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BY T H E  R U L E S  C O M M I T T E E  BY 
R E Q U E S T  O F  T H E  L E G I S L A T I V E  
C O U N C I L  (for the S t a t e

I N  T H E  H O U S E  E n e r g y  P o l i c y  C o m m it t e e )

H O U S E  BILL NO. 42 0  

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

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

A BILL

F o r  an Act entitled: " A n  A c t  r e l a t i n g  to r o y a l t i e s  for coal m i n e d  f r o m  state

land."

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

* S e c t i o n  1. AS 3 8 . 0 5 . 1 5 0 ( b )  is a m e n d e d  to read:

(b) T h e r e a f t e r  the c o m m i s s i o n e r  may, u p o n  the r e q u e s t  of a q u a l i­

fied a p p l i c a n t  or o n  hi s  o w n  moti o n,  f r o m  time to time, offer the lands 

o r  d e p o s i ts  of coal for leasing. E a c h  lease shall be a w a r d e d  to a 

q u a l i f i e d  a p p l i c a n t  b y  c o m p e t i t i v e  b i d d i n g  [OR BY T H E  M E T H O D  W H I C H  TH E 

C O M M I S S I O N E R  A D O P T S  BY G E N E R A L  R E G U L A T I O N ] .  F o l l o w i n g  a p r e - l e a s e  a n a l­

ysis, the c o m m i s s i o n e r  m ust c h o o s e  at least one of the f o l l o w i n g  leas i n g

m e t h o d s :

(1) a c a s h  bonus b i d  w i t h  a f ix e d  r o y a l t y  s hare r e s e r v e d  to 

the s t a t e  of not less t h a n  12 1/2 per cen t  in amou n t  or v alue of the 

p r o d u c t i o n  r e m o v e d  or sol d  f r o m  the lease b y  s u r f ac e  m i n i n g  and e i g h t  

per c e n t  in a m o u n t  or v a l ue  of the p r o d u c t i o n  r e m o v e d  or sold f r o m  the 

lease b y  u n d e r g r o u n d  mining:

(2) a c a s h  bonus b i d  w i t h  a f i x e d  r o y a l t y  s h ar e  r e s e r v e d  to 

the s t a t e  of not less t h a n  12 1/2 pe r  c e n t  in a m o u n t  or v al u e  of the 

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

p e r  c e n t  in a m o u n t  or v alue of the p r o d u c t i o n  r e m o v e d  o r  sold f r o m  the 

lease b y  u n d e r g r o u n d  m i n i n g  a n d  a f i x e d  s h a r e  of the ne t  pro f i t d e r i v e d  

f r o m  th e  lease of n o t  less t h a n  15 pe r  c ent r e s e r v e d  to the state;

(3) a f i x e d  ca s h  b o n u s  w i t h  a r o y a l t y  s h a r e  r e s e r v e d  to the 

sta te  as the b i d  v a r i a b l e  of n o  less t h a n  12 1/2 pe r  c e n t  in a m o u n t
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o r  v alue o f  th e  p r o d u c t i o n  r e m o v e d  or s o l d  f r o m  the lease b y  s u r f a c e  

m i n i n g  a n d  n o  less tha n  e i g h t  per cen t  In a m o u n t  or v a l u e  o f  the p r o d u c­

t i o n  r e m o v e d  or s old f r o m  the l ease b y  u n d e r g r o u n d  mining;

(4) a f i x e d  c a s h  b o n u s  w i t h  a sh a r e  of the n e t  p r o f i t

d e r i v e d  f r o m  the lease r e s e r v e d  to the s t a t e  as the bid v a r i a b l e ;

(5) a f ixed c a s h  b o n u s  w i t h  a f i x e d  r o y a l t y  s h a r e  r e s e r v e d

t o  the s t a t e  of not less t h a n  12 1/2 p e r  cen t  in am o u n t or v al u e  of the 

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

p e r  cent in am o u nt  or v a l u e  of the p r o d u c t i o n  r e m o v e d  or s o l d  fr o m  the 

l e a s e by u n d e r g r o u n d  m i n i n g  w i t h  a s h a r e  of the net p r o f i t  d e r i v e d  

f r o m  the l e a s e  reserved to the s t a t e  as the bid var i a b l e .

* Sec .  2. A S  3 8 . 0 5 .150(d) is a m e n d e d  to read:

(d) [FOR THE P R I V I L E G E  OF M I N I N G  O R  E X T R A C T I N G  TH E  C O A L  IN TH E  

L A N D S  C O V E R E D  BY T H E  L E A S E ,  T H E  L E S S E E  S H A L L  PAY TO THE S T A T E  TH E  R O Y A L­

T I E S  S P E C I F I E D  IN T HE  LEASE. T H E  R O Y A L T I E S  S H A L L  BE FIXED B E F O R E  O F F E R­

ING  T H E  L E A S E ,  AND S H A L L  BE E F F E C T I V E  FOR A P E R I O D  O F  N O T  M O R E  T H A N  20 

Y E A R S .  THE  R O Y A L T I E S  S H A L L  BE N O T  L E S S  T H A N  FIVE C ENTS A  T O N  OF 2 , 0 0 0  

P O U N D S . ]  T h e  lessee s hall [ALSO] p a y  an  ann u a l  rental, p a y a b l e  at the 

d a t e  of the l ease and a n n u a l l y  t h e r e a f t e r ,  o n  the land or coa l  d e p o s i t s  

c o v e r e d  b y  t h e  lease, at a r a t e  f i x e d  b y  the c o m m i s s i o n e r  b e f o r e  

o f f e r i n g  the lease. T h e  a n n u a l  r e n t a l  shall be e f f e c t i v e  f o r  a p e r i o d  

of not more t h a n  20 years. T h e  a n n u a l  r e n t a l  s hall be n o t  less t h a n  25 

c e n t s  a n  a c r e  for the f i r s t  y e a r  of the lease, n o t less t h a n  50 c e n t s  an 

a c r e  for the s e c o n d  year, t h i r d  year, f o u r t h  y ear a n d  f i f t h  year, an d 

n o t  less t h a n  $1 an acre fo r e a c h  y e a r  t h e r e a f t e r  d u r i n g  th e  c o n t i n u a n c e  

of t h e  lease. T h e  re nt a l  fo r  e a c h  y e a r  s h a l l  be c r e d i t e d  a g a i n s t  the 

r o y a l t i e s  as t h e y  ac c r u e for th a t  year. E a c h  l ease s hall p r o v i d e  t hat 

t h e  a n n u a l  r e n t a l  p a y m en t  is s u b j e c t  to a d j u s t m e n t  at i n t e r v a l s  of no 

m o r e  t h a n  20 y e a r s  a n d  a d j u s t m e n t s  s h a l l  be b a s e d  o n  the c u r r e n t  r ates
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f o r  p r o p e r t i e s  s i m i l a r l y  s i t u a t e d .

* Sec. 3. A S  3 8 . 0 5 . 1 5 0  is a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  to r ead:

(f) T h e  s h a r e  o f  the ne t p r o f i t  d e r i v e d  f r o m  a l ea s e  r e s e r v e d  to 

the s t a t e  u n d e r  (b) o f  this s e c t i o n  is a m i n e r a l  l e a s e  r o y a l t y  f o r  t h e 

p u r p o s e s  of t h e  A l a s k a  p e r m a n e n t  f u n d  u n d e r  A S  3 7 . 1 0 . 0 6 5  a n d  t h e  A l a s k a  

r e n e w a b l e  r e s o u r c e s  d e v e l o p m e n t  f u n d  u n d e r  A S  3 7 . 1 1 . 0 2 0 .

(g) T h e  c o m m i s s i o n e r  m a y  r e d u c e  the r e n t a l  or r o y a l t y  to b e  p a i d  

u n d e r  a l ease if, in t h e  i n t e r e s t s  of c o n s e r v a t i o n  a n d  to e n c o u r a g e  t h e  

g r e a t e s t  u l t i m a t e  r e c o v e r y  of c oal, h e  d e t e r m i n e s  tha t  the r e d u c t i o n  is 

n e c e s s a r y  to p r o m o t e  d e v e l o p m e n t  of c o a l  or is in the b e s t  i n t e r e s t s  o f  

th e  state.

(h) T h e  c o m m i s s i o n e r  s h a l l  d e f i n e  all t e r m s  a n d  ad o p t  all  r e g u l a­

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

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

me n t  of the t e r m s  of th e  p r o p o s e d  l e a s e  e m p l o y i n g  t h a t  b i d d i n g  m e t h o d .

* Sec. 4. AS 3 8 . 0 5  is a m e n d e d  b y  a d d i n g  a ne w  s e c t i o n  to read:

Sec. 3 8 . 05 . 1 5 1 .  D E T E R M I N A T I O N  O F  R O Y A L T Y .  (a) For the p u r p o s e  o f  

d e t e r m i n i n g  th e  a m o u n t  of r o y a l t y  d u e  u n d e r  A S  3 8 . 0 5 . 1 5 0 ( b ) ,  w h e n  o n l y  

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

the v a l u e  of t h e  coal fo r  r o y a l t y  p u r p o s e s  is t h e g r o s s  v a l u e  at the 

p o i n t  of sale. H o w e v e r ,  if a d d i t i o n a l  p r o c e s s i n g  of the c o a l  is p e r­

f o r m e d  b e f o r e  sale, s u c h  as w a s h i n g  to r e m o v e  w a s t e ,  bone, or o t h e r  

i m p u r i t i e s ,  th e  p r o c e s s i n g  c o s t  a b o v e  t h e  c ost o f  p r i m a r y  c r u s h i n g ,  

s t o r i n g  a n d  l o a d i n g  m a y  be d e d u c t e d  f r o m  the g r o s s  v a l u e  in d e t e r m i n i n g  

v a l u e  fo r  r o y a l t y  p u r p o s e s » the c o m m i s s i o n e r  m a y  a l l o w  the d e d u c t i o n  

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

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

(b) T h e  g r o s s  v a l u e  is the s a l e  o r  c o n t r a c t  u n i t  p r i c e  t i m e s  the 

n u m b e r  of u n i t s  sold, e x c e p t  as o t h e r w i s e  p r o v i d e d  in (c) of t h i s  s e c -
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(c) I f  t h e  c o m m i s s i o n e r  d e t e r m i n e s  e i t h e r  tha t a c o n t r a c t  of s a l e  

o r  o t h e r  b u s i n e s s  a r r a n g e m e n t  b e t w e e n  the les s e e  a n d  a p u r c h a s e r  of coal 

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

de n t  p a r t i e s  b e c a u s e  it is b a s e d  in w h o l e  or in p a r t  u p o n  c o n s i d e r a t i o n s  

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

fo r  s o m e  o r  a l l  of t h e  coal b e c a u s e  the lessee is c o n s u m i n g  th e  coal for 

h i s  o w n  u s e  o r  a d d i n g  it to i n v e n t o r i e s ,  the c o m m i s s i o n e r  s h a l l  d e t e r­

m i n e  t h e  g r o s s  v a l u e  o f  the coal. For p u r p o s e s  of t h i s  s u b s e c t i o n ,  in 

d e t e r m i n i n g  t h e  g r o s s  v a l u e  of c oal the c o m m i s s i o n e r  shall t a k e  into 

a c c o u n t

(1) a n y  c o n s i d e r a t i o n  r e c e i v e d  b y  the l e s s e e  in o t h e r  r e l a t e d  

t r a n s a c t i o n s ,

(2) the h i g h e s t  p r i c e  p a i d  for coal o f  lik e  q u a l i t y  p r o d u c e d  

f r o m  t h e  s a m e  g e n e r a l  a r e a  d u r i n g  th e  lease month,

(3) c o n t r a c t s  or o t h e r  b u s i n e s s  a r r a n g e m e n t s  b e t w e e n  coal 

p r o d u c e r s  a n d  p u r c h a s e r s  for t h e  s a l e  of coal o t h e r  t h a n  coa l  p r o d u c e d  

u n d e r  t h e  lease, w h i c h  are c o m p a r a b l e  in terms, vo l u m e ,  time o f  e x e c u­

tion, a r e a  of s u p p l y  a n d  o t h e r  c i r c u m s t a n c e s ;  a n d

(4) o t h e r  r e l e v a n t  f a c t o r s  the c o m m i s s i o n e r  c o n s i d e r s  a p p r o­

p r i a t e  ;

(d) I f  c o a l  w h i c h  was a d d e d  t o  i n v e n t o r i e s  a n d  for w h i c h  the gross

v a l u e  h a s  b e e n  d e t e r m i n e d  in a c c o r d a n c e  w i t h  this s u b s e c t i o n  is e v e n t u­

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

r o y a l t i e s ,  o r  a l l o w  c r e d i t s  o r  r e f u n d s ,  as n e c e s s a r y  to a d j u s t  the 

r o y a l t y  p a y m e n t s  t o  r e f l e c t  t h e  a c t u a l  g r os s  v a l u e  o f  the c oal;

(e) A l l  b o n e  c oal, rock, a n d  o t h e r  i m p u r i t i e s  m a y  be r e m o v e d  f r o m  

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

(f) I f  r o y a l t i e s  a r e  p a y a b l e  b e f o r e  r e m o v a l  o f  b o n e  c o a l ,  rock,

-4- H B  4 2 0
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a n d  o t h e r  i m p u ri t i e s  or final w e i g h i n g  of coal, the c o m m i s s i o n e r  may 

d e termine, by e s t i m a t e ,  the w e i g h t  of the coal for r o y a l t y  purposes, a n d 

may, a f t e r  the r e m o v a l  o f  bone coal, rock, and o t h e r  i mp u r i t i e s  and 

final w e i g h i n g  of the coal, r e q u i r e the payment of a d d i t i o n a l  royalties, 

or a l l o w  credits or refunds, as ne c es s a r y  to a d j u s t  the r o y a l t y  pa y m e n t s 

to r e f l e c t  the true w e i g h t  of the coal.

(g) A n  audit of th e  a c c ounts of a lessee for the p u r p o s e  of d e t e r­

mi n i n g  c o m p l i a n c e  w i t h  lease terms relating to r o y a l t i e s  m a y  be r e q u i r e d  

a n n ually, or m ore often, by the commissioner. T h e  a u d i t  shall be m a d e  

by a q u a l i f i e d  i n d e p e n d e n t  c e r t i fi e d  public a c c o u n t a n t ,  at the expe n se  

of the lessee. Th e  l e s s e e  shall furnish to the c o m m i s s i o n e r ,  without 

cost, d u p l i c a t e  c o p i e s  of audit reports which e x p r e s s  o p i n i o ns  on c o m­

pliance. Th e  c o p i e s  m u s t  be f u r n i s h e d  w i t h i n  30 day s  of the c o m p l e t i o n 

of e ach audit. If a n  a u d i t  is required, the c o m m i s s i o n e r  will s p e c i f y  

the p u r p o s e  and s cope of the a u d i t  and the i n f o r m a t i o n  w h i c h  is to be 

v e r i f i e d  or obtained.

* Sec. 5. AS 4 2 . 0 5 . 3 8 1  is amen d e d  by adding a ne w  s u b s e c t i o n  to read:

(d) No utility, w h e t h e r  subject to r e g u l a t i o n  b y  the c o m m i s s i o n  or 

exe mp t  f ro m  re g ul a t i o n ,  w h i c h  uses coal pr o d u c e d  f r o m  s tate land, m a y  

i n c l u de  in its rat e  b a s e  r o yalties paid to the s t a t e  for that coal.
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