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SENATE FINANCE COMMITTED REPORT

DATE: 5/6/95 FURTHER:

DATE TURNED INTO OFFICE:

The Finance Committee considered CS FOR HOUSE BILL NO. 207(F!N) am

Adjustments to royalty reserved to the state to encourage otherwise uneconomic production of oil
and gas; EFD.

and recommends: Senate Bill:
_ . L\ [ 1 same title
[y\ be replaced with CS <5 O 2--Q7 ( 7771y 1 [ ] new title
House Bill:

[ 1 adopt previous CS ( ) [ ] same title
[ j technical change
[ ] attached amendment(s) [ j new: SCR"
[ ] adopt Letter of Intent by Committee
[ 1 further referral to the Committee
Department Date  Zero Fiscal Department Date Zero  Fiscal

[ ] APPROPRIATION - no fiscal note induck fiscal notes accompanying Governor’s hil



M.

FISCAL NOTE Version: ke 207
STATE OF ALASKA REPORTED OUT OF (H) Publish Dale: 2/27/95
1995 LEGISLATIVE SESSION;

Revision Date: Dept. Affected: Revenue
Title: Reduce Royalty Share/Hold Permanent Fund "I BRU: APFC
_Component: APFC

sponsor: GOV
Requester: GOV COMPONENT SERIAL NO. 109
Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FY 00 FY 01
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES |

CHANGE IN REVENUES ( ) I I

FUND SOURCE (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

Estimate of any currentyear (FY95) cost: S

POSITIONS
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: Martin Plhl, Actin<Y £xecutita Directol)]'MHV(li W Phone:  465-2047
Division: APFC /] =l Date: 2/23/95
Approved by |
Commissioner  Deborah Vogqt ~ W- $S1/A % Date: 2/23/95
m 1717t r1 > provide all distribution copies to governor S legislative 0frce

wWUrt/i11CC W1*4 * For furtherdtetrtbulton tntarmrton, ca» the Governor's Leofetatlve Office
(Rev 10/94) 95Ibnoj<ia/DBR Page 1ot 1

0.0

0.0



FISCAL NOTE N 3 Correct

STATE OF ALASKA * . , Bill Versicn:_ BB 207.
1995 LEGISLATIVE SESSION REPORTEDOuU VvV Op (H) Publish oae: 3/8/97?
Revision Data: Original____ e 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

Soonson House Rules Committee

Recuestor: Governor Knowles Component Serial No. 439
E.tcenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES F796 FY97 FY93 FY99 FY00 rvol
PERSONAL ScrtVICeci 90.61 94.0 97.5i 101.2 105.0
TRAVEL 5.0l 5.0 5.01 5.0 5.0
CONTRACTUAL 5.0 5.0 5.01 5.0 5.0
SUPPLIES 5.0 5.0 5.0| 5.0 5.0
EQUIPMENT ooy

LAND &STRUCTURES 1

GRANTS, CLAIMS 1 I
MISCELLANEOUS 1 1 !
TOTAL OPERATING 105.6 109.01 112.5 116.2 120.0
CAPITAL EXPENDITURES Oo oa 0.01 0.0 0.0
|CHANGE IN REVENUES) ) 0.0 0.0 0.01 0.0 0.0
FUND SOURCE (Thousands of Dollars)

1002 Feaerai Receipts 1 1
1003 GF Match 1 1
1004 GF 1C55 109.0 112.5 116.21 120.01
1C05 GF/Prooram Receiots 1 1 1
1006 GF/MHTIA | | | 1
Other 1 1 1
TOTAL 105.5 109.0 112.5 116.21 120.01
Estimate of any current year (FY95) cost: S None

POSITIONS

FULL-1 iMc n n n
PART-TIME oL oL oL oL oL
TEMPORARY oL oL oL oL oL

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
___JiQr further distribution information call the Governors Legislative Office

com UTJE & COPY

103.91
501
561
501

123.91
001

0.01

123.91

123.9|

Qg =



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 will 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, so the Division will need to evaluate the economic, geological and engineering
data submitted for compliance with theilaw prior to seeking the assistance of a third party.

Because this legislation contains provisions that may cause the terms ofthe 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 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 of petroleum geology and
petroleum economics. The salary cost of 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 S15.0. 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
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, would seem to indicate a decrease in revenue.
However, since die purpose ofthis legislation is to promote development of fields that would not
otherwise be produced, the net effect 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).

Page 2 of 2
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No 4
B' \&rsiot CG3HB 2Q(080)
FISCAL NOTE (h, Rdish Date 3/22/95

STATE OF ALASKA BI]
199 LEGISLATIVE SESSION

Revision Date: 3/1>1/% 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

cxpenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY 96 FYo97 | FY93 FY 99 FYOO FY 0L
PERSONAL SERVICES |
TRAVEL [
CONTRACTUAL [
SUPPLIES [
EQUIPMENT |

|
|
|
[

LAND i STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING *

—_—— ——

CAPITAL EXPENDITURES 1 1 1 1 1 1

CHANGE IN REVENUES ( ) 1 «" see Analysis*......... e e F s

FUND SOURCE (Thousands of Collars)
1C02 Feceral Receipts i I I
IC03 GF Match

1CCAGF

1005 GF/Program Receipts

1C06 GF/MHTIA

Other

TOTAL *

P RR PR P~
PR R
R R RPPR R
[y

Estimate of any current year (FY95) cost: S

POSITIONS

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

BN
IR
[ERN
BN

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.hafa TrtAgini~n hfiHnfinitinc-1Kogji finli-lc monlrl "-owo

Prepared by: Chuck Loosdon A Phone:  277-5627
Division: Oil and Gas Audit P ivisicAAAAT A ICTV [ Date: 3/14/95
Approved by Commissioner: Oeborah Vcol \ Ul /Iffir"D ate:
Agency: Revenue Vs
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
Annijidirrrr distribution information, call the Governor's Legislative Office

(FAVT(MMnsho£IrOTR C O P/ Page ! f
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TO: SCS CSHB 207(RES)

9-GH0039M.5 ¥/

Chenoweth
5/9/95

AMENDMENT

SENATE FINANCE

OFFERED IN THE SENATE COMMITTEE . [/

Amendment Number: T /
Bill Number:SCc S c£ hl& tencC
Sponsorr/’A,// '~s Date: Y ?/?/5C

Page 3, following line 25: Logged-In.By: y jiz -

Insen a new subparagraph to read:

"CO 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 ("123CDN of this subsection and the commissioner first

submits the decrease or other adjustment under that provision:"

Page 7, following line 29:

Insert a new subparagraph to read:

YD) submit a final findings and determination made under
fB) or approved bv the governor under CO 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 (8)fB) or fC) of this subsection to disapprove the
commissioner's proposed finai 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
and Audit 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 f8) 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:"



9-GHO039U.5

Reletter the following subparagraph accordingly.

Page 7, line 31:
Delete "(B" or fCV

Insert "(B) - (D)"



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

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

(D)

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

(i) 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;

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 of the commissioner's decision to decrease or
otherwise adjust a royalty under (1) (A), (B) or (C) o fjiv fsubsection 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 A



L tfnhs-
AMENDMENT
OFFERED IN THE SENATE
TO: SCS CSHB 207(FIN) AN e Number— h— A A
) Bill Nnmher: ?hjAs-— >
Page 2, line 3: _ Sponsor: 4 s *~iir Dale:XZ" /°
After "otherwise” Logged in By: \AA-"
Delete "adjust™ NT

Insert “"modify"’



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
Before'XB)"

SENATE FINANCE
COMMITTEE
Amendment Number: 4
Bill Number: C5 tfl1"Zcrj (E/AQ
Sponsor: /b/E., |~ Date: x A At
Logged InBy: )/h s

Insert "(iii) oil or gas production from the field or pool would not otherwise

be economically feasible; "



AMENDMENT

SENATE FINANCE
OFFERED IN THE SENATE rren drign’\{”\lfllIJInTbEeE / )
TO: SCS CSHB 207(FIN) ) '
Bill Number: #0 J17,./cr
gpnnsnr: A> J»*
Page 3, lines 7 -15: Logged In By - —
After "price"

Delete "or value ... under the modification"



AMENDMENT

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

Page 3, lines 7 -15:
After ""price"

Delete "'or value ... under the modification""

BEYCE e
1.4

SENATE FINANCE
COMMITTEE
Amendment Number:
Bill Number:
SponsoDate:

dpe.

H

_X_
Logged In By: %



AMENDMENT SENATE FINANCE

COMMITTEE
OFFERED IN THE SENATE '&Tenﬁmgg Number
TO: SCS CSHB 207(FIN) Spomeor o Drer E700itr
Logged - 5
Page 3, line 18:
After "'on"

Delete ""ultimate recovery"
Insert ""production rate or volume

e K WS r
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S 9-GHO0039\X
Chcnowcth/Finley

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) lhe [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS
FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR

n SCS CSHB 207( )

New Text Underlined (DELETED TEXT BRACKETED)



WORK DRAFT ' *WORK DRAFT WORK DRAFT

GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE, THE]
commissioner

(n may provide, for an increase or decrease or otherwise adjus
[SHALL ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on
iadiridaal 1c”~JfaaO -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.3LfIE; the commissioner ma? act under this subsection to modify the rovaltv

IA}—after tbe effective date of thisAct 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
(12). 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 of the 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 gQf [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

SCS CSHB 207( ) 9.

New Text Underlined (DELETED TEXT BRACKETEDJ
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thfa the relevant factors, including price, projected production
rate or volume, predicted tilting* 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 that
at_a_giipiimum, foHy compensates for anv decreases in royalty
percentage resulting from a decrease in price from the base
assumptions; u is.thejntent of this provision that the value of 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) of this subparagraph,
a further adjustment based on ultimate recovery from the field or
pool: and
ID) for a modification under ()fB) or (IMC) of 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

3 SCS CSHB 207( )

New Text Underlined [DELETED TEXT BRACKETED]
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tilTSS Percent in amount or value of the production removed or sold from a
lessor leases covering the field or pool;

If)—mamgL 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-gfinditfons undsc-whlch the_roY~itY modification mav be assigned;

(6) shall require the lessee or lessees to submit with the applicatic

foL Ihe-ro.Ygity modification, 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 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 datam s,
be_ Aisclosed by the commissioner to legislators who sign an appropriate
confidentiality agreement to the legislative auditor, 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 division director who are engaged under contract to

evaluate them allo ifIM c a flsni

@) mav require the lessee or lessees making application for th

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_shall

1A) make and publish a preliminary findings and

determination on the royalty modification application; if the preliminary

SCS CSHB 207( ) 4
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findings and determination concerns a rovaltv modification under (1)(A)
of this subsection, the nreiiminarv findings and determination shall alcn h»
presented to the governor for the governor's annroval or disanDroval: the
governor mav not delegate a determination to approve or disannrove a
preliminary findings and determination under this subparagraph:

(B) for a rovaltv modification under (1)(A) of this
subsection, if the governor annroves the preliminary findings and
determination under (A) of this paragraph.

(i) give reasonable public notice of the preliminary
findings and determination:

(ii) concurrently with the issuance of the public
notice, unless directed bv the Legislative Budget and Audit
Committee to do otherwise, make available conies of the
commissioner's preliminary findings and determination on the
royalty modification application and the supporting financial and
technical data, including the work naoers. analyses, and
recommendations of any contractors retained under (7) of this
subsection, to neirsons authorized under (61(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 modification under (1)(B) or (C) of this
subsection, if the preliminary findings and determination approves a
rovaltv modification.

(i) give reasonable public notice of the preliminary

i findings and determination; and

(if) invite public comment on the preliminary findings
and determination during a 30-dav period for receint of public
jLommcnU
(9) shall address in anv findings and determinations required under

this subsection the reasonably foreseeable effects of the proposed royalty

-5- SCS CSHB 207< )
New Text Underlined [DELETED TEXT BRACKETEDI
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modification on the state's revenue:
(IPL.shaU Offer to appear before the Legislative Budget and Audit
Committee to Drovide the committee a review of the commissioner’s nreiiminarv
Findings and determination on the rovaltv modification aDDljcation and the
supporting financial and technical data: if the Legislative Budget and Audit
Committee accents the commissioner's offer, the committee shall rive notice of the
committee's meeting to all members of the lerislature: if. under of this
subsection, the financial and technical data must be kent confidential at the
request of a lessee or lessees making application for the rovaltv modification, the
commissioner mav annear before the committee in executive session:
(12) shall make copies of the nreiiminarv findings and determination
available to
(A) _ the presiding officer of each house TINTEREST.
INCLUDING RESTORATION OF THE STATE'S ROYALTY SHARE IN THE
EVENT OF AN INCREASE IN THE PRICE OF OIL OR GAS. BEFORE
APPROVING A ROYALTY REDUCTION, THE COMMISSIONER SHALL
MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE
MAXIMUM POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE
WITH ALLOWNG A REASONABLE RATE OF ECONOMIC RETURN FOR
THE LESSEE, AND SEND COPIES OF THE FINDING TO ALL. MEMBERS]
of the legislature!
(B) the chairs of the legislature's standing committees on
resources: and
(©) the chairs of the legislature's special committees on oil
aadga&.if turn
(1?) shall, within 30 davs after the close of the public comment
period, under (sl.of.this. subsection,
(A) Drcnare a summary of the Dublic response to the
commissioners preliminary findings und determination;
(B) make a fin&Lfiudings and determinatiQajand pcesenLU
to the governor for the governor’s approval or disapproval: the governor

may not delegate a decision to approve or disapprove a final findings and

SCS CSHB 207( ) &
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drtfflninatfon presented under this subparagraph: the commissioners final
findings and determination regarding a rovaltv modification, if approved
bY. tIK govyprecr, i$, as to thg lessee or lessees applying for the rovaltv
modification, final and not appealable to the court:

t0 transmitas m . of the final finding and determination
BEEBHaLfIndgE (3) of this paragraph to the lease* or lessees making
application for the rovaltv modification;

(D)-WIth the consent of the lessee or lessees applying for the
r~alftL modification. amcndJhe lease or unitization agreement of 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 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 (f) of this

section in the commissioner’s determination under this subsection.

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

(p) To conserve the natural resources of all or a part of an oil or gas pool, field,
or like area, the lessees and their representatives may unite with each other, or jointly
or separately with others, in collectively adopting or operating under a cooperative or a
unit plan of development or operation of the pool, field, or like area, or a part of it, when
determined and certified by the commissioner to be necessary or advisable in the public
interest. The commissioner may, with the consent of the holders of leases involved,
establish, change, or revoke drilling, producing, and royalty requirements of the leases
and adopt regulations with reference to the leases, with like consent on the part of the
lessees, in connection with the institution and operation of a cooperative or unit plan as
the commissioner determines necessary or proper to secure the proper protection of the
public interest. The commissioner may not decrease rovaltv on leases in connection
with a cooperative or unit plan exceolLas provided in 0) ofJhis. 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

- SCS CSHB 207( )
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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 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 excent

as provided in (i) of 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 of the commissioner, the conservation of
natural resources or the public convenience or necessity requires it or the interests of the
state arc best served. All leases operated under approved drilling or development
contracts and interests under them, are excepted in determining holding or control under
AS 38.05.140. The commissioner mav not decrease rovaltv on a lease or leases that
are subject to a drilling or develooment contract exceDt as provided in (i) of this

section.

* 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
BeforewW

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

Insert "(iii) oil or gas production from the field or pool would not otherwise

be economically feasible; "



AMENDMENT

SENATE FINANCE
OFFERED IN THE SENATE Amendrgecr)1,¥| I\N/ltlerrIbEeE ' Ay
TO: SCS CSHB 207(FIN) Bill Number:jy-* N [ cr
Sponsor: Date. Z <
Page 3, lines 7 -15: Legged In By: - —
After "price"”

Delete "or value ... under the modification"



SENATE FINANCE
COMMITTEE -
Amendment Number: t
Bill Number: 1ir?
OFFERED IN THE SENATE Sponsor: . <A Daje._£7'/"
TO: SCS CSHB 207(FIN) Logged In By:

AMENDMENT

Page 3, line 18:
After "on”
Delete "ultimate recovery”
Insert "production rate or volume"
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Chenoweth/Finley
5/11/95

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 BELL

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 airended 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 oitahfLgas 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) lhe [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS
FIELD ORTO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR

. -1- SCS CSHB 207( )
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GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE, THE]
commissioner
) provide for an increase or decrease or otherwise adjust
[SHALL-ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on
Indfafajgfll leasesImyggjinttfoerf as described in (p) of this section, leases subject to
ag. agreement described in (s) or (t) of this section, or interests unitized under
AS 3LQ5; the commissioner may act onder this subsection to modify the rovalty
(A)_ after the effective date of this Act and not later than
My JJ.20(HLiQ_allQg for jrodgetion from an oil or gas field or pool if
(1)_thg_oj] or gas field or pool has been delineated
10ffigigfltlyj Q .pllQ.w the Sfimmiasiangr tC conduct the analyses and
make the findings required bv this subsection: and
(il) tbe field or pool has not previously produced oil or

as costs per barrel or barrel equivalent increase such that future production
would not otherwise he economically feasible: or

(C) to reestablish production of shut-in oil or gas that would
not.Qjiwreisg  esonQmkallv .feasible;

[21 [ THE COMMISSIONER] may not grant a [REDUCTION OF]
royalty modification unless the lessee or lessees requesting the modification make
[REDUCTION MAKES] a clear and convincing showing that a modification of rovalty
meets the requirements of this subsection and is in the best interests_of the state;

(3) shall

[Al [THE REVENUE FROM THE LESSEE'S SHARE OF ALL
HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY TO
"mCONTINUE 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 best interests;
(B) describe, in the findings and determinations required by

SCS CSHB 207( ) . -2-
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this subsection, the relevant factors, including price, projected production
rate or volume, predicted ultimate recovery. and development, operating.
and transportation costs, won which the modification is based:
(D for a modification under (11(A) of this subsection, set out
the terms and conditions, which
ILL.must include a mechanism for adjusting royalty
ByoenxgEbased gn price,er-ndttc-ef-tfaa hydrocarbons nroduced T
thg mx¢bantemmust oroide for an increase in rovalSy percentage
rjsu)to._tom_jui increase inprice from the base assumptions that,
at a MNIMUMAIly compensates for any decreases in rovalty
percentage resulting from a decrease in price from the base
assumptions; it is the intent of this provision that the value of the
potential percentage increases under the mechanism will at a
minimum, fuliv compensate for anv negative risks the state assumed
under, the modification; and
(iIH mav include, in addition to the rovaltv percentage
adjustment based on price » specified in (i) of this subparagraph,
a.farther adjustment based on ultimate recovery from the Held or
pool: and 2ancWilj~ A
HD foil a modification under or (1)(C) of this
subsection, set out the terms and conditions, which may include
substitutionof a sliding scale loyalty or other mechanism to modify the
royalty if there isa change in the relevant factors, such as price, projected
production rate or volume, predicted ultimate recovery, and development
operating, and transportation costs, upon which the modification is based:
(4) mav not grant a royalty modification for a field or pool

(A) -under. (I)(Ali»LHiis.s-ub?ectionJfJhe”oM tiLirodification
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 Acid or pool,;

(B) under (IMB) or (IKCi of this subsection if the rovalty
modification for the field or pool would establish a rovaltv rate of less than

-3- SCS CSHB 207( )
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titftt asmnk in amount or value of the production removed or sold from a
lease or leases covering the Odd or pool;

(5).-PHY .act grant a royalty modification under this subsection
withoat including an explicit condition that the royalty modification Is not
assignable without theprior written approval of the commissioner: the
commissioner shall, in the preliminary and final findings and determinations, set out
the conditions onder-whteji.thejroYaltV-jnodiflcation mav be assigned:

rgauire the lessee or lessees to submit, with the application
foiJhfi.royalty modification, financial and technical data that demonstrate that the
reqPTements of this subsection are met; the commissioner shall
(A) require disclosure of the financial and technical data
related to development, production, and transportationof 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 royalty modification: and
H) Keep the data described in (A) of this paragraph
confidential under AS 38.05.035(a)(9) at the request of the lessee or lessees
making_aPDIkatiQn for the royalty modlflcation;_the confidential data”mav”
be disclosed bv the commissioner to legislators who sign an appropriate
gfinfidsnfiaiia: agreement* igJhed sasla to auditQii_thc.director of the
division of legislative finance, and the permanent employees of their
resBsattye divisions, and to_axats or.eontrartorg of. the, legislative andilor-Qr
the legislative finance division director who are engaged under contract to
e.YiduateJhft.iflyalty-modification;

(7) may require the lessee or lessees making appilcatlon for the
rovaltv modification to pay for the services of an Independent contractor, qualified
tnTYilhI1jT hvdrocarbon development, production, transportation, and economics,
who ji fifccted bv the commissioner to assist the commissioner Jn evaluating.the
application and financial and technical data; selection of an independent contractor
under this paragraph is not subject to AS 36.30:

(8L shali

(AT make and publish a preliminary finding* _and

determination on the rovaltv modification application; if the preliminary

-4-
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finding, and determination concerns a royalty modification under CIIfA)

QTW a.HrtMwilgdLIhc preliminary findings and determination shall also be

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

governor mav not delegate a determination to approve or disapprove a

preliminary findings and determination under this subparagraph:

lit)— for_a rovaltv modification under of this

subsection, if the governor approves the preliminary findings and
determination under (A) of this paragraph.

() give reasonable public notice of the preliminary
finding and,determination:

fit) concurrently with the issuance of the public
notice, unless directed bv the Legislative Budget and Audit
Committee to do otherwise, make available conies of the
commissioner's preliminary findings and determination on the
royalty modification application and the supporting financial and
technical data, including the work papers, analyses, and
recommendations of anv contractors retained under (T) of this
subsection to persons authorized under (6XB) of this subsection to
review the data; and

oil) invite public comment on the preliminary
findings and determination during a 30-dav period for receipt of
public comment:

(CI M.a.roialtY.modification gffder UKBLor (C) of this

subsection, if the preliminary findings and determination approves a
royalty modification.

(ilfflvg.isaMDabie.public notice fflUhfc preliminary
Hading and determination: and

(i) imatc.public comment on the preliminary finding
and determination during a 30-dav period for receipt of public

comment;
(9) shalladdress inany findings and determinations reauired under

this subsection the reasonably foreseeable effects of the proposed royalty

-5- SCS CSHB 207( )
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modification on the state's revenue:
(IQ)--Shall offer to appear before the Legislative Budget and Audit
to provide the committee a review Of tne commissioner’s nreiiminary
finding and determination on the rovaltv modification application and the
supporting financial and technical data: if the Legislative Budget and Audit
Committee accepts thecomnussiocer*s offer, the committee shall give notice of the
committee's meeting t~allmembers of the legislature: if. under (61(B) of this
subsection, the financial and technical data must be kept confidential at the
request of a lessee or lessees making application for_the royalty modification, the
commissioner may appear before the committee inexecutive session:
(11) shall make copies of the nreiiminarv findings and determining
available to
(A)  the presiding officer of each. house [INTEREST,
INCLUDING RESTORATION OF THE STATE'S ROYALTY SHARE INTHE
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]
of the legislature!
IB) .the chairs,oahe leMlgturelS-Standing.CPnumtteeS on
resources; and
(C) the chairs of the legislature’s special committees on oil
and gas, ifanv:
[ ] . (12) shall, within 30 davs after the close of the public comment
period tfnfer (9) of thfe subsection,
(A) prepare a summary of the public response to the
commissioner’s preliminary findings and determination:
QBH1eke a final findings and determination and presenLit
to the governor for the governor's approval or disapproval: the governor
mav not delegate a decision to approve or disapprove a final findings and

SCS CSHB 207( ) 5-
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fetCTTItiIWtfon presented undqr this subparagraph; the commissioner®s final
Huding, and determination regarding a rovaltv modification, if approved
by the governor, is, as to the lessee or lessees applying for the rovalty
modification, final apd not appealable to the court:

(E) -transmit a copy of the final findings and determination
Prepared ander (B) of this paragraph to the lessee or lessees making
application for the rovaltv modification:

(D)_wuUfr the consent of the lessee or lessees a plying for the
royalty madifkatioil amend the lease or unitization agreement of the lessee
or leasees applying for the rovaltv modification consistent with the
commissioner*s approved final findings and determination: and

(E) make copies of the final findings and determination
available to each person Who submitied.commenlandcr (8) of this subsection
and who hesfiled a request for the copies:

(13) Is not limited, by the.proyisiom of AS 38.05.134(3) or (f) of tida
section in the commissioner’s deten..natlon 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

-7- SCS CSHB 207( )
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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. The conunlsslor m mav not decrease
royalty on leases in connection with a commanication or drilling agreement except
as provided in (1) of 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. The commissioner mav not decrease royalty on a lease or leases that

are subject to a drilling or development contract except as provided in.(ft of this

* Sec. 0. This Act takes effect immediately under AS 01.10.070(c).

-8*
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AMENDMENT

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"

SENATE FINANCE

COMMITTEE
Amendment Number: a
Bill Number: 1T/ m*)*
Sponsor: Date: //™ /1t

Logged InBy: -



SENATE FINANCE

COMMITTEE
AMENDMENT
OFFERED IN THE SENATE DIM , fcl[ggl'
TO:  SCS CSHB 207 (FIN) sponsor: (-fc Dale:
Page 4, line 32 - Page 5, line 10: /
A fter "application”
Delete all material
Insert ",give reasonable public notice of the
preliminary findings and determination, and invite
public comment on the preliminary findings and
determination during a 30-day period for receipt
of public comment;"
Page 5, line 11:
Delete "(ii) "
Insert "(B)"
Page 5, line 19:
Delete "and"
Page 5, lines 20 - 30:
Delete all material
Page 6, line 30 - page 7, 3:
A fter "determination”
Delete "and ... governor,”
Page 7, line 3
Before "is"

Insert "which"
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AMENDMENT

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

Page 2, line 3:

Delete 'an increase or decrease or otherwise adjust™

Insert ""a modification oF1

Page 2, lines 7 and 8:
Delete “increase, decrease, or otherwise 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, decrease, or other adjustment”
Insert "modification™

Page 2, line 25:
Delete "increase, decrease, or other adjustment

Insert ""modification"

S '-

15'/6.*5 wftOrctr24- B 4-A0
9-GHO039U.) A

Chenoweth

5/8/95

SENATE FINANCE
COMMITTEE

Amnmimnnt Number: -3

Bill Number, j-bft zo 7 !/
Sponsor® |/
Logged In By:

tr-r* D ateiniffi
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Page 2, lines 25 - 26:
Delete "clear and convincing showing that an increase, decrease, or other
adjustment™

Insert "clear showing that a modification™

Page 3, line 2:
Delete “increase, decrease, or other adjustment™

Insert "modification”

Page 3, lines 4 - 15:
Delete all material and insert:

"IB) describe, in the findings and determinations required
bv this subsection for a rovaltv modification described in (1)(A) of this
subsection, the assumptions, including price, projected production rate or
volume, predicted ultimate recovery, and development operating, and
transportation costs, upon which the modification is h-jed. and set out the
terms and conditions of the modification, which

(1) must include a schedule based on price or value
of the hydrocarbons produced: the schedule must provide for an
increase in rovaltv revenue to the state from the field or pool.
resulting from an increase inprice from the base assumptions, that
Is greater than the decrease in rovaltv revenue that would result
from an equivalent decrease in price from the bast assumptions:
and

(i) mav include, in addition to the schedule specified
in (i) of this suboaragiaph. a further adjustment to the schedule
based on ultimate recovery; the further adjustment must provide
for an increase in rovaltv percentage if the ultimate recovery was
higher than the base assumptions and the modification was hased
on a finding that the field or pool was not economic and would not
be developed under the base assumptions, and the modification

included a change to the rovaltv under the base assumptions:

-
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(C) describe, in the findings and determinations required
bv this subsection for a rovaltv modification described in (1)fB) or (CD of
this subsection, the assumptions, including price, projected production
rate or volume, and operating and transportation costs, upon which the
modification is based, and set out the terms and conditions of the
modification, which must include a schedule based on mice or value of the
hydrocarbons produced: the schedule must be in the form of a higher
rovaltv percentage and an allowance of some portion of field production
costs as a deduction from wellhead value before calculation of royalty:"

Page 3, line 16:
Delete "increase, decrease, or other adjustment™

Insert "modification"

Page 3, lines 18 - 19:
Delete "increase, decrease, or adjustment™

Insert "modification™

Page 3, lines 22 - 25:
Delete all material and insert:
"IB) under (I1fB) or CDCC) of this subsectio unless, under

the base case assumptions, the average field operating costs are greater
than 80 percent of the average wellhead value in the field or pool over the

life of the base case assumptions;™

Page 3, line 26:
Delete "increase, decrease, or other adjustment"”

Insert "modification™

Page 3, line 28:
Delete "increase, decrease, or other adjustment

Insert "modification”
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Page 3, line 30:

Delete “and convincing"

Page 4, line 2:
Delete "increase, decrease, or other adjustment™

Insert ""modification"

Page 4, lines 8-9:
Delete "increase, decrease, or other adjustment™

Insert "modification"

Page 4, lines 12 - 13:
Delete "increase or decrease or other royalty adjustment™

Insert "modification™

Page 4, lings 20 - 21:
Delete "increase, decrease, or other rovaltv adjustment™

Insert "modification™

Page 4, line 24:
Delete "increase, decrease, or other adjustment™
Insert “modification™

Page 4, line 32:
Delete "increase, decrease, or otheradjustment™

Insert "modification™

Page 5, line 1, after "application:", through line 30:
Delete all mater and insert:
"fBI in addition, if the preliminary findings and
determination proposes a rovaltv modification, the preliminary findings

and determination shall also be presented to the governor for the

-4
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governor's approval or disapproval: the governor mav not delegate a
determination to approve or disapprove a preliminary findings and
determination under this subparagraph: if the governor approves the
preliminary findings and determination.

(il give reasonable public notice of the preliminary
findings and determination;

(i) concurrently with the issuance of the public
notice, if directed bv the Legislative Budget and Audit Committee,
make available copies of the commissioner’s preliminary findings
and determination on the rovaltv modification application and the
supporting financial and technical data, including the work papers,
anal /ses. and recommendations of anv contractors retained under
(7) of this subsection, to persons authorized under (6)fL) of this
subsection to review the data; and

(i) invite public comment on the prelim Jiary
findings and determination during a 30-dav period for receipt of

public comment:I

Page 6, lines 2-3:
Delete "increase, decrease, or other adjustment™
Insert ‘modification™

Page 6, lines 4-5:
Delete "increase, decrease, or other adjustment™
Insert "modification 1

Page 6, lines 6 - 12
Delete ™ and the steps taken bv the commissioner in conditioning the royalty
increase, decrease, or other adjustment to assure that anticipated investments or other

beneficial spending within the state occur;
(C) the projected effects of the proposed rovaltv increase”

decrease, or ocher adjustment on the employment of Alaskans and the use
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of in-state contractors and suppliers"

Reletter the following subparagraph accordingly.

Page 6, lines 13 - 15:
Delete “increase, decrease, or adjustment upon existing and potential new oil and
gas exploration and development, and upon™

Insert "modification on"

Page 6, lines 18 - 19:
Delete 'on a day that is not earlier than 10 davs and not later than 20 davs after

giving public notice under 18) of this subsection.™

Fage 6, line 21:
Delete "increase, decrease, or other adjustment™

Insert "modification™

Page 6, lines 26 - 27:
Delete “increase or decrease or other rovaltv adjustment™

Insert "modification"

Page 7, lines 16-29:
Delete all material and insert:

"(B) 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 final
findings and decision presented under this subparagraph: the
commissioner's final findings and determination regarding a rovaltv
modification prepared under this subparagraph, if approved bv the
governor, is. as to the lessee or lessees applying for the royalty

modification, final and not appealable to the court:™
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Reletter the following subparagraphs accordingly.

Page 7, line 31:
Delete "or (CV

Page 7, line 32:
Delete "increase, decrease, or other adjustment™

Insert "modification"

Page 8, line 2:
Delete "increase, decrease, or other adjustment™

Insert "'modification"

Page 8, line 4:
Delete "increase, decrease, or other adjustment™

Insert "modification"

9-GHO0039U.3
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5/9/95
AMENDMENT
SENATE FINANCE
OFFERED BN THE SENATE COVMITIEE 1 j
70 Se€ eshs 07(RE) g,%’meno.lent Nurntsr;_T /
Sponsor/ 7w/ Data:*//? 1S
Logged-in. By: 1—-
Page 3, following line 25: ogged-in. By /

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:"

Page 7, following line 29:
Insert a new subparagraph to read:

'HOl 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”it 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:"



9-GH0039U.

Reietter the following subparagraph accordingly.

Page 7, line 31:
Delete "fBI or fCV
Insert "IBI - (DV
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9-GH0039\iy
Chenoweth
5/9/95

SENATE CS FOR CS FOR HOUSE BELL NO. 207(FIN)
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY THE SENATE FINANCE COMMITTEE

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 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:
0) Hie [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 Text Underlined (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
[SHALLADOPT 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 1.2000. 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:

(Bl 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

SCS CSHB 207(FIN) -2-
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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

(9] set out the terms and conditions, which
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'BI or (IKC) of this subsection
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

-3- SCS CSHB 207(FIN)
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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 dat
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
(Bl 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:

(8L 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 (1KAl of this
subsection, the preliminary findings and determination shall also he

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

SCS CSHB 207(FIN) -4-
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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.

-5- SCS csHB 207(FIN)
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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 20 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 G)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:
tIP 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]

<J-
New Text: Underlined (DELETED TEXT 3RACXETED]
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of the legislature!

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

resources: and

(©) 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
under (8L 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 flIfAl 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 flIfAl 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
preparedunder this subparagraph, if approved bv the governor, is. as to
the lesseeor lessees applying for the rovaltv increase, decrease, or other
adjustment final and not appealable to the court:

(D1 transmit a copy of the fi lal findings and determination
prepared under (Bl or (CI 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 nent 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

-7- SCS CSHB 207(FIN)
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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 ID 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
swith 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:

() 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.

SCS CSHB 207(FIN) -8
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* Sec. 5. AS 38.05.180(t) is amended to read:

() 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
AS 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).

. -9- SCS CSHB 207(FIN)
New Text Underlined (DELETED TEXT BRACKETED]
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COWITTEE
Amendment Number:
Bll Number:-Val-AcA .-r7///-
Daumowwioriiilii. Datd; . i/
AMENDMfe$9Qd In By: -Jjt ~-===
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
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518/95 2
AMENDMENT
OFFERED IN THE SENATE SENATE FINANCE
TO: SCS CSHB 207(RES) COMMITTEE

Amendment Number:
Bl Number: /fS Zen

; - <0
1 Page 3. line 5: Sponsur;, O W /? Date: </%A C

Loyoed In By:
2 Delete "the assumptions" AL
3 Insert "the relevant factors”
4  Page 3. lines 9-15:
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
1 transportation costs, upon which the increase, decrease, or other
12 adjustment is based:"



Chlk=

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  (lllustrative) 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
Qil Qil Qil Qil
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 4.0 4.60
Netback Price at the Field $1.20 $10.20 $16.20 $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 (lllustrative) 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

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

‘ynptl'Piienl "MRM"* Feld Jnu/mils/HB207



Comwparison o f

Types of Leases

Royl/jlty Floor
(assuming 12.5% royalty)

Oversight

Sunset

Commissioner’s Findings

3rd Party Analyses

Assignability

Appealability

Prepared by:

Senate Resources Committee

Governor's Version

Non-producing fields
Uneconomic fields
Shut-in fields

Before '78-75% red. (3.125%)

After '78-50% red. (6.25%)

None

None

No Criteria

Selected by commissioner.
Costs paid by applicant.

Not addressed.

Not appealable by anyone.

HB 2 07 V e

House Version

Same

rs

ion s

Senate Version

Same

Non-producing 75% red. (3.125%) Non-producing 5% (60% red.)
Uneconomic 90% red. (1.25%)

LB&A advisory

None

No Criteria

Selected by applicant from DNR
short list. Costs paid by applicant.

Not addressed.

Not appealable by anyone.

5/8/95

Uneconomic 3% (76% red.)

Governor's approval for
38.05.180(j)()(a) non-producing
fields. LB&A advisory but confidential
information goes to LB&A staff & agents

Authority to grant ends July 1, 2000
for non-producing fields.

Establishes criteria to be addressed.

Selected by DNR.
Costs paid by applicant.

With Commissioner's prior approval.

Not appealable by applicant.

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
()(D(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)(1)(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)(I)(A) expires July 1,2000. For (j)(I)(B) and (j)(1)(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
(3)(7), below.

Section 1

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



Subsection (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)(1)(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 ()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.



Subsection (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.

Subsection-. (iM |

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)(I)(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)(1)(B) and shut-in fields (j)(I)(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.

Subsection (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 1UZ1

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 ()(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 20 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.

Subsection

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.
Subsection (i)(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 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

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

Notcs.-QnY'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.



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 S15.0. 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).

Page 2 of 2
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SECTIONAL ANALYSIS
OF
SENATE CS FOR CS FOR HOUSE BILL NO. 207(RES)
(VERSION 1)
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)(D(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)(1)(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)(1)(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)(I)(A) expires July 1, 2000. For (j)(I)(B) and
()HD(D(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
()(7), below.

Section. 2

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



Subsection HHI)

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))(D(A), (j))(D(B) and (j)(1)(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

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.



Subsection fjH3)

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.

Subsection (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)(1)(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)(1)(B) and shut-in fields (j)(I)(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.

Subsection

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)(1), and is in the best

interests of the state.



Subsection (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.
Subsection (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.

N



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, ifdirected 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)(1Q)

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 20 days after giving public notice of a preliminary findings and determination on
aroyalty 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.



Bubsection

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 |

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, notjust
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: Members of Senate Finance Comm ittee
FROM: Representative Norman Rokeberg"}/"
DATE: May 5, 1995

SUBJECT: Senate CS for HB 207 - Royalty Adjustments

A number of items contained in the latest work draft, GHO039M dated 5/4/95,
adopted by the Senate Resources Committee were debated both in
committee and on the House floor. Areas still needing revision are:

e asunset period of the year 2000 is too short ifwe need one at all it
should be 2005 to allow investors who are not currently doing business in
Alaska but may explore at some future time (giving the appearance of
being special interest legislation for BP, which is not the case) Page 2,

line 10

e Subsection (3) (B), Page 3, lines 4-8, isambiguous because the
relevant factors or assumptions are either all mandated or all permissive
depending on interpretation - price variables should be mandated in each
agreement while the other factors are optional depending on
circumstance

 contains a reopener clause that is vague and unclear any reopener
clause has to be bargained for in advance, Subsection (3) (C), Page 3,
Lines 9-15 (What does the term “subsequently determined” mean?)



Page 2

» the royalty floor on “old uneconomic fields” of 3% e.g. Cook Inlet
(current law allows the royalty to go to 0%, prefer 1.25%), Subsection (4)
(B), Page 3, Line 24

e assignment of a royalty adjustment between owners which is similar to
the initial application procedure - consent less stringent Subsection (5),
Page 3, Lines 30-32

e contains no “reasonably available” standard for “old oil field data” that
may not be available when multiple transfers of ownership occur
add to (6) (A), Page 4, Line 9

* industry prefers having the DNR Commissioner approve a list of
independent contractors that the industry can then choose from thus
avoiding problems based on historic relationships, Subsection (7), Page
4, Line 26

listing of the items that must be addressed in the findings and
determination which could increases the possibility of litigation and some
items may not apply in every circumstance - recommend changing “shall
to may”, Subsection (8), Page 4, Line 30

* changes the non-appealability language to lessee or lessees only (house
version limits appeals to constitutional issues by deleting the above),
Subsection (12) (B), Page 7, Line 19 and (12) (C), Page 7, lines 27 after
is through line 29

Istrongly urge you to help revise the Senate draft and possibly incorporate
some of the above suggestions. I believe this bill is very important to Alaska
and the companies who do business in our state.
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State of Alaska
OFFICE OF THE GOVERNOR

JUNEAU

February 27, 1995

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,

Governor
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