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O r i g i n a l  s p o n s o r s :  F a i k s ,  K e l l y
a n d  V . F i s c h e r

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

CS F O R  S E N A T E  B I L L  NO. 3 0 9  (Rules)

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  O F  A L A S K A  

F O U R T E 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 I L L

For an Act e n t i t l e d :  " A n  A c t  r e l a t i n g  to r o y a l t y  gas c o n t r a c t s ;  a n d  p r o­

v i d i n g  fo r  an  e f f e c t i v e  d a t e . "

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  OF A L A S K A :

* S e c t i o n  1. F I N D I N G S .  (a) T h e  l e g i s l a t u r e  f i n d s  t h a t  the b e s t  i n t e r­

est o f  the s t a t e  w i l l  b e  s e r v e d  if the c o m m i s s i o n e r  of  n a t u r a l  r e s o u r c e s  is 

a u t h o r i z e d  to e s t a b l i s h  the i n - v a l u e  r o y a l t y  f or gas s o l d  to a gas or 

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

s t ate a n d  the u t i l i t y ,  w h e t h e r  o r  n o t  the g a s  l e a s e  e s t a b l i s h e s  a d i f f e r e n t  

s t a n d a r d  f o r  the v a l u a t i o n  a n d  if  the l e s s e e  a n d  the u t i l i t y  a re n o t  r e ­

lated to e a c h  othe r .  The l e g i s l a t u r e  finds that this a u t h o r i z a t i o n  s h o u l d  

a p p l y  p r o s p e c t i v e l y  a n d  d o e s  n o t  i n t e n d  the a u t h o r i z a t i o n  to a p p l y  to the 

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

c o n t r a c t  e n t e r e d  i n t o  b e f o r e  the e f f e c t i v e  d a t e  o f  this Act.

(b) T he l e g i s l a t u r e  f i n d s  tha t  it is a l s o  in the b e s t  i n t e r e s t  of the 

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

r o y a l t y  g as r e c e i v e d  in k i n d  by  the s t a t e  to gas o r  e l e c t r i c  u t i l i t i e s  at  a 

p r i c e  that is b e l o w  m a r k e t  v a l u e .

(c) T h e  l e g i s l a t u r e  f i n d s  tha t  the p r o p e r  e x e r c i s e  of  the d i s c r e t i o n  

c o n f e r r e d  on the c o m m i s s i o n e r  b y  this A c t  w o u l d  s u p p o r t  a nd c o m p l e m e n t  the 

o t h e r  p r o g r a m s  tha t  a s s i s t  the c i t i z e n s  o f  the s t a t e  w i t h  t h e i r  l o n g - t e r m  

gas a nd e l e c t r i c a l  n e e d s ,  i n c l u d i n g  the p o w e r  c o s t  e q u a l i z a t i o n  p r o g r a m  

u n d e r  AS  4 4 . 8 3 . 1 6 2  - 4 4 . 8 3 . 1 6 5  a n d  h y d r o e l e c t r i c  a n d  o t h e r  p r o g r a m s  for the 

g e n e r a t i o n  o f  e l e c t r i c i t y .

(d) Th e  l e g i s l a t u r e  f i n d s  tha t  the s t a t e  s h o u l d  a d o p t  a p o l i c y  f or
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the sal e  o f  r o y a l t y  g as to g as o r  e l e c t r i c  u t i l i t i e s  f o r  i n - s t a t e  c o n s u m e r  

u se a n d  i n - s t a t e  g e n e r a t i o n  of  e l e c t r i c i t y  that is f u n d a m e n t a l l y  d i f f e r e n t  

fr o m  the p o l i c i e s  of the s t a t e  f or the sal e  o f  r o y a l t y  o i l  a n d  for the s ale

of r o y a l t y  g as f o r  e x p o r t  f r o m  the s t a t e  or  for u s e s  o t h e r  tha n  i n - s t a t e

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

(e) T h e  l e g i s l a t u r e  f i n d s  it is in the s t a t e ' s  b e s t  i n t e r e s t  to 

f a c i l i t a t e  the f i n a n c i n g  an d  c o n s t r u c t i o n  o f  a p i p e l i n e  a nd i n c r e a s e d  ga s  

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

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

as lon g  as the s t a t e  takes its r o y a l t y  s h a r e  o f  gas p r o d u c t i o n  in valu e .

* Sec. 2. AS  3 8 . 0 5 . 1 8 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 read:

(aa) W i t h i n  90 day s  a f t e r  t he w r i t t e n  r e q u e s t  of a l e s s e e  of a 

l e ase i s s u e d  u n d e r  t h i s  s e c t i o n ,  u n l e s s  the c o m m i s s i o n e r  m a k e s  a

w r i t t e n  f i n d i n g  f a s e d  on  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  t h a t  the c o n­

tract p r i c e  is u n r e a s o n a b l y  l o w  a n d  t h a t  a p r o s p e c t i v e  r e d u c t i o n  in 

r o y a l t y  r e c e i p t s  w o u l d  n o t  b e  b a l a n c e d  by  i n c r e a s e d  b e n e f i t s  to i n­

sta t e  g a s  a n d  e l e c t r i c  c o n s u m e r s ,  the c o m m i s s i o n e r  s h a l l  e n t e r  i n t o  an  

a g r e e m e n t  w i t h  the l e s s e e  to u s e  t h e  p r i c e  fo r  the g as e s t a b l i s h e d  in 

t h e  c o n t r a c t  b e t w e e n  the l e s s e e  a n d  a gas or e l e c t r i c  u t i l i t y ,  if the 

l e s s e e  a nd t he u t i l i t y  a r e  n o t  r e l a t e d  in m a n a g e m e n t ,  o w n e r s h i p ,  or 

o t h e r  a s pect, as the v a l u e  o f  the s t a t e ' s  r o y a l t y  s h a r e  o f  gas p r o d u c­

ti o n  s o l d  b y  the lec-see u n d e r  the c o n t r a c t  to the u t i l i t y .  In this 

s u b s e c t i o n

(1) "gas or e l e c t r i c  u t i l i t y "  i n c l u d e s  an  e l e c t r i c  c o o p e r a­

tiv e  o r g a n i z e d  u n d e r  A S  10.25, a m u n i c i p a l  u t i l i t y ,  a n d  a g as or

e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  AS  42.05; and

(2) " p r i c e  fo r  th e  g as e s t a b l i s h e d  in t he c o n t r a c t "  i n­

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

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

(bb) In the e v e n t  o f  a c o n t r a c t  b e t w e e n  p a r t i e s  tha t  a re u n r e l a t­

ed in m a n a g e m e n t ,  o w n e r s h i p ,  or o t h e r  a s p e c t  f o r  the sale of  g as f r o m  

P r u d h o e  Bay r e s e r v o i r  g as l e a s e s  b y  m e a n s  o f  d e l i v e r y  of the gas 

t h r o u g h  a p i p e l i n e  f or e x p o r t  o ut of  th e  state, a n d  w i t h i n  90 days 

a f t e r  the w r i t t e n  r e q u e s t  of  a l e s s e e  o f  a l e a s e  i s s u e d  u n d e r  this 

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

c o n t r a c t  p r i c e  does n o t  a s s u r e  the m a x i m u m  b e n e f i t s  to t he p e o p l e  of 

the s t a t e  in r e t u r n  f or the s t a t e ' s  g as r e s o u r c e s ,  the c o m m i s s i o n e r  

s h a l l  e n t e r  .it o  an  a g r e e m e n t  w i t h  the l e s s e e  to u s e  the p r i c e  f o r  the 

g as e s t a b l i s h e d  in the g a s  s a l e s  c o n t r a c t  as the v a l u e  o f  the s t a t e ' s  

r o y a l t y  s h a r e  of g as p r o d u c t i o n  s o l d  b y  t he l e s s e e  u n d e r  the gas sales 

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

tio n  n e c e s s a r y  for the c o m m i s s i o n e r  to m a k e  an i n f o r m e d  d e c i s i o n ,  and 

s h a l l  p r o v i d e  c l e a r  a nd c o n v i n c i n g  e v i d e n c e  that the v a l u e  o f  t he gas 

is r e f l e c t e d  by the gas s a l e s  c o n t r a c t  p r i c e  r a t h e r  t h a n  b e i n g  a t t r i­

b u t e d  to t r a n s p o r t a t i o n ,  m a r k e t i n g ,  or o t h e r  p r o f i t  or  c o s t  c e n t e r s .  

In this s u b s e c t i o n ,  " p r i c e  f or the g as e s t a b l i s h e d  in the gas sales 

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

ch a r g e s ,  a n d  o t h e r  f o r m s  o f  c o n s i d e r a t i o n  r e c e i v e d  by the l e s s e e  u n d e r  

the sas s a les co n t r a c t .

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

(h) T h e  c o m m i s s i o n e r  m a y  e n t e r  i nto a c o n t r a c t  to s e l l  r o y a l t y  

gas t a k e n  in k i n d  b y  t he s t a t e  to a gas o r  e l e c t r i c  u t i l i t y  at less 

t h a n  the m a r k e t  v a l u e  of  the r o y a l t y  ga s  if  t he c o m m i s s i o n e r ,  a f t e r  

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

the sale, m a k e s  a w r i t t e n  f i n d i n g  t h a t  the s ale is in the b e s t  i n t e r­

est of t he state. In t h i s  s u b s e c t i o n ,  "gas or  e l e c t r i c  u t i l i t y "  

i n c l u d e s  an e l e c t r i c  c o o p e r a t i v e  o r g a n i z e d  u n d e r  A S  10.25, a m u n i c i p a l
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u t i l i t y ,  a n d  a g as or e l e c t r i c  u t i l i t y  r e g u l a t e d  u n d e r  A S  42.05.

* Sec. 4. A S  3 8 . 0 5 . 8 1 0 ( a )  is a m e n d e d  to read:

(a) 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 A S  3 8 . 0 5 . 1 8 3 ( h ) ,  t he [THE] 

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

to a s t a t e  or f e d e r a l  a g e n c y  o r  p o l i t i c a l  s u b d i v i s i o n ,  or th e  lease, 

sale, or d i s p o s a l  of  coal d e p o s i t s  s u i t a b l e  for m i n i n g  m a y  be  m a d e  to 

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

c o o p e r a t i v e  a s s o c i a t i o n  o r g a n i z e d  to p a r t i c i p a t e  u n d e r  the F e d e r a l  

R u r a l  E l e c t r i f i c a t i o n  A c t  f o r  the p u r p o s e  o f  g e n e r a t i n g  e l e c t r i c  p o w e r  

and e n e r g y  or th e  p r o d u c t i o n  of  p r o c e s s  steam, or both, fo r  less t h a n  

the a p p r a i s e d  v a l u e  as d e t e r m i n e d  by th e  d i r e c t o r  a nd a p p r o v e d  b y  the 

c o m m i s s i o n e r  to be  f a i r  a n d  p r o p e r  a n d  in the b e s t  i n t e r e s t s  o f  the 

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

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

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

wa s  a c q u i r e d  by  the state.

* Sec. 5. A S  3 8 . 0 5 . 180(aa) , e n a c t e d  b y  sec. 2 of this Act ,  a p p l i e s  to 

a g r e e m e n t s  to e s t a b l i s h  f o r  a l e a s e  i s s u e d  u n d e r  A S  3 8 . 0 5 . 1 8 0  the i n - v a l u e  

r o y a l t i e s  on  g as p r o d u c t i o n  tha t  is s o l d  u n d e r  a c o n t r a c t  e n t e r e d  i n t o  on 

or a f t e r  the e f f e c t i v e  d a t e  o f  this A c t  b e t w e e n  the s t a t e ' s  l e s s e e  a n d  a 

gas or e l e c t r i c  u t i l i t y .

* Sec. 6. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  in  a c c o r d a n c e  w i t h  AS  01.- 

1 0 . 0 7 0 ( c ) .
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L E T T E R  O F  I N T E N T  

TO H C S  CS SB 309 (Rules)

H C S  CS SB 309 (Rules) s e t s  o ut the c i r c u m s t a n c e s  

u n d e r  w h i c h  the C o m m i s s i o n e r  of N a t u r a l  R e s o u r c e s  is r e q u i r e d  

to u se the c o n t r a c t  p r i c e  as the v a l u e  of the s t a t e ' s  r o y a l t y  

gas share, w h e n  the c o n t r a c t  i n v o l v e s  a  r e g u l a t e d  gas or 

e l e c t r i c  u t i l i t y .  T h e  bill, is i n t e n d e d  to s p e c i f y  o n l y  

t h o s e  c i r c u m s t a n c e s  u n d e r  w h i c h  the C o m m i s s i o n e r  " s h a l l "  

a c c e p t  the c o n t r a c t  price. It is not i n t e n d e d ,  in a n y  way, 

to l i m i t  the C o m m i s s i o n e r ' s  d i s c r e t i o n  to u s e  the p r i c e  t e r m  

of a contrac:' e n t e r e d  int o  by e n t i t i e s  o t h e r  t h a n  gas or 

e l e c t r i c  u t i l i t i e s .
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p r o p o s e d  H o u s e  CS for CS  for SB 309 (Finance)

A l a s k a  D e p a r t m e n t  of  N a t u r a l  R e s o u r c e s

T h e  p o t e n t i a l  fi s c a l  im p a c t  of  the p r o p o s e d  H o u s e  CS for CS 
for SB 309 (Finance) c a n n o t  be p r e c i s e l y  spe c i f i e d ,  b e c a u s e  
it is u n k n o w n  at this time h o w  o f t e n  the new v a l u a t i o n  
m e c h a n i s m  w o u l d  be a p p l i e d  in t h e  f u t u r e  and to w h a t  e x t e n t  
f u t u r e  c o n t r a c t  p r i c e s  w o u l d  d e v i a t e  from m a r k e t  value.

T h e  i m p a c t  o f  the p r o p o s e d  H o u s e  F i n a n c e  CS is l i m i t e d  co 
g a s  so l d  to r e g u l a t e d  gas a n d  e l e c t r i c  utilities. The 
r o y a l t y  s h are of  gas sold to r e g u l a t e d  gas and e l e c t r i c  
u t i l i t i e s  w o u l d  be v a l u e d  u s i n g  s o l e l y  the c o n t r a c t  price, 
u n l e s s  the c o m m i s s i o n e r  finds, b a s e d  o n  c l e a r  and c o n v i n c i n g  
e v i d e n c e ,  t h a t  the p r i c e  is u n r e a s o n a b l y  low, the 
p r o s p e c t i v e  r e d u c t i o n  in r o y a l t y  r e c e i p t s  w o u l d  n o t  be 
b a l a n c e d  b y  i n c r e a s e d  b e n e f i t s  t o  i n - s t a t e  gas and e l e c t r i c  
c o n s u m e r s ,  the lessee and the u t i l i t y  are r e l a t e d  to e a c h
ot h e r ,  and the c o n t r a c t  p r i c e  is n o t  in the b e s t  i n t e r e s t  of
th e  state. (All four c o n d i t i o n s  w o u l d  ha v e  to c l e a r l y  and 
c o n v i n c i n g l y  e x i s t  in o r d e r  n o t  to u s e  the c o n t r a c t  price.) 
T h us, the c o n t r a c t  p r i c e  w o u l d  b e  u s e d  in v i r t u a l l y  all 
f o r e s e e a b l e  i n s t a n c e s  i n v o l v i n g  s a l e s  to r e g u l a t e d  gas or 
e l e c t r i c  u t i l i t i e s .

T h e  f i s c a l  i m p a c t  of S e c t i o n  2 o f  t h e  b i l l  w o u l d  d e p e n d  on 
the e x t e n t  to w h i c h  c o n t r a c t  p r i c e s  d i f f e r  from v a l u e  in the 
future. G a s  th a t  w i l l  b e  s o l d  to r e g u l a t e d  gas a n d  e l e c t r i c  
u t i l i t i e s  is likely to come p r i m a r i l y  from C o o k  Inlet, at 
l e a s t  in the ne a r  term. The s t a t e ' s  r o y a l t y  share of C o o k  
I n l e t  gas r e s e r v e s  n o t  p r e s e n t l y  c o m m i t t e d  to a c o n t r a c t  is 
a b o u t  190 b i l l i o n  c u b i c  feet ( B C F ) , o f  w h i c h  some p o r t i o n  
w o u l d  l i k e l y  be sold for local c o n s u m e r  uses. If v a l u e  is 
h i g h e r  t h a n  c o n t r a c t  p r i c e  b y  1 0 C, 25C and $1.00 per m c f  for 
h a l f  o f  the s t a t e ' s  s h are o f  C o o k  I n l e t  r o y a l t y  gas n o t  
p r e s e n t l y  c o m m i t t e d  to a c o n t r a c t ,  t h e n  state r e v e n u e s  w o u l d  
be r e d u c e d  b y  $9.5 mil l i o n ,  $ 2 3 . 7 5  m i l l i o n  and $95 million, 
r e s p e c t i v e l y ,  as a r e s u l t  o f  b a s i n g  the r o y a l t y  p a y m e n t  on 
the c o n t r a c t  p r i c e  r a t h e r  t h a n  o n  the m a r k e t  v a l u e  of  the 
gas. A n y  r o y a l t y  i n c o m e  lost to the s t ate as a result of 
u s i n g  s o l e l y  the c o n t r a c t  p r i c e  to d e t e r m i n e  the r o y a l t y  
p a y m e n t  w o u l d  go d i r e c t l y  to b e n e f i t  l ocal gas and e l e c t r i c  
c o n s u m e r s .

S e c t i o n s  3 a n d  4 of the b i l l  g i v e  t h e  c o m m i s s i o n e r  
a u t h o r i t y ,  u p o n  l e g i s l a t i v e  a p p r o v a l ,  to e n t e r  into an in 
k i n d  r o y a l t y  gas sale to a g a s  o r  e l e c t r i c  u t i l i t y  "at a 
n e g o t i a t e d  p r i ce." It is i m p l i e d  b u t  not e x p r e s s l y  s t a t e d  
t h a t  the sale m a y  be at a p r i c e  b e l o w  m a r k e t  value.
T h e  f i s c a l  imp a c t  o f  t h e s e  s e c t i o n s  w o u l d  be c o n s i d e r e d  by 
f u t u r e  l e g i s l a t u r e s  r e v i e w i n g  a n  in k i n d  sale p r o p o s e d  by 
the c o m m i s s i o n e r .  If the c o m m i s s i o n e r  p r o p o s e d  to sell 
r o y a l t y  g a s  at a p r i c e  b e l o w  m a r k e t  va l u e ,  a n d  the 
l e g i s l a t u r e  a p p r o v e d  it, f u t u r e  r o y a l t y  i n c o m e  w o u l d  be 
reduced.
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T h e  p r o p o s e d  H o use F i n a n c e  C S  w o u l d  a l l o w  i m p l e m e n t a t i o n  of 
the d e p a r t m e n t ' s  p r e l i m i n a r y  s e t t l e m e n t  a g r e e m e n t  w i t h  
C h u g a c h  E l e c t r i c ,  w h i c h  w o u l d  v a l u e  B e l u g a  f i e l d  p r o d u c t i o n  
p u r c h a s e d  by  C h u g a c h  u n d e r  e x i s t i n g  c o n t r a c t s  at 75C/mcf, 
s u b j e c t  to the p a s s a g e  o f  t h e  l e g i s l a t i o n .  T h i s  v a l u e  is 
o n e - h a l f  the state's J a n u a r y  o f f e r  to set t l e  the p r i c i n g  
d i s p u t e  a t  $1.50/mcf, w h i c h  w a s  r e j e c t e d  by the B e l u g a  
p r o d u c e r s  w h o  sell to C h u g a c h .  If the d i s p u t e  h a d  b e e n  
s e t t l e d  at $ 1 . 5 0 / m c f  u n d e r  e x i s t i n g  law, the s t ate w o u l d  
h a v e  r e c e i v e d  $1.9 m i l l i o n / y e a r  in n e w  r o y a l t y  i n c o m e  from 
the B e l u g a  field. S e t t l e m e n t  at 75$/mcf, as w i l l  o c c u r  if 
the p r o p o s e d  H o use F i n a n c e  CS  is adopted, w i l l  i n c r e a s e  
s t a t e  r o y a l t y  re v e n u e s  fr o m  B e l u g a  p r o d u c t i o n  b y  a b o u t  *
$810 ,000/year, b e c a u s e  the s t a t e ' s  share o f  th i s  p r o d u c t i o n  
is c u r r e n t l y  v a l u e d  at 21<r/mcf b y  the p r o d u c e r s .  T h i s  
i n c r e a s e  in s t a t e  r o y a l t y  r e v e n u e s  is less t h a n  w o u l d  have 
b e e n  e x p e c t e d  if 1) the s t a t e ' s  $ 1 . 5 0 / m c f  s e t t l e m e n t  o f f e r  
h a d  b e e n  a c c e p t e d ,  or 2) the s t a t e  h a d  s u c c e s s f u l l y  p u r s u e d  
its l e g a l  a r g u m e n t s  r e g a r d i n g  the v a l u e  o f  the s t a t e ' s  
r o y a l t y  s h a r e  u n d e r  the e x i s t i n g  l e a s e  t e r m s  a n d  e x i s t i n g  
law.
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A l a s k a  D e p a r t m e n t  of N a t u r a l  R e s o u r c e s

T h e  p o t e n t i a l  f i s c a l  i m p a c t  o f  A m e n d m e n t  #1 (related to 
v a l u a t i o n  of  N o r t h  S l o p e  r o y a l t y  gas) o f  t h e  p r o p o s e d  House 
CS for CS for S B  309 (Finance) ca n n o t  b e  p r e c i s e l y  
sp e c i f i e d ,  b e c a u s e  it is u n k n o w n  at this t i m e  h o w  o f t e n  the 
n e w  v a l u a t i o n  m e c h a n i s m  w o u l d  be a p p l i e d  in t h e  fut u r e  and 
to w h a t  e x t e n t  f u t u r e  c o n t r a c t  pr i c e s  w o u l d  d e v i a t e  from 
m a r k e t  value.

T h e  p r o p o s e d  a m e n d m e n t  p r o v i d e s  that, for N o r t h  S l o p e  gas 
th a t  w i l l  be e x p o r t e d  o u t  of state, the c o m m i s s i o n e r  may 
e n t e r  into an  a g r e e m e n t  w i t h  the lessee to u s e  a c o n t r a c t  
p r i c e  if the c o m m i s s i o n e r  m a k e s  a w r i t t e n  f i n d i n g  t h a t  the 
c o n t r a c t  p r i c e  a s s u r e s  the r e c e i p t  of m a x i m u m  b e n e f i t s  to 
the p e o p l e  o f  t h e  s t a t e  in r e t u r n  for the s t a t e ' s  resources. 
T h e  lessee m u s t  d e m o n s t r a t e  by c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  
th a t  the v a l u e  o f  the gas is r e f l e c t e d  b y  t h e  gas sales 
c o n t r a c t  r a t h e r  t h a n  b e i n g  a t t r i b u t a b l e  to t r a n s p o r t a t i o n ,  
m a r k e t i n g ,  m a n u f a c t u r i n g ,  or o t h e r  p r o f i t  o r  c o s t  centers.

Th e  s t a n d a r d  a r t i c u l a t e d  a b o v e  (maximum b e n e f i t s  to the 
p e o p l e  o f  the state) c o u l d  a l l o w  the c o m m i s s i o n e r  to 
p u r p o s e l y  f o r g o  p o t e n t i a l  r o y a l t y  income i n  r e t u r n  for o t h e r  
b e n e f i t s  to the p e o p l e  o f  the state.

U n d e r  the p r o p o s e d  a m e n d m e n t ,  the c o m m i s s i o n e r  w o u l d  have 
the d i s c r e t i o n  to u s e  a c o n t r a c t  p r i c e  r a t h e r  t h a n  r e l y i n g  
o n  the s t a n d a r d s  in the l e ase form to e s t a b l i s h  val u e .  To 
the e x t e n t  t h a t  a c o n t r a c t  p r i c e  d i f f e r s  f r o m  m a r k e t  v a lue 
o v e r  time, o r  f r o m  the v a l u e  e s t a b l i s h e d  in o t h e r  sales from 
the field, r o y a l t y  i n c o m e  w o u l d  be reduced.

T h e  s t a t e ' s  r o y a l t y  s h a r e  o f  N o r t h  S l o p e  gas r e s e r v e s  is 
a b o u t  4.5 t r i l l i o n  c u b i c  feet ( T CF). A s s u m i n g  v a l u e  is 
h i g h e r  th a n  c o n t r a c t  p r i c e  by  IOC, 25<= a n d  $1.00 per m c f  for 
the e n t i r e  N o r t h  S l o p e  r o y a l t y  share, r o y a l t y  r e v e n u e s  to 
the s t a t e  w o u l d  b e  r e d u c e d  by $450 m i l l i o n ,  $ 1 . 1  b i l l i o n  and 
$4.5 b illion, r e s p e c t i v e l y ,  as a result o f  b a s i n g  the 
r o y a l t y  p a y m e n t  o n  the c o n t r a c t  p r ice r a t h e r  t h a n  the m a r k e t  
v a l u e  o f  the gas.
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