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Approval of this Bill will result in savings of administrative time and resources for both the state and the oil 
and gas lessees. When oil and gas royalty reports were processed manually the interest waiver was 
justified from a time and resources standpoint. However, now that the reports are processed 
automatically, the reverse is true. Manual intervention and exception programming is currently required 
on a case-by-case basis in order to implement fh v interest waiver; not having to do this would streamline 
the process in Royalty Accounting. The original intent of AS 38,05.'35(g) is no longer operative. The Bill 
sponsor statement correctly identifies the historical interest payment amounts that would be effected by 
repeal of AS 38.05.135(g).

There is no fiscal impact anticipated with implementation of this leaislation.
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SB 77 SPONSOR STATEMENT 
“Net Profit Share Under/Overpayments”

In 1998, the Legislature enacted AS 38.05.135 (g), exempting the 
Department of Natural Resources from calculating interest on small over or 
underpayments o f royalty if the interest is $150 or less. The cost of 
calculating these small over/underpayments was more than the interest 
received or credit applied. Prior to 1998, DNR was calculating these small 
payments manually. For the 12 months prior to October 31, 2000, the State 
processed 1716 royalty filings where interest amounts were between a 
negative $150 and a positive $150. The net amount of these 
under/overpayments was a positive $4,096.

The effort of calculating, processing and tracking interest for small 
under/overpayments was not cost effective for the oil companies or the 
State. With the advent of the State’s new Oil and Gas Royalty Accounting 
System, all interest is calculated electronically. Also, most royalty payers 
are using main frame computer systems and sending their royalty reports 
electronically. The failure to repeal AS 38.05.135 (g), would require the 
Department and royalty payers to reprogram their computer systems to not 
compute under or overpayments of less than $150.

The sophisticated computer systems used by the royalty payers and the State 
are now able to quickly compute the interest owed on even the smallest 
under or overpayment. All the royalty payments are automatically summed 
together and one wire transfer is used for payment. The repeal of AS
38.05.135 (g) will solve the problem of the administrative burden on the part 
of the royalty payers and the State to manually track very small amounts of 
interest. It is an unnecessary expense to reprogram computer systems to 
handle separate interest calculations for these small interest amounts, 
especially when a much easier option is available.
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Sec. ^38.05.135^. Leasing generally; royalty and net profit share payments and interest.

(a) Except as otherwise provided, valuable mineral deposits in land belonging to the state shall be 
open to exploration, development, and the extraction of minerals. All land, together with tide, submerged, 
or shoreland, to which the state holds title to or to which the state may become entitled, may be obtained 
by permit or lease for the purpose of exploration, development, and the extraction of minerals. Except as 
specifically limited by AS 38.05.131 - 38.05.181, land may be withheld from lease application on a 
first-come, first-served basis, and offered only 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 also be given 
as provided in AS 38.05.945 .

(c) Payment of a royalty or a net profit share payment to the state under a lease issued under AS 
fr38.05.135 ^  - 38.05.181 becomes due on the date and in the manner specified in the lease or in a 
regulation adopted by the commissioner.

(d) If a royalty or net profit share payment to which the state is entitled under AS fr38.05.135 44 -
38.05.181 is not paid or is underpaid when it becomes due under (c) of this section, the unpaid amount of 
the royalty or net profit share payment bears interest in a calendar quarter at the rate of five percentage 
points above the annual rate charged member banks 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 is greater, compounded 
quarterly as of the last day of *hat quarter.

(e) If a royalty or net profit share payment to which the state is entitled under AS fr38.05.135 44 -
38.05.181 is overpaid, interest at the rate and compounded in the manner provided in (d) of this section 
shall be allowed and paid on the overpayment. The interest allowance is subject to the following:

( 1 ) if the state grants a credit against future payments for the overpayment, the state shall pay interest 
on the overpayment

(A) from the date that is the later of the date the overpayment was

(i) due; or

(ii) received;

(13) to the date that is the earlier of the date

(1) of notice to the lessee of the credit; or

(ii) on which the lessee actually takes the credit;

(2 ) if the state refunds the overpayment, the state shall pay interest on the overpayment

(A) from the date that is the later of the date the overpayment was
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(i) due; or

(ii) received;

(B) to the date the state issues the refund.

(0  The issuance by the state and acceptance by a lessee of a credit or refund of an overpayment under
(e) of this section does not affect any right of the state or lessee to claim an adjustment and interest on the 
overpayment.

(frg44) Notwithstanding (d) and (e) of this section, interest may not be paid on

(1) an underpayment o f a royalty or net profit share due under this title if the amount of interest is 
$150 or less and the underpayment is paid up within 60 days after the date upon which the payment was 
due under (c) of this section without regard to an extension of time for filing of the necessary royalty or net 
profit report; or

(2) an overpayment of a royalty or net profit share due under this title if the amount of interest is ?■! 50 
or less and the state issues a credit for or refund of the overpayment within 60 days after receipt of the 
overpayment.

Sec. 38.05.137. Leasing agreements.

The commissioner is authorized to enter into cooperative mineral leasing agreements with the United 
States regarding land which is the subject of a title dispute between federal and slate authorities. Any such 
lease need not conform to the provisions of state law applicable to state leases issued under the authority of 
this chapter.

Sec. 38.05.140. Limitations.

(a) A person may not take or hold coal leases or permits during the life of coal leases on state 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 5,120 additional acres of state land. The 
additional area applied for shall be in multiples oiAO acres and the application ..hall contain a statement 
that the granting of a lease 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 38.05 177(a)(2)(C), 
the coal deposits in the land covered by the application shall be temporarily set aside and withdrawn from 
all other forms of disposal provided under AS 38.05.135 - 38.05.181.

(b) The commissioner shall, after posting notice of the pending application in the local land office, 
conduct public hearings on the application for additional acreage. After public hearings, to the extent the 
commissioner finds to be in the public interest and necessary for the applicant in order to carry on business 
economically, the commissioner may, under regulations adopted by the commissioner, permit the person to 
lake or hold coal leases or permits for an additional aggregate acreage of not more than 5,120 acres.

(c) A person may not take or hold at one time phosphate leases on state land exceeding in the 
aggregate 10,240 acres. A person may not take or hold sodium leases or permits during the life of sodium 
leases on state land exceeding in the aggregate acreage 5,120 acres, except that .ne commissioner may, 
where ii is necessary in order to secure the economic mining of sodium compounds, permit a person to 
take or hold sodium leases or permits for up to 15,360 acres. A person may not take or hold at any one
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February 8,2001

BP Exploration (Alaska) Inc. 
900 East Benson Boulevard 
RO. Box 196G12 
Anchorage. Alaska 99519-6612 
(907) 561-5111

Senator John Torgerson 
State Capitol, Room 427 
Juneau, AK 99801-1182

Re: Repeal of AS 38.05.135(g)

Senator Torgerson,

BP Exploration (Alaska) Inc. supports the proposal by the Department o f Natural Re­
sources (DNR) to repeal AS 38.05.135(g). This statute sets a floor at $150 for interest to 
accrue on royalty and net-profit overpayments and underpayments; no interest is payable 
for any over/under-payments o f $ 150 or less.

The idea o f setting a floor to avoid dealing with nominal over/under-payments seems rea­
sonable at first, because it appears to save DNR and the oil and gas lessees the trouble o f 
calculating interest when the changes are too inconsequential. However, in practice, this ' 
rule turns out to be more bother than it is worth for both DNR and the lessees. This is 
because the spreadsheet software that comes standard on personal computers currently 
allows for the calculation o f interest with no additional effort, regardless of how small or 
large each particular over/under-payment happens to he. In fact, by creating the $150 
threshold, AS 38.05.135(g) actually makes it harder for lessees to comply (and for DOR 
to administer), whenever the spreadsheet software calculates an over/under-payment, the 
program has to be specially modified to see whether that over/under-payment is over 
$150 or not, and to calculate and include the interest only when the adjustment is above 
this threshold. It would be significantly easier, in terms of lessee compliance and agency 
administration, to calculate the interest every time instead of only some of the time.

Because complete accuracy in accounting for interest can be achieved for less effort than 
with the present rule in AS 38.05.135(g), there is no reason for the less accurate rule to 
continue. We therefore hope you will give DNR’s proposal to repeal AS 38.05.135(g) 
your favorable consideration and support. Please feel free to call me at (907) 564-4039 if 
you have any questions or wish to discuss this further.

Sincerely yours,

Geoffrey E. Stein 
Associate General Tax Counsel

GES:tw



C O M M IT T E E :

S e n a t e  F i n a n c e

D A T E :  3 - 1 3 - 2 0 0 1

P L E A

P L E A S E  P R I N T :
NAME

S I T E :  ANCHORAGE LIO  I
SB 77

U P D A T E  # :_____________________

S E  S I G N  I N

ADDRESS (M A IL IN G  & Z IP )

S U B J E C T  O F  M E E T I N G :

DO YOU WANT 
REPRESENTING TO T E S T IF Y ?

Y  o r  N

M ark  M yers
DNR-O& G Y -  SB 77

Jim  Stouffer
DNR Y -  SB 77

Jenn ifer R udinger
A K C L U Y -  SB 102

D eborah G om ez
President Elect - BNP Y - S B  65

Dan Sullivan
A rctic W in ter G aines Y -  SB 93




