196 8, i n  w h ich  t h e y  a g r e e d  
{

• t o  d e s i g n ,  c o n s t r u c t ,  m a in t a i n  and o p e r a t e  a c r u d e  o i l  p i p e l i n e  :

; t h a t  w o u ld  e x t e n d  f rom  t h e  v i c i n i t y  o f  t h e  Prudhoe  Bay F i e l d  t o
i

I V a l d e z ,  A l a s k a ,  and t h a t  w o u ld  p e r m i t  t h e  N orth  S l o p e  o i l  t o  b e

■ t r a n s p o r t e d  i n  i n t e r s t a t e  com m erce ,  v i a  t h e  p i p e l i n e  and o o e a n -
!

g o i n g  v e s s e l s ,  t o  m a rk e ts  i n  t h e  l o w e r  40 s t a t e s .  A p p l i c a t i o n s  

w ere  s u b m i t t e d  t o  t h e  s t a t e  and t o  t h e  U n i te d  S t a t e s  f o r  p e r m i t s  

t o  c r o s s  s t a t e  and f e d e r a l  l a n d ,  and i t  was p r o p o s e d  t h a t  c o n -
f i i

s t r u c t i o n  o f  t h i s  p i p e l i n e  b e  i n i t i a t e d  i n  t h e  summer o f  1 9 69 .
• I

j

The s t a t e  was f u l l y  i n f o r m e d  as t o  t h e  r o u t e  o f  th e  p r o p o s e d  

p i p e l i n e  and was f u r n i s h e d  d e t a i l e d  d e s c r i p t i o n s  o f  t h e  i n t e r e s t s  

in  s t a t e  la n d s  t h a t  w o u ld  b e  r e q u i r e d  i n  c o n n e c t i o n  w i t h  t h e
J * >

c o n s t r u c t i o n  and o p e r a t i o n  o f  t h e  p i p e l i n e .  The r o u t e  s e l e c t e d
*■ ’ i

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

r e a s o n a b l e  and p r o p e r  means o f  t r a n s p o r t i n g  t h e  o i l  t o  m a rk e t  !

w i t h  m inim al  i n c o n v e n i e n c e  t o  t h e  s t a t e .  The l o c a t i o n  and mode
* >1

_ i i|
o f  c o n s t r u c t i o n  o f  the  p r o p o s e d  p i p e l i n e  w ere  g i v e n  w r i t t e n

; i
t e n t a t i v e  a p p r o v a l  by t h e  s t a t e  i n  A p r i l  o f  1 9 71 ,  and t h e  s t a t e  

has n e v e r  q u e s t i o n e d  t h e  r e a s o n a b l e n e s s  o f  t h e  r o u t e .  $ 3 4 7 , 0 0 0 , 0 0 0

has b e e n  s p e n t  t o  d a t e  i n  p r e p a r i n g  t o  c o n s t r u c t  and o p e r a t e  t h e  

p i p e l i n e  s o  as t o  p e r m i t  t h e  N o r th  S l o p e  o i l  t o  b e  m a rk e te d  i n  

, i n t e r s t a t e  com m erce .  T h e s e  f u n d s ,  w h ic h  were  a d v a n ce d  b y  th e

co m p a n ie s  named i n  p a r a g r a p h  19 h e r e o f ,  i n  t h e  p r o p o r t i o n s  t h e r e
- * . 1

I
s e t  o u t ,  were  a d v a n ced  and s p e n t  i n  r e l i a n c e  on t h e  c o n t r a c t u a l

I |
durr, pease u n d e r t a k i n g  o f  th e  s t a t e  t o  p e r m i t  t h e  N orth  S l o p e  o i l  t o  b o  

& KURTZ, Inc.
LAW OITICCS
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mark lit c>.d, and in  r e l i a n c e  upon s t a t u t o r y  and c o n s t i  t u t i o n a l  

p r o v i s i o n s  ( i m p o r t e d  i n t o  t h e  l e a s e  c o n t r a c t s )  a u t h o r i z i n g
j
f

c r e a t i o n  o f  th e  n e c e s s a r y  r i g h t s - o f ~ W c iy  on s t a t e  l a n d .  With
j

t h e  c o n s e n t  o f  t h e  d e f e n d a n t  s t a t e  and t h e  U n i t e d  S t a t e s ,  t h e
i

r o u t e  o f  t h e  p i p e l i n e  has  b e e n  e x p l o r e d ,  s u r v e y e d  and e n g i n e e r e d ,  

and an a greem en t  has b e e n  made w i t h  t h e  . s ta te  u n d e r  w h ic h  A l y e s k a  

P i p e l i n e  S e r v i c e  Company, as a g e n t  f o r  t h e  p i p e l i n e  o w n e r s , i s  

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

a t  t h e  e x p e n s e  o f  t h e  p i p e l i n e  o w n e r s .  More than  50 m i l e s  o f
, I

roa d w a y ,  c o s t i n g  t h e  p i p e l i n e  ow n ers  some $ 2 0 , 0 0 0 , 0 0 0 ,  h a v e  b e e n

c o m p l e t e d  a l o n g  t h e  r o u t e  o f  t h e  p r o p o s e d  p i p e l i n e  b e t w e e n  
; ‘ . i

, , I
L i v e n g o o d  and a p o i n t  n e a r  t h e  Yukon R i v e r ,  and t h i s  r o a d  lias 

b e e n  a c c e p t e d  b y  t h e  s t a t e .  In  c o n s o n a n c e  w i t h  t h e  r i g h t s  g r a n t e d
t

u n der  t h e  N orth  S l o p e  l e a s e s  and t h e  c o n s t i t u t i o n a l  and s t a t u t o r y  

p r o v i s i o n s  w i t h  r e f e r e n c e  t o  w h ic h  t h e  l e a s e s  w e r e  e n t e r e d  i n t o ,  

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

t o  p e r m i t  the. p i p e l i n e  t o  c r o s s  t h e  r o a d s  i n  q u e s t i o n ,  and lias
1a l s o  c o n t r a c t e d  t o  p e r m i t  t h e  p i p e l i n e  t o  c r o s s  t h e  Yukon R i v e r
l

on s u p p o r t s  f o r  a b r i d g e  t h a t  i s  t o  b e  c o n s t r u c t e d  b y  t h e  s t a t e .
]

1 9 .  S a id  p i p e l i n e  w i l l  b e  owned i n  common b y  t h e  :

co m p a n ie s  i d e n t i f i e d  b e l o w ,  and w i l l  b e  c o n s t r u c t e d  and o p e r a t e d
• It

f o r  them by A l y e s k a  P i p e l i n e  S e r v i c e  Company, a c t i n g  as  t h e i r  

a g e n t .  The o w n e r s h i p  i n t e r e s t s  i n  t h e  p i p e l i n e  a r e  p r e s e n t l y  

as f o l l o w s :

(Owner) (% O w n ersh ip  i n  P i p e l i n e )

* Amerada H ess  C o r p o r a t i o n  3.00%

; A t l a n t i c  P i p e l i n e  Company 28.08%

* Humble P i p e l i n e  Company ’ 25.52%

M o b i l  P i p e l i n e  Company 8.08%

* P h i l l i p s  P e t r o l e u m  Company 3.32%

* S o h i o  P i p e l i n e  Company 28.00%

* Union O i l  Company o f  C a l i f o r n i a  3.32%
* P l a i n t i f f s

I

I
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I

t

The p i p e l i n e  a g r e e m e n t  p r o v i d e s  t h a t  ea ch  o f  t h e  p i p e l i n e  owners  

w i l l  i n d e p e n d e n t l y  o p e r a t e  as a common c a r r i e r  and w i l l  b e  i

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

t o  i t s  o w n e r s h i p  t h e r e i n .  The p i p e l i n e  i s  d e s i g n e d  i n  su ch  a
\ •

way as t o  p e r m i t  u l t i m a t e  e x p a n s i o n  o f  i t s  c a p a c i t y  t o  a p p r o x i -

_' m a te ly  2 , 0 0 0 , 0 0 0  b a r r e  1 s p e r  d a y .

2 0 .  S a i d  p i p e l i n e  ( h e r e i n a f t e r  som et im es  r e f e r r e d  t o

-• as t h e  T ra n s  A la s k a  P i p e l i n e  S y s te m ,  o r  TAPS) w i l l  be  a p p r o x i ~  .

m a t e ly  789 m i l e s  in  l e n g t h ,  o f  w h ich  a p p r o x i m a t e l y  653 m i l e s  w i l l

be  on l a n d  owned by  t h e  U n i t e d  S t a t e s ,  90 m i l e s  on l a n d s  owned
• '* r

by t h e  S t a t e  o f  A la s k a  o r  t e n t a t i v e l y  a p p ro v e d  f o r  p a t e n t  t o  t h e

s t a t e ,  and 30 m i l e s  on l a n d s  owned by  p r i v a t e  c i t i z e n s .  P l a i n t i f f s
\>

a r c  a d v i s e d  t h a t  t h e  n e c e s s a r y  p e r m i t s  w i l l  be  g r a n t e d  b y  the  

• U n ited  S t a t e s ,  s u b j e c t  t o  p e n d i n g  j u d i c i a l  r e v i e w .
i

2 1 .  T h e r e  i s  no f e a s i b l e  way t o  m arket  t h e  o i l  p r o d u c e d  

a t  P ru dh oe  Bay o t h e r  than  i n  i n t e r s t a t e  commerce t h r o u g h  a p i p e ­

l i n e  o f  l a r g e  d i a m e t e r  and pumping c a p a c i t y .  T h e r e  i s  n o  way t o  

m arket  s a i d  o i l  w i t h o u t  t r a v e r s e  o f  t h e  la n d  and h ig h w a ys  owned
i• i

by  t h e  s t a t e .
i

2 2 .  Due t o  c a u s e s  b e y o n d  t h e  c o n t r o l  o f ,  and d e s p i t e  ;

t h e  b e s t  e f f o r t s  o f  p l a i n t i f f s  and o f  t h e  S t a t e  o f  A l a s k a ,  th e
j I

i n i t i a t i o n  o f  t h e  c o n s t r u c t i o n  o f  T7vPS lias b een  d e l a y e d  f r o m  1969 ,
! I

. a s  p l a n n e d ,  t o  a t  l e a s t  1 9 7 3 .  As a c o n s e q u e n c e  o f  such  d e l a y

■ and o f  r e q u i r e m e n t s  a t t e n d i n g  such  c o n s t r u c t i o n  n o t  o r i g i n a l l y
j

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

■ ( $ 1 , 5 0 0 , 0 0 0 , 0 0 0 )  has  more t h a n  d o u b l e d ,  thus  i n c r e a s i n g  t h e  r i s k
' j
o f  t h e  p a r t i e s  u n d e r t a k i n g  i t  and r e d u c i n g  th e  e x p e c t e d  v a l u e

o f  th e  o i l  a t  t h e  P ru dh oe  Day w e l l h e a d .  j
I

FIRST COUNT
ii

23. When i t  becam e e v i d e n t  t h a t  t h e  c o s t  o f  m a r k e t in g  

t h e  o i l  f rom  Pru dhoe  Day w o u ld  be  i n c r e a s e d  s u b s t a n t i a l l y  o v e r

- 1 3 -
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e a r l i e r  e s t i m a t e s , w i t h  a c o n s e q u e n t :  r e d u c t i o n  in  t h e  e x p e c t e d  

w e l l h e a d  v a l u e  o f  su ch  o i l  and a c o r r e s p o n d i n g  r e d u c t i o n  i n  t h e  

. e s t i m a t e s  o f  r e v e n u e  t o  b e  d e r i v e d  b y  the  S t a t e  o f  A l a s k a  from  

the  m a r k e t in g  o f  N or th  S l o p e  o i l ,  t h e  s t a t e  d e v i s e d  and c a r r i e d  

o u t  a p l a n  t o  use  i t s  l e g i s l a t i v e  p ow er  t o  ch a n g e  u n i l a t e r a l l y  

the  term s  on w h ich  i t  had s o l d  t h e  r i g h t  t o  f i n d ,  p r o d u c e  and 

market  t h e  N orth  S l o p e  o i l ,  s o  t h a t  t h e  s t a t e  w o u ld  b e a r  no  p a r t  

o f  t h e  r i s k  o f  i n c r e a s e s  i n  t h e  c o s t  o f  m a r k e t in g  N o r th  S l o p e  

' o i l  and t h e  c o n c o m i t a n t  r i s k  o f  d e c r e a s e s  i n  t h e  v a l u e  o f  such  o i l  

a t  t h e  w e l l h e a d .  The c o n t r a c t s  b e t w e e n  t h e  p l a i n t i f f  p r o d u c e r s  

and t h e  d e f e n d a n t  s t a t e ,  h o w e v e r ,  r e q u i r e  t h a t  t h e  p a r t i e s  s h a l l  

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

o f  i n c r e a s e d  m a r k e t i n g  c o s t s  and t h e  r i s k  (and  b e n e f i t )  o f  

f l u c t u a t i o n  i n  t h e  m a rk e t  p r i c e .  S a i d  p la n  was c a r r i e d  o u t  as 

f o l l o w s :

A. The p r o v i s i o n s  o f  t h e  A l a s k a  s t a t u t e s  

a u t h o r i z i n g  use  o f  e m in e n t  domain f o r
i

p i p e l i n e  p u r p o s e s  and a u t h o r i z i n g  t h e  

i s s u a n c e  o f  p e r m i t s  t o  c r o s s  s t a t e  l a n d s  

f o r  p i p e l i n e s  a t  a r e a s o n a b l e  c h a r g e  were
|

• s o  amended as  t o  make them u n a v a i l a b l e  f o r
i

tli  e  • TAPS p r o j e c t .

B. The s t a t e  p a s s e d  t h e  R ig h t -O f -W a y  A c t  t o
!

make any g r a n t  o f  i t s  p e r m i s s i o n  f o r  TAPS 
! i

t o  c r o s s  s t a t e  r i v e r s ,  h ig h w a y s  and l a n d s
I

( w i t h o u t  w h ich  c r o s s i n g  t h e  o i l  c a n n o t  b e
|

m a rk eted )  c o n d i t i o n a l  upon the  a p p l i c a n t ' s
j

a g r e e i n g  t o  pay t h e  s t a t e  r e n t a l s  c a l c u l a t e d  I
!

’ I
u n d e r  an a r b i t r a r y  f o r m u l a  t h a t  b e a r s  n o  ;

i
r a t i o n a l  r e l a t i o n s h i p  t o  t h e  r e n t a l  v a l u e  o f

i

t h e  r i g h t - o f - w a y  and t h a t  l e n d s  i t s e l f  t o  th e  

p r o d u c t i o n  o f  sums o f  money f o r  t h e  s t a t e  w h ich
i

i
!
I
l
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a r c  g r o s s l y  e x c e s s i v e  i n  r e l a t i o n s h i p  t o  t h e  

v a l u e  o f  t h e  r i g h t - o f - w a y  t o  w h ic h  t h e y  p u r ­

p o r t  t o  r e l a t e .  To t h e  e x t e n t  t h a t  t h e  r e n t a l s  

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

u n j u s t i f i a b l y  h i g h  i n  r e l a t i o n  t o  t h e  a c t u a l  

v a l u e  o f  t h e  r i g h t - o f - w a y ,  t h e y  w i l l  r e s u l t  

i n  an u n j u s t i f i a b l e  r e d u c t i o n  i n  t h e  v a l u e  

o f  t h e  p l a i n t i f f  p r o d u c e r s '  o i l  a t  t h e  w e l l h e a d .

C. Knowing f u l l  w e l l  t h a t  t h e  i n c r e a s i n g  p i p e l i n e  

c o n s t r u c t i o n - c o s t s  and e x c e s s i v e  r i g h t - o f - w a y  

r e n t a l s  t h r e a t e n  t o  d r i v e  f o r t h  S l o p e  w e l l h e a d  

v a l u e s  b e l o w  $ 2 , 6 5  p e r  b a r r e l , t h e  s t a t e  p a s s e d  

t h e  Minimum P r i c e  A c t ,  t h e  e f f e c t  o f  w h i c h  i s  t o  

p r o v i d e  t h a t  i f  t h e  w e l l h e a d  p r i c e  o f  t h e  o i l  i s  

l e s s  t lian $ 2 . 6 5  p e r  b a r r e l ,  th en  w i t h  r e s p e c t  

t o  e a c h  b a r r e l  o f  o i l  p r o d u c e d  t h e  p r o a u c c r  must  

make a payment t o  t h e  s t a t e  i n  l i e u  o f  s e v e r a n c e
i

t a x e s  (w h ich  t a x e s  a r e  f i x e d  b y  law  a t  a p e r c e n t ­

age  o f  w o H i  lead  v a l u e )  i n  an amount w h i c h ,  when 

added t o  a 1 2 -1 /2 %  r o y a l t y ,  w i l l  y i e l d  t h e  s t a t e  

an amount e q u a l  t o  t h e  sum o f  t h e  r o y a l t i e s  and 

s e v e r a n c e  t a x e s  t h a t  w o u l d  have  b e e n  p a y a b l e  i f  

t h e  w e l l h e a d  p r i c e  w e r e  $ 2 . 6 5  p e r  b a r r e l .  (T h u s ,  

u n der  t h e  Minimum P r i c e  A c t ,  t h e  p e r c e n t a g e  o f  

w e l l h e a d  v a l u e s  p a i d  t o  t h e  s t a t e  in  l i e u  o f  

s e v e r a n c e  t a x e s  v a r i e s  i n v e r s e l y  w i t h  t h e  amount 

o f  r o y a l t y  p a i d  t o  t h e  s t a t e ,  t h e r e b y  t a k i n g  th e  

p r o p e r t y  o f  t h e  p l a i n t i f f  p r o d u c e r s  w i t h o u t  due 

p r o c e s s  o f  l a w . )  The u s u a l  w e l l h e a d  v a l u e  o f  

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

i s  and can b e  e x p e c t e d  t o  rem ain  h i g h e r  than  

$ 2 . 6 5 ,  The Minimum P r i c e  A c t  w i l l  h a v e  no

- 1 5 -
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a p p r e c i a b l e  e f f e c t  upon p r o d u c t i o n  i n  t h e  

s o u t h e r n  p a r t  o f  t h e  s t a t e  and i t s  b u r d e n  

w i l l  f a l l  a l m o s t  e n t i r e l y  on  N o r t h  S l o p e  

p r o d u c t i o n ,  t h e r e b y  d e n y in g  t h e  p l a i n t i f f  

p r o d u c e r s  t h e  e q u a l  p r o t e c t i o n  o f  t h e  la w ,

D. The s t a t e  i n c l u d e d  p r o v i s i o n s  i n  t h e  R i g h t -  

of~Way A c t  r e q u i r i n g  t h a t :  ( i )  t h e  s t a t e

must b e  g r a n t e d  an o p t i o n  t o  p u r c h a s e  an 

i n t e r e s t  o f  up t o  20% i n  t h e  e n t i r e  p i p e l i n e ,  

a t  a p r i c e  t o  b e  f i x e d  b y  an " a g r e e m e n t "  

e x a c t e d  l o n g  b e f o r e  t h e  a c t u a l  c o s t  o f  su ch  

l i n e  c o u l d  b e  known; ( i i )  t h e  p i p e l i n e  ow n ers  

m ust  " a g r e e "  i n  a d v a n ce  t o  c o n v e y  t o  t h e  s t a t e  

t h e i r  e n t i r e  r i g h t - o f - w a y ,  i n c l u d i n g  t h a t  

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

p e r m i t  u n d er  f e d e r a l  lav /,  n o t h w i t h s l a n d i n g  t h a t  

su ch  r i g h t - o f - w a y  w i l l  i n c l u d e  f e d e r a l  l a n d s  

w ith d ra w n  by t h e  S e c r e t a r y  o f  t h e  I n t e r i o r  f o r  

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

f rom  s t a t e  s e l e c t i o n  u n d er  S'17(C) o f  t h e  A la s k a  

N a t i v e  C la im s  A c t ,  P . L .  9 2 - 2 0 3 ;  ( i i i )  t h e  p i p e ­

l i n e  ow n ers  must  " a g r e e "  t o  g r a n t  t o  t h e  s t a t e  

t h e i r  c o n s t i t u t i o n a l  r i g h t  o f  e m in e n t  domain 

and t h e i r  r i g h t  t o  a c q u i r e  r i g h t - o f - w a y  a c r o s s  

f e d e r a l  l a n d ;  ( i v )  a c e r t i f i c a t e  o f  p u b l i c  

c o n v e n i e n c e  and n e c e s s i t y  must b e  o b t a i n e d  f r o m  

t h e  s t a t e  t o  t r a n s p o r t  t h e  o i l  i n  i n t e r s t a t e  

commerce upon f u r t h e r  c o n d i t i o n s  y e t  unknown; 

and (v)  t h e  p i p e l i n e  ow n ers  must  " a g r e e "  t o  

p u r c h a s e  f r o m  t h i r d  p a r t i e s  a t  t h e  w e l l h e a d  a l l  

o i l  o f f e r e d  t o  them th u s  p u t t i n g  them i n  a new 

b u s j  n e s s  and i n c r e a s i n g  t h e i r  r i s k  and e x p e n s e .

- I f . -

AGO 760574



Under t h e  r e q u i r e m e n t s  o f  f e d e r a l  .lav; t h e  p i p e ­

l i n e  ow n ers  w i l l  be  common c a r r i e r s .

24,  J3y t h e  a f o r e s a i d  A c t s ,  t h e  s t a t e  has im p a i r e d  

t h e  o b l i g a t i o n  o f  the  c o n t r a c t s  i t  e n t e r e d  i n t o  i n  s e l l i n g  t h e  

North  S l o p e  l e a s e s ,  c o n t r a r y  t o  A r t i c l e  I ,  S e c t i o n  3.0, o f  t h o  

C o n s t i t u t i o n  o f  the  U n i ted  S t a t e s ,  and A r t i c l e  I ,  S e c t i o n  15 ,  

o f  t h e  A la s k a  C o n s t i t u t i o n ,  „and f o r  t h i s  r e a s o n  and f o r  t h e  

r e a s o n s  s t a t e d  b e lo w  t h e  R ig h fc -o f -W a y  A c t  and t h e  Minimum P r i c e  

A c t  a r e  v o i d  arid o f  no e f f e c t .  A d d i t i o n a l l y ,  t h e  s t a t e  lias by 

su ch  A c t s  u n r e a s o n a b ly  b u r d e n e d  and p l a c e d  u n l a w f u l  c o n d i t i o n s  

on t h e  g r a n t s  t o  p l a i n t i f f s  by t h e  U n i te d  S t a t e s  o f  t h e  r i g h t  

t o  e x p l o r e  f o r ,  f i n d  and m a rk e t  o i l  f rom  l a n d s  owned by t h e  

U n i te d  S t a t e s  on the  N orth  S l o p e ,

SECOND COUNT

25, S e c t i o n  2 o f  t h e  R i g h t - o f - W a y  A c t  makes t h e  p r o ­

v i s i o n s  o f  law g r a n t i n g  t h e  r i g h t  o f  e m in e n t  domain f o r  p i p e l i n e  

r i g h t s - o f - w a y  u n a v a i l a b l e  t o  t h e  o w n e rs  o f  a p i p e l i n e  any p a r t  

o f  w h ich  i s  on o r  i s  i n t e n d e d  t o  b e  l o c a t e d  on s t a t e  l a n d  o r  

a c r o s s  t h e  r i g h t - o f - w a y  o f  any p u b l i c  r o a d  o r  h ig h w a y ,  b u t  

o t h e r  p i p e l i n e  ow n ers  n o t  so  u s i n g  o r  i n t e n d i n g  t o  u s e  s t a t e  

l a n d  a r c  n o t  d e p r i v e d  o f  t h i s  r i g h t .  S i m i l a r l y ,  S e c t i o n  4 o f  

t h e  k i g h t - o f - V . ’av  A ct  w i th d ra w s  a u t h o r i t y  f o r  t h e  g r a n t i n g  o f  

p e r m i t s  a c r o s s  s t a t e  l a n d s  f o r  such  p i p e l i n e s ,  b u t  n o t  f o r  

c o r r e s p o n d i n g  u s e s .  T h ese  p r o v i s i o n s  v i o l a t e  t h e  e q u a l  p r o ­

t e c t i o n  c l a u s e  o f  th e  F o u r t e e n t h  Amendment t o  t h e  C o n s t i t u t i o n  

o f  th e  U n ited  S t a t e s  and A r t i c l e  1 , S e c t i o n  1 5 ,  o f  t h e  A l a s k a  

C o n s t i t u t i o n .

26, I t  i s  e s s e n t i a l  t h a t  a p i p e l i n e  r i g h t - o f - w a y  

a c r o s s  s t a t e  l a n d s  n o t  now d e v o t e d  t o  an i n c o n s i s t e n t  p u b l i c  

p u r p o s e  be  g r a n t e d  t o  o r  f o r  t h e  u s e  o f  t h e  p l a i n t i f f  p r o d u c e r s  

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

e x t r a c t i o n  ancl u t i l i z a t i o n  o f  th e  r e s o u r c e s  t h e r e o f ,  and i n s o f a r
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as .ii; n e g a t e s  t ) i c  r i g h t  t o  i n s t i t u t e  p r o c e e d i n g s  i n  e m in e n t  

domain f o r  t h o  a c q u i s i t i o n  o f  su ch  r i g h t s - o f - w a y ,  t h e  R i g h t - o f - W a y  

A c t  v i o l a t e s  A r t i c l e  VJ.1I, S e c t i o n  .1.8, o f  t h e  A l a s k a  C o n s t i t u t i o n .

, 27 .  A r i g h t - o f - w a y  a c r o s s  s t a t e  l a n d s  i s  n e c e s s a r y  f o r  !
• •

; t h e  e n jo y m e n t  o f  the  r i g h t  t o  e x p l o r e  f o r ,  d e v e l o p ,  p r o d u c e ,
I

;i p r o c e s s  and m a rk e t  o i l ,  w h ich  r i g h t  was e x p r e s s l y  g r a n t e d  t o  th e  

p l a i n t i f f  p r o d u c e r s  by  t h e  d e f e n d a n t  s t a t e  f o r  a v a l u a b l e  j

c o n s i d e r a t i o n .  The p l a i n t i f f  p r o d u c e r s  t h e r e f o r e  have  t h e  r i g h t  

t o  a c q u i r e  o r  o b t a i n  t h e  b e n e f i t  o f  su c h  r i g h t - o f - w a y  on r e a s o n ­

a b l e  t e r m s ,  and t h e  d e n i a l  o f  su ch  r i g h t  i s  an im p a ir m e n t  o f  the
I .

c o n t r a c t u a l  p r o v i s i o n s  c o n t a i n e d  i n  t h e  p l a i n t i f f  p r o d u c e r s '
, i

l e a s e s  and an u n l a w f u l  and u n c o n s t i t u t i o n a l  d e s t r u c t i o n  o f  t h e  

r i g h t  t o  f i n d  and m a rk et  p e t r o l e u m  p r o d u c t s .

THIRD COUNT ;

28 .  With r e s p e c t  t o  any p i p e l i n e  f o r  t h e  t r a n s p o r t a t i o n  

o f  c r u d e  o i l ,  n a t u r a l  g a s  o r  r e l a t e d  p r o d u c t s  c o s t i n g  more than  

$ 1 , 0 0 0 , 0 0 0  as t o  wh ich  a r i g h t - o f - w a y  p e r m i t  has  n o t  a l r e a d y  

b e e n  i s s u e d ,  t h e  R i g h t - o f - W a y  L e a s i n g  /vet o f  1972 c o n t a i n s  

among o t h e r s  t h e  f o l l o w i n g  p r o v i s i o n s ,  i n  a d d i t i o n  t o  ( o r  a m p l i ­

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

A. Wo on e  may own o r  o p e r a t e  a p i p e l i n e  any p a r t  o f
i

w h ic h  i s  t o  b e  on s t a t e  l a n d  u n l e s s  i t  i s  a
.* " 1

common c a r r i e r ,  l ias o b t a i n e d  a r i g h t - o f - w a y
, ■

l e a s e  o f  t h e  l a n d ,  and u n l e s s  t h e  C o m m is s io n e r  i
: i * j

o f  t h e  Departm ent  o f  N a t u r a l  R e s o u r c e s  o f  t h o

S t a t e  o f  A l a s k a  f i n d s  t h a t  s a i d  p i p e l i n e  i s  o r  •
i

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

• i n t e r e s t  and n e c e s s i t y .

1J. Any p e r s o n  o b t a i n i n g  a r i g h t - o f - w a y  l e a s e  f o r  a
^  * i

c r u d e  o i l  p i p e l i n e  a c r o s s  s t a t e  p u b l i c  l a n d  i s
I

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

c o v e n a n t ,  among o t h e r  t h i n g s :  (1) t h a t  i t  w i l l  •
•

i
t T
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be; a common p u r c h a s e r  o f  c r u d e  o i l ;  (?.) t h a t  

i t  w i l l  g r a n t  t o  t h e  S t a t e  o f  A l a s k a  t h e  r i g h t  

t o  p u r c h a s e  an u n d i v i d e d  i n t e r e s t  o f  up t o  202 

i n  t h e  e n t i r e  l e n g t h  o f  s a i d  p i p e l i n e , ,  a t  a 

p r i c e  t o  b e  f i x e d  i n  t h e  r i g h t - o f - w a y  l e a s e  

i t s e l f ;  (3)  t h a t  i t  w i l l  p r o v i d e  f o r  i n t r a s t a t e  

d e l i v e r i e s  o f  o i l ,  under  c e r t a i n  c o n d i t i o n s ;  (4) 

t h a t  i t  w i l l  n o t  t r a n s f e r  i t s  i n t e r e s t  i n  t h e  

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

i z e d  b y  t h e  C o m m is s io n e r  o f  t h e  D ep a rtm en t  o f  

N a t u r a l  R e s o u r c e s  o f  t h e  S t a t e  o f  7\laska; (5) 

t h a t  upon demand o f  t h e  C o m m is s io n e r  i t  w i l l  

c o n v e y  t o  t h e  s t a t e  any and a l l  r i g h t s - o f - w a y ,  

p e r m i t s ,  o r  ea se m e n ts  a c q u i r e d  o r  t o  b e  a c q u i r e d ,  

" a t  a j u s t  p r i c e " ;  (6) t h a t  i t  g r a n t s  t o  t h e  

s t a t e  i t s  r i g h t  t o  a c q u i r e  r i g h t s - o f - w a y  on

l a n d s  o f  t h e  U n i te d  S t a t e s .
?

C. S a id  R i g h t - o f - W a y  L e a s i n g  A c t  f u r t h e r  p r o v i d e s  

t h a t  as  a c o n d i t i o n  f o r  o b t a i n i n g  p e r m i s s i o n  t o  

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

a g r e e  t o  make annual  r e n t a l  paym ents  d e s i g n e d  

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

a minimum o f  a p p r o x i m a t e l y  22 o f  t h e  c o s t  o f  c o n ­

s t r u c t i o n  o f  s a i d  p i p e l i n e  on s t a t e  l a n d  p l u s  

an amount e q u a l  t o  i n t e r e s t  a t  f i v e  p e r c e n t  on 

t h o  a g g r e g a t e  o f  s u c h  paym ents  f o r  a number o f  

y e a r s  e q u a l  t o  t h e  e s t i m a t e d  l i f e  o f  t h e  l i n e ,  

o r ,  i f  t h e  annu al  e a r n i n g s  o f  t h e  p i p e l i n e  a r e  

sue! ;  t h a t  a l a r g e r  r e n t a l  paym ent  w o u ld  be  

p r o d u c e d  t h e r e b y ,  an amount e q u a l  t o  22 o f  t h e  

p i p e l i n e ' s  e n t i r e  n e t  e a r n i n g s  ( b e f o r e  incom e 

t a x e s )  up t o  42 o f  t h o  v a l u e  o f  t h e  p i p e l i n e ' s

- 1 9 -

AGO 760577



o 
in

t o t a l  a s s e t s ,  p l u s  255 o f  t h a t  p o r t i o n  o f  

such  annual  n e t  e a r n i n g s  b e t w e e n  45 and 65 o f

t o t a l  a s s e t  v a lu e , ,  p l u s  505 o f  t h a t  p o r t i o n  o f  

! 1 such  annual  n e t  e a r n i n g s  g r e a t e r  than  65 o f  t o t a l
Ii

a s s e t  v a l u e . N e i t h e r  " r e n t a l "  f o r m u la  h a s  a 

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

i n t e r e s t s  t o  b e  a c q u i r e d  f r o m  t h e  s t a t e .
] s• I

2 9 .  A l t h o u g h  t h e  p r o v i s i o n s  o f  t h e  N ight-o f -*W ay L e a s i n g
I

A c t  p u r p o r t  t o  be  c o n s e n s u a l  i n  n a t u r e ,  t h e y  a r c  i n  f a c t  a r e q u i r e ­

ment im posed  by  lav ; ,  b e c a u s e  t h e  a l t e r n a t i v e  t o  n o n - a c c e p t a n c e  

w ou ld  be  abandonment o f  p r i v a t e  p r o p e r t y  f o r  w h ich  t h e  s t a t e  has  

b e e n  p a i d  m i l l i o n s  o f  d o l l a r s  and i n  t h e  d e v e l o p m e n t  o f  w h ic h  j

m i l l i o n s  o f  a d d i t i o n a l  d o l l a r s  have  b e e n  s p e n t  upon t h e  f a i t h  o f  

t h e  s t a t e ' s  g r a n t .  T h es e  " c o n s e n s u a l "  p r o v i s i o n s ,  e x a c t e d  as  t h e y  

a re  by th o  e x e r c i s e  o f  t h e  m on op o ly  p ow er  o f  t h e  s t a t e  and o p e r ­

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

end v o i d  f o r  t h e  f o l l o w i n g  r e a s o n s :  j

A. They  c o n d i t i o n  t h e  r i g h t  t o  t r a n s p o r t  and 

m a rk e t  p r o p e r t y  i n  i n t e r s t a t e  commerce on 

t h e  c o n s e n t  o f  t h e  s t a t e  and s u b j e c t  s a i d  |
i

i n t e r s t a t e  commerce t o  a r b i t r a r y ,  u n f a i r  and j

o p p r e s s i v e  b u r d e n s ;  j

B < They r e g u l a t e  i n t e r s t a t e  t r a n s p o r t a t i o n  a l t h o u g h
j

t h e  r i g h t  t o  r e g u l a t e  su ch  t r a n s p o r t a t i o n  ha s  i
j

b e e n  p r e - e m p t e d  b y  C o n g r e s s i o n a l  a c t i o n ,  and l
j

o t h e r w i s e  b u rd en  i n t e r s t a t e  com m erce ;  ,J
C. They a r e  c o n f i s c a t o r y  b e c a u s e  t h e y  u n r e a s o n -

ii

a b l y  i m p a i r  t h e  a b i l i t y  o f  a p i p e l i n e  ow n er  t o
1

s e l l  I n s  i n t e r e s t  i n  t h e  p i p e l i n e  and th u s  t o  I

o b t a i n  f i n a n c i n g  oh t h e  s e c u r i t y  o f  s u c h  |
*' '

i n t e r e s t ;

D. They  t a k e  t h e  p r o p e r t y  o f  t h o  p l a i n t i f f  p i p e l i n e
i 
/
\
i

I

i
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compel 11 i o s  w i t h o u t  clue p r o c e s s  b e c a u s e  t h e y  r e q u i r e  

thorn t o  p u r c h a s e  o i l  a l t h o u g h  t h e y  a r c  n o t  in  t h o

b u s i n e s s  o f  p u r c h a s i n g  o i l .

E. They .impair  tire o b l i g a t i o n  o f  t h e  s t a t e ' s  c o n t r a c t s .
i
I

The r e n t a l  r e q u i r e m e n t  b e a r s  no  r a t i o n a l  r e l a t i o n s h i p  w h a t e v e r  

t o  th e  v a l u e  o f  l a n d  o r  r i g h t - o f - w a y  c o n v e y e d ,  n o r  do  t h e  o t h e r
;

c o n d i t r o n s  b e a r  any r a t i o n a l  r c l a t l o n s h x p  t o  t h e  p r i v i l e g e s  p u r ­

p o r t e d  t o  b e  c o n v e y e d  t h e r e b y ;  t h e y  r e p r e s e n t ,  r a t h e r ,  a u n i l a t e r a l  

r e v i s i o n  by  t h e  s t a t e  o f  i t s '  c o n t r a c t s  w i t h  t h e  p l a i n t i f f  p r o d u c e r s ,  

and an a t t e m p t  t o  e x a c t  a d d i t i o n a l  c o m p e n s a t io n  f o r  t h e  e n j o y m e n t
\

o f  r i g h t s  a l r e a d y  g r a n t e d  and p a i d  f o r .  i
f

f o u r t h  c o u : ; t  ------------------

3 0 .  P r i o r  t o  e n a c t m e n t  o f  t h e  Minimum P r i c e  A c t ,  t h e
I

t a x  lav/s o f  th e  S t a t e  o f  A la s k a  had p r o v i d e d  f o r  a s e v e r a n c e  t a x  

t h a t  y i e l d e d  an amount e q u a l  t o  a p p r o x i m a t e l y  7 - 1 / 2 5  o f  t h e  w e l l ­

head  v a l u e  o f  a l l  o i l  p r o d u c e d  i n  t h e  s t a t e  o f  A l a s k a .  [
1' i

i

(AS 4 3 . 5 5 . 0 1 0 . )  The Minimum P r i c e  A c t  amended t h e  t a x  lav;s  t o  

p r o v i d e  t h a t  such  t a x  s h o u l d  n o t  b e  p a y a b l e  i f  t h e  c h a r g e ,  d e n o m i -
. t

n a t c d  a " t a x " ,  im p osed  by  the  n e w ly  e n a c t e d  p r o v i s i o n s  o f  
• ;

AS 4 3 , 5 5 . 0 1 5  w ore  a p p l i c a b l e .  S a id  AS 4 3 . 5 5 . 0 1 5  p r o v i d e s  f o r  a
i

" t a x "  d e s i g n e d  t o  y i e l d  a p p r o x i m a t e l y  55 c e n t s  p e r  b a r r e l  o f  o i l  

p r o d u c e d ,  b u t  p r o v i d e s  t h a t  t h e r e  s h a l l  be c r e d i t e d  a g a i n s t  s a i d  

55 c e n t s  th e  amount p a i d  i n  r o y a l t i e s  up t o  o n e - e i g h t h  ( o r  1 2 - 1 / 2 5 )  

o f  t h e  v a l u e  o f  t h e  o i l  p r o d u c e d .  In t h e  c a s e  o f  p r o d u c e r s  such  

as A t l a n t i c  and p l a i n t i f f  Humble, who have  a s t a t e  l e a s e  th e  

r o y a l t y  on w hic l  i s  l e s s  than  o n e - e i g h t h ,  t h e  r o y a l t y  c r e d i t  s h a l l
i

be com puted  as  i f  i t  w ere  o n e - e i g h t h .

; 31 .  S a id  Minimum P r i c e  A c t  i s  i l l e g a l  and v o i d  b e c a u s e
i
l

though p u r p o r t i n g  t o  be  a t a x ,  i t  i s  n o t  i n  f a c t  a t a x  b u t  a 1
■ ' I

d e v i c e  t o  i n s u r e  t h a t  t h e  s t a t e  o f  A la s k a  w i l l  r e c e i v e  a g r e a t e r  

p e r c e n t a g e  o f  t h e  v a l u e  o f  o i l  p r o d u c e d  on  t h e  Worth S l o p e  than

1I

i
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t h a t  t o  w h ich  i t  .in e n t i t l e d  by  c o n t r a c t ,  th u s  i m p a i r i n g  

c o n t r a c t u a l  o b l i g a t i o n s  and t a k i n g  p r i v a t e  p r o p e r t y  w i t h o u t  j u s t

c o m p e n s a t i o n  and w i t h o u t  due p r o c e s s  o f  lav ; .  I f  t h e  law be
J

r e g a r d e d  as a t a x ,  i t  t a x e s  t h e  p r o d u c e r  o f  o i l  on t h e  N orth
i

S l o p e  a t  a s u b s t a n t i a l l y  g r e a t e r  p r o p o r t i o n  o f  w e l l h e a d  v a l u e
i

than  t h e  p r o d u c e r  i n  t h e  s o u t h e r n  p a r t  o f  t h e  s t a t e ,  t h u s  d e n y ­

i n g  t h e  e q u a l  p r o t e c t i o n  o f  t h e  la w s  t o  t h e  N orth  S l o p e  p r o d u c e r s .  

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

t o  assume a g r e a t e r  r i s k  o f  l o s s  f r o m  i n c r e a s e s  in  t h o  c o s t  o f
.■ ’ i

t r a n s p o r t a t i o n  o r  d e c r e a s e s  i n  t h e  m a rk e t  p r i c e  o f  o i l  than 

• p r o d u c e r s  in  t h e  s o u t h e r n  p a r t  o f  t h e  s t a t e ,  t h e  N o r t h  S l o p e  

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

and b e i n g  s u b j e c t e d  t o  a d e p r i v a t i o n  o f  p r o p e r t y  w i t h o u t  duo 

p r o c e s s  o f  lav;.  The A c t  a l s o  r e s u l t s  i n  t h e  d e n i a l  o f  t h e  e q u a l  

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

upon t h e  p r o d u c t i o n  o f  w e l l s  t o  w h ich  a r e d u c e d  " d i s c o v e r y  

r o y a l t y "  i s  a p p l i c a b l e  than  upon t h e  p r o d u c t i o n  o f  o t h e r  w e l l s  

and g u a r a n t e e s  t o  t h e  s t a t e  $ 2 . 6 5  p e r  b a r r e l  f o r  i t s  r o y a l t y  o i l  

a t  t h e  w e l l h e a d  w h erea s  no  o t h e r  o i l  ow n er  has  su ch  g u a r a n t e e .
/

The Minimum P r i c e  A c t  th u s  v i o l a t e s  t h e  F i f t h  and F o u r t e e n t h  

Amendments t o  t h e  C o n s t i t u t i o n  o f  t h e  U n i t e d  S t a t e s ,  A r t i c l e  I ,  

S e c t i o n  10 ,  o f  t h e  U n i t e d  S t a t e s  C o n s t i t u t i o n ,  and A r t i c l e  I ,  

S e c t i o n s  1 ,  7, 15 and 18 o f  t h e  A l a s k a  C o n s t i t u t i o n ,  

i 32. S e c t i o n  9 o f  P . L , 9 2 - 2 0 3 ,  t h e  A l a s k a  N a t i v e  C la im s

A c t ,  r e q u i r e s  t h e  S t a t e  o f  A la s k a  t o  p ay  $ 5 0 0 , 0 0 0 , 0 0 0  i n t o  t h e  

A la s k a  N a t i v e  Fund from  r o y a l t i e s ,  r e n t a l s  and b o n u s e s  r e c e i v e d  

by tho  s t a t e .  The N a t i v e  C la im s  A c t  p r o v i d e s  t h a t  s u c h  payment 

s h a l l  be  made b y  th e  s t a t e ' s  p a y i n g  i n t o  t h e  fu n d  a r o y a l t y  

o f  21 o f  t h o  g r o s s  v a l u e  o f  t h e  m i n e r a l s  p r o d u c e d  o r  rem oved  from  

la n d s  r e c e i v e d  by t h e  s t a t e  f r o m  t h e  U n i t e d  S t a t e s  u n d er  the  

p e a s e  S t a t e h o o d  A c t ,  and 25 o f  t h e  r e n t a l s  and b o n u s e s  r e c e i v e d  b y  the
IX, Inc.
rncr.5 s t a t e  un der  l e a s e s  and s a l e s  o f  su ch  l a n d s .  C o n t r a r y  t o  t h i s
'.IITH AVK. 
r. ALASKA 
2V 11*2411

I
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BURI!, I BASE 
£. KURT7, Inc.

LAW <•! I ir-C'j 
b VV. I.It'MTH AVL. 
rilOliAl.;!., ALASKA 
II.CIIOM 270-2411

r e q u i r e m e n t ,  th e  Minimum P r i c e  A c t  p r o v i d e s  t h a t  when t h e  p u r p o r t e d  

t a x  im posed  by  AS 43.55.0,1,5 i s  p a y a b l e  ( i . e .  v/hen t h e  w e l l h e a d  

p r i c e  i s  b o l o w  $ 2 . 6 5  p e r  b a r r e l ) ,  5 c e n t s  p e r  b a r r e l  s h a l l  b e  ■ 

p a i d  . into  t h e  A l a s k a  N a t i v e  Fund u n t i l  a l l  amounts p a i d  i n t o
• I.

s a i d  fund  s h a l l  e q u a l  $ 5 0 0 , 0 0 0 , 0 0 0 .  T h i s  p r o v i s i o n  i m p o s e s  s o l e l y  

upon t h e  N orth  S l o p e  o i l  p r o d u c e r s  t h e  o b l i g a t i o n  im p os ed  b y  

f e d e r a l  law on t h e  s t a t e  t o  make s a i d  payment and t o  do s o  a t  

: an a c c e l e r a t e d  r a t e ,  t h e r e b y  e n a b l i n g  t h e  s t a t e  t o  a v o i d  s h a r i n g  

i t s  m i n e r a l  r o y a l t y  incom e w i t h  t h e  n a t i v e s  o f  A la s k a  c o n t r a r y
I’ 4

t o  the  e x p r e s s  i n t e n t i o n  o f  C o n g r e s s  s e t  f o r t h  in  P .L .  9 2 - 2 0 3 ,  

and c o n t r a r y  t o  t h e  sup rem a cy  c l a u s e  i n  A r t i c l e  VI o f  t h e  Con­

s t i t u t i o n  o f  t h o  U n i t e d  S t a t e s .

FIVT1I COUNT j

33 .  The A l a s k a  P i p e l i n e  C om m iss ion  A c t  (AS 4 2 .0 6 )
i

e x p r e s s l y  ex em pts  f rom  c e r t a i n  o f  i t s  r e g u l a t o r y  r e q u i r e m e n t s  

p i p e l i n e  c a r r i e r s  t h a t  a r e  s u b j c - c t  t o  r e g u l a t i o n  b y  t h e  U n i t e d  

S t a t e s  I n t e r s t a t e  Commerce C om m iss ion ,  t o  t h e  e x t e n t  t h a t  t h e  

U n i t e d  S t a t e s  ha s  p r e - e m p t e d  t h e  f i e l d  b y  e n a c t m e n t  o f  t h e  I n t e r ­

s t a t e  Commerce A c t  as amended, 34 S t a t .  5 8 4 .  The T ra n s  A l a s k a  

P i p e l i n e  S ystem  w i l l  b e  en g a g e d  i n  i n t e r s t a t e  commerce ant. su b ­

j e c t  t o  th e  j u r i s d i c t i o n  o f  t h e  U n i t e d  S t a t e s  I n t e r s t a t e
J

# i
C o  i ome r c  e Co mm r s  s i  o n . :

3 4 .  Under t h e  p r o v i s i o n s  o f  AS 4 2 .  0 6 .2 4 0  a c e r t i f i c a t e  

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

l i n e  c a r r i e r  may u n d e r t a k e  c o n s t r u c t i o n  o f  any p i p e l i n e  f a c i l i t y .  

TAPS i s  exempt from  s a i d  s t a t u t e  u n d e r  i t s  e x p r e s s  term s  and 

u n der  A r t i c l e  I ,  S e c t i o n  8 o f  t h e  U n i t e d  S t a t e s  C o n s t i t u t i o n ,
\

b u t  th e  s t a t e  n e v e r t h e l e s s  c l a i m s  t h e  r i g h t  t o  r e q u i r e  su ch  a 

c e r t i f i c a t e .  The C om m iss ion  c h a r g e d  w i t h  t h e  e n f o r c e m e n t  o f  s a i d  

a c t  has n o t  y e t  b een  a p p o i n t e d ,  and t h e  commencement o f  c o n s t r u c t i o n  

o f  TAPS w ou ld  c a r r y  an u n r e a s o n a b l e  r i s k  w i t h o u t  a d e t e r m i n a t i o n  

w h e th e r  the  a f o r e s a i d  c e r t i f i c a t e  i s  r e q u i r e d .

- 2 3 -
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(SUM, 
f. KUR
LAW O

: a  W . r it 
iCIIOt(A>
I I.I MIIONI

35 .  Tho ow n ers  o f  TAPS a r e  r e a d y  and w i l l i n g  t o  p r o c e e d  

wi th c o n s t r u c t i o n ,  and added  d e l a y s  w i l l  f u r t h e r  i n c r e a s e  c o n ­

s t r u c t i o n  c o s t s  and th u s  d i m i n i s h  t h e  v a l u e  o f  N or th  S l o p e  o i l

by amount's wh ich  c a n n o t  be  c a l c u l a t e d  w i t h  p r e c i s i o n  b u t  wh ich ,

a r e  v e r y  l a r g e . \  The owners  o f  TAPS a r c  n o t  p r e p a r e d  v o l u n t a r i l y  

t o  su b m it  t o  t h e  u n l a w f u l  and u n c o n s t i t u t i o n a l  c o n d i t i o n s  and 

r e q u i r e m e n t s  o f  t h e  lav/s o f  th e  s t a t e  h e r o i n  c o m p l a i n e d  o f .

WIIEREF0P.12, PLAINTIFFS PP. AY :

A . That  t h e  C o u r t  f i n d  and d e c l a r e  t h e  Minimum P r i c e  

A c t  and t h e  R i g h t - o f - W a y  A c t  t o  be  v o i d  and o f  no 

e f f e c t ,  and p e r m a n e n t ly  e n j o i n  t h e i r  e n f o r c e m e n t ;

B. That  t h e  C o u r t  f i n d  and d e c l a r e  t h a t  t h e  t r a n s -

p o r t a t i o n  o f  o i l  by  p i p e l i n e  f r o m  P ru d h oe  Bay t o  

V a l d e z  and t h e n c e  t o  t h e  w e s t  c o a s t  o f  t h e  l o w e r

48 s t a t e s  i s  i n t e r s t a t e  t r a n s p o r t a t i o n  and t h a t

t h e  p l a i n t i f f  ow n ers  o f  TAPS may n o t  c o n s t i t u t i o n a l l y  

b e  s u b j e c t e d  t o  th e  p r o v i s i o n s  o f  C h a p t e r  35 o f  

T i t l e  38 o f  t h e  A l a s k a  S t a t u t e s  and a r c  e x c l u d e d  

f rom  th e  p r o v i s i o n s  o f  s a i d  C h a p t e r  u n der  

AS 3 8 . 2 5 . 2 3 0 ( 1 9 ) ;

C. T ha t  t h e  C o u r t  f i n d  and d e c l a r e  t h a t  t h e  p r o p o s e d

p i p e l i n e  from  Prudhoe  Bay t o  V a l d e z  i s  s u b j e c t  t o  

r e g u l a t i o n  by t h e  U n i t e d  S t a t e s  I n t e r s t a t e  

Commerce Comm iss ion  and t h a t  t h e  p ow er  t o  r e q u i r e  

a c e r t i f i c a t e  o f  p u b l i c  c o n v e n i e n c e  and n e c e s s i t y  

w i t h  r e s p e c t  t o  such l i n e ,  o r  t h e  t r a n s p o r t a t i o n  

o f  o i l  t h e r e b y ,  i s  p r e - e m p t e d  by  t h e  I n t e r s t a t e  

Commerce A c t  as amended (34 S t a t .  5 8 4 ) ,  and i s  

d e n i e d  t o  t h e  s t a t e  o f  A l a s k a  and t h a t  s a i d  p i p e ­

l i n e  i s  n o t  s u b j e c t  t o  t h e  r e q u i r e m e n t s  o f

pfase AS 4 2 . 0 6 . 2 4 0 ;
12, Inc. 
i n crr .
HITH AVL. 
t:. AI-M.KA 
;*.7o-2-}i l

- 2 4 -
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D« T h a t  t h e  C o u r t  f i n d  and d e c l a r e  t h a t  t h e  p l a i n t i f f  

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

land ; ,  owned by t h e  S t a t e  o f  A l a s k a  e s s e n t i a l  t o  

e n a b l e  them t o  m arket  p e t r o l e u m  p r o d u c t s  p r o d u c e d  

f r o m  l e a s e s  a c q u i r e d  by  Jiem fro m  t h e  s t a t e .

E. . T ha t  t h e  C o u r t ,  b y  m andatory  i n j u n c t i o n ,  r e q u i r e  

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

f o r  a p i p e l i n e  r i g h t - o f - w a y  p e r m i t  f o r  t h e  

l o c a t i o n  and c o n f i g u r a t i o n  h e r e t o f o r e  t e n t a t i v e l y  

a p p r o v e d  and p e r m a n e n t ly  e n j o i n  t h e  d e f e n d a n t s  

f rom  i n t e r f e r i n g  w i t h  t h e  e x e r c i s e  by  p l a i n t i f f s ,  

o r  any o f  them, o f  t h e  r i g h t  o f  e m in e n t  dom ain  

g r a n t e d  by  A r t i c l e  V I I I ,  S e c t i o n  18 o f  t h e  

A l a s k a  C o n s t i t u t i o n ;  and

P. T h a t  p l a i n t i f f s  may have  t h e i r  c o s t s  and s u c h  o t h e r  

and f u r t h e r  r e l i e f  as t o  t h e  C o u r t  may seem j u s t .

DATED: S ep te m b e r  , 19 72 .

BURR, PEASE & KURTZ, INC.

B y : _

D'. h .  BURR

LiURR, PL:ASfc 
& KURTZ. Inc.
1.M7 orricF.*; 

lr*5 W. niftHTIf AVE.
MOKATE. ALASKA 

I i l.I.rilONb 27 0.2411
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S T A T E  O F  A L A S K A '  

r,3RM N O - O L '1 D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E StniviMO ort.,

Division of L a n d s  lcaise un . a d i. ___

Competitive Oil a n d  G a s  Lease

THIS I.FAS- is made by and between iKe Slate of Ahv,l\\ /cling by find through the Director of the DMsion of lands, Department of Netur*! f.pjnjscii 
or Ms Authorised agent. hereinafter called "It&sor", and *

hcrcin>fler celled '‘lessee", whether one or more.
). GUAM. for end in co-sid̂ reilon c? a cash bonus end the <111! year's rental, the receipt of which is hereby acknowledged, *ncl of the ton’rt, 

royalli'js, covenants, end conditions herein contained on the part of the lessee to be paid, hep! and performed, end subject to the cond*t'crs :• j  
reservations herein ccotair.cd, U:*or does hereby grant and lease- onto lessee, exclusively, withe ot w.*ric.r.!y, f:«r the sole end only purposes of c.-rk rct c"., 
cfcvclcpmcnl, prediction, processing end marketing of oil, gas, r.nd Dstccia'ed sv.bslunc'.s produced therewith, and cf installing pipe lines end strycVts 
thereon to find, prt~u:e save, store, treat, procecs, tn.oipoft, tube e«*r<> of and incrt.cf oil such sol,stances, end for drilling water wells and • ?*.Tr-Q vr,..: - 
ground insl surface water ivr use in its operations thereon, end for housing end boarding employees in its operation thereon, the following cescnLrJ 
t'OCl of IJnd in Alasi 0;

containing).-...acres, more or less, hereinafter celled "itid land", «
For the purposes of lit:: lease, said lend contains the lego! subdivisions, as shown on the plat of said land attached hereto, marked Exhibit A ar.c! Lf

this reftrence made a p%'r? of this lease.
If said land is described above by protracted Isgal subdivision and lesser hereafter causes said land to be surveyed under the public land rcclrrov

hr system, the boundaries of sold tend shall be those established by such survey, when cpprovcri, subject, however, to the provisions of the rcgulcllc > 
relating to such surveys.

2. "Oil AND GAS". "Oil" means crude petroleum oil and ether hydroc-irboni regardless of gravity which arc produced and saved in liquid form r  
the well by crd.r.jry production methods. "Gas" means ell natural g;s end idl hydrocarbons produced at the well not defined herein as oil,* "Associi- z
substances" r.iecn ill substances produced in association with oil or gas and not defined  herein vs oil cr gas.

Ch ICf.V.u Ti-.Is lease is issued for vr; initial primary term of years from date hereof, subject to extension as provided In Paragraph A hereof, t’i
ii»a!l continue so long therocflfr as oil and gas nr either or any of them ere produced in paying quantities from said land; provided,that this lease may rr
extended beyond Its primary i*.»rr«s as provided in Paragraph 5 hereof r.nd shall net expire under the conditions set forth in Paragraphs 6, ?, and c ht»ccd.

A. [ XIFKSION* DY &J ..PINS'Oft CV- Oi‘FT. AT I C>N'S. If, prior to the cxp’ralicm of the primary term, lessor, in die interest of conservation, directs cr 
csscnts to the suspension cf all operations anu prcduction, if any, hcrcundvr, ihc primary term will be extended by vdc'ing the period of suspension lorrfo.

5. IXTFMSIOft t'Y UNI! FP.ODUCl lOft. (a) lhis lease shall without appl.cation be extended beyond irs primary term if upon cr prior to the c»pirat.rri 
elate of such term the lease is committed to »> unit agreement approved or prescribed by lessor as provided in the regulations, production of c'.l cr f :s 
ii had in paying quantities under the a green vol. and a portion of such production is allocated to said land under the agreement. In such event lS»i left*
shall continue in effect so long as is rrmjins suojecl to such agreement and cctua.1 production under said aqreerr.ent is allocated to said land; (b) The Cc »
rnissioner nuty. in Ms discretion provide for the extension cf the* term cf this lease, it such lease is on the expiration dale thereof included in an approx i
unit plan or if i! is included »n t. program o! secondary recovery operation designed to bring about cr restore production, provided, ho-.vevcr, that il a* y
lease or portion thereof it eliminated from luch unit plan or recovery program, or d such em| plan or recovery program is torn-united, then t.r\) such l.;sc
or portion thereof shall continue in Ml force .sr.J effect fur ninety |‘Vd) days from the date cf such elimination or lei ruination and so long thereafter :s
drilling cr fedfdhng operations are being conducted fhcrron and 10 long th;.*o.s(ter vs oil or gas is produced in paying quantities.

(). IXUfJMOH.bY DR.’ll IftG. fa) If production shall have beer, obtained in paying rjuantities during the primary tcrrr, and if. at th: rnj cf the prim**/ 
lerrn, or at any lure print to Use trd of the primary firm, such puduCtmn its; 11 have teased from any cause, cr in the event production shall at any ti*-c r 
linsei after the i*%p»raimn of she primary term cease Irens any cause, then t?»ls l-ase shall net terminate •( ifx- lessee commences drilling or re.vorkn .} ore a'-c i 
(rithir in a welt hem v.hih smb. p*rdv%iiots tvs taasesl or in a rse/a well) withm s *.iy d.s s alter the crsj.sfon of prCMtuchors. and th* l»*as.* shall rrn-̂ .n «i 
full liuce and effect lu leng as Suet. o.cMPom a.r p/o*.ecutr*d wilts # i* a • * ■•%«»!. V cl. I .genu* or are suspe'd.-d under Paragraph 77 here jf; and, if Vj:'. if** ■ 
or ir*sarlin.‘| t*peral.n**i n suit .n the p'o.fuctirn of u.l v">' gas, the lease jfi. It remain m full taga »snj rffecl :.*» lonr; as cut c.*r gas »s pro; luted ?• f.-hons n 
(laying quarrtitn s; (;») if .qfi.al »f*.ll,ng lias comun-nred i n the eup.rai.on cfak* of *•••.' ptm».siy terns i f t*ia leas.*' and »s cnnt.mn il with re »sun if•• nv̂ Ct. s 
oprranuns m;hi;!e rnf*.l:,n.|. s.Jeu a. s j  ofhrr it«\>an> mcessary t.s reach the originally rrtp.-.»*-d K.lln n hulr 1'Caf‘Un, the base sh*ll (i.utPnur *'» * ! 
i('f\ ** and r I fed . nr I ii.nyi/ In') t!>/\ .-H.m Suiti dr.tin.j liad leas nf and t"l SO k»».) ihe’eafti r a\ i-I or na| .s pruduied *11 (.aymg quaruit.e s, {O d ail c» I •
<d th* lands ID.irrd by the lease are lar .b, that ha\r I•• ert sel.ntid by /dasi.a on.ter the la.is ul the U'nl.-.l • tjt? \ <;t,snhog louts lu / hsbs and the cord *
el b Mv was it lut'd theieuo, the term c.f the lê ir ihall br rxlmdcd Icr a poii«‘J i<|sr.s| to the pifuv/ dun.sj - wlmh the lease »vsi cond.iiuiiah

Kvh lt .A I , A
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7 |/tlti.'VOM  I.V f rwOMJCH V.* I ' .  up r*  !l.o f * r . iv r < n  cf !lv- n '" " ‘V , '-rn' a* *'°r '.  ^ 'c rr iv f-» •.:* ! V  •' .» .
l*!,, { ( 0*1 O' i j. i j  in p .iy ln 'j (| /.v»»i' f i ,  l l i i j  IcM'J rVj, ci|)'»r I i (A'j'.I* Ic iW T  frt»S to p*f></vtC the V' r *f *»n!tSJ Iv'iUV I ]  - r.  \ * l ! ! :c  •*

, r p r r  j  • r i jy n . 't . 'r  f>« c. * I a1! re ! Lr !<_••„; !».*n :* !/  « !;y .. .‘ftr r  iv c 1: r e l 't t  iv  p ,M:c  »!•? vsc1! ?•> a r-< *r . ' n ?, ‘ c' : :
i .  * I ilt.it flt lrf vd»  it ttldb!ith»d mi r Ii nmrfiJf l!r#n \LaII conlinij* r n llw* u i.'f  low/ u*»J m* nut/ im fil of r*foc/iI Tin it Vn i.rj- f ‘iv# ».....  ......  *

U W .
ti, r> :U IJ i!0 !J  HV StlSMI.'SION O f (’HCbt/CI ION. Ib is ! . • . > shall not erp lre because of any sulpention o f optra lions in or upon or p 'o d .:t t p n I '" ”  

said bmd if scrth suspension i i  made under any order or will* the consent of I es: : .t,
9 [ ' { IJ IA l, 71. is lease shall barnS'oatc on any .'n n ivc r iiry  * f o! o herocd : r id  to I*.' co 'fiilo lio n  on s,;ld I '"(I of a v.-ell c.irshte c f  r'C 'dv; im i c M o» r , .  ■- 

pAs'ints tji-'OtilieJ. unless c» O: i : fore said amisc-rs sty date lessee '.In*!! pay or lender to lessc.r . i i  ar.nu.il rental A turn C n - a! to $1.00 per arte c? !• ».* -•■ 
ihercr I then included in s lease. or u "less such annual rental Inn  Icon  waived ot suspended as p rov .'f .d  in Paragraph 13 of tins Oase. If c " : •
i i  net open l i r  holiness cn the anniversary d.ite, she'lim e for payment is cstm ded  to include ll*c neat u :y  On w li cli said c ilice is open for Lbs'ess .

10. M IN IMUM f'OYAl 1V. Commnncinn w ith tin. lease year Legitm 'ng c;n or after completion on '.del land of a v- cII cap.-sbfe of pa c:.v.‘!ng c : ! cr t: ;* '•
paying nuantities, fe iic e  shall pry  lessor, ill I’ c i ro ir.ition o ! r . id i  lease ycr.t, in lieu o f rental a minimum royally equal to M.CO per acre, tr frac'>- 
t l.rrro f, tiu'n included in lids IfJ'.e, or lisc d itfnence b(>t.vecn liie  rc lu .il royalty pa 'd on production during tin; year if lest than $I.C0 per acre a-d ih e 

icrllacd o.ini.-r.uni royally .

71, f.'OYAIIY O il I ROD1.1" !IO N . Tj:crpt for oil an-J gas used on said lanJ lor tfcvelcipment and production or unavoidably lost, lessee sbcll psy lass:-- 

m  royalty the fo llow in g :

(a) On n il ..................... per cent in amount or v,due of the o il produced and saved and remover! or sold from said land,

(ii) On pas .................. ..  per ten! in amount cr value of the c;as produced and saved anr! sold t r  u;co' off said Isr.d or used for the rst'r.ictfco cf r .s 'v s

qasofine or o 'lie f products llie ie from .

(c) On essociatcd ruiu.lanecs ........................ per cent in amount or value of such substances produced and saved and removed or sola: f'or.i sricf finds.

1?. r.uDUCHOU o r  f OYALTY PA7t3 rosi D liCOVCllY . I i  lessee sbtll d r ill on -aid land and nss'.e the first discovery cf o il or p ’s in ccvnm-.vciil ovs- 
lilies in any jic-olcgieal j ir u c u .v , the royalty rat' under this lease shall, instead uf the tales prescribed in I’e.ragraph I I ,  be five per orr.t for i  p»'tcd cf ’ -
years fo!!ov.’i:sg the date til '.eel. discover y,\ . $ J tl.ciuatlor the royalty rates shsll l.m liinse ptescribtd in PcrarjrapM I . I ! llns !•: "<• is ccmmm. '.l ic> >, unit •
mer.l aryirc.ved or prescribed by lessor as provided in the regulations, trie five per cent royally talc shall no! apply to a ll, but only, the prods'Ct.o*. alic-:." :: 

tr» tbit lease under such agreement.

13. l.'ff illC T IQ Ii Oa f . f ’C iA l A HO P.OYAI7Y. Pental or n'inlrnuni roya lly  rr.as' be w a ived , suspended, or reduced, or royally may he reduced on a"!
said land or any liac l or p-rticn tf.n ieoi seg'cristnd for royalty purposes if lessor finds that such relief is necessary for the purpose cf tncsu '.'g ing
greatest ultimate recovery cf oil or gas and is in the interest of conservation of nf.tursl resources and either that such selief is necessary in order So prom cr
development ot that the I esse c.T.noi be successfully operated under the terms provided herein.

\At p r 'Y A llY  IM ih i.’n . V.'imr.ever, at the entic.n of lesser, Vrhlrii may bs e>:urcited from lime to time upvcit not less I1. in  s»x months notice to Less"
lessor elects to ta le  its royalty in bind, lessee shall ueliver tree of cl.arse (on s.iid (and or at such place as lesser and Us.'tc  mutually agree upon) • ;
lessor or lu such Ind iv idua l, firm , or corporation rs lessor may design si* a ll royalty oil and/or gas produced and saved from said land. Such cil an- -•
gas shall he in good and merchantable cend.'ticn. Less", shall, if ncce'ssty, furnish Mnracre for royalty oil (rce of char:,., for thirty days ai'.cr she end c-
the calendar month in which the t i l  is produced fto-n said l.ir .d ; prov ide :!, that lessee shall rot be le .ld liable for loss cr destruction cf royalty cil a n r : •
gas frc.-i causes beyond lessee’s reasonable centred. M iould It sss'e dchydralo or clean the o il or gas produced from said land, lessee shall be entitled to n
allowance of lltc actual cost of dehydrating or (leaning aaid roye'ly oil cr gas.

15. ItOYAlTY IN VA IUc. At tf.e option of lessor, which may be exercised from lime res lime upon not less than sic months notice to lessee, and b, i : j  
o f loya lly in Kind, lessee shell pay to lessor the fie ld marhpl p r i.e  or Value .M the we ll of all royalty oil and/or oas. A ll royally that may beccre” e iye r ir  » 

money to lesser shall be paid or, c ; before the l.'sl cfjy of the telcndar month (c.liow ing the month itt which llie oil ct gas is produced, lh e  p.'yrr.enls : 
be t ccompanhud by copies o f tun licKets ot other satisfactory evidence of sales, shipments, and amounts of gross production.

16. f'RICt. The fie ld marl cl price cr value r.f royalty c il cr gas shall not bo less than the highest o f: (t) The price actually paid cr agreed 4o be c : s’ 
to lessee al the w e ll by the purchaser thereof, if any; or (2) 7ha posted price o i lessee i i  the Ib id  tor such o il or gas at the w e ll, if any; or, (oi The p re .: • 
|ng prict leee ivrd by other producers in the f it lJ  :.l the we ll for oil of lihc g 'ada and gravity or gas of liKc Kind and quality at the time such cd c*r c;s: i;
rcmovsd from said land cr tun into storage, or such gas is delivered to tn extraction plant.

17. CAY/i'iCWIS. A ll payments Ic. lessor under this lease shall I;? nude  payable to the Department cf Revenue of the Stale of A lasla and sr all be tsi 
dcrcd to lessor al the p.laco designated under part graph <!•! for g iv ing  notices to lessor.

1U. O rlSC I WE itS . lessee shell d rill such walls es e reasonably prudent operator w ou ld  d r ill to protect lessor adequately from loss by reason cf d ie ! ' ! :*  
tetu lling from production cn other land. Without lim iting the genercl.ty of the foregoing se ntence, if oil c r gas should be produced in a w e ll cn ether 1;- - 
no l owned Ivy lessor ot on which lessor receives r lower rate of royally than the royally under this tease, which we ll is w ith in 500 feel in the case cf 
o il well or ),!.00 foul in the cse of a gas we ll of lands then subject to this lease, and such well shall produce oil or gas in paying quantities frr  j  p.e'sa
of thirty consecutive days, ar.si if, after notice to lessee and an opportunity to be heard, tessor linds that production frcm such vaell is drain ing lands
subject to litis lease, lessee shall w ithin 170 da-, s after written da itund by lessor begin in gcsrd faith and prosecute d iligently d r illing operations fcr *- 
offset well on said land. In lieu o( d r illin g  any well required by this paragraph, lessee may w ith lessor's consent compensate lessor in full teen month 
the estimate d lots of royalty through drainage in the an.cunt determined by lessor.

17. O i l  £n W itLS . This lease lontemf.fates the reasonable dcvedopwent o f said land for oil and gas as the facts may justify. Upon discovery of c ! ;■
gas in paying quantities cm said land, lessee shall d r ill such wells .is a reasonably prudent cpoia lor would drill having due regard lor the inletcsls of I t : ;  
or es well as the interests cf lessee.

JO. D ll IGCNCC; DEEVLNIION Of WASTE, lessee shall exorcise reasonable diligence in d r illin g , producing, and operating wells on said land u r'v .i 
consent to suspend operatic.-s lemnoratify is granted by lessor; shall carry on all operations hereunder in a good and wO'fcmanliKe tn’in r r  in aico'd.--'* 
w ith  approved methods end practices, having due regard for t ie  prevention o f waste of o .l and gas and the entrance of water to the oil and cas ic ." - ;
lands ot strata to the dcstructlcn or injury of such deposits and the preservation ar.d conservation of the property for t ic  lolu-e product,vc 0!a?fe':"s-
shall use reasonable care and all proper safeguards to prevent the poll.rtion of water; sholl p lug securely in an approved manner any w e ll before - 
doninp It; shall a llow  lessor to inspect all operation! at any thee; shall carry out at lessee's expanse all reasonable orders and reouiremcntt cf le u :?  
relative to the prevention of waste and the preservation of said land, and os failure o f lessee so to tin, lessor shall have the right logclficr w ith ,- r 
other recourse available to it to enter cn said land to repair damage or prevent waste at lessee's expense; ancf shall, abide by and conform to valid #: 
plicablc tulcs and regulations cf the AlasKa Oil and Gas Conservation Commission and the regulations of lessor relating to the matters covcod by ■■ s
patagraph in efiecl o.S the effective sfjte hereof or hereafter in effect if net inconsistent with any specific provisions of this lease.

J l , W f l l  IOC AT I ON 5. lessee shall w ith in five days after spudding In a well advise Lessor in w rit ing of the location and date of spudd.n^ cf
ra id well.

J?. API’EOVAl O f f’lANS. lessee shall not place into’ actual operation any plan cr method for the puape.se of stimulating or increasing p te f.c
lion  cut said land other than plans am! methods in common use without first having obtained the v./itleis approval of lessor.

33. LOGS AND !.*'COT PS. An electric leg or tad.oadive log. if l.sKen, and a descriptive rjcu'oiir s imple lug, if tjlcn, and a rcc.-rJ c, all tr.'i
run for each svell drilled on said land, together with a plat sho.,inq the es-'d location of tacit such well, shall he fifed with les.cr within thirty 
days after such well has heen (c-miileted. suspended, or abandoned Any and all infevinaiion I.Unf ly lessee with lesior in connection vr.tn this !<,.» 
shall be jva.lihle at all times (nr the civilnlential usr c.f lesser f.t the purpose of enforcing co.u,.'..me,' willr Itic terms, covenants, and Cfd.lir.n si
tfsi* lease a".l the lerjulanoris of the les.or I.,, r shall not be i pvn for inspection l.v any poison .'In i tban officers, or employees c.f Imsor ard pert 's
peifmm.r.g any fun.'t-Pn or wnrl. ais 'itied t■ i th.-m by less.rl fur .1 peri.v.1 ol tv.er.tv lour (.’-tl mct.lhs after tl'a llnrly (301 d*y l.liriy pe?cf. e.
Upon ivriiien consent til leivr. Nut.s.thstan.l on any ollie? pjows'cm herenl, s.vd information rniy |»e disslu icd In any' pertc.0 ..i.cre sucn ct.sc's* ■?
Il leaicrn.il'ly naceuary fi.r Itu' .1. 1 n .n is ir .'t .,,, r f  the l.mctiou., rmpuni.l-.I.t'OS. and du l.rs  vested I law in the Comnust.encf of l ie  I'et'arln 'enl ,.f f
oral f e in .uce i or in Hie D .vn .-n rl  la . . , ! ,  rr t!,»   cl or th '.iru f , ln r lu i l .n l 1 vl not bm ip d  to lu .c l .o n i . cetfm im l..t.l e i. rnd du lia i a r . ie i i  irs < o
ncr In ' S v.itlr any l.i..|it.n.s nr adn>,i„sir.ft.>u a i|u,|.cat,c,.i rel.iring to tint l.'Sse .i In the tuil.li, dutrai, arid ..b;..pil.( m  arit.mj l.c'cnnder.

21. I ‘ f 1 iJl'.bV trsic.. at, .11 leap an,I I w e  in ill posta'inm bar,is and ivcu'ds st.o.sin.f ll'e f, to, Inst,, in and dnuOPtiun of a'l O.i a'd r.H ' • 
lln.r i (mm 1 s.d land am* it.all pirm.l Iru.r nr in e.jcnii at a*i r** iu.nal.te l„" n t.s esam n. |t,a i $,,.1. riiiP.li and liporll t.f prr'i.cmur r
I c intil i-| ,n li.\li ,r*. n 11 a.nl lertin,. at shat, .-nit.i tt... in? si accurate h.piies feaiunaidy avulsl.te w.tt.r,.-! |i,'ftu.r,n.| Ilia l u m  tn ptoi'dr* t- .» 
irlr t.nii.j.' (or ra.ti weti

s . t,*.*. ,11,1 ', ’I si p ‘. | 1,1 , r r.v.i tf 1 i , . r l  it,* r .... r.il.ri .11. 1̂ 1 i,î ,v.t,.,,i rr,,vi..,,,,| , m 1. . . .  b « . , ,  «•, • ,  1, .1 a t , , l  , r..r , •  *t t ■ a . • . .  . .
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I ,)
7:1, fiAWAf.-f !>. /• 5» 33(>’i 133 i I '-r.i ln In pan il .. • no rights under k im v  ti-.n>» cnnlsmed in set.yin I a m  or grants c( Aljjl a land shall (,r. r i r n ,

|iy tini.il < i i's li-.'i i: vniil |>n-v.:.(in Ii »•. In c n in i !t u, pay H>e r.v.urr (,| (be land u; mi whirl) die reserved tights n t  sen d I to |.« crerc.'seu *.
,-iii.T.t 111 ||!I d’< •.'tjt'i S .>• taim.d ty ;Aicl o.v in r 1,1 tea! nil I..I cnlt liny CP s.n I l.licl; filOVit It’ll, that il l.lid inviicf far any cans? whatever (efulrl .

i,(db'ti to siir’e said il.'itny:, I ss.n nr .is leiHt- sli.tll l.ave lire li rill to institute such ivl.sl proceed no in a court cl eompub'.! i ris*J *,,»n s.,1 ■,
It.-. I.'n.l is situat' d as may ho i.re.m.iry tn drieini.u. the claun-je ss'iun tin- owner of suth la' tf may sutler, lessee t.eretiy agrees lo [•,Jy n,y (I.......
th/I may l-.fO’ ic payable under s.nd st.ili'tory |.' c v i '/cus S and to iod.ntnify Ussur and l.c-td it l.ar.sil. ss from a nil again*: any (l.strv, t’e r 'a -c i ,  I.an ■
/lid t> | .nv :s  arising iron, or in emm slims with t •.•ill damage. 1 lie Tarnish ' g  cf a Isond in lymphaticr villi lliis leaie will lie regarded by less - n
a lulliiicnt provision for the payment of all damage* lit,>1 may hc:o...- payable under said statutory provisions.

/It. tiVnilvj.
(») If t c .p ro d  I>y lessor, '•■sser; s'.'II furnish a henr! prior ‘.» lie i:;ua.nce of this lease in an amour,! equal to at least 5-2.CO per acre or

ll.rrcof cculyined its s.nd land Inn rs-.t less than ! 1.0 .'3.(0 .’‘..I shall mail tain sail bond as long as required ly lessor.
(is) before b yieiSintj drilling opcistieas on said Imd lessee ml.,J1 has-e furnished and shall maintain a bond in an amour,! n! al least l-j.i'or V.
(c) l i s s 'e  tn.sy, in lieu of the ft..cgo.no, furr.icli iirsd mairitaiti a slrdcsvieio bond in the amount of 31 W.C'OO.OD
(el) Irsscr may, after notice to It.".re and an opportunity to he laycrd, require a bond irs a reasonable amc'iint greater t'san the amount jpp; : -

rl.sve in this par.,;* .sph svberc Such greater Amount »s justified by the* P'ts,re ed the surface and its uses and improvements in the virility of e :
land arsd tile dcrrce of the tills involved in the type' of Operations being cr to carried out uncier this lease. A statewide bond will r.ut •■•d, 
any ier;uircr,'“nl ol a bond inipr.r.-c' under this sn ...par>grapls but will hi considered by lessor in cfelermining the r.eed lor and the amount c 
my add lieft/sl i.ue.J icier lids subp.ra.gMnh.

(e) If said land i: committed In whole cr in part to o cooperative cr ur.il ap'eensent approved or prescribed by lessor pursuont to law I ' i
the ii gelations . rid a ur.il bond is furnished in accordance with the regulations, lessee used not therealler maintain any bend with respect in i ' r
portion of said lend so committed l.i such agreement.

37. /-CIS Or OOf). Should lessee lie prevented from complying wi'h any exprct.il it or implied covenant of this lease, frc-m conduct inn ..
ing operations liiersOn, or from pfedu; :r,:> or rnail.etir.g cil or qas from said land after, nf* rls made in good faith, by reason of war, r’ots, t:  : c
Cit i, severe svesther in li.’.' area s>f said land, r.cls of novem'noMel ctuihurilics, failure or h  r I. of adeguate lianspcrtalion facilities, cr any c. — .' 
cate.e beyond 1 (.sire's reasonable control whether similar to those enun'vrau-d or nor, lien while so prevented and for a reasonable lime
after within which to resume' operation;, tester's obhg.stion to comply with such covenant t. .all l,c suspensiesl and lessee shall not be lisb'c for c:~
rjiet icr failure tv comply therewith. II drilling or rv.’.'irI.ir.g operations are suspended by virtue of this paragraph and the prosecution cf s ."
oporefior.s would hc-sv had the effect of inventing the expiration or terruir.slian of this Ist I.hsn this lease shall nut p.>tminslv during the f '• 
which the obllgstic.ri to pttforni such eg/rations is suspended under this paragraph; provitied, i. .v/evcr, lhal nothing in this paragraph si,all he c: -
t-lrued to surp.nd the payment o{ rc-ntalc c.r of minimum rcyeltlei,

33. SUSI'CUMON. bassos may fro.jn lime to lime t-recl cr assent lo the suspension c-t f>tt"Juclion or other pperstiens or both under this lease i:
such .clion is r . ia  scary or justified in ths interest of conscfvetion.

J?. Rc3-li.’Vr-.7IC<!,'a. lesser resolve; the right to dispose c,f the surface of said land to othets subject lo this lesse, end Ihe right lo eulhv:':r
Others by grant, li.isg or permit subjoel to this leas.u ;r .J under such conditions »s will prevent unnccesssry or unreasonable interference with
riglsti ol lessee and operations under this lease; to enter u’/cn end use said imd:

(c) lc' c f o r  oii or gr.s by geological or geophysical means including the drilling of shallow core holes or straligr.phl: tests to a depth c :
nol mere 'hen 1,03d feet.

(b) lo  ey.plcie for, develop arid ti'inove nr,lari,I resources oilier than oil, gas, and Associated substances cn  or from soid land,
(c) for nonexclusive casements end rights of way (c-r any lawful purpose including shafts and tunnels necessary or appropriate .for the wc-i.

inp of said lar.o* or other lands lor natural resources ether than oil, gas or associated substances.
(J) for well silos and well bores c>f wells drill'd from cr through xnlei land lo explore for or produce oil, gas, and fssociatcd substances in avr 

from other lands,
(;•) fcr any other purpose now nr hereafter oelhcrired Ivy lew and nol inconsistent with Ihe rights of lessee under tins lease.
33. ll!v'biif.G3C''J.'.’D SfOftAGb, Ibis tease does not authcriio the subsurface storage of oil or gas except as a necessary incident lo rccyc'l"

pressure nvinter,ance, roprcssurinrj, or other similar operation o', signed to increase Ihe ultimate recovery of oil cr gas .or prevent Ihe waste oi oil oi a.-; 
produced from said land or from any unit area of which trie said land is a psrt. lessor reserves line right lo. euthoriae the subsurface storage of oil a 
gat in said land by lessee or by ctheis in order lo avoid waste ~r lo promote conservation of natural resources and upon such conditions as will c
Vent unnecessary cr unrcfsonebh; interference with the rights ansi operations i i lessee under this lease, mcluaV.o conditions prohibiting the storage cr .
or pat without the consent ol lessee in any reservoir covered by this levsn capable of producing oil or gas in paying quantities.

31. ASSIGI.'A'.lNiS. This lease or any undivided interest herein may with the approval ol lr ;sor Ire assigned cr subleased as to s.'ui land or any c r
or more legal subdivisions included therein, or any 'separate and distinct sons or geological horicon underlying said land or sucii one or mere legal
tfivhic-ns, to any person or persons qualified te. hold a lease. No pansier of any interest is this lease including assignments of v.orUrs.g cr royally 
ists t n d operating agreements and subn s’.c-s shall be binding upon lessor unless approved by lessor, lessee shall rcma.n liable for all obligations i -  
cicr this lease accruing prior lo the approval of such transfer. Approval of transfer of this lease or an interest therein varll no! be denied except (I) 
failure to comply .v itis the regulations, (a) in the discretion of lessor, where the transfer covers an distinct zone or geological horiion, cr 13) v. ■
letter determines that the r est i.Terests of lessor justify such action, Applications for approval of a transfer under this parasjraph must comply •-
the regulations and must be filed within ninety days after Ihe date of finsi execution of Ihe instrument of transfer. Where a transfer is made ci -• 
or a pail of lessee’s interest in and to a portion of the acreage in said land the assigned acreage shall, at the option cf lessor, cr may uoon rcc.st:
of the transferee and with the approval cf lessor be seg'ecjatcd into a .separate and distinct lease having the same effective date as this iease.

37. U.'s’ll IZAIIOii. Whenever determined and certified by lessor to ba necessary or advisable in the public interest fc.r the purpose cf pro; . 
conserving the natural resources cf any cil or cjes pool, field or hbc area or any part thereof, which includes or underlies said la d or any rail tie r: ',  
lessee mw unite with other lessees of lessor cr wish others owning cr operating lansis not belonging to lesser including lands belonging jo the V r : 
Stales and with oilers, jointly or separately, in collectively adopting and operating under a. cooperative or unit agreement <or the ccsclopmsr.t or cpcra 
of the pool or field cr file area cr psrr thereof, lessee shall within thiity days after demot'd hy lessor subscribe to such a cooperative or unit o r-: 
men!, which agreement shall be reasonable and shall adequately protect all parlies in interest isscluding lessor, lessor may with the consent ui I t . : ' :  
establish, alter, change, cr revoke drilling, producing, rental, minimum royally, and royalty requirements of this lease if committed to any such c:- 
Operative or unit agreement and may male such reguh'tluns with reference lo this lease with the I.be consent of lessee in connection with thi - 
dilution and operation of any such cooperative or unit agreement at lesser may determine lo be necessary cr p ro p "  to secure' the prosaer protec*
of the public interest. If a pueliog oi said land is comers,Had lo an approved or prescribed unit agreement, the committed acreage shall at Ihe c c ' c
of lessor an a n.ay upon the request cf lessee and vriih the approval oi lesser be segregated into a separate and Oislincl lease hiving the
effective date as this lease.

33. SUr.rtf.’. b ' f l e s s e e -  may at any time male and file wills lesser a written surrender cf all rights under Ibis lease or any portion (hereof c : - .  
pririi ;; one or r it re legal tufy/ivisiuns of, w.llt ihe coosi'nt of lesror, or any Separate' and distinct rone or geological hpri/ors underlying sa'd ler.rs : 
loch one os more lag I sub-division*, thereof. Such t surrender- shall l e effective as of the dale of filing subject lo lbs cuntinu, d i.itl,a..s!icr» o! Is.,
and I'll lurely !o male payment of all royalt.es theretofore accrued end lo place all wells on the surrendered land cr in the surrendered zoom c
lioiirons in condition svtni sctory to lessor fur suspension or ahandomr.eril; thereupon, lessee shall be released from all other chi,jJtions accrued tf 
accrue under this lease win* respect to tt.c surrenclaieii lands, zones, or horizons,

3 6  DrfAUll; TIR.V.iN’AlI7ri»’. Vi'isenrvcr lessee falls to comply wi'h any ot the piovisions of lliis lose  other than the pryn'ent cf ’rental < •»
tr.-J In ice  (nl> svi'lurs sixty d >y» ettrr v i .u rn  nub e uf such default to tNiniimrnce I'1 renseily and theiraftcr prosvculc diligently operations to te■ • * .
tuch cal.'ulr, lestur ussy cancel st.ii I ; ' s< if ai tis.it t.n e li'-aro is r*o well Ml s.snl lar.tl capahlrr of producing oil cr gas in paying quantities. Il e  
luch I.me theie is ,."i said land A well capable of prcihic'cg oil or gas in paying qu.snlitirs, this leaie may be cancelled only by jutl.f.al f.-icc" .
buys. In the rsn i i  of any canc-iia'inn t,lifer tins paragraph, lest,'a slirll have Ilia right lu retain under this lease Any And .*Ii drilling cr prcd-
Wells as tn v.Iii.li nr> ih lanh c*,nli Ici.jetiief with a p.'fctl t-f land Sutiuurid.r ig earls sucii v.rsll or wells And such fights esf s.ay through lA'd 1 •' '
as n,5) he reasonably nccvssAiy tn enable lissec Us dtill arid crpcutc tvdi rerainvil well ur wells. ,
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ilfi. fVCI's / ri A. !f for any ftMOn saitf land includes i m - r c* rrrnujc than lie /nnviiisum peitidlled ui'drr r; .pl.ralde I'svs And/of I C r}tdl -
lb,ill, I ft' I leasr ih/'i net be vr.il/ }i:»| ihe .'»rir;.»r;e in.'lvrfr,/ in said l.irnl shall l.e reda-itl in ihl |'i ruiillr.f nsa> Mi'tnn. V.Tusi.eS'er Itnoi
ih.st l'ii: lease >0 riiici'l tin; pcnm'llcd atrt A.|C ,»r.,l notifi'S lenrc slr.liiui lltc am,....I c.1 acronrrc lhal nunt 1:0 I'linn-iAied, lesser may wiliiin i’ll,
dry* inch r.r.iir... surfrndef one (r mene ley a I inbdivisi'Jr't inrhi/ej in said lands louspirisin-i at Icrsl Ihe ftiHOunl (I ACie.uic lha| «,ttn• lo ell"-:
ruled. (f tv.I: a fcrrce-drr ii m  l 1 ititl v.id.in n>.li ii. ,* days lenur i *y irnniivli* lldi lease .it lo |hi* M'l.fje 111 a I iiwil t.r rliiniiiMril i y nis-h't
entire ol such lercdr,alien lo l-ssee describing live garrrl of parcels c hrS'iiiAlcd. livfli a. notice ill’ll have live clled of lirminilir.j |hit base as
lo live parcel or pared; I.'vw ri!>r(l in such notice.

fif.. IMCiim Cr!.1 iII'.1.1.!i !ATIO!I. Upon ihp t apir, lion or rl’.yr wmin.slfon ol lids lease .*.5 lo .'I! or .my porlicn (.f sail) lands, t i is r .  •. 1 ■ >1 *
have lli-: prlvi'e;," .'■I Any lino widen .v period ol tii: months ll’r re.- ller, or suili exiensi-.n Ihereol ot may lie gran'vd lessor, cl i ci-..-. .•fr.i; (re-
said let..I of portion ihereof i'll machinery, equipment. tool), ,-ml metriT.ils cdo'.i ll.An impf overiieM's needed for ptornacing wells. Any ni.'ii-r'.• v
toads, appliance), machinery, slice loirs, and r n'-'if - V O r. I suLjecI !o removal as above | rovided which ,trc A i! o w e d lo remain on s,iirl Ir.n:! cr rriii'.*
Ihcrenf sl.tll btcon'v 11 .c- | rcctily r.( lessor upon <-> | .■* otion of such j .cries/; |(c.v!<!td, lli.tl te t i rc  lit ill remove Any end i'll of to;!: p<<-;. t. f • ■ •
when ip duelled l.y leiii-i. Suby'd lo the (otrpuin:;, U tjee thill deliver lip said lrri.lt or ivch portion or portions Ihprcof in i;ord order a-d
condition.

37. Iljll’l.'fOf I!.' IAI.'D, Il ii the in'crilicn of the patties lli.tl Ihe rights vesleri in lestce by lliit I d i M I  contlilvte t n  irilrreil in le.tl jircr
erly in said lornl,

f'C. llhofC !.’JUrCJT. If Itvsor o.vnt ,i In te r  inri-ri.sl in ihe oil And (j;,t drpotit t in tr.it/ lend ihrn ihe i.nlirc t.r.cl undivided fee j i c p ’c
Ilitn liit fi'y.ihi'i And fenl,'l> l-.croili provided sh.d! he paid Ictsor only in l!>« p irp trl ion  tvldth lit inleretl been lo the whole And ondivhAd ( •

!<?. CC)IJt'ITIC', .liV, IrAM:. II ,>ll or n p.wl of s.iiil 1,'j.d it l.’iad tbil hit Lr.en tel-.tied by ihe le t ter  ujlv'er l.tvrs ol the Unhid Mtlus rp.ttn'p.
Isndt lo I t ts r r ,  l.o! tori: Ito.l li.-> not been pAlcnli,1 Ip leitor by l!ic United Melts, l lvn lllii lertf. it a eondilioiul lease as potvidcd by law tv
lush prlvnl brte.ii.it cfisslive. I:' f<.r any re.nem ioill A n! ilipn it nol finally Approved o; such a pAlenl lines nol hceomi effective, fr.y rer.!,',
royelly o; n.inln-.o.iv royvhy peynienlt i:..ide lo Ii jsm or.der vln't lecsv vri.’l no! I c r< f.mded.

/O. bh'll! ! ■ ' , OI-lhATIWrt. / t  v trd ,  in lliit l . r te  "drillir.ri o; t iniipnt’' n v ra  er.y worl c.r .'dual oper elions imiloib'I.cn i r  tomrienced i-
<l«'Od li-iih lot ihe purpose c.f inriyinp col env r-f lit ' ii'|iii>, p.iivile ĵi.) or cuilict of les’ee lincljf this lo.iti, Ic-flotved rrilicienjly And it. due iov'S'i I..
the cnntlruilisn cf a load cr r.’irri;!: endppi oiher i. ;:*t >ry ttnieUi.rt for Ihe drilfinji ed en oil or cj.is tvell, end by l i e  .-rln.vl cysielion rf  ddll
in li e r.toi’o j .  Arvy ttrch wr.it, rr opm. lions prclir’ilna-y (:. drillincj in the piour.d mey I t  irndvilei.tn eifher cn seid land or in live vitir.iiy cf se e
lend in any order Icsti.c th.’ii tee (it.

<1. ACTUAI Id'llllb'C;. As o rtd  in lliit lease, "edual drilli.nri'1 int.i t eny enel ell operallr.nt r.tcr-tsary or convenient l:> iht cbi'iiny of .*
well in the t, round .dser die firs) c'ridiitj or tpudcfin.] wilii cr)uipnKn; ol svlfir.ii-el t :r t  .• i-s* ceprcily In drill lo I fie lelol depth prrp.otecf for list wt!'.

A?., hUlfS AI.'I) f"• C-UIATIOb'S. At used in lliis li.-tt "rerjirlAliCin'" n'.'>on ihe Aprhcrbh: and valid cil end (its le.vifng rcy'.il.'llo.ii of Int C cr
rr.istior.vr of the ffeparlmertl cl lA-inr,.! I'tsr.urcts in effect on ihe cft.retive dale of ihit least onlt tt  oll.tr.vise specified.

l l . l lh l  i f I AT ii"!.1. At used in iMs I e A t e wr.re's which arc- defined in trio reciulaliorss have ! I ■> rncaniny Assic. .r d l.y sirch definition exes, '
V/herc I fir. cmdra.l cfeerly itcpiirtl a oif itrtnl rntar.ir-.p. The pcrnprirpli hitsfinys cn  nol a port ol lids h’Ait and arc inttrlcd only for cc.nv.-nlcrcr.

<f.f. I.'OIICIS. Any noli-.e rco.uircd cr pi'iitiiiicd or.dor lids lease shall ho iri wriliny And shall be cjivtn by rtnit lertd  or ctrlified mail, it lvrr
rcccipl rcfjucsh’d, ccfdrtttcd as (oilcv.tr

To lesson Tfo lessee;

Dircclcif, Uiv isicn of lands 
r.lito of Al.'tla ^

tivlh Avenue 
Anchcricic, /•.lasha SVSOl

Any sucn nclice shall I t  cltmstcd (|iven when dc liven d lo ihe fcircriolng a.cldrest. Cither parly nv-y change llic addicts lo valiicli such noiicrs Arc lo Iv 
sent, by a r.oiice given in acccrdopc' v.dlli this paiar.raph.

Ilil/.’S AI.'I) AS£!G!>'5. Subject to ll.c- other provision*, of sf.it leaie, ihe covcnanls, condiliont, anrl egrccnsenlt co.nlaincd in lids b es t  shs'i 
ctlcr.d ;o and lie binding upon l!.e heirs, ext culms, Aslminitlr.rlras, tucctssc.rs, cr atsiyns ol lessor anti lessee.

A6. WllUllft h ili’UlA’ lO.’Vf*. ilds lease is subjefl lo such stipuh'iiois as are attached,

I/d WIIIilSS Will/ffOF live parlies have cxcculcd ‘.ids lease <.fftciivc i s  of ihe ................................    cfay cf       19___—

ST A ir o r  /'IASCA

Hy.

lldSt t Title.....................     USSOR•mi.: Ub'niT) FT'ATrr. or  amkp.ica sta 'ji: oi’ Ab/.b/:/.
'i'll Is crrllflrs llir, I on I Ire...

. 1 5

  ilr.y of. Ilf..... , before me, a uolr.iy piihllr In And for Ihe Slate of Atasf.a, duly

cciiiinlsslniii'it mid suoiii ,  prrsonil ly  ni«|ir:.ird . . .  ..........  ..    .. , In nu> Tnosvis mu! I.r.oun I" sue In be
list l eirun iliM'i I'.eil In an.l \\lic. rxueiiiei! the /Mrpolnp lease oil 1 eJialf of the .Stale id Alasha as fi iicclnr s'l Ilia In i l  lan i f ; ainlv, bei'.-il*

l m  cl uf Walmal r i 'n n ie e s ,  nr liti rniihnria. it i;**r»t. *l lie rd d   ................ ........ , ,  . .    - execirled v: IT h 's 'e  In I '" ’
I'M s i ' l l I ' l i ' l ,  til lei I.elciJ ilnly m ii .iu ..eei.i iltni: pi |.,u , ' lal . 'd  In Me under nalti Hill he Is llur Idle.t.Si r.f the tl|e|s|.*'i uf I-'.mls, lh  |i-si li.n'iU
uf .‘.all,i.’! IP ■■ .hi. i , ■.. hi I.is .■ ii 11:. > 1 1 •.•. I a Pi.I ;>i.,l l.i'. aulhin II y pni'il.sril In lass I,. iMOiite l hi* fill eeuln;' lea'., us '..i.Ti l»linl"T. u  •’ , |! i"ii- | , l
ip i i . t .  i ll  I'.-b.if e! Ihe Mali' nl . l l n l . i .  a.il .n : I 'nunch llii IM'I'luri . I I.anl . In i liui nl uf N'.itmal hisi.ui < i •. and Ihal I e i s,v»led the
t Hue l i e t ' i  ,i:i,l s .»! iut..||ty as tile fiei* ainl vefu.’tlaiy Ail I'll*! ili'i il uf l.'ur said .'.tali' i,( .M.isLa and In. the I'lilslail ul bands, I lepal Inti III s'd
.‘salIII..I lies.nines.

V.T i'i.’l SS in) h'.ild I.ml c f 11:1 .• I ."‘al i-f Ihe day Mid ye.M In tldi i- <• 1 11 f] .i-1 < • nlnne v il l len .

 ...... —  ... -  ...  .. . .. .„   Kolriy Ihilillr In unit In,- AI.isI.a. My Cuniilih.vloil i v p l i c j . .

I,-
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RIGHT-OF-WAY LEASING

Joseph R. Cortese 
Squire, Sanders &  Dempsey 

Cleveland, Ohio

Senate Bills 2 9 k and 313 present a number of serious problems and, in our opinion, 
they conflict with federal regulatory authority and the United States Constitution.

I. THE BASIC PREMISE 0? THE BILLS IS WRONG, FOR THE STATE CANNOT USE ITS LAND CONTROL 
TO FORCE UNCONSTITUTIONAL RESUITS.

SENATE BILLS NOS. 29>l AND 313

The basic premise of these bills is that the State, in its capacity as a landowner 
having control over land necessary for the pipeline, can impose terms and conditions on 
the pipeline proprietors that it concededly could not.impose in its governmental capacity. 
We should state at the outset that this premise is wrong. It directly conflicts with the 
decisions of the United States Supreme Court. For example, in Frost v. Railroad Commis­
sion of California, 271 U.S. 533, 59^ (1926), the U. S. Supreme Court held that a Cali­
fornia siaiute, which sought concessions from a motor carrier as to methods of operating 
its business as a condition of the use of state highways, was in violation of the United 
States Constitution because such a requirement would constitute a taking of the carrier's 
property without due process. The Court said:

"If the state may compel the surrender of one constitutional right as 
a condition of its favor, it may, in like manner, compel a surrender of all.
It is inconceivable that guaranties embedded in the Constitution of the 
United States may thus be manipulated out of existence."

Likewise, the attempt of a state to regulate how on interstate telegraph company 
may select its customers is void even where posed as a condition to use of the streets, 
for the state may not use its constitutional powers to achieve the unconstitutional re­
sult of interfering with interstate commerce.

"It is suggested that the State gets the power from its power over the streets 
which it is necessary for the telegraph to cross. But if we assume that the 
plaintiffs in error under their present charmers could be excluded from the 
streets, the consequence would not follow. Acts generally lawful may become 
unlawful when done to accomplish an unlawful end, United States v. Reading Co.,
226 U.S. 32-!, 357j and a constitutional power cannot be usea by way of condi­
tion to attain an unconstitutional result." Western Union Telegraoh Co. v.
Foster. 2^7 U.S. 105 (1918).

As the following will further show, a state may not use its control of land to pro­
hibit, attempt to regulate, interfere with, or unduly burden interstate commerce, nor 
±0 exact vuivers of constitutional rights. If the use of state lands is necessary for 
interstate transportation, the state cannot withhold the right-of-way, it cannot exact 
core than reasonable compensation for such right-of-way, and it cannot invade the field 
of federal regulation or unduly burden interstate commerce as a condition of making 
available the use of its land.

II. THE STATE OF ALASKA MAY NOT WITHHOLD THE NECESSARY RIGHT-OF-WAY FOR IT MAY NOT 
WITHHOLD THE MEAN'S OF TRANSPORTING THE OIL AND GAS IN INTERSTATE COMMERCE.

The State of Alaska through its oil and gas leases has granted to the lessees the 
right to develop, produce, process and markeo oil and gas. That oil and gas can only be 
marketed feasibly by means which utilize Soate-owned lands. Under these circumstances, 
the State may not withhold its lands from the lessees.

This principle follows from the commerce clause of the United States Constitution.
In Oklahoma v . Kansas Naturcl Gas Cc-:r,oa:iv, 221 U.S. 229 (19U), the State of Oklahoma 
by statute prohibiten companies, which were engaged in transporting gas out of the 
State of Oklahoma, from laying, constructing and operating gas pipe lines in, on, under, 
across or along the highways of the State. The gas company merely sought rights to 
cross the highways for purposes of a pipeline to get natural gas out of the state. Okla­
homa argued that while the gas company had the right to engage in interstate commerce, 
it did not, have a right to obtain right-of-way in the state for that purpose, and that 
the state could withhold from such foreign corporation the power of eminent domain and 
tho right to cross highways. The Supreme Court held that the state could not withhold 
the right to use highway crossings to construct t'ne pipeline, and rejected the state's 
contentions, saying:

a g o
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"At this late day it is not necessary to cite cases to show that the 
right to engage in interstate commerce is not the rift of a State, 
and that it cannot be re-elated or restrained by a"iitate, or that a 
State cannot exclude from m s  limits a corporation engaged in such 
commerce. To attain these unauthorized ends is the purpose of the 
Oklahoma statute. The State through the statute seeks in every way 
to accomplish these ends, and all the rov.nrs that a. State is con­
ceived to possess are exerted and all the limitations tmon such powers 
are atto-'ted no be circnmvcnted. * * * The use of the highways is 
forbidden to them [interstate pipeline companies] and the right of 
eminent domain is withheld from them, and the prohibitive strength 
which these provisions are supposed to carry is exhibited in the fact 
that the boundary of the State is a highway. If it cannot be passed 
without the consent of the State, commerce to and from the State is 
impossible. The situation is not underestimated by appellant [Okla­
homa Attorney General], and he says: 'If the appellees had the right of 
way they might engage in interstate commerce, but their desire to en­
gage in interstate commerce is a different thing from the means open 
to thorn to procure n rimht of wav.' And it is further said, that 'the 
confusion of the right mo engage in interstate commerce with the power 
to forcibly secure a rirhfc of way is the basis of appellees' case.'

"There is here and there a suggestion that the State not having 
granted such right the alternative is a grant of it by Congress. But 
this overlooks the affirmative force of the interstate commerce clause 
of uhe Constitution. T'ne inaction of Congress is a declaration of 
freedom from state interference with the transportation of articles of 
legitimate interstate commerce, and this has been the answer of the 
courts to contentions like those made in the case at bar.

"* * * No State can by action or inaction -prevent, unreasonably 
burden, discriminate against or directly regulate interstate commerce or 
the right to carry it on. And in all of these inhibited particulars the 
statute of Oklahoma offends."

Thus, it was held that the interstate pipeline could cross state highways notwith­
standing the prohibition in the Oklahoma statute.

The same Oklahoma statute was also considered, and was held to be unconstitutional 
in the case of Haskell v. Cowham, 1&7 F. 1*03 (8th Cir. 1911). There, the court stated 
as follows:

"No state may by means of its police power, or its •proprietary power, 
over highways or by means of any of its other powers, erect and maintain 
impassable barriers against interstate commerce along its borders or 
through its body in the ice of the grant to the nation of the power to 
regulate that commerce; for all the powers of the state are subordinate 
to this power of the nation and to its will that such commerce shall be 
'free."

Not only would the withholding by the State of a right-of-way to the lessees con­
stitute an undue burden on interstate commerce, but it would also constitute a depriva­
tion of the lessees' property without due process of law. A succinct statement of this 
principle is found in the Haskell case cited above:

"But an owner who by virtue of his ownership of land or of mining 
leases thereof has the vested rfsht to draw by means of wells or pumps 
natural gas from beneath the surface is the owner of valuable property 
which the state cannot truce from him without .just c m  cn sat ion and state 
laws ana acts of the officers of a state ’.nich Tcvent him from taking it 
from the land and se.Li.fn~ it and cor.vovin ~ it out of the state in inter­
state cor.a'.orce, while they permit the witnaravol and solo of sucn gas in 
intrastate commerce, necessarily violate the national Constitution (l) 
because they take his property without „ust compensation and (ii) because 
they substantially discriminate against and directly regulate interstate 
commerce."

The right of the lessees of the North Slope oil and gas to transport it in inter­
state commerce without obstacles or burdensome conaitions imposed by the State is

/  . ' , , - 2 -
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expressly apparent in view of the fact that the State invited them to bid competitively 
for and purchase such oil and gas rights -'rcm the State, including, ns stated in the 
leases, the right to "market11 such oil and gas.

The point to be emphasized in our consideration of House Bills 2<}k and 313 is that j
their factual premise is inconsistent with their legal premise. Factually, they assume 
that the only practical way of getting the oil out of Alaska is by a pipeline and that 
pipeline must run across State controlled lands. If that were not the fact there would 
be no point to the bills for the price and conditions they exact would be avoided by 
using other lands. Thus, the premise is that the pipeline owners must contract with 
the State for right-of-ways. On the other hand, the legal premise is that the State, 
through its proprietary capacity, can achieve by right-of-way contracts what it could not 
achieve ii. its governmental capacity because the contracts will be entered into, it is 
claimed, by voluntary bargaining. It has been claimed that a state as proprietor can 
legally obtain unusual contract terms because others may contract with it on its terms 
or forego contracts with the state. That legal theory is plainly irrelevant where inter­
state commerce would be thwarted and property rights lost if the private parties declined 
the state's terms.

Instances of the federal government asserting conditions and requirements in the 
exercise of its contract functions are beside the point. Those are in fact instances 
where private parties may forego contracts with the federal government without loss of 
property rights, and it can hardly be claimed that the federal government is unconsti­
tutionally restraining or burdening interstate commerce since the Constitution places 
the power over such commerce in the federal government.

The very factual premise of House Bills 2$k and 313 that the pipeline owners must 
get right-of-way frcm the State, makes it apparent under U.S. Supreme Court cases, that 
such right-of-way cannot be withheld and cannot be used by the State to achieve results 
which are otherwise prohibited.

H I .  TEH STATE OF ALASKA. KAY CHARGE A  RENTAL FOR THE USE OF ITS LAUD. BUT SUCH RENTAL 
MIST BE REASONABLE AND CONSTITUTE NO K0H3 THAN JUST COMPENSATION TO THE STATE.

The State may properly charge rents for the right-of-way, even when there is no 
other practical way to conduct the interstate commerce involved. But, the Constitution 
requires that such rents be reasonable and not discriminatory and bear a true relation 
to the actual value of the land. The leading case in this regard is St. Louis v.
Eastern Ur.icr. Telegraph Connery, ikZ U.S. 92 (1393)> rehearing denied, 14-9 U.S. *165 
(ld93). 'There, the City of St. Louis imposed an annual rental of $5.00 per pole for 
the use of so much of its lands as were occupied by the telegraph poles of the Western 
Union Telegraph Company, and the Company claimed such charge could not be made at all 
and, in’ any event, was excessive, Ihe court held that a rental charge could be imposed, 
but that it mist be reasonable in relation to the value of the land used. The Court 
said:

"Indeed, it may be observed, in the line of the thoughts heretofore expressed, 
that this charge is one in the nature of rental; that the occupation by this 
interstate commerce c o n  any of the streets cannot be denied by the city; that 
all that it can insist u-.or. is. in this re Greet-> reasonable compensation for the 
snac-a in shi- screens shus exclusively aonrGoricsea; and in follows in the nauure 
of minings taau in aces non lie exclusively in ins power to determine what is 
reasonable rental. The inquiry must be open in the courts, and it is an inquiry 
which must depend largely upon matters not apparent upon the face of the ordinance, 
but existing only in the actual state of affairs in the city."

The Court did not have sufficient evidence before it to determine whether the rental was 
reasonable. Dun, upon remanding the case, it gave clear guidance that the rental had 
to bear a proper relationship to the value of the land occupied.

"The court cannot assume that such a charge is excessive, ar.d so excessive as to 
make the ordinance unreasonable and void; for, ao applied in certain cases, a like 
charge for so much appropriation of the streets may be reasonable. If within a 
few blocks of Wall Street, New York, the telegraph company should place on the public 

• streets 1500 of its large telegraph poles, it would seem as though no court could 
declare that five dollars a pole was an excessive annual rental for the ground so 
exclusively appropriated; while, on the other hand, a charge for a like number of 
poles in a small village, a here rwocc is abundant and land of little value, would 
be manifestly unreasonable, and might be so excessive as to be void."

I

Thus, the rental must bear a proper relationship to the value of the land occupied.
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Land value is most frequently determined in eminent domain cases where just com- ^
pensation is based upon the value of the land taken. It is held that land value is !
determined by what the owner rives up, hot by what the taker gains. In United dbal.es - 
v- Miller, 317 U.S. 369 (19*13), the party whose land was being condemned argued that 
the land should be valued in relation to the specific purpose for which it was to be 
used, a railroad right-of-way. The United States Supreme Court rejected this conten­
tion, and stated: ;

"Since the owner is to receive no more than Indemnity for his loss, his 
award cannot be enhanced by any rain to the taker. Thus, although the market 
value of the property is to be fixed with due consideration of all its avail­
able uses, its snecial value to the condemnor as distinguished from others who 
may or may not possess tne power to condemn, must .be excluded as an element of 
market value." (p. 375). ;j

The defect of the rental formulas of Senate Bills 29** and 313 is that they bear
no relationship to the value of the particular land involved, and are not limited to
the value of the land itself but seek to use soma measure of gross revenues or the 
profitability of a pipeline built with private capital. This clearly goes beyond 
what the Supreme Court has said could be reasonably charged, and would constitute a 
prohibited burden on interstate commerce. Furthermore, since these unusual charges 
are wholly out of keeping with the general practice in other states and in Alaska, 
and are largely addressed to this pipeline project, they might also be viewed as 
violative of the prohibitions against discrimination against interstate commerce and 
as constituting discriminatory taxes upon interstate commerce.

IV. OTHER PROVISIONS 0? THESE BILLS ARE UNCONSTITUTIONAL.

A, Court Jurisdiction. {

I
The Bills provide that the lessee shall agree to the jurisdiction of state courts r

with regard wo the interpretation of the lease or resolution of disputes concerning the 
lease provisions. (Section .020(1) of S.3. 313 and .*+10 of S.B. 2§**.) ;

We are not certain of the intent of this provision. If it is only designed to
insure that state courts may readily obtain personal jurisdiction over the lessee, 
then a provision similar to that of Section ,531 (designation of service agents) in 
S.B. 315 would be appropriate and avoid confusion.

I
Similarly, if the provision is only intended to mean that the law of Alaska governs 

interpretation of the lease, the provision appears unnecessary, but in any event should 
be more clearly worded to reflect that intention.

However, if this provision is intended to require the lessee to seek relief only 
in state courts and to prohibit it from invoking, in appropriate circumstances, the aid 
of federal court?, including the removal o? cases to federal court where appropriate, it
is clearly unlawful. As stated by the United States Supreme Ciurt in the case of Terra!
v. Burke Constriction Co., 257 U.S. 529 (1922):

"The principle established by the more recent decisions of this court 
is that a State may not, in imposing conditions upon the privilege upon a 
foreign corporation’s doing business in a State, exact from it a waiver of 
the exercise of its constitutional right to re soil to the Federal courts, or 
thereafter withdraw the privilege of doing business because of its exercise 
of such right, whether waived in advance or not."

Such a requirement, if imposed by the state police power, would be unconstitutional.
Fven a voluntary agreement having this result would be void. Roberts v. Lexington In­
surance Co., 305 F.Supp. ‘*7 (B.C. N.C. 19u9).

B. Penalty Provision.

Section ,020(**) of S.B. 313 would require the lessee to agree to penalties "that
the Ccamvissioner nay determine to be appropriate." It provides no standard to guide
the Commissioner in the exercise of thir delegated authority and would place the lessee 
at the mercy of the Commissioner. Such a provision is contrary to the-due process 
requirements of the Fourteenth Amendment of the Federal Constitution.
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C. Regulatory Jurisdiction.

Section .350(2) of 3.3. 29** requires acceptance of the jurisdiction of the 
Alaska Transportation Commission (oil pipeline) or the Alaska Public Utility Commission 
(natural gas pipeline), and Section .020(h) of S.B. 313 requires acceptance of the 
jurisdiction of the Alaska Oil and Gas Transportation Board. This presents a problem 
similar to that raised by the court jurisdiction provision of the Bills. If it is on 
attempt to impose exclusive jurisdiction over the lessee, or to give the State any 
.juri sdiction in matters which are pre-empted by federal law, it patently conflicts 
with the • Interstate Commerce and Natural Gas Acts; and it is equally obvious that 
the lessee cannot give the State jurisdiction or deprive federal agencies of juris­
diction merely by agreeing with the State to do so.

A  private party's agreement to jurisdiction cannot create jurisdiction that does 
not otherwise exist by law. An attempt by the State to gain regulatory jurisdiction 
by consent of the parry to be regulated and thus place the State in a position to 
regulate that which is pre-empted by the superior law of the United States, would be 
ineffective. As we have seen, a state may not boot-stra? itself into regulation of 
interstate commerce by obtaining consent to such regulation as a conditions of use 
of its streets, for it may not use its constitutional powers to obtain unconstitutional 
results. Western Union Tele-rmph Co. v. Foster, 2**7 U.S. 105 (1913). Thus, in all 
those areas from which the state is excluded, as previously testified by others, the 
state can obtain no greater participation by contract than it can by its police power.

It is equally apparent that the State cannot avoid this result in the rate-making 
area by forcing the pipeline owners to agree to rates before submitting them to the 
I.C.C. Any forced agreement to come to terms with the Strte on rates has implicit 
within it a veto power of the State over rates, and would clearly be an invasion of 
an area pre-empted cy the federal government. State cases where municipal corporations 
have a- function in rate-making as part of their franchising power are not applicable, 
for there the state law permins that function. The federal law does not permit any 
such primary function in the states with regard to rate-making for oil and gas pipelines 
engaged in interstate commerce. The federal law provides only for proper state partic­
ipation as a party in the proceedings of the federal regulatory agencies, but not as 
a prior regulator.

D. Forfeiture.

Section .020(3) of S.B. 313 provides for forfeiture for failure to comply with 
any lease provision and Section .0**0 for failure to comply with any of the provisions 
of the statute or regulations of the Commissioner. Section *K)0 of S.B. 29** gives the 
Leasing Board discretion to insert such a provision in each lease. Amy forfeiture 
because of r.oncerpliance with unconstitutional conditions of the lease, such as those 
already described, would itself be a direct burden on interstate commerce.

E. The Option To Purchase.

Section 370 of S.B. 29** and Section .020(11) of S.B. 313 require the lessee to agree 
to grant the state an option to purchase an ownership interest in the entire facility 
and Section 500 of S.B. 2y*+ and Section.069(9 ) of S.B. 313 do define a "pipeline 
facility" as to make it clear that this relates to the entire pipeline, even though 
most of it would not cross state lands.

One rather apparent effect of this provision would be to force agreement on a 
price for an interest in the pipeline and thus require the lessee to forego what would 
otherwise be its rights to due process ana just compensation under the Alaska and United 
States Constitutions. There is a serious question as to whether the State could law­
fully proceed to acquire the pipeline cr any part thereof under its eminent domain power.
It is apparent, however, that if it attempted to do so, the lessee would be entitled to 
require that it receive just compensation, leu/fully determined and, perhaps more important, 
require the State to show a public necessity for the tailing.

Furthermore, the forced option provision, dealing as it does with' the pipeline 
and not the state lands, obviously and directly injects the state into the business 
of the pipeline contrary to federal pre-emption, and unduly burdens interstate commerce.
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The apparent reason for the option requirement is the fear that the 
wellhead price and royalties of the state may he reduced by the imposition of excessive 
pipeline chorees. This fear is unfounded. The pipeline's rates will be reflated by 
federal regulatory agencies in whose deliberations the State may fully participate.

F. The Savings Clause.

S.B. 313 purports to escape constitutional infirmities by specifying that the 
lease conditions be imposed only "to the extent not pre-empted by federal law." Also, 
the bill defines "transporation" to include activities only "to the extent that such 
transportation may constitutionally be subject to the provisions of this chapter."
As indicated above, the application of such exceptions would leave little, if anything, 
of consequence in the bill. The unconstitutional matter in S.B. 313 is so pervasive 
that we believe it would be held unconstitutional in its entirety. The problem is 
that the basic promise of the bill, that the State can exact any conditions it desires 
by virtue of its landowner position, is. constitutionally unsound.

V. CONCLUSION.

We have not attempted to deal with every provision of Senate Bills 2$h and 313, 
end do not mean to imply that provisions not discussed would be valid. Rather, ire have 
shown that the basic legal premise of these bills is wrong and would produce uncon­
stitutional results in vital respects. We do not doubt the authority of the state to 
provide for leasing rights-of-way over the public domain for this pipeline project and 
others, to obtain reasonable rentals therefore, and to provide for reasonable conditions 
and terms relating to the protection of the State's lands and properties to the extent 
not inconsistent with or pre-empted by the federal authority. However, Senate Bills 
2 9 k and 313 are not proper vehicles for such purpose for they are permeated with un­
constitutional provisions developed from an unsound legal premise.
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O r i g i n a l  s p o n s o r : P in k ,  B a n f i e l c l ,  
F i s c h e r  and McVeigh

IN THE HOUSE BY THE FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 2*15 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

EIGHTH LEGISLATURE -  FIRST SESSION 

A BILL

For  an Act  e n t i t l e d :  "An Act  r e l a t i n g  t o  o i l  and g a s  r e v e n u e ;  and p r o v i d i n g

f o r  an e f f e c t i v e  d a t e . "

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

* S e c t i o n  1 . AS *)3 i s  amended by a d d in g  a new c h a p t e r  t o  r e a d :

CHAPTER 56.  OIL AND GAS TRANSPORTATION 

AND PRODUCTION FACILITIES PROPERTY TAX.

S e c .  *13-56. 010. LEVY OF TAX. ( a )  S u b j e c t  t o  the  p r o v i s i o n s  o f  

( b )  o f  t h i s  s e c t i o n ,  an a nnu al  t a x  o f  20 m i l l s  i s  l e v i e d  ea ch  tax  y e a r  

b e g i n n i n g  January 1 ,  197**, on th e  f u l l  and t r u e  v a l u e  o f  t a x a b l e  r e a l  

and t a n g i b l e  p e r s o n a l  p r o p e r t y  a c t u a l l y  used  o r  d e s i g n e d  as in t e n d e d  

f o r  use  in  t h e  p r o d u c t i o n  and t r a n s p o r t a t i o n  o f  u n r e f i n e d  o i l  and g a s .

With r e s p e c t  t o  a f a c i l i t y  em ployed  f o r  p a r t  o f  a t a x  y e a r  i n  a manner

as  t o  r e n d e r  i t  t a x a b l e  under  t h i s  c h a p t e r  o r  p a r t l y  so  em ployed  f o r  

a f u l l  t a x  y e a r ,  the  v a l u e  o f  th e  f a c i l i t y  t a x a b l e  under  t h i s  c h a p t e r  

s h a l l  be p r o p o r t i o n a t e  t o  the  em ploym ent.  P r o p e r t y  t a x a b l e  under t h i s  

c h a p t e r  d o e s  no t  i n c l u d e  p r o p e r t y  em ployed  i n  th e  c o n s t r u c t i o n  o f  f a c i l i ­

t i e s  as  d i s t i n g u i s h e d  f rom  t h e  f a c i l i t i e s  t h e m s e l v e s ;  h ow ev er ,  w ith  

r e s p e c t  t o  p i p e l i n e s  and o t h e r  f a c i l i t i e s  t a x a b l e  under t h i s  c h a p t e r  

which  may be under c o n s t r u c t i o n  o r  a w a i t i n g  c o n s t r u c t i o n ,  f u l l  and t r u e  

v a l u e  f o r  ea ch  t a x  y e a r  s h a l l  be measured by t h e  c o s t s  i n c u r r e d  o r  

a c c r u e d  w i t h  r e s p e c t  t o  t h e  f a c i l i t y  as o f  th e  a s s e s s m e n t  d a t e  in  a c c o r ­

dance  w i t h  th e  p e r c e n t a g e  o f  c o m p l e t i o n  m ethod .  The ta x  im posed  by t h i s  

s u b s e c t i o n  s h a l l  not  be a p p l i e d  on p r o d u c t i o n  f a c i l i t i e s  u n t i l  t h e s e  

f a c i l i t i e s  a r e  a c t u a l l y  em ployed  i n  the  p r o d u c t i o n  o f  o i l  and g a s .
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( b )  L o c a l  g o v e r n m e n t a l  u n i t s  may l e v y  and c o l l e c t  a t a x  no t  t o  

e x c e e d  20 m i l l s  on n o t  more than  35 p e r  c e n t ,  o r  7 m i l l s  on n o t  more 

th a n  100 p e r  c e n t  o r  t h e  e q u i v a l e n t ,  o f  t h e  f u l l  and t r u e  v a l u e  as 

d e t e r m in e d  i n  a c c o r d a n c e  w i t h  s e c s .  40 -  70 o f  t h i s  c h a p t e r  u f  t a x a b l e  

r e a l  and t a n g i b l e  p e r s o n a l  p r o p e r t y  em ployed  i n  th e  p r o d u c t i o n  and 

t r a n s p o r t a t i o n  o f  u n r e f i n e d  o i l  and g a s .  Payment o f  t h e  t a x  l e v i e d  undei

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

by t h e  s t a t e  un der  ( a )  o f  t h i s  s e c t i o n .

S e c .  4 3 . 5 6 . 0 2 0 .  EXEMPTIONS. In  a d d i t i o n  s o  p r o p e r t y  e x c l u d e d

under  s e c .  1 2 0 ( 2 )  o f  t h i s  c h a p t e r ,  th e  f o l l o w i n g  p r o p e r t y  i s  exempt 

from  t h e  t a x  l e v i e d  un der  t h i s  c h a p t e r :

( 1 )  p r o p e r t y  r i g h t s  a t t a c h e d  t o  o r  in h e r e n t  i n  t h e  r i g h t  t o  

p r o d u c i n g  o i l  o r  g a s ;

( 2 )  p r o d u c i n g  o i l  o r  g a s  l e a s e s ;

( 3 )  o i l  and ga s  p r o d u c e d  i n  t h e  s t a t e  upon which  g r o s s  p r o ­

d u c t i o n  t a x e s  a r e  p a i d  un der  AS 4 3 . 5 5 ;

( 4 )  an in v e s t m e n t  i n  p r o p e r t y  d e s c r i b e d  in  t h i s  s e c t i o n .

S e c .  4 3 . 5 6 . 0 3 0 .  IN PLACE OP OTHER TAXES. Payment o f  t h e  t a x

l e v i e d  o r  a u t h o r i z e d  t o  be  l e v i e d  u n der  t h i s  c h a p t e r  i s  i n  p l a c e  o f  a l l  

o t h e r  ad v a lo r e m  t a x e s  on p r o p e r t y  s u b j e c t  t o  t a x  under* t h i s  c h a p t e r  

now o r  h e r e a f t e r  im posed  by t h e  s t a t e ,  o r  by a c i t y  o r  a b o r o u g h .

S e c .  4 3 . 5 6 . 0 4 0 .  ASSESSMENT. A ssessm ent  o f  p r o p e r t y  s u D je c t  t o  

t h e  t a x  l e v i e d  under  t h i s  c h a p t e r  s h a l l  be c a r r i e d  o u t  by t h e  s t a t e  

a s s e s s o r  s u b s t a n t i a l l y  in  t h e  manner p r o v i d e d  i n  AS 2 9 . 5 3 . 0 6 0  -  2 9 . 5 3 . -  

160 f o r  m u n i c i p a l i t i e s ,  e x c e p t  t h a t  t h e  s t a t e  a s s e s s o r  s h a l l  f u n c t i o n  

i n  p l a c e  o f  th e  l o c a l  a s s e s s o r ,  and t h e  S t a t e  A ssessm ent  Review Board 

s h a l l  f u n c t i o n  i n  th e  p l a c e  o f  the  a s s e m b ly  o r  c o u n c i l  s i t t i n g  as  a 

b oa rd  o f  e q u a l i s a t i o n .

S e c .  4 3 . 5 6 . 0 5 0 .  STATE ASSESSMENT REVIEW BOARD. The g o v e r n o r  s h a l l  

l!D 245 ( F i n a n c e )  - 2 -
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a p p o i n t  a t  l e a s t  f i v e  q u a l i f i e d  p e r s o n s  t o  s e r v e  a t  h i s  p l e a s u r e  as the  

S t a t e  A ssessm ent  Review B oard .

S e c .  4 3 * 5 6 . 0 6 0 .  PER DIEM AND EXPENSES. Members o f  t h e  S t a t e  

A ssessm ent  Review Board s h a l l  be com pensated  and a r e  e n t i t l e d  t o  p e r  

diem and e x p e n s e s  a u t h o r i z e d  by law f o r  b o a r d s  and c o m m is s i o n s .

S e c .  4 3 . 5 6 . 0 7 0 .  POWERS AND DUTIES. The S t a t e  Assessm ent  Review 

Board  has the  powers  and d u t i e s  w i t h  r e s p e c t  t o  a s s e s s m e n t  o f  p r o p e r t y  

t a x a b l e  un der  t h i s  c h a p t e r  o f  an a ssem b ly  o r  c o u n c i l  s i t t i n g  as a 

b oa rd  o f  e q u a l i z a t i o n .

S e c .  4 3 . 5 6 . 0 8 0 .  COLLECTION AND ENFORCEMENT. The t a x  l e v i e d  under  

s e c .  1 0 ( a )  o f  t h i s  c h a p t e r  i s  p a y a b le  i n  f u l l  t o  t h e  Department o f  

Revenue on June 30 o f  t h e  t a x  y e a r ,  e x c e p t  t h a t  t h e  Department o f  Revenue 

may by r e g u l a t i o n  p r o v i d e  f o r  prepayment o f  t a x e s  and payment by i n s t a l l ­

m en ts .  A p e n a l t y  o f  t e n  p e r  c e n t  s h a l l  be added t o  d e l i n q u e n t  t a x e s  

and i n t e r e s t  at  t h e  r a t e  o f  e i g h t  p e r  c e n t  p e r  annum, o r  f o u r  p e r c e n t a g e  

p o i n t s  a b ov e  the  p e r  annum r a t e  ch a r g e d  member banks f o r  a d v a n c e s  by 

t h e  1 2 th  F e d e r a l  R eserv e  D i s t r i c t  t h a t  p r e v a i l e d  on t h e  f i r s t  day o f  

t h e  month p r e c e d i n g  che commei.cement o f  t h a t  c a l e n d a r  q u a r t e r ,  w h ich ­

e v e r  i s  g r e a t e r ,  s h a l l  a c c r u e  on a l l  u n p a id  t a x e s ,  e x c l u d i n g  p e n a l t i e s ,  

f rom  t h e  due d a t e  u n t i l  p a id  i n  f u l l .  C o l l e c t i o n  o f  t h e  t a x  l e v i e d  

un der  t h i s  c h a p t e r  s h a l l  be c a r r i e d  ou t  by t h e  Department o f  Revenue 

s u b s t a n t i a l l y  in  th e  manner p r o v i d e d  i n  AS 2 9 . 5 3 . 2 0 0  2 9 . 5 3 . 3 9 0  e x c e p t

t h a t  t h e  s t a t e  i s  s u b s t i t u t e d  f o r  r e f e r e n c e s  t o  c i t i e s  and b o r o u g h s .

S e c .  4 3 . 5 6 . 0 9 0 .  LIEN FOR TAX. N o t w i t h s t a n d i n g  any o t h e r  p r o v i s i o n  

o f  lav /,  th e  t a x  l e v i e d  under  t h i s  c h a p t e r  and i n t e r e s t  and p e n a l t y  s e t  

out  in  s e c .  80 o f  t h i s  c h a p t e r  a r e  l i e n s  upon th e  p r o p e r t y  s u b j e c t  t o  

t a x  un der  t h i s  c h a p t e r .  The l i e r . s  p r o v i d e d  by t h i s  s e c t i o n  a r e  p r i o r  

and paramount t o  a l l  o t h e r  l i e n s  o r  encum brances  upon the  same p r o p e r t y .

S e c .  4 3 . 5 6 . 1 0 0 .  FAILURE TO.FILE; FALSE STATEMENT. A p e r s o n  who
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k n o w in g ly  f a i l s  t o  f i l e  a r e t u r n  when due o r  makes a f a l s e  statement, 

i n  a r e t u r n  r e q u i r e d  under  t h i s  c h a p t e r  w i t h  i n t e n t  t o  evade the  t a x a ­

t i o n  i s  g u i l t y  o f  a f e l o n y  and upon c o n v i c t i o n  i s  p u n i s h a b l e  by a f i n e  

o f  n o t  more than $ 5 } 000 ,  o r  by im pr isonm ent  f o r  n o t  more than f i v e  

y e a r s ,  o r  by b o t h ,  t o g e t h e r  w i t h  th e  c o s t s  o f  p r o s e c u t i o n .

S e c .  i l 3 . 5 6 . 1 1 0 .  DEPOSIT IN GENERAL FUND. The re v e n u e  from  th e  

t a x  l e v i e d  under  s e c .  1 0 ( a )  o f  t h i s  c h a p t e r  s h a l l  be d e p o s i t e d  in  the  

g e n e r a l  fu n d .

S e c .  *13 .56 .120 .  REGULATIONS. The s t a t e  a s s e s s o r  and t h e  D e p a r t ­

ment o f  Revenue may a d op t  r e g u l a t i o n s  as a p p r o p r i a t e  t o  c a r r y  out t h e i r  

r e s p e c t i v e  d u t i e s  under t h i s  c h a p t e r .

S e c .  4 3 - 5 6 . 1 3 0 .  DEFINITIONS. In t h i s  c h a p t e r  " t a x a b l e  r e a l  and 

t a n g i b l e  p e r s o n a l  p r o p e r t y "  means m a c h in e r y ,  a p p l i a n c e s  and equipment 

u sed  i n  t h e  o p e r a t i o n  o f  w e l l s  p r o d u c i n g  o i l  o r  gas  and tank  fa rm s ,

t a n k e r  t e r m i n a l s ,  g a t h e r i n g  and t r a n s m i s s i o n  l i n e s ,  and r e l a t e d  f a c i l i ­

t i e s  a s s o c i a t e d  w i t h  the  p r o d u c t i o n  and t r a n s p o r t a t i o n  o f  c ru d e  o i l  and 

n a t u r a l  g a s :  t h e  term i n c l u d e s  o t h e r w i s e  t a x a b l e  p r o p e r t y  exempted from 

t a x a t i o n  under  home r u l e  o r d i n a n c e  o r  c h a r t e r ,  but  d o e s  no t  i n c l u d e  

p r o p e r t y  exempt from  t a x a t i o n  under  th e  c o n s t i t u t i o n  and laws o f  the  

s t a t e  o r  o f  t h e  U nited  S t a t e s ,  o r  any s u b s u r f a c e  e s t a t e ,  i n c l u d i n g  o i l  

i n  t h e  g ro u n d ,  o r  p r o p e r t y  used  i n  a consumer d i s t r i b u t i o n  sy s tem .

* S e c .  2 .  T h is  Act  t a k e s  e f f e c t  on the  day a f t e r  i t s  p a s s a g e  and a p p r o v a l

o r  on th e  day i t  becom es law w i t h o u t  a p p r o v a l .

CSHB 245 ( F in a n c e ) - 4 -
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O r i g i n a l  s p o n s o r :  P in k ,  B a n f l c l d ,
F i s c h e r  and McVeigh.

EN THE HOUSE BY THE FINANCE COMMITTEE

CS POR HOUSE BILL NO. 2*15 

IN THE LEGISLATURE OP THE STATE OF ALASKA 

EIGHTH LEGISLATURE -  FIRST SESSION 

A BILL

’o r  a n  Act e n t i t l e d :  "An Act r e l a t i n g  t o  o i l  and ga3  r e v e n u e ;  and p r o v i d i n g

f o r  an e f f e c t i v e  e l a t e . "

IE IT  ENACTED BY THE LEGISLATURE OP THE STATE OP ALASKA:

w S e c t i o n  1 .  AS *43 i s  amended by a d d i n g  a  new c h a n t e r  t o  r e a d ;

CHAPTER 56.  OIL AND GAS TRANSPORTATION 

AND PRODUCTION FACILITIES PROPERTY TAX.

S e c .  *{3.56.010. LEVY OP TAX. ( a )  S u b j e c t  t o  t h e  p r o v i s i o n s  o f  

( b )  o f  t h i s  s e c t i o n ,  an  a n n u a l  t a x  o f  20 m i l l s  i s  l e v i e d  e a c h  t a x  y e a r  

b e g i n n i n g  J a n u a r y  1 ,  197•'■Jj on t h e  f u l l  and t r u e  v a l u e  o f  t a x a b l e  r e a l  

and t a n g i b l e  p e r s o n a l  p r o p e r t y  a c t u a l l y  used  o r  d e s i g n e d  a s  i n t e n d e d  

f o r  u se  i n  t h e  p r o d u c t i o n  and t r a n s p o r t a t i o n  o f  u n r e f i n e d  o i l  and  g a s .

With r e s p e c t  t o  a f a c i l i t y  employed f o r  p a r t  o f  a  t a x  y e a r  i n  a  manner

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

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

s h a l l  be p r o p o r t i o n a t e  t o  t h e  employm ent .  P r o p e r t y  t a x a b l e  u n d e r  t h i s  

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

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

r e s p e c t  t o  p i p e l i n e s  and o t h e r  f a c i l i t i e s  t a x a b l e  u n d e r  t i l l s  c h a p t e r  

v/hlch may be u n d e r  c o n s t r u c t i o n  o r  a w a i t i n g  c o n s t r u c t i o n ,  f u l l  and t r u e  

v a l u e  f o r  e a c h  t a x  y e a r  s h a l l  be m ea su re d  by t h e  c o s t s  i n c u r r e d  o r  

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

dance  w i t h  t h e  p e r c e n t a g e  o f  c o m p l e t i o n  m ethod .  The t a x  imposed by t h i s  

s u b s e c t i o n  s h a l l  n o t  be a p p l i e d  on p r o d u c t i o n  f a c i l i t i e s  u n t i l  t h e s e  

f a c i l i t i e s  a r e  a c t u a l l y  employed i n  t h e  p r o d u c t i o n  o f  o i l  and g a s .

- 1 -  CSHB 2*45 ( F i n a n c e )
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( b )  L o c a l  g o v e r n m e n t a l  u n i t s  may l e v y  and c o l l e c t  a t a x  n o t  t o  

e x c e e d  20 m i l l s  on n o t  more than 35 p e r  c e n t ,  c r  7 m i l l s  on n o t  more 

than  100 p e r  c e n t  o r  th e  e q u i v a l e n t ,  o f  t h e  f u l l  and t r u e  v a l u e  as 

d e t e r m in e d  i n  a c c o r d a n c e  w i t h  s e c s .  40 -  70 o f  t h i s  c h a p t e r  o f  t a x a b l e  

r e a l  and t a n g i b l e  p e r s o n a l  p r o p e r t y  e m p l o y e !  i n  t h e  p r o d u c t i o n  and 

t r a n s p o r t a t i o n  o f  u n r e f i n e d  o i l  and g a s .  Payment o f  t h e  t a x  l e v i e d  undei 

t h i s  s u b s e c t i o n  i s  i n  l i e u  o f  th e  a p p r o p r i a t e  p o r t i o n  o f  t h e  t a x  l e v i e d  

by t h e  s t a t e  under  ( a )  o f  t h i s  s e c t i o n .
I
S e c .  4 3 * 5 6 . 0 2 0 .  EXEMPTIONS. In  a d d i t i o n  t o  p r o p e r t y  e x c l u d e d  

under  s e c .  1 2 0 ( 2 )  o f  t h i s  c h a p t e r ,  th e  f o l l o w i n g  p r o p e r t y  i s  exempt 

from  t h e  t a x  l e v i e d  under  t h i s  c h a p t e r :

( 1 )  p r o p e r t y  r i g h t s  a t t a c h e d  t o  o r  i n h e r e n t  i n  t h e  r i g h t  t o  

p r o d u c i n g  o i l  o r  g a s ;

( 2 )  p r o d u c i n g  o i l  o r  ga s  l e a s e s :

( 3 )  o i l  and gas  p r o d u c e d  in  t h e  s t a t e  upon w h ich  g r o s s  p r o ­

d u c t i o n  t a x e s  a r e  p a i d  under  AS 4 3 * 5 5 ;

( 4 )  an in v e s t m e n t  i n  p r o p e r t y  d e s c r i b e d  in  t h i s  s e c t i o n .

S e c .  4 3 . 5 6 . 0 3 0 .  IN PLACE OF OTHER TAXES. Payment o f  t h e  t a x

l e v i e d  o r  a u t h o r i z e d  t o  be l e v i e d  un der  t h i s  c h a p t e r  i s  in  p l a c e  o f  a l l  

o t h e r  ad v a lo r e m  t a x e s  on p r o p e r t y  s u b j e c t  t o  t a x  u n der  t h i s  c h a p t e r  

now o r  h e r e a f t e r  im posed  by th e  s t a t e ,  o r  b y  a c i t y  o r  a b o r o u g h .

S e c .  4 3 . 5 6 . 0 4 0 .  ASSESSMENT. A sse ssm e n t  o f  p r o p e r t y  s u b j e c t  t o  

t h e  t a x  l e v i e d  under  t h i s  c h a p t e r  s h a l l  be c a r r i e d  o u t  by t h e  s t a t e  

a s s e s s o r  s u b s t a n t i a l l y  in  t h e  manner p r o v i d e d  i n  AS 2 9 *53 *0 6 0  -  2 9 . 5 3 . -  

160 f o r  m u n i c i p a l i t i e s ,  e x c e p t  t h a t  t h e  s t a t e  a s s e s s o r  s h a l l  f u n c t i o n  

i n  p l a c e  o f  th e  l o c a l  a s s e s s o r ,  and t h e  S t a t e  A ssessm en t  R eview  Board 

s h a l l  f u n c t i o n  i n  t h e  p l a c e  c f  th e  assem bly  o r  c o u n c i l  s i t t i n g  as  a 

board  o f  e q u a l i z a t i o n .

S e c .  4 3 . 5 6 . 0 5 0 .  STATE ASSESSMENT REVIHX' BOARD. The g o v e r n o r  s h a l l  

SHD 245 ( F i n a n c e )  - 2 -
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a p p o i n t  a t  l e a s t  f i v e  q u a l i f i e d  p e r s o n s  t o  s e r v e  a t  h i s  p l e a s u r e  as  t h e  

S t a t e  A ssessm ent  R eview  B oa rd .

S e c .  *<3 .56 .060 .  PER DIEM AND EXPENSES. Members o f  t h e  S t a t e  

A ssessm ent  Review Board s h a l l  be com p en sa ted  and a r e  e n t i t l e d  t o  p e r  

d iem and e x p e n s e s  a u t h o r i z e d  by lav; f o r  b o a r d s  and c o m m i s s i o n s .

S e c .  *<3- 5 6 .0 7 0 . -  POWERS AND DUTIES. The S t a t e  A ssessm ent  Reviev; 

Board  has the  powers  and d u t i e s  w i t h  r e s p e c t  t o  a s s e s s m e n t  o f  p r o p e r t y  

t a x a b l e  under  t h i s  c h a p t e r  o f  an a s s e m b ly  o r  c o u n c i l  s i t t i n g  as a 

b o a rd  o f  e q u a l i z a t i o n .

S e c .  *13 .56 .080 .  COLLECTION AND ENFORCEMENT. The t a x  l e v i e d  un der  

^ ' c .  1 0 ( a )  o f  t h i s  c h a p t e r  i s  p a y a b l e  i n  f u l l  t o  t h e  Department o f  

Revenue on June 30 o f  t h e  t a x  y e a r ,  e x c e p t  t h a t  t h e  Department  o f  Revenue 

may by r e g u l a t i o n  p r o v i d e  f o r  prepayment o f  t a x e s  and payment by i n s t a l l ­

m e n ts .  A p e n a l t y  o f  t e n  p e r  c e n t  s h a l l  be added  t o  d e l i n q u e n t  t a x e s  

and i n t e r e s t  a t  t h e  r a t e  o f  e i g h t  p e r  c e n t  p e r  annum, o r  f o u r  p e r c e n t a g e  

p o i n t s  above  th e  p e r  annum r a t e  c h a r g e d  member banks f o r  a d v a n c e s  by 

t h e  1 2 th  F e d e r a l  R e s e r v e  D i s t r i c t  t h a t  p r e v a i l e d  on t h e  f i r s t  day  o f  

t h e  month p r e c e d i n g  the  commencement o f  t h a t  c a l e n d a r  q u a r t e r ,  w h i c h ­

e v e r  i s  g r e a t e r ,  s h a l l  a c c r u e  on a l l  u n p a id  t a x e s ,  e x c l u d i n g  p e n a l t i e s ,  

f rom  t h e  due d a t e  u n t i l  p a i d  in  f u l l .  C o l l e c t i o n  o f  t h e  t a x  l e v i e d  

under  t h i s  c h a p t e r  s h a l l  be  c a r r i e d  ou t  by t h e  Department  o f  Revenue 

s u b s t a n t i a l l y  i n  t h e  manner p r o v i d e d  i n  AS 2 9 . 5 3 . 2 0 0  -  2 9 . 5 3 - 3 9 0  e x c e p t  

t h a t  t h e  s t a t e  i s  s u b s t i t u t e d  f o r  r e f e r e n c e s  t o  c i t i e s  and b o r o u g h s .

S e c .  *<3 .56 .090 .  LIEN FOR TAX. N o t w i t h s t a n d i n g  any o t h e r  p r o v i s i o n  

o f  lav;,  the  t a x  l e v i e d  un der  o h is  c h a p t e r  and i n t e r e s t  and p e n a l t y  s e t  

out  in  s e c .  30 o f  t h i s  c h a p t e r  a r e  l i e n s  upon th e  p r o p e r t y  s u b j e c t  t o  

t a x  ui .der  t h i s  c h a p t e r .  The l i e n s  p r o v i d e d  by t h i s  s e c t i o n  a r e  p r i o r  

and paramount t o  a l ] ,  o t h e r  l i e n s  o r  encu m bran ces  upon t h e  same p r o p e r t y .

S e c .  *13. 5 6 . 10C. FAILURE TO FILE; FALSE STATEMENT. A p e r s o n  who

- 3 -  CSHB 2*15 ( F i n a n c e )
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knowing ly  f a i l s  t o  f i l e  a r e t u r n  when due  o r  makes a f a l s e  s t a t e m e n t  

i n  a r e t u r n  r e q u i r e d  u n d e r  t h i s  c h a p t e r  w i t h  i n t e n t  t o  evad e  t h e  t a x a ­

t i o n  i s  g u i l t y  o f  a f e l o n y  and upon c o n v i c t i o n  i s  p u n i s h a b l e  by a f i n s  

o f  n o t  more t h a n  $ 5 ,0 0 0 ,  o r  by im p r i so n m e n t  f o r  n o t  more t h a n  f i v e  

y e a r s ,  o r  by b o t h ,  t o g e t h e r  w i t h  t h e  c o s t s  o f  p r o s e c u t i o n .

S e c .  J f3 .5 6 .1 1 0 .  DEPOSIT IN GENERAL FUND. The r e v e n u e  from t h e  

t a x  l e v i e d  u n d e r  s e c .  1 0 ( a )  o f  t h i s  c h a p t e r  s h a l l  be  d e p o s i t e d  i n  t h e  

g e n e r a l  fu n d .

S e c .  4 3 . 5 6 . 1P0. REGULATIONS. The s t a t e  a s s e s s o r  and t h e  D e p a r t ­

ment o f  Revenue may a d o p t  r e g u l a t i o n s  a s  a p p r o p r i a t e  t o  c a r r y  o u t  t h e i r  

r e s p e c t i v e  d u t i e s  u n d e r  t h i s  c h a p t e r .

S e c .  4 3 . 5 6 . 1 3 0 .  DEFINITIONS. I n  t h i s  c h a p t e r  ’’t a x a b l e  r e a l  and 

t a n g i b l e  p e r s o n a l  p r o p e r t y "  means m a c h in e r y ,  a p p l i a n c e s  and  equ ipm en t  

u sed  i n  t h e  o p e r a t i o n  o f  w e l l 3  p r o d u c i n g  o i l  o r  g a s  and t a n k  f a r m s ,

t a n k e r  t e r m i n a l s ,  g a t h e r i n g  and t r a n s m i s s i o n  l i n e s ,  and r e l a t e d  f a c i l i ­

t i e s  a s s o c i a t e d  w i t h  t h e  p r o d u c t i o n  and t r a n s p o r t a t i o n  o f  c r u d e  o i l  and 

n a t u r a l  g a s ;  t h e  te rm  i n c l u d e s  o t h e r w i s e  t a r a b l e  p r o p e r t y  exempted  f rom 

c - t a x a t i o n  u n d e r  home r u l e  o r d i n a n c e  o r  c h a r t e r ,  b u t  doe3 n o t  i n c l u d e  

p r o p e r t y  exempt f rom  t a x a t i o n  u n d e r  t h e  c o n s t i t u t i o n  and law s  o f  t h e  

s t a t e  o r  o f  t h e  U n i t e d  S t a t e s ,  o r  any s u b s u r f a c e  e s t a t e ,  i n c l u d i n g  o i l  

i n  t h e  g ro u n d ,  o r  p r o p e r t y  used  i n  a  consum er  d i s t r i b u t i o n  s y s te m .

K S e c .  2 .  T h i s  Act t a k e s  e f f e c t  on t h e  day  a f t e r  i t s  p a s s a g e  and a p p r o v a l

on t h e  day i t  becomes law w i t h o u t  a p p r o v a l .

245 ( F in a n c e )
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O r i g i n a l  s p o n s o r :  P in k ,  B a n f i e l d ,
F i s c h e r  and McVeigh

IN THE HOUSE BY THE FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 24 5 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

EIGHTH .LEGISLATURE -  FIRST SESSION 

A BILL

F or  an Act  e n t i t l e d :  "An Act  r e l a t i n g  t o  o i l  and g a s  r e v e n u e ;  and p r o v i d i n g

f o r  an e f f e c t i v e  d a t e . * ’

E IT  ENACTED BY THE LEGISLATURE OP THE STATE OF ALASKA:

* S e c t i o n  1 .  AS 43 i s  amended by  a d d in g  a new c h a p t e r  t o  r e a d :

CHAPTER 56.  OIL AND GAS TRANSPORTATION 

AND PRODUCTION FACILITIES PROPERTY TAX.

S e c .  *13 .56 .010 .  LEVY OF TAX. ( a )  S u b j e c t  t o  t h e  p r o v i s i o n s  o f  

( b )  o f  t h i 3  s e c t i o n ,  an a nnu al  t a x  o f  20 m i l l s  i s  l e v i e d  e a c h  t a x  y e a r  

b e g i n n i n g  January  1 ,  197*1, on t h e  f u l l  and t r u e  v a l u e  o f  t a x a b l e  r e a l  

and t a n g i b l e  p e r s o n a l  p r o p e r t y  a c t u a l l y  u sed  o r  d e s i g n e d  a s  in t e n d e d  

f o r  u se  In  t h e  p r o d u c t i o n  and t r a n s p o r t a t i o n  o f  u n r e f i n e d  o i l  and g a s .  

With r e s p e c t  t o  a f a c i l i t y  em ployed  f o r  p a r t  o f  a t a x  y e a r  i n  a manner 

a s  t o  r e n d e r  i t  t a x a b l e  under  t h i 3  c h a p t e r  o r  p a r t l y  so  em p loy ed  f o r  

a f u l l  t a x  y e a r ,  t h e  v a l u e  o f  t h e  f a c i l i t y  t a x a b l e  un der  t h i s  c h a p t e r  

s h a l l  be p r o p o r t i o n a t e  t o  t h e  em ploym ent .  P r o p e r t y  t a x a b l e  u n d er  t h i s  

c h a p t e r  d o e s  n o t  i n c l u d e  p r o p e r t y  em ployed  i n  t h e  c o n s t r u c t i o n  o f  f a c i l i ­

t i e s  as  d i s t i n g u i s h e d  from  t h e  f a c i l i t i e s  t h e m s e l v e s ;  h o w e v e r ,  w i th  

r e s p e c t  t o  p i p e l i n e s  and o t h e r  f a c i l i t i e s  t a x a b l e  u n d er  t h i s  c h a p t e r  

v/hich may be  un der  c o n s t r u c t i o n  o r  a w a i t i n g  c o n s t r u c t i o n ,  f u l l  and t r u e  

v a l u e  f o r  e a c h  t a x  y e a r  s h a l l  b e  m easured  by t h e  c o s t s  I n c u r r e d  o r  

a c c r u e d  w i t h  r e s p e c t  t o  t h e  f a c i l i t y  as  o f  t h e  a s s e s s m e n t  d a t e  i n  a c c o r -  

d an ce  w i t h  t h e  p e r c e n t a g e  o f  c o m p l e t i o n  m eth od .  The t a x  im posed  by  t h i s  

s u b s e c t i o n  s h a l l  no t  be a p p l i e d  cn  p r o d u c t i o n  f a c i l i t i e s  u n t i l  t h e s e  

f a c i l i t i e s  a r e  a c t u a l l y  em ployed  i n  t h e  p r o d u c t i o n  o f  o i l  and g a s .

- 1 -  CSHB 2*15 ( F i n a n c e )
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( b )  L o c a l  g o v e r n m e n t a l  u n i t s  may l e v y  and c o l l e c t  a t a x  n o t  t o  

e x c e e d  20 m i l l s  on not  more than  35 p e r  cent . ,  o r  7 m i l l s  on n o t  more 

than  100 p e r  c e n t  o r  the  e q u i v a l e n t ,  o f  th e  f u l l  and t r u e  v a l u e  as 

d e te r m in e d  i n  a c c o r d a n c e  w i t h  s e c s .  *10 -  70 o f  t h i s  c h a p t e r  o f  t a x a b l e  

r e a l  and t a n g i b l e  p e r s o n a l  p r o p e r t y  employed i n  t h e  p r o d u c t i o n  and 

t r a n s p o r t a t i o n  o f  u n r e f i n e d  o i l  and g a s .  Payment o f  th e  t a x  l e v i e d  undei 

t h i s  s u b s e c t i o n  i s  i n  l i e u  o f  th e  a p p r o p r i a t e  p o r t i o n  o f  t h e  t a x  l e v i e d

by t h e  s t a t e  under ( a )  o f  t h i s  s e c t i o n .

S e c .  4 3 . 5 6 . 0 2 0 .  EXEMPTIONS. In a d d i t i o n  t o  p r o p e r t y  e x c l u d e d  

under  s e c .  1 2 0 ( 2 )  o f  t h i s  c h a p t e r ,  the f o l l o w i n g  p r o p e r t y  i s  exempt 

from  t h e  t a x  l e v i e d  under t h i s  c h a p t e r :

( 1 )  p r o p e r t y  r i g h t s  a t t a c h e d  t o  o r  i n h e r e n t  in  t h e  r i g h t  t o  

p r o d u c i n g  c i l  o r  g a s ;

( 2 )  p r o d u c i n g  o i l  o r  gas l e a s e s ;

( 3 )  o i l  and gas  p ro d u ce d  in  th e  s t a t e  upon w hich  g r o s s  p r o ­

d u c t i o n  t a x e s  a r e  p a i d  under  AS 4 3 . 5 5 ;

( 4 )  an in v e s t m e n t  i n  p r o p e r t y  d e s c r i b e d  in  t h i s  s e c t i o n .

S e c .  i l 3 . 5 6 .0 3 0 .  IN PLACE OF ~>THER TAXES. Payment o f  t h e  t a x

l e v i e d  o r  a u t h o r i z e d  t o  be l e v i e d  under t h i s  c h a p t e r  i s  in  p l a c e  o f  a l l  

o t h e r  ad v a lo re m  t a x e s  on p r o p e r t y  s u b j e c t  t o  t a x  under  t h i s  c h a p t e r  

now o r  h e r e a f t e r  imposed by th e  s t a t e ,  o r  by a c i t y  o r  a b o r o u g h .

S e c .  4 3 . 5 6 . 0 4 0 .  ASSESSMENT. Assessment', o f  p r o p e r t y  s u b j e c t  t o  

th e  t a x  l e v i e d  under  t h i s  c h a p t e r  s h a l l  be c a r r i e d  ou t  by t h e  s t a t e

a s s e s s o r  s u b s t a n t i a l l y  in  t h e  manner p r o v i d e d  i n  AS 2 9 . 5 3 . 0 6 0  -  2 9 . 5 3 . -

160 f o r  m u n i c i p a l i t i e s ,  e x c e p t  t h a t  t h e  s t a t e  a s s e s s o r  s h a l l  f u n c t i o n  

i n  p l a c e  o f  th e  l o c a l  a s s e s s o r ,  and th e  S t a t e  Assessm ent  Review Board 

s h a l l  f u n c t i o n  in  the  p l a c e  o f  the  a ssem b ly  o r  c o u n c i l  s i t t i n g  as  a 

b oa rd  o f  e q u a l i s a t i o n .

S e c .  iJ 3 .5 6 .0 5 0 .  STATE ASSESSMENT REVIEW BOARD. T'.,e g o v e r n o r  s h a l l  

D 245 ( F in a n c e )  - 2 -
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a p p o in t  a t  l e a s t  f i v e  q u a l i f i e d  p e r s o n s  t o  s e r v e  at  h i s  p l e a s u r e  as t h e  

S t a t e  A ssessm ent  R eview  B oard .

S e c .  4 3 . 5 6 . 0 6 0 .  PER DIEM AND EXPENSES. Members o f  t h e  S t a t e  

A ssessm ent  Reviev; Board s h a l l  be  com p ensa ted  and a r e  e n t i t l e d  t o  p e r  

diem and e x p e n s e s  a u t h o r i z e d  by lav; f o r  b o a r d s  and c o m m is s i o n s .

S e c .  4 3 . 5 6 . 0 7 0 .  POWERS AND DUTIES. The S t a t e  A ssessm ent  Review 

Board has th e  powers  and d u t i e s  w i t h  r e s p e c t  t o  a s s e s s m e n t  o f  p r o p e r t y  

t a x a b l e  under  t h i s  c h a p t e r  o f  an a sse m b ly  o r  c o u n c i l  s i t t i n g  as a 

b oa rd  o f  e q u a l i z a t i o n .

S e c .  4 3 . 5 6 . 0 8 0 .  COLLECTION AND ENFORCEMENT. The t a x  l e v i e d  under  

s e c .  1 0 ( a )  o f  t h i s  c h a p t e r  i s  p a y a b l e  i n  f u l l  t o  t h e  Department o f  

Revenue on June 30 o f  t h e  t a x  y e a r ,  e x c e p t  t h a t  t h e  Department o f  Revenue 

may by r e g u l a t i o n  p r o v i d e  f o r  prepayment o f  t a x e s  and payment by i n s t a l l ­

m ents .  A p e n a l t y  o f  t e n  p e r  c e n t  s h a l l  be added t o  d e l i n q u e n t  t a x e s  

and i n t e r e s t  at  t h e  r a t e  o f  e i g h t  p e r  c e n t  p e r  annum, o r  f o u r  p e r c e n t a g e  

p o i n t s  a b ove  th e  p e r  annum r a t e  ch a r g e d  member banks f o r  a d v a n c e s  by 

the  1 2 th  F e d e r a l  R e s e r v e  D i s t r i c t  t h a t  p r e v a i l e d  on t h e  f i r s t  day o f  

t h e  month p r e c e d i n g  t h e  commencement o f  t h a t  c a l e n d a r  q u a r t e r ,  w h ich ­

e v e r  i s  g r e a t e r ,  s h a l l  a c c r u e  on a l l  un pa id  t a x e s ,  e x c l u d i n g  p e n a l t i e s ,  

f rom  t h e  due d a t e  u n t i l  p a id  i n  f u l l .  C o l l e c t i o n  o f  t h e  t a x  l e v i e d  

under  t h i s  c h a p t e r  s h a l l  be c a r r i e d  o u t  by t h e  Department o f  Revenue 

s u b s t a n t i a l l y  in  t h e  manner p r o v i d e d  1 AS 2 9 . 5 3 . 2 0 0  -  2 9 .5 3 * 3 9 0  e x c e p t  

t h a t  th e  s t a t e  i s  s u b s t i t u t e d  f o r  e r e n c e s  t o  c i t i e s  and b o r o u g h s .

S e c .  4 3 . 5 6 . 0 9 0 .  LIEN FOR TAX. N o t w i t h s t a n d in g  any o t h e r  p r o v i s i o n  

o f  l a w ,  the  t a x  l e v i e d  un der  t h i s  c h a p t e r  and i n t e r e s t  and p e n a l t y  s e t  

out  i n  s e c .  80 o f  t h i s  c h a p t e r  a r e  l i e n s  upon t h e  p r o p e r t y  s u b j e c t  t o  

t a x  under  t h i s  c h a p t e r .  The l i e n s  p r o v i d e d  by t h i s  s e c t i o n  a r e  p r i o r  

and paramcunt t o  a l l  o t h e r  l i e n s  o r  encum brances  upon t h e  same p r o p e r t y .

S e c .  4 3 . 5 6 . 1 0 0 .  FAILURE TO FILE; FALSE STATEMENT. A p e r s o n  who
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