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NATIONAL CONFERENCE OF STATE LEGISLATURES
ENERGY PROGRAM — GEOTHERMAL PROJECT 
PROPOSED TECHNICAL ASSISTANCE PROGRAM FOR ALASKA

Study Area*
A. Resource Characterization
B. Resource Access
C. Resource Allocation
D. Permitting
E. Finance
F. D is t r ic t  Heating
G. Public U t i l i t y  Commission

S ta f f  Responsibilities
NCSL Energy s t a f f ,  in conjunction with leg is la t ive  s t a f f ,  w i l l identify 
issues, conduct research, analyze policy concerns, investigate administrative 
responses and prepare leg is la t ive  proposals, as needed.
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INTRODUCTION

The NCSL Geothermal Pro ject is assisting the Alaska Legislature in a review o f 
geothermal po lic ies . To date project s t a f f  have conducted f ie ld  research on 
two occasions, as well as participating in a public workshop (9/13/79) co­
sponsored by the Joint Special Comnlttee on Renewable Energy Policy. As a 
resu lt o f these ac t iv it ies  NCSL proposed a State Technical Assistance Program 
(see Appendix A) which was ra t i f ied  by the comnlttee leadership (9/14/79).
This document has been prepared pursuant to the state workplan as background 
material fo r a c.omnittee meeting (11/8/79) interied to consider the policy 
recornnendations herein. The study areas identified in the state workplan 
are treated as follows:
I .  Proposed Comprehensive Geochermal Resources Act

• Includes resource characterization (d e f in it ion ) , resource access ( leasing ), 
water law, permitting and well regulation, and resource a llocation .

I I .  Financial Package
• includes a review o f various tax and other incentives fo r geothermal 

producers and users, as well as suggestions regarding a state geothermal 
fund (th is section should be considered in conjunction with the NCSL 
Small-Scale Hydro Policy Report which contains additional material 
regarding state financing o f energy development).

I I I .  D is t r ic t Heating
• Includes a proposal to authorize publicly-owned heating d is t r ic ts , 

as well as a review o f u t i l i t y  regulatory Issues.
IV. Miscellaneous

•  Includes funding fo r  administrative agencies, I1fe-cycle costing, 
building codes and zoning, amendments to the Water Use Act and 
environmental procedures.



I .  PROPOSED GEOTHERMAL RESOURCES ACT

Synopsis
I t  is recornnended that the existing geothermal statute (38.05.181) be repealed 
and re-enacted 1n a simplified form. The NCSL d ra ft geothermal statute is 
proposed fo r discussion purposes.
The proposed act would:

(1) redefine geothermal resources via a temperature threshold (120°C/248°F)
(2) provide fo r mineral leasing o f geothermal resources on state lands
(3) establish statewide regulatory authority 1n the Division o f Minerals and Energy Management over geothermal d r i l l in g  activity
(4) indicate the applicability of the Water Use Act (46.15) to geothermal development
(5) provide fo r simplified access to state lands fo r low-temperature 

development
(6) establish regulatory authority over low-temperature development in 

the Division o f Forest, Land and Water Management
The overall design o f the proposed act is to distinguish between the 
development o f high-grade thermal resources by major projects (e .g . , e lectrical 
generation, industrial process heat) and the development o f "hot groundwater" 
fo r small-scale direct uses (e .g . .  space heating, greenhouses, aquaculture). ,The proposed act would also establish the relationship o f geothermal development 
to existing water uses. Certainty, simplification of procedures and stimulation 
o f development are the objectives.



DISCUSSION DRAFT

TITLE 38. PUBLIC LANDS

Chapter . Geothermal Resources Act

A rtic le
1. Declaration o f  Policy and Definitions
2. Geothermal Leasing and Regulation
3. Low-Temperature Development

ARTICLE 1. LicCLARATION OF POLICY AND DEFINITIONS

Sec. 1
A. I t  1s declared to be 1n the public Interest to foster and promote the 
discovery, development, production, u t i liza t ion  and disposal o f geothermal 
resources in the state o f  Alaska in such a manner as w ill prevent waste, 
provide fo r  maximum economic recovery, protect corre la tive rights, and 
safeguard the natural environment and the public welfare.
B. I t  1s declared to be 1n the public Interest to foster and promote, 
under existing law, the u t i l iz a t ion  o f the thermal energy contained 1n the 
groundwaters o f  the state o f Alaska 1n an e f f ic ien t and environmentally sound fashion.
Sec. 2
This act shall apply to a l l  lands 1n the state o f Alaska, Including federal 
and Alaskan Native lands to the extent allowed by law. When any o f these lands 
are coumitted to a unit agreement Involving lands subject to federal Jurisdiction , 
the operation o f  this act o r any part o f  this act may be suspended, provided 
that the unit operations are regulated by the United States and that the 
conservation o f geothermal resources 1« accomplished under such unit agreement.
Sec. 3
Administration o f this chapter shall be under the principle o f multiple use o f 
public lands and, Insofar as feas ib le , shall allow fo r  the coexistence o f other 
permits or leases o f the same lands fo r  other purposes. Leases or permits
issued fo r lands withdrawn or acquired 1n aid o f the functions o f the Department
of Natural Resources shall carry such conditions as w il l conform the lease
operations to the purposes o f such lands.



Sec. 4

A survey o f the state's geothermal resources snail be performed by the state 
geologist anr' included in the complete geological survey o f the state 
authorized by AS 41.07.020. A statement o f the progress of the geothermal 
resources survey shall be contained in the annual report required by that 
section. A geothermal resources f i l e  shall be maintained and made available 
to the public in the offices of the State Geological and Geophysical Survey 
(and/or the State Division o f Energy and Power Development).
Sec. 5
As used in this act, unless the context requires otherwise:
A. "byproduct" means dissolved or entrained minerals and gases (exclusive of
hydrocarbon substances and helium) associated with geothermal resources,and demineralized water;
3. "correlative rights" means the right o f each geothermal owner in a
geothermc.* system to produce without waste his ju s t and eauitable share o f the geothermai resources 1n the geothermal system;
C. "division" means the Division o f Minerals a.id Energy Management in 
Article 2 of this chapter and means the Division o f Forest, Land and Water 
Management In Arti*- 3 o f this chapter;
D. "geothermal area" means the general land area which is underlain or 
reasonably appears to be underlain by geothermal resources;
E. "geothermal flu id" means brines, water and steam naturally present 1n a 
geothermal system;
F. "geothermal resources" means (1 ) the natural heat of the earth at 
temperatures ?reater than 120 decrees Celsius; (2) the energy in whatever form, 
present 1n, resulting from, created by or which may be e; ‘acted from that 
natural heat. Including pressure; (3) the material medium containing the energy; 
and (4) a l l  dissolved or entrained minerals and gases which may be obtained 
from the material medium, but excluding hydrocarbon substances and helium;
G. "geothermal system" mean: any strata , pool, reservoir or other geologic 

■formation containing geothermal resources;
H. "material medlun" means geothermal f lu ids or water and other substances 
a r t i f i c i a l ly  Introduced Into a geothermal system to serve as a heat transfer 
medium;
I .  "operator" means any person d r i l l in g , maintaining, operating, producing 
or in control o f any well;
J . "owner" means any person who has the right to d r i l l  Into, produce and
make use of geothermal resources;
K. "person" means any Individual, business entity , po lit ica l subdivision or
body po lit ic  of this or any other state;
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L. "waste" means any in e f f ic ien t , excessive or Improper production, use or
dissipation o f geothermal resources, including, but not limited to:

(1 ) d r i l l in g ,  transporting or storage methods that cause or tend to cause 
unnecessary surface loss o f geothermal resources;
(2) locating, spacing, d r i l l in g ,  equipping, operating, producing or 
venting o f any well in such a manner that resu lts or tends to resu lt in 
reducing the ultimate economic recovery o f geothe mal resources.

M. "well" means any well d r i l le d ,  converted or reactivated fo r  the discovery,
testing, production or subsurface in jection o f  geothermal resources, or o f 
groundwater valuable fo r  its  thermal ene; gy.

ARTICLE 2. GEOTHERMAL LEASING AND REGULATION
Sec. I
A. The Divisior o f Minerals and Energy Management shall have and is hereby 
given ju risd ic tion  over a l l  persons and property, public and private, necessary 
to enforce the provisions o f this a r t ic le ,  and shall have the power and authority 
to make and enforce ru les , regulations and orders reasonably necessary to carry 
out the purposes o f the act.
B. Any affected person may apply fo r a hear.ng before the division, or the 
division may in it ia te  proceedings upon any questions re lating to the administra­
tion o f  this a r t ic le ,  and ju r isd ic tion  is hereby conferred upon the division
to hear anu determine the same and enter its  ru le , regulation or order with 
respect thereto.
Sec. 2
The state o f Alaska shall own a l l  geothermal resources where 1t has t i t l e  to the 
minerals or subsurface estate. Rights to explore fo r ,  develop and u t i l i z e  
geothermal resources owned by the state o f  Alaska may be obtained so le ly  1n 
accordance with the provisions o f this a r t ic le .
Sec. 3
The division may designate geothermal resource areas and declare certain o f 
these, o r portions thereof, as a "competitive geothermal resource area," each 
o f which shall contain at least one well capable o f producing geothermal 
resources in commercial quantities.
Sec. A
A. The division may, under rules and procedures i t  shall adopt, grant 
prospecting permits and leases to any qualified person 1n order to explore fo r , 
develop or u t i l i z e  state-owned geothermal resources.
B. Where t i t l e  to the surface 1s held by a person other than the state , such 
person shall have a preferential right to a prospecting permit or lease fo r such 
parcel.
Sec. 5
A. On lands which have not been designated as a geothermal resource area,
tne division shall issue a prospecting permit to the f i r s t  qualified applicant.
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Such permit shall convey an exclusive righ t, fo r  a period o f  two years, to 
prospect fo r  geothermal resources on lands Included within the permit. The 
division may, a t Its  discretion, renew the permit fo r  an additional one year.
The division may revoke a permit should 1t find that the permittee has fa i led  
to d i l l ig e n t ly  prosecute e f fo r ts  to discover geothermal resources.
3. A holder o f  an exclusive prospecting permit shall have the r ig h t ,  within
the permit term o r th ir ty  days thereafte r, to convert such permit to a lease. 
Should the lands Included within the permit be declared a "competitive 
geothermal resource area" during the permit term, the permittee must make 
application fo r  a lease within th ir ty  days o r f o r f e i t  his conversion 
privileges and his exclusive right to prospect.
C. On lands which have been designated a geothermal resource area, prospecting
permits may be granted on a non-exclusive basis fo r  a one-year term. Such 
permits may, at the discretion o f  the d iv is ion , be renewed annually. Holders 
o f  non-exclusive prospecting permits shall have no right to convert such 
permits to a lease; however, the division may allow expenditures made under sue. 
permits to be credited against lease payments fo r  any lease covering the same 
lands, which 1s subsequently Issued to the permittee.
Sec. 6
A. On lands which have not been declared a "competitive geothermal resource
area," and which are not included under an exclusive prospecting permit, the 
division may issue a geothermal lease to the f i r s t  qualified applicant.
3. On lands declared to be within a "competitive geothermal resource area,"
and which are not Included under an exclusive prospecting permit, the division* 
may Issue geothermal leases by public auction to the highest qua lif ied bidder.
At the discretion of the d iv is ion , competitive lease sales nay be by oral or 
sealed bid , on the basis of a cash bonus, p ro fit share or other single factor.
Sec. 7
A. The d iv is ion sh a l l ,  on a l l  permits and leases, attach such conditions s 
I t  shall deem necessary to provide for multiple use of state lands, protect 
the rights of other persons holding an In terest 1n the same lands, prevent 
waste and safeguard the natural environment and the public welfare.
B. The d iv is ion sha ll ,-equlre a geothermal permittee or lessee to compensate 
the owners of prior Interests 1n the same lands for damage to those In terests , 
or to post a su f f ic ie n t bond pending Judicia l determination of the matter.
S e c ^

A. Prospecting permits and leases granted under th is a r t ic le  shall normally
be Issued on parcels a t least 40 acres In s ize , but 1n no case more than 2560 
acres 1n size .
B. No person shall own, o r hold an Interest 1n, geothermal leases covering
more than 51,200 acres; except that leases 1n commercial production, Individually 
or 1n concert, shall not be counted against this acreage lim itation .
C. All prospecting permits and leases shall be subject to an annual ren ta l,
payable in advance, o f  at least one-dollar per acre.



Sec. 9

A. Geothermal leases shall be Issued for a primary term of ten years and 
shall be renewed for an additional term of f ive  years i f  the lessee is  active ly 
engaged in d r i l l in g  operations. Geothermal leases shall be va lid for the 
duration of coirmerdal productlor up to a term of 40 years.
B. The d iv is ion may renegotiate the provisions of a geothermal lease, including 
rentals and roya lt ies , beginning 15 years a fte r the In it ia t io n  of commercial 
production and at 10 year intervals thereafter.
Sec. 10
A. The d iv is ion shall charge a royalty of at least 10" but not more than 15S 
on the gross revenues derived from the production, sale or u t i l iz a t io n  of 
geothermal resources under a state lease. I t  shall also charge a royalty of
at lea s t 2% but not more than 102 on the net proceeds derived from the production, 
sale or u t i l iz a t io n  of byproducts under such lease. In no case shall the 
combined roya lt ies on a lease be less than two-dollars per acre.
B. The d iv is ion may, a t i t s  discretion and 1n the public In terest, reduce, 
suspend or waive the royalties otherwise due under a state lease. In such 
cases, the lessee shall pay a minimum annual rental of three-dollars per acre.
Sec. 11
A. The d iv is ion shall promulgate a development program on each discernib le 
geothermal system, Including well-spacing and pooling orders, l im its on 
production and reinjection requirements, 1n order to prevent waste, promote 
maximum economic recovery and protect correlative r ights.
B. Lessees on a geoiuermal systjm, or part thereof, may enter into a unit 
agreement for cooperative development, with the approval of the d iv is ion . Th* 
d ivis ion may suspend or modify i t s  development program 1n accord with suci unit 
agreement.
C. Should the owners of two-thirds of the leasehold Interests in a geothermal 
system r a t i f y  a un it agreement approved by the d iv is ion , the d1v1s1 may 
enforce the agreement as to lessees not a party to the agreement by allocating 
production under the principle of corre lative rights and by apportioning costs 
and revenues.
D. Lease operations undir a well-spacing and pooling order or an approved 
unit agreement shall be deemed to be In compliance with individual lease 
requirements.
Sec. 12
A. The div is ion sha^l promulgate regulations covering the s i t in g , spacing,
d r i l l in g ,  casing, cementing, testing, logging, operating, producing and 
abandonment of geothermal wells so as to prevent:
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(1) geothermal resources, water or other f lu id s , and gases from escaping
Into strata other than that 1n which they are found (unless in accordancewith an approved reinjection program);
(2) pollution of surface and ground water;
(3) premature cooling of any geothermal system by water encroachment or otherwise;
(4) blowouts, cavlngs and seepage; and
(5) unreasonable disturbance or Injury to neighboring properties, prior 
water r ights, human l i f e ,  health and the natural environment.

B. The division shall cause the operator of any geothermal well or wells to 
f i l e  adequate Individual or blanket surety bonds to ensure compliance with I t s  regulations.
C. The division shall have the right to enter upon any property, public O’*
private, to Inspect a geothermal operation for compliance with I t s  regulations.
D. Geothermal wells regulated by the division shall be exempt from 011 and
Gas Cormission Jurisdiction under AS 31.05.030(g).
Sac. 13
A. Operators sha l l , prior to d r i l l in g  a geothermal well, f i l e  a notice of 
Intent with the Chief Officer of the Water Management Section of the Department 
of Natural Resources. Such notice shall contain su ff ic ien t Information to enable 
the Chief Officer to determine whether the operation of such well w i l l Interfere 
with and Impair an existing water right.
B. Operators shall not conmence the d r iv in g  of a geothermal well without
the approval of the Chief Officer, who shall grant such consent upon finding that:

(1) the proposed geothermal well operation w i l l not s ign if ican tly  
Interfere with or substantia lly impair an existing water right; or
(2) the geothermal owner has acquired through purchase or condemnation 
adequate water rights to offset the potential interference or Impairment; or
(3) the geothermal owner has obtained and dedicated an equivalent amount
of replacement water of comparable quality to the affected party or parties.

The Chief Officer shall retain his ju r isd ic t ion , Including the authority to 
suspend well operation, 1n the event of unforeseen Interference which occurs 
subsequent to his approval.
C. The withdrawal of geothermal f lu id  from a geothermal well and I t s  sale or 
u t i l iz a t io n  for primary energy production shall not otherwise be subject to the 
Water Use Act (AS 46.15). The secondary use of spent geothermal f lu id s or of 
demlnerallzed water obtained as a byproduct shall be subject to the provisions 
of the Water Use Act. However, the geothermal owner shall have a preferential 
right to appropriate such geothermal f lu id s or demlnerallzed water, 1n order to 
make beneficial use thereof.



ARTICLE 3. LOW-TEMPERATURE DEVELOPMENT

A. The Division i f  Forest, Land and Hater Management shall have and is hereby 
given ju r isd ic t ion  over a l l persons and property, public and private , necessary 
to enforce the provisions of th is a r t ic le ,  and shall have the power and authority 
to make and enforce ru les , regulations and nrders reasonably necessary to carry 
out the purposes of the act.
B. Any affected person may apply for a hearing before tne d iv is ion , or the 
d iv is ion may In i t ia te  proceedings upon any questions re lating to the administra­
tion of th is a r t ic le ,  and ju r isd ic t ion  1s hereby conferred uoon the divis ion
to hear and determine the same and enter I t s  ru le , regulation or order with 
respect thereto.
Sec. 2
A. I t  1s hereby declared that the beneficial u:*» of groundwater includes the 
extraction for sale or use of thermal energy contained therein for domestic, 
commercial, indu s tr ia l , ag r icu ltu ra l, aquacultural or ither purposes approved 
by the c iv ls lon .
B. P rio r ity  of appropriation includes the right to preserve thermal aspects 
of groundwater use from subsequent impairment.
C. The u t i l iz a t io n  of groundwater for thermal purposes shall be governed 
by the provisions of the Alaska Water Use Act (AS 46.15) and regulations 
pmailgated thereunder.
Sec. 3
A. The d iv is ion shall have the authority to Issue a special land use lease 
to any qua lif ied person who applies to use the surface of a state land parcnl
to construct a f a c i l i t y  u t i l i z in g  g oundwater for thermal purposes, or u t i l i z in g  
spent geothermal f lu id s  1n a secondary application.
B. Prlof *o the Issuance of such lease, the div is ion shall determine that 
there Is  ava ilab le unappropriated groundwater or spent geothermal f lu id s  
su ff ic ien t to achieve the purposes of the lease. In the case of groundwater, 
the appropriation shall be made 1n the name of the state of Alaska and dedicated 
to the benefit of the leasehold. Upon termination of the lease, the water r ight 
shall revert to the sta te , unless the div is ion grants an extension of the 
water r ight for good causo and In the public in terest.

Sec. 1

A. The d iv is ion shall exercise discretion with regard to the term, renewal 
and acreage (not to exceed 160 acres in size) of any special land use lease 
Issued under th is  a r t ic le .  Such condition: shall correspond to the intended 
use to be made of the state parcel. The div slon shall attach such other 
conditions to the lease as to protect the pu>Hc interest and conform the 
lease operation to other established uses of such lands.
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B. Lease payments £0 the state of Alaska shall be on the basis of an 
annual rental, payable 1n advance, or on the basis of a profit share, such 
payments to be negotiated between the lease applicant and the div is ion . In 
no case shall such lease payments total less than three-dollars per acre.
Sec. 5
A. The division shall promulgate such regulations as are necessary to
control the d r i l l in g  of any groundwater wells for thermal purposes so as to 
prevent:

(1) groundwater from escaping Into strata other than that 1n which 
they are found (unless in accordance with an approved reinjection 
program);

(2) pollution of surface and ground water;
(3) Impairment of prior water rights by premature cooling, or 

reduction 1n quality or quantity; and(4) unreasonable disturbance or Injury to neighboring orooert :S , 
human H fe, health and the natural environment.

3. The division shall have the authority to require any operator of a
groundwater well for thermal purposes to f i l e  a notice of Intent and receive 
the approval of the division prior to coitmenclng actual d r i l l in g .  The 
division may require the maintenance of such records and well logs as i t  
may require ano may enter upon any property, public or private, to Inspect 
the operations for compliance with I t s  regulations.
C. I f  the division finds that an encounter of o i l ,  gas or other hazardous 
substance Is l ik e ly  to resu lt from well d r i l l in g , the provisions of AS 31.05.030(g) 
shall apply.
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ADDENDUM TO THE GEOTHERMAL RESOURCES ACT

Art. 1 § 1 B: (deletion)
I t  1s declared to be 1n the public In terest to foster and promote (under 

existing law) the u t i l iz a t io n  of the thermal energy . . . .
Art. 1 § 5: additional defin it ion (E): re le t te r  subsequent defin itions

"geothermal effluent** means the material medium subsequent to e lec tr ica l 
production or other primary energy extraction process;
Art. 1 S 5 F: (deletion)

. . .  (3) the material medium (containing the energy); and . . .  .
Art. 1 S 4 B: additional material

. . . preference right to a prospecting permit or lease for such parcel.
Such right must be exercised at the time of the f i r s t  application for a permit 
or lease on such lands, or iT  shall be forfeited?
Art. 1 S 5 A: additional material

. . . designated as a geothermal resource area or withdrawn from entry. 
the division shall Issue . . . .
Art. 1 S 7: additional material (B); re le t te r  existing B as C

B. Lease conditions shall Include diligence requirements regarding 
d r i l l in g  and lease development. Failure to comply with such conditions shall 
be grounds for termination of the lease, unless tne\ be waived or suspended 
by the d iv is ion for good cause shown and In the public In terest.
Art. 2 » 10 B: addition and (deletion) x

•

B. The division may, for good cause shown (at I t s  discretion) and 1n 
the public In terest, reduce, suspend or waive the minimum rentals and roya lt ies 
otherwise due under a state lease. (In such casesT the lessee sha ll pay a 
minimum annual rental of three-dollars per acre.)
«*• 2 i 11 A: addition and (deletion)

. . . promulgate a development program on each producing (discernible) 
geothermal syston . . . .
Art. 2 I  11 D: addition and (deletion)

D. Lease operations under an approved development program (a well-spacing 
and pooling order or an approved) or unit agreement snail be aeemed . . . .
Art. 2 I  13 B: addition

. . .  1n the event of unforeseen Interference to prior rights wh1 :h 
occurs subsequent to his approval.
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Art. 2 S 13 C: addition and (deletion)
. . .  The secondary use of geothermal effluent (spent geothermal flu ids) 

or of demineralized water . . . .p re fe ren tia l right to appropriate such 
geothermal effluent (geothenril f lu ids) or demineralized water . . . .
Art. 3 § 2 B; delete entire section; re le tte r C to B

Some degradation of thermal aspects should be allowed, by analogy to 
allowable changes in the "condition of o te r  occurrence" (AS 46.15.050).
Excessive or unreasonable thermal degradation can be prevented via the 
regulatory authority regarding the prevention of "premature cooling"
(Art. 3, S 5 of the proposed act).
Art. 3 i 3 A: addition and (deletion)

. . .  or u t i l iz in g  geothermal effluent (spent geothermal flu ids) 1n a secondary application.
Art. 3 S 3 B: addition and (deletion)

. . . available unappropriated groundwater or geothermal effluent (spent 
geothermal f lu id s) su ff ic ien t to achieve . . . .  Upon termination of the lease, 
(the) such groundwater right shall revert to the sta te , unless the division 
grants an extension (of the water right) for good cause shown and 1n the public 
Interest. Water rights to geothermal effluent shall also be relinquished uoon 
the termination of such lease and snail be available for subsequent appropriation. 
subject to the preference right of the original geothermal owner.
Art. 3 8 5 B: addition and (deletion)

. . .  the maintenance of such records and well logs as 1t deems necessary 
(may require) and may enter . . . .
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I I .  FINANCIAL PACKAGE
A. Tax Incentives

(1) Relevant tax incentives for geothermal producers re late to the income 
tax and the property tax. W1u. regard to the income tax, Alaska follows the 
Internal Revenue Code. Thus, the geothermal tax Incentives enacted 1n the 
National Energy Act of 1978 w il l be available to geothermal producers in the 
sta te . These include: deductions for Intangible d r i l l in g  costs for development 
purposes; a declining depletion allowance; and, an additional investment tax 
cred it (not necessarily applicable to state income 1 xes). The leg is la tu re 
may wish to consider allowing Intangible costs for exploration purposes to be 
deducted and Insuring that a state investment tax cridTTTTTTlowed.

The ad valorem iroperty tax looms as the major disincentive to geothermal 
development. Front-end capital costs to develop a geother.val lease are quite 
high — a single well may cost from ha lf to more than a m illion do lla rs . Assessing 
an ad valorem tax on the value of the resource In place during these early years 
and beTore conrnerclal return, may constitute an unbearable financial burden. 
Alternative approaches include: exemption from property taxation until conrnerclal 
production begins; deferral of property tax payments un til conrnerclal production 
begins; and, substitu tion of a well-head y ie ld  tax for ad valorem assessment.

(2) Relevant tax Incentives for geothermal users also re late to the 
Income and property taxes. Income tax credits for expenditures for equ1p:.ient 
to use geothermal resources (or alternate energy sources) can s ign if ican t ly  
reduce front-end capital costs and reduce payback periods. A federal 
alternate energy Income tax cred it 1s availab le , but many states have enacted 
supplemental leg is la t ion . Another option is to exempt the added value of a 
home or business due to In s ta lla t ion  of geothermal (or alternate energy sources) 
equipment from property taxation. A b i l l  d ra ft along these lines developed by 
the Alaska Division of Power an' Energy Development, as well as an NCSL b i l l  
d ra ft *n the sub ject. Is attacned (see Appendix B).

B. Funding of Energy Development (see Small-Scale Hydro report)
Many funding avenues are available for consideration by the leg is la tu res; 

a memorandum from the Legislative Finance Division l i s t in g  these p o ss ib i l i t ie s  
1s attached (see Appendix C). With regard to geothermal development, three 
options are part icu la r ly  a ttractive:

(1) d irec t funding (via grants or low-1nterwst loans) for exploration 
and d r i l l in g  costs Incurred by municipalities. Re/enue bonding 1s Inapplicable 
to discovery and d r i l l in g  costs due to the Inherent r isk . Use of general 
obligation bonds for such purposes Is subjsct to debt l im its  and po lit ica l 
constraints. Olrect state funding would constitute an Important a lternative 
(see HB 309, Appendix C).

(2) "double barrel" bonding Is the pledge of both project revenues and 
general revenues ( fu l l  fa ith  and credit) to secure bond Issues. Given the risky 
nature of reliance on "new” energy sources such as geothermal, such authority 
may enhance the marketability of municipal geothermal bond Issues (see HB 241, 
Appendix C).



(3) state bond guarantees would be another option to enhance the 
marketability of geothermal bond Issues. Using state funds to guarantee 
bonds rather than to d l ie c t ly  fund project construction should allow the 
available dollars to go farther. In addition, private capital markets would 
oe the primary source of equity, rather than state revenues. Sucii Involvement 
of the private sector should be encouraged; d irect state funding would reduce such participation.



III. DISTRICT HEATING

A. D is t r ic t  heating 1s an attractive and potentia lly near tern application 
of geothennal resources and hot groundwater. Indeed, even normal gradient 
groundwater may be effec ien tly u t i l iz e d  via a water-to-air (groundwater 
referenced) heat pump. Given the lack of a power transmission gr d 1n Alaska, 
d irect geothermal uses such as d i s t r i c t  heating may turn out to the most 
widespread type of development.

Alaska has expressed a strong constitutional (Art. X, Sec. 5) and statutory 
(29.63.090(d)) preference against the creation of new po li t ica l en t it le s  to 
provide services which might be provided by existing ones. Municipalities 
(boroughs/cities) are already authorized to provide “heat, l ig h t ,  power (and) 
water" services (29.48.030). This seems adequate to cover d i s t r ic t  heating 
services. Borough service areas (?Q 63.090), public corporations or other 
municipal Instrumentalities (29.59.GiO) are possible d i s t r i c t  heating vehicles. 
Municipal bonding, taxing, property, franchise, regulatory and other powers 
also are adequate for Implementing d i s t r i c t  heating (see Appendix 0).

While the existing authority seems adequate, 1t may enhance the marketability 
of municipal bonds to enact a statute declaring that municipal bonds may be 
Issued to finance heating d is t r ic t s  using geothermal, waste heat and alternate 
energy services. Also, such bonds might be accredited as legal investments for 
banks, tru s t funds and other In st itu tiona l investors.

Alaska has a statute regarding Area Redevelopment (41.30) which 1s 
administered by the Board of the State Development Corporation. The statute 
authorizes cooperation with po li t ic a l subdivisions and Industry to promote 
business expansion 1n redevelopment areas. Including loans to aid financing.
I t  1s suggested that the leg is la tu re d irec t the Board to consider the organiza­
tion of heating d is t r ic t s  for Industrial/commercial parks u t i l i z in g  geothermal 
resources 1n I t s  administration of the redevelopment program.
B. Public U t i l i t y  Comnlsslon policies re la ting to the ce r t i f ic a t ion  of new 
u t i l i t i e s  ( I . e . ,  heating d is t r ic t s ) ,  service rates and r e l i a b i l i t y  of service 
may have a s ign if ican t Impact on the development of d i s t r i c t  heating. NCSL 
w i l l  be conducting additional f ie ld  research on these Issues during I t s  
November v i s i t  to Alaska and may make recommendations on these matters at a 
la te r  date.



A. Agency Funding
Agendfcs designated to administer the proposed Geothermal Resources Act will 
require adequate s ta f f  and funding levels to Implement Its provisions. These agencies and their responsibilities under the act Include:

(1} State Geological and Geophysical Survey - conduct a statewide 
assessment o f geothermal resources and maintain f i l e s  available to the public.
1. the Division o f Energy and Power Development might also be 

directed to maintain public geothermal f i le s  under the 
proposed statute.

(2 ) 01v1sion o f Energy and Minerals Manaaeme.it - designate geothermal 
resource areas, Issue prospecting permits and leases, conduct lease 
sales, manage geothermal system development, requlate geothermal 
wells, promulgate rules and procedures and Inspect geothermal 
operations.

(3) Division o f Forest, Land and Water Management - Investigate the 
Impact o f geothermal operations on existing water rights, Issue 
leases, grant hot groundwater rights, regulate groundwater wells, 
promulgate rules and procedures, and Inspect thermal groundwater operations. ,

The leg is la ture may, i f  the act 1s adopted, (demoralize these agencies with 
regard to submission of an annual operating budget request su ff ic ien t to fund 
tM  above a c t iv i t ie s .  Such funding might be »erlved from general revenues, by 
earmarking geothermal and special land use lease payments, or a combination 
thereof.
Boroughs and c it ie s  w il l also be impacted by geothermal development. Such 
Impact may Include preparing geothermal zoning elements, revising land use plans, 
Issuing various local permits and providing Increased local services. Earmarking 
of geothermal lease revenues for such purposes 1s a x i s lb le  funding option 1n 
th is regard. A b i l l  has been proposed In the Callfum a leg is la ture directing 
the conveyance of federal geothermal lease payments to Impacted counties. The 
administration 1s reconmendlng an alternative b i l l .  Copies o f these proposals 
are attached (Appendix E).
B. L1fe-Cyc1e Costing
Life-cycle costing 1s a v i ta l concept for the development of alternate and 
renewable energy sources. Construction of f a c i l i t i e s  to generate power from 
and Insta lla tion or re tro fit t ing of equipment to use such sources en ta ils large 
front-end costs. The economic advantage of alternate energy sources v1s-a-v1s 
conventional fuels emerges only when costs are compared over the total useful 
l i f e  of a fa c i l i t y  or building. That 1s, alternate energy develooment Is 
capital Intensive with re la t ive ly  fixed, low fuel costs. Conventional fuel 
development 1s often less capital Intensive — due to established Infrastructure 
but fuel costs are high and subject to escalation.

IV. MISCELLANEOUS



Thus, Hfe-cycle costing should be Incorporated Into economic analyses of state- 
*1nanced loans or grants for energy development (see the Small-Scale Hydro 
report on th is subject).
Also, construction, expansion or revamping of public buildings should Include 
life-cyc le costing of various energy systems. An NCSL b i l l  d ra ft on th is 
subject 1s attached (s«*e Appendix F).
C. Building Codes and Zoning
Local building cod.»s n d  zoning ordinances can constitute a severe Impediment to
the u t i l iz a t io n  of o’ temate energy systems. On the other hand, Innovative 
ordinances such as the San Diego County so lar hot water requirement and the 
Portland Insulation program can serve as a stimulus to the commercialization 
of alternate energy. NCSL Is  building capacity regarding these In i t ia t iv e s
and may be able to o ffer assistance to le g is la t iv e  policy reviews. One option
would be the adoption of a Joint Resolution expressing the sense of the 
leg is la tu re with regard to removing local ordinance impediments.
D. Water Use Act
The Office of Water Management is  in the process of promulgating regulations 
(11 AAC 93) to Implement the Water Use Act (46.15 AS). C larif ica tion of the 
a b i l i t y  to condition ce r t i f ic a te s  of appropriation has been Identif ied as a 
-esirable remedial amendment (see the discussion of HB 186 1n the Small-Scale 
Hydro report). With regard to geothermal and hot groundwater three In i t ia t iv e s  
are worth of examination:

(1) exp l ic i t ly  authorize the protection of thermal aspects of a water 
r igh t via p r io r ity  of appropriation;

(2) e xp l ic i t ly  authorize the Office to appropriate thermal groundwaters 
1n the name of Alaska on state lands and dedicate those water rights 
to special land use lessees;

#

(3) declare geothermal f lu id s  (over 120°C) to be exempt from 
appropriation and the Water Use Act.

E. Environmental Procedures
Alaska's Environmental Procedures Coordination Act (EPCA) has not been thoroughly 
implemented (see the Small-Scale Hydro report for further analys is) . With regard 
to geothermal development, the leg is la tu re  ma> wish to d irect that a l l  the 
relevant permits be Included within the EPCA process. In addition, 1t might 
be appropriate to develop a true master permit, application for hot groundwater 
development, whereby only a single form would need to be completed. This 1s 
suggested as a me'nod of simplifying the permit process #nr small-scale 
de.elopers.
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ALTERNATIVE ENERGY DEVICE TAX CREDIT 
1979 

GENERAL SESSION

Discussion Draft

B. No.______________  By

AN ACT RELATING TO ALTERNATIVE ENERGY DEVELOPMENT: DEFINING ALTERNATIVE 
ENERGY DEVICES; PROVIDING AN INCOME TAX CREDIT FOR SUCH DEVICES; ALLOWING A CARRY 
OVER TO SUCCEEDING TAXABLE YEARS; PROVIDING FOR AMORTIZATION OF ALTERNATIVE ENERGY 
DEVICES IN COhMERCIAL USE; DESIGNATING THE STATE TAX COMMISSION TO ADMINISTER THIS 
ACT AND ESTABLISH STANDARDS IN CONJUNCTION WITH THE UTAH DIVISION OF WATER RIGHTS 
AND THE UTAH ENERGY OFFICE.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF UTAH:
SECTION I .  Definition of Terms 

As used 1n th is act:
(a) "Alternative energy device" means (1) any system, mechanism or series of 
mechanisms which uses so lar rad iation , wind or geothermal resource for space 
heating, wate heating or cooling, or for generation of mechanical or e le c tr ica l 
energy for use but not for resa le , (2) a system that employs a flu1d-to-a1r 
heat pump operating on groundwater reservoir or a f lu id  reservoir heated by 
so lar radiation or geothermal resource, and (3) equipment necessary to u t i l i z e  
and connect to a private or municipal system for purposes of heating and cool­
ing that employs an a lte rnative energy device or heat from an industr ia l or 
u t i l i t y  cogeneration system.
(b) "Cogeneration system" means a system which produces e le c tr ica l energy and 
steam or forms of useful energy (si*h as heat) which are used for In du s tr ia l ,  
commercial, heating or cooling purposes.
(c) " In s ta l la t io n  costs" means the costs , as determined according to standards 
established 1n the administration of th is a c t , for acqu is it ion , In s ta l la t io n , 
construction, reconstruction or remodeling properly a ttr ibu tab le  to the use
of an a lte rnative energy d*v1ce.

SECTT3N I I .  Residential Tax Credit
(1) Any resident individual taxpayer who completes in s ta l la t ion  of an
a lte rnative enerqy device for use in such taxpayer's principal dwelling
prior to June 30, 1985, or who acauires t i t l e  to a dwelling *»rior to June 30, 1985,



which dwelling is to be used dS a taxpayer's principal dwelling and 1s supplied 
energy from an alternative energy device '"r which the credit allowed by this 
section has never been claimed, shall be entitled to claim a tax credit 
1n an amount equal to th1rty-f1ve percent (352' o f the In s ta lla t ion  costs o f 
such system or three thousand do lla rs (S3,000), whichever 1s le ss , against 
the Income tax l i a b i l i t y  Imposed against the taxpayer pursuant to T it le  59 
Chapters 14and 14A o f the Utah Code Annotate*., 1953. Such tax cred it shall 
be deducted from the ta^oayer's Income tax l i a b i l i t y  ‘'o r the taxable year 1n 
which the alternative e - rgy device was completed or acquired and placed In 
service by the taxpayer.
(2) I f  the amount o f such tax credit exceeds the taxpayer's Income tax l i a b i ­
l i t y  fo r such taxable year, the amount thereof which exceeds such tax l i a b i l i t y  
may be carried over fo r  deduction from the taxpayer s Income tax l i a b i l i t y  1n 
the next succeeding taxable year o r years until the tota l amount o f the tax 
credit has been deducted from tax l i a b i l i t y .
(3) The provisions o f this section shall be retroactive to the 1979 taxable year.

SECTION I I I .  Commercial Tax Credit
Any taxpayer who completes In s ta l la t ion  of an alternative energy device 

uoon real property located within this state prior to June 30, 1985, which 
real property 1s either used 1n a trade or business or held for the production 
of Income, or any taxpayer who acquires t i t l e  to real property located within 
this state prior to June 30, 1985, which real property 1s used 1n a trade 
or business or held for the production of Income and 1s equipped with an 
alternative energy device for which the cred it allowed by th is section has 
never been claimed, shall be en tit led to claim an Income tax cred it 1n an 
amount equal to th irty- five percent (352) of the ins ta lla t ion  costs of such 
system or *1x thousand dollars ($6,000) or an amount equal to the taxpayer's 
income tax l i a b i l i t y  In the taxable year for which the credit Is claimed, 
whichever 1s le s s , against the tax l i a b i l i t y  Imposed against such taxpayer 
pursuant to T it le  59 Chapters 14 and 14A of the Utah Code Annotated, 1953.
Such tax credit shall be deducted from the taxpayer's tax l i a b i l i t y  for the 
taxable year 1n which such system Is  acquired and placed Into service Ly the 
taxpayer. This provision shall apply retroactively to Include the 1979 taxable year.

SECTION IV. Federal Tax Credit
Tie federal Income tax cred it for an a lternative energy device as defined 

In th is act shall be subtracted from the state cred it prior to obtaining the 
state cred it so that the combined :red1t, state and federal, would be 352 or 
$3,000 for claimants under Section I I ,  and for claimants under Section I I I ,
352 or $6,000.

SECTION V. Amortization of Alternative Energy Oevlce
(1 ) Retroactive to the 1979 taxable year, and 1n addition to the income
tax credit allowable, any taxpayer who completes Insta lla tion  o f an altar..a**ve
energy device upon real property located within this state p rior to Juie 30, 1985,
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I :  is the oclicy of the State of Alaska to reduce the State's 
detencency on fo ss i l fue ls for internal use. I t  is the co’ icy of the 
State to u t i l i z e  these resources to earner income to the State for 
r.eeaed improvements and services.
r0?. AH ACT ENTITLED "ALTERNATE ENERGY TAX CREDIT AND PCLICY".
I .  3e i t  enacted by the State of Alaska that a State Corporate or 

Income tax credit of 75* of the cost of in s ta l l in g  an Alternate 
Energy System 1n a hone or business be granted to the in s ta l le r s .

A. Alternate Energy System is defined as systems that ha'/e
the means of energy proauction u t i l iz in g  energy sources 
other than fo ss i l or nuclear fue ls .

2. “his would include but net be limited to: Se'ar, ‘..'Ira, 
Sicrrass, Low head Hydroelectric ana geothermal energy systems.

I f  credit exceeds tax l i a b i l i t y  for year of in s ta l la t ion , i t  can 
ce carriec *crwaro to future years un til tax credit is usee en­
t i r e ly .  This Act w i l l remain in effect until 1591.

I I .  The Stata of A*.ask3 authorizes lccal taxing authorities to e.xemot 
troperty with alternate energy systems from increased assessment 
due to the system. Exemption extends unci! the las t day of Dec­
ember 1599. This aoolits to new construction and re tro f i t s .

III.Energy conservation teohninues and passive solar design qualify 
for the tax credit under the following c r i te r ia :

A. New construction can qua lify  1f 1t saves more than 1C7.
of the yearly fo s s i l fuel or e lec tr ica l re s ls t lve ty  
consumption of the la te s t ASHRAE or State of Alaska 
lighting and thermal standard f a c i l i t y  whichever 1s most 
energy e f f ic ien t .

•

3. Retrofit homes or business can qua lify for the exemption 
based on a 105 savings of energy consumption for the 
orevlous year resu lting from passive design or energy 
conservation measures.

C. After the la s t  day of December 19C2, re tro f i t  homes w i l l  
qua lify only on the portion of passive solar design or 
energy conservation measures that reduces 'ossU fuel
or e le c t r l .a l re s ls t lv e ty  ccnsumotion 105 above the 
1«test ASHRAE or State lighting and thermal standards 
whichever 1s the most demanding.

D. Maximum tax credit allowed 1s $10,000 combined recerel 
and State allowances. rede*a1 credits must be taken 
f i r s t  before state tax credits w il l be allowed.

IV. new multiunit housing fa c i ' i t ' e s  must •'ave individual mtt*-*ng 
'cr reir.ng arc !4gn:ing centre Is td zua lify  *pr tnis tax e r e c t .
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S U B J E C T :  P o w e r  P r o j e c t  F i n a n c i n g

FROM: M i l t  barker, F i s c a l  A n a l y s t
L e g i s l a t i v e  F i n a n c e  D i vision

F o l l o w i n g  is a s u m m a r y  c f  the v a r i o u s  f u n d i n g  s o u r c e s  and 
m e c h a n i s m s  t h a t  m i g h t  be used to f i n a n c e  p o w e r  p r o j e c t s :

1. G e n e r a l  Funds c a n  b e  a p p r o p r i a t e d  to fund e n t i r e  
p r o j e c t s ,” 1-cnt-tr.d c o s t s  ( r e c o n n a i s s a n c e  a n d  f e a s i b i l i t y  
studies, e n g i n e e r i n g ,  etc.), r e s e r v e s  for r e v e n u e  bonds, or  
p a r t i a l  p r o j e c t  cccts. A p p r o p r i a t i o n  o f  g e n e r a l  f u n d s  c a n
be  d e s i g n a t e d  as c o n i n g  f r o m  the r e s e r v e  for en e r g y  f a c i l i t i e s 
d e v e l o p m e n t  a c c o u n t  w h i c h  is a l l o c a t e d  5% o f  m i n e r a l  rents, 
ro y a l t i e s ,  and bonuses, o r  t h e  r e s e r v e  for c a p i t a l  o u t l a y  
a c c o u n t  w h i c h  is a l l o c a t e d  25% of m i n e r a l  revenues.

If the a p p r o p r i a t i o n  is m a d e  as a g r a n t , it s h o u l d  
p r o b a b l y  be v i e w e d  as a s ubsidy. T h i s  w o u l d  a l l o w  u n d e r­
ta k i n g  of p r o j e c t s  t h a t  w o u l d  n o t  o t h e r w i s e  occur, a l t h o u g h  
it is c o n c e i v a b l e  t h a t  a p r o j e c t  w o u l d  be s u b s i d i z e d  e v e n  if 
c a p a b l e  of b e i n g  c o n v e n t i o n a l l y  f i n a n c e d  in c 'der to l o v e r  
c o s t s  to users, say to f i ght i n f l a t i o n  o r  p r o v i d e  o r  p r o m o t e  
e c o n o m i c  d e v e l o p m e n t .

If tna g e n eral funds are a p p r o p r i a t e d  as a Joan o r  to 
the p o w e r  p r o j e c t  r e v o l v i n g  fund o r  v/ater r e s o u r c e s  r e v o l v i n g  
fund to be p a s s e d  o n  as a l o a n  w h i c h  w i l l  u l t i m a t e l y  b e  p a i a  
bac]; o u t  of p r o j e c t  revenues, the a p p r o p r i a t i o n  m a y  o r  m a y  
no t  i n v o l v e  a s u b s i d y  d e p e n d i n g  o n  tha terms of tl.e loan.

T h o  p a y b a c k  of  Icar.s f r o m  t h e s e  r e v o l v i n g  funds w i l l  
e v e n t u a l l y  c r e a t e  a n o t h e r  so u r c e  o f  funding; how e v e r #  at 
p r e s e n t  t h ere are e s s e n t i a l l y  no un.loaned funds in t h e e e  
r e v o l v i n g  funds.

2. R e v e n u e  h o r J a  c a n  be  sold by the S t a t e  th*
A l & 3 ka Pc. . ,r nubnc.r; ty for c o n s t r u c t i o n  ocats. If tl.e S t ' t o  
w e r e  to cr.isLine ita full *«*ith *nd crodlt: w i t h  the p X e - j e t  
rover.uas in a **do u b  1 • b «.r r a *.r d ’* ‘oe n v. c. l over i n t e r e s t  r a t -? 
c o u l d  b.. r e t a i n e d .  (s*../ i H U c n i n  nv.te r i a l s  ».c 141 w h i c h  
p r o p o s e s  t'.i: c o m b i n e d  r e v e n u e - g e n e r a l  e-bli : cicn '.*or.d.i 
S u c h  bv uht w t u l d  tn sc v o t e r  a p p r o v a l .



3. G u a r a n t e e s  of  r e v e n u e  b o n d s  h a v e  been p r o p o s e d  from 
p e r m a n e n t  fund i n c o m e  in U3 ‘114. B o n d  u n d e r w r i t e r s  e s t i m a t e  
this t e c h n i q u e  c o u l d  get i n t e r e s t  r a t e s  down to w i t h i n  1/4 
to 1/2 of a p e r c e n t a g e  point: o f  G.O. bends. The a d v a n t a g e  
of this p r o p o s a l  is that p e r m a n e n t  fund income is the o n l y  
a v a i l a b l e  so u r c e  of r e v e n u e  that c a n  l e g ally be d e d icated, 
thus a v o i d i n g  the n e c e s s i t y  of m a k i n g  a large a p p r o p r i a t i o n  
to a r e s e r v e  or g u a r a n t e e  fund to a s s u r e  the b o n d h o l d e r  of 
m o n i e s  to b e  pa i d  in the e v e n t  of a default.

4. S u b s i d i e s  o f  r e v e n u e  b o n d s  are p r o p o s e d  in C S H B  414 
(attached) by s e t t i n g  a s ide 50i o f p e r m a n e n t  fund i n c o m e  for 
g u a r a n t e e s  o? bonds for w h i c h  it is e s t i m a t e d  that p r o j e c t  
r e v e n u e s  v i l l  n o t  be s u f f i c i e n t  to pay debt service.

5. G . C. bonds cr  d o u b l e - b a r r e l  bcr.ds c c ulu be i 3 s u t d  
tor n r o j t c  t h a t  w e r e  n o t  c a p a o l e  osf p a y i n g  the debt s e r v i c e  
This w o u l d  be a n o t h e r  w a y  of p r o v i d i n g  subsidies w h e r e  
r.eadud and d e t e r m i n e d  to bs a p p r o p r i a t e .

6. ler.n can be m a d e  fr o m  the p e r m a n e n t  fund p r i n c i p a l  
However, it will u s u a l l y  be c h e a p e r  for tne S t ate to isMU'i 
bon**, f t  Ica-tt G C I’s or g u & r a n t s r d  r e v e n u e  bands, at tax- 
e x e m p t  i n t e r a c t  r a u s  of cay 6t thar. to a p p r o p r i a t e  cr  
their gene r a l  a n d  p e r m a n e n t  funds w h i c h  can be i n v e s t e d  in 
t a x a b l e  sec u r i t i e s  e a r n i n g  m u r e  like G*.

7. The A l a s k a  renewablv* r e s o u r c e s  c o r p o r a t i o n  coulrl 
fund pov:fe_- p r rjccts ^rom their 51 of m i n e r a l  revenues; 
however, genet -iiy t h eir m a n d a t e  is to a s s i s t  i n n o v a t i v e  
p r o j e c t s  ra t h e r  than st a n d a r d  h y d roelectric facilities.

M 2 2 : pv.f 
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0 ISTRICT HEATING:
LEGAL & INSTITUTIONAL PARAii£TrRS

IC«nn<th A. Wonstolen

National Conference of State Legislature* -  Denver, Colorado 
Geothermal Policy Project

AESTRACT
01str1ct heating Is a proven vehicle for the direct application of geothermal energy. Sue* cessful systems currently exist In Iceland, Franc* and the U .S ., with numerous others In planning or construction stages. As geothermal resources cone on-line, d istrict heating is likely to be a widespread method of u t i l i ­zation. Such systems will provide centralized space-conditioning, as well as "cascaded* uses where feasible. Legal and Institutional factors should be examined to ensure an ade­quate foundation for Implementing geothermal d istric t heating.

INTRODUCTION
District heating basically means the central­ized distribution of heat to multiple end- users within a particular service area. Cas­caded utilization would Involve the successive use of progressively cooler fluid (e.g . Indus­trial process heat, space-conditioning, green- housing, aquaculture). The heat source may be geothermal, solar or fossil fuel. The use of cogenerated or waste heat would be especially appropriate. If  alternate energy sources are used, supplemental fossil fuel capacity may be necessary to meet peak demands or a n * r g e n r < * s .  Various entitles, both private and public, nay constitute Chicles to develop and operate a heating d lt—i c t .  Such a heating d istrict will be presimmd to be a u tility .

INVESTOR-OWNED UTILITIES
The private sector may organize a heating d is tric t by Incorporating an Investor-owned u t il ity . Some existing u tilitie s  may already have a steam distribution system 1n place. In other states, specific legislative authori­zation for u t ilit ie s  to provide d istrict heating services may be required. Such authori­zation should allow the production and trans­mission of various heat medlimm, including geothermal, for public and private use.
In order to Incorporate a new Investor owned u t il ity , or expand the scope of an existing one, certification from the Public Service Commission (PSC) will ordinarily be necessary. 
Such a "certificate of public convenience and necessity* may be d ifficu lt to obtain where the

heating d istrict would Impinge on an existing heatina u tility  (gas/electr1c) service area.State legislatures should consider exempting heating districts using clternat* fuel sources or waste heat from the certification requirement. Alternatively, they may direct the PSC to grant certification where the public Interest would be served, despite competition with an existing u tility .
-  Investor-owned u tilities are under the rate- oaking jurisdiction of Public Service Coestrtssloie althouah this may not be clear where heating/ cooling services are nm*ly authorized. PSC control of u tility  rates normally 1s Justified due to the monopoly status accorded a u tility  1n a particular service are*. State legislatures may consider, as an Incentive to Investment, exmiptlng heating districts using alternate or waste heat sources from PSC rate-making ju r is ­diction.

e
n»us. legislatures should review at least three aspects of d istrict heating via Investor-owned u tilit ie s : the authorization to provide district heating services; the requirement of PSC certifi­cation; and, the applicability of PSC rate-making jurisdiction.

PUILiar-OUNED UTILITIES
Counties, municipalities, special d istricts and other political subdivisions also are possible vehicles for Implementing d istrict heating. Hcwever, most political subdivisions possess .10 Inherent powers . Thus, specific enabling legis­lation often will be necessary to authorize a political subdivision to organize a heating d istric t. In some cu e s , aainlclpal u tility  codes or authorizations to provide Veter* may be liberally construed to cover d istrict heating services. ’Home rule* entitles alto may be able to lavement d istrict heating on their own 
In itiative.
ibiere new enabling legislation 1s required, at least tan approaches are possible. On* Is to enact a comp-«h*nslv*. specific statute such as Oregon's Geothermal Heating Olatrlcts Act (ORS Chap. Stt, 1977). Such an approach has the advantage of authorizing entitles with a specific tingle mandat*. Alternatively, an existing political subdivision charter nay be amended tu Include district heating, as Idaho nas don* with



its ninidpal coda (S . 1062, 1979). UMIa the 
d is tr ic t halting mandate to such entitles aay be diluted by existing functions, this approach 
has the advantage of utilizing personnel and infrastructure in place. In addition, where existing bonding and other powers are already adequate, the legislative drafting job is sim­p lified .
Special d is tric ts , a species of local govern­ment, offer several advantages as d is tr ic t heat­ing vehicles. They nay usually cross other political subdivision boundaries and may some­times Include rton-cont1 guous areas. Important factors In matching resource and service load centers. Special d istricts may be able to Im­
pose differential taxing coincident with ser­vice areas. T,ie1r bond Issues normally are 
exemot from constitutional debt limitations applied to title s  and counties. Am ,  they are organized and operated to perform a narrow 
range of similar functions.
Whatever political subdivision is chosen as a d is tr ic t heating vehicle, cartel- basic para*’ eters need to be established. These relate to the method of heating d istric t formation, the nature of Its boundaries. Its purposes and its 
powers, especially financial.
Formation o ' a heating d istric t will normally Involve resolutions of the governing bodies of participating political subdivisions or, perhaps, a local citizen in itia tive . A ref­erendum on the matter may be required, espec­
ia lly  where tha d istric t would have property taxation (ad valorem/special assessment) power. State legislative and/or Public Service Coemission approval also a y  be 
necessary, although this Is l a s  common.
A heating d is tric t should have flex ib ility  with regard to its  boundaries. The crossing of municipal and county l ln a ,  and the Inclusion of non-contlguous areas, a y  be necasary to match the h a t  source with load centers. Annexation capability would be a useful adjunct. The d istric t also a y  require extrt-tervitoriel Jurisdiction over sourca of supply and fa d  11- 
t i a .
The purposes o f e hating d is tric t will gener­
ally be to produce, distribute, u tiliz e , sell and dispose of g a th e ra l r a o u rca  and other heat mediae for domatlc, coammrclal and Indus­tria l use. The authority should be broad enough to Include g a th e ra l end cogenerated or waste h a t  sourca . a  well a  the a t  of fossil fuels for paklne or smergoncla such as well shut dowa. While centralized sp re ­conditioning a v  often be toe p r la ry  function, Integrated development of cascaded use* should 
M within the purvla of the d is tr ic t .
Since political subdivisions are inheratly not risk-taking entitles, the exploration function a y  require an Innovative approac'*. Exploration 
a y  ba an approprlata function fot the d istrict

7  . "W * Wonstolen
where tha gathanal raourca Is damonstratad or whera outside (state/federal) capital Is avail- abla. Otherwlsa, jo in t antarprlsa ability • jo in t power authorities (with other political subdlvl • sions) end jo in t ventures (with private Industry;• may be necessary to obealn financing. Altern­atively, franchises may be granted to private companies to explore for and produca the resource under a contract of sale. Exemption of such production from PSC rate-making jurisdiction would bt an appropriate Incentive to attract pri­vate risk capital. Publicly-owned u tilities a l­ready are exempt from PSC Jurisdiction 1n most 
states.
a geothermal heating u tility  will require the 
range of powers of a bndy corporate and po litic : legal status to sue and be sued; ability to con­tract for services and mnploy personnel; ability  to acquire and dlspost of property (within and without the d is tr ic t ) ; ab ility to fix rates for service; ab ility to apportion user charges and enforce collection (usually v 'i Hans); and, the ab ility  to gancrate capital.
The most likely avenue for capital financing of a geothermal heating d istric t will 4  revenue 
bond issues. Service charges would be designed, and may be statutorily required, to retire reve­
nue bond principal and Interest, as well as coverlna operating expanses. However, the abil­ity to levy special assessments may be a neces­sary concomitant In order to cover revenue short­fa lls . Revenue bond Issues arc not subject to constitutional debt H olts and usually need not be approved (n an election.
Where the d is tric t has ad valorem taxation power. I t  may be authorized toTssue general obligation bonds. Such bonds also may be retired by pro­je c t revenues but are supported by the full 
faith and credit (taxes) of the Issuing d is tr ic t . General obligation bonds will usually be subject 
to debt limits I f  the Issuing authority 1s a mjnlclpallty or county. Debt limits for special 
districts art less comon, and 1f applicable, special d is tric t debts are generally not emula­tive with other local political subdivision debt. General obligation bond Issues My need to bo approved in an election.
Whatever tha bond option chosen, marketability Is subject to legislative In itiative . State legislatures should consider declaring heating d is tric t bonds a legal Investment for all banks, trust funds, school funds and other Institutional Investors. Such accreditation would expand tha capital market for tha bonds.
A final rons • deration regarding the powers of heating o ls tiic ts  1s tha grant o f casements and •mlnant domain. Easements along, across ar ‘ 
under public byways and existing tremmlsslon corridors would m i s t  the d is tr ic t 1n forming Its distribution network.. The power to condemn easements on certain private property also may be necessary to complau me system. Consider­ation aay be given to extending the eminent

rna



domain power to existing geothermal wells and 
sources of supply, although such * proposal Is 
likely to be controversial.

The problem of condemning existing wells or 
their forced incorporation Into a heating dis­
trict may be unavoidable where single or oultl- 
family wells are already In use. Geo thermal 
preduction for a heating district may result 1n 
reservoir drawdowns, rendering such wells use­
less. District monetary liability for such 
e/ents, as opposed to the Issuance of an Injunc­
tion restraining operations, would result, as a 
practical matter. In condaematlon. A possible 
method to minimize such liability would be the 
designation of system-wide econanic drilling 
levels, above which no liability would accrue 
to the district.

Thu* v  legislative agenda for public district 
hea « is manifest. The charters of existing
political subdivisions should be examined to 
identify suitable candidates and amended as 
necessary. Alternatively, a comprehensive, 
ne< district heating statute may be enacted. 
Formation, boundaries, purposes and powers are 
the parameters which need to be established for 
public heating districts.

CONCLUSION

While this paper has focused on the specific 
legal and institutional parameters of geo­
thermal district heating, there are additional 
factors subject to legislative Initiative 
which will generally affect the pace of Imple­
menting such systems. These Include: public 
funding for demonstration projects*, geoheating 
public buildings; Innovative and compatible 
building codes and zoning ordinances; public 
education and technical assistance: loan 
pro gram s and tax Incentives for alternate 
energy systems; royalties and taxes on resource 
production; streamlined regulatory and leasing 
procedures; and, resolution of ownership and 
water rights Issues. Mille beyond the scope of 
this paper, the NCSL geothermal project Is 
prepared to assist states to deal with these 
policy areas.
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AB 1905 — 2 —

State-mandated local program: no.

The people o f  the State o f  California do enact as follows:

1 SECTION 1. Chapter 6 (commencing with Section 
:  9 3790) is added to Division 3 of the Public Resources Code,

3 to read:
4
5 Ch a p t e r  6. G e o t h e r m a l  R e v e n u e s
6
7 3790. All moneys received by the state from the
8 federal government for sales, bonuses, royalties, and
9 rentals of public lands within the State of .California

10 under the federal Geothermal Steam Act of 1970, as
11 amended (Chapter 23 (commencing with Section 1001)
12 of Title 30 of the United States Code) shall be deposited
13 in the State Treasury and allocated by the Departn.snt of
14 Finance to the counties socially, or economically
15 impacted by the federal geothermal leases generating
16 such revenues. The revenues allocated to counties under
17 this section snail be for the purpose of planning.
18 r onstraction and maintenance of public facilities, and
19 provision of public services.
20 SEC 2. This act is an urgency statute necessary for ‘
21 the immediate preservation of the public peace, health,
22 or safety within the meaning of Article IV of the
23 Constitution and shall go into immediate effect The facts
24 constituting such necessity are:
25 Moneys will be received from the federal government
26 in July from geothermal revenues and it is essential that
27 act be effective at that *ime.

O
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COMPARXSOT OF THE G'JOTHERMAL RESOURCES DEVELOPMENT FUND (GRDF) 

AND THE BOSCO BILL (AB1905)

o Both bill3 establish procedures for dispersing the 

revenue? returned to the State as a result of base

scales on federal land pursuant to the Federal Land
• ' •

Folic*: and Management Act (TLPMA). Under FIPMA, half 

the revenue from bonus bids on geothermal leases, as 

well as from rentals and production royalties are 

returned tc the State* The State is directed &o place 

‘priority on using the funds to offset the impacts of 

geothermal development*

fl-MSS
o All of the funds returned 

to the State go directly 

to the county — ere the 

lease sale is held 

(county of origin)

GRDF
o 60% of the funds go to 

the county of origin*

25% is available to assist

other counties with known or
♦ • ■

potential resources plan for 

such development 15% is 

available to supplement 

State agency programs 

which will promote environ­

mental!y. sound and expeditious 

geothermal development*



o Specifies that funds would 

be available to local 

governments arid State agencies 

to provide public services 

necessary to support geothema.
• •

activities*

o Would make funds available 

to local goverrments and 

State agencies to install 

geothermal district heating 

systems and demonstrate ether 

direct heat- and electrical ap­

plications*

■ o Provides for an interagency 

counsel with local and public 

membership to determine preje: 

which merit funding support* 

o Requires biennial reporting 

of expenditures and acccnpli: 

nents made as a result of

projects undertaken*
» •

0 Requires reevaluation of 

program at tha end of 10 

years*



o Allows counties of origin 0
• •

to spend funds on aiythiag*

o Funds would go cnly to counties o

where a federal lease sale has 

occured. There are at least 17 

counties in California with 

geothermal resources on federal, 

state or private lands* At least 

4 of these counties will not have a

federal lease sale, although there
•

will he development occuring cr 

State and private lands* They 

would receive no fends under this 

hill to plan for geothermal - 

development* 

o Comities of origin will not be able o 

to receive funds until 6 to 12 months 

after the lease sale has occured*

This would make it difficult, if not 

impossible, to carry out advance 

planning prior to development

pressures already oc curing*
• • ••

o

Requires that funds cnly 

be expended cn geothermal 

related activities*

Funds would be available 

to all counties where it is 

needed to plan for geothermal 

development and not just

counties with federal lands
*

or lease sales*

Funds would be available for 

all counties, well ahead of 

lease sales and development 

pressures*

Specifies that funds would 

be available to local and 

State agencies to permit, 

monitor and inspect gectherrr 
activities*
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LEGISLATIVE INTENT

It is tha intent of the Legislature to* encourage alternative energy development 

in the State. Further, the Legislature recognizes that California has substan­

tial geothermal energy potential. Geothermal resources offer excellent energy 

sources which are advantageous in that: (1) they are indigenous to California;

(2) their development provides a stimulus to the State's economy; (3) the 

environmental impacts of geothermal direct heat may be more acceptable than 

those associated with traditional electrical generation, and mitigation of such 

impacts is better understood than those associated with traditional electric 

generation technologies; (4) their development reduces dependence on other 

fossil fuel sources; (5) geothermal power plants are small scale distributed 

technjlogies which can increase system reliability and flexibility; and (6) the 

lead time for electric power plant construction is relatively short. Based 

on the oppo -.unities afforded by geothermal development, it is the intent of 

the Legislature to promote environmentally sound geothermal resources develop­

ment.

POLICY

It is the policy of the Legislature to encourage environmentally sound geothermal 

resources development. It is further the policy of the Legislature to reduce 

the State's dependency on scarce fossil fuels. Therefore, in order to ensure 

that geothermal development occurs in an orderly and sound fashion, the Legis­

lature hereby declares that all revenues derived from the 0. S. Bureau of Land 

Management's activities under the Geothermal Steam Act of 1970 and distributed 

through Section 317 of the Federal Land Policy and Management Act (FLPMA),

PL 94-S79, be appropriated in the following wayst

GENERAL PURPOSES

All monies returned to the State pursuant to Section 317 of FLPMA shall be used 

to promote geothermal resources development related activities including, but 

not limited tot

(1) Carrying out necessary planning activities to ensure orderly,

environmentally sound geothermal development in as expeditious a 

Banner as possible, including, but not limited tot



(A) resource assessment and exploration technology

(B) local and regional planning and policy development and 

implementation for complying with State and federally mandated 

programs

(C) identification and incorporation of feasible mitigation measures 

necessary to offset adverse impacts to the State's natural 

resources including the necessary collection of baseline data 

and monitoring

(0) preparing geothermal elements to county general plan.-# zoning 

and other ordinance and accompanying environmental and planning 

documents.

(2) Providing tha necessary public services required to implement# 

mitigate and.enhance geothermal resources development# including# 

but not limited tot

(A) processing requests and preparing permit application#s related 

environmental documents# monitoring and inspection of geothermal 

activities to insure compliance with local, regional and State 

lavs# regulations# ordinances and other geothermal related 

activities: identifying and carrying out actions necessary to

mitigate impacts as well as participating in research and 

development activities

(1) planning# construction, operations and maintenance of necessary 

public services.

(3) Projects demonstrating tha technical feasibility and econosiics of 

geothermal direct heat and electrical applications.

(4) Other projects that can be shown to promote development consistent 

with tha policies of this Act.

SVECZnC PROVISIONS

Public Services means those services which lczal jurisdictions must 

provide as a result of geothermal development activities.

Local Jurisdictions means legal subdivisions of the State, including 

cities, counties# and special districts.
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County of Origin means any county in which the Bureau of Land Management 

lease sale occurred.

Geothermal Resources Development Account means the account established 

in the State Controller's Office which shall consist of all monies returned to 

the State by the U. S. Treasury pursuant to Section 317 of the Federal Land 

Policy and Management Act.

Geothermal Resources Development Fund means those funds which are earmarked 

for disbursement by the Council and which shall consist of 40 percent of the 

Geothermal Resources Development Account.

Potential or Known Geothermal Resources means those areas of the State in 

which there is an identified geothermal resource either as* a) known geothermal 

resource area (KGRA) as designated by the U. S. Geological Survey; b) geothermal 

resource areas as designated by tha Division of Oil and Gas; or# c) areas with 

surface manifestations and other indications of the presence of a geothermal 

resource.

The Geothermal Resources Development Fund and the Geothermal Resources Develop* 

ment AOcount are hereby created. All monies in the Account shall be expended 

for the purposes stated in the Act.

There is in the Department of Finance an advisory body known as the Geothermal 

Coordinating Council# hereafter known as the Council which shall establish 

guidelines for the administration of monies in the Geothermal Resources 

Development Fund.
e

The Council shall have the authority to determine which local jurisdictions 

have potential or known geothermal resources for tho prescribed purposes of 

this Act.

The Council shall coordinate with the California Energy Commission's statewide 

planning policy and research and development efforts# as well as other affected 

State agencies' geothermal planning and program activities, for the promotion 

or regulation of geothermal energy resources in establishing its guidelines 

for the administration of the Geothermal Resources Development *und.



CALIFORNIA LEGISLATURE- 19TW0 REGULAR SESSION
. • •

ASSEMBLY BILL No. 1S05

- Introduced by Assembyman Bosco 
(Principal coauthor: Senator Keene)

May 21.1979

REFERRED TO COMMITTEE ON RESOURCES. LAND USE. AND ENERCY

An act to add Chapter 6 (commencing with Section 3790) 
to Division 3 of the Public Resources Code, relating to 
geothermal revenues, and declaring the urgency thereof, to 
take effect immediately.

. , LEGISLATIVE COUNSEL'S DICEST

AB 1905, as .introduced, Bosco (Res., L.U., &
E.). Ceothermal resources: federal lease sales: disposition of 
revenues.

Existing state law does not provide for the distribution of 
moneys received by the state from federal geothermal lease 
sales of public lands. Existing federal law provides for 50 
percent of the moneys received for geothermal leases under 
the federal Geothermal Steam Act of 1970, as amended, to be 
paid to the state where the leased lands are located.

This bill would pro /idc that all moneys received by the 
state from the federal government for federal geothermal 
leases within California be deposited »n the State Treasury 
and allocated by the Department of Finance to the counties 
socially or economically impacted by the federal geothermal 
leases generating the revenues.

This bill would take effect immediately as an urgency 
statute.

Vote: %. Appropriation: no. Fiscal committee: yes.

•t so



ALTERNATIVE ENERGY SYSTEMS FEASIBILITY STUDY ACT
1979 

GENERAL SESSION

Discussion Draft
 8. No._____________  By

AN ACT RELATING TO THE PREPARATION OF FEASIBILITY STUDIES ON ALTERNATIVE ENERGY 
SYSTEMS FOR NEW OR RENOVATED PM3LIC BUILDINGS.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF UTAH:

SECTION I .  A new clause (c) is  added to Section 63-9-49 (2) (UCA 1953) to read:
(c) (new material) Prepare an a lte rnative energy systems fe a s ib i l i t y  study 
prior to tne commencement of s i t in g ,  construction or major renovation of bu ild ­
ings owned by the State of Utah and I t s  p o li t ic a l subdivisions. This provision 
applies to buildings having more than 2o 000 square feet of usable f loo r spactf.
The study shall employ l i f e  cycle cost analysis and Include simulations of system 
performance over a year's operating perloc. At lea s t tn ; non-fossil energy systems 
shall be evaluated, Including the u t i l i z a t io n  of geothermal or hot water resources 
where ava ilab le . The study sha ll guide the selection of building s i t e ,  design 
and energy systems.
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which real property 1s either used 1n a trade or business or held for the 
production of Income, may elect to amortize the adjusted basis of the a lte r ­
native energy device based upon a period of s ix ty (60) months. In computing 
Utah taxable income, such amortization shall be allowed as a deduction from*
Utah adjusted gross Income ratably over such sixty-month period beginning 
with the month 1n which such alternative energy device was completed or 
acquired and placed Into service by the taxpayer. The election of the taxpayer 
to claim the amortization deduction allowed by this section shall be Indicated 
1n an appropriate statement attached to the taxoayer's Income tax return for 
the taxable year 1n which such alternative energy device was completed or 
acoulred and placed Into service. As used 1n this section, "adjusted basis 
of the alternative energy device" shall mean an amount that 1s properly a t t r i ­
butable to the construction, reconstruction, remodeling. Insta lla t ion or 
accu1s1t1on of such system.
(2) In any case where a taxpayer, hereinafter referred to as transferor, has 
Qualified and elected to amortize the adjusted basis of an alternative energy 
device pursuant to subsection (1) and the real property equipped with such 
system 1s acoulred and used 1n a trade or business or held for the production 
of Income by another taxpayer, hereinafter referred to as transferee, and the 
transferor has not fu l ly  amortized the adjusted basis of such system as provided 
In subsection (1), the transferee shall be entit led to amortize that portion 
of the transferor's adjusted basis of such system remaining unamortized, 
but the total amount to be amortized by the transferee shall not exceed said 
transferee's adjusted basis 1n the system. The transferee shall amortize such 
remaining amount based uoon the remaining portion of the sixty-month period 
unused by the transferor. The amount by which the transferee'* adjusted basis 
exceeds the amount of the transferor's adjusted basis remainlno unamortized 
shall be amortized over the useful l i f e  of the system.

SECTION VI. Administration
The Utah State Tax Commission 1n conjunction with the Utah Division of 

Water Rights and the Utah Energy Office Is hereby authorized to administer 
this act and shall prescribe such rules, regulations and standards as may 
be deemed necessary to carry out the purposes of this act.
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Alaska Jicuse ot ^epreoentatiOes

COM M ITTEE  ON  NATURAL R E SO U R C E S
P O U C H  V •  J U N C A U .  A LA SK A  » B a i t

MEMORANDUM

TO: House Legislators
FROM: B i l l  Miles

r

RE: CS for Sponsor Substitu te for House B111 779
DATE: April 15, 1980

Attached 1s a Sectional Analysis for CS for Sponsor Substitu te for 
House B111 779 - an act re la t ing  to State resources and the development 
of geothermal resources. The b i l l  1s ten ta t ive ly  scheduled for 
f loo r consideration Wednesday, April 16.

C o C h a i r p i n
P I P  A L V I I  I T I A I A C *  i « 9  1 7 1 ( 1  •  I U »  B i l l  M I L * *  • 4 R *  » ? ? •  I

V i c *  . C h a i r m a n  
p i p  r n c o  x h a p o p p

P I P  PAT  C A N N I V  •  P I P  C  V CH A T  C H A T T f P T O N  •  * ( P  RAM C O T T I N
P I P  D I C K  l l  t ARON •  P I P  JAC K  P U L L I P  •  P I P  P I C K  H A L ’ O P D



SECTIONAL ANALYSIS FOR COMMITTEE SUBSTITUTE FOR SPONSOR SUBSTITUTE FOR 
HOUSE BILL 779 .
Section 1 - Declaration of Policy
Section 2 - Technical amendment; adds geothermal resources to mineral 
and surface use reservation clause
Section 3 - Technical amendment; geothermal resource users must 
make provision to pay surface owners for a l l  damages sustained by the 
owner re la t ing to the development of the resource.
Section 4 - Permits and Leases:

A. Commissioner 1s authorized to grant prospecting permits 
and leases to qua li f ie d  persons. 'When the surface t i t l e
1s held by someone other than the State, he has the preference 
r igh t to a permit or lease for the area underlying the surface 
parcel.
B. Competitive geothermal areas may be designated by the 
Commissioner on the basis o f "substantia l geologic Indications" 
or "competitive In te rest" .
C. Commissioner may Issue prospecting permits to the f i r s t  
qua li f ie d  applicant 1n areas not designated for competitive sale 
or withdrawn from geothermal prospecting. Permits are for two 
years, and may be renewed for an additional one year term. I f  the 
permit holder discovers commercial quan tit ie s of geothermal resources, 
he has the r igh t to convert the permit to a lease within 30 days 
a f te r  the expiration of the permit.
D. Competitive leases must be Issued to the highest bidder 
on State land designated competitive and not subject to a 
prospecting permit. Competitive sa les may be by oral or seal bid 
on the basis of a cash bonus, p ro f i t  share, or roya lty share.
E. Prospecting permits and leases must include a t le a s t 40 
acres but not be more than 2,560 acres. No person may hold 
more than a to ta l of 51,200 acres. Geothermal leases 1n 
commercial production do not count against the acreage lim ita t ions . 
Permits and leases are subject to a S3.00 per acre per year 
ren ta l. Rentals are credited against roya lt ie s  for the same 
year.
F. Geothermal leases are Issued for a primary term of 10 years 
and may be renewed for an additional term of 5 years I f  the 
lessee Is a c t iv e ly  d r i l l i n g .  Leases are good for the duration
of commercial production. Royalties and renta ls nay be renegotiated 
by the Commissioner 20 years a f te r  the In i t ia t io n  of commercial 
production and a t 10 year In te rva ls thereafter.



G. Royalties are no less than 10% and no more than 15% of
*ross revenues. They may be taken 1n kind or in value.

Section 5 - Definition:
"Geothermal resources" - Over 120 degrees Cels ius.
Section 6 - Geothermal resource development. This section, which 
gives the Commissioner ju r isd ic t io n  over a l l  persons and property subject 
to the police power of the State, authorizes the regulation of the 
geothermal resource. I t  prohibits waste, requires development and 
operation plans and authorizes the Commissioner to issue well spacing 
and pooling orders, l im its  on production"and re in jec tion  requirements in 
order to "prevent waste, prorote maximum economic recovery, and protect 
co rre la t ive  r igh ts" . Lessees are auth6r1zed to enter into unit agreements,
with the approval of the Conrnssioner. I f  more than two-thirds of the
leasehold In te rests r a t i f y  a unit agreements, the Commissioner may 
enforce the agreement as to a l l  part ies . Production under these agreements 
1s a llocated under princip le of co rre la t ive  r igh ts ; costs and revenues 
apportioned among the partic ipants. The Commissioner must a lso adopt 
d r i l l i n g  regulations with respect to the development and abandonment of 
geothermal w e lls . Geothermal resources which are regulated by the 
Commissioner under th is  chapter are exempt from the ju r is d ic t io n  of the
Alaska 011 and Gas Conservation Commission.
Operators need approval before beginning d r i l l i n g  operations. The date 
o f f i l i n g  the application for approval estab lishes a p r io r i ty  as to 
la te r  approprlators o f non-geothermal f l u l i s .  Approval may be conditioned 
to protect prior water r igh ts . However, geothermal f lu id  I s  not subject 
to appropriation of Water Use Act, and no p r io r i ty  may be established 
among geothermal owners 1n a geothermal system.
Section 7 - Requires the sta te geologist to conduct surveys to determine 
geothermal resource potentia l.
Section 8 - Appropriation permits required under the Water Use Act may 
be terminated under the Adminlstrat ve Procedures Act I f  the pemmitee 
has v io la ted a term of the permit.
Section IX - Appropriation c e r t i f ic a te s  may contain conditions including
conditions that are necessary to protect the prior r igh ts  of other 
persons and the public In terest.
Section X and XI - Geothermal resources are not water, for purposes of 
the constitu tiona l requirement that water Is  subject to appropriation.
The Constitution exempts "mineral and medicinal water" from th is  requirement. 
Geothermal resources are "mineral and medicinal waters".
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March 21, 1580

Representative Bill Miles 
Co-chairman
House Resources Committee 
Alaska State Legislature 

Pouch V
Juneau, AK 99811

Dear Representative Miles:

SSHB ’’79, the proposed legislation relating to the development of 

geothermal resources, contains a subsection in :.ts drilling regulations 
section (Sec. 41.06.040, page 7, line 27) that says:

(d) Geothermal wells regulated by the commissioner under this 
chapter are exempt iron the jurisdiction of the Alaska Oil and Gas 
Conservation Commission under AS 31.05.030(g).

This subsection was included at the request of the AOGCC in order to 
clarify that the commission would not be responsible for geothermal 
resources under the "hazardous substance" clause in Sec. 31.05.030(g) 
(attached). It has been brought to my attention that the proposed 
Sec. 41.06.040(d) does not accomplish this purpose and creates some 
confusion as to when AOGCC regulations do avply.

Sec. 31.05.030(g) provides that the AOGCC may designate areas where 
ther* is likelihood of an unexpected encounter of oil, gas or other 
haza:-j u s  substance, and specify drilling depths in those areas below 
which any well or boring would be subject to AOGCC regulations.

According to the definition in proposed Sec. 41.06.060(9) of SSHB 779, 
geothermal veil "means a well drilled converted or reactivated for the 
discovery, testing, production or subsurface injection of geothermal 
resources.” Thus, exempting "geothermal wells" from AS 31.05.030(g) 
docs not release the AOGCC from responsibility if a person drilling for 
some other purpose unexpectedly encounters geothermal ro«ources or hot 
water under pressure.

Furthermore, by exempting "geothermal wells" from the jurisdiction of 
AS 31.05.030(g), vs are in essence saying that, if a geothermal operator 

drills in an area of the stato designated by the AOGCC as an area vhero 
thore is likelihood of an unexpected encounter of oil, gas, or other 
harardous substance, tho geothermal operator would not be subject to 
AOGCC regulations and requirements, oven when drilling below the dopth
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specified by AOGCC. Consequently, if the geothermal operator drilling 
in a designated area does encounter oil, gas or a hazardous substance 
other than geothermal resources below the specified depth, it is not 

clear whether or not his operation is subject to AOGCC regulations.
Common sense dictates that it should be. However, the specific exemption 
of "geothermal wells" from AS 31.05.030(g) indicates that it may not be.

The Department of Natural Resources has drafted a new proposal to replace 
subsection (d) of proposed Sec. 41.06.040 in SS H B  779 that we feel will 
accomplish the purpcse for which it was intended and avoid confusion in 
determining when AOGCC regulations apply. The attached D!iR proposal 
establishes a mechanism whereby persons drilling for purposes unrelated 
to geothermal resources who unexpectedly encounter geothermal resources 
or hot water under pressure will be regulated by geothermal well drilling 
regulations under 41.03.040— not AOGCC regulations. It also specifically 
exempts geothermal resources and hot water under pressure from the term 
"hazardous substance" a3 used in AS 31.05.030(g).

The Department feels that this proposal could be further improved by 
deleting the last sentence that clarifies the term "hazardous substance" 
and actually amending AS 31.05 to define that term. DNR has offered 
assistance to the AOGCC if it wishes to submit such an amendment to be 
included in SSHB 779.

Director

Attachments



DtJR proposed replacement for Sec. 41.06.040(d) in SSHB 779 (page 7, 
line 27)i

(d) Whenever a person engaged in a drilling operation not 
otherwise subject to this chapter encounters geothermal resources 
or water hot enough or under such pressure as to be hazardous, he 
shall be subject to regulations and requirements adopted under this 
chapter. When the commissioner finds sufficient likelihood that 
drilling in an area of the state will result in such an unexpected 
encounter, he may designate the area and specify conditions under 
which wells or any borings into the soil not otherwise subject to 
this chapter are subject to regulations and requirements adopted 
under this chapter. Neither geothermal resources nor water hot 
enough or under such pressure as to be hazardous shall be considered 
a "hazardous substance" for the purposes of AS 31.05.030(g).



' S M I  I F  M M M

lIE i'A IE TM E .V T  I I I  X A T O IU I .  IS K S I ID IU X S  /
/

omct of m  ronnisvmt { menu- whuu sun

March 13, 1980

Representative Bill Miles, Co-Chairman 
House Resources Committee 
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Representative Miles:

The Department of Natural Resources appreciates this opportunity 
to comment on SSHB 779, "An Act relating to the development of 
geothermal resources." The Department has worked closely with 
the National Conference of State Legislatures (NCSL) during the 
drafting of this bill. We believe this bill is a tremendous 
improvement over the lengthy and outdated Geothermal Resources 
Act (AS 38.05.181) now on the books, and we strongly support the 
bill's intended purpose of encouraging the beneficial use of 
thermal resources in Alaska, especially direct applications of 
hot-water resources.

The Department feels that SSHB 779 effectively consolidates the 
essential aspects of our Geothermal Resources Act and a p p r o p r i­
ately deletes nonessential items to produce a shorter, more 
concise bill that will ease administration of and remove obstacles 
to development of thermal resources.

We are in favor of the bill's separation of functions and 
authorities affecting only state-owned lands and resources from 
statewide police powers, by retaining the former in Title 38 
and placing the latter in Title 41. This is consisto^t with 
the approach of other state statutes and helps clarify the 
applicability of the proposed legislation.

The Department is particularly supportive of the bill's provision 
to define "geothermal resources" based on a temperature threshold 
(120°C.). This will allow for simplified procedures for obtaining 
rights to the use of hot-water resources (below 120°C.) by 
requiring nothing more than an ordinary water appropriation as 
o pposed to the much more stringent leasing requirements. C o n s e­
quently, it provides an incentive for tho small ale development
nnd local use of thermal onergy, thus dccrcasii ^pendency or
more expensive, nonrenewable onergy resources.
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We also support the submission of the Water Use Act "hou s e­
keeping" amendment, IID 186, as a companion bill to this l e g i s­
lation. Attached is D N R ’s recommended substitute bill for HD 
186. Since HB 186 was ii troduced in the first session, the 
Revisor of Statutes has nade several of renumbering and p u n c­
tuation changes proposed in HB 186. The attached substitute 
deletes those sections of HB 186 that are now irrelevant for 
housekeeping purposes and contains mi n o r  modifications to make 
it more compatible with SSHB 779.

D N R ’s recommended substitute for HB 186 contains several p r ovisions 
that are significant to SSHB 779 and that will prevent conflicts 
between geothermal development and wa t e r  rights. Sec. 46.15.120 
w o u l d  clarify the State's ability to place c o M i t i o n s  on c e r t i f­
icates of appropriation in order to protect the correlative 
rights of geothermal owners in a geothermal system. Sec. 46.15.
115 would clarify the grounds for termination of a permit as 
provided in AS 46.15.100. This would emphasize the State's ability 
to enforce safety and resource conservation aspects of drilling 
hot-water resources (below 120°C.) acquired under the Water Use 
A c t .

The recommended HB 186 substitute would also include a definition 
of the phrase "mineral and medicinal water" which appears in both 
the constitution and the Water Use Act. "mineral and medicinal 
water" would be defined to include springs reserved by the federal 
government as was the intent of the framers of the Constitution, 
and also to include "geothermal fluids." In the Water Use Act, 
"water means all water of the state, surface and subsurface, 
occurring in a natural state except mineral and medicinal water." 
Therefore, the definition of "mineral and medicinal water" in 
HB 186 would exempt geothermal fluids from the definition of water 
in, and thus management and appropriation under the Water Use Act.

T h i s  provision is absolutely essential to SSMB 779. If geothermal 
fluid were not exempted from the definition of "water", SSHB 779 
w o u l d  create severe legal conflicts with the Water Use Act that 
would diminish or prevent the beneficial effects it was meant to 
encourage.

In analyzing SSHB 779, the Department has identified potential 
conflicts between the management of geothermal resources and water. 
We feel that SSHB 779 goes a long way to preventing these conflicts. 
However, there are some questions that have not been totally re­
solved. Due to the complexity of this issue, it is likely that 
some questions may not be resolved short of litigation and a 
Judicial ruling DNIt believes the intended purpose of SSHB 779 is 
extremely worth while nnd, if enacted with D N R’s recommended 
substitue for HU 186, we think it would achieve that purpose.
Once the Department has had some experience with the management



of geothermal resources and its relationship to wa t e r  under this 
new legislation we will be in a position to consider potential 
amendments to resolve conflicts or questions which may arise.

D e p t .
Resche, Commissioner 

of Natural Resources

«



Alaska Water Resources Board 
323 East Fourth Avenue 
Anchorage, Alaska 99501

PR E S S  RELEASE - March 17, 1980____________________

For immediate release For further information
c o n t a c t :
Richard H. Sims - Kodiak 
486-3157, 486-3613 f

WATER BOARD RECOMMENDS 
GEOTHERMAL, STREAMFLOW, FLOOD 

LEGISLATION

Meeting in June a u  on Tuesday through Friday the seven-member 

state water resources advisory board to the Governor has approved 

resolutions supporting legislation revamping the state's get.hermal 

leasing laws, a bill establishing a process to adjudicate claims 

to instream flows of waters for navigation and fisheries, and a 

repeal of a territorial statute which provides broad liability of 

the state for f7ood control projects. The Board considered the 

existing geothermal leasing act a complex impedi .lent to development 

and supported a provision in SSHB 779 which set a low end temperature 

cut-off of 120°C for geothermal leasing although some recommended 

a lower temperature. Water under 120°C would be handled as a 

relatively simple water right rather than by lease. The Board 

stongly endorsed HB 118 to set up a process for solving disputed 

claims to streamflows for navigation, fisheries, and other purposes. 

The Board recommended Additional language to close a loophole in 

e x i sting state law and require the federal government to use this 

p r o cedure as well as state or local agencies.

In a surprising vote, the generally conservative board 

recommended the licensing of operators of highly portable suction 

dredges as a means to limit their unauthorized uso on existing



%
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valid mineral claims and fish streams by an expected influx of 

inexperienced outsiders from the lower 48.

In Thursday action the Board met with officials of the Yukon 

Territory Wa t e r  Resources Agency and discussed common concerns 

over the expected summer "gold rush" from inexperienced non-resident 

operators. On Friday the B o a r d  reviewed Department of Environmintal 

Conservation water quality studies and proposals related timber 

harvesting, mining, and road construction.

Members of the Board are Chairman Richard Sims - Kodiak,

LeVake Renshaw - Anchorage, Charles Johnson - Nome, Peg Tiles t o n  - 

Anchorage, Wayne Westberg - Anchorage, David Vanderbrink - Homer, 

and Frederich Boness - Anchorage.

-90-
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ALASKA WA T E R  RE S O U R C E S  BOARD 
323 E. F o u r t h  Avenue 
Anchorage, AK. 99501

M a r c h  14, 1980

H o n o r a b l e  J a y  S. Hammond
G o v e r n o r
S t a t e  of A l a s k a
P o u c h  A
Juneau, A l a s k a  99811

D e a r  Governor:
• «

At Its M a r c h  11-12, 1980 meeting in Jun e a u  the b o a ^ d  he a r d  
t e s t i m o n y  a n d  discussed several pieces of pending legislation. 
A t t a c h e d  are the Board's r ecommendations on HB 186, HB 118, S S H B  
779, and SB 395.• Because of the possibility of imminenc m a r k - u p  
of some of these bills, by copy of this letter I am transm i t t i n g  
the B o a r d ' s  recommendations to members of the House Resources 
Committee.

•We w o u l d  be happy to elaborate on our position regarding 
this legislation. We feel all four b i l m  are very important 
and we supp o r t  their passage with the changes we have recommended.

Rich a r d  H. Sims, Chairman

cc: Representative Miles
Representative Osterback 
Representative Zharoff 
Representative Carney 
Representative Cotten 
Representative Fuller 
cepresentative Chatterton 
Representative Eliason 
R e presentative Halford

S i n c e r e l y ,



ALASKA WAT E R  RESOURCES BOARD 

March 1980

Resolution 80-1

W h e reas HB 118 introduced in the Eleventh Legislature proposes 
changes in the Water Use Act that would allow the inclusion of 
m a i n t e n a t - e  of instream flow and water level under the pro v i s i o n s  
of the W a t e r  Use Act; and

W h e r e a s  in Alaska the maintenance of instream flows and water 
levels is important to navigation, fish and wildlife habitat, 
r e c reation and other beneficial uses of streams, rivers and 
lakes; and

Wher e a s  the present statute governing water rights, the Wa t e r  Use 
Act, AS 46.15, presently states that a diversion, impoundment or 
w i t h d r a w a l  is a prerequisite for a use of water to be c o n sidered 
an approporiatlon and maintenance of instream flows and wa t e r  
levels does not meet this prerequisite; and

Whereas instream flows and water levels are presently being 
reserved under procedures that are uistinct from the Wa t e r  Use *
Act, creating reservations that have no standing in time wit h i n  
the wa t e r  rights system, resulting in duplication and conflicts 
in w a t e r  management efforts and delays in resolving c o n­
flicts and may not be enforceable in problem situations; and

Wher e a s  tho federal government may assert water rights in federal 
court when no state procedures exist for quantification of federal 
w a t e r  rights; and

Whereas the lack ot state procedure for allocation of str e a m  
flows and water levels is the only area in existing state statutes 
w h e r e  the federal government docs not come under state procedures 
for the allocation of claimed "non-reserved” federal w a t e r  rights; 
and

W her e a s  state rules for the adjudication of water use are p r eferable 
to federal court action on ruch issues; and

W her e a s  the provision in HB 118 resolve these problems and s t r e a m­
line the s t a t e ' 8 water management system; and

Wher e a s  HB 118 is a necessary companion bill to effect implementation 
of HB 953.



N o w  t h e r e f o r e  be it r e s olved that the A l a s k a  Water Resources B o a r d  
r e c o m m e n d s  passage of HB 118 with the following changes:

pa g e  1. line 16 add "," after subdivision, delete "or" and add 
.after state "or agency of the United States." 

page 1. line 23 add ' "and other ben e f i c i a l  uses" and most 
importantly

p a g e  2. line 1 delete "exists" and insert "is demonstrated"

D a t e d  this th day of March, 1980

Richard H. Sims, Chairman



Alaska Water Resources Board

Resolution 80-2

W h e r e a s  a D N R  substitute for H B  186 proposed in the Eleventh 
Legislature, second session proposes changes in the W a t e r  Use 
Act that will make it compatible with and a necessary companion 
to H B  779, the Geothermal Resources Act; and

W h e r e a s  HB 186 also proposes h o u sekeeping amendments to t h e  Water 
U s e  Act w h i c h  will streamline and improve the efficiency of w a t e r  
r i g h t s  p r o c e s s i n g  in Alaska;

N o  t h e r e f o r e  be it r e s olved that the A l a s k a  Water Resources Boa r d  
. r e c o m m e n d s  pass a g e  of the DNR substitute H B  186 with the provision 

that in section 46.15.120, "correlative rights" be c h a n g e d  to 
" l e a s e h o l d  rights" since allocation of correlative rig h t s  would 
involve more than one leaseholder and since even a sin g l e  geothermal 
le aseholder may need protection against later depletion of geothermal 
m e d i u m  by subsequent wa t e r  users.

D a t e d  this March, 1980.

Richard H. Sims, Chairman



-------------

Alaska V a t e r  Resources Board 

Res o l u t i o n  80-3

W h e r e a s  S S H B  779 introduced in the Eleventh Legislature, s e c o n d  
s e s s i o n  p r o p o s e s  changes in state law concerning development o f  
A l a s k a’s geo thermal resources; and

W h e r e a s  the existing statutes are unnecessarily long and complex, 
and d o  not distinguish betw e e n  large scale high t e m p e r a t u r e  d e v e l o p­
ment and sm a l l  scale lower temperature uses of g e o t h e r m a l  resources 
and are an impediment t o  the devel o p m e n t  of geothermal resources;

W h e r e a s  S S H B  779 makes significant improvement in these d e f i c i e n c i e s  
and a t t e m p t s  to remedy po t e n t i a l  conflicts between high t e m p e r a t u r e  
g e o t h e r m a l  development and rights in groundwater use.

N o w  t h e r e f o r e  be it resolved that .the A l a s k a  Water Re s o u r c e s  B o a r d  
r e c o m m e n d s  pass a g e  of SSHB 779 in conjunction with D e p a r t m e n t  of 
N a t u r a l  R e s o u r c e s  p r o p o s e d  s u b stitute for HB 186.

D a t e d  this th day of March, 1980

Richard H. Sims, Chairman



-------------------------------------

Alaska Water Resources Board 

Resolution 80-4

Whereas, Senate Bill No. 395 has been introduced to repeal 
AS 4 4 . 80.020 to AS 44.80.050, an act relating to f l o o d  control 
p r o j e c t  damages; and

Whereas, the e x i sting legislation provides a u t omatic l i a bility 
on b e h a l f  of the State for any flood control project; and

Whereas, under existing legislation that m e a s u r e  of li a b i l i t y  is 
th a t  of a pr i vate party rather than that of the sovereign; a n d

Whereas, each individual federally funded flood c o n t r o l  p r o j e c t  
r e q u i r e s  an acceptance of only federal liability by t h e  St a t e  or 
m u n i c i p a l i t y  upon completion.

T h e r e f o r e  be it resolved, that the Alaska State W a t e r  R e s ources 
B o a r d  stron g l y  recommends passage of Senate B i l l  395.

D a t e  this March, 1980

Richard H. Sims, Chairman



Alaska Wgter Resources Board

Resolution 30-5

Whereas the W a t e r  Re s o u r c e s  Board perceives that the increased 
value of p r e cious m e t a l  has triggered a large influx of in­
exper i e n c e d  p e r s o n s  w h o  wish to prospect for those metals 
through the use of small p r o table suction dredges; and

Wher e a s  there is a significant potential for degradation of 
Alaskan streams t h r ough the increased use of small portable 
suction dredges; and

Wher e a s  the u s e  of portable suction dredge can have great 
de trimental effect on wa t e r  quality and the habitat of anadromous 
fish; and

Whereas the e x t r e m e  p o r tability of the suction dredge and their 
use in n o n - e s t a b l i s h e d  mineral claims results in great difficulty 
in p r e v e n t i n g  dama g e  through stream surveillance.

N o w  therefore be it r e s olved that the D e p artment 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  v i a  legislation o r  regulation adopt a policy of 
licensing the op e r a t o r s  of portable suction dredges on other 
than e s t a b l i s h e d  mine r a l  claims as a means of insuring that 
these operators are aware of the constraints placed on all 
citizens c o n cerning stream degradation and protection of anadromous 
fish streams.

Da t e d  this 1980

Richard U. Sims, Chairman
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ZU THE HOUSE BY THE FINANCE COMMITTEE

CS FOE l’.OUSE BILL NO. 241 

XK THE LECISLATIT.E OF TUB STATE OF ALASKA 

ELEVENTH LEGISLATURE * FIKST CESSION 

A J’ILL

Ter an Act entitled: ’An Act relating to state Landing."

IE IT ENACTED EY 71IE LEGISLATURE OF THE STAVE OF ALASKA:

4 Suction 1. AS 3 7 .1 5 .0 1 0  is A m end ed  by adding a nev» subsection to r - i t . i t

(b) Cjnural obligation ben.Jt issued for acquiring, cor.*trvsting, 

jTtgrc.i.ig rnd equipping * *t*rc-o:.r.ad utility or ether rt^enuo-gcrrrrt- 

inp enterprise n;» bft sddi tie .-.oily serursu by t. pledge *•' Cl*u rc.-rvi 

derived frcra rf.ct*;ivn. The Lunds nay eo-.tnin the ccvrna-’ts. vhiilt the 

itM'9 Vand corritr.ce cenaldorr odvl»«M< cwrrcrnirg

(1) tl.a rotes or foes to bo ch*rg*d far eervfen: rendered by 

the public facilities, the revenue of vhltli is pledged ro the payrsAnf.

the bondsi .

(2) the dapcslt end vie of tlu revcr. e rf the public Jarlll*

t i e s  i

( 3 )  the issuance c f  add i t iona l  lands j a y b l n  f r o r  revenue o f  
the pub l i c  f a c i l i t i e s :

(A) the rights c.* tha loadhcldcte in cesu of d.’fault in the 

j eyatni cf tho principal nr Interest on the bonds, lneludf.Ag the cpyclnr 

CH.nt cf c receiver l« oj err.tc the public facilitiesi
(3) othur covenant* us rho r.t»*ro bond cnoltte* 4Mcr:*»nes.



C S S S H B  779- S y n o p s i s

C h e r y l -

T h i s  i s n ' t  an i n - d e p t h  a n a l y s i s  in t h a t  I t a l k e d  w i t h  s o m e o n e  
at D N R  in A n c h o r a g e  to g i v e  it to m e  in a n u t s h e l l .

T h e  p r e s e n t ^  s t a t u t e s  d e a l i n g  w i t h  g e o t h e r m a l  r e s o u r c e s  are 
long, c o m p l i c a t e d  a n d  c u m b e r s o m e .  T h i s  b i l l  w o u l d  s i m p l i f y  
the p r e s e n t  s t a t u t e s  by:

1) C l e a r l y  d e f i n i n g  the d i f f e r e n c e  b e t w e e n  g e o t h e r m a l  and
a w a t e r  r e s o u r c e .  G e o t h e r m a l  c o n s t i t u t e s  any w a t e r  s o u r c e  
f o und w h i l e  d r i l l i n g  t h a t  is o v e r  120 d e g r e e s  C e l s i u s .
A n y t h i n g  u n d e r  w o u l d  be j u s t  a w a t e r  resource.

2) T h e  r e a s o n  for t h e  d i s t i n c t i o n  is if the s o u r c e  is d e f i n e d  
as g e o t h e r m a l ,  t h e n  it w i l l  fall i n t o  t h e  s a m e  c a t e g o r y
as oil, m i n e r a l s  etc. T h e  s t a t e  t h e n  has a m u c h  h i g h e r  
i n t e r e s t  p a r t i c u l a r l y  in land d i s p o s a l  a r e a s  and m a v  w a n t  
to d e v e l o p  the r e s o u r c e . 0 * it r

3) If the s o u r c e  is n o t  g e o t h e r m a l ,  s o m e o n e  f i n d i n g ^ u n d e r
120 d e g r e e * C e l s i u s  -mtmm m a y  use it for t h e i r  o w n  p u r p o s e s  and 
not be s u b j e c t e d  to the p r e s e n t  c o m p l i c a t e d  p e r m i t  pr o c e s s .

A c c o r d i n g  to the g u y  at DNR, no o n e  is a g a i n s t  the b i l l  or 
at least d i d n ' t  t e s t i f y  a g a i n s t  it at the H o u s e  R e s o u r c e s  
h e a r i n g s .

F i s c a l  i m p a c t  is appr o x .  $ 4 8 , 4 0 0  the first year, b y  the c r e a t i o n  
of o n e  c i v i l  e n g i n e e r i n g  p o s i t i o n  at DNR.



THE LEGISLATURE OE THE STATE OF ALASKA 
ELEVENTH LEGISLATURE

T

FISCA L NOTE
9

I. R E Q U E S TDill/Rc>olution No. MB 779 ______________  _______________________________ _________________________
Tj11e An Act relating to the rievelopn.ent  of geothermal resource.-.___________Requested by House R esources Committee________________ _ _ ________________ Date___ 2/25/fiO •

I I . FISCAL DETAIL
Agency Affected Department o f  N a tu ra l Resources ____________________________ _ _ _ _ _
Program Category Affected NRMEC_______________________________________________________________
BRU , Program, or Subprogram(s) Affected W ater M a n a g e m e n t _______________ _
(Note: I f  more than one budget component is affected, separate line-item amounts and funding fo r each 

component in the analysis section.)
EXPENDITURES (Thousands o f  Dollars)

FY 80 FY 81 FY 82 FY  83 FY  84 FY  85
100 PERSONAL SERVICES 38 .4 4 0 .3 4 2 .3
200  TRAVEL 4 .5 4 .5 4 .5
300 CONTRACTUAL 3 .0 3 .0 3 .0
4 00  COMMODITIES 1 . 0 1 . 0 1 . 0
500  EOUIPMENT 1 .5 .5 - 0 -
6 00  LAND & STRUCTURES
700  GRANTS. CLAIMS. ETC.

TOTAL 4 8 .4  4 9 .3  5 0 .8

FUNDING (Thousands o f  Dollars)
GENERAL FUND 4 8 .4 4 9 .3 5 0 .8
FEDERAL FUNDS
OTHER (Soecifv Fund Source)

E&SITIQNS

F U L L  T I M E 1 1 I

P A R T  T I M E
a

T E M P O R A R Y  . . .

I I I . ANALYSIS (See Fiscal Note Preparation Instructions, Section I I I )  
SEE ATTACHMENT

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

33 001 (R ev . 1 2 /7 9 )
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STATS * 
of ALASKA

DEPARTMENT OF NATURAL RESOUR?: 
DIVISION OF RESEARCH AND DEVEL

TO rJCFF HAYNES, Deputy Commissioner 
Department o f  Natural Resources

daie: February 29, 1980
FILE NO

TELEPHONE NO

yrector
esearch & Development

subject: Fiscal Note f o r  House 
Geothermal B i l l

The House Resources Committee has requested a Fiscal Note f o r  the proposed 
geothermal b i l l ,  HB 779. Most o f  DNR's respons ib i l i t ie s  with respect to th is 
b i l l  are already adequately covered in the FY 81 budget. These include DGGS1 
Inventory p ro jec t ,  a p ro ject to rev ise  geothermal leasing regulations and 
support f o r  a modest level o f  geothermal leasing. Descriptions o f  these 
pro jects are attached to the Fiscal Note. However, additional funding wi l l  
be needed as HB 779 w i l l  create increased demands on the Department 1n three 
important areas not addressed in the FY 81 budget:

1. regulation o f  resource conservation and operation safety aspects 
o f  geothermal development;

2. management o f  water associated with thermal resources; and
3. technical assistance f o r  geothermal and low-temperature 

hydrothermal development, and groundwater heat pump 
applications.

As indicated on the attached Fiscal Note, I feel that the Increased demands en 
the Department f o r  FY 81 can best be met by establishing one Civ i l  Engineer I I  
posit ion 1n the Water Management Section o f  the Division o f  Forest , Land and 
Water Management. This posit ion wcjld set up a regulatory and procedural 
framework to meet DNR's sa fety and conservation respons ib i l i t ie s  f o r  geothermal 
resources and handle the 1nc>-eased ..ater management respons ib i l i t ie s  that 
accompany development o f  n o r - le a sa t ‘ e (below 120° C.) hot-water resources that 
HB 779 1s designed to encouF-ge. 7 e Water Section already ha.. statewide 
re spons ib i l i t ie s  under the w*ter I’Sr Act, regardless o f  surface land ownership, 
and th is posit ion could provide cor rt ruct ion review and assistance 1n develop­
ment on non-state lands as v . t l l .  S : th  Tom Cook and Ross Schaff have been 
contacted by phone and have ‘ ^dlceci- that they have no problem with placing 
the regulatory respons lb i l l t .  In t"-: Water Management Section. For future 
budget cycles, we can approc iatcl , . integrate these management and regulatory 
aspects o f  hot-water and gee t senna* resource use Into the pro ject budget 
framework.

ihe Fiscal Note fo r  HB 779 should forwarded to the Legis lat ive Finance 
Committee and Bob Speed in toe House Speakers Off ice as soon as possible.

cc: Tom Cook
Ross Schaff 
led Smith/Brent Petr ie



Alaska Department of Natural Resources 
2/27/80

III ANALYSIS FOR HB 779

The Governor's FY 81 budget includes several projects that relate to 
geothermal resource Inventory and management. (See attached budget 
sheet.) Because of this, the department feels that much of HB 779's 
fiscal impact can be absorbed without appropriating additional funds 
by redirecting slightly these already scheduled projects. However, 
additional support is necessary to carry out the department's new 

statewide responsibility per HB 779 for regulating the safety and 
resource conservation aspects of geothermal development.

Not only does HB 779 give to DNR this Important, new regulatory 
responsibility for geothermal resources, but the department is also 
given the responsibility to regulate all hydrothermal resources that 
fall below the 120*C temperature threshold that is used to define 
geothermal resources. Recent experience Indicates that sub-120°C hot 
Jatrr resource development (such as the Pilgrim Hot Spring protect) 
may require regulation for safety and conservation purposes even 
though the resources Involved are not considered "geothermal resources" 
for leasing p u m ^ e s .

This fiscal note outlines what Is needed for the department tr expand 

Its geothermal resource management program to Include resource conservation 
and operation safety regulation of geothermal and hydrothermal development 
on a statewide basl3. Specific program objectives are:

1. Develop and adopt simple and workable regulations and procedures 
dealing with operation safety and resource conservation of 
geothermal and hydrothermal development on all lands in
Alaska as provided by HB 779;

2. Develop and maintain a program to promote snfety and prevent 
waste of geothermal and hot water resources in the state.

The program would also Include provisions for technical assistance to 
those wishing to develop geothermal resources and other agencies that 
nru Involved in such resource development.

To accomplish these objectives in FY 81, the department needs n minimum 
of one full time Civil Engineer II with special knowledge of dril.lng. 
method:: and operations, groundwater geology and fluid mechanics. A 
detailed description of this position's duties and associated position 
costs are outlined in the attached Request for New Position Form 13.



I 'dCl I ION TITLE
CIVIL ENGINEER II

T Y I ’L Ol POSITION

PFT ^

s t a f f  MONTHS IMT*No . 

12

PCN No.

NEW

R.NQE/5TEP
20APRIORITY

TO
TT
17
T3

_1_5_

16

T Y P E  OF EXP EN D ITU R E

1

PERSO N A L S E R V IC E S :  

s a l a r y  $2,532/month

B E N E FIT S

FICA

H EA LTH  INS

30,384
4,548
1,975
1,524

TO T A L  PERSO N AL S E R V IC E S

T R A V E L

C O N TR A C TU A L

COMMODITIES

EQUIPMENT

O TH ER

TO IA L C O S T

T7
IB

19
70

2!
22*

CODE FUNDING SOURCE

FED TICPTS

GF MATCH.

GEN FUND

l .

J*©5>T INJiAI.iQN
A p O lT lO N

A RC P TS. 

I V.M RCPTS

OTHER

• . IV,

d.A KEE NUMBER .— — _*— .. 1..L.1r" - ■ v  ■ . • ..

FOR B&M

AMOUNT

38*431
4,500
3^000
1*000
1.500

48.431

48.431

: ;.v y;

JUSTIFICATION:
Proposed legislation requires that the Department of Natural 

Resources adopt regulations and Implement a program to

prevent waste, contamination and Injury caused by
exploration, development and production of geothermal 
resources In the state. This new position will prepare
regulations based on the new geothermal legislation and 
develop guidelines, standards and administrative procedures 
to Implement DNR’8 new regulatory responsibilities. For
each geothermal development project in the state, the
position will (1) review and evaluate development and 
operation plans to determine compliance with its
regulations; (2) perform site inspections of projects to 
ensure adherence to plans and specifications; (3) provide 
technical assistance with engineering and hydrologic 
problems as needed; and (4) maintain records on all aspects 
of development. Finally, in order to allow appropriation of 
hot water under AS 46.15 (Water Use Act) for the use of Its 
heat value, to ensure an approprlator's right to that water 
and its thermal properties, to -protect the rights of prior 
apprrpriators and to protect the public interest, this
position will develop and apply criteria and standards for 
evaluating permit applications, issuing permits and making 
appropriations for the use of hot water. The position will 
also perform site inspections to ensure that appropriations 
are being perfected in accordance with the water use permit 
and to provide technical assistance to hydrothermal 
development projects.

In addition to the general civil engineering position

AGENCY Departncnt of Natural Resources

1 O  R E Q U E S T  F O R  N E W  
1 °  P O S I T I O N .

07 i o t a  in **  ?/» »>

PROGRAM AREA-BRU
COMPONENT.

NRMEC

Wate Management FY 81
Water Use Management

Poge_. REVISED
DATE



requirements, this position will require knowledge and experience In drilling high pressure fluids for monitoring 
the design, operation and maintenance of water, oil or gas wells; groundwater hydrology and fluid mechanics.

Because the position will be responsible for implementing a safety and resource conservation program for hot-water 
and higher temperature geothermal resources that is independent of state-land ownership, considerations include but. 
are not limited to development of state geothermal leases, and because of the inextricable connection between Water 
Use Act procedures and those tasks outlined above, this position and its support will be placed in the Water 

Management Section ''f the Division of Forest, Land and Water Management,

The responsibilities of the Water Management Section under the Water Use Act, especially its function of reviewing 
water use permits and making water appropriations, already transcend state— land management. The Department 
therefore feels that the safety and resource conservation regulatory aspects of hot-water and geothermal 
development is most efficiently and effectively placed with the Water Management Section.

M3ENCY Department of t.aturnl Resources PROGRAM AREA BliU .
COMPONENT 

Pag*
10JJ (R tv . 7/70I

NRMF.C

Water Management FY 81
Water Use Management 
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.Field Inves i gatlons o f  Coal Fields
Coal is a resource v/hich^mrbrmdant. in Alaska, although theobstaol^s-TirpfoducIng and transporting i t  
are serious in many areas. I t  1s de7iraBT5~1^--Ganduc^«t3TTed1nvest1gat1ons o f  potential large coal 
prospects to assist the State 1 nithej iawjr-oimrenriJftR^^ this Pro ject , the Department
would in i t ia te  a seriesjiX-^^^TTprojects to map coal f ie ld s  where~fnTimro^4on^sjieeded to assess 
the Sta te 1 s_coa-r-rg1ources. and would compile coal resource at lases. Field stu^^Toiltd-fee-xxuiducted at 
4fce^Rfrendeen Bay/Chignik Bay coal d i s t r i c t  on the Alaska peninsula or a l ike  area.

COMPONENT: Geothermal Leasing/Development 
Project:  Geothermal Resource Inventory/Analysis
Ceothermal energy, a renewable resource, 1s tne least known o f Alaska's enjrgy resources. Nevertheless, 
indications are that a large portion o f  Alaska may constitute a geothermal resource province. As the 
cost of importing energy into rural areas continues to increase n̂ real terms, local development of 
geothermal energy resources f o r  power generation and/or .heat becomes Increasingly a ttract ive . Geothermal 
prospects which are cool r  than the boil ing point o f  water may be used to heat buildings or be employed 
with greenhouses for commercial agriculture. Geothermal steam may be converted into e lec t r ica l energy 
through the construction o f  power generating plants. Planning fo r  any future geothermal development 
w i l l  require investigation o f  hot springs (surface Indications o f  potential prospects) as well as volcanic 
and Intrusive igneous rocks. The Department's current d r i l l in g  program at Pilgrim Hot Springs 1n Nome 
and its assessment o f hot springs and geothermal anomalies around the State are generating Important 
information abou. geothermal prospects which are ju1table fo r  development, and should be continued.
Under this Pro ject , the Uepartment wi l l  complete by FY 1982 a geothermal a t la s ,  and design development 
plans based on detailed geologic Investigations fo r  12 specific hot springs s i te s ;  1t w i l l  also complete 
detailed geologic Investigations o f  at least three specif ic quaternary volcanic sites Including re la t ive 
volcanic hazard potential and advisabi li ty o f  s i te  selection.
Pro ject:  Revision o f  Geothermal Regulations

Natural Resources PROGRAM AREA NRMEC
BRU Mineral A Energy Development FY 81

•
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Alaska presently has on the books a Geothermal Steam Act which governs the leasing, use and development 
o f geothermal energy. is Act was adapted from Federal leg is la t ion  and 1s probably much too complicated 
to be suitable f o r ’ development purposes in Alaska. Anticipating leg is la t ive  action during FY 1930, the 
Department wishes to be prepared to revise i ts  regulations at the beginning o f  FY 1981 to prepare for 
lease sales in FY 1981. Under this Pro ject , the Department would (1) develop and adopt revised State 
regulations dealing with geothermal energy resources management and u t lM za t lon ,  (2) establish intra- and 
interdepartmental procedures to implement the regulations, and (3) develop a program to promote u t i l i z a t ion  
o f  geothermal resources where in the public interest .

Project :  Geothermal Lease Sales
Pending outcome of Statewide geothermal resource Inventories, the Department w i l l  not be certain o f the 
best prospects fo r  development. Consequently, 1t cannot be stated at this time what the ownership status 
is of lands determined to be good prospects. Nevertheless, the Department anticipates having this 
information by FY 1981 and desires to be prepared to lease geothermal prospects occuring on State land. 
Under this Pro ject , the Department wi l l  conduct one or mere geothermal lease sales during FY 1981.

AGENCY Natural Resources .PROGRAM AREA, NRMEC
d ru  Mineral & Energy Development FY 81
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Total projects within continuation 
Total incremental projects
Total a l l  projects

•submitted as an increment cn Form 6 
**not supmitteo in detailed Dudget

• PROJECT:C0STS
»

•

Revisions 01 Mining Rights Acquisition
100 200 300' 400 500 Other . Total

Regulations* 11.2 .6 .2 ;i 0 12.1
Mineral Claim Adjudication 72.9 1.8 1.9 .9 .5 78.0
Rians o f  Operation/Mining and Exploration 13.1 1.0 .1 .1 .5 ' 14.8
Mining Offices 173.3 0 0 6.8 0 180.1
Public Assays 62.9 0 0 3.8 0 66.7
Mineral Development Policy Analysis* 7.2 \  .5 .2 .1 0 8.0
Surface Mining Control 36.7 5.1 .2 .1 0 42.1
Revision o f  Coal Regulations* 3.1 0 2.7 0 0 5.8
Field Investigations of Coal Fields 90.3 6.8 10.4 2.6 0 118.1
Geothermal Resource Inventor//Analysis* 190.0 12.2 84.7 4.7 0 291.6
Revision of Geothermal Regulations* 10.0 .6 4.6 .2 0 15.4
Geothermal Lease Sale* 10.'O' 4 .0 . 5.8 0 .. . . ~20 .0

457.2 14.7 12.6 14.3 1.0 499.8231.5 17.9 98.2 5,3 0 352.9
600.7 32.6 110.8 19.6 1.0 052.7

Associated
Capital

a g e n c y  Natural Resources , PROORAM a rea  NRKEC
D R U .  Mineral & Energy Devglgprngnt.

P390
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MANAGEMENT OF LAND. WATER AND HYDROTHERMAL RESOURCES 
ASSOCIATED WITH HOT SPRINGS IN ALASKA

Dave Deniy-Chakroff 
Geothermal Program Coordinator

STATE 0» ALASKA 
Department of Natural Resources 

Division o f Research and Development 
Policy Research/land Entitlement Section

January 1980


