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I n t r od u c e d :  2 / 1 8 / 8 0
Ref er r e d :  R e s o u r c e s

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

H O U S E  BIL L  NO. 800

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

A B ILL

For a n  Ac t  e n t i t l e d :  "An Act r e l a t i n g  to the u n i t i z a t i o n  of oil a n d  gas

l e a s e s  and to oil and g a s  c o n s e r v a t i o n;  a n d  p r o v i d i n g  

for a n  e f f e c t i v e  date."

B E  IT E N A C T E D  BY THE L E G I S L A T U R E  OF T H E  STATE O F  ALASKA:

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

(h) The c o m m i s s i o n e r  m a y  include t e r m s  in an y  oil a n d  gas l e a s e  

i m p o s i n g  a m i n i m u m  w o r k  c o m m i t m e n t  on the  lessee. T hese terras s h a l l  be

m a d e  p u b l i c  b e f o r e  the sale, an d  ma y  i n c l u d e  a p p r o p r i a t e  p e n a l t y  p r o­

v i s i o n s  to take e f f e c t  in the e v e n t the lessee doe s not f u l f i l l  t h e  

m i n i m u m  w o r k  c o m m i t m e n t .  S h o u l d  it be d e m o n s t r a t e d  that a lease ha s  

b e e n  p r o v e n  u n p r o d u c t i v e  by a c t i o n s  of a d j a c e n t  lease h o l d e r s ,  o r  if the 

l e a s e  is part of a u n i t  formed u n d e r  (p) of this section, the c o m m i s­

s i o n e r  m a y  set a s i d e  o r  m o d i f y  a w ork c o m m i t m e n t .

* Sec. 2. AS 3 8 . 0 5 . 1 8 0 (m) is a m e n d e d  to read:

(m) An oil a n d  gas lease mus t c o v e r  a r e a s o n a b l y  c o m p a c t  a r e a  no t

e x c e e d i n g  5,760 acr e s ,  and m a y  be for a m a x i m u m  pe r i o d  o f  10 ye a rs ,

e x c e p t  that the c o m m i s s i o n e r  m a y  issue a lease for a p e r i o d  n o t  less 

t h a n  f i v e  years if h e  finds it to be i n  the b e s t  i n t e r e s t s  of t h e  state. 

A n  o i l  and gas l e a s e s hall be a u t o m a t i c a l l y  e x t e n d e d  if and for so long 

t h e r e a f t e r  as oil or gas is p r o d u c e d  i n  pa y i n g  q u a n t i t i e s  f r o m  the 

l e a s e . If [OR IF] t h e lease is c o m m i t t e d  to a v o l u n t a r y  u n i t  a p p r o v e d  

b y  t h e  c o m m i s s i o n e r  or an  i n v o l u n t a r y  u n i t  a p p r o v e d  b y  the A l a s k a  Oi l  

a n d  Gas C o n s e r v a t i o n  Cornmission m a y  b e  e x t e n d e d  o n l y  as p r o v i d e d  i n  (p) 

o f  t his s e c t i o n . A  l e a s e  I s s u e d  u n d e r  this s e c t i o n
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c o v e r i n g  l a n d  o n  w h i c h  t h e r e  is a w e l l  c a p a b l e  of p r o d u c i n g  oil or g a s  

in p a y i n g  q u a n t i t i e s  doe s  n o t  e x p i r e  b e c a u s e  the l e s s e e  fails to p r o d u c e  

oil or g a s  u n l e s s  the l e s s e e  is a l l o w e d  r e a s o n a b l e  tim e  to p l a c e  the 

w e l l  o n  a p r o d u c i n g  stat u s . U p o n  e x t e n s i o n ,  th e  c o m m i s s i o n e r  m a y  i n­

c r e a s e  l e a s e  r e n t a l s  so l o n g  as the i n c r e a s e d  r e n t a l  ra t e  d o e s  not 

e x c e e d  1 5 0  p e r c e n t  of the r a t e  for the p r e c e d i n g  year. If d r i l l i n g  h a s  

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

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

d r i l l i n g ,  s i d e t r a c k i n g ,  or o t h e r  m e a n s  n e c e s s a r y  to r e a c h  the o r i g i n a l l y  

p r o p o s e d  b o t t o m  h o l e  loc a t i o n ,  the l e a s e  c o n t i n u e s  in e f f e c t  u n t i l  90 

d a y s  a f t e r  d r i l l i n g  has c e a s e d  a n d  fo r  so l o n g  t h e r e a f t e r  as oil or g a s  

is p r o d u c e d  in p a y i n g  q u a n t i t i e s .  An  oil a n d  gas lease i s s u e d  u n d e r  

t h i s  s e c t i o n  w h i c h  is s u b j e c t  to t e r m i n a t i o n  b y  r e a s o n  of c e s s a t i o n  o f  

p r o d u c t i o n  d o e s  no t t e r m i n a t e  if, w i t h i n  60 day s  a f t e r  p r o d u c t i o n  

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

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

p e r i o d  o f  n o n p r o d u c t i o n .  In this s u b s e c t i o n  " p r o d u c t i o n  in p a y i n g  q u a n­

t i t i e s "  o r  " p r o d u c e d  in p a y i n g  q u a n t i t i e s "  m e a n s  p r o d u c t i o n  in q u a n t i t i e s  

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

d r i l l i n g  a n d  e q u i p m e n t  c o s t s  m a y  n e v e r  be r e p a i d  a n d  the u n d e r t a k i n g  

c o n s i d e r e d  as a w h o l e  m a y  u l t i m a t e l y  r e s u l t  in a loss; q u a n t i t i e s  a r e  

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

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

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

p r o d u c e  s u f f i c i e n t  r e v e n u e  to i n d u c e  a p r u d e n t  o p e r a t o r  to c o n t i n u e  

p r o d u c t i o n  a n d  m a r k e t i n g .

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

(p) T o  c o n s e r v e  the n a t u r a l  r e s o u r c e s  o f  all or a p a r t  of a p o ­

t e n t i a l  h y d r o c a r b o n  a c c u m u l a t i o n  w h i c h  u n d e r l i e s  lan d  o w n e d  b y  t h e  s t a t e
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[AN O I L  OR G A S  POOL, FI E L D ,  O R  L I K E  AREA], the lessees a n d  t heir r e p­

r e s e n t a t i v e s  m a y  u n i t e  w i t h  e a c h  other, or j o i n t l y  or s e p a r a t e l y  w i t h  

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

u n i t  p l a n  of e x p l o r a t i o n ,  d e v e l o p m e n t , a n d  [OR] o p e r a t i o n  o f  the p o t e n -  

t i a l  h y d r o c a r b o n  a c c u m u l a t i o n  [POOL, FIELD, O R  L I K E  AREA], or a p ar t  of 

it, if  [WHEN D E T E R M I N E D  A N D  C E R T I F I E D  BY] the c o m m i s s i o n e r  m a k e s  w r i t t e n  

f i n d i n g s ,  b a s e d  on s u b s t a n t i a l  e v i d e n c e ,  a f t e r  a p u b l i c  h e a r i n g  t h a t  the 

a d o p t i o n  of a p l a n  of e x p l o r a t i o n ,  d e v e l o p m e n t ,  a n d  o p e r a t i o n  is [TO BE] 

n e c e s s a r y  or a d v i s a b l e  in the p u b l i c  inte r e s t .  T h e  l e s s e e s  of tracts

p r o p o s e d  to be s u bj e c t  to a u n i t  p l a n  s h a l l  p r o v i d e  the c o m m i s s i o n e r

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

th e  e x i s t e n c e  of a p o t e n t i a l  h y d r o c a r b o n  a c c u m u l a t i o n .  A  u n i t  p l a n  

s h a l l  d e s c r i b e  the b o u n d a r i e s  of the u n i t  a rea w h i c h  s h a l l  be l i m i t e d  

to a  p o t e n t i a l  h y d r o c a r b o n  a c c u m u l a t i o n .  A unit p l a n  s h a l l  d e s c r i b e  

in d e ta i l  t h e  d r i l l i n g  a n d  o t h e r  e x p l o r a t i o n  a c t i v i t i e s  t h a t  the less ee s  

w h o  a r e  p a r t i e s  to th e  p l a n  a g r e e  to c o n d u c t  in the uni t  area. T h e

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

t e r m  not l o n g e r  than a p e r i o d  of d e l ay  if he m a k e s  w r i t t e n  fi n dings, 

b a s e d  on s u b s t a n t i a l  e v i d e n c e ,  a f t e r  a p u b l i c  hearing, t h a t  the l e s s e e  

h a s  d i l i g e n t l y  c o n d u c t e d  e x p l o r a t i o n  a c t i v i t i e s  w i t h i n  t h e  leased t r ac t  

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

o p e r a t i n g  c o n d i t i o n s  or o t h e r  c a u s e  b e y o n d  the lessee's r e a s o n a b l e  

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

a c t i v i t i e s  i n t e n d e d  to be c o n d u c t e d  w i t h i n  the u nit area. If oil or 

g a s  is d i s c o v e r e d  w i t h i n  a u n i t  area, the c o m m i s s i o n e r  m a y  ex t e n d  a 

l e a s e  of a t r a c t w i t h i n  the u n i t  a r e a  for two years at a t i m e  if h e  

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

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

w i t h i n  the l e a s e d  t r a c t  and t h a t  the l e a s e d  tract is l i k e l y  to be
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i n c l u d e d  w i t h i n  the p a r t i c i p a t i n g  area. Th e  c o m m i s s i o n e r  shall e x t e n d  

an u n e x p i r e d  l e a s e  w i t h i n  a unit area, exc e p t  p o r ti o n s  of a lease 

s e v e r e d  in a c c o r d a n c e  w i t h  (aa) of this section, if he makes w r i t t e n  

f i n d i n g s ,  b a s e d  on su bs t a n t i a l  e v i dence, a fter pub l i c h e a ring, that oil 

or gas c a p a b l e  of b eing p r o d u c e d  in pay i n g  qua n t i t i e s , as d e f i n e d  in 

(m) of this s e c t io n ,  has bee n  d i s c o v e r e d  in the unit are a  and that the 

l ease to b e  e x t e n d e d  is in the p a r t i c i p a t i n g  a r e a  or is subj e c t  to the 

p r o v i s i o n s  of (aa)(l) or (2) of this section. W i t h i n  six m on t h s  a ft e r  

c o m p l e t i o n  of a n  oil or gas well in a unit a rea w h i c h  is c a p ab l e  of 

p r o d u c i n g  in p a y i n g  qu a n t i t ie s ,  as defi n e d  in (m) of this section, the 

l e s s e e s  w h o  ar e  part i e s to the u n i t  p lan shall su b m i t  to the c o m m i s s i o n e r  

p lans for the furt h er  d e v e l o p m e n t  and o p e r a t i o n  of the unit a r e a  w h i c h  

c o n s t i t u t e  the further d r i l l i n g  a n d  o p e r a t i n g  o b l i g a t i o n s  of t hose 

lessees. T h e  c o m m i s s i o n e r  may a p p r o v e  a pla n of furt h er  d e v e l o p m e n t  

a n d  o p e r a t i o n  if he f inds that it is n e c e s s a r y  or a d v i s a b l e  in the 

p u b l i c  in t e r e s t .  The c o m m i s s i o n e r  shall be a p a r t y  to a unit o p e r a t i n g  

a g r e e m e n t  e x e c u t e d  by the lessees of leases located in a uni t  a r e a  if 

the a r e a  i n c l u d e s  leases g r a n t i n g  to the state a s hare of the net 

p r o f i t s  of p r o d u c t i o n  f r o m  the lease. Th e  c o m m i s s i o n e r  may, w i t h  the

c o n s e n t  of the hold e r s  of leases involved, e s tablish, change, or re v o k e

d r i l l i n g ,  p r o d u c i n g ,  a n d  r o y a l t y  r e q u i r e m e n t s  of the leases an d  a dopt 

r e g u l a t i o n s  w i t h  r e f e r e n c e  to the leases [, W I T H  LI K E  C O N S E N T  ON T H E  

P A R T  O F  T H E  LES S EE S , ]  i n  c o n n e c t i o n  w i t h  the i n s t i t u t i o n  and o p e r a t i o n  

of a c o o p e r a t i v e  or u n i t  p l a n , w i t h  the e x t e n s i o n  of a lease i n c l u d e d  

w i t h i n  a u n i t  area, or after the d i s c o v e r y  of oil or gas w i t h i n  a u nit

area, as he  d e t e r m i n e s  n e c e s s a r y  or pro p e r  to sec u r e  the pr o p e r

p r o t e c t i o n  of the p u b l i c  interest. The c o m m i s s i o n e r  m a y  r e q u i r e  oil a n d 

gas lea s e s  i s s u e d  u n d e r  this s e c t i o n  to c o n t a i n  a p r o v i s i o n  r e q u i r i n g  

th e  l e s s e e  to oper a t e  u n d e r  a r e a s o n a b l e  c o o p e r a t i v e  or uni t  plan, and
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h e  m a y  p r e s c r i b e  a p l a n  u nder w h i c h  the l es s e e  m u s t  o pe rate. Th e  p l a n  

m u s t  a d e q u a t e l y  prot e c t all p a r t i e s  in interest, i n c l u d i n g  t h e  state.

In this s u b s e c t i o n

(1) " p a r t i c i p a t i n g  a r e a "  m e a n s  a n  are a  p r o v e n ,  b y  s u b s u r f a c e  

data d e r i v e d  f r o m  d r illing, to c o n t a i n  oil or gas i n  a m o u n t s  c a p a b l e  of 

p r o d u c t i o n  in p a y i n g  q u a n t i t i e s  as d e f i n e d  in (m) o f  this s ec t i o n ;

(2) " p o t en t i a l  h y d r o c a r b o n  a c c u m u l a t i o n "  m e a n s  a s t r u c t u r a l  

or s t r a t i g r a p h i c  e n t r a p p i n g  m e c h a n i s m  c o n t a i n i n g  o n e  or m o r e  i nt e r v a l s ,  

zones, strata, or f o r m a t i o n s  w h i c h  ha s  the n e c e s s a r y  p h y s i c a l  c h a r a c­

te r i s t i c s  to a c c u m u l a t e  and p r e v e n t  the e s c a p e  of oil or gas;

(3) "unit a r e a 1' means t h e  area  s u b j e c t  to a u n i t  p l a n  of 

e x p l o r a t i o n ,  d e v e l o p m e n t ,  and o p e r a t i o n !

(4) "unit p l a n "  means a u n i t  p l a n  of e x p l o r a t i o n ,  d e v e l o p­

ment, and  o p e r a t i o n  for the r e c o v e r y  of oil and ga s f ro m  t h e  u n i t  a r e a

in w h i c h  the s e p a r a t e  leases s u b j e c t  to the pl a n  a r e  e x p l o r e d ,  d e v e l o p e d ,  

an d  o p e r a t e d  as a s in g l e  unit w h i c h  p r o v i d e s  for t h e  a l l o c a t i o n  o f  the 

c osts and b e n e f i t s  of e x p l o r a t i o n ,  d e v e l o p m e n t ,  a n d  p r o d u c t i o n  a n d  w h i c h  

i n c l u d e s  all r e v i s i o ns  or a m e n d m e n t s  to it and all plans f o r  f u r t h e r  d e­

ve l o p m e n t  a n d  o p e r a t i o n  of the u n i t  area.

* Sec. 4. AS 3 8 . 0 5 . 180(q) is a m e n d e d  to read:

(q) A p l a n  a u t h o r i z e d  b y  (p) of this s e c t i o n  [, W H I C H  I N C L U D E S  

L A N D  O W N E D  B Y  THE STATE,] may c o n t a i n  a p r o v i s i o n  v e s t i n g  the  c o m m i s­

sioner, or a person, committee, o r  state agency, w i t h  a u t h o r i t y  to 

m o d i f y  f r o m  time to time the r a t e  of p r o s p e c t i n g  a n d  d e v e l o p m e n t  a n d  the 

q u a n t i t y  an d  rate of p r o d u c t i o n  u n d e r  the plan. A l l  leases o p e r a t e d  

u n d e r  a p l a n  a p p r o v e d  or p r e s c r i b e d  by the c o m m i s s i o n e r  a r e  e x c e p t e d  in 

d e t e r m i n i n g  h o l d i n g s  or control u n d e r  AS 3 8 . 0 5 . 1 4 0 .  Th e  p r o v i s i o n s  of  

thi s s e c t i o n  c o n c e r n i n g  c o o p e r a t i v e  or u n i t  p l a n s  are in a d d i t i o n  to and  

do n o t  a f f e c t  AS 31.05. The A l a s k a  Oil a n d  Gas C o n s e r v a t i o n  C o m m i s s i o n
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h a s  th e  e x c l u s i v e  a u t h o r i t y  to p r e v e n t  w a s t e ,  as d e f i n e d  i n  AS 31 .0 5 ,  

a n d  to p r o t e c t  th e  c o r r e l a t i v e  r i g h t s  of t h e  p a r t i e s  to a c o o p e r a t i v e  or 

u n i t  p l a n  u n d e r  thi s  s e c t i o n .

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

(aa) A  p o r t i o n  o f  a l e a s e d  t r a c t  n o t  w i t h i n  a p a r t i c i p a t i n g  a re a , 

as d e f i n e d  in (p) of thi s  s e c t i o n ,  or to w h i c h  a c t u a l  p r o d u c t i o n  in 

p a y i n g  q u a n t i t i e s ,  as d e f i n e d  i n  (m) of t his s e c t i o n ,  h a s  not b e e n  

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

f r o m  the u n i t  a r e a  u n l e s s  (1) a  w e l l  c a p a b l e  of p r o d u c t i o n  in p a y i n g  

q u a n t i t i e s  is l o c a t e d  o n  the l e a s e d  tract, or (2) a c t u a l  d r i l l i n g  

o p e r a t i o n s  a r e  b e i n g  c o n d u c t e d  w i t h i n  th e  u n i t  a r e a ,  as d e f i n e d  in (p) 

o f  t his s e c t i o n ,  in o r d e r  to d e l i n e a t e  t h e  b o u n d a r i e s  o f  the p a r t i c i­

p a t i n g  area, as d e f i n e d  in (p) o f  this s e c t i o n ,  a n d  the l e a s e d  t r a c t  is 

in t h a t  u n i t  a rea. A p o r t i o n  o f  a l ease s e v e r e d  f r o m  a n  o r i g i n a l  l e a s e  

in a c c o r d a n c e  w i t h  t h i s  s u b s e c t i o n  shall be s u b j e c t  to a s e p a r a t e  l e a s e  

h a v i n g  the s a m e  e f f e c t i v e  d a t e  a n d  the s a m e  t e r m s  and c o n d i t i o n s  as the 

o r i g i n a l  lease.

* Sec. 6. AS 3 1 . 0 5 . 1 1 0 ( q )  is a m e n d e d  to read:

(q) T h i s  s e c t i o n  a p p l i e s  t o  all i n v o l u n t a r y  u n i t s  f o r m e d  in the 

s t a t e  e x c e p t  tha t  p e t i t i o n s  t o  f o r m  a n  i n v o l u n t a r y  u n i t  that I n c l u d e s  

lan d l e a s e d  b y  th e  s t a t e  u n d e r  A S  3 8 . 0 5 . 1 8 0  m a y  b e  a p p r o v e d  if t h e  c o m­

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

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

w a s t e  w o u l d  o c c u r  if the u n i t  is not a p p r o v e d . S u b s e c t i o n s  (a) a n d

(g) - (p) °f this s e c t i o n  a p p l y  to all v o l u n t a r y  u n i t s  f o r m e d  in t h e  

s t a t e  a n d  to a v o l u n t a r y  c o o p e r a t i v e  or u n i t  p l a n  of d e v e l o p m e n t  or 

o p e r a t i o n  e n t e r e d  i n t o  in a c c o r d a n c e  w i t h  AS 3 8 . 0 5 . 1 8 0 ( p ) .

* Sec. 7. T h i s  A c t  a p p l i e s  to a l l  leases e n t e r e d  into b y  the s t a t e  a f t e r  

D e c e m b e r  1, 1979.
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* Sec. 8. This Act takes effect immediately in accordance with AS 01.10.- 

070(c).
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