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DEPARTMENT OF NATURAL RESOURCES

O F F IC E  O F  TH E  C O M M ISS IO N E R  
T h e  H o n o r a b l e  C l i f f  D a v i d s o n

A l a s k a  S t a t e  R e p r e s e n t a t i v e

T h e  H o n o r a b l e  C u r t  M e n a r d

A l a s k a  S t a t e  R e p r e s e n t a t i v e

C o - C h a i r m e n

H o u s e  R e s o u r c e s  C o m m i t t e e  

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

P . O .  B o x  V  

J u n e a u ,  A K  9 9 8 1 1

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  a n d  R e p r e s e n t a t i v e  M e n a r d :

S u b j e c t : H o u s e  B i l l  128, r e l a t i n g  t o  s t a t e  oil, g a s  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  o f  r o y a l t i e s  t o  

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 .

P o s i t i o n : 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  s u p p o r t s  t h i s

b i l l .  It w o u l d  a l l o w  u s  t o  b e  m o r e  r e s p o n s i v e  t o  i n d u s t r y  

r e q u e s t s  f o r  o i l  a n d  g a s  l e a s e  s a l e s ,  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 u i r e m e n t s ,  a n d  w o u l d  e n a b l e  u s  t o  g r a n t  a 

r o y a l t y  r e d u c t i o n  f o r  s h u t - i n  o i l  a n d  g a s  t h a t  m a k e s  r e s u m p t i o n  

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

B a c k g r o u n d : S e c t i o n s  o n e  a n d  t h r e e  o f  t h i s  b i l l  r e f l e c t

a d m i n i s t r a t i v e  c h a n g e s  i n  t h e  s t a t e ' s  o i l  a n d  g a s  l e a s i n g  p r o g r a m  

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

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  f o r  t h e  s t a t e .

A n  " e x e m p t "  o i l  a n d  g a s  l e a s e  s a l e  c o n e . i t s  o f  a c r e a g e  t h a t  h a s  

a l r e a d y  b e e n  l e a s e d  a t  l e a s t  o n c e  b y  t h e  s t a t e ,  o r  a c r e a g e  t h a t  

i s  a d j a c e n t  t o  a l r e a d y  l e a s e d  l a n d s .  A  " r e o f f e r i n g "  s a l e  

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

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

g a s  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  f i n d i n g ,  i f  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  f o r  t h e  g e n e r a l  a r e a  d u r i n g  t h e  

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  t h e  e l a p s e d  t i m e  

b e f o r e  a n e w  f i n d i n g  n e e d s  t o  b e  p r e p a r e d  t o  f i v e  y e a r s .  T h e  

e x i s t i n g  t h r e e  y e a r  p e r i o d  is n o t  e n o u g h  t i m e  f o r  u s  t o  o f f e r  

e l i g i b l e  a c r e a g e ,  a s  r e q u e s t e d  b y  i n d u s t r y ,  f o r  l e a s e .

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

t h e  l e a s e  t e r m  f o r  a r e o f f e r i n g  s a l e  f r o m  f i v e  y e a r s  t o  t e n .  Ter.

STEVE COWPER, GOVERNOR

4 0 0  WILLOUGHBY AVE. 
JUNEAU. ALASKA 99801-1796 
PHONE: (9 07 ) 465-2400



y e a r s  is t h e  l e a s e  t e r m  u s e d  f o r  o t h e r  o i l  a n d  g a s  l e a s e  s a l e s .

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

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  b y  a l l o w i n g  t h e  C o m m i s s i o n e r ,  

b a s e d  on c e r t a i n  c o n d i t i o n s ,  t o  r e d u c e  t h e  r e q u i r e d  l e a s e  

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

c o n d i t i o n e d  t o  p r o t e c t  t h e  s t a t e ' s  i n t e r e s t .

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

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

P l e a s e  l e t  m e  k n o w  i f  y o u  w o u l d  l i k e  a d d i t i o n a l  i n f o r m a t i o n  
r e l a t e d  t o  t h i s  b i l l .

S i n c e r e l y ,

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 a n 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
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BY THE RESOURCES COMMITTEE 

CS FOR HOUSE BILL NO. 128 (Resources)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to state oil and gas and geothermal

leasing practices and adjustments of state royalties 

to encourage commercial production."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.035(e) is amended to read:

(e) Upon a written finding that the interests of the state will 

be best served, the director may, with the consent of the commis­

sioner, approve contracts for the sale, lease, or other disposal of

available land, resources, property or interests in them, and, in 

addition to the conditions and limitations imposed by law, may impose 

additional conditions or limitations in the contracts as the director 

determines, w i t h  the consent of the commissioner, will best serve the 

interests of the state. A contract for the sale, lease, or other 

disposal of available land or an interest in land is not legally 

binding on the state until the commissioner approves the contract but 

if the appraised value is not greater than $50,000 in the case of the 

sale of land or an interest in land, or $5,000 in the case of the 

annual rental of land or interest in land, the director may execute 

the contract without the approval of the commissioner. Before a 

public hearing, if held, or in any case no less than 21 days before 

the sale, lease, or other disposal of available land, property, r e­

sources, or interests in them, the director shall make available to 

the public a written finding that sets out the facts and applicable 

law upon which the determination that the sale, lease, or other

-1- CSHB 128(Res)
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disposal will best serve the interests of the state was based. A

written finding is not required before the approval of

(1) a contract for a negotiated sale authorized under 

AS 38.05.115;

(2) a lease of land for a shore fishery site under AS 38.-

05.082;

(3) a permit or other authorization revocable by the com­

missioner ;

(4) a mineral claim located under AS 38.05.195;

(5) a mineral lease issued under AS 38.05.205; [OR]

(6) a production license issued under AS 38.05.207; [OR]

(7) an exempt oil and gas sale under AS 38.05.180(d) of

acreage offered in a sale that was held within the previous five years

if the sale was subject to [FOR WHICH] a written best interest find­

ing^ [HAS BEEN ISSUED FOR THE AREA OF THE SALE WITHIN THE 36 MONTHS 

BEFORE THE DATE OF THE SALE] unless the commissioner determines that 

n e w  information has become available that justifies a revision of the 

best interest f i n d i n g ; or

(8) a lease sale under AS 38. 0 5 . 180(w) of acreage offered

in a sale that was held within the previous five years if the sale was

subject to a best interest finding, unless the commissioner determines 

that new information has become available that justifies a revision of 

the best interest finding.

* Sec. 2. AS 38.05.180(j ) is amended to read:

(j) To prolong the economic life of an oil and gas field or to 

reestablish commercial production of shut-in oil or gas that would not 

otherwise be economically f e a s i b l e , the commissioner shall adopt 

regulations [FOR ALL BIDDING METHODS] to allow reduction of royalty on 

leases [WITHIN THE FIELD TO COMPENSATE FOR INCREASING COSTS IN THE 

CSHB 1 2 8 (Res) -2-
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LATER STAGES OF PRODUCTION DECLINE], The commissioner may not grant a 

reduction of royalty unless the [UNTIL TWO YEARS' INITIAL PRODUCTION 

FROM THE FIELD HAS OCCURRED AND EACH] lessee requesting the reduction 

makes [HAS MADE] a clear showing that the revenue from the lessee's 

share of all hydrocarbons produced from the field is or is likely to 

continue to be insufficient to produce a reasonable rate of return 

with respect to the [THAT] lessee's total investment in the field. 

The commissioner may condition a royalty reduction granted under this 

subsection in any way necessary to protect the state's interest, 

including restoration of the state's royalty share in the event of an 

increase in the price of oil or gas. Before approving a royalty 

reduction, the commissioner shall make a written finding that the 

state has obtained the maximum possible economic return that is c o m­

patible with allowing a reasonable rate of economic return for the 

l e s s e e .

* Sec. 3. AS 38.05.180(w) is amended to read:

(w) Notwithstanding any other provisions of this section, land 

which has been offered for lease within the previous five years and 

which received no bids at competitive sale or for which no bid was 

accepted may be, at the discretion of the commissioner, immediately 

offered for lease, under regulations adopted by the commissioner, upon 

terms appearing most advantageous to the state; however, non c o m p e t i­

tive leasing is prohibited. The commissioner shall establish a ro y a l­

ty determined to be in the public interest but not less than 12 1/2 

percent. A lease must provide for payment to the state or rental but 

need not adhere to the rental schedule in (n) of this section nor to 

the 5,760-acres-per-lease limitation in (m) of this section. The 

lease term may not exceed J_0 [FIVE] years^ except as provided in (m) 

and (o) of this section.

- 3 -  CSHB 1 2 8 (R e s )
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* Sec. 4. AS 38.05.945(c) is amended to read:

(c) Notice [EXCEPT FOR OIL AND CAS LEASING UNDER AS 38.05.180 

A N D  GEOTHERMAL LEASING UNDER AS 38.05.181, NOTICE] at least 30 days 

before action under (a) of this section shall also be given to the 

following:

(1) to a municipality if the land is within the boundaries 

of the municipality, to a coordinating body established by community 

councils in a municipality if the coordinating body or a community 

council within the area served by a coordinating body requests notice 

in writing; if there is no coordinating body within the municipality, 

notice shall be provided to each community council established by the 

charter or ordinance of the municipality if the land is located within 

the boundaries of the municipality and if the community council r e­

quests notice in writing;

(2) to a regional corporation if the boundaries of the 

corporation as established by sec. 7(a) of the Alaska Native Claims 

Settlement Act encompass the land and the land is outside a municipal­

ity;

(3) to a village corporation organized under sec. 8(a) of 

the Alaska Native Claims Settlement Act if the land is within 25 miles 

of the village for which the corporation was established and the land 

is located outside a municipality;

(4) to the postmaster of a permanent settlement of more 

than 25 persons located within 25 miles of the land if the land is 

located outside a municipality, with a request that the notice be 

posted in a conspicuous lo .ion;

(5) to a nonprofit community organization or a governing 

body that has requested notification in writing and provided a map of 

its boundaries, if the land is within the boundaries.

CSHB 1 2 8 (Res) -4-



Kay Brown
Alaska State Legislature 
House of Representatives

T O : R e p r e s e n t a t i v e  C l i f f  D a v i d s o n ,  C o - C h a i r  
R e p r e s e n t a t i v e  C u r t  M e n a r d ,  C o - C h a i r  
H o u s e  R e s o u r c e s  C o m m i t t e e

F R O M :  R e p r e s e n t a t i v e  K a y  r
D A T E :  M a r c h  1 6 ,  1 9 8 9

S U B J :  H B  1 2 8 / O i l  a n d  <3as L e a s i n g  P r a c t i c e s  a n d  S t a t e  R o y a l t i e s

T h a n k  y o u  f o r  s c h e d u l i n g  a h e a r i n g  o n  H B  1 2 8 . 1 a p p r e c i a t e  t h e  o p p o r t u n i t y  to  
d i s c u s s  t h i s  l e g i s l a t i o n  w i t h  t h e  R e s o u r c e s  C o m m i t t e e .

A s  i n d i c a t e d  in  t h e  a t t a c h e d  s e c t i o n a l  a n a l y s i s ,  t h e  p r o p o s e d  l e g i s l a t i o n  h a s  
s e v e r a l  d i f f e r e n t  p r o v i s i o n s  t h a t  c o l l e c t i v e l y  w i l l  i m p r o v e  t h e  e f f i c i e n c y  o f  
t h e  s t a t e ’s  o i l  a n d  g a s  l e a s i n g  p r o g r a m ;  e n c o u r a g e  p r o d u c t i o n  f r o m  m a r g i n a l  
o i l  a n d  g a s  f i e l d s ;  a n d  s t r e n g t h e n  t h e  p u b l i c  n o t i c e  r e q u i r e m e n t s  fo r  
p r o p o s e d  l e a s i n g  a c t i o n s  u n d e r t a k e n  by  t h e  s t a t e .

a t t a c h m e n t

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

Anchorage, A K  09520-2661 
(907) 272-0207

P. O. BOX V  
Juneau, A K  99811 
(907) 465-4998



SECTIONAL ANALYSIS

Rep.  Kav B row n
03/15/89

H B  1 2 8  -  O i l  a n d  G a s  L e a s i n g  P r a c t i c 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 i n g  l a w  r e g a r d i n g  t h e  r e q u i r e m e n t  to  p r e p a r e  a n e w  "b e st  
i n t e r e s t  f i n d i n g "  in  th e  c a s e  o f  " e x e m p t"  o i l  a n d  g a s  l e 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 l d  a l l o w  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  to l e a s e  l a n d s  u n d e r  t h e s e  s t a t u t e s  
w i t h o u t  p r e p a r i n g  a  n e w  "b est  i n t e r e s t  f i n d i n 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  t h e  p r e v i o 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 i n e s  t h a t  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  
r e v i s i o n  o f  th e  p r i o r  f i n d i n g .

S e c t i o n  2

W o u l d  g i v e  th e  C o m m i s s i o n e r  o f  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  
a u t h o r i t y  to  r e d u c e  r o y a l t i e s  in  o r d e r  to  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 i o n  t h a t  w o u l d  o t h e r w i s e  n o t  b e  e c o n o m i c a l l y  f e a s i b l e .  B e f o r e  
g r a n t i n g  a  r o y a l t y  r e d u c t i o n ,  th e  l e s s e e  m u s t  m a k e  a  c l e a r  s h o w i n g  th at  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 i c a l  to  p r o d u c e  w i t h o u t  a  r e d u c t i o 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 l d  h a v e  to  f i n 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 i c  r e t u r n  c o m p a t i b l e  w i t h  a r e a s o n a b l e  r a t e  of  
r e t u r n  for  th e  l e 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 i n g  t h e  t e r m  o f  a l e a s e  t h 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  l a w  s t i p u l a t e s  t h a t  t h e  t e r m  o f  a r e - o f f e r e d  l e a s e  s h a l l  b e  
l i m i t e d  to  f i v e  y e 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  i n c r e a s e  t h e  m a x i m u m  
t e r m  o f  a r e - o f f e r e d  l e a s e  to  t e n  y e a r s .

Sjec.tjflQ_4

A m e n d s  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  p u b l i c  n o t i c e  r e q u i r e m e n t s  a s  
th e y  p e r t a i n  to  th e  l e a s i n g  o f  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 o e  
p r o p o s e d  c h a n g e  w o u l d  r e e s t a b l i s h  th e  r e q u i r e m e n t ,  t h a t  th e  d e p a r t m e n t  
p r o v i d e  b r o a d  p u b l i c  n o t i c 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 i e s .



MEMORANDUM s ta ie  ot Miasiva
D E P A R T M E N T  O F  FISH A N U  U A M E

TO; P a m e l a  R o g e r s  DATE: S e p t e m b e r  9, 19 8 8

Leasing M a n a g e r
D i v i s i o n  o £  O i l  a n d  G a o  FILE M O  ;
C e ^ a i  L h i t nt- o £  U a t u r t f . L  H c s o u r c i f l

h <>.. ac? n a n

SUBJECT. P i u ^ u u a d  C h a n g e s
.___  to T i t l e  JB

FROM; L a n c e  L. T r a s k ^ \ ^  (Oil © n d  Q © e
R e g i o n a l  S u p e r v i s o r  
R e g i o n  II
l l a h ^ t n t  O l v i c i u n

D e p t t i ' L l i e n t  o r  C i s n  a m i  O a i u u

Th*» A i * « k a  o*t>*HriAnt o £  F 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
Jtugusc <»hCvjliii CO u o m m  i o a 1 , 0 n»i- t*<̂ H « o
s u g g e s t e d  o n a n g o e  to T i e i e  30. w «  h a v o  n o  o b j e c t i o n c  t o  t h e  
p r o p o s e d  r o v i s 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 e 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  AS 3 8 . 0 5 . 0 3 5 ( e ) ( 7 ) .  It is  v e r y  i m p o r t a n t  to 
m a i n t a i n  a c r o 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  if 
fchio r e q u i r e *  e x * r «  « 'lur ti o n  t h e  p a r t  o f  t h e  s t a t o  
a g e n c i e s ,  S n o u l d  t h i s  r e v i s i o n  b o  s t r o n g l y  o p p o o o d ,  a n d  
t h e r e b y  c o m p r o m i u o  tn-, c r e d i b i l i t y  <s £ t h e  p l a n n i n g  p r o r ,e « R  
f o r  e x e m p t  a n d  r a o f £ « r l n g  o a l o o  , w o  w o u l d  n n o o u r a g e  
m a m t a m i n g  m e  jp m o n m  p i u . « n a w e  i.oi.ii«v t h a n  adapiL»<j tha
s u g g e s t e d  5 - y e a r  t i m e  p e r i o d .

T h a n k  y o u  tor t n e  o p p o r t u n i t y  ly c o m m e n t  o n  t h e  o u g g o e t o d
Ulicuigoo Lu TJ, L i e  0 0 .  Z £  y o u  w o u l d  1 i k o ♦'<-1 <4(nr*u«« 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 o t  h e a i t a t ©  t o  c o n t a c t  o i t h o r  m e  
o r  C l a u d i a  S l a t e r  ( 2 6 7 —2 3 4 6 ) .
c c : F r a n k  R u e

A 1  O t t



Tom PilHUr Conooo Int.
O - v n . o n  M a n . g e r  3 3 0 1  C  S t m e l

S u n # 2 0 0
Anchorsg#,  A K  99603

March 16 ,  1989

The H on o ra b l e  Kay Brown 
A la ska  House o f  R e p r e s e n t a t i v e s  
P. 0 .  Box V 
Juneau ,  A l a s k a  99811

Dea r  R e p r e s e n t a t i v e  Brown:

RE; HB 128

We have r ev iewed  w i th  much i n t e r e s t  the p r o v i s i o n s  o f  HB 128 .  Conoco 
b e l i e v e s  enac tment  o f  t h i s  l e g i s l a t i o n  would send a s t r o n g  s i g n a l  t h a t  the 
S t a t e  o f  A l a s k a  r e c o g n i z e s  the  c u r r e n t  economic di lemma we a l l  a r e  in  and 
i s  w i l l i n g  t o  make p r o v i s i o n s  t o  pnsu re  the  c on t in u ed  economic deve lopment  
and p r o d u c t i o n  o f  i t ' s  o i l  r e s o u r c e s  in t imps o f  v o l a t i l e  c rude  p r i c e s .  
Conoco f o r e s e e s  c rude  p r i c e  v o l a t i l i t y  r em a in in g  the  dominant  f a c t o r  
e f f e c t i n g  o i l  and gas in ve s tmen t  d e c i s i o n s  f o r  some t imo t o  come. The 
f o l l o w i n g  s ta t em en t  i s  o f f e r e d  in s u p p o r t  o f  HB 128 :

Section 1. Amendment to AS 38.05.035(91.
The p ro p o s ed  amendments t o  t h i s  s t a t u t e  w i l l  e n a b l e  t r a c t s  o f f e r e d  
f o r  l e a s e  d u r i n g  the  p r e v i o u s  f i v e  y e a r s  t o  be r e o f f e r e d  f o r  l e a s e  
t h r ough  an e x p e d i t e d  p r o c e s s .  Removing bo th the two y e a r  s c h e d u l i n g  
r e q u i r em e n t  and a r e p e a t  b e s t  i n t e r e s t  f i n d i n g  w i l l  remove some o f  
t h e  cumbersome d e t a i l  c u r r e n t l y  necess ’y f o r  l e a s i n g  r e o f f e r e d  
t r a c t s .  C on t inued  e f f o r t  t o  f u r t h e r  s t r e a m l i n e  the  p r e s e n t  l e a s i n g  
sys tem i s  needed and encou raged .

S e c t i o n  2 .  Amendment t o  AS 3 8 . 0 5 . 1 8 0 f i ) .
Conoco has been i n v o l v e d  both l e g i s l a t i v e l y  and a d m i n i s t r a t i v e l y  w i th  
the  i n t e r p r e t a t i o n  o f  AS 3 8 . 0 5 . 1 8 0 ( j ) Fo r the  p a s t  s e v e r a l  y e a r s .  We 
b e l i e v e  th e  changes p r opo sed  in HB 128 w i l l  c l a r i f y  much o f  th e  
c o n f u s i o n  w i t h  the  e x i s t i n g  s t a t u t e .

When T i t l p  38  was r e w r i t t e n  in 1978 ,  the l e g i s l a t u r e  a u t h o r i z e d  
r o y a l t y  and n e t  p r o f i t s  s h a r e  to  be i n c l u d ed  as b id  v a r i a b l e s .  As we 
i n t e r p r e t  th e  in ten t . ,  s u b s e c t i o n  ( j )  was added to  l i m i t  the  c i r c u m ­
s tan ce s  unde r  which a l e s s e e  c o u ld  reduce  i t s  r o y a l t y  be low t h e i r  b i d  
v a l u e  subm i t t e d  t o  o b t a i n  a l e a s e  a t  a c ompet i t i ve }  l e a s e  s a l e .  We 
b e l i e v e  i t  was no t  the l e g i s l a t u r e ' s  i n t e n t  a t  t h a t  t ime to  p r e v e n t  
the  Commiss innpr  f r om u t i l i z i n g  a u t h o r i t i e s  g r a n t e d  under  s u b s e c t i o n  
( p )  which a p o l y  d u r in g  the o p e r a t i o n  o f  a u n i t .  The r e c o r d  shows 
S p e c i f i c a l l y  t h a t  thp l p g i s i a t u r e  r e j e c t e d  an amendment in 1978 t h a t  
wou ld have  l im i t e d  the  C omm is s i on e r ' s  a u t h o r i t y  under  ( p )  by the  
p r o v i s i o n s  in  ( j ) .



The H on o rab l e  Kay Brown 
March 16 , 1989 
Page 2

As a p p l i e d  however ,  the  l i m i t a t i o n s  o f  s u b s e c t i o n  ( j )  have a p p a r e n t l y  
r e s t r i c t e d  th e  C omm is s ione r ' s  a c t i o n s  unde r  s u b s e c t i o n  ( p ) .  The 
changes t o  ISO ( j ) ,  as p rupused in HB 128 ,  w i n  remove the i n t e r ­
p r e t a t i o n  c o n f l i c t s  between l anguage  o r i g i n a l l y  in tend ed  f o r  b i d d in g  
p r o v i s i o n s  and the subsequent , o p e r a t i o n  o f  a u n i t  e i t h e r  p r oduc ing  o r  
m e c h a n i c a l l y  c ap ab l e  o f  p r o d u c t i o n .

The l a t e  1 9 7 0 ' s  and e a r l y  1 9 8 0 ' s  were "boom" t imes f o r  bo th the  o i l  
i n d u s t r y  and the  S t a t e  o f  A l a s k a .  With o i l  p r i c e s  in  excoss  o f
5 3 0 / b b l  and f o r e c a s t e d  t o  i n c r e a s e  f u r t h e r ,  th e  p e r c e p t i o n  and f i n a n ­
c i a l  c o n d i t i o n  o f  bo th  the S t a t e  and i n d u s t r y  were v a s t l y  d i f f e r e n t  
th an  unde r  t h e  economic  r e a l i t i e s  o f  t o d a y .  The r e a l i t i e s  o f
r e s o u r c e  deve lopmen t  t oday  d i c t a t e  changes by bo th  the  S t a t e  and 
i n d u s t r y  i f  c o n t i n u ed  economic  deve lopment  o f  the S t a t e ' s  r e s o u r c e s  
I s  t o  c o n t i n u e .  I n d u s t r y  must reduce  and o p t im i z e  deve lopment  and 
o p e r a t i o n a l  c o s t s ,  and the  S t a t e  must i n s t i t u t e  r o y a l t y  and t a x i n g  
sys tems t h a t  p r e f e r e n t i a l l y  a t t r a c t  and encourage  c on t in u ed  p r i v a t e  
s e c t o r  in ve s tmen t  in  A l a s k a .

Conoco v iews  i t ' s  r e l a t i o n s h i p  w i th  the  S t a t e  as a p a r t n e r s h i p ,  w i th  
each p a r t n e r  a d h e r in g  t o  the  im p l i e d  and c o n t r a c t u a l  o b l i g a t i o n s  o f  
the  O th e r .  The p a r t n e r s h i p  w i l l  be s u c c e s s f u l  when both p a r t n e r s  a r c  
a b l e  t o  work  t o g e t h e r ,  t r u s t  and r e s p e c t  each o t h e r ,  and p e r c e i v e
t h a t  t h e y  a re  r e c e i v i n g  and e q u i t a b l e  r e t u r n  f r om  the  p a r t n e r s h i p ,
By amending 180 ( j )  we b e l i e v e  the  S t a t e  would be c o n t r i b u t i n g  s i g ­
n i f i c a n t l y  towa rds  a s u c c e s s f u l  p a r t n e r s h i p .

S p e c i f i c a l l y  t h e  p r opo sed  amendments t o  HB 123 w i l l :
• Remove the  am b i g u i t i e s  between b id d in g  methods and 

l e a s e  o p e r a t i o n s ;
• Remove the  a r b i t r a r y  and p o o r l y  d e f i n e d  "two y e a r s  

i n i t i a l  p r o d u c t i o n ; "
• G ive  the  Commiss ione r  b r o a d e r  a u t h o r i t y  t o  p r o t e c t  

the  S t a t e ' s  i n t e r e s t s  w i t h  c rude  p r i c e  i n c r e a s e s .

Fo r  t h e s e  r e a s o n s ,  Conoco e n t h u s i a s t i c a l l y  s u p p o r t s  a l l  o f  the  
p r opo sed  r e i i s i o n s .

A l t h ough  we have made the  d e c i s i o n  t o  resume p r o d u c t i o n  f rom the  
M i ln e  P o i n t  U n i t ,  i t  s h o u ld  be no ted  t h a t  o u r  a n t i c i p a t e d  income 
s t r e am ,  w h i l e  g e n e r a t i n g  a sma l l  p o s i t i v e  cash f l o w ,  r ema ins  i n s u f ­
f i c i e n t  t o  p r o v i d e  a p o s i t i v e  r a t e  o f  r e t u r n  on o u r  t o t a l  i n v e s tm en t .  
Under  e x i s t i n g  s t a t u t e s  we a r e  e l i g i b l e  t o  a p p l y  f o r  a reduced 
r o y a l t y  a t  M i ln e  P o i n t  a f t e r  a p p r o x im a t e l y  ten a d d i t i o n a l  months o f  
p r o d u c t i o n .  A l though  the  p r opo sed  amendments t o  180 ( j )  may no t  
d i r e c t l y  e f f e c t  M i ln e  P o i n t  a t  t h i s  t im e ,  we e n v i s i o n  they  may, g i v e n  
th e  v o l a t i l i t y  o f  c rude  p r i c e s ,  be o f  d i r e c t  f u t u r e  b e n e f i t  t o  M i ln e  
P o i n t  o r  any o t h e r  s m a l l e r  f i e l d  in the  S t a t e .
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S e c t i o n  3 .  Amendment t o  AS 3 8 . o r . i nn fw )
Changing the p roposed l e a s e  te rm  f rom  f i v e  y e a r s  t o  ten  y o a r s  i s  v e r y  
im po r t a n t  f o r  l e a s e s  in f r o n t i e r  a r e a s  such as A la s k a .  With th e  l o n g  
l e a d  t imes  f o r  p e rm i t t i n g  and the  p o t e n t i a l l y  l im i t e d  e x p l o r a t o r y  
d r i l l i n g  s e a son s ,  f i v e  y e a r s  i s  i n s u f f i c i e n t  t o  a d e q u a t e l y  e v a l u a t e  
a l e a s e .  I n c r e a s i n g  th e  te rm  t o  t e n  y e a r s  w i l l  make the  l e a s e s  more 
a t t r a c t i v e  t o  i n d u s t r y ,  which s hou ld  a l s o  be r e f l e c t e d  in  l e a s e  
bonuses t o  the  s t a t e .

Th i s  c on c lu de s  my s ta t em en t  s u p p o r t i n g  HB 128 .  I f  you have any q u e s t i o n s  
o r  need a d d i t i o n a l  c l a r i f i c a t i o n ,  p l e a s e  c a l l  me a t  5 6 4 - 7 6 ° l .
Ve ry  t r u l y  y o u r s ,

D i v i s i o n  Manager 

AEH ( jah )



iM = Nominations Requested
A = Proposed Sale Area Added to 5-Year Leasing Schedule 
C = Call for Comments:

New Sales and 5-Year Schedule Revisions 
Request for General Information2
Request for Socioeconomic and Environmental Information3

L = Preliminary Land Status Check 
P = Preliminary Finding/Preliminary Notice 

[AS 36.05.945(a)(3)!
M = Public Meetings or Teleconference

F = Final Finding/Final Notice of Sale and Terms
[AS 38.05.945(a)(4)l and Alaska Coastal Management 

= Program Consistency Determination, if Required 
S= Sale

FIVE-YEAR OIL & GAS LEASING PROGRAM

ALASKA DEPARTMENT OF NATURAL RESOURCES
DIVISION OF OIL & GAS

1 9 8 8 9 8 9 1 9 9 0 9 9 1 9 9 2 IS>9 3
r r o p o s e a  s a i e  A r e a  a  u a i e .1 ,1 A s 0 N D J F M A M J J A s 0 N 0 J F M A M J J A S 0 N D J F M A M J J A S 0 N 0 J F M A M J J A S 0 N 0 J h M A M J J A s

5 2 B e a u f o r t  S e a  1 - 8 9 P M F s

7 2 A O l i k t o k  P t .  1 - 8 9 P M F s

6 7 A C o o k  In l et  E x e m p t 6 - 8 9 p V F S

7 0  A Kup a r u k  Up l .  9 - 8 9 N
•C d A P W F s

5 9 C o o k  Inlet 1 - 9 0 L
3
C P M F S

5 7 N.S. Foothills 6-90 L
*

c P M F S

7 3 A N.S.  E x e m p t  6 - 9 0 N
t

c L A
3

C P M F s

64 Kav i k  1 -91 L
3
c P M F s

5 6 A l a s k a  Pen insu l a  5 - 9 1 L
3

C P M F s

6 5 B e a u f o r t  S e a  5 * 9 1 L
3

C P M F s

74 Co o k  In l et  9 - 9 1 N
1c A L

3c P M F S

6 ! Whi te  Hi l l s  L 9 2
2c L

3c p V F S

68 B e a u f o r t  S e a  5 - 9 2
2
C L

3
C P M F s

7 5 K u p a r u k  Upl .  9 - 9 2 N
tc A

2
c L

3
C P M F s

7 6 C o o k  In l e t  1 - 9 3 N
1c A

2
C L

3
C P M F s

77 Nanushuk  5 - 9 3 N
1c A

2
c L

3
C P M F S

itrun



OI! and Gas Lease Sale Opllons .
Comparison of existing statutes with changes proposed in HB 128 

to AS 38.05.035(e) and AS 38.05.180{w)
Prepared by Division of Oil & Gas

Rggii'nr Sa lsa Exempt S a les Heofferlna _Sales

Existing Statutes HB 128 
Proposed Change

Existing Statutes HB 128 
Proposed Change

Existing Statutes HB 128 
Proposed Change

Must be on five-year 
leasing schedule. 
[AS 38.05.180(b)]

*No changes

Sales proposed by 
Cw. of 03 & Gas; 
Industry comments 
solicited each year.
Acreage consists of 
new ’frontier' areas 
and oH areas ottered 
In the past

New bast interest 
fincfing required for 
each safe; public 
notices issued.

Lease term up to ton 
years.

Not required to be 
on five-year schedule. 
[AS 38.05.180(d)i
Sates based cn 
unsolicited industry 
nominations; several 
received each year.
Acreage previously 
leased and now 
refrtquished or 
expired; or, acreage 
adjacent to existing 
leases.
Can uss up to 3-year- 
otd best interest 
finding ff no new 
significant information; 
public notices issued.

Lease term up to ten 
years.

‘ AJIor/s use of up to
5-year-oW best 
Interest finding 
ff no new significant 
Information. A!i pubic 
n o te s  w3 sSI be 
issued.
[AS 38.05.035(e) (7)1

Not required to be 
on five-year schedule. 
[AS 38.05.180(w)]

Sales based on 
unsollcitBd industry 
nominations; several 
nedoved each year.
Acreage previousiy 
offered but not 
leased.

New best Interest 
finding required for 
each sale; public 
notices Issued

Lease term no more 
than five years.

‘ Allows use of up to
5-year-oJdbest 
interest finding 
if no new significant 
Information. Afl public 
notices wil stil he 
Issued.

[AS 33.05.035(e)(8)]

•Allows lease term 
of up to ten years. 
[AS 38.05.1 BO(w)]
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