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The Alaska Royalty Oil and Gas Development Aavisory Board

Resolution 95-1

On March 21. 1995, the acting director of the division of oil and gas ("director™) provided
the Alaska Royalty Oil and Gas Development Advisory Board ("Board") with preliminary findings
and proposed contract for a three-year sale of approximately 40.000 barrels per day of I’'rudhoe
Bay Unit royalty oil to Tesoro Alaska Petroleum Company ("Tesoro™). Tesoro will process the
oil in its refinery in Nikiski. .Alaska.

The propose contract was discussed between representatives of the division of oil and gas
and Tesoro over the past four months culminating in a draft contract. On March 21. 1995. the
director made public the proposed contract and the Preliminary Finding and Determination cf the
Commissioner of the Department of Natural Resources. The director notified the public that the
proposed sale would be discussed at the Board’s meeting on April 6.1995 and invited them to

attend.

On April 6. 1995, tne Board met tc discuss the sale and to take public comment on it.
The meeting was attended bv representatives of the division of oil and gas. representatives of
Tesorc. and members of the public. The Board received a presentation from the division staff
regarding the proposed saie and contract, questioned the staft iDout them, and made several
suggestions. The staff will implement those suggestions. At the conclusion of the discussion, the
voting members of the Board, who attended the meeting, unanimously approved the proposed
sale and recommended that the proposed contract be approved by the legislature.

Based on the Board's review of the contract for the sale and purchase of royalty oil
between the state of Alaska and Tesoro. the Commissioner's finding and determination regarding
the proposed saie. and the information presented at a public meeting of the Board, the Board is of
the opinion that the proposed deposition of Prudhoe Bay Unit royalty oil to Tesoro meets the
requirements of AS 32.06 and 11 AAC 26. The Bo?id adopts the Commissioner's finding and
determination, and recommends that tne Nincteer.n Legislature approve the agreement for the
sale and purchase of royalty oil from the Prudhoe Bay Unit to Tesoro Alaska Petroleum

Company

Tom Cook

Willie Hensley AJ6hn Shively
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The Alaska Royalty Oil and Gas Development Advisory Boaid
Resolution 93-1

On March 21. 1995, the acting director of the division of oil and gas ("director”) provided
the Alaska Royalty Oil and Gas Development Advisory Board ("Board") with preliminary findings
and proposed contract fur a three-year sale of approximately 40,000 bands per day of Pnidhoe
Bay Unit royalty oil to Tesoro Alaska Petroleum Company (‘Tesoro™). Tesoro will process the
oil in its refinery in NikiskJ, Alaska.

The propose contract was discussed between representatives of the division of oil and gas
and Tcsoio over the past four months culminating in a draft contract. On March 21. 1993. the
director made public the proposed contract and the Preliminary Finding and Determination of the
Commissioner of the Department of Natural Resources. The director notified the pubfic that the
proposed sale wouid be discussed at the Board’s meeting on Apnl 6. iy95 and invited them to

attend.

On April 6.1995. tire Board met to discuss the sale and lo take public comment on it.
The meeting was attended by representatives of the division of oil and gas, representatives of
Tesoro. and members of the public. The Board received Z presentation from the uivisiou staff
regarding the proposed sale and contract, questioned the staff about them, and made several
suggestions. The staff will implement those suggestions. At the conclusion of the discussion, die
voting members of the Board, who attended die meeting, unanimously approved the proposed
sole and recommended that the proposed contract he approved by the ie ’islature.

Based on the Board’s review of the contract for the sare and purchase of royally oil
between the state of Alaska and Tesoro. the Commissioner's finding and determination regarding
the proposed sale, and the information picsented at 4 public meeting of the Board, the Board »s of
the opinion that tin* proposed disposition of Prudhoc Bay Unit royalty oil to Tesoro meets the
requirements of AS 32.06 and 11 AAC 26. The Be »rd adopts the Commitsioner's finding and
determination, and recommends that the Nineteenth Legislature approve the agreement for the
sale and purchase of royalty oil frotn the Piudhoc Bay Unit to Tesoro Alaska Petroleum

Company.
l.ynn Alesrure Tom Cook.
Wilson Condon Becky Gay

John Sluvely
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Final Finding and Determination to Sell Royalty Oil
to
Tesoro Alaska Petroleum Company

Summary

The commissioner of the Department of Natural Resources, on behalf of the State of Alaska,
proposes a thrcc-ycar sale of approximately 40,000 barrels per day of the state’s royalty oil to
Tesoro Alaska Petroleum Company (Tesoro). Tesoro operates a refinery in Nikiski on the Kenai
Peninsula and is one of the stai-'s largest retailers of petroleum oroducts. This document provides
the final finding and recommendation required under AS 38.05. j83 for the proposed sale.

The department distributed the preliminary finding and draft contract on March 21. 1995. The
public comment period ended one month later on April 21 1995. The department notified the
public about the preliminary finding and draft contract and written comments were solicited by
sending a notice of the sale or copies of the preliminary finding and draft contract to 388 citizens,
special interest groups, industry and government representatives, and the media. The department
also advertised through legal notices and display advertisements in newspapers throughout
Alaska. At the close of the public comment period only two letters were received by the
department both of which supported the sale. (See Appendix B.)

The mailing and advertisements also notified the public of a meeting of the Alaska Royalty Oil and
Gas Development Advisory Board (Royalty Board) that was held on Apnl 6. 1995 at which the
proposed sale was discussed and public comment solicited. Comments made by the public (there
were two people who testified) are addressed in this final finding. The Royalty Board
subsequently unanimously approved the sale and signed a resolution recommending approval of
the proposed sale by the Alaska Legislature. (Sec Appendix B.) The Alaska Legislature was also
afforded an opportunity to be briefed by the commissioner of the Department of Natural
Resources in informal meetings of the House Oil and Gas Committee and the Senate Resources
Committee held on Apnl 11-12, 1995.

Background

The State of Alaska receives a royalty of approximately 12.5 percent of the oil and gas produced
from the Prudhoe Bay Cnit. The state may take its share of oil production "in-kind or "in-value."
When the state takes its royally share of the oil in-kmd (RIK). it assumes ownership of the oil. and
the commissioner disposes oil through cither competitive or non-compcuuve sales. When oil is
tal:cn in-valuc (RIV), the state's lessees, who produce the oil. markc* the state's share along with
the lessees' own share. The lessees are obligated to pay the state the value of its royalty share.

On September 9, 1995 the state agreed to sell to T* *o0a volume of royalty oil equal to 27.2
pcrccr: of the daily royalty oil production of the Prudhoc Bay Unit. Deliveries under this contract
began on January |. 1995 and will continue through December 31. 1995. By statute this contract
may not be renewed without a specific recommcndauon of the Royalty Board to the legislature
and the legislature's subsequent approval. Last December. Tesoro initiated negotiations with the



department for a new royalty oil supply contract for which would bcem deliveries when this
current contract expires.

This finding and determination and the attached copy of the sales contract represent the result of
those negotiations. Vluch of what was written by way of background to the 1995 contract still
applies today. Where appropriate, this finding will reference the "Final Finding and Determination
to Sell Royalty Oil to Tesoro Alaska Petroleum Company" dated September 9. 1994. In the
following section of this finding, the description of the contract focuses on how this new contract

differs from the current one-year contract.

Discussions of Contract Provisions

Quantity Tesoro will purchase 30 percent, denoted as the 'maximum quantity.” of the state's
royalty share (estimated at 40.500 barrels per day in 1996) from the Prudhoc Bay Unit (PBU).
This increases the percentage of PBU royalty oil nominated from the 27.2 percent in the current
contract, but, beer of the decline in production forecasted for the PBU in 1996, the actual
volume taken by Tesoro wil' not significantly increase. Tesoro also has the right at any time to
decrease the maximum quantity of RIK as long as it timely notifies the state, however. Tesoro
may not ever increase the maximum quantity.

Because of the terms of the Prudhoc Bay Unit Agreement in force among the producers and the
state, the state must combine royalty production from both the Prudhoc Bay field and royalty
crude processed currently through the Lisbume Production Center. The 135.000 barrels per day
of royalty crude oil forecast for 1996 (Table 1>is the sum of the royally offtake from Prudhoc
Bay. Lisbume, Pt. Mclintyre, West Beach, North Prudhoc Bay State, and the Niakuk/Alapah oil
fields." Table 1illustrates the future royalty crude oil supply from the Prudhoc Bay Unit. The
state is obligated to supply 35,000 barrels per day to Mapco through 2003. If the proposed
Tesoro contract is awarded, the state will still keep 44 percent of its royalty share as RIV in 1996
(declining to about 40 percent by 1998) and maintain the flexibility to nominate more RIK as
circumstances warrant, e.g.. other in-state refinery requirements. RIK sales to Lower-48
purchasers, or a change in the federal regulations that restrict the export of ANS.

Tesoro may elect to purchase less than the maximum quantity, subject to certain notice require-
ments. If Tesoro decides to take less than the maximum quantity, it will be subject to a pcr-barrel
reservation fee on each banel less than the maximum quantity. The pcr-barrel reservation fee is

0.75 percent of the full purchase pncc.

Price The proposed contract requires Tesoro to pay the same West Coast royalty value received
by the state based on the royalty production lifted in the PBU by Exxon. This pncc meets the
statutory requirement that the value of RIK is at least equal to or exceeds RIV. It also differs
from the current contract which uses a pncc based on the volume-weighted average West Coast

IThe state reserves the nght to supply 100 percent of Tesoro * volume from just the Prudhoe Bay Unit Initial
Participating Areas (IPA) rather than include the production processed through ihe Lisbume Production Center.
This would imply that Tesoro would receive approximately 35 2 percent of the Prudhoe Bay IPA production.
Tesoro will be notified 90 days in advance if ihe commissioner. in his sole diicretion. chooses to exercise this nght.



royalty value reported by the 'argest PBU producers, ARCO, BP. and Exxon. The IDroposed
contract price is compared with the current contract and the value of RIV in Table

Table I: North Slope Royalty Crude Qil Production Forecast
(MBCD)

1995 1996 1997 1998 1999 .000 2001 2002 2003
Prudhoe Bay Unit 143 13 127 1P 105 95 85 I& 69

Kuparuk River Unit 39 33 38 28 37 37 35 32 29
Milne Pont 5 7 7 3 9 9 7 6
Enaicort 13 12 10 9 9 7 9 5 4

total Royalty: 000 102 182 171 159 ‘47 133 118 108

mmus RIV Read for field Cost Allowance

Prucnoe Bav Unit 14 14 13 12 ri 10 3 7
XuDaruk River Unit i 3 3 3 3 3 3 2
Milne Pcinr 0 0 0 0 ﬁ 0 a 0 0
Enaicon 1 1 1 1 ) 0 0 0
18 IB 17 15 14 '3 12 >0 10
minus Current RiK Contracts
Maoco 35 35 35 25 35 35 35 35
Toscro 29

Total Current RiK 71 35 25 35 35 35 35 35

Ctxgation

ANS Royalty Oil Available to Supply Now RIK Contracts:

ice 140 130 21 HO 9 86 73 63
Now lescro A 300% - 41 38 35 - - - - _
ANS Royalty OU Remaining- ice 99 92 0 no 9 96 73 63

The Exxon West Coast royalty value further simplifies the calculation of the pncc for Tcsoro's
RIK purchase. In the calculation of royalty value in the current contract, the West Coast price
reported by BP must be held confidential by mutual agreement with BP and the state. Since this
information is proprietary, a mechanism was devised so that this value is first estimated with a
provision to later revise it when the data are no longer restricted. The BP royalty value is subject
to a six-monthly tnic-up of its aciuaj nanne transportation deduction which is also subject to
review and audit by the state. Tliis means that an RIK pncc value based on a BP royalty value
would be subject to subsequent re-adjustmcnts that could occur over several years.

: If the commissioner elects to sell Tesoro RJK from the Prudhoe Bay IPA, then the pnce will he calculated on the
basts of Exxon's Royally Value fromjust ihe IPA  See Table 2.



Table 2. RIK PriJc Calculations-January 1995

Exxon Production at:

Exxon's Royulty Value

oposed Tesoro,Gqntract Price
I T

AR

UstHjrne Production Center
Prudhoo Bay IPA
Total

1.762.900.13 SI 105000 519.408.046 44
8807.215.20 SH.11000 S97.W8.160.87
8.818.503,20 S97.972.89327

Volume Wolghlod Av®fag® Valuo;

S1109999

Volume Weighted Average Price-ARCO, BP (West Coast), and Exxon

Producer

Lisburn® Production Confer

ARCO

BP E*Dioraficn

Ewcn

Prudhoe Bay IPA

ARCO

BP E*Dlcraticn

Eucn

Totals

Tcsoro's Curr

V(%me &Contra%pducﬁg UITE

1459347 74 Sl 58000 S16 399 246 83
2.022 440 13 $1051000 521 255 845 77
1762900 13 ill GG 519.430046 44
3807.752 40 SiI 61000 5102 258 005 36
12.721.772 40 31061CCC 5134 978.005 16
380721520 SII 11000 S97 848.160 87
35581 423 00 5392.71931Q43

Volumo-Weighted Average Valuo:

Volume Weighted Average Price-All Producers

Producer

Ujbume Production Center
ARCO
SP E»Dtoroticn
Exxon
Prudhs® Bay IPA
Amoroda Hess
ARCO
BP E«OKyation
Chevron*
Exxon
Lcxiuxna Lana ana
Exowrohcn
Marothon'
wot**
Prv*os*®
Se*
T&QOO0*
Totals

fiat® Octy 8Ps rovatv vo*u® C&cuotea from in® vo*un»-w®5jnr®a average cf mo crces reoc”oa tot ®ocn

Value of RIV
S B

1459 347 74 SIl 58000 $16 899 246 83
2022440 13 310 51000 32(3649113.73
176290013 SHC5000 S19 430046 44
121673 40 SM 27400 SJ.37t.745 91
8807.752 40 Sll 61000 S102253006 36
12721.772 40 St0 31000 $131. 61.473 44
195833 10 S11 01000 5215612243
8807 215 20 sti nooo 597.648 160 87
8.993 30 SIT 61000 510541221
1)28800 S| t 61000 $131.053 68
453 693 20 S1061000 $4 613664 85
449246 20 S$1061000 54.766 502 18
3M4100 SM 61000 $361 W7C1
124049 00 S1061000 $1.31615989
36977 345 20 $403 317 274 84

Volume W#rgnt®d Averog® Voftj®:

A\g%ra e

511 03720

ABﬁra P

510 90715

marvel may do moo® dud»c Tho CXXdcnetcoco wtoo rOte a rot 8P<iac”ua Wen Coast Voxjo Aucm®
mot 6Pswest Coass VIVUO ssrn* vexmo-*«~nreo cvorog® c<u» 030

Amerooo Mott Ccronriy not no croscoctvo ‘cnrxj&c 'reofrr®nt o» h rgyoffvvouo

O w e n us«to tmc*® ave<oga cr ARCO BP onaEaon
">®t® OfOOuCon ca« ARCO'! rOrO*V vo*j® fOntKXJ
Thoto cxtxXrcoo uso 8Pi '‘Ovarrv voxj® fomyjo tv v.etr Coast c.,,-rnatont



Tesoro opted for a RIK price based on the Exxon West Coast royalty value to avoid this
uncertainty. The Exxon formula is strictly a West Coast price and no Gulf Coast pricing enters
into its rather straightforward calculation of the PBU royalty value. Confidentiality provisions
also apply in the intermediate calculations of the Exxon royalty value, but the value is determined
by a formula that can be readily calculated independently.

The use of the Exxon royalty value explicitly recognizes that the sale of RIV to Tesoro is a West
Coast placement. While Table 2 suggests that this pncc is about S. 19 per barrel higher than the
volume-weighted average royalty value, this difference would have averaged about S. 15 per barrel
in 1994 had this contract been in place then.

Previous RIK Findings have desenbed the so-called displacement effect” and "competitive effect"”
that may occur with a state sale of RIK. The "displacement effect" theorizes that any RIK sale by
the state replaces ANS sales by North Slope producers to refineries on the West Coast (including
Alaska). Although the total volume of ANS sold on the West Coast is the same vithout a RIK
sale, the state's RIK volume displaces the volume that North Slope producers m; y sell on the
West Coast. The producers must then show in their royalty repons that a larger percentage of
their oil is placed on the U S. Gulf Coast with higher transportation costs and a lower netback
value. The result is a calculation of the lessees' average royalty value for RIV that reflects a new
ratio of West Coast-to-Guif Coast sales. This proportion of deliveries to the West Coast and Gulf
Coast is also reflected in the netback value reported for severance tax purposes. In this way.
selling RIK may decrease the states revenues from both RIV royalties and severance taxes.

The "competitive effect” relies on an a‘sumption that the price of ANS on the West Coast as
reported in the producers' royalty value is higher than the pncc that would result from a purely
competitive market The ANS spot market is dominated by one North Slope producer who may
be able to influence the price by its decision to transport oil to the Gulf Coast. When the state
was selling most of its royalty oil in-kmd (nearly 210.000 barrels per day in 1986), there was
concern that the state, as another scllci in the market, could contnbute to a lower West Coast

price.

The "displacement effect” will diminish insofar as the proportion of total ANS sold on the Gulf
Coast will continue to declined in over the next few years. As above, the effect appears both in
RIV royalty value and severance taxes. Now at less than 15 percent of total ANS production.
Gulf Coast deliveries may cease in 1996.” The <compcutivc effect” is minimized insofar as the
volumes of royalty crude considered for nomination under this proposed contract arc so small
(less than 3 percent) when compared to the total ANS production. Since the state may benefit
from the continued operation of the Tesoro facility and. since the consumers of Alaska . may be
better off with a more competitive refining industry, these benefits will likely outweigh the impact

of these effects.
" Alaska Department of Revenue 1994 Fall 1994 Revenue Sources Book. Anchorage. Alaska, p.16. In 1990.

.ANS movements to destinations in the Eastern U S represemed 22 percent of total ANS producuon Personal
Communication with Roger Marks. Alaska Department ot Revenue.



In any cose, pricing Tesoro’s RIK at the Exxon royalty value should sufficiently compensate the
state for these impacts. As the volumes of ANS oil delivered to the Gulf Coast decline, the
volume-weighted average royalty value for RIV should rise and the difference between the Exxon
royalty value (Tesoro's price) and the RIV royalty value will diminish.

One of the people testifying at the Royalty Board meeting of April 6. 1995 suggested that the
proposed price term should not be based on a “West Coast” price.4 Rather, he recommended a
price that would be should be higher to retlcct the difference in marine transportation cost
between Valdez and Nikiski versus the cost to deliver ANS oil to the West Coast. This is based
on the observation that West Coast Pump Station No. 1 (PS-1) West Coast prices are higher than
the Gulf Coast PS-1 price. In a market that was perfectly competitive, one would cxpeci that
market at each destination. Gulf Coast. West Coast, and Alaska, would just clear at a destination
price at which the producers would be indifferent about where to send the marginal barrel of oil.
Said another way. deliveries to the Gulf Coast would be made only as long as buyers there are
willing to cover the added transportation cost. If the destination price at the Gulf Coast is too
low. the producer's will sell in the West Coast or. similarly, sell in Alaska if the West Coast price
is too low to offset the marine transportation cost.

The ANS oil market i< not perfectly competitive; it is dominated by a single seller. This creates
the situation where the Pump Station No. 1price of West Coast deliveries is actually higher than
the Gulf Coast (and the difference in the destination price between the Gulf Coast and West Coast
is less than the incremental transportation cost) and. hence, the observation of the commentator.
To expect the state to charge a higher PS-1 price for deliveries in Alaska suggests that the state
could manipulate pncc terms to take advantage of the lack of competition among suppliers in the
local market. Even if it were possible to secure a higher price, it would not serve the goal of
promoting in-state refining.

In-state PfOCGSSing In the current contract and in the proposed contract. Tesoro has agreed that
80 percent of the RIK it will purchase will be processed in the Nikiski refinery. This clause is
designed to prevent Tesoro from re-selling RIK to a third party and possibly profiling from a
favorable pncc charged to Tesoro by the state. If such a benefit is available because the pncc
charged to Tesoro for its RIK based on Exxon's royalty value is less than Tesoro would have to
pay for oil from another source, then this benefit should be passed on to the m-state consumers of

Tcsoro's products.

Purchase Price Reopener According to the AN'S Royalty Settlement Agreement with Exxon,
the state and Exxon have reopener nghts in which a new pneing formula may be negotiated, if
necessary, or arbitrated by an independent Decision Panel. If this process leads to a pncc that is
not to Tcsoro’s liking, then Tesoro may unilaterally terminate its contract with the Slate, subject
to specified notice requirements. Tesoro may not reopen the contract with the state over price
should the state and Exxon agree to a different royalty value methodology. Tesoro also agrees
that it will not intervene in any way in the negotiations or arbitration of a reopencr between the

state and Exxon.

" Richard Ftnebcrg teitifled by teleconference from Juneau. Alaska.



Tesoro or the state may reopen the proposed RIK contract if the ban on ANS exports is lifted.
This would also be cause for the state to reopen the ANS Rovaltv Settlement Agreement with
Exxon. Though Tesoro may not intervene between the state and Exxon, the RIK contract
reopencr provides a mechanism for the s»ate and Tesoro to develop a new price term through
prompt and good faith negotiations between each other. If the state and Tesoro fail to agree on a
new price then, by notice to the other, either the state or Tesoro may terminate the contract.

Payments Like the current contract, the proposed contract has specified the timing and due dates
associated with the Initial Billing, Initial Adjustments, and Subsequent Adjustments. The timing
of these invoice and due dates has been shortened somewhat to reduce the state’s exposure to
default risk as described below.

Unlike the current contract, the state has agreed that any subsequent adjustment rendered more
than six years after the date of delivery will bear interest for only six years from the due date of
the initial billing. However, this six-ycar interest limitation does not apply to adjustments that
result from regulatory decisions, reopeners, court proceedings, or audits of Exxon's royalty
reports that arc commenced during the six year period.

Termination Notice The state requires at least a six-month plus ten-day notice of early termina-
tion of the contract or any reduction in the maximum quantity taken by Tesoro. This timing is
based on the ANS Royalty Settlement Agreements and the Prudhoe Bay Unit Agreement. Under
the original Prudhoe Bay Unit Agreement, the state has a right to "denominate' RIK deliveries
with a six month notice. Under each of the royalty settlement agreements, the timing requirement
was reduced to 90 days. However, the settlements also provide that the lessees may claim orce
majeUI’e if transportation is unavailable to transport any additional RIV for the first 90 days that
the RIK has reverted back to the producers. During this up-to-90-day period that lessees could
claim fOI‘CG rTHjeUI’e, the state must take full possession of its RIK and find customers to buy it
and tankers to transport it. For this reason Tesoro is obliged to provide sufficient notice to
terminate the contract or reduce its maximum quantity.

Security Supplies of RIK under the current contract arc secured by an irrevocable letter of credit
equal to 60 days worth of oil deliveries. The proposed contract will require a letter of credit
equivalent to the value of 75 days worth of RIK to secure the state in the event that Tesoro. for
any reason, fails to pay its bills or to take delivery. The increase in the value of the letter of credit
is required to protect the state from its exposure to "denomination risk.*5 As described above, in
addition to the risk assumed by the state should Tesoro fail to pay. the state also runs arisk of
losing full value of its RIK when it “denominates” the RIK volumes as RIV. Tliis 90 day
denomination notice period under the ANS Raoyalty Settlement Agreements is effectively
increased to 180 days should a lessee declare fOI‘CG majuel’e in obtaining sufficient rnannc
transportation to haul the additional RIV volume. During this period, the state cither has to find a
new RIK purchaser or negotiate with the lessees to take back the RIK. In cither event, the state
is in a distress sale situation and the letter of credit instrument is intended to protect the state from

this event.

' Denomination nsk and default mk were fully described in the Final Finding and Determination to Sell Royally
QOil to Petro Star Valdez Refinery Joint Venture, March 4, 1992.



The state's risk exposure is measured as follows:

30 days RIK is tendered but not billed
2 days Initial Billing

3 days Initial Billing due

4 days Default declared
39 days Default Risk

Volumes subject to 180 day denomination as per ANS Royalty Settlements times 80
percent of value should the sfate be forced to sell RIK =

36 days Denomination Risk
75 days Total risk exposure

The letter of credit is valued at the price of RIK volume p « day times the number of'days of total
risk exposure.

The contract includes language that will allow the 75*day letter of credit to be reduced to 60 days
if arrangements can be made to ameliorate the potential of a declaration offorce Majuere by any
of the lessees. Since Tesoro will already have manne transportation under charter to move its
ANS supply from Valdez to Nikiski. these vessels could be offered to the lessees as an indication
that the supply of tankers in the Valdez trade is sufficient. A declaration offorce Majuere by the
lessees in the event of a default of the proposed contract by Tesoro may be more difficult to
demonstrate with Tesoro’s tankers idled and wailing for new customers.

Local Hire Like current contract, the proposed contract requires that Tesoro agrees to employ
Alaska residents and Alaska companies to the extent they arc available, willing and qualified for
all work performed in Alaska in connection with the Agreement." An Alaska resident is defined
as one who has lived in Alaska for at least a year at the time of employment. If this provision is
found to be unconstitutional, then Tesoro agrees to hire Alaska residents to the extent that the
constitution will allow.

In-State Benefit Analysis

The commissioner must consider, among other things, the effects of the sale of RIK on the
economy of the state and the projected benefits of refining or processing the RIK in the state
(under AS 38.05.183). In short, the terms of the proposed RIK sale should 1) assure that the
state receives at least as much value for the RIK as it would have received for RIV and 2) encour-
age in-state processing of RIK together with the attendant economic and social benefits. These
benefits are measured in terms of jobs, taxes, and economic competition among the state's
refineries for their products. The conclusions reached in the best interest finding that
accompanied the current one-year contract are still applicable. Some of the information has been

updated here.

In the following discussion of in-state benefits, there is one caveat: the degree to which these
effects may be attributable to the sale depends on how important the sale is to the continued



operation and expansion ot'Tcsoro's Nikiski refinery. The state can offer a somewhat unique
crude oil supply contract whose terms might not be available from any other seller. Presumably.
Tesoro would continue their operations without this contract, but there are direct benefits to
Tesoro that may be derived in their dealings with the state. To the extent that these benefits are
translated into jobs, taxes, and more vigorous refined-products competition, the state will also
benefit. By the same token, the degree to which the sale may contribute to the ongoing operation
of the refinery also must be taken into account when describing the environmental effects of the
refinery's operation.

Economic Impacts Tesoro reports that it currently employs 189 people in the Kenai Peninsula
Borough/” This translates as one-in-ten of the manufacturing jobs in the Borough (competing
largely with fish processing and timber). Tesoro is. according to the Alaska Department of Labor,
number six of the top-ten private sector employers in the Borough. For the most part these are
also high-wagc jobs with a payroll in the Borough of over S11 million per year.

Tesoro's statewide marketing and distribution of petroleum products also contributes to the
diversity of the Alaskan economy. Tesoro employs 552 people statewide with a payroll of over

L *
S20 million.

Social Impacts Tesoro is one of the largest property taxpayers in the Kenai Peninsula Borough.
It contributed S1.3 million in ad valorem taxes in 1994 and the state received another S7.6 million
in various income, payroll, and excise taxes. No incremental effects on land use. impacts on the
local social infrastructure, i.e.. schools, public safety, roads, and other government services, arc
anticipated as a result of this sale.

Consumption Benefits In 1993. the Corps of Engineers reported “coastwise receipts" of
626,000 tons of petroleum products (185 million gallons). These arc domestic shipments
originating outside of Alaska. Furthermore, another 152.000 tons (45 million gallons) of
petroleum products were imported to Alaska from Canada and elsewhere. Together these
volumes amount to about 15 percent of the state's consumption. Presumably, some of these
volumes can be displaced by a growth in local production of refined petroleum products and their
may be a benefit to Alaskan consumers if competition from local supplies contribute to lower

prices for the consumer.*

Tesoro estimates that its throughput in 1995 will 50.000 bands per day. It produces a widc-
rangc of products and contributes to a 30 percent share of the local market for diesel fuel, jet

fuels, gasoline, and is a major supplier of propane and butane.

' Tesoro Alaski Petroleum Company. March 14.1995 Letter to Kevin Banks trom Bemie Smith.

Scott Sellemeyer. February 1995. ™A Diversified Economy-The Kenai Peninsula™ Alaska Economic Trends,
Alaska Department of Labor, pp. | - 7.

" U S. Department of the Army. Corps ol Engineers November 1994 Waterborne Commerce of the United
States. Calendar Year 1993. Pan 4-Waterways and Harbors Pacific Coast. Alaska, and Hawaii. WRXC-WCUS-
93*4 New Orleans. Louisiana and Alaska Depanment ot Natural Resources. March 1995 Historical and
Projected Oil and Gas Consumption. Anchorage. Alaska.
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Environmental Impacts Tankers have operated in the Cook Inlet for over 50 years and. for the
most part have operated safely.g The bulk of tanker traffic in the Cook Inlet carries ANS from
Valdez to the Nikiski refinery, petroleum products to Cook Inlet ports, or refined oil and gas to
Pacifc Rim markets. The sale of North Slope RIK will not materially affect the reliance of the
Nikiski refinery on tanker transportation. The refinery's main source of crude oil comes from the
North Slope via Valdez and the Cook Inlet, but Cook Inlet crude oil supplies will continue to
contribute to 10 percent of Tcsoro's requirements. The decision to sell RIK to Tesoro does not
authorize its trinsponation. Federal and state permits will be required.

A second commentator at the Royalty Board meeting on April 6, 1995 expressed concerns about
tanker traffic in the Cook Inlet. 0 Me voiced the concern that the vessels now under charter by
Tesoro met only minimum safety and operational standards. These standards should be raised to
a level similar to those required in the Prince William Sound. Me advocated the use of tanker
escort vessels in the Cook Inlet. Tesoro indicated in its reply to this concern at the meeting that
their vessels would be hydrostatically loaded to avoid a catastrophic spill in the event of a tanker
collision and that the new facilities at the Nikiski refinery meant that fewer total tanker trips will
be required." Nonetheless, the volume of oil transported through the Cook Inlet will not
increase as a result of this contract nor is this agreement the appropriate venue to change the
regulatory oversight of Cook Inlet tanker operations.

The Alaska Department of Environmental Conservation (ADEC) requires that the oil industry
develop oil spill contingency plans and monitors the implementation of those plans. In 1990, the
legislature enacted additional laws to reduce the likelihood of future spills in Alaska and to
improve the capability to respond to those that occur. The federal Oil Pollution Act of 1990
created Regional Citizens Advisory Councils to involve local citizens in the process of preparing,
adopting, and revising oil spill contingency plans and the regulation of tanker and terminal

operations.

The Tesoro refinery now operates under a ADEC Air Quality Control permit to operate

<PTO No. 9023-AA008) and under this permit Tesoro must comply with a variety of conditions
to control and monitor emissions both from the burning of fuel and the refinery's process equip-
ment. In January 1994. the state issued Tesoro a Prevention of Significant Deterioration air
permit (PSD) to allow the refinery to operate some equipment for longer hours. Tesoro then

st omitted proposed amendments to the PSD permit in February related to the vacuum unit
project. Tesoro has also agreed to several conditions that will result in air quality monitoring and
improvements at the refinery including an air pollution compliance audit and improvements at the
refinery that arc recommended in the audit. Most significantly. Tesoro has agreed to reduce
emissions of volatile organic compounds from the refinery by 150 tons per year by 1996.

* Alaska Department of Natural Resources. October 1993 Final Finding ot the Director Regarding Oil and Gas
Lease Sale 78. Cook Inlet. Anchorage. Alaska

'Ken Kastner testified by tcleconletcnce from Homer. Alaska.

"* See alio page 20. Final Finding and Determination lo Sell Royalty Oil lo Tesoro Alaska Petroleum Company.
Alaska Department of Natural Resources. September 20. 191



Under compliance orders with both ADEC and the U.S. Environmental Protection Agency,
Tesoro is undertaking a long term clean-up of historical groundwater and soil contamination at

the refinery.

Findings and Determination

The commissioner must conclude that in any disposition of RIK, first, under AS 38.05.183(a) the
best interests of the state will be served by a non-competitive sale, and second, under AS
38.05.183(c), the non-competitive sale of RIK will be awarded to the prospective buyer whose
proposal offers maximum benefits to the citizens of the state. The commissioner is specifically
directed to consider the cash value offered for the RIK. the economic effects of the sale, the
benefits of in-state processing of the RIK. and the ability of the prospective buyer to supply the
state with refined products. In addition to these considerations, commissioner is obligated to
analyze the sale using the same criteria that are to be considered by the Royalty Board in its
review of the sale. These criteria are listed in AS 38.06.070 and include: the revenue needs and
fiscal condition of the state: the local and regional requirements for petroleum products: the
desirability of localized capital investment, increased payroll, and secondary development effects:
the social impacts of the sale: the additional costs to the state and local governments caused by
the development related to the transaction the local and regional labor market: environmental
effects: and the impact on existing private :ommercial enterprises and investment patterns.

Competitive Bidding is Waived As comnnssioner of the Department of Natural Resources. |
have determined in accordance with AS 38.0".183(3) and 11 AAC 03.030 that the best interest of
the state may be achieved in this sale without competitive bidding. The State is currently selling
37 percent of its North Slope royalty oil under the Mapco contract and Tesoro’s one-year
contract. There arc other refineries that have requested RIK from the State. At the time of the
publication of this finding, Petro Star Inc. and Pctro Star Valdez Refinery together have requested
62.000 barrels per day and Tosco Refining Co.. an independent West Coast refinery’, has
indicated an interest in a one-year supply contract. So. while competition for RIK may be said to
exist, the state will retain enough royalty oil to meet the needs of these other RIK purchasers even

with the proposed contract.

By this Preliminary Finding and Determination, the Alaska Royalty Oil and Gas Development
Board has been notified that competitive bidding is waived as required under 11 AAC 03.040.

Contract Prices are Acceptable Under 11 h AC 03.010(b), 1f:nd that in establishing the price
of this royalty oil contract, the department has obtained a price applicable to the oil that is being
sold that is at least equal to, and probably will exceed, the volume-weighted average of the royalty
value for all the RIV ail lifted in the Prudhoc Bay Unit.

The Sale Lsin the Best Interest of the State Inaccordance with AS38.05.183(a), (c), and (e), |
find that taking RIK and selling by non-competitive bid to Tesoro for use at the Nikiski refinery is
in the best interests of the state. Furthermore, the sale as described abovewillmaximize benefits
to the citizens of Alaska. 1 find the following:

1 The state is now highly dependent on oil revenue and will continue to depend on oil
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revenues in the future. The price term of the sale protects the state's interest by ensuring
that revenues from this sale will likely exceed the in-value alternative.

2. There are local and regional economic benefits to be derived from the continued
operation and expansion of the Nikiski refinery. While the proposed contract may
increase the financi.U viability of the refinery, the extent to which these benefits can be
ascribed to the proposed contract cannot be predicted.

3. As described above. Tesoro is an important competitor in the market of refined
petroleum products. Vigorous competition in fuel sales in the state may provide for
lower consumer product prices.

4. Tesoro provides high-wage jobs to 189 people in the Kenai Peninsula Borough and
another 363 people statewide. It is one of the largest private sector employers in a
region where unemployment rates often exceed state averages. Both the Kenali
Peninsula Borough and the state receive revenues from Tesoro as property taxes and
corporate income and excise taxes.

5. Any environmental effects will result from the continued operation of the Nikiski
refinery, not from the proposed sale. The sale itself will have no incremental effect.
Waterborne movements of ANS through the Cook  Inlet will occur with or without the
sale (though waterborne movements of residual oil will be reduced with the completion
of the refinery expansion). Improvements at the refinery will operate only under air
quality permits issued by the ADEC which has a process for assessing the effects of the

projects.

6. To the extent that the sale helps provide a cons;stcnt and economic supply of crude oil
to the refinery, the sale will contribute to ongoing economic stability in the Kenai
Peninsula region and maintain a healthy competitor in the in-state market for refined
petroleum products.

Criteria Weights According to i 1 AAC 03.060(b), "In considering the criteria described in AS
38.05.183(c), the Commissioner will state which criteria apply to the proposed disposition and
discuss the weight given to the applicable criteria in determining the maximum benefit to the
state....”

In making this finding, the department first determined that the state would not lower the total oil
revenue, including royalties and severance taxes, due the state by making a disposal to Tesoro.
The department next looked at whether the disposal would contribute to robust competition in the
in-state refining industry and the extent to which that would lead to lower product prices. Finally,
the department examined the criteria to determine that the state would not create any
unacceptable environmental or social impacts.

Royalty Board This finding and determination will be submitted to the Royalty Board in
compliance with AS 38.05.183(c) which requires that commissioner may not waive competitive
bidding ;s a sale of RIK unless pnor written notice has been given to the board.
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Legislative Approval According to AS 38.06.055(c) the commissioner may not renew the
current one-year contract with Tesoro without the prior approval of the legislature. By statute,
The Royalty Board must review the sale and submit a written recommendation to accompany a

resolution introduced in the legislature to approve the sale.

Conclusion Under the terms of the proposed contract, the state would receive a fair royalty
value for the royalty oil, while fostering in-state processing, potentially lowering product prices,
and providing attendant benefits. The satisfactory price terms, coupled with the associated
economic benefits for Alaska citizens, supports the decision to waive competitive bidding.

The foregoing facts and analysis support the finding that this disposal is in the best interest of the
state and that it maximizes the benefits to Alaska citizens.

Date



Appendix A: AS 38.05.183(e), AS 38.06.055, and AS 38.06.070(a)

AS 38.05.183(e). When a sale, exchange or other disposal of oil or gas taken in kind by the state
as its royalty share, or a sale, exchange or other disposal in whole or in part of a right to receive
future royally oil or gas. under a state lease under this chapter is made other than by competitive
bid. the sale, exchange or other disposal shall be awarded by the commissioner to the prospective
buyer whose proposal offers the maximum benefits to citizens of the state. The commissioner
shall consider:

(1) the cash value offered:

(2) the projected effects of the sale, exchange or other disposal on the economy of the
state;

(3) the projected benefits of refining or processing the oil or gas in the state:

(4) the abdity of the prospective buyer to provide refined products or by-products for
distribution and sale in the state with price or supply benefits to the citizens of the
state; and

(5) the criteria listed in AS 38.06.070(a).

AS 38.06.055. Legislative approval, (a) Inaddition to the recommendation by the board
required under AS 38.06.050. the commissioner of natural resources may not enter into a sale,
exchange, or other disposition of od or gas or of the rights or waiver of the rights to receive
future production of royalty oil or gas under AS 38,05.183 without the prior approval of the
legislature. The legislature may approve a sale, exchange, or other disposition of oil or gas or of
the rights or of a waiver of the rights to receive future production of roya tv oil or gas only by
enacting legislation, (b) The provisions of (a) of this section do not apply to
(1) the sale, exchange, or other disposition of od or gas for one year or less if the sale,
exchange, or other disposition is entered into to relieve storage or market conditions;
(2) contracts for the sale of state-owned royalty gas or od that specify the sale and
delivery of not more than
(A) 400 bands of crude od per day;
(B) 460 barrels of natural gas liquids per day; and
(C) 2.400 Mcf of natural gas per day.
(c) Asale, exchange, or other disposition of oil or gas under (b)( 1) of this section may not be
continued after the end of one year or renewed with the same party without the prior approval of
the legislature under (a) of this section. This subsection docs not apply to a sequential
competitively bid sale of oil or gas made with the same party under (b)(1) of this section.
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AS 38.06.070. Criteria, (@) In the exercise of its powers under AS 38.06.040(a) and 38.06.050
the board shall consider

(1)
@)

©)
&
(6)
(7)
©)

the revenue needs and projected fiscal condition of the state;

the existence and extent of present and projected local and regional needs for oil and
gas products and by-products, the effect of state or federal commodity allocation
requirements which might be applicable to those products and by-products, and the
priorities among competing needs;

the desirability of localized capital investment, increased payroll, secondary
development and other possible effects of the sale, exchange or other disposition of
oil and gas or both;

the projected social impacts of the transaction;

the projected additional costs and responsibilities which rould be imposed on the state
and affected political subdivisions by development related to the transaction;

the existence of specific local or regional labor or consumption markets or both which
should be met by the transaction;

the projected positive and negative environmental effects related to the transaction;
and

the projected effect « '( the proposed transaction upon existing private commercial
enterprise and patterns of investments.



Appendix B: Comments and Responses on the Preliminary Findings and Draft Contract

The department sent either a copy of the preliminary findmg and draft contract, or a notice
announcing its availability to a 388-person mailing list, in addition, legal notices and display
advertisements were published in the Anchorage Daily News. Juneau Empire. Fairbanks Daily
Ncws-Mincr. Kenai Peninsula Clarion. Homer News. Homer Tribune, and the Frontiersman.

The department received two K.'crs commenting on the proposed sale. These letters appear
below. Also, attached is Resolution 95-1 of the Alaska Royalty Oil and Gas Development

Advisory Board signed by the Board members April 6. 1995



WORLD OIL CORP.

PO BOX 066
SOUTHGATE. CA 90200-1966

March 30, 1995 TEL ;310) 920-01C0 FAX (310) 920-3234

Kenneth A. Boyd

Acting Director

State of Alaska

Department of Natural Resources

Division of Oil and Gas , (V-
3601 C Street, Suite 1380

Anchorage, Alaska 99503-5948

Dear Mr. Boyd:

World Oil Corp. is in its 55th year as a petroleum marketer and
refiner.

We respectfully urge the State of Alaska to sell royalty oil to
Tesoro.

Tesoro is a supplier of petroleum products to the independent

segment of the industry, and it is to the consumer’ benefit that
Tesoro remain a vital, vibrant factor in the independent field.

Sincerely,

WORLD OIL CORP.

Bernard B. Roth
Chairman and Chief Executive Officer

9X ?S OARF1CLO AVENUE SOUTHGATE CAIfCPUIA 90290 3090



Kevin Banka
Division of Qil and Gas
3601 C Street, Suite 1398
Anchorage, Alaska 99503-5948 APR 20 1995
April 18, 1995
<e_

Dear Mr. Banks,

This ir in response to a publicly advertised request for comments concerning the sale of
royalty oil to Tesoro Alaska Petroleum Company. The exploration for, production ofi
and shipment of ail in Cook Inlet continue to be emotionally charged issues in which |
have been involved over the past 64- years. This sale though should remain unrelated to

those discussions.

As a commercial fisherman since the late 19680%s in Cook Inlet waters (“'semi-retired" in
1991), I have seen fishing overtaken by ail as the premier “industry™ in Alaska.
Unfortunately for all Alaskans, the oil industry merely increased resource rxaractwn
rather than expand resource dcvelopmcw. Tesoro Alaska operations represent the
pinnacle of resource development for the oil industry in Alaska. This sale needs to be
supported wholeheartedly to continue at least tliis small effort of resource development
in our state. The reasons | see of supporting this sale are. in general, split in two major

areas.

On a local economic level innumerable opportunities have been provided to the Kenai
Peninsula by the Tesoro operations. A stable economic base provided by the Tesoro
plant and the related industry’ it helped spawn has made the Kenai region one of steady
growth and excellent services. The conunuea sale of royalty od to Tesoro will assure
this region of its immediate furure. In long-range economic terms this is an
immeasurable benefit, yet there is no doubt of the positive effect. Providing a three year
contract maintains security for Tesoro and the local economy.

A more thought-provoking reason concerns my belief the Tesoro plant and its
responsible development plan should be the model for resource development in this
stale. While limiting or eliminating the royalty od sale would have an economic effect
largely co- ined to the central peninsula, the ramifications of such a detrimental action
would be felt dramatically in the conceptual design of resource development for Alaska.
The effect to future responsible development planning in the timber, fishing and oil
industries would be to continue as merely a resource extraction site. This would be
devastating to Alaska, especially as wc attempt to rely less on od extraction revenue and
develop a broader economic base. Indeed, the continued sale of royalty od to Tesoro
Alaska Petroleum CVnipany should be embraced by all Alaskans as the most positive
and prominent step m responsible resource development in this state.

| enthusiastically endorse this royalty od sale under a three year contract. Thank you tor
this opportunity to comment.

Yours truly

Kerl Rulliam

Sea Hreeze Inn A Charters
Kail A Naacy Pvthaa. Uoi 31.5cl4ona. A lula 99663
pWlas 907-234-7641/7699



The Alaska Royalty Oil and Gas Development Advisory Board
Resolution 95-1

On March 21, 1995. the acting director of the division of oil and gas ("director”) provided
the Alaska Royalty Oil and Gas Development Advisory Board (“*Board”) with preliminary findings
and proposed contract for a three-year sale of approximately 40.000 barrels per day of Prudhoe
Bay Unit royalty oil to Tesoro Alaska Petroleum Company (“Tesoro”). Tesoro will process the

o1l in its refiner/ m Nikiski. .Alaska.

The propose contract was discussed between representatives of the division of oil and gas
and Tesoro over the past four months culminating in a draft contract. On March 21. 1995. the
director made public the proposed contract and the Preliminary Finding and Determination of the
Commissioner of the Department of Natural Resources. The director notified the public that the
proposed saie would be uiscussed at the Board’s meeting on April 6. 1995 and invited them to

On April 6. 1995. the Board met to discuss the sale and to take public comment on it.
The meeting was attended by representatives of the division of oil and gas. representatives of
Tesoro. and members of the public. The Board received a presentation from the division staff
regarding the proposed sale ana contract, questioned the staff about tncrn. and made several
suggestions. The staff will implement those suggestions. At the cot.dusion of the discussion, the
voting members of the Board, who attended the meeting, unanimously approved the proposed
saie and recommended that the proposed contract be approved by the legislature.

Based on the Board’s review of the contract for the sale and purchase of royalty oil
between the state of Alaska and Tesoro. the Commissioner’s finding and determination regarding
the proposed sale, and the information presented at a public meeting of the Board, the Board is of
the opinion that the proposed disposition of Prudhoe Bay Unit royalty oil to Tesoro meets the
requirements of AS 32.06 and 11 AAC 26. The Board adopts the ‘Commissioner's finding and
determination, and recommends that the Nineteenth Legislature approve the agreement for the
saie and purchase of royalty oil from the Prudhoe Bay Unit to Tesoro Alaska Petroleum

Company

Tom Cook

WiUie Hensley V.:Shively
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The Alaska Royally Oil aiiil Gas Development Advisory Board

\O \i <>
, . Resolution 9%5*1
.4 M

On March 21, 1995. tire acung director of the division of oil and gas (“director") provided

die Alaska Royalty Oil and Gas Development Advisory Board ("Board") with preliminary findings

and proposed contract for a direc-ycar sale of approximately 40,000 bands per day ot Prudhoe

Bay Unit royalty oil to Tesoro Alaska Petroleum Company (‘Tcsoto 'j. Tesoro will process the

od in its refinery in Nikiski. Alaska.

The propose contract was discussed between representatives of die division of oil and gas
and Tesoio over the past tour months culminating in a draft contract On March 21. 1995. the
director made public die proposed contract and the Preliminary Finding and Determination of the
Commissioner of the Department of Natural Resources. The director notified the public that the
proposed sale would be discussed at the Board's meeting on Apnl 6. 1995 and invited them to
attend.

On April 6. 1995. fie Board met to discuss the sale and to take public comment on it.
The meeting was attended by representatives of the division of oil and gas. representatives of
Tesoro. and members of the public. The Board rccciveJ a presentauon from die Uivisiou ?taff
regarding the proposed sale and ccntiact. questioned the staff about them, and made several
suggestions. The staff will implement those suggestions. At the conclusion of the discussion, die
voting members of the Board, who attended die meeting, unanimously approved die proposed
sale and recommended that the proposed contract he approved by the legislature.

Based on the Board'srcv.cw of dio contract for the sa'_and purchase of royally oil
between ihe sraic of Alaska and Tesoro. the Commissioner's finding and determination regarding
the proposed sale, and die information presented at a public meeting of the Board, the Board is of
die opinion that the proposed disposition of Frudnoc Bay Unit royalty oil to Tesoro meets the
requirements of AS 32.06 and 11 AAC 26. The Board adopts the Commissioner's finding and
determination, and recommends that the Nineteenth Legislature approve the agreement for the
sale and purchase of loyally oil from the Prudhoc Bay Unit to Tesoro Alaska Petroleum

Company.
Lynn Alcshuc Tom Cuuk
Wilson Condon Becky Gay

Wilbe Hentlev John Shively
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Crepter i

AN ACT

Relating 10 (he liking of fish and game; and providing for tn effective dale.

« Section . FINDINGS. PURPOSE. AND INTF.NT. (a) The legislature finds that

(1) there are Alaskans, both Naive and non-Natire, who have a traditional,
social, or cultural relationship to and dependence upon the wild renewable resources produced
by Alaska's land and water, the harvest and use of fish and game for personal and group
consumption is an integral pan of those relationships;

(7) although customs, traditions, and beliefs vary, these Alaskans share ideals
of respect for nature, the importance of using resources wisely, and the value and dignity of
a way of life in which they use Alaska's fish and game for a substantial portion of their
sustenance; this way of life is recognized as 'subsistence™;

(J) customary and traditional uses of Alaska's fish and game originated with
Alaska Natives, and have been adopted and supplemented by many non Ntiive Alaskans as
well; these uses, among others, are culturally, socially, spirinsatly, and ousibonally important
and provide a sense of identity for many subsistence users.
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(4) while Alaska's fish and gune are generally Ml plentiful, these resources
are not unlimited and cannot provide Torevery desired use, nowor in the future; competition
for and the level of elfon on these ;viurces have required (he legislature and the Ooinl of
Fisheriei and Board of Came lo establish a preference fur subsidence among tire vinous
beneficial uses of fish and fame in the tutr. and

()) inmost areas of the state, a preference for subsistence can be provided
without an overly burdensome intrusion upon other consumptive uses of fish and game.
(b) Itb the purpose of rhii Act
(t) lodevelop nd maintain healthy fish stocks and game populations through
management based on the sustained yield principle; and
(J, to provide for a preference for subsidence uses over other consumptive
uses of fish and game rtsoircri.
(e) It b the intent of the legislature that
(1) subsistence uses of Alaska's fish and game resources are given the highest
preference, in order lo accommodate and perpetuate those uses; and
(2) this Acs not result in significant reallocations ol fish and ganie in Alaska.
*Set 2. AS 16.0S.2SS is repealed and reenacted » read'
Sec. 16.00.25S. SUBSISTENCE USE AND ALLOCATION OF F1SII AND
CAME, (a) Except in nonsubsutcnee areas, the Board of Fisheriei and the Board
of Came shall identify ihe Fish flocks and game populations, or pc «rtu uf suxka or
populations, that are Custormarily and traditionally taken or used 'or subsistence. The
commissioner shall provide recommendations to the boardsr interning the stock ml
population identifications. The hoards shall meke identific tiont required under this
subsection after receipt of the eotnirussiooer'i recommendatiora
(b) The appropriate board shall determine whether a portion of a Ash stock
oe game population identified under (a) of this section can be harvested cgntisicM
with sustained yield. 1f a portion of a stock or population can be harvested eonsisseat
with sustained yield, the board shall determine the amount of the hirvestable pardon
that is reasonably necessary for subsistence uses and
(1) if die harvesuble portion of the *och or population it sulficie*

to provide for all consumptive uses, the appropriate board

Crepter |
(A) thrdl adopt regulations tint provide a reasonable
opportunity for subsistence uses of those stocks or populations;
(B) shall adopt regulations that provide fur other uses of those
slocks or populations, subject lo preferences among beneficial uses; and
(O may adopt regulations to differentiate among uses;

(2) i. be harvesuble portion of the stock or populstion it sufficient
to provide for subsistence uses and some, but nor all, other consumptive uses, the
appropriate board

(A)  shall adopt regulations that provide a reisoiulite
opportunity foe subsistence uses of (hose stocks or population]',

(B) may adopt rtguistions that provide fur other consumptive
uses of those stocks or popu'-'ioru; and

(Q shalla ;ularioas to differentiate imong consumptive
uses thar provide for a j .ice for the subsistence uses, if regulations are
adopted under (B) of this paragraph;

(3) ifthe harvestable portion of the stock or population u sufficient
to provide for subsistence uses, but do other consumptive uses, the appropriate board
shall

(A) determine the portion of the stocks or populations that can
be harvested consistent with sustained yield, and

(D) adopt regulations that eliminate other consumptive uiei in
order to provide a reasonable opportunity for subsistence uses; and

(4) if the harvesttblc portion of the stock or population is nor
sufficient to provide a reasonable opportunity for subsistence uses, the appropriate
board shall

(A) adopt regulations eiimuuang consumptive uses, other than
subsistence uses;

(B) distinguish among sobcislenet users, through linatations
based oa

(i) the customary and direct dependence on the fish
stock or game popelabon by the subsistence user foe human

*J asroal
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consumption <ia mainstay of livelihood;
(ii) the proximity of ihe domicile of (he subsistence
user to the stock or population; and
(i) the ability of the subsistence user toobtain food if
subsistence use is restricted or eliminated.

(c) The boards may rot permit subsistence hunting or fishing in ¢
nontubtittcnee area  The boards, acting jointly, shall identify by regulation the
boundaries of nonssibsittence areas. A nonsubsistence area is an area Or community
where dependence upon subsistence is not a principal characteristic of the economy,

10 culture, and way of life of the area or community. In determining whether
1 dependence upon subsistence is a principal characteristic of the economy, culture, and
12 way of life of an area or community under (hit subsection, the boards shall jointly
13 coniider the relative importance of subsistence in the contest of the totality of tie
14 following socioeconomic characteristics of the area or community;
15 (1) the social and economic structure;
16 (2) the stability of the economy;
17 (1) the extent and the kinds of employment for wsga. Including full-
18 time, pin time, temporary, and seasonal employment;
16 (4) the mount and distribution of cash income ammg those domiciled
20 in the area or community,
21 (3) the cost and availabtliiy of goods and services lo those domiciled
2 in the area or community;
23 (6) the variety of ftshand game species used by those domiciled inthe
24 area ot community;
23 (7) the seasonal cycle of economic activity,
26 (8) the percentage of those domiciled in ihe ares or community
27 participating In hunting and fishing activities or using wild fish art! game;
28 (9) the harvest levels of fish arvl game by those domiciled in the arts
26 or community,
30 (10) the cultural, social, and economic values associated with the
31 taking and use of fish and game;

CCS HB 601
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(11) the geographic locations where those domiciled In the area or
community hunt and fish;

(12) the extent of sharing and exchange of fish and game by those
domiciled in the area or community,

(13) additional similar factors the boards esvblish try regulation to be
relevant to their determinations under this subsection

(d) Fishslocks and fsme populations, or portions of foh slocks andgame
populations nos  identifiedunder (a) of this section may be taken onlyunder
nonsubsistence regulations.

(e) Takings ar.J uses ol fish and game authorised under this section aie
subjoct to regulations regarding open and dosed areas, seasons, methods and means,
marking and identification rnpiircmenti, quotas, Lng limits, harvest levels, and sea.

age, and tite limitations. Takings and uses of resources authoetrex! under this section
art subjectto AS 16.03.8)1 and AS 16.30

(0 Foepurposesof this section, ‘reasonable upponunity*means an
opportunity, as determined by die appropriate board, that allows a subsistence user in
participate in a subsistence hunt or fishery that provides a normally diligent participant

with a reasonable eipectation of success of takiag of fish or garre.
*Sec. X AS 16,05 218 is repealed and reenacted to read;
Sec. 1603.23*. SUBSISTENCE USE AND AIIOCATION OF FISH AND
GAME, (@) The Board of Fisheries and the Board of Game shall identify the fish
stocks and game populations, os portion! of stocks and populations, that are

cumonwrily and traditionally used lor subsistence in each rural area identified by the
boards

(b) The boards shall determine
(1) whsi portion, if any, of the stocks and populations identified under
(a) of this section caa be harvested coou' cnt wsth sustained yield, and
(2 how much of the W\vesUble portion is needed so provide a
reasonable opportunity to satisfy the p. baistusce uses of those tiochsand populations

(c) The bouids shall adope subsistence fishing and subsistence huit'tng
regulations for each stock and population for which a harvtiobie portion it

3 CCS HB 601



Crepter |

resources; the terms of this paragraph do not restrict money sales of furs and

Jit*pier 1

determined lo eaist under (bKI) of this section If the ht/veiuble portion it not
sufficient to accommodate til consumptive uses of ihe slock ar population, bui it
sufficient to accommodate lubsistcnce uy< of (he nock or population, then
nonwastcful subsistence utet shall he accorded J preference over other consumptive
uses, tnd tne regulatkns shall provide a reamnable opportunity lo taiitfy ihe
subsistence utet  If the harvesuble portion it sufficient lo accommodate ihe
subsistence utet of the tiock or population, then ihe boarda may provide foe other
consumptive utet of ihe remainder of the hirresuble portion. If it it necessary to
rennet tubtitience fishing or tubtittence huntin| In order 10 assure tutuined yield
oecontinue aubtiiiencc utet, then the preference shall be limited, and the boards shell
distinguish imodj subsistence uteis, by applying the following criteria:

(1) customary and direct dependence cn the fish stock or (ime
population at (he maimuy of livelihood,

(1) local residency; and

(3) availahility of alternative resources.

(d) The Uaardi may adopt rrjulaticat consistent with this section set
authorize taking fa nonwbsistmce uses a stock or population identified under fa}ef
this SCCtico.

(e) Rah stocks and game populations, including bison, a pontons of fah

furbearers.

eSat 3. AS 16.03940(36) and 16.03940(37) a. repealed.

*Sac. <. REGULATIONS. Notwithstanding the provision cf AS 1603138, asin effect
on the day before the effective dare of sec. 2 of this Act, the Board of Fisheries, Doard of
Game, and Department of Rsh and Came shall adopt regulations necessary to Implement the
provisions of area. I, 2. and 4 of this Act.

*Sec. 7. TRANSITION, (a) It isthe irvent of the legislature that the Board of Fisheries

and 'he Bond of Game eapeditiously adopt regulations necessary to implement sect. 1,7.and
4 of this Act.

() Regulations adopted by the Board of Fisheries, Board of Game, a  Department

of Rsh and Game after July 1,1992, may not be incottistenl with the provisions of s-cs |,
2. and 4 of thia An.

(© Regardless of whether regulations in efleet on July I, 1992. and adopted under
the authority of AS 16.03731,16 05-235, or 16.03.238, as that statute reisl on the day before
the effective date of tec. 2 of this Act. arc irsconailtent with the provisions of secs. |, 2, or
4 of this Act, they may continue to be implrmer>ed and enforced until the effective dale of
aec. 2 of thia AcL.

* Sec. *. TRANSITION. After January I, 1993, ihe Board cf Rshertei. Board uf Game,

20 and Department of Rsh and Game may adopt regulations to implement AS 1603 238, as
srocks and game populations, not idcnufied under (a) of this section may be takes 11 imended by sec. 3 of this Act. Regt lationa adopted under this section may not take effect
only under nofsulbsiatcnce regulations. 12 before the effective date of sec. 3of this Act

(0 Takings authorized under LLs section are subject lo reasonable regiaiicn 13 +Sec.9. REVIEW, (a) The legislature acknowdedges and retognizrs that this Act dealt
of seasons, catch nr big Unit, and methods and means. Takings and uses of 24 with a subject of vital concern and that the subject merits review. Three/ore, it it (he intent
resources authorized under this section are subject to AS 1603831 tnd AS I&M 13 ofthe legislature that she operation of this Act and he regulation! adopted under this Act be

' S«- 4. AS 1603.940 is amended by adding new paragraphs to read; 1*  fully reviewed oy the governor no later than June 1,1994.

(36) "customary and traditional™ means the nasconmrrrial, kesg tens 2z (b) Thia review period it intended to allow for further research azd to gain eaperienct
and consistent taking of, use of, and reliance upon fisha game in a specific areaand 18 in implementing this Act ark regulations adopted under secs. 6 and 7 nfthis Act It it the
the use pattern of thal fish a game that have been established over a reasonable 13 intent of the legislature tho the governor convene a representative group to provide
period of time faking into consideration 'he availability of the full a game. 3  rsxommendaticna to the governor before the end of the review period. It is tie intent of the

(37) ‘customary trade* means the limited noncommercial euaegc. a1

(a minimal amounu of cash, at restncvd by the zfprcprtate board, of fish or gane

CCS HB 601

legislature that representatives of the legislature and persons with a history in the formulation
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Chepter 1
of subsistence legislation In (hli state pwldjiat* In the grojp.

() Itit the intent 0| the legislature that the review under tha Jtenoi occur with
public input and participation.

(d) No later thin September |. 1994. the governor thill provide i report to the
legislature otl the remits of the review ind peopoted recoenmendalioM for statutory
amendment!,

* Sec 10. Seetiont 6 . g of thia Act lake effect immediately ondcr AS 01.10.070(e).
e Sec It. Section 1, J. 4, and 9 of thit Act take effect on the effective dale of
regulations Tint adopted tinder tec. ft of thia Act by the Bow! of Fisheries and the Board of

Oime.
 Sec 12. Section! J and 3 of thil Act take effect October 1, 1993,

CCS HB Mil
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CS FOR SENATE BILL NO. 17I(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
UY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(j): SENATE RESOURCES COMMITTEE
A BILL
FOR AN ACT ENTITLED
"An Act extending the date for a review of and a report on the current law

regarding subsistence use of fish and game and delaying the repeal of Ihe current

law regarding subsistence use of fish and game; and providing for an effective

date."

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

 Section 1. Section 9(a), ch. 1, SSSLA 1992, is amended to read:
(@ The legislature acknowledges and recognizes that this Act deals with a
subject of vital concern and that the subject merits review. Therefore, it is the intent
of the legislature that the opcrauon of this Act and the regulations adopted under this
Act be fully reviewed by the governor no later than December 31. 1995 [JUNE 1,
1994).
* Sec 2 Section 9(d), ch. 1, SSSLA 1992, is amended to read:
(d) No later than February 1. 1996 (SEPTEMBER 1 1994), the governor
shall provide a report to the legislature on the results of the review and proposed

CSSB 17I(RES)
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recommendations for statutory amendments.
e Sec 3. Section 12, ch. 1, SSSLA 1992, is amended to read:
See. 12. Sections 3 and 5 of this Act take effect October 1,1996 (1995).

*Sec 4. This Act takes effect immediately under AS 01.10.070(c).

-2.
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OFFERED IN THE SENATE ..
TO: SB 171

Page l. line 1 after "Act*

Insert ‘extending the date for a review of and a report on the current law

regarding subsistence use of fish and game and"

Page I. after line 3.
Insert new bill sections to read:
 Section I. Section 9(a). ch. l. SSSLA 1992, isjmended to read:
(a) The legislature acknowledgesand recognizes that this Act deals with a
subject of vital concern and that the subject ments review. Therefore, it is the intent
of the legislature that die operation of this Act and the regulations adopted under this

Act be fully reviewed by the governor no later than February 1. 1996 LJUNE 1.

td) No later than February 1. 1996 (SEPTEMBER |. 1994], the governor
shall provide a report to the legislature on the results of the review and proposed

recommendations for starutory amendments."

Page 1. line 4:
Delete Section I.

Insert 'Sec. J."

Renumber the following bill section accordingly.
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SENATE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY TIIK SENATE RESOURCES COMMITTEE

Introduced:
Referred:

A BILL
FOR AN ACT ENTITLED
"An Act delaying the repeal ol the current luw regarding subsistence use of fish

and game; and providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

e Section |. Section 12. ch. I. SSSLA 1992. is amended to read:
See. 12. Sections 3 and 5 of this Act take effect October 1. 1996 (1995].
» Sec. 2. This Act takes effect immediately under AS 01.10.070(c).
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SENATE HIIL.I. NO.
IN 11I* LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE ¢ FIRST SESSION
IlY THK SKNATK KKSOUKCKS COMMUTER

Inlrikluml:

Referred:

A HILL
FOR AN ACT ENTITLED

"An Arl relating to subsistence use of fish and game."
HE IT ENACTED HY THE LEGISLATURE OF THE STATE OF ALASKA:

« Section I. Sections 3. 5.and Hch. 1. SSSLA 1992, are repealed.

Jfe tih/.m >,
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SENATE BILL NO. / (f /
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY THE SENATE RESOURCES COMMITTEE

Introduced:
Referred:

A BILL
FOR AN ACT ENTITLED

"An Act relating to subsistence use of fish and game."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

 Section 1 Sections 3, 5. and 8. ch. 1, SSSLA 1992, arc repealed.

Nr* e-ofierilr»4 tOZLETEO TEXT BXACKETTDJ
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SENATE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY THE SENATE RESOURCES COMMITTEE

. Introduced:
Referred:

A BILL
FOR AN ACT ENTITLED

1 "An Acl relating to subsistence use of fish and game.”
2 BE IT ENACTED BY THE LEGISLATURE OF HIE STATE OF ALASKA:

3 » Section 1 Sections 3. 5. and 8, ch. I, SSSLA 1992, arc repealed.
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1992
SECOND SPECIAL SESSION

CHAPTER 1

AN ACT Relating to the Taking ok Fish and Game:and Providing
tor an Effective Date.

<CCSHR 6011

He ii enacted by the l.enisluture ol' the Store of Alaska:

Section 1 FINDINGS. PURPOSE. AND INTENT. 'n> The Lcgisln-
lure finds that

ill there are Alaskans, both Native and non-Native. who have a
traditional, social, or cultural relationship to and dependence upon
the wild renewable resources produced by Alaska’ land and water:
the harvest nnd use of fish and Rame for personal and group
consumption is an integral part of those relationships;

12* although customs, traditions, and beliefs vary, these Alaskans
share ideals of respect for nature, the importance of using resources
wisely, and the value and dignity of a way of life in which they use
Alaska’s fish and game for a substantial portion of their sustenance:
this way of life is recognized as "subsistence”;

i.ll customary and traditional uses of Alaska's fish nnd game
originated with Alaskn Natives, and have been adopted and supple-
mented by many non-Nntive Alaskans as well: these uses, among
others, are culturally, socially, spiritually, and nutritionally impor-
tant and provide a sense of identity for many subsistence users:

if while Alaska’ fish and game are generally still plentiful, these
resources are not unlimited and cannot provide for every desired use.
now or in the future; competition for and the level of effort on these
resources have required the legislature and the Hoard ol Fisheries and
Hoard of Game to establish a preference for subsistence among the
various !>eneficial uses of fish and game in *he state: and

'li* in most areas of the state, a preference for subsistence can be
provided without an overly burdensome intrusion upon other con-
sumptive uses of fish and game,

ib* It is the purpose of this Act

111 to develop and maintain healthv fish stocks and game popula-
tion*- through management bas«*d on the sustniiu-d vield principle: nnd

«21to provide for a preference for subsistence uses over other
consumptive uses of fish and game resource*

<* It is the intent of the legislature that



Ch. 1 Temporary and Special Acts Ch. 1

Il subsistence uses of Alaska's fish nnd game resources are given
the hlghgst preference. >norder to accommodate and perpetuate those
uses; an

~(2)  this Act not result in significant reallocations of fish and game
in Alaska.

Secs. 2 — 5. Permanent laws. See Table of Disposition of Acts.

Sec. 6. REGULATIONS. Notwithstanding the provisions of AS
16.05,258, as in effect on the day before the effective date of sec. 2 of
this Act. the Board of Fisheries. Board of Game, and Department of
Fish and Game shall adopt regulations necessary to implement the
provisions of secs. 1. 2. and L of this Act.

Sec. 7. TRANSITION, (al It is the intent of the legislature that the
Board of Fisheries and the Board of Game expeditiously adopt
requlations necessary to implement secs. 1. 2. and 4 of this Act.

?b) Regulations adopted by the Board of Fisheries, Board of Game,
or Department of Fish nnd Game after Julg 1. 1992. may not he
inconsistent with the provisions of secs. 1. 2. nnd 4 of this Act.

(ci Regardless of whether regulations in effect on July 1. 1992, and
udoEIed under the authority of AS 16.05.251, 16.05.255. or 16.05.258,
as that statute rend on the day before the effective dute of sec. 2 of this
Act. are inconsistent with the provisions of secs. 1, 2. or 4 of this Act.
they mnv continue to be implemented and enforced until the effective
date of sec. 2 of this Act.

~Sec. 8. TRANSITION. AfterJanuary 1. 1995, the Board of Fisher-
ies. Board of Game, and Department of Fish and Gume may adopt
regulations lo implement AS 16.05.258. us amended by sec. 3 of this
Act. Regulations adoPted under this section may not take efTcct before
the effective dute of sec. 3 of this Act.

Sec. 9. REVIEW. i«iThe legislature acknowledges and recognizes
that this Act deals with a subject of vital concern and that the subject
merits review, Therefore, it Is the intent of the legislature thnt the
operation of this Act and the regulations adopted under this Act be
fully reviewed by the governor no later than June 1. 1994,

<vi_This review period is intended to allow for further research and
tn gam experience_in implementing this Art and requlations adopted
under secs 6 and 7 of this Act. It is the intent of the legislature that
the governor convene a representative group to provide recommenda-
tions to the governor before the end of the review period. It is the
intent of the legislature that representatives of the Iegzlsl_atur_e nnd
Pe_rsons with a historv in the formulation of subsistence legislation in
his state participate in the group.
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Ch 1 Temporary and Special Acts Ch. 1

(cI It is the intent of the legislature that the review under this
section occur with public input nnd Eartlmpatlon.

(d) No Inter than September 1, 1994, the governor shull provide u
report to the legislature on the results of the review and proposed
recommendations for stntutory amendments,

Sec. 10. Sections fi — 8 of this Act take effect immediately under
AS 01.10.070(c).

Sec. 11. Sections 1.2.4. and 9 of this Act take effect on the effective
date of regulations first adopted under sec. 6 of this Act by the Hoard
of Fisheries and the Hoard of Game.

Sec. 12. Sections 3 and 5 of this Act take effect October 1. 1995.
Approved: July 14.1992

Effective: Sections 6 — 8 take

effect July 15. 1992; sections

1. 2. 4. nnd 9 are conditional:

sections 3 and 5 take

effect October 1. 1995
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AS 16.05.255. Jan. 18.
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rd* a* pet* Apr. '£ 1987

of conservation, develop*
ation. the Hoard of Game
voritv to regulate kimiu .
>and quota* fo» »pon and
tins Apr 12. 1891 Op

tenrral aulhontv in AS
JIrtte *ut>d «tcflrr hunting
fumation. dv**I>pment.
fgame. together With the
non ot *ubistrnr<> hunt-
th taking and p»u*Mion.
van! to regulate pewtuk-
2. 1991 P AltV Gen
Game ho* authority to
i*that require the harvest
jndrr *utud*trarr (*rmity
lie for purpoM-* »f the
Potlatch long a* the

8 16.05.256 Fish and Game § 16.05.258

regulation doe* not limit participation
onlv to residents of certain areas. Apr 12,
1991 Op. Atty Gen.

It m well within the authorities of the
Hoard of Game under subsection la) and
the Department of Kish and Game under
AS 1605020 to determine by regulation

NOTES TO

Establishment of quotas must be in
accordance with the Administrative
Procedure Act (AS 44.02). State V.
Tanunn Valley Sportsmen's Assn. 583
P.2d 854 (Alaska 1978)

Former subsection (b) construed. —
Former subsection d». concerning adop-
tion of regulations by the Hoard of Game
permitting taking of gnme for subsistence
uses, merely established the priority of
subsistence uses within the regulatory
scheme; the state supreme court found no
evidence of an intent to grant any per-
sonal nght to take or possess game in the
absence of such regulations. Stale wv.
Eluskn. 724 P.2d 514 (Alaska 1986)

"Subsistence”  defense  created
where no regulations adopted under
former subsection Ib) held contrary' to
AS 16.05.920(n) mandate. — A "'subsis-
tence™ defense created by the state court
of appeals to 'remedy” the Board of
Game’s failure to adopt separate subsis-

the point at which certain animals are
deemed feral nnd subject to whatever
game regulations the board may wish to
adopt, A board or departmental regula-
tion defining "feral animal” would be ap-
plicable statewide regardless of land own-
ership July 30. 1987 Op. Att'y Gen.

DECISIONS

tence regulations under former subsection
dn of this section contradicted the legisla-
tive mandate of AS 16.05.9201a>State v.
Eluskn. 724 P.2d 514 (Alaska 1986).

Regulations held invalid. — Board of
game regulations establishing seasons
and bag limit* on the taking of moose nnd
caribou were arbitrary and invalid, where
the board did not follow or articulate its
use of the statutory analytical process for
adopting bag limits as to subsistence
hunting, and the regulations imposed sea-
sons not consistent with the hoard's find-
ings as to established village custom* and
thereby unacceptnblv restricted the statu-
tory preference for subsistence use*.
Bobby v. Alaska. 718 F Supp. 764 <D.
Alaska 1989)

Applied in GotUrdi v. State. 615 P 2d
626 (Alaska 1980).

quoted in Jordan v. State. 681 P.2d
346 (Alaska Ct. App. 1984).

Sec. 16.05.256. Nonresident n d nonresident alien permits.
Whenever it is necessary to restrict the taking of big game so that the

opportunity for state residents to

satisfied in accordance with sustained yie

take bi? game cjn be reasonably
d principles, the Board of

Game may, through a permit system, limit the taking of big gnme bg
nonresidents und nonresident aliens to accomplish that purpose. (8

ch 74 SLA 19821

*Sec. 16.05.257. Subsistence hunting regulations. /Repealed. $ 12

ch 52 SLA 1986/

See. 16.05.258. Subsistence use and allocation of fish and
game. <& Except in nonsubsistence areas, the Board of Fisheries and

the Board of Game shall identify the fish stocks and gnme popula-
tions. or portions of stocks or populations, that ure customarily and
traditionally taken or used for subsistence. The commissioner shall
provide recommendations to the boards concerning the stock nnd pop-
ulation identifications. The hoards shall make identifications required

29



§ 16.05.255

(9)  establishing the times nnd dates during which the issuance of
game licenses, permits, and registrations and the transfer of permits
and registrations hetween registration areas and game management
units or subunits is allowed; . .

U0) regulating sport hunting and subsistence hunting as needed
for the conservation, development, and utilization of game.

Ib) /Repealed, § 12 ch 52 SLA 1986.1

(c) If the Board of Gnme denies a petition or proposal to amend,
adopt, or repeal a regulation, the board, upon receiving a written
request from the sponsor of tho petition or proposal, shall in addition
to the requirements of AS 44.62.230 %rowde a written explanation for
the denial to the sponsor not later than 30 days after the board has
officially met and denied the sponsor’s petition or proposal, or 30 days
after receiving the request for an explanation, whichever is later.

1d) Regulations adopted under (a) of this section must provide that,
consistent with the provisions of AS 16.05.258, the taking of moose,
deer, elk, and caribou by residents for personal or family consumption
has preference over taking by nonresidents. < 3 ch 206 SLA 1975; am
§ 5¢h 151 SLA 1978; am 8§ 10.11 ch 132 SLA 1984;am 8§ 4,5.12 ch

§ 16.05.25.5 Alaska Statutes

52 SLA 1986; am § 1 ch 6 SLA 1989)

Cross references. —For restriction on
maximum area of land that may be closed
to multiple uses without nn act of the
slate legislature. *ee AS 38.05.30tHai.

Effect of amendments. —The 1980
amendment, effective June It, 1989.
added the provision beginnin? "including
regulations” at lhe end of paragraph
(oM3l. y .

Opinions of jittomry general. —Nei-
ther the Hoard of (lame nor the Depart-
ment of Fish nnd Game has jurisdiction
over domestic animals. August 29. 1979
Op. Alfy Gen

Permitting authority over live game,
that is. nondomestic animals, rests with
the Hoard nfGame ns implemented by the
Department of Fish and Game. August 29.
1979 Op Ally Gen

For discussion of compatibility of state
subsistenre-use law with federal stan-
dards as set forth in Alaska National In-
terest Land: Conservation Art (16 CSC
l|\1311II5 et scq i. see 1981 Op. Att'v Gen

o Il

The Hoard of Game has general author-
ity to regulate the live capture and posses-
sion of game under AS 1605 255tax8i
Apr. 2. 1987 Op Atty Gen

Under 1f>05255(aX5), -asHi, and id*
and AS 1C05.258. the hoard's authority to
regulate uses of elk in the wild is not di-
minished under ch 88. SLA 1987 That

act does not alter the broad statutory defi-
nitions of “game" or "domestic mammals"
in AS 16 05.940t81 and (17). respectively,
which define the scope of the board's au-
thorities under AS 1605.255. Jan. 18.
1988 Op Att'y Gen

AS 16.05.255(8J does not presently nu-
thorire the Hoard of Game to enter into
cooperative agreements Mar. 14. 1988
Op Att'y Gen.

The Board of Game is tho proper entity
to regulate the possession and propaga-
tion of game hirds os pots. Apr. 2. 1987
Op. Att'y Gen

For purposes of conservation, develop-
ment. and utiliration. the Board of Game
has general aulhontv to regulate seasons,
areas, bag limits, and quotas for sport nnd
subsistence hunting. Apr. 12, 1991 Op.
Att'y Gen.

The board's general authonty in /VS
16.05.255 tu regulate subsistence hunting
Jis needed for conservation, development,
and utilization of gnme. together with the
statutory definition of subsistence hunt-
ing tn include both taking and possession,
authorises the board to regulate post-tak-
in% uses. Apr. 12. 1991 Op Att'y Gen.

he Hoard of Game has authority to
adopt regulations that require the harvest
of moose taken under subsistence permits
to la* used only for purposes of the
Nuchalawoyya I'otlatch to long as the
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tj_nder this subsection after receipt of the commissioner's recommenda-
ions.

Ib) The appropriate board shall determine whether a portion of a
fish stock or game population identified under (a) of this section can be
harvested consistent with sustained yield. If a portion of a stock or
population can be harvested consistent with sustained yield, the board
shall determine the amount of the harvestable portion that is reason-
ably necessary for subsistence uses and

(1) if the harvestable portion of the stock or population is sufficient
to provide for all consumptive uses, the appropriate board

|At shall adopt regulations that provide a reasonable opportunity
for subsistence uses of those stocks or populations;

<B> shall adopt regulations that provide for other uses of those
stodcks or populations, subject to preferences among beneficial uses;
an

C) may adopt regulations to difTerentiute among uses;

2) if the harvestable portion of the stock or population is sufficient
to provide for subsistence uses and some, but not all, other consump-
tive uses, the appropriate board

(A> shall adopt regulations that provide a reasonable opportunity
for subsistence uses of those stocks or populations; _

<B) may adopt regulations that provide for other consumptive uses
of those stocks or populations; and

(C) shall adopt regulations to differentiate among consumptive uses
that provide for a preference for the subsistence uses, if regulations
are adopted under <Bt of this paragraph; S

(3) if the harvestable portion of the stock or population is sufficient
to provide for subsistence uses, but no other consumptive ujcs, the
appropriate bourd shall

IA) determine the portion of the stocks or populations that can be
harvested consistent with sustained yield; and

IBI adopt regulations that eliminate other consumptive uses in or-
der to provide u reasonable opportunity for subsistence uses; nnd

14> if the harvestuble portion of the stock or population is not suffi-
cient to provide a reasonable opportunity for subsistence uses, the
appropriate board shall _

{A) adopt regulations eliminating consumptive uses, other than
subsistence uses;

IB* distinguish among subsistence users, through limitations based
on

lit the customary and direct dependence on the fish stock or game
population by the subsistence user for human consumption as a main-
stay of livelthood: . .

'lit the proximity of the domicile of the subsistence user to the stock
or population; un
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(il 1 the ability of the subsistence user to obtain food if subsistence
use is restricted or eliminated. . . o

<¢) The boards may not permit subsistence hunting or fishing in a
nonsubsistence urea. The boards, uctingjointly, shall identify by requ-
lation the boundaries of nonsubsistence areas. A nonsubsistence area
is an area or community where dependence upon subsistence is not a
principal characteristic of the economy, culture, and way of life of the
area or community. In determining whether dependence upon subsis-
tence is a principal characteristic of the economy, culture, and WaK of
life of an area or community under this subsection, the boards shall
jointly consider the relative importance of subsistence in the context
of the totality of the following socio-economic characteristics of the
area or community:

Il) the social and economic structure;

32 the stability of the e.conomﬁ/; . .

3) the extent and the kinds of employment for wages, including
full-time, part-time, temporary, and seasonal employment; _
_(-(11) the amount and distribution of cash income among those domi-
ciled in the nrea or Qom.m.umt}/; _ .
. (5% the cost nnd availability of goods and services to those domiciled
in the area or community,; _ o

(6) the variety offish and game species used by those domiciled in
the area or communltY; o

7) the seasonal cycle of economic activity; _
8) the percentage of those domiciled in the area or community
participating in hunting unrl fishing activities or using wild fish and
game, : L
(9) the harvest levels of fish and game by those domiciled in the
area of communlt?/; _ . _ _

(10) the cultural, social, and economic values associated with the
taking and use of fish nnd game; S

HI) the geographic locations where those domiciled in the urea or
community hunt and fish; _

<12) the extent of shuring and exchange of fish and game by those
domiciled in the urea or community; . _

(13)  additional similar factors the boards establish by regulation to
Ik* relevant to their determinations under this subsection.

*d» Fish stocks and gnme_|popu|at|on$, or portions of fish stocks and
gnme populations not identified under iai of this section may lie tuken
only under nonsubsistence regulations. _ _ _

ie» Takings and uses of fish and game authorised under this section
are subject to regulations regarding open and closed areas, seasons,
methods and means, markm? and identification _re(?_mr.em_ents,
%uotas, bag limits, harvest levels, and sox. age, and sire [imitations.
Takings and uses of resources authorired under this section are sub-
ject to AS 1605831 and AS 16,30.
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if) For purposos of this suction, "reasonable opﬁortunity" means an

opportunity, as determined by the appropriate

oard, that allows a

subsistence user to participate in u subsistence hunt or fishery that
provides a normally diligent participant with u reasonable expecta-
tion of success of taking of fish or game. € Cch 52 SLA 1086; am § 2

ch 1 SSSLA 1992)

Delayed amendment of .section. —
Section S.ch. 1,SSSLA 1992. effective Oc-
tober 1. 1995. amends this section to rend:
"Sec. 10.05.25S. Subsistence use nnd al-
location of fish and game, ini The Hoard
of Fisheries and the Hoard of Game shall
identify the fish stocks nnd gnme popula-
tions, or portions of stocks and popula-
tions. that are customarily and tradition-
ally u‘ed for subsistence in each rural
area identified by the (wards.

"ibi The (wards shnll determine

“111 what portion, if any, of the stocks
arid populations identified under fin of
this section can Ih* harvested consistent
with sustained yield; and

“<? how much of the harvestable por-
tion is needed to provide a reasonable op-
portunity to satisfy the subsistence uses of
those stocks and populations.

"(cl The boards shall adopt subsistence
fishing and subsistence hunting regula-
tions for each stock and population for
which n harvestable portion is determined
to exist under ib X1l of this section If the
harvestable portion is not sufficient to ac-
commodate all consumptive uses of the
stock or population, but is sufficient to ac-
commodate subsistence uses of the stock
or population, then nonwnsteful subsis-
tence uses shnll lie accorded a preference
over other consumptive uses, nnd the reg-
ulations shall provide a reasonable oppor-
tunity to satisfy the subsistence uses. If
the harvesuble portion is sufficient to ac-
commodate the subsistence uses of the
stock or population, then the boards may
provide for other consumptive uses of the
remainder of the hnrvrstable portion If it
is necessary to rei'trici subsistence fishing
or subsistence hunting in order to assure
sustained yield or continue subsistence
uses, then the preference shall lie limited,
and the hoards shall distinguish among
subsistence users, by applying the follow,
mg criteria;

il customar)& nnd direct dependence
on the fish stuck or game population as
the mainstay of livelihood.

"i2i local residency; and

“M1 availabilitv of alternative re-
sources

"fdi The (words may adopt regulations
consistent witli this section that authorize
taking for nonsubslstence uses a stock or
population identified under la) of this sec-
tion.

"fe> Fish stocks und game populations,
including bison, or portions of fish stocks
and game Eopulations, not identified un-
der 'al of this section may be taken only
under nonsubsistence regulations

"<fi Taking authorized under this sec-
tion are subject to reasonable regulation
of seusons. catch or bhag limits, and
methods nnd means. Takings and uses of
resources authorized under this section
are subject to AS 16.05.831 and AS
16.30."
~Cross references. — For legislative
findings, purpose, and intent in connec-
tion with the 1992 nmendment of this sec-
tion. sec 4 1, ch. 1, SSSLA 1992 in the
Temporary and Special Acts; for require-
ment that ti e boards expeditiously adopt
regulations to implement this section, see
I» 0and 7.ch. .SSSLA 1992 in the Tem-
porary nnd Special Acts; for transitional
provisions and for review by the governor
and report to the legislature, sec 11 7-9,
ch. 1, SSSLA 1992 in the Temporary and
Special Acts.

Effect of amendments. —The 1992
amendment rewrote this section.

Effective date of 1992 amendment.

I'nder | 11. ch 1. SSSU 1992, me
amendment to this section made by | 2.
ch 1.SSSI.A 1992 takes effect "or. the ef-
fective date of regulations first adoptrd
under *ec 6 of this Act by the Hoard of
Fisheries nnd the Hoard of Game."

Opinions of attorney general. - Un-
der this section, for a given fish stock or
game population, if there is a hnrvrstable
surplus and if the relevant board has
found n customary nnd traditional use of
that stock, thrn subsistence uses must be
authorized Jan 1. 1991 Op Att'y (Ten

Under this section, the Hoard of Fisher-
ies and Game may not provide less than
reasonable opportunity for subsistence
uses unless nonsubsistence uses arc
closed However, assuming that guideline
is met. Ihe board mav go to a two tier
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anaylsis under the statute twhich Is nec-
essary if less than reasonable opportunity
can lk-provided! in two cases; 111to assure
sustuinrd yield, or i2i to continue subsis-
tence uses The loiter situation mov be

NOTES TO

[tural residency requirement uncon-
stitutional. — The requirement con-
tained in tho 1980 subsistence statute ich.
52. SLA 19801. tha* one must reside in a
rural area in order to participate in sub-
sistence hunting an.l fishing, violates
Alaska Const, art. VI 1. 44 3. 15 and 17.
McDowell v State. 7d5 I'.2d 1 (Alaska
19901

Regulations adopted under former
AS 10.05.257 hud to I>ein accordance
with the Administrative Procedure
Act (AS -1-1.02). State v. Tatiana Valley
Sportsmen* Assn. 583 P 2d 854 (Alaska
19781

While former AS 16 05.257, which au-
thorized the Hoard of Game to adopt regu-
lations providing for subsistence hunting,
did not specifically re'Vr to the Adminis-
trative Procedure Act 'AS 44.622, it ap-
peared clear that it merely set forth nn
additional purpose for which regulations
mi?_ht be promulgated State v. Tanana
Valiev Sportsmen’s Ass'n, 583 P.2d 854
Alaska 19781

"Sustained yield”. —The term "sus-
tained yield" in subsection ibt I* ﬁoten-
tially broad enough to include authonty
in the game hoard to restrict even subsis-
tence hunting in order to rebuild n dam-
aged game population. However, the
board does not have absolute discretion in
this area. There must be u balance of min-
imum udvrrte impact upon rurnl resi-
dent* who deJJend upon subsistence use of
resources and recognized scientific prtnci-
pies of game management Kwrthluk IItA
Council v Alaska. 740 F Supp. 705 <D
Alaska 19901

Issuance of permit* based on verbal

presented when i population is I>eing
managed for overall growth, in order that
eventually more opportunity can be pro-
vided Jon 1. 1991 Op Att'y (Jen.

DECISIONS

Instruction* lo agent* held improper.
- Nothing in the Administrative Proce-
dure Act 'AS 44.62) outhonres the Hoard
of Game to impose requirements not con-
tained in written regulations by means of
oral instructions to agent* Such verbal
additions to regulations involving re-
quirements of subslonce ore unauthorized
and unenforceable. State v, Tanana
Valley Sportsmen' Aas'n, 583 I'2d 854
iAlaska 19781

[trnsonnble hn*i» for Hoard of
Game' quota of caribou to be killed
under former AS 16.05.257. —See State
v Tanona Valiev Sportsmen'* Ass'n, 583
P 2d 854 (Alaska 19781,

Emergency caribou bunt allowed. —
Native Alaskan villagers were granted in-
junctive relief permitting an emergency
caribou hunt allowing the taking of 50 to
70 animals where the hunt wus justified
by rconomtc conditions and would not
adversely affect the herd. Kwrthluk 1KA
Council v. Alaska. 740 F. Supp. 765 iD
Alaska 19901.

Regulation* held invalid. —Hoard of
gnme regulations establishing seasons
nnd bag limits on the taking of moose and
caribou were arbitrary and invalid, where
the board did not follow or orticulato U
use of the statutory analytical process for
adopting bag limits as lo subsistence
hunting, and the regulations imposed sea-
wini not consistent with the hoard's find-
ings a* lo established village customs and
therrbv unncrrplahly restricted Ibe statu-
tory prrferrnc.* for subsistence unc*
Bobby v Alaska. 718 F. Supp 704 it).
Alaska PW9'

~ See. 16.05.259. No subsistence defense. In a prosecution for tho
inking offish or game in violation ofn statute or reqgulation, it is not n
defense that tho taking was done for subsistence uses. 7 .ch 52 SLA

1986

Revisor's note*. — Formerly AS
1605 261 Renumbered m 1967
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NOTES TO DECISIONS

Quoted in Stole v. Semakcn. 648 P 2d
114 iAlaska Ct App 1982

See. 16.05.940. DefinitionH. In AS 16.05 — AS 16.40

<ll "nquutic plant” means any species of plant, excluding the
rushes, sedges and true grasses, growing in a marine aquatic or inter-
tidal habitat:

12)  "barter” means the exchange or trade of fish or game, or their
parts, taken for subsistence uses

IA) for other fish or game or their parts: or

iB» for other food or for nonedible items other than money if the
exchange is of a limited and noncommercial nature;

: 13> "a board" means either the Board of Fisheries or the Board of
ame;

(41"commercial fisherman" means an individual who fishes com-
mercially for. takes, or attempts to take fish, shellfish, or other fishery
resources of the state bx uny means, und includes every individual
ahoard a boat operated for fishing purposes who participates directly
or indirectly in the taking of these raw fishery ﬂrodu_cts, whether
participation is on shares or as an employee or otherwise: however,
this definition does not apply to anyone aboard a licensed vessel as a
visitor or guest who does not directly or indirectly participate in the
taking; "commercial fisherman" includes the crews of tenders or other
floating craft used in transporting fish, but does not include process-
ing workers o;. flouting fish processing vessels who do not operate
fishing gear or engage In activities related to navigation or operation
ofthe vessel: in this paragraph "operate flshm% gear" means to deploy
or remove gear from state water, remove fish from gear during an
open fishing season or period, or possess a gill net containing fish
during an open fishing period:
~«5i "commercial fishing" means the taking, fishing for. or posses-
sion of fish, shellfish, or other fishery resources with the intent of
disposing of them for profit, or by sale, barter, trade, or in commercial
channels; the failure to hnve a valid subsistence permit in possession,
If requir*d by statute or regulation, is considered primu facie evidence
of commercial fishing if commercial fishing gear as specified by requ-
lation is involved in the taking, fishing for, or possession of fish, shell-
fish. or other fish resources;

16> "commissioner" means the commissioner of fish and gnme un-
less specifically provided otherwise: _

<I>"customary and traditional" moans the noncommercial, long-
term. and consistent taking of, use of, and reliance upon fish or game
in a specific areu and the use patterns of that fish or game that have
been established over n reasonable period of time taking into consider-
ation the availability of the fish or game;



* 16.05.940

16.40
it. excluding the
‘uqunticor inter-

or gnme, or their

han money if the
ire:
or the Hoard of

| who fishes com-
h.or other fishery
every individual
rticipatCH directly
sroducts. whether
lerwisc; however,
xnaed vessel as a
participate in the
f tenders or other
include process-
0 do not operate
Ition or operation
" means to deploy
1 gour during an
t containing fish

n% for. or posses-
ith the intent of
or in commercial
mt in |xjs*?sdion.
no facie evidence
pecified by rmgu*
lon offish, shell-

nhand game un-

simmercial. loan*
pon fuh or game
"game that have
ng into consider-

$ 16.05.940 Fihii and Game 4 16.05.940

(b) "customary trade” means the limited noncommercial exchange,
for minimal amounts of cash, as restricted by the appropriate bonrd, of
fish or game resources; the terms of thin paragraph do not restrict
money sales of furs nnd furbearers. _

(9)  "department" means the Department of Fish and Game unless
specifically provided otherwise; .

110) "domestic mammals" include musk oxen, bison, elk. nnd
reindeer, if they are lawfully owned;

(111 "domicile" means the true and permanent home of u person
from which the person has no present intention of moving and to
which the person intends to return whenever the person Is away;
domicile may be proved by presenting evidence acceptable to the
boards of fisheries and game; S

(12) "fish" means any sPe(:les of aquatic finfish, invertebrate, or
amphibian, in anY stage ot its life cycle, found in or introduced into
the state, and includes any part of such aquatic finfish. invertebrate,
or amphibien; S

(13) "fish derby" means a contest in which prizes are awarded for
cutching fish; 3 o o

(14) "ishery" means a specific administrative area in which a spe-
cific fishery resource is taken with a specific type ofgenr; however, the
Board of Fisheries may designate a fishery to include more than one
specific art]jministrative area, type of gear, or fishery resource; in this

aragra
p&}A? "ginr" means the specific apparatus used in the harvest of a
fishery resource; und o -

(B> "typo of gear" means nn identifiable classification of genr nnd
may include . _

(i) classifications for which separate regulations are adopted by the
Board of Fisheries or for which separate genr licenses were required
by former AS 16.05.550 — 16.05.630; and

ii) distinct subclassificalion* of genr such as "power" troll gear and
"hand" troll genr or sport genr and guided sport gear. _

115) "fish or game farming" means the business of propagating,
breeding, raising, or producing fish or game in captivity for the pur-
pose of marketing the fish or game or their products, and "captivity"
means having the fish or game under positive control, as in a pen.
pond, or an area of land or water that is comﬁletejy enclosed by a
generally escape-proof barrier, in this paragraph, "fish" does not in-
clude shellfish, as defined in AS 1640 199; _ _

«161 "fish stock" means a species, subspecirs. geographic grouping
or other category of fish manageable as a unit; _

(17t "fur dealing"” means engaging in the business of buying, sell-
ing. or trading in animal skins, but dors not include the sale ofanimal
skins by a trapper or hunter who has legally taken the animal, or the

H7
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purchase of animal skins by n person, other than n fur denier, for the
PErson's own use:

(18) "name” means any species of bird, reptile, und mammal, in-
cluding n fornl domestic animal, found or introduced in the state,
except domestic birds und mammals; and game may |k*classified by
regulation as big gnme. smnll gnme. fur beurers or other categories
considered essential for carrying out the intention and purposes of \S
16.05 — AS 16.40;

<19) "game population” means a group of game animals of a single
species or subgroup manageable as a unit;

(20) "hunting" means the taking of gnme under AS 16.05 — AS
16.40 and the regulations adopted under those chapters;

t(%1) "nonresident" means a person who is not n resident of the
state:

(22) "nonresident ulien" means a person who is not a citizen of the
United States and whose permanent pluce of abode is not in ihe
United States;

*23) "operator" means the individual by law made responsible for
the operation of the vessel:

1241"personal use fishing" means the taking, fishing for. or posses-
sion of tinfish. shellfish, or other fishery resources, by Alaska resi-
dents for personal use and not for sale or barter, with gill or dip net.
seine, fish wheel. long line, or other means defined by the Board of
Fisheries:

*25) "person with physical disabilities" means a person who
presents to the department either written proof thnt the person re-
ceives at least 70 percent disability compensation from a government
agency for a physical disability or an affidavit signed by u physician
licensed to practice medicine in the stale staling that the person is nt
least 70 percent physically disabled:;

26> "resident" means a person who for the preceding 12 consecu-
tive montlis has maintained a permanent place of abode in the state
nnd who has continually maintained a voting residence in the state;
and in the case of a partnership, association, joint stock company,
trust, or corporation, "resident' means one thnt has its main office or
headquarters in the state; however, a member of the military service
who has been stationed in the state for the preceding 12 consecutive
months is a resident for the purposes of this paragraph, nnd the depen-
dentofa resident member of the military service, who has been living
in the state for the preceding year is a resident for the purposes of this
paragraph, and a person who is an alien but who for one year has
maintained a permanent place of abode in the state is a resident for
the purposes of this paragraph;

27» "rural area" means a community or area of the state in which
the noncommercial, customary, and traditional use of fish or gnme for
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personal or family consumption

Ftttt and (Jamk

economy of the community or area;
126» "seizure"” means the actual or constructive Inking or possession
of i*nl or personal property subject to seizure under AS 16 05 — AS

16.40 by nn enforcementor Investigative officer charged with enforce
ment of the fish and rpimc laws of the state:

4 16.05940

is a principal characteristic of the

i29i "sport fishing" means the taking of or attempting to take for
personal use. and no; for sale nr barter, onv fresh water, marine, or
nnadmmous fish by hook nnd lire held in the hand, or by hook nnd
line with the line attached tn a pole or rod which is held in the hand or
closely attended, or by other means defined by the Board of Fisheries;

«30» "subsistence fishing” means thp taking of. fishing for. or pos-

session of fish, shellfish, or other fisheries resources by n resident
domiciled in nrural area of the state for subsistence uses with gill net.

seine, fish wheel, long line, nr othrr means defined by the Board of
Fisheries;

«31 ¢ "subsistence hunting" means the taking of. hunting for. or pos-
session ofgame by a resident domiciled in a rural area of the state for

subsistence uses by means defined by the Board of (mme;

132» "subsistence uses" means the noncommercial, customary and
trnditionnl uses of wild, renewable resources by a resident domiciled
in a rural area of the state for direct personal or family consumption
as food, shelter, fuel, clothing, tools, or transportation, for the making
and selling of handicraft articles out of nonedible by-products of fish
nnd wildlife resources taken for personal or family consumption, and
for the customary* trade, barter, or sharing for personal or family
consumption: in this paragraph, "family” means persons related by
blood, mamage. or adoption, and a person living tn the household on a

permanent basis;
1331 "take" means taking, pursuing, hunting, fishing, trapping, or

inany manner disturbing, capturing, or killing or attempting to take,
pursue, hunt. fish. trap, or in any manner capture or kill fish or game.

*34+ "taxidermy" means tanning,

mounting, processing, or other

treatment or preparation of fish or game, or any part of fish or game,

as a trophy, for monetarv gain, including the receiving of the fi»h or

game or part* of fish or game for such purposes;

1351 "trapping” means the taking of mammals declared by regula-
tion to be fur bearers;
i36» “vessel” means a floating craft powered, towed, rowed, or oth-

erwise pmprlh-d. which is used for delivering, landing, or taking fish

wnhin the jurisdiction of the state, liul does not include aircraft *4 2
art 1 ch 95 SLA 1959; am
SLA 1961; am tl
23 ch 131 SLA 1960. am 4

am

Il 1- 4ch 131 SLA 1960. am | | ch 21

89

l.2ch 102 SLA 1961; * 9 art Ill ch 94 SLA 1959.
I ch 160 SLA 1962. am 14 13. 14 ch
31 SLA 1963.am 4 2 ch 32 SLA 1968.am 4 3ch 73 SLA 1970.am ¢ 1
ch 9! SLA 1970.am 4 4ch 110SLA 1970. am |

1ch 90 SLA 1972 am
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4 5ch82SLA 1974; urn 44 26.82ch 127 SLA 1974;nm 44 18-20ch
206 SLA 1975; nm 4 12 ch 105 SLA 1977; am 44 14. 15 ch 151 SLA

1978; am * 1ch 78 SLA 1979; nm 4

I ch 24 SLA 1980; 4 4 ch 74 SLA

1982; nm 4 24 ch 132 SLA 1984; urn 44 9 — 11 ch 52 SLA 1986; nm
46 ch 76 SLA 1986; nm 4 1ch 114 SLA 1988; nm 4 9 ch 145 SLA
1988;nm 4 3ch 6 SLA 1989.nm 4 15ch 211 SLA 1990,nm 4 18ch 30
SLA 1992;nm 4 2ch 49 SLA 1992;nm 4 3ch 90 SLA 1992.am 4 4 ch

1 SSSLA 1992*

Rn Itnr'a n<lra. — K>orftnufd In
IWU. 19%6. I'»** and 1972 lo alphabatur
(hr defined Ur n« and lo maintain alpha-
betical order ormer paragraph '13* «a»
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A laska S tate L egislature

Session: Interim:
Stale Capitol 716 W 4th Avenue
Juneau AK 99801-1182 Anchorage AK 99501-2133
MLMO
T George Uieimohle, Attorney
Legal Services
VIA PAX: 2029
FROM: Annette E. Kreitzcr, Aide_ to A
Senate Resources Comml\;ted4
DA'IL: April 13,1995
RE: Continuation of state subsistence law

Please draft a bill to extend the sunset date of the 1992 subsistence law.



WORK ORDER REQUEST FORM W.O. [19] LS-1025

KEYWORDS: FISH/GAME. FISHERIES ASSIGNED: Utermohle

POSTAL SERVICE

REQUEST FOR: Resolution TAKEN BY: Utermohle

SUBJECT: Wild Salmon Postage Stamps

REQUESTED FOR: SEN LEMAN BY: Annette , PHONE: 465-2095

DELIVER TO: Sen. Leman, Cap. 113

INSTRUCTIONS: Prepare a resolution relating to a postage stamp for
wild Alaska salmon based on Work Order No. 9-LS0962NC.

OBTAIN SPECIAL DRAFTING INSTRUCTIONS ATTACHED [ 1]
AUTHORIZED TO CONFER WITH

RETURN
TO REQUESTOR

APPROVED: X DIRECTOR. LEGAL SERVICES

SPECIAL INSTRUCTIONS to TYPING/PROOFING
REVIEWED

IN 04/03/95 DUE

TYPED: Draft Date
Final Date
PROOFED DELIVERED Request for DRAFT

ap-noi AL3mi0;C4/0D«))



WORK ORDER REQUEST FORM W.O. [19] LS-1082

KEYWORDS: FISH/GAME ASSIGNED: Utermohle

SUBSISTENCE

REQUEST FOR: New Bill TAKEN BY: Utermohle

SUBJECT: Extend Current Subsistence Law

REQUESTED FOR: SEN LEMAN BY: Annette Kreltzer PHONE: 465-4907

DELIVER TO: Sen. Leman. Attn: Annette. Cap. 113

INSTRUCTIONS: Prepare a bill that extends the current subsistence
law. If possible draft the bill so that a 2/3 majority vote 1is not

required.

OBTAIN SPECIAL DRAFTING INSTRUCTIONS ATTACHED [ ]
AUTHORIZED TO CONFER WITH

RETURN

TO REQUESTOR
APPROVED: X DIRECTOR. LEGAL SERVICES
SPECIAL INSTRUCTIONS to TYPING/PROOFING
REVIEWED

IN 04/13/95 DUE

TYPED: Draft Date
Final Date
PROOFED DELIVERED Request for DRAFT

OpMIr0( Aurtoiotot/nm]



WORK DRAFT WORK DRAFT WORK DRAFT
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Utermohlc
4/13/95
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SENATE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
UY~SKNATOR~f:F.MAN" > X i C<(J'. UL> I
Introduced:

Referred:

A BILL
FOR AN ACT ENTITLED

"An Act reluling to subsistence use of fish and game."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

» Section 1 Sections 3. 5. and 8. ch. 1, SSSLA 1992. arc repealed.

o|*
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R«vmon Data
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OPERATINO EXPENDITURES FY 96 EY 97
PERSONAL SERVICES 00 00
TRAVj-L 00 00
CONTRACTUAL 00 00
SUPPLIES 00 00
EQUIPMENT 00 0.0
LAND & STRUCTURES 00 00
GRANTS. CLAIMS 00 00
MISCELLANEOUS 00 00
TOTAL OPERATINO 0a 0o
CAPITAL EXPENDITURES
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Olhif
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Eatimata a( any cutranl ya»f (FY951 coal: t 00
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FULL-TIME
PART-TIME
TEMPORARY
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HILLNO. SB 171
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Component:

COMPONENT SERIAL NO.

(Thousands of Dollars)

FY go
0.0
0.0
0.0
00
00
0.0
00
0.0
0.0

Subaitlanca
SubaUlanca

FY 99
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0.0
0.0

0.0
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483

FY 01
00
00
00
0.0
0.0
0.0
0.0
0.0
0.0

0.0



Alaska State Legislature

Session: Interim:
State Capitol 716 W 4th Avenue
Juneau AK 99801-1182 Anchorage AK 99501-2133

SPONSOR STATEMENT

SB 171 "An Act relating to subsistence
use of fish and game.”

Under terms of the Act by which ihe slate's 1992 subsislcncc law
was enacted (Sec.3, CH.lI, SSSLA 1992), the 1992 law will be
repealed on October 1, 1995. It will then be replaced by its
predecessor, the 1986 subsistence law. This "sunset™ provision
was premised on the expectation that the legislature would
consider reinstating the 1992 law- following a review by the
Governor. Unfortunately, this review has not been completed.

Although there are many similarities between the 1986 and the
1992 versions of Alaska’s subsistence law, there arc some
significant differences which favor the 1992 law.

First, the 1992 law incorporates the concept of "nonsubsistcncc
areas". These arc areas or communities where dependence on
subsistence is not a principal characteristic of the economy,
culture and way of life of the community or area, as determined
by the Boards of Fisheries and Game based on several specific
criteria. This allows the Boards to identify places such as the
Anchorage bowl or parts of the Kenai Peninsula where the
subsistence priority docs not apply. Although this provision has
been challenged in court and its operation temporarily stayed, the
Alaska Supreme Court has not yet ruled, so it is entirely possible
that this provision may still be viable.

A second major advantage of the 1992 law is its definition of
"customary and traditional®™ and "customary trade"”. These
definitions arc lacking in the 1986 law' and lItcncc are a continuous
focus of controversy and litigation. The definitions in the 1992
law recognize prior interpretations of the Boards and give them
latitude to further refine those definitions. The definition of



"customary trade™ and its legislative history clarify that trade is
noncommercial and also requires the Boards to identify and
provide for those trades.

Another advantage of maintaining the 1992 law is that all Board
regulations will remain intact. If the law is allowed to sunset, the
Board will he required to review all regulations for consistency
with the 1986 subsistence law. This will be a time-consuming,
expensive process that will disrupt the Boards' regulatory
meetings and create public confusion. This disruption should not
occur until the legislature decides that it prefers to return to the
provisions of the 1986 law.

The 1992 law is also superior to the 1986 version because it
provides clarification that the Boards arc not required to quantify
an exact harvestable surplus of fish or game - a task usually
biologically impossible. The Boards do, however, have to identify
the portion of harvestable surplus that is reasonably necessary for
subsistence use.

In sum. the clarifying definitions alone make the 1992 law an
improvement over the 1986 law. In addition, the 1992 law's
"nonsubsistcncc area" provision may well be upheld by the Alaska
Supreme Court. Reverting to the 1986 law will be costly to the
state and its citizens, both in terms of money and public confusion,
and will serve no purpose.

extend the state’s 1992
subsistence law. This would retain the status quo until the
Supreme Court rules on the validity of the "nonsubsistence areas"”
and a complete review of the 1992 law by the Governor’s office
has been completed.






SB 176
Exempt Natural Gas
Facilities from Bond & Plans

Sectional Analysis

Section 1 of the hill amends AS 31.05.030 by adding a new subsection (i)
granting authority to the Alaska Oil & Gas Conservation Commission (AOGCC)
to determine whether there is a likelihood that an exploration well will encounter
oll when requested by a permit applicant to do so. If the commission
determines there is reasonable certainty that the activity will not encounter aill,
the commission must so certify.

Section 2 of the hill amends AS 46.04.030(b) to conform to the new exemption
provided in AS 46.04.050(c). added by Section 6 of the hill.

Section 3 of the bill adds a new subsection (s) to AS 46.04.030 requiring an
operator of a facility exempted under AS 31.05.030(i) who encounters ail to
notify the AOGCC and a! other appropriate state agencies, and to develop an
oll spill response plan before proceeding with further exploration activities.

Section 4 of the hill amends AS 46.04.040(b) to exempt exploration activities
from the oil spill financial responsibility requirements if the activity has been
exempted under AS 46.04.050(c) added by Section 6 of the hill, provided the
activity does not encounter ail.

Section 5 of the bill amends AS 46.04.040 by adding a new subsection (n)
requiring the operator of an activity exempt under AS 31.05.030(i) to comply
with the financial responsibility requirements of AS 46.04.040(b) if the operator
encounters ail.

Section 6 of the hill amends AS 46.04.050 by adding a new subsection (C)
creating a general exemption for facilities certified under AS 31.05.030(i). The
exemption applies to financial responsibility requirements and oil spill

contingency plan responsibilities except as provided in Sections 3 and 5 of the
bill.

Section 7 of the hill provides for an immediate effective date under AS
01.10.070(c).



STATE OF ALASKA

1995 LEGISLATIVE SESSION

Revision Dale:

FISCAL NOTE

BILL NO.

Department Affected:

SB 176

Environmental

Conservation
Spill Prevention & Response

FY 00

0.0

0.0

465-5010

5/8/95

Title: An Act relating to regulation of certain
natural gas exploration.... HRU:
Sponsor: (S) Resources Component: Spill Prevention A Response
Requestor: SenatorLehman Director's Office
COMPONENT SERIAL NO. 1392
Expenditures/Revenues: (Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND&STRUCLURES
GRANTS,CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0
| CAPITAL.EXPENDITURES | I |
CHVNGEIN REVENUES ( ) | | | |
FUND SOURCE
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipt
1006GF/MHTIA
Other
TOTAL 0.0 0.0 0.0 0.0
Intimate of any aurrent year (FY95) coj = § 0.0
POSITIONS:
EULL-IIME
PART-TIME
TEMPORARY
\ ) *
Prcpqrcﬁftpl"Larry Jones Phone:
DliVISRIR: Birector, Division oif Administrative Services D ate:
Approved by Commissioner:  [WI{§ Of A. VW/A
Date:

Agency:

Department of Environmental Conservation

*r [ci

PREPARER TO PROVIDE AM.OISTHIBITION COPIESTO GOVERNOR'S LEGISLALIVLOFFICE
For further distribution information, call the Governor’s Legislative OfTicc

(REV L95)  t/iAiM M utm ii

Page |
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FISCAL NOTE

SI'ATE OF ALASKA KIEL NO. CSS11 176 CKi:<n

%995 LEGISLATIVE SESSION

Rovision Dato: Dopartmonl Affoclod: Administration

Title: :An_AcLrelalinglo_fQquiation_QI Cflflain_nalural gas. . DHU: Alaska Oil and Gas Consorvalion Commission
Compononi: Aliiska.Oil.and Gas ConsctyatofLCjsmiElssioD____

Sponsor: Rosourco Commilloo
Roquostor:

COMPONENT SERIAL NO. 2010

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 FY 98

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0

FY 99 FY 00 FY 01

0.0 0.0 00 0.0

1CAPITAL EXPENDITURES 0.0 1 0.0 1 0.0 1 0.0 1 0.0 1 0.0

[.CHANGE IN REVENUES ( ) 1 00 1 00 1 0.0 1 0.0 1 00 1 0.0 1

FUND SOURCE: (Thousands of Dollars)

1002 Fodoral Recoipls

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

OTHER

_TOTAL_. . _ _ .. 0.0
Estimate of any current year (FY 95) cost: S 0.0
POSITIONS:
FULL-TIME

PART-TIME
TEMPORARY

0Q 0.0 0Q 0.0 0.0

ANALYSIS: (Altach a soparato pago il nocossary.)

See attached.

Propared by: David Johnston. Chair Phono 272il432_
Division: AlaskoLO'Land.GasjCon.scrvalion.Commiasioii Onto:

Approvod by Commissioner: Mark Boyer

Agoncy: .DcpaiLmenLQLAdminislraliQn___ Oato

1
PREPARER TO PROVIOE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For lurihor distribution information, call Iho Governor's Legislative Otlico
Rov 01/95 Pago ot
ftUGM/KVeMbirfltKP&'t



FISCAL NOTE
, STATE OF ALASKA IHLLNO. . L3313 176 (Res")
1995 LEGISLATIVE SESSION

ANALYSIS: (continuod)
Assumptions-Nonc,
Ituuraiii suiiiin.irv
a) Posiiion.-Propfiim will be implemented willi existing slafT.
h) Ulhexsiviiivj-Niinc.
¢) Fundinp-Gencral Funds.

Computation: Nut applicable.

fouilOHlic Impact: bill should have a positive effect on Alaska's economy and energy security. More gas wells will be drilled by independent
producers meaning additional employment and investment in Alaska. Bill should contribute to coalbcd methane development of Alaska, with

significant benefit to hush communities if local sources are found.

Impact un Local Government: Principle beneficiary of the bill is the Kenai Peninsula. Mal-Su Borough and local bush communities. Bill will
contribute to local employment and tax base. Significant additional benefits could be realized it new production from coalbcd methane is

developed. Hush energy costs could lie reduced significantly if local sources arc found.

« [0tastjtrefKPrv?



E. A OPSTAD & ASSOCIATES

Geosdonco «Enginooring = Projoct Management

3500 Taiga Drivo (99516)

P.0. Box 190754

Anchorago, Alaska 99519 0754 Tolophone/Fax: (907) 345-6346
Annette Kreitzer, Aide October 14, 1995

Senate Resource Committee
716 West 4 hAvenue, Suite 540
Anchorage, Alaska 99501

SUBJECT: Senate Resource Committee Work Session - Follow-up

Dear Annette:

Thank you for inviting us to participate in the work sessions held under the auspices of
the Senate Resource Committee this summer. Having considered the discussions
which transpired during those sessions, I would like to reiterate what | heard as being
some of the important points raised during the two sessions, and make a few short
comments relative to each issue.

e Bonding reform is needed to lower tho financial hurtles faced by
smaller operators. |think that the participants generally concur with a point
we made which noted that the major environmental threats brought by the oil
and gas industry arise from oil transportation and refining systems, not from
exploratory drilling activities, and certainly not from gas well drilling
operations of any kind. Large bonding requirements for drilling operations
generally are not only inconsistent with historical experience both in Alaska
and worldwide, but act to significantly restrict the activity upon which much
of Alaska’s future vitality is dependent. During the coming session, the
Legislature should move aggressively to enact bonding reform like that
offered by SB 176 and implement other programs designed to assist smaller
operators in the state. The legislature should not be swayed from this course
by collateral issues raised by certain large companies who seem principally
motivated by competitive matters.

e Access to stato land should be significantly Improved. Access to land is
the life-blood of exploration and development! There appeared to be general
agreement among the participants that the state's current leasing cycle is
too long, which often causes exploration opportunities to be missed when
company funds are available, but the mineral estate is not. Alaska's small
companies, who typically can not afford to wait 3 to 5 years simply to acquire
a lease, favor the establishment of an ’over-the-counter' sales program for
short term leases on exempt acreage and tho implementation of frequent
‘area wide’ leasing programs modeled after those conducted in tho Gulf of
Mexico.



Annotto Kreitzer

10/14795

Reform and streamline the permitting process. Private industry and
future state revenues aro being suffocated by the current permitting
process, oven when no permits are required as pointed to by the
experience of Lapp Resources. Some ideas for reform included the use of
a single *“master” document that would essentially integrate the
requirements of all state agencies and the establishment of “accepted
practice” guidelines that would eliminate repeated review of "'cookie cutter”
or routine operations.

Establish "Royalty Holidays" for certain domestic projects or low
grade accumulations. A royalty holiday would eliminate the state’s
royalty on all, or a portion, of production generated by projects which fell
into one of several "special classes.” Examples of these special classes
might include oil and gas produced solely for domestic consumption in
bush communities, that produced for private domestic use (individual
homesteaders and other remote parcel owners), the first 500 BOPD per
well produced by heavy oil projects, or any first-of-kind pilot projects
primarily intended as technical feasibility investigations.

Attempt to address the numerous gripes and difficulties Inherent to the
current state-Industry relationship. Some of the issues | heard raised
either directly or on sidebar were:

1. The oil and gas industry is often afraid to challenge regulators or
an agency for fear of becoming a reprisal target.

2. State oil and gas regulations are designed around “Big" Oil, "Big"
Government and "Big” Dollars. Small operators have been given
little or no consideration.

3. Agencies spend too much time requesting information or
clarifications by formal letter, rather than operating by telephone,
fax, or e-mail like everyone else

4. The ‘service fees’ charged by some agencies have been greatly
disproportional to the 'vork done, particularly on carbon copy
wells which are virtual duplicates wells submittod previously. /7his
system is ripe forabuse and should be eliminated -EAQ]

5. The industry is concerned about certain interagency squabbles
and the apparent effort by some department heads to politicize
necessanly independent boards and commissions such as the
AOGCC. In particular, the AOGCC should remain a completely
independent body, untainted by bureaucratic and political
ambitions, and immune from undo operator influence.

Work session follow-up

Page 2/3



Annette Kreitzer Work session follow-u

10/14/95 Piigc 3/3

There is one final matter that 1v/ould like to follow-up on During the last work session |
expressed my concern over tho difficulty in accessing tho state’s oil and gas related
data (leaso information, well locations, fiold production, and so forth), in an era when
noarly everyono from tho Library of Congress, to tho local pizza shop are online. As
most people recognize geologic, engineering, and land data aro the key technical
ingredients required to initiate exploration and development projects. Whilo tho State of
Alaska collects enormous volumes of oil and gas data, this data can not be readily
accessed by private parties in any sort of expeditious fashion. This situation forces
oach nporator to maintain a separate data base, while making prospect research for
independents who can not afford to maintain their own data base extremely tedious
and expensive.

Attached is a recent article from the ODESSA AMERICAN that describes the Texas
Railroad Commission’s efforts to deal with this issue after rccoanizing that it was in tho
best interest of the state to reduce exploration and production costs by improving
access to the state’s oil and gas data. It seems reasonable to assume that the same
would hold true for Alaska!

Naturally, cost was brought up as one reason why Alaska can’t get its data online
rapidly and if ono considers the cost of revamping the state's fairly arcane syst ms in
each individual agency or department, cost certainly would be an issue. However, the
cost of simply downloading and maintaining most of the state’s existing digital oil & gas
data on a single interactive Internet pago or similar DBMS server whern it could bo
easily accessed by anyone with a PC. is relatively trivial!

I'm certain that | have not mentioned a number of other issues which were raised over
tho summer, but these are the items that were highlighted in my notes and they
certainly represent enough work to keep us all busy. Once again. | want to thank you
and Senator Leman for the opportunity to participate in the Senate Resource
Committee s summer work sessions and | trust that we will be able to address many of
tho issues raised over the summer during the coming legislative session

Respectfully yours.

ccC Paul Craig. President. Trading Bay Energy
Da*o lappi President, Lapp Resources Inc



jjADEAAAMIT jPFCANAUNDAN
I

Commission
researching

accessibility
Odossa American

The Texas Kail/load Commission
is bunching a project with the Cas
Research Institute 'o evaluate the
feasibility of makirg millions of
documents more eatily accessible
to the Texas oil and natural gas
industry through advanced technol-
ogy. according to n rele. se from the
commission.

Since 1919. the commission hat
collected about 122 million records
in its role as the primary rrgubtor
of the state’s energy industry, said
Commissioner Charles R." Mat-
thews. The problem is most of the
information etists on microfilm,
making timely and cost-elfcct ve
access difficult.

Of the records on file at the
commission, about 28.3 million are
paper documents. 90.8 million arc
on microfilm and 2.6 million are on
micromedia.

’While microfilm it a good
method of storing information, opti-
cal disk and compact disk technol-
ogy have many advantages,” Mat-
thews said. "The improvements in
hardware technology and imaging
software in recent years male com
putenred imaging of our records a
cost-effective option worth pursu-
ing."

| designed to eitaly-

sivil~yWa*~1”co-BiSr
rsot-for-profit research and develop-
ment organization for the natural
gas industry, is funding the study
and has retained the Radian Corp.

of Austin lo conduct it. A report it
expected in January.

The new information manage-
ment system will eventually be in-
tegrated into the commission's ex-
isting personal computer networks,
including the local area networks
and wide area networks at the com-
mission*! nine district field offices.

The commission is schedoled to
begin its LAN/WAN project this
year, with completion expected in
m»J-1996. When completed. Ilhe
commission's field offices will be
tinted to the commission’s Central
office computer systems m Austin.
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SPONSOR STATEMENT

SB 176

In 1992, Iho Alaska Legislature passed amendments exempting gas production
facilities and gas terminal facilities from the requirements to post a Si million bond
and develop an approved oil spill contingency plan. Gas exploration activities,
however, are not exempt from these requirements. This acts as a doterrent for small
operators who may want to develop potential gas fields m areas where there is small
likelihood of striking oil. The bonding requirement is particularly daunting, since a Si
million bond could cost a small operator more than $70,000 to post This is cost
prohibitive in many cases.

Senate Bill 176 addresses this problem by making provisions lor an oxemption
under controlled circumstances. The bill provides that the Alaska Oil & Gas
Conservation Commission (AOGCC) must dotormme that there is a reasonable
certainty the exploration activity will not penetrate a formation containing oil before
the oxemption is allowed

Senate Bill 176 roquires an operator dnlimg under tne new exemption to fulluli the
financial responsibility requirements if. during tne course of his exploration, the
operator encounters oil. Senate Bill 176 also reouires an oporator to develop *»nd
adopt an oil spill rosponso plan i( tho operator encounters oil Unoer provision. J
the bill, the operator must notify the AOGCC and an other appropriate state agencies
il such a circumstance anses The oporator may continue to operate undor tho
response plan pending its approval

This bill will help romove an economic barnor to development of Alaska's natural gas
resources, while continuing to protect the environment it is good public policy |
urge its spoedy passage.
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BRIEFING PAPER ON THE NEED TO AMEND AS 46.04.050 TO
INCLUDE GAS EXPLORATION WELLS
IN THE EXISTING GAS FACILITIES EXEMPTION
FROM OIL SPILL CONTINGENCY PLANNING AND
FINANCIAL RESPONSIBILITY REQUIREMENTS

Under existing state law. oil and gas-related facilities, including oil and gas
exploration facilities, are generally subject u> the requirement to prepare an oil spill
contingency plan (AS 46.04.030) and prove financial responsibility in the event of an oil . >11
by posting a bond or other means (AS 46.04.040). This requirement applies to all
exploratory wells, without any consideration of whether the well is expected to encounter oil
or gas.

An exemption for natural gas production and terminal facilities from oil spill
contingency planning and financial responsibility requirements is set forth in AS
46.04.050(b). The exemption was adopted, with no opposition, because an accidental
discharge of natural gas docs not pose any environmental risk. Natural gas. unlike oil,
dissipates harmlessly into (he atmosphere at normal temperatures and pressures.

Some exploration wells are true wildcat wells and are drilled with no definitive
knowledge of whether the well will encounter oil or gas. Because such a well may encounter
oil. the imposition of the contingency planning and financial responsibility requirements is
appropriate. Other exploration wells, which are essentially offset or delineation wells and
not true wildcat exploration wells, may be targeted specifically at natural gas deposits or
formations in areas with no known oil deposits, with the intention of extending the
boundaries of existing fields or developing new fields in areas that previously have
experienced exploration and/or development drilling providing information on potential
deposits.

To date, the Alaska Dept, of Environmental Conservation has interpreted the
exemption in AS 46 (M.050(b) in a manner that excludes gas extension, offset or delineation
wells, even though such wells have no reasonable likelihood of encountering oil and instead
ultimately arc intended to produce only gas. Exploratory wells that arc targeted solely at
natural gas. and have no reasonable likelihood of encountering oil. should not be subject to
the expensive, burdensome contingency planning and financial responsibility requirements.
Strangraphic wells or other drilling not intended to drill to a producing formation already arc
exempted from the contingency plan and financial rcspons:bility requirements under the
definition of exploration facility in AS 46.04.900(8).

An exemption for gas exploratory facilities in AS 46 04 050 is necessary to allow
smaller, independent oil and gas operators to economically explore and develop smaller
properties in existing natural gas provinces such as those in the Cook Inlet Basin Imposing
the very expensive and burdensome contingency planning and financial responsibility
requirements on wells that have no reasonable expectation of encountering oil stifles
exploration for gas by smaller companies without providing any additional environmental

protection
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Without an cxcmp.ion for gas exploratory wells, the application of AS 46.04.030 and
46.04.040 result in absu'd situations. Under the contingency plan requirement to plan for
the "realistic maximum oil discharge,” for example, the estimate of such a discharge would
have to be zero, because there would be no reasonable expectation, based on well logs or
other geologic analyses, of encountering oil when drilling such a well. In the case of the
financial responsibility requirements, the "per incident” language in AS 46.04.040(b)
essentially means that the financial responsibility requirement has no effect when applied to
its proposed well, because no oil-related incident could occur from the drilling of the well.
These absurdities illustrate why the exemption for gas facilities in AS 46.04.050(b) should

include gas exploratory facilities.

To the extent that any question exists as to the likelihood of encoutering oil, the State
of Alaska QOil and Gas Conservation Commission has the technical expertise to answer the
question as part of its drilling permit review process. All oil or gas wells (whether classified
as exploratory, development, service or stratigraphic) require a drilling permit from the
Alaska Oil and Gas Conservation Commission, and include the requirement to post a
S100.000 bond with the Commission for any liabilities resulting from drilling activities.

Page 2 « Briefing Paper
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Z-ENERGY INC.

April 9, 1995

Senator Loren Leman
State Capital
Juneau, AK 99801

Dear Senator Leman

Thank you for discussing the Independent Oil & Gas Industry with me during our Juneau
- Anchorage flight on Friday. As I promised, please find attached a proposed amendment
that would solve the bonding problem for gas exploration wells A briefing paper is
attached for your review

The proposed amendments to 46 04.050 would resolve a major barrier preventing Dave
Lappi of Lapp Resources Inc and myself from drilling natural gas wells As | mentioned,
there are many other hurdles that should cither be removed or streamlined. However,
Rome was not built in a day and the problems facing the Independents will not be
resolved in one session If we can resolve the issue of il spill contingency bonding for
natural gas wells this session, we will have accomplished a lot

I do not think there will be any environmental opposition to this amendment Natural gas
represents an environmentally friendly fuel If this amendment is passed, Independents
could approach small villages regarding use of locJly produced coalbed methane to
generate electricity and fuel It is conceivable that some vehicles in the villages could be
converted to natural gas The outcome would be ‘ess hazard of spillage associated with
the transport of fuel ail, diesel, and gasoline to bush communities Also, the villages
would enjoy improved air quality by burning natural gas rather than the heavier
hydrocarbons

Exemption of natural gas production and transportation facilities from the oil spill
contingency bonding requirements was easily adopted by the Alaska Legislature when it
was discovered that these facilities had been inappropriately subsumed under oil spill
legislation The proposed amendment is a logical extension of the exemption of natural
gas facilities

If this amendment is not passed, Independents will be left in the untenable position of
buying a one million dollar oil spill contingency bond and hiring a consultant to write an
oil spill contingency plan to meet DEC requirements  Writing such a plan becomes an
exercise in absurdity For example, under the section specifying expected quantities of oil
to be encountered, the logical answer would be "none " Writing an oil spill contingency
plan costs about $100,000 Buying the bond is expected to cost about S70.000 to
S100 000 - assuming a vendor can be found This type of bonding is not required for
land based operations anywhere else in the United Slates There is no protocol for how

2900 BONIFACE PARKWAY. *610 IFUTHONE 907.565.5CS6
ANCHORAGE AIASKA V9SG41Il) FAX 907.563.74*9
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to handle this type of bonding within the insurance industry Hence, simply finding a
vendor of this type of insurance product becomes a challenging task

If this amendment is enacted, the AOGCC could be called upon to identify whether a
given well has any chance of encountering liquid hydrocarbons If not, then the
Independent Exploration & Production Company could sensibly develop the prospect
without fulfilling absurd oil spill contingency planning and bonding requirements  If the
oil spill contingency requirements remain in place relative to natural gas wells, the
Independents would make better use of their precious capital by drilling in the
Sacramento Valley where an entire well can be drilled for the combined cost of writing an
oil spill contingency pian and purchasing an oil spill contingency bond

Thank you for your interest in the plight of the Independents in Alaska | hope wc are
uble to resolve this issue during the current session Between sessions, we could discuss
other pressing issues that are inhibiting the growth of the Independent industry in Alaska
Again, it was a pleasure speaking with you during the flight Your concern for the needs
of Alaskans attempting to build the Independent Exploration & Production industry is
genuinely appreciated

Enclosure Proposed Amendment

UneAng Paper

cc Dive Lappi
Lapp Resources. Inc.
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P.0. Box 190754

Anchorago. Alaska 995190754 Telephone/Fax: (907)345-6346

Senator Loren Leman April 9, 1995
Stato Capitol
Juneau, Alaska 99801

Subject: Amendment to AS 46.04.050

12
Dear Senator Leman:

This letter lends my support to efforts being made by Z-Energy and Lapp Resources to
amend AS 46.04 050 by eliminating current bonding and oil spill contingency plan
requirements for gas wells in the State of Alaska.

As currently enacted AS 46 04 050 requires a Ono Million dollar bond and exhaustive
contingency planning to cover crude oil spill response procedures, for gas wells? Never
mind that gas pmelines. gas processing facilities, gas export terminals, and all other related
portions of the State's natural gas system have been appropriately exempted from these same
bonding and spill contingency planning requirements! Not only is this regulatory framework
illogical, it provides absolutely no incremer.tal protection for the environment. W*en was the
last time a crew was mobilized to environmentally remediate crude oil contammai >nresulting
from a gas leak or incident? What current regulations do very well is erect tremendous
financial hurdles for villages and small energy companies who wish to develop local natural
gas resources for the benefit of their citizenry and owners.

| suspect that the current regulatory situation is a consequence of legislative oversight,
or of being generally uninformed relative to the nsks associated with natural gas resource
exploration and development operations, rather than purposeful intent, but in any event, the
current regulatory implementation has effectively stymied the emergence of an independent
gas industry in Alaska.

As a licensed Professional Geologist speaking with 18 years of expenenco in the State
Ican tell you that Alaska imposes the most restnctive environment for gas operators among all
50 states. This burden is so great that most independent operators dont even bother to
consider Alaska as a potential operations area When enormous bonding and contingency
planning requirements are coupled with tho State's restnctive land leasing policy (no over-the-
counter sales of exempt acreage) and high operating costs, most oil and gas companies
simply elect to invest their time and money elsewhere. By way of an example, my company
and its partners dnlled 6 wells dunng 1994 in California with a total budget of approximately
S3.5MM (including pipetino anc facility construction) This activity (funded largely with Alaska
based money) created nearly 50 temporary California jobs associated with exploration dnlimg
activities, and roughly a half a dozen new long term production jobs The benefits of this work
and associated tax revenues are being realized by California, not Alaska, because as
Alaskans we find the regulatory environment m our own state too hostile for a small scale
operations

iemangas doc Page 1of2



With its inherently high operating costs and romote location. Alaska may never become
a major play for independent operators, but by removing some of tho barriers that now exist we
may at least unlock the door. Alaska needs a viable independent oil and gas industry to
undertake projects which are too small to interest the large multinational companies that
currently dominate Alaska's oil and gas scene. For example:

e Would any of the North Slope Operators consider a 2 or 3 well coal gas development
program for heating and cooking fuel in one or more of the villages?

e Would any of the Cook Inlet Operators have developed the small West McAurther River
Unit discovered by Stewart Petroleum?

e Have the major companies either dropped leases on “uneconomic™ fields or farm-out the
acreage, so that they could be developed immediately by independent operators?

e Have any of the majors helped private property owners in the Cook Inlet realize the oil and
gas potential of their property (excluding the big CIRI - UTP deal)?

The answer to all of these questions, with a very few exceptions, is of course. NO! Only
with the emergence of a viable independent oil and gas industry will small Alaskan
communities and private individuals be afforded the opportunity to develop their own energy
resources. Only with the emergence of a viable independent oil and gas industry will the many
small oil and gas pools throughout the State get developed in a timely fashion, and only a
viable independent oil nnd gas industry can support Alaska when the majors move on to
greener international pastures.

The road to developing a healthy independent oil and gas industry in Alaska will be
long and arduous, because we have construct*”” - much of the State’s regulatory framework
around “big oil* situations. However, we can begin  correct this situation simply by eliminating
the oil spill bonding and contingency planning requirements for exploration and development
gas wells. This minor adjustment to current statute will open the door to energy independence
for many villages and individuals throughout the State, and perhaps, lay the first course of
block in the foundation of a new Alaskan industry.

Thank you for taking an interest in this issue, and please feel free to call on me for any
support or assistance you might need relative to oil and gas matters.

Respectfully yours.

EAOkn

IEMANGAS DOC Page 2of 2
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Z-ENERGY INC.
May 4 1995

Representative Norm Rokeberg
Chairman, Oil & Gas Committee
Alaska State Legislature
Juneau, AK 9980!

VIAFAX: 907-465-2040
Re: CS HB 334
Dear Representative Rokeberg:

As President ofa nascent oil and gas exploration and production (E&P) compai.y with 27
square miles of hydrocarbon properties in the Cook Inlet Basin held by the company and
it's principals, | am w. ting this letter in support of CS HB 334 entitled "Exempt Natural
Gas Facilities from Oil Spill Bond and Plans ”

| will provide oral testimony at the May 5, 1995 hearing before the Oil & Gas Committee
and the Resources Committee. Briefly, CS HB 334 is critical to the survival of small
Independent E&P companies Also, CS HB 334 is a rational response to the illogical
problem ofrequiring oil spill bonding and contingency planning in the context o f a natural
gas well. Because deep stratigraphic wells arc not expected to encounter oil, they arc
already exempt from oil spill contingency planning and bonding. The Alaska Oil and Gas
Conservation Commission has the necessary technical expertise and geophysical
knowledge to draw reasonable conclusions about the probability of encountering oil in a
well being drilled on a previously delineated geologic structure. In this context, if the
AQGCC concludes that it is improbable for a proposed well to encounter oil, imposing
oil spill contingency bonding and planning upon the operators creates a useless economic
burden that docs nothing to protect the environment.

From an economic perspective, passage of CS HB 334 will allow Independents to
develop and produce reserves that may not be evaluated as economically viable by the
Majors ~ Similarly, development of coalocd methane for Bush villages would become
more economically feasible with passage of CS 1B 334  This resource could provide
village residents with an inexpensive and clean fuel for hiat and electricity Furthermore,
the environmental risks associated with transporting fuel oil in the bush could be reduced
through development of this local environmentally friendly resource

There are many reasons why there arc 8000 Independents doing business in the Lower-48
and only a couple of Independents (Stewart Petroleum & CIR1) producing in Alaska
One of these reasons is the onerous oil spill bonding requirement on natural gas
exploration projects Passage of CS HB 334 could help remove a major hurdle standing

JWOBONIFACE PARKWAY. <610 TELEPHONE 907.56M6*6
ANCHORAGE. ALASKA 99504-3132 FAX 907.562.7«<>
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in the way of development of AJaskan owned and operated Independent oil and gas
exploration and production companies.

Thank you for ww support of Committee Substitute for HB 334 entitled, “Exempt
Natural Gas I*apties from Qil Spill Bond and Plans."

Sincercl?

cc: Representative Joe Green
Representative Bill Williams
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LAPP Resources Inc
g U
8502000 >
Telaphono 11 (007) 248-7100 Facsimllo + 1 (907) 248-7278
May 4, 1995

Representative N. Rokeberg
State Capitol
Juneau, AK 99811

Attn: House Oil and o;j Committee
Re: Committee Substitute HB 334

Dear Representative Rokeberg:

| ook forward to the joint Resources and Oil and Gas hearin? tomorrow morning at 8:00am. |
believe that it ia extremely important to pars this bill for the fallowing reasons.

Alaska's bonding [eguirements arc extreme|¥ onerous fur all bui ma&or companies. Thia
s one reason that independents do not operate In Alaska, and small developments serving
jocal Alaskan markets arc not feasible.

Alaska has multigle layers of protection in current statutes and regulations:
51,000,000 bond for exploration wells with the DEC,
%10 000 to $500,000 lease bond with the DNR, and.
. $100,000 single well or $200,000 statewide bond with the AOGCC.
This is potentially $T.7 million in bonds for even the smallest exploration well. 1f the
well encounters ¢il, and production ensues, even larger bonds arc required by DEC.

Alaska also has the 470 Fund, a $50 million emergency kitty for y.c during oil or other
hazardous spill emergencies. This kitty was ftindcd and is maintained by & two cent per
barrel tax on oil proouctifn.

In light of continuing Stale budget shortfalls, the Slate can 1o longer afford tc be an
Obstacle to private development.

LAPP Resources is currently pursuing small natural gas projects which could supPIy some areas
of rural Alaska with locally-produced gas as a lower cost, more environmentally-fricndly fuel
than the currently imported diesel fuel” The wells could be drilled for under $100,000 in some
are™s. If bonding costs are not reduced, these projects will not be economic, as the bonds will
cost more than the drilling.  Wilh reduced bonding, independent private gts exploration compa-
nies, Native Regional Corporations, or in some cases Village Corporation’ or rural utilities may
be able to participate in the development of their own local energy resources.

AIthou?h incentives for the industry arc nice, dismuntling the disincentives to business will be
more effective in the long run and Will maintain the Staté's royalty stream for a longer period.

David W. Lappi
President PP

cC Representative Joe Green - Resources Committee Co-Chair
Representative Rill Williams - Resources Committee Co-Chair
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AOGA POSITION
ON CSSB 176/CSHB 334,

RELATING TO REGULATION OF CERTAIN NATURAL GAS
EXPLORATION FACILITIES FOR PURPOSES OF PREPARATION OF
DISCHARGE PREVENTION AND CONTINGENCY PLANS AND
COMPLIANCE WITH FINANCIAL RESPONSIBILITY REQUIREMENTS

The Alaska Oil and Gas Association (AOGA) is a trade association whose

19 member companies account for the majority of oil and gas exploration,

production, transportation, refining and marketing activities in Alaska.

The Association has reviewed CSSB 176 and its companion CSHB 334
and is concerned about the legislation for the following reasons:

J AOGA believes that state law requiring preparation and
implementation of discharge prevention and contingency plans and that the
law requiring compliance with financial responsibility requirements for oil
and natural gas exploration facilities should be consistent.

J The Association believes itis in the state’ best interest to require
that consistent, equitable and adequate financial responsibility
requirements be met by all persons/compjnies conducting oil and gas
exploration operations in Alaska. The Association is aware of the state’
interest to provide opportunities for smaller, independent oil and gas
operators, however, the Association believes itis not in the state’s best

interest to assume firancial liability for any operator.



MAY 10 '95 11:38 AK OIL & GAS ASSN P.1/2

Alaska Oil and Gas Association

121 W. Firoweed Lane. Suite 207
Anchoraﬁe, Alaska 09503-2035

"R ot e P s Merger
May 10,1995

The Honorable Loren Leman, Chairman
Resources Committee

Alaska State Senate

Capitol Building

Juneau, Alaska

Dear Senator Leman:

t
The Alaska Oil and Gas Association (AOGA) is a trade association whose member companies account
for the majority of oil and gas exploration, production, transportation, refining and marketing activities

in Alaska.

For your immediate reference, we are sending, via facsimile, the Association’s position statement on
CSSB 176/CSHB 334, relating to regulation of certain natural gas exploration facilities for purposes
of preparation of discharge prevention and contingency plans and compliance with financial
responsibility requirements.

If you have any questions or would like additional information regarding AOGA’s position on this
legislation, please call me at 272-1481.

Sincerely,

Public Affairs Manager

Attachment
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Memorandum State of Alaska
Oil nnd Cm CorUtrvMlon Commission *

|
To:  Jack Phelps P Date:May4,1995
c/o Rep. Rokeburg f
9 Telephone: 279-1433
j  Faxnumber: 276*7542
q

From: David W. Johnston . Subject:HD 334
Chairman l:

The Commission propases tho fallowing changes inHB334.
U

In Section 1, wo propose tho folloaing language: t
“(1) When requested by a person proposing to enploro for gas by means of drilling a well, the
commission may dctamine the liLdihood that mo drilling activity will penetrate a formation
containing ail. I the CominittJon coocludc™ wikh reasonable oortiimy turt the drilling activlUy
Wifi not pooctiHe a formation containing oil, tWocnmiixsioa shall so certify as to the natural
gas exploration facility used inthat drilling. Fr purpaoses of this subsection, the termnatural
gas exploration facility has the samo mooning A fa AS 46.04.900.* [Noto-Nocd a definition
forr .ural gas exploration facility in AS 46.0™L900 (i.e., natural gas exploration facility shall
mean an exploration facility used only for natuid gas exploration. ]

'y
In Section 3, \rc reconmrend deleting tho phrmo afthr AS 31.05.030(2). The section should read:

*(fthe operator of a natural gas exploration fhofiky, for which the Alaska Oil and Goa
Conservation Commission has certified under AS 31.05.030(0, encounters ail, tho operator
ahull..* *

W\ then recommend changing itan (1) to reftd
ft

"natify the Alaska Oil and Gas Conservation Commission and all other apptoprialc stato
agencies.* o

In Section 5. we recomend the fbllawm g language:
"'Ifthe operator ofa natural gas exploration facility for which the Alaska Ol and Gas
Conservation Commission certifies under AS 31.05.030(7) encourtters ail, the operator must
coarc all activity until tho bonding requircmort of (b) of this section arormet.”

J
The conunission lacks expertise for dotenmamng tho appropriate bonding smuunts to assure surface
dean up spilled ail. The txrnmosrion wwuld hikefy need to add staff to accormplish this task.

Finafty, msuction 6, wo recommend ending the wh*ectk» after AS 31.05.030(1).



Cutting Costs
w ith Coalbed G as

w

illi halfofthe country's known coal Alaska owns immense wealth in

coalbcd methane reserves. The resource could dramatically cut heating i ists in

rural Alaska. The only catch: Can anyone bring this naturalgas to market?

Here's one independent Alaska operator who wants to try, hoping he can pave the

way for other small producers to work in the state.

Dave Lappl, apre3|dent ql Lag&eﬁﬁsgur%eﬁ

company In'wi
By Ray Tyson

A fter four yean of hard work.
Dave Lippi i: on ihe hnnk
of hemming Alaska's first
commercial producer of

coalhed methane, an abundant hut

unproven natural gas resource that
muld he a pratdeal volution to the
state’s rural energy needs.

‘Alaska contains about half of the
known |'S coal reserves, so we have
a huge |H»Irntial lu te for producing
gas front coal,” notes Lippi, presi

stands iH e1‘ronto|the

ustralia wnere he served as

dent of Lapp Resources, one of
Alaska's few independent exploration
and production companies.

I~>ppi was planning to drill three
coallred methane wells dm summer
to serve residents of Mou.lon, a
small community located in the
Matanuska-Susitna Valles about (»0
miles north of Anchorage

And if the Houston project is sue
cessful. * ippi savs he intends to launch
similar ventures in more trm...r Alas
ka communities, mans of sshich

de|[M-nd on exjxusise mi|Mtited diesrl

10 Alaska Business Monthly September 199S

R iy

for their energy irtjuirements.

“The Houston project is really
designed to work the hugs out of the
technology. to see if we can actually
produce ai commercial tales,” I-ippi
adds.

Aftct the Alaska (hi & lias louver
satiou Comrtusuon (AIHICC» granted
l.ipp Resources the go ahead for the
nrojeci in Julv, AOGCC thairman
Dasr |oluiston complimented Lippi
on his e(Torts, noting the obvious lai k
of intir[iendfnts m Alaska's high « 1

drilling rnsimiimenl.



*N<U only could tins )<” u viable
source of energy for small communi-
ties,""Johnston says, "bill it also could
attract independents here to carve
out a niche in the Alaska (gas) mar-
ket. If it (Houston) proves up, other
people like Lippi might gain some
confidence. He a very serious busi-
nessman and has lots of experience."

Experience Counts
L appi also is no newcomer to
Alaska or the MatSu Valley. He

was six seats old when lie and his fami
ly moved here in IIl.Bll. Ibs father ssas
project su|H-rinlendcnt at the lLklutna
lbwer Plant, I-ippi attended elemen-
tary school in Palmer and junior and
senior high schools in Anchorage
More moving on to the University of
Alaska Fairbanks, where he earned a
bachelor's degree in geology

From IM71 to 1**77, Lippi worked
on the trails Alaska oil pipeline as a
field engineer and geologist foi K&.M
Consultants. He then headed to Sid
ney, Australia, where he completed a
year of |>osl graduate studies m mineral
exploration at Macquarie | msersity,
tetuinmg to Alaska to work m that field
on behalf of Native coronations and
mineral exploration coinlianies

I-ippi headed bark to Australia in
IMH| to liegin a 10 ycai career in oil
and gas exploration and production,
lie initially worked for Australian
independents and later formed Ins
own company, Lipp Resource Con
siillants Propriety Ltd., generating
new plav concepts and forming joint
ventures with Australian companies

One of Lippi's Australian ventures
involved resource evaluation for a
toalbcd methane project in Queens
land, an experience which would
lead him back lo Alaska in [I>IM lo
form a company. Lapp
Resources. For the past lout sears,
l«ippi's mam goal lias been lo pro

new

duce commercial gas from coal

"Since Alaska has hall of the
nation's coal reserves, Il made sense,"
lappt explains

Digging Deep

existence of coalbed

T he
methane lias been known foi
earls mmrts lonsul

years. In fan.

eird it a nuisance and a ufrts ha/aid

Us the* volatile substance began to
leak from exposed coal scams into
mine shafts,

It wasn't until the IBHOs that
industry actually began to cxperi
merit with producing methane from
coal. Most ol today's U.S. commct
cial coalbed production comes from
(be Itl.uk Wairior Itasin of Alabama
and Ibe San Juan Basin of New
Mexico and Colorado.

Geologists believe Alaska's coal
reserves could hold a -staggi ring

1,000 trillion inbic feet of methane

Coalbed Gas

gas, ;t0 limes the volume contained
iii Prudhoe Bay, N'crtli America's
largest oil and gas reservoir. And for
years, the stale lias wanted lo begin
testing Alaska's potential for (oalbed
methane production.

The Alaska Department ol Nat-
ural Resources (DNR got its
chance to dull last summer, using a
U.S. Geological Survey (USGSJ rig
to sink a lest well to the \il.rfoot
level just off Church Road, north of
Wasilla.

The stale's results were impiesstve,

for c'OMd CMOM O'intfcng. cWftWrwtg, and tailing* p»oe***mg
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Coalbed Gas

indicating gas contents at 1,240 feet
of 245 cubic feet of gas per ton of
coal. The upper end of commercial
coal gas contents in the LOWEYr IK is
250 cubic feel of gas per lon.

DNK s core sample results, along
with
oil wells drilled

limited geological data from
in the Houston
vicinity during the 1950s and
1980*, led Lippi to choose Houston
for his first coalbed methane pro
jeet, on a 2,700-acre state oil and
gas lease lie acquired from Unocal
and Marathon last spring.

Lippi planned to begin drilling
in August, pending resolution of
bonding issues and other details
He was to drill all three wells on
10 acre spacing to the 2,100 foot
level, using a relatively inexpensive
coiled tubing tig.

Cook Inlet produces about 200
billion cubic feet of natural gas a
year from conventional sandstone
reservoirs The gas is transported lo
the region's more populated areas
via pipeline, stopping just three
miles short of Houston, located just
off the well traveled Parks High

N orth
Pacific:
M ining

Corporation

Lnppi believes it's an ideal

location for a first project.

way.

Hot on Houston
U T Tonston's got a lot of things
XTgoing for it, Lappi says.

“It's on the road, it's on the railroad,
and it's near a pipelire. There aie
about a thousand people who live
there There’ a market lor this gas.”

Lappi is hoping for at least
2(H>.(HH) cubic feel of gas a day from
each of his coalbed methane wells,
the minimum requirement for com -
mercial production. At that tale, each
well would meet the winter healing
needs for 200 homes. Lippi says he’
investing atxint $200,000 per well, u
tost he eventually wants to reduce to
under $100,000 per well.

lie's also hoping that any com -
mercial potential al Houston would
entice f.nslar Natural (las Co. to
extend itscommon carrier pipeline to
Houston. Lippi also says he has a
five year contract with Unocal to pro-
vide a minimum of | million cubic
feet of gas per day.

“Pinviclcd we can prove tins

A Subsidiary of Cook Inlet Region, Inr

2525 "C* Street. Suite 500
Anchorage, Al.ista 99503
(907) 274 8638
(907) 279-8836

Lighting the way
in Alaska's
mineral industry'
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approach to energy production is
going to work in Houston, we’re
going to be able to export that same
technology to areas out in rural Alas
ka that have potential," Lippi says.
There are numerous candidates
for coalbed methane production in
Alaska's
although most of the basins have not
been explored adequately. However,
I"ippi believes a good target could be
ihe Yukon Flats Basin,
US(>S drilling lig testing for pollen
deposits last summer encountered mi
mm li gas m a well that the crew had

vast Interior region,

where a

to abandon the ptojeil.

“l think the Yukon Hats is going
to have higher ranked coals at deeper
depths,” Lippi says “Fort Yukon it
good because it has 7(H) to H(H) jh'o
pie living ihcic and is sort of a hub
for villages in the area And there are
other villages up and down the

Yukon Kivrr Ihal ate near coal.”

Independent Opportunity

W hile working on the details for
his coalbcd methane project, Lippi
also has bern active on tne political



flout. winking on removing govern
mrnl regulatory haulers tliit tend to
dixrnutagr mii.ill independents from
operating m Alaska

In Ins own raw*, Lippi adds, "It's
unfortunate in tins stale that it takes
so long to gel a project to tins stage
It's taken us lioin 1'":U lo IW .i lo get
the leases and project to tins stage"

He points out that expensive
bonding and insurance requirements
for drilling, the long and complicated
permitting process, and the difficultv
in anjuirmg "d and gn» permits are
major ptoldeiits foi die small mile
pendent priKlinets in Alaska. In the
laivver |H. he adds, the '.line things
can be accomplished lll a matter of
weeks ai alr.itlion of the cost.
|-»ppi
s.isv “lhe riih ' didn't get the w.iv
thrs an- overnight. And it's not going
to he an overnight projeci to gel
them *hanged into
Alas!.no i 0! live vsith *

"It's a long, slow piikess,"

something

Hut. as | appi points out. there
should |n' numerous cqqiornmilirs for
independents down the toad, if
Alaska's od and gas lavss can lie

altered |or 'sample hr notes, the

of Helds in* longer considered to lie
piohlaMebv Ill. major iniiquiues

lappi also vi\s their ale a lot of
Alaskans isho sidi own the mineral
rights Ot) leiler.il homesteads llirs
aiquited prior to I'liri

"Si fai. Iltosl Maskans hasp liol
been inso!srcl ill Ilir iiolusiis
rxcrpl as ntiploSers or lontraitois
lo olhri eolllpJllies." he dinettes
"I Illimk IlI;. niolr Maskans sse
a. loalls can gel iliv.dved as owitels
and o|h lalois of projects. tile belter
off Sse ssill Im as a slate "

As foi | appi. lo* will base 10 |es]|
(loss his Houston Ssrlls lirloie
delrilllllllllg ssliethrl 1lls fust
iallied ilirllune plo|rtl is a go
llowrsri. alln seals of irsealcll.
hr aplirjts i milideiil

"Ibe |*ri«ijsiioii, wfirn talking lo
lingiir in Ilir jowri IM. is llul Alas
ka is llir land o| imihinnllion tlollai
wells,” lappi s o "lul | ilmik this
will ojirii . fee rsrs itusl*rrsm in
ihe luteri is dial Alaska mas iml
nrtrsunls lw onlt a high *oil plair
In ofirtalr * J
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