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O r i g i n a l  s p o n s o r s :  Br o w n ,  M-.Davis,
Gru e n b e r g ,  a n d  E l l i s

IN T H E  H O U S E  B Y  T H E  F I N A N C E  C O M M I T T E E

CS F O R  H O U S E  B I L L  NO. 128 (Finance)

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

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

A  B I L L

For a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to s t a t e  o i l  a n d  gas a n d  g e o t h e r m a l

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

to e n c o u r a g e  c o m m e r c i a l  p r o d u c t i o n . "

BE  IT E N A C T E D  B Y  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  ALAS K A :

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

(e) U p o n  a w r i t t e n  f i n d i n g  t h a t  t h e  i n t e r e s t s  o f  t h e  s t a t e  w i l l  

b e  b e s t  served, t h e  d i r e c t o r  may, w i t h  t h e  c o n s e n t  o f  t h e  c o m m i s­

sion e r ,  a p p r o v e  c o n t r a c t s  f o r  t h e  sale, lease, o r  o t h e r  d i s p o s a l  of 

a v a i l a b l e  land, r e s o u r c e s ,  p r o p e r t y  o r  i n t e r e s t s  i n  them, and, in  

a d d i t i o n  to the c o n d i t i o n s  a n d  l i m i t a t i o n s  i m p o s e d  b y  law, m a y  i m p o s e  

a d d i t i o n a l  c o n d i t i o n s  or l i m i t a t i o n s  i n  t h e  c o n t r a c t s  as t h e  d i r e c t o r  

d e t e r m i n e s ,  w i t h  the c o n s e n t  o f  t h e  c o m m i s s i o n e r ,  w i l l  b e s t  s e r v e  the 

i n t e r e s t s  o f  the state. A  c o n t r a c t  f o r  t h e  sal-i, lease, o r  o t h e r  

d i s p o s a l  o f  a v a i l a b l e  l a n d  o r  a n  i n t e r e s t  i n  land is n o t  l e g a l l y  

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

if  the a p p r a i s e d  v a l u e  is n o t  g r e a t e r  t h a n  $ 5 0 , 0 0 0  i n  t h e  c a s e  o f  the 

s a l e  o f  l a n d  or a n  i n t e r e s t  in land, or $ 5 , 0 0 0  i n  the c a s e  o f  t h e  

a n n u a l  r e n t a l  o f  l a n d  o r  i n t e r e s t  in  land, the d i r e c t o r  m a y  e x e c u t e  

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

p u b l i c  h e a r i n g ,  if  held, or i n  a n y  c a s e  n o  less t h a n  21 da y s  b e f o r e  

the sale, lease, o r  o t h e r  d i s p o s a l  o f  a v a i l a b l e  land, p r o p e r t y ,  r e ­

sour c e s ,  o r  i n t e r e s t s  i n  them, t h e  d i r e c t o r  s h a l l  m a k e  a v a i l a b l e  to 

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

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

w r i t t e n  f i n d i n g  is n o t  r e q u i r e d  b e f o r e  t h e  a p p r o v a l  o f

(1) a  c o n t r a c t  f o r  a n e g o t i a t e d  sa l e  a u t h o r i z e d  u n d e r  

AS  3 8 . 0 5 . 1 1 5 ;

(2)

05.082;

(3)

m i s s i o n e r ;

(4)

(5)

(6)

(7)

a l e a s e  o f  l a n d  f o r  a s h o r e  f i s h e r y  si t e  u n d e r  AS  38 . -

a  p e r m i t  or o t h e r  a u t h o r i z a t i o n  r e v o c a b l e  b y  the com-

a m i n e r a l  c l a i m  l o c a t e d  u n d e r  A S  3 8 . 0 5 . 1 9 5 ;  

a  m i n e r a l  l e ase i s s u e d  u n d e r  A S  3 8 . 0 5 . 2 0 5 ;  [OR] 

a p r o d u c t i o n  l i c e n s e  i s s u e d  u n d e r  A S  3 8 . 0 5 . 2 0 7 ;  [OR] 

a n  e x e m p t  o i l  a n d  gas s a l e  u n d e r  A S  3 8 . 0 5 . 1 8 0 ( d )  of

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

if the sa l e  w a s  s u b j e c t  to [FOR W H I C H ]  a w r i t t e n  b e s t  i n t e r e s t  f i n d­

i n g s  [HAS B E E N  I S S U E D  F O R  T H E  A R E A  O F  T H E  S A L E  W I T H I N  T H E  36 M O N T H S  

B E F O R E  T H E  D A T E  O F  T H E  SALE] u n l e s s  t h e  c o m m i s s i o n e r  d e t e r m i n e s  t h a t  ]
I
I

n e w  i n f o r m a t i o n  h a s  b e c o m e  a v a i l a b l e  t h a t  j u s t i f i e s  a r e v i s i o n  o f  the ;
.

' b e s t  i n t e r e s t  f i n d i n g ; or

(8) a l e a s e  s a l e  u n d e r  A S  3 8 . 0 5 . 1 8 0 (w) o f  a c r e a g e  o f f e r e d  

in a s a l e  t h a t  w a s  h e l d  w i t h i n  the p r e v i o u s  f i v e  y e a r s  if the s a l e  w a s  

s u b j e c t  to a b e s t  i n t e r e s t  finding, u n l e s s  the c o m m i s s i o n e r  d e t e r m i n e s  

t h a t  n e w  i n f o r m a t i o n  has b e c o m e  a v a i l a b l e  t h a t  j u s t i f i e s  a r e v i s i o n  of 

the b e s t  i n t e r e s t  f i n d i n g .

* Sec. 2. A S  3 8 . 0 5 . 1 8 0 ( j ) is a m e n d e d  to r e ad;

(j) T o  p r o l o n g  the e c o n o m i c  life o f  a n  o i l  a n d  gas f i e l d  o r  to 

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

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

r e g u l a t i o n s  [FOR A L L  B I D D I N G  M E T H O D S ]  to a l l o w  r e d u c t i o n  o f  r o y a l t y  on 

leases [ W I T H I N  T H E  F I E L D  T O  C O M P E N S A T E  F O R  I N C R E A S I N G  C O S T S  IN T H E
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L A T E R  S T A G E S  OF  P R O D U C T I O N  D E C L I N E ] .  T h e  c o m m i s s i o n e r  m a y  n o t  g r a n t  a 

r e d u c t i o n  o f  r o y a l t y  u n l e s s  t h e  [U N T I L  T W O  YE A R S '  I N I T I A L  P R O D U C T I O N  

F R O M  T H E  F I E L D  H A S  O C C U R R E D  A N D  EACH] l e s s e e  r e q u e s t i n g  the r e d u c t i o n  

m a k e s  [HAS MADE] a c l e a r  s h o w i n g  t h a t  t h e  r e v e n u e  f r o m  the l e s s e e ' s  

s h a r e  o f  a l l  h y d r o c a r b o n s  p r o d u c e d  f r o m  t h e  f i e l d  is or is l i k e l y  to 

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

w i t h  r e s p e c t  to the [THAT] l e s s e e ' s  t o t a l  i n v e s t m e n t  i n  t h e  field. 

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

s u b s e c t i o n  in a n y  w a y  n e c e s s a r y  to p r o t e c t  t h e  s t a t e ' s  i n t e r e s t , i
j

i n c l u d i n g  r e s t o r a t i o n  of the s t a t e ' s  r o y a l t y  s h a r e  i n  the e v e n t  o f  an 

i n c r e a s e  in the p r i c e  o f  o i l  or gas. B e f o r e  a p p r o v i n g  a r o y a l t y

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

s t ate h a s  o b t a i n e d  the m a x i m u m  p o s s i b l e  e c o n o m i c  r e t u r n  that is com- | 

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

lessee, a n d  s e n d  c o p i e s  o f  the f i n d i n g  to t h e  p r e s i d e n t  o f  t h e  s e n a t e  ! 

a n d  s p e a k e r  o f  t h e  h o u s e  o f  r e p r e s e n t a t i v e s .

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

(w) N o t w i t h s t a n d i n g  a n y  o t h e r  p r o v i s i o n s  o f  this s e ction, l a n d  

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

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

a c c e p t e d  m a y  be, at the d i s c r e t i o n  o f  t h e  c o m m i s s i o n e r ,  i m m e d i a t e l y  

o f f e r e d  for lease, u n d e r  r e g u l a t i o n s  a d o p t e d  b y  the c o m m i s s i o n e r ,  u p o n  

terms a p p e a r i n g  m o s t  a d v a n t a g e o u s  to t h e  state; h o w e v e r ,  n o n c o m p e t i­

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

ty d e t e r m i n e d  to b e  in t h e  p u b l i c  i n t e r e s t  b u t  n o t  less t h a n  12 1/2 

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

n e e d  n o t  a d h e r e  to the r e n t a l  s c h e d u l e  i n  (n) o f  t h i s  s e c t i o n  n o r  to 

the 5 , 7 6 0 - a c r e s - p e r - l e a s e  l i m i t a t i o n  in. (m) o f  t h i s  s ection. The 

le ase t e r m  m a y  n o t  e x c e e d  10 [
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liiii

a n d  (o) o f  this section.

* Sec. 4. A S  3 d . 0 5 . 945(c) is a m e n d e d  to read:

(c) N o t i c e  [ E X C E P T  F O R  O I L  A N D  GAS L E A S I N G  U N D E R  A S  3 8 . 0 5 . 1 8 0  

A N D  G E O T H E R M A L  L E A S I N G  U N D E R  A S  38.05.181, N O T I C E ]  at l e a s t  30 da y s  

b e f o r e  a c t i o n  u n d e r  (a) o f  th i s  s e c t i o n  s h a l l  a l s o  b e  g i v e n  to the 

f o l l o w i n g :

(1) to a m u n i c i p a l i t y  if the l a n d  is w i t h i n  the b o u n d a r i e s  

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

c o u n c i l s  in a m u n i c i p a l i t y  if the c o o r d i n a t i n g  b o d y  o r  a c o m m u n i t y  

c o u n c i l  w i t h i n  the a r e a  s e r v e d  b y  a c o o r d i n a t i n g  b o d y  r e q u e s t s  n o t i c e  

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

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

c h a r t e r  o r  o r d i n a n c e  o f  the m u n i c i p a l i t y  if  the l a n d  is l o c a t e d  w i t h i n  

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

qu e s t s  n o t i c e  in w r i t i n g ;

(2) to a r e g i o n a l  c o r p o r a t i o n  if the b o u n d a r i e s  o f  t h e  

c o r p o r a t i o n  as e s t a b l i s h e d  b y  sec. 7(a) o f  t h e  A l a s k a  N a t i v e  C l a i m s  

S e t t l e m e n t  A c t  e n c o m p a s s  t h e  l a n d  a n d  the l a n d  is o u t s i d e  a m u n i c i p a l­

ity;

(3) to a v i l l a g e  c o r p o r a t i o n  o r g a n i z e d  u n d e r  sec. 8(a) o f

the A l a s k a  N a t i v e  C l a i m s  S e t t l e m e n t  A c t  i f  the la n d  is w i t h i n  25 m i l e s

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

is l o c a t e d  o u t s i d e  a m u n i c i p a l i t y ;

(4) to the p o s t m a s t e r  of a p e r m a n e n t  s e t t l e m e n t  o f  m o r e

t h a n  25 p e r s o n s  l o c a t e d  w i t h i n  25 m i l e s  o f  t h e  l a n d  i f  t h e  l a n d  is 

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

p o s t e d  i n  a c o n s p i c u o u s  l o c a t i o n ;

(5) to a n o n p r o f i t  c o m m u n i t y  o r g a n i z a t i o n  o r  a g o v e r n i n g  

b o d y  t h a t  has r e q u e s t e d  n o t i f i c a t i o n  in w r i t i n g  a n d  p r o v i d e d  a m a p  o f
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its b o u n d a r i e s ,  i f  t h e  l a n d  is w i t h i n  t h e  b o u n d a r i e s .



R e p .  K a y  B r o w n  
0 4 / 1 7 / 8 9

S E C T I O N A L  A N A L Y S I S  
C S  H B  1 2 8  ( R e s o u r c e s )

O i l  a n d  G a s  L e a s i n g  P r a c t ic e s  a n d  S t a t e  R o y a l t i e s

S e c t i o n  1

A m e n d s  e x i s t in g  la w  r e g a r d in g  th e  r e q u ir e m e n t  to  p r e p a r e  a  n ew  "best 
in t e r e s t  f in d in g "  in  th e  c a s e  o f  "ex em pt"  o i l  a n d  g a s  le a s e  s a l e s  u n d e r  A S  
3 8 . 0 5 . 1 8 0 ( d )  a n d  A S  3 8 . 0 5 . 1 8 0 ( w ) .  T h e  p r o p o s e d  c h a n g e  w o u ld  a l l o w  the  
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  to  l e a s e  la n d s  u n d e r  t h e s e  s t a t u t e s  
w it h o u t  p r e p a r in g  a  n e w  "b e st  in t e r e s t  f in d in g "  i f  a f i n d i n g  h a d  b e e n  
p r e p a r e d  w i t h i n  th e  p r e v io u s  f i v e  y e a r s ,  u n l e s s  t h e  C o m m i s s i o n e r  
d e t e r m in e s  t h a t  n e w  i n f o r m a t io n  h a s  b e c o m e  a v a i l a b l e  th a t  j u s t i f i e s  
r e v is io n  o f  th e  p r io r  f i n d i n g .

S e c t i o n  2

W o u ld  g iv e  th e  C o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  
a u t h o r it y  to  r e d u c e  r o y a l t i e s  in  o r d e r  t o  r e e s t a b l i s h  s h u t - i n  o i l  a n d  g a s  
p r o d u c t io n  th a t  w o u ld  o t h e r w is e  n o t  b e  e c o n o m i c a l l y  f e a s ib le .  B e f o r e  
g r a n t in g  a  r o y a lt y  r e d u c t io n ,  th e  l e s s e e  w o u l d  b e  r e q u ir e d  to m a k e  a c le a r  
s h o w in g  t h a t  t h e  s h u t - i n  r e s o u r c e s  w o u l d  n o t  b e  e c o n o m ic a l  to  p r o d u c e  
w it h o u t  a  r o y a lt y  r e d u c t io n .  F u r t h e r ,  t h e  C o m m i s s i o n e r  w o u ld  h a v e  to  f in d  
t h a t  th e  s t a t e  w a s  o b t a i n i n g  th e  m a x i m u m  p o s s i b l e  e c o n o m ic  r etur n  
c o m p a t i b l e  w it h  a  r e a s o n a b le  r a te  o f  r e t u r n  fo r  the  le s s e e .

S e c t i o n  3

A m e n d s  A S  3 8 . 0 5 . 1 8 0 ( w )  r e g a r d in g  t h e  t e r m  o f  a  l e a s e  th a t  h a s  b e e n  r e ­
o f f e r e d .  E x i s t i n g  la w  s t i p u l a t e s  t h a t  t h e  te r m  o f  a r e - o f f e r e d  le a s e  s h a l l  b e  
l i m i t e d  to  f iv e  ye a r s . T h e  p r o p o s e d  c h a n g e  w o u l d  in c r e a s e  th e  m a x i m u m  
te r m  o f  a r e - o f f e r e d  le a s e  to  t e n  y ea r s .

S e c t i o n  4

A m e n d s  th e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  p u b l i c  n o t ic e  r e q u ir e m e n t s  as  
th e y  p e r t a in  to  th e  l e a s i n g  of  h y d r o c a r b o n  a n d  g e o t h e r m a l  r e s o u r c e s .  T h e  
p r o p o s e d  c h a n g e  w o u ld  r e e s t a b l i s h  t h e  r e q u ir e m e n t  t h a t  t h e  d e p a r t m e n t  
p r o v id e  b r o a d  p u b l i c  n o t ic e  o f  l e a s i n g  a c t i o n s  to  p o t e n t i a l l y  a f f e c t e d  
p a r t ie s .
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O i l  a n d  G a s  L e a s e  S a l e  O p l l o n s  .
C o m p a r i s o n  o f  e x i s t in g  s ta tu te s  w ith  c h a n g e s  p r o p o s e d  in  H B  1 2 8  

t o  A S  o 8 .0 5 .0 3 5 { e )  a n d  A S  3 8 .0 5 . 1 8 0 { w )
P r e p a r e d  b y  D i v i s i o n  o f  O i l  &  G a s

R e e n te r  S a la s E x e m p t  S a le a H e Q lf f ir t n g -S a le a

Existing Statutes HB 128 
P ro j-ise d  C hange

Existing S ta tu tes HB 128 
P ro p o sed  C hange

Existing Statutes HB 128 
P rop osed  Change

Must b e  on five-year 
teasing schedule. 
(AS 38.05.180(b)!

*No changes

S a le s  pr oposed by 
DJy. of 03 & Gas; 
industry comments 
solidtsd each year.

Acreage consists of 
new  frontier" areas 
and c5d areas offered 
In the  p a s t

New best Interest 
finding required for 
each  sate; public 
notices Issued.

L ease  term up to ten 
years.

Not required to be 
on  five-year schedule. 
IAS 38 .05 .1 80{d) J

S a les b a s e d  on 
unsolicited industry 
nom inations; several 
received e ac h  year.

A creage previously 
tea sed  and  now 
relinquished o r 
expired; or, acreage  
ad jacen t to existing 
teases .

Cot u se  u p  to 3-year- 
Did b e s t  Interest 
finding if no  new  
significant information; 
public notices issuad .

L e ase  term  up to ten 
years.

•Allows u s e  of up  to 
5-year-old b es t 
Interest finding 
if no new  significant 
Information. AJJ p ub ic  
notices wfl sfll be 
issuedL
[AS 38.05.03E(e)(7)l

Not required to be 
o n  five-year schedule. 
{AS 38.05.180(w)]

S a te s  b ased  on 
unsolicited Industry 
nom inations; several 
red e v ed  each  year.

A creage previously 
offered but n o t 
teased .

New  b e s t  interest 
finding required for 
e a c h  sale; public 
notices IssuedL

L ease  terra no more 
than  five years.

•Allows u s e  of up  to 
5-year-old best 
interest fl.KSng 
if no  new significant 
Information. AM public 
notices wH still be 
issued .

IAS 38.05.035(e)(8)]

•Allows lease  term 
of up  to ten  year*..
IAS 38.05.1 BOfwll

3/16/89



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

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

TO: Representative Ron Lar .on, Co-Chair

Representative Lyman Hoffman, Co-Chair 

House Finance Committee

FROM: Representative Kay BrowfC' ̂
a A

DATE: April 17, 1989

SUBJ: HB 128/Oil and Gas Leasing Practices and State Royalties

Thank you for scheduling a hearing on CS HB 128 (Resources). As indicated in 

the attached sectional analysis, the proposed legislation has several 

different provisions that collectively will:

• improve the efficiency of the state's oil and gas leasing program;

• encourage production from marginal oil and gas fields; and

• strengthen the Public Notice requirements for proposed state oil and 

gas lease sales.

I look forward to the opportunity to discuss this legislation with the 

Finance Committee.

attachment

D u r in g  S e s s io n :
P. O. Box 20-2661 P. O. Box V

Anchorage, A K  99520-2661 Juneau, A K  99811
(907) 272-0207 (907) 465-4998 roc



STEVE C O W  PER. C O V E R \ O R

400 WILLOUGHBY AVE. 
JUNEAU. ALASKA 99801-1796 
PHONE: (907) 465-2400

M a r c h  15, 1989

d e p a r t m e n t  o f  n a t u r a l  r e s o u r c e s

„  „  OFFICE OF THE COMMISSIONER
The H o n o r a b l e  C l i f f  D a v i ds o n
A l a s k a  State R e p r e s e n t a t i v e
The H o n o r a b l e  Curt M e n a r d
A l a s k a  State R e p r e s e n t a t i v e
C o - C h a i r m e n
House R e s o u r c e s  C o m m i t t e e  
A l a s k a  State L e g i s l a t u r e  
P.O. B o x  V  
Juneau, A K  99811

D e a r  R e p r e s e n t a t i v e  D a v i d s o n  and R e p r e s e n t a t i v e  Menard:

S u b j e c t : H o u s e  Bi ll  128, r e l a t i n g  to state oil, gas and
g e o t h e r m a l  l e a s i n g  practi ce s,  and a d j u s t m e n t s  of ro yalties to 
e n c o u r a g e  c o m m e r c i a l  p r od uc t io n.

P o s i t i o n : The 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  supp or ts  this
bill. It w o u l d  a l l o w  us to be m o r e  r e s p o n s i v e  to ind u st ry  

r e q u e s t s  for oil a n d  gas l ease sales, w o u l d  c l a r i f y  e x i s t i n g  
p u b l i c  n o t i c i n g  r e q ui re me n ts , a n d  w o u l d  e n a b l e  us to grant a 

r o y a l t y  r e d u c t i o n  for s h u t - i n  oil a n d  gas that m a k e s  r es um p t i o n  
of p r o d u c t i o n  e c o n o m i c a l l y  feasible.

B a c k g r o u n d : S e c t i o n s  one a n d  t h r e e  of th i s bi ll  r e f le ct

a d m i n i s t r a t i v e  c h a n g e s  in the s t a t e ' s  oil a n d  gas l e a s i n g  p r o g r a m  
t ha t w o u l d  l e a d  to i n c r e a s e d  e f f i c i e n c y  for t he department, and 
w o u l d  g e n e r a t e  a d d i t i o n a l  r e v e n u e s  for the state.

An "exe m pt " oil a n d  g a s  l ea s e sa l e c o n s i s t s  of a c r e a g e  that has 
a l r e a d y  b e e n  l e a s e d  at l east on c e by t h e  state, or a c r e a g e  that 

is a d j a c e n t  to a l r e a d y  l e a s e d  lands. A  " r e o f f e r i n g "  sale 
c o n s i s t s  of a c r e a g e  t h a t  was o f f e r e d  f or lease at least once by 

the s t a t e  but, f o r  v a r i o u s  reasons, wa s  n e v e r  p u r c h a s e d .

E x i s t i n g  s t a t u t e s  a l l o w  t h e  d e p a r t m e n t  to h o l d  an e x e m p t  oil and 
gas l e a s e  s a l e  w i t h o u t  p r e p a r i n g  a n e w  w r i t t e n  finding, if a 

w r i t t e n  f i n d i n g  h a s  b e e n  p r e p a r e d  for the g e n e r a l  a r e a  d u r i n g  the 

p r e v i o u s  3 y e a r s .  T h i s  b i l l  w o u l d  i n c r e a s e  th e e l a p s e d  time 

b e f o r e  a n e w  f i n d i n g  n e e d s  to be p r e p a r e d  to five years. The 

e x i s t i n g  t h r e e  y e a r  p e r i o d  is not e n o u g h  t i m e  for us to o f f e r  

e l i g i b l e  a c r e ag e,  as r e q u e s t e d  by industry, for lease.

T hi s b i l l  w o u l d  a l s o  m a k e  the five y e a r  e x e m p t i o n  f r o m  a w r i t t e n  

f i n d i n g  a v a i l a b l e  to us for r e o f f e r i n g  sales, a n d  w o u l d  inc re as e 

the l e a s e  t e r m  for a r e o f f e r i n g  s a l e  f r o m  five y e a r s  to ten. Ter.



term u s e d  for other oil and gas lease sales.

S e c ti on  tw o of the bill w o u l d  assist owners of shut-in fields to 
r e e s t a b l i s h  co mm er c i a l  p r o d u c t i o n  by all ow in g the Commissioner, 
b a s e d  on c e r t a i n  conditions, to reduce the req ui re d lease 
royalty. R o y a l t y  r e du ct i on s g r a n t e d  under this bill w o u l d  be 
c o n d i t i o n e d  to p r o te ct  the state's interest.

S e c t i o n  four of this bill is an h o u s e k e e p i n g  m e a s u r e  that wo ul d  
c l a r i f y  t he p u b l i c  n o t i c i n g  r eq ui rements for state oil and gas 
lease sales.

P l e a s e  let me k n o w  if y o u  w o u l d  like ad di ti o n a l  i nf or m a t i o n  
r e l a t e d  to this bill.

L e n n i e  G o r s u c h  
C o m m i s s i o n e r

cc: C o m m i t t e e  m e m b e r s
S p o n s o r  
B o b  E v an s 
D e n b y  L l o y d  
D e n n i s  K e l s o  

D o n  C o l l i n s w o r t h  
J i m  E a s o n



O R A N D U M or M ia s * *
D E P A R T M E N T  O F  f i s h  a n u  O A M E

t o : P a m e l a  R o g e r *  DATE: S e p t e m b e r  9, 1 9 8 8

L e a s i n g  M a n a g e r

D i v i s i o n  o £  O i l  a n d  G a s  FILE NO.:
x. lihcul o f  N a t u r a l  R e o o u r a a a

Takiri io»ic »,o.. 3C7 33 43

SUBJECT. P A u ^ ua aJ  C h a n q e t
%___ to Title Ad

FROM: L a n c e  L .  T r a s J C i ^ S  ( O i l  e n d  G e e
R e g i o n a l  S u p e r v i s o r  L « . « . l U y)R e g i o n  I I
notice.* b l v l e l s n
D u u a r u n e n t  o r  c l a n  a n a  a<uu«

T h e  A i A i k *  D e p e r ^ f n e n f c  a £  P i s h  a n d  G a m e  h a s  r e v i e w e d  y o u r
J t U g U S C  4  i l w J l l i u i O N  J u j u  c o  U O n U B l o a l s n a a  a . * J y  V k  j u r r i l  n Q  

a u g g e a t t l  o n a n g a t  t o  T i d e  3 9 .  H a  h a v a  n o  o b j a e t i a n a  t o  t h e  
p r o p o s e d  r o v i a i o n a ,  p r o v i d e d  t h a t  s i g n i f i c a n t  p u b l i c  
o p p o s i t i o n  d o e s  n o t  a r i s e  r e g a r d i n g  t h e  s u g g e s t e d  c h a n g e  t o  
S e c t i o n  A S  3 8 . 0 8 . 0 3 5 ( e )  (7) . I t  i s  v a r y  i m p o r t a n t  t o  

m a i n t a i n  a  c r e d i b l e  o i l  a n d  g a s  p l a n n i n g  p r o c e s s ,  e v e n  i f
t h i o  r e q u i r e s  e x t r n  H . ' r o r c  o n  t h e  p a r t  o £  t h e  e t a t *  
a g e n c i e s .  s n o u i a  t h i s  r e v i s i o n  b e  s t r o n g l y  o p p o s e d ,  a n d  
t h e r e b y  c o m p c o m i a a  wu<* w v 4 ^ i b L l J L % y  a t  t h o  p l a n n i n g  r r o o a a s  
f o r  e x e m p t  a n d  r a o i f a r i n g  o a l c e ,  w e  w o u l d  o n c o u r a g a  
m a i n t a i n i n g  t n *  j b  m o n c n  P l 1t.sf4.e 1ue t h a n  a 4 o f % i » g

s u g g e s t e d  3 - y e a r  t i m e  p e r i o d .

T h a n k  y o u  s o r  t h e  o p p o r t u n i t y  t o  c o m m e n t  o n  t h o  s u g g e s t e d  
C h a n g e s  t w  T i u l e  3 0 .  X I  y s u  w o u l d  l i k e  ♦*<■» ^ a n i i a a  t h i s

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

o r  C l a u d i a  S l a t e r  ( 2 6 7 - 2 3 4 0 .

c c :  F r a n k  R u e

A l  O t t



Proposed Sale Area 8  Date

72A Ollktok Pt
67A Cook Inlet Exempt6-89
70A Kuporuk Upl. 9 -89

57 N.S. Foothills 6 -90

56 Alasko Peninsula 5-91
65 Beaufort Sea 5*91

61 White Hills
68 Beaufort Sea 5-92
75 Kuparuk Upl. 9 -9 2

77 Nonushuk

FIVE-YEAR OIL & GAS LEASING PROGRAM
A L A S K A  D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  

DIVISION O F  OIL & G A S

L = Pre lim inary Land Status Chock 
P = Prollm inary F ind ing /P re lim ina iy Notice 

|AS 35.05.945(a)(3) I 
M = Public Meetings or Tcloconferenco

F “  Final F ind ing /F ina l Nntice of Sale and Terms
I AS 30 .05 .045 (a)(4 )) and Alaska Coastal Management 

= Program Consistency Dete rm ina tion , if Returned 
S= Sale

N = Nom inations Requested
A = Pro i.jsed Sale Area Added to 5 Ycar Leasing Schedule 
C = Call (or Comments:

New Sales and 5-Year Schedule Revis ions1 
Request for General In fo rm a tio n 2
Request fo r Socioeconomic and Environmental In fo rm a tio n3
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T «n  M tatar 
Drvition M anagaf

Canoooln*.3301 C St'oot Suit* 300
Anchorage. AK BB&03

March 16, 1989

The Honorable Kay Brown 

Alaska House of Representatives 

P. 0. Box V 

Juneau, Alaska 99811

Dear Representative Brown: 

RE: HB 128

We have reviewed with much interest the provisions of HB 128. Conoco 

believes enactment of this legislation would send a strong signal that the 

State of Alaska recognizes the current economic dilemma we all are in and 

is willing to make provisions to ensure the continued economic development 

and production of it's oil resources in times of volatile crude prices. 

Conoco foresees crude price volatility remaining the dominant factor 

effecting oil and gas investment, decisions for some time to come. The 

following statement is offered in support of HB 128:

Section 1. . Amendment ..to AS 38.05.035(el.

The proposed amendments to this statute will enable tracts offered 

for lease during the previous five years to be reoffered for lease 

through an expedited process. Removing both the two yea* scheduling 

requirement and a repeat best, interest finding will remove soma of 

the cumbersome detail currently necessary for leasing reoffered 

tracts. Continued effort, to further streamline the present leasing 

system is needed and encouraged.

Sect ion 2. Amendment to AS 38.05.180f i l .
Conoco has been involved both legislatively and administratively with 

the interpretation of AS 38.05.180(j) For the past several years. We 

believe the changes proposed in HB 128 will clarify much of the 

confusion with the existing statute.

When Title 39 was rewritten in 1978, the legislature authorized 

royalty and net profits share to be included as bid variables. As we 

interpret the intent., subsection (j) was added to limit the circum­

stances under which a lessee could reduce its royalty below their bid 

value submitted to obtain a lease at a competitive lease sale. We 

believe it was not the legislature's intent at that time to prevent 

the Commissioner from utilizing authorities granted under subsection 

(p) which apply during the operation of a unit. The record shows 

specifically that the legislature rejected an amendment in 1978 that 

would have limited the Commissioner's authority under (p) by the 

provisions in (j).



Although we have made thp decision to resume production from the 

Milne Point Unit, it should be noted that our anticipated income 

stream, while generating a small positive cash flow, remains insuf­

ficient to provide a positive rate of return on our total investment. 

Under existing statutes we are eligible to apply for a reduced 

royalty at Milne Point after approximately ten additional months of 

production. Although the proposed amendments to 180 (j) may not 

directly effpct Milne Point at this time, we envision they may, given 

the volatility of crude prices, be of direct future benefit to Milne 

Point or any other smaller field in the State.

As applied however, the limitations of subsection (j) have apparently 

restricted the Commissioner's actions under subsection (p). The 
changes to 180 (J), as prupused In H0 128, will remove the inter­

pretation conflicts between language originally intended for bidding 

provisions and the subsequent operation of a unit either producing or 
mechanically capable of production.

The late 1970's and early 1980's were "boom" times for both the oil 

industry and the State of Alaska. With oil prices in excess of 

$30/bbl and forecasted to increase further, the perception and finan­

cial condition of both the State and industry were vastly different 

than under the economic realities of today. The realities of 

resource development today dictate changes by both the State and 

industry if continued economic development of the State's resources 

is to continue. Industry must reduce and optimize development and 

operational costs, and the State must institute royalty and taxing 

systems that preferentially attract and encourage continued private 
sector investment in Alaska.

Conoco views it's relationship with the State as a partnership, with 

each partner adhering to the implied and contractual obligations of 

the other. The partnership will be successful when both partners arc 

able to work together, trust and respect each other, and perceive 

that they are receiving and equitable return from the partnership. 

By amending 180 (j) we believe the State would be contributing sig­

nificantly towards a successful partnership.

Specifically the proposed amendments to HB 123 will:

• Remove the ambiguities between bidding methods and 

lease operations;

• Remove the arbitrary and poorly defined "two years 

initial production;"

• Give the Commissioner broader authority to protect 

the State's interests with crude price increases.

For these reasons, Conoco enthusiastically supports all of the 

proposed revisions.



The Honorable Kay Brown 
March 16, 1989 
Page 3

Section 3. Amendment to AS 38.05.180(wl.

Changing the proposed lease term from five years to ton years is very 

important for leases in frontier areas such as Alaska. With the long 

lead times for permitting and the potentially limited exploratory 

drilling seasons, five years is insufficient to adequately evaluate 

a lease. Increasing the term to ten years will make the leases more 

attractive to industry, which should also be reflected in lease 
bonuses to the state.

This concludes my statement supporting HB 128. If you have any questions 
or need additional clarification, please call me at 564*7601.

Very truly yours,

Division Manager 

AEH(jah)




