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M I L L I O N  A  YEAR. IF T H E  F E D E R A L  G O V E R N M E N T  F O L L O W S  S U I T  A N D  

R E P R I C E S  ITS 40 P E R C E N T  O F  T H E  R O Y A L T Y  G A S  T H E  I M P A C T  W I L L  B E  

A N O T H E R  $1.8 M I L L I O N  A N N U A L L Y .  A D D I T I O N A L L Y ,  S E V E R A N C E  TA X E S ,  

W H I C H  C H U G A C H  A L S O  P A Y S  O N  T H E  G A S  IT  P U R C H A S E S ,  A R E  C U R R E N T L Y  

B A S E D  O N  A  P E R C E N T A G E  O F  T H E  C O N T R A C T  PRI C E .  IF D N R  IS 

S U C C E S S F U L  IN  REVALUING- T H E  G A S  T O  A  H I G H E R  P R I C E  IT  IS L I K E L Y  

T H A T  T H E  D E P A R T M E N T  O F  R E V E N U E  W I L L  F O L L O W  SUIT, C O S T I N G  O U R  

C O N S U M E R S  O V E R  A N O T H E R  $ 1 5 0 , 0 0 0  A  YEAR.

A S  Y O U  A R E  AWARE, T H E R E  H A S  B E E N  A  T R E M E N D O U S  I N C R E A S E  I N  T H E  

C O S T  O F  E N S T A R ' S  G A S  A S  A  R E S U L T  O F  ITS R E C E N T  S E T T L E M E N T  O F  

R O Y A L T Y  C L A I M S  I N  T H E  K E N A I  G A S  FIELDS. B E T W E E N  T H E  G A S  T H A T  W E  

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

T H E  KE N A I ,  A S  W E L L  T H E  I N C R E A S E D  C O S T  IN  T H E  E L E C T R I C I T Y  T H A T  WE 

B U Y  F R O M  T H E  A N C H O R A G E  M U N I C I P A L  L I G H T  & P O W E R ,  T H E  E N S T A R  ’ ' 

R E V A L U A T I O N S  W I L L  C O S T  O U R  C O N S U M E R S  $1.5 M I L L I O N  M O R E  A N N U A L L Y .

T H E  T O T A L  I M P A C T  O F  T H E S E  IS O V E R  $6 M I L L I O N  A  Y EAR. M Y  P O I N T  

H E R E  IS T H A T  T H E  D O L L A R  V A L U E S  A R E  S I G N I F I C A N T ,  A N D  A L S O  T H A T  

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

B E Y O N D  T H E  D E C I S I O N  M A D E  B Y  D N R  L A S T  M A R C H ,  A N D  F A R  B E Y O N D  

C H U G A C H .

C H U G A C H  IS A  C O O P E R A T I V E  U T I L I T Y  O R G A N I Z E D  T O  S E R V E  ITS 

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

T R A N S L A T E  T O  I N C R E A S E D  U T I L I T Y  BILLS. T H E S E  I N C R E A S E S  W I L L  B E  O N  

T O P  O F  A N Y  R A I S E  I N  R A T E S  D U E  T O  I N C R E A S E S  I N  O P E R A T I N G  E X P E N S E S .
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T H E  S E C O N D ,  A N D  E V E N  M O R E  I M P O R T A N T  —  I R E P E A T ,  M O R E  I M P O R T A N T  

—  C O N C E R N  W E  H A V E  W I T H  D N R ' S  A C T I O N  IS T H E  M E A S U R E  OF  

U N C E R T A I N T Y  T H A T  IS I N J E C T E D  I N T O  B O T H  O U R  P O W E R  P L A N N I N G  A N D  O U R  

R A T E  P L A N N I N G .

T H E  F O L L O W I N G  E X C E R P T  F R O M  D N R ' S  O W N  D E C I S I O N  M E M O  O F  N O V E M B E R  6, 

1984, S A Y S  I T  ALL:

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

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

I N T O  T H E  L O N G - T E R M  P L A N N I N G  B Y  O I L  C O M P A N I E S  A N D  U T I L I T I E S .  

T H I S  U N C E R T A I N T Y  (AND H I G H E R  R O Y A L T Y  R A T E S )  M A Y  R E D U C E  

I N C E N T I V E S  T O  I N V E S T  C A P I T A L  I N  O I L  A N D  G A S  U T I L I T Y  

E N T E R P R I S E S ,  O R  A F F E C T  T H E  T I M I N G  A N D  S T R U C T U R I N G  O F  S U C H  

E N T E R P R I S E S . "

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

T H I S  IS A N  E X T R E M E L Y  S I G N I F I C A N T  AREA, A N D  O N E  W H I C H  H A S  C A U S E D  A  

G R E A T  D E A L  O F  C O NCERN. O U R  C O M M I T M E N T  T O  B U I L D  G E N E R A T I O N  

F A C I L I T I E S  A T  T H E  B E L U G A  G A S  F I E L D  B A C K  I N  1 9 6 5  W A S  A B L E  T O  O C C U R  

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

S T A B I L I T Y  O F  T H E  P R I C E  F O R  T H A T  B E L U G A  R I V E R  GAS. IN  FACT, H A D  

W E  B E E N  U N S U C C E S S F U L  IN  O B T A I N I N G  L O N G - T E R M  C O N T R A C T S  E N S U R I N G  

S T A B L E  F U E L  P R I CES, W E  W O U L D  H A V E  B E E N  U N A B L E  T O  M A K E  T H A T  P L A N T  

I N V E S T M E N T ,  A N D  T H E  B E L U G A  G A S  F I E L D  M I G H T  S T I L L  B E  U N D E V E L O P E D  

T ODAY. H A D  T H A T  B E E N  T H E  CASE, T H E  S T A T E  W O U L D  H A V E  H A D  N O  

R O Y A L T Y  O R  S E V E R A N C E  T A X  R E V E N U E .



IT  IS V E R Y  I M P O R T A N T  F O R  C H U G A C H  T O  E N S U R E  R A T E  S T A B I L I T Y .  W E  

M A Y  N O T  A L W A Y S  B E  A B L E  T O  A V O I D  R A T E  I N C R E A S E S ,  B U T  W E  T R Y  T O  

P L A N  T H O S E  I N C R E A S E S  C A R E F U L L Y  T O  M I N I M I Z E  M A J O R  R A T E  

F L U C T U A T I O N S .

F O R  T H E S E  R E A S O N S ,  T HEN, W E  W O U L D  U R G E  T H E  C O M M I T T E E  M E M B E R S  T O  

S U P P O R T  P A S S A G E  O F  S.B. 309 O R  B I L L S  C O N T A I N I N G  S I M I L A R  L A N G U A G E ,  

W H I C H  W O U L D  R E Q U I R E  D N R  T O  T I E  R O Y A L T Y  V A L U A T I O N  T O  L O N G - T E R M  

C O N T R A C T  P R I C E S .

B Y  T Y I N G  R O Y A L T Y  P R I C E  T O  L O N G - T E R M  C O N T R A C T  PRICE, D N R  W I L L  

C O N T I N U E  T O  M A N A G E  T H E  S T A T E ' S  R E S O U R C E S  F O R  M A X I M U M  V A L U E  W H I L E  

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

D O  N O T  H A V E  A  V A L U E  I N D E P E N D E N T  O F  L O N G - T E R M  C O N T R A C T  P R I CES. 

C O U R T S  I N  O K L A H O M A ,  L O U I S I A N A  A N D  A R K A N S A S  H A V E  R E C O G N I Z E D  THIS. 

A D D I T I O N A L L Y ,  W E  W O U L D  N O T E  T H A T  U N D E R  T H E  C U R R E N T  L E A S E  FO R M S ,  

D N R  W O U L D  S T I L L  B E  P E R M I T T E D ,  O N  O N L Y  S I X  M O N T H ' S  W R I T T E N  N O T I C E ,  

T O  T A K E  ITS R O Y A L T Y  S H A R E  I N  K I N D  A N D  S E L L  I T  D I R E C T L Y  T O  A  

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

P A Y  W H A T  I T  B E L I E V E S  IS P R E V A I L I N G  M A R K E T  V A L U E  —  FINE. L E T  

D N R  S E L L  I T  T O  THEM. W E  W I L L  N O T  S T A N D  IN  T H E I R  WAY.

I W O U L D  A L S O  L I K E  T O  S T R E S S  T H A T  R O Y A L T Y  O I L  P R I C E S  W I L L  N O T  B E  

A F F E C T E D  IN A N Y  WAY, S H A P E  O R  F O R M  B Y  S.B. 309 O R  O T H E R  jBILLS W E  

S U P P O R T .  T H E  L A N G U A G E  W E  E N D O R S E  R E L A T E S  O N L Y  T O  R O Y A L T Y  GAS. 

B E C A U S E  O F  T H I S ,  T H E  A M E R A D A - H E S S  C A S E  O N  T H E  N O R T H  SLOPE, O V E R  

W H I C H  S O M E  Q U E S T I O N S  H A V E  B E E N  R A I S E D ,  W I L L  N O T  B E  A F F E C T E D .  

I M P L I C A T I O N S  T O  T H E  C O N T R A R Y  A R E  S I M P L Y  N O T  VA L I D .
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S E N A T O R  S T U R G U L E W S K I , Y O U  A N D  O T H E R  M E M 3 E R S  O F  T H E  L E G I S L A T U R E  

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

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

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

STAFF.

Q U I T E  F R A N K L Y , W E  B E L I E V E  O U R  R E C E N T  I M P R O V E D  A C C E S S  T O  T H E  

A D M I N I S T R A T I O N  IS A  D I R E C T  R E S U L T  O F  T H E  R E C E N T  L E G I S L A T I V E  A N D  

P U B L I C  A T T E N T I O N  T H A T  H A S  B E E N  F O C U S E D  O N  T H I S  I S S UES.

W H A T  IS M O R E  I M P O R T A N T ,  H O W E V E R ,  IS T H A T  D N R  H A S  B E E N  A B L E  T O  D O  

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

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

R O Y A L T Y  P R I C E  O N  A  N E W  O R  R E N E G O T I A T E D  C O N T R A C T  T H E R E .  T H I S  IS 

O N L Y  A T  B E L U G A  A N D  O N L Y  F O R  C H U G A C H .

W H A T  D N R  H A S  P R O P O S E D  D O E S  N O T  R E S O L V E  T H E  U N D E R L Y I N G  R O Y A L T Y  

P O L I C Y  Q U E S T I O N .  C H U G A C H  A P P R E C I A T E S  D N R ' S  T I M E  A N D  E F F O R T  O N  

T HIS, A N D  W E  H A V E  G R E A T  R E S P E C T  F O R  C O M M I S S I O N E R  W U N N I C K E  A N D  H E R  

S TAFF. B U T  T H E  L A C K  O F  A C C O M M O D A T I O N  J U S T  G O E S  T O  P R O V E  W H A T  W E  

A N D  M A N Y  O T H E R S  H A V E  B E E N  S A Y I N G  A L L  A L O N G  —  T H E  L E G I S L A T U R E  

M U S T  G E T  I N V O L V E D ,  A N D  T H E  L E G I S L A T U R E  M U S T  P R O V I D E  A  L A S T I N G  

S O L U T I O N .

R O Y A L T Y  V A L U A T I O N  IS T O O  F U N D A M E N T A L  A N D  T O O  I M P O R T A N T  T O  B E  L E F T  

T O  A N Y  O N E  AGEN C Y .  Y O U  A R E  T H E  P O L I C Y - M A K I N G  B R A N C H  O F  T H E  

G O V E R N M E N T .



I P E R S O N A L L Y  B E L I E V E  D N R  W O U L D  G O  F A R T H E R  F O R  C H U G A C H  IF IS C O U L D  

—  B U T  I T  CAN'T. Y O U  C A N  A N D  Y O U  S H O U L D  —  N O T  J U S T  F O R  C H U G A C H  

B U T  F O R  A L L  E L E C T R I C  A N D  G A S  C O N S U M E R S  I N  O U R  STATE.

T H A N K  Y O U  F O R  Y O U R  T I M E  T O D A Y .  I, A N D  O T H E R  C H U G A C H  

R E P R E S E N T A T I V E S ,  W I L L  B E  H A P P Y  T O  A N S W E R  A N Y  Q U E S T I O N S  T H A T  Y O U  

M A Y  H A V E  O R  M E E T  W I T H  Y O U  A T  Y O U R  C O N V E N I E N C E .  AG A I N ,  C H U G A C H  

U R G E S  Y O U R  S U P P O R T  F O R  S.B. 309.

:t e s t . 2
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I M P A C T S  O F  S T A T E  R O Y A L T Y  G A S  I N C R E A S E  O N  R A I L B E L T  C O N S U M E R S

A l a s k a n s  f r o m  F a i r b a n k s  t o  H o m e r  f a c e  u t i l i t y  b i l l  i n c r e a s e s  as a 
r e s u l t  o f  t h e  A l a s k a  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ' d e c i s i o n  to 
d r a s t i c a l l y  r a i s e  t h e  p r i c e  of  r o y a l t y  g a s  i n  C o o k  Inlet. F o r  
C h u g a c h  E l e c t r i c  A s s o c i a t i o n  c o n s u m e r s  i n  t h e  A n c h o r a g e  area, the 
i m p a c t s  w i l l  b e  n e a r l y  $3 m i l l i o n  a y ear.

D N R ' s  a c t i o n  w a s  t a k e n  w i t h  v i r t u a l l y  n o  a d v a n c e  n o t i c e  t o  the 
p a r t i e s  i n v o l v e d ,  t o  t h e  p u b l i c  or to  t h e  S t a t e  L e g i s l a t u r e .  
L i t i g a t i o n  w a s  i n i t i a t e d  b y  t h e  t h r e e  p r o d u c e r s  a g a i n s t  D N R  o n  
t h e  r e v a l u a t i o n  in A p r i l  1985. C h u g a c h  is a l s o  i n v o l v e d  i n  t h e  
l i t i g a t i o n .

T h e r e  a r e  t w o  m a j o r  a s p e c t s  o f  th i s  issue: T h e  a d d i t i o n a l  c o s t s
to u t i l i t y  c o n s u m e r s  o f  D N R ' s  a c t i o n s  and, p e r h a p s  m o r e  
i m p o r t a n t ,  t h e  f u n d a m e n t a l  p o l i c y  q u e s t i o n  of h o w  r o y a l t y  
v a l u a t i o n  is e s t a b l i s h e d .

O n  M a r c h  18, 1985, t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  (DNR) 
i s s u e d  a f o r m a l  n o t i c e  t o  t h e  t h r e e  B e l u g a  R i v e r  g a s  f i e l d  
p r o d u c e r s  —  A R CO, S h e l l  a n d  C h e v r o n  —  i n f o r m i n g  t h e m  t h a t  D N R  
w o u l d  n o  l o n g e r  a c c e p t  r o y a l t y  p a y m e n t s  b a s e d  o n  l o n g - t e r m  
c o n t r a c t  p r i c e  b u t  w o u l d  r e q u i r e  p a y m e n t s  b a s e d  o n  the 
" p r e v a i l i n g  m a r k e t  v a l u e . "

T h i s  v a l u e  w a s  i n i t i a l l y  d e t e r m i n e d  b y  D N R  to  b e  $ 2 . 0 5  p e r  
t h o u s a n d  c u b i c  f e e t  (mcf), b a s e d  on  a S h e l l - E N S T A R  (APL II) 
c o n t r a c t  s i g n e d  i n  D e c e m b e r  1982. B y  c o n t r a s t ,  C h u g a c h  c u r r e n t l y  
p a y s  $ . 2 6 / m c f  f o r  its B e l u g a  gas, u n d e r  l o n g - t e r m  c o n t r a c t s  
o n  w h i c h  the D N R  h a d  b a s e d  its r o y a l t y  p r i c e  f o r  t h e  p a s t  17 
y e a r s .

B a s e d  o n  t h e  $ 2 . 0 5 / m c f  f i g u r e ,  t h e  a n n u a l  i n c r e a s e  t o  C h u g a c h  
r e t a i l  a n d  w h o l e s a l e  c o n s u m e r s  w o u l d  b e  a p p r o x i m a t e l y  $2.8 
m i l l i o n .  E v e n  u n d e r  a r e c e n t  s e t t l e m e n t  o f f e r  b y  t h e  s t a t e  w h i c h  
w o u l d  v a l u e  t h e  r o y a l t y  g a s  a t  $ 1 . 5 0 / m c f ,  t h e  i m p a c t  w o u l d  be  
a p p r o x i m a t e l y  $1.9 m i l l i o n  a n n u a l l y .

C h u g a c h  n e g o t i a t e d  iris B e l u g a  c o n t r a c t s  i n  g o o d  f a i t h  a n d  at a r m s  
l e n g t h  i n  1965, a n d  renegoriav_ed w i t h  t h e  p r o d u c e s  i n  1973. T h e  
c o n t r a c t s  e x t e n d  to 1 9 9 8  o r  w h e n e v e r  373 b i l l i o n  c u b i c  f e e t  (bcf) 
o f  gas is used, w h i c h e v e r  c o m e s  first. T h a t  m e a n s  t h e  o v e r a l l  
i m p a c t  of the B e l u g a  r o y a l t y  r e v a l u a t i o n  a l o n e  c o u l d  t o t a l  m o r e  
t h a n  $30 m i l l i o n  t o  c o n s u m e r s .

A d d i t i o n a l  f i n a n c i a l  i m p a c t s  o n  C h u g a c h  c o n s u m e r s  h a v e  r e s u l t e d  
o r  c o u l d  r e s u l t  f r o m  a c t i o n s  s i m i l a r  to  o r  r e l a t e d  to t h e  B e l u g a  
r o y a l t y  r e v a l u a t i o n .  T h o s e  a c t i o n s  are:
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- a p o s s i b l e  r e v a l u a t i o n ,  i d e n t i c a l  to t h e  s t a t e ' s ,  b y  t h e  
o t h e r  B e l u g a  r o y a l t y  g a s  o w n e r s  (the f e d e r a l  g o v e r n m e n t  a n d  
C o o k  I n l e t  R e g i o n ,  Inc.);

- t h e  r e c e n t  $8.5 m i l l i o n  s e t t l e m e n t  b y  E N S T A R  r e l a t i v e  to  
r o y a l t y  g a s  f r o m  t h e  K e n a i  f i e l d  ( r a i s i n g  E N S T A R ' s  K e n a i  
r o y a l t y  p r i c e  f r o m  $.66 t o  $1. 9 5 ,  a n d  i n c l u d i n g  r e t r o a c t i v e  
p a y m e n t s );

- a n  i n c r e a s e  i n  t h e  c o s t  of p o w e r  p u r c h a s e d  f r o m  A n c h o r a g e  
M u n i c i p a l  L i g h t  & Pow e r ,  w h i c h  w a s  s u b s t a n t i a l l y  i m p a c t e d  b y  
t h e  E N S T A R  i n c r e a s e ,  a n d

- a p o s s i b l e  i n c r e a s e  i n  s t a t e  g a s  s e v e r a n c e  t a x e s  b a s e d  o n  
t h e  B e l u g a  r o y a l t y  g a s  r e v a l u a t i o n .

If a l l  t h e s e  a c t i o n s  oc c u r ,  t h e  i m p a c t  o n  C h u g a c h  c o n s u m e r s  w o u l d  
be  a p p r o x i m a t e l y  $6 m i l l i o n  a n n u a l l y  —  t h e  e q u i v a l e n t  of a b o u t  a 
6 p e r c e n t  r a t e  i n c r e a s e .  A t t a c h m e n t  A  d e t a i l s  t h e  i mpacts.

F i n a n c i a l  i m p a c t s  a l s o  w i l l  b e  f e l t  i n  t h e  F a i r b a n k s  area, 
b e c a u s e  C h u g a c h  has b e e n  s e l l i n g  w h o l e s a l e  p o w e r  to G o l d e n  V a l l e y  
E l e c t r i c  A s s o c i a t i o n  a n d  F a i r b a n k s  M u n i c i p a l  U t i l i t y  S y s t e m  o v e r  
t h e  A n c h o r a g e - F a i r b a n k s  i n t e r t i e .  M L & P  a l s o  is s e l l i n g  p o w e r  to 
G o l d e n  V a l l e y .  G o l d e n  V a l l e y  h a s  e s t i m a t e d  t h a t  its c o n s u m e r s  
w i l l  s a v e  m o r e  t h a n  $ 6 0 0 , 0 0 0  t h i s  w i n t e r  a l o n e  t h r o u g h  p u r c h a s e s  
of p o w e r  f r o m  C h u g a c h  a n d  ML&P.

C o p p e r  V a l l e y  E l e c t r i c  A s s o c i a t i o n  a l s o  is c o n c e r n e d  b e c a u s e  t h e  
G l e n n a l l e n - b a s e d  c o o p e r a t i v e  w a n t s  its c o n s u m e r s  f r o m  G l e n n a l l e n  
to  V a l d e z  t o  b e  i n t e r t i e d  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 n d  r e a p  
th e  b e n e f i t s  of less e x p e n s i v e  po w e r .

A p p r o x i m a t e l y  t h r e e  q u a r t e r s  of t h e  s t a t e ' s  e s t i m a t e d  5 6 0 , 0 0 0  
r e s i d e n t s  li v e  i n  t h e  R a i l b e l t  b e t w e e n  F a i r b a n k s  a n d  Homer. 
C h u g a c h  s e r v e s  n e a r l y  h a l f  the s t a t e ' s  p o p u l a t i o n  t h r o u g h  s a l e s  
to  its o w n  r e t a i l  c o n s u m e r s  a n d  t h o s e  of  M a t a n u s k a  E l e c t r i c  
A s s o c i a t i o n ,  H o m e r  E l e c t r i c  A s s o c i a t i o n  a n d  t h e  C i t y  of S e w a r d .  
Thus, r e s i d e n t s  of t h e  M a t a n u s k a  a n d  S u s i t n a  V a l l e y s  a n d  o n  t h e  
K e n a i  P e n i n s u l a  are d i r e c t l y  a f f e c t e d .

I n  a d d i t i o n  to t h e  c o s t  i n c r e a s e s  a s s o c i a t e d  w i t h  t h e  e x i s t i n g  
gas c o n t r a c t s ,  t h e r e  is a n o t h e r  m a j o r  —  a n d  p e r h a p s  e v e n  m o r e  
i m p o r t a n t  —  i m p a c t  o f  D N R ' s  r o y a l t y  r e v a l u a t i o n  d e c i s i o n .

T h i s  is w h a t  c o u l d  b e  c a l l e d  t h e  u n c e r t a i n t y  factor. If D N R  is 
u l t i m a t e l y  s u c c e s s f u l  in  s e t t i n g  r o y a l t y  p r i c e s  o n  w h a t  it 
d e t e r m i n e s  to  b e  t h e  p r e v a i l i n g  m a r k e t  v a l u e  of a r e s o u r c e ,  
u t i l i t i e s ,  p r o d u c e r s  a n d  o t h e r  p u r c h a s i n g  p a r t i e s  w i l l  h a v e  n o  
a s s u r a n c e  o f  w h a t  f u t u r e  r o y a l t y  g a s  c o m p o n e n t s  w i l l  be. T h i s  
i n j e c t s  a r e a l  m e a s u r e  of i n s e c u r i t y  i n t o  l o n g - t e r m  g a s  c o n t r a c t s  
and, f o r  C h u g a c h  a t  least, i n t o  p o w e r  s u p p l y  p l a n n i n g  and 
r a t e m a k i n g .
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T h e  u n c e r t a i n t y  f a c t o r  is a n  i m p o r t a n t  p u b l i c  p o l i c y  q u e s t i o n  f o r  
th e  s t a t e  a n d  is o n e  t h a t  m a y  w e l l  e c l i p s e  t h e  c o s t - i n c r e a s e  
a s p e c t  of  a n y  g i v e n  r o y a l t y  l e a s e  r e v a l u a t i o n .  It c o u l d  be 
a r g u e d  t h a t  s e t t l i n g  t h e  p r i c e  d i s p u t e  o v e r  a s p e c i f i c  
r e v a l u a t i o n  w i t h o u t  f i r s t  r e s o l v i n g  t h e  u n d e r l y i n g  p o l i c y  
q u e s t i o n  is g e t t i n g  t h e  h o r s e  b e f o r e  t h e  cart.

It is i m p o r t a n t  to n o t e  t h a t  a l t h o u g h  D N R ' s  gas a n d  o i l  l e a s e  
f o r m  h a s  g i v e n  r i s e  to d i s p u t e  a n d  l i t i g a t i o n  in  m a n y  i n s t a n c e s  
o v e r  t h e  y e a r s ,  D N R  h a s  f a i l e d  t o  p r o p o s e  r e g u l a t i o n s  d e f i n i n g  
i m p o r t a n t  l e a s e  terms. P r o p o s e d  r e g u l a t i o n s  w o u l d  a t  l e a s t  a l l o w  
for a p u b l i c  d i s c u s s i o n  of  t h e  p o l i c y  q u e s t i o n s .

To  r e s o l v e  the p r o b l e m  r a i s e d  b y  t h e  s t a t e 's r o y a l t y  "as 
r e v a l u a t i o n ,  C h u g a c h  is s u p p o r t i n g  p a s s a g e  of  S.B. 30y, or 
s i m i l a r  b i l l s  H.B. 403 a n d  H.B. 425. E a c h  of t h e s e  b i l l s  w o u l d  
r e q u i r e  D N R  to tie r o y a l t y  v a l u a t i o n  t o  l o n g - t e r m  c o n t r a c t  p r i c e ,  
t h e r e b y  r e s o l v i n g  t h e  u n d e r l y i n g  p o l i c y  q u e s t i o n .  A  c o p y  of e a c h  
of t h e  b i l l s  is a t t a c h e d .

U n c e r t a i n t y  in l o n g - t e r m  p r i c e  f o r  r o y a l t y  g a s  r a i s e s  p r o b l e m s  
for C h u g a c h  a n d  o t h e r  u t i l i t i e s  b o t h  i n  t e r m s  of l o n g = t c r m  
f i n a n c i n g  for g e n e r a t i o n  p r o j e c t s  a n d  i n  e f f o r t s  to e n s u r e  
e l e c t r i c  r a t e  s t a b i l i t y .  T y i n g  r o y a l t y  p r i c e  to  l o n g - t e r m  
c o n t r a c t  p r i c e  a l l o w s  D N R  to c o n t i n u e  t o  m a n a g e  the s t a t e 's 
r e s o u r c e s  for m a x i m u m  v a l u e ,  w h i l e  r e c o g n i z i n g  t h a t  t h e s e  
r e s o u r c e s  d o  n o t  h a v e  a v a l u e  i n d e p e n d e n t  of l o n g - t e r m  c o n t r a c t s .  
D N R  w o u l d  s t i l l  be p e r m i t t e d ,  o n  o n l y  s i x  m o n t h s '  T?rd.tten-notice, 
t o  ta k e  its r o y a l t y  s h a r e  i n  k i n d  a n d  s e l l  i t  d i r e c t l y  to  a 
w i l l i n g  p u r c h a s e r .



A T T A C H M E N T  A

C H U G A C H  E L E C T R I C  A S S O C I A T I O N ,  INC.
R a t e  I m p a c t s  D u e  to M a r k e t  V a l u a t i o n  of R o y a l t y  Gas

R e t a i l : 
D o l l a r s

C u r r e n t  r e v e n u e s $ 6 3 , 2 0 0 , 0 0 0

Impacts:

The s t a t e ' s  B e l u g a  r o y­
a l t y  r e v a l u a t i o n  from 
$ . 2 6 / m c f  to $ 2 . 0 5 / m c f

1 , 5 0 1 , 1 6 4

P o s s i b l e  f e d e r a l / C I R I  
B e l u g a  r e v a l u a t i o n  
(based on  s t a t e ' s  $2.05/ 
m c f  figure)

1 , 0 0 0 , 7 7 6

E N S T A R  s e t t l e m e n t

M L & P  rate i n c r e a s e  (re­
su l t i n g  f r o m  E N S T A R  
s e t t l e m e n t )

4 2 0 , 8 5 3

3 3 7 , 5 0 0

P o s s i b l e  s t a t e  gas 
s e v e r a n c e  tax i n c r e a s e  
(based o n  s t a t e ' s  B e l u g a  
r o y a l t y  r e v a l u a t i o n )

87 , 1 0 0

$ 3 , 3 4 7 , 3 9 3

J a n u a r y  10. 1986

R e t a i l : 
P e r c e n t

2.38

1.58

0.67

0.53

0.14

W h o l e s a l e :
D o l l a r s

$ 3 5 , 8 0 0 , 0 0 0

1 , 2 7 8 , 7 6 9

8 5 2 , 5 1 3

2 8 7 , 5 0 0

74 , 1 9 6

5.30 $ 2 , 8 5 1 , 4 8 3

W h o l e s a l e :
P e r c e n t

3.57

2.38

1 A n  
JL • U U

0.80

0 . 2 1

7.97

Total:
D o l l a r s

$ 9 9 , 0 0 0 , 0 0 0

2 , 7 7 9 , 9 3 3

1 , 8 5 3 , 2 8 9

7 7 9 , 3 5 8

6 2 5 ,000

1 6 1 ,296

$ 6 , 1 9 8 , 8 7 6

—

T o t a l : 
P e r c e n t

2.81

1.87

0.79

0.63

0.16

6.26



S t e p h e n  M. E l lis 
W i l l i a m  R o z e l l
J a n e s  D. L i n x w i l e r  -3- J a n u a r y  28, 1986

i n d u s t r y  s t a n d a r d  at the time; hence, the o n t r a c t s  w e r e  n o t  
u n r e a s o n a b l e .  F i n a l l y ,  a m a j o r i t y  o f  the V e l a  j u r i s d i c t i o n s  
l i m i t  the r o y a l t y  v a l u e  to p r o c e e d s  w h e n  t h e r e  is a N a t u r a l  Gas 
P o l i c y  A c t  c e i l i n g  o n  the p r i c e  the p r o d u c e r s  m a y  c o l l e c t ,  as 
t h ere is here.

A  m o r e  r e c e n t  and b e t t e r  r e a s o n e d  line o f  c a s e s  is s e t  f o r t h  in 
T a r a  P e t r o l e u m  Corp. v. H u g h e y , 630 P . 2d 1269 (Okla. 1 9 8 1 ) .  T h i s  
line of c a s e s  a d o p t s  a r m ' s - l e n g t h  c o n t r a c t s  as d e t e r m i n a t i v e  of 
v a l u e  for r o y a l t y  p u r p o s e s .  T a r a , a n d  the c a s e s  w h i c h  f o l l o w ,  
are b a s e d  on the p r o p o s i t i o n  t h a t  the l e s s e e  is o b l i g a t e d  to 
d e v e l o p  the lease, a n d  thus, m u s t  m a r k e t  the gas. B e c a u s e  l a r g e  
q u a n t i t i e s  o f  gas c a n n o t  be m a r k e t e d  absenv. l o n g - t e r m  c o m m i t m e n t  
of s u p ply, p r o c e e d s  f r o m  an a r m ' s - l e n g t h  c o n t r a c t  s h o u l d  b e  r e­
sp e c t e d  as d e t e r m i n a t i v e  of  va l u e .  T h e  T a r a  line of  c a s e s  is 
b e t t e r  l a w  a n d  is a l s o  the l i n e  of  c a s e s  m o s t  o f t e n  f o l l o w e d  b y  
c o u r t s  d e c i d i n g  t h e  i s s u e  in the r e c e n t  past.

It is a l s o  i m p o r t a n t  to n o t e  h e r e  that, s h o u l d  the S t a t e  a t  a n y  
t i m e  b e l i e v e  its gas to h a v e  a h i g h e r  v a l u e  t h a n  c u r r e n t  c o n t r a c t  
price, it may, o n  o n l y  s i x  m o n t h s '  n o t i c e ,  e l e c t  to t a k e  its 
r o y a l t y  s h a r e  i n - k i n d  a n d  se l l  it d i r e c t l y  to a w i l l i n g  p u r c h a s­
er.

A d d i t i o n a l l y ,  as a m a t t e r  of  l o n g - t e r m  p o l i c y ,  the S t a t e ' s  i n j e c­
tion  o f  a m e a s u r e  o f  u n c e r t a i n t y  i n t o  l o n g - t e r m  c o n t r a c t s  r a i s e s  
s e r i o u s  c o n c e r n s .  T h e  S t a t e ' s  a c t i o n  h e r e  o p e n s  the d o o r  for 
r e v a l u a t i o n s  in t h e  f u t u r e .  T h i s  u n c e r t a i n t y  f a c t o r  is u n a c c e p t­
abl e  to C h u g a c h ,  b o t h  in t e r m s  of  a c c e s s  to l o n g - t e r m  f i n a n c i n g  
for g e n e r a t i o n  p r o j e c t s  a n d  for o u r  a b i l i t y  to e n s u r e  r a t e  s t a b i l­
ity for o u r  m e m b e r s .

I r o n i c a l l y ,  the d e s i r a b i l i t y  o f  l o n g - t e r m  s t a b i l i t y  to e n s u r e  
r e s o u r c e  d e v e l o p m e n t  w a s  a r e c o g n i z e d  p r i o r i t y  of  the S t a t e  w h e n  
the D L - 1  l e a s e s  w e r e  d e v e l o p e d .  A d d i t i o n a l l y ,  C h u g a c h ' s  n e e d  for 
s t a b l e  r o y a l t y  p r i c e s  w a s  a d d r e s s e d  b y  the State, C h u g a c h  a n d  the 
P r o d u c e r s  p r i o r  ro m a k i n g  the c o m m i t m e n t  to c o n s t r u c t  t h e  B e l u g a  
p o w e r  f a c i l i t i e s ,  w i t h o u t  w h i c h  the B e l u g a  g a s  f i e l d  m i g h t  s t i l l  
lie u n d e v e l o p e d .  A t  t h a t  time, you m a d e  a f i r m  c o m m i t m e n t  to 
r e s i s t  e f f o r t s  to i n c r e a s e  r o y a l t y  p r i c e s  a b o v e  c o n t r a c t  p r i c e .

D i s r e g a r d i n g  for t h e  m o m e n t  the l e g a l  r e a s o n s  t h a t  t h e  S t a t e ' s  
s e t t l e m e n t  p o s i t i o n  is u n a c c e p t a b l e ,  the t e r m s  of the s e t t l e m e n t  
t h e m s e l v e s  r a i s e  g r a v e  c o n c e r n s .  F i r s t ,  t h e  p r i c e  is o u t  o f  line 
w i t h  m a r k e t  r e a l i t i e s .  A $ 1 . 5 0 / M c f  p r i c e  for B e l u g a  g a s  is a 
m u l t i p l e  of  the p r i c e  t h a t  c o n s u l t a n t s  e n g a g e d  b y  C h u g a c h  h a v e  
p l a c e d  on  t h e  v a l u e  o f  t h e  r e m a i n i n g  r e s e r v e s  in the fi e l d .  It 
is a l s o  j u s t  m a r g i n a l l y  b e l o w  t h e  p r i c e  p r e s e n t l y  b e i n g  o f f e r e d



T h e  i s s u e  t o d a y  is h o w  t h e  s t a t e  s h o u l d  d e t e r m i n e  t h e  v a l u e  o f  
i t s  r o y a l t y  s h a r e  o f  n a t u r a l  g a s  o n  s t a t e  l a n d s .  I n  t h e  p a s t  
t h i s  d e t e r m i n a t i o n  h a s  b e e n  b a s e d  o n  l o n g - t e r m  c o n t r a c t  
p r i c e s .  I n  N o v e m b e r  o f  1984, t h e  A d m i n i s t r a t i o n  s w i t c h e d  t o  
d e t e r m i n i n g  t h e  f a i r  m a r k e t  v a l u e  o f  i t s  r o y a l t y  s h a r e  b y  
c o m p a r i s o n  w i t h  o t h e r  r e c e n t  g a s  s a l e s  i n  C o o k  Inlet.

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

IV ^ — -j
T o  m a k e  t h a t  d e t e r m i n a t i o n / w e  n e e d  t o  g e t  a n s w e r s  t o  s o m e  
q u e s t i o n s  t o d a y .

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

2 - W h a t  w i l l  b e  t h e  i m p a c t  o n  s t a t e  r e v e n u e ?

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

4 - H o w  w i l l  o u r  d e c i s i o n  e f f e c t  o t h e r  p u r c h a s e r s  o f  n a t u r a l  
g a s  f o r  u s e s  s u c h  as  L N G  o r  u r e a ?

5 - W h a t  w i l l  k j t h e  e f f e c t  o n  o i l  a n d  g a s  c o m p a n i e s  a n d  
f u t u r e  e x p l o r a  i o n  a n d  p r o d u c t i o n  d e c i s i o n s ?

6 - W h a t  e f f e c t  w i l l  t h e r e  b e  o n  o t h e r  o n g o i n g  r o y a l t y  s u i t s ?

7 - W h a t  w i l l  b e  t h e  i m p a c t  o f  o u r  d e c i s i o n s  o n  u s e  o f  N o r t h
S l o p e  gas, b o t h  f o r  i n s t a t e  e n e r g y  u s e  a n d  f o r  p o s s i b l e  
e x p o r t a t i o n  a s  L N G ?

W e  h a v e  a l l  t h e  p a r t i e s  a s s e m b l e d  h e r e  t o d a y .  I h o p e  t h a t  
t h e y  c a n  a n s w e r  t h e s e  a n d  a n u m b e r  o f  o t h e r  q u e s t i o n s  o n  t h e  
i s s u e .  A f t e r  t h e  p u b l i c  t e s t i m o n y ,  I p l a n  t o  b r i n g  t h e s e  
b i l l s  b a c k  t o  t h e  c o m m i t t e e  o n  W e d n e s d a y ,  F e b r u a r y  1 9 t h  f o r  
a c t i o n .
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1. P h i l l i p s
2. M a r a t h o n
3. U n i o n
4. Union, M a r a t h o n ,  a n d  E n s t a r

C. P e n d i n g  d i s p u t e s
1. B e l u g a
2. K e n a i
3. O t h e r

III. O v e r v i e w  o f  C o o k  I n l e t  gas p r o d u c t i o n

IV. I s s u e s  i n v o l v e d  in B e l u g a  d i s p u t e

A. L e g a l  i s s u e s
B. E c o n o m i c  a n d  s o c i a l  i s s u e s

1. How is m a r K e t  v a l u e  d e t e r m i n e d ?
2. M a x i m u m  b e n e f i t  d e t e r m i n a t i o n
3. I m p a c t  o n  c o n s u m e r s
4. S h o u l d  e n e r g y  s u b s i d i e s  b e  p r o v i d e d ,  a n d  b y  w h a t  

m e c h a n i s m ?
5. U n c e r t a i n t y .  W h a t  l o n g - t e r m  a s s u r a n c e  t h i s  w o n ' t  

h a p p e n  a g a i n ?
6. E f f e c t  on  N o r t h  S l o p e  g a s  d e v e l o p m e n t .
7. E f f e c t  on  P c w e r  C o s t  E q u a l i z a t i o n  p r o g r a m .
8. P r a c t i c a l  d i f f i c u l t i e s  w i t h  i n - k i n d  g a s  s a l e s .

C. P r o c e d u r a l  i s s u e s
1. W h y  n o  n o t i c e  a n d  h e a r i n g ?

V. A p p r o a c h e s  for r e s o l u t i o n
A. N e g o t i a t i o n / s e t t l e m e n t
B. L i t i g a t i o n
C. S t a t u t o r y  a m e n d m e n t s

1. SB 309
2. A u t h o r i z e  i n - k i n d ,  b e l o w  m a r k e t  s a les
3. P u t  f o r m u l a  in s t a t u t e
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C O O K  I N L E T  G A S  S U M M A R Y

L e a s e  i n t e r p r e t a t i o n ; U n d e r  t h e  t e r m s  o f  its o i x  a n d  g a s  l e a s e  
c o n t r a c t s  w i t h  t h e  oil c o m p a n i e s ,  t h e  s t a t e  is e n t i t l e d  t o  r o y a l t y  
p a y m e n t s  d e t e r m i n e d  b y  t h e  h i g h e r  o f  t h e  p r i c e  r e c e i v e d  b y  an  oil 
c o m p a n y  u n d e r  i t s  s a l e s  c o n t r a c t ,  o r  t h e  v a l u e  of  t h e  g a s  at t h e  
t i m e  o f  p r o d u c t i o n .  T h i s  m e a n s  t h a t  t h e  p r i c e  r e c e i v e d  u n d e r  a 
l o n g - t e r m  g a s  s a l e s  c o n t r a c t  d o e s  n o t  c o n t r o l  r o y a l t y  v a l u a t i o n  in 
t h o s e  i n s t a n c e s  w h e r e  i n f l a t i o n  a n d  m a r k e t  f o r c e s  h a v e  c a u s e d  t h e  
c u r r e n t  v a l u e  o f  t h e  g a s  t o  b e  h i g h e r  t h a n  t h e  c o n t r a c t  pr i c e .

D N R  p o l i c y ;

(1) A s  l a n d  m a n a g e r  f o r  t h e  c i t i z e n s  of  t h e  e n t i r e  sta t e ,  it 
is D N R ' s  r e s p o n s i b i l i t y  t o  o b t a i n  f a i r  v a l u e  f o r  t h e  s t a t e ' s  oil a n d  
g a s  r e s o u r c e s  b y  c o l l e c t i n g  t h e  full r o y a l t i e s  t o  w h i c h  t h e  s t a t e  
is e n t i t l e d  u n d e r  its oil a n d  g a s  leases.

(2) D N R  s h o u l d  n o t  s e l e c t i v e l y  a b d i c a t e  its r e s p o n s i b i l i t y  t o  
e n f o r c e  t h e  r o y a l t y  t e r m s  o f  t h e  C o o k  I n l e t  g a s  l e a s e s  j u s t  b e c a u s e  
u t i l i t y  c o m p a n i e s  h a v e  a g r e e d  as p a r t  o f  t h e i r  g a s  p u r c h a s e  e x ­
t r a c t s  t o  r e i m b u r s e  t h e  oil c o m p a n i e s  f o r  r o y a l t y  c o l l e c t i o n s  m a d e  
b y  t h e  state. A n y  c o n s u m e r  s u b s i d y  s h o u l d  b e  t h e  r e s u l t  o f  an  
a f f i r m a t i v e ,  d i r e c t  s u b s i d y  b y  t h e  l e g i s l a t u r e  as p a r t  o f  a c o m p r e­
h e n s i v e  e n e r g y  p o l i c y .

(3) D N R  s h o u l d  n o t  d i v e r t  f r o m  u n i f o r m  e n f o r c e m e n t  o f  t h e  oil 
a n d  g a s  l e a s e s ,  s i n c e  s u c h  a c t i o n  could, i n  a d d i t i o n  to  d i r e c t l y  
r e d u c i n g  r e v e n u e s  f r o m  a n y  l e a s e s  f r o m  w h i c h  r o y a l t i e s  a r e  n o t  f u l l y  
c o l l e c t e d ,  a l s o  i n d i r e c t l y  c a u s e  a m u c h  l a r g e r  r e d u c t i o n  in s t a t e  
r e v e n u e s  b y  i m p a i r i n g  t h e  s t a t e ' s  a b i l i t y  t o  e n f o r c e  t h e  r o y a l t y  
p r o v i s i o n s  o f  t h e  N o r t h  S l o p e  leases.

T h e  p o t e n t i a l  c o n s u m e r  i m p a c t  r e s u l t  f r o m  a c t i o n s  b v  C h u g a c h .  n o t  
t h e  state. T h e  r i s k  t h a t  g a s  v a l u e s  m i g h t  e s c a l a t e  t o  v a l u e s  in 
e x c e s s  c f  t h e  l o n g - t e r m  g a s  s a l e s  p r i c e  w a s  a c i r c u m s t a n c e  f o r e s e e n  
b y  t h e  p a r t i e s  t o  t h o s e  s a l e s  c o n t r a c t s .  T h i s  is d e m o n s t r a t e d  b y  
t h e  f a c t  t h a t  t h e  c o n t r a c t s  b e t w e e n  t h e  oil c o m p a n y  l e s s e e s  a n d  
C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  Inc. (Chugach) s p e c i f i c a l l y  a s s i g n  t o  
C h u g a c h  t h e  r i s k  o f  a n y  r i s e  in r o y a l t y  o b l i g a t i o n s .  T h e  s t a t e  w a s  
n o t  a p a r t y  t o  t h o s e  s a l e s  c o n t r a c t s .  T h e  c o n t r a c t  p r i c e ,  t h e  
a b s e n c e  o f  a n  a d e q u a t e  p r i c e  e s c a l a t o r  o r  p r i c e  r e o p e n e r ,  a n d  t h e  
a s s i g n m e n t  t o  C h u g a c h  of  t h e  r i s k  of  i n c r e a s e d  r o y a l t y  o b l i g a t i o n s  
w e r e  a l l  c o n d i t i o n s  e s t a b l i s h e d  b y  c o n t r a c t  b e t w e e n  C h u g a c h  a n d  t h e  
l e s s e e s  w i t h o u t  s t a t e  p a r t i c i p a t i o n .

E x i s t i n g  l a w  p r o v i d e s  a n  a d e q u a t e  m e c h a n i s m  f o r  l o n g - t e r m  r o y a l t y  
c e r t a i n t y :  D N R  is s y m p a t h e t i c  to t h e  d e s i r a b i l i t y  o f  l o n g - t e r m
c e r t a i n t y  in r o y a l t y  m a t t e r s .  Ho w e v e r ,  n e w  s t a t u t o r y  a u t h o r i t i e s  
a r e  n o t  n e c e s s a r y  i n  o r d e r  t o  p r o v i d e  s u c h  c e r t a i n t y .  R o y a l t y  
c e r t a i n t y  c a n  b e  a t t a i n e d  b y  n e g o t i a t i o n  o f  l o n g - t e r m  in k i n d  g a s  
s a l e s  c o n t r a c t s  w h i c h  p a r a l l e l  t h e  c o n t r a c t s  b e t w e e n  t h e  s t a t e ' s



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

L i t i g a t i o n : L a s t  M a r c h  D N R  n o t i f i e d  t h e  C o o k  I n l e t  l e s s e e s  o f  i t s
d e t e r m i n a t i o n  t o  e n f o r c e  t h e  l e a s e s .  T h e  n o t i c e s  a s s e r t e d  t h a t  t h e  
m o s t  r e c e n t  ( D e c e m b e r  1982) m a j o r  c o n t r a c t s  f r o m  t h e  K e n a i  a n d  
B e l u g a  R i v e r  f i e l d s  (the " A P L  II c o n t r a c t s " )  e s t a b l i s h e d  t h e  c u r r e n t  
v a l u e .  T h e s e  c o n t r a c t s  h a d  a b a s e  c o n t r a c t  p r i c e  o f  $ 2 . 0 5  p e r  m c f  
i n  1 9 8 5 .  T h e  s t a t e  s u b s e q u e n t l y  i n d i c a t e d  i t s  r e a d i n e s s  t o  a c c e p t  a 
l o w e r  r o y a l t y  v a l u e  i f  p r e s e n t e d  w i t h  e v i d e n c e  t h a t  t h e  c u r r e n t  
v a l u e  o f  g a s  i n  C o o k  I n l e t  is l e s s  t h a n  t h e  p r i c e  e s t a b l i s h e d  u n d e r  
t h e  A P L  II c o n t r a c t s .  U n i o n ,  M a r a t h o n ,  A R C O ,  C h e v r o n  a n d  S h e l l  
r e s p o n d e d  t o  t h e  n o t i c e s  b y  s u i n g  t h e  s t a t e .

R e c e n t  C o o k  I n l e t  G a s S a l e s  C o n t i  :ts:

D a t e  o f  
C o n t r a c t P u r c h a s e r F i e l d

S t a r t i n g  
B a s e  P r i c e

1 J8 2 A P L  (En s t a r ) B e l u g a $ 2 . 3 2
1 9 8 2 A P L  ( Enstar) K e n a i ,  B e a v e r  C r e e k  

o r  M c A r t h u r  R i v e r
$ 2 . 3 2

1 9 8 3 C h u g a c h C a n n e r y  L o o p $ 1 . 8 0
1 9 8 4 A P L  ( E nstar) L e w i s  R i v e r $ 1 . 8 0
1 9 8 5 T e s o r o K e n a i ,  B e a v e r  C r e e k  

o r  M c A r t h u r  R i v e r
$ 2 . 0 1

S e t t l e m e n t s  a c h i e v e d : I n  t h e  l a s t  t w o  m o n t h s  o f  1 9 8 5 D N R ' s  r o y a l t y
e n f o r c e m e n t  a c t i o n s  a c h i e v e d  s ' . g n i f i c a n t  s u c c e s s .  S e t t l e m e n t s  
r e l a t i n g  t o  g a s  r o y a l t i e s  d u e  o n  p r o d u c t i o n  f r o m  t h e  K e n a i  F i e l d ,  
a n d  i n v o l v i n g  M a r a t h o n ,  U n i o n ,  A l a s k a  P i p e l i n e  C o m p a n y  ( E n s t a r ) ,
C I R I , t h e  U . S .  D e p a r t m e n t  o f  t h e  I n t e r i o r  a n d  t h e  s t a t e ,  y i e l d e d  
t h e  s t a t e  a b o u t  $4 m i l l i o n  i n  r e t r o a c t i v e  r o y a l t i e s ,  a n d  w i l l  
b r i n g  i n  e x c e s s  o f  $ 6 . 5  m i l l i o n  p e r  y e a r  m o r e  t h a n  t h e  a m o u n t s  w h i c h  
w o u l d  h a v e  b e e n  p a i d  u n d e r  t h e  l e s s e e s '  p r i o r  s p o r t i n g  p r a c t i c e s  
( i n c l u d i n g  t h o s e  i n c r e a s e s  a t t r i b u t a b l e  t o  t h e  s t a t e ' s  9 0 %  i n t e r e s t  
i n  f e d e r a l  o n s h o r e  r o y a l t i e s ) . U n d e r  t h e  l e s s e e s '  t h e o r y ,  t h e  
l o y a l t i e s  w o u l d  h a v e  b e e n  v a r i o u s l y  b e t w e e n  $ 0 . 2 1  a n d  $ 0 . 6 1  p e r  m c f ;  
u n d e r  t h e  s e t t l e m e n t ,  t h e  l e s s e e s  w i l l  p a y  $ 1 . 9 5  p e r  m c f  d u r i n g  
1 9 8 6 .  T h e  $ 1 . 9 5  is s q u a r e l y  w i t h i n  t h e  g a s  v a l u e s  e s t a b l i s h e d  b y  
r e c e n t  C o o k  I n l e t  g a s  s a l e s  c o n t r a c t s ,  a s  w e l l  a s  t h e  v a l u e s  e s t a b­

l i s h e d  b y  E n s t a r '  p e n d i n g  r a t e s  ( $ 2 . 1 8 5 4  f o r  S c h e d u l e  C p u r c h a s e r s  
- " L a r g e  C o m m e r c i a l  S e r v i c e " ,  a n d  f r o m  $ 1 . 6 4 8 0  t o  $ 2 . 0 1 5 8  f o r  s a l e s  
t o  p o w e r  p l a n t s ) . T h e  s e t t l e m e n t s  c o n f i r m  t h e  s o u n d n e s s  o f  t h e  
r o y a l t y  e n f o r c e m e n t  a c t i o n  t a k e n  l a s t  s p r i n g .

R e m a i n i n g  d i s p u t e s : T h e  m a j o r  r e m a i n i n g  d i s p u t e  r e l a t e s  t o  t h e
B e l u g a  R i v e r  f i e l d ,  t h e  p r i m a r y  s o u r c e  o f  g a s  f o r  C h u g a c h .



S e t t l e m e n t  n e g o t i a t i o n s  d u r i n g  t h e  l a s t  s i x  m o n t h s  h a v e  f a i l e d  t o  
p r o d u c e  a n y  r e s o l u t i o n .  O p t i o n s  e x p l o r e d  h a v e  i n c l u d e d  u n d e r l i f t i n g  
t h e  s t a t e ' s  r o y a l t y  s h a r e ,  t h u s  d e l a y i n g  t h e  r o y a l t y  i n t o  t h e  
f u t u r e ;  a n  i n  k i n d  s a l e  t o  E n s t a r  o r  C h u g a c h ;  a n d  a n  i n  v a l u e  
s e t t l e m e n t .  T h e  l e s s e e s  (ARCO, C h e v r o n  a n d  S h e l l )  a s s e r t  t h a t  t h e y  
s h o u l d  n o t  b e  r e q u i r e d  t o  c o n t r i b u t e  a n y  m o n i e s  t o  a n y  s e t t l e m e n t ,  
s i n c e  t h e i r  s a l e s  c o n t r a c t  w i t h  C h u g a c h  r e q u i r e s  C h u g a c h  t o  
r e i m b u r s e  t h e  l e s s e e s  f o r  a n y  a d d i t i o n a l  r o y a l t y  a m o u n t  t h e  s t a t e  
c o l l e c t s .  C h u g a c h ,  i n  t u r n ,  h a s  b e e n  u n w i l l i n g  t o  a g r e e  t o  a n  
a c c e p t a b l e  v a l u e ,  a n d  h a s  i n d i c a t e d  t h a t  i t  w i l l  s e e k  l e g i s l a t i v e  
r e l i e f .  R e c e n t l y ,  t h e  s t a t e  m a d e  a f o r m a l  o f f e r  t o  i t s  l e s s e e s  t o
s e t t l e  t h e  d i s p u t e  f o r  $ 1 . 5 0  p e r  m c f .  T h i s  o f f e r  w a s  r e j e c t e d ,  b u t
s e t t l e m e n t  e f f o r t s  a n d  d i s c u s s i o n s  c o n t i n u e .

C o n s u m e r  i m p a c t .  C h u g a c h  e s t i m a t e s  t h a t  a r o y a l t y  r a t e  o f  $ 2 . 0 5  p e r
m c f  o n  s t a t e  l e a s e s  w o u l d  i n c r e a s e  r e t a i l  c o n s u m e r  r a t e s  o n l y  a b o u t  
2 . 3 8 % ,  a s s u m i n g  t h e  l e s s e e s  w e r e  s u c c e s s f u l  i n  a s s e r t i n g  t h a t  t h e i r  
c o n t r a c t s  w i t h  C h u g a c h  p e r m i t t e d  t h e m  t o  p a s s  t h e  r o y a l t y  b u r d e n  o n  
t o  C h u g a c h ,  a n d  f u r t h e r  a s s u m i n g  t h a t  t h e  A P U C  p e r m i t t e d  C h u g a c h  t o  
p a s s  t h e  b u r d e n  o n  t o  i t s  c o n s u m e r s .  D N R  e s t i m a t e s  t h a t  a $ 2 . 0 5  
r o y a l t y  w o u l d  i n c r e a s e  s t a t e  r e v e n u e s  b y  a b o u t  $ 2 . 8  m i l l i o n  p e r  
y e a r .  U n d e r  t h e  $ 1 . 5 0  p e r  m c f  s e t t l e m e n t  o f f e r ,  t h e  i n c r e a s e d  
r o y a l t y  i n c o m e  w o u l d  f a l l  t o  a b o u t  $2 m i l l i o n  p e r  y e a r ,  a n d  t h e  
m a g n i t u d e  o f  r e t a i l  c o n s u m e r  i m p a c t  w o u l d  b e  c o r r e s p o n d i n g l y  r e d u c e d  
t o  l e s s  t h a n  2%. (A t w o  p e r  c e n t  i n c r e a s e  o n  a m o n t h l y  b i l l  o f  $ 3 0  
w o u l d  b e  o n l y  $ 0 . 6 0 ) .



L e s s e e

P h i l l i p s

M a r a t h o n

U n i o n  a n d  
M a r a t h o n

A T T A C H M E N T  2

C O O K  I N L E T  G A S  R O Y A L T Y  S E T T L E M E N T S  
(S t at e  l e a s e s  a n d  S t a t e  s h a r e  o f  f e d e r a l  r o y a l t i e s )

2 / 5 / 8 6

S c o p e  o f  S e t t l e m e n t

R e t r o­
a c t i v e
P a y m e n t
(m i l l i o n s )

C u r r e n t  
M o n t h l y  
V a l u e  U n d e r  
S e t t l e m e n t  
(per Mcf)

E s t i m a t e d  
A d d i t i o n a l  
R o y a l t i e s  
p e r  y e a r  
( m i l l i o n s )

N o r t h  C o o k  I n l e t  F i e l d  $ 3 6 . 3
g a s  s o l d  as L N G  in
J a p a n

K e n a i  f i e l d  g a s  s o l d  $ 4.3
as L N G  in J a p a n

A l l  o f  U n i o n ' s  K e n a i  $ 4.1
f i e l d  g a s  d i s p o s i t i o n  
( i n c l u d i n g  t h e  f o l l o w i n g :  
u r e a / a m m o n i a  p l a n t ,  
r e n t a l  g a s ,  E n s t a r ) ,  p l u s  
M a r a t h o n ' s  d i s p o s t i o n s  
t o  E n s t a r  u n d e r  E n s t a r ' s  
1 9 7 3  c o n t r a c t

$ 2 . 3 2

$ 2 . 3 2

$ 1 . 9 5

$1 2 .0 0

$ 0 . 7 5

6 . 9 0

T o t a l $ 4 4 . 7 $ 1 9 . 6 5



A T T A C H M E N T  3'

M o n t h

M a r c h

M a y

J a n u a r y

N o v e m b e r

D e c e m b e r

M a r c h

M a y

M a y

N o v e m b e r

2 / 5 / 8 6

C O O K  I N L E T  G A S  R O Y A L T Y  C H R O N O L O G Y

Y e a r  D e s c r i p t i o n  o f  E v e n t

1 9 6 4  F o s t e r  v. A t l a n t i s  R e f i n i n g  C o m p a n y . 3 2 9  F . 2 d  4 8 5  (5th 
C i r .  1 9 6 4 )  h o l d s  t h a t  l o n g - t e r m  c o n t r a c t  p r i c e  d o e s  n o t  
c o n t r o l  r o y a l t y  v a l u a t i o n  w h e n  m a r k e t  v a l u e  r i s e s ,  e v e n  if 
t h i s  i s  b u r d e n s o m e  o n  t h e  l e s s e e .

1 9 6 5  C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  Inc. e n t e r s  i n t o  20 y e a r  
c o n t r a c t s  w i t h  A R C O ,  C h e v r o n  a n d  S h e l l  f o r  B e l u g a  R i v e r  
g a s ,  w i t h  a n  i n i t i a l  p r i c e  o f  1 5 . 2  c e n t s  p e r  m c f ,  s u b j e c t  
t o  a v o l u m e  l i m i t .

1 9 7 3  C h u g a c h  r e n e g o t i a t e s  i t s  1 9 6 5  c o n t r a c t s ,  e x t e n d i n g  t h e
t e r m  t o  1 9 9 8  ( u n l e s s  t h e  n e w ,  h i g h e r  v o l u m e  l i m i t  is 
r e a c h e d  e a r l i e r ) . T h e  1 9 8 6  b a s e  p r i c e  u n d e r  t h o s e  c o n ­
t r a c t s  i s  a b o u t  2 1  c e n t s  p e r  mc f .

1 9 8 2  C h u g a c h  o b t a i n s  s u p p l e m e n t a l  g a s  d e l i v e r i e s  u n d e r  t h e  1973
c o n t r a c t  a t  a b a s e  p r i c e  o f  $ 1 . 4 8  p e r  M m b t u  ( a p p r o x i m a t e l y  
e q u i v a l e n t  t o  $ 1 . 4 8  p e r  m c f ) .

1 9 8 2  A l a s k a  P i p e l i n e  C o m p a n y  ( E n s t a r )  s i g n s  c o n t r a c t s  f o r  g a s
d e l i v e r i e s  f r o m  B e l u g a  R i v e r  ( w i t h  S h e l l )  a n d  K e n a i  ( w i t h  
M a r a t h o n )  a t  a p r i c e  o f  $ 2 . 3 2  p e r  m c f ,  w i t h  a n n u a l  a d j u s t ­

m e n t s  b a s e d  u p o n  f u e l  p r i c e  f l u c t u a t i o n s  ( t h e  " A P L - I I "  
c o n t r a c t s ) . T h i s  i s  t h e  f i r s t  t o t a l l y  n e w  c o n t r a c t  f o r  
B e l u g a  R i v e r  g a s  s u b s e q u e n t  t o  t h e  1 9 7 3  C h u g a c h  c o n t r a c t  
u n d e r  w h i c h  t h e r e  w e r e  a n y  d e l i v e r i e s .

1 9 8 4  P i n e v  W o o d s  C o u n t y  L i f e  S c h o o l  v. S h e l l  O i l  C o m p a n y . 7 2 6

F . 2 d  2 2 5  ( 5 t h  C i r .  1 9 8 4 ) ,  r U l .  d e n .  7 5 0  F . 2 d  69, cer t ,  
d e n .  1 0 5  S . C t .  1 8 6 8  (1985) r e a f f i r m s  t h e  s o u n d n e s s  a n d  
c o n t i n u e d  v a l i d i t y  o f  t h e  r u l e  i n  F o s t e r , a b o v e .

1 9 8 4  T h e  s t a t e  a n d  P h i l l i p s  s e t t l e  t h e i r  d i s p u t e  c o n c e r n i n g  t h e
v a l u a t i o n  o f  C o o k  I n l e t  g a s  f r o m  s t a t e  l e a s e s  w h i c h  is 
s o l d  a s  L N G  i n  J a p a n ,  u s i n g  a f o r m u l a  w h i c h  i n i t i a l l y  
y i e l d s  a r o y a l t y  o f  $ 2 . 4 0  p e r  m c f .

1 9 8 4  T h e  f e d e r a l  g o v e r n m e n t  i n f o r m s  U n i o n  t h a t  v i r t u a l l y  a l l
g a s  r o y a l t i e s  f r o m  t h e  K e n a i  f i e l d ,  i n c l u d i n g  g a s  s o l d  
u n d e r  b e l o w - c u r r e n t - m a r k e t ,  l o n g - t e r m  c o n t r a c t s  w i t h  
E n s t a r ,  m u s t  b e  v a l u e d  i n  a c c o r d a n c e  w i t h  t h e  p r i c e  u n d e r  
t h e  A P L - I I  c o n t r a c t s .

1 9 8 4  D N R  d e t e r m i n e s ,  i n  c o n s u l t a t i o n  w i t h  t h e  D e p a r t m e n t  o f
L a w ,  t o  e n f o r c e  t h e  C o o k  I n l e t  l e a s e  t e r m s  r e q u i r i n g  
p a y m e n t  o f  g a s  r o y a l t y  o n  t h e  b a s i s  o f  c u r r e n t  v a l u e .



F e b r u a r y

M a r c h

M a y / J u n e

J u l y

N o v e m b e r

N o v e m b e r

D e c e m b e r

J a n u a r y

1 9 8 5  U . S .  D i s t r i c t  J u d g e  F i t z g e r a l d  r u l e s  t h a t  M a r a t h o n  m u s t
p a y  r o y a l t i e s  o n  K e n a i  F i e l d  g a s  s o l d  a s  L N G  i n  J a p a n  
b a s e d  u p o n  t h e  J a p a n  s a l e s  p r i c e ,  l e s s  c o s t s  o f  t r a n s ­
p o r t a t i o n .  M a r a t h o n  c a l c u l a t e s  t h e  n e t b a c k  v a l u e  u n d e r  t h e  
o r d e r  t o  b e  a b o u t  $ 3 . 0 0  p e r  m c f ,  w h i l e  t h e  f e d e r a l  g o v e r n ­
m e n t  c a l c u l a t e s  t h e  v a l u e  t o  b e  a b o u t  $ 3 . 6 0  p e r  m c f .  T h e  
a c c o u n t i n g  r e m a i n s  i n  d i s p u t e  i n  D i s t r i c t  C o u r t ,  w h i l e  t h e  
D i s t r i c t  C o u r t ' s  F e b r u a r y  1 9 8 5  d e c i s i o n  i s  u n d e r  a p p e a l  to 
t h e  N i n t h  C i r c u i t .

1 9 8 5  B y  w r i t t e n  n o t i c e ,  D N R  i n f o r m s  i t s  C o o k  I n l e t  l e s s e e s  of
it s  d e t e r m i n a t i o n  t o  e n f o r c e  t h e  r o y a l t y  r e q u i r e m e n t s  o f  
t h e  l e a s e s .

1 9 8 5  A l l  C o o k  I n l e t  g a s  p r o d u c e r s  f i l e  s e p a r a t e  l a w s u i t s
s e e k i n g  j u d i c i a l  d e c l a r a t i o n  o f  t h e i r  r o y a l t y  o b l i g a t i o n s  
u n d e r  t h e  l e a s e s .

1 9 8 5  T h e  s t a t e  a n d  M a r a t h o n  s e t t l e  t h e i r  d i s p u t e  c o n c e r n i n g  t h e
r o y a l t y  v a l u e  o f  K e n a i  F i e l d  g a s  s o l d  a s  L N G  i n  J a p a n  in 
a c c o r d a n c e  w i t h  t h e  t e r m s  o f  t h e  M a y  1 9 8 4  P h i l l i p s  
s e t t l e m e n t .

1 9 8 5  T h e  s t a t e ,  f e d e r a l  g o v e r n m e n t  a n d  C I R I  (a l l  r o y a l t y  o w n e r s
in t h e  K e n a i  f i e l d )  s e t t l e  m o s t  r o y a l t y  i s s u e s  f o r  
p r o d u c t i o n  f r o m  t h e  K e n a i  f i e l d .  M o s t  s i g n i f i c a n t l y ,  
r o y a l t y  o n  g a s  u s e d  i n  U n i o n ' s  u r e a  a n d  a m m o n i a  p l a n t  a n d  
u s e d  t o  p r o m o t e  g r e a t e r  o i l  p r o d u c t i o n  f r o m  t h e  S w a n s o n  
R i v e r  o i l  f i e l d ,  i s  s e t  a t  $ 1 . 8 5  p e r  m c f  f o r  1 9 8 5  a n d  
$ 1 . 9 5  p e r  m c f  f o r  1 9 8 6 ,  w i t h  a n n u a l  a d j u s t m e n t s  t h e r e a f t e r  
b a s e d  u p o n  f l u c t u a t i o n s  i n  f u e l  o i l  p r i c e s .

1 9 8 5  T h e  S e c r e t a r y  o f  t h e  I n t e r i o r  i s s u e s  a  d e f i n i t i v e  o r d e r
h o l d i n g  t h a t  C o o k  I n l e t  g a s  s o l d  b y  U n i o n  a n d  M a r a t h o n  to 
E n s t a r  m u s t  b e  v a l u e d  f o r  r o y a l t y  p u r p o s e s  a c c o r d i n g  t o  
c u r r e n t  m a r k e t  v a l u e s .

1 9 8 5  T h e  s t a t e ,  f e d e r a l  g o v e r n m e n t  a n d  C I R I  e n t e r  i n t o  a
s e t t l e m e n t  a g r e e m e n t  o n  t h e  v a l u e  o f  t h e  r o y a l t y  o n  K e n a i  
g a s  s o l d  t o  E n s t a r  u n d e r  l o n g - t e r m  c o n t r a c t s .  U n d e r  t h i s  
s e t t l e m e n t ,  t h e  r o y a l t y  o w n e r s  r e c e i v e  $ 1 . 8 5 . p e r  m c f  f o r  
t h e  p a r t  o f  1 9 8 5  a t  i s s u e ,  a n d  w i l l  r e c e i v e  $ 1 . 9 5  p e r  m c f  
f o r  1 9 8 6  p r o d u c t i o n ,  w i t h  a n n u a l  a d j u s t m e n t  t h e r e a f t e r  
b a s e d  u p o n  f l u c t u a t i o n s  i n  t h e  o i l  p r i c e s .

1 9 8 6  T h e  s t a t e  o f f e r s  t o  t h e  p r o d u c e r s  t o  s e t t l e  t h e
d i s p u t e  c o n c e r n i n g  t h e  r o y a l t y  v a l u e  o f  g a s  s o l d  t o  
C h u g a c h .  T h i s  $ 1 . 5 0  p e r  m c f  o f f e r  i s  r e j e c t e d  b y  t h e  
p r o d u c e r s ,  b u t  s e t t l e m e n t  d i s c u s s i o n s  c o n t i n u e .



ALASKA D E P A R IB E H T  O F  NATURAL RE SOU RCES -  D I V I S I O N  O F  O I L  AND CAS 
SUMMARY S T A T I S T I C S  

COOK I N L E T  CAS P R I C E  D I S P U I E  
AVI RASE nOMTHLY S ALES  VOLUMES -  JUL Y 1984 THROUGH JUNE  I9 B S

D a l e ! 1/ 14 /8 6

F I E L D  
P r o d u c e rs  
1 1  o l  H e l d  o x n e d l

PURCHASER 1  o l  1 I E L D  
on s a l e  by 
s a l e  b a s i s

SALES 
VOLUMES 

I H C F )  1/

E F F E C T I V E  
ROYALTY IN T ER ES T

ROYALTY 
VOLUHE 
I H CF )

V ALUE  REPO RT ED  
F O R  R O Y A L T IE S  

2/

PRO DU CER/  E F F E C T I V E  
PURCHASER DATE 

BA SE CONTRACT 
VALUE 2/ 7/

E 1 P 1 R A I I 0 N
DATE

BE LU GA  R I V E R  F I E L D  
CHEVRON 1 3 3 .3 3 X 1 
ARCO 1 3 3 . 3 3 1 )
S H E L L  1 3 3 . 3 3 1 )
A6EA ( I O D . O O Z ) U - 2 I 4 - 3 S

ENSTAR 
ENSTAR 
El (STAR 
El (STAR

2 . 1 1 1
2 . 1 1 1
2 . 1 1 1  
0 . 4 5 1

3 7 . 7 9 0
3 7 . 7 9 0
3 7 . 7 9 0  

8 , 1 2 2

0 . 0 7 5 5 5
0 . 0 7 5 5 5
0 . 0 7 5 5 5
0 . 0 7 55 5

2 . 8 5 5
2 . 8 5 5
2 . 8 5 5  

614

1 1 . 8000
1 1 . 8 0 0 0  
1 1 . 8 0 0 0  
1 1 . 8 0 0 0

1 2 . 0 3 0 0  9/ 12 / 20 /8 2
1 2 . 0 3 0 0  9 /  12 / 20 /8 2
1 2 .0 3 0 0  9 /  12 / 20 /8 2
1 2 . 0 3 0 0  9/ 12 / 20 /8 2

10 / 1 9 9 9
1 0 / 1 9 9 9
1 0 / 1 9 9 9
10 /19 9 9

SUB TOTAL 6 . 7 7 1 1 2 1 , 4 9 2 9 , 1 7 9

CHEVR ON ( 3 3 . 3 3 1 )
ARCO 1 3 3 . 3 3 1 1  
S H E L L  1 3 3 . 3 3 1 1  
AGEA I  I O O . O D 1 I V - 2 1 4 - 3 S

CHUGACH
CHUGAC H
CHUGACH
CHUGACH

2 B . 7 0 I
2 8 . 7 0 1
2 8 . 7 0 1  
7 . 1 3 1

5 1 5 . 0 6 5
5 1 5 . 0 6 5
5 1 5 . 0 6 5  
1 2 7 , 8 6 3

0 . 0 7 5 5 5
0 . 0 7 5 5 5
0 . 0 7 5 5 5
0 . 0 7 5 5 5

3 8 . 9 1 3
3 8 . 9 1 3
3 8 . 9 1 3  
9 , 6 6 0

1 0 . 2 1 0 3
1 0 . 2 1 0 3
4 0 .2 1 0 3
1 0 . 2 1 0 3

1 0 . 2 1 0 3  5 / 1 4 / 6 5
4 0 .2 1 0 3
1 0 . 2 1 0 3
5 0 . 2 1 0 3

1 / 1 9 9 8  3/

5UB TOTAL 9 3 . 2 3 1 1 , 6 7 3 , 0 5 8 12 6 ,4 0 0

TOT AL  BELUGA  R I V E R  F I E L D 1 0 0 . 0 0 1 1 , 7 9 4 , 5 5 0 1 3 5 , 5 7 8

K EN AI FiaD
U N I O N  1 5 0 1 )  
U N I O N  ( 5 0 1 )  
U N I O N  ( S O U  
U N I O N  1 5 0 ! )  
U N I O N  1 5 0 1 )  
U N I O N  ( 5 0 1 )  
U N I O N  1 5 0 1 )

A PL -AN CHO RABE 
A P L - C H E V  NI K  
U H I O N - C H E V  
C I T Y  O F  KENAI  
RE NTA L GAS 
A D D I T I O N A L  RENTAL 
U N I O N  CHEMICAL

I 0 . 2 B 1
0 . 1 9 1
0 . 1 9 1
0 . 2 5 1
4 . 5 0 1
2 . 3 7 1

4 0 . 7 3 1

8 4 5 ,6 2 2
I 5 . 8 B 8
1 5 , 5 1 6
2 0 , 5 9 0

3 70 ,3 34
1 9 4 , 9 8 1

3 , 3 5 2 , 0 4 1

0 . 0 2 0 6 8 8
0 . 0 2 0 6 8 8
0 .02 0 6 8 8
0 . 0 2 0 6 8 8
0 .0 2 0 6 8 8
0 . 0 2 0 6 8 8
0 .0 2 0 6 B B

17 ,4 94
329
321
426

7 , 6 6 1
4,034

6 9 ,34 7

1 1 . 9 5 0 0  8/
1 1 . 9 5 0 0  8/
1 1 . 9 5 0 0  8/ 
1 0 . 3 0 0 0
4 1 . 9 5 0 0  8/
1 1 . 9 5 0 0  8/
1 1 . 9 5 0 0  8/

1 0 . 6 2 2 0  6/ 5 / 1 3 / 6 0
40. 62 20
4 0 .6 2 20  2 /5 / R I  
1 0 . 3 0 0 0  5 / 1 7 / 6 6  
1 0 . 0 7 0 0  1 / 1 7 / 6 6  
1 0 . 3 8 0 0
1 0 . 6 1 3 0  1 1 / 1 / 7 7

12 /9 2  3/

I N D E F I N I T E
6 /1 98 6
1 / 1 9 9 5  3/ 

1998

TOTAL U N I O N  SHARE 5 8 . 5 1 1 4 , 8 1 4 , 9 7 3 9 9 , 6 1 2

HARATHON ( 5 0 1 )  
KAR AIHOH ( 5 0 1 1  
HARATHON ( 50 11  
HARATHON ( 5 0 1 1  
HARATHON ( S O I)  
HARATHON ( 5 0 1 1  
HARATHON ( 5 0 1 )

A P l - I  
A P L - I I  
A P L - N I K 1 S K I  
C I T Y  OF  KEN AI  
RE NTA L GAS 
A D D I T I O N A L  RENTA L 
TOKYO U T I L I T I E S

1 4 . 3 8 1
4 .4 6 1
0 . 1 9 1
0 . 2 5 1
4 . 5 0 1
2 . 3 6 1

1 5 . 3 2 1

1 ,  1 8 5 , 5 3 5  
3 6 8 ,6 0 3  

1 5 , 8 8 8  
2 0 ,5 9 9  

3 7 0 ,2 4 2  
19 4 ,4 50  

1 , 2 6 1 , 0 7 3

0 .0 2 0 6 8 8
0 . 0 2 0 6 8 8
0 .0 2 0 6 B B
0 . 0 2 0 6 B B
0 . 0 2 0 6 8 6
0 . 0 2 0 6 8 8
0 .0 2 0 6 B B

24 ,4 85
7 , 6 2 6

329
426

7 , 6 6 0
4 ,0 23

2 6 , 0 8 9

1 1 . 9 5 0 0  8/
1 2 . 0 5 5 0
1 2 . 0 5 5 0  4/
4 2 . 0 5 5 0  4/ 
1 0 . 2 1 0 0  
4 0 .3 800  
4 2 .2 79 5

1 0 . 6 2 2 0  6/
4 2. 08 0 0 9/ 1 2 / 1 6 / 8 2  
1 0 .6 2 2 0  
1 0 . 3 0 0 0  
4 0 .2 1 0 0  
1 0 . 3 8 0 0  
1 4 .7 5 9 0  5/

1 2 / 1 9 9 2  3/ 
1 2 / 1 9 9 7  3/

6 / 1 9 8 6
1 / 1 9 9 5  3/ 

6 / 1 / 8 9

TOTAL HARATHON SHi.. 4 1 . 4 9 1 3 , 4 1 4 , 3 9 0 7 0 ,6 3 7

TO TAL K EN A I  F I E L D 1 0 0 . 0 0 1 8 , 2 2 9 , 3 6 3 1 7 0 ,2 4 9

S T E R L I N G  F I E L D  
U N I O N  ( 5 0 1 )  
HARATHON ( 5 0 1 )

P E N I N S U LA  GREENH OUS E 
P E N I N S U LA  GREENHOUSE

5 0 . 0 0 1
5 0 . 0 0 1

736
736

0 . 0 1 5 5 4 6
0 . 0 1 5 5 4 6

I I
1 1

1 0 . 4 0 0 0  
1 2 . 0 5 5 0  4/

40.40 00 1 0 / 2 7 / 6 1
1 0 .4 0 0 0

TO TA L  S T E R L I N G  F I E L D 1 0 0 . 0 0 1 1 , 4 7 2 23

MCARTHUR R I V E R  F I E L D
UN1D N/ HA RA IH0 N 1 5 0 1 r a c h l  
UNI OH /HA RA TH ON  ( 5 0 1  e i c h l  
UNION/MARATHON ( 5 0 1  each) 
UNION/HARATHO N ( 5 0 1  each) 
U N I O N / H A R A I H M  ( 5 0 1  each)

R ENT A L 6AS 
U N I O N  C H E K I C A L

0 . 4 7 1
1 . 4 8 1

8 7 . 5 6 1
9 . 3 9 1
1 . 1 0 1

1 , 6 7 1
5 , 2 6 0

3 1 1 , 2 1 5
3 3 , 3 7 5
3 , 9 1 0

0 . 1 2 5
0 . 1 2 5
0 . 1 2 5
0 . 1 2 5
0 . 1 2 5

209
658

3 8 ,9 0 2
4 , 1 7 2

489

0 . 0 0 0
0 . 0 0 0
0 . 0 0 0
0 . 0 0 0
0 . 0 0 0

0 . 0 0 0
0 . 2 1 0
0 . 6 1 3
0 . 0 0 0
0 . 0 0 0

TO TA L  MCARTHUR R I V E R  F I E L D 1 0 0 . 0 0 1 3 5 5 ,4 3 1 44,429

T RA DI NG  BAY F I E L D  
Mara thon ( 8 . 6 4 1  
U n i o n  4 8 . 6 6 1  
S u p e r i o r  1 . 3 4 1  
Te xac o 1 . 3 ( 1

4 8 .6 6 1
4 8 . 6 6 1

1 . 3 4 1
1 . 3 4 1

580
5B0

16
1 6

0 . 1 2 5
0 . 1 2 5
0 . 1 2 5
0 . 1 2 5

73
73
2
2

0 . 0 0 0
0 . 0 0 0
0 . 0 0 0
0 . 0 0 0

0 . 0 0 0
0 . 0 0 0
0 . 0 0 0
0 . 0 0 0

TO T A L  TRADING  BAY F I E L D 1 0 0 . 0 0 1 1 , 1 9 2 149

>
P-]

1/  ANNUAL VOLUME D I V I D E D  BY 12  MONTHS EQUAL AVERAGE MONTHLY VOLU ME.  i /
2/ ROYALTY AND CONTRACT VALUES ARE T H E  HO ST CURRENT I N  E F F E C T  AS O F  JANUARY 1 9 8 6 .  7/

P R O D U C T IO N  AND HAVE NOT BEEN AD J U ST ED  FOR I T U  CO N T EN T .  8/
3/ QUANTI TY  TERH COULD O P ER A IE  TO E I I E N O  OR SHORTEN TH E  CONTRACT P E R I O D .  9/
4/ P R I C E  REPO RT ED  B/ MARATHON I S  B E I N C  P A I D  UNDER P R O T ES T .
3/ CONTRACT P R I C E  I S  A GROSS P R I C E  B E F O R E  TRANSPOR TATION C O S T S .

CONTRACT P R I C E  TO  GO T O  4 0 .2 7  MCF D U R I N G  1 9 8 6 .
BASE CONTRACT P R I C E  DO ES  NOT I N C L U D E  L E G S E E  TAT O B L I G A T I O N S  P A I D  BY THE PURCHASER.  
VALUE AGR EED  TO  BY S ET T LE M EN T .
S P E C I A L  D E L I V E R A B I L I I Y  CHARGE O F  6 0 .3 5/M CF  HAY ALSO B E  E F F E C T I V E .

Jr

‘T
A
C
H
M
E
N
T
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LEW IS RIVE,

IVAN R IVER

IELUGA RIV.

8 ELU 8 A
GENEAATII
sire

MOQUAWKIE
MOBIL

p r o d u c t i o n  
F A C IL IT IE S  ALBERT 
r\ I KAUV^-NICOLAI

CREEC

PROOtXDONi'R 
FACILIT IES V/A N N A '.

'GRANITE PT
G R A N ITE V t

WTSV
IONOPOD

McAr t h u r  r iv e r

BIRCH H ILL

TRA D IN t BAT , 
PRODUCTION FACILITH M IDDLE ; 

GROUND? 
SHOAL •„W EST 1 

fO R E LA N I

SWAN ION RIVER
w

N AM I  T O M  i  ADO 
l o o k e r  OH F A O U ' iO

RED O UBT
SHOAL

B E /V E R  CREEK

W EST  FORK

CANNEf Y

KENAI
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COOK INLET

Total Sales

Field Operations8.0%
Rental 9.6%

Gas ,Utilities 
11.0%

Electric Power 18.0%

LNG 29.3%

Union Chemical 24.2% StateRoyalty 
Disposition

Gas Rental 
IJtillties/Othtr
Union Chemical 

12.8%

Electric Power 17.0%W)LNG55.4%
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KENAI FIELD
Royalty And 
Working Interest 
Ownership

Federal State CIRI 4.1% 21% 5.9%,

Union 
W I O  44.0%

MarathonWIO44.0%

State 
Royalty 
Disposition

APL 2 other #
4.5 %±Rental 13.7% / \UnlomrChemka!

LNG I ' 407%13.3%'
APL I24.7%

*  APL-Niklskl 0.4%Union-Chevron Exchange 0.2% City Of Kenai 0.5%



BELUGA FIELD
i

A-'IACHMENT 8

Royalty And 
Working Interest 
Ownership

Federal CIRI State 4.9%_£2%7.6%.

ShellWIO29.2%

Arco WIO 29.2%

Chevron WIO 29.2%

State
Royalty
Disposition

Enstar6 .8%

Chugach
93.2%



C O O K  I N L E T  GAS P R O D U C T I O N  

(For 1984)

T o t a l  State R o y a l ty

M M C F / M o n t h  M M C F / M o n t h

B e l u g a  R i v e r  F ield

For: C h u g a c h  1673 125

E n s t a r  121 9

T o t a l  1794 134

K e n a i  F i e ld

For: A P L  1 202 9  42

A P L  2 369 8

A P L  N i k i s k i  31 1

A P L  K e n a i  41 1

U n i o n  C h e v r o n  Ex 16 1

R e n t a l  gas 741 15

R e n t a l  gas e x t r a  389 8

A m m o n i a - U r e a  3 352 67

L N G  1261 25

T o t a l  822 9  168

M c A r t h u r  R i v e r  F ield

For: R e n t a l  gas and a m m o n i a - u r e a  355 44

B e a v e r  C r e e k  Fi e l d

For: A P L  2 789 0

L e w i s  R i v e r  F ield

For: A P L  2 153 19

N o r t h  C o o k  I nlet F i e l d

For: L N G  3932 491

G R A N D  T O T A L 15,. 50
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E x c e r p t s  f r o m  L e a s e  F o r m  D L - 1  
P e r t a x n i n g  to the P r i c i n g  o f  R o y a l t y  P r o d u c t s

11. R O Y A L T Y  O N  P R O D U C T I O N .  E x c e p t  for o i l  a n d  gas u s e d  on  said 
land for d e v e l o p m e n t  a n d  p r o d u c t i o n  o r  u n a v o i d a b l y  lost, L e s s e e  
s h a l l  p a y  L e s s o r  as r o y a l t y  the f o l l o w i n g :

(a) O n  oil 1 2 - 1 / 2  p e r c e n t  in a m o u n t  o r  v a l u e  o f  the o i l
p r o d u c e d  a n d  s a v e d  a n d  r e m o v e d  o r  s o l d  f r o m  s a i d  land.

(b) O n  gas 12 - 1 / 2  p e r c e n t  in a m o u n t  o r  v a l u e  o f  the g a s
p r o d u c e d  a n d  s a v e d  a n d  s o l d  or  u s e d  o f f  s a i d  l a n d  o r  u s e d  for the
e x t r a c t i o n  o f  n a t u r a l  g a s o l i n e  o r  o t h e r  p r o d u c t s  t h e r e f r o m .

(c) O n  a s s o c i a t e d  s u b s t a n c e s  12 - 1 / 2  p e r c e n t  in a m o u n t  or  v a l u e  
of su c h  s u b s t a n c e s  p r o d u c e d  a n d  s a v e d  a n d  r e m o v e d  o r  so l d  frc-i sa i d  
l a n d s .

15. R O Y A L T Y  IN V A L U E .  A t  the o p t i o n  o f  L e s s o r ,  w h i c h  m a y  be 
e x e r c i s e d  f r o m  t i m e  to t i m e  u p o n  n o t  less t h a n  s i x  m o n t h s '  n o t i c e  to 
L e s see, a n d  in li e u  o f  r o y a l t y  in kind, L e s s e e  s h a l l  p a y  to L e s s o r  
the f i e l d  m a r k e t  p r i c e  o r  v a l u e  at the w e l l  o f  a l l  r o y a l t y  o i l  
a n d / o r  gas. A l l  r o y a l t y  t h a t  m a y  b e c o m e  p a y a b l e  in m o n e y  t o  L e s s o r  
sh all b e  p a i d  on  o r  b e f o r e  the la s t  d a y  o f  t h e  c a l e n d a r  m o n t h  
f o l l o w i n g  the m o n t h  in w h i c h  t h e  o i l  o r  g a s  is p r o d u c e d .  The 
p a y m e n t s  s h a l l  b e  a c c o m p a n i e d  b y  c o p i e s  o f  r u n  t i c k e t s  o r  o t h e r  
s a t i s f a c t o r y  e v i d e n c e  o f  sales, s h i p m e n t s ,  a n d  a m o u n t s  o r  g r o s s  
p r o d u c t i o n .

16. PRICE. T h e  f i e l d  m a r k e t  p r i c e  o r  v a l u e  o f  r o y a l t y  o i l  o r 
gas shall n o t  be  less t h a n  the h i g h e s t  of: (Tj T h e  p r i c e  a c t u a l l y  
p a i d  or a g r e e d  to  be  p a i d  t o  Le'ssee at the w e l l  b y  the p u r c h a s e r  
t h ereof, if any; o r  (2) T h e  p o s t e d  p r i c e  o f  L e s s e e  in the f i e l d  for 
such oil o r  g a s  at  the w e l l ,  i f  any; or, (3) T h e  p r e v a i l i n g  price_
r e c e i v e d  b y  o t h e r  p r o d u c e r s  in the
g r a d e  a n d  g r a v i t y  or  gas o f  like k i n d  a n d  q u a l i t y  at t h e  t i m e  su c h
oil o r  gas is r e m o v e d  f r o m  sa i d  lc 
gas is d e l i v e r e d  to an  e x t r a c t i o n

f i e l d  at  the" we  11 f o r T o x T o f  like

n d  o r  r u n  i n t o  sto r a g e ,  o r  such 
b l a n t .



RECENT CONTRACTS AND PURCHASE AGREEMENTS
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4

Purchaser Field or Sfller Starting Base Price

1977 Pac Alaska Cook Inlet $1.46

1982 Enstar Beluga River $2.32

1982 Enstar Beaver Creek Field $2.32

1982-83 Chugach Beluga River $1.40

(Peaking Gas)

1983 Cnugaeh Cannery Loop $1.80

1984 Enstar Lewis River $1.80

1985 Tesoro Marathon $2.01

1985 AEG&T Enstar $2.04

(Homer Electric)

1985 ML&P Enstar $1.60

(Anchorage)
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February 6, 1986 
Representative Residential Electrical Rates for 500 KWH

Assumes: Residential rate, non-demand, hot water heater, winter season. 
Power Cost Equalization payments have been subtracted.

$90

$80

$70

$60

$50

$40

$30

$20

:>:o

$84.90

ML&P CHUGACH AEL&P Bethel AVEC GVEA Ft. GHEA
(Anch) (Anch) (Juneau) (Misc. Rural (Fbx) Yukon (Juno)

T'illages)
Source: Alaska Public Utility Caimis, ion, except GHEA rates, which were

obtained fran GHEA.



M a t a n u s k a  E l e c t r ic  A s s o c i a t i o n , In c .
P.O. BOX 1148
PALMER, ALASKA 99645 T E L E P H O N E  

(907) 745-3231

February 4, 1986

The Honorable Arliss Sturgulewski
Alaska State Legislature
Pouch V
Juneau, A laska 99811
Dear Ms. Sturgulewski:
Subject: Senate B ill 309 (House Bills 403 and 425)
We strongly encourage your support o f the above proposed legislation fo r the
follow ing reasons:
1. It w ill establish a law that the State o f A laska must fo llow  in determining 

present and fu tu re roya lty  payments a ffec ting  u tilities.
2. The pro ’'o*--\i by the Department o f Natural Resources and re la ted actions 

that a re uKely to  occur, could impact our power supplier (Chugach 
E lec tric  Association, Inc.) by more than six m illion do llars annually.
Since MEA represents approximately twenty perc >t o f Chugach's revenues, 
this increased cost o f providing e lec tric ity  would amount to approximately 
$1 .2  m illion to our member/consumers.

3. Without SB 309, the price e ffe c t on pending negotiations between Chugach and 
the gas producers could resu lt in additional costs to  our member/consumers.

4 . The State o f A laska needs a reasonable law which can be used by the 
u tilities fo r long-term  planning purposes and assist in ra te  stab ilization , 
as well as provide our lenders with loan security.

5 . The importance o f this legislation has long-term impact on the consumers 
o f e lec tric ity  and natural gas from Homer to Fairbanks. As an e lectric  
cooperative, we are constantly making every attempt to  keep rates as low 
as possible. Cost o f purchasing power is the largest single expense fo r 
MEA, and I assure you that the member/consumers continually express their 
concerns about the cost o f power. Senate B ill 309 is a consumer issue,
as the outcome w ill a ffe c t their pocketbooks.

For these primary reasons, we urge you to  support SB 309 (HB 403 and 425).
Thank you fo r your cooperation.

General Manager
cc : MEA Board o f Directors

A laska Rura l E lec tric  Cooperative 
Association, Inc.

A L A S K A 'S  FIR S T REC—IN C O R P O R A T E D  1 9 4 1 -E N E R G iZ E D  1942



PALMER, ALASKA 99645

M a t a n u s k /a E l e c t r ic  A s s o c ia t io n , In c .

P.O. BOX 114F;
T E L E P H O N E  
(907) 745-3231

February 11, 1986

The Honorable Arliss Sturgulewski 
Chairman, Senate Resources Committee 
Alaska State Legislature 
Room 508 Capito l Building 
Juneau, A laska 99811
Dear Senator Sturgulewski:
Subject: Senate B ill 309
Due to apparent time constraints, I was not given the opportunity to o ffe r  my 
testimony via te leconference from Wasilla on February 10, 1986. In lieu of 
direct testimony, enclosed is a copy o f the brie f statement I planned to  make 
in support o f Senate B ill 309. I would appreciate it if you would provide the 
committee members a copy o f this statement. If you would like additional 
information, please le t me know and I w ill be happy to provide it.

Games F. Palin 
General Manager
rlh
Enclosure
cc: David P. Hutchens, ARECA

Lawrence Markley, CEA

Sine

A L A S K A 'S  FIR S T REC—IN C O R P O R A T E D  1 9 4 1 -E N E R G IZ E D  1942



S T A T E M E N T  TO T H E  S E N A T E  R E S O U R C E S  C O M M I T T E E

F e b r u a r y  10, 1986

J a m e s  F. P a l i n  
G e n e r a l  M a n a g e r  

M A T A N U S K A  E L E C T R I C  A S S O C I A T I O N ,  INC.



S t a t e m e n t  to Senate R e s o u r c e s  C o m m i t t e e  
F e b r u a r y  10, 1986 
p a g e  2

G O O D  A F T E R N O O N ,  MADAME C H A I R M A N ,  S E N A T O R S . . .

ON  B E H A L F  OF M A T A N U S K A  E L E C T R I C  A S S O C I A T I O N ,  I THANK YOU 
F O R  T H E  O P P O R T U N I T Y  TO A D D R E S S  T H I S  C O M M I T T E E  O N  THE I S S U E  
OF R O Y A L T Y  N A T U R A L  GAS P A Y M E N T S .

I A M  J I M  PALIN, G E N E R A L  M A N A G E R  OF M A T A N U S K A  E LECTRIC 
A S S O C I A T I O N ,  A POS I T I O N  I H A V E  H E L D  S I N C E  1981.

I'M H E R E  T O D A Y  TO A D D R E S S  T H E  D E C I S I O N  B Y  T H E  D E P A R T M E N T  O F  
N A T U R A L  R E S O U R C E S  TO I N C R E A S E  T H E  P R I C E  O F  R O Y A L T Y  GAS IN 
TH E  C O O K  I N L E T  BASIN F R O M  26 C E N T S  P E R  M C F  TO $2.05 PER M C F  
—  N E A R L Y  A N  E I G H T - F O L D  I N C R E A S E ,  A N D  S E N A T E  B I L L  309.

AS Y O U  KNOW, W H E N  THE P R I C E  OF R A W  M A T E R I A L S  G O E S  UP, A 
B U S I N E S S  H A S  T W O  CHOICES, IF IT W A N T S  TO  S T A Y  IN BUSIN E S S .  
IT C A N , S E L L  ITS P R O DUCT F O R  T H E  S A M E  P R I C E  —  A N D  MAKE L E S S  
O F  A  P R O F I T ,  O R  RAISE T H E  P R I C E  OF T H E  E N D  P R ODUCT.

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

S I N C E  C H U G A C H  IS A N O N - P R O F I T  C O O P E R A T I V E ,  ITS O N L Y  C H O I C E  
W H E N  T H E  P R I C E  OF RAW M A T E R I A L S  G O E S  UP —  IN T H I S  CASE, 
N A T U R A L  G A S  -- IS TO R A I S E  T H E  P R I C E  O F  ITS PRODUCT, 
E L E C T R I C I T Y .

A C C O R D I N G  TO C H U G A C H  E L E C T R I C ,  D N R ' S  D E C I S I O N  C O U L D  C O S T  
C H U G A C H  M O R E  T H A N  $6 M I L L I O N  P E R  YEAR.

A N D  S I N C E  M A T A N U S K A  E L E C T R I C ' S  P U R C H A S E S  M A K E  UP 
A P P R O X I M A T E L Y  20 P E R C E N T  O F  C H U G A C H 'S T O T A L  REVENUES, O U R  
2 6 , 0 0 0  C O N S U M E R - M E M B E R S  W O U L D  W I N D  UP P A Y I N G  A B O U T  $1.2 
M I L L I O N  P E R  Y E A R  MORE T H A N  T H E Y  N O W  P A Y  F O R  E L E C T R I C I T Y .

A N D  F O R  M A N Y  O F  THEM, P A R T I C U L A R L Y  T H O S E  W H O  L I V E  IN THE 
M A T A N U S K A - S U S I T N A  V A L L E Y  W H E R E  U N E M P L O Y M E N T  IS O V E R  17 
PERCENT,' T H E  C O S T  OF E L E C T R I C I T Y  IS A L R E A D Y  T O O  HIGH.

B E C A U S E  O F  THIS, B E C A U S E  D N R ' S  D E C I S I O N  W O U L D  C A U S E  A 
G E N U I N E  H A R D S H I P  FOR M A N Y  O F  O U R  M E M B E R - C O N S U M E R S ,
M A T A N U S K A  E L E C T R I C  A S S O C I A T I O N  S U P P O R T S  T H E  P A S S A G E  OF 
S E N A T E  B I L L  309, WHICH W O U L D  T I E  THE P R I C E  O F  R O Y A L T Y  G A S  
TO T H E  L O N G - T E R M  C O N T R A C T  PRI C E .

IN A D D I T I O N  T O  R E D U C I N G  T H E  I M P A C T  T H A T  T H E  C O S T  OF 
E L E C T R I C I T Y  HAS ON OUR M E M B E R S ,  P A S S A G E  O F  SB 309 W O ULD 
P R O V I D E  A M E A S U R E  OF C E R T A I N T Y ,  OF S E C U R I T Y ,  F O R  R A I L B E L T  
U T I L I T I E S .
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S t a t e m e n t  to S e n a t e  R e s o u r c e s  C o m m i t t e e  
F e b r u a r y  10, 1986 
p a g e  3

AS  IT S T A N D S  NOW, D N R  C O U L D  C H A N G E  T H E  P R I C E  O F  R O Y A L T Y  G A S  
W H E N E V E R  A N Y  O N E  P U R C H A S E R  W A S  W I L L I N G  T O  P A Y  M O R E  F O R  
N A T U R A L  G A S  —  N O  M A T T E R  H O W  M U C H  O R  H O W  L I T T L E  O R  F O R  W H A T  
D U R A T I O N .  THIS M A K E S  IT E X T R E M E L Y  D I F F I C U L T  T O  P L A N  F O R  
T H E  F U T URE, TO S A Y  THE LEAST.

AS A N  E L E C T R I C  C O O P E R A T I V E ,  W E  A R E  C O N S T A N T L Y  M A K I N G  E V E R Y  
E F F O R T  TO K E E P  O U R  M EMBERS' R A T E S  AS L O W  AS P O S S I B L E .  T H E  
C O S T  OF  P U R C H A S I N G  P O W E R  IS M A T A N U S K A  E L E C T R I C ' S  L A R G E S T  
S I N G L E  EXP E N S E ,  A N D  I A S S U R E  YOU T H A T  O U R  M E M B E R S  
C O N T I N U A L L Y  E X P R E S S  T H E I R  C O N C E R N S  A B O U T  T H E  C O S T  O F  PO W E R .  
S E N A T E  B I L L  309 IS A C O N S U M E R  ISSUE, A H U M A N  ISSUE, A N D  W E  
U R G E  YOU T O  V O T E  F O R  ITS PASSAGE.

T H A N K  YOU V E R Y  M U C H  F O R  G I V I N G  ME THE O P P O R T U N I T Y  TO  
C O M M E N T  ON T H I S  V I T A L  ISSUE, A N D  P L E A S E  F E E L  F R E E  T O  C A L L  
ME IF I C A N  BE OF A N Y  A S S I S T A N C E  W H A T S O E V E R  O N  T H I S  ISSUE.
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F e b r u a r y  6, 1986

1 2 : 0 5  p . m . ,  S e n a t o r  J o s e p h s o n  c a l l e d  the m e e t i n g  to 
o r d e r .  T h e  f o l l o w i n g  m e m b e r s  w e r e  n o t  pre s e n t :  
R e p r e s e n t a t i v e  B o u c h e r ;  S e n a t o r s  D e V r i e s ,  Kelly, 
K e r t t u l a ,  a n d  Rodey.

Dr. J o y c e  M u r p h y  ( President, B o a r d  o f  D i r e c t o r s ,  
C h u g a c h  E l e c t r i c  A s s o c i a t i o n )  s t a t e d  t h a t  the r o y a l t y  
g a s  i n c r e a s e  i m p a c t s  t h r e e - q u a r t e r s  o f  t h e  S t a t e ' s  
p o p u l a t i o n .  The i n i t i a l  c o n t r a c t  w a s  a p r i c e  o f  26C 
p e r  t h o u s a n d  c u b i c  feet. D N R  i n c r e a s e d  it to $2.05. 
M o s t  r e c e n t l y  D N R  o f f e r e d  a p r i c e  o f  $1.50 w h i c h  we 
h a v e  t u r n e d  down. W e  p r o v i d e  m o r e  t h a n  85% of  the 
p o w e r  for h a l f  the r e s i d e n t s  o f  A l a s k a .  W e ' r e  l o o k i n g  
at a 4.5 m i l l i o n  d o l l a r  i m p act. O n  the c o n s u m e r ' s  
e l e c t r i c  b i l l  it w o u l d  b e  a n  i n c r e a s e  of $ 4 .50 to $5.00 
p e r  m o n t h .  O u r  c o n c e r n  is t h a t  w e  h a v e  no l o n g  t e r m  
a s s u r a n c e  t h a t  th i s  c o u l d  n o t  h a p p e n  again. W h a t  
C h u g a c h  is a r g u i n g  n o w  is t h a t  the m a r k e t  v a l u e  is 
d i f f e r e n t  t h a n  w h a t  t h e  S t a t e  is p r o p o s i n g .  We feel 
i t ' s  b e c a u s e  r i g h t  n o w  w e ' r e  the o n l y  m a r k e t .  We  
u n d e r s t a n d  the S t a t e ' s  c o n c e r n  for w a n t i n g  to get as 
m u c h  m o n e y  as it can. In t h e  la s t  s e v e r a l  days, we  
h a v e  b e e n  m e e t i n g  w i t h  D N R  a n d  h a v e  h a d  some g o o d  
n e g o t i a t i o n s .  W e  h o p e  w e  c a n  r e a c h  a s e t t l e m e n t  on  t h e  
p r i c e .  H o w e v e r ,  w e ' r e  s t i l l  c o n c e r n e d  a b o u t  the lo n g  
t e r m  i m p l i c a t i o n s .

Rep. C o t t e n  d i d  y o u  s a y  y o u  w e r e  a b o u t  r e a d y  to r e a c h  a 
s e t t l e m e n t ?

M u r p h y  w e  h a v e  b e e n  n e g o t i a t i n g  for a b o u t  t w o  y e a r s  
w i t h  t h e  c o m p a n i e s ,  w e  a r e  d e l i v e r i n g  h a r d  n u m b e r s  b a c k  
a n d  forth. H o p e f u l l y ,  v e r y  s o o n  w e  w i l l  r e a c h  an 
a g r e e m e n t .

Rep. C o t t e n  t h a t ' s  w i t h  the p r o d u c e r s ,  n o t  w i t h  the 
D e p a r t m e n t .
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M u r p h y  t h a t ' s  w i t h  t h e  p r o d u c e r s ,  h o w e v e r  w e  are a l s o  
n e g o t i a t i n g  w i t h  D N R  in s o m e  p r o d u c t i v e  m e e t i n g s .  Our 
m a j o r  c o n c e r n  is t h e  l o n g  t e r m  issue. W e ' r e  n o t  c l e a r  
r i g h t  n o w  w h e t h e r  D N R  c a n  g i v e  us the a s s u r a n c e  o f  a 
l o n g  t e r m  s e t t l e m e n t  t h a t  w o u l d  n o t  be  n e e d i n g  some 
s o r t  o f  l e g i s l a t i v e  a p p r o v a l .

Sen. S t u r g u l e w s k i  w h a t ' s  y o u r  i n v o l v e m e n t  w i t h  
S u s i t n a ?

M u r p h y  w e  s u p p o r t  h y d r o e l e c t r i c  p o w e r .  "No, w e  h a v e  
n o t  e v e r  p u t  o u r  e g g s  in t h e  S u s i t n a  b a s k e t . "  W e  h a v e  
b e e n  c o n c e r n e d  a b o u t  t h e  f i n a n c i a l  f e a s i b i l i t y  o f  it. 
W e  h a v e  n o t  o p p o s e d  it n o r  f a v o r e d  it. W e  h a v e  b e e n  
l o o k i n g  at a l t e r n a t i v e s  - s m a l l  h y d r o e l e c t r i c  p r o j e c t s  
a n d  coal.

Sen. H a l f o r d  w h a t  a r e  y o u r  t h o u g h t s  on p u t t i n g  an 
a m e n d m e n t  o n  p o w e r  c o s t  a s s i s t a n c e  t o  m a k e  u p  the 
d i f f e r e n c e ?

M u r p h y  as a t a x p a y e r ,  I d o n ' t  li k e  s u b s i d i e s .  I 
b e l i e v e  t h a t  w e ' r e  l o o k i n g  at t h e  fa c t  t h a t  w e  w e n t  o u t  
a nd n e g o t i a t e d  at a r m s  l e n g t h  a r e a l  f a v o r a b l e  c o n t r a c t  
a n d  it is n o w  b e i n g  d i s r u p t e d .  A n d  w e ' r e  a b o u t  t o  go 
o u t  a n d  n e g o t i a t e  r e a l  f a v o r a b l e  n e w  c o n t r a c t s  b e c a u s e  
w e  d i d  h a v e  p r i o r  f a v o r a b l e  c o n t r a c t s ,  a n d  t h a t ' s  a b o u t  
to b e  d i s r u p t e d .  I d o n ' t  c o n s i d e r  t h a t  a s u b s i d y ,  I 
c o n s i d e r  t h a t  f oolish.

Sen. H a l f o r d  do  y o u  t h i n k  w e  s h o u l d  t r e a t  the o i l  
i n d u s t r y  t h e  s a m e  w a y ?

M u r p h y  I p e r s o n a l l y  t h i n k  t h e  o i l  i n d u s t r y  is a t o t a l l y  
d i f f e r e n t  b a l l g a m e .

Sen. F a i k s  e x p r e s s e d  h e r  d i s a p p r o v a l  w i t h  D N R ' s  
d e c i s i o n  t o  i n c r e a s e  r o y a l t y  gas p r i c e s .  S h e  n o t e d  
t h a t  to her, t h i s  is t h e  c o n s u m e r  i s s u e  of  t h e  ses s i o n .
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J i m  P a l i n  (General M a n a g e r ,  M a t a n u s k a  E l e c t r i c  
A s s o c i a t i o n )  w e  h a v e  a b o u t  2 7 , COO c o n s u m e r s  w e  a r e  n o w  
serving. I f  th i s  p r o p o s a l  g o e s  t h r o u g h ,  w e ' r e  t a l k i n g  
a b o u t  an i m p a c t  o f  $1.2 m i l l i o n  a n n u a l l y .  O u r  e x i s t i n g  
r a t e s  are a b o u t  o n e - t h i r d  h i g h e r  t h a n  C h u g a c h ' s .  W e  
s u p p o r t  the l e g i s l a t i o n  t h a t  w a s  i n t r o d u c e d  th i s  y e a r  
(SB 309, HB 403 a n d  HB 425). W e  are c o n c e r n e d  a b o u t  
t h e  lo n g  t e r m  i m p a c t  a b o u t  the g a s  price.

Sen. H a l f o r d  w h y  d o e s  M E A  s u p p o r t  t h e  B r a d l e y  L a k e  
i n t e r t i e ?

P a l i n  by  e x i s t i n g  law, w e ' r e  e n t i t l e d  to  a p o r t i o n  of 
t h a t  ener g y .  In the l o n g  run, o b v i o u s l y  it s h o u l d  be 
on e  o f  the c h e a p e r  s o u r c e s  o f  p o w e r  a v a i l a b l e  in t h e  
S t a t e .

E s t h e r  W u n n i c k e  ( C o m m i s s i o n e r ,  D e p a r t m e n t  o f  N a t u r a l  
Res o u r c e s )  D N R  is n o t  the c a u s e  o f  a n y  i n c r e a s e  of 
pr i c e .  T h e  l e a s e  t e r m s  are su c h  t h a t  the 
r e p r e s e n t a t i o n  o f  v a l u e  is i n d i c a t e d  b y  c o n t r a c t s  t h a t  
are e n t e r e d  i n t o  at  a r m s  l e n g t h  by  o t h e r  p a r t i e s .  T h e  
S t a t e  of  A l a s k a  w a s  n o t  a p a r t y  to t h e  c o n t r a c t  e n t e r e d  
in t o  b e t w e e n  the p r o d u c e r s  a n d  C h u g a c h  E l e c t r i c  o r  a n y  
o t h e r  t a k e r s  o f  g a s  f r o m  t h e  p r o d u c e r s .  W e  w e r e  a 
p a r t y  to t h e  c o n t r a c t  e n t e r e d  i n t o  w i t h  the p r o d u c e r s  
w h e n  t h e y  t o o k  o i l  a n d  gas l e a s e s  f r o m  the S t a t e  o f  
A l a s k a .  It w a s  t h a t  c o n t r a c t  t h a t  w e  s o u g h t  to 
e n f o r c e .  T h i s  p a r t i c u l a r  e n f o r c e m e n t  s h o u l d  n o t  oe  
s e e n  in i s o l a t i o n  f r o m  all the o t h e r  e n f o r c e m e n t  
a c t i o n s  t a k e n  b y  D N R  to do w h a t  is o u r  r e s p o n s i b i l i t y  
on  b e h a l f  o f  all o f  t h e  p e o p l e  of  A l a s k a  in o r d e r  to  
g e t  full v a l u e  for the S t a t e ' s  r o y a l t y  r e s o u r c e s .  W e  
r e c o g n i z e  t h a t  the B e l u g a  field, b e c a u s e  o f  t h e  v o l u m e s  
t a k e n  b y  C h u g a c h  E l e c t r i c ,  is a s o m e w h a t  u n i q u e  
s i t u a t i o n  c o m p a r e d  to  s o m e  o f  t h e  o t h e r  f i e l d s  in C o o k  
Inlet. It w a s  in r e c o g n i t i o n  o f  t h a t  fa c t  a n d  a l s o  
b e c a u s e  t h e r e  w o u l d  b e  p a s s  t h r o u g h  e f f e c t s  o n  the 
u t i l i t i e s  t h a t  D N R  d e t e r m i n e d  w e  w o u l d  n o t  a s k  for 
r e t r o a c t i v e  p a y m e n t .  I n s t e a d ,  the p a y m e n t  w o u l d  b e  
p r o s p e c t i v e .
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D i s c u s s i o n  e n s u e d  a b o u t  c o m p a r i n g  g a s  c o n t r a c t s  t o  o i l  
c o n t r a c t s  a n d  t h e  e f f e c t ,  if any, it w o u l d  h a v e  o n  o i l  
r o y a l t y  p r i c e s .

R ep. S z y m a n s k i  a r e  y o u  c u r r e n t l y  a p a r t y  to the C h u g a c h  
T i t i g a t i o n  w i t h  p r o d u c e r s ?

W u n n i c k e  t h e  p r o d u c e r s  h a v e  s u e d  t h e  S t ate o f  A l a s k a .  
T h e  la s t  o f f e r  o f  $ 1 . 5 0  w a s  r e j e c t e d ,  so we  are s t i l l  
in S u p e r i o r  Cou r t .

M u r p h y  n o t e d  t h a t  in r e l a t i o n s h i p  to  subsidy, if t h i s  
L e g i s l a t u r e  p a s s e s  a s u b s i d y ,  it w o n ' t  n e c e s s a r i l y  m e a n  
t h a t  y o u r  s u c c e s s o r s  n e x t  y e a r  w o u l d  a p p r o v e  it. W e ' r e  
n o t  t a l k i n g  a b o u t  s o m e t h i n g  j u s t  th i s  year, w e ' r e  
t a l k i n g  a b o u t  t h i r t y  y e a r s  d o w n  the road. T h e  p o i n t  w e  
h a v e  t r i e d  to r e i t e r a t e  to D N R  is t h a t  t h e y  h a v e  the 
r i g h t  t h a t  w i t h  six m o n t h s  n o t i c e  c a n  take it o u t  a n d  
s e l l  it to w h o m e v e r  t h e y  w a n t  to i f  t h e y  t h i n k  t h e y  c a n  
g e t  a b e t t e r  p r i c e  f o r  it. C h u g a c h  w o u l d  in no  w a y  
e v e r  b l o c k  t h e m  f r o m  d o i n g  that. In fact, if D N R  
t h i n k s  t h e y  c a n  do it, w e ' d  like to  see t h e m  d o  it 
t o d a y  a n d  t h e n  m a y b e  t h i s  w h o l e  m e s s  w o u l d  go away.

Sen. J o s e p h s o n  a d j o u r n e d  t h e  m e e t i n g  at 1:05 pm.
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V e r s i o n  
B a n n i s t e r  
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O r i g i n a l  s p o n s o r s :  Fa i k s ,  K e l l y
a n d  V . F i s c h e r

IN T H E  S E N A T E  B Y  T H E  R E S O U R C E S  C O M M I T T E E

CS F O R  S E N A T E  B I L L  NO. 3 0 9  ( R e s o u r c e s )

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

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

A B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to r o y a l t y  g a s  c o n t r a c t s ;  a n d  p r o ­

v i d i n g  for an e f f e c t i v e  d a t e . "

B E  IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. F I N D I N G S .  (a) T h e  l e g i s l a t u r e  f i n d s  t h a t  t h e  b e s t  i n t e r­

est  o f  the s t a t e  w i l l  be s e r v e d  if the c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  is 

a u t h o r i z e d  to e s t a b l i s h  the v a l u e  for r o y a l t y  gas t a k e n  in v a l u e  b y  the 

s t a t e  a n d  s o l d  to a n o n p r o f i t  e l e c t r i c  u t i l i t y  b y  u s i n g  the c o n t r a c t  p r i c e  

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

or  n o t  the r o y a l t y  gas l e a s e  w i t h  the s t a t e  e s t a b l i s h e s  a d i f f e r e n t  s t a n­

d a r d  f o r  the v a l u a t i o n  a n d  if the l e s s e e  a n d  the n o n p r o f i t  e l e c t r i c  u t i l i t y  

ar e  n o t  r e l a t e d  to e a c h  other. T h e  l e g i s l a t u r e  f i n d s  t h a t  th i s  a u t h o r i z a­

ti o n  s h o u l d  a p p l y  p r o s p e c t i v e l y  a n d  do e s  n o t  i n t e n d  the a u t h o r i z a t i o n  to 

a p p l y  to the v a l u a t i o n  of  r o y a l t y  gas t h a t  is s o l d  b y  a l e s s e e  o f  the s t a t e  

u n d e r  a c o n t r a c t  e n t e r e d  i n t o  b e f o r e  the e f f e c t i v e  d a t e  o f  th i s  A c t  w i t h  a 

n o n p r o f i t  e l e c t r i c  u t i l i t y .

(b) T h e  l e g i s l a t u r e  f i n d s  that it is a l s o  in the b e s t  i n t e r e s t  of  the 

s t a t e  to g i v e  the c o m m i s s i o n e r  e x p l i c i t  d i s c r e t i o n a r y  a u t h o r i t y  to sell

r o y a l t y  gas r e c e i v e d  in k i n d  b y  the s t a t e  to n o n p r o f i t  e l e c t r i c  u t i l i t i e s

at a p r i c e  t h a t  is b e l o w  m a r k e t  value.

(c) T h e  p r o p e r  e x e r c i s e  o f  the d i s c r e t i o n  c o n f e r r e d  b y  this A c t  on 

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

a s s i s t  the c i t i z e n s  of the s t a t e  w i t h  t h e i r  l o n g - t e r m  e l e c t r i c a l  ne e d s ,  

i n c l u d i n g  the p o w e r  cost e q u a l i z a t i o n  p r o g r a m  u n d e r  A S  4 4 . 8 3 . 1 6 2  - 4 4 . 8 3 . -  

165 a n d  h y d r o e l e c t r i c  and o t h e r  p r o g r a m s  f o r  the g e n e r a t i o n  o f  e l e c t r i c i t y .
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(d) T h e  s t a t e  s h o u l d  a d o p t  a p o l i c y  f o r  the sa l e  o f  r o y a l t y  g a s  to 

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

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

r o y a l t y  o i l  and for the sa l e  o f  r o y a l t y  gas for e x p o r t  f r o m  t h e  s t a t e  or 

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

* Sec. 2. AS  3 8 . 0 5 . 1 8 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 read:

(aa) W i t h i n  90 days a f t e r  t h e  w r i t t e n  r e q u e s t  o f  a l e s s e e  of a 

l e a s e  i s s u e d  u n d e r  this s e c t i o n ,  u n l e s s  the c o m m i s s i o n e r  m a k e s  a 

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

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

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

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

the l e s s e e  to use the p r i c e  f o r  the gas e s t a b l i s h e d  in t h e  c o n t r a c t  

b e t w e e n  the lessee a n d  a n o n p r o f i t  e l e c t r i c  u t i l i t y ,  if the l e s s e e  a n d  

the u t i l i t y  are not r e l a t e d  in m a n a g e m e n t ,  o w n e r s h i p ,  o r  o t h e r  a s p e c t ,  

as the v a l u e  of the s t a t e ' s  r o y a l t y  s h a r e  o f  gas p r o d u c t i o n  s o l d  b y  a 

l e s s e e  of  the s t ate to a n o n p r o f i t  e l e c t r i c  u t i l i t y .  In this 

s u b s e c t i o n

(1) " n o n p r o f i t  e l e c t r i c  u t i l i t y "  i n c l u d e s  a n  e l e c t r i c  

c o o p e r a t i v e  o r g a n i z e d  u n d e r  A S  10.25 a n d  a m u n i c i p a l  u t i l i t y ;  a n d

(2) "p r i c e  f o r  the gas e s t a b l i s h e d  in the c o n t r a c t "  i n­

cl u d e s  t a x  r e i m b u r s e m e n t  a m o u n t s ,  d e l i v e r a b i l i t y  and o t h e r  c h a r g e s ,  

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

ty u n d e r  the contract.

* Sec. 3. A S  3 8 . 0 5 . 1 8 3 ( h )  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 :

(h) (_Wit-hiTt— 9^5-^ays"^rter~TlTC'-vritte!r^reTpiars-'t-of:--a - l e s s e e _ o f  a 

leas-e— -i-s-s-ued--under frS 3 8 . 0‘5~r~l-80~*'j the c o m m i s s i o n e r  m a y  e n t e r  i n t o  a 

c o n t r a c t  to sell r o y a l t y  gas t a k e n  in k i n d  b y  the s t a t e  to a n o n p r o f i t  

C S S B  3 0 9 ( R e s ) -2-
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e l e c t r i c  u t i l i t y  at less t h a n  the m a r k e t  v a l u e  o f  the r o y a l t y  gas if 

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

b e n e f i t s ,  a n d  d e t r i m e n t s  of  the sale, m a k e s  a w r i t t e n  f i n d i n g  t h a t  the 

s a l e  is in the b e s t  i n t e r e s t  of the state. In th i s  s u b s e c t i o n ,  " n o n­

p r o f i t  e l e c t r i c  u t i l i t y "  i n c l u d e s  an  e l e c t r i c  c o o p e r a t i v e  o r g a n i z e d  

u n d e r  A S  10.25 a n d  a m u n i c i p a l  u t i l i t y .

* Sec. 4. A S  3 8 . 0 5 . 8 1 0 ( a )  is a m e n d e d  to read:

(a ) E x c e p t  as o t h e r w i s e  p r o v i d e d  in A S  3 8 . 0 5 . 1 8 3 ( h ) ,  the [T H E ] 

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

to a s t a t e  or  f e d e r a l  a g e n c y  or p o l i t i c a l  s u b d i v i s i o n ,  o r  the lease, 

sale, or  d i s p o s a l  of c o a l  d e p o s i t s  s u i t a b l e  f o r  m i n i n g  m a y  be  m a d e  to 

a u t i l i t y  o w n e d  and o p e r a t e d  b y  a g o v e r n m e n t  a g e n c y  or n o n p r o f i t  

c o o p e r a t i v e  a s s o c i a t i o n  o r g a n i z e d  to p a r t i c i p a t e  u n d e r  the F e d e r a l  

R u r a l  E l e c t r i f i c a t i o n  A c t  for the p u r p o s e  of g e n e r a t i n g  e l e c t r i c  p o w e r  

a n d  e n e r g y  or the p r o d u c t i o n  of p r o c e s s  steam, or  b o t h ,  f o r  less than 

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

c o m m i s s i o n e r  to be  f a i r  a n d  p r o p e r  a n d  in the b e s t  i n t e r e s t s  o f  the 

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

s e r v i c e s  or f u n c t i o n  r e n d e r e d  b y  the a g e n c y ,  s u b d i v i s i o n ,  or u t i l i t y  

m a k i n g  a p p l i c a t i o n ,  a n d  o f  the t erms of  the g r a n t  u n d e r  w h i c h  the land 

w a s  a c q u i r e d  b y  the state.

* Sec. 5. S e c t i o n  2 of th i s  A c t  a p p l i e s  to c o n t r a c t s  e n t e r e d  i n t o  on or 

a f t e r  t h e  e f f e c t i v e  da t e  o f  this A c t  to sell to n o n p r o f i t  e l e c t r i c  

u t i l i t i e s  gas p r o d u c e d  u n d e r  a l e a s e  i s s u e d  u n d e r  A S  3 8 . 0 5 . 1 8 0 .

* Sec. 6. S e c t i o n  3 of this A c t  a p p l i e s  to c o n t r a c t s  e n t e r e d  i n t o  by 

the s t a t e  on o r  a f t e r  the e f f e c t i v e  da t e  of  this A c t  to se l l  n e w  q u a n t i t i e s  

of r o y a l t y  gas to n o n p r o f i t  e l e c t r i c  u t i l i t i e s .

*  Sec. 7. T h i s  A c t  t akes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  A S  01.- 

1 0 . 0 7 0 ( c ) .
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B a n n i s t e r  
 ~ 2 / 2 6 / 8 6

O r i g i n a l  s p o n s o r s :  Faiks, K e l l y
a n d  V . F i s c h e r

IN T H E  S E N A T E

CS F O R  S E N A T E  B I L L  NO. 309 ( )

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

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

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to r o y a l t y  gas c o n t r a c t s ;  a n d  p r o­

v i d i n g  f o r  an  e f f e c t i v e  d a t e . "

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. F I N D I N G S .  (a) T h e  l e g i s l a t u r e  f inds that the b e s t  i n t e r­

est of  the s t a t e  w i l l  b e  s e r v e d  if the c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  is 

a u t h o r i z e d  to e s t a b l i s h  the i n - v a l u e  r o y a l t y  f o r  gas s o l d  to a ..-gas?-*or 

e l e c t r i c  u t i l i t y  b y  u s i n g  the c o n t r a c t  p r i c e  b e t w e e n  the l e s s e e  o f  the 

s t a t e  a n d  t h e  u t i l i t y ,  w h e t h e r  or n o t  the gas l e a s e  e s t a b l i s h e s  a d i f f e r e n t  

s t a n d a r d  f o r  the v a l u a t i o n  a n d  if the l e s s e e  a n d  the u t i l i t y  a r e  n o t  r e ­

lated  to e a c h  other. T h e  l e g i s l a t u r e  f i n d s  th a t  this a u t h o r i z a t i o n  s h o u l d  

a p p l y  p r o s p e c t i v e l y  a n d  does n o t  i n t e n d  the a u t h o r i z a t i o n  to a p p l y  to the 

v a l u a t i o n  f o r  r o y a l t y  p u r p o s e s  of  gas s o l d  b y  a l e s s e e  u n d e r  a g a s  s a l e s  

c o n t r a c t  e n t e r e d  in t o  b e f o r e  the e f f e c t i v e  d a t e  of this Act.

(b) T h e  l e g i s l a t u r e  finds that it is a l s o  in the b e s t  i n t e r e s t  o f  the 

s t a t e  to g i v e  the c o m m i s s i o n e r  e x p l i c i t  d i s c r e t i o n a r y  a u t h o r i t y  to se l l  

r o y a l t y  gas r e c e i v e d  in k i n d  b y  the s t a t e  to gas or e l e c t r i c  u t i l i t i e s  at a 

p r i c e  th a t  is b e l o w  m a r k e t  value.

(c) T h e  l e g i s l a t u r e  f i nds that the p r o p e r  e x e r c i s e  o f  the d i s c r e t i o n  

c o n f e r r e d  o n  the c o m m i s s i o n e r  b y  this A c t  w o u l d  s u p p o r t  a n d  c o m p l e m e n t  the 

o t h e r  p r o g r a m s  that a s s i s t  the c i t i z e n s  o f  the s t a t e  w i t h  t h e i r  l o n g - t e r m  

gas a n d  e l e c t r i c a l  ne e d s ,  i n c l u d i n g  the p o w e r  co s t  e q u a l i z a t i o n  p r o g r a m  

u n d e r  A S  4 4 . 8 3 . 1 6 2  - 4 4 . 8 3 . 1 6 5  a n d  h y d r o e l e c t r i c  a n d  o t h e r  p r o g r a m s  f o r  the 

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

(d) T h e  l e g i s l a t u r e  f i n d s  that the s t a t e  s h o u l d  a d o p t  a p o l i c y  for

-1- C S S B  309( )
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the sa l e  o f  r o y a l t y  gas to gas or e l e c t r i c  u t i l i t i e s  f o r  i n - s t a t e  c o n s u m e r  

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

f r o m  the p o l i c i e s  of  the s t a t e  f o r  the s a l e  o f  r o y a l t y  oil a n d  f o r  the sa l e  

of  r o y a l t y  gas for e x p o r t  f r o m  the s t a t e  or f o r  u s e s  o t h e r  t h a n  i n - s t a t e  

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

* Sec. 2. AS 3 8 . 0 5 . 1 8 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 read:

(aa) W i t h i n  90 days a f t e r  the w r i t t e n  r e q u e s t  o f  a l e s s e e  of  a

l e a s e  i s s u e d  u n d e r  this section, u n l e s s  the c o m m i s s i o n e r  m a k e s  a 

w r i t t e n  f i n d i n g  b a s e d  on  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  th a t  the c o n­

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

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

sta t e  gas a n d  e l e c t r i c  c o n s u m e r s ,  the c o m m i s s i o n e r  s h all e n t e r  i n t o  a n  

a g r e e m e n t  w i t h  the l e s s e e  to u s e  the p r i c e  for the gas e s t a b l i s h e d  in 

the c o n t r a c t  b e t w e e n  the l e s s e e  a n d  a gas or e l e c t r i c  u t i l i t y ,  i f  the 

l e s s e e  a n d  the u t i l i t y  are n o t  r e l a t e d  in m a n a g e m e n t ,  o w n e r s h i p ,  or 

o t h e r  aspect, as the v a l u e  of the s t a t e ' s  r o y a l t y  s h a r e  o f  gas p r o d u c­

tio n  s o l d  b y  the l e s s e e  u n d e r  the c o n t r a c t  to the u t i l i t y .  In this 

s u b s e c t i o n

(1) "gas or e l e c t r i c  u t i l i t y "  i n c l u d e s  an  e l e c t r i c  c o o p e r a­

tive o r g a n i z e d  u n d e r  A S  10.25, a m u n i c i p a l  u t i l i t y ,  a n d  a g a s  or

e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  A f  42.05; and

(2) " p r i c e  f o r  the gas e s t a b l i s h e d  in the c o n t r a c t "  i n­

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

a n d  o t h e r  f o rms of c o n s i d e r a t i o n  p a i d  b y  the gas or  e l e c t r i c  u t i l i t y  

u n d e r  the contract.

* Sec. 3. A S  3 8 . 0 5 . 1 8 3  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 read:

(h) T h e  c o m m i s s i o n e r  m a y  e n t e r  i n t o  a c o n t r a c t  to se l l  r o y a l t y  

gas t a k e n  in k i n d  b y  the s t a t e  to a gas o r  e l e c t r i c  u t i l i t y  at less 

t h a n  the m a r k e t  v a l u e  o f  the r o y a l t y  gas if the c o m m i s s i o n e r ,  a f t e r  

C S S B  309( ) -2-
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c o n s i d e r i n g  the c o n s u m e r  b e n e f i t s ,  o t h e r  b e n e f i t s ,  a n d  d e t r i m e n t s  of 

the sale, m a k e s  a w r i t t e n  f i n d i n g  t h a t  t h e  s a l e  is in the b e s t  i n t e r­

est o f  the state. In th i s  s u b s e c t i o n ,  "gas or  e l e c t r i c  u t i l i t y "  

i n c l u d e s  a n  e l e c t r i c  c o o p e r a t i v e  o r g a n i z e d  u n d e r  A S  10.25, a m u n i c i p a l  

u t i l i t y ,  a n d  a gas or e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  A S  42.05.

* Sec. 4. AS 3 8 . 0 5 . 8 1 0 ( a )  is a m e n d e d  to read:

(a ) E x c e p t  as o t h e r w i s e  p r o v i d e d  i n  A S  3 8 . 0 5 . 1 8 3 ( h ) ,  the [T H E ] 

lease, sale, or o t h e r  d i s p o s a l  o f  s t a t e  l a n d  or r e s o u r c e s  m a y  be m a d e  

to a s t a t e  or f e d e r a l  a g e n c y  or p o l i t i c a l  s u b d i v i s i o n ,  o r  the lease, 

sale, or  d i s p o s a l  of  co a l  d e p o s i t s  s u i t a b l e  f o r  m i n i n g  m a y  b e  m a d e  to 

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

c o o p e r a t i v e  a s s o c i a t i o n  o r g a n i z e d  to p a r t i c i p a t e  u n d e r  the F e d e r a l  

R u r a l  E l e c t r i f i c a t i o n  A c t  f o r  the p u r p o s e  o f  g e n e r a t i n g  e l e c t r i c  p o w e r  

a n d  e n e r g y  or  the p r o d u c t i o n  of p r o c e s s  steam, or both, f o r  less t h a n  

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

c o m m i s s i o n e r  to b e  f a i r  a n d  p r o p e r  a n d  in the b e s t  i n t e r e s t s  o f  the 

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

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

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

w a s  a c q u i r e d  b y  the state. j

*  Sec. 5. S e c t i o n  2 o f  this A c t  a p p l i e s  to a g r e e m e n t s  to e s t a b l i s h  for 

a l e a s e  i s s u e d  u n d e r  A S  3 8 . 0 5 . 1 8 0  the i n - v a l u e  r o y a l t i e s  o n  gas p r o d u c t i o n  

that is s o l d  u n d e r  a c o n t r a c t  e n t e r e d  i n t o  o n  or a f t e r  the e f f e c t i v e  d a t e  

o f  this A c t  b e t w e e n  the s t a t e ' s  l e s s e e  a n d  a g a s  or e l e c t r i c  u t i l i t y .

* Sec. 6. T h i s  A c t  t akes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  A S  01„- 

1 0 . 0 7 0 ( c ) .
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O r i g i n a l  sponsors: Faiks, K e l l y
and V . F i s c h e r

IN T H E  S E N A T E  BY  T H E  R U L E S  C O M M I T T E E

CS F O R  S E N A T E  BI L L  NO. 309 (Rules)

IN T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF  A L A S K A  

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

A  B I L L

F o r  an A c t  entitled: " A n  A c t  r e l a t i n g  to r o y a l t y  gas c o n tracts; and p r o­

v i d i n g  for an e f f e c t i v e  date."

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF ALASKA:

* S e c t i o n  1. F I N D INGS. (a) T h e  l e g i s l a t u r e  finds that the b e s t  i n t e r­

est of the s tate w i l l  b e  s e r v e d  if the c o m m i s s i o n e r  of n a t u r a l  r e s o u r c e s  is 

a u t h o r i z e d  to e s t a b l i s h  the i n - v a l u e  r o y a l t y  for •'gas s o l d  to a gas or 

e l e c t r i c  u t i l i t y  b y  u s i n g  the c o n t r a c t  p r i c e  b e t w e e n  the l e s s e e  of the 

s t a t e  a n d  the u tility, w h e t h e r  or n o t  the gas lease e s t a b l i s h e s  a d i f f e r e n t  

s t a n d a r d  f o r  the v a l u a t i o n  a n d  if the l e s s e e  and the u t i l i t y  are not r e­

l a t e d  to e a c h  other. T h e  l e g i s l a t u r e  finds that this a u t h o r i z a t i o n  s h o u l d  

a p p l y  p r o s p e c t i v e l y  a n d  does n o t  i n t e n d  the a u t h o r i z a t i o n  to a p p l y  to the 

v a l u a t i o n  for r o y a l t y  p u r p o s e s  of gas sold b y  a le s s e e  u n d e r  a gas sales 

c o n t r a c t  e n t e r e d  into b e f o r e  the e f f e c t i v e  d a t e  of this Act.

(b) T h e  l e g i s l a t u r e  finds that it is al s o  in the b e s t  i n t e r e s t  of the 

s t a t e  to g i v e  the c o m m i s s i o n e r  e x p l i c i t  d i s c r e t i o n a r y  a u t h o r i t y  to sell

r o y a l t y  gas r e c e i v e d  in k i n d  b y  the s t ate to gas or e l e c t r i c  u t i l i t i e s  at a 

p r i c e  th a t  is b e l o w  m a r k e t  value.

(c) T h e  l e g i s l a t u r e  finds that the p r o p e r  e x e r c i s e  cf the d i s c r e t i o n  

c o n f e r r e d  o n  the c o m m i s s i o n e r  by  this A c t  w o u l d  s u p p o r t  a n d  c o m p l e m e n t  the 

o t h e r  p r o g r a m s  that a s s i s t  the c i t i z e n s  of the s t a t e  w i t h  t h e i r  l o n g - t e r m  

gas a n d  e l e c t r i c a l  needs, i n c l u d i n g  the p o w e r  cost e q u a l i z a t i o n  p r o g r a m  

u n d e r  A S  4 4 . 8 3 . 1 6 2  - 4 4 . 8 3 . 1 6 5  and h y d r o e l e c t r i c  and o t h e r  p r o g r a m s  for the 

g e n e r a t i o n  of e l e c t ricity.

(d) T h e  l e g i s l a t u r e  finds that the s tate s h o u l d  a dopt a p o l i c y  for
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the sa l e  of r o y a l t y  gas to gas or e l e c t r i c  u t i l i t i e s  for i n - s t a t e  c o n s u m e r  

u s e  a n d  i n - s t a t e  g e n e r a t i o n  of e l e c t r i c i t y  that is f u n d a m e n t a l l y  d i f f e r e n t  

f r o m  the p o l i c i e s  of the s t a t e  for the sale of r o y a l t y  o i l  a n d  for the sale 

of r o y a l t y  gas for e x p o r t  f r o m  the s tate o r  for u s e s  o t h e r  t h a n  i n - s t a t e  

c o n s u m e r  u s e  a n d  i n - s t a t e  g e n e r a t i o n  of ele c t r i c i t y .

(e) T h e  l e g i s l a t u r e  finds it is in the s t a t e ' s  b e s t  i n t e r e s t  to 

f a c i l i t a t e  the f i n a n c i n g  a n d  c o n s t r u c t i o n  o f  a p i p e l i n e  a n d  i n c r e a s e d  gas 

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

w h i c h  the s t ate c o u l d  c o m m i t  itself to a r o y a l t y  v a l u a t i o n  m e t h o d o l o g y  for 

as long as the s t a t e  takes its r o y a l t y  s h a r e  of gas p r o d u c t i o n  in value.

* Sec. 2. AS 3 8 . 0 5 . 1 8 0  is a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  to read:

(aa) W i t h i n  90 days a f t e r  the w r i t t e n  r e q u e s t  of  a l e s s e e  o f  a 

l e a s e  i s s u e d  u n d e r  this section, u n l e s s  the c o m m i s s i o n e r  m a k e s  a 

w r i t t e n  f i n d i n g  b a s e d  on  c l ear and c o n v i n c i n g  e v i d e n c e  t h a t  the c o n­

tract  p r i c e  is u n r e a s o n a b l y  l o w  a n d  th a t  a p r o s p e c t i v e  r e d u c t i o n  in 

r o y a l t y  r e c e i p t s  w o u l d  not b<* b a l a n c e d  b y  i n c r e a s e d  b e n e f i t s  to i n­

state  gas a n d  e l e c t r i c  consumers, the c o m m i s s i o n e r  s h a l l  e n t e r  i n t o  an 

a g r e e m e n t  w i t h  the le s s e e  to u s e  the p r i c e  for the gas e s t a b l i s h e d  in 

the c o n t r a c t  b e t w e e n  the lessee a n d  a gas or e l e c t r i c  u t i l i t y ,  if the 

l e s s e e  a n d  the u t i l i t y  are n o t  r e l a t e d  in m a n a g e m e n t ,  o w n e r s h i p ,  or 

o t h e r  aspect, as the v a l u e  of the s t a t e ' s  r o y a l t y  s h a r e  o f  gas p r o d u c­

tio n  s o l d  b y  the l e s s e e  u n d e r  the c o n t r a c t  to the u t i l i t y .  I n  this 

s u b s e c t i o n

(1) "gas or e l e c t r i c  u t i l i t y "  in c l u d e s  a n  e l e c t r i c  c o o p e r a­

tive o r g a n i z e d  u n d e r  AS 10.25, a m u n i c i p a l  u t i l i t y ,  a n d  a gas or 

e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  AS  42.05; and

(2) " p r i c e  for the gas e s t a b l i s h e d  in the c o n t r a c t "  i n­

cludes tax r e i m b u r s e m e n t  amounts, d e l i v e r a b i l i t y  a n d  o t h e r  c h arges, 

a nd o t h e r  forms of c o n s i d e r a t i o n  p a i d  b y  the gas or e l e c t r i c  u t i l i t y
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u n d e r  the contract.

(bb) In the e v e n t  of a c o n t r a c t  b e t w e e n  p a r t i e s  that are u n r e l a t­

ed in m a n a g e m e n t ,  ownership, or o t h e r  asp e c t  for the sale o f  gas f r o m  

P r u d h o e  B a y  r e s e r v o i r  gas leases b y  m e a n s  of d e l i v e r y  of the gas 

t h r o u g h  a p i p e l i n e  for e x p o r t  out of the state, a n d  w i t h i n  90 days 

a f t e r  the w r i t t e n  r e q u e s t  of  a l e s s e e  of a l ease i s s u e d  u n d e r  this 

section, u n l e s s  the c o m m i s s i o n e r  m a k e s  a w r i t t e n  f i n d i n g  that the 

c o n t r a c t  p r i c e  does n o t  a s s u r e  the m a x i m u m  b e n e f i t s  to the p e o p l e  of 

the s t a t e  in r e t u r n  for the s t a te's gas r e s ources, the c o m m i s s i o n e r  

s h all e n t e r  into an a g r e e m e n t  w i t h  the lessee to u s e  the p r i c e  for the 

gas e s t a b l i s h e d  in the gas sales c o n t r a c t  as the v a l u e  of the s t a t e ' s  

r o y a l t y  s hare of gas p r o d u c t i o n  sold b y  the le s s e e  u n d e r  the gas sales 

contract. T h e  l e s s e e  shall h a v e  the b u r d e n  of p r o v i d i n g  all i n f o r m a­

ti o n  n e c e s s a r y  for the c o m m i s s i o n e r  to m a k e  an i n f o r m e d  decis i o n ,  and 

s h all p r o v i d e  c l e a r  and c o n v i n c i n g  e v i d e n c e  that the v a l u e  o f  the gas 

is r e f l e c t e d  b y  the gas sales c o n t r a c t  p r i c e  r a t h e r  t h a n  b e i n g  a t t r i­

b u t e d  to t r a n s p o r t a t i o n ,  m a r k e t i n g ,  or o t h e r  p r o f i t  or cost centers. 

In this subse c t i o n ,  " p r i c e  for the gas e s t a b l i s h e d  in the gas sales 

c o n t r a c t "  inc l u d e s  tax r e i m b u r s e m e n t  amounts, d e l i v e r a b i l i t y  a n d  o t h e r  

charges, a n d  o t h e r  forms of c o n s i d e r a t i o n  r e c e i v e d  b y  the le s s e e  u n d e r  

the gas sales contract.

Sec. 3. A S  3 8 . 0 5 . 1 8 3  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 read:

(h) T h e  c o m m i s s i o n e r  m a y  e n t e r  into a c o n t r a c t  to sell r o y a l t y  

gas t a k e n  in k i n d  by  the s t ate to a gas or e l e c t r i c  u t i l i t y  at less 

th a n  the m a r k e t  v a l u e  of the r o y a l t y  gas if the c o m m i s s i o n e r ,  a fter 

c o n s i d e r i n g  the c o n s u m e r  benef i t s ,  o t h e r  benef i t s ,  and d e t r i m e n t s  of 

the sale, m a k e s  a w r i t t e n  f i n d i n g  that the sale is in the be s t  i n t e r­

est of the state. In this s u bsection, "gas or e l e c t r i c  u t i l i t y "  

i n c l u d e s  an e l e c t r i c  c o o p e r a t i v e  o r g a n i z e d  u n d e r  AS  10.25, a m u n i c i p a l
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ut i l i t y ,  and a gas or e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  A S  42.05.

* Sec. 4. AS 3 8 . 0 5 . 8 1 0 ( a )  is a m e n d e d  to read:

(a) E x c e p t  as o t h e r w i s e  p r o v i d e d  in AS 3 8 . 0 5 . 1 8 3 ( h ) ,  the [THE] 

lease, sale, or o t h e r  d i s p o s a l  of s t a t e  l a n d  or r e s o u r c e s  m a y  b e  m a d e  

to a s tate or f e d e r a l  a g e n c y  or p o l i t i c a l  s u b d i v i s i o n ,  or the lease, 

sale, or d i s p o s a l  of coal d e p o s i t s  s u i t a b l e  for m i n i n g  m a y  b e  m a d e  to 

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

c o o p e r a t i v e  a s s o c i a t i o n  o r g a n i z e d  to p a r t i c i p a t e  u n d e r  the F e d e r a l  

R u r a l  E l e c t r i f i c a t i o n  A c t  for the p u r p o s e  of g e n e r a t i n g  e l e c t r i c  p o w e r  

a n d  e n e r g y  or the p r o d u c t i o n  of p r o c e s s  steam, or both, for less th a n  

the a p p r a i s e d  v a l u e  as d e t e r m i n e d  b y  the d i r e c t o r  and a p p r o v e d  b y  the 

c o m m i s s i o n e r  to be fa i r  a n d  p r o p e r  a n d  in the b e s t  i n t e r e s t s  of the 

p ublic, w i t h  due c o n s i d e r a t i o n  g i v e n  to the n a t u r e  of the p u b l i c  

s er v i c e s  or f u n c t i o n  r e n d e r e d  b y  the agency, s u b d i v i s i o n ,  or u t i l i t y  

m a k i n g  a p p l i c a t i o n ,  and of the terms of the g r a n t  u n d e r  w h i c h  the la n d  

w a s  a c q u i r e d  b y  the state.

* Sec. 5. AS 3 8 . 0 5 . 1 8 0  ( a a ) , e n a c t e d  b y  sec. 2 of this Act, a p p l i e s  to 

a g r e e m e n t s  to e s t a b l i s h  for a lease i s s u e d  u n d e r  AS 3 8 . 0 5 . 1 8 0  the i n - v a l u e  

r o y a l t i e s  on gas p r o d u c t i o n  that is s o l d  u n d e r  a c o n t r a c t  e n t e r e d  into on 

or a f t e r  the e f f e c t i v e  date of this A c t  b e t w e e n  the stat e ' s  l e s s e e  a n d  a 

gas or e l e c t r i c  utility.

* Sec. 6. Th i s  A c t  takes ef f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS  01.- 

1 0 . 0 7 0 ( c ) .
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B a n n i s t e r
2 / 2 6 / 8 6

O r i g i n a l  s p o n sors: Faiks, K e l l y
a n d  V . F i s c h e r

IN T H E  S E N A T E

CS F O R  S E N A T E  B I L L  NO. 309 ( )

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

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

A  B I L L

F o r  a n  A c t  e n t i t l e d :  "An A c t  r e l a t i n g  to r o y a l t y  gas c o n t r a c t s ;  a n d  p r o ­

v i d i n g  f o r  an e f f e c t i v e  d a t e . "

BE  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. F I N D I N G S .  (a) T h e  l e g i s l a t u r e  f i n d s  t h a t  the b e s t  i n t e r­

est  o f  the s t a t e  w i l l  be  s e r v e d  if the c o m m i s s i o n e r  of  n a t u r a l  r e s o u r c e s  is 

a u t h o r i z e d  to e s t a b l i s h  the i n - v a l u e  r o y a l t y  f o r  gas s o l d  to a g a s  or  

e l e c t r i c  u t i l i t y  b y  u s i n g  the c o n t r a c t  p r i c e  b e t w e e n  the l e s s e e  o f  the 

s t a t e  and the u t i l i t y ,  w h e t h e r  or n o t  t h e  gas l e a s e  e s t a b l i s h e s  a d i f f e r e n t  

s t a n d a r d  for . the v a l u a t i o n  a n d  if the l e s s e e  a n d  the u t i l i t y  a r e  n o t  r e ­

l a t e d  to e a c h  other. T h e  l e g i s l a t u r e  f i n d s  t h a t  this a u t h o r i z a t i o n  s h o u l d  

a p p l y  p r o s p e c t i v e l y  a n d  does n o t  i n t e n d  the a u t h o r i z a t i o n  to a p p l y  to the 

v a l u a t i o n  for r o y a l t y  p u r p o s e s  o f  gas s o l d  b y  a l e s s e e  u n d e r  a g a s  s a l e s  

c o n t r a c t  e n t e r e d  in t o  b e f o r e  the e f f e c t i v e  d a t e  o f  this Act.

(b) T h e  l e g i s l a t u r e  f i nds t h a t  it is a l s o  in the b e s t  i n t e r e s t  o f  the 

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

r o y a l t y  gas r e c e i v e d  in k i n d  b y  the s t a t e  to gas or  e l e c t r i c  u t i l i t i e s  at a 

p r i c e  that is b e l o w  m a r k e t  va l u e .

(c) T h e  l e g i s l a t u r e  f i n d s  th a t  the p r o p e r  e x e r c i s e  o f  the d i s c r e t i o n  

c o n f e r r e d  on the c o m m i s s i o n e r  b y  this A c t  w o u l d  s u p p o r t  a n d  c o m p l e m e n t  the 

o t h e r  p r o g r a m s  that a s s i s t  the c i t i z e n s  of  the s t a t e  w i t h  t h e i r  l o n g - t e r m  

g a s  a n d  e l e c t r i c a l  needs, i n c l u d i n g  the p o w e r  co s t  e q u a l i z a t i o n  p r o g r a m  

u n d e r  A S  4 4 . 8 3 . 1 6 2  - 4 4 . 8 3 . 1 6 5  a n d  h y d r o e l e c t r i c  a n d  o t h e r  p r o g r a m s  f o r  the 

g e n e r a t i o n  of e l e c t r i c i t y .

(d) T h e  l e g i s l a t u r e  f i n d s  that the s t a t e  s h o u l d  a d o p t  a p o l i c y  f o r
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the s a l e  o f  r o y a l t y  gas to gas o r  e l e c t r i c  u t i l i t i e s  for i n - s t a t e  c o n s u m e r  

u s e  a n d  i n - s t a t e  g e n e r a t i o n  o f  e l e c t r i c i t y  that is f u n d a m e n t a l l y  d i f f e r e n t  

f r o m  the p o l i c i e s  o f  the s t a t e  f o r  the sa l e  of r o y a l t y  o i l  a n d  for the sale 

o f  r o y a l t y  gas f o r  e x p o r t  f r o m  the s t a t e  o r  f o r  u s e s  o t h e r  t h a n  i n - s t a t e  

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

* Sec. 2. A S  3 8 . 0 5 . 1 8 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 read:

(aa) W i t h i n  90 d a y s  a f t e r  the w r i t t e n  r e q u e s t  of  a l e s s e e  o f  a 

l e a s e  i s s u e d  u n d e r  th i s  sec t i o n ,  u n l e s s  the c o m m i s s i o n e r  m a k e s  a 

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

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

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

state gas a n d  e l e c t r i c  c o n s u m e r s ,  the c o m m i s s i o n e r  s h a l l  e n t e r  i n t o  an 

a g r e e m e n t  w i t h  the l e s s e e  to u s e  the p r i c e  for the gas e s t a b l i s h e d  in 

the c o n t r a c t  b e t w e e n  the l e s s e e  a n d  a gas or e l e c t r i c  u t i l i t y ,  if the 

l e s s e e  a n d  the u t i l i t y  a r e  n o t  r e l a t e d  in m a n a g e m e n t ,  o w n e r s h i p ,  or 

o t h e r  a s p e c t ,  as the v a l u e  of the s t a t e ' s  r o y a l t y  s h a r e  o f  gas p r o d u c­

tion s o l d  b y  the l e s s e e  u n d e r  the c o n t r a c t  to the u t i l i t y .  In this 

s u b s e c t i o n

(1) "gas or e l e c t r i c  u t i l i t y "  i n c l u d e s  an e l e c t r i c  c o o p e r a­

tive o r g a n i z e d  u n d e r  A S  10.25, a m u n i c i p a l  u t i l i t y ,  a n d  a gas or 

e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  A S  42.05; and

(2) " p r i c e  f o r  the gas e s t a b l i s h e d  in the c o n t r a c t "  i n­

clu d e s  t a x  r e i m b u r s e m e n t  amo u n t s ,  d e l i v e r a b i l i t y  a n d  o t h e r  c h a r g e s ,  

an d  o t h e r  f o r m s  of c o n s i d e r a t i o n  p a i d  b y  the gas or e l e c t r i c  u t i l i t y  

u n d e r  the c o n t r a c t .

* Sec. 3. AS  3 8 . 0 5 . 1 8 3  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 read:

(h) T h e  c o m m i s s i o n e r  m a y  e n t e r  into a c o n t r a c t  to s e l l  r o y a l t y
■

gas t a k e n  in k i n d  b y  the s t a t e  to a gas or  e l e c t r i c  u t i l i t y  at less 

t h a n  t h e  m a r k e t  v a l u e  o f  the r o y a l t y  gas if the c o m m i s s i o n e r ,  a f t e r  
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c o n s i d e r i n g  t h e  c o n s u m e r  b e n e f i t s ,  o t h e r  b e n e f i t s ,  a n d  d e t r i m e n t s  of 

the sale, m a k e s  a w r i t t e n  f i n d i n g  t h a t  the s a l e  is in the b e s t  i n t e r­

est of t h e  state. In this s u b s e c t i o n ,  " g a s  o r  e l e c t r i c  u t i l i t y "  

i n c l u d e s  an e l e c t r i c  c o o p e r a t i v e  o r g a n i z e d  u n d e r  A S  10.25, a m u n i c i p a l  

u t i l i t y ,  a n d  a gas or e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  A S  42.05.

*  Sec. 4. AS  3 8 . 0 5 . 8 1 0 ( a )  is a m e n d e d  i_o read:

(a) E x c e p t  as o t h e r w i s e  p r o v i d e d  in A S  3 8 . 0 5 . 1 8 3 ( h ) ,  the (THE] 

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

to a s t a t e  o r  f e d e r a l  a g e n c y  or  p o l i t i c a l  s u b d i v i s i o n ,  or  the lease, 

sale, or d i s p o s a l  of c o a l  d e p o s i t s  s u i t a b l e  f o r  m i n i n g  m a y  be  m a d e  to 

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

c o o p e r a t i v e  a s s o c i a t i o n  o r g a n i z e d  to p a r t i c i p a t e  u n d e r  t h e  F e d e r a l  

R u r a l  E l e c t r i f i c a t i o n  A c t  f o r  the p u r p o s e  o f  g e n e r a t i n g  e l e c t r i c  p o w e r  

a nd e n e r g y  or  the p r o d u c t i o n  of p r o c e s s  st e a m ,  or both, f o r  less t h a n  

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

c o m m i s s i o n e r  to b e  f a i r  a n d  p r o p e r  a n d  in the b e s t  i n t e r e s t s  o f  the 

public, w i t h  due c o n s i d e r a t i o n  g i v e n  to the n a t u r e  o f  the p u b l i c  

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

m a k i n g  a p p l i c a t i o n ,  a n d  o f  the terms o f  the g r a n t  u n d e r  w h i c h  the land 

w a s  a c q u i r e d  b y  the state.

*  Sec. 5. S e c t i o n  2 of this A c t  a p p l i e s  to a g r e e m e n t s  to e s t a b l i s h  for 

a l ease i s s u e d  u n d e r  A S  3 8 . 0 5 . 1 8 0  the i n - v a l u e  r o y a l t i e s  on g a s  p r o d u c t i o n  

that is s o l d  u n d e r  a c o n t r a c t  e n t e r e d  in t o  o n  or  a f t e r  the e f f e c t i v e  d a t e  

o f  this A c t  b e t w e e n  the s t a t e ' s  l e s s e e  and a g a s  o v  e l e c t r i c  u t i l i t y .

*  Sec. 6. T h i s  A c t  takes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  A S  01.- 

10.070(c) .
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P O S S I B L E  A M E N D M E N T  TO CS FOR S!

Add to a e a t i o n  < 1) < b) the f o l l o w i n g  l a n g u a g e  at the end of the 

paragraph:

The l e g i s l a t u r e  f i n d s  it is in the s t a t e ' s  best i n t e r e s t  to 

f a c i l i t a t e  the f i n a n c i n g  and c o n s t r u c t i o n  of a p i p e l i n e  and 

i n c r e a s e d  gas p r o d u c t i o n  f r o m  the A l a s k a  N o r t h  S l o p e  gas fields 

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

i t s e l f  to a r o y a l t y  v a l u a t i o n  m e t h o d o l o g y  for so l o n g  as the

Add to s e c t i o n  2 a n e w  s u b s e c t i o n  ( b b ) :

In the e vent of a c o n t r a c t  b e t w e e n  p a r t i e s  w h i c h  are u n r e l a t e d  

in m a n a g e m e n t ,  o w n e r s h i p ,  or other a s p e c t  for the s a l e  of gas 

f r o m  A l a s k a ' s  N o r t h  S l o p e  gas leases b y  m e a n s  of d e l i v e r y  

t h r o u g h  a p i p e l i n e  for e x p o r t  out of Alaska, w i t h i n  n i n e t y  days 

a fter the w r i t t e n  r e q u e s t  of a leasee of a l e a s e  i s s u e d  u n der 

this s e ction, u n l e s s  the C o m m i s s i o n e r  m a k e s  a w r i t t e n  f i n d i n g  

that t h e  c o n t r a c t  p r i c e  doe3 not a s s u r e  the m a x i m u m  b e n e f i t s  

to the p e o p l e  of A l a s k a  in r e t u r n  for the s t a t e’s gas 

r e s o u r c e s ,  the C o m m i s s i o n e r  shall e n t e r  i n t o  an a g r e e m e n t  w i t h  

the l e s s e e  to use the p r i c e  for the gas e s t a b l i s h e d  in the gas 

s ales c o n t r a c t  as the v a l u e  of the s t a t e ' s  r o y a l t y  s h are of gas 

p r o d u c t i o n  s o l d  b y  the l e s s e e  under the contract. The l e s s e e  

shall ha v e  the b u r d e n  of p r o v i d i n g  all i n f o r m a t i o n  n e c e s s a r y  

for t h e  C o m m i s s i o n e r  to m a k e  an i n f o r m e d  finding, and must

r o y a l t y  s h a r e  of gas p r o d u c t i o n  in value.



p r o v i d e  c l e a r  and c o n v i n c i n g  e v i d e n c e  that the v a l u e  of the gas 

is r e f l e c t e d  in the c o n t r a c t  price r a t h e r  t h a n  b e i n g  a t t r i b u t e d  

to t r a n s p o r t a t i o n ,  mar k e t i n g ,  or o t h e r  p r o f i t  or cost centers. 

F o r  the p u r p o s e  of this subsection, the t e r m  " p r i c e  for gas 

e s t a b l i s h e d  in the gas s a l e s  c o n t r a c t "  i n c l u d e s  tax 

r e i m b u r s e m e n t  amounts, d e l i v e r a b i l i t y  and o t h e r  charges, and 

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

contract.
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IN THE SENATE BY THE RULES COMMITTEE

H OUSE CS^ F O R  CS FOR SENATE B I L L  NO. 309 (Rules) 

IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH L E G I S LATURE - SECOND SESSION

A  B ILL

For an Act entitled: "An Act relating to royalty gas contracts; and pro-

BE IT ENACTED BY THE L EGISLATURE OF THE STATE OF ALASKA:

* Section 1. FINDINGS. The legislature finds that the best interest of 

the state will be served if the c o m m i ssioner of natural resources is a u­

thorized to es tablish the in-value royalty for gas sold to a gas or e l e c­

tric utility by using the contract price b e t w e e n  the lessee of the state 

and the utility, wheth e r  or not the gas lease establishes a different s t a n­

dard for the v a l u a t io n  and if the lessee and the utility a e not related to 

each other. The legislature finds that this a u t h orization should apply 

p r o s pectively and does not intend the a u t h o r i z a ti o n  to apply to the v a l­

uat i o n  for royalty purposes of gas sold by a lessee u n d e r  a gas sales 

contract entered into before the effective date of this Act. The l e g i s l a­

ture does not intend this Act to apply to the policies of the state r e g a r d­

ing the value of the state's royalty share of oil production.

* Sec. 2. AS 58.05.180 is amended by adding new subsections to read:

(aa) Within 90 days after the w r i t t e n  request of a lessee of a 

lease issued under this section, the commissioner shall enter into an

agreement wit h  the lessee to use the price for the gas establ i s h ed  in

the contract betw e e n  the lessee and a gas or electric u t il i t y  as the 

value of the state's royalty share of gas produ c ti o n  sold by the 

lessee u n de r  the contract unless the commissioner makes a writ t e n  

finding, based on clear and convincing evidence, that

v iding for an effective date."

(1) the contract price is u nr e a sonably low;
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(2) the prospective reduction in royalty receipts w ould not 

be balanced by increased benefits to in-state gas and electric c o n­

sumers ;

(3) the lessee and the utility are related in management, 

ownership, or other aspect; and

(4) the contract price is not in the best interest of the

state.

(bb) In (aa) of this section

(1) "gas or electric utility" includes an electric c o o p e r a­

tive organized under AS 10.25, a municipal utility, and a gas or 

electric utility regulated under AS 42.05;* provided that if the c o n­

tract gas is transmitted to consumers through a pipeline and the gas 

utility either owns the pipeline or is related in ownership to the 

owner of the pipeline, then the gas utility qualifies as a "gas or 

electric utility" wit h i n  the meaning of this paragraph only if it is 

bound or agrees to be bound by the covenants set out in AS 38.35.120; ^

(2) "price for the gas established in the contract" i n­

cludes tax reimbursement amounts, deliverability and other charges, 

and other forms of consideration paid by the gas or electric utility 

under the contract;

(3) "state's royalty share of gas production" does not 

include the state's royalty share of gas production from land patented 

to the state under

(A) P.L. 84-830, 70 Stat. 709 (Alaska Mental Health

Enabling Act);

(B) 38 Stat. 1214 (Act of M a r c h  4, 1915); or

(C) 43 U.S.C. 1635 in settlement of the claims of the

state under 3C Stat. 1214.

Sec. 3. AS 38.05.183 is amended by adding a new subsection to read:

■ r * '



(h) U p o n  legislative approval, the commissioner ma y  enter into a

contract to sell royalty gas taken in k i n d  .by the state to a gas or
<vY |en> b i o ­

e l e c t r i c  utility at a negot i a t e d  price for the gas if the

commissioner, after considering the consumer benefits, other benefits,

and detriments of the sale, makes a w r i t t e n  finding that the sale is
I

in the best interest of the state. In this subsection,
I

(1) "gas or electric utility" has the m e a n i n g  given in 

AS 3 8 . 0 5 . 1 80 ( b b );
4

(2) "royalty gas taken in k ind by the state" does not 

include royalty gas taken in k in d  by the state from gas production on 

land patented to the state under

(A) P.L. 84-830, 70 Stat. 709 (Alaska Mental Health 

Enabling Act);

(B) 38 Stat. 1214 (Act of M a r c h  4, 1915); or

(C) 43 U.S.C. 1635 in settlement of the claims of the 

state under 38 Stat. 1214.

* Sec. 4. AS 38.05.810(a) is amended to read:

(a) Except as otherwise p r o v i d e d in AS 38.05.183(h), the [THE] 

lease, sale, or other disposal of state land or resources may be made 

to a state or federal agency or political subdivision, or the lease, 

sale, or disposal of coal deposits suitable for m i n i n g  may be made to 

a utility owned and operated by a government agency or nonprofit 

cooperative association organized to p articipate u n d e r  the Federal 

Rural E l e c t r ification Act for the purpose of genera t i n g  electric power 

and energy or the produ c t i o n  of process steam, or both, for less than 

the appraised value as determined by the d i r ector and approved by the 

commissioner to be fair and proper and in the best interests of the 

public, with due consideration g iven to the nature of the public 

services or function rendered by the agency, subdivision, or utility
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making application, and of the terms of the grant u n d e r  wh i c h  the land 

was acquired by the state.

* Sec. 5. AS 38.0.5.1 8 0 ( a a ) , enacted by sec. 2 of this Act, applies to

agreements to establish for a lease issued u nder AS 38.05.180 the in-value

royalties on gas production that is sold under a contract entered into on

or after the effective date of this Act bt ween the state's lessee and a

gas or electric utility.

* Sec. 6. This Act takes effect immediately in accordance wit h  AS 01.- 

10.070(c).
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UEPAKtTAIENT OF NATURAL RESOURCES

OFFICE OF THE COMMISSIONER

POUCHM
JUNEAU, ALASKA 99811 
PHONE: 907-465-2400

BILL SHEFFIELD, GOVERNOR

M a r c h  18, 1986

T h e  H o n o r a b l e  A r l i s s  S t u r g u l e w s k i  
C h a i r ,  S e n a t e  R e s o u r c e s  C o m m i t t e e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
J u n e a u ,  A K  9 9 8 1 1  »

T h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  has r e v i e w e d  S B  327, a 
b i l l  w h i c h  a l l o w s  the d e p a r t m e n t  to g r a n t  p u r c h a s e r  c r e d i t s  
in t i m b e r  a n d  m a t e r i a l  s a l e s  for e x p e n d i t u r e s  t h a t  r e s u l t  in 
l a s t i n g  b e n e f i t s  to the st a t e .  S i n c e  r o a d s  b u i l t  to a c c e s s  
m a t e r i a l s  t y p i c a l l y  h a v e  no  e t h e r  u s e  a n d  m a t e r i a l s  for 
p u b l i c  r o a d s  are p r o v i d e d  fr e e  o f  c h a rge, n o  r e a l  p u r p o s e  is 
s e r v e d  by i n c l u d i n g  m a t e r i a l s  w i t h i n  the s cope o f  t h i s  bill. 
A c c o r d i n g l y ,  w e  r e q u e s t  t h a t  r e f e r e n c e s  to m a t e r i a l s  be  •*--
d e l e t e d  f r o m  SB 327.

W e  w o u l d  a l s o  a s k  for c l a r i f i c a t i o n  o f  the g e n e r a l  i n t e n t  of 
SB 327. If the b i l l  is i n t e n d e d  to p r o v i d e  a t i m b e r  sale 
p u r c h a s e r  w i t h  c r e d i t s  for t h e  c o s t  of  roads, b r i d g e s ,  or 
o t h e r  e x p e n s e s  a b o v e  a n d  b e y o n d  t h o s e  c r e d i t e d  u n d e r  the 
o r i g i n a l  sale c o n t r a c t ,  t h e  d e p a r t m e n t  w o u l d  be v e r y  s u p p o r­
t i v e  o f  the bill. U n d e r  t h i s  intent, the d e p a r t m e n t  w o u l d ,  
for e x a m p l e ,  be a b l e  t o  p r o v i d e  the p u r c h a s e r  w i t h  c r e d i t  
for c o n s t r u c t i n g  r o a d s  t h a t  m a y  n o t  b e  n e c e s s a r y  for 
h a r v e s t i n g  t i m b e r  b u t  w o u l d  b e  u s e f u l  to the p u b l i c  for 
h u n t i n g ,  f i s h i n g  and r e c r e a t i o n a l  access.

If, h o w e v e r ,  the i n t e n t  o f  SB 327 is to l i m i t  c r e d i t s  
a l l o w e d  the p u r c h a s e r  for r o a d s ,  b r i d g e s  and o t h e r  e x p e n s e s  
n e c e s s a r y  to h a r v e s t  t i m b e r ,  t h e  d e p a r t m e n t  w o u l d  f i n d  it ^ —  
d i f f i c u l t  to s u p p o r t  t h e  b i l l  b e c a u s e  o f  its p o s s i b l e  
d e t r i m e n t a l  a f f e c t s  o n  t h e  t i m b e r  i n d u s t r y .  C u r r e n t l y ,  
t i m b e r  sale c o n t r a c t s  s e t  s t u m p a g e  p r i c e s  at net rate, 
i n c l u s i v e  of  p r o d u c t i o n  co s t s .  R o a d s  a n d  b r i d g e s  n e e d e d  to 
a c c e s s  t i m b e r  are p u r c h a s e d  b y  the s t a t e  as p a r t  o f  the 
t i m b e r  sa l e  c o n t r a c t .

10-J9LH



T h e  Hon. A r l i s s  S t u r g u l e w s k i  -2- M a r c h  18, 1986

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

W e  w o u l d  b e  h a p p y  t o  w o r k  w i t h  t h e  b i l l ' s  s p o n s o r s  a n d  t h e  
c o m m i t t e e  c o n c e r n i n g  t h i s  b i l l .  P l e a s e  l e t  m e  k n o w  i f  I m a y  
p r o v i d e  a d d i t i o n a l  i n f o r m a t i o n  o r  a s s i s t a n c e .

S i n c e r e l y ,

E s t h e r  C. W u n n i c k e  
C o m m i s s i o n e r

cc: S e n a t o r  Ke r t t u l a
J o h n  S t u r g e o n
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S enateCommittee on &e£ource£

JUNEAU

M E M O R A N D U M

TO: All Members
Senate /Resources Committee

FRCM: S t a m N  Senate Resources Committee

RE: CSSSSB 334 (Res) "An A c t  relating to Hatcher Pass
Public Use Area"

SB 334 would establish t h e  Hatcher Pass Public Use Area. T h e  bill pro­

vides for the protection and enhancement of fish and wildlife resources, 
provided for public recreation, protects water quality, and protects 
scenic resources within the area.

The Commissioner of Natural Resource is responsible for the management of 
the surface and subsurface estate. A  management plan shall b e  adopted by 
the Department of Natural Resources with the concurrence of t h e  Commis­
sioner of Fish and Game. /  ,\ / —

The Hatcher Pass Public U s e  Area is closed to mineral entry, but existing 
valid claims remain valid.

Once established, the state m a y  acquire land within the area b y  purchase, 
exchange, or otherwise, from willing landowners for inclusion. T h e  Com­
missioner of Natural Resources m a y  not sell land within the area.

The area t o  b e  included is shewn on the attached map and consists of a 
strip of land along t h e  little Susitna River.

Enclosures:
M a p  of area

letter of Support from Mat-Su Borough 

Sample letters pro a n d  con

P. O BOX V 
. ALASKA 99011 

(907) 465-4907
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B O X  B. P A L M E R .  A L A S K A  9 9 6 4 5  • P H O N E  7 4 5 - 4 8 0 1

M a t a n u s k a - S u s it n a  B o r o u g h
BOROUGH ASSEMBLY

APff 1 o 1988

April 7, 1986

Honorable Bill Sheffield, Governor •
State of Alaska 
Pouch A
Juneau, AK 99811

RE: Hatcher Pass Recreation Area

Dear Governor Sheffield:

The .Matanuska-Susitna Borough Assembly has gone on record in the past and 
continues to strongly support the concept of development of the Hatcher 
Pass Recreation Area. A  copy of Resolution No. 86-10 adopted on February 4, 
1986 and Resolution No. 86-21 adopted February 18, 1986 are enclosed for 
your information.

The Matanuska-Susitna Borough Assembly feels a recreation area such as 
Hatcher Pass would definitely aid towards a more stable economic future for 
the Valley. They ffeel this is a viable project and have further funded 
$15,000 for a feasibility .study for a ski area at Hatcher Pass by adoption 
of Ordinance No. 86-20 (enclosed). The public participation and interest 
generated with this issue has been overwhelmingly in support of this 
development and the Borough's position remains unchanged, except perhaps 
for a stronger support of the concept.

If you should have any questions or need additional information, please feel 
‘ free to contact my office.

DJ/cls
Enclosures

cc: Conmissioner, Department of Natural Resources
Representative Eon Larson 
Representative Katie Hurley ■
Senator Jalmer Kerttula 
Senator Edna DeVries •

Sincerely,

a s
I ,' Mayor
Matanuska-Susitna Borough



P r e s e n t e d  by: M a y o r  J o n a s
I n t r o d u c e d :  0 2 / 1 8 / 8 6
D r a f t e d  by: G.L.S.

M A T A N U S K A - S U S I T N A  B O R O U G H

R e s o l u t i o n  S e r i a l  No. 8 6 - Q j

A  R E S O L U T I O N  O F  T H E  M A T A N U S K A - S U S I T N A  B O R O U G H  A S S E M B L Y  
S U P P O R T I N G  T H E  M U L T I P L E  U S E  C O N C E P T  F O R  THE A R E A  W I T H I N  THF. 
P R O P O S E D  H A T C H E R  P A S S  M A N A G E M E N T  PLAN.

W H E R E A S ,  the D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  m a d e  
a p r e s e n t a t i o n  on  a p r o p o s e d  H a t c h e r  P a s s  M a n a g e m e n t  P l a n  to 
a j o i n t  m e e t i n g  o f  the M a t a n u s k a - S u s i t n a  B o r o u g h  A s s e m b l y  
a n d  P l a n n i n g  C o m m i s s i o n  o n  F e b r u a r y  10, 1986, and

W H E R E A S ,  s a i d  p l a n  w a s  r e p r e s e n t e d  as an a t t e m p t  
to p r o v i d e  for t h e  s o u n d  d e v e l o p m e n t  o f  the s e v e r a l  n a t u r a l  
■resources a n d  p o t e n t i a l s  o f  the area, inc l u d i n g ,  b u t  n o t  
l i m i t e d  to, r e c r e a t i o n ,  t o u r i s m ,  m i n i n g ,  hunting, f i s h i n g  
a n d  wil'dlife m a n a g e m e n t ,  a n d

W H E R E A S ,  the p u b l i c  c o m m e n t s  r e g a r d i n g  use o f  the 
H a t c h e r  Pass a r e a  i n d i c a t e d  the a r e a  is s u s c e p t i b l e  to 
m u l t i p l e -  use d e v e l o p m e n t  i n c l u d i n g  p r e s e r v a t i o n  o f  s c e n i c  
q u a l i t y ,  e n h a n c e m e n t  o f  r e c r e a t i o n a l  a n d  h i s t o r i c a l  uses, 
h u n t i n g ,  f ishing, t r a p p i n g ,  c a m p i n g ,  skiing, hiki n g ,  
g r a z i n g ,  a n d  m i n e r a l  d e v e l o p m e n t ,  a n d

. W H E R E A S ,  the H a t c h e r  'Pass M a n a g e m e n t  Plan, S u b u n i t  
D e s c r i p t i o n  o f  R e s o u r c e  V a l u e s  d a t e d  D e c e m b e r  1985 i n d i c a t e s  
m a n y  o f  the s u b u n i t s  c o n t a i n  m o d e r a t e  to h i g h  m i n e r a l  
p o t e n t i a l s ,  a n d

. W H E R E A S ,  the a r e a  s h o u l d  be  d e v e l o p e d  in s u c h  a 
m a n n e r  as to m a x i m i z e  its r e c r e a t i o n a l  a n d  e c o n o m i c  b e n e f i t s  
to the p e o p l e  o f  the s t a t e  o f  A l a s k a  and the 
M a t a n u s k a - S u s i t n a  B o r o u g h ,  and

W H E R E A S ,  the m u l t i p l e  u s e  a p p r o a c h  to the m a n a g e­
m e n t  o f  t h e  H a t c h e r  Pa s s  a r e a  s h o u l d  b e  c l e a r l y  set o u t  in 
the Plan;

NOW, T H E R E F O R E ,  BE  IT R E S O L V E D  BY T H E  A S S E M B L Y  O F  
T H E  M A T A N U S K A - S U S I T N A  B O R O U G H :

1. T h a t  it s u p p o r t s  the m u l t i p l e  use c o n c e p t  
p r e s e n t e d  to it b y  the D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  for 
the m a n a g e m e n t  o f  t h e  H a t c h e r  P a s s  area.

2. T h a t  i t  s t r o n g l y  r e c o m m e n d s  the D e p a r t m e n t  of  
N a t u r a l  R e s o u r c e s  c l e a r l y  i n c o r p o r a t e  in the H a t c h e r  P a s s  
M a n a g e m e n t  P l a n  the m u l t i p l e  u s e  a p p r o a c h  to the m a n a g e m e n t



o f  the v a r i o u s  H a t c h e r  P a s s  p o t e n t i a l s  a n d  r e s o u r c e s  s u c h  as 
r e c r e a t i o n ,  t o u r i s m ,  m i n i n g ,  t i m ber, a g r i c u l t u r e ,  h u n t i n g ,  
f i s h i n g  a n d  w i l d l i f e  m a n a g e m e n t .

1986.
P A S S E D  A N D  A P P R O V E D  t h i s  /ffft d a y  of  L

/

A T T E S T :

( U L  ,
C h r i s  S e a g r a ^ e s  
B o r o u g h  C l e r k

D o r o t h y  A. Jo jx e s, M a y o r  

R E A D  A N D  A P P R O V E D :

{ L a a a -r •

G a r y  T h u r l o w  
B o r o u g h  M a n a g e r

(SEAL) _



' NON-CODE I INTRODUCED BY: ASSEMBLYMAN CYPRA

MATANUSKA-SUSITNA BOROUGH

ORDINANCE SERIAL NO. 8 6 - ^ 0

AN ORDINANCE OF THE ASSEMBLY OF THE MATANUSKA-SUSITNA BOROUGH APPROPRIATING 

$15,000 FROM THE LAND MANAGEMENT FUND BALANCE TO FUND 820 FOR A FEASIBILITY 

STUDY OF A SKIING FACILITY AT GOVERNMENT PEAK IN THE HATCHER PASS AREA.

BE IT ENACTED:

Section 1. Classification. This is a non-code ordinance.

Section 2. Appropriation Source. There is hereby appropriated

$15,000 from the Land Management Fund Balance to Fund 820 Feasibility Study.

Section 3. Effective Date. This ordinance shall take effect upon
adoption by the Borough Assembly.

Introduction: March 18, 1986

First Reading: 3

Public Hearing: tj - j -

ADOPTED by the Assembly of the Matanuska-Susitna Borough this

Dorothy A. Jones^, Mayor'y

ATTEST:

(SEAL)



•  •

P r e s e n t e d  by: A s s e m b l y p e r s o n
C y p r a

I n t r o d u c e d :  0 1 / 2 1 / 8 6
D r a f t e d  by: S.C.

M A T A N U S K A - S U S I T N A  B O R O U G H

R E S O L U T I O N  S E R I A L  NO. 8 6 -10 (Substitute)

A  R E S O L U T I O N  E N D O R S I N G  T H E  H A T C H E R  PASS, W I L L O W  A N D  
T A L K E E T N A  M O U N T A I N  A R E A S  A S  P O T E N T I A L  W I N T E R  O L Y M P I C  
SITES._________________________________________________________________________

W H E R E A S ,  the H a t c h e r  Pass, W i l l o w  a n d  the T a l k e e t n a

M o u n t a i n  a r e a s  are r e c o g n i z e d  for t h e i r  h i g h  r e c r e a t i o n a l

va l u e ,  and

W H E R E A S ,  H a t c h e r  Pass, the W i l l o w  a n d  T a l k e e t n a  

M o u n t a i n  a r e a s  are l o c a t e d  in the v i c i n i t y  of  the 

M u n i c i p a l i t y  o f  A n c h o r a g e ,  and

W H E R E A S ,  the M u n i c i p a l i t y  o f  A n c h o r a g e  has s o u g h t  and 

r e c e i v e d  n o m i n a t i o n s  as the W i n t e r  O l y m p i c  s i t e  in 1992, and 

W H E R E A S „• t h e  U.S. C r o s s  Ccpuntry Ski T e a m  has r e c o g n i z e d  

H a t c h e r  Pa s s  as h a y i n g  h i g h  p o t e n t i a l  a n d  u s e s  this a r e a  for

W H E R E A S ,  the H a t c h e r  Pass, W i l l o w  a r e a  and T a l k e e t n a  

M o u n t a i n s  r e c e i v e  c o n s i d e r a b l e  u s e  b y  the A n c h o r a g e  s k i i n g  

c o m m u n i t y ,  and

W H E R E A S ,  t h e r e  is h i g h  u n e m p l o y m e n t  in the 

M a t a n u s k a - S u s i t n a  B o r o u g h ,  and

W H E R E A S ,  the c u r r e n t  s n o w f a l l  in the s t a t e  o f  A l a s k a  

i n d i c a t e s  the H a t c h e r  Pass, W i l l o w  a n d  T a l k e e t n a  M o u n t a i n s  

c a n  be r e l i e d  u p o n  as g o o d  s ites for W i n t e r  O l y m p i c  sports,



N O W  T H E R E F O R E  B E  I T  R E S O L V E D  BY T H E  A S S E M B L Y  OF  THE 

M A T A N U S K A - S U S I T N A  B O R O U G H :

T h a t  the A s s e m b l y  of the M a t a n u s k a - S u s i t n a  B o r o u g h  

e n d o r s e s  the H a t c h e r  Pass, W i l l o w  a n d  T a l k e e t n a  M o u n t a i n  

a r e a s  as p o t e n t i a l  O l y m p i c  s i t e s  for c r o s s  c o u n t r y  s k i i n g  

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

P A S S E D  A N D  A P P R O V E D  this ^  d a y  o f  u  /_______ »

1986

A T T E S T R E V I E W E D  A N D  A P P R O V E D

S E A L



S e n a t o r  A r l i s s  S t u r g u l e w s k i  
R e s o u r c e s  C o m m i t t e e  C h a i r m a n  
A l a s k a  S t a t e  S e n a t e ,  B o x  V 
J u n e a u  A K  9 9 8 1 1

NORS BATTLES FOR BOATERS!
CURRENTS COVERS RIVER RUNNING!

Date: M a r c h  4, 1986

D e a r  S e n a t o r  S t u r g u l e w s k i :

It h a s  c o m e  t o  m y  a t t e n t i o n  t h a t  t h e  u p p e r  p o r t i o n  of t h e  
L i t t l e  S u s i t n a  R i v e r ,  a n d  i t s  s u r r o u n d i n g s  k n o w n  a s  t h e  

H a t c h e r  P a s s  A r e a ,  a r e  t h e  s u b j e c t  of a bil l n o w  b e f o r e  you , 
S.B. 3 3 4 ,  w h i c h  w o u l d  m a k e  t h i s  a p u b l i c  r e c r e a t i o n a l  u s e  
ar ea . '

On b e h a l f  of o u r  m e m b e r s  in A l a s k a  a n d  e l s e w h e r e ,  I 
s t r o n g l y  u r g e  y o u  t o  h e l p  r e s e r v e  t h i s  a r e a  f o r  p u b l i c  

r e c r e a t i o n a l  use.  In r e c e n t  y e a r s  I h a v e  b e e n  a m a z e d  at t h e  

a d v a n c e s  in t e c h n i q u e  a n d  e q u i p m e n t  f o r  r u n n i n g  r i v e r s ,  an d 

I c a n  a s s u r e  y o u  t h a t  t h i s  r i v e r  wil l c a r r y  i n c r e a s i n g  
r e c r e a t i o n a l  u s e  in c o m i n g  y e a r s .  A l r e a d y  t h e r e  a r e  n o t  
e n o u g h  r i v e r s  t o  g o  a r o u n d ,  r e s u l t i n g  in w a i t s  of as l o n g  a s  
t e n  y e a r s  t o  g e t  a p e r m i t  f o r  a t r i p  on c e r t a i n  m a j o r  r i v e r s  
in t h e  W e s t .  F o r  t h e  f u t u r e  of y o u r  s t a t e ' s  t o u r i s m  e c o n o m y  
a n d  t h e  b e n e f i t  of i t s  c i t i z e n s  in g e n e r a l ,  I u r g e  y o u  t o  
p r e s e r v e  t h i s  r e c r e a t i o n a l  a r ea .

S i n c e r e l y ,

E r i c  L e a p e r  
E x e c u t i v e  D i r e c t o r

A nonprofit association 
dedicated to education and awareness 
about rivers and river running 
throughout the United States.

' Contributions are tax-deductible.

imunicating bi-monthly with 
'over 10,000 kayakers, rafters, 

and river canoeists through 
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M a r c h  3, 1986

S e n a t o r  A r l i s s  S t u r g u l e w s k i ,  C h a i r p e r s o n  
R e s o u r c e s  C o m m i t t e e  
P o u c h  V
June a u ,  A l a s k a  99811 

D e a r  S e n a t o r  S t u r g u l e w s k i :

As a f r e q u e n t  u s e r  of t h e  H a t c h e r  P a s s  area, I a m  w r i t i n g  
y o u  as a s u p p o r t e r  of S e n a t o r  J a y  K e r t t u l a ' s  " H a t c h e r  Pa s s  
P u b l i c  Use A r e a "  Bill. It is m y  u n d e r s t a n d i n g  t h a t  t h i s  
b i l l  w i l l  c l o s e  the L i t t l e  S u s i t n a  R i v e r  C o r r i d o r  t o  n e w  
m i n i n g  a n d  w i l l  a d d i t i o n a l l y  p r o h i b i t  s t a t e  l a n d  d i s p o s a l  
w i t h i n  the u s e  area.

I b e l i e v e  th i s  b i l l  is a n e e d e d  p i e c e  of l e g i s l a t i o n .  
It is a b a l a n c e d  b i l l  in t h a t  it w o n ' t  a f f e c t  e x i s t i n g  
v a l i d  m i n i n g  c l a ims, b u t  it w i l l  s t e m  t h e  t r e n d  r e g a r d i n g  
s q u a t t e r s  on t h e  land in t h i s  area. It is c l e a r  t h a t  the 
H a t c h e r  P a s s  a r e a  is o n e  of t h o s e  a r e a s  w h i c h  has b o t h  
a h i g h  t o u r i s t  va l u e ,  a n d  y e t  a t t r a c t s  r e s i d e n t s  y e a r - r o u n d  
b e c a u s e  of its d i v e r s e  r e c r e a t i o n a l  u s es. B u t  b e c a u s e  
s q u a t t e r s  a n d  p e r s o n s  o n  i l l e g a l  m i n i n g  c l a i m s  a r e  p o s t i n g  
c e r t a i n  a r e a s  so as to p r o h i b i t  a c c e s s  t o  t h e  lands, t h e  
p u b l i c  in g e n e r a l  is s u f f e r i n g .  O n e  c a n  f i n d  "no 
t r e s p a s s i n g "  s i g n s  p l a c e d  b y  m i n e r s  in a r e a s  on  s t a t e  l ands 
to w h i c h  t h e  p u b l i c  has a r i g h t  of use. T h i s  s h o u l d  not 
be t o l e r a t e d ,  e s p e c i a l l y  in t h i s  area.

I urge y o u  to g i v e  t h i s  b i l l  y o u r  f u l l e s t  s u p p o r t  d u r i n g  
t h e  l e g i s l a t i v e  s e s s i o n .  I, a l o n g  w i t h  m a n y  o t h e r s ,  w i l l  
b e  f o l l o w i n g  t h e  p r o g r e s s  of t h i s  l e g i s l a t i o n .

Vd   1 ” ------

J O u u  n .  o d - L u m x
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PUBLIC OPIN ION  M E SSA GE

TO: S E N A T O R  ARLISS S T U R G U L E W S K I

FROM: J E A N N E  MOLITOR
S11 0 SPR UCE  CREEK CIRC LE
A N C H O R A G E  S9516
34-6- 34-59

BILL  NO: SB 334

SUBJECT: E S T A B L I S H I N G  H A T CHE R PA S S  PUBLIC USE AREA

MESSAGE:

AS A VOTER. I ENJOY THE LIT T L E  SUSITN A AND WANT TO M A I N T A I N  
IT FOR OUR USE AND E N C O U R A G E  YOU TO PASS THIS  BILL.

DAVE: 0 4 / 0 1 / 8 S  TIME: 16 :34 :12  SENT BY: A N C H O R A G E  LIO

C O P I E S  TO: SE N A T E  R E S OUR CES



PU BL I C  O P I N I O N  MESSAGE

TO: S E N A T O R  A R L I S S  S T U R G U L E W S K I

FROM: B A RB ARA  B AKER
2031 C L I F F S I D E  DRIVE
A N C H O R A G E  99S01
2 7 * - 6 3 8 5

BILL NO: SB 33*

SUBJECT: E S T A B L I S H I N G  HA T C H E R  PASS PUB LIC  USE AREA

MESSAGE:

AS A R E C R E A T I O N A L  BOATER. I UR G E  VOUR SUPPOR T FOR SB 33*. 
T H I S  L E G I S L A T I O N  WILL ASS URE  A CC E S S  TO AND P R E S E R V A T I O N  OF 
ONE OF A L A S K A ’S P R E M I E R  RIVERS. LI TTL E SUSITNA.

DATE: 0 */0 1 / 8 S  TIME: 09: *7: SS SENT BY: A N C H O R A G E  LIO

CO P I E S  TO: S E N A T E  R E S O U R C E S



•> ‘86

S e n a t o r  A r l i s s  S t u r g u l e w s k i Feb. 22, 19QS

S e n a t e  R e s u r u c e  C o m m i t t e e  
B o x  V
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  S e n a t o r  S t u r g u l e w s k i ,

I a m  w r i t i n g  y o u  t o  a s k  f o r  y o u r  s u p p o r t  f o r  S B 334, 
a n  A ct  c r e a t i n g  a H a t c h e r  P a s s  U s e  Area.

W h i l e  I a m  c u r r e n t l y  o n  t h e  M a t a n u s k a  S u s i t n a  B o r o u g h  
A s s e m b l y  a n d  r e p r e s e n t  t h e  a r e a  t h a t  t h e  U s e  A r e a  a d d r e s s e s ,
I a m  w r i t i n g  t h i s  a s  a p r i v a t e  c i t i z e n .

T h e r e  a r e  n u m e r o u s  q u e s t i o n s  r e v o l v i n g  a r o u n d  t h i s  bill, 
but I w o u l d  l i k e  t o  s h a r e  s e v e r a l  o f  t h e  t h i n g s  I h a v e  c o m e  

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

m i n i n g  in t h e  a r e a  a n d  w h e t h e r  S B  3 3 4  w i l l  c o n f l i c t  w i t h  
t h e  H a t c h e r  P a s s  Man-gernent Plan. O n  t h e  f i r s t  c o n c e r n ,  I 
d o  no t b e l i e v e  t h i s  b i l l  w i ll  e s t a b l i s h  a p r e c e d e n t  m i n e r s  
s h o u l d  fe el  t h r e a t e n e d  with. O n  t h e  c o n t r a r y ,  m o s t  m i n e r s  

I k n o w  f ee l  t h i s  a r e a  h a s  li t t l e  m i n i n g  v a l u e  a n d  t h o s e  w h o ’re  
u s i n g  c l a i m s  n e a r  t h e  L i t t l e  S u s i t n a  R i v e r  a r e  g i v i n g  o t h e r s  a 
ba d nam e.  O f  t h e  s e c o n d  c o n c e r n ,  t h a t  o f  t h e  H a t c h e r  P a s s  

Plan, I h a v e  w a t c h e d  t h e  p l a n n i n g  p r o c e s s  c l o s e l y  a n d  f r o m  m y  
o e r s o e c t i v e  fe el  S B  3 3 4  will r.nlv s t r e n g t h e n b o t h  t h e  
p u b l i c ’s d e s i r e  a n d  t h e  Plan's goals.

O n e  o f  t h e  s t r o n g e s t  p e r s o n a l  c o n c e r n s  I h a v e  is 

b u i l d i n g  a d i v e r s e  a n d  h e a t h l y  l o c a l  e c o n o m y .  I b e l i e v e  
S B  3 3 4  w i l l  p r o t e c t  t h e  L i t t l e  S u s i t n a  a r e a  f o r  t h e  t h i n g s  
w e  d e s p e r a t e l y  n e e d  t h e  m o s t :  e x c e l l e n t  r e c r e a t i o n a l  
a n d  t o u r i s t  d e s t i n a t i o n s .

S i n c e r e l y  yours ,

S t e v e n  R. C y p r a  >

cc: S e n a t e  R e s o u r c e  
C o m m i t t e e



Bladft Sands Mining fe>.
Phillip D. Strange

P.O. Box 871478 
Wasilla, Alaska 99687

(Placer ■ Gold)

dtiuary 14, 1986

Dear Legislators:

I urge you to oppose S.B.334, creating the Hatchers Pass Public Use 
Area. This bill will force a mineral closure one half mile wide on each side 
of the Little Susitna River. This will be the beginning of another lock up of 
a very important raining didtrict. Should S.B.334 pass into law it will cause 
the loss of private investment for mineral exploration and development on 
state lands in the Hatchers Pass Area.

This area is of great economic importance for the vast mineral wealth 
that is there. The surface has barely been scratched on the mineral deposits 
of the Willow Creek Hining District. We need to develop this mineral wealth 
to bring new jobs and start an economically viable industry in the Mat-Su 
Valley.

The raining industry opened the Hatchers Pass Area and established the 
first roads into it, now that access is relatively easy, compared to 50 years 
ago. The people of Anchorage want to make it into their exclusive playground, 
but we do not need to close an area to mining because of the recreational wants 
and needs of urban Alaskans who know nothing about mining or the mining 
industry. With all the advances in mining and milling equipment we car > 
lower grade ores at a higher profit with no detrimental effect on the 
environment.

I am presently working to develop the 200 foot level on a group of hard- 
rock claims not f°r from the Little Sustina River. Last year I invested fifty 
thousand dollars into rehabilitating the old crosscut and this year I plan 
to invest close to one hundred thousand dollars on deve]. '""ent and exploration 
work. When I get it developed to the point where I can gv. ‘o production, the 
cost of bringing in equipment will be very low because of the excellent road 
access into this raining area.

I believe that hte needs of both miners and those who wish to use the 
area strictly for recreational purposes can be met but f e d  that S.B.334 will 
discriminate against the mining interests of the area. Thank you for your 
time and consideration of this matter.

Sincerely,

PDS/baf



FF,B 1  0  J986
K n i k  K a n o e r s  a n d  K a y a k e r s  
3903 A r k a n s a s  D r i v e  
A n c h o r a g e ,  A l a s k a  99503

F e b r u a r y  5, 1986

S e n a t o r  S t u r g u l e w s k i  
R e s o u r c e s  C o m m i t t e e  
P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1  

D e a r  S e n a t o r ,

I a m  w r i t i n g  o n  b e h a l f  of t h e  K n i k  K a n o e r s  a n d  K a y a k e r s
to u r g e  y o u  t o  s u p p o r t  S e n a t o r  K e r t u l l a ' s  Bill No. 334. The 
i n t e n t  of t h e  l e g i s l a t i o n  is to p r o t e c t  the w a t e r  q u a l i t y  a n d  
p u b l i c  u s e  of t ? s u p p e r  L i t t l e  S u s i t n a  River. K a y a k e r s  use 
t h e  L i t t l e  S u s i c n a  o n  a r e g u l a r  basis. The p r o p o s e d  l e g i s l a t i o n  
c r e a t e s  t h e  H a t c h e r  Pass P u b l i c  Use A r e a  and p r o t e c t s  o u r  a c c e s s  
to  t h e  r i v e r  a n d  s u r r o u n d i n g  lands.

T h e  L i t t l e  Su is a n  e x c e p t i o n a l  k a y a k i n g  river. It
is a c l e a r  w a r m  w a t e r  s t r e a m  of u n u s u a l  b e a u t y  a n d  c h a l l e n g e .  
S.B. 334 is a n  i m p o r t a n t  b i l l  for K n i k  K a n o e r s  a n d  K a y a k e r s .
T h e  b i l l  w o u l d  s t o p  n e w  m i n i n g  o n  the s t r e a m  and t h e r e b y  the 
n u m b e r  of r e s i d e n t s  e n g a g e d  in i l l e g a l  p l a c e r  m i n i n g  there.
A  f e w  of t h e s e  m i n e r s  h a v e  s e t t l e d  a l o n g  the H a t c h e r  P a s s  R o a d  
a n d  a c c u m u l a t e d  junk in t h e i r  y a r d s  a n d  e r e c t e d  t h r e a t e n i n g  
s i g n s  a l o n g  t h e  r o a d  a n d  river. A l t h o u g h  t h e y  f i n d  l i t t l e  g o l d  
in t h e  r i v e r  t h e y  h a v e  s i g n i f i c a n t l y  i m p a c t e d  t h e  e x p e r i e n c e  
of k a y a k e r s  p a d d l i n g  t h e  river. N o t  o n l y  k a y a k e r s  but a l s o  
h i k e r s ,  picnickers,, f i s h e r m e n ,  a n d  m o t o r i s t s  m u s t  be w a r y  of 
t h e s e  m i n i n g  claims.

S i n c e r e l y  Yours,

P r e s i d e n t



J a n .  13, 1 9 %
?0 B o x  2 1 7 6  
Pairr.er, A l a s k a  9 9 6 U 5

S e n a t o r  A r l i s s  S t u r g u l e w s k i  
S e n a t e  R e s o u r c e s  C o m m i t t e e  
B o x  V
J u ne au , A l a s k a  9 9 8 1 1  

D e a r  S e n a t o r  S t u r g u l e w s k i ,

I ur g e y o u  to suoporfc S e n a t e  B i l l  33U, e s t a b l i s h i n g  the 
H a t c h e r  Pass  P u b l i c  U A e  A r e a ,  i n t r o d u c e d  b y  S e n a t o r  K e r t t u l a .

H i s b i l l  p r o t e c t s  o u b l i c  U3 e of a p o p u l a r  a r e a  in two 
w a y s .  First, th e l e g i s l a t i o n  d i s a l l o w s  n e w  m i n i n g  on the 
L i t t l e  S u s i t n a  R i v e r .  As y o u  kn ow, the r i v e r  is a t r e m e n d o u s l y  
v a l u a b l e  s c e n i c  r e s o u r c e  to p e o p l e  in m y  c o m m u n i t y  and  v i s i to r s 
f r o m  o u t - o f - s t a t e .  O n  t h e  o t h e r  hand, it c o n t a i n s  s u c h  s mal l 
a u a n t l t i e s  of g o l d  t h a t  all o l a c e r  m i n i n g  a t t e m p t s  hav e b e e n  
f a i l u r e s .  F r o m  the  v i e w  of s t a t e  r e s o u r c e s  m a n a g e m e n t ,  there 
is no e c o n o m i c  a d v a n t a g e  to a d d i t i o n a l  m i n i n g  on  the L i t t l e  
Su. S o m e  of the c u r r e n t  c l a i m  h o l d e r s  h a v e  c r e a t e d  s u b s t a n t i a l  
e y e s o r e s  on t h e  str e am , in v i o l a t i o n  o f  s e v e r a l  s t a t e  r e g u l a t i o n s .  
T h e  p r o p o s e d  l e g i s l a t i o n  w i l l  see  to it that no a d d i t i o n a l  
s q u a t t e r s  o r e - e m o t  the o u b l i c  f r o m  u s i n g  the 3 tr ea m.  As 
C h u c k  H a w l e y  told  me, " T h e r e  is no g o l d  there. T h a t  r i v e r  
should, be f o r  t o u r i s t s . "

S e c o n d l y ,  S . B .  33k p r o h i b i t s  s t a t e  l a n d  d i s p o s a l s  in 
the H a t c h e r  Pa s s area. P r i v a t e  c o n t r o l  of  3 t a t e  land  there 
f u l f i l l s  no p u b l i c  n e e d s ,  bu t  in f a c t  pu t s r e s o u r c e s  o f f - l i m i t s  
to the oub li c n o w  u t i l i z i n g  t h e m  th ere . P l e n t y  of u n s o l d  
p r i v a t e  l a n d  lies n e a r  the p r o p o s e d  P u b l i c  U s e  A r e a  for  
p e o p l e  r e a u i r i n g  a c a b i n  s it e.  A t  the  r e c e n t  p u b l i c  h ea ri ng s,  
p a r t i c i p a n t s  o v e r w h e l m i n g l y  o b j e c t e d  to la nd  d i s p o s a l s  in 
the H a t c h e r  P a s s  area.

A l t h o u g h  3. E.  33k is v a l u a b l e  l e g i s l a t i o n ,  it has  some 
r o o m  for i m p r o v e m e n t .  T h e  l e g i s l a t i v e l y  d e s i g n a t e d  area 
s h o u l d  i n c l u d e  the h i g h  m o u n t a i n s  and m e a d o w s  just to the 
n o r t h e a s t .  T h i s  s m a l i  ar ea  is a o o p u l a r  d e s t i n a t i o n  f or  
s k i e r s  a n d  m o u n t a i n e e r s ,  and it t h e r e f o r e  d e s e r v e s  the 
s a m e  l e g a l  c o n s i d e r a t i o n  a3 the r e s t  of the P u b l i c  U s e  area.

I w o u l d  .like to c o m e  d o w n  to J u n e a u  and t a l k  to tho 
R e s o u r c e s  C o m m i t t e e  a b o u t  the b i l l  w h e n  it c o me s up o n y o u r  
a g e n d a .

S i n c e r e l y

cc: S e n a t e  R e s o u r c e
C o m m i t t e e  m e m b e r s  

D o r o t h y  J o ne s 
B s t h e r  W u n n i c k e

K i k e  B r o n s o n
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Original sponsor: Kerttula

IN THE SENATE BY THE RESOURCES COMMITTEE

CS FO R  SPONSOR SUBSTITUTE FO R SENATE BIL L NO. 334 (Resources)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FOURTEENTH L EGISLATURE - SECOND SESSION 

A  BILL

For an Act entitled: "An Act relating to Hatcher Pass Public Use Area."

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

* Section 1. As 41.23 is amended by adding new  sections to read:

' ARTICLE. 2. H A T C H E R  PASS PUBLIC USE AREA.

Sec. 41.23.100. PURPOSE. (a) The purpose of AS 41.23.100 -

41.23.130 is to establish the area described in AS 41.23.130 as the 

Hatc h e r  Pass Public Use Area.

(b) The Hatcher Pass Public Use Area is established to

, (1) provide for public recreation activities;

life resources and habitat and provide for public use of the fishery 

and wildlife resources, including fishing, grazing, hunting, and 

trapping;

the Hatc he r  Pass Public Use Area.

Sec. 41.23.110. MANAGEMENT. (a) The commissioner of natural 

resources is responsible for the management of the surface and subsur­

face estate within the Hatc h e r  Pass Public Use A rea consistent with 

the purposes of AS 41.23.100.

(b) The commissioner of fish and game, the Board of Fisheries, 

and the Board of Game are responsible for the management of fish and

game resources and public use of fish and wildlife in the Hatc he r  Pass

Public Use Are a  consistent w i t h  the purposes of AS 41.23.100.

(c) A fter adequate public hearings and in consultation w i t h  the

(2) protect and enhance the fishery, waterfowl, and wild-

(3) protect the w a t e r  quality and scenic resources within
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