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any liquid product or by-product derived from crude petroleum oil or

natural gas;
(9) "state land" means

(A) "state lands"” as defined in AS 38-05-365;

(B) public land of the United States selected by the
state under sec. C of the Alaska Statehood Act of 1958 (PL 85-508;
72 Stat. 399), as amended, and real property of the United States
transferred to the state under secs. 21, 35 and 45 of the Alaska
Omnibus Act of 1959 (PL 86 - 70; 73 Stat. 171), as amended;

(C) any interest owned by the state in land;

(10) ™“transportation™ means the .pinent or carriage bj a
pipeline of crude oil, natural gas, or products from an upstream
terminus in one or more fields or points of production or supply of
the minerals to a downstream terminus 1in one or more points for
delivery of the minerals to a purchaser or consignee, for storage,
or for further carritje or shipment, including shipment or carriage
within the state that may be classified as interstate or ioreign
transportation to the extent that the transportation may constitution—
ally be subjected to the provisions of this chapter, as well as all
services necessary to effectuate shipment or carriage, including,
among other things, the receipt, storage, processing, handling, trans—
fer in transjt, forwarding, and delivery of the minerals.

* Sec. 23. AS 38.35 is amended by adding new sections to read:
Sec. 38.35.2710. LEASE SAVINGS CLAUSE. A judicial finding that
any term or condition of a right-of-v/ay lease issued under this
chapter is unlawful or invalid may not operate to invalidate the

lease or any other term or condition of the lease.
Sec. 38.35.250. BINDING EFFECT OF COVENANTS. By entering into

a lease under this chapter, the lessee is bound by all the covenants

FCCS HCS CSSB 3 -16-
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provided for in the lease to the full extent of thepower of the

state to impose those covenants under Its authority as owner of the

land to be leased or under 1its police or regulatorypowers or otherwise]

provided that the right of the lessee to challenge the power of the
state to require such a covenant as owner of the land to be leased

or under 1its police or regulatory powers or otherwise 1is preserved

until such time as action to enforce the covenant is taken by the state.

Sec. 24. AJ 09.55.240(a) (12~ is amended to read:

(12) [SUBJECT TO THE REQUIREMENTS OF THE ALASKA RIGHT-OF-

WAY LEASING ACT OF 1972 (AS 38.35),] for the location of pipelines
for gathering, transmitting, transporting, storing, or delivering
natural or artificial gas or oil or any liquid or gaseous hydrocarbons,
including, out not limited to, pumping stations, terminals, storage
tanks, or reservoirs, and related installations.
Sec. 25. AS 38.05.020(c)(1) 1is amended to read:

(1) granting leases of state [PUBLIC] land [AND ISSUING
CERTIFICATES] for pipeline right-of-way purposes;
Sec. 26. AS 38.05.u20(c)(2) is amended to read:

) leasing, purchasing, or otherv/ise acquiring (including
condemning by declaration of taking), easements or other interests
in [ON PRIVATE OR FEDERAL] 1land in this state for the purpose of
utilizing or granting leases of the land, easements or interests for
pipeline right-of-way purposes;

Sec. 27. AS 38.05.020(c)(4) is amended to read:

(4) Investigating any matters concerning any lessee

[CARRIER] with a view to assuring compliance by it with its right-of-
way lease, [CERTIFICATES ISSUED UNDER THAT LEASE,] this chapter, and

any other applicable state or federal Law;

* Sec. 28. AS 38.05.330 1Is amended to read:

-17- FCCS HCS CSSB 3
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members of the Eighth Legislature not
report covering all lands conveyed under provisions of AS 38.05.063 and

Sec. 38.05.330. PERMITS. The director, without the prior

approval of the commissioner, may issue permits, rights-of-way or

easements on state land for secondarjl reads, trails, ditches, field

gathering lines or transmission and distribution pipelines not

subject to AS 38.35j telephone and transmission lines, log storage,

oil well drilling sites and production facilities for the purposes

of recovering minerals from adjacent lands under valid lease, and

other similar uses or improvements, or for the limited personal use

of timber or materials. The commissioner, upon recommendation of

the director, shall establish a reasonable rate or fee schedule to

be charged for these uses. In the granting, suspension or revocation

of a permit or easement of lands, the director shall give preference

to that use of the land which will be of greatest economic benefit to

the state and the development of its resources. However, first

preference shall be granted to the upland owner for the use of a

tract of tideland, or tideland and contiguous submerged land, which

Is seaward of the upland pr® erty of the upland owner and which 1is

needed by the upland owner for any of the purposes for which the use

may be granted.
29. AS A2.06.310 1is amended by adding a new subsection to read:

(c) Every common carrier shall, when ordered by the Alaska

Pipeline Commission, extend or enlarge 1its pipeline or storage

facilities provided the extension or enlargement shall be found to

be reasonable and requiied in the public

involved will not impair the ability of the common carrier or public

utility to perform its duty to the public.

* Sec. 3C.The commissioner of natural resources shall submit to the

later than September 1, 1974 a full

FCCS HCS CSSB 3 -18-
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38.05.076. The report shall contain a description of all parcels conveyed
under the Act including acreage (to Include a detailed plat of each parcel),
land classification, appraised value, lease or sale value, proposed land
usage, and any other information the commissioner may feel necessary to an

understanding of the particular disposal.

* Sec. 31. AS 38.05.063 and 38.05.076 are repealed effective September 1,

974.

* Sec. 32. This Act takes effect on the day after its passage and approve

» on the day it becomes law without approval.
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M EMORANDUM

TO:

Honorable Tom Fink DATE: October 17, 1973

Speaker
House of Representatives

FROM: Robert L. Grogan SUBJ: Rights-of-Way Leasing

1.

Fiscal Analyst Amendment, Points of
Legislative Finance Consideration

RIGHTS-OF-WAY LEASING

POINTS OF CONSIDERATION

Fiscal impact (see attachment).

Do the changes in Sec. 38.39.120, Item 10, relating to the
wholesale purchase of crude oil, nullify the provision?

By exempting the pipeline company from anycost or obliga—
tion, as the amendment lanugage so states, would this
economically prevent another firm from utilizing this
provision? (Loss of terminal production alone, as a result
of a sub-line installation, might exceed $350,000 an hour.)

The bill makes repeated reference to "field gathering
lines” as being exempt from additional leasing. A defi—
nition for field gathering lines 1is not provided.

The transfer of right-of-way leases will no longer be

approved by the Commissioner of Natural Resources; the
amendment calls for notification only.

AGO 787954 !



; f-Tey L as.inm

gvir»l:1rr* *aw provides for a right-of-way Trace based cn ik =
hif::.cr oi two formulas- one reln.ti. ; to pipe3dine assets, and the ct =
to not mines of the pipeline. According to the joint ntJr.ulaf.ion
in ti.o oil companies®™ suit against tije State, the asset formula,

"AS 38.35.1"10(a), would require a minimum aggrep: fa
payment by the TAPS owners L” the State of approximate-:,y
$72,739,800 (or $2,073,280 per year), if TAPS were con—
structed for a throughput c\pacity of 2,000,000 barrels
per day. The minimum aggregate rental payment would be
approximately $67,900,000 (or $1,9”70,00*0 per year) if
TAPS we:e constructed for a throughput capacity of
1,200,000 barrels per day."

Expected revenues undr 0 the net earnings formula depend c.n tho
manner in which net earnings are calculated. The joint stipulations
anticipated three possible variations:

"(1) T"Proposed temulationst multiplier- both Tnet
earnings® and “total assets®™ (as those terms arc used
in AS 38 .315.1%)C(a) (2) by a term referred to as the
Alaska Land Factor (ALP). The Alaska Land Factor 1is
defined sn the length cf right-of-way over lani in
which the state has an ownership interest eivi e%‘by
the total length of the pipeline in the state, I1CH
factor is 0,33.81. This formula also provide.?, M"1!J in
determining "net earnings®, both the minimum r rlLal
under AS 33. 35. I*"10(@) (1) and the percentage rental

under AS 38 .35-170(a) (2) "-hall be deducted from gross
revenues.

(2) tFormula A" 1is 1identical to the formula
described above except that the Alaska Land Factor 1is
not used.

(3) "Formula B" 1is 1identical to Formual A except
that the percentage- rental under AS 38 .35. I™0(a) (2) 1is
not deducted in calculating "net earnings®."”

Following these various approaches,

"the average annual aggregate amount of the rent payable
to the state over the life of the pipeline by all TABS
owners will be approximately as follow:;, assuming dif—
ferent rates of return cn Interstate Commerce Commission
valuation of the pipeline- property:

AGO 787955



ICC Rate Using Proposed
of Return Regulation:-". Using formula A Using formula E

IfT Pipeline is Constructed for
1,200,000 bbl/day Throughput Capacity

2 per cent $ 6,700,000 $20,300,000 $ 39,300,000
4 per cent 16,300,000 52.400.000 108,500,000
5 per cent 23.500.000 75.900.000 150,800,000
7 per cent 40.500.000 129,300,000 258,600,000
IT Pipeline is Constructed for
2,000,000 bb/day Throughput Capacity
2 per cent $ 7,100,000 $21,500,000 $ 41,700,000
4 per cent 17,200,000 55.400.000 109,500,000
5 per cent 24 .900.000 80.300.000 159,600,000
7 per cent 42.900.000 127,000,000 274.100.000

Thus, 1in all the cases considered, under existing laty, the net
earnings formula would yield greater revenue and thus be ir effect.
There is serin feeling that the 4g ICC rate of return is the one that

oxl compame.i t.eulu eiioc.se.

Governor Kr.mn"a proposal for right-of-way leasing would sul?=
stitute a rental based on fair market value. According to the
plaintiff®s prop-;.ed stipulat®dens of fact, the market value of

State right-of-way (-49 Of the 789 miles) 1is between $384,248 and
$m6/,612 assuming a value of $8? - $106 per acre. Thus, the revenue
to be receive-:; under this approach can to expected to bo rather snul
A common o:\iCitice in leasing by tee Department of natural Resources
hai been uo charge an annual rental equivalent to 6p of the fair mar
value.

AGO 787956



MEMORANDUM

TO: DATE:

FROM: Robert L. Grogan SUBJ: Rights-of-Way Leasing
Fiscal Analyst Amendment, Points of
Legislative Finance Consideration

RIGHTS-0OF-WAY LEASING

POINTS OF CONSIDERATION

[EE

Fiscal impact (see attachment).

N

Do the changes in Sec. 38.35*120, Item 10, relating to the
wholesale purchase of crude oil, nullify the provision?

By exempting the pipeline company from any cost or obliga—
tion, as the amendment lanugage so states, would this
economically prevent another firm from utilizing this
provision? (Loss of terminal production alone, as a result
of a sub-line installation, might exceed $350,000 an hour.)

3. The bill makes repeated reference to "field gathering
lines" as being exempt from additional leasing. A defi—
nition for field gathering lines is not provided.

D. The transfer of right-of-way leases will no longer be

approved by the Commissioner of Natural Resources; the
amendment calls for notification only.
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MEMORANDUM

TO: Honorable Tom Fink DATE: October 1793
Speaker
House of Represen™ " s
FROM: V. Kent Dawson IK.. SUBJ: Proposed Measure Replacing
Fiscal Analyst j'x Common Purchaser Provision
Legislative Finance in the Right-of-V/ay Leasing
Act of 1972

In separating the common purchaser provisions from the Right-of-V/ay
Leasing Act the Governor has greatly reduced the penalties for viola—
tion. Under the present statute the penalty for violation is a possible
forfeiture of the right-of-way lease. The Governor’s amendments reduce
that penalty to a $100 to $1,000 fine for each day of violation.

Common Purchaser statutes exist primarily in acknowledgement of the
principle that petroleum in place belongs to the overlying surface
owners, and that those owners should be given a reasonable chance to
recover and market what 1is theirs.

in terms of possible implications for the future, it could be that with
a strong common purchaser statute on the books the State would find a
greater number of producers (perhaps more smaller producers) taking
part in future competitive bids for lease bonus sales. This then could
lead to more competitive bidding and possibly higher returns from those
sales to the State.

AGO 707958 |
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MEMO RAMDUM

TO: Earl D. Hillstrana DATE: November 6, 1973

Chairman
House Finance Committee

FROM: Jay H. Hogan SUBJ: Summary of Committee
Director Changes to CS HB 3

Legislative Finance

Th*_ following changes have been made to date by the House Finance
Committee in the Judiciary Committee Substitute for House Bill
No. 3- (All comments refer to pages and lines in the "Committee
mark-up™ version of the bill.)

1. Page 2, lines 28 and 29: The Committee amended language at
the suggestion of the Attorney General to make it clear that
tile State could not impose service obligations upon lessees
receiving rights-of-way permits under this Act that arc not
ordinarily imposable under existing State law. In other words,
no specific temporary or emergency service abandonment, reduc—
tion or impairment powers are given State agencies by this
provision.

2. Page 3a line 2)\ Regarding applications for rights-of-way, the
Commissioner was given authority to hold a public hearing if lie
feels a public hearing is warranted. The remaining provisions
relating to applications are not conditional and must be com—
pleted by the Commissioner. (The same is accomplished by chang—
ing "shall™ to "may"™ on page t,line 17.)

3. Page 8 and 9, beginning on line 2'4: In place of the option tc
purchase provision inserted by Judiciary, the Finance Committee
included language granting the State right of first refusal for
purchase of any available interest in the pipeline. However,
contract obligations pertaining to sale ofinterests existing at
the time the right-of-way lease is grantedare protected.

". Page 10, line ?: The phras® "subject to the lease”™ was struck
from the bill atthe suggestion of the Attorney General. The
language was removed in an attempt to makeclear that the pro—
vision for connections to the line was nota condition of any

right-of-way.
5. Pago 10, line 12: Language was &dtiud specifying that municipal

corporations could cordraai. for delivery and purchase oi oil cr
gas transported by enc pipeline.

AGO 787959 -V



Page 14, line 2-6: Language restricting the appraiser’s
judgment as to fair market value of leased land was removed
by the Finance Committee.

Page 14, lines 24 and 25: The phrase "of the public interest,
convenience, ar.d necessity...” was removed at the suggestion of
the Attorney General. It was pointed out that a concern of the
oil companies lay in the area of State regulation of "economic
matters”. The language inserted by the Finance Committee re—
stricts State surveilance of transfer of rights-of-v/ay to judg—
ments of whether the transferee is "fit, willing and able to
perform..." and reasonably able to "protect the lives, prop—
erty, and general welfare of the people...".

Page 15j line 29 and page 16, line 2: This change restricts
judicial review of decisions of the Commissioner to rights-
of-way applications under Section 100 cf the chapter (Decisions
On Application).

Page 17, line 22-28: The definition "subject to the lease™ was
included to cover the specific reference deleted by the Commit—
tee on page 10, line 9. With the phrase deleted, there is no
need for the definition.

AGO 787960



Sec. 25. The Commissioner of Natural Resources shall submit

to the Second Session of the Eighth Legislature not later

i,han March 1, 1974 a full report covering all lands conveyed
under provisions of Chapter..FSS-SLA 1973* The report shall
contain a description of all parcels conveyed under the Act
including acreage (to include a detailed plat of each parcel),
land classification, appraised value, lease or sale value,
proposed land useage, and any other information the Commissioner

may feel necessary to an understanding of the particular

disposal.

Sec. 26. Chapter”FSS-SLA 1973 is repealed effective

March 1, 1974.
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MEMORANDU M

TO: Honorable Tom Fink DATE: October 1793
Speaker
House of Representatives
FROM: V. Kent Dawson >URJ: Proposed Measure Replacing
Fiscal Analyst Common Purchaser Provision
Legislative Finance in the Right-of-Way Leasin
Act of 1972

In separating the common purchaser provisions from the Right-of-Way
Leasing Act the Governor has greatly reduced the penalties for viola—
tion. Under the present statute the penalty for viol<J®ion is a pcssibl
forfeiture of the right-of-way lease. The Governor®s amendments reduce
that penalty to a $100 tc $1,000 fine for each day of violation.

Common Purchaser statutes eyist primarily in acknowledgement of the
principle that petroleum in place belongs to the overlying surface
owners, and that jhose owners should be given a reasonable chance to
recover and market what is theirs.

In term .f possible implications for the future, it could be that with
a strong common purchaser statute on the books the State would find a
greater number of producers (perhaps more smaller producers) taking
part in future competitive bids for lease bonus sales. This then could
lead to more competitive bidding and pcssibly higher returns from thcs.
sales to the State.

AGO 787962
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M EMORANUDUM

TO: Honorable Tom Fink DATE: October 17, 1973
Speaker
House of Representatives

FROM: J. H. Hogan VI~~7;m SUBJ: Oil and Gas
Director /° T Conservation

Legislative Finance Tax

The framers of the Alaska Constitution decided to avoid
5 Xotak ot/ iR Gapesscme-off By RIS et i Ero B piovuxti UM
the establishment of dedicated taxes (taxes levied for a specific
purpose with the receipts going into an earmarked fundfrom which
appropriations can only be made for the specific purpose). The
reasoning behind this prohibition 1is simply that (1) as they
proliferate the dedicated taxes and funds become a budgetary and
accounting nightmare, and (2) a dedicated tax unavoidably provides
either too much or too little revenue for the specific purpose.

This proposed piece of legislation does not provide for a
dedicated tax; it provides for an almost dedicated tax. Rather
than go through the exercise, why not simply add the requested
cents-per-barrel figure to whatever rate the Legi. "ature chooses
for its severance tax rate and be done with the Droolem.
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MEMORA NDUM /

TO: The Hon. Tom Pink, Speaker DATE: October 17, 1973
House of Representatives
Alaska State Legislature

PROM:  Milt Barker SUBJ: Severance Tax
Fiscal Analyst
Legislative Pinance

Severance Tax

The accompanying charts depict the impact of the proposed
change in severance taxation. In th mexisting Perth Slope situ—
ation, the cents per barrel tax with royalty credit would produce
a constant 50t per barrel of revenue up to wellhead values of
$2.65s thereafter, the percentage i%f wellhead value) severance
tax portion of existing law would be in effect because it yields
greater revenue (12.5% royalty and 6.~% severance tax after the
royalty exemption for a total State take of 195?).

Under Governor Egan’s proposed law, there would be a con—
stant 25b per barrel severance tax (adding the 12.55? royalty
produces the sloping line on the chart) up to a wellhead value
of $3.37; thereafter, the exiscing percentage severance tax
schedule would be in effect because it yields greater revenue.

Thus, for wellhead values above $3-37, the fiscal impact of
either approach will be the same, while for wellhead values between
$3.37 and $2.25, th. proposed law would yield greater revenue. Below
$2.25, existing law is more advantageous.. There is some expectation
that wellhead values will be above $3-371 and thus there would be no
increment in revenue over the existing law although the Governor®s
press release claimed $30 million of additional revenue for the
proposed law.

The second chart shows the Cook Inlet situation. For moot
wells, the cents per barrel tax ocrt.ion of existing law is not 1in
effect because the wellhead values cause the percentage tax to
yield greater revenue. In Cook Inlet, wellhead values now average
$3.53. At this price, the proposed severance tax would add 1$ per
barrel over existing law, bringing in an additional $690,590 1in
revenue in FY 7.
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M EMORANDUM

TO: Honorable Tom Fink DATE: October 17, 1973
Speaker
House of Representatives

FROM: Milt Barker SUBJ: Production Tax on
Fiscal Analyst Oil- Basis of
Legislative Finance Calculation

The Governor®s proposal for a cents-per-barrel production
tax would change the basis on which the tax is calculated from

""average daily production for each well™ to "average daily per
well production”™ based upon the "total production from each lease
or property". "Lease or property” 1is defined as "a lease or

property including, but not limited to, a unitization or pooling
agreement.”

This means that the production from the entire Prudhoe field
for Wwhich a unitization agreement is being sought could be divided
by the number of wells in the field to determine average per well
production. This has the effect of lov/ering the effective pro—
duction tax rate.

For example, if two wells produce 1,000 BPD and 6,000 BPD,
under the old method there would be a tax of 14.86 on 1,000 barrels
and a tax of 23.36 on 6,000 barrels for an average tax of 22.16
on the 7,000 barrels. Under the proposed language, there would be
an average production rate of 3,500 BPD on which the tax is 20.66.
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MEMORANDUM

TO: Honorable Tom Fink DATE: October 17, 1973
Speaker
House of Representatives
FROM: Milt Barker SUBJ : Ad Valorem Tax-
Fiscal Analyst Assessed Value

Legislative Finance

There 1is more uncertainty surrounding the value at which the TAPS
line will be assessed than has been publicly acknowledged. Al—
though a $4.5 billion figure is being quoted as the cost of the
line, taxable assets will be no more than $4.0 billion at most
since capitalized interest, facilities transferred to the State,
and perhaps some other costs will be excluded.

Even the valuation of the taxable assets is opeii to wide variation
Various methods or factors can he considered in arriving at assessed
value including actual cost and the economic value or income stream
the line is capable of producing. Ir. jnstances where the recover—
able reserves prove to be less than required to sustain full pipeline
operation over its physical life, depreciation is to be accelerated.

Thus, the ad valorem tax as a source of revenue 1is not entirely
insulated from political and economic uncertainties. One possible
way to reduce some of these risks might be to set as a minimum
assessed value that which the ICC determines as a base for allowed
rate-of-return. The oil companies would ordinarily seek higher
valuations for this purpose so as to increase their rate-of-return.

It may be of interest to note the relati *® advantages and disadvan—
tages to the State of increased costs for the pipeline. The ICC allows
a maximum return of 7% on investment. Thus, for every additional

$1 million in pipeline cost, TAPS could charge annually an additional
$76,600 in tariffs, assuming 35 years to recover principal and earnings
of 7%= IT there is a cents-per-barrel tax, the only detriment to the
State at the wellhead, which is reduced by the amount of the pipe—
line tariff increase, 1is in the royalty. Thus, the State would

suffer a loss of 12.5% of the $76,600 in royalty receipts, or $9 ,600.
This would be a maximum and would be less if the oil companies

sought a lesser rate-of-return on their pipeline operation.
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By comparison, if the State has a 20 mill ad valorem tax on the
pipeline, every $1 million of additional assessed value would
bring in an additional $20,000 to the State. This would result
in $13,000 to State government and $7,000 to local governments
if a full 7 mills were shared with local government.
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MEMORANDU M /

TO: Honorable Tom Fink DATE: October 17, 1973
Speaker
House of Representatives

FROM:  Robert L. Grogan SUBJ: Rights-of-Way Leasing
Fiscal Analyst Amendment, Points of
Legislative Finance Consideration

RIGHTS-0F-WAY LEASING

POINTS OF CONSIDERATION

Fiscal impact (see attachment).

Do the changes in Sec. 38.35.]20, Item 10, relating to the
wholesale purchase of crude oil, nullify the provision?

By exempting the pipeline company from any cost or obliga—
tion, as the amendment lanugage so states, would this
economically prevent another firm from utilizing this
provision? (Loss of terminal production alone, as a result
of a sub-line Installation, might exceed $350,000 an hour.)

The bill makes repeated reference to "field gathering
lines™ as being e:empt from additional leasing. A defi—
nition for field gathering lines is not provided.

The transfer of right-of-way leases will nc longer be

approved by the Commissioiser of Natural Resources; the
amendment calls for notification only.

AGO 787970



The existing lav: provides for a right-of-way lease based cn the
hir.hcr cI® two formulas- one relating to pipeline assets, and the ct
to net earnings of the pipeline. According to the joint stipulation.”
in the oil companies®™ suit against the State, the asset formula,

"AS 38 .3p.11"J(a), would require a minimum, aggregate
nayrcent by the TAPS owners E0 the State of approximately
*$72,739,800 (or $2,073,280 per year), if TAPS were con—
structed for a throughput capacity of 2,000,000 barrels
per day. The minimum aggregate rental payment would be
approximately $67,900,000 (or $1,970,00*0 per year) if
TAPS were constructed for a throughput capacity of
1,200,000 barrels per day."

Expected revenues under the net earnings formula depend cn the
manner in which net earnings are calculated. The joint stipulations
anticipated three possible variations:

""1) ’Proposed regulations” multiplies both ’net
earnings’ and ’total assets’ (as those terms are used
in AS 38 .35.170(a)(2) by a term referred to as the
Alaska L.,nd Factor (ALF). The Alaska Land Factor is
defined as the length of right-sf~.-."ay over land in
which the state has an ownership interest divided by
the total length of the pipeline in the state. Seen
factor is 0.313j. This formula uj.sc provides that 1in
determining “net earnings®, both the minimum rental
under AS 38 .35. 1"10(a) (1) and the percentage rental

under AS 38 .35.170(a)(2) shall be deducted from gross

revenues.

(2) "Formula A’ is identical to the formula
described above except that the Alaska Land “actor 1is
not used.

(3) ’Formula B’ is identical uo Formual A except

that the percentage rental under AS 38 .35. 1*0(a)(2) 1is
not deducted in calculating ’net earnings"."

Following these various approaches,

"the average annual aggregate amount of the rent payable
to the state over the life of the pipeline by all TAPS
owners will bo approximately as follows, assuming dif—
ferent rates of return cn Interstate Commerce Commission
valuation of the pipeline property:
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Using Proposed
P.c-rulations sire l1"ornula A usir.fr Formula

IT Pipeline 1is Constructed for
1,200,000 bbl/day Throughput %v city

$ 6,700,000 $20,300,000 $ 39,300,000
16.300.000 52, 00 ,C00 103,500,000
23.500.000 75,900.000 150,600,000
40,500,000 129,300,000 258,600,000

If Pipeline is Constructed for
2,000,000 bb/day Throughput Capacity

$ 7,100,000 f*1,500,000 $ il1,700,000
17,200,000 ,400, 000 109 .500.000
24.900.000 . 300,000 159 .600.000
42.900.000 J00,000 274.100.000

Thun, in all the cases considered, under existing lav;, the nor
earnings forr_.ula would yield greater revenue and thus be in effect.
There 3s corse feeling that the 4£ ICC rate of return is the one that
oi.l companion would choose.

Governor Errar.ls proposal for right-of-way leasing v;ould sub—
stitute a rental based on fair market value. According to the
plaintiff*s proposed stipulations of fact, the market value o:

State right-of-way (?49 of the 789 miles) is between $384,248 and
$467,612 assuming a value of $87 - $106 per acre. Thus, the revenue
to be received o .roach can be expected to be rather small.
A common practi e in leasing by the Department of Natural Resource;

hai been bo barge an annual rental equivalent to 5% of the fair marks
value.
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MEMORANDUM

TO: The Hon. Tom Fink, Speaker DATE: October 17, 1973
House of Representatives
Alaska State Legislature

FROM: Robert L. Grogan SUBJ: Sale or Lease
Fiscal Analyst of Lands Bill

The reasoning to avoid land sale competitive bidding and specula—
tion in an effort to maintain wellhead price for the state"s
benefit begs the question: why not simply give the land to the
pipeline company, thereby reducing costs even further? In con—
trast, competitive bidding may have advantageous fiscal implica—
tions .

The pipeline company®s maximum rate of annual profit is held at
7% by 1CC regulation. In addition, the company also is allowed
to recover the cost of the pipeline over an established depreci—
ation period. These factors raise the pipeline tariff and thus
lower wellhead value, reducing the state®"s royalty. The state’s
royalty rate amounts to 1/8 or 12 and 1/2 percent of this maximum.
For each additional $1 million of increased investment base, the
state"s portion is $9,585 per annum (assuming a 35-year depreci—
ation period and a maximum 75 rate of return by the pipeline
company). This figure would be smaller if the company®"s rate of
return should be lower, and slightly higher should the pipeline
be depreciated over a shorter period of time.

Tr the state invested the $1 million at 8% annualinterest (a
1 storic rate of return on Alaska®s investments) the resulting

J ivestinent income would be $80,000. The state"s annual Iloss
v$9,585) deducted from this annual gain-leaves$70,nl3 for a
net annual gain. (See chart, page ?.)

IfT intermediate owner speculation did occur, the ultimate selling
price to the pipeline company would have to be over eight times
the original selling pj'ice to result in a loss to the state.
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Example
Land selling price $1,000,000

Increased investment base $1,000,000 x 7% -
for pipeline tariff
(times maximum allowance
rate of return, plus
annual depreciation of

principal) $76,680
State royalty percentage $76,680 x 12 and 1/2 % = $9,585
Annual state loss $9,585
Receipt of sale invested $1,000,000 x 8% - $80,000

at 8%
Amount of annual gain $80,000
Annual state loss deducted $80,000 - $9,585 = $70,415

from annual gain

Net annual gain $70,415
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M EMORANDUM
TO: Honorable Torn Fink DATE: October 17, 1973
Speaker
House of Representatives
AN
FROM: V. Kent Dawson SUBJ: Governor s Proposed
Fiscal Analyst Amendments - Pipeline
Legislative Finance Legislation

The most significant change brought about by the Governor®s proposed
amendments to the Alaska Pipeline Commission Act would be the switch
from State to Federal economic legislation of interstate pipelines.
From nearly every quarter, testimony in. the past has indicated a re—
luctance Oil the part of the Interstate Commerce Commission to regulate
pipeline tarrifs.

For example, 1in March of 1972 Mr. Peter Temple of Temple, ,Barker and
Sloane, when testifying as an administration witness before the hearings
on proposed pipeline legislation before the Alaska Suatc Senate and
House State Affairs Joint Committee stated, "...there"s not been a
single hearing with regard to pipeline rates before the ICC since 1900
and that was not an ICC hearing". He went on to say, "...if the ICC
isn"t exactly moribund in pipeline regulation it at least is inert".

The use of the wellhead value as a basis for royalty revenues indicates
a considerable state interest in those matters which can affect it.
Remembering the now familiar formula: refinery sales price less trans—
portation costs = wellhead value, it is conceivable that if not adequate
ly regulated the industry people in pursuit of their own interests could
raise transportation costs (both pipeline and tanker) to the point

where the wellhead value and correspondingly State royalties are un-—
reasonably low.

Is the ICC Changing?

The Governor 1in his cover letter states that there are "clear indica—
tions that the ICC may well already be re-examining its role". The

only immediately available indication of such a re-evaluation 1is the
reported move in Congress to make additional appropriations to the ICC
due to the Impact of the Alaska Pipeline. Historically, the ICC has
found i1t difficult to obtain funds from Congress for pipeline regulation
It is possible that the funding situation will now be changed somewhat.
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Data Collection

Under the Governor®s amendments reports would be made to the Pipeline
Commission "on an individual pipeline basis for any pipeline located
wholly or in part in the State™. A point that could be of importance
would be the method of reporting the marine (tanker) portion of the
transportation costs. Will the tanker owners be allowed to consolidate
Alaskan oil transportation costs with their tanker costs elsewhere when
reporting? If so, the Pipeline Commission®s job of determining the
reasonableness of transportation costs could be greatly complicated.

In the proposed amendments to AS 42.06.430(6) on page three it appears
that by removal of the wording "where considered practicable by the
Commission™ we may be locking ourselves into the federal system of
accounting v/hich might not in all instances be the system most suited
to the State™s interests.

What About Litigation as an Alternative?

IT it can be determined that leaving the Alaska Pipeline Commission

on the books in its existing role as a regulator of interstate pipeliner
would not slow pipeline construction, it could become a feasible alter—
native to the Governor®s approach. There are indications that the nor.-
contiguity issue as regards federal pre-emption may be more significant
than at first realized. Assuming no danger of construction slow-down,
adequate time may conceivably exist for settlement of jurisdictional
disputes between the State and the federal regulatory agencies. It

is still possible that the State as an interstate pipeline regulator
would survive litigation.
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M EMORANDUM

TO: Honorable Tom Pink DATE: October 17, 1973
Speaker
House of Representatives

PROM: Robert L. Grogan SUBJ: Sale or Lease
Fiscal Analyst of Lands Bill
Legislative Finance

SALE OR LEASE OF LANDS BILL

POINTS OF CONSIDERATION

1. Have all possible land uses been included in the amendment?
(secs . 1 & 2.)

2. Is the determination of what land 1is "necessary”™ and what
are "reasonable needs™ and what is "fair market value™ to
be made only by the director of the Division of Lands?
(sec. 2, 17"b).

3. What procedure will be used to ascertain fair market value
of these lands and what would be the terms of such sales?

I\ What specific parcels are to be sold? Might it be more
advantageous to lease these lands?

5. Could the state be setting a poor precedent by allowing

these purchase., to be exempt of the competitive bid pro—
cedure?
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M EMORANDUM

T0:

FROM:

DATE:

Robert L. Grogan \UCr SUBJ: Right-of-Way Leasing
Fiscal Analyst Substantive Changes

Legislative Finance

1. Addition of Sec. 38.35.250 binding effect of covenants.
Provides lessee with the right to challenge the power
of the state to require covenants.

2. Deletion of ownership option. All provisions for state
purchase of a pipeline were removed.

3. Substitution of a purchase price provision, based on
fair market value, in place of prior method based on a
production formula (see attachment).

4. Addition of section relating to sale or lease of lands
bill creates a repealer for the bill. The section also
provides for reporting of the sale or lease transactions.
Under the new section, the sale or lease of lands bill
will be repealed effective September 1, 1974.
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The existinr law provides for a right-of-way lease based cn the
hi f."her of Imo formulas- one rclauing to pipeline assets, and th®
e:a 1°0": :-?rninjrs of the pipeline. According to the joint stipHie
in the ciJ companies®™ suit against tiie State, the asset formula,

"AS 36.33 .JJ(a), would require a minimum. aggregate
oayir.ent by the TfTAPS owners to the State of approximately
$72,739,200 (or $2,078,28¢c oar year), if TAPS were con—
structed for a throughput eerrcity of 2,000,000 barrels
per day. The minimum aggregate rental payment would be
approximately $67,900,000 (or $1,970,00*0 per year) if
TAPS were constructed for a throughput capacity of
1,200,000 barrels per day."

Expected revenues under the net earnings formula depend cn the
manner in which net earnings are calculated. The joint stipulations

anticipated three possible variations:

"(1) T"Proposed regulations® multiplies both “net
earnings® and “total assess®" (a:; those terns are used
in AS 38.35. ItC(a) (2) by a term referred to as the
Alaska JT.nu Factor (ALF). The Alaska Land Factor 1is
defined as the length of right-cf-iay over lard in
which the state has an ownership interest divided by
the total length of the pipeline in the state, keen
factor is 0,32.8), This formula alec provides that in
determining "net earnings®, both the minimum rental
under AS 32.35.1"J0(a) (1) and the percentage rental
under AS 38.35e170(a)(2) shall be deducted from gross
revenues.

(2) "Formula A" 1is identical to the formula
described above except that the Alaska Land Factor 1is
not used.

3) "Formula Bl is identical to Formuel A except
that the percentage rental under AS 32.35.1°10(a)(2) is
not deducted 1in calculating "net earnings-®."

Following these various approaches,

"the average annual aggregate amount of the rent payable
to the state over the life of the pipeline by all TAPS
owners will be approximately as follow;:, assuming dif—
ferent rates of return cn Interstate Commerce Commission
valuation of the pipeline property:

AGO
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ICC Rate Using Proposed
of Return Regulations Usir.fr T"ormula

IT Pipeline is Constructed for
1,200,000 bbl/day Throughput Capacity

2 per cent $ 6,700,000 $20,300,000 $ 39,300,000
4 per cent 16,300,000 52,400,000 103,500,000
5 per cent 23,500,000 75,900.000 150.300.000
7 per cent 40,500,000 129,300,000 258.600.000

IT Pipeline is Constructed f
2,000,000 bb/day Throughput Capa

2 per cent s 7,100,000 $21,500,000 $ 41,700,000
4 per cent 17,200,000 55,400.000 109.500.000
5 per cent 24,909,000 80,300,000 159.600.000
7 per cent 42,900,000 127,000,000 274 ,100.000

Thus, 1in ail the oases considered, under existing lav;, the nec
earnings formula would yield greater revenue and thus be 1in effect.
There 1is scr.c feeling that the 45 ICC rate of return 1is the one that
oil companies mould choose.

Governor Ervin®s proposal for right-of-way leasing would sub-—
stitute a rental based on fa emarket value. According to the
plaintiff®s proposel stipulations of fact, the market value of

State right-of-way (?°® of the 789 miles) is between $384,248 and
$46 /,61lw assuming a value of $87 - $106 per acre. Thus, the revenue
to be received under this approach can be expected to be rather smul
A common practice in leasing by the Department of natural Resources
ha? been ro charge an annual rental ecjulvalent to 65 of the fair mar
value.
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"“hr cylsting lav: provides for a right-of-way lease based cn the
higher oi two formulas- one relating to pipeline assets, and the cine
vo not earnings cf the pipeline. According to the joint stipulaticrw

in the oil companies®™ suit against tiio State, the asset formula,

"AS 38 .35« 140(a), would require a minimum aggregate
navir.ent by the TAPS owners - the State of approximately
$72,739,800 (or $2,078,280 car year), if TIPS -were con—
structed for a throughput ca; .city of 2,000,000 barrels
per day. The minimum aggregate rental payment would be
approximately $67,900,000 (or $1,940,000 per ?"c-ar) if
TAPS were constructed for a throughput capacity of
1,200,000 barrels per day."

Expected revenues under the net earnings formula depend cn the
manner in which net earnings are calculated. The joint stipulations

anticipated three possible variations:

"(1) "Proposed regulations®™ multiplies both Tnet
earnings®™ and "total assets® (as those terms are used
in AS 38.35.140(a)(2) by a term, referred to as the
Alaska Land Factor (ALL). The Alaska Land Factor 1is
defined as the length of right-of-way over land in
which the state has an ownership interest divided by
the total length of the pipeline in the state. Sucn
factor is 0o0iSj. This formula alec provides that 1in
determining "net earnings®, both the minimum rental
under AS 38.35.140(a)(l1) and the percentage rental

under AS 38.35.140(a)(2) shall be deducted from gross
revenues.

) "Formula A" is 1identical to the formula
described above except that the Alaska Land Factor is
not used.

3) "Formula 3" is 1identical to Formual A except
that the percentage rental under AS 38.35.140(a)(2) 1is
not deducted in calculating "net earnings®."

Following these various approaches,

"the average annual aggregate amount of the rent payable
to the state over the life of the pip--lire by all TAvd
owners will be approximately as follows, assuming dif—
ferent rates of return cn Interstate Commerce Commission
valuation of the pipeline property:

AGO
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ICC Rate Usine R”bporcd
of Roturn IV=uletions Usir.m formula A Usinv ZBrmula

If Pipeline is Constructed fcr

1.,200,000 bbl/daj PE——— - Cp¥ *Au ujf
2 per cent $ 6,700,000 $20,300,000 $
4 per cent 16,300,000 52,400,000 103,500,000
5 per cent 23,500,000 75,900.000 150,600,000
7 per cent 40,500,000 129,300,000 258,600,000

IT Pipeline is Constructed for

2,000,000 bb/aay Throughput Capacity
2 per cent ¢ 7,100,000 $21,500,000 $
4 per cent 17,200,000 55,400,000 109,500,000
5 per cent 24,900,000 80,300,000 159,600,000
7 per cent 42,900,000 127,000,000 274,100,000

Thun, in all the? esses considered, under 07.isti.nG law, the net
earnings formula would yield greater revenue and thus be 1in effect.
There ja sere feeling that the 45 ICC rate of return is the one that
oil companies would choc.so.

Governor Euan®s proposal for right-of-way leasing would sub—
stitute a rental based on fair market value. According to the
plaintiff ™ proposed stipulations of fact, the market value of

State right-of-way (?°19 of the 789 miles) is between $384,2*48 and
$467,612 assuming a value of s87 - $106 per acre. Thus, the revenue
to be receive*:: under this approach can to- expocued to bo rather small.
A common practice in leasing ty the Department of Natural Resources

has been to charge an annual rental equivalent to op of the fair market
value.
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AM ENTDMFENI

Offered in the HOUSE: By : finance comnmittee

Io. ICS for os HOUSE BILL No.
SENATE BILL No
1 Line: A

Change the Utle to mad "An Actrelaung to
the use of staté lands for pipeline purposes; and pro
viding for an effective date

Page:

insert a new Section 1

Page 1, between Lines 10 and 11
.35-010 is amended by adding

N
to read: "ASection 1. AS 3
a new subsection to read:

(b) The State of Alaska reserves unto itself al
rights, powers, privileges and immunities not Preempted
by” federal interstate commerce laws and regulations In
the right-of-way leasing of any state landS for pipeline
construction, transmission, or operation within Its
boundaries."

Renumber all sections accordingly.

Page 15, Line 27, aﬂer the word"hearing", insert the
words "or notice"

d
9
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Original sponsor: Rules Committee by myCcESr~r*~"r_--Vh"-ri""+x

request of the Governor JELn&a<ia.

SENATE FINANCE COMMITTEE
| IN THE HOUSE HCS for CS for SENATE E’BYlLT||:IE 3]IHH€IA—R¥——eeH?*H]IEE
2 *e&-POR-He«SE-Bifasr-fK>:-9°"

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

EIGHTH LEGISLATURE - FIRST SPECIAL SESSION

5 A BILL ) .
rights-of-way for pipeline
6 For an Act entitled: "An Act relating to -h«tseti—<M’\19htrs—©f—wa:y——0'v—er
purposes;
7 st-ate—iawd- -fop--the- t-r&mv®*4ta-tl-e-n-Oe£--041 T -pi*odue t-s--or
8 nat+irat-gfj-s; and providing for an effective date."

< BE IT KNACTEB BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section J. A". 38.3Ci.nPO0 is amended to read:
il Sec. 38.35.020. GRANT OF RIGHT-OF-WAY LEASE. (a) Rights-of-way
v on state [STATE-OWNED] land Including rights-of-way [RIGHT-OF-WAY ON,]

3 over, under, along, across, or upon the right-of-way of a public

u road or highway or tne right-of-way of a railroad or other public

15 utility, or [ON,] across, upon, over, or under a river or other body
16 of water or land belonging to or administered by the state may be

17 granted by noncompetitive lease by the commissioner forpipeline

18 purposes Tfor the transportation of oil, products or natural gas under
= those conditions prescribed by law or [AMD] by administrative regulation
20 Except to Llie extent authorized by an oil and gar, lease or ur.It

A agreement approved by the state, no person may engage 1in any

22 construction [, ACQUISITION] or operation of any [, OR TRANSPORTATION,
2 SERVICE, OR SALE BY THE WHOLE OR A] part of an oil, products, or

a natural gas pipeline, which in whole or 1in part is or is proposed to
a be on state [PUBLIC] land [,] unless that person [IS A CARRIER AND]

% has obtained from the commissioner a right-of-way lease of the land

i under this chapter [AS WELL, AS A CERTIFICATE THAT THE CONSTRUCTION,

8 ACQUISITION, OPERATION, TEANSPORVATFON, SERVICE, OR SALE, IF SUBJECT
v/

TO THE LEASE, WwWi1U BE Til ACCORDANCE WITH ITS TERES].
-1- "Tt;p, 3

AGO 787984



(b) This chapter does not require a right-of-way lease for the
construction or operation of field gathering lines.
Sec. 2. AS 38.35-030 is ar.iended to read:

Sec. 38.35.030. ABANDONMENT~ [OF OR] REDUCTION OR IMPAIRMENT OF
SERVICE OF PIPELINE BY LESSEE [CARRIER]. No lessee [CARRIER] may
abandon any portion of a pipeline that is [ON STATE PUBLIC LAND OR]
subject to a right-of-way [THE] lease, or abandon any operation”

[OR] transportation, service, or sale by it, or reduce or impair
service, unless the lessee [CARRIER] has first notifled [APPLIED FOR
AND] the commissioner in the form and jjannerproscribed byregulation.
To the extent that this requirement would interfere v."Ith or would be
inconsistent with federal or other state lav; or with regulations or
rulings of a federal regulatory agency or the Alaska Pipeline Commis—
sion, it is Inapplicable [HAS GRANTED A CERTIFICATE THAT THE ABANDON —
MENT, REDUCTION, OR IMPAIRMENT IS IN ACCORDANCE WITH THE TERMS OF THE
LEASE].

Sec. 3. AS 38.35.070 is amended to read:

Sec. 38.35.0"J0. TEMPORARY OR EMERGENCY SERVICE OR [TEMPORARY]
ABANDONMENT, REDUCTION OR IMPAIRMENT OF SERVICE BY LESSEE [CARRIER].
The commissioner may, either upon a request made in the form he
requires [SHALL] by regulation [REQUIRE], or upon his own motion
without request, authorize or require temporal 7/ or emergency rendering
of service or temporary or emergency abandonment, reduction or impair—
ment of service by a pipeline of a lessee [CARRIER] without compliance
with secs. 50 - 100 of this chapter Nothing in this section prevents
a lessee [CARRIER] from temporarily suspending operations in the
event of an emergency which threatens public health or safety; however,

notice shall be given the commissioner as soon as possible. Jrr-tircr

-c-x-bcirfr-bhat-ft -nr cy-i-s-i-orr-0f- =tim  -.r.mr.hZr-wottid - In ter fere- wi*t+r xn~-trcr



inconsistent with federal or other state law or with regulations or
rulings of a federal regulatory agency or the Alaska Pipeline Commis—
sion. i-t--hr -i-mrp?r]rjre-abie?

Sec. HAS 38.35.050 1is repealed and re-enacted to read:

Sec. 38.35.050.APPLICATIONS FOR RIGHT-OF-WAY LEASES. (a) A
person or persons desiring to own a pipeline which is proposed to be
located in whole or in part on state land, shall apply for a noncom-—
petitive right-of-way lease of the state land.

(b) Applications under (a) of this section shall be made in a
form and manner prescribed by regulation.

(c) An amendment to an application filed under this section
which constitutes a substantial change in the application is subject
to the provisions of this section applying to an original application.
Sec. 5. AS 38.35.060 is repealed.

Sec. 6. AS 38.35.070 is amended to read:

Sec. 38.35.070. NOTICE OF APPLICATION. (a)_ Upon receiving
notifjcation under sec. 30 or an application under sec. 50 [OR 60]
of this chapter, the commissioner shall

(1) cause notice of it to appear in a[THE] daily newspaper
of general circulation published in the vicinity of [NEAREST] the
location of the proposed pipeline, the notice to include:

(A) ageneral description oftheland involved;

(B) a summary of the substance of the application; and
if warranted

CC) &Jr- 1., a“‘id nlace of public hearing to be held

on the application;

(2) file copies of the application with each coordinate
agency; [AND]

(3) furnish at cost conies of a notice cr application to
persons requesting them; and

-3 CS11B 3
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13

14

16

17

18

19

20

22

23

24

25

26

27

28

29

(*)) provide other publication and notice he considers

reasonable and appropriate to inform the public of the application.

# Sec. 7. AS 38.35.080 1is amended to read:

Sec. 38.35.080. ANALYSIS [OP APPLICATION] AND PUBLIC BLARING.
(a) The commissioner shall, within a reasonable time after receiving
the application or notification, prepare an analysis of the application
or of the matter of which he was notified, including a proposal for
action if feasible; a proposed lease [OR CERTIFICATE OR BOTH] and a
general statement of his basis and purposes, if favorable action is
proposed; or, when a proposal for action 1is not feasible before a
hearing, a description of the subjects and issues involved.

(b) Upon completion of the analysis but not less than 30 days
before the date set for hearing an application or a substantial amend-—
ment to an application or a matter of which he was notified under
sec. 30 of this chapter, the commissioner shall publish nulLice, anu.

f
make copies available as provided in sec. 70 of this chapter.
ma

(c) The commissioner ’ set all applications and matters of
which he was notified for public hearing as soon as practicable.

(d) Except to the extent specified in sec. 190(b) of this
chapter, the provisions of the Administrative Procedure Act (AS M.C2)
do not apply to hearings held under this section.

* Sec. 8. AS 38.35.100 Is repealed and re-enacted to read:

Sec. 38.35.100. DECISION ON APPLICATION. (-a) The commis—
sioner shall promptly determine, on an application filed with
him under sec. 50 of this chapter whether the applicant is fit,
willing and able to perform the transportation or other acts
proposed in a manner that will reasonably protect the lives,
property and general welfare of the people of Alaska. In making
a determination the commissioner shall consider whether or not

CSHB 3 -i]-
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(1) the proposed use of the right-of-way will un—
reasonably conflict with existing uses of the land involving a
superior public interest;

(2) the applicant has the technical and financial
capability to protect state and private property interests;

(3) the applicant has the technical and financial
capability to take action to the extent reasonably practical to

(A) prevent any significant adverse environmental
impact, including but not limited to, erosion of the surface
of the land and damage to fish and wildlife and their habitat;

(B) undertake any necessary restoration or revege—
tation; and

(C) protect the interests of Individuals living

ir. the general area of the right-of-way who rely on fish,

wildlife and bj.otic resources of the area for subsistence

purposes;

(A) the applicant has the financial capability to
reasonably foreseeable damages for which he may become liable on
claims rising from the construction, operation, maintenance or
termination of the pipeline.

(b) IfT the commissioner determines that the applicant is
not fit, willing, and able to perform the transportation or other
proposed acts in a manner that will reasonably protect the lives,
property and general welfare of the people of Alaska, the com—
missioner shall deny the application. If he determines that the
applicant is fit, willing, and able to perform, he shall promptly
offer the applicant a lease.

Sec, 9. AS 3C.35.110 is repealed and re-enacted to read:
Sec. 38.35.110. TERM OF LEASE. The commissioner shall
-5- CSIIB 3
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15
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18

19

20

23

24

25

26

27

28

79

determine the term of the lease. In making this determination he
shall take into consideration the cost of the proposed pipeline,
its useful life, and the probable financing requirements for the
proposed pipeline. Thereafter, upon application of a lessee, the
commissioner shall extend the term of the lease for additional
periods of time so long as the proposed pipeline 1is used for the
purposes for which the lease was granted and is in compliance with
all terms of the lease subject to additional terms rnd conditions
then reasonably required to protect the lives, property and general
welfare of the people of Alaska.
Sec. 10. AS 38.35.120 is amended to read:

Sec. 38.35.120. COVENANTS [REQUIRED] TO BE INCLUDED IN LEASE.
(a) A noncompetitive lease of state public land for a right-of-way
for an oil or natural gas pipeline valued at $1,000,000 or more may
be granted only upon the condition that the lessee [CARRIER] ex—
pressly covenants in the lease, 1in consideration of the rights

acquired by it under the lease, that

[(D) IT WILL OBTAIN A CERTIFICATE OF COMPLIANCE WITH THE
TERMS AND CONDITIONS OF THE LEASE BEFORE UNDERTAKING ANY CONSTRUC —
TION, ACQUISITION OR OPERATION OF OR TRANSPORTATION, SERVICE OH
SALE BY THE WHOLE OR ANY PART OF A PIPELINE ON STATE PUBLIC LAND,
INCLUDING THE PORTIONS OF THE PIPELINE NOT ON STATE PUBLIC LAND;

2) IT WILL UNDERTAKE AND COMPLETE OR REGULARLY
WITHIN OR DURING THE TIME PERIOD AND IN ACCORDANCE WITH THE PROJECT
DESCRIPTION CONTAINED IN THE LEASE OR CERTIFICATE, THROUGHOUT THE
ENTIRE ROUTE OF THE PIPELINE IN THE STATE, BOTH ON STATE PUBLIC

LAND OBTAINED UNDER THE LEASE AMD OH OTHER LAND, ANY CONSTRUCTION
OR ACQUISITION OR OTHER ACT REQUIRED TO BE PERFORMED IN CONJUNC —
TION WITH THE LEASE, OR OPERATION OF, OR TRANSPORTATION, SERVICE,

CSHB 3 -6-
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OR SALE BY THE PIPELIHE IN GOOD FAITH AND IN ACCORDANCE WITH THE

LEASE AND CERTIFICATES, THIS CHAPTER, AND ANY OTHER APPLICABLE

STATE OR FEDERAL LAW;]

(3) It will perform all of It.s functions under the

as a common carrier; In performing as a common carrier It will accept,
convoy and transport without; discrimination crude oil delivered to It
for transportation throughout 1its route in accordance with applicable

statutes and tariffs; the common carrier covenant required by this

paragraph does not apply to products lines or to a natural nas pipeline

owned or operated by a .lessee which 1Is subject to regulation under the
Natural Has Act (5? Stat. 821; 68 Stat. 36) or by a lessee which Js
subject to regulation by state or political subdivisions with Juris—
diction to rerulate the rates and charmer, for sale of natural ms to
consumers In the state [ASSUMES THE STATUS OF AND WILL PERFORM ALL OF
ITS FUNCTIONS UNDERTAKEN UNDER THE LEASE AS A COMMON CARRIER AND WiILL
ACCEPT, CONVEY, AND TRANSPORT ALL CRUDE OIL OR NATURAL GAS, DEPENDING
THE KIND OF PIPELINE INVOLVED, DELIVERED TO IT FOR TRANSPORTATION

FROM FIELDS IN THE VICINITY OF THE PIPELINE SUBJECT TO THE LEASE
THROUGHOUT ITS ROUTE BOTH ON STATE PUBLIC LAND OBTAINED UNDER THE
LEASE AND ON OTHER LAND; HOWEVER, WHERE THE LESSEE CARRIER OPERATES

A NATURAL GAS PIPELINE AND IS SUBJECT BY VIRTUE OF THIS OPERATION

TO REGULATION UNDER THE NATURAL GAS ACT OF THE UNITED STATES (52 STAT.
821; 68 STAT. 36; 15 U.S.C. 71? 1SEQ.), IT WILL ASSUME THE

STATUS OF AND SHALL PERFORM ALL OF ITS FUNCTIONS UNDERTAKEN UNDER

THE LEASE AS A COMMON CARRIER AND SHALL*PERFORM ALL OF THE ACTS
DESCRIBED xN THIS PARAGRAPH WHEN AT AMY TIKE AFTER THE EXECUTION

OF THE LEASE THE COMMISSIONER AFTER PUBLIC HEARING DETERMINES

THAT ASSUMPTION OF THIS STATUS IS REQUIRED IN ORDER TO SUBSERVE THE

PUBLIC INTEREST, CONVENIENCE, AND NECESSITY];
-7- CSI1IB 3
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Len IT WILL ASSUME THE STATUS OF AND SHALL BE A COMMON
PURCHASER OF CRUDE OIL AND NATURAL GAS, DEPENDING UPON THE KIND OF
PIPELINE INVOLVED, THAT 1S PRODUCED FROM FIELDS IN THE VICINITY OF
THE PIPELINE SUBJECT TO THE LEASE AND SHALL PURCHASE CRUDE OIL
OR NATURAL GAS THAT IS OFFERED IT WHEN AT ANY TIME AFTER THE
EXECUTION OF THE LEASE THE COMMISSIONER AFTER PUBLIC HEARING
DETERMINES THAT ASSUMPTION OF THIS STATUS IS REQUIRED IN ORDER TO
SUBSERVE THE PUBLIC INTEREST, .CONVENIENCE, AND NECESSITY]

@) IT WILL ACCEPT, CONVEY, AMD TRANSPORT OR PURCHASE
CRUDE OIL OR NATURAL GAS WITHOUT/UNJUST OR UNREASONABLE DISCRIMINA-
TIOH IN FAVOR OF ONE PRODUCER OR PERSON, INCLUDING ITSELF, AS AGAINST
ANOTHER IN THE SAME FIELD, AND WITHOUT UNJUST OR UNREASONABLE
DISCRIMINATION AS BETWEEN FIELDS IN THE STATE BUT WILL TAKE THE
CRUDE OIL OH NATURAL GAS, DEPENDING ON THE KIND OF PIPELINE INVOLVED,
DELIVERED OR OFFERED IN THE PROPORTION THAT THE COMMISSIONER SHALL,
AFTER A FULL HEARING WITH DUE NOTICE TO THE INTERESTED PARTIES AND
A PROPER FINDING OF FACTS, DETERMINE TO BE REASONABLE;

(6) IT WILL EXCHANGE CRUDE OIL OR NATURAL GAS, DEPENDING
UPON THE KIND OF PIPELINE INVOLVED, WITH EACH LIKE COMMON CARRIER
AMD PROVIDE CONNECTIONS AND FACILITIES FOR THE INTERCHANGE OF CRUDE OIL
OR NATURAL GAS AT EVERY LOCALITY REACHED BY BOTH PIPELINES WHEN
THE NECESSITY EXISTS, SUBJECT TO RATES AND REGULATIONS MADE BY THE

APPROPRIATE STATE OR FEDERAL REGULATORY AGENCY;]

(—7—)— The leraee- rrtmt-a- the atai ,F -t-be- - t-a- uwe-ha-a-e ,
hecm- ce g-aa~ailPe- — In-the-ouL.ir.u-.
TertK-Lh- 0-R— <umie -U-ia - frira-te-;—  —|
r-AT— af-P im- 1ipM- feor-

&of— kl*— ta-tad-vol

(7) it will afford the state a first opportunity to nego-
tiate for the purchase of any interest in the pipeline offered for
sale by it on the same terms offered any other potential purchaser,
provided that this obligation will not .interfere or supersede contract
rights or obligations existing among the proposed owners of the pipe-
line at the time the right-of-way lease is granted.

-8- AGO 737991
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«mril-form—&yBbem--0g-&eoc urks>Hts
ae-e-mitulre-bed- j-n-fe&r"9t--Kkir--:kwr-"eoftebruotl*On"and~1"a6-«-<k;oreclotion®"-aP"bor
e-"mene-ement-~of-~oDeratlon3”®~interest-qtn"i3TTr"eonsirraciriTTr~5h-s*T~rcr~
&g4-(H-ela-vod —u-t an an*Vtiyi-J~4ja-ta.»"quln/aTont~rto™l-21>~per-~oenb.-=GfL<th"a”-b&5vhB

i ena>ry/jay(--of-r-efe”3- - yem- by- fetiffAPAMrtW t FrrT7r3W* -Ho y*T rnk

b-eH?-rewe-P(r; -the- lo-eeee-ehel-1- gkddd>4-ft < ,v- -

-pl-pe-Li-no-,— Lnc-iud-j ng— subsidiaries r-parentgy~and~ft-r

g™"x-"e-i™ aFtor--e-il?e~>yrne*iie-b— j-nb"rogt- t<»— the— ;Mi?7-h-"he “le.i;"see™> *

PAyi-tv-s-fAtvpeNor-cntla-"L-r-1g.h.t-to-Diir.c.hase...the._JLn-terest. >?.n...tlie."sar.e.- terns,,,

r-ona-X.1di5,”-r>v"ac>coGcl2-i-vo-nur-eha-8etwwlio-. . ig"r-eaeiy”
nrldr3rirTT7r M~ 1"g~1:?-r"Uixchase- " t"*--but~the— statir-1Tleyt"no"t>>»ot>uat e« ry>"0»
st-hsri- ci~total j-uncilvilcied- interest mmyX'lve-oer~-cent- In-tha~sr-tJ.re- lol n
G-g-the-p 1p&-1-Inc-wl-bh-1n- b-he- s-bste- [THE LESSEE GRANTS TO THE STATE
THE RIGHT TO PURCHASE, UPON REASONABLE NOTICE, AN UNDIVIDED INTEREST
IN THE ENTIRE LENGTH OF THE PIPELINE WITHIN THE STATE, NOT TO EXCEED
20 PER CENT; THE PURCHASE PRICE SHALL BE AT A REASONABLE FIGURE SET
OUT IN THE LEASE AT THE TIME OF THE LEASE"S EXECUTION®", PURCHASE OF
THIS INTEREST MAY, AT THE OPTION OF THE STATE, BE MADE IN STAGES;
EXERCISE OF AN OPTION TO PURCHASE AN INTEREST IN A PIPELINE PROJECT
OR FACILITY IS SUBJECT TO THE APPROVAL OF THE LEGISLATURE; THE
INCURRING OF ANY BONDED INDEBTEDNESS BY THE STATE TO IMPLEMENT THE
EXERCISE OF ITS OPTION UNDER THIS PARAGRAPH IS SUBJECT TO VOTER

APPROVALT];

(8) It will maintain and preserve books, accounts,
records [, PAPERS, AND CORRESPONDENCE AND OTHER RECORDS] and will make

tdiose reports that the state may prescribe by regulation or law as

-9- CSHB 3
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necessary and appropriate for purposes of administration of this

chapter;

9 it will accord at all reasonable times to the state

and its authorized agents and auditors the right of access to its
property and records, of inspection of its property, and of examination
and copying of records;

(10) it will provide, where economically feasible [AND
CONSISTENT WITH THE PRIMARY FUNCTION OF THE LINE], connections [AND
FACILITIES] on the pipeline -stibj-eirtr-fct> trhe--Tease-, [BOTH ON STATE
LAND AND OTHER LAND IN THE STATE,] for the purpose of delivering
crude oil or naturaj. gas, denepding on the kind of pipeline involved,

or municipal corporations
to persons/contracting for the purchase at wholesale ofcrude oil
or natural gas transported by the pipeline [DESIRING TO PURCHASE WHO
ARE LOCATED IN MUNICIPALITIES IN THE VICINITY OF THE PIPELINE];

(11) it will, at its own expense, during the term of the
lease

(A) maintain the leasehold and pipeline in good
repair;

(B) exercise the highest degree of care 1in using the
leasehold and operating the pipeline [TO PREVENT APIPELINE
INCIDENT];

(C) promptly repair or remedy any damage to [ OR
DESTRUCTION OF] the leasehold [OR PIPELINE];

(D) promptly compensate for or remedy any damage to
or destruction of public or Drivate property resulting from
damage to or destruction of the leasehold or pipeline regardless
of fault, notwithstanding the limitations of AS *16.03.822(1) (B) ,

(C) and (D), and 46.03.822(2);
[(12) IT WILL NOT TRANSFER, ASSIGN, OR DISPOSE OF IN ANY

CSIIB 3 -10-

AGO 787993



MANNER, DIRECTLY OR INDIRECTLY, OR BY TRANSFER OF CONTROL OF THE
CARRIER CORPORATION, ITS INTEREST IN A RIGHT-OF-WAY LEASE, OR ANY
RIGHTS UNDER THE LEASE, OR ANY PIPELINE SUBJECT TO THE LEASE, EXCEPT
AS AUTHORIZED BY THE COMMISSIONER, UPON APPLICATION BY THE CARRIER;
THE COMMISSIONER SHALL NOT UNREASONABLY WITHHOLD HIS CONSENT TO THE
TRANSFER, ASSIGNMENT OR DISPOSAL;]

(13) ii." will file with the commissioner a written appoint—
ment of a named permanent resident of the state to be Lts registered
agent in the state and receive service of notices, regulations,
decisions and orders of the eommissloner: If It falls to appoint an
agent for service, service may be made by posting a copy in the
office of the commissioner and filing a copy of it in the office
of the lieutenant governor and by mailing a copy to lessee"s last
known addrejss ;

(1*0 the applicable law of this state will be used 1in
resolving questions of interpretation of the leasej_

(15) it will be liable to the state for damages or
injury incurred by the state caused by the construction, operation
or maintenance of the pipeline and it will indemnify the state for
the liabilities or damages;

(16) it will procure and furnish liability and nrooert.v
damage Insurance from a company licensed to do business 1in the state
.or furnish other security or undertaking upon the terms and conditions
the commissioner considers necessary if the commissioner finds that
the net assets of the lessee are insufficient to protect the public,
from damage for which the lessee may be liable arising out of the

construction or oner-ition of the pipeline;

.(17)) 1t will not Interfere with construer.ion and operation of

any oil or gas pipeline authorised by the commissioner for location on

-11- CSHB 3
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right-of-way, subject to compensation of the prior lessee by the subse—

quent lessee for any damage to or Interference with the operation of the

prior pipeline caused by construction of the subsequent pipeline.

(b) The lease will also contain terms and conditions that are

reasonably necessary to obligate the lessee, to the extent reasonably

practicable, to

(1) prevent conflicts with other existing uses of the land

involving a superior public interest;

(2) protect state and private property interests;

(3) prevent any significant adverse environmental impact,
Includinr. but not limited to the erosion of the surface of the land,

and damage to fish and wildlife and their habitat;

(®) restore and revegetate during the term ? to at termination

of the lease; and

) protect the Interests of Individuals living
general area of the right-of-way who rely on the fish, wildlife, and
biotic resources of the area for subsistence purposes.

(c) In the event the commissioner proposes to offer a lease or

leases to two or more lessees for the same pipeline, the commissioner

may 1include te.vns in the lease or leases which establish the limit
of the obligations and liabilities of each lessee arising under this
chapter or under the lease or leases.

(d) The lease may contain other terms and conditions that will
reasonably protect the lives, property and general welfare of the
people of Alaska.

* Sec. 11. AS 38.35*130 is amended to read:

Sec. 38.35.130. HIGHT-OF-WAY EASEMENTS OR LEASES
ACQUIRED FROM OTHERS. (a) The lessee may [LEASE SHALL CONTAIN THE

FURTHER EXPRESS AGREEMENT 1i3Y THE CARRIER THAT

CS1IB 3 -12-
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(€D) IT WiILL, UPON A DETERMINATION BY THE COMMISSIONER AND
UPON REASONABLE CONDITIONS AND AT A JUST PRICE, CONVEY TO THE STATE
ANY RIGHTS-OF-WAY, RIGHT-OF-WAY PERMITS, EASEMENTS, OR LEASES PREVIOUSLY
ACQUIRED OR TO BE ACQUIRED FOR RIGHT-OF-WAY PURPOSES FOR THE PIPELINE
SUBJECT TO THE LEASE;

(2) THE STATE RESERVES TO ITSELF AND THE LESSEE GRANTS TO
THE STATE THE SOLE RIGHT TO CONDEMN, DY DECLARATION OF TAKING, REAL
PROPERTY FOR RIGHT-OF-WAY PURPOSES AND TO ACQUIRE TO THE EXTENT
FEDERALLY PERMISSIBLE LEASES OF OR EASEMENTS OR RIGHTS-OF-WAY ON
PUBLIC LANDS BELONGING TO THE UNITED STATES IN THIS STATE, INCLUDING
"WITHDRAWN PUBLIC LANDS™ AS THAT TERM IS DEFINED IN SECS. 3(E), 17(C)
AND (D)(3), AND 22(1) OF THE ALASKA NATIVE CLAIMS SETTLEMENT ACT
(PL 92-203; 85 STAT. 683; "3 U.S.C. 1601 ET SEQ.), REQUIRED FOR RIGHT-
nir_wi\Y PURPOSES FOXI T, T PIPFTTHLZ SUBJECT nrin T,np”rrASF-

(3) THE CARRIER WILL], if the commissioner delegates the
function to it, condemn, by declaration of taking, under
AS 09.55 ."120 ~ 09.55 m'<50, real property and acquire leases of or
easements or rights-of-way on [PUBLIC] Ulands in the state [BELONGING TO
THE UNITED STATES, INCLUDING "WITHDRAWN PUBLIC LANDS"] required for
right-of-way purposes for a [THE] pipeline subject to the lease, on
behalf of and as agent for the state, in which title to or interest
in the land shall vest.

(b) The 1lease shall contain a covenant [REQUIRED BY THIS SECTION

SHALL BE ACCOMPANIED BY A PROVISION] th.at the land, right-of-way,
or easement acquired under this section is or will form part of the
land leased to the lessee [CARRIER].

Sec. 12. AS 38-35.170 1is repealed and re-enacted to read:

Sec. 38.35.17t0. PAYMENT OF RENTAL AMD COSTS. (a) The lease
price for a right-of-way lease shall he the annual fair market

-13- CSHB 3
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rental

of the state lands Included

appraised fair market value of the

in the right-of-way based on the

land. -TTrc-appr-alserk-fa-ir-markefe-

vffL-ue -&€--the -t&iid- leased- fe-r--righfe-of- way--ohai 1--be-d e t-ermined

-wi-t-heu-fe--regard- -be- an-y--enhaneement- -in- -value- -a-tbrtbui-ab le--aole ly- -t-o- bfce-

-con-sferucbi-on-M- -pipe-line- faciii-bte-3--on- the- i-and- -or--the- -us-e-e £ -the- land

-for-piprrTiTie-pinrp“ose-s-. The lease price 1is payable annually in

advance on or before the anniversary of the lease. The appraised

fair market

provisions of AS 38.05.105.

costs

(b)

The

incurred

rental value shall be adjusted periodically under the

lessee shall reimburse the state for all reasonable

in monitoring the construction of the pipeline on

the right-of-way.

# Sec.

* Sec.

13.

1*1.

Sec.

AS 38.35.150(b) and (c) are repealed.

AS 38.35.160

38.35.160.

OR PIPELINE.

is amended to read:

TRANSFER OF RIGHT-OF-WAY LEASE [, CERTIFICATES,]

No lessee [CARRIER] may transfer [,ASSIGN,] or dispose

of in any manner its right-of-way lease, or anyrights wunder the

lease

land or other

directly or in

holding the le

or any pipeline subject to the lease, whether on state [PUBLIC]

land in the state, either voluntarily or involuntarily,

directly, or by transfer of control of any corporation

ase [OR CERTIFICATE OR OWNING THE PIPELINE,] to any

person other than another owner of the pipeline (including subsidiaries,

parents and affiliates of the owners), except to the extent that the

commissioner, after consideratlonATHLIHTﬁTHtﬂixanHb@Tésﬁﬂ—cmweMeTPcen

shall

shall

by order authorises the transfer. The commissioner

not unreasonably withhold this authorization. The application

be disposed of as

making application under secs. 50

* Sec.

A

15.

AS 3

if the proposed transferee or assignee were

100 of this chapter.

8.35.170 is repealed and re-enacted to read:

whether the proposed transTl;ree if fit, winiiui and able; to perform t.1
transportation or other uctc promised in a manner Illial mill reasonabl}/ protect

the

lives,

pu>pe> iy and nmerai

well,ire ot the people 0l*Araska, 1

AGO 787997
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Sec. 38.35.170. FORFEITURE OF LEASE. Failure to begin con—
struction of the pipeline facility within a reasonable time of the
granting of a right-of-way lease under this chapter for reasons within
the control of the lessee or failure of an owner of an interest
in the granted right-of-way substantially to comply with the terms
of the right-of-way are grounds for forfeiture of the JAght-of-way
interest of the lessee or owner 1in an action brought by the commis—
sioner in the superior court. Before the commencement of ar action for
forfeiture of an interest in a right-of-way under this section,
thp fZnmmi ssl nnpr shall glvp the lessee or owner of the interest notice
in writing of the alleged default and shall not commence the proceeding
unless the lessee or owner of the interest has failed to initiate good
faith efforts to cure the default within 60 days of the notice of the
alleged default.

Sec. 16. AS 38.35*180 1is repealed and re-enacted to read:

.Sec. 38.35.180. INJUNC JNS. When in the judgment of the
commissioner a personhas violated or is about to violate a provision
of this chapter or covenant, term or condition of a lease, the
attorney general, on advice of the commissioner, may seek a

prohibition or mandatory injunction from the superior court to remedy

the violation.

* Sec. 17. AS 38.35.190(c) and (d), AS 38.35.200 and AS 38.35.220(d)

are repealed.

* Sec. 13. AS 38.35 is amended by adding a new section to read:

Sec. 38.35.225. JUDICIAL REVIEW OF DECISIONS OF COMMISSIONER ON
APPLICATION. (a) An applicant or competing applicant or a person

who raises objections within 30 days after decision following the hearin

under sec. 80 of this chapter are the only persons with standing to seek
, under Sec. 100 of this
Judicial review of a decision of the commissioner/.

-15- CSilB 3
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(0)

The only grounds for jud

s

icial review of a decision of the
under Sec. 100 of this chapter
commissioner/are

(1) failure to follow the procedures set out in this

chapter; or

fiscatory as to constitute a denial

# Sec. 19.

Sec.

resources;

ment issued under this chapter granting a

lana for pipeline

(2) abuse of discretion

AS 38.35.230 is repealed

38.35.230. DEFINITIONS.

so capricious, arbitrary or con

of due process.

and re-enacted to read:

In this chapter

(&) "commissioner™ means the commissioner of natural

(2) "lease" means the instrument or extension of an

the construction or operation of,

by a pipeline for crude oil,

(3) "natural gas" 1includes all

the wellhead not defined as oil;

(*0  "oil" includes crude petroleum oil

or transportation, service or sa

natural gas, or products;

hydrocarbonsproduced at

regardless of gravity which are produced at the wellhead In liquid

form and the

recovered

with oil and commonly known as casinghead gas;

ties of a

contract,

o” extracted from gas, other than gas produced

(5) "pipeline

or "pipeline facility"”

liquid hydrocarbons known as distillate or condensate

total system of pipe (whether owned or operated under a

right-of-way purposes to a person and authorizing

le

means all

a reement, or lease) used by a carrier for transportation

of crude oil, natural gas, or products for delivery, for storage,

for further transportation, and including all

stations,

airfields,

CSHB 3

station equipment, tanks

terminals and terminal

-16-

or

instru—

leasehold Interest in state

and other hydrocarbons

in association

the facili—

pipe, pump or compressor

, valves, access roads, bridges,

facilities,

including docks and

AGO
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tanker loading facilities, operations control center for both the
upstream part of the pipeline and the- terminal, tanker ballast treat—
ment facilities, anu fire protection system, communication system,
and all other facilities used or necessary for an integral line of
pipe, taken as a whole, to effectuate transportation, including an
extension or enlargement of the line;
(6) "product”™ means refined crude oil, crude tops,
topped crude, processed crude petroleum, residue from crude petroleum,
cracking stock, wuncraclred. fuel oil, fuel oil, treated crude oil,
residuum, gas oil, c; strghend *?*sol 1 , natural gas nsol inr-_ naphtha,
distillate, gasoline, kerosene, benzine, wash oil, waste oil,
blended gasoline, Jlubricating oil, blends or mixtures of petroleum and
any liquid product or by-product derived from crude petroleum oil or
natural gas;
) "state land" means
(A) "state lands" as defined in AS 38.05.365;
(B) public land of the United States selected by the
state under sec. 6 cf she Alaska Statehood Act of 1958 (PL 05-503;
72 Stat. 399), as amend. 1, and real property of the United States
transferred to the state under set:, 21, 35 and 45 of the Alaska

Omnibus Act of 1959 (PL 86 - 70; 73 ~"-tat. 14i), as amendadj

AGO 788000
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pipeline of crude oil, natural gas, or products from an upstreanm
terminus 1in one or more fields or points of production orsupply of
the minerals to a downstream terminus inone or more pointsfor
delivery of the minerals to a purchaser or consignee, for storage,

or for further carriage or shipment, including shipment or carriage
within the state that may be classified as interstate or foreign
transportation to the extent that the transportation may constitution—
ally be subjected to the provisions of this chapter, as well as all
services necessary to effectuate shipment or carriage, including,

among other things, the receipt, storage, processing, handling, trans—
fer in transit, forwarding, and delivery of the minerals.

Sec. 20. AS 09-55-270(a)(1l2) is amended toread:

(12) [SUBJECT TO THE REQUIREMENTS OF THE ALASKA RIGHT-OF-WAY

LEASING ACT OF 1972 (AS 38.35),] for the location of pipelines for
gathering, transmitting, transporting, storing, or delivering natural
or artificial gas or oil or any liquid or gaseous hydrocarbons,
Including, but not limited to, pumping stations, terminals, storage
tanks, or reservoirs, and related installations.

Sec. 21. AS 38.05.020(c)(1l) 1is amended to read:

(1) granting leases of state [PUBLIC] land [AND ISSUING
CERTIFICATES] for pipeline right-of-way purposes;

Sec. 22. AS 38.05.020(c)(2) is amended to read:

) leasing, purchasing, or otherwise acquiring (Including
"or.demnJng by declaration of taking), easements or other interests in
[ON PRIVATE OR FEDERAL] land in this state for the purpose of utilizing
or granting leases of the land, easements or interests for pipeline

right-of-way purposes;

* See. 23. AS 38.05.020(0)(]) is amended to read:

;) investigating any matters concerning any lessee

CSHB 3 -18-
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[CARRIER] with a view to assuring compliance by it with its
right-of-way lease, [CERTIFICATES ISSUED UNDER THAT LEASE,] this
chapter, and any other applicable state or federal law;

Sec. 2N. AS 38.05.330 is amended to read:

Sec. 38.05.330. PERMITS. The director, without the prior
approval of the commissioner, may issue permits, rights-of-way or
easements on state land for secondary roads, trails, ditches, field
gathering lines or transmission and distribution pipelines not
subject to AS 38.35, telephone and transmission lines, log storage,
nil 1 drilling sll.es and production facilities for the purposes
of recovering minerals from adjacent lands under valid lease,and
other similar uses or improvements, or for the limited personaluse
of timber or materials. The commissioner, upon recommendation of the
director, shall establish a reasonable rate or fee schedule to be
charged for these uses. In the granting, suspension or revocation of
a permit or easement of lands, the director shall give preference to
that use of the land which will be of greatest economic benefit to the
state and the development of its resources. However, first preference
shall be granted to the upland owner for the use of a tract of tidelanti,
or tideland and contiguous submerged land, which is seaward of the
upland property of the upland owner and which is needed by the upland

owner nted.

* Sec. This Act takes effect on the a v after its passage and

approval or on the day it becomes lav; without approval.

-19- CSHB 3
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Sec. 25. The Commissioner of Natural Resources shall submit
to the Second Session of the Eighth Legislature not later than
March 1, 197~ a full report covering all lands conveyed under

provisions of AS 38.05.063 and .076. The report shall contain

a description of all parcels conveyed under the Act including
acreage (to include a detailed plat of each parcel), land classi-
fication, appraised value, lease or sale value, proposed land

useage, and any other information the Commissioner may feel neces-

sary to an understanding of the particular disposal

Sec. 26. AS 38.05.063 and .076 are repealed effective March 1,

1974.

AGO 700003
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Original sponsor: Rules Committee by Gffere-1: 10/31/73
request of the Governor Referred: Finance
IN THE HOUSE BY THE JUDICIARY COMMITTEE

CS FOR HOUSE BILL NO. 3
IN THE LEGISLATURE OF THE STATE OF ALASKA
EIGHTH LEGISLATURE - FIRST SPECIAL SESSION

A BILL

For an Act entitled: "An Act relating to leases of rights-of-way over

state land for the transportation of oil, products or

natural gas; and providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.35.0P0 is amended to read:

Sec. 38.35.020. GRANT OF RIGHT-OF-WAY LEASE. (a)Rights-of-way
on state [STATE-OWNED] 1land 1including rights-of-way [RIGHT-0F-WAY ON,]
over, under, along, across, or upon the right-of-way of a public
road or highway or the right-of-way of a railroad or other public
utility, or [ON,] across, upon, over, or under a river or other body
of water or land belonging to or administered by tne state ma% ue
granted by noncompetitive lease by the commissioner for pipeline
purposes for the transportation of oil, products or natural gas under
those conditions prescribed by law or [AND] by administrative regulation
Except to the extent authorised by an oil and gas lease or unit
agreement approved by the state, no person may engage 1in any
construction [, ACQUISITION] or operation of an” [, OR TRANSPORTATION,
SERVICE, OR SALE BY THE WHOLE OR A] part of an oil, products, or
natural gas pipeline, which in whole or in part is or is proposed to
be on state [PUBLIC] land [,] unless that person [ S A CARRIER AMD]
has obtained from the commissioner a right-of-way lease of the land
under this chapter [AS WELL AS A CERTIFICATE THAT THE CONSTRUCTION,

ACQUISITION, OPERATION, TRANSPORTATION, SERVICE, OR SALE, IF SUBJECT
TO THE LEASE, W1LI HE IN ACCORDANCE WITH ITS TERMS],
-1- osiiB 3
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(b) This chapter does not require a right-of-way lease for the

construction or operation of field gathering lines.
* Sec. 2. AS 38.35.030 is amended to read:

Sec. 38.35.030. ABANDONMENT”~ [OF OR] REDUCTION OR IMPAIRMENT OF
SERVICE OF PIPELINE BY LESSEE [CARRIER].- No lessee [CARRIER] may
abandon any portion of a pipeline that is [ON STATE PUBLIC LAND OR]
subject to a right-of-way [THE] lease, or abandon any operation”

[OR] transportation, service, or sale by it, or reduce or impair
service, unless the lessee [CARRIER] has first notified [APPLIED FOR
AND] the commissioner in the form and manner prescribed by regulation.
o bite waicin olU KLXO xuciuki uniuiifr .v Ayvefigonda Wifh o wonI hP
Inconsistent with federal or other state law or with regulations or
rulings of a federal regulatory agency or the Alaska Pipeline Commis—
sion. it is Inapplicable [HAS GRANTED A CERTIFICATE THAT THE ABANDON—
MENT. REDUCTION, OR IMPAIRMENT IS IN ACCORDANCE WITH THE TERMS OF THE
LEASE].

* Sec. 3- AS 38.35-040 is amended to read:

Sec. 38.35.040. TEMPORARY OR EMERGENCY SERVICE OR [TEMPORARY]
ABANDONMENT, REDUCTION OR IMPAIRMENT OF SERVICE BY LESSEE [CARRIER].
The commissioner may, either upon a request made In the form he
requires [SHALL] by regulation [REQUIRE], or upon his own motion
without request, authorise or require temporary or emergency rendering
of service or temporary or emergency abandonment, reduction or impair—
ment of service by a pipeline of a lessee [CARRIER] without compliance
with secs. 50 - 100 of this chapter. Nothing in this section prevents
a lessee [CARRIER] from temporarily suspending operations in the
event of an emergency which threatens public health or safety; however,
notice shall be given the commissioner as soon as possible. Jo~~ttnr

-e-yfegr»fc-fehab-ft -provi-s-i-on--of--tHrirs--revfrj-rtrr-wopld -interferg- w=x tfr-or--tre-

ISHB 3 . -2-

TIns section does not impose any oblination upon the lessee which couly nGt_cqgn-
3jitiitional ly. t>e~~imposecl hv a direct exercise "oi~Taixr~]Tec)ITratToif or TiTfy"olSTiq. l:ion
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inconsistent with “ederal or other state lav; e” with regulations or
rulings of a federal regulatory agency or the Alaska Pipeline Commis—

sion. Mr "hr -".hrr\Ti-.bci-y.bler

k Sec. ;tAS 38.35. 050 is repealed and re-enacted to read:

Sec. 38.35.050.APPLICATIONS FOR RIGHT-OF-WAY LEASES. (a) A
person or persons desiring to own a pipeline which is proposed to be
located in whole or in part on state land, shall apply for a noncom—
petitive right-of-way lease of the state land.

(b) Applications under (a) of this section shall be made in a
form and manner prescribed by regulation.

(c) An amendment to an application filed under this section
which constitutes a substantial change in the application is subject
to the provisions of this section applying to an original application.

s Sec. 5. AS 38.35.060 1is repealed.
* Sec. 6. AS 38.35.070 is amended to read:

Sec. 38.35.070. NOTICE OF APPLICATION. (). Upon receiving
notification under sec. 30 or an application under sec. 50 [OR 60]
of this chapter, the commissioner shall

(1) cause notice of it to appear in a [THE] daily newspaper
of general circulation published in the vicinity of [NEAREST] the
location of the proposed pipeline, the notice to include:

(A) a general description ofthe land involved;

(D) a summary of the substanceof the application; and
if warranted

(C)/~ \irc 1 grid place of public hearing to be held

on the application;

(2) file copies of the application with each coordinate
agency; [AND]

(3) furnish at cost copies of a notice or application to
persons requesting them; and

-3- CSHB 3
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(*t) provide other publication and notice he considers
reasonable and appropriate to Inforn. the public of the application.
# Sec. 7. AS 38.35.080 is amended to read:

Sec. 38.35.080. ANALYSIS [OP APPLICATION] AND PUBLIC HEARING.

(a) The commissioner shall, within a reasonable time after receiving
the application or notification, prepare an analysis of the application
or of the matter of which he was notified, including a proposal for
action if feasible; a proposed lease [OR CERTIFICATE OR BOTH] and a
general statement of his basis and purposes, if favorable action is
proposed; or, when a proposal for action is not feasible before a
hearing, a description of the subjects and issues involved.

(u) Upon completion of the analysis out not less than 30 days
before the date set for hearing an application or a substantial amend—
ment to an application or a matter of which he was notified under
sec. 30 of this chapter, the commissioner shall publish notice, and

onp"ipc availabJe as ie An nf* this

* may "

(c) The commissioner mstitrl'set all applications and matters of
which he was notified for public hearing as soon as practicable.

(d) Except to the extent specified in sec. 190(b) of this
chapter, the provisions of the Administrative Procedure Act (AS M.62)
do not apply to hearings held under this section.

* Sec. 8. AS 38.35.100 is repealed and re-enacted to read:

Sec. 38.35-100. DECISION ON APPLICATION. (a) The commis—
sioner shall promptly determine, on an application filed with
him under sec. 50 of this chapter whether the applicant is fit,
willing and able to perform the transportation or other acts

proposed in a manner that will reasonably protect the lives,

property and general welfare of the people of Alaska. In making

a determination the commissioner shall consider whether or not
CSHB 3 -H-
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(¢H) theproposed use of the right-of-way will un—

reasonably conflict with existing uses of the land 1involving a

superior public Interest;

(?) the applicant has the technical and financial
capability to protect state and private property interests;
3) the applicant has the technical and financial
capability to take action to the extent reasonably practical to
(A) prevent any significant adverse environmental
impact, 1including but not limited to, erosion of the surface
of the land and damage to fish and wildlife and their habitat;
(B) undertake any necessary restoration or revege—
tation; and
(C) protect the interests of individuals living
in the general area of the right-of-way who rely on fish,
wildlife and biotic resources of the area for subsistence
purposes; |
(<) the applicant has the financial capability to pay
reasonably foreseeable damages for which he may become liable on
claims rising from the construction, operation, maintenance or
termination of the pipeline,

(b) IfT the commissioner determines that the applicant is
not fit, willing, and able to perform the transportation or other
proposed acts in a manner that will reasonably protect the lives,
property and general welfare of the people of Alaska, the com—
missioner shall deny the application. If he determines that tlie
applicant is fit, willing, and able to perform, he shall promptly

offer the applicant a lease,

* Sec. 9* AS 38.39.110 is repealed and re-enacted to read:

sec. 38.39 . Ho. TERM OF LEASE. The commissioner shall
-9- CSHB 3
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determine the term of the lease. In making this determination he
shall take into consideration the cost of the proposed pipeline,
its useful life, and the probable financing requirements for the
proposed pipeline. Thereafter, upon application of a lessee, the
commissioner shall extend the term of the lease for additional
periods of time so long as the proposed pipeline is used for the
purposes Tfor which the lease was granted and 1is in compliance with
all terms of the lease subject to additional terms and conditions
then reasonably required to protect the lives, property and general
welfare of the people of Alaska.
Sec. 10. AS 38.35.120 is amended to read:

Sec. 38.35.120. COVENANTS [REQUIRED] TO BE INCLUDED IN LEASE.
(a) A noncompetitive lease of state public land for a right-of-way
for an oil or natural gas pipeline valued at $1,000,000 or more may
be granted only upon the condition that the lessee [CARRIER] ex—
pressly covenants in the lease, 1in consideration of the rights ,
acquired by it under the lease, that

[(1) IT WILL OBTAIN A CERTIFICATE OF COMPLIANCE WI1H THE
TERMS AND CONDITIONS OF THE LEASE BEFORE UNDERTAKING ANY CONSTRUC —
TION, ACQUISITION OR OPERATION OF OR TRANSPORTATION, SERVICE OR
SALE BY THE WHOLE OR ANY PART OF A PIPELINE ON STATE PUBLIC LAND,
INCLUDING THE PORTIONS OF THE PIPELINE NOT ON STATE PUBLIC LAND;
(2) IT WILL UNDERTAKE AND COMPLETE OR REGULARLY

WITHIN OR DURING THE TIME PERIOD AND IN ACCORDANCE WITH THE PROJECT
DESCRIPTION CONTAINED IN THE LEASE OR CERTIFICATE, THROUGHOUT THE
ENTIRE ROUTE OF THE PIPELINE IN THE STATE, BOTH ON STATE PUBLIC

LAND OBTAINED UNDER THE LEASE AND ON OTHER LAND, AMY CONSTRUCTION

OR ACQUISITION OR OTHER ACT REQUIRED TO BE PERFORMED IN CONJUNC —
TION WITH THE LEASE, OR OPERATION OF, OR TRANSPORTATION, SERVICE,

CSIID 3 _6-
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OH SALE BY THE PIPELINE IN 0000 HAITI! AMD IN ACCORDANCE WITH THE
LEASE AMP CERTIFICATES, THIS CHAPTER, AMD ANY OTHER APPLICABLE
STATE OH FEDERAL LAW;]

(3) It will perform all of itr, functlonn under the
as a common carrier; In performing as a common cnri“lor it will accept,
convey and transport without discrimination crude oil delivered to Ib
for transportation throughout Its route in accordance with applicable
statutes and tariffs; the cvnnton carrier covenant required by this
paragraph does not apnly to products lines or to a natural r,as pipeline
owned or operated by a lessee which Is subject to regulation under the
Natui®al Oas Act (52 Stat. 821; 68 Stat-. 360 otl By a lessee which Js
subject to rep;ulation by state or political miMi v1linnr wi = ]
diction to regulate the rates and charges for sale of natural pas to
consumers In the state [ASSUMES THE STATUS OF AMD WILL PERFORM ALL OF
ITS FUNCTIONS UNDERTAKEN UNDER THE LEASE AS A COMMON CARRIER AND WILL
ACCEPT, CONVEY, AMD TRANSPORT ALL CRUDE OIL OR NATURAL GAS. DEPENDING ON
THE KIND OF PIPELINE INVOLVED, DELIVERED TO IT FOR TRANSPORTATION
FROM FIELDS IN THE VICINITY OF THE PIPELINE SUBJECT TO THE LEASE
THROUGHOUT ITS ROUTE BOTH ON STATE PUBLIC LAND OBTAINED UNDER THE
LEASE AND ON OTHER LAND; HOWEVER, WHERE THE LESSEE CARRIER OPERATES
A NATURAL GAS PIPELINE AND 1S SUBJECT BY VIRTUE OF THIS OPERATION
TO REGULATION UNDER THE NATURAL GAS ACT OF THE UNITED STATES (52 STAT.
821; 68 STAT. 36; 15 U.S.C. 717 ET SEQ.), IT WILL ASSUME THE
STATUS OF AMD SMALL PERFORM ALL OF ITS FUNCTIONS UNDERTAKEN UNDER
THE LEASE AS A COMMON CARRIER AMD SMALL PERFORM ALL OF THE ACTS
DESCRIBED IN THIS PARAGRAPH WHEN AT ANY TIME AFTER THE EXECUTION
OF THE LEASE THE COMMISSIONER AFTER PUBLIC HEARING DETERMINES

THAT ASSUMPTION OF THIS STATUS 1S REQUIRED IN ORDER TO SUBSERVE THE
PUBLIC INTEREST, CONVENIENCE, AND NECESSITY];
-7- CSHB 3
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[(n) IT WILL ASSUME THE STATUS OP AND SHALL BE A COMMON
PURCHASER OP CRUDE OIL AMD NATURAL GAS, DEPENDING UPON THE KIND OP
PIPELINE INVOLVED, THAT IS PRODUCED FROM FIELDS HN! THE VICINITY OP
THE PIPELINE SUBJECT TO THE LEASE AND SHALL PURCHASE CRUDE OIL
OR NATURAL GAS THAT IS OFFERED IT WHEN AT ANY TIME AFTER THE
EXECUTION OP THE LEASE THE COMMISSIONER AFTER PUBLIC HEARING
DETERMINES THAT ASSUMPTION OF THIS STATUS IS REQUIRED IN ORDER TO
SUBSERVE THE PUBLIC INTEREST e CONVENIENCE, AND NECESSITY;

(5) IT WILL ACCEPT, CONVEY, AND TRANSPORT OR PURCHASE
CRUDE OIL OR NATURAL GAS WITHOUTIUNJUST OR UNREASONABLE DISCRIMINA-
TION IN FAVOR OF ONE PROPUCER OR PERSON, INCLUDING ITSELF, AS AGAINST
ANOTHER IN THE SAME FIELD, AND WITHOUT UNJUST OR UNREASONABLE
DISCRIMINATION AS BETWEEN FIELDS IN THE STATE BUT WILL TAKE THE
CRUDE OIL OR NATURAL GAS, DEPENDING ON THE KIND OF PIPELINE INVOLVED,
DELIVERED OR OFFERED IN THE PROPORTION THAT THE COMMISSIONER SHALL,
AFTER A FULL HEARING WITH DIE NOTICE TO THE INTERESTED PARTIES AND
A PROPER FINDING OF FACTS, DETERMINE TO BE REASONABLE;

(6) IT WILL EXCHANGE CRUDE OIL OH NATURAL GAS, DEFENDING
UPON THE KIND OF PIPELINE INVOLVED, WITH EACH LIKE COMMON CARRIER
AND PROVIDE CONNECTIONS AND FACILITIES FOR THE INTERCHANGE UF Cmmti uin
OR NATURAL GAS AT EVERY LOCALITY REACHED BY BOTH PIPELINES WHEN
THE NECESSITY EXISTS, SUBJECT TO RATES AND REGULATIONS MADE BY THE

APPROPRIATE STATE OR FEDERAL REGULATORY AGENCY;]

(7 )mmTh-e
—-5 I-1iUci™os4-~In ~i he-ontdjae-
3renrelr-»>1- the-
per oon-t-
hft3-i-3- 0-P- the y'pke'-— c.2 mrrr™o-r- orc4>o ac-cL.S-Li-m_h.y
) it. will afford the state an opportunity to negotiate

Tor the purchase of any Interest In the"pipeline offered for sale by It
except For calcs or transfer?; of Interests In the pipeline ainonp she
owner 3 of the pipeline (Including their subsidiaries, parents and
affiliates) ur sales or transfers result.lni® from moirors or reorranlso-
tJons, provlbil the sale to 1ho state will not. Jntor fere w_.llh exist Inn
contract rirhts or oiillrat!o,”. amour the owners of the pipc-_Hijn r.im I*h
any other third part, lo:z, and provldod the t . " i of tile oIT-t tor sale
are solely at. the discrot lon of the lessee;

-8-
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tHw— |I-rHx-re-1-e-C-om" . Ofwirr-laBiov;mun I-form -sy-stern- o v- aee-ou n-tfr;— nltt-s
freeze mu-la-fred- r-te re 0-d*-ANw Lir -ooi:s4>ruo tlon ma tid- l-ea-3~-ueprecla t-1"w"eT-tver
e-omre-ettoement---of- -onorati cnr. mmj:ntercst--durin®--cxTisl7rucr1*0T"~nlTErh3rHyEr
oa-l-e-u-lI-e&i~t™" i>ari- onnu?. 1 er ate-.opuj.va-lornt- t-o 1-21L -per <fl6B<v-"0of-*t; le-"t-oafag
r-3--raii-o PPr ro<P~dit-rJ-nr-<MKj—yr-_vr,'by~M30~"r "H yrt Hn"fr+ tprlr *f r H " r tfod~_k
oP-p w_ & pn_g.f) _<|dy,:i.i7v4l; -1,Q N .ubaant3ral MM iid--. . " j3swa.DjbIxi»jLUJTivaut-t.UN].
- - nt»t- to- s-fodd-r-
-a-P-4.-0- e- eer-gen- et-her- TL ey
wpjLp-o-LJ-tics— i-nc-1-ud Inr- sub-sdd jr.4c-l <-pax"lond;s-*
ajTi- or » r*-r r1"-o-f. ma-,.a.luG.3vin.Q aub, lec.t-Jj-Ja.i)>,pagj; -t.QJ<2;c~Loaas
V-0~rd"e—
jJir>pgront-iad ~n;l.cht-fcx>- char.o,.the...in_terest. cn the.._same.,terras-
~ tpy- ¢} i-c.~ari.v-.Sana- Crixic-"-+&&&= #oftt-j v-Q-mutcha, "<?r-4;h» .»~d G uaad->--r*
“TriZ=3rITirrTnTd~"-3rg~ircTn2urchat36H "r b«tH>hfr ghat-mgy----rk>fe«>t>roqu-i-t><»ati3fr''»e>
trmar=?,~tonaleundivided -J-nteresf-e-of.-.-fIV4S--peix-.c6nt~In~-U3Q~enkj”- lonv-bh
0J- the-pipel-1p.o-wi-thih-Ehe-state- [THE LESSEE GRANTS TO THE STATE
THE RIGHT TO PURCHASE, UPON REASONABLE NOTICE, AN UNDIVIDED INTEREST
IN THE ENTIRE LENGTH OP THE PIPELINE WITHIN THE STATE, NOT TO EXCEED
20 PER CENT; THE PURCHASE PRICE SHALL BE AT A REASONABLE FIGURE SET
OUT IN THE LEASE AT THE TIME OF THE LEASE®"S EXECUTION; PURCHASE OF
THIS INTEREST MAY, AT THE OPTION OF THE STATE, BE MADE IN STAGES;
EXERCISE OF AN OPTION TO PURCHASE AM INTEREST IN A PIPELINE PROJECT
OR FACILITY 1S SUBJECT TO THE APPROVAL OF THE LEGISLATURE; THE
INCURRING OF ANY BONDED INDEBTEDNESS BY THE STATE TO IMPLEMENT THE
EXERCISE OF ITS OPTION UNDER THIS PARAGRAPH IS SUBJECT TO VOTER
APPROVAL];
(3) it will maintain and preserve books, accounts,
records [, PAPERS, AND CORRESPONDENCE AND OTHER RECORDS] and will make

those reports that the state may prescribe by regulation or law as

-9- CSHB 3
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necessary .and appropriate for purposes of administration of this

chapter;

(©)) it will accord at all reasonable times to the state
and its authorized agents and auditors the right of access to its
property and records, of inspection of its property, and of examination
and copying of records;

(10) it will provide, where economically feasible [AND
CONSISTENT WITH THE PRIMARY FUNCTION OF THE LINE], connections [AND
FACILITIES] on the pipeline subject to the lease, [BOTH ON STATE
LAND AND OTHER LAND IN THE STATE,] for the purpose of delivering

crude oil or natural gas depending on the kind of pipeline involved,
m Tim A nat” Q‘U} Tarion

to persons/contractin§ for the purchase at wholesale of crude oil
or natural gas transported by the pipeline [DESIRING TO PURCHASE WHO
ARE LOCATED IN MUNICIPALITIES IN THE VICINITY OF THE PIPELINE];

(11) it will, at its own expense, during the term of the
lease

(A) maintain the leasehold and pipeline in good
repair;

(B) exercise the highest degree of care in using the
leasehold and operating the pipeline [TO PREVENT A PIPELINE
INCIDENT];

(C) promptly repair or remedy any damage to [ OR
DESTRUCTION OF] the leasehold [OR PIPELINE];

(D) promptly compensate for or remedy any damage to
or destruction of public or private property resulting from
damage to or destruction of the leasehold or pipeline regardless
of fault, notwithstanding the limitations of AS 76.03.822(1)(B),

() and (p), and 46.03.822(2);
[(12) IT WILL NOT TRANSFER, ASSIGN, OR DISPOSE OF IN ANY

CSHB 3 -10-
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MANNER, DIRECTLY OR INDIRECTLY, OR BY TRANSFER OF CONTROL OF THE
CARRIER CORPORATION, ITS INTEREST IN A RIGHT-OF-WAY LEASE, OR ANY
RIGHTS UNDER THE LEASE, OR ANY PIPELINE SUBJECT TO THE LEASE, EXCEPT
AS AUTHORIZED BY THE COMMISSIONER, UPON APPLICATION BY THE CARRIER;
THE COMMISSIONER SHALL NOT UNREASONABLY WITHHOLD HIS CONSENT TO THE
TRANSFER, ASSIGNMENT OR DISPOSAL;]

(13) It will file with the commissioner a written
ment of a named permanent resident of the state to be 1its registered
agent in the state and to receive service of notices, regulations,
decisions and orders of the commissioner; if it falls to appoint an
agent for service, service may be made by posting a copy in the
office of the commissioner and filing a copy of it in the office
of the lieutenant governor and by mailing a copy to lessee"s last
known address;

(1*1) the applicable law of this state will be used 1in
resolving questions of interpretation of the leaser

(T,) it will be liable to the state for damages or
injury incurred by the state caused by the construction, operation
or maintenance of the pipeline and it will indemnify the state for
the liabilities or damages ;

(16) it will procure and furnish liability and property
damage Insurance from a company licensed to do business 1ir. the state
or furnish other security or undertaking upon the terms and conditions
the commissioner considers necessary if the commissioner finds that
the net assets of the lessee are insufficient to protect the public
from damage for v.-hjch the lessee may be liable arising, out of the

construction or operation of the pipeline;

appoint—

(17 It will not Interfere with construction and operation of

any oil or gas pipeline authorised by the commissioner for location on t!z®

-11- CSHB 3
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right-of-way, subject to compensation of the prior lessee by the subse-
quent lessee for any damage to or interference with the operation of the
prior pipeline caused by construction of the subsequent pipeline.

(b) The lease will also contain terms and conditions that are
reasonably necessary to obligate the leasee, to the extent reasonably
practicable, to

(1) prevent conflicts with other existing uses of the land
involving a superior public interest;

ill protect state and private property interests;

111 prevent any significant adverse environmental impact,
including but not limited to the erosion of the surface of the land,
and damage to fish and wildlife and their habitat;

m restore and revegetate during the term and at termination
of the lease; and

(5 protect the interests of individuals living in the
general area of the right-of-way who rely on the fish, wildlife, and
biotic resources of the area for subsistence purposes.

(c) In the event the commissioner proposes offer a lease or
leases to two or more lessees for the same pipeline, the commissioner
may include terms in the lease or leases which establish th” linmit
of the obligations and liabilities of each lessee arising under this
chapter or under the lease or leases.

(d) The lease may contain other terms and conditions that will
reasonably protect the lives , property and general welfare of the
people of Alaska.

* Sec. 11. AS 38.35.130 is amended to read:

Sec. 38.35.130. RIGHT-OF-WAY EASEMENTS OR LEASES
ACQUIRED FROM OTHERS. (a) The lessee may [LEASE SHALL CONTAIN THE

FURTHER EXPRESS AGREEMENT BY THE CARRIER THAT

CSHB 3 -12-
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(€D) IT wWiLL, UPON A DETERMINATION BY THE COMMISSIONER AMD
UPON REASONABLE CONDITIONS AND AT A JUST PRICE, CONVEY TO THE STATE
ANY RIGHTS-OF-WAY, RIGHT-OF-WAY PERMITS, EASEMENTS, OR LEASES PREVIOUSLY
ACQUIRED OR TO DE ACQUIRED FOR RIGHT-OF-WAY PURPOSES FOR THE PIPELINE
SUBJECT TO THE LEASE;

(2) THE STATE RESERVES TO ITSELF AND THE LESSEE GRANTS TO
THE STATE THE SOLE RIGHT TO CONDEMN, BY DECLARATION OF TAKING, REAL
PROPERTY FOR RIGHT-OF-WAY PURPOSES AND TO ACQUIRE TO THE EXTENT
FEDERALLY PERMISSIBLE LEASES OF OR EASEMENTS OR RIGHTS-OF-WAY ON
PUBLIC LANDS BELONGING TO THE UNITED STATES IN THIS STATE, INCLUDING
"WITHDRAWN PUBLIC LANDS™ AS THAT TERM IS DEFINED IN SECS. 3(E), 17(C)
AND (D)(3), AND 22(1) OF THE ALASKA NATIVE CLAIMS SETTLEMENT ACT
(PL 92-203; 85 STAT. 688; 43 U.3.C. 1601 ET SEQ.), REQUIRED FOR RIGHT-
OF-WAY PURPOSES FOR THE PIPELINE SUBJECT TO THE LEASE;

(3) THE CARRIER WILL], 1if the commissioner delegates the
function to it, condemn, by declaration of taking, under
AS 09.55-420 - 09.85-450, real property and acquire leases of or
easements or rights-of-way on [PUBLIC] lands 1in the state [BELONGING TO
THE UNITED STATES, INCLUDING "WITHDRAWN PUBLIC LANDS"] required for
right-of-way purposes for a [THE] pipeline subject to the lease, on
behalf of and as agent for the state, in which title to or interest
in the land shall vest.

(b) The 1lease shall contain a covenant [REQUIRED BY THIS SECTION

SHALL BE ACCOMPANIED BY A PROVISION] that the land, right-of-way,
or easement acquired under this section is or will form part of the

land leased to the lessee [CARRIER].

Sec. 12. AS 38.35.140 1is repealed and re-enacted to read:

Sec. 38.35.140. PAYMENT OF RENTAL AND COSTS. (a) The lease

price for a right-of-way lease shall be the annual fair market

-13- CSHB 3
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rental of the state lands included in the right-of-way based on the
appraised fair market value of the land. The appraised fair market
value of the land leased for right-of-way shall be determined
without regard to any enhancement 1in value attributable solely to the
construction of pipeline facilities on the land or the use of the land
for pipeline purposes. The lease price is payable annually in
advance on or before the anniversary of the lease. The appraised
fair market rental value shall be adjusted periodically under the
provisions of AS 38.05.105.

(b) The lessee shall reimburse the state for all reasonable
costs incurred in monitoring the construction of the pipeline on
the right-of-way.

* Sec. 13- AS 38.35.150(b) and (c) are repealed.
* Sec. 1. AS 38.35.180 is amended to read:

Sec. 38.35.160. TRANSFER OF RIGHT-OF-WAY LEASE [, CERTIFICATESJ
OR PIPELINE. Ho lessee [CARRIER] may transfer [,ASSIGN,] or dispose
of in any manner its right-of-way lease, or anyrights under the
lease, or any pipeline subject to the lease, whether on state [PUBLIC]
land or other land in the state, either voluntarily or involuntarily,
directly or Indirectly, or by transfer of control of any corporation
holding the lease [OR CERTIFICATE OR OWNING THE PIPELINE,] to any
person other than another owner of the pipeline (including subsidiaries,
parents and affiliates of the owners), except to the extent that the
commissioner, after consideration*TTp—t—tm—i7h1njw-dﬂ1krrcst7—convenience—,
-IHKj--nocwrs-i-t-yr by order authorises the transfer. The commissioner
shall not unreasonably withhold this authorization. The application
shall be disposed of as if the proposed transferee or assignee were

making application under secs. 50 - 100 of this chapter.

* Sec. 15. AS 38.35.170 is repealed and re-enacted to read:

A whether the proposed transferee is fit, willinn and ahTo to perforin t |
transport;-Lion or other acts proposed in r. manner that. wi 11 reasonahl/ protocr
the lives, property and penoral welfare of the people of Alaska”
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Sec. 38.35.170. FORFEITURE OF LEASE. Failure to begin con—
struction of the pipeline facility within a reasonable time of the
granting of a right-of-way lease under this chapter for reasons within
the control of the lessee or failure of an owner of an interest
in the granted right-of-way substantially to comply with the terms
of the right-of-way are grounds for forfeiture of the right-of-way
interest of the lessee or owner in an action brought by the commis—
sioner in the superior court. Before the commencement of any action forl
forfeiture of an interest in a right-of-way under this section,
the commissioner shall give the lessee or owner of the Interest notice
In writing of the alleged default and shall not commence the proceeding
unless the lessee or owner of the interest has failed to initiate good
faith efforts to cure the default within 60 days of the notice of the
alleged default.

Sec. 16. As 38.35.180 is repealed and re-enacted to read:

Sec. 38.35.180. INJUNCTIONS. When In the judgment of the
commissioner a person has violated or is about to violate a provision
of this chapter or covenant, term or condition of a lease, the
attorney general, on advice of the commissioner, may seek a

prohibition or mandatory injunction from the superior court to remedy

the violation.

* Sec. 17. AS 38.35.190(c) and (d), AS 38.35.200 and AS 38.35.220(d)

are repealed.

* Sec. 18. AS 38.35 is amended by adding anew section to read:

Sec. 38.35.225. JUDICIAL REVIEW OF DECISIONS OF COMMISSIONER ON

APPLICATION. (a) An applicant or competing applicant or a person
who raises objections within 30 days after decision following the hearin

under sec. 80 of this chapter are the only persons with standing to seti.i
under Sec. 100 of tinsi

Judicial review cf a decision of the commissioner/,
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(b) The only grounds for judicial review of a decision of the
under oec. T00 of this chapter
commissioner/are

(1) failure to follow the procedures set out in this
chapter; or

(2) abuse of discretion so capricious, arbitrary or con—
fiscatory as to constitute a denial of due process.

* Sec. 19* AS 38.35.230 1is repealed and re-enacted to read:
Sec. 38.35.230. DEFINITIONS. In this chapter

(1) “"commissioner” means the commissioner of natural
resources;

(2) "lease™ means the instrument or extension of an instru—
ment 1issued under this ci.apter granting a leasehold interest in state
land fcr pipeline right-of-way purposes to a person and authorizing
the construction or operation of, or transportation, service or sale
by apipeline for crude oil, natural gas, or products;

(3) "natural gas" includes ail hyarocaroons produced at
the wellhead not defined as oil;

"(*0 "oil"™ includes crude petroleum oil and other hydrocarbons
regardless of gravity which are produced at the wellhead in liquid
form and the liquid hydrocarbons known as distillate or condensate
recovered or extracted from gas, other than gas produced 1in association
with oil and commonly known as casinghead gas;

(5) "pipeline” or "pipeline facility” means all the facili—
ties of a total system of pipe (whether owned or operated under a
contract, agreement, or lease) used by a carrier for transportation
of crude oil, natural gas, or products for delivery, for storage, or
for further transportation, and including all pipe, pump or compressor

stations, station equipment, tanks, valves, access roads, bridges,

airfields, terminals and terminal facilities, including docks and

CSHB 3 -16-
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tanker loading facilities, operations concrol center for both the
upstream part of the pipeline and the terminal, tanker ballast treat—
ment facilities, and fire protection system, communication system,
and all other facilities used or necessary for an integral line of

pipe, taken as a whole, to effectuate transportation, 1including an

extension or enlargement of the line;

(6) "product™ means refined crude oil, crude tops,
topped crude, processed crude petroleum, residue from crude petroleunm,
cracking stock, uncraeked fuel oil, fuel oil, treated crude oil,
residuum, gas oil, casinghead gasoline, natural gas gasoline, naphtha,
distillate, gasoline, kerosene, oen2j.no, wash oil, waste oil,
blended gasoline, lubricating oil, blends or mixtures of petroleum and

any liquid product or by-product derived from crude petroleum oil or

natural gas;

(A) "sta " lands" as defined in AS 38.05.365;
(B) public land of the United States selected by the
state under sec. 6 f she Alaska Statehood Act of 195= (FL 85-508;
72 Stat. 399). as amend.cl. and real property of the United States
transferred to the state under secs, 21. 35 and ~5 of the Alaska

Omnibus Act of 1959 (FL 85 — 70; 73 Stat. 141), as amended;

oMt *ew ke e are e e w H e e — v weime
fernr.apytr.tri xrrrro-r- -ttty

purrwtFWel—"—U.*. mw«.amh'mm,.*_«*¢a menmn m) m*. U
mrn-ry -~ nr ———— Arr~— —mr1orcrgc-rt-y"-y* yr-t-rrrvrt-rrr
rtp ° — —WAMM " T T onpn-r- - v e rra

rtatc“tr-i"p-TTa*3"f"<=<
¢)) n port*tion” means the r.ii)pm-.-nl or carriage by o
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pipeline of crude oil, natural gas, or products from an upstreanm
terminus in one or more fields or points of production or supply of
the minerals to a downstream terminus in one or more points for
delivery of the minerals to a purchaser or consignee, for storage,
or for further carriage or shipment, including shipment or carriage
within the state that may be classified as interstate or foreign
transportation to the extent that the transportation may constitution—
ally be subjected to the provisions of this chapter, as well as all
services necessary to effectuate shipment or carriage, 1including,
among other things, the receipt, storage, processing, handling, trans—
fer in transit, forwarding, and delivery of the minerals.

* Sec. 20. AS 09. 55.2*10(a) (12) 1is amended to read:

(12) [SUBJECT TO THE REQUIREMENTS OF THE ALASKA RIGHT-OF-WAY
LEASING ACT OF 1972 (AS 38.35),] for the location of pipelines for
gathering, transmitting, transporting, storing, or delivering natural
or artificial gas or oil or any liquid or gaseous hydrocarbons,
including, but not limited to, pumping stations, terminals, storage
tanks, or reservoirs, and related installations.

* Sec. 21. AS 38.05.020(c)(1) is amended to read:

(1) granting leases of state [PUBLIC] Iland [AND ISSUING

CERTIFICATES] for pipeline right-of-way purposes;
* Sec. 22. AS 38.05.020(c)(2) is amended to read:

(2) leasing, purchasing, or otherwise acquiring (including
condemning by declaration of taking), easements or other interests in_
[ON PRIVATE OR FEDERAL] 1land in this state for the purpose of utilizing
or granting leases of the land, easements or interests for pipeline
right-of-way purposes;

* Sec. 23. AS 30.05.020(0)69) is amended to read:

1) investigating any matters concerning any lessee

CSHB 3 -18-
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[CARRIER] with a view to assuring compliance by Jt with its
right-of-way lease, [CERTIFICATES ISSUED UNDER THAT LEASE,] this
chapter, and any other applicable state or federal law;

Sec. 2A . AS 38.05.330 is amended to read:

Sec. 38.05.330. PERMITS. The director, without the prior
approval of the commissioner, may issue permits, rights-of-way or
easements on state land for secondary roads, trails, ditches, field
gathering lines or transmission and distribution pipelines not
subject to AS 38.35, telephone and transmission lines, log storage,
oil well drilling sites and production facilities for the purposes
of recovering minerals from adjacent lands under valid lease, and
other similar uses or improvements, or fjr the limitedpersonal use
of timber or materials. The commissioner, upon recommendation of the
director, shall establish a reasonable rate or fee schedule to be
charged for these uses. In the granting, suspension or revocation of
a permit or easement of lands, the director shall give preference to
that use of the land which will be of greatest economic benefit to the
state and the development of its resources. However, first preference
shall be granted to the upland owner for the use of a tract of tideland,
cr tideland and contiguous submerged land, which is seaward of the
upland property of the upland owner and which is needed by the upland

owner for any of the purposes for which the use may be granted.

* Sec. 25. This Act takes effect on the day after its passage and

approval or on the day it becomes law without approval.
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Original. sponsor: Ruler; Committee by Offered: 11/6/73
rorpiost of t,he Governor Referred: Rules

IN THE SENATE BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 3
IN THE LEGISLATURE OF THE STATE OF ALASKA
EIGHTH LEGISLATURE - FIRST SPECIAL SESSION
A BILL
For ari Act entitled: "Ari Act relating to leases of rights-of-way over
state land for the transportation of oil, products or
natural gas; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 30*01.0 is amended by addinr. n new subsoe .Jon to read

(b) The State of Alaska reserves unto itself all rights, powers,
privileges and immunities not preempted by federal interstate commerce
laws and regulations in the right-of-way leasing of any state lands
for pipeline construction, transmission, or operation within Its
boundaries.

* Sec. 2. AS 39.35.020 is amended to read:

Sec. 38.35.020. GRANT OF RIGHT-OF-WAY LEASE. (@)_ Rights-of-way
on state [STATE-OWNED] Iland including rights-of-way [RIGHT-OF-WAY ON."]
over, under, along, across, or upon the right-of-way of a public road
or highway or the right-of-way of a railroad or other public utility,
or [ON,] across, upon, over, or under a river or other body of water
or land belonging to or administered by the state may "e granted by
noncompetitive lease by the commissioner for pipelire purposes for the
transportation of oil, products or natural gas under those conditions
prescribed by law and by administrative regulation. No person may
engage 1in any construction [, ACQUISITION] or operation of any
[, OR TRANSPORTATION, SERVICE, OR SALE BY THE WHOLE OR A] part of an

oil, products, 01* natural gas pipeline, which in whole or in pari, 1in
or is proposed to be on state [PUBLIC] land, except In conformity witl
-1- CSSB (Finance)
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the terms of a right-of-way lease of that land, Issued by the commis—
sioner under this chapter [UNLESS THAT PERSON IS A CARRIER AND HAS
OBTAINED FROM THE COMMISSIONER A RIGHT-OF-WAY LEASE OF THE LAND UNDER
THIS CHAPTER AS WELL AS A CERTIFICATE THAT THE CONSTRUCTION, ACQUISI —
TION, OPERATION, TRANSPORTATION, SERVICE, OR SALE, IF SUBJECT TO THE

LEASE, WILL BE IN ACCORDANCE WITH ITS TERMS].

(b) The commissioner may by regulation exempt the construction
or operation of field gathering lines or any reasonable classification
of them from the requirement of a righc-of-way lease under tills
chapter.

Sec. 3. AS 38.35.030 is amended to read:

Sec. 38.35.030. ABANDONMENT”~ [OF OR] REDUCTION OR IMPAIRMENT OF
SERVICE OF PIPELINE [BY LESSEE CARRIER]. No lessee [CARRIER] may
abandon any portion of a pipeline chat is [ON STATE PUBLIC LAND OR]
subject to a [THE] lease granted under this chapter, or operation or
transportation, service, or sale by it, or reduce or impair service,
except in accordance v:"ch the terms of the lease or sec. *10 of this
chapter [UNLESS THE CARRIER HAS FIRST APPLIED FOR AND THE COMMISSIONER
HAS GRANTED A CERTIFICATE THAT THE ABANDONMENT, REDUCTION, OR IMPAIR—
MENT IS IN ACCORDANCE WITH THE TERMS OF THE LEASE],

Sec. *1. AS 38.35.0*%10 is amended to read:

Sec. 38.35.0*10. TEMPORARY OR EMERGENCY SERVICE OR TEMPORARY
ABANDONMENT, REDUCTION OR IMPAIRMENT OF SERVICE BY LESSEE [CARRIER],
The commissioner may, either upon a request made in the form he shall
by regulation require, or upon his own motion without request, authorize
or require temporary or emergency rendering of service or temporary
or emergency abandonment, reduction or impairment of service by a
pipeline of a lessee [CARRIER] without compliance with secs.

50 - 100 of this chapter. Nothing 1in this section prevents a carrier

CSSB 3 (Fihcihce) _b_

AGO 78802



*

*

from temporarily suspending operations in the event of an emergency
which threatens public health or safety; however, notice shall be given
the commissioner as soon as possible.

Sec. 5. AS 38.35.050 is repealed and re-enacted to read:

Sec. 38.35.050. APPLICATIONS FOR RIGHT-OF-WAY LEASES. (a) A
person or persons desiring to engage in construction, acquisition or
operation of a pipeline which is proposed to be located in whole or 1in
part on state land, shall apply for a noncompetitive right-of-way lease
of the state land under this chapter.

(b) Applications under (a) of this section shall be made in a
form and manner prescribed by regulation, and shall Include any and all
data, Information, plans and exhibits Which the commissioner determines
are necessary to prepare the analysis required by sec. 80 of this
chapter and to make a decision under sec. 100 of this chapter.

(c) The application filed under this section shall be incorporated
into any right-of-way lease issued in response to it and shall become
a partof the terms and conditions of the lease.

(d) Any amendment to an application filed under this section which
constitutes a substantial change in the application is subject to all
provisions of this chapter applying to an original application.

(e) All persons owning or planning to own an Interest in a pipe—
line or proposed pipeline subject to a lease must join 1iri the application
under (a) of this section. Any person employed in operating the pipeline
is bound by the covenants of the lease applicable to functions within the
scope of iiis employment as if he were an applicant under the lease and
the state may enforce any breach of a covenant directly against an
operator out of compliance.

Sec. 6. AS 38.35.060 isrepealed.
Sec. 7. AS 38.35.070 Is amended to read:

-3- GSSB 3 (Finance)
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Sec. 38.35.070. NOTICE OF APPLICATION. Upon receiving an application
under sec. 50 [OR 60] of this chapter, the commissioner shall within 30 day
(&) cause notice of It to appear in a dally newspaper of gen—
eral circulation published in the vicinity of the proposed pipeline;
(2) file copies of the application with the Departments of
Labor, Highways, and Environmental Conservation, and the Alaska Pipeline
Commission [EACH COORDINATE AGENCY]; and
(3) make copies available for public Inspection [FURNISH
AT COST COPIES OF A NOTICE OR APPLICATION TO PERSONS REQUESTING THEM].
- Sec. 8. AS 38.35.080 1is amended to read:

Sec. 38.35.080. ANALYSIS OF APPLICATION AND PUBLIC HEARING, (a) The
commissioner shall, within 90 days [A REASONABLE TIME] after receiving
the application, prepare an analysis of the application, including a
proposal for action if feasible; a proposed lease [0Oh CERTIFICATE OR
BOTH] and a general statement of his basis and purpose, 1if favorable
action 1is proposed; or, when a proposal for action 1is not feasible
before a hearing, a description of the subjects and issues involved.

(b) Upon completion of the analysis but not less than 30 days
before the date set for hearing an application or a substantial amend-—
ment tu an application, the commissioner shall publish notice, and
make copies available as provided in sec. 70 of this chapter.

(c) The commissioner shall hold a public hearing on an application
within 120 days of receiving it [SET ALL APPLICATIONS FOR PUBLIC HEARING
AS SOON AS PRACTICABLE].

s Sec. 9. AS 38.35.100(a) is amended to read:

(a) The commissioner shall determine, on an application filed

with him under sec. 50 of this chapter for a right-of-way lease of

state [PUBLIC] land [OR FOR A CERTIFICATE] under a lease, whether the
applicant 1is fit, willing, and able to perform the transportation or
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other acts proposed and to conform to the provisions of the proposed
right-of-way lease [OR CERTIFICATE,] and of this chapter, and whether
the proposed construction, acquisition, or operation [OF OR TRANSPORTA —
TION, SERVICE, OR SALE BY THE PIPELINE] 1is or will be required by
the present or future public interest [AMD NECESSITY], IT the commis—
sioner makes these determinations favora " to the applicant, then
he may grant the whole or part of the application. Otherwise, he
shall deny the application. In order to grant the whole or part of
the application the commissioner shall offer a lease [OR CERTIFICATE]
to the applicant for its acceptance through signing of the lease [OR
CERTIFICATE] and agreeing to comply with its terms, conditions, and
obligations and with this chapter. Only upon proper acceptance of
offered lease [OR CERTIFICATE] by the applicant within 50 days after
its having been presented 1is the grant of the application consummated.
Sec. 10. AS 38.35.100(b) and (O)are repealed.
Sec. 11. AS 38.35.H0 is amended ;0 read:

Sec. 33.35.110. TERM OF LEASE. Each lease of state [PUBLIC]
land for pipeline right-of-way purposes shall contain a provision chat
the lease shall run for a specified term of not greater than 30. [25]
years, and shall be- renewable for additional periodsof up to 10 years
each, so long as the lease? is in full compliancewith ail state law,
including out not limited to state law pertaining to regulation and
taxation of the pipeline facility, and is in compliance with all terms
of the lease.
* Sec. 12. As 38.35.i20 1s repealed ava re-enacted to read:

Lee. 38.35.12C. COVENANTS REQUIRED TO BE INCLUDED IN LEASE. (a)

A noncompetitive lease cf state land fo" a i1 °".ghtrof-way fcr an oil

or natural gas pipeline valued at 0il, 000,000 or more may be granted

only upon the condition that the lessee expressly.covenants in the

0ssSB 3 (finance)
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lease, in consideration of the rights acquired by it under the lease,
that

(&) it assumes the status of and will perform all of its
functions undertaken under the leaseas a common carrier and will
accept, convey, and transport without discrimination crude oil or
natural gas, depending on the kind of pipeline involved, delivered
to It for transportation from fieldsinthe vicinity of the pipeline
subject to the lease throughout its route both on state land obtained
under the lease and on other land; however, a lessee who owns or
operates a natural gas pipeline subject to regulation either (A) under
the Natural Gas Act (15 U.S.C. 717 et. seq.) of che United States, or
(B) by the state or political subdivisions with respect to rates and
charges for the sale of natural gas, 1is, to the extent of that regula—
tion, exempt from the common carrier requirement 1in this paragraph;
it will accept, convey, and transport crude oil or natural gas without
unjust or unreasonable discrimination in favor of one producer or
person, including itself, as against another 1in the same field, and

without unjust or unreasonable discrimination®

(2) it will exchange crude oil or natural gas, depending
upon the kind of pipeline involved, with each like common carrier and
provide connections and facilities for the interchange of crude oil
or natural gas at ever;- locality reached b;r both pipelines when the
necessity exists, subject to rates and regulations made by the appro—
priate state or federal regulatory agency;

(3) the lessee grants the state the right to purchase, upon
reasonable notice, an undivided interest in the entire length of the
pipeline within the state, not to exceed 20 per cent; the purchase:
price shall be fair market value of the interest at the time the option
is exercised; each lessee shall additionally agree not to sell, transfer

CSSB 3 (Finance) -6-
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or otherwise dispose of all or any part of a pipeline subject in any
part to the lease except after offering such Interest to the state,

to which the lessee grants u preferential right to purchase such
interest on the same terms offered by or to any bona fide, prospective
purchaser who 1is ready, willing and able to purchase same; provided
that this obligation will not interfere with or supersede contractual
rights or obligations existing on the effective date of this Act;
exercise of an option to purchase an interest in a pipeline project

or facility is subject to the approval of the legislature; the 1incurring
of any bonded indebtedness by the state to implement the exercise of
its option under this paragraph is subject to voter approval;

(D the state shall provide for the repayment of the out-—
standing debt incurred by the lessee whose undivided interest share
is acquired unuer (3) of this subsection, either by undertaking the
debt directly if that is acceptable to the lender, or by discharging
the applicable outstanding debt, including any penalties for prepay—
ment, and undertaking its own debt;

(5) it will maintain and preserve books, accounts, and
records and will make those reports that the state may require under
AS t2.06J130;

(6) it will accord at all reasonable times to the state and
its authorised agents and auditors the right of access to its property
and records, of inspection of its property, and of examination and
copying of records;

) it will provide, if the expense involved will not impair
the ability of the lessee to perform its duty to the public as a
common carrier, connections ts facilities on the pipeline subject to

the lease, both on state land and other land in the state, for the
purpose of delivering crude oil or natural gas, depending upon the

-7- CSSB 3 (Finance)
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kind of pipeline involved, to persons (including the state and its
political subdivisions) contracting for the exchange, delivery or
purchase at wholesale of crude oil or natural gas transported by the
pipeline; provided, that if the connection is not economically feasible
but the commissioner believes that the connection is required in the
public interest, the state may require that the connection be made and
the cost difference shall be met at state expense subject to such
arrangements for recovery of the expense from buyers or sellers of oil
or gas as may be made by the state;

(8) it shall, notwithstanding any other provision, provide
connections and interchange facilities at state expense au such places
on state lands the state considers necessary if the state determines
to cake a portion c:" its royalty or taxes in ojl or natural gas;

9 it will extend or enlarge the pipeline or storage
facilities as determined by the Alaska Pipeline Commission to be 1in
the public interest;

(10) it will, at its own expense, during the term of the
lease

(A) maintain the leasehold and pipeline in good repair;

(B) promptly repair or remedy any damage to the lease—
hold ;

(C) promptly compensate for any damage to or destruction
of property for which the lessee is liable resulting from damage
to or destruction of the leasehold or pipeline;

(1) it will nob transfer, assign, or dispose of in any
manner, directly cr indirectly, or by transfer of control of the
carrier corporation, its interest in a right-of-way lease, or any

rights under the lease or any pipeline subject to the lease to any

person ot] sr than another owner of the pipeline (including subsidi-
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aries, parents and affiliates of the owners), except to the extent

that the commissioner, after consideration of the protection of the
public interests, authorises; the comnissioner shall not unreasonably with
hold his consent to the transfer, assignment or disposal;

(12) it will file with the commissioner a written appointment
of a named permanent resident of the state to be its registered agent
in the state and to receive service of notices, regulations, decisions
and orders of the commissioner; if it fails to appoint an agent for
service, service may be made by posting a copy in the office of the
commissioner and filing a copy of it In the office of the lieutenant
governor and by mailing a copy to the lessee®"s last known address;

(15) the applicable law of this state will be used in
resolving questions of interpretation of Uie lease;

(I"'1) the granting of the right-of-way lease is subject to
the express condition that the exercise of the rights and privileges
granted under the lease will not unduly interfere with the management,
administration, or disposal by the state of the land affected by
the lease, and that the lessee agrees and consents to the occupancy
and use by the state, its grantees, permittees, or other lessees of
any part of the ri"ht-of-way not actually occupied or required by the
pipeline for the full and safe utilisation of the pipeline, for neces—
sary operations incident to land management, administration, or dis—

posal;

(15) it will be liable fj the state for damages ir
injury incurred by the state causod by the construction, operation
or maintenance of the pipeline and it will indemnify the state
for Che Iliabilities or damage?;

(16) if will procure and furnish liability and

property damage insurance from 1 sompar.y licensed to do business
-9- Cbf-3 " CFinance)
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in the state or furnish other security or undertaking upon the

terms and conditions the commissioner considers necessary if

the commissioner

insufficient to protect the public from damage for which the

finds that the net assets of the lessee are

may be liable arising out of the construction or operation of

the pipeline;

an

lessee

it will construct and operate the pipeline in accor—

dance with applicable state lav/s and lawful

of the Alaska Pipeline Commission; however,

of-way lease

issued under this chapter shall

to permit or require a

regulations and orders

the terms of a right-

not

lessee, the commissioner,

Pipeline Coimnission to take any action that

federal law or with
Commerce Commission or the Federal

(b) For a right-of-way
for an oil or natural
to be valid and of

to be inserted under

chapter. An oil

under this chapter that does not contain the

lawful

legal effect, it must contain the terms

the provisions of secs.

be considered

or the Alaska

is in conflict with

regulations or orders of the

110

or natural gas pipeline right-of-way

req

Power Commission.

lease granted under this chapter

- 150 of this

uired terms 1is

null and void and without legal effect and does not vest any

interest in state

the lease.

(c) The commissioner may,

ol “the terms set out

land

for products pipeline

* Sec. 13. AS 38.35.130

sec. 38.35.i30.

FROM OTHERS.
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The

or any authority in the carrier granted

in (a) of this section

right-of-way purposes.

is amended to read:

in

at his discretion, include any

leases of state

Interstate

gas pipeline valued at $1,000,000 or more

required

lease granted

or all

land

RIGHT-OF-WAY EASEMENTS OR LEASES ACQUIRED

lessee may [LEASE SHALL CONTAIN THE FURTHER
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EXPRESS AGREEMENT BY THE CARRIER THAT

(¢D) IT WiLL, UPON A DETERMINATION BY THE COMMISSIONER AND
UPON REASONABLE CONDITIONS AND AT A JUST PRICE, CONVEY TO THE STATE
ANY RIGHTS-OP-WAY, RIGHT-OF-WAY PERMITS, EASEMENTS, OR LEASES PREVIOUSLY
ACQUIRED OR TO BE ACQUIRED FOR RIGHT-OF-WAY PURPOSES FOR THE PIPELINE
SUBJECT TO THE LEASE;

(2) THE STATE RESERVES TO ITSELF AND THE LESSEE GRANTS TO
THE STATE THE SOLE RIGHT TO CONDEMN, BY DECLARATION OF TAKING, REAL
PROPERTY FOR RIGHT-OF-WAY PURPOSE.1; AND TO ACQUIRE TO THE EXTENT
FEDERALLY PERMISSIBLE LEASES OF OR EASEMENTS OR RIGHTS-OF-WAY ON
PUBLIC LANDS BELONGING TO THE UNITED STATES IN THIS STATE, INCLUDING
"WITHDRAWN PUBLIC LANDS™ AS THAT TERM IS DEFINED IN SECS. 3(e), 17(c)
AND (d)(3), AND 22 (i) OF THE ALASKA NATIVE CLAIMS SETTLEMENT ACT
(PL 92-20-; 85 STAT. 688; 43 U.S.C. 1601 ET SEQ.), REQUIRED FOR RIGHT-
OF-WAY PURPOSES FOR THE PIPELINE SUBJECT TO THE LEASE;

(3) THE CARRIER WILL], 1if the commissioner delegates the
function to it, condemn, by declaration or taking, under AS 09.55.420 -
09.55m450, real property and acquire leases of or easements or rights-
of-way on [PUBLIC] 1lands in the state [BELONGING TO THE UNITED STATES,
INCLUDING "WITHDRAWN PUBLIC LANDS™] required for right-of-way purposes
for a [THE] pipeline subject to the lease, on behalf of and as agent
for the state, In which title to or interest in the land shall vest.

(b) The lease shall contain a covenant [REQUIRED BY THIS SECTION
SHALL BE ACCOMPANIED BY A PROVISION] that the land, right-of-way,
or easement acquired under this section is or will form pare of the
land leased to the lessee [CARRIER].
Sec. 14. AS 38.35.140 is repeale 1 and re-enacted to read:

Sec. 38.35.140. PAYMENT OF RENTAL AND COSTS. (a) The lease
price for a right-of-way lease shall be the annual fair market rental
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