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Fhe RESOURCES Committee recommends that:

SOUSE BILL NO. 128 [OIL & GAS LEASES & ROYALTY REDUCTION]
"An Act relating to state oil and gas and geothermal leasing practices and
adjustments of state royalties to encourage commercial production.”
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HB 128

AMENDMENT
page 3, line 12
Delete "finer

Insert "make a written finding”



STEVE COWPER, GOVERNOR

March "15, *1989

DEPARTMENT OF NATURAL RESOURCES 400 WILLOUGHBY AVE

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

OFFICE OF THE COMMISSIONER
The Honorable Cliff Davidson

Alaska State Representative
The Honorable Curt Menard
Alaska State Representative
Co-Chairmen

House Resources Committee
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

Dear Representative Davidson and Representative Menard:

Subject: House Bill 128, relating to state oil, gas and
geothermal 1leasing practices, and adjustments of royalties to
encourage commercial production.

Position: The Department of Natural Resources supports this
bill. It would allow us to be more responsive to industry

requests for oil and gas lease sales, would clarify existing
noticing requirements, and would enable us to grant a

public
and gas that makes resumption

royalty reduction for shut-in oil
of production economically feasible.

Background: Sections one and three of this bill reflect
administrative changes in the state"s oil and gas leasing progranm
that would lead to increased efficiency for the department, and
would generate additional revenues for the state.

An "exempt” oil and gas lease sale cone.its of acreage that has
already been leased at least once by the state, or acreage that
is adjacent to already leased lands. A "reoffering" sale
consists of acreage that was offered for lease at least once by
the state but, for various reasons, was never purchased.

Existing statutes allow the department to hold an exempt oil and
gas lease sale without preparing a new written finding, 1if a
written finding has been prepared for the general area during the
previous 3 years. This bill would increase the elapsed tinme
before a new Tfinding needs to be prepared to five years. The
existing three year period is not enough time for us to offer
eligible acreage, as requested by industry, for lease.

This bill would also make the five year exemption from a written
finding available to us for reoffering sales, and would 1increase
the lease term for a reoffering sale from five years to ten. Ter.



years is the lease term used for other oil and gas lease sales.

Section two of the bill would assist owners of shut-in fields to
reestablish commercial production by allowing the Commissioner,
based on certain conditions, to reduce the required lease
royalty. Royalty reductions granted under this bill would be
conditioned to protect the state"s interest.

Section four of this bill 1is an housekeeping measure that would
clarify the public noticing requirements for state oil and gas

lease sales.

Please let me know if you would like additional information

related to this bill.

Sincerely,

Commissioner

cc: Committee members
Sponsor
Bob Evans
Denby Lloyd
Dennis Kelso
Don Collinsworth
Jim Eason
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6-0529E »
Chenoweth
3/29/89
Original sponsors: Brown, M.Davis,
Gruenberg, and Ellis
IN THE HOUSE 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) 1isamended 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, orother disposal of
available land, resources, property or interests in them, and, in
addition to the conditions and limitations imposed by law, may 1impose
additional conditions or limitations in the contracts as the director
determines, with the consent of the commissioner, will best serve the
interests of the state. A contract for the sale, lease, or other
disposal of available 1land or an interest 1in land 1is not legally
binding on the state until the commissioner approves the contract but
if the appraised value 1is 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 1in 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, re—
sources, or 1interests 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 1is not required before the approval of
(@D 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 claimlocated under AS 38.05.195;

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

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

@) an exempt oil and gas sale under AS 38.05.180(d) of
acreageoffered 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
new information has become available that justifies a revision of the
best interest finding; or

(8)a lease sale under AS 38.05.180(w) of acreage offered
in a sale that was held within theprevious 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(jJ) 1is 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 feasible, 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 128(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] Ilessee 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 com—
patible with allowing a reasonable rate of economic return for the

lessee.

* 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, 1immediately
offered for lease, under regulations adopted by the commissioner, upon
terms appearing most advantageous to the state; however, noncompeti—
tive leasing is prohibited. The commissioner shall establish a royal—
ty determined to be 1in 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 1in (m) of this section. The
lease term may not exceed JO [FIVE] years”™ except as provided in (m)

and (o) of this section.

3 CSHB 128(Res)
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* Sec. 4. AS 38.05.945(c) 1is amended to read:
(©) Notice [EXCEPT FOR OIL AND CAS LEASING UNDER AS 38.05.18

AND 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; 1if there 1is 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 re—
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;

%) 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 128 (Res) -4-



Kay Brown

Alaska State Legislature
House of Representatives

T0: Representative Cliff Davidson, Co-Chair
Representative Curt Menard, Co-Chair
House Resources Committee

FROM: Representative Kay l'
DATE: March 16, 1989
SUBJ: HB 128/0il and <3as Leasing Practices and State Royalties

Thank you for scheduling a hearing on HB 128 .1 appreciate the opportunity to
discuss this legislation with the Resources Committee.

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 leasing actions undertaken by the state.

attachment
During Session:
P. 0. Box 20-2661 P. 0. BOX V
Anchorage, AK 09520-2661 Juneau, AK 99811

(907) 272-0207 (907) 465-4998



Rep. Kav Brown

03/15/89
SECTIONAL ANALYSIS

HB 128 - 0il and Gas Leasing Practices and State Royalties

Section |

Amends existing law regarding the requirement to prepare a new "best
interest finding™ in the case of "exempt” oil and gas lease sales under AS
38.05.180(d) and AS 38.05.180(w). The proposed change would allow the
Department of Natural Resources to lease lands under these statutes
without preparing a new "best interest finding" if a finding had been
prepared within the previous five years, unless the Commissioner
determines that new information has become available that justifies
revision of the prior finding.

Section 2

Would give the Commissioner of the Department of Natural Resources
authority to reduce royalties in order to reestablish shut-in oil and gas
production that would otherwise not be economically feasible. Before
granting a royalty reduction, the lessee must make a clear showing that the
shut-in resources would not be economical to produce without a reduction.
Further, the Commissioner would have to find that the state was obtaining
the maximum possible economic return compatible with a reasonable rate of

return for the lessee.

Section 3

Amends AS 38.05.180(w) regarding the term of a lease that has been re-
offered. Existing law stipulates that the term of a re-offered lease shall be
limited to five years. The proposed change would increase the maximum
term of a re-offered lease to ten years.

Sjec.tjflQ 4

Amends the Department of Natural Resources public notice requirements as
they pertain to the leasing of hydrocarbon and geothermal resources. Toe
proposed change would reestablish the requirement, that the department
provide broad public notice of leasing actions to potentially affected

parties.
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T0;

FROM;

DEPARTMENT OF FISH ANU UAME

Pamela Rogers DATE: September 9, 1988
Leasing Manager
Division of 0il and Gao FILE MO ;

Ce~~ai Lhitnt- o £ Uaturtf.L Hcsourcifl

h<.. ac? nan

SUBJECT. Piu~uuad Changes
to Title JB

Lance L. TraskA\A (0il ond Qo0e
Regional Supervisor
Region 11

I'la h ~ tnt 0O v ic iwumn

Deptti"Llient OI" CISI"I a m i 0aiuu

Th*» Ai*«ka o*t>*HriAnt of£ Fish an Game has reviewed ou
Jtugusc <hOvjliii [of0) uommiodl,0 n»i- ﬁ&ﬂ«o

suggested onangoe to Tieie 30. W« havo no objectionc to the
proposed rovisiona , provided that significant public
opposition does net arise regarding the suggested change to
Section AS 38.05.035(e) (7). It is very important to
maintain a crodible oil and gas planning process, even if
fchio require* ex*r« « "lurti on the part of the stato
agencies, Snould this revision bo strongly oppoood, and
thereby compromiuo tn-, credibility <s£ the planning pror,e«R
for exempt and. raoff«rilng oaloo. wo would nnooura e
mamtaming me jp monm pid.«nawe i.oi.ilv than adapil»<] a

suggested 5-year time period.

nity Iy comment on the ouggoetod
you would 1liko #<l <4(nr*u«« this
Ol heaitat® to contact oithor me

Thank you tor tne opportu
Ulicuigoo Lu TJ,Lie 00.

Z
matter further, please du N
or Claudia Slater (2 1234

cc: Frank Rue
Al Ott



Tom PilHUr Conooo Int.

O0-vn.on Man.ger 3301 C Stmel
Sun# 200
Anchorsg#, AK 99603

March 16, 1989

The Honorable Ka& Brown _
Alaska House of Representatives
. 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 S|%Jnal that the
State of Alaska recognizes the current economic_dilemma we all are in and
is willing to make provisions to pnsure the continued economic development
and production of 1t's oil resources in timps of volatile crude prices.
Conoco foresees crude price volatility remaining the dominant factor
effecting oil and gas investment decisions for some timo to come. The
following statement is offered in support of HB 128:

Section 1. Amendment to AS 38.05.035(91.

The Proposed amendments to this statute will enable tracts offered
for lease durln%_the previous five years to be reoffered for lease
through an expedited process. Removm? both the two year schedulin
requirement and a repeat best interes flndlng will “remove some o
the cumbersome detail currently necess 'y for leasing reoffered
tracts. . Continued effort to further streamline the present leasing
system is needed and encouraged.

Section 2. Amendment to AS 38.05.180fi). . . _
Conoco has been involved both legislatively and administratively with
the interpretation of AS 38.05.1 O(M For the past several years. W
believe the changes proposed in 128 will clarify much of the
confusion with the existing statute.

When Titlp 38 was rewritten in 1978, the legislature authorized
[O}Ialty 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 ro_?/.alty 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 Commissinnpr from utilizing authorities granted under subsection
gp) which apoly durlng\ the operation of a unit. The record shows
pecifically that thp Ipgisiature rejected an amendment in 1978 that
would have " limited the Commissioner's authority under (p) by the
provisions in (j).



The Honorable Kay Brown
March 16, 1
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As applied however, the limitations of subsection (j) have apparently
restricted the Commissioner's actions under subsection 5) The
changes to 150 ]3, as prupused in HB 128, win remove the inter-
pretation conflicts between language originally intended for bidding
provisions and the subsequent, oP_eratlon of a unit either producing ot

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 oilpricesin excoss of
530/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 todag. 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. Industr% 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 receivingand equitable return from the partnership,
By amending 180 d(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 reiisions.

Although we have made the 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 eX|st|n_? 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 effect 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.
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Section 3.  Amendment to AS 38.or.innfw) _
Changing the proposed lease term from five years to ten yoars is very
Important for leases in frontier areas such as Alaska. With the long
lead times for permitting and the potentlaHY limited exploratory
drilling seasons, five years is insufficient to adequately evaluate
a lease, Increasing the term to ten years will make the [eases more
gttractlve 0 industry, which should also be reflected in lease
onuses to the state.

This concludes my statement supporting HB 128, If YOU have any questions
or need additional clarification, please call me at 564-76°I.

Very truly yours

Division Manager
AEH(jah)
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Beaufort Sea 1-89
Oliktok Pt. 1-89
Cook Inlet Exempt6-89
Kuparuk Upl.  9-89
Cook Inlet 1-90
N.S. Foothills  6-90
N.S. Exempt 6-90
Kavik 1-91
Alaska Peninsula 5-91
Beaufort Sea  5*91
Cook Inlet 9-91
White Hills L92
Beaufort Sea  5-92
Kuparuk Upl. ~ 9-92
Cook Inlet 1-93
Nanushuk 5-93

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

FIVE-YEAR OIL & GAS LEASING PROGRAM

ALASKA DEPARTMENT OF NATURAL RESOURCES
DIVISION OF OIL & GAS

- : 1988 989 1990 99 1992
rroposea saie Area a uaie 1 1 A°0 NDJFMAMIJASONO JFMAMIJASONDIFMAMIJASONOJFMAMy 3 aSoN0shMaMITAS

P
P
N Cd
3
L C
t
N ¢
1
N C
2
C
t
N C
1
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1
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MF s
MF s
p
A
*
L ¢

S
MF S
P MF S
P MF s
P MF s
LC3 P MF
LC3 P MF
3
L C p
3
L C
3
L ¢
2
c2 L ¢
C
2
c

L =Preliminary Land Status Check

P =Preliminary Finding/Preliminary Notice
[AS 36.05.945(a)(3)!

M =Public Meetings or Teleconference

1S>93

S
p VF §
P MF s
P MF s
(:3 P MF s
|_c3 P MF S

itrin

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



Q' and Gas Lease Sal e O llons . .
Comparison of eX|st|n statutes with ¢ s proposed in HB 128

to AS 38 5035% ] and AS 05 180{w)
Prepared by Division of Oil &Gas
Rggii'nr Salsa Exempt Sales Heofferina _Sales
isti HB 128 Existing Statutes HB 128 Existing Statutes HB 128
EXisting Statutes Proposed Change ) Proposed Change J Proposed Change
Mustbe on five-year ~ *Nochanges Not required to be Not required to be
n five-year schedule. on five-year schedule.
) TS 33 05136/ Ao 3 65 160w
Sales proposed by Sates hased cn Sales hased on
Cw. of03§¢ unsolicited indust unsolIcited IN ustry
Industry comments nominatjons; several nominations; several
solicited each year. received each year. nedoved each year,
Acreage previous| Acreage previousty
ﬁé’vrve%%enﬁ%?sgrtéa%f lease an%l now Y offered but not
and oH areas otfered traifrweucilsg?dagea : leased.
Inthe past adﬁ)acent t0 eX|st|ngg
leases.

*Allor/s use of up to New best Inferest Allows use of up to
ll}lﬁc\?(n%ars(ettmltregg%r Ct%”b‘éis #]pt)etroegtyear 5-year-oW bestp finding required for 5- Year -0Jdbest
each Safe public ?ndmgffno new Interestfmqu each Sale; Bubhc In erestfmdm?
notices |sgﬂed significant information; Fn?orr?]e\{VSIQR |canbt notices IsSUied IIL?%%WS#R}‘IIC%T}MC

n
public noicesssued noote av{/% sSIIt?u ¢ not|ceSW|Ist|I hpe
[AS 38.05.035( ) (M1 [AS 33.05.035(e)(8)]
L ease term no more *Allows lease term
bgffge termuptotn ;gfée term upto tn than five years. H 0f up to ten years,

[AS38.05. 180
3/16/89



