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IN THE HOUSE BY THE RESOURCES COMMITTEE
: CS FOR HOUSE BILL NO. 600 (Resources)
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
y THIRTEENTH LEGISLATURE - SECOND SESSION
5

A BILL
° For an Act entitled: "An Act relating to royalty oil; and providing for an
f effective date."
° BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
’ * Section 1. AS 38.05.183 is amended to read:
10 Sec. 38.05.183. SALE OF ROYALTY. (a) The sale, exchange or
. other disposal of a mineral obtained by the state as a royalty under
2 AS 38.05.182, or the sale, exchange or other disposal in whole or in
& part of a right to receive future mineral production under state
& lease under AS 38.05.005 - 38.05.370, shall be by competitive bid and
b the sale, exchange or other disposal made to the highest responsible
& bidder. Competitive [, EXCEPT THAT COMPETITIVE] bidding 1is not
g required for the sale, exchange, or other disposition cf royalty gas
18 when the commissioner, after prior written notice to the Alaska
o Royalty Oil and Gas Development [ADVISORY] Board under AS 38.06.050,
X determines that the best interest of the state d”es not require it or
2 that no competition exists.
* (b) When competitive bids are required, the commissioner, after
3 prior written notice to the Alaska Royalty Oil and Gas Development
4 [ADVISORY] Board, may reject all bids if the commissioner [HE] deter—
5 mines that because of the amount of the bids, the lack of responsibil—
® ity on the part of the bidders, or for reasons consistent with the
i criteria set oat in AS 38.06.070, the acceptance of the bids would not
s be in the best interest of the state.
21 (c) IT the commissioner determines that a sale, exchange or
1 rgiiP. 600 (Res)
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other disposal of a mineral obtained by the state as a royalty under
AS 38.05.182 or of a right to receive future mineral production under
a state lease under AS 38.05.005 - 38.05.370 shall be made otherwise
than by competitive bid, and the Alaska Royalty O0Oil and Gas Develop-—
ment [ADVISORY] Board has been notified in writing of that determina—
tion, the ~commissioner shall make public 1in writing the specific
findings and conclusions upon which that determination 1is based.

(d 01l or gas taken in kind "y the state as 1its royalty share
may [NOT] be sold or otherwise disposed of for export from the state
unless [UNTIL] the commissioner determines that the vroyalty-in-kind
oil or gas 1is needed under (f) of this section [SURPLUS] to meet the
present [IAND PROJECTED] intrastate domestic and industrial needs of an
in-state refiner or processor and the legislature approves of the
negotiated export sale. The commissioner shall make public, in writ—
ing, the specific findings and reasons on which the commissioner®s
[HIS] determination 1is based [AND SHALL, WITHIN 10 DAYS OF THE CONVEN-—
ING OF A REGULAR SESSION OF THE LEGISLATURE, SUBMIT A REPORT SHOWING
THE IMMEDIATE AND LONG-RANGE DOMESTIC AND INDUSTRIAL NEEDS OF THE
STATE FOR OIL AND GAS AND AN ANALYSIS OF HOW THESE NEEDS ARE TO BE
MET ] .

(e) When a sale, exchange or o”er disposal of oil or gas taken
in kind by the state as 1its loyalty share, or a sale, exchange or
other disposal in whole or in part of a right to receive future roy—
alty oil or gas, under a state lease under AS 38.05.005 - 38.05.370 1is
made other than by competitive bid, the sale, exchange or other dis—
posal shall be awarded by the commissioner to the prospective buyer
whose proposal offers the maximum benefits to citizens of the state.
The commissioner shall consider

(1) the cash vaiue offered;

CSHB 600 (Res) -2-
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(2) the projected effects of the sale, exchange or other
disposal on the economy of the state;

) the projected benefits of refining or processing the
oil or gas in the state;

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

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

@) The commissioner may make a negotiated sale of royalty oil
under (a) of this section if the Royalty Oil and Gas Development Board
and the legislature approve of the sale and the commissioner finds
that the proposed purchaser 1is an in-state refiner or processor with
no other source of crude oil available to it at t.ie prevailing market
price of Ilike crude oil disposed of in Allocation Defense District
No. 5, other than a negotiated purchase of state royalty oil, and a
negotiated sale would be in the best interestofthe state based on
the criteria contained 1in AS 38.06.070.

(@ Within 10 days of the convening of a regular session of the
legislature the commissioner shall submit a report showing the immedi—
ate and long-range domestic and industrial needs of the state for oil
and gas and an analysis of how these needs are to be met.

Sec. 2. AS 38.05.020 1is amended to read:

Sec. 38.06.020. ESTABLISHMENT. There 1is established in the
Department of Commerce and Economic Developmentthe Alaska Royalty Oil
and Gas Development [ADVISORY] Board.

Sec. 3. AS 38.06.025(a) 1is amended to read:

(@) The board consists of two members of the senate appointed
the president of the senate, two members of the house of representa-—
tives appointed by the speaker of the house, [THE COMMISSIONER OF

-3- CSHB 600 (Res)
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COMMERCE AND ECONOMIC DEVELOPMENT; THE COMMISSIONER OF REVENUE;] the
commissioner of natural resources, who is a nonvoting member”~ [;] and
two [THREE] public members with oil and gas marketing experience.

* Sec. 4. AS 38.06.040 is repealed and reenacted to read:

Sec. 38.06.040. POWERS AND DUTIES OF THE BOARD. () The board
shall examine proposed sales, -exchanges or other disposal of, and
approve or disapprove a proposed sale, exchange or other disposal of

(1) the oil or gas that is obtained by the state as royalty
under AS 38.05.182; or

(2 the rights to receive future oil or gas production
under state leases; and

3) recommend to the commissioner of natural resources the
conditions relating to the sale, delivery, transportation, refining or
processing of oil or gas which the commissioner may include in the
offer and sale of oil or gas obtained by the state as royalty under
AS 31.05.182.

(b) The board may not approve a contract for the sale, exchange,
or other disposition of royalty oil not by competitive bid unless the
contract provides that the price of the oil is equal to or greater
than the average or prevailing net value of like crude oil disposed of
in Allocation Defense District No. 5.

(c) Notwithstanding (b) of this section, the board may approve a
contract for the sale, exchange, or other disposition of royalty oil
only if:

¢)) the contract price 1is not less than the highest
price at Pump Station No. 1 for equivalent crude, the weighted average
netback value of North Slope crude, or the weighted average netback
value of North Slope crude sold in Allocation Defense District No. 5,
whichever 1is higher;

CSHB 600 (Res) -4-
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) the contract contains a provision for the hiring of
residents of the state;

(3) the contract contains penalties for nonperformance;

(A) the contract includes a provision establishing a pref—
erence for refiners and processors operating in the state; and

(5) a material amendment to the contract may be mad
with the approval of the legislature.

(d) Approval b\ ie board of a negotiated sale or the method «¢
disposal under this auction may be rescinded by the legislature within
60 days 1if the legislature is 1in session when the board makes its
decision, within 60 days after convening the next regular session if
the legislature 1is not in session when the board makes 1its decision,
or within 10 days after convening a special session called for the
purposes of considering the board"s decision, whichever is the earlier
date.

Sec. 5. AS 38.06.050 1is amended to read:

Sec. 38.06.050. BOARD REVIEW [AND RECOMMENDATION] REQUIRED. (a)
IT board [LEGISLATIVE] approval 1is required by AS 38.06.055, a sale,
exchange, encumbrance, or other disposition of oil or gas or of the
rights or waiver of the rights to receive future production of royalty
oil or gas may not be made by the commissioner of natural resources
under AS 38.05.183 without prior approval [REVIEW] of the proposed
sale, exchange, encumbrance or other disposition by the board. [A
WRITTEN RECOMMENDATION OF THE BOARD ON THE PROPOSED SALE, EXCHANGE,
ENCUMBRANCE OR OTHER DISPOSITION OF OIL OR GAS OR OF THE RIGHTS OR
WAIVER OF THE RIGHTS TO RECEIVE FUTURE PRODUCTION OF ROYALTY OIL OR
GAS SHALL BE SUBMITTED TO THE LEGISLATURE AT THE TIME A RESOLUTION
APPROVING THE PROPOSED SALE, EXCHANGE, ENCUMBRANCE OR OTHER DISPOSI —
TION IS INTRODUCED IN THE LEGISLATURE.]

-5- CSHR fiDfHRnsl
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(b)Bids or applications for the purchaseof royaltyoil or gas
may be rejected by the[COMMISSIONER OF NATURAL RESOURCES [IFPRIOR
WRITTEN NOTICE OF THE PROPOSED DISAPPROVAL IS GIVEN TO THE] board.

(¢) Competitive bidding in a sale, exchange or other disposition
described in (@) of this section may not be waived by the [COMMIS—
SIONER OF NATURAL RESOURCES UNDER AS 38.05.183 UNLESS PRIOR WRITTEN
NOTICE OF PROPOSED WAIVER IS GIVEN TO THE] board except in the case of
negotiated foreign sale that requires 1legislative approval.

(d) (Repealed).

(¢) Notwithstanding (a) - (c) of this section, the commissioner
of natural resources may dispose of royalty oil or pas for a period of
30 days without approval of the board 1in the case of a marketing
emergency. The 30-day period mav be extended bv 30 additional davs
with the approval of the board.

Sec. 6. AS 38.06.055(a) is amended to read:

(@) The [IN ADDITION TO THE RECOMMENDATION BY THE BOARD REQUIRI

UNDER AS 38.06.050, THE] commissioner of natural resources may not
enter into a sale, exchange, or other disposition of oil or gas or of
the rights or waiver of the rights to receive future production of
royalty oil or gas under AS 38.05.183 without the prior approval of
the board [LEGISLATURE. THE LEGISLATURE MAY APPROVE A SALE, EXCHANGE,
OR OTHER DISPOSITION OF OIL OR GAS OR OF THE RIGHTS OR OF A WAIVER OF
THE RIGHTS TO RECEIVE FUTURE PRODUCTION OF ROYALTY OIL OR GAS ONLY BY
ENACTING LEGISLATION].

Sec. 7. AS 38.06.055(c) 1is amended to read:

©) A sale, exchange, or other disposition of oil or ga

under (b)(1) of this section may not be continued after the end of one
year or renewed with the same party to provide relief for market or

storage conditions without the prior approval of the board

CSHE 600(Res) -6-
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[LEGISLATURE] under (a) of this section.

* Sec. 8. AS 38.06.060 is amended to read:

Sec. 38.06.060. CONFIDENTIALITY. Notwithstanding AS 09.25.U0 -
09.25.120, the board may provide by regulation for the confidentiality
of those documents and records in 1its possession or control that
[WHICH] contain confidential business or marketing information the
protection of which 1is essential to the person who has submitted them
to the board or in the judgment of the board is essential to the best
interest of the state. [SUCH CONFIDENTIALITY, HOWEVER, SHALL NOT
PRECLUDE THE PROPER REVIEW BY THE LEGISLATURE.]

Sec. 9.. AS 38.06.080(1) 1is amended to read:

(¢)) "board™ means the Alaska Royalty Oil and C-as D

ment [ADVISORY] Board; and

* Sec. 10. AS 38.05.182(b) and 38.05.183(b) are repealed.
* Sec. 11. This Act takes effect immediately 1in accordance with AS 01.-

10.070(c) .

T8N 8=
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ANALYSIS

CSHB#600
9 March, 1984

The bill would allow for sale of royalty gas by other than competitive
bidding if the commissioner determines that the best interest of the
state does not require it or that no competition exists. The sale would
require approval by the Royalty Oil S Gas Development Board and the
Legislature.

When competitive bids are required, the commissioner would have the
ability to reject a bid consistent with state statutes.

The basic procedures fb public notice of specific findings and
conclusions h'. /e remained the same.

The bill would allow for negotiated export sale, if the royalty oil or gas
was not needed to meet intrastate domestic and industrial needs, and if
the legislature approved of the sale.

Sale of royalty oil other than by a competitive bid would be allowed to
in-state refiners, if the commissioner found that the refiner had no
other source of crude oil available to it at the prevailing west coast
market price, and the terms of the negotiated sale were approved by
the Board and the Legislature.

The bill restructures the present Royalty Oil & Gas Development
Advisory Board, calling for the new 7 member board to be made up of 4
members of the legislature, 2 from the Senate and 2 from the House,
the Commissioner of the DNR, as a non voting member, and two public
members with oil & gas marketing expertise. The board would then
have authority to approve or veto all sales and methods of dispositions
of royalty oil and gas. The Legislature would have the ability to
rescind any proposed sale within the first 60 days of a regular session,
or 10 days of a special session. The board would not be able to
approve a contract unless the price was equal to or greater than the
average or prevailing net value of a like crude sold on the west coast.
Likewise, in a competitive bid sale, the lowest acceptable bid would be
either the weighted average in-value price, or the average netback
value of a like crude solid on the west coast, or the posted price at
Pump Station No. 1 for equivalent crude, whichever is higher.

Any material amendments to a contract would require legislative
approval. The contract would have to include provisions for local
hiring, penalties for nonperformance, and preference for refiners and
processors operating in the state.

The bill would allow the commissioner the authority, in case of a
marketing emergency, to dispose of royalty oil for a period of 30 days
without the approval of the board or the legislature, and could extend
the period another 30 days with board approval.

A confidentiality provision is provided for confidential business or
marketing information obtained by the board or the legislature.

AGO 786786



ANALYSIS OF NEW CS FOR HB#600
Date: 19 March, 1984

The major changes in the new draft of CSHB#600 from the original CS,
heard by the Resources Committee Monday March 12th, deal with changes
in the organization and language of the bill in order that the method

and conditions for disposal of the states royalty minerals may be clearly
understood and easily referenced by all concerned. The substantive
content of the bill is unchanged, however, overlapping and repetitive
sections have been deleted. A sectional analysis follows:

Section 1 of the bill requires that the sale exchange or other disposal
of minerals obtained as royalties under AS 38.05.182, shall be by
competitive bid to the highest responsible bidder. Subsection (a) then
lists all the exceptions when bidding shall not be required when the
Commissioner finds that it's in the best interest of the state.

1.) For a negotiated export sale of royalty crude oil to a foreign

country or corporation.

2.) A negotiated sale to an in-state refiner under (f) of this

section.

3.) In the case of a marketing or storage emergency.

4.) For the sale of mineral royalties other than crude oil.

Subsection (b) allows the Commissioner with approval of the board to
reject any bid that lacks responsibility, or for reasons that are
consistent with the criteria of AS 38.06.070.

Subsection (c) calls for the commissioner to notify the board in writing
if the commissioner determines that competitive bidding should be
waved, and to make public the specific findings and conclusions upon
which the determinations are based.

Subsection (d) allows for the export sale of royalty oil or gas taken
in-kind, unless the commissioner determines that it is needed to meet
present in-state domestic and industrial needs of an in-state refiner,
and requires public notification of such findings.

Subsection (e) lists the considerations for the commissioner fo: a sale of
royalty oil or gas other than by competitive bid, for maximizing benefits
to citizens of the state.

1.) The cash value offered;

2.) The projected effects of the sale on the economy of the state;

3.) The projected benefits of in-state refining or processing;

4.) The ability of the buyer to supply a price benefit of the

refined product for the citizens of the state;

5.) The projected social and environmental impacts of the sale.

Subsection (f) is the criteria under which the commissioner may make a

negotiated sale of royalty oil with the approval of the Royalty Oil & Gas
Development Board, to an in-state refiner. The subsection states that

AGO 786787



before a sale may be negotiated that the commissioner shall find that
the in-state refiner has no other source of crude oil available to it at
the prevailing west coast market price other than a negotiated purchase
of state royalty oil, and that the sale would be in the best interests of
the state according to the considerations of (e) in the same section.
The commissioner is given 10 days from the signing of the contract to
submit the terms of sale to the board for approval. The legislature
maintains authority to rescind a sale under this section as provided in
AS. 38.06.055 (d), which is amended in Section 8 of this bill.

Subsection (g) stipulates conditions for the sale of royalty oil.
Requiring the price to De not less than the highest posted price at
Pump Station #1 for equivalent crude, the weighted average netback
value of North Slope crude, or the weighted average value of North
Slope crude sold on the west coast. Provisions are also included in
this subsection that provide for hiring state residents, penalties for
nonperformance, and legislative approval of any material amendments to
the contract.

Subsection (h) calls for the commissioner to submit a report showing
the immediate and long range domestic and industrial needs of the state
for oil and gas, and an analysis of how the needs are to be met, within
10 days of the convening of a regular session of the legislature.

Subsection (i) removes AS. 38.05.035 (a) (14), Powers and duties of
the director from applying to a sale of oil or gas under this section.
This eliminates overlapping authority found in this statute.

Section 2, drops the term advisory from the Alaska Royalty Oil and Gas
Development [Advisory] Board.

Section 3, reconstructs the Board to consist of two members of the
Senate, two members of the House, the commissioner of natural
resources as a nonvoting member, and two public members.

Section 4, amends AS 38.06.025 Membership,(b), by adding the word
marketing to the fist of petroleum related e\perience that public
members of the board are to possess, and replaces the word [HIS]
with "the governor's pleasure for three year staggered terms and
confirmed by a vote of a majority of the members of the legislature in
joint session".

Section 5, gives the board authority to examine, and approve or
disapprove all proposed sales, exchanges or ther disposal of royalty oil
or gas, by repealing AS 38.06.040, and reenacting it to have such
powers.

Section 6, repeals AS 38.06.050 BOARD APPROVAL, and reenacts it
provicTTng for board approval of all disposition of oil or gas, an adding
an emergency provision that allows the commissioner to dispose of
royalty oil or gas for a period of 30 days without approval of the board
or iegisiature in the case of a marketing or storage emeigency. Also
allows the 30 day period to be extended with approval of the board.

AGO 706788



Sect'on 7, allows the board to approve a negotiated sale of royalty oil
or gas to a foreign country or corporation as long as it is approved by
an act of the legislature.

Section 8, adds a new subsection to AS 38,05.055 that allows the
legislature to rescind a negotiated sale to an in-state refiner within 60
days during a regular session, and within 10 days of a special session
called for such purpose.

Section 9, provides for confidentiality of business or marketing
information essential to the person who has submitted them to the
board.

Section 10, drops the word advisory from the definition of the "board".
Section 11, amends AS 38.06 by adding a section to read: "Sec.
38.06.090 APPLICABILITY OF OTHER LAW. AS 33.05.035 (a) (14) does
not apply to a sale, exchange, or other disposal of oil or gas under

this chapter.” In order to clarify the statutes.

Section 12, repeals statutes that are no longer necessary.

AGO 786789
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3/19/84 y/
Original sponsors: Cowdery, Lindauer,
Bussell and Bettisworth
IK THE HOUSE BY THE RESOURCES COMMITTEE
CS FOR HOUSE BILL NO. 600 (Resources)
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to royalty oil; and providing for an
effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATEOF ALASKA:
* Section 1. AS 38.05.183 1is amended to read:
Sec. 38.05.183. SALE OF ROYALTY. (@) The sale, exchange or

other disposal of a mineral obtained by the state as aroyalty under
AS 38.05.182, or the sale, exchange or other disposal in whole or ill
part of a right to receive future mineral production under a state
lease under AS 38.05.005 - 38.05.370, shall be by competitive bid and
the sale, exchange or other disposal made to the highest responsible
bidder. Competitive [, EXCEPT THAT COMPETITIVE] bidding 1is not re—
guired when the commissioner, after prior written notice to the Alaska
Royalty Oil and Gas Development [ADVISORY] Board under AS 38.06.050,
determines that the best interest of the state does not require it and
the sale 1is: L
er

(1) a negotiated “export! sale of oil~to a foreign country or
corporation;

(2) a sale of oil to an in-state refiner or processor under
(f) of this section;

(3) an emergency sale of oil under AS 38.06.050(b); or

(4) a sale of mineral royalties other than oil [OR THAT NO

COMPETITION EXISTS].

) When competitive bids are required, the commissioner, afte

prior written notice to the Alaska Royalty O0il and Gas Development

-1- CSHB 600 (Res)
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[ADVISORY] Board, may reject all bids 1if the commissioner with the
approval of the board [HE] determines that because of the amount of
the bids, the lack of responsibility on the part of the bidders, or
for reasons consistent with the criteria setout in AS 38.06.070, the
acceptance of the bids would not be in the best interest of the state.

(©) IT the commissioner determines that a sale, exchange or
other disposal of a mineral obtained by the state as a royalty under
AS 38.05.182 or of a right to receive future mineral production under
a state lease under AS 38.05.005 - 38.05.370 shall be made otherwise
than by competitive bid, and in the case of a sale of oil or gas the
Alaska Royalty Oil and Gas Development [ADVISORY] Board has been
notified in writing of that determination, the commissioner shall make
public in writing the specific findings and conclusions upon which
that determination 1is based.

(d) Oil or gas taken 1in kind by the state as 1its royalty share
may [NOT] be sold or otherwise disposed of fox export from the state
unless [UNTIL] the commissioner determines that the royalty-in-kind
oil or gas 1is needed under (f) of this section [SURPLUS] to meet the
present [AND PROJECTED] intrastate domestic and industrial needs of an
in-state refiner or processor. The commissioner shall make public, in
writing, the specific findings and reasons on which the commissioner®s
[11IS] determination 1is based [AND SHALL, WITHIN 10 DAYS OF THE CONVEN-—
ING OF A REGULAR SESSION OF THE LEGISLATURE, SUBMIT A REPORT SHOWING
THE [IMMEDIATE AND LONG-RANGE DOMESTIC AND INDUSTRIAL NEEDS OF THE

t
STATE FOR OIL AND GAS AND AN ANALYSIS OF HOW THESE NEEDS ARE TO BE

MET] .
(e) When a sale, exchange or other®" disposal of oil or gas taken
in kind by the state as 1its royalty share, or a sale, exchange or

other disposal in whole or 1in part of a right to receive future

CSHB 600 (Res) -2-
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royalty oil or gas, under a state lease under AS 38.05.005 - 38.05.370
is made other than by competitive bid, the sale, exchange or other
disposal shall be awarded by the commissioner to the prospective buyer
whose proposal offers the maximum benefits to citizens of the state.
The commissioner shall consider

(D the cash value offered;

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

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

(4) the ability of the prospective buyer to provide refined
products or by-products for distribution and sale 1in the state with
price or supply benefits to the citizens of the state; and

(5) the projected social and environmental impacts of the
transaction [CRITERIA LISTED IN AS 38.06.070(a)]-

(f) The commissioner may make a negotiated sale of royalty oil
under (@) of this section if the Royalty 0Oil and Gas Development Board
approves of the sale and the commissioner finds that the proposed
purchaser 1is an in-state refiner or processor with no other source of
crude oilavailable to it at the prevailing marketprice of like crude
oildisposed of in Petroleum AllocationDefense District No. 5, other
than a negotiated purchase of state royalty oil, and a negotiated sale
would be in the best interest of the state based on the criteria
contained in (e) of this section. The commissioner shall submit to
the board the terms of a proposed sale under this subsection within LO
davs after the signing of a contract for that sale. The legislature
may rescind a sale under this subsection as provided 1in AS 38.06.-
055(d) .

()] The commissioner may enter a contract for the sale,

3 C511B 600(Res)
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exchange, or other disposition of royalty oil only 1if: (1) the- con—
tract price is not less than the highest posted price at Pump Station
No. 1 for equivalent crude, the weighted average netback value of
North Slope crude, or the weighted average netback value of North
Slope <crude sold in Petroleum Allocation Defense District No. 5,
whichever is higher; (2) the contract contains aprovision for the
hiring of residents of the state: (3) the contract contains Densities
for nonperformance; (4) a material amendment to the contract nav be
made onlv with the approval of thelegislature. The commissioner
shall give a preference to refiners and processors operating in the
state.

(h) Within 10 days of the convening of a regular session of the
legislature the commissioner shall submit: a report showing the immedi—
ate and long-range domestic and industrial needs of the state for oil
and gas and an analysis of how these needs are to he met.

(i) AS 38 .05.035(a)(14) does not applv to a sale, exchange, or
other disposal of oil or gas under this section.

Sec. 2. AS 38.06.020 1is amended to read:

Sec. 38.06.020. ESTABLISHMENT. There is established in the
Lepartncr.c of Commerce and Economic Development the Alaska Royalty Oil
and Gas Development [ADVISORY] Board.

Sec. 3. AS 38.06.025(a) is amended to read:

(a) The board consists of two members of the senate appointed
the president of the senate, two members of the house of representa—
tives appointed by the speaker of the house. [THE COMMISSIONER OF
COMMERCE AND ECONOMIC DEVELOPMENT; THE COMMISSIONER OF REVENUE;] the
commissioner of natural resources, who is a nonvoting member”® [;] and

two [THREE] public members.

* Sec. 4. AS 38.06.025(b) 1is amended to read:
CSHB 600(Res) -4-
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) Each of the public members shall possess experience in
petroleum-related fields 1in such areas as marketing exploration,
development, production and economics, and shall be appointed by the
governor to serve at the governor®s [HIS] pleasure for three-year
staggered terms and confirmed by a vote of a majority of the members
of the legislature 1in joint session. The public members .may not be
state officers or employees.

Sec. 5. AS 38.06.040 is repealed and reenacted to read:

Sec. 38.06.040. POWERS AMD DUTIES OF THE BOARD. The board
shall examine proposed sales, exchanges or other disposal of, and
approve or disapprove a proposed sale, exchange or other disposal of
(1) the oil or gas that 1is obtained by thestate as royalty under
AS 38.05.182 or (2) the rights to receive future oil or gas production
under state leases. The board shall recommend to the commissioner of
natural resources the conditions relating to the sale, delivery,
transportation, refining oi processing of oil or gas which the
commissioner may 1include in the offer and sale of oil or gas obtained
by the state as royalty under AS 38.05.182. n
Sec. 6. AS 38.06.050 is repealed and reenacted to read:

Sec. 30.06.053. BOARD APPROVAL. (a) A sale, exchange, encum—
brance, or other disposition of oil or gas or of the rights or waiver
of the rights to receive future production of royalty oil or gas may
not be made by the commissioner of natural resources under AS 38.05.-
183 without prior approval of the proposed sale, exchange, encumbrance
or other disposition by the board.

(b) Notwithstanding (a) of this section, the commissioner of
natural resources may dispose of royalty oil or gas for a period of ?
days without approval of the board or legislature 1in the case of a
marketing or storage emergency. The %gf—day period may be extended

-5- CSHB 600 (Res)
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with the approval of the board.
* Sec. 7. AS 38.06.055(a) is amended toread:

(a) In addition to the approval [RECOMMENDATION] by the boal
required under AS 38.06.050, the commissioner of natural resources
may not enter 1into a sale, exchange, or other disposition of oil or
gas or of the rights or waiver of the rights to receive future
production of royalty oil or gas with a foreign country or corporation
under AS 38.05.183 without the prior approval of the legislature. The
legislature may approve a sale, exchange, or other disposition of oil
or gas or of the rights or of a waiver of the rights to receive future
production of realty oil or gas only by enacting legislation.

* Sec. 8. AS 38.06.055 is amended by adding a new subsection to read:

(d) Rescission by the legislature of a sale to an 1in-stat
refiner under AS 38.05.183(f) shall occur within 60 days of when the
board makes 1its decision if the legislature 1is in session when the
board makes its decision, within 60 days after convening the next
regular session if the legislature 1is not 1in session when the board
makes i1ts decision, or within 10 days after convening a special
session called for the purposes of considering the board®"s decision,
whichever 1is the earlier date.

* Sec. 9. AS 38.06.060 is amended to read:

Sec. 38.06.060. CONFIDENTIALITY. Notwithstanding AS 09.25.110 -
09.25.120, the board may provide by regulation for the confidentiality
of these documents and records in its possession or control that
[WHICH] ~contain confidential business or marketing 1information the
protection of which is essential to the person who has submitted them
to the board or in the judgment of the board is essential to the best
interest of the state. [SUCH CONFIDENTIALITY, HOWEVER, SHALL NOT
PRECLUDE THE PROPER REVIEW BY THE LEGISLATURE.]

CSHB 600(Res) -6-
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* Sec. 10. AS 38.06.080(1) 1is amended to read:
(¢)) "board”” means the Alaska Royalty Oil and Gas Develop—
ment [ADVISORY] Board; and
* Sec. 11. AS 38.06 is amended by adding a new section to read:

Sec. 38.06.090. APPLICABILITY OF OTHER LAW. AS 38.05.035(a)(14)
does not apply to a sale, exchange, or other disposal of.oil or gas
under this chapter.

* Sec. 12. AS 38.05.182(b) and AS 38.06.055(b) and (c) are repealed.
* Sec. 13. This Act takes effect immediately 1in accordance with AS 0.1.-

10.070(c).

-7- CSHB 600(Res)
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§ 3805183 Public Lands § 3805183

?as,shal_l be taken in kind unless the commissioner determines that the
aking in money would be in the test interest of the state.

The commissioner shall submit a determination,to take royalty

in‘money to the legislature at the first opportunity during a current
session or, if the legislature is not in session, at the next reqular ses-
sion, The legislatufe, within 60 days or by the adjournmgnt of the
session, whichever comes sooner, may revoke the_determination by
concurrent_resolution, S§ 1¢h 56 SLA 1970; am § 7 ch 71 SLA 1971
am S 1ch 9 SSSLA 1974: am § 5¢h 218 SLA 1976; am § 1ch 146 SLA
1977, am § 8 ch 112 SLA 1980)

Effect of amend.ncnts. — The 1980 inoui}'™ following "best. interest of thg
amendment deleted “ill" following "in  state,” and n ‘Subsection (b), delete
kind unless,” and deleted "and (2) the “approved under (a) of this section"
Alaska Ro%alty 0il and Gas Development  following "to take royalty in money.”
Advisory Board approves the taking in

NOTES TO DECISIONS

Quoted in McKinnon v. Alpetco Co..
Suzo. Gl Op. No. 2113 (File No. %*16). 633
I'.2d 281 U981).

.Sec. 38.05.183. Sale of royalty, (a) The sale, exchange or other
disposal of a mineral obtained by the state as a,royaltr under AS
38.05.182, or the sale, exchange or other disposal in Whole or in part
of a right to receive future mineral E)roducnon under a state lease
under AS 38.05.005 — 38.05.370, shall be by competitive hid and the
sale, exchange or other disposal made to the Highest responsible bidder,
except that “competitive bidding is not required when the commis-
sioner, after prior written notice to the Alaska Royalty Oil and Gas
DeveloPment Advisory Board under AS 38.06.050, determines thaf the
2§|S§t S|n erest of the state does not require it or that no competition

(> When competitive bids are required, the commissioner, after
prior written notice to the Alaska Royalty Oil and Gas Development
Advisory Board, ma%/ reject all bids if he determines that because of the
amount ofthe bids, the 1ack ofresponsibility on the part ofthe bidders,
or for reasons consistent with the criteria set out in AS 38.06.P70, the
acceptance of the bids would not be in the best interest of the state.

tel If the commissi ¥ determines that a sale, exchange or other
d|s%osal of @ mineral obtained by the state as a royalty” under AS
38.05.182 or 0 nght to receive future mineral production under a
e(ate lease under AS 38.05.005 — 38.05.370 shall be made otherwise
than by competitive bid, and the Alaska Royalty Oil and Gas
Development Advisory Board has been notified in writing of that detey-
mination, the commigsioner shall make public in writing the specific
findings and conclusions upon which that determination”is based.
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§ 38.05.183 Alaska Statutes Supplement § 38.05.183

(d) Oil or (t;as taken in kind by the state as ifs royalty share ma}/ not
be'sold . otherwise disposed of for export from ‘thestate until the
commissioner determines that the royaltv-in-kind oil or gas is surplus
to the present and projected intrastate domestic and industrial. negds.
The commissioner shall make public, in writing, the specific flndm%s
and reasons on which his determination 1s based and shall, within_ 10
days of the convening of a reqular session of the legislature, submit a
report showing the immediaté and long-range.domestic and industrial
Poe des r%%he state for oil and gas and an"analysis of how these needs are

(eh When a sale, exchange or other disposal ofoil or gas taken in kind
by the state as its royalty'share, or a sale, exchan?e or other disposal
In whole or in part ofa right to receive future royalty oil or gas. under
a state [ease under AS 3° 0J.005 — 38.05.370 is made othér than by
competitive hid, the sale, exchange or other disposal shall be awarded
by the commissioner to the prospective bu¥er whose proposal offers the
maximum benefits to citizens of the state. The commissioner shall
cor.Siue,
1) the cash value offered: _

the ro;}ected effects of the sale, exchange or other disposal on the
ec?g) my of the State;
he State: _ _ _
(‘) the ability of the prospective buyer to provide refined products or
e

)

0 f
the projected henefits of refining or processing the ail or gas in
Ben %oducts for'distribution and sale ‘in the state with price or supply
S

—

Its to the citizens of the state: and
SS the criteria listed in AS 38.06.070(a. (§ 1ch 56 SLA 1970; am
ch 9 SSSLA 1974; am 9, 10ch 112 SLA 1980,

Effect of uinondments. — The, |8280 subsection. (cl, substituted "lias been
amendment, in subsection U, substituted notified in " writing of for “where
“after prior vritlcn notice to" for "with the  applicable lias ,aﬂproved"; in subsection
grlor written approval of and "under AS i\lll, deleted "with the approval of the
8.06.050“ lor "where applicable.”" near  Alaska Royalty Oil and (ins Development
th%end of Ihe subsection; In subsection <)L Advisory Hoard" foIIowm% "until the com-
substityted "after prior written notice t0"  missionér"; and added subsection (el.

for "with the prior written approval of; In

NOTES if) DECISIONS

_ Waiver of competitive bidding. —An  contract  In comcgitive bidding.

initial waiver of competitive ?iddmg andn %é non v. A B% ﬁﬂ(lowk

second walver at the time of amendment ile No.
removed any obligation to open the
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Sec. 38.0(5.020. Establishment, There isestablished in the Depart-
ment of Commerce and Ecopomic Develc%gment the Alaska Royalty Qi

d
BT

d Gas Deveglaf%%g]ent Advisory hoard.

Effect of amendments. — The 1980
amendment substituted "Commerce and

.Sec. 38.0(5.025. Membership, (

p. @

sioner of commerce and economic

2.ch 9 SSSLA 19747 am § 1

Economic  Development” for "Natural
Resources.

The board consists of'.he commis-
evelopment: the commissioner of

revenue; the commissioner of natural resources, who ts a nonvotinir

member; and three public members. _ ,
public members shall possess experience in

b) Each of the

petroleym-related fields in such areas as exploration, development,

production and economics, and shall

be appointed by the governor to

serve at his pleasure for three-year sta?gered terms and confirmed by

a vote of a majority of the menibers of

e legislature in joint session

The public mémbers may not be state officers or employees, _
() Achairman shall ie elected by the hoard from among the public

members.
to
(

(g) Apublic member, upon the expiration of his term, shall continue
old office_until his syccessor Is aRpomted and guahﬂes.
e) Vacancies in public members

Ip shall be filled in the same

manner as orlﬂ%nal appointment. An appointee to fill a vacancy shall

hold office for

the authority of a quorum of
OWers an
gLA 1975 am S 2 ch 112 SLA

. Effect of iimoiulment*!, — The 1980
limundmunt restructured the section into
present subsections tit)— to); in subsection
éa), substituted “commerce” and economic
development™ lor "natural resoyrces, who
IS chairman," substituted a semi-colon for

e balance of the term for which his predecessor’on the
hoard was appointed. AvacancY in hoard mempership dies 1

he hoard members t0 exercise all the
d duties of the board. S%S%fh 9 SSSLA 1974; am g 8 ch 207

dies not impair

n comma following "commissioner of reve-
nue,” and inserted “the commissioner. of
natural  resources, who Is a nonvnting
member"; added the provisions of subsec-
tionid: and substituted "until" for “under
In subsection td).

Sec. 38.0(5.035. Meetings, rules, quorum, votes required; con-
flict of interest, ([a)_Th board shall prescribe its own rules of proce-
dure. It shall meet il a time and place determined by the chairman,
and at other times and places as the chairman, or a majority of the
hoard members, considers necessary. A guorum Is a matjjonty of the

recor

votlng members of the board. The votes of the board mem
ed. Effective action to carry out the powers granted under AS

ers shall be

38.06.010 — 38.06.080 requires the affirmative vote 0fa majority ofthe

hoard members. No hoard member may

with respect to a matter before

the hoard, vote for or on behalf of another member of the board.
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§ 38.06.040 Public Lands § 3S.06.040

sz_ No member of the board may act upon a matter in which his
relationship with any person creates’a conflict of interest. No board
member may have an official connection with qr hold stock or securities
In. or have a pecuniary interest in, a corporation, comPany 0 associa
tion_engaged in the production or transportation of oil or'gas. (S 2 ch
9 SSSLA™1974; am § 3 ¢h 112 SLA 1980)

Effect of amendments. — The 1980  "voting" preceding "members';'m the third
amendment, In subsection (al, inserted  sentente.

hSIeIC' 38.06.040. Powers and duties of the board, a) The board
sha

(ll) in accordance with the criteria set out in AS 38.0C.070 develop
a P an for the wise development of the state’s oil and gas royalty
Interests; the plan of development shall be consiv.ent with

A) growth of the private sector of the economy:;

B) énvironmental standards required by law; and

public fiscal stability;

() hold public hearings on proposed sales, exchanges, or other
disposals of royalty ail or gas to determine whether the proposals com-
ply with AS 38.06.070; _

1> examine ﬁroPos_ed sales, exchanges or other disposal of. and
recommend tc the eﬁwlature that it approve or disapprove a proposed
sale, exchange or other disposal of
38(6 8 2t.h%ron or gas that is obtained by the state as royalty under AS

iB) the rights to receive future ol or gas production under state

an
(4 recommend to the commissioner of natural resources the condi-
tions relating to the sale, delivery, transportation, refining or ‘pro-
cessing of ail"or t%Jas which he may include’ in the offer and sale of ail
or_%as obtained %athe state as royalty under AS 38.05.182.

y

i0) The board
<1§d|rect the commissioner of natural resources to solicit
devélopment plans or hids consistent with the criteria set out in AS
08.06,070 for . . .

IA) the sale, exchange or other disposal of oil or gas obtained by the
state as royalty under-AS 38.05.182; or _
(1Bl the Sale, exchange_or other disposal of all or a portion of the
rights to receive future oil or gas production under a state lease;

<> employ an executive director, and contract_for the services of
professionals, persons with k_nowledﬂe of economics and other disci-
plines, and_ persons with technical skifls who may he necessary to assist
Ihe bottl'd in the exercise of its Rowers and duties; and

t|t? adopt regulations under tne Administrative Procedure Act (AS
11(2.0i1) —4 .62.650& that are necessary for the exercise of its powers
and duties. (S 2 ch 9 SSSLA 1974, am S 4 ch 112 SLA 1980)
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§ 38.06.050

Effect of amendments. — The 1950
amendment rewrote the section.

Alaska Statutes Supplement

38.06.055

Sec. 38.06.050. Board review and recommendation required.
(ai Iflegislative approva! is required by AS 35.06.055. a sale, exchange,

encumbrance, or other dis

osition ofoil or gas or ofthe rights or waiver

of the rights to receive fuPure production Of royalty oil or gas may not

be made

by the commissioner of natural resources under AS 38.05.183

without prior_review of the proposed sale, exchange, encumbrance or

other disposition by the hoard.
on the proposed safe
or gas or of the ”Ph
tion of royalty ol

written recommendation of the board
exchange, encumbrance or othey disposition of oil
ts or waiver of the rl_(IJh'[S to receive future prodyc-
or gas shall be submi

ted to the legislature at the

time a resplufion agp,ro_vln% the proposed sale, exchangg, encumbrance

or other disposition is intr

b) Bids or applications_for the tp

the commissioner o

rejected
; %e proposed

notice of t

duced in the legislature.

urchase dfroyalty il or gas may be
natural resources if prior wri
disapproval is given to the board,

ten

(c) Competitive bidding in a sale, exchange or other dispasition de-

scribed in (a) of this section mag no

natural resources under AS 3

t be waived by the commissioner of
05.183 unless prior written notice of

proposed walver is_given to the board.
(d) (Repealed). (872 ch 9 SSSLA 1974: am S5 ch 112 SLA 1980)

Effect of amendments, — The 1980
gm%nd_ment, in subsecﬁlon in), substjtuted
If legislative approval Is required by AS
38.06.055, a" for "No" at the beginning of
the subsection, inserted "not ?rece _m?
"be made bg" near the middle of the firs

sentence, deleted “the" following "

38.05.183 without” near the middleof the
first sentence, substituted "review of the
proposed sale, exchange, encumbrance or
other disposition bg" for “written approval
ol" In the first senténce, and added the sec-
ond sentence, in subsection (In, deleted
"not" following "oil or ?as may," substi-
tuted "if for "without the" “preceding

"prior written,” and substituted "notice of
tile proposed disapproval i Plven to" for
I':api)roylal of>in subsection icl. substituted
unless” for "without the precedm?_ prior
written,” and  substituted "notice of
proposed waiver is fglven to" for "approyal
0f’; and deleted former subsection id),
which read; "The board may require condil-
tions relating to the sale, delivery, trans-
Portanon. or refining or processing within
he state to be included by the Commis-
sioner 0" natural resources’ in the offer of
and sale by competitive bidding of ail or
%as obtained by the state as royalty under
S 38.05.182.

NO TESTO DECISIONS

Stated in McKinnon v. AI%etco Co.,
Sup. Ct. Of' No. 3313 (File No. 5546), 633
IVJd 381 11981).

Sou. 38.06.055. Legislative approval,
mendation by the board required under

ag In addition to the recom-
38.06.050, the commis-

sioner ofnatural resources may not enter into a sale, exchange, or other
disposition of qil or ?as or of the rights or waiver of the rlgghts tq receive

future production o

royalty oil or'gas under AS 38.05.1

without the
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S 35.06.060 Public Lands § 38.06.070

prior approval of the legislature. The legislature m_a)A approve a sale,
exchange, or other dispasition of oil or gas or ofthe rights or ofa waiver
of the, rightsto receive future production of royalty il or gas only by
en_actlnﬁ legislation, , _

ib) The provisions of ag of this section do_not apply to

the sale, exchange, or other disposition of oil or qas for one Year

or less if the sale, exchange, or other disposition is entered into 10
relieve storage or market conditions; _ _

t2) contracts for the sale of state-owned royalty gas or oil that specify
the sale and deljvery of not more than

A) -100 barrels of crude oil per day;

B) 460 barrels of natural gas liquids per day: and

| 2,400 Mcf of natural gds per day, . _

_ «:] A sale, exchange, or other dispasition of oil or gas made under
ibit1rof this section may not be continued after the end of one year or
renewed with the same” party to provige relief for market or Storage
conditions without the Rnor approval ofthe Iegmlature under (af of this
section, tg 2¢ch 9 SSSLA 1974 am S 2 ch 146 SLA 1977: am § I¢ch 131
SLA 197S:am S6ch 112 SLA 1980)

Effect of amendments. — The 1978 QOpinions ot attorney,?_eneral. —The
amendment substituted ~ “storage or legislature may not conditionally apaprove
market conditions” for "a shortage of a tontract since such conditional accep-
etorage ca?acny" at the end of the first  tance 1S in law a rehectlon of the offer and
sentence of subsection ta>. added the sec-  the contract would have to be returned for
ond sentence of that subsection, and renegotiation. February 23, 1977, Op.
deleted 'L'ntil JuI)(, 1 1975" from the  Att'v Gen.

be]qlnnm -if subsection «).

i he 1980 amendment rewrote the .Sec-

ion.

NOTES TO DECISIONS

Quoted in McKinnon v. Alpctco Co-
Sup. Cl. Op. No. 2113 (File No. VHE). (38
[*2d 231 119811

Sec. 38.06.060. Confidentiality.

Opinions of attorney Heneral. —The  vided that the hoard determines that they
chairman of the Alaska Royalty Oil and should remain confidential, and in addi-
Gas Development Advisory Hoard may tion. the commissjoner may advise the
accurately represent to various private companies that documents which the
companies that documents they provide to  hoard determines will not he kept confi-
ihe ‘hoard may he held confidential and ~dential wiil he returned to them.
will not be subject to public disclosure, pro- ~ Septcinbci 2. 1977. Op. Atl'v Gen.

Sec. 38.06.070. Criteria, ta> In [lit; exerci.se of its powers under AS

35,06,040d) — (2) and 38.06.05Q the bgard shall consider
d> tﬂe re?venu(e)needs and6 pro(}ected ﬂscal cond|t|oonlo? the state;

89

AGO 786802



8 38.06.070 Alaska Statutes Supplement § 3&06070

(2) the existence and extent of present and projected local and
regional needs for oil and gas products and. by-products, the effect of
state or federal commodity allocation requiréments whlc_h_mlght be
applicable to those products and by-products, and the priorities dmong
competing needs; _ o _

(3) the™ desirability of localized capital investment, increased
payroll, secondary d_evelo_P_ment and other Eossmle effects of the saie.
exchange or other disposition of oil and %a or hoth;

4) the projected social |m,oacts of the Transaction;

. (5) the projected additional costs and responsibilities which could be
imposed ‘upon the state and affected political subdivisions by
deveIoRme t related to the fransaction; _

(6) the existence of specific local or regional labor or consumption
markets or both which should be met by'the transaction:

(1) the projected positive and negative environmental effects related
to the transaction; and _ »

8) the projected effects of the proposed transaction upon existing
private commercial enterprise an _Batterns_of Investments.

b) When it is economically feasinle and in_the public interest, the
board may recommend tg the' commissioner of natural resources, as a
condition of the sale of ail or gas obtained by the state as royalty, that

1) the ail or gas be refingd or processed’in the state;

2) the purchaser be a refiner who supplies products to the Alaska
market with price or supPIy benefits to state citizens; or |

(3) the purchaser constrdct a processing or refining facility in the

ate.

_([c) The board shall make a full report to the legislature qn each
critérion specified In (a) or Ib), of this_section for any disposition of
royalty oil or gas which requires legislative apRrovaI. The board’s
report'shall be submitted for legislativé review at the time ofresolution
for legislative approval ofa praposed disposition of royalty ail or 1gas IS
Introduced.in the Iegyslature. gS 2¢ch 9SSSLA 1974; am S 2ch 13T SLA
1978; am § 7 ch 112 SLA 1930)

Effect of (intendments. — The 1978  Th. 1980 amendment rewrote subsets
amendment added subsection (cl. tion th).

NOTES TO DECISIONS

Juotctl in McKinnon. v, AIPetco_ Co.
up, Ct. Op. No. 2413 (Kilo No. fuVKii, 333
\20 281 sl

—w
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REMARKS V/ KAY BROWN, DIRECTOR
Division of 0il and Gas
Department of Natural Resources

on
Proposed CS for HB 600 (Resources)
March 13, 1984

Mr. Chairmen, members of the Committee - For the record I"m
Kay Brown, director of the Division of 0Oil and Gas,
Department of Natural Resources. Thank you for this

opportunity to address the proposed Resources Committee
Substitute for House Bill 600, which revises the royalty
disposition statutes.

1"d like to address in more detail the general concepts
Commissioner Wunnicke has outlined. Most of my comments
today are focused on the changes proposed in the CS, but, as
Commissioner Wunnicke mentioned, there are a number of other
changes we would like to see if a comprehensive rewrite of
these statutes 1is undertaken.

We believe the statutes could be improved by consolidating
and clarifying procedural requirements for royalty sales.

As written, the proposed CS does not accomplish this goal.
Generally, 1 believe we could rely on the general Title 38
disposition procedures 1in AS 38.05.035 and .345, which apply
to all disposals of interest in State land or resources, and
that many of the separate procedural requirements in

AS 38.05.182, .183 and AS 38.06 could be consolidated, or
eliminated. Alternatively, royalty dispositions could be
exempted from .035 and .345. Whichever approach is
preferred, these conflicting and overlapping procedural
requirements should be reconciled.

The statute should clearly state when competitive bidding 1is
or is not required. The proposed CS addresses the
determination to sell royalty resources by competitive bid
or negotiated sale in several places. For clarity, the
exemptions from competitive bidding should be consolidated
into a single section. We believe 1t is appropriate and
desirable to allow negotiated sales in at least four
circumstances:

1. royalty oil sales to in-state refiners with no
other sources of crude available at the prevailing
West Coast price;
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2. royalty oil sales to foreign countries, should
these be permitted by federal law;

3. sales of royalty resources other than royalty oi”;
and

4. emergencies.

It should "be noted that several subsections of AS 38. 05. 183
apply to royalty sales of coal, geothermal, phosphates, oil
shale, sodium, sulphur, potassium, placer gold and hardrock
minerals, as well as oil and gas. The change proposed 1in
Section 1, subsection (@) of the proposed CS, read in
conjunction with the other proposals in the CS, apparently
would require competitive bidding in all cases for royalty
resources other than oil and gas.

We think it is preferable uo leave more flexibility for
royalties other than oil and gas as it is difficult to
foresee at this time what situations might arise in the
future that would affect the marketing and sale of non-oil
and gas royalty resources.

With respect to restructuring the royalty board, as a policy
matter we oppose the board having decision-making authority
and we recommend that it remain an advisory board. |
understand that the Department of Law has some comments to
offer on this point, and Bob Maynard will be discussing this
in his testimony.

1"d now like to provide some brief section-by-section
comments:

The changes proposed in Section 1 of the proposed CS are
generally an improvement over the existing statute, 1if the
competitive bidding v. negotiated sale criteria are
clarified as | have discussed.

In subsection (e) beginning at page 2, line 21, we suggest
that you drop the fifth item, which references the royalty
board criteria in AS 38.06.070(a).

In Section 3 subsection (a) of the proposed CS, the new
expertise required of public board members - oil and gas
marketing experience - seems to conflict with the existing
criteria in subsection (b).

The new subsection (&) in Section 4 of the bill has a
structural problem in item (3).

The price change proposed in.subsections (b) and (c) of

Section 4 seem to be in conflict. The provision in
subsection (c)(1) needs o be clarified as to whether it
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applies both to negotiated and competitive sales, since if
.it does apply to both, then (b) apparently would not be
applicable. As a policy matter, we think it is workable and
appropriate to establish a floor for both competitive and
negotiated sales, as long as the floor is flexible enough to
accommodate changing circumstances over time. We believe
the contract price provision is more properly placed in

AS. 38. 05,. 183.

With respect to Subsection (c)(2) relating to the hiring of
Alaska residents, as you are probably aware court challenges
continue on the constitutionality of local hire provisions.
Bob Maynard will be addressing this 1issue in his testimony.
Is Subsection (c)(2) intended to apply to competitive sales?
We don"t think that it is workable to require companies
exporting oil out of the State to hire Alaskans if there 1is
no work in Alaska associated with the sale. As you know,
however, we have included local hire provisions in
negotiated sales to in-State refiners, and we will continue
to do so to the extent legally possible.

Subsection (c)(@) relating to a preference for in-state
refiners seems appropriate as a policy but inappropriate and
unworkable as a contract term, particularly it it applies to
competitive sales, and should be dropped from this section.

Subsection (c)() should be revised to provide that material
amendments which reduce the State®"s price or other
consideration will be subject t.o legislative review, rather
than all material amendments. This provision as written
could discourage the Commissioner from seeking a higher price
in contracts with price reopeners, since the status quo or
current price would be the only circumstance not requiring
legislative approval.

Throughout the proposed CS, it should be clearly stated when
a royalty contract is subject to board approval and
legislative review. As now written, the proposed CS is
confusing on this point.

Section 5, subsection (b), as now written conflicts with

AS 38.05.183(b), which gives the commissioner of DNR the

authority to reject bids. We think this function is more
appropriate for the commissioner than the board.

Section 5, subsection (c), as revised in the CS conflicts
with AS 38.05.183(a). Competitive bidding should be waived
by the commissioner, with prior written notice to the board.

With regard to the emergency marketing provisions of

Section 5 of the CS (p. 6, line 7), we recommend that 1in an

emergency the commissioner be given the authority to dispose
of royalty oil or gas for up to six months withcut board or

legislative approval, since 6 months is the time required to
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revert to in-value taking under the terms of state leases
and unit agreements. It should be noted that under the
proposed CS as written, the emergency marketing provisions
in Section 5 of the bill seem to conflict with the existing
exemptions in AS 30.06.055(b), which under the proposed CS
become exemptions from board, rather than legislative,
approval. In other words, if you leave in the proposed
changes 1in Section 6 of the bill, the emergency marketing
provisions of Section 5 are unnecessary.

Generally, we like the changes proposed in Sections 6 and 7
of the CS.

In Section 10 of the CS, we agree that &S 38.05. 182 (b)
should be repealed. Do you really intend to repeal .183(b),
as this section is retained in Section 1 of the bill?

Thank you for the opportunity to comment. I would be happy

to work with you on specific language to implement these
suggestions.
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STATE OF ALASKA 1984 LEGISLATIVE SESSION

FISCAL NOTE

Revision Date: March 20, "84 |

REQUEST FISCAL DETAIL

Bill/Resolution Mo. HB#600 Agency Affected: Dent.
TitleRelating to royalty oil Program Category Affected:

of Commerce

Royalty Oil & Gas Development flfManrv Beard
Sponsor: Cowdery BRU, Program or Subprogram(s) Affected:

Requestor: Royalty Oil & Gas DeveoTnment Advisory Board

Date of Request:

EXPENDITURES/REVENUES:  (Thousands of Dollars)
FY 84 FY G5 FY 86 FY 87
OPERATING
100 PERSONAL SERVICES
200 TRAVEL 10 .n
300 CONTRACTUAL 60,0
<00 SUPPLIES
500 EQUIPMENT
600 LAND | STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING 60.0

CAPITAL . |
1 REVENUE

FUNDING:  (Thousands of Dol ars)
CENERAI . FUND

FEDERAL FUNDS

OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANAL SIS: Attach a separate page for analysis

Prepared By: Merrill Sikorski Phone:
Division: Joint Oil & Gas Committee Date:
Approved by Commissioner” Date:

Agency: 1

Distribution (by Agency preparing fiscal note)
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies)

FY 88 FY 89

465-4415
3/20/R4

12/1/83
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ALALYSIS

FISCAL NOTE: HB#600

Travel assumes 1in meetings at $1,000.00 each, and is
variable depending on the need for the board to meet.

Contractural allows for the board to contract for special
analysis when and if needed, and to cover such expenses
as phone calls, postaqe, secretarial services etc. when
needed.

Fiqures were derived from expenditures of the Rovalty

Oil and Gas Development Advisory Board thus far in 1084,
and oast budgets of the board.
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