


INITIAL SECTIONAL SUMMARY
3/8/95 by Krcit/.cr, Com m ittee Aide

SB 113: "An Act authorizing a reduction in coal, oil and gas royalty 
for the producers of those minerals used in certain projects."

Section 1.: Adds the royalty reduction provision into the
exploration licensing program passed by the Eighteenth Legislature 
(SB 150).

Section 2.: Amends the coal leasing provisions to include the
royalty reduction for coal mining, production and sale or delivery for 
qualify ing projects.

Section 3.: Adds a new subsection in the coal leasing provisions
which would allow the commissioner the discretion to reduce the 
royalty due the state. The royalty may be calculated on either the 
amount or the value of the coal. The royalty may be reduced up to 
50% . Qualifications for the royalty reduction:

a) coal must be used as an energy resource by the 
general public

b) coal must he used in a facility owned or operated by a 
municipality or village in the state and not more than 50 miles from 
the production site of the coal.

Section 4 .: Adds the royalty reduction provision to the o il and gas
leasing provisions.

Section 5 .: Amends the oil and gas leasing provisions to include the
royalty reduction.

Section 6.: Adds a new subsection in the oil and gas leasing
provisions which would allow t1’** commissioner the discretion to 
reduce the royalty due the state. The royalty may be calculated on 
either the amount or the value of the oil or gas. The royalty may be 
reduced up to 50% . Qualifications for the royalty reduction:

a) oil or gas must be used as an energy resource by the
general public

b) oil or gas must be used in a facility owned or operated 
by a municipality or village in the state and not more than 50 miles 
from the production site of the oil or gas.

c) the facility may not be connected to an existing
p ipe line .
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SENATE B I L L  NO. 113

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY TUB SKNATK KliSOURCRS COMMITI'KK

Inlrodtim l: .1/7./V5
Referred; KKS, MN

A B I L L

FOR AN ACT EN T ITLED

1 "A n  A d  au tho riz ing  a reduction in coa l, o il, and gas roya lty  fo r  the p roducers

2 of those minerals used in certain projects."

3 BE IT  ENACTED  BY TH E  LEG ISLA TU RE  O F  TH E  STATE OF ALASKA :

4 * Section I. AS 18.05.134 is amended to read:

5 See. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the

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

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

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

9 of the area described in the exploration license that remains after the relinquishments.

10 removals, or deletions required by AS 38.05.132(d)(2). A lease issued under this

11 section

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

13 (2 )  is subject to AS 38.05.180(j) • (m). (o) • (u). and (x) * (z );
14 (3) must be conditioned upon a royalty in amount or value of not less
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1 than 12.5 percent of production, except I hat a lessee who, proceeding under

2 AS 38.05.131 • 3S.05.I54. produces oil or uas llnit_is used in a project that £

3 (nullifies under AS 38.05.180(dd) is entitled to the rcductioii in royalty authorized

4 by that subsection:

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

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

7 the income to the slate from royalty under that lease exceeds the rental income to the

8 state under that lease for that year: and

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

10 the lease.

11 * See. 2. AS 38.05.150(d) is amended to read:

12 (d) I or the privilege of mining or extracting the coal in the land covered by

13 the lease, the lessee shall pay to the state the royalties specified in the lease. The

14 royalties shall lie fixed before offering the lease, except that a lessee who produces

15 coal and sells or delivers it to a project that Qualifies under (f) of this section shall

|f» pay the royalty determined under that .subsection, and shall be ew' Ctive for a period

17 of not more than 20 years. The royalties shall be not less than five cents a ton of

18 2.000 pounds. The lessee shall also pay an annual rental, payable at the date of the

19 lease and annually thereafter, on the land or coal deposits covered by the lease, at a

20 rale fixed by the commissioner before offering the lease. The annual rental shall be

21 effective tor a period of not more than 20 years. 'I he annual rental shall Iv not less

22 than 25 cents an acre for the first year of the lease, not less than 50 cents an acre for

23 the second year, third year, fourth year and fifth year, and not less than SI an acre for

24 each year thereafter during the continuance ot the lease. The rental for each year shall

25 be credited against the royalties as they accrue for that year. I inch lease shall provide

2f» that the annual rental payment is subject to adjustment at intervals of no more than 20

27 years and adjustments shall Iv based on the current rates for properties similarly

28 situated.

29 * Sec. ’ AS 38.05.150 is amended by adding a new subsection to read:

30 (f) I or coal produced from a lease and sold or delivered for use in a project

31 that qualifies under this subsection, the commissioner may reduce the royalty on the
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amount or value of the coal produced and delivered to the project, not to exceed a 

reduction of 50 percent in the royalty rate, as the commissioner may determine. Sale 

of coal for a project qualifies for a royalty reduction under this subsection if the 

commissioner determines that

(1) the sale or delivery of the coal for which the reduction in the

7 by the general public; and

8 (2) the facility to which the coal is sold and delivered is

9 (A) owned or operated by

10 (i) a municipality; or

11 (ii) a village, as that term is defined in AS 4ft.03.900;

12 and

13 (0) located in the state and not more than 50 miles from the

14 point of production of the coal.

15 * Sec. 4. AS 38.05.180(0 is amended to read;

Ift (0 l:\cept as provided by AS 38.05.131 - 38.05.134, the commissioner may

17 issue oil and gas leases on state land to the highest responsible qualified bidder jis

18 follows:

19 l l )  the commissioner shall issue an oil and gas lease to the

20 successful bidder determined by competitive bidding under regulations adopted by the

21 commissioner: bidding |. RII)l)IN(i| may be by sealed bid or according to any other

22 bidding procedure the commissioner determines is in the best interests of the statcj

23 (2) whenever |. WIII£NI£VI£R|. under any of the leasing methods

24 listed in this subsection, a royalty share is reserved to the state, it shall be delivered

25 in pipeline quality and free of all lease or unit expenses, including but not limited to

2ft separation, cleaning, dehydration, gathering, salt water disposal, and preparation for

27 transportation off the lease or unit area;

28 t3t following |. I Ol.l.()WINCi| a pre sale analysis, the commissioner

29 may choose at least one of the following leasing methods:

30 lAJ l< I >1 a cash bonus bid with a fixed royalty share reserved

31 to the state of not less than 12.5 peu'eni in amount or value of the production
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removed or sold from the lease;

i l i l  |(2)| a cash bonus bid with a fixed royalty share reserved 

to the state of not less than 12.5 percent in amount or value of the production 

removed or sold from the lease and a fixed share of the net profit derived from 

the lease of not less than 30 percent reserved to the state;

l i  J 1(3)1 a fixed cash bonus with a royalty share reserved to the 

state as the bid \ ariablc but no less than 12.5 percent in amount or value of the 

production removed or sold from the lease;

HU |(4)| a fixed cash bonus with the share of the net profit 

derived from the lease reserved to the state as the bid variable;

(!•') 1(5)| a fixed cash bonus with a fixed royalty share reserved 

to the stale of not less than 12.5 percent in amount or value of the production 

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

the lease reserved to the state as the bid variable;

(!•') |(6)1 a cash bonus bid with a fixed royalty share reserved 

to the state based on a sliding scale according to the volume of production or 

other factor but in no event less than 12.5 percent in amount or value of the 

production removed or sold from the lease;

H i) |(7)| a fixed cash bonus with a royalty share' escrved to the 

state based on a sliding scale according to the volume of production or other 

factor as the bid variable but not less than 12.5 percent in amount or value of 

the 'production removed or sold from the lease,

(4) nolwithMandimi a requirement, in 1 he Kasim: method chosen, 

of a minimum fixed rovalh share, a lessee who produces oil or gas and sells or 

delivers it to.a.projectJ)utL_UUa.lifivx uiider lddJ_L»Llh-»>_H’Cliim shjd L p a jJ h c  

rt»  all v t RUr  mined m iric rJh a tJ iu h s ttim  

See. 5. AS 3K.05.IKOtw» is amended to read;

(wt Notwithstanding any other provisions of this section, land Uial |W IIICtl| 

has been offered for lease within the previous five years and Lllitl |WHICH| received 

no bids at competitive sale or tor which no hid was accepted may Ik . at the discretion 

of the commissioner, immediately offered for lease, under regulations adopted by the



commissioner, upon terms appearing most advantageous to the state; however, 

noncompetitive leasing is prohibited. The commissioner shall establish a royalty 

determined to be in the public interest but not less than 12.5 112 1/2| percent, subject 

to reduction under (dd) of this section. A lease must provide for payment to the

exceed 10 years, except as provided in (o) of this section.

* Sec. 6. AS 38.05.180 is amended by adding a new subsection to read:

(dd) For oil or gas produced from a lease and sold or delivered for use in a 

project that qualifies under this subsection, the commissioner may reduce the royally 

on the amount or value of oil or gas produced and delivered to the project, not to 

exceed a reduction of 50 percent in the royalty rate, as the commissioner may 

determine. Sale of oil or gas for a project qut lifics for a royally reduction under this 

subsection if the commissioner determines that

state or rental but need not adhere to the rental schedule in (n) of this section nor to 

the 5,760-acres per-lease limitation in (m) of this section. The lease term may not

( I ) the sale or delivery of the oil or gas for which the reduction in the

royalty is sought is to a facility that convcr.s the oil and gas for use as an energy

resource by the general public; and

(2) the facility to winch the oil or gas is sold and delivered is

i (  (ii) a village, as that term is defined in AS 46.03.9(81;

(B> located in the state and not more than 50 miles from the

point of production of the oil or gas: and

(C) not connected to a pipeline that exists on the effective date

of this Act and, in the judgment of the commissioner, could not he connected 

to a pipeline that existed on the effective date of this Act because the law docs 

not permit the connection or because the connection would not be economically 

feasible.
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MAR 2 3  ' 9 5  1 5 : 3 6  C L IF F  BURGLIN  A SSO C . *

Mapco, a company t h a t  a l l  i n t e r i o r  A la s k a n s  a r e  f a m i l i a r  
w ith  i s  b u i ld in g  a 40n m i le ,  12 in ch  p ip e l i n e  which w i l l  c a r r y  1 8 5 ,0 0 0  b a r r e l s  p e r -.fl* ./  from  m id -c o n t in e n t  U .S .  t o  H obbs, Hew 
M e x ic c , a c i t y  o f  2 9 ,0 0 0  p e o p le .  The c o a t  o f  th e  p i p e l i n e  I s  
e s t im a te d  a t  99 m i l lo n  d o l l a r s .Why w o u ld n ' t  i t  be a g r e a t  money maker f o r  a s m a l le r  company 
l i k e  Mapco t o  b u i ld  a 400 m i le  o i l  p i p e l i n e  t o  F a i r b a n k s  o r  
I n t e r i o r  A la s k a . A 24 in c h  p ip e l i n e  w ou ld  c a r r y  up to  4 0 0 ,0 0 0
b a r r e l s  * c r  d ay  w ith in  th e  a l r e a d y  d e s ig n a te d  G m i le  p i p e l i n e
c o r r i d o r .  At an e s t im a te d  c o s t  o f  500 m i l l i o n  d o l l a r s ,  th e
p i p e l i n e  owner c o u ld  c h a rg e  Z d o l l a r s  p e r u a r r e l  t o  t r a n s p o r t  th e
o i l  f ro m  th e  N o rth  S lo p e  to  I n t e r i o r  A la s k a  and p ay  f o r  th e
p i p e l i n e  In  two y e a r s  and have money l e f t  o v e r .

T h e re  a r e  many sound re a s o n s  f o r  b u i ld i n g  such  a l i n e .  A 
s m a l le r  s h o r t e r  l i n e  c o u ld  s e r v i c e  th e  a l r e a d y  d is c o v e r e d  o i l
f i e l d s  t h a t  a r e  n on -econ om ic  f o r  th e  p re s e n t  ow ners t o  p ro d u c e
p r o f i t a b l y .T h e re  I s  no e x c e s s  c a p a c i t y  In  th e  p re s e n t  l i n e  to  
a ccom oda te  a d d i t i o n a l  d i s c o v e r i e s .  P r e s s u r e  c o u ld  be t a k e n  o f f  
th e  Taps l i n e  so  t h a t  many much needed r e p a i r s  c o u ld  be made. 
The o i l  c o u ld  f lo w  t o  th e  I n t e r i o r  from  w here I t  c o u ld  be
d i s t r i b u t e d  t o  n e a r ly  e v e ry  o t h e r  p a r t  o f  th e  s t a t e .

The p i p e l i n e  w ou ld  p ro v id e  ln e x p e r s i v e  e f f i c i e n t  power f o r  
a l l  p r e s e n t  b u s in e s s e s , a s  w e l l a s  o t h e r  I n d u s t r i e s  t h a t  c o u ld  
o p e r a t e  p r o f i t a b l y  w ith  a p l e n t i f u l  s u p p ly  o f  cheap  e n e rg y .

I f  t h e  Taps l i n e  had t o  be s h u t  down f o r  an y  o f  a m u lt i t u d e
o f  r e a s o n s ,  A la s k a n s  w ou ld  have an em ergency s o u rc e  o f  f u e l .
T h is  w ou ld  c e r t a i n l y  be a c o n s id e r a t i o n  f o r  th e  m i l i t a r y  
I n s t a l l a t i o n s  In  a l l  o f  A la s k a .

A n o th e r s h o r t e r  p ip e l i n e  I s  needed t h a t  I s  n o t a s  com p lex  
and w ou ld  n o t  have t o  c on ten d  w ith  as  many n a t u r a l  o b s t a c le s  l i k e  
r i v e r  c r o s s i n g s ,  m oun ta in  r a n g e s , and w e t la n d s . I t  w ou ld  a l s o  
e n c o u ra g e  c o m p e t i t io n  In  le a s i n g ,  e x p lo r a t i i * . . ,  and p r o d u c t io n .  
C o n s t r u c t i o n ,  d e v e lo p m en t , e x p lo r a t i o n  and e n g in e e r in g  w ou ld  
g e n e ra t e  th o u san d s  o f  A la s k a n  jo b s .

A gas l i n e  t o  th e  i n t e r i o r  w ou ld  a l s o  make good s e n s e . In s t e a d  
o f  i l l e g a l y  w a s tin g  b i l l i o n s  o f  c u b ic  f e e t  o f  gas p e r  d a y  on th e
N o rth  S lo p e  by f l a r i n g ,  a gas l i n e  t o  th e  i n t e r i o r  c o u ld  s o lv e
many o f  o u r  e n e rg y  and p o l l u t i o n  p ro b le m s . N a t u r a l g a s  w ou ld  
make y e a r  ro u n d  fa rm in g  In  th e  i n t e r i o r  p o s s ib le  and p r o f i t a b l e .
A n a t u r a l  gas s u p p ly  t o  th e  B ig  D e lt a  a re a  c o u ld  go a lo n g  way t o  
b r in g in g  In  i n d u s t r i e s  t h a t  w ou ld  h e lp  r e p la c e  th e  lo s s  o f
m i l i t a r y  p e r s o n e l l  due t o  th e  s h u t t in g  down o f  F o r t  G r e e ly .

F o r  many u s e s , n a t u r a l  gas w ou ld  r e p la c e  more e x p e n s iv e  and
le s s  e f f i c i e n t  f u e l s .  N a tu r a l gas i s  a l r e a d y  In  u se  a s  an e n e rg y  
s o u rc e  f o r  pump s t a t i o n s  a lo n g  th e  p i p e l i n e .  T h e re  I s  no
q u e s t io n  a b o u t  I t s  f e a s i b i l i t y  o r  econom y. B ecause n a t u r a l  gas 
1s a much c le a n e r  b u rn in g  f u e l ,  I t s  a f f e c t  on th e  e n v iro n m e n t -  
w ou ld  be v o r y  p o s i t i v e .

N a t u r a l gas c o u ld  a l s o  be d iv e r t e d  t o  towns and v i l l a g e s  
a lo n g  th e  c o r r i d o r  and s o lv e  t h e i r  h e a t in g  and power p ro b lem s  
once and f o r  a l l .  I t  w ou ld  a l s o  p r o v id e  jo b s  f o r  th e  l o c a l  
r e s l d e n t s .

B o th  an o i l  l i n e  and a n a t u r a l  gas l i n e  t o  th e  I n t e r i o r  
w ou ld  make goood econom ic  s o n s e . Thoy w ou ld  b r in g  m i l l i o n s  o f  
d o l l a r s  p r o f i t  t o  th e  com pan ies t h a t  w ou ld  own them . They w ou ld  
add th o u sa n d s  o f  j o b s .  -B o th  a r e  a f f o r d a b le .  I f  a mid s i z e d  
company l i k e  Hapco can  b u i ld  a 400  m i le  o i l  p i p e l i n e  t o  a l im i t e d  
m a rk e t l i k e  H obbs, New M exico f o r  under 100  m i l l i o n  d o l l a r s ,  why 
c a n ' t  th e  same be done in  A la s k a ?  I t s  i r o n i c  t h a t  Hapco e a rn s  
th e  money in  A la s k a  so  t h a t  I t  can  b u i ld  a 400 m i le  p i p e l i n e  in  
th e  lo w e r  f o r t y  e i g h t .

I f  e i t h e r  o r  b o th  o f  th e s e  l i n e s  a r e  b u i l t ,  I t  w ou ld  a l lo w  
o u r  t h r e e  m o n o p o li s t i c  o i l  c om p an ie s , a s  w e l l  as A ly c s k a  t o  le a v e  
A la s k a  w ith  a c le a r  c o n s c io u s  and In v e s t  t h e i r  money In  o t h e r  
p a r t a  o f  th e  w o r ld  where th e  r e t u t - i s ,  a c c o rd in g  t o  them  w ou ld  bo 
g r e a t e r .
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hours beginning July 26, 1995 of 
the following a d d ress:  Division  
of Energy, 333 W. 4 lh ,  Avenue.  
S u ite  206, A n c h o r a g e ,  AK  
99501-2341, Phone (90 /)  269 4695, 
F o x :  ( 9 0 / )  269-4685, A t ln :
M orlys H agen. . .

Proposols m ust be rece ived  by 
the Division of E n ergy  not later  
than 4:30 p .m ., A nchorage  t i m e ’ 
on August 23, 1995. L ate  propos­
a ls  will not be accep ted .

.The Stole of A laska  complies!  
with Title II of the A m ericons  
with Disabilit ies Act. Individu­
a ls  with d isab il it ies  w ho m ay  
n eed  auxiliary a ids , serv ices ,  
ond/or specia l  m odif ications to 
respond to this R eau est  for P ro­
posals  should contact  M arlys
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snouia coniaci r.iariys v ". - .

■.v-«r h - . . . - a , ‘ then August U , 1995 to moke r - .
, the necessary orrongem ents.
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