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C e n a l iu lr i i t  C R S A
S e r v i n g  t h e  Y u k o n - K u s k o k w i m  D e l t a  

P O  B o x  6 9 ,  M e k o r y u k ,  A K  9 9 6 3 0  /  9 0 7 - 8 7 . 7 - 8 7 4 8

T o  t h e  H o n o r a b l e  2 3 rd  L e g i s l a t u r e :

S u b j e c t :  H o u s e  B i l l  1 4 3  -  A l a s k a  C o a s t a l  M a n a g e m e n t  P r o g r a m

C e n a l i u l r i i t  C o a s t a l  R e s o u r c e  S e r v i c e  A r e a  s e r v e s  3 5 , 1 6 8  s q u a r e  m i l e s  o f  h e  Y u k o n - K u s k o k w i m  

D e l t a ,  t h e  l a r g e s t  r e f h g e  i n  A l a s k a ,  c o m p r i s i n g  8 , 9 9 3  m i l e s  o f  s h o r e l i n e ,  w i t h  3 9  l i s t e d  

c o m m u n i t i e s .  C e n a l i u l r i i t  h a s  a  h i s t o r y  d a t i n g  b a c k  t o  t h e  e a r i y  1 9 8 0 ’ s ,  a n d  i s  o n e  o f  t h e  f i r s t  

C o a s t a l  M a n a g e m e n t  P l a n s  s i n c e  1 9 8 5 .

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

p a r t  o f  t h e  S t a t e  o f  A l a s k a .  C e n a l i u l r i i t  h a s  w o r k e d  h a r d  o v e r  t h e  l a s t  1 8  y e a r s  t o  p r o v i d e  

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

h e l p  t h e  p e r m i t t i n g  p r o c e s s ,  d i e  p r o g r a m  i s  i n  i t s  f i n a l  y e a r  o f  m a p p i n g  C u s t o m a r y  U s e  A r e a s  o f  

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

v i l l a g e s ,  i n  a l l  a r e a s  o f  c o a s t a l  w a t e r s ,  i n l a n d  r i v e r s ,  l r e s h  w a t e r  a r e a s ,  h e a d w a t e r s  a n d  l a n d  m a s s .

In t h e  C e n a l i u l r i i t  d i s t r i c t ,  m i n i n g  o p e r a t i o n s  h a v e  n o t  s t o p p e d ,  l o c a l  i n f r a s t r u c t u r e  i m p r o v e m e n t  

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

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

T h e  A s s o c i a t i o n  o f  V i l l a g e  C o u n c i l  p r e s i d e n t s  s e r v i n g  5 6  v i l l a g e s  p a s s e d  a  r e s o l u t i o n  a t  t h e i r  

m i d - y e a r  a n n u a l  c o n v e n t i o n  r e q u e s t i n g  t h e  l e g i s l a t u r e  t o  o p p o s e  H o u s e  B i l l  1 9 3  a n d  S e n a t e  B i l l  

1 4 3 .  T h e  d e l e g a t e s  o f  t h e  c o n v e n t i o n  w e r e  n o t  a w a r e  o f  t h e s e  n e w  b i l l s  a n d  v e r y  c o n c e r n e d  t h a t  

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

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

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

u n d e r  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s .  W e  h o n o r a b l y  r e q u e s t  +h e  l e g i s l a t u r e  t o  a l l o w  f o r  

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

A l a s k a  C o a s t a l  M a n a g e m e n t  P r o g r a m .

T h a n k  y o u  f o r  t h i s  o p p o r t u n i t y  t o  c o m m e n t ,

R e s p e c t f u l l y ,





Frank H. Murkowski 
Governor

GOVERNOR@GOV.STATE.AK.US

P.O. BOX 110001 
Juneau, Alaska 9981 1-0001 

(907) 465-3500 
FAX (907) 465-3532 

WWW.GOV.STATE.AK.USS t a t e  o f  A l a s k a

O f f ic e  o f  t h e  G o v e r n o r 
JUNEAU

M arch 11, 2003

The H onorable Pete Kott 
S peaker of the  H ouse 
A laska S ta te  Legislature 
S ta te  Capitol, Room 208 
J u n e a u , AK 99801-1182

D ear S peaker Kott:

U nder th e  a u th o rity  of a rt. Ill, sec. 18, of th e  A laska C onstitu tion , I am  
tran sm ittin g  a  bill d esignating  the  D epartm en t of N atu ra l R esources (DNR) as 
th e  lead s ta te  agency in  th e  perm itting  of resource  developm ent p ro jec ts in  th is  
s ta te .

The pu rp o se  of th is  bill is to facilitate an d  expedite resou rce  developm ent in 
A laska. In  recen t y ears , the  law s governing resou rce  developm ent have 
proliferated, an d  th e re  a re  now m ore agencies th a n  ever w ith  perm itting  
au th o rity  over large pro jec ts . R esource developm ent shou ld  n o t be held  u p  by 
the  sh eer com plexity of governm ent. This bill is in ten d ed  to alleviate th a t  
problem .

T his bill w ould au tho rize  th e  DNR to lead an d  coord inate  th e  perm itting  
activities of all agencies w ith ju risd ic tio n  over the  pro ject a n d  w ould repeal 
existing s ta tu te s  in AS 4 6 .35  regard ing  perm it coord ination . The re su lt of the  
DNR’s efforts a s  lead  agency will be be tter com m unication , m ore efficient 
perm itting , conso lida ted  public  process, and  stab le  fu nd ing  for the s ta te ’s 
perm itting  process.

The repeal of the  AS 4 6 .3 5  provisions n ecessita tes  the  relocation  of u n re la ted  
language, specific to D ep artm en t of E nvironm ental C onservation  perm it 
decisions, to m ore ap p ro p ria te  locations in AS 46 .03  a n d  AS 46 .04 , a s  se t o u t 
in  secs. 2 a n d  3 of th e  bill.

I urge your p rom pt a n d  favorable action  on th is  m easu re .

Sincerely,

Fpank H. M urkow ski 
Governor

mailto:GOVERNOR@GOV.STATE.AK.US
http://WWW.GOV.STATE.AK.US


□  400 WILLOUGHBY AVENUE 
JUNEAU. ALASKA 99801-1796 
PHONE: (907) 465-2400
FAX: (907) 465-3886

□  550 WEST 7™ AVENUE. SUITE 1400 
ANCHORAGE. ALASKA 99501-3650

PHONE: (907) 269-8431 
FAX: (907) 269-8918

A p r i l  9 ,  2 0 0 3

FRANK H. MURKOWSKI, GOVERNOR

T h e  H o n o r a b l e  H u g h  F a t e ,  C h a i r  

H o u s e  R e s o u r c e  C o m m i t t e e  

A l a s k a  S t a t e  L e g i s l a t u r e  

S t a t e  C a p i t o l ,  R o o m  1 2 4  

J u n e a u ,  A K  9 9 8 0 1

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

1 a m  w r i t i n g  t o  r e q u e s t  a  h e a r i n g  n e x t  w e e k  f o r  H B  1 9 2 ,  a n  a c t  d e s i g n a t i n g  t h e  D e p a r t m e n t  o f  

N a t u r a l  R e s o u r c e s  ( D N R )  a s  l e a d  a g e n c y  f o r  r e s o u r c e  d e v e l o p m e n t  p r o j e c t s .  T h i s  b i l l  w o u l d  a m e n d  

A S  3 8 . 0 5 . 0 2 0 ( b )  t o  s p e c i f i c a l l y  a l l o w  D N R  t o  l e a d  a n d  c o o r d i n a t e  r e s o u r c e  d e v e l o p m e n t  p r o j e c t s .

C u r r e n t l y  D N R  i s  t h e  l e a d  f o r  m i n i n g  p r o j e c t s .  T h i s  b i l l  w o u l d  f o r m a l l y  a u t h o r i z e  D N R  t o  l e a d  a n d  

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

p r o j e c t s .  I t  a l s o  r e p e a l s  e x i s t i n g  s t a t u t e s  i n  A S  4 6 . 3 5  r e g a r d i n g  p e r m i t  c o o r d i n a t i o n .

T h a n k  y o u  f o r  y o u r  c o n s i d e r a t i o n .  I  h a v e  a l s o  e n c l o s e d  a  c o p y  o f  t h e  G o v e r n o r ’ s  t r a n s m i t t a l  l e t t e r  

a n d  a  s e c t i o n a l  a n a l y s i s .  P l e a s e  c o n t a c t  J a n e t  B u r l e s o n  B a x t e r  a t  ( 9 0 7 )  4 6 5 - 4 7 3 0  i f  h a v e  a n y  

q u e s t i o n s .  Y o u  m a y  a l s o  c o n t a c t  D i c k  L e F e b v r e ,  D e p u t y  C o m m i s s i o n e r  o f  D N R  a t  ( 9 0 7 )  2 6 9 - 8 4 3 2 .

S i n c e r e l y ,

T h o m a s  E .  I r w i n  

C o m m i s s i o n e r

E n c l o s u r e

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  

O F F IC E  O F  T H E  C O M M I S S I O N E R

“Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans. ”
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Frank H. Murkowski 
G overnor

GOVERNOR0GOV.STATF..AK.US
S t a t e  o f  A l a s k a

P.O. SOX 1 10001 
J uneau, Alaska 9981 i-oooi 

(907) 465-3500 
FAX (907) 465-3532 

WWW.GOV.STATE.AK.US

OFFICE OF THE GOVERNOR 
JUNEAU

M arch 11, 2003

The H onorable Pete Kott 
S peaker of th e  H ouse 
A laska S ta te  L egislature 
S ta te  Capitol, Room 208 
J u n e a u , AK 9 9 8 0 1 -1182

D ear S peaker Kott:

U nder the  au th o rity  of a rt. Ill, sec. 18, of the  A laska C onstitu tion , I am  
tran sm ittin g  a  bill d esig n a tin g  the  D epartm en t of N atu ra l R esources (DNR) as 
the  lead s ta te  agency in th e  perm itting  of resou rce  developm ent pro jects in th is  
s ta te .

The pu rp o se  of th is  bill is to facilitate an d  expedite resou rce  developm ent in 
A laska. In recen t y ears , the  law s governing reso u rce  developm ent have 
proliferated, a n d  th e re  a re  now  m ore agencies th an  ever w ith perm itting  
a u th o rity  over large pro jects. R esource developm ent shou ld  n o t be held  u p  by 
th e  sheer com plexity  of governm ent. This bill is in ten d ed  to alleviate th a t  
problem .

T his bill w ould au th o rize  th e  DNR to lead an d  coord inate  the  perm itting  
activ ities of all agencies w ith ju risd ic tio n  over the  pro ject an d  w ould repeal 
existing s ta tu te s  in AS 4 6 .35  regard ing  perm it coord ination . The re su lt of the  
DNR’s efforts a s  lead  agency will be b e tte r com m unication , m ore efficient 
perm itting , conso lida ted  public  p rocess, an d  stab le  fund ing  for the  s ta te ’s 
perm itting  p rocess.

The repeal of th e  AS 4 6 .3 5  provisions n ecess ita tes  the  relocation  of u n re la ted  
language, specific to D ep artm en t of E nv ironm ental C onservation  perm it 
decisions, to m ore ap p ro p ria te  locations in AS 46 .03  an d  AS 46 .04 , a s  se t o u t 
in  secs. 2 a n d  3 of th e  bill.

I u rge yo u r p ro m p t a n d  favorable action  on th is  m easu re .

Sincerely,

F ran k  H. M urkow ski 
G overnor

http://WWW.GOV.STATE.AK.US


SB 142/ H B  192

Sec. 1 -
This section is simple and self-explanatory.

Sec. 2 & Sec. 3 -
These two sections preserve, rather than change, current law. One of 

the current statutes to be deleted under Sec. 4, AS 46.35.090, includes this 
same exemption o f ADEC permit decisions from the APA hearing 
procedures. See AS 46.35.090 (e). Sections 3 and 4 o f this bill simply 
transplant that provision to AS 46.03 and AS 46.04, respectively. Detailed 
procedures governing ADEC’s hearings are set out at 18 AAC 15.195 et 
seq.

Sec. 4 -
This section repeals almost all o f the current Environmental 

Procedures Coordination Act, AS 46.35. Enacted in 1977, that Act gave 
ADEC the role o f coordinating the state’s authorization o f projects 
requiring multiple permits from different agencies. However, in practice, 
the Act has seen little or no use. This bill would repeal that Act to reflect 
that DNR, rather than DEC, should assume the lead agency role. This 
section also deletes two other provisions in existing law that reference AS 
46.35.

Sectional A nalysis 8 A pril, 2003



F I S C A L  N O T E

STATE OF ALASKA
2003 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title

Sponsor
Requester

Designating Dept, of Natural Resources as 
lead agency for resource development projects

Dept. Affected:
‘ BRU

Fiscal Note Number:
Bill Version:
(H) Publish Date:

1
HB 192
3/12/03

Natural Resources
Resource Development

Component Development Special Projects
Rules
Governor

Expenditures/Revenues

Component No, 

(Thousands of Dollars)

2039

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES | i

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 36.2
Check this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal: I x  ]

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

Funding for this legislation is included in the FY04 Governor’s operating budget request. Under this 
legislation, DNR will establish an Office of Project Management and Permitting. This office will lead and 
coordinate all matters relating to the state's review and authorization of resource development projects. 
The purpose of the office is to facilitate and expedite resource development of large projects by 
coordinating and streamlining the permitting activities of all state agencies with authority over a project.
To accomplish this DNR is requesting funding to establish the office and develop the program base for an 
on-going program. DNR is requesting five positions that will serve as project managers and coordinators.

Prepared by: 
Division

Approved by: 
Agency

Dick LeFebvre, Deputy Commissioner Phone 269-8427
Commissioner’s Office Date/Time 3/11/2003

Tom Irwin, Commissioner Date 3/11/2003
Natural Resources

(Rovisod 9/2002 OMB) Pans 1 nf 2

DNR Fiscal Note



FISCAL NOTE #1

ANALYSIS CONTINUATION

These positions will be responsible for negotiating agreements and managing the overall state project review and permitting 
activities of all agencies with jurisdiction over a project. These positions will work with other state and federal agencies and local 
government to facilitate review and permitting.

Funding for the remainder of FY03 (May and June) is requested in the amount of S36.2. This allows DNR to establish two of the 
requested positions to get the office started and begin the effort of streamlining the permitting process. Position costs are 
estimated at S7.8/month per position for a total of S31.2. Additional start up costs for space and computers are estimated at S5.0.

STATE OF ALASKA BILL NO. HB 192________
2003 LEGISLATIVE SESSION

Page_2 of_2.



F I S C A L  N O T E

STA TE O F ALASKA
2003 LEG ISLA TIV E SESSION

Revision Date/Time (Note if correction):_______________
Title DNR lead for Resource Development Projects

Fiscal Note Number:
Bill Version:
() Publish Date:

De,_t. Affected: 
’ BHU

HB 192

DEC
Administrative Services

Component Office of the Commissioner
Sponsor
Requester

Rules
House Resources

Expenditures/Revenues

Component No. 

(Thousands of Dollars)

633

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill will have no fiscal impact on the department.

Prepared by: 
Division

Approved by: 
Agency

Mary Siroky, Legislative Liaison Phone 465-5355
Statewide Public Sen/ices Date/Time 4/14/03 11:18AM

Kurt Fredriksson, Deputy Commissioner Date 4/14/2003
Department of Environmental Conservation

(Revised 9/2002 OMB) Page 1 o f  1__





S p o n s o r :  R e p r e s e n t a t i v e ;  E i h a n  B e r k o w i t z

. '' R

SPO N SO R  STATEMENT 

H ouse Bill 196

“An Act relating to  carbon sequestration; and providing for an effective date.”

T h i s  b i l l  p r o v i d e s  t h e  b a s i s  f o r  A l a s k a ’ s  p a r . i c i p a t i o n  i n  t h e  g r o w i n g  g l o b a l  m a r k e t  f o r  c a r b o n  

s e q u e s t r a t i o n  c r e d i t s  -  a  m a r k e t  t h a t  c o u l d  p r o v i d e  t h e  s t a t e  u p w a r d s  o f  $ 4 5 0  m i l l i o n  i n  r e v e n u e  

( b a s e d  o n  e x t r a p o l a t i o n s  f r o m  c u r r e n t  t r a d i n g ) .

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

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

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

m i t i g a t i o n  m e t h o d .  T h e s e  m e a s u r e s  t r a n s l a t e  i n t o  c r e d i t s .  C o n s e q u e n t l y ,  a  n e w  c o m m o d i t y  

m a r k e t  h a s  e v o l v e d .

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

o t h e r  g r e e n h o u s e  g a s e s  i r  t h e  a t m o s p h e r e .  I n t e r n a t i o n a l  a g r e e m e n t s  s u c h  a s  t h e  K y o t o  P r o t o c o l  

e s t a b l i s h  a  l i m i t  o n  t h e  a '  n o u n t  o f  c a r b o n  t h a t  c a n  b e  e m i t t e d  i n t o  t h e  a t m o s p h e r e .  E v e n  i f  t h e  

U . S .  d o e s  n o t  s i g n  t h e  P / o t o c o l ,  i n  o r d e r  t o  c o n d u c t  b u s i n e s s  w i t h  s i g n a t o r y  c o u n t r i e s ,  U . S .  

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

K y o t o  P r o t o c o l  o r  o b t a i n  c a r b o n  s e q u e s t r a t i o n  c r e d i t s  t o  o f f s e t  t h e  a m o u n t  t h a t  e x c e e d s  t h e  

e s t a b l i s h e d  l e v e l .

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

w e t l a n d s  h a v e  t h e  p o t e n t i a l  t o  i n c r e a s e  c a r b o n  s e q u e s t r a t i o n  o n  l a n d .  W i t h  A l a s k a ’ s  l a r g e  l a n d  

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

t r a d i n g .

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

b i l l  d i r e c t s  t h e  C o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  t o  i n v e s t i g a t e  a n d  r e p o r t  t o  

t h e  l e g i s l a t u r e  o n  t h e  p o t e n t i a l  a n d  t h e  m e a n s  f o r  t h e  s t a t e ’ s  p a r t i c i p a t i o n .  A n  a d v i s o r y  

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

m o d e l e d  o n  l e g i s l a t i o n  e n a c t e d  i n  I d a h o  a n d  N e b r a s k a .

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

n o w ,  w e  m a y  m i s s  t h i s  u n i q u e  o p p o r t u n i t y  -  a n d  m i s s  o u t  o n  m i l l i o n s  i n  r e v e n u e .

F o r  m o r e  i n f o r m a t i o n :

h t t p : / / w w w . f e . d o e . g . o v / c o a l  p o w e r / s e q u e s t r a t i o n / s e q u e s t r a t i o n  t e r r e s t r i a l . s h t m l  

h t t p : / / w w w . c a r b o n . u n l . e d u / c a r b u n d e . h t m

http://www.fe.doe.g.ov/coal
http://www.carbon.unl.edu/carbunde.htm
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S e c t i o n a l  S u m m a r y  

H B  1 9 6

“ A n  A c t  r e l a t i n g  t o  c a r b o n  s e q u e s t r a t i o n ;  a n d  p r o v i d i n g  l o r  a n  e f f e c t i v e  d a t e . ”

S e c t i o n  1 . L e g i s l a t i v e  f i n d i n g s  t h a t ,  d u e  t o  i n c r e a s i n g  i n t e r e s t  i n  s l o w i n g  o r  r e v e r s i n g  

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

s t a t e  h a s  t h e  p o t e n t i a l  t o  i n c r e a s e  c a r b o n  s e q u e s t r a t i o n  o n  s t a t e  a n d  p r i v a t e  l a n d ;  a n d  i t  i s  i n  t h e  

i n t e r e s t  o f  t h e  s t a t e  f o r  t h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  t o  d o c u m e n t  t h e  s t a t e ’ s  c a r b o n  

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

p a r t i c i p a t e  i n  c a r b o n  c r e d i t  t r a d i n g .

S e c t i o n  2 .  A d d s  n e w  s e c t i o n s  t o  A S  4 4 . 3 7  ( D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ) .

S e c .  4 4 . 3 7 . 2 0 0 .  C r e a t e s  a  c a r b o n  s e q u e s t r a t i o n  a d v i s o r y  c o m m i t t e e  i n  t h e  D e p a r t m e n t  o f  N a t u r a l  

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

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

t h e  c o m m i s s i o n e r  i n  d e v e l o p i n g  r e p o r t s ,  r e c o m m e n d  p o l i c i e s  o r  p r o g r a m s  t o  e n h a n c e  t h e  s t a t e ’ s  

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

a n d  a d v i s o r y  m a t e r i a l s ,  r e c o m m e n d  r e s e a r c h  n e e d s ,  a n d  r e v i e w  o t h e r  s t a t e s ’ c a r b o n  s e q u e s t r a t i o n  

p r o g r a m s  a n d  p o l i c i e s .

S e c .  4 4 . 3 7 . 2 1 0 .  T h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s ,  i n  c o n s u l t a t i o n  w i t h  t h e  a d v i s o r y  

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

s e q u e s t r a t i o n  p o t e n t i a l .

S e c .  4 4 . 3 7 . 2 2 0 .  D e f i n i t i o n s .

S e c t i o n  3 . O n  o r  b e f o r e  J a n u a r y  3 1 ,  2 0 0 4  t h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s ,  i n  c o n s u l t a t i o n  

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

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

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

a r e a s  o f  s c i e n t i f i c  u n c e r t a i n t y  r e g a r d i n g  c a r b o n  s e q u e s t r a t i o n  a n d  a d v i s o r y  c o m m i t t e e  

r e c o m m e n d a t i o n s .

Section 4. Makes the Act effective July 1, 2003.
For questions, contact Lisa Wcissler, 465-3163

April 5, 2003
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H O U S E  B I L L  1 9 6 / S B  1 4 4  

C A R B O N  S E Q U E S T R A T I O N  

F A Q S

Q :  W h a t  i s  c a r b o n  s e q u e s t r a t i o n ?

A :  C a r b o n  s e q u e s t r a t i o n  r e f e r s  t o  t h e  c a p t u r e  a n d  l o n g - t e r m  s t o r a g e  o f  c a r b o n  i n  f o r e s t s ,  

s o i l s  o r  i n  t h e  o c e a n .  F o r  e x a m p l e ,  a  t r e e  a b s o r b s  c a r b o n  d i o x i d e  d i m i n g  p h o t o s y n t h e s i s  

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

s e q u e s t e r s  ( s t o r e s  o r  c o n s e r v e s )  c a r b o n .

I n  t h e  c o n t e x t  o f  I - I B  1 9 6  a n d  S B  1 4 4 ,  c a r b o n  s e q u e s t r a t i o n  i s  t h e  u s e  o f  p r a c t i c e s ,  

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

t o  o f f s e t  c a r b o n  d i o x i d e  e m i s s i o n s  f r o m  o t h e r  s o u r c e s .

Q :  W h y  i s  c a r b o n  s e q u e s t r a t i o n  i m p o r t a n t ?

A :  T h e r e  i s  i n c r e a s e d  i n t e r e s t  i n  r e d u c i n g  t h e  l e v e l s  o f  c a r b o n  d i o x i d e  a n d  o t h e r  

g r e e n h o u s e  g a s e s  i n  t h e  a t m o s p h e r e .  A n  i n t e r n a t i o n a l  a g r e e m e n t  k n o w n  a s  t h e  “ K y o t o  

P r o t o c o l ”  i s  a n  a g r e e m e n t  b y  i n d u s t r i a l i z e d  a n d  d e v e l o p i n g  c o u n t r i e s  t o  r e d u c e  e m i s s i o n s  

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

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

b e n e f i t s  o f  f o s s i l  f u e l  u s e .

Q :  I I o w  i s  c a r b o n  s e q u e s t r a t i o n  a  m a r k e t a b l e  c o m m o d i t y ?

T h o u g h  t h e  K y o t o  P r o t o c o l  h a s  n o t  y e t  c o m e  i n t o  f o r c e ,  a n d  t h e  U . S .  l i k e l y  w i l l  n o t  s i g n  

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

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

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

r e d u c t i o n  t r a d i n g .  E m i s s i o n  r e d u c t i o n s  a r e  m e a s u r e d  i n  t e r m s  o f  t o n s  o f  c a r b o n  d i o x i d e  

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

c r e d i t  t r a d i n g  m a r k e t .  I n  t h e  U . S . ,  a  n e w  m a r k e t  c a l l e d  t h e  C h i c a g o  C l i m a t e  E x c h a n g e  i s  

p l a n n i n g  t o  b e g i n  c a r b o n  c r e d i t  t r a d i n g  i n  t h e  s p r i n g  o f  2 0 0 3 .
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Q :  H o w  w i l l  A l a s k a  b e n e f i t  f r o m  c a r b o n  s e q u e s t r a t i o n  a n d  c a r b o n  c r e d i t  t r a d i n g ?

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

a n d  w e t l a n d s  h a v e  t h e  p o t e n t i a l  t o  i n c r e a s e  c a r b o n  s e q u e s t r a t i o n  o n  l a n d .  W i t h  A l a s k a ’ s  

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

s e q u e s t r a t i o n  c r e d i t  t r a d i n g .  T h e  p o t e n t i a l  e x i s t s  f o r  A l a s k a  t o  r e c e i v e  r e v e n u e s  u p w a r d s  

o f  S 4 5 0  m i l l i o n .

Q :  H o w  c a n  A l a s k a  p a r t i c i p a t e  i n  c a r b o n  c r e d i t  t r a d i n g ?

A :  T h e r e  a r e  s i g n i f i c a n t  q u e s t i o n s  a b o u t  h o w  c a r b o n  c r e d i t  t r a d i n g  m a r k e t s  w i l l  d e v e l o p  

n a t i o n a l l y  a n d  i n t e r n a t i o n a l l y .  H B  1 9 6  a n d  S B  1 4 4  c a l l  f o r  t h e  c o m m i s s i o n e r  o f  t h e  

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

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

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

m a r k e t s .  T h e  p o t e n t i a l  f o r  A l a s k a  t o  p r o f i t  w i l l  i n c r e a s e  i f  t h e  s t a t e  t a k e s  i m m e d i a t e  

a c t i o n  t o  b e n e f i t  f r o m  e m e r g i n g  c a r b o n  m a r k e t s .

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

b e  l o s t  t o  o t h e r  n a t i o n s  o r  s t a t e s ,  s u c h  a s  I d a h o  a n d  N e b r a s k a ,  t h a t  h a v e  a l r e a d y  l a u n c h e d  

c a r b o n  t r a d i n g  i n i t i a t i v e s .

F o r  add itional in fo rm ation ,  con tac t  R epresen ta t ive  E th a n  B erkow itz o r  Lisa W eissler, Legislative 
Aide, a t  465-4919
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Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 50.3 50.3 50.3 50.3 50.3 50.3
Travel 19.6 19.6 19.6 19.6 19.6 19.6
Contractual 9.3 9.3 9.3 9.3 9.3 9.3
Supplies 1.0 1.0 1.0 1.0 1.0 1.0
Equipment 5.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 85.2 80.2 80.2 80.2 80.2 80.2

ICAPITAL EXPENDITURES . . I _____ I I
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FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 85.2 80.2 80.2 80.2 80.2 80.2
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 85.2 80.2 80.2 80.2 80.2 80.2

Estimate of any current year (FY2003) cost: 0.0
Check this box (X) If funding for this bill Is Included In the Governor's FY 2004 budget proposal: [ 

POSITIONS
Full-time
Part-time 1 1 1 1 1 1
Temporary

ANALYSIS: (Attach a separate page if necessary)

This legislation establishes a 14-member Carbon Sequestration Advisory Committee; requires the 
Department of Natural Resources to provide support for the committee; and requires the Commissioner of 
Natural Resources to conduct a carbon sequestration assessment and prepare a report for the legislature.

Fiscal impact is outline on page two.
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FISCAL NOTE

ANALYSIS CONTINUATION

Personal Services SS0.3.
This provides for Natural Resource Manager I position (budgeted for 9 months), to provide support to the 
Advisory Committee and to the Commissioner of Natural Resources with the required assessment and 
report.

Travels 19.6
The legislation allows for Advisory Committee members to receive per diem and travel expenses. The 
legislation does not specify how many times the Committee will meet. For purposes of calculating fiscal 
impact, it is assumed that 14 members will take two annual trips each, at an estimated cost of $700 per 
trip. (14 x 2 x $700 = $19,600). If the Committee meets more than twice a year, more funding would be 
required.

Contractual $9.3
Assumes $5,000 in contractual costs associated with meetings (room rentals, advertising etc.). Also 
includes $4,300 for position costs (DNR lease space, phones and computer services).

Supplies $1.0
General operating supplies for the Advisory Committee meetings and staff.

Equipment $5.0 (one-time)
One-time computer equipment purchase for Advisory Committee staff position.
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On Wall Street, people say anything can be sliced up and 
traded. A firm called Natsource proves the point
By NINA SOVICH

W h e n  D a w n  S c h r e p e l ,  a n  e n v i r o n m e n t a l  a n d  e n e r g y  c o n s u l t a n t  i n  

W a s h i n g t o n ,  w a n t e d  t o  t h a n k  h e r  1 0  i n t e r n s  f o r  a  j o b  w e l l  d o n e ,  s h e  b o u g h t  

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

s u r p r i s e d , "  s h e  s a y s ,  l a u g h i n g .  " A n d  i t  t o o k  a  l i t t l e  e x p l a n a t i o n . "  S c h r e p e l ,  

3 3 ,  b o u g h t  t h e  c a r b o n  d i o x i d e  n o t  i n  g i a n t  t a n k s  b u t  o n  p a p e r ,  t h r o u g h  

N a t s o u r c e ,  a n  e n e r g y  b r o k e r a g e  b a s e d  i n  N e w  Y o r k  C i t y .

N a t s o u r c e  t r a d e s  n o t  o n l y  s t a n d a r d  c o m m o d i t i e s  l i k e  c o a l  a n d  n a t u r a l  g a s  

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

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

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

c r e d i t s  t r a d e  i n  e a r n e s t  i n  n a t i o n s  l i k e  B r i t a i n  a n d  D e n m a r k ,  w h i c h  h a v e  

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

c r e d i t s  a r e  t r a d i n g  o n  a n  e x p e r i m e n t a l  b a s i s  i n  t h e  U . S . ,  a s  i n d u s t r i e s  

a n t i c i p a t e  t h e  e v e n t u a l  i m p o s i t i o n  o f  s i m i l a r  e m i s s i o n  l i m i t s  h e r e .

N a t s o u r c e  a r r a n g e d  f o r  S c h r e p e l  t o  p a y  a  r e t a i l  p r i c e  o f  $ 1 7  a  t o n  f o r  c a r b o n  

d i o x i d e  t h a t  i s  p a r t  o f  t h e  n a t u r a l  c h e m i s t r y  o f  a  1 , 2 0 0 - a c r e  p a t c h  o f  I l l i n o i s  

g r a s s l a n d  i n  a  n a t u r e  p r e s e r v e .  I n  r e t u r n  f o r  p a r t  o f  t h a t  p a y m e n t ,  t h e  l a n d ' s  

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

d i o x i d e .  S c h r e p e l  w r y l y  e x p l a i n e d  t o  h e r  i n t e r n s  0 ' a t  b u y i n g  t h e  c r e d i t s  

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

b r e a t h i n g .

S c h r e p e l ' s  g i f t  i s  b u t  a  t i n y  p a r t  o f  a  g l o b a l  g r e e n h o u s e - g a s  t r a d i n g  i n d u s t r y  

t h a t  i s  g r o w i n g  r a p i d l y .  B e t w e e n  1 9 9 6  a n d  2 0 0 2 ,  a b o u t  $ 5 0 0  m i l l i o n  w o r t h  

o f  c a r b o n  d i o x i d e  w a s  t r a d e d  a m o n g  c o m p a n i e s  i n  t h e  U . S .  a n d  E u r o p e .

T h e  W o r l d  B a n k ' s  P r o t o t y p e  C a r b o n  F u n d ,  w h i c h  h e l p s  c o u n t r i e s  p r e s e r v e  

f o r e s t  a n d  r e d u c e  C 0 2  e m i s s i o n s ,  s a y s  t h e  n u m b e r  o f  g r e e n h o u s e - g a s  t r a d e s  

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

t h e  r i g h t  t o  e m i t  a  t o n  o f  c a r b o n  d i o x i d e ,  w h i c h  c o s t s  b e t w e e n  $ 3 . 5 0  a n d  $ 6  

i f  p u r c h a s e d  i n  b u l k  t o d a y ,  w i l l  c o s t  b e t w e e n  $ 7  a n d  $ 1 2  b y  2 0 0 5 .  T h a t  

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

$ 3  b i l l i o n  a  y e a r .
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T w o  e v e n t s  d r i v e  t h i s  g r o w t h :  t h e  e x p e c t a t i o n  t h a t  t h e  K y o t o  P r o t o c o l  o n  

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

r e d u c e  c a r b o n  d i o x i d e  e m i s s i o n s  b y  2 0 0 8 ,  a n d  t h e  e m e r g e n c e  o f  

g o v e r n m e n t - b a c k e d  e m i s s i o n s - t r a d i n g  s c h e m e s  i n  B r i t a i n  a n d  D e n m a r k .  

D e s p i t e  P r e s i d e n t  G e o r g e  W .  B u s h ' s  a s s e r t i o n  t w o  y e a r s  a g o  t h a t  K y o t o  

w o u l d  w i t h e r ,  2 0 0 3  l o o k s  t o  b e  t h e  y e a r  t h e  t r e a t y  w i l l  c o m e  t o  l i f e .  C a n a d a  

r a t i f i e d  i t  i n  D e c e m b e r ,  a n d  i f  R u s s i a  j o i n s  t h i s  y e a r ,  a s  i t s  P r e s i d e n t  h a s  

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

b i n d  t h e  U . S . ,  b u t  i t  c o u l d  i n d u c e  U . S .  m u l t i n a t i o n a l s  t o  r e d u c e  e m i s s i o n s  

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

E v e n  i n  t h e  U . S . ,  t h e r e  i s  a  g r o w i n g  c o n s e n s u s  t h a t  g r e e n h o u s e - g a s  

r e d u c t i o n s  a r e  i n e v i t a b l e .  I n  J a n u a r y ,  S e n a t o r s  J o h n  M c C a i n  o f  A r i z o n a  a n d  

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

e m i s s i o n s  a n d  a l l o w  r i g h t s  t r a d i n g .  T h i r t e e n  U . S .  c o m p a n i e s ,  i n c l u d i n g  

A m e r i c a n  E l e c t r i c a l  P o w e r ,  D u p o n t  a n d  F o r d ,  h a v e  j o i n e d  t h e  n e w  C h i c a g o  

C l i m a t e  E x c h a n g e .  M e m b e r s  v o l u n t e e r  t o  r e d u c e  c a r b o n  d i o x i d e  e m i s s i o n s  

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

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

J a c k  C o g e n ,  p r e s i d e n t  o f  N a t s o u r c e ,  c o u l d n ' t  b e  h a p p i e r  a b o u t  t h i s  t r e n d .  

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

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

t r a d i n g  a n d  c o n s u l t i n g  p r o v i d e  o n l y  1 0 %  o f  N a t s o u r c e ' s  r e v e n u e ,  b u t  t h e  

c o m p a n y  e x p e c t s  t h a t  s h a r e  t o  r i s e  t o  5 0 %  b y  2 0 0 7 .  " I t ' s  a  f a s c i n a t i n g  

b u s i n e s s  o p p o r t u n i t y .  C a n  y o u  u s e  m a r k e t  f o r c e s  t o  e f f e c t  e n v i r o n m e n t a l  

a n d  s o c i e t a l  g o a l s ? "  a s k s  C o g e n ,  4 6 .  " C a n  y o u  p u t  a  c o s t  o n  w h a t  w a s  a  f r e e  

r e s o u r c e ? "

C o g e n  t h i n k s  y o u  c a n ,  a n d  h e ' s  n o t  a l o n e .  I n  1 9 9 0  t h e  C l e a n  A i r  A c t  c a p p e d  

e m i s s i o n s  o f  s u l f u r  d i o x i d e ,  a  m a j o r  c o n t r i b u t o r  t o  a c i d  r a i n ,  a n d  o r d e r e d  

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

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

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

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

R o b e r t  S t a v i n s ,  a n  e c o n o m i s t  a t  H a r v a r d ' s  K e n n e d y  S c h o o l  o f  G o v e r n m e n t ,  

e s t i m a t e s  t h a t  t h i s  c a p - a n d - t r a d e  s y s t e m ,  v s .  a  s y s t e m  o f  r i g i d  c a p s  o n  e a c h  

f i r m ' s  e m i s s i o n s ,  s a v e s  U . S .  c o m p a n i e s  a b o u t  $ 1  b i l l i o n  a  y e a r  i n  

c o m p l i a n c e  e x p e n s e s .  " I t ' s  t h e  m o s t  c o s t - e f f e c t i v e  w a y  t o  r e d u c e  

e m i s s i o n s , "  h e  s a y s ,  " a n d  c o m p a n i e s  h a v e  a n  i n c e n t i v e  t o  c u t  p o l l u t i o n  s o  

t h e y  c a n  s e l l  c r e d i t s . "  T h e  E n v i r o n m e n t a l  P r o t e c t i o n  A g e n c y  e s t i m a t e s  t h a t  

s u l f u r  d i o x i d e  e m i s s i o n s  h a v e  b e e n  h a l v e d  s i n c e  1 9 9 0  a n d  t h a t  A m e r i c a n s  

s a v e  $ 5 0  b i l l i o n  a  y e a r  i n  h e a l t h  a n d  e n v i r o n m e n t a l  c o s t s  a s s o c i a t e d  w i t h  

a c i d  r a i n .

E x p e c t i n g  t h a t  i n t e r n a t i o n a l  s u p p o r t  f o r  K y o t o  w i l l  g r o w  d e s p i t e  U . S .  

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

U . S . - b a s e d  m u l t i n a t i o n a l s  —  w a n t  t o  b e  p r e p a r e d .  C o g e n  s a y s  t o d a y ' s
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n a s c e n t  t r a d i n g  o f  C 0 2  c r e d i t s  f o r c e s  e x e c u t i v e s  t o  " s i t  i n  a  r o o m  a n d  f i g u r e  

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

i t  l e a r n i n g  b y  d o i n g . "

S o m e  U . S .  c o m p a n i e s  a r e  n o t  j u s t  e x p e r i m e n t i n g ;  t h e y  a r e  b u y i n g  c a r b o n  

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

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

m o r e  t h a n  6 0 0 %  s i n c e  1 9 9 6 ,  b u t  p r i c e s  d i f f e r  f r o m  c o u n t r y  t o  c o u n t r y .

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

b e c a m e  c l e a r  i n  2 0 0 1  t h a t  t h e  U . S .  w o u l d  n o t  a d o p t  K y o t o  i n  t h e  f i r s t  r o u n d ,  

t h e  p r i c e  o f  U . S .  c r e d i t s  f e l l .

M i c h a e l  I n t r a t o r ,  a  m a n a g i n g  d i r e c t o r  a t  N a t s o u r c e ,  b e l i e v e s  t h a t  t h e  U . S .  

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

h e  s a y s .  " W e  u n d e r s t o o d  h o w  c a p - a n d - t r a d e  w o r k e d  b e c a u s e  w e  t r a d e d  

s u l f u r  d i o x i d e .  N o w  w e  a r e  l e f t  i n  a  s e a  o f  u n c e r t a i n t y  b e c a u s e  w e  d i d n ' t  

r a t i f y  K y o t o .  T h e  o v e r a r c h i n g  b e l i e f  i s  t h a t  s o m e t i m e  w e  w i l l .  B u t  b y  t h e n ,  

w e  m i g h t  b e  a t  a  c o m p e t i t i v e  d i s a d v a n t a g e . "

M e l i s s a  C a r e y ,  a  c l i m a t e - c h a n g e  a n a l y s t  a t  t h e  E n v i r o n m e n t a l  D e f e n s e  

F u n d ,  s a y s  t h a t  d e s p i t e  a l l  t h e  g r e e n h o u s e - g a s  t r a d i n g  u n d e r  w a y ,  i t  w o n ' t  

r e d u c e  e m i s s i o n s  u n t i l  K y o t o  t a k e s  e f f e c t .  " S u l f u r  d i o x i d e  w a s  s u c c e s s f u l , "  

s h e  s a y s ,  " b e c a u s e  t h e r e  a r e  h u g e  p e n a l t i e s  f o r  f a i l i n g  t o  c o m p l y . "  O n e  

K y o t o  p r o v i s i o n  l e t s  i n d u s t r i a l i z e d  c o u n t r i e s  f u n d  c a r b o n - r e d u c t i o n  p r o j e c t s  

i n  d e v e l o p i n g  c o u n t r i e s  t h a t  d o  n o t  h a v e  e m i s s i o n  c a p s .  F o r  e x a m p l e ,  a  U . S .  

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

c a r b o n - t r a p p i n g  f o r e s t  i n  B o l i v i a .  B u t  u n t i l  K y o t o  i s  r a t i f i e d ,  t h e r e  w o n ' t  b e  

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

A n o t h e r  o b s t a c l e  t o  w i d e r  t r a d i n g  o f  e m i s s i o n s  i s  n a t u r e .  F o r e s t s  b u m  

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

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

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

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

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

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

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

a r e  c o m i n g ,  s o o n e r  o r  l a t e r . _________________________________________________________________________
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O p p ortu n ities for Carbon O ffset Program s  
in  A laska

by
Tim King 

Pacific Rim RegionalRC&D,
Spokane, WA

Abstract

Timber salvage and reforestation of disturbed forests in Alaska offers several opportunities for offsetting 
carbon emissions and marketing emission reduction credits. First, trees killed by the spruce beetle or 
wildfires can be harvested for production of "bio-fuel3” as renewable energy alternatives to fossil fuels. 
Secondly, the dead biomass is converted to useful energy before it decays, replacing fossil fuels. Finally, 
returns from salvage and bio-fuel sales can be used for reforestation and carbon sequestration. A major goal 
of regional and local Resource Conservation and Development Councils in Alaska is to establish producer- 
buyer partnerships for marketing carbon offset programs.

Key words: Carbon emission reduction credits (CERCs), spruce beetle (Dendroctonus rufipennis Kirby) 
epidemics, forest disturbances, forest health, timber salvage, “bio-fuels,” biomass, Resource Conservation 
and Development Councils, Kenai Peninsula, Alaska, reforestation

Introduction
Presentations at the May 24, 2000 Alaska Reforestation Council’s meeting on “Opportunities for Carbon 

Sequestration in Alaska” from representatives of the American Forest’s Global ReLeaf Program, Washing­
ton, D.C., the USFS Southern Research Station, Triangle I  ark, North Carolina, and Edison Electric 
Institute’s UtiliTree Carbon Company, Washington, D.C., indicated that partnership opportunities for 
market based carbon offset programs are now possible. Regional Resource Conservation and Development 
Councils (RC&Ds), nonprofit organizations dedicated to improving natural resources for economic and social 
benefits, support partnership agreements between private and public sectors for marketing carbon offset 
programs throughout the United States.

The Pacific Rim Regional RC&D Association has recently signed a nonbinding, nonexclusive carbon 
aggregation agreement with CQuest Ltd. of West De Moines, Iowa, a carbon market brokerage firm for 
marketing international carbon credits®. Under this agreement, local RC&Ds with support from their 
Pacific Rim RC&D Region and their partners work together as a team to establish terrestrial-based changes 
in land use and land use management for sequestering measurable carbon.

T h e  RC&D T e a m  C o n c e p t
The RC&D team concept is a network of carbon producers, sellers, administrators, marketers, brokers, 

and buyers working to change land uses and land use management for sequestration and storage of atmo­
spheric carbon in the earth’s vegetation and soils. The team insures accurate base-line carbon measure­
ments before land management changes, models increases in stored carbon from proposed land use changes, 
and verifies actual carbon stored for the life of the project from field biomass inventories.

Regional RC&D Associations also assist in establishing State Carbon Advisory Committees for third 
party carbon credit accounting (verification and registration) to assure non-duplication of carbon sales and 
accurate sequestration assessments. In support of the team networking process, RC&D Associations may 
establish Carbon Technology Transfer Centers to provide technical assistance for project development, 
establish science and research programs for solving carbon sequestration and storage problems, and provide 
outreach and education on the carbon cycle and climate warming.
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Carbon Emission Reduction Credits
Carbon sequestered from partnership projects in land management and use changes would be marketed 

through services provided by CQuest and other companies as Carbon Emission Reduction Credits (CERCs). 
CERCs are measured in metric tons (tonnes) of C or CO2 equivalent.

All overstocked or understocked forest stands have the potential for improving net carbon sequestration 
and storage. Carbon sequestered and stored in phytomass is the basis for CERCs. Any stand threatened by 
disease, insects, or fire has the potential for increasing net carbon storage. The first step is to establish a 
baseline for capturing carbon by inventorying the carbon stored in the vegetation and soil. The next step is 
to develop a management plan for increasing tree growth and carbon storage in the live phytomass. Using 
growth and yield models, the final step is to compare the net change in carbon sequestration between man­
aged and unmanaged stands on the same sites.

New Markets for Alaska’s Forest Resources
The Alaska State Division of Forestry (DOF) and Alaska Reforestation Council (ARC) presented many 

specific examples and studies of severe forest health problems currently affecting Alaska’s forests. General 
discussions addressed how these problems, mainly forest disturbance issues, may be brought on by climate 
change. Restoration of forests following spruce beetle {Dendroctonus rufipennis Kirby) epidemics, wildfires, 
and other disturbances offer many good projects for land use management change, which could provide 
carbon offsets for emissions from combustion of fossil fuels and the conversion of forests to agriculture. 
Teamwork between both private and public sectors in Alaska is needed to plan and implement forest resto­
ration projects for generating CERCs, which in turn, will fund additional intensive forest management 
programs for sequestering carbon.

On a three day tour of many forest health issues, RC&D, UtiliTree, Global ReLeaf, ARC, and DOF 
representatives concurred on the immense need and opportunities for carbon offset programs across Alaska. 
Our first stop was on Kenai Peninsula. Spruce forests, mostly composed of mature Lutz Spruce (Picea X 
lutzii Little), appeared as an expanse of gray-brcwn dead trees. With only slight increases in summer tem­
peratures of the 1990s, overstocked spruce stands quickly fell victim to competition and moisture stress.
Bark beetle populations flourished with the mild temperatures and prime feeding conditions. Scattered 
stands of smaller diameter black spruce {Picea mariana (Mill.) B.S.P.) could not support the beetle’s life cycle 
and were standing alone among the dead stands of taller Lutz spruce. Only a few stands of larger Sitka 
spruce {Picea sitchensis (Bong.) Carr.) dominated the hybrid spruce on the higher, more productive sites.
Only the large Sitka spruce appeared to have sufficient health and vigor to withstand the beetle attacks.

The Ninilchik Native Corporation Manager was busy salvaging and marketing dead Lutz Spruce. 
Proceeds from the timber sales were utilized for site prep and planting. Although these efforts seemed 
phenomenal in scale to previous restoration efforts, they are only a minute token of the reforestation and 
management needs in the region. The dead spruce export market was only temporary and finite, and failed 
to provide sufficient returns for the region’s forest restoration needs.

The need to find new markets large enough to handle the dead wood volume without financially break­
ing everyone from excessive competition was apparent. Bio-fuels, a renewable energy replacement for fossil 
fuels, are a major opportunity for marketing dead wood. Bio-fuel options range from wood-fired gasifiers and 
steam electrical production plants to new technologies in ethanol production from cellulose.

The technology for converting wood waste to steam and electrical energy is very basic. Production costs 
per kilowatt range nationally from $0.06-$0.12. In the Pacific Northwest where hydroelectric power is 
abundant and cheap, converting wood to steam and electrical power is not competitive. Nevertheless, wood 
is still converted to electricity commercially in northeast Washington. When touring the Copper River Area, 
we learned that electricity was approximately $0.50 per kilowatt-hour with the state subsidizing up to $0.30 
per kilowatt using fossil fuel energy sources. Wood to steam and electrical energy conversion appears to 
offer multiple carbon offset opportunities. First, wood is an alternative energy source for fossil fuels. Second, 
the dead spruce is converted to energy before it decomposes into carbon dioxide and water via respiration of 
heterotrophic microbes. Third, returns from the sale of the wood for electricity can be used for putting forests 
back into wood production for carbon sequestration to offset wood fire and fossil fuel emissions.

The carbon offset opportunities from the sale of dead wood and the pure economics of producing electric­
ity for 25% of current costs provide savings both to the public and state. Inexpensive power also means new 
jobs and manufacturing opportunities, which also utilize the abundant local natural wood resources.
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The Sealaska Native Corporation of southeast Alaska has been working with Arthur Daniels Midland 
(the owner of patents on cellulose to ethanol conversion) and the Environmental Protection Agency on 
converting bio-fuels and wood waste to ethanol production in the Ketchikan area. One ethanol production 
plant at Ketchikan could provide the full gasohol needs of the Anchorage area. Alaska is the domestic leader 
in fossil fuel production, and needs to examine the possibility of becoming one of the nations major sources of 
bio-fuels.

Summary and Recommendations

Alaska’s forests need a great deal of management to improve their health, and to reduce the impact of 
natural and human-caused disturbances. Funding for forest management and protection is imperative. 
Carbon offsets and bio-fuels production are sources of funding for which Alaska has both the need and 
resources.

Existing and proposed RC&D regions situated across Alaska have the potential to bring together the 
“TEAM” Internet concept. The Internet concept merges the efforts of local, state, and federal agencies and 
programs with Native Corporations, the general public, private business, and industry. These entities work 
together to benefit Alaska, it’s people, it’s resources, and the world. The time is now; the opportunity is at 
hand and it is knocking. Will you answer the call?

N o te s
a A  c a rb o n  c r e d i t  i s  o n e  m e tr ic  to n  ( to n n e )  o f  c a rb o n  o r  C 0 2 e q u iv a le n t  t h a t  is  c a p tu r e d  f r o m  th e  a tm o s p h e r e  
a n d  s to r e d  in  p l a n t s  a n d  o r g a n ic  m a t te r  (b io m a ss).
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Carbon sequestration In terrestrial ecosystems is either the net 
removal of C02 from the atmosphere or the prevention of C02 
net emissions from the terrestrial ecosystems into the 
atmosphere.

Enhancing the natural processes that remove C02 from the 
atmosphere Is thought to be one of the most cost-effective 
means of reducing atmospheric levels of C02, and forestation 
and deforestation abatement efforts are already under way.

The terrestrial biosphere is estimated to sequester large 
amounts of carbon (approximately 2 billion metric ton of carbon 
per year). R&D In this program area seeks to increase this rate 
while properly considering all the ecological, social, and 
economic implications. There are two fundamental approaches to 
sequestering carbon in terrestrial ecosystems: (l)protection of 
ecosystems that store carbon so that sequestration can be 
maintained or increased;and (2)manlpulation of ecosystems to 
increase carbon sequestration beyond current conditions.

This program area is focused on integrating measures for 
improving the full life-cycle carbon uptake of terrestrial 
ecosystems,Including farmland and forests,with fossil fuel 
production and use. The following ecosystems offer significant 
opportunity for carbon sequestration:

• Forest lands. The focus includes below-ground carbon 
and long-term management and utilization of standing 
stocks,understory, ground cover,and litter.
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grasslands, and range lands,with emphasis on Increasing 
long-lived soil carbon.

• Biomass croplands. As a complement to ongoing efforts 
related to biofuels,the focus is on long-term increases in 
soil carbon.

• Deserts and degraded lands. Restoration of degraded 
lands offers significant benefits and carbon sequestration 
potential in both below-and above-ground systems.
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A L A S K A  S T A T E  L E G I S L A T U R E

Interim:
600 Ease Railroad Avenue 
Wasilla, Alaska 99654 
(907) 373-1842 
Fax (907) 373-4729

Session:
State Capitol Building 

Juneau, Alaska 99801-1182 
(907) 465-2186 

Fax (907) 465-3818

REPRESENTATIVE VIC KOHRING
D I S T R I C T  1 4  

S P O N S O R  S T A T E M E N T  

H B  1 9 8

R O Y A L T Y  R E D U C T I O N  O N  C E R T A I N  O I L

T h e  g o a l  o f  H o u s e  B i l l  1 9 8 ,  w h i c h  a m e n d s  e x i s t i n g  s t a t u t e s  i n  T i t l e  3 S ,  i s  t o  p r o v i d e  f o r  a  

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

C o o k  I n l e t  f i e l d s  a n d  p l a t f o r m s  a s  t h e y  a p p r o a c h  t h e  e n d  o f  t h e i r  e c o n o m i c  l i v e s .  R e c e n t  

p l a n s  t o  i d l e  t w o  o f  t h e  1 3  c u r r e n t  o i l  p r o d u c i n g  p l a t f o r m s  i n  t h e  I n l e t  s e r v e  a s  a  r e m i n d e r  

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

H o w e v e r ,  p r e m a t u r e  a b a n d o n m e n t  o f  t h e s e  f i e l d s  i s  n o t  i n  t h e  s t a t e ’ s  b e s t  i n t e r e s t ,  a s  t h e  

i n f r a s t r u c t u r e  t h a t  w a s  c r e a t e d  t o  s e r v e  t h e s e  f i e l d s  i s  e x t e n s i v e ,  a n d  i n  s o m e  c a s e s ,  

i r r e p l a c e a b l e .  D e c r e a s i n g  t h e  S t a t e ’ s  r o y a l t y  s h a r e  f r o m  1 2 . 5 %  t o  5 %  n e a r  t h e  e n d  o f  f i e l d  

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

o f  p r o d u c t i o n  f r o m  t h e s e  p l a t f o r m s  o f  u p  t o  1 4  m o n t h s .

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

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

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

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

T o  p r o t e c t  t h e  S t a t e ’ s  e c o n o m i c  i n t e r e s t ,  r o y a l t y  r e d u c t i o n  t o  f i v e  p e r c e n t  o n  o i l  p r o d u c e d  

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

d e c l i n e s  b e l o w  1 , 2 0 0  b a r r e l s  p e r  d a y  f o r  t h e  D o l l y ,  G r a y l i n g ,  K i n g  S a l m o n ,  a n d  

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

a b o v e  t h a t  t h r e s h o l d .  F o r  a n y  q u a r t e r ,  s h o u l d  p r o d u c t i o n  g o  a b o v e  7 5 0  b a r r e l s  p e r  d a y ,  

t h e  S t a t e ’ s  r o y a l t y  s h a r e  w o u l d  i n c r e a s e  o n e  p e r c e n t  w i t h  e a c h  a d d i t i o n a l  1 0 0  b a r r e l s  u p  

t o  1 , 2 0 0 .  R o y a l t y  s h a r e  f o r  p r o d u c t i o n  o v e r  1 , 2 0 0  b a r r e l s  w o u l d  b e  1 2 . 5 % .  F o r  t h e  

G r a n i t e  P o i n t ,  A n n a ,  B r u c e ,  B a k e r ,  D i l l o n ,  X T O  A  & C  p l a t f o r m s  t h e  r o y a l t y  r e d u c t i o n  i s  

t r i g g e r e d  a t  7 5 0  b a r r e l s  p e r  d a y .  T h e s e  t r i g g e r  p r o d u c t i o n  r a t e s  g e n e r a l l y  c o r r e s p o n d  t o  

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

B y  e n c o u r a g i n g  c o n t i n u e d  p r o d u c t i o n  o f  m a r g i n a l  f i e l d s ,  H B  1 9 8  w i l l  b e n e f i t  t h e  s t a t e  

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

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

o f  j o b  n u m b e r  o n e  —  p r e s e r v i n g  j o b s  f o r  A l a s k a n s .

E-Mail; Representativc_Vic_Kohring@legts.state.ak.us • Toll Free During SessionYcar Round: (300) 468-2186
Kittnr) nro/ltnliritiu/
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S u b s t i t u t e :

P a g e  2 ,  l i n e  2 . . . d e l e t e  [ f i e l d  o r ]

P a g e  2 ,  l i n e  3 0 . . . d e l e t e  [ t h e  f i e l d  o r ]

P a g e  3 ,  l i n e  7 . .  . c h a n g e  ( v i i  X T O . B  t o  X T O . C )  c o r r e c t s  n a m e  o f  p l a t f o r m  

P a g e  3 ,  l i n e  2 6 . . . d e l e t e  [ p l a t f o r m ] ,  i n s e r t  f i e l d  

P a g e  3 ,  l i n e  2 9 . . . d e l e t e  [ o r  p l a t f o r m ]

P a g e  4 ,  l i n e  2 . . . d e l e t e  [ p l a t f o r m ] ,  i n s e r t  f i e l d
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Journal Text for HB198 in the 23rd Legislature http://www.Iegis.state.ak.us/basis/getJ...asp?session=23&bill=HB198&jm=1154&hsc=H

Journal Text H

04-28-2003 House Journal 1154
HB 198
The House Special Committee on O il & Gas has considered:

SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 198
"An Act providing fo r a reduction of roya lty  on certa in o i l 
produced from Cook In le t submerged land."

and recommends i t  be replaced w ith:

CS FOR SPONSOR SUBSTITUTE FOR HOUSE BILL NO.
198(O&G)
(same t i t le )

04-28-2003 House Journal 1155
The report was signed by Representative Kohring, Chair, w ith the 
fo llow ing ind iv idual recommendations:

Do pass (6): Holm, Fate, Crawford, Kerttu la, McGuire, Kohring

The follow ing fis ca l note(s) apply to CSSSHB 198(0&G):

1. Fiscal, Dept, of Natural Resources

SSHB 198 was referred to the Resources Committee.

Bill Root: 1 Display Bill Root

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

L I V E  K T O O  S T R E A M S  j ^

R e t u r n  t o  B a s i s  M a i n  M e n u  ( 2 3 r d  L e g i s l a t u r e )  

R e t u r n  t o  L e g i s l a t u r e  H o m e  P a g e

O&G COMMITTEE REPORT . ..

http://www.Iegis.state.ak.us/basis/getJ...asp?session=23&bill=HB198&jm=1154&hsc=H


F I S C A L  N O T E

STATE OF ALASKA Fiscal Note Number: 1

Sponsor Kohring, Rokeberg

2003 LEGISLATIVE SESSION Bill Version: CSSSHB 198(0&G)
(H) Publish Date: 4/28/03

Revision Date/Time (Note if correction):_____________________ Dept._Affected:_______ Natural Resources
Title Royalty Reduction on Certain Oil BRU Resource Development

Component Oil and Gas Development

Requester House Oil and Gas Component No. 439

Expenditures/Revenues___________________________(Thousands of Dollars)______
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES I

CHANGE IN REVENUES ( ) | (220.9) (358.5) (591.4) (589.5) (561.5) (485.1)

FUND SOURCE___________________________________  (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any current year (FY2003) cost: 0.0
Check this box (X) if funding fo r this bill is included in the Governor's FY 2004 budget propose 

POSITIONS _____
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
HB 198 amends AS 38.05.180(f)(5) to permit reduced royalty rates to as low as 5 percent for oil production 
from submerged lands in Cook Inlet. This royalty reduction would apply primarily to oil produced from offshore 
platforms and is tied to the daily rate or oil production. While HB 198 will result in a net loss in state revenues, 
it is expected to extend the field or platform life, thereby increasing future field or platform production and 
revenues in the out-years beyond what is likely to occur otherwise. Cumulative estimated net royalty revenue 
lost over the six-year forecast horizon FY 2004-09 is estimated to be ($2,807) thousand or about ($468) 
thousand per year (undiscounted). These estimates include cumulative undiscounted royalty revenue benefits 
of about $800 thousand ($570 thousand when discounted) from field-life extension that could arise as a result 
of royalty relief of the type offered in HB 198. These fiscal impacts do not consider the broader employment 
and regional economic effects from extended platform life. Also, field-life extension also provides an 
opportunity for additional exploration from existing platforms.__________________________________________

Prepared by: Mark D. Myers
Division Oil and Gas

Approved by: Tom Irwin, Commissioner
Agency Natural Resources______

(Revised 9/2002 OMB)

Phone 269-8802
Date/Time 4/23/2003

Date 4/23/2003
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FISCAL NOTE #1

ANALYSIS CONTINUATION

HB 198 recognizes two broad groups of platforms, distinguished primarily by economic 
attributes associated with the degree of water handling and water injection. Platforms 
with major water handling and/or injection include: Dolly, Grayling, King Salmon,
Steelhead, and Monopod. When oil production on these platforms falls below 1,200 
barrels of oil per day (BPD) for at least one calendar quarter as certified by AOGCC, 
then the royalty percentage associated with that production would fall from whatever rate 
applies under the lease to a rate of 5 percent "for as long as the volum 3 of oil produced 
from the platform remains less than 1,200 barrels a day." If average production from the 
field or platform that had declined below 1,200 BPD rises above this threshold for a 
period of at least one calendar quarter, then the bill provides for a schedule of up-ward 
royalty adjustments to production beyond the one-quarter term.

Platforms that do not presently employ substantial water handling and/or injection 
include: Granite Point, Anna, Bruce, Baker, Dillon, XTO.A and XTO.C. HB 198 provides 
for 750 barrels of oil per day as the economic limit rate of production for this group of 
platforms that would trigger royalty reduction from whatever rate applies under the lease 
to 5 percent. Royalty percentage upward adjustments, similar to those described under 
the 1,200 BPD threshold apply when oil production recovers for a sustained period of at 
least one calendar quarter. Note, the 750 BPD economic-limit rate of production also, 
applies to the West McArthur River field.

Over the past three-to-four decades, fifteen offshore, oil-production platforms have 
facilitated oil and gas operations in six offshore oil fields in the Cook Inlet Basin. Oil 
production on most of these platforms began around 1965-to-1967. The Osprey 
Platform, owned by Forest Oil, started continuous oil production in December 2002. Oil 
production from the Spark and Spurr platforms was shut-in in January 1992 and July 
1992, respectively. The Dillon Platform, which served the Middle Ground Shoal oil field 
since September 1967, was shut-in by Unocal in January 2003. At present, twelve 
platforms support oil-production operations in the Cook Inlet Basin.

STATE OF ALASKA BILL NO. CSSSH B 198(Q&G)
2003 LEGISLATIVE SESSION

Three of the twelve active platforms currently produce oil at daily rates below the 750 
barrels of oil per day (BPD) threshold contained in HB 198. These platforms, and the 
dates that corresponding production fell below 750 BPD are:

Pla tfo rm Field O pera to r

G ross P roduction  
FY2002 / FY2003 

(BPD)

Date 
P roduc tion  fa lls  
be low  750 BPD

Bruce Granite Point Unocal 6 1 9 /4 7 6 July 1987

Dillon Middle Ground 
Shoal Unocal 423 /  374 March 1987

Baker
Middle Ground 

Shoal Unocal 723 / 558 June 2002

The royalty revenue loss to the state would be approximately $1.03 million FY 2002 and 
$0.9 million in FY 2003 had HB 198 been in effect during these periods.
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FISCAL NOTE #1

ANALYSIS CONTINUATION

Several platforms would be expected to trigger royalty relief under HB 198 during the 
FY2004 -  FY2009 forecast horizon. If the rates of platfoim production continue to follow 
the historic patterns of decline, then the rate of production is expected to fall below 1,200 
BPD for the King Salmon Platform in August 2004 and Steelhead in April 2005; platform 
production forXTO .C  is expected to fall below 750 BPD in May 2007, as indicated in the 
following table:

STATE OF ALASKA BILL NO. CSSSHB 198(0&G)
2003 LEGISLATIVE SESSION

Platform Field O perator
G ross P roduction  (BPD) 

FY2002 / FY2003
Expected Date 

P roduction  fa lls  be low

750 BPD 1.200 BPD

King
Salmon

McArthur
River Unocal 7,468/3,891 Aug 2004

Steelhead
McArthur

River Unocal 1 ,914/1,584 April 2005

XTO.C
Middle
Ground
Shoal

XTO 1,047/1 ,099 May 2007

The Dillon platform was shut-in in January 2003 and Baker is subject to imminent shut-in 
based on representations made by Unocal. These platforms are assumed to be shut-in 
for purposes of the forward fiscal impact analysis. The value of Cook Inlet crude oil in 
future years is assumed to be $20.00 per barrel. The estimated cumulative gross royalty 
revenue loss is ($3.6) million undiscounted over the six-year forecast period (equals 
($2.8) million when discounted at 8% per year), based on the difference between 
expected royalty revenue with and without the provisions contained in HB 198, not 
counting potential incremental production from extended field or platform life. When the 
cash-flow impact of royalty reduction under HB 198 is taken into account, delayed 
platform shut-in is expected for four platforms (including Bruce, described above) during 
the forecast horizon. The shut-in deferment would range between 2 and 14 months for a 
given platform. The resulting shut-in delays would generate between 500-to-700 
thousand barrels of total incremental production (includes working-interest and royalty), 
of which approximately one-third would occur in the FY 2005-06 timeframe. The 
remainder o f incremental production would occur during FY 2008-09 and beyond. The 
cumulative, upside royalty impact of the expected incremental production would range 
between $400-to-$800 thousand, depending on assumptions regarding threshold rates 
o f production, discounting, and timing of ultimate platform shut-in.

Taking all short- and long-run factors into consideration, the overall royalty revenue 
impact of HB 198 would be approximately ($2.8) million [($3.6) million in royalty foregone 
plus about $0.8 million in royalty gain from extended platform life] or about ($468) 
thousand per year (net) over the six-year period, FY 2004-2009. Note that these fiscal 
impacts do not consider the broader employment and regional economic effects from 
extended platform life.
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Union Oil Company of California 
Testimony on HB 198 

House Resources Committee 
May 6, 2003

Mr. Chairman and members of the House Resources Committee-My name is 
Kevin A. Tabler, Manager of Land and Govt. Affairs for Union Oil Company of 
California (Unocal) in Alaska. I appreciate this opportunity to be heard today and 
to present a few comments regarding House Bill 198. As previously testified In 
earlier Oil and Gas Committee hearings, we are encouraged with the positive 
atmosphere and efforts made by the Legislature and Administration to craft 
legislation to encourage further exploration and development and to protect our 
states most prolific revenue generating industry. We appreciate your 
consideration of HB 198 which specifically targets those endangered oil fields 
and platforms which are rapidly approaching their economic life.

Unocal is the predominant operator in Cook Inlet and where our infrastructure 
base and manpower are best defined. It's also a place where our infrastructure, 
manpower and capital investments are continually threatened by internal global 
competition for investment dollars. For the last several years, Unocal has 
consolidated and restructured its Alaskan operations and focused on becoming 
the safest lowest cost producer in Cook Inlet. We have, either through purchase 
and/or exchange of properties, positioned ourselves to have the most cost 
effective operation possible. The Cook Inlet, with its mature and declining fields, 
low margin properties, high operating costs and regulatory uncertainty, is a 
challenging environment in which to stay profitable, let alone risk capital. Cost 
cutting in and of itself is only a temporary fix. The only sustainable solution to 
longevity is to increase the reserve base.

Although HB198 will not necessarily Increase the reserve base of a field or 
platform, it will extend economic viability and prolong the utility of the existing 
infrastructure, leading to the ultimate recovery of more reserves and have an 
offsetting effect on any reduction awarded. Equally as important is the possibility 
for royalty reduction to increase the attractiveness for making additional 
Investment in a field which might lead to an increase In the overall recoverable 
reserve base of that field.

One thing is certain, if the economic viability of the field or platform is left 
unchecked, shutdown will be accelerated and lead to a lower tax base, 
unemployment and loss of monetary cycling throughout a community. Such 
events are beginning to occur with Unocal’s recent announcement to suspend 
production on the Dillon Platform. Layoffs have occurred and it is a short period 
of time before additional platforms will be suspended.

With mature fields, such as those in Cook Inlet, when royalty relief is justifiable 
and needed, the volumes of production and corresponding royalty associated



therewith are such that life extension of the facility and that facilities importance 
to the overall infrastructure is the primary benefit. If you wait until the field is truly 
uneconomic to qualify, there is little benefit to the state or the producer since 
royalty relief does not generate enough revenue tc significantly extend field life 
but merely prolong the inevitable.

In reviewing the language of this bill, we appreciate the recognition that different 
platforms and fields have different thresholds for economic viability. Although 
each platform is different, we must not loose sight of the overall economics of the 
Cook Inlet. These economics are extremely sensitive, not only to price but, to 
the impact of cost sharing. As each platform or facility becomes uneconomic, 
the remaining facilities must absorb more of the overall costs of the Cook Inlet 
operation. Such additional costs place an increased burden on the remaining 
facilities and therefore shorten their life. The time to get relief is when you are 
still economic and there is potential to extend field life by investing more capital 
or expense dollars to increase production, or implement systematic process 
changes if necessary in an operation. With such an extension you have the 
ancillary benefits of jobs, taxes and the multiplying effect of money in a 
community. With royalty reduction, it truly is a case of sooner is better than later.

HB 198 is a very specific, clear, concise, automatic and easily understood and 
administered vehicle for delaying the inevitable elimination of jobs, extending the 
life of critical infrastructure which will support future development and exploration 
projects and creating certainty around investment strategies for producers.

In conclusion, we believe the necessity for and utility of HB 198 Is well overdue in 
Cook Inlet and therefore encourage passage out of this committee. I’d be happy 
to answer any questions

Thank You 
Kevin A. Tabler
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Growing Alaska Through Responsible Resource Development

May 5, 2003

Representative Hugh Fate, Chair 
House Resources Committee 
Alaska State Capitol 
Juneau, Alaska 99801-1182

Re: House Bill 198 —  Royalty Reduction on Certain Oil 

Dear Representative Fate:

On behalf of the Resource Development Council for Alaska, Inc. (RDC), I am writing in 
support of HB198 —  Royalty Reduction on Certain Oil. RDC is a private, non-profit, 
business association representing individuals and companies from Alaska's oil and gas, 
mining, timber, tourism and fisheries industries. Our mission is to help grow Alaska's 
economy through the responsible development of the state's natural resources. HB198 
encourages development of Alaska's resources while protecting the interests of the State. 
The bill deserves your committee's strong support, and we urge you to move it forward.

As you are well aware, many of the oil fields in Cook Inlet have begun to reach the 
threshold of economic productivity. UNOCAL's recent decision to close two of its Cook 
Inlet platforms is evidence of this trend. Because the Cook Inlet basin is a maturing oil 
province, it is appropriate for the State to consider incentives designed to prolong the life 
of existing fields, protect critical infrastructure and encourage opportunities for future 
investment. HB198 addresses each of these goals.

HB198 creates a royalty reduction schedule triggered by specific production volume 
levels —  1,200 barrels per day and 750 barrels per day depending upon the field. By 
establishing a fixed royalty reduction schedule this legislation provides operators with an 
economic incentive that is predictable, simple and can be put into place quickly. In other 
words, it is something companies can count on when making investment decisions. The 
bill also protects the State by increasing the royalty rate if production from a participating 
field subsequently increases above either 750 or 1,200 barrels per day.

If passed this bill will generate a host of benefits. Most importantly HB198 will add one to 
three years of life to several Cook Inlet oil fields. Extended life for these fields will in turn 
prolong the utility of critical infrastructure and offset the State's reduced royalty share. It is 
important to note that maintaining Cook Inlet's existing infrastructure may facilitate future 
exploration, development and production of currently undiscovered reserves. At a



RDC Letter re: HB198 — Royalty Reduction on Certain Oil page 2

community level HB198 will delay workforce reductions and help maintain the region's 
property tax base.

Thank you for considering our position on this important piece of legislation. Please feel 
free to contact me with any questions.

Sincerely,

R e s o u r c e  D e v e l o p m e n t  C o u n c il  

for Alaska, Inc.

Tadd Owens 
Executive Director





S t a t e  o f  A l a s k a
R e p r e s e n t a t i v e  

M i k e  C h e n a u l t
Official Business

Session:
Interim:
145 Main St. Loop, Second Floor 
Kenai, Alaska 99611 
(907) 2S3-7223 
Fax: (907) 283-3075

H o u s e  o f  R e p r e s e n t a t i v e s

Capitol Building, Room 432 
Juneau, Alaska 99801-1182

(907) 465-3779 
Toll Free: (S00) 469-3779 

Fax: (907) 465-2833

SPO N SO R STA TEM EN T 
HB 204

I n  2 0 0 0  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  a m e n d e d  t h e  A l a s k a  P i p e l i n e  A c t  t o  m a k e  

p r o v i s i o n s  f o r  t h e  o p e r a t i o n  o f  a  N o r t h  S l o p e  G a s  P i p e l i n e .  O n e  o f  t h e  p r o v i s i o n s  w a s  t o  

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

W h e n  t h e  2 0 0 0  a m e n d m e n t s  w e r e  e n a c t e d  t h e  N o r t h  S l o p e  G a s  P i p e l i n e  w a s  t h e  

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

n o w  a  p i p e l i n e  i n  t h e  C o o k  I n l e t ,  t h e  K e n a i  K a c h e m a k  P i p e l i n e  ( K K P L )  t h a t  p r o p o s e s  t o  

p r o v i d e  a  s i m i l a r  t r a n s p o r t a t i o n  s e r v i c e  i n  i t s  C o o k  I n l e t  s e r v i c e  a r e a .

I n  a  r e c e n t  r u l i n g  ( K K P L )  r e q u e s t e d  t h e  R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a  

( R C A )  t o  a u t h o r i z e  i t  t o  p r o v i d e  t h e s e  “ f i r m ”  a n d  “ i n t e r r u p t i b l e ”  s e r v i c e s .  T h e  

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

c o n t r a c t  c a r r i a g e  f o r  g a s  p i p e l i n e s  e l s e w h e r e  i n  t h e  s t a t e  o f  A l a s k a  w a s  p e r m i s s i b l e ,  g i v e n  

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

S l o p e  o f  A l a s k a .

T h i s  l e g i s l a t i o n  i s  i n t e n d e d  t o  r e s o l v e  t h e  q u e s t i o n  r a i s e d  b y  t h e  R C A .

T h e  B i l l  a m e n d s  t h e  p r o v i s i o n s  r e g a r d i n g  “ f i r m ”  a n d  “ i n t e r r u p t i b l e ”  s e r v i c e  t o  

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

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

Reprcsentative_Mikc_Chenault@legis.state.ak.us

mailto:Reprcsentative_Mikc_Chenault@legis.state.ak.us


F I S C A L  N O T E

STATE OF ALASKA
2003 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title Regulation of Natural Gas Pipelines

Dept. Affected:
'BRU

Fiscal Note Number:
Bill Version:
(H) Publish Date:

1
CSHB 204(0&G)
3/31/03

Natural Resources
Resource Development

Component Oil and Gas Development
Sponsor Chenault
Requester House Oil and Gas Component No. 439

Expend itures/R evenues (Thousands o f Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES |

CHANGE IN REVENUES ( ) . . . . AA AM A* . .

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Check th is box (X) if funding fo r th is bill is included in the Governor's FY 2004 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
HB 204 would modify the Alaska Pipeline Act (AS 42.06.055-.640) to allow for contract carriage on all 
natural gas pipelines over which the State has jurisdiction. At present, only a pipeline bringing North Slope 
gas to outside markets can clearly offer contract carriage service. All other gas pipelines under the 
Pipeline Act must provide service as common carriers.

** It is difficult to predict the effects that this bill might have on revenues, because it is difficult to predict 
the effects of contract carriage pipelines on gas exploration and development.

Continued on next page.

Prepared by: Mark D. Myers_________________________________________  Phone 269-8800
Division Oil and Gas Date/Time 3/26/2003

Approved by: Tom Irwin. Commissioner_______________________________  Date 3/26/2003
Agency Natural Resources_____________________________________
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FISCAL NOTE #1

ANALYSIS CONTINUATION

STATE OF ALASKA BILL NO. CSHB 204(Q&G)
2003 LEGISLATIVE SESSION

For pipelines that are owned by non-affiliated pipeline companies, contract carriage could reduce 
uncertainty of future throughput. This would reduce capital costs, which in turn could encourage 
pipeline construction and facilitate gas exploration and development. However, for pipelines that are 
owned by affiliated producers, contract carriage may not provide greater assurance of throughput; the 
pipeline company may know the volumes that its affiliated producer wants to ship. Meanwhile, contract 
carriage on a pipeline owned by an affiliated producer could potentially be used to impede pipeline access 
for non-affiliated producers. This could hinder natural gas exploration and development and ultimately 
result in a negative fiscal impact for the State.
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STATE OF ALASKA State Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 6th St., Rm. 329

M E M O R A N D U M M a r c h  2 0 ,  2 0 0 3

SUBJECT: H o u s e  B i l l  2 0 4 ,  r e l a t i n g  t o  t h e  r e g u l a t i o n  o f  n a t u r a l  g a s  p i p e l i n e s  

u n d e r  t h e  P i p e l i n e  A c t  ( A S  4 2 . 0 6 )  - -  s e c t i o n a l  a n a l y s i s .

( W o r k  O r d e r  N o .  2 3 - L S 0 6 9 5 \ D )

TO: R e p r e s e n t a t i v e  M i k e  C h e n a u l t

F R O M : J a c k  C h e n o w e t h  

A s s i s t a n t  R e v i s o r  o f  S j a f u i

T r a d i t i o n a l l y ,  n a t u r a l  g a s  p i p e l i n e s  w e r e  r e g u l a t e d  a s  " c o m m o n  c a r r i e r s . "  " C o m m o n  

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

p r o v i d e  s e r v i c e  t o  a l l  i n t e r e s t e d  p a r t i e s  w i t h o u t  d i s c r i m i n a t i o n .  F o r  a  c o m m o n  c a r r i e r ,  i f  

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

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

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

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

p i p e l i n e  f a c i l i t i e s ,  C h a p t e r  5 6 ,  S L A  2 0 0 0 ,  m o d i f i e d  s t a t e  r e g u l a t o r y  o v e r s i g h t  o f  n a t u r a l  

g a s  p i p e l i n e s  t h a t  a r e  p l a n n e d  t o  c a r r y  g a s  f r o m  t h e  N o r t h  S l o p e  t o  m e e t  e x p o r t  

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

a r e  i n a p p l i c a b l e  t o  t h a t  g a s .  T h a t  m e a s u r e  s p e a k s  t o  o v e r s i g h t  b y  t h e  R e g u l a t o r y  

C o m m i s s i o n  o f  A l a s k a  o f  i n - s t a t e  m o v e m e n t  o f  n a t u r a l  g a s .  B y  R C A  o v e r s i g h t  a s  a  

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

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

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

i s  i n s t i t u t i o n a l i z e d  i n  " c o n t r a c t  c a r r i a g e . "

S o  t h a t  o t h e r  i n - s t a t e  p i p e l i n e s  m a y  h a v e  t h e  b e n e f i t  o f  t h e  f o r m  o f  c o n t r a c t  c a r r i e r  

r e g u l a t i o n  e s t a b l i s h e d  i n  t h e  2 0 0 0  A c t  f o r  N o r t h  S l o p e  n a t u r a l  g a s ,  H o u s e  B i l l  2 0 4  ( 1 )  

r e m o v e s  f r o m  c e r t a i n  p r o v i s i o n s  e n a c t e d  b y  t h a t  2 0 0 0  A c t  l i m i t i n g  r e f e r e n c e s  t o  " N o r t h  

S l o p e "  a n d  ( 2 )  a d d s  t w o  r e l a t e d  d e f i n i t i o n s .

B i l l  s e c t i o n  1 .  R e m o v a l  o f  r e f e r e n c e s  t o  " N o r t h  S l o p e "  f r o m  A S  4 2 . 0 6 . 3 5 0 ( c ) ,  r e l a t i n g  t o  

t a r i f f  f i l i n g s  w i t h  t h e  R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a ,  w o u l d  a l l o w  o t h e r  n a t u r a l  g a s  

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

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

a n  " i n t e r r u p t i b l e "  b a s i s .

Legal Memo re: regulation of NG 
pipelines



B i l l  s e c t i o n s  2  a n d  3 .  D e f i n i t i o n s  o f  t h e  t e r m s  " f i r m  t r a n s p o r t a t i o n  s e r v i c e "  a n d  

" i n t e r r u p t i b l e  t r a n s p o r t a t i o n  s e r v i c e "  u s e d  i n  t h e  P i p e l i n e  A c t  a r e  a m e n d e d  t o  r e m o v e  

r e f e r e n c e  t o  " N o r t h  S l o p e "  i n  t h e  p h r a s e  " N o r t h  S l o p e  n a t u r a l  g a s . " 1

B i l l  s e c t i o n  4  s u p p l i e s  d e f i n i t i o n s  f o r  t e r m s  u s e d  i n  t h e  b i l l  s e c t i o n s  e a r l i e r  a m e n d e d .

J B C : m e d

0 3 - 3 2 9 . m e d

Representative Mike Chenault
March 20, 2003
Page 2

1 G e n e r a l l y  s p e a k i n g ,  t h e  t e r m  “ f i r m  t r a n s p o r t a t i o n  s e r v i c e ”  r e f e r s  t o  a n  a s s i g n e d  

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

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

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

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

B y  c o n t r a s t ,  t h e  t e r m  “ i n t e r r u p t i b l e  g a s  s e r v i c e ”  i n d i c a t e s  t h a t  n a t u r a l  g a s  

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

c o n d i t i o n s  o f  t h e  t a r i f f .  I t  g i v e s ,  f o r  e x a m p l e ,  t h e  h o l d e r  o f  t h e  c o n t r a c t  a  r i g h t  t o  s h i p  a  

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

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

f a c i l i t y ' s  c a p a c i t y .
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111 We therefore conditionally grant KKPL a certificate of public convenience

2 Hand necessity. The certificate will be issued when Marathon and a financially

3 11 acceptable entity on behalf of GUT file unconditional guarantees for KKPL to construct,

4 || operate, maintain and terminate the Kenai Kachemak Pipeline.26
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20 

21 

22

23

24

25

26

C. Based on the current record, can we determine whether the proposed pipeline tariff, 
including the rates, rules and regulations satisfies AS 42.06?

Under A3 42.06.250 and 3 AAC 48.620, a pipeline carrier application for a

new certificate of public convenience and necessity must contain a proposed tariff.

KKPL provided an updated tariff in its testimony.27 The proposed tariff includes

I separate estimated rates for firm transportation service and for interruptible

transportation service. This type of tariff structure is termed contract carriage.

26 In its application, KKPL asked for authority to construct additional receipt and 
I delivery points within its defined service area as may be requested from time to time by 
shippers or other persons. AS 42.06.140(a)(8), however, provides that the 
"Commission . . . shall require permits for the construction, enlargement in size or 
operating capacity, extension, connection and interconnection, operation or 
abandonment of any oil or gas pipeline facility or facilities, subject to necessary and 

[ reasonable terms, conditions and limitations.. . . "
Therefore, in conditionally guaranteeing KKPL a certificate of public convenience 

and necessity, we do not approve KKPL's request for blanket authority to connect 
I additional receipt and delivery points without further commission review.

27See T-2, Ex. EJJ-2.

P-02-6(3) - (12/24/02)
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Contract carriage has not been previously allowed under AS 42.06. The 

Alaska legislature, however, recently amended AS 42.06.35028 to allow for contract 

carriage for the transportation of gas on the North Slope of Alaska. This amendment 

raises the following legal issue: Is contract carriage for gas pipelines elsewhere in the 

State of Alaska permissible? The facts of this case also raise a policy question: Should 

contract carriage be allowed when a pipeline is owned by affiliates of the 

producers/shippers? These two issues are of first impression and of sufficient 

importance to the State of Alaska that on the limited record before us we are unwilling to 

resolve them at this time.

28Sec. 350 of AS 42.06 provides:
(a) Under regulations adopted by the commission, every intrastate oil or gas 
pipeline carrier shall file with the commission, within the time and in the form 
designated by the commission, all rates, tariffs, charges, classifications, 
rules, regulations, terms, and conditions pertaining to service provided under 
the certificate, and shall maintain copies on file at its principal business office 
and at places designated by the commission, available to, and subject to 
inspection by, the general public on demand.

(b) The commission may reject the filing of all or part of a tariff that does not 
comply with the form or filing regulations of the commission or that is not 
consistent with this chapter or the regulations of the commission. A tariff or 
provision so rejected is void.

(c) In its tariff filed with the commission under (a) of this section, a North 
Slope natural gas pipeline carrier may charge separate rates for firm 
transportation service and for interruptible transportation service. A North 
Slope natural gas pipeline carrier

(1) may, in addition, impose a reservation fee or similar charge for 
reservation of capacity in a North Slope natural gas pipeline as a 
condition of providing firm transportation service; the reservation 
fee or charge imposed by the carrier may not include any variable 
costs or fixed costs that are not attributable to the provision of firm 
transportation service;

(2) may not impose a reservation fee or similar charge for 
reservation of capacity in a North Slope natural gas pipeline for 
interruptible transportation service.

P-02-6(3) - (12/24/02)
[Page 13 of 16
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HB 204 / SB 151 
“An Act Relating 

to the Regulation of 
Natural Gas Pipelines 

under the Pipeline Act.”

A. Ben Schoffmann 

Vice-President, KKPL

March 27, 2003 Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees
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H B  2 0 4  I  S B  151  
W h a t D o e s  It D o ?

Permits the Regulatory Agency of Alaska 
(RCA) to approve, should it so choose, the 
offering of both “firm” and “interruptible” 
service in a natural gas transportation pipeline 
under the State Pipeline Act, AS 42.06.
-  Amendments on this concept were made for a 

North Slope Gas Line in the 2000 Session.
-  A Tool: This bill clarifies that RCA has the 

authority to grant these two classes of service to 
regulated gas pipelines elsewhere in the State.

March 27, 2003
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees



kENAi-kAChEMAk 
pifEliNE PHOjECf HB 204 I  SB 151 

What is Firm and Interruptible Service?

Firm Service:
- The Shipper commits to pay a “reservation charge” for a set 

level of capacity, whether or not it is actually used.
- The Pipeline guarantees the reserved capacity will be made 

available as and when needed.
Interruptible Service:
- The Shipper only pays for the capacity it actually uses at any 

given time.
- The Pipeline makes best efforts to provide capacity, but if the 

desired capacity is not available for whatever reason 
(mechanical, over-supply, etc.), these shipments are subject 
to curtailment or interruption.

March 27, 2003
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees



kENAi-kAChEMAk 
pipEliNE P̂ OjECJ H B  2 0 4  /  S B  151  

W h y  is  T h is  Im p o r ta n t?

It is important to both Pipeline 
Investors and Potential Shippers.

Pipeline investors: Provides them 
with the ability to obtain firm contracts 
from potential shippers, which help to:
-  economically justify construction and 

operation of new gas pipelines
-  reduce risk

Testimony o f  A Ben Schoffmann to Senate Labor 
* & Commerce and House Oil & Gas Committees



kENAi-kAChEMAk 
pifEliNE PROJECT

HB 204 / SB 151 
Why is This Important? Cont.

Prospective Shippers: Enables them to 
choose the type of gas transportation service 
which best aligns with their gas supplies and 
customer contracts.
-  Firm Transportation

• Firm sales contracts need the accompanying assurance of 
firm transportation (interruptible transportation and potential 
curtailment is not compatible with firm sales commitments).

-  Interruptible Transportation
• Compatible with interruptible sales contracts.
• Potential Shippers with undiscovered/poorly defined 

potential gas supplies need not make financial 
commitments in advance of proving up gas supplies.

March 27, 2003
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees



kENAi-kAChEHAk 
pipEliNE pî OjECp HB 204/SB 151

’t Do

It will not force the RCA to approve these 
two classes of service for a pipeline in the 
event it is not considered justified.
It will not change the “Open Access” status 
of pipelines under the State Pipeline Act.
It will not have an adverse fiscal impact on 
the State.

March 27, 2002
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees



kENAl-kAChENAk 
fipELiNE PROJECT H B  2 0 4 1  S B  151  

W h y  is  It N e e d e d  N o w ?

• RCA has raised a question in their 
December 24, 2002 Order to KKPL as to 
whether it has the authority to grant “firm” 
and “interruptible” service for other than a 
North Slope Gas Line.

• KKPL will file with the RCA to approve 
KKPL’s Tariff in the second quarter of 2003.

• Two Shippers require, and have committed 
to pay for, Firm Sen ice on KKPL.

Testimony o f A Ben Schoffmann to Senate Labor 7
arc 1 ' * & Commerce and House Oil & Gas Committees



Testim ony o f  A  B en  Scho ffm ann  to  Sena te  L a b o r
& C om m erce a n d  H ouse  O il & G as C om m ittees

• Owned by an Alaska 
Limited Liability Company
- Marathon (60%)
- Unocal, through GUT (40%)

• New $25 million, 33-mile, 
12-inch diameter Gas 
Tra tission Pipeline.

» Connects newly discovered 
gas to existing Cook Inlet 
gas pipeline and market 
infrastructure.

K K P L ?
Kenai

Kenai Peninsula

March 27, 2003

kENAl-kAChEMAk 
pipEliNE PHOjECf W h a t  i s



kENAi-kAChEMAk 
pipEliNE PROJECT K K P L  F a c t s

J u n e  2 0 0 2 :  H e l d  “ O p e n  S e a s o n ”  f o r  p o t e n t i a l  
s h i p p e r s  

T w o  S h i p p e r s  m a d e  “ f i r m ”  c o m m i t m e n t s
-  Total of 300 BCF of gas over 15-years

• Marathon ~ 180 BCF
♦ Unocal ~ 120 BCF

-  Total Peak Committed Rate is 90 MMCFPD (in 
year 4)

R e q u i r e d  a  1 2 - i n c h  d i a m e t e r  p i p e l i n e
-  Nominal operating capacity -130 MMCFPD
-  Expansion is possible

Testimony o f  A Ben Schoffmann lo Senate Labor y
irC 1 ' ' & Commerce and House Oil & Gas Committees



kENAi-kAChEMAk 
pifELiNE PROJECT K K P L  F a c t s  -  C e n t .

Received RCA Temporary Certificate of 
Convenience and Necessity under AS 42.06 on 
January 9, 2003.
Construction is in Progress.
- Started in January 2003.
- Contractual Target In-Service Date is 11/1/03.
- Construction is ahead of schedule by ~ 2 months.
RCA Tariff Filing is required at least 90 days before 
Commencement of Commercial Operation.
- KKPL tentatively plans to make this filing in late April.

Testim ony o f  A Ben Scho ffm ann  to Sena te  L abor j
a,C 1 & C om m erce a n d  H ouse O il & G as C om m ittees



kENAl-kACfiEMAk 
pipELiNE pi\OjECf H B  2 0 4  I  S B  151  

I m p a c t s  t o  S t a t e  o f  A l a s k a

•  P r o - D e v e i o p m e n t ,  w i t h o u t  p r o v i d i n g  a  

“ h a n d o u t ” .

-  P r o v i d e s  s t a b i l i t y  t o  p o t e n t i a l  p i p e l i n e  
i n v e s t o r s  i f  f i r m  c a p a c i t y  i s  c o m m i t t e d .

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

M arch  27, 2003
Testim ony o f  A  Ben Schoffm ann to  Sena te  Labor
& C om m erce a n d  H ouse  O il & G as C om m ittees

11



kENAi-kAChEMAk 
pipEliNE PROJECT H B  2 0 4  I  S B  151  

C o n c f u s i o n s
Provides a Tool: Clarifies RCA’s Authority
- They have the ability to approve, should they choose, a Two- 

Tiered Transportation Service (as for the North Slope Gas 
line) for Natural Gas Pipelines under the Pipeline Act.

Has a Purpose: Encourages Investment
- Meets the needs of Pipeline Owners who require economic 

justification and minimization of risk for their investments.
- Helps Potential Shippers align their transportation service 

with their gas supplies and gas sales contracts.
- Retains “Open Access” provisions of the Pipeline Act.
Meets a Need: The issue will shortly be before RCA

M arch  27, 2003
Testim ony o f  A  Ben Scho ffm ann  to Sena te  L a b o r
& C om m erce a n d  H ouse  O il & Gas C om m ittees

12



H B  2 0 4  /  S B  1 5 1
A p p lic a tio n  A lre a d y  L im ite d  to In tra s ta te  P ip e lin e s

1) AS 42.06 is sufficiently clear that the Pipeline Act, as it currently stands, already is 
limited to pipelines within the State of Alaska.

a) First, the whole of the Pipeline Act (AS 42.06) is limited to intrastate pipelines.
i) While AS 42.06.140 (a)(1) does not limit itself merely to “intrastate” 

pipelines, the provisions o f AS 42.06.150 and 42.06.230 (a), combined with 
federal preemption law related to the federal Natural Gas Act, have that 
effect.

ii) Under court cases interpreting the Natural Gas Act, the FERC is clearly given 
exclusive jurisdiction over gas pipelines flowing interstate gas and the states 
are preempted from regulating any portion of a gas pipeline engaged in that 
business.

iii) The effect o f these cases, combined with AS 42.06.150, is to carve out 
jurisdiction over interstate gas pipelines from the RCA, leaving the 
Commission with jurisdiction only over intrastate gas pipelines.

b) Second, AS 42.06.350 (c), the specific provision being amended, is specifically
limited to intrastate pipelines
i) AS 42.06.350 (c) applies only to a “tariff filed with the commission under (a)” 

of that section.
ii) AS 42.06.350 (a), in turn, applies only to “intrastate oil or gas pipeline 

carrier[s].”

2) Further changes appear to be unnecessary and should be avoided for fear o f creating 
unanticipated side effects and concerns from other parties.



H B  2 0 4  O i l  &  G a s  C o m m i t t e e
Comments &  Questions A ris ing  D uring  Discussion 

(from  H earing on 3/27/03)

l .  Does the language m ake it clear that this legislation addresses “in state” 
carriers? (Rep. Fate)

AS 42.06 is sufficiently clear that the Pipeline Act, as it currently stands, already is 
limited to pipelines within the State of Alaska.

a) First, the whole o f the Pipeline Act (AS 42.06) is limited to intrastate pipelines.
i) While AS 42.06.140 (a)(1) does not limit itself merely to “intrastate” 

pipelines, the provisions o f AS 42.06.150 and 42.06.230 (a), combined with 
federal preemption law related to the federal Natural Gas Act, have that 
effect.

ii) Under court cases interpreting the Natural Gas Act, the FERC is clearly given 
exclusive jurisdiction over gas pipelines flowing interstate gas and the states 
are preempted from regulating any portion of a gas pipeline engaged in that 
business.

iii) The effect of these cases, combined with AS 42.06.150, is to carve out 
jurisdiction over interstate gas pipelines from the RCA, leaving the 
Commission with jurisdiction only over intrastate gas pipelines.

b) Second, AS 42.06.350 (c), the specific provision being amended, is specifically
limited to intrastate pipelines.
i) AS 42.06.350 (c) applies only to a “tariff filed with the commission under (a)” 

of that section.
ii) AS 42.06.350 (a), in turn, applies only to “intrastate oil or gas pipeline 

carrier[s].”

Further changes appear to be unnecessary and should be avoided for fear of creating 
unanticipated side effects and concerns from other parties.

2. W ould like to look at and compare statutes regarding “com m on carrier” 
regulations. (Rep. Rokeberg)

The gas producing states (Oklahoma, Texas, and Louisiana) and the federal government 
all have different statutory schemes to deal with the transportation of natural gas on 
pipelines. However, each of those schemes, in one form or the other, permit gas to be 
transported on a firm and interruptible basis. Firm and interruptible gas transportation is 
common throughout the lower 48 and has benefited both gas producers and gas 
consumers.



3. Keep fair - Open Season provision that allows everyone an opportunity to use  
pipeline carrier services as needed. (Rep. M cG uire)

KKPL conducted a reasonable and fair open season that gave all potential shippers an 
equal opportunity to use KKPL's services under exactly the same terms and conditions. 
KKPL had an extensively advertised open season process lasting from December 2001 to 
June 2002. The open season was advertised for 4 consecutive weeks in the Anchorage 
Daily News and Alaska Petroleum News. Notices were also sent to all Kenai Peninsula 
leaseholders and potentially interested state officials. The RCA was advised of plans and 
given the opportunity to comment and influence KKPL’s open season in a number of 
meetings prior to and during the open season process.

Moreover, RCA has broad authority in the governance of pipelines under AS 42.06.
RCA could be reasonably expected to exercise that authority to make certain a reasonable 
and fair “open season” for firm and interruptible services was followed by any 
prospective owner seeking approval for a Certificate o f Convenience and Necessity as a 
requirement for receiving such approval.

4. Fiscal Note com m entary -  H ow can this legislation im pede exploration? (M ark  
M yers -  Div. o f  O&G)

This comment was made with respect to the issue of producer-affiliate ownership of a 
pipeline. The DNR contended that, in general, “contract carriage” was positive, as it 
“could reduce uncertainty of future throughput” and “reduce capital costs.” The result 
would be to “encourage pipeline construction and facilitate gas exploration and 
development.” On the other hand, DNR also stated that “contract carriage on a pipeline 
owned by an affiliated producer “could potentially” be used to impede pipeline access for 
non-affiliated producers” and “hinder natural gas exploration and development”. We 
believe that affiliate ownership has promoted, not hindered, development of oil and gas 
resources in Alaska. Without affiliate ownership, newly discovered resources might be 
left in the ground because no unaffiliated pipeline company has been willing to bear the 
risk and cost of constructing a new pipeline to transport Alaska oil and gas resources.

There are three key points to be made about affiliate ownership:

a) The RCA (“Commission”) already has sufficient authority to prevent any 
favoritism or gaming:
i) AS 42.06.320 prohibits any pipeline from “muk[ing] or grant[ing] an 

unreasonable preference or advantage to any person or subjecting] any person 
to an unreasonable prejudice or disadvantage.” The Commission could 
prevent any such favoritism or gaming as creating an unreasonable preference 
or advantage. If it finds that any exists, it has the power under AS 42.06.330 
to take remedial action, including reallocating any capacity that the pipeline 
may have previously allocated to its affiliate by contract or otherwise.

ii) AS 42.06.310 (c) provides the Commission with the power to require a 
pipeline to “extend or enlarge its pipeline or storage facilities provided the



extension or enlargement shall be found to be reasonable and required in the 
public interest and that the expense involved will not impair the ability o f the 
common carrier or public utility to perform its duty to the public.” The 
Commission could exercise this authority to require KKPL and other such 
pipelines to provide additional capacity to new shippers if it found that KKPL 
was refusing to do so for unreasonable reasons (such as protecting its 
affiliates).

b) The Legislature already has dealt with this issue and the same result should be 
applied to KKPL.
i) It is clear that any North Slope gas pipeline would involve affiliate 

ownership. That fact did not prevent the Legislature, however, from enacting 
the 2000 amendments to AS 42.06, providing such a pipeline with the right to 
provide firm and interruptible service. This was likely because the Legislature 
found that the other provisions of AS 42.06 already provided the RCA with 
adequate authority to remedy the situation in the event the Commission found 
that the relationship resulted in any unreasonable preferences or advantages. 
There is no reason to apply a different approach to KKPL and other intrastate 
gas pipelines.

ii) Similarly, FERC does not prohibit or discriminate against producer-affiliate 
pipeline ownership in pipelines it regulates.

c) Allowing, rather than prohibiting, affiliated pipelines to provide firm and
interruptible service will result in quicker development of the State’s gas
resources.
i) It is clear that the primary source of capital for the construction of new gas 

pipelines will come from the oil & gas companies developing the resources 
that have been discovered. Other than for the pipelines owned by Enstar/APL 
-  which declined to build KKPL -  all o f the other gas pipelines in the State 
have been built by affiliated producers.

ii) Gas producers are interested in exploring for and developing new reserves if 
they believe that they can assure the ability to deliver those reserves to 
market. If producers are not able to obtain that assurance, they will invest 
their capital in other locations.

iii) If gas producers in the State are prevented from arranging for firm 
transportation (and, thus, firm markets) through affiliated pipelines, less 
capital will be committed to the State. This is because the producers will be 
unable to arrange for firm transportation. The producers will be prevented 
from providing it for themselves and no other non-affiliated entity is stepping 
up to fill the gap. The producers will take their capital elsewhere, to more 
secure environments.

iv) There is no reason for such a result, where the RCA already has been given 
adequate authority to regulate against any abuses it might find. By providing 
affiliated producers with the opportunity to arrange for firm transportation (as 
long as they do not abuse the privilege), the Le^Hature will be encouraging 
additional investment in Alaska.
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J^ A u m ra LLC
nww.aurorapower.com

The Honorable /Mike Chenault 
Alaska House of Representatives 
State Capitol, Room 432 
Juneau, AK 99801-1182

R£: An Act Relating to the Regulation o f Natural Gas Pipelines under the Pipeline Act
Senate Bill 151 /  House Bill 204

Dear /Mr. CHenault.

Aurora Gas. LLC and its marketing affiliate, Aurora Power Resources, Inc. C Aurora'), 
support Senate Bill 151 and House Bill 204. As a producer and marketer o f natural gas, Aurora 
understands how critical infrastructure is to the ultimate development o f natural gas reserves 
in Cook Inlet. Additionally, we are in favor o f rate structures that provide flexibility and can 
be tailored to the needs of various entities seeking to transport gas on regulated pipelines.
We are in favor o f having the option to choose between firm and interruptible transportation 
rates on pipelines. As we understand the legislative revision, it will provide clarification as to 
the Regulatory Commission o f Alaska's ability to approve such rate structures fo r pipelines in 
the Cook Inlet.

Although the Cook Inlet basin has been explored and produced fo r over fo rty  years, the 
development of associated infrastructure is not very mature. As a result, producers will be 
the most likely entities that own, and financially back, the construction o f new pipelines.
Aurora understands this and is comfortable that the regulatory process will sufficiently 
protect the interests o f third parties seeking to access these pipelines.

Aurora Gas would not avoid exploring and developing acreage in the vicinity o f producer owned 
facilities. However, Aurora can and would substantially discount the value o f exploring and 
developing acreage with no infrastructure whatsoever.

For these reasons, Aurora supports Senote Bill 151/House Bill 204. Please do not hesitate to 
contact me directly, should have any questions on this matter.

April 9, 2003

Sincerely,

President

SSP: d jn

10333 Richmond Avenue, Suite 710 • Houston, Veree 770*2 • (713) 977-5709 « Fax (713) 977-1347 
1029 West 3rd Avenue, Suite 220 • Anchorage, Aleolta 99501 • (SOT) 277-1003 • Fan (907) 277-1006
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pifEliNE PROJECT
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N a t u r a l  G a s  P i p e l i n e s  

u n d e r  t h e  P i p e l i n e  A c t . ”



A v ' l  ?003 Testim ony o f  A Ben Schoffm ann to A laska  S ta te
’ “  Senate  a n d  H ouse R esource  C om m ittees

•  P e r m i t s  a l l  n a t u r a l  g a s  t r a n s p o r t a t i o n  p i p e l i n e s  
w i t h i n  t h e  S t a t e  t o  f i l e  a  t a r i f f  w i t h  t h e  R C A  
o f f e r i n g  b o t h “ f i r m ”  a n d  “ i n t e r r u p t i b l e ”  s e r v i c e  
( “ c o n t r a c t  c a r r i a g e ” )  u n d e r  t h e  A l a s k a  P i p e l i n e  
A c t ,  A S  4 2 . 0 6 .

-  Amendments on this concept were made for a 
North Slope Gas Line in the 2000 Session.

-  This bill clarifies that other regulated gas pipelines 
elsewhere in the State also may offer these two 
classes of service.

kENAi-kACtlEMAk 
pipeLlNE pi\ojECj H B  2 0 4  I  S B  151  

W h a t  D o e s  I t  D o ?



kENAi-kAChEMAk 
pipEliNC PROJECT H B  2 0 4  /  S B  1 5 1  

W h a t  i s  F i r m  a n d  I n t e r r u p t i b l e  S e r v i c e ?

Firm Service:
- The Shipper commits to pay a monthly “reservation charge” 

for a set level of capacity, whether or not it is actually used.
- The Pipeline guarantees the reserved capacity will be made 

available as and when needed.
Interruptible Service:
- The Shipper only pays for the capacity it actually uses at any 

given time.
- The Pipeline makes best efforts to provide capacity, but if the 

desired capacity is not available for whatever reason 
(mechanical, over-supply, etc.), these shipments are subject 
to curtailment or interruption.

A  •'/ 2001 Testim ony o f  A lien  Schoffm ann to  A laska  S ta te
’ Senate  a n d  H ouse R esource C om m ittees



// m l  ?001 Testim ony o f  A Ben Schoffm ann to A laska  S ta te
Senate  and  H ouse  R esource  C om m ittees

•  I t  i s  i m p o r t a n t  t o  b o t h  P i p e l i n e  

I n v e s t o r s  a n d  P o t e n t i a l  S h i p p e r s .

•  P i p e l i n e  i n v e s t o r s :  P r o v i d e s  t h e m  

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

f r o m  p o t e n t i a l  s h i p p e r s ,  w h i c h  h e l p  t o :

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

-  r e d u c e  r i s k

kENAl-kAChEMAk 
PipELlNE PROJECT H B  2 0 4  I  S B  151  

W h y  i s  T h i s  I m p o r t a n t ?



A m l  100  ? Testim ony o f  A Ben Schoffm ann to A laska  S ta te
Sena te  a n d  H ouse R esource Con anil tees

kENAi-kACkEMAk " i  jl tf** &
piffUNE project W h y  i s  T h i s  I m p o r t a n t ?  -  C o n t .

•  P r o s p e c t i v e  S h i p p e r s :  E n a b l e s  t h e m  t o  
c h o o s e  t h e  t y p e  o f  g a s  t r a n s p o r t a t i o n  s e r v i c e  
w h i c h  b e s t  a l i g n s  w i t h  t h e i r  c u s t o m e r  c o n t r a c t s  
a n d  g a s  s u p p l i e s .
-  Firm Transportation (FT)

• Firm sales contracts need the accompanying assurance of 
firm transportation (interruptible transportation and potential 
curtailment is not compatible with firm sales commitments).

-  Interruptible Transportation (IT)
• Compatible with interruptible sales contracts and/or 

uncertain supplies
• Potential Shippers with undiscovered/poorly defined 

potential gas supplies need not make financial 
commitments in advance of proving up gas supplies.



A )r 'l  ?001 Testim ony o f  A  Ben Scho ffm ann  to A laska  State
‘ ’ Senate  am i H ouse R esource  C om m ittees

•  I t  w i l l  n o t  c h a n g e  t h e  “ O p e n  A c c e s s ”  s t a t u s  

o f  p i p e l i n e s  u n d e r  t h e  S t a t e  P i p e l i n e  A c t .

•  I t  w i l l  n o t  h a v e  a n  a d v e r s e  f i s c a l  i m p a c t  o n  

t h e  S t a t e .

•  I t  w i l l  n o t  h a v e  a n  a d v e r s e  i m p a c t  o n  

“ s m a l l e r  s h i p p e r s ”  o r  t h o s e  w i t h o u t  a n  

o w n e r s h i p  p o s i t i o n  i n  t h e  p i p e l i n e .

kENAi-kAChEHAk 
pipEliNE PkO jE q H B  2 0 4 /  S B  1 5 1  

W h a t  I t  W o n ’ t  D o



A r 'l  ?001 Testim ony o f  A  Hen Schoffm ann to  A laska State
' ’ “  Senate a n d  H ouse R esource C om m ittees

pfpp*infAphoject Ss  P r o d u c e r - A f f i l i a t e  O w n e r s h i p  a n  I s s u e ?
• P i p e l i n e  O w n e r s  in  A l a s k a  a r e  m o s t l y  P u b l i c  U t i l i t i e s  & P r o d u c e r  A f f i l i a t e s

-  These entities have the capital and incentives to construct new pipelines
-  Other PL developers have no incentives to invest in the current environment

• P r o d u c e r  A f f i l i a t e s  c a n ’t  “L o c k  O u t ” S m a l l e r  P r o d u c e r s

-  Existing law provides remedies
• Prohibits unreasonable discrimination (AS 42.06.320)
• Permits RCA to reallocate usage to remedy discrimination (AS 42.06.330)
• Authorizes RCA to require capacity expansions (AS 42.06.310(c))

-  RCA can take additional steps
• As the FERC has done, require an Open Season as a condition of a determination 

that a proposed pipeline serves +he public convenience and necessity
-  U nder an Open Season a pipeline offers access on the sam e term s to all shippers 

(affiliated and non-a ffilia ted) before it can be constructed
-  Does not require any additional s ta tu tory authority

-  FYI, KKPL held an Open Season

• O t h e r  s t a t u t e s  a n d  a g e n c i e s  d o  n o t  t h i n k  p r o d u c e r - a f f i l i a t i o n  i s  a n  i s s u e

-  2 0 0 0  Amendments providing for “firm” and “interruptible” service for North 
Slope Gas Pipeline did not prohibit or discriminate against ownership by 
producer affiliates

-  FERC has not prohibited or discriminated against producer-affiliate ownership



A  *'/ ">003 Testim ony o f  A  B en  Schoffm ann to  A laska  S ta te  ^
‘ “  ' Sena te  a n d  H ouse R esource C om m ittees

kENAl-kAChEMAk „

PIPELINE PROJECT P i p e l i n e s ,  R e g a r d l e s s  o f  O w n e r s h i p ,

A r e  G o o d  f o r  B u s i n e s s

• Gas Business Drivers:
- 1) Gas Supply (or access to land & prospects)
- 2) Gas Sales Contracts (demand & price)
- 3) Costs (exploration, development, & production)
- 4) Infrastructure (access to & cost of transportation)

• New pipeline projects will encourage investments 
by other potential producers:
- As “Open Access” Infrastructure moves closer, business 

hurdles of stranded gas are overcome
• More pipeline throughput is good for everyone:

- Shipper cost of service per unit is reduced
- Owners’ revenue stream is more stable and predictable



Testim ony o f  A Ben Schoffm ann to  A laska  S ta te
Senate a n d  H ouse R esource C om m ittees

H B  2 0 4  I  S B  151  
W h y  i s  I t  N e e d e d  N o w ?

RCA has raised a question in their December 24, 
2002 Order to KKPL as to whether RCA has the 
authority to grant “firm” and “interruptible” service 
for other than a North Slope Gas Line.
KKPL will file with the RCA to approve KKPL’s Tariff 
in the second quarter of 2003.
After holding an extensively publicized Open 
Season, two Shippers require, and have committed 
to pay for, Firm Service on KKPL.

April,

kENAi-kACiiEMAk 
pipEliNE PHOjEq



KNPL

Ken a, Gas Hub

Kasilof Field

CIM

KKPL

Ninilchik

k E N A l - k A C h E M A k  
p i f E L i N E  f l \ 0 j E C J W h a t  i s  K K P L ?

K e n a j

Owned by an Alaska 
Limited Liability Company
- Marathon (60%)
- Unocal, through GUT (40%)
New $25 million, 33-mile, 
12-inch diameter Gas 
Transmission Pipeline.
Connects newly discovered 
gas to existing Cook Inlet 
gas pipeline and market 
infrastructure.

Ninilchik Unit

Kenai Peninsula

April, 2003
Testim ony o f  A Hen Schoffm ann to  A laska  S ta te

Senate a n d  H ouse R esource Com m ittees


