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CS FOR HOUSE BILL NO. 207(0&G)
IN THE LEGISLATURE OF THE STATE OF ALASKA

| NINETEENTH LEGISLATURE - FIRST SESSION

Ii BY THE HOUSE SPECIAL COMMITTEE ON OIL AND GAS

|
R
Sponsors: HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A BILL

FOR AN ACT ENTITLED
1 "An Act relating to adjustments to royalty reserved to the state to encourage
2 otherwise uneconomic production of oil and gas; and providing for an effective

|
3 I' date."

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

5 * Section 1. AS 38.05.180(j) is amended to read:

6 () !he [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS

7 FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL

8 OR GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE.

9( THE] commissioner

10 (1> mav [SHALL ADOPT REGULATIONS TO] allow reduction of

11'1|YI royalty on individual leases or leases unitized as described in fp) of this section

12 | (A) to allow for production from an oil or gas Held, pool, or

13 portion of a field or pool if

14 (i) the oil or gas field, pool, or portion of the field or
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pool has Inin sufficiently delineated (o the satisfaction of the
commissioner:
(if) the field, pool, or portion of the field or pool has
not previously produced oil or gas: and
(iii) production from the field, pool, or portion of the
field or pool would not otherwise be economically feasible: ’
(B) to prolong the economic life of an oil or gas field, pool. I1
or portion of a Held or pool, as per barrel or barrel equivalent costs
increase in the later stages of production decline; or
(C) to reestablish commercial production of shut-in oil or !
gas that would not otherwise he economically feasible;

(2) [ THE COMMISSIONER] may not grant a reduction ol royaltyI
unless the lessee or lessees requesting the reduction make [MAXES] a clear and
convincing showing that a reduction of rovaltv meets the requirements of this
subsection and is in the best interests of the state: ,

(3) shall, if the rovaltv reduction agreement is approved, in the
rovaltv reduction agrepmenU [THE REVENUE FROM THE LESSEE'S SHARE OF
ALL HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY TO
CONTINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE RATE OF ,
RETURN WITH RESPECT TO THE LESSEE'S TOTAL INVESTMENT IN THE
FIELD. THE COMMISSIONER MAY] condition a royalty reduction granted under
this subsection in any way necessary to protect the state's best interests: under this
subsection, the commissioner shall include provisions to increase or otherwise
modify the state's rovaltv share bv a sliding scale rovaltv or other mechanism
upon the occurrence of a change [INTEREST, INCLUDING RESTORATION OF
THE STATE'S ROYALTY SHARE IN THE EVENT OF .AN INCREASE] in die price
of oil or gas, and mav consider other relevant factors, such as proved reserves.
well productivity, or capital investment in the oil or gas field, pool, or portion of
the field or pool:

(41 mav not grant a rovaltv reduction fra field, pool, or portion

of a field or pool under (1)(A) of this subsection that exceeds 75 percent of the

CSHB 207(0&6) 2.
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rovaltv oriuinallv specified in a lease entered into under (ho provisions of (D of
this section or AS 38.05.134;

(5) shall, as part of the rovaltv reduction application process,
require the lessee or lessees to submit, with the application for the rovaltv
reduction, financial and technical data that demonstrates that the requirements 1
of this subsection are met; the financial and technical data required hv the
cpmmissioner 1

(A) mav not require disclosure of data relating to
production before the lessee or lessees obtained ownership of the lease if
the reduction application involves a lease described in (1)(B) or fO of this
subsection; and

(B) shall he kept confidential under AS 38.05.035(a)(9) upon
the lessee's request:

(6) shall give notice of the written findings and determination to the
lessee and to anv other person *vho has Tiled a written request for it; subject to
(8) of this subsection, the commissions's determination is final and not appealable
to the court;

(7) mav require the lessee or lessees making application for the
rovaltv reduction to retain and pav for the services of a contractor, selected bv
the lessee or lessees from a list/provided bv the commissioner, to assist the
commissioner in evaluating the application and financial and technical data: when
the commissioner requires the lessee or lessees to retain the services of a
contractor under this paragraph, the commissioner shall determine the relevant
scope of the work to be performed bv the contractor:

(8) mav not make a determination that gives final approval to an
application for a rovaltv reduction under this subsection unless the commissioner
first

(A) submits the proposed rovaltv reduction decision to an
obtains the approval of at least three of the five members of the Alaska
Rovaltv Oil and Gas Development Advisory Board other than the

commissioner of natural resources; for purposes of this subparagraph.

3- CSHB 207(0&6)
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after submission of the proposed rovalty reduction under this
subparagraph, the Alaska Ro\altv Oil and Gas Development Advisory |
Board has 30 davs in which to evaluate the commissioner's submission and |
to determine that the proposed rovaltv reduction meets the reuuirements
of this subsection and is in the best interests of the state;
(B) transmits copies of the determination made bv 1
Alaska Rovaltv Oil and Gas Development Advisory Board to i
(1) the presiding officer of each house [ BEFORE
APPROVING A ROYALTY REDUCTION, THE COMMISSIONER
SHALL MAKE A WRITTEN FINDING THAT THE STATE HAS
OBTAINED THE MAXIMUM POSSIBLE ECONOMIC RETURN
THAT IS COMPATIBLE WITH ALLOWING A REASONABLE
RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND
COPIES OF THE FINDING TO ALL MEMBERS] of the legislature! *
(if) the chairs of the legislature's standing committees
0.1 resources; and
fiil) the chairs of the legislature's special committees
on oil and gas, if anv:
(9) IS not limited bv the provisions of AS 38.05.134(3) or ID of th
section in the commissioner's determination under this subsection.
* Sec. 2. AS 38.05.180(p) is amended to read: ,
(p) To conserve the natural resources of all or a part of an oil or gas pool. '
Field, or like area, the lessees and their representatives may unite with each other, or i
jointly or separately with others, in collectively adopting or operating under a
cooperative or a unit plan of development or operation of the pool, Field, or like area,
or a part of it, when determined and certiFied by the commissioner to be necessary or '
advisable in the public interest. The commissioner may, with the consent of the
holders of leases involved, establish, change, or revoke drilling, producing, and royalty
requirements of the leases and adopt regulations with reference to the leases, with like
consent on the pan of the lessees, in connection with the institution and operation of |
a cooperative or unit plan as the commissioner determines necessary or proper to

CSHB 207(0&G) 4
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secure the proper protection of the public interest. The commissioner mav not
reduce rovaltv on leases in connection with a cooperative or unit plan except as
provided in (i) of this section. The commissioner may require oil and gas leases
issued under this section to contain a provision requiring the lessee to operate under
a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee
must operate. The plan must adequately protect all panics in interest, including the
state.
Sec. 3. This Act takes effect immediately under AS 01.10.070(c).
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CS FOR HOUSE BILL NO. 207( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQc ' or THE GOVERNOR
A BILL

FOR AN ACT ENTITLED
"An Act relating to adjustments to royalty reserved to the state to encourage

otherwise uneconomic production of oil and gas; and providing for an effective

date.”

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

* Section 1. LEGISLATIVE INTENT. In amending AS 38.05.180(j) in sec. 2 of this Act
to permit the commissioner of natural resources to initiate a reduction of royalty to encourage
otherwise uneconomic production of oil and gas from marginal fields and pools upon a finding
that the royalty reduction is in the best interests of the state, it is the intent of the legislature
that the commissioner of natural resources shall determine, in all cases, that the person or
persons applying for the royalty reduction would not make the additional investments that are
necessary to develop or prolong the economic life of the oil or gas field without the approval
of the royalty reduction.

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

(j) the [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS

-1- CSHB 207( )
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| FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL
2 OR GAS THAT WQOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE,
3 THE] commissioner

L (1) may [SHALL ADOPT REGULATIONS TO] allow reduction of
5 royalty on individual leases or leases unitized as described in In) of this section or
6 subject to an agreement described in (s) or ft) of this section

1 (A) to allow for production from an oil or gas field, pool, or
8 portion of a field or pool if

9 fi) the oil or gas field, pool, or portion of the field or
10 pool has been sufficiently delineated to the satisfaction of the
1 commissioner:

12 (i) the field, pool, or portion of the field or pool has
13 not previously produced commercial quantities of oil or gas: and
14 fiiit oil or gas production from the field, pool, or
15 portion of the field or pool would not otherwise be economically
16 feasible;

17 8) to prolong the economic life of an oil or gas field, pool,
1S or portion of a field or pool as per barrel or barrel equivalent costs
19 increase or as the sale value of oil or gas decreases, and the increase or
20 decrease is sufficient to make future production no longer economically
21 feasible: or
22 (O to reestablish commercial production of shut-in oil or
23 gas that would not otherwise be economically feasible;
24 £2] [ THE COMMISSIONER] may not grant a reduction of royalty
25 unless the lessee or lessees requesting the reduction make [MAKES] a clear and
26 convincing showing that a reduction of rovaltv meets the requirements of this
21 subsection and is in the best interests of the state:

28 (3) shall, if the rovaltv reduction agreement is approved. [THE
29 REVENUE FROM THE LESSEE'S SHARE OF ALL HYDROCARBONS
30 PRODUCED FROM THE FIELD IS AND IS LIKELY TO CONTINUE TO BE
31 INSUFFICIENT TO PRODUCE A REASONABLE RATE OF RETURN WITH

CSHB 207( ) o
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RESPECT TO THE LESSEE'S TOTAL INVESTMENT IN THE FIELD. THE
COMMISSIONER MAY] condition the [A] royalty reduction granted under this
subsection in any way necessary to protect the state's best interests: under this
subsection, the commissioner shall include provisions to modify the state's rovaltv
share bv a sliding scale rovaltv or other mechanism upon a showing, bv clear and
convincing evidence, that, because of a sufficient change in one or more of the
following factors, further development or continued production of the field, pool,
or portion of the field or pool is not economically feasible: [INTEREST,
INCLUDING RESTORATION OF THE STATE'S ROYALTY SHARE IN THE
EVENT OF AN INCREASE IN] the sale price of oil or gas, proved reserves, field
productivity, or capital investment in the oil or gas field, pool, or portion of the
field or pool.

(4) shall, as part of the rovaltv reduction application, require the
lessee or lessees to submit, with the application for the rovaltv reduction, financial
and technical data that demonstrates that the requirements of this subsection are
met: the commissioner

fA) mav require disclosure of onlv the financial and
technical data relating to production that is reasonably available to the
applicant; and

fB) shall keep the data confidential under AS 38.05.035(a)(9)
upon the lessee's reuuest:

(5) shall give notice of the written findings and determination to the
lessee and to anv other person who has filed a written request for it: subject to
(7) of this subsection, the commissioner's determination of rovaltv reduction is
final and not appealable to the court;

f6) mav require the lessee or lessees making application for the
rovaltv reduction to retain and pay for the services of a contractor, selected bv
the lessee or lessees from a list of nationally recognized consultants in
hydrocarbon production and economics/provided bv the commissioner, to assist
the commissioner in evaluating the application and financial and technical data:
when the commissioner requires the lessee or lessees to retain the services of a

3- CSHB 207( )
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contractor under this paragraph, the commissioner shall determine the relevant
scope of the work to be performed bv the contractor;

(7) mav not make a determination that gives final approval to an
application Tor a rovaltv reduction under this subsection unless the commissioner
first

(A) requests and receives the recommendation of the Alaska
Oil and Gas Conservation Commission, which shall, within 30 davs of
submission of the proposed rovaltv reduction decision bv the commissioner,
determine whether the proposed rovaltv reduction meets the requirements
of this subsection and is in the best interests of the state:

(B) transmits copies of the commissioner's final approval
determination and of the determination made bv the Alaska Oil and Gas
Conservation Commission, if anv. to

(1) the presiding officer of each house [ BEFORE

APPROVING A ROYALTY REDUCTION, THE COMMISSIONER

SHALL MAKE A WRITTEN FINDING THAT THE STATE HAS

OBTAINED THE MAXIMUM POSSIBLE ECONOMIC RETURN

THAT IS COMPATIBLE WITH ALLOWING A REASONABLE

RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND

COPIES OF THE FINDING TO ALL MEMBERS] of the legislature:

(if) the chairs of the legislature's standing committees
on resources: and

(i) *he chairs of the legislature's special committees
on oil and i:as, if anv:

(8) s not limited bv the provisions of AS 38.05.134(3) or (0 of this
section in the commissioner's determination under this subsection.

~ Sec. 3. AS 38.05.18()(p) is amended to read:

(p) To conserve the natural resources of all or a part of an oil or gas pool,
field, or like area, the lessees and their representatives may unite with each other, or
jointly or separately with others, in collectively adopting or operating under a
cooperative or a unit plan of development or operation of the pool, field, or like area,

CSHB 207( ) ,
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or a part of it, when determined and certified by the commissioner to be necessary or
advisable in the public interest. The commissioner may, with the consent of the
holders of leases involved, establish, change, or revoke drilling, producing, and royalty
requirements of the leases and adopt regulations with reference to the leases, with like
consent on the part of the lessees, in connection with the institution and operation of
a cooperative or unit plan as the commissioner determines necessary or proper to
secure the proper protection of the public interest. The commissioner mav not
reduce rovaltv on leases in connection with a cooperative or unit plan except as
provided in (i) of this section. The commissioner may require oil and gas leases
issued under this section to contain a provision requiring the lessee to operate under
a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee
must operate. The plan must adequately protect all parties in interest, including the

state.

* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).
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Cr FOR HOUSE BILL NO. 207( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINETEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsors): ROUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A BILL

FOR AN ACT ENTITLED
"An Act relating to adjustments to royalty reserved to the state to encourage
otherwise uneconomic production of oil and gas; and providing for an effective

date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. LEGISLATIVE INTENT. Inamending AS 38.05.180()) in sec. 2 of this Act,
it is the intent of the legislature that the commissioner of natural resources encourage
reduction of royalty where appropriate, to promote otherwise uneconomic production of oil
and gas from marginal fields and poo’s upon a finding that the royalty reduction is in the best
interests of the state.

* Sec. 2. AS 38.05.1 SOfj) is amended to read:

() The [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS

FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL
OR GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE,
THE] commissioner

-1- CSHB 207( )
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(1) may [SHALL ADOPT REGULATIONS TO] allow reduction of
royalty on individual leases or leases unitized as described in fp) of this section or
subject to an agreement described in (s) or ft) of this section

(A) to allow for production from an oil or gas field, pool, or
portion of a field or pool if

(i) the oil or gas field, pool, or portion of the field or
pool has been sufficiently delineated to the satisfaction of the
commissioner:

(if) the field, pool, or portion of the field or pool has
not previously produced commercial Quantities of oil or gas: and

(ili) oil or gas production from the field, pool, or
portion of the field or pool would not otherwise be economically
feasible:

(B) to prolong the economic life of an oil or gas field, pool,
or portion of a field or pool as per barrel or barrel equivalent costs
increase or as the price of oil or gas decreases, and the increase or
decrease is sufficient to make future production no longer economically
feasible: or

(C) to reestablish commercial production of shut-in oil or
gas that would not otherwise be economically feasible:

(2) [ THE COMMISSIONER] may not grant a reduction of royalty
unless the lessee or lessees requesting the reduction make [MAKES] a clear and
convincing showing that a reduction of rovaltv meets the requirements of this
subsection and is in the best interests of the state:

(3) shell, as part of the rovaltv reduction agreement, [THE
REVENUE FROM THE LESSEE'S SHARE OF ALL HYDROCARBONS
PRODUCED FROM THE FIELD IS AND IS LIKELY TO CONTINUE TO BE
INSUFFICIENT TO PRODUCE A REASONABLE RATE OF RETURN WITH
RESPECT TO THE LESSEE'S TOTAL INVESTMENT IN THE FIELD. THE
COMMISSIONER MAY] condition the [A] royalty reduction granted under this
subsection hv making reference to a sliding scale rovaltv or equivalent provision

CSHB 207( ) 2-
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that provides for adjustment of rovaltv [IN ANY WAY NECESSARY] to protect
the state’s best interests: under this paragraph, the commissioner shall include
provisions in the agreement to modify the state's rovaltv share because of a
change in one or more relevant factors, including [INTEREST, INCLUDING
RESTORATION OF THE STATE'S ROYALTY SHARE IN THE EVENT OF AN
INCREASE IN] the price of oil or gas, field or nool production rate, projected
ultimate recovery, development costs, and operating costs;

(4) mav not grant a rovaltv reduction for a field, pool, or portion
of a field or pool

(A) under (1¥A) of this subsection that exceeds 80 percent
of the rovaltv originally specified in a lease entered into under the
provisions of (T) of this section or AS 38.05.134;

fB) under (1)(B) or (1)(C) of this subsection that exceeds 90
percent of the royalty originally specified in a lease entered into under the
provisions of (f) of this section or AS 38.05.134:;

(5) shall, as part of the rovaltv reduction application, require the
lessee or lessees to submit, with the application for the rovaltv reduction, financial
and technical data that demonstrates that the requirements of this subsection are
met; the commissioner

(A) mav require disclosure of only the financial and

technical data relating to production that is reasonably available to the
applicant; and

(BN shall keep the data confidential under AS 38.05.035(aK9)
upon the lessee's request;

(6) mav require the lessee or lessees making application for the
rovaltv reduction to retain and pay for the services of a contractor, selected hv
the lessee or lessees from a list of nationally recognized consultants in
hydrocarbon production and economics provided hv the commissioner, to assist
the commissioner in evaluating the application and financial and technical data;
when the commissioner requires the lessee or lessees to retain the services of a
contractor under this paragraph, the commissioner shall determine the relevant

-3- CSHB 207( )
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scope of the work to be performed bv the contractor;

(7) shall make, publish, and give reasonable public notice of a
preliminary determination on the rovaltv reduction application and invite written
public comment to that preliminary determination during a period for receipt of
public comment; the duration of the public comment period is as long as the
commissioner determines, hut mav not be less than 30 days;

(8) shall, after considering all public comment received under (7)
of this subsection, make final written findings and a written determination; under
this paragraph.

(A) the commissioner shall give notice of the written findings
and determination to the lessee and to anv other person who has filed a
written request for it;

(B) the commissioner shall prepare a written summary of
the public comments received and briefly indicate the disposition of each
of them; and

fC) the commissioner's written determination of rovaltv
reduction is final and not appealable to the court;

(9) is not limited bv the provisions of AS 38.05.134(3) or ff) of this
section in the commissioner's determination under this subsection [. BEFORE
APPROVING A ROYALTY REDUCTION, THE COMMISSIONER SHALL MAKE
A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE MAXIMUM
POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE WITH ALLOWING A
REASONABLE RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND
COPIES OF THE FINDING TO ALL MEMBERS OF THE LEGISLATURE].

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

(p) To conserve the natu.al resources of all or a part of an oil or gas pool,
field, or like area, the lessees and their represc .tatives may unite with each other, or
jointly or separately with others, in collectively adopting or operating under a
cooperative or a unit plan of development or operation of the pool, field, or like area,
or a part of it, when determined and certified by the commissioner to be necessary or
advisable in the public interest. The commissioner may, with the consent of the

CSHB 207( ) -4-
New Text Underlined [DELETED TEXT BRACKETED)



WORK DRAFT WORK DRAFT WORK DRAFT

holders of leases involved, establish, change, or revoke drilling, producing, and royalty
requirements of the leases and adopt regulations with reference to the leases, with like
consent on the part of the lessees, in connection with the institution and operation of
a cooperative or unit plan as the commissioner determines necessary or proper to
secure the proper protection of the public interest. The commissioner mav not
reduce rovaltv on leases in connection with a cooperative or unit plan except as
provided in (i) of this section. The commissioner may require oil and gas leases
issued under this section to contain a provision requiring the lessee to operate under
a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee
must operate. The plan must adequately protect all parties in interest, including the
state.
* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).
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CS FOR HOUSE BILL NO. 207( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY

Offered:
Referred:

Sponsors): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A BILL

FOR AN ACT ENTITLED
"An Act relating to adjustments to royalty reserved to the state to encourage
otherwise uneconomic production of oil and gas; and providing for an effective

date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. LEGISLATIVE INTENT. In amending AS 38.05,180(j) in sec. 2 of this Act,
it is the intent of the legislature that the commissioner of natural resources consider reduction
of royalty where appropriate, to promote otherwise uneconomic production of oil and gas from
marginal fields and pools upon a finding that the royalty reduction is in the best interests of
the state.

* Sec. 2. AS 38.05.180(j) is amended to read:
() Ihf [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS
FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL
OR GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE,

THE] commissioner

-1- CSHB 207( )
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(1) may [SHALL ADOPT REGULATIONS TO] allow reduction of
royalty on individual leases or leases unitized as described in Id) of this section or
subject to an agreement described in Is) or ft! of this section

(A) to allow for production from an oil or gas
portion of a field or pool if

(i) the oil or gas field, pool, or portion of the field or
pool has been sufficiently delineated to the satisfaction of the
commissioner;

(if) the field, pool, or portion of the field or pool has
not previously produced quantities of oil or gas for sale: and

(iii) oil or gas production from the field, pool, or
portion of the field or pool would not otherwise be economically
feasible;

IB) to prolong the economic life of an oil or gas field, pool,
or portion of a field or pool as per barrel or barrel equivalent costs
increase or as the price of oil or gas decreases, and the increase or
decrease is sufficient to make future production no longer economically

feasible; or

© to reestablish production of shut-in oil or gas that woul

not otherwise be economically feasible;

(2) [ THE COMMISSIONER] may not grant a reduction of royalty
unless the lessee or lessees requesting the reduction make [MAKES] a clear and
convincing showing that a reduction of rovaltv meets the requirements of this
subsection and is in the best interests of the state:

(3) shall, as part of the rovaltv reduction agreement. [THE
REVENUE FROM THE LESSEE'S SHARE OF ALL HYDROCARBONS
PRODUCED FROM TOE FIELD IS AND IS LIKELY TO CONTINUE TO BE
INSUFFICIENT TO PRODUCE A REASONABLE RATE OF RETURN WITH
RESPECT TO THE LESSEE'S TOTAL INVESTMENT IN THE FIELD. TOE
COMMISSIONER MAY] condition the [A] royalty reduction granted under this

subsection bv making reference to a sliding scale rovaltv or equivalent provision

CSHB 207( ) --
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that provides for adjustment of rovaltv [IN ANY WAY NECESSARY] to protect
the state's best interests: under this paragraph, the commissioner shall include
provisions in the agreement to modify the state's rovaltv share based on relevant
economic factors, including [INTEREST, INCLUDING RESTORATION OF THE
STATE'S ROYALTY SHARE IN THE EVENT OF AN INCREASE IN] the price of
oil or gas, field or pool production rate, projected ultimate recovery, development
costs, and operating costs:

(4) mav not grant a rovaltv reduction for a field, pool, or portion
of a field or pool

(A) under d)(A) of this subsection that exceeds 80 percent
of the rovaltv originally specified in a lease entered into under the
provisions of (T) of this section or AS 38.05.134;

(B) under (DIB) or (1KC) of this subsection that exceeds 90
percent of the rovaltv originally specified in a lease entered into under the
provisions of (f) of this section or AS 38.05.134:

(5) shall, as part of the rovaltv reduction application, require the
lessee or lessee;, 40 submit, with the application for the rovaltv reduction, financial
and technical data that demonstrates that the requirements of this subsection are

met: the commissioner

(A) mav require disclosure of only the financial and
technical data relating to production that is reasonably available to the
applicant: and

(B) shall keep the data confidential under AS 38.05.035(a)(9)
upon the lessee's request:

16) mav require the lessee or lessees making application for the
rovaltv reduction to retain and pav for the services of a contractor, selected bv
the lessee or lessees from a list of nationally recognized consultants in
hydrocarbon production and economics provided bv the commissioner, to assist
the commissioner in evaluating the application and financial and technical data:
when the commissioner requires the lessee or lessees to retain the services of a

contractor under this paragraph, the commissioner shall determine the relevant

-3 CSHB 207( )
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scope of the work to be performed bv the contractor:

(7) shall make, publish, and give reasonable public notice of a
preliminary determination on the rovaltv reduction application and invite written
public comment to that preliminary determination during a period for receipt of
public comment: the duration of the public comment period is as long as the
commissioner determines, but mav not be more than 30 davs:

(8) shall, within 30 days after the close of the public comment
period under (7) of this subsection, make final written findings and "-written--
determination: under this paragraph.

(A) the commissioner shall provide a copy of the written
findings and determination to the lessee and make copies of the findings
and determination available to anv other person who submitted written
comment under (7) of this subsection and who has filed a written request
for the copies:

(B) the commissioner shall prepare a written summary of
the public response to the commissioner's preliminary determination:

© the commissioner shall transmit copies of the
commissioner's final determination and the summary prepared under (B)
of this paragraph to

(0 the presiding officer of each house [ BEFORE

APPROVING A ROYALTY REDUCTION, THE COMMISSIONER

SHALL MAKE A WRITTEN FINDING THAT THE STATE HAS

OBTAINED THE MAXIMUM POSSIBLE ECONOMIC RETURN

THAT IS COMPATIBLE WITH ALLOWING A REASONABLE

RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND

COPIES OF THE FINDING TO ALL MEMBERS] of the legislature!

(V) the chairs of the legislature's standing committees
on resources: and

(iiB the chairs of the legislature's special committees
on oil and gas, if any; id1llUf

(D) the commissioner's written determination royalty

CSHB 207( ) w
New Text Underlined [DELETED TEXT BRACKETED]



© ©© g4 S U1 DN OW N

W W N N DD NN NN N PO PO
, O © ® N o O & W~ = o b B R BB HBEREBCIES

WORK DRAFT WORK DRAFT WORK DRAFT

reduction is final and not appealable to the court:

9 is not limited bv the provisions of AS 38.05.134(3) or Ch of this

section in the commissioner's determination under this subsection.

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

(p) To conserve the natural resources of all or a part of an oil or gas pool,
field, or like area, the lessees and their representatives may unite with each other, or
jointly or separately with others, in collectively adopting or operating under a
cooperative or a unit plan of development or operation of the pool, field, or like area,
or a part of it, when determined and certified by the commissioner to be necessary or
advisable in the public interest. The commissioner may, with the consent of the
holders of leases involved, establish, change, or revoke drilling, producing, and royalty
requirements of the leases and adopt regulations with reference to the leases, with like
consent on the part of the lessees, in connection with the institution and operation of
a cooperative or unit plan as the commissioner determines necessary or proper to
secure the proper protection of the public interest. The commissioner mav not
reduce rovaltv on leases in connection with a cooperative or unit plan except aS
provided in (i) of this section. Thf commissioner may require oil and gas leases
issued under this section to contain a provision requiring the lessee to operate under
a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee
must operate. The plan must adequately protect all parties in interest, including the

state.

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

(s) When separate tracts cannot be individually developed and operated in
conformity with an established well-spacing or development program, a lease, or a
portion of a lease, may be pooled with other land, whether or not owned by the state,
under a communication or drilling agreement providing for an apportionment of
production or royalties among the separate tracts of land comprising the drilling or
spacing unit when determined by the commissioner to be in the public interest.
Operations or production under the agreement arc considered as operations or
production as to each lease committed to the agreement The commissioner.may not

reduce rovaltv on leases in connection with a communization or drilling

-5- CSHB 207( )
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1 agreement except as provided in (i) of this section,
2 * Sec. 5. AS 38.05.180(t) is amended to read:

(t) The commissioner may prescribe conditions and approve, on conditions,
drilling, or development contracts made by one or more lessees of oil or gas leases,
with one or more persons, when, in the discretion of the commissioner, the
conservation of natural resources or the public convenience or necessity requires it or
the interests of the state are best served. All leases operated under approved drilling

or development contracts and interests under them, are excepted in determining holding

© © 4 o A~ W

or control under AS 38.05.140. The commissioner mav not reduce royalty on a
10 lease or leases that are subject to a drilling or development contract except as
11 provided in (i) of this section.

12 * Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

207( ) oG
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AMENDMENT

OFFERED IN THE
T0:

1 Page b, after line 12

2 Insen new bill sections to read:

3 "* sec. 4. AS 38.05.18()(s) is amended to read:

4 (s) When separate tracts cannot be individually developed and operated in
5 conformity with an established well-spacing or development program, a lease, or a
6 portion of a lease, may be pooled with other land, whether or not owned by the state,
! under a communization or drilling agreement providing for an apponionment of
8 production or royalties among the separate tracts of land comprising the drilling or
9 spacing unit when determined by the commissioner to be in the public interest.

10 Operations or production under the agreement are considered as operations or
1 production as to each lease committed to the agreement. The commissioner mav not
12 reduce rovaltv on leases in connection with a communization or drilling
13 agreement except as provided in (i) of this section.

14 * sec. 5. AS 38.05.180(1) is amended to read:

15 (t) The commissioner may prescribe conditions and approve, on conditions,
16 drilling, oi development contracts made by one or more lessees of oil or gas leases,
17 with one or more persons, when, in the discretion of the commissioner, the
18 conservation of natural resources or the public convenience or necessity requires it or
19 the interests of the state are best served. All leases operated under approved drilling
20 or development contracts and interests under them, are excepted in determining
2 holding or control under AS 38.05.140. The commissioner mav not reduce rovaltv
22 on a lease or leases that is subject to a drilling or development contract except
23 as provided in (i) of this section."

24 Renumber the following hill section accordingly.

-
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Amendment
CSHB 207
Add to Section 1, #3; Pg 2, Line 30 - Pg. 3, Line 2:
mflY-not grant a.rovaltv reductiQuJor a field, pool, or portion of a
field or pool under (1) (A) of this subsection that exceeds 75 percent of the
EQY3Ity originally specified in a lease entered into under the provisions of (f)

of this section or AS 38.05.134;

Renumber sections below:
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AMENDMENT

OFFERED IN THE HOUSE
TO: CSHB 207( ) (Work Draft 9-GH0039\U)

1 Page 2, line 25, through page 3, line 7:

2 Delete all material and insert:

3 "3) shall, if preexistiné economic conditions warrant, in the
4 findings, determinations, and agreement [THE REVENUE FROM THE LESSEE'S
5 SHARE OF ALL HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS
6 LIKELY TO CONTINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE
1 RATE OF RETURN WITH RESPECT TO THE LESSEE'S TOTAL INVESTMENT
8 IN THE FIELD. THE COMMISSIONER MAY] condition the [A] royalty reduction
9 granted under this subsection in any way necessary to protect the state's best

10 interests: under this subsection, the commissioner shall include provisions to
1 increase or otherwise modify the state's rovaltv share bv a sliding scale rovaltv
12 or other mechanism: the commissioner may consider one or more relevant
13 factors, such as a change [INTEREST, INCLUDING RESTORATION OF THE
14 STATE'S ROYALTY SHARE IN THE EVENT OF AN INCREASE] in the price of
15 oil or gas, the projected ultimate recovery of oil and gas, field productivity or
16 development costs and operating costs in the oil or gas field, pool, or portion of
17 the field or pool:?



CSHB207

AMENDMENT

Section (3), insert after the word "shall,"

if preexisting economic conditions warrant in the findings, determinations and
agreement, condition [A] the royalty reduction granted under this subsection in any
way necessary to protect the state's best interests; under this subsection, the
commissioner shall include provisions to increase or otherwise modify the state’s
royalty share by a sliding scale royalty or other mechanism; the commissioner may
consider one or more relevant factors, such as, a change in the price of oil or gas, the
projected ultimate recovery of oil and gas field productivity or development and/or
operating costs in the oil or gas field, pool, or portion of the field or pool,
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CSHB207

AMENDMENT

Section (3), insert after the word "shall,"

if preexisting economic conditions warrant, in the findings, determinations and
agreement, condition any royalty reduction granted under this subsection to protect the
state's best interests by including a sliding scale royalty or other mechanism to increase
or otherwise modify the state's royalty share if relevant factors, such as the price of oil or
gas, the production rate, the projected ultimate recovery, or development and/or

operating costs, change.
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SECTION 1

AS38.05.180 (j)(I)

(1) (U(A)

(1)d)(B)

(1) (H(C)

(1) (2)
(1) (3)

(1)(4)

renumber
New (j)(4)
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No Legislative Intent
No cross references to
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"later stages of
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Royalty reduction floor
of 25%
renumber
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require pre-ownership
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quantities” production
threshold
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No changes
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Set.. 38.05.180. Qil and gas leasing.'a* The legislature finds that

*11ihr people of A asku have an interest in the development of the
state's oil and gas resources to

<A+ maximize the economic and physical recovery of the resources;

'Hi maximize competition among parties seeking to explore and
develop the resources; .

"('>maximize use of Alaska's human resources in the development
of the resources;

<a it isin the best interests of the state to encourage an assessment
of its oil and gas resources and to allow the maximum flexibility in the
methods of issuing leases to

1A" recognize the many varied ?eographical regions of the state and
the different costs of exploring for oil and gas in these regions;

'B minimize the adverse impact of exploration, development, pro-
duction. and transportation activity.

ibi Tne commissioner shall biennially prepare and submit to the
legislature, between the first and the 15th day of the first reqular
session of each legislature, a five-year proposed oil and é;as leasing
proirram consisting of a schedule of proposed lease sales an speufylng
as precisely as practicable the location of tracts proposed to be offere
for oil and gas leasing during the calendar year in which the proposed
grocram is submitted to the legislature and the following four calen-

ar years

ici” Except as provided in <) 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 precedmg the year in which the sale is held. A lease sale may
not be held before the date it is scheduled in the proposed oil and gas
leasing program.,

<d>The commissioner may issue oil and gas leases in an area that
has not been included in a teasing program submitted, in accordance
with ibi of this section, to the legislature if the land to be leased
| "I'1was previously subject to a valid state or federal oil and gas
ease;

211s contiguous to land already under state, federal or private
letse and the commissioner makes a written finding, after hearing,
thaL leasing of the land would result in a substantial probability of
early evaluation and development of the land to be leased;

(,3¥ is adjacent to land owned or controlled by another party ¢
which a discovery of commercial quantities of oil or %as has been
made, and the commissioner finds, after hearing, that there is a rea-
sonable probability that the land to be leased contains oil or gas in
con%mumcatlon with the oil or gas discovered on the land of the other
party;

(41 1s adjacent to land included in the federal five-year Outer Conti-
nental Shelf leasing program under 43 U.S.C. 1344, and the commis-



sioner makes a written finding. after hearing, that coordinated or
simultaneous leasing with the federal government is in ihe public
interest; or ) o _

(5) 1s the subject of an oii and gas exploration license issued under
AS 38.05.131 — 38.05.134. o _

‘el Simultaneously with submission of the Ieasm%; program re-
quired under *b»of this section, the commissioner shall 2ubmi o the
legislature a report containing the following: .

%1) the schedule of all lease sales held during the preceding .af*n-
dar year, the bidding method or methods utilized, and an analysis of
the results of the bidding, o

(2) if determined, a description of the bidding methods to be used
for all lease sales to be held during the current and next two succeed-
ing calendar years;

(3) the reasons a particular biddingi method has been selected.
(i) Except as provided by AS 38.05.131 — 38.05.134. the commis-
sioner may issue oil and gas leases on state land to the highest respon-
sible qualified bidder determined by competitive bidding under regu-
lations adopted by the commissioner. Bidding may be by sealed bid or
according to any other bidding procedure the commissioner deter-
mines 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, mcludln? but not limited to separation, clean-
ing, dehydration, gathering, salt water dlsPosal, and preparation for
transportation off the lease or unit area. Folowmﬁ a pre-sale analysis,
thethcodmmlssmner 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 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 percent in amount or value of the production
removed or sold from the lease and a fixed share of the net profit
derived from the lease of not less than 30 Eercent reserved to the state:

(SL_a fixed cash bonus with a royalty share reserved to the state as
the bid variable but no less than 12.5 percent in amount or value of
the production removed or sold from the lease;

(4) a fixed cash honus with the share of the net profit derived from
the lease reserved to the state as the bid variable;

<> a fixed cash bonus with a fixed royalty share reserved to the
state of not less than 12.5 percent in amount or value of the produc-
tion removed or sold from the lease with the share of the net Broflt
derived from the lease reserved to the state as the bid variable;

1 >4 cash honus bid with a fixed royalty share reserved to the state
based on a sliding scale according to the volume of production or other
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factor but in no event less than 12.5 percent in amount or value of the
production removed or sold from the lease;

'Ti 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 us the bid variable but not less than 12.5 percent in amount or
value of the production removed or sold from the lease.

igi The snare of the net profit derived from a lease reserved to the

state undt » if» of this section is royalty salegaroceeds for the purposes
of the Alaska permanent fund under AS 37.13.010.
i The commissioner may include terms in any oil and gas lease
imposing @ minimum work commitment on the lessee. These terms
shall be made public before the sale, and may include appropriate
penalty provisions to take etTect in the event the lessee does not fulfill
the minimum work commitment. If it is demonstrated that a lease has
been proven unproductive by actions of adjacent lease holders, the
commissioner may set aside a work commitment. The commissioner
may waive for a period not to exceed one two-year period any term ofa
minimum work commitment if the commissioner makes a_ written
flndlng either that conditions preventing drilling or exploration were
beyond the lessee's reasonable ability to foresee or control or that the
lessee has demonstrated through good faith efforts an intent and abil-
ity to drill or develop the lease during the term of the waiver.

iii The commissioner may provide for the establishment of an ex-
ploration incentive credit system under which a lessee of state land
drilling an exploratory wellon that land may earn credits hased upon
the footage drilled and the region in which the well is situated. The
commissioner may also provide for credits to be earned by persona
performing geophysical work on state land, if that work is performed
during the two seasons immediately preceding an announced lease
sale and on land included within the sale area and the geophysical
information is made public following the sale. Credits may not exceed
50 percent of the cost of the drilling or geophysical work. Credits may
be used during a limited period established by the commissioner and
may be assigned during that period. Credits mag be applied against
(1) oil and gas royalty and rental payments payable to the state or (2)
taxes payable under AS 43.55. A credit may not exceed 50 percent of
the anment toward which it is being applied. Amounts due the
Alaska permanent fund <AS 37.13.010) shall be calculated before the
application of credits under this subsection, .

g) To proIong1"he economic life ofan oil and gas field or to reestab-

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

jjSy."ise be economicallY feasible, the commissioner shall adopt regula-

tions to allow reduction of roYaIty on leases. The commissioner may
not grant a reduction of royalty unless the lessee requesting the re-
duction makes a clear showing that the revenue from the lessee's
share of all hydrocarbons produced from the field is and is likely to

84
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continue to ho insuttitient to produce a reasonable rate of return with
Tespect to the lessee's total investment in the field. The commissioner
fimay condition a rovaltv reduction granted under this subsection in
"Jliny way necessary to protect the state's interest, including restoration
of the state's royalty share in the event of an increase in the price of
rb'il or gas. Before approving a royalty reduction, the commissioner
H&hall make a written finding that the state has obtained the maxi-
1 inum possible economic return that is compatible with allowing a
1 reasonable rate of economic return for the lessee, and send copies of
Ithe fmtting to  members of the legislature.

<) The commissioner shall define all terms and adopt all regula-
tions necessary for a reasonable understanding and evaluation of a

particular bidding method before the public announcement of the
terms of proposed sale employing that method.

i/i Subject to the provisions of AS 31.05, the commissioner has dis-
cretion to enter into an agreement whereby, with the consent of the
lessee, the state's royalty share of oil and gas production may be
3tored or retained in storage by the lessee, or the commissioner may
enter into an agreement with one or more of the affected field lease
holders to_ trade current ro¥alty production from a field for a like
amount, kind, and quality of future production, on the condition that
the state receives back its stored or traded royalty share during the
first halfof the estimated field life or no later than ‘15 years after start
of production, whichever is sooner.

<m) An oil and gas lease must cover a reasonably compact area not
exceeding 5,760 acres, and may be for a maximum period of 10 years,
except that the commissioner may issue a lease for a period 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 com-
missioner. A lease issued under this section covering land on which
there is a well capable of producing oil or gas mllpaylng quantities
does not expire hecause 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 of the
rate for the preceding year |f drlllln% has commenced on the expira-
tion date of the primary term of the lease and is continued with rea-
sonable diligence, including such operations s redrilling, sidetrack-
mg, 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
which is subject to termination by reason of cessation of production
does not terminate if. within 60 days after production ceases, rework-
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inc or dri lLinu operations are commenced on the land under lease and
are thereafter conducted with reasonable diligence during the period
of nonproduction. _ _

ini The commissioner may establish by regulation that after a well
has been plugged and abandoned, the rental rate which was in effect
during the year of abandonment is maintained for the remainder of
the term. Rental is payable in advance and continues until income to
the state from royalty or net profit share exceeds rental income to the
state for that year. Oil and gas leases shall provide for payment to the
«uate of rental on the folllwing basis:

o[ >for the first yeam. S1.00 Ber acre;

'2i for the second year. $1.50 per acre:

<> for the third year, $2.00 per acre;

“ft for the fourth year, $2.50 per acre;

& for the fifth and following years. $3.00 per acre,

mi L'pon timely application ~ provided K regulati r. the state
may issue to the holder ofa fedt.al or private lease, a state shoreland
lease covering land within the exterior boundaries of the federal or
private lease which has been excluded on the basis of navigability or
which is later administratively or judicially determined to be shore-
land. The term of such a state shoreland lease shall be the same as the

of the federal or private lease.
~ Orfeerve'tne natural resources of all or a part of an oil or gas
ool. field, or like area, the lessees and their r_eﬁresentatl_ves may
' >unite with each other, or jointly or separately with others, in collec-
: I|ve|y adopting or operating under a cooperative or a unit plan of
Mdevelopment or operation of the pool, field, or like area, or a part of it,
hen determined and certified by the commissioner to be necessary or
visable in the public interest. The commissioner may, with the con-
nt of the holders of leases involved, establish, change, or revoke
Ldrilling, producing, and royaltK requirements of the leases and adopt
"..'requlations with reference to the leases, with like consent on the part
"0f the lessees, in connection with the institution and operation of a
cooperative or unit plan as the commissioner determines necessary or
proper to secure the proper protection of the public interest. The com-
limssioner may require oil and gas leases issued under this section to
| contain a provision requiring the lessee to operate under a reasonable
Acooperative or unit plan, and may prescribe a plan under which the
jssee must operate. The plan must adequately protect all parties in

ihctytding the state,

Iqi*S plan iiuthorized by ip»of this section, which includes land
owned by the state, may contain a provision vesting the commissioner,
0r a person, committee, or state agency, with authority to modify from
time to time the rate of prospecting and development and the quantity
and rate of production under the plan. All leases operated under a
plan approved or prescribed by the commissioner are excepted in de-
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ternumng holdines or control under AS 38.05.140. The provisions of
this section concernmg cooperative or u"'t plans are in addition to and
do not affect AS 31.05. . .

“tr» Producing acreage on a known geologic structure of a producing
oil or gas fieid is excluded from changeablllty as against the acreage
limitation provisions of AS 38.05.140.

|? When separate tracts cannot be individually developed and oper-
ated in conformity with an established weil-spacing or development
Program, a lease, or a portion of a lease, may be pooled with other
and, whether or not owned by the state, under a communization or
drilling agreement providing for an aPportlonme_nt of Rroduptjon or
royalties among the separate tracts of land comprising the drilling or
spacing unit when determined by the commissioner to be in the public
interest. Operations or production under the agreement are consid-
ered as operations or production as to each lease committed to the
agreement. _ N

in The commissioner may prescribe conditions and approve, on con-
ditions. drilling, or development contracts made by one or more les-
sees of oil or gas leases, with one or more persons, when, in the discre-
tion of the commissioner, the conservation of natural resources or the
public convenience or necessity requires it or the interests of the state
are best served. All leases operated under approved drilling or devel-
opment contracts and interests under them, are excepted in determin-
ing holding or control under AS 38.05.140.

?u) To avoid waste or to promote conservation of natural resources,
the commissioner may authorize the subsurface storage of ¢;l or gas
whether or not produced from state land, in land leased or subject to
lease under this section. This authorization may provide for the pay-
ment of a stora?e fee or rental on the stored oil or gas, or, instead of
the fee or rental, for a royalty other than that prescribed in the lease
when the stored oil or gas IS produced in conjunction with oil or gas
not Prevmusly produced. A lease on which storage is so authorized
shall be extended at least for the period of storage and so long thereaf-
%er as oil or gas not previously produced is produced in paying quanti-
ies.

V) [Repealed. § 36 en 94 SLA 1980] _ _

wl Notwithstanding any other provisions of this section, land
which has been offered for lease within the previous five years and
which received no bids at competitive sale or for which no bid was
accepted may be. at the discretion of the commissioner, immediately
offered for lease, under regulations adopted by the commissioner,
upon terms appearing most advantageous to the state: however, non-
competitive leasing is prohibited. The commissioner shall establish a
-0yalty determined to be in the public interest but not less than 12 1:
percent. A lease must provide for payment to the state or rental bjt
need not adhere to the rental schedule in mi of this section nor to the
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5.760-acres-per-lease limitation in umn of this section. The lease term
may r.ot exceed 10 years, except as provided in «0* of this section.

IXi A lessee conductln? or permitting any exploration for. or devel-
opment or production of. oil or gas on state land shall provide the
commissioner access to all_noninterpretive data obtained from that
lease and -hall provide copies of that data, as the commissioner may
request. The confidentiality provisions of AS 38.05.035 apply to the
information obtained under this subsection.

fy> A noncompetitive lease existing at October 10. 1978 shall be
extended for a period of two years and so long thereafter as oil and gas
is produced in paying quantities. A noncompetitive iease extended
under this subsection Is subject to the regulations in force at the expi-
ration of the initial five-year term of the lease. No extension may be
granted, however, unless within a period of 90 days before the expira-
tion date an application for extension is filed b_){ the record title holder
or an assignee whose assignment has been filed for approval, or an
operator whose operating agreement has been filed for approval.

<1 No leases may be issued under this section without the inclusion
of the following language; "The landowners' royalty share of the unit
production allocated to each separately owned tract shall be regarded
as royalty to be distributed to and among, or the proceeds of it paid to,
the landowners, free and clear of all unit expense and free ofanr lien
for it." Leases issued in violation of this subsection shall, for all pur-
poses. be construed as containing the language required by this sub-
section.
~ <aal Within 90 days after the written request of a lessee of a lease
issued under this section or of a lessee of federal land from which the
state is entitled under applicable federal law' to receive a share of the
royalty on gas production, the commissioner shall enter into an agree-
ment with the lessee to use or accept the price for the gas established
in the contract between the lessee and a gas or electric utility as the
value of the state's royalty share of gas production sold by the lessee
under the contract

i1l but only if the primary function of the utility with which the
lessee has entered into the contract is to provide, either directly or by
selling at wholesale to another utility, gas or electricity to the general
public, including residential consumers, within the utilities" service
areas, and the utility with which the lessee has entered into the con-
tract is not an affiliated interest, as that term is defined in AS
42.05.990. with the lessee or with a subsequent purchaser of more
than 10 percent of the utility's Eas or electricity; and

i2» unless the commissioner makes a written finding, based on clear
and convincing evidence, that

IA" the contract price is unreasonably low;

<B) the prospective reduction in royalty receipts would not be bal-
anced by Increased benefits to in-state gas and electric consumers;
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'Ci the lessee and the utility are related in management, owner-
ship. or other aspect; and . .
* the contract price is not in the best interest of the state.

dbi In iaa" of this section. . _

~I» "gas or electric utility" includes an electric cooperative orga-
nized under AS 10.25. a municipal utility, and a gas or electric utility
requlated under AS 42.05; provided that if the contract gas is trans-
mitted to consumers through a pipeline and the gas utility either
owns the pipeline or is related in ownership to the owner of the pipe-
line. then the ?as.utlllty qualifies as a "gas or electric utility" within
the meaning ot this paragraph only if it is bound or agrees to be bound
by the covenants set out in AS 38.35.120; . .

< "price for the gas established in the contract" includes tax reim-
bursement amounts, deliverability and other charges, and other forms
of consideration paid by the gas or elc-ciric utility under the contract;

53) "state's royalty share of gas production”
! SA)C mlcglgdes payments on federal leases made to the state under 30

<8 >does not include the state's royalty share of gas production from
land Batented to the state under _

[_I)_ L. 84-830. 70 Stat. 709 'Alaska Mental Health Enabling Act);

lili 38 Stat. 12*4 'Act of March 4. 1915): or
‘ ||||)142314U.S.C. 1635 in settlement of the claims of the state under 38
tat. .

_icct The provisions of <aai of this section do not prohibit the commis-
sioner from accepting any payment on a federal lease tendered by the
federal agency responsible for determination and transmittal of the
payment to the state under 30 U.S.C. 191 or otherwise due the state as
the state's royalty share of gas production irrespective of the state's
acceptance of the use of the contract price for purposes of determinin
royalty share on gas production under that rubaection. (8 3(7+art VI
ch 169 SLA 1959; am 8 18 ch 61 SLA 1960; am § 1ch 124 SLA 1962;
am 88 4 — 7.ch 30 SLA 1964; am § 20 ch 70 SLA 1964; am § 2 ch 91
SLA 19G7;am 8 1ch 65 SLA 1969; am 8 1ch 86 SLA 1970; am § 1ch
155 SLA 1978; am 8 16 ch 160 SLA 1978; am 88 3, 4 ch 65 SLA 1979
am 8 6 ch IS SLA 1980: am 8 36 ch 94 SLA 1980: am 88 1— 5 ch 111
SLA 1980: am 88 11. 12ch 161 SLA 1984:am 8 1ch 89 SLA 1985: am
8 2.ch 55 SLA 1986; am «8 3. 4 ch 124 SLA 1990: am 8 5 ch 134 SLA
1990; am ~ 1— 3 ch 53 SLA 1993: am 88 5, 6 ch 35 SLA 1994; am
8 1ch 36 SLA 1994)

Revisor's notes. — In 1990. a refer- amendment to this section, see § [.ch. 55.
ence to 'mlof this section was deleted SLA 1986. in the Temporary and Special
from the last sentence ofiw_of this section  Acts. o . .
to correct a manifest error in 4 4. ch. 124, For provisions superseding >aai and 'bb’
SLA 1990 o of this section that are applicable to the
~Cross references. — For legislative state's share of royaltyzproducnon of gas
findings in connection with the 1986 produced after January 2. 1959 and before
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elunp 13 1 o'(C Trevni 11 riin "mH ril >i-e<
<p 44 th rit SLA 1994 in ttic liliip'i-
rirv_.mil Spi-n.il Acts _
Effect of amendments.  I'hf fir-t
1990 amendment rewrote subsection ‘j1
and substituted "lit vejr<" for “five vejrs"
in_the Li-t -enlence ul subsection wi
The -I'cond 1990 amendment substi-
tuted ‘biennially" hr annually" and
'15th dav of the lirsi regular seSsion of
each legislature” for "fifteenth day of each
rte)gular legislative session " in subsection

The 1901 amendment, effective June
Id. 1999. in -ubsection 'aae inserted "or of
a lessee of federal land from which the
state is entitled under applicable federal
law to receive a share of the royalty on
gas production" and "or accept," added

NOTES TO

Purpose of section. .

The assessment of the state’s oil and gas
resources serves at least two legitimate
g !-mment objectives First, knowledge
>r'the production potential of slate land in
various areas is critical to the determina-
tion of where development should occur

Alask v SiATi rt:." Sitpikmknt

| :is 05.1S:*

paragraph = elded the para raPh 2*

designation and redesignated former
paraﬁraph_s ‘I 't a- present subpara-
graphs 2iiA* 2 me respectively, in sub-

section bb'. rewrote paragraph "It; and
added subsection cc _

The first 1991 amendment, effective
August 7. 1994, in -uhspction 'df made
minor stylistic changes and added para-
graph '5%, and. in subsection 'fi. substi-
tuted "Except a- provided by AS 38.05.i3 1
- Its05 134. the for The" at the begin-
ning and made minor styli-tic changes.

The second 1994 amendment, effective
May 10. 1994. in subsection ic, deleted
the former second and third sentences, re-
lating to lease sale delays and reschedul-
ings. respectively

DECISIONS

and where preservation is apé)ropriate.
Second, knowledPe of the oil and eas pro-
aueuon r[]Jotentla of the state’s lands pro-
motes the stales economic welfare by
maX|m|z_|n(_1 the amount it receives for the
lease of ils lands State v Arctic Slope Re-
gional Corp . 834 P 2d 134 "Alaska 19911,

Sec. 38.05.183. Sale of royalty, (ai The sale, exchange or other
disposal of a mineral obtained by the state as a royalty under AS
38.05 182. or the sale, exchange or other disposal in whole or in part of
a right to receive future mineral production under a state lease under
this chapter, shall be by competitive bid and the sale, exchange or
other disposal made to the highest responsible bidder, exceot that
competitive bidding is not required when the commissioner, after
prior written notice to the Alaska Royalty Oil and Gas Development
Advisory Board under AS 38.06.050. determines that the best interest
of the state does not require it or that no competition exists.

ibl When competitive bids are required, the commissioner, after
prior written notice to the Alaska Royalty Oil and Gas Development
Advisory Board, may reject all bids on a determination that because of
the amount of the bids, the lack of responsibility on the part of the
bidders, or for reasons consistent with the criteria set out in AS
38.06.070, the acceptance of the bids would not be in the best interest
of the state.

tcx If the commissioner determines that a sale, exchange or other
disposal of a mineral obtained by the state as a royalty under AS
38.05.182 or of a right to receive future mineral production under a
state lease under this chapter shall be made otherwise than by com-
petitive bid. and the Alaska Royalty Qil and Gas Development Advi-
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Legislative R esearch A gency

130 Seward Street. S..::; 213

Alaska State Legislature e, M 1)z 196

Phone: (907} 465-3991
Fax: (907) -*3-3351

February 14, 1995
MEMORANDUM

TO: Representative Joe Green
FROM: Gordon S. Harrison, Director

RE: Oil and Gas Incentive Programs
Research Request 95.072

You asked for information on state statutory provisions designed to provide an incentive for
companies to explore for, develop, and produce oil and gas resources in Alaska. Specifically, you
asked for a report that includes "analysis of which incentives have been used,, and.why, along with
analysis of why the others have not been used; and any and ail memoranda, findings of fact, or
written'determinations related to any approval or rejection of an application by a.producer to use
one of the incentive programs” This memorandum describes the major statutory incentives and
presents basic information on their use. We obtained the information primarily from the
administrators of the incentive programs. Included is a documentary record of all denials by the
Department of Natural Resources of applications for the benefits of an incentive provision. This
documentary record, with an accompanying letter, was provided by Jim Eason, outgoing director
ofthe Divisionof Oil and Gas. We have had neither the time nor staff resources to undertake an
independent assessment of the reasons why companies have used or not used the various
incentives. Presumably companies have sought the benefit of an incentive when they thought their
projects met the basic statutory criteria for eligibility. Whether the state agencies administering the
incentives have unreasonably impeded access to them, or the incentives themselves are inherently
ineffective in stimulating oil and gas projects, are questions beyond the scope of this memorandum.

Statutory oil and gas incentives and incentive programs involving exploration and royalties are
administered by the Department of Natural Resources (DNR). Incentives involving taxes are
administered by the Department of Revenue (DOR).
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Tax Incentives Administered by the Department ofRevenue

Two major tax incentives for oil and gas projects are administered by DOR: the economic limit
factor (ELF) and the enhanced oil recovery (EOR) tax credit. Until December 31, 1994, when the
provisiondied by way of an automatic "sunset™ clause, the department also administered a special
industrial investment tax credit for gas processing facilities and mineral developments.

Economic Limit Factor (ELF)

In Alaska, the nominal severance (production) tax rate on oil and gas is 15 percent of the gross
value at the point of production, except for properties initially coming into commercial production
after June 30, 1981, which pay 12.25 percent for the first five years of production. Under
AS 43.55.013, these nominal rates are multiplied by a factor that varies from 0 to | depending
upon the productivity of wells in the field and the overall productivity of the field. This factor is
the ELF, and it is derived from a complex formula that includes the average number of barrels
produced daily by each well, and the number of barrels produced daily by the entire field. If, for
example, the ELF calculation results in a factor of .6 on a field paying a nominal severance tax of
15 percent, the. effective tax rate is 9 percent. The accompanying table shows the average daily
production, the nominal tax rate, the ELF, and the effective tax rate for all producing oil fields in
Alaska for calendar year 1994.

The ELF derives its name from a basic purpose of the provision: it is intended to prolong
production from a declining field by reducing the tax burden as the field approaches its "economic
limit," which is the point at which operating costs (including taxes) equal gross revenue. However,
because the ELF comes into play well before a field is in the vicinity of its economic limit, it does
more than merely prevent the premature shutdown ofa field. It also imparts to the basic severance
tax structure a progressive character. That is, it produces a higher tax on larger fields, which are
presumably more lucrative, and a lower tax on smaller fields, which are presumably more of a
marginal economic proposition. In this respect it mimics in an imperfect but general way a tax on
income, which economists usually consider to be the most efficient form of taxation. Therefore,
the ELF is a basic feature ofthe state's severance tax structure, rather than an addendum designed
to provide a special incentive. Nonetheless, the ELF creates a particularly strong set of economic
incentives for the oil and gas industry, and for that reason it is included in this overview.
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DAILY GROSS PRODUCTION and SEVERANCE TAX RATES for
ALASKA OIL FIELDS
CALENDAR YEAR 1994
Daily Gross Nominal Average Effective
Production Severance Economic Limit Severance Tax
FIELD (bbls) Tax Rate (%)  Factor (ELF) Rate (%)
NORTH SLOPE
Prudhoe Bay 971,000 15.00 .986 14.79
Kuparuk 305,400 15.00 .864 12.96
Pt. Mclintyre 100,600 12.25 .907 11.11
Endicott 90,400 15.00 751 11.26
Lisburne 19,200 15.00 .000 0.00
Milne Point 12,200 15.00 .006 0.08
Niakuk 9,000 15.00 .035 . 0.53
Schrader Bluff 2,900- 15.00 .000 0.00
North Prudhoe 2,300 12.25 .000 0.00
Bay
West Beach 1,500 12.25 .000 0.00
Sag Delta 900 12.25 .000 0.00
COOK INLET
McArthur River 36,300 15.00 .000 0.00
Middle Ground 6,700 15.00 .000 0.00
School
Granite Point 6,000 15.00 .000 0.00
Swanson River 4,400 15.00 .000 0.00
West McArther 2,400 15.00 .000 0.00
River
Trading Bay 2,100 15.00 .000 0.00
Beaver Creek 400 15.00 .000 0.00

Source: Department of Revenue
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The table shows that only large North Slope fields pay a significance severance tax: in 1994,
production from the Prudhoe Bay field was taxed at an effective rate of 14.79 percent; Kuparuk
at an effective rate of 12.96 percent; Endicott at an effective rate of 11.26 percent; and Pt.
Mclntyre at an effective rate of 11.11 percent. Two smaller fields paid virtually no severance tax
in 1994: Milne Point production paid an effective severance tax of 0.08 percent, and Schrader
Bluff production paid an effective rate of 0.53 percent. The other twelve producing fields paid no
severance tax. Clearly the ELF creates an incentive for oil companies to explore for and develop
small pools of oil in the vicinity of existing oil production infrastructure, such as around Prudhoe
Bay and Cook Inlet. More generally, the progressive nature of the severance tax created by the
ELF reinforces this favoritism of small fields (i.e., those with production under 150,000 bbls/day).
While large and prolific fields pay a comparatively high tax, these fields are presumed to be
sufficiently robust to bear the burden of the tax1

Application ofthe ELF formula is automatic-that is, it does not depend on a discretionary decision
of the commissioner. Taxpayers determine their tax liability on the basis of production statistics
which are reported to the state. Returns filed by taxpayers are subject to audit by DOR.

Enhanced Oil Recovery (EOR) Credit

To encourage oil production from declining fields in the United States, Congress in 1990
authorized a 15 percent federal income tax credit for the cost oftertiary EOR projects (Title 26
U.S.C. 43). The federal code is adopted by reference in Alaska's corporate income tax law
(AS 43.20.021). To qualify for the. credit,.a.tertiary EOR project must begin, after December 31,
1990, and it must significantly increase the ultimate amount of crude oil recovered from a drilling
operation located in the United States. Taxpayers take the state credit when they submit their
corporate incometax returnto DOR The department is prevented by confidentiality statutes from
revealing information about individual lax returns, and it therefore may disclose only aggregate
data (and this only to the extent that the number of taxpayers is large enough to conceal the tax
payment of an individual company). According to the Alaska DOR, for tax years 1991 through
1993, at least $21 million in credits were claimed on initial tax returns. These returns are subject

to audit.

'Future production from the West Sak field may present an exception, as costs there are expected
to be inordinately high. However, the ELF formula is sensitive to two threshold values-300
bbls/day/well and 150,000 bbls/day/field—so it is difficult to predict how the formula will work for
this field in the absence of actual well and field production statistics.
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Special Industrial Incentive Investment Tax (Expired)

In 1984 the Alaska Legislature created a special credit against a company’s state corporate income
tax for investments made after December 31, 1984 in a" gas processing project” and in
"exploration, drilling of wells, development, or mining of minerals or other natural resources ...
other than sand or grave}.” The original legislation (Chapter 60 SLA 1984) prohibited credits on
investments made after December 31, 1994, although, it allowed unused credits to be carried
forward through 1999. Thus, this provision expired at the end of last year. The department would
not provide an estimate ofthe value of credits taken and would say only that "several corporations”
took the credit during the last decade for projects that include an oil and gas production project
in Cook Inlet and several natural gas and gas ligrids projects on the North Slope. According to
Bob Bartholomew; Deputy Director of the Division of Income and Excise Audit, DOR, the credit
was not claimed for any non-oil and gas mining projects.

Exploration and Royalty Incentives Administered by Department of Natural Resources

State law authorizes the commissioner of DNR to include certain exploration incentives in state
oil andgas leases, andto'approve a reduction oftberoyaky terms ofan oil and ga& lease, under
certain circumstances. The discretionary character of these statutory programs, which require the
commissioner to make a determination of the state’s best interest before offering or approving a
benefit, differentiate them from the incentive programs under the purview of DOR, which are self-
executing. Statutory provisions for reducing royalties have changed over the years; however,
repealed provisions may still be "alive™ in active leases issued when the provisions were current,
and they therefore remain relevant today.

Below is abriefdiscussion- of exploration and royalty reduction provisions. Additional discussion
and pertinent records submitted by Mr. Eason follows as an attachment.

Royalty Reduction Provisions

Currently, AS 38.05.180(j) authorizes the commissioner ofthe department to reduce the royalty
on a producing oil field if the reduction is necessary to "prolong the economic life of an oil and gas
field." Thus, this provision is designed to accomplish for royalties what the ELF is designed to
accomplish for severance taxes: to prevent the premature shutdown of a producing field by
"reducing costs in the later stages of production decline.” The statute specifies that "the
commissioner may not grant a reduction of royalty until two years’initial production ftjm the field
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has occurred and each lessee requesting the reduction has made a clear showing™ that continued
production is uneconomic.

The section of the state oil and gas leasing law which authorizes the commissioner to unitize leases,
AS 38.05.180(p), also authorizes the commissioner to "establish, change or revoke drilling,
producing, and royalty requirements ofthe leases..." being unitized (emphasis added). Companies
have applied to the department for a reduction of the royalty terms of their Teases under this
provision. The department has rejected such applications on the grounds that it may only entertain
applications for royalty reduction under the terms of AS 38.05.180(j), because the latter is a
specific statute governing royalty reduction and AS 38.05.180(p) is a general provision authorizing
"change" in the context of unitization. According to the legal interpretation of the department, a
specific statute takes precedence over a general one. Use of AS 38.05.180(p) to change royalty
terms is an issue in the current effort of British Petroleum to unitize the area of the Badami

discovery.

Alaska Statutes 38.05.140(d) authorizes the commissioner to reduce royalties on certain minerals.
Until 1978, the list included oil and gas. However, oil and gas v/ere removed from this provision
in 1978 (Chapter 155 SLA 1978) According to Mr. Eason's letter, the department never received
an application for royalty reduction on an oil and gas lease under the provision, but a number of
active leases today contain language from the statute prior to its amendmentin 197$.

Until 1969, state law granted a five-yearroyalty reduction from 12.5 percent to 5 percent for the
holder ofa lease "who shall drill and make the first discovery of oil or gas in commercial quantities
in any geologic structure... " (AS 38.05.180[a]). This discovery royalty reduction was included
in all leases, and it was nondiscretionary in the sense that it did not require a finding of the
commissioner that approval was in the best interest of the state. However, it did require the
commissioner to decide whether production was from a new geologic structure or the extension
of a known structure, and on this basis several applications were denied. Although repealed in
1969 (Chapter 65 SLA 1969), this provision was included in all leases issued up to that time.
According to Mr. Eason's letter, two producing leases on the North Slope are currently enjoying
the benefits o fthe discovery royalty reduction. Also, some 340 active leases contain the provision,
"an indeterminable number of which could potentially produce future discovery royalty

applications.”

Exploration Incentives

Alaska Statutes 38.05.180(i) authorizes the commissioner to establish an exploration incentive
credit (EIC) system for exploratory wells and geophysical work. The law permits up to half of the
cost of the exploratory work to be taken as a credit against royalties, rentals, or severance taxes
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due to the state. The department includes an EIC provision in leases that may need the additional
enticement for companies to explore. Leases of attractive prospects do not carry an EIC provision.
According to Mr. Eason's letter, there are currently 187 active leases with EIC provisions; 20
applications for EICs have been granted, and 1denied. Apparently no lease sale since 1991 has
included EIC provisions. The value of credits taken to date is about $58.7 million.

Last session, the legislature adopted SB 151 (Chapter 39 SLA 1994) that created additional
exploration- incentives that are "distinct from the exploration incentive credit authorized by
AS 38.05.180(i) " The new law, AS 41.09.010 applies to exploratory drilling and geophysical
work "regardless of whether the land is state-owned land."” [T to 50 percent of the cost of
qualifying activity on state land may be taken as a credit against oil and gas corporate income taxes
and lease bonus payments; 25 percent of the cost of qualifying activity on private land may be taken
as a credit. No single project may receive a credit in excess, of $5 million, and no more than $30
million in credits may be claimed during the ten-year life of the program. A company taking a
credit must share with the state the raw data obtained, from the exploratory well or geophysical
survey. Regulations to implement this program have not yet been adopted.

The foregoing royalty reductions and exploration credits are addressed in more detail in the letter

and documentary material from Mr. Eason, which is attached. | hope this overview ofoil and gas
incentives is helpful. Ifyou have,any questions on would like additional information, please calL

Attachments
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Letter and Documents from James E. Eason to Gordon S Harrison, February 8,1995



TONYKNOWLES, GOVERNOR

DEPT. OF NATURAL RESOURCES PO. BOX 10703A

ANCHORAGE. ALASKA 99510-7C3J
PHONE. (907) 762 2553

OIV'SION OFOQOIL AND GAS

February 8, 1995 (replacesJanuary 30, 1995 letter)

Gordon S. Harrison, Director
Legislative Research Agencj
Alaska State Legislature

130 Seward St., Suite 218
Juneau, Alaska 99801-2196

Dear Gordon:

As you requested in your January 23, 1995 letter, | am forwarding a number of documents related
to oil and gas incentives applicable to state leases. Some of these incentives, such as the Discovery
Royalty, were authorized under statutes which subsequently have been repealed. However, there
are many active leases which were issued prior to the repeal of the authorizing statute, and which
are thus, as a technical matter, still candidates for Discovery Royalty applications. One other class
of incentives mentioned in your request, Exploration Incentive Credits under AS 41.09.100, were
authorized by statute only last session, and will not be available to applicants until mplementmg
requlations have been adopted. Each type of incentive is addressed below in the order they appeare
inyour letter, with two exceptions. | have included a discussion of "Royalty Amendments" under
the provisions of AS 38.05.180(p) and Royalty Reduction under AS 38.05.1.40(dX neither of which
were addressed in your request.

Rovaltv Reduction under AS 38.05.140fd): AS 38.05.140(§d) grants the commissioner authority to
reduce the royalty for certain minerals. Before a 1978 amendment, that authority extended to oil and
gas. The Division's records reflect that there has never been a royalty reduction application for oil
or gas under the former provisions of AS 38.05.140(d). However, a number of older leases still in
existence contain language similar to the former provisions of AS 38.05.140(d).

Rovaltv Reduction under AS 38.05.ISOfIL  The Division's records reflect that only three
applications have ever heen submitted for royalty reduction under AS 38.05.1800. Two
ap,ohcatlons related to the Milne Point Unit. These applications, submitted by Conoco and b%/ Oxy,
related to oil production from the Milne Point Unit. The applications were denied by the
department, leading to litigation in which the lessees filed both original complaints and
administrative appeals in Superior Court. Ultimately, the Alaska Supreme Court ruled against
Conoco and Oxy, holding that they had no right to maintain an independent lawsuit. Their
administrative appeal, however, was never decided by a Court because the parties settled before any
decision was reached.

Enclosures | through 12 relate to the applications, the subsequent decisions, and the settlement
between the parties. The administrative and legal proceedings related to these applications spanned
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almost a decade, and because of employee attrition at the Department of Law, ultimately involved
at least three attornegs. I you have additional questions on these records, Isug?est_ you contact
Assistant Attorney General Patrick Coughlin. He is the state's attorney most familiar with the
Conoco and Oxy appeals and settlements.

One lessee, Texaco, filed an application under AS 38.05.180(j), but failed to follow throu%h with
data required to adjudicate the application. In addition, I recall that Marathon approached the
department regarding potential royalty reductions at one or more of its respective Cook Inlet
properties in the early to mid 1980s. Both parties expressed cuncem that they could not reconstruct
the documentation of historical investments and revenues required to support an ai)phcanon under
the then existing statutes. It is my impression that this concern was the principa imBediment to
Texaco's completing its application or Marathon's submitting a formal application. Ms. Pete Nelson
represented Texaco in their discussions; | cannot recall who represented Marathon. You may want
to contact both comFam_es directly for their views on royalty reduction. Enclosure 12A is a copy
of the Texaco application and a cover letter from Ms. Mary Weisenberger, a former Land
Management Officer for the division,

Rovalty Amendment under AS 38.05.180(pl: AS 38.05.180(p) provides the commissioner's
statutory authority to enter into unitization agreements “..when determined and certified by the
commissioner to be necessary or advisable in the public interest.." In exercising that authority, the
commissioner "..may with the consent of the holders of the leases involved, establish, change or
revoke drilling; producing and royalty requirements of the leases..." (emghagis added:) Historically,
this provision has been used by the department to raise royalty rates at the time of unitization, as at
Milne Point Unit, and, more recently, at Thetis Island. It has never been used, however, to lower

royalty rates,

Both Conoco and Ox%/ (in the mid-1980s) made the argument that the commissioner, upon
unitization, has the authority to reduce royalties, or to adopt alternative royalty provisions which
would have that effect. The statutes suggest otherwise. This issue has been addressed several times
since the mid-1980s . For your review of this issue, | have enclosed a number of documents.
Enclosures 10, 11, and 12 are letters from former Commissioners Wunnicke and Brady, as well as
former Director Kay Brown, respectively. Enclosures 13 through 16 are copies of recent
correspondence between BP representative, Mr. Terry Obeney, and me on Badami related issues,
including BP's proposed "sliding scale” royalty amendment.

Exploration Incentive Credits under AS 38 05 180(0: The department authorized the use ofEICS
under this grovision for seven competitive oil and gas lease sales durin% the period 1982-1991. A
total of 705 tracts potentially eligible for EICs were offered in those sales. By J)otenUaIIy eligible,
| mean eligible, presumin? compliance with the specific lease provision and the terms of the
applicable regulations. Enclosure 17 is a summary of lease sales that offered EICs.

As of January 23, 1995, there were 187 active leases with EIC provisions. Historically, the
department has granted applications for EICs on 20 wells. It has denied the request for one EIC.
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That request was submitted by ARCO on behalf of itself and Union Texas Petroleum Alaska
Corporation for an EIC for the drilling of the Kuukpik Unit No. 3 well. Enclosure 18 isa copy of
ARCOQ's request. Enclosure 19 is an edited version of former Commissioner Noah's decision
denying the request. The copy has been edited to redact materials that are confidential under the
provisions of AS 38.05.035 and 11 AAC 82.810.

The total value ofEICs awarded to date is slightly more than $58.66 million. Credits awarded may
be taken against certain taxes or royalties owed the state or ihey may also be assigned. The award
of credits is conditioned upon subsequent audit and is subject to potential adjustment. Enclosure 20
is a summary of EICs awarded as of November 1994, The summary includes the lease ADL
number, the well name, a listing of working interest owners (lessees) for each lease, the EIC
certification date and the respective amounts of each EIC attributable to the respective working
interest owners. Exploration incentive credits are also available for geophysical work, but to date
no applications have been made for these credits. See Enclosure 21. Based upon personal
conversations | have had over the years with geophysical contractors and comEames, those
companies feel that the "disincentive™ of having to make, public data qualifying for an EIC outweigh
the financial incentive of the EIC.

ExplorationTncentive Credits under AS 41.09.100: AS 41.09.100, which was enacted last session,
expanded the DNR commissioner's discretionary authority to award EICs for qualifying exploration
activities on lands other than state-owned, leased lands. The incentive was designed to encourage
exploration of private and federal lands within the state from which the state would in turn receive
geological and geaphysical, information to which it otherwise would not be entitled. Implementing
regulations have not yet been adopted; however, draft regulations are under review by the
Department of Law.

Although the legislative record is clear that EICs under AS 41.09. LOO were not intended to be used
for activities conducted on state-leased lands, some companies apparently continue to believe
otherwise. Enclosure 22 is a copy of a request from ARCO for approval of EICs for operations
proposed to be conducted on two of its North Slope leases. The leases |n(T]uest|on were issued in
a competitive sale which did not provide for EICs. Enclosure 23 is a copy of former Commissioner
Noah's denial of ARCO's request. In addition to the ARCO request, representatives of BP have
made recent |n(iumes of the division as to the availahility of EICS under this statute for certain of
its North Slope leases, ifyou need additional background information.

Discovery Rovaltv: | have enclosed several tables pertaining to Discovery Recovery applications
for fields on the North Slope and inthe Cook Inlet region. Enclosure 24 isa summary of Cook Inlet
Discovery Royalty applications and their disposition. According to division records, 13 applications
related to Cook Inlet discoveries were filed. Of those applications, the department approved 8 and
denied 5. | ﬁ_resume most of the non-confidential documentation for those decisions is available in
the state archives.
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Enclosure 25 provides a summary of North Slope Discovery Royalty applications. To date, six
applications have heen submitted. Five of those agpllcatlons were approved; one application, that
for Milne Point G-I Well, was denied (enclosures 26 and 27).  In addition, between 1968 and 1977
nine additional Notices of Discovery Application were filed, but the applicants never completed the
applications, and the applications subsequently expired.

There are currently two North Slope leases groducin under Discovery Royalty terms. Those leases
are ADL 34635 (Niakuk #5) and ADL 28297 (Pt. McIntyre #3). Discovery Royalty eligibility for
the Niakuk lease expires in April 1995, and for the Pt. McIntyre lease inMay 1999. As an example
of the magnitude of the combined, effect of royalty reduction for these two leases, Enclosure 28
summarizes the lessees' "savings” through reduced royalties for the sample month of July 1994. The
division can provide more detailed historical summaries ifyou desire.

As noted earlier above, the Discovery Royalty statute was repealed in 1969. However, prior to the
statute’s repeal, hundreds of leases which contained discovery royalty provisions were issued. As
of January 26, 1995, there were 340 such leases active, an indeterminable number of which could
potentially produce future discovery royalty applications.

Hopefully, [ have provided all the information you need. However, if| missed anything or ifyou
need more information, please feel free to call. As | mentioned by telephone last week, this is the
last report | will be transmitting to you, Gordon, as | am leaving state service. It has always been
my pleasure to work.with.you and.your staff. Please give everyone ray regards, and take care.

Sincerely,

ames E. Eason
‘tor

cC: I\/Iartg K. Rutherford, Acting Commissioner
Ken Boyd, DeFuty Director
Patrick Couglilin, DeFartment of Law

Bill Van Dyke, Petroleum Manager
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A* A strong substantive case for easing the state’s existing royalty relief
provisions, as the Administration proposes In HB 207, has yet to be
made.

At this point we appear to be making policy not on substantive information, but
on empty rhetoric. Consider production trends and profitability.

1. Production Trends. On reviewing North Slope production forecasts for
1985, 1990 and 1995, e clear trend is evident the North Slope production decline,
although real, consistently plays out in @ more benign manner than forecasted. If you
compare 1985 forecasts to the current forecast through 2010, you will find that we now
expect to produce 3.75 hillion more barrels of oil through 2010 than forecasted in 1985.
Put otherwise; Cher the last ten years, the current tax and royalty regime has gcncraied
five years more of production at two million banels per day than was forecasted, in 1985.
Every two years, we booked an additional year of forecasted production attaps:
maximimum throughput This trend of increasing production (i.e.. sloweu decline in
production) was established in the face of declining prices. Most importantly, the
phenomenon of increasing production continues today, despite dire predictions by the
industry in the late 1980's that wc had seen the last of such increases..

2. Profitability. Wec are told repeatedly that "[t]he target is to get Areo Alaska and
BP Exploration to diver; exploration and production dollars from foreign areas and put
them into marginal area; on the North Slope/2  But the dialogue is bereft of facts. We
are being asked to buy (or trade away) a pig in a poke The economics of North Slope
production are unique and dimly understood. Arco's North Slope profits are so unusual,
in fact, that in considering the flight of domestic capital in 1991, a First Boston report
isolated Arco's results from other companies in a separate box. In that same study, BP

1Based on Dept of Nanm| Resources forecasts (see: Richard A. Pincbexg, Alaska Vonh
Production Prosnccts: Preliminary Analysis (a report prepared for the Northern Alaaka
Environmental Center, ct al.). Feb. 22, 1995).

2 -Tapping New Qil,” Anchorage Times. March 2.1995, p. B-7.
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was alone among the i.itcmaiionols in bucking the trend of greater returns overseas than
in the U.S.3 InAlaska, we just don't get it. Consider the color, front-page graph in the
tincIMIflg-Daily 1Seas last spnng showing a slide in Arco Alaska's profits from $700
million in 1990 to $225 million in 1993. The graph excluded Arco’s Alaska pipeline
profits, estimated at over $ 100 million per year. Even more important, the accompanying
story failed to note that in 1993 Arco's Lowcr-48 and overseas production endeavors &l
$180 million. nar from being a millstone around Arco's neck, from this perspective
Alaska appears to be Arco's lifeboat

In fact, N. Slope profitability is apparently sufficient to induce the consistent
production increases (i.e., slowed decline) identified above. But the public dialogue in
this area is blunted because North Slope producers steadfastly refuse to disclose
information that would justify its petition for royalty relief and other goodies.*

B. HB 207 contains serious structural defects

1 | believe that it is not wise to grant royalty reduction without
providing for clear and unambiguous clarificaticHi on the public record of the necessity' for
that assistance.  Instead of making the case for royalty relief public, the bill calls for the
crucial information to be held confidential at the request o r the lessee. Ina 1992
decision, the Alaskajudge who has probably reviewed more confidential oil industry
documents than any other ruled that the producer's efforts to bar public access to
documents batch-stamped “confidential” without review both unwarranted and contrary
to the public interest5 1Lhas been clearly and convincingly documented in other North
Slope revenue disputes thai public policy evils flourish where confidentiality erodes the

3 Fin-t Boston Equity Research, "Assessing the Domeslie Operations of International Oil
Companies: Explaining the Exodus of Capital,” September 5.1991. pp 2-13. (See Richard A.
Hnebcrc. North Slooe Prerfiig and Production Prospects [preparedfor ihc .Alaska Stale Legislature).

Nov. 12. 1991, pp. 2>27)

4 Last May, in an ""Open Letter to ihc People of Alaska' published in msgor Alaskan newspapers, BP
.Alaska President John Morg-m slated that BP has paid more in taxes and royalties than it has taken out
in profits or cash flow. This statement flics in the face of every public study of which 1am aware. BP
has refused repeated requests to put on the public record information that would substantiate its daim

(see attached letters)

5 "Memorandum Opinion and Order No. 92-71 (Denying Motions by BP Exploretiun [.Alaska], Inc.
for Continued in camera Treatment of Certain Documents in Court Record)," ANS Royalty Litigation,
1JU 77-847 Civil, May 27, 1992 (19 pp.). The court specifically refused to hold material confidential
merely al the request of the industry because *'the public’s right to know what the executive branch is
about' cutweigbad the industry's speculative ASSertion of possible damage resulting from the release of
information about its business.
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checks and balances ar.d balances that normally protect the public interest and keep the
public process on a steady course.6

2. At this time the terms "economically feasible' and "commercially
viable" are the subject ot some dispute in the public policy arcua, while the term "best

interest” is, at best, an overly broad term.

3. In my cstimauon, no valid public purpose is served by granting relief
without appealabibty.

C. The current approach to incentives is Hawed.

In the policy arena, where the mission is to protect the public interest in
both the revenue stream and the environment, industry desires must be balanced against
these concerns. To do this, measures such as royalty relief should be viewed in their
broad administrative and economic context. Two factors here arc particularly worth
noting: The companies that bid on these leases did so with the expectation that they
would pay the nominal royalty they now wish to reduce. Second, producers look at the
bottom line. To effect balanced public policy, it is necessary to consider measures such

6 la acurrent case whose very existence would be hidden from the public had Exxon Corp. not been
required to make some documents public in the United Slates Tax Court. Fxxon is asking for
retroactive tax deduction* that the Internal Revenue Service has add could r'ornately be worth S18 to
25 billion if applied to all North Slope producers. Exxon argues that ultimate abandonment of costs of
Pmdboe Bay are deductible for foderal tax years 1977 through 1984 under federal lax law because those
claims are Ixxh knowaWc and fixed (limited States Tax Court Dockets No. 18618-89 and 18432-90). In
December 1994. the Alaska Oil & Ga* Assodarioc recommended that the state should clarify what it
might require for the abandonment of Prudhoe Bay. Ironically, Exxon was identified as the lead source
for thai recommendation (""AOOA Briefing Paper: Lease Closure." presented to Knowlcs-Uwer
Transition Team Dec. 28,1994). The blatant contradiction between Exxon's position in separate
arenas Is Indicative of the kind of skuUdoggciy (hat takes place under the cloak of confidentiality.

A second example of public policy abuses nourishing behind the veil of confidentiality is the
1985 TAPS tariff settlement Due to confidentiality, key dements of that sorry record were not
available to the public until after the settlement had been formally approved. In one instance during
the latter stages of the TAPS saga, the Governor was briefed on an erroneous document that was
subsequently removed from files and replaced with an altered document, in apparent violation of Alaska
sunttes. (See Richard A Fneberg. The.1985 TAPS Settlement- A Case Study in the Effects of
Confidentiality pp Information Avajlablc.tol?«3iiop Makers in PU «nd GasRevenue Pigmies
(prepared for the Alaska State I”gislamre), Feb. 5.1990), pp. 30-36, For alate sntdy of a TAPS
settlement defect with enormous state and federal revenue consequences that was mis-stated and
consequently overlooked during the flawed 1985 settlement review process, tee Richard A Rncbcrg,
Hidden Billions: The TAPS DR&R Provision (report prepared for Son Stephens, Valdez, Alaska).
August 21.1992.
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as royalty relief in the context of the tax and pipeline regulatory regimes, where powerful
incentives for development of marginal fields already exist

In the tax regime, Milne Point, Niakuk, Lisbume and several satellite Helds art*
alieady virtually exempt from production taxes at current prices, thanks to the working of
the modified Economic Limit Factor (ELF) the industry so staunchly opposed in 1989.

Regarding pipelines: There was discussion in committee Wednesday of BFs
success at Milne Point without royalty relief. One might ask, why is BP was increasing
production at Milne Point when Conoco (who traded the property to BP in 1993)
apparently could not make a go of it? The most obvious difference between the two
companies is this: Conoco was the lone North Slope Held operator that did not share
ownership of TAPS. Consequently, Conoco paid BP approximately SLOO per barrel in
pipeline profits for every barrel of oil that it produced  While discussion of pipeline
economics is beyond the scope of this hearing, 1submit that one of the most important
factors affecting North Slope development may be the conTrol and operation of TAPS.

D. Concluding Remarks

It is self-evident that any bill that increases industry revenue at the expense of the
State Treasury' will tend to stimulate production. The industry will, of course, advocate
such a measure. But e\ cn if the rather astounding provision that automatically grants
confidentiality at lessee (producer) request were removed or replaced with Language that
guarantees public access t>information necessary to evaluation of public policy, it
remains to be demonstrated that this legislation is necessary, or that it reflects the wise
stewardship of public resources mandated by the Alaska Constitution.

In view of the well-documented history of abuses of confidentiality that have
found their v.uy into the public record, it makes little sense to allow the lessees, at their
own initiative, to prevent these materials from soeing the light of day.7 Were that defect
corrected, the case for the proposed incentives would have yet to be made.

7 As the U S. Supreme Cotut has observed, ""People do not demand infallibility from their
insdmtiom, but it is difficult for them to accept what they arc prohibited from observing.* (Richmond
Newspapers, inc. v. Virginia. 448 U.S. 555, 572 (1980]; quoted in Memorandum 92-71, op. at., cover
page) 1o accomplitb hn wull-Intcntionod desire to reduce nccdlcu litigauon, the Governor might
consider introducing legislation that f<us more information on the public record — not less.
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From the desk of Richard A. Flneberg P.O. Box 41$
Ester, Alaska 99725 Phone/Fax (907) 479-7778

Retum Reoaipt Reouestsd
) January 17, 1995
John C, Morgan, President
BP Exploration
P.O. Box 196612 mm

900 E. Benson Blvd.
Anchorage, Alaska 99519*6612

Dear Mr. Morgan:

More than seven months after | wrote you concerning assertions about North

Slope profits you published in various Alaska newspapers in a May 12 "Open Letter to the
In,that open letter, yqu stated:

. .

Your statement appears to contradict all systematic published analyses of North Slope
profitability of which 1 am aware.1 | therefore asked you May 14 to document your claim.
To help identify the differences in existing estimates, 1submitted my year-by-year
breakdown of estimated production and pipeline profits and a line-by-line worksheet
establishing the basis for my most recent (1993) profit estimates. | requested your
equivalent figures, as well as your analysis of the significant differences.

You responded July 14 with a short letter repeating that BP paid more in taxes and
royalties than it earned in Alaska from 1977 through 1993. You lowered your estimated
state taxes and royalty payments to $193 billion, which you compared to "after tax book
income far Alaska in 1977-93" of $17.6 billion. You also stated that BP disagrees with my
figures and those of a 19S9 profitability study by Edward Deakin, C.P.A., then Price-
Watcxhouse Professor of Petroleum Accounting, University of Texas. For the second
time, on July 25 1requested substantive information, noting that your letter did not
provided documentation for your revised numbers or deal with the specific differences
between your figures and the two tables I had presented. | received no response.

Careful analysis indicates that the North Slope continues to be one of the most
profitable industrial ventures In the United States. Following my letters of May 14 and
July 25,1994, again | ask your cooperation in providing the public with accurate,
sourceable data capable of supporting intelligent public policy debate oo North Slope
development policy.

Sincerely,

Richard A. Fineberg “

For example: Deakin (1989). Oil Industry Profitability ip Alaska. 1969...1987. p.2 (1969-87 indurtry
profit $4275 billion, state share $29.3 billion); Legislative Research Agency (1993), Distribution of Income
from Alaska Oil and Gas Operations .... p. 14 (1985 industry net income $5.6 billion, state net revenue
$3.3 billion;; Fineberg (1992), p. 43, Alaska North Slope Oil Profits m.. (1991 West Coast industry
profits $4.95 per barrel, stale share $3.82); Wilaon-GAlette (1994), Conwscnmnces of Exporting AUcfo
CnultQll. p. 36 (April 1994 West Coast major field wellhead profits $2.66 per barrel, state shire $2.63
(excludes estimated TAPS industry profits of $1.00 per barrel v, state taxes of approximately $0.30)).
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March 3. 1995

Mr. Richard Fineberg
P. 0. Box 416
Ester, Alaska 99725

Dear Mr. Fineberg:

This letter is in response  to your request during ourtelephone
conversation of February 15th, that I confirm in writing that BP does not
intend to respond to Kour last set of questions regarding the company's
accounting for its Alaskan profits for the 1.977-93 period.

The financial information included in John Morgan’s "Open Letter to the
People of Alaska" was derived from the published financial statements of
the Standard Qil Company and the British Petroleum ComPany pic for
the period 1977-93. It was necessary to restate some of  these data
because Sohio and BP's results from Alaska operations are not reported
separately in the companies’ published financial statements. For the
most part this restatement involved the separate identification the
profits, cash flow and tax payments associated with BP's share of TAPS
and the separation of the companies' financial results from exploration
and production in Alaska from those results in the rest of the world,
This source data was derived in accordance with generally accepted
accounting principles and we believe it provides a fair ~ basis for
comparison with the financial results of other enterprises.

We appreciate your interest in BP. However, we believe we have provided

to you all the public information available to our investor and public
constituencies and do not intend to provide additional information.

Sincerely,

Paul D. Wesseils
Director of Tax

PDW /jp

cc:  John Morgan
Jim  Palmer
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[. Overview

CSIIB 2177 (O&G) and CSHB 2(77 (3/23/95 Work Draft ‘MJHflIO.V/vVK) have
significant substantive defect that would seriously hamper the efforts ol the State of
Alaska to manage tins important resource wisely and in the best interests of all Alaskans,
fcven if those problems were corrected, a strong material ease lor casing the state's

existing royalty relief provisions has not been made.

II. Comments on Specific Provisions of CSHB 207 (O&G)

For the specific reason;/ described bcic/w, 1believe the committee substitute and
Hie work draft before you arc misguided. CSHB 207 (O&G) would make a bud btll
worse by adding lo a bill that deliberately shields the Commissioner's actions from the
public review thai normally safeguards the public interest provisions giving the
Commissioner of Natural Resources new powers to grant royalty relief that are ill-
coocetved and unprecedented.

| Heading page and hne numbers referto CSHB 207 | O&GT: asterisk/*}
uuLiotiVianguage Ui tr: DAG CSthat does no: appear in the original N il: parentheses at
end o fparagraph indicates position in 3/23195 Work Draft #9-Crll0039\K;; italicized
comments refer to language in that work, draft only.)

A. Page 1 line 10. This measure destroys regulations governing
existing royalty relief provisions that provide rational limits to arbitrary’ or unwise

administrative action. (WorkDraft.vase 2. line4.;

B. Page 2.lines6.11. Inview of the fact that industry statements about

profitability fly in the face of every-published report of which ! am aware,1criteria

1 May. in an "'Open Letter lo ihe People of Alaska™ published in major Alaskan newspapers.
flP Alaska President John Morgan stated dm BP has paid more in Lues nod royalties tltni it fi;«
taken out in prolits or cash flow. This staiecjan fbes in the face of every poMic .study uf which |
am aware. Sec. Dcafon (IPST). Oil IndnsUv Profitability in Alaska.1969 through 198T p.2.
(industry profil J42.6 billion. stale shac $29.1 billion); Legislative Research Agency (1993).
Ifofrjbuhon of Income from Alaska Oil and Gas Operations p. 14 (1985 radustiy net income
$5.6 billion, 1985 slate net revenue $33 billion); Hncberp (1992). p. 43. Alaska North Slope Qil
Profits (1991 West Coast industry profits $4.95 pa barrel, state share 33.82), Wilson-Callctic
(1994). ConM”uencwofExDortine Alaska Grade Oil, p. 36 (April 1991 West Coast major Gdd
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favtvonumic feasibility sliould be clearly defined and part of the public record.
Tins Nil does die opposite. MUM, P\e2 lines 1500 21ad 2.

C, Piigc2 lines; 79 Section 1(B) would appear toallow royalty rcltd
"to prolong the life* oi any field, regardless of profitahility. Clearly, royalty relief
would accomplish this sraunory pinpose. Dut wiretier or noi such relief is
necessary to prolong production isan aliogdIKv different — and arguable —
proposition.

Wak Draft, frage2) ins 17221 Tre attenpisdaure tothisprddem
aydes "inoreese with trepdrase "isdfidat o' at line 20 thsdoss mt nae
e [Bxdwoh, dogf)

D. Pape:. lines.J5. 22. The legislation's reliance on the requirement
that the Commissioner must find such relief in the best interest of the stare is so
broad as to be virtually meaningless, it is generally assumed as a matter of law that
public officials act in the best interest of the stale unless it is proven to the contrary.
In this case, because the material is held confidential and virtually unappealable, thi«
bill fails to ensure that royalty relief will be in the state’s “est interests." (w ork
Draft pece?. lire 27, poseline. 47

fi Paac 2. lines27-29.* This portion mandates consideration of factors
such as capital investment in the field but may be read to exclude investment in
pipelines, which are a major factor affecting both the development of new fields and
the continued production in existing fields. Moreover, guaranteed profits to the
pipeline owners are a significant factor influencing prexiuction decisions that this
language arguably requires the Commissioner to ignore.

ok Dratt, pege 2 lines 1012 Treworkdralt resdhesthisabiguity
by edudngcosidaraionoffactorsadhaspipdirescoonics TreSaensy
drooe toforego corsdarationofsignificant partias of e ecaamic reart; inoLery
dfidals, resoonsilde toshvakividers to ruumice tharraiits, will ruvnaethis
mdae)

wellhead profit!! S2.66 pw barrel. stat store $2.63 perbarrel [excludes exUntried TAPS industry
profit;,éf $i 00 per band v. State lavesof approsinietdy $030 per barrdj). BP hasrefused
repeated requests to put oc die public record infom .viou that would substantiate its claim. (Cujwe*
0T ctKrcspondencc with BP aad additional inlbnnatjoo 0o protitatihty provided {0Hook: Oil e
Gas Commiuee Match 16.1995: see testimony 0f Richard A- Finebcr®).
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¢ I'tine 3. hoes o-1T* Subpar. (5)<a) sets a potentially dangerous
precedent by encouraging companies lo Inuk: properties in declining production to
a\wd discloMDyg relevant fact? of production economics to the state,

(WorkDreft pave3 lines 1719 Language auresihiscHe)

G. Page 3. lines 12-13. The requirement thai the CtnnmiKiionor shall
hold application material confidential at industry request contravenes tin- slate's
sunshine laws, common sense and jurisprudence. In 19%. the Alaska judge, who
Itas probably reviewed more oil industry documents than any other specifically
ruled, on his own initiative. tluri such a blanket grant of confidentiality was not
justified. In view of the dearly established right of the public to know what its
officials arc doing, he said, the industry must make a showing that it is necessary to
hOld documentS Confidential.Z IWork Draft ypaze 3. lines 20-21J

| Page 3. hoes 6-17. Itiseasy toseewhy the industry would like to
remove judicial review; in new of the long history of increased revenues the slate
has obtained through the courts, one wonders why the stewards of public resources
would recommend this course of action. (work oraft page 9. tines 23-25 3

. Page 3. lines 18-24.* Apparently throwing in the towel ona 20-year
endeavor to attain die expertise in the state system to protect the public interest in the
inevitable and perfectly legitimate dialogue between the industry aDd die stewards of
the public interest, this bill sets up ao unprecedented system inwhich the
Commissioner will rely instead on a contractor to the industry fwork praft, parte

|ilBZ7through FH'E4|ine Z)

J. Pape 3. lines28-31 and p. 4. through line 18.* In groping for some
group to bless the Commissioner's actions, the CS relies on approval by 3 of 5
members of a group called the Royalty Oil and Gas Dc-vdopment Advisory Board
The Royalty Oil and Gas Development Advisory Board appears to liea rulibcr
stamp. ~ Further, with all due respect, the submission of the near-moribund
Royalty OU and Ons Development Advisory Board finding in legislative leaders

2 "MaDoraadnm Qpinion and Order No. 92-71 (Denying Moticos by BP Exploration kAlaska],
Inc, for Continual in urncw Tientaait of Certain Docwnarts in Cout R,ec?rd, " ANS ogalty
Litiganoo. IJU-77,847 Civil. May 27,1992 (19 pp.). The court sRvaflca l) ixfuacdto.hold °
material confidential merely at tie'request ctf the industry beryinse “the public’s ngtrt I Kiunv whai
dieexecutive branch is abom” gatwegshed the industry's jpccalativ ¢ assertion of possible damage
resoling from the release of information aboni its (hiancss.
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hardJy substitutes for thorough executive revicw before a course of action is
nxoimucnded-*

(Work Dmft. pagelines / 24. | do notbelieve AOGCC has the
resources or economic background lo evaluate such a proposal: from the phrase 'if
any" al tine IS, it appears that the AOGCC response does not lunc to be in

writing.)

C. Production Forecasts Demonstrate This Bill May Be Unnecessary

On reviewing North Slope production forecasts for 1985, 1999 and 1995. a clear
trend is evident the North Slope production decline, although real, consistently play's out
in a more benign manner titan forecasted. If you compare 1985 forecasts lo the ament
forecast through 20 LO, you will Find that wc now expect to produce 3.75 billion more
bands of oil through 2010 than forecasted in 1985. Put otherwise: Over the last ten
years, the current tax and royalty regime has generated five years more of production at
two million bonds per day than was forecasted in 1985. Every tu o years, we booked an
additional year of forecasted production at TAPS’maximum throughput. This trend of
increasing production (i.e., slowed decline in production) was established in the face of
declining prices. Most importantly, the phenomenon o| increasing production continues
today, despite ibre predictions by the industry in the late 1980's that we had seen the last

of such increases.*

D. Conclusions

It is self-evident that any bill that increases industry revenue at the expense of the
State Treasury' will tend to stimulate production. The industry will, of course, advocate
such a measure. Butit remains to be demonstrated that this legislation is necessary, or

3Accord| totheDeﬁt of NTtnr.il Resouhces the Roryalt Oil and Gas Develogment a\&?? (¥
Board has Met twice in the last veyears, hae no chair' and may have cae vacan oner S
seathasexplw(} [t is tn gnndcntandmgthﬁtsmc the mid-1980's this hoard, of which the
Commissicocr DNR| a am-voting 3ixth member, has alway's supported the department's

actions unanimood Y.

ABased on Dapt, of Natural Resources forecasts (sec: Richard A. Hneherg, /Vlasta North Slope
LTodnctqn Pro 8ects Pref orrlnary Aualvsis [a «yort prepared far the Northern Alaska
|rvuonn|cnta| nt«. « b. 22.1995). For past warrants Ural production increases would
nol continue, sec Richar A anbcrg An, verwewofNonftSIope Production Puvspa-ts. 1990-
2010 gpre nared far the Alatfui State Leglslature?1 Dec. 15. 1990] p. 23-28, and North .Slope
Egollt and Piuduction Prospects fpicpared foe the Alaska State logjehnnre]. Nov. 12,1992, pp.
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that it /diceis the wise stewardship of public resources mandated by the Alaska
Constitution. Particularly /n view of the wcll-docwnookx! history of abuses of
conlidcntiality that have found then way into the public records and n/ircni disagreement
over the basic facts of North Slope profitability,6 it makes little sense lo allow tile
lessees, at their own initiative, to prevent tlie buses for j>rantinf royally relief from seeing
the light of day.7 Even if that rather astounding defect — and tlie others listed above —

were corrected, lire case foi the proposed incentives would have yet to be made.

51In acurrent casewtla*cve}%y eX|sten e wouyld be bldéien from the ublic had Exxon Corp nn! hem
required 10 make some docuntents p ublcm the United Slates Tax ourt F.exon Is arkm, tor
retro t|ve faxdedu fion thal he nternal Revenue Strria: hassaﬁl coHJId uItlmF I)ébeworthSIBlo
OUI Tptio toa Nort S gxodoccxa Exxon argues t atuhmateawr onmeni of costu of
ru hoe BuV Ant-dcdocobe for eder | tax year* 1977 through') . mvicr federal tax law because those
daims ore bath knowable and fixed (IJnlterl States IaxCoon iXxiets Mo. 18618-89and 1g432-00) In
Lrcembex 1994. the Alaska Oil 9 Gas VsseX'ianioQ reootmneoded that the state should clarify whatl
might re(%mre for the abandonmentofPrudhoe Ba¥ Ironlca y. Exxon was identified as the |éad srwre
furthat rtxesnntendatian ("AOGA Briefing Paper Lease Qo-airr," presented to Kuow|cs-Ulmer
Tran.nuno Team Dec, 28,1994). The blatant coutradUlioo between Exxon's portion In separate
arenas isindicative of the kind ofinaxrostaxy tliat ran oonlaminale public policy made under Li
cloak ol uouftdentialty.

A second example of public policy abusesflourlshmg behind the veil of confidentiality is
the 193 TAPS tariff settlement. Do€ to conf|dent|a|g key elementsofthats [Ty recorg were
Hotav allable to the public Hntl| after the setttomeat had beg rl)for Rprove In pne Instance
unnﬂ e latter stages of J e TAPS sa%% the Govern rvva|t riefed on an erroneous ocum?ntt at
was stibsequently removed from tiles andreplaced with an altered document, in apparent violation
of Alaska statutés. %See Pochard A. Fjochorg. The 1965 TAPS Settlement A Case Stndv in the
F1h*fa of CouCdentialitv on Infotmrtioa AvaUabk to Dco/aoo Makers in Qil aid Gas Revome
Djgwica (prepared for the Alaska State Legislature), Feb. 5,1990), pp. 30-36. Foralata study of

a TAPS settlement defect with enormous state and feceeral rwcone consequences that was mis-stated
and therefore overlooked during the flawed 1985 scttium-ni review Iprocess sec Richard A
Fingberg, Hidden Biniooa: The TAPS DR&R. Provision (repeat prepared fur Stan Stephens.
Vaille7, Alaska), August 21.1992.

6 Seenote 1.above

7 As the U.S. Supreme Court lias observed, "People do not demand infallibility from Ihur
institutions, but it Is difficult for them to accept what they arc prohibilfd from observing." (Ridunond
Newsp a}ﬁers Inc. v. Virginia, 44817S. 555.572 [1980], quotctl in Memorandum 92-71,0p  a t.cover
am 0 accom ||slw his, wll- nhcnuoncddesw?to redoceneeﬁlessH jgation, d;betov mor might
sderlntroduu egislation that pots more information on the punli recor ot ew.
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M ature Fields Illustration #1

When X is 10% of the
difference between revenue
and total operating expenses,
or lower, for 2 consecutive
years, the royalty will be

Revenue reduced sufficiently to try to
maintain this percentage as
the revenue continues to
decline. The irreducible
royalty will be 5% of all oil &
gas sold from the lease.

Total Operating Expenses
(including Royalty & Taxes)

Irreducible

Company

Operating

Costs = Salaries
Overhead
Lift Costs

Tim e >
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M ature Field Illustration
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JgpUSE COM M ITTEE REPO] | }

9
I()a)te Referred: March 22, 1995

Date of Committee Action:

The RESOURCES Committee considered:

HOUSE BILL NO. 207

FURTHER REFERRALS: Finance

HB 207

ADJUSTMENTS TO OIL AND GAS ROYALTIES

"An Act relating to adjustments to royalty reserved to the state to encourage otherwise uneconomic production
of oil and gas; relating to the depositing of royalties and royalty sale proceeds in the Alaska permanent tuna;

and providing for an effective date.”

recommends it be replaced
with the following committee substitute

[ ] additional referral to

[ ] attached amendment(s)

ADOPTS:

ATTACHES NEW FISCAL NOTE(s):

[ J fiscal note(s)

[ J zero fiscal note(s)

SIGNING WITH RECOMMENDATIONS

/|

v [rfthe same title
C S [ 1a new title
Committee
Letter of Intent
(3:01) APPROVES PREVIOUS: (DopUDut)
[ ] fiscal note(s)
[ ITzero fiscal note(s) I A5
DP DNP N R A M
X
-Nr
*



HOUSE RESOURCES COMMITTEE
MARCH 29. 1995

COMPARISON OF HB 207

Bill Version O&G CS -"G™"
SECTION 1 No Legislative Intent
SECTION 2

No cross references to
,18” & Iltll

AS38.05.180 (j)(1)

M MA) ()

())(D(B) "later stages of
production decline"
requirement - no
consideration of "sale
value" decrease

fi)(N(C)

0K2)

1st RES Draft - "K "

Legislative Intent

Allows consideration of
"s" - pooling, and "t" -
drilling

Adds "commercial
guantities” production
threshold

Deletes "later stages of
production decline” and
introduces "sale value
decrease"

No changes

No changes

2nd RES Draft - "U"

New Legislative Intent

Same

Changed to "oil & gas for
sale"™ (P.2/L. 10)

"later stages of production
decline" still out - "sale value
decrease” changed to "price"
(P.2/L.16)

No changes

No changes



O&G Version "G" Hse Res Version "K”
()(3) re-word/ No substantive
effect
() (4) Royalty reduction floor Floor subsection DELETED
of 25%
renumber
() (5) commissioner cannot (J)(4) Commissioner MAY
require pre-ownership require info that is
info "reasonably available"
(1) (6) Commissioner's ruling  (j)(5)
is unappealable Ruling is unappealable

"subject” to (7)

(@) Commissioner can (j)(6)
require applicant to Consultant must be
pay for consultant to "nationally recognized...in
evaluate hydrocarbon production

and economics"

(1)(8) Commissioners decision (j)(7)

must be approved by Deletes Royalty Board

Royalty Board approval,
by AOGCC
SECTION 3 Section 2 Section 3

(p) units (p) units

inserts approval

Hse Res Version "U"
re-worded/ No substantive
effect

Floor re-introduced
20% for new fields(P.3/L. 10)
10% for old fields(P.3/L.13)

Same (P.3/L.20-22)

Now at (8)(D)
(P.4/L.31)

Same

Deletes AOGCC and allows for
30-day public comment
period (P.4/L.2)

Same



O&G Version "G" Hse Res Version "K" Hse Res Version "U"

SECTION 4 Section 3 Section 3 (s) units
Effective Date Effective Date

SECTION 5 (t) units

SECTION 6 Effective Date



