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1993 LEGISLATIVE SESSION b i l l  n o . c s s b i s o  ( f i n ) _________
Revision Date 23-Apr-93__________________________Department Affected: Natural Resources_______
Title: "An Act providing for oil and gas exploration BRU: Resource Development________________
licenses and leases In certain areas of the state"________ Components: Oil & Gas Development_________________
Sponsor: Senate Rules for the Governor__________  ____________________________________
Requestor: Senate Oil & Gas Committee Component Serial No. __________ 439_________

FISCAL NOTE /Z lf> /4 < U * 4 ////tf3
STATE OF ALASKA

EXPEN D ITU RES/REV EN U ES:_______________________ (Thousands of Dollars)
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P ER SO N A L S E R V IC E S 51.0 51.0 51.0 51.0 51.0 51.0
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M ISCELLA N EO U S
T O T A L  O PERA TIN G 51.0 51.0 51.0 51.0 51.0 51.0

C A P ITA L 0.0 0.0 0.0 0.0 0.0 0.0

R EV EN U E fund source: 0.0 0.0 0.0 0.0 0.0 0.0

FUNDING: fThousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 G F
1005 GF/Program Receipts

J L J
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(Attach a separate page If necessary) 

icated on the Division of Oil and G as  being funded to the full level of the Governor’s budget 

:ommlttee took a $51.0 reduction to the Division, which now needs to request restoration of 

:al note in order to carry out the responsibilities of this legislation.
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REPORTED OUT OF
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FISCAL NOTE
1993 LEGISLATIVE SESSION
Revision Dale:

Tide:

STATE OF ALASKA BI

Oil & G a s  Exploration Licenses and Leases

N o . f_

Bill Version: Qft /So____
(S) Publish Date: 3  '  5

Dept. Affected: Revenue

"B R U :

Com ponent:

Revenue Operations

Oil & G as  Audit Divison

Sponsor:

Requestor:

Go  ..tor

Governor

Expenditures/Revenues:

COMPONENT SERIAL NO. 115

(Thousands of Dollars)

OPERATING FY94 FY95 FY96 FY97 FY98 FY99
P E R S O N A L  S E R V IC E S

T R A V E L

C O N T R A C T U A L

S U P P L IE S

E Q U IP M E N T

U N D  & S T R U C T U R E S

G R A N T S , C L A IM S

M IS C E L L  .N E O U S

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

C A P IT A L

REVENUE FUND SOURCE:

FUNDING: (Thousands of Dollars)

1002 Federal Receipts

1003 G F  Match

1004 G F

1005 GF/Proqram Receipts

1006 G F/M H T IA

Other

TOTAL 0.0 0.0 0.0 0.0 0.0 | 0 0

POSITIONS:

FU L L -T IM E

P A R T -T IM E

T E M P O R A R Y

Estimate o f current year (FY93) impact: S 0.00

A N A L Y S IS :  (Attach a separate page if necessary)

Changes i n C S S f r i ^ o  far. ) 
have no fiscal impact. This 
fiscal note is appropriate.

4-/-3-V3 M  ___________

date ComEe Aide (initial)

Rod R. Mourant

Commissioner's Office ^ ^ 7  / I

Prepared by:

Division:

Approved by Commissioner: Darrel J. Rexwinkel C , 

Agency: f /

Phone: 465-2300
Date: 3/2/93
Date: 3/2/93
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1993 LEGISLATIVE SESSION b i l l  n o . c s s b i s o

Revision Date Original_________________________Department Affected: Natural Resources
Title: “An Act providing for oil and gas exploration BRU: Resource Development________
licenses and leases in certain areas of the state"________Components: Oil & Gas Development_________
Sponsor Senate Rules for the Governor__________  ____________________________
Requestor: Senate Oil & Gas Committee____________ Component Serial No. _________ 439

FISCAL NOTE
STATE OF ALASKA

EXPEN D ITU R ES/R EV EN U ES :__________  (Thousands of Dollars)

O PERA TIN G FY  94 FY  95 FY  96 FY  97 FY  98 FY  99

P ER SO N A L S E R V IC E S

TR A V EL
C O N TR A C TU A L
SU PP LIES
EQUIPM EN T
LA N D & STR U C TU R ES
G RA N TS,CLA IM S
M ISCELLA N EO U S
T O T A L  O P ER A TIN G 0.0 0.0 0.0 0.0 0.0 0.0

C A P ITA L 0.0 0.0 0.0 0.0 0.0 0.0

R EV EN U E fund source : 0.0 0.0 0.0 0.0 o b o o

FUNDING:__________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 G F
1005 GF/Program Receipts
1006 GF/MHTIA

Other
T O T A L 0.0 0.0 0.0 0.0 0.0 0.0

POSITION S:

FU LL-TIM E 0 0 0 0 0 0

PART-TIM E 0 0 0 0 0 0

TEM PO R A R Y 0 0 0 0 0 0

Estim ate of current vaar (FY93) Impact: $ No fiscal impact anticipated

AN ALYSIS: (Attach a  separate page il necessai /)

The zero fiscal note is predicated on the Division of Oil & G as  being fund )d o the full level of the Governor's budget 

request. The Division of O il & Gas will bo the primary administrators of this program and need to be fully staffed to 

accomplish this task.

Prepared by: Jim Eason, Director_________________________________ Phone : 762-2547
Division: Oil & Gas Development  * Date : 14-Apr-93evelopment Q ________ *_____________ I

r̂ Glenn A. Olds/ iApproved by Com m issioner Glenn A. Oldsf / j  f  j Z- — Date: 14-Apr-93
Agency: Department of Natural Resources J
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE

For further distribution information call the Governor's Legislative Office
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LN THE LEGISLATURE OF THE STATE OF ALASKA

-C

EIGHTEENTH LEGISLATURE - FIRST SESSION

BY

O ffered:
R eferred :

Sponsor(s): SEN A TE RULES C O M M IT T E E  BY REQU EST OF T H E  G O V ER N O R

A BILL

FOR AN ACT ENTITLED

"An Act relating to the exploration and production of oil and gas and related

hydrocarbons, to oil and gas exploration licenses and to oil and gas leases in 

certain areas of the state, and to the proof of financial responsibility required 

for the operation of facilities for the production of crude oil and associated 

hydrocarbons and facilities for exploration for oil and gas and related

hydrocarbons; and extending the period in which a sale on the five-year oil and

gas lease sale schedule may be delayed; and providing for an effective date."

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

* Section 1. AS 38 is amended by adding new sections to read:

ARTICLE 5A. OIL AND GAS EXPLORATION LICENSES; LEASES.

Sec. 38.05.131. APPLICABILITY; DETERMINATION; REGULATIONS, (a) 

Unless specifically provided otherwise in AS 38.05.132 - 38.05.134, the provisions of 

AS 38.05.005 - 38.05.040, 38.05.180, 38.05.182 - 38.05.184, and 38.05.920 -

-1- CSSB 150( )
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38.05.990 apply to the issuance of oil and gas exploration licenses and leases under 
AS 38.05.132 - 38.05.134.

(b) The provisions of AS 38.05.131 - 38.05.134 do not apply to land

(1) north of the Umiat baseline; and

(2) in the vicinity of Cook Inlet that is within the area bounded by

(A) the north boundary of Township 17 North, Seward

Meridian;

(B) the Seward Meridian;

(C) the south boundary of Township 7 South, Seward Meridian;
and

(D) the west boundary of Range 19 West, Seward Meridian.

(c) The commissioner shall make preliminary written determinations of the 

state land that may be subject to the provisions of AS 38.05.132. The determinations 

shall be given public notice using the methods described in AS 38.05.945(b). After 

completion of the comment period and evaluation of the comments received, the 

commissioner shall issue a written determination of the state land that is subject to the 

provisions of AS 38.05.132.

(d) The commissioner may adopt regulations necessary to implement 

AS 38.05.131 - 38.05.134.

Sec. 38.05.132. OIL AND GAS EXPLORATION LICENSE, (a) To 

encourage exploration for oil and gas on state land, the commissioner may issue oil 

and gas exploration licenses

(1) for unleased state land for which insufficient or undocumented 

geological and geophysical information exists concerning the oil and gas potential of 

that land; or

(2) for state land that was subject to a competitive lease sale under 

AS 38.05.180 but for which an oil and gas lease has not been issued.

(b) An oil and gas exploration license issued under this section gives the 

licensee

(1) the exclusive right to explore, for a term not to exceed 10 years, for 

deposits of oil and gas >n unleased state land described in the exploration license

CSSB 150( ) -2-
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unless the land is earlier relinquished, removed, or deleted under (d) o f this secdon; 
and

(2) the option to convert the exploration license for all or part of the 

state land, except the land that is deleted or removed from the land described in the 

exploration license under (d) of this section, into an oil and gas lease upon fulfillment 

of the work commitments contained in the exploration license.

(c) An exploration license awarded under this section

(1) is not subject to the acreage limitations imposed by AS 38.05.140(c) 

or 38.05. lS0(m);

(2) may cpver an area o f not more than 500,000 acres, that must be 

reasonably compact and contiguous;

(3) must be conditioned upon an obligation to perform a specified work 

commitment, in total and for each year of the term of the license, expressed in dollars 

o f direct exploration expenditures; for purposes of this paragraph,

(A) "direct exploration expenditure" means cash expenses 

undertaken in performance of a specified work commitment under the 

provisions of AS 38.05.131 - 38.05.134 and necessarily incurred by the licensee 

in the permitting, mobilization, conducting, demobilization, and evaluation of 

geophysical and geological surveys, including seismic, magnetic, and gravity 

surveys or the drilling, logging, coring, testing, and evaluation of oil and gas 

wells; the term

(i) includes direct labor costs, includ.ng the cost of 

benefits, for employees directly associated with the work commitment 

programs, the cost of renting or leasing equipment from parties not 

affiliated with the licensee, the reasonable costs o f maintaining and 

operating equipment, payments to consultants and independent 

contractors not affiliated with the licensee, and costs of materials and 

supplies;

(ii) does not include noncash expenses such as 

depreciation and reserves, interest or other costs o f borro,, ',d funds, 

return on investment, overhead, insurance or bond premiums, or any

WORK DRAFT WORK DRAFT WORK DRAFT

-3-
Np. w T n x t  U n d e r l i n e d  ( DELETED TEXT BRACKETED]

CSSB 150( )



other expense that is unreasonable or that the licensee has not incurred
to satisfy the licensee’s work commitment;

(B) "work commitment" includes the drilling o f one or more 
exploration wells or the gathering of geophysical data, or both;

(4) must be conditioned upon an obligation to perform an annual work
commitment;

(5) is subject to an annual review and revocation if the commissioner 
determines that the licensee has failed to

(A) perform the previous year’s annual work commitment; or

(B ) , provide or maintain in effect the bond or other security 

required by (6) of this subsection;

(6) must be conditioned upon the posting of a bond or other security 

acceptable to the commissioner in favor o f the state and subject to the following 

requirements:

(A) the bond or other security must be renewed annually;

(B) the bond or other security must be in the amount of 10 

percent of the licensee’s annual work commitment;

(7) must be conditioned upon payment to the commissioner o f a 

nonrefundable oil and gas exploration license fee of not more than $1 for each acre of 

land that is subject to the exploration license; and

(8) must be conditioned upon an agreement that exploration 

expenditures are subject to audit by the commissioner.

(d) The area within an exploration license awarded under this section may be 

relinquished, removed, or deleted from the license. Relinquish].ient, removal, or 

deletion of an area from the state land described in the exploration license terminates 

the licensee’s rights under AS 38.05.131 - 38.05.134 in the area that is relinquished, 

removed, or deleted. A relinquishment, removal, or deletion of a portion of the area 

described in the exploration license must be in areas that are reasonably compact and 

contiguous. The areas relinquished from the state land described in the exploration 

license shall be areas identified by the licensee but, if the licensee fails to identify 

sufficient area, the commissioner may identify any additional acreage required to be

WORK DRAFT WORK DRAFT WORK DRAFT
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removed or deleted from the area under license to meet the requirements of this 

subsection. Within the area described in the exploration license issued under (a) - (c) 

of this section,

(1) 25 percent must be relinquished, removed, or deleted not later than 

the fourth anniversary of the effective date of the issuance of the exploration license;

(2) an additional 10 percent must be removed or deleted on each o f the 

succeeding anniversaries of the effective date of the issuance of the exploration license.

(e) If, immediately before the beginning of the period for annual renewal of 

the bond or other security under (c)(5)(A) of this section, the licensee fails to provide 

or maintain in effect the bond or other security required by (c) o f this section for the 

period covered by the annual renewal and the commissioner revokes the exploration 

license, the bond or other security then in effect for the licensee’s obligations under 

the exploration license is forfeited to the state.

Sec. 38.05.133. LICENSE PROCEDURES, (a) The procedures in this section 

apply to the issuance of an oil and gas exploration license under AS 38.05.132.

(b) The licensing process is initiated by the commissioner preparing, or a 

prospective licensee submitting to the commissioner, a proposal that identifies a 

specific area to be subject to the exploration license, proposes specific minimum work 

commitments, and states the minimum qualifications for a licensee as established by 

regulations adopted by the commissioner. A prospective licensee may initiate a 

proposal only in response to a call for proposals by the commissioner or during a 

period specified in regulations adopted by the commissioner. The regulations must 

provide for at least one period for that purpose during each calendar year.

(c) If the commissioner initiates the licensing process under (b) of this section, 

the commissioner shall publish notice of the commissioner’s proposal in order to solicit 

comments and competing proposals.

(d) Within 30 days after receipt o f a proposal from a prospective licensee 

under (,b) o f this section, the commissioner shall either reject it in a written decision 

or gi- public notice of the intent to evaluate the acceptability o f the proposal. The 

commissioner shall solicit comments on a proposal for which public notice is given 

under this subsection, and shall request competing proposals.

WORK DRAFT WORK DRAFT WORK DRAFT
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(e) The commissioner may make a written request to a prospective licensee for 

additional information on the prospective licensee’s proposal. The commissioner shall 

keep confidential information described in AS 38.05.035(a)(9) that is voluntarily 
provided.

(f) After considering proposals not rejected under (d) of this section and public 

comment on those proposals, the commissioner shall issue a written finding addressing 

all matters set out in AS 38.05.035(e) and (g), except for AS 38.05.035(g)(l)(K). If 

the finding concludes that the state’s best interests would be served by issuing an oil 

and gas exploration license, the finding must (1) describe the limitations, stipulations, 

conditions, or changes from the initiating proposal or competing proposals that are 

required to make the issuance of the exploration license conform to the best interests 

o f the state, and (2) if only one proposal was submitted, identify the prospective 

licensee whom the commissioner finds should be issued the exploration license. The 

commissioner shall attach to the finding a copy of the exploration license to be issued 

and the form o f lease that will be used for any portion of the exploration license area 

subsequently convened to an oil and gas lease under AS 38.05.134. The commissioner 

shall promptly provide a copy of the finding and required attachments to all 

prospective licensees whose proposals were considered before the com missioner’s 

issuance of the finding.

(g) If only one prospective licensee submits a proposal and the finding under

(f) of this section concludes that an exploration license should be issued to that 

prospective licensee, the prospective licensee has 30 days after issuance o f the finding 

within which to accept or reject the issuance of the exploration license, as limited or 

conditioned by the terms contained in the finding. The exploration license to be issued 

and the form of lease that will be used must be attached to that finding. The 

prospective licensee must accept or reject the issuance of the exploration license in 

writing.

(h) If competing proposals are submitted, and the commissioner’s finding 

under (0  of this section concludes that an oil and gas exploration license should be 

issued, the commissioner shall issue a request for competitive sealed bids, under 

procedures adopted by the commissioner by regulation, to determine which prospective

CSSB 150( , -6-
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licensee should be issued the exploration license. The finding provided to the 

prospective licensees under (f) of this section must contain notice that (1) the 

commissioner intends to request competitive sealed bids, (2) a prospective licensee 

who intends to participate in the bidding must notify the commissioner in writing by 

the date specified in the notice, and (3) a prospective licensee's notice of intent to 

participate in the bidding constitutes acceptance of issuance of the exploration license, 

as limited or conditioned by the terms contained in the finding and by the exploration

license to be issued and the form of lease to be used that have been attached to that

finding, if the prospective licensee is the successful bidder. The successful bidder is 

the prospective licensee \yho submits the highest bid in terms o f the minimum work 

commitment dollar amount.

Sec. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the 

commissioner determines that the work commitment obligation set out in an oil and 

gas exploration license issued under AS 38.05.132 has been met, the commissioner 

shall convert to one or more oil and gas leases all or pan, as the licensee may indicate, 

of the area described in the exploration license that remains after the relinquishments, 

removals, or deletions required by AS 38.05.132(d). A lease issued under this section

(1) is subject to the acreage limitations imposed by AS 38.05.140(c);

(2) is subject to AS 38.05.180(j) - (m), (o) - (u), and (x) - (z);

(3) must be conditioned upon a royalty in amount or value of not less 

than 12.5 percent of production;

(4) must include an annual rent of $3 per acre or fraction of an acre 

initially paid to the state at inception of the lease and payable annually after that until 

the income to the state from royalty under that lease exceeds the rental income to the 

state under that lease for that year; and

(5) is subject to other conditions and obligations that are specified in

the lease.

* Sec. 2. AS 38.05.135(a) is amended to read:

(a) Except as otherwise provided, valuable mineral deposits in land belonging 

to the state shall be open to exploration, development, and the extraction of minerals. 

All land, together with tide, submerged, or shoreland, to which the state holds title to

WORK DRAFT WORK DRAFT WORK DRAFT
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or to which the state may become entitled, may be obtained by permit or lease for the 

purpose o f exploration, development, and the extraction o f minerals. Except as 

specifically limited by AS 38.05.131-38.05.181 [AS 38.05.135 - 38.05.181], land may 

be withheld from lease application on a first-come, first-served basis, and offered only 

on a competitive bid basis when determined by the commissioner to be in the best 

interests o f  the state. In unproven areas the commissioner may offer additional 

incentives, including a reduction of royalty to a minimum of five percent in the case 

of oil and gas, and other terms in and granting permit or lease for exploration and 

development whenever it appears to be in the best interests o f the state to do so.

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

(c) Except as provided in (d) and (w) of this section, an oil and gas lease sale 

may not be held unless it was included in the proposed leasing programs submitted to 

the legislature during the two calendar years preceding the year in which the sale is 

held. [A LEASE SALE SHALL BE HELD DURING THE CALENDAR QUARTER 

FOR W HICH IT IS SCHEDULED IN THE PROFOSED OIL AND GAS LEASING 

PROGRAM BUT MAY BE DELAYED BY THE COM MISSIONER FOR NOT 

MORE THAN 90 DAY^ AFTER THE LAST DAY OF THE CALENDAR 

QUARTER FOR WHICH IT WAS SCHEDULED IF THE COMMISSIONER 

DETERMINES THAT A DELAY IS IN THE BEST INTEREST OF THE STATE. 

A LEASE SALE WHICH IS NOT HELD DURING THE CALENDAR QUARTER 

FOR WHICH IT WAS SCHEDULED IN THE OIL AND GAS LEASING 

PROGRAM, OR IN THE FOLLOWING 90-DAY PERIOD AUTHORIZED BY THIS 

SUBSECTION, MAY BE HELD ONLY IF RESCHEDULED AS PROVIDED IN (b) 

OF THIS SECTION.] A lease sale may not be held before the date it is scheduled in 

the proposed oil and gas leasing program.

* Sec. 4. AS 38.05.180(d) is amended to read:

(d) The commissioner may issue oil and gas leases in an area that has not been 

included in a leasing program submitted, in accordance with (b) o f this section, to the 

legislature if the land to be leased
(1) [THE LAND TO BE LEASED] was previously subject to a valid 

state or federal oil and gas lease; [OR]

WORK DRAFT WORK DRAFT WORK DRAFT
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(2) [THE LAND TO BE LEASED] is contiguous to land already under 
state, federal or private lease and the commissioner makes a written finding, after 

hearing, that leasing of the land would result in a substantial probability o f early 

evaluation and development of the land to be leased; [OR]

(3) [THE I.AND TO BE LEASED] is adjacent to land owned or 

controlled by another party on which a discovery of commercial quantities o f oil or 

gas has been made, and the commissioner finds, after hearing, that there is a 

reasonable probability that the land to be leased contains oil or gas in communication 

with the oil or gas discovered on the land o f the other party; [OR]

(4) [THE LAND TO BE LEASED] is adjacent to land included in the 

federal five-year Outer Continental Shelf leasing program under 43 U.S.C. 1344, and 

the commissioner makes a written finding, after hearing, that coordinated or 

simultaneous leasing with the federal government is in the public interest: or
(5) is the subject of an oil and gas exploration license issued under 

AS 38.05.131 - 38.05.134.

* Sec. 5. AS 38.05.180(f) is amended to read:

(f) Except as provided bv AS 38.05.131 - 38.05.134, the [THE] 

commissioner may issue oil and gas leases on state land to the highest responsible 

qualified bidder determined by competitive bidding under regulations adopted by the 

commissioner. Bidding may be by sealed bid or according to any other bidding 

procedure the commissioner determines is in the best interests of the state. Whenever, 

under any of the leasing methods listed in this subsection, a royalty share is reserved 

to the state, it shall be delivered in pipeline quality and free of all lease or unit 

expenses, including but not limited to separation, cleaning, dehydration, gathering, salt 

water disposal, and preparation for transportation off the lease or unit area. Following 

a pre-sale analysis, the commissioner may choose at least one of the following leasing 

methods;

(1) a cash bonus bid with a fixed royalty share reserved to the state of 

not less than 12.5 [12 1/2] percent in amount or value of the production removed or 

sold from the lease;

(2) a cash bonus bid with a fixed royalty share reserved to the state o f

WORK DRAFT WORK DRAFT WORK DRAFT
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nor. less than 12.5 [12 1/2] percent in amount or value of the production removed or 

sold from the lease and a fixed share o f the net profit derived from the lease o f not 

less than 30 percent reserved to the state;

(3) a fixed cash bonus with a royalty share reserved to the state as the

;d variable but no less than 12.5 [12 1/2] percent in amount or value o f the

.oduction removed or sold from the lease;

(4) a fixed cash bonus with the share of the net profit derived from the 

lease reserved to the state as the bid variable;

(5) a fixed cash bonus with a fixed royalty share reserved to the state

of not less than 12.5 [12,1/2] percent in amount or value of the production removed

or sold from the lease with the share of the net profit derived from the lease reserved 

to the state as the bid variable;

(6) a cash bonus bid with a fixed royalty share reserved to the state 

based on a sliding scale according to the volume of production or other factor but in 

no event less than 12.5 [12 1/2] percent in amount or value o f the production removed 

or sold from the lease;

(7) a fixed cash bonus with a royalty share reserved to the state based 

on a sliding scale according to the volume of production or other factor as the bid 

variable but not less than 12.5 [12 1/2] percent in amount or value o f the production 

removed or sold from the lease.

* Sec. 6. AS 38.05.945(a) is amended to read:

(a) This section establishes the requirements for notice given by the department 

for the following actions:
(1) classification or reclassification of state land under AS 38.05.300 

and the closing of land to mineral leasing or entry under AS 38.05.185;

(2) zoning o f land under applicable law;

(3) a decision under AS 38.05.035(e) or 38.05.132 - 38.05.134 
regarding the sale, lease, or disposal of an interest in state land or resources;

(4) a competitive disposal o f an interest in state land or resources after 

final decision under AS 38.05.035(e);

(5) a public hearing under AS 38.05.856(b);

WORK DRAFT WORK DRAFT WORK DRAFT
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(6) a preliminary finding under AS 38.05.035(e) and 38.05.855(c) 

concerning sites for aquatic farms and related hatcheries.

* Sec. 7. AS 46.04.040(b) is amended to read:

(b) A person may not cause or permit the operation of a pipeline or an 

exploration or production facility in the state unless the person has furnished to the 

department, and the department has approved, proof of financial ability to respond in 

damages. Proof of financial responsibility required

(1) for a pipeline or an offshore exploration or production facility 

$50,000,000 per incident; for purposes of this paragraph, an " offshore exploration

WORK DRAFT WORK DRAFT WORK DRAFT

or production facility" means an exploration or production facititv that is located
(A) between the line of m e y  low wjiter and seaward

(i) to a distance of three geographical miles: or
(ii) to a distance of more than three geographical

miles if the greater distance is validly claimed bv or within the
enforcement jurisdiction of the state: or

(B) in or on nontidal waters of the state that are navigable
under the laws of the United States up to ordinary high water m ark, as
modified bv accretion, erosion, or reliction:

i l )  [. PROOF OF FINANCIAL RESPONSIBILITY REQUIRED] for 

a [AN ONSHORE] production facility other than an offshore production facility 
described in (1) of this subsection is j ^ 'h  ^  Q fiJ

(A) $1.000.000 per incident for an'^oqeratoc.tnat produces
an average of not more than 75.000 barrels of crude oil per month from
the oil field;

(B) $5.000.000 per incident for -that produces an
average of more than 75.000 barrels of crude oil but not more than
150.000 barrels of crude oil per month from the oil fi<

(C) $10.000.000 per incident fo rjrfioperator that produces
an average of more than 150.000 barrels of cruHe~oiT but not more than
300,000 barrels of crude oil per month from an oil field;, and

(D) $20,000,000 per incident foryfln operator that produces

ft

*
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an average of more than 300,000 barrels of crude oil per month from an

WORK DRAFT WORK DRAFT WORK DRAFT

oil field; and
£3) [. PROOF OF FINANCIAL RESPONSIBILITY REQUIRED] for 

an [ONSHORE] exploration facilir/ other than an offshore exploration facility 
described in (1) of this subsection is $1.000,000 [$5,000,000] per incident.

* Sec. 8. AS 46.04.040 is amended by adding a new subsection to read:

(n) For purposes of determining proof of financial responsibility under (b)(2) 

o f this section,

(1) the person submitting proof of financial ability to respond in 

damages shall report the monthly production for each field during the previous 12 

months;
(2) the department shall base its consideration and decision of the

submission on

(A) the production facility’s average monthly production during 

the 12 months preceding the date of the submission; or

(B) the anticipated monthly production as determined by the 

production facility’s maximum engineered design capacity, if the submission 

relates to a production facility for which the information required by (A) of this 

paragraph is not available.

* Sec. 9. .ADDITIONAL EXCLUDED AREA. In addition to the area designated in 

AS 38.05.131(b), added by sec. 1 of this Act, the provisions o f AS 38.05.131 - 38.05.134, 

added by sec. 1 of this Act, do not apply to land within proposed Competitive Oil and Gas 

Lease Sales 57, 77, 80, 87, and 88, as the area to be offered in each of those proposed 

competitive oil and gas lease sales w^s delineated in the Five-Year Oil and Gas Leasing 

Program prepared by the Department of Natural Resources and dated January 1993. However, 

the exclusion o f the land in any one of those lease sales that is required by this section ceases 

on the date the land described in the lease sale is first offered for competitive oil and gas 

leasing under AS 38.05.180, and that land is thereafter subject to the provisions of 

AS 38.05.131 - 38.05.134, added by sec. 1 of this Act.

* Sec. 10. REGULATIONS. The commissioner of natural resources may proceed to adopt 

regulations necessary to implement AS 38.05.131 - 38.05.134, added by sec. 1 o f this A ct

CSSB 150( ) -12-
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1 The regulations take effect under AS 44.62 (Administrative Procedure Act), but not before the
2 effective date o f secs. 1 - 9 o f this Act.

3 * Sec. i l .  Section 10 o f this Act takes effect immediately under AS 01.10.070(c).
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-13-
New T e x c  U n d e r l i n e d  (DELETED TEXT BRACKETED]

CSSB 150( )



4 / 2 4

K a t h y :

M y  n o t e s  s h o w  tha t  w e  h a d  a Fin. CS d r a w n  u p  for SB 150 (before 
it w e n t  in to  t he K e l l y  s u m c o m m i t t e e ) t h a t  i n c o r p o r a t e d  t h e  first 
5 a m e n d m e n t s  submitted. Since, w e ' v e  r e c e i v e d  a m e n d m e n t s  6, 7 and 
8...w h i c h  h a v e  N O T  b e e n  incorporated. A r e  w e  t o g e t h e r ?

Also, t h e r e ' s  a n e w  fiscal n ot e from D C E D . ..$51.0.

c/. - ^ S / i r c Z



z<3 5 SO'?CTL.t'(/
e? tj &  s/-<̂

A M E N D M E N T

^  /$■olvjC^/^C
SB 150 (Fin)

I n t r o d u c e d  By: S e n a t o r  Bert S h a r p

Page 11, d e l e t e  l i n e s  11 thru 20 

Insert n e w  l a n g u a g e .
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(A) S1.000.000 per incident for an operator that produces an average of not 
more than 75.000 barrels of crude oil per month from an oil field:

(B) S5.000.000 per incident for an ooeraior that produces sn average of more 
than 75.000 barrels of crude oil but not more than 150,000 barrels of crude oil per 
month from an oil field:

(C) S10.000.000 per incident for an operator that produces an average of more 
than 150.000 barrels of crude oil but not more than 300.000 barrels of crude oil per 
month from an oil field;

(D) S20.000.000 per incident for an operator that produces an average of more 
than 300.000 barrels of crude oil per month from an oil field:

(E) the operator of an onshore production facility shall report its total monthly 
production for each field during the previous twelve months to the department with 
each application;

(R proof of financial responsibility for an onshore production facility shall be 
based on theffiferatfe "monthly production during the BEevrews twelve months prior to 
the date of application, or the anticipated monthly production as determined bv the 
facility’s maximum engineered design capacity.
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TO: C S S B  1 5 0 (FIN)

BY:

Page 11, b e t w e e n  lines 22 and 23: insert the following new section
to read:

* Sec.. 8. AS 44.04.04 0 is a m en de d  by a dd in g a n e w  s ub se c t i o n  
to read:

(n) In A S  4 4 . 0 4 . 0 4 0 ( b ) ,

to a d i s t a n c e  of t h r e e  g e o g r a p h i c a l  miles or furt he r  if v a l i d l y  

c l a i m e d  by or w i t h i n  the e n f o r c e m e n t  j u r i s d i c t i o n  of the state; or

n a v i g a b l e  u n d e r  the laws of the U n i t e d  States up to o r d i n a r y  h i g h  

w a t e r  m a r k  as m o d i f i e d  by accredtion, erosion, or relict i on ; and

e x p l o r a t i o n  or p r o d u c t i o n  facility s i t ua t ed  on land in the s tate 

that is not c o v e r e d  by tidal or na v ig ab le  non ti d al  w a t e r s  of the 

s t a t e .

r e n u m b e r  r e m a i n i n g  s ec ti o n s  accordingly.

(1) "o ff sh o re  e x pl or a t i o n  or p r o d u c t i o n  f ac ility" m e a n s  

an e x p l o r a t i o n  or p r o d u c t i o n  fa cility si tu at ed

(i) b e t we en  the line of m e a n  low w a t e r  and s e a w a r d

(ii) in or on n ontidal w a t e r s  of the s ta te  tha t are

(2) " o n sh o re  e x p l o r a t i o n  or p r o d u c t i o n  f ac ility" m e a n s  an

SENATE FINANCE

Sponsor _ ^
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:s  FOR SENATE BILL NO. 150(FIN)

LEGISLATURE OF THE STATE OF ALASKA 

TEENTH LEGISLATURE - FIRST SESSION 

E C O M M IT T E E

K eterrea :

S p o n so r^  SEN A TE RULES C O M M IT T E E  BY REQUEST OF T H E  G O V E R N O R

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to oil and gas exploration licenses and to oil and gas leases 

in certain areas of the state; relating to the proof of financial responsibility 

required for operation of onshore facilities for the production of crude oil and 

associated hydrocarbons and for exploration for oil and gas and related 

hydrocarbons; and extending the period in which a sale on the five-year oil and 

gas lease sale schedule may be delayed; and providing for an effective date."

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

* Section 1. AS 38 is amended by adding new sections to read:

ARTICLE 5A. OIL AND GAS EXPLORATION LICENSES; LEASES.

Sec. 38.05.131. APPLICABILITY; DETERMINATION; REGULATIONS, (a) 

Unless specifically provided otherwise in AS 38.05.132 - 38.05.134, the provisions of 

AS 38.05.005 - 38.05.040, 38.05.180, 38.05.182 - 38.05T84, and 38.05.920 -

38.05.990 apply to the issuance of oil and gas exploration licenses and leases under

-1-
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AS 38.05.132 - 38.05.134.
(b) The provisions of AS 38.05.131 - 38.05.134 do not apply to land

(1) north of the Umiat baseline; and
(2) in the vicinity of Cook Inlet that is within the area bounded by

(A) the north boundary of Township 17 North, Seward

WORK DRAFT

Meridian;
(B) the Seward Meridian;
(C) the south boundary of Township 7 South, Seward Meridian;

and
(D) the west boundary of Range 19 West, Seward Meridian.

(c) The commissioner shall make preliminary written determinations of the 
state land that may be subject to the provisions of AS 38.05.132. The determinations 
shall be given public notice using the methods described in AS 38.05.945(b). After 
completion of the comment period and evaluation of the comments received, the 
commissioner shall issue a written determination of the state land that js subject to the 
provisions of AS 38.05.132.

(d) The commissioner may adopt regulations necessary to implement 
AS 38.05.131 - 38.05.134.

Sec. 38.05.132. OIL AND GAS EXPLORATION LICENSE, (a) To 
encourage exploration for oil and gas on state land, the commissioner may issue oil 
and gas exploration licenses

(1) for unleased state land for which insufficient or undocumented 
geological and geophysical information exists concerning the oil and gas potential of 
that land; or

(2) for state land that was subject to a competitive lease sale under 
AS 38.05.180 but for which an oil and gas lease has not been issued.

(b) An oil and gas exploration license issued under this section gives the 
licensee

(1) the exclusive right to explore, for a term not to exceed 10 years, for 
deposits of oil and gas on unleased state land described in the exploration license 
unless the land is earlier relinquished, removed, or deleted under (d) of this section;

CSSB !50(FIN) -2-
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and

(2) the option to convert the exploration license for all or pan o f the 

state land, except the land that is deleted or removed from the land described in the 

exploration license under (d) of this section, into an oil and gas lease upon fulfillment 

of the work commitments contained in the exploration license.

(c) An exploration license awarded under this section

(1) is not subject to the acreage limitations imposed by AS 38.05.140(c) 

or 38.05.180(m);
(2) may cover an area of not more than 500,000 acres, that must be 

reasonably compact and contiguous;
(3) must be conditioned upon an obligation to perform a specified work 

commitment, in total and for each year o f the term of the license, expressed in dollars 

o f direct exploration expenditures; for purposes of this paragraph,

(A) "direct exploration expenditure" means cash expenses 

undertaken in performance o f a specified work commitment under the 

provisions of AS 38.05.131 - 38.05.134 and necessarily incurred by the licensee 

in the permitting, mobilization, conducting, demobilization, and evaluation of 

geophysical and geological surveys, including seismic, magnetic, and gravity 

surveys or the drilling, logging, coring, testing, and evaluation o f oil and gas 

wells; the term
(i) includes direct labor costs, including the cost of 

benefits, for employees directly associated with the work commitment 

programs, the cost of renting or leasing equipment from parties not 

affiliated with the licensee, the reasonable costs o f maintaining and 

operating equipment, payments to consultants and independent 

contractors not affiliated with the licensee, and costs of materials and 

supplies;
(ii) does not include noncash expenses such as 

depreciation and reserves, interest or other costs o f borrowed funds, 

return on investment, overhead, insurance or bond premiums, or any 

other expense that is unreasonable or that the licensee has not incurred
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to satisfy the licensee’s work commitment;

(B) "work commitment" includes the drilling o f one or more 

exploration wells or the gathering o f geophysical data, or both;

(4; must be conditioned upon an obligation to perform an annual work
commitment;

(5) is subject to an annual review and revocation if the commissioner 

determines that the licensee has failed to

(A) perform the previous year’s annual work commitment; or

(B) provide or maintain in effect the bond or other security 

required by (6) o f this subsection;

(6) must be conditioned upon the posting of a bond or other security 

acceptable to the commissioner in favor of the state and bject to the following 

requirements:

(A) the bond or other security must be renewed annually;

(B) the bond or other security must be in the amount o f 10 

percent of the licensee’s annual work commitment;

(7) must be conditioned upon payment to the commissioner o f a 

nonrefundable oil and gas exploration license fee of not more than $1 for each acre of 

land that is subject to the exploration license; and

(8) must be conditioned upon an agreement that exploration 

expenditures are subject to audit by the commissioner.

(d) The area within an exploration license awarded under this section may be 

relinquished, removed, or deleted from the license. Relinquishment, removal, or 

deletion of an area from the state land described in the exploration license terminates 

the licensee’s rights under AS 38.05.131 - 38.05.134 in the area that is relinquished, 

removed, or deleted. A relinquishment, removal, or deletion of a portion o f the area 

described in the exploration license must be in areas that are reasonably compact and 

contiguous. The areas relinquished from the state land described in the exploration 

license shall be areas identified by the licensee but, if the licensee fails to identify 

sufficient area, the commissioner may identify any additional acreage required to be 

removed or deleted from the area under license to meet the requirements o f this

WORK DRAFT WORK DRAFT WORK DRAFT
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subsection. Within the area described in the exploration license issued under (a) - (c) 

o f this section,

(1) 25 percent must be relinquished, removed, or deleted not later than 

the fourth anniversary of the effective date of the issuance of the exploration license;

(2) an additional 10 percent must be removed or deleted on each of the 

succeeding anniversaries of the effective date o f the issuance of the exploration license.

(e) If, immediately before the beginning of the period for annual renewal of 

the bond or other security under (c)(5)(A) of this section, the licensee fails to provide 

or maintain in effect the bond or other security required by (c) o f this section for the 

period covered by the annual renewal and the commissioner revokes the exploration 

license, the bond or other security then in effect for the licensee’s obligations under 

the exploration license is forfeited to the state.

Sec. 38.05.133. LICENSE PROCEDURES, (a) The procedures in this section 

apply to the issuance of an oil and gas exploration license under AS 38.05.132.

(bj The licensing process is initiated by the commissioner preparing, or a 

prospective licensee submitting to the commissioner, a proposal that identifies a 

specific area to be subjec. to the exploration license, proposes specific minimum work 

commitments, and states the minimum qualifications for a licensee as established by 

regulations adopted by the commissioner. A prospective licensee may initiate a 

proposal only in response to a call for proposals by the commissioner or during a 

period specified in regulations adopted by the commissioner. The regulations must 

provide for at least one period for that purpose during each calendar year.

(c) If the commissioner initiates the licensing process under (b) of this section, 

the commissioner shall publish notice of the commis. toner's proposal in order to solicit 

comments and competing proposals.
(d) Within 30 days after receipt of a proposal from a prospective licensee 

under (b) o f this section, the commissioner shall either reject it in a written decision 

o r give public notice o f the intent to evaluate the acceptability of the proposal. The 

comm issioner shall solicit comments on a proporil for which public notice is given 

under this subsection, and shall request competing proposals.

(e) The commissioner may make a written request to a prospective licensee for

WORK DRAFT WORK DRAFT WORK DRAFT
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additional infomnauon on the prospective licensee’s proposal. The commissioner shall 

keep confidential information described in AS 38.05.035(a)(9) that is voluntarily 

provided.

(f) After considering proposals not rejected under (d) of this section and public 

comment on those proposals, the commissioner shall issue a written finding addressing 

all matters set out in AS 38.05.035(e) and (g), except for AS 38.05.035(g)(l)(K ). If 

the finding concludes that the state’s best interests would be served by issuing an oil 

and gas exploration license, the finding must (1) describe the limitations, stipulations, 

conditions, or changes from the initiating proposal or competing proposals that are 

required to make the issuance o f the exploration license conform to the best interests 

of the state, and (2) if only one proposal was submitted, identify the prospective 

licensee whom the commissioner finds should be issued the exploration license. The 

commissioner shall attach to the finding a copy of the exploration license to be issued 

and the form o f lease that will be used for any portion of the exploration Ucense area 

subsequently convened to an oil and gas lease under AS 38.05.134. The commissioner 

shall promptly provide a copy of the finding and required attachments to all 

prospective licensees whose proposals were considered before the com m issioner’s 

issuance of the finding.

(g) If only one prospective licensee submits a proposal and the finding under 

(0  o f this section concludes that an exploration license should be issued to that 

prospective licensee, the prospective licensee has 30 days after issuance o f the finding 

within which to accept or reject the issuance of the exploration license, as limited or 

conditioned by the terms contained in the finding. The exploration license to be issued 

and the form of lease that will be used must be attached to that finding. The 

prospective licensee must accept or reject the issuance of the exploration license in 

writing.
(h) If competing proposals are submitted, and the com m issioner’s finding 

under (f) of this section concludes that an oil and gas exploration license should be 

issued, the commissioner shall issue a request for competitive sealed bids, under 

procedures adopted by the commissioner by regulation, to determine which prospective 

licensee should be issued the exploration license. The finding provided to the
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prospective licensees under (f) of this section must contain notice that (1) the 

commissioner intends to request competitive sealed bids, (2) a prospective licensee 

who intends to participate in the bidding must notify the commissioner in writing by 

the date specified in the notice, and (3) a prospective licensee’s notice of intent to 

participate in the bidding constitutes acceptance of issuance of the exploration license, 

as limited or conditioned by the terms contained in the finding and by the exploration 

license to be issued and the form of lease to be used that have been attached to that 

finding, if the prospective licensee is the successful bidder. The successful bidder is 

the prospective lie ’’see who submits the highest bid in terms of the minimum work 

commitment dollar amount.

Sec. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the 

commissioner determines that the work commitment obligation set out in an oil and 

gas exploration license issued under AS 38.05.132 has been met, the commissioner 

shall convert to one or more oil and gas leases all or part, as the licensee may indicate, 

o f the area described in the exploration license that remains after the relinquishments, 

removals, or deletions required by AS 38.05.132fd) A lease issued under this section

(1) is subject to the acreage limitations imposed by AS 38.05.140(c);

(2) is subject to AS 38.05.18G(j) - (m), (o) - (u), and (x) - (z);

(3) must be conditioned upon a royalty in amount or value of not less 

than 12.5 percent of production;

(4) must include an annual rent of $3 per acre or fraction of an acre 

initially paid to the state at inception of the lease and payable annually after that until 

the income to the state from royalty under that lease exce ds the rental income to the 

state under that lease for that year; and
(5) is subject to other conditions and obligations that are specified in

the lease.

* Sec. 2. AS 38.05.135(a) is amended to read:

(a) Except as otherwise provided, valuable mineral deposits in land belonging 

to the state shall be open to exploration, development, and the extraction o f minerals. 

All land, together with tide, submerged, or shoreland, to which the state holds title to 

or to which the state may become entitled, may be obtained by permit or lease for the
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purpose of exploration, development, and the extraction o f minerals. Except as 

specifically limited by AS 38.05.131-38.05.181 [AS 38.05.135 - 38.05.181], land may 

be withheld from lease application on a first-come, first-served basis, and offered only 

on a competitive bid basis when determined by the commissioner to be in the best 

interests of the state. In unproven areas the commissioner may offer additional 
incentives, including a reduction of royalty to a minimum of five percent in the case 

o f oil and gas, and other terms in and granting permit or lease for exploration and 

development whenever it appears to be in the best interests o f the state to do so.

* Sec. 3. AS 38.05.180(c) is amended to read:
(c) Except as provided in (d) and (w) of this section, an oil and gas lease sale 

may not be held unless it was included in the proposed leasing programs submitted to 

the legislature during the two calendar years preceding the year in which the sale is 

held. [A LEASE SALE SHALL BE HELD DURING THE CALENDAR QUARTER 

FOR WHICH IT IS SCHEDULED IN THE PROPOSED C o . AND GAS LEASING 

PROGRAM BUT MAY BE DELAYED BY THE COM M ISSIONER FOR NOT 

M ORE THAN 90 DAYS AFTER THE LAST DAY OF THE CALENDAR 

QUARTER FOR WHICH IT WAS SCHEDULED IF THE COM M ISSIONER 

DETERMINES THAT A DELAY IS IN THE BEST INTEREST OF THE STATE. 

A LEASE SALE WHICH IS NOT HELD DURING THE CALENDAR QUARTER 

FOR WHICH IT WAS SCHEDULED IN THE OIL AND GAS LEASING 

PROGRAM, OR IN THE FOLLOWING 90-DAY PERIOD AUTHORIZED BY THIS 

SUBSECTION, MAY BE HELD ONLY IF RESCHEDULED AS PROVIDED IN (b) 

OF THIS SECTION.] A lease sale may not be held before the date it is scheduled in 

the proposed oil and gas leasing program.

* Sec. 4. AS 38.05.180(d) is amended to read:
(d) The commissioner may issue oil and gas leases in an area that has not been 

included in a leasing program submitted, in accordance with (b) of this section, to the 

legislature if the land to be leased
(1) [THE LAND TO BE LEASED] was previously subject to a valid 

state or federal oil and gas lease: [OR]

(2) [THE LAND TO BE LEASED] is contiguous to iind  already under
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state, federal or private lease and the commissioner makes a written finding, after 

hearing, that leasing of the land would result in a substantial probability o f early 

evaluation and development of the land to be leased; [OR]

(3) [THE LAND TO BE LEASED] is adjacent to land owned or 

controlled by another party on which a discovery of commercial quantities o f oil or 

gas has been made, and the commissioner finds, after hearing, that there is a 

reasonable probability that the land to be leased contains oil or gas in communication 

with the oil or gas discovered on the land of the other party; [OR]

(4) [THE LAND TO BE LEASEDj is adjacent to land included in the 

federal five-year Outer Continental Shelf leasing program under 43 U.S.C. 1344, and 

the commissioner makes a written finding, after hearing, that coordinated or 

simultaneous leasing with the fe icral government is in the public interest; or
(5) is the subject o f an oil and gas exploration license issued under 

AS 38.05.131 • 38.05.134.

* Sec. 5. AS 38.05.180(f) is amended to read:
(f) Except as provided bv AS 38.0S.131 - 38.05.134. the [THE] 

commissioner may issue oil and gas leases on state land to the highest responsible 

qualified bidder determined by competitive bidding under regulations adopted by the 

commissioner. Bidding may be by sealed bid or according to any other bidding 

procedure the commissioner determines is in the best interests o f the state. Whenever, 

under any of the leasing methods listed in this subsection, a royalty share is reserved 

to the state, it shall be delivered in pipeline quality and free o f all lease or unit 

expenses, including but not limited to separation, cleaning, dehydration, gathering, salt 

water disposal, and preparation for transportation off the lease or unit area. Following 

a pre-sale analysis, the commissioner may choose at least one o f the following leasing 

methods:

(1) a cash bonus bid with a fixed royalty share reserved to the state of

not less than 12.5 [12 1/2] percent in amount or value of the production removed or

sold from the lease;

(2) a cash bonus bid with a fixed royalty share reserved to the state of

not less than 12.5 [12 1/2] percent in amount or value of the production removed or
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sold from the lease and a fixed share o f the net profit derived from the lease o f not 

less than 30 percent reserved to the state;

(3) a fixed cash bonus with a royalty share reserved to the state as the

bid variable but no less than 1 2 i  [12 1/2] percent in amount or value o f the

production removed or sold from the lease;

(4) a fixed cash bcnus with the share o f the net profit derived from the 

lease reserved to the state as the bid variable;

(5) a fixed cash bonus with a fixed royalty share reserved to the state

o f not less than 12.5 [12 1/2] percent in amount or value of the production removed

or sold from the lease with the share of the net profit derived from the lease reserved 

to the state as the bid variable;
(6) a cash bonus bid with a fixed royalty share reserved to the state 

based on a sliding scale according to the volume of production or other factor but in 

no event less than 12.5 [12 1/2] percent in amount or value of the production removed 

or sold from the lease;
(7) a fixed cash bonus with a royalty share reserved to the state based 

on a sliding scale according to the volume of production or other factor as the bid 

variable but not less than 12.5 [12 1/2] percent in amount or value o f the production 

removed or sold from the lease.

* Sec. 6. AS 38.05.945(a) is amended to read:

(a) This section establishes the requirements for notice given by the department 

for the following actions:

(1) classification or reclassification of state land under AS 38.05.300 

and the closing of land to mineral leasing or entry under AS j 8.05.185;

(2) zoning o f land under applicable law;

(3) a decision under AS 38.05.035(e) or 38.05.132 - 38.05.134 

regarding the sale, lease, or disposal o f an interest in state land or resources;

(4) a competitive disposal o f  an interest in state land or resources after 

final decision under AS 38.05.035(e);

(5) a public hearing under AS 38.05.856(b);

(6) a preliminary finding under AS 38.05.035(e) and 38.05.855(c)
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concerning sites for aquatic farms and related hatcheries.

* Sec. 7. AS 46.04.040(b) is amended to read:

(b) A person may not cause or permit the operation o f a pipeline or an 

exploration or production facility in the state unless the person has furnished to the 

department, and the departm ent has approved, proof o f financial ability to respond in 

damages. Proof o f financial responsibility required

( I I  for a pipeline or an offshore exploration or production facility is 

$50,000,000 per incident^

(21 [. PROOF OF FINANCIAL RESPONSIBILITY REQUIRED] for 

an onshore production facility is

(A) $1,000.000 per incident for a facility that produces not 

more than 2.500 barrels o f crude oil per dav:
(B) $5.000,000 per incident for a facility that produces more 

than 2,500 barrels o f crude oil but not more than 5,000 barrels of crude 

oil per dav;
1C) $10.000.000 per incident for a facility that produces 

more than 5,000 barrels o f crude oil but not more than 10.000 barrels of 

crude oil per dav: and
(D) $20.000.000 per incident for a facility that produces more 

than 10.000 barrels o f crude oil per dav; and
H i  (. PROOF OF FINANCIAL RESPONSIBILITY REQUIRED] for 

an onshore exploration facility is $1.000.000 [$5,000,000] per incident.

* Sec. 8. ADDITIONAL EXCLUDED AREA. In addition to the area designated in 

AS 38.05.131(b), added by sec. 1 o f this Act, the provisions of AS 38.05.131 - 38.05.134, 

added by sec. 1 of this Act, do not apply to land within propc ,ed Competitive Oil and Gas 

Lease Sales 57, 77, 80, 87, and 88, as the area tc be offered in each o f those proposed 

competitive oil and gas lease sales was delineated in the Five-Year Oil and Gas Leasing 

Program prepared by the Department o f Natural Resources and dated January 1993. However, 

the exclusion o f the land in any one o f those lease sales that is required by this section ceases 

on the date the land described in the lease sale is fust offered for competitive oil and gas 

leasing under AS 38.05.180, and that land is thereafter subject to the provisions o f
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1 AS 38.05.131 - 38.05.134, added by sec. 1 o f this Act.

2 * Sec. 9. REGULATIONS. The commissioner of natural resources may proceed to adopt

3 regulations necessary to implement AS 38.05.131 - 38.05.134, added by sec. 1 o f this Act.

4 The regulations take effect under AS 44.62 (Administrative Procedure Act), but not before the

5 effective date o f secs. 1 - 8 of this Act.

6 * Sec. 10. Section 9 of this Act takes effect immediately under AS 01.10.070(c).
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P roposed Am endm ent for CSSB 150 (O&G)

V ' /A p ril 18,1993

AS 38.05.180(c) is amended to read:

(c) Except as provided in (d) and (w) of this section, an  oil and gas lease sale 
may not be held unless it was included in the proposed leasing programs submitted 
to the legislature during the two calendar years preceding the year in  which the sale 
is held. [A LEASE SALE SHALL BE HELD DURING THE CALENDAR QUARTER 
FOR WHICH IT WAS SCHEDULED IN THE PROPOSED OIL AND GAS LEASING 
PROGRAM BUT MAY BE DELAYED BY THE COMMISSIONER FOR NOT MORE 
THAN 90 DAYS AFTER THE LAST DAY OF THE CALENDAR QUARTER FOR 
WHICH IT WAS SCHEDULED IF THE COMMISSIONER DETERMINES THAT A 
DELAY IS IN THE BEST INTEREST OF THE STATE. A LEASE SALE WHICH IS 
NOT HELD DURING THE CALENDAR QUARTER FOR WHICH IT WAS 
SCHEDULED IN THE OIL AND GAS LEASING PROGRAM, OR IN THE 
FOLLOWING 90 DAY PERIOD AUTHORIZED BY THIS SUBSECTION, MAY BE 
HELD ONLY IF RESCHEDULED AS PROVIDED IN (b) OF THIS SECTION.] A 
lease sale may not be held before the date in which it  is scheduled in the proposed 
oil and gas leasing program.

SENATE FINANCE 
COMMITTEE 

Amendment Numter:__A m e i i u n i t n u  i i u i m i w .

Bill Number:
Sponsor:___
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AMENDMENT No. 4 

CSSB 150 (Oil & Gas)

Introduced By: Senator Bert Sharp

Title Change:

Page 1, line 4 Insert:

"and to extend the period in which a sale on the five year oil and gas 

lease sale schedule may be delayed;
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OFFERED IN THE SENATE: 
FOR: CSSB150(O&G)

am e n d m e n t *

BY: LEMAN

Page 3, Line 11:

after commitment INSERT: "in total and for each year of the
license".

SENATE FINANCE^. 
COMMITTEE /

Amendment N u m b e r : —
Bill Mumhflr SB tSV Jl /
Sponsor 7 >  -
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OFFERED IN THE SENATE 

TO: CSSB 150(O&G)

Page 7, line 12:

Delete "minimum"

8-GS1012MJ.2 /
Chenoweih

4/ 15/93

y p o e w ' a

A M E N D M E N T

BY SENATOR SHARP

sen a t e fin an ce
COMMITTEE ^  

Amendment Number- ( SJ 
»» Number
Sponsor S iP T y fa /* p
Logged fn~By! 3



AMENDMENT No. 5

CSSB 150 (Oil & Gas)

Introduced By: Senator Bert Sharp

Page 5, line 4 Delete:

"of the remaining land"
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DIVISION OF LEGAL SERVICES
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA
(907) -463-3867 or 465-2450 
F A X  (907) 465-2029 
Mail Stop 3101

M E M O R A N D U M  A pril 27, 1993

SUBJECT: W ording o f A m endm ent to CSSB 150( )

TO: S enato r Tim  Kelly
A ttn: Max Gifford

FROM: David R. D ierdorff
R evisor of S tatutes

T he CS you requested  is enclosed. The use o f the term  "operator" in AS 46.04.- 
040(b)(2)(A ) - (D ) is confusing. It is a term  tha t is not defined, and it d oesn ’t m ake 
m uch sense in the substantive context. The am ount o f security would seem  to hinge 
m ore on the  production  capacity of the facility than on the o p e ra to r’s total 
production  from  the field. I am  not conversant with industry practice, but this would 
not seem  to w ork w here a facility was "operated" by a con trac to r tha t did not p roduce 
any oil from  a field. I reaiize this may be far-fetched, but I have to look a t laws from 
the perspective o f a d isinterested  reader who is trying to understand  all o f the 
im plications o f the language chosen.

D R D :lm b
93-137.1mb

130 Seward Street, Suite 409 
Juneau, Alaska 99801-2105

Enclosure



CURRENT BONDING REQUIREMENTS

AOGCC BONDING AUTHORITY: 20 AAC 25.030

*exploratory,
*development,
*servic°, or
*st.ratigraphic test wells

Bond from operator for each well $100,000 or a blanket bond of not 
less than $200,000

1) Eond can be corporate surety or certificate of deposit;
2) remains in effect until abandonment; final clearance of well 
sites approved by the commission;
3) bond released upon written request of operator.

DEPARTMENT OF NATURAL RESOURCES BONDING AUTHORITY 11 AAC 33.160

1) Before operations begin, at least $10,000 bond to department, 
practice has been $100,000 bond.
2) Commissioner's discretion, after notice and appeal, to require 
a bond i.i a reasonable amount greater than $10,000. Can require 
supplemental bond amount even with statewide bond.
3) Statewide bond of $500,000.
4) 11 AAC 82.600 defines bond.

DEPARTMENT OF ENVIRONMENTAL CONSERVATION PROOF OF FINANCIAL 
RESPONSIBILITY: 46.04.040

1) $50 million for a pipeline or offshore exploration OR
production facility;
2) $20 million for an onshore production facility
3) $5 million for an onshore exploration facility

(CSSB 150(O&G) has been amended to affect this statute)

April 16, 1993
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M E M O R A N D U M State of Alaska
To: Annette Rreitzer

Com m ittee A ide for Oil & Gas

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 DrYISION O F  O IL  AND GAS 

D ate: A pril 16, 1993

From : .
D irector

Subject: .Am endm ent

Phone: 762-2547

As we discussed this morning, there is one am endm ent which, if possible, it would be nice 
to try to achieve through passage of the exploration licensing bill. T he text o f the proposed 
am endm ent to AS 58.05.180(c) is outlined below:

(c) Except as provided in (d) and (sv) o f this section, an  oil and gas lease sale may 
not be held unless it was included in the p roposed leasing program s subm itted  to the 
legislature during the rwo calendar years preceding the year in which the sale is held. 
[A LEA SE SALE SH A L L BE HELD D U R IN G  T H E  C A L E N D A R  Q U A R T E R  
FO R  W H IC H  IT  WAS SC H E D U L E D  IN T H E  PR O PO SE D  O IL  A N D  GAS 
LEA SIN G  PR O G R A M  B U T  MAY BE D E L A Y E D  BY T H E  C O M M ISSIO N E R  
FO R  N O T M O R E  TH A N  90 DAYS A F T E R  T H E  LAST D A Y  O F  T H E  
CA LEN D A R  Q U A R T E R  FO R  W H IC H  IT  WAS S C H E D U L E D  IF T H E  
CO M M ISSIO N ER D E T E R M IN E S T H A T  A D ELA Y  IS IN T H E  B EST IN T E R E ST  
O F T H E  STATE. A LEASE SALE W H IC H  IS N O T H E L D  D U R IN G  T H E  
C A LE N D A R  Q U A R T E R  FO R W H IC H  IT  WAS S C H E D U L E D  IN T H E  O IL  
.AND GAS LEA SIN G  PR O G R A M , O R  IN T H E  FO LL O W IN G  90 D A Y  P E R IO D  
A U T H O R IZ E D  BY TH IS SU B SEC TIO N , MAY BE H E L D  ON LY IF  
R E S C H E D U L E D  AS PR O V ID E D  IN (b) O F  TH IS SECTIO N .] A  lease sale may 
not be held before the date in which it is scheduled in the proposed  oil and gas 
leasing program .

Ironically, the prohib ition  against delaying a sale m ore than 90 days beyond its originally 
scheduled q uarter was incorporated originally ac the recom m endation of representatives of 
the oil and gas industry. In 1978, it was feared that the com m issioner m ight delay lease 
sales gratuitously, and the prohibition was viewed as a m ethod of pressuring the departm en t 
to m aintain course or risk the political em barrassm ent of having potentially valuable sales 
fall off the end of the schedule. However, it has always represented  a potentially  powerful 
tool for opponents of leasing. Procedural delays for appeals or o th er purposes can be used 
to cancel sales with no recourse for the d epartm en t but to restart the pre-sale activities, 
requiring a m inim um  of w o  additional years. In light of the Suprem e C ourt's decision last 
m onth on the second rem and of the Cam den Bay litigauon (Sale 50), I do not believe tha t 
we can afford to leave this provision in the sta tutes. It has long since outlived its original 
purpose--if it ever had o n e -a n d  it now presents one of the most effective ways to delay or 
cancel sales. It is simply a m atter to time until som eone succeeds in putting us in this 
procedural box.
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DEPT. OF NATURAL RESOURCES

DIVISION OF OIL AND GAS

W A L T E R  J .  H I C K E L ,  G O V E R N O R

P.O. BOX 107034
ANCHORAGE, ALASKA 995 0-7034 
PH O N i: (907) 763-2553

(907)762-2547

April 14, 1993

The H onorable L oren Lem an 
C hairm ?^  Senate Special Com m ittee 

on Oil and Gas 
Alaska State Legislature 
State Capitol, Room  113 
Juneau, Alaska 99801-1182

D ear Senator Leman:

I wanted to thank you and m em bers of the Com m ittee once again for the opportunity to 
participate in your review of SB 150 y t. :erday evening. As I  said in my testimony last night, 
I believe the com m ittee has w orked very hard to  produce a comm ittee substitute for SB 150 
which, on balance, is a  much better product than  the draft legislation we originally presented 
the legislature.

Although the com m ittee’s adoption of the substitute bonding language proposed by H arold 
Hcinze resolved the concerns expressed in my written testimony last evening, I presum e that 
the com mittee would still like to  have copies of that testimony for the record. Accordingly, 
as I promised last evening, enclosed is the text of my prep ared remarks.

If you or m em bers of the com m ittee or staff have any further questions, please feel free to

Sincerely,

—

Jam es E. Eason 
D irector

Enclosure

call.
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Alaska Oil and Gas Association

121 West Fireweed Lane, Suite 207
Anchorage. Alaska 99503-2035
Phone: (907) 272-1481 Fax: (907) 279-8114

April 1, 1993

The Honorable Loren Leman 
Chairman
Senate Special Committee on Oil and Gas 
Alaska State Senate 
Room 11 3 
State Capitol
Juneau, Alaska 99801-1182 

Dear Chairman Leman:

The Alaska Oil and Gas Association (AOGA) is a trade asscciation whose member 
companies conduct the majority of oil and gas exploration, production and transportation 
in Alaska, AOGA would like to offer the following comments on SB 150, large block 
exploration licensing legislation.

* Large block licensing is an attractive addition to the State's leasing program to 
accelerate exploration and potential development of Alaska's frontier areas.

* State land that has insufficient or undocumented geologic and geophysical 
information or state land that has not been or currently is not subject to an oil and 
gas lease sale program should be eligible for licensing. All lands north of 68 
degrees, 30 minutes North Latitude should be excluded.

* A license should be conditioned upon the annual posting of work commitment 
performance bonds or other security in favor of the state in an amount not less 
than the amount of the work commitment for each year.

* The commissioner should adopt regulations to evaluate competing proposals. All 
licenses should be awarded on the basis of written sealed bids.

* Conversion from license to lease should be under existing state leasing statutes 
AS 38.05.180 (i)-(u) and (x)-(z), and should be subject to the acreage 
chargeability of AS 38.05.140 (c).



The Honorable Loren Leman 
April 1, 1993 
Page 2

AOGA appreciates the opportunity to provide written comments on this legislation.

If I can be of further assistance on this issue, please contact me at your convenience.

Sincerely,

WILLIAM W. HOPKINS 
Executive Director
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ENSR CONSULTING AND ENGINEERING 
STATEMENT TO THE SENATE SPECIAL OIL AND GAS COMMITTEE 
REGARDING SENATE BILL NO. 150 (EXPLORATION LICENSING)

APRIL 1, 1993

Mr. Chairman, Members of the Senate Oil and Gas Committee; my name is Robert Gardner. 

I am the Regional Program Manager for Oil and Gas Services for ENSR Consulting and 

Engineering. Thank you for the opportunity to present our comments on Senate Bill 150, the 

exploration licensing bill which is before you. My comments will be from the perspective of the 

service and support sides of the petroleum industry.

We believe that exploration licensing is a concept that can stimulate exploratory activities and 

accelerate development in the frontier basins of our state. These basins are mainly in interior 

Alaska and are currently unexplored or only marginally explored. Properly implemented, 

exploration licensing would attract new operators to Alaska, in addition to being attractive to oil 

and gas operators already here. From the service and support perspective we encourage the 

state to adopt programs, such as exploration licensing, which will broaden the base of clients 

and customers we serve. Unfortunately, with the single exception of reducing the time required 

to explore for and develop oil and gas deposits, Sena e Bill 150 in its present form does little 

to achieve this goal. Specifically, our objections are as follows:

1. The doilar for dollar bond required to insure that the work commitment is discharged is 

a disincentive to all independent operators, and I imagine to many major companies as 

well. Since the only variable in the exploration license bidding process is the work 

commitment, and this work commitment is to be considered mainly in light of dollars 

obligated, it follows that the deepest pocket wins. The required dollar for dollar bond 

simnl/ ups the ante. Incidentally, bonds in the size we are anticipating are nearly



impossible to obtain except by the largest of companies. In addition, as the bill now 

stands, if an operator secures a license and performs the work commitment in its 

entirety, but doesn’t spend all of the obligated dollars in doing sc (in other words he 

does an excellent job of managing his operations), the difference is subject to forfeit. 

In our opinion the scope of work and not dollars obligated should be the variable here. 

We agree that some form of bond should be required to ensure that the work gets done. 

In our opinion that bond should be limited to the amount of work scheduled to be 

performed in each year or one million dollars, which ever is less. Proponents of the 

legislation in its present form say the dollar for dollar bond is necessary to keep 

"speculators" out of the exploration licensing program. I submit that there may be some 

confusion here between independent operators and speculators. We believe a one 

million dollar bond will easily flush out the speculators and not prove a major disincentive 

to independent operator participation in the program.

As it is presently drafted, Senate Bill 150 would allow for the "warehousing" or "banking" 

of large tracts of land up to 500,000 acres under a 10 year exploration license, provided 

the work commitment was discharged as planned and the dollar for dollar oond 

maintained. We believe some shrinking of the license area triggered by work 

commitment milestones would be appropriate. In other words, as the exploration license 

moves through the exploratory process and toward the possible eventual conversion of 

parts of the license area to a lease, there is some specific percentage of the acreage in 

the original license area relinquished annually. This would encourage further industry 

interest in the surrendered areas and prevent the amassing of huge tracts of land by the 

licensee with the greatest financial resources.



3. Senate Bill 150 in the present from gives extraordinary discretionary powers to the 

Commissioner of the Department of Natural Resources. As you kr.ow, this is an 

appointed position, and the possibility therefore exists that the way in which the 

exploration licensing program is administered can be subject to political pressures. We 

encourage your committee to consider the establishment of an independent board made 

up of knowledgeable Department of Natural Resources and private sector participants 

to administer the program.

4. As I remember, the exploration licensing concept developed from a desire to stimulate 

activity in the unexplored basins of Alaska. The Department of Natural Resources 

currently has an active and effective 5 year oil and gas leasing program. Obviously the 

exploration licensing program and the five year leasing program have to interface in 

some manner. As presently drafted, Senate Bill 150 essentially opens all areas of the 

state to exploration license applications. While a strong case can be made that both 

Cook Inlet and the North Slope are inadequately explored, we believe these areas 

should not be subject to exploration licensing. The possible exception might be those 

areas of the North Slope lying south of the presently producing areas and encompassing 

the Arctic foothills belt. Activities in Cook Inlet Basin and on the North Slope north of 

the 8N Township are best left to the existing state leasing program. Since the existing 

bill does not specifically define the term "insufficient or undocumented geologic and 

geophysical information", the potential is there for the deepest pocket to tie up most of 

the unleased land in areas that already have some proven production. We believe this 

is not an appropriate role for exploration licensing and it will lead to fewer, rather than 

more operators being involved in the state.



In summary, we support exploration licensing as a vehicle to encourage and stimulate 

exploratory activity in frontier areas of Alaska. We believe exploration licensing will improve the 

health of oil field service and support companies by providing expanded work opportunities. 

We encourage your committee to consider a committee substitute for Senate Bill 150 which 

would address the inequities in the current bill which I have described, and basically level the 

playing field. I would be honored to work with your staff to develop the language of these 

changes, if you feel these concerns have merit.

Thank you again for the opportunity to make this presentation.
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L=

* <  Z

j i ZZ2£

Z I O N
(c ) /11Z-

J u i/ p s  c > e 7 y i(L < L s ! zZ U -  L  o rd  z A e s  7 7 la J iA sx

CL/n̂ xd jLxz/CZbi * Z  I ON A a**s*^/yi <ur^d j i ^
C ^ e rji/0 _  S v c ^ A Z s  s m iL s  Zz A jL ' > ix ^ A b Z Z  A b  c u r y ^ A ^ ^

y Z b  ,^C2J* ^ Z J l/T -X & Z X  .z A u lx  X o -O  ,2  IO N

X L Z A j L a

O x s S v  H e X J Z rv xq X  S Z fis Z / O /U L  < y ^  X X y f i x a x < A A  R ĵ U z fr v in .
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Stewart Petroleum Company
Denali Towers North, Suite 1300 

2550 Denali Street, Anchorage, Alaska 99503 

(907) 277-4004 • F A X  (907) 274-0424

TESTIM ONY ON SB 150 

SENATE SPECIAL COM M ITTEE ON OIL & GAS

April 1, 1993

Mr. Chairman and members of the Oil &  Gas Committee, my nam e is Bill 
Stewart, President of Stewart Petroleum Company. We are a small 
independent oil and gas exploration and production company based in Alaska. 
We are active in Alaska and seven other states. Our current area of interest 
within Alaska is Cook Inlet Basin. We have been fortunate in discovering an 
oil field of significant size on the west side of Cook Inlet and are in the early 
stages of development of that field (named West M cA rthur River Oil Field) at 
the present time. Productic n of the discovery well is about to commence and, 
according to available information, we are the first independent company to 
establish commercial oil production in Alaska in modern times.

We are familiar with Senate Bill 150 which provides for oil and gas exploration 
licensing. There is nothing wrong with the concept o exploration licensing and 
it has been used successfully in various places around the world. There are



variations on the theme and such licenses are sometimes referred to as 
"concessions" or "work concessions". I am familiar with the program as its exists 
in Canada on federal or "Queen’s" lands and, to a lesser degree, I am familiar 
with the programs in Australia and in the North Sea.

With respect to Alaska, any licensing program should not include the mature 
areas which are the North Slope and Cook Inlet Basin. Such a program is 
appropriate for and should be utilized in frontier areas. Alaska has in the 
order of 20 sedimentary basins. Only half a dozen have been explored and 
only two have been extensively explored.

While the concept of exploration licensing has merit for the State of Alaska, 
ce'cain provisions of Senate Bill 150 will preclude participation in the 
arrangem ent by independent producers and probably by the smC Ar of the 
major oil companies, as follows:

1. The ?>ill as drafted allows for licenses covering as much
as 500,000 acres. With the contemplated license fee in the amount 
of $1.00 per acre, many independents will not pursue the 
arrangem ent further. The entire Prudhoe Bay Field, the largest oil 
field on the North American continent, covers less than half of the
500,000 acre maximum, and the likelihood of discovering another 
Prudhoe Bay is highly unlikely. A license limit of 100,000 acres is 
more appropriate and will allow competition by smaller companies. 
Also, reduction of the license area over time as the exploration 
process defines specific prospects is in order. In addition, total
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land under license to any single licensee should be limited to, say,
500,000 acres to prevent "warehousing" of acreage.

2. The bill as drafted provides for an obligation to perform
a specified minimum work commitment, expressed in dollars. We 
submit that the work commitment should be expressed in terms of 
activity (ie, 35 mile:; of seismic work plus one exploratory well to 
be drilled to a depth of 10,000 feet). Independents can operate 
cheaper than major companies. The bill as drafted punishes 
efficiency. If we were to bid in terms of dollars for the work 
program just cited, we might bid $1.5 million for the seismic and 
$10 million for drilling, for a tctal of $11.5 million. If we were 
able, through efficiency, innovation, or luck to perform  the entire 
program for $9.5 million, the $2 million "savings" would be forfeited 
to the State of Alaska under terms of the bill.

3. The required "performance bond or other security in favor of the 
State in an amount not less than the amount of work to be 
performed" will, of course, preclude participation by smaller 
companies. Bonds of that nature are simply not available in 
today’s market. We are a small but successful company with a 
good financial statement, but we were unable to obtain, at least 
initially, a $100,000.00 drilling bond, which is currently required as 
a condition of the drilling permit. We satisfied the obligation by 
pledging a certificate of deposit to the State of Alaska. We could 
not possibly pledge the $11.5 million utilized in our example and
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allow those funds to be tied up for long periods of time plus do the 
actual work. That arrangement amounts to paying double for the 
activity. We suggest a performance bond posted annually in the 
amount of 10% of estimated expenditures for the ensuing year.

Setting aside our "example" for the moment and looking at reality, 
our company has expended or caused to be expended close to $20 
million in connection with the West M cArthur River project. If we 
had been required to post a bond in that amount, the project 
would never have happened. During periods of drilling, 
approximately 40 full time on-site jobs are created together with 
approximately 20 support jobs in Anchorage or Kenai. Pipeline 
construction involves approximately 25 full time on-site jobs and 15 
support jobs. After full development of ihe field, about 15 
perm anent on-site and support jobs will be involved in producing 
operations. U pon full development of this field, we estimate taxes 
and royalties to the State of Alaska will exceed $1 million per 
month. Total revenues to the state are estimated at $250 million 
over field life.

4. Finally, the oral outcry arrangement provided in SB 150 will,
again, preclude real competition by the independent sector. We 
submit that the sealed bid arrangement presently utilized in the 
state’s competitive oil & gas leasing program is more appropriate.

As an independent producer, we are in touch with many other independent
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producers. There are roughly 10,000 members in IPAA, the Independent 
Peirc'.eum Association of America. Most of the IPAA members will never 
venture to Alaska, but in the wake in our success, we are beginning to hear 
expressions of interest from quite a few who have the financial capability of 
operating or investing here. Exploration licensing with the modifications we 
have suggested will attract those independents. Exploratior licensing as 
currently set forth in Senate Bill 150 will discourage them.

Thank you for hearing us. We look forward to continued work with the 
committee in this m atter and are prepared to assist with specific language to 
accomplish these suggested changes.
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ARCO Alaska, Inc. 

E xploration  L icensing T estim ony

Mr. Chairm an, members of the Senate Oil and Gas 
Committee, my name is Jim Davis: I am Senior Vice 
President of Exploration and Land for ARCO Alaska, Inc.

I am pleased to testify in support of SB 150, Exploration 
Licensing. We believe that this supplement to the state's 
leasing program can invigorate exploration for oil and gas. 
It can do this by substantially reducing the time required to 
acquire secure title to enough land to justify exploration 
activities while meeting all environm ental laws and 
regulations.

I would like to pick up on Mr. Eason's review and analysis 
of the legislation. First, I would like to review the 
development of this bill. I think that this will help us see 
the policy choices facing the state. I would then like to 
address the main objections that I h « ^  been hearing and 
explain why they don't change our support for this bill.

Development of the Exploration Licensing Bill

A little over a year ago, I sat in joint hearings before this 
body and introduced the concept of exploration licensing.

- 1 -



Many of you may recall that there was general concern 
then that exploration in Alaska was declining and that oil 
companies were scaling back or ending their operations; 
presumably in favor of more attractive overseas prospects. 
I must admit that I was also feeling a sense of loneliness as 
I tried to interest prospective partners to join with ARCO 
in drilling Kuvlum in the Beaufort Sea; we now see that it 
turned out to be a discovery.

At that time, the legislature asked us to talk about ways in 
which exploration in Alaska could be stimulated. As we 
developed ideas, we considered various options. Standing 
back and looking at exploration in Alaska, we recognized 
that it is a very costly and high risk venture. We thought 
about ways the state could reduce our direct exploration 
investment. It was tempting to think of tax credits, 
because they have proven in other countries, such as 
Canada, to be very effective in stim ulating drilling. 
However, we concluded that the state would not be able to 
bear these upfront costs, especially in light of the fiscal 
gap crisis it is facing.

The other alternative that we examined was reducing the 
time required to find and develop oil. We focused on the 
state leasing program. Here we found real possibilities to 
shorten exploration time. For example, under the present 
leasing system, it can take five to ten years to accumulate
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enough of a land position to justify the high expense of an 
exploratory well. This puts Alaska at a com petitive 
disadvantage with foreign countries, and this is one reason 
we see other oil companies leaving Alaska and investing 
abroad. Two activities which take time are waiting first 
for a prospect to move through the five year leasing 
schedule, and then developing a consolidated position out 
of the patchwork of individual lease ownerships covering 
the prospect. Even more uncertain, is consolidation of 
ownership on adjacent leases after a discovery. So we 
believe that speeding up the process of securing title would 
help the state's goal of invigorating exploration.

We found some interesting ideas in methods used by many 
foreign countries. In these countries, development rights 
are given after government chooses the specific work 
proposal that will most likely yield discovery and 
development.

The basic concept for exploration licensing in Alaska came 
from this approach. We felt that the existing lease process 
could be supplemented with licensing based upon work 
commitments, public disclosure, and competition. By the 
way, this approach has also been used in the U.S. as well 
as other countries, so this is not an untested concept.

[Optional]
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Key Aspects of the Bill

[Let me next supplement Mr. Eason's testimony by 
highlighting the major aspects of the bill.

An exploration license is applicable to unleased land. A 
prospective licensee (or the state) identifies an area not to 
exceed 500,000 acres and proposes a work program, 
expressed in dollars, to be conducted over a time period of 
not more than 10 years. If the state does not reject the 
proposal, it then solicits competitive proposals. Since the 
original proposal is a matter of public record, and in order 
to not put the original proposer at a disadvantage, an oral 
auction is held to determine the prospective licensee that is 
willing to make the greatest work commitment, again, 
expressed as total dollars. During this process, the state 
makes a best interest finding before awarding the license. 
At the time that the license is awarded, the terms of the 
subsequent leases are established. In addition, the licensee 
posts a performance bond that reverts to the state for all 
committed work not completed by the end of the license 
term. The bond is critical in that it provides the incentive 
tc- \'o real work.

After getting all of the normal environmental and other 
perm its, the new licensee conducts the work. Upon 
com pletion of the work, the licensee, at its option,

- 4 -



converts all or part of the license area to appropriate sized 
leases.

This conversion to smaller leases is critical to keeping 
licensing from becoming a vehicle for land speculation. It 
allows the state to take back leases after the primary term 
expires, where no developm ent potential is shown. 
Therefore, the leases would be administered just as they 
are today. The bill provides for leases acquired through 
licensing to not be subject to the current 500,000 acre 
chargeability limits.]

To summarize, the bill is really quite simple in its concept. 
Its main purpose is to shorten the time required to explore. 
It gives a secure land position in return for a bonded work 
commitment. It relies on market competition to prevent 
abuse or giveaways. And it provides protections to the 
state by allowing the Commissioner to reject any proposal 
and revert to the existing leasing program.

Beginning in 1991 ARCO was asked by a number of 
legislators to come up with a concept that would attract 
industry back to Alaska. Last summer we began working 
with DNR to help craft the Exploration L icensing 
legislation. We made suggestions that advance the goals 
of getting exploration moving and of helping the state to 
realize tax and royalty revenues from new sources as soon 
as possible. We have resisted endorsing concepts that
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dilute this bill just for the sake of compromise or getting a 
bill passed that "everyone agrees with." We believe that 
the State's interest of getting exploration accelerated should 
be kept foremost in any modifications.

Major Objections to the Bill

Let me now respond to the major arguments that I have 
heard against this bill. Foremost, I'm surprised that others 
do not see that it's in the State's interest to get exploration 
moving: to find and develop oil and gas as quickly as 
possible. Maybe it would be clearer if this bill were titled 
the Exploration W ork Com m itm ent Bill. That title 
captures for me the fact that while land is being acquired, 
the real effect of licensing is to get exploration work done. 
All of the criticisms or amendments that I have heard, 
serve to weaken or dilute the goal o f speeding up 
exploration. Unfortunately, some even seem to be self 
serving at the expense of the State's interest. Let me 
illustrate by looking at these objections one at a time.

I hear some say that the leasing system is working fine and 
that no license bill is needed. Yes, leasing does happen 
and clearly the state and the industry have benefited. But I 
would rather say that benefits have come in spite of 
leasing, not because of leasing: d iscovering  and 
developing Prudhoe, for example, had much more to do
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with the quality of the reservoir than the effectiveness of 
the leasing system. Further, revenues to the state from 
bonuses and rental have amounted to less than 1% of total 
revenues from 1981 through 1992. Clearly the state 
benefits most from discovery and development. To me, a 
way to supplement the lease system with a faster process 
such as licensing is needed.

A more specific complaint is that the bill should exclude 
broad portions of the North Slope and Cook Inlet from 
licensing. The reason, I hear, is that licensing is only 
needed in "frontier" areas, not mature areas. Let me offer 
a few thoughts on this. First, I would like to debunk the 
idea that the North Slope and Cook Inlet are mature areas. 
They are producing areas, that's true. But they have been 
anything but thoroughly explored. For example, the North 
Slope bounded by the Beaufort Sea on the north, the 
Brooks Range on the south, the Canning River on the east, 
and the Colville River on the west contains 12 million 
acres and there have only been 40 exploration wells 
drilled, an average of 1 per 300,000 acres. For 
comparison, Texas has had an average of 1 well per 950 
acres. We agree that this should be a frontier area bill: 
but we think that licensing should be available for both 
intellectual as well as geographic frontiers. Our Cook 
Inlet discovery, the first in 25 years, is a good example of 
this. Most basins go through cycles of discoveries. Cook
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Inlet is now in its second cycle. We rethought the 
geologic concepts in Cook Inlet and by applying them 
found oil in an area that industry had all but abandoned. 
There is land in both the Cook Inlet and on the North 
Slope that has been leased and returned to the state, or 
offered for sale and not bought. These areas are 
intellectual frontiers and as new concepts are developed, 
these areas should be available for licensing.

The second mought is that the Arctic North Slope is a 
particularly poor choice for blanket exclusion. This is 
because new sources of oil are needed to keep TAPS 
running as long as possible. Crude rate through TAPS will 
be declining significantly over the next ten years and 
modifications such as shutting down pump stations will be 
needed. Over time, it will be more and more expensive to 
bring TAPS capacity back up. New discoveries will have 
to bear those costs. As time proceeds, discoveries will 
have to be larger and larger to justify TAPS investments, I 
just don’t think that we can expect to find larger and larger 
fields. We must try to find as many smaller sized fields as 
soon as possible to maximize the economic efficiency of 
TAPS and to keep rate from declining as quickly. There is 
an added benefit that the longer TAPS operations continue, 
more oil will be produced from existing fields like Prudhoe 
and K uparuk. Exploration L icensing is especially  
applicable on the North Slope because we have only a- 8 -



limited window of opportunity. I Lave heard no one argue 
that licensing will slow down the pace of exploration. 
Therefore, I am forced to conclude that suggestions for 
exclusion from licensing are really suggestions to 
purposefully slow down exploration. Industry opposition 
to licensing in some areas is proof that they believe their 
competitors are willing to make work commitments to 
explore in Alaska. This is the last area the state should 
exclude. It's too critical. To summarize, we think that no 
additional exclusionary language is needed in this bill: the 
commissioner has more than enough discretion to protect 
the state's interest.

You may hear from other companies who support such 
exclusions. Usually these are companies which have 
focused what little exploration activity they have into a 
single geographic area. They say they favor licensing 
except where they are currently working. I ask you as 
legislators to judge whether such restrictions serve the 
interests of the state or the self-interest of those seeking 
exclusions to the licensing bill. Do they fear that licensing 
would bring increased competition to their areas of 
interest?

The performance bond has also been criticized as being too 
onerous. But it would be a mistake to provide relief from 
bonding. The reality is that Alaskan exploration is high
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risk and high cost. Nothing has changed for players 
without the financial ability or interest in licensing. They 
can continue to participate through existing leasing. Or 
they can form joint ventures with others and seek licenses. 
Dropping the bond requirement encourages speculation, 
not exploration. And holding land without exploring is of 
no benefit to the state.

The oral outcry form of bidding has been criticized as not 
being viable. We see oral auctions as protection for the 
person who submits the initial proposal, which may be 
subject to partial disclosure. The originator may be 
disadvantaged during bidding by competitors having that 
information. The argument against oral auction is that it 
will be too complex. But it is really fairly simple. After 
the state has solicited and evaluated proposals, it develops 
a common basis for the bidding and the competitors bid a 
work commitment in terms of dollar amount. There really 
is not anything unworkable here. Also, this concept is not 
new, its been utilized in numerous countries for many 
years.

As I mentioned earlier, one of the fundamental protections 
for the state and the industry is the existence of market 
competition. One of the most disturbing arguments I've 
heard against this is that some companies will not use 
licensing because they have only limited funds for Alaska.
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In essence, these people are saying that the state should 
not speed up the pace of exploring for and discovering oil 
until they are prepared to reinvest in Alaska. This is 
probably because they have better foreign opportunities. 
This dem onstrates that A laska is at a com petitive 
disadvantage as I m entioned earlier. E xploration 
Licensing will help level the playing field by making 
Alaska more attractive for exploration.

Critics of this legislation are quick to point out that ARCO 
has com mitted nearly 1 billion dollars to an active, 
ongoing 5-year exploration program and that exploration 
licensing is no* fair to other companies who have not made 
such commitments. But we should remember that the goal 
of this legislation is to have a process which speeds up 
exploration and which creates competition for making 
work commitments. Just the introduction of this bill has 
created a climate of competition within the industry. And 
that's good for the state. I presume that other companies 
will seek and win licenses. I hope that ARCO can also 
benefit from licensing. But I also hope that the state 
benefits from licensing, because that will mean that 
exploration in Alaska has been reinvigorated.

I would be happy to respond to any questions that you 
might have.
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TO THE
SENATE SPECIAL OIL & GAS COMMITTEE 

REGARDING 
SENATE BILL NO. 150

r

March 23, 1993

Mr. Chairman, Members of the Committee. Good afternoon. My name is 
John Ringstad, and I am Associate Director, Government Affairs for BP 
Exploration (Alaska) Inc. Thank you for this opportunity to appear before you 
today to present BP's views on SB 150, the Governor's large-block licensing 
bill.

SB 150 would make state lands available for oil and gas exploration and 
development under a veiy different approach from the system of competitive 
oil and gas lease sales that Alaska has used since 1959. Under the leasing 
system, state land is made available in relatively small parcels of not more 
than 5,760 acres. In contrast, the licensing system proposed in SB 150 would 
make land available for exploration in blocks of up to 500,000 acres apiece. 
Instead of bonus bidding, the new licenses would be awarded competitively on 
the basis of how much exploration work a would-be licensee promises to do.
The bidder promising the most work in a license area would win the license 
for that area. If the licensee makes a discovery, he would have the right to 
lease the portion of the license area encompassing the discovery. In its basic 
approach, this new licensing program is very much like the oil and gas 
"concessions'' that most nations around the world employ to get oil and gas 
exploration and development.

BP supports the idea of large-block licensing for the relatively 
unexplored areas of Alaska. While BP's exploration focus is on the North Slope 
and will remain there, we believe that the licensing approach could facilitate 
the exploration of the so-called "interior basins" in Alaska -  basically, all of 
the state outside of the Cook Inlet basin and the North Slope. We applaud the 
Governor and those in his Administration who worked to develop this bill, for 
breaking out of the "traditional" mindset that 30 years of using the same
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practice can cause, and for having the willingness to propose a new system 
that the/, Lhink will work better than leasing.

However, despite our support for the general idea of large-block 
licensing tor the relatively unexplored areas of Alaska, we oppose SB ISO as 
currently written. We have three specific matters of concern: l)its 
application to the'North Slope, 2) the oral outcry auction provision and 3) the 
exemption which allows the warehousing of acreage.

Our first concern is that SB 150 would allow licensing on the North 
Slope, particularly in the planning areas for the remaining state lease sales 
scheduled for the Slope. We believe the State's interests would harmed, not 
helped, by allowing the currently planned lease sales to be cast aside in favor 
of a licensing program. Lease sales bring in cash bonuses; the licensing 
program would not. Unlike lease sales in unexplored areas, which bring in 
minimum bonuses, the recent state lease sales on the Slope show there is 
enough interest to make the bonuses there substantial. Thus, to stop using 
lease sales on the Slope would represent a significant cash cost to the State.
For licensing to be justified, therefore, it has to be great enough to offset this 
cost.

The chief advantages that licensing offers are the possibility of more 
exploration and earlier exploration, but we doubt that licensing would deliver 
very much of either advantage on the Slope. There is already more 
exploration interest on the Slope than anywhere else in the state, and the 
Slope is likely to end up being just as thoroughly explored under conventional 
leasing as it would with large-block licensing. Moreover, it is not clear that 
licensing would bring about exploration on the Slope any faster than 
conventional leasing would. It is expected that exploration drilling under a 
licensing program would begin as early as two years after a license is issued.
But our Cascade well that we are drilling this year is on land we leased only two 
years ago — in 1991. We also plan to drill our Yukon Gold well later this year, 
and it, too, is on a lease issued in 1991. ARCO's Cave Bear well, scheduled to be 
drilled next year, is on land they leased just last year. So, even though it is 
sometimes true that exploratory drilling doesn't begin until eight or nine 
years after a lease is issued, it is also true that much of the current exploratory



drilling on the Slope is occurring as soon after a lease sale as it would under a 
large-block licensing program.

There is one more thing you should consider before letting the Slope be 
opened up to large-block licensing. Conventional leasing allows companies to 
come in and bid for leases even though they do not plan to operate the lease '■ 
they may acquire; They are, in effect, investors rather than operators. The 
licensing program, in contrast, gives a tremendous advantage to any 
companies who are already operators in the vicinity of a license, because they 
already have a base of operations there and have working knowledge and 
experience with the area. On the Slope, there are two dominant operators. Is it 
good state policy to let one, or both,- "lock up" the rest of the Slope under a 
licensing program? Or would it be better to continue letting other companies 
have a chance for a piece of the action, as they do with conventional lease 
sales? For BP’s part, we are not afraid of having more competition, but 
welcome it.

I said earlier that BP has three concerns about SB 150, and so far I’ve 
only talked about one.

The second concern is about the nature of the auction for a large-block 
license. SB 150 calls for an "oral outcry" auction -  that is, the bidders are all 
in a room together and each one keeps bidding higher and higher about how 
much exploratory work it will do, until finally no one is willing to bid any 
higher and the license goes to the last, and highest, bidder. This is a singular 
departure from the way similar "concessions" are offered elsewhere around 
the world. The usual method is with sealed written bids that are submitted in 
advance, much the same way bonus bids are submitted to Alaska in its 
competitive oil and gas lease sales. The system of sealed bids in advance 
makes everyone bid on the basis of their best view of the prospect, and it is 
likely to attract more participants in the auction than the "oral outcry." BP 
prefers sealed bids.

Our third concern is about whether a lease being carved out of a license 
a-ea counts against the State's limits on how much acreage a company may 
have under lease at one time. SB 150, at lines 8 and 9 on page 5, specifically



exempts such a lease from the acreage limits. We see no reason for the State to 
give such an exemption.

The acreage limits were enacted as part of the original state Land Act in 
1959 in order to prevent companies from "warehousing" large numbers of 
leases. The State wanted companies to either explore and develop the leases 
they got, or else surrender them back to the State. This is shown by the fact 
that leases in an exploration unit or a development unit are not counted 
against the acreage limit. With a unit, the State knows there is a plan, and has 
to approve that plan, either to explore the leases or to develop and produce the 
leases , depending on the type of unit.

If you think about it for a moment, there is no reason for such an 
exemption even, from a license-holder's point of view. Why would a license- 
holder be trying to get a lease for part of his license area in the first place? 
Because he either has found something there or has good reason for believing 
something is there. But in either case, there is no reason why he cannot put 
the lease into a unit if he doesn't want it to count against his acreage limits.
And if he does unitize the lease, then the State will continue to have assurance 
that there are real plans for further exploration and/or development for that 
lease. BP believes a lease being carved out of a license area should count 
against the acreage limits.

In summary, then, BP supports the general idea of large-block 
licensing for the relatively unexplored areas of Alaska. But we oppose SB 150 
in its present form because it does not deal adequately with the issue of 
licensing on the North Slope. We are also seriously concerned about the 
provisions in SB 150 to use an "oral outcry" auction instead of sealed bids, and 
about its exemption from the anti-warehousing acreage limits for leases 
carved out of a license area. With corrections in these areas, we would 
welcome SB 150 as a progressive new approach for encouraging oil and gas 
exploration in Alaska.

Thank you, Mr. Chairman, for this opportunity to present this statement 
to the Committee today.
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LAPP RESOURCES INC.

TESTIMONY TO THE SENATE OIL AND GAS COMMITTEE 
ON EXPLORATION LICENSING

March 23, 1993

THANK YOU MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE.
t

I

I’ M DAVID LAPP!, PRESIDENT OF LAPP RESOURCES IN C , AN INDE­

PENDENT PETROLEUM EXPLORATION COMPANY BASED IN A N ­

CHORAGE.

I AM A 1974  GRADUATE OF THE UNIVERSITY OF ALASKA IN-FAIR­

BANKS, AND I GAINED MY EXPLORATION EXPERIENCE IN BOTH 

ALASKA AND AUSTRALIA. IN AUSTRALIA BETWEEN 1981 AND
i

1991 , I EXPLORED UNDER EXPLORATION LICENSING LEGISLATION. 

ALREADY HAVE 10 YEARS OF PRACTICAL EXPERIENCE USING THE 

CONCEPT BEING DISCUSSED HERE.
i
!

MY OVERSEAS EXPERIENCE HAS CONVINCED ME THAT ALASKA 

NEEDS TO ADOPT EXPLORATION LICENSE LEGISLATION TO ENSURE 

THAT ALASKA'S FAVORABLE GEOLOGY ATTRACTS ITS FAIR SHARE 

OF THE INTERNATIONAL EXPLORATION DOLLAR. AND, GIVEN THE 

HIGHER COST OF OPERATING IN THIS STATE, THE EXPLORATION

LICENSE TERMS NEED TO BE AT LEAST AS FAVORABLE AS TERMS
i

GIVEN BY OTHER COUNTRIES WHO OFFER EXPLORATION LICENSES.

THE BILL CURRENTLY PROPOSED GOES SOME WAY TOWARD FILL­

ING THIS NEED, HOWEVER, THERE ARE FIVE ITEMS WHICH WE 

WOULD LIKE TO SEE INCLUDED IN THE CURRENT BILL AND TWO 

ITEMS WHICH WE WOULD ASK YOU TO ELIMINATE.
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THE FIRST ITEM WE SEEK TO INCLUDE RELATES TO THE BIDDING 

PROCESS: UNDER THE CURRENT BILL, COMPANIES BID DOLLAR 

AMOUNTS, NOT WORK PROGRAMS. WE WOULD PREFER TO SEE 

ACTUAL WORK PROGRAMS BID, THAT IS, MILES OF SEISMIC SHOT, 

EXPLORATION WELL FOOTAGE DRILLED, AND SO ON. THIS WILL 

HELP LEVEL THE PLAYING FIELD BETWEEN LARGE COMPANIES AND 

SMALL ONES, THE LARGE COMPANIES OFFER LARGE BUDGETS, THE 

SMALL COMPANIES OFFER INNOVATIVE EXPLORATION CONCEPTS 

AND EXPLORATION EFFICIENCY.
I

THE SECOND ITEM TO INCLUDE ALSO RELATES TO BIDDING: WORK 

PROGRAMS BID BY COMPANIES SHOULD BE TIED TO A TIME LINE 

THAT ENCOURAGES EARLY EXPLORATION AND DEVELOPMENT.

THE CURRENT BILL DOES NOT REQUIRE EXPLORATION TO COM­

MENCE UNTIL THE LAST YEAR OF THE LICENSE; UP TO 10 YEARS 

OF THE STATE’ S VALUABLE TIME CAN BE LOST WAITING FOR 

COMPANIES TO PERFORM THEIR WORK. WORK PROGRAMS FOR 

THE LIFE OF THE LICENSE SHOULD BE BID ON AN ANNUALIZED 

BASIS TO ENCOURAGE WORK EARLY IN THE LIFE OF THE LICENSE.
a *  u « J  lo a s  i s

COMPANIES NOT PERFORMING THEIR WORK.WITHOUT VALID
A

OVERRIDING REASONS SHOULD LOSE THEIR LICENSE.

THE THIRD ITEM IS A REQUIREMENT FOR COMPANIES WHO OWN
i

EXPLORATION LICENSES TO RELINQUISH 25%  OF THE REMAINING 

LICENSE AREA EVERY TWO YEARS. THIS WILL PREVENT "BANKING” 

LARGE PARCELS OF ACREAGE, CREATE TURNOVER IN THE 

ACREAGE HOLDINGS, AND STIMULATE INDUSTRY INTEREST. THE 

STATE COULD EVEN OFFER RELINQUISHED AREAS AS CONVEN-

2
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T10NAL CASH BONUS BID LEASES IN AREAS^ HIGH EXPLORATION 

POTENTIAL.

THE FOURTH ITEM IS ALSO RELATED TO THE "BANKING" OF 

EXPLORATION AREAS. THE CURRENT BILL EXEMPTS AREAS 

ACQUIRED AS EXPLORATION LICENSES FROM ACREAGE. HOLDING 

LIMITATIONS. IF ITEMS ONE AND TWQA1 JUST MENTIONED ARE 

ADOPTED, ! SEE NO REASON TO LIMIT ACREAGE HOLDINGS BY A 

GROUP OF; RELATED COMPANIES. HOWEVER IF COMPANIES ARE 

NOT REQUIRED TO PERFORM WORK ON THEIR LICENSES, I BELIEVE 

THAT EACH GROUP OF RELATED COMPANIES SHOULD BE LIMITED 

IN THE ACREAGE THEY HOLD TO THE CURRENT LEVELS. RELATED 

COMPANIES ARE EITHER PARENT OR SUBSIDIARY COMPANIES, OR

COMPANIES THAT ARE CONTROLLED BY COMMON OWNERS.
|

THE FiFTH ITEM TO INCLUDE IS A REQUIREMENT TO SUBMIT ALL 

EXPLORATION DATA ACQUIRED TO THE STATE, WHICH WOULD BE 

OPEN FILE DATA, AVAILABLE TO THE PUBLIC FOR THE COST OF 

COPYING, UPON SURRENDER OF THAT PART OF THE LICENSE, OR 

TOfi! YEARS, WHICHEVER IS LATER. THIS PROMOTES THE EFFI­

CIENT USE!OF EXPLORATION DATA ALREADY ACQUIRED, AND . 9

SPEEDS THE EXPLORATION PROCESS.
i
i

THE FIRST ITEM W E SEEK TO ELIMINATE IN THE CURRENT BILL IS 

THE ORAL OUTCRY AUCTION. WE BELIEVE THAT THE BEST 

INTERESTSiOF THE STATE WOULD BE SERVED BY OFFERING THOSE 

AREAS COVERED BY COMPETING APPLICATIONS BY EITHER A 

SEALED-BID WORK PROGRAM BASIS BETWEEN THE INITIAL APPL1C-
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ANTS, OR VIA CONVENTIONAL CASH BONUS BIDDING.

THE SECOND ITEM TO ELIMINATE IS THE "PERFORMANCE BOND". 

OTHER LIMITED ENTRY USERS OF THE STATES RESOURCES DO NOT 

POST PERFORMANCE BONDS, AND I THINK THAT IT SETS A
I

DANGEROUS PRECEDENT. THE MINING, FISHING, TIMBER AND 

TOURISM INDUSTRIES SHOULD TAKE NOTE IF THIS BECOMES LAW; 

THEY WILL PROBABLY BE NEXT. WHEN A MINER STAKES A  CLAIM, 

HE IS SAYING THAT HE HAS DISCOVERED AN ECONOMIC MINERAL 

DEPOSIT. SHOULD THE STATE REQUIRE HIM TO POST A  BOND IN 

THE EVENT THAT HE DOES NOT PROCEED WITH HIS PLANS TO 

MINE? SHOULD THE FISHERMAN WHO OWNS LIMITED ENTRY 

PERMIT POST A BOND BECAUSE HE MAY NOT FISH THIS YEAR?

I HOPE THE ANSWER IS NO.

THE PERFORMANCE BOND CONCEPT IS AN EXCELLENT WAY TO
I

KILL ENTRcPENURlAL ACTIVITY IN THE OIL AND GAS SECTOR IN 

ALASKA, XND GUARANTEE THAT ONLY A HANDFUL OF'tefi&QGSCanfwief 
WILL EVER EXPLORE EXPLORATION LICENSES HERE. THERE IS NO 

REASON EXCLUDE SMALLER COMPANIES AND INDEPENDENTS BY
j

REQUIRING PERFORMANCE BONDS, ESPECIALLY IF THEY ARE 

REQUIRED TO PERFORM THEIR WORK ANNUALLY, OR LOSE THE 

LICENSE. :
/- 4U « o f &L& exje** Jl'G

I THANK YOU FOR YOUR TIME AND LOOK FORWARD A  MORE 

ACTIVE EXPLORATION INDUSTRY UNDER THIS MODIFIED BIDDING 

SYSTEM. > IT DESERVES THE SUPPORT OF EVERY ALASKAN.

I
II 4



SENT BY:Marathon Oil Company ; 3-23-93 ; 1:14PM I Anchorage-907 465 3810 907;# 1/ 2

Alaska Region 
Oomestic Production

M a ra th o n  p.o. Box igoi68
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S p e c i a l  C o m m i t t e e  on Oil and Gas
I

D e a r  M e m b e r ,

M a r a t h o n  O i l  C o m p a n y  w o u l d  like y o u  to c o n s i d e r  o u r  c o m m e n t s  on 
a s p e c t s  o f  H B  199 a nd SB 150. M a r a t h o n  is e n c o u r a g e d  b y  t h e  w o r k  
d o n e  b y  t h e  D e p a r t m e n t  of N a t u r a l  Resources, T h e  S p e c i a l  C o m m i t t e e  
a n d  othe rs ,  in d e v e l o p i n g  a v e n u e s  to e n c o u r a g e  e x p l o r a t i o n  in 
a r e a s  in a d d i t i o n  to t h os e c u r r e n t l y  o f f e r e d  f o r  l e a s e  u n d e r  the 
s t a t e s  F i v e - Y e a r  L e a s i n g  Program.

* M a r a t h o n  b e l i e v e s  the o r i gi na l intent of t h e  l e g i s l a t i o n  w a s  to 
p r o m o t e  e x p l o r a t i o n  in F r o n ti er  areas. T h e  c e r t a i n t y  of t h e  5 y e a r  
l e a s i n g  p r o g r a m  pr ov i d e s  for p l a n n i n g  of u p c o m i n g  l e a s e  s a l e s  in 
c o n j u n c t i o n  w i t h  an e x p l o r a t i o n  program.

I
* E x p l o r a t i o n  L i c e n s i n g  s ho ul d  b e  a s u p p l e m e n t  tc t h e  c u r r e n t  
c o m p e t i t i v e  5 y e a r  lea s in g program. The c o m p e t i t i v e  n a t u r e  of the 
l e a s e  s a l e s  w o u l d  be lost if l i c e n s i n g  a p p l i e d  to all a r e a s  of the 
state. T h o s e  a reas wi th  no g e o l o g i c  or g e o p h y s i c a l  d a t a  a n d  those 
a r e a s  w h i c h  h a v e  n ot be en  in cluded in the 5 y e a r  l e a s i n g  p r o g r a m  
s h o u l d  b e  a v a i l a b l e  for licensing.

* T h e  t o t a l  n u m b e r  of acres u n d e r  lic en se  s h o u l d  b e  s e t  a t  500,000 
acres, a l l o w i n g  f l e x i b i l i t y  in t h e  n u m b e r  of l i c e n c e s  o n e  m a y  h o l d  
y e t  p r o v i d i n g  p ro te c t i o n  fro m  s t o c k p i l i n g  licensee.

* T h e  e n t i r e  b o n d  c o m m i t m e n t  p a y m e n t  is too res -rictive g i v e n  the 
d y n a m i c  n a t u r e  of ex pl or a t i o n  activities. *.n a n n u a l  b o n d i n g  
m e c h a n i s m  is s u g g e st e d as an alternative. If a n n u a l  b o n d i n g  and 
c o m m i t m e n t s  are not sat i sf ie d t h e  l i c e n s e  is t e r m i n a t e d ,  no f u r th er  
r i g h t s  w o u l d  e x i s t  and all data w o u l d  be s u r r e n d e r e d .

* T h e  c o n v e r s i o n  of a licen se  to a lease s h o u l d  c o m e  u n d e r  e x i s t i n g  
l e g i s l a t i o n  so t h a t  ne w r e g u l a t i o n s  n e e d  n o t  b e  a d o p t e d  
u n n e c e s s a r i l y .

T h a n k  y o u  f o r  y o u r  time and c o n s i d e r i n g  t h e s e  issues.

If y o u  s h o u l d  h a v e  a ny q u e s t i o n s  or w o u l d  l i k e  f u r t he r 
c l a r i f i c a t i o n  on the issues p l e a s e  c o nt ac t B r a d l e y  P e n n  at 564- 
6428.
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LAPP Resources Inc.
4900 Sportsman Drive 

Anchorage, Alaska U.S.A.
99502-4169

Telephone: +1 (907 )248-7188 Facsimile: +1 (907 )248-7278

March 17, 1993 I ^
Senator Loren Leman 
Alaska State Legislature 
State Capitol
Juneau, Alaska 99801-1182

Telephone: 465-3805 
Facsimile: 465-2095

Dear Senator Leman:
Re: House Bill 199 and 200

Exploration Licensing and Exploration Incentive Credits
The State of Alaska gets 85% of its money from oil and gas loyalties and taxes 
on the petroleum industry. Cash bonus bids the State receives from oil and gas 
lease sales are insignificant in comparison. To increase the State's income signif­
icantly, new discover! \s must be made, and the best way to do this is to attract 
new exploration companies to explore Alaska.
The exploration industry in Alaska does not need special incentives, but it does 
need to be freed of the disincentives, in the form of high up-front costs and 
charges. Cash bonus bids, "performance" and other bonds are examples of 
charges which must be borne by explorers even before they make a discovery and 
have an income. This serves as a powerful disincentive to explore in Alaska.
In recent years, oil majors have decided to explore less in the USA and more in 
overseas developing countries. This slowed tne pace of exploration in Alaska, 
and caused hard times for many Alaskan-owned businesses who earn their 
incomes supporting oil and gas exploration and development. If the State can 
attract greater numbers of companies to explore in Alaska, it will diversify our 
industry so the actions of one company does not jeopardize the local economy.
It is also time for Alaskans to become actively involved in their own petroleum 
industry as owners and operators of their own petroleum exploration and devel­
opment programs. Local control or a portion of the exploration and development 
activity in Alaska means that we may be able to better survive adverse business 
decisions made by non-Alaskan companies in head offices far from Alaska.
Alaskans can be successful in discovering and producing petroleum, jobs will be 
generated for Alaskans, and company profits will remain in Alaska, strengthen­
ing our economy. The oil and gas sector is the one single industry which nas the
§otential to fill a significant portion of Alaska's current economic "gap". The 

tate legislature can assist in the development of a locally-controllea industry.
To this end, I request your support for the concept of "Exploration Licensing" 
which is being considered in Juneau now. Exploration Licensing can be struc­
tured to allow Alaskans to participate in the State's economic development and 
speed the exploration of Alaska's oil and gas lands in a way that is not possible 
under the present leasing system. The bill should be written so that no company 
is excluded from exploring, and should contain the following points:



a) Apply Exploration Licensing to all areas of the State more than 10 
miles from producing fields or units.

b) Award licenses on a proposed work program (not $$ spent) basis. 
The smaller companies are generally more innovative and perform 
up to three times more work per dollar spent than the majors.

c) Eliminate the "performance bonding" in the current bill. DEC 
already requires large bonds prior to any fieldwork. Performance 
bonding would eliminate 98% of the oil companies in the world from 
participating in exploration in Alaska. They would explore in more 
favorable business climates elsewhere.

d) Work programs in progress should be reviewed by the DNR every 
two years. Companies failing to carry out their program automati­
cally lose their license. The current bill has no penalty for failing to 
carry out work in the first nine years of the license.

e) Require relinquishment of 25% of the area every two years. This 
frees land for further competitive license or lease bidding, at better 
terms for the State.

f) All exploration data acquired on licenses must be submitted to the 
State and available to the public for the cost of reproduction on 
relinquishment of the area, or after two years, whichever is first.
This is part of the payoff the State gets for the granting of larger 
licenses, and increases exploration efficiency by those companies 
who will follow.

The above proposed legislation would bring Alaska into today's international 
competition for the exploration dollar. Other countries have similar legislation in 
place and successfully operating. Most of the majors operating in Alaska also 
have operations in countries with this type of exploration licensing program, so 
they have demonstrated their willingness to work within this system.
The system will also make it possible for independents to successfully operate in 
Alaska. There are 8,000 independent oil and gas companies in the "Lower 48" 
and they (not the majors) have discovered the majority of the fields in the USA.
House Bill 200 - Exploration Incentive Credits is not needed to attract explorers 
to Alaska, just remove the disincentives in the form of over-regulation and exces­
sive bonding requirements. Properly executed, the exploration license concept 
could do this ana provide the format for new exploration activity here.
Alaska also needs to diversify its economy in other areas - tourism, fishing, log­
ging, mining, services... We need maior efforts in all areas to provide jobs and 
grow our Alaskan economy into a healthy condition.
I would be pleased to supply you with further information on any of the above 
points. Please contact me.
Sincerely,

David W. Lappi 
President
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COOK INLET REGION, INC.
March 23, 1993

Senator Loren Leman 
State Senate j
Chairman, Senate Oil & Gas Committee 
State Capitol 
Juneau, Alaska! 99801

Dear Senator Leman:

I appreciate the opportunity to present written testimony regarding SB 150 on behalf of 
Cook Inlet Region, Inc. (CIRI), tne Alaska Native regional corporation for the Cook Inlet 
area. CIRI is owned by approximately 6,500 Athabascan, Eskimo and Aleut shareholders. 
CIRI's principal lines of business are natural resource development (oil and gas, minerals, 
coal and timoer), real estate, oilfield services, and broadcast radio and television. Today I 
would like to focus on the area of oil and gas.

CIRI owns and manages 924,000 acres of surface estate and 1.6 million acres of 
subsurface estate in Alaska, and has been active in Alaska's oil and gas industry for over 
fifteen years. jCIRI and its wholly-owned subsidiary, CIRI Production Company, hold 
various royalty! and working interests in several producing a prospective oil and gas fields 
on the Kenai Peninsula and Alaska's North Slope. A primary emphasis of CIRI's strategy 
for economic growth is the continued development of its natural resource holdings. Such 
development benefits CIRI and businesses throughout the state. As one example, under 
the sharing provisions of Section 7(i) of the Alaska Native Claims Settlement Act, CIRI has 
distributed over $120 million to other Native corporations across Alaska, Millions more 
dollars have been injected into the economy in tne form of shareholder dividends. Most 
of these distributions resulted from the production of oil and gas. However, just like the 
state, CIRI's oil and gas reserves are declining. And like the state, we must find new 
sources of production if we are to continue our significant economic role.

In light of the Changing realities in the oil and gas industry, and world economics, we 
believe it is both appropriate and advisable for the legislature to consider certain new and 
innovative approaches to oil and gas leasing and development. Last year, the state took a 
historic step when lands in the Nuiqsut area of the North Slope were leased under joint 
agreement between the State of Alaska and Arctic Slope Regional Corporation. We 
believe there may be other situations in which cross-assignment of interests between the 
state and Native landowners could substantially enhance the chances for successful 
leasing and development of both the state and private lands. Because of CIRI's land 
pattern on the:Kenai Peninsula, we would be particularly interested in pursuing such a 
concept with the state. CIRI has also worked closely witn other private landowners and

CIRI BUILDING 2525 “ C " STREET P. O. BOX 93330 ANCHORAGE, ALASKA 99509-3330 
(907) 274-0638 fAX (907) 27W 83S
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Statement o f Gerald Booth Page 2
March 23,1993

'.he state of Alaska in the effort to extend the state's Exploration Incentive Credit program 
to all lands in' Alaska. CIRI supports the comments of the Alaska Federation of Natives 
regarding SB 151.

In addition, you have before you today SB 150 which would allow companies to explore 
large, untested blocks of land through an exploration license issued by tne state. This is a 
departure from the traditional competitive leasing approach for state lands, but it is not an 
unfamiliar concept to Native corporations. For years on our own lands, we have worked 
with companies under exploration agreements whereby prospective areas could be later 
converted to lease.

Fundamentally, this concept is market driven, whereby industry would advise the state 
which lands are of interest, thus potentially reducing the time in which to acquire lands for 
exploration when capitol and expertise is available and focused on a particular area. The 
concept is designed to supplement, not replace, the state's current competitive leasing 
program. CIRI supports tne basic concept of large block exploration and exploration 
licensing, and we will be pleased to work with the legislature as you consider and refine 
the present legislation with respect to areas to be included or excluded, time periods for 
licensing and leasing, relationship of the program to adjacent landowners, etc.

In closing, I appreciate the opportunity to provide our comments to the Senate Oil and 
Gas Committee. Carefully crafted, tne legislation currently being considered by the 
committee can help stimulate additional exploration of Alaska's future potential oil and 
gas resources. As an Alaska Native corporation, CIRI has a special relationship to Alaska's 
future. Even ih today's highly mobile society, fifty years from now, the majority of our 
shareholders w ill still call Alaska home. This is where our economic future must be 
Sf cured. Thank you.

5 .ncerely,

COOK INLET REGION, INCi

Gerald G. Booth 
Vice President j 
Energy and Minerals
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T e x a c o  Inc.

T e s t i m o n y  on H B  199 Sc SB 150 
M a r c h  22, 1993

M y  n a m e  is E. H. Pe te  Nelson, and I a m  t he L a n d  M a n a g e r  for 
T e x a c o ' s  A l a s k a  R e g i o n a l  office. I 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 
s h a r e  T e x a c o ' s  v i e w s  w i t h  you r e g a r d i n g  t he p r o p o s e d  l e g i s l a t i o n  
w h i c h  p r o v i d e s  for large bl oc k licensing.

First, let m e  say t h a t  the b i l l s  p r e s e n t  an i n t e r e s t i n g  and, we 
think, w o r k a b l e  c o n c e p t  of a l i c e n s i n g  p r o g r a m  w h i c h  w i l l
e n c o u r a g e  a c c e l e r a t e d  e x p l o r a t i o n  and h o pe fu ll y,  d e v e l o p m e n t  of 
t he S t a t e ' s  f r o n t i e r  areas w h i c h  h a v e  not, t o  data, been
s u f f i c i e n t l y  evaluated. Th e 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  
s h o u l d  be c o m m e n d e d  for its e f f o r t  to e n h a n c e  t h e  c u r r e n t  l e a s i n g  
p r o g r a m .  W e  u n d e r s t a n d  the D e p a r t m e n t ' s  i n t e n d e d  p u r p o s e  of the 
b i l l s  and ’ its i n t e n d e d  implem en ta t io n,  b u t  w e  b e l i e v e  t h a t  the 
i n t e n t  s h o u l d  be r e f l e c t e d  in t h e  l e g i s l a t i o n  as follows:

1. T o  i n cl ud e m a t u r e  areas s u c h  as t h e  N o r t h  S l o p e  and Cook 
Ir>let‘, in the large b l o c k  l i c e n s i n g  a nd l e a s i n g  p r o g r a m  is 
i> • ̂ propriate; and we s u g g e s t  t h a t  l a n g u a g e  b e  d r a f t e d  to 
r .ijuihate t h e s e  types of a re as  f r o m  a p p l i c a b i l i t y .
L »productive a c r e a g e  in these a re as  p r e v i o u s l y  l e a s e d  or
o f f e r e d  for lease can be m a d e  a v a i l a b l e  for e x p l o r a t i o n  and
d e v e l o p m e n t  u n d e r  the e x i s t i n g  " e x e m p t  sale" p r o v i s i o n s .

2. T h e  i s s u a n c e  of a lic en se  s h o u l d  be c o n d i t i o n e d  u p o n  the 
a n n u a l  p o s t i n g  of w o r k  c o m m i t m e n t  p e r f o r m a n c e  b o n d s  or other
s e c u r i t y  in f a v o r  of the s t a t e  in an a m o u n t  of n o t  less t h a n
th e a m o u n t  of the w o r k  c o m m i t m e n t  for e a c h  year. T h i s  will
e l i m i n a t e  the u s e le ss  e x p e n d i t u r e  of f u n d s  o v e r  s e v e r al  
years! in a reas w h e r e  initial e x p l o r a t i o n  d a t a  d i c t a t e s  tha t 
no f u r t h e r  e x p l o r a t i o n  is warrant ed . T h e  l i c e n s e e  m u s t  
c h o o s e  to b o n d  for the u p c o m i n g  y e a r  or r e l e a s e  the license.

3. T h e  'commissioner s h o u l d  a d op t r e g u l a t i o n s  t o  e v a l u a t e
c o m p e t i n g  proposals. For a h e a l t h y  c o m p e t i t i v e  situati on , 
t h e  e v a l u a t i o n  p r o ce ss  m u s t  be b a s e d  on o n l y  t h e  o r i g i n a l  
p r o p o s a l s  s u b m i t t e d  by t he p r o s p e c t i v e  l i c e n s e e s  a n d  on a 
c o m m o n  set of specif i ca ti on s.

4. C o n v e r s i o n  f r o m  a l i c e n s e  t o  a lease or l e a s e s  s h o u l d  be 
a c c o m p l i s h e d  u n d e r  e x i s t i n g  s ta t e l e a s i n g  r e g u l a t i o n s  AS 
3 8 .0 5 1 1 8 0 (i) - (u) and (x) - (z) , and s h o u l d  b e  s u b j e c t  to 
t he a c r e a g e  c h a r g e a b i l i t y  of A S  3 8 .0 5 .1 4 0  (c) . T h i s  will
d i s c o u r a g e  t h e  w a r e h o u s i n g  of a c r e a g e  and t r u l y  e n c o u r a g e  
a c c e l e r a t i o n  of e x p l o r a t i o n  e v e n  on l ands h e l d  as t h e  r e s u l t  
of o t h e r  leasing programs.
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T e x a c o  s u p p o r t s  the li ce n si ng  c o n c e p t  and r e q u e s t s  the 
C o m m i t t e e  c o n s i d e r  a m e n d m e n t s  to SB150 a nd H B 1 9 9  w h i c h  will 
a d d r e s s  t h e s e  concerns.

Again, t h a n k  y o u  for this o p p o r t u n i t y  to e x p r e s s  T e x a c o ' s  v iews 
on t h e s e  bills. I will be h a p p y  to w o r k  w i t h  m e m b e r s  of the 
C o m m i t t e e  or s t a f f  t o  e n h a n c e  the  l a n g u a g e  of th is  leg is la ti o n.

i
T h a n k  you.,

A - P 3 4 2
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UNION OIL COMPANY OF CALIFORNIA 
TESTIMONY ON SB 150 

SENATE SPECIAL COMMITTEE ON OIL AND GAS 
MARCH 23, 1993

Mr. Chairman and members of the Oil and Gas Committee -  My name Is Kevin A. Tabler, 
and I am the Land Manager for Union Oil Company of California (Unocal) here in Alaska.
I appreciate this opportunity to be heard today and present Unocal's comments on the 
proposed draft exploration licensing legislation.

Unocal has conducted business in the State of Alaska since the early 1900’s. Initially we 
sold and distributed petroleum products, and in the thirties followed with the beginnings 
of an exploration strategy and surficiai geological programs. Our exploration efforts 
resuiied in significant major oil and gas discoveries in the Cook Inlet Basin. We, along 
with our partners and other exploration companies, have actively produced hydrocarbons 
from the Cook Inlet Basin for over thirty-five years. On the North Slope of Alaska, Unocal 
has ownership in two of the three currently producing oii fields and has participated in 
numerous exploration wells throughout this region. In the 1S93-1S94 drilling season 
alone, Unocal has already announced plans to participate in two rank wildcat exploration 
wells on th 1 North Slope. Since the beginning of oil and gas exploration activities in the 
state, hundreds if not thousands of miles of seismic survey were conducted and untold 
manhours expended interpreting the information collected from these two mature 
exploration areas.

The state’s oil and gas leasing program is clearly defined, well understood, and designed 
to make available for competitive sale, the state’s oil and gas natural resources pursuant 
to an analytical evaluation and best interest finding. Unocal believes in the current 
competitive lease sale process, and feels it is the best way tc achieve evaluation of the 
state’s oil and gas resource potential. Industry input, through expressions of interest 
under the Five Year Leasing Program and Call for Comment process, have provided the 
Department of Natural Resources with guidance in the offering of available state lands. 
This process has provided the oil and gas industry with a stable and predictable 
competitive lease sale schedule in mature exploration areas where planning for large 
capital expenditures are necessary. Unocal believes that exploration licensing in mature 
exploration areas, such as the North Slope and Cook Inlet Basin, is inappropriate and will 
not lead to an earlier evaluation of the state’s oil and gas resource potential. Therefore, 
exploration licensing should not apply in these areas.

We do believe exploration licensing could encourage oil and gas exploration activity in 
frontier areas, such as interior Alaska, and become a very effective means to augment 
the state's leasing program in areas for which insufficient or undocumented geologic and 
geophysical information exists concerning the oil and gas potential of that land, or for 
state land which has not or is not currently subject to an oil and gas lease sale.
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The concept of exploration licensing, introduced some time ago to industry, was specific 
in its design and was presented as having application in frontier areas where little or no 
scientific information and/or industry activity occurred. Industry, in general, supported 
this concept, subject to review of its utilization and administration. Sinca introduction of 
this bill on March 12,1993, Unocal evaluated its specific provisions, its intended purpose, 
and 'ts objective. We feel the bill, as currently written, needs modification to clearly reflect 
he intended purpose expressed by the Division of Oil and Gas at the joint House and 
Senate Oil and Gas Committee hearing March 16, 1993.

To this end, Unocai would like to make the following specific comments about the 
proposed bill:

Large block licensing is an attractive addition to the state's leasing program to 
accelerate exploration and potential development of Alaska’s frontier areas.

Lands which should be excluded from licensing, should include state lands which 
have been or are currently subject to an oil and gas lease sale program, 
Language could be developed to more specifically identify these areas,

Total lands under license to any one licensee should not exceed 500,000 acres 
and conform to existing leasing statutes and regulations to assure compliance 
therein and prevent the warehousing of leases.

Licensing should be conditioned upon the annual posting cf work commitment 
performance bonds cr other security in favor of the state in amounts not less than 
the equivalent work commitment for that year.

The commissioner should adopt regulations to evaluate competing proposals. 
The evaluation process should be based only on the original written proposals 
submitted by the prospective licensees. This process should employ a sealed 
bidding method only.

Conversion from license to lease should fall under existing state leasing 
regulations AS 38.05.1 SO (i) - (u) and (x) - (z), and subject to the acreage 
chargeability qualifications of AS 38.05.140 (c).

In closing, Unocal discussed the merits of the foregoing comments with a large number 
of companies who hold working interest ownership in state of Alaska oil and gas leases 
and actively participate in exploration operations, and has identified overwhelming support 
for some form of modification to the proposed legislation in the areas addressed above.

We, at Unocal, look forward to working with the committee and the Division of Oil and 
Gas as the development and enhancement of this bill progresses.
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Comments of James E. Eason, Director, Division of Oil and Gas 
Before the Senate Special Committee on Oil and Gas 

April 13,1593

As members of the committee probably already know from discussions with committee staff, 
I have expressed extreme reservations regarding the proposed amendment regarding 
bonding. In order to properly frame the basis for my concern and opposition to this 
provision, I think it is important to take a few moments to reflect on the administration’s 
original intent in submitting its exploration licensing proposal for consideration by the 
legislature.

In preparing for tonight’s hearing, I reviewed all the material which the division’s staff and 
I had prepared as background materials for the administration’s review of the proposed 
legislation. In those materials I ran across a one page "fact sheet" which we had prepared 
to explain Governor Hickel’s legislation. I would like to read just briefly from that sheet 
its description of the intent cf SB 150: "...Its main purpose is to get companies working in 
areas of the state that have drawn little (or no) attention under the current leasing 
program." Further, "...The Governor’s goal is to get more money into the ground." And, 
finally, "...This bill Is intended to expedite the exploration process which, hopefully, will lead 
to new commercial discoveries of oil and gas."

In reviewing all *he amendments that have been suggested prior to this evening’s hearing, 
I have compared their anticipated effects with these original goals. As the committee 
knows, there have been many differences of opinion expressed by industry representatives 
on the effects of the various amendments which have been adopted to date in the 
committee’s CS. I believe, on balance, that the committee’s effort to date has resulted in 
a better bill than the one we originally presented to you. At the same time, with the 
exception of the proposed bonding amendment, you have left us with an effective tool which 
could be administered objectively and fairly, and one which I believe would produce the 
results which we had identified.

However, I believe the proposed bonding amendment will subvert the original intent of the 
administration. Instead of encouraging responsible development of underexplored areas, 
the amended bill likely will result in delays and uncertainty in the evaluation and 
development of the - te’s resources. While retaining the appearance of competition in 
evaluating and awarding licenses, the amendment would remove the only valid criterion for 
discriminating fairly between competing proposals. Potential licensees who are technically 
and financially responsible will find themselves competing inevitably with others who are 
neither. With nothing at risk, i.e„ without the need to put one’s money where one’s mouf’: 
is in support of competitive bids, the department must assume that all prospective licensees 
are equally honest, capable and committed. I do not want to appear too cynical, but, with 
all due respect to the committee, I am old enough to understand that human nature is not 
necessarily comportable with these universal ideals.
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The amendments do nothing to encourage or assure performance; they simply put everyone 
on an equal footing in the eyes of the department. Al a result, more money is likely to go 
into promotion and speculation than into exploration and development. There can be no 
certainty that tracts which are licensed will be evaluated or developed. licenses will be 
awarded to the licensee who is willing to offer the greater commitment, even if the licensee 
cannot perform as a result of the financial q l technical inadequacies. The incentive to 
perform as promised is inconsequential with the penalty for noncompliance so minimal. The 
financial risk, as well as the risk that no exploration and development will occur, has been 
transferred disproportionately to the state while, at the same time, the potential rewards 
have been relegated almost entirely to the licensee.

In summary, the competitive balance has been skewed in administering the award of 
licenses, the benefits balance has been skewed, and those of us who would have to 
administer the program are left without an effective means of re-establishing either so the 
state’s interest can be protected.

SB150/MIS3

2



T P T <
i i  fa

^eaafor^Sea!fy.y*1'} <j&?th

[cy Cape;

'estern Beaufo l

Proposed Sale A rea & Date
76 & Cook Inlet 

67A-W Cook Inlet

77 & N anushuk 

70A-W K uparuk  Uplands

5-93

5-93

57 N orth  Slope Foothills 9-93

C o o k  In le t

79 Cape Yakataga

Shaviovik 11-94

C opper River 4-96

Cook In le t/  
Shelikof S tra it
W estern Beaufort Sea 11-96

K uparuk  Uplands

North Slope Foothills 7-97

Eastern  Beaufort Sea -97

M -/F -9 3

F i v e - Y e a r  O i l  a n d  G a s  L e a s i n g  P r o g r a m
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  

D i v i s i o n  o f  O i l  a n d  G a s

A = Proposed Sale A rea A dded to 5-Year P rog ram .
C  = C all fo r C om m ents:

1 = New Sales and  5-Y ear P rog ram  Revisions
M ade 6 m onths p r io r  to A dditions (A).

2 =  Request fo r G en era l In fo rm ation
3 =  Retpiesl fo r Socioeconom ic and  E nv ironm en tal In fo rm ation

L = P relim inary  L and  S ta tu s  C heck 
P = P ie lim iiiary  F in d in g /N o tic e  o r In ten t (o 

Issue F inal F inding  | AS 38.05.945(a)(3)! /  
A C M P C onsistency A nalysis. (I f  req u ired .)

M = Public M eeting  o r  Teleconference 
F = Final F inding  a n d /o r Notice o f  S ale and  Term s 

|A S  38.05.945(a)(4) |
S = Sale

12/22/92



A L A S K A  O I L  A N D  G AS  ’. E A S I N G  P R O G R A M
i r

r-.

r-

1*11 I IMi* 11»2
/t r ! c r  i c

!

a  
:/ .#/ 

i i

7 
/

Harrow
I f i T  I5U M G ' M2* ,

Q g *  (Inc ludes 81 & 83 ✓ * ✓-» *■» « A /  I
Sale Areas) C/ f i  / I  /V  /

86 hA° f 'onr s i;, I 
-  89

V  a . — —

57

II
Kotzebue#

V ild lijc  K f lu t - f  ^

v /"  ̂ I^  t • '
V  H  \

I /'< //r (' /rrI■"-I. yuY?
/*

J

VI*

1 Fort Yukon', 

'ey

vs*

Nome# * Fairbanks

V V .
A? Me G rnth#I

00
• I. yt

'Bethel

•Talkeetna

/

*
0

• Dillingham

6 7 A - W ^ ^ l V n c . , o ^ k,e^

US st/°* * 
7 8 r M K e . , a i  * "

f a \ 3 8 ,  Jvsw < i

C ® llfiincr

. .  \
\ */>• •

I r**\ y~
p4 \ J ^ 93L

c* ^  \ . *.3* C/)\>
/ I

> \ >

\ —  

*
\ •?

-  v .  7 8  A re a )

. \'N /
•«(A' I

i A ;

A\W ^79  Yakutat -J 

O F  A z

2V 122* *18* 65'

ALASKA
DEPARTMENT OF 

NATURAL RESOURCES 
D IV IS ION OF O IL AND GAS
JAMES E. EASON, DIRECTOR

1993 SALES
76 Cook Inlet 1-93
67A-W Cook Inlet 1-9377 Nannshuk 5-93
70A-W Kuparuk Uplands 5-93
57 North Slope Foothills 9-93

1994 SALES m m
78 Cook Inlet 1-94
79 Cape Yakataga 7-94
80 Shaviovik 11-94

1995 SALES
81 Beaufort Sea 4-95
82 ley Cape 7-95
83 Western Beaufort Sea 11-95

1996 SALES
84 Copper River 4-96
85 Cook Inlet/Shelikof Strait 7-96
86 Western Beaufort Sea 11-96

1997 SALES
87 Kuparuk Uplands 4-97
88 North Slope Foothills 7-97
89 Fastern Beaufort Sea 11-97

SCALE 1:10.100.000
0 100 200 MILES

Base Map: Transposed from AK DNR LRIS. Albers Equal Area Projection.
Redrawn in Aulocad & A. Freehand by M. Pritchard & 0  D. Smith. 932

61

t.l'V# Kodiak
I ,

\\\( >v 
' J i in e a u ;M (. \

' •'»#{<*>-' V ' r  \•s'- « -t i t r-. \;v r- ,  \

% L p-M * * -i. H  •£ ~ *. \
‘M %  i\V;- V.VV, i> \

- K iiich i^an#  '7/ /■'
.u  >VsxS

56

Cold Bay ,

llnalaska
PA C 1

o c e a n



NATIONAL PETROLEUM 
_ RESERVE - ALASKA Uiniat

TffitrrnTNAlTONAL 

WILDLIFE REFUGE
Chandler.

Gates of the Arctic 

Nat'l Wi dlife RefugeAnaktuvuk Pas:

ZE 4E 6E
(Townships In The Umiat Meridian!

(Townships In The Fairbanks Meridian)

STATE OF ALASKA 
DEPARTMENT OF NATURAL RESOURCES 

DIVISION OF OIL AND GAS

PROPOSED OIL AND GAS LEASE SALE 57 
NORTH SLOPE FOOTHILLS

SCALE 1:1,400,000 ONE INCH = 22 MILES tpprox.
o 10 20 30 40 50 Miles

DIRECTOR, OIVIS IONOFO ILANOGAS

JAMES E.
PETRO. GEOPHY 
JAMES HANSEN

DATE APPROVED 12-23-92
BASE MAP: TRANSPOSED FROM 

U.T.M . PROJECTIONS BY U .S .Q .S . 

REDRAWN IN AUTOCAD AND 

CLARIS CAO.

NOTE : NO DECISION HAS YET 

BEEN MADE ON WHETHER THE 

STATE W ILL HOLD THIS LEASE 

SALE. THE STATE IS GATHERING 

S O C IAL  ENV IRO NM ENTAL * 

ECONOM IC  INFORMATION ON 

W HICH TO BASE A DECISION.

22



152°30'
70° 152°00 151°00 150°00' 149°00' 14a°00' 147 °30 ' 

i7 0 °

|1 5 2 °3 0 ' 152 °00 ' 151°00 ' 150°00 ' 1 4 9 °0 0 ‘ 14 8 °0 0 ' 147°30 '

STATE OF ALASKA 
DEPARTMENT OF NATL RAL RESOURCES 

DIVISION OF OIL AND GAS

PROPOSED OIL AND GAS LEASE SALE 77 
NANUSHUK PRELIMINARY TRACT MAP

SCALE 1:1,100,000 ONE INCH = 174 MILES approx.
0______________10_____________ 20_____________30_____________ « __________ 30 MILES

DIRECTOR, »v's,ON/ 
JAMES E. EASON
PETRO. GEOPHY: 
JAMES HANSEN

DRAWN 

BY: ttP . A
OJ>S.

OATH APPROVED 12-23-92
BASE MAP: TRANSPOSED FROM 

U.T.M . PROJECTIONS BY U .S .O .S . 

REDRAWN IN AUTOCAO AN0 

CLARIS CAD.

NOTE : NO OECISION WAS YET 

BEEN MADE ON WHETHER THE 

STATE W ILL  HOLD THIS LEASE 

SALE. THE STATE IS GATHERING 

S O C IAL  ENV IRO NM ENTAL 6 

ECONOM IC  INFORMATION ON 

WHICH TO BASE A DECISION.

NOTE : THIS MAP IS NOT THE 

OFFICIAL TRACT MAP. A SET OF 

O FF IC IA L  TRACT MAPS ARE 

AVAILABLE AT THE DEPARTMENT 

OF N A TURA L  R ES O U R C ES . 

DIVISION OF OIL AND GAS. 3801 C 

ST., SUITE 1386. P.O . BOX 107034, 

ANCHORAGE, ALASKA 88610-7034 

PHONE (SOT) 782-2567

1 o



i5o°ocr 149°00‘ 148°00‘ 147° 00'

I J
145°00'

OlVlok PI, B e a u f o r t  S e a

70°30'

12N

10N

70°00'

69°30‘

' M S

10E 12E

A

; Deadhorse

8N

/
w

%
-

7
f  -r

■■■
-

6N ktC/l
|; aL.G4

£  I*
c J T . : •=• . a s

T  aa  ■< 1 a A (f V

.« • •

4N I *i‘1 f f ' - '
V c

------------  ^

2N
N .

1N
1 MM T - -

1
s

L.

k S E - j - 1 w

1S
• • f t  '

1

\

t"

4 70° 30'

\atnde,

70“00'

(1002 AREA)

A R C H C

JlNE
69*30

A T I O N A L

16E 18E 20 fc 22E 24E

W I L D L I F E

149°00' 148°00' 147*00' 146°00‘

PROPOSED SALE AREA
I’ A  I

STATE OF ALA SKA 
DEPARTMENT OF NATURAL RES 

DIVISION OF OIL AND GA!

PROPOSED OIL AND GAS LEJ 
SHAVIOVIK

SCALE 1:1,100,000 ONE INCH =  18 MILE
0 10 20 30
.------------------- 4-------------------1---------------- -1 . - = d

0URCES
s

\SE  SALE 80

5 ■ p p ro x .
50 M iles 

--------------------1

DIRECTOR, d iv is io n  0 £ m  AND GAS

JAMES E. EASONL *• —
o r : H r. 4

ODS.
BASE MAP: TRANSPOSED FROM 
U.T.M. PROJECTIONS BY U.S.G.S. 
REDRAWN IN AUTOCAD ANO 
CLARIS CAO.PETRO. GEOPHYSOgT, S

'------------------------------ z * -  -

- V >

NOTE : NO OECISION HAS YET| 
BEEN MADE ON WHETHER THE
STATE W ILL HOLD THIS LEASE

SALE. THE STATE IS GATHERING I 
SOCIAL ENVIRONMENTAL *1 
ECONOMIC INFORMATION ONj 
WHICH TO BASE A DECISION.



SEAWARD

boundary

T13N

70°00'

69°30‘

m i a

R14E

MAP
AREA

50 MILES

‘(O re  ; t r _ , nEC IS ION  HAS y e t  

L  ■ ■. H M r t ' i ' l  ON • VMeTHER THE 

STATE V T U  MCILO THIS LEASE 

SALE. THE STATE IS GATHERING 

SO C IAL  ENV IRO NM ENTAL 4 

ECONOM IC  INFORMATION ON 

WHICH TO BASE A DECISION.

151°00‘ 150°00' 149°30' 148°00' 147°30‘
 1 ° 00 ‘

STATE OF ALASKA 
DEPARTMENT OF NATURAL RESOURCES 

DIVISION OF OIL AND GAS

PROPOSED OIL AND GAS LEASE SALE 87
KUPARUK UPLANDS

152°30' 152°00'
71°00'|------- — 1---

PROPOSED SALE AREA

SCALE 1:1,140,000 ONE INCH
0 10 »

= 18 MILES approz.
30 40

DIRECTOR d iv is io n  o f  o i l  a n o  g a s  

JAMES E. EASO
PETRO. GEOPH 
JAMES HANSEN

DATE APPROVED 12-23-92
BASE MAP: TRANSPOSED FROM 

U.T.M . PROJECTIONS BY U .S .G .S . 

REDRAWN IN AUTOCAD AND 

CLARIS CAD.



155° 154° 153° 152° 151° 150° 149° 148°

PROPOSED SALE AREA

STATE OF ALASKA 
DEPARTMENT OF NATURAL RESOURCES 

DIVISION OF OIL AND GAS

PROPOSED OIL AND GAS LEASE SALE 88 
NORTH SLOPE FOOTHILLS
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DIRECTOR, d iv is io n  o f  o i l  a n d  g a s

JAMES E. EASON O fcnu-, &' #

±  _
DATE APPROVED 12-23-92
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JAMES HANSEN

BASE MAP: TRANSPOSED FROM 

U.T.M. PROJECTIONS BY U .S .G .S . 

REDRAWN IN AUTOCAD AND 
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Sale Area

PROPOSED OIL AND GAS LEASE SALE 78 
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SB150 Worksheet/Excel

Provision SB150 CSSB150 (O&G)
None, all slate lands available.Restriction Umiat Baseline North, pending lease sales: 57,77,

80, 87 & 88, and portions of Cook Inlet excluded.
Relinquishment Keep itceln%d land entire tern of license.

' ' ': ' : . ■ • .'
Relinquish 25% of total license by 4th year; 10%
ofrenSaJnTng-land each year thereafter.

Bonding Total am m nt of wot* commitment ̂  front; forfeit 
done and work bid.

Annual bond, 10% of that year's work commitment.
Bonds overlap in regulation.

Competitive Bids Ora! Outcry auction', highest work commitment 
dollar amount.

Sealed competitive bids. Define direct exploration
expenditures allowed.

Acreage Chargeability Up to 30,000 acre te a s e s ; :5 J 6 ^  
lease; more than 1 million aggregate acres presently 
allowed ill statute: royalty 12.5%; annuafrentall^V 
$3/acre.' ' ' .

Leases are applied against 1 million aggregate acre
limit; no larger than 5,760 acresAease; no limit on
number of leases; royalty 12.5%; annual rental
$3/acrc.

License Rental Fee Sl/acxe. ' |  ”  ' Up to S 1/acre.

Not addressed.Proof of Financial Responsibility Breaks out production requirements by amount of
production; lowers onshore exploration to $1,000,000
per incident.

Prepared by Senate Special Committee on Oil and Gas

Committee Staff

P aye  1



Ill “ 0 ”  S n v i 'i  A n i ho i'.ii'c , A K  ‘M'fiiKi 5til-7(iW  D u r in g  .Srs.sinii: S ia u : C a p ito l  j in u 'a i i ,  A K  TOHDI Kij-'JO!'")

^A'SIS O F  C H A N G E S  F R O M  I N I T I A L  SB  150 T O  CS S B 1 5 0  
A. K r e i t z e r ,  S t a f f

W i t h  t h e  e x c e p t i o n  o f  an a m e n d m e n t  o f f e r e d  b'* S e n a t o r  S h a r p  
( S e c t i o n  6, P a g e  9-10), all of t h e  c h a n g e s  t o  t h e  b i l l  a r e  t h e  
r e s u l t  of  c o n v e r s a t i o n s  w i t h  ARCO, BP, T e x a c o ,  U n o c a l ,  S t e w a r t  
P e t r o l e u m ,  Amoco, D i v i s i o n  of O i l  .nd G a s  a n d  p u b l i c  t e s t i m o n y .

T i t l e  w a s  c h a n g e d  to  r e f l e c t  S e c t i o n  6 a m e n d m e n t  - p r o o f  of 
f i n a n c i a l  r e s p o n s i b i l i t y .  A d o p t e d  b y  t h e  C o m m i t t e e  4 / 1 /93.

In t h e  o r i g i n a l  b ill, t h e r e  w a s  NO  l i m i t a t i o n  o f  l a n d s  a v a i l a b l e  
t o  l i c e n s e .

C S S B  150: L a n d s  n o r t h  of t h e  U m i a t  b a s e l i n e  a n d  p o r t i o n s  o f  C o o k
I n l e t  a r e  u n a v a i l a b l e  for l i c e n s i n g .  (Sec. 3 8 . 0 5 . 1 3 1  ( b ) ) Also, 
b e c a u s e  o f  t h e s e  d e f i n e d  b o u n d a r i e s  p e n d i n g  l e a s e  s a l e s  in t h e  5- 
y e a r  oil a n d  g a s  l e a s i n g  p l a n  h a v e  b e e n  s p e c i f i c a l l y  e x c l u d e d .  
( S e c t i o n  7, P a g e  10). S a l e s  57, 77, 30, 87 a n d  88.

C o n c e r n  a b o u t  " w a r e h o u s i n g  of l a nd" p r o m p t e d  t h e  i n c l u s i o n  of 
l a n g u a g e  to  p r o m p t  c o m p a n i e s  t o  a d h e r e  t o  t h e  i n t e n t  of  the 
l e g i s l a t i o n  w h i c h  is i n c e n t i v e  to e x p l o r e .

C S S B  150: Sec. 3 8 . 0 5 . 1 3 2 ( a ) (1)(2) a n d  Sec. 3 8 . 0 5 . 1 3 4 ,
r e f e r e n c e  t h i s  a n d  t h e  a u t h o r i t y  is in Sec. 3 8 . 0 5 . 1 3 2  (d). T h i s  
r e q u i r e s  t h e  l i c e n s e e  t o  r e l i n q u i s h  25% of l a n d  -\3sued u n d e r  the 
e x p l o r a t i o n  l i c e n s e  a f t e r  t h e  4 t h  year, a n d  10% e a c h  y e a r  
t h e r e a f t e r .

Sec. 3 8 . 0 5 . 1 3 2 ( 5 )  N o  o n e  a p p e a r s  h a p p y  w i t h  t h e  b o n d i n g  l a n g u a g e  
in S B  150. P r o p o s a l s  f r o m  zero b o n d i n g  to  t h e  S B  1 5 0  l a n g u a g e  w e r e  
c o n s i d e r e d .  A S  O F  4 / 1 3 / 9 3 :  R e m o v e  l a n g u a g e  a n d  t a b l e  a n d  r e p l a c e
w i t h  l a n g u a g e  w h i c h  a l l o w s  b o n d i n g  on 10% of t h e  a m o u n t  o f  t h e  w o r k  
t o  b e  d o n e  in t h a t  y e a r .  S t i l l  r e n e w a b l e  a n n u a l l y .

T I T L E  C H A N G E

G E O G R A P H I C  D E S C R I P T I O N

R E L I N Q U I S H M E N T  L A N G U A G E

u O N D I N G



COMPETITIVE BIDS

Sec. 3 8 . 0 5 . 1 3 3 ( h )  o r i g i n a l l y  c a l l e d  f o r  a n  o r a l  o u t c r y  a u c t i o n .  
T h e  c o m m i t t e e  a m e n d e d  t h i s  4 / 1 / 9 3  to i s s u e  r e q u e s t s  f o r  c o m p e t i t i v e  
s e a l e d  b i ds.

T h e  s m a l l e r  c o m p a n i e s  d i d n ' t  l i k e  t h e  l a s t  l i n e  o f  t h i s  s e c t i o n  
w h i c h  s ays: "The s u c c e s s f u l  b i d d e r  is t h e  p r o s p e c t i v e  l i c e n s e e  w h o
s u b m i t s  t h e  h i g h e s t  b i d  in t e r m s  of t h e  m i n i m u m  wc c o m m i t m e n t  
D O L L A R  A M O U N T . "  T h e y  fe l t  t h e y  w e r e  d i s a d v a n t a g e d  1 a u s e  b i g g e r  
c o m p a n i e s  c a n  a d d  in o v e r h e a d  (e.g., 10% a d m i n  c o s l  , f o r  o u t  of
s t a t e  o f f i c e s ) .

C S S B  150: I n s e r t e d  in S E C  3 8 . 0 5 . 1 3 2 ( c ) ( 3 )  t h e  w o r d  " d i r e c t "  in
f r o n t  o f  e x p l o r a t i o n  e x p e n d i t u r e s  a n d  a d d e d  a d e f i n i t i o n  o f  D I R E C T  
E X P L O R A T I O N  E X P E N D I T U R E S :  " t h e  c a s h  e x p e n s e s  n e c e s s a r i l y  i n c u r r e d
b y  t h e  l i c e n s e e  in t h e  p e r m i t t i n g ,  m o b i l i z a t i o n ,  c o n d u c t i n g ,  
d e m o b i l i z a t i o n  a n d  e v a l u a t i o n  o f  g e o p h y s i c a l  a n d  g e o l o g i c a l  
s u r v e y s ,  i n c l u d i n g  s e i s m i c ,  m a g n e t i c  a n d  g r a v i t y  s u r v e y s  o r  t h e  
d r i l l i n g ,  l o g g i n g ,  c o r i n g ,  t e s t i n g  a n d  e v a l u a t i o n  of oil a n d  gas 
w e l l s ,  u n d e r t a k e n  in p e r f o r m a n c e  o f  a s p e c i f i e d  w o r k  c o m m i t m e n t  
u n d e r  t h e  p r o v i s i o n s  o f  AS 3 8 . 0 5 . 1 3 1 - A S  3 8 . 0 5 . 1 3 4 .  T h e s e  e x p e n s e s  
i n c l u d e  d i r e c t  l a b o r  costs, i n c l u d i n g  t h e  c o s t  o f  b e n e f i t s ,  for 
e m p l o y e e s  d i r e c t l y  a s s o c i a t e d  w i t h  t h e  w o r k  c o m m i t m e n t  p r o g r a m s ,  
t h e  c o s t  o f  r e n t i n g  or  l e a s i n g  e q u i p m e n t  f r o m  p a r t i e s  n o t  
a f f i l i a t e d  w i t h  t h e  l i c e n s e e ,  t h e  r e a s o n a b l e  c o s t s  o f  m a i n t a i n i n g  
a n d  o p e r a t i n g  e q u i p m e n t ,  p a y m e n t s  t o  c o n s u l t a n t s  a n d  i n d e p e n d e n t  
c o n t r a c t o r s  n o t  a f f i l i a t e d  w i t h  t h e  l i c e n s e e ,  a n d  c o s t s  of 
m a t e r i a l s  a n d  s u p p l i e s .  T h e s e  e x p e n s e s  d o  n o t  i n c l u d e  n o n - c a s h  
e x p e n s e s  s u c h  as d e p r e c i a t i o n  a n d  r e s e r v e s ,  i n t e r e s t  o r  o t h e r  c o s t s  
of b o r r o w e d  funds, r e t u r n  o n  i n v e s t m e n t ,  o v e r h e a d ,  i n s u r a n c e  or 
b o n d  p r e m i u m s ,  o r  a n y  o t h e r  e x p e n s e  t h a t  is u n r e a s o n a b l e  or t h a t  
t h e  l i c e n s e e  is n o t  c o m p e l l e d  t o  i n c u r  t o  s a t i s f y  h i s  w o r k  
c o m m i t m e n t . "

A C R E A G E  C H A R G E A B I L I T Y

SB 150 m a d e  r e s t r i c t e d  l e a s e s  t o  3 0 , 0 0 0  a c r e s ;  n o t  s u b j e c t  to t h e  
a c r e a g e  c h a r g e a b i l i t y  of  AS  3 8 . 0 5 . 1 4 0 ( c )  (1 m i l l i o n  a g g r e g a t e
a c r e s ) ;  o r  t o  AS 38.05. 180(m) (5,760 acres)-.

C S S B  150: a f t e r  c o n v e r s i o n  to lease, t h e  l e a s e s  A R E  s u b j e c t  t o  t h e
1 m i l l i o n  a g g r e g a t e  a c r e a g e  l i m i t a t i o n ;  t h e  l e a s e s  A R E  s u b j e c t  to 
t h e  5 , 7 6 0  a c r e  l i m i t a t i o n  p e r  lease. A n d  t h e  l e a s e s  a r e  s u b j e c t  
t o  t h e  p r o v i s i o n s  of A S  3 8 . 0 5 . 1 8 0 ( j )  - ( m ) , (o) - ( u ) , a n d  (x) -
(z) .
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CS FOR SENATE BILL NO. 150(0&G)

IN  TH E LE G ISL A TU R E O F TH E STATE O F  t LA SK A  

E IG H TEEN T H  LEG ISLA TU RE - FIRST SE SSIO N  

BY THE SENATE SPECIAL COMMITTEE ON OIL AND GAS

Offered:
Referred:

Sponsors): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to oil and gas exploration licenses and to oil and gas leases 

in certain areas of the state, and to the proof of financial responsibility required 

for operation of onshore facilities for the production of crude oil and associated 

hydrocarbons and for exploration for oil and gas and related hydrocarbons; and 

providing for an effective date."

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

* Section 1. AS 38 is amended by adding new sections to read:
ARTICLE 5A. OIL AND GAS EXPLORATION LICENSES; LEASES.

Sec. 38.05.131. APPLICABILITY; DETERMINATION; REGULATIONS, (a) 
Unless specifically provided otherwise in AS 38.05.132 - 38.05.134, the provisions of 
AS 38.05.005 - 38.05.040, 38.05.180, 38.05.182 - 38.05.184, and 38.05.920 - 
38.05.990 apply to the issuance of oil and gas exploration licenses and leases under 
AS 38.05.132 - 38.05.134.

- 1-
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(b) The provisions o f AS 38.05.131 - 38 .05 .134 do not apply to land

(1) north o f  the U m iat baseline; and

(2) in the vicinity o f  C ook Inlet that is w ithin the area bo unded  by

(A) the north boundary o f  Tow nship  17 N orth , S ew ard

M eridian;

(B) the Sew ard M eridian;

(C) the south boundary o f  Tow nship  7 South, S ew ard  M eridian;

and

(D) the w est boundary o f  Range 19 W est, Sew ard  M erid ian .

(c) The com m issioner shall m ake prelim inary  w ritten determ inations o f  the 

state land that m ay be subject to the p rovisions o f  AS 38. 15.132. The determ inations 

shall be given public notice using the m ethods described in AS 38 .05 .945(b). A fter 

com pletion  o f  the com m ent period and evaluation  o f  the com m ents received , the

com m issioner shall issue a w ritten determ ination  o f  the state land tha t is sub jec t to the

prov isions o f  AS 38.05.132.

(d) The com m issioner m ay adopt regu lations necessary  to im plem en t 

AS 38.05.131 - 38.05.134.

Sec. 38 .05 .132. O IL  AN D GA S E X PL O R A T IO N  L IC E N S E , (a) To 

encourage exploration for oil and gas on state land, the com m issioner m ay issue oil 

and gas exploration licenses

(1) for unleased state land fo r w hich insuffic ien t o r undocum ented  I 

geo logical and geophysical inform ation exists concern ing  the o il and  gas po ten tia l o f 

that land; o r

(2) for state land that was sub ject to a com petitive lease sale under 

AS 38 .05 .180 but fo r w hich an oil and gas lease has not been issued.

(b) An oil and  gas exploration license issued under this section gives the 

licensee

(1) the exclusive righ t to explore, for a term  not to exceed  10 years, fo r 

deposits o f  oil and gas on unleased sta te land described  in the exp loration  license 

unless the land is earlier relinquished, rem oved, o r deleted under (d) o f  this section; 

and

CSSB 150(O&G) -2-
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1 (2) the option to convert the exp loration  license for all o r p a n  o f the

!1I

I
!

2 sta te  land, excep t the land that is deleted or rem oved  from  the land d esc rib ed  in the

3 exp lo ra tion  license under (d) o f  this section , into an oil and gas lease upon fu lfillm ent

4 o f  the w ork  com m itm ents con tained  in die exp loration  license.

5 (c) An exp loration  license aw arded  under this section

6 (1) is not sub ject to the acreage lim itations im posed  by AS 38 .05 .140(c)

7 or 3 8 .0 5 .180(m );

8 (2) m ay cover an area o f  not m ore than 500 ,000  acres, that m ust be

9 reasonab ly  com pact and contiguous;

10

11

(3) m ust be conditioned  upon an ob ligation to p e rfo rm  a spec ified  w ork 
V /' -*>1 c U L a ,v < 3  ks<  l u  3 -  f - . c s - c s -  • 

co m m itm en tAexp ressea  in do llars o f d irec t exp loration  expenditu res; fo r pu rposes of

12 this parag raph ,

13 (A) "d irect exp lo ra tion  expenditure" m eans cash  expenses

14 undertaken  in perform ance o f  a specified  w ork co m m itm en t under the

15 pro v is io ns o f  AS 38.05.131 - 38 .05 .134  and  necess^ tily  in cu rred  by the licensee

16 in  the perm itting , m obilization , conducting , dem obiliza tion , and eva lua tio n  o f

17 geophysical and geo logical surveys, includ ing  seism ic, m ag netic , and  grav ity

18 surveys o r the drilling , logging , coring , testing, and eva luation  o f  oil and  gas

19 w ells; the terra

20 (i) inc ludes d irec t labor costs, inc lud in g  the c c s t  o f

21 benefits, for em ployees d irectly  associated  w ith the w o rk  com m itm en t

*444 program s, the cost o f  ren ting  o r leasing  equ ipm en t from  parties not

23 affilia ted  w ith the licensee, the reasonable  costs o f  m a in ta in ing  and

24 operating  equ ipm ent, pay m en ts to consultan ts and  independen t

25 con tracto rs no t affilia ted  w ith  the licensee, and cos ts  o f  m ateria ls  and

26 supplies;

27 (ii) does not include noncash ex p enses such  as

28 depreciation  and  reserves, in terest o r o th e r costs o f  bo rrow ed  funds,

29 re tu rn  on investm ent, overhead , insurance o r bond  p rem ium s, o r  any

30 other expense that is un reasonab le  o r that the licensee  has no t incurred

31 to satisfy  the licen see’s w ork  com m itm ent;

L

1•1
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(B) "work com m itm ent" includes the d rilling  o f  one o r  m ore j 

exp loration wells o r the gathering o f  geophysical data, o r  both;

(4) m ust be conditioned  upon an ob ligadon  to perfo rm  an annual w ork

com m itm ent;

(5) is subject to an annual review  and revocation  i f  the com m iss ione r 

determ ines that the licensee has failed to

(A) perform  the previous y ea r’s annual w ork  com m itm en t; or

(B) provide or m aintain in effec t the bond o r o th er security  

requ ired  by (6) o f this subsection;

(6) m ust be conditioned  upon the posting  o f  a bond  or o th e r security  

acceptable to the com m issioner in favor o f  the state and  sub ject to the fo llow ing  

requ irem ents:

(A) the bond or o ther security m ust be renew ed  annually ;

(B) the bond or o ther security  m ust be in the am o un t o f  10 

percent o f  the licensee’s annual w ork  com m itm ent;

(7) m ust be conditioned  upon paym e: : to the co m m iss io n e r o f  a 

nonrefundable  oil and gas exploration license fee o f  not m ore than  $1 fo r each acre o f  

land that is sub ject to the exploration license; and

(8) m ust be conditioned  upon an ag reem en t tha t exp lora tion  

expenditures are subject to audit by the com m issioner.

(d) T he area within an exploration license aw arded  un der th is section  m ay be 

relinquished , rem oved, or deleted from  the license. R elinqu ishm en t, rem oval, o r 

deletion  o f  an area from  the state land described in the exp lo ra tion  license  term inates 

the licen see’s rights under AS 38.05.131 - 38 .05 .134 in the area  tha t is re linqu ished , 

rem oved, o r deleted. A relinquishm ent, rem oval, o r deletion  o f  a portion  o f  the area 

described  in the exploration license m ust be in areas that are reasonab ly  com pac t and 

con tiguous. The areas relinquished from  the state land described  in the exp lo ra tion  

license shall be areas identified by the licensee but, if  the licensee  fails to identify  

suffic ien t area, the com m issioner m ay identify  any add itional acreage requ ired  to be 

rem oved  o r deleted from  the area under license to m eet the requ irem en ts o f  this 

subsection. W ithin the area described in the exploration license issued  under (a) - (c)

CSSB 150(O&G) -4-
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11
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13
14
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16
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22
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24
25
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28
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3 0  

31

1

(1) 25 percent m ust be relinquished, rem oved, o r deleted  not la ter than I 

the fourth  ann iversary  o f  the effective date c the issuance o f  the exp loration  license;

(2) an additional 10 percent o f  the rem aining land  m ust be rem oved  or 

dele ted  on each  o f  the succeeding anniversaries o f the effective date o f  the issuance 

o f  the exp loration  license.

(e) If, im m ediately  before the beginning o f the period fo r annual renew al o f 

the bond or o ther security  under (c)(5)(A ) o f  this section, the licensee fails to provide 

o r m ain tain  in effect the bond o r o ther security required by (c) o f  this section fo r the 

period  covered  by the annual renew al and the com m issioner revokes the exp loration  

license, the bond o r o ther security  then in effec t for the licen see’s ob ligations under 

the exp loration  license is forfeited  to the state.

Sec. 38 .05.133. L IC E N S E  PR O C ED U R E S, (a) The p rocedures in this section 

app ly  to the issuance o f an oil and gas exploration license under AS 38 .05 .132.

(b) T he licensing process is initiated by the com m issioner preparing , or a
\

pro spec tive  licensee subm itting to the com m issioner, a p roposal that identifies a 

specific  area to be subject to the exploration license, proposes specific  m in im um  work 

com m itm ents, and states the m inim um  qualifications for a licensee as estab lished  by 

regu la tions adopted  by the com m issioner. A prospective licensee m ay in itiate  a 

p roposal only  in response to a call for proposals by the com m issioner o r  du ring  a 

period  specified  in regu lations adopted by the com m issioner. P n e  regu lations m ust 

p rov ide  for at least one period  fo r that purpose during each ca lendar year.

(c) If  the com m issioner in itiates the licensing process un der (b) o f this section, 

the com m issioner shall publish  notice o f the com m issioner’s proposal in order to so lic it 

com m ents and com peting  proposals.

(d) W ith in  30 days afte r receipt o f  a proposal from  a p ro spective  licensee 

under (b) o f  this section, the com m issioner shall e ither reject it in a w ritten dec ision  

o r  g ive pub lic  notice o f the in ten t to evaluate the acceptability  o f  the proposal. The 

com m iss ione r shall solicit com m ents on a proposal for w hich public  notice is given 

u nder this subsection, and shall request com peting proposals.

(e) T he com m issioner m ay m ake a w ritten request to a p ro spective  licensee for

of this section,
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additional inform ation on the prospective licensee’s proposal. T h e  co m m iss io n e r shall 

keep con fiden tia l inform ation described in AS 38 .05 .035(a)(9 ) tha t is vo lun tarily  

provided.

(f) A fter considering  proposals not re jected  under (d) o f  this section  an d  public 

com m ent on those proposals, the com m issioner shall issue a w ritten  fin d ing  add ressing  

all m atters set ou t in AS 38.05.035(e) and (g), except fo r AS 3 8 .0 5 .0 3 5 (g )(l)(K ). I f  

the finding concludes that the sta te’s best interests w ould be served  by issu ing  an oil 

and gas exp loration  license, the finding m ust (1) describe the lim ita tions, s tipu la tions, 

conditions, o r changes from  the in itiating proposal or co m petin g  p roposals  tha t are 

required to m ake the issuance o f  the exp loration  license con fo rm  to the best in terests 

o f  the state, and (2) if only one proposal w as subm itted , iden tify  the p ro spective  

licensee w hom  the com m issioner finds should  be issued  the exp lo ra tion  license. The 

com m issioner shall attach to the finding a copy o f  die exp lo ra tion  license  to be issued  

and the fo rm  o f  lease that w ill be used for any portion o f  the exp lo ra tion  license  area 

subsequently  con vened  to an oil and gas lease under AS 38 .05 .134 . T he co m m iss io n e r 

shall p rom ptly  provide a copy o f the finding  and req u ired  a ttachm en ts to all 

prospective licensees w hose proposals w ere considered  befo re  the c o m m iss io n e r’s 

issuance o f  the finding.

(g) I f  only one prospective licensee subm its a p roposal and  the fin d ing  un der

(f) o f  this section concludes that an exp loration license sh o u ld  be issued  to  that 

p rospective licensee, the prospective licensee has 30 days a fte r issuance  o f  the find ing  

w ithin w hich to accept o r re ject the issuance o f  the exp lora tion  license , as lim ited  or 

conditioned  by the term s contained in the finding . T he exp lo ra tion  license  to be issued  

and the form  o f lease that will be used m ust be a ttached  to tha t find ing . The 

prospective licensee m ust accept or re ject the issuance o f  the exp lo ra tion  license  in 

writing.

(h) If  com peting proposals are subm itted , and the co m m iss io n e r’s find ing  

under (f) o f  this section concludes that an o il and gas exp lo ra tion  license sho u ld  be 

issued, the com m issioner shall issue a request for com petitive  sea led  b ids, under 

procedures adopted by the com m issioner by regu lation , to de te rm in e  w hich p rospective  

licensee should  be issued the exploration license. T he find ing  p ro v ided  to  the
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prospective licensees under (f) o f this section m ust con tain  notice that (1) the 

com m issioner intends to request com petidve sealed bids, (2) a p ro spective  licensee  

who intends to partic ipa te  in the bidding m ust notify the com m issioner in w riting  by 

the date specified  in the notice, and (3) a prospective licen see’s no tice of in ten t to 

participate in the bidding constitu tes acceptance o f  issuance o f  the exp loration  license, 

as lim ited or conditioned  by the term s contained in the finding  and  by the exp loration  

license to be issued and the form  o f lease to be used that have been attached  to that 

finding , if  the prospective licensee is the successfu l bidder. T h e  successfu l b idder is 

the prospective licensee w ho subm its the highest bid in term s o f  the m inim um  w ork 

com m itm ent do llar am ount.

Sec. 38 .05.134. C O N V E R SIO N  T O  LEA SE. I f  the licensee requests and the 

com m issioner determ ines tha. thefminimumj w ork com m itm ent ob ligation  set ou t in an 

oil and gas exp loration  license issued under AS 38 .05 .132 has been m et, the 

com m issioner shall convert to one o r m ore oil and gas leases ail o r p a n , as the 

licensee m ay indicate, o f  the area described  in the exp loration license  tha t rem ains 

after the re linquishm ents, rem ovals, o r deletions required by AS 38 .05 .132(d). A  lease 

issued under this section

(1) is sub ject to the acreage lim itations im posed  by AS 38 .05 .140(c);

(2) is sub ject to AS 3 8 .0 5 .180(j) - (m), (o) - (u), and (x) - (z);

(3) m ust be conditioned upon a royalty in am oun t or value o f  no t less 

than 12.5 percen t o f production;

(4) m ust include an annual ren t o f $3 p e r acre o r frac tion  o f  an acre 

initially  paid to the sta te  at inception o f  the lease and  payaole annually  a fte r tha t until 

the incom e to the sta te from  royalty under that lease exceeds the ren tal incom e to the 

state under that lease for that year, and

(5) is sub ject to o ther conditions and ob ligations that are specified  in

the lease.

S e c  2. AS 38 .05 .135(a) is am ended to read:

(a) E xcept as o therw ise provided, valuable m ineral deposits in land  belonging  

to the state shall be open to exploration, developm ent, and the ex trac tion  o f  m inerals. 

All land, together w ith tide, subm erged, o r shoreland, to w hich the state holds title to
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1 o r to w hich the state m ay becom e entitled , m ay be ob tained  by perm it or lease for the 

pu rpose o f  exp loration , developm ent, and  the ex traction  o f  m inerals . E xcep t as 

specifica lly  lim ited  bv AS 38.05.131 - 38 .05 .181  TAS 3 8 .0 5 .1 3 5 -3 8 .0 5 .1 8 1 ], land m ay 

be w ithheld  from  lease application on a first-com e, first-served  basis, and o ffe red  on ly  

on a com petitive  bid basis when determ ined  by the com m issioner to be in the best 

in terests o f  the state. In unproven areas the com m issioner m ay offe r add itional 

incen tives, includ ing  a reduction o f  royalty  to a m inim um  o f  five percent in the case 

o f  oil and  gas, and o ther term s in and g ran ting  perm it o r lease for exp loration  and  

d ev e lopm en t w henever it appears to be in the best interests o f  the state to do  so.

* Sec. 3. AS 38 .05 .180(d) is am ended to read:

(d) The com m issioner m ay issue oil and  gas leases in  an area  that has not been 

inc luded  in a  leasing program  subm itted, in accordance w ith (b) o f  this section , to the 

leg isla tu re  i f  the land to be leased

(1) [THE L A N D  TO  B E L E A SE D ] was p rev iously  sub ject to a valid 

state o r federa l oil and gas lease; [OR]

(2) [TH E L A N D  TO  BE L E A SE D ] is con tiguous to  land a lready  under 

state, federa l o r private lease and the com m issioner m akes a w ritten  find ing , after 

hearing, tha t leasing  o f  the land w ould resu lt in a substan tia l p robab ility  o f  early  

eva luation  and  developm ent o f  the land to be leased; [OR]

(3) [TH E L A N D  T O  B E  LE A SE D ] is ad jacen t to land  ow ned  o r 

con tro lled  by ano ther party on w hich a d iscovery  o f  com m ercia l quan tities o f  oil o r 

gas has been m ade, and the com m issioner finds, a fte r hearing , that there  is a 

reasonab le  p robab ility  that the land to be  leased  contains o il o r gas in com m unication  

with the oil o r gas discovered on the land o f  the o ther party ; [OR]

(4) [TH E LA N D  TO  BE L E A SE D ] is ad jacen t to land  inc luded  in the 

federal f iv e -y ear O uter C ontinental S h e lf leasing  program  under 43 U .S .C . 1344, and  

the com m iss ione r m akes a w ritten find ing , after hearing , tha t coo rd ina ted  o r 

sim ultaneous leasing  w ith the federal governm ent is in the public in terest; or

(5) is the subject of an oil and gas exploration license issued under
AS 38.05.131 - 38.05.134.

* Sec. 4. AS 38 .05 .180(f) is am ended to read:
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(f) E x cep t as p ro v id e d  bv AS 38.05.131 - 38 .05 .134 . th e  [THE] 

com m issioner m ay issue oil and  gas leases on state land  to the highest responsible 

qu a lified  b idder determ ined by com petitive bidding under regu la tions adopted by the 

com m issioner. B idding m ay be by sealed bid o r acco rd ing  to any o th er bidding 

p rocedure  the com m issioner determ ines is in the best in terests o f  the state. W henever, 

under any  o f  the leasing m ethods listed in this subsection, a roy a lty  share is reserved  

to the state, it shall be delive-ed in pipeline quality and  free o f  all lease o r unit 

expenses, including but not lim ited to separation, cleaning , dehydration , gathering , salt 

w ater d isposal, and preparation for transportation o ff  the lease  o r unit area. Fo llow ing 

a  p re-sa le  analysis, the com m issioner m ay choose at least one o f  the fo llow ing  leasing 

m ethods:

(1) a cash bonus bid w ith a fixed royalty share  rese rved  to the state o f

no t less than 12.5 [12 i/2J percent in am ount or value o f  the p roduction  rem oved  or

so ld  from  the lease;

(2) a cash bonus bid with a fixed royalty  share  rese rved  to the state o f  

no t less than 12.5 [12 1/2] percent in am ount or value o f  the p roduction  rem oved  o r 

so ld  from  the lease and a fixed share o f the net profit derived  from  the lease o f  not 

less than  30 percent rese ived  to the state;

(3) a fixed cash bonus with a royalty share rese rved  to the state as the

bid variab le  but no less than 12-5 [12 1/2] percent in am o u n t o r value o f  the

production  rem oved or sold from  the lease;

(4) a 1 xed cash bonus with the share o f  the net p ro fit derived  from  the 

lease reserved  to the state as the bid variable;

(5) a fixed cash bonus with a fixed royalty  share reserved  to the state 

o f  no t less than 1 2 5  [12 1/2] percent in am ount o r value o f  the p roduction  rem oved 

o r so ld  from  the lease with the share o f  the net profit derived  from  the lease reserved  

to the sta te as the bid variable;

(6) a cash bonus bid with a fixed royalty share  reserved  to the state 

based  on a slid ing scale according  to the volum e o f  production  o r  o ther factor but in 

no even t less than 12.5 [12 1/2] percent in am ount or value o f  the production rem oved 

o r so ld  from  the lease;
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1
1 (7) a fixed cash bonus with a royalty share reserved to the state based
2 on a sliding scale according to the volume of production or other factor as the bid

3 variable but not less than 12.5 [12 1/2] percent in amount or value of the production

4 removed or sold from the lease.

5 * Sec. 5. AS 38.05.945(a) is amended to read:

6 (a) This section establishes the requirements for notice given by the department

7 for the following actions:

8 (1) classification or reclassification o f state land under AS 38.05.300

9 and the closing of land to mineral leasing or entry under AS 38.05.185;

10 (2) zoning of land under applicable law;

11 (3) a decision under AS 38.05.035(e) o r 38.05.132 - 38.05.134
12 regarding the sale, lease, or disposal of an interest in state land or resources;

13 (4) a competitive disposal o f an interest in state land or resources after

14 final decision under AS 38.05.035(e);

15 (5) a public hearing under AS 38.05.856(b);

16 (6) a preliminary finding under AS 38.05.035(e) and 38.05.855(c)

17 concerning sites for aquatic farms and related hatcheries.

18 * Sec. 6. AS 46.04.040(b) is amended to read:

19 (b) A person may not cause or permit the operation o f  a pipeline or an

20 exploration or production facility in the state unless the person has furnished to the

21 department, and the department has approved, proof of financial ability to respond in

22 damages. Proof of financial responsibility required

23 (1) for a pipeline or an offshore exploration or production facility is

24 $50,000,000 per incident^

25 12) [. PROOF OF FINANCIAL RESPONSIBILITY REQUIRED] for

26 an onshore production facility is

27 (A) Sl.000.000 per incident for a facility that produces not
28 more than 2.500 barrels of crude oil per dav;
29 (B) $5,000,000 per incident for a facility that produces more
30 than 2,500 barrels of crude oil but not more than 5,000 barrels of crude
31 oil per dav;

L
1
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1 (C) S10.000.000 per incident for a facility that produiuS j

2 more than 5.000 barrels of crude oil but not more than 10.000 barrels of
3 crude oil per dav; and
4 J[D) .'520,000,000 per incident for a facility that produces more
5 than 10.000 barrels of crude oil per dav: and
6 13) [. PROOF OF FINANCIAL RESPONSIBILITY REQUIRED] for

7 an onshore exploration facility is S I.000,000 [$5,000,000] per incident.

8 * Sec. 7. ADDITIONAL EXCLUDED AREA. In addition to the area designated in

9 AS 38.05.131(b), added by sec. 1 of this Act, the provisions of AS 38.05.131 - 38.05.134,

10 added by sec. 1 o f this Act, do not apply to land within proposed Competitive Oil and Gas

11 Lease Sales 57, 77, 80, 87, and 88, as the area to be offered in each of those proposed

12 competitive oil and gas lease sales was delineated in the Five-Year Oil and Gas Leasing

13 Program prepared by the Department of Natural Resources and dated January 1993. However,

14 the exclusion of the land in any one of those lease sales that is required by this section ceases

15 on the date the land described in the lease sale is first offered for competitive oil and gas

16 leasing under AS 38.05.180, and that land is thereafter subject to the provisions of

17 AS 38.05.131 - 38.05.134, added by sec. 1 of this Act.

18  * Sec. 8. REGULATIONS. The commissioner o f natural resources may proceed to adopt

19 regulations necessary to implement AS 38.05.131 - 38.05.134, added by sec. 1 of this Act.

20 The regulations take effect under AS 44.62 (Administrative Procedure Act), but not before the

21 effective date o f secs. 1 - 7 of this Act.

22 * Sec. 9. Section 8 of this Act takes effect immediately under AS 01.10.070(c).
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SB 150
By: Senator Bert Sharp

State Comparrisons of Financial Responsibility for Onshore 
Exploration:

CALIFORNIA

$1 million dollar minimum requirement only within 30 miles of 
coastline. No requirement beyond 30 miles of coastline.

WASHINGTON

The state does not currently require onshore financial 
responsibility.

TEXAS

There is no financial responsibility required in Texas.

LOUISIANA

Louisiana is currently withholding oil spill regulations.

FLORIDA

No state drilling is allowed on state onshore lands in Florida. 

WYOMING

There are no requirements beyond P & A (Plugging and Abandonment).

MONTANA

Montana has P & A (Plugging & Abandonment) requirements only.



S u m m a r y  of Key Scare Financial Responsibility Reauiremenrs  
for Well Plugging And Abunaonmenr  (P & A) Cosrs

M ate

A Jaska

C aliforn ia
Onshore by Depth: 

To 5,000 ft.
5,000 - 10,000 
> 10,000

AmounvAVeil

3100,000

5 10,000
15.000
25.000

Multiple Wells

5200,000

Onshore: SI 00,000
Offshore: S250.000

Louisiana -- as determined b Office o f  Conservation

Montana
can be increased to:

Oklahoma

S 5,000 
10,000

Bond 
Financial Statement

S 10,000 
20,000

S 25,000 
S 50,000

rex as
By #  o f  ac tive  W eils: 

* 1 - 5  
o  -  10 '

11 -  20 
21 - 50 
51 - 100 
> 100

W yom ing 
B y D ep th :

To 2,000 f t  
> 2,000

S 5,000 
10.000

S 10,000 
20,000
30.000
50.000

100.000 
200,000

S 25,000 
25,000

F e d e ra l  (U S G S ) 

B y  Federal Lease: 

Indian Lease:

510,000 per lease 5 25,000 per state 
5150,000 nationwide 
5 75,000 nationwide

Sources:

Interstate Oil and Gas Compact Commission, Jerry Simmons, telephone: (405) 525-3556

AJaska Oil and Gas Conservation Commission, Blair Wonzell, Telephone: (907) 
279-1433

Prepared by Legislative Research Agency, December 1992 (93.034)
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SENATE BILL NO. 150 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

EIGHTEENTH LEGISLATURE - FIRST SESSION 

BY THE SENATE RULES COM M ITTEE BY REQUEST OF TH E GOVERNOR

Introduced: 3/5/93
Referred: O&G, JUD, FIN

A BILL 

FOR AN ACT ENTITLED

1 "An Act providing for oil and gas exploration licenses, and oil and gas leases,

2 in certain areas of the state; and providing for an effective date."

3 BE IT  ENACTED BY 1 HE LEGISLATU RE OF T H E  STATE OF ALASKA:

4 * Section 1. AS 38 is amended by adding new sections to read:

5 ARTICLE 5A. OIL AND GAS EXPLORATION LICENSES; LEASES.

6 Sec. 38.05.131. APPLICABILITY; DETERMINATION; REGULATIONS, (a)

7 Unless specifically provided otherwise in AS 38.05.132 - 38.05.134, the provisions of

8 AS 38.05.005 - 38.05.040; AS 38.05.180; AS 38.05.182 - 38.05.184; and AS 38.05.920

9 - 38.05.990 apply to the issuance of licenses and leases under AS 38.05.132 -

10 38.05.134.

11 (b) The commissioner shall mak^jfjpreliminary written determination of the

12 state land thatj^vvijT]be subject to the provisions of AS 38.05.132. The determination

13 shall be given public notice using the methods described in AS 38.05.945(b). After

14 completion of the comment period and evaluation of the comments received, the
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between the dollar amount of the minimum work commitment specified in the license 

and the dollar amount of the minimum work commitment that was fulfilled to the 

satisfaction of the commissioner as of the date of the revocation of the license;

(6) must be conditioned upon payment to the commissioner of a non- 

refundable oil and gas exploration license fee of $1 for each acre of land that N subject 

to the license; and

(7) must be conditioned upon an agreement that exploration 

expenditures are subject to audit by the commissioner.

Sec. 38.05.133. LICENSE PROCEDURES, (a) The procedures in this section 

apply to the issuance of a license under AS 38.05.132.

(b) The licensing process is initiated by the commissioner preparing, or a 

prospective licensee submitting to the commissioner, a proposal that identifies a 

specific area to be subject to the license, proposes specific minimum work 

commitments, and states the minimum qualifications for a licensee as established by 

regulations adopted by the commissioner. A prospective licensee may initiate a 

proposal only in response to a call for proposals by the commissioner or during a 

period specified in regulations adopted by the commissioner. The regulations shall 

provide for at least one(such]period each calendar year.

(c) If the commissioner initiates the licensing process under (b) of this section, 

the commissioner shall publish notice of the commissioner's proposal in order to solicit 

comments and competing proposals.

(d) Within 30 days after receipt of a proposal from a prospective licensee 

under (b) of this section, the commissioner shall either reject it in a written decision 

or give public notice of the intent to evaluate the acceptability of the proposal. The 

commissioner shall solicit comments on a proposal for which public notice is given 

under this subsection, and shall request competing proposals.

(e) The commissioner may make a written request to a prospective licensee for 

additional information on the prospective licensee’s proposal. The commissioner shall 

keep confidential information described in AS 38.05.035(a)(9) that is voluntarily 

provided.
(f) After considering proposals not rejected under (d) of this section, and
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minimum work commitment dollar amount.

Sec. 38.05.134. CONVERSION TO LEASE. If the commissioner determines 

that the minimum work commitment obligation set out in a license issued under 

AS 38.05.132 has been met, the commissioner will convert, at the licensee’s option, 

all or part of the license area to one or more oil and gas leases. A lease issued under 

this section

(1) may not exceed 30,000 acres;

(2) is not subject to the acreage limitations imposed by AS 38.05.140(c) 

or AS 38.05.180(m);
(3) must be conditioned upon a royalty in amount or value of not less 

than 12 1/2 percent of production;

(4) must include an annual rent of $3 per acre or fraction of an acre 

initially paid to the state at inception of the lease and payable annually after that until 

the income to the state from royalty under that lease exceeds the rental income to the 

state under that lease for that year; and

(5) is subject to other conditions and obligations that are specified in

the lease.

* Sec. 2. AS 38.05.135(a) is amended to read:

(a) Except as otherwise provided, valuable mineral deposits in land belonging 

to the state shall be open to exploration, development, and the extraction of minerals. 

All land, together with tide, submerged, or shoreland, to which the stat^ holds title to 

or to which the state may become entitled, may be obtained by permit or lease for the 

purpose of exploration, development, and the extraction of minerals. Except as 

specifically limited by AS 38.05.131 [AS 38.05.135] - 38.05.181, land may be 

withheld from lease application on a first-come, first-served basis, and offered only on 

a competitive bid basis when determined by the commissioner to be in the best 

interests o f the state. In unproven areas the commissioner may offer additional 

incentives, including a reduction of royalty to a minimum of five percent in the case 

of oil and gas, and other terms in and granting permit or lease for exploration and 

development whenever it appears to be in the best interests of the state to do so.

Sec. 3. AS 38.05.140(c) is amended to read^
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leasing with the federal government is in the public interest: or

(5) the land to be lease '1 is the subject of an oil and  gas exploration

  license issued tinder AS 38.05.131 - 38.05.134.

* Sec. 5. AS 38.05.180(m) is amended to read:

(m) An oil and gas lease must cover a reasonably compact area that mav not 

exceed [EXCEEDING] 5,760 acres unless entered into u n d er AS 38.05.131 - 

38.05.134, and may be for a maximum period of 10 years, except that the 

commissioner may issue a lease for a period of not less than five years upon a finding 

that it is in the best interests of the state. An oil and gas lease shall be automatically 

extended if and for so long thereafter as oil or gas is produced in paying quantities 

from the lease or if the lease is committed to a unit approved by the commissioner. 

A lease issued under this section covering land on which there is a well capable of 

producing oil or gas in paying quantities does not expire because the lessee fails to 

produce oil or gas unless the lessee is allowed reasonable time to place the well on a 

producing status. Upon extension, the commissioner may increase lease rentals so long 

as the increased rental rate does not exceed 150 percent o f the rate for the preceding 

year. If drilling has commenced on the expiration date of the primary term of the 

lease and is continued with reasonable diligence, including such operations as 

redrilling, sidetracking, or other means necessary to reach the originally proposed 

bottom hole location, the lease continues in effect until 90 days after drilling has 

ceased and for so long thereafter as oil or gas is produced in paying quantities. An 

oil and gas lease issued under this section th a t [WHICH] is subject to termination by 

reason of cessation of production does not terminate if, within 60 days after production 

ceases, reworking or drilling operations are commenced on the land under lease and 

are thereafter conducted with reasonable diligence during the period of nonproduction~j 

'* Sec. 6. AS 38.05.945(a) is amended to read:

(a) This section establishes the requirements for notice given by the department 

for the following actions:

(1) classification or reclassification of state land under AS 38.05.300 

and the closing of land to mineral leasing or entry under AS 38.05.185;

(2) zoning of land under applicable law;
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e x c e r p t  f r o m  4 - 2 1 - 9 3  m i n u t e s  of S e n a t e  F i n a n c e  C o m m i t t e e  
R O U G H  D R A F T

CS  F O R  S E N A T E  B I L L  NO. 1 5 0 ( O & G ) :

A n  A c t  r e l a t i n g  to oil a n d  g a s  e x p l o r a t i o n  l i c e n s e s  a n d  to oil 
a n d  g a s  l e a s e s  in c e r t a i n  a r e a s  o f  t h e  st a t e ,  a n d  to  t h e  p r o o f  
o f  f i n a n c i a l  r e s p o n s i b i l i t y  r e q u i r e d  f o r  o p e r a t i o n  o f  o n - s h o r e  
f a c i l i t i e s  for t h e  p r o d u c t i o n  o f  c r u d e  oil a n d  a s s o c i a t e d  
h y d r o c a r b o n s  a n d  f o r  e x p l o r a t i o n  for o i l  a n d  g a s  a n d  r e l a t e d  
h y d r o c a r b o n s ;  a n d  p r o v i d i n g  for an e f f e c t i v e  date.

C o - c h a i r  P e a c e  a n n o u n c e d  t h a t  C S S B  1 5 0 (O&G) w o r k  d r a f t  "D" w a s  
a d o p t e d  in t h e  m<" -niny p o r t i o n  of t h e  m e e t i n g  a n d  w a s  b e f o r e  t h e  
c o m m i t t e e  ag a i n .

S e n a t o r  R i e g e r  M O V E D  f o r  a d o p t i o n  of a m e n d m e n t  #7 d a t e d  A p r i l  21, 
1993 (copy o n  f i l e ) . S e n a t o r  S h a r p  O B J E C T E D .  C o - c h a i r  P e a r c e  
a s k e d  for a s h o w  of h a n d s .  T n e  m o t i o n  F A I L E D  o n  a v o t e  of  3 to  4. 
( S e n a t o r s  Fr a n k ,  P e a r c e ,  Ja c k o ,  a n d  S h a r p  w e r e  o p p o s e d .  S e n a t o r s  
Ri e g e r ,  K e r t t u l a  a n d  K e l l y  w e r e  in s u p p o r t . )

C o - c h a i r  P e a r c e  s p o k e  t o  S e n a t o r  K e r t t u l a ' s  ^ o n c e r n  a b o u t  t h e  
d e f i n i t i o n  o f  o n - s h o r e .  S h e  s a i d  t h a t  t h e r e  s e e m e d  t o  b e  a 
d i s a g r e e m e n t  b e t w e e n  t h e  Dept, of N a t u r a l  R e s o u r c e s  a n d  t h e  Dept, 
of L a w  r e g a r d i n g  i n t e r p r e t a t i o n .  S h e  s a i d  t h a t  s h e  w o u l d  s u p p o r t  
an a m e n d m e n t  o n  t h e  f l o o r  to a d d r e s s  t h i s  c o n c e r n .  S e n a t o r  
K e r t t u l a  s a i d  t h a t  w a s  s a t i s f a c t o r y .

C o - c h a i r  P e a r c e  M O V E D  f o r  a d o p t i o n  of a m e n d m e n t  #6 b y  S e n a t o r  S h a r p  
p e n d i n g  f r o m  a p r i o r  m e e t i n g  (copy on file). N o  o b j e c t i o n s  b e i n g  
r a i s e d ,  it w a s  A D O P T E D .

S e n a t o r  S h a r p  M O V E D  t h a t  C S S B  1 5 0 (FIN) as a m e n d e d  p a s s  f r o m  
c o m m i t t e e  w i t h  a c c o m p a n y i n g  f i s c a l  notes. S e n a t o r  K e l l y  O B J E C T E D .  
S e n a t o r  K e l l y  s t a t e d  t h a t  he w a s  in s u p p o r t  of t h e  c o n c e p t  o f  t h e  
b i l l  b u t  f e l t  t h e  b i l l  h a d  n o  re a l  s u b s t a n c e .  C o - c h a i r  P e a r c e  
a s k e d  S e n a t o r  K e l l y  if h e  w a n t e d  t h e  b i l l  in a s u b c o m m i t t e e .  
S e n a t o r  K e l l y  a g r eed.

C o - c h a i r  P e a r c e  a n n o u n c e d  t h a t  C S S B  1 5 0 (FIN) as a m e n d e d  w o u l d  b e  
h e l d  in c o m m i t t e e .
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March 5, 1993

The Honorable Rick Halford 
President o f the Senate 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801-1102

Dear Mr. President:

Under the authority o f art. Ill, sec. 18, o f the Alaska Constitution, I am transmitting a bill 
authorizing oil and gas exploration licenses for tracts o f state land up to 500,0C0 acres in 
size and providing for subsequent Ieasing o f some or a ll o f the acreage subject to the 
license.

The b ill is designed to encourage the exploration and development o f areas within the 
state with undetermined oil and gas potential. In contrast to the provisions o f the state's 
existing competitive oil and gas leasing program, the b ill would allow the state to issue 
licenses covering relatively large tracts to licensees based upon their commitment to 
perform certain exploration programs, the monetary value o f which has been 
predetermined. The b ill is not intended to replace the state! s competitive leasing 
program; rather, it is intended to provide an effective alternative to encourage 
exploration in those areas that traditionally have not attracted the interest o f 
explorationists under the state's current leasing regime.

Under the bill, either the state or a prospective licensee could nominate an area o f 
unidentified oil and gas potential, consisting o f reasonably compact and contiguous 
acreage that should be subject to a license. The commissioner o f natural resources 
would be authorized to impose reasonable work commitments on the licensee with 
respect to the license area. Subsequent to the successful completion o f the 
predetermined work commitment, the licensee could convert portions or a ll o f the
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acreage t ; one or more leases, each not to exceed 30,000 acres in size. The imposition 
o f the required work commitment and the requirement to pay an annual rental on 
acreage subject to lease are together intended to discourage warehousing o f acreage 
that the licensee does not intend to explore or develop. The commissioner is authorized 
to include reasonable conditions and obligations in the leases arising from conversion o f 
licenses.

A license proposal would require public notice and the opportunity for competing 
proposals by other prospective licensees as well as the opportunity for public comment. 
The commissioner o f natural resources would be required to make a finding that issuing 
a license is in the best interest o f the state.

The exploration and potential development o f Alaska! s remote and underexplored 
basins will be further encouraged by the adoption o f the licensing and leasing 
methodology contained in this bill.

/ urge your prompt and favorable consideration o f this b ill

Sincerely,
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