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Preferences or criticisms of Ihe spruce timber were at least more vigorous, 

if not Tore serious. One irr.Dorter notes that only 40 percent or so of the 

Sitka spruce is really suitable for sounding boards in pianos, its intended 

use. They complain about knots, unacceptably wide grain, wavy grain, pitch 

pockets, or lines, excessive hardness and instability in drying. As a 

result of these defects, one processor has accumulated about 500 MBF of 

material that they car.nct use--presumably it could be used for legs but the 

requirement for legs is not large enough to use defective material. In 

contrast, the other Sitka spruce importer did not have major complaints 

about quali ty.

C. The General Situation for Timber in Korea

Given the status of Alaskan timber imports in Korea, we now provide an 

overview of the aggregate timber market. Topics covered include demand and 

supply which will lead to a final section on opoortunities for Alaskan 

timber in Korea.

1. Demand

The total demand for timber in Korea was 11.6 million cubic meters (log 

equivalent) in 1973, declining to 7.3 million in 1981. The Office of 

Forestry forecasted, about a year ago, that 1982's demand would be up to 

8.3 million cubic meters. 1982 data were not available at the time of the 

visit, but it is apparent that there has been an appreciable increase over 

1981. Table V-2 shows the demand from 1965 to date by category of domestic 

use, and by domestic vs. re-export reouireme.nts.

According to the Korean Office of Forestry, Korea's domestic needs were 

much less than those of the Korean re-export industry through the late 

1960's and up to 1977. During those years the re-export sector took almost 

60 percent of the total demand, reaching 66 percent in 1976. Still, its 

importance has declined recently, and is likely to decline even more in the 

future.
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Table V-2. Korea's wood products demand

1965 1970 1975 1978 1979 1981 1932

1000 m-> 1 _ ; _ _ _ r
c u u i v o i c i i t a ----------

Domestic use

Pit props 304 450 5 4 > 617 626 623 637
Pulpwood 41 206 183 313 233 497 737
Plywood - - - 541 1,792 1,245 1,132
Other 403 1,057 2., 159 4 ,375 3,965 2,115 2,911
Total 748 1,713 2,839 6 ,346 o ,616 4,585 5,417

Export use

Plyv/ood 511 2  , 2 7 3 3,2.26 4,523 3,031 2,497 2,413
Other 1 17 350 737 i ,293 183 460
Total 5 T l ' .2 ,28/ 3 ,S7o 5 , 2 6 5 4,324 2,680 2 ,8/3

Total Demand 1,259 4,000 6,465 11,511 10,940 7,265 2,290

Note: 1932 figu res are a forecast perpared at the end of 1981, appa rently

reasonably accurate.

Source: Assembled from data obtained from the Korean Office of Forestry.

v
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a. Gomest’c recuirements

The categories of domestic use into which the Office of Forestry groups its 

figures, and which are shown in Table 7-2, are pitprops, pulpwood, plywood 

ana general use (presumably lumber in its various applications and particle 

board). The plywood and general use categories cover housing and other 

construction, furniture and musical instruments, and boxes and crating 

material.

Since Korea is heavily export-oriented, an unknown but certainly quite

large part of domestic use should perhaps be assigned to the re-export \

sector - e.g., furniture, musical instruments and the packing materials

needed for all kinds of export items. These requirements would exist in

most countries, but in Japan and the United States, for example, they are

small compared to other domestic needs. In Korea, they probably inflate

domestic demand to a significant degree.

Domestic use peaked in 1973, at 5.5 million cubic meters, declinea to -.5

million in 1931. Government stimulation of the housing industry was to

increase domestic use to '5.4 million in 1982.

The current rate of housing starts is between 200,000 and 250,000 annually, 

and is expected to increase slightly. Data were not available cn the 

number of multi-unit vs. single-family dwellings. However, in terms of 

wood use it is probably not as significant as in Japan because there are 

very few wood-frame buildings.. Wood is used primarily in door and window 

frames, floors, ceilings and roofs to some extent, doors and some 

cabinetry, and in concrete forming.

The volume of wood used per housing unit is estimated to be 7.1 m3.

Housing, therefore, would be using 1.4 to 1.3 million cuoic meters per [

year, plus whatever is used temporarily for concrete forming, perhaps 

another 0.2 or 0.3 million. Plywood and general use took 3.5 million cubic 

meters is 1931, so roughly another 0.5 million were required for other 

construction, furniture, crating, etc.
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b. P.e-exDort

Starting in the early 1960‘s, Korea became the world's most important 

in-transit processor/producer of hardwood plywood, using Southeast Asian 

logs. This activity peaked in 1977, with 4.9 million cubic meters of 

1ogs— ha 1 f of Korea's total log requirements in that year. It has since 

dropped sharply, to 2.5 million in 1981.

Reduced plywood markets in North America, Europe, Japan, etc. are not the 

only factor in the decrease in Korea's plywood re-export trade. The 

declining availability of suitable logs is more significant and promises 

more future problems for the industry. Indonesia and the Philippines have 

severely restricted log exports, leaving only Papua New Guinea and the 

Malaysian states of Sabah and Sarawak as places from which logs may be. 

exported on a reasonably open market basis As a result, Korea must compete 

with Taiwan, Singapore and Japan for these remaining log sources.

The Korean plywood industry has two ootions for dealing with this oroblem. 

They are:

• shift their operations to the resource country which many 

companies either have done or are planning to do. This, of 

course, removes their log requirements from Korea's total demand.

• Substitute other woods for Southeast Asian hardwoods, in core and 

cross-band veneer. The possibilities include Korean plantation 

poplar, cottonwood from North America, tight-knotted so'twood 

logs from North America, or imported veneer of softwoocs, aspen, 

etc.

Korea also exports lumber, moldings and other remanufariured wood products, 

although this is much less important than plywood export. The raw material 

for this includes North American softwoods, re-exported to Japan and to



Korean construction comoanies working in the Middle East. This sector took

1,293,000 cubic meters or logs in 1979, dropping to 183,000 in 1981 ana 

supposedly increasing to ^60,000 in 1982.

Export statistics cast doubt or. the above figures, however. In 1981, Korea 

apparently exported 262,000 cubic meters of lumber, moldings, and other 

processed lumber of which 219,000 cubic meters were softwoods for Japan and 

the Middle East. Probably about 400,000 cubic meters of logs would have 

been needed to produce this volume, suggesting that lumber re-export is 

much more important than the 183,000 cubic meters sncwn in Table '1-2.

c. Future demand

The Office of Forestry has prepared a forecast of timber demand anc supply 

up to the year 2030. This was done in 1978 and their estimate for 1980, 

not surprisingly, missed sionificantly as the world-wide economic climate 

suddenly worsened. Their long-term forecasts are presumably more reliable, 

if their analysis of underlying comestic trenas is soundly based. These 

forecasts are:

Domestic Export

use use Tota1

------------------ million cubic meters — ---- ---------

1990 14.5 4.3 19.3

2000 19.5 3.0 22.5

2010 22.7 2.5 25.2

2020 24.6 2.0 26.6

2030 25.6 1.5 27.1

I

It would not be surprising if the export sector's demand aecl'ned faster 

than these figures suggest, particularly with respect to piywooa. As 

domestic demand increases and as the plywood industry struggles with its 

raw materials problems, a larger decline in exports is possib1
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2. SuddI v of Timber

a. Domestic supplies

|
In 1965 domestic timber accounted for 48 percent of the total supply. 

Imports became more and more important as the plywood and lumber re-export 

industry grew, and domestic sources supolied only 8 percent in 1978. Their 

proportional importance has increased sharply since 1978, however, up to 

16J in 1981. This is largely because of reduced imports for the plywood 

re-export industry as discussed earlier. The actual volumes have been

800,000 to 900,000 cubic meters since the mid 1960's, topping 1 million in 

1981.

Oata were not obtainable on the species composition of domestic production, 

but from our knowledge of Korea it estimated that well over he;:' would be 

pine, about one-tenth plantation poplar, and the balance otner conifers, 

oak, chestnut and miscellaneous other nardwooas (e.g., walnut, persimmon, 

Paul ownia).

Domestic logs are mostly small and of ratner low grade and poor form.

Their end uses are:

• Conifers: construction, generally utilizing small cross-section

and short lengths.

• Poplar: packing material, chcosticks, blockbnard.

• Hardwoods: furniture, sliced veneer (particularly in narrow

widths and short lengths for items such as plywooc parquet), and

specialty purposes such as golf club heads (pers :mmcr.), and 

Japanese-style solid or veneered furniture (Paulownia).

Table V-3 shows the sources of Korea's timber supply from 1965 to cate.
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Table V-3. Sources of Korea's timber supply

Source and species 1965 1970 1975 1973 1979 1981

~-innn mi 1

Domestic supplies 503 845 896 996 952 1,130

Imports
-

Tropical hardwood 718 2,863 5,116 8,197 7,886 4,792

Softwood

North American 18 236 443 1,719 1,252 929

Chile 2. New Zealand 20 56 - 632 832 414

Total 33 292 448 2,401 2,084 1,343

Other 5 17 18 -

Total 756 3,155 6 , 6 6 9 10,615 9,983 6,135

Total supplies 1,259 4,000 6 ,465 11,611 10,940 7,255

Source: Assembled from data obtained from the Korean Offi cs of Fores try.



b. linoorts

Imports reached a peak of 10.6 million cubic meters in 1978, declining to

6.1 million in 1981. Industry sources consider an increase to 6.3 million, 

likely in 1982. Southeast Asia and the South Pacific are the principal 

sources, and trom 1965 to 1977 this area supplied 85-95 percent of imports. 

Softwood imports increased sharply in 1978, and as of 1981 they reduced 

tropical hardwoods' share of the market to 72 percent.

Tropical hardwoods are used mostly for plywood, but also for otner purposes 

such as lumber and remanufactured product exports, furniture, domestic 

moldings, window frames, and construction. Table V-4 compares the Office 

or Forestry data on domestic and excort plywood raw material reguirements, 

and on trcpical hardwood imports, in order to get some idea of the hardwooa 

volume that gees into these uses.

Softwood imports have so far come mainly from the United States. Mew 

Zealand and Chile are suppliers of Monterey pine, accounting for aoout 27 

percent in 1381. Korea has also started to buy Siberian legs, either 

transshipped or redocuirented in Japan. There has been seme imports from 

Canada in the past few years, the volume is not available. We suspect that 

it is quite sma11.

With a few exceptions, Korean importers have but one criterion for 

softwocds--price. Colo- , grain character!sties, kr.ot placement, ring count 

and log size mean little. Knot size is of some significance, however, 

since Korea, like other Asian countries, uses lumber in some very small 

cross-section, it does not seem to be a serious problem. Also, logs with 

smaller knots are selected for this type of end proouct. One product that 

o n  accept large knots, provided they are tight, is crating material for 

machinery exports, etc. Moncere> pine, from Mew Zealand anc Chile, is used 

for this, as it is in Japan.
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Table V-4. Korean plywood requirements and tropical hardwood imports

Item 1973 1979 1SS1

-1000 m J log equivalents--

Plywood requirements

Domestic 541 1,792 1,345

Export

Total

4,528

5,069

3,031

4,823

2,497

3,842

Tropical hardwood imports 8,197 7,386 4,792

Tropical hardwood used for 

lumber, moldings, etc. 

(domestic and export)

3,128 3,063 950

Source: Assembled from data obtained from the Korean Office of Forestry

and the Korean Traders Association.



VJest Coast exoorters prepare a class of logs for the Korean market, 

appropriately called "K Sort." Ideally this consists of small 

second-growth legs, in long lengths, so that the Korean mills can benefit 

from the very high Scribner M8F/cubic meter conversion factor. While the 

Japanese market accepts small logs (down to 6":), * . Lyreans also accept a 

considerable degree of roughness, i.e. more knots, sweep, crook bark seams, 

center rot and, catfaces. The Korean market will also accept larger logs 

with considerable center defect (say, up tc 35-40 percent of the gross 

volume), provided it is scaled out and the poorer stowage on board ship is 

accounted for in the price.

U.S. lumber grading rules are not applicable to Korean usage, because with 

a wide variety of small sizes the Korean sawmillers can recover clear 

lumber where U.S. sav/millers could not. However it may be useful to 

describe Korea's lumber use in terms of these rules to prcvice an icea cf 

what is needed from their softwood supplies. Some characteristics are:

A moderate amount of imorovement in recoverv--upgrading from 

purchase basis by remanufacturing into small sizes. This end 

result, achievable directly in the sawmill, will not be very 

large because most of the logs imported are small second-growth, 

with tight knots.

• A moderate amount of utility grade lumber, used domestically,

probably most of it as boxes or packing material.

• A moderate amount of Standard grade, used domestically or

exported to Japan or the Middle East.

t Some Construction araGe--probao1y most of which is exported to

u 3 pd n .

A little Mo. 1, Select Structural, Shop Graces, or Clears, 

probably used locally for miscellaneous special uses or exported 

to Japan.

'/-13

k



Two exceptions to these remarks are:

• Sitka spruce for the musical instrument manufacturers, whose 

requirements are even more stringent than those of their Japanese 

counterparts. Korea does not have the same cutlets as Japan for 

spruce which, while not meeting musical instrument 

specifications, is still of rather high grade, and

• Red ceoar, which has come into fashion in Korea for wall 

panelling. In this case the Koreans are forced into taking lower 

grade sawlogs in order to get the larger logs that yield clear 

lumber for panelling; the lower grade logs then go into general 

uses, probably including crating.

D. Trends and Opportunities in the Korean Market

1. Future Timber and Lumber Sucolies

The production forecasts developed oy the Office of Forestry indicates an 

aggressive production level for domestic timber. Supplies are projected to 

increase to 13 million m 3 by 2030 or 42 percent of the projected demand in 

that year. By 1990, however, domestic supplies are expected to be at only 

the 3 million m3 level, or 15 percent of demand. These forecasts rely 

heavily on poplar, which of course grows much faster than any native 

species. Poplar volume is expected to reach a plateau of 5 million cubic 

meters per year by 2010.

Imports are forecast to grow, with domestic demand, to 16.4 million cubic 

meters in 1S90, but to decline to 14.1 million in 2030, as domestic 

supplies increase. The importance of North America as a suooly source is 

likely to increase, as Korea's overall demand comes to consist more of 

domestic construction needs and less of (mostly plywooG) re-export raw 

materi al.
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Table '/-5 shews the Office of Forestry's estimates of where supplies will 

come from between now and 2030, plus cur own estimate of how much .North 

America might provide. Our estimate is based on these assumptions:

• Korea's re-export industry will continue to have difficulties 

competing for South Seas hardwoods to supply the necessary 

component for the plywood component.

• The domestic plywood requirement will account for about one-third 

of total domestic demario. A part of the domestic demanc will be 

filled by softwood plywood imports; some softwoods will be used 

for veneer in domestic plywcod production.

9 As a result of increasing difficulty in obtaining tropical

hardwood logs, tr.e volume of tropical hardwoods usee for purposes 

other than plywood will decline. The combined domestic and 

export plywood demanc will approximate the extent of trtaical 

hardwood imports.

Up to now Korea has imported almost all its 'lumber requirements as logs, 

with relatively little material in cants, squares, lumber, particle beard, 

etc. From our analysis of the market, we believe Korea will gracually 

import more and more finished of semi-finished wood proaucts. !: is 

difficult to quantify this, but the areas in which such imports are likely 

to show the most growth are:

• Korean specification construction lumber sawn in flortn American

mills from K Sort logs--simiiar to those mills that new produce

to Japanese specifications,

• hardwood lumber as by-products of Korean plywcod ooe-at'ons in

Indonesia, etc.,

• softwood veneer and plywooa, ana

V-l 5
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- 1988 1990 2000 2010 2020 2030

ctju i va i ci

Domes tic supplies

Native species 1.4 1.5 2.0 4.0 o.O 3.0
Poplar 0.9 1.5 4.4 5.0 5.0 5.0
Total 2.3 3.0 6.4 s.o 11.0 13.0

Imports

North American 4.8 5.1 4.7 4.4 3.9 3.0
Other areas 10.9 11.3 11.4 11.3 11.7 11.1
Total 15.7 16.4 16.1 16.2 15.6 14.i

Total 18.0 19.4 22.5 25.2 26.6 27.1

Source: Assembled from data obtainea frcm the Korea n Office of Forestry.
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* North American particle board.

2. Opportunities for Alaskan Timber Species

Within the general setting, it is also possible to gain some insight about 

opportunities for Sitka spruce, western hemlock and seme other Alaskan 

products.

a. Sitka spruce

As mentioned, the Korean musical instrument industry uses about 5 million 

8F or (13,000 cu. m.) of spruce per year. This figure is likely tc 

increase somewhat, according to the largest piano manufacturer. They 

report increasing demand for Korean-made pianos, and to satisfy this they 

are increasing their capacity. Within a couple of years the total demand 

will probably be about 7 million 8r or (18,000 m 3).

Also as mentioned, the demand could theoretically be halved, or at least 

reduced, if spruce are supolied only in sounding coara Quality ar.c basswood 

and other species are used for keys, legs, etc. In practice, basswood 

might not be as convenient to import as spruce, and so it seems ratr.er 

likely that spruce will maintain its position.

Since even the highest grade log is bound to contain consiaeracle non-music 

grade material, we think it is reasonable to say that cants, containing as 

c;uch as possible of music grade cuttings, would be preferred if the 

end-users could get them. Some of the smaller companies are .new making 

efforts in this direction.

b_. Hem lock ano lower grade spruce

Only a very small percentage of Southeast Alaska hemlock ana soruce is 

really suitable for the Korean market - top grade spruce for musical 

instruments, ana small, knotty and preferably sound logs of aitner species.

. . .  •
r
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What lies in betv/een is too good, in the sense that it possesses 

characteristics (tight grain and generous yield of clear lumber) that 

command a premium in Japan but are in most cases of no importance in Korea.

Korea's current log imports from Alaska are covering not only the small lev/ 

quality, knotty logs but also the next layer of quality upwards - as 

previously described, logs that will yield a considerable amount of clear 

lumber but which have a lot of defect. This is probably due to two 

factors:

*
• the current low prices for all logs which brings more logs within 

the range that Korean importers are willing to pay, and

• the overall lower level of logging activity in the Pacific 

Northwest, which reduces the volume of K Sort logs available 

there.

When the Japanese market improves, or as the yen strengthens against the 

dollar, it is almost certain that some of the logr now being bought by 

Korea will be priced out of the Korean's reach, and either imported by 

Japan in the round or custom sawn into cants. When this happens exports to 

Japan from the Pacific Northwest will pick up, producing more K Sort legs 

as a kind of by-product; some of the Koreans' buying will presumably then 

shift back to that area.

One might suppose that the small percentage of "true K Sort" logs produced 

from National Forest land in Southeast Alaska could be sawn into cants that 

would then be suitable and reasonably priced for the Korean market. Vie do 

not think so, for these reasons:

• such logs are, at most, 15" i«. diameter, and the lower 

productivity with small logs makes the canting process 

inordinately expensive, and

V- 18
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i with larger logs, the cost of producing cants (nay be partly

offset by a real freight sav’ng, as defective material is sawn 

out. With small, knotty but reasonably sound logs this saving is 

not available.

In short, these logs should, perhaps, be available for export to Korean in 

the round.

c. Red cedar

Unless red cedar panelling is a passing fad, th? projected growth of Korean 

domestic demand, based on housing and other building construction, will 

mean more demand for red cedar, and more opportunities to supply it tc 

small scale importers or end users in the fcrm of cants.

d_. Other Alaskan possibilities

Moving north and west along the Gulf of Alaska coast, the percentage cf 

logs that are suitable for Korea rises sharply. In places such as 

Seldovia, Port Chatham and Ar'ognak and Kodiak Islands aoout half cf toe 

volume could be considered K Sort.

Possibilities for Korea's plywood industry exist in cottonwcoG, wnite 

spruce,- and perhaps birch, is log or maybe even veneer imports.

In general, the Korean market prospects are good . >r high grade soruce logs 

or cants and for red ceaar. The market size is small compared to -Japan, 

however. The Korean market does not look particularly gooa for hemlock or 

low grade spruce, as Koreans will not compete price-wise with the Jacanese 

for this timber. As described above, some other Alaskan timbers also have 

some market potential and deserve some attention.
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^ 0  AOGA PROPOSED TESTIMONY ON HOUSE BILL NO. 680 

lK , V HOUSE L7\BOR AND COMMERCE COMMITTEE

( f f MARCH 7, 1984

Goad-in even i ng_ Ilmj Ba^e—Yes-l-andy Senior Staff Environmental Engineer
f flxrxT

with Shell Western E & P. IJ-m- representing the Alaska Oil and Gas 

Association bh-i-s mblTTing" and I will comment on the proposed Commit­

tee Substitute for HB680.

which is to provide 

the legislation necessary to enable the State to be the sole admin­

istrator of a permitting program for underground injection wells 

related to oil and gas production activities, or Class II wells, as
H o ~  'AaaJj u l ..- J U c

they are identified in the Federal program. I will (f-d-ieeiis-s— fehe- 

: oux suireasons for support.

Without State preemption of the Federal program there will be 

redundant State and Federal programs with nothing but duplicated 

record-keeping and administrative delay as a result.

We have had a concern that existing statutes might prevent the State 

from preempting the Federal program because confidentiality provi­

sions and penalty imposition limits may not meet the Federal re­

quirements. We believe this bill will eliminate that concern.

Our Association prefers that the permitting process for injection 

wells, related to oil and gas operations, be controlled by the



AOGA Comments on HB No. 680 
Page 2

state. The regulation of o'1 and gas operations by the Alaska Oil 

and Gas Conservation Commission is an example of regulatory control 

based on well-established knowledge of the regulated activity.

Therefore, we believe the Alaska Oil and Gas Conservation Commission 

is the appropriate administrator of regulations that bear on the 

technical elements of oil and gas operations and it should be the 

sole administrator of Class II wells in the state.

Finally we have seen that the Federal program, as proposed, would 

reduce the production rate of secondary recovery projects (water 

floods) by requiring that current injection pressure be reduced. 

The EPA's basis for lower pressures is no more than a "rule-of- 

thumb" which they acknowledge may be changed on a case-by-case 

review. But, until that review is completed, pressure would have to 

be reduced to comply with the regulations. This reduction would nor 

only reduce current production rates, but ever, if only temporary, 

would reduce the ultimate total production of the formation causing 

revenue losses to both the State and producer. It is therefore a 

matter of mutual urgency.

If the proposed Federal rules are promulgated in the absence of 

State intent and ability to assume the program there will be a loss 

with no measure of compensation.
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We urge the State to assume primacy in the regulation of Class II 

injection wells and we believe this bill contains specific statutory 

language which will serve this purpose.

Thank you.



S t a t  is o k  A i .a s k a

O F F I C E  O F  T H E  G O V E R N O R  

J  IT N  IS A  U

February 13, 1984

The Honorable Joe Hayes 
Alaska House of Representatives 
Pouch V
Juneau, AK 99811

D e a r  R e p r e s e n t a t i v e  H a y e s :

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill relating to the 
Alaska Oil and Gas Conservation Commission. This bill 
would give the state the authority to assume control and 
regulation of injection wells associated with oil and gas 
production, such as salt water disposal or enhanced recov­
ery of natural gas or oil. The U.S. Environmental Pro­
tection Agency currently has that authority. A 1980 
amendment to the Safe Drinking Water Act (42 U.S.C. sec. 
300f -- j) added a new sec. 300h-4 that would allow a
state to obtain primary enforcement responsibility from 
the federal government for those portions of its Under­
ground Injection Control program related to the recovery 
and production of oil and gas. Instead of imposing the 
existing federal regulatory requirement, sec. 300h-4 would 
give a state that authority if the state could demonstrate 
that it had an effective program to prevent underground 
injection which endangers drinking water sources. This 
bill would give the state that authority.

Sincerely

Dill Sheffield 
Governor



QUESTIONS

Hb #680— -3/7/84

MEMO:

F r o m i Me r r i l l  

To: J ohn

1 . )  Ha v e  t h e  f e d s  b e e n  d o i n g  t h i s  e l s e w h e r e ? And  e v e n  i f  we 

PASS TH IS  b i l l  g i v i n g  t h e  s t a t e  t h e  a u t h o r i t y  so  t h a t  i t  m ay

APPLY FOR TRANSFER,  DOES IT  GUARANTEE THAT W E 'L L  GET IT ?

2 . )  I f THE FEDS ARE MAKING TH IS  TRANSFER POSS IBLE ,  ARE THEY 

PROVIDING ANY PROGRAMS TO HELP THE STATE FUND I T ?

A , )  FOLLOW UP: If THERE ARE GOING TO BE FEDERAL FUNDS

A VA ILABLE ,  I S N 'T  THE F ISCAL NOTE RATHER H IGH?
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HB# 680

R u le s  b y  r e q u e s t  o f  th e  G u ve rn o r  
R e la t in g  to oil 5 g a s  r e c o v e r y

ANALYSIS  FOR LABOR I COMMERCE COMMITTEE
7 M a rch ,  198#

T h i s  b i l l  wi l l  b a ^ . c a l l y  g i v e  the  s t a te  a u t h o r i t y ,  e n a b l i n g  it to a p p ly  to 
the  EPA for  t r a n s f e r  o f  a u t h o r i t y  to con t ro l  a nd  r e g u l a t e  in jec t ion  w e l l s  
a s s o c i a t e d  w i th  oil 5 n a tu r a l  g a s  p r o d u c t i o n .  T h e  G ove rno r  in h i s  
m e s s a g e  t r a n sm i t t i n g  t h i s  b i l l  to th e  H ou se ,  s t a t e d :

"T H IS  B I L L  WOULD GIVE THE S T A T E  THE AUTHORITY TO ASSUME 
CONTROL AND REGULATION OF INJECTION WELLS ASSOCIATED WITH 
OIL AND GAS PRODUCTION, SUCH AS SALT  WATER D ISPOSAL o R  
ENHANCED RECOVERY OF NATURAL CAS OR OIL .  THE U .S .  
ENVIRONMENTAL PROTECTION AGENCY CU R R EN TLY  HAS THAT 
AUTHO RITY .  A 1980 AMENDMENT TO THE SAFE  DRINKING WATER 
ACT,  ADDED A NEW SECTION 300h~# THAT WOULD ALLOW A STA T E  
TO OBTAIN PRIMARY ENFORCEMENT R E S P O N S IB I L IT Y  FROM THE 
FED ER A L  GOVERNMENT FOR THOSE PORTIONS OF ITS  UNDERGROUND 
INJECTION CONTROL PROGRAM R ELA TED  TO THE RECOVERY AND 
PRODUCTION OF OIL AND GAS.  INSTEAD OF IMPOSING THE 
EX IST ING FED ER A L  REGULATORY REQUIREMENT , S E C .  3 0 0 h - #
WOULD GIVE A STA TE  THAT AUTHORITY IF THE STA T E  COULD 
DEMONSTRATE THAT IT HAD AN E F F E C T IV E  PROGRAM TO PREVENT 
UNDERGROUND INJECTION WHICH ;ENDANGERS DRINKING WATER 
SOU RCES .  TH IS  B I L L  WOULD GIVE THE  STATE THAT A U T H O RITY . "



AOGA PROPOSED TESTIMONY ON HOUSE BILL NO. 680 

HOUSE LABOR AND COMMERCE COMMITTEE 

MARCH 7, 1984

Good morning. I'm Dave Yesland, Senior Staff Environmental Engineer 

with Shell Western E & P. I'm representing the Alaska Oil and Gas 

Association this morning and I will comment on the proposed Commit­

tee Substitute for HB680.

Our Association supports the intent of CSHB680, which is to provide 

the legislation necessary to enable the State to be the sole admin­

istrator of a permitting program for underground injection wells 

related to oil and gas production a c t i v i t y o r  Class II wells, as 

they are identified in the Federal program. I will discuss the 

reasons for our support.

Without State preemption of the Federal program there will be 

redundant State and Federal programs with nothing but duplicated 

record-keeping and administrative delay as a result.

We have had a concern that existing statutes might prevent the State 

from preempting the Federal program because confidentiality provi­

sions and penalty imposition limits may not meet the Federal re­

quirements. We believe this bill will eliminate that concern.

Our Association prefers that the permitting process for injection 

wells, related to oil and gas operations, be controlled by the
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state. The regulation of oil and gas operations by the Alaska Oil 

and Gas Conservation Commission is an example of regulatory control 

based on well-established knowledge of the regulated activity.

Therefore, we believe the Alaska Oil and Gas Conservation Commission 

is the appropriate administrator of regulations that bear on the 

technical elements of oil and gas operations and it should be the 

sole administrator of Class II wells in the state.

Finally we have seen that the Federal program, as proposed, would 

reduce the production rate of secondary recovery projects (water 

floods) by requiring that current injection pressure be reduced. 

The EPA's basis for lower pressures is no more than a "rule-of- 

thumb" which they acknowledge may be changed on a case-by-case 

review. But, until that review is completed, pressure would have to 

be reduced to comply with the regulations. This reduction would not 

only reduce current production rates, but even if only temporary, 

would reduce the ultimate total production of the formation causing 

revenue losses to both the State and producer. It is therefore a 

matter of mutual urgency.

If the proposed Federal rules are promulgated in the absence of 

State intent and ability to assume the program there will be a loss 

with no measure of compensation.
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We urge the State to assume primacy in the regulation of Class II 

injection wells and we believe this bill contains specific statutory 

language which will serve this purpose.

Thank you.



P R O P O S E D  A M E N D M E N T  170. 1 

F O R

C S  H o u s e  B i l l  No. 6 8 0  L  & C

A d d  to t h e  B i l l  a n e w  S e c t i o n  A a s  f o l l o w s  a n d  r e n u m b e r  s u b s e ­

q u e n t  S e c t i o n s  a c c o r d i n g l y :

* Sec. A A S  3 1 . 0 5 . 1 7 0  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  

to r e a d :

(1A) r e g u l a r  p r o d u c t i o n  m e a n s  c o n t i n u i n g  p r o d u c t i o n  o f  o i l  

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

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

s h o r t  t e r m  t e s t i n g ,  e v a l u a t i o n ,  o r  e x p e r i m e n t a l  p i l o t  

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

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



A R C O  A la sk a , Inc. %

L e g a l  D iv i s io n  

P o s !  O lf ic e  B o x  3 6 0  

A n c h o r a g e .  A la s k a  9 9 5 1 0  

T e le p h o n e  9 0 7  2 6 5  6 5 4 0

S t e p h e n  M . W il l i a m s  

S e n io r  A tto rn e y

February 28, 1984

Barbara Herman, Esquire 
Deputy Attorney General 
Alaska Department of Law 
Resolution Tower 
Anchorage, AK 99510

RE: Petition for Rehearing, ARCO Alaska, Inc. to the
Alaska Oil and Gas Conservation Commission

Dear Barbara,

Attached for your review is the Stipula' .on and 
Settlement in the above-entitled matter. Th-s docu­
ment includes the comments we reviewed on Monday, 
February 27, 1984. I have executed 2 original copies 
of the settlement on behalf of ARCO. After you and 
the members of the Commission have executed the 
settlement, please transmit a copy to me.

If you have any questions, please advise me. Thank 
you for your assistance in resolving this matter.

• * — •   -_

S. M. Williams

SMW/ksm

Attachment

A RC O  A laska . Inc. it  a subsid iary of A llan iicR irh firld C o m p an v



B e f o r e  the A l a s k a  Oil a n d  G a s  
C o n s e r v a t i o n  C o m m i s s i o n

In the matter of )
A R C O  A l a s k a ,  Inc. ) S t i p u l a t i o n  a n d  S e t t l e m e n t

)

T h i s  S t i p u l a t i o n  a n d  S e t t l e m e n t  is e n t e r e d  in t o  b y  A R C O  

A l a s k a ,  Inc. (ARCO) and t h e  S t a t e  o f  A l a s k a  O i l  and Gas C o n­

s e r v a t i o n  C o m m i s s i o n  ( A O G C C ) ;

WHEREAS ARCO is the owner of certain acreage located on 

the North Slope of Alaska, including Section 35 of ADL 25649, 

located within the boundaries of the Kuparuk River Unit; and 

WHEREAS ARCO app’led to the AOGCC for approval to conduct 

the West Sak Sands Pilot Project to determine the optimum 

techniques for development of the West Sak Reservoir, and 

gather data for use m  pool rules hearings; and

WHEREAS the AOGCC approved the West Sak Sands Pilot 

Project by Conservation Order No. 191; and

WHEREAS, since that time, ARCO has conducted the West 

Sak Sands Pilot Project in accordance with Conservation Order 

No. 191; and

W H E R E A S  oil and gas t e s t  p r o d u c t i o n  h a s  e n s u e d  f r o m  t h e  

W e s t  S a k  S a n d s  P i l o t  P r o j e c t  Area; and

WHEREAS ARCO has filed confidential reports setting 

forth the production levels on the West Sak Sands Pilot 

Project Area for the month of December 1983, and January 

19S4; and



WHEREAS there is a d. spute between ARCO and the AOGCC on 

whether the test production must be reported on Form 10-405; 

and

WHEREAS the AOGCC, by Order dated January 25, 1984,

ordered ARCO to file _ the December 1983 production data on 

Form 10-405; and

WHEREAS ARCO, on February 10, 1984, petitioned the AOGCC 

for rehearing and reconsideration in accordance with the 

provisions of AS 31.05.080; and

WHEREAS it is the desire of both the AOGCC and ARCO to 

settle these matters;

NOW THEREFORE, ARCO and the AOGCC agree to stipulate 

and settle these issues as follows:

1. Until the date the pilot production facility to be 

located at the West Sak Sands Pilot Project Area commences 

normal operations and processes, and treats production from 

West Sak Sands Pilot production wells, or July 1, 1984,

whichever date is earlier, ARCO shall file a monthly report 

on or before the 20th day of the month, commencing with a 

report on March 20, 1984 showing the test production levels, 

injection levels, and other test production data and informa­

tion gathered by ARCO for the previous month. Such report 

shall be in the form and provide the specific information 

inclrded m  the reports filed by ARCO for December 1933, and 

January 1984. These reports will be kept and maintained 

confidential by the AOGCC in accordance with AS 31.05.035(d). 

Such reports shall be in addition to the quarterly report

- 2 -



■.

required by Conservation Order No. 191, Rule 11.

2. Upon commencement of normal operations of the West 

Sak pilot, production facility or July 1, 1984, whichever is 

earlier, ARCO must file all previously filed production 

reports on Form 10-405., or appeal to the Superior Court within 

20 days of July 1, 1984 pursuant to the provisions of AS 

31.05.080(b).

3. The AOGCC agrees to not claim, contend, or bring any 

action against ARCO under AS 31.05.150 of the Alaska Oil and 

Gas Conservation Commission statutes, or contend that ARCO 

violated AOGCC regulations for failure to file Form 10-405 

showing West Sak Pilot test production information so long 

as ARCO is in compliance with the provisions of this Stipula­

tion and Settlement, Conservation Order No. 191, and the 

AOGCC Regulations.

4. Because a dispute exists between ARCO and the AOGCC, 

this settlement shall not be construed as setting precedent 

or predjudicmg any claims, arguments, or contentions of 

either ARCO or the AOGCC with respect to any of the issues 

set forth in this stipulation. Both the AOGCC and ARCO 

agree not to use this settlement as. evidence in any proceeding 

before any court of law or administrative body, except as 

necessary to enforce the provisions set forth m  this stipul­

ation and settlement.

5. The AOGCC order issued January 25, 1984 is hereby

amended to conform to this Stipulation and Settlement.



Agreed to and approved this

1 9 8 4 .

ARCO ALASKA, INC.

B y  -----
.-Stephen M. Williams, Attorney

d a y  o f

ALASKA DEPARTMENT OF LAW

By_  er<-
Barbara Herman

- 4 -



P R O P O S E D  A M E N D M E N T  No. 2 

F O R

C S  H o u s e  B i l l  No. 6 8 0  L  & C

A d d  to t h e  B i l l  a n e w  S e c t i o n  2 as f o l l o w s  a n d  r e n u m b e r  s u b s e­

q u e n t  s e c t i o n s  a c c o r d i n g l y :

* S e c ,  2. A S  3 1 . 0 5 . 0 3 0  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  

to r e a d :

(i) T h e  c o m m i s s i o n  s h a l l  h a v e  the a u t h o r i t y  to a c t  as 

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

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

u n d e r  f e d e r a l  j u r i s d i c t i o n ,  p u r s u a n t  to t h e  " N a t u r a l  G a s  

P o l i c y  A c t "  o f  1 9 7 8 ,  P u b l i c  L a w  9 5 - 6 2 1  a n d  a p p l i c a b l e  

r e g u l a t i o n s .
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Subpart E— Identification of State and Federal 
Jurisdictional Agencies

[1124,451]

Sec. 274.501 Ju risd ic tiona l agency.

(a) Definition. Except as provided in paragraph (b), "jurisdictional 
agency" means:

(1) with respect to a well the surface location of which is on the OCS, the 
Federal or State agency having regulatory jurisdiction with respect to the 
production of natural gas. The following agencies have notified the 
Commission of their authority in this regard.

(1) for OCS wells located in the Gulf Coast Region:

Area Oil St Gas Supervisor 
Suite 336 

3301 N. Causeway Blvd.
Metairie, Lc 70010

(ii) for OCS wells located in the Atlantic Region:

Area Oil and Gas Supervisor 
Atlantic OCS Operations 

Suite 204 
1725 K  Street, N . W  

Washington, D C  20244

(iii) for OCS wells located offshore Alaska:

Area Oil & Gas Supervisor 
P.O. Box 259 
Suite 109 

800 A Street 
Anchorage, A K  99510

(iv) for OCS wells located offshore California:

Area Oil & Gas Supervisor 
160 Federal Building 
1340 W. 6th Street 

Los Angeles, C A  90017

(2) with respect to a well the surface location of which is on lands within 
the boundaries of a State (including Federal lands anil offshore Slate lands), 
the Federal or Stale agency having regulatory jurisdiction with respect to the 
production of natural gas. The following agencies have notified the 
Commission ">f their authority in this regard:

Fodor.il E n e rgy  R e gu la to ry  C o m m iss io n  
oe? is

§ 2 7 4 . 5 0 1  1 1 2 4 ,4 5 1
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Jurisdictional agency lor wells on

State in which wett ts located Federal lands Other lands

Alabama .........      Area Oil A Gas Supervisor. Suto 204, 1725 Od & Gas Supervisor. State C J A Gas Boaid.
K. S t . N W . Wasbmgion. 0 C . 20006. Drawer O. University. AL 35486.

Alaska ....................    Area Oil A Gas Supervisor, PO  Bo* 259. Od 4 Gas Conservation Commission. 3C01
Suite 109. 800 A Street. Anchoraqo. AK Porcupine Drrve. Anchorage. AK 99501 
99510.

Arizona - .........   Area Oil & Gas Supervisor. PO . Bo* 26124. Oil & Gas Conservation Comrriss’on. Suite
505 Marquette Ave.. N W , A’buqucrque. 420. 1645 W. Jelfcrson. Phocnnr. A2 
NM 87125 -  85007

ArVcnsw................................................. Area Oil A Gas Supervisor. 6136 E. 32nd Oil A Gas Commission. A Division of the Ar-
Place. Tutsa. OK 74135. Kansas Oepl. ol Commerce. 314 Easl Oak.

El Dorado. AR 71730.
Area O il A Gas Supervisor. 160 Federal Department ol Conservation. Division ol 0<l A 

Building, 1343 W rit 6th Street, Los Gas. 1416 Ninth SL. Rm. 1316. Sacramen* 
Anpeles, CA 90017 lo. CA 35014

Ar%-a Od A Gas Supervisor. PO. Box 7859. Oil A Gas Conservation Commission. 1313 
2C02 Fedcial Budding A Post Otfico. Sherman Strcot. Rm. 721. Denver, CO 
Casper. W < 626G2 80203.

Area O l A Gas Supervisor. P O Bo* 26124,
505 Marquette Avo.. NW. Albuquerque.
NM 87125

Area Oil A Gas Supervisor. Suite 204, 1 725 Administrator ol Oil A Gas. p -.eau of Gec'o* 
K Street. N W.. Washington. D C. 20006. gy. Department of Natur/il Resources. 903

W Tcn’.ossco Street. Tallahassee. FL 
32304.

Georgia............................      Area O'l A Gas Supervisor. Suilo 204. 1725 Department of Natural Resources. Gcotoqic
K St.. N.'//. Washington. D C. 20036. A Weler Resources Division, 19 Madm

Luther King Drrve. SW . Atlanta. GA 30334.
Idaho .................................   Area O il A Gas Supervisor, 160 Federal Idaho Public Utilities Commission, Statohouso

Building, 1343 West 6th Street. Los Mad. Boise ID 83720.
Angeles". CA 90017

Illinois. .......................................  Area Oil A Gas Supervisor. Su.lo 204. 1725 Department of Mines and Minerals. Od A Gas
K Street. N W . Washington. D.C. 20006. Division, 704 Stratton OMicc BuikJ.ng, 400

S Sprmq StrOQt. Springfield. H 62706
Indiana ....................  ....... Area Oil A Gas Supervisor. Suite 204. 1725 Department ol Natural Resources. Oil A Gus

K St/col, N W.. Washington. O C. 20C06. D.viSHjn, 606 Siato OHico Bidg. 100 N.
Sonolo Avenuo. Indianapolis. IN 46204.

K- a s ........................   «... . . . . . .. Area Oil A Gas Supervisor. 6136 Easl 32nd Corporation Commission. Stato Offico Build*
Place. Tulsa. OK 74J35. ing, TopcKa. KS 66612.

Koi .ucKy       Area Od A Gas Supervisor. Suilo 201. 1725 Department of Mmcs and Minerals. Oil A Gas
K Street. N W . Washington, D C. 2C006, Dwu.an. Bo* 680. Lexington. KY 40501.

Louisiana   Area Od A Gas Supervisor. 6130 Easl 32nd Olfico of Conservation. Bo* 44275. Baton
Place. Tulsa. OK 74135. Rouge. LA 70004.

Maryland      Area Od A Gas Supervisor. Suilo 204. 1725 Enorgy end Coast*.. Zone Administration. Do-
K Street. N.W. Washington. D.C. 20008. pattmont n? Natural Resources. Tawcs

State C'tice Oldq . Annapolis. MD 21404.
M chigan  Area O l A Gas Supervisor, Sudo 204. 1725 Depart.ncnl ol Natural Resources, Box

K Street. N W . Washington. D C 200CG 3C028. Lansing. Ml 48909
Mississippi   Area Od A Gas Supervisor. Suite 204, 1725 Sttfe Od A Gas Board. Box 1332. Jackson,

K Street. f l W , Washington. D C. 20006 MS 39205.
Montana...  Area Oil A Gas Supervisor. PO  Bo* 2059. Oil A Gas Conservation Division. Ccpartmenl

2002 Federal Bldg. A Post Office. Casper, of Natural Resources and Conservation.
WY 82602 2535 St Johns Avo . Billings. MT 59102. or

PO . Bo* 217. Helena. MT 59601.

California.

Colorado (except for the west 
•anqes of the New Mexico 
Principal Meridian).

(c/)
Colorado (only the west ranges ol 

the New Mexico Pnnepal 
Meridian)

1 1 2 4 , 4 5 1  § 2 7 4 . 5 0 1 F ed e ra l E n e rgy  G u id e lin e s
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Junsdrcboaal agoncy for wolls on

S'ato >n «rt*cn wroil 4 tocatod Fodoral lands Oito lands
Nebraska..

N e v a d a  _______ _______

N ew  M e x ic o  __ ________

Now York —  T

North Cerpfcnf   __

North Cako'a . . .   ______

O h o  _____________________

O klahom a (except mo O sag o  
R eservation).

(or)

Okiahoma (Only mo Osago 
Reservation)

O reg o n  . . ^ . . . .  ___«._______

. A n r . 0*1 A G as S upervso r. P O  Qo* 2659. 
2002 Fodo«ai Bidg A P o st Olltco. C asper, 
WV 82602

A'ca  O il A G as S u re rv is o r .  icO f e d e r a l  
B u ild in g , 13*10 W est 6 th  S tre e t .  L cs 

_  A ng e les. CA 90017

Aroa 0*1 A G as Supervisor. P O  Box 26124. 
M a'cuo lto  Ave., N.W., A lbuquo'quo. NM 
07125.

Area 0*« A G as  Supervisor. S o le  204. 1725 
K S troct. N W . W ashington. 0  C 20006.

Area 0*1 A G as Supervisor. Su*te 204. 1725 
K Strool. N W . W ashington. 0  C 20006.

A rea OH A G as Supervisor. P O  Be* 2659. 
2002 F edera l BMg A P ost O ffce , C aspor, 
WY 82602.

Aroa Oil A G as  Supervisor. Su*ie 204. 1725 
K S t/eo t, N W.. W ashm gion. D C  20006

A rea Oil A G as  Supervitior. 6136  E asl 32nd 
P laco. Tulsa. O k  74135.

0«l A G as  C on se rva to n  Comn*ssK)n. Box 
393. S-dney. NE 6J162 .

departm ent o l G  nservat on and  Natural Po- 
sourcos. Orvs^on of W rera i R osources. 
C ap  to« Comp:e*. 2^1 S Fan Street. C arson 
Gfy. NV 89710

D epartm ent o l Energy and M inerals. Ol C on­
servation O iYisoa Box 2068. S an ta  Fo. NM 
07501.

D epartm ent of Environmental C on so rv ito n . 
Buroau ol M .rerai P eso u /cos . 50 WoH 
R oad. Albany. NY 12233

D epartm ent o l N atural P-* sources and Com . 
mun*ty Developm ent. 5 12  N Sai'Sbuty 
Strool. Raleigh. NC 2 7 6 1 1 .

Geological Survey. University Station. G rand 
Forks. NO 50202.

Ohio D epartm ent o l Natural R esources. 1932 
fleichor Onve. F o u r u  n Squ.vo, C o'um bus. 
OH 43224.

Corporation Com.m.ss»on. J.m Thqrpe Build­
ing. Oviaf-oma Gfy. OK. >3»05.

Pcnn sy i/an io  .

S outh  Carolina ___ ..................___

S outh  D a k o ta   .....

Tennossoe............................... .
T o«as (Easl ol lha  to o th  Mondian)

(or)
T oxas (W osl o t the 100th 

Morid.an).

U tah  (except San Ju an  C oun ty ).. 

(or)

S u p e rin ten d en t O sa g e  tnd.an Agoncy. 
B ureau of Indian Affairs. U S  D epartm ent 
of the Intenor. P flvhusxa. OK 74056.

A rea  O il A G os S u p e rv iso r , 160 Fedora- 
B u ild in g , 13*10 W est 6 th  S trep* . l.os 
A ng e le s, CA 90017 

A 'oa  Oil A Sm s  Suporvisor. >u.to <:u-* i / o  
K StrcoL N W . W ashington. D.C. 20006.

Area 0»l A G as Suporvisor. Su*to 204. 1725 
K St*’out. N W . W ashington. D.C. 20006 

Area Oil A G as S jp rrv .so r . P  0  Box 2d59. 
2002 F ederal Gidg A P ost Otf-co. C asper, 
WY 02602

Area 0*1 A G as  Supervisor. Su*lo 204. 1726 
K S trcot. N W . W ashington. D C 20006 

A /oa 0*i A G as Supervisor. 61JG  Ea*l 32nd 
Place . Tulsa, OK 7 4 U 5 .

A rea Oil A G as Suporvisor. P O  Box 2612*.* 
505 M irquoltS  A vo, N W . AlbuquCfqui), 
NM 07125

A rv i Oil A G as Superv.oor P O  Box 2BS*. 
2002 F ederal B.'dg A P o st Olf*co. C asper. 
WY 82602.

D epartm ent of Gnotogy A Mtnoral i*du*t'«is. 
1C69 S tare  Office B’d g .  P o 'tland . OR 
97201.

D epartm ent of Environm ental R esources. Di- 
vis-on of Oil A G as R c ^ j 'a t’on. 1205 K cis- 
m an  B id q . 100 Forties Aver.ve. Pittsburgh. 
PA 15222

South Caroline Pubt-c S o rvco  C om rm sv 1 \ 
P 0  Dr Jwnr 11649. Coi*rO*4. SC 2921 ' 

Geological Survey, S cience Coxnr Um«or **ry 
VoimuUon. 5 0  57062

Siaio  Oil A G as 3 o srd . G -5  S 'n ie  C f 'c o
B tug . N aihvitie. t n  V 2 ? 9  

Ra iroad C om m .ss.on. O.Mwwf 12367. Austin.
Tx /a/ 11 .

D-vS'on of Oil G as  and  IAp.- h). U tah Depart- 
m eni c l  N atural R esources. 1580 V.ost 
North Temple. S j ' i cake  G ty. UT o 4 P C

U tah  (only S an  Ju an  County)..,

Virginia   ........

W ashington ...................... - .........

W osl V irginia « . ..  .

W yom ing  .........................

A rea 0.1 A G as Supervisor. P O  0 a«  26124 
505 M arqucllo A vo . N W . Albuquerque.
NM 87125

A rea 0*1 A G .is Suporvisor. S .xte 204 1775 Division o l M nos and  Q n v w s .  P O  Drawer 
K S treet. N W W ashington. D C  20096 V. B q  S lone Gap. v'A 24219

A rea  O il A G as S u p e rv iso r , 160 F rr.'iw .i 0*1 A G as Suporvisor, C ep.vtm ent ol N .llurjl 
B u ild in g , 1340 W est 6 th  S tre e t ,  Lcs flusou rcos. O ’sm pia WA 36504.
A ng e les. CA 90017

A rea Oil A G as Suporvisor. Su.to 204. 1 / 5*5 0.1 A G as  D r.ivon. Dapi.rtT.eni of Mines.
K Streol. N W . W ashington. D C. 2 0 J3 8  S lalo  Capitol. C harleston. .VV 25305

A rea Oil A G as Supervisor. P  O Bo* 2659 0*1 A G a s  Conrerval>on C o m 'i.sv o n , Oox 
2002 F ederal BUg A P o st OHiCe, C asper. 2640, C aspor. WY 82602.
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(b) Waiver. In the case of any determin3' ion to which a waiver under 
Subpart C  of Part 274 is applicable, "jurisdictional agency” means the 
Commission.

(c) Federal lands. For purposes of this section, "Federal lands" means

(1) all lands leased under:
(1) the Mineral Lands Leasing Act, as amended, 30 U.S.C. § § 181 cl scq.; 

and __

(ii) the Mineral Leasing Act for Acquired Lands, as amended, 30 U.S.C. 
§ § 351 et scq.; and

(2) all Indian lands which are under the supervision of the United States 
Geological Survey (30 C F R  Part 221); and

(3) all Indian lands which are under the supervision of the Osage Indian 
Agency, Bureau of Indian Affairs, U.S. Department of the Interior.

(d) Divided-interest leases. Unless an agreement under paragraph (f) of 
this section provides otherwise, when: a well is located on a divided-interest 
lease involving Federal (or Indian) and private (or Slate) ownership:

(1) the Federal jurisdictional agcr.cy shall make the determination where 
the majority lease interest is Federal (or Indian);

(2) the State jurisdictional agency shall make the determination where 
the majority lease interest is private (or State); and

(3) the -State jurisdictional agency shall make the determination where 
the lease is divided equally

(e) Drilling units. Unless an agreement under paragraph (f) of this 
section provides otherwise, where a drilling unit is drained by two or more 
wells, the Federal jurisdictional agency shall make the determination if the 
completion location of the well in question is located on a Federal (or Indian) 
lease, and the Slate jurisdictional agency shall make the determination if the 
completion location of the well in question is located on a private (or Slate) 
lease.

(f) A g r e e m e n t s . If the United States Geological Survey and any State 
jurisdictional agency enter into an agreement authorizing such State agency 
to make determinations under Subpart A  of this part with respect to wells 
located on Federal lands, or authorizing the U.S. Geological Survey to make 
such determinations with respect to wells located on State lands, such 
agreement shall be filed with the Commission. Upon the filing of such an 
agreement the agency so authorized in the agreement shall be considered the 
jurisdictional agency /ith respect to wells on the designated lands to the 
extent provided in the agreement.

.0 : 44 F .R . 48664  (August 2 0 .1 9 7 9 )

.1S Historical record.—Section  274 .SOI 
o r ^ in a t e d  in  43 F .R . 5 6 448  (1 2 /1/7 !)). 

e le c t iv e  12 /1 /78 .

Sub section  (a ) , ap p ea r in g  in  43 F .R .
56448  (1 2 / 1 / 7 9 ) . effective 12 /1 /78 , read aa

fo llo w s u n til i t s  am endm ent in 44 F .R . 

48664 (8 / 2 0 / 7 9 ) . effective 8 /1/79 :

(a )  Definition Kxccpl a s  provided in 

paragraph (l>), "jurisd ictional agency" means:

1 (24 ,451  § 2 7 4 .5 0 1 Fodoral Energy G uldo llno i
0)1-7.4
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11) W ith respect to a well on the OCS. one of 

the following offices of the United S ta les 

Geological Survey:

(1) for OCS weds located in Ihe Gulf Coast 

Region:

Area Oil fi Gas Supervisor 

Suite 336  

3301 N Causeway Blvd.

M etairie. LA 70 010

( i i )  for OCS wells located in the Atlantic 

Region:

Area Oil Si Gas Supervisor 

A tlantic OCS Operations 

Suite 204 

1725 K Street. N.W 

W ashington, DC 20244

( i i i )  for OCS wells located offshore Alaska:

Area Oil ft Gas Supervisor 

P.O. Box 25 9  

Suite 109 

8 0 0  A Street 

Anchorage, AK 99 510

( i v )  for OCS w e lls  lo cated  o ffsho re  

California:

Area Oil ft Gas Supervisor 

160 Federal Building 

1340 West 6th  Street 

Los Angeles. CA 90017

(2 )  W ith respect to a well the surface 
location of which is on lands w ithin the 

boundaries of a State (includ ing Federal lands 
and offshore State lands), the agency specified 

In the following table:

(Note: the l is t  o f ju r isd ic t io n a l agen c ie s, 

ap p e a r in g  in 43 F .R . 56448  (1 2 / 1 / 7 8 ) , 

effective  12 /1 /7 8 , is  not reproduced.!

Sub sec tio n  (c ). appea rin g  in 43 F .R . 

5 6 448  (1 2 / 1 / 7 8 ) . effective  12 /1 /78 . read a s 

fo llo w s u n til it s  am endm ent in 44 F .R . 

48664 (8 / 2 0 / 7 9 ) . e ffective 8 /1/79 :

tc ) Fvtlvral /.ini/v For pur|m w s of th is 

section. "Federal lands” means 

( 1 1 a ll lands leased under.

( i i  the M ineral Lands Leasing Act. as 

amended, 3 ') U.S.C. § 5 181 it s ir / . and 

I i i )  the M ineral Leasing Act for Atiuired 

Lands, as amended, 3 0  U.S.C. 4 § 351 <•/ set/. 

and

(2 )  all Indian lands which are under the 

supervision of the United S late s Geological 

Survey t.V iCFR  Part 2 2 1 1 
Sub sec tio n s (d ) and (e ) n ew ly  o rig in ated  

in  44 F .R . 48664  (8 /2 0 / 7 9 ) . effective 8 /1 /79 .

Sub section  ( 0  (fo rm erly  designa ted  as 

sub sec tion  (d )), appearin g  in 43 F .R . 56448 

(1 2 / 1 / 7 8 ) . e ffective 12 /1 /78 . read a s  fo llow s 

u n t il its  am endm ent in 44 F .R . 48664 

(8 / 2 0 / 7 9 ) . e ffective 8/1/79 : 

id )  Aurcvments If the United States 

Geological Survey and any state jurisd ictional 

agency enter into an agreement authorizing 

such state agency to make determ inations 

under Subpart A with respect to wells located 

on Federal lands, such agreement shall lie filed 

w ith the Commission. If such an agreement is 

f i le d , then  such  s ta te  agent y sh a ll In 

considered the ju risd ictional agency with 

respect to wells on Federal lands in such state 

to the extent provided in the agreement

(P art 275 b e g in s  o n  page 14,541.]

Fodora l E no rgy  R e gu la to ry  C o m m iss io n § 2 7 4 . 5 0 1  1 1 2 4 ,4 5 1



(b) Waiver. In tin case of any determination to which a waiver under 
Subpart C of Part 2 /4  is applicable, "jurisdictional agency" means the 
Commission. .v

(c) Federal lands. For purposes of this section, “ Federal lands" means
(1) all lands leased under:
(1) the Mineral Lands Leasing Act, as amended. 30 U.S.C. § § 181 el scq.;

and
(ii)  the M ineral Leasing Act for Acquired Lands, as amended, 30 U.S.C. 

§ § 351 cl scq.; and
(2) all Indian lands which are under the supervision of the United States 

Geological Survey (30C FR Part 221).
(d) Agreements. I f  the United Slates Geological Survey anil any state 

jurisdictional agency enter into an agreement authorizing such stale agency to 
make determinations under Subpart A with respect to wells located on Federal 
lands, such agreement shall be filed w ith the Commission. If  such an 
agreement is filed, then such state agency shall be considered the 
jurisdictional agency w ith respect to wells on Federal lands in such state to 
the extent provided in the agreement.

9 5'17'79 Regulations 14 ,517

[ P a r t  275 begins  on  page  14,5*11.1

Fed e ra l E n e rgy  R e g u la to ry  C o m m iss io n §  2 7 4 . 5 0 1  1 1 2 4 ,4 5 1



U.S. DEPARTMENT OF ENERGY p o rm  Approv id

Federal Energy Regulaiory Commission O M B No 1 9 0 2 - 0 0 3 3
Washington. D C. 20426

(E x p i ie s  1 2 / 3 1 / 8 4 )

APP LIC A TIO N  FOR D E T E R M IN A T IO N  OF TH E  M A X IM U M  LA W F U L 
PRICE UNDER T H E  N A T U R A L  GAS POLICY ACT (NGPA) 

(Sections 102, 103, 107 and 108)

_______________________ G E N E R A L  IN S T R U C T IO N S___________________________________________________

C o m p le te  th is  fo rm  if you  a re  a p p ly in g  for p r ice  c la s s if ic a t io n  u nd e r se c t io n s  1 0 2 ,  1 0 3 ,  1 0 7  or 1 0 8  o f  th e  N G PA .

C o m p le te  e ach  ap p ro p r ia te  item  oh  th e  reverse  s id e  o f t h L  page . T he  code n u m b e rs  u sed  in item s 4  an d  6  can  be o b ta in ed  

fro m  th e  B u v e r /S e lle r  C ode B o o k . If th e re  is m o re  th an  o n e  p u rch a se r or c o n tr a c t , id e n t ify  the a d d it io n a l in fo rm a t io n  in  the 

sp am  b e lo w . A lso  en te r  an y  ad d it io n a l r e m a rk s  in  th e  sp ace  b e lo w . T h e  d a ta  rep o rted  on  tm s fo rm  C' no t co n s id e red  to  be 

c o n f id e n t ia l and  w i l l  not be tre a ted  a s  su c h .

S u b m it  the c o m p le ted  ap p lic a t io n  to  th e  ap p ro p r ia te  J u r isd ic t io n a l A gen cy  a s  lis te d  in  t it le  18 o f th e  C F R , p a r t  2 7 4 .5 0 1 .

If th e re  are  an y  a u e s t io n s , c a ll ( 2 0 2 )  3 5 7 -H 5 8 5 .

S DE C IF IC  IN S T R U C T IO N S

Use the co d e s  in  th e  ta b le  b e lo w  for ty p e  o f d e te rm in a t io n  in item  2 .

Section  of 

NGPA 

la)

Category

Code

lb)

Description

Ic)

102 1 N ew  O CS lea se

102 2 N ew  o n sh o re  w e ll ( 2 . 5  m ile  te s t )

102 3 N ew  o n sh e m  w e ll ( 1 0 0 0  fe e t d eep e r te s t )

L 1 0 2 4 H aw  o n sh o re  re servo ir

102 c N ew  re se rvo ir  on  o ld  O CS lea se

1 0 3 - N ew  o n sh o re  p ro d u c t io n  w e ll

1 0 7 0 D eep  (m ore  th an  1 5 ,0 0 0  fe e t ) h ic h  e n st gas

1 0 7 1 Gas p ro d u ced  from  geo p re ssu red  b r in e

1 0 7 2 Gas p ro d u c ’d from  co a l se am s

1 0 7 3 G as p ro d u ced  from  D evo n ian  sh a le

1 0 7 5 P ro d u c t io n  enh an cem en t gas

107 ' 6 N ew  t ig h t fo rm a t io n  qas

1 0 7 7 R e ro m p le t io n  t ig h t fo im a t io n  ons

1 0 8 0 S tr ip p e r  w e ll

1 0 8 1 S tr ip p e r  w e ll -  s e a so n a lly  a f fe c te d

1 0 8 2 S tr ip p e r  w e ll -  e n h an ced  reco very

1 0 8 3 S tr ip p e r  w e ll — tem p o ra ry  p re ssu re  b u i ld u p

1 0 8 « S tr ip p e r  w e ll -  p ro te st procedtrre

En te r th a  a p p ro p r late in fo rm a t io n  rega rd in g  o th er P u rc h a se r s/C o n tra c t s•

Lmo

No

Contract Date 

IMo. Dj. Yr) 
la)

Purchaser

lb)

Buyer Code 

fc)
1 •
2

3

4

5

6

1/ A gas sales contract has not as yet been agreed upon and/or 

executed. It is anticipated, however, that it will contain pricing 

provisions that will permit ARCO to collect the maximum lawful price.

FERC-l 21 (S-S2)



A P P LIC A TIO N  FOR D E TE R M IN A T IO N  OF TH E M A X IM U M  LA W FU L 
PRICE UNDER THE N A T U R A L  GAS POLICY AC T (NGPA)

1.0 API well number: j 

( II no i assigned, leave blank. 14 digits.) 1 50- 029 - 20585 -

2.0 Type ol determination being sought. 

lUse the corses found on the front

1—  

1 
1 i n ? 4

o l this form.) 1 Section NGPA Catwiory iludl1
3.0 Depth ol the deepest completion

location: lOnly needed it sections 103 ' , Inet
or 107 in 2.0 aoove.) 1

i
4.0 Name, address and code number ol 

applicant. (35 letters per line

; a k i u  Alaska, inc., a corporation duly organized 

i under the laws of the State of Delaware 000969
maximum. II code number not 

available, leave blank,)

1 Name

1 P. 0. Box 2819 (22-108 DAB)
Seller Code

[ Street

Dallas. Texas 75221
I City State Zip Code

5.0 Location o l this well: (Complete la) 

or Ib l .l Kuparuk River Oil Pool

la) For onshnre wells

(35 letters maximum loi field

j Field Name

North Slope Borough Alaska
name.) I County State

(b) For OCS wells:

1

1 Aroa Name Block Number

1
1
1

Date of Lease:

1 1 1 1 1 1 1
1 Mo. Day Yr. OCS Lcr.se Number

(c) Name and identification number 

o l this we ll: (35 letters and digits

1
j Kuparuk River Unit #10-8

maximum.) i
I

(d) II code 4 or 5 in 2.0 above, name 

of the reservoir: 135 letters
l
I

maximum.) I
i

6 .0 (a) Name and code number ol the 

purchaser: (35 letters and digits 

nrViXimum. If code number not

i
1

, Nnnp Contract Pending

ivailot'le, leave blank.) 1 Name Buyer Code

(b) Date of the contract: 1
1
1 , N/A, , ,

1 1

1 Mo. Day Yr.

(c) Estimated total annual production 

from the w( il:

1
1 302.8 Million T iilu r F«m
1
1

1
1
1
1

(a) Oaso Price

as of 2-1-84

lb) Tax

f.s .t i  p a r te d

II.) All Olliei 

Pi ices | Indicate 

l t |  or (-11

hi) Total o l (al. 

lb) and tel

7.0 Contract prico:

(As of filing date. Complete to 3 

decimal places.)

i
ISrMMBTU
1
i

_D._D_Q_Q. _ Q . _ Q i L I L _ _ o ._ o _ Q _ a
1/

_D....ajCLXL

8.0 Maximum lawful rate:

(As o l filing date. Comolnte to 3 

decimal places.)

1
■s/MMBTU

1
— 3— 6.-0-9. _ Q . _ D . _ o _ o - a - 3 -  -9-vL-O-

9.0 Person responsible lor this application

' Dott.ic? J. Martinson
Director,
Gas Remilat.inn*;

Agency Use Only ! Name Z y ',. / /  '  D Xl-oxt J Title

Date Received bv Juris. Agency

1 Signature ( /
Due Receiveo b\ FERC i reoruary i d , iytw (214) 880-3650

. Oate Appi'cation is Completed Phone Number

FERC-121 (8-82)



P R O P O S E D  A M E N D M E N T  NO. 3 

F O R

C S  H o u s e  B i l l  Ho. 6 8 0  L  & C

A d d  to t h e  B i l l  a n e w  S e c t i o n  3 as f o l l o w s  a n d  r e n u m b e r  s u b s e ­

q u e n t  s e c t i o n s  a c c o r d i n g l y :

* Sec. 3 A S  3 1 . 0 5 . 0 3 0  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  

to r e a d :

(j) T h e  c o m m i s s i o n  i n  a c c o r d a n c e  w i t h  I . R . C .  S e c t i o n  

4 9 9 3 ( d ) ( 5 ) ( A ) (i) s h a l l  h a v e  t h e  a u t h o r i t y  to a c t  as t h e  

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

t e r t i a r y  r e c o v e r y  p r o j e c t s  o n  l a n d s  i n  A l a s k a  n o t  u n d e r  

f e d e r a l  j u r i s d i c t i o n ,  p u r s u a n t  to r e q u i r e m e n t s  o f  I . R . C .  o f  

S e c t i o n  4 9 9 3 ( c ) ( 2 ) ( A ) ,  ( B ) , a n d  (C) o f  t h e  " C r u d e  O i l  

W i n d f a l l  P r o f i t s  T a x  A c t "  o f  1 9 8 0  a n d  a p p l i c a b l e  r e g u l a t i o n s .



J A Y  S .  H A M M O N D
c : v c o i i o o

J v n k a u

September 23, 1980

The Honorable W. Michael Blumenthal 
Secretary of the Treasury 
15th Street and Pennsylvania Avenue 
Washington, D.C. 20220

Dear Mr. Secretary:

Pursuant to the requirements of Section 4993 (d)(5)(A) of 
the recently enacted Crude Oil Windfall Profits Tax Act of 
1980, I have appointed the Alaska Oil and Gas Conservation 
Commission (AOGCC) as the jurisdictional agency over ap­
plications involving tertiary recovery projects on lands in 
Alaska under federal jurisdiction. The AOGCC will 
review and take suitable action on any application for a 
tertiary recovery project within the stipulations of the 
Crude Oil Windfall Profits Tax Act of 1980., and applicable 
regulations.

This notification fulfills the responsibilities of the 
Governor of Alaska to provide a written submittal of agency 
designation in accordance with Section 4993 (d)(5)(A) of the 
Act. t

Acknowledgement of receipt of this letter is requested. _

Sincerely,

Jay S. Hammond 
Governor

cc: Hoyle H. Hamilton, Chairman/Commissioner
Alaska Oil and Gas Conservation Commission

The Honorable William P. Clements, Governor of Texas 
Interstate Oil Compact Commission

William W. Hopkins
Alaska Oil and Gas Association

The Honorable Robert E. LeResche, Commissioner 
Department of Natural Resources

E x h i b i t  1-2

S t a t i !  o r  A l a s k a .
orricc or t « c  g o v c p n o p
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Amendments: Sec. as amended '
effective:

P.L. 96-223, § tO lU X l) ..................................................................

P .L . 96-223. § 101(aXi):
Added Code’See. 4992 lo read as above. For the effective 

date and transitional rules, sec RL. 9&-22J. § 101(i ). 
following Code Sec. 4986

[Sec. 4993]
SEC. 4993. IN C R E M E N T A L  T E R T IA R Y  O IL .

(Sec. 4993(a)]
(a) I n  G e n e r a l . —For purposes of this chapter, the term "incremental tertiary oil" means the 

excess of—
(1) the amount of crude oil which is removed from a property during any month and which is 

produced on or after the project beginning date and during the period for which a qualified tertiary 
recovery project is in effect on the property, over

(2) the base level for such property for such month.
Source: New

[Sec. 4993(b)]
(b) D e t e r m i n a t i o n  o f  A m o u n t . — Fir purposes of this section—

(1) B a s e  LEVEL,—The base level for any properly for any month is the average monthly 
amount (determined under rules similar to rules used in determining the base production control 
level under the June 1979 energy regulations) of crude oil removed from such properly during the 
6-month period ending March 31,1979, reduced (but not below zero) by the sum of—

(A) I |>erccnt of such amount for each month which begins after 1978 and bciorc the first 
month beginning after the project beginning date, and

(B) 2V, percent of such amount for each month which begins after the project beginning 
date (or after 1978 if the project beginning date is before 1979) and before the month for 
which the base level is being determined.
(2) M i n i m u m  a m o u n t  i n  c a s e  o f  p r o j e c t s  c e r t i f i e d  r y  d o e — In the case ol a 

project described in subsection (cXIXA), for the period during which the project is in effect, me 
amount of the incremental tertiary oil shall not be less than the incremental production 
determined under the June 1979 energy tegulations.

(3) A l l o c a t i o n  RULES—The determination of which barrels of crude oil removed during 
any month arc incremental tertiary uil shall be made—

(A) first by allocating the amount of incremental tertiary oil between—
(i) oil which (hut for this subsection) would be tier 1 oil, and
(ii) oil which (but for th is  subsection) would be tier J  oil,

in proportion to the respective amounts of each such oil removed from the property during 
such month, and

(U) then by taking into account barrels of crude oil so removed in the order of their 
rcsjicciivc removal prices, beginning with the highest of such juices 

Source; New

[S e c . 4 9 9 3 (c ) ]

(c) Q u a l i f i e d  T e r t i a r y  R e c o v e r y  P r o j e c t  —For purposes of this section—
(1) I n  G EN E R A L — T he te rm  "quali f ied  te r t i a ry  recovery project"  m eans—

(A) a qualified tertiary enhanced recovery project with respect to which a certification as 
such has been apjiroved and is in effect under the June 1979 energy regulations, or

( B )  an y  project far enhanc ing  recovery of crude oil wh ich m eets the requ irem ents of 

p arag raph  (2 ) .

In t e r n a l  R e v e n u e  C ode SCC. 4993(c)
014-04
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(2) R e q u i r e m e n t s . —A project meets the requirements of this paragraph if—
(A) the project involves the application (in accordance with sound engineering principles) 

of I or more tertiary recovery methods which can reasonably be expected to result in more 
than an insignificant increase in the amount of crude oil which will ultimately be recovered,

(B) the project beginning date is after May 1979,
_(C) the portion of the property to be affected by the project is adequately delineated,
(D) the operator submits (at such time and in such manner as the Secretary may by 

regulations prescribe) to the Secretary—
(i) a certification from a petroleum engineer that the project meets the requirements 

of subparagraphs (A), (B), and (C), or
(ii) a certification that a jurisdictional agency (within the meaning of subsection

(d)(5)) has approved the project as meeting the requirements of subparagraphs (A), (B), 
and (C), and that such mnroval is still in effect, and
(E) the operator submits (at such time and such manner as the Secretary may by 

regulations prescribe) to the Secretary a certification from a petroleum engineer that the 
project continues to meet the requirements of subparagraphs (A), (B), and (C).

Source: New.

(S e c . 4 9 9 3 (d ) )

(d) D e f i n i t i o n s  a n d  S p e c i a l  R u l e s  — For purposes of th is  section—
(1) T e r t i a r y  r e c o v e r y  m e t h o d — T he te rm  " t e r t i a r y  recovery m e th o d "  m eans—

(A) any method which is described in subparagraphs (1) through (9) of section 212.78(c) 
of the June 1979 energy regulations, or

(B) any other method to provide tertiary enhanced recovery which is approved by the 
Secretary for purposes of this chapter.
(2)  P r o j e c t  d e g i n n i n c  d a t e .— T he te rm  "pro jec t  beginning d a t e "  m eans  the  la ter  of—

(A) the date on which the injection of liquids, gases, or other matter begins, or
(B) the date on which—

(i) in the case of a project described in subsection (c)(1)(A), the project is certified as 
a qualified tertiary enhanced recovery project under the June 1979 energy regulations, or

(ii) in the case of n project described in subsection (cXIKBI, a petroleum engineer 
certifies, or a jurisdictional agency approves, the project as meeting the requirements oi 
subparagraphs (A), (B), and (C) of subsection (c)(2),

(3 )  P r o j e c t  o n l y  AFFECTS p o r t i o n  o f  p r o p e r t y —  If a qualified tertiary recovery 
project can reasonably be expected to increase the ultimate recovery of crude oil from only a 
portion of a property, such portion shall be treated as a separate property.

(•)) S i g n i f i c a n t  e x p a n s i o n  t r e a t e d  as  s e p a r a t e  p r o j e c t  — a  s ignif ican t expansion 
of a n y  project shall be t r ea ted  as  a  s ep a ra te  project.

(5) J u r i s d i c t i o n a l  A G E N C Y —T h e  te rm  " ju r isd ic tional ag en c y"  means—

(A) in the case ol an application involving a tertiary recovery project on lands not under 
Federal jurisdiction—

(I) the appropriate State agency in the State in which such lands are located which is 
designated by the Governor of such State in a written notification submitted to the 
Secretary as the agency which will nppruve prujects under this subsection, or

(ii) if ihe Governor of such State docs not submit such written notification within 
180 days after the date of the enactment of the Crude Oil Windfall Profit Tax Act of 
1980, the United Slates Geological Survey (until such time as the Governor submits such 
notification), or
(II) in the case of an application involving a ternary recovery project on lands under 

Federal jurisdiction, the United Stales Geological Survry.
(6) B a s is  o f  r e v i e w  o f  c e r t a i n  q u a l i f i e d  t e r t i a r y  r e c o v e r y  p r o j e c t s — In the 

case of any project which is approved under subsection (c.H2)(DXii) and for which a certification is 
submitted to the Secretary, ihe project shall be considered as meeting the requirements of 
subparagraphs (A), (B), and (C) of subsection (cX2) unless the Secretary determines that—

Sec. 4993(d) v 0 1 9 8 t . C o m m erce  C le a r in g  H o u se , In c .
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(A) the approval of the jurisdictional agency was not supported by substantial evidence 
on the record upon which such approval was based, or

(B) additional evidence not contained in the record upon which such approval was based 
demonstrates that such project does not meet the requirements of subparagraph (A), (B). or
(C) of subsection (cX2).

If the Secretary makes a determination described in subparagraph (A) or (B) of the preceding 
sentence, the determination of whether the project meets the requirements of subparagraphs (A),
(B)jand (C) of subsection (cX2) shall be made without regard to the preceding sentence.

(7 )  R u l i n g s  r e l a t i n g  t o  c e r t a i n  q u a l i f i e d  t e r t i a r y  r e c o v e r y  p r o j e c t s — In  
the case of any tertiary recovery project for which a certification is submitted to the Secretary 
under subsection (c)(2)! D>(ii>, a taxpayer may request a ruling from the Secretary with respect to 
whether such project is a qualified tertiary recovery project. The Secretary shall issue such ruling 
within 180 days of the date after he receives the request and such information as may be necessary 
to make a determination.

Source: New.

A m endm ents: Sec. as amended
effective:

P.L. 96-223 § lO lla X l) ..................................................................

P .L . 96-223. § lOI(aXI):
Added Cole Sec. 4993 lo read is atxnc F'it Ihe effective 

date and transitional rules, see P.L 90-223, $ IOI(i) 
following Code Sec. 4986.

[Sec. 49941
SEC. 4994. D E F IN IT IO N S  AND SPE C IA L  RU LES RELA TIN G  TO E X E M PT IO N S.

. ( a j  Q u a l i f i e d  G o v e r n m e n t a l  I n t e r e s t — F or purposes of section 4991(b)—
(1 )  I n  g e n e r a l . —The term "qualified governmental interest" means an economic interest 

in crude oil if—
(A) such interest is held by a Slate or political subdivision thereof or by an agency or 

instrumentality of a State or political subdivision thereof, and
(B) under the applicable State or local law, all of the net income received pursuant lo 

such interest is dedicated to a public purpose.
(2) N e t  i n c o m e  —For purposes of this paragraph, the term "not income" means gross 

income reduced by production costs, and severance taxes of general application, allocable to the 
interest.

(3) A m o u n t s  p l a c e d  i n  c e r t a i n  p e r m a n e n t  f u n d s  t r e a t e d  a s  d e d i c a t e d  t o  
PUBLIC PURPOSE—The requirements of paragraph (1 ) ( 8 )  shall I . treated as met with respect to 
any net income which, under the applicable Stale or local law, is placed in a permanent fund the 
earnings on which are dedicated to a public purpose.

Source: New.
[Caution: Code Sec. 4994(b), below, as amended by P.L. 97-34, is applicable to taxable 

periods beginning after December J I, I'JSO.—CCII.j

(See, 4994(b))
(b)  Q u a l i f i e d  C h a r i t a b l e  I n t e r e s t  — For purposes of section 4991(b)—

( I )  I n  g e n e r a l — T he te rm  "qua l i f ied  char i tab le  in te res t"  means a n  economic into rest in 
c ru de  oil if—

(A) such interest Is—
(i) held by an organization described in clause (ii), (iii), or (tv) o( section l7(Xb)(l)(A) 

which is also described in section 170(cX2),
(ii) held by an organization described in section 17(Xc)(2) which is organized nnd 

operated primarily for the residential placement, care, or treatment of delinquent, 
dependent, orphaned, neglected, or handicapped children, or

(iii) held—
(1) by an organization described in clause (i; of section 17(Xbill)(A) which is also 

described in section 170(c)(2), and
I n t e r n a l  R e v e n u e  C ode SGC. 4994(b)001-2/
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( i i )  There has been a m aterial change of 
c ircum stances since the time that the project 
or expansion was in itiated; and

( i i i )  The project is ccrdfied under the 
c r ite r ia  and p u rsu an ' to the procedures 
provided in paragraph (d ). For purposes of 
determ in ing 'le g ib ility  for certification, an 
e x i s t i n g  p r o je c t  s h a l l  be e x a m in e d  
p r o s p e c t i v e l y ,  on th e  b a s i s  o f th e  
c ircum stan ce s ex ist in g  a t  the time such 
certification  is  sought.

( c )  Definitions. For purposes of th is  
section— ........................

A "qu a lif ied  te rtiary  enhanced recovery 
pro ject" is a project for the enhanced recovery 
of crude oil, to the extent that such project 
invo lves the application of one or more of the 
following techniques and is  certified pursuant 
to paragraph  (d ) of th is ' section a s being 
uneconomic a t  the otherwise app licab le ce iling 
prices; ' ' • '• •* •• ■'

(1 ) 'M isc ib le  fluid d isplacem ent, r. c., an  oil 
d isp lacem ent process in which gas or alcohol is 
in jected ip lo  an  oil reservoir, a t  pressure levels 
such that the injected gas or alcohol and 
reservo ir oil are m iscible. The process m ay 
in c lu d e  the con cu rren t, a l t e r n a t in g , or 
subsequent injection of w ater. The injected gas 
may be natu ra l gas, enriched natu ra l gas, a 
liquefied petroleum gas s lug driven  by natu ral 
gas, carbon dioxide, nitrogen, or flue gas. Gas 
cycling , r. c., gas injection into gas condensate 

reservo irs, is  not a m iscible Pu id  d isplacem ent 
technique nor a te rtiary  enhanced recovery 
technique w ith in  the m eaning of-this section. ,

( 2 )  S te am  d r iv e  ■ in je c t io n , /. e., • the 
continuous injection of steam  into one set of 
wells (in jection w e lls) or other injection source 
to e ffe c t  o il d isp la c em en t tow ard  and 
p roduction  from  a second se t of w e lls  
(production w ells). •

(3 )  M icrocmulsion, or m icellar/em ulsion , 
flooding, /. e.,' an  augmented watcrflooding 
technique in which a su rfactan t system  is 
injected in order to enhance oil d isp lacem ent 
toward producing wells. A surfactan t system  
norm ally includes a su rfactan t, hydrocarbon, 
cosurfactant, an electrolyte and water, and 
jio lym ers (or m obility control.

(4 )  In  s itu  combustion, /. e., combustion of 
oil in the reservoir, sustained by continuous a ir 
injection, to displace unburned oil toward 
producing wells.

( 5 )  Po lym er augmented watcrflooding, /'. e., 
augmented waterllooding in which organic 
polym ers are injected w ith  the water to 
improve areal and vertical sweep efficiency.

( 6 )  C yc lic  steam  in jection , i .  e., the 
a lte rn a tin g  injection of stca in  and production 
of oil w ith  condensed steam  from the same well 
or wells.

(7 )  A lkaline (or "c a u s t ic " ) flooding e., an 
augmented vt,;.ierflooding technique in which 
the water is made chem ically  b asic as a result 
of the addition of a lk a li m etals.

( 8 )  C a r b o n  d i o x i d e  a u g m e n t e d  

waterflooding, i. e., injection of carbonated 
water, or water and carbon dioxide, to increase 

w.itcrflood efficiency.

(9 )  Im m iscib le carbon dioxide disp lacem ent, 

i. e., injection of carbon dioxide into an oil 

reservo ir to effect oil d isp lacem ent under 

conditions in which m isc ib ility  w ith  reservoir 

oil is not obtained.

(1 0 )  Specific Variations of any  of the above- 

listed general techniques, a s determ ined in any 

particu lar case by the certify ing authority .

'■“ C e r t i f y in g  a u t h o r i t y "  m ean s- ' th e  

A d m in i s t r a t o r ,  E c o n o m ic  R e g u la t o r y  

A dm inistration, Department of Energy, or any 
officer of the Departm ent of Energy  to whom 

the A d m in is t r a to r  h a s  d e le g a ted  su ch  
functions. •

"Increm enta l crude o il"  (re su lt in g  from the 
im p lem en ta t io n  of a  q u a l i f ie d  te r t ia r y  

enhanced recovery project) means, in the case 
of a new project, the amount of crude oil which 
is or w ill be produced a s  a resu lt of such a 

project and which is in excess of the amount 
crude o il'("non incrcm cn ta l crude o il" ) which 
could have been produced from the property or 

project area through continued maximum 

feasible production from methods of production 

employed on the property prior to (he receipt 

of the certifications provided for in paragraph
(d ) of th is section. As applied to expansion of 
existing te rtia ry  enhanced recovery projects, 

the term means the amount of crude oil which 

is  or | w ill be produced as a result of the 

expanded project and which is in excess of the 

amount of crude oil ("non incrcm cntal crude 

o i r )  which could have been produced from the 
properly or project area through continued 
m ax im um  fe a s ib le  p roductio n  from the 

m ethods of production employed on the 
p ro p e r ty  p r io r  to th e  re c e ip t  of the 

certification provided for in  paragraph (d ) of 
th is section. As applied to an existing project 

w ith in  the m eaning of paragraph (bX 2 ) of th is 
section, the term means the amount of crude 

oil which is or w ill be produced as a result of 

the continuation of the project or of the 
particu lar highcosl phase of the project and 
which is in excess of the amount of crude oil 
("non incrcm cntal crude o i l" )  which could have 

been produced from Ihe properly or project 

area through continued maximum  feasible 
production from methods of production (other 
than the te rtia ry  method, or that phase of such 

method, that would be discontinued in the
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ALASKA O IL  AMD GAS CONSERVATION COMMISSION

I N T R O D U C T I O N : 

C o d e  100

C o d e  200 

C o d e  3 0 0  a) 

b)

C o d e  400

A N A L Y S I S

T h e  f i s c a l  i n p a c t  r e s u l t s  s o l e y  f r o n  s u b s e c t i o n  
(h) S e c t i o n  1 o f  t h e  B i l l .

A r e  a d v i s e d  b y  E n v i r o n m e n t a l  P r o t e c t i o n  A g e n c y  
( E P A ) a n d  b y  o t h e r  s t a t e s  w h o  h a v e  b e e n  d e l e g a t e d  
e n f o r c e m e n t  p r i m a c y  b y  E P A  t h a t  t h e r e  is a s u b s t a n­
t i a l  i n c r e a s e  in t h e  t e c h n i c a l  c l e r i c a l  w o r k l o a d .  
A c c o r d i n g l y  r e q u e s t  p e r s o n a l  s e r v i c e s  f u n d i n g  f o r  
a C l e r k  T y p i s t  III.

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

C o n t r a c t u a l  c o s t  to p r e p a r e  a n  a p p l i c a t i o n  p a c k a g e  
to E P A  f o r  o b t a i n i n g  p r i m a c y  is e s t i n a t e d  to c o s t  
$ 6 0 , 0 0 0  w h i c h  w i l l  b e  e x p e n d e d  in F Y '84.

A  w o r d  p r o c e s s i n g  m a c h i n e  w i l l  b e  o b t a i n e d  f o r  t h e  
a d d i t i o n a l  C l e r k  T y p i s t  I I I  o n  a f o u r  y e a r  r e n t a l /  
p u r c h a s e  a g r e e m e n t .

A d d i t i o n a l  c l e r i c a l  s u p p l i e s  w i l l  b e  r e q u i r e d  f o r  
t h e  n e w  C l e r k  T y p i s t  III.

C o d e  5 0 0  A  o n e - t i m e  e x p e n d i t u r e  f o r  o f f i c e  e q u i p m e n t  ( d e s k ,
c h a i r ,  e t c . )  w i l l  b e  n e c e s s a r y  in FY'85.
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the ow ner o f the w e ll g ives w ritte n  perm ission to  release the reports  and 
in fo rm a tio n  a t an e a rlie r dale. I f  the com m issioner finds th a t the 
requ ired  reports and in fo rm a tio n  contain s ig n ific a n t in fo rm a tion  
re la tin g  to the va lua tion  o f  unleased land in the same v ic in ity , he sha ll 
keep the reports  and in fo rm a tio n  confiden tia l fo r  a reasonable tim e a fte r  
the d isposition o f  a ll a ffec ted  unleased land, unless the  ow ner o f the w ell 
gives w rit te n  perm ission to  release the reports and in fo rm a tio n  a t an 
ea rlie r date. W e ll location, depth, s ta tus and production  data and 
production reports  requ ired  by the commission to be filed  subsequent to 
the 30-dav f ilin g  period shall be considered pub lic  in fo rm ation  and shall 
not be classified con fiden tia l. Production data, as used in th is subsection, 
means volume, g ra v ity  and gas-oil ra tio  o f a ll production o f o il ur~t?as 
a fte r  the w e ll begins re g u la r production.
T-  (d) E ng ineering , getflo ifleat, ami o ilie r  in fo rm a tio n  not requ ired  by (a) 
o f th is  section b u t v o lu n ta r ily  filed  w ith  the commission shall be kept 
confiden tia l i f  the person f ilin g  the in fo rm a tio n  so requests. (!) 2 ch 2U9 
S LA  1970; am § 5 ch 158 S LA  1978; am § § 3  —  6 ch 160 S LA  1978)

E ffe c t  » f  n m vn d n io n ts . — Tin* f i r s l  1078 

am endm ent su b s t itu te d  "co m m iss io n "  fo r 

"d o |ia r lm e n t "  th ro u gh o u t th e  section .

T he second 1!)78 am end m en t in 

su b se c t io n  (a ), in se rted  " f lo w  te st  

in fo rm atio n  an d "  in p a ra g rap h  12), de leted  

"d ip m e te r  s u r v e y s "  fo llo w in g  "e x p e r i­

m en ta l Io n s "  in p a rag rap h  (2 ), and added 

p a rag rap h  (II). In su b se c t io n  («*>, the 

am endm ent su b s t itu te d  " re q u ir e d  in la )  o f 
th is  se c t io n "  fo r "m a rk e d  co n fid en t ia l"  in 

the f ir s t  sen ten ce  and added the p re sen t 

second  sen ten ce . The am endm ent, a lso  

added su b se c t io n  (d).

Sec. 31.05.010. Rules ;;n<l re g u la tio n s  o f  com m iss ion , (a) The 
commission sha ll presc ibe ru les and regu la tions gove rn ing  practice and 
procedure before  it  under this chapter.

(b) A ll o rders issued by the commission sha ll be in w rit in g , sha ll be 
entered in fu l l and indexed in books kep t by the commission fo r  th a t 
purpose, and sha ll be public records open fo r inspection a t a ll times 
d u rin g  reasonable o ffice  hours. A copy o f an o rde r ce rtified  by the 
commission, under its  seal, shall be received in evidence in a ll courts o f 
the sta te  w ith  the same e n e c t as the o rig ina l. (§ 9 1 ,5  ch 40 S LA  1955; 
am § 5 cb 158 SLA 1978)

K o v iso r 'x  n o te . — Sub su c tio n  (Id o f  th is  
suction  and  AS It 1 .0 5 .0 5 0—3 1.05.080 a r c  
gen e ra lly  superseded  hv the A d m in is tra ­

tive  P rocedu re  Act (A S  -1-1,Ii2). However, 

the d ep a rtm en t h a s  the pow er to hold h e a r ­

in g s  and  m ake  o rd ers r e la t in g  to "poo lin g ," 
etc. (A S  III 0 5 .1 0 0  and  31 .05 .1101 . w h ich  

m av  or m ay  not fa ll u nder the Ad­

m in is t r a t iv e  P rocedu re  Act. If  those 

h e a r in g s  and  (in te r s  do not fa ll under the 
A d m in is tra t iv e  P rocedure  Act, then the

procedure in (h i o f th is  section  and  in 

A S 3 1 .0 5 .0 5 0  -  3 1 .0 5 .0 8 0  would ap p ly .
E ffe c t  o f  m tt i'i i i ln ic n l. — T he  P.I78 

am endm ent su b s t itu te d  "co m m iss io n "  fo r 

"d ep artm en t." th roughou t the sectio n .
Section  li, ch I5S , SLA  11178, provides: 

"A f te r  the e ffe c t iv e  d a le  o f th is  Act 

|. la n u a r y  1. I! i7 !) |. a ll o rd e rs , re g u la t io n s , 

and o th er r u l in g s  o f the d iv is io n  o f o il and 
g a s  sh a ll  rem a in  in e ffe c t  until e x p re s s ly  

revoked  o r m od ified  by the co m m iss io n ."

u shall 1)0 
• id unless
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H O U S E  L A B O R  A N D  C O M M E R C E  C O M M I T T E E  

M A R C H  7, 1984

G o o d  m o r n i n g .  I ' m  D a v e  Y e s l a n d ,  S e n i o r  S t a f f  E n v i r o n m e n t a l  E n g i n e e r  

w i t h  S h e l l  W e s t e r n  E & P. I ' m  r e p r e s e n t i n g  t h e  A l a s k a  O i l  a n d  G a s  

A s s o c i a t i o n  t h i s  m o r n i n g  a n d  I w i l l  c o m m e n t  o n  t h e  p r o p o s e d  C o m m i t ­

t e e  S u b s t i t u t e  f o r  H B 6 8 0 .

O u r  A s s o c i a t i o n  s u p p o r t s  t h e  i n t e n t  o f  C S H B 6 8 0 , w h i c h  i s  t o  p r o v i d e  

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

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

r e l a t e d  t o  o i l  a n d  g a s  p r o d u c t i o n  a c t i v i t i e s ,  Ox C l a s s  II w e l l s ,  a s  

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

r e a s o n s  f o r  o u r  s u p p o r t .

W i t h o u t  S t a t e  p r e e m p t i o n  o f  t h e  F e d e r a l  p r o g r a m  t h e r e  w i l l  b e  

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

r e c o r d - k e e p i n g  a n d  a d m i n i s t r a t i v e  d e l a y  a s  a r e s u l t .

W e  h a v e  h a d  a c o n c e r n  t h a t  e x i s t i n g  s t a t u t e s  m i g h t  p r e v e n t  t h e  S t a t e  

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

s i o n s  a n d  p e n a l t y  i m p o s i t i o n  l i m i t s  m a y  n o t  m e e t  t h e  F e d e r a l  r e ­

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

O u r  A s s o c i a t i o n  p r e f e r s  t h a t  t h e  p e r m i t t i n g  p r o c e s s  f o r  i n j e c t i o n  

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

a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n  is a n  e x a m p l e  o f  r e g u l a t o r y  c o n t r o l  

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

T h e r e f o r e ,  w e  b e l i e v e  t h e  A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n  

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

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

s o l e  a d m i n i s t r a t o r  o f  C l a s s  II w e l l s  in t h e  s t a t e .

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

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

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

T h e  E P A ' s  b a s i s  f o r  l o w e r  p r e s s u r e s  is n o  m o r e  t h a n  a "ru.le-of- 

t h u m b "  w h i c h  t h e y  a c k n o w l e d g e  m a y  b e  c h a n g e d  o n  a c a s e - b y - c a s e  

r e v i e w .  B u t ,  u n t i l  t h a t  r e v i e w  is c o m p l e t e d ,  p r e s s u r e  w o u l d  h a v e  to 

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

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

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

r e v e n u e  l o s s e s  t o  b o t h  t h e  S t a t e  a n d  p r o d u c e r .  It is t h e r e f o r e  a 

m a t t e r  o f  m u t u a l  u r g e n c y .

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

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

w i t h  n o  m e a s u r e  o f  c o m p e n s a t i o n .
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W e  u r g e  t h e  S t a t e  t o  a s s u m e  p r i m a c y  i n  t h e  r e g u l a t i o n  o f  C l a s s  II 

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

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

T h a n k  y o u .
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Representative Milo Fritz 
District 5 
P .O . Box 158
A nchor P oint, A laska 99556 
(907) 235-8366

Ijjouap n f  S e p r m n t a t t a B

MILO FRITZ 

MEMORANDUM

\ ■> 'f J r  '- SJ \ &Mg,

While in Juneau
Pouch V
Juneau, Alaska 99811 
(907) 465-4833

TO: Representative John Cowdry
Labor & Commerce Chairman

FROM: Representative Milo Fritz ,,,
Finance Committee Member *

DATE: March 13, 1984

SUB.T: HB 683

I would greatly appreciate your springing HB 683 out of your 
Committee. As I look at it, there is no th7:eat to the Susitna Damn 
and with the population of the Kenai Peninsula growing in the 
neighborhood of between nine and ten percent every year, we will 
need the power from Bradley Lake within the next two years. Your 
consideration in getting HB 683 out of your Committee and on to the 
next Committee of referral will be very greatly appreciated. If 
there is anything about this matter that you would care to discuss 
with me I am at your service.

cc: D. Kent Wicke
Mr. Leo Rhode



Homer Electric A ssociation, Inc.

C ENTRAL O FF IC E : P.O. BOX 420 8) HO M ER , ALASKA  99603 0429 O (907) 235 8167

March 7, 1984

The Hon. John J. Cowdery, Chairman 
House Labor & Commerce Committee 
Alaska State Legislature 
Pouch V (MS 3100)
Juiieu, Alaska 99811

Dear Mr. Cowdery:

House Bill #683, presently in the Labor and Commerce Committee, would 
authorize Bradley Lake as a State project. It requests no funding. Bradley 
Lake must be authorized in order for the Alaska Power Authority to file for 
a FERC license. Filing for an FERC license should be done concurrently with 
development of a financing plan and power sales agreements.

Approval of HB #683 does not conflict with the four-dam pool, and Bradley
Lake is not competition to Susitna. Power from Bradley Lake is needed for 
the winter of 1988/89. Without Bradley Lake natural gas generation 
facilities must be added. I believe all studies thus far show no negative 
impact of Bradley Lake on Susitna feasibility or financing.

We need your support! HB #683 should be passed out of its assigne
Committees for full House consideration as soon as possible to keep the
project on schedule. Funding will be requested only after a financing plan 
is developed. Funding is not requested in HB #683.

Thank you in advance for your consideration. Please let us know if we can 
answer any of your questions.

Sincerely yours,

HO M E R  ELECTRIC ASSOCIATION, INC

BjJ&wrt Wick 
General Manager

B K W :cm



Speaker of the House of Representatives

( ifl'ii ut lluMlll'U

M a r c h  29, 1 9 8 4

1’nuch V 

Stale C jp il:il 

Juneau. A l.i'ka 99N11 

(9 07 ) 4 f 6  :t72(l

T o :  R e p r e s e n t a t i v e  D o b  B e t t i s w o r t h
V i c e  C h a i r m a n ,  H o u s e  F i n a n c e

F r o m :  R e p r e s e n t a t i v e  J o e  H a y e s  f\ fl{
H o u s e  S p e a k e r  [ i f  ‘

i

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

o f  G o v e r n o r  S h e f f i e l d ' s  l e t t e r  d a t e d  M a r c h  29, 1 9 8 4 ,  
p r o p o s i n g  a f o r m u l a  t o  t h e  s o l u t i o n  o f  t h e  4 - D a m  P o o l  

problem..

W o u l d  y o u  p l e a s e  c h e c k  o u t  t h e  d i s p o s i t i o n  o f  v a r i o u s
p i e c e s  o f  l e g i s l a t i o n  r e l a t i n g  t o  " t h e  p a c k a g e " .  I b e l i e v e

m o s t  o r  a l l  o f  t h e m  m a y  b e  in H o u s e  F i n a n c e .  I w o u l d  

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

n o r ' s  r e q u i r e m e n t s .

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

s t a f f .



M a r c h  2 9 ,  1 9 8 4

T h e  H o n o r a b l e  J o e  H a y e s

T h e  C a p i t o l

J u n e a u

D e a r  J o e ,

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

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

s o l u t i o n  t o  t h e  4 - d a m  p o o l  p r o b l e m  i s  b r o u g h t  t o  t h e  H o u s e  
f l o o r  f o r  a v o t e .

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

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

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

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

T h e  p a c k a g e  i n c l u d e s :

— R e p e a l  o f  t h e  S u s i t n a  C l a u s e

— A p p r o v a l  o f  $ 4 9  m i l l i o n  f o r  t h e  R a t e  S t a b i l i z a t i o n  F u n d  

— R e p e a l  o f  t h e  p r o h i b i t i o n  aga'inst i n d u s t r i a l  r a t e s  
— I n c l u s i o n  o f  W a t a n a  a n d  B r a d l e y  L a k e  i n t o  a n e w ,  6- d a m  

p o o l

— $ 2 0 0  m i l l i o n  a p p r o p r i a t e d  t o  t h e  P o w e r  D e v e l o p m e n t  F u n d .

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

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

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

S u s i t n a  H y d r o e l e c t r i c  P r o j e c t .  T h e  o n l y  q u a l i f i c a t i o n s  t o  
m y  s u p p o r t  f o r  S u s i t n a  i s  t h e  s a m e  a s  a l w a y s :  t h a t  w e  f i r s t  

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

A s  w e  a l s o  d i s c u s s e d ,  t h e  i s s u e  o f  t h e  M a j o r  P r o j e c t s  F u n d  

a l s o  s h o u l d  b e  s u b j e c t e d  to a f l o o r  v o t e  t o d a y .  I s t r o n g l y  
b e l i e v e  t h a t  o n l y  a " c l e a n "  c o n s t i t u t i o n a l  a m e n d m e n t  
r e p r e s e n t s  g o o d  p u b l i c  p o l i c y .  I r e i t e r a t e  t h a t  i f  a v o t e  
is t a k e n  t o d a y ,  i t  s h o u l d  b e  o n  H o u s e  J o i n t  R e s o l u t i o n  57 as 
I i n t r o d u c e d  it.



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

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

o t h e r s  in o p p o s i t i o n ,  a n d  y o u r  w i l l i n g n e s s  t o  all.ow t h e  

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

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

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

S j  n p p r o l  \ r

B i l l  S h e f f i e l d  

G o v e r n o r



FEBRUARY 29 , 1984

TO :  JOHN

FROM: KEN

RE: HB 683 "APPROVING THE BRADLEY LAKE HYDROELECTRIC

PROJECT"

HB 683 IS A B ILL WHICH ASKS THE LEGISLATURE TO APPROVE THE 

BRADLEY LAKE HYDROELECTRIC PROJECT AS A PROJECT OF THE 

ENERGY PROGRAM FOR ALASKA .  TH IS  LEGISLATION ALSO ASKS 

FOR APPROVAL OF THE COST OF BRADLEY LAKE ,  ESTIMATED TO 

BE 354 MILLION DOLLARS. THE B IL L ,  HOWEVER, IS NOT AN AP­

PROPRIATIONS B ILL .  FUNDING FOR BRADLEY LAKE PROJECT 

WOULD NOT BE ASSURED BY PASSAGE OF HB 683.

QUESTIONS:

1. HOW LONG WILL IT BE BEFORE THE A . P .A .  COMPLETES ITS 

F INDINGS AND RECOMMENDATION REPORT AND SENDS IT ON TO

O .M .B .  ?

2. HOW LONG DO YOU EXPECT IT TO TAKE O .M .B .  TO PRODUCE 

ITS REPORT ONCE THE A .P .A .  HAS PASSED ON ITS FINDINGS ?

3. ISN'T TH IS  LEGISLATION A B IT  UNTIMELY SINCE THE LEGISLA­

TURE HAS NO ASSURANCE AT THIS POINT THAT THE A .P .A . ' S  AND

O .M .B . ' S  F INAL REPORTS WILL SUPPORT THE FEAS IB IL ITY  STUDY ?

4. WHERE WILL THE IN IT IA L  FUNDING FOR THE CONSTRUCTION OF 

BRADLEY LAKE COME FROM AND HOW WILL THE E N T IR .  PROJECT 

BE FUNDED ?



6 .  W ILL THERE BE A NEED FOR THE STATE TO PROVIDE SUBSIDY 

TO STAB IL IZE  POWER RATES DURING THE FIRST FEW YEARS 

BRADLEY LAKE IS IN OPERATION ?

7 .  W ILL BRADLEY LAKE POWER BE AN AD D IT IONAL  SOURCE OF 

POWER TO CUSTOMERS ON THE KEN AI PENINSULA OR W luL  IT 

REPLACE THE CURRENT SOURCE OF POWER ?

8 .  WHAT PERCENTAGE OF THE POWER PRODUCED AT BRADLEY 

LAKE CAN BE SOLD WHEN THE PROJECT COMES ON LINE ?

9. IS THE A .P .A .  CERTAIN THAT  POWER PRODUCED AT BRADLEY 

LAKE COULD BE SOLD ?

10. ARE THERE NOW OR HAS THERE BEEN ANY POWER SALES NEGO­

T IAT IONS WITH U T IL ITY  COMPANIES FOR BRADLEY LAKE POWER ?

11. WITH WHAT U T IL ITY  COMPANIES HAVE THOSE NEGOTIATIONS 

OR TALKS TAKEN PLACE ?

12. WHAT IS THE STATUS OF THE F . E . R . C .  L ICENSING PROCESS 

FOR BRADLEY LAKE ?

13. HOW LONG BEFORE CONSTRUCT'ON COULD ACTUALLY START ?

14. ARE THE COMMUNITIES TO BE SERVED BY BRADLEY LAKE SET 

UP TO HANDLE THE TRANSMISSION OF THAT POWER ?

15. THEN ,  ARE THERE CAP ITAL PROJECTS ASSOCIATED WITH 

BRADLEY LAKE THAT ARE NOT INCLUDED IN THE 354 MILLION 

DOLLAR COST FIGURE ?



STATUS REPORT

Bradley Lake Hydroelectric Project February 27, 1984

The Bradley Lake Hydroelectric Power Project was authorized by the 

U.S. Congress as a Federal project in the Flood Control Act of 1962.

After lengthy study the project was found to be economically feasible by 

the U.S. Army, Corps of Engineers in 1978.

The Corps of Engineers started work in 1978 and published a General 

Design Memorandum in February 1982 and a final Environmental Impact 

Statement in August 1982.

The 1981 Alaska State Legislature, by joint resolution, requested that 

the United States Congress provide a system to permit the Corps to 

design and construct the project as a project of the Alaska Power 

Authority, provided that the financing for the project be solely the 

responsibility of the State of Alaska and the Power Authority. The 

Legislature also appropriated $15 million from the General Fund to the 

Power Development Fund for the Bradley Lake project.

The 1982 Alaska State Legislature in HB 9 stated that subject to the 

review of the feasibility study and plan of finance by the Division of 

Budget and Management in the Office of the Governor the Bradley Lake 

Hydroelectric Project is approved as a project of the Power Authority. 

The Letter of Intent accompanying HB 9 stated that it was the intent of 

the Legislature that the Power Authority proceed with the Bradley Lake 

Hydroelectric Project by expending the funds received and by securing, 

if necessary, additional financing. The Legislature also appropriated 

$3 million for the 3radley Lake project.

The Power Authority attempted to negotiate an agreement with the Corps 

concerning the Bradley Lake project. Due to lack of Federal legislation 

to allow the Corps to accept State funds, impact of Federal ownership on 

ability of the Power Authority to obtain bonding for the project, and 

lack of State control of cost overruns and power rates, the Power 

Authority Board of Directors in October 1982 voted to pursue design and 

construction of the project by the Power Authority and supported 

Federal deauthorization of the project.

The Bradley Lake project was deauthorized by the U.S. Congress in 

December 1982.

In March 1983, the Board of Directors approved the selection of the firm 

of Stone and Webster Engineering Company as design engineer for the 

project, and authorized an award of a contract for preliminary design 

and feasibility study to focus on the determination of the feasibility 

and optimum plan for development of Bradley Lake. The project's 

conceptual design has been modified from that planned by the Corps to 

lessen the environmental impact and the cost of the project.
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Results of the Feasibility Study were presented to the Power Authority 

Board of Directors in September 1983. Tho project is attractive econom­

ically, both with or without Susitna. A sensitivity analysis at zero 

percent load growth indicates that Bradley Lake's economic feasibility 

remains positive. Consequently, the Board authorized preparation of a 

Federal Energy Regulatory License Application. Preliminary cost of 

power determinations were made under various funding scenarios which 

indicate that the Bradley Lake power costs are competitive with the 

thermal alternatives. The project was sized at 90 megawatts, con­

structed so that it could be expanded to 135 Megawatts in the future if 

necessary. In 1983 dollars the project cost is $283 million. The 1985 

bid price is $354 million, not including financing costs.

Meetings have been held with the various utilities who are potential 

power purchasers and Letters of Interest to purchase power have been 

received from a sufficient number of utilities to indicate that Bradley 

power is marketable.

Environmental aspects of the project have been discussed with the 

various Resource Agencies. The 60 day agency consultation period 

required by the Federal Energy Regulatory Commission (FERC) has been 

initiated and the draft license application has been forwarded to 

interested agencies. Minimum Bradley River instream flow requirements, 

which was a major concern of the Resource Agencies expressed in their 

review of the Corps' Final EIS, have been established and concurred with 

following Power Authority field study and analysis in 1983. A moose 

migration study is also underway to establish mitigation requirements 

for possible impacts on the moose population.

Current Status and Future Actions

1. The Finance Plan is in final preparation. The Plan considers 

information gained from the 4 Dam Pool negotiations and is based on 

Bradley Lake being in the Energy Program for Alaska. It should be 

finalized by March 18, 1984.

2. The Power Authority is currently working with the Office of 

Management and Budget on their review of the Feasibility Study and 

the Plan of Finance.

3. The submittal of the FERC license application will be considered by 

the Power Authority Board of Directors meeting during the week of 

mid March 1984.

4. Although funds have been appropriated for Bradley Lake, the project 

has not been specifically authorized by the Legislature at a 

specified construction cost nor has it been included in the Energy 

Program for Alaska. Design cannot be initiated until the project 

is authorized at a specified construction cost. HB 683 provides 

the required authorization and includes tne project in the Energy 

Program for Alaska.
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5. If the Legislature authorizes the project, design can commence if 

approved by the Power Authority Board of Directors. No design 

funds will be expended until power sales agreements with specified

power rates have been signed by the participating utilities.

6. Sufficient funds have been appropriated to fund FERC license

support and design activities in FY 85. Additional funds,

dependent on the requirements of the Finance Plan, will be required

in FY 86 and later years.

7. If design can be initiated by July 1, 1984, construction could

commence in August 1985 with first power on line in late 1988. The

construction start is dependent on receipt of the FERC license.

FERC has indicated in writing that due to extensive Federal

environmental work on the project, it may be possible to receive 

the license as early as 11 months after submittal.
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ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Pouch  Y . S ta te  C ap ito l 

Ju n e au , A la sk a  99811  

(9 0 7 ) *465-3991

.  • April 26, 1982

MEMORANDUM

TO:.'j,;/.. Representative Hugh Malone •

Attnr*..rSpike Dale '

FROM: . ' Jack Kreinh^c(Jjl\ and David TeaL^T"

y r r jr  : Research - St • -T;fv

RE: Bradley Lake Financing Analysis

•" Research Request 82-122

You requested that we convert the power cost figures in the Bradley 

Lake-financing analysis nrepared by Sterling Gallagher into 1982 dol­

lars,' so that the costs can be more accurately compared to current 

power costs. Tables 1 and 2, below, show annual project and energy 

costs; based on 100 percent bond financing, and on 50 percent State 

financing, respectively- These tables correspond to Tables III and 

VIII of Mr. Gallagher's analysis.

TABLE 1

BRADLEY LAKE COST ANALYSIS (1982 DOLLARS)

Financing: 100 Percent Tax Exempt 14% Bonds

(7% inflation, 3% real discount rate)

Year -''

Debt

Service*- ••
• ($000) • —

Operating

Costs^

”• ($000)

Total 

Annual Cost 

'($000)

Energy 

Sales 

(MWH)

Power

Cost

(Cents/Kl

1989 $69,658 ” $1,063 $70,721 340,000 20,80

1994 42,845 917 43,762 340,000 12.87

1999 26,350 791 27,141 340,000 7.98

2004 16,206 683 16,889 340,000 4.97

2009 9,967 589 10,556 340,000 3.10

2014 6,130 508 6,638 340,000 1.95

1 Debt service in nominal dollars would be $137.6 million per year.

2 Operating costs are constant in real terms and are discounted at 

a real rate of 3 percent per year.
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BRADLEY LAKE COST ANALYSIS (1982 DOLLARS) 

Financing: 50 Percent State Grant,

50 Percent Tax Exempt 14% Bonds 

(7% inflation, 3% real discount rate)

TABLE 2

Year

Debt

Service

($000)

Operating

Costs

($000)

Total 

Annual Cost 

($000)

Energy

Sales

(MWH)

Power

Cost

(Cents/KI

1939 $31,799 $1,063 $32,862 340,000 9.67

1994 19,557 917 20,474 340,000 6.02

1999 12,028 791 12,819 340,000 3.77

2004 7,398 683 8,081 340,000 2.38

2009 4,550 589 5,139 340,000 1.51

2014 2,798 508 3,306 340,000 0.97

These cost figures are based on the Gallagher analysis, discounted at 

an inflation rate of 7 percent and a real discount rate of 3 percent. 

The resulting power costs are much lower than those cited in the 

Gal lagher analysis, particularly in the more distant years. For 

example, Gallagher's figures for the cost of power under the 100 per­

cent bond financing case range, in nominal dollars, from 41 cents/KWH 

in 1989 to 44 cents in 2014.

In 1982 dollars, these costs are equivalent to 21 cents/KWH in 1989 

and 2 cents/KWH in 2014. Although the actual power cost in 2014, 

under Mr. Gallagher's assumptions, would be about 44 cents/<WH, this 

amount is comparable to only about 2 cents/KWH in terms of today's 

dol lars.

We are presently working on the second part of your request, which was 

to apply the analysis used by Mr. Gallagher for Bradley Lake to the 

Susitna project, and to re ew the Bradley Lake analysis for accuracy 

and completeness. This wurK should be completed by tomorrow, April 27. 

If you have any questions in the meantime, please let us know.

JK/bf
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MEMORANDUM

TO: Representative Hugh Malone

ATTN: Spike Dale

FROM: Jack Krei

Research^I^Staff

r and David Teal

RE: Bradley Lake Financing Analysis--Supplementa'l Information

Research Request Number 82-122

This memorandum is in response to your request for a comparison of the 

Bradley Lake and Susitna hydroelectric projects, based on Sterling 

Gallagher's recent Bradley Lake financing analysis. The memorandum

contains 1) several tables which present energy costs of the two

projects and 2) a review of Mr. Gallagher's Bradley Lake analysis for

accuracy and completeness. The major finding is that, application of

Gallagher's analysis to both projects shows that the Bradley Lake 

project is capable of producing energy at lower cost than the combined 

l/atana and Devil Canyon portions of the Susitna project.

The source of data on the Susitna project is the Susitna Hydroelectric 

Project Draft Feasibility Report prepared by ACRES for the Alaska Power 

Authority, That report gives annual operating costs of the l/atana 

portion of the Susitna project as $10 million and lists project 

construction costs as $3,647 mil 1 ion. Construction and annual operating 

costs of the Devil Canyon project are $1,480 million and $5.2 million, 

respectively. All of these figures are in 1982 dollars.

Table 1 presents projected costs of the l/atana and Devil Canyon projects 

in nominal dollars. A seven per cent annual interest rate was used to 

convert 1982 do 1 la«s to projected bonding requirements and operating 

costs in the year of project completion,.and a 14 percent interest rate 

was used to compute interest costs during the construction periods. 

Both computations used the construction cost schedules presented in the 

draft feasibility reoort.
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Table 1

PROJECTED COSTS OF THE WATANA AND DEVIL CANYON 

HYDROELECTRIC PROJECTS 

(in millions of nominal dollars)

Watana Devil Canyon

(Completed 1993) (Completed 2002)

Total Construction Cost $ 6,D06 $ 4,503

Interest to Completion of 

Construction— Capital ized 4,555 2,800

Total Investment Cost 10,561 7,302

Financing Expense 327 226

Reserve Fund 1,804 1,247

TOTAL CAPITAL REQUIREMrNT $12,692 $ 8,775

Annual Debt Service $ 1,804 $ 1,247

Coverage (20% of Debt Service) 361 249

Interest on Reserve (at 13%) (234) (162)

NET ANNUAL DEBT SERVICE $ 1,930 $ 1,334

Operating Costs in First Year $ 21 $ 20

TOTAL ANNUAL COST— FIRST YEAR $ 1,951 $ 1,354

Source: House Research Agency 4/82

The remainder of the tables in this memorandum are based on the infor­

mation above and on average annual energy sales of 3,450,000 MWH and 

3,340,000 MWH from the Watana and Devil Canyon projects, respectively.*

lACRES anticipates that sale of power from the Devil Canyon project will 

be less than plant capacity during an initial operating period of about 

ten years. The resulting higher per unit power costs during that period 

are reflected in.the tables in this memorandum.
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Each of the tables is described below. In all cases, debt service is 

based on assumptions used in Gallagher's analysis of the Rradley Lake 

project. That is, the projects are supported by a tax exempt bond 

issue at 14 percent interest, a reserve fund equal to one year of 

debt service requirements, and coverage of 20 percent of annual debt 

service requirements. These figures are not identical to the financing 

details used by ACRES to determine the debt service requirements of 

the Susitna project. We have used Mr. Gallagher's approach on both 

the Bradley Lake and Susitna projects in order to minimize differences 

in the computation of total cost of the projects.

Although financing has been made equivalent, energy cost comparisons 

may not be accurate if some components of total cost have been omitted 

from one or more of the projects or if the methodology for estimating 

costs is not comparable. We have reviewed the construction cost esti­

mates of the Bradley Lake project and find Mr. Gallagher's figures 

acceptable for comparison with the Susitna project.

Table 2 shows project and energy costs of the Watana project in nominal 

dollars and is comparable to Gallagher's Table III. Debt service is 

constant— payments are fixed at the time bonds are sold— and operating 

costs increase at sev°n percent per year, which is the assumed rate of 

inflation. As in Gallagher's analysis, energy costs inc ase throughout 

the evaluation period. Table 2 shows energy costs of b .55 cents per 

kwh in 1994 and 58.45 cents per kwh in 2(114.

Table 2

WATANA HYDROELECTRIC PROJECT COST ANALYSIS 

(in millions of nominal dollars)

Energy Power

Debt Operating Total Sales • Cost

Year Service Costs_______ Annual Cost (GWH) (cents/kwh)

1994 $1,929.85 $22.52 $1,952.37 3,450 56.59

1999 1,929.85 31.59 1,961.44 3,450 56.85

2004 1,929.85 44.30 1,974.15 3,450 57.22

2009 1,929.85 62.13 1,991.98 3,450 57.74

2014 1,929.35 87.15 2,017.00 3,450 58.45

Source: House Research Agency 4/82
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Table 3 shows project and energy costs of the Uatana project in 1982 

dollars. The table corresponds to Table 1 in memorandum number 82-122 

delivered to you on April 26.2 Debt service is deflated at seven per­

cent per year to reflect the declining real value of a fixed payment. 

Operating costs are constant because it is assumed that the increase 

in operating costs is exactly equal to the rate of inflation. Energy 

costs decline from 25.13 cents per kwh in 1994 to 6.71 cents per kwh 

in 2014.

Table 3

WATANA HYDROELECTRIC PROJECT COST ANALYSIS 

(in millions of 1982 dollars)

Year

Debt

Service

Operati ng 

Costs

Total 

Annual Cost

Energy 

Sal es 

(GWH)

Power

Cost

(cents/kv

1994 $856.88 $10.00 $866.88 3,450 25.13

1999 610.94 10.00 620.94 3,450 18.00

2004 435.59 10.00 445.59 3,450 12.92

2009 310.57 10.00 320.57 3,450 9.29

2014 221.43 10.00 231.43 3,450 6.71

Source: House Research Agency 4/82

Table 4 compares energy costs of the Bradley Lake, Watana, and nevil 

Canyon projects. Estimated costs are in nominal dollars. Table 5 

makes the same comparison in 1982 dollars. In both tables, the "per- 

centage difference" columns refer to change from the projected energy 

costs of the Bradley Lake project. In both tables, the energy costs 

listed for the Susitna project are weighted averages of the Watana 

and Devil Canyon projects. In 2004 and 2009, the figures for Devil

2ln Table 1 of our memorandum of April 26, the discount rate included 

a three percent rate for the time value of money. That factor has been 

omitted from the computations in this memorandum. This "real interest 

rate" does not affect the percentage changes shown in tables 4 and 5 of 

this memorandum.
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Canyon are adjusted for operation at less than plant capacity. Note 

that power produced at Devil Canyon is expected to be about six percent 

cheaper than power from Bradley Lake once Devil Canyon is at full 

capacity but that the combined cost of energy from the Susitna project 

remains higher than energy produced at the Bradley Lake project.

Table 4

PROJECTED ENERGY COSTS OF THREE HYDROELECTRIC PROJECTS 

(NOMINAL CENTS PER KWH)

Year

Bradley

Lake Watana

Percentage Devil 

Difference Canyon

Percentage 

Di fference

Combi ned 

Susitna

Percentage

Difference

1994 41.32 56.59 37% — 56.59 37%

1999 41.68 56.85 36 — 56.85 36

2004 42.16 57.22 36 61.20 45 % 58.78 39

2009 42.85 57.74 35 43.30 1 50.84 19

2014 43.81 58.46 34 41.31 (6) 50.02 14

Source: House Research Agency 4/82

PROJECTED 1

Table 5

ENERGY COSTS OF THREE HYDROELECTRIC 

(1982 CENTS PER KWH)

PROJECTS

Year

Bradley

Lake Watana

Percentage Devil 

Difference Canyon

Percentage 

Di fference

Combi ned 

Susitna

Percentage 

Di fference

1994 18.35 25.13 37% — 25.13 37%

1999 13.19 18.00 36 — 18.00 36

2004 9.52 12.92 36 13.81 45% 13.27 39

2009 6.90 9.29 35 6.97 1 8.18 19

2014 5.03 6.71 33 4.74 (6) 5.74 14

Source: House Research Agency 4/82
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Ue were also asked to review the Bradley Lake analysis for accuracy and 

completeness. In Mr. Gallagher's Table III, the cost components are 

inaccurately summed. However, the energy cost computation is correct 

so there is no major flaw in the analysis. The construction cost esti­

mates of both projects appear to include similar items, and the assump­

tions on financing appear reasonable.3 Mr. Gallagher apparently used 

a project cost of $360 million and transmission costs of $70 million, 

compared to costs of $367 million and $47 million, respectively, cited 

in the Corps of Engineers' design memorandum. However, these cost 

differences do not have a major effect on projected energy costs. In 

short, we believe Mr. Gallagher's analysis was both complete and 

reasonably accurate.

*  *  *

We hope the information presented in this memorandum is helpful. If you 

would like additional information or would like to discuss the informa­

tion presented here, please call.

3The "financing expense" included in Mr. Gallagher's analysis was not 

verified. He simply use 1 the ratio of financing expense to total 

construction costs to determine a similar expense for the Susitna 

project.
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Bargaining In Billions: OFFICE CCPY vm

BLACKMAIL FOR "SUSITNA FUND"
Repeal of the so-called Susitna “blackmail clause” may be linked to the Gover­

nor's Major Projects Fund, and a new proposal to channel a portion of those revenues 
to Susitna and Bradley Lake. The inclusion of Bradley Lake in the potential compro­
mise may also be significant as a future alternative and compromise should Susitna
falter. The problem with the Susitna “equity/blackmail” clause— attaches to the
authorization of the four-dam pool now in controversy— is that it presents a “catch- 
22- situation, especially for Susitna backers and Southcentral region lawmakers. The 
clause effects $280 million in state grants (a gift) already invested in the four 
dams, and would convert that equity to interest hearing debt/equity if $5 billion is 
not invested in Susitna by 1991.

The short term debt used to construct the four dams is now coming due, beginning
in May. This means the state must either: (1) appropriate and pay cash for the
remaining $200 million in short-term debt, (2) finance the remaining $200 million 
with longer term revenue bonds, or (3) go into default.

The state and tbe Alaska Power Authority have proposed financing the remaining 
debt with longer term revenue bonds, (option 2). However, this requires (for bond 
buyers) evidence of feasibility and ability to repay, which means power-use contracts 
with the communities to be served. However, the communities to be served would not 
sign those agreements unless guaranteed that their wholesale power rates would be at, 
or below, their present alternative diesel capncity. Hencj, the Alaska Power Author­
ity has proposed n rate stabilization package, requiring $35 million initially (as a 
bond reserve) and a total of $65 million. On this basis bond buyers appear to have 
assurances they need to buy the bonds. (continued page 5)

Projects Bills Moving Quickly
The six capital projects bills are n ow moving 

swiftly in the House and Senate. The swift pace of 

the b i l l s  m e a n s  p r o ject l o b b y i s t s  had hest be 

a l e r t  c o n c e r n i n g  t h e i r  p r o j e c t s .  By the end of 

this week each House will probably have sent their 
throe bills to the "other House." The bills will 
quickly find their way to the Finance Co m m i t t e e s  

where they will "pause" for a time to get finish­

ing touches. The bills are: HB-635, Development, 
H B - 6 3 S ,  T r a n s p o r t a t i o n ,  IIB-637, U n i v e r s i t y  of 

Alaska, SB-3A4, Erosion Control, SB-403, Educa­

tion, and SB-42D, Hater and Sewer.

(continued page 4)
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Local/Gov't.........
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Resources...........
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Bargaining Over The "Blackmail Clause”
(Continued from page 1)
However, the Susitna "equity/black­

mail" clause presents further problems 
if buyers are to be attracted. What the 
clause means to bond buyers is that they 
do not know whether their risk should be 
assessed against $200 millio; (present 
remaining debt), or $480 million, should 
the blackmail clause come into effect 
and grants be converted to debt. It is 
as if the bond buyer is being asked to 
take a second mortgage behind Susitna, 
which is an unlikely position for either 
buyers to take or bond houses to recom­
mend. What is remarkable about the 
four-dam package is that the combined 
project is already salted with $280 
million in grant dollars and apparently 
still fails feasibility tests without 
further subsidy.

How did we get to this position. 
Well, of course things were different 
back when the dams were authorized and 
original appropriations made. The state 
was wallowing in enough money that these 
latter costs might easily have simply 
been appropriated if need be. If 
things were to be done over again, with 
benefit of hindsight, certainly with a 
$280 million gift to the projects, the 
users (communities) would have been 
required to sign off on power use con­
tracts before construction began and 
assume a share of the risk based on 
energy cost projections. They might 
have von big had the energy crisis con­
tinued, or lost. But that's the way 
most energy projects arc financed.

Now the four-dam financing package is 
all tangled up with Susitna. The pro­
blem for Susitna backers and Southcen­
tral lawmakers is that they may have to 
’’give up" something they thought they 
had, something no politician likes to 
dc. The Railbel.t lawmakers would like to 
maintain what they feel are political 
guarantees on Susitna. If they give up 
the “blackmail clause- they will want 
some similar provision such as guaran­
tees for Su3itna in the Major Projects 
Fund. If they can’t gel: pound for pound 
collateral for trading the "blackmailp^^

(continued from previous column) 
clause”, then some kind of reduced col­
lateral will have to do. Lastly, any 
politician wants to "save face".

The legislature could up and pay the 
$200 million due and maintain the 
"blackmail clause", but it would be 
politically difficult to squeese $200 
million out of the current capital pie. 
Next, they could do what the APA and 
Sheffield Administration propose, and 
devise whatever they can as a collateral 
payment for repealing the clause. Last­
ly, the state could "default", a move 
that would leave a terrible fiscal mess 
and likely a negative impact on state 
and local bond ratings of all kinds. 
Default would most certainly kill any 
chances of financing Susitna, or similar 
large scale state related revenue bond 
projects, unless the state were to use 
its own cash dollars.

The situation is not a happy one for 
anyone. Even the four-dam pool communi­
ties find that the dams produce no "rate 
benefits" presently, or are likely to in 
the near future. Perhaps the only la­
ment is that everything would have been 
wonderful if energy rates had soared as 
projected.

Eklutna Where Are You ? ? ?
With the major legislative capital 

billB now being kicked into their res­
pective "other houses", the biggest 
missing piece from those bills is the 
Anchorage Eklutna water project. The 
giant $220 million project, designed to 
meet Anchorage water demands in the late 
n S O ’s, received $13.7 million in 1982 
and $22.5 million last year. In Novem­
ber 1983, Anchorage voters also commit­
ted to the project with approval of $55 
million in local bonds. Plans called 
for 252! of funds to be local and 75% to 
he state ($55 million vs. $165 million).

A push and pull over Eklutna could 
develop in the latter stages of capital 
bill funding within the legislature, or 
or negotiations between the executive 
and the legislature.





S t a t e  o r  A l a s k a
□ F F I C E  O F  T H E  G O V E R N O R

J u n e a u

F e b r u a r y  13, 1 9 8 4

T h e  H o n o r a b l e  J o e  H a y e s  
A l a s k a  H o u s e  o f  R e p r e s e n t a t i v e s  

P o u c h  V
J u n e a u ,  A K  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  H a y e s :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  Ill, se c .  18, o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  m a k i n g  a s p e c i a l  
a p p r o p r i a t i o n  t o  t h e  Al« s k a  P o w e r  A u t h o r i t y .  T h i s  s p e c i a l  
a p p r o p r i a t i o n  is f o r  r a t e  s t a b i l i z a t i o n  f o r  t h e  u t i l i t i e s  
t h a t  w i l l  b e  p u r c h a s i n g  p o w e r  f r o m  t h e  L a k e  T y e e ,  S w a n  
L a k e ,  T e r r o r  L a k e ,  a n d  S o l o m o n  G u l c h  h y d r o e l e c t r i c  f a c i l i ­
ti e s .  T h e  m o n e y  w i l l  b e  u s e d  t o  r e d u c e  t h e  w h o l e s a l e  p o w ­
e r  r a t e  f o r  t h e s e  u t i l i t i e s  d u r i n g  t h e  e a r l y  y e a r s  o f  t h e  
o p e r a t i o n  o f  t h e  h y d r o e l e c t r i c  f a c i l i t i e s  w h e n  h y d r o e l e c ­
t r i c  c o s t s  w i l l  b e  s i g n i f i c a n t l y  h i g h e r  t h a n  t h e i r  p r o ­
j e c t e d  c o s t s  f o r  d i e s e l  g e n e r a t i o n .

A t  t h e  c u r r e n t  s t a g e  o f  n e g o t i a t i o n s  o n  t h e  p o w e r  s a l e s  
a g r e e m e n t s  t h e  r a t e  s t a b i l i z a t i o n  f u n d  i s  t r e a t e d  a s  a 
g r a n t ,  a n d  t h e  s p e c i a l  a p p r o p r i a t i o n  b i l l  r e f l e c t s  t h i s  
a p p r o a c h .  H o w e v e r ,  t h e  a u t h o r i t y  is s t i l l  l o o k i n g  a t  t h e  
p o s s i b i l i t y  o f  f u n d i n g  r a t e  s t a b i l i z a t i o n  w i t h  a l o a n  
r a t h e r  t h a n  a g r a n t .  If t h e  l o a n  a p p r o a c h  is u s e d ,  a n  

a m e n d m e n t  uo t h i s  b i l l  w i l l  b e  p r o p o s e d  t o  relic''’: t h e  
c h a n g e .

S i n c e r e l y ,

B i l l  S h e f f i e l d  
G o v e r n o r
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PROPOSED RATE STABILIZATION FUND

A major issue involved with the establishment of the Energy Program for Alaska's 

Four Project Pool is the cost of power in the early years of operation. As is 

often the case with hydropower projects, the high fixed cost of bringing the 

projects on-line combined with relatively low utilization in the early years and 

lower than expected costs of operating diesel units has meant that the cost of 

power will exceed that of existing diesel generation. The Alaska Power Authority 

has, therefore, suggested a Rate Stabilization Plan that would provide an entry 

rate competitive with existing generation, protect the communities from rate 

shock, and allow the communities access to hydropower until the project's capacity 

is utilized enough to make it more desirable than diesel generation.

The power sales agreements proposed to the communities involved in the Four

Project Pool recognize that the full power cost of the Power Authority's hydro­

electric project will initially exceed that of the purchasing utilities' existing 

generation. This situation is V'-kely to continue for several years until the in­

creased usage of hydroelectric power brings its unit cost down and the unit cost 

of diesel generation, including the cost of additional generating capacity in­

creases. The attached graph illustrates this relationship. It shows, in concept, 

the average unit revenue requirements with and without the hydroelectric projects. 

The average unit revenue requirement represents the total co.'ts projected to be 

paid by the utility from sales revenue in each year divided by the forecasted 

sales of electricity. In the long run this approximates the average rate per unit 

of electricity sold to each type of customer including commercial, industrial, and 

residential.

The intent of the Rate Stabilization Fund is to offset the higher costs of the

hydroelectric projects in these early years in amounts equivalent to the costs

avoided by not operating diesel generation. The amount of the Fund is represented 

by the shaded area on the graph. The amount initially deposited in the Fund and

the annual amounts withdrawn from the Fund to offset each utility's power costs

from the Power Authority are established in advance and the power sales agreement 

will be conditional upon the establishment of the Fund. The calculations to 

determine the size of the Fund and the schedule of payments are detailed and

complex. They rely on large amounts of data and numerous assumptions and involve

analytical models that have been developed over the last several months with the 

purchasing utilities.

In general, the methodology involves projecting each utilities' costs with and 

without the hydroelectric projects and determining the difference. The costs 

without the projects include diesel fuel, operation and maintenance costs, major 

repairs and overhauls, and additions or replacements of generating capacity. By 

ourchasing power from the Power Authority, the utilities can avoid some or all of 

the costs associated with these items. If the amount paid for power rroin the 

Power Authority is equal to the avoided cost of diesel, then the resulting costs 

to the ratepayers is no greater than it would otherwise have been. Once the

avoided cost of diesel exceeds the fully allocated costs of Power Authority power,

there is no further need for rate stabilization payments. The point at which this

occurs is generally referred to as the "cross-over point." At the cross-over
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point power costs tend to stabilize as the slight increases in the operating costs 

of the hydroelectric projects are off-set by increasing power sales.

The amount in the Rate Stabilization Fund needs to be carefully considered as well 

as the variables that, will effect it. The amount is approximately $61.5 million 

consisting of $35 million in a State grant, $12 million from the bond proceeds,

and about $14.5 million in interest earned on the $47 million invested during the

approximately eight years that the Fund would be needed. These funds would be 

held by the Bond Trustee, not the communities, and each utility would take annual 

credits that would be necessary to stabilize their rates. Each utility would have 

a specific, maximum amount which could be drawn from the fund. While this amount 

could not be exceeded, the utility could elect not to take the entire annual

amount and the remainder would be held in the Rate Stabilization account and 

reinvested. In this way, the utility could use the excess money to provide for 

future rate shock insurance.

Due to provision in House Bill 9 (HB 9), an amendment to the Energy Program for

Alaska which established the pooled debt concept, there is the possibility of

return on the State's investment to these four projects. Because of the "system 

increment" mechanism imposed by HB 9, when a new project is introduced to the 

Energy Program, the debt service on that project is pooled with the projects

already in the system. The projects then continue to pay on the pooled debt at 

their established proportionate share. System increments, however pose problems 

for rate stability if a heavily debt financed project enters the system. As part 

of the rroposed power sales agreements, the Power Authority is proposing a "cap" 

on the amount that rates can be raised due to a system increment. (See attached

graph.) This will provide protection for the Four Project Pool utilities from

future rate shock due new projects being brought into the system while at the same 

time it will return a portion of the State's investment in these four facilities.
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A l a s k a  P o w e r  A u t h o r i t y

C o m m i s s i o n e r :  D L y o n

E x e c u t i v e  D i r e c t o r :  L a r y  C r a w f o r d

B o a r d  m e e t i n g ,  22 F e b r u a r y  1 9 8 4

P o w e r  S a l e s  a g r e e m e n t s ;

1. C o p p e r  V a l l e y :  c l o s e  t o  a n  a g r e e m e n t .  J i m  B i l l i n g a m e ,  
m a n a g e r  o f  u t i l i t i e s s t a t e s  t h a t  h e  s h o w s  s o m e  c o n c e r n  of 
c o n f r o n t i n g  h i s  p u b l i c  w i t h  a c o s t  n o t  s e e n  b e f o r e .  P r e s e n t l y  

G l e n n a l l e n  d i e s e l  g e n e r a t i o n  is .06 P K H  a n d  p r o p o s e d  A P A  p o w e r  
w i l l  b e  .07 P K W .  T h i s  c o n s t i t u t e s  a 40% i n c r e a s e  t o  som e .  V a l d e z  
i s  a n  e m p h a t i c  NO! A v e r a g e  m o n t h l y  c o n s u m p t i o n  i n  G l e n n a l l e n
is 3 4 0  K W H  a n d  t r a n s l a t e s  t o  $ 9 0  p e r  m o n t h ,  w h i l e  V a l d e z  

is r u n n i n g  a n  a v e r a g e  m o n t h l y  b i l l  of 550 K W H  o r  $ 1 5 1 .  p e r  m o n t h .
A  40% i n c r e a s e  c a n  b e  d e v a s t a t i n g .

2. W r a n g e l l :  M a t t  C o l e  ( p o s i t i o n  u n k n o w n )  w i l l  b e  t a k i n g  p o w e r

s a l e s  a g r e e m e n t  t o  c i t y  c o u n c i l  T h u r s d a y  n i g h t  (Feb 23rd) f o r  
c o n s i d e r a t i o n .  H e  s a y s  d i s c u s s i o n  ( i n f o r m a l )  w i t h  c o u n c i l  
m e m b e r s  a p p e a r s  g o o d  a n d  c o n t r a c t  m a y  b e  f o r t h c o m i n g .

3. K o d i a k :  D a v i d  N e e s e ,  M g r  of M u n i - p o w e r .  M u n i c i p a l i t y  h a s  a g r e e d
t o  p u r c h a s e  p o w e r  f r o m  A P A .  T w o  s u g g e s t i o n s :  p o s s i b l e  l o a n s  to

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

4. K e t c h i k a n :  R i c k  - ? — . m g r  o f  u t i l i t i e s  s a y s  i t  l o o k s  v e r y

g o o d ,  c o n t r a c t  i n  the m a k i n g  w i t h  q u e s t i o n s  a s  to w o r d i n g
of l e g a l  d o c u m e n t s .

5. P e t e r s b u r g :  N O 1.'

M a n a g e m e n t  s t u d y  ( s t a t u s  r e p o r t )  p r e s e n t e d  b y  R o g e r  McManr.us of 
M e a d  c o n s u l t a n t s  f o r  F Y  84, F Y  85, F Y  86.

P r e s e n t l y  A P A  e m p l o y e s  69 p e r s o n s

E x e c u t i v e  D e p t ------------------ 4

P l a n n i n g  ------------------------ 9
P r o j e c t s  ------------------ 18
O p e r a t i o n s -----------------------7 |(

F i n a n c e - A d m i n i s t r a t i o n  31

A P A  is a s k i n g  f o r  a n  i m m e d i a t e  i n c r e a s e  o f  16, 17 m o r e  F Y  85, a n d  
a n  a d d i t i o n a l  9 f o r  F Y  86 to t o t a l  )ii p e r s o n s .

1 9 8 4  S u s i t n a  c o n t i n g e n c y  f u n d :  3 . 1 8  M i l l i o n  d o l l a r s
D r i l l i n g  r e q u e s t  ( w a n t a n a  dam) 1 . 9  m i l l i o n ,  if a p p r o v e d  t h i s  

w i l l  l e a v e  in t h e  c o n t i n g e n c y  f u n d  1 . 2 8  m i l l i o n .

C o m p e t i t i v e  b i d d i n g  o n  W a t a n a  D a m  d r i l l i n g  w i l l  b e  l e t  27 F e b  84 
w i t h  a w a r d i n g  of c o n t r a c t  s o m e t i m e  in m i d  A p r i l  84.
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MEMORANDUM

TO: Representative Ron Wendte

FROM: Jack Kreinhede

Research Staft

RE: Power Rates for Alaska Power Authority Projects 

Research Request 83-182

Suzanne Mullen of your staff requested that we review and summarize the 

power rate analysis provided to you by the Alaska Power Authority. 

This analysis compared power rates for the four projects now completed 

or under construction -- Solomon Gulch, Swan Lake, Terror Lake, and 

Tyee Lake -- under the following cases or scenarios:

• a base case, with all four projects under the current rate

structure established by HB 9, and minimum expected power sales.

• power sales for Swan Lake assumed to increase to 90 percent of

project capacity, with remaining assumptions identical to the 

base case.

• a "stand alone" case, in which all four projects are separatee

and responsible for the payment of their own debt service.

Under the current system, debt service is pooled for the four 

projects.

a stand alone case identical to the one just described, except 

that all projects are assumed to be fully utilized (all power 

sold). Swan Lake was assumed to be 90 percent utilized.

General Comments

In general, the rate calculations provided by the Power Authority appear 

to be accurate for the cases specified. Some of the power sales figures 

in the base case do differ slightly from earlier estimates provided by 

the Power Authority, but the differences are not major. However, the 

rate tables which were provided to you do not match all of the cases 

described in the cover letter. For example, the cover letter states 

that the analysis includes a case for Terror Lake, Swan Lake and Solomon 

Gulch under the current HB 9 rate system (Tyee excluded), and a case
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for Terror Lake and Solomon Gulch (Tyee and Swan l.ake excluded). 

However, neither of these two cases were included in the tables I 

reviewed. The only similar case was one for Terror Lake, Solomon Gulch, 

and Tyee Lake, with Swan Lake excluded from the system.

If you specifically requested these two cases from the Power Authority, 

you may wish to inform the Authority staff that the correct rate

analysis was not provided for these cases.

Comparison of Rate Scenarios

The attached graph and table provide a summary comparison of wholesale 

power rates in FY 1986 for the four scenarios described on the first 

page of this memo. Under the "current system" or base case scenario,

the Tyee project would have the highest power rate, at 16.6 cents per

kilowatt hour (KWH), with progressively lower rates for Swan Lake, 

Terror Lake, and Solomon Gulch.

Under the second scenario, increasing utilization of Swan Lake from 40 

percent to 90 percent reduces the power rates for all projects except 

Solomon Gulch. The explanation for the higher Solomon Gulch ''ate 

is rather complex, but basically, Solomon Gulch would have to carry a 

larger portion of debt service because of the lower system average 

rate which would result from increased utilization of Swan Lake. Swan 

Lake rates would decrease the most, but Terror Lake and Tyee would 

also benefit because of the debt-sharing formula included ir the HB 9 

rate structure.

The third scenario is the stand alone case. The power rates for this 

scenario should be compared to the current system case, rather than the 

90 percent Swan Lake usage case. Separation of the four power projects 

would have a large impact on rates, with large rate decreases for the 

Solomon Gulch and Swan Lake projects, and substantial rate increases 

for the Terror Lake and Tyee Lake projects. The primary reason ror the 

differences in rates is the dc-ot/equity ratio of the four projects.

Solomon Gulch has no debt, while Swan Lake was 26 percent debt financed. 

On the other hand, Terror Lake ane Tyee were 58 percent and 36 percent 

debt financed, respectively. The higher level of debt for these two

projects means that their power rates would increase if they were

separated from the current APA system, unless some other action were

taken to limit their rates, such as the Petersburg proposal for the 

Tyee project.

Finally, the fourth scenario shows the power rates for the four pro­

jects on a stand alone basis, with full utilization of the projects1 

capacities, except for Swan Lake, which is 90 percent utilized. The 

largest decrease in rates under this scenario is for the Tyee project,


