


Association of Vil lage Council Presidents  
Dunam K i t l u t s i s t i  
Box 26?
Bethel, Alaska 99559 
December 23, 197'J

Senator  Kay Poland 
Pouch 7
Juneau, Alaska 93311 
Dear Senator Poland,

tie have f i n a l l y  received a copy of the  work d r a f t  copy of B i l l  proposed fo r  coas ta l  
zone management fo r  th e  1973 l e g i s l a t u r e .  Representative Anderson asked t h a t  our comments 
be nace knovm t o  t h s  committee p r io r  t o  January 5* The Association of Vil lage Council 
P res iden ts  w i l l  not meet u n t i l  January 19th in  Bethel,  and a t  t h a t  time, the  AVCP w i l l  
decide on i t s  pos i t ion  concemingthe establishment of REAA zones as  Coastal Resource 
D i s t r i c t s ,  and th e  mechanism proposed fo r  e lec t io n  of d i s t r i c t  r e p re se n ta t iv e s .

However, we are  ab le  t o  addres^at  t h i s  time several  p a r t s  of the  b i l l  t h a t  have 
been discussed with in  the  region.  The proposed l e g i s l a t i o n  i s  considerably  b e t t e r  then 
th e  ad m in is t ra t io n ' s  o r ig in a l  d r a f t .  The c rea t ion  of po l icy  making Coastal Resource 
D i s t r i c t s  i s  appropria te  with the  Governor's themes of d e -c e n t r a l i z in g  government where 
l o c a l  areas  are  capable of self-management, and i n  l i n e  with r u r a l  Alaska 's  opposi t ion to  
a s ing le  sta te-wide board managing the  S t a t e ' s  va s t  co as ta l  zone. In t h a t  th e  unorganized 
borough w i l l  comprise the  major port ion of lands included in  the  c o as ta l  zone, vie would 
recommend t h a t  the  Alaska Coastal Policy Council be expanded to  include 3 add i t iona l  
public  members from th e  unincorporated communities or boroughs in  th e  S ta te .  An 
expansion in  r u ra l  r ep re sen ta t io n  i s  th e  best  way to  guarantee adequate ana lys is  of 
t h e  coas ta l  management p lans submitted from d i s t r i c t s  or from D3RA by the  Council.
As cu r re n t ly  proposed, the re  would be very l i t t l e  exper t ise  among members of the  Council 
t o  judge r u r a l  land p ra c t ic e s  or current  or proposed uses.

A second major change would involve the  sp e c i f ic  language of subsis tence u t i l i z ­
a t io n .  Rural Alaskans were rec en t ly  informed by the  Commissioner of Economic Development

- ■ ----

t h a t  sur  way of l i f e  i s  an embarrassment  fo r  econometrics. The r u r a l  subsis tence
l i f e s t y l e  i s  d i f f i c u l t  to  value in cash terms or in  market terms, and has been ju s t
ignored.  Vie do not b e l ieve  t h a t  i t  i s  being ignored so t h a t  subs is tence  w i l l  go away,
cut th a t  i t  i s  too d i f f i c u l t  t o  manage from a s ta te-wide  mechanism of government. Vie 

%
th e re fo re  propose t h a t  in  Sec. h i . 35.020 and again in  Sec. h i . 35-200, t h a t  subsis tence 
u t i l i z a t i o n  be considered as a use of the  coas ta l  zone. Each a l t e r n a t e  word employed 
by the  d r a f t e r s  of the  b i l l  imply subsis tence,  but only by c l e a r l y  s t a t i n g  the  word,
a.ai by descr ib ing  the  a c t i v i t y  can the  subject  be properly covered.

The th i rd  major change we would recommend concerns d i s t r i c t s  managing t h e i r  own 
nrarrams. In Sections A6.35.0A0(2) end I U i - h 7.0I>5» n- s ta te-wide  tec h n ica l  advisory system 
i s  r.-erased, with s t a f f  members from the DURA. being assigned d i f f e r e n t  d i s t r i c t s .  In 
l i r .e  : i th  the  rev is ions  t h a t  guarantee loca l  pol icy  making, provis ions  should he made 
for  the  Coastal Resource D is t r i c t  to  man'go i t s  own funds, and h i re  i t s  own s t a f f .
7:.ft h i l l  c o r rec t ly  de f ines  -a pol icy ,  -and a mechnism to  assur*^ I ^ s l  input,  but expects 
a iwr s t a t e  bureaucracy to  nrooarly handle the  input o f / a ld e r  n a t ives  ariJ the  p o l i t i co



Alaska Policy  Coastal  Council should have the  au thor i ty  to  pass-through Federal approp­
r i a t i o n s  t o  th e  D i s t r i c t s  to  develop t h e i r  own technica l  and f in a n c ia l  programs, and 
a id  in  th e  growth of lo ca l  a b i l i t y  to  develop policy  and manpower.

The problem of timing the lease  sa les  brings on th e  four th  major problem. Delays 
ir. l e a s in g  may take  us well  past the  30 month maximum proposed by the  b i l l  i n  regard 
to  des ignat ion  of  D i s t r i c t s  within  th e  REAA mechanism. In our own region, th e  Navarin 
Basin i s  a fu tu re  p o s s i b i l i t y  fo r  OCS leas ing ,  yet in  the  establishment of D i s t r i c t s  
th e  S ta te  may not want to  c rea te  a D i s t r i c t  and thereby spread both f inances and man­
power as a hedge against  fu tu re  development while t ry in g  t o  f i t  w i th in  th e  e l e c t i o n  ‘ 
and designat ion  mechanism of  th e  Act. In Sections 46.35-050, and again in  46.35-HO(c) 
Eoocific t ime t a b l e s  are created t h a t  may be u n r e a l i s t i c .  The formation of a D is r ic t  
w i th in  th e  Lower Kuskokwim REAA t o  handle proposed a c t iv  i t e s  brought on' by t h e  fu tu re  
Kaverin Rasin lea se  sa le  should be based on th e  expecta tion of a committment t o  l e a s e  
by the  S e c re ta ry  of the  I n t e r i o r .

In  un re la ted  to p ic s ,  i t  would be important t o  include the  subject  of t iming of 
development: in tens iv e ,  moderate, or slow; as a condition of Sec. 45-35-030 with 
i n t e r e s t  given t o  th e  seasonal nature  of a c t i v i t i e s ,  p a r t i c u l a r l y  the  timing of a c t i v i t i e  
t o  conform to  lo c a l  environmental and b io lo g ic a l  condit ions.  Section 46.35-170(b) 
speaks of time l i m i t s  es tab l ished  in  t h i s  sect ion(page 19, l i n e  14-15) 7et  t h e r e  i s  
no mention of a time l im i t  in  the  sec t ion .  Section 46.35-130(d) does not mention th e  
dura t ion  o f  th e  Council. I f  the  D is t r i c t  i s  t o  s tay  in exis tence a f t e r  approval of 
i t s  plan by th e  Council, t h i s  should be e x p l i c i t l y  s ta ted ,  and our region approves o f  
th e  con t inua t ion  of th e  D i s t r i c t s .  Wc would a lso  l i k e  t o  request t h a t  some review 
mechanism be made ava i lab le  to  the  D i s t r i c t s  once organized to  review the  Council 's  

au th o r i ty  under Sec. 46.35-040.
V.fe hope t h a t  a rep re sen ta t iv e  from our region w i l l  be in Juneau a f t e r  AVCP meets 

ir. mid-January t o  inform you of our r eg io n 's  dec is ion  on th e  mechanism of des ignat ion  
and e le c t io n .

Sincerely yours,
j t, \ « -< / r c r  

David Friday, Chairman 
Hunan K i t l u t s i s t i

c e :Representat ive Mels Anderson 
Representat ive  P h i l l in  Guy 
Representat ive  William Akers 
Senator  George Hohman 
Senator  John Sacketl  
Governor Jay Hammond



J I A . Hipiim i iJP
F.R £ Box 5491
Juneau, AY 93392 
J a n u a r y  3, 1?77

S e n a t o r  h ? y  P o l a n d  
c/o L e g i s l a t i v e  A f f a i r s  A g e n c y  
S t a t e  of A l a s k a  
Juneau, A K  23392

D e a r  S e n a t o r  Poland:

I h a v e  r e v i e w e d  t h e  Draft of tbs "Act P e l a t i n g  to the 
M a n a g e m e n t  of the Coasted R e s o u r c e s  of the State" that i 
to he p r e s e n t e d  to the t e n t h  L e g i s l a t u r e .  This a p pears 
be a f i n e  A c t  a n d  should do m u c h  to p r e v e n t  the l o s s  of 
p u b l i c  v a l u e s  a n d  the d e g r a d a t i o n  of c o a s t a l  c o mmu nities 
that h a s  b l i g h t e d  so m u c h  of the coast "outside". I do 
h a v e  two s u g g e s t i o n s :

1. T h e  C o u n c i l  a p p e a r s  to be too n a r r o w  w i t h  only 
s e l e c t e d  l o c a l  o f f i c i a l s  or the G o v e r n o r ' s  
c a b i n e t  p e r m i t t e d .  1 w o u l d  suggest that the 
C o u n c i l  s h o u l d  c o n t a i n  three, at l a r & e, v o t i n g  
m e m b e r s  a p p o i n t e d  by t h e  G o v e r n o r  so that the 
S t a t e  c a n  h a v e  the b e n e f i t  of some of the v a s t  
k n o w l e d g e  o f  i n d u s t r y  people, U n i v e r s i t y  people, 
c o a s t a l  r e s i d e n t s  or o t h e r s  who m i g h t  .sve 
e x p e r t i z e  in coastal p l a n n i n g  m a t t e r s .

2. P u b l i c  h e a r i n g s  should be r e q u i r e d  by any entity 
s u b m i t t i n g  D i s t r i c t  C o a s t a l  M a n a g e m e n t  Plans. These 
h e a r i n g s  s h o u l d  be recorded, t r a n s c r i b e d  a n d  all 
q u e s t i o n s  r a i s e d  at these h e a r i n g s  should be a n s w e r­
ed a n d  all o p i n i o n s  ar.d p r o p o s a l s  s h o u l d  be 
d i s c u s s e d  ar.i their v a l i d i t y  ascert a i n e d .  The 
‘nearing, r e c o r d s  and e v a l u a t i o n  s h o u l d  a c c o m p a n y  , 
a ny P l a n  s u b m i t t e d  to the Council. In this way 
t h e  C o u n c i l  and the c i t i z e n s  o f  the futu re will 
h a v e  a r e c o r d  of b o t h  m a j o r i t y  rnd m i n o r i t y  
o p i n i o n s  withir. t'.e c o m m u n i t y  and the Lerrir;fe 
r e c o r d s  c a n  serve as a v r l u a t l :• _ our ce of i n f o r m a­
ti o n  in the y e a r s  a h e a d  as the v a l u e  of tr.e 
p r o g r a m  is a s s e s s e d  and m o d i f i e d .  The p r o v i s i o n  
s h o u l d  b e  in t'.e Act as loc al ordinance:, often 
h a v e  no s u c h  requirement:;.

A l l  h e a r i n g s  of the C o u n c i l  s h o u l d  l i k e v i s e  be 
r e c o r d e d ,  t r a n s c r i b e d , e v a l u a t e d  and m ? d e  available 
a s  a p p r o p r i a t e .

Tk/ur': y o u  v e r y  m u c h  for the consider' tion of these proposals,

Y o u r s  truly,

Jam es  G. .kin.•o

in



Hr. Robert LeRescbe 
Director, Department of Policy 

Development & Planning 
State of Alaska 
Pouch AD '
Juneau, Alaska 9S811

"» : 'K

Dear Bobr • i
• ... "•. . - ■ . . •; 

■: At the req u es t'o f  Glenn Akins, the- Office of Coastal Zorve Management has reviewed
- the d ra f t b i l l  on coastal management fo r Alaska, prepared by the Interim Co&-

roittee established  by HCR 123.

lie have evaluated th is  b ill in l ig h t o f  the standards established by the Coastal 
Zone Management Act of 1972, as aiaended, and of the experienre provided by 
other ex is tin g  s ta te  coastal management program.

Our prelim inary assessment of th is  b il l  is  that i t  will establish  the foundation 
. for a coastal management program which is  unique to Alaska. While the manage­
ment program should meet many of the requirements of the Federal Coastal Zone
ttanagfifnent Act, there are a number of areas outlined below where further pro­
visions and c la rifica tio n s , appear to be needed. Our assessment assumes a demon­
s tra tio n  in  the completed management program that Alaska's existing land and 
water use con tro ls w ill be adequate to  carry out the sta te  role envisioned by 
th is  b i l l ,  and th a t the standards, guidelines and procedures to be adopted pur­
suant to  the f in a l leg isla tion  w ill be suffic ien t to meet the nininxun standards 
imposed by-Congress in passing the Coastal Zone Hanage*uent Act. We are anxious 
to work with your-staff. and the HCR 123.:Ccscwittee as’ needed. to insure th a t th is 
very Innovative approach to coastal management, which is sensitively  designed 
to  meet the needs of Alaska, can also fu lly  meet the requirements of the Coastal 

. . Zone Hanageoient Act and implementing regulations.

As a f i r s t  s tep  In -th is  process, which we hope will continue over the next few 
months w hile the  b i l l  is  being fu rth er revised and considered, we o ffe r the 
following ccBrnents and raise certain  questions about the d raft b i l l .  F irs t, 
there are  th ree  general issues which we would like to raise for your consideration, 
which could have*a major effect on the timing and acceptability of the Alaska 
coastal management program in terms o f the approval under Section 306 of the 
federal Act. <v- • , , *

1. I/hat in terim  con trols would t he s ta te  use lo implement the Alaska coastal 
management program prior to completion and approval oT d is t r ic t  coastarm anagement 
programs? P rio r  to granting approval of n management program subm?tted~6y a 
coastaT s t a t e ,  the Secretary of Commerce must find, among other th ings, that the 
s ta te  has the authority  necessary to implement the program, including the authority 
required under Section 306(d).



If the s ta te  1s to seek approval of i ts  management program prior to completion 
of the d is t r ic t  coastal nanagenent programs, the legislation should establish 
the authority  and the mechanise for the sta te  to c a r r y  ru t the management program 
a t the time the program is  approved. This authority should insure th a t the 
objectives, policies and guidelines established in the nar,ag&-«nt program will 
guide land and water use decisions by sta te agencies, local governments, and 
other Federal and regional agencies, while the d is tr ic t  coastal programs are 
being prepared.

In other s ta te s  with existing coastal management programs, the objectives and 
policies established in s ta te  leg islation  and rules and regulations are con­
tro llin g  a v. the time the program is approved. An appeals mechanism through an 
adm inistrative body (such as the proposed Alaska Coastal Policy Council) and/or 
the courts can insure th a t land and water use decisions will be carried out in 
accordance with the management program.

2. What agency of the s ta te  will be designated to administer grants fo r 
implementing the program? The b ili in i t s  current form establishes responsibi­
l i t ie s  fo r  several s ta te  agencies for approving and implementing a coastal 
nanaganent program. The Alaska Coastal Policy Council appears to have overall 
responsib ility  for carrying out the management program. This Council is> rep i^y^  
sentative of several s ta te  agencies and local o ffic ia ls . The s ta ff  Office of 
Coastal Zone Itenaganenfc within the Division of Policy Development and Planning 
ray be u tilized  as s ta f f  to the Council. The Department of Community and 
'Regional Affairs (CRA) has major responsibilities for assisting coastal resource 
d is t r ic ts ,  conducting a program of research and training and technical 
assistance , and for preparing coastal resource d is tr ic t management programs 1r» 
certain  situa tions. The b ill does not make 1t clear which of those s ta te  
e n titie s  would have the lead agency responsibility under Section 306(c)(5) of 
the Federal Act. This b ill cculd clarify  the fiscal and programmatic responsi- 
b i l i i t i e s  of the lead agency for purposes outlined in the Coastal Z o n e  Management 
Act and KOAA regulations. , ■ ' ' •

3* What form wi l l  the standards and guidelines have, and what legal function 
wil l  be served? Section 46.35.040 provides f o r  the adoption by regulation * 
of guidelines and standards covering major elements of the Alaska coastal 
management program. I t  is not clear from the language of th is section whether 
these are procedural guidelines or standards for ‘ identifying," >;."dat<?rraining," 
"developing," "describing," and "designating," the policies of the management 
program, or whether these are to be substantive guidelines and standards of 
the program establishing the boundaries, uses, and other policies guiding 
land and water use decisions.

4

I t  is  not clear whether sta te  and local agencies in resource d is tr ic ts  would 
be bound by substantive land and water use standards and guidelines a t  the 
time these regulations are adopted, or only whether a process of developing the 
substantive policies would be in place. Section 46.3b.0/D suggests th a t i t  
5s the Intent of the b ill for these guidelines and standards to provide the 
substantive basis for decisions. If  the sta te  is to seek 3C5 approval prior 
to completion of the d is tr ic t  coastal management programs, these standards and 
guidelines should establish the substantive land and water use policies of the 
raanagsment program and should be enforceable a t the tire  of approval. This 
might be accomplished by omission of the f ir s t  words of subsection (A) through 
(6). These guidelines and standards should be specific enough for the lead 
agency to determine (1) the compliance of d is t r ic t  coastal resource programs,



(2) the compliance of major development a c tiv itie s  or projects in the interim, 
or those not covered by the approved program, and (3) the consistency of 
Federal programs and policies affecting the s ta te 's  coastal area.

The following comments are offered on the specific sections of the 
b i l l :  -

44.19.391(b): •

Several other pieces c f leg islation  sim ilar to HCR 123 have expanded th is  
section to  include time constraints for actually making the appointments ( i .e .
"governor shall appoin*- w ith in  months a f te r  enactment", or "by dune _,1977").
I t  appears th a t there js no actual date which would o ffic ia lly  s ta r t  the
Council's performance of th e ir  duties.

44.19.8921

I t  is not c lear why (4) lim its the powers of the Council to  take any reasonable
action to carry out the provisions of Sections 891-854 only, rather than the
en tire  b i l l ,  especially Chapter 351',.

44,19.893: '

To be in conformity with the Federal Coastal Zone Management Act, as stated  in 
th is section , the Council should also have the duty for administrative review 
of compliance with the guidelines and standards and the objectives of the program 
by s ta te  and local agencies anti d is t r ic ts ,  provided under subparagraph (1).
This assiar.es tha t the Alaska coastal management program will rely , in large p art, 
upon the techniques for control of.land and water uses specified in Section 
305(e)(1)(a) of the Federal Act..,.;/ r ■ . , , y  •

! ’ . . . .  * ' i
The Council might also have the duty to establish continuing coordination among 
the local units of government or coastal resource d is tric ts  to fa c i l i ta te  
irrplementotion of the Alaska coastal management program, as paragraph (2) 
provides among s ta te  agencies. ’ • -

• •» "• * ■ -rrfij i* *»
The way Item (3) is worded can perhaps be misunderstood. I t  sounds like the 
sta te  will do al l the supplying of data and infoncation to the locals. While 
th is may be appropriate for seme of the t.jorgani zed boroughs or v illages, some 
of the larger c itie s  may be capable of generating their own data on a scale 
appropriate to th e ir  needs. The current local program development grant 
preliminary guidelines require inventories and analyses work to be performed 
by the locals. This line might read, "to help them carry out th e ir planning and 
manag&T'ent functions" or "to provide technical and financial assistance to 
coastal resource d is tr ic ts  . . '• (

. v  • f

44.19.894:

This section should be more specific regarding the duties and responsib ilities 
of the s ta ff  to the Council. The administrative s ta ff  o ' i  the Council should 
have (sore than a coordination function as implied in the t i t l e ,  "Coordinator,* 
and should be capable of handling the fiscal and programmatic responsifciHties 
and executive functions as the lead s ta ff  agency. If the Council or DPDP is to be 
the lead agency designated by the Governor, perhaps a t i t l e  of "Director" or



’’fenager" would be more appropriate. The tern "ray u tilize" implies tha t the 
Council is  not bound to u til iz e  the s ta ff  agency for its  lead administrative 
support. As indicated e a r l ie r , the duties and responsibilities of the lead 
s ta ff  agency should be c la rified .

46.35.010(c):

Ire suggest tha t the Council should maintain the flex ib ility  to review and 
>* evaluate the Alaska coastal rcanagen>ent program, whenever appropriate , ra th e r 

than re s tr ic tin g  th is  to  an annual review and reyision. He also sugcest that 
the e lig ib le  purposes for reyiew and reyision established by section (c)l-4  
be broadened to allow general purpose revisions a t the discretion of the 
s ta te , which a t  a minimum, would allow for revisions in response to federal per- 

!• foraence evaluations under Section 312 of the Federal Act and for revisions in 
response to  amendments to the Federal Act and implementing regulations.

46.35.030(7): 1 , \

The terra "special attention" should probably be defined under Sec. 46,35.200 
or in the guidelines and standards pursuant to Sec, 44.19.893(1).

46.35.040(1):’ •• <  :< '
. . .  . .7 . ,  . _ < . K ■ •• - j  ; .

As stated  above, the guidelines and standards deva^-ped ir. response to th is  
• section should be substantive as well as procedural. This would be assured by 

emitting the f i r s t  -.Tends of (A) through (G)‘. These standards and guidelines 
should also apply to  s ta te  agencies in addition to the coastal resource d is t r ic ts ,

• and should be adopted with the force of regulation by the tipe the s ta te  seeks 
approval o f th e ir  prograu under Section 3C6 of the Federal Act. I f  the s ta te  wishes 
to seek Federal approyal under Section 306 prior to the adoption of such regula- 
tions, the objectives of the program in Sec. 46.35,020 would need to be much 
nvre sp ec ific , and provide an adequate standard for interim 'land and water use 
controls before d is t r ic t  coastal resource programs are approved.

‘it jj- > . , ■ ■ ;

46.35.040(2): f '  ■ ' , V \ ' "  •;• ; f  • •

Subsection 5 should include as well reference to  Federal funding assistance 
programs which also are subject to the Federal consistency regulations of 
Section 307. We would recorm*r>d revising the sentence so i t  reads, .. . 
managing land, conduct.ng a c tiv i tie s , or providing Federal assistance , .

i' * t •
46.35.030: }\ >

I ■■ l « l  ■— — , V

J • • * ..
This section, provides for iinplefcentation of d is tr ic t coastal management progroro 
for 7.%‘'fco4*ta#! resource d is t r ic t  which does not exercise zoning, and fo r a 
municipality which has zoning and other controls. Are there units of local 
government with zoning or other controls other than municipalities which are not 
covered by e ith er (a) or (b) of th is  section? Would subsection (b) more 
appropriately begin, "A coastal resource d is tr ic t  which has and exercises 
zoning or other controls » „ . i f  th is  is the case, to Insure implementation 
of a ll d is t r ic t  coastal resource programs?



You may want to look a t the use of the tern "mediation of deficiencies.*1’ This 
implies th a t there may be a compromise of s ta te  guidelines and standards especially 
af te r  the Council has found the program not approyable. Perhaps something like 
"the Council will advise and consult with the d is tr ic t  on program inadequacies 
prior to going to the step outlined in (c)“ would be another way of approaching it*

45.35.050(b): '* I

45.35;D90: §

This section seeas to. require compliance with the. management program by coastal 
resource d is tr ic ts  and sta te  agencies only a fte r completion and approval of 
d is t r ic t  coastal resource programs. Unless th is  section a lso ’requires interim 
compliance by s ta te  agencies and coastal resource d is tr ic ts  and other unorganized 
units of government, n il  of the d is t r ic t  coastal resource progress would; need
to be completed p rio r to approval of the s ta te  program under Section 3D6; of =;...
the Federal Act., ' n ' •? |

•i • " 1 ' " : -̂.v. • * * ■ f V.
I f  th is  section could be expanded to also provide for compliance and enforc^sent 
of the objectives of the chapter and the standards and guideliites promulgated 
under section 46.35.040, 1n placft ~ ) f coastal management programs until such 
programs are approved,.the s ta te  could qualify for 305 funding much e a rlie r .
This enhanced funding could be used by coastal resource d is tr ic ts  completing 
th e ir  proqrams. : >

■’ :• ■ %  ' :

Let ree bring to your attention two statw>ents made in the California Coastal 
Act of 1975 which deal with compliance and conflic t resolution:

"The leg isla tu re  further finds and recognizes that conflicts may 
occur between, one or more policies of the division. The legislature 
therefore declares that in carrying out the provisions of th is  d ivision, , 
such conflic t be resolved 1n a manner which on balance is  the most protective 
of sign ifican t coastal resources. In th is  context, the legislature 
declares tha t broader policies which, fo r example, serve to concentrate 
development in close proximity to urban and employment centers ray / • 
be more protective, overall, than specific w ildlife habitat and other;sim ilar 
resource po lic ies . v  v |  . \ " r

a i $•This gives clear recognition th a t policies ray be conflicting especially within
a given resource area, but that in the event of conflict, the decision to be
most protective of significant coastal resources should prevail. This, of course,
is ju s t  one type o f  p rio rity -setting  that can be used as a means to resolve
con flic t. The second statefnent says that “a ll s ta te  agencies shall carry out
the ir duties and responsib ilities in conformity with this decision-*' This means
that they Mist comply with the policies of the Act prior to local coastal
program ce rtifica tio n .



~ s ~

45.35.150:
V. '

This section and section 45,35.160 seem to H a lt the ab ility  of the s ta te  to 
control land and water uses 1n unorganized d is tric ts  to situations where -roajor eco­
nomic developjcent activ ity  has or will occur. This does not appear to be con­
s is ten t with the Federal law and would seem to be contradictory to the 
objective of developing raanagef&ent programs in advance o f  such development ac ti­
v itie s  occurring. * T*

CCZH is  concerned with the lim itation on the definition 
development ac tiv ity" to CCS and other significant industrffrTarid' cowmerciaT 
development a c tiv itie s  only. How would the coastal program developed as a result 
of th is  b il l  control other uses which might have d irect and significant impacts 
on coastal waters of the s ta te , such as residential.and recreation development, or 
major public works such as highways, u t i l i t ie s  and other civic and educational 
fa c i l i t ie s ?  CouM "major economic development activity" be changed to ‘major 
development a : t iv i ty M to include all. uses with a direct and significant impact 
on coastal wavers?

- w  - #. a  ̂ •
4b .35 .lS 0u):

The subsection s ta tes  that the Council maŷ  di rect the Department of Community 
and Regional Affairs to prepare a d is t r ic t  coastal «;janagement program. The 
b ill o r  the management program prepared for submission for Federal approval 
should describe the circumstances under which the Council might not d irec t CfcA 
to prepare such a program, and what alternative courses of action might be 
taken by the Council to insure compliance with the management program.

46.35.170: £ ’ .

This section appears to provide a mechanism for local governments, v illage and c i t i ­
zen involvement in the development and approval of d is tr ic t coastal resource pro­
grams, while insuring compliance with the management program guidefines and 
c r i te r ia .  However, th is would require that the Coastal Policy Council have the 
final adm inistrative authority to dets.mine whether "new natters" submitted by a 
c ity  or v illage under (b) are "substantially consistent" or not. This provision 
should allow the Council to disapprove the "new matter" or require modification 
as needed, a f te r  considering the views of the coastal area board.

'V, .. V * V- ' • ' V ff V •

I f , however, a c ity  or village is able to block approval of the d is t r ic t  coastal 
resource program through th is pnoyision, th is  section could become a major 
obstacle to  Federal approval of Alaska's coastal management program.

46.35.150: V -  ’ .

We read th is  section to require s ta te  agencies to comply with the Alaska coastal 
managerent program within 6 months of approval, and assume i t  1s not meant to give 
6 months to establish  a process to put the requirement for operation a t some 
future date. The b ill  should also make clear i t s  intent t.o expand the basis of 
decision-making under existing statu tes to allow purposes, objectives, policies and 
standards of the Alaska coastal management program to be taken into account 
in decisions of other sta te  agencies.

39
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As i t  appears th a t the s ta te  agency enforcement of the Alaska coastal management 
progr-V 1s an integral and major part of th is b i l l ,  1t would be d if f ic u lt  to 
obtain 306 approval of the program prio r to cc*»letion of th is  5 month compliance 
by s ta te  agencies. However, th is  period roughly corresponds to the period 
necessary fo r Federal review of the management program and environmental irrp3ct 
sta t& « n t, so i t  might be possible to begin the review process prior to fu ll
sta te  ccmoliance. •

* : , • • * • • ‘

/•’ » V

What mechanism is  provided for aifeiini s tra t i  vs review of the s ta te 's  a c tiv itie s  
for enforcement of compliance with the sta te  program? The key provision of 
coastal leg isla tion  in o tte r s ta te s  is  an appeals mechanism and standing for 
affected p a rtie s , and units of government to appeal land and water use decisions 
to an adm inistrative agency and/or the courts.

•s ■ »)t
46.35,200: ' * f1 . ►

The defin ition  of the Alaska coastal management program would be desirable since 
several places in the b ill re fe r  to  compliance or consistency with th is  program. 
The defin itions o f the uses of national in terest is very important to  meeting 
the concerns of Federal agencies and the Federal Act's requirements. We 
recommend th a t you take a ciose look a t  th is  since i t  ray save you a lo t  of 
controversy. Our Section 305 regulations would suggest tha t there are other 
items tha t deserve mention ( i .e .  resource preservation of Federal lands such, 
as parks and ther recreation f a c i l i t ie s ,  h istoric s ite s , e tc . ,  and production 
of food and f  1 ber'isbch as fish erie s , agricultural or,forest lands). Therefore, 
you might want to expand the l i s t  or make i t  nonexclusive by saying "such as 
the use of resources ,  . and further refine i t  in the guidelines.

• • -r. •• • \  5  5 ?-,;
Finally , of some concern is the frequent use of the word "may’1 In connection 
with the exercise of authority by one or another entity and in rela tion  to  one or 
another subject matters. Thus, under Section 46.35.059(c), page 10, the Council 
"ray require” certain  actions in relation to a d is tr ic t  coastal management 
program. Under Section 46.35.090(b), page 12, the Council "may" order certain  
actions. Under Section 46.35.110, page 13, a regional educational attendance 
area "may be organized into a coastal resource service area." When used In 
these sections and others elsewhere in the b i l l ,  is "may" also meant to imply 
"nay not?" On the basis of i t s  plain meaning, the word clearly implies > 
d iscre tion , arqo clearly also implies may nut.

lie hope these comments will help in your revision of the proposed coastal b i l l .  
If  we can be of further assistance or i f  you h3ve any questions in th is regard, 
please ca ll me a t  202/634*4235,

H. Grant Dehart
Pacific Regional Coordinator
Office of Coastal Zone Hanageroent
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The h o n o r a b l e  Kay P o lan d  ^ / \
A la sk a  S t a t e  S e n a te  
C a p i t o l  B u i l d i n g  
J u n e a u ,  A la sk a  99011

Dear S e n a t o r  P o la n d :

We have  b een  t r a c k i n g  t h e  p r o g r e s s  o f  SB 227, t h e  b i l l  ' ./hose 
g o a l  i s  t o  e x p e d i t e  t h e  S t a t e ' s  p e r m i t  p r o c e s s  by p r o v i d i n g  
t h e  "one s t o p  sh o p p in g "  f o r  p e r m i t s  and t o  p r o v i d e  a p e r m i t  
i n f o r m a t i o n  sy s te m .  As one  o f  t h e  b i l l ' s  o r i g i n a l  s p o n s o r s ,
I  know t h a t  you s h a r e  my commitment t o  make c e r t a i n  t h a t  t h e  
b i l l  i s  im plem ented  s u c c e s s f u l l y .

As you know, HCS CSSB 227 m an da te s  t h e  D epar tm ent  o f  E n v i r o n ­
m e n ta l  C o n s e r v a t i o n  t o  be  t h e  " l e a d "  agency  f o r  c o o r d i n a t i o n  
o f  a p p l i c a t i o n s  f o r  S t a t e  p e r m i t s .  However, a p p a r e n t l y  due 
t o  an o v e r s i g h t  t h e  b i l l  was n o t  r e f e r r e d  t o  t h e  F in a n c e  
Committee  o f  e i t h e r  h o u s e ,  and a s  a r e s u l t  I am in fo rm ed  t h a t  
t h e  f u n d i n g  o f  t h e  f i s c a l  n o t e  needed  t o  implement  t h e  b i l l  
may n o t  be  p r o v i d e d .  I f  no fu n d s  a r e  a p p r o p r i a t e d ,  t h i s  means 
t h a t  t h e  D epar tm en t  v / i l l  be  u n a b l e  t o  im plement  t h e  b i l l  w i t h i n  
t h e  t im e  fram e e s t a b l i s h e d  i n  i t .  We would be  r e q u i r e d  t o  
d e l a y  im p l e m e n ta t io n  u n t i l  f i s c a l  y e a r  1979, and th e n  o n ly  i f  
t h e  b u d g e t  p r o c e s s  r e s u l t s  i n  f u n d i n g  f o r  t h a t  f i s c a l  y e a r .

As you can  s e e ,  t h e  D epar tm en t  f a c e s  a s e r i o u s  di lemma. To 
im plem ent  KCS CSSB 227 we w i l l  need  fu n d in g  from t h e  L e g i s l a t u r e .  
The D epar tm en t  com pl ied  f u l l y  w i t h  t h e  L e g i s l a t u r e ' s  a d m i n i s ­
t r a t i v e  p r o c e d u r e s  by s u p p l y i n g  f i s c a l  n o t e s  t o  t h e  a p p r o p r i a t e  
c o m m i t t e e s .  T h e r e f o r e ,  I hope t h a t  you v / i l l  be a b l e  t o  o b t a i n  
f u n d i n g ,  p e r h a p s  by e n s u r i n g  t h a t  t h e  C o n fe re n c e  Committee on 
t h e  Budget  a p p r o p r i a t e s  moneys t o  implement  t h i s  b i l l .

I f  you have  any q u e s t i o n s  on t h i s  m a t t e r ,  p l e a s e  do n o t  
h e s i t a t e  t o  c o n t a c t  me.

Commissioner

E n c l o s u r e :  F i s c a l  Note
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SB 2 2 7 ,  t h e  p r o p o s e d  " E n v i r o n m e n t a l  C o o r d i n a t i o n  P r o c e d u r e s  
A c t "  (ECPA) i s  d e s i g n e d  l a r g e l y  a r o u n d  a  b i l l  p a s s e d  by  t h e  
V7ash ing ton  S t a t e  L e g i s l a t u r e  i n  1 9 7 3 .  The b i l l  i s  d e s i g n e d  t o  
f a c i l i t a t e  c o m m u n i c a t i o n s  b e tw e e n  t h e  p u b l i c ,  i n c l u d i n g  
a p p l i c a n t s  f o r  p e r m i t s ,  a n d ~ s t a t e  a g e n c i e s  whTch~~Ifave j u r i s ­
d i c t i o n  o v e r  v a r i o u s  p e r m i t s .  The b i l l  e s t a b l i s h e s  a~prT ycedure , .  
o p t i o n a l  w i t h  “t h e  a p p l i c a n t ,  by w h ic h  a l l  p e r m i t s  n e c e s s a r y  
f o r  a  p a r t i c u l a r  p r o j e c t  may b e  a p p l i e d  f o r ,  and  p r o c e s s e d ,  a s  
a  s i n g l e  u n i t .  A s i n g l e ,  j o i n t  p u b l i c  h e a r i n g  on  e l l  p e r m i t s  
i s  p r o v i d e d  f o r ,  a s  w e l l  a s  a  s i n g l e  p u b l i c  n o t i c e  p r o c e d u r e .

As e n v i s i o n e d ,  t h e  b i l l  h a s  t h e  f o l l o w i n g  o b j e c t i v e s :

1 .  To p r o v i d e  a  r e g u l a r l y ,  a c c e s s i b l e  l o c a l  o f f i c e  w h e re  
i n f o r m a t i o n  on  t h e  r e q u i r e m e n t s  f o r  f e d e r a l ,  S t a t e ,  a n d  l o c a l  
p e r m i t s  may b e  a c q u i r e d .  T h e s e ,  t h e  s o - c a l l e d  " P e r m i t  R e q u i r e ­
m e n t s  I n f o r m a t i o n  C e n t e r s , "  a r e  t o  b e  e s t a b l i s h e d  i n  t h e  O f f i c e  
o f  t h e  C o m m is s io n e r  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  a n d  e ac h  
r e g i o n a l  o f f i c e  o f  t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n .

2 .  To p r o v i d e  a  s i n g l e  m a s t e r  a p p l i c a t i o n  f o r m ,  w h ich  
i s  s u b m i t t e d  t o  t h e  D e p a r t m e n t ,  a nd  c i r c u l a t e d  by i t  d i r e c t l y  
t o  o t h e r  S t a t e  a g e n c i e s .  The o t h e r  a g e n c i e s  m u s t  d e c l a r e ,  
w i t h i n  1 5 ' d a y s ,  w h e t h e r  t h e y  r e q u i r e  p e r m i t s  o f  t h e  a p p l i c a n t  
a n d ,  i f  s o ,  w h i c h  p e r m i t s .  A g e n c i e s  w h ic h  do n o t  s o  d e c l a r e  
may n o t  s u b s e q u e n t l y  r e q u i r e  a  p e r m i t  o f  t h e  a p p l i c a n t  f o r  
t h a t  p r o j e c t .

3 .  To p r o v i d e  f o r  a n  e x p e d i t e d  p r o c e s s  by w h ic h  a l l  
p e r m i t  a p p l i c a t i o n s ,  a s  i d e n t i f i e d  by  S t a t e  a g e n c i e s ,  a r e  
t r a n s m i t t e d  by t h e  D e p a r t m e n t  t o  t h e  a p p l i c a n t ,  a r e  r e t u r n e d  
by  h im  t o  t h e  D e p a r t m e n t ,  w h ic h  s u b s e q u e n t l y  c o o r d i n a t e s  t h e  
p e r m i t  p r o c e s s e s  o f  o t h e r  a g e n c i e s .  T h u s ,  t h e  c o n t a c t s  b e tw e e n  
a n  i n d i v i d u a l  a n d  a  p o t e n t i a l l y  l a r g e  number o f  S t a t e  a g e n c i e s  
c a n  b e  l i m i t e d  t o  a  s i n g l e  c o n t a c t  w i t h  o n e  a g e n c y .  I n  t h e

e v e n t  o f  p r o b l e m s  w i t h  a p a r t i c u l a r  p r o j e c t ,  c o m m u n i c a t i o n s  
b e t w e e n  a l l  a g e n c i e s  a n d  t h e  a p p l i c a n t  a r e  f a c i l i t a t e d ,  b u t  i f  
no  s u c h  p r o b l e m s  a r i s e ,  t h e  a p p l i c a n t  c o n t a c t s  o n l y  t h e  D e p a r t ­
m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n .

4 .  ECPA w o u ld  h e l p  c o o r d i n a t e  t h e  d e c i s i o n - m a k i n g  p r o c e s s  
f o r  a l l  S t a t e  a g e n c i e s ,  t h r o u g h  a m a n d a te d  i n f o r m a t i o n  f l o w ,
b u t  i t  w o u ld  n o t  rem o v e  o r  a l t e r  a n  i n d i v i d u a l  a g e n c y ' s  d e c i s i o n ­
m a k in g  a u t h o r i t y .

5 .  I f  a  p u b l i c  h e a r i n g  i s  f o u n d  t o  be  r e q u i r e d  a f t e r  
p o l l i n g  a l l  a f f e c t e d  a g e n c i e s ,  ECPA would  r e q u i r e  a s i n g l e  
p u b l i c  h e a r i n g  a t  w h i c h  a l l  t h e  v a r i o u s  v i e w s  o f  t h e  a g e n c i e s ,  
t h e  a p p l i c a n t ,  a n d  t h e  p u b l i c  c a n  b e  h e a r d .

6 .  The  ECPA p r o c e s s  w o u ld  e l i m i n a t e  g u e s s w o r k  a n d  undue  
d e l a y s  i n  p e r m i t  p r o c e s s i n g ;  a  f i r m  t i m e  s e q u e n c e  i s  e s t a b ­
l i s h e d  by  l a w ,  t h i s  s e q u e n c e  c a n  b e  e x t e n d e d  o n l y  f o r  o v e r ­
r i d i n g  c o n s i d e r a t i o n s .

7 .  The  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  would  
b e  t h e  a d m i n i s t r a t o r  o f  che  p r o g r a m ,  c o o r d i n a t i n g  t h e  e f f o r t s  
o f  t h e  v a r i o u s  S t a t e  a g e n c i e s .  ECPA w ou ld  n o t  g i v e  DEC any 
new j u r i s d i c t i o n  o r  new po w er  o v e r  o t h e r  S t a t e  a g e n c i e s .  ECPA 
s p e c i f i c a l l y  r e t a i n s  t h e  e x i s t i n g  a u t h o r i t i e s  o f  S t a t e  a g e n c i e s ,

8 .  ECPA w o u ld  p r o v i d e  f o r  p r o o f  o f  c o n f o r m a n c e  w i t h  
l o c a l  g o v e r n m e n t  r e q u i r e m e n t s  b e f o r e  S t a t e  p e r m i t s  a r e  i s s u e d .
I n  a  r e a l  s e n s e ,  l o c a l  g o v e r n m e n t s  w o u ld  t h e n  h a v e  a " v e t o "  o r
c e r t i f i c a t i o n  po w er  o v e r  a  p r o j e c t  t h r o u g h  d e n i a l  o f  c e r t i f i c a -

   :  ---------------------------
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I t  s h o u l d  b e  u n d e r s t o o d  t h a t  t h e  ECPA p r o c e s s  d o e s  n o t ,  n e c e s ­
s a r i l y , ,  e x p e d i t e  t h e  p e r m i t  p r o c e s s .  An a p p l i c a n t  c a n  c h o o s e  
t o  h a n d l e  e a c h  r e q u i r e d  p e r m i t  on  a n  i n d i v i d u a l  b a s i s ,  a l t h o u gh  
t h i s  c o u l d  p o t e n t i a l l y  b e  m ore  t ime c o n s u m i n g . H o s t  p e r m i t s  
f o r  s m a l l  p r o j e c t s  a r e  h a n d l e d  r o u t i n e l y  by S t a t e  a g e n c i e s ,  
many s i m p l e  o n e s  i n  a  m a t t e r  o f  d a y s  o r  h o u r s .  The ECPA p r o ­
c e s s ,  i n  t h a t  i t  h a s  a  minimum t im e  r e q u i r e m e n t  o f  150 o r  so  
d a y s  b e t w e e n  m a s t e r  a p p l i c a t i o n  f i l i n g  and  p e r m i t  i s s u a n c e ,  
w o u ld  n o t  be  c h o s e n  by  a  p r o j e c t  s p o n s o r  w h ic h  h a d  o n l y  a  f ew ,  
s i m p l e  p e r m i t s  n e e d e d .

More c o m p le x  p r o j e c t s ,  s u c h  a s  o ? 1 r e f i n e r i e s ,  power  p l a n t s ,
, e t c . ,  w o u ld  b e  r e q u i r e d  t o  h a v e  a  much l a r g e r  

num ber  o f  p e r m i t s ,  some o f  w h i c h ,  b e c a u s e  o f  l e g a l  r e q u i r e m e n t s
o r  b u i l t - i n  d e l a y  f a c t o r s ,  may t a k e  180 d a y s  o r  more f o r  p r o ­
c e s s i n g .  F o r  e x a m p le ,  t h e  d i s c h a r g e  p e r m i t  i s s u e d  by t h e  
E n v i r o n m e n t a l  P r o t e c t i o n  Agency u n d e r  t h e  N a t i o n a l  P o l l u t a n t  
D i s c h a r g e  E l i m i n a t i o n  Sys tem  r e q u i r e s  t h a t  p e r m i t s  be  a p p l i e d  
f o r  180 d a y s  p r i o r  t o  d i s c h a r g e .  S t a t e  r e q u i r e m e n t s  v a r y ;  many 
h a v e  m a n d a t o r y  3 0 -  o r  6 0 - d a y  w a i t i n g  p e r i o d s ,  a l t h o u g h  e x t e n ­
s i o n s  f o r  c a u s e  a r e  a l l o w e d .  Many S t a t e  p e r m i t  p r o c e s s e s  do 
n o t  m a n d a t e  t i m e  s c h e d u l e s ,  a n d  " p o t e n t i a l l y  t h e  a p p l i c a n t  c o u l d  
s u f f e r  und u e  d e l a y s  w i t h o u t  r e c o u r s e . By m a n d a t in g  a maximum 
t i m e  " s c h e d u l e  b y  w h ic h  a l l  p e r m i t s  m u s t  b e  p r o c e s s e d  a nd i s s u e d ,  
•ECPA w o u ld  a s s u r e  t h e  a p p l i c a n t  o f  a n  .a naM£i^!5Ijihxu-iLl£ime ~ 
c e r t a i n .  y *r**amA*pr

» . ivV-
-

h > «• , - < jt -»< ...i . *.̂ 4+ . * . /#* . •- •. .. ‘■y-K>x3i£&i

T he  ECPA p e r m i t  p r o c e s s  i s  by  no means w i t h o u t  c o s t  to  t h e 
“p u E i i c . C o s t s  p r e v i o u s l y  b o r n e  by t h e  a p p l i c a n t ,  and  h i s  c o n -  
^suTEarrtS^ r f “  -:rny, v/ou IcT b e  p a r t l y b o r n e  by t h e  S t a t e  i n  c o p y i n a  r*
p e r m i t  a p p ± ± g g r T o n s ,  ( T ^ ^ 3 V b u M o n f_ a n d _ c o o ^ T h a F i W j J o s F r r .   \ \ = >
Many STia'-EeTpermit a n d  a p p r o v a l  p r o g r a m s  a r e  c o n d u c t e d  ~ a t~no“  ~ V
c o s t  t o  t h e  a p p l i c a n t ,  a n d  t h o s e  t h a t  do n o t  a lw a y s  r e l a t e  
a c t u a l  c o s t s  o f  p e r m i t  p r o c e s s i n g  t o  t h e  f e e .  I n  a d d i t i o n ,  t h e  
e s t a b l i s h m e n t  o f  t h e  P e r m i t  R e q u i r e m e n t s  I n f o r m a t i o n  C e n t e r  
w o u ld  e n t a i l  c o s t s ,  b o t h  i n  manpower and m a t e r i a l .

j ____________________________________ ____________



Re: SB 227

A n  A c t  r e g u l a t i n g  the p r o c e d u r e  on a p p l i c a t i o n s  for p e r mits 
for the u s e  of the state's air, land, o r  w a t e r  resources, 
( c o n s t r u c t i o n  projects)

S u m m a r y :

E s t a b l i s h e s  a s i m p l i f i e d  p r o c e d u r e  and a degree o f  c e r t aint y 
for the p r o c e s s i n g  of p e r m i t  applications.

1. M a s t e r  a p p l i c a t i o n  is m a d e  to D e p a r t m e n t  of E n v i r o n m e n t a l  
C onservation. 46.30.030.

2. D  ^.C. c i r c u l a r i z e s  all o t h e r  state a g e ncies w h i c h  m u s t  
r e s p o n d  w i t h i n  15 days or lose their o p t i o n  to p a r t i c i­
p a t e  further. 4 6 . 3 0 . 0 3 0  (b) (c)

3. D.E.C. gath ers all a g e n c y  r e q u i r e m e n t s  and submits to 
a p p l i c a n t  for completion. 4 6 . 3 0 . 0 3 0  (e)

4. D.E.C. r e t u r n s  c o m p l e t e d  forms to agenc ies and w i t h i n  
30 days m a k e s  n o t i c e  of p u b l i c  hearing, u n less n o n e  of 
the a g e ncie s have r e q u e s t e d  a hearing. If n o  public 
h e a r i n g  is requested, p u b l i c  shall have 30 days to submit 
v i e w s  in writing. 4 6 . 3 0 . 0 3 0  (f) a n d  4 6 . 3 0 . 0 5 0  (a) (b)

5. If h e a r i n g  is r e q u i r e d  it shall be held not less than 20 
days, n o r  m o r e  than 30 days f o l l o w i n g  last p u b l i c a t i o n  of 
n o t i c e  of hearing. 4 6 . 3 0 . 0 5 0

6. Final d e c i s i o n s  from the state a g e ncies m u s t  be for warded 
to D.E.C. w i t h i n  60 days f o l l o w i n g  hearing. 4 6 . 3 0 . 0 7 0  (a)

7. If any a g e n c y  denies the p e r m i t  it must state its reasons 
a n d  also p r e s e n t  an a l t e r n a t e  m e a n s  for compl e t i o n  of the 
project. If the a g e n c y  b e l i e v e s  n o  a l t e r n a t e  m e a n s  is 
feasible, it m u s t  p r o v i d e  w r i t t e n  reasons for that c o n­
clusion. 4 6 . 3 0 . 0 7 0  (c)

8. A n y  p e r s o n  d e n i e d  a p e r m i t  by a state a g e n c y  m a y  appeal 
to the S u p e r i o r  Court. 4 6 . 3 0 . 0 9 0

.
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9. T h e  Bill is al so a repealer, in effect, b e c a u s e  the 
p r o c e d u r e s  d e s c r i b e d  are in lie u o f  a n y  r egulations  
e n a c t e d  b e f o r e  or a f t e r  the legislation. 46.30 . 1 1 0  (a)

10. A l l  local a n d  f e d e r a l  laws m u s t  be c o m plied w i t h  b e fore 
final p e r m i t  is issued. 4 6 . 3 0 . 1 3 0

11. E s t a b l i s h e s  p u b l i c  i n f o r m a t i o n  c e nter s in all regions.
4 6 . 3 0 . 1 6 0  •

12. E x c l u d e s  A T C  and APUC. 4 6 . 3 0 . 2 0 0  (4)

13. Do es n o t  include a p p l i c a t i o n s  to lease, purchase, or 
o t h e r w i s e  a c q u i r e  state land. However, if the p e r m i t  
a p p l i c a t i o n  is for c o n s t r u c t i o n  on land to be a c q u i r e d  
f r o m  the state, the Bill r e q u i r e s  that the state a g e n c y  
or  m u n i c i p a l i t y  p r o m p t l y  a b j u d i c a t e  the a p p l i c a t i o n  for 
the land or w a t e r  filed b y  the applicant. 46 .30.040

14. M a i n t a i n s  fee schedules. 4 6 . 3 0 . 1 2 0

15. S ee all definitions. 4 6 . 3 0 . 2 0 0  (1) - (8)

16. P a s s a g e  of Bill w o u l d  be a public service.
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• i . •Unwelcome Mat
SOMETHING HAPPENED

in California recently that 
deserves the  attention of 
thoughtful Alaskans. The Dow 
Chemical Co., a f te r  spending 
m ore than two years and mil­
lions of dollars attem pting to get 
c learance for construction of a 
petrochem ical complex on the 
Sacram ento River, folded its 
tent and pulled up stakes. The 
$500 million it had set aside for 
investm ent in California now will 
be allocated to projects in other 
states.

Those who don’t like corpo­
ra te  growth will cheer. The envi­
ronm entalists who scattered  
thorns in Dow’s path can hail 
their victory. But there  is much 
m ore to this than such a simple 
reaction. .

In a report In the Seattle 
Tim es on Feb. 17, staff reporter 
Paul Andrews, who is on leave 
a  tending Stanford University, 
w rote:

"In  m any ways, the Dow pro­
ject was just another industry- 
vs.-environm ent imbroglio. But 
there w as one difference: Dow 
didn’t fidget or bellyache or rrtut- 
te r idle threats, it just up and 
quit. And it refused to reconsider 
its decision.”

IT WAS a  decision of some 
m agnitude it' California, and one 
which has shocked m any people 
in the state.

"D uring Its short-lived exist­
ence,” wrote Mr. Andrews, " the  
Dow proposal was heralded as a 
m ajor shot in the arm  to Califor­
n ia’s job-hungry (9.1 per cent un­
em ploym ent) economy. The 
com plex, prom oted as the first . 
of its kind on the West Coast, 
was to cost $500 million, c reate  
1,000 construction jobs over a 
five-to-eight-year period and pro­
vide m ore than 1,000 perm anent 
joj)s with an annual payroll exce­
eding $15 million."

What happened? According to 
the Seattle Tim es report, Dow 
Chem ical spent $6 million to ob­
tain 2,700 ac res  of land on the 
north bank of the Sacram ento 
River, 40 miles southwest of the 
s ta te  capital, for a project de­
signed to cover 800 ac res of in­
dustrially zoned property. It then 
proceeded to spend 2'/2 years 
and $4.5 million trying to get 
c learance to proceed.

The trouble was that 65 per­
m its from 12 local, s ta te  and fed­
eral governm ental agencies

were required. After 30 months 
and $4/£ million, Dow had m a­
naged to obtain only four of the 
65 perm its.

At that point it threw  in the 
towel.

THE DAY BEFO RE the com ­
pany announced it w as pulling 
out, Gov. Je rry  Brown was in 
New York trying to convince fi­
nancial and business leaders that 
there  was no tru th  to a industrial 
plant-siting report which listed 
California as having one of the 
nation’s worst business clim ates.

Now California officials a re  
frantically trying to see if th-ire 
isn’t some way to reduce the im­
possible hurdle of existing p er­
m it requirem ents. And the 
governor is proposing the ex­
penditure of $52 million in tax 
money to crea te  about 5,000 
s ta te  jobs.

I t’s worth noting that a team  
of high-ranking Dow Chemical 
officials visited Alaska a year or 
so ago and got the cold shoulder 
from m em bers of the adm in­
istration of Gov. Jay  Hammond. 
The company was looking to 
Alaska at the tim e as a  possib le. 
site  for petrochem cial facilities 
using natural gas from the North 
Slope.

THE CHILLY REACTION in
Juneau surprised the Dow offi­
cials. They told a m eeting of An­
chorage businessmen about it 
the next day. And they said then 
that there w ere o ther places for 
them  to invest their com pany’s 
money, without wasting time 
and effort in a state  w here they 
w ere not welcome.

Now • California has been 
given the sam e m essage, in a 
much m ore dram atic  way. The 
com pany’s • interest in Alaska 
w as m erely prelim inary and ex­
ploratory. In California, the 
company did invest tim e and 
money in the apparent belief its 
project would be a welcome ad­
dition to the economy.

When it turned out otherw ise, 
a fte r a costly lesson, the com ­
pany went elsewhere. What has 
happened to the huge sum of 
money originally slated for capi­
tal development in the California 
project?

The Seattle Tim es reporter 
told it simply:

"The $500 million has been 
reallocated to projects in the 
Midwest and Canada." ----------- -
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FISCAL NOTE

I. REQUEST
Bill/Resolution No. SB 227 _____________________________________________

Procedure on applications for permits for r-tate air, land, water.T itle .__________________________ __
Requested bv Poland & Tillion Date

H. FISCAL DETAIL 
Agency Affected _ Envr.onmental Conservation

Program Category Affected_ NRM s. EC

Budget Request Unit(s) Affected_ Program Coordination

EXPENDITURES (Thousands o f  Dollars) Inflation at 6%
. /

.

FY 77 FY 78 FY 79 FY 80 FY 81 FY 82
100 . TI ‘-.R S Q N  AL_S lilvV LC E S ________ 1 ■ 6, v . . .. .6'L.230. 67.660 71.614
200 TRAVEL l.s, nor; V.> A ' - . ' 1.' 16.854 17.866 18.837

3.QQ CONTRACTUAL 21,500
x l '/ •■) 24,157 25.607 27.143

40Q_ COMMODITIES .. i . 1. 348 1 .428 1 .61 6cJoV, F.OUIPMF.NT • 4,000
600 LAND & STRUCTURES
700 GRANTS..CLAIMS. ETC.

|
TOTAL

 lQfl,_Q3Q 106,0.95___ 112,461 .19,209

FUNDING (Thousands o f  Dollars)

GENERAL FUND 98.425 LOO.090 106.095 112.461 119.209
FEDERAL FUNDS
OTHER (Specify)

POSITIONS 

FULL TIME 4 4 4 4 4

PART TIME
TEMPORARY

III. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)• \
See iittached

IV. DATE zz. PREPARED BY 
AGENCY 
PHONFOriginal: Legislative Finance 

cc: Budget and Management
Prime Sponsor (First Legislator Named)

3 3 - 0 0 !  ( R e \ . 10/76)



FISCAL ANALYSIS SB 2">7

The d i f f i c u l t y  in  p rep a r in g  a f i s c a l  a n a ly s i s  fo r  t h i s  b i l l  stems from 
i t ' s  o p t io n a l  n a tu r e .  We a re  not  sure  how o f te n  t h i s  procedure  w i l l  be 
u t i l i z e d  by the  p u b l i c .  Washinaton S t a t e  e s t a b l i s h e d  a s im i l a r  o p t io n a l  
system in  1973. By ]" ' o f  the  119 a p p l i c a t i o n s  r ece iv ed ,  10 were a c t iv e ,
25 p e rm its  had been isoued and 84 were withdrawn. B a s ic a l ly  t h e i r  system
i s  used in  de termin ing  the  va r ious  agency p o s i t i o n s  on a pe rm it  p r i o r  *'
t o  withdrawal.  Assuming s im i l a r  usage in  Alaska, say f o r  the  purposes of 
t h i s  a n a l y s i s ,  30 p e rm its  per  year  fo r  major p r o j e c t s ;  th e  t a sk s  requ i red  by 
t h i s  b i l l  and t h e i r  a s so c ia te d  c o s t s  a re :

1. Develop m aster  a p p l i c a t i o n  format,  p r i n t  and d i s t r i b u t e .

Object  Code Item Cost

300 development,  p r i n t i n g  and $2,000.00
d i s t r i b u t i o n

2. Local government c e r t i f i c a t i o n  of  p r o j e c t  p roposa ls  

F i s c a l  impact on lo c a l  governments only

3. Receive sc reen  and p rocess  master  a p p l i c a t i o n s

Costs can be absorbed in  F ie ld  O f f ice  and Permit Information Centers .

4. E s t a b l i s h  a t r a c k in g  mechanism. Once e s ta b l i s h e d ,  log and process
master a p p l i c a t i o n s  to  o th e r  agencies.

Object Code * Item Cost

100 Clerk IV $15,270

5. Process  agency responses  to  master  a p p l i c a t i o n s

Costs  inc luded  in #4 above.

6. Mail necessary  a p p l i c a t i o n s  to  a p p l i c a n t .  Send complete a p p l i c a t io n s  
to  o th e r  agencies .

Costs inc luded  in ft4 above.

7. V er i fy  land  and water ownership

Costs may in c rease  fo r  a p p l i c a n t  ou t  can probably be absorbed by 
the  Department.  The a p p l i c a n t  would be r eq u i red  to  submit the 
p roof  o f  ownership.

8. The Department must cause an adver t isem ent  to  be p laced  a t  the 
a p p l i c a n t s  expense in  the  l o c a l  papers ,  once a week fo r  th re e  weeks.

To avoid  c o s t s  here the a p p l i c a n t  wou]d be requ i red  to  show proof 
o f  p u b l i c a t i o n .  Therefore  S t a t e  c o s t s  can be absorbed in to  the 
p o s i t i o n  e s t a b l i s h e d  under i tem ft4 above.



9 . Public hearings must be held on controversial permits. Assuming 

half of the 30 permits per year require hearings at. a cost of 

$1,500.00 per hearing costs become $22,500.00

Object Code Item C ost

200 travel $15,000.00

300 hearing and transcription $7,500.00

10. Hearing information must be summarized and distributed.

Because this activityis already done to some extent, the cost to 

summarize the additional hearings can probably be absorbed by 

existing and new positions and associated costs discussed above.

11. Final decisions by other agencies must be received and processed 

through to the applicant as a final permit.

Costs included in #4, above.

12. Information Centers are required at each regional office and in 

the Commissioners Office in. Juneau. Assuming a contractual 

arrangement with a municipality where Regional Offices exist

to be just as expensive as establishing these centers "inhouse", 

the costs become.

Object Code Item Cost

100 Ad. Assistant I - Anchorage $18,465.00

100 Ad. Assistant I - Valdez $21,885.00

100 * Ad. Assistant I - Fairbanks $21,105.00

100 *Ad Assistant I - Juneau -0-

Total $41,455.00

* Costs for Juneau position can be absorbed in S4 above.

13. Contracts for Local Permit Information Centers may be initiated 

with outlying communities. Assuming no additional personnel 

would be hired, the costs should be minimal. Estimate 1,000/year 

support costs for perhaps a dozen centers

Object C^da Item  Cost

300 12 Local Information Centers $12,000.00

14. Miscellaneous support costs for each center and new position

Object Code Item Cost

400 Commodities $1,200.00

500 Equipment for new positions $4,000.00

m  ■ inrnm—r n  ....... *1.*T KT



Re: SB 227

An Act  r e g u l a t i n g  t h e  p r o c e d u r e  on a p p l i c a t i o n s  f o r  p e r m i t s  
f o r  t h e  u s e  o f  t h e  s t a t e ' s  a i r ,  l a n d ,  o r  w a t e r  r e s o u r c e s ,  
( c o n s t r u c t i o n  p r o j e c t s )

Summary:

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

1 .  M a s t e r  a p p l i c a t i o n  i s  made t o  D e p a r tm e n t  o f  E n v i r o n m e n ta l  
C o n s e r v a t i o n .  4 6 . 3 0 . 0 3 0 .

2 .  D .E .C .  c i r c u l a r i z e s  a l l  o t h e r  s t a t e  a g e n c i e s  w h ich  must  
r e s p o n d  w i t h i n  15 days  o r  l o s e  t h e i r  o p t i o n  t o  p a r t i c i ­
p a t e  f u r t h e r .  4 6 .3 0 . 0 3 0  (b)  (c )

3 .  D .E .C .  g a t h e r s  a l l  a g en c y  r e q u i r e m e n t s  and  s u b m i t s  t o  
a p p l i c a n t  f o r  c o m p l e t i o n .  4 6 . 3 0 . 0 3 0  (e)

4.  D .E .C .  r e t u r n s  c o m p le t e d  fo rm s t o  a g e n c i e s  and  w i t h i n  
30 d a y s  makes n o t i c e  o f  p u b l i c  h e a r i n g ,  u n l e s s  none  o f  
t h e  a g e n c i e s  have  r e q u e s t e d  a h e a r i n g .  I f  no p u b l i c  
h e a r i n g  i s  r e q u e s t e d ,  p u b l i c  s h a l l  have  30 d ay s  t o  subm i t  
v i e w s  i n  w r i t i n g .  4 6 . 3 0 . 0 3 0  ( f )  and  4 6 . 3 0 . 0 5 0  (a)  (b)

5 .  I f  h e a r i n g  i s  r e q u i r e d  i t  s h a l l  be h e l d  n o t  l e s s  t h a n  20 
d a y s ,  n o r  more t h a n  30 days  f o l l o w i n g  l a s t  p u b l i c a t i o n  o f  
n o t i c e  o f  h e a r i n g .  4 6 . 3 0 . 0 5 0

6 . F i n a l  d e c i s i o n s  f rom  t h e  s t a t e  a g e n c i e s  m ust  be fo rw a rd e d  
t o  D .E .C .  w i t h i n  60 day s  f o i l '  Lng h e a r i n g .  4 6 . 3 0 . 0 7 0  (a)

7. I f  any  a g e n c y  d e n i e s  t h e  perm c i t  must  s t a t e  i t s  r e a s o n s  
and a l s o  p r e s e n t  an a l t e r n a t e  means f o r  c o m p l e t i o n  o f  th e  
p r o j e c t .  I f  t h e  a g en c y  b e l i e v e s  no a l t e r n a t e  means i s  
f e a s i b l e ,  i t  m ust  p r o v i d e  w r i t t e n  r e a s o n s  f o r  t h a t  c o n ­
c l u s i o n .  4 6 .3 0 . 0 7 0  (c )

8. Any p e r s o n  d e n i e d  a p e r m i t  by  a  s t a t e  a g en c y  may a p p e a l  
t o  t h e  S u p e r i o r  C o u r t .  4 6 . 3 0 . 0 9 0
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S. The B i l l  i s  a l s o  a  r e p e a l e r ,  i n  e f f e c t ,  b e c a u s e  t h e  
p r o c e d u r e s  d e s c r i b e d  a r e  i n  l i e u  o f  any  r e g u l a t i o n s  
e n a c t e d  b e f o r e  o r  a f t e r  t h e  l e g i s l a t i o n .  4 6 . 3 0 .1 1 0  (a)

10.  A l l  l o c a l  and  f e d e r a l  law s  m u s t  b e  c o m p l i e d  w i t h  b e f o r e  
f i n a l  p e r m i t  i s  i s s u e d .  4 6 . 3 0 . 1 3 0

11. E s t a b l i s h e s  p u b l i c  i n f o r m a t i o n  c e n t e r s  i n  a l l  r e g i o n s .
4 6 . 3 0 . 1 6 0  •

12. E x c l u d e s  ATC and  APUC. 4 6 . 3 0 . 2 0 0  (4)

13. Does n o t  i n c l u d e  a p p l i c a t i o n s  t o  l e a s e ,  p u r c h a s e ,  o r  
o t h e r w i s e  a c q u i r e  s t a t e  l a n d .  However,  i f  t h e  p e r m i t  
a p p l i c a t i o n  i s  f o r  c o n s t r u c t i o n  on l a n d  t o  be a c q u i r e d  
f ro m  t h e  s t a t e ,  t h e  B i l l  r e q u i r e s  t h a t  t h e  s t a t e  a g en c y  
o r  m u n i c i p a l i t y  p r o m p t l y  a b j u d i c a t e  t h e  a p p l i c a t i o n  f o r  
t h e  l a n d  o r  w a t e r  f i l e d  by t h e  a p p l i c a n t .  4 6 . 3 0 . 0 4 0

14. M a i n t a i n s  f e e  s c h e d u l e s .  4 6 . 3 0 . 1 2 0

15. See  a l l  d e f i n i t i o n s .  4 6 . 3 0 . 2 0 0  (1) -  (8)

16.  P a s s a g e  o f  B i l l  would  be  a p u b l i c  s e r v i c e .

■



W ILLIAM  J . TOBIN 
A ssocia te  E d ito r 

A nd G eneral M an ag er

CLINTON T . ANDREW S JR . 
M anag ing  E d ito r

i \

Page A-4 Sunday, February  27, 1977

t i .  . 'Unwelcome Mat
SOMETHING HAPPENED

in California recently that 
deserves the attention of 
thoughtful Alaskans. The Dow 
Chemical Co., a f te r  spending 
m ore than two years and mil­
lions of dollars attem pting to get 
c learance for construction of a 
petrochem ical complex on the 
Sacram ento River, folded its 
tent and pulled up stakes. The 
$500 million it had se t aside for 
investm ent in California now will 
be allocated to projects in other 
states.

Those who don’t like corpo­
ra te  growth will cheer. The envi­
ronm entalists who scattered  
thorns in Dow’s path can hail 
their victory. But there is much 
m ore to this than such a simple 
reaction. .

In a report in the Seattle 
T im es on Feb. 17, staff reporter 
Paul Andrews, who is on leave 
attending Stanford University, 
wrote:

"In  many ways, the Dow pro­
ject was just another industry- 
vs.-environment imbroglio. But 
there was one difference: Dow 
didn’t fidget o r bellyache or rrtut- 
te r idle th reats, it just up and 
quit. And it refused to reconsider 
its decision.’’

IT WAS a decision of som e 
m agnitude in California, and one 
which has shocked m any people 
in the state.

“ During its  short-lived exist­
ence,” wrote Mr. Andrews, "the 
Dow proposal was heralded as a 
m ajo r shot in the a rm  to Califor­
nia’s job-hungry (9.1 per cent un­
em ploym ent) economy. The 
complex, prom oted as the first . 
of its kind on the West Coast, 
was to cost $500 million, c rea te
1,000 construction jobs over a 
five-to-eight-year period and pro­
vide m ore than 1,000 perm anent 
jojos with an annual payroll exce­
eding $15 million.”

What happened? According to 
the Seattle Tim es report, Dow 
Chemical spent $0 million to  ob­
tain 2,700 ac res  of land on the 
north bank of the Sacram ento 
River, 40 m iles southwest of the 
sta te  capital, for a project de­
signed to cover 800 acres of in­
dustrially zoned property. It then 
proceeded to spend 2>/2 years 
and $4.5 million trying to get 
c learance to proceed.

The trouble was that 65 per­
m its from 12 local, s ta te  and fed­
eral covem m ental agencies

w ere required. After 30 months 
and $4*/fc million, Dow had m a­
naged to obtain only four of the 
65 perm its.

At that point it th-^w  in the 
towel.

TH E DAY BEFO RE the com ­
pany announced it was pulling 
out, Gov. Je rry  Brown was in 
New York trying to convince fi­
nancial and business leaders that 
there was no tru th  to a industrial 
plant-siting report which listed 
California as having one of the 
nation 's worst business clim ates.

Now California officials are 
frantically trying to see if there 
isn’t som e way to reduce the im­
possible hurdle of existing per­
m it requirem ents. And the 
governor is proposing the ex­
penditure of $52 million in tax 
money to crea te  about 5,000 
sta te  jobs.

It’s worth noting that a team  
of high-ranking Dow Chemical 
officials visited Alaska a year or 
so ago and got the cold shoulder 
from m em bers of the adm in­
istration of Gov. Jay  Hammond. 
The com pany was looking to 
Alaska a t the tim e as a possib le. 
site  for petrochem cial facilities 
using natural gas from the North 
Slope.

TH E CHILLY REACTION in
Juneau surprised the Dow offi­
cials. They told a meeting of An­
chorage businessmen about it 
the next day. And they said then 
that there w ere other places for 
them  to invest their com pany’s 
money, without wasting time 
and effort in a s tate  where they 
w ere not welcome.

Now » California has been 
given the sam e message, in a 
much m ore dram atic way. The 
com pany’s ■ interest in Alaska 
was m erely prelim inary and ex­
ploratory. In California, the 
com pany did invest tim e and 
money in the apparent belief its 
project would be a welcome ad ­
dition to the economy.

When it turned out otherwise, 
a f te r  a  costly lesson, the com ­
pany went elsewhere. What has 
happened to the huge sum of 
money originally slated for capi­
tal development in the California 
project?

The Seattle Times reporter 
told it simply:

"T he $500 million has been 
reallocated to projects in the 
Midwest and Canada."
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COMMITTEE REPORT
SENATE * * F in a n c e

5 - / - ? Date

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

The Committee  o n _________ _____
o i l  & g as  p r p e r t i e s  p r o d u c t i o n  t a x

h as  had SB 238

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  t h e  members o f  t h e  Committee

/ ~ 7  recommends i t  do p a s s

o  recommends i t  do n o t  p a s s
• tv*

/ ~ 7  recommends i t  do p a s s  w i t h  a t t a c h e d  am endm ent(s)

/ ~ ~ 7  recommends i t  be r e p l a c e d  w i t h  CS f o r  .. • _ and t h a t

CS f o r  - .  do p a s s

/  /  ( an d )  recommends i t  be r e f e r r e d  to  t h e  _______________________________

co m m it tee

/ ~7 r e p o r t s  i t  back  w i t h o u t  recom m enda t ion  

C l  AND 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

f e z  ( o t h e r )  Z & c '  - ________ A _________ •• ■ __________

MEMBERS SIGNING THE MAJORITY REPORT:

4 -

/
/ >

M ' —

MEMBERS NOT CONCURRING IN THE MAJORITY REPORT:

____________________________ recommends:  ____________

____________________________ recom m ends : ____________

recom mends:

S 60

   . . ---

Chairman

I...............
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O f f e r e d  i n  t h e  SENATE: B y :

T o :  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ S E N A T E  B I L L  N o .  . m

H O U S E  B I L L  N o .  _ _ _ _

Pagf.:  2 Line: 27- 2Q

D e l e t e  e v e r y t h i n g  a f t e r  the w o r d  "equals'11, a n d  s u b s t i t u t e  
th e  f o l l o w i n g :

(l - [ P E L / T P ]) e x p  ([300 x WD]/PEL)

•

W h e r e :  P E L . * T h e  p r o d u c t i o n  r a t e  at the e c o n o m i c  limit;
   :•••

T P  * .Total p r o d u c t i o n  d u r i n g  the m o n t h  for w h i c h  
th e  t a x  is to be paid;

. . . /
W D  3 T h e  t o t a l  n u m b e r  of w e l l  days in the m o n t h  

f o r  w h i c h  t h e  t a x  is to be paid; a n d

W h e r e  "exp" i n d i c a t e s  that the e x p r e s s i o n  f o l l o w i n g  it is 
a n  e x p o n e n t . "

. -T-
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Of f e r e d  in the S E N A T E :

T o :  _ _ _ _ _ _ _ _ _ _ _ _ _

Pa g e : r_________

D e l e t e  the first s e n t e n c e

P a g e  3, Line 7:

D e l e t e  e v e r y t h i n g  a f t e r  the word "during", and substitute 
the f o l l o w i n g  m a t e rial:

"the m o n t h  for w h i c h  the tax is to be paid,"

B y :  _ _ _ _ _
S E N A T E  B I L L  N o .

H O U S E  B I L L  N o .  _ _ _ _ _ _ _

Line: jl=5.
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EFFECTIVE SEVERANCE TAX kATES IN PERCENT 
FOR PRESENT LAW HB 144/SB 103, HB 321, AND PROPOSED CHANGE, BY UNITS

FISCAL .EAR 1978

Field Units Present Law HB 144/SB 103 HB 321/SB 238 Proposed

Beaver Creek 8.3 5.6 10.2 5.2

Granite Point

280001 7.7 5.8 10.5 6.7
280002 7.5 5.1 9.3 4.3
280012 7.0 0 0 0
280022 8.0 6 3 10.9 5.5

McArthur River

520001 10.5 11.7 14.8 12.7
520002 9.0 7.5 13.3 7.5
520003 8.8 7.4 13.1 9.0

Middle Ground Shoal

524001 5.6 4.2 7.7 3.9
524002 6.0 5.3 8.7 5.0
524003 5.8 4.9 8.5 5.5
524013 5.6 4.4 8.2 4.8

Swanson River
• 772001 • • 10.4

772002 0

Trading Bay
800001 7.6
800002 7.2
800003 0
800004 8.5
800005 7.1

PRODUCTION WEIGHTED
COOK INLET COMPOSITE 8.9

PRUDHOE BAY 7.7

7.7 10.5 4.1
0 0

5.3 12.0 4.3
0 0 0
0 0 0

5.7 11.4 2.1
2.2 3.5 0

8.3 12.3 8.7

12.3 9.6* 10.3*

* Assuming an economic limit of 750 bbl/day

Prepared for Senator Poland by: 
Legislative Affairs Agency 
Research Division 
13 April 1977
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S ENATE R E S O U R C E S  COMMITTEE 

K A Y  P O L A N D  C H A IRMAN

-T UES D A Y '; A P R I L  13 R O O M  126, C A P I T O L  3:00 P.M.

D I S C U S S I O N  A N D  W O R K  S E S S I O N  ON C O M P OSITE COMMITTEE SUBST I T U T E  F O R  

SB 103 - O I L  &  GAS P R O P E R T I E S  P R O D U C T I O N  T A X

SB 238 - O I L  &  GAS P R O P E R T I E S  P R O D U C T I O N  T A X
«

l

SB 306 - C ABINS W I T H I N  STATE PARKS & GAME REFUGES 

H B  195 - D R I L L I N G  OF DEEP WELLS

H J R  15 - O F F S H O R E  AREAS, G E O L O G I C A L  &  GEOGRA P H I C A L  DATA
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THE FOLLOWING PAGES WERE TREATED AS 

A UNIT IN THE ORIGINAL FILE.



RICHARD KILGORE - Okay,  I  would  t h e n  l i k e  t o  t u r n  t o  t h e  

s e v e r a n c e  t a x .  As I  s a i d  i n  iny g e n e r a l  r e m a r k s ,  i f  y o u ' r e  

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

t h a t  w e ' r e  go i n g  t o  c o n s i d e r  seem t o  i n  g e n e r a l  f o l l o w  ou r  

g u i d e l i n e s ,  and lias t o  do w i t h  more t h e  s p e c i f i c s  o f  how 

e ach  one o f  them works .  W e ' l l  s t a r t  w i t h  HB 144,  SB 103.

T h i s  b i l l  does  s e v e r a l  t h i n g s .  One i s  i t  moves t o  l e a s e  

a v e r a g i n g  r a t h e r  t h a n  w e l l s  i n  t h e  c a l c u l a t i o n ,  and we t h i n k  

t h a t  makes an awf u l  l o t  o f  s ense ,  f rom t h e  a d m i n i s t r a t i v e  

s t a n d p o i n t ,  and p r o b a b l y  s h o u l d  be  done oven i f  you d o n ' t  

r a i s e  t h e  s e v e r a n c e  t a x ,  p r o b a b l y  even  amending y o u r  p r e s e n t  

s e v e r a n c e  t a x  would do t h a t ,  and would make s e n s e .  Page  1, 

Line  11 o f  t he  b i l l  m ; p s  t h e  p o i n t  o f  t a x  f rom t h e  w e l l h e a d  

t o  a new p o i n t  o f  p r o d u c t i o n  which  i s  l a t e r  d e f i n e d .

SENATOR lUJBER - How i s  t h i s  d e f i n e d ?

RICHARD KILGORE - I t ' s  d e f i n e d  back  on Page 4 ,  l i n e  9,  g r o s s  

v a l u e  a t  t he  p o i n t  o f  p r o d u c t i o n  means f o r  o i l ,  t he  v a lu e  o f  

t he  o i l  at t h e  p o i n t  where  it. i s  m e t e r e d  o r  measu re d  i n  a 

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

o r  p r o p e r t y  from wh ich  i t  i s  r e c o v e r e d .  So in come c a s e s  

i.t would change t he  p o i n t  o f  t a x a t i o n  from t h e  w e l l h e a d  t o  

somewhere beyond up t o  a poi.nl where  i t  was mete r  measured '  

and made put. i n  p i p e l i n e  c o n d i t i o n s ,  so i t  c l e a r l y ,  and t h i s  

i s  p o i n t e d  o u t  by someone e l s e ,  moves t h e  p o i n t  o f  t a x a t i o n
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and i n  a s e n s e  i n  c e r t a i n  s i t u a t i o n s  i t  would  t e n d  t o  t a x  

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

c l e a r l y  t h e  c a s e .

SENATOR HUBER - I t h i n k  i t  h ad  a n o t h e r  r e a s o n  f o r  b e in g  

i n  t h e r e .  I  t h i n k  i t  was on a c c o u n t  o f  t h a t  Kena i  d e a l  

t o  whe re  i f  t h e y  t r a n s f e r r e d  ou r  r o y a l t y  s h a r e  p o r t i o n  

t h a t  went  i n t o  r e s a l e  t h a t  t h e y  we re  s u b j e c t  t o  t h e  APUC, 

and  d o i n g  i t  t h i s  way,  w h i l e  t h e y  p u sh e d  t h e i r  r o y a l t y  

s h a r e  t h r o u g h  ou r  l i n e ,  t h e y  were  n o t  s u b j e c t  t o  ou r  APUC. 

T h e r e  was q u i t e  a p ro b l em  on t h a t  i n  K e n a i ,  i t  h appens  to  

be  i n  g a s ,  b u t  w e ' r e  t a l k i n g  j o i n t l y  h e r e  and T t h i n k  t h i s  

was done f o r  t h e  company ' s  b e n e f i t .

RICHARD KILGORE - W e l l ,  I  t h i n k  a l s o  i n  Cook I n l e t ,  as  I 

u n d e r s t a n d  i t ,  t h e r e  have  been  c o n t i n u i n g  d i s p u t e s  a b o u t  

q u e s t i o n s  o f  w e l l h e a d  and whe re  one t a x e s ,  and T. t h i n k  t h i s  

i s  a l l  i n t e n d e d  t o  s t r a i g h t e n  t h i s  m a t t e r  out: by l e g i s l a t i o n .  

T h i s  i s  where  i t  i s , and we don ' t :  have  t o  a r g u e  about: ba c k i n g  

o u t  t r a n s p o r t a t i o n  o r  w h a t e v e r ,  t h i s  i s  what  t h e y ' r e  t a l k i n g  

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

I  t h i n k  t h a t  some o f  t he  t e s t i m o n y  y e s t e r d a y  i t  was compla ined  

t h a t  t h e r e  would  be a c o s t  t o  t h e  compan ie s  i n  a s e n s e  t h a t  

t h e y  w o u l d n ' t  he t a x e d  on t r a n s p o r t i n g  and u p g r a d i n g .  I  t h i n k  

t h a t  i f  i t ' s  a d m i n i s t r a t i v e l y  e a s i e r  and t h e r e  i s  a c o s t ,  

p e r h a p s  wha t  you s h o u l d  do h e r e  i.s gel: a b e t t e r  i d e a  o f  what: 

y o u ' r e  r e a l l y  t a l k i n g  a b o u t  in t e rm s  o f  cost:  and d o l l a r s  and
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b e a r  by d o i n g  t h i s ,  o r  some i d e a .  I  t h i n k  t h a t ' s  how you

would have  t o  a s s e s s  t h a t .  Now l e t s  l ook  a t  t h e  t a x  r a t e s

i n  t h i s  b i l l .  I  t h i n k  you a r e  a l l  f a m i l i a r  w i t h  t he  f a c t

t h a t  i t  adds  h i g h e r  w e l l  b r a c k e t s  and  p u t s  i n  t h e s e  h i g h e r

b r a c k e t s  a t  h i g h e r  t a x  r a t e s  t h a n  e x i s t  i n  t h e  p r e s e n t

l e g i s l a t i o n ,  and  i t  a l s o  l o w e r s  t h e  t a x  r a t e s ,  b o t h  t he

c e n t s  p e r  b a r r e l  t a x  and t h e  p e r c e n t a g e  t a x  f o r  lower

p r o d u c t i v i t y  w e l l s .  Now, j u s t  t o  g i v e  you a r o ug h  i d e a

o f  wha t  t h i s  d o e s ,  and  I ' d  l i k e  t o  j u s t  g i v e  you some

numbers  on bow i t  would  seem to  us t o  e f f e c t ,  s a y ,  Prudhoe

Bay,  and t h e n  l o o k  a t  t h e  Cook I n l e t  s i t u a t i o n  u n d e r  t h i s

b i l l .  A l l  t h e  number s  I ' m  g o i n g  to  u se  a r e  e a s e  o f  c o m p a r a b i l i t y

f o r  27 g r a v i t y  c r u d e  o i l .  Nov/, i n  P rudhoe  Bay,  and I 'm

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

v a l u e  on P rudhoe  Bay i s  s a y  .$7.50 p e r  b a r r e l  j u s t  a s  i l l u s t r i a t i v e .

Under  t h e  [ / r e s e n t  t a x  f o r  a 5 , 0 00  b a r r e l  a day w e l l  i n  Prudhoe

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

n o t  o f  t a x a b l e  p r o d u c t i o n ,  b u t  you s t i l l  g e t  an  i d e a  o f  t he

r e l a t i v e  i n c r e a s e  i n  t h e  t a x .  The p r e s e n t  t a x  f o r  5 , 000  b a r r e l

a day w e l l  a t  $ 7 .5 0  i s  f\9  and  1 / 2  c e n t s  p e r  b a r r e l  o f  g r o s s

p r o d u c t i o n .  T h i s  t a x  f o r  t h e  same w e l l ,  a 5 , 000  b a r r e l  a

day w e l l  would r a i s e  t h e  t a x  Lo 68 .9  c e n t s .  T h a t ' s  about

a ,177. i n c r e a s e  i n  t a x a t i o n  o f  a 5 , 0 0 0  b a r r e l  a day w e l l

i n  P rudhoe  Bay. I f  you went  t o  a 10 ,000  b a r r e l  a day w e l l ,

t h e  p e r c e n t a g e  i n c r e a s e  and t h e  t a x  i s  g r e a t e r .  As a g a i n s t

cents. What is really the extra costs that companies would
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a b o u t  51 c e n t s  a t  t h e  p r e s e n t  t i m e ,  t h i s  t a x  would  r a i s e  

i t  t o  a b o u t  SO c e n t s ,  so  on a v e r y  p r o d u c t i v e  10 ,000  b a r r e l  

a  day w e l l  a t  P rudhoe  Bay,  t h e  i n c r e a s e  t h e r e  would  be ab ou t  

587c, i n c r e a s e d  t h r o u g h  t h i s  t a x  o v e r  wha t  you have  t od ay .

The e f f e c t i v e  r a t e  on g r o s s  b a r r e l s  p r o d u c e d  would  go from 

a b o u t  7.870 on a 10 ,0 0 0  b a r r e l  a day w e l l  t o  about:  12.2% 

u n d e r  t h e  new t a x ,  so t h i s  i s  wha t  it:  doe s  t o  Prudhoe  Bay,  

v e r y  s i g n i f i c a n t  i n c r e a s e s .  And t h e  p e r c e n t a g e  a s  I  gave 

you we re  r e a l l y  the. e f f e c t i v e  r a t e  on t a x a b l e  b a r r e l s  go i ng  

from 7 . 8  t o  1 2 . 2 .  So you a r e  e n d i n g  up on t h e  v e r y  p r o d u c t i v e  

w e l l ,  you  end up w i t h  an a v e r a g e  e f f e c t i v e  r a t e  or  t a x a b l e  

b a r r e l s  o f  j u s t  u n d e r  12 and 1 /2  p e r c e n t  i n  Louis  t ana .  I 

t h i n k  t h a t ' s  what  was i n t e n d e d .  So t h a t ' s  t h e  impac t  i t  

h a s  on Cook I n l e t ,  I  mean on P rudhoe  Bay. Now, l e t s  

l o o k  a t  Cook I n l e t ,  and p a r t i c u l a r l y  t h e  o l d  o i l  b e cau se  

w e ' v e  a lway s  been  w o r r i e d  a b o u t  e f f e c t i v e  t a x a t i o n  o f  o ld  

o i l .  Now, t h i s  b i l l ,  doe s  r e t a i n  t h e  c e n t s  p e r  b a r r e l  f e a t u r e  

t h a t  e x i s t s  i n  t h e  . p r e s e n t  b i l l ,  arid i t  r e t a i n s  t he  c e n t s  

p e r  b a r r e l  f e a t u r e  w i t h  b a s i c a l l y  t h e  same 1'l.oor p r i c e  as 

you have  t o d ay .  I t  works  o u t  f o r  27 g r a v i t y  c ru d e  t o  abou t  

$ 6 . 1 0  t o d a y .  So Ll r e t a i n s  t h a t ,  b u t  wha t  it: doe s  a t  t he  same 

t ime  i s  t h a t  i.t does  l owe r  t h e  r a t e s  o f  t a x a t i o n  bo th  p e r c e n t a g e  

and t h e  c e n t s  p e r  b a r r e l ,  t a x e s  in t h e  l o w e r  w e l l  b r a c k e t s ,  

so  d e s p i t e  t h e  c e n t s  p e r  b a r r e l  f e a t u r e  s t i l l  b e i n g  i n  Uhet 'o, 

it. doe s  lower  t a x e s  on low p r o d u c t i v i t y  w e l l s  be low what  

t h e y  a r e  t o d a y .  I ' l l  a g a i n  g i v e  you some e xa m pl e s ,  and t h e y ' l l
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a g a i n  be on t h e  same b a s i s  a s  b e f o r e .  27 g r a v i t y  c r u d e ,

and  t h e s e  arc? f i g u r e s  on a g r o s s  b a r r e l  b a s i s .  At  t h e
*>

p r e s e n t  t ime  a 100 b a r r e l  a  day w e l l  i n  Cook I n l e t  would 

be on t h e  c e n t s  p e r  b a r r e l  t a x  and  i t  would  pay 2 6 . 6  c e n t s  

p e r  b a r r e l .  T h i s  b i l l  on a 100 b a r r e l  a day w e l l  would 

e l i m i n a t e  t h e  t a x .  I t  would go t o  z e r o ,  and a v e r y  

s u b s t a n t i a l  g a i n  f o r  a  100 b a r r e l  p e r  day  w e l l .  For  a 

300 b a r r e l  a day w e i l ,  would  a* so  pay u n d e r  t h e  p r e s e n t  

t a x ,  26 .6  c e n t s .  Under  t h i s  b i l l ,  u n d e r  ou r  c a l c u l a t i o n s ,  

i t  would  d rop  t h a t  26 .6  t o  14 .2  c e n t s  p e r  b a r r e l .  So you 

have  a b o u t  a 12 and 1 /2  c e n t  r e d u c t i o n  f o r  a 300 b a r r e l  

a  day w e l l ,  and  i f  you move up t o  a 500 b a r r e l  a day w e l l ,  

you s t i l l  g o t  a r e d u c t i o n .  Under  t h e  p r e s e n t  t a x  I t  would 

be 2 8 . 7  c e n t s .  Under  S3 103 i t  would  be 2 1 . 2 ,  So even  

f o r  a 500 b a r r e l  p e r  day w e l l ,  y o u ' r e  g o i n g  down by abo u t  

7 and L/2  c e n t s  p e r  b a r r e l ,  and i n  f a c t  t h i s  new Lax as  

compared  w i t h  t h e  p r e s e n t  l o we r s  t h e  t a x  up t o  somewhere 

w e l l s  i n  t h e  r ange  o f  L,000 t o  2 , 000  b a r r e l s  a day.  Somewhere 

i n  t h a t  r a n g e ,  t h e  new t a x  g e t s  h i g h e r  t h a n  t h e  o l d  t a x ,  

so  i.f doe s  p r o v i d e  v e ry  s i g n i f i c a n t  r e l i e f  f o r  tow p r o d u c t i v i t y  

w c 1 1 s .

SENATOR HUUI’.R - Madam Chairman - t h e  f i g u r e s  wh ich  we have 

i n  t h e  commit  t e e  t h ey  a r e  open t o  him now, 1 t h i n k ,  I  j u s t  

wonder  when he f i n i s h e s  t h e r e .  I f  you have  any d i s p u t e  

w i t h  t h o s e ,  I t h i n k  t h a t  t h ey  c o n f i r m e d  h i s  t e s t i m o n y .
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RICHARD KILGORE - Yes S e n a t o r ,  we d i d  do o u r  own homework 

on t h i s  o b v i o u s l y ,  and we have  had a  ch ance  t o  l o o k  a t  what  

l e g i s l a t i v e  a f f a i r s  h a s ,  and  t h e y  c o i n c i d e  w i t h  wha t  I 'm  

t e s t i f y i n g  h e r e .

SENATOR HUBER - I  was w o n d e r in g .  I t  would h e l p  us  a l o t  t o  

know t h a t  t h e y  do o r  d o n ' t  o r  i f  t h e r e  a r e  d i f f e r e n c e s .

RICHARD KILGORE - No t h e y  d o n ' t  t h e y  c a l c u l a t e  t h e  same way 

we d o .

Now, so  t h i s  b i l l  d o e s ,  I  t h i n k ,  meet  o u r  o b j e c t i o n s  r e a l l y  

t o  t h e  p r e s e n t  t a x a t i o n  of: o l d  o i l  a t  Cook I n l e t  wh ich  has  

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

f e a t u r e .  At l e a s t  i t s  p r e s e n t  o p e r a t i o n  would  r e d u c e  

t he  t a x  s u b s t a n t i a l l y  f o r  Low p r o d u c t i v i t y  w e l l s ,  and we 

t h i n k  t h a t ' s  a good f e a t u r e  o f  t h i s  b i l l .  I  s h o u l d  p o i n t  

o u t  t h o u g h ,  t h i s  b i l l  does  r e t a i n  c e n t s  p e r  b a r r e l  and i t  

does  r e t a i n  e s c a l a t i o n  o f  t h a t  c e n t s  p e r  b a r r e l ,  so  i t  

i s  p o s s i b l e  t h a t  unde r  t h i s  b i l l  we would a g a i n  be back 

in t h e  same p rob l em t h a t  we have  t o d a y .  I f  t h e  e s c a l a t i o n  

manages  t o  r a i s e  t h e  c e n t s  p e r  b a r r e l  t a x  h i g h  enough ,  we 

c o u l d  be back  i n  t h i s  p rob l em a g a i n  o f  t a x i n g  o l d  o i l  i n  

Cook In Let a t  h i gh  p r i c e s ,  i t ' s  p o s s i b l e .  The p o t e n t i a l ,  

i s  s t i L l  i n  t h i s  b i l l .
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SENATOR HUBER - T h i s  e vad es  i t  f rom p r e s e n t  t i m e ,  and we 

m igh t  have  t o  l ook  a t  i t  a g a i n  i n  f u t u r e  y e a r s  i f  we d o n ' t  

do s o m e th i ng  w i t h  c e n t s  p e r  b a r r e l .

RICHARD KILGORE - Yes ,  i t  may be back  a g a i n .

SENATOR HUBER - W e l l ,  I ' d  s u r e  l o ok  a t  i t  a g a i n ,  Madam 

Cha i rman,  t h a n  I  would t o  have  Tom F i n k  f c r  Gove rno r .

RICHARD KILGORE - I  t h i n k  I  was on r e c o r d  t h e  f i r s t  t ime

I t e s t i f i e d  a s  s a y i n g  t h a t  i f  you do r e t a i n  a c e n t s  pe r

b a r r e l  t h a t  p e rh a p s  what  you do i s  a t  l e a s t  c o n s i d e r  no

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

c o u l d  be i n  t h i s  b i l l  t o o .  I  d o n ' t  know. I  want  t o  o n l y

p o i n t  ou t  t h a t  i t  c o u l d  happen  a g a i n .  So t h a t ' s  b a s i c a l l y

what  t h i s  t a x  do e s .  I t  r a i s e s  f a i r l y  s i g n i f i c a n t l y ,  t h e

t a x  i n  IVudhoe Bay, bu t  i t  does  l ower  t he  t a x  c o n s i d e r a b l y

on low p r o d u c t i v i t y  o l d  o i l  p r i c e d  w e l l s  i n  Cook I n l e t .

I t  a l s o  ha s  a s e v e r a n c e  t a x  f o r  ga s  t h a t  i s  f l a i r e d ,  and

a ve ry  s u b s t a n t i a l  one ,  f i v e  t im e s  t h e  r a t e .  I t h i n k

b e f o r e  you do t h i s  k i n d  o f  t i l i ng  and add such  a t a x ,  you

ou g h t  t o  l ook  ve ry  c a r e f u l l y  a t  where  ga s  i s  b e i n g  f l a i r e d

ami why. T h e r e  ha s  been  t e s t i m o n y  y e s t e r d a y  abo u t  s a f e t y

f l a i r s  and so on .  I  t h i n k  you ough t  t o  l oo k  v e r y  c a r e f u l l y

a t  what  i t  i s  t h a t  you would bo t a x i n g  and why t h e  f l a i r i n g

i s  g o i n g  on a t  t h e  p r e s e n t  t im e .  Now, i f  what  y o u ' r e  r e a l l y

t r y i n g  t o  do i s  t e l l  compan ie s  t o  f i n d  a u se  f o r  t h i s  H a i r e d
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gas  and f i n d  m a r k e t s  f o r  i t ,  I  t h i n k  t h a t  a t  t h e  v e r y  l e a s t  

i f  t h e r e  i s  ga s  b e i n g  f l a i r e d  now w h i ch  you t h i n k  you c o u l d  

f i n d  m a r k e t s  f o r ,  t h e r e f o r e  y o u ' r e  g o i n g  t o  t r y  t o  compel  

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

t h e  o t h e r  day ,  b u t  y o u ' r e  c o m p e l l i n g  them t h r o u g h  t h i s  

t a x  t h a t  a t  l e a s t  you o u gh t  t o  p r o v i d e  somebody w i t h  a  

g r a c e  p r i o d  b e f o r e  t h e y  would  pay t h i s  t a x .  Th a t  i s ,  

you wow i ' t  s t a r t  r i g h t  away.  You would  make i t  c l e a r  

t o  then,  t h a t  t h e y  had c e r t a i n  t im e  w i t h i n  wh ich  t o  f i n d  

m a r k e t s  f o r  t h i s .  You w o u l d n ' t  p e n a l i z e  them i n  t h e  mean­

t i m e ,  b u t  i f  you d o n ' t  f i n d  ga s  f o r  wh ic h  i t ' s  l o g i c a l  t o  

f i n d  m a r k e t s ,  t h a t  you would s a y  a t  some p o i n t  i n  t h e  f u t u r e  

y o u ' r e  g o i n g  t o  s t a r t  p a y in g  a t a x  on t h i s ,  so you had b e t t e r  

g e t  busy  and l ook  f o r  m a r k e t s .  I  d o n ' t  t h i n k  I ...............

SENATOR. HUBER - I  t h i n k ,  Madam Chai rman ,  t h a t  we s h o u l d  make

s u r e  in t h e r e .  T. t h i n k  we sh o u l d  f i n d  o u t  t h e  r e q u i r e d

s a f e t y  f l a i r  o f  no. more t h an  a c e r t a i n  amount  e x c e p t  d u r i n g

an emergency b lowou t  o r  s o m e th i n g  l i k e  t h a t .  The i d e a  w a s ,

a s  l o n g  as  i t ' s  e c o n o m i c a l l y  u n f e a s i b l e  t o  t a k e  s m a l l  amounts

o f  ga s  and r e i n j e c t  them,  t h e  S t a t e  l o s e s  i t s  r o y a l t y  s h a r e

on i . l ,  and t h e  n a t i o n  l o s e s  t h e  e n e r g y  s t r i c t l y  b e c a u s e  a t

a g i v e n  sp a c e  i n  t i m e ,  u s i n g  i f  you w i l l  e x c u s e  me, a c a sh

d i s c o u n t i n g  f low and e v e r y t h i n g  e l s e ,  t h a t  we d e t e r m i n e

i t s  v a l u e  and we say i t ' s  n o t h i n g ,  and w h a t ' s  n o t h i n g  i s

moving down th e  p i k e  a n o t h e r  tw e n ty  o r  t h i r t y  y e a r s  may be

a l l  we ha v e ,  and Prudhoe  Bay. in s p i t e  o f  an a b s o l u t e  no
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C l a i r  r e s t r i c t i o n  ha s  been  a l l o w e d  t o  f l a i r  and  eve rybody  

knows i t .  Somehow o r  o t h e r ,  i t  does  have  t o  be  s t o p p e d ,  

and  i f  you make i t  so i t  i s n ' t  e c o n o m i c a l l y  f e a s i b l e  t o  

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

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

GEORGE SILIDES - Madam Cha i rman,  I  know t h a t  t h e  f l a i r i n g

______________ as  Huber  p o i n t e d  o u t , __________ t h a t  t h e  f l a i r i n g

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

p e r m i s s i o n  f rom t h e  S t a t e ,  and we have  t o  do so m e th in g  ab o u t  

t h e  b i l l ,  t h a t  we d o n ' t  have  c o m p e t i t i o n  be tween  t h e  t a x i ' g  

d e p a r t m e n t  and t he  Dep a r tm en t  o f  O i l  and Gas C o n s e r v a t i o n .

They a r e  t h e  ones  t h a t  g i v e  t h e  p e r m i s s i o n ,  and you have  t o  

a p p l y  and you have  t o  p o i n t  ou t  t h a t  i t ' s  b e i n g  done w i t h  

s a f e t y  and so  on.  I  d o n ' t  t h i n k  t h a t  t h e  b i l l  i n t e n d e d  

t o  p e n a l i z e  somebody f o r  e n t e r i n g  i n t o  a s a f e t y  f e a t u r e ,  

and so  am 1 c o r r e c t  Mr. K i l g o r e ?

RICHARD KILGORE - T. would assume t h a t  t h a t ' s  t h e  i n t e n t .

Y o u ' r  n o t  r e a l l y  i n t e r e s t e d  i n  t a x i n g  g a s .................

SENATOR HUBER - But t h a t  b o a r d  s t i l l  h a s  t h e  power  and makes 

t h e  e x e m p t i o n s  and has  been  c o n s t a n t l y  making t h e  e x e m p t i o n s ,  

and i t ' s  a m a t t e r  o f  r e c o r d ,  b o t h  a t  Prudhoe  Bay and e l s e w h e r e ,  

t h ey  make t h e  e x e m p t i o n s ,  t h e y ' r e  l e g a l l y  made,  b u t  t h e  

p r o d u c t  i s  pone ,  t h e  r e s o u r c e  i s  gone ,  i t  i s  f l a i r e d ,  and so 

a t  l e a s t  p u t t i n g  i n  a f a i r l y  s t i f f  r e c o v e r y  t h e r e ,  does  a t
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l e a s t  g i v e  us s o m e t h i n g  o f f  o f  o u r  s e v e r a n c e  t a x  t h a t  went  

up i n  f l a i r  t o o .

GEORGE SILIDES - Madam Cha i rman ,  I  m igh t  make a n o t h e r  comment.  

I  t h i n k  t h a t  i n  v i ew  o f  t h e  comments b e i n g  made,  w e ' r e  go ing  

t o  have  t o  l o o k  i n t o  t h e  l e g a l i t y  o f  b e i n g  a b l e  t o  t a x  a 

s a f e t y  f e a t u r e .

SENATOR HUBER - No, we d o n ' t  t a x  t h e  s a f e t y  f e a t u r e .  L e t ' s  

n o t  g e t  c ro s sw ay s  on t h a t .  We s h o u l d  p u t  an ex em p t i o n  i n  

h e r e  f o r  t h e  s a f e t y  f l a i r  o n l y ,  and somewhere we need  t o  come 

up w i t h  a f i g u r e  o f  wha t  i s  t h e  amount  t h a t  may be f l a i r e d  

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

t a x  them on what  i s  a s a f e t y  r e q u i r e m e n t .  But t h e r e  i s n ' t  

a p r o v i s i o n .  The ga s  t h a t ' s  b e i n g  b u r n e d  i n  s i g n i f i c a n t ,  

i s  n o t  b e i n g  b u r n e d  i n  so  c a l l e d  l e g a l  a c t u a l  s a f e t y  f l a i r s .  

I t ' s  b e i n g  f l a i r e d  o t h e r w i s e  by l e g a l  p e r m i t s  by t h e  b o a r d .

CHAIRMAN POLAND - I t h i n k  we have  t o  c he c k  w i t h  t h e  Board 

as  t o  why t hey  a r e  g i v i n g  t h e  t a x .

SENATOR HUBER - T h a t ' s  why t h e  G o v e r n o r ' s  b i l l s  ha s  i t  i n  

i t .  T h a t ' s  why c o m m i t t e e ' s  b i l l s  ha s  had  t h i s  f o r  two y e a r s ,  

and we s h o u l d  c e r t a i n l y ,  l i k e  Dick s a y s ,  make s u r e  t h a t  we 

d o n ' t  t a x  t he  n e c e s s a r y  s a f e t y  f l a i r s .  T. a sk e d  y e s t e r d a y  what
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was,  and  t hey  s a i d  a  m i l l i o n  c u b i c  f e e t .  T h a t ' s  a  t h o u sa n d  

MCF's a day .  I ' m  n o t  s u r e  t h a t  t h a t  i s n ' t  c o n s i d e r a b l y  o v e r  

w h a t ' s  needed  t o  bu rn  t h e r e  i n  c a s e ,  I  need  a good d e f i n i t i o n  

o f  a s a f e t y  f l a i r .

RICHARD KILGORE - I  t h i n k  a l s o  you mig h t  c o n s i d e r  i f  you 

r e a l l y  f e e l  t h e  ga s  i s  b e i n g  f l a i r e d  t h a t  you d o n ' t  want  

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

t h a t ' s  s o m e th i ng  you m ig h t  c o n s i d e r  as  an a l t e r n a t i v e  j u s t  

t i g h t e n i n g  up yo u r  r e g u l a t o r y  b i l l  and you r  r e g u l a t i o n s  

r a t h e r  t h a n  do i t  t h r o u g h  a t a x i n g  a p p r o a c h .

SENATOR HUBER - We've done e v e r y t h i n g  b u t  t a r  and f e a t h e r  

t h e  b o a r d .

REPRESENTATIVE OSTERBACK - Madam Cha i rman,  c o u l d  anybody 

t e l l  us  how much ga s  t h e y  w i l l  be f l a i r i n g  a t  P rudhoe  Bay? 

A n y t h i n g  t h a t  b u r n s  i s  e n e r g y .  W e ' r e  t a l k i n g  a b o u t  w e ' r e  

r u n n i n g  s h o r t  o f  e n e r g y .  Somebody t a l k e d  a b o u t  t h e  r a i l r o a d .  

I f  t hey  t ook  i t  i n  t h e r e ,  t h e y  c o u l d  t a k e  o u t  a b o u t  a hund red  

t a n k s  o f  ga s  a day ,  and t h e y  d i d n ' t  t h i n k  i t  would be enough 

t o  pack  t h a t  o u t  w i t h  f l a i r i n g ,  and t h a t  would be an awfu l  

Lot o f  e n e r g y ,  b u t  mos t  o f  us  d o n ' t  r e a l l y  know what  t h i s  

ga s  i s  w i t h  t h e  f l a i r i n g ,  b u t  I  know a n y t h i n g  t h a t  bu rn s  

i s  e n e r g y ,  and w e ' r e  t a l k i n g  w e ' r e  r u n n i n g  o u t  o f  e n e r g y .

So I t h i n k  t h e r e  s h o u l d  be s o m e th i n g  done ab o u t  i t .  Any th ing
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t h a t  you can  s a ve  as  e n e r g y ,  you can  s e l l .  T h e r e ' s  no 

p r ob l e m  i n  t h a t .

RICHARJ KILGORE - W e l l ,  I  a g r e e  w i t h  you ,  i f  what  w e ' r e  

r e a l l y  t a l k i n g  a b o u t  i s  w a s t e ,  t h e n  I  t h i n k  we s h o u l d  

e l i m i n a t e  t h a t .  I t  i s  e n e r g y ,  and y o u ' r e  a b s o l u t e l y  

r i g h t ,  and I  t h i n k  you s h o u l d  l o ok  v e r y  c a r e f u l l y  a t  

w h a t ' s  g o i n g  t o  happen  a t  P rudhoe  Bay, and how your  

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

SENATOR HUBER - Migh t  we,  Madam Chai rman ,  A1 b r o u g h t  i t  

up and i t ' s  v e ry  i m p o r t a n t .  I  t h i n k  t h a t  i t ' s  u n d e r s t o o d  

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

I t  was o n l y  f o r  t h a t  r e f i n e r y  t h a t  t h e y  f l a i r e d  a t  Prudhoe  

Bay,  and t h e y  d i d n ' t  pump i t  back  down t h e  ga s  w e l l  even 

t hough  t h e y  were  d r a w in g  ga s  o u t  t o  r un  t h e  r e f i n e r y  b e c a u se  

i t  would  have  c o s t  more money t h a n  t h e  ga s  was w o r t h ,  so 

n a t u r a l l y  t h e  ga s  was w o r th  n o t h i n g ,  so  i t  w o u l d n ' t  c o s t  

money t o  pump it: b ack  down i n t o  t h e  g r ou n d .  I f  i t  had a 

v a l u e  o f  20 c e n t s  an  MCF, i t  would have  been  a l o t  c h e a p e r  

t o  pump i t  back  down i n t o  t h e  g r o u n d ,  b u t  j u s t  so  t h a t  

t h e  r e c o r d  i s  s t r a i g h t ,  we a r e n ' t  r e a l l y  l o o k i n g  f o r  f l a i r i n g  

a t  P rudhoe  Bay, b u t  i f  you w i l l  t a k e  a l ook a t  t h e  Va ldez  

t e r m i n a l ,  you w i l l  f i n d  t h a t  wo d o n ' t  f l a i r  no more ,  b u t  

w e ' v e  g o t  t h r o e  huge o x i d i z e r s  t h e r e ,  and t h e r e ' s  g o i n g  t o  

be a t r emendous  amount  o f  e n e r g y  u n l e s s  t h e  LPG's  that ,  a r e  

i n  t h a t  ga s  and t h e  v a p o r s  t h a t  a r e  in  t h e  ga s  a t  V a l d ez ,
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u n l e s s  t h e r e ' s  a p l a n t  b u i l t  t o  r e c o v e r  t h o s e  and u s e  them 

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

t r i l l i o n s  o f  BTU's b e f o r e  Va ldez  i s  o v e r  w i t h .  T h a t ' s  

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

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

GEORGE ST.LIDES - Madam Chai rman ,  I  t h i n k  t h e  p o i n t  i s  w e l l  

made t h a t  s o m e t h i n g ' s  g o t  t o  be done a b o u t  d e f i n i n g  what  

i s  meant  by s a f e t y  g a s ,  what  i s  b e i n g  w a s t e d ,  and I  t h i n k  

a l s o  t h a t  t he  b i l l  had i n t e n d e d  t o  a d d r e s s  t h e  bo t t o m  o f  

t h e  p o s s i b l e  w a s t i n g  o f  c a r b o n  d i o x i d e .  The re  was a c o n s i d e r a b l e  

amount  i n  t h i s  p a r t i c u l a r  n a t u r a l  g a s .  and I suppo se  what  

w e ' r e  g e t t i n g  t o  i s  t h a t  we have  t o  do so m e th in g  a b o u t  t h o s e  

t h i n g s ,  e i t h e r  by d e f i n i t i o n  o r  by amending t h e  b i l l .  I 

t h i n k  t h i s  i s  a p o i n t  t h a t  w e ' r e  g o i n g  t o  have  t o  l ook i n t o .

I  d o n ' t  t h i n k  w e ' r e  g o i n g  t o  g e t  i t  s o l v e d  r i g h t  h e r e .

SENATOR HUBER - T. t h i n k  t h e y ' r e  w i l l i n g ,  George ,  n o t  Lo f L a i r  

t h e  c a r b o n  d i o x i d e ,  b u t  r 'm n o t  s u r e  i f  t hey  w i l l  g e t  r i d  o f  

i t .

GEORGE S1LXDES - I t  d o e s n ' t  bu rn  anyway,  S e n a t o r .

CHAIRMAN POLAND W e ' l l  be c h e c k i n g  on t h i s  f l a i r i n g  p a r t ,

SENATOR HUBER - W e l l ,  i t ' s  i m p o r t a n t  on bo t h  en ds .  1. t h i n k  

t h a t  t h e  b i l l  n eeds  t o  not. p e n a l i z e  them,  bu t  by a l l  means
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s h o u l d  be r e t a i n e d  i n  t h e  b i l l ,  and  we may o f  c o u r s e  have  

t o  p u t  i t  i n  i n  ronie o t h e r  p l a c e s .  I  d o n ' t  t h i n k  t h i s  i s  

g o i n g  t o  e f f e c t  i t  when i t  comes t o  t h e  f l a i r s  i n  V a l d e z .

AGO 547848



RICIIARD KILGORE - I ' d  l i k e  t o  move on t h e  t h e  s e c o n d  s e v e r a n c e

t a x  b i l l ,  and  t h a t ' s  HB 321 ,  SB 233.  Now, b a s i c a l l y  t h i s  

t a x  c ha n g e s  t h e  t a x  r a t e  t o  10%, b u t  i t  a l s o  h a s  a c e n t s  

p e r  b a r r e l  f e a t u r e  o f  75 c e n t s  p e r  b a r r e l ,  so  i t  h a s  an 

e f f e c t i v e  f l o o r  p r i c e  o f  $ 7 . 5 0 ,  and  i t  a l s o  h a s  wha t

f o r  an  economic  l i m i t  f a c t o r  b u i l t  i n t o  i t ,  and  I  t h i n k  

Mr. W i l s o n  y e s t e r d a y  d i d  q u i t e  a good j o b  e x p l a i n i n g  how 

t h e  m e c h a n i c s  o f  t h i s  w or k e d ,  and he a l s o  p r o v i d e d  an example  

f o r  you t h a t  I  t h i n k  was p r o b a b l y  q u i t e  u s e f u l .  B a s i c a l l y  

wha t  t h e  b i l l  does  i s  g i v e  you  t h e  f i r s t  h u n d r e d  b a r r e l s  

a day  a s  an a l l o w a n c e  f o r  o p e r a t i n g  c o s t s  i s  wha t  i t  amounts  

t o ,  and  w e l l s  p r o d u c i n g  more  t h a n  100 b a r r e l s  a day ,  t h e y  

pay  t h e n  an i n c r e a s i n g  f r a c t i o n  o f  t h e  107, f o r  t h e  75 c e n t  

t a x  i s  t h e  way i t  w o r ks ,  and  i t ' s  a  c o n t i n u a l l y  i n c r e a s i n g  

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

moves above  l oo  b a r r e l s  a  day .  Very r o u g h l y ,  a  100 b a r r e l  

a day w e l l  would  pay no t a x  u n d e r  t h i s  b i l l .  A 2.00 b a r r e l  

a day  w e l l  would pay ab o u t  A3% o f  t h e  t a x .  I t  i s n ' t  507« 

b e c a u s e  as  you migh t  t h i n k  by t a k i n g  100 t o  200 b e c a u s e  

i t ' s  t a x a b l e  b a r r e l s  o n l y  t h a t  c o u n t .  T h a t  i s  t h e  200 

b a r r e l  a day d o e s n ' t  p r o d uc e  200 b a r r e l s  t h a t  a r e  e n t i r e l y  

income to  t h e  company.  Twelve  and  a h a l f  p e r c e n t  o f  t h o s e  

go t o  t h e  S t a t e .
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GEORGE SILIDES - Mr. K i l g o r e ,  i t ' s  A3%.

RICHARD KILGORE - I t ’ s 43%, 200 i s  A3% o f  e i t h e r  10% o f  

v a l u e  o r  75 c e n t s  a b a r r e l  d e p e n d i n g  on wh ich  i t  i s .

GEORGE SILIDES - T h a t ' s  wha t  I  wan t ed  you t o  s a y .

RICHARD KILGORE - For  a  300 b a r r e l  a day w e l l  i t  would  be 

627o o f  t h e s e  b a s i c  r a t e s  and  on a  A ,000 b a r r e l  a day w e l l ,  

i t  would  be up t o  89% o f  t h i s .  T h i s  i s  t he  way i t  w o r ks ,  

and i t  amounts  t o  a c o n t i n u o u s  f u n c t i o n  as  a g a i n s t  t h e  

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

As I  s a i d ,  i t  amounts  t o  a  c o n t i n u o u s  f u n c t i o n  and i n  

p r i n c i p a l ,  we f i n d  i t  a s  k i n d  o f  an a p p e a l i n g  c o n c e p t  

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

i t  i s  t h a t  one c a n ' t  a p p l y  f o r  an economic  l i m i t  f a c t o r  

g r e a t e r  t han  1.00 b a r r e l s  p e r  day  w e l l  a v e r a g e  i f  you can 

p r ov e  i t ,  and what  you b a s i c a l l y  have t o  p rov e  i s  t h a t  your  

o p e r a t i n g  c o s t s  t h a t  you r e q u i r e ,  o u t  o f  p o c k e t  o p e r a t i n g  

c o s t s  a r e  g r e a t e r  t han  wha t  you would g e t  w i t h  100 b a r r e l s  

o f  p r o d u c t i o n  p e r  w e l l .  You would need  more t h a n  t h i s  to 

r e c o v e r  you r  o p e r a t i n g  c o s t s .  Mow, t h e r e  a p p e a r  to  u s  t o  be 

a c o u p l e  p rob l ems  w i t h  how t h i s  a c t u a l l y  works .  F i r s t  o f  

a l l  on I’ago 3 L i n e ....................

SENATOR HIJHER - Madam Cha i rman ,  T. would  n o t e  t h a t  w e ' v e  g o t

Joh n  Messenge r  h e r e ,  t o o .  T h i s  i s  t h e  same p rob l em t h a t  came

AGO 547813



up y e s t e r d a y  i n  t a l k i n g  w i t h  t h e  i n d u s t r i e s .  We m igh t  want  

Jo h n  t o  an swe r  some o f  t h e s e .

RICHARD KILGORE - I t  h a s  t o  do f i r s t  o f  a l l  w i t h  how c o s t s  

a r e  d e f i n e d ,  and t h a t  s t a r t s  on Page 3,  L in e  16,  s u b s e c t i o n  

C h e r e ,  and  as  was p o i n t e d  o u t  i n  t e s t i m o n y  y e s t e r d a y ,  i t  

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

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

e x p e n s e s  t h a t  a  p r o d u c e r  m ig h t  h a v e ,  and b a s i c a l l y  t h a t ' s  

t h e  c o n c e p t  t h a t  y o u ' r e  t r y i n g  t o  g e t  a t ,  w h a t e v e r  i s  o u t  

o f  p o c k e t  e x p e n s e s ,  and i t ' s  n o t  c l e a r  t o  us t h a t  t h a t  

i s  t h e  c a s e  and some q u e s t i o n s  were  r a i s e d  y e s t e r d a y  and 

I  t h i n k  you ou g h t  t o  c o n s i d e r  t h o s e  t o o ,  b u t  wha t  I  t h i n k  

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

you t h e n  have  t o  d e t e r m i n e  how many b a r r e l s  a r e  n e c e s s a r y  

t o  r e c o v e r ,  t h a t  i s  i f  more t h a n  t h e  hund r ed  t h a t  you a r e  

a l l o w e d  anyway.  flow the  p rob l em w i t h  i t  i s  t h a t  t h e  way 

t h a t  t h e  b i l l  was w r i t t e n ,  you d o n ' t  t a k e  your  c o s t s  and 

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

r e c e i v e .  Tha t  i s  you r  a c t u a l  p r i c e ,  i f  y o u ' r e  an o l d  

o i l  p r o d u c e r  and g e t t i n g  $3 .0 0  p e r  b a r r e l ,  you d o n ' t  d i v i d e  

t h r o u g h  by $ 5 .0 0  t o  s e e  how many b a r r e l s  you need  t o  r e c o v e r  

y o u r  c o s t s ,  b u t  you use  a n o t h e r  deemed p r i c e  t o  do t h i s ,  

and t h e  deemed p r i c e  i s  a c q u i s i t i o n ,  t h i s  i s  Page  3,  L in e  -29, 

i t s  a c q u i s i t i o n  c o s t s  CIF a t  w e s t c o a s t  r e f i n e r i e s  f o r  

i m p o r t e d  o i l  o f  l i k e  q u a l i t y  and t h e n  you n e t  t h i s  back  t o  

A l a s k a ,  so  y o u ' r e  n o t  d o i n g  i t  on t h e  p r i c e  you a c t u a l l y
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r e c e i v e ,  y o u ' r e  d o i n g  i t  on a deemed p r i c e  t h a t  you may n o t  

be r e c e i v i n g ,  and  i t  seems t o  us  t h i s  c a u s e s  p r o b l e m s .

SENATOR HUBER - Could  we a t  t h i s  p o i n t  i f  i t ' s  c o n v e n i e n t ,

I  wonde r ,  S t e r l i n g  i s n ' t  h e r e ,  b u t  John  i s  and t h i s  was 

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

by t h e  S t a t e  t h a t  a s  o f  s t a r t i n g  i n  December o r  somet ime 

l i k e  t h a t  t h a t  t h e s e  w e l l s  t h a t  we re  i n  economic  t r o u b l e  

s h a l l  we s a y ,  t h a t  t h e s e  f i g u r e s  t h a t  you have  p u t  i n

h e r e  t a l k i n g  a b o u t  _______  p r i c e  a r e  a c t u a l l y  w h a t ' s  happened .

They a r e  now b e i n g  a l l o w e d ,  t h e s e  h i g h e r  p r i c e s  on t h e  

p r o d u c e r ' s  s h a r e ,  b u t  n o t  upon t h e  S t a t e ' s  r o y a l t y  s h a r e .

The a rgumen t  y e s t e r d a y ,  and I  t h i n k  w e ' r e  r i g h t  i n t o  i t  

a g a i n  t o d a y ,  i s  w h e t h e r  w e ' r e  j u s t  t a l k i n g  a b o u t  a  p o s s i b l e  

deemed p r i c e  wor k i ng  i t  b ack  from San F r a n c i s c o  o r  w h e t h e r  

w e ' r e  t r u l y  t a l k i n g  a b o u t  what  t h e y ' r e  g o i n g  t o  g e t ,  and 

t h e  i n d u s t r y  s a i d  no t h i s  was u n f a i r  t h a t  w a s n ' t  what  t hey  

were  g o i n g  t o  g e t , . s o  w e ' r e  r i g h t  a t  t h e  n i t t y  g r i t t y ,  and 

t t h i n k  you can h e l p  us  John .

RICHARD KILGORE - P e r h a p s ,  S e n a t o r ,  I 'm  g o i n g  t o  g i v e  an 

example ,  maybe T. oug h t  t o  do t h i s  and t h en  we can  t a l k  about  

i t .

SENATOR HUBER - Okay,  j u s t  so t h a t  J o h n ,  he w a s n ' t  h e r e  

y e s t e r d a y ,  so h e ' s  a l e r t e d .  My s t a n d  was o r  what  I saw 

was t h a t  you f e l l o w s  pu t  t h i s  i n  ho rn  b e c a u s e  t h a t ' s  a c t u a l l y
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what  t h e  o i l  compani es  a ce  g e t t i n g ,  and so you we re  g e t t i n g  

r i g h t  t o  t h e  n i t t y  g r i t t y ,  and t h e y  s a i d  no t h i s  i s  wha t  t h ey  

mig h t  g i v e  them,  b u t  I  u n d e r s t o o d  S t e r l i n g  t o  s a y  t h a t  t h i s  

had a c t u a l l y  s t a r t e d  i n  December ,  and  I  d o n ' t  t h i n k  t h i s  

was i n  t e s t i m o n y ,  I  b e l i e v e  t h i s  was t a l k i n g  i n  t h e  a f t e r w a r d s  

t h a t  i t  a c t u a l l y  had s t a r t e d  i n  December and t h e  S t a t e  had 

been  d e n i e d  t h a t  i n c r e a s e ,  b u t  t he  p r o d u c e r ' s  s h a r e  had  

been  a l l o w e d ,  so i f  t h a t  p r e d i c a t e s  i t  and a s  he goes  on 

i f  you can  s t r a i g h t e n  t h i s  o u t ,  i t  w i l l  h e l p  me a  l o t .

RICHARD KILGORE - I ' d  l i k e  t o  j u s t  g i v e  a l i t t l e  example  

o f  wha t  w e ' r e  t a l k i n g  ab o u t  h e r e .  I f  we had  an o p e r a t i n g  

c o s t  f o r  a w e l l  o r  w e l l s  w h a t e v e r  t h e  u n i t  o r  . some th ing , 

and s ay  $2 ,800 a day ,  and t h e s e  were  d i r e c t  o p e r a t i n g  

e x p e n s e s  d e f i n e d  p r o p e r l y  however ,  and i f  you d i d n ' t  g e t  

t h e s e  r e v e n u e  enough t o  do t h i s ,  you would s h u t  down.

Now, i f  one l ook ed  a t  t h e  f o r e i g n  p r i c e  and t h en  n e t t e d  

back  to  A l a s k a ,  l o t ' s  say  you came up w i t h  $14 j u s t  t o  

make t h e  a r i t h m e t i c  e a s y ,  you came up w i t h  $14.  Now in 

c a l c u l a t i n g  you r  economic  l i m i t  f a c t o r  h e r e ,  you would 

d i v i d e  t h r o u g h  by t h a t ,  and t h a t  would g i v e  you $2 ,800  

d i v i d e d  by $14 i s  200 b a r r e l s  a day .  Y o u ' r e  economic  l i m i t  

you c o u l d  t h en  j u s t i f y  i s  200,  r a t h e r  t h an  t h e  100 which  

you had presumed .  T h a t  means y o u ' r e  g e t t i n g  more ,  b u t  l e t ' s  

s ay  t h a t  t he  p r o d u c e r  o n l y  g e t s  $5 a b a r r e l ,  f o r  o i l  b e c a u s e  

h e ' s  r e c e i v i n g  t h e  o l d  o i l  p r i c e  i n  Cook I n l e t .  He d o e s n ' t  

b e t  $14,  he g e t s  $5.  Wel l  f o r  him t o  a c t u a l l y  r e c o v e r  t he
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$2 ,8 0 0  h i s  t o t a l  e x p e n s e s  a t  $5 h e ' s  a c t u a l l y  r e c e i v i n g  

Cor h i s  o i l ,  h i s  r e a l  economic  l i m i t  f a c t o r  i s  $2 ,800  d i v i d e d  

by $5 o r  560 b a r r e l s ,  so  t h a t  i n  f a c t ,  h i s  l i m i t  f a c t o r ,  t h a t  

i s  t h e  number  o f  b a r r e l s  he needs  b e f o r e  h e ' s  g o t  t o  s h u t  

down, b e c a u s e  he d o e s n ’ t  make i t  ou t  o f  p o c k e t  c o s t  o f  560 

u n d e r  t h i s  b i l l  i t  a p p e a r s  t o  me, he would o n l y  g e t  200.

I  d o n ' t  t h i n k  i t  r e a l l y  g i v e s  you t h e  r e s u l t s  that ,  you 

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

Cor m a r g i n a l  w e l l s .  I t  d o e s n ' t  a p p e a r  t o  r e a l l y  ser.ve 

t h e  i n t e n d e d  p u r p o s e .

SENATOR HUBER - T h a t ' s  a t  $5.61?

RICHARD KILGORE - T h a t ' s  a t  $5 .00  even .

SENATOR HUBER - But  d o e s n ' t  t h i s  o t h e r  d e a l  work t o  r a i s e

t h a t ?

RICHARD KILGORE - We l l ,  t h e  o t h e r  t i l i n g  w e ' r e  t a l k i n g  ab o u t  i s  p r i c e  

r e l i e f  u n de r  EEA r e g u l a t i o n s .  I  t h i n k  t h a t ' s  r e a l l y  some th ing  

dlf: Ce ren t  h e r e .  • I 'm  a d d r e s s i n g ...................

SENATOR HUBER - T h a t ' s  not: f i v e  d o l l a r  o i l .  You know, i f

w e ' r e  t a l k i n g  abou t  h i s  e con om ica l  l i m i t  on (die w e l l  t h en

we assume i t  t o  be $5 00 o i l ,  b u t  he i s  a c t u a l l y  r e c e i v i n g  

$1 0 .9 5  f o r  i t  b e c a u s e  i t : ' ; ;  be low a c e r t a i n  economic  l i m i t

AGO 547817



4 5

a l r e a d y  e s t a b l i s h e d ,  Chen w e ' r e  d e a l i n g  w i t h  s o n e t h i n g  t h a t  

d o e s n ' t  e x i s t ,  and t h a t ' s  what  I 'm  t r y i n g  t o  g e t  i n t o  t h i s ,  

and I  t h o u g h t  t h a t  t h a t  was why t h e  S t a t e  had d r a f t e d  i t .

RICHARD KILGORE - Because  i t  a ssumes  t h a t  t h e  F e d e r a l  

g ov e rn m en t  w i l l  a lw ays  b a i l  o u t  p e o p l e ,  i s  what  y o u ' r e  

s a y i n g ,  o t h e r  t h a n  r o y a l t y  owne r s .

SENATOR HUBER -  My i n f o r m a t i o n  was ,  i t  d i d n ' t  o n l y  a ssume,  

i t  was b a s e d  on wha t  was h a p p e n i n g .  Can you c l a r i f y  t h a t  

John?

JOHN MESSENGER - Le t  me j u s t  make a c o u p l e  comments.  I 

g u e s s  i t ' s  t r u e  t h a t  one  p o s i t i o n  t h a t  w e ' v e  t ak e n  on t h i s  

b i l l  t h a t  ou r  t a x e s  s h o u l d  n o t  be b a se d  on t h e  a r t i f i c i a l  

p r i c e  sou by t h e  F e d e r a l  gov e rnme n t ,  and t h e  F e d e r a l  

gov e rnmen t  s e t  a p r i c e  o f  $ 5 . 0 0 .  Our p o s i t i o n  i s  t h a t  we 

s h o u l d n ' t  be c o n t e n t  w i t h  t h e  t a x  ba sed  on t h a t  a r t i f i c i a l  

p r i c e ,  and t h a t ' s  wh y , one ,  w e ' v e  set  tiie c e n t s  p e r  ba r r e l ,  

f l o o r ,  l i k e w i s e  when y o u ' r e  f i g u r i n g  t he  economic  l i m i t  

f a c t o r ,  a g a i n ,  we s a y  t h e  t r u e  economic  Limi t  i s  n o t  how 

many b a r r e l  a r e  p r o d u c e d  a t  t he  a r t i f i c i a l  p r i c e ,  b u t  t he  

amount: o f  b a r r e l s  t h e y  would p roduce  u s i n g  t h e  t r u e  v a l u e  

o f  t h a t  o i l ,  p r e - m a r k e t  o i l .  We sh o u l d  i n s u r e  o u r s e l v e s  

t h a t  so many c e n t s  t o  so  many p e r c e n t  o f  t h a t  p r e - m a r k e t  

o i l  b e c a u s e  that ,  .is ou r  r e s o u r c e  and we s h o u l d  g e t  a t  l e a s t  

t h a t  p e r c e n t  out o f  it:. S e c o nd ly ,  i s  t h a t  p r o d u c e r s  a r e
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r e a c h i n g  t h e i r  b r e a k  even  p o i n t  wh ic h  t h e y  w i l l  s t o p  

p r o d u c i n g .  -There i s  a p r o c e d u r e  by wh ich  t h e y  can  make 

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

h i g h e r  p r i c e  t h ey  can  p r o d u c e  l o n g e r ,  b u t  t h e  FEA has  s a i d  

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

and  n o t  t o  r o y a l t y  o w n e r s ,  so  i f  a company i s  r e a c h i n g  

i t s  e conomic  l i m i t  i n  Cook I n l e t ,  and  t h e y  go i n  f o r  p r i c e  

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

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

t e rms  o f  t h e  amount  o f  r o y a l t i e s  w h i c h ____________  ___________

So,  i t ' s  two t h i n g s ,  one i s  t h e  t a x  r a t e  and  t h e  economic  l i m i t  

f a c t o r  s h o u l d  be ba se d  upon (lie t r u e  v a l u e  o f  t h e  o i l ,  and 

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

b u t  t h e  S t a t e  i s  n o t .

SENATOR IHiSER - Then T g u e s s  wha t  h e ' s  s a y i n g  i s  t h a t  Lf

s o m e o n e ' s  g o i n g  t o  s h u t  down the  p r o d u c t i o n  t h e r e ,  by i.t

b e i n g  be low economic l i m i t  on $5 .00  o i l ,  t h e  S t a t e  i s

a d v o c a t i n g  t h a t  we p u t  t h e  monkey on t h e  f e d ' s  back  and

say  you d i d  I t ,  you s e t  an  a r t i f i c i a l  p r i c e ,  w e ' r e  g o i n g

to  s e t  ou r  t ax  b a s e d  on f r e e  m a r k e t  p r i c e ,  and i f  you want

t o  s a v e  t h a t  r e s o u r c e ,  s a v e  t h a t  company,  you can t u r n

a ro u nd  and do l i k e w i s e  w h a t ' s  r e a s o n a b l e .  I ' d  s ay  i t ' s

what  I c a l l  p u t t i n g  t h e  monkey on t h e  F e d ' s  back .  They

c a u s e d  t he  p ro b l em.  I happen  t o  be s t r o n g l y  i n  ag r ee me n t

w i t h  t h e  S t a t e ' s  s t a n d  on t h a t ,  and  compl imen t  them f o r  i t

b e c a u s e  why s h o u l d  we t h row  away o u r  r o y a l t y  s h a r e  and ou r
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t a x i n g  a b i l i t y  b e c a u s e  somebody f o r c e d  an a r t i f i c i a l  p r i c e  

down o u r  t h r o u t , and i s  f o r c i n g  t h a t  same a r t i f i c i a l  p r i c e  

down t h e  t h r o a t  o f  t h e  o i l  co mp an i e s .

RICHARD KILGORE - Look,  I ' m  g o i n g  t o  a d d r e s s  m y s e l f  t o  t h e

q u e s t i o n  o f  t h e  a r t i f i c i a l  p r i c e ,  t h a t ' s  p a r t  o f  wha t  I 'm

do in g  h e r e ,  and I  t h i n k  t h e  Commis s ione r  t o o k  i s s u e  w i t h

e a r l i e r  t e s t i m o n y  I  made when I  s a i d  I  t h o u g h t  t h i s  was a

f l a w  i n  t h e  t h i n g ,  and  i t  c e r t a i n l y  was ,  I  t h o u g h t ,  a

f l a w  i n  t e rm s  o f  i t s  p u r p o s e  o f  p r o v i d i n g  r e l i e f ,  and  now

T. do u n d e r s t a n d  why t h ey  do t h i s  wh ich  i s  a n o t h e r  o b j e c t i v e ,

t h a n  wha t  a p p e a r e d  t o  be  t h e  i n t e n t  o f  t h e  b i l l  and I 'm

g o i n g  t o  come back  t o  t h e  whole  q u e s t i o n  o f  t he  a-.;u . f i c i a l

p r i c e .  I t ' s  v e r y  c l e a r  t h e y  d i d  t h i s  by d e s i g n .  I ' d  l i k e

to  a g a i n ,  a s  you a s k e d ,  t a l k  a b o u t  j u s t  v e r y  r o u g h l y  what

i t  does  t o  Prudhoe  Bay and t h e n  t o  Cook I n l e t ,  and t h en

d i s c u s s  t h e  c o n s e q u e n c e s  o f  t h a t .  Aga in ,  f o r  P rudhoe  Bay,

l o o k i n g  a t  5 , 00 0  and 10 ,000  b a r r e l  day w e l l s  a t  P rudhoe

Bay,  t h i s  b i l l  a l s o  r a i s e s  t a x e s  s i g n i f i c a n t l y  on t h o s e

w e l l s  a s  does  t h e  o t h e r  b i l l . ,  as  does  I1B 32] t h a t  we l ooked

a t  b e f o r e ,  e xc us e  me 1IB 144,  t h a t  we l oo k ed  a t  b e f o r e ,  b u t

i t  does  n o t  r a i s e  them as  s h a r p l y  a s  t h e  o t h e r  t a x .  I f

we t a k e  a 5 , 000  b a r r e l  a day w e l l ,  I  s a i d  t h a t ,  and I ' m  no t

g o i n g  t o  run  t h r o u g h  a l l  t he  numbers  h e r e ,  I t h i n k  b u t  t h a t

t he  o t h e r  t a x  f o r  a 5 , 0 0 0  b a r r e l  a day w e l l  r a i s e d  t h e  t a x

ab o u t  39% on a 5 , 000  b a r r e l  a day w e l l .  T h i s  t a x  would r a i s e

i t  ab o u t  297» i t  a p p e a r s  t o  us u s i n g  t h e  pr esumed hu nd red
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b a r r e l  f i g u r e .  The d i s c r e p a n c y  be tween  t h e  two g e t s  l a r g e r  

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

t h e  end o f  t h e  s c h e d u l e  i n  t h e  o t h e r  b i l l ,  and  f o r  a  10 ,000  

b a r r e l  a  day w e l l ,  HB 144 r a i s e d  i t  58%, t h i s  would  r a i s e

i t  a b o u t  27% on t h e  v e r y  p r o d u c t i v e  w e l l s ,  so  i f  i t  b o t h

i n c r e a s e d  t a x e s  on P ru dhoe  Bay,  c l e a r l y  t h e  one ,  HB 144 would 

i n c r e a s e  them s i g n i f i c a n t l y .

SENATOR HUBER - T h a t  would  be e f f e c t i v e  o f  wha t  o f  5 and 10.

RICHARD KILGORE - Okay,  t h e  e f f e c t i v e  r a t e  would be ve ry  

c l o s e  t o ,  on t a x a b l e  b a r r e l s  i.t would be v e r y  c l o s e  t o  107,.

On 5 , 0 0 0 ,  i t  would be 9.8% and 9.97, on t h e  10 , 000 .  I t  a p p r o a c h e s  10%.
SENATOR HUBER - J u s t  s l i g h t l y  u n d e r  t en  p e r c e n t  f o r  a t o t a l

m 'ximum. Or f u l l y  2 and 1 /2  p e r c e n t ,  a l i t t l e  o v e r  2 and 1/2

p e r c e n t  be low L o u i s i a n a .  Us ing  t he  A d m i n i s t r a t i o n ' s  b i l l .

RICHARD KILGORE - T h a t ' s  c o r r e c t .

SENATOR HUBER - And i t  would be r i g h t  a t  L o u i s i a n a  w i t h  

t h e  o t h e r  b i l l ,

RICHARD KILGORE - C l o s e  t o  i t .  T h a t ' s  c o r r e c t .
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Now, l e t ' s  Look a t  wha t  happens  t o  t h e  Cook I n l e t  o l d  o i l  

p r i c e  h e r e .  T h i s  b i l l  a s  t h e  o t h e r  one l o r  a 100 b a r r e l  

a day w e l l  e l i m i n a t e s  t h e  t a x  a l t o g e t h e r .  I t  does  e x a c t l y  

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

you go t o  300 b a r r e l  a  day w e l l s ,  t h e s e  a r c  t h e  w e l l s  t h a t  

w e ' r e  c o n c e rn e d  w i t h  b e c a u s e  o f  t h e i r  p r o d u c t i v i t y  and t he  

o l d  o i l  p r i c e  t h e y  have  t o  b a r e ,  t h e y  g e t  t h e  t a x  t h e r e  

d o e s n ' t  go down, b u t  i t  i n c r e a s e s .  I t  goe s  up f rom 2 6 . 6  c e n t s  

on g r o s s  b a r r e l s  t o  4 0 . 6  c e n t s .  I t  goes  up by 14 c e n t s  a 

b a r r e l .  Th is  t a x  r a i s e s  i t  t h a t  much.  On a 500 b a r r e l  

a  day weLl ,  i t  r a i s e s  i t  by ab o u t  13 and 1/2  c e n t s ,  and on

a 1. ,000 b a r r e l  a day w e l l .  I 'm  s o r r y  14 c e n t s  i n c r e a s e  on

a 300 b a r r e l  a day we] L, 22 c e n t s  on a f i v e  hu nd re d  b a r r e l

a day w e l l ,  and 28 c e n t s  on a 1 , 000  b a r r e l  a day w e l l .

What L t h i n k  a r e  p a r t i c u l a r l y  d i s t u r b i n g  a r e  t h e  i n c r e a s e s  

on t h e  lower  p r o d u c t i v i t y  we Lis .  A w e l l  as  low a s  300 b a r r e l s  

a day which  we a l r e a d y  have  some c o n c e r n  f o r  b e c a u s e  o f  t h e  

e f f e c t i v e  r a t e  on (.lie o l d  o i l  t h i n g  ha s  a c t u a l l y  a f a i r l y  

s u b s t a n t i a l  i n c r e a s e  i.n I t s  t a x  b u r de n .  As Commiss ioner  

G a l l a g h e r  s l a t e d  c o r r e c t l y ,  you g e t  t h i s  r e s u l t  b e c a u s e  

o f  r a i s i n g  t he  f l o o r  p r i c e  e s s e n t i a l l y .  You a r e  r a i s i n g  

t he  f l o o r  p r i c e  f rom $ 6 .1 0  t o  $ 7 ,5 0  and you have  h i g h e r  

t a x  r a t e s  a t  t h e  same t i m e ,  and i t ' s  d e l i b e r a t e l y  d e s i g n e d  

t o  do t h i s .  Nov/, we r e a l l y  feel,  t h a t  t h i s  k i n d  o f  goes  

a g a i n s t  what  we feeL a r e  good p r i n c i p a l s  o f  s e v e r a n c e  

t a x a t i o n .  What y o u ' r e  s a y i n g  i s  t h e  p r o d u c e r  i n  Cook I n l e t  

lie r e c e i v e d  a r e l a t i v e l y  low o l d  o i l  p r i c e  e s t a b l i s h e d  by
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t h e  F e d e r a l  gov e rn me n t .  T h i s  i n  t u r n  r e s t r i c t s  h i s  own 

p r o f i t a b i l i t y ,  b u t  t h e n  t h e  S t a t e  adds  t o  h i s  b u r d e n  by 

t a x i n g  him as  i f  he r e c e i v e d  $ 7 . 3 0 ,  and i t  seems t o  us 

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

makes t h e  s i t u a t i o n  w o r s e .  One o f  t h e  r e a s o n s  g i v e n  

f o r  d o i n g  t h i s  i s  t h a t  t h e  F e d e r a l  gove rnment  i s  f o l l o w i n g  

an  u n w i se ,  o r  I  t h i n k  i t  was d e s c r i b e d  as  a  f o o l i s h  p r i c e  

p o l i c y .  Now, t h i s  may o r  may n o t  be t h e  c a s e .  I 'm  n o t  

w i l l i n g  t o  p a s s  a judgement:  on t h a t ,  b u t  t h e y ' r e ,  you 

s h o u l d  know t h a t  t h e  F e d e r a l  governmen t  does  have  r e a s o n s  

f o r  d o i n g  t h i s .  T . t ' s  not  c a p r i c i o u s ,  t h e y  do have  r e a s o n s .  

They have  c o nc e rn  o v e r  t h e  e f f e c t .  What t h e y ' r e  co n ce rn e d  

w i t h  i s  t h i s ,  w e ' v e  had a f a n t a s t i c  i n c r e a s e  i n  t h e  o i l  

p r i c e s  o u t s i d e  t he  U n i t e d  S t a t e s  by t h e  OPF.C n a t i o n s  and 

i f  one f r e e s  t h e  o i l ,  t h e  o l d  o i l  p r i c e ,  i t  w i l l  go up 

v e r y ,  v e r y  s h a r p l y .  I t  w i l l ,  p e r h a p s  i n  some c a s e s ,  c l o s e  

t o  t r i p l e  in p r i c e ,  and t h e  p e o p l e  a r e  c o n c e r n e d  ab o u t  (die 

c o n s e q u e n c e s  o f  t h i s .  R i g h t l y  o r  w r o n g l y , t h ey  a r e  c o n c e rn e d  

ab o u t  t h e  I n f l a t i o n a r y  im pa c t  on co nsumer s .  T h e y ' r e  c o n c e r n e d

ab ou t  when   p r o d u c e r s ,  b e c a u s e  t h e s e  a r e  on o l d

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

and so  on and t h e r e f o r e  you have  do q u e s t i o n  w h e t h e r  you 

want  t o  g i v e  them huge i n c r e a s e s  in t h e  p r i c e  and w i n d f a l l s .  

There  i s  c o n c e rn  o v e r  t h a t .  So t h e r e  a r e  r e a s o n s ,  anil you 

can  a r g u e  one way o r  a n o t h e r ,  but: t h e r e  a r e  r e a s o n s  f o r  t h i s .
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SENATOR HUBER - Would i t  be f a i r  t o  s ay  that :  t h o s e  r e a s o n s  

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

ga s  p r i c e s  a s  would  be  i n  i n t e r - s t a t e  commerce a s  w e l l  a s  

s e t t i n g  a f r e e - m a r k e t  p r i c e .  I t ' s  t h e  same p r i n c i p a l  i n  

b o t h  c a s e s .

RICHARD KILGORE -  As d e r e g u l a t i o n  o f  n a t u r a l  ga s  p r i c e s .  Yes.

SENATOR HUBER - D e r e g u l a t i o n  o f  n a t u r a l  g a s .  D e r e g u l a t i o n  o f  

p e t r o l e u m  would do t h e  same t h i n g ,  i t  wou ld  i n c r e a s e  t he  

p r i c e  a t  t h e  b u r n e r  o r  t h e  p r i c e  a t  t h e  ga s  t a n k  as  i t  comes 

in o u t  o f  t h e  no / . c l ,  bu t  a l l  o f  t h e  o t h e r  f a c t o r s  o f  

p ro  and con a r e  t h e  same.

RICHARD KILGORE - Yes ,  t h a t ' s  r i g h t ,  and t h e  c o n c e r n  i s  

t h a t  i f  you l e t  i t  go up Lo, and I r e a l l y  o b j e c t  t o  t h e  

word f r e e - m a r k e t  p r i c e  b e c a u s e  w e ' r e  n o t  t a l k i n g  ab o u t  

f r e e - m a r k e t  p r i c e ,  -what  w e ' r e  t a l k i n g  a b o u t  i s  i t  goe s  

t o  a p r i c e  a d m i n i s t e r e d  by OPEC. T h a t ' s  what  w e ' r e  t a l k i n g  

a b o u t  g o i n g  from p r i c e  a d m i n i s t e r e d  by t h e  F e d e r a l  g o v e r n ­

ment  Lo a p r i c e  a d m i n i s t e r e d  by Ol'EC. T h i s  i s  by no means 

a f r e e - m a r k e t  p r i c e .  I t ' s  a m a r k e t  p r i c e ,  bu t  one s e t  by 

OPEC, and s e t  by p o l i t i c a l  r e a s o n s  as  much as  f o r  economic  

r e a s o n s .

SENATOR HUBER -• Some o p us a r e  r e f e r r i n g  t o  f r e e - m a r k e t  p r i c e  

t hough  as  t o  t h i s  f r e e - m a r k o l  p r i c e  t h a t  e x i s t s  t h a t  we t a l k
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ab o u t  what: t h e  p r i c e  would  be i f  OPEC were  n o t  eon L*ro l i n g  

i t .  Some of.  us a r e  t a l k i n g  ab o u t  a t r u e  f r e e - m a r k e t  p r i c e

RICHARD KILGORE - S e n a t o r ,  I  d o n ' t  know wha t  t h e  p r i c e  would  

be i f  OPEC were  n o t  c o n t r o l i n g  i t .

SENATOR HUBER - We d o n ' t  know. We have  p r o j e c t i o n s  j u s t  

l i k e  we do on what  Prudhoe  Bay i s  g o i n g  t o  c o s t .

RICHARD KILGORE - One t he  one hand ,  i f  OPEC d i d  n o t  e x i s t

one would  c e r t a i n l y  e x p e c t  o v e r  t ime  t h a t  t h e  p r i c e  would

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

e n e r g y  s o u r c e s  wh ich  a r e  q u i t e  h i g h  i n  t h e  $2.0 - $25 r a n g e .

On t h e  o t h e r  hand ,  i n  t h e  s h o r t  r u n ,  you do have  an ov e rh a ng

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

were  no OPEC, and i t  were  p e r f e c t l y  f r e e  m a r k e t ,  t h e r e ' s

no r e a s o n  why t he  p r i c e  c o u l d n ' t  d rop  t o  l e s s  t h a n  $1 .00

pe r  b a r r e l ,  b e c a u s e  t h a t ' s  what  c o s t s  a r e  i n  t h e i r  s u r p l u s

c a p a c i t y .  I f  t h e r e  were  t r u l y  c o m p e t i t i v e  f r e e  m a r k e t ,  one

would  have $1 .00  a b a r r e l  o i l  o r  l e s s  b e c a u s e  t h a t ' s  what

i he c o s t s  a r e  in t h e  m id d l e  e a s t ,  l e s s  t h an  that ,  so b u t

as  t ime wont  on ,  and i b i s  s u r p l u s  wh ich  o v e r h a n g s  t he  marke t

now, and wh ich  would push i.t down, g e t s  e a t e n  up and i t

w i l l , one would t h e n  have  p r i c e s  moving o f f  in  t h e  o t h e r

d i r e c t i o n .  T d o n ' t  know what  t h e  p r i c e  would  be.  But

anyway,  w e ' r e  t a l k i n g  a b o u t  n o t  l e t t i n g  t he  p r i c e ,  t h e  U.S.
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gove rnmen t  as a  m a t t e r  o f  p o l i c y ,  n o t  l e t t i n g  i t  go t o  a p r i c e  

s e t  o u t s i d e  i t s  own b o r d e r s  by an o r g a n i s a t i o n  o f  p e t r o l e u m  

e x p o r t i n g  compa n i e s ,  and  t h a t ' s  what  w e ' r e  t a l k i n g  a b o u t .

I t ' s  t h e  i n t e n t  a p p a r e n t l y  o f  t h e  Cong r e s s  n o t  t o  do t h i s  

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

c o n c e r n e d  w i t h  w i n d f a l l s ,  and  a l s o  t h a t  t h e r e ' s  no way o f  

a s s u r i n g  t h a t  t h e  p r i c e  t h a t  would  be  s e t  by OPEC i s  an 

a p p r o p r i a t e  p r i c e  f o r  o u r  i n t e r n a l  m a r k e t s  f o r  ou r  own 

c o s t s  and so f o r t h .  T h e r e ' s  no way o f  knowing w h e t h e r  t h e y  

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

t h e  U n i t e d  S t a t e s  o r  a p r i c e  t h a t  may be v e r y  much h i g h e r  

t h a n  p e o p l e  t h i n k  i t  i s  now o r  maybe even a p r i c e  l ower .

Not good enough f o r  d e v e l op m e n t  o f  o u r  d o m e s t i c  r e s o u r c e s .

So t h i s  i.s a m a t t e r  o f  n a t i o n a l  p o l i c y  and p e o p l e  can q u a r r e l .

SENATOR HUBER - F e a b l e  minded  o r  o t h e r w i s e .................

RICHARD KILGORE - W e l l ,  I  d o n ' t  want  t o  c h a r a c t e r i z e  i t .

I 'm t r y i n g  t o  g i v e  you a few o f  t he  r e a s o n s  f o r  do in g  t h i s ,  

and t i l l s  i.s a m a t t e r  o f  f e d e r a l  p o l i c y .  Now, b u t  even i f  

i t  i s  a f o o l i s h  p o l i c y ,  o r  at: Least: i f  A l a sk a  v i ews  i t  as  

one ,  o r  t h e  p e o p l e  who d i d  t h i s  l e g i s l a t i o n  t h i n k  i t  i s ,

1. t h i n k  t h a t  you have  t o  a s k ,  i f  t h a t  i s  t h e  c a s e ,  s t i l l . ,  

why do you want  t o  t hen  p u n i s h  p r o d u c e r s  f o r  t h i s  p r i c e  

p o l i c y  b a s i c a l l y .  They a l r e a d y  s u f f e r  enough from I t  i n  

t e rms  o f  t he  r e v e n u e s  t h e y  r e c e i v e ,  why do you want  to  go an
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added  s t e p  and r a i s e  t h e i r  t a x e s  b e c a u se  o f  t h i s .  I  d o n ' t  

t h i n k  i t ' s  r e a s o n a b l e  t o  assume t h a t  i f  you do t h i s  you 

w i l l  f o r c e  n a t i o n a l  p o l i c y  t o  change  by what  you do i n  t h e  

way o f  t a x a t i o n  h e r e  i n  A l a s k a .  Tha t  seems t o  be r e a s o n a b l e .

GEORGE SILIDES - Madam Cha i rman ,  may I  a sk  a q u e s t i o n ?

I n  a d d i t i o n  t o  you r  comment o f  b e i n g  u n a b l e  t o  f o r c e  n a t i o n a l  

p o l i c y ,  would  you t h i n k  t h a t  t h i s  k i n d  o f  t a x  i s  c o u n t e r ­

p r o d u c t i v e ?

RICHARD KILGORE - I su p p os e  i t ' s  p o s s i b l e ,  I  don ' t ,  r e a l l y  

know t h e  answer  t o  t h a t ,  b u t  I  suppose  t h e r e  a r e  r e a s o n s  

t h a t  m ig h t  want  t o  l e a d  one t o  t h a t  r e s u L t ,  and i f  t h e  FEA 

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

t h e n  i t  s e e s  t h e  S t a t e  o f  A l a s ka  i n  f a c t  impos ing  h i g h e r  and 

h i g h e r  t a x e s  on su c h  low p r o d u c t i v i t y  w e l l s .  I  d o n ' t  know. 

I t ' s  n o t  i n c o n c e i v a b l e  t h a t  i t  would e n t e r  i n t o  t h e i r  

t h i n k i n g  in  t h i s  m a t t e r  R a t h e r  t han  p r o v i d i n g  r e l i e f ,  i t  

seems t h a t  t h e  S t a t e  o f  A l a s k a  goes  i n  t h e  o t h e r  d i r e c t i o n  

in t h i s  s i t u a t i o n .

SENATOR HUBER - George b r o u g h t  so m e th in g  up h e r e .  I s n ' t

t h i s  t h e  f a c t  t h a t  i t  e f f e c t s  t h e s e  300 b a r r e l  w e l l s  j u s t

b e c a u s e  o f  t he  t o t a l  t a x  maximum t h a t  we pay and t h e n  how

we a p p l y  t h e  m ec ha n i c s  o f  t h e  f o rm u l a .  They c o u l d  f o r

i n s t a n c e ,  m od i fy ,  and t h e  m a t h e m a t i c s  o f  i t  I  would have
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Lo f i n J  one from somebody e l s e  how, so t h a t  t h a t  p o i n t  would 

h i t ,  maybe,  more on a  f i v e  o r  s i x  h und red  b a r r e l  a day w e l l  

and  maybe g i v e  a s  much a s  10.3% o r  10.4% o u t  o f  Prudhoe  Bay 

i n s t e a d  o f  an even  10%, and  t h e  f o r m u l a  d i d d l e d  w i t h  

enough t o  change  t h a t  p o i n t  t o  whe re  i t  would be c o r r e c t .  

C o u l d n ' t  t h a t  be done?

RICHARD KII.GORE - Yes i t  c o u l d  be .  I f  you l i k e  t he  b a s i c  

a p p r o a c h  o f  t he  c o n t i n u o u s  f o r m u l a  ....................

SEPATOR HUBER - A p p a r e n t l y  you J o ,  and T. do t o o ,  and we 

m i g h t  c o n s i d e r , and G e o r g e ' s  q u e s t i o n  p o i n t e d  up t h a t  we 

m ig h t  c o n s i d e r  s o m e th i n g  from b e i n g  John  Mesaemler  i s  h e r e ,  

t h a t  t h ey  m igh t  g i v e  us  an a l t e r n a t i v e  i s  t h a t  r e a s o n a b l e  

Madam Chairman?

CHAIRMAN POLAND - Weil  y e s ,  e x c e p t  t oday  wo have  Mr. K i l g o r e  

w i t h  u s .  He ' s  l e a v i n g  on a p l a n e  and we want  t o  t ak e  

a d v a n t a g e  o f  t h i s .  We can  b r i n g  t h i s  up.

SENATOR HUB HU - I  have  c o n s i d e r e d  t h i s ,  Madam Chai rman,  to  

be a work s e s s i o n  w i t h  him,  and i t ' s  more v a l u a b l e  t o  me, 

t h e  way w e 'v e  been  c o n d u c t i n g  i.L h e r e  t o d a y ,  t han  a n y t h i n g  

t h a t  w e ' v e  had.

CHAIRMAN POLAND - Well f i n e .  Let ; ' s g i v e  him a chance  t o

ge t  wi t h  i  t:. „ „ __ __
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RICHARD KILGORE - Okay,  we r e a l l y  a r e  c o n c e r n e d  w i t h  how 

t h i s  a s p e c t  w ork s .  T he r e  a r e  two p a r t s  where  A l a s k a  i s  

a t t e m p t i n g  t o  impose  i t s  own v i ew o f  wha t  t h e  p r o p e r  p r i c e  

p o l i c y  s h o u l d  be ,  t h a t  i s  i f  t h e y  want  t h e  OFEC p r i c e .  I t  

comes on t h e  f l o o r ,  and i t  a l s o  comes as  I  s a i d  b e f o r e  i n  

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

e n t e r s  i n  two p l a c e s ,  and we have  s e r i o u s  q u e s t i o n s  ab o u t  

t h i s  and what  you r e a l l y  want  t o  do .  I f  t h e  b a s i c  i n t e n t  

o f  t h e  l e g i s l a t i o n  i s  t o  p r o v i d e  r e l i e f  t h a t  you d o n ' t  go 

o f f  i n  t h e  o t h e r  d i r e c t i o n  s i m p ly  b e c a u s e  y o u ' r e  unhappy 

w i t h  t h e  p r i c e s  b e c a u s e  t h i s  t h ro ws  a l l  t h e  bu rd en  on t he  

p r o d u c e r ,  and t h e n  y o u ' r e  g o i n g  e x a c t l y  a g a i n s t  what  you 

r e a l l y  want  to  do,  and you c o u l d  have  economic  c o n se q u e n ce s  

t o  t h i s .

I u n d e r s t a n d  your  c o n c e r n  w i t h  t h e  p r i c e s  t h a t  you get: f o r

yo u r  o i l . ,  and y o u ' d  r a t h e r  get.  h i g h e r  p r i c e s  t h an  lower

p r i c e s ,  and t h a t ' s ’ f i n e ,  ’nut: t h e  q u e s t i o n  i s  Ll: t he  p r i c e

i s  no t  set: at: a l evel ,  t h a t  you t h i n k  i s  a p p r o p r i a t e  t h en

what  do you do a b o u t  i t ,  and I g u e s s ,  i t ' s  j us t :  bo the r so me

to  us t h a t  what you do a b o u t  i t  i s  t hrow a bu rden  back on

a p r o d u c e r  h e r e .  T h a t ' s  what: y o u ' r e  do in g  about: i t ,  and

that :  t h en  goes  a g a i n s t  what  we f e e l  i.s an a p p r o p r i a t e  k i n d

o f  s e v e r a n c e  t a x  b e c a u s e  t h en  you run  i n t o  a l l  t h e  k i n d  o f

economic  p rob l ems  w i t h  t h i s  g r o s s  t a x  and t h a t ' s  our  c o n c e r n ,

and we a p p r e c i a t e  why you t h i n k  in t e rms  o f  f l o o r s  and why

you want, t o  gel. an a d e q u a t e  v a l u e  f o r  y ou r  o i l . ,  and so f o r t h ,
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and we u n d e r s t a n d  why you do i t ,  i t ' s  t h e  c o n s e q u e n c e s .

T h i s  t a x  a l s o  r a i s e s  t h e  t a x  on n a t u r a l  g a s .  I f  y o u ' l l  

r e c a l l  o u r  t e s t i m o n y  b e f o r e ,  we were  a lways  p o i n t i n g  ou t  

to  you t h a t  i f  you d i d  t h i s  you would have  an impac t  on 

A l a sk an  cons um er s ,  t h a t  would  f l ow  t h r o u g h  t o  A l a sk an  

co n su m er s .  I  n o t i c e d  t h a t  t h e r e  i s  a n o t h e r  b i l l  whi ch  

i s  HB 329,  SB 239 wh ich  i s  a r e s i d e n t i a l  f u e l  c r e d i t ,  and 

T. p r esume  t h a t  t h e  i n t e n t  o f  t h i s  i s  t o  m i t i g a t e  t o  some 

e x t e n t  t h e  impac t  t h a t  r a i s i n g  t h e  ga s  t a x  would have  on 

A l a s k a .  Consumers - w e ' r e  n o t  r e a l l y  i n  a p o s i t i o n  t o  know 

how a d e q u a t e l y  i t  does  t h i s  b e c a u s e  t h i s  has  t o  do w i t h  

what  f u e l  b i l l s  r e a l l y  a r e  i n  Ancho rage  and so  on.  We 

r e a l l y  d o n ' t  have t he  i n f o r m a t i o n  t o  c a l c u l a t e  how a d e q u a t e l y  

t h a t  does  t h a t ,  b u t  o b v i o u s l y ,  you a r e  c o n c e r n e d  w i t h  that:  

a s p e c t  t o  i t ,  anu t h e  b a l a n c e  o f  t h e  I n c r e a s e  o f  c o u r s e  

would  be a s s e s s e d  a g a i n s t  e x p o r t s .  I t h i n k  t h a t  t h e  o t h e r  

t h i n g  I s h o u l d  p o i n t  o u t  i s  t h a t  h e r e  you have in t h i s  n o t  

o n l y  an i n c r e a s e  in t he  t a x  r a t e  f rom 470 t o  10%, b u t  a l s o  

i n t r o d u c e  a f l o o r  p r i c e  h e r e ,  t h a t  i s  a minimum 6.4% , e r  

MCI’ , which i s  an e f f e c t i v e  f l o o r  p r i c e  o f  64 c e n t s  p e r  MCF, 

and I t h i n k  we have t he  same r e s e r v a t i o n s  h e r e  ab o u t  t h i s  

as  you do on t he  oi  l. s i d e .  I f  you have  oi l .  f l o w i n g ,  p r o d u c e r s  

g e t t i n g  J e s s  t han  64 c e n t s ,  someone m en t i o n ed  42 c e n t s  t he  

o t h e r  day ,  bu t  l e s s  t h an  64 c e n t s ,  t h e n  you s t a r t  t o  r a i s e  

t h e  e f f e c t i v e  r a t e  o f  i t ,  and 1 t h i n k  we have t he  same 

p rob l ems  wii.h il h e r e  as  wo. would anywhere  e l s e ,  and t h i s
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a l s o  ha s  a ga s  f l a i r e d  f e a t u r e  t a x a t i o n ,  b u t  i t ' s  on ly  

d o u b l e ,  n o t  f i v e  t i m e s ,  and a l l  my comments on t h a t  

go f o r  t h i s  t oo .

SENATOR HUBER - Tha t  i s  i n  t h e  e q u a l i z a t i o n  d e a l ?

RICHARD KILGORE - No, i t ' s  i n  t h e  s e v e r a n c e  t a x ,  i t s e l f .  

T h e r e ' s  a p r o v i s i o n .

I n  t h e  end ,  I ' d  l i k e  t o  t a l k  a l i t t l e  b i t  ab o u t  t h i s  whole

q u e s t i o n  o f  t h e  o v e r a l l  t a x  b u r d e n  anti how you a s s e s s  i t ,

Lh.e k in d  o f  q u e s t i o n s  t h a t  S e n a t o r  Racier has  been t a l k i n g  

a b o u t ,  b u t  L would f i r s t  j u s t  l i k e  t o  make a few comments 

on t h e  p r o p e r t y  t a x  b i l l ,  u n l e s s  t h e r e  a r e  some o t h e r  

q u e s t i o n s  h e r e  on t h e  s e v e r a n c e  t a x .

CHAIRMAN POLAND - No. I was g o i n g  t o  s u g g e s t  t h a t  when you 

a r e  f i n i s h e d  on t he  b i l l ,  and b e f o r e  you k i n d  o f  wrap up,  

t h a t  we t a k e  a f i v e  m inu t e  b r e a k .

RICHARD KILGORE - Okay,  s h a l l  I  j u s t  s ay  a few t h i n g s  ab ou t  

t h e  p r o p e r t y  t a x .  I. have  r e l a t i v e l y  l i m i t e d  comments h e r e .

HR 323,  SB 237,  now, t h i s  e x t e n d s  t he  p r o p e r t y  t a x  t o  some 

o t h e r  a r e a s  as  you know t o  r e f i n e r i e s ,  ga s  p l a n t s ,  and a l s o  

t o  m a r in e  t r a n s p o r t a t i o n ,  and I. 0 I i .quil  a c t i o n  f a c i l i t i e s ,  

and .so f o r t h .  So i t  e x t e n d s  t h e  k i n d s  o f  t h i n g s  t h a t  you 

would t a x  w i t h  you r  p r o p e r t y  t a x  Mow, t h e  o n l y  r e a l  comment
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t h a t  we have  h e r e  a r e  t h a t  Cor e a c h  o f  t h e s e  a r e a s  t h a t  y o u ' r e  

t h i n k i n g  oi: p r o p o s i n g  a p r o p e r t y  t a x  on ,  you t h i n k  c a r e f u l l y  

a b o u t  whe re  t h a t  t a x  w i l l  a c t u a l l y  be b o r n e .  Y o u ' r e  t a l k i n g  

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

o b v i o u s l y  i s  b o r n e  by p r o d u c e r s .  They r e a l i z e  p r i c e s  i n  t h e  

l o w e r  ' 43  t h a t  a r e  s e t  f o r  them,  and t h e  t a x  you impose  i s  

a t a x  w h i ch  t h e y  have  t o  b a r e  i n  t e rm s  o f  t h e i r  own p r o f i t a b i l i t y ,  

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

a r e a s  t h a t  you a r e  e x t e n d i n g ,  and what  I t h i n k  you ough t  t o  

t h i n k  a b o u t  what  you a r e  d o i n g ,  be.cause i f  y o u ' r e  l o o k i n g  

a t  p r o p e r t y  t a x e s  on r e f i n i n g  i n  A l a s k a ,  we would e x p e c t  

t h a t  mos t  o f  t h e  r e f i n i n g  c a p a c i t y  i n  A l a s k a  f o r  some t ime  

t o  come would be  b a s i c a l l y  c a p a c i t y  o r i e n t e d  t o  s u p p l y i n g  

low m a r k e t s  so t h a t  t he  t a x  Lhat  you impose  on t h o s e  

r e f i n e r i e s  p r e s u m a b l y  would o v e r  t h e  l ong  r u n  be bo rne  

by A l a s k a n  consumer s .  Y o u ' r e  a s s e s s i n g  a t a x  which  goes  

t o  t h e  t r e a s u r y ,  b u t  e v e n t u a l l y  t h a t  t u x  would have t o  be 

bo r n e  by consumer s  i f  t he  r e f i n e r i e s  a r e  t o  o p e r a t e  p r o p e r l y .

So you have  t o  wor ry  ab o u t  t h e  i n c i d e n c e  o f  t h e  t a x .  I f  

y o u ' r e  l o o k i n g  a t  I. & G f ac . iL i t . l e s  you have  t o  wor ry  a ga i n  

a b o u t  t h e  c o n se q u e n ce s  o f  t h i s  and what  w i l l  happen ,  and who 

w i l l  a c t u a l l y  b a r e  t h i s .  Wi l l  i t  be a c o s t  t h a t  w i l l  s i m p ly  

be p a s s e d  a l o n g  b e ca u se  t he  f a c i l i t i e s  un d e r  an PPG j u r i . s -  

d i c l  ion wi i 1 be p a s s e d  a l o n g  as  p r o b a b l y  may be t he  c a s e .

I t ' s  n o t  c l e a r  Lhat: i f  i t ' s  I. & G o r  e x p o r t  t o  f o r e i g n  

c o u n t r i e s  w h e t h e r  t h i s  would be t h e  c a s e .  Who would  b a r e  

i t ,  i t ' s  no t  e n t i r e l y  c l e a r .
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GEORGE SILIDES - Would I t  n o t  a l s o  have  an e f f e c t  on a 

d e c i s i o n  a s  t o  w h e t h e r  t o  l o c a t e  i n  A l a s k a .

RICHARD KILGORE - Yes ,  i t  c o u l d  un de r  c e r t a i n  c i r c u m s t a n c e s .

I f  i t ' s  a  c o s t  wh ich  b a s i c a l l y  t h e  p e r s o n  t h i n k i n g  o f  p u t t i n g  

i n  t h e  f a c i l i t y  has  t o  b a r e  h i m s e l f  b e c a u s e  he h a s n ' t  g o t  

an  a u t o m a t i c  p a s s  a l o n g  o r  he c a n ' t  p a s s  a l o n g  t o  A l a s kan  

c o n s u m e r s ,  o r  he  c a n ' t  t h r o u g h  h i s  r e g u l a t o r y  p r o c e s s ,  

p a s s  i t  a l o n g ,  t h e n  s u r e l y ,  i t  would  be one o f  t h o s e  t a x  

e n t e r i n g  i n t o  h i s  d e c i s i o n  as  t o  w h e t h e r  t o  l o c a t e  i n  A la ska .  

Noone can  s ay  w h e t h e r  t h i s  i s  t h e  t h i n g  t h a t  would swing 

i t  i n  t h e  b a l a n c e ,  b u t  o b v i o u s l y ,  i t ' s  p a r t  o f  t he  package  

o f  d o i n g  b u s i n e s s ,  i f  i t ' s  a  h i g h e r  c o s t ,  it:  c o u l d  have 

some e f f e c t ,  y e s .

The l a s t  one i s  m a r in e  t r a n s p o r t a t i o n ,  and t h e r e ,  w e l l  t h e r e ' s  

a  q u e s t i o n  o f  l e g a l i t y ,  I  g u e s s ,  bu t  we c a n ' t  a d d r e s s  o u r s e l v e s  

t:o t h o s e ,  b u t  i t  seems t o  me you migh t  have  some c o n c e rn  

a b o u t  t h i s  one t o o ,  b e c a u s e  you a l r e a d y  f a c e  a p rob l em 

where  you a r e  c o n c e r n e d  w i t h  t he  f a c t  t h a t  your  o i l  may 

have  t o  move t o  q u i t e  d i s t a n t  m a r k e t s ,  f o r  example  t h e  U. S. 

g u l f  and  t h e  e a s t e o a s t ,  and y o u ' r e  ve ry  much r i g h t l y  conce rne d  

about,  t h a t  l ong  haul  and t h o s e  h i gh  t r a n s p o r t a t i o n  c o s t s  

and what  i.t may do t o  yo u r  w e l l h e a d  v a l u e ,  and i f  you go t h i s  

r o u t e  o f  t a x i n g  m a r i n e  t r a n s p o r t a t i o n ,  you o b v i o u s l y  add 

t o  t h e  c o s t  o f  t r a n s p o r t a t i o n ,  I d o n ' t  know how much would 

be thrown up by t h i s  t a x ,  bu t  you a r e  in p r i n c i p a l  anyway
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a d d i n g  t o  t h e  c o s t  o f  t r a n s p o r t i n g  y o u r  o i l  wh ich  c e r t a i n l y  

works  i n  t h e  d i r e c t i o n  o f  l o w e r i n g  cne v a l u e  o f  you r  o i l ,  

so  I t h i n k  t h a t  you o ug h t  t o  c o n s i d e r  t h i s  a s  w e l l ,  a s  I 

s a y ,  i n  e a c h  c a s e  c o n s i d e r  t h e  c o n s e q u e n c e s ,  b u t  h e r e  y o u ’ r e  

p u t t i n g  an added  c o s t  on t r a n s p o r t a t i o n  and i t  may be s m a l l ,  

b u t  i t  c e r t a i n l y  works  .in t h e  d i r e c t i o n  o f  l o w e r i n g  your  

w e l l h e a d  v a l u e .  B a s i c a l l y  t h a t  c o n c l u d e s  my r ema rk s  on 

t h e  s p e c i f i c s  o f  t he  b i l l .

I  would  l i k e  t:o c o n c l u d e  w i t h  a few r em a r ks  a b o u t  t h i s  o l d  

q u e s t i o n  o f  the. t o t a l ,  t a x  b u r d e n  i n  A l a s k a .  What f a i r  

s h a r e  i s ,  and  a t  what  p o i n t  do you d e s t r o y  i n c e n t i v e s ,  

un de rm in e  p r o f i t a b i l i t y  and  t h e  l i k e ,  and o f  c o u r s e  

S e n a t o r  Rader  ha s  been  p r e s s i n g  a number o f  p e o p l e  f o r  

a n sw e r s  t o  t h i s ,  b u t  as  he h i m s e l f  in a s k i n g  t he  q u e s t i o n  

a d m i t s ,  t h e r e  o b v i o u s l y  i s  no e a s y  answer  t o  t h i s  q u e s t i o n ,  

i f  t h e r e  we re ,  somebody would  have  g i v e n  i t ,  and I  c a n ’ t  

g i v e  you an e a s y  ans we r .  A number  o f  t h i n g s  have  been 

s u g g e s t e d ,  aL l  o f  wh ich  make a  c e r t a i n  amount  o f  s e n s e .

What k i n d  o f  a c t i v i t y  i s  t h e r e  i n  t h e  S t a t e  has  been 

s u g g e s t e d .  A number o f  p e o p l e  have  s u g g e s t e d  Looking a t  

t h e  t o t a l  t a x  bu rde n  i n  A l a s k a ,  r e l a t i v e  t o  o t h e r  s t a t e s .

I have  a few comments on t h a t  a s p e c t  t o o .  I t  c l e a r l y  

i s  i m p o r t a n t  what, t he  t o t a l  t a x  burden  i s  on t h e  o i l  and 

ga s  i n d u s t r y ,  t h e r e ’ s j u s t  no dou b t  a b o u t  t h a t  and how 

i t  compa res  w i t h  o t h e r  s t a t e s .  I t  c e r t a i n l y  i s  n o t  j u s t  

t h e  a b s o l u t e  amount o f  d o l l a r s  b e i n g  p a i d  o r  d o l l  i r s  pe r
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Pa g e : L i n e :

ADD NEW SECTION 2

A p u r c h a s e ^ o f  r o y a l t y  o i l  on a one y e a r  n o n - r e n e w a b l e  b a s i s  

• rens ins  e l i r i b l '  t o  r.ogo::iat<- r  l on g  t o r n  p u r c h a s e  agreet . ian£ 

i n  t c co rd an ce  w i t h  a l l  the o c h e r  p r o v i s i o n  o f  AS 3 8 , 0 6 . 1 8 2 ,

AS 18 ,05 .183 , and AS 58.06 .055
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O r ig in a l  sponso r:  Resources Committee O ffered : 3 /19 /75
R efe rred : Rules

IN THE SENATE BY THE RESOURCES COMMITTEE

CS FOR SENATE BILL NO. 17*1 

IN THE LEGISLATURE OF THE STATE OF ALASKA
i •

NINTH LEGISLATURE -  FIRST SESSION 

A BILL

o r  an Act e n t i t l e d :  "An Act r e l a t i n g  to  th e  ta k in g  o f  o i l  and gas r o y a l ty -

in - k in d ;  and p ro v id in g  fo r  an e f f e c t i v e  d a te . "

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

* S e c t io n  1. AS 38 .05 .182 i s  amended t o  read :

Sec. 38 .05 .182 . ROYALTY ON NATURAL RESOURCES. Any r o y a l ty  provided

fo r  i n  s e c s .  135 -  181 o f  t h i s  c h a p te r  s h a l l  [MAY] be tak en  in  kind 

r a t h e r  th an  in  money u n le s s  [ IF ]  the  commissioner, w ith  th e  consen t o f  

th e  b o ard , de term ines  t h a t  th e  ta k in g  in  money [KIND] would be i n  the  

b e s t  i n t e r e s t  o f  th e  s t a t e .  The consent o f  the  board i s  r e q u i re d  only 

w ith  r e s p e c t  to  o i l  and gas r o y a l ty - in - k in d  under se c .  1 8 3  o f  t h i s

c h a p te r .  The a c t io n  o f  th e  commissioner and th e  board w ith  r e s p e c t  to

o i l  and ga3 r o y a l ty - ln - k ln d  under s e c .  183 o f  t h i s  c h a p te r  i s  s u b je c t  to  

th e  p r i o r  app rova l of th e  l e g i s l a t u r e  in  accordance w ith  AS 38 .06 .055 . 

excep t fo r  nonrenewable c o n t r a c t s  not exceeding one y e a r  l r  d u ra t io n  

which may be e n te re d  in t o  to  r e l i e v e  a sh o rtag e  o f  s to r a g e  c a p a c i ty .

* Sec. 2. This Act ta k e s  e f f e c t  immediately i n  accordance w ith  AS 0 1 .1 0 .-

27

28 

29

070(c).
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• But- Alaska Consolidated V ice

______________»»«»"»»     ■ ■ ■■■—■  ■■ « —

R e s o u r c e  D e p t . t v d n t s  f l e x i b i l i t y

%  'J: A t r ̂  -- •-
■ M f S p p  >•'•' ;■' •

' ' ■ ' -  . - .

on
JUNEAU (AP)—State officials are

pledge

-In a related issue, the board received 
seeking an unusual written pledge from . ^ a  revised proposal for a $400 million 
Prudhoe B ay producers to guarantee /.petroleum  refinery in Alaska based on 
Alaska's right to switch from taking its /, a  commitment for the sale of Alaska’s 
North-Slope royalty oil in-value to in- /  royalty oil, the second such offer the 
kind, the Royalty Oil and Gas A dvisory- ' board has received in as many weeks. 
'Boardwas told Tuesday. - V .\v -The proposal by Alaska ; Petroleum

In a-m em o to the boards outgoing. * Co- was submitted in competition with a 
Natural:Resources Commissioner Guy .sim ilar deal offered by Alaska. Con- 
Martln said he has written to all North 4 : solidated Shipping, I n c . , a  Native 
Slope leaseholders, asking them to sign corporatiombacked firm, .
an agreem ent by March IS to give the . .̂ Officials of Alaska Consolidated also 
state, advance .written permission to <•- appeared before the board to modify 
take back its royalty oil with one < -/their deal, and representatives for both 
month’s  notice. v ^  . , firm s exchanged verbal blows over the

-The action was prompted by the ]relative merits of the competing 
recent revelation that Federal Energy . proposals. 1. -
Administration regulations prevent any The Alaska Petroleum proposal 
producer from terminating contracts would call for the purchase of 150,000

the adverse FEAworries about 
regulations.

v. George H. Shipley, a director and 
consultant for Alaska Petrol um, 
declined to say where the proposed 
refinery might be located, but added 
that his company has examined "six to 
eight” sites, including Valdez, Point 
M acKenzie near A nchorage and 
TyonekonCook Inlet.

S hip ley  • attacked  the refinery  
proposal offered last month by Alaska 

. Consolidated, saying the company had 
u n d e r e s t im a te d . it s  c o s t s  and  
overestimated its benefits.

for. the sa le of their oil without the barrels a day of the state’s  royalty 
consent of the purchasers. - w ’ share of Prudhoe Bay crude to use in a

Since taking its oil in value through “world-scale refinery," which would 
cash royalty payments is interpreted take five years to plan and develop, 
by the FEA as a contract sale, the state company officials said, 
would not be able to later take its oil in - . Alaska Petroleum is a Houston-based 
kind unless the purchasers concur. subsidiary of the Coastal States Gas

Alaska's congressional delegation V. Corp., which owns three refineries with 
also" dispatched letters to the board. ; - P“Oduction capacity of nearly .200,000 
urging fliat the state take ail of its . barrels of oil a day. '  :
royalty oil tn-Kind as soon as production • A key to the Alaska Petroleum  
begins. . ... ,. . “  ;• proposal is a provision to purchase all

Mike Gravel said he has 
analyzed the federal energy law and 
has "concluded that state control of its 
royalty oil may. be lost if the state at 
any tim e elect to take its royalty oil in 
value, rather than in-kind.” ,

Sen. Ted Stevens said that his reading 
of the federal Mandatory Petroleum  
Allocation Act indicates "a great threat 
to Alaska's future welfare ex ists.”

Rep. Don Young Joined Stevens and 
Gravel in urging the board to make a 
quick decision on what to do with tho 
state’s  royalty oil. :

"Our best hope,”. Stevens said, 
"resides in taking our oil in-kind from 
the initial drop pumped’.’ and selling it 
to bidders1 who will give the state 
"m axim um  assurances that we can  
withdraw our oil without opposition 
from them or the Federal Energy 
Administration.” • ! HW  

Oil production from Prudhoe Bay is 
scheduled to begin upon completion o f ' 
the trans-Alaska pipeline in July.

And since the state is required under 
its oil leases to give the leaseholders six . 
months nottce prior to taking its royalty 
oil or gas in-kind,, the opportunity to 
take oil In-kind from initial North Slope 
production already has been lost unless 
the producers-agree to sign the pledge 
P’moosed by Martin., : " - •

of the state’s royalty oil for the. first 
month or two that it flows, countering

1 t.r-

President Jim Stupp disputed Shipley's 
claim s and said he would present a 
point-by-point rebuttal to the board 

/la te r . ' *• '
In Its revised proposal, Stupp said he 

was “75 to 80 per cent certain” his 
company's plans for a $225 million 
refinery would prove economically 
feasible.

The Alaska Consolidated proposal 
calls for a refinery which would use 
150,000 barrels of state royalty oil per 
day. It also calls for the state to sell the 
firm 100,000 barrels of royalty oil a day 
during the three to five-year period 
b efore  the re fin e ry  w ould  be 
operational.
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____________________
Mr. P r e s i d e n t :

The Commit tee  on - OURCES h a s  had
r e l a t i n g  t o  s t a t e ,  a s s u m p t i o n  o f  t h e  n n t i u a  .1 p o l l u t a n t  d i s c h a r g e  e l i m i n a t i o n  
s y s t e m

u n d 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  t h e  co mmi t t e e )  ( t h e  comm i t t e 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  amendment (s )

( ) recommends i t  be  r e p l a c e d  w i t h  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  Note

( ) r e p o r t s  i t  b a ck  w i t h o u t  r ecommendat i on

( ) and recommends i t  be r e f e r r e d  t o  t h e __________________Commit tee
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J a n u a r y  10, 1978

T h e  H o n o r a b l e  J o h n  L. R a d e r  
P r e s i d e n t  o f  the S e n a t e  
A l a s k a  State L e g i s l a t u r e  •
Juneau, A l a s k a  99811

D e a r  Mr. President:

U n d e r  the a u t h o r i t y  o f  art. Ill, sec. 18 o f  the A l a s k a  
Constitution, a n d  in a c c o r d a n c e  w i t h  AS 2 4 . 3 0 . 0 6 0 ( b )  and  
t h e  U n i f o r m  R u l ^ s  o f  the A l a s k a  State Legi sl at ur e , I am 
t r a n s m i t t i n g  a b i l l  to p r o v i d e  t h e  D e p a r t m e n t  o f  
E n v i r o n m e n t a l  C o n s e r v a t i o n  w i t h  s u f f i c i e n t  s t a t u t o r y  
a u t h o r i t y  to a s s u m e  r e s p o n s i b i l i t y  for i m p l e m e n t i n g  the 
N a t i o n a l  P o l l u t a n t  D i s c h a r g e  E l i m i n a t i o n  S y s t e m
("NPDES") w i t h i n  Alaska.

T h e  N P D E S  is e s t a b l i s h e d  u n d e r  sec. 402 o f  the F e d e r a l 
W a t e r  P o l l u t i o n  c o n t r o l  A c t  (33 U.S.C. § 1251 e t  sect. ). 
It r equires t h a t  a ny p e r s o n  d i s c h a r g i n g  a p o l l u t a n t  into 
w a t e r  o b t a i n  a p e r m i t  from the U n i t e d  S tates
E n v i r o n m e n t a l  P r o t e c t i o n  A g e n c y  ("EPA"). Th e s e c t i o n  
also provides, however, t h a t  state e n v i r o n m e n t a l
d e p a r t m e n t s  w i t h  s u f f i c i e n t  a u t h o r i t y  m a y  i m p l e m e n t  the 
N P DE S p r o g r a m  w i t h i n  their jurisdic ti o ns . S o  far, 
t w e n t y - s e v e n  s t a te s a n d  the V i r g i n  Islands ha ve  a s s u m e d  
the program.

In 1976, the l e g i s l a t u r e  u r g e d  m e  to d i r e c t  the 
D e p a r t m e n t  of E n v i r o n m e n t a l  C o n s e r v a t i o n  to a s s u m e  the 
N P D E S  p r o g r a m  "as q u i c k l y  as p o s s i b l e . "  H C R  122, 9th 
Leg., 2 n d  Sess. I s h a r e  the l e g i s l a t u r e ' s  b e l i e f  chat 
w a t e r  p o l l u t i o n  c o n t r o l  is a state r es p on s i b i l i t y ,  and 
t h a t  our c i t i z e n s  s h o u l d  be able to deal w i t h  t h e i r  own 
state officials, r a t h e r  t h a n  d i s t a n t  federal b u r ea uc ra ts , 
in o b t a i n i n g  w a t e r  p o l l u t i o n  cont ro l p e r mi ts . Th e 
p r i m a r y  constraint, u n t i l  now, has b e e n  a l a c k  o f  f u n di ng  
to p r o p e r l y  a d m i n i s t e r  the program. However, u n d e r  
a m en dm en ts  to the federal A c t  now in C o n g r e s s i o n a l  
C o n f e r e n c e  Committee, i t  is li kely t h a t  s u f f i c i e n t



f e d e r a l  funds w i l l  b e  a v a i l a b l e  to remove this fiscal 
s t u m b l i n g  block. G i v e n  t h e  p r o b a b l e  a v a i l a b i l i t y  o f  
s u f f i c i e n t  federal p r o g r a m  grants, the time is ri pe  for 
e q u i p p i n g  the d e p a r t m e n t  w i t h  the s t a t u t o r y  t oo ls 
n e c e s s a r y  to o b t a i n  E P A  approval.

T h e  b i l l  w i l l  n o t  t a k e  e f f e c t  until E P A  has a c t u a l l y  
d e l e g a t e d  the N P D E S  p r o g r a m  to the state, a n d  the 
d e p a r t m e n t  w i l l  p e t i t i o n  for d e l e g a t i o n  o n l y  w h e n  
s u f f i c i e n t  p r o g r a m  funds are secured. B y  m e e t i n g  
s t a t u t o r y  d e f i c i e n c i e s  i n  advance, I am c o n f i d e n t  t h a t  
t h e  d e p a r t m e n t  w i l l  b e  ab l e to a ssume the p r o g r a m  a t  a 
f a r  e a r l i e r  ate t h a n  i f  l e g i s l a t i o n  w e r e  d e f e r r e d  
p e n d i n g  suffi . ' at funding.

T h e  t r a n s m i t t e d  b i l l  b o r r o w s  h e a v i l y  from the m o d e l  s ta te  
N P D E S  b i l l  p r e p a r e d  b y  t he C o u n ci l of State G o v e r n m e n t s  
i n  1973. T h e  b i l l  c o n f e r s  u p o n  the d e p a r t m e n t  t he 
a u t h o r i t y  to e s t a b l i s h  d i s c h a r g e  standards a c c o r d i n g  to 
t h e  c r i t e r i a  e s t a b l i s h e d  in the federal Act, and p r o v i d e s  
f o r  p e r m i t  proce d ur es , a n d  the i m p o s i t i o n  of p e r m i t  t er ms  
c o n s i s t e n t  w i t h  f e d e ra l req ui re me nt s . The b i l l  w a s  also 
d r a f t e d  to p r o v i d e  for d e l e g a t i o n  to the d e p a r t m e n t  o f  
t h e  federal d r e d g e  a n d  fill p e r m i t  p r o g r a m  c o n t a i n e d  in 
sec. 404 o f  the f e de r al  Act. U n d e r  p e n d i n g  a m e n d m e n t s  to 
t h e  federal Act, this program, as well as the N P D E S  
p rogram, c a n  b e  d e l e g a t e d  to the states, and, certainly, 
t h e  s am e c o n s i d e r a t i o n s  w a r r a n t i n g  a d e l e g a t i o n  o f  the 
N P D E S  p r o g r a m  a p p l y  to d e l e g a t i o n  of the d r ed g e a n d  fill 
p r o g r a m  as well. The b i l l  also allows the d e p a r t m e n t  to 
i s s u e  gen er al  p e r m i t s  for m i n o r  discharges, o b v i a t i n g  the 
n e e d  for small o p e r a t i o n s  to b e c om e e n m e s h e d  in 
r e g u l a t o r y  d e t a i l s  w h e n  t h e i r  activities p o s e  n o  rea l  
e n v i r o n m e n t a l  c o n s e q u e n c e s .

P a s s a g e  of this l e g i s l a t i o n  w i l l  n o t  b r i n g  w i t h  i t  a 
w e a k e n i n g  o f  w a t e r  p o l l u t i o n  c o nt ro l  efforts. U n d e r  the 
f e d e r a l  Act, s t a n d a r d s  e s t a b l i s h e d  b y  the d e p a r t m e n t  m u s t  
b e  as s t r i n g e n t  as fede r al  requirements. T he bill will, 
however, m a k e  the d r a f t i n g  and  m o n i t o r i n g  o f  p e r m i t s  a 
s t a t e  function, a n d  w i l l  p r o v i d e  for state e s t a b l i s h m e n t  
o f  s t a n d ar d s for t h o s e  o p e r a t i o n s  for w h i c h  no f e d e ra l 
s t a n d a r d  has b e e n  adopted.

T h e  bi l l does p o s e  a legal uncertainty. T o  g a i n  E P A  
approval, state p r o g r a m s  m u s t  p r o v i d e  t h a t  p e r m i t t e  .s 
c o n s e n t  to i n s p e c t i o n s  o f  t he d i s c h a r g i n g  facilities. 40 
C.F.R. § 124.45(c). In
W o o d s  and Rhode, Inc. v. D e p a r t m e n t  of Labor (No. 1433, 
J u n e  2, 1977), the A l a s k a  S u p r e m e  Co ur t r u l e d  t h a t  the


