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HOUSE COMMITTEE REPORT
(ii)
Date Referred to Committee: April 10, 1907 FURTHER REFERRALS:

Date of Committee Action:_

The FINANCE Committee considered: HB 242

HOUSE BILL NO. 242 ROYALTY/NET PROFIT SHARE PAYMENT

“An Act relating to unpaid, underpaid, and overpaid royalty and net profit share payments due on leases of state land 
and to the collection and payment of interest on those payments.”
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1997 LEGISLATIVE SESSION
Revision Date:

Title:

STATE OF ALASKA

FISCAL NOTE
BILL NO. HB242

An Act relating to unpaid, underpaid, and
Dept Affected: Natural Resources 

8RU: Resource Development
overpaid royalty and net profit share payments due on leases...

Sponsor Special Committee on Oil & Gas___________

Requestor (H)FIN___________________________________

Component: Oil and Gas Development

Expenditures7Revenues

Component Serial No.

(Thousands of Dollars)

#439

OPERATING EXPENDITURES FY98 FY99 FYOO FY01 FY02 FY03
PERSONAL SERVICED
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN R EV E N U E S ( ) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY97) cost: $ none

POSITIONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS: (Attach a separate page if necessary)

The staff who process the monthly royalty adjustments will use the time freed up from processing interest calculations on 
relatively 'minor1 royalty adjustments to focus on larger royalty revenue issues. No new positions or expenditures are 
requested. No significant change in revenues can be identified at this time . Adjustments affected by this bill can be 
positive or negative for both the state and the lessees paying royalties. Historically, there has been no significant gain or 
losses in revenues due to interest payments on the types of adjustments affected by this bill. The changes proposed in 
the bill would allow staff to spend their time on activities that have the potential to generate revenue.
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Prepared by: Ken Boyd. D i r e c t o K ^ j ^ r Phone: 269-8800

Division: Oil and Gas f  / '  & Date: 15-Apr-97
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S p o n s o r  S t a t e m e n t

HB 242
“ An Act relating to unpaid, underpaid, and overpaid royalty and net 
profit share payments due on leases of state land and to the collection and 
payment o f interest on those payments.”
HB 242 is designed  to increase efficiency on how  the Departm ent o f Natural Resources 
operates by am ending the interest statutes as it pertains to oil & gas royalties. The intent 
o f this change is to reduce the adm inistrative w orkload and the cost for administering 
m inor oil & gas royalty adjustm ents.

HB 242 is w ritten  in a m anner that would strictly limit the type o f  oil & gas royalty 
transactions excluded from  interest changes and then for only 30 days following the date 
o f  the paym ent. The types o f  royalty transactions targeted by HB 242 are generally 
cleared up w ith in  30 to 60 days o f  the due date. Norm al oil & gas transactions cannot 
always be com pleted  w ithin 30 days o f the production m onth causing frequent 
adjustm ents w ith  30 to 60 day period after the production month.

Research has been done to show that the cost o f  processing an adjustment averages 
$75.00 per transaction. Add to that the application o f  oil interest and the transaction cost 
can be as h igh as $150.00. Processing an interest transaction o f a lesser value than the 
out-of-pocket cost is not in the sta te’s best interest. The interest earned on an under or 
overpaym ent o f  $16,000.00 is approximately $150.00 which basically equals a “wash” 
with our adm inistrative costs.

HB 242 will create a m ore cost-effective m ethod o f  collecting oil royalties.



T Y P IC A L :  O V E R /U N D E R -P A Y M E N T  A M O U N T S

Annual Interest Rate Compounded Quarterly: 11%

Interest earned on $150,00 or less:

In 30 days: $1,38

In 60 days: $2.75

In 90 days: $4.13

Cost to process an underpayment or overpayment:  $150.00

NET RETURN in 30 days: $1.38 Interest - S150.0QCost ■ -$148.62

B R E A K -E V E N  C A S E  : O V E R /U N D E R -P A Y M E N T  AMOUNTS

Annual Interest Rate Compounded Quarterly: 11%

Interest earned on $16,000.00:

In 30 days: $146.67

In 60 days: $293.33

In 90 days: $440.00

Cost to  process an underpayment or overpaym ent:  $150.00

N ET RETURN in 30 aays: $146.67 Interest - $150.00 Cost * -$3.33
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in c lu d in g  a daciainn regard ing  a

"111 Rama o f r !* a iv *  or ah i l l  undar AS Oft I A;
*l7i parmananl hind dividend tinder AS 4.1 XI. and 
Till mi n opera led doe Ira nr punchtmani undar AS 
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N O T W I T O  n rX T M IO N R

C lL rd  in  P rin c ip a l K w t l i f e  Ina Co v S U i* .  P ir  o f 
In .  7 *0  l ’ 7d 107.1 'A la a ka  I9 * « i

C a lla le ra J  n An o a c —- -  W hen r ig h t to  re fund  nf 
• ta le  nr Inral laa e r anrru re  w ith in  a la tu la  lim it in g  
lim e  for a p p ln n g  fo r re fund  4 *  A l.R 3d I . W

R gc. 49 .06M O . l o t e r a a t  c n  o r a r p a y n e n U .  (a) In te rv a l •ha ll be allow ed and  paid 
oti an  o v e rp ey m rn t of a ta *  u n d e r th ia  ti tle  a t th e  ra te  an d  in  the  m an n er provided in AS 
49 06  23(811

lb) In te rea t aha ll he allow ed  and paid  aa follow*:
• 1 > in  the  cmee o f a c re d it, from th e  date  of th e  overpaym en t to  th e  due  d a ta  o f  the  

am o u n t a fa in a t  w hich  th e  cred it i* taken ;
(21 in  th e  caaa o f a re fu n d , from  th e  d a te  o f th e  overpaym ent to  a  da le , aa determ ined  

by th e  d ep a rtm e n t, p reced ing  th e  d a te  of th e  refund  chec?i by n o t moT* th a n  30 daya, 
w h e th e r or no t th e  re fu n d  check ia accepted  by th e  taxpayer a fte r  te n d e r  of th e  check to 
th e  taxpayer; th e  accep tance  of th e  re fu n d  check doe* no t affect th e  r ig h t of th e  tax p ay er 
to  claim  an  ad d itio n a l o v e rp ay m en t an d  in te re a t on the  o v e rp ay m en t

(c) I f  an  o v e rp ay m en t n f  a tax  im poaed by th ia  t i tle  ia refunded  w ith in  90 daya a f te r  the  
laa t d a te  preacr ibed  for filing  th e  r e tu rn  o f th e  tax , d e term ined  w ithou t regard  to  an  
a t te n t io n  o f lim e  for Alin* th e  r e tu rn , o r if  the  r e tu rn  ia filed a f te r  th e  laa t filing d a te  and  
th e  o verpaym en t ia re fu n d ed  w ith in  90 daya a f te r  th e  d a te  th e  re tu rn  ia filed, in te rea t 
m ay n o t ^  allow ed  u n d e r  (a  I of th ia  aection on th a t  overpaym ent. ( |  I ch 94 SLA 1976; 
am  I  3 ch 82 S M  1.382: am  ft 3 ch 23 S U  1991)

M W  l  ad iB M n d a t v U .  T b#  IRS) •m rn d m rn l.  lu ta d  " r a lr  and  in  1ha n w n n f i provided in  AS 
r ffa c tjv *  I k v U f  i l l .  1 W I. in  a iih a * * li '‘« la i.  »ut<*li- 4.1 HA 2 2 V I •* for * ra la  praarribad in  AS 41 DA 22S *

N O T K H  T O  UWIRIONH

A gpM ad in  N o rth  S lop* Borough * Sohin Prtrcv 
b u m  C o rp . AAA P 2d  A.14 I Alaska I9 7 * i

C o l la U r a i  i t f r t m w a . R ia h l to  in te rna l on 
trvn m * U i  ra fund  nr c rad it in  ah**r>c* n( apanhr 
ro n lrn lh n g  a la iu l*  M  A l. lt? d  A1A

Rwc. 4 9 .0 6 .f9 0 . C r im in a l  p e n a l t l fw . (a l A perann who w ilfully a ttem p t*  tu evade a 
Lai im poeed by th ia  t i tle  »*, in  add itio n  U> o ther pena ltiea  provided by thi* title , g u ilty  of 
a claaa C felony

AuwiNMrNAiiMN n» Km »w ur I awm I  4 :1 0 6  2 9 0

(hi A perann requ ired  u n d er ih ia  title  to ro ller I. g rrm in t for, an d  pay  over a l a i  impnaed 
by th ia  t i tle  who wilfully faila to  collect o r tru th fu lly  account for an d  pay over th e  t a i  a l 
th e  lim e o r tim ea requ ired  by law or regu lation  ia, in add ition  In o th e r pena ltiea  provided 
by thia title , gu ilty  n f a claaa C felony

(c) A peraon requ ired  u n d er th ia  title  to pay a U x . m ake a re tu rn , keep  record#, or 
■upply inform ation , w ho wilfully faila lo  pay lh a  Lax o r e s tim a ted  U x , m ake th e  re tu rn , 
keep th e  record*, nr aupply th e  inform ation  a t  th e  lim a  o r  tim ea requ ired  by law or 
re fu ta tio n  ia. In add ition  to o th e r  penaltiea provided by th ia  ti tle , gu ilty  o f a claaa A 
m iadem eanor.

(d) A peraon who w ilfully m ake* and  auhacribea a r e tu rn  or o th e r  docum ent requ ired  
u n d e r th ia  till*  which conU in# or ia verified by a w ritten  d ec lara tion  th a t  it  ia m ade under 
th e  penaltiea o f perju ry  which th e  peraon doe# not believe lo  be tru e  and  co rrec t aa lo 
every m a te ria l m a tte r  ia, in addition  to o th e r pena ltiea  provided by th ia  ti tle , gu ilty  o f a 
felony and . upon conviction, pun iahab le by a  fin* o f n o t m ore th a n  126,000, or by 
im priaonm ent for not m ore th a n  th ree  year*, or by both.

(al A peraon who w ilfully and  know ingly aida or aaaiata in , or procure*, n r rounarl*  (he 
p rep ara tio n  o r p reaenU tion  in connection w ith a m a tte r  a ria ing  tin d e r th i*  ti tle  of a 
re tu rn , affidavit, claim , o r o th e r docum ent th a t  ia f rau d u len t o r ia falae aa to a  m a te r '* !  
m a tte r  i* gu ilty  o f a felony w h e th e r o r n o t th e  felaity or f rau d  ia w ith  the  know ledge or 
conaent of th e  poreon requ ired  to  p reeen t th e  re tu rn , affidavit, claim , or docum ent. Upon 
conviction, th e  peraon ia pun iahab le by a  fine o f not m ore th a n  $26,000, or by 
im priaonm ent for not m ore th a n  th ree  yeara , or by both.

(f) A peraon who w ilfa lly  deliver* or diacloa** to  th e  com m ieeloner o r  th e  d ep a rtm en t 
a  Hat, re tu rn , account, aU U m en t, or o th e r docum ent know n by th e  peraon to be 
frau d u len t o r to  be falae aa to a  m a te ria l m a tte r  ia g u ilty  o f  a claaa A m iadem eanor.

(g) ffUpeoUd, § IN  ch 6 SLA J9B4.I
(h) A peraon engag ing  in o r a ttem p tin g  to  angage in  a  buaineaa, tra d e , pm feaeion, or 

occupation for which a  liosnae ia requ ired  un d ar th ia  titla , w ho w ilfblly faila to ob ta in  the  
ticenae, io gu ilty  of a  m iadem eanor, and , upon conviction, ia pun iah ab le  by a fine o f not 
m ore th a n  $2 ,000 . or by im priaonm ent for n o t m ore th a n  aix m onth*, o r  by both.

(i) In  th ia  aection "peraon" include*, b u t ia no t lim ited  to , an  officer o r em ployee o f  a 
corporation  o r a  m em ber or em ployee o f  a p c rtn erah ip , who, ax officer, em ployee, or 
m em ber, ia u n d e r  a  d u ty  to  perform  th a  ac t in re a p e d  to w hich th e  violation occur*, (ft 6 
ch 113 SLA 1990; am  f  114 ch 6 SLA 1984)

n o tch  t o  nr.ciftioNH

R i r l iu ( r « f lM »  o f  r to w t/. W h#r* • • ta tu t*  p rn*l» lrm  n f law  * M r h  p e rm it*  ih* p w « *n iU n n  nf n 
provide* fn r th *  p a p n a n l n f  a lic tn M  f f *  ■■ th *  r iv l l  action m rncnvnr lh *  l l r r n a *  f r r  U n ite d  S la le *  v
c o i t i o n  n f lin in g  any  pp *n flad  huafneaa, and aUn Jnurdan. 19.1 F PAA <9th C ir  1012).
pro-ieUa tha t a *K>lalor o f tha  a d  ahall. upon ro n r ir*  R u h o o c tln o  <c> o f  Ih ia  w x - t lo n  r o n la ln a  auh* 
U o n ,h e p u m .h *d  by flna or Im pnannm ant. lh a  roma.lv a U n l la l ly  lh a  » **» *  la n g u a g e  aa fn r m a r  AH
. 1Pf7 * T * 1 , PweUhm anl an praam had hy I l ia  43 .i0 ^3 » < o ). In  ra  Vngt, * ( 2  I* 2d *19  lA laaka  19*21

a la tu U  ia a irh ia iv a . unlaaa thara ia anme aparia)

C o lla U ra l ra fa r*r» n *a , — R ata ila r’a n r huyar'a Ala. o r daA rianry  in . a ta la  n r loca l aalaa l a i  r a l i im  211 
dafanaaa aga in *! a ia r t in n  n f  pana llia * fa r  fa ilu re  tn  A I.R d th  9ft7

A rtic le  4. Office o f T u  Appeal*.

•art lew Hart I no
400 OfHce n f taa appaal* aa lah )iihad  42* qu a liA ra tm n a ; ra d *  n f  r n n 'lu r l
40* J u r ia d ir lin n  410  N n t ir *  o f appaal from  m fn rm a l rnn fa ran ra  dart
410 A ppn in tir.an l. te rm , raappn ln tm an l ainn
41* Karnnval 4 ,1*  Srnpa and atandarda fn r darla inn
*20  A dm in la tra tln n  440 5Wrrica n f dnn im an lB
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(.1) m uil Hr conditioned upon ■ royally in amount or value of not lea* than 12.6 percent 
of production, except that the Irssee who, proceeding under AS 38.06.131 — 38.06.194, 
under a leaae issued in the Cook Inlet aedimenlary basin who ia the first to file with the 
commissioner a nonconfidential awom statement claiming to be the Aral to have drilled 
a well discovering oil or gas in a previously undiscovered oil or gas pool and who is 
certified by the commissioner within one year of completion of that diacovery well to have 
drilled a well in that pool that is capable of producing in paying quantities shall pay a 
royalty of five percent on all production of oil or gas from that pool attributable to that 
leaae for a period of 10 years following the date of discovery of that pool, and thereafter 
the royalty payable on all production of oil or gas from the pool attributable to that lease 
shall be determined and payable as specified in the lease; the payment of the Ave percent 
royalty under this paragraph is authorized only to a holder of a leaae who meets the 
requirements of AS 38.06.180 fH4);

(4) must include an annual rent of 13 per acre or fraction of an acre initially paid to the 
state at inception of the lease and payable annually after that until the income to the 
state from royalty under that lease exceeds the rental income to the state under that 
lease for that year; and

(5) is subject to other conditions and obligations that are specified in the lease. (J 2 ch 
36 SLA 1004; i m |  1 ch 63 9 U  1906)

ft/fo rt o f  K JB endntnU . — T hr 1996 nmrrulmenl, all th* Ian*ui»*r fallowing "12.6 p rrcrn l nr produc* 
rfTrclivr .Srptrmbrr 4, 1996. in paragraph (.!». added tion."

Article 6. Leasing o f Mineral Land.

B artlo n  
176 Potaaaium
177. S halkm  n a tu ra l gaa Um m  
160. Oil and gaa (rating  
181. Gaotharm a) maourcr*
102. Royalty on na tu ra l rraourcra 
183. Sal* nf royally
184 lim ita tio n  on oil and gaa Iraara in rrr ta in  arraa, 

and raacquiailion of lf«ara

Kdlt*vrfe nntaa. — Srrfinn IN. rh  75, SI .A 1987 nr not th r  land waa rlnnaifird ifn th r r  rrqu irrm fn ta  of
prtm dr*  tha t Ta I m inrrala m u na frm rn t n r diapoaal law  w r r r  m et *
drcitinn made brfarr J ur»r 16, 19H7, ia valid, w h rth rr

8ec. S8.0S.I36. Leasing generally; payments and intereat. fa) Except as other­
wise provided, valuable mineral deposits in land belonging to the state shall he open to 
exploration, development, and the extraction of minerala. All land, together with tide, 
submerged, or shoreland, to which the state holds title to or to which the state may 
become entitled, may he obtained by permit or lease for the purpose of exploration, 
development, and the extraction of minerals. Except as specifically limited by AS 
38 06.131 — 38.06.181, land may be withheld from leaae application on a firal-come, 
first-served basis, and offered nnly on a competitive bid basis when determined by the 
commissioner to be in the best interests of the state.

(b) When mineral land is to be leased, in addition to any other notice given, notice 

must alto be given aa provided in AS 38.05.946.
fc) Payment of a royalty or a net profit share payment to the state under a lease issued 

under AS 38.05.135 — 38.06.181 becomes due on the date and in the manner specified in 

the lease or in a regulation adopted by the commissioner.

Xwtlot
135 leering gvnerelly; paym ents and interest
137 I swains agreem* nle
140 LiaiUUona
146 Leasing procedure
ISO Coal
166 riioaphaU-a
ISO Oil shelf
IS6 Sodium
170 Sulphur

Aiasks I.and Ait t 38.05 140
mi ii a royalty or nee prom snare payment to which the slate is entitled under AS 

38.05.136 — 38.06.181 is not paid when it  becomes due under (c) of this section, the 
royalty or payment beara intereat in a calendar quarter at the rate of five percentage 
pointa above the annual rate charged member banka for advance* by the 12th Federal 
Reserve District as of the first day of that calendar quarter, or at the annual rate of 11 
percent, whichever i* greater, compounded quarterly aa of the laat day of that quarter.

(e) Intereat at the rate and in the manner provided in Cd) of thia section shell be 
allowed and paid on an overpayment of t  royalty or net profit share payment made under 
AS 38 06.136 — 38.06.181.(1 1 art V III ch 189 SLA 1969; am f  1 ch 30 SLA 1964; am I  1 
ch 91 SLA 1987; am I  2 ch 71 SLA 1971; am |  10 ch 267 SLA 1976; am i  2 ch 165 SLA 
1978; am |  1 ch 23 SLA 1991; am < 3 ch 35 SLA 1994)

Effect a t w i t s u a  —  The 1991 am endm ent, ec rm re  on undorpsymonU end overpayments of ray-
elTectiveQ rteber.ll. 1991, e4ded wibeM tionetcl — (•) l l l l r ,  and not profll aharv paym tnU . and on any

Th* 1994 am endm ent, effective August 7, 1994, In lnt*r**t arcruad on thorn before October 31. 1991, “at 
subsection (a), made a aection reference ecbetitutinn th r  rataa and in the m anner ■ padded in AS 
In the p r l eant  laat eenlence and deleted tha former 38.06.136<d), added by I  1, ch. 39, SLA 1991.”
I eat eentenoe, relating to additional governm ent In- 1-cglelsU ve history reports. — Tor the  fnvem or'a 
aantivee for exploration lo  unprovaa areea. Iranam ittaJ la tter concerning tha enactm ent of (cl —

Editor‘a  a o u a .  — Section 6 , ch. 33, S IA  1991, (e lo fth te  section by I  I . ch. 2 3 .S IA  1991ICCSR 168
piuvIdee tha t, bestow)ns on October 3 1, 1991, interval (FlNKefd ami), eae 1991 Senate Journal, p. 406.

N OTES TO  D ECISION S

C ited  in Kirkpatrick v. Cnmmiaalonrr, DepT of 
N atural Reaouroae, 391 P.Zd 7 (Alaaka 10641; Moure v.
S late. 663 P 2d  8 lA leaka 19781.

  --------------- ------------ — . ■ « . « ,  v ,--  am, r rm iu n tn s  o- rrguiaung removal or exploitation of
O i t , | |  64 to 7 7 ,109 te  190.306to2V 7;64 Am. Jur. 2d, oil sa d  s**> rnJnerala, soil, or other natu ral producte 
Minaa and M inerala, H  3, 11 ts  60, 97 to 101, 120 to wUMo municipal limlta, 10 ALR3d  1228 
145; 73 Am. Jur. 3d, S tates, Tksriloriaa, and Drprn- G rant, lesae, e irepllnn, nr reearvatlnn nf oil and/nr 
danciee. It 66 to 72. pea rtfh te  aa Including uil ahala, 81 Al.R.1d 1109.

73B C J.S .. Public Londa, |  197

Sec. 38.06.137. Leasing agreements. H ie commissioner is authorized to enter into 
cooperative mineral leasing agreements with the United States regarding land which is 
thp Niihject of a title dispute between federal and stale authorities. Any such lense need 
not conform to ths provisions of stete Isw applicable to state lesses issued under the 
authority of this chapter, (J 2 ch 30 SLA 1964)

C o lla te ra l r o f e r s n oos. — 38 Am. Ju r. 2d. C sa and
Oil. | |  208 237.

8ec. .18.08.140. L im itations, (a) A person msy not take or hold coal leases or permits 
(luring the life of coal leased on slate land exceeding an aggregate of 46,080 acres, except 
that a person may apply for coal leases or permits for acreage in addition to 46,080 acres, 
not exceeding a total of 6,120 additional screa of state land. The additional area applied 
for shall be in multiples of 40 acres and the application shall contain *  statement that the 
granting of a leaae for additional land is necessary for the person to carry on business 
economically and is in the public interest. On the filing of the application, except as 
provided by AS 38.06.177(sX2XCl, the coal deposits in the land covered by the application 
shall be temporarily set sxids and withdrawn from all other forms of disposal provided 
under AS 38.06.135 — 38.06.181.

(b) The commissioner xhall, after posting notice of the pending application in the local 
land office, conduct public hearings on ths application for additional acreage. After public 
bearings, to the extent the commissioner finds to be in the public interest and neceisary 
for the applicant in order to carry on buiineas economically, the commissioner may, under
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regulation* adopted hv thr commiaaioner. permit thr perron to take or hold coal Im m  or 
|»ermil* Tor an ailililional aggregate so rage of not more than 6,130 acre*.

(cl A p >r*on may not lake or hold at one time phosphate leaae* on «tate land esceeding 
in the aggregate 10,240 acre*. A peraon may not take or hold aodium leaae* or permit* 
during the life nf aodium leaaea on atate land exceeding in the aggregate acreage 6,120 
acre*, except that the commiaaioner may, where it ia necessary in order to aecure the 
economic mining of aodium compound*, permit a peraon to take or hold aodium leaaea or 
permit* for up to 16,360 acre*. A peraon may not take or hold at any one time oil or gaa 
leaae* exceeding in the aggregate 600,000 acre* granted on tide and aubmerged land and 
500,000 acre* on all land other than tide and aubmerged land, including leaaea held both 
a* teeaee and under option or operating agreement from other*. Where more than a aingle 
person hold* an intereat in an oil or gaa leaae, each peraon ahall be charged only with that 
percentage of the total acreage which correaponda to it* percentage ahare of the total 
beneficial intereat in the leaae.

Id) The commiaaioner. for the purpoee of encouraging the created ultimate recovery of 
coal, oil ahale, phoaphate, aodium, potaaaium, aulphur, and geothermal reaourcea and in 
the intered of conaervation of natural reaourcea, after public hearing, or, when the state’* 
title to land beneath navigable water* h*e been legally challenged by the United Statae 
and litigation initiated, may waive, euepend, refund, or reduce the rental, or minimum 
royally, or reduce the royalty on an entire leaeehold, or on any tract or portion of a 
leasehold segregated for royalty purposes, whenever the commieaioner determine* that it 
it necessary to do eo in order lo promote development, nr that the leaae cannot be 
successfully operated under its term*. I f  the commiaaioner, in the intereat of conserva­
tion, direct* or assent* to the *uapeneion of operation* and production under a lease 
granted, the payment of acreage rental or of minimum royalty prescribed by the leaae 
may be suspended during the period of suspension of operation* and production. The 
term of the leaae ehall be extended by adding the period of euapenaion to the lease.

fe) The provisions of (dl of thia section that apply to waiver, auapenaion, refund or 
reduction of rental of minimum royalty apply to rental or minimum royalty poid before 
or after Jur* 19, 1970 on any lease covering land beneath navigable waters which, 
according lo the records of the division of lande, ia in effect on June 19, 1970.

(0 ITie euhmerged and shoreland lying north of 57 degrees, 30 minutes north latitude 
and east of 159 degrees, 49 minutes west longitude within the Bristol Bay drainage are 
designated aa the Bristol Bay Fisheries Keeerve. Within the Bristol Bay Fisheries 
Reserve no surface entry permit to develop an oil or gas lease or oil and gaa exploration 
license may be issued on state owned or controlled land until the legislature by 
appropriate resolution specifically finds that the entry will not constitute danger to tha 
fishery, <» 2 art V III ch 169 SLA 1959: am 8 1 ch 66 SLA 1960; am }« 1, 2 ch 208 SLA 
1970; am gft 3, 4 ch 71 SLA 1971; am { 1 ch 102 SLA 1972; am OS 3. 6 ch 155 SIJV 1978; 
am 0 4 ch 35 SLA 1994; am 0 3 ch 140 SLA 1996)

Kflfcel o f  a B .n d w .n l* .  — T hr 1994 •m rndm rn t, Inw rted  ", o ir .p t  an provided by AH 
f  ITertive August 7, 1994. inw rted  "or oil aod *«• HH 06 177llX9HC>." n r» r th r  beginning of the leet 
M ploration licrner" in «ub*ertion ID renterc»  of eubeection tel.

The IPS® am endment, effective (M nber 9. 199®.

Sec. S8.06.I46. Leasing procedure, (a) Deposit* of coal, phosphates, oil shale, 
aodium, potaaaium. oil, gaa, geothermal resources and state land containing these 
deposit* are subject to disposition under regulations, recommended by the director and 
adopted by the commiaaioner, and the provision* of AS 38.05.146 — 38.06.181. In 
applying the acreage limitations the commiaaioner may apply the rule of approximation. 
The use* of the rule of approximation made before March 31, I960, by the commiaaioner 
are ratified.

A i a .i k a  I a n d  A i t g 38.06.150

fb) (RepeoM. f  6 rA 165SLA 1978 ! fg 3 art V IIIch  1698LA 1969;am I  16ch6ISLA 
I960; am g 3 ch .90 SI A  1964; am I I  5. 6 c h 7 l fll-A 1971; am g 93ch718LA  1972; am 
g 6 ch 166 SLA I97H)

NOTCH TO  D ECISIO N S

A pplied  in  Moor* ▼. S U U , (163 P.23 B (AJwka 
1976).

C o lla te ra l ra M ra a w a , — A bandnnm rr.t of oil or after mrplratfon of fli*d term «h«r* production tern* 
pat ioaaa by parol declaration, ] |  ALJUd 961. perariiy caaaaa. 100 ALR2d NWS.

Riftita of taaaao la  a in o ra la  a ttrac ted  during tha  W hat ronatitutaa reasonably mcaaaary us* of th r
Isas* hut rw msininf an  tha  p w l m  after ! u  terml- surface of tha leasehold by a mineral owner, la
nation, ftl ALItfd MSI. j ri|ler under an nil and |a *  leaat or drillln* contract.

Recovery In ram  of «eophy*eal nr aslsmoRraph ftj AI.RSd 18.
..p lo r.U M ' or m irrey « 4  au tbw t.m t. B7 A LR 3d444 Duty t f  public lu th w ity  lo dterloa. lo eontrerter 

M m . w  uw d In w r ltu n  lM tn im .n l. W  A U U d |nrom utlaB . , i | ,* « ) i ,  |„  h i ,  pow w .lon, .ITwtln* cw l
see.

Right* of pertiee to oil and g a t lease or royalty deed or feasibility of project, M  AI.R.Id }R2

Bee. 88.06.160, Coal, (a) The commlaaionar may, and upon the petition of a qualified 
applicant, ahall divide coal land or th* deposit* of coal owned by the stata Into leasing 
tract* of 40 acre* each, or multiple* of 40 acres, and in the form which will permit the 
economical mining of the coal in the tract.

(b) Thereafter the commieaioner may, upon the request of e qualified applicant or 
otherwise, from time to time, offer the land or deposits of coal for leaving. Each leaae shall 
be awarded to a qualified applicant by competitive bidding or by tha method prescribed 
by regulation.

(e) Where proapecting or exploration work la necessary to determine the existence or 
workability of coal deposit* in an unclaimed and undeveloped area, the commieaioner 
may issue to qualified applicant* proapecting permit* for a term of three years, covering 
not more than 5,120 acres with each permit. The commieaioner ahall grant a two-year 
extension of th* initial three-year term of the permit if the permittee baa conducted 
reasonably diligent proapecting or exploration activities in the area covered by the 
permit, has not been able to determine the exiatenee and workability of coal deposit* in 
the area, and wishes to continue proapecting or exploring in tho area. The commiaaioner 
may grant up to three two-yoar extensions of the Initial three-year term of the permit. At 
any time during the period of the permit, the permittee is entitled to a leaae after 
submitting a mining plan satisfactory to the commissioner for that portion of the land in 
the permit aa is shown to the satisfaction of the commiaaioner to contain coal in 
commercial quantities or to be needed for mining, reclamation, or processing the coal.

(dl For the privilege of mining or extracting the coal in the land covered by the lease, 
the leasee

( II  ahall pay to the state the royalties specified in the leaae; the royalties shall he fixed 
before offering the lease, and shall be effective for a period of not more than 20 year*; the 
royalties shall be not leas than five cents a ton of 2,000 pounds; the royalty payment ia 
eubject to the exploration incentive credit authorixed by AS 27.30;

(2) ahall also pay an annual rental, payable at the date of the leaae and annually 
(hereafter, on the land or coal deposit* covered by the leaae, at a rate fixed by the 
commissioner before offering the lease; the annual rental ehall be effective for a period of 
not more than 20 years; the annual rental ahall be not less than 26 cents an acre for the 
first ysar of the lesao, not less than 60 cents an acre for ths eeoond year, third year, fourth 
yesu- and fifth year, and not leas than $1 an acre for each year thereafter during the 
continuance of the leaae; the rental for each year shall be credited against the royalties 
as they accrue for that year; each lease ahall provide that the annual rental payment ia



5 :»h or. :r,5
subject Jo adjustment at intervals of no mere than 20 yrnra nnd adjustment!) ahall Ih- 
brierd on tha current rates for propertisa siiullarly niluilod.

lei Each leaae ahall be for an indeterminate period upon condition nf diligent 
development and continued operation of the mine, except when operation ia interrupted 
hy strike*. the elemente, or cnaualtiea not attributed to the leaaee.

ID Notwilhatanding AS 38.05.177, a leaae entered into under thia aection givee the 
leaaee the right to vent or remove methane and other gaa held in aaaociation with the coal 
in tha land covered hy the leaae to enaure aafe coal mining operationa. (5 3(1) art V III ch 
169 SLA 1959; am 4 17 ch 61 SLA i960; am 6 1 ch 71 SLA 1966; am 55 2, 3 ch 68 S IA  
1969; am 5 1 ch 93 S1.A 1984; am 5 2 ch 86 SLA 1995; am 5 4 ch 140 SLA 1996)

F.ffeet »f i* * D d m » n U . -  The \99Tt amendment, amenrlmenta in autwrrtion fd> made by |  2, rh  BA,
efTerii^a June  21. IW I, »n aubaeetion <d». added the SLA 199ft are ’retrnartlva to Jan u ary  | ,  19C6“ and
parafr«pb  deaiirnetmna. a d d e d t h e  myalty payment apply 'to  crtM tiea  th a t qualify for Lha eiploration
•a »ubj*rt to the eiplnralinn inrentivr credit authn- incentive credit au thnriied  by AS 27,Hi) tha t are
n»ed by AS 27 .10,* at the end of paraffraph < I f. and undertaken after May IB, 1995."
made minor atyfiatir chanfea C o lla te ra l reference*. - - O rant, laaae. rareption.

The IP9A am endment, effective October 9. J99A, nr reservation o f ’oil, #aa. and o ther mineral*, or the 
added atihaectiim «H like,” aa including coal or metallic orea. f*R ALR3d

E d i to r ‘a n o te a .- -  Under |  A. rh  AA, .SI .A 19915, the 114B

Hoc. SA.06.1M. Phoaphateo.la) The commissioner may lease lo qualified applicant* 
land belonging to the elate which contain, depoaita of phoephatea and aiaociated and 
related mineral., when it i .  in the public intereat to do §o. The cnmmi.eioner may leaae 
land through advertiaement, competitive bidding, or other methodi prescribed by 
regulation. The land .hall be leeaed in unite reaaonably comped in form and not 
r.ceeding 2,560 acre, in each unit.

(b) Each leaae .hell be conditioned upon the payment to the elate of the royaltie. 
“pacified in the lease. The commiaaioner ahall fix the royaltiea in advance of offering the 
leaae. The royaltiea ahall be not lea. than five per cent of the groaa value, at the point of 
“hipment to market, of the output of phoaphatex or phoaphate rock, and aaxociated or 
related minerala. Each leaae ahall provide for the payment of a rental payable at the date 
of the leaae and annually thereafter. The rental ahall be not lesa than 26 centa an acre for 
the first year. 50 cents an acre for the aecond year and third year, and SI an acre for each 
year thereafter. The rental paid for any year ahall be credited againat the royaltiea for 
I hat year. Each leaae ahall he for a term of 20 year, and bo long thereafter aa the leaaee 
complice with the term* and condition, of the leaae. (5 3(2) art V I11 ch 169 SLA 1969)

See. 38.06.160. O il ahale. (a) The commiaaioner may leaae to a qualified peraon 
depoaita of oil ahale belonging to the atate and the aurface of aa much of the land 
containing theae depoaita, or land adjacent to it, aa may be required for the extraction and 
reduction of the leaae minerala. The leaae may not axceed 6,120 acre, of land, and the 
terma of the lease shall be limited to the extraction of minerala from the oil ahale ao 
leased. The leaae may be for indeterminate periods upon the conditions imposed by the 
commissioner.

Ibl For the privilege of mining, extruding, and disposing of the oil or other minerals 
rnvpred by the lease, the lessee shall pay to the lis t*  the royaltiea specified in the leaae 
and an annual rental at the rate of 60 cents an acre for the land included in ths lease. The 
rental paid for any one year ahall be credited against the royalties accruing for that year. 
For the purpose of encouraging the produdion of petroleum products from shalea, ths 
rnmmiaiioner may waive the payment of royally and rental during the first five years of 
the lease. (5 3(3) art V lll ch 169 SLA 1959)

rotutera) eshaswcea.- •  .16 Am J u r  2d. C a t and Oil ahaJer (pant, lease, eirep lion . or rew rvalion of 
, 1,1. | |  268371 oil and/or ft* right* a .  including oil ih a l. ,  81 A UU d

Secondary recmery of nil and ***. 91 A!.R2d 451 1109

Aiahka leANi. Ait 5 38.06.175

Sac. 88.06.168. Sodium , (a) The commiaaioner may grant s prospecting permit to a 
qualified applicant. Tha parmit givea the sxdualvs right to prospect for chlorides, 
sulphates, carbonates, borates, silicates, or nitrates of indium in land belonging to the 
•tats for a period of not exceeding two years. Tha aroa included in a proapeding permit 
may not exceed 2,660 acres of land in reasonably compact form. Upon showing to the 
•etiafadion of the commissioner that valuable depoaita of sodium minerals have been 
discovered by the pasmittee within the area covered hy tha permit, and that the land ia 
chiefly valuable for these deposits, the permittee la antJUed to a Isaac for all or a part of 
tha land embraced In the proapeding permit at a royalty of not leas than two per cent of 
tha quantity or gross value of the output of aodium compounds and other related products 
at the point of shipment to market. The commissioner may Isasa land known to contain 
valuable depoaita efaodium compounds that is not covered by permits or leases through 
advertiaement, competitive bidding, or othar methodi prescribed by regulation. The area 
covered by a lease may not exceed 2,660 acres.

(b) Each lease shall ba conditioned upon the same royalty payment specified in 
paragraph (a) and the payment in advance of a rental of 26 cants an acre for the first 
calendar year or fraction of it, 60 cents an acre for the second calendar year, third 
calendar year, fourth calendar year, nnd fifth calendar year, and t l  an acre a year 
thereafter during the continuance of tha lease. The rental for any one year shall be 
credited against royalties accruing for that year.

(c) A lease ahall be for a period of 20 years with preferential right in the lessee to renew 
for euccessive periods of 10 years upon terms and conditions prescribed by the commis­
sioner. (5 3(4) art V III ch 169 SLA 1069)

Sec. 38.08.170. Sulphur, (a) Under regulations adopted by the commiaaioner, the 
commiaaioner shall grant a proapecting permit for sulphur to a qualified applicant. The 
permit givea the applicant the exclusive right to prospect for sulphur, in land belonging 
to the state, for a period not exceeding two yean. The area included in a permit may not 
exceed 2,660 scree of land in reasonably compact form. Upon showing to the satisfaction 
of the commissioner that valuable deposits of sulphur have been discovered by the 
permittee within ths area covered by the permit, and that the lend ia chiefly valuable for 
these depoaita, the paemittee la entitled to a lease for all or a part of the land embraced 
in the prospecting permit, at a royalty of five per cent of the quantity or gross value of the 
output of sulphur at the point of shipment to market. The commissioner may lease land 
known to contain valuable deposits of sulphur that is not covered by permits or leases 
through advertiaement, competitive bidding, or other methods prescribed by regulation. 
The area covered by tha lease may not exceed 2,660 acres.

(b) Each lease shall ba conditioned upon the payment by the leasee of the royalty fixed 
in the lease and the payment in advance of a rental of 60 cents an acre a year. The rental 
for any one year shall be credited against the royaltiea accruing for that year. (5 3(6) art 
V III ch 169 SLA 1969)

Sec. 38.06.178. Potassium , (a) Under regulations adopted hy the commissioner, the 
commieaioner may grunt a proapecting permit to a qualified applicant. The permit givea 
the applicant the exclusive right to prospect for chlorides, sulphates, carbonates, borates, 
ailicatea, or nitrates of potassium, in land belonging to the state, for a period not 
exceeding two years. Tha area Included in a permit may not exceed 2,660 scree of lend in 
reasonably compect form. Upon showing to the satisfaction of the couimieeioner that 
valuable depoaita of potassium compounds have been discovered by the permittee within 
the area covered by tha permit, and that the land ia chiefly valuable for theae deposits, 
the permittee ia entitled to a lease for all or a part of tha land embraced in the prospecting 
permit, at a royalty of not leas than two per cent of tbs quantity or gross value of the 
output of potassium compounds and other related products, except aodium, at the point



•f shipment to market. The commissioner may leaae lend known to contain valuable 
(•■posit* or poUaaium compound* that ia not covered by permit* or leaae* through 
•ilvertiaemenl, competitive bidding, or other method* prencribed by regulation. Tha area 
'•irred by the leaae may not exceed 2,560 acre*.

'!>) Each leaae *hall be conditioned upon payment by the leaaee of a royalty of not lea* 
ban two per cent of the quantity or gro«* value of the output of potaaaium compound*
• nd other related product*, except aodium, at the point of ahipment to market, and the
• "ivment in advance or a rental of 26 cent* an acre for the firat calendar yenr or fraction 
•f it, 60 cent* an acre for the aecond calendar year, third calendar year, fourth calendar 
‘•*r, and fifth calendar year, and SI an acre a year thereafter during the continuance of 
I|- leaae. The rental for any one year ahall be credited againat royalties accruing for that 
■•nr
'cl Each leaae ahall be for a term of 20 year* and no long thereafter a* tha leaaee 

iimplie* with the term* and condition* of the leaae. (J 3(6) art V III ch 169 9LA 1969)

Sec. M .06.177. Shallox natural gaa leaaea. (a) The provision* of thi* aection 
11) apply to gaa, whether methane associated with and derived from coal depoaita nr 

•therwiae, developed from a source that ia onshore and within 3,000 feet of the surface;
• nd

<2! do not apply lo authorise leaae of 
'A) land
'il  that is subject to nn oil and gas exploration license or lease issued under AS 

H 05.131 — 36.06.134; or 
<iit that is leaaed under AS 38.06.160;
IB) the land (i) that ia propoaed to be aubject lo an oil and gaa exploration licenae or 

•'*#* issued under AS 38.05.131 — 38.05.134; or (ii) that ia described in and part of a 
•ropoaed oil and gas leasing program prepared under AS 38.06.180(b); however, the 
•immiasioner may waive the limitations of this subparagraph;

<C) the land that ia held under a coal lease entered into under AS 38.06.160, unis** the 
pplicant for a shallow natural gaa lease i* also the lessee under AS 38.05.160 of that
• nd; or
i D) the valid exiating aelection* of the Alaska Mantel Health TVuat Authority made for 

'ir purpose of reconstituting the mental health trust established under the Alaska 
lenlel Health Enabling Act, P.L. 84-830, 70 Stat. 709 (1966), that become aubject to
• nnagement under AS 38.06.801, or of land that haa been deaignatcd by law for or ia 
•hject to designation for conveyance to the Alaska Mental Health Thiat Authority; 
•wever, alter consultation with the Alaska Mental Health TVuat Authority, the commi*.
• >ner may waive the limitation* of thia subparagraph.

hi Kor the purpoae of exploring for and developing ahsllow natural gaa reaervoirs, 
iN>n application, the director may leaae to a peraon land for which the atate owns the 
ihsurfsce right*. A peraon applying for a leaae under this subsection 
' I > shall specify the area to be leased; the area to be leaaed may not exceed 6,760 acre*; 
lessee may not hold more than 46,080 acres of land under leasea entered into under this 
rlion,
•2) may be required to pay a reasonable application foe of up to 1600.
'c) Within 20 daya of receipt of a leaae application, the director ahall give notice under 
S 38.06.946 of receipt of the lease application and call for comment* from the public. The 
rector’* call for public comment* mual provide opportunity for public comment for a 
riod of 60 daya. If, after review of information received during the public comment 
riod. the director determines that the discovery of a local aource of natural gas would 
nefil the resident* of an area, the director shall execute a lease for the area deacribed 
■ h) of this aection. The director ehall execute the lease within 90 days alter the cloee of 
•■ public comment period or, if  review is required under AS 46.40, within 30 days after

A i-a s k a  I^a n ii  A c t t .18.06.177

the Anal consistency determination i* made under AS 46,40, whichever ia later. A leaae 
entered into under this subsection gives the lesae* the exclusive right to explore for, 
develop, and produce. Bar a term of three years, natural gaa on the state land described 
in the lease; the right to explore for, develop, and produce ia limited to gaa derived from 
natural ga* within 3,000 feet of the surface.

(d) A leaae ahall be automatically extended if  and for eo long thereafter aa gas i* 
produced in paying quantities from the leaae and the leeaee continues to meet all 
requirement* of the leaae. A leas* isaued under thie aection covering land on which there 
is a well capable of producing gaa in paying quantities doe* not expire becauxe ths lessee 
fails to produce gat unless the laasoe it  allowed reasonable time to place the well on a 
producing status. I f  drilling haa commenced on the expiration date of the primary term 
of the lease and is continued with reasonable diligence, including such operation* aa 
redrilling, sidetracking, or other means necessary to reach the originally propoaed bottom 
hole location, tha leaae Is extended for one year and fnr so long thereafter aa gaa is 
produced in paying quantities. A ga* lease iasued under this aection that ia aubject to 
termination by reason of cessation of production does not terminate if, within 90 day* 
after production ceases or a longer period determined at the discretion of the director, 
reworking or drilling operetions are commenced on the land under lease and are 
thereafter conducted with reasonable diligence during the period of nonproduction. In 
addition, upon application by the leasee, the director may once extend e lease issued 
under (c) of this section for a period of not more than three years.

(e) Hie director may, following the procedures deacribed in (c) of thi* aection, adjust the 
boundaries of a laaas entered into under thi* section aa may be necessary to ensure 
development of natural gas within a reasonably compact area; a lease aa adjusted under 
this subsection remain* subject to the acreage limitations sat out in (bX I ) of thia section.

(0 A shallow gas leaae must provide for payment to the slate of annual rent in the 
amount of 60 cent* per acre. The rent is due and payable on the date* determined in the 
lease. The director ahall mail the lessee one written notice, certified return receipt 
requested, three weeks before the due date of the rent. I f  the lessee fails to pay rent, the 
director shall terminate the lease, 

fg) The royalty payable on natural gaa produced from a lease
(1) ia
(A) 12.6 percent nf the value of production removed or sold from the leaae for gas 

exported from the atate or gaa that Is produced in direct competition with gas on which 
a royalty nt a rale of at least 12.6 percent is payable; and

(B) except aa provided in (A) of thi* paragraph, 6.26 percent of the value of the 
production removed or sold from the leaae; and

(2) ehall be based upon production delivered in pipeline quality and free of all lease 
expenees, including but not limited to eeparation, cleaning, dehydration, gathering, ealt 
water disposal, and preparation for transportation off the leaae.

(h) A  leaae issued under thia aection i* subject to the following terms and conditions 
and may be terminated by ths director in the event of a breach of a term or condition:

(1) the lessee may surrender the lease or relinquish part of the lease i t  any time;
(2) the leaae may not b* transferred or assigned until a well capable of production of 

gaa in paying quantities has bsan drilled on the lesse; however, thia psragraph doe* not 
prohibit the lessee from entering into a farm out agreement or similar arrangement with 
a third party under which the third party assist* in exploration and development of 
production from the lease if  the agreement or arrangement docs not require a payment 
of consideration by the third party to the lesaee, except that the lessee may retain an 
overriding royalty interest in the leaee or may retain a net profit or other production 
payment.

(i) The applicant for a lease is responsible for conducting n title search for the area 
deacribed in the lease application.
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(j) A lease does not dive thr lessee the right to produce nil. A lease dorr not dive the 
Iraeee the right to produce gas from eoureee that are not within 3,000 Tret of the eurfare. 
If a well drilling for natural gaa under a leaae authorized by thia aection penelratee a 
formation capable of producing gaa below 3,000 feet of the eurfare or penetratea a 
formation capablr of producing nil. thr owner nr operator 

11) ahall notify the department and the Alaska Oil and Gaa Cnnarrvalion Commiaaion: 
and

(3) may not conduct further operationa in the drilled well until the facility complice 
with all applicable lawa and regulationa relating to oil and gaa exploration and 
production; however, thie paragraph doee not prevent the owner or operator from 
conducting activitiea that may be required by the Alaska Oil and Gaa Conservation 
Commiaaion to plug, plug-back, or abandon a well.

<k! The commiaaioner of natural reaourcea may adopt only the regulationa that are 
rraaonable and that are neceeeary to implement, interpret, or make specific the 
proviaidsi# *f line aection or to eatabliah proeedurea to govern application of the provision* 
nf ihia aarticn

(/> A leaaae obtainir^ a leaae under thia aection may eierriae the righla euthorized by 
thie eection az>d the leaae. The righla granted by the leaae muat be eiercieed in a manner 
that doaa not unreaaonably interfere with eventual development of other mineral 
drpoeita on the land leaaed. However, in a leaae entered into under AS 30.06.160 for land 
that ia already leaaed under thia aection, roal may not be mined or extracted by tha coal 
Iraaee from the coal leaae without prior agreement with the leaaee holding the leaae 
taaued under thie eection.

(ml Except ae otherwiee specifically provided in thie section, the provisions of AS 
.'10.06.136 — 38.06.104 apply to leaaea entered into under thie eection.

In) In thie section, leeee* means a ahallow gaa lease authorized by thie eection. ( I  6 
rh 140 SLA 1996)

C raaa  iw ffsisnoss -  For Irgialativt A ndinff and K ffectlv*  d a le s . — Section A. ch. 140, 81A 1900, 
pnrpcar in connection with the enactm ent of Ihia which enacted thia aection, too t effect on October 0, 
•ection. aee I  l .c h  140, S l>  1995 in the TVmporary 1993 
and Special Acta

Sec. 30.06.100. O il and gaa leasing, (a) The legislature finds that 
I I )  the people of Alaaka have nn interest in the development of the state's oil and gaa 

reaourcea to
(A) maximize the economic and physical recovery or the resources;
<H) maximize competition nmnng parties seeking to explore and develop the resources;
(C) maximize use of Alaska's human reaourcea in the development of the resources;
(2) it is in the beet interests of the atate
(A) to encourage an assessment of its oil end gee resources and to allow the maximum 

flexibility in the methods of issuing leases to
(i) recognise the rneny varied geographical regions of the state and the different coeta 

of exploring for oil and gaa in theae regions;
(iil minimize the adverse impact of exploration, development, production, and trans­

portation activity; and
(B) to offer acreage for oil and gaa leases, specifically including
(i) atate acreage that has been the aubject of a best interest finding at annual areawide 

leaae sales; and
(ii) land in areas that, under (d) of this aection, may be leased without having been 

included in the leeeing program prepared and submitted under (b) of thia section.
(bl The commiaaioner ahall biennially prepare and, between the flrat and the 16th day 

of the first regular session of each legislature, notify the legislature of tha availability of, 
a five-year propoaed oil and gaa leasing program consiating of a schedule of propoaed lease 
sales and specifying as precisely ss practicable the location of tracts proposed to be
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offered for nil and gnu I eating during the calendar year in which the proposed program ie 
made available U> the legislature and tha following four calendar years.

(c) Except aa provided in (d) and (w) of this aection, an oil and gaa leaae sale may not 
be held unless it was Included in the proposed leaaing programs submitted lo the 
legislature during the two calendar years preceding the year in which the sale ia held. A 
leses sale may not be held before the date it ia scheduled in the proposed oil snd gse 
testing program.

(d) The commissioner
(1) may annually ofTer oil and gaa leaaea of the acrscge described in AS 

38.06,036feX6XG);
(2) rosy issue oil and gaa lease* in an area that haa not been included in a leasing 

program prepared, in accordance with (b) of thi* aection i f  the land to be leased
(A) was previously aubject to a valid etste or federal oil and gas lease;
(B) is contiguous to land already under state, federal or private lease and the 

commissioner makes a written finding, after hearing, that leaaing of the land would 
result in a substantial probability of early evaluation and development of the land to be 
lasted;

(C) ia adjacent lo land owned *r  controlled by another party on which a discovery of 
eommenaal quantities of oil or gas haa baen mads, and the commiaaioner finds, after 
hearing, that there ia a reasonable probability that the land to be leaaed contain* oil or 
gaa in communication with ths oil or gaa discovered on the land of the other party;

(D) ia adjacent to land included in the federal five-year Outer Continental Shelf 
leasing program under 43 U.9.C. 1344, and tha commiaaioner makes a written finding, 
after hearing, that coordinated or simultaneous leaaing with the federal government is in 
the public interest; or

(E) ia the subject of an oil and gaa exploration licence issued under AS 30.06.131 — 
38.06.184.

(e) Simultaneously with submits ion of the leasing program required under (b) of this 
eection, the commiaaioner ehall prepare and notify tha legislature of the availability of a 
report containing the following:

(1) the schedule of all leaae sslee held during the preceding calendar year, the bidding 
method or method* utilised, and an analysis of the reoulta of the bidding;

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

(3) the rensons a particular bidding method has been selected.
(f) Except aa provided by AS 38.06.131 —  38.06.134 and 30.05.177, the commisnioner 

may issue oil and gaa lease* on atate land to the highest responsible qualified bidder aa 
follows:

(1) the commiaaioner ahall issue an oil and gaa lease to the successful bidder 
determined by competitive bidding under regulationa adopted by the commiaaioner; 
bidding may be by sealed bid or according lo any other bidding procedure the commis­
sioner determines ia in the best interests of tha state;

(2) whenever, under any of tbs leasing methods listed in thi* subsection, a royalty 
ihara ia reserved lo the slate, it ahall be delivered in pipeline quality and free of all leaae 
or unit expenses, including but mot limited lo separation, cleaning, dehydration, gather­
ing, solt water disposal, and preparation for transportation ofT tho lease or unit area;

(3) following a pre-taJe analysis, the commissioner may chooee al least one of the 
following leasing methods:

(A) a cash bonus bid with a fixed royalty share reserved to the atate of not leea ihan
12.5 percent in amount or value of the production removed or sold from the lease;

(II) a cash bonus bid with a fixed royalty share reserved to the elate of not leas than
12.6 percent in amount or value of the production removed or sold from the lease and a 
Axed share nf the net profit derived from tha lease of not less than 30 percent reserved lo 
th* state;

S

4)
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M'l n fined cmnh bonus with a royalty share reaervH to thr state b« the bid VBrinblr but 
Ic m  than 12.6 percent in amount nr value of the production removed or sold from the 
■i«r;
' I > I M fined cash bonua with the share of the net profit derived from the lease reserved 

•• the state aa the bid variable;
Ki a fiaed cash bonua with a fined royalty share reserved to the slate of not less than 

' !i percent in amount nr value of the production removed or sold from the lease with the 
'litre nf the net profit derived from the leaae reserved to the state as the bid variable;

F> a cash bonus bid with a fined royalty share reserved to the slate based on a sliding
■ -ile according to tha volume of production or other factor but in no event loss than 12.t  
i rrenl in amount or value nf the production removed or sold from the lease;
■tit a fined cash bonus with a royally share reserved to the state based on a sliding 

t ole according to the volume of production or other factor as the bid variable but not less 
hnn 12 fi percent in amount or value of the production removed or sold from the lease;

1 4 1 notwithstanding a requirement in the leasing method chosen of a minimum fined 
"yalty share, on and after March .1, 1997, the lessee under a lesne issued in the Cook 
nlet sedimentary basin who is the first lo file with the commissioner a nonconfidei.tial 
wom statement claiming to be the first to have drilled a well discovering oil or gas in a
■ reviously undiscovered oil or gaa pool and who is certified by the commissioner within 
ne year of completion of that discovery well to have drilled a well in that pool that is 
tpable of producing in paying quantities shall pay a royalty of five percent on all 
induction of oil or gas from that pool attributable to that lease for a period of 10 years 
llowing the date of discovery of that pool, and thereafter the royalty payable on all

.■roduction of oil or gas from the pool attributable to that leaae shall be determined and 
payable aa specified in the lease; for purposes of this paragraph, the reduced royalty 
iiithoriced by this paragraph is subject to the following;

(A) only one reduction of royally authorised by this paragraph may be allowed on each 
rase that qualifies for reduction of royalty under thia paragraph;

(B) if, under this paragraph, application is made for a royally reduction fora lease that 
■vas entered into before March 3, 1997. the commissioner may approve the application
nly if, on that date, the lease was a nonprodueing leaae that was not committed lo a unit

■ pproved by the commissioner under (m) of this aection, that ia not part of a unit under 
pi or Iqt of this aection. and that has not been made part of a unit under AS 31.0B;

iO) if application for a royalty reduction is made under this psragraph for a lease on 
\ hich a discovery royalty was claimed or may be claimed under the discovery royalty 
revisions of former AS 38.05.180(a) in effect before May 8, 1969, the commissioner shall 

lisallow the application under this paragraph unless the applicant waives the right to  ̂
laim the right to a reduced royalty under the discovery royally provisions or former AS 
'H 05.180(a> in effect before May 6. 1969; end 

<D) the commissioner shall adopt regulations setting out the standards, criteria, and 
ii'finilions of terms that apply lo implement the filing of applications for, and the review 
• nd certification of, discovery oil and gas royalty certifications under this paragraph.

ig> The share of the net profit derived from a lease reserved to the state under (Oof this 
i-ction ia royalty sale proceeds for the purposes of the Alaska permanent fund under AS 

7 13 010.
ih> The commissioner may include terms in any oil and gas lease imposing a minimum 

Mirk commitment on the lessee. These terms shall be made public before the sale, and 
nay include appropriate penalty provisions to take effect in the event the lessee does not 
. 11 fill the minimum work commitment. If  it is demonstrated that a laase haa been proven 
uproduclive by actions of adjncent lease holders, the commissioner may set aside a work 
■imnitment. The commissioner may waive for a period not to exceed one two-year period 
•iv term of a minimum work commitment if  the commissioner makes a written finding 
'iher that conditions preventing drilling or exploration were beyond the lessee’s
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reasonable ability to foresee nr control or that the leasee has dcmnnatrsted through good 
faith efforts an intent and ability lo drill or develop the leone during thr term of the 
waiver.

(i) The commissioner may provide for the establishment of sn exploration incentive 
credit system under which a leaaee nf state land drilling an exploratory well on that land 
may sam credit* based upon the footage drilled and the region in which the well ia 
situated. The commissioner may also provide for credits to he earned by persons 
performing geophysical Work on stale land, if  that work is performed during the two 
seasons immediately preceding an announced Irsse eale and on land included within the 
sale area and the geophysical inlbnnatinn is made public following the sale. Credits may 
not exceed 50 percent of the coat of the drilling or geophyiicnl work. Credits may be used 
during a limited period established by ths commissioner and may be assigned during that 
period. Credits may be applied against ( I)  oil and gas roynlty and rental payments 
payable to the state or (2) laxea payable under AS 43.55. A credit may not exceed 50 
percent of the payment toward which it is being applied. Amounts due the AlBska 
permanent fund (AS 37.13.010) shall he calculated before the application of credits under 
thia subsection.

(j) The commiaaioner
(1) may provide for an incr _ e or decrease or otherwise modify royalty, lo allow for 

production that would not otherwise be economically feasible, on individual leases, lesses 
unitired as described in (p) of this section, leases subject to an agreement described in (s) 
or (t) of this section, or interests unitired under AS 31.05; the commissioner may art 
under thia subsection to modify the roynlty

(A) utter June 20, 1995 and not later than July 1, 2015, so long as the authority to 
modify royally under this subparagraph has been authorired or reauthnrixed by law 
within the ten years preceding the commissioner's action to modify the royalty, to allow 
for production from an oil or gas field or pool if

(1) the oil or gas field or pool has been delineated sufficiently to allow the commissioner 
to conduct the analysee and make the findings required by this subsection; and

(ii) the field or pool has not previously produced oil or gas for sale;
(B) to prolong the economic life nf an oil or gas field or pool as costs per barrel ox barrel 

equivalent increase; or
(C) to reestablish production of shut-in oil or gas;
(2) may not grant a royalty modification unleas the lessee or lessees requesting the 

modification make a clear and convincing showing that a modification of royalty meets 
the requirements of this subsection and is in the best interests of the slate;

(3) shall
(A) condition any royally modification granted undar this suhsection in any way 

necessary to protect the state's best interests:
(B) describe, in the findings and determinations required by this smisection, the 

relevant factors, including price, projected production rate or volume, predicted ultimate 
recovery, and development, operating, and transportation coats, upon which the modifi­
cation ia baaed;

(C) for a modification under (1XA) of this subsection, set out Iho terms and renditions, 
which

(1) must include n mechanism for adjusting royalty percentage bared on price; using 
forecasts of the range of future prices and their probabilities, the mechanism must 
provide llm t the value of tha potential revenue increases resulting from royalty 
percentage increases must exceed the value of the potential revenue losses resulting from 
royalty percentage decreases; and

(ii) may include, in addition to the royally percentage adjustment based on price, 
which must meet the conditions specified in (i) of this suhparagraph, a further adjust­
ment based on production rate or volume from the field or pool; and
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m i for It modification under ( IXfl) nr (1 X 0  of thin subsection, not out the term* and 
i-<utililionn. which mtv include ntilwttitnliotl nf n sliding scale myitlty or uther mechanism 
to modify the royiilly if there in ■ change in the relevant factors, euch a* price, projected 
production rete or volume, predicted ultimate recovery, and development, operating, and 
tranaportation eoate. upon which the modification ia baaed;

141 may not grant a royalty modification for a field or pool
(A) under UKA) of thia subsection if  the royalty modification for the field or pool would 

eatahliah a royalty rate of leaa than five percent in amount or value of the production 
removed or told from a leaae or leaaea covering the field or pool;

Ml) under (DM)) or (1XC) nf thia aubteclion if  the royally modification for the field or 
|h«I would eatabliah a royalty rate of leaa than three percent in amount or value of the 
production removed or eold from a leaae or leaaea covering the field or pool;

(6) may not grant a royalty modification under thia aubeection without including an 
eiplirit condition that the royalty modification ia not aaaignable without the prior written 
approval of the commiaaioner; the commiaaioner ahall, in the preliminary and final 
findinge and determinations, art out the conditiona under which the royalty modification 
may be aaaigned;

Id) ahall require the leaaee nr leaaeea lo auhmit, with the application for the royalty 
modification, financial and technical data that demonatrate that the requirernenta of thia 
aubeection are (net; the commiaaioner ahall 

IA) require dirctoeure of the financial and technical data related to development, 
production, and tranaportation of oil and gaa from thr field or pool that are neceaaary to 
make a determination aa to whether or not to grant the requeat for royalty modification; 
and

<B) keep the data deacribed in (A) of thia paragraph confidential under A3  
38.06.0C£<aX9) al the requeat of the leaaee or leaaeea making application for the royalty 
modification; the confidential data may be diacloaed by the commiaaioner to legialatore 
and to the legialative auditor and aa directed by thr chair or vice-chair of the LOLA 
Committee to the director of the division of legialative finance, the permanent employee! 
of their respective divisions who are responsible for evaluating a royalty modification, 
and to agents or contractors of the legislative auditor or the legialative finance director 
who are engaged under contract to evaluate the royalty modification, provided they aign 
an appropriate confidentiality agreement;

17) may require the leaaee or leaaeea making application for the royalty modification to 
pay for the services of an independent contractor, qualified to evaluate hydrocarbon 
development, production, tranaportation, and economics, who ia selected by the commis­
sioner to asaiat the commiaaioner in evaluating the application and financial and 
technical data; selection of an independent contractor under this paragraph ia not subject 
lo AS 36.30;

(8) shall
(A) make and publish a preliminary findings and determination on the royalty 

modification application: if  the preliminary findings and determination concerns a 
royalty modification under tlX A ) of thia subsection, the preliminary findings and 
determination ahall also be presented to tha governor for tha governor's approval or 
disapproval; the governor may not delegate a determination to approve or disapprove a 
preliminary findings and determination under thia subparagraph;

< B) for a royalty modification under ( 1XA) of this subsection, if the governor approves 
the preliminary findings and determination under (A) of thia paragraph,

(i) give reasonable public notice of the preliminary findings and determination;
(ii) concurrently with the issuance of the public notice, unless directed by the 

Legialative Budget and Audit Committee to do otherwise, make available copies of the 
commissioner's preliminary findings and determination on the royalty modification 
application and ths supporting financial and technical data, including the work papers,
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analyses, and reenmmandationa of any contractors retained under (7) of this auhaeclinn, 
to persona authorized under (6a ill nf thia nubserlum to review the data; and

(iii) invite public comment on the preliminary findings and determination during a 
30-day period fnr receipt of public comment;

(C) for a royalty modification under ( 1XB) or (C) of thia subsection, if the preliminary 
findings and determination approves a royalty modification,

(i) give reasonable public notice of the preliminary findings and determination; and
(ii) invite public comment on the preliminary findings and determination during a 

30-day period for receipt of public comment;
(0) shall address in any findings and determinations required under this subsection 

the reasonably foreseeable effects of the proposed royally modification cm the stale's 
revenue;

(10) shall offer to appear before the Legislative Budget and Audit Committee lo 
provide tha committee a review of the commissioner's preliminary findings and determi­
nation on the royalty modification application and the supporting financial and technical 
tlnla; if  the Legislative Budget and Audit Committee accepts the commissioner's offer, the 
committee shall give notice of the committee's meeting to nil members of the legislature; 
if, under (6HI)) of thia subsection, the financial nnd technical data must he kept 
confidential at the request of a lessee nr lessees making implication for the royally 
modification, tha commiaaioner may appear before tho committee in executive session;

(11) shall make copies of tha preliminary findings nnd determination available to
(A) the presiding officer nf each house of the legislature;
,'B) the chairs of the legislature's standing committees on lesources; nnd
(C) the chairs of tha legislature's special committees on oil and gss, if  any;
(12) shall, within 30 days after (he cloae of the public comment period under (8) of I his 

subsection,
(A) prepare a summary of the public response to the commissioner's preliminary 

findings and determination;
(B) make a final findings and determination and present it to the governor for the 

governor's approval or disapproval; the governor may not delegate a decision lo approve 
nr disapprove a final findings and determination presented under thia subparagraph; the 
commissioner's final findings and determination regarding a royalty modification, if 
approved hy the governor, ia final and not appealable to the court;

((!) trnnsmit a copy nf the final findings and determinstinn prepared under (D) of this 
paragraph to the lessee or lessees making application for the royalty modification;

(D) wilh the consent of the lessee or lessees applying fnr the royalty modification, 
amend the leaae or unitization agreement of the lessee or lessees applying for the roynlty 
modification consistent with the commissioner's approved finsl findings nnd determine- 
lion; nnd

(E) make copiee of the final findings and determination available to esch person who 
submitted comment under (8) of this subsection and who has filed a request for the copies;

(13) is not limited by the provisions of AS 38.06.134(3) or (0 of this section in the 
commissioner's determination under thia aubsection.

(k) The commiaaioner shall define all terms and adopt all regulations necessary for n 
reasonable understanding and evaluation of a particular bidding method before the 
public announcement of the terms of proposed sale employing that method.

(I) Subject to the provisions of AS 31.06, the commissioner hat discretion to enter into 
an agreement whereby, with the consent of the lessee, the stale's royalty share of oil and 
gaa production may Ire stored nr retained in storage by the lessee, or the commissioner 
may enter into an agreement wilh one or more of the affected field lease holders to trade 
current royalty production from a field fur a like amount, kind, and quality of future 
production, on the condition that thu state receive* back its stored or traded royally share 
during the first half of the estimated field life or no later than 16 years after start of 
production, whichever is sooner.
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iml An nil nnd ga* lease must rover a reasonably rompsil ares not exceeding B,7fi0 
acre#, and may lie Tor a maximum iwriml nf 10 yaara, except tlml tlm mmmisainnar may 
IXmm a lease for a pnriod nnt leaa than Ave year* upon a finding that it ia in th* beat 
interest* of the atate. An nil and ga* leaae ahall be automatically extended if  and for ao 
lung thereafter aa oil or gaa ia produced in paying quanti tiea from the leaae or if  the leaae 
i« committed to a unit approved by the commiaaioner. A leaae iaaued under thia aection 
covering land on which there ia a well capable of producing oil or gaa in paying quantitiea 
d o r *  not expire hecauae the leaaee faila to produoe oil or gaa unleaa th* leaaee ia allowed 
reaennable tima to placa the well on a producing atatua. Upon aatanaion, the commie- 
eioner may increase leaae rentala ao long aa the increeaed rental rate doea not exceed 160 
percent of the rate for the preceding year. I f  drilling haa commenced on the expiration 
date of the primary term of the leaae and ia continued with reaeonable diligence, 
including auch operaliona aa redrilling, sidetracking, or other meana neceaaary to reach 
l be originally propoaed bottom hole location, the leaae continues in efTecl until 90 days 
after drilling ha* ceaaed and for ao long thereafter as oil or ga* ia produced in paying 
quantitiea. An oil and gas leaae iaaued under thia aection which ia aubject to termination 
by reaaon of ceaaation of production doe* not terminate if, within 60 daya after production 
ceaaea, reworking or drilling operation* are commenced on the land undar leaae and are 
(hereafter conducted with reasonable diligence during the period of nonprodurtinn.

In) The commiaaioner may establish by regulation that after a wall ha* bren plugged 
nnd abandoned, the rental rate which waa io effect during the year of absuidonmenl ia 
maintained for the remainder of the term. Rental ia payable in advance and continue* 
until income to the atate from royalty or net profit share exceeds rental income to the 
«i*tp for that year. Oil and gaa leaara ahall provide for payment to the atate of rental on 
ill*  following basis:

I I)  for the first year, 11.00 per acre;
(2) for the aecond year. $1.60 per acre;
(31 for the third year. $2.00 per ncre;
141 for th# fourth year, $2.60 per acre;
(6) fur the fifth and following years, $3.00 per acre.
(o) Upon timely application aa provided by regulation, the state may iatue to the 

holder of a federal or private leaae, a atate shoreland lease covering land within tha 
exterior boundaries of the federal or private leaae which has been excluded on the baaia 
nf navigability or which is later adminiatra lively or judicially determined to be ahoreland. 
The term of auch a atate ahoreland leaae shall be the same aa the term of the federal or 
private leaae.

Ip) Th conserve the natural resources of all or a part of an oil or gaa pool, field, nr like
urea, the lessee* and their representatives may unite with each other, nr jointly or
aeparalely with others, in collectively adopting or operating under a cooperative or a unit 
plan of development or operation of (he pool, field, or like area, or a part of it, when 
determined and certified by the commiaaioner to be neceaaary or advisable in the public 
interest. The commiaaioner may, with the consent of the holders of leases involved, 
•'Alahlish. change, or revoke drilling, producing, and royalty requirements of the leaaee 
■ nd adopt regulation* with reference to the leases, wilh like consent on thn part nf tha 

leaaeea, in connection with the institution and operation of a cooperative or unit plan aa 
'be commissioner determines neceaaary or proper to secure the proper protection of the 
public intereat. The commissioner may not decrease royalty on leases in connection with 
i cooperative or unit plan except aa provided in <j) of thia section. The commiaaioner may 
require oil and ga* leases iaaued under thia aection to contain a provision requiring the 
leaaee to operate under a reasonable cooperative or unit plan, and may prescribe a plan 
under which the lessee must nperate. The plan must adequately protect all parties in 
interest, including the state.

iq) A plan authorized by (p) nf this section, which includes land owned by the state, 
may contain a provision vesting the commissioner, or a person, committee, or state
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agency, wilh authority to modify from lime to lime Ihe role of prospering and 
development and the quantity and rale of production under the plnn All leaaea operated 
under a plan approved or prescribed by the commiaaioner nre excepted in determining 
holdings or control under AS 38.06.140. The provisions of thia aection concerning 
cooperative or unit plana are in addition to and do not affect AS 31.06.

(r) Producing acreage on a known geologic structure of a producing oil or gas field in 
excluded from chargeahility aa agalnsL the acreage limitation provisions of AS 38.06.140.

(s) When separate tract* cannot be individually developed anil operated in conformity 
with an established well-spacing or development program, a leaae. or a portion of a lease, 
may be pooled with other land, whether or not owned by the stale, under a 
communitizatlon or drilling agreement providing for an apportionment of production or 
royalties among the separate tract* or land comprising the drilling or spacing unit when 
determined by the eoarnisaioner to be in the public intereat. Operations or production 
under the agreement are conaiderad aa operations or production an to each lease 
committed to the agreement. The commissioner may not decrenne roynlty on leaae* in 
connection with a communitizatlon or drilling agreement except na provided in (j) of thia 
aection.

(t) The commiaaioner mny prescribe conditions and Hpprove, on conditions, drilling, nr 
development contract* mnd* by one or mnre lessees of oil or gas lease*, with one or more 
persona, when, In the discretion of the commissioner, the conservation nf natural 
resources or lha public convenience or necessity requires it or the interests of the atnte 
are lieat served. All leases operated under approved drilling or development contrncts nnd 
interests under them, are excepted in determining holding or eon trol under AS 38.06.140. 
The enmmissioner may not decrease roynlty on a lease or lenses that are subject to n 
drilling or development contract except na provided in (j) of this section.

(u) Tb avoid waste nr to promote ronservation of natural resources, the commissioner 
may authorize the subsurface atornge or oil or ga* whether or not produced from state 
land, in land leased or subject to lease under thi* aection. Thia authorization may provide 
for the payment of a storage fee or rental on the stored oil or gaa, or, instead of the fee or 
rental, fnr a royalty other Ihnn that prescribed in the leaae when the stored oil or gaa ia 
produced in coiyjunction with oil or gaa not previously produced. A leaae on which storage 
ia so authorized shall be extended at least for the period of storage and so long thereafter 
aa oil or gan riot previously produced is produced in paying quantities.

(v) IKffirnltcI, § 36 r/i 94 S I A  1980.1
(w) Notwithstanding any other provisions of this section, land that w b i i  subject t o  b  

best interest finding issued within the previous 10 years mny lie, at the discretion of the 
commissioner, immediately offered for lease, under regulations adopted hy the commis­
sioner, upon terms appearing mnat advantageous to the atate; however, noncompetitive 
leaaing ia prohibited. The commissioner ahall establish a royally determined to lie in the 
public interest hut not leaa than !2Vi percent. A leaae must provide for payment to the 
atate of rental hut need not adhere lo the rental schedule in Ini nf this section nor to the 
&,76(lncren-pcr-lena* limitation in (m) nf thin section. The lease term may not exceed 10 
years, except ss provided in (o) of this section.

(x) A lessee conducting or permitting sny exploration fnr, nr development or production 
of, oil or gss on stale land ahall provide the commissioner access to nil noninterprelive 
dnl* obtained from that lease and shall provide copies of that data, as the commissioner 
msy request. The rnnflrirntiaJity provisions of AS 38.06.036 apply to the information 
obtained under this suhaeetion.

(y) A noncompetitive lease existing at October 10, 197H ahall be extended for a period 
of two years and ao long thereafter as nil and gss is produced in paying quantities. A 
noncompetitive lease extended under this subsection ia aubject lo the regulationa in force 
at the expiration of the initial five-year term of the lease. No extension may be granted, 
however, unleaa within a period of 90 daya before the expiration dale an application for
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extension ia filed by the record title holder or an assignee whose assignment haa been 
filed for approval, or an operator whoee operating agreement haa been filed for approval.

(■) No leaaea may be iaaued under thi ; aection without the induaion of the following 
language: T h e  landowner*' royalty share of the unit production allocated to each 
separately owned tract ahall be regarded aa royalty to ba distributed to and among, or the 
proceeds of it paid to, the landowners, free and clear of all unit expense and free of any 
lien for it *  Leases iaaued in violetion of this subjection shall, for all purposes, be 
construed aa containing the language required by thia subsection.

faa) Within 00 daya after the written requeat of a leaaee of a lease iaaued under this 
aection or of a leaaee of federal land from which the atate ia entitled undar applicable 
federal law to receive e share of the royalty on gaa production, the commiaaioner shall 
enter into an agreement with the leaaee to use or accept the price for the gaa established 
in the contract between the leasee and a gaa or electric utility a a the value of the aUte'a 
royalty share of gaa production sold by the leaaee under the contract

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

(2) unleaa the commissioner mokes a written finding, baaed on clear and convincing 
evidence, that

(A) the contract price is unreasonably low;
(B) the prospective reduction in royalty receipts would not be balanced by increased 

benefits to in-state gaa and electric consumers;
(C) the lessee and the utility are related in management, ownership, or other aspect; 

and
(D) the contract price is not in the best intereat of the atate.
(bb) In (aa) of thia aection,
(1) agms or electric utility” includes an electric cooperative organised under AS 10.26, 

a municipal utility, and a gas or electric utility regulated under AS 42.06; provided that 
if  the contract gaa ia transmitted to consumers through a pipeline and the gaa utility 
either owns the pipeline or is related in ownership to the owner of the pipeline, then the 
gaa utility qualifies as a ”gs§ or electric utility" within the meaning of this paragraph only 
if it is bound or agrees to be bound by the covenants set out in AS 38.36.120;

(2) ’ price for the gas established in the contract’  includes tax reimbursement amounts, 
delivsrability and other charges, and other forms of consideration paid by the gaa or 
electric utility under the contract;

(3) ’ state’* royalty share of gaa production’
(A) includes payments on federal leases made to the atate under 30 U.S.C. 191;
(B) does not include the state's royalty share of gaa production from land patented to 

the state under
(i) P.L. 84-830, 70 Stat. 709 (Alaska Mental Health Enabling Act);
(ii) 38 Stat 1214 (Act of March 4. 1916); or
(iii) 43 U.3.C. 1636 in settlement of the cJaime of the state under 38 Stat. 1214.
(ee) The provision* of (aa) of thie aection do not prohibit the commiaaioner from

accepting any payment on a federal leaae tendered by the federal agency reaponaible for 
determination and transmittal of the payment to th# atate under 30 U.S.C. 191 or 
olherwiae due the atate aa the atate’a royalty ahare of gaa production irreapective of the 
■tate'e acceptance of the uae of the contract price for purposes of determining royalty 
share on gas production under that subaection. (4 3(7) art V III ch 169 SLA 1959; am 4 18 
ch 61 SLA I960; am 4 1 ch 124 SLA 1962; am 44 4 — 7 ch 30 SLA 1964; am 4 20 ch 70 
SI A  1964; am |  2 ch 91 SI A  1967; am 4 1 ch 66 S2A 1969; am 4 1 ch 86 SLA 1970; am
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4 I ch 166 S IA  1978; am 4 16 ch 100 S IA  1978; am 44 3, 4 ch 65 SLA 1979; am 4 6 ch 
18 SLA 1980; am 4 36 ch 94 SLA 1980; am 44 1 — 6 ch 111 S IA  1980; am 44 11,12ch 
161 SLA 1984; am 4 1 ch 89 SLA 1985; nm 4 2 ch 65 SLA 1986; am 44 3. 4 ch 124 SLA 
1990; am 4 6 ch 134 SLA 1990; am 44 1 — 3 ch 63 SLA 1993; am 44 6, 6 ch 35 SLA 1994; 
am 4 1 ch 36 SLA 1994; am 44 67, 68 ch 21 SLA 1995; am 44 2 — 5 ch 85 SLA 1995; am 
4 42 ch 30 SLA 1996; am 4 2 ch 53 SLA 1996; am 44 2 — 4 ch 138 S IA  1996; nm 4 6 ch 
140 S IA  1996)

Vlavtaor's m Im . — lo 1990, a  reference to (m) of 
this Motion waa deleted from the  laat Mntence nf (w) 
of thia aection In correct a manifest error In |  4, ch. 
124, BIA J990.

In 199ft. in subsection fa), "onmmuniliiatinn* w u  
substituted fnr Vom m uoiialion" t*  correct a manifest 
error in I 4. ch. Aft. SIA  199ft

In 1998. in the ft ret aenlm oa of subsection (a), 
“com mun it i ration" wan substitu ted  for "communlcs- 
lion" to correct a  printing arrnr 

In 1999. in rebasct la* (wl, "aU ta of ren ta l' wan 
aul«titufed for * iU U  or rental" to correct an error 
tha t occurred In printing eh. Iftfi, S IA  197®.

C to m  re fe r— n— . — Far establishm ent of drilling 
unit* for pool*, sss A8  .11.06 100; fee legislative find­
ings iii connection with th s  I9ft6 am endment to thia 
aectinn. are f  I, eh ftft, 8LA 1966, In the TVmporary 
and .Special Arts.

For prtrriakma superseding (aa) and (bb) of Ihia 
•action tha t are applicable to  the atate'* aharr of 
royalty production of gaa pro luosd after January  2, 
1969 and before Ju n e  12, 1993 from certain  federal 
lasaea. ere I  4, ch 53, S IA  1993 In the TVmporary and 
Special Aria

For legialative authorisation of am endm ent of the 
North alar I Init nil and gaa leaaea batwoen th r State nf 
Alaaka and BP Exploration (Alaaka) Inc., ace ft 3, rh. 
139, S IA  1996 TVmporary and S ped a! Acta 

E ffec t o f  a i s e d w c n t a .  — The 1985 am endment 
in aubaectlon Ih) aubatitutad “If it la" for "Should it he" 
at tha beginning of the third sentence and added the 
feat sentence 

The 1966 am endment added subsections fan) and 
Chb).

Tha ft rat 1990 am endm ent rewrote subsection <jl 
and substituted '10 year*" for "five yeare" in the laat 
aentance of aubaectlon (w).

The seejnd 1990 am endment aubatitutad "biennial­
ly" fee 'annually” and "Iftth day of the ftret regular 
w<s*ion of each legislature" for ’ fifteenth day of each 
rrgu la r legialative aesalon" In aubaectlon (b).

The 1993 amendment, effective June  12, 1993, in 
auhaection laat, ineertsd “or of a leaaee of fedara) land 
from which the atate ia entitled under applicable 
federal law to rreeiva a ahare of the royalty on gaa 
production" and "or sccepl." added paragraph (1), 
added the paragraph (21 designation, and redesig­
nated former paragraph* ( I M i) aa preeenl aohpara- 
graph* (2XAM2XP) respectively. In eubeection (bb), 
rewrote paragraph (3); and added subsection (cv).

The first 1994 am endment, effective August 7,1994, 
in aulaectlon (d), made minor atyliafic changsa and 
added paragraph (ft) (now (2KF,)); and, In aubaectlon 
(0. eulMtituled "F.icrpt aa provided hy AS 36.06.191 — 
36.0ft 134, Ihe ' for “Tha" at the beginning and made 
minor atyliatic change*.

The second 1994 am endment, effective May 10,

1994. In auhaection (cl. deleted the former aecond anil 
third eentencea, relating to leaae aate delaya and 
reschedulings, respectively.

Tha ft rat 199ft amendment, affective Auguat ft, 199ft, 
In subaection lb), daisied "submit to the legislature* 
following 'p repare and," inserted "notify Ihe legists- 
tu re  of the availability of,* and substituted "made 
available" for "submitted"; and, in the introductory 
language of auhaection la), substituted "prepare and 
notify* for "submit Lo* and inserted "of the availability 
of."

The aiTnnd 199ft amendment, effective June  20, 
1996, rewrote auhaection Oh "dded the present third 
sentence in auhaection (p). and added the laat sen­
tence in subsections <e) and It).

The flrat 1990 amendment, effective May Ifl, 1990, 
aubatitutad "prepared* fnr "submitted." and deleted 
“, to the legislature" in the introductory language of 
auhaection (d)

The second 1990 amendment, effective .September 
4. 1990, rewrote auhaection (f).

The third 1990 amendment, effective October R. 
1990, In auhaection fa), In paragraph 12). added the 
subparagraph (A) designation, redesignated subpara­
graphs (A) and IB) aa Item* (I) and (III. and added 
subparagraph IB); in aubacction (d). added paragraph 
(1), added the paragraph (2 ) designation, and redes- 
Ignatad paragraphs (l)-(fi) aa subparagraph* (AMB), 
■nd, la  auhaection (w), rewrote the Aral sentence.

Tha fourth 1990 nmrndm ent. effective October 9, 
1996, Inaerled a section reference in aubaectlon (0  and 
made a minor stylistic change.

FA I to r 's  no U s. Section ft. ch. ftft. S IA  I960 
provides tha t subsection (aa) of thia eection "applies to 
agreements In establish for a lease issued under AH 
3R.0ft.lA9 the in valor royalties on gaa production 
tha t ia sold under a contract entered into on or after 
May 30, I9RR. between the a la  te a  leaaee and a ga* or 
electric utility."

O p in io n s  o f  a t to rn e y  g en e ra l. — Former AS 
3R.06.106(a) did not apply to actions approving unit 
agreements in which one automatic consequence nf 
unitiia tion would ba extension of the Iraae terms 
whare the leaae* were issued prior to September 22. 
1977, ainre sitenalon nf a lease term upon un itiia t ion 
did nnl ronatilu tr “»»pcw*P within the meaning of 
former AS 3R Oft 3i,Wa) moreover, there waa good 
reason In believe that former AS 38.06 30fifa) would 
also he inapplicable In '.he case of a unit involving 
•ta le  Iraae* issued after IV ptrmber 22. 1977. Novem 
bsr 2ft, 1977, Op. Atl'y Gan.

Thn public nolle* requirement nf AS 38.0ft 94ft prob­
ably does not apply lo the automatic lease term 
■■tension that occurs as a consequence of uniliratinn 
atnce auch extension ia a measure to enhance the 
feasibility of unuixed nperrlinn, not a disposal action. 
November 2ft, 1977, Dp. Atl'y (Jen
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NOTKR TO  DRCIHION*

Purpose of M ttlo a . — T hr provinone of ihia 
roction wars InUnd+d to inaura tha t I row * on valu­
able oil and (*e produrina atata landa will ba n a h  
available U  tha public on a fair and aquiUbla baaia, 
tha t tha atata will ha adequately cnmpanaatad for I La 
natural raacmrcaa. and tha t tha aiatr'a raaourraa ara 
drvalopad in an orderly faahlon For tha commiaaionar 
to dan  da th a t thcw  purpnaaa ara furthered by prorid- 
• na for bidding by raah bonua cannot be aaid to b* 
unraaaonabla Kally v. Zamarello. 466 P2d 906 (AJaa- 
ba 1071)

Tha aaeeaamant of tha atate'a oil and gaa reaouroaa 
aerrro at leaat two legitimate Rnvemment objective# 
Firai. knowledf* of tb f production potential of atate 
land in varioua araaa ia critical to the determ ination of 
where development ahould occur and where preserva­
tion ia appropriate Second, knowledge of the oil nnd 
ga* production potential of the ita te a  land* promote* 
tha rtata'e economic welfare by m aaim iiing tha 
am ount it receives for Ihe leaae of ita landj State, 
Dep't of Nature) Rroouroaa v Arctic Slope RegionaJ 
C orp . 634 P2d 134 (Alaaka 1991).

C t m m h a  o f  t a d i o a .  — The legialature h a t 
given tha oommiaskmrr 'broad authority” concerning 
competitive bidding procedure a Champion Oil Co v 
H erbert. 679 PU  9 6 1 1 Alaaka), cert denied. 439 U S. 
990. 99 S C l 666. 68 L Ed 2d 660 (1976)

Former aubsection (a) of thia aection did not embody 
an overbroad delegation of legialative authority In the 
commiaaioner. Champion Oil Co r  Herbert, 979 P.2d 
961 (Alaaka). eert denied, 439 U S 990,99 9 Ct.M ft, 
M l ,  W  2d MO (1979).

Power Is nkiage law reap a el I ng lease r r U u -  
a I owe ta r a s ia d  Is  e t« U . — The governmental power 
to change the law respecting the granting of leaea 
atten tions, vested in Congress prior to alatehood and 
p referred  by |  fkk) of tha Alaaka Slatahood Act. 
became vaetad in tha atate whan the land* aubject to 
the leaae were granted to the atata aa ita property. 
Kirkpatrick r  Commiaainner. IVrp’l of N atural Re- 
anerrea. 991 P2d 7 (Alaska 1964)

A nd has been wmarclasd by th a  A lask a  U a d  
Art. — The sta te  haa e irrriaed  its power to  change 
the law respecting leaae ealenr.mna by the Alaaka 
I .end Act and by regulations adopted under ita au thor­
ity Kirkpatrick v. Commiaaioner, D ep t of N atural 
Reaourcea, 39) P 2d 7 (Alaaka 1964) 

lends classified by Statehood Art sa competi­
tive. — The language of thia aection ia not directed to 
a situation where lande have been dscsifled aa com­
petitive by the Alaaka I .and Act itself, and where there 
ia no room for the earrciar of the rommiaeionar'a 
authority to teaka daaaiflcetiona Kirkpatrick v Com­
miaaioner. Dep't of N aturel Resources, 391 P2d 7 
• Alaska 1964) (decided under prior law)

KtHci of Alaska Statehood Act and statutes on 
pre-eta lab sad federal lasses. — For effect of the 
Alaska Statehood Art and alatu tee enacted by the 
Alaaka f lu te  lag ialature on ml and gaa leases of 
Alaska land* issued by the United S tates Departm ent 
of the Interior while Alaska was a territory  of ths 
United Slates, aae Kirkpatrick v CommiMiontr, D ept 
of N atural Resources, 391 P.2d 7 (AJaaka 1964) 

*C sa s s rd a l quaatlliaa* construed. — See Pan

Am. Pslrolaum Corp v. Shall Oil Co., 466 P.2d 12 
(Alaaka 1999)

T h e  w o rd s  "h o su a*  a n d  VwymKy* In the ir broad- 
se t eonoajpta and m eanings are ooo/licllng and over- 
lapping On the  o thsr hand, when it la necessary th a t 
they be distlnguiehsd. there Is a narrow er concept of 
tha two term s aa they a re  ordinarily and commonly 
used and understood In the oil and gaa Industry In 
which they do not conflict but aro harm onious In thia 
narrow er senaa, a reservation or a paym ent of a part 
or percentage of production under a leaae which ia to 
continue throughout the  Ilfs of the leaae ia regarded aa 
"royalty,” and a sum certain  to be paid in cash or out 
of production ia regarded aa 'bonus.” Kally v. 
Zamarello. 466 P 2d 006 (Alaska 1971).

In ita broadest senaa, 'bonus’ la any consideration 
given for a laaaa oear and  beyond tha  usual Vkth 
royalty, w hether the additional considera tion ba paid 
or payable arid w hether paid in cash or payable out of 
production. Kelly v. Zamarello, 466 P.2d 906 (Alaaka 
1971).

In ita broad set aspect, "royalty” la a  share of the 
product or profit rsear v d by the ew oer for perm itting 
another to use the property. In thia broad sense, a sum 
certain  to ba paid out of production, although "bonua" 
in th a t it ia consideration in addition to the usual Vkth 
royalty, would also be “royalty" Kally v. Zamarello, 
466 P.2d 906 (Alaska 1971).

C hoosing  c o n c e p t o f  "h o o v e” m o a t cum aaonly 
a o o o e a la r s d  — In choosing tha concept of “bonus ' 
moat commonly encountered in  tha oil and gaa Indus­
try. defendants acted n r ith e r  unreasonably nor arb i­
trarily. Kally v Zamarello, 466 P2d 906 (Alaska 1971).

R a q o lr ia g  c o m p e n s a tio n  fee  le a se  Im m ed i­
a te ly  u p o a  a w a rd  o f  lees* . — ft ia not unreasonable 
for th s  commissioner to determ ine th a t it (s in Ih# 
s ta te s  beat in terest to receive compensation for the 
Isassa immediately upon tha award of tha laaaa. 
ra ther than to w ail for uncertain turns to arrive In tha 
form of prem ium royaltiea. Kelly v. Zamarello, 466 
P2d 906 (A laska I07»); Champion Oil Co v. Herbert, 
676 P 2d 961 (Alaska), cert denied. 439 U 9 960,99 8 . 
Ct. 666. 66 L Ed 2d 660 (1976).

C oaa ldaiiM g on ly  c a s h  p o r tio n s  o f  b id s , — fn 
considering only the cash portion nf plaintiflV33 bids, 
defendants acted p u rsuan t to  valid regulations which 
provided th a t a leaa# would be aw arded to the bidder 
offering the highest cash bonus Since other bide on 
tha 33 trac ts  contained higher cash offerings than 
plaintiffs’ bids, the defendants acted properly in de­
term ining th a t the  high cash hide on those 33 tracts 
were the apparent high bids, not plaioliffebida Kelly 
v Zamarello, 468 P2d 906 (Aleake 1971) 

C o m m iea io n er e m p o w e re d  to  g r a n t  ro y a lty  
re d u c t io n . — Thie aection empowers the commis­
sioner nf the D epartm ent of N atural Resources, not 
the director, division of lands, to g ran t the specified 
royalty reduction Union Oil Co. v. S ta te  Dep't of 
N atural Rewmrroa, 626 P.2d 1367 (AJaaka 1974) 

A pp lied  in Union Oil Co. v. S tate , 674 P.2d 1266 
(Alaaka 1976); H amm ond v North Slope Borough, 646 
P.2d 760 (A laska 1962); Chevron U S A .  Inc v. 
LsRaeche. 663 P2d 923 (Alaska 1983)

B U W d in McKinnon v. Alpetco Co.. 633 P.2d 261 
(Alaaka 1981).
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c u l t u r a l  n > f c r tn n «  — A b*il4onm fnt nf pH or r i .h l  .n rl duty pr.pophyair.t nr .ni.m oicr.ph niplnri,-
gM Ih m  hr parol (fo-l.rotten, 19 ALfUd 961. lion nr «urv«y. 39 A!Jl3d 1439

V .lldilr of ooapvloory or un ilti.U on  .U lu U  O i.lill.la : riftila. undar oil and .n a  laaaa, daad. o,
or ordtna a na ra^uirin* m a i  ar I of oU and o *  . . la a  conlrart, to 'd iaU llato ,' ‘oondan«ala,*or ‘natu ral
landa ta  Arraiop lhair hoMintta aa a  a in .1.  drilling un it .aaoUiM.-, 3* A Ut3d MM.
and tha Ilka. 97 A U t3d 4M  M aanln* o f " s a r in f  quantlliaa- in oil and (aa  laaaa.

Oil and gaa aa 'm lnm r ' w i t h i n  daad, laaaa, or i9 A U t ld 8 .
linna*. 97 ALftSd VaHdltr. w oafeirtlon . and application of entirety

c t a u -  in and oil loa-.48A U R .1d 704). 
aftar o .p ir.H on of fl.ad  t a n .  w h ar. production Urn- A h .ndon rdw .il duly and liability . .  topiuxxin* oil
pnrariiy caaaaa, 100 M JU d  AM. T r t ^ ’o '.n*  <"’ U  "  °  ° f •>roHuc,l'’n- 80

Right and m easure oi recovery for breech of oblige- ALUM 240.
lion to drill eiploratory oil or gaa walla. 4 ALR3d 264. «w pt»on . or rroarvation nf "nil. gas,

-Dry hole- aa -w r ir  w ithin undanakln*  in drill wall, and mlnarmla. or tha Ilka.* aa including roal or
16 A liR ld 460. metallic ores. 69 ALRld 1146

Water use: construction of oil and rs* lease provi- Mark*t value: m eaning of, and proper method for
sinn giving leaaee free use of w ater frrnn Iraeor'e land, determ ining, market value or m arket price In oil and
23 ALJLId 1434. gaa laaaa requiring royalty to be paid on standard

Construction of oil and gas laaaa aa in the I m a n 's  m sasured by such terms, 10 ALR4th 7.12.

(fee. S8.06.181. Geothermal reaourcea. (a) Th* commissioner mny, undrr regula­
tion* adopted by the commiaaioner, grant proapecting permit* and leaae* to a qualified 
peraon to eiplore Tor, develop, or uaa geothermal reaourcea. When title to tha aurface 
parcel la held by a peraon other than the atate, that person ahall have a preferential right 
to a geothermal proapecting permit or leaa* for the area underlying the aurface parcel. 
Hie aurface owner muat exercise the preference right within 30 days after receiving 
notice of the application for a pannit, or by agreeing to meet the terms of a bid within 60 
daya after receiving notice of the acceptance of the bid for a leaae.

(b) The commiaaioner may deaignate a geothermal area or portion of it a competitive 
geothermal area. Adeaignatinn aa a competitive geothermal area muat be on the baaia of 
substantial geologic Indications of geothermal reaourcea or on the baaia of competitive 
intereat in geothermal reaourcea of the area.

(c) On state land that haa not been declared a competitive geothermal area or 
withdrawn from geothermal prospecting, the commiaainner may issue a prospecting 
permit to the flret qualified applicant. The permit conveys an eiclueive right, fnr a period 
of two yeara, to prospect for geothermal reaourcea on atate land included under (he 
permit. The commissioner haa discretion to renew the permit for an additional one-year 
term. A holder of a prospecting permit has the right, upon the showing nf a discovery of 
geothermal reaourcea in commercial quantities and the submission of a development plan 
acceptable to the commieaioner, lo convert the permit lo a noncompetitive leaae at a 
royalty rate under (g) of thia section. The conversion privilege muat be exercised not later 
then 30 daya after the expiration of the permit. I f  the land included within the permit ia 
designated a competitive geothermal area during the permit term, the permittee muat 
apply for a noncompetitive leaae within 30 day* after notification of the designation or 
forfeit the conversion privileges and the exclusive right to prospect.

(d) On state land that ia designated a competitive geothermal area and ia not aubject 
to en exiating proapecting permit, the commissioner may iaaue geothermal leases to the 
highest bidder by competitive bidding procedures established by regulations adopted by 
the commissioner. A l the discretion of the commiaaioner, competitive lease sales mny be 
by orai or sealed bid, on the baaia of a caah bonua, profit share, or royalty share.

(e) Prospecting permits and geothermal leases granted under thia section muat, except 
in the case of parcels aubject to a preference right under (b) of this aection, be iaaued for 
at least 40 acres but not more than 2,660 acres. A peraon may notown, or hold an interest 
in, geothermal leaaea covering more than 61,200 acrea. However, geothprmal lessee in 
commercial production, individually or under a unit operation or well sparing nr pooling 
arrangement, do not count against the acreage limitation. All prospecting permits and 
geothermal leasee are subject to an annual rental, payable in advance, of 13 per acre. The 
rental for a year ahall be credited against royaltiea accruing for that year.
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(0 A geothermal lease nhnll be ianued for ■ primary term of 10 year* and may bo 
renewed for an additional lerm of five yeara if  Ihe leaaee ia actively engaged in drilling 
operation*. A geothermal leaae ia valid for the duration of commercial production. 
Beginning 20 year* after the initiation of commercial production and at 10-year interval* 
thereafter, the commiaaioner may renegotiate the rental* and royaltiea due on a 
geothermal leaae.

(g) Each geothermal leaae ahall be conditioned upon payment by the leasee of a royalty 
of not leaa than 10 percent but not more than 15 percent of the groaa revenuea derived 
from the production, aale, or uae of geothermal reaourcea under the leaae. Royaltiea may 
be taken in kind rather than in value if  the commiaaioner determinee that taking in kind 
would be in the beat intereat of the atate.

(h) Regulationa adopted by the commiaaioner lo implement thia aection ahall be 
adopted in accordance with the Adminiatrative Procedure Act (AS 44.62). (ft 1 ch 71 SLA 
1971;amft 8ch 104SLA 1971;am 85 34 — 38ch71 SLA 1972;a m ** 40,41sh 127SLA 
1974; am I  4 ch 175 SLA 1980)

C m *  r v f a r v n m .  — fn r  avnthrrm al m o u i n i  cation of Cr*oth«rmil Staam  Art of )»70 (30 U9CS 
grnarally. ara Afl 41 00 Fnr lr*>«lali»r pnlicr wiOi I  1001 a t aa.) ), parU inin* In laaaaa o f fo ram m rn l 
raapacl tnaan th rrm al raanurraa. ara I l . r h  I75.SLA land* for 4varlopm ant nf gwrtharrnal ataam raaourtaa, 
11M0 in tha TVmporarr and Special Alia 40 AI.R Fad *14.

C o lla te ra l re fe re n ce* . — fionairurtinn and appli-

Sec. 38.06.182. Royalty on natural resource*, (a) Any royalty provided for in AS 
38 06.135 — 38.05.181 may ba Uken in kind rather then in moDey if  the commiaaioner 
determinee that the taking in kind would be in the beat intereat of the atate. However, 
royaltiea on oil and gaa ahall be taken in kind unleaa the commiaaioner determines that 
the taking in money would be in the beat intereat of the atate,

(b) The commiaaioner ahall aubmit a determination to take royally in money to the 
legialature at the firat opportunity during a current aeaaion or, if  the legislature ia not in 
eeaaion, at th* neat regular aeaaion. The legialature, within 80 day* or by th* adjourn­
ment of the aeaaion. whichever coma* aooner, may revoke the determination hy concur­
rent resolution, (ft 1 ch 56 SLA 1970; am ft 7 ch 71 SLA 1971; am ft I ch 9 SSSLA 1974; 
am 5 fi ch 218 S IA  1976; am ft 1 ch 146 SLA 1977; am ft B ch 112 SLA 1980)

R+'riaor'a no te* . --  FrwftH ■« AS .16 Oft 362 Re­
numbered in 1970

N OTES TO  DECIBIONR

Q uo ted  in MrKinnon v Afpflco V o , 633 P 2d 281 
(AUftka 19611

C o lla te ra l r a fe ra n re a . 36 Am J u r  2d. Gaa and pf rannal property fnr ptirpoao of paym ant of damage*
OiJ. I I  169 In 196 ' n condemnation pmce*din|r». 66 ALR2d 73ft.66 C J  S .  Mine a and M inerala. I I  166 to 192.213 to Fapenaea and U ie a  deductible by laaaee in cnmput-71 p In f laaaor'a oil and ga* royalty o r o ther retu rn . 73

What ennalHwtea Vnvaltv* tm nil nr gaa production ALR2d lOftft
within language of cnnveyanrr, r ir rp t io n  or reaerva- Paym anl of atipulaU d minimum royaltiea or annual
lion. 4 A1.K7H 492 rental under aolid m ineral leaae aa precluding teaaor'a

Cnnalnirtm n and efTrft n f prnviainn in mineral leaae claim of forfeiture nr abandonm ent, 67 AI.K2d 107ft.
e in iaing  pavmenl of minimum ren t or royalty, 26 "Shut-in royalty* paym ent proriaiona in oil and gaa
AI.R2rf 101.1 leaaea, 9fl ALK2d 34ft.

Solid mineral rurally  aa real or pf raonal property. Right* of partiea tn oil and gaa leaae or royalty deod
bd AI.R2d 726 after e ip ira tion  of f l i td  te n n  where production lem*

Solid mineral loyally under mining leaae aa real or porarity reaaea, 100 A lJU d flftft.

Sec. 38.05.183. Sale of royalty, (a) The aale, exchange or olher disposal of a mineral 
obtained by the state ** a roynlty under AS 38.05.182, or the sale, exchange or other

A i-a s k a  L a n d  A c t ft 38.05.183

disposal in whole or in part of a right to receive future mineral production under a atate 
leaa* under thia chapter, shall be by competitive bid and the sale, eschange or olher 
disposal made to th* highest responsible bidder, eacept that competitive bidding is not 
required when the commiaaioner, after prior written notice to the AJaaka Royalty Oil and 
Oaa Development Advisory Board under AS 38.06.050, determine* that th* beat intereat 
of the atate does not require it or that no competition exists,

(b) When competitive bids are required, the commissioner, after prior written notice lo 
the Alaaka Royalty Oil and Gaa Development Advisory Board, may reject all bids on a 
determination that becauae of the amount of the bide, the lack of responsibility on the 
part of the bidden, or for reaeons conaiatent with the criteria eet out in AS 38.06.070, the 
acceptance of the bids would not be in the beat intereat of the atate.

(c) If  the commissioner determine* that a aale, exchange or other diapoaal of a mineral 
obtained by the state aa a royalty under AS 38.05.182 or of a right to receive ftilure 
mineral production under a state leeae under this chapter ahall be made otherwise than 
by competitive bid, and th* Alaaka Royalty Oil and Gaa Development Advisory Board haa 
bean notified in writing of that determination, the commiaaioner shall make public in 
writing the specific finding* and conclusions upon which that determination i* based.

(d) Oil or gas taken in kind by the state a* ita royalty share may not be aold or 
otherwise disposed of for export from the atata until the commissioner determine* that 
the royalty-in-kind oil or ga* is surplus to the preaent and projected intrastate domestic 
and industrial need*. The commiaaioner ahall make public, in writing, the specific 
finding* and reason* on which the determination ia baaed.

(a) When a aale. exchange or other di*poe4d of oil or gaa taken in kind by the atate as 
ita royalty share, or a sale, exchange or other disposal in whole or in part of a right to 
receive future royalty oil or gas, under a atate leaae under thia chapter ia made other than 
by competitive bid, the sale, exchange or other disposal shall be awarded by the 
commiaaioner to tha prospective buyer whose proposal oftera the maximum benefits to 
dtiiena of the atate. The commiaainner ahall consider

(1) the cash value offered;
(2) the projected effects of the sale, exchange or other disposal on the economy of the 

atate;
(3) the projected benefits of refining or processing the oil or gaa in the state;
(4) the ability of the prospective buyer to provide refined products or by-product* for 

distribution and aale in the atate with price or supply benefits to the ritixens of the state; 
and

(5) the criteria listed in AS 38.06.070(a).
(0 The commiaaioner may not enter into a contract fnr the sale of royalty nil unless the 

contract provides that any material amendment to the contract that appreciably reduces 
the consideration received by the atate require* prior approval of the legialature.

(g) AS 38.05.035(e) doe* not apply to a sale, exchange, or other disposal of oil or gas 
under thia aection.

(h) Upon legialative approval, the commiaaioner may enter into a contract to sell 
royalty gas taken in kind by th* atate to a gaa or electric utility at a negotiated price for 
the gas if  the commissioner, after considering the consumer benefits, other benefits, and 
detriments of the sale, makes a written finding that the aale ia in the beat interest of the 
atate. In thia subsection,

( 1) *g"" or electric utility" has the meaning given in AS 38.05.180(hb);
(2) "royally gaa taken in kind by the state"does not include royalty gaa taken in kind 

by the stale from gaa production on land patented to the state under
(A) P.L. 84-830, 70 Stat. 709 (Alaaka Mental Health Enabling Act);
(R) 38 Stat. 1214 (Act of March 4. 1915); or
(C) 43 U.S.C. 1835 in settlement of the claim* of the state under 38 Stat. 1214. (ft 1 ch 

56 S IA  1970; am ft 3 ch 9 SSSLA 1974; am | |  9. 10 ch 112 SI A  1980; am ft 2 ch 68 SLA
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19H4; am 0 2 ch 105 SLA 1984; nm 9 » ch 64 SLA 1986; am f  3 ch 65 SLA 1986; nm ft 6 
rh 134 SLA 19901

ttev taor'*  »oU ». — FnsctrH an AS .18 06.181 II*• K ftect o f  anaandw irnt*. — Th«* 1986 <im*ndm«nt
num htrrd  »n 1970 addrd subsection (ft)

For Frftiatnlivr finding* in T h r I9A6 Amrndmrnt added *ub*retinn (h). 
nm oerlion with ihe I9&6 am rndm rn t In ihia arclion, T hr 1990 am endm ent deleted a pro via ion pertain- 
aae |  1, ch 66. S U  1986. in Ihe TVmporary and in* to an annual report hy ihe  commiaainner a t the
Special Ada end nf the second aenLrnre nf Niihnection (d).

NOTES TO  D ECISIO N  )

W slvsr o f  c o m p e ll l lr e  b id d in g . — An initial open the contract lo competitive biddinft. McKinnon v.
w airrr of oompetilive biddinft and a eemnd waiver at Alpatcn Co , 61.1 P.2d 281 (Alaaka 1981).
tha lime of am endm ent removed any obliftalinn to

Sec. 38.06.1M. L im ita tio n  on o il and gaa leaaea in  certain areas, and
reecquiaitioo of leaaea. (a) Tlie legislature finds that Kacheinak Bay ia an area of 
eitraordinary abundance and diversity of marine life that Has provided, and will continue 
to provide in the future, a baaia for one of the atate'a moat important commercial fisheries; 
that recent information discloses that even minute quantities of oil released into the 
msrine environment may l>e harmful to the larval forms of crabs and other marine life 
and that the existence of gyral currents within the bay may increase the likelihood of oil 
coming into contact with these valuable commercial fish and shellfish species; and that 
therefore oil and gaa development in the bay, a l thia time, presents an undue hazard to 
thia valuahle state renewable resource.

(b) No additional oil or gas leases may be iaaued by the department nr any other slate 
agency for the exploration for or the development or production of oil and gaa on 
state-owned land and waters seaward of the mean higher high water line, beginning at 
Anchor Point; then around the perimeter of Kachemak Bay, to Point Pogibshi; then west 
to the three mile limit of elate land and waters; then north to a point three miles west of 
Anchor Point; then eai.t to the mean higher high water line of Anchor Point, the point of 
beginning.

(c) /Repealed. § 61 rh 50 S IA  1989.1 
Id) /Repealed, § 61 ch SO SLA 1989.1 
lei /Repealed, § 61 rh  50 S IA  1989.} 
in /Repealed, § 61 rh 50 S IA  1989.1
(g) /Repealed. $ 61 rh 50 S IA  1989 /  (g 1 ch 113 SLA 1976; am g 61 ch 60 SLA 1989)

F i f i d  o f  am endm en t* . — T hr 1989 Am rndm rnt. 
r lf r r t iv r  Mav 27, 1989. rrp ra lrd  *ub*rrlinn* (c» — (ft*

Article 7. Mining Rights.

S ec tio n  S ec tio n
186 (Jrnrrally  230 U rn  for porform anrr of annual labor
190 Qualification* 236. Lien for annual labor ia independent of nlber
196 M ininc claim* liena
200 Change* in location* and am ended notice* 240 la b o r  defined for AS 38.06.210 — 18 (16 216
206 Mining leaainft 242 Definition* for AS .IB 06 210 -  18 06 240
207 Product ion I ire nee 246 Pro* peeling sitr*
210. AnnuaJ labor 260 Proapscting permit* and leaaea on tide and tub-
211 Annual ren tal mrrgad l*nd
212 Production royally 262 Eatrala tera l rifthta under ehore, tide, and aub-
216 Notice to co-ownera In contribute lo roet of an- m rrgrd  land

nual labor or improvemente and forfeiture for 266 Surface uae of land or water
failure to contribute 266 Abandonment

220 Rrcording the notire to contribute and Affidavit* 270 TVanafera
226 Lienholder may perform the annual lalnir 276. Recognition of locatinna

Mil Al-AMKA IsANf) Al'l 4 I IMF
E d ito r ’* note*. — Section IB, ch. 76. 81A  1967 or not the land was claaaified if other requirement* of 

provide* tha t Tal mineral* m anagement or disposal law were m e t"  
tlrrUinn made before June  10, 1987, ia valid, whether

Sec. S8.06.I8S. Generally, (a) The acquisition and continuance of rights in and to 
deposits on slate land of minerals, which on January 3. 1969, were aubject to location 
under the mining law* of the United Ststee, ahall be governed hy AS 38.05.185 —
38.05.275. Nothing in AS 38.05.186 — 38.06.275 BfTects the law pertaining to the 
acquisition of rights to mineral deposits owned by any nthar person or government. The 
director, with the approval nf the commissioner, shall determine that land from which 
mineral deposits may be mined only under lease, and, subject to the limitations of AS 
38.05.300, that land that shall be closed to mining. Stale land may not be closed to mining 
or mineral location aicept aa provided in AS 38.05.300 and unleaa the commissioner 
makes a finding that mining would be incompatible with significant aurfaco uses on the 
state land. State land may not be restricted to mining under lease unless the commis­
sioner determines that potential use conflicts on the atate land require that mining be 
allowed only under written leases iaaued unJzr AS 38.06.205 or the commiaainner haa 
determined that the land was mineral in character at the time of state selection. The 
determinations required under this subsection shall he made in compliance with land 
classification order* nnd land u*e plana developed under AS 38.05.300.

(b) The failure on the part of a mining leasee or a locator to comply strictly with AS 
38.05.IBS — 88.09.275 and regulationa adopted under those sections does not invalidate 
the rights of a mining lessee or a locator if it appears to the satisfaction of the 
commissioner that the mining lessee or the locator complied as nearly as possible under 
the circumstances of the case, and that no conflicting rights are asserted by any other 
person.

(e) Unless otherwise provided, the usages and interpretations applicable to the mining 
law* of the United States supplemented by state law apply to AS 38.05.185 —
38.05.275. (} 1 art TX ch 169 SLA 1959; am 8 19 ch 01 SI.A 1960; am « 1 ch 123 SLA 
1961; am 8 1 ch 108 SLA 1981; am 8 1 ch 62 8IJV 1993)

Ravtsor’s notes. — In 1*64, the p h rsw  "the mln- n irn l nr m inins rlslm s on fed .rsl pulilir Homme. ore
inft (*««** or" wo* Inserted followinft ’the *ati*fartinn AS 27 10
of th r commlmiorm (but" In (b) of thi* arctinn under E ffo rt o f  o m rn d B o o te . — Tha 1R91 amendment, 
AS 01.0ft.(»l(bK7); *nd the former l**t sentence of (b) effactive Septem ber I, 1993. in *uboection (•>. made
wa* designated M tubeertion (cl m inor alyliatic change* and. in the fourth aentenre.

C ro a t raferaw oaa. — For Inralinn and develop- Inoerted >*cepl a* provided in AS 38 06 ,100 and *

N O TES TO  D EC ISIO N S

A pplied  in Haye* v A .I A*#nc*., 848 P2d 131 N atu ral Resmirera. 736 P.2d 124 (Alaska I9H7I, Kile v
(Alaska 1991). Relisle, 769 P2d 1292 (Alaaka 19881

C ited  in TYu*tee* fnr Aln*k« v S tale , D*pT of

C o lla te ra l re fe reneoo . — 64 Am .Fur 2d. Mlnea 
•nd  Mineral*, f t  21. IB*L

68 C.J.9., Mine* and M inerals, I  4 et eeq

Sec. 38.06.190. Qualification*, (a) The right lo acquire exploration and mining 
rights under AS 38.06.186 — 38.06.276 may ba acquired or held only by

(1) citizens of the United States at least IB years of age;
(2) legal guardians or trustee* of citizens nf the United States under lBycnra of ago on 

behalf of the citixans;
(3) persons at le n t  18 year* of age who have declared their intention to become 

citizens of the United Stales;




