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C O M M I T T E E  R E P O R T

H O U S E

D a te :  ________________________________
Mr. S p e a k e r :
The Comm ittee  on  _________________________________________ has  had ’ r'________

rt-int* the U.S. Senate to reserve • •• •. ratification Articles 5 and 10 of the 
•orosed. United State-United Kin r, dor. T ax  Convention.

und e r c o n s i d e r a t i o n  and (a  m a j o r i t y  o f  th e  c om m it te e )  ( t h e  c om m it te e
r e p o r t s  i t  b ack  as  f o l l o w s )
( ) recommends i t  do p a s s  ( ) recommends i t  do n o t  p a s s
( ) recommends i t  do p a s s  w i t h  a t t a c h e d  am endm ent(s )
( )  recommends i t  be r e p l a c e d  w i t h  CS f o r  __________________________________

F U R T H E R :_________________________

and _____________________________________ ( )  new t i t l e  ( )  same t i t l e
( ) AND a t t a c h e s  a L e t t e r  o f  I n t e n t  ( ) New F i s c a l  N ote
( )  r e p o r t s  i t  b ack  w i th o u t  re com m enda tion
( )  and recommends i t  be r e f e r r e d  t o  th e  __________________  Comm ittee

MEMBERS SIGNING DO PASS: OTHER RECOMMENDATIONS:
’ ’ ■ ./<  i  1 , S  ! \ l I; - C

/

< ( , I . Z't \

H 60 (rev. 6/77)
C h a i r m a n



I N  T H E  H O US E  B Y  T H E  F I N A N C E  C O M M I T T E E

C S FOR H O U S E J O I N T  R E S O L U T I O N  N O .  4 6  

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T E N T H  L E G I S L A T U R E  -  S E C O N D  S E S S I O N

U r g i n g  t h e  U .  S ,  S e n a t e  t o  r e s e r v e  f r o m  

r a t i f i c a t i o n  A r t i c l e s  9 a n d  1 0  o f  t h e  

p r o p o s e d  U n i t e d  S t a t e s - U n i t e d  K i n g d o m  T a x  

C o n v e n t i o n .

BE I T  R E S O L V E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

W H E R E A S t h e  g o v e r n m e n t  o f  t h e  U n i t e d  S t a t e s  h a s  r e q u e s t e d  t h e  a d v i c e  a n d  

c o n s e n t  o f  t h e  U n i t e d  S t a t e s  S e n a t e  t o  t h e  " C o n v e n t i o n  B e t w e e n  t h e  G o v e r n m e n t  

o f  t h e  U n i t e d  S t a t e s  o f  A m e r i c a  a n d  t h e  G o v e r n m e n t  o f  t h e  U n i t e d  K i n g d o m  o f  

G r e a t  B r i t a i n  a n d  N o r t h e r n  I r e l a n d  f o r  t h e  A v o i d a n c e  o f  D o u b l e  T a x a t i o n  a n d  

t h e  P r e v e n t i o n  o f  F i s c a l  E v a s i o n  W i t h  R e s p e c t  t o  T a x e s  o n  I n c o m e  a n d  C a p i t a l  

G a i n s " ,  w h i c h  w a s  s i g n e d  b y  t h e  U n i t e d  S t a t e s  g o v e r n m e n t  o n  D e c e m b e r  3 1 ,

1 9 7 5 ;  a n d

W H E R E A S A r t i c l e s  9 a n d  1 0  o f  t h e  C o n v e n t i o n  w o u l d  s e r i o u s l y  l i m i t  t h e  

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

s t a t e s  b y  U n i t e d  K i n g d o m  c o r p o r a t i o n s ;  a n d

W H E R EA S  t h e  c u r r e n t  d i v e r s i t y  o f  t a x  l a w s  i n  v a r i o u s  s t a t e s  a n d  n a t i o n s  

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

o f  i n c o m e ,  d e d u c t i o n s ,  r e c e i p t s  a n d  e x p e n d i t u r e . 0 b e t w e e n  j u r i s d i c t i o n s  i n  

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

WH ER EA S t h e  " u n i t a r y  b u s i n e s s  d o c t r i n e "  w h i c h  a l l o c a t e s  t h e  i n c o m e  o f  

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

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

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

WH ER E AS  A r t i c l e  9 o f  t h e  U n i t e d  S t a t e s - U n i t e d  K i n g d o m  t a x  t r e a t y  w o u l d  

l i m i t  t h e  s t a t e s '  r i g h t  t o  d e v e l o p  a  r e a s o n a b l e  s y s t e m  o f  t a x a t i o n ;  a n d

O r i g i n a l  s p o n s o r s : G iu e n in g , S n id e r ,
Sw. nson and Meek ins
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W H E R EA S  t h e  u s e  o f  t h e  f e d e r a l  t r e a t y  p o w e r  I s ,  u n d e r  o u r  f e d e r a l  c o n ­

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

t h e  s t a t e ;

CE I T  R E S O L V E D  t h a t  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  r e s p e c t f u l l y  u r g e s  t h a t  

t h e  U n i t e d  S t a t e s  S e n a t e  r e s e r v e  f r o m  r a t i f i c a t i o n  A r t i c l e s  9 a n d  1 0  o f  t h e  

U n i t e d  S t a t e s - U n i t e d  K i n g d o m  T a x  C o n v e n t i o n .

C O P I E S  o f  t h i s  r e s o l u t i o n  s h a l l  b e  s e n t  t o  t h e  H o n o r a b l e  J o h n  S p a r k m a n ,  

C h a i r m a n  o f  t h e  S e n a t e  F o r e i g n  R e l a t i o n s  C o m m i t t e e ;  t o  t h e  H o n o r a b l e  T e d  

S t e v e n s  a n d  t h e  H o n o r a b l e  M i k e  G r a v e l ,  U .  S .  S e n a t o r s  f o r  A l a s k a ;  t o  t h e  

H o n o r a b l e  C y r u s  R .  V a n c e ,  S e c r e t a r y  o f  S t a t e ;  a n d  t o  t h e  H o n o r a b l e  W .  M i c h a e l  

B l u i n e n t h a l , S e c r e t a r y  o f  t h e  T r e a s u r y .

I
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foiTibrief communications
MAY BE HANDWRITTEN
MEMORANDUM
TO: r

Legislative Ai'I/virs

State of Alaska
DEPT..
DIV_
SEC_

DATE i May 30, 1978

from: vicki Wilson
House Finance Committee 
Rm 411 - Phone: 3795/3796

SUBJECT, n JR  45

Please prepare as per attached and return to me by 
1 0 : 0 0 a.m. tomorrow.
Thank you.



1
2
3

>1
5

6
7

8

D
10
11
12
13

14

15
10
17

18
10
20
21
27
23

24

7b
7G
27

28

J£L

Introduced: 1/10/78
Referred: Finance

BY GRUENING,SNIDER,SWANSON IN THE HOUSE aND MEEKINS
/) 7? er~HOUSE JOINT RESOLUTION NO. 46 ' ‘ '

IN TH LEGISLATURE OF THE STATE OF ALASKA 
TENTH LEGISLATURE - SECOND SESSION

Urging the U. S. Senate to reserve from 
r a t i f i c a t i o n  A r t ic le s  9 and 10 o f  the 
proposed United States-Un ited Kingdom Tax 
Convention.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
WHEREAS the government o f  the United States has requested the advice and 

consent o f  the United States Senate to the "Convention Between the Government 
o f  the United States o f  America and the Government o f  the United Kingdom o f 
Great B r i t a in  and Northern I re la n d  f o r  the Avoidance o f  Double Taxation and 
the Prevention o f  F is c a l Evasion With Respect to Taxes on Income and Cap ita l 
Gains", which was signed by the United States government on Dece. f'r 31,
1975; and

WHEREAS A r t ic le s  9 and 10 o f  the Convention would s e r io u s ly  l im i t  the 
a b i l i t i e s  o f  the se ve ra l s ta tes  to tax corporate income earned in those 
s ta te s  by United Kingdom co rpo ra t ion s ; und

WHEREAS the current d iv e r s i t y  o f  tax laws in va rious s ta tes and nations 
a l low s in te r s t a t e  and m u lt i -n a t io n a l co rpora t ions to s h u f f le  th e i r  accounting
o f  income, deductions, re ce ip ts  and expenditures between ju r i s d ic t io n s _ in

<kj-t cf b .U  t ‘ V *̂-7 <• ,such a way as to t a x ’ e irpendltures-ynd-the-vttritms—ju fE sd lc^

WHEREAS the "un ita ry  business d oc tr in e " which a l ]o c a te s  the income o f  
the e n t i r e  co rpo ra t ion  among ju r i s d ic t io n s  by a f ixed  formula is  the best 
means in d iv id u a l s ta te s  have f o r  claim ing th e i r  f u l l  share in taxes o f  the 
t o t a l  taxab le  income o f  the in te r s ta te  co rp o ra t ion ; and

WHEREAS A r t ic le  9 o f  the United S ta tes-Un ited Kingdom tax t re a ty  would
- 1- H JR 46



l im i t  the^states,' r ig h t  to ap>ly-trhgAini t a r y  business-doctHr-ine-^tffiue-ereat-ing 
an opp.o^unxt^ fo r-Tna3give-avo^rdance-of-Alaska--atate—income. £axes-due-on 
n o r th - s io p e -o i l—income-earned-by~Brit i  sh rPetro  1 eum Corporation- f  ro rrm orth  
s lope_o il-r—and-----

' WHEREA§__Article 10 o f  the Convention would l im i t  to ta i^ taxa t ion -b jr tT ie  
United States and the in d iv idua l st^Ee3=^afP:3lIrXdends earned in  the United 
States and paid_ 
c e n t^ o r i e s s ;

;s ident co rpora t ion  o f  the United Kingdom to I3 "p e r

BE IT RESOLVED that the Alaska S tate Leg is la tu re  re s p e c t fu l ly  urges that 
the United States Senate reserve from r a t i f i c a t i o n  A r t ic le s  9 and 10 o f  the 
United S ta tes-Un ited Kingdom Tax Convention.

COPIES o f  th is  re s o lu t io n  s h a l l  be sent to the Honorable John Sparkman, 
Chairman o f  the Senate Foreign Re la t ions Committee; to the Honorable Ted 
Stevens and the Honorable Mike G rave l, U. S. Senators f o r  A laska; and to the 
Honorable Cyrus Vance, Secreta ry o f  State^’ U. L * •( 'f~6

V-n » n  «. a
li(_ L C  ( .  | y

( t c L A

U  />L L u t  4  t b i  A / i r * £f1  -   J  > /• /
j .  I  v U  L«> . L l  ; v. *(1 C - i" i t L A 11

C l i l ' i n  - / l  f t  'l l i . t-Cj
4 v1 u l . 4 _  -  d t J u - r f /  l U t/  ) I L <• < K f -  I rt* ^

C  i  y i u j  ' 1  l ( c (  '

HJR 46 -2- //
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I n t r o d u c e d : 1 / 1 0 /7 8
R e f e r r e d : F in a n c e

BY GRUENING,SNIDER,SWANSON 
IN THE HOUSE AND MEEKINS

HOUSE JOINT RESOLUTION NO. 46 (.r/fllfifi iCZ)
IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - SECOND SESSION
Urging the U. S. Senate to reserve from 
r a t i f i c a t i o n  A r t ic le s  9 and 10 o f  the 
proposed United States-Un ited Kingdom Tax 
Convention.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
WHEREAS the government o f  the United States has requested the advice and 

consent o f  the United States Senate to the "Convention Between the Government 
o f  the United States o f  America and the Government o f  the United Kingdom o f  
Great B r i t a in  and Northern I re la n d  f o r  the Avoidance o f  Double Taxation and 
the P revention o f  F is c a l Evasion With Respect to Taxes on Income and Cap ita l 
J a in s " , which was signed by the United States government on December 31,
1975; and

WHEREAS A r t ic le s  9 and 10 o f  the Convention would s e r iou s ly  l im i t  the 
a b i l i t i e s  o f  the seve ra l s ta tes to tax corporate income earned in those 
s ta te s  by United Kingdom co rpo ra t ion s ; and

WHEREAS the cu rrent d iv e r s i t y  o f  tax laws in various s ta tes  and nations 
a l low s in te r s ta te  and m u lt i -n a t io n a l co rpora tions to s h u f f le  th e i r  accounting 
o f  income, deductions, re ce ip ts  and expenditures between ju r i s d ic t io n s  in 
such a way as to minimize th e i r  tax expenditures and the va rious ju r i s d i c ­
t ion s ' tax revenues; and

WHEREAS the "un ita ry  business doc tr ine" which a l lo c a te s  the income o f  
the e n t i r e  co rpo ra t ion  among ju r i s d ic t io n s  by a f ixed  formula is  the best 
means in d iv id u a l s ta tes  have fo r  claiming th e i r  f u l l  6hare in taxes o f  the 
t o t a l  tuxable income o f  the in te r s ta te  co rpo ra t ion ; and

WHEREAS A r t ic le  9 o f  the United States-Un ited Kingdom tax t re a ty  would
I

- 1 -  HJR 46
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l im i t  the s ta te s ' r ig h t  to apply the un ita ry  business doc tr ine  thus c rea ting  
an opportun ity  f o r  massive avoidance o f  Alaska s ta te  income taxes due on 
north  s lope o i l  income earned by B r i t i s h  Petroleum Corporation from north 
s lope o i l ;  and

WHEREAS A r t ic le  10 o f  the Convention would l im i t  t o t a l  taxa t ion  by the 
United States and the in d iv id u a l s ta tes on dividends earned in  the United 
States and paid to a re s id en t co rpora t ion  o f  the United Kingdom to 15 per 
cent o r  le s s ;

BE IT RESOLVED that the Alaska State L eg is la tu re  r e s p e c t fu l ly  urges that 
the United States Senate rese rve from r a t i f i c a t i o n  A r t ic le s  9 and 10 o f  the 
United S tates-Un ited  Kingdom Tax Convention.

COPIES o f  th is  re s o lu t io n  s h a l l  be sent to the Honorable John Sparkman, 
Chairman o f  the Senate Foreign Re la t ions Committee; to the Honorable Ted 
Stevens and the Honorable Mike G rave l, U. S. Senators f o r  A laska; and to the 
Honorable Cyrus Vance, Secreta ry o f  S ta te .

HJR 46 -2-
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Eclating to. the creation of. a legislative task force to investigate research' 
*.!?(, p u b l i c  r e p o s i t o r i e s  o r  d a t a ,  an d  i n f o r m a t i o n  d i s s e m i n a t i o n  a g e n c i e s .

C O M M I T T E E  R E P O R T  

H O U S E

7  7 Date

Mr. Speaker:

The Committee on FTAANOR has had

under consideration. A majority of the members of the Committee

o recommends it do

o recommends it do

o recommends it do

£ 7 recommends it be

CS for / < - A

and that

7 do pass

/ / (and) recommends it be referred to the 

committee

/ ~ 7 reports it back without recommendation 

/~7 AND attaches a report of its intent 

/~~7 (other)  - ______

MEMBERS SIGNING THE MAJORITY REPORT:

1 I

MEMBERS NOT CONCURRING IN THE MAJORITY REPORT:

recommends: _________

_____________________ recommends: _________

recommends:

y -

Chairman
H 60
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.FISC A L -NQT6.
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I. R E Q U E S T
Bill/Resolution No. cs HCR 47_________________________________________________________________
Title Rel to the creation of a leg, interim comm, to investigate research needs. . . . 
Requested bv Finance Committee__________________________________Date April 7. 1977

THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE

II. FISCAL DETAIL
Agency Affected Legislative Affairs Agency___________
Program Category Affected General Government 
Budget Request Unit(s) Affected Council & Subcommittee

E2i 'F.NDITURES (Thousands of Dollars)

FY 77 FY 78 FY 79 FY 80 FY 81 FY 82
100 P E R S O N A L  SERVICES
200 T R A V E L 18,000

300 C O N T R A C T U A L 10,000

400 COMMODITIES
500 EOUIPMENT
600 - L A N D  &  S T R U CTURES
700 GRANTS. CLAIMS. TC.

T O T A L
 28,000

F U N DING (Thousands of Dollars)

G E N E R A L  F U N D 28,000

F E D E R A L  FUNDS
O T H E R  (Specify)

POSITION’S

FULL t i m e :
P A R T  TIME
T E M P O R A R Y

III. ANALYSIS (Sec Fiscal Note Preparation Instructions, Section III)

200 TRAVEL
Interim meetings - 2 in Anchorage 

1 in Juneau

300 CONTRACTUAL
Review of cost effectiveness of computer vs. telex and phone link 

for n data system; In veiew of various university data collection 
and distribution systems.

• IV. D A T E  April 7, 1977_________P REP A R E D  BY

A G E N C Y  _____
Original: Legislative Finance P H O N E _______
cc: Budget and Munaeemc*.

Prime Sponsor (First Legislator Named)

33-001 (Rev. 10/70)
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IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE CONCURRENT RESOLUTION HO. 47 
IH THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE -  FIRST SESSION
Re la t ing  to  the c rea t ion  o f  a l e g i s l a t i v e  
study panel to  In ve s t ig a te  research  needs, 
pub lic  r e p o s i t o r ie s  o f  data , and In forma­
t io n  d issem ination a g e n c ie s ._

‘ N

BE IT  RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA;
WHEREAS there i s  a pervasive need f o r  adequate resea rch  and development 

o f  in fo rmation  and technology f o r  both government and p r iv a te  indus try  u t i l i ­
s a t io n ; and

WHEREAS there  i s  a need f o r  thorough and e f f i c i e n t  data c o l l e c t io n  vh ich 
i s  a v a i la b le  to user groups through pub lic  data r e p o s i t o r i e s ;  and

" tWHEREAS thcro i s  a g rea t need f o r  the synthesis o f  in fo rm a tion  obtainod 
from resea rch  and development and data c o l l e c t i o n  in to  formats vh ich g re a t ly  
increase the va lue o f  the data to  a l l  in fo rm ation  u se rs ; and

WHEREAS there i s  a g rea t need f o r  the dissem ination o f  in fo rm ation  In  a 
manner tha t best serves the government and people o f  tho s t a t e ;  and

WHEREAS the use rs o f  the aforementioned items can be g en e ra l ly  c la o s i f io c  
as government, p r iv a te  In du s t ry , and Alaska consumers;

BE IT  RESOLVED by the A laska S ta te  L eg is la tu re  tha t a l e g i s l a t i v e  study 
panel s h a l l  be es tab lished  to  ob ta in  tho necessary in fo rm ation  requ ired  to 
e s ta b l is h  a c e n t ra l iz e d  data system which s h a l l  be access ib le  a t  reasonab le 
co s t to  Alaska c i t i z e n s ,  to  government agencies, and to  p r iv a te  businesses. 
The study panel o h a l l  in ve s t ig a te  ways In  which to  re qu ire  a l l  in fo rm ation  
gonerated through tho expenditure o f  pub lic  funds to  be cata logued end placed 
in  a c e n t ra l lo c a t io n ,  p rop e r ly  indoxed, and a h a l l  a ls o  in ve s t ig a te  ways in  
which to  d e l i v e r  the c o l le c te d  in fo rmation to  persons w ith noad o f  i t ;  and be

O riginal sponsors: C owper a nd Gardiner

-1- C S H C R  47
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F U R T H E R  R E S O L V E D  t h a t  t h e  l e g i s l a t i v e  s t u d y  p a n e l  s h a l l  c o n s i s t  o f  f i v e  

m e m b e rs  w h o  s h a l l  b e  J o i n t l y  a p p o i n t e d  b y  t h e  C h a i r m a n  o f  t h e  L e g i s l a t i v e  

C o u n c i l  a n d  t h o  G o v e r n o r ;  a t  l o a s t  o n e  m e m b e r  o f  t h o  s t u d y  p a n e l  s h a l l  r e p r e ­

s e n t  e a c h  o f  t h e  f o l l o w i n g :  t h e  L e g i s l a t u r e ;  t h e  C o v e m o r ;  r e s e a r c h  a n d  d a t a

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

a n d  b e  i t

8 F U R T H E R  R E S O L V E D  t h a t  t h e  s t u d y  p a n e l  m a y  u s e  t h e  L e g i s l a t i v e  A f f a i r s

A g e n c y  f o r  b a s i c  s t a f f  s u p p o r t  a n d  m a y  r e t a i n  o t h e r  p e r s o n s  w h o  m a y  b e  

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

f i n d i n g s  a n d  r e c o m m e n d a t i o n s  t o  t h e  L e g i s l a t u r e  o n  o r  b e f o r e  F e b r u a r y  1 ,

12 1 9 7 8 .

13

it

CSHCR 47 -2-



Original sponsors: Cowper and Gardiner
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I H  T H E  H O U SE  B Y  T H E  F I N A N C E  C O M M IT T E E

C S  F O R  H O U SE  CO N CU R R EN T  R E S O L U T IO N  N O .  4 7  

I H  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T E N T H  L E G I S L A T U R E  -  F I R S T  S E S S I O N

R e l a t i n g  t o  t h e  c r e a t i o n  o f  a  l e g i s l a t i v e  

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

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

t i o n  d i s s e m i n a t i o n  a g e n c i e s .
*S

B E  I T  R E S O L V E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

W H ER EA S  t h e r e  i s  a  p e r v a s i v e  n e e d  f o r  a d e q u a t e  r e s e a r c h  a n d  d e v e l o p m e n t  

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

s a t i o n ;  a n d

W H EREAS t h e r e  i s  a  n e e d  f o r  t h o r o u g h  a n d  e f f i c i e n t  d a t a  c o l l e c t i o n  w h i c h  

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

W H ER EA S  t h e r e  i s  a  g r e a t  n e e d  f o r  t h e  s y n t h e s i s  o f  i n f o r m a t i o n  o b t a i n e d  

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

i n c r e a s e  t h e  v a l u e  o f  t h o  d a t a  t o  a l l  I n f o r m a t i o n  u s e r s ;  a n d

W H ER EA S  t h e r e  i s  a  g r e a t  n e e d  f o r  t h e  d i s s e m i n a t i o n  o f  i n f o r m a t i o n  i n  a  

m a n n e r  t h a t  b e s t  s e r v e s  t h e  g o v e r n m e n t  a n d  p e o p l e  o f  t h o  s t a t e ;  a n d

W H ER EAS t h e  u s e r s  o f  t h e  a f o r e m e n t i o n e d  i t e m s  c a n  b o  g o n e r a l l y  c l a s s i f i e r  

a s  g o v e r n m e n t ,  p r i v a t e  i n d u s t r y ,  a n d  A l a s k a  c o n s u m e r s ;

B E  I T  R E S O L V E D  b y  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  t h a t  a  l e g i s l a t i v e  s t u d y  

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

e s t a b l i s h  a  c e n t r a l i z e d  d a t a  s y s t e m  w h i c h  s h a l l  b e  a c c e s s i b l e  a t  r e a s o n a b l e  

c o s t  t o  A l a s k a  c i t i z e n s ,  t o  g o v e r n m e n t  a g e n c i e s ,  a n d  t o  p r i v a t e  b u s l u e s a e s .

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

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

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

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

-1- , CSHCR 47
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F U R T H E R  R E S O L V E D  t h a t  t h e  l e g i s l a t i v e  s t u d y  p a n e l  s h a l l  c o n s i s t  o f  f i v e  

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

C o u n c i l  a n d  t h o  G o v e r n o r ;  a t  l e a s t  o n e  m e m b e r  o f  t h e  s t u d y  p a n e l  s h a l l  r e p r e ­

s e n t  e a c h  o f  t h e  f o l l o w i n g :  t h e  L c g i s l a t u z o ;  t h e  G o v e r n o r ;  r e s e a r c h  a n d  d a t a

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

a n d  b e  i t

F U R T H E R  R E S O L V E D  t h a t  t h e  s t u d y  p a n e l  m a y  u s e  t h e  L e g i s l a t i v e  A f f a i r s
•n

A g e n c y  f o r  b a s i c  s t a f f  s u p p o r t  a n d  m a y  r e t a i n  o t h e r  p e r s o n s  w h o  m a y  b e  

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

f i n d i n g s  a n d  r e c o m m e n d a t i o n s  t o  t h e  L e g i s l a t u r e  o n  o r  b e f o r e  F e b r u a r y  1 ,

1 9 7 8 .

it

CS H C R  47 -2-



Introduced: 3/25/77
Referred: Finance
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HOUSE CONCURRENT RESOLUTION NO. A 7 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION

Relating to the creation of a legislative 

task force to investigate research needs, 

public repositories of data, and informa­

tion dissemination agencies.

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

WHEREAS there is a pervasive need for adequate research and development 

of information and technology for both government and private industry utili­

zation; and

WHEREAS there is a need for thorough and efficien* data collection which 

is available to user groups through public data repositories; and

IN THE HOUSE BY C OWPER AND GARDI N E R

,tj!| WHEREAS there is a great need for the synthesis of information obtained]j
,, ifrom research and development and data collection into formats which greatly 

i; jincrease the value of the data to all information users; and 

„J| WHEREAS there is a great need for the dissemination of information in a

hi

70

71

77

71

71

*•'.

?r.

7/

7>l

manner that best serves the government and people of the state; and

WHEREAS the users of the aforementioned items can be generally classified 

as government, private industry, and Alaska consumers;

BE IT RESOLVED by the Alaska State Legislature that a legislative task 

force shall be established to obtain and correlate information concerning (1) 

the degree to which research and development activities of government agencies 

are meeting the needs of Alaska's government, industry, and consumers; (2) 

public agencies which have as a major function the collecting and cataloging 

of data for public utilization; (3) the synthesis of research data into more 

readily utillzablc formats; and (A) the dissemination of public information; 

and be it

•1- HCR A7



FURTHER RESOLVED that Che legislative task force shall consist of seven 

members who shall be jointly appointed by the Chairman of the Legislative 

Council and the Governor; at least one member of the task force shall repre­

sent each of the following: Che Legislature; the Governor; research and data

|collection, dissemination, and synthesis agencies; and the public at large; 

and be it

FURTHER RESOLVED that the task force may use the Legislative Affairs 

Agency for basic staff support and shall report its findings and recommenda­

tions on the first day of the Tenth Legislature, Second Session.

t L

IICR A 7 -2-
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C O M M I T T E E  R E P O R T

S E N A T E

FURTHER:

D a te : ______________________________
M r. P r e s i d e n t :
The C om m ittee on ___________________________  has h ad __ _

re .a'Ku-iU* v:*; of .laska .ntivjor. . jmij. fia'iuviiig elation*

u n d e r c o n s id e r a t i o n  and (a  m a jo r i t y  o f  th e  c om m itte e ) ( t h e  com m itte e  
r e p o r t s  i t  b ack  a s  f o l l o w s )
( ) recommends i t  do p a ss  ( ) recommends i t  do n o t  p a ss
( ) recommends i t  do p a ss  w ith  a t t a c h e d  am endm en t(s )
( ) recommends i t  be r e p la c e d  w ith  CS f o r  _________________________________

and _____________________________________ (  ) new t i t l e  ( ) same t i t l e
( ) AND a t t a c h e s  a L e t t e r  o f  I n t e n t  ( ) New F i s c a l  N ote
( )  r e p o r t s  i t  b ac k  w ith o u t  re com m enda tion
( ) and recommends i t  be r e f e r r e d  t o  t h e ____________________Com m ittee

MEMBERS SIGNING DO PASS: OTHER RECOMMENDATIONS:

S 60 ( rev .  6/77)
Chairman



Introduced: 1/24/78
Referred: Resources

BY GARD I N E RIN THE HOUSE

HOUSE JOINT RESOLUTION NO. 53 

;» I IN THE LEGISLATURE OF THE STATE OF ALASKA

-l • TENTH LEGISLATURE - SECOND SESSION
|

Relating to reimbursement of Alaska ad­

visors to salmon fisheries negotiations,

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

WHEREAS Pacific salmon "interception" fisheries negotiations have been 

1 1, ongoing between the federal governments of the United States and Canada for 
it> |the past several years and these negotiations are expected to be completed 

p within the next few months; and

i,) WHEREAS these negotiations deal with salmon fisheries of great impor-
i'1 1 1! tance to the commercial fisheries of southeast Alaska and traditional sub-

;i | sistetice fisheries of Alaska Natives; and
||

i'.'i WHEREAS the content of these fisheries will have a tremendous bearing on

ir,

1/
IH

I the feasibility of future expansion of salmon enhancement facilities in both 

Alaska and Canada; and

WHEREAS the advice of members of the Alaska fishing industry has time

i » i and again proven itself to be of great value to the government negotiators

m

21 

» i

f i

M

/'j

.V>

/ • I

involved in international fisheries treaty negotiations; and

WHEREAS technical advisors from the industrial sector have not received 

public support to fulfill their vital role in these particular negotiations, 

even though the costs to the industry representatives in lost fishing time, 

travel, and subsistence to attend the numerous negotiating sessions in 

Seattle, Washington, and Vancouver, British Columbia, have been financially 

burdensome for these representatives;

BE IT RESOLVED that the Alaska State Legislature respectfully requests 

that the U.S. Department of Commerce reimburse the actuul expenses incurred 

in traveling to and attending the negotiating sessions of chose Alaska

-1- H J R  53
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f i s h i n g  i n d u s t r y  r e p r e s e n t a t i v e s  w ho  n a v e  b e e n  i n v i t e d  t o  a d v i s e  t h e  c h i e f  

U . S .  n e g o t i a t o r .

C O P I E S  o f  t h i s  r e s o l u t i o n  s h a l l  b e  s e n t  t o  t h e  H o n o r a b l e  J u a n i t a  M . 

K r e p s ,  S e c r e t a r y  o f  C o m m e r c e ;  R i c h a r d  F r a n k ,  D i r e c t o r  o f  t h e  N a t i o n a l  O c e a n i c  

a n d  A t m o s p h e r i c  A d m i n i s t r a t i o n ;  a n d  D o n a l d  M c K e m a n ,  C h i e f  U . S .  n e g o t i a t o r .
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/ >-77 ' C O M M I T T E E  R E P O R T

H O U S E

Pr*3 n tliif’ to t:he financing o f  an addition to the U n i v e r s i t y  o f  Aliilsi-ia power

_ i L D a te
Mr. S p e a k e r :

The C om m ittee  on '•I -Ai-ICF has had !CR b l­

u n d e r  c o n s i d e r a t i o n .  A m a jo r i t y  o f  th e  members o f  th e  Com m ittee

/\7  recommends i t  do p a ss
/  /  recommends i t  do n o t  p a ss
/  /  recommends i t  do p a s s  w ith  a t t a c h e d  am endm en t(s )
r j  recommends i t  be r e p la c e d  w ith  CS f o r  _____________________________ and t h a t

CS f o r  ________________________  do p a s s
/  /  (a n d ) recommends i t  be r e f e r r e d  to  th e  ______________________________________

com m itte e
/~ 7  r e p o r t s  i t  b ack  w ith o u t  re com m enda tion  
/ / A N D  a t t a c h e s  a r e p o r t  o f  i t s  i n t e n t  
/~ 7  ( o t h e r )

MEMBERS SIGNING THE MAJORITY REPORT:
1 )l

* r ‘ f » f i •i * V • V

.> I iZ/'/*

MEMBERS NOT CONCURRING IN THE MAJORITY REPORT: 
recom m ends:
recom m ends: 
recom m ends:

-------
A  M  < ^ L

  w ‘
Chairman
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HOUSE CONCURRENT RESOLUTION NO. 54 
IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION

Relating to the financing of an addition 

to the University of Alaska power plant.

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

WHEREAS the Legislature, with the passage of House Concurrent Resolution 

No. 45 in the Second Legislature, Second Session, recognized the needs of the 

University of Alaska for adequate heating facilities and made it possible for 

the Board of Regents of the University of Alaska to proceed with the estab­

lishment of a nonprofit corporation designed to finance the construction of

the heating plant needed by the University of Alaska; and

WHEREAS the production of power is an integral part of the heating

plant; and

WHEREAS, since the construction of the heating plant by the nonprofit 

corporation, power needs of the university have grown substantially and;

WHEREAS the cost of purchasing power is anticipated to continue growing

at a substantial rate in the years to come; and

WHEREAS the present needs of the University of Alaska for power are such

that it has critical need for expansion of the existing power plant; and

WHEREAS it has been established that it is feasible for such an expansion 

of the power plant to be constructed by the Univeisity of Alaska Heating 

Corporation through the sale of bonds to obtain necessary construction funds 

and through the amortization of the debt from rental or power service fees 

charged to the university over a period of years; and

WHEREAS this method of financing would assure expansion of the power 

plant to provide adequate power generation to meet the total needs of the 

university for the foreseeable future; and

Introduced: 4/20/77
Referred: Finance

IN THE HOUSE BY C O W P E R
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WHEREAS this method of financing would eliminate the need for immediate 

financing of capital construction from current revenues of the general fund; 

and

WHEREAS as a result of this expansion the Fairbanks campus will provide 

increased facilities for public shelter in times of disaster;

BE IT RESOLVED by the Alaska State Legislature that the Board of Regents 

of the University of Alaska, in its sound discretion, is requested to proceed 

immediately through the University of Alaska Heating Corporation with any 

needed expansions to the existing power plant, the financing of which shall 

be through the sale of bonds by the corporation, and the corporation shall 

amortize the debt from rentals or heating service fees charged to the univer­

sity over a period of years.

COPIES of this resolution shall be sent to all members of the Board of 

Regents of the University of Alaska.

HCR y* -2- #



Introduced: 4/20/77
Referred: Finance
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IN THE HOUSE BY COWPER

HOUSE CONCURRENT RESOLUTION NO. 54 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION

Relating to the financing of an addition 

c to the University of Alaska power plant.

7 BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

(1 WHEREAS the Legislature, with the passage of House Concurrent Resolution

o No. 45 in the Second Legislature, Second Session, recognized the needs of the 

University of Alaska for adequate heating facilities and made it possible for 

11 the Board of Regents of the University of Alaska to proceed with the estab- 

iv lishment of a nonprofit corporation designed to finance the construction of 

n  | the heating plant needed by the University of Alaska; and 

M  WHEREAS the production of power is an integral part of the heating

10 I plant; and

10 WHEREAS, since the construction of the heating plant by the nonprofit

i/ corporation, power needs of the university have grown substantially and; 

ifl WHEREAS the cost of purchasing power is anticipated to continue growing

IB at a substantial rate in the years to come; and

vo WHEREAS the present needs of the University of Alaska for power are such

?i that it has critical need for expansion of the existing power plant; and

W  WHEREAS it has been established that it is feasible for such an expansion

V3 of the power plant to be constructed by the University o f  Alaska Heating 

v.i Corporation through the sale of bonds to obtain necessary construction funds 

vb and through the amortization of the debt from rental or power service fees 

7li charged to the university over a period of years; and

v/ WHEREAS this method of financing would assure expansion of the power

?u plant to provide adequate power generation to meet the total needs of the 

2il university for the foreseeable future; and

_1- HCR 54
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WHEREAS this method of financing would eliminate the need for immediate 

financing cf capital construction from current revenues of the general fund; 

and

WHEREAS as a result of this expansion the Fairbanks campus will provide 

increased facilities for public shelter in times of disaster;

BE IT RESOLVED by the Alaska State Legislature that the Board of Regents 

of the University of Alaska, in its sound discretion, is requested to proceed 

immediately through the University of Alaska Heating Corporation with any 

needed expansions to the existing power plant, the financing of which shall 

be through the sale of bonds by the corporation, and the corporation shall 

amortize the debt from rentals or heating service fees charged to the univer­

sity over a period of years.

COPIES of this resolution shall be sent to all members of the Board of 

Regents of the University of Alaska.
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C O M M I T T E E  R E P O R T  

v/77 H O U S E

_____________  / /___________ Date

Nr. Speaker:

The Committee on __________ r- • ■ ____________________  has had  co

under consideration. A majority o f the members of the Committee

/~7 recommends i t  do pass

/~7 recommends i t  do not pass

/~7 recommends i t  do pass w ith  a ttach ed  amendment(s)

/~7 recommends it be replaced w ith  CS f o r ____________________________ and that

CS for _______________________ do pass

/  / (and) recommends i t  be re fe r re d  to the _________________________________________

committee

/~7 re p o rts  i t  back w ithou t recommendation 

/~7 AND a tta c h e s  a re p o rt o f  i t s  in te n t

/~7 (o th e r )  _______________________________________________________________________________________

MEMBERS SIGNING THE MAJORITY REPORT:

A p p r o v i n g  t h e  d l o p o e . t l  t o  A l a n k n  P i p e l i n e  Co. o f  r o y a l t y
In-kind.

MEMBERS NOT CONCURRING IN THE MAJORITY REPORT:

_________________________________  recommends: ______________

_________________________________  recommends: ______________

recommends: __________

Chairman



BY THE RULES COMMITTEE BY 
IN THE HOUSE REQUEST OF THE GOVERNOR

HOUSE CONCURRENT RESOLUTION NO. 58 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION

Approving the disposal to Alaska 

Pipeline Company of royalty gas 

taken in-kind

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

WHEREAS, under AS 38.06.055(a), each house of the legislature must 

[approve by concurrent resolution all sales of state-owned royalty natural 

gas before the sale may be consummated; and

WHEREAS the State of Alaska has the right under AS 38.05.180 and its 

oil and gas leases to receive royalty natural gas either in-kind or in-

value from fields in the Cook Inlet area; and

WHEREAS the commissioner of natural resources has entered into a 

contract for the sale of state-owned royalty natural gas from the North

Cook Inlet Field to Alaska Pipeline Company; and

WHEREAS the Alaska Royalty Oil A Gas Development Advisory Board 

approved the contract for the sale of royalty natural gas from the North 

Cook Inltt Field to Alaska Pipeline Company; and

WHEREAS the legislature has reviewed this contract and conducted 

hearings and otherwise received public input cn this contract; and 

WHEREAS the legislature finds this contract to be in the public 

interest of Alaska and its people, and further finds that this contrncL is 

in compliance with all requirements of law;

BE IT RESOLVED by the Alaska State Legislature that the "Gan Purchase 

Contract" dated April 11, 1977, with the Alaska Pipeline Company and the 

commissioner of natural resources for the sale anil purchase of royalty 

natural gas from the North Cook Inlet FieLd is hereby approved.

-1- HCR 58

I n t r o d u c e d : 4 / 2 2 / 7 7
R e f e r r e d : R esou rce s and
F in a n c e



RULES COM 
LETTER OF INTENT

The H ouse o f  R e p r e s e n t a t i v e s  in  a p p ro v in g  th e  s a le  
o f  s ta t ic  r o y a l t y  g as from  th e  N o r th  Cook I n l e t  f i e l d  to  
A la s k a  P i p e l i n e  Company th ro u g h  HCR 5 8 , d o e s  n o t  in t e n d  
t o  w a iv e , i n  an y  w ay , j u r i s d i c t i o n  o r  r e g u la t o r y  a u t h o r i t y  
o f  th e  s t a t e  o v e r  P h i l l i p s  p i p e l i n e  o r  p i p e l i n e s  o f  a 
s i m i l a r  n a t u r e ,  and t h a t  a p p r o v a l o f  IICR 58  n o t  b e  c o n ­
s i d e r e d  a s  a  p r e c e d e n t  f o r  an y  r o y a l t y  o i l  o r  g a s  s a le s .  
The H ouse i s  c o n c e rn e d  b y  th e  la c k  o f  r e g u la t o r y  r e v ie w  
o f  th e  t a r i f f  c h a rg e s  w h ic h  w ou ld  be a p p l i c a b le  u n d e r 
th e  c o n t r a c t .

The H ouse  t h e r e f o r e  r e s p e c t f u l l y  r e q u e s t s  t h a t  th e  
G o v e rn o r , b e f o r e  th e  s t a t e  e n t e r s  i n t o  an y  s i m i l a r  
c o n t r a c t s ,  r e v ie w  th e  s t a t u t e s  r e l a t i n g  t o  s t a t e  r e g u la ­
t o r y  a u t h o r i t y  o v e r  p i p e l i n e s  u sed  t o  t r a n s p o r t ,  s t a t e  
r o y a l t y  o i l  and  g a s , i n c lu d in g  th e  c o n s i d e r a t i o n  w h e th e r 
s u c h  l i n e s  s h o u ld  b e  d e s ig n a t e d  a s  common c a r r i e r s ,  and to  
r e p o r t  h i s  f i n d i n g s  and re c om m en d a tio n s  t o  th e  S econd  
S e s s io n  o f  th e  T e n th  A la s k a  L e g i s l a t u r e .w i t h i n  t h i r t y  
d a y s  o f  c o n v e n in g .

I n  a d d i t i o n  t o  t h i s ,  t h e r e  i s  a q u e s t i o n  a s  t o  
w h e th e r  a l l  th e  con sum e rs  who w i l l  be r e c e i v i n g  b e n e f i t s  
o f  th e  r o y a l t y  g a s  w i l l  f a i r l y  s h a r e  i n  th e  c o s t s .  
T h e r e f o r e ,  th e  A la s k a  r u b l i c  U t i l i t i e s  C om m iss ion  i s  
r e s p e c t f u l l y  r e q u e s t e d  t o  r e v ie w  i t s  1 9 7 5  d e c i s i o n  r e l a t i n  
t o  f lo w - t h r o u g h  c o s t s  o f  r o y a l t y  g a s .

F i n a l l y ,  a l t h o u g h  an a rgum en t f o r  a p p r o v a l o f  th e  
c o n t r a c t  i s  c e r t a i n l y  t o  in c r e a s e  th e  r e s e r v e s  a v a i l a b l e  
t o  b o th  th e  K e n a i P e n in s u la  and A n ch o ra g e , i t  a p p e a rs  t h a t  
e i t h e r  c o n s t r u c t i o n  o f  a new l i n e  o r  an e x ch an g e  ag re em en t 
w i t h  U n io n  M a ra th on  i s  n e c e s s a r y  t o  make th e  r e s e r v e s  
u s a b le .  T h e r e f o r e ,  th e  A la s k a  P u b l i c  U t i l i t i e s  C om m iss ion  
i s  r e s p e c t f u l l y  r e q u e s t e d  t o  r e v ie w  i t s  1 9 /1 . e x em p tio n  
f r o m  r e g u la t i o n  o f  th e  K e n a i - N ik i o k i  g as p i p e l i n e .

( . . £  / ?

R ep . Sam G o t te n , C h a irm an  
H ouse R u le s  C om m ittpe ,

U s ,

Hep. B u c h h o l d t ,  V i c e  Chinn Rep. H i l l e r

'0  > / . fig  / ) J
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Tho Honorable Hugh Malone 
Speaker of tho House 
Alaska State Legislature 
Juneau, Alaska 99311

Dear Ml*. Speaker:

Under authority of art. Ill, sec. 1C of tho Alaska 
Constitution, and in accordance w i t h  A S  24.30.060(b) 
and tho Uniform Hule 3  of the Alaska State Legislature,
I an transmitting a resolution giving legislative 
approval to a caie of royalty natural gas from the 
North Cook Inlet Field to Alaska Pipeline Company. AS 
30.0C.0 6 5 (a) provides that no sale of state-owned 
royalty oil may be made unless approved by concurrent 
resolution of the legislature*

The Alaska Royalty Oil and Gas Development Ad v i s o r y  
Board reviewed the contract and granted its approval on 
April 6 , 1977. The Board's declarations and findings 
are included in the material submitted to each legis­
lator today. I v/ould be pleased to a.ssist you with any 
additional information vhich you request.

Last year the State of Alaska and tho Alaska Pipeline 
Company entered into a contract for the sale of tho 
sana royalty gas to Alaska Pipeline Company. That 
contract wan approved by the legislature laot session. 
However, certain difficulties with volume flexibility 
and arranging for tho transportation of the gan from 
the offshore platform to ahoro prevented Alaska Pipe­
line Company from receiving the gan undor that c o n­
tract. Tho current agreement has been executed to 
solve these problems and alio;/ royalty gas to 

Lvcrcd to Alaska Pipeline Company.

The problems with the previous agreement were:

1. Alaska Pipeline Company was unable to 
use all of tho royalty gas at oil times 
(as required in tho contract) due tc 
lack of an adequate market; nnd yet, bocmino 
o f  limitations a]so included in tho contract, 
is unable to soli tho excess gas back to 
Phillips Petroleum Company for ox.port from 
the Dtato,



2. Alaska Pipeline Company was unable to
entor into an agreement with Phillips Petro­
leum Company for transporting of the gas to 
shore from tho production platform duo to 
understandable reluctance of Phillips to 
expose themselves to the jurisdiction of the 
Public Utilities Commission or the Pipeline 
Commission. The new agreement I am submitting 
to the legislature today remedies these 
problems.

This new agreement with Alaska Pipeline necessitated 
that the State it3elf also enter into an agreement with 
Phillips Petroleum Company for delivery of the royalty 
gas from the platform to shore. This agreement re­
quires that the State pay the cost of gathering and 
compressing the royalty gas to the point of delivery; 
however, Zvlaska Pipeline Company in turn agrees to pay 
these costs to Phillips for the account of the State,
The Royalty Board has neither responsibility nor author­
ity to judge the appropriateness of tho level of these 
charges, and has not done so.

Phillips Petroleum Company has operational problems 
affecting their ability to deliver guaranteed volumes 
of royalty gas to shore, as does Alaska Pipeline 
Company affecting their ability to market the g a 3  
available. These companies, together with the State, 
have agreed to usu their "best reasonable efforts" to 
accommodate tho needs of one another to produce and 
market royalty gas.

Tho contract between the State and Phillips does not 
strictly require legislative approval since it door, not 
involve a sale of royalty gas. nevertheless, I have 
included it in the materials submitted to the legis­
lature because it is an integral part of the sale of 
royalty gas to Alaska Pipeline Company.

I believe your careful review of the enclosed materials 
will reveal many questions regarding this approach to 
resolving the many problmes associated w i t h  tho ac­
quiring and delivery of this royalty gas. However, I 
also believa that those agreements are the bent possible 
solution at this time, are in tho best interest of 
the State, and aro important to tho long-term interest 
of Anchorage utility customers.

Thank you for your consideration.

Sincerely,

Jay S. Hammond 
G o v e rn o r
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C O M M I T T E E  R E P O R T

S E N A T E

Date

Mr. P r e s i d e n t :

T h e  C o m m i t t e e  o n  ___________________________________________  has h a d_____________________
r>zriviT;p, the Hsjposal Ob ytapV.a 'S’lpeiir,.- "orr'snv ^  ~ Tov.v.ty y 
u n d e r  c o n s i d e r a t i o n .  A m a j o r i t y  o f  the m e m b e r s  o f  the C o m m i t t e e

r j  r e c o m m e n d s  it do pa s s

/ ~ 7  r e c o m m e n d s  it do n o t  p a s s

/ ~ 7  r e c o m m e n d s  it do p a s s  w i t h  a t t a c h e d  a m e n d m e n t ( s )

/ / r e c o m m e n d s  it be r e p l a c e d  w i t h  CS f o r  _____________________________  a n d  that

CS for _________________________ do pa s s

/ ~ 7  (and) r e c o m m e n d s  it be r e f e r r e d  to the _______________________________________

c o m m i t t e e

/ ~ 7  r e p o r t s  it b a c k  w i t h o u t  r e c o m m e n d a t i o n  

r j  A N D  a t t a c h e s  a r e p o r t  o f  its i n t e n t

/ J  (other) _________________________________________________________________________________

M E M B E R S  S I G N I N G  T H E  M A J O R I T Y  REPORT:

M E M B E R S  N O T  C O N C U R R I N G  IN T H E  M A J O R I T Y  REPORT:

________________________________ r e c o m m e n d s :  _____________

________________________________ r e c o m m e n d s : _____________

r e c o m m e n d s :

ChairinarT
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BY THE RULES COMMITTEE BY 
IN THE HOUSE REQUEST OF THE GOVERNOR

HOUSE CONCURRENT RESOLUTION NO. 58 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION

Approving the disposal to Alaska 

Pipeline Company of royalty gas 

taken in-kind

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

WHEREAS, under AS 38.06.055(a), each house of the legislature must 

approve by concurrent resolution all sales of state-owned royalty natural 

gas before the sale may be consummated; and

WHEREAS the State of Alaska has the right under AS 38.05.180 and its 

oil and gas leases to receive royalty natural gas either in-kind or in- 

value from fields in the Cook Inlet area; and

WHEREAS the commissioner of natural resources has entered into a 

contract for the sale of state-owned royalty natural gas from the North

Cook Inlet Field to Alaska Pipeline Company; and

WHEREAS the Alaska Royalty Uil & Gas Development Advisory Board 

approved the contract for the sale of royalty natural gas from the North 

Cook Inlet Field to Alaska Pipeline Company, and

WHEREAS the legislature has reviewed this contract and conducted 

hearings and otherwise received public input on this con m e t ;  and

WHEREAS the legislature finds this contract to be in the public 

interest of Alaska and its people, and further finds that this contract is

in compliance witli all requirements of law;

BE IT RESOLVED by the Alaska State Legislature that the "Gas Purchase 

Contract" dated April 11, 1977, with the Alaska Pipeline Company and tho 

commissioner of natural resources for the sale and purchase of royalty 

natural gas from the North Cook Inlet Field is hereby approved.

,, -1- HCR 58

I n t r o d u c e d : A/ 2  2 /7  7
R e f e r r e d : R e sou rce s and
F in a n c e



M E t l O R  A N D U M April 27, 1977

S U B J E C T :  P o l i c y  C o n s i d e r a t i o n s  i n  N o r t h  C o o k  I n l e t  R o y a l t y  G a s  S a l e
( W .O .  # 4 1 0 5 ,  S u p p l e m e n t a l )

T O :  T h e  H o n o r a b l e  J o h n  R a d e r

FROM : G r e g g  K .  E r i c k s o n
D i r e c t o r  o f  R e s e a r c h

S u n m a r y

A s  y o u  r e q u e s t e d ,  w e  h a v e  p r o v i d e d  y o u ,  i n  t h e  f o r m  o f  M s .  K a l l a b ' s  
m em o ran d um  o f  A p r i l  2 6 ,  a  r e v i e w  o f  t h e  h i s t o r y  a n d  i s s u e s  r a i s e d  b y  t h e  
p r o p o s e d  N o r t h  C o o k  I n l e t  r o y a l t y  g a s  s a l e .  A f t e r  r e v i e w  o f  M s .  K a l l a b ' s  
f i n d i n g s  ( i n  w h i c h  w e  c o n c u r ) ,  w e  b e l i e v e  t h a t  a p p r o v a l  o f  t h i s  c o n t r a c t  
w i l l  t e n d  t o  c r e a t e  f a r - r e a c h i n g  p r e c e d e n t s  w i t h  r e s p e c t  t o  t h e  t e r m s  
a n d  c o n d i t i o n s  u n d e r  w h i c h  t h e  s t a t e  m ay  m a k e  r o y a l t y  g a s  a v a i l a b l e  f o r  
i n - s t a t e  u s e ,  b o t h  e l s e w h e r e  i n  t h e  C o o k  I n l e t  f i e l d  a n d  i n  t h e  n o r t h e r n  
p a r t  o f  t h e  s t a t e .  I n  a d d i t i o n ,  w e  b e l i e v e  t h a t  a  b r i e f  t e c h n i c a l  
a n a l y s i s  o f  t h e  c h a r g e s  e s t a b l i s h e d  b y  P h i l l i p s  f o r  t r a n s p o r t a t i o n  o f  
t h e  s t a t e ' s  r o y a l t y  g a s  i s  i n  o r d e r .

P r e c e d e n t s  T h a t  M o u ld  B e  E s t a b l i s h e d  B y  T h e  P r o p o s e d  S a l e

A s a  m a t te r  o f  p u b l i c  p o l i c y j  t h e r e  i r i . l l  b e  no r e g u la t o r y  r e v ie io  o f  th e  
t r a n s p o r t a t io n  c o o t s  c h a rg e d  a g a in s t  r o y a l t y  g a s .  I n  g e n e r a l ,  i t  m a k e s  
n o  e c o n o m i c  o r  t e c h n i c a l  s e n s e  t o  h a v e  a  m u l t i p l i c i t y  o f  o i l  o r  g a s  
p i p e l i n e s  r u n n i n g  f r o m  p o i n t  A t o  p o i n t  B .  B e c a u s e  o f  t h e  f a c t  t h a t  t h e  
e f f i c i e n c y  o f  p i p e l i n e  t r a n s p o r t a t i o n  i n c r e a s e s  v e r y  r a p i d l y  a s  o n e  g o e s  
f r o m  s m a l l e r  t o  l a r g e r  p i p e l i n e s ,  i t  m i n i m i z e s  t h e  r e a l  e c o n o m i c  c o s t s  
o f  t r a n s p o r t a t i o n  t o  h a v e  a  s i n g l e  l i n e  o f  t h e  l a r g e s t  p o s s i b l e  d i a m e t e r .  
T h e  o w n e r  o f  s u c h  a  l i n e  h a s  a  m o n o p o l y ,  b u t  i t  i s  a  " n a t u r a l  m o n o p o ly "  
i n  t h e  s a m e  s e n s e  t h a t  a n  e l e c t r i c a l  d i s t r i b u t i o n  o r  t e l e p h o n e  s y s t e m  i s  
a  n a t u r a l  m o n o p o l y ,  i . e . ,  t o  h a v e  m o re  t h a n  o n e  s y s t e m  w o u l d  s i m p l y  
r a i s e  c o s t s  t o  t h e  c o n s u m e r .  I n  t h e  a b s e n c e  o f  r e g u l a t o r y  r e s t r a i n t ,  
h o w e v e r ,  t h e  n a t u r a l  m o n o p o l i s t  w i l l  h a v e  e v e r y  i n c e n t i v e  t o  c h a r q e  
" w h a t  t h e  m a r k e t  w i l l  b e a r " .  R a t i f i c a t i o n  o f  t h e  c u r r e n t  p r o p o s a l  m a y  
e s t a b l i s h  a n  i m p o r t a n t  p r e c e d e n t  w i t h  r e s p e c t  t o  t h e  m e a n s  b y  w h i c h



Hon. John Rader -2- April 27, 1977

c h a r g e s  a r e  a s s e s s e d  a g a i n s t  g a s  t a k e n  i n  k i n d  f o r  i n - s t a t e  u s e  e l s e ­
w h e r e  i n  A l a s k a .  We m a y  r e a s o n a b l y  e x p e c t  t o  s e e  m an y  o t h e r  s i t u a t i o n s  
i n  t h e  f u t u r e  w h e r e  i n d u s t r i a l  f a c i l i t i e s  a r e  s e r v e d  b y  p r i v a t e  c a r r i e r  
l i n e s  s i m i l a r  t o  t h e  P h i l l i p s  l i n e  i n  C o o k  I n l e t .  U s e  o f  t h e s e  l i n e s  
m a y  b e  t h e  o n l y  r e a s o n a b l e  w a y  f o r  t h e  s t a t e  t o  b r i n g  i t s  r o y a l t y  g a s  t o  
l o c a l  m a r k e t s .  R a t i f i c a t i o n  o f  t h e  c u r r e n t  c o n t r a c t  w o u l d  t e n d  t o  
e s t a b l i s h  t h e  p r e c e d e n t  t h a t  t h e  o w n e r s  o f  t h e s e  l i n e s  s h o u l d  b e  p e r ­
m i t t e d  t o  c h a r g e  f o r  t h e  t r a n s p o r t a t i o n  o f  t h e  s t a t e ' s  r o y a l t y  g a s  o n  
t h e  b a s i s  o f  w h a t  t h e  m a r k e t  w i l l  b e a r  r a t h e r  t h a n  o n  t h e  b a s i s  o f  t h e  
c o s t  t o  t h e m  o f  p r o v i d i n g  t h e  t r a n s p o r t a t i o n  s e r v i c e .

I fh e n e v e r  t h e  s t a t e  ta k e s  - i t s  r o y a l t y  g a s  ( o r  o i l )  i t  w i l l  he o b l ig a t e d  
t o  h e a r  th e  c o s t  o f  in c r e a s in g  p r o d u c t io n  by  th e  amount n e c e s s a r y  t o  
m a in ta in  th e  o r i g i n a l  f lo w  l e v e l .  I n  t h e  i n s t a n t  c a s e ,  t h e s e  c o s t s  a r e  
t h e  1 0 £  p e r  M c f  w h i c h  w o u l d  b e  c h a r g e d  b y  P h i l l i p s  t o  c o v e r  t h e i r  c o s t s  
o f  a d d i t i o n a l  c o m p r e s s i o n  f a c i l i t i e s .

I  'he l e g i s l a t u r e  (a n d  th e  A la s k a  "P u b lic  U t i l i t i e s  C om m ission ) w i l l  a c q u ie s c e  
i n  an  a rra n g em en t w h ic h  p ro p o s e s  th e  c o n s t r u c t io n  o f  a  $4 m i l l i o n  g a s  
t r a n s m is s io n  f a c i l i t y  w h ic h  i s ,  b y  an y  s ta n d a rd  o f  t e c h n i c a l  and  econom ic  
e f f i c i e n c y ,  t o t a l l y  u n n e c e s s a ry .  B e c a u s e  o f  t h e  l a c k  o f  r e g u l a t o r y  
j u r i s d i c t i o n  o r  t h e  u n w i l l i n g n e s s  o f  A l a s k a  P i p e l i n e  C o m pan y  ( A P C )  a n d  
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  ( A P U C )  t o  p u r s u e  r e g u l a t o r y  
s o l u t i o n s  w h i c h  m a y  b e  a v a i l a b l e  u n d e r  e x i s t i n g  l a w ,  APC h a s  n o t  b e e n  
a b l e  t o  n e g o t i a t e  a n  e x c h a n g e  a g r e e m e n t  w i t h  U n i o n - M a r a t h o n  (U - M )  w h i c h  
v / o u l d ,  a s  M s .  K a l l a b ' s  m em o ran dum  p o i n t s  o u t ,  m a k e  t h e  $ 4  m i l l i o n  " r o y a l t y  
g a s  l i n e "  u n n e c e s s a r y .  A l t h o u g h  t h e  n e g o t i a t i o n  o f  s u c h  a n  a g r e e m e n t  
v / o u ld  n o t  a p p e a r  t o  i n c r e a s e  c o s t s  t o  U-M b y  o n e  i o t a  ( t h e y  m ay  e v e n  
r e d u c e  t h e m )  t h e r e  a r e  c o n r o e r c i a l  a d v a n t a g e s  t o  U-M i n  r e f u s i n g  t o  
n e g o t i a t e ,  s i n c e  b l o c k i n g  s u c h  a n  a g r e e m e n t  l i m i t s  t h e  a l t e r n a t i v e  
s u p p l y  o p t i o n s  o f  A l a s k a  P i p e l i n e  C o m p a n y  a n d  t h u s  e n h a n c e s  t h e  v a l u e  o f  
U - M ' s  g a s  r e s e r v e s  i n  t h e  K e n a i  f i e l d .  O f  c o u r s e ,  P h i l l i p s  h a s  i t s  own 
r e a s o n s  f o r  n o t  w i s h i n g  t o  e n t e i  i n t o  s u c h  a n  a g r e e m e n t ;  i . e . ,  t o  r e t a i n  
t h e  r o y a l t y  * . s  s h a r e .

By r a t i f y i n g  t h i s  a g reem en t th e  l e g i s l a t u r e  (coid th e  APUC) en co u ra g e  
th e  c r o s s  s u b s id i s a t i o n  o f  one grenqj o f  r a t e  p a y e r s  by  a n o th e r  g ro itp .
T h e  c o m m i s s i o n  h a s ,  a s  n o t e d  i n  M s .  K a l ’ i b ' s  m e m o ra n d u m , s t a t e d  t h a t  t h e  
h i g h e r  c o s t s  o f  r o y a l t y  g a s  s h a l l  b e  a l l o c a t e d  p r o p o r t i o n a t e l y  am ong a l l  
r a t e  p a y e r s  s e r v e d  b y  A l a s k a  P i p e l i n e  C o m p a n y .  U n t i l  a n d  u n l e s s  t h e  
p r o p o s e d  r o y a l t y  g a s  l i n e  i s  b u i l t  ( o r  a n  e x c h a n g e  a g r e e m e n t  i s  d e v e l o p e d )  
t h i s  w i l l  r e s u l t  i n  t h o s e  r a t e  p a y e r s  l o c a t e d  i n  t h e  N o r t h  K e n a i  R o a d  
S e r v i c e  A r e a  (w h o  c o n s u m e  t h e  r e l a t i v e l y  h i g h  c o s t  g a s )  b e i n g  s u b s i d i z e d  
b y  t h e  r a t e  p a y e r s  e l s e w h e r e  i n  A P C ' s  s y s t e m .  I f ,  a s  e x p e c t e d ,  t h e  
w e l l h e a d  p r i c e  o f  g a s  i n  C o o k  I n l e t  r i s e s ,  1 t  w i l l  a l m o s t  c e r t a i n l y  
r e s u l t  i n  t h e  B e r n i c e  L a k e  p o w e r  p l a n t  p a y i n g  l e s s  f o r  i t s  g a s  t h a n  
A l a s k a  P i p e l i n e  C o m p a n y  i s  p a y i n g  f o r  I t .  A p a r t  f r o m  t h e  q u e s t i o n s  o f
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f a i r n e s s  i n v o l v e d ,  t h i s  i s  c e r t a i n l y  a n  i n v i t a t i o n  t o  a  r a t e - p a y e r  
a c t i o n  i n  w h i c h  i t  w o u l d  b e  a s s e r t e d  t h a t  t h e  r a t e s  c h a r g e d  b y  APC a r e  
n o n c o m p e n s a t o r y  a n d  t h u s  n o t  " j u s t  a n d  r e a s o n a b l e "  a s  r e q u i r e d  u n d e r  

e x i s t i n g  l a w .

T e c h n i c a l  C o n s i d e r a t i o n s  W i t h  R e s p e c t  t o  t h e  P r o p o s e d  R a t e s

A s  M s .  K a l l a b  h a s  p o i n t e d  o u t ,  P h i l l i p s  h a s  a s s e r t e d  t h a t  t h e  5 . 5 £ / M c f  
d e d u c t i o n  u s e d  i n  c a l c u l a t i n g  t h e  w e l l h e a d  v a l u e  o f  n a t u r a l  g a s  f o r  
r o y a l t y  a n d  s e v e r a n c e  t a x  p u r p o s e s  i s  " n o t  a p p r o p r i a t e "  f o r  t h e  c a l c u ­
l a t i o n  o f  t r a n s p o r t a t i o n  c h a r g e s  a g a i n s t  r o y a l t y  g a s  t a k e n  i n  k i n d .  We 
a r e  n o t  a w a r e  o f  a n y  r a t i o n a l i z a t i o n  o f  t h i s  s t a t e m e n t .  I t  s e e m s  f a i r l y  
c l e a r ,  h o w e v e r ,  t h a t  t h e  d i f f e r e n c e  b e t w e e n  t h i s  f i g u r e  a n d  t h e  20 < t/M c f  
( e s c a l a t i n g  a t  6 2 )  w h i c h  t h e y  p r o p o s e  t o  c h a r g e  i s  g r e a t e r  t h a n  c a n  b e  
j u s t i f i e d  b y  a n y  r a t i o n a l e  w e  c a n  c o n c e i v e .  I t  i s  p o s s i b l e  t h a t  n e i t h e r  
f i g u r e  r e p r e s e n t s  a  f a i r  a n d  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 o s t ,  b u t  i t  i s  
i m p o s s i b l e  t h a t  b o t h  c a n  s i m u l t a n e o u s l y  b e  " f a i r  a n d  r e a s o n a b l e "  i n  t h e  
c o n t e x t  o f  t h e  p u r p o s e s  f o r  w h i c h  t h e y  a r e  b e i n g  u s e d .

We d o  n o t  a s s e r t  t h a t  w e  c a n  e s t a b l i s h  o r  e v e n  e s t i m a t e  w h a t  w o u ld  b e  a  
" f a i r  a n d  r e a s o n a b l e "  c h a r g e  f o r  t r a n s p o r t i n g  t h e  r o y a l t y  g a s  a s h o r e ,  
b u t  w e  d o  c o n c u r  w i t h  t h e  s e n t i m e n t s  e x p r e s s e d  b y  D r .  D a v e  K n u i i s o n ,  
p e t r o l e u m  e c o n o m i s t  w i t h  t h e  D e p a r t m e n t  o f  R e v e n u e ,  w ho  ( w r i t i n g  a s  a 
p r i v a t e  c i t i z e n )  s t a t e s  t h a t  h e  c a n  f i n d  " n o  j u s t i f i c a t i o n  t h a t  a  p i p e ­
l i n e  c o s t i n g  $ 1 0  t o  $ 1 2  m i l l i o n  p e r h a p s  n i n e  y e a r s  a g o  ( w h i c h  1 s  m o s t  
p r o b a b l y  h i g h l y  d e p r e c i a t e d )  s h o u l d  h a v e  a  c o s t  o f  s e r v i c e  o f  1 0 £  p e r  
M c f " .  M r .  K n u d s o n ' s  l e t t e r ,  d a t e d  A p r i l  6 ,  1 9 7 7 ,  i s  a  p a r t  o f  t h e  
r o y a l t y  b o a r d ' s  o f f i c i a l  f i l e  o n  t h i s  m a t t e r ,  a n d  a  c o p y  o f  i t  i s  
a t t a c h e d  f o r  y o u r  c o n v e n i e n c e .  A l t h o u g h  w e  b e l i e v e  f a i r  a n d  r e a s o n a b l e  
c h a r g e s  i n  t h i s  i n s t a n c e  c a n  o n l y  b e  d e t e r m i n e d  b y  a n  a p p r o p r i a t e  
r e g u l a t o r y  p r o c e e d i n g ,  we  d o  c a t e g o r i c a l l y  a s s e r t  t h a t  t h e  c a l c u l a t i o n s  
c o n t a i n e d  i n  " T a b l e  I "  d o  n o t  c o n f o r m  t o  a n y  o f  t h e  p o s s i b l e  r a t e - m a k i n g  
m e t h o d o l o g i e s  t h a t  a r e  u s e d  b y  r e g u l a t o r y  c o m m i s s i o n s  i n  t h e  U n i t e d  
S t a t e s .

G K E r j m
A t t a c h m e n t



Mr. Donald Wold, Executive Director April 6, 1977

O i l  a n d  G a s  R o y a l t y  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  
S t a t e  o f  A l a s k a  
J u n e a u ,  A K  9 9 8 0 1

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

P e t r o l e u m  C o m p a n y  f o r  W o r t h  C o o k  I n l e t  r o y a l t y  g a s

D e a r  D o n :

A f t e r  r e a d i n g  t h e  d r a f t  c o n t r a c t  a t t a c h e d  t o  t h i s  l e t t e r ,  I  am r e q u i r e d  
t o  i n f o r m  y o u  t h a t  I  b e l i e v e  t h i s  c o n t r a c t  t o  b e  s e v e r e l y  p r e j u d i c i a l  
t o  t h e  n a t u r a l  g a s  c o n s u m e r s  s e r v e d  b y  A l a s k a n  P i p e l i n e  C o m p a n y .

S p e c i f i c a l l y ,  I  am t r o u b l e d  b y  A r t i c l e  9 . 1 ,  A r t i c l e  9 . 2 ,  a n d  A r t i c l e  1 1 . 1 .  
T h e s e  a r t i c l e s  e s t a b l i s h  a b a s i c  c o s t  o f  s e r v i c e ,  a n  e s c a l a t i o n  f a c t o r  
t o  b e  a p p l i e d  t o  t h i s  b a s i c  c o s t  o f  s e r v i c e ,  a p r o v i s i o n  f o r  h i g h e r  

c o s t s  o f  s e r v i c e  d u e  t o  c o m p r e s s o r  c o s t s ,  a n d  o n  e x e m p t i o n  o f  t h i s  
n a t u r a l  g a s  t r a n s m i s s i o n  s y s t e m  f r o m  A l a s k a  P u b l i c  S e r v i c e  C o m m i s s i o n

I  h a v e  s e e n  n o  j u s t i f i c a t i o n  t h a t  a p i p e l i n e  c o s t i n g  1 0  t o  1 2  m i l l i o n  
d o l l a r s  p e r h a p s  9  y e a r s  a g o  ( w h i c h  i s  m o s t  p r o b a b l y  h i g h l y  d e p r e c i a t e d )  
s h o u l d  h a v e  a c o s t  o f  s e r v i c e  o f  1 0 p  p e r  M c f .  R e g a r d i n g  t h e  r a t e  o f  
e s c a l a t i o n  t o  b e  a p p l i e d  t o  t h e  b a s i c  r a t e  ( i . e . ,  f> p e r  c e n t  p e r  a n n u m ) ,

c o n t r o l .

D a v ie !  i.  . 1 .  K n u d  s o n  
7 S ! 0  C h a d

A n c h o r a g e , A K  9 9 K ' l 2
A L A S K A  R O Y A L T Y  

O I L  CC G A S  B O A R D
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M E M O R A N D U M  A p r i l  2 6 ,  1 9 7 7

S U B J E C T :  N o r t h  C o o k  I n l e t  R o y a l t y  G a s  S a l e  ( I T . 0 .  4 1 0 5 )

T O :  T h e  H o n o r a b l e  J o h n  R a d e r

FRO M : E l k e  K a l l a b
R e s e a r c h  A n a l y s t

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

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

S u m m a ry

I t  w o u l d  a p p e a r  f r o m  t h e  a v a i l a b l e  r e c o r d s  a n d  a l l  t h e  i n f o r m a t i o n  we 
h a v e  o b t a i n e d  t h a t  t h e  a d d e d  g a t h e r i n g  a n d  c o m p r e s s i o n  c h a r g e s ,  n e g o ­
t i a t e d  b e t w e e n  P h i l l i p s  P e t r o l e u m  C o m p an y  a n d  A l a s k a  P i p e l i n e  C o m p an y  
w i l l  b e  a l l o w e d  t o  b e  f l o w e d  t h r o u g h  b y  v i r t u e  o f  O r d e r  N o . 3 ,  D o c k e t  
U - 7 5 - 6 8  i s s u e d  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  D e c e m b e r  1 7 ,  
1 9 7 5 ,  u n l e s s  t h e  A P U C  c a n  b e  c o n v i n c e d  t o  r e o p e n  t h e  c a s e  i n  o r d e r  t o  
d e t e r m i n e  i f  t h e  a d d e d  c h a r g e s  a r e  " r e a s o n a b l e  a n d  j u s t " .  F u r t h e r m o r e ,  
t h e  A t t o r n e y  G e n e r a l ' s  o f f i c e  h a s  i s s u e d  l e g a l  o p i n i o n s  w h i c h  e x e m p t  
P h i l l i p s  P e t r o l e u m  C o m p a n y  f r o m  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  o r  

A l a s k a  P i p e l i n e  C o m m i s s i o n  j u r i s d i c t i o n ,  s i n c e  c o n t r a c t s ,  w h i c h  h a v e  
b e e n  s u b m i t t e d  t o  t h e  L e g i s l a t u r e  f o r  a p p r o v a l ,  p r o p o s e  t h a t  P h i l l i p s  
P e t r o l e u m  C o m p an y  t r a n s p o r t  t h e  r o y a l t y  g a s  f r o m  t h e  p l a t f o r m  t o  a  
d e l i v e r y  p o i n t  o n s h o r e  f o r  t h e  S t a t e  w i t h  A l a s k a  P i p e l i n e  C o m p a n y  t a k i n g  
d e l i v e r y  o n s h o r e  f r o m  t h e  S t a t e  a n d  r e i m b u r s i n g  t h e  S t a t e  f o r  a n y  c o s t s  
i n c u r r e d .

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



{ (

The Honorable John Rader -2- April 26, 1977

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

f r o m  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  t o  A l a s k a  P i p e l i n e  C o m p a n y ,  a s  w e l l  
a s  t o  d i s c u s s  i n  so m e  d e t a i l  t h e  v a r i o u s  i s s u e s  w h i c h  a r e  i n v o l v e d  i n  

t h i s  m a t t e r .

A f t e r  y o u  h a v e  h a d  a n  o p p o r t u n i t y  t o  r e a d  t h i s  m e m o ra n d u m , w e  v /o u ld  
a p p r e c i a t e  r e c e i v i n g  y o u r  c o m m e n ts  a n d  i n s t r u c t i o n s  a s  t o  how  y o u  w i s h  
u s  t o  p r o c e e d .  We w o u l d  b e  h a p p y  t o  e x p a n d  o n  a n y  p o i n t  o r  m a t t e r ,  o r  

a n s v / e r  a n y  q u e s t i o n s  y o u  m ay  h a v e .

E K :m o
E n c l o s u r e s
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ATTA C H M EN T TO MEMORANDUM OF A P R I L  2 6 ,  1 9 7 7  
C O N CERN IN G  NORTH COOK I N L E T  R O Y A L T Y  GAS S A L E

B a c k g r o u n d

I n  A u g u s t  o f  1 9 7 5  A l a s k a  P i p e l i n e  C o m p an y  ( A P C )  f i r s t  a p p r o a c h e d  t h e  

S t a t e  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  g a s  f r o m  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 .  A P C  n e e d s  a d d i t i o n a l  s u p p l i e s  o f  g a s  t o  a s s u r e  c o n t i n u e d  s e r v i c e  

f o r  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 ,  w h i c h  i n c l u d e s  t h e  B e r n i c e  L a k e  

p o w e r  p l a n t  a s  t h e  m a i n  c u s t o m e r ,  a n d  so m e  2 8 5  o t h e r  s m a l l  c u s t o m e r s .  

T h e s e  c u s t o m e r s  a r e  p r e s e n t l y  b e i n g  s u p p l i e d  b y  g a s  A P C  h a s  c o n t r a c t e d  

f o r  w i t h  U n i o n - M a r a t h o n  (U - M )  f r o m  t h e  K e n a i  g a s  f i e l d /  T h e  o r i g i n a l  

c o n t r a c t  w a s  f o r  t e n  y e a r s ,  e x p i r i n g  A p r i l  3 0 ,  1 9 7 7 ,  f o r  a  t o t a l  o f  10  

B c f  o f  g a s .  D u e  t o  u n e x p e c t e d  h e a v y  u s a g e ,  A P C  u s e d  up  i t s  c o m m i t t e d  

s u p p l y  i n  A u g u s t  1 9 7 6 .  T h e  c o n t r a c t  h a s  b e e n  e x t e n d e d  b y  U-M  u s i n g  

" A n c h o r a g e "  r e s e r v e s  f r o m  a  s e c o n d  c o n t r a c t  A P C  h a s  w i t h  U n i o n - M a r a t h o n  

f o r  g a s  f r o m  t h e  K e n a i  f i e l d .

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

t h e  N o r t h  K e n a i  R o a d ,  A P C  a l s o  n e e d s  t o  b u i l d  up  i t s  d i m i n i s h i n g  d e d i ­

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

a d d e d  d e d i c a t e d  r e s e r v e s  v/as a p p a r e n t l y  t h e  m a j o r  c o n s i d e r a t i o n  f o r  

a l l o w i n g  f l o w  t h r o u g h  o f  h i g h e r  p r i c e d  r o y a l t y  g a s  i n  A P U C ' s  O r d e r  

N o .  3 ,  a c c o r d i n g  t o  f o r m e r  C o m m i s s i o n e r  R i c h a r d  D .  E d w a r d s ,  w h o  h e a r d  

t h e  c a s e . )

A map sh o v in g  lo c a t io n  o f  th e  g a s f i e l d s ,  p ip e l i n e s  and o t h e r  p e r ­
t i n e n t  in fo r m a t io n  r e l a t i n g  to  t h i s  memorandum i s  e n c lo s e d  f o r  
re a d y  r e f e r e n c e .
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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  f o r  w h i c h  APC  m ade a n  o f f e r  i s  now 

b e i n g  u s e d  b y  P h i l l i p s  P e t r o l e u m  C o m p a n y ,  t h e  p r o d u c e r / o p e r a t o r  o f  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 ,  t o  m e e t  7 0  p e r c e n t  o f  i t s  c o n t r a c t u a l  

r e q u i r e m e n t s  w i t h  T o k y o  G a s  a n d  T o k y o  E l e c t r i c .

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

f r o m  P h i l l i p s  f o r  r o y a l t y  g a s  t a k e n  i n  v a l u e  b y  t h e  S t a t e  f r o m  t h e  N o r t h  

C o o k  I n l e t  f i e l d .  A t  t h e  t i m e  A P C  a s s u m e d  t h i s  p r i c e  t o  b e  45< -/M cf a t  

t h e  w e l l h e a d  a n d  5 . 5 5 ^ / M c f  f o r  t r a n s p o r t a t i o n  f r o m  t h e  p l a t f o r m  t o  

P h i l l i p s '  K e n a i  LN G  p l a n t .  H o w e v e r ,  a s  d i s c u s s i o n s  c o n t i n u e d ,  i t  

b e c a m e  q u i t e  c l e a r  t h a t  P h i l l i p s  d i d  n o t  a c c e p t  t h e  5 . 5 5 ^ / M c f  f i g u r e  a s  

a n  a p p r o p r i a t e  t r a n s p o r t a t i o n  c o s t .  T h e y  i n d i c a t e d  t h a t  t h e  5 . 5 5 £ / M c f  

c h a r g e  w a s  " .  .  .  w o r k e d  o u t  a n d  u s e d  a s  a d e d u c t i o n  f o r  c o m p u t i n g  

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

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

t h e  k i n d  o f  a r r a n g e m e n t  A P C  w a s  c o n t e m p l a t i n g . - 7 A s  a  r e s u l t  A P C  a n d  

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

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

c h a r g e s  w e r e  a g r e e d  t o  b e  l O C / M c f  f o r  d e h y d r a t i o n  a n d  d e l i v e r y  o f  t h e  

r o y a l t y  g a s  t o  s h o r e ,  a n d  a 1 0 ^ / M c f  c h a r g e  f o r  a d d e d  c o m p r e s s i o n  f a c i l i t i e s  

r e q u i r e d  t o  d e l i v e r  t h e  S t a t e ' s  r o y a l t y  g a s  i n - k i n d ,  t o  b e  i n c r e a s e d  b y  

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

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

P e t r o l e u m  C o m p an y  a t  t h o  r e q u e s t  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

* ho tte r  from P h i l l i p s  Patrolmen Co^paK'j to AUlttha Goo ar.d S o iv ic c  
Company, doted J aw w y  9, 197G.



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  " j u s t i f y "  t h e  a d d e d  g a t h e r i n g  a n d  com ­

p r e s s i o n  c h a r g e s .

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

t h a n  g a s  A P C  r e c e i v e s  a n d  h a s  u n d e r  c o n t r a c t  f r o m  o t h e r  s o u r c e s .  APC 

e x p e c t e d  t h a t  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  (A P U C )  w o u l d  a l l o w  

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

g a s ,  w h i c h  t h e n  w e r e  t h o u g h t  t o  b e  5 0 . 4 5 ^ / M c f  a t  t h e  K e n a i  I .NG p l a n t

g a t e ,  a n d  a l s o  c n a t  t h e  APU C  w o u l d  a l l o w  A P C  t o  " c o m m i n g l e "  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  w i t h  l o w e r  p r i c e d  g a s  A P C  p u r c h a s e s  f r o m  o t h e r  

s u p p l i e r s .  ( A p p a r e n t l y  " c o m m i r g l i n g "  i s  u s e d  b y  t h e  p a r t i e s  i n v o l v e d  t o  

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

T h e  A P U C  d i d  i n  f a c t  p e r m i t  t h e  c o m m i n g l i n g  o f  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  w i t h  l o w e r  p r i c e d  g a s  a v a i l a b l e  t o  A P C  i n  t h e i r  O r d e r  N o .  3 ,  D o c k e t  

U - 7 5 - 6 8  i s s u e d  D e c e m b e r  1 7 ,  1 9 7 5 .  T h e  o r d e r  p r o v i d e s  t h a t  t h e  d i f f e r i n g  

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

c o n s u m e r s ,  s i n c e  t h e  N o r t h  C o o k  I n l c ,  r o y a l t y  g a s  i s  a v a i l a b l e  o n l y  a s

p r o d u c e d  b y  P h i l l i p s  i n  m e e t i n g  t h e i r  own n e e d s ,  a n d  t h u s  a  p r e d i c t a b l e

a n d  f i x e d  d a i l y  v o l u m e  c a n n o t  b e  a s s u r e d .  T h e  A P U C  e s t i m a t e d  t h a t  t h e  

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

c o s t s  t o  c u s t o m e r s  b e t w e e n  2 £ - 5 6 / M c f  p e r  m o n t h .

I n  a d d i t i o n ,  t h e  APUC a l l o w e d  A P C  t o  f l o w  t h r o u g h  t h e  c o s t s  o f  r o y a l l y  

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

a l l o w e d .

( T h e  r o y a l t y  c l a u s e  i n  t h e  c o m m i s s i o n ' s  D e c e m b e r  1 9 7 5  o r d e r  s t a t e s  t h a t  

i t  w a s  i m p e r a t i v e  f o r  A P C  t o  b u i l d  u p  i t s  r e s e r v e s .  H o w e v e r ,  i t  a l s o  

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

c o s t  o f  g a s  o n  o r  b e f o r e  A u g u s t  1 ,  1 9 7 6 ,  t h e  APU C v / o u ld  c o m m e n ce  an  

i n v e s t i g a t i o n  t o  d e t e r m i n e  t h e  r e a s o n s  f o r  t h e  n o n - u s e  a n d  t o  d e t e r m i n e  

w h e t h e r  t h e  r o y a l t y  c l a u s e  s h o u l d  b e  d e l e t e d  f r o m  A P C ' s  t a r i f f .  A P C  d i d  

p r o v i d e  t h e  A P U C  w i t h  i n f o r m a t i o n  w h y  t h e y  c o u l d  n o t  t a k e  d e l i v e r y  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 e r e  i s  no  i n d i c a t i o n  t h a t  t h e  APU C 

t o o k  a n y  a c t i o n  a s  a  r e s u l t  o f  t h i s . ) 2

A P C  a l s o  p r o p o s e d  t o  b u i l d  a " r o y a l t y "  p i p e l i n e  f r o m  t h e  o n s h o r e  d e l i v e r y  

p o i n t  t o  i t s  A n c h o r a g e  l i n e ,  a  d i s t a n c e  o f  a p p r o x i m a t e l y  3 0  m i l e s  a n d  a t  

a  c o s t  o f  a p p r o x i m a t e l y  $ 4 , 0 0 0 , 0 0 0 ,  t o  a b s o r b  t h e  e x c e s s  g a s  o v e r  a n d  

a b o v e  t h a t  r e q u i r e d  t o  m e e t  t h e  N o r t h  K e n a i  R o a d  d e m a n d s ,  t h e r e b y  

h o p i n g  t o  r e d u c e  t h e  r a t e  a t  w h i c h  t h e  r e s e r v e s  d e d i c a t e d  t o  A n c h o r a g e  

i n  t h e  K e n a i  f i e l d  w o u l d  d e c l i n e .  H o w e v e r ,  A P C  s t r e s s e d  t h a t  a n  " e x c h a n g e "  

o f  g a s  u s i n g  U n i o n - M a r a t h o n 1 s  t r a n s m i s s i o n  l i n e  f r o m  t h e  K e n a i  g a s  f i e l d  

t o  t h e  N o r t h  K e n a i  R o a d  w o u l d  b e  p r e f e r a b l e  t o  a l i t e r a l  t r a n s f e r  o f  

e x c e s s  N o r t h  C o o k  I n l e t  r o y a l t y  g a s  s i n c e  s u c h  a n  " e x c h a n g e "  w o u l d  

r e d u c e  t h e  n e e d  t o  c o n s t r u c t  t h e  " r o y a l t y "  l i n e .  S u c h  a n  " e x c h a n g e "  

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

a f f e c t e d .

L o b t c i • J r a r t  A la s k a  O 'is and S e r v i c e  CcrrpaKy to  A la s k a  P u b l i c  U t i l i t i e s  
C o rm iu o io r .j d a te d  S e p ta ’nbor 2 9 , 1973.
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A r o u n d  D e c e m b e r  o f  1 9 7 5 ,  H o m e r  E l e c t r i c  A s s o c i a t i o n  ( H E A )  t o o  m ade 

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

on  t h e  K e n a i  P e n i n s u l a .  M uch o f  t h e  a v a i l a b l e  r o y a l t y  g a s  f r o m  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  w o u l d  b e  u s e d  t o  s u p p l 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  o n  t h e  N o r t h  K e n a i  R o a d ,  w h i c h  HEA h o p e s  t o  a c q u i r e  f r o m  

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 ,  a n d  w h i c h  i s  now b e i n g  s u p p l i e d  b y  APC 

w i t h  g a s  f r o m  t h e  K e n a i  g a s  f i e l d .  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 i e s  HEA 

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

g a s  f r o m  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 .  On M a r c h  3 0 ,  1 9 7 6  HEA w i t h d r e w  

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

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

A P C  h a d  a s s u r e d  HEA t h e y  w o u l d  s u p p l 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  

w i t h  g a s .

C o n t r a c t  7 6 - 1 ,  s e l l i n g  t h e  S t a t e ' s  r o y a l t y  g a s  f r o m  t h e  N o r t h  C o o k  I n i t :  

g a s  f i e l d  t o  A P C ,  w a s  e x e c u t e d  J u n e  A ,  1 9 7 6  a n d  a p p r o v e d  b y  t h e  L e g i s ­

l a t u r e  M a y  20, 1 9 7 6 .  T h e  r e c o r d s  s h o w  t h a t  t h e  H o u s e  p a s s e d  S C R  1 0 6  on  

v o i c e  v o t e ,  a n d  t h e  r e s o l u t i o n  p a s s e d  t h e  S e n a t e  1 7 - 2 .  T h e  m a j o r  p r o ­

v i s i o n s  o f  t h i s  c o n t r a c t  w e r e —

Q u a n t i t y :  A l l  r o y a l t y  g a s  a v a i l a b l e  f r o m  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 .

D e l i v e r y  T h e  w e l l h e a d .  P h i l l i p s '  p l a t f o r m .

P o i n t :

P r i c e :  5 5 . 5 C / M c f  t o  J u l y  1 ,  1 9 7 7  w i t h  s u b s e q u e n t  a n n u a l  p r i c e
e s c a l a t i o n s  b a s e d  o n  t h e  h i g h e s t  o f  t h r e e  p r i c i n g  
a l t e r n a t i v e s .

E x p i r a t i o n  J u l y  1 ,  1 9 3 4 ,  t h e  s a m e  t i m e  P h i l l i p s '  c o n t r a c t  w i t h
D a t e :  T o k y o  G a s  a n d  T o k y o  E l e c t r i c  e x p i r e s .
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A p p e n d i x  " A " ,  e n c l o s e d ,  s e t s  o u t  t h e  k e y  p r o v i s i o n s  o f  t h i s  c o n t r a c t

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

A P C  d i s c o v e r e d  t h a t  t h e y  c o u l d  n o t  t a k e  d e l i v e r y  o f  t h e  g a s  u n d e r  

C o n t r a c t  7 6 - 1  f o r  a  n u m b e r  o f  r e a s o n s ,  t h e  m o s t  s i g n i f i c a n t  o f  w h i c h  w a s  

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

w o u l d  s u b j e c t  P h i l l i p s  t o  r e g u l a t o r y  j u r i s d i c t i o n  o f  t h e  A P U C  o r  A l a s k a

P i p e l i n e  C o m m i s s i o n  a s  a  u t i l i t y .  P h i l l i p s  r e f u s e s  t o  b e  s u b j e c t  t o  a n y  

r e g u l a t o r y  j u r i s d i c t i o n .  T h e i r  r e f u s a l  t o  b e  r e g u l a t e d  H a t e s  b a c k  t o  

t h e  v e r y  b e g i n n i n g  o f  t h e  n e g o t i a t i o n s  w h e n  t h e  S t a t e  v/as  f i r s t  a p p r o a c h e d  

b y  A P C  t o  t a k e  i t s  r o y a l t y  g a s  i n - k i n d  r . ' t h e r  t h a n  v a l u e ,  a n d  h a s  a l w a y s  

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

A n  a t t e m p t  t o  e x e m p t  P h i l l i p s  f r o m  r e g u l a t o r y  j u r i s d i c t i o n  b y  t h e  APUC 

o r  A l a s k a  P i p e l i n e  C o m m i s s i o n  b y  w a y  o f  a w a i v e r  p r o v e d  i m p o s s i b l e  s i n c e  

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

t h e  A P U C  o r  t h e  A l a s k a  P i p e l i n e  C o m m i s s i o n  t o  b e  g r a n t e d  t h e  w a i v e r ,  a  

c o n d i t i o n  u n a c c e p t a b l e  t o  P h i l l i p s .

A n o t h e r  d i f f i c u l t y  a r o s e  a s  t h e  r e s u l t  o f  A P C  n o t  b e i n g  a b l e  t o  t a k e  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  a s  p r o v i d e d  f o r  i n  C o n t r a c t  7 6 - 1 .  T h e  

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

a m o u n t s  t o  b e t w e e n  1 5 - 1 7  K M c f  b a s e d  o n  p r e v i o u s  y e a r s '  p r o d u c t i o n .

A P C ' s  e s t i m a t e d  a v e r a g e  d a i l y  n e e d s  t o  s e r v i c e  t h e i r  N o r t h  K e n a i  R o a d  

c u s t o m e r s  i s  a p p r o x i m a t e l y  8  M M c f .  S i n c e  A P C  h a s  n o t  c o n s t r u c t e d  a
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" r o y a l t y "  p i p e l i n e  f r o m  t h e  d e l i v e r y  p o i n t  o n  t h e  N o r t h  K e n c l  R o a d  t o  

t h e i r  " A n c h o r a g e "  l i n e ,  a n d  s i n c e  t h e y  h a v e  n o t  b e e n  a b ' ( e  t o  v / o rk  o u t  a n  

" e x c h a n g e "  a g r e e m e n t  w i t h  U n i o n - M a r a t h o n ,  A P C  i s  u n a b l e  t o  u t i l i z e  t h e  

e x c e s s  a m o u n t  o f  g a s .  T h e  c o n t r a c t  d o e s  n o t  a l l o w  APC  t o  r e s e l l  t h e  

e x c e s s  r o y a l t y  g a s  t o  P h i l l i p s  ( a l t h o u g h  P h i l l i p s  w a s  a g r e e a b l e  t o  s u c h  

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

r e q u i r e d  t h a t  a l l  o f  t h e  r o y a l t y  g a s  s o l d  t o  A P C  b e  u s e d  w i t h i n  t h e  

S t a t e .  S i n c e  P h i l l i p s  e x p o r t s  i t s  g a s  t o  J a p a n ,  s e l l i n g  a n y  e x c e s s  

r o y a l t y  g a s  b a c k  t o  P h i l l i p s  v / o u ld  b e  i n  v i o l a t i o n  o f  C o n t r a c t  7 6 - 1 .

I n  c o n j u n c t i o n  w i t h  t h e  e x c e s s  v o l u m e  w h i c h  w o u l d  h a v e  b e e n  u s e d  i f  a 

" r o y a l t y "  p i p e l i n e  h a d  b e e n  i n  e x i s t e n c e ,  A P C  t o l d  t h e  APUC i n  S e p t e m b e r  

o f  1 9 7 6  t h a t  t h e  s h o r t  l i f e  o f  t h e  c o n t r a c t  ( J u l y  1 ,  1 9 8 4 )  v/as  o n e  o f  

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

w o u l d  h a v e  a l l o w e d  f o r  A P C  t o  s l o w  t h e  d e c l i n e  o f  r e s e r v e s  d e d i c a t e d  t o  

A n c h o r a g e ,  t h e  m a i n  r e a s o n  t h e  APUC a l l o w e d  t h e  f l o w  t h r o u g h  t a r i f f  f o r  

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

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

t h e  N o r t h  C o o k  I n l e t  f i e l d  w e r e  t o  b e  i n t e r r u p t e d  f o r  a n y  r e a s o n .

B y  t h e  e n d  o f  J a n u a r y ,  1 9 7 7  A P C  p e t i t i o n e d  t h e  S t a t e  t o  " r e - d r a f t "  

C o n t r a c t  7 6 - 1  i n  o r d e r  t o  m a k e  t h e  c o n t r a c t  o p e r a t i o n a l .

T o  a c c o m p l i s h  t h i s  i t  w a s  s u g g e s t e d  t h a t  t h e  S t a t e  h a v e  t h e  r o y a l t y  g a s  

t r a n s p o r t e d  t o  s h o r e  t h u s  a v o i d i n g  APU C j u r i s d i c t i o n  o v e r  P h i l l i p s '  

p i p e l i n e ,  s i n c e  t h e  S t a t e  i s  n o t  a  u t i l i t y .  A P C  w o u l d  t a k e  d e l i v e r y  a t
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c <
o r  n e a r  t h e  K e n a i  LNG p l a n t  a n d  r e i m b u r s e  t h e  S t a t e  f o r  a n y  c o s t s  

i n c u r r e d .  A  l e g a l  o p i n i o n  f r o m  t h e  A t t o r n e y  G e n e r a l ' s  o f f i c e  w a s  

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

a  u t i l i t y  s u b j e c t  t o  A P U C  j u r s i d i c t i o n .  A n o t h e r  l e g a l  o p i n i o n  w a s  

i s s u e d  e x e m p t i n g  P h i l l i p s '  p i p e l i n e  f r o m  A l a s k a  P i p e l i n e  C o m m i s s i o n  

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

c a r r i e r  b y  P h i l l i p s ,  a n d  t h a t  i t  i s  n o t  s u b j e c t  t o  t h e  common c a r r i e r  

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

t o  t h e  e n a c t m e n t  o f  t h a t  l a w .  ( E x e m p t i o n  o f  P h i l l i p s '  p i p e l i n e  f r o m  

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

s a l e  o f  r o y a l t y  g a s  t o  A P C . )

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

a m o u n t s  o f  r o y a l t y  g a s  a s  t h e y  h ad  n e e d  f o r .  A n y  g a s  APC  w a s  u n a b l e  t o  

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

t h e  S t a t e  h a d  c o n t i n u e d  t o  t a k e  i t s  r o y a l t y  g a s  i n  v a l u e .

T h e s e  c h a n g e s  a n d  o t h e r  p r o v i s i o n s  v / e re  i n c o r p o r a t e d  i n t o  a g r e e m e n t s  

b e t w e e n  P h i l l i p s  a n d  t h e  S t a t e ,  a n d  A P C  a n d  t h e  S t a t e .  T h e  c o n t r a c t  

b e t w e e n  A P C  a n d  t h e  S t a t e  i s  now a w a i t i n g  l e g i s l a t i v e  a p p r o v a l ,  w i t h  t h e  

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

L e g i s l a t u r e  a s  a n  e x h i b i t  t o  t h e  A P C  c o n t r a c t .  T h e  k e y  p r o v i s i o n s  o f  

t h e  tw o  a g r e e m e n t s  a r e  l i s t e d  i n  A p p e n d i x  " A ' \  w h i c h  i s  e n c l o s e d .
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I s s u e s

G a t h e r i n g ,  C o m p r e s s i o n  a n d  o t h e r  C h a r g e s  o r  C o s t s

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

1 0 £ / M c f .  T h e  a m o u n t  c h a r g e d  A P C  b y  P h i l l i p s  t o  a d d  a  c o m p r e s s i o n  u n i t  

t o  m a i n t a i n  c a p a c i t y  i n  t h e  g a t h e r i n g  s y s t e m  i s  s e t  a t  1 0 £ / M c f .  ( T h e  

a g r e e m e n t  b e t w e e n  P h i l l i p s  a n d  t h e  S t a t e ,  a n d  t h e  c o n t r a c t  b e t w e e n  A P C  

a n d  t h e  S t a t e  p r o v i d e  t h a t  A P C  w i l l  m a k e  a l l  p a y m e n t s  f o r  t h e  S t a t e ' s  

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

c o m p o u n d e d  r a t e  o f  6  p e r c e n t  p e r  y e a r .  A s  f u r t h e r  c o m p r e s s i o n  f a c i l i t i e s  

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

a g r e e d  u p o n  b y  t h e  p a r t i e s  i n v o l v e d .  I n  a d d i t i o n ,  A P C  m u s t  p a y  P h i l l i p s  

i n  p r o p o r t i o n  t o  i t s  d e l i v e r i e s  f o r  a n y  new o r  i n c r e a s e d  t a x e s  a n d  

c h a r g e s  w h i c h  a r e  l e v i e d  a g r i n s t  P h i l l i p s  w i t h  r e s p e c t  t o  t h e  g a t h e r i n g  

o f  r o y a l t y  g a s .

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

n e g o t i a t e d  b e t w e e n  t h e m s e l v e s  a n d  A P C  f o r  d e l i v e r i n g  t h e  S t a t e ' s  r o y a l t y  

g a s .  ( S e e  T a b l e  I  a n d  T a b l e  I I  e n c l o s e d . )  T h e s e  f i g u r e s  h a v e  n o t  b e e n  

s c r u t i n i z e d  a s  t o  w h e t h e r  t h e y  a r e  j u s t  a n d  r e a s o n a b l e  b y  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  o r  t h e  A P U C .  H o w e v e r ,  i t  

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

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

r e q u e s t  t h e  APU C  t o  r e v i e w  t h e  r o y a l t y  g a s  c l a u s e  o f  i t s  D e c e m b e r  1 9 7 5  

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



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

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

t i o n a b l e  w h e t h e r  t h e  A P U C  w o u l d  h a v e  a l l o w e d  t h e  c u r r e n t l y  p r o p o s e d  f l o w  

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

t h r o u g h  p r o v i s i o n s  p r o p o s e d  b y  A l a s k a  G a s  a n d  S e r v i c e  C o m p an y  ( A G A S ) ,  

t h e  d i s t r i b u t i o n  a f f i l i a t e  o f  A P C ,  w e r e  .  .  s o  b r o a d  t h a t  n e a r l y  a l l  

i n c r e a s e s  i n  a n y  .  .  .  c o s t  o f  p u r c h a s e d  g a s  c o u l d  b e  f l o w e d  t h r o u g h . " 3  

T h i s  t e n d s  t o  r a i s e  so m e  d o u b t s  c o n c e r n i n g  A P C ' s  a s s e r t i o n  t h a t  t h e  APUC 

h a d  i n t e n d e d  t o  a l l o w  a n y  a n d  a l l  f l o w  t h r o u g h  c o s t s .  T h e  A P U C  o r d e r  

a l s o  s t a t e s  t h a t  t h e  c o s t  o f  r o y a l t y  g a s  w i l l  b e  " s o m e w h a t  h i g h e r "  t h a n  

t h e  p r i c e  o f  g a s  f r o m  o t h e r  g a s  s u p p l i e s  now c o m m i t t e e d  t o  A P C .  O t h e r  

s u p p l i e s  a r e  p r i c e d  a t  4 1 . 5 £ / M c f  f o r  g a s  f r o m  t h e  K e n a i  g a s  f i e l d ,  

c o m p a r e d  t o  8 4 . 6 5 £ / M c f  f o r  r o y a l t y  g a s  f r o m  t h e  N o r t h  C o o k  I n l e t  f i e l d ,  

i . e . ,  104%  h i g h e r .

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

a l l o w e d  t h e  a d d e d  c o s t s  w a s  t o  p r o v i d e  A P C  w i t h  t h e  o p p o r t u n i t y  t o  

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

i n  t h e  A n c h o r a g e  a r e a .  S i n c e  t h e  " r o y a l t y "  l i n e  t o  m ove N o r t h  C o o k  

I n l e t  g a s  t o  A n c h o r a g e  h a s  n o t  b e e n  b u i l t ,  a n d  A P C  i s  n o t  r e q u i r e d  u n d e r  

t h e  c o n t r a c t  t o  d e l i v e r  g a s  t o  A n c h o r a g e ,  t h e  q u e s t i o n  a r i s e s  a s  t o  

w h e t h e r  t h e  a d d e d  f l o w  t h r o u g h  c h a r g e s  s h o u l d  be  a l l o w e d  b y  t h e  A P U C .

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

h ow  h a r d  A P C  n e g o t i a t e d  w i t h  P h i l l i p s  f o r  l e s s  t h a n  t h e  a g r e e d  to

3 A la s k a  P u b l i c  U t i l i t i e s  C o 'm isa io r . D o cke t U-75-GQ, O rd ev  H o . d a te d  
D ecem ber 1 7 , 1075 , p age  7 .
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c h a r g e s  o f  1 0 £ / M c f  f o r  t r a n s p o r t a t i o n  a n d  1 0 £ / M c f  f o r  c o m p r e s s i o n .

R e c o r d s  s h o w  t h a t  A P C  d i s c o u r a g e d  t h e  APU C f r o m  d e v e l o p i n g  "  .  .  .  ' a  

c o m p l e t e  r e c o r d '  o f  t h e  n e g o t i a t i o n s  ( b e t w e e n  A P C  a n d  P h i l l i p s )  f o r  t h e  

C o m m i s s i o n ' s  f i l e s  .  .  . " 4 .  T h e  q u e s t i o n  a r s e s  a s  t o  w h a t  i n c e n t i v e s ,  

i f  a n y ,  e x i s t e d  f o r  A P C  t o  n e g o t i a t e  f o r  l o w e r  c h a r g e s  i f  A P C  a s s u m e s  

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

u n d e r  U - 7 5 - 6 8 ( 3 ) ?

T h e  a r g u m e n t  t h a t  t h e  r o y a l t y  g a s  f r o m  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  i s  

c h e a p e r ,  e v e n  w i t h  t h e  a d d e d  2 0 £ / K c f  c o s t  f o r  t r a n s p o r t a t i o n  a n d  com ­

p r e s s i o n  c h a r g e d  b y  P h i l l i p s ,  t h a n  a n y  " n e w "  g a s  a v a i l a b l e  t o  A P C  i n  t h e  

C o o k  I n l e t  i s  d e b a t a b l e .  A P C  c i t e s  a  $ 1 . 4 5  p r i c e  f o r  s i m i l a r  g a s  i n  

C o o k  I n l e t  b e i n g  o f f e r e d  b y  P a c i f i c  A l a s k a  LNG t o  s u p p o r t  i t s  c o n t e n t i o n .  

(We u n d e r s t a n d  t h e  a b o v e  t o  b e  a  " s p o t  s a l e " . )  H o w e v e r ,  s i n c e  t h e  c o n ­

t r a c t  w i t h  A P C  p r o v i d e s  t h a t  t h e  S t a t e  w i l l  r e c e i v e  t h e  h i g h e s t  o f  t h r e e  

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

i s  t h e  h i g h e s t  p r i c e  p a i d  w i t h i n  a 1 0 0  km r a d i u s  f r o m  t h e  P h i l l i p s  

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

A l a s k a  LN G i s  m a k i n g  a n  o f f e r  i s  w i t h i n  t h e  1 0 0  km r a d i u s ,  i t  i s  u n l i k e l y  

t h a t  A P C  c a n  e s c a p e  p a y i n g  t h e  $ 1 . 4 5  ( o r  e v e n  a  h i g h e r )  p r i c e  w i t h i n  t h e  

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

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

i s  n o t  q u i t e  a c c u r a t e ,  a n d  APC  i s  n o t  e n t i r e l y  c a n d i d  w h e n  u s i n g  t h i s  

a r g u m e n t  t o  a t t e m p t  t o  c o n v i n c e  t h e  A l a s k a  O i l  a n d  G a s  D e v e l o p m e n t

^ L e t t e r  fro m  A la s k a  Gar. and  S e r v i c e  Company to  A la sk a  P u b l i c  U t i l i t i e s  
C o rm io c io n t d a te d  Scpsc.m bar 20 j  1976 .
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A d v i s o r y  B o a r d ,  t h e  APU C  o r  t h e  L e g i s l a t u r e  " . . .  t h a t  i t  a p p e a r s  

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

l i k e l y  ' n e w '  g a s . " 5

A t  t h e  s a m e  t i m e  A P C  t o l d  u s  t h a t  t h e  a b o v e  s i t u a t i o n  c o u l d  n o t  h a p p e n  

s i n c e  no c o m p a r a b l e  s a l e  t o  t h a t  p r o v i d e d  f o r  i n  t h e  c u r r e n t  c o n t r a c t  

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

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

" ,  .  .  b y  a n y  p u r c h a s e r  i n  t h e  u p p e r  C o o k  I n l e t  a r e a  f o r  g a s  o f  
s i m i l a r  c o n d i t i o n s  o f  d e l i v e r y ;  w i t h  d u e  r e g a r d  t o  a p p r o ­
p r i a t e  f a c t o r s  i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o ,  d i f f e r e n c e s  o f  
B T U  c o n t e n t ,  d e l i v e r y  p r e s s u r e ,  t e r m s  o f  t h e  c o n t r a c t  a n d  
c o n n e c t i o n  c h a r g e s . "  ( C u r r e n t  G a s  P u r c h a s e  C o n t r a c t ,  p a g e  1 0 ,  
l i n e s  3 - 8 )

R o y a l t y  L i n e

O ne  o f  t h e  r e a s o n s  A P C  c a n n o t  m a k e  C o n t r a c t  7 6 - 1  o f  l a s t  y e a r  o p e r a ­

t i o n a l  i s  t h a t  t h e  c o n t r a c t  p r o v i d e s  t h a t  A P C  t a k e  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  f r o m  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 .  T o  h a v e  u s e  f o r  a l l  

r o y a l t y  g a s  A P C  n e e d s  t o  s h i p  a p p r o x i m a t e l y  5 0  p e r c e n t  t o  i t s  A n c h o r a g e  

c o n s u m e r s ,  s i n c e  o n l y  a p p r o x i m a t e l y  8  K M c f / d a y  c a n  be  u t i l i z e d  o n  t h e  

N o r t h  K e n a i  R o a d .

A P C  h a s  b e e n  " f l i r t i n g "  w i t h  t h e  i d e a  o f  b u i l d i n g  a c o n n e c t i n g  " r o y a l t y "  

l i n e  f r o m  t h o  N o r t h  K e n a i  R o a d  a r e a  t o  i t s  " A n c h o r a g e "  l i n e ,  w h i c h  

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

t h e  n e g o t i a t i o n s .  H o w e v e r ,  t h e y  a l s o  h a v e  i n d i c a t e d  t h a t  t h e y  w o u ld

5 L a t t e r  fro m  A la s k a  P ip e l in e  Cotqpwj to A la sk a  O i l  a n d  Can D evelopm ent 
A d v is o r y  B o a rd , d a te d  A p r i l  I B ,  1077 .
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p r e f e r  t o  e n t e r  i n t o  a n  " e x c h a n g e "  a g r e e m e n t  w i t h  U-M a n d  P h i l l i p s  t o  

e x c h a n g 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  w i t h  U-M g a s  f r o m  t h e  K e n a i  

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

t h e  p r o p o s e d  r o y a l t y  l i n e ,  s i n c e  U-M r u n s  a t r a n s m i s s i o n  l i n e  f r o m  t h e  

K e n a i  g a s  f i e l d  t o  t h e  N o r t h  K e n a i  R o a d  a r e a ,  w i t h  A P C  r u n n i n g  a  l i n e  

f r o m  t h e  K e n a i  g a s  f i e l d  t o  A n c h o r a g e .  A n  e x c h a n g e  a g r e e m e n t  v / o u ld  t h u s

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

I

" r o y a l t y "  l i n e .  ( S e e  e n c l o s e d  m a p . )

W hen  A P C  f o u n d  i t  i m p o s s i b l e  t o  w o r k  o u t  a n  " e x c h a n g e " ,  t h e y  d e c i d e d  t o  

b u i l d  t h e i r  o w n  l i n e  t o  c o n n e c t  w i t h  t h e  A n c h o r a g e  l i n e .  H o w e v e r ,  t h i s  

d e c i s i o n  b r o u g h t  w i t h  i t  t h e  r e q u e s t  f o r  a l l  o f  t h e  S t a t e ' s  r o y a l t y  g a s  

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

f o r  a  l i m i t e d  t e r m  t h r o u g h  J u n e  o f  1 9 3 4 .  T h i s  r e q u e s t  w a s  n o t  a c c e p t e d  

b y  t h e  S t a t e  a n d  C o n t r a c t  7 6 - 1  p r o v i d e s  f o r  a t e r m i n a t i o n  d a t e  o f  J u l y  

1 ,  1 9 8 4 .

T h e  q u e s t i o n  a s  t o  w h e t h e r  A P C  w o u l d  b u i l d  a r o y a l t y  l i n e  c o n t i n u e d  a n d  

a s  l a t e  a s  F e b r u a r y  2 ,  1 9 7 7  A P C  i n f o r m e d  t h e  A l a s k a  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 h a t  t h e y  w o u l d  t a k e  s u c h  q u a n t i t i e s  o f  r o y a l t y  g a s  

a s  t h e y  c o u l d  r e a d i l y  r e s e l l  t o  t h e i r  N o r t h  K e n a i  R o a d  c u s t o m e r s ,  a n d  

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

p i p e l i n e  t o  A n c h o r a g e ,  a l t h o u g h  t h e y  c o u l d  do s o  a t  t h e i r  o p t i o n . 0  T h e

0 L e t t e r  fro m  A la s k a  P ip e l in e  Company to  A la s k a  O i l  and  Gas D evelopm ent 
A d v is o r y  B o a rd , d a te d  F e b ru a ry  2 , 1977 .
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m o s t  r e c e n t  i n d i c a t i o n s  a r e  t h a t  A P C  i s  i n c l i n e d  t o  b u i l d  t h e  c o n n e c t i n g  

l i n e  u p o n  a p p r o v a l  o f  t h e  c o n t r a c t  b y  t h e  L e g i s l a t u r e ,  s i n c e  "  .  .  . i t  

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

j u s t i f y  t h e  i n v e s t m e n t  b y  A P C . " 7

T h e  p h y s i c a l  a b s e n c e  o f  t h e  r o y a l t y  l i n e  n o t  o n l y  p r e v e n t s  A P C  f r o m  

p r o v i d i n g  A n c h o r a g e  w i t h  m u ch  n e e d e d  d e d i c a t e d  r e s e r v e s ,  w h i c h  w a s  t h e  

A P U C ' s  r e a s o n  f o r  t h e  r o y a l t y  c l a u s e  w h i c h  a l l o w e d  f l o w  t h r o u g h  o f  c o s t s  

a n d  c o m m i n g l i n g  o f  l o w e r  p r i c e d  K e n a i  f i e l d  g a s  w i t h  N o r t h  C o o k  I n l e t  

r o y a l t y  g a s ,  b u t  i t  a l s o  p r e v e n t s  A P C  f r o m  p r o v i d i n g  N o r t h  K e n a i  R oad  

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

t o  m e e t  d e m a n d .

A P C  h a s  i n d i c a t e d  t h a t  a r o y a l t y  l i n e  w o u l d  n o t  b e  f e a s i b l e  i f  t h e  

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

e x t e n d s  t o  J u n e  1 ,  1 9 8 4 .  We do  n o t  f i n d  t h i s  a r g u m e n t  v e r y  p e r s u a s i v e .  

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

F u r t h e r m o r e ,  i t  s h o u l d  b e  n o t e d  t h a t  t h e  new  c o n t r a c t  p r o v i d e s  t h a t  t h e  

c o n t r a c t  c a n  b e  e x t e n d e d  p r i o r  t o  i t s  t e r m i n a t i o n ,  a p r o v i s i o n  a b s e n t  

f r o m  C o n t r a c t  7 6 - 1 .

T h e  L e g i s l a t u r e  m a y  w i s h  t o  c o n s i d e r  e x t r a c t i n g  a  f i r m  c o m m it m e n t  f r o m  

A P C  t h a t  t h e y  w i l l  b u i l d  a r o y a l t y  l i n e  i m m e d i a t e l y ,  m a k i n g  i t  a  c o n -

y

l e t t e r  fro m  A la s k a  P ip e l in e  Company to  A la sk a  O i l  an d  Gao D evelopm ent 
A d v ia o ry  B o a rd , d a te d  A p r i l  1 1 , 1 5 ? ? .
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d i t i o n  o f  c o n t r a c t  a p p r o v a l .  I f  t h i s  c a n  b e  a c c o m p l i s h e d ,  t h e n  APC 

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

a b l e  a f t e r  c o m p l e t i o n  o f  t h e  l i n e ,  a n d  t h e  3 B c f  " b e s t  r e a s o n a b l e  

e f f o r t "  p r o v i s i o n  s h o u l d  b e  d e l e t e d  f r o m  a n d / o r  r e v i s e d  i n  t h e  APC 

c o n t r a c t  a s  w e l l  a s  t h e  a g r e e m e n t  b e t w e e n  t h e  S t a t e  an d  P h i l l i p s  t o  

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

J u r i s d i c t i o n

P r e s e n t  i n d i c a t i o n s  a r e  t h a t  t h e r e  i s  n o  p o s s i b i l i t y  f o r  APU C  o r  APC 

j u r i s d i c t i o n  o v e r  P h i l l i p s '  p i p e l i n e ,  i n  a s  m uch  a s  P h i l l i p s  o p e r a t e s  

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

a n y  l a w s ,  a n d  b o t h  a g r e e m e n t s  p r o v i d e  t h a t  s h o u l d  P h i l l i p s  co m e  u n d e r  

e i t h e r  F P C ,  A P U C  o r  A l a s k a  P i p e l i n e  C o m m i s s i o n  j u r i s d i c t i o n ,  t h e  a g r e e m e n t s  

t e r m i n a t e .  S h o r t  o f  r e v o k i n g  t h e i r  r i g h t - o f - w a y  p e r m i t  a n d  s u b s t i t u t i n g  

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

e n t a i l  l i t i g a t i o n ,  t h e r e  a p p e a r s  t o  b e  no w a y  t o  m a k e  th e m  s u b m i t  t o  

r e g u l a t o r y  j u r i s d i c t i o n .

T o  a v o i d  f u t u r e  p r o b l e m s ,  t h e  L e g i s l a t u r e  m ay  p r o v i d e  t h a t

1 .  A l l  p i p e l i n e s  n o t  c u r r e n t l y  c o v e r e d  b y  o u r  common c a r r i e r  s t a t u t e  

a g r e e  t o  common c a r r i e r  s t a t u s  r e t r o a c t i v e l y  t o  r e t a i n  t h e i r  

p i p e l i n e  r i g h t - o f - w a y  p e r m i t s  ( R i g h t - o f - W a y  L e a s i n g  A c t - 3 8 . 3 5 . 1 2 0 ) .
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2 .  S e c .  4 3 . 0 6 . 6 3 0 ( 9 )  o f  t h e  A l a s k a  P i p e l i n e  C o m m i s s i o n  A c t  b e  a m e n d e d  

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

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

r e f e r e n c e  t o  t r a n s p o r t a t i o n  a s  a  common c a r r i e r .

3 .  T h e  p o s s i b i l i t y  s h o u l d  b e  e x p l o r e d  i f  p r o d u c e r s / o p e r a t o r s  o f  o i l  

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

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

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

l i n e s ,  w h i c h  a r e  r e g u l a t e d  b y  t h e  A P U C ,  t o  a v o i d  j u r i s d i c t i o n ,  

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

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

t h e  D i v i s i o n  o f  L e g a l  S e r v i c e s ,  b u t  a r e  o f f e r e d  a s  a  b e g i n n i n g  t o  r e m e d y  

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

a f f e c t s  P h i l l i p s '  p i p e l i n e .
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Investment  ...........................  * ’• •

fr. r^f /ri ,, 7. "cdtril?-) »»*•*» 1 , /GO, J00
Incone Tax O  52.97s Rotate 6 . .cj-ru-./

p  7 f jn  (>'>0
Operating F / p a n s e ........................  * * ' 1.

. . .  * $ 7 , 0 7 0 , 0 ) 0
t o t a l .....................................  .............

Coot/Mcf Q  A3  Bc f / Y c a r  « l6.Ai 

Cost/Mef O  55 B ef/Year - 12-9-!



T A B L E  I I

COMPLIES S C ?5 
(FIRST U?iIT)

« • •

To maintain capacity in the gathering system and compressors to handle

the full 1 2 .5 /j royalty gas volume, it will be necessary to install com-
•

pressors at an earlier date. Also, it is estimated that to maintain this 

capacity it will be necessary to install an additional compressor unit 

over and above that reouired for maintaining deliveries without the State 

taking its royalty gas in kind. Estimated differential, in.compressor

investment is S 5 ,00-3,0 0 0 .

♦
Cost of Compression

I
f • ’ S/loar

* i

Depreciation (10 Years) $ 500,000

Kate of Return 155> on Average Investment........... 375,000
* •

Income Taxes Q  52.95* (State &  Federal)  ...... A 20,(XX)

Operating E x p a n s e .....................................  715,000

(  (

i
TOTAL  .............................................  $2,010,000

M in im u m  A n n u e l  P a y m e n t  ** $ 2 , 0 1 0 , 0 0 0
» •

R o y a lt y  Cas Volume O 1.3 B o f/Y c a r 5 -A R e f
R o y a lt y  Cns Volume O  55 B e f/ '/c a r « 6 . 9  D cf 
C o a t / itc f © 5 . A B c f « 37-2.1
C ost/;* .c f G> 6 . 9  B c f ** 2 7 .1 c

• •

P h i l l i p s  a g r e e d  t f l t h  A l a s k a  P i p * : l 5 n c  C o m p a n y ' s  r e q u e s t  t o  a  c o m p r e s s o r

charge o r I0e/'*:r 0 0  a space-available basis nn;l no :dnirua rnnucl charge.



Quantity:

Delivery
Point:

Price:

APPENDIX "A"

KEY PROVISIONS

CONTRACT 76-1 

ARTICLE II
AU royalty gas available, when and 
as available.

 _________PROPOSED REVISED CONTRACT
CONTRACT bfThEE.N STATE 'AND PHILLIPS

ARTICLE III
Delivery point shall be the sane 
for APC as 1t has been for State, 
which 1s Phillips' platform.

ARTICLE V
1. To July 1. 1977 55.5</Mcf
2. July 1, 1977-July 1. 1973 

the higher of
a. 60.36{/Hcf
b. price State would have re­

ceived had 1t continued to 
take Its royalty gas In value

(with APC being a signatory)

ARTICLE IV
1. Phillips shall use Its “best reasonable 

efforts" to deliver not less than 3 Dcf 
of royalty gas annually (without requiring 
Installation or operation of added pipeline 
and compression facilities), and subject to
a. availability of capacity 1n Phillips' 

facilities to handle volur.es In excess 
of Phillips' own requirements;

b. availability of royalty gas at the plat­
form;

c. APC's rcqulrcconts; and
d. APC's ability to take the requirements.

2. Over or under deliveries of royalty gas shall 
be carried 1n an over and short account. In 
the event the takes by the State (APC) shall 
ever be 00 Hicf loss than the amount of roy­
alty qas available, Phillips shall purchase 
the excess undelivered quantities of royalty 
qas over 00 KMcf from the State, and pay the 
State a price equal to that amount which 
Phillips would have otherwise paid the State 
had the State taken Us royalty gas In value.

ARTICLE III & V
Delivery point shall be at or near the existing 
pipeline tap bclnq presently used to deliver 
gas frcm Phllllrs' pipeline to the Tcsoro re­
finery, which Is located In the general vicinity 
of Phillips' Kenai LN5 olant on the North Kenai 
Road.

or

or

c. the highest nrlce paid by any 
purchaser In the Upper Cook Inlet 
area (wltMn a 100 km radius of 
Phillips' p’atfora) for similar 
quality gas and slollar condi­
tions of delivery.

3. July 1. 1970 anJ each succeedlnq 
12 north period the higher of
e. the previous year's price plus 

?f/Ncf or
b. price State would have received 

had it continued to take Its 
royalty gas 1n value or

c. the highest price paid by any 
purchaser in the Upper Cook Inlet 
area (within a ICO km radius of 
Phillips' platform) for similar 
quality gas and similar condi­
tions of delivery.

CONTRACT BETWEEN STATE AND APC 

ARTICLE III
1. Up to all royalty qas available, subject to

a. APC's ability to take the entire amount 
of royalty gas available on any given 
day;

b. APC's need and available delivery facil­
ities.

APC shall use Its ‘‘best reasonable efforts" 
to take not less than 3 Bcf of royalty gas 
annually.

2. Over or under deliveries of ro;ilty gas 
shall be carried In an over and short 
account. In the ovor.t the takes by APC 
shall ever be 60 KVcf less than the amount 
of royalty qas available APC is not per­
mitted to make up for any such undcrdc- 
llvcry and the State may sell the unde­
livered quantity of royalty gas to 
Phillips.

ARTICLE V
APC'S connection Into Phillips' pipeline system 
at or near Phillips' pipeline tap serving the 
Tcsoro refinery. It shall be the same delivery 
point as that of the State and Phillips.

ARTICLE VI
1. To July 1. 1970 6r..65</«cf
2. July 1. 1970-July 1, 1979 

the higher of
a. 66.65</Hcf
b. price State would have re­

ceived had It continued to 
take its royalty gas In value

er

cr

c. the highest price paid by any 
purchaser In the Upper Cook Inlet 
area (within a IOC km radius of 
Phillips' platform) for similar 
quality gas and similar condi­
tions of delivery.

3. July 1, 1979 and each succeeding
12 ronth period the higher of
a. the prcvtous year's price plus 

2</Kcf
b. price State would have received 

had It continued to take its 
royalty gas 1n value

C. the highest price paid by any 
purchaser In the Upper Cook Inlet 
area (within a 100 km raofus of 
Phillips' platform) for similar 
quality gas and similar condi­
tions »f delivery.

or

or



Gathering and 
Compression 
Charges and 
Taxes; Other 
Charges

Tern:

Termination 
. Clause:

CONTRACT 76-1

ARTICLE VI
Effective: Upon approval by the

Legislature 5/20/76 
Exp1rat:on: July 1, 193J

ARTICLE VII
Allows APC to terminate the contract 
within 30 days of written notice to 
State If APC Is unable to make satis­
factory arrangements to take delivery 
of tie royalty gas. APT ray not ox- 
crcl;e this right after January 31, 
1973.

ARTICLE IX
1. lOi/Kef for gathering costs to delivery 

point to Increase 6 percent per year 
compounded annually on the anniversary 
date of tho contract.

2. !0c/Mcf for added compression costs to de­
livery point to Increase 6 percent per year 
compounded annually on the anniversary 
date when the facilities were first used.

CONTRACT 0 ETWEE?.' STATE AND PHILLIPS

3. Additional compression charges to be mutu­
ally agreed upon between the parties, which 
Includes APC since they are signatories of 
this contract (see also 12.3). If no agree­
ment is reached within 90 days after 
Phillips serves notice about such added 
costs, then this contract Is terminated.

A. Additionally, the State must pav Phillips 
any new or Increased fee. Imposts, duly, 
charge, excise or tax In proportion to the 
amount of royalty qas delivered to the State 
as 1t relates to gathering and compression.

ARTICLE XIV
Effective: Upon approval oy the Legislature

of the contract between the State and APC. 
Explratlcn: Jure 1, 1904 unless terminated or 

cxtmdod prior to that date.

ARTICLE IX. XI S XIV
1. Will be terminated irrcdlately If deliveries 

to State (APC) have not cerrcnccd by Jur.e 30, 
1978.

2. If subjected to regulation as a utility 
(11.2).

3. If added compression cost cannot be agreed 
upon within 90 days (9.3).

4. If contract between State and APC 1s ter­
minated.

5. If terminated the State’s election to receive 
Its royalty gas 1n-k1r.d Is revoked, and 
royalty ;as available shall be sold to 
Phillips 1n value.

6.

ARTICLE VI & VI!
1. lOt/Kcf for gathering costs to delivery 

point to Increase 6 percent per year 
compounded annually on the anniversary 
date of the contract.

2. 10{/Kcf for added compression costs to de­
livery point to Increase 6 percent per year 
compounded annually on the anniversary 
date when such compression facilities are 
ready for use. (This is different from 
State/Phillips agreement.)
This docs not obligate Phillips to install 
any compression facilities or to operate 
any compression facilities already instal­
led.

3. Additional compression charges to be mutu­
ally agreed upon between the State and APC. 
If no agreement is reached within 90 days 
after the State serves notice about such 
added costs, then this contract is termin­
ated (7.5).

4. APC must pay the State any amount for which 
the State is obligated to reimburse 
Phillips for a proportion of new or 
Increased fees, imposts, duties, charges
or taxes. (This leaves out excise.) (The 
language is somewhat different fron State/ 
Phillips contract, but the effect would 
seem to be the same.)

5. APC must pay the 5tatc any additional 
costs r.ot covered 1n the contract and 
Incurred by Stats In transporting the 
gas to shore.

ARTICLE VII
Effective: 1'pon approval by the Legislature.

Expiration: June 1, 1934 unless terminated or 
extended prior to that date.

ARTICLE VII
1. Contract shall terminate Irrcdlately if 

deliveries to /.PC have not co-r.enccd by 
June 30. 1970.

2. Either State or APC may terminate this 
contract by giving 30 days notice to the 
other If Phillips comes under regulation 
as a utility.

3. Contract may be terminated If added 
compression cost cannot be agreed upon 
within 90 days.

4. Contract may be terminated If contract 
between State and Phillips Is terminated.

CONTRACT BETWEEN STATE AND APC

6. State ray terminate upon 30 days notice to 
APC If the State canr.ot arrange for satis­
factory transportation of royalty gas to 
shore.



Representation 
and Condition 
Precedent:

Payments:

Miscellaneous

CONTRACT 76-1 CONTRACT BETWEEN STATC AND PHILLIPS CONTRACT BETWEEN STATE AhO APC

ARTICLE XI
Phillips, by entering Into this contract, 
shall not be subject to regulation by the 
FPC, APUC or APC.

Should they become subject to regulation 
as a utility this contract may be termin­
ated by either party upon 30 days' notice.

ARTICLE XII
APC to make all payments for State's account 
directly to Phillips.

ARTICLE VIII
Neither this contract nor APC's use or 
disposition of the royalty gas will subject 
Phillips to FPC, APUC or APC regulation.

ARTICLE IX
1. Assignments of interest by APC nay be made 

"...to conform with...(APC's) various 
financing documents or as may be desirable 
to...(APC) as to...(APC's) cocr.o<ily owned 
affiliate or subsidiary."

2. If APC docs not receive or purchase all 
royalty gas available, then State can dis­
pose of that portion not taken, provided no 
gathering and compression charge; arc Incur­
red by APC as a result.

L e g i s l a t i v e  A f f a i r s  A g e n c y  
R e s e a r c h  D i v i s i o n  

A p r i l  -  1 9 7 7  *





H O U S E  J O U R N A L

RULES COMMITTEE
LETTER OF INTENT

The House of Representatives in ap p r o v i n g  the sale 
of state r o y a l t y  gas from the North Cook Inlet field to 
Ala s k a  P i p e l i n e  Company through H C R  58, does n o t  intend 
to waive, in a n y  way, jurisdiction or r e g u l a t o r y  authority 
of the state o v e r  Phillips pipeline or p i p e l i n e s  of a 
similar nature, and that approval of HCR 58 n o t  be c o n­
sidered as a p r e c e d e n t  for any royalty oil or gas sales. 
The Ho u s e  is c o n c e r n e d  b y  the lack of r e g u l a t o r y  review 
of the tariff charges w h i c h  w o u l d  be a p p l i c a b l e  under 
the contract.

The H o u s e  therefore respectfully r e q u e s t s  that the 
Governor, b e f o r e  the state enters into any s i m i l a r  
contracts, r e v i e w  the statutes relating to s t a t e  r e g u l a­
tory a u t h o r i t y  over pipelines used to t r a n s p o r t  state 
r o y a l t y  oil a n d  gas, including the c o n s i d e r a t i o n  whether 
such lines s h o u l d  be designated as common carriers, a n d  to 
repo r t  his findings and recommendations to the Second 
S e s s i o n  of the T e n t h  A l a s k a  L e g i s l a t u r e . w i t h i n  thirty 
days of convening.

In a d d i t i o n  to this, there is a q u e s t i o n  a s  to 
w h e t h e r  all the consumers w h o  will be r e c e i v i n g  benefits 
of the r o y a l t y  gas w i l l  fairly share in the costs. 
Therefore, the A l a s k a  Public Utilities C o m m i s s i o n  is 
r e s p e c t f u l l y  r e q u e s t e d  to review its 1975 d e c i s i o n  relatinj 
to f l o w - t h r o u g h  costs of royalty gas.

Finally, a l t h o u g h  an argument for a p p r o v a l  of the 
c o n tract is c e r t a i n l y  to increase the r e s e r v e s  available 
to b o t h  the Ke n a i  Peninsula and Anchorage, it appears that 
either c o n s t r u c t i o n  of a n e w  line or an e x c h a n g e  agreement 
with Uni o n  M a r a t h o n  is n e c e s s a r y  to make the reserves 
usable. Therefore, the Alaska Public U t i l i t i e s  Commission 
is r e s p e c t f u l l y  r e q uested to revi e w  its 1971 exemption 
Erom r e g u l a t i o n  of the Kenai-Nikiski gas pipeline.

Rep. Sam Cotton, C h a i r m a n
Hot se  R u le s  C o rn p tL tto e ^ - .

h e p .  u r i o n Itjp. P a r r



S E N A T E  J O U R N A L

F E N A T E  F I N A N C E  C O M M I T T E E  

L e t t e r  o f  I n t e n t  f o r  H C R  5 8

T h e  S e n a t e  F i n a n c e  C o m m i t t e e  i n  a p p r o v i n g  

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

I n l e t  f i e 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  t h r o u g h  H C R  

5 8 ,  d o e s  n o t  i n t e n d  t o  w a i v e ,  i n  a n y  w a y ,  j u r i s d i c ­

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

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

a n d  t h a t  a p p r o v a l  o f  H C R  5 8  n o t  b e  c o n s i d e r e d  a s

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

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

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

a p p l i c a b l e  u n d e r  t h e  c o n t r a c t .

T h e  C o m m i t t e e  t h e r e f o r e  r e s p e c t f u l l y  

r e q u e s t s  t h a t  t h e  G o v e r n o r ,  b e f o r e  t h e  s t a t e  e n t e r s

i n t o  a n y  s i m i l a r  c o n t r a c t s ,  r e v i e w  t h e  s t a t u t e s

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

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

g a s ,  i n c l u d i n g  t h e  c o n s i d e r a t i o n  w h e t h e r  s u c h  l i n e s  

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

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

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

t h i r t y  d a y s  o f  c o n v e n i n g .

I n  a d d i t i o n  t o  t h i s ,  t h e r e  i s  a  q u e s t i o n  

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

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

c o s t s .  T h e r e f o r e ,  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  i s  r e s p e c t f u l l y  r e q u e s t e d  t o  r e v i e w  i t s  

1 9 7 5  d e c i s i o n  r e l a t i n g  t o  f l o w - t h r o u g h  c o s t s  o f  

r o y a l t y  g a s .

F i n a l l y ,  a l t h o u g h  a n  a r g u m e n t  f o r  a p p r o v a l  

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

a v a i l a b l e  t o  b o t h  t h e  K e n a i  P e n i n s u l a  a n d  A n c h o r a g e ,  

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

o r  a n  e x c h a n g e  a g r e e m e n t  w i t h  U n i o n  M a r a t h o n  i s  

n e c o s s a - y  t . o  m a k e  t h e  r e s e r v e s  u s a b l e .  T h e r e f o r e ,  

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  i s  r e s p e c t f u l l y  

r e q u e s t e d  t o  r e v i e w  i t s  1 9 7 1  e x e m p t i o n  f r o m  r e g u l a t i o n  

o f  t h e  K e n a i - N i k i s k i  g a s  p i p e l i n e .

d -
J o h n  C .  S a c k e t t ,  C h a i r m a n  

S e n a t e  F i n a n c e  C o m m i t t e e

G c / o r  g o H .  H o h m u n

C h & n c y

J

C r o f t

II J  D . M e  l a n d

d
J o s e p h  L .  O r  s i n i

J o h n  B u t r o v i c h



S E N A T E  J O U R N A L

S E N A T E  F I N A N C E  C O M M I T T E E  

L e t t e r  o f  I n t e n t  f o r  H C R  5 8

T h e  S e n a t e  F i n a n c e  C o m m i t t e e  i n  a p p r o v i n g  

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

I n l e t  f i e 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  t h r o u g h  H C R  

5 8 ,  d o e s  n o t  i n t e n d  t o  w a i v e ,  i n  a n y  w a y ,  j u r i s d i c ­

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

P h i l l i p s  p i p e l i n e  c r  p i p e l i n e s  o f  a  s i m i l a r  n a t u r e ,  

a n d  t h a t  a p p r o v a l  o f  H C R  5 8  n o t  b e  c o n s i d e r e d  a s

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

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

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

a p p l i c a b l e  u n d e r  t h e  c o n t r a c t .

T h e  C o m m i t t e e  t h e r e f o r e  r e s p e c t f u l l y  

r e q u e s t s  t h a t  t h e  G o v e r n o r ,  b e f o r e  t h e  s t a t e  e n t e r s

i n t o  a n y  s i m i l a r  c o n t r a c t s ,  r e v i e w  t h e  s t a t u t e s

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

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

g a s ,  i n c l u d i n g  t h e  c o n s i d e r a t i o n  w h e t h e r  s u c h  l i n e s  

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

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

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

t h i r t y  d a y s  o f  c o n v e n i n g .

I n  a d d i t i o n  t o  t h i s ,  t h e r e  i s  a  q u e s t i o n  

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

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

c o s t s .  T h e r e f o r e ,  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  i s  r e s p e c t f u l l y  r e q u e s t e d  t o  r e v i e w  i t s  

1 9 7 5  d e c i s i o n  r e l a t i n g  t o  f l o w - t h r o u g h  c o s t s  o f  

r o y a l t y  g a s .

F i n a l l y ,  a l t h o u g h  a n  a r g u m e n t  f o r  a p p r o v a l  

o f  t h e  c o n t r a c t  . s  c e r t a i n l y  t o  i n c r e a s e  t h e  r e s e r v e s  

a v a i l a b l e  t o  b o t h  t h e  K e n a i  P e n i n s u l a  a n d  A n c h o r a g e ,  

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

o r  a n  e x c h a n g e  a g r e e m e n t  w i t h  U n i o n  M a r a t h o n  i s  

n e c e s s a r y  t o  m a k e  t h e  r e s e r v e s  u s a b l e .  T h e r e f o r e ,  

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  i s  r e s p e c t f u l l y  

r e q u e s t e d  t o  r a v i e w  i z s  1 9 7 1  e x e m p t i o n  f r o m  r e g u l a t i o n  

o f  t h e  K e n a i - N i k i s k i  g a s  p i p e l i n e .

J o h n  C .  S a c k e t t ,  C h a i r m a n  

S e n a t e  F i n a n c e  C o m m i t t e e

G e o r g e  H .  H o h m a n  J o s e p h  L .  O r s i n i

C h a n c y  C r o f t  J o h n  B u t r o v i c h

II. D. M e  l a n d
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I n t r o d u c e d : A/ 2 2 / 7  7
R e f e r r e d : R e sou rce s and
F in a n c e

BY THE RULES COMMITTEE BY 
IN THE HOUSE REQUEST OF THE GOVERNOR

HOUSE CONCURRENT RESOLUTION NO. 58 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION

Approving the disposal to Alaska 

Pipeline Company of royalty gas 

taken in-kind

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

WHEREAS, under AS 38.06.055(a), each house of the legislature must 

approve by concurrent resolution all sales of state-owned royalty natural 

gas before the sale may be consummated; and

WHEREAS the State of Alaska has the right under AS 38.05.180 and its 

oil and gas leases to receive royalty natural gas either in-kind or in­

value from fields in the Cook Inlet area; and

WHEREAS the commissioner of natural resources has entered into a 

contract for the sale1 of state-ovmed royalty natural gas from the North

Cook Inlet Field to Alaska Pipeline Company; and

WHEREAS the Alaska Royalty Oil & Gas Development Advisory Board 

approved the contract for the sale of royalty natural gas from the North 

Cook Inlet Field to Alaska Pipeline Company; and

WHEREAS the legislature has reviewed this contract and conducted 

hearings and otherwise received public input on this cor tract; and

WHEREAS the legislature finds this contract to be in the public 

interest of Alaska and its people, and further finds that this contract is

in compliance with all requirements of Law;

BE IT RESOLVED by the Alaska State Legislature that the "Gas Pu chase 

Contract" dated April 11, 1977, with the Alaska Pipeline Company and the 

commissioner of natural resources for the sale and purchase of royalty 

natural gas from the North Cook Inlet Field is hereby approved. 

j, -1- HCR 58



H O U S E  J O U R N A L

RULES COMMITTEE 

LETTER OF INTENT

The House of Representatives in ap p r o v i n g  the sale 
of state r o y a l t y  gas from the North Cook In l e t  field to 
A las k a  P i p e l i n e  Company through H C R  58, does n o t  intend 
to waive, in any way, jurisdiction or r e g u l a t o r y  authority 
of the state over Phillips pipeline or p i p e l i n e s  of a 
similar nature, and that approval of H C R  58 n o t  be con­
sidered as a pr e c e d e n t  for any.royalty oil or gas sales.
The Ho u s e  is c o n cerned b y  the lack of r e g u l a t o r y  review 
of the tariff charges w h i c h  w o u l d  be a p p l i c a b l e  under 
the contract.

The H o u s e  therefore respec t f u l l y  r e q u e s t s  that the 
Governor, b e f o r e  the state enters into any similar 
contracts, r e v i e w  the statutes relating to state r e g u l a­
tory a u t h o r i t y  over pipelines used to t r a n s p o r t  state 
r o y a l t y  oil a n d  gas, including the c o n s i d e r a t i o n  whether 
s u c h  lines s h o u l d  be designated as common carriers, and to 
report his findings and recommendations to the Second 
Session of the Te n t h  A l a s k a  Legislature .within thirty 
days of convening.

In a d d i t i o n  to this, there is a q u e s t i o n  as to 
w h e t h e r  all the consumers w h o  will be r e c e i v i n g  benefits 
of the r o y a l t y  gas w i l l  fairly share in the costs. 
Therefore, the Alaska Public Utilities C o m m i s s i o n  is 
r e s p e c t f u l l y  r e q u e s t e d  to reviex-/ its 1975 decis i o n  relating 
to f l o w - t h r o u g h  costs of royalty gas.

Finally, altho u g h  an argument for a p p r o v a l  of the 
contract is c e r tainly to increase the r e s e r v e s  available 
to b o t h  the Ke n a i  Peninsula and A n c h o r a g e , it appears that 
either c o n s t r u c t i o n  of a n e w  line or an e x c h r a g e  agreement 
w i t h  U n i o n  M a r a t h o n  is n e c e s s a r y  to make the reserves 
usable. Therefore, the Ala s k a  Public U t i l i t i e s  Commission 
is r e s p e c t f u l l y  requested to r e v i e w  its 1971 exemption 
from r e g u l a t i o n  of the K c nai-Nikiski gas pipeline.

Rep. Sam Cotton, Chairman 
House Rules Committee,

Rep. liuchholdt, V i c e  C h m n  Rep. H i l l e r  /  ) \

S O  t /  .
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Tha H o n o ra b le  Hugh M a lon a  
S p e a k e r  o f  t h e  H ouse 
A la s k a  S t a t e  L e g i s l a t u r e  
J u n e a u , A la s k a  9 9 3 1 1
D e a r H r .  S p e a k e r :
U n d e r a u t h o r i t y  o f  a r t .  i l l ,  s e c .  18  o f  t h e  A la s k a  
C o n s t i t u t i o n ,  and  i n  a c c o rd a n c e  w ith  AS 2 4 . 3 0 . 0 6 0 ( b )  
and  t h e  U n i fo rm  R u le s  o f  t h e  A la s k a  S t a t e  L e g i s l a t u r e ,
I  am t r a n s m i t t i n g  a  r e s o l u t i o n  g i v i n g  l e g i s l a t i v e  
a p p r o v a l t o  a  s a l e  o f  r o y a l t y  n a t u r a l  g a s  f r o m  th e  
N o r th  C ook  I n l e t  F i e l d  t o  A la s k a  P i p e l i n e  Com pany . A‘3 
3 3 . 0 6 . 0 5 5 ( a )  p r o v id e s  t h a t  no  s a l e  o f  s t a t e - o w n e d  
r o y a l t y  o i l  m ay be  made u n le s s  a p p ro v e d  b y  c o n c u r r e n t  
r e s o l u t i o n  o f  t h e  l e g i s l a t u r e .
The A la s k a  R o y a l t y  O i l  an d  Gas D e v e lo p m en t A d v is o r y  
B o a rd  re v ie w e d  t h e  c o n t r a c t  and  g r a n te d  i t s  a p p r o v a l on  
A p r i l  6 ,  1 9 7 7 .  The B o a rd ’ 3  d e c la r a t i o n s  a n d  f i n d in g s  
a r e  in c lu d e d  i n  th e  m a t e r i a l  s u b m it te d  t o  e a c h  l e g i s ­
l a t o r  t o d a y .  I  w o u ld  b e  p le a s e d  t o  a s s i s t  y ou  w ith  an y  
a d d i t i o n a l  I n f o rm a t i o n  w h ich  y o u  r e q u e s t .
L a s t  y e a r  t h e  S t a t e  o f  A la s k a  and  th e  A la s k a  P i p e l i n e  
Company e n t e r e d  i n t o  a  c o n t r a c t  f o r  th e  s a l e  o f  th e  
same r o y a l t y  g a 3  t o  A la s k a  P i p e l i n e  Com pany. T lia t  
c o n t r a c t  was a p p ro v e d  b y  th e  l e g i s l a t u r e  l a s t  s e s s i o n .  
H ow eve r, c e r t a i n  d i f f i c u l t i e s  w ith  vo lum e  f l e x i b i l i t y  
and  a r r a n g in g  f o r  th e  t r a n s p o r t a t i o n  o f  t h e  g a s  f ro m  
th o  o f f s h o r e  p la t f o r m  t o  3 h o re  p re v e n te d  A la s k a  P ip e ­
l i n e  Company f r o m  r e c e i v i n g  th e  g a s  u n d e r t h a t  c o n ­
t r a c t .  The c u r r e n t  a g re em en t h a s  b een  e x e c u te d  t o  
s o lv e  t h e s e  p ro b le m s  and a l l o w  r o y a l t y  g as t o  b e  
d e l i v e r e d  t o  A la s k a  P i p e l i n e  Company.
Tho p ro b le m s  w i t h  th e  p r e v io u s  a g re em en t w e r e ;

1 .  A la s k a  P i p e l i n e  Company was u n a b le  t o
u s e  a l l  o f  t h e  r o y a l t y  g a s  a t  a l l  t im e 3  
(a s  r e q u i r e d  i n  th e  c o n t r a c t )  d u e  t o  
l a c k  o f  an  a d e q u a te  m a rk e t*  and y e t ,  b e c au se  
o f  l i m i t a t i o n s  a l s o  in c lu d e d  i n  t h e  c o n t r a c t ,  
i s  u n a b le  t o  s e l l  t h e  e x c e s s  o a s  b a c k  t o  
P h i l l i p s  P e t r o le u m  Company fo ; r  e x p o r t  from  
th e  S t a t e .



T H I S  D O C U M E N T  

H A S  B E E N  R E P H O T O G R A P H E D  

T O  A S S U R E  L E G I B I L I T Y



Tha H o n o ra b le  Hugh M a lon e  
S p e a k e r  o f  t h e  H ouse 
A la s k a  S t a t e  L e g i s l a t u r e  
J u n e a u , A la s k a  9 9 3 1 1
D e a r M r. S p e a k e r :
U n d e r a u t h o r i t y  o f  a r t .  I l l ,  s e c .  18  o f  t h e  A la s k a  
C o n s t i t u t i o n ,  an d  i n  a c c o rd a n c e  w i t h  AS 2 4 . 3 0 . 0 6 0 ( b )  
and  t h e  U n i fo rm  R u le s  o f  th e  A la s k a  S t a t e  L e g i s l a t u r e ,
I  am t r a n s m i t t i n g  a  r e s o l u t i o n  g i v i n g  l e g i s l a t i v e  
a p p r o v a l t o  a  s a l e  o f  r o y a l t y  n a t u r a l  g a s  f r o m  th e  
N o r th  C ook  I n l e t  F i e l d  t o  A la s k a  P i p e l i n e  Com pany. AS 
3 8 . 0 6 . 0 5 5 ( a )  p r o v id e s  t h a t  no  s a l e  o f  s t a t e - o w n e d  
r o y a l t y  o i l  may b e  made u n le s s  a p p ro v e d  by  c o n c u r r e n t  
r e s o l u t i o n  o f  t h e  l e g i s l a t u r e .
The A la s k a  R o y a l t y  O i l  and  Gas D e ve lo pm en t A d v is o r y  
B o a rd  re v ie w e d  th a  c o n t r a c t  and  g r a n te d  i t s  a p p r o v a l on  
A p r i l  6 ,  1 9 7 7 .  The B o a r d ' s  d e c la r a t i o n s  a n d  f i n d i n g s  
c\re in c lu d e d  i n  th e  m a t e r i a l  s u b m it te d  t o  e a c h  l e g i s ­
l a t o r  t o d a y .  I  w ou ld  be  p le a s e d  t o  a s s i s t  y o u  w ith  any  
a d d i t i o n a l  i n f o rm a t i o n  w h ich  y o u  r e q u e s t .
L a s t  y e a r  t h e  S t a t e  o f  A la s k a  and  th e  A la s k a  P i p e l i n e  
Company e n t e r e d  i n t o  a  c o n t r a c t  f o r  th e  s a l e  o f  th e  
some r o y a l t y  g a s  t o  A la s k a  P i p e l i n e  Com pany. T h a t  
c o n t r a c t  was a p p ro v e d  b y  th e  l e g i s l a t u r e  l a s t  s e s s i o n .  
H ow eve r, c e r t a i n  d i f f i c u l t i e s  w ith  vo lum e  f l e x i b i l i t y  
and  a r r a n g in g  f o r  th e  t r a n s p o r t a t i o n  o f  t h e  g a s  fro m  
t h e  o f f s h o r e  p la t f o r m  t o  s h o r e  p re v e n te d  A la s k a  P ip e ­
l i n e  Company f r o m  r e c e i v i n g  th a  g a s  u n d e r t h a t  c o n ­
t r a c t .  Tha c u r r e n t  a g re em en t h a s  b een  e x e c u te d  t o  
s o lv e  th e s e  p ro b le m s  and  a l l o w  r o y a l t y  q a s  t o  b o  
d e l i v e r e d  t o  A la s k a  P i p e l i n e  Company.
Tho p ro b le m s  w i t h  th e  p r e v io u s  a g re em en t w e r e :

1 .  A la s k a  P i p e l i n e  Company was u n a b le  t o
u s e  a l l  o f  t h e  r o y a l t y  g a s  a t  a l l  t im e 3  
( a s  r e q u i r e d  i n  th e  c o n t r a c t )  d u e  t o  
l a c k  o f  an  a d e q u a te  m a rk e t ;  and y e t ,  b e c au se  
o f  l i m i t a t i o n s  a l s o  in c lu d e d  i n  t h e  c o n t r a c t ,  
i s  u n a b le  t o  s e l l  t h o  e x c e s s  g a s  b a c k  t o  
P h i l l i p s  P e t r o le u m  Company f o r  e x p o r t  f ro m  
th e  S t a t e .



2. A la s k a  P i p e l i n e  Company wa3 u n a b le  t o
e n t e r  i n t o  an a g re em en t w ith  P h i l l i p s  P e t r o ­
leum  Company f o r  t r a n s p o r t i n g  o f  th a  g a s  t o  
s h o r e  fro m  th e  p r o d u c t io n  p la t f o rm  due t o  
u n d e r s t a n d a b le  r e lu c t a n c e  o f  P h i l l i p s  t o  
e x p o s e  th e m s e lv e s  t o  th e  j u r i s d i c t i o n  o f  th e  
P u b l i c  U t i l i t i e s  C om m iss ion  o r  th e  P i p e l i n e  
C om m iss io n . The new ag re em en t I  am s u b m it t in g  
t o  th e  l e g i s l a t u r e  to d a y  rem e d ie s  th e s e  
p ro b le m s .

T h is  new ag re em en t w ith  A la s k a  P i p e l i n e  n e c e s s i t a t e d  
t h a t  t h e  S t a t e  i t s e l f  a l s o  e n t e r  i n t o  an  ag re em en t w ith  
P h i l l i p s  P e t r o le u m  Company f o r  d e l i v e r y  o f  th e  r o y a l t y  
g a s  f r o m  t h e  p la t f o rm  t o  s h o r e .  T h is  ag re em en t r e ­
q u i r e s  t h a t  t h e  S t a t e  p ay  th e  c o s t  o f  g a t h e r in g  and 
c o m p re s s in g  th e  r o y a l t y  g a s  t o  t h e  p o i n t  o f  d e l i v e r y ?  
h ow e v e r , A la s k a  P i p e l i n e  Company i n  t u r n  a g re e s  t o  p a y  
t h e s e  c o s t s  t o  P h i l l i p s  f o r  th e  a c c o u n t  o f  th e  S t a t e .
The R o y a l t y  B o a rd  h a s  n e i t h e r  r e s p o n s i b i l i t y  n o r  a u t h o r ­
i t y  t o  ju d g e  th e  a p p r o p r ia t e n e s s  o f  t h e  l e v e l  o f  t h e s e  
c h a rg e s ,  and  h a s  n o t  done s o .
P h i l l i p s  P e t r o le u m  Company h a s  o p e r a t i o n a l  p ro b le m s  
a f f e c t i n g  t h e i r  a b i l i t y  t o  d e l i v e r  g u a ra n te e d  v o lu m e s  
o f  r o y a l t y  g a s  t o  s h o r e ,  a s  d o e s  A la s k a  P i p e l i n e  
Company a f f e c t i n g  t h e i r  a b i l i t y  t o  m a rk e t th e  g a s  
a v a i l a b l e .  T h ese  c om p an ie s , t o g e t h e r  w ith  th e  S t a t e ,  
h av e  a g re e d  t o  u s e  t h e i r  " b e s t  r e a s o n a b le  e f f o r t s "  t o  
accom m odate th e  n ee d s  o f  o n e  a n o t h e r  t o  p ro d u c e  and 
m a rk e t  r o y a l t y  g a s .
The c o n t r a c t  be tw een  th e  S t a t e  and P h i l l i p s  d o e s  n o t  
s t r i c t l y  r e q u i r e  l e g i s l a t i v e  a p p r o v a l s in c e  i t  d o e s  n o t  
i n v o lv e  a  s a l e  o f  r o y a l t y  g a s . N e v e r t h e le s s ,  I  h a v e  
in c lu d e d  i t  i n  th e  m a t e r i a l s  s u b m it te d  t o  th e  l e g i s ­
l a t u r e  b e c a u se  i t  i 3  an  i n t e g r a l  p a r t  o f  th e  s a le  o f  
r o y a l t y  g a s  t o  A la s k a  P i p e l i n e  Company.
I  b e l i e v e  y o u r  c a r e f u l  r e v ie w  o f  t h e  e n c lo s e d  m a t e r i a l s  
w i l l  r e v e a l  many q u e s t io n s  r e g a r d in g  t h i s  a p p ro a c h  t o  
r e s o l v i n g  t h e  many p ro b lm e s  a s s o c i a t e d  w ith  th e  a c ­
q u i r i n g  and  d e l i v e r y  o f  t h i s  r o y a l t y  g a s . H ow eve r, I  
a l s o  b e l i e v e  t h a t  th e s e  a g re em en ts  a r e  th e  b e s t  p o s s i b le  
s o lu t i o n  a t  t h i s  t i r a o , a r e  in  th o  b e s t  i n t e r e s t  o f  
th o  S t a t e ,  and  a r e  im p o r t a n t  t o  t h e  lo n g - t e rm  i n t e r e s t  
o f  A n ch o ra g e  u t i l i t y  c u s to m e rs .
Thank y ou  f o r  y o u r  c o n s i d e r a t i o n .

S i n c e r e ly ,

J a y  S . Hammond 
G o v e rn o r


