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that provides for adjustment o f rovaltv [IN AN Y  W AY NECESSARY ] to protect 
the state’s best interests: under this paragraph, the commissioner shall include 
provisions in the agreement to modify the state's rovaltv share because o f a 
change in one o r more relevant factors, including [INTEREST, INCLUD ING  
RESTORATION  OF THE STATE'S RO YA LTY  SHARE IN THE EVENT OF AN  
INCREASE IN] the price of oil or gas, field or nool production rate, projected 
ultimate recovery, development costs, and operating costs;

(4 ) mav not grant a rovaltv reduction for a field, pool, o r portion 
o f a field o r  pool

(A ) under (1¥A ) of this subsection that exceeds 80 percent 
o f the rovaltv originally specified in a lease entered into under the 
provisions o f (T) o f this section or AS 38.05.134:

fB ) under (1 )(B ) or (1 )(C ) of this subsection that exceeds 90 
percent o f the royalty originally specified in a lease entered into under the 
provisions o f (f) of this section o r AS 38.05.134:

(5 ) shall, as part o f the rovaltv reduction application, require the 
lessee or lessees to submit, with the application for the rovaltv reduction, financial 
and technical data that demonstrates that the requirements o f this subsection are 
met; the commissioner

(A ) mav require disclosure of only the financial and 
technical data relating to production that is reasonably available to the 
applicant; and

(BN shall keep the data confidential under AS 38.05.035(aK9) 
upon the lessee's request;

(6) mav require the lessee or lessees making application for the 
rovaltv reduction to retain and pay for the services of a contractor, selected hv 
the lessee or lessees from a list o f nationally recognized consultants in 
hydrocarbon production and economics provided hv the commissioner, to assist 
the commissioner in evaluating the application and financial and technical data; 
when the commissioner requires the lessee or lessees to retain the services o f a 
contractor under this paragraph, the commissioner shall determine the relevant
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scope o f the work to be performed bv the contractor;
(7 ) shall make, publish, and give reasonable public notice of a 

preliminary determination on the rovaltv reduction application and invite written 
public comment to that preliminary determination during a period for receipt of 
public comment; the duration o f the public comment period is as long as the 
commissioner determines, hut mav not be less than 30 days;

(8) shall, after considering all public comment received under (7) 
o f this subsection, make final written findings and a written determination; under 
this paragraph.

(A) the commissioner shall give notice o f the written findings 
and determination to the lessee and to anv other person who has filed a 
written request for it;

(B ) the commissioner shall prepare a written summary of 
the public comments received and briefly indicate the disposition o f each 
o f them; and

fC) the commissioner's written determination o f rovaltv 
reduction is final and not appealable to the court;

(9) is not limited bv the provisions of AS 38.05.134(3) o r ff) o f this 
section in the commissioner's determination under this subsection [. BEFORE  
APPROVING A ROYALTY  REDUCTION , THE COMM ISSIONER SHALL M AKE  
A W RITTEN  FINDING THAT THE STATE HAS OBTA INED  THE M AX IM UM  
POSSIBLE ECONOM IC RETURN THAT IS COMPATIBLE W ITH ALLOW ING  A  
REASONABLE RATE OF ECONOM IC RETURN FOR THE LESSEE , AND SEND  
COPIES OF THE FINDING TO A LL  M EMBERS OF THE LEG ISLATURE].

* Sec. 3. AS 38 .05 .180(p) is amended to read:
(p) To conserve the natu.al resources of all or a part o f an oil or gas pool, 

field, or like area, the lessees and their reprcsc .tatives may unite with each other, or 
jointly or separately with others, in collectively adopting or operating under a 
cooperative or a unit plan of development or operation of the pool, field, or like area, 
or a part of it, when determined and certified by the commissioner to be necessary or 
advisable in the public interest. The commissioner may, with the consent of the
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holders o f leases involved, establish, change, or revoke drilling, producing, and royalty 
requirements o f the leases and adopt regulations with reference to the leases, with like 
consent on the part o f the lessees, in connection with the institution and operation of 
a cooperative or unit plan as the commissioner determines necessary or proper to 
secure the proper protection of the public interest. The commissioner mav not 
reduce rovaltv on leases in connection with a cooperative o r unit plan except as 
provided in (i) o f this section. The commissioner may require oil and gas leases 
issued under this section to contain a provision requiring the lessee to operate under 
a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee 
must operate. The plan must adequately protect all parties in interest, including the 
state.

* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).
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CS FOR HOUSE BILL NO. 207( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

NINETEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Re fe rred :

Sponsors): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL

FOR AN ACT ENTITLED

"An Act relating to adjustments to royalty reserved to the state to encourage

otherwise uneconomic production of oil and gas; and providing for an effective

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. LEGISLATIVE INTENT. In amending AS 38.05,180(j) in sec. 2 of this Act, 

it is the intent of the legislature that the commissioner of natural resources consider reduction 

of royalty where appropriate, to promote otherwise uneconomic production of oil and gas from 

marginal fields and pools upon a finding that the royalty reduction is in the best interests of 

the state.

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

(j) I h £  [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS 

FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL 

OR GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE, 

THE] commissioner
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(1) may [SHALL ADOPT REGULATIONS TO] allow reduction of 

royalty on individual leases or leases unitized as described in Id) of this section or 

subject to an agreement described in Is) or ft! of this section

(A) to allow for production from an oil or gas field, pool, or 

portion of a field or pool if

(i) the oil or gas field, pool, or portion of the field or 

pool has been sufficiently delineated to the satisfaction of the 

commissioner;

(ii) the field, pool, or portion of the field o r pool has 

not previously produced quantities of oil or gas for sale: and

(iii) oil or gas production from the field, pool, or 

portion of the field or pool would not otherwise be economically 

feasible;

IB) to prolong the economic life of an oil or gas field, pool, 

o r portion of a field or pool as per barrel or barrel equivalent costs 

increase or as the price of oil or gas decreases, and the increase or 

decrease is sufficient to make future production no longer economically 

feasible; or

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

not otherwise be economically feasible;

(2) [. THE COMMISSIONER] may not grant a reduction of royalty 

unless the lessee or lessees requesting the reduction make [MAKES] a clear and 

convincing showing that a reduction of rovaltv meets the requirements of this 

subsection and is in the best interests of the state:

(3) shall, as part of the rovaltv reduction agreement. [THE 

REVENUE FROM THE LESSEE'S SHARE OF ALL HYDROCARBONS 

PRODUCED FROM TOE FIELD IS AND IS LIKELY TO CONTINUE TO BE 

INSUFFICIENT TO PRODUCE A REASONABLE RATE OF RETURN WITH 

RESPECT TO THE LESSEE'S TOTAL INVESTMENT IN THE FIELD. TOE 

COMMISSIONER MAY] condition the [A] royalty reduction granted under this 

subsection bv making reference to a sliding scale rovaltv or equivalent provision
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that provides for adjustment of rovaltv [IN ANY WAY NECESSARY] to protect 

the state's best interests: under this paragraph, the commissioner shall include 

provisions in the agreement to modify the state's rovaltv share based on relevant 

economic factors, including [INTEREST, INCLUDING RESTORATION OF THE 

STATE'S ROYALTY SHARE IN THE EVENT OF AN INCREASE IN] the price of 

oil or gas, field or pool production rate, projected ultimate recovery, development 

costs, and operating costs:

(4) mav not grant a rovaltv reduction for a field, pool, or portion 

of a field o r pool

(A) under d)(A) of this subsection that exceeds 80 percent 

of the rovaltv originally specified in a lease entered into under the 

provisions of (T) of this section or AS 38.05.134;

(B) under (DIB) or (1KC) of this subsection that exceeds 90 

percent of the rovaltv originally specified in a lease entered into under the 

provisions of (f) of this section or AS 38.05.134:

(5) shall, as part of the rovaltv reduction application, require the 

lessee o r lessee;, ♦o submit, with the application for the rovaltv reduction, financial 

and technical data that demonstrates that the requirements of this subsection are 

met: the commissioner

(A) mav require disclosure of only the financial and 

technical data relating to production that is reasonably available to the 

a pplicant: and

(B) shall keep the data confidential under AS 38.05.035(a)(9) 

upon the lessee's request:

16) mav require the lessee or lessees making application for the 

rovaltv reduction to retain and pav for the services of a contractor, selected bv 

the lessee o r lessees from a list of nationally recognized consultants in 

hydrocarbon production and economics provided bv the commissioner, to assist 

the commissioner in evaluating the application and financial and technical data: 

when the commissioner requires the lessee or lessees to retain the services of a 

contractor under this paragraph, the commissioner shall determine the relevant
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scope of the work to be performed bv the contractor:

(7) shall make, publish, and give reasonable public notice of a 

preliminary determination on the rovaltv reduction application and invite written 

public comment to that preliminary determination during a period for receipt of 

public comment: the duration of the public comment period is as long as the 

commissioner determines, but mav not be more than 30 davs:

(8) shall, within 30 days after the close of the public comment 

period under (7) of this subsection, make final written findings and ^-w ritten--  

determination: under this paragraph.

(A) the commissioner shall provide a copy of the written 

findings and determination to the lessee and make copies of the findings 

and determination available to anv other person who submitted written 

comment under (7) of this subsection and who has filed a written request 

for the copies:

(B) the commissioner shall prepare a written summary of 

the public response to the commissioner's preliminary determination:

(C) the commissioner shall transmit copies of the 

commissioner's final determination and the summary prepared under (B) 

of this paragraph to

(0 the presiding officer of each house [. BEFORE 

APPROVING A ROYALTY REDUCTION, THE COMMISSIONER 

SHALL MAKE A WRITTEN FINDING THAT THE STATE HAS 

OBTAINED THE MAXIMUM POSSIBLE ECONOMIC RETURN 

THAT IS COMPATIBLE WITH ALLOWING A REASONABLE 

RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND 

COPIES OF THE FINDING TO ALL MEMBERS] of the legislature!

(i\) the chairs of the legislature's standing committees 

on resources: and

(iiB the chairs of the legislature's special committees 

on oil and gas, if any; i d 1' lU f

(D) the commissioner's written determination royalty
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reduction is final and not appealable to the court:

(9) is not limited bv the provisions of AS 38.05.134(3) or Cfi of this 

section in the commissioner's determination under this subsection.

* Sec. 3. AS 38 .05 .180(p) is amended to read:
(p) T o conserve the natural resources o f all or a part o f an oil or gas pool, 

field, or like area, the lessees and their representatives may unite with each other, or 
jointly or separately with others, in collectively adopting or operating under a 
cooperative or a unit plan o f  development or operation o f the pool, field, or like area, 
or a part o f it, when determined and certified by the commissioner to be necessary or 
advisable in the public interest. The commissioner may, with the consent o f the 
holders o f leases involved, establish, change, or revoke drilling, producing, and royalty 
requirements o f the leases and adopt regulations with reference to the leases, with like 
consent on the part of the lessees, in connection with the institution and operation of 
a cooperative or unit plan as the commissioner determines necessary or proper to 
secure the proper protection of the public interest. The commissioner mav not 

reduce rovaltv on leases in connection with a cooperative or unit plan except as 
provided in (i) of this section. Thf commissioner may require oil and gas leases 
issued under this section to contain a provision requiring the lessee to operate under 
a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee 
must operate. The plan must adequately protect all parties in interest, including the 
state.

* Sec. 4. AS 38 .05 .180(s) is amended to read:
(s) When separate tracts cannot be individually developed and operated in 

conformity with an established well-spacing or development program, a lease, or a 
portion o f a lease, may be pooled with other land, whether or not owned by the state, 
under a communication or drilling agreement providing for an apportionment of 
production or royalties among the separate tracts o f land comprising the drilling or 
spacing unit when determined by the commissioner to be in the public interest. 
Operations or production under the agreement arc considered as operations or 
production as to each lease committed to the agreement The commissioner .may not 

reduce rovaltv on leases in connection with a communization or drilling

-5-
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agreement except as provided in (i) of this section,

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

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

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

with one or more persons, when, in the discretion of the commissioner, the 

conservation of natural resources or the public convenience or necessity requires it or 

the interests of the state are best served. All leases operated under approved drilling 

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

or control under AS 38.05.140. The commissioner mav not reduce royalty on a 

lease or leases that are subject to a drilling or development contract except as 

provided in (i) of this section.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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OFFERED IN THE  
TO :

1 Page 5, after line 12:
2 Insen new bill sections to read:
3 "* Sec. 4. AS 38.05.18()(s) is amended to read:
4 (s) When separate tracts cannot be individually developed and operated in
5 conformity with an established well-spacing or development program, a lease, or a
6 portion o f a lease, may be pooled with other land, whether or not owned by the state,
7 under a communization or drilling agreement providing for an apponionment of
8 production or royalties among the separate tracts of land comprising the drilling or
9 spacing unit when determined by the commissioner to be in the public interest.

10 Operations or production under the agreement are considered as operations or
11 production as to each lease committed to the agreement. The commissioner mav not
12 reduce rovaltv on leases in connection with a communization or drilling
13 agreement except as provided in (i) o f this section.
14 * Sec. 5. AS 38.05.180(1) is amended to read:
15 (t) The commissioner may prescribe conditions and approve, on conditions,
16 drilling, oi development contracts made by one or more lessees o f oil or gas leases,
17 with one or more persons, when, in the discretion of the commissioner, the
18 conservation of natural resources or the public convenience or necessity requires it or
19 the interests o f the state are best served. All leases operated under approved drilling
20 or development contracts and interests under them, are excepted in determining
21 holding or control under AS 38.05.140. The commissioner mav not reduce rovaltv
22 on a lease or leases that is subject to a drilling or development contract except
23 as provided in (i) of this section."

24 Renumber the following bill section accordingly.

A M E N D M E N T
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A dd to Section 1, #3; Pg 2, Line 30 - Pg. 3, Line 2:

mflY-not grant a.rovaltv reductiQ uJor a field, pool, or portion of a 
fie ld  or pool u n d e r (1) (A) of th is subsection that exceeds 75 percent of the 
EQY3lty orig inally  specified in a lease entered into under the provisions of (f) 
of th is  section or AS 38.05.134;

R enum ber sections below:
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O FFE R E D  IN  TH E  H OUSE
TO : C SH B  207 ( ) (W ork  D raft 9 -G H 0039 \U )

1 Page 2, line 25 , through page 3, line 7:
2 Delete a ll material and insert:

/ s3 "(3) sha ll, i f  p reexisting econom ic conditions w a rra n t , in the
4 findings, determ inations, and ag reem ent [THE REV EN UE  FRO M  THE LESSEE'S
5 SH A RE  OF A LL  H YD RO C A RBO N S  PR O D U C E D  FROM  THE F IE LD  IS A N D  IS
6 L IK E L Y  TO  CO NT INUE TO  BE  IN SUFF IC IEN T  TO  PRO D UC E  A  REA SON ABLE
7 RA TE  O F  R E TU RN  W ITH  RESPECT  TO  TH E LESSEE'S TO TA L  IN VESTM EN T
8 IN  THE F IE LD . THE CO M M ISS IO N ER  M A Y ] condition the [A ] royalty reduction
9 granted under this subsection in any way necessary to protect the state's best

10 in te rests : unde r this subsection, the com m issioner sha ll inc lude p rov is ions to
11 increase o r  otherw ise m od ify  the state's ro v a ltv  share  bv a s lid ing  scale ro v a ltv
12 o r  o th e r m echanism : the com m issioner m ay consider one o r  m ore  re levan t
13 fac to rs , such as a change [IN TEREST , IN C LU D IN G  RE STO RA T IO N  O F  TH E
14 STATE'S R O Y A L T Y  SH A RE  IN  TH E EVEN T  OF AN IN C REA SE ] in the price o f
15 o il o r gas, the p ro jec ted  u ltim ate  recove ry  o f  o il and gas, fie ld  p roductiv ity  o r
16 deve lopm ent costs and operating  costs in the o il o r  gas fie ld , p oo l, o r  p o rtion  o f
17 the fie ld  o r  p o o l:1'

A M E N D M E N T
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AMENDMENT

Section (3), insert after the word "shall,"

if preexisting economic conditions warrant in the findings, determinations and 
agreement, condition [A] the royalty reduction granted under this subsection in any 
way necessary to protect the state's best interests; under this subsection, the 
commissioner shall include provisions to increase or otherwise modify the state’s 
royalty share by a sliding scale royalty or other mechanism; the commissioner may 
consider one or more relevant factors, such as, a change in the price of oil or gas, the 
projected ultimate recovery of oil and gas field productivity or development and/or 
operating costs in the oil or gas field, pool, or portion of the field or pool;
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AMENDMENT

Section (3), insert after the word "shall,"

if preexisting economic conditions warrant, in the findings, determinations and 
agreement, condition any royalty reduction granted under this subsection to protect the 
state's best interests by including a sliding scale royalty or other mechanism to increase 
or otherwise modify the state's royalty share if relevant factors, such as the price of oil or 
gas, the production rate, the projected ultimate recovery, or development and/or 
operating costs, change.
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COM PARISON OF HB 207 -
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SECTION 1 No Legislative Intent L eg is la tiv e  In ten t

A S 38 .05 .180  ( j) ( l ) No cross references to
"s" & V

A llow s considera tion  of 
"s" - pooling, and "t" - 
d r il l in g

( j) (U (A ) A dds "com m ercia l 
q u an titie s"  p ro d u c tio n  
th re s h o ld

( j ) d ) ( B ) "later stages of 
production decline" 
requirem ent - no 
consideration of "sale 
value" decrease

Deletes "later stages o f 
p rod u ctio n  d e c l in e ' 
and in troduces "sale 
value decrease"

( i) ( l) (C ) No changes

( j) (2 ) No changes

( j) (3 ) re -w o rd / No 
su b stan tiv e  e ffe c t

( j) (4 ) Royalty reduction floor 
of 25%

F loor subsection  
DELETED

r e n u m b e r r e n u m b e r r e n u m b e r
N ew  (j)(4) (old 5) (A)

com m issioner cannot 
requ ire  p re -o w n ersh ip  
in fo

C om m issioner MAY 
require info that is 
"reasonab ly  av a ilab le"



New (j)(5) (old 6) C om m issioner's 
ru ling is unappealab le

Ruling is unappealab le  
"subject" to (7)

New (j)(6) (old 7) C om m issioner 
can require app lican t to 
pay for consultant to 
e v a lu a te

C onsu ltan t m ust be 
" n a tio n a lly  
re c o g n iz e d ...in  
h y d ro c a rb o n  
p ro d u c tio n  and 
eco n o m ics"

New (j)(7) C om m issioners decision  
m ust b ;  approved by 
R oyalty Board

D eletes R oyalty  B oard 
ap p ro v a l, in serts  
approval by AOGCC



i 38.05,1 HO  A l a s k a  S t a t l t e s  S u p p l e m e n t  § 38,05.180

Set.. 38 .05 .180 . O il and  gas le a s in g . 'a • The leg islature finds that 
• 1 1 i hr people o f A asku have an interest in the development o f the 

state's oil and gas resources to 
< A • maxim ize the economic and physical recovery o f the resources; 
'Hi maxim ize competition among parties seeking to explore and 

develop the resources;
' ( ’ > maxim ize use o f A laska's human resources in the development 

o f the resources;
<-■ it is in the best interests o f the state to encourage an assessment 

o f its oil and gas resources and to a llow  the maximum flex ib ility  in the 
methods of issuing leases to 

1 A' recognize the many varied geographical regions o f the state and 
the d ifferent costs o f exp loring fo r oil and gas in these regions;

'B  m inim ize the adverse impact o f exploration, development, pro­
duction. and transporta tion  activity.

ibi Tne commissioner sh a ll b ienn ia lly  prepare and subm it to the 
leg islatu re , between the firs t and the 15th day o f the firs t regu la r 
session o f each leg is latu re , a five-year proposed oil and gas leasing 
proirram consisting o f a schedule o f proposed lease sales and specifying 
as precisely as practicable the location o f tracts proposed to be offered 
for oil and gas leasing during the calendar year in which the proposed 
procram  is submitted to the leg is latu re and the follow ing four ca len­
dar years

ici Except as provided in <d ) and (w) o f this section, an o il and gas 
lease sale may not be held unless it was included in the proposed 
leasing program s subm itted to the leg islature during the two calendar 
years preceding the year in which the sale is held. A lease sa le may 
not be held before the date it is scheduled in the proposed oil and gas 
leasing program .

<d > The commissioner may issue oil and gas leases in an area that 
has not been included in a teasing program submitted, in accordance 
with ibi o f this section, to the leg islatu re i f the land to be leased 

' I 1 was previously subject to a va lid state or federal o il and gas 
lease;

2 1 is contiguous to land a lready under state, federal o r private 
le tse  and the comm issioner makes a w ritten finding, a fte r hearing , 
thaL leasing o f the land would resu lt in a substantial p robability o f 
ea rly  eva luation and development o f the land to be leased;

(3 ) is adjacent to land owned or controlled by another party c 
which a discovery o f commercial quantities o f o il o r gas has been 
made, and the comm issioner finds, a fte r hearing, that there is a rea ­
sonable p robab ility  that the land to be leased contains oil o r gas in 
communication w ith the o il or gas discovered on the land o f the other 
party;

( 4 1 is adjacent to land included in the federal five-year Outer C on ti­
nenta l S h e lf leasing program  under 43 U .S .C . 1344, and the commis­



sioner makes a w ritten finding. after hearing, that coordinated or 
sim u ltaneous leasing with the federal government is in ihe public 
interest; or

(5 ) is the subject o f an oii and gas exploration license issued under 
AS 38 .05 .131 —  38 .05 .134 .

'ei S im u ltaneously with submission o f the leasing program  re ­
quired under • b » o f this section, the commissioner shall ?ubmi o the 
leg is la tu re  a report containing the following:

(1 ) the schedule o f a ll lease sa les held during the preceding .a f*n - 
dar year, the bidding method or methods utilized, and an ana lys is o f 
the resu lts o f the bidding;

(2 ) i f  determ ined, a description o f the bidding methods to be used 
fo r a ll lease sales to be held during the current and next two succeed­
ing ca lendar years;
(3) the reasons a pa rticu la r bidding method has been selected.
if) Except as provided by AS 38.05 .131 — 38 .05 .134 . the commis­

sioner may issue o il and gas leases on state land to the highest respon­
sib le qua lified bidder determ ined by competitive bidding under regu­
lations adopted by the commissioner. B idding may be by sealed bid o r 
according to any other bidding procedure the commissioner de te r­
m ines is in the best interests o f the state. Whenever, under any o f the 
leasing methods listed in this subsection, a roya lty  share is reserved 
to the state, it sha ll be delivered in pipeline quality and free o f a ll 
lease o r un it expenses, including but not lim ited to separation , c lean ­
ing, dehydration, gathering, sa lt water disposal, and preparation fo r 
transporta tion  o ff the lease o r un it area. Fo llow ing a pre-sale ana lysis , 
the commissioner may choose at least one o f the fo llow ing leasing 
methods:

(1 ) a cash bonus bid with a fixed roya lty  share reserved to the state 
o f not less than 12.5 percent in amount or va lue o f the production 
removed or sold from the lease;

(2 ) a cash bonus bid with a fixed roya lty  share reserved to the state 
o f not less than 12.5 percent in amount or va lue o f the production 
removed or sold from the lease and a fixed share o f the net profit 
derived from  the lease o f not less than 30 percent reserved to the state:

(3 ) a fixed cash bonus with a roya lty  share reserved to the state as 
the bid va riab le but no less than 12.5 percent in amount or va lue o f 
the production removed or sold from the lease;

(4 ) a fixed cash bonus with the share of the net profit derived from  
the lease reserved to the state as the bid variab le ;

<5> a fixed cash bonus with a fixed roya lty  share reserved to the 
state o f not less than 12.5 percent in amount o r va lue o f the produc­
tion removed or sold from the lease with the share o f the net profit 
derived from the lease reserved to the state as the bid va riab le ;

16 > a cash bonus bid with a fixed roya lty  share reserved to the state 
based on a slid ing scale according to the volume o f production o r other
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factor but in no event less than 12.5 percent in amount or va lue o f the 
production removed or sold from  the lease;

'7i a fixed cash bonus with a ro ya lty  share reserved to the state 
based on a slid ing scale according to the volume o f production or other 
factor us the bid va riab le but not less than  12.5 percent in am ount or 
value o f the production removed o r sold from the lease.

igi The snare o f the net p ro fit derived from  a lease reserved to the 
state undt ;• if» o f this section is roya lty  sa le proceeds fo r the purposes 
o f the A laska permanent fund under AS 37 .13 .010 .

<hi The commissioner may include te rm s in any oil and gas lease 
imposing a m inimum  work comm itment on the lessee. These term s 
sha ll be made public before the sa le , and may include appropriate 
penalty provisions to take etTect in the event the lessee does not fu lf i l l 
the m inimum  work commitment. I f  it is demonstrated that a lease has 
been proven unproductive by actions o f  adjacent lease holders, the 
commissioner may set aside a work commitment. The commissioner 
may waive fo r a period not to exceed one two-year period any term  o f a 
m inimum work comm itment i f  the comm issioner makes a w ritten  
finding e ithe r that conditions p reventing d r illin g  or exp lo ration  were 
beyond the lessee's reasonable ab ility  to foresee or control or th a t the 
lessee has demonstrated th rough good fa ith  e ffo rts an intent and a b il­
ity to d r i ll o r develop the lease du ring the term  o f the waiver.

iii The commissioner may provide fo r the estab lishm ent o f an ex­
p lo ration incentive credit system under which a lessee o f state land 
d rillin g  an exp lo rato ry well on that land may earn credits based upon 
the footage d rilled  and the region in which the well is situated. The 
commissioner may also provide fo r credits to be earned by persona 
perform ing geophysical w ork on state land , i f  that work is perform ed 
during the two seasons immediate ly preceding an announced lease 
sa le and on land included w ith in  the sa le area and the geophysical 
in form ation is made public fo llow ing the sa le . C red its may not exceed 
50 percent o f the cost o f the d r illin g  o r geophysical work. C red its may 
be used du ring  a lim ited period estab lished by the comm issioner and 
may be assigned during th a t period. C red its m ay be applied against 
(1 ) o il and gas roya lty  and ren ta l payments payable to the state o r (2 ) 
taxes payab le under AS 43 .55 . A credit m ay not exceed 50 percent o f 
the payment toward which it is being applied. Amounts due the 
A laska permanent fund <AS 37 .13 .010 ) sh a ll be ca lcu lated before the 
application o f credits under th is subsection,

I ^  (j) To prolong^he economic life  o f an o il and gas fie ld o r to reestab­
lish commercial production o f shut-in o il o r gas that would not other- 

jjSy.'ise be econom ically feasib le , the comm issioner sh a ll adopt regu la - 
tions to a llow  reduction o f roya lty  on leases. The commissioner may 
not g ran t a reduction o f ro ya lty  un less the lessee requesting the re ­
duction makes a c lear showing that the revenue from  the lessee's 
share o f a ll hydrocarbons produced from  the fie ld is and is lik e ly  to
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w mcontinue to ho insuthcient to produce a reasonable rate o f return with 
respect to the lessee's tota l investment in the field. The commissioner 

/imay condition a rova ltv  reduction granted under this subsection in 
"'jjjny way necessary to protect the state's interest, including restoration 

o f the state's roya lty  share in the event o f an increase in the price o f 
rvb'il or gas. Before approving a roya lty  reduction, the commissioner 
H&hall make a w ritten finding that the state has obtained the maxi- 
1 inum possible economic re tu rn  that is compatib le with a llow ing a 
1 reasonab le rate o f economic re tu rn  fo r the lessee, and send copies o f 
I t h e  fm tting to members o f the leg is la tu re .

<k ) The commissioner sha ll define a l l terms and adopt a ll regu la ­
tions necessary fo r a reasonable understanding and eva luation o f a 
pa rticu la r bidding method before the public announcement o f the 
terms o f proposed sale employing that method.

i / i Subject to the provisions o f AS 31 .05 , the commissioner has dis­
cretion to enter into an agreement whereby, w ith the consent o f the 
lessee, the state's roya lty  share o f o il and gas production may be 
3tored or retained in storage by the lessee, o r the commissioner may 
en ter into an agreement w ith one or more o f the affected field lease 
holders to trade cu rren t ro ya lty  production from  a field fo r a lik e  
amount, kind, and qua lity  o f fu tu re production, on the condition that 
the state receives back its stored or traded roya lty  share during the 
firs t h a lf o f the estimated fie ld life  o r no la te r than 15 years a fte r sta rt 
o f production, whichever is sooner.

<m) An oil and gas lease must cover a reasonab ly compact area not 
exceeding 5 ,760 acres, and may be fo r a maximum period o f 10 years, 
except that the commissioner may issue a lease fo r a period not less 
than five years upon a finding that it is in the best interests o f the 
state. An oil and gas lease sh a ll be au tom atica lly  extended i f  and fo r 
so long therea fte r as oil o r gas is produced in paying quantities from 
the lease o r i f  the lease is committed to a un it approved by the com­
missioner. A lease issued under this section covering land on which 
there is a well capable o f producing o il o r gas in paying quantities 
does not expire because the lessee fa ils  to produce oil or gas unless the 
lessee is allowed reasonable time to place the well on a producing 
status. Upon extension, the commissioner may increase lease ren ta ls 
so long as the increased ren ta l ra te does not exceed 150 percent o f the 
rate for the preceding year I f  d rillin g  has commenced on the exp ira­
tion date o f  the p rim a ry term  o f the lease and is continued with rea ­
sonable diligence, including such operations s red rillin g , sidetrack­
ing, or other means necessary to reach the o rig in a lly  proposed bottom 
hole location, the lease continues in effect un til 90 days afte r d rillin g  
has ceased and fo r so long therea fte r as oil o r gas is produced in 
paying quantities. An oil and gas lease issued under this section 
which is subject to term ination by reason o f cessation o f production 
does not te rm inate if. w ithin 60 days a fte r production ceases, rework-

§ 38.05.ISO P u b l i c  L a n d  J 3t>.05.l60
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inc or dri 111 nu operations are commenced on the land under lease and 
are therea fte r conducted with reasonable diligence during the period 
o f nonproduction.

in i The commissioner may estab lish by regulation that a fte r a well 
has been plugged and abandoned, the ren ta l rate which was in effect 
during the year o f abandonment is maintained for the rem ainder o f 
the term . Renta l is payable in advance and continues un til income to 
the state from  roya lty o r net profit share exceeds rental income to the 
state for that year. O il and gas leases sh a ll provide for payment to the 
•uate o f ren ta l on the fo llow ing basis:

• L> for the first yearn. S I .00 per acre;
'2i for the second year. $1 .50 per acre:
<3> fo r the th ird year, $2 .00 per acre;
'•ft for the fourth year, $2 .50 per acre;
«5» for the fifth  and fo llow ing years. $3.00 per acre, 
mi L’ pon tim ely application provided K  regulati r. the state 

may issue to the holder o f a fed t .a l or private lease, a state shore land 
lease covering land w ithin the ex terio r boundaries o f the federa l o r 
private lease which has been excluded on the basis o f nav igab ility  o r 
which is la te r adm in istrative ly or ju d ic ia lly  determined to be shore­
land. The term  o f such a state shore land lease sha ll be the same as the 

o f the federa l or private lease.
Orfeerve'tne na tu ra l resources o f a ll o r a part o f an oil o r gas 

ool. field , o r like area, the lessees and the ir representatives may 
;’ >unite with each other, or jo in t ly  or separate ly with others, in collec- 
: liv e ly  adopting or operating under a cooperative or a unit p lan o f 
^deve lopm ent o r operation o f the pool, fie ld , o r like area, o r a part o f  it, 

hen determ ined and certified by the commissioner to be necessary o r 
visable in the public interest. The commissioner may, w ith the con- 
nt o f the holders o f leases involved, establish, change, o r revoke 

L1 d rillin g , producing, and roya lty  requirements o f the leases and adopt 
'..'jregulations w ith reference to the leases, w ith like  consent on the pa rt 
’.o f the lessees, in connection with the institution and operation o f  a 
cooperative or un it p lan as the commissioner determ ines necessary o r 
proper to secure the proper protection o f the public interest. The com- 

lim ss ione r may require oil and gas leases issued under this section to 
|, contain a provision requiring the lessee to operate under a reasonab le 
^cooperative or un it p lan, and may prescribe a plan under which the 

jssee must operate. The plan must adequately protect a ll parties in 
ihctytding the state. 

iq i^S p lan iiuthorized by i p » o f this section, which includes land  
owned by the state, may contain a provision vesting the commissioner, 
o r a person, committee, or state agency, with au thority  to modify from  
time to time the ra te o f prospecting and development and the quan tity  
and rate o f production under the plan. A ll leases operated under a 
p lan approved o r prescribed by the commissioner are excepted in de-
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te rnum ng holdines or control under AS 38 .05 .140 . The provisions o f 
th is section concerning cooperative or u " 't plans are in addition to and 
do not affect AS 31.05.

t r » Producing acreage on a known geologic structure o f a producing 
o il o r gas fieid is excluded from changeability as against the acreage 
lim ita tion  provisions o f AS 38 .05 .140 .

is) When separate tracts cannot be ind iv idua lly  developed and oper­
ated in conform ity with an established weil-spacing o r development 
program , a lease, o r a portion o f a lease, may be pooled w ith other 
land , whether or not owned by the state, under a communization or 
d rillin g  agreement providing for an apportionment o f production o r 
roya lties among the separate tracts o f land comprising the d rillin g  or 
spacing unit when determ ined by the commissioner to be in the public 
interest. Operations or production under the agreement are consid­
ered as operations or production as to each lease committed to the 
agreement.

in  The commissioner may prescribe conditions and approve, on con­
ditions. d rillin g , o r development contracts made by one o r more les­
sees o f oil or gas leases, with one o r more persons, when, in the discre­
tion o f the commissioner, the conservation o f na tu ra l resources o r the 
public convenience or necessity requires it o r the interests o f the state 
a re  best served. A ll leases operated under approved d rillin g  o r devel­
opment contracts and interests under them, are excepted in determ in­
ing holding o r control under AS 38 .05 .140 .

(u ) To avoid waste or to promote conservation o f na tu ra l resources, 
the commissioner may authorize the subsurface storage o f c ; l or gas 
whether or not produced from  state land, in land leased or subject to 
lease under this section. This au thorization  may provide fo r the pay­
ment o f a storage fee or ren ta l on the stored o il o r gas, or, instead o f 
the fee or ren ta l, fo r a roya lty  other than that prescribed in the lease 
when the stored oil or gas is produced in conjunction with o il or gas 
not previously produced. A lease on which storage is so authorized 
sha ll be extended at least for the period o f storage and so long the rea f­
te r as o il or gas not previously produced is produced in paying quan ti­
ties.

(v ) [Repealed. § 36 eh 94 SLA 1980.]
Iw l Notw ithstanding any other provisions o f th is section, land 

which has been offered for lease w ithin the previous five years and 
which received no bids at competitive sa le or fo r which no bid was 
accepted may be. at the discretion o f the commissioner, immediate ly 
offered fo r lease, under regu la tions adopted by the commissioner, 
upon terms appearing most advantageous to the state: however, non­
competitive leasing is prohibited. The commissioner sh a ll estab lish a 
-o ya lty  determ ined to be in the public interest but not less than 12 1: 
percent. A lease must provide for payment to the state or ren ta l b j t  
need not adhere to the renta l schedule in m i o f th is section no r to the
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5 .760-acres-per-lease lim itation in urn o f th is section. The lease term  
may r.ot exceed 10 years, except as provided in • o • o f this section.

i x i A lessee conducting or perm itting any exploration for. or deve l­
opment or production of. oil o r gas on state land shall provide the 
comm issioner access to a ll noninterp retive data obtained from  that 
lease and -h a ll provide copies o f that data, as the commissioner may 
request. The con fidentia lity provisions o f AS 38 .05 .035 apply to the 
in form ation  obtained under this subsection.

fy> A noncompetitive lease existing at October 10. 1978 sh a ll be 
extended fo r a period o f two years and so long thereafter as oil and gas 
is produced in paying quantities. A noncompetitive iease extended 
under this subsection is subject to the regu lations in force at the exp i­
ra tion  o f the in itia l five-year term  o f the lease. No extension may be 
granted , however, unless within a period o f 90 days before the exp ira ­
tion date an application fo r extension is filed by the record title  ho lder 
or an assignee whose assignment has been filed for approval, or an 
operator whose operating agreement has been filed for approva l.

<21 No leases may be issued under this section w ithout the inclusion 
o f the fo llow ing language; "The landowners' roya lty  share o f the un it 
production a llocated to each separate ly owned tract sha ll be regarded 
as roya lty  to be distributed to and among, o r the proceeds o f it paid to, 
the landowners, free and clear o f a ll un it expense and free o f any lien 
fo r it." Leases issued in v io lation o f th is subsection sha ll, fo r a l l p u r­
poses. be construed as containing the language required by th is sub­
section.

<aai W ith in  90 days a fte r the w ritten request o f a lessee o f a lease 
issued under th is section or o f a lessee o f federal land from which the 
state is en titled under applicab le federal law' to receive a share o f  the 
roya lty  on gas production, the commissioner sha ll enter into an ag ree­
ment with the lessee to use or accept the price for the gas estab lished 
in the contract between the lessee and a gas or electric u tility  as the 
va lue o f the state's roya lty  share o f gas production sold by the lessee 
under the contract 

i l l  but on ly i f  the p rim ary function o f the u tility  with which the 
lessee has entered into the contract is to provide, e ither d irectly o r by 
se lling  at wholesale to another u tility , gas or electricity to the general 
public, including residentia l consumers, w ithin the utilities' service 
areas, and the u tility  w ith which the lessee has entered into the con­
tract is not an a ffilia ted  interest, as that term is defined in AS 
42 .05 .990 . with the lessee or w ith a subsequent purchaser o f more 
than 10 percent o f the u tility 's gas o r e lectricity; and 

i2» unless the commissioner makes a w ritten finding, based on c lea r 
and convincing evidence, that 

iA ' the contract price is unreasonab ly low;
< B ) the prospective reduction in roya lty  receipts would not be b a l­

anced by increased benefits to in-state gas and electric consumers;
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'C i the lessee and the u tility  a re  re lated in management, ow ner­
ship. or other aspect; and 

<D * the contract price is not in the best interest o f the state.
<bbi In iaa ' o f this section.
1» "gas o r electric u tility " includes an electric cooperative o rga­

nized under AS 10.25. a municipal u tility , and a gas o r electric u tility  
regulated under AS 42 .05 ; provided that i f  the contract gas is tran s­
m itted to consumers through a pipeline and the gas u tility  either 
owns the pipeline o r is re lated in ownership to the owner o f the pipe­
line. then the gas u tility  qua lifies as a "gas o r electric u t ility " w ithin 
the meaning o f this paragraph on ly  i f it is bound or agrees to be bound 
by the covenants set out in AS 38 .35 .120 ;

<2» "price for the gas estab lished in the contract" includes tax re im ­
bursement amounts, de live rab ility  and other charges, and other form s 
o f consideration paid by the gas o r elc-ciric u t ili ty  under the contract;

(3 ) "state's roya lty  share o f gas production"
(A ) includes payments on federa l leases made to the state under 30 

U .S .C . 191.
< B > does not include the state's ro ya lty  share o f gas production from 

land patented to the state under 
(i) P .L . 84-830. 70 Stat. 709 'A la ska  M enta l H ea lth  E nab ling  Act); 
li i i  38 S tat. 12*4 'Act o f M arch 4. 1915): or 
i i i i ) 43 U .S .C . 1635 in se ttlem ent o f the c la im s o f the state under 38 

Stat. 1214.
icct The provisions o f <aai o f th is section do not prohibit the comm is­

sioner from accepting any payment on a federa l lease tendered by the 
federal agency responsible fo r determ ination and tran sm itta l o f the 
payment to the state under 30 U .S .C . 191 or otherw ise due the state as 
the state's ro ya lty  share o f gas production irrespective o f the state ’s 
acceptance o f the use o f the contract price fo r purposes o f determ in ing 
roya lty  share on gas production under that rubaection. (8 3(7• a r t  V IU  
ch 169 SLA 1959; am 8 18 ch 61 SLA  I9 6 0 ; am  § 1 ch 124 SLA  1962; 
am 88 4 — 7 ch 30 SLA  1964; am § 20 ch 70 SLA  1964; am § 2 ch 91 
SLA 19G7; am 8 1 ch 65 SLA  1969; am 8 1 ch 86  SLA 1970; am  § 1 ch 
155 SLA 1978; am 8 16 ch 160 SLA  1978; am 88 3, 4 ch 65 SLA  1979: 
am 8 6 ch IS  SLA 1980: am 8 36  ch 94 SLA  1980 : am 88 1 — 5 ch 111 
SLA 1980: am 88 11. 12 ch 161 SLA  1984: am 8 1 ch 89 SLA  1985 : am 
8 2 ch 55 SLA  1986; am «8 3. 4 ch 124 SLA  1990: am 8 5 ch 134 SLA 
1990; am 1 — 3 ch 53 SLA 1993 : am 88 5, 6 ch 35 SLA  1994 ; am 
8 1 ch 36 SLA  1994)

R e v is o r 's  n o tes . — In 1990. a re fe r- amendment to th is section, see § l . c h .  55.
ence to 'm 1 o f  this section was deleted SLA  1986 . in the T em porary  and Special
from  the last sentence o f i w  o f th is section Acts.
to correct a m anifest e r ro r  in 4 4 . ch. 124 . Fo r p rov isions superseding >aai and 'bb' 
SLA  1990 o f this section that a re app licab le  to the

C ro s s  re fe re n c e s . —  Fo r leg is la tive  state's sha re  o f  ro ya lty  p roduction o f gas
findings in connection with the 1986 produced a fte r Jan u a ry  2 . 1959 and before
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E ffe c t o f  am en dm en ts . 1'htf fir.-t 
1990 amendment rew rote subsection ' j 1 
and substituted " l i t  ve jr< " fo r  “ five v e j r s '  
in the l.i- t  -en lence  u l subsection w i

The -I'cond 1990 amendment substi­
tuted 'b ienn ia lly "  h r a n n u a lly "  and 
'15th dav o f  the lir s i reg u la r session o f 
each leg is la tu re " fo r " fifteen th  day o f each 
regu la r leg is la tive  session ' in subsection 
b

The 19!).'l amendment, e ffective Ju n e  
Id . 1999. in -ubsection 'aae  inserted "o r o f 
a lessee o f  federa l land from  which the 
state is en titled  under app licab le federa l 
law  to receive a sha re o f the ro y a lty  on 
gas production" and "or accept," added

paragraph ■! elded the paragraph '2* 
designation and redesignated fo rm e r 
paragraphs ' I  t a - present subpara­
graphs 2 ii A * 2 ■ I • respective ly, in sub­
section bb'. rew rote paragraph '.‘It; and 
added subsection c c

The first 1991 amendment, effective 
August 7. 1994. in -uhspction 'd f  made 
m inor sty lis tic  changes and added p a ra ­
graph '5 ', and. in subsection 'fi. substi­
tuted "Except a - provided by AS 3 8 .0 5 .i 3 1 
- Its 05 134. the fo r The" at the beg in­
ning and made m inor sty li-tic  changes.

The second 1994 amendment, effective 
M ay 10. 1994. in subsection i c ,  deleted 
the form er second and third sentences, re ­
la ting  to lease sale delays and reschedu l­
ings. respectively

N O T E S  T O  D E C IS IO N S

P u rp o s e  o f  sec tion .
The assessment o f the state ’s o il and gas 

resources serves at least two leg itim ate  
g '.-.mment ob jectives F irs t, know ledge 
*>r'the production potentia l o f s la te  land in 
various a reas is c ritica l to the d e te rm in a ­
tion o f where development shou ld occur

and where preservation is appropriate . 
Second, know ledge o f the oil and eas pro- 
aueuon potentia l o f the state ’s lands p ro ­
motes the s ta le s  economic w e lfare by 
m axim izing the amount it receives fo r the 
lease o f i ls  lands State v Arctic Slope Re­
g iona l Corp . 834 P 2d 134 'A la ska  19911.

Sec. 38 .05 .183 . S a le  o f  r o y a lt y , (a i The sale, exchange or o ther 
disposal o f  a m inera l obtained by the state as a roya lty  under AS 
38 .05 182. o r the sale, exchange o r o ther disposal in whole or in part o f 
a righ t to receive fu tu re m inera l production under a state lease under 
th is chapter, sh a ll be by competitive bid and the sale, exchange or 
other disposal made to the highest responsible bidder, exceot that 
competitive bidding is not required when the commissioner, a fte r 
p rio r w ritten notice to the A laska  R oya lty  O il and Gas Development 
Advisory Board under AS 38 .06 .050 . determ ines that the best interest 
o f the state does not requ ire it o r that no competition exists.

ib l When competitive bids are required, the commissioner, a fte r 
p rio r w ritten notice to the A laska  R oya lty  O il and Gas Development 
Advisory Board, may reject a ll bids on a determ ination that because o f 
the amount o f the bids, the lack o f responsib ility on the part o f the 
bidders, or fo r reasons consistent w ith the crite ria  set out in AS 
38 .06 .070 , the acceptance o f the bids would not be in the best interest 
o f the state.

tc» I f  the commissioner determ ines that a sale, exchange or other 
disposal o f a m inera l obtained by the state as a roya lty  under AS 
38 .05 .182 o r o f a righ t to receive fu tu re m inera l production under a 
state lease under this chapter sh a ll be made otherw ise than by com­
petitive bid. and the A laska R oya lty  O il and Gas Development Advi-
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L e g i s l a t i v e  R e s e a r c h  A g e n c y

130 Seward Street. S..::; 213

Juneau, Alaska '»v):-;i96

Phone: (907} 465-3991 

Fax: (907) -*3-3351

RE: Oil and Gas Incentive Programs
Research Request 95.072

You asked for information on state statutory provisions designed to provide an incentive for 
companies to explore for, develop, and produce oil and gas resources in Alaska. Specifically, you 
asked for a report that includes "analysis of which incentives have been used,, and.why, along with 
analysis o f why the others have not been used; and any and ail memoranda, findings of fact, or 
written'determinations related to  any approval or rejection of an application by a.producer to use 
one of the incentive programs'’ This memorandum describes the major statutory incentives and 
presents basic information on their use. We obtained the information primarily from the 
administrators of the incentive programs. Included is a documentary record of all denials by the 
Department o f Natural Resources of applications for the benefits o f an incentive provision. This 
documentary record, with an accompanying letter, was provided by Jim Eason, outgoing director 
of the Division of Oil and Gas. We have had neither the time nor staff resources to undertake an 
independent assessment o f the reasons why companies have used or not used the various 
incentives. Presumably companies have sought the benefit o f an incentive when they thought their 
projects met the basic statutory criteria for eligibility. Whether the state agencies administering the 
incentives have unreasonably impeded access to them, or the incentives themselves are inherently 
ineffective in stimulating oil and gas projects, are questions beyond the scope of this memorandum.

Statutory oil and gas incentives and incentive programs involving exploration and royalties are 
administered by the Department of Natural Resources (DNR). Incentives involving taxes are 
administered by the Department o f Revenue (DOR).

Alaska State Legislature

February 14, 1995

MEMORANDUM

TO: Representative Joe Green

FROM: Gordon S. Harrison, Director
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Two major tax incentives for oil and gas projects are administered by DOR: the economic limit 
factor (ELF) and the enhanced oil recovery (EOR) tax credit. Until December 31, 1994, when the 
provision died by way of an automatic "sunset" clause, the department also administered a  special 
industrial investment tax credit for gas processing facilities and mineral developments.

Economic Limit Factor (ELF)

In Alaska, the nominal severance (production) tax rate on oil and gas is 15 percent o f the gross 
value at the point of production, except for properties initially coming into commercial production 
after June 30, 1981, which pay 12.25 percent for the first five years of production. Under 
AS 43.55.013, these nominal rates are multiplied by a factor that varies from 0 to I depending 
upon the productivity of wells in the field and the overall productivity of the field. This factor is 
the ELF, and it is derived from a complex formula that includes the average number of barrels 
produced daily by each well, and the number of barrels produced daily by the entire field. If, for 
example, the ELF calculation results in a factor of .6 on a field paying a nominal severance tax of 
15 percent, the. effective tax rate is 9 percent. The accompanying table shows the average daily 
production, the nominal tax rate, the ELF, and the effective tax rate for all producing oil fields in 
Alaska for calendar year 1994.

The ELF derives its name from a basic purpose of the provision: it is intended to prolong 
production from a declining field by reducing the tax burden as the field approaches its "economic 
limit," which is the point at which operating costs (including taxes) equal gross revenue. However, 
because the ELF comes into play well before a field is in the vicinity of its economic limit, it does 
more than merely prevent the premature shutdown of a field. It also imparts to the basic severance 
tax structure a progressive character. That is, it produces a higher tax on larger fields, which are 
presumably more lucrative, and a lower tax on smaller fields, which are presumably more of a 
marginal economic proposition. In this respect it mimics in an imperfect but general way a tax on 
income, which economists usually consider to be the most efficient form of taxation. Therefore, 
the ELF is a basic feature of the state's severance tax structure, rather than an addendum designed 
to provide a special incentive. Nonetheless, the ELF creates a particularly strong set o f economic 
incentives for the oil and gas industry, and for that reason it is included in this overview.

T a x  I nc en t i v e s  A d m i n i s t e r e d  b y  th e D e p a r t m e n t  o f  R e v e n u e
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DAILY GROSS PRODUCTION and SEVERANCE TAX RATES for
ALASKA OIL FIELDS 

CALENDAR YEAR 1994

FIELD

Daily Gross 
Production 

(bbls)

Nominal 
Severance 

Tax Rate (%)

Average 
Economic Limit 

Factor (ELF)

Effective 
Severance Tax 

Rate (%)

NORTH SLOPE

Prudhoe Bay 971,000 15.00 .986 14.79

Kuparuk 305,400 15.00 .864 12.96

Pt. McIntyre 100,600 12.25 .907 11.11

Endicott 90,400 15.00 .751 11.26

Lisburne 19,200 15.00 .000 0.00

Milne Point 12,200 15.00 .006 0.08

Niakuk 9,000 15.00 .035 . 0.53

Schrader Bluff 2,900- 15.00 .000 0.00

North Prudhoe 
Bay

2,300 12.25 .000 0.00

West Beach 1,500 12.25 .000 0.00

Sag Delta 900 12.25 .000 0.00

COOK INLET

McArthur River 36,300 15.00 .000 0.00

Middle Ground 
School

6,700 15.00 .000 0.00

Granite Point 6,000 15.00 .000 0.00

Swanson River 4,400 15.00 .000 0.00

West McArther 
River

2,400 15.00 .000 0.00

Trading Bay 2,100 15.00 .000 0.00

Beaver Creek 400 15.00 .000 0.00

Source: Department of Revenue



The table shows that only large North Slope fields pay a significance severance tax: in 1994, 
production from the Prudhoe Bay field was taxed at an effective rate of 14.79 percent; Kuparuk 
at an effective rate of 12.96 percent; Endicott at an effective rate of 11.26 percent; and Pt. 
McIntyre at an effective rate of 11.11 percent. Two smaller fields paid virtually no severance tax 
in 1994: Milne Point production paid an effective severance tax of 0.08 percent, and Schrader 
Bluff production paid an effective rate of 0.53 percent. The other twelve producing fields paid no 
severance tax. Clearly the ELF creates an incentive for oil companies to explore for and develop 
small pools o f oil in the vicinity o f existing oil production infrastructure, such as around Prudhoe 
Bay and Cook Inlet. More generally, the progressive nature o f the severance tax created by the 
ELF reinforces this favoritism of small fields (i.e., those with production under 150,000 bbls/day). 
While large and prolific fields pay a comparatively high tax, these fields are presumed to be 
sufficiently robust to bear the burden o f the tax1.

Application of the ELF formula is automatic-that is, it does not depend on a discretionary decision 
of the commissioner. Taxpayers determine their tax liability on the basis o f production statistics 
which are reported to the state. Returns filed by taxpayers are subject to audit by DOR.

Enhanced Oil Recovery (EOR) Credit

To encourage oil production from declining fields in the United States, Congress in 1990 
authorized a  15 percent federal income tax credit for the cost of tertiary EOR projects (Title 26 
U.S.C. 43). The federal code is adopted by reference in Alaska's corporate income tax law 
(AS 43.20.021). To qualify for the. credit,.a.tertiary EOR project must begin, after December 31, 
1990, and it must significantly increase the ultimate amount o f crude oil recovered from a drilling 
operation located in the United States. Taxpayers take the state credit when they submit their 
corporate income tax return to DOR The department is prevented by confidentiality statutes from 
revealing information about individual lax returns, and it therefore may disclose only aggregate 
data (and this only to the extent that the number of taxpayers is large enough to conceal the tax 
payment of an individual company). According to the Alaska DOR, for tax years 1991 through 
1993, at least $21 million in credits were claimed on initial tax returns. These returns are subject 
to audit.
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'Future production from the West Sak field may present an exception, as costs there are expected 
to be inordinately high. However, the ELF formula is sensitive to two threshold values-300 
bbls/day/well and 150,000 bbls/day/field—so it is difficult to predict how the formula will work for 
this field in the absence of actual well and field production statistics.
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Special Industrial Incentive Investment Tax (Expired)

In 1984 the Alaska Legislature created a special credit against a company’s state corporate income 
tax for investments made after December 31, 1984 in a" gas processing project" and in 
"exploration, drilling of wells, development, or mining of minerals or other natural resources ... 
other than sand or grave}.” The original legislation (Chapter 60 SLA 1984) prohibited credits on 
investments made after December 31, 1994, although, it allowed unused credits to be carried 
forward through 1999. Thus, this provision expired at the end of last year. The department would 
not provide an estimate of the value of credits taken and would say only that "several corporations" 
took the credit during the last decade for projects that include an oil and gas production project 
in Cook Inlet and several natural gas and gas liqrids projects on the North Slope. According to 
Bob Bartholomew; Deputy Director of the Division of Income and Excise Audit, DOR, the credit 
was not claimed for any non-oil and gas mining projects.

Exploration and Royalty Incentives Administered by Department of Natural Resources

State law authorizes the commissioner of DNR to include certain exploration incentives in state 
oil andgas leases, and to'approve a  reduction oftberoyaky terms of an oil and ga& lease, under 
certain circumstances. The discretionary character o f these statutory programs, which require the 
commissioner to make a determination of the state’s best interest before offering or approving a 
benefit, differentiate them from the incentive programs under the purview of DOR, which are self­
executing. Statutory provisions for reducing royalties have changed over the years; however, 
repealed provisions may still be "alive" in active leases issued when the provisions were current, 
and they therefore remain relevant today.

Below is a brief discussion- of exploration and royalty reduction provisions. Additional discussion 
and pertinent records submitted by Mr. Eason follows as an attachment.

Royalty Reduction Provisions

Currently, AS 38.05.180(j) authorizes the commissioner of the department to reduce the royalty 
on a producing oil field if the reduction is necessary to "prolong the economic life of an oil and gas 
field." Thus, this provision is designed to accomplish for royalties what the ELF is designed to 
accomplish for severance taxes: to prevent the premature shutdown of a  producing field by 
"reducing costs in the later stages of production decline." The statute specifies that "the 
commissioner may not grant a reduction of royalty until two years’ initial production ft jm  the field



has occurred and each lessee requesting the reduction has made a clear showing" that continued 
production is uneconomic.

The section of the state oil and gas leasing law which authorizes the commissioner to unitize leases, 
AS 38.05.180(p), also authorizes the commissioner to "establish, change or revoke drilling, 
producing, and royalty requirements of the leases..." being unitized (emphasis added). Companies 
have applied to the department for a reduction of the royalty terms o f their Teases under this 
provision. The department has rejected such applications on the grounds that it may only entertain 
applications for royalty reduction under the terms of AS 38.05.180(j), because the latter is a 
specific statute governing royalty reduction and AS 38.05.180(p) is a general provision authorizing 
"change" in the context of unitization. According to the legal interpretation of the department, a 
specific statute takes precedence over a general one. Use of AS 38.05.180(p) to change royalty 
terms is an issue in the current effort o f British Petroleum to  unitize the area of the Badami 
discovery.

Alaska Statutes 38.05.140(d) authorizes the commissioner to reduce royalties on certain minerals. 
Until 1978, the list included oil and gas. However, oil and gas v/ere removed from this provision 
in 1978 (Chapter 155 SLA 1978) According to Mr. Eason's letter, the department never received 
an application for royalty reduction on an oil and gas lease under the provision, but a number of 
active leases today contain language from the statute prior to its amendment in 197$.

Until 1969, state law granted a five-year royalty reduction from 12.5 percent to 5 percent for the 
holder of a lease "who shall drill and make the first discovery of oil or gas in commercial quantities 
in any geologic structure.. .  " (AS 38.05.180[a]). This discovery royalty reduction was included 
in all leases, and it was nondiscretionary in the sense that it did not require a  finding of the 
commissioner that approval was in the best interest o f the state. However, it did require the 
commissioner to decide whether production was from a new geologic structure or the extension 
o f a known structure, and on this basis several applications were denied. Although repealed in 
1969 (Chapter 65 SLA 1969), this provision was included in all leases issued up to that time. 
According to Mr. Eason's letter, two producing leases on the North Slope are currently enjoying 
the benefits o f the discovery royalty reduction. Also, some 340 active leases contain the provision, 
"an indeterminable number of which could potentially produce future discovery royalty 
applications."

Exploration Incentives

Alaska Statutes 38.05.180(i) authorizes the commissioner to establish an exploration incentive 
credit (EIC) system for exploratory wells and geophysical work. The law permits up to half of the 
cost of the exploratory work to be taken as a credit against royalties, rentals, or severance taxes
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due to the state. The department includes an EIC provision in leases that may need the additional 
enticement for companies to explore. Leases of attractive prospects do not carry an EIC provision. 
According to Mr. Eason's letter, there are currently 187 active leases with EIC provisions; 20 
applications for EICs have been granted, and 1 denied. Apparently no lease sale since 1991 has 
included EIC provisions. The value of credits taken to date is about $58.7 million.

Last session, the legislature adopted SB 151 (Chapter 39 SLA 1994) that created additional 
exploration- incentives that are "distinct from the exploration incentive credit authorized by
AS 38.05.180(i)___ " The new law, AS 41.09.010 applies to exploratory drilling and geophysical
work "regardless of whether the land is state-owned land." l T? to 50 percent of the cost of 
qualifying activity on state land may be taken as a credit against oil and gas corporate income taxes 
and lease bonus payments; 25 percent of the cost of qualifying activity on private land may be taken 
as a  credit. No single project may receive a credit in excess, of $5 million, and no more than $30 
million in credits may be claimed during the ten-year life of the program. A company taking a 
credit must share with the state the raw data obtained, from the exploratory well or geophysical 
survey. Regulations to implement this program have not yet been adopted.

The foregoing royalty reductions and exploration credits are addressed in more detail in the letter 
and documentary material from Mr. Eason, which is attached. I hope this overview o f oil and gas 
incentives is helpful. If you have, any questions on would like additional information, please calL
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TONY KNOWLES, GOVERNOR

!
D EPT. OF N A TU RAL R ESO U RCES PO. BOX 10703A

ANCHORAGE. ALASKA 99510-7C3J 
PHONE. (907) 762 2553

O IV 'S IO N  O F  O IL  A N D  G A S

February 8, 1995 ( r e p la c e s  J a n u a r y  30, 1 9 9 5  le t te r )

Gordon S. Harrison, Director 
Legislative Research Agencj 
Alaska State Legislature 
130 Seward St., Suite 218  
Juneau, Alaska 99801-2196

Dear Gordon:

As you requested in your January 23, 1995 letter, I am forwarding a number o f documents related 
to oil and gas incentives applicable to state leases. Some o f these incentives, such as the Discovery 
Royalty, were authorized under statutes which subsequently have been repealed. However, there 
are many active leases which were issued prior to the repeal o f  the authorizing statute, and which 
are thus, as a technical matter, still candidates for Discovery Royalty applications. One other class 
o f  incentives mentioned in your request, Exploration Incentive Credits under AS 41.09.100, were 
authorized by statute only last session, and will not be available to applicants until implementing 
regulations have been adopted. Each type of incentive is addressed below in the order they appeared 
in your letter, with two exceptions. I have included a discussion o f  "Royalty Amendments" under 
the provisions o f AS 38.05.180(p ) and Royalty Reduction under A S 38 .05 .1.40(dX neither o f  which 
were addressed in your request.

Rovaltv Reduction under AS 38.05.140fd ): AS 38 .05 .140(d) grants the commissioner authority to 
reduce the royalty for certain minerals. Before a 1978 amendment, that authority extended to oil and 
gas. The Division's records reflect that there has never been a royalty reduction application for oil 
or gas under the former provisions o f  AS 38.05.140(d). However, a number o f older leases still in 
existence contain language similar to the former provisions o f  AS 38.05.140(d).

Rovaltv Reduction under AS 38.05. lSOflL The Division's records reflect that only three 
applications have ever been submitted for royalty reduction under AS 3 8 .0 5 .1 8 0 0 . Two 
applications related to the Milne Point Unit. These applications, submitted by Conoco and by Oxy, 
related to oil production from the Milne Point Unit. The applications were denied by the 
department, leading to litigation in which the lessees filed both original complaints and 
administrative appeals in Superior Court. Ultimately, the Alaska Supreme Court ruled against 
Conoco and Oxy, holding that they had no right to maintain an independent lawsuit. Their 
administrative appeal, however, was never decided by a Court because the parties settled before any 
decision was reached.

Enclosures I through 12 relate to the applications, the subsequent decisions, and the settlement 
between the parties. The administrative and legal proceedings related to these applications spanned
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almost a decade, and because o f employee attrition at the Department o f Law, ultimately involved 
at least three attorneys. I f  you have additional questions on these records, I suggest you contact 
Assistant Attorney General Patrick Coughlin. He is the state's attorney most familiar with the 
Conoco and Oxy appeals and settlements.

One lessee, Texaco, filed an application under AS 38 .05 .180(j), but failed to follow through with 
data required to adjudicate the application. In addition, I recall that Marathon approached the 
department regarding potential royalty reductions at one or more o f its respective Cook Inlet 
properties in the early to mid 1980s. Both parties expressed cuncem that they could not reconstruct 
the documentation o f  historical investments and revenues required to support an application under 
the then existing statutes. It is my impression that this concern was the principal impediment to 
Texaco's completing its application or Marathon's submitting a formal application. Ms. Pete Nelson 
represented Texaco in their discussions; I cannot recall who represented Marathon. You may want 
to contact both companies directly for their views on royalty reduction. Enclosure 12A is a copy 
o f  the Texaco application and a cover letter from Ms. Mary Weisenberger, a former Land 
Management Officer for the division.

Rovaltv Amendment under AS 38 .05 .180(,p l: AS 38 .05 .180(p) provides the commissioner's
statutory authority to enter into unitization agreements "...when determined and certified by the 
commissioner to be necessary or advisable in the public interest..." In exercising that authority, the 
commissioner "...may with the consent o f  the holders o f the leases involved, establish, change or 
revoke drilling; producing and royalty requirements o f  the leases..." (emphasis added:) Historically, 
this provision has been used by the department to raise royalty rates at the time o f  unitization, as at 
Milne Point Unit, and, more recently, at Thetis Island. It has never been used, however, to lower 
royalty rates.

Both Conoco and Oxy (in the mid-1980s) made the argument that the commissioner, upon 
unitization, has the authority to reduce royalties, or to adopt alternative royalty provisions which 
would have that effect. The statutes suggest otherwise. This issue has been addressed several times 
since the mid-1980s . For your review o f this issue, I have enclosed a number o f documents. 
Enclosures 10, 11, and 12 are letters from former Commissioners Wunnicke and Brady, as well as 
former Director Kay Brown, respectively. Enclosures 13 through 16 are copies o f  recent 
correspondence between BP representative, Mr. Terry Obeney, and me on Badami related issues, 
including BP's proposed "sliding scale" royalty amendment.

Exploration Incentive Credits under AS 38 05 180(0: The department authorized the use o f EICs 
under this provision for seven competitive oil and gas lease sales during the period 1982-1991. A 
total o f 705 tracts potentially eligible for EICs were offered in those sales. By potentially eligible,
I mean eligible, presuming compliance with the specific lease provision and the terms o f the 
applicable regulations. Enclosure 17 is a summary o f  lease sales that offered EICs.

As o f  January 23, 1995, there were 187 active leases with EIC provisions. Historically, the 
department has granted applications for EICs on 20 wells. It has denied the request for one EIC.
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That request was submitted by ARCO on behalf o f itself and Union Texas Petroleum Alaska 
Corporation for an EIC for the drilling o f  the Kuukpik Unit No. 3 well. Enclosure 18 is a copy o f 
ARCO's request. Enclosure 19 is an edited version o f former Commissioner Noah's decision 
denying the request. The copy has been edited to redact materials that are confidential under the 
provisions o f AS 38.05.035 and 11 AAC 82.810.

The total value o f EICs awarded to date is slightly more than $58.66 million. Credits awarded may 
be taken against certain taxes or royalties owed the state or ihey may also be assigned. The award 
o f credits is conditioned upon subsequent audit and is subject to potential adjustment. Enclosure 20 
is a summary o f EICs awarded as o f November 1994. The summary includes the lease ADL  
number, the well name, a listing o f  working interest owners (lessees) for each lease, the EIC  
certification date and the respective amounts o f each EIC attributable to the respective working 
interest owners. Exploration incentive credits are also available for geophysical work, but to date 
no applications have been made for these credits. See Enclosure 21. Based upon personal 
conversations I have had over the years with geophysical contractors and companies, those 
companies feel that the "disincentive" o f having to make, public data qualifying for an EIC outweigh 
the financial incentive o f  the EIC .

ExpIorationTncentive Credits under AS 41.09.100 : AS 41.09.100, which was enacted last session, 
expanded the DNR commissioner's discretionary authority to award EICs for qualifying exploration 
activities on lands other than state-owned, leased lands. The incentive was designed to encourage 
exploration o f  private and federal lands within the state from which the state would in turn receive 
geological and geophysical, information to which it otherwise would not be entitled. Implementing 
regulations have not yet been adopted; however, draft regulations are under review by the 
Department o f  Law.

Although the legislative record is clear that EICs under AS 41.09. LOO were not intended to be used 
for activities conducted on state-leased lands, some companies apparently continue to believe 
otherwise. Enclosure 22 is a copy o f  a request from ARCO for approval o f  EICs for operations 
proposed to be conducted on two o f  its North Slope leases. The leases in question were issued in 
a competitive sale which did not provide for EICs. Enclosure 23 is a copy o f former Commissioner 
Noah's denial o f ARCO's request. In addition to the ARCO request, representatives o f BP have 
made recent inquiries o f  the division as to the availability o f EICs under this statute for certain o f  
its North Slope leases, if you need additional background information.

Discovery Rovaltv: I have enclosed several tables pertaining to Discovery Recovery applications 
for fields on the North Slope and in the Cook Inlet region. Enclosure 24 is a summary o f Cook Inlet 
Discovery Royalty applications and their disposition. According to division records, 13 applications 
related to Cook Inlet discoveries were filed. O f those applications, the department approved 8 and 
denied 5. I presume most o f the non-confidential documentation for those decisions is available in 
the state archives.
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Enclosure 25 provides a summary o f North Slope Discovery Royalty applications. To date, six 
applications have been submitted. Five o f those applications were approved; one application, that 
for Milne Point G -l Well, was denied (enclosures 26 and 27). In addition, between 1968 and 1977 
nine additional Notices of Discovery Application were filed, but the applicants never completed the 
applications, and the applications subsequently expired.

There are currently two North Slope leases producing under Discovery Royalty terms. Those leases 
are ADL 34635 (Niakuk #5) and ADL 28297 (Pt. McIntyre #3). Discovery Royalty eligibility for 
the Niakuk lease expires in April 1995, and for the Pt. McIntyre lease in May 1999. As an example 
o f the magnitude o f the combined, effect o f royalty reduction for these two leases, Enclosure 28 
summarizes the lessees' "savings" through reduced royalties for the sample month o f July 1994. The 
division can provide more detailed historical summaries if you desire.

As noted earlier above, the Discovery Royalty statute was repealed in 1969. However, prior to the 
statute's repeal, hundreds o f leases which contained discovery royalty provisions were issued. As 
o f January 26, 1995, there were 340 such leases active, an indeterminable number o f which could 
potentially produce future discovery royalty applications.

Hopefully, [ have provided all the information you need. However, if I missed anything or if you 
need more information, please feel free to call. As I mentioned by telephone last week, this is the 
last report I will be transmitting to you, Gordon, as I am leaving state service. It has always been 
my pleasure to work.with.you and. your staff. Please give everyone ray regards, and take care.

;tor

cc: Marty K . Rutherford, Acting Commissioner
Ken Boyd, Deputy Director 
Patrick Couglilin, Department o f Law 
Bill Van Dyke, Petroleum Manager

Sincerely,

‘ames E. Eason



Richard A. Finebcrg 
Research Associates 

P.O Box 416  
Ester, Alaska 99725

M a r c h  1 5 ,  1 9 9 5

A* A strong substantive case for easing the s ta te ’s existing royalty relief 
provisions, as the Adm inistration proposes In HB 207, has yet to be 
m ade.

At this point we appear to be making policy not on substantive information, but 
on empty rhetoric. Consider production trends and profitability.

1. Production Trends. On reviewing North Slope production forecasts for 
1985, 1990 and 1995, e clear trend is evident the North Slope production decline, 
although real, consistently plays out in a more benign manner than forecasted. If you 
compare 1985 forecasts to the current forecast through 2010, you will find that we now 
expect to produce 3 .75 billion more barrels of oil through 2010 than forecasted in 1985. 
Put otherwise; Ch er the last ten years, the current tax and royalty regime has gcncraied 
five years more of production at two million banels per day than was forecasted, in 1985. 
Every two years, we booked an additional year of forecasted production at T a P S ’ 
maximimum throughput This trend o f increasing production (i.e .. sloweu decline in 
production) was established in the face o f declining prices. Most importantly, the 
phenomenon o f increasing production continues today, despite dire predictions by the 
industry in the late 1980's that wc had seen the last o f such increases.1

2. Profitability. Wc are told repeatedly that "[t]he target is to get A reo Alaska and 
BP Exploration to diver; exploration and production dollars from foreign areas and put 
them into marginal area; on the North Slope/2 But the dialogue is bereft of facts. We 
are being asked to buy (or trade away) a pig in a poke The economics of North Slope 
production are unique and dimly understood. Arco's North Slope profits are so unusual, 
in fact, that in considering the flight o f domestic capital in 1991, a First Boston report 
isolated Arco's results from other companies in a separate box. In that same study, BP

1 Based on Dept of Nanml Resources forecasts (see: Richard A. Pincbexg, Alaska Vonh 
Production Prosnccts: Preliminary Analysis (a report prepared for the Northern Alaaka 
Environmental Center, ct al.). Feb. 22, 1995).

2 -Tapping New Oil,” Anchorage Times. March 2.1995, p. B-7.
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was alone among the i.itcmaiionols in bucking the trend of greater returns overseas than 
in the U .S .3 In Alaska, we just don't get it. Consider the color, front-page graph in the 
t jnclMlflg-Daily ISeas last spnng showing a slide in Arco Alaska's profits from $700 
million in 1990 to $225 million in 1993. The graph excluded Arco’s Alaska pipeline 
profits, estimated at over $ 100 million per year. Even more important, the accompanying 
story failed to note that in 1993 Arco's Lowcr-48 and overseas production endeavors \s&I 
$180 million. nar from being a millstone around Arco's neck, from this perspective 
Alaska appears to be Arco's lifeboat

In fact, N. Slope profitability’ is apparently sufficient to induce the consistent 
production increases (i.e., slowed decline) identified above. But the public dialogue in 
this area is blunted because North Slope producers steadfastly refuse to disclose 
information that would justify its petition for royalty relief and other goodies.*

B. HB 207 contains serious s tructu ral defects

1. I believe that it is not wise to grant royalty reduction without 
providing for clear and unambiguous clarificaticHi on the public record of the necessity' for 
that assistance. Instead of making the case for roy alty relief public, the bill calls for the 
crucial information to be held confidential at the request o f  the lessee. In a 1992 
decision, the Alaska judge who has probably reviewed more confidential oil industry 
documents than any other ruled that the producer's efforts to bar public access to 
documents batch-stamped "confidential" without review both unwarranted and contrary 
to the public interest.5 11 has been clearly and convincingly documented in other North 
Slope revenue disputes thai public policy evils flourish where confidentiality erodes the

3 Fin-.t Boston Equity Research, "Assessing the Domes lie Operations of International Oil 
Companies: Explaining the Exodus of Capital," September 5.1991. pp 2-13. (See Richard A. 
Hnebcrc. North Slooe Prerfiig and Production Prospects [preparedfor ihc .Alaska Stale Legislature).
Nov. 12. 1991, pp. 2 > 2 7 )

4 Last May, in an "Open Letter to ihc People of Alaska" published in msgor Alaskan newspapers, BP 
.Alaska President John Morg-m slated that BP has paid more in taxes and royalties than it has taken out 
in profits or cash flow. This statement flics in the face of every public study of which 1 am aware. BP 
has refused repeated requests to put on the public record information that would substantiate its daim 
(see attached letters)

5 "Memorandum Opinion and Order No. 92-71 (Denying Motions by BP Explore tiun [.Alaska], Inc. 
for Continued in camera Treatment of Certain Documents in Court Record)," ANS Royalty Litigation,
IJU 77-847 Civil, May 27, 1992 (19 pp.). The court specifically refused to hold material confidential 
merely al the request of the industry because "the public's right to know what the executive branch is 
about" cutweigbad the industry's speculative Assertion of possible damage resulting from the release of 
information about its business.
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checks and balances ar.d balances that normally protect the public interest and keep the 
public process on a steady course.6

2. At this time the terms "economically feasible' and "commercially 
viable" are the subject ot some dispute in the public policy arcua, while the term "best 
interest" is, at best, an overly broad term.

3. In my cstimauon, no valid public purpose is served by granting relief 
without appealabibty.

F irw bc rg  t  Testim ony on H B  2 0 7  H ouse  O il <& G o; Com m ittee)

M arch  1 5 , 1 9 9 5  (P a g e  51

C. The curren t approach to incentives is Hawed.

In the policy arena, where the mission is to protect the public interest in 
both the revenue stream and the environment, industry desires must be balanced against 
these concerns. To do this, measures such as royalty relief should be viewed in their 
broad administrative and economic context. Two factors here arc particularly worth 

noting: The companies that bid on these leases did so with the expectation that they 
would pay the nominal royalty they now wish to reduce. Second, producers look at the 
bottom line. To effect balanced public policy, it is necessary to consider measures such

6 la a current case whose very existence would be hidden from the public had Exxon Corp. not been 
required to make some documents public in the United Slates Tax Court. Fxxon is asking for 
retroactive tax deduction* that the Internal Revenue Service has add could r'ornately be worth S18 to 
25 billion if applied to all North Slope producers. Exxon argues that ultimate abandonment of costs of 
Pmdboe Bay are deductible for foderal tax years 1977 through 1984 under federal lax law because those 
claims are Ixxh knowaWc and fixed (limited States Tax Court Dockets No. 18618-89 and 18432-90). In 
December 1994. the Alaska Oil & Ga* Assodarioc recommended that the state should clarify what it 
might require for the abandonment of Prudhoe Bay. Ironically, Exxon was identified as the lead source 
for thai recommendation ("AOOA Briefing Paper: Lease Closure." presented to Knowlcs-Uwer 
Transition Team Dec. 28,1994). The blatant contradiction between Exxon's position in separate 
arenas Is Indicative of the kind of skuUdoggciy (hat takes place under the cloak of confidentiality.

A second example of public policy abuses nourishing behind the veil of confidentiality is the 
1985 TAPS tariff settlement Due to confidentiality, key dements of that sorry record were not 
available to the public until after the settlement had been formally approved. In one instance during 
the latter stages of the TAPS saga, the Governor was briefed on an erroneous document that was 
subsequently removed from files and replaced with an altered document, in apparent violation of Alaska 
sunttes. (See Richard A Fneberg. The .1985 TAPS Settlement- A Case Study in the Effects of 
Confidentiality pp Information Avajlablc.toI?«3iiop Makers in PU «nd Gas Revenue Pigmies 
(prepared for the Alaska State I^gislamre), Feb. 5.1990), pp. 30-36, For a late sntdy of a TAPS 
settlement defect with enormous state and federal rev enue consequences that was mis-stated and 
consequently overlooked during the flawed 1985 settlement review process, tee Richard A  Rncbcrg, 
Hidden Billions: The TAPS DR&R Provision (report prepared for Son Stephens, Valdez, Alaska). 
August 21.1992.
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as royalty relief in the context of the tax and pipeline regulatory regimes, where powerful 
incentives for development of marginal fields already exist

In the tax regime, Milne Point, Niakuk, Lisbume and several satellite Helds art* 
alieady virtually exempt from production taxes at current prices, thanks to the working of 
the modified Economic Limit Factor (ELF) the industry so staunchly opposed in 1989.

Regarding pipelines: There was discussion in committee Wednesday of BFs 
success at Milne Point without royalty relief. One might ask, w hy is BP was increasing 
production at Milne Point when Conoco (who traded the property to BP in 1993) 
apparently could not make a go of it? The most obvious difference between the two 
companies is this: Conoco was the lone North Slope Held operator that did not share 

ownership of TAPS. Consequently, Conoco paid BP approximately S LOO per barrel in 
pipeline profits for every barrel of oil that it produced While discussion of pipeline 
economics is beyond the scope of this hearing, 1 submit that one of the most important 
factors affecting North Slope development may be the conTrol and operation of TAPS.

D. Concluding Rem arks

It is self-evident that any bill that increases industry revenue at the expense of the 
State Treasury' will tend to stimulate production. The industry will, of course, advocate 
such a measure. But e\ cn if the rather astounding provision that automatically grants 
confidentiality at lessee (producer) request were removed or replaced with Language that 
guarantees public access tr> information necessary to evaluation of public policy, it 
remains to be demonstrated that this legislation is necessary, or that it reflects the wise 
stewardship of public resources mandated by the Alaska Constitution.

In view of the well-documented history of abuses of confidentiality that have 
found their v.uy into the public record, it makes little sense to allow the lessees, at their 
own initiative, to prevent these materials from soeing the light of day.7 Were that defect 
corrected, the case for the proposed incentives would have yet to be made.

7 As the U S. Supreme Cotut has observed, "People do not demand infallibility from their 
insdmtiom, but it is difficult for them to accept what they arc prohibited from observing.* (Richmond 
Newspapers, inc. v. Virginia. 448 U.S. 555, 572 (1980]; quoted in Memorandum 92-71, op. a t ., cover 
page) 1 o accompli tb hn w ull-Jntcntionod desire to reduce nccdlcu litigauon, the Governor might 
consider introducing legislation that f<us more information on the public record — not less.
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From the desk of R ic h a rd  A . F ln e b e rg  
E s te r ,  A la s k a  99725

P .O . B o x 41$
Phone /Fax (907) 479-7778

Return Receipt Requested

John C, Morgan, President 
BP Exploration 
P.O. Box 196612 
900 E. Benson Blvd.

January 17, 1995

m m
Anchorage, Alaska 99519*6612 

Dear Mr. Morgan:

More than seven months after I wrote you concerning assertions about North 
Slope profits you published in various Alaska newspapers in a May 12 ’’Open Letter to the 
People of Alaska," I am still waiting for substantive reply. In that open letter, you stated:

BP has paid $20 billion to the state In taxes and royalties since 1977. Thisexceeds our total profits and cash flew from Alaska for the period.
Your statement appears to contradict all systematic published analyses of North Slope 
profitability of which I am aware.1 I therefore asked you May 14 to document your claim. 
To help identify the differences in existing estimates, 1 submitted my year-by-year 
breakdown of estimated production and pipeline profits and a line-by-line worksheet 
establishing the basis for my most recent (1993) profit estimates. I requested your 
equivalent figures, as well as your analysis of the significant differences.

You responded July 14 with a short letter repeating that BP paid more in taxes and 
royalties than it earned in Alaska from 1977 through 1993. You lowered your estimated 
state taxes and royalty payments to $193 billion, which you compared to "after tax book 
income far Alaska in 197^-93" of $17.6 billion. You also stated that BP disagrees with my 
figures and those of a 19S9 profitability study by Edward Deakin, C.P.A., then Price- 
Watcxhouse Professor of Petroleum Accounting, University of Texas. For the second 
time, on July 2 5 1 requested substantive information, noting that your letter did not 
provided documentation for your revised numbers or deal with the specific differences 
between your figures and the two tables I had presented. I received no response.

Careful analysis indicates that the North Slope continues to be one of the most 
profitable industrial ventures In the United States. Following my letters of May 14 and 
July 25,1994, again I ask your cooperation in providing the public with accurate, 
sourceable data capable of supporting intelligent public policy debate oo North Slope 
development policy.

For example: Deakin (1989). Oil Industry Profitability ip Alaska. 1969... 1987. p.2 (1969-87 indurtry 
profit $42^5 billion, state share $29.3 billion); Legislative Research Agency (1993), Distribution of Income 
from Alaska Oil and Gas Operations . . . .  p. 14 (1985 industry net income $5.6 billion, state net revenue 
$3.3 billion;; Fine berg (1992), p . 43, Alaska North Slope Oil Profits ■ . .  (1991 West Coast industry 
p r o f i t s  $4.95 per barrel, stale share $3.82); Wilaon-G Alette (1994), Conwscnmnces of Exporting AUcfo 
Cn uJft.Qll. p. 36 (April 1994 West Coast major field wellhead profits $2.66 per barrel, state shire $2.63 
(excludes estimated TAPS industry profits of $1.00 per barrel v, state taxes of approximately $0.30)).

Sincerely,

Richard A. Fineberg “
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PC  O c. 1066li 
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OO?) i0 !-3 lt l

March 3. 1995

Mr. Richard Fineberg 
P. 0 .  Box 416 
Ester, Alaska 99725

Dear M r. Fineberg:

Th is letter is in response to your request during our telephone
conversation o f February 15th, that I confirm in writing that BP  does not 
intend to respond to your last set o f questions regarding the company's 
accounting for its Alaskan profits for the 1977 -93  period.

The financial information included in John Morgan’s "Open Letter to the 
People o f Alaska" was derived from the published financial statements of 
the Standard O il Company and the British Petroleum Company pic for 
the period 1977 -93 . It was necessary to restate some o f  these data
because Sohio and BP's results from Alaska operations are not reported 
separately in the companies' published financial statements. For the
most part this restatement involved the separate id en tifica tion  the 
profits, cash flow and tax payments associated with BP's share o f TAPS  
and the separation o f the companies' financial results from exploration  
and production in A laska from those results in the rest o f  the world. 
This source data was derived in accordance with generally accepted  
accounting princip les and we believe it provides a fair basis for
comparison with the financial results o f  other enterprises.

W e appreciate your interest in BP . However, we believe we have provided 
to you all the public information available to our investor and public 
constituencies and do not intend to provide additional information .

Paul D . Wesseils 
Director o f Tax

P D W /jp

c c : John Morgan
Jim Palmer

Sincerely ,



Testimony o n  C’SlfB 207 (O&G) before the H o u s e  R e s o u r c e s  Committee

kjciuud A. H ncbcig  
Research Associates 

P.O. Box 4 1 6  
Htfcr, Alaska 99725
March 2.1, 1&5

I . O ve rv iew
CSIIB 2177 (O&G) and CSHB 2(77 (3/23/95 Work Draft ‘MJHflO.V/vK) have 

significant substantive d e fe c t that would seriously hamper the efforts ol the State of 

Alaska to manage tins important resource w isely and in the best interests o f  all Alaskans, 

fcven if those problems were corrected, a strong material ease lor casing the state's 

existing royalty relief provisions has not been made.

II. C om m ents on Specific P rov isions o f  CSH B 207 (O & G )

For the specific reason;/ described bcic/w, 1 believe the committee substitute and 

Hie work draft before you arc misguided. CSHB 207 (O&G) would make a bud btll 

worse by adding lo a bill that deliberately shields the Commissioner's actions from the 

public review thai normally safeguards the public interest provisions giving the 

Commissioner o f Natural Resources new powers to grant royalty relief that are ill- 

coocetved and unprecedented.

I Heading page and hne numbers refer to CSHB 207 /O&Gf: asterisk/*} 
uuLi'oti-V language Ui thr.: DAG CS that does no: appear in the original N il: parentheses at 
end of paragraph indicates position in 3/23195 Work Draft #9-CrII0039\K; italicized 
comments refer to language in that work, draft only.)

A. Page 1. line 10. This measure destroys regulations governing 

existing royalty relief provisions that provide rational limits to arbitrary' or unwise 

administrative action. (W o rk D ra ft . v a se  2. line 4. ',

B. Page 2. lines 6 . 1 1 . In view o f  the fact that industry statements about 

profitability fly in the face o f  every- published report of which ! am aware,1 criteria

1 May. in an "Open Letter lo ihe People of Alaska'' published in major Alaskan newspapers. 
flP Alaska President John Morgan stated dm BP has paid more in Lues nod royalties tltni it fi;« 
taken out in prolits or cash flow. This staiecjan fbes in the face of ev ery poMic .study uf which I 
am aware. Sec. Dcafon ( IPST). Oil IndnsUv Profitability in Alaska.1969 through 198T p.?. 
(industry profil J42.6 billion. stale shac $29.1 billion); Legislative Research Agency (1993). 
Ifofrjbuhon of Income from Alaska Oil and Gas Operations p. 14 (1985 radustiy net income 
$5.6 billion, 1985 slate net revenue $33 billion); Hncbcrp ( 1992). p. 43. Alaska North Slope Oil 
Profits (1991 West Coast industry profits $4.95 p a  barrel, state share 33.82), Wilson-Callctic 
(1994). ConM^uencwofExDortine Alaska Grade Oil, p. 36 (April 1991 West Coast major Gdd



bnr/frr/’ / Tcstwuny an CSHB 20? <0AO' and Wont Urvfl)
M a rc h  2 1  1 9 9 5  (P a g e  2 )

f<w tvonumic feasibility sliould be clearly defined and part of the public record.
Tins Nil does die opposite. iWor±J2mf, PWte 2, lines 15-JO. 20-21 and 2J.I

C, Piigc2 lines; 7 9 Section 1(B) would appear to allow royalty rcltd 
"to prolong the life* oi any field, regardless of profitability. Clearly, royalty relief 
would accomplish this sraunory pin pose. Dut wire tier or noi such relief is 
necessary to prolong production is an aliogdlKv different — and arguable — 
proposition.

(Work Draft, frage 2 J ims 17-21. The. attempted cure to this problem 
couples "increase'' with the phrase "is si/fficient to" at line 20; thus does not make 
sense. [See also B., above, f)

D. Pape 2 .  lines. J5. 22. The legislation's reliance on the requirement 
that the Commissioner must find such relief in the best interest of the stare is so 
broad as to be virtually meaningless, it is generally assumed as a matter of law that 
public officials act in the best interest of the stale unless it is proven to the contrary. 
In this case, because the material is held confidential and virtually unappealable, thi« 
bill fails to ensure that royalty relief will be in the state’s "best interests." ( W o r k  
Draft. page 2. line 27; poseline. 4J

fi Paac 2. lines 27-29.* This portion mandates consideration of factors 
such as capital investment in the field but may be read to exclude investment in 
pipelines, which are a major factor affecting both the development of new fields and 
the continued production in existing fields. Moreover, guaranteed profits to the 
pipeline owners are a significant factor influencing prexiuction decisions that this 
language arguably requires the Commissioner to ignore.

{Work Draft, page 2. lines 10-12. The work draft resolves this ambiguity 
by excluding consideration of factors such as pipeline economics. The State may 
choose to forego consideration of significant portions of the economic rent; industry 
officials, responsible to slvckiwlders to rruiumice theirprofits, will ruv make this 
mistake.)

w ellhead profit!! S 2 .6 6  pw  b a rre l. s t a t  s to re  $ 2 .6 3  per b a rre l [exc ludes ex Untried T A P S  industry 
p ro fit;, ( f  $ i 0 0  pe r b a n d  v . state laves o f  ap p ro s in ie td y  $ 0 3 0  per b a r rd j) .  B P  has re fu sed  
repeated requests to put o c  d ie  p u b lic  reco rd  in fom  .v iou  that w ou ld  substantiate its c la im . (Cujwe* 
of ctKrcspondencc w ith  B P  a ad  add itiona l in lb n n a tjo o  o o  p ro t ita t ih ty  p rov ided  to H o o k : O i l &  
Gas C om m iuee  M a tch  16.1995; see testim ony o f R icha rd  A- F in eb c r° ).
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{•' l’tine 3. hoes o -IT * Subpar. (5)<a) sets a potentially dangerous 
precedent by encouraging companies lo Inuk: properties in declining production to 
a\<wd discloMDg relevant fact? of production economics to the state,

(Work Draft. pave 3. lines 17-19, Language cures ih is defect.)
G. Page 3. lines 12-13. The requirement thai the CtnnmiKiionor shall 

hold application material confidential at industry request contravenes tin- slate's 
sunshine laws, common sense and jurisprudence. In 1990. the Alaska judge, who 
Itas probably reviewed more oil industry documents than any other specifically 
ruled, on his own initiative. tluri such a blanket grant of confidentiality was not 
justified. In view of the dearly established right of the public to know what its 
officials arc doing, he said, the industry must make a showing that it is necessary to 
hold documents confidential.2 I W o rk  D ra ft „ p a z e  3 . lin e s  2 0 -2 1J

Ij  Page 3. hoes 6-17. It is easy to see why the industry would like to 
remove judicial review; in new of the long history of increased revenues the slate 
has obtained through the courts, one wonders why the stewards of public resources 
would recommend this course of action. ( W ork D ra ft p a g e  9. lin e s  2 3 -2 5 .}

I. Page 3. lines 18-24.* Apparently throwing in the towel on a 20-year 
endeavor to attain die expertise in the state system to protect the public interest in the 
inevitable and perfectly legitimate dialogue between the industry aDd die stewards of 
the public interest, this bill sets up ao unprecedented system in which the 
Commissioner will rely instead on a contractor to the industry f W ork D raft, parte  

lines 27 t h r o u g h  pane 4. l i n e  Z)
J. Pape 3. lines 28-31 and p. 4. through line 18.* In groping for some 

group to bless the Commissioner's actions, the CS relies on approval by 3 of 5 
members of a group called the Royalty Oil and Gas Dc-vdopment Advisory Board 
The Royalty Oil and Gas Development Advisory Board appears to lie a rulibcr 
stamp. Further, with all due respect, the submission of the near-moribund 
Royalty OU and Ons Development Advisory Board finding in legislative leaders

2 "MaDoraadnm Opinion and Order No. 92-71 (Denying Moticos by BP Exploration [Alaska], 
Inc. for Continual in urncw Tientaait o f Certain Docwnarts in Court Record)." ANS Royalty 
Litiganoo. IJU-77,847 Civil. May 27,1992 (19 pp.). The court spvaficall) ixfuacd to hold 
material confidential merely at tie request ctf the industry bcryinse "the public's ngtrt lo kiunv whai 
die executive branch is abom" oatweqsbed the industry's jpccalativ c assertion of possible damage 
resoling from the release of information aboni its (hi ancss.
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hardJy substitutes for thorough executive rev icw before a course of action is 

nxoimucnded-*

(Work Dmft. page l in e s /  24. I do not believe AOGCC has the 
resources or economic background lo evaluate such a proposal: from the phrase 'if 
any" al tine IS, it appears that the AOGCC response does not lunc to be in 
writing.)

C. P roduction  F o recas ts  D em onstrate  T h is  Bill M ay Be U nnecessary

On reviewing North Slope production forecasts for 1985, 1999 and 1995. a clear 

trend is evident the North Slope production decline, although real, consistently play's out 

in a more benign manner titan forecasted. If you compare 1985 forecasts lo the am en t 

forecast through 20 LO, you will Find that wc now expect to produce 3.75 billion more 

b a n d s  of oil through 2010 than forecasted in 1985. Put otherwise: Over the last ten 

years, the current tax and royalty regime has generated five years more of production at 

two million bonds per day than was forecasted in 1985. Every tu o years, we booked an 

additional year of forecasted production at TAPS’ maximum throughput. This trend of 

increasing production (i.e., slowed decline in production) was established in the face of 

declining prices. Most importantly, the phenomenon oI increasing production continues 

today, despite ibre predictions by the industry in the late 1980's that we had seen the last 

o f such increases.*

D. C onclusions

It is self-evident that any bill that increases industry revenue at the expense of the 

State Treasury' will tend to  stimulate production. The industry will, o f course, advocate 

such a measure. But it  remains to be demonstrated that this legislation is necessary, or

3 According to the Dept o f N,Ttnr.il Resources, the Royalty Oil and Gas Development Advisory 
Board has met twice in the last five years, hae no chair and may have cave vacancy (one rcuemficr’ s 
seat has expiwl). It is tny nndcntandiiig that since the mid-1980's this board, o f which the 
Commissi cocr o f DNR is a am-voting sixth member, has alway s supported the department's 
actions unanimoody.
A Based on Dqpt, o f Natural Resources forecasts (sec: Richard A. Hneherg, /Vlasta North Slope 
(Tod nctjqn. Prospects: Preforrinary. AuaIv sis [a «yort prepared far the Northern Alaska 
Firviionnicntai O n t« . « j ] J ,  Icb. 22.1995). For past warrants Ural production increases would 
nol continue, sec Richard A. Hncbcrg, .An.Overview of NonftSIope Production Puvspa-t.s. 1990- 
2010 (prepared far the Alatfui State Legislature), Dec. 15.1990). pp. 23-28, and North .Slope 
Profit? and PiuJuction Prospects fpicpared foe the Alaska State logjehnnre]. Nov. 12,1992, pp. 
13-14.



that it /d ic e is  the w ise stewardship of public resources mandated by the Alaska 

Constitution. Particularly /n view o f the wcll-docwnookxl history of abuses o f  

conlidcntiality that have found then way into the public record•’ and n/ircni disagreement 

over the basic facts o f North Slope profitability,6 it makes little sense lo allow tile 

lessees, at their own initiative, to prevent tlie buses for j>rantin£ royally relief from seeing 

the light of day.7 Even if that rather astounding defect — and tlie others listed above — 

were corrected, lire case foi the proposed incentives would have yet to be made.

Futcbcrx / Testimony on CSlffl M i  (O&G and Wivk Draft)
Mwrh 2.1 lW 5 (P n ,y 5 )

5 In a current case wtia*,c vary existence would be bidden from the public had Exxon Corp nn! hem 
required io make some documents public in the United Slates Tax Court. F.exon is arkmf, tor 
retroactive tax deductions thai the internal Revenue S trria : has said could ultimately be worth SIB lo 
X* I’llliou if ajTpticd to all North Slcpe ptodoccxa. Exxon argues that ultimate alvirrdonmeni o f costu of 
Prudhoe BuV Am.- dcdocobfe for federal tax year* 1977 through ) mvlcr federal tax law because those 
dai ms ore both knowable and fixed (I Jniteri States I ax Coon iXxiets Mo. 18618-89and 18432-9 0 ) In 
1 Jrcembex 1994. the Alaska Oil .-9 Gas .VsscX'iarioQ reootmneoded that the state should clarify what il 
might require for the abandonment o f Prudhoe Bay. Ironically. Exxon was identified as the lead srwrc 
fur that rtxesnntendatian ("AOGA Briefing Paper Lease Qo-airr," presented to Kuowlcs-Ulmcr 
Tran.nuno Team Dec. 28,1994). The blatant coutradUlioo between Exxon's portion in separate 
arenas is indicative o f the kind o f inaxrostaxy tliat ran oonlaminale public policy made under Ltic 
cloak ol uouftdentialjty.

A second example o f  public policy abuses flourishing behind the veil o f confidentiality is 
the 19*35 TAPS tariff settlement. Doe to confidentiality , key elements o f that sorry record were 
not available to the public until after the setttomcat had been formally approved. In one instance 
during the latter stages o f the TAPS saga, the Governor wait briefed on an erroneous document that 
was subsequently removed from files and replaced with an altered document. in apparent violation 
o f Alaska statutes. (See Pochard A. Fjocborg. The 1965 TAPS Settlement A Case Stndv in the 
F.1 h*fa of CouCdentialitv on Infotmrtioa AvaUabk to Dco/aoo Makers in Oil aid Gas Rev ome 
Djqwica (prepared for the Alaska State Legislature), Feb. 5 ,1990), pp. 30-36. For a lata study o f 
a TAPS settlement defect with enormous state and federal rwcone consequences that was mis-stated 
and therefore overlooked during the flawed 1985 scttlum-ni review process, sec Richard A.
Fine berg. Hidden Biniooa; The TAPS DR&R. Provision (repeat prepared fur Stan Stephens.
Vaiile7, Alaska), August 21.1992.
6 See note 1. above
7 As the U.S. Supreme Court lias observed, "People do not demand infallibility from Ihur 
institutions, but it is difficult fo r them to accept what they arc prohibilfd from observ ing." (Ridunond 
Newspapers, Inc. v. Virginia, 44817S. 555 .5 7 2  [1980], quotctl in Memorandum 92-7 i , op a t . cover 
page). To accomplish his wcll-intcnuoncd desire to redoce needless litigation, tbetjovemor might 
consider introducing legislation that pots more information on the public record -  not lew.
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Si»orce Alaska Depi. of Nttdinti Ke»nui«»sl*lli*U)ricaJaii(lProjr«.U;il()il &  Ga* CviwumplMiii, January
1985 p 13 (Table 2 2 t-elimawd AvoilaDility of N Slope Oil I or S«!e)



1990 IVoducdnn P.-rooul tor 1995-2010 ( Alaska Dept, «f Nulurol Ucviurcw)
<000 bbli)

Ilf s nrth Auu&JJls 5-2^2

MQ.tiiuuhs’f ' <to
l iu r £ M i= i Ri tullioe Kupuruk Liabunic H Vtclulyii l.'fldlCOll

l ‘» 5 857 190 37 60 65

1996 78V 175 34 54 60

1997 726 150 31 49 55

1998 668 125 28 <14 50

1999 614 105 25 39 45

2600 553 '» 21 35 40

2001 498 75 19 32 20

2002 448 65 13 29 10

2 003 403 55 9 76 O

2004 363 45 .5

2(X)3 326 35 0 ’ 1

200(i 281 30 19

21X17 247 25 17

20iW 2)5 20 15

2(09 187 15 14

2010 163 10 12

Tutal linnrfct; 2.679 465 441.650 81,030 178,485 12 5.925

Miliio 15 NiaRjk W.Ssk Heaufoit TotiJ

10 20 12 1.251 bH bpd
K 17 12 1.149 1

7 14 25 ..057

6 12 25 958

.5 10 50 t. 893

5 9 50 60 863 *

5 7 75 51 7H5

0 6 75 49 695

.5 1(X) 44 M2

5 100 j9 '80

0 150 :>5 567

150 32 515

150 29 468

150 26 426

1<HJ 2? 379

120 21 326

.'8,125 505,.60 150.380 |~~4.217.3in {Ottj bbhT_|

Soujve Alfcitioi Dupt c l Natural Resource*. ‘Hiammal and I V -  «dO il & 0 » i tauuroptian.- tauuy 19*. P lOtfaMe 22 Prod.s-non fe c a i l and A v.rrab le  Royal., Olh



j» )3 Pn>dur.tiau F n̂iMat Mi228-iOM> (Alflih* LjttLaCMdmil lifiOUOU)
((MU. I Ma>

l(VMaiJiA«g uU m .  2-44

Q Q Q JbiiitlijucJax:

2‘fa f E kb b z z Piullwe Kuj«ruk U«l.urms Pi. Mulaly ■: Li,liCO(t KLIne Pt

1995 980 310 20 116 94 33

I 'M 921 305 20 115 83 40

1997 857 J00 20 KM/ 72 40

1998 788 300 18 W 63 45

1999 717 295 15 88 55 50

2000 646 285 13 77 •a 15

2001 581 256 10 71 40 40

2002 523 231 10 b> 34 36

2(HU 471 208 10 6t 29 .73

2004 423 187 10 SI 24 30

2005 38! 168 id 46 21 27

2006 343 143 10 39 18 24

2007 309 122 9 33 16 20

2008 278 103 H 28 13 17

2009 250 88 7 24 10 15

2010 225 75 6 21 12

Total OaiTttW: 3,172.945 1.232.240 71.540 381.425 225,93.5 183.960

Olhw

zi
u
22
22
19
;6

14
a
to
9
7

6
5

W  Sak IJwuf'in

68.255

0
6

21
27

25
2(>
35
5"

50

49

41

35

139.430

Toial

1.572 tXK>bp<i

I 507
’.,420

U3»
i.uo
I IJ7

I 913 
•>J6 
847 
i'J3 
1.95 

t̂ v2 
572 

496 

435 

374

5  475 .730 (MObbh.) 1

Snare* AloaknIV|.l of Natural RMouic«a.-Historical and Ptujecutf0.1 & Om Conaumptiori.* Febn*.y 19fo(in prtu). fTrtte 2A; fcaW.aud AvruW .l.iyof N. S lc^O il P



l i ik .V iA
1985 North Slope Production Foificusl fo r 1986-94 v. Acliial Production (ADN R )

(000 Harrell)

IStlClKll AitiiUAlSi-* '5

»,

U l

BlUbtlttteullli:
Prutlhoc Kup-iruk l.isbunru 14 McIntyre L'ndicott

1986 1.500 180 0 0 1)
ivtr; 1,475 180 75 0
1988 1,325 200 100 30
1989 1.175 2C0 120 too
1990 1,050 2 CO 120 too
1991 950 200 120 100
1992 850 2C0 90 100
1993 750 200 75 83
1994 650 170 70

*1t1

Total Brtiroh; 3,549,625 631.450 281.C50 0 222.650

ActnolPrfldusflun.UJ

FlisJiL. Ptwllue Kuouruk Ltaburnc 1*1 McIntyre Liklicolt

1986 1,539 260 10 0
1987 1,608 284 46 24
I98H 1,585 304 40 101
1989 1,427 2'// 41 98
1990 1.340 294 43 106
1991 1.333 311 40 117
1992 1,251 325 38 0 118
1993 1,126 316 27 21 112
1994 1,024 305 22 97 97

Total narrcli; 4,<365.457 983.919 111,941 42,857 282.405

lit AlaslaJDtpi of Natural Kcmiluom, "llulnrkal m l In.jecirJ Od A. On* Coamimpiion “ Jwajfy I! 
12) Alaska of Naniial Keuiurcw, "ilisluitw! ird hujeded CHI X OMCOmumplion.' Feijrimy

Milne Pt. Oilier W S.ik llenul. <1 r.H«i

0 0 < r; IT rj - - - - -  - 1.680 000 b/U
•10 10 < x H = --- : .7 - -  -  j  ~ 1,790 CAW bpci
30 311 = a = c - 1.735 000 bpd
25 3(1 < -s n s* -j = — — * » 2 : « 1.670 OA) bpil
20 50 1,540 OOObpn
15 50 < c r. - s 3 j  s s a - r. 4 1.435 OCVbptl
13 50 < = . _ * =  = = a s e - . 1305 003 bpd
10 50 e s s R S s r i s s s * 1 I.17G bpd
10 50 1.025 OlXJbpd

36,575 131,<100 < n c s  ;  = a . ia  = ao s j 4,873,750 OOiiBbL ! 
(PuteaiH)

Milne rt Oilier W Sak Uesafort roui

13 1.822 COO b\ut
0 < = S = S3 «= = -S = 1,962 OOQ Lad
0 2.033 OOObpd
5 1.808 000 bpd
18 - : aac ! >s=a- i ! - = “ 1 801 000 bp J
20 » ._33 = i S  = i:-"= = =■ 1.822 000 bpt
19 < = ans: = s i. -s := - - = 1,751 OOOkp-J
19 u < S a = = 3 - « = = = = = 1.619 OX1 tpd
18 9 1372 O i I'ftd

40,899 3.463 5.9.10,941 OOOllbl
(Actual)

'8.1. |> 13 (Table 2 2 Minuted Availability of M Slcpe Oil Tor Site). 
109.1 (lo press), [Table) itiMi>ric»l Oil '.‘rodUJWiO
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North Slope Production Forecasts, 1995-2010 (1985 v. 1995 Forecast)
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M a tu re  F ie ld s  I l lu s t r a t io n  #1

Irreducible 
Company 
Operating 
Costs = Salaries 

Overhead 
Lift Costs

Revenue

Total Operating Expenses 
(including Royalty & Taxes)

When X is 10% of the 
difference between revenue 
and total operating expenses, 
or lower, for 2 consecutive 
years, the royalty will be 
reduced sufficiently to try to 
maintain this percentage as 
the revenue continues to 
decline. The irreducible 
royalty will be 5% of all oil & 
gas sold from the lease.

T i m e  ►
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HOUSE RESOURCES COMMITTEE
Rcli Call and Members' Bill "abas

* (indicates first public hearing) 

H c c m  124, Capicol B i d e .

Oars: 3 / 3 ' i / ? 5 ' ________________________

race? ~ J o i n t

T i m e : *3'■/ V  (am/om Time Adjourned: ‘V  5 6 .'I )z
RGi_i_ CA±.ij: PRES A3S ■ TIME AR

Reo. Joe Greer. M A /

Reo. B i '1 Williams C . / - 7 N j u

R e o . S c o "  Tear. 6 - 1 5 y y

R e o . A l a n  A u s c a r m a n a J y

R e o . R a m o n a  Barnes £  • 3  3 — a / AJ

Jim/ pm

Rep-,—3-sfis—;Dav-aes-----

R e p . Pete Keen 

Rep-,— S i  I-een— Ma el e a n 

Ren. Irene N icholia

O t h e r  Lecislatcrs Preseni

$75 y -.
w J y  g s i i g r

VaJ 3y

A G E N D A : 
Bill No. Short Title A c tio n Taken

///£3ZH/7?tT/CA,' l/V QTZZtciXl./tETsi Z/c'/t v>

y  / / /  ’> J c  - 7

W 3r//

3 /J rt(S 7 /r/3  751 & u t - C & S  CC*J/ 3 c JtxCJ) C.LCt

//yy.v 'cr A/A'T / f ,  •)//!/£ 7/rX'/-’ -/Uz’/tj S t / M - <v; Xu.I: A J /.3  / / / / U A/X

OTHER



Rep. B i l l  w i l l i am s  
Rep. S e e "  Bean 
Rep. Alar. Acs carman 
Rep . Ramona Barnes 
Rap. John Bav ia s  
Reo . P e te  Rccc 
Rap. E i l e e n  Maclean 
Reo. I r e n e  N ich o l i a

0 : / e

* ( i r .d i c a c e s  f i r s c  p u b l i c  hea r ing )
Room 124, Cap ico l  B idg . <Mcny, Wed., E r i ,
Dace: 3 / a ' 7 / 9 3 _______________________________________
race  4 3  X T -A !_____ Jo i r . c_________________   :--------
Time: f t / ' 7 _____am/pm Time Ad jou rned :___________ (am/om
ROLL CALL: PRES A3S TIME AS _________________
Reo. J o e  Green___________ ___ _____  ____  ____ ______

HOUSE RESOURCES COMMITTEE
Roll Call and Members' Bill Voces

Other L e g i s l a c c r s  P r e s en t  A )

AGENDA:3 i l l  No. Sho r t  T i t l e  A c t ion  Taken
/)rJ, u.i v.v7 / /d f  A- j  Jrifrt£&<yj__________________

OTHER



L E G I S L A T I V E  R E F E R E N C E  L I B R A R Y

LEGISLATIVE AFFAIRS A G E N C Y  

STATE O F  A L A S K A
(9 0 7 )  4 6 5 - 3 8 0 8

F A X  (9 0 7 )  4 6 5 - 2 0 2 9  1 3 0  S e w a r d  S t r e e t , S u it e  4 0 0

M a il S to p  3 1 0 1  J u n e a u , A la s k a  9 9 8 0 1 - 2 1 0 5

Copies of minutes listed below were originally included in this file. The minutes are 
available on the legislative computer database. In order to save space copies of minutes have 
not been left in the files

Mary Pagenkopf
H o u s e  R e s o u r c e s

3_2T7- cj3> 9  •’ 2-2- arr- 
To -^ e ^ 95-4-1  

M B  2 . 0 7
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' 03 /27 / 95 LEGISLATIVE TELECONFERENCE NETWORK SYSTEM

07:57:52 PARTICIPANT LIST (ALL PARTICIPANTS)

TCN:50501 SCHEDULED FOR:03 /27 / 95 08:00 TO 10:00 

PUBLIC HEARING HOUSE RESOURCES

LOCATION:ANCHORAGE 
HB 207

HB 207

TOM WILLIAMS
#o- 3oy /4£>(p/<2 q 4<?5/5
KEVIN TALLER

o. /icy /  4b <£ s7"7 445/b

BP
3'9$'5~

UNCAL

<Pb3 - 76oo

LTN1150

B Y :ANC

FO R :ANC

TESTIFY

TESTIFY

X
03 /27 /95 08 :05 : 28 LEGISLATIVE TELECONFERENCE NETWORK SYSTEM LTN1120

MESSAGE FROM: LIOCDJG IN ANCHORAGE JMU

RE TCN: 50501 SCHEDULED FOR:03 /27 / 95 08:00 TO 10:00 
SPONSOR: HOUSE RESOURCES PURPOSE: PUBLIC HEARING

JMESSAGE TEXT: OFFNET ANC, COMMISSIONER JOHN SHIVELY

( S  O r v -  | i  y\Z~

- 03 /27 /95 LEGISLATIVE TELECONFERENCE NETWORK SYSTEM

08:06 :58 PARTICIPANT LIST (ALL PARTICIPANTS)

TCN:50501 SCHEDULED FOR:03 /27 / 95 08:00 TO 10:00 

PUBLIC HEARING HOUSE RESOURCES

LTN1150 

BY: FBX 

FOR:FBX

LOCATION:FAIRBANKS
HB 207 MR. RICHARD FINEBERGr\i»-nni\u r iw iiuu iw  ^

f .o . ib o y  hlL? £$7c/u. 9 4 7  t>
TESTIFY

v:- ».

........ _ .

h  ~ ' " 1 •■ j- .

ftr- a . . . i- 'V \ • W " v-’.



HOUSE RESOURCES COMMITTEE

A U ijb Iu i  S t a t e  f f ie t j i f l l f l t u r eJhiuuc of iKcprcHcntntiuefl

DATE: J t f e y / V Z ' PLACE: ROOM 1 2 4

SUBJECT OF MEETING:

3/S r2oy~ ?/72&4 ZJ /&<&/
c/i'L’X rf?<S>̂cZ£.tce-<us'

NAME nEPBESENTING ^USINESS/PERSONAl MAILING ADDRESS ^  ZIP (II) PHONE (W) PHONE
DO YOU WANT 
TOTESTIPY?

WHAT SUBJECT/ 
WHICH BILL?

\ p  \AY A K £ i' YUaJA'WO tv /^  O i t i  C ( ' )̂ N H B  - t e n

’ < 3
3  /> 1 d te fU  & & t/ 6 3 / 9 Y N

< 9Ju,'iu j  c~ W o / s i t - y ? ' , 0
Y N

Y N

Y N

Y N

Y N

Y N

Y N

Y N

Y N

Page ol



H OUSE R E S O U R C E S  COMMITTEE 
Roll Call and. Members' Bill Votes

* (indicates first public hearing)

Rcc.n 12 4 , Cap i col Bide. Men., w e d . ; ^ r i .J
Par a: S / 3 7  / 9 f 7 _______________________________________ ____________

T a c e 4 /l'f".39. 9 & ' y O  Joint.-r
j* \

Time: v'-Pti______lam/pm T i m e  A d j o u r n e d : ___________________ am/'pm

RO L L CALL: PRES A3S TIME A R _________________________

Rep. Joe Green.

R e c . Bill williams

R e c . S co re  Ccan __

Rec. A l a n  Austarman

/O A- ̂
Rep. Ra mona Barnes _____   £7

Rap. J o h n  Pavias ^  _____ _________

Rep. Pete Rear ^  _____ _________

Rep. E i l e e n  Mac Lean _____ _____ _________

Rec. Irene Nichelia _____ _____ _________

O t h e r  Legislators Present

A G E N D A :
Bill No. Short Title Action Taken

//A /r-7 Slijt/rfM .K i //:((/, / (& j 0<: • __________________

OTHER

*/*•>- 7 -7 9 3



L E G I S L A T I V E  R E F E R E N C E  L I B R A R Y

LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA

(9 0 7 )  4 6 5 - 3 8 0 8

F A X  (9 0 7 )  4 6 5 - 2 0 2 9  1 3 0  S e w a r d  S t r e e t , S u it e  4 0 0

M a il S to p  3 1 0 1  J u n e a u , A la s k a  9 9 8 0 1 - 2 1 0 5

Copies of minutes listed below were originally included in this file. The minutes are 
available on the legislative computer database. In order to save space copies of minutes have 
not been left in the files.

Mary Pagenkopf
H o u s e . 'R e so u rc .e -s  

3-2.4--95" S-oscw- 
“ io^ e. ̂ 9 ^ - 3 9 ,

HE> 2 . 0 7



J g p U S E  C O M M I T T E E  R E P O | | }

Date of Committee Action:

(9 )
Date Referred: M a rch  22, 1995 F U R T H E R  R E F E R R A L S :  Finance

The RESOURCES Committee considered: HB 207

HOUSE BILL NO. 207 ADJUSTMENTS TO OIL AND GAS ROYALTIES

"An Act relating to adjustments to royalty reserved to the state to encourage otherwise uneconomic production 
of oil and gas; relating to the depositing of royalties and royalty sale proceeds in the Alaska permanent tuna; 
and providing for an effective date."

recom m ends it be replaced v [ r fth e  same title
with the following com m ittee substitu te  C  S ____________________ _____________ [ ] a new title

[ ] additional referral to ______________________ Committee
[ ] attached amendment(s)

ADOPTS:____________________________ Letter of Intent

ATTACHES NEW FISCAL NOTE(s): (Dept) APPROVES PREVIOUS: (DcpUDut)

[ J fiscal note(s) _____________________  [ ] fiscal note(s) _________________________

[ J zero fiscal note(s) _______________  [ l̂Tzero fiscal note(s) I ^ 5

S IG N IN G  W IT H  R E C O M M E N D A T IO N S D P D N P N R A M

X
- ^ r

*

4

•

'
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HOUSE RESOURCES COMMITTEE 
M A R C H  29. 1995 

CO M PA RISO N  OF HB 207

Bill Version O&G CS - "G " 1st RES Draft - "K  " 2nd RES Draft - " U "

SECTION 1 No Legislative Intent Legislative Intent New Legislative Intent
SECTION 2

AS38.05.180 (j)(l) No cross references to 
”s” & "t"

Allows consideration of 
"s" - pooling, and "t" - 
drilling

Same

(j)(l)(A)(ii) Adds "commercial 
quantities" production 
threshold

Changed to "oil & gas for 
sale" (P.2/L. 10)

(j)(D(B) "later stages of 
production decline" 
requirement - no 
consideration of "sale 
value" decrease

Deletes "later stages of 
production decline" and 
introduces "sale value 
decrease"

"later stages of production 
decline" still out - "sale value 
decrease" changed to "price" 
(P.2/L.16)

fi)(l)(C) No changes No changes

OK2) No changes No changes



O&G Version "G" Hse Res Version "K ” Hse Res Version "U"
(j)(3) re-word/ No substantive 

effect
re-worded/ No substantive 
effect

(j)(4) Royalty reduction floor 
of 25%

Floor subsection DELETED Floor re-introduced
20% for new fields(P.3/L. 10)
10% for old fields(P.3/L.13)

r e n u mb e r
(j)(5) commissioner cannot 

require pre-ownership 
info

(J)(4) Commissioner MAY 
require info that is 
"reasonably available"

Same (P.3/L.20-22)

(j)(6) Commissioner's ruling 
is unappealable

( j ) ( 5 )
Ruling is unappealable 
"subject" to (7)

Now at (8)(D) 
(P .4 /L .31)

(j)(7) Commissioner can 
require applicant to 
pay for consultant to 
evaluate

(j ) (6 )
Consultant must be 
"nationally recognized...in 
hydrocarbon production 
and economics"

Same

(j)(8) Commissioners decision 
must be approved by 
Royalty Board

( j ) ( 7 )
Deletes Royalty Board 
approval, inserts approval 
by AOGCC

Deletes AOGCC and allows for 
30-day public comment 
period (P.4/L.2)

SECTION 3 Section 2 
(p) units

Section 3 
(p) units

Same



O&G Version "G" Hse Res Version "K " Hse Res Version "U"
SECTION 4 Section 3 

Effective Date
Section 3 
Effective Date

(s) units

SECTION 5 (t) units

SECTION 6 Effective Date
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WORK DRAFT WORK DRAFT WORK DRAFT

CS FOR HOUSE BILL NO. 212(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINETEENTH LEGISLATURE - SECOND SESSION

B Y  T H E  H O U S E  R E S O U R C E ^  C O M M IT T E E

Offered:
R e fe r r e d :

S p o u s o r (s ) : H O U S E  S T A T E  A F F A IR S  C O M M IT T E E

A BILL
FOR AN ACT ENTITLED

"An Act relating to tlie management and sale of state timber and relating to the
administration of forest land and classification of state land."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.112(a) is amended to read:
(a) Tlie department may not authorize the [SELL OR) harvest of timber, except

for harvests of 10 acres or less or [ISOLATED PERSONAL USE] timber salvaged
from land cleared for a nonforcst use [HARVEST], until a site-specific forest land use 
plan has been adopted. A forest land use plan is required whether or not a regional or 
area land use plan under AS 38.04.065(a) or a forest management plan under 
AS 41.17.230 has been adopted.

* Sec. 2. AS 38.05.112(b) is amended to read:
(b) In adopting a forest land use plan, the [THE] commissioner shall consider 

.  j [BASE A FOREST LAND USE PLAN ON] the best available data, including
information provided by other agencies describing the [IMMEDIATE AND LONG­
TERM] effects of [INDIVIDUAL AND COLLECTIVE] forest activities on tlie timber

-1- CSHB 212(RES)
Now T e x t  U n d e r l in e d  (D E L E T E D  T E X T  BRACKETED ]
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base and on other resources and uses.
♦ Sec. 3. AS 38.05.112(c) is amended to read:

(c) I f a regional or area land use plan under AS 38.04.065(a) or a forest 
management plan under AS 41.17.230. that includes the area to be covered bv the 
forest land use plan required under (a) of this section, has been adopted, the 
requirements of AS 38.04.0650)') do not anplv to a forest land use plan under (a) of 
this section. I f a regional or area land use plan under AS 38.04.065(a) or a forest 
management plan under AS 41.17.230. that includes the area to he covered bv the 
forest land use plan under (a) of this section, has not been adopted, the 
requirements of AS 38.04.065(b) apply to a land use plan under (a) of this section. 
Regardless of whether AS 38.04.065(b) applies to a forest land use plan under (a) 
of this section. [IN ADDITION TO THE REQUIREMENTS OF AS 38.04.065(b),] a 
forest land use plan must [SHALL] consider

(1) commercial timber harvesting, including related activities;
(2) harvesting of forest products for personal use;
(3) fish and wildlife habitat, including

(A) identification and protection of important wildlife habitat;
(B) retention of riparian, wetland, and ocean-shoreline vegetation 

critical foi fish and wildlife habitat; [AND]
(C) classification of water bodies according to physical 

characteristics; and
fD) the use of silvicultural practices, commercial timber 

harvest, and related activities to maintain and enhance the quality of fish 
and game habitat:

(4) uses of forest land for nontimber purposes, including
(A) recreation, tourism, and related activities;
(B) mining, mining claims, mineral leaseholds, and material

extraction;
(C) uses of fish and wildlife;
(D) agriculture, including grazing; and

• i (E) other resources and uses appropriate to the area, including 
compatible traditional uses;

WORK DRAFT WORK DRAFT WORK DRAFT

CSHB 212(RES) -2-
>;nw T e x t  U n d e r l in e d  (D E LE T E D  T E X T  BRA CKETED J
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(5) soil characteristics and productivity;
(6) water quality; and
(7) watershed management.

* Sec. 4. AS 38.05.113 is amended to read:
Sec. 38.05.113. FIVE-YEAR SALE SCHEDULE, (a) The department shall 

annually prepare a five-year schedule of timber sales planned on all land managed by the 
department. Tlie timber sale schedule must provide a time line that identifies timber 
sales, their amounts, and their locations and must be sufficient to provide the public 
and the forest products industry with a basis to comment on future sale offerings 
[BE OF SUFFICIENT SPECIFICITY THAT IT PROVIDES A BASIS FOR THE 
DEPARTMENT TO ALLOCATE ITS RESOURCES IN CONSIDERING AND 
DESIGNING SALES AND IN CONDUCTING ECONOMIC AND ENVIRONMENTAL 
ANALYSES. THE SCHEDULE MUST INFORM THE PUBLIC AND THE TIMBER 
PRODUCTS INDUSTRY OF LONG-TERM PLANS AND PROVIDE A BASIS FOR 
PUBLIC COMMENT].

(b) Except as provided in (c) of this section, a proposed sale may not be held 
unless it has been included in the two five-year schedules preceding the sale. [THIS 
REQUIREMENT DOES NOT APPLY UNTIL ONE YEAR AFTER THE FIRST FIVE- 
YEAR SCHEDULE IS PREPARED UNDER THIS SECTION.]

(c) Sales of 160 acres or less [THE DEPARTMENT MAY ADOPT 
REGULATIONS EXEMPTING SMALL] and emergency sales are exempt from the 
requirements of this section.

* Sec. 5. AS 38.05.113 is amended by adding a new subsection to read:
(d) A proposed timber sale that has been scheduled as specified in (b) of this 

section may be offered past the originally scheduled year without being included in 
future schedules if the sale is held within two years of the scheduled year and the sale

0 ) was offered as scheduled and was not purchased; or
(2) was sold as scheduled and was returned to the state uncompleted.

* Sec. 6. AS 41.17.090(c) is amended to read:
(c) Before beginning operations on municipal or private forest land or on state

- i _land not managed bv the division, the operator shall provide the state forester with a 
detailed plan of operations. The detailed plan of operations must include
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(1) a description of the proposed operations, identifying the land involved 
and the action proposed in sufficient detail to inform the public of the nature and 
location of the proposed operations; the description must include a map and must be in 
a form suitable for duplication;

(2) the name, address, and approving signature of the forest landowner, 
timber owner, and operator; and

(3) other information required in the regulations adopted under this
chapter.

* Sec. 7. AS 41.17.200 is amended to read:
Sec. 41.17.200. STATE FOREST PURPOSES. The purpose of AS 41.17.200 

- 41.17.230 is to permit the establishment of designated state-owned or acquired land and 
water areas as state forests. The primary purpose in the establishment of state forests is 
i .ultinle use management tiiat provides for the production, utilization, and 
replenishment of timber resources while perpetuating [THE PERPETUATION OF] 
personal, commercial, and other beneficial uses of resources [THROUGH MULTIPLE- 
USE MANAGEMENT].

* Sec. 8. AS 41.17.200 is amended by adding a new subsection to read:
(b) In managing a state forest, the commissioner shall, consistent with the 

primary purpose of a state forest under (a) of this section,
(1) allow for the fullest practicable access to, and use and consumption 

of, the natural resources, including timber, fish and wildlife, and minerals; and
(2) restrict the public use of the land and its resources only when 

necessary to carry out the purposes of this chapter.
* Sec. 9. AS 41.17.210(a) is amended to read:

(a) The governor may propose to the legislature the establishment of state forests 
consisting primarily of commercially valuable forest land determined by the governor to 
be necessary for retention in state ownership for management under the principles of 
multiple use and sustained yield and consistent with AS 38.04.i ic proposal of the
governor must include a report and recommendations of the commissioner including

(1) a preliminary forest inventory;
(2) a summary of the testimony offered at public hearings held on the 

management of the proposed state forest in communities proximately located to a
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1 proposed state forest;
2 (3) the findings of the commissioner on anticipated incompatibilities of
3 uses described in AS 38.05.112(c) under AS 41.17.230 [AS 38.05.112(d)];
4 (4) written comments from appropriate state agencies on the compatibility
5 of the uses described in AS 38.05.112(c) within the proposed state forest;
6 (5) an estimate of the cost of a full implementation of an operational
7 I level forest inventory and the management plan.
8 * Sec. 10. AS 41.17.230(a) is amended to read:
9 (a) The commissioner shall prepare a management plan consistent with

10 AS 38.04.005 and this chapter for each state forest and for each unit of a state forest to
11 assist in meeting the requirements of this chapter. An operational level forest inventory
12 shall be completed before a management plan for the state forest or the unit of a state
13 forest is adopted. The management plan shall be adopted, implemented, and maintained
14 within three years of the establishment of a state forest by tlie legislature. The
15 management plan must consider and permit the uses described in AS 38.05.112(c).
16 I f the commissioner finds that a permitted use is incompatible with one or more
17 other uses in a portion of a state forest, the commissioner shall affirmatively state
lg in the management plan that finding of incompatibility for the specific area where
19 the incompatibility is anticipated to exist and the time period when the
20 incompatibility is anticipated to exist together with the reasons and benefits for each
21 finding.
22 * Sec. 11. AS 41.17.400 is amended by adding a new subsection to read:
23 (e) The wildlife management objective of the Tanana Valley State Forest is the
24 production of wildlife for a high level of sustained yield for human consumption through
25 habitat improvement techniques to the extent consistent with the primary purpose of a
26 state forest under AS 41.17.200.
27 * Sec. 12. AS 38.05.112(d) is repealed.

WORK DRAFT WORK DRAFT WORK DRAFT

» t

-5- CSHB 212(RES)
Hew T e x t  U n d e r l in e d  (D E L E T E D  T E X T  BRA CKETED ]



House Resources 
Co-Chairman
World Trade & 

ate Federal Relations
Transportation

Rules
Oil & Gas

Committees: A l a s k a  S t a t e  L e g i s l a t u r e

Representative William K. Williams
M E M O R A N D U M

January 12, 1996
House Resources Committee members

From: &  Rep. W.K. Williams, Co-chair 
House Resources Committee

Date:

To:

During Session: 
State Capitol 

Juneau, AK 99801-1182 
(907) 465-3424 

Fax (907) 465-3793

In Ketchikan:
352 Front Street 

Ketchikan, AK 99901 
(907) 247-4672 

Fax (907) 225-8546

Re: Proposed new CSHB 212 (9-LS0695\M, 1/4/96)

1. At our December 5 hearing, the Administration came to us with lour changes they wanted in the bill as amended by the CS we adopted at that hearing. The attached new CS addresses two of those four recommendations.
A. Section 8 j f  the bill: In paragraph (1), the Administration wanted the words “ the fullest” c jleted. In paragraph (2), die Administration wanted the word “only” deleted.

To accommodate this request, the section has been redrafted. In discussing the issue with the Department, we found that the major concern here was whether the language would be interpreted to mean that a high level of roading would be required. The new language eliminates that interpretation while still protecting against unnecessary restrictions on access, which is the primary purpose of the section.
B. Section 11 of the bill: The Administration wanted the word “consumption” changed to 
the word “use.”

This change was adopted as requested. So far as we know, no one objected to this amendment, including the sponsor.
2. Representative James’ office has provided a new sponsor statement for HB 212. A copy is attached for inclusion in your bill packets.
3. If you have any questions about the bill or the proposed new CS, please feel free to contact my committee aide, Jack Phelps at 465-3715.

Hydcr • Ketchikan • Mcycn Chuck • Saxmun
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CS FOR HOUSE BELL NO. 212(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINETEENTH LEGISLATURE - SECOND SESSION

BY THE HOUSE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE STATE AFFAIRS COMMITTEE

A BILL
FOR AN ACT ENTITLED 

"An Act relating to the management and sale of state timber and relating to the 
administration of forest land and classification of state land."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.112(a) is amended to read:
(a) The department may not authorize the [SELL OR] harvest of timber, except 

for harvests of 10 acres or less or [ISOLATED PERSONAL USE] timber salvaged 
from land cleared for a nonforest use [HARVEST], until a site-specific forest land use 
plan has been adopted. A forest land use plan is required whether or not a regional or 
area land use plan under AS 38.04.065(a) or a forest management plan under 
AS 41.17.230 has been adopted.

* Sec. 2. AS 38.05.112(b) is amended to read:
(b) In adopting a forest land use p* m. the [THE] commissioner shall consider 

[BASE A FOREST LAND USE PLAN ON] the best available data, including 
information provided by other agencies describing the [IMMEDIATE AND LONG­
TERM] effects of [INDIVIDUAL AND COLLECTIVE] forest activities on the timber
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1 base and on other resources and uses.
2 * Sec. 3. AS 38.05.112(c) is amended to read:
3 (c) I f  a regional or area land use plan under AS 38.04.065(a) or a forest
4 management plan under AS 41.17.230. that includes the area to be covered bv the
5 forest land use plan required under (a) of this section, has been adopted, the
6 requirements of AS 38.04.065(b) do not apply to a forest land use plan under (a) of
7 this section. I f a regional or area land use plan under AS 38.04.065(a) or a forest
8 management plan under AS 41.17.230. that includes the area to be covered bv the
9 forest land use plan under (a) of this section, has not been adopted, the

10 requirements of AS 38.04.065(b) apply to a land use plan under (a) of this section.
11 Regardless of whether AS 38.04.065(b) applies to a forest land use plan under (a)
12 of this seciion. [IN ADDITION TO THE REQUIREMENTS OF AS 38.04.065(b),] a
13 forest land use plan must [SHALL] consider
14 (1) commercial timber harvesting, including related activities;
15 (2) harvesting of forest products for personal use;
16 (3) fish and wildlife habitat, including
17 (A) identification and protection of important wildlife habitat;
18 (B) retention of riparian, wetland, and ocean-shoreline vegetation
19 critical for fish and wildlife habitat; [AND]
20 (C) classification of water bodies according to physical
21 characteristics; and
22 (D) the use of silvicultural practices, commercial timber
23 harvest, and related activities to maintain and enhance the quality of fish

24 and game habitat:
25 (4) uses of forest land for nontimber purposes, including
26 (A) recreation, tourism, and related activities;
27 (B) mining, mining claims, mineral leaseholds, and material
28 extraction;
29 (C) uses of fish and wildlife;
30 (D) agriculture, including grazing; and
31 (E) other resources and uses appropriate to the area, including
32 compatible traditional uses;
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(5) soil characteristics and productivity:
(6) water quality; and
(7) watershed management.

* Sec. 4. AS 38.05.113 is amended to read:
Sec. 38.05.113. FIVE-YEAR SALE SCHEDULE, (a) The department shall 

annually prepare a five-year schedule of timber sales planned on all land managed by the 
department. The timber sale schedule must provide a time line that identifies timber 
sales, their amounts, and their locations and must be sufficient to provide the public 
and the forest products industry with a basis to comment on future sale offerings 
[BE OF SUFFICIENT SPECIFICITY THAT IT PROVIDES A BASIS FOR THE 
DEPARTMENT TO ALLOCATE ITS RESOURCES IN CONSIDERING AND 
DESIGNING SALES AND IN CONDUCTING ECONOMIC AND ENVIRONMENTAL 
ANALYSES. THE SCHEDULE MUST INFORM THE PUBLIC AND THE TIMBER 
PRODUCTS INDUSTRY OF LONG-TERM PLANS AND PROVIDE A BASIS FOR 
P TBLIC COMMENT].

(b) Except as provided in (c) of this section, a proposed sale may not be held 
unless it has been included in the two five-year schedules preceding the sale. [THIS 
REQUIREMENT DOES NOT APPLY UNTIL ONE YEAR AFTER THE FIRST FIVE- 
YEAR SCHEDULE IS PREPARED UNDER THIS SECTION.]

(c) Sales of 160 acres or less [THE DEPARTMENT MAY ADOPT 
REGULATIONS EXEMPTING SMALL] and emergency sales are exempt from the 
requirements of this section.

* Sec. 5. AS 38.05.113 is amended by adding a new subsection to read:
(d) A proposed timber sale that has been scheduled as specified in (b) of this 

section may be offered past the originally scheduled year without being included in 
future schedules if the sale is held within two years of the scheduled year and the sale

(1) was offered as scheduled and was not purchased; or
(2) was sold as scheduled and was returned to the state uncompleted.

* Sec. 6. AS 41.17.090(c) is amended to read:
(c) Before beginning operations on municipal or private forest land or on state 

land not managed bv the division, the operator shall provide the state forester with a 
detailed plan of operations. Tlie detailed plan of operations must include
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(1) a description of the proposed operations, identifying the land involved 

and the action proposed in sufficient detail to inform the public of the nature and 

location of the proposed operations; the description must include a map and must be in 

a form suitable for duplication;

(2) the name, address, and approving signature of the forest landowner, 

timber owner, and operator; and

(3) other information required in the regulations adopted under this

chapter.

* Sec. 7. AS 41.17.200 is amended to read:

Sec. 41.17.200. STATE FOREST PURPOSES. The purpose of AS 41.17.200 

- 41.17.230 is to permit the establishment of designated state-owned or acquired land and 

water areas as state forests. Tlie primary purpose in the establishment of state forests is 

multiple use management that provides for the production, utilization, and 

replenishment of timber resources while perpetuating [THE PERPETUATION OF] 

personal, commercial, and other beneficial uses of resources [THROUGH MULTIPLE- 

USE MANAGEMENT].

* Sec. 8. AS 41.17.200 is amended by adding a new subsection to read:

(b) In managing a state forest, the commissioner shall, consistent with the 

primary purpose of a state forest under (a) of this section, restrict the public use of the 

land and its resources, including timber, fish and wildlife, and minerals, only when 

necessary to carry out the purposes of this chapter.

* Sec. 9. AS 41.17.210(a) is amended to read:

(a) The governor may propose to the legislature the establishment of state forests 

consisting primarily of commercially valuable forest land determined by tlie governor to 

be necessary for retention in state ownership for management under the principles of 

multiple use and sustained yield and consistent with AS 38.04.005. The proposal of the 

governor must include a report and recommendations of the commissioner including

(1) a preliminary forest inventory;

(2) a summary of the testimony offered at public hearings held on the 

management of the proposed state forest in communities proximately located to a 

proposed state forest;

(3) the findings of the commissioner on anticipated incompatibilities of
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uses described in AS 38.05.112(c) under AS 41.17.230 fAS 38.05.112(d)];
(4) written comments from appropriate state agencies on the compatibility 

of the uses described in AS 38.05.112(c) within the proposed state forest;
(5) an estimate of the cost of a full implementation of an operational 

level forest inventory and the management plan.
* Sec. 10. AS 41.17.230(a) is amended to read:

(a) The commissioner shall prepare a management plan consistent with 
AS 38.04.005 and this chapter for each state forest and for each unit of a state forest to 
assist in meeting the requirements of this chapter. An operational level forest inventory 
shall be completed before a management plan for the state forest or the unit of a state 
forest is adopted. The management plan shall be adopted, implementedj and maintained 
within three years of tl f lishment of a state forest by the legislature. The 
management nlan must consider and permit the uses described in AS 38.05.112(c). 
I f  the commissioner finds that a permitted use is incompatible with one or more 
other uses in a portion of a state forest the commissioner shall affirmatively state 
in the management plan that finding of incompatibility for the specific area where 
the incompatibility is anticipated to exist and the time period when the 
incompatibility is anticipated to exist together with the reasons and benefits for each 
finding.

* Sec. 11. AS 41.17.400 is amended by adding a new subsection to read:
(e) The wildlife management objective of the Tanana Valley State Forest is the 

production of wildlife for a high level of sustamed yield for human use through habitat 
improvement techniques to the extent consistent with the primary purpose of a state 
forest under AS 41.17.200.

* Sec. 12. AS 38.05.112(d) is repealed.
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Alaska State Legislature
H O U S E  R E S O U R C E S  C O M M IT T E E  state Capitol

Juneau, A laska 99801-1182 
(907)465-3715

M E M O R A N D U M

Date: January 18 ,1996

T0: Resources Committee members
From: Rep. W.K. Williams, Co-chairHouse Resources Committee
Re: Proposed amendments to HB 212, version M

Attached are the amendments to HB 212 that Rep. Davies wants considered. There is also a proposal from Rep. Long which would change the word “production” on page 5, line 22 to 
“protection.”
We will consider these amendments at the beginning of tlie House Resources committee meeting this afternoon at 3:00. It is still my intention to move tlie bill from committee today. If you have any questions, feel free to call me or my committee aide, Jack Phelps, at 465-3715.
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1/17/96 
Version M

A M E N D M E N T

OFFERED IN HOUSE RESOURCES BY REPRESENTATIVE J O H N  DAVIES

TO: CSHB 212 (RES)

Page 3. line 20:

Delete: ’Sales of 160 acres or les3’

Insert: ’Sales under 500.000 board feet’



OFFERED IN HOUSE RESOURCES 

TO: CSHB 212 (RES)

Page 5, line 20-24: 

Delete all material 

Page 5, line 25:

D e le te  "’•Sec. 12."
In s e rt "*Sec. 11."

AMENDMENT

BY REPRESENTATIVE J O H N  DAVIES

1/17/96
Version M



AMENDMENT

OFFERED IN H O U S E  RESOURCES BY REPRESENTATIVE J O H N  DAVIES

TO: CSHB 212 (RES)

Page 5, line 20-24: 

Delete all material 

Page 5, line 25:

1/17/96
Version M

D e le te  "*Sec. 12."
In s e r t "*Sec. 11."
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Version M

AMENDMENT

OFFERED IN HOUSE RESOURCES BY REPRESENTATIVE J O H N  DAVIES

TO: CSHB 212 (RES)

Page 5, line 20-24: 

Delete all material 

Page 5, line 25:

D e le te  "*Sec. 12."
In s e rt "*Sec. 11."
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The RESOURCES Committee considered: HB 212
HOUSE BILL NO. 212 TIMBER MANAGEMENT
"An Act relating to the management and sale of state timber and relating to the administration of forest land 
and classification of state land."
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