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logical that the contract include guarantees with respect to this matter 

or, alternatively, provisions allowing the state to unilaterally terminate 

the arrangement.

Finally, we would note that the "Resolved" clause of the resolution 

offered by the governor when he requested approval of this contract (HCR 142) 

would appear to be incorrectly worded. We would suggest that the 

following language be substituted:

"BE IT RESOLVED by the Alaska State Legislature that Alaska 

royalty gas sale No. 76-1 and the contract providing for the 

sale of royalty gas from the North Cook Inlet gas field pertaining 

to it, between the State and the Alaska Pipeline Company, is 

hereby approved."*

We would also suggest that the contract itself be made a part of the

legislature's official record by its inclusion in the House Committee

Report, and thus the Supplement.

* If the legislature or a committee thereof believes that the above 

comments or other considerations require some revision of the contract, 

the most expeditious way of bringing them about might be to instruct the 

Department of Natural Resources or Mr. Fackler (executive director of 

the Royalty Board) to work with the proposed buyer to develop the necessary 

language. The resolved clause could then read:

"BE IT RESOLVED by the Alaska State Legislature that Alaska 

Royalty Gas Sale No. 76-1 and the amended contract (submitted

to the legislature on ___  May 1976 and appearing in the House

Journal Supplement f o r  May 1976) providing for ..."
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M a y  7, 1 9 7 6

T h e  H o n o r a b l e  N e l s  A n d e r s o n  
C h a i r m a n ,  H o u s e  R e s o u r c e s  

C o m m i t t e e  

P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1  

D e a r  M r .  A n d e r s o n :

I n  a c c o r d a n c e  w i t h  t h e  r e q u e s t s  o f  y o u  a n d  y o u r  c o m m i t t e e  
t h e  i t e m s  l i s t e d  b e l o w  p e r t a i n i n g  t o  H C R  1 4 2  a r e  a t t a c h e d .

1. L e t t e r  f r o m  A l a s k a  P i p e l i n e  C o m p a n y  

d a t e d  S e p t e m b e r  30, 1 9 7 5  r e q u e s t i n g  

S t a t e  r o y a l t y  g a s  f r o m  N o r t h  C o o k  

I n l e t  F i e l d .

2. M i n u t e s  o f  B o a r d  mm ^ t i n g  O c t o b e r  10, 1 9 7 5 .

3. R o s t e r  f r o m  O c t o b e r  10, 1 9 7 5  m e e t i n g .

4. M i n u t e s  o f  B o a r d  m e e t i n g  N o v e m b e r  10, 1 9 7 5 .

5. A l a s k a  P i p e l i n e  B r o c h u r e  p r e p a r e d  f o r  

N o v e m b e r  10, 1 9 7 5  m e e t i n g .

6. L e t t e r  f r o m  P h i l l i p s  P e t r o l e u m  C o m p a n y ,  
d a t e d  O c t o b e r  21, 1 9 75.

7. L e t t e r  f r o m  P h i l l i p s  P e t r o l e u m  C o m p a n y ,  
d a t e d  D e c e m b e r  5, 1 9 7 5 .

8. L e t t e r  f r o m  H o m e r  E l e c t r i c  A s s o c i a t i o n  
r e q u e s t i n g  r o y a l t y  g a s ,  d a t e d  J a n u a r y  22, 1 9 7 6 .

9. L e t t e r  f r o m  H o m e r  E l e c t r i c  A s s o c i a t i o n  
w i t h d r a w i n g  r e q u e s t ,  d a t e d  M a r c h  30, 1 9 7 6 .

10. S a l e  t e r m s  a p p r o v e d  b y  B o a r d .
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11. T e l e g r a m  f r o m  P a c i f i c  A l a s k a  L N G  d i s c l a i m i n g  

i n t e r e s t .

12. L e t t e r  f r o m  A l a s k a  P i p e l i n e  C o m p a n y  
a g r e e i n g  t o  t e r m s  d a t e d  A p r i l  2, 1 9 7 6 .

13. M i n u t e s  o f  B o a r d  m e e t i n g  A p r i l  26, 1 9 7 6  

a p p r o v i n g  s a l e .

If y o u  d e s i r e  a d d i t i o n a l  i n f o r m a t i o n  r e g a r d i n g  t h e  N o r t h  

C o o k  I n l e t  F i e l d  r o y a l t y  g a s  s a l e ,  p l e a s e  a d v i s e  m e .

Y o u r s  t r u l y ,

W i l l i a m  C t — F a e k l e r  

E x e c u t i v e  D i r e c t o r

A t t a c h m e n t s
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S e p t e m b e r  30, 1975

M r .  G u y  M a r t i n
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  
S t a t e  o f  A l a s k a  
J u n e a u ,  A l a s k a

D e a r  M r .  M a r t i n :

C o n f i r m i n g  o u r  d i s c u s s i o n  a t  t h e  A n c h o r a g e  a i r p o r t  o n  S e p t e m b e r  30,  a n d  m y  
l e t t e r  t o  M r .  G i l b r e t h  o f  A u g u s t  20, a n d  m e m o r a n d u m  t o  y o u  o f  S e p t e m b e r  24, 
A l a s k a  P i p e l i n e  C o m p a n y  i s  r e q u e s t i n g  t o  p u r c h a s e  t h e  r o y a l t y  s h a r e  o f  
N o r t h  C o o k  I n l e t  g a s  f i e l d  a t  o r  n e a r  t h e  P h i l l i p s - M a r a t h o n  L N G  p l a n t  o n  t h e  
N o r t h  K e n a i  R o a d ,  a t  t h e  p r i c e  u s e d  b y  P h i l l i p s  t o  a c q u i r e  t h i s  g a s  f r om  t h e  
S t a t e  f o r  t h e  m a n u f a c t u r e  o f  L N G  f o r  e x p o r t  t o  J a p a n  or  e l s e w h e r e .  W e  b e l i e v e  
t h e  m o s t  r e a s o n a b l e  m e t h o d  fo r  h a n d l i n g  t h e  d e l i v e r y  a n d  s a l e  w o u l d  b e  b y  
" e x c h a n g e , "  o r  " d i s p l a c e m e n t , "  s o  t h a t  c o n s t r u c t i o n  o f  n e w  p i p e l i n e ( s )  a n d  
c o m p r e s s i o n  w o u l d  b e  m i n i m i z e d .  S i n c e  o u r  s u p p l y  a t  t h e  K e n a i  g a s  f i e l d  i s  
i n t e r c o n n e c t e d  t o  t h e  N o r t h  C o o k  I n l e t  g a s  s u p p l y  a t  t h e  L N G  p l a n t ,  f o r  t h e  
t i m e  b e i n g  i t  s h o u l d  b e  p r a c t i c a l  t h a t  w e  w o u l d  t a k e  w h a t e v e r  a m o u n t  o f  t h e  
N o r t h  C o o k  I n l e t  r o y a l t y  g a s  m a y  b e  a v a i l a b l e  d a y  b y  d a y  b y  d i s p l a c e m e n t  i n t o  
o u r  s y s t e m  a t  t h e  K e n a i  g a s  f i e l d .  L a t e r ,  w h e n  a d d i t i o n a l  i n v e s t m e n t  w o u l d  b e  
r e q u i r e d  f o r  t r a n s p o r t i n g  t h i s  r o y a l t y  g a s  t o  s h o r e ,  w e  c o u l d  n e g o t i a t e  o u r  
p a r t i c i p a t i o n  i n  i n v e s t m e n t ,  o r  i n s t a l l  o u r  ow7n f a c i l i t i e s  i f  n e c e s s a r y ,  i n  o r d e r  
t o  a c c o m p l i s h  t h e  p u r c h a s e  o n  t h e  m o s t  r e a s o n a b l e  b a s i s  f o r  a l l  c o n c e r n e d .

T h e  e s s e n t i a l  a s p e c t  o f  o u r  r e q u e s t  i s  t h a t  w e  h a v e  a n  i m m e d i a t e  n e e d  f o r  
a d d i t i o n a l  g a s  o n  t h e  N o r t h  K e n a i  R o a d  a n d  w e  h a v e  a l o n g  t e rm  r e q u i r e m e n t  
f o r  a d d i t i o n a l  g a s  r e s e r v e s  t o  s e r v e  A l a s k a n  c u s t o m e r s  i n  o u r  p r e s e n t  s e r v i c e  
a r e a .  W e  b e l i e v e  t h a t  i t  i s  i n  t h e  p u b l i c  i n t e r e s t  t h a t  w e  s h o u l d  b e  a l l o w e d  t o  
p u r c h a s e  t h i s  S t a t e  r o y a l t y  g a s  f o r  l o c a l  c o n s u m p t i o n  r a t h e r  t h a n  f o r  t h i s  g a s  t o  
b e  e x p o r t e d  t o  J a p a n  o r  e l s e w h e r e .  W e  w i l l  b e g i n  p r e p a r i n g  a f o r m a l
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A L A S K A  P I P E L I N E  C O M P A N Y

A N C H O R A G E ,  A L A S K A

M r .  G u y  M a r t i n  
S e p t e m b e r  30, 1975 
P a g e  2

a p p l i c a t i o n  t o  p u r c h a s e  t h i s  g a s  a n d  w i l l  a p p r e c i a t e  h a v i n g  y o u r  g u i d a n c e  
a s  t o  w h a t  s u p p o r t i n g  d a t a  o r  f o r m a t  m a y  b e  d e s i r e d ,  i f  a n y ,  f o r  p r e s e n t a t i o n  
t o  t h e  R o y a l t y  B o a r d  o r  t o  t h e  l e g i s l a t u r e  t o  s a t i s f y  s t a t u t e s  o r  r e g u l a t i o n s  
w h i c h  a p p l y .

V e r y  t r u l y  y o u r s ,

D a l e  T e e l

DT/js

c c :  O . K .  G i l b r e t h ,  D i r e c t o r
D i v i s i o n  o f  O i l  a n d  G a s

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n
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M E M O R A N D U M

TO : M r .  G u y  M a r t i n
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s

F R O M :  D a l e  T e e l

DATE :  S e p t e m b e r  24, 1975

S U B J E C T :  A l a s k a  P i p e l i n e  C o m p a n y ' s  R e q u e s t  t o  P u r c h a s e  S t a t e  R o y a l t y  
G a s  f r om  t h e  N o r t h  C o o k  I n l e t  G a s  F i e l d  ( " P h i l l i p s " )

A l a s k a  P i p e l i n e  C o m p a n y  (APC) a n d  i t s  a f f i l i a t e  A l a s k a  G a s  a n d  S e r v i c e  
C o m p a n y  ( " A n c h o r a g e  N a t u r a l  G a s " )  s u p p l y  n a t u r a l  g a s  t o  285 c u s t o m e r s  
o n  t h e  N o r t h  K e n a i  R o a d  a n d  t o  t h e  B e r n i c e  L a k e  p o w e r  p l a n t  o f  C h u g a c h  
E l e c t r i c  A s s o c i a t i o n . T h e  g a s  i s  o b t a i n e d  f r om  t h e  i n d u s t r i a l  p i p e l i n e  w h i c h  
s u p p l i e s  t h e  L N G  p l a n t ,  t h e  A m m o n i a / U r e a  p l a n t ,  a n d  g a s  f o r  r e i n j e c t i o n  
i n t o  t h e  S w a n s o n  R i v e r  O i l  f i e l d ,  a n d  c o m e s  f r om  t h e  K e n a i  g a s  f i e l d  
( U n i o n - M a r a t h o n ) , u n d e r  a c o n t r a c t  w h i c h  r u n s  t o  M a y  1, 1977 . D u e  t o  
u n e x p e c t e d l y  h e a v y  u s a g e  b y  t h e  B e r n i c e  L a k e  p o w e r  p l a n t ,  t h e  r e s e r v e  
q u a n t i t y ,  10 b i l l i o n  c u b i c  f e e t  ( B C F ) , w i l l  b e  u s e d  p r i o r  t o  M a y  1, 1977, a n d  
a t  t h a t  p o i n t  t h e  c o n t r a c t  w i l l  t e r m i n a t e .  A c o n t r a c t  e x t e n s i o n  a n d  a d d i t i o n a l  
c o m m i t m e n t  o f  r e s e r v e s  h a s  b e e n  r e q u e s t e d  o f  U n i o n - M a r a t h o n ,  o r  t h e  r i g h t  
t o  r e c e i v e  g a s  o n  t h e  N o r t h  K e n a i  R o a d  w h i c h  i s  c o m m i t t e d  fo r  t h e  A n c h o r a g e  
a r e a  u n d e r  a s e p a r a t e  c o n t r a c t .  T h e r e  h a s  b e e n  l i t t l e  i f  a n y  p r o g r e s s  m a d e  
o n  t h e s e  r e q u e s t s  t h u s  f a r .

A l a s k a  P i p e l i n e  C o m p a n y ' s  c o n t r a c t  w i t h  U n i o n - M a r a t h o n  h a s  a p r o v i s i o n  
t h a t  i f  A P C  w e r e  t o  o b t a i n  r o y a l t y  g a s  f r om  t h e  K e n a i  g a s  f i e l d ,  t h e n  t h e  
c o m m i t m e n t  o f  g a s  r e s e r v e s  b y  U n i o n - M a r a t h o n  ( o r i g i n a l l y  550 BCF)  w o u l d  b e  
r e d u c e d  a n  e q u a l  a m o u n t ,  a n d  t h u s  i n  e f f e c 1' A P C  i s  b a r r e d  f r om  n e g o t i a t i n g  
f o r  r o y a l t y  g a s  f r om  t h e  K e n a i  g a s  f i e l d .

A P C  h a s  i n q u i r e d  f o r  a c o m m i t m e n t  o f  g a s  f r om  P h i l l i p s ,  w i t h  t h e  ( t e l e p h o n e )  
r e s p o n s e  t h a t  s i n c e  P h i l l i p s '  o b l i g a t i o n s  t o  t h e  g a s  c o m p a n y  o f  P o r t l a n d ,  O r e g o n  
a r e  i n  s u s p e n s e  d u e  t o  h e a r i n g s  a t  t h e  F e d e r a l  P o w e r  C o m m i s s i o n  a n d  s i n c e  t h e  
g a s  c o m p a n y  a t  L o s  A n g e l e s  i s  a t t e m p t i n g  t o  p u r c h a s e  r o y a l t y  g a s  f r om  t h e  N o r t h  
C o o k  I n l e t  g a s  f i e l d ,  P h i l l i p s  i s  n o t  c l e a r  t o  n e g o t i a t e  a c o m m i t m e n t  o f  r e s e r v e s  
t o  A P C .  I t  i s  k n o w n  a l s o  t h a t  t h e  P o r t l a n d  g a s  c o m p a n y  i s  r e q u e s t i n g  t o  p u r c h a s e  
N o r t h  C o o k  I n l e t  r o y a l t y  g a s  ( d i s c u s s i o n s  w i t h  G o v e r n o r  H a m m o n d ) .

S E P  2 9  1975

A L A S K A  h O Y A l / l Y

O I L  & G A S  B O A R D
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A P C  h a s  w r i t t e n  t o  t h e  S t a t e  ( l e t t e r  t o  O . K .  G i l b r e t h , A u g u s t  20, 1975, 
a t t a c h e d )  r e q u e s t i n g  t o  p u r c h a s e  t h e  N o r t h  C o o k  I n l e t  r o y a l t y  g a s  a t  t h e  p r i c e  
o f  50 .45 ^  p e r  M C F ,  w h i c h  i s  t h e  p r i c e  w h i c h  n o w  a p p l i e s  t o  t h e  r o y a l t y  g a s  
w h i c h  P h i l l i p s  u t i l i z e s  f o r  i t s  L N G  m a n u f a c t u r e ,• w h i c h  i s  k n o w n  t o  b e  45£ 
w e l l h e a d  p l u s  5 .45£ t r a n s p o r t a t i o n .  I f  t h i s  g a s  w e r e  t o  b e  o f f e r e d  t o  A P C ,
A P C  c o u l d  b u i l d  a p i p e l i n e  f r om  t h e  L N G  p l a n t  t o  d e l i v e r  t h e  g a s  i n t o  i t s  
p i p e l i n e  t o  A n c h o r a g e  a s  w e l l  a s  t o  s u p p l y  i t s  N o r t h  K e n a i  R o a d  c u s t o m e r s .
S u c h  a p i p e l i n e  ( a p p r o x i m a t e l y  35 m i l e s  o f  8") c o u l d  b e  b u i l t  i n  t h e  r i g h t  o f  
w a y  n o w  o c c u p i e d  b y  H o m e r  E l e c t r i c  A s s o c i a t i o n ' s  p o w e r  l i n e  f r om  t h e  B e r n i c e  
L a k e  p o w e r  p l a n t  t o  " Q u a r t z  C r e e k . "  H o w e v e r ,  c o n s t r u c t i o n  o f  s u c h  a p i p e ­
l i n e  s h o u l d  n o t  b e  n e c e s s a r y ,  b e c a u s e  e x i s t i n g  p i p e l i n e  s y s t e m s  c o u l d  b e  
u t i l i z e d  t o  " e x c h a n g e , "  o r  " d i s p l a c e , "  g a s  a n d  t h e  t r a n s a c t i o n  c o u l d  b e  m a d e  
e n t i r e l y  o n  p a p e r ,  c o n t i n u i n g  a c t u a l  m o v e m e n t  a s  a t  p r e s e n t ,  w i t h o u t  c h a n g e .  
N o r t h  C o o k  I n l e t  g a s  i s  i d e n t i c a l  t o  K e n a i  f i e l d  g a s  ( the  s t r e a m s  a r e  
i n t e r c h a n g e a b l e  a t  t h e  L N G  p l a n t ) , s o  a d j u s t m e n t s  c a n  b e  m a d e  b y  v o l u m e  o n l y .

A P C  w o u l d  a p p e a r  t o  b e  t h e  i d e a l  . c u s t o m e r  fo r  S t a t e  r o y a l t y  g a s  b e c a u s e  i t  w o u l d  
" b l e n d "  (by p r i c e / r a t e  a d j u s t m e n t s )  t h e  h i g h e r  p r i c e d  r o y a l t y  g a s  i n t o  i t s  p r e s e n t  
s u p p l y ,  w i t h  r e l a t i v e l y  s m a l l  i m p a c t  o n  i t s  r a t e s  t o  A l a s k a n  g a s  u s e r s .  A P C  h a s  
n e g o t i a t e d  " d e l i v e r a b i l i t y "  w i t h  U n i o n - M a r a t h o n  s o  t h a t  i t  i s  i n  a p o s i t i o n  t o  
t a k e  n o n e  or t h e  f u l l  r o y a l t y  s h a r e  o f  N o r t h  C o o k  I n l e t  g a s  w i t h o u t  p l a c i n g  i t s  
s u p p l i e r s  ( U n i o n - M a r a t h o n )  i n  a n y  h a r d s h i p  a n d  w i t h o u t  h a v i n g  t o  r e l y  o n  
c o n s t a n t  o r  s t e a d y  r a t e  p r o d u c t i o n  f r om  t h e  N o r t h  C o o k  I n l e t  f i e l d .  I n  o t h e r  
w o r d s ,  A P C  c o u l d  t a k e  t h e  S t a t e  r o y a l t y  g a s  f r om  N o r t h  C o o k  I n l e t  i f  a n d  a s  i t  
i s  p r o d u c e d ,  w i t h o u t  r e q u i r i n g  " d e l i v e r a b i l i t y . "

T h e  f o r e g o i n g  d e s c r i p t i o n  a s s u m e s  ' h a t  t h e  p r o d u c e r s  ( U n i o n ,  M a r a t h o n , P h i l l i p s )  
a n d  t h e  S t a t e  c a n  r e a d i l y  a g r e e  t o  t h e  " e x c h a n g e "  o r  " d i s p l a c e m e n t "  a s  i n d i c a t e d .  
I f  A P C  w e r e  t o  b u i l d  t h e  n e w  p i p e l i n e  s o  t h a t  t h e  r o y a l t y  g a s  a c t u a l l y  w e r e  t o  b e  
m o v e d  f r om  t h e  L N G  p l a n t  t o  A P C ' s  p i p e l i n e  t o  A n c h o r a g e ,  t h e  s a m e  g e n e r a l  
s i t u a t i o n  w o u l d  o b t a i n  a s  f o r  d i s p l a c e m e n t ,  b u t  o p e r a t i o n  w o u l d  b e  r e l a t i v e l y  
c o m p l e x  s i n c e  g a s  w o u l d  h a v e  t o  m o v e  t o  o r  f r om  t h e  L N G  p l a n t  i n  t h e  n e w  
p i p e l i n e  d e p e n d i n g  o n  w h e t h e r  o r  n o t  t h e  L N G  p l a n t  w e r e  r u n n i n g  a n d  a t  w h a t  
r a t e .  I t  i s  a n t i c i p a t e d  t h a t  n o r m a l l y  t h e r e  w o u l d  b e  a d e q u a t e  n o t i c e  a v a i l a b l e  
s o  t h a t  f l o w  r a t e  a n d  d i r e c t i o n a l  c h a n g e s  w o u l d  b e  p r a c t i c a l  - i n  f a c t  d i s p l a c e m e n t  
c o u l d  b e  u t i l i z e d  e v e n  w i t h  s u c h  a p i p e l i n e ,  t o  f o s t e r  b e s t  s c h e d u l i n g  b y  a l l  t h e  
p a r t i e s .  S u c h  d i s p l a c e m e n t  a c t u a l l y  o c c u r s  a l r e a d y ,  f r om  t i m e  t o  t i m e ,  a l t h o u g h  
i t  i n v o l v e s  o n l y  t h e  p r o d u c e r s  ( U n i o n ,  M a r a t h o n ,  P h i l l i p s )  a n d ,  o f  c o u r s e ,  d o e s  
n o t  a f f e c t  A P C  o r  t h e  S t a t e  a t  p r e s e n t .  T h e  p r o p o s e d  d i s p l a c e m e n t ,  e i t h e r  w i t h  
o r  w i t h o u t  a n e w  p i p e l i n e  b e i n g  a d d e d ,  s h o u l d  b e  j u s t  a s  p r a c t i c a l  i f  t h e  p a r t i e s  
w o u l d  s o  a g r e e .

D T / j s
e n c l o s u r e

c c: A l a s k a  Public I ities C o m m i s s i o n



P . 0 .  B O X  6 2 8 3  

A N C H O R A G E . A L A SK A  0 0 5 0 2

A u g u s t  20,  1975
COPIES SENT TO:

3 0 0 0  S P E N A R D  R O A D  

P H O N E  (0 0 7 )  2 7 7 - 5 5 5 1

Paul Robison 

Sebe Eastland 

Harold Schmidt

0. C. Honig

M r .  O .  K .  G i l f c r e t h ,  D i r e c t o r
D i v i s i o n  o f  O i l  a n d  G a s  ■ • .
S t a t e  o f  A l a s k a
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  
3001 P o r c u p i n e  S t r e e t  
A n c h o r a g e ,  A l a s k a  99504

D e a r  E a s y :

W e  h a v e  a g a s  s u p p l y  c o n t r a c t  w i t h  U n i o n - M a r a t h o n  f o r  10 B C F  o n  t h e  K e n a i  
N o r t h  R o a d  w h i c h  e x p i r e s  M a y  1, 1977. . D u e  t o  a c c e l e r a t e d  s a l e s  t o  C h u g o c h  
E l e c t r i c ' s  B e r n i c e  L a k e  p o w e r  p l a n t  t h i s  y e a r ,  i t  a p p e a r s  t h e  e n t i r e  r e s e r v e  
q u a n t i t y  c o u l d  ‘■ed u p  w i t h i n  l e s s  t h a n  o n e  y e a r  f r om  n o w ,  a n d  w e  a r e  
s o l i c i t i n g  a r e p l a u -  . ier. f s u p p l y  o f  g a s  t o  s e r v e  C h u g a c h  a n d  o u r  o t h e r  c u s t o ­
m e r s  o n  t h e  K e n a i  N o r t h  R o a d .

W e  a r e  i n  a p o s i t i o n  t o  c o m m i t  t o  t a k e  m o r e  t h a n  o u r  N o r t h  R o a d  r e q u i r e m e n t s ,  
h o w e v e r ,  a n d  w o u l d  l i k e  t o  o f f e r  t o  p u r c h a s e  t h e  S t a t e ' s  r o y a l t y  s h a r e  o f  
P h i l l i p s '  p r o d u c t i o n  f r om  N o r t h  C o o k  I n l e t ,  d e l i v e r e d  t o  a m e t e r i n g  p o i n t  n e a r  
t h e  P h i l l i p s - M a r a t h o n  L N G  p l a n t  o n  t h e  K e n a i  N o r t h  R o a d .  T h e  e x c e s s  a b o v e  
o u r  K e n a i  N o r t h  R o a d  s a l e s  w o u l d  b e  u s e d  t o  d i s p l a c e  d e l i v e r i e s  b y  U n i o n -  
M a r a t h o n  t o  u s  at t h e  K e n a i  g a s  f i e l d ,  a n d  t h u s  s e r v e  t o  p r o l o n g  t h e  a d e q u a c y  
o f  o u r  r e s e r v e  c o m m i t m e n t  a t  t h e  K e n a i  g a s  f i e l d .  W e  a r e  n o t  c e r t a i n  a s  t o  
w h e t h e r  o r  n o t  t h e  d i s p l a c e m e n t  c a n  b e  m a d e  " o n  p a p e r , "  o r  w h e t h e r  w e  w o u l d '  
b e  r e q u i r e d  t o  l a y  a p i p e l i n e  t o  c o n n e c t  i n t o  o u r  A n c h o r a g e  p i p e l i n e  e i t h e r  a t  
o r  n e a r  t h e  K e n a i  g a s  f i e l d  o r  a t  o r  n e a r  o u r  c o m p r e s s o r  s t a t i o n  e a s t  o f  t h e  
K e n a i  R i v e r .

P l e a s e  c o n s i d e r  t h i s  l e t t e r  t o  b e  a n  a p p l i c a t i o n  t o  p u r c h a s e  r o y a l t y  g a s  o s  
d e s c r i b e d ,  p u r s u a n t  t o  AS 3 8 .0 6 .0 1 0 .  S i n c e  l i m i t e d  t i m e  i s  a v a i l a b l e  t o  d o  
a n y  n e c e s s a r y  c o n s t r u c t i o n ,  w e  h o p e  a l l  p r o c e d u r a l  r e q u i r e m e n t s  c a n  b e  
d e t e r m i n e d  r e a d i l y .  W e  w o u l d  a n t i c i p a t e  p a y i n g  t h e  S t a t e  t h e  s a m e  p r i c e  i t  
w o u l d  h a v e  r e c e i v e d  f r om  P h i l l i p s ,  w h i c h  w e  b e l i e v e  t o  b e  45£ p e r  M C F  p l u s

A L A S K A  h U Y A L T Y  .

^IL a  G A S  B O A R D

  ----------. .  . . . .  . .  X I U U  l u r r n M  A-rr. r >A> j|/ r>AM \/



A L A S K A  P I P E L I N E  C O M P A N Y

A N C H O R A G E , A L A S K A

' M r .  O ’. K .  G l l b r e t h  
A u g u s t  20, 1975 

• P a g e  T w o

W e  a r e  r e l y i n g  o n  a p p r o v a l  b y  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  f o r  
u s  t o  " f l o w  t h r o u g h "  t h e  i n c r e a s e d  c o s t  o f  g a s  t o  C h u g a c h ' s  B e r n i c e  L a k e  
p o w e r  p l a n t  a n d  t o  " m e l d "  t h e  ( h i g h e r )  c o s t  r o y a l t y  g a s  w i t h  t h e  ( l ow e r )  
c o s t  K e n a i  f i e l d  g a s ,  o n  a d a y - t o - d a y  b a s i s ,  s i n c e  t h e  a m o u n t  o f  r o y a l t y  
g a s  w e  w o u l d  r e c e i v e  w o u l d  d e p e n d  o n  t h e  r a t e  o f  p r o d u c t i o n  o f  t h e  
P h i l l i p s - M a r a t h o n  L N G  p l a n t  a n d  b e  o u t s i d e  o u r  c o n t r o l .  W h e n  t h i s  
p l a n t  i s  d o w n  f o r  a n y  r e a s o n ,  w e  w o u l d  b e  u t i l i z i n g  K e n a i  f i e l d  g a s  a s  

‘ r e p l a c e m e n t .

P l e a s e  a d v i s e  r e g a r d i n g  a n y  q u e s t i o n s  o r  f u r t h e r  p r o c e d u r e  w e  s h o u l d  
f o l l o w  i n  p r e s e n t i n g  a f o r m a l  o f f e r  t o  t h e  S t a t e .

V e r y  t r u l y  y o u r s

D a l e  T e e l  
P r e s i d e n t

D T j l k d

c c :  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n



A L A S K A  R O Y A L T Y  O I L  & G A S  D E V E L O P M E N T  A D V I S O R Y  B O A R D

M i n u t e s  F r o m  O c t o b e r  10, 1 9 7 5 ,  M e e t i n g  i n  J u n e a u

1. T h e  m e e t i n g  w a s  c a l l e d  t o  o r d e r  b y  C h a i r m a n  M a r t i n  a t  

9 : 0 0  a . m .  i n  t h e  F i f t h  F l o o r  C o n f e r e n c e  R o o m  o f  t h e  S t a t e  O f f i c e  
B u i l d i n g .  A l l  o f  t h e  B o a r d  m e m b e r s  w e r e  i n  a t t e n d a n c e .  C h a i r m a n  

M a r t i n  h a d  n o  s p e c i a l  r e m a r k s  i n  o p e n i n g  t h e  m e e t i n g  a n d  t h e  
m e e t i n g  p r o c e e d e d  a c c o r d i n g  t o  t h e  a g e n d a  ( A p p e n d i x  A ) . S e v e r a l  

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

2. T h e  m i n u t e s  o f  t h e  A u g u s t  4, 1 9 7 5 ,  m e e t i n g  w e r e  a p p r o v e d  

a s  c i r c u l a t e d  to t h e  B o a r d .

3. R e p o r t s

A. B o a r d ' s  A d m i n i s t r a t i v e  R e p o r t .

1. R i c h a r d  L y o n  m o v e d  t h a t  t h e  R o y a l t y  B o a r d  g o  

i n t o  e x e c u t i v e  s e s s i o n  t o  d i s c u s s  t h e  a p p o i n t m e n t  o f  a n  E x e c u t i v e  
D i r e c t o r  f o r  t h e  R o y a l t y  B o a r d .  T h e  m o t i o n  w a s  s e c o n d e d  b y  

D o n a l d  T r i p l e h o r n .  T h e  m o t i o n  p a s s e d  u n a n i m o u s l y  a t  9 : 1 0  a . m .

T h e  m e e t i n g  w a s  c a l l e d  b a c k  t o  o r d e r  a t  9 : 3 0  a . m .  C h a i r m a n  M a r t i n  
a d v i s e d  t h o s e  p r e s e n t  t h a t  t h e  B o a r d  h a s  m a d e  a d e c i s i o n  o n  t h e  
a p p o i n t m e n t  o f  a n  E x e c u t i v e  D i r e c t o r .  A r l o n  T u s s i n g  m o v e d  t h a t  

VJilliam C. F a c k l e r  b e  a p p o i n t e d  a s  E x e c u t i v e  D i r e c t o r  o f  t h e  A l a s k a  
R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d  t o  b e  e f f e c t i v e  
N o v e m b e r  15, 1 9 7 5 ,  a t  a n  a d v a n c e d  s t e p  o f  t h e  s a l a r y  r a n g e .
D o n a l d  T r i p l e h o r n  s e c o n d e d  t h e  m o t i o n  a n d  t h e  m o t i o n  p a s s e d  u n a n i ­

m o u s l y .

2. C h a i r m a n  M a r t i n  a d v i s e d  t h a t  t h e  D e p a r t m e n t  o f  
L a w ' s  r e p o r t  w a s  n o t  y e t  c o m p l e t e ,  t h e r e f o r e ,  i t  w i l l  b e  p r e s e n t e d  

a t  a l a t e r  d a t e .

3. C h a i r m a n  M a r t i n  i n f o r m e d  t h e  B o a r d  t h a t  i t  
n e e d e d  t o  d e c i d e  a b o u t  t h e  d i s t r i b u t i o n  o f  p r o p o s a l s  t o  i n t e r e s t e d  

p a r t i e s .  T h e  m o t i o n  w a s  m a d e  t h a t  t h e  B o a r d  e s t a b l i s h  o p e n  r e a d i n g  

f i l e s  i n  A n c h o r a g e  i n  t h e  D i v i s o n  o f  L a n d s '  o f f i c e  a n d  in J u n e a u
i n  t h e  C o m m i s s i o n e r ' s  o f f i c e .  T h e  p r o p o s a l s  r e c e i v e d  s h o u l d  b e  

p l a c e d  i n  t h e  r e a d i n g  f i l e s  a n d  m a i l e d  t o  t h e  B o a r d  m e m b e r s  a n d  
a f t e r  f i v e  w o r k i n g  d a y s  b e  m a d e  a v a i l a b l e  to t h e  p u b l i c  u p o n  r e q u e s t .  

T h e  m o t i o n  w a s  s e c o n d e d  b y  R i c h a r d  L y o n .  M o t i o n  p a s s e d  u n a n i m o u s l y .



- 2 -

B. S t u d i e s

1. P r o j e c t e d  N a t u r a l  G a s  D e m a n d  - A  r e p o r t  w a s  
p r e s e n t e d  b y  M r .  P a t  D o b e y  o f  t h e  D i v i s i o n  o f  G e o l o g i c a l  a n d  
G e o p h y s i c a l  S u r v e y s  o f  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  o n  t h e  
p r o j e c t e d  n a t u r a l  g a s  d e m a n d .  ( A p p e n d i x  B.)

2. Mr. 0. K. G i l b r e t h ,  D i r e c t o r  o f  t h e  D i v i s i o n

o f  O i l  a n d  G a s  f o r  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  p r e s e n t e d  

a r e p o r t  o n  t h e  p r o j e c t e d  n a t u r a l  g a s  a v a i l a b i l i t y  in C o o k  I n l e t  
t o  t h e  R o y a l t y  B o a r d .  ( A p p e n d i x  C.)

C. C u r r e n t  F e d e r a l  L e g i s l a t i o n  - A r l o n  T u s s i n g  g a v e  
a b r i e f  r e p o r t  o n  c u r r e n t  f e d e r a l  l e g i s l a t i o n  ( A p p e n d i x  D) .
Mr .  T u s s i n g  i n f o r m e d  t h e  B o a r d  t h a t  i n  s u m m a r y  i t  is s t i l l  i n  

s t a l e m a t e  b o t h  o n  o i l  a n d  g a s  l e g i s l a t i o n ,  a n d  t h a t  t h e  C o n g r e s s  

h a d  p a s s e d  l e g i s l a t i o n  c o n t i n u i n g  p r i c e  c o n t r o l s  a n d  a l l o c a t i o n s  
o n  o i l  a n d  g a s  a n d  d i d  n o t  a c c e p t  t h e  A d m i n i s t r a t i o n ' s  p r o p o s e d  

s c h e d u l e  f o r  p h a s i n g  o u t  p r i c e  c o n t r o l s .  T h e  P r e s i d e n t  v e t o e d  it, 

t h e  v e t o  w a s  s u s t a i n e d  a n d  C o n g r e s s  d i d  n o t  o v e r r i d e  t h e  v e t o  a n d  
b e g i n n i n g  t h e  f i r s t  o f  S e p t e m b e r  t h e r e  w e r e  n o  p r i c e  c o n t r o l s  o r  
a l l o c a t i o n  a u t h o r i t y  f o r  o i l  a n d  g a s .  T h e  P r e s i d e n t  d i d  a g r e e  to 

a n o t h e r  r e t r o a c t i v e  e x t e n s i o n  o f  p r i c e  c o n t r o l  w h i l e  t h e r e  w a s
a n  a t t e m p t  to c o m e  u p  w i t h  a n e w  c o m p r o m i s e .  T h e  H o u s e  a n d  S e n a t e  
a r e  n o w  i n  c o n f e r e n c e  o n  t h e  l e g i s l a t i o n  a n d  b o t h  t h e  H o u s e  a n d  
S e n a t e  b i l l s  t h a t  w e n t  i n t o  t h i s  c o n f e r e n c e  h a v e  p r i c e  c o n t r o l  

p r o v i s i o n s  w h i c h  a r e  u n a c c e p t a b l e  to t h e  A d m i n i s t r a t i o n .  I t  l o o k s  
a s  if in N o v e m b e r  w e  w i l l  a g a i n  b e  f a c e d  w i t h  a s i t u a t i o n  w h e r e  
C o n g r e s s  w i l l  p a s s  a n  e x t e n s i o n  o f  o i l  a n d  g a s  p r i c e  c o n t r o l  w h i c h  

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

C h a i r m a n  M a r t i n  a s k e d  f o r  c o n c u r r e n c e  o f  t h e  B o a r d  i n  a l t e r i n g  
t h e  a g e n d a  t o  t a k e  u p  t h e  d e f i n i t i o n  o f  s u r p l u s  q u e s t i o n  f o l l o w i n g  

t h e  p r e s e n t a t i o n  o f  p r o p o s a l s  r e c e i v e d  s i n c e  t h e  l a s t  m e e t i n g  o f  
t h e  B o a r d .  T h e r e  w a s  n o  o b j e c t i o n  b y  t h e  B o a r d .

5. C o r r e s p o n d e n c e  - M r .  F a c k l e r  r e a d  s e v e r a l  l e t t e r s  t h a t  

h a d  b e e n  r e c e i v e d  f r o m  c o m p a n i e s  t h a t  r e f e r  r.o e a r l i e r  p r o p o s a l s  
s u b m i t t e d  b y  t h e  v a r i o u s  c o m p a n i e s  t o  t h e  B o a r d .  ( N o r t h e r n  N a t u r a l  

G a s ,  S o u t h e r n  N a t u r a l  G a s  C o m p a n y  a n d  A l a s k a  P e t r o l e u m  C o m p a n y . )

6. P r o p o s a l s  s i n c e  t h e  l a s t  m e e t i n g .

A. P r u d h o e  B a y

M r .  F a c k l e r  i n f o r m e d  t h e  B o a r d  t h a t  a l e t t e r  f r o m  
M u r p h y  O i l  C o r p o r a t i o n  h a d  b e e n  r e c e i v e d .  H e  a d v i s e d  t h a t  M u r p h y  
O i l  w a s  i n t e r e s t e d  in s u p p l y i n g  a p o r t i o n  o f  t h e i r  S u p e r i o r ,  

W i s c o n s i n ,  r e f i n e r y ' s  n e e d s  w i t h  A l a s k a n  c r u d e ‘o i l  s t a r t i n g  in 1 9 7 7 .  

T h e  v e h i c l e  f o r  t h e  c r u d e  o i l  w o u l d  b e  t h e  T r a n s  M o u n t a i n  P i p e l i n e  
f r o m  P u g e t  S o u n d  t o  . I n t e r p r o v i n c i a l  P i p e l i n e  a n d  t h e n  t o  S u p e r i o r ,  
W i s c o n s i n .  T h e y  e s t i m a t e d  r e q u i r e m e n t s  t o  b e  2 0 , 0 0 0  t o  4 0 , 0 0 0  
b a r r e l s  p e r  d a y .  T h e y  a d v i s e d  t h a t  a t  t h e  p r e s e n t  t i m e  it
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w o u l d  b e  i m p o s s i b l e  w i t h  t h e  u n c e r t a i n  c o n d i t i o n s  in r e g a r d  to 

p r i c e ,  g o v e r n m e n t  c o n t r o l s ,  p i p e l i n e  r e v e r s a l ,  et c e t e r a  to 

s u b m i t  a f i r m  b i d  f o r  p r o d u c t i o n  to b e  p u r c h a s e d  s e v e r a l  y e a r s  
in t h e  f u t u r e .  T h e y  w o u l d  b e  w i l l i n g  t o  p a y  c o m p e t i t i v e  w o r l d  
m a r k e t  p r i c e s  f o r  s i m i l a r  t y p e s  o f  c r u d e  a t  t h e  t i m e  o f  p u r c h a s e .

Mr. R o b e r t  C. T h o m a s  o f  T e n n e s s e e  G a s  T r a n s m i s s i o n  C o m p a n y  w a s  
p r e s e n t  a n d  w a s  r e q u e s t e d  t o  p r e s e n t  t h e i r  p r o p o s a l .  M r .  T h o m a s  
a d v i s e d  t h a t  t h e i r  p r o p o s a l  w o u l d  a l l o w  t h e  f o l l o w i n g  b e n e f i t s :

1. C o m p a n y  a c q u i r i n g  t h e  r i g h t  t o  c o n t r a c t  t h e  
r o y a l t y  r e s e r v e s  s h o u l d  b e  c a p a b l e  o f  g i v i n g  

m a x i m u m ,  s u p p o r t  t o  t h e  o b t a i n i n g  o f  a t r a n s -  
A l a s k a  p i p e l i n e  r o u t e .  H e  p o i n t e d  o u t  t h a t  in 

t h e i r  a p p r o a c h  t h e y  h a d  c o v e r e d  t h i s  p o i n t  b y  
s t a t i n g  t h a t  to d a t e  T e n n e s s e e  G a s  T r a n s m i s s i o n  

C o m p a n y  h a s  n o t  s u p p o r t e d  e i t h e r  r o u t e  d e s i g n e d  

t o  t r a n s p o r t  N o r t h  S l o p e  g a s  t o  m a r k e t .

2. T h a t  t h e  S t a t e  w o u l d  r e c e i v e  s u b s t a n t i a l  f r o n t -  

e n d  m o n e y .  In t h e i r  a p p r o a c h  t h e y  i n d i c a t e d  
t h a t  t h e y  w o u l d  m a k e  a v a i l a b l e  to t h e  S t a t e  i n  

e x c e s s  o f  1 0 0  m i l l i o n  d o l l a r s  f o r  t h e  r i g h t  to 

c o n t r a c t  a l l  o f  t h e  r o y a l t y  o i l  a n d  g a s  r e s e r v e s  
in t h e  P r u d h o e  B a y  F i e l d .  T h e  e x a c t  a m o u n t  

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

s e v e r a l  o t h e r  f a c t o r s .  T h e  f u n d s  w o u l d  b e  m a d e  

a v a i l a b l e  t o  t h e  S t a t e  o v e r  a t h r e e - y e a r  p e r i o d  
a c c o r d i n g  t o  t h e  S t a t e ' s  n e e d s .  T h e r e  w o u l d  b e  

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

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

f r e e .

3. T h e y  f e l t  t h a t  s o m e  o f  t h e  g a s  m u s t  b e  a v a i l a b l e  
f o r  u s e  w i t h i n  t h e  S t a t e ,  in t h e i r  o u t l i n e  t h e y  
i n d i c a t e d  t h a t  t h e y  w o u l d  c o n s i d e r  r e s e r v a t i o n  o f  

t h e  S t a t e  o f  u p  t o  1 0  p e r c e n t  o f  t h e  r o y a l t y  g a s .
T h e y  d i d  n o t  i n t e n d  t o  i m p l y  t h a t  t h i s  r e p r e s e n t e d  
t h e  m a x i m u m  a n t i c i p a t e d  f u t u r e  g r o w t h  o f  t h e  S t a t e  

n a t u r a l  g a s  l e a s e .  W h a t  it d i d  i n d i c a t e  is t h a t  
t h e y  f e e l  t h e  p r i m a r y  g o a l  a t  t h i s  t i m e  s h o u l d  b e  
t o  s e c u r e  a t r a n s - A l a s k a  r o u t e  a n d  t h a t  t h e  m a j o r  

s o u r c e  o f  g a s  f o r  t h e  f u t u r e  n e e d s  o f  t h e  S t a t e  
w o u l d  c o m e  f r o m  f u t u r e  r e s e r v e s  f o u n d  a n d  t r a n s ­
p o r t e d  t h r o u g h  t h i s  s y s t e m .
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( , 4. T h e  m a x i m u m  p o s s i b l e  w e l l h e a d  p r i c e  s h o u l d  b e
p a i d  f o r  t h e  r e s e r v e s  w h e n  p r o d u c e d .  T h e y  

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

g o  i n t o  i n t e r s t a t e  c o m m e r c e  a n d  u n d e r  c u r r e n t  
r e g u l a t i o n s  w o u l d  b e  subjecv. t o  c o n t r o l  b y  

t h e  F e d e r a l  P o w e r  C o m m i s s i o n .  S i n c e  t h e y  a r e  

r e g u l a t e d  b y  t h e  F e d e r a l  P o w e r  C o m m i s s i o n ,  t h e y  

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

p r i c e .

S i n c e  t h e  p u r c h a s e r  is s u b j e c t  t o  u n k n o w n  t i m i n g  f a c t o r s  a n d  s u b­

s t a n t i a l  r i s k s  a s s o c i a t e d  w i t h  p u r c h a s i n g  t h e  r i g h t  t o  c o n t r a c t  
P r u d h o e  B a y  g a s ,  t h e  p u r c h a s e r  m u s t  b e  c o m p e n s a t e d  b y  c e r t a i n  
b e n e f i t s .  T h e y  s e e  t h o s e  b e n e f i t s  t o  t h e  p u r c h a s e r  a s  b e i n g :

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

2. t h e  f r o n t - e n d  p a y m e n t  m u s t  b e  r e c o v e r a b l e  a t  a

p a r t i c u l a r  p o i n t  in t i m e ,  a n d

3. t h e  r i g h t  t o  c o n t r a c t  a l l  o f  t h e  S t a t e ' s  r o y a l t y  

g a s  i n  P r u d h o e  B a y  s u b j e c t  t o  a 10 p e r c e n t  
r e s e r v a t i o n  o f  t h e  g a s  b y  t h e  S t a t e .

T h e y  f e e l  t h e  m o s t  i m p o r t a n t  c o n s i d e r a t i o n  b y  t h e  S t a t e  a t  
t h i s  t i m e  i s  t h e  s e c u r i n g  o f  t h e  t r a n s - A l a s k a  r o u t i n g  f o r  t h e  

P r u d h o e  B a y  g a s .  T h i s  i s  t h e  b i g g e s t  s i n g l e  f a c t o r  t h a t  w o u l d  h a v e

a n  i m p a c t  o n  t h e  S t a t e  t h r o u g h o u t  i t s  f u t u r e .  T o  i n s u r e  t h a t  t h e r e

is n o  q u e s t i o n  a b o u t  t h e i r  i n t e n t  in p r o m o t i n g  a t r a n s - A l a s k a n  r o u t e ,  
T e n n e c o  w o u l d  a d d  a p r o v i s i o n  t o  t h e  m e m o r a n d u m  t h e y  s u b m i t t e d  t h a t  
t h e y  w o u l d  b e  w i l l i n g  t o  g i v e  t h e  S t a t e  t h e  o p t i o n  o f  t e r m i n a t i n g  
t h e i r  r i g h t  t o  c o n t r a c t  s h o u l d  t h e  t r a n s - A l a s k a  r o u t e  n o t  b e  c o n ­

s i d e r e d .  T h i s  t e r m i n a t i o n  p r o v i s i o n  w o u l d  f u r t h e r  p r o v i d e  t h a t  

T e n n e c o  w o u l d  r e c e i v e  t h e i r  c a p i t a l  c o n t r i b u t i o n  b a c k  p l u s  a n y  

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

a t t e m p t s  t o  c o n t r a c t  r o y a l t y  g a s .

C h a i r m a n  M a r t i n  a s k e d  M r .  T h o m a s  if T e n n e c o  h a d  d o n e  a n y  a n a l y s i s  

o f  t h e  E l  P a s o  p r o p o s a l  o n  a c o m p a r a t i v e  b a s i s  w i t h  t h e i r  p r o p o s a l  
a n d  h a d  t h e y  t a k e n  a l o o k  a t  t h e  q u e s t i o n  o f  t h e  1 0  p e r c e n t  s e t  
a s i d e  a n d  t h e  j u r i s d i c t i o n a l  q u e s t i o n  in r e g a r d  t o  c o m m i n g l i n g ?

Mr. T h o m a s  a d v i s e d  t h a t  h e  w o u l d  g e t  a r e s p o n s e  t o  t h e s e  q u e s t i o n s  

in w r i t i n g  t o  t h e  B o a r d .

A r l o n  T u s s i n g  a s k e d  if T e n n e c o  c o u l d  p r o v i d e  t h e  B o a r d  w i t h  t h e  
b a c k u p  o n  t h e i r  m a r k e t  a n a l y s i s  a n d  c o s t  a n a l y s i s .  M r .  T h o m a s  s t a t e d  
t h a t  lie w o u l d  b e  h a p p y  to g e t  t h e  i n f o r m a t i o n  t o g e t h e r  f o r  t h e  B o a r d .

C h a i r m a n  M a r t i n  c a l l e d  a l u n c h  r e c e s s  u n t i l  1 : 3 0  p . m .  T h e  m e e t i n g  
w a s  c a l l e d  t o  o r d e r  a t  1 : 3 0  p . m .  a n d  M r .  F a c k l e r  r e a d  a l e t t e r  
r e c e i v e d  f r o m  N o r t h e r n  L i q u i d  F u e l s  C o m p a n i e s  d a t e d  A u g u s t  11, 1 9 7 5 ,  
t o  t h e  B o a r d .  N o r t h e r n  L i q u i d  F u e l s  C o m p a n i e s  w i s h e d  t o  a c q u i r e  t h e  
r i g h t  t o  p r o c e s s  t h e  S t a t e  o f  A l a s k a ' s  r o y a l t y  s h a r e  o f  t h e  g a s  to 
b e ’p r o d u c e d  f r o m  t h e  P r u d h o e  B a y  F i e l d  f o r  t h e  r e m o v a l  o f  p r o p a n e ,  

b u t a n e ,  n a t u r a l  g a s o l i n e  a n d  e t h a n e  (NGL) a n d  t o  p u r c h a s e  a n y  N G L  
a t t r i b u t a b l e  t o  t h e  S t a t e  o f  A l a s k a ' s  r o y a l t y  s h a r e  o f  t h e  o i l
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p r o d u c e d  f r o m  s u c h  f i e l d .  F o r  t h e  r i g h t  to p r o c e s s  t h e  S t a t e  o f  
A l a s k a ' s  r o y a l t y  s h a r e  o f  s u c h  g a s ,  t h e  C o m p a n i e s  w o u l d  p r o p o s e  a 
p r e p a y m e n t  p l u s  a p a y m e n t  f o r  e a c h  b a r r e l  o f  N G L  e x t r a c t e d  a n d  

m a r k e t e d  o v e r  t h e  l i f e  o f  t h e  f i e l d ,  t h e  a m o u n t s  o f  s u c h  p a y m e n t s  to 

b e  d e t e r m i n e d ' u p o n  c o n c l u s i o n  o f  t h e  s t u d y  h e r e i n a f t e r  r e f e r r e d  to. 
T h e  C o m p a n i e s  p r o p o s e  to u n d e r t a k e  a c o m p r e h e n s i v e  s t u d y  t o  d e t e r m i n e  

w h i c h  o f  t h e  f o l l o w i n g  p r o g r a m s  is m o r e  e c o n o m i c a l :  1) p r o c e s s  t h e  

g a s  s t r e a m  in t h e  f i e l d  f o r  r e m o v a l  t o  t h e  N G L  a n d  b u i l d  a l i q u i d s  
p i p e l i n e  t o  t r a n s p o r t  t h e  N G L  t o  S o u t h e r n  A l a s k a ,  o r  2) l e a v e  t h e  

N G L  in t h e  g a s  s t r e a m  a n d  p r o c e s s  t h e  s t r e a m :  a) in S o u t h e r n  A l a s k a ,  

j.f a t r a n s - A l a s k a  g a s  p i p e l i n e  is b u i l t ,  o r  b) i n  C a n a d a  o r  t h e  
U n i t e d  S t a t e s  i f  a n  A l a s k a - C a n a d i a n  p i p e l i n e  s y s t e m  is b u i l t .  T h e  

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

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

o f  A l a s k a  i n  i t s  p r i n c i p a l  c i t i e s  o f  A n c h o r a g e ,  F a i r b a n k s ,  J u n e a u ,  
a s  w e l l  a s  o t h e r s  t o  w h i c h  r e a s o n a b l e  t r a n s p o r t a t i o n  c a n  b e  m a d e  

a v a i l a b l e  t o  t r a n s p o r t  s a f e l y  l i q u i d  f u e l .  T h e  C o m p a n i e s  w o u l d  b e  

i n t e r e s t e d  in e s t a b l i s h i n g  s u c h  a s y s t e m  if t h e  s t u d i e s  i n d i c a t e d  
t h a t  t h e  N G L  s h o u l d  b e  r e m o v e d  e i t h e r  i n  t h e  P r u d h o e  B a y  F i e l d  o r  
a t  t h e  c o a s t  o r  s o m e  i n t e r m e d i a t e  p o i n t  a l o n g  t h e  t r a n s - A l a s k a  
p i p e l i n e .  T h e  p o r t i o n  o f  N G L  w h i c h  e x c e e d s  t h e  n e e d s  o f  t h e  S t a t e  

o f  A l a s k a  w o u l d  b e  e x p o r t e d  t o  t h e  c o n t i n e n t a l  U n i t e d  S t a t e s .  T h e  
C o m p a n i e s ,  t o g e t h e r  w i t h  t w o  o t h e r  p a r t i e s ,  a r e  c u r r e n t l y  e n g a g e d  
in d e s i g n i n g  a n  L P G  i m p o r t  t e r m i n a l  f a c i l i t y  o n  t h e  H o u s t o n  G u l f  

C o a s t  c a p a b l e  o f  r e c e i v i n g  1 0 0 , 0 0 0  b a r r e l s  o f  L P G  p e r  d a y .  Mr. B a c a  
w a s  p r e s e n t  t o  a n s w e r  a n y  q u e s t i o n s  t h e  B o a r d  h a d .  M r .  B a c a  a d v i s e d  
t h e  B o a r d  t h a t  h e  w o u l d  p r e p a r e  a m o r e  d e t a i l e d  p r o p o s a l  c o n c e r n i n g  

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

B. C o o k  I n l e t

M r .  F a c k l e r  a d v i s e d  t h e  B o a r d  t h a t  t w o  p r o p o s a l s  h a d  

b e e n  r e c e i v e d  wi :h r e g a r d  t o  C o o k  I n l e t  g a s .  T h e  f i r s t  o n e  w a s  

f r o m  A l a s k a  P i p e l i n e  C o m p a n y  w h o  w e r e  r e q u e s t i n g  p u r c h a s e  o f  t h e  

r o y a l t y  s h a r e  o f  N o r t h  C o o k  I n l e t  g a s  f i e l d  a t  o r  n e a r  t h e  P h i l l i p s /  
M a r a t h o n  L N G  P l a n t  o n  t h e  N o r t h  K e n a i  R o a d ,  a t  t h e  p r i c e  p a i d  by 

P h i l l i p s  t o  a c q u i r e  t h i s  g a s  f r o m  t h e  S t a t e  f o r  t h e  m a n u f a c t u r e  o f  
L N G  f o r  e x p o r t  to J a p a n  o r  e l s e w h e r e .  T h e y  b e l i e v e  t h e  m o s t  
r e a s o n a b l e  m e t h o d  f o r  h a n d l i n g  t h e  d e l i v e r y  a n d  s a l e  w o u l d  b e  b y  
" e x c h a n g e , "  o r  " d i s p l a c e m e n t , "  so t h a t  c o n s t r u c t i o n  o f  n e w  p i p e l i n e  
a n d  c o m p r e s s i o n  w o u l d  b e  m i n i m i z e d .  S i n c e  t h e i r  s u p p l y  a t  t h e  K e n a i  

g a s  f i e i d  i s  i n t e r c o n n e c t e d  t o  t h e  N o r t h  C o o k  I n l e t  g a s  s u p p l y  a t  

t h e  L N G  p l a n t ,  f o r  t h e  t i m e  b e i n g ,  it w o u l d  b e  p r a c t i c a l  t h a t  
A l a s k a  P i p e l i n e  w o u l d  t a k e  w h a t e v e r  a m o u n t  o f  t h e  N o r t h  C o o k  I n l e t  

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

t h e i r  s y s t e m  a t  t h e  K e n a i  g a s  f i e l d .  L a t e r ,  if a d d i t i o n a l  i n v e s t­
m e n t  w o u l d  b o  r e q u i r e d  f o r  t r a n s p o r t i n g  t h i s  r o y a l t y  g a s  to s h o r e ,  
t h e y  w o u l d  n e g o t i a t e  t h e i r  p a r t i c i p a t i o n  i n  i n v e s t m e n t ,  o r  i n s t a l l  

t.’e i r  o w n  f a c i l i t i e s  i f  n e c e s s a r y ,  in o r d e r  t o  a c c o m p l i s h  t h e  
p u r c h a s e  o n  t h e  m o s t  r e a s o n a b l e  b a s i s  f o r  a l l  c o n c e r n e d .  T h e  

e s s e n t i a l  a s p e c t  o f  t h e i r  r e q u e s t  is t h a t  t h e y  h a v e  a n  i m m e d i a t e
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n s e d  f o r  a d d i t i o n a l  g a s  o n  t h e  N o r t h  K e n a i  R o a d  a n d  h a v e  a l o n g ­

t e r m  r e q u i r e m e n t  f o r  a d d i t i o n a l  g a s  r e s e r v e s  t o  s e r v e  A l a s k a n  
c u s t o m e r s  in t h e i r  p r e s e n t  s e r v i c e  a r e a .  T h e y  b e l i e v e  t h a t  i t  is 

in t h e  p u b l i c  i n t e r e s t  t h a t  t h e y  s h o u l d  b e  a l l o w e d  t o  p u r c h a s e  t h i s  
S t a t e  r o y a l t y  g a s  f o r  l o c a l  c o n s u m p t i o n  r a t h e r  t h a n  f o r  t h i s  g a s  to 
b e  e x p o r t e d  t o  J a p a n  o r  e l s e w h e r e .  T h e y  w o u l d  b e g i n  p r e p a r i n g  a 
f o r m a l  a p p l i c a t i o n  t o  p u r c h a s e  t h i s  g a s  a n d  w o u l d  a p p r e c i a t e  h a v i n g  
t h e  B o a r d ' s  g u i d a n c e  a s  t o  w h a t  s u p p o r t i n g  d a t a  o r  f o r m a t  m a y  b e  

d e s i r e d .

Mr. F a c k l e r  g a v e  t h e  B o a r d  s o m e  b a c k g r o u n d  o n  t h i s  r e q u e s t ,  lie 

a d v i s e d  t h a t  A l a s k a  P i p e l i n e  C o m p a n y  h a s  r e n e g o t i a t e d  w i t h  U n i o n  
M a r a t h o n  a n d  h a v e  i n c r e a s e d  t h e i r  d e l i v e r a b i l i t y  b u t  h a v e  n o t  
i n c r e a s e d  tiv-ir r e s e r v e s .  M r .  T e e l  is s e e k i n g  i n c r e a s e s  i n  r e s e r v e s  

n o w .  C h a i r m a n  M a r t i n  a d v i s e d  t h e  B o a r d  t h a t  w h a t  M r .  T e e l  i n d i c a t e s  
w o u l d  r e q u i r e  B o a r d  a c t i o n  a n d  s u b m i s s i o n  t o  t h e  u p c o m i n g  L e g i s l a t u r e  
Mr .  T e e l  f e e l s  t h a t  f r o m  t h e  c o n s u m e r ' s  s t a n d p o i n t  t h i s  w o u l d  b e  v e r y  

a t t r a c t i v e  l e g i s l a t i v e l y .  I t  w o u l d  b e  b a s e d  t o t a l l y  o n  t h e  a t t r a c ­
t i v e n e s s  a p p l y i n g  t o  t h e  A n c h o r a g e  a r e a  a s  o p p o s e d  to o t h e r  a r e a’s i n  
t h e  S t a t e .  M r .  G a l l a g h e r  i n f o r m e d  t h e  B o a r d  t h a t  a c l a u s e  in 

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

c o n t r a c t .  M r .  G a l l a g h e r  i n f o r m e d  t h e  B o a r d  t h a t  t h e  m o s t  f a v o r e d  
n a t i o n s  c o n c e p t  i s  t h a t  t h e  p r i c e  w i l l  m e e t  t h e  h i g h e s t  p r i c e  in 

t h e  f i e l d .  C h a i r m a n  M a r t i n  r e q u e s t e d  t h a t  M r .  F a c k l e r  d i r e c t  a 
l e t t e r  t o  M r .  T e e l  i n v i t i n g  h i m  to m a k e  a p r e s e n t a t i o n  a t  t h e  B o a r d ' s  

n e x t  m e e t i n g .

T h e  s e c o n d  l e t t e r  w a s  f r o m  N o r t h w e s t  N a t u r a l  G a s  C o m p a n y  i n  w h i c h  
t h e y  a d v i s e d  t h a t  t h e i r  p r o j e c t  f o r  d e l i v e r i n g  L N G  f r o m  A l a s k a  t o  

t h e  S t a t e  o f  O r e g o n  h a d  h i t  a s n a g  d u e  t o  t h e  j u r i s d i c t i o n a l  
r e s t r i c t i o n s  w h i c h  w o u l d  b e  i m p o s e d  o n  t h e  p r o d u c e r s  ( P h i l l i p s  
P e t r o l e u m  C o m p a n y  a n d  M a r a t h o n  O i l  C o m p a n y )  b y  t h e  F e d e r a l  P o w e r  

C o m m i s s i o n .

4. D e f i n i t i o n  o f  S u r p l u s  - C h a i r m a n  M a r t i n  r e a d  t h e  s t a t u t e  

r e g a r d i n g  s u r p l u s  (AS 3 8 . 0 5 . 1 3  (d)). C h a i r m a n  M a r t i n  a d v i s e d  t h e  
B o a r d  t h a t  s o m e  b a s i c  s t a n d a r d  in r e g a r d  t o  s u r p l u s  i s  g o i n g  t o  
h a v e  t o  b e  e s t a b l i s h e d  a s  a p a r t  o f  t h e  r e g u l a t i o n s .  T h e  B o a r d  

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

A f t e r  m u c h  d i s c u s s i o n  a b o u t  s u r p l u s ,  t h r e e  i t e m s  e m e r g e d  t h a t  s h o u l d  
b e  i n c l u d e d  i n  t h e  d e f i n i t i o n  o f  s u r p l u s  a n d  t h e y  a r e :  1) t i m e  p e r i o d  

2) d e m a n d ,  a n d  3) s u p p l y .  C h a i r m a n  M a r t i n  i n f o r m e d  t h e  B o a r d  t h a t  h e  

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

7. O t h e r  B u s i n e s s  - D i c k  L y o n  m o v e d  t h a t  t h e  B o a r d  a u t h o r i z e  
t h e  B o a r d  m e m b e r s  w h o  w i s h e d  t o  t a k e  a b r i e f i n g  f r o m  T e n n e s s e e  
G a s  T r a n s m i s s i o n  C o m p a n y  o n  t h e i r  e c o n o m i c  a n a l y s i s  a n d  g o  t h r o u g h  

t h e i r  c a l c u l a t i o n s  o f  c o s t s  a n d  t h a t  e i t h e r  t h e  B o a r d  m e m b e r  o r  
T e n n e s s e e  G a s  T r a n s m i s s i o n  C o m p a n y  w o u l d  s e n d  t c  t h e  E o a r d  a w r i t t e n  

s u m m a r y  o f  t h e  b r i e f i n g  f o r  t h e  B o a r d ' s  r e c o r d s .  D o n  T r i p l e h o r n  
s e c o n d e d  t h e  m o t i o n  a n d  t h e  m o t i o n  p a s s e d  u n a n i m o u s l y .



C h a i r m a n  M a r t i n  a d v i s e d  t h a t  t h e  n e x t  i t e m  o n  t h e  a g e n d a  w a s  t h e  
s c h e d u l i n g  o f  t h e  n e x t  B o a r d  m e e t i n g .  T h e  next. B o a r d  m e e t i n g  w i l l  
b e  h e l d  in A n c h o r a g e ,  A l a s k a  o n  N o v e m b e r  10, b e g i n n i n g  a t  8 : 3 0  a . m .  

H e  a d v i s e d  t h a t  t h e r e  s h o u l d  b e  a n o t h e r  m e e t i n g  in D e c e m b e r .  T h e  
m e e t i n g  is t e n t a t i v e l y  s c h e d u l e d  s o m e  t i m e  d u r i n g  t h e  w e e k  o f  
D e c e m b e r  8. T h e  m e e t i n g  w i l l  b e  h e l d  i n  J u n e a u  a n d  w i l l  b e g i n  

a t  8 : 3 0  a. m .

8. P u b l i c  P a r t i c i p a t i o n  - M r .  S w e t n a m  o f  P h i l l i p s  P e t r o l e u m  

C o m p a n y  r e q u e s t e d  t h a t  P h i l l i p s  h a v e  a n  o p p o r t u n i t y  t o  m a k e  a 
p r e s e n t a t i o n  t o  t h e  B o a r d  r e g a r d i n g  N o r t h  C o o k  I n l e t  r o y a l t y  g a s .  
C h a i r m a n  Ma?. c i n  r e q u e s t e d  t h a t  P h i l l i p s  m a k e  a w r i t t e n  p r e s e n t a t i o n  

t o  a t  l e a s e  t h e  C o m m i s s i o n e r 's O f f i c e ,  w h i c h  t h e  C o m m i s s i o n e r  w o u l d  

m a k e  a v a i l a b l e  t o  t h e  B o a r d  a n d  b a s e d  o n  t h i s  p r o p o s a l  t a l k  w i t h  
h i s  o f f i c e  i n  t h e  i n t e r i m  s o  t h e y  c o u l d  d e c i d e  w h e t h e r  a n  a p p e a r a n c e  

w o u l d  b e  n e c e s s a r y  a n d  d e s i r a b l e .

M r .  A. B a c a  o f  N o r t h e r n  L i q u i d  F u e l s  C o m p a n i e s  w a n t e d  t o  a d d  t o  
t h e i r  p r e s e n t a t i o n  t h a t  if a n  L P G  s y s t e m  i s  f e a s i b l e  t o  b e  c o n ­

s t r u c t e d  t h a t  t h e  S t a t e ' s  r o y a l t y  l i q u i d s  w o u l d  b e  a v a i l a b l e  to 

s e r v e  a n y  m a r k e t  w i t h i n  A l a s k a  t h a t  m i g h t  e x i s t .

T h e r e  b e i n g  n o  f u r t h e r  b u s i n e s s  t h e  m e e t i n g  a d j o u r n e d  a t  3 : 1 5  p. m .
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A L A S K A  R O Y A L T Y  O I L  & G A S  D E V E L O P M E N T  A D V I S O R Y  B O A R D  

M i n u t e s  F r o m  N o v e m b e r  10, 1 9 7 5 ,  M e e t i n g  in A n c h o r a g e

1. T h e  M e e t i n g  w a s  c a l l e d  t o  o r d e r  b y  C h a i r m a n  M a r t i n  a t
8 : 3 0  a. m .  in t h e  D i v i s i o n  o f  L a n d s  C o n f e r e n c e  R o o m  in A n c h o r a g e .  A l l  
B o a r d  m e m b e r s  w e r e  in a t t e n d a n c e ,  t o g e t h e r  w i t h  m e m b e r s  o f  o u r  l e g i s­

l a t i v e  l i a i s o n  g r o u p ,  d i s t i n g u i s h e d  C o m m i s s i o n e r s  o f  P u b l i c  U t i l i t i e s  

a n d  o t h e r  d i g n a t a r i e s .

2. T h e  M i n u t e s  o f  t h e  O c t o b e r  1 0 ,  1 9 7 5 ,  m e e t i n g  w e r e  d i s c u s s e d .  
A r l o n  T u s s i h g  r a i s e d  a q u e s t i o n  o n  t h e  w o r d i n g  o f  S e c t i o n  4 o n  p a g e  
6 o n  D e f i n i t i o n s  o f  S u r p l u s ,  a n d  w h e t h e r  o r  n o t  M r .  T u s s i n g  h a d  m a d e  

a m o t i o n  d e f i n i n g  p a r a m e t e r s  n e e d e d  in t h e  d e f i n i t i o n s .  M r .  F a c k l e r  

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

3. R e p o r t s

A. C h a i r m a n  M a r t i n  w a s  i n f o r m e d  t h a t  t h e  r e p o r t s  o n  N a t u r a l  

G a s  F u t u r e  D e m a n d  a n d  E x i s t i n g  G a s  C o n t r a c t s  s c h e d u l e d  a t  t h i s  t i m e  

w o u l d  b e  d e l a y e d  s e v e r a l  h o u r s  p e n d i n g  l a s t  m i n u t e  w o r k .  T h e  B o a r d  

d e c i d e d  t o  a m e n d  t h e  s c h e d u l e  a n d  a d v a n c e  to P a r t  V  - P r o p o s a l s .

5. P r o p o s a l s

A. P r u d h o e  B a y

1. M r .  J o h n  B e n n e t t ,  E l  P a s o  A l a s k a  C o m p a n y ,  r e v i e w e d  
t h e  El P a s o  t r a n s - A l a s k a  g a s  p i p e l i n e  p r o j e c t  e f f o r t s  t o  d a t e  e m p h a ­
s i z i n g  E l  P a s o ' s  n e e d  f o r  a c o n t r a c t  t o  p u r c h a s e  o r  t r a n s p o r t  S t a t e  
r o y a l t y  g a s  f r o m  P r u d h o e  B a y  w h i c h  i s  s u r p l u s  t o  S t a t e ' s  n e e d s .  A  

t r a n s c r i p t  o f  t h e  t e s t i m o n y  is a t t a c h e d .

B. C o o k  I n l e t

1. M r  D a l e  T e e l ,  A l a s k a  P i p e l i n e  C o m p a n y ,  p r e s e n t e d  a 

r e q u e s t  t h a t  t h e  S t a t e  r o y a l t y  g a s  f r o m  N o r t h  C o o k  I n l e t  g a s  f i e l d  

b e  t a k e n  i n - k i n d  a n d  s o l d  t o  A l a s k a  P i p e l i n e  C o m p a n y .  Ilis t e s t i m o n y  
w a s  f o l l o w e d  b y  M r .  J o h n  H o r n ,  P h i l l i p s P e t r n . 1  p u m .-Como a w — w h o  p p n n c - . n . j  

"FTr"] T e e l ' s r e q u e s t . A  t r a n s c r i p t  o f  t h e  t e s t i m o n y  o f  M r .  T e e l  a n d  

M r .  H o r n  is a t t a c h e d  t o  t h e  m i n u t e s .

Mr. T h o m a s  S t a h r ,  A n c h o r a g e  M u n i c i p a l  L i g h t  a n d  P o w e r ,  r e a d  a l e t t e r  
to t h e  B o a r d  s u p p o r t i n g  t h e  A l a s k a  P i p e l i n e  C o m p a n y  r e q u e s t .  A  c o p y  

o f  t h e  l e t t e r  i s  a t t a c h e d .

M r .  J o h n  M i l l e r ,  D i v i s i o n  o f  O i l  a n d  G a s ,  p r e s e n t e d  a t a b l e  s u m m a r i z i n g  

t h e  e x i s t i n g  g a s  c o n t r a c t s  in t h e  C o o k  I n l e t  a r e a .  I t e m s  i n c l u d e  

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

s e r v e s  to c o n t r a c t  a n d  u n c o m m i t t e d  r e s e r v e s .
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Mr. Pati._ck D o b e y ,  D i v i s i o n  o f  G e o l o g i c a l  a n d  G e o p h y s i c a l  S u r v e y s ,  
r e v i e w e d  c u r r e n t  p r o g r e s s  o n  t h e  c o m p u t e r  m o d e l  s t u d y  o f  p r o b a b l e  

f u t u r e  d e m a n d  f o r  g a s  in A l a s k a .  A  c o p y  o f  h i s  p r e s e n t a t i o n  is 

a t t a c h e d .

M r .  R o b e r t  C. T h o m a s ,  T e n n e s s e e  G a s  T r a n s m i s s i o n ,  p r e s e n t e d  a d d i t i o n a l  
i n f o r m a t i o n  o n  t h e  e f f e c t  o f  F e d e r a l  P o w e r  C o m m i s s i o n  r e g u l a t i o n s  

on A l a s k a ' s  u s e  o f  i t s  r o y a l t y  g a s .  T h i s  i n f o r m a t i o n  w a s  r e q u e s t e d  
by t h e  B o a r d  a t  t h e  O c t o b e r  1 0  m e e t i n g  i n  J u n e a u .

T h e i r  l e g a l  c o u n s e l  is o f  t h e  o p i n i o n  t h a t  t h e  S t a t e  a s  a p o l i t i c a l  

s u b d i v i s i o n  is n o t  s u b j e c t  t o  d i r e c t  F P C  c o n t r o l .  H o w e v e r ,  a n y  

S t a t e  g a s  t r a n s m i t t e d  b y  a t r a n s f e r  w o u l d  r e q u i r e  a c e r t i f i c a t e  
t h e r e b y  a l l o w i n g  a t  l e a s t  a m e a s u r e  o f  i n d i r e c t  c o n t r o l .

T e n n e c o  s u g g e s t s  t h a t  F P C  c o n t r o l  c o u l d  b e  m i n i m i z e d  b y  e i t h e r  o f  
t w o  w a y s .  O n e  is t o  s e c u r e  a n  i m m u n i t y  o r  e x e m p t i o n  b y  t h e  F P C  in 

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

a c t i o n  b y  C o n g r e s s  a p p r o v e d  b y  t h e  P r e s i d e n t .  A  c o p y  o f  t h i s  

m e m o r a n d u m  i s  a t t a c h e d .

F o l l o w i n g  t h i s  d i s c u s s i o n  t h e  B o a r d  i n s t r u c t e d  t h e  C h a i r m a n  a n d  

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

a r e  to b e  p u b l i s h e d  in s e v e r a l  n e w s p a p e r s .  F i n a l  l a n g u a g e  a n d  

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

C h a i r m a n  M a r t i n  r e q u e s t e d  a p p r o v a l  b y  • h e  B o a r d  t o  e x t e n d  t h e  t e r m  

o f  a c t i n g  d i r e c t o r s h i p  f o r  M r .  F a c k l e r  u n t i l  t h e  a p p o i n t m e n t  o f  a 
n e w  D e p u t y  C o m m i s s i o n e r .  T h e r e  b e i n g  n o  o b j e c t i o n  b y  t h e  B o a r d ,  

a p p r o v a l  w a s  g r a n t e d .

A u t h o r i t y  w a s  a l s o  r e q u e s t e d  t o  e x p e n d  u p  t o  $ 2 0 , 0 0 0  o f  E o a r d  

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

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

r e q u e s t .

T h e  n e x t  m e e t i n g  d a t e  o f  t h e  B o a r d  w a s . s e t  a s  D e c e m b e r  9 a n d  10,

1 9 7 5 ,  in J u n e a u .  T h e r e  b e i n g  n o  f u r t h e r  b u s i n e s s  b e f o r e  c h e  B o a r d ,  

t h e  m e e t i n g  w a s  a d j o u r n e d .
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October 21, 19 7 2

North Cook Inl e t  R o y a l t y  Gas

File: 1-HO-3&L-75-G5&L

Commissioner Guy M a r t i n , Chairman 
Alaska R o yalty Oil and Gas Development 

Advisory Board 
c/o Department of Natural Resources 

Juneau, AK 9/891

Dear Commissioner Martin:

be are advised that certain interests have made application or may 

make application to purchase royalty gas owned b y  the S t a t e  of Alaska 

and produced from the N o r t h  Cook Inlet Field. Phillips i s  the Owner 

and Operator of this field.

Phillips has at considerable risk and expense, developed the North 

Cook Inlet Field and has provided a market for the n a t u r a l  gas when 

no markets existed. Phillips constructed a pipeline, liquefaction 

p l a n t , and L N G  tankers which were designed to utilize a l l  of the 

natural gas produced from the North Cook Inlet Field. Through our 

efforts, we have negotiated several substantial price i ncreases with 

our customers and have shared these price increases w i t h  the State of 

Alaska. This, we believe, gives strong evidence of P h i l l i p s’ willing­

ness to establish a fair and reasonable wellhead prices as a basis of 

royalty payment. Vie know of no other natural gas royalty settlement 

in Alaska at a price as high as Phillips is paying.

For the State of Alaska to take the royalty gas in lard end separately 

dispose of it will impose severe economic haidsbips on Phillips. Such 

disposal to a third party will cause a premature abandonment of the 

pipeline, liquefaction and transportation facilities d u e  to the early 

depletion of our natural gas reserves. All of these facilities were 

specifically built to create and provide a market for a l l  of the 

natural gas from the North Cook Inlet Field. Additionally, it would 

require the drilling of more wells and the installation o f  additional 

compression equipment as well as the installation of c e rtain compres­

sion equipment at an earlier date.



Coirittir.sioijcr Guy Martin 

File: 1—H o —3 &1~7 5-G&GL

October 21, 1975 

Pa^e 2

YJe strongly oppose the sale of royalty gas from the North Cook Inlet 

Field b y \ h e  State of Alaska to any third party because of the undue 

economic hardships that it will impose on us. Further, Phillips is 

settling w i t h  the State of Alaska on a fair and reasonable value for 

the State's royalty gas.

Please take a look at our performance record. Vie believe that the 

State of Alaska will receive the greatest overall benefit b y  allowing 

Phillips to continue to market Alaska's royalty gas from the N o r t h  

Cook Inlet Field.

Very truly your.';,

John H o r n , Manager 

Gas and L N G  Sales Branch

J H :bla

cc: Mr. R. I. Swetnam
Phillips Petroleum Company 

Hoblit Building 

515 "D" Street 

A n c h o r a g e , AK 99501



BARTLESVILLE, OKLAHOMA 74004 918 661-6600
P H I L L I P S  P E T R O L E U M  C O M P A N Y

NATURAL RESOURCES GROUP Gas and Gas Liquids Division
December 5, 1975

State Royalty Gas 

North Cook Inlet Field 

Alaska Gas &  Service 

Company Proposal

File: l-Ho-438-75-G&GL

Commissioner Guy Martin, Chairman 

Alaska Royalty O i l  and Gas Development 

Advisory Board 
c/o Department of Natural Resources 

Pouch M

Juneau, AK 99301 

Dear Mr. Martin:

During the hearing before the Alaska Royalty Advisory Board on November 10, 

1975, in Anchorage, a brochure entitled "The Case for Committing Alaska 

State Royalty Gas from the North Cook Inlet Gas Field to Alaska Pipeline
Company (Anchorage Natural Gas)" was presented to the Board. Vie offer the
following comments to the Board on this proposal in addition to the oral 

presentation made in behalf of Phillips at the November 10 hearing.

1. Phillips recognizes that the State has the right to take its royalty 

share of the gas in kind at the wellhead. But we believe that such 
action will not in the long run be to the best advantage to the cit­

izens of the State.

2. Phillips has invested over $125,000,000 to develop a market for the

North Cook Inlet Field gas when no market existed. O u r  investment 
was made with the expectation that we would market all of the gas 

from the field —  it was our obligation to market the State's royalty 

gas along with our working interest gas.

3* Deliveries commenced six years ago and we had visualized at least a 

20-year project.

4. Phillips has actively worked with various groups and individuals in 
Alaska, including Alaska Gas &  Service Company, to t r y  to make LNG 
available to the more remote areas; however, thus far the high cost 
of transportation has thwarted these efforts.



Comments by John Horn 

Phillips Petroleum Company 

to

Alaska Oil and Gas Development Advisory Board 

Juneau, Alaska, December 9, 1975

Mr. Chairman, Members of the Board,

Phillips Petroleum Company appreciates the opportunity once again to appear 

before you. Let me state again that we share with you the concern that the citi­

zens of Alaska derive a fair and reasonable benefit from the State's natural 

resources —  including its natural gas. We recognize that.-the State has’the. 

right to take its royalty share of gas in kind at the wellhead.

We have handed to you a folder which contains (l) our written response to 

■the Board on the brochure entitled "The Case for Committing Alaska State Royalty 

Gas from the North Cook Inlet Gas Field to Alaska Pipeline Company (Anchorage 

Natural Gas)" which was presented to the Board at the November 10, 1975 hearing 

in Anchorage, and (2) reproduced copies of some letters from governmental of­

ficials written at the time our LNG project was in its formative stages so that 

you may have the benefit of their feelings toward the Phillips-Marathon LNG 

Project at that time.

Although we ha\e reprinted the entire texts for your review, I would like to 

quote from two of these latter mentioned letters.

The first is from a letter dated March 23., 19&7, from Senators E. L. Bartlett 

and Ernest Gruening, addressed to Honorable Lee C. White, then Chairman of the 

Federal Power Commission, with respect to the Phillips-Marathon LNG Project.

"It is our hope that favorable action on the two applications and the sub­

sequent development of Japanese markets will encourage the exploration and utili­

zation of new Alaska gas fields. The present proposal and those we hope will 

follow will have a very measurable, favorable and tremendous effect on Alaska's 

economy.



"We support the applications in the strongest way possible."

The second is dated April 7, 19&7, from Mr. Anthony M. Solomon, Assistant 

Secretary, Bureau of Economic Affairs, Department of State, and also addressed 

to Honorable Lee C. 'White.

"The Department of State raises no objections to the substance of. the 

Phillips-Marathon proposal and in view of trade expansion policy supports the 

prompt action of the Federal Power Commission toward favorable response to the 

application." *

During this time, we. worked with'Mr. Frank H. Murkowski, then Commissioner 

of the Department of Economic Development, who was most anxious to further the 

economic development of Alaska and to develop and utilize its natural gas 

resources.

We were advised at that time that 19&7 marked the 100th year since Alaska 

was purchased from Russia and that our proposed LNG plant would-be one of the 

top four industrial installations in Alaska 'during those first 100 years.

We believe that the State would receive the greatest benefit if it con­

tinued to receive the royalty payments made from the North. Cook Inlet Field by 

Phillips, which is substantially higher than the prices presently being paid 

for natural gas by Alaska Gas & Service Company for other gas in the area. We 

submit that if Alaska Gas &  Service Company would offer producers in the Cook 

Inlet Area' the same amount that it would pay for the royalty gas from North 

Cook Inlet Field, this should be a very attractive market for natural gas and 

would encourage the development of additional natural gas reserves in the 

Kenai-Cook Inlet Area for Alaska Gas &  Service Company even beyond the 15 

million cubic feet per day which they propose to receive from North Cook 

Inlet Field.

Comments continued'. Page 2.



The State is in the enviable position of not having to decide on an 

"either/or" basis but has the opportunity to continue to receive income from 

the present market while encouraging the creation of new markets and develop­

ment of the undeveloped natural gas resources in the area —  thus vanning on 

both bases.

It migli1, be interesting to the Board to know that Phillips Petroleum

■/ao/ti ' f A i ’ s  p r o ^ c c h
Company in 1975 will pay/ito.the State of Alaska revenues in excess of $60,000 

for each of its employees in the State.

We would hope that the State of Alaska would encourage the judicious 

development of its natural gas resources. We believe that the State should, 

take that action which will result in a long term supply available for.the 

development of Alaska's economy. Certainly, we would hope that the State 

would avoid the mistakes made in the Lower 48 States in the past which depressed 

exploration and development. The result has been an inadequate supply of natural 

gas and the Federal and State regulatory agencies in the Lower U S  now find them­

selves simply trying to allocate the shortage. We believe that the course we 

suggest you take is one of the types of State action which will be conducive 

'to expand development of Alaska's natural gas resources and will help assure 

the citizens of Alaska an adequate supply of gas for the long term.

We would be happy to answer any questions.

Comments continued. Page 3*

J H :bla 

12-5-75
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J a n u a r y  22, 1976

M r .  W i l l i a m  C .  F a c k l e r ,  E x e c .  S e c y .  
A l a s k a  R o y a l t y  O i l  & Gas  A d v i s o r y  B o a r d  
P o u c h  M  •'
J u n e a u ,  A l a s k a  99811

J A N  2 0 1976 ^

D e p a r t m e n t  of 

N a t u r a l  R e s o u r c e s

D e a r  M r .  F a c k l e r :

T h e  p u r p o s e  o f  t h i s  l e t t e r  i s  to  i n f o r m  y o u  a n d  y o u r  C o m m i s s i o n  t h a t  o u r  
A s s o c i a t i o n  i s  e n t e r i n g  i n t o  n e g o t i a t i o n s  w i t h  C h u g a c h  E l e c t r i c  A s s o c i a t i o n  
to a c q u i r e  t h e i r  g a s  f i r e d  e l e c t r i c  g e n e r a t i o n  f a c i l i t i e s  at N i k i s k i .

T h e s e  f a c i l i t i e s  a r e  p r e s e n t l y  c o n s u m i n g  a p p r o x i m a t e l y  9 m i l l i o n  c u .  f t .  
p e r  d a y  o f  n a t u r a l  g a s ,  w h i c h  i s  p u r c h a s e d  f r o m  t h e  A l a s k a  P i p e l i n e  
C o m p a n y .  I n  a d d i t i o n  to  t h e  p r e s e n t  g a s  c o n s u m p t i o n ,  w e  i n t e n d  to 
c o n s t r u c t  p r i o r  to t h e  e n d  o f  c a l e n d a r  y e a r  1978 a n  a d d i t i o n a l  g e n e r a t i n g  
f a c i l i t y  at t h a t  l o c a t i o n  r e q u i r i n g  a n  a d d i t i o n a l  5 to 6 m i l l i o n  c u .  f t .  p e r  
d a y .

We a r e  f a m i l i a r  w i t h  t h e  o n - g o i n g  n e g o t i a t i o n s  b e t w e e n  y o u r  o f f i c e  a n d  
t h e  A l a s k a  P i p e l i n e  C o m p a n y  c o n c e r n i n g  S ta te  R o y a l t y  g a s  f o r  r e s a l e  to 
C h u g a c h  a n d  t h e  A n c h o r a g e  a r e a .

P l e a s e  c o n s i d e r  t h i s  l e t t e r  as a n  i n q u i r y  to  d e t e r m i n e  w h e t h e r  o r  n o t  
w e  w i l l  b e  a b l e  to p u r c h a s e  R o y a l t y  Gas  i n  t h e  a m o u n t s  d e s c r i b e d  a b o v e  
p u r s u a n t  to A l a s k a  S t a t u t e s  A S  38.06.010. We w o u l d  a n t i c i p a t e  p u r c h a s i n g -  
a l l  o f  t h e  r o y a l t y  g a s  a v a i l a b l e  at t h e  P h i l l i p s  P e t r o l e u m  L N G  P l a n t  w i t h  
t h e  a s s u m p t i o n  t h a t  t h e  am o u n t  i n  e x c e s s  o f  o u r  n e e d s  a v a i l a b l e  o n  a  d a y  to  
d a y  b a s i s  c o u l d  b e  r e s o l d  to P h i l l i p s  f o r  t h e i r  p r o c e s s i n g  p l a n t .

We a s s u m e ,  t h a t  w e  w o u l d  b e  r e q u i r e d  to  p a y  t h e  c u r r e n t  m a r k e t  p r i c e  
f o r  t h e  g a s  w h i c h  w e  b e l i e v e  to b e  450 p e r  M C F  p l u s  a n e g o t i a t e d  t r a n s p o r t a ­
t i o n  f e e .  O u r  n e g o t i a t i o n s  to a c q u i r e  t h e  e l e c t r i c  g e n e r a t i n g  f a c i l i t i e s  i n  t h e  
a r e a  a n d  b u i l d  a d d i t i o n a l  g e n e r a t i o n  f a c i l i t i e s  i s  d e p e n d e n t  u p o n  o u r  a b i l i t y  
to  a c q u i r e  t h e  S ta t e  R o y a l t y  G a s  o r  a l i k e  q u a n t i t y  o f  o t h e r  g a s  i n  t h a t  a r e a .



IVIr. William C. Fackler, Exec. Socy. P a g e  - 2 J a n u a r y  22, 1976

O u r  a s s o c i a t i o n  i s  a n o n - p r o f i t  c o o p e r a t i v e .  T h e  m e m b e r s h i p  i n c l u d e s  a l l  
o f  t h e  r e s i d e n t s  a n d  b u s i n e s s  o r g a n i z a t i o n s  o f  t h e  W e s t e r n  K c n a i  P e n i n s u l a .  
W e  w i l l  g r e a t l y  a p p r e c i a t e  a n y  c o o p e r a t i o n  t ha t  y o u r  o f f i c e  c a n  l e n d  u s  i n  
b r i n g i n g  t h e s e  n e g o t i a t i o n s  to a m u t u a l l y  b e n e f i c i a l  c o n c l u s i o n .

S i n c e r e l y  y o u r s ,

H O M E R  E L E C T R I C  A S S O C I A T I O N ,  I N C .

W .  C .  R h o d e s  
G e n e r a l  M a n a g e r

W C R :  em

c c :  O .  IC .  G i l b r e t h
W .  I .  P a l m e r  
S e n . C l e m  T i l l i o n  
R e p .  H u g h  M a l o n e  
R e p .  L e o  R h o d e  
G u y  M a r t i n
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M r .  G u y  M a r t i n ,  C o m m i s s i o n e r
R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s
P o u c h  M  0
J u n e a u ,  A l a s k a  99811

D e a r  S i r :

I n  o u r  l e t t e r  to M r .  F a c k l e r  d a t e d  J a n u a r y  22, 1976, a n d  at a h e a r i n g  
b e f o r e  y o u r  A d v i s o r y  B o a r d ,  w e  a p p l i e d  f o r  t h e  S ta te  R o y a l t y  G a s  
t h a t  y o u  p l a n  to m a k e  a v a i l a b l e  f r om  p r e s e n t l y  p r o d u c i n g  f i e l d s  i n  t h e  
N o r t h  K e n a i  a r e a .

T h e  p u r p o s e  o f  t h i s  l e t t e r  i s  to i n f o r m  y o u  t h a t  w e  h a v e  b e e n  a b l e  to 
o b t a i n  c o m m i tm e n t s  to  p u r c h a s e  f u e l  f o r  t h e  p r o p o s e d  n e w  e l e c t r i c  
g e n e r a t i n g  f a c i l i t y  at N o r t h  K e n a i  f r om  w h a t  w e  b e l i e v e  to  b e  a r e l i a b l e  
s o u r c e ;  a n d ,  f u r t h e r ,  M r .  D a l e  T e e l  of  t h e  A l a s k a  P i p e l i n e  C o m p a n y  
h a s  a g r e e d  to s u p p l y  o u r  A s s o c i a t i o n  w i t h  n a t u r a l  g a s  f o r  f u e l  f o r  t h e  
e x i s t i n g  e l e c t r i c  g e n e r a t i n g  p l a n t s  i n  t h e  N o r t h  K e n a i  a r e a  i f  w e  a r e  
s u c c e s s f u l  i n  a c q u i r i n g  t h e s e  f r om  C h u g a c h  E l e c t r i c  A s s o c i a t i o n .

I n  v i e w  o f  t h e  f o r e g o i n g ,  w e  f e e l  t h a t  i t  i s  i n  t h e  b e s t  i n t e r e s t  o f  a l l  
c o n c e r n e d  t h a t  w e  w i t h d r a w  o u r  a p p l i c a t i o n  as  o u t l i n e d  i n  o u r  l e t t e r  
o f  J a n u a r y  22.

A s  t h e  K e n a i  P e n i n s u l a  c o n t i n u e s  to a t t r a c t  i n d u s t r y ,  w e  d o  n o t  w i s h  
to i m p l y  t h a t  w c  w i l l  n o t ,  at some  f u t u r e  t i m e ,  b e  i n t e r e s t e d  i n  d e a l i n g  
w i t h  t h e  S ta te  f o r  r o y a l t y  g a s  tha t  m a y  b e c o m e  a v a i l a b l e  i n  o t h e r ,  y e t  
t o  b e  d e v e l o p e d ,  f i e l d s  on  t h e  K e n a i  P e n i n s u l a  a r e a .  I f ,  at a n y  t i m e ,  
a d d i t i o n a l  r o y a l t y  g a s  d o e s  b e c o m e  a v a i l a b l e  w c  w o u l d  a p p r e c i a t e  i t  v e r y  
m u c h  i f  y o u r  o f f i c e  w o u l d  a d v i s e  u s  so  t h a t  w e  c a n  a s c e r t a i n  w h e t h e r  o r  
n o t  i t  w o u l d  b e  n e e d e d  i n  o u r  e v e r - e x p a n d i n g  o p e r a t i o n .

IVe n o t e  w i t h  i n t e r e s t  t h e  d e v e l o p m e n t  o f  t h e  A d v i s o r y  B o a r d ' s  i n t e n t i o n  
to a d op t  a r e g u l a t i o n  i n  T i t l e  11 of  t h e  A l a s k a  A d m i n i s t r a t i v e  C o d e  to 
i n t e r p r e t  a n d  m a k e  s p e c i f i c  A l a s k a  S ta tu te  38.OG, i n c l u d i n g  t h p  \ d  
o f  s u r p l u s .  * (  «
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M r .  G u y  Martin, C o m m i s s i o n e r  P a g e  - 2 M a r c h  30, 1970

We s i n c e r e l y  h o p e  t h a t  t h e  p r o p o s e d  r e g u l a t i o n  11AAC2G.900(a) (5) w i l l  
d e f i n e  t h e  t e rm  " i n d u s t r i a l  u s e "  as  r e f e r r e d  to i n  e x i s t i n g  r e g u l a t i o n s ,  
a n d  t h a t  t h e  S ta t e ' s  r o y a l t y  g a s  w i l l  b e  m a d e  a v a i l a b l e  f i r s t  to i n d u s t r i a l  
u s e  a n d  t h e n  to  a l l  o t h e r  u s e s ,  a c c o r d i n g  to p r i o r i t i e s  e s t a b l i s h e d  b y  
y o u r  o f f i c e .

W e  s i n c e r e l y  a p p r e c i a t e  t h e  c o u r t e s i e s  e x t e n d e d  to o u r  A s s o c i a t i o n  b y  t h e  
A d v i s o r y  B o a r d  a n d  y o u r  o f f i c e ,  a n d  w e  a r e  l o o k i n g  f o r w a r d  to f u r t h e r  
n e g o t i a t i o n s  s h o u l d  t h e  n e e d  a r i s e .

S i n c e r e l y  y o u r s ,

H O M E R  E L E C T R I C  A S S O C I A T I O N ,  I N C .

W .  C .  R h o d e s  
G e n e r a l  M a n a g e r

W C R :  em

cc :  R e p .  L e o  R h o d e
c c :  M r .  D a l e  T e e l



N o r t h  C o o k  Inlet Field R o y a l t y  Gas 
C o m m i s s i o n e r ' s  P r o posal in C o n c e p t

T h e  C o m m i s s i o n e r  of Natural R e s o u r c e s  has r e c o g n i z e d  that 

the i n c r e a s i n g  g r o w t h  of the Cook Inlet a r e a  of A l a s k a  with 

its r e s u l t a n t  increase in the use of n a t u r a l  gas r e q u i r e s  that 

a d d i t i o n a l  n a t u r a l  gas r e s e r v e s  be a l l o c a t e d  for that p u r p o s e
c

f r o m  S t a t e  of A l a s k a  r o y a l t y  gas. F r o m  the s t a n d p o i n t  of size 

of u n c o m m i t t e d  gas reserves, g e o g r a p h i c a l  l o c a t i o n  and p o s s i b l e  

p i p e l i n e  access, the North C o o k  Inlet field r o y a l t y  gas appears 

t he b e s t  a v a i l a b l e  supply at this time. P u r s u a n t  to AS 38.05. 

182 the C o m m i s s i o n e r  proposes that it is in the b e s t  i n t e r e s t  

of the S t a t e  to take in kind the S t a t e ' s  r o y a l t y  share of the 

g as p r o d u c t i o n  from the N o r t h  C o o k  Inlet gas field and r e q uests 

the c o n s e n t  of the A l a s k a  R o y a l t y  Oil and Gas D e v e l o p m e n t  

A d v i s o r y  B o a r d  for this change.

The C o m m i s s i o n e r  further propo s e s  to d i s p o s e  of the N o r t h  Coo k 

Inlet f i e l d  r o ya lty gas to A l a s k a  P i p e l i n e  C o m p a n y  and its 

s u b s i d i a r i e s  t h r o u g h  a n e g o t i a t e d  contract. The p r o p o s e d  

c o n t r a c t  w i l l  c o n t a i n  the f o l l o w i n g  provision s:

1. P u r c h a s e r  agrees to take 1/8 of d a i l y  p r o d u c t i o n  

from the N o r t h  Cook Inlet gas field on an if and 

as d e l i v e r a b l e  basis for t h e  c o n t r a c t  period. The 

S t a t e  w i l l  r ep ort to the P u r c h a s e r  e a c h  m o n t h  the 

a m o u n t  of r o yalty  gas p r o d u c e d  by P h i l l i p s  d u r i n g  

the p r i o r  months.



T he a p p r o x i m a t e  average d a i l y  r o y a l t y  gas share 

of the produc t i o n  from Phillips' N o r t h  C o o k  Inlet 

field p l a t f o r m  is 17,000 MCF. Gas p r o d u c t i o n  from 

the p l a t f o r m  v a r ies as LNG pl ant n eeds d i c t a t e  

t h e r e f o r e  no daily  a mount can be specified.

P o i n t  of d e l i v e r y  will be the wellhead.

P u r c h a s e r  is r e s p o n s i b l e  for m e a s u r e m e n t  costs, 

and a ny compre s s i o n  or d e h y d r a t i o n  c o s t s  if or 

w h e n  necessary.

The c o n t r a c t  expires on June 1, 1984, u n l e s s  extended 

b y  m u t u a l  a g r e e ment for a period not to e xceed one 

year.

The price of the gas w i l l  be equal to the price 

the S tate o t h e rwis e w o u l d  have r e c e i v e d  from Phillips 

for its r o yalty gas for e x p o r t  as LNG to Japan; but 

n o t  less than the h i g h e s t  price paid b y  any pu rchaser 

in the C o o k  Inlet area for a similar sale of gas of 

similar quality. The p r i c e  will be a d j u s t e d  y early 

on the a n n i v e r s a r y  date of the contract.



6. The c o n t r a c t  shall not be e f f e c t i v e  until

-all n e c e s s a r y  perm its and a u t h o r i z a t i o n s  by 

g o v e r n i n g  b odies  are o b t a i n e d

-all t r a n s p o r t a t i o n  or e x c hange a r r a n g e m e n t s  have 

b e e n  c o m p l e t e d  to the s a t i s f a c t i o n  of the parties 

involved.

- s i x  m o n t h ' s  n o tice r e q u i r e d  u n d e r  lease

T h e  C o m m i s s i o n e r  r e qu est approval of the a bove p r o p o s e d  c o n c e p­

tual p l a n  by the A l a s k a  R o y a l t y  Oil and Gas D e v e l o p m e n t  A d v i s o r y  

B o a r d .
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P U S  M R  .  G U Y  M A R  T I N ,  C  H A  I S  . V A  N 

S T A T E  O f  A L A S K A

D E P A R T M E N T  O F  N A T  I R  A L  R  E  S O U R  C t  S  

O F F I C E  O F  T H E  C O M M I S S I O N E R  

P O U C H  (/

J U N E A U  ,  A L A S K A  . 9960 1

W I T H  R E F E R E N C E  T O  T H E  L E T T E R  F K  C V .  P A C I F I C  A L A S K A  L N G  C O M P A N Y  

T O  H R .  G U Y  R .  M A R T I N ,  C O W  I S S  I C  N E R  O F  N A T U R A L  R E S O U R C E S ,  O A T E O  

M A R C H  5 ,  1976 .  O U R  O F F E R  T O  B I O  C V  T H E  P U R C H A S E  O F  T H E  S T A T E S  

R O Y A L T Y  S H A R E  O F  G A S  I N  T H E  N O R T H  C O C K  I N L E T  A R E A  W A S  L I M I T E D  

O N L Y  T O  T H O S E  F I E L D S  I N  T H A T  G E N E R A L  A R E A  I N  W H I C H  W E  C U R R E N T ­

L Y  H A V E  T H E  R I G H T  T O  P U R C H A S E  G A S  O R  N' A  Y  I N  T H E  F U T U R E  H A V E  T H E  

R I G H T  T O  P U R C H A S E  G A S .  Y E  H A V E  V' D I N T E R E S T  I N  B I D D I N G  O N '  T H E  

P U R C H A S E  C f  A N Y  S T A T E  R O Y A L T Y  G A S  P R O D U C E D  F R C V  T H E  " N O R T H  

C O O K  I N L E T  F I E L D "

P A  C  I F  I C  A L A  S K A  L  V G  C O V P A N Y  

B Y  P .  V E R  P L A N C K

1956 E S I

I P V . A F L ' J  A I D
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P.. O. BOX 6288 ‘ 3000 SPENARD ROAD
ANCHORAGE. ALASKA 99502 PHONE (907) 277-5551

April 2, 1976

I ' ...    ........

Mr. Guy T. Martin
Commissioner of Natural Resources __
11th Floor, State Office Building 
Pouch M
Juneau, Alaska 99811 

Dear Commissioner Martin:

The purpose of this letter is to confirm our oral proposal made to the Alaska 
Royalty Oil and Gas Development Advisory Board during its March 30/31 meeting 
in Juneau.

The proposal can be outlined as follows:

1. The State take North Cook Inlet royalty gas in kind and sell 
such gas to AGAS.

2. AGAS will take delivery of the gas at the platform. This presumes 
that--

(a) an arrangement can be made whereby, for suitable 
compensation, PhiII-. ps will transport the gas via 
their existing system to a point adjacent to the LNG 
plant.

(b) the APUC waives jurisdiction over the Phillips facilities 
to the extent that they may otherwise come under regula­
tion due to the transport of the "royalty" gas.

3. The price will be equal to the Phillips price for royalty gas 
exported to Japan or equal to the highest price paid in the 
Cook Inlet area for similar quality gas.

4. The proposal is to cover the "life of the contract" and will 
terminate on or about June 1, 1934.

5. AGAS will take or pay 

This presumes that--

(a) it may be agreed with the State that royalty will be 
taken in kind for resale to AGAS on a selective lease 
by lease basis so that the volume in question will 
approximate AGAS' North Road requirements or

CT5
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A N C H O R A G E , A L A S K A

A L A S K A  P I P E L I N E  C O M P A N Y

Commissioner Guy T. Martin 
Continuation Sheet #2 
April 2, 1976

(b) if suitable exchange arrangements can be made with 
others or if AGAS chooses to build the pipeline 
connection to its Anchorage line--it may be agreed 
with the State that all of the royalty be taken in 
kind for resale to AGASt

(c) The notice date regarding the State taking royalty in 
kind be so arranged as to permit AGAS a reasonable 
length of time to make exchange arrangement with others 
or to build the required pipeline facilities on a 
reasoned schedule.

6. The volume of gas expected to be taken in kind for resale to AGAS
over the life of the contract is approximately 40 BCF with the
actual amount being dependent upon the date of commencement, the
arrangement agreed to under #5 above and the actual rate at which 
the field is produced.

7. It is understood that a deliverability feature is not required in
this agreement.

Very truly yours,

Harold F. Schmidt 
Senior Vice President

dh



A l a s k a  Royalty Oi l and Gas D e v e l o p m e n t  A d v i s o r y  B o a r d  
M i n u t e s  of the A p r i l  26, 1976, Meet ing 

Juneau, A l a s k a

'b

The m e e t i n g  w a s  called to o rder by C h a i r m a n  M a r t i n  at 10:00
a.m. A p r i l  26, 1976. All m e m b e r s  p r esent e x cept Mr. G a l l a g h e r  
w h o  w a s  late.

T he m i n u t e s  of the p r e v i o u s  meeting, M a r c h  30 a n d  31, 1976,
h a d  been  m a i l e d  to Board m e m b e r s  prior to the m e e t i n g .  Mr. L y o n
m o v e d  for approv al and Dr. T r i p l e h o r n  seconded th e motion. Mr. 
.Martin n o ted that Paul R o b i s o n ' s  name was misspell ed. The 
c o r r e c t i o n  was m a d e  b y  the secretary. The m i n u t e s  w e r e  a p p r o v e d  
u n a n i m o u s l y  by the four m e m b e r s  present.

C h a i r m a n  M a r t i n  a d vi sed the B o a r d  of an a g e n d a  change. N o
p r o p o s e d  sale of N o r t h  Slope r o y a l t y  gas w o u l d  be i n t r o d u c e d  to 
the Board at this meeting. He w i s h e d  to brief t h e  B o a r d  on t h e  
status of n e g o t i a t i o n s  d u r i n g  the m e e t i n g  but in an e x e c u t i v e  
session. .Also he w a n t e d  to d e t e r m i n e  a s a t i s f a c t o r y  d a t e  for 
the next m e e t i n g  w i t h i n  the n e x t  ten days to two weeks.

A f t e r  discussion, the d a t e s  of M a y  7 and 8 and M a y  11 a r d  12
w e r e  selecte d w i t h  the d e c i s i o n  m a d e  by the C h a i r m a n  d e p e n d i n g  
on progress.

N e x t  item for c o n s i d e r a t i o n  w a s  the p r o p o s e d  sale of N o r t h  
C o o k  Inlet F i e l d  r o yalty gas to A l a s k a  P i p e l i n e  Company. The 
c o n t r a c t  d r a f t  w a s  r e v iewe d in d et ail by the Board, item by item. 
A ll c o r r e c t i o n s  w e r e  noted and a c o r r e c t e d  d r a f t  p r e p a r e d  for 
the a f t e r n o o n  session.

Mr. M a r t i n  gave a brief status r epor t on the N o r t h  Slope 
r o y a l t y  oil solic i t a t i o n  i n c l u ding a recent c o n v e r s a t i o n  w i t h  
Mr. D o w n e y  of T e s o r o  A l a s k a  Oil Company. T e s o r o  m a i n t a i n s  
their inter e s t  in e x p a nding the K e n a i  r e f i n e r y  u s i n g  N o r t h  S l o p e  
r o y a l t y  oil.

Mr. G a l l a g h e r  m o v e d  that the B o a r d  r e c o n v e n e  in e x e c u t i v e  
session at 1:30 p.m. and p u b l i c  session at 2:30 p.m. M otion 
s econded by Mr. Lyon. M o t i o n  p a s s e d  unanimously.

The B o a r d  r e c o n v e n e d  in p ubl ic session r e s u m i n g  c o n s i d e r a t i o n  
of the N o r t h  Cook Inlet Field r o y a l t y  gas sale. D o c u m e n t s  b e f o r e  
the Board were: a c o r r ected d r a f t  of the contract, r e q u e s t  for
approval to w a i v e  the c o m p e t i t i v e  b i dd ing r e q u i r e m e n t  and 
approval for the r e j e ct ion of bids or applications.



S e v eral c h a nges in w o r d i n g  in c o n t r a c t  p r o v i s i o n s  w e r e  
w o r k e d  o u t  and n o t e d  for retyping.

T h e r e  w a s  no r e s p o n s e  to a call for p u blic p a r t i c i p a t i o n

Mr. B oness r e p o r t e d  on the legal r e s e a r c h  b y  Mr. Allen, 
C o v i n g t o n  and Burling, on a set of q u e s t i o n s  r e l a t i n g  to 
S t a t e  taking of r o ya lty-in-kind . He had r e c e i v e d  a p r e l i m i n a r y  
d r a f t  by t e l ecopy w h i c h  was not suitable for c o p y i n g  for the 
Board. The legal r e s e a r c h  e s s e n t i a l l y  c o n f i r m e d  the o p i n i o n s  
of the D e p a r t m e n t  of Lav; and indus t r y  counsel  w h o  h a v e  r e s p o n d e d  
to State q u e s ti ons on the matter. Mr. A l l e n ' s  w o r k  has 
b o l s t e r e d  these o p i n i o n s  by case c i t a t i o n s  and also p o i n t e d  o u t  
the areas w h e r e  case law has n o t  develope d, p a r t i c u l a r l y  in 
re f e r e n c e  to a State taking r o y a l t y  gas in-kind. T h e  a u t h o r i t y  
of the F e d e r a l  Power C o m m i s s i o n  to c o n tro l gas a r i s i n g  from 
its j u r i s d i c t i o n  over p i p eline t r a n s p o r t  is of special i n t e r e s t  
to the State. Mr. Allen r e c o m m e n d s  p r o c e d u r e s  to f o l l o w  to 
reduce FPC con trol as m u c h  as possible. The S tate  s h o u l d  m a k e  
its d e s i r e s  k n o w n  to the p r o d u c e r s  in time to be inclu d e d  in 
the p r o d u c e r ' s  c o n t racts w i t h  gas p u r c h a s e r s  and to the FPC.
T h e  r e p o r t  als o was n o t  o p t i m i s t i c  a bou t the FPC g r a n t i n g  the 
State a u t h o r i t y  to abandon gas sales at the time of initial 
sale or p r e a b a n d o n m e n t  a u t h o r i t y  as some refer to it.

Mr. Galla g h e r  retur n e d  from his t e l e p h o n e  call to Mr.
H a r o l d  Schmidt, A l a s k a  P i p e l i n e  Company, abo ut c e r t a i n  
w o r d i n g  in the p r i c e  p r o v i s i o n  of the contract. The w o r d i n g  
added to the p r o v i s i o n  was explanatory.

The r e q u e s t s  for prior w r i t t e n  a p p roval  to r e j e c t  bids 
and to w aiv e c o m p e t i t i v e  sales w e r e  circulated. Mr. G a l l a g h e r  
m o v e d  that the A l aska R o y a l t y  Oil and Gas D e v e l o p m e n t  Board 
a p pro ve the w a i v e r  of c o m p e t i t i v e  sales, Dr. T r i p l e h o r n  
m a d e  the second. On a roll call vote e a c h  m e m b e r  v o t e d  yes and 
signed the waiver.

Mr. Lyon moved that A R O G D A B  a p p rove r e j e c t i o n  of all bid s 
or a p p l i c a t i o n s  for the royalty gas in the N o r t h  C o o k  Inlet 
Gas Field except that of A l a s k a  P i p e l i n e  C o m p a n y  as p r o v i d e d  
for in A S . 3 8 . 0 6 . 0 5 0 (b). Dr. T r i p l e h o r n  m a d e  the second. The 
m o t i o n  w a s  appro ved by u n a n i m o u s  v o t e  on a call of the roll and 
ea c h  m e m b e r  signed the approval.
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Mr. G a l l a g h e r  m o v e d  that A R O G D A B  approve the gas p u r c h a s e  
and sale contract, as amended, for the sale of the N o r t h  C o o k  
Inlet Gas Field r o y a l t y  gas to the A l a s k a  P i p e l i n e  C o m p a n y  as 
p r o v i d e d  for in A S . 38.05.183 and A S . 38.06.050. Mr. Lyon was 
the second. Or. a roll call v o t e  all m e m b e r s  vot ed affirmati vely.

T he C h a i r m a n  a n n o u n c e d  tha t the B o a r d  had c o n c l u d e d  its 
first sale. He also said tha t he w o u l d  initiate an inquiry 
r e g a r d i n g  p o s s i b l e  e x c han ge of gas b e t w e e n  the State, p r o d u c e r s  
a nd gas p urchasers.

The m e e t i n g  w a s  adjourned.
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SUBJECT: Contract for Sale of State Royalty Gas from the North Cook 
Inlet Field to Alaska Pipeline Company

TO:

FROM: Gregg Ericks 
Director of

The Honorable/Pred Brown

irch Services

Summary

As you requested on Friday, May 7, we have reviewed the unexecuted gas 
purchase contract identified as #76-1, between the State of Alaska 
(seller) and Alaska Pipeline Company (buyer) with particular reference 
to several specific questions you raised. Our analysis raises questions 
concerning the contract's pricing provisions and suggests that more 
extensive review by the Department of Natural Resources of Cook Inlet 
gas prices is called for. We also suggest that a requirement for in­
state use of this gas be considered or, alternatively, that the contract 
be made unilaterally terminable by the state. In general, however, we 
find no obvious conditions or terms in the contract that appear contrary 
to the state's interests. Finally, we suggest revised wording for the 
resolution approving the contract.

Analysis

In general, the contract calls for the state to deliver to the 

buyer--currently the sole supplier of natural gas to Anchorage— an 

unspecified quantity of royalty gas received from its lessee in the 

North Cook Inlet field. It provides that the state shall direct its 

lessee (which in this case is Phillips Petroleum Company) to make these 

deliveries directly to the buyer who will then be responsible for its 

transportation to wherever it is to be consumed. Overall, a review of 

this contract reveals no glaring inequities or conditions which are
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obviously not in the state's best interest. We do note, however, a 

number of minor policy issues and technical considerations which the 

legislature may wish to call to the attention of Commissioner Martin and 

the Alaska Royalty Oil and Gas Development Advisory Board.

The first question you raised concerned the point at which the 

royalty gas will be delivered to the buyer. The gas purchase contract 

itself does not specify this point. Under the terms of the lease 

between the State of Alaska and Phillips, the state has the right to 

take its royalty gas in kind but must do so on or adjacent to the lease 

from which it is produced. In the case of an offshore platform such as 

that from which the North Cook Inlet field is produced, this means that, 

absent other mutually acceptable arrangements, the state must take 

delivery of its in-kind royalty gas at the platform and arrange for its 

own transportation ashore. Thus, unless the state wishes to assume this 

responsibility, the contract provision as currently framed regarding 

point of delivery would seem to be the only appropriate alternative,

i.e., that the state make its delivery to the buyer at the point where 

it receives delivery from the lessee.

As a practical matter, pipeline capacity sufficient to transport 

both the royalty and producer's gas to shore already exists, and Alaska 

Pipeline Company should be willing to pay Phillips a reasonable fee for 

the use of that capacity. Normally, both Phillips and Alaska Pipeline 

would be expected to have plenty of incentive to reach an agreement on 

these transportation charges. They represent additional income to 

Phillips without any additional expense (since the pipeline capacity is 

already in being) and, in the case of the Alaska Pipeline Company,
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should be substantially lower than the cost of building and operating 

its own platform-to-shore pipeline.

The only situation where we could envision difficulties arising 

would be in the case where the lessee was willing to make significant 

immediate financial sacrifices in order to sabotage the royalty gas sale 

and thus regain for itself control over the entire production stream.

If the cost of constructing a separate pipeline for the royalty share 

were economically prohibitive, denial of access of the existing facility 

might be sufficient to torpedo the entire deal. We do not see this as a 

likely eventuality, and if it were it is probable that the state could 

bring countervailing pressure to bear on the lessee. In any event, the 

possibility of such a confrontation wonld not seem to require any change 

in the contract here presented to the legislature.

You also asked us to review the provisions concerning the pricing 

of royalty gas delivered to the buyer. In general, this provision calls 

for the buyer to pay the state the higher of either the price the state 

would have received from Phillips Petroleum Company had it not taken its 

gas in kind, the highest price paid for gas elsewhere within 100 kilometers 

(62 miles) of the North Cook Inlet field, or a minimum price (which is 

60.36(£ per Mcf as of July, 1977, escalating thereafter at the rate of 2<t 

per Mcf annually).

We find these provisions unexceptionable, but we would call your 

attention to what appears to be unnecessary vagueness with resDect to 

the provisions (on page 4 and repeated on page 5 of the contract) concerning 

how prices received for gas elsewhere in the Upper Cook Inlet Basin are 

to be related to the price of gas sold under this contract. The problem
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arises from the fact that natural gas may be sold elsewhere within the 

100 kilometer radius at a price higher than that which would be due 

under either of the other two pricing provisions, but that the conditions 

of delivery of that higher priced gas or its quality may be different 

enough to raise the question of whether the price is properly comparable 

to that received for gas purchased by the buyer. The contract states 

that these comparisons shall be made "with due regard to appropriate 

factors including, but not limited to, difference of BTU content, delivery 

pressure, term of contract and connection charges." We would suggest 

that the semicolons preceding this phrase on pages 4 and 5 be deleted so 

that it will be clear the phrase applies only to the part of the sentence

following the "(iii)", applying only to the comparison of prices within

the basin and not to the minimum price or the price that the state would 

have received from Phillips.

In addition, you might consider it appropriate to work with the 

commissioner to develop substitute wording defining exactly how the BTU 

content and delivery pressure differences will influence the comparison 

prices, eliminating the reference to contract term and connection charges, 

and adding words indicating how the quantity of gas delivered is to 

affect the comparison. As it stands now, almost any difference in terms 

of delivery or quality could be used to justify an effective exemption 

from the "highest price received elsewhere" requirement.

It should be noted that the price currently received by the state

for royalty gas produced from the North Cook Inlet field is an "imputed 

price". This means that it is not determined on the basis of actual
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sales but rather on the basis of a "netback calculation" whereby one 

takes the price received for this gas in Japan and subtracts therefrom 

the costs of transportation and liquifaction incurred between the 

production platform and the delivery point in Tokyo. In the past the 

state has devoted little or no attention to actual verification of the 

validity of this imputed price, since it happens to be the highest price 

received for any gas in the basin. We have no reason to believe there 

is anything phony about the current price but would suggest that it 

would be appropriate in the future for the department to pay closer 

attention to this and other similarly determined prices in the basin 

since changes in one may influence others as well.

We would also call your attention to the fact that as the contract 

is currently written the state has no right of termination other than by 

mutual agreement. The buyer, on the other hand, may unilaterally 

terminate the contract prior to January 31, 1978. We would also point 

out in this context that although the "Whereas" paragraphs prior to the 

body of the contract indicate that the "buyer ...[delivers] natural gas 

for ultimate consumption within the State of Alaska", nowhere in the 

contract does the buyer agree to use or sell the gas purchased here only 

for consumption within the state. Conceivably the buyer could either 

export the gas from the state himself or sell it to some other party who 

would do the same thing. If the point of sale is greater than 100 

kilometers from the North Cook Inlet field, the price of the sale would 

not result in any readjustment of the price paid by the buyer to the 

state. Since the purpose of this contract is to insure adequate supplies 

of natural gas for domestic consumption within the state, it would seem
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logical that the contract include guarantees with respect to this matter 

or, alternatively, provisions allowing the state to unilaterally terminate 

the arrangement.

Finally, we would note that the "Resolved" clause of the resolution 

offered by the governor when he requested approval of this contract (HCR 142) 

would appear to be incorrectly worded. We would suggest that the 

following language be substituted:

I "BE IT RESOLVED by the Alaska State Legislature that Alaska
/ royalty gas sale No. 76-1 and the contract providing for the
/ sale of royalty gas from the North Cook Inlet gas field pertaining
/ to it, between the State and the Alaska Pipeline Company, is

f  hereby approved."*

We would also suggest that the contract itself be made a part of the

legislature's official record by its inclusion in the House Committee

Report, and thus the Supplement.

* If the legislature or a committee thereof believes that the above 
comments or other considerations require some revision of the contract, 
the most expeditious way of bringing them about might be to instruct the 
Department of Natural Resources or Mr. Fackler (executive director of 
the Royalty Board) to work with the proposed buyer to develop the necessary 
language. The resolved clause could then read:

"BE IT RESOLVED by the Alaska State Legislature that Alaska 
Royalty Gas Sale No. 76-1 and the amended contract (submitted
to the legislature on ___ May 1976 and appearing in the House
Journal Supplement for May 1976) providing for ..."
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D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S

ROYALTY OIL AND GAS DEVELOPMENT ADVISORY BOARD 11TH FLOOR, STATE OFFICE BLOG. 
POUCH M  - JUNEAU 93SI1

Ma y  7, 1976

The Hon orable Nels Anderson  
Chairman, House Resources 

Committee 
P o u c h  V
Juneau, A l a s k a  99811 

Dear Mr. Anderson:

In accordance w i t h  the requests of you and your committee 
the items listed b e l o w  pertaining to H C R  142 are attached.

1. Letter from A laska Pipeline C o m pan y 
d ated September 30, 1975 requesting 
State royalt y gas from N o r t h  Cook 
Inlet Field.

2. Minutes of Board m e eting October 10, 1975.

3. Roster from October 10, 1975 meeting.

4. Minutes of Board m e eting November 10, 1975.

5. A l a s k a  Pipeline Bro chure prepared for 
November 10, 1975 meeting.

6. Letter from Phillips P e t r o l e u m  Company, 
dated October 21, 1975.

7. Letter from Phillips P e t r o l e u m  Company, 
dated December 5, 1975.

8. Letter from Homer Electric Associ a t i o n  
requesting royalty gas, dated J a nuary 22, 1976.

9. Letter from Homer Electric As soci a t i o n  
w ithdrawing  request, dated M a r c h  30, 1976.

10. Sale terms approved by Board.
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11. T e l e g r a m  from Pacific A l aska LNG d i s claiming 
interest.

12. Letter from A l a s k a  Pipeline Company 
agreei ng to terms dated A pril 2, 1976.

13. Minutes of B oard m e e t i n g  April 26, 1976 
approving sale.

If you desire additional information regarding the N o r t h  
Cook Inlet Field r o ya lty gas sale, please advise me.

W i l l i a m  / C r ^ F a e k l e r  

E x e c u t i v e  D i r e c t o r
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ANCHORAGE, ALASKA 99502

3000 SPENARD ROAD 
PHONE (907) 277-5551

S e p t e m b e r  30, 1975

M r .  G u y  M a r t i n
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  
S t a t e  o f  A l a s k a  
J u n e a u ,  A l a s k a

D e a r  M r .  M a r t i n :

C o n f i r m i n g  o u r  d i s c u s s i o n  a t  t h e  A n c h o r a g e  a i r p o r t  o n  S e p t e m b e r  30, a n d  m y  
l e t t e r  t o  M r .  G i l b r e t h  o f  A u g u s t  20, a n d  m e m o r a n d u m  t o  y o u  o f  S e p t e m b e r  24, 
A l a s k a  P i p e l i n e  C o m p a n y  i s  r e q u e s t i n g  t o  p u r c h a s e  t h e  r o y a l t y  s h a r e  o f  
N o r t h  C o o k  I n l e t  g a s  f i e l d  a t  o r  n e a r  t h e  P h i l l i p s - M a r a t h o n  L N G  p l a n t  o n  t h e  
N o r t h  K e n a i  R o a d ,  a t  t h e  p r i c e  u s e d  b y  P h i l l i p s  t o  a c q u i r e  t h i s  g a s  f r om  t h e  
S t a t e  f o r  t h e  m a n u f a c t u r e  o f  L N G  f o r  e x p o r t  t o  J a p a n  o r  e l s e w h e r e .  W e  b e l i e v e  
t h e  m o s t  r e a s o n a b l e  m e t h o d  f o r  h a n d l i n g  t h e  d e l i v e r y  a n d  s a l e  w o u l d  b e  b y  
" e x c h a n g e , "  o r  " d i s p l a c e m e n t , "  s o  t h a t  c o n s t r u c t i o n  o f  n e w  p i p e l i n e ( s )  a n d  
c o m p r e s s i o n  w o u l d  b e  m i n i m i z e d .  S i n c e  o u r  s u p p l y  a t  t h e  K e n a i  g a s  f i e l d  i s  
i n t e r c o n n e c t e d  t o  t h e  N o r t h  C o o k  I n l e t  g a s  s u p p l y  a t  t h e  L N G  p l a n t ,  f o r  t h e  
t i m e  b e i n g  i t  s h o u l d  b e  p r a c t i c a l  t h a t  w e  w o u l d  t a k e  w h a t e v e r  a m o u n t  o f  t h e  
N o r t h  C o o k  I n l e t  r o y a l t y  g a s  m a y  b e  a v a i l a b l e  d a y  b y  d a y  b y  d i s p l a c e m e n t  i n t o  
o u r  s y s t e m  a t  t h e  K e n a i  g a s  f i e l d .  L a t e r ,  w h e n  a d d i t i o n a l  i n v e s t m e n t  w o u l d  b e  
r e q u i r e d  f o r  t r a n s p o r t i n g  t h i s  r o y a l t y  g a s  t o  s h o r e ,  w e  c o u l d  n e g o t i a t e  o u r  
p a r t i c i p a t i o n  i n  i n v e s t m e n t ,  o r  i n s t a l l  o u r  o w n  f a c i l i t i e s  i f  n e c e s s a r y ,  i n  o r d e r  
t o  a c c o m p l i s h  t h e  p u r c h a s e  o n  t h e  m o s t  r e a s o n a b l e  b a s i s  f o r  a l l  c o n c e r n e d .

T h e  e s s e n t i a l  a s p e c t  o f  o u r  r e q u e s t  i s  t h a t  w e  h a v e  a n  i m m e d i a t e  n e e d  f o r  
a d d i t i o n a l  g a s  o n  t h e  N o r t h  K e n a i  R o a d  a n d  w e  h a v e  a l o n g  t e rm  r e q u i r e m e n t  
f o r  a d d i t i o n a l  g a s  r e s e r v e s  t o  s e r v e  A l a s k a n  c u s t o m e r s  i n  o u r  p r e s e n t  s e r v i c e  
a r e a . W e  b e l i e v e  t h a t  i t  i s  i n  t h e  p u b l i c  i n t e r e s t  t h a t  w e  s h o u l d  b e  a l l o w e d  t o  
p u r c h a s e  t h i s  S t a t e  r o y a l t y  g a s  f o r  l o c a l  c o n s u m p t i o n  r a t h e r  t h a n  f o r  t h i s  g a s  t o  
b e  e x p o r t e d  t o  J a p a n  o r  e l s e w h e r e .  W e  w i l l  b e g i n  p r e p a r i n g  a f o r m a l

OCT 6 1975
A L A S K A  R O Y A L T Y

O I L  &  G A S  B O A R D

S E R O U S  

OCT G 1075

S H m iD IA R Y  OF ALASKA INTERSTATE COMPAN

R c L t i . _
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M r .  G u y  M a r t i n  
S e p t e m b e r  30, 1975 
P a g e  2

a p p l i c a t i o n  t o  p u r c h a s e  t h i s  g a s  a n d  w i l l  a p p r e c i a t e  h a v i n g  y o u r  g u i d a n c e  
a s  t o  w h a t  s u p p o r t i n g  d a t a  o r  f o rm a t  m a y  b e  d e s i r e d ,  i f  a n y ,  f o r  p r e s e n t a t i o n  
t o  t h e  R o y a l t y  B oa rd  o r  t o  t h e  l e g i s l a t u r e  t o  s a t i s f y  s t a t u t e s  o r  r e g u l a t i o n s  
w h i c h  a p p l y .

V e r y  t r u l y  y o u r s ,

D a l e  T e e l

D T / j s

c c :  O . K .  G i l b r e t h ,  D i r e c t o r
D i v i s i o n  o f  O i l  a n d  G a s

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n



A N C H O R A G E , A L A S K A

M E M O R A N D U M

F R O M :  D a l e  T e e l

TO : M r .  G u y  M a r t i n
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s

DATE :  S e p t e m b e r  24, 1975

S U B J E C T : '  A l a s k a  P i p e l i n e  C o m p a n y ' s  R e q u e s t  t o  P u r c h a s e  S t a t e  R o y a l t y  
G a s  f r om  t h e  N o r t h  C o o k  I n l e t  G a s  F i e l d  ( " P h i l l i p s " )

A l a s k a  P i p e l i n e  C o m p a n y  (APC) a n d  i t s  a f f i l i a t e  A l a s k a  G a s  a n d  S e r v i c e  
C o m p a n y  ( " A n c h o r a g e  N a t u r a l  G a s " )  s u p p l y  n a t u r a l  g a s  t o  285 c u s t o m e r s  
o n  t h e  N o r t h  K e n a i  R o a d  a n d  t o  t h e  B e r n i c e  L a k e  p o w e r  p l a n t  o f  C h u g a c h  
E l e c t r i c  A s s o c i a t i o n .  T h e  g a s  i s  o b t a i n e d  f r om  t h e  i n d u s t r i a l  p i p e l i n e  w h i c h  
s u p p l i e s  t h e  L N G  p l a n t ,  t h e  A m m o n i a / U r e a  p l a n t ,  a n d  g a s  f o r  r e i n j e c t i o n  
i n t o  t h e  S w a n s o n  R i v e r  O i l  f i e l d ,  a n d  c o m e s  f r om  t h e  K e n a i  g a s  f i e l d  
( U n i o n - M a r a t h o n ) , u n d e r  a c o n t r a c t  w h i c h  r u n s  t o  M a y  1, 1977 . D u e  t o  
u n e x p e c t e d l y  h e a v y  u s a g e  b y  t h e  B e r n i c e  L a k e  p o w e r  p l a n t ,  t h e  r e s e r v e  
q u a n t i t y ,  10 b i l l i o n  c u b i c  f e e t  ( B C F ) , w i l l  b e  u s e d  p r i o r  t o  M a y  1, 1977, a n d  
a t  t h a t  p o i n t  t h e  c o n t r a c t  w i l l  t e r m i n a t e .  A c o n t r a c t  e x t e n s i o n  a n d  a d d i t i o n a l  
c o m m i t m e n t  o f  r e s e r v e s  h a s  b e e n  r e q u e s t e d  o f  U n i o n - M a r a t h o n , o r  t h e  r i g h t  
t o  r e c e i v e  g a s  o n  t h e  N o r t h  K e n a i  R o a d  w h i c h  i s  c o m m i t t e d  fo r  t h e  A n c h o r a g e  
a r e a  u n d e r  a s e p a r a t e  c o n t r a c t .  T h e r e  h a s  b e e n  l i t t l e  i f  a n y  p r o g r e s s  m a d e  
o n  t h e s e  r e q u e s t s  t h u s  f a r .

A l a s k a  P i p e l i n e  C o m p a n y ’s c o n t r a c t  w i t h  U n i o n - M a r a t h o n  h a s  a p r o v i s i o n  
t h a t  i f  A P C  w e r e  t o  o b t a i n  r o y a l t y  g a s  f r om  t h e  K e n a i  g a s  f i e l d ,  t h e n  t h e  
c o m m i t m e n t  o f  g a s  r e s e r v e s  b y  U n i o n - M a r a t h o n  ( o r i g i n a l l y  550 BCF)  w o u l d  b e  
r e d u c e d  a n  e q u a l  a m o u n t ,  a n d  t h u s  i n  e f f e c t  A P C  i s  b a r r e d  f rom  n e g o t i a t i n g  
f o r  r o y a l t y  g a s  f r om  t h e  K e n a i  g a s  f i e l d .

A P C  h a s  i n q u i r e d  f o r  a c o m m i t m e n t  o f  g a s  f r om  P h i l l i p s ,  w i t h  t h e  ( t e l e p h o n e )  
r e s p o n s e  t h a t  s i n c e  P h i l l i p s '  o b l i g a t i o n s  t o  t h e  g a s  c o m p a n y  o f  P o r t l a n d ,  O r e g o n  
a r e  i n  s u s p e n s e  d u e  t o  h e a r i n g s  a t  t h e  F e d e r a l  P o w e r  C o m m i s s i o n  a n d  s i n c e  t h e  
g a s  c o m p a n y  a t  L o s  A n g e l e s  i s  a t t e m p t i n g  t o  p u r c h a s e  r o y a l t y  g a s  f rom  t h e  N o r t h  
C o o k  I n l e t  g a s  f i e l d ,  P h i l l i p s  i s  n o t  c l e a r  t o  n e g o t i a t e  a c o m m i t m e n t  o f  r e s e r v e s  
t o  A P C .  I t  i s  k n o w n  a l s o  t h a t  t h e  P o r t l a n d  g a s  c o m p a n y  i s  r e q u e s t i n g  t o  p u r c h a s e  
N o r t h  C o o k  I n l e t  r o y a l t y  g a s  ( d i s c u s s i o n s  w i t h  G o v e r n o r  H a m m o n d ) .

A L A S K A  L O Y A L T Y

O I L  &  G A S  B O A R D
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A P C  h a s  w r i t t e n  t o  t h e  S t a t e  ( l e t t e r  t o  O . K .  G i l b r e t h , A u g u s t  20, 1975, 
a t t a c h e d )  r e q u e s t i n g  t o  p u r c h a s e  t h e  N o r t h  C o o k  I n l e t  r o y a l t y  g a s  a t  t h e  p r i c e  
o f  50 .45 ^  pe r  M C F ,  w h i c h  i s  t h e  p r i c e  w h i c h  n o w  a p p l i e s  t o  t h e  r o y a l t y  g a s  
w h i c h  P h i l l i p s  u t i l i z e s  f o r  i t s  L N G  m a n u f a c t u r e ,  w h i c h  i s  k n o w n  t o  b e  45£ 
w e l l h e a d  p l u s  5 .45£ t r a n s p o r t a t i o n .  I f  t h i s  g a s  w e r e  t o  b e  o f f e r e d  t o  A P C ,
A P C  c o u l d  b u i l d  a p i p e l i n e  f r om  t h e  L N G  p l a n t  t o  d e l i v e r  t h e  g a s  i n t o  i t s  
p i p e l i n e  t o  A n c h o r a g e  a s  w e l l  a s  t o  s u p p l y  i t s  N o r t h  K e n a i  R o a d  c u s t o m e r s .
S u c h  a p i p e l i n e  ( a p p r o x im a t e l y  35 m i l e s  o f  8") c o u l d  b e  b u i l t  i n  t h e  r i g h t  o f  
w a y  n o w  o c c u p i e d  b y  H o m e r  E l e c t r i c  A s s o c i a t i o n ' s  p o w e r  l i n e  f r om  t h e  B e r n i c e  
L a k e  p o w e r  p l a n t  t o  " Q u a r t z  C r e e k . "  H o w e v e r ,  c o n s t r u c t i o n  o f  s u c h  a p i p e ­
l i n e  s h o u l d  n o t  b e  n e c e s s a r y ,  b e c a u s e  e x i s t i n g  p i p e l i n e  s y s t e m s  c o u l d  b e  
u t i l i z e d  t o  " e x c h a n g e , "  o r  " d i s p l a c e , "  g a s  a n d  t h e  t r a n s a c t i o n  c o u l d  b e  m a d e  
e n t i r e l y  o n  p a p e r ,  c o n t i n u i n g  a c t u a l  m o v e m e n t  a s  a t  p r e s e n t ,  w i t h o u t  c h a n g e .  
N o r t h  C o o k  I n l e t  g a s  i s  i d e n t i c a l  t o  K e n a i  f i e l d  g a s  ( the  s t r e a m s  a r e  
i n t e r c h a n g e a b l e  a t  t h e  L N G  p l a n t ) , s o  a d j u s t m e n t s  c a n  b e  m a d e  b y  v o l u m e  o n l y .

A P C  w o u l d  a p p e a r  t o  b e  t h e  i d e a l  c u s t o m e r  f o r  S t a t e  r o y a l t y  g a s  b e c a u s e  i t  w o u l d  
" b l e n d "  (by p r i c e / r a t e  a d j u s t m e n t s )  t h e  h i g h e r  p r i c e d  r o y a l t y  g a s  i n t o  i t s  p r e s e n t  
s u p p l y ,  w i t h  r e l a t i v e l y  s m a l l  i m p a c t  o n  i t s  r a t e s  t o  A l a s k a n  g a s  u s e r s .  A P C  h a s  
n e g o t i a t e d  " d e l i v e r a b i l i t y "  w i t h  U n i o n - M a r a t h o n  s o  t h a t  i t  i s  i n  a p o s i t i o n  t o  
t a k e  n o n e  or t h e  f u l l  r o y a l t y  s h a r e  o f  N o r t h  C o o k  I n l e t  g a s  w i t h o u t  p l a c i n g  i t s  
s u p p l i e r s  ( U n i o n - M a r a t h o n )  i n  a n y  h a r d s h i p  a n d  w i t h o u t  h a v i n g  t o  r e l y  o n  
c o n s t a n t  o r  s t e a d y  r a t e  p r o d u c t i o n  f r om  t h e  N o r t h  C o o k  I n l e t  f i e l d .  I n  o t h e r  
w o r d s ,  A P C  c o u l d  t a k e  t h e  S t a t e  r o y a l t y  g a s  f r om  N o r t h  C o o k  I n l e t  i f  a n d  a s  i t  
i s  p r o d u c e d ,  w i t h o u t  r e q u i r i n g  " d e l i v e r a b i l i t y . "

T h e  f o r e g o i n g  d e s c r i p t i o n  a s s u m e s  t h a t  t h e  p r o d u c e r s  ( U n i o n ,  M a r a t h o n , P h i l l i p s )  
a n d  t h e  S t a t e  c a n  r e a d i l y  a g r e e  t o  t h e  " e x c h a n g e "  o r  " d i s p l a c e m e n t "  a s  i n d i c a t e d .  
I f  A P C  w e r e  t o  b u i l d  t h e  n e w  p i p e l i n e  s o  t h a t  t h e  r o y a l t y  g a s  a c t u a l l y  w e r e  t o  b e  
m o v e d  f r om  t h e  L N G  p l a n t  t o  A P C ' s  p i p e l i n e  t o  A n c h o r a g e ,  t h e  s a m e  g e n e r a l  
s i t u a t i o n  w o u l d  o b t a i n  a s  f o r  d i s p l a c e m e n t ,  b u t  o p e r a t i o n  w o u l d  b e  r e l a t i v e l y  
c o m p l e x  s i n c e  g a s  w o u l d  h a v e  t o  m o v e  t o  o r  f r om  t h e  L N G  p l a n t  i n  t h e  n e w  
p i p e l i n e  d e p e n d i n g  o n  w h e t h e r  o r  n o t  t h e  L N G  p l a n t  w e r e  r u n n i n g  a n d  a t  w h a t  
r a t e .  I t  i s  a n t i c i p a t e d  t h a t  n o r m a l l y  t h e r e  w o u l d  b e  a d e q u a t e  n o t i c e  a v a i l a b l e  
s o  t h a t  f l o w  r a t e  a n d  d i r e c t i o n a l  c h a n g e s  w o u l d  b e  p r a c t i c a l  - i n  f a c t  d i s p l a c e m e n t  
c o u l d  b e  u t i l i z e d  e v e n  w i t h  s u c h  a p i p e l i n e ,  t o  f o s t e r  b e s t  s c h e d u l i n g  b y  a l l  t h e  
p a r t i e s .  S u c h  d i s p l a c e m e n t  a c t u a l l y  o c c u r s  a l r e a d y ,  f r om  t im e  t o  t i m e ,  a l t h o u g h  
i t  i n v o l v e s  o n l y  t h e  p r o d u c e r s  ( U n i o n ,  M a r a t h o n ,  P h i l l i p s )  a n d ,  o f  c o u r s e ,  d o e s  
n o t  a f f e c t  A P C  o r  t h e  S t a t e  a t  p r e s e n t .  T h e  p r o p o s e d  d i s p l a c e m e n t ,  e i t h e r  w i t h  
o r  w i t h o u t  a n e w  p i p e l i n e  b e i n g  a d d e d ,  s h o u l d  b e  j u s t  a s  p r a c t i c a l  i f  t h e  p a r t i e s  
w o u l d  s o  a g r e e .

-  2  -

D T / j s
e n c l o s u r e

cc: Alaska Public t^f^ities Commission



A&.&SDCA P B P E O B S E  COKJ3PABBV
P. 0. BOX C283 
ANCHORAGE, ALASKA 60502

A u g u s t  20,  1975

3000 SPENARD ROAD 
PHONE (907) 277-5551

COPIES SENT TO:

Paul Robison 
Sebe Eastland 
Harold Schmidt
0. C. Honig

M r .  O .  K .  G i l b r e t h ,  D i r e c t o r  
D i v i s i o n  o f  O i l  a n d  G a s
S t a t e  o f  A l a s k a  . '
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  
3001 P o r c u p i n e  S t r e e t  
A n c h o r a g e ,  A l a s k a  99504

D e a r  E a s y :

W e  h a v e  a g a s  s u p p l y  c o n t r a c t  w i t h  U n i o n - M a r a t h o n  f o r  10 B C F  o n  t h e  K e n a i  
N o r t h  R o a d  w h i c h  e x p i r e s  M a y  1, 1977. . D u e  t o  a c c e l e r a t e d  s a l e s  t o  C h u g a c h  
E l e c t r i c ' s  B e r n i c e  L a k e  p o w e r  p l a n t  t h i s  y e a r ,  i t  a p p e a r s  t h e  e n t i r e  rr e r v e  
q u a n t i t y  c o u l d  b e  u s e d  u p  w i t h i n  l e s s  t h a n  o n e  y e a r  f r om  n o w ,  a n d  w e  a r e  
s o l i c i t i n g  a r e p l a c e m e n t  s u p p l y  o f  g a s  t o  s e r v e  C h u g a c h  a n d  o u r  o t h e r  c u s t o ­
m e r s  o n  t h e  K e n a i  N o r t h  R o a d .

W e  a r e  i n  a p o s i t i o n  t o  c o m m i t  t o  t a k e  m o r e  t h a n  o u r  N o r t h  R o a d  r e q u i r e m e n t s ,  
h o w e v e r ,  a n d  w o u l d  l i k e  t o  o f f e r  t o  p u r c h a s e  t h e  S t a t e ’ s r o y a l t y  s h a r e  o f  
P h i l l i p s '  p r o d u c t i o n  f r om  N o r t h  C o o k  I n l e t ,  d e l i v e r e d  t o  a m e t e r i n g  p o i n t  n e a r  
t h e  P h i l l i p s - M a r a t h o n  L N G  p l a n t  o n  t h e  K e n a i  N o r t h  R o a d .  T h e  e x c e s s  a b o v e  
o u r  K e n a i  N o r t h  R o a d  s a l e s  w o u l d  b e  u s e d  t o  d i s p l a c e  d e l i v e r i e s  b y  U n i o n -  
M a r a t h o n  t o  u s  a t  t h e  K e n a i  g a s  f i e l d ,  a n d  t h u s  s e r v e  t o  p r o l o n g  t h e  a d e q u a c y  
o f  o u r  r e s e r v e  c o m m i t m e n t  a t  t h e  K e n a i  g a s  f i e l d .  W e  a r e  n o t  c e r t a i n  a s  t o  
w h e t h e r  o r  n o t  t h e  d i s p l a c e m e n t  c a n  b e  m a d e  " o n  p a p e r , "  or w h e t h e r  w e  w o u l d ’ 
b e  r e q u i r e d  t o  l a y  a p i p e l i n e  t o  c o n n e c t  i n t o  o u r  A n c h o r a g e  p i p e l i n e  e i t h e r  a t  
o r  n e a r  t h e  K e n a i  g a s  f i e l d  o r  a t  o r  n e a r  o u r  c o m p r e s s o r  s t a t i o n  e a s t  o f  t h e  
K e n a i  R i v e r .

P l e a s e  c o n s i d e r  t h i s  l e t t e r  t o  b e  a n  a p p l i c a t i o n  t o  p u r c h a s e  r o y a l t y  g a s  o s  
d e s c r i b e d ,  p u r s u a n t  t o  AS 3 0 .0 6 .0 1 0 .  S i n c e  l i m i t e d  t i m e  i s  a v a i l a b l e  t o  d o  
a n y  n e c e s s a r y  c o n s t r u c t i o n ,  w e  h o p e  a l l  p r o c e d u r a l  r e q u i r e m e n t s  c a n  b e  
d e t e r m i n e d  r e a d i l y .  W e  w o u l d  a n t i c i p a t e  p a y i n g  t h e  S t a t e  t h e  s a m e  p r i c e  i t  
w o u l d  h a v e  r e c e i v e d  f r om  P h i l l i p s ,  w h i c h  w e  b e l i e v e  t o  b e  45$ p e r  M C F  p l u s  
5 .45$ t r a n s p o r t a t i o n  f e e ,  a s  c o m p a r e d  t o  t h e  c u r r e n t  4 ^5 ,$  c o$ t_ o f vg.o j 
d e l i v e r a b i l i t y )  a t  t h e  K e n a i  g a s  f i e l d .

SEP 29 1975
A L A S K A  L O Y A L T Y

I L  &  G A S  B O A R D

/\C AM A tMf A Ikl'TFnOTA'flZ AA1/D/.MV



A L A S K A  P I P E L I N E  C O M P A N Y  

ANCHORAGE, ALASKA

M r .  O'. K .  G i l b r e t h  
A u g u s t  20,  1975 
P a g e  T w o

W e  a r e  r e l y i n g  o n  a p p r o v a l  b y  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  f o r  
u s  to  " f l o w  t h r o u g h "  t h e  i n c r e a s e d  c o s t  o f  g a s  t o  C h u g a c h ' s  B e r n i c e  L a k e  
p o w e r  p l a n t  a n d  t o  " m e l d "  t h e  ( h i g h e r )  c o s t  r o y a l t y  g a s  w i t h  t h e  ( l owe r)  
c o s t  K e n a i  f i e l d  g a s ,  o n  a d a y - t o - d a y  b a s i s ,  s i n c e  t h e  a m o u n t  o f  r o y a l t y  
g a s  w e  w o u l d  r e c e i v e  w o u l d  d e p e n d  o n  t h e  r a t e  o f  p r o d u c t i o n  o f  t h e  
P h i l l i p s - M a r a t h o n  L N G  p l a n t  a n d  b e  o u t s i d e  o u r  c o n t r o l .  W h e n  t h i s  
p l a n t  i s  d o w n  f o r  a n y  r e a s o n ,  w e  w o u l d  b e  u t i l i z i n g  K e n a i  f i e l d  g a s  a s  
r e p l a c e m e n t .

P l e a s e  a d v i s e  r e g a r d i n g  a n y  q u e s t i o n s  o r  f u r t h e r  p r o c e d u r e  w e  s h o u l d  
f o l l o w  i n  p r e s e n t i n g  a f o r m a l  o f f e r  t o  t h e  S t a t e .

V e r y  t r u l y  y o u r s ,

D a l e  T e e l  
P r e s i d e n t

D T : l k d

c c :  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n



A L A S K A  R O Y A L T Y  O I L  & G A S  D E V E L O P M E N T  A D V I S O R Y  B O A R D

M i n u t e s  F r o m  O c tober 10, 1975, M e e t i n g  in J u n e a u

1. The m e e t i n g  was called to o rder by C h a i r m a n  M a r t i n  at 
9:00 a.m. in the F ifth Floor C o n f e r e n c e  R o o m  of the State O f fice 
Building. All of the Board m e m b e r s  w e r e  in attendance. C h a i r m a n  
M a r t i n  had no special remarks in o p e ning the m e e t i n g  and the 
m e e t i n g  p r o c e e d e d  acc ording to the agenda (Appendix A ) . Several 
m e m b e r s  of the public were present.

2. The m i n u t e s  of the A u g u s t  4, 1975, m e e t i n g  were approved 
as c i r c u l a t e d  to the Board.

3. R e ports

A. Board's A d m i n i s t r a t i v e  Report.

1. Richard Lyon m o v e d  that the R o y a l t y  Board go 
into e x e c u t i v e  session to discuss the a p p o i n t m e n t  of an Exec utive 
D i r e c t o r  for the R o y a l t y  Board. The m o t i o n  was seconded by 
D o n a l d  Triplehorn. The m o t i o n  passed u n a n i m o u s l y  at 9:10 a.m.
The m e e t i n g  was called b ack to order at 9:30 a.m. C h a i r m a n  M a r t i n  
a d v i s e d  those p r e s e n t  that the Board has m a d e  a d e c i s i o n  on the 
a p p o i n t m e n t  of an E x e c u t i v e  Director. A r l o n  T u s s i n g  m o v e d  that 
W i l l i a m  C. F a c k l e r  be appointed as E x e c u t i v e  D i r e c t o r  of the A l a s k a  
R o y a l t y  Oil and Gas D e vel opment A d v i s o r y  Board to be effective 
N o v e m b e r  15, 1975, at an advanced step of the salary range.
Do n a l d  T r i p l e h o r n  seconded the m o t i o n  and the m o t i o n  passed u n a n i­
mo u s l y  .

2. C h a i r m a n  M a r t i n  a d v ised that the D e p a r t m e n t  of 
L aw's r e p o r t  was not yet complete, therefore, it will be presented 
at a later date.

3. C h a irman  M a r t i n  informed the Board that it 
n e ede d to d e c i d e  about the d i s t r i b u t i o n  of p r o p o sals to .nterested 
parties. T h e  m o t i o n  was made that the Board e s t a b l i s h  ope n reading 
files in A n c h o r a g e  in the Diviso n of Lands' o ffice and in Juneau
in the C o m m i s s i o n e r ' s  office. The pr oposals r e c e i v e d  should be 
p l ace d in the reading files and m a i l e d  to the Board m e m b e r s  and 
after five w o r k i n g  days be m a d e  a v a i l a b l e  to the public  upon request. 
The m o t i o n  was seconded by R i c h a r d  Lyon. M o t i o n  p a ssed unanimously.
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B. Studies

1. P r o j e c t e d  N a t u r a l  Gas D e mand - A  r ep ort was 
p r e s e n t e d  by Mr. Pat Dobey of the D i v ision of G e o l o g i c a l  and 
G e o p h y s i c a l  Surveys of the D e p a r t m e n t  of N a t u r a l  R e s o urces  on the 
p r o j e c t e d  natural gas demand. (Appendix B.)

2. Mr. 0. K. Gilbreth, D i r e c t o r  of the D i v i s i o n
of Oil and Gas for the D e p a r t m e n t  of N a tural Resources , presented 
a r ep ort on the p r o j ected natural gas a v a i l a b i l i t y  in C o o k  Inlet 
to the R o y a l t y  Board. (Appendix C.)

C. C u r r e n t  F e de ral L e g i s l a t i o n  - A r l o n  T u ssin g gave 
a brief report on c u r r e n t  federal l egisl a t i o n  (Appendix D ) .
Mr. T u s s i n g  i nformed the B o ard t h a t  in summary it is still in 
s t a l emate b o t h  on oil and gas legislation, and that the Congress 
h a d  passed l e g i s l a t i o n  c o n t i n u i n g  price c o n t r o l s  and allocations 
on oil and gas and d i d  not a ccept the A d m i n i s t r a t i o n ' s  p r o pose d 
schedu le for p h asin g out p r i c e  controls. The P r e s i d e n t  vetoed it, 
the veto was s u s t a i n e d  and C o n g r e s s  did not o v e r r i d e  the veto and 
b e g i n n i n g  the first of Septe mber there w e r e  no price controls or 
a l l o c a t i o n  a u t h o r i t y  for oil and gas. The P r e s i d e n t  did agree to 
a n o t h e r  r e t r o a c t i v e  e x t e n s i o n  of p r i c e  control w h i l e  there was
an attempt to come u p  wi th a n e w  compromise. T h e  House and Senate 
are n o w  in c o n f e r e n c e  on the legislati on and b o t h  the House and 
Senate bills that w e n t  into this c o n f e r e n c e  h a v e  p r i c e  control 
p rovi sions w h i c h  are u n a c c e p t a b l e  to the A d m i n i s t r a t i o n .  It looks 
as if in N o v e m b e r  we will again be faced w i t h  a si tuation whe re 
C o n g r e s s  v/ill pass an e x t e n s i o n  of oil and gas p r i c e  control which 
will include a r o l l b a c k  in the price of new oil.

C h a i r m a n  M a r t i n  asked for c o n c u r r e n c e  of t h e  Board in altering 
the agenda to take u p  the d e f i n i t i o n  of surplus q u e s t i o n  following 
the p r e s e n t a t i o n  of p r o p o s a l s  re cei v e d  since the last m e e t i n g  of 
the Board. There was no o b j e c t i o n  by the Board.

5. C o r r e s p o n d e n c e  - Mr. F a c k l e r  read several letters that 
had been r e c e i v e d  from c o m p a n i e s  that refer to e a r l i e r  proposal s 
submit ted by the v a r i o u s  c o m p anies to the Board. (Northern Natural 
Gas, Southern N a t ural Gas C o m p a n y  and A l a s k a  P e t r o l e u m  Company.)

6. P r o p o s a l s  since the last meeting.

A . P r udhoe  Bay

Mr. F a c k l e r  informed the Board that a letter from 
M u r p h y  Oil C o r p o r a t i o n  had been received. He a d v i s e d  that M urphy 
Oil v/as i n t e r e s t e d  in s u p p ly ing a p o r t i o n  of t h e i r  Superior, 
Wisconsin, r e f i n e r y ' s  needs w i t h  A l a s k a n  c r u d e‘oil  starting in 1977. 
The v e hicle for the c r u d e  oil would be the Trans M o u n t a i n  Pipeline 
from Puget Sound to I n t e r p r o v i n c i a l  P i p eli ne and then to Superior, 
Wisconsin. They e s t i m a t e d  r e q u i r e m e n t s  to be 2 0,000 to 40,000 
barrels per day. They advised that at the p r e s e n t  time it



would be impo ss i b l e  w i t h  the u n c e r t a i n  c o n d i t i o n s  in regard to 
price, g o v e r n m e n t  controls, p i p e l i n e  reversal, et cetera to 
submit a firm bid for p r o d u c t i o n  to be p u r c h a s e d  several years 
in the future. They w o u l d  be w i l l i n g  to pay c o m p e t i t i v e  world 
m a r k e t  p r i c e s  for similar types of c r u d e  at the time of purchase.

Mr. R o b e r t  C. Thomas of T e n n e s s e e  Gas T r a n s m i s s i o n  C o m p a n y  was 
p r esent and was r e q u e s t e d  to p r ese nt t heir proposal. Mr. Thomas 
a d vised that their p r o p osal w o u l d  a l l o w  the f o l l owing benefits:

1. C o m p a n y  a c q u i r i n g  the right to c o n t r a c t  the 
r o y a l t y  rese r v e s  should be c a p a b l e  of g i ving 
m a x i m u m  support  to the o b t a i n i n g  of a trans- 
A l a s k a  p i p e l i n e  route. He p o in ted o u t  that in 
t h e i r  a p p r o a c h  they had c o v e r e d  this point by 
stating that to date T e n n e s s e e  Gas T r a n s m i s s i o n  
C o m p a n y  has n o t  supporte d e ither r oute d e s i g n e d  
to t r a n s p o r t  N o r t h  Slope gas to market.

2. T h a t  the State w o u l d  r e c e i v e  su bstantial front- 
end money. In their a p p r o a c h  they i n d i cated 
that they woul d m a k e  a v a i l a b l e  to the State in 
e x c e s s  of 100 m i l l i o n  d o llar s for the r i g h t  to 
c o n t r a c t  all of the royalty oil and gas  r e s e rves 
in the P r u d h o e  Bay Field. The e xact a m o u n t  
c o n t r i b u t e d  would be subject to furt her n e g o t i a­
tion s  b e t w e e n  the p a rtie s and w o u l d  r e f l e c t  the 
n e e d s  of the State, the d r a w d o w n  schedule, and 
several o t h e r  factors. The funds w o u l d  be m a d e  
a v a i l a b l e  to the State over a t h r e e - y e a r  p eriod  
a c c o r d i n g  to the State's needs. T h e r e  w o u l d  be 
no r e c o v e r y  of the a d v an ced funds for a p e r i o d  of 
t h r e e  y ears fo llowing the date of the advance.
The c o n t r i b u t i o n  w ould be h o p e f u l l y  r e c o v e r e d  out 
of the p o r t i o n  of r e v e n u e  from the r o y a l t y  natural 
gas or oil. The r e c o v e r y  p e riod  w o u l d  be five 
years, g i ving a total of eight years. The funds 
t h a t  w o u l d  be m a d e  a v a i lab le w o u l d  be interest 
f r e e .

3. T h e y  felt that some of the gas m u s t  be av ailable 
for use w i t h i n  the State. In their o u t l i n e  they 
i n d i c a t e d  that they w o u l d  c o n s i d e r  r e s e r v a t i o n  of 
the State of up to 10 p e r c e n t  of the r o y a l t y  gas.
T h e y  did n o t  intend to imply that  this r e p r e s e n t e d  
the m a x i m u m  a n t i c i p a t e d  future g r o w t h  of the State 
n a t u r a l  gas lease. W h a t  it did i n d icate  is that 
t h e y  feel the p r i m a r y  goal at this ti me should be 
to secure a t r a n s - A l a s k a  route and that the m a j o r  
s o urc e of gas for the future needs of the State 
w o u l d  come from future r e s e r v e s  found and t r a n s­
por t e d  t h r ough this system.



4. The m a x i m u m  p o s s i b l e  w e l l h e a d  price should be 
paid for the reserves when produced. They 
feel that the gas produced in P r udhoe Bay w o u l d  
go into interst ate commerce and under current 
r e g u l a t i o n s  would be subject to c o ntrol by 
the F e d e r a l  Power Commission. Since they  are 
r e g u l a t e d  by the Federa l P ower  Commissio n, they 
are u n a b l e  to g u a r antee a specific w e l l h e a d  
p r i c e .

Since the p u r c h a s e r  is subject to unknown timing factors and sub­
stantial risks a s s o c i a t e d  w i t h  purchasi ng the righ t to contrac t 
P r u d h o e  B a y  gas, the purchaser m u s t  be c o m p e n s a t e d  by certain 
benefits. They see those benef its to the p u r c h a s e r  as being:

1. the f r o n t - e n d  payment m u s t  be financeable,

2. the front -end paym ent m u s t  be r e c o v e r a b l e  at a
p a r t i c u l a r  poi nt in time, and

3. the r ight to contrac t all of the State 's r o y alty 
gas in P r u d h o e  Bay subject to a 10 p e r c e n t  
r e s e r v a t i o n  of the gas by the State.

T h e y  feel the m o s t  important c o n s i d e r a t i o n  by the State at 
this time is the securing of the trans-Alaska r o u t i n g  for the 
P r u d h o e  Bay gas. This is the biggest single f a c t o r  that w ould have
an impact on the State throu g h o u t  its future. To insure that there
is no q u e s t i o n  a bout their intent in p r o m o t i n g  a t r a n s - A l a s k a n  route, 
T e n n e c o  w o u l d  add a p r o v i s i o n  to the m e m o r a n d u m  they submitted that 
t h e y  w o u l d  be w i l l i n g  to give the State the o p t i o n  of terminating  
t heir r i g h t  to c o n tr act should the trans- A l a s k a  r o u t e  not be c o n­
sidered. This t e r m i n a t i o n  p r o v i s i o n  woul d f u r t h e r  provide that 
T e n n e c o  would r e c e i v e  their capital c o n t r i b u t i o n  b a c k  plus any 
i n t e r e s t  and that they w ould not be p r e j u d i c e d  in a n y  further 
a t t e m p t s  to c o n t r a c t  royalty gas.

Chairr.an M a r t i n  asked Mr. Thomas if T e n n eco had d o n e  any analysis 
of the El Paso pro posal on a com pa r a t i v e  basis w i t h  their proposal 
and h a d  they taken a look at the question of the 10 p e r c e n t  set 
a s i d e  and the j u r i sdictiona l question in regard to c o mmingling?
Mr. T hom as a d v i s e d  that he v/ould get a response to these questions 
in w r i t i n g  to the Board.

A r l o n  T u s s i n g  asked if T e nneco could p r o vide the B oard w i t h  the 
b a c k u p  on t h e i r  m a r k e t  analysis and cost anal. rsis. Mr. Thomas  stated 
that he w o u l d  be h a p p y  to get the in formation t o g e t h e r  for the Board.

C h a i r m a n  M a r t i n  c alled  a lunch recess until 1:30 p.m. The m e e t i n g  
was c a l l e d  to o rder at 1:30 p.m. and Mr. F a c k l e r  r e a d  a letter 
r e c e i v e d  from N o r t h e r n  Liquid Fuels C o m p a nies d a t e d  A u g u s t  11, 1975, 
to the Board. N o r t h e r n  Liquid Fuels C o m p a n i e s  w i s h e d  to acquir e the 
r i g h t  to p r o c e s s  the State of A l a sk a's r o yalty share of the gas to 
be p r o d u c e d  from the Prudh oe Bay Field for the removal of propane, 
butane, n a t u r a l  g a s o l i n e  and e thane (NGL) and to p u r c h a s e  any NGL 
a t t r i b u t a b l e  to the State of A l a ska's royalty s hare of the oil



produced from such field. For the right to p r o c e s s  the State of 
A l a s k a ' s  royalty share of such gas, the C o m p a n i e s  would  propose a 
prepay m e n t  plus a p a y m e n t  for each barrel of N G L  extracted  and 
m a r k e t e d  over the life of the field, the a m o u n t s  of such payments to 
be d e t e r m i n e d  upon c onclusion of the study h e r e i n a f t e r  referred to. 
The C o m p anies p r o p o s e  to u n d e r t a k e  a c o m p r e h e n s i v e  study to d e t e r mine 
v/hich of the following pro grams is m o r e  economical: 1) process the 
gas stream in the field for r e moval to the NGL and build a liquids 
pipelin e to t r a n s p o r t  the NGL to Southern Alaska, or 2) leave the 
N G L  in the gas s tre am and process the stream: a) in So uthern Alaska, 
if a t r a n s - A l a s k a  gas pipe l i n e  is built, or b) in Canada or the 
United States if an A l a s k a - C a n a d i a n  p i p e l i n e  s ystem is built. T he 
studies will take into a c count the needs of the State, p a r t i c u l a r l y  
the e s t a b l i s h m e n t  of a liquid fuels d i s t r i b u t i o n  system in the State 
of A l a s k a  in its p r i n c i p a l  cities of A ncho rage, Fairbanks, Juneau, 
as well as others to w h i c h  r easonable t r a n s p o r t a t i o n  can be made 
a v a i l a b l e  to t r a n s p o r t  safely liquid fuel. The C o m p a n i e s  would be 
intere sted in e s t a b l i s h i n g  such a system if the studies indicated 
that the N G L  should be r e moved either in the P r u d h o e  Bay Field or 
at the coast or some i n t ermediat e point along the tra ns-Alaska 
pipeline. The p o r t i o n  of NGL w h i c h  exceeds the needs of the State 
of A l a s k a  w o u l d  be e x p orted to the contin e n t a l  U n i t e d  States. The 
Companies, togethe r with two other parties, are c u r r e n t l y  engaged 
in d e s i g n i n g  an L PG import terminal facili ty on the Houston Gulf 
C oast c a p a b l e  of r e c e i v i n g  100,000 barrels of L P G  per day. Mr. Baca 
was p r esen t to a ns wer any quest i o n s  the Board had. Mr. Baca a d vised 
the Board that he wo>..ld p r e p a r e  a m o r e  d e t a i l e d  proposal conce r n i n g  
pu r ch ase of State r o y a l t y  natural gas liquids.

B. Cook Inlet

Mr. F a c k l e r  a d vised the Board that two proposals had 
been r e c e i v e d  with  r e gard to Cook Inlet gas. The first o n e  was 
from A l a s k a  P i p eline Compa ny who w e r e  r e q u e s t i n g  purchase  of the 
r o y alty share of N o r t h  Cook Inlet gas field at or near the P h i l lips/ 
M a r a t h o n  LNG Plant on the N o r t h  Kenai Road, at t h e  price paid by 
Phill i p s  to a c q uire this gas from the State for the m a n u f a c t u r e  of 
LNG for e x p o r t  to Japan or elsewhere. They b e l i e v e  the m o s t  
r e a s o n a b l e  m e t h o d  for h a n dling the d e l i v e r y  and sale w ould be by 
"exchange," or "displacement," so that c o n s t r u c t i o n  of new pipeline 
and c o m p r e s s i o n  w o u l d  be minimiz ed. Since their supply at the Kenai 
gas field is i n t e r c o n n e c t e d  to the N o r t h  Cook  Inlet gas supply at 
the L N G  plant, for the time being, it wo uld be p r a c t ical that 
A l a s k a  P i p e l i n e  w o u l d  take w h a t e v e r  a moun t of the N o r t h  Cook Inlet 
r o yal ty gas that m a y  be a v a i l a b l e  day by day by d i s p l a c e m e n t  into 
their s y stem  at the Kenai gas field. Later, if additi onal invest­
ment  w o u l d  be r e q u i r e d  for t r a nsport ing this r o y a l t y  gas to shore, 
they w o u l d  n e g o t i a t e  their p a r t i c i p a t i o n  in investment, or install 
their ov/n faci lities if necessary, in orde r to a c c o m p l i s h  the 
p u r c h a s e  on the m o s t  r e a s o n a b l e  basis for all concerned. The 
e s s e n t i a l  aspect of their r e q u e s t  is that they h a v e  an immediate



need for a d d i t i o n a l  gas on the N o r t h  Kenai Road and have a l o n g­
term r e q u i r e m e n t  for addi tional gas reserves to s erve A l a s k a n  
c u s t o m e r s  in their p r esent service area. The y b e l i e v e  that it is 
in the p u b l i c  interest that they should be a l l o w e d  to p u r c hase this 
State r o y a l t y  gas for local c o n s u m p t i o n  rather than for this gas to 
be e x p o r t e d  to Japan or elsewhere. They wo uld b e g i n  p r e p ari ng a 
formal a p p l i c a t i o n  to p u r chase this gas and w o u l d  a p p r e c i a t e  h aving 
the B o a r d 1s guidance as to w h a t  supporting data or format m a y  be 
d e s i r e d .

Mr. F a c k l e r  gave the Board some b a c k g r o u n d  o n  this request. He 
a d v i s e d  t h a t  A l a s k a  P i p e l i n e  C o m p a n y  has r e n e g o t i a t e d  w i t h  Union 
M a r a t h o n  and have increased their d e l i v e r a b i l i t y  b u t  have not 
i n c r e a s e d  t h e i r  reserves. Mr. Teel is seeking increa ses in reserves  
now. C h a i r m a n  M a r t i n  advised the Board that w h a t  Mr. Teel indicates 
w o u l d  r e q u i r e  Board a c t i o n  and submissio n to the upcoming Legis l a t u r e  
Mr. Teel feels that from the c o n s u m e r’s stand p o i n t  this w o u l d  be very 
a t t r a c t i v e  legislatively. It w o u l d  be based t o t a l l y  on the a t t r a c­
tiv e n e s s  a p p l y i n g  to the A n c h o r a g e  area as o p p o s e d  to oth er areas in 
the State. Mr. G a l l a g h e r  informed the Board that a c lause in 
r e g a r d  to m o s t  favored nations should be included in the new 
contract. Mr. G a l l a g h e r  informed the Board that the m o s t  favored 
n a t i o n s  c o n c e p t  is that the price will m e e t  the h i g h e s t  price in 
the field. C h a i r m a n  M a r t i n  r e q u e sted that Mr. F a c k l e r  d i r ect a 
le t t e r  to Mr. Teel inviting him to m a k e  a p r e s e n t a t i o n  at the Board's 
next meeting.

The second letter was from N o r t hwest  Natural Gas C o m p a n y  in w hich 
they a d v i s e d  that their project for d e l i v e r i n g  L N G  from A laska to 
the Stat e of O r e g o n  had hit a snag d ue to the juri sd i c t i o n a l  
r e s t r i c t i o n s  w hich w o u l d  be imposed on the p r o d u c e r s  (Phillips 
P e t r o l e u m  C o m p a n y  and M a r a t h o n  Oil Company) b y  the Federal Power 
C o m m i s s i o n .

A. D e f i n i t i o n  of Surplus - C h a irman M a r t i n  read the statute 
r e g a r d i n g  surplus (AS 38.05.13(d)). Cha irman M a r t i n  a d vis ed the 
B o a r d  that some basic standard in regard to s u rplus is going to 
have to be e s t a b l i s h e d  as a part of the regulations. The Board 
d i s c u s s e d  h o w  they should go about putting that r e g u l a t i o n  together. 
A f t e r  m u c h  d i s c u s s i o n  about surplus, three items e m erged that should 
be i n c l u d e d  in the d e f i n i t i o n  of surplus and they are: 1) time period 
2) demand, and 3) supply. Chairman M a r t i n  i n f o r m e d  the Board that he 
w o u l d  a t t e m p t  to bring back to the Board at their next m e e t i n g  a 
f i n i s h e d  p r o d u c t  w i t h  r egard to the d e f i n i t i o n  of surplus.

7. O t h e r  Business - Dick Lyon m o v e d  that the Board au tho r i z e  
the B o a r d  m e m b e r s  who  w i s h e d  to take a briefing from T e n n essee  
Gas T r a n s m i s s i o n  C o mpany on their economic a n a l y s i s  and go through 
their c a l c u l a t i o n s  of costs and that either the Board m e m b e r  or 
T e n n e s s e e  Gas T r a n s m i s s i o n  C o m p a n y  w o u l d  send to the Board a w r i t t e n  
s u m m a r y  of the b r i efing for the Board's records. Don Triple h o r n  
s e c o n d e d  the m o t i o n  and the m o t i o n  p ass ed unanimously.



C h a irman M a r t i n  a d vise d that the next item on the a genda was the 
s ched uling of the next Board meeting. The  next B oar d m e e t i n g  will 
be held in Anchorage, A l a s k a  on N o v ember  10, b e g i nning at 8:30 a.m. 
He a d v ised that t here should be another m e e t i n g  in December. The 
m e e t i n g  is t e n t a t i v e l y  sc heduled some time d u r i n g  the w e e k  of 
D e c e m b e r  8. The m e e t i n g  will be held in J u n e a u  a n d  will begin 
at 8:30 a.m.

8. P u blic P a r t i c i p a t i o n  - Mr. Swetnam of P h i l l i p s  P e t r ole um 
C o m p a n y  r e q u e s t e d  that Phillips have an o p p o r t u n i t y  to m a k e  a 
p r e s e n t a t i o n  to the Board r e g a r d i n g  N o r t h  Co ok Inlet royalty gas. 
C h a i r m a n  M a r t i n  reque s t e d  that P h i l l i p s  m a k e  a w r i t t e n  p r e s e n t a t i o n  
to at least the C o m m i s s i o n e r ' s  Office, w h i c h  the C o m m i s s i o n e r  would 
m a k e  a v a i lab le to the Board and based on this proposal talk with 
his o f f i c e  in the interim so they could d e c i d e  w h e t h e r  an appear ance 
w o u l d  be n e c e s s a r y  and desirable.

Mr. A. Baca of Northern Liquid Fuels Co mpanies w a n t e d  to add to 
their presen t a t i o n  that if an L P G  system is f e a s i b l e  to be c o n­
struct ed that the State's r o y a l t y  liquids w o u l d  be a v a i lable  to 
serve any m a r k e t  w i t h i n  A laska that m i g h t  exist.

T here being no further b u s iness the m e e t i n g  a d j o u r n e d  at 3:15 p.m.
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A L A S K A  R O YALTY OIL & GAS D E V E L O P M E N T  A D V I S O R Y  B OARD

Mi n u t e s  From N o v e m b e r  10, 1975, M e eting  in A n c h o r a g e

1. The M e e t i n g  was call ed to or der by C h a i r m a n  M a r t i n  at
8:30 a.m. in the D i v ision  of Lands C o n f e r e n c e  R o o m  in Anchorage. All 
Board m e m b e r s  were in attendance, together w i t h  m e m b e r s  of our l e g i s­
lative l i a ison group, d i s t i n g u i s h e d  C o m m i s s i o n e r s  of P u b l i c  U t i l itie s 
and o ther  dignataries.

2. The M i nut es of the O c t o b e r  10, 1975, m e e t i n g  w e r e  discu ssed. 
A r l o n  T u s s i n g  raised a q u e s t i o n  on the w o r d i n g  of Section 4 on page
6 on D e f i n i t i o n s  of Surplus, and w h e t h e r  or not Mr. T u s s i n g  had m a d e  
a m o t i o n  d e f i n i n g  para me t e r s  n e e d e d  in the defini t i o n s .  Mr. F a c k l e r  
was instructed to d e t e r m i n e  if the recorded tapes of that m e e t i n g  
were still a v a i lable and t r a n s c r i b e  that p o r t i o n  if possible.

3. Reports

A. C h a irm an M a r t i n  was informed that the r e p o r t s  on N a t u r a l  
Gas F utur e D ema nd and E x i s t i n g  Gas C o n t ra cts s c h e dul ed at this time 
w o u l d  be d e l ayed several hours pending last m i n u t e  work. The Board 
decided to amend the schedule and a d v ance to P a r t  V  - Proposals.

5. Proposals

A. P r u dhoe  Bay

1. Mr. J o h n  Bennett, El Paso A laska Company, reviev ed 
the El Paso t r a n s - A l a s k a  gas p i p eline p r oject effor ts to date e m p h a­
sizing El Paso's need for a c o n t r a c t  to p u r c h a s e  or t r a n s p o r t  Sta'-e 
r o y a l t y  gas from Prudhoe Bay w h i c h  is surplus to State' s needs. A  
trans c r i p t  of the t e s t i m o n y  is attached.

B. Cook Inlet

1. Mr Dale Teel, A l a s k a  P ipel i n e  Company, p r e s e n t e d  a 
r e q u e s t  that the State royalty gas from N o r t h  C o o k  In let gas field 
be taken in-kind and sold to A l a s k a  Pipel i n e  Company. His t e s t i m o n y  
Was followed by Mr. John Horn, Phi 1 1 i PS Ppt-rnlpnm r n m p M y r . i,'!in nnpngprl 

"Hr^ Teel's request. A  t ranscrip t of the t e s t i m o n y  of Mr. Teel and 
Mr. Horn is attached to the minutes.

Mr. Thomas Stahr, A n c h o r a g e  Mun icipal L i g h t  and Power, read a letter 
to the Board supporting the A laska  P i p e l i n e  C o m p a n y  request. A  co py 
of the letter is attached.

Mr. John M iller D i v i s i o n  of Oil and Gas, p r e s ented a table summarizing 
the e x i s t i n g  gas c o n t racts  in the C o o k  Inlet area. Items include 
q u a n t i t y  of gas dedicated, length of contract, price, r e m a i ning r e­
serves to cont ract and u n c o m m i t t e d  reserves.
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Mr. P a trick Dobey, D i v i s i o n  of G e o l o g i c a l  and G e o p h y s i c a l  Surveys, 
reviewed curren t p r o g r e s s  on the c o m p u t e r  m odel study of p r o b a b l e  
future demand for gas in Alaska. A c o p y  of his p r e s e n t a t i o n  is 
a t t a c h e d .

Mr. R o b e r t  C. Thomas, T e n n e s s e e  Gas Transmission, p r e s e n t e d  a d d i t i o n a l  
informat ion o n  the e f f e c t  of Federa l Power C o m m i s s i o n  r e g u l a t i o n s  
on A l a s k a ' s  use of its r o y a l t y  gas. This i n f o r m a t i o n  was r e q u e s t e d  
by the Boar d at the O c t o b e r  10 m e e t i n g  in Juneau.

Their legal counsel is of the o p i n i o n  that the State as a p o l i t i c a l  
subdiv ision is not subject to d i r e c t  FPC control. However, any 
State gas trans m i t t e d  by a transf er w o u l d  require a c e r t i f i c a t e  
thereby allowing at least a m e a s u r e  of indi rect control.

Tenneco suggests that FPC c o n t r o l  could be m i n i m i z e d  b y  either of 
two ways. One is to secure an immunity  or e x e m p t i o n  by the FPC in 
the o r i gin al cert ificate. S econd is an e x e m p t i o n  t h r o u g h  l e g i s l a t i v e  
action by C o n gress a p p r o v e d  by the President. A  c o p y  of this 
m e m o r a n d u m  is attached.

Fo l l owing this d i s c u s s i o n  the B o a r d  instructe d the C h a i r m a n  and 
staff to p r o ceed in d r a f t i n g  p r o p o s e d  r egu lations o n  d e t e r m i n i n g  
surplus d e f i n i t i o n s  of s u ppl y and demand. The p r o p o s e d  r e g u l a t i o n s  
are to be p u b l i s h e d  in several n e w s p a p e r s . Final l a n g u a g e  and 
approval will d e p e n d  on comments  on the public notice.

Chairma n M a r t i n  r e q u e s t e d  appro val by the Board to e x t e n d  the term  
of acting d i r e c t o r s h i p  for Mr. F a c k l e r  until the a p p o i n t m e n t  of a 
n e w  D ep uty Commissi oner. There being no o b j e c t i o n  by the Board, 
approval was g r a n t e d .

A u t h o r i t y  was also r e q u e s t e d  to e x p e n d  up to $20,000 of Board 
contr a c t u a l  funds for c o n s u l t i n g  purposes. A f t e r  a short d i s c u s s i o n  
on p o s s ible types of c o n s u l t a n t  activities, the Boa rd a p p r o v e d  the 
r e q u e s t .

The next m e e t i n g  date of the Board w a s  set as Dece mber 9 and 10,
1975, in Juneau. There being no further b u s iness b e f o r e  the Board, 
the m e e t i n g  was adjourned.
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PHILLIPS PETROLEUM C O M P A N Y
B A R T L E S V IL L E .  O K L A H O .V A  l ‘.O C)A  S i? .  G61-GCOO

NATURAL KESOOSCES GRO .:? 
G.-ir. f<r:t G ; ;  L ;3 j i5

^•?ATCJ/tAL ItT 

GOT 23 ]5".-»V90

RECEIVED
JUNEAU, ALA.SK.%

October 21, 197?

North Cook Inlet Royalty C-as 

File: l-Ho-3&L-75-S5£L

Commissioner Guy Martin, Chairman 
Alaska Royalty Oil and Gas Development 

Advisory Board 
c/c Department of Natural Resources 
Juneau, AK 99801

Dear Commissioner Martin:

be are advised that certain interests have made application or may 
make application to purchase royalty gas owned by the State of Alaska 
and produced from the North Cook Inlet Field* Phillips is the Owner 
and Operator of this field*

Phillips has at considerable risk and expense, developed the North 
Cook Inlet Field and has provided a market for the natural gas when 
no markets existed. Phillips constructed a pipeline, liquefaction 
plant, and LNG tankers which were designed to utilize all of tho 
natural gas produced from tho North Cook Inlet Field* Through our 
efforts, wc have negotiated several substantial price increases with 
our customers and have shared these price increases with the State of 
Alaska. This, we believe, gives strong evidence of Phillips1 willing­
ness to establish a fair and reasonable wellhead price as a basis of 
royalty payment. Vie know of no other natural gas royalty settlement 
in Alaska at a price as U g h  as Phillips is paying.

For the State of Alaska to take the royalty gas in kind and separately 
dispose of it will impose severe economic haulsbips on Phillips* Such 
disposal to a third party will cause a premature abandonment of the 
pipeline, liquefaction and transportation facilities due to the early 
depletion of our natural gas reserves. All of these facilities were 
specifically built to create and provide a market for all of the 
natural gas from the North Cook Inlet Field. Additionally, it would 
require the drilling of more wells and the installation of additional 
compression equipment as well as the installation ol‘ certain compres­
sion equipment at an earlier date.



Commissioner Guy Martin
File: 1-HO-381-75-G&GL

October 21, 1975
Page 2

V’e strongly oppose the sale of royalty gas from the North Cook Inlet 
Field by the State of Alaska to any third party because of the undue 
economic hardships that it will impose on us. Further, Phillips is 
settling with the State of Alaska on a fair and reasonable value for 

the State's royalty gas.

Please take a look at our performance record. tie believe that the 
State of Alaska will receive the greatest overall benefit by allowing 
Phillips to continue to market Alaska's royalty gas from the North 

Cook Inlet Field.

Very truly yours,

John Horn, Manager 
Gas and LNG Sales Branch

JH:bla

cc: Mr. R. I. Swetnam
Phillips Petroleum Company 
II obi it Building 
515 "D" Street 
Anchorage, AK 99501



P H I L L I P S  P E T R O L E U M  C O M P A N Y
B A R T L E S V IL L E .  O K L A H O M A  7 4 0 0 4  918 6 6 1 - 6 6 0 0

NATURAL RESOURCES GROUP 
Gas and Gas Liquids Division

December 5, 1975

State Royalty Gas 
North Cook Inlet Field 
Alaska Gas & Service 
Company Proposal

File: l-Ho-438-7 5-G&GL

Commissioner Guy Martin, Chairman 
Alaska Royalty Oil and Gas Development 

Advisory Board 
c/o Department of Natural Resources 
Pouch M
Juneau, AK 99801 

Dear Mr. Martin:

During the hearing before the Alaska Royalty Advisory Board on November 10, 
1975, in Anchorage, a brochure entitled "The Case for Committing Alaska 
State Royalty Gas from the North Cook Inlet Gas Field to Alaska Pipeline
Company (Anchorage Natural Gas)" was presented to the Board. We offer the
following comments to the Board on this proposal in addition to the oral 
presentation made in behalf of Phillips at the November 10 hearing.

1. Phillips recognizes that the State has the right to take its royalty 
share of the gas in kind at the wellhead. But we believe that such 
action will not in the long run be to the best advantage to the cit­
izens of the State.

2. Phillips has invested over $125,000,000 to develop a market for the
North Cook Inlet Field gas when no market existed. Our investment 
was made with the expectation that we would market all of the gas 
from the field —  it was our obligation to market the State’s royalty 
gas along with our working interest gas.

3. Deliveries commenced six years ago and we had visualized at least a 
20-year project.

4. Phillips has actively worked with various groups and individuals in 
Alaska, including Alaska Gas & Service Company, to try to make LNG 
available to the more remote areas; however, thus far the high cost 
of transportation has thwarted these efforts.



Commissioner Guy Martin
File: l-Ho-438-75~G&GL

December 5, 1975
Page 2

5. Phillips has persistently sought to improve the market for the North 
Cook Inlet Field gas and as this has improved, the benefits have 
flowed to the State in the form of higher royalty settlements.

6. We believe that the State would receive the greatest benefit if it 
continued to receive the royalty payments made from the North Cook 
Inlet Field by Phillips, which is substantially higher than the 
prices presently being paid for natural gas by Alaska Gas & Service 
Company for other gas in the area. We submit that if Alaska Gas & 
Service Company would offer producers i -,he Cook Inlet Area the 
same amount that it would pay for the royalty gas from North Cook 
Inlet Field, this should be a very attractive market for natural gas 
and would encourage the development of additional natural gas reserves 
in the Kenai-Cook Inlet Area for Alaska Gas & Service Company even 
beyond the 15 million cubic feet per day which they propose to re­
ceive from North Cook Inlet Field.

7. The State is in the enviable position of not having to decide on an 
"either/or" basis but has the opportunity to continue to receive in­
come from the present market while encouraging the creation of new 
markets and new development of the undeveloped natural gas resources 
in the area —  thus winning on both bases.

8. We submit that in the best interest of the State of Alaska, the State
should continue to allow Phillips to utilize the royalty gas in its 
LNG facilities and thereby open up new markets for the undeveloped 
natural gas resources in the area.

Very truly yours,

Gas and LNG Sales Branch

JH:bla

cc: Mr. R. I. Swetnam
Phillips Petroleum Company 
Hoblit Building 
515 "D" Street 
Anchorage, AK 99501



Comments by John Horn 
Phillips Petroleum Company 

to
Alaska Oil and Gas Development Advisory Board 

Juneau, Alaska, December 9, 1975

Mr. Chairman, Members of the Board,

Phillips Petroleum Company appreciates the opportunity once again to appear 

before you. Let me state again that we share with you the concern that the citi­

zens of Alaska derive a fair and reasonable benefit from the State's natural 

resources —  including its natural gas. We recognize that.-the State has' the 

right to take its royalty share of gas in kind at the wellhead.

We have handed to you a folder which contains (l) our written response to 

the Board on the brochure entitled "The Case for Committing Alaska State Royalty 

Gas from the North Cook Inlet Gas Field to Alaska Pipeline Company (Anchorage 

Natural Gas)" which was presented to the Board at the November 10, 1975 hearing 

in Anchorage, and (2) reproduced copies of some letters from governmental of­

ficials written at the time our LNG project was in its formative stages so that 

you may have the benefit of their feelings toward the Phillips-Marathon LNG 

Project at that time.

Although we have reprinted the entire texts for your review, I would like to 

quote from two of these latter mentioned letters.

The first is from a letter dated March 21, 19&7, from Senators E. L. Bartlett 

and Ernest Gruening, addressed to Honorable Lee C. White, then Chairman of the 

Federal Power Commission, with respect to the Phillips-Marathon LNG Project.

"It is our hope that favorable action on the two applications and the sub­

sequent development of Japanese markets will encourage the exploration and utili­

zation of new Alaska gas fields. The present proposal and those we hope will 

follow will have a very measurable, favorable and tremendous effect on Alaska's 

economy.



"We support the applications in the strongest way possible."

The second is dated April 7, 19&7, from Mr. Anthony M. Solomon, Assistant 

Secretary, Bureau of Economic Affairs, Department of State, and also addressed 

to Honorable Lee C. ’White.

"The Department of State raises no objections to the substance of, the 

Phillips-Marathon proposal and in view of trade expansion policy supports the 

prompt action of the Federal Power Commission toward favorable response to the 

application."

During this time, we. worked with Mr. Fr^nk H. Murkowski, then Commissioner 

of the Department of Economic Development, who was most anxious to further the 

economic development of Alaska and to develop and utilize its natural gas 

resources.

We were advised at that time that 19&7 marked the 100th year since Alaska 

was purchased from Russia and that our proposed LNG plant would-be one of the 

top four industrial installations in Alaska 'during those first 100 years.

We believe that the State would receive the greatest benefit if it con­

tinued to receive the royalty payments made from the North. Cook Inlet Field by 

Phillips, which is substantially higher than the prices presently being paid 

for natural gas by Alaska Gas & Service Company for other gas in the area. We 

submit that if Alaska Gas & Service Company would offer producers in the Cook 

Inlet Area' the same amount that it would pay for the royalty gas from North 

Cook Inlet Field, this should be a very attractive market for natural gas and 

would encourage the development of additional natural gas reserves in the 

Kenai-Cook Inlet Area for Alaska Gas & Service Company even beyond the 15 

million cubic feet per day which they propose to receive from North Cook 

Inlet Field.

Comments continued'. Page 2.



V
Comments continued Page 3

The State is in the enviable position of not having to decide on an 

"either/or" basis but has the opportunity to continue to receive income from 

the present market while encouraging the creation of new markets and develop­

ment of the undeveloped natural gas resources in the area —  thus winning on 

both bases.

It might be interesting to the Board to know that Phillips Petroleum
Pom projccb

Company in 1975 will pay/to.the State of Alaska revenues in excess of $60,000 

for each of its employees in the State.

We would hope that the State of Alaska would encourage the judicious 

development of its natural gas resources. Vie believe that the State should, 

take that action which will result in a long term supply available for.the 

development of Alaska’s economy.. Certainly, we would hope that the State 

would avoid the mistakes made in the Lower 48 States in the past which depressed

exploration and development. The result has been an inadequate supply of natural 

gas and the Federal and State regulatory agencies in the Lower 48 now find them­

selves simply trying to allocate the shortage. We believe that the course we 

suggest you take is one of the types of State action which will be conducive 

to expand development of Alaska’s natural gas resources and. will help assure 

the citizens of Alaska an adequate supply of gas for the long term.

V/e would be happy to answer any questions.

JH:bla
12-5-75



®Co2X2.es3c» E l e c t r i c  A s s o c i a t i o n ,  X s t k c .

P. O. SOX 255 o HOMER, ALASKA 99603 o PHONE (907) 235-8551

January 22, 1976

Mr. William C. Fackler, Exec. Secy. 

Alaska Royalty Oil & Gas Advisory Board 

Pouch M  •'
Juneau, Alaska 99811

JAN 2 G 1976 ^
D e p a r t m e n t  o f  

N a t u r a l  R e s o u r c e s
Dear Mr. Fackler:

The purpose of this letter is to inform you and your Commission that our 

Association is entering into negotiations with Chugach Electric Association 

to acquire their gas fired electric generation facilities at Nikiski,

There facilities are presently consuming approximately 9 million cu. ft. 

per day of natural gas, which is purchased from the Alaska Pipeline 

Company. In addition to the present gas consumption, w e  intend to 

construct prior to the end of calendar year 1978 an additional generating 

facility at that location requiring an additional 5 to 6 million cu. ft. per 

day.

W e  are familiar with the on-going negotiations between your office and 

the Alaska Pipeline C o m pany concerning State Royalty gas for resale to 

Chugach and the Anchorage area.

Please consider this letter as an inquiry to determine whether or not 

w e  will be able to purchase Royalty Gas in the amounts described above 

pursuant to Alaska Statutes A S  38.06.010. W e  would anticipate purchasing 
all of the royalty gas available at the Phillips Petroleum L N G  Plant with 
the assumption that the amount in excess of our needs available on a day to 

day basis could be resold to Phillips for their processing plant.

W e  assume that w e  would be required to pay the current market price 

for the gas which w e  believe to be 45C per M C F  plus a negotiated transporta­

tion fee. O u r  negotiations to acquire the electric generating facilities in the 

area and build additional generation facilities is dependent upon our ability 

to acquire the State Royalty Gas or a like quantity of other gas in that area.



Mr. William C. Fackler, Exec. Secy. Page - 2 January 22, 1976

Our association is a non-profit cooperative. The membership includes all 

of the residents and business organizations of the Western Kenai Peninsula. 

W e  will greatly appreciate any cooperation that your office can lend us in 

bringing these negotiations to a mutually beneficial conclusion.

Sincerely yours,

H O M E R  E L E C T R I C  ASSOCI A T I O N ,  INC.

W. C. Rhodes 
General Manager

W C R : e m

cc: O. K. Gilbreth

W. I. Palmer 
Sen. Clem Tillion 

Rep. H u g h  Malone 

Rep. Leo Rhode 

G u y  Martin



H o m e r  E l e c t r i c  A s s o c i a t i o n ,  I n c .

P. O. BOX 255 HOMER. ALASKA 99603 0 PHONE (907) 235-8551

March 30, 1976

Mr. Guy Martin, Commissioner
Royalty Oil and Gas Development Advisory Board

Department of Natural Resources

Pouch M

Juneau, Alaska 99811

R V i  5 0  ( t *  I l a )  i \ V  f  I '-u \
$ w  It!

^  APR -" v
D  stoattm snt of 

N a t u r a l  R e s o u x c

Deal- Sir:

In our letter to Mr. Fackler dated January 22, 1976, and at a hearing 

before your Advisory Board, w e  applied for the State Royalty Gas 

that you plan to make available from presently producing fields in the 

North Kenai area.

The purpose of this letter is to inform you that w e  have been able to 

obtain commitments to purchase fuel for the proposed new electric 

generating facility at North Kenai from what w e  believe to be a reliable 

source; and, further, Mr. Dale Teel of the Alaska Pipeline C o m p a n y  

has agreed to supply our Association with natural gas for fuel for the 

existing electric generating plants in the North Kenai area if w e  are 

successful in acquiring these from Chugach Electric Association.

In view of the foregoing, we feel that it is in the best interest of all 
concerned that w e  withdraw our application as outlined in our letter 

of January 22.

As the Kenai Peninsula continues to attract industry, w e  do not wish 

to imply that w e  will not, at some future time, be interested in dealing 

with the State for royalty gas that m a y  become available in other, yet 
to be developed, fields on the Kenai Peninsula area. If, at any time, 

additional royalty gas does become available w e  would appreciate it very 

m u c h  if your office would advise us so that w e  can ascertain whether or 

not it would be needed in our ever-expanding operation.

We note with interest the development of the Advisory Board's intention 

to adopt a regulation in Title 11 of the Alaska Administrative Code to 

interpret and make specific Alaska Statute 38.06, including tl^d^t^i;jjtt^.t.i^^^ 

of surplus.

APR 05 1975

A B D



Mr. Guy Martin, Commissioner Pago - 2 March 30, 1976

We sincerely hope that the proposed regulation HAAC26.900(a) (5) will 
define the term "industrial use" as referred to in existing regulations, 

and that the State's royalty gas will be made available first to industrial 
use and then to all other uses, according to priorities established by 
your office.

W e  sincerely appreciate the courtesies extended to our Association by the 

Advisory Board and your office, arid w e  are looking forward to further 

negotiations should the need arise.

Sincerely yours,

H O M E R  E L E CTRIC ASSOCIATION, INC.

W. C. Rhodes 

General Manager

WCR: em

cc: Rep. Leo Rhode

cc: Mr. Dale Teel



N o r t h  C o o k  Inlet Field R o y a l t y  Gas 
C o m m i s s i o n e r ' s  P r o p o s a l  in C o n c e p t

The C o m m i s s i o n e r  of N a t u r a l  Resou r c e s  has r e c o g n i z e d  that 

the i n c r e a s i n g  g r o w t h  of the C o o k  Inlet a r e a  of A l a s k a  with 

its r e s u l t a n t  i n c rea se in the use of n a t u r a l  gas requires that 

a d d i t i o n a l  n a t u r a l  gas r e s e r v e s  be a l l o c a t e d  for that p u r pose 

from S tate of A l a s k a  r o y a l t y  gas. F r o m  t he standp o i n t  of size 

of u n c o m m i t t e d  gas reserves, g e o g r a p h i c a l  l o c a t i o n  and possibl e 

p i p e l i n e  access, the N o r t h  C o o k  Inlet field r o y a l t y  gas appears 

the b e s t  a v a i l a b l e  s upply  at this time. P u r s u a n t  to AS 38.05. 

182 the C o m m i s s i o n e r  p r o p o s e s  that it is in the b e s t  interest 

of the S t a t e  to take in kind the State' s r o y a l t y  share of the 

gas p r o d u c t i o n  f r o m  the N o r t h  Coo k Inlet gas field and r equests 

the c o n s e n t  of the A l a s k a  R o y a l t y  Oil and Gas D e v e l o p m e n t  

A d v i s o r y  B o a r d  for this change.

The C o m m i s s i o n e r  f u r ther p r o p o s e s  to d i s p o s e  of the N o r t h  Cook 

Inlet field r o y a l t y  gas to A l a s k a  P i p e l i n e  C o m p a n y  and its 

s u b s i d i a r i e s  t h r o u g h  a n e g o t i a t e d  contract. The p r o posed 

c o n t r a c t  will c o n t a i n  the following provisions:

1. P u r c h a s e r  a g rees to t a k e  1/8 of d a i l y  p r o d u c t i o n  

f r o m  the N o r t h  Cook Inlet gas field on an if and 

as d e l i v e r a b l e  basis for the c o n t r a c t  period. The 

S t a t e  will r e p o r t  to the P u r c h a s e r  e a c h  m o n t h  the 

a m o u n t  of r o y a l t y  gas p r o d u c e d  by P h i l l i p s  d u ring 

the p rior months.



T h e  a p p r o x i m a t e  average d a i l y  roya lty gas share 

of the p r o d u c t i o n  from Phillips' N o r t h  C o o k  Inlet 

field p l a t f o r m  is 17,000 MCF. Gas produc t i o n  from 

the p l a t f o r m  v a r i e s  as LNG plant needs dictate 

t h e r e f o r e  n o  daily a mount can be specified.

P o i n t  of d e l i v e r y  wi ll be the wellhead.

P u r c h a s e r  is r e s p o n s i b l e  for m e a s u r e m e n t  costs, 

and any c o m p r e s s i o n  or d e h y d r a t i o n  costs if or 

w h e n  necessary.

T h e  c o n t r a c t  e x pires on June 1, 1984, unless extended 

b y  m u t u a l  a g r e e m e n t  for a period  not to exceed  one 

y e a r .

T h e  p rice of the gas w i l l  be equal to the price 

the State o t h e r w i s e  w o u l d  have recei ved from Phillips 

for its r o y a l t y  gas for export as LNG to Japan; but 

not less than the h i g h e s t  price paid b y  any purchaser 

in the C o o k  Inlet area for a similar sale of gas of 

s i m i l a r  quality. The pr ice will be a d j u s t e d  yearly 

on the a n n i v e r s a r y  date of the contract.



6. The c o n t r a c t  shall not be effective until

-all n e c e s s a r y  p e rmits and a u t h o r i z a t i o n s  by 

g o v e r n i n g  b o d i e s  are ob tained

-all t r a n s p o r t a t i o n  or exchange a r r a n g e m e n t s  have 

b e e n  c o m p l e t e d  to the s a t isfaction of the parties 

involved.

-six m o n t h ' s  n o tice r e q uired u nde r lease

The C o m m i s s i o n e r  r e quest approval of the above p r o p o s e d  c o n c e p­

tual pl an by the A l a s k a  R o y a l t y  Oil and Gas D e v e l o p m e n t  A d v i s o r y  

B o a r d .
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W I T H  R E F E R E N C E  T O  THE L E T T E R  ER CM P A C I F I C  A L A S K A  LNG COMPANY 

TO MR,  GUY  R .  M A R T I N ,  C O M  I S S I C  NER Of  NATURAL R E S O U R C E S ,  DA T E D  

MARCH 5 , 1 9 7 6 .  OUR OFFER TO B I O  ON 1 HE PURCHASE OF THE S T A T E S  

R O Y A L T Y  SHARE OF GAS I N  THE NORTH COCK I N L E T  AREA f, AS L I M I T E D  

ONL Y  T O T HOSE F I E L D S  I N  T H A T  GE NERAL  AREA I N  WH I C H  WE C U R R E N T ­

L Y  HAVE THE R I G H T  TO PURCHASE GAS OR MAY I N  THE FUTURE HAVE THE 

R I G H T  TO PURCHASE G A S .  7E HAVE NO I N T E R E S T  I N  B I D D I N G  ON THE 

PURCHASE CF ANY  S T A T E  R O Y A L T Y  GAS PRODUCED FRCV THE " N O R T H  

COOK I N L E T  F I E L D "
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P. O. BOX 6288 
ANCHORAGE, ALASKA 99502
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3000 SPENARD ROAD 
PHONE (907) 277-5551

April 2, 1976

Mr. Guy T. Martin 
Commissioner of Natural Resources 
11th Floor, State Office Building 
Pouch M
Juneau, Alaska 99811

I - ..

• j

Dear Commissioner Martin:

The purpose of this letter is to confirm our oral proposal made to the Alaska 
Royalty Oil and Gas Development Advisory Board during its March 30/31 meeting 
in Juneau.

The proposal can be outlined as follows:

1. The State take North Cook Inlet royalty gas in kind and sell 
such gas to AGAS.

2. AGAS will take delivery of the gas at the platform. This presumes 
that--

(a) an arrangement can be made whereby, for suitable 
compensation, Phillips will transport the gas via 
their existing system to a point adjacent to the LNG 
plant.

(b) the APUC waives jurisdiction over the Phillips facilities 
to the extent that they may otherwise come under regula­
tion due to the transport of the "royalty" gas.

3. The price will be equal to the Phillips price for royalty gas
exported to Japan or equal to the highest price paid in the
Cook Inlet area for similar quality gas.

4. The proposal is to cover the "life of the contract" and will
terminate on or about June 1, 1984.

5. AGAS will take or pay

This presumes that—

(a) it may be agreed with the State that royalty will be 
taken in kind for resale to AGAS on a selective lease 
by lease basis so that the volume in question will 
approximate AGAS1 North Road requirements or
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(b) if suitable exchange arrangements can be made with 
others or if AGAS chooses to build the pipeline 
connection to its Anchorage 1 ine— it may be agreed, 
with the State that all of the royalty be taken in 
kind for resale to AGAS.

(c) The notice date regarding the State taking royalty in 
kind be so arranged as to permit AGAS a reasonable 
'length of time to make exchange arrangement with others 
or to build the required pipeline facilities on a 
reasoned schedule.

6. The volume of gas expected to be taken in kind for resale to AGAS
over the life of the contract is approximately 40 BCF with the
actual amount being dependent upon the date of commencement, the
arrangement agreed to under #5 above and the actual rate at which 
the field is produced.

7. It is understood that a deliverability feature is not required in
this agreement.

Very truly yours

Harold F. Schmidt 
Senior Vice President

dh



A l a s k a  R o y a l t y  Oil and Gas Devel o p m e n t  A d v i s o r y  B o a r d  
Mi n u t e s  of the A p r i l  26, 1976, M e e t i n g  

Juneau, A l aska

T he m e e t i n g  was called to order by C h a i r m a n  M a r t i n  at 10:00
a.m. A p r i l  26, 1976. Al l m e m b e r s  p r esent e x c e p t  Mr. G a l l a g h e r  
w h o  w a s  late.

T h e  m i n u t e s  of the p r e vious meeting, M a r c h  30 and 31, 1976,
had b e e n  m a i l e d  to Board m e m b e r s  prior  to the m eeting. Mr. Lyon
m o v e d  for ap pro v a l  and Dr. T r i p l e h o r n  s econded the motion. Mr. 
M a r t i n  n o t e d  that  Paul Robis o n ' s  name was m is spelled. The 
c o r r e c t i o n  was m a d e  by the secretary. The m i n u t e s  w e r e  a p p roved  
u n a n i m o u s l y  by the four m e m b e r s  present.

C h a i r m a n  M a r t i n  advised the Board of an a g e n d a  change. N o  
p r o p o s e d  sale of N o r t h  Slope r o y a l t y  gas w o u l d  b e  int roduced to 
t he Board at this meeting. H e  w i s h e d  to bri ef the B o a r d  on the 
status of n e g o t i a t i o n s  d u r i n g  the m e e t i n g  but in an e x e c u t i v e  
session. A l s o  he v/anted to d e t e r m i n e  a s a t i s f a c t o r y  d a t e  for 
the n e x t  m e e t i n g  w i t h i n  the n e x t  ten days to two weeks.

A f t e r  discussion, the dates of M a y  7 and 8 and M a y  11 and 12
w e r e  selecte d w i t h  the d e c i s i o n  m a d e  by the C h a i r m a n  d e p e n d i n g  
on progress.

N e x t  item for c o n s i d e r a t i o n  was the p r o p o s e d  sale of N o r t h  
C o o k  Inlet Field r o y a l t y  gas to A l a s k a  P i p e l i n e  Company. The 
c o n t r a c t  d r a f t  w a s  rev iewed in detail by the Board, item by item. 
A l l  c o r r e c t i o n s  w e r e  noted and a c o r r ected d r a f t  p r e p a r e d  for 
the a f t e r n o o n  session.

Mr. M a r t i n  gave a brief status report on th e N o r t h  Slope 
r o y a l t y  oil s o li citation including a recen t c o n v e r s a t i o n  w i t h  
Mr. D o w n e y  of T e s o r o  A lask a Oil Company. T e s o r o  m a i n t a i n s  
their i n t erest in expanding the Kenai r e f i n e r y  u s i n g  N o r t h  Slope 
r o y a l t y  oil.

Mr. G a l l a g h e r  m oved that the Board r e c o n v e n e  in e x e c utive  
session at 1:30 p.m. and p ublic session at 2:30 p.m. M otion 
seconde d by Mr. Lyon. M o t i o n  passed unanimously.

The B oard r e c o n v e n e d  in public session r e s u m i n g  c o n s i d e r a t i o n  
of the N o r t h  Coo k Inlet F ield royalt y gas sale. D o c u m e n t s  before 
the Boa rd were: a corrected d r a f t  of the contract, r e q u e s t  for
approva l to w a i v e  the compe t i t i v e  bidding r e q u i r e m e n t  and 
approval for the r e j e c t i o n  of bids or applications.
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Several changes in w o r d i n g  in c o n t r a c t  p r o v i s i o n s  w e r e  
w o r k e d  out and noted for retyping.

T h e r e  was no r e s p o n s e  to a call for public p a r t i c i p a t i o n

Mr. Bo ness r e p o r t e d  on the legal r e s e a r c h  b y  Mr. Allen, 
C o v i n g t o n  and Burling, on a set of questions  r e l atin g to 
State t aking of royalty-in-kin d. He had r e c e i v e d  a p r e l i m i n a r y  
d r a f t  b y  t e l e c o p y  w h i c h  w as not suitable for c o p y i n g  for the 
Board. Th e legal r e s e a r c h  e s s e n t i a l l y  c o n f i r m e d  the o p i n i o n s  
of the D e p a r t m e n t  of L a w  and industry counsel w h o  have r e s p ond ed 
to State q u e s tions  on the matter. Mr. A l l e n ' s  w o r k  has 
b o l s t e r e d  these o p i n i o n s  by case citation s and also p o i n t e d  out 
the areas w h e r e  case law has not developed, p a r t i c u l a r l y  in 
r e f e r e n c e  to a State taking r o y a l t y  gas in-kind. Th e a u t h o r i t y  
of the F e d e r a l  Power C o m m i s s i o n  to control gas a r i s i n g  from 
its j u r i s d i c t i o n  over p i p e l i n e  trans port is of special i n t eres t 
to the State. Mr. A l l e n  recomm ends p roc edures to f ollow to 
r educ e F PC control as m u c h  is possible. The State should m a k e  
its d e s i r e s  known to the p r o d ucers in time to be included in 
the p r o d u c e r ' s  c o n t ract s w i t h  gas purcha s e r s  and to the FPC.
The r eport also w a s  n o t  o ptimis tic about the F P C  g r a n t i n g  the 
S tate a u t h o r i t y  to aban don gas sales at the time of initial 
sale or p r e a b a n d o n m e n t  a u t h o r i t y  as some refer to it.

Mr. G a l l aghe r return ed from his telephon e call to Mr.
H a r o l d  Schmidt, A l a s k a  P ipel i n e  Company, a b o u t  c e rtain 
w o r d i n g  in the price p r o v i s i o n  of the contract. The w o r d i n g  
added to the p r o v i s i o n  was explanatory.

The r e q uests  for prior w r itten  approval to r eject bids 
and to w a i v e  c o m p e t i t i v e  sales were circulated. Mr. G a l l a g h e r  
m o v e d  that the A laska R o y a l t y  Oil and Gas D e v e l o p m e n t  Board 
a p pro ve the w a i v e r  of c o m p e t i t i v e  sales, Dr. T r i p l e h o r n  
m a d e  the second. On a roll call vote each m e m b e r  v o t e d  yes and 
signed the waiver.

Mr. Lyon m o v e d  that A R O G D A B  approve r e j e c t i o n  of all bids 
or a p p l i c a t i o n s  for the r o yalty gas in the N o r t h  Cook Inlet 
Gas F i e l d  e xcept that of A l a s k a  P ipeline C o m p a n y  as p r o v i d e d  
for in A S . 3 8 . 0 6 . 0 5 0 (b). Dr. Tripleho rn m a d e  the second. The 
m o t i o n  was a p p ro ved by u n a n i m o u s  vote on a call of the roll and 
each m e m b e r  signed the approval.


