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SENATE FINANCE COMMITTED REPORT

DATE: 5 /6 /95  FURTHER:

DATE TURNED INTO OFFICE:

T he F in an ce  C om m ittee  c o n s id e re d  C S FO R HOUSE BILL NO. 207(F!N) am  

A d justm en ts  to royalty re se rv e d  to th e  s ta te  to en c o u ra g e  o therw ise u neconom ic  p roduction  of oil 
and  g a s ; EFD.

and recommends: Senate Bill:
_  , /  „ ' - l. \ [ ] same title

[y \  be rep laced  with CS <2—S  O  '2 --Q  7  ( / / / I )  1 [ ] new title
H ouse Bill:

[ ] adopt prev ious  C S ________________________________ (_________) [ ] same title
[ j technical change

[ ] attached amendment(s) [ j new: SCR"

[ ] adopt Letter o f Intent b y ________________________ Committee

[ ] further referral to t h e ____________________________ Committee

Department Date Zero Fiscal Department Date Zero Fiscal

[ ] APPROPRIATION -  no fiscal note ♦include fiscal notes accompanying Governor’s bill
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STATE OF ALASKA REPORTED OUT OF
1995 LEGISLATIVE SESSION;
Revision Date: Dept. Affected:

FISCAL NOTE . Version: HB 207

(H) Publish Dale: 2 / 2 7 / 9 5

Revenue
Title: Reduce Royalty Share/Hold Permanent Fund "I BRU: APFC

sponsor:
Requester:

GOV
_ Component: APFC

GOV COM PONENT SERIAL NO. 109

Expenditures/Revenues (Thousands of Dollars)
O PER A TIN G  EX PEN D ITU RES FY 96 FY 97 FY 98 FY 99 FY 00 FY 01

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL O PER A TIN G 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPEN DITU RES I

CH A N G E IN R EV EN U ES ( ) I I

FUND SO U R C E (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

E s tim a te  o f a n y  c u r r e n t  y e a r  (FY 95) c o s t :  S

PO SITIO N S
FULL-TIME
PART-TIME
TEMPORARY

No additional costs or significant impact is anticipated with the implementation of this proposed 
legislation upon the Alaska Permanent Fund Corporation.

\ W  i

Prepared by: M artin Plhl, A ctin<Y £xecutita Directol )̂]!MHV(li W Phone: 465-2047
Division: APFC / / ~'jj Date: 2/23/95
Approved by I 
Commissioner Deborah Voqt W- $ I / A  % Date: 2/23/95

m  1 7 1 -7 ;  t  r  > : p r o v i d e  a l l  d i s t r i b u t i o n  c o p i e s  t o  g o v e r n o r  s  l e g i s l a t i v e  o f r c e
w W U r t / i  1 I  C C  W  1*4  *  For furtherdtetrtbulton tntarmrton, ca» th e Governor's Leofetatlve Office

(Rev 10/94) 95lbnoj<ia/DBR Page 1 ot 1



S T A T E  O F A LA SK A  * • , Bill Versicn:_ BB 2 0 7 .
1995 L E G IS L A T IV E  SE SSIO N  R E P O R T E D O u  V Op  (H) Publish o a e :  3 / 8 / 9 ?
Revision Data:  Original________  -------Dept Affected: Natural Resources__________________

Title: An Act relaiino to adjustments to rovaltv reserved tc 3RU: Resource Develooment______________
the state to encourage otherwise uneconomic production of oil and ... Component: Oil & Gas Development______________

. FISCAL NOTE No._3_ Correct

Soonson House Rules Committee
Recuestor: Governor Knowles Component Serial No. 439

E.tcenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES F796 FY97 FY93 FY99 FY00 rV01
PERSONAL S crtV IC ci 90.61 94.0 97.5 i 101.2 105.0 103.91
TRAVEL 5.0l 5.0 5.01 5.0 5.0 5.01
CONTRACTUAL 5.0 5.0 5.01 5.0 5.0 5.61
SUPPLIES 5.0 5.0 5.0| 5.0 5.0 5.01
EQUIPMENT ' " "  ' r
LAND & STRUCTURES 1
GRANTS, CLAIMS 1 I I
MISCELLANEOUS 1 1 ! !
TOTAL OPERATING 105.6 109.01 112.5 116.2 120.0 123.91. .

CAPITAL EXPENDITURES O o o b 0.01 0.0 0.0 0.01

|CHANGE IN REVENUES) ) 0.0 0.0 0.01 0.0 0.0 0.01

FUND SOURCE (Thousands of Dollars)
1002 Feaerai Receipts 1 1 I
1003 GF Match 1 1 1
1004 GF 1C5.5 109.0 112.5 116.21 120.01 123.91
1C05 GF/Prooram Receiots ! 1 1 1
1006 GF/MHTIA I I I !
Other 1 1 1
TOTAL 105.5 109.0 112.5 116.21 120.01 123.9|

Estimate of any current year (FY95) cost: S None

POSITIONS
FULL-1 iMc 11 11 11 11 11 l l
PART-TIME 01 01 01 01 01 01
TEMPORARY 01 01 01 01 01 Cl

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
_ _ _ J iQ r further distribution information call the Governors Legislative Office

c o m U T J E &  C O P Y



ATTACHMENT FOR FISCAL N O TE - H B 207
REDUCE ROYALTY SHARE/HOLD PE R M A N E N T  FUND "HARMLESS"

Implementation o f this legislation will create an increased workload for the Division of Oil & Gas. 
We anticipate that some o f  the applications will be analyzed within the Division and many will 
require analysis by third parties (the bill provides that third-party costs will be paid for by the 
companies). Because o f the extremely sensitive and confidential nature o f  the data a considerable 
amount o f interaction between the third-party contractor and the state will be needed. 
Furthermore, the bill requires that applicants make a clear and convincing showing o f the need for 
royalty reduction, so the Division will need to  evaluate the economic, geological and engineering 
data submitted for compliance with theilaw prior to seeking the assistance o f a third party.

Because this legislation contains provisions tha t may cause the term s o f the application to vary 
over time, any approved application will need to be monitored on a continuing basis. W e expect 
this program to have broad appeal, however, w e cannot anticipate how many applications will be 
submined or when they will be submitted.

An exempt Petroleum Engineer, Range 26A, will provide the broad background that will be 
needed to evaluate these proposals effectively. This position will need to be skilled not only in 
Petroleum Engineering, but will also need ' o have extensive Icnowledge o f  petroleum geology and 
petroleum economics. The salary cost o f  this position will be approximately S90.6 the first year, 
including benefits. Additional, minor expenses such as travel, contractual and supplies will be 
required which we estimate will not exceed S I 5.0. This position and the associated costs are our 
estimates o f the funding needed to  get the program  started; if many applications are received, 
other positions may be required. W e assume that each application will take between 4-6 
employee-months to evaluate.

This legislation will effect state operating revenues in an unquantifiable manner (the Permanent 
Fund share is not affected by this legislation). This legislation gives the commissioner authority to 
grant royalty reduction which, on its face, w ould seem to  indicate a decrease in revenue.
However, since die purpose o f  this legislation is to prom ote development o f  fields that would not 
otherwise be produced, the net effect on state  revenues should be positive. As a result o f  this 
legislation we are gaining new revenues based on this new production (albeit at a somewhat 
reduced rate from currently producing fields).

dnr fin svcs hb207.v/pd
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Revision Date: ______ 3/1 >1/95__________________________ Dept. Affected:_________Revenue_____________
Title:  Adjustments to Oil and Gas Rova BRU: Revenue Operations______________
___________________ _________________________________ Component: Oil & Gas Audit__________________
Soonsor: ( tp  Rules _______________________________
Requer*ar: Governor__________________________ COMPONENT SERIAL NO. 115

No. 4
B:"' Version: CSHB 2Q/(o&G)

FISCAL NOTE (h, Publish Date: 3/22/95
STATE OF ALASKA BI]
1995 LEGISLATIVE SESSION

cxpenditures/Revenues _________________(Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 | FY 93 FY 99 FYOO FY 01

PERSONAL SERVICES I
TRAVEL I
CONTRACTUAL I
SUPPLIES I I
EQUIPMENT I I
LAND i  STRUCTURES I t
GRANTS, CLAIMS I I
MISCELLANEOUS I I I
TOTAL OPERATING • * I * * *

CAPITAL EXPENDITURES 1 1 1 1 1 1

CHANGE IN REVENUES ( ) 1............. «*” S e e Analysis*......... *......... ................ *........

FUND SOURCE (Thousands of Collars)
1C02 Feceral Receipts t i l l
IC03 GF Match 1 1 1 1
1CC4GF 1 1 1 1
1005 GF/Program Receipts 1 1 1 1
1C06 GF/MHTIA 1 1 1
Other 1 1 1
TOTAL * 1 | * l *

Estimate of any current year (FY95) cost: S 

POSITIONS
FULL-TIME 1 1 1 1
PART-TIME 1 1 1 1 1
TEMPORARY 1 1 1 1 1

ANALYSIS: (Attach a separate page if necessary)

This Bill would grant the Commissioner of Natural Resources broad authority to reduce the royalty terms 
of an oil and gas lease if such reduction would allow new commercial development, prolong field life, or 
reestablish commercial production from idle leases. The reduction could be no greater lhan the 
percentage required to deposit royalty income under the intial lease terms into the permanent fund. The 
net impact of this provision will be to insure that the permanent fund share under the original lease terms 
will be covered in the event of reduction in royalty rate . in theory, the ability to grant royalty relief should 
raise the cash bids on new leases.
Mew production from this royalty reduction would most likely pay little severance tax because the 
Economic Limit Factor is designed to provide almost total tax relief to the kind of marginal fields this 
legislation is aimed at benefiting. Each new barrel of production would be subject to the S.05/bbl or 
S.03/bbl hazardous release surcharge (depending on the balance in the 470 fund) and the S.004/bbl 
conservation tax. The impact on the corporate income tax would be too small to measure because of

annnrtinnaH ia't.ha fa TrtA.gini~n hfitHnfinitinc-lKogji finli-lc monlrl '-owo
Prepared by: Chuck Loosdon ^  Phone: 277-5627
Division: Oil and Gas Audit P i v i s i c ^ ^ ^ ^ T ^  1CTV /

Approved by Commissioner: Oeborah Vcol \  Ul  / / f f ir ^ D a te :
Agency: Revenue Vs

Date: 3/14/95

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
^ n n j i J i r r r r  distribution information, call the Governor's Legislative Office

(F ^ vT (M ;Mnsho£lrOTR C O P /  Page ! Qf ,
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Chenoweth 

5/9/95

A M E N D M E N T

SENATE FINANCE
OFFERED IN THE SENATE

TO: SCS CSHB 207(RES)

1 Page 3, following line 25: Logged-In. By: y j i Z -  . .

2 Insen a new subparagraph to read:

3 "CO under this subsection unless the com m issioner and  the

4 lessee or lessees applying for the rovaltv decrease or o ther ad ju stm en t

5 agree that  the decrease or o ther ad justm ent m av take effect onlv if not

6 disapproved under  ('12>)CDN of this subsection and  the com m issioner first

7 subm its the decrease o r o ther ad justm en t u n d e r tha t p rov is io n :"

8 Page 7, following line 29:

9 Insert a new subparagraph to read:

10 YD) subm it a final findings and determ ination m ade u nder

11 fB) or approved bv the governor under CO to the presiding officer of each

12 house of the legislature: if the legislature is in session at the tim e of

13 subm ission and does not ac t w ithin 50 davs a fte r the close of the  public

14 com ment period under (,8)fB) o r fC) of this subsection to d isapprove the

15 com m issioner's proposed finai findings and  determ ination  bv enacting

16 legislation, the com m issioner shall issue a final findings and

17 determ ination: if the legislature is not in session, the Legislative B udget

18 and Audit  Comm ittee shall review and approve o r  d isapprove proposed

19 final findings and determ inations: if the Legislative B udget an d  Audi t

20 Com m ittee does not act within 50 davs a fte r the close of the public

21 com m ent period un d er f8) of this subsection to d isapprove, bv m ajority

22 vote of the com m ittee's full m em bership, the com m issioner's p roposed

23 final findings and determ inations, the com m issioner shall issue a final

24 findings an d  determ ination :"

COMMITTEE .  /  
Amendment Number:_T /
Bill Number: S C S  c£ hl& t e n C  
S p o n so rr/’A, //  ,'^ s  Date: Y ? /? /5  C

-l-



Reletter the following subparagraph accordingly.

9-GH0039U.5

Page 7, line 31:

Delete "(B^ o r fCV 

Insert "(B) - (D)"



Page 3, Line 9, delete all material and replace with:

(C) for a modification under (1)(A) of this subsection, set out the terms and
conditions, which

(i) must include a schedule based on price or value of the
hydrocarbons produced; the schedule must provide for an increase in
royalty percentage resulting from an increase in price from the base 
assumptions that is equal to or greater than the decrease in royalty 
percentage that would result from an equivalent decrease in pric* from 
the base assumptions; and

(ii) may include, in addition to the schedule specified in (i) of 
this subparagraph, a further adjustment to the schedule based on 
ultimate recovery from the field or pool;

(D) for a modification under (1)(B) or (1)(C) of this subsection, set out the 
terms and conditions, which may include



Any reduction of royalty receipts as a result o f the commissioner's decision to decrease or 

otherwise adjust a royalty under (1) (A), (B) or (C) o f jiv f  subsection shall be apportioned 

to the revenues deposited to the General Fund and the Permanent Fund so as to maintain, to 

the full extent practicable, the revenue stream that otherwise would have been deposited to 

the Permanent Fund.

SENATE FINANCE 
COMMITTEE ^



^ f ^  t f n h s -

AMENDMENT

OFFERED IN THE SENATE
TO: SCS CSHB 207(FIN) Am0n d ^ ” _ i

  - -   >
Page 2, line 3: Sponsor: 4 s * ^ i i r  Da!e:XZ"/°

After "otherwise" ~  "  '

Amendment Number:— 4 — ^ , ^ '  
Bill Nnmher: ?h jA S-— ,r ^

After otherwise Logged in By: \A A -^ -
Delete "adjust" ^ 7
Insert "modify"



SENATE FINANCE

OFFERED IN THE SENATE 
TO: SCS CSHB 207(FIN)

AMENDMENT COMMITTEE 
Amendment Number: 4
Bill Number: C 5 tfl1 "Zcrj (£-/<vQ
Sponsor: /b/E., l~ Date: x A A  t 
Logged In By: ) /h  s

Page 2, line 12:
After "subsection;" 
Delete "and"

Page 2, line 14:
After "sale;"
Insert "and"

Page 2, line 15
Before'XB)"
Insert "(iii) oil or gas production from the field or pool would not otherwise 
be economically feasible; "

A



AMENDMENT

OFFERED IN THE SENATE 
TO: SCS CSHB 207(FIN)

Page 3, lines 7 -15:
After "price"
Delete "or value ... under the modification"

SENATE FINANCE 
COMMITTEE / 

Amendment Number: )
Bill Number: # 0  J 7 7 ,  / c r
g p n n s n r :  /\> J » *

Logged In By: - —



AMENDMENT

OFFERED IN THE SENATE 
TO: SCS CSHB 207(FIN)

Page 3, lines 7 -15:
After "price"
Delete "or value ... under the modification"

SENATE FINANCE 
COMMITTEE , 

Amendment Number: H

Bill Number:
S p o n s o D a t e : _ x _ / '  
Logged In By: v

DeJe4A> •
r

tk ol pe ■



AMENDMENT

OFFERED IN THE SENATE 
TO: SCS CSHB 207(FIN)

Page 3, line 18:
After "on"
Delete "ultimate recovery"
Insert "production rate or volume

° l T

S E N A T E  F IN A N C E  
COMMITTEE 

Amendment Number 
BUI Number

Sp onso r: , a  D^’e * _ £ 7 / / / f r  
Logged 5

V \ \ A y  k
d

lW7$i*r
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Chcnowcth/Finley
9-GH0039\X

SENATE CS FOR 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. AS 36.30.850(b) is amended by adding a new paragraph to read:

(33) contracts between the Department of Natural Resources and

contractors qualified to evaluate hydrocarbon development, production, transportation, 

and economics, to assist the commissioner of natural resources in evaluating applications 

for oil anctgas royalty increases or decreases or other oil and gas royalty adjustments, 

and evaluating the related financial and technical data, entered into under 

AS 38.05.1800).

* Sec. 2. AS 38.05.1800) is amended to read:

0) I h e  [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS

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

-I-
New Text Underlined (DELETED TEXT BRACKETED)

SCS CSHB 207( )



GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE, THE] 

commissioner

(I) may provide, for an increase or decrease or otherwise adjust 

[SHALL ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on 

iadiridaal I c ^ J f a a O - HDifocd as described in (p) of this section. leases subject to 

an agreement described In (s) or (t) of this section, or interests unitized under 

AS.3Lfl£; the commissioner ma? act under this subsection to modify the rovaltv

IA}—after tbe effective date of this A c t  ar.d not later than 

July. h  200<L-tP_allQw for production from an oil or gas field or pool if

(i) the oil or gas field or pool has been delineated 

sufficiently to allow the commissioner to condoct the analyses and 

make the findings required bv this subsection: and

(11). tbe Bcld or pool has not previously produced oil or

gaj-fgr-?qie;

(B) to prolong the economic life of an oil or a »  field or pool 

as costs per barrel or barrel equivalent increase such that future production 

would not otherwise be economically feasible; or

(C) to reestablish production of shut-in oil or gas that would

nsLoih^DDSg be economically

(21 [. THE COMMISSIONER] may not grant a [REDUCTION OF] 

royalty mpdiflggtiQU unless the lessee or-teassS5 requesting ;iie modification make 

[REDUCTION MAKES] a clear and convincing showing that a modification of rovaltv 

meets the requirements of this subsection and is in the best interests o f the state;

(3) shall

[A l [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 ajQ£ [A] royalty 

modification [REDUCTION] granted under this subsection in any way necessary 

to protect the state's best interests;

(B) describe, in the findings and determinations required bv

WORK DRAFT ' * WORK DRAFT WORK DRAFT

SCS CSHB 207( ) *2-
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29

30

31

32

thfa the relevant factors, including price, projected production

rate or volume, predicted tilt in g *  recovery, and development, operating. 

and transportation costs, upon which the modification is based:

(Q. J ar a .modification under (11(A) of this subsection, set out 

tbe terms and conditions, which

fi). must include a mechanism for adjusting rovaltv  

percentage, based on price or value of the hydrocarbons produced; 

the mechanism must provide for an increase in rovaltv percentage 

resulting from an increase in price from the base assumptions th a t  

at_a_giipiimum, foHy compensates for anv decreases in royalty 

percentage resulting from a decrease in price from the base 

assumptions; u  is. the jn ten t o f this provision that the value o f the 

potential percentage increases under the mechanism will. at a 

minimum, fultv compensate for any negative risks the state assumed 

under the modification: and

(ifl_ may include, in addition to the royalty percentage 

adjustment based on price as specified in (i) o f this subparagraph, 

a further adjustment based on ultimate recovery from the field or 

pool: and

ID) for a modification under (l)fB ) or (lMC) o f  this

subsection, set out the terms and conditions, which mav include 

sufr&titutiQQ_Qf_a.sliding, scale .royalty or other mechanism to modify the 

royalty if there is a change in the relevant factors, such as price, projected 

production, rate or_voluroe. predicted ultimate recovery, and development, 

operating, and transportation costs, upon which the modification is based:

(4) mav rot grant a rovaltv modification for a field or pool

(A) under (1)(A) of this subsection if the rovaltv modification 

for the field or pool would establish a rovaltv rate of less than five percent 

in amount or value of the production removed or sold from a lease or leases 

covering the field or pool:

(B) under (1XB) or (1)(C) of thisjmbsection if the rovaltv 

modification for the field or pool would establish a rovaltv rate of less than

WORK DRAFT WORK DRAFT WORK DRAFT

-3- SCS CSHB 207( )
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32

tilTSS Percent in amount or value of the production removed or sold from a 

l e s s o r  leases covering the field or pool;

I f )— m a m g L  grant a royalty modification under this subsection 

withflttl- including an explicit condition that the royalty modification is not 

asaignahlfi without the prior written approval of the commissioner: the 

commissioner shall, in the preliminary and final findings and determinations, set out 

tfag-gflnditfons undsc-whlch the_roY^itY modification mav be assigned;

(6) shall require the lessee or lessees to subm it with the application 

foL lhe-ro.Ygity modification, financial and technical data that demonstrate that the 

requirements o f this subsection are met; the commissioner shall

(A) require disclosure of the financial and technical data 

related to development, production, and transportation of oil and gas from 

the Held on pool that are necessary to make a determination as to whether 

or not to grant the request for rovaltv modification; and

IS) keen the data described in (A) of this paragraph

confidential under AS 38.05.035(aK9) at the request of the lessee or lessees 

makina application for the rovaltv modification; the confidential data m s , 

be_Aisclosed by the commissioner to legislators who sign an appropriate 

confidentiality agreem ent to the legislative auditor, the director o f the 

division of legislative finance, and the permanent employees of their 

respective divisions, and to agents or contractors of the legislative auditor or 

the legislative finance division director who are engaged under contract to

WORK DRAFT WORK DRAFT WORK DRAFT

ShcU (

evaluate the m allo iflM c a flsni
(7) mav require the lessee or lessees making application for the 

rovaltv modification to par for the services of an independent contractor, qualified 

to evaluate hydrocarbon development, production, transportation, and economics, 

who la selected bv the commissioner to assist the commissioner in evaluating the 

application and financial and technical data: selection of an independent contractor 

under this paragraph is not subject to AS 36.30;

(8L_$hall
IA) make and publish a preliminary findings and

determination on the royalty modification application; if  the prelim inary

SCS CSHB 207( ) -4-
New TexC Underlined [DELETED TEXT BRACKETED]



1

WORK DRAFT WORK DRAFT WORK DRAFT 

findings and determination concerns a rovaltv modification under (1)(A)

2 of this subsection, the nreiiminarv findings and determination shall alcn h»

3 presented to the governor for the governor's annroval or disanDroval: the

4 governor mav not delegate a determination to approve or disannrove a

5 preliminary findings and determination under this subparagraph:

6 (B) for a rovaltv modification under (1)(A) o f this

7 subsection, if the governor annroves the preliminary findings and

8 determination under (A) o f this paragraph.

9 (i) give reasonable public notice o f the preliminary

10 findings and determination:

11 (ii) concurrently with the issuance o f the public

12 notice, unless directed bv the Legislative Budget and Audit

13 Committee to do otherwise, make available conies of the

14 commissioner's preliminary findings and determination on the

15 royalty modification application and the supporting financial and

16 technical data, including the work naoers. analyses, and

17 recommendations of any contractors retained under (7) o f this

18 subsection, to neirsons authorized under (61(B) o f this subsection to

19 review the data: and

20 (in) invite public comment on the preliminary

21 findings and determination during a 30-dav period for receipt o f

22 public comment:

23 (C) for a rovaltv modification under (1)(B) or (C) of this

24 subsection, if the preliminary findings and determination approves a

25 rovaltv modification.

26 (i) give reasonable public notice o f the preliminary

27
w ■

findings and determination; and

28 (ii) invite public comment on the preliminary findings

29 and determination during a 30-dav period for receint o f public

30 jLommcnU

31 (9) shall address in anv findings and determinations required under

32 this subsection the reasonably foreseeable effects of the proposed royalty

-5- SCS CSHB 207< )
New Text U nderlined  [DELETED TEXT BRACKETEDl
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1 modification on the state's revenue:
2 (lPL.shaU Offer to appear before the Legislative Budget and Audit
3 Committee to Drovide the committee a review of the commissioner's nreiiminarv
4 Findings and determination on the rovaltv modification aDDljcation and the
5 supporting financial and technical data: if the Legislative Budget and Audit
6 Committee accents the commissioner's offer, the committee shall rive notice of the
7 committee's meeting to all members of the lerislature: if. under of this
8 subsection, the financial and technical data must be kent confidential at the
9 request of a lessee or lessees making application for the rovaltv modification, the

10 commissioner mav annear before the committee in executive session:
11 (11) shall make copies of the nreiiminarv findings and determination
12 available to
13 (A) _ the presiding officer of each house TINTEREST.
14 INCLUDING RESTORATION OF THE STATE'S ROYALTY SHARE IN THE
15 EVENT OF AN INCREASE IN THE PRICE OF OIL OR GAS. BEFORE
16 APPROVING A ROYALTY REDUCTION, THE COMMISSIONER SHALL
17 MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE
18 MAXIMUM POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE
19 WITH ALLOWING A REASONABLE RATE OF ECONOMIC RETURN FOR
20 THE LESSEE, AND SEND COPIES OF THE FINDING TO ALL MEMBERS]
21 o f the legislature!

22 (B) the chairs of the legislature's standing committees on
23 resources: and 8
24 (C) the chairs of the legislature's special committees on oil
25 aadga&.if turn
26 (1?) shall, within 30 davs after the close of the public comment
27 period, under (8l.9f.this. subsection,
28 (A) Drcnare a summary of the Dublic response to the

29 commissioners preliminary findings und determination;
30 (B) make a fin&Lfiudings and determinatiQajand pcesenLU
31 to the governor for the governor's approval or disapproval: the governor
32 may not delegate a decision to approve or disapprove a final findings and

SCS CSHB 207( ) -6-
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drtfflninatfon presented under this subparagraph: the com m issioners final 

findings and determination regarding a rovaltv modification, if  approved  

b.Y. tlK govyprcr, i$, as to thg lessee or lessees applying for the rovaltv 

modification, final and not appealable to the court:

tO  tr a n s m it  a s m . o f the final fin d in g  and determination 

B££BHaLflndg£ (3) of this paragraph to the lease* or lessees making 

application for the rovaltv modification;

(D)-Wlth the consent of the lessee or lessees applying for the 

r^alftL modification. amcndJhe lease or unitization agreement o f the lessee 

or lessees applying for the royalty modification consistent with the 

commissioner's approved final findings and determination; and

(El make copies of the final findings and determination 

available to each person who s u b m it t e d  c o m m e n t  under (8) of this subsection 

and who has filed a request for the copies;

(13) is not limited bv the provisions of AS 38.05,134(3) or (f) o f 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 may not decrease rovaltv on leases in connection 

with a cooperative o r unit plan exceoL as provided in 0 ) of Jhis. 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

WORK DRAFT 'WORK' DRAFT WORK DRAFT
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1 protect all parties in interest, including the state.

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

3 (s) When separate tracts cannot be individually developed and operated in

4 conformity with an established well-spacing or development program, a lease, or a

5 portion of a lease, may be pooled with other land, whether or not owned by the state,

6 under a communication or drilling agreement providing for an apportionment of

7 production or royalties among the separate tracts of land comprising the drilling or

8 spacing unit when determined by the commissioner to be in the public interest.

9 Operations or production under the agreement are considered as operations or production

10 as to each lease committed to the agreement. The commissioner mav not decrease

11 rovaltv on leases In connection with a communication or drilling agreement excent

12 as provided in (i) of this section.

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

14 (t) The commissioner may prescribe conditions and approve, on conditions,

15 drilling, or development contracts made by one or more lessees of oil or gas leases, with

16 one or more persons, when, in the discretion of the commissioner, the conservation of

17 natural resources or the public convenience or necessity requires it or the interests of the

18 state arc best served. All leases operated under approved drilling or development

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

20 AS 38.05.140. The commissioner mav not decrease rovaltv on a lease or leases that

21 are subject to a drilling or develooment contract exceDt as provided in (i) of this

22 section.

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

SCS CSHB 207( ) -8-
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AMENDMENT

OFFERED IN THE SENATE 
TO: SCS CSHB 207(FIN)

Page 2, line 12:
After "subsection;"
Delete "and"

Page 2, line 14:
After "sale;"
Insert "and"

Page 2, line 15
B e fo r e W  , „  , .
Insert "(iii) oil or gas production from the field or pool would not otherwise
be economically feasible; "

SENATE FINANCE 
COMMITTEE 

Amendment Number: 
Bill Number: *66  
Sponsor: /WC-w 
Logged In By:



AMENDMENT

O FFERED  IN  TH E SENATE 
TO: SCS CSHB 207(FIN)

Page 3, lines 7 -15:
A fter "price"
D elete "or value ... u n d e r the modification"

S E N A T E  F INANCE 
C O M M IT T E E  , 

Amendment Number: .  ^ )
Bill Number: jy - * 7^77. / c r
S p o n s o r : D a te :_ _ Z _  <
L e g g e d  In By: - —



A M E N D M E N T

O FFERED  IN  T H E  SEN A TE 
TO: SC S  CSHB 207(FIN )

Page 3, lin e  L8 :
A fter "on”
D elete "u ltim a te  recovery"
In se r t  "production ra te  o r volume"

S E N A T E  F INANCE 
C O M M IT T E E  -y

Amendment Number: [_
Bill Number: jjj7?
Sponsor: < A  Da}e:_£Z''//̂
L o g g e d  In By:
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5/11/95

S E N A T E  C S  F O R  C S  F O R  H O U S E  B I L L  NO . 207( )

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

N IN E T E E N TH  L E G I S L A T U R E  - F I R S T  S E S S IO N

BY

O ffered :
Referred:

Sponsors): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A  B E L L

F O R  A N  A C T  E N T I T L E D  

"An A c t  relating to adjustments to royalty r e s e r v ed  to t h e  state to en c o u ra g e  

o th erw is e  uneconomic production o f  oil and gas ; and providing for an e f f e c t i v e  

date."

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O f  A L A S K A :

* S ection 1 . A S  36.30.850(b) is air ended by adding a new paragraph to read:

(33) contracts between the Department of Natural Resources and 

contractors qualified to evaluate hydrocarbon development, production, transportation, 

and economics, to assist the commissioner of natural resources in evaluating applications 

for oit ahfLgas royalty increases or decreases or other oil and gas royalty adjustments, 

and evaluating the related financial and technical data, entered into under 

A S  38.05.1800).

* S e c .  2 . A S  38.05.1800) is amended to read:

0 ) I h e  [TO  PR O LO N G  T H E  EC O N O M IC  L IF E  OF A N  O I L  A N D  G A S  

F IE LD  O R  T O  R E E S T A B L I S H  C O M M E R C IA L  PRO D U C TIO N  OF SH U T - IN  O I L  O R

-1- SCS CSHB 207( )
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GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE, THE] 

commissioner

(!) p rovid e for an increase or  d e c r ea s e  o r o th erw is e  adjust 

[SHALL-ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on 

Indfafajgfll l e a s e s Jm g gjinttfoerf as d escrib ed  in (p) o f  this section, leases su b j ec t  to 

ag. a g r e em en t  d esc r i b ed  in (s) or (t) o f  this section, or interests unitized under 

A S  3 LQ 5 ; t h e  commissioner may act onder this subsection to modify th e  rovaltv

(A)_ after th e e f fectiv e date o f  this A c t  and not later than 

M y J J.20(HLiQ_allQg for jrodqetion  from an oil or  ga s  field o r  pool if

(i)_thg_oj| or gas field or pool has b e e n  delineated 

iOffigigfltlyj Q .pllQ.w th e  Sflmmiasiangr tC conduct t h e  analyses and 

m ak e th e  findings required b v  this subsection : and

(il) t b e  field or pool has not previously produ ced  oil or

W ORK D R A F T  WORK D R A F T  WORK D R A F T

as costs p e r  barrel or  barrel equivalent increase such that fu ture production 

would not o th erw ise b e  economically feasible: or

(C) to reestablish production o f  shut-in oil or  ga s  that would

n o t.Q jJw r e isg  e s o n Q m k a llv  .fe a s ib le ;

[21 [. THE COMMISSIONER] may not grant a [REDUCTION OF] 

royalty modification unless the lessee or lessees requesting the modification m ak e  

[REDUCTION MAKES] a clear and convincing showing that a modification o f  rovaltv 

m e e t s  t h e  r equ ir em ents o f  this subsection and is in th e  b e s t  interests_of t h e  state; 

(3) shall

[Al [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 any [A] royalty 

modification [REDUCTION] granted under this subsection in any way necessary 

to protect the state's b e s t  interests;

(B) d escribe, in th e  findings and determinations r equ ir ed  b v

SCS CSHB 207( ) -2-
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this subsection, th e  relevant factors, including p rice, p ro j ec t ed  production 

rate o r  volume, predicted  ultimate r e covery. and d ev elopm en t, op era tin g. 

and transportation costs, won which  t h e  modification is b a s ed :

( D  for a modification under (1 1 (A) o f  this subsection, s e t  ou t 
t b e  t erm s and conditions, wh ich

I L L  .must include a m echanism  for  adjusting royalty 

Bgrcenb«g£-ba s ed  qn p r i c e , e r-ndttc-ef-tfaa hydroca r b o ns n rodu c e d T  

thg_m«;bantem must o r o i d e  fo r  an increase in rovalSy p e r c en t a g e  

rjsu)to._tom_jui increase in pric e from  th e  b a s e  assumptions that, 

at a minimum, A l l y  com pen sa t es  fo r  any d e c r ea s e s  in rovaltv 

p e r c en t a g e  resulting from  a d e c r e a s e  in p r i c e  from  t h e  b a s e  

assumptions; it is t h e  intent o f  this provision that t h e  v a lu e  o f  t h e  

potential p e r c en ta g e  increases und er  t h e  m echan ism  wilL at a 

minimum, fuliv compensate for anv n ega tive risks t h e  state a ssum ed  

under , t h e  modification; and

(iH mav include, in addition to t h e  rovaltv p e r c en t a g e  

adjustment ba s ed  on price »  speci fi ed  in (i) o f  this s u b p a r a g r a p h ,  

a. fa r th er  adjustment b a s ed  on ultimate r e c o v e ry  from  t h e  Held or  

pool: and ? a^c W f l J~ ^

H D  foil a modification und er  or  ( 1 )(C) o f  this
subsection , s et  out th e  term s and conditions, w h ich  may include 

su bs t i tu t ion o f a sliding scale loyalty o r  o th e r  m echanism  to modify t h e  

royalty if t h e r e  is a c h an g e  in th e  r elevant factors, su ch  as price, p r o j ec t ed  

production rate o r  volume, pr ed ic t ed  ultimate r eco v ery ,  and d e v e l o p m en t  

operatin g, and transportation costs, upon wh ich  t h e  modification is b a s ed :

. (4) m av not grant a royalty modification for a field o r  pool

(A ) - u n d e r .  ( l)(A li» L H iis .s-u b ? e c ti o n J f J h e ^ o M t i L i r o d i f i c a t i o n

for th e  field or pool would establish a rovaltv rate o f  less than fiv e p er c en t  

in amount or  value o f  the  production r em oved  or  sold from a lea s e  o r  leases 

co v er in g th e  Acid or pool;

(B) under (1 MB) or (lKC i  o f  this subsection if t h e  rovaltv 

modification for th e  field or pool would establish a rovaltv rate o f  less than

W ORK D R A F T  WORK D R A F T  W ORK D R A F T
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titft t  asmnk in amount or value o f  the production r em o v ed  or  sold from  a 

l ease or  leases c o v er in g th e  Odd  or pool;

(5 ) . -P H Y  .ac t  grant a royalty modification under this subsection  

w i th oa t  including an explicit condition that th e  royalty modification Is not 

assignable without t h e p r i o r  written approval o f  th e  commissioner: t h e  

commissioner shall, in th e  preliminary and final finding s and determinations, s et  out 

th e  conditions onder-whteji.tbejroYaltV-jnodiflcation mav b e  assigned:

r gauire th e l essee or lessees to submit, with t h e  application 

f o i J hfi.royalty modification, financial and technical data that demonstrate that t h e  

r e q P T em en t s  o f  this subsection a r e  m et; th e  commissioner shall

(A) r equ ir e  disclosure o f th e  financial and technical data 

related to d ev elopm en t, production, and transportationof oil and ga s  from 

th e  .field or  pool that a r e  necessary to m ak e a determination as to w h e t h e r  
or not to grant th e  r equ es t  for royalty modification: and

H )  K e e p  t h e  data d escribed  in (A) o f  this p a r a g r a p h

confidential under A S  38 .05.035(a)(9) at th e  r equ es t  o f  t h e  l e s s e e  or  l es s e es  

making_aPDlkatiQn for  th e  royalty modlflcation;_the confidential data^mav^ 

b e  disclosed b v  th e  commissioner to legislators w h o  sign an app ropr ia t e  

gflnfldsnfiaiiia: agreement* igJheJsasla to audltQii_thc. director of the
division o f  legislative finance, and th e  p ermanent em p loy e e s  o f  th eir

resBsottye divisions, and to_a«nts or.eontrartorg of. the, legislative awdilor-Qr 
t h e  legislative finance division director w ho  a r e en g a g e d  und er  contract to

e .Y id u a te J h ft . i f ly a lty - m o d i f ic a t io n ;
(7) may r equ ir e  th e  l ess e e  or lessees making appilcatlon for th e  

rovaltv modification to pay fo r  th e  services o f  an Indep endent contractor, qualified 

tn TYilhlljT hvdrocarbon  d ev elopm en t, production, transportation, and economics, 

w h o  ji fi fc c t ed  b v  th e  commissioner to assist th e  commissioner Jn evalua tin g .th e  

application and financial and technical data; selection o f  an independent contractor 

und er  this p a r a gr a p h  is not su bj ec t to A S  36 .30:

(81_shali
(A 'i m ak e  and publish a preliminary findin g * _and 

determination on t h e  rovaltv modification application; if t h e  preliminary

WORK DRAFT WORK DRAFT WORK DRAFT
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findin g, and determination concerns a royalty modification un d er  CllfA-) 

Q T W a.HrtMwilgJLJhc preliminary findings and determination shall also b e  

p r es en t ed  to t h e  g o v e rn o r  for t h e  governor's approva l o r  d isapproval; t h e  

g o v e rn o r  m av  not d e l e g a t e  a d e t e rmination to a p p r o v e  o r  d i s a p p r o v e  a 

preliminary findings and determination under this s u b p a r a g r a p h :

lit)— for_a  rovaltv modification under o f  this

subsection , if t h e  g o v e rn o r  a p p r o v e s  the  preliminary findings and 

determination und er  (A) o f  this pa ra gr a p h .

(i) g i v e  r ea son abl e  public notice o f  t h e  preliminary 

f in d in g  and, determination :

fii) concurrently with th e  issuance o f  t h e  pu blic

notice, unless d ir ect ed  b v  t h e  L eg i s la tiv e  B u d g e t  and Audit 

C om m itt e e  to do  o th erw is e ,  m ak e  available conies o f  t h e  

commissioner's preliminary findings and determination on t h e  

royalty modification application and th e  suppor tin g financial and 

technical data, in clud in g t h e  w o rk  pap er s ,  analyses, and 

recomm endations o f  anv contractors retained und er  (T)  o f  this 

su b s e c t i on  to p ersons authorized  under (6XB) o f  this su bs ec t ion  to 

r ev i ew  t h e  data; and

O il) invite public  com m en t on t h e  preliminary

findings and determination during a 30 -dav  p er iod  fo r  r e c e i p t  o f  

public comm en t:

( C l  M .a .r o ia l tY .m od i fi ca t ion  g f fd er  U K B L o r  (C) o f  this 
subsection , if t h e  preliminary findings and determination a p p r o v e s  a 

royalty modification.
. ( i l f f l v g . i s aM D a b i e . p u b l i c  notice fflUhfc preliminary

H a d i n g  and determination: and

(ii) imatc. p u blic comment on th e  preliminary findin g
and determination during a 30 -dav p er iod  for  r e c e i p t  o f  pu blic  

comm en t;
(9) shalLaddress in any findings and determinations r eau ir ed  under 

this subsection th e  reasonably f o r e s e e a b l e  e f f ec ts  o f  th e  p r o p o s ed  royalty

WORK D R A F T  WORK D R A F T  WORK D R A F T
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modification on th e  state's r ev en u e :

(IQ).-Shall offer to appear b e f o r e  th e  L eg is la tiv e  B u d g e t  and Audit 

to p ro v id e  th e  committ e e  a r e v i ew  Of tn e com m issioner's nreiiminarv 

finding and determination on th e  rovaltv modification application and th e  

su ppo r tin g  financial and technical data: if t h e  L e g i s la tiv e  B u d g e t  and Audit 

C om m ittee  a c c e pts the comnussiocer's offer, t h e  committee shall g i v e  notice o f  th e  

committee's m e e ting t ^ a l Lm em b e r s  o f  th e  legislature: if. und er  (6 1 (B) o f  this 

subsection , the financial and technical data must b e  k e p t  confidential at th e  

re q u es t  o f  a l es s e e  o r  l ess ees  making application for_the royalty modification, th e  

commissioner may a p p ea r  b e f o r e  th e  com m itt ee  in ex e c u t i v e  session:

(11) shall m ak e copies o f th e  nreiiminarv findings and d e t e rm in in g

available to

(A) th e  presiding o fficer o f  e a c h .  h o u s e  [ IN TE R E S T ,

IN C LU D IN G  R E S TO R A T IO N  OF T H E  S T A T E ' S  R O Y A L T Y  SH A R E  IN  T H E  

E V E N T  OF A N  IN C R E A S E  IN  T H E  PR IC E  OF O I L  O R  G A S .  BEFO RE  

A P P R O V IN G  A  R O Y A L T Y  R ED U C T IO N ,  T H E  C O M M IS S IO N E R  S H A L L  

M A K E  A  W R I T T E N  F IN D IN G  T H A T  T H E  S T A T E  H A S  O B TA IN E D  T H E  

M A X IM U M  P O S S IB L E  EC O N O M IC  R E TU R N  T H A T  IS  C O M P A T IB L E  

W I T H  A L L O W IN G  A  R E A S O N A B LE  R A T E  O F  EC O N O M IC  R E TU R N  FOR 

T H E  L E S SE E ,  A N D  SEN D  COPIES OF T H E  F IND ING  T O  A L L  M EM BERS]  

of the legislature!

IB) . t h e  chairs, o a h e  le^ l g tu r e l S -S tanding.CPnumtteeS on 

resources; and
(C) th e  chairs o f  t h e  legislature’s special committees on oil 

and gas, if anv:

■ . (1 2 ) shall, within 30  davs a ft er  t h e  close o f  t h e  public  com m en t

p e r i o d  tfn f e r  (9 )  o f  th fe  s u b s e c t io n ,

(A) p r e p a r e  a summary o f  t h e  pu blic  r e sp on s e  to t b e  

commission er ’s preliminary findings and determination:

QB)-make .a final findings and determination and presenLit 
to t h e  g o v ern o r  for th e  governor's a pp ro va l  o r  d isapproval: t h e  g o v e rn o r  

m av  not d e l e g a t e  a decision to a p p r o v e  o r  d i sa p pro v e  a final findings and

SCS CSHB 207( ) -6 -
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fetCTTItilWtfon pres en ted  undqr this su bpara gra ph ;  th e  commissioner's final 

Eluding, and determination r e ga rd in g  a rovaltv modification, if a p p r o v ed  

b y  th e  g o v ern o r ,  is, as to t h e  l e s s e e  o r  l ess ees  applying fo r  t h e  rovaltv 

modification, final a pd  not a p p ea la b l e  to th e  court:

(£) -transmit a copy o f  th e  final findings and determination 

P r epa r ed  and er  (B) o f  this p a ra gra ph  to th e  l ess e e  or  l es s e es  making 

application for t h e  rovaltv modification:

(D)_wUfr th e  consent o f  th e  l ess e e  or  lessees a plying for  th e  

r oyalty madifkatioiL amend th e  l ease or unitization a gr e em en t  o f  t h e  l essee 

o r leasees applying for t h e  rovaltv modification consistent with th e  

commissioner's a p p r o v ed  final findings and determination: and

(E) m ak e copies o f  th e  final findings and determination 

available to ea c h  p erson Who submitted. commenLandcr (8) o f  this subsection 

and w h o  has filed a r equ es t  fo r  th e  copies:

(1 3 ) Is not limited, by  the.proyisiom o f A S  38 .05.134(3 ) or  (f) o f  tida 
section in th e  commissioner's d eten ..na tlon  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 representath es 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,-icsonnection with the institution and operation of a cooperative or unit plan as 

the coma^sioner determines necessary or proper to secure the proper protection of the 

public interest. The commissioner may not decrease rovaltv on leases in connection 

with a cooperative or unit plan except as provided in (i) of_thls_ section. The 

commissioner may require oi! tnd 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
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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 develop nent 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 are considered as operations or production 

as to each lease committed to the agreement. T h e  conunlsslor m m av  not decrease 

royalty on leases in connection with a commanication or drilling  a g r e em en t  except 

as p rov id ed  in (1) o f  this section.

* 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 cf 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, arc excepted in determining holding or control under 

AS 38.05.140. T h e  commissioner m av not d ecr ea s e  royalty on a l ease or  leases that 

are su bj ec t  to a drilling o r  d ev elo pm en t contract e x c e p t  as p rov id ed  in .(ft o f  this

* Sec. o. This Act takes effect immediately under AS 01.10.070(c).
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A M E N D M E N T

OFFERED IN THE SENATE
TO: SCS CSHB 207(FIN)

Page 2, Line 8 - 9 :
Aftei "(A)"
Delete "after the effective date ... July 1, 2000," 
Before "allow"
Capitalize "T" in "to"

S E N A TE  F INANCE 
C O M M IT TE E  

Amendment Number: a
Bill Number: 1f/*■'*)*
Sponsor: Date: / / " /ft
L o g g e d  In By: --------



AMENDMENT
SENATE FINANCE

COMMITTEE

OFFERED IN THE SENATE
TO: SCS CSHB 2 0 7 (FIN)

D IM  1 1 k j-  ‘
sponsor: (-fc Dale:

Page 4 , l i n e  32 -  Page 5 , l i n e  10 : /
A f t e r  " a p p l i c a t i o n "
D e le te  a l l  m a t e r i a l
I n s e r t  " , g i v e  r e a s o n a b l e  p u b l i c  n o t i c e  o f  t h e  
p r e l i m i n a r y  f i n d i n g s  an d  d e t e r m in a t i o n ,  an d  i n v i t e  
p u b l i c  comment on t h e  p r e l i m i n a r y  f i n d i n g s  an d  
d e t e r m in a t i o n  d u r in g  a  3 0 -d a y  p e r i o d  f o r  r e c e i p t  
o f  p u b l i c  com m ent;"

Page 5, l i n e  11 :
D e le te  " ( i i )  "
I n s e r t  " ( B ) "

Page 5, l i n e  19:
D e le te  "and"

Page 5, l i n e s  20 -  30 :
D e le te  a l l  m a t e r i a l

Page 6 , l i n e  30 -  p ag e  7 , 3 :
A f t e r  " d e te r m in a t io n "
D e le te  "an d  . . .  g o v e r n o r , "

P age 7 , l i n e  3
B e fo re  " i s "  
I n s e r t  "w h ich"
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A M E N D M E N T

S E N A T E  F INANCE
OFFERED IN THE SENATE C O M M IT T E E  -

Amnmimnnt Number: - 3
TO: SCS CSHB 207(RES) Bill Number, j-bft Z 0 7  / _

S p o n s o r ^  / t r - r^  D a t e i ^ i f f i
L o g g e d  In By:

Page 2, line 3:

Delete 'an increase or d e c r ea s e  or o th erw is e  adjust"

Insert "a modification oF1

Page 2, lines 7 and 8 :

D e l e t e  "increase, d ecr ea s e ,  or o th erw is e  adjust" 

Insert "modify"

Page 2, line 13, after "subsection :":

Insert "and"

Page 2, line 15:

Delete "and"

Page 2, lines 16 - 17:

Delete all material.

Page 2, line 24:

Delete "increase, d ecr ea s e ,  or o th e r  adjustm ent" 

Insert "modification"

Page 2, line 25:

Delete "increase, d ecr ea s e ,  or  o t h e r  adjustment" 

Insert "modification"

-1-



1 Page 2, lines 25 - 26:

2 Delete "clear and convincing showing that an increase, d ec r ea s e ,  o r  o t h e r

3 adjustm ent"

4 Insert "clear showing that a modification"

9-GH0039M .3

5 Page 3, line 2:

6  Delete "increase, d e c r ea s e ,  or o th e r  adjustm ent"

7 Insert "modification"

8 Page 3, lines 4 - 15:

9 Delete all material and insert:

10 "IB) d escrib e ,  in th e  findings and determinations r equ ir ed

11 b v  this subsection  for a rovaltv modification d e s c r i b ed  in (1 )(A) o f  this

12 subsection , t h e  assumptions, including price, p ro j ec t ed  production rate or

13 v o lum e,  p r ed i c t ed  ultimate r eco v ery ,  and d e v e l o p m en t  operatin g, and

14 transportation costs, upon  which  th e  modification is h - j ed .  and s et  out t h e

15 t erm s  and conditions o f  t h e  modification, w h ich

16  (i) must include a s c h edu l e  ba s ed  on pr ic e  or  va lu e

17 o f  t h e  hydrocarbon s p rodu c ed :  t h e  s c h ed u l e  must p ro v id e  for  an

18 increase in rovaltv r e v en u e  to t h e  state from  t h e  field or pool.

19 resulting from an increase in pric e  from  th e  b a s e  assumptions, that

20 is g r ea t e r  than t h e  d e c r ea s e  in rovaltv r e v en u e  that would result

21 from  an equiva len t d e c r ea s e  in p r i c e  from  t h e  b a s t  assumptions:

22 and

23 (ii) mav include, in addition to th e s ch edu l e  specified

24 in (i) o f  this su bo a ra g i -a ph .  a fu r th er  adjustment to th e  s c h ed u l e

25 b a s e d  on ultimate r e c o v e ry; t h e  fu r th er  adjustment must p ro v id e

26 for an increase in rovaltv p e r c en t a g e  if t h e  ultimate r e c o v ery  w a s

27 h i g h e r  than th e b a s e  assumptions and th e  modification was b a s e d

28 on a finding that th e  field or pool was not econom ic and would not

29 b e  d e v e l o p ed  und er  t h e  b a s e  assumptions, and t h e  modification

30 included a c h a n g e  to th e  rovaltv und er  t h e  b a s e  assumptions:

-2-



1 (C) d esc r i b e ,  in th e  findings and determinations r equ ir ed

2 b v  this subsection for a rovaltv modification d es c r i b ed  in (l)fB ) or (CD o f

3 this subsection , th e  assumptions, including pric e ,  p r o j ec t ed  production

4 ra t e  or volum e, and op era tin g  and transportation costs, u pon  wh ich  th e

5 modification is b a s ed ,  and set out th e  t erm s and conditions o f  th e

6 modification, which  must include a sch edule b ase d  on m ic e  o r  value o f  th e

7 hyd rocar bon s p rodu c ed :  t h e  sc h edu l e  must b e  in t h e  form  o f  a h i g h e r

8 rovaltv p e r c en t a g e  and an allowance o f  s om e portion o f  field production

9 costs as a deduction from  w el lh ead  valu e b e f o r e  calculation o f  royalty:"

10 Page 3, line 16:

11 Delete "increase, d ec r ea s e ,  or  o th er  adjustment"

12  Insert "modification"

9-GH0039M.3

13 Page 3, lines 18 - 19:

14 Delete "increase, d e c r ea s e ,  o r  adjustment"

15 Insert "modification"

16 Page 3, lines 22 - 25:

17 Delete all material and insert:

18 "IB) under (llfB) or CDCC) o f  this s u b s e c t i o  unless, und er

19 t h e  b a s e  ca s e  assumptions, t h e  a v e r a g e  field o p era tin g  costs a r e  g r ea t e r

20 than 80 p e r c en t  o f  th e  a v e r a g e  w ellhead value in th e  field or pool o v e r  th e

21 life o f  th e  b a s e  case assumptions;"

22 Page 3, line 26:

23 Delete "increase, d ec r ea s e ,  or  o th e r  adjustment"

24 Insert "modification"

25 Page 3, line 28:

26 D e l e t e  "increase, d e c r ea s e ,  o r  o th e r  adjustment"

27 Insert "modification"

-3-
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1 Page 3, line 30:

2 Delete "and convincing"

3 Page 4, line 2:

4 Delete "increase, d ec r ea s e ,  or  o th e r  adjustment"

5 Insert "modification"

6  Page 4, lines 8 - 9 :

7 Delete "increase, d ec r ea s e ,  or o t h e r  adjustment"

8 Insert "modification"

9 Page 4, lines 12 - 13:

10 Delete "increase o r  d e c r ea s e  or o t h e r  royalty adjustm ent"

1 1  Insert "modification"

12 P a g e  4, lines 20 - 21:
13 D e l e t e  "increase, d ec r ea s e ,  or  o t h e r  rovaltv adjustment"

14 Insert "modification"

15 Page 4, line 24:

16 Delete "increase, d ec r ea s e ,  or  o t h e r  adjustment"

17 Insert "modification"

18 Page 4, line 32:

19 Delete "increase, d ec r ea s e ,  or  o t h e r  adjustment"

20 Insert "modification"

21 Page 5, line 1, after "application:", through line 30:

22 Delete all mater and insert:

23 "fBl in addition, if th e  preliminary findings and

24 determination p ro p o s es  a rovaltv modification, t h e  preliminary findings

25 and determination shall also b e  p r e s en t ed  to t h e  g o v e r n o r  for  th e
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gov ernor's approva l  or disapproval: t h e  g o v e rn o r  m av not d e l e g a t e  a 

determination to a p p r o v e  or  d i sa p pro v e  a preliminary findings and 

determination under this su b p a r a g r a p h :  if th e  g o v e rn o r  a p p r o v e s  t h e  

preliminary findings and determination.

(il g i v e  r easonabl e  public notice o f  t h e  preliminary 

findings and determination;

(ii) concurrently with th e  issuance o f  t h e  pu blic  

notice, if d irected b v  th e L eg i s la tiv e  B u d g e t  and Audit Com m ittee ,  

m ak e  available cop ies  o f  t h e  commissioner's preliminary findings 

and determination on th e  rovaltv modification application and t h e  

supporting financial and technical data, including th e  work pap er s ,  

anal /ses. and recommendations o f  anv contractors retained und er  

(7 ) o f  this subsection , to p erson s authorized und er  (6 )fL )  o f  this 

subsection to r e v i ew  th e  data; and

(iii) invite public  comm ent on t h e  prelim Jiarv 

findings and determination during a 3 0 -dav p er iod  for  r e c e i p t  o f  

public com m en t:1'

Page 6 , lines 2 - 3 :

Delete "increase, d ecr ea s e ,  or  o t h e r  adjustm ent"

Insert "modification"

Page 6 , lines 4 - 5 :

Delete "increase, d ecr ea s e ,  or  o th e r  adjustment"

Insert "modification 1

Page 6 , lines 6  - 12:

D e l e t e  ". and th e  s t eps  taken b v  t h e  commissioner in conditioning t h e  royalty 

increase, d e c r ea s e ,  or o th er  adjustment to assure that anticipated investm ents o r  o t h e r  

b en eficia l sp en d in g  within t h e  state occur;

(C) th e  p ro j ec t ed  e f f e c t s  o f  t h e  p r o p o s ed  rovaltv increase^ 

d ecr ea s e ,  or och er  adjustment on t h e  employment o f  Alaskans and t h e  u s e

9-G H 0039U .3
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1 of in-state contractors and suppliers"

9-GH 0039U .3

2 Reletter the following subparagraph accordingly.

3 Page 6 , lines 13 - 15:

4 Delete "increase, d ecr eas e ,  or adjustment upon existing and potential n ew  oil and

5 g a s  explora tion  and d ev elopm en t, and u pon"

6  Insert "modification on"

7 Page 6 , lines 18 - 19:

8 Delete "on a day that is not earlier than 10 davs and not later than 20 davs a fter

9 giving pu b l i c  notice und er  18) o f  this subsection ."

10  Fage 6 , line 2 1 :

11 Delete "increase, d ec r ea s e ,  or o th er  adjustm ent"

12 Insert "modification"

13 Page 6 , lines 26 - 27:

14 Delete "incr eas e or  d ec r ea s e  or o th er  rovaltv adjustment"

15 Insert "modification"

16 Page 7, lines 16- 29:

17 Delete all material and insert:

18 "(B) m ak e a final findings and determination and: p r es en t

19 it to t h e  g o v ern o r  for th e  governor's a ppro va l  or disapproval: th e

20 g o v e r n o r  m a v  not d e l e ga t e  a decision to a p p r o v e  or d i sa p p r o v e  a final

21 findings and decision p r e s en t ed  und er  this s u b p a r a g r a p h :  t h e

22 commissioner's final findings and determination r ega rd in g a rovaltv

23 modification p r ep a r ed  und er  this s u b p a r a g r a p h ,  if a p p r o v ed  b v  th e

24 g o v e rn o r ,  is. as to th e  l es s e e  or l es s e es  applying fo r  t h e  royalty

25 modification, final and not a p p ea la b l e  to t h e  cou rt :"

-6-



I Reletter the following subparagraphs accordingly.

9-GH 0039U .3

2 Page 7, line 31:

3 Delete "or (CV

4 Page 7, line 32:

5 Delete "increase, d e c r ea s e ,  or  o th e r  adjustment"

6  Insert "modification"

7 Page 8 , line 2:

8 Delete "increas e,  d e c r ea s e ,  or  o th e r  adjustment"

9 Insert "modification"

'0  Page 8 , line 4:

11 Delete "increase, d e c r ea s e ,  or  o th e r  adjustment"

12 Insert "modification"
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SENATE FINANCE
OFFERED EN THE SENATE COMMIT I EE _>■ j

_  c _c „_T_  AmenO.ient Nurnt»r:_T /TO: SCS CSHB ,07(REs) gi„

Sponsor/ 7̂ ■ // D a ta :^ //?  / S
Logged-in. By: 1 — -

Page 3, following line 25: /

Insert a new subparagraph to read:

'TCi under this subsection unless the commissioner and the 

lessee or lessees applying for the rovaltv decrease or other adjustment 

agree that the decrease or other adjustment mav take effect onlv if not 

disapproved under iT2VT)1 of this subsection and the commissioner first 

submits the decrease or other adjustment under that provision:"

A M E N D M E N T

Page 7, following line 29:

Insert a new subparagraph to read:

’HDl suhmit a final findings and determination made under 

fBl or approved bv the governor under fO  to the presiding officer of each 

house of the legislature: if the, legislature is in session at the time of 

submission and does not act within 50 davs after the close of the public 

comment period under fSirBi or (C ) of this subsection to disapprove the 

commissioner's proposed final findings and determination bv enacting 

legislation, the commissioner shall issue a final findings and 

determination: if the legislature is not in session, the Legislative Budget 

ar.J A ^ i t  Committee shall review and approve or disapprove proposed 

final findings and determinations: if the Legislative Budget and Audit 

Committee does not act within 50 davs after the close of the public 

comment period under (S') of this subsection to disapprove, bv majority 

vote of the committee's full membership, the commissioner's proposed 

final findings and determinations, the commissioner shall issue a final 

findings and determination:"

- 1 -



Reietter the following subparagraph accordingly.

9-GH0039U.

Page 7, line 31:

Delete "fBI or fCV 

Insert "IBl - (DV
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W ORK D R A F T  WORK D R A F T  WORK D R A F T

SENATE CS FOR CS FOR HOUSE BELL NO. 207(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY  T H E  SENATE FINANCE COM M ITTEE

Offered:
Re fe rred :

S p on so rs ): HOUSE RULES COM M ITTEE  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. AS 36.30.850(b) is amended by adding a new paragraph to read:

(33) contracts between the Department of Natural Resources and 

contractors qualified to evaluate hydrocarbon development, production, transportation, 

and economics, to assist the commissioner of natural resources in evaluating applications 

for oil and gas royalty increases or decreases or other oil and gas royalty adjustments, 

and evaluating the related financial and technical data, entered into under 

AS 38.05.1800).

* Sec. 2. AS 38.05.1800) is amended to read:

O') H ie [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS 

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

-1- SCS CSHB 207(FIN)
New T e x t  U n d e r l i n e d  ( DELETED TEXT BRACKETED]
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GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE, THE] 

commissioner

(1) mav provide for an increase or decrease or otherwise adjust

[SHALL ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on

individual leases, leases unitized as described in ('pi of this section, leases subject to 

an agreement described in ('si or ft! of this section, or interests unitized under 

AS 31.05: the commissioner mav act under this subsection to increase, decrease, or 

otherwise adjust the rovaltv

(A) after the effective date of this Act and not later than 

.Julv 1 . 2 0 0 0 . to allow for production from an oil or gas field or pool if

(P the oil or gas field or pool has been delineated

sufficiently to allow the commissioner to conduct the analyses and 

make the findings required bv this subsection;

(ip the field or pool has not previously produced oil or 

gas for sale: and

(iiP oil or gas production from the field or pool would •*. 

not otherwise be economically feasible: A*

(BI to prolong the economic life of an oil or gas field or pool 

as costs per barrel or barrel equivalent increase such that future production 

would not othenvise be economically feasible: or

fO  to reestablish production of shut-in oil or gas that would 

not otherwise be economically feasible;

(2) [. THE COMMISSIONER] may not grant a [REDUCTION OF] 

royalty increase, decrease, or other adjustment unless the lessee or lessees requesting 

the increase, decrease, or other adjustment [REDUCTION] makes a clear and 

convincing showing that an increase, decrease, or other adjustment of rovaltv meets 

the requirements of this subsection and ;s in the best interests of the state:

(3) shall

[A) [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

WORK D R A F T  WORK D R A F T  WORK D R A F T
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THE FIELD. THE COMMISSIONER MAY] condition anv [A] royalty 

increase, decrease, or other adjustment [REDUCTION] granted under this 

subsection in any way necessary to protect the state's best interests:

fBl describe, in the findings and determinations required bv 

this subsection, the relevant factors, including price, projected production 

rate or volume, predicted ultimate recovery, and development, operating, 

and transportation costs, upon which the increase, decrease, or other 

adjustment is based: and

(C) set out the terms and conditions, which mav include 

substitution of a sliding scale rovaltv or other mechanism to increase, 

decrease, or otherwise adjust the rovaltv if there is a change in the 

relevant factors, such as price, projected production rate or volume, 

predicted ultimate recovery, and development, operating, and 

transportation costs, upon which t '~ increase, decrease, or other 

adjustment is based:

141 mav not grant a rovaltv increase, decrease, or other adjustment 

for a Held or pool

(A.) under (IRA) of this subsection if the rovaltv increase, 

decrease, or adjustment for the Held or pool would establish a rovaltv rate 

of less than live percent in amount or value of the production removed or 

sold from a lease or leases covering the Held or pool:

(B) under flli'Bl or (lKC) of this subsection if the rovaltv 

decrease or other adjustment for the field or pool would establish a rovaltv 

rate of less than three percent in amount or value of the production removed 

or sold from a lease or leases covering the field or pool:

(51 mav not grant a rovaltv increase, decrease, or other adjustment 

under this subsection \vithout including an explicit condition that the rovaltv 

increase, decrease, or other adjustment is not assignable without the prior written 

approval of the commissioner: the commissioner shall, in the preliminary and final 

findings and determinations, set out the conditions under which the rovaltv increase, 

decrease, or other adjustment mav he assigned:

[61 shall require the lessee or lessees to submit, with the application

W ORK D R A F T  WORK D R A F T  WORK D R A F T
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for the rovaltv increase, decrease, or other adjustment financial and technical data 

that demonstrate that the requirements of this subsection are met: the commissioner 

shall

(A) require disclosure of the financial and technical data 

related to development production, and transportation of oil and gas from 

the field or pool that are necessary to make a determination as to whether 

or not to grant the request for rovaltv increase, decrease, or other 

adjustment: and

(BI keep the data described in (A) of this paragraph 

confidential under AS 38.05.035(al(91 at the request of the lessee or lessees 

making application for the rovaltv increase or decrease or other rovaltv 

adjustment: the confidential data mav be disclosed hv the commissioner to 

legislators who sign an appropriate confidentiality agreement, to the 

legislative auditor, the director ol the division of legislative finance, and the 

permanent employees of their respective divisions, and to agents or 

contractors of the legislative auditor or the legislative finance division 

director who are engaged under contract to evaluate the rovaltv increase, 

decrease, or other rovaltv adjustment:

(71 mav require the lessee or lessees making application for the 

rovaltv increase, decrease, or other adjustment to pav for the services of an 

independent contractor, qualified to evaluate hydrocarbon develooment production, 

transportation, and economics, who is selected bv the commissioner to assist the 

commissioner in evaluating the application and financial and technical data: 

selection of an independent contractor under this paragraph is not subject to 

AS 36.30:

(81 shall

(Al make and publish a preliminary findings and 

determination on the rovaltv increase, decrease, or other adjustment 

application: if the preliminary findings and determination concerns a 

rovaltv increase, decrease, or other adjustment under (1KA1 of this 

subsection, the preliminary findings and determination shall also he 

presented to the governor for the governor's approval or disapproval: the

W ORK D R A F T  WORK D R A FT  WORK D R A F T
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W ORK D R A F T

governor mav not delegate u determination to approve or disapprove a 

preliminary findings and determination under this subparagraph:

(B) for a rovaltv increase, decrease, or other adjustment 

under (1)(A) of this subsection, if the governor approves the preliminary 

findings and determination under (A) of this paragraph.

(il give reasonable public notice of the preliminary 

findings and determination:

fii) concurrently with the issuance of the public 

notice, unless directed bv the Legislative Budget and Audit 

Committee to do otherwise, make available copies of the 

commissioner's preliminary findings and determination on the 

rovaltv increase, decrease, or other adjustment application and the 

supporting financial and technical data, including the work papers, 

analyses, and recommendatiins of anv contractors retained under 

(7) of this subsection, to persons authorized under (6 )(B) of this 

subsection to review the data: and

(in’) invite public comment on the preliminary 

findings and determination during a 30-dav period for receipt of 

public comment:

(C) for a rovaltv increase, decrease, or other adjustment 

under fl)(B) or (C) of this subsection, if the preliminary findings and 

determination approves a rovaltv increase, decrease, or other adjustment.

(i) give reasonable public notice of the preliminary 

findings and determination: and

fii) invite public comment on the preliminary findings 

and determination during a 30-dav period for receipt of public 

comment:

(9) shall address in anv findings and determinations required under 

this subsection

(A) the reasonably foreseeable effects of the proposed rovaltv 

increase, decrease, or other adjustment on the state's revenue:

(B) the likelihood that the proposed rovaltv increase, decrease.

WORK D R A F T  WORK D R A F T
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or other adjustment will result in incremental capital investment or other 

expenditures within the state, and the steps taken bv the commissioner in 

conditioning the rovaltv increase, decrease, or other adjustment to assure 

that anticipated investments or other expenditures within the state occur: 

fO  the reasonably foreseeable effects of the proposed rovaltv 

increase, decrease, or other adjustment on the employment of Alaskans and 

the use of in-state contractors and suppliers: and

ID) the reasonably foreseeable effects of the proposed rovaltv 

increase, decrease, or adjustment upon existing and potential new oil and gas 

exploration and development:

(TO) shall offer to appear before the Legislative Budget and Audit 

Committee on a dav that is no. earlier than 10 davs and not later than 2 0  davs 

after giving public notice under (8 ) of this subsection, to provide the committee 

a review of the commissioner's preliminary findings and determination on the 

rovaltv increase, decrease, or other adjustment application and the supporting 

financial and technical data: if the Legislative Budget and Audit Committee 

accepts the commissioner's offer, the committee shall give notice of the 

committee's meeting to all members of the legislature: if. under C6)rB) of this 

subsection, the financial and technical data must be kept confidential at the 

request of a lessee or lessees making application for the rovaltv increase or 

decrease or other rovaltv adjustment, the commissioner mav appear before the 

committee in executive session:

t l P  shall make copies of the preliminary findings and determination

availabie to

(A) the presiding officer of each house [INTEREST, 

INCLUDING RESTORATION OF THE STATE'S ROYALTY SFLARE IN THE 

EVENT OF AN INCREASE IN THE PRICE OF OIL OR GAS. BEFORE 

APPROVING A ROYALTY REDUCTION, THE COMMISSIONER SHALL 

MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE 

MAXIMUM POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE 

WITH ALLOWING A REASONABLE RATE OF ECONOMIC RETURN FOR 

THE LESSEE, AND SEND COPIES OF THE FINDING TO ALL MEMBERS]
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of the legislature!

(BI the chairs of the legislature's standing committees on 

resources: and

(C) the chairs of the legislature's special committees on oil 

and gas, if anv:

(121 shall, within 30 davs after the close of the public comment 

period under ('81 of this subsection.

(Al prepare a summary of the public response to the 

commissioner's preliminary findings and determination:

(131 except as to a final findings and determination proposed 

for a rovaltv increase, decrease, or other adjustment under fllfAl of this 

subsection, make a tinal findings and determination, which is final and not 

appealable to the court bv the lessee or lessees:

(Cl as to a final findings and determination prepared for 

a rovaltv increase, decrease, or other adjustment under fllfAl of this 

subsection, make a final findings and determination and present it to the 

governor for the governor's approval or disapproval: the governor mav not 

delegate a decision to approve or disapprove a (Inal findings and decision 

presented under this subparagraph: the commissioner's final findings and 

determination regarding a rovaltv increase, decrease, or other adjustment 

prepared under this subparagraph, if approved bv the governor, is. as to

the lessee or lessees applying for the rovaltv increase, decrease, or other

adjustm ent final and not appealable to the court:

(D1 transmit a copy of the fi lal findings and determination 

prepared under (BI or (Cl of this paragraph to the lessee or lessees making 

application for the rovaltv increase, decrease or other adjustment:

(El with the consent of the less :e or lessees apulving for the 

rovaltv increase, decrease, or other adjust nen t amend the lease or 

unitization agreement of the lessee or lessee- applying for the rovaltv 

increase, decrease, or other adjustment consisted with the commissioner's 

final findings and determination: and

(FI make copies of the final findings and determination
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available to each person who submitted comment under (8) of this subsection

and who has filed a request for the copies:

(13) is not limited bv the provisions of AS 38.05.134(3) or I'D 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 pan 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 adopung 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 cenified 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 connecdon with the institution and operation of a cooperative or unit plan as 

the commissioner detennines necessary or proper to secure the proper protection of the 

public interest. The commissioner mav not decrease 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. 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 are considered as operations or production 

as to each lease committed to the agreement. The commissioner mav not decrease 

rovaltv on leases in connection with a communication or drilling agreement except 

as provided in (i) of this section.
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* Sec. 5. AS 38.05.180(t) is amended to read:

(t) The commissioner may prescribe conditions and approve, on condio 

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 or control under 

A.S 38.05.140. The commissioner mav not decrease rovaltv on a lease or leases that 

are subject to a drilling or development contract except as provided in (1") of this 

section.

* Sec. 6 . This Act takes effect immediately under AS 01.10.070(c).
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SENATE FINANCE 
COMMITTEE , 

Amendment Number:

^ y - f )  ■ sU jY) OS',
- e  y / z / a ' / / }  fi </

' v, )-h'1 7  c Bill Number:_/al-^-A.-r 7 / / / -
S p o n s o r ^ i i i L i i .  D a t9 ;_ :_ _ i  /O^unow i.—.—     ,

AMENDMfe$9Qd ln By: -J ĵ ~7----------------
May 8 , 1994

OFFERED rN THE SENATE
TO: Senate CS for CS for HB 207(RES)

Page 4, Lines 14-15:

DELETE [at the direction of the majority of the members of the 
Legislative Budget and Audit  Committee,]

Page 5, Line 13:

DELETE [if directed] and insert unless directed, and after "Committee" insert 
to do otherwise



O-GH0039M.2 -
Clienoweih

5/8/95 ^

A M E N D M E N T

1 Page 3. line 5:

2 Delete "the assumptions"

3 Insert "the relevant factors"

OFFERED IN THE SENATE

TO: SCS CSHB 207(RES)
S E N A T E  F INANCE 

C O M M IT T E E  
Amendment Number:
Blll Number: /fS  Z e n  
Sponsur;, O W / ?  Date: </%A C  
Loyo ed  In By:

- j f t *

4 Page 3. lines 9 - 1 5 :

5 Delete all material and insen:

6  "(Cl set out the terms and conditions, which mav include

substitution of a sliding scale rovaitv or other mechanism to increase,

8 decrease, or otherwise adjust the rovaltv if there is a change in the

9 relevant factors, such as price, projected production rate or volume.

10 predicted ultimate recovery, and development, operating, and

11 transportation costs, upon which the increase, decrease, or other

12 adjustment is based:"

-1-



HYPOTHETICAL "NORTH SLOPE MARGINAL’ FIELD WITH FIXED ROYALTY

$10 $1 6 $22 $20
Oil Oil Oil Oil

Price of ANS Delivered on West Coast $10.00 $16.00 $22.00 $20.00
Marine Tanker: Valdez to West Coast 1.20 1.20 1.20 1.20
Pipeline Tariifs <1.60 4.60 4,60 4.60
Netback Price at the Field $1.20 $10.20 $16.20 $22.20

Slate Royally Rato 15% (approximate**) 0.G3 1.53 2.43 3.33
State Tax (includes Production Tax, Properly

Tax, Income Tax and Environmental Tax) 1.02 1.70 2.66 3.54
Federal Income Tax * 0.19 1.71 3.19 4.67
Operating Costs (Illustrative) 2.00 2.00 2.00 2.00
Recovery of Capital Invested 2.92 2.92 2.92 2.92

Prolit (After Tax) ($2 .56 ) $0.26 $3.00 $5.74

HYPOTHETICAL "NORTH SLOPE MARGINAL' FIELD WITH SLIDING SCALE ROYALTY

$10 $16 $22 $20
Oil Oil Oil Oil

Price of ANS Delivered on West Coasl $10.00 $16.00 $22.00 $20.00
Marine Tanker: Valdez to West Coast 1.20 1.20 1.20 1.20
Pipoline Tariffs 1.60 4.60 4 .GO 4.60
Netback Price at the Field $1.20 $10.20 $1 6.20 $22.20

Sliding Royalty Scale (5% Rate) (12 5 % Rate) (15% Rate) (20% Rate)
0.21 1.20 2.43 4.44

Slate Tax (includes Production Tax, Properly
Tax, Income Tax and Environmental Tax) 1.02 1.70 2.66 3.54

Federal Income Tax * 0.19 1.71 3.19 4.67
Operating Costs (Illustrative) 2.00 2.00 2.00 2.00
Recovery of Capital Invested 2.92 2.92 2.92 2.92

Profit (After Tax) ($2 .11 ) $0.51 $3.00 $4.63

C5/<=

* Federal Income Tax is based on 35% of Netback Price minus Stale Taxes, Operating Costs and (loyally Rate. 

'ynptl'Piienl "MRM" Field J n u / m i l s / H B 2 0 7



C o m p a r i s o n  o f  H B  2 0 7  V e r s i o n s

G overnor's Version House Version Senate Version

Non-producing fields
Types of Leases Uneconomic fields Same Same

Shut-in fields

Roy/jlty Floor Before '78-75%  red. (3.125%) Non-producing 75% red. (3.125%) Non-producing 5% (60% red.)
(assuming 12.5% royalty) After '78-50%  red. (6.25%) Uneconomic 90% red. (1.25%) Uneconomic 3% (76% red.)

O versight None LB&A advisory Governor's approval for
38.05.180(j)(i)(a) non-producing
fields. LB&A advisory but confidential
information goes to LB&A staff & agents

S un se t None None Authority to grant ends July 1, 2000
for non-producing fields.

Com m issioner’s Findings No Criteria No Criteria Establishes criteria to be addressed.

3rd Party Analyses Selected by commissioner. Selected by applicant from DNR Selected by DNR.
Costs paid by applicant. short list. Costs paid by applicant. Costs paid by applicant.

A ssignab ility Not addressed. Not addressed. With Commissioner's prior approval.

A ppealability Not appealable by anyone. Not appealable by anyone. Not appealable by applicant.

Prepared by:
Senate Resources Committee 5 / 8 / 9 5 1:15 PM



SECTIONAL ANALYSIS 
OF

SENATE CS FOR CS FOR HOUSE BILL NO. 207(FIN)

(VERSION L )
MAY 9, 1995

The Senate CS for CS for House Bill No. 207(FIN) defines the commissioner’s authority 

to increase, decrease or otherwise adjust the existing royalty terms of oil and gas leases to 
encourage production under three different circumstances. Presuming that the relevant 
conditions set forth in the bill are met, the commissioner would lie authorized: 1) under 
(j)( 1 )(A), to increase, decrease or adjust the royalty terms of leases overlying delineated 
fields from which oil oi gas has not been produced for sale previously, 2) under (j)( 1)(B), 
to decrease or adjust the royalty terms of leases within producing fields "as costs per barrel 
or barrel equivalent increase such that future production would not otherwise be 

economically feasible" and 3) under (j)(l)(C), to increase, decrease or adjust the royalty 
rates of leases within shut-in fields to re-establish production that would not otherwise be 
economically feasible. The authority to grant an increase, decrease or otherwise adjust 

royalty rates under (j)(l)(A) expires July 1,2000. For (j)(l)(B) and (j)(l)(C) there is no 

sunset date.

Section .1,

This section amends AS 36.30.850(b)(33) by adding a new paragraph which exempts the 

commissioner’s selection of a qualified contractor to assist in the review of an application to 

increase, decrease or otherwise adjus: royalty rates from the provisions of the State 

Procurement Code. Contractors’ qualifications are described in Section 2, subsection 

(j)(7), below.

Section 1

This section amends AS 38.05.180(j) as provided below.



S u b se c tio n  ( i)Q )

This subsection clarifies that, before the commissioner may increase, decrease or otherwise 
adjust a royalty rate, the field must be delineated “sufficiently to allow the commissioner to 
conduct the analyses and make the findings required ...” instead of relying upon the more 
subjective standard of “sufficiently to the satisfaction of the commissioner...” which was 
specified in an earlier version of the bill. This change was made to reinforce the 

expectation that the commissioner’s decisions to increase, decrease or adjust royalty rates 

will be well reasoned and supported by the record. This standard should encourage greater 
accountability, reducing the likelihood of disputes over whether the commissioner was 
“satisfied” with too little information before making a decision to increase, decrease or 

adjust royalty rates.

Subsections G)0)(A), (j)( 1 )(B) and (j)(l)(C) clarify that any royalty increase, decrease or 
adjustment will be based upon the economic feasibility of production from the entire oil or 
gas field or pool and not from a “portion of the field or pool.” This will provide the state a 
safeguard against potential abuse of the royalty amendment provisions which might arise if 
the inquiry of what production is economically feasible is focused only on selected leases, 

portions of leases or vertically segregated zones underlying leases within a field.

The intent is to assure that, when royalties are increased, decreased or adjusted, the state 

will have the opportunity to share on the upside to the same extent it agrees to accept 

additional risk on the downside. By focusing this legislation on field-wide or pool-wide 

economics, the likelihood is reduced that the state will be asked to participate only in the 
sharing of costs for the most expensive wells within a field or pool while being denied the 

opportunity to share more equitably in the revenues from more economical wells.

Subsection (j)(21

This subsection establishes the general standards for any royalty increase, decrease or 
adjustment to be a “clear and convincing showing that an increase, decrease of adjustment 
of royalty meets the requirements of this subsection and is in the best interests of the state.” 

It also places the burden of proof for making that showing on the lessee.



S u b se c tio n  (j)(3 )

This subsection directs the commissioner to condition any royalty increase, decrease or 
adjustment “in any way necessary to protect the state’s best interest” The Senate Finance 
Committee CS requires that the commissioner describe in a written findings and 
determination the assumptions upon which an increase, decrease or adjustment is based, 
and set forth the terms and conditions, which may include the substitution of a sliding scale 
royalty or other mechanisms that will be applied to increase, decrease or adjust the state’s 

royalty share if the assumptions upon which the commissioner relied are subsequently 

determined either to have underestimated or overestimated the economic feasibility of the 
field’s development without the royalty increase, decrease or adjustment.

S u b s e c t i o n - .  ( i M l

This subsection sets forth explicit limitations on the commissioner’s authority to grant a 

royalty increase, decrease or adjustment. With respect to delineated but previously non­
producing fields (j)(l)(A), the Senate Finance Committee CS would forbid an increase, 
decrease or adjustment of royalty if the increase, decrease or adjustment would establish a 

royalty rate of less than five percent in amount or value of production removed or sold. 
With respect to non-economic producing (j)(l)(B) and shut-in fields (j)(l )(C), the 
commissioner may not decrease or otherwise djust the royalty rate below a floor of three 

percent in amount or value of the production removed or sold.

S u b s e c t i o n  (j)(5)

This subsection requires the commissioner to condition any royalty increase, decrease or 
adjustment with an explicit notice that the increase, decrease or adjustment may not be 

assigned without the prior written approval of the commissioner. It further specifies that 
the commissioner shall, in the preliminary and final findings and determination, set out the 

conditions under which the royalty increase, decrease or other adjustment may be assigned.



Subsection.. ,(iH6)

This subsection establishes the requirement that the applicant submit supporting financial 
and technical data with an application for a royalty increase, decrease or adjustment. It 
defines the categories of information which may be required, and provides for the 
confidentiality of documents submitted in support of an application to increase, decrease or 

adjust the royalty rate.

The Senate Resources Finance CS makes explicit that the commissioner will require data 
necessary to make an informed decision on an application to increase, decrease or 

otherwise adjust royalty rates. In addition, the limitation of the commissioner’s authority to 
require any information other than financial and technical data relating to “production”, 
which appeared in an earlier version of the bill, has been deleted, clarifying that the scope 
of the commissioner’s inquiry may include financial and technical data relating to 
development and transportation of oil and gas, as well as production, if the commissioner 
determines that those data are necessary to properly evaluate an application.

The subsection also defines the confidentiality principles which will apply to information 
submitted in support of an application to adjust royalties. Generally, the data may be held 
confidential under the provisions of AS 38.05.035(a)(9), at the request of the lessee or 

lessees; however, the data may be disclosed by the commissioner legislators who sign an 

appropriate confidentiality agreement, to the legislative auditor, to the director of the 
division of legislative finance and the permanent employees of their respective divisions, 

and to agents, or contractors of the legislative auditor or the legislative finance director who 
are engaged under contract to evaluate the roj alty increase, decrease or other royalty 

adjustment.

Subsection 1UIZ1

This subsection confirms the commissioner’s authority to require the applicant to pay for 

the services of an independent contractor to assist the commissioner in reviewing an 
application to increase, decrease or otherwise adjust royalty rates. Relative to an earlier 
version of the bill, the contractor’s qualifications have been expanded to include the ability 
to evaluate hydrocarbon production, development and transportation economics.



Subsection.. (jK&)

This subsection establishes the requirement that the commissioner make and publish a 

preliminary findings and determination (preliminary findings) on applications to increase, 
decrease or otherwise adjust the royalty. Preliminary findings related to increases, 
decreases or adjustments under (1)(A), must first be submitted to the governor for the 
governor's approval or disapproval. If the governor approves the preliminary finding, the 
commissioner must: 1) give reasonable public notice, and 2 ) concurrently with the 
issuance of that notice, unless otherwise directed by the Budget and Audit Committee, 
make copies of the findings and supporting financial and technical data available to those 

persons authorized under (6 )(B) of this subsection to review the data and 3) invite public 
comment on the preliminary findings for a 30-day period.

For preliminary findings under (1) (B) or (C) of this subsection, the commissioner must 
give reasonable public notice and allow for a 30-day comment period on the proposal.

This subsection defines a list of issues, (j)(9)(A)-(j)(9)(D), which the commissioner must 
address in any written finding and determination for a royalty increase, decrease or 

adjustment. The House version of this bill did not specify any issues or concerns which 

had to be addressed in the commissioner's findings and determination.

Subsection (j)(10)

This subsection sets forth the requirement that the commissioner offer to appear before the 

Legislative Budget and Audit Committee (LB&A) on a day no earlier than 10 days and not 

later than 2 0  days after giving public notice of a preliminary findings and determination or. 

a royalty increase, decrease or other adjustment to provide the committee a review of the 
findings and the supporting financial and technical data.



If the LB&A Committee accepts the offer, it shall give notice of the meeting to all members 
of the legislature , and if die technical and financial data must be kept confidential, as 

provided in (6 )(B), the commissioner may appear in executive session.

S u b s e c t i o n

This subsection provides that the commissioner shall make copies of the preliminary 
findings and determination for a proposed increase, decrease of adjustment of a royalty rate 
to the presiding officer of each house; the chairs of the legislature’s standing committees on 
resources; and the chairs of the legislature’s special committees on oil and gas, if any.

Subsection (j)(12)

This subsection defines the timelines and administrative procedures to be followed in 
summarizing the public comments, preparing and distributing the final findings and 
determination and amending the leases to reflect an increase, decrease or other adjustment 

of royalty rates, depending upon whether the findings apply to increases, decreases or 
adjustments under (1)(A) or those under (1)(B) or (1)(C). This subsection also contains 
language affirming that the commissioner’s decisions, as regards the applicant, are final 

and not appealable to the court. The House version of this bill provided that the 
commissioner's finding and determination was final and not appealable by any party.

For final findings for adjustments under (1)(B) or (C) of this section, the commissioner is 

directed, within 30 days after the cbse of the public comment period, to prepare a summary 

of the public's response to the preliminary findings, and make a final findings and 

determination. For those adjustments under (1)(A) of this section, the commissioner is 

directed to summarize the public comments, make his final finding and submit it to the 

governor for the governor's approval or disapproval. The bill Senate Finance CS provides 
that the governor may not delegate a decision to approve or disapprove a final findings and 

determination for an increase, decrease or other adjustment under section (1)(A).



Under (12)(D) of this subsection, the commissioner is directed to provide copies of the 
final findings and determination (following the governor's approval, if under (1)(A)) to the 

lessee or lessees, and with their consent to amend the lease(s) or unit agreement(s) to reflect 
the increase, decrease or adjustment consistent v/ith the terms of the findings and 
determination. Copies of the final findings and determination are to be provided to each 

person who submitted comments during the public comment period and who filed a request 

for copies.

S u b s e c t i o n  (i ) ( 1 3 )

This subsection clarifies that the commissioner may, under the authorities vested by this 
bill, increase, decrease or adjust the royalty provisions of leases arising from conversion of 

Exploration Licenses.

S ec t i on  3

Section 3 amends the provisions of AS 38.05.180(p) to clarify that the commissioner may 

not increase, decrease or otherwise adjust royalty on leases in connection with a 

cooperative or unit plan except as provided in AS 38.05.180(p), as amended by this bill.

Section .4

Section 4 amends the provisions of AS 38.05.180(s) to clarify that the commissioner may 

not increase, decrease or otherwise adjust royalty on leases in connection with a 

communization or drilling agreement except as provided in AS 38.05.180(s), as amended 

by this bill.

Section 5

Section 5 amends the provisions of AS 38.05.180(t) to clarify that the commissioner may 
not increase, decrease or otherwise adjust royalty on a lease or leases that are subject to a 

drilling or development contract except as provided in (j) of this section, as amended by 

this bill.



Section 6  provides for an immediate effective date under AS 01.10.070(c).

Notcs.-Qm^mendments of this CS relative to the Senate Resources 
Committee CS dated .May 8

Subsections (3)(C) was redrafted to clarify that there would be no "hidden" reopeners, and 
to clarify that both the events which may lead to subsequent adjustment of an increase, 
decrease or other adjustment and the steps to be taken when, and if, they occur, will be set 

out in the findings and determination.

Subsections (6 )(B) was redrafted to provide legislators who sign an appropriate 
confidentiality agreement to have access to confidential data which in the Senate Resources 

CS were available only to LB&A, its staff and contractors.

Subsection (8 )(B)(ii) was redrafted to require the commissioner to submit the confidential 

materials to LB&A concurrently with the issuance of public notice— unless directed to do 
otherwise by the Legislative Budget and Audit Committee. This amendment was made to 
assure that LB&A has access to the data upon which to base its analysis as soon as it is 

available, rather than having to wait to be directed to request the data.

Technical amendments were made to subsection (9) to delete the words "beneficial 

spending" and "projected", and to replace those terms with "expenditures" and "reasonably 

foreseeable', respectively, in each instance in which those words appeared.

Subsection (9)(D) was amended to delete the phrase "and upon competition and patterns of 
investment related to oil and gas exploration and development" from one of the sets of 

issues whuL Lo best interest finding and determination must address.

Section. 6



ATTACHMENT FOR FISCAL NOTE - HB207
REDUCE ROYALTY SHARE/HOLD PERMANENT FUND "HARMLESS"

Implementation of this legislation will create an increased workload for the Division of Oil & Gas. 
We anticipate that some of the applications will be analyzed within the Division and many will 
require analysis by third parties (the bill provides that third-party costs wiil be paid for by the 
companies). Because of the extremely sensitive and confidential nature of the data a considerable 
amount of interaction between the third-party contractor and the state will be needed. 
Furthermore, the bill requires that applicants make a clear and convincing showing of the need for 
royalty reduction, sc the Division will need to evaluate the economic, geological and engineering 
data submitted for compliance with thedaw prior to seeking the assistance of a third party.

Because this legislation contains provisions that may cause the terms of the application to vary 
over time, any approved application will need to be monitored on a continuing basis. We expect 
this program to have broad appeal, however, we cannot anticipate how many applications wiil be 
submitted or when they will be submined.

.An exempt Petroleum Engineer, Range 26A, will provide the broad background that will be 
needed to evaluate these proposals effectively. This position will need to be sidiled not only in 
Petroleum Engineering, but will also need to have extensive knowledge of petroleum geology and 
petroleum economics. The salary cost of this position wiil be approximately S90.6 the first year, 
including benefits. Additional, minor expenses such as travel, contractual and supplies wiil be 
required which we estimate will not exceed S I5.0. This position and the associated costs are our 
estimates of the funding needed to get the program started; if many applications are received, 
other positions may be required. We assume that each application will take between 4-6 
emplovee-months to evaluate.

This legislation will effect state operating revenues in an unquantifiable manner (the Permanent 
Fund share is not affected by this legislation). This legislation gives the commissioner authority to 
grant royalty reduction which, on its face, would seem to indicate a decrease in revenue.
However, since the purpose of this legislation is to promote development of fields that would not 
otherwise be produced, the net erect on state revenues should be positive. As a result of this 
legislation we are gaining new revenues based on this new production (albeit at a somewhat 
reduced rate from currently producing fields).

dnr fin svcs hb207.wpd

Page 2 o f  2



SECTIONAL ANALYSIS 
OF

SENATE CS FOR CS FOR HOUSE BILL NO. 207(RES)
(VERSION I)
MAY 8 , 1995

The Senate CS for CS for House Bill No. 207(RES) defines the commissioner’s authority 
to increase, decrease or otherwise adjust the existing royalty terms of oil and gas leases to 
encourage production under three different circumstances. Presuming that the relevant 
conditions set forth in the bill are met, the commissioner would be authorized: 1) under 
(j)(l)(A), to increase, decrease or adjust the royalty terms of leases overlying delineated 
fields from which oil or gas has not been produced for sale previously, 2) under (j)(l)(B), 

to increase, decrease or adjust the royalty terms of leases within producing fields where the 
field’s operating costs exceed revenues, and are likely to continue to do so absent royalty 
increase, decrease or adjustment, and 3) under (j)(l)(C), to increase, decrease or adjust the 
royalty rates of leases within shut-in fields to re-establish production that would not 
otherwise be economically feasible. The authority to grant an increase, decrease or 

otherwise adjust royalty rates under (j)(l)(A) expires July 1, 2000. For (j)(l)(B) and 

(j)(l)(C) there is no sunset date.

Section 1.

This section amends AS 36.30.850(b)(33) by adding a new paragraph which exempts the 
commissioner’s selection of a qualified contractor to assist in the review of an application to 
increase, decrease or otherwise adjust royalty rates from the provisions of the State 

Procurement Code. Contractors’ qualifications are described in Section 2, subsection 

(j)(7), below.

Section. 2

This section amends AS 38.05.180(j) as provided below.



S u b se c tio n  H H l)

This subsection clarifies that, before the commissioner may increase, decrease or otherwise 
adjust a royalty rate, the field must be delineated “sufficiently to allow the commissioner to 

conduct the analyses and make the findings required ...” instead of relying upon the moie 
subjective standard of “sufficiently to the satisfaction of the commissioner...” which was 
specified in an earlier version of the bill. This change was made to reinforce the 
expectation that the commissioner’s decisions to increase, decrease or adjust royalty rates 
will be well reasoned and supported by the record. This standard should encourage greater 
accountability, reducing the likelihood of disputes over whether the commissioner was 
“satisfied” with too little information before making a decision to increase, decrease or 

adjust royalty rates.

Subsections (j)(l)(A), (j)(l)(B) and (j)(l)(C) clarify that any royalty increase, decrease or 
adjustment will be based upon the economic feasibility of production from the entire oil or 
gas field or pool and not from a “portion of the field or pool.” This will provide the state a 
safeguard against potential abuse of the royalty amendment provisions which might arise if 
the inquiry of what production is economically feasible is focused only on selected leases, 
portions of leases or vertically segregated zones underlying leases within a field.

The intent is to assure that, when royalties are increased, decreased or adjusted, the state 
will have the opportunity to share on the upside to the same extent it agrees to accept 
additional risk on the downside. By focusing this legislation on field-wide or pool-wide 

economics, the likelihood is reduced that the state will be asked to participate only in the 

sharing of costs for the most expensive wells within a field or pool while being denied the 

opportunity to share more equitably in the revenues from more economical wells.

S u b s e c t i o n

This subsection establishes the general standards for any royalty increase, decrease or 
adjustment to be a “clear and convincing showing that an increase, decrease of adjustment 

of royalty meets the requirements of this subsection and is in the best interests of the state.” 

It also places the burden of proof for making that showing on the lessee.



S u b sec tio n  fjH 3)

This subsection directs the commissioner to condition any royalty increase, decrease or 

adjustment “in any way necessary to protect the state’s best interest.” The Senate 

Resources Committee CS establishes the requirement that the commissioner describe in a 
written findings and determination the assumptions upon which an increase, decrease or 

adjustment is based, and set forth the terms and conditions, which may include the 
substitution of a sliding scale royalty or other mechanisms that will be applied to increase, 
decrease or adjust the state’s royalty share if the assumptions upon which the commissioner 
relied are subsequently determined either to have underestimated or overestimated the 
economic feasibility of the field’s development without the royalty increase, decrease or 

adjustment.

S u b s e c t i o n  (i)(4 )

This subsection sets forth explicit limitations on the commissioner’s authority to grant a 
royalty increase, decrease or adjustment. With respect to delineated but previously nori- 
producing fields (j)(l)(A), the Senate Resources Committee CS would forbid an increase, 

decrease or adjustment of royalty if the increase, decrease or adjustment would establish a 
royalty rate of less than five percent in amount or value of production removed or sold.
With respect to non-economic producing (j)(l)(B) and shut-in fields (j)(l)(C), the 
commissioner may not decrease or otherwise adjust the royalty rate below a floor of three 

percent in amount or value of the production removed or sold.

S u b s e c t i o n

This subsection requires the commissioner to condition any royalty increase, decrease cr 
adjustment with an explicit notice that the increase, decrease or adjustment may not be 

assigned without the prior written approval of the commissioner. It further specifies that 
the commissioner’s approval shall be based upon a clear and convincing showing by the 

assignor that the assignment meets the requirements of subsection (j)(l), and is in the best 

interests of the state.



S u b se c tio n  (i)(6)

This subsection establishes the requirement that the applicant submit supporting financial 
and technical data with an application for a royalty increase, decrease or adjustment. It 
defines the categories of information which may be required, and provides for the 
confidentiality of documents submitted in support of an application to increase, decrease or 

adjust the royalty rate.

The Senate Resources Committee CS makes explicit that the commissioner will require data 
necessary to make an informed decision on an application to increase, decrease or 
otherwise adjust royalty rates. In addition, the limitation of the commissioner’s authority to 
require any information other than financial and technical data relating to “production", 
which appeared in an earlier version of the bill, has been deleted, clarifying that the scope 
of the commissioner’s inquiry may include financial and technical data relating to 
development and transportation of oil and gas, as well as production, if the commissioner 
determines that those data are necessary to properly evaluate an application.

The subsection also defines the confidentiality principles which will apply to information 
submitted in support of an application to adjust royalties. At the direction of the majority of 
the members of the Legislative Budget and Audit Committee, the data may be disclosed to 
the director of the division of legislative finance and the permanent employees of their 

respective divisions, and to agents, or contractors of the legislative auditor or the legislative 
finance director who are engaged under contract to evaluate the royalty increase, decrease 
or other royalty adjustment. The data may not be disclosed to members of the legislature, 

and will remain confidential under the provisions of AS 38.05.035(a)(9) upon lessee's 

request.

S u b s e c t i o n  (i)(7 )

This subsection confirms the commissioner’s authority to require the applicant to pay for 
the services of an independent contractor to assist the commissioner in reviewing an 
application to increase, decrease or otherwise adjust royalty rates. Relative to an earlier 

version of the bill, the contractor’s qualifications have been expanded to include the ability 
to evaluate hydrocarbon production, development and transportation economics.

4
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Subsection (j)(8)

This subsection establishes the requirement that the commissioner make and publish a 
preliminary findings and determination (prelin.mary findings) on applications to increase, 
decrease or otherwise adjust the royalty. Preliminaiy findings related to increases, 
decreases or adjustments under (1)(A), must first be submitted to the governor for the 
governor's approval or disapproval. If the governor approves the preliminary finding, the 

commissioner must: 1) give reasonable public notice, and 2 ) concurrently with the 
issuance of that notice, if directed by the Legislative Budget and Audit Committee, make 
copies of the findings and supporting financial and technical data available to those persons 
authorized under (6 )(B) of this subsection to review the data and 3) invite public comment 

on the preliminary findings for a 30-day period.

For preliminary findings under (1) (B) or (C) of this subsection, the commissioner must 
give reasonable public notice and allow for a 30-day comment period on the proposal.

Subset iflii— '

This subsection defines a list of issues, (j)(9)(A)-(j)(9)(D), which the commissioner must 
address in any written finding and determination for a royalty increase, decrease or 

adjustment.

Subsection (i)(lQ)

This subsection sets forth the requirement that the commissioner offer to appear before the 

Legislative Budget and Audit Committee (LB&A) on a day no earlier than 10 days and not 

later than 2 0  days after giving public notice of a preliminary findings and determination on 
a royalty increase, decrease or other adjustment to provide the committee a review of the 

findings and the supporting financial and technical data.

If the LB&A Committee accepts the offer, it shall give notice of the meeitng to all members 
of the legislature , and if the technical and financial data must be kept confidential, as 
providied in (6 )(B), the commissioner may appear in executive session.



■S u b se c tio n

This subsection provides that the commissioner shall make copies of the preliminary 
findings and determination for a proposed increase, decrease of adjustment of a royalty rate 
to the presiding officer of each house; the chairs of the legislature’s standing committees on 
resources; and the chairs of the legislature’s special committees on oil and gas, if any.

Subsection (jliU l

This subsection defines the timelines and administrative procedures to be followed in 
summarizing the public comments, preparing and distributing the final findings and 
determination and amending the leases to reflect an increase, decrease or other adjustment 
of royalty rates, depending upon whether the findings apply to increases, decreases or 
adjustments under (1)(A) or those under (1)(B) or (1)(C). This subsection also contains 
language affirming that the commissioner’s decisions, as regards the applicant, are final 

and not appealable to the court.

For final findings for adjustments under (1)(B) or (C) of this section, the commissioner is 
directed, within 30 days after the close of the public comment period, to prepare a summary 
of the public's response to the preliminary findings, and make a final findings and 
determination. For those adjustments under (1)(A) of this section, the commissioner is 

directed to summarize the public comments, make his final finding and submit it to the 

governor for the governor's approval or disapp oval. The governor may not delagate a 
decision to approve or disapprove a final findii gs and determination for an increase, 

decrease or other adjustment under section ( 1)(A).

Under (12)(D) of this subsection, the commissioner is directed to provide copies of the 
final findings and determination (following the governor's approval, if under (1)(A)) to the 
lessee or lessees, and with their consent to amend the lease(s) or unit agreement(s) to reflect 

the increase, decrease or adjustment consistent with the terms of the findings and 
determination. Copies of the final findings and determination are to be provided to each 
person who submitted comments during the public comment period and who filed a request 

for copies.

Subsection (j)(13)



This subsection clarifies that the commissioner may, under the authorities vested by this 

bill, increase, decrease or adjust the royalty provisions of leases arising from conversion of 

Exploration Licenses.

Section 2

Section 3 amends the provisions of AS 38.05.180(p) to clarify that the commissioner may 
not increase, decrease or otherwise adjust royalty on leases in connection with a 
cooperative or unit plan except as provided in AS 38.05.180(p), as amended by this bill.

SectionJi

Section 4 amends the provisions of AS 38.05.180(s) to clarify that the commissioner may 
not increase, decrease or otherwise adjust royalty on leases in connection with a 
communization or drilling agreement except as provided in AS 38.05.180(s), as amended 
by this bill.

Section 5.

Section 5 amends the provisions of AS 38.05.180(t) to clarify that the commissioner may 

not increase, decrease or otherwise adjust royalty on a lease or leases that are subject to a 

drilling or development contract except as provided in (j) of this section, as amended by 

this bill.
Section 6

Section 6  provides for an immediate effective date under AS 01.10.070(c).
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The Department of Namral Resources does not support any amendment which would limit 
the commissioner's ability to adjust royalty to only a sliding scale mechanism based on a 
referenced oil price. Although such a mechanism may be simple to administer, it could 
cause fiscal deterrence to development or deny the state upside benefits if other factors 
change.

Sliding scale mechanisms have been criticized by Petroconsultants (U.K.) Ltd. in its study 
of various petroleum fiscal regimes, "Annual Review of Petroleum Fiscal Regimes (1994) 
("Fiscal Regimes"). The study notes that in "marginal situations, it is possible that [certain 
fiscal regimes] will delay the advent of economic rent considerably and may prevent it 
altogether, i.e. leave the investor with a negative NPV [net present value]." Fiscal 
Regimes at Analysis - 2. It also states that "lor" depreciation schedules for tax (or cost 
recovery) purposes delays the advent of econor. u  for the investor, as do mechanisms 
based on sliding sexes (such as profit sharing) w,.„ . increase the State share when field 
production increase.' and not when profitability increases." Id. (emphasis and underlining 
in original).

Additionally, a sliding scale based solely on price may deny tire state potential upside 
benefits. For example, if the royalty reduction is based upon these assumptions:

1. A company needs an internal rate of return of ten percent to invest in a project.

2. The company estimates recoverable reserves of 200 million barrels of oil.

3. The company can a achieve a ten percent return if it recovers 200 million barrels at a 
destination price of fifteen dollars per barrel and a royalty rate of 10 percent. (All other 
factors are held constant.)

4. The state agrees to downwardly adjust the royalty rate such that at fifteen dollars the 
royalty rate will be ten percent. The parties agree to a sliding scale mechanism based on 
oil price which provides that the royalty will be 5% at price of ten dollars or less, 7.5% at 
S12.50, 10 % at $15.00, 12.5% at $17.50, 15 % at $20.00, and 17.5% at $22.50 or above.

Assume now, that as production begins, it becomes obvious that 50 million additional 
barrels above original estimates can be recovered. The actual destination price, however, 
remains fixed at a constant fin :en dollars per barrel. The company will get the benefit of 
die increased production (and achieve a higher internal rate of return than was necessary 
to induce it to invest in the project). The state, however, will not receive the benefit of 
this increased production even though the actual economics of the project have improved 
dramatically over the initial economics assumed.

The decision to invest in a new field is based upon an assessment of economic risk and an 
analysis using price alone is generally overly simplistic. Other variables, not price alone, 
should be considered. Field profits are determined by a combination of variables, not just 
one. Production volume, capital investment, and operating costs remain important



considerations. At the vary least, the state should consider the "value of production" 
(price times volume) as a sliding scale basis. Even this method, hov/ever, ignores the 
effect of the Alaska field's profitablility to the consolidated income statement of the 
typically integrated company operating in Alaska.

Nevertheless, sliding scale mechanisms are useful tools which should be considered by the 
commissioner in making his decision. They, however, should not be the exclusive tool.
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Representative Norman Rokeberg
MEMORANDUM

TO : M e m b e rs  of S e n a te  F in a n c e  C o m m itte e

FROM : R e p re s e n ta t iv e  N o rm an  R okeberg"} /"

DATE: M ay 5, 1995

S U B JE C T : S e n a te  C S  for HB 2 0 7  - R oyalty  A d ju s tm e n ts

INTERIM
716 WEST 4TH AVENUE, SUITE 200 
ANCHORAGE. AK 99501 
PHONE. (907) 256-8101
SESSION 
STATE CAPITOL 
JUNEAU. AK 50801-1162 
PHONE (907) 465-4966 
PAX 1007) 465-2040

A n u m b e r  of i te m s  c o n ta in e d  in th e  la te s t  w ork  draft, GH0039M  d a te d  5 /4 /9 5 , 
a d o p te d  by  th e  S e n a te  R e s o u rc e s  C o m m itte e  w e re  d e b a te d  bo th  in 
c o m m itte e  a n d  on th e  H o u s e  floor. A re a s  still n e e d in g  rev isio n  a re :

• a  s u n s e t  p e rio d  of th e  y e a r  2 0 0 0  is too  s h o r t if w e  n e e d  o n e  a t  all it 
s h o u ld  b e  2 0 0 5  to  allow  in v e s to rs  w ho a r e  n o t cu rren tly  d o in g  b u s in e s s  in 
A lask a  b u t m ay  e x p lo re  a t s o m e  fu tu re  tim e  (giving th e  a p p e a r a n c e  of 
b e in g  s p e c ia l  in te re s t  leg isla tion  fo r B P, w hich  is n o t th e  c a s e )  P a g e  2, 
l ine 10

• S u b s e c tio n  (3) (B), P a g e  3, lines  4 - 8 ,  is a m b ig u o u s  b e c a u s e  th e  
re le v a n t fa c to rs  o r  a s s u m p tio n s  a re  e ith e r  all m a n d a te d  o r  all p e rm is s iv e  
d e p e n d in g  o n  in te rp re ta tio n  - p rice  v a r ia b le s  s h o u ld  b e  m a n d a te d  in e a c h  
a g r e e m e n t  w hile th e  o th e r  fa c to rs  a r e  o p tio n a l d e p e n d in g  on  
c irc u m s ta n c e

• c o n ta in s  a  r e o p e n e r  c la u s e  th a t  is v a g u e  a n d  u n c le a r  a n y  r e o p e n e r  
c la u s e  h a s  to  b e  b a rg a in e d  for in a d v a n c e ,  S u b s e c tio n  (3) (C), P a g e  3, 
L ines 9 -1 5  (W h a t d o e s  th e  te rm  “s u b s e q u e n t ly  d e te rm in e d "  m e a n ? )
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• th e  royalty  floor on  “old u n e c o n o m ic  fie ld s” of 3%  e .g . C o o k  Inlet 
(c u rren t law  a llo w s th e  royalty  to  g o  to  0% , p re fe r  1 .2 5 % ), S u b se c tio n  (4)
(B), P a g e  3, L ine 2 4

• a s s ig n m e n t  of a  royalty  a d ju s tm e n t  b e tw e e n  o w n e rs  w hich  is s im ila r to 
th e  initial ap p lica tio n  p ro c e d u re  - c o n s e n t  le s s  s tr in g e n t  S u b s e c tio n  (5), 
P a g e  3, L in es 3 0 -3 2

• c o n ta in s  no  “re a s o n a b ly  a v a ila b le ” s ta n d a rd  fo r “o ld  oil field d a ta ” th a t 
m ay  n o t b e  a v a ila b le  w h e n  m ultip le t r a n s f e r s  of o w n e rsh ip  o c c u r  
a d d  to  (6) (A), P a g e  4, L ine 9

• in d u stry  p re fe rs  h av in g  th e  DNR C o m m is s io n e r  a p p ro v e  a  list of 
in d e p e n d e n t  c o n tra c to rs  th a t  th e  in d u stry  c a n  th e n  c h o o s e  from  th u s  
av o id in g  p ro b le m s  b a s e d  on  h isto ric  re la tio n sh ip s , S u b s e c tio n  (7), P a g e  
4, Line 2 6

listing of th e  ite m s  th a t m u s t b e  a d d r e s s e d  in th e  f in d in g s  a n d  
d e te rm in a tio n  w hich  co u ld  in c r e a s e s  th e  p o ssib ility  of litigation a n d  s o m e  
ite m s  m a y  n o t ap p ly  in e v e ry  c irc u m s ta n c e  - r e c o m m e n d  c h a n g in g  “sh all 
to m a y ”, S u b s e c tio n  (8), P a g e  4 , Line 3 0

• c h a n g e s  th e  n o n -a p p e a la b ility  la n g u a g e  to  l e s s e e  o r  l e s s e e s  only  (h o u se  
v e rs io n  lim its a p p e a ls  to  co n s titu tio n a l i s s u e s  by  d e le tin g  th e  a b o v e ) , 
S u b s e c tio n  (12) (B), P a g e  7, L ine 19 a n d  (12) (C), P a g e  7, lines 2 7  a f te r  
is th ro u g h  line 2 9

I s tro n g ly  u rg e  y o u  to  h e lp  re v ise  th e  S e n a te  d ra ft a n d  p o ss ib ly  in c o rp o ra te  
s o m e  of th e  a b o v e  s u g g e s t io n s .  I b e lie v e  th is  bill is v e ry  im p o rtan t to A la sk a  
a n d  th e  c o m p a n ie s  w h o  d o  b u s in e s s  in o u r  s ta te .



T o n y  K n o w l e s
GOVERNOR

PO . Box 110001 
Juneau, Alaska 99811-0001 

(907) 465-3500 
Fax (907) 465-3532

S t a t e  o f  A l a s k a
OFFICE OF THE GOVERNOR 

J U N E A U

February  2 7 , 19 9 5

The Honorable Gail Phillips 
Speaker of the House 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801-1182

Dear Speaker Phillips:

Under the authority of art. Ill, sec. 18, of the Alaska Constitution, i am transmitting a bill 
relating to the reduction of royalties reserved to the state to encourage otherwise 
uneconomic production of oil and gas from marginal fields and to prolong the production 
life of declining fields.

The bill would change existing royalty reduction provisions to grant the commissioner of 
the Department of Natural Resources greater discretion to provide royalty relief to lessees 
when necessary and clarify the commissioner's authority to gram such relief under various 
provisions in AS 3S.05.180.

The proposed changes will require the lessee to make a clear and convincing showing that 
a royalty reduction is necessaty and is in the best interest of the state. The commissioner 
may condition granting of a royalty reduction in any way necessaty to protect the state's 
best interests, such as increasing the state's royalty share if the price of oil or gas rises.

Finally, the bill maintains the royalty contributions to the permanent fund so that the fund 
would never receive a royalty less than that provided under existing statutes.

I urge your favorable action on this bill.

Sincerely,

G overnor
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"An Act relating to adjustments to royalty reserved to the state to encourage otherwise uneconomic 
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