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53%
AMENDM E-NJT
OFFERED IN THE SENATE
TO: SCS CSHB 207(RES)
1 Page 4, line 30. through page 5. line 2:
2 Delete all material and ir*ert
3 m-SlIftU
4 (A) _makc_and publish n Pithminary_OmlDta_aflt
5 drtermination on the royalty increase.
6 application: ,If the preliminary finding and tktcnnipation_conttmi.a
[ fovaltv increase. dccrcave.or other aditttimeflLuflder_.(IHA) of thh
8 subjection, the preliminary findings aiHLdttiti<HL5h*|LahgJK | rofllicd
9 to the governor foe the governors approval or dbappnnalldbe g» xn»f
10 mav not delegate a decision to approve or disappr»«t-I_preiimiiiaa
Oodin£s.end.dcthign.UDtkiHhia.syluiafaaBfilu
12 (I ein mtwmbk publkoolKi-*J*"P O'limioaoJIm Iff|?
13 M djklcrmiflalkMLRnd
15 determination duringa s<nia» periodior melirt oLimblk comment

16 Page 7. line 32. after "determination :
17 Inwrt “and present it to the governor for thegovernor® amro*aLorjlkagntnvgE
18 the ggiemor mav not delegate a decision to approve OF disapprove a Onai fimlin® and

19 decbii.'LimxmnljunskU hkjfthwjan aah;

20 Page 8. line 2 after adjustment
21 Invert “JLwemsedJhl-UK,CiUUR?r.

of*



DIVISION OF LEGAL SERVICES
LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
M 11Wh mSHt* IOV W e W *»
MEMQBANPUM Mav 2 1995
SI''UM'T: Arocndnent ||} i» jfaft ST'S CSIII 207<Reww. authort/mp ihc

commttMoocr of luiuia) te«nufce* lo make *Jjucimrn<« o f (maltx*
payable by Wale [a w oo oil and w%eproduction
(Work Older so QGIKWVmJ)

10 Senator Loren Leman. Chan
Senale Rciowee* Commniot
ATTN Annclic KieOrtt

| ROM: lark ( hc%"»efti
I.cynlafor (
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DIVISION OF LEGAL CERVICES
LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
Wﬂm«nt*** " W
WWUr << Awm 1U4*99W| :i%w
MtMORANDIIM May I. 1995
SUBJECT: Amendment 110 lo draft SCS CSIII 207(RcH anthon/mg ihc

commiiuonct of natural icwxmwo lo make adiuumenu of rovaliw*
MIiNc h> ailr kiKti cmoil and gat production
Work Order so 9<hK»)906)

10: Senator I men | cman. (Karr
Senate Rctouicct Comrmttee
ATIN  Annette Krnt/et

FROM: Jack < hcormei -
| cjpdatiwC

Yivddivi «d that [do «o hitl nmJload whether mFght of tht amendment Ihe Imo
adkwnalnrfnmn lo ‘'mulcting ccoMiao"anvmy on|4fr I at kne 7and on pave 4
athr 20 thmdd nm aiat he deleted*
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Alaska State Legislature

o, Interim
Stale Capitol 716 W 4th Avenue
luncau AK 99601-1182 MEMO Anchorage AK 99501%2113

70 Jack Chenowcth. Attorney

HGa] SR 2029 fanpat

f
FROM nnette E. Kreit/cr. Aic to
éenate FFesource’gCoAr\nkrhlttee K/IA

DATE  May2.1995  6.40pm

RE: Additional Amendment* tn I[IB 207 Draft vcnion 11

Amendment *5) Rage 4. lone 14;
after production.

and transportation (.and marketing) of oil and

Amemlment *6) Scciwm J.4and S DELETE )
L The cotmrotuonct nhay nos [increase or)}.decrease
gor otherwme_adgju,st Toyalty on I¢atct tn connection with a cooperative or unit plan
utp avprovided in(j) of this section

AA committer'. After revtewtnf the O1tum envenng |JIA A, it teems suge |upus t?

ury that tnfmnutxei cymnyuc* mam to tmuin confidentt) from the public it Conftdcmu

In‘uaff and %gents of the | 1A A Comrmitee er def there ha\_/% to he acwrame for the
rnH)an?t mfomucaon tqgtth I_P/deem to he confylrmul will hr treated confidentially
y the uatfnr(inrafen id the | HA A cnmmmcel

(l)HNI.Y cmHR UNRESOLVED ISSUE fuMItng of confidential mfomution hy ua/f to
U



Alaska State Legislature

Session: Interim:
State Capitol 716 W4th Avenue
Juneau AK 99801-1182 MEMO Anchorage AK 99501-2133
70 Jack Chcnowcth Attorney
Legal § erwees
afax: 2029 . two pages

FROM: Annette E. Kreit/er. Aideto™ ~ v, i
Senate Resources Commlttee

DATE. May 2. 199
RE: Amendment* to HB 207 Draft version B

need hefollowI 1000 a.m. Wednesday. |will be inm ffc x4907) until
&ro%i p.m. PYeage(Pr efoIIowmga iendment* to 118 207 Skdr %tverswn

Amendment *1) For non roducm f|eId*under3H051H0(J <I|) l] he preliminary

and fmal fmdm and determm |on mu tbe SI ned b%theGoverno Governor

caq]ot el ﬁ@tet |frs onsihlity. You may h tpe co ner* statutory
thority urder Title a fo  THt* e uwe ent 0C* not ap yto f) E

unccoriomic oflscal limiton thea ount of myal reduct|on

mJ ere I*
under 3 XIXA ve/hlch would require the Governor s sig| tureo he preliminar
ol ?mdmgtd | g P y

Amendment#zz Page 4, lanes 18-20.
<B) keep the data jxucptfor the dataldlsclosed mder {10) of this subsection (to a

commit eeofthe eglsl reor%tothe |slatf|veludgc an?AudnCommmee conflde?UaI
under AS ZLéu on the request ot the cs*ee or lessee* making application for
the royalty mcrease orqc rea|e or other royalty adAustment

Page 5.1met 21-3Z and Page 6 Line* 1-15 also Page 6. line* 31-32

Rcmos% reference to le |sIat?rap|at)r0vaI R%vert to Ian(iuage similar to CS HB 207(LLN)
am where dlecommtwu ner offer™ to appear ne ﬂre the [TTA"A commmcc wu the

E) rorurg/ Inging™ ﬂetermmano Ptea«c e sure o retain regmrement

onfidential infor at|on e suhmmed to 1.BAA (See Section 8 of CS HB 21J/(FIN)).



Pago L chcnowcth HB 207

Amendment #3) Clean up amendment

Page 2, Ltnc 19:
DELETE (Increase,)

Page 3. Line 5:
After including INSERT: price.

Page 3. Line 6:
After development (and) operating and transportation costs,

Page 3, Line 9:
After royalty, DELETE (a share of net profits,)

\mcndment #4) Page 5. Lines 13-15:

(© the projected |social] effects of the proposed royalty increase, decrease, or
other adjustment!,including its effects) on the employment of Alaskans and the use of
in state contractors and suppliers: and



429 B Version L . .
Senate CS for CSHB207-Adjustinents to Oil and Oas Royalties

Sec. | technical /

See. 2 p2 Line 10 pool, or portion of field or pool
p 2 Line 1 pool, or portion of field or pool
p 2 Line 14 pool, or portion of field or pool
p 2 Line 16 pool, or portion of field or pool
p 2 Line 18 pool, or portion of field or pool

p 2 Line 9-10  sunset 5 year minimum  6/1/2000
2 (B Il language
2 pool, %r %ortion of field or pool

pd Line 4-15 &B _
C) shall address price change and
other relevant factors
(D) delete 11-15

% delete ‘sprice”

p3 Line 17 pool, or portion of field or pool

p34(A) (i) LB&A only may review ifnot done in 40
days. May do advisory decision.
Time frmac - 40 days from Public notice
confidential info only to professional staff

p4 Line 5 delete from ; through Line 8

p 4 Line 14 delete “transportation and marketing cf oil and
gas ¥

p 4 Line 15 delete "necessar?/" . .
insert "reasonably available to applicant"

p4 (5 (B) invrt confidentially language
use House language on AS 38.05.035(a) (9)

p5(9) findings (A). (B>'and (D) OK as written
(C) delete (C) Urtough adjustment



combine B & C-deletc social effect

p 5 (10) delete totally .
insert new language f Lith)
p 6-7 (12 "
A (il no appealability

p 7Line9-10  deltc "as to - otluir adjustment”
p 7 (B) delete  a/'fVji-t'

Sec. 3,4&5 delete “increase, or otherwise adjust’



Alaska State Legislature

Session: Interim:
State Capitol 716 W 4th Avenue
Juneau AK 99801-1182 MEMO Anchorage AK 99501-2133
TO: Jack Chcnowcth, Attorney
Legal Services / )
FROM: Annette E. Krcitzer, Aide to Ik A
Senate Resources Committee |
DATE: April 29, 1995
RE: CS HB 207, Adjustments for Oil and Gas Royalties

Great catch (see previous memo).
1 Change the public comment period in suoscction (8) to 30 days.

2) Put parallel language in (10)(A) that deals with the commissioner appearing before
legislative committees no earlier than 10 and no later than 30 days after giving public notice
as provided under (8) of this subsection.

3) Page 7, (B)(ii) line 20 and line 27: Change legislative and LB&A committee review
to 5Q days (from 45). The clock for legislative review and LB&A review will run
concurrently with the commissioner’s preparation of final determinations/findings. So. we
need to change line 20: act within 5Q days of the end of the public comntcnt period under
subsection (8) (of submission of lhe proposed final findings and
determination] same on line 27: act within [45J 50 days of the end of the public
comment period under subsection (8) (of submission of lhe proposed final
findings and determination].

4) Regarding page 4. paragraph 5: the assignee has to meet the criteria under (j)(2) on
page 2 lines 23-27.



DIVISION OF LEGAL SERVICES
LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
&907) 465-38670r 465-2450 _
AX g907) 465-2029 130 Seward Street. Suite 409
Mail Slop'3101 Juneau, Alaska 99801-2105
MEMORANDUM April 29, 1995
SUBJECT: Draft SCS CSHB 207(RES), authorizing the commissioner o f natural

resources to make adjustments o froyalties payable by state lessees on
oil and gas production (Work Order No. 9GH-0039W)

TO: Senator Loren Leman, Chair
Senate Resources Committee
ATTN: Annette Kreitzcr

FROM: Jack Chenoweth ->/
Legislative Goynser

And yet another draft . And yet another memo

Look at your last transmittal. On page |, where you ask that the date be changed to March
15, 1999, you go on to say "for all requests for royalty modification * Do you mean all? If
so, this draft doesn’'t do that. This draft retains the distinction between "new" production
under subparagraph (A) and existing and reestablished production under subparagraphs (B)
and (C)

In paragraph (5), does anyone know what is being talked about when, with reference to an
assignment, there is imposed the requirement that "the assignment meets the requirements of
this subsection ” There arc no requirements that are explicitly specific to assignments, so |
think this requirement could prove to be abone o f contention unless something more specific
iS substituted

JBC.gc
95-316 glc

Enclosure
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9-GH0039W/
Chcnowcth
4/29/95

DRAFT

SENATE CS FOR CS FOR HOUSE BILL NO. 207(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsorts): 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 BV THE LEGISLATURE OF THE STATE OF ALASKA:

e Section 1 AS 36.30.850(b) is amended by adding a new paragraph to read:

(33) contracts between the Department of Natural Resources and
contractors qualified to evaluate hydrocarbon development, production, transportation,
and marketing economics, to assist the commissioner of natural resources in evaluating
applications for oil and gas royalty increases or decreases or other oil and gas royally
adjustments, and evaluating the related financial and technical data, entered into under
AS 38.05.180]j).

e Sec. 2. AS 3S.05.180(j) is amended to read:
() 'hc [TO PROLONG THE ECONOMIC Lire OF AN OIL AND GAS
MOLD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR

1- SCS CSHB 207(RES)

r«*g yr.dfirllnod |IDELETED TEXT BRACKETED1
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GAS THAT WOUI1I D NOT OTHERWISE BE ECONOMICALLY FEASIBLE, THE]
commissioner

(1) nuiv provide For an increase or decrease or otherwise adjust
[SHALL ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on
individual leases, leases unitized as describe' in (p) of this section, leases subject to
an agreement described in (s) or (t) of tliis section, or interests unitized under
AS 31.05: the commissioner mav act under this subsection to increase, decrease, or

otherwise adjust the rovaltv

(A) after the effective date of this Act and not later than

March 15, 1999. to allow for production From an oil or gas field if
(i) the oil or gas field has hcen delineated sufficiently
to allow die commissioner to conduct the analyses and make the
findings reunired hv this subsection;

(ii) the field has not previously produced oil or gas for

k sale: and

x liii) oil or nas production from the field would not

otherwise he economically feasible:
<B) to prolong the economic life of an oil or gas field when the
field's operating costs exceed its revenue and, without a rovaltv increase,
decrease, or other adiustment. arc likelv to continue to do so; or
i.0 to reestablish production of shut-in oil or izas that would
not otherwise he economically feasible:

12} [ THE COMMISSIONER] may not grant a [REDUCTION OF]
royalty increase, decrease, or other adjustment unless the lessee or lessees requesting
the increase, decrease, or other adjustment (REDUCTION] makes a clear and
convincing showing that an increase, decrease, or other adiustment of rovaltv meets
the requirements of this subsection and is in the best interests of the state;

)3) shall

IA} (THE REVENUE FROM THE LESSEES SHARE OF ALL
HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY TO
CONTINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE RATE
OF RETURN WITH RESPECT TO THE LESSEE'S TOTAL INVESTMENT IN

SCS CSHB 207(RES) -

V‘W r'y rnifrlinv'l (DELETED TEXT BRACKETED!
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THE FIELD. THE COMMISSIONER MAY] condition anf [A] royalty
increase, decrease, or other adiustment [REDUCTION] granted under this
subsection in any way necessary to protect the state's best interests:

(B) describe, in the findings and determinations required by
this subsection, the assumptions, including projected production rate or
voltime. predicted ultimate recovery, or development and operating costs,
upon which the increase, decrease, or other adjustment is based: and

fC) set out the terms and conditions, which mav include
substitution of a sliding scale rovaltv. a share of net profits, or other
mechanisms, that will govern subsequent increases, decreases, or other
adjustments to restore, increase, or decrease the state’s rovaltv share if the
assumptions upon which the commissioner relied are subsequently
determined to have underestimated or overestimated the economic feasibility
of the Held's development without a rovaltv increase, decrease, or other
adiustment:

<) mav not grant a rovaltv increase, decrease, or other adiustment
for a field

(A) under (1)(A) of this subsection if the

ti) rovaltv increase, decrease, or adjustment for the
field would establish a rovaltv rate of less than five percent in
amount or value of the production removed or sold from a lease or
leases covering the field: or

(i) anticipated aggregate vnluc of the proposed royalty
decrease or other adjustment is a reduction that would exceed
$10.000.000 units, the commissioner and the lessee or lessees
applying for the rovaltv decrease or other adjustment agree that the
decrease or other adjustment mav take effect nnlv If not disapproved
under <12)(Htliit of this subsection and the commissioner first submits
the decrease or other adjustment under that provision;

<i*J_nnder <1)(H> or 11KC) of this subjection irJhc.rQYallY
decrease or other adiustment for the field would establish a rovnltv rate of

less than three percent in amount or value of the production rcmovcd-Or

-3- SCS CSHB 207IRES)
vrv TIXC VonaT'Ir.rl ISSLSTSD TEX7 BMCKTTSS!
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sold from a lease or leases covering the field:

(5 mav not grant a rovaltv incrca.se. decrease, or other adjustment
under this subsection without including on exnlicit condition that the rovaltv
increase, decrease, or otl or adiustment is not assignable without (he prior written
approval of the commissioner: the commissioner’s approval of an assignment nmst
he based on a clear and convincing showing bv the assignor that the assignment
meets the rennircments of tins subsection and is in the best interests of the slate:

(6) shall require the lessee or lessees to submit, with the application
for the rovaltv increase, decrease or other adjustment, financial and technical data
that demonstrate that the requirements of this subsection are met: the commissioner

shall

(A) ronuiro disclosure of the financial and technical data

relating-to development, production, transportation, and marketing of oil
and gas from the field that are necessary to make a determination as to
whether or not to grant the rcnuest for rovaltv increase, decrease, or other
adjustment; and
Lit) keep the data, except for the data disclosed under (10) of
this subsection to a committee of the legislature or to the legislative Budget
and.Andit_Conimlttcet_cnnfidyntial under AS 38,05.035(a)(9) upon the
rcnucst of the lessee nr lessres making application for the rovaltv increase
or decrease or other rovaltv adjustment:
<7) mav rcuuire the lessee or lessees making application for the
ro>n|ty increase,..decrease, nr other adjustment to nav for the services of nn
independent contractor. Qualified to evaluate hvdrocarhon development, production,
transportation, and marketing economics, who is selected hv the commissioner to
assist the commissioner in evaluating the application and financial and technical
data; selection of an independent contractor under this paragraph is not subject to
ASJ6HQ
[.”> shall make and publish a preliminary findings and determination
on the royalty inct. isc. decrease. °r other adjustment application, uise reasonable
pnblk notkc of the preliminary findings and dctcrminatipn. and insite public

comment on the preliminary findings and determination during a Mi*lav period for

SCS CSHB 207<RES V)

L, W Trxr. /mrrw 7ZAT BMCrXTtOlI
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receipt of public comment;
9 shall address in any findings and determinations required under
this subsection
(A) the projected effects of the proposed rovaltv increase.
decrease, nr other adjustment;
[KLthcJikclihood that the proposed royalty Increase, decrease.
or_other adjustment will result in incremental capital investment or other
hene_ficjai_sp_eiuijniL>yithin_ihc_statc. ancl inc steps taken hv lhc commissioner
in conditioning the royalty increase, decrease, another adjustment to assure
that anticipated investments or other.beneficial spending within the Mate
occur:
tO the projected social effects of the proposed royalty
increase, decrease. nr other adjustment, including its effects on the
emplnsmerit of Alaskans and the n<e of in-slatc contractor* and sunnlim:
and

d>i «hc proles! effects oLlhej Enpgsyd.rpyfIIbLincrch*
decrease, or. adjustment-nnon-.cxistint’ and potential new oil and ms

£5rJ»nijjL>n_ajid_rle\ylopment!l and upon competition and pattern? of
investments_related Jo oii and uas exploration and development:
(/0> os to

1A) a_rovaltY dccrcast or other royalty adjustment that, under
! AILjIJ-nf this suction, requires legislator approval and the legislature
bJtunsionijnasiai?ptarJ?efpre one ormorc standing or special committee*
of each hmtse o the legislature to provide the committer a review of the
tQmissiontr.A-greiiminarv-nndings and determination on Ihc_ro>alty
increase, decrease* or Qther adiustment application and the supporting
financial and.tcchnical data: if. under 16HB) »f this subsection. thcflnanclal
and tcchnicaldata must be kert confldential at the renuest of a lessee or
lessees making application for the ro»alh decrease or other adiustment. the
commissioner mav appear hefore a committee in executive session: and

till a msalts decrease or other adiustment that, under
dilAMIIi of IhLs subsection. requires legislat e approval and the legislature

SCS CSIIB 207(RKSt

. . oS¢ .
it* r«r —a-TLIM (rtX B rmr pmeckttiz)
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isjiQl iij icssion, or as to a rovaltv increase. decrease, or adjustment other
than one described in (4)(A)(il) of this subsection, shall ofTciHP_aDg£lu:
IK'forcJhc_Legislatiyg .Budget and Audit. Committee on a dav Uiat Is.nat
earlier than H> days and not later than JQ_davs_after giving DUblig.nPtfcg
tinder (8) of this subsection, to provide (he committee, a review of the
commissioner's nreliminnrv findings and-determination on the rqyfllll
increase,, decrease, or olher adjustment, application and Ihc supporting
financial andtcchrikal-daja; if ihc LcgLsinjivcjtudiict and Audit Committee
accent the commissioner's offer. the committee shall give noHcc_ 9fJtic
cnmmittee... mcytingJo.all members of the legislature; if, underlfiKtO.oLIhh
subsection. the fmancinl and technical data must he Kent confidential-althe
retmest nf a Icce.or le*eymaking application fnr the msaltv incrtasejir
decrease or other royalty adiustment, the commissioner mav appcar.btforc
the enmmitire In execmlve session;

i1 1j_shalLmake.copies nf the preliminary.findings and determination

'l fIsflilablt-io

SCS CSHB 207

*AX— ihe. prcsiding-afnttr. of .each house JINTEREST.

INCLUDING RESTORATION OF THE STATED ROYALTY SHARE IN IHE
EVENT OF AN INCREASE IN THE PRICE OF OIL OR GAS. BEFORE
APPROVING A ROYALTY REDUCTION. THE COMMISSIONER SHALL
MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE
MAXIMUM POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE
WITH ALLOWING A REASONABLE RATE OF ECONOMIC RETURN FOR
THE LESSEE. AND SEND COPIES OF THE FINDING TO ALL MEMBERS)
ol the legislature;
gBjrtn-shairs-9UhtJttilamfeN_<iamlin& eommilUC-gn
resources; and
ila-the *halDj?(Jhi.friLM*iunLi-siKMal c«?romHHts gfl ofi
anU.n-sjr.jns,
di'l shall,
IAL far a r?salts Increase, decrease. or othrr adimbrani lhal

Uats_n".»iVjinUer..LLIK.IMm gt.lhh sulnctl®n, require ktblatisc agential,

iHIM

[ ) ISUTIrS rrx? *»xrmrz]



within 30 davs after the dose of the nubile <9nwicnt.ocrM UNCeY. (B)-QLihh
Mibsc-cjfon,
(i) prepare nsummary of the public response <o the
commissioner's preliminary nndingsjind_dctcrjndnation;
(il mnke n final findings and, determination: the
6 final finclini>3{meLH gterm)initw»nj)rgDaLciLiintlgLibis
1 subparagraph rcg«rding_n_royalty Increase, decrease, or other
8 adjustment K a; to ihc lesser or levees applying for Ihc royalty
9 increase. decrease, or other,

10 Inc court;

I "H for aroyally increase. decrease. or other adiustmi

12 under (4)( Nitlh of Oil* subsection. retiulres Icflislatbc approval, within 30
13 days,after the dose. of (he public commeot period under <& of-this
14 avtettiton.

15 () prepare @ <ummin of the public moons* tulhc
16 commissioner's preliminary findings and determination;

17 til) make a proposed final finding and determination
18 and submit it to the presiding omcer of each-house of the legislature:
19 e I{Jhe legislature is In session at the time pf submission and does not
20 act within 45 dais of submission of the Dropped final finding and
21 determination to the presiding officers to disapprove the
e commissioner's Proposed final findings and determination b» enacting
23 lcgblj||.vn*-ihc_Eommiliiionei ihjiL-iisut A-Dnal finding, and
24 drtrrmioatlon; if Ihr.lttblaturc.e.0?! iajoiten. ihe Lnhhfiht
25 Budget and Audit Committee shall role* and approve or disapprove
26 pi*dJIfMI}Ddiois.iLDd-dtttriiiii?all?n-s if the | csrM "¢ Budirt
21 and Audit Committer doe* not art within 45 dass »f submission of
28 the proposed final findings and determination to disapproved
29 matorm »He *f the committer* full memherdito. the tommiistaprr's
30 prepvKd final.findings and dclcrminalions.Jh: ¢"mmbsi«ncLsh.all
3l *»ue a find finding and determination: the commissioner s final
32 findings aml_delcimmall?n. i?repared_under *t> subparagraph

7. M S<MI» WIRLM
*rm fired 2tUTt? TEXT fM U tm t!
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1 rcgurdin” thc roynllyJncrcasc. dccrcajic” or.jithcradiustment is. as
2 In the lessee or lessees applying for the rovaltv increase, decrease, or
3 other adjustment, final and not appealable to the court:

4 (O transmit a conv of the final findings and determination
5 prepared under (A) or (B) of this paragraph to the lessee or lessees making
6 application for the rovaltv increase, decrease, or other adjustment:

! (P) with the consent of the lessee nr lessees implying for the
8 rovaltv increase, decrease, or other adjustment, amend the lease or
9 uniUzaUon_Litircemcnt of. the, lessee or lessees applying for the rovaltv
10 increase, decrease, or other adiustment consistent with the commissioner's
11 final findings and determination; and

12 tk) make conies of the filial findings and determination

available to each pcron who submitted comment under (S) of this subsection

and_*ho Has filed a requestJj>£Jhc_coi>ics;

A

15 il \>Js_not limited by the provisions of AS 38.05.134(3) or tf) of this
16 KctlpninJhccgmrolssigncr's determination undcrthls subsection.
17+ Sec. 3. AS 38.05.150tp) is amended to read:
IN (p) To conserve the natural resources of all or a part of an oil or gas pool, field,
19 or like area, the lessees and their representatives may unite with each other, or jointly
20 or separately with others, in collectively adopung or operating under a cooperative or a
21 unit plan of development or operation of the pool, field, or like area, or a part of it. when
determined and certified by the con missioner to be necessary or advisable in the public
23 interest. The commissioner may. with the consent of the holders of leases involved,
24 establish, change, or revoke drilling, producing, and royalty requirements of the leases
25 and adopt regulations with reference to the leases, with like consent on the part of the
26 lessees, in connection with the institution and operation of a cooperative or unit plan as
21 the commissioner determines necessary mmroper to Secure the proper protection of the
28 public mtcresi  1IkAommissfoncr may n.I Increase nr decrease »r 0therwise adjust
29 Loyally.gnJeaKaJdJm oM tttjon with ,i cooperative or unit plan except as provided
30 In til of 1hh section. The commissioner may require oil and gas leases issued under this
3l section »0 contain a provision requiring the lessee to operate under a reasonable
32 cooperative or unit plan, and may prescribe a plan under which ihe lessee must operate.

SCS <M ill JOTIRKS* -a.
L'ziuiizrtt ictirrtD rtrr tiucxrroi
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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, of a
portion of a lease, may be pooled with other land, whether or not owned by the stale,
under a communication or drilling agreement providing for an apportionment of
production or royalties among the separate tracts of land comprising the drilling or
spacing unit when determined by the commissioner to be in the public interest
Operations or production under the agreement arc considered as operations or production
as t0 each lease commuted to the agreement IhgjcommkiiontlLmas not increase or
dreraw? or °IfKP»IST adiM i oralfy on-kaac In connection with a communication
or drilllng agreement except as nrovfded In (1) of Ihb section.
» See. 5. AS 3805 IHOtti is jmended to read
() The commissioner may prescribe conditions and approse. on conditions,
drilling, or development contracts made by one or more lessees of oil or gat 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 teases operated under approved drilling or development
contracts and interests under them, are escepted in determining holding or control under
AS 3805.140. Hi{ cnmmi-vstoner mav not increase or decrease or otherwise adhrt
raialll.gn.a Inm ar) a SP that art dubkrt Jo a drilling or development contract
avDivided In (1) of thh section,
o Sec. 6. This Act takes effect immediately under AS 01 10.070(c)

SCS CSHB 2*71*1*1
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New language for amendments to Senate CS for CS for House Hill No. 207 (RES)

April 28. 1995

Page 2, lines 27-32

Delete all text, and insert

(D).describe in the findings and determination reunited under this subsection the
assumptions, including price, projected production rale or volume.predicted ultimaic
recovery, or development and operating costs. uDon.which-thc increase. decrease or other

adjusuiicniisbartd.

<C) set fortli the tenns and conditiuns..which nnv includc.thc substitution ofaslidinnscale
royalty, a share of net profits or other mechanisms which will govern subscuucni
increases, decreases or adjustments to restore or increase the state’srovaltv share if the
assumptions upon which the commissioner relied arc subsequently determined to have
underestimated the economic feasibility of the field’s dcvclopmcnEwilhouLarpyaliy

aUimtmcoL
Page 3. line 23

After the word assignable, insert: without the prior written approval of die commissioner,
which approval shall be based upon a clear and convincing showinne that the assignment
meets the requirements of this subsection and is in the bestintcrc: is of the state:

Page 4. lines 28-30

Redraft as follows:

(DU E 1the protected effects of the proppscdipvali? increase, decrease or adiustment unon
existing and potential new oil and eas exploration ant’ development | commercial
enterprise 1. competition, and patterns of investments related to those activities |_wilhmihe

S U Jtlf
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9-GHO0039UW
Chcnowcth
4/29/95

SENATE CS FOR CS FOR HOUSE HILL NO. 207(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Spoiuorti/: HOUSE Rtl.LES 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 |. As 36 30.850(h) is amended by addin* a new paragraph to read:

(33) contracts between the Department of Natural Resources and
contractors qualified to evaluate hydrocarbon development, production, transportation,
and marketing economics, to assist the commissioner of natural resources in evaluating
applications for oil and gas royally increases or decreases or other oil and gas royally
adjustments, and evaluating the related financial and technical data, entered into under
AS 38.05.180(>.

e See. 2. AS 38.05.180(j) is amended to read.
() Tk ITO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS
HELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR

o * SCS CSHB 207(RES)
vev Ttlit unawr.»inrd [SKZrrtD 7TXT BMCKTTOl
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GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE. THE]
commissioner

(1) miULPrgylclc_for.an.Increase nr.decrease or otherwise adjust
[SHALL ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on
illlUvggUI-ll leases, leases nnitim| as described in (p) of this section, leases subject to
an agrcement described in (s) or (t) of this section, or interests uniti/.ed tinder
AS 31.05; the commissioner may act under lhisjubseclion.lo.Incrca.se. decrease, or
otherwise adjust the rovaltv

[A)_i>fter the effectivejinte.oLthis Act and not later than
March 15. 1999. to allow for production from nn oil or itas field if

(il_thc_oil_or gas field has been delineated sufficiently
to allow the commissioner to conduct the analyses and make the
findings required bv this subsection;

(i) the field has not previously produced oil or gas for
sale; and

(iii) oil or gas production from the field would not
otherwise he economically feasible;

(B) to prolong the economic life of an nil or gas field when the
Oeld/s™perating costs exceed its revenue nod, without a rovnltv increase,
decrease, or other adjustment, arc likclv to continue to do so: or

ICLJQ-reestablish Production of shut-in oil or gas that would
not otherwise he economically feasible;

Ql ¢ THE COMMISSIONER] may not grant a [REDUCTION OF]
royalty increase, decrease, or other adjustment unless the lessee or lessees requesting
the increase, decrease, or other adiustment [REDUCTION] makes a clear and
convincing showing that an increase, decrease, or other adiustment of royalty meets
Ihcjgmiirenients of this subsection and is in the best interests of the state;

(3) shall
LM ITHE REVENUE FROM THE LESSEE S SHARE OF ALL

HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKTLY TO
CONTINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE RATE
OF RETURN WITH RESPECT TO THE LESSEES TOTAL INVESTMENT IN

SCS CSIIB 207(KKS) . L 2- .
It r»xt ‘mitmnrd tczirrzv text bhacketzvi
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THE FIELD. THE COMMISSIONER MAY] condition am [A] royalty
Increase, decrease, or other adiustment [REDUCTION] granted under this
subsection in any way necessary to protect the state's best interests;

(B) describe, in the findings and determinations required by
this subsection, the assumptions, includjn”projected production ,rqtc_Qr
volume, predicted ultimate recovery, or development and oncrating costs,
nnon which the increase, decrease, or other adjustment is based; and

(C) set out the terms and conditions, which mav include
substitution of a sliding scale rovaltv. a share of net profits, or other
mechanisms, that will govern subsenucnt increases, decreases, or other
adjustments to restore, increase, or decrease the state's rovaltv share if the
assumptions nnon which the commissioner relied arc snbschucntly
determined to have underestimated or overestimated the economic feasibility
or the field's development without a rovaltv increase, decrease, or other

adjustment;

(4) mav not urant a rovaltv increase, decrease, or other adjustment

for a field

(A) under (DfA) of this subsection if the
(i) rovaltv increase, decrease, or adjustment for the
Held would establish a rovaltv rate of less than five percent in
amount or value of the production removed or sold from a kasc_or
leases covering the field; or
(i) anticipated augreiratc value of the proposed rovaltv
decrease or other adjustment is a reduction that would exceed
$10.000.000 unless the commissioner and the lessee or lessees
annlvinu for the rovnltv decrease or other adjustment agree that the
decrease or other adjustment mav take effect only if not disapproved
under (12)(B)(ii) of this subsection and the commissioner first submits
the decrease or other adjustment under that provision;
(B) under t)(B) or (1)(C) of this subsection if thc_CQyalty
decrease or other adjustment for the fjrtd would establish a rovaltv rate of

lessjhan three percent in amount or value of the production remove Lur

, 3 SCS CSHB 207(RES)
L Oy 1eTt ''ndtrlirtd ircLCTTV 7KX7 BMCKLTtO]
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sold from a lease or leases covering the field;

(5) mav not grant a rovaltv increase, decrease, or other adjustment
under tills subsection without including an explicit condition that the royalty
increase, decrease, or other adjustment is not assignable without Ihe prior written
approval or.lhe commissioner; the commissioner's approval of an assignment must
he based on a clear and convincing showing bv the assignor (hat lhe assignment
meets the requirements of (I).of this subsection and is in the best interests of the
state;

(6). shall require the lessee or lessees to submit, with the application
for the rovaltv increase, decrease, or other adiustment. financial and technical data
that demonstrate that the rcnuircments of this subsection are met; the commissioner
shall

(A) rctmire disclosure of the financial and technical data
related to development, production, transportation, and marketing of oil and
gas_from the field that are necessary to make a determination as to whether
or not to grant the rcnuest for rovaltv increase, decrease, or other
adiustment; and
(I1t) keen the data, except for the data disclosed under (10) of
ihjS.jnhscction.to_a committee of the legislature or to the Legislative Budget
and Audit Committee, confidential tinder AS 38.05.035(a)<9) upon the
reguest of.the lessee or lessees making applicatlon_for_thc royalty increase
or decrease or other rovaltv adjustment;

j7.i may reouire_llie lessee or lessees making application for the
royalty increase, decrease. ur_olhcr adiustment.to pay for the services of an
imfcrandcpt contractor, qualified to evaluate hydrocarbon development, production,
transportation, and marketing economics, \sho ts selected bv the commissioner to
assisL-thc commissioner in evaluating the application and financial and tcchnkat
data; selection of an independent contractor tinder this paragraph is not subject to
AS 36.30:

iHj_shall make and publish a preliminary findings and determination
QiUhejovaltv increase, decrease, or other adiustment application, give reasonable

nublte-QQligf-ofJhc preliminary findings and determination, and invite nubile

| SCS CSHB 207(RES> 4
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comment on the preliminary.findings and determination during a 30-dav period for
receipt of nuhlic comment;

(9) shall address in anv findings and determinations required under
this subsection

(A) the nroiccted effects of the nronnsed rovaltv increase,
decrease, or other adjustment;

(B) the likelihood that the proposed rovaltv increase, decrease,
or other adiustment will result in incremental capital investment or other
beneficial spending within the state, and the steps taken bv the commissioner
in conditioning the royalty increase, decrease, or other adjustment to assure
that anticipated investments nr other beneficial spending within the state
occur;

(C) the projected social effects of the proposed rovnltv
increase, decrease, nr other adiustment. including it m effects on the
employment of Alaskans and the use of in-state contra tors and suppliers;
and

(D) the nroiccted effects of the proposed rovaltv increase,
decrease, nr adjustment nnon existing and potential new oil and gas
exploration and development, and upon competition and patterns of
investments related to oil and gas exploration and development;

(10) as to

(A) arovaltv decrease or other rovaltv adjustment that under
(4)(A)(ii) of this subsection, require legislative approval and the legislature
iS in session, mav appear before one nr more standing or special committees
of e;rh-ho«ise of the legislature to provide the committee a review of the
commissioner's preliminary findings and determination on the royalty
Increase, decrease. or other adjustment application and the supporting
financial and technical data; if. under (OHB) of this subsection, the financial
and technical data.must he kept confidential at the request of a lessee_or
lessees making application for the royalty decrease or *ther adjustment. Ihe
commissioner mav appear before a committee in executive session; and

IEl a_rosalty decrease, or other adjusimenL«M>tJimler

- SCS CSIIB 207<RES)
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(4HA)(il)Lof this subsection, requires legislative approval and (he legislature
is not in session, nr as to a royally increase, decrease, or adjustment other
than _one_descrihed in (4)(A)(it) of this subsection, shnll offer to appear
before the Legislative Budget and Audit Committee on a dav that is not
earlier than 10 davs and not later than 20 davs after yiving nuhlic notice
under (8) of this subsection, to provide the committee a review of the
commissioner's preliminary findings and determination on the rovaltv
increase, decrease, or other adjustment annlication and the sunnorting
financial and technical data; if the Legislative Budget and Audit Committee
accents the commissioner's offer, the committee shall give notice of the
committee's meeting to all members of the legislature: if. under (6)(B) of this
subsection, the financial and technical data must he kcnt confidential at the
reuucst of a lessee or lessees making annlication for the rovaltv increase or
decrease or other rovaltv adiustment. the commissioner mav anncnr before
the committee in executive session:

(111 shall make conies of the preliminary findings and determination

available to

(A) the presiding officer of each house [INTEREST.
INCLUDING RESTORATION OF THE STATES ROYALTY SHARE IN THE
EVENT OF AN INCREASE IN THE PRICE OF OIL OR GAS. BEFORE
APPROVING A ROYALTY REDUCTION. THE COMMISSIONER SHALL
MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE
MAXIMUM POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE
WITH ALLOWING A REASONABLE RArE OF ECONOMIC RETURN FOR
THE LESSEE. AND SEND COPIES OF THE FINDING TO ALL MEMBERS]
of the legislature;

iHi the chairs nf the legislature's standing committees on
resources; and

tC) thc_chairs_of the legislature's special .ct»mmilicrs_pn_nil

and gas. If anv;

fA> for a rovaltv increase, decrease. »r other adiustment that

SCS CSIIB 207(RKS) -5-
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flws_im.lt.under,(_4KA)(ii) of this subsection, require legislative annroval,
within 30 davs after (he close of (he nuhlic comment period under_(8) of (his

subsection,

© O N4 O 0o b W N R
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() prepare a summary of the public response to the

cornmjssinricrNjirejiminarv findings and determination;

(i) make ;i final findings and determination: the

commissioner’s finnl findings andjletcrminationnrcnarcd under this
suhnnragranh regarding a rovnltv increase, decrease, nr other
adjustment is. as to the lessee or lessees annlving for the rovnltv
increase, decrease, nr other adjustment, final and not annealahle to
the court;

tit) for a rovnltv increase, decrease, or other adjustment that,

tinder <4)fA)(ii) of this subsection, rcnuires legislative nnnroval. within 30

da\s after the close of the nuhlic comment period under (8) of this

subsection.

(i) prepare a summary of the nuhlic response to the
comnmsioner's prcliminarv findings and determination;

(i) make a proposed final findings and determination
and submit it tpjhe presiding officer of each house of the legislature;
if the legislature is in session at the time of submission and does not
act within 50 davs after the close of the public comment ncriod under
<8) of this subsection to disapprove the commissioner's nrnnoscd final
nndintts ;»nd determination bv enacting legislation. the commissioner
shall issue a final findings and determination: if the legislature is not
ifi-session. the legislative Budget and Audit c ommittee shall review
and annrovc or disapprove proposed final findings and
determinations; if the Legislative budget and Audit Committee docs
not act uithin 50 davs after the close of the nuhlic comment period
under (8) of this subsection to disapprove, hv majority vote of the
committee's full membership, the commissioner's proposed final
finding and determinations the commissioner shall issue a (Inal

fIMoiLs_iitid_dcltTmination;Jhe commissioner's final findings and

. 7. SCS CSIIB 207<RES)
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determination prepared under this subparagraph_mLi>rding the
rovnltv Incrcasci_ilgcryjtsct or?jhctLnOiuslimrnl LvasJ.oJht* Ic»ce_or
lessees applying for the rovnHy_ inccgasc”dccrensy,--Qr_Qlhcr
adjustment, final and not nnnenlnblc to thccourt;

(C) transmit a conv of the flnal_findinESJind_<JclgrminallQn
prepared under (A) or (B) of this pan»graph.to_thcjcsseo_or_Icss_ces making
application for the royalty Increase, decrease, or other_adJusimenl:

ID) with the consent of the lessee or lessees applying forJhe
royalty increase, decrease, or othcr__ndJustmcm, njncnd the lease, or
unitization agreement of the lessec or lessees anplvintr for the royally
increase, decrease. or other adjustment consistent "ith the commissioner’s
final findinus and determination; and

(10 make conies of. the final findings and dCtcrminaliim
available to each person who submitted comment under <H of this subsection
and_"ho_bas flicd a [CNUCSE for the copies;

1131 is not limited by the provisions of AS 38.05.134(3) or (D of this

section in the commissioner's determination ondrr this subsection.

» See. 3. AS 38.05.!130<pl is amended to read:

ip) To conserve the natural resources of all or a part of an oil or gas pool, field,
or like area, the lessees and their representatives may unite with each other, or jointly
or separately with others, in collectively adopting or operating under a cooperative or d
unit plan of development or operation of the pool, field, or like area, or a pan of it. when
determined and ccnified by the commissioner to be necessary or advisable in the public
interest. The commissioner may. with the consent of the holders of leases involved,
establish, change, or revoke drilling, producing, and royalty requirements of the leases
and adopt regulations with reference to the leases, with like consent on the pan of the
lessees, in connection wuth the institution and operation of a cooperative or unit plan as
the commissioner determines necessary or proper to secure th' proper protection of the
public interest Hie cnnuojssioncr_!nayjiQLincrraK <r decrease or otherwise adjust
reyaHsLnn.kttttt In connection with a cooperative or unit nlan etcent bs provided
In til of this section, The commissioner may require oil and gas leases issued under this

section to conuin a provision requiring the lessee to operate under a reasonable

i |
ﬁlw TftS ttxitrto [CIT tucrrrzoi
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1 cooperative or unit plan, and may prescribe a plan under which the lessee must operate.
2 Hie plan must adequately protect all panics in interest including the state.

3 » See. 4. AS 38.05.180(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 of a lease, may be pooled with other land, whether or not owned by the state,
/ under a communication or drilling agreement providing for an apportionment of
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 arc considered as operations or production
i as to each lease committed to the agreement. The commissioner mav n<?t_IncrtO5C pr
12 ffcctrw.or o»hep*lso.rljusLrQiflllvj»riJcases-In connection with n communication
13 of-drllling agreement except as provided in (I) of this section.

14 e See. 5. AS 38.05.150<t) is amended to read:

15 (t) The commissioner may prescribe conditions and approve, on conditions,
16 drilling, or development contracts made by one or more lessees of oil or gas leases, with
17 one or more persons, when, in the discretion of the commissioner, the conservation of
18 natural resources or the public convenience or necessity requires it or the interests of the
19 state arc best served. All leases operated under approved drilling or development
20 contracts and interests under them, tc excepted in determining holding or control under
21 AS 3805.140. 1hcAommisiQner May NOL inCrease or decrease or Otherwise adjust
- mallY 9n 4 katt ?r Imky that are mbiect (0 o drilling or dcvclopmenl contract
23 ttttPLfS.crowded in (i) oLIhfs section.

24  Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

SCS CSIIB 207iRKSI
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SECTIONAL ANALYSIS
OF
SENATE CS FOR CS FOR HOUSE BILL NO 207(RES)
(VERSION B)
MAY 1.1995

The Senate CS for CS for House Bill No. 207(RES) defines the commissioner’s authority
to increase, decrease or otherwise adjust the existing royalty terms of oil and gas leases to
encourage production under three different circumstances. Presuming that the relevant
conditions set forth in the Nil arc met. the commissioner would be authonrcd: 1) under
(M1XA), to increase, decrease or adjust the royalty terms of leases overlying delineated
fields from which oil or gas has not been produced for sale previously. 2) under (M 1MB).
to increase, decrease or adjust the royalty terms of leaves within producing fields where the
field’s operating costs exceed revenues, and are likely to continue to do so absent royalty
increasc. decrease or adjustment, and 3) under (jM IMO. to increase, decrease or adjust die
royalty rates of leases within shut-in fields to re-establish production that would not
otherwise be economically feasible. The authority to grant an increase, decrease or
otherwise adjust royalty rates under (jM IMA) expires March 15.1999 For (jX IMB) and
(MIMO there is no sunset date.

SttliuP-L

This section amends AS 36 30.850(bM33) by adding a new paragraph which exempts the
commissioner's selection of a qualified contractor to assist tn the review of an application io
increase, decrease or otherwise adjust royalty- rates from the provisions of the State
Procurement Code. Contractors’ qualifications axe described in Section 2. subsection
(jMT). below.

Staiua 1

This section amends AS 3ft 05 180(j) as provided below.



This subsection clarifies that, before the commissioner may increase, decrease or otherwise
adjust a royalty me. the field must he delineated “ sufficiently to allow the commissioner to
conduct the analyses and make ihe findings required ...” instead of relying upon the more
subjective standard of “sufficiently to the satisfaction of the commissioner...*” which was
specified inan earlier version of the btll. This change was made to reinforce the
expectation that the commissioner*s decisions to increase, decrease or adjust royalty rates
will he well reasoned and supported by the record This standard should encourage greater
accountability, reducing the likelihood of disputes over whether the commissioner was
“satisfied" with loo little information before nuking a decision to increase, decrease or
adjust royalty rates

Subsections ((M1",(A). (MIMByand (jMIMO clarify that any royalty increase, decrease or
adjustment will be based upon the economic feasibility of prixiuction from the entire oil or

gas field and not from a “pool or portion of the field or pool " This will provide the state a
safeguard against potential abuse of the royally amendment provisions which might ansc if
the inquiry of what production is economically feasible ts focused only on selected leases,

portions of leases or vertically segregated rones underlying leases within a field

The intent ts to assure that, when royalties are increased, decreased or adjusted, the state
will have the opportunity io share on the upside to the same extent it agrees to accept
additional nsk on the downside By focusing this legislation nn field-wide economics, the
likelihood ts reduced that the sate will he asked to participate only inthe sharing of costs
for the most expensive wells within a field while bang denied the opportunity to share
more cqvnubty tn the revenues from mere economical wells

hutacaiun.iiilL li

This subsecnon rttablishct the general standards far any royalty tncrease, dccrvate nr
adjustment to be a "clear and convincing showing ihat an morass, decrease of adjustment
of royalty meets the requirements of this subsection and it tn the best interests of the stale "
It also places the burden of proof for nuking that showing on the lessee



SulactliuiL -1JH31

This subsection directs the commissioner to condition any royally increase, decrease or
adjustment in any way necessary to protect the state's best inicrcst.” The Senate
Resources Committee CS establishes the requirement that the commissioner describe in a
wntten findings and determination the assumptions upon which an increase, decrease or
adjustment is based, and set forth the terms and conditions, which may include the
substitution of a sliding scale royalty, a share of net profits or other mechanisms that will
be applied to increase, decrease or adjust the state's royalty share if the assumptions upon
which tnc commissioner relied are subsequently determined cither to have underestimated
or overestimated the economic feasibility of the field's development without the royalty
increase, decrease or adjustment.

SuiucOiun.iilH |

This subsection sets forth explicit limitations on the commissioner's auihonty to grant a
royalty increase, decrease or adjustment. With respect 1o delineated but previously non-
producing fields (jXIXA). the Senate Resources Committee CS would forbid an increase,
decrease or adjustment of royalty rates without poor legislative approval if the anticipated
total value of a proposed reduction or adjustment exceeds ten million dollars, or if the
increase, decrease or adjustment would establish a royalty rate of less than five percent in
amount or value of production removed or sold With respect to non economic producing
(M THB) and shut-in fields (jM LMC) the commissioner may not adjust royalty rates below
a floor of three percent in amount or value of the production removed or sold.

Su&IcOiflflIilliJ

This subsection requires the comrmitioner to condition any rovalty increase, decrease or
adjustment with an explicit notice that the increase, decrease or adjustment may not be
assigned without the poor written approval o f the commissioner. It further specifies that
the commissioner's approval shall be bated upon a detenurution that the proposed
assignment complies with ihe provisions of subsection (jK I). and is in the best interests of

the state



Subsection (i)(6)

This subsection establishes the requirement that the applicant submit supporting financial
and technical data with an application for aroyalty increase, decrease or adjustment. It
defines the categories of information which may be required, and provides for the
confidentiality of documents submitted in support of an application to increase, decrease or
adjust the royalty rale.

The Senate Resources Committee CS makes explicit that the commissioner will require data
necessary to make an informed decision on an application to increase, decrease or
otherwise adjust royalty rates. In addition, the limitation of the commiwinner's authority to
require any information other than financial and technical data relating to “production”,
which appeared in an earlier version of the bill, has been deleted, clarifying that the scope
of the commissioner's inquiry may include financial and technical data relating to
development, transportation and marketing of oil and gas. as well as production, if the
commissioner determines that those data arc necessary to properly evaluate an application

The subsection also defines the confidentiality principles which will apply to information
submitted in support of an application to adjust royalties Except for data submitted undo
the provisions of subsection (jM 10) of the bill, lo the legislature or to the Ixgttlarve Budget
and Audit Committee, the dau will remain confidential undo the provisions of AS
38.05.035<«M9) upon lessee's request In other words, as to the puNtc. the information
will remain confidential.

Sutacaian (ill?)

This subsccuon confirms the commissiono's authority to require ihe applicant to pay for
the services of an independent contract!* to assist the commiwiono in reviewing an
application to increase, decrease or otherwise adjust royalty rates Relative to anradio
version of the Nil. the contractor's qualifications have heen expanded to include the aNliry
to evaluate hydrocarbon production, development, transportation, and marketing
economics.



Subsection (i)(Hl

Thit subsection establishes the requirement that the commissioner make and publish a
preliminary findings and determination on royalty adjustment applications, give reasonable
public notice of the preliminary findings and determination and provide for a 30-day public
comment period

Subsection filial

This subsection defines a Im of issues. (JMIXA)(j XIKD). which the commissioner mutt
address in any written finding and determination ft* a royally insrease. decrease or
adjustment

Sulitcatun-UiilflJ

This subsection sets forth the procedures and timelines lo he followed for a proposed
increase, decrease or adjustment of roy alty rates wtitch requires legislative approval both
for those instances when the tcpslaturr is in session, as well as when it is not in session
(subsections (10*A)and tIOXxB)) Under the provisions.of (10)(A ), when the legislature
ts in session, the commissioner may appear, before roc or more of standing or special
commitsees of each house m provide the committee a review of those findings and
drternwutmnt, and the supporting financial and technical dau If the applicant has
requested confidentiality for data, the cnmmiisaoner may appear in ctccuiive session

Under (10x8). for applications reqwnng legislative approval when the lepsiaturv tsnot in
tessaon and far other applications as well, the commissioner dull offer lo appear before the
Uptlatrve Budget and Audit Commmcc. again no earlier than 10 days and no Later than 20
days after pabbc nonce has hem given, to prosaic the committee an opportunity to review
the preliminary findings and determination and supporting dau This subsection alto
providei that, if the | BAA accepts the commtsurocr's offer, it will give notice of the
commuatc's meeting m all members of the lepsiaturr



SulKKlioa- liltHi

Thu subsection provides that the commissioner shall nuke copies of the preliminary
findings and determination for a proposed increase, decrease of adjustment of a royally . ate
to the presiding officer of each house; the chain of the legislature's standing committee* on
resources: and the chain of the legislature's special committees on oil ami gas. if any.

Suhacctian-iiJim

This subsection defines the separate timelines and administrative procedures to he followed
in summarizing the public comment, prcpanng and dtstnhutmg the final findings and
determination and amending the leases to reflect adjustment of royalty rates, depending
upon whether or not the proposed adjustment requires poor legislative approval, and if so.
depending upon whether or not the legislature is in session. [hc subsection also contains
language affirming that the commissioner's decision, as regards the applicant, is final and
not appealable to the court

For those adjustments not requiring poor legislative approval, the commissioner shall,
withm 30 days of the close of the public comment pcnod. prepare a summary of the public
responses and nuke a final findings and determination For those adjustments which
require prior legislative approval, the commissioner must prepare a summary of the public
response, and submit a proposed findings and determination either to the legislature, if it is
In session, or 10 the LBA A if the legislature is not in session, within 30 days after the close
of the public comment pcnod

If the legislature is in session and docs not act within flO days c< the start of public
comment penal to disapprove the commissioner's proposed ftm| finding and
determinations by enacting legtslatmn. the commissioner shall *ssuc a final findings and
determination

|f the legislature is not tn session, the U3A A shall review and approve or disapprove the
proposed final findings and determination If the 1 HA A docs not act within ROdayt of the
beginning of the public comment penal, to disapprove, by majonty vote of the
committee's full memhership. the commtssmncr shall issue the final findings and
determination



The subsection also directs the commissioner to provide copies of the findings to the lessee
or lessees, and with their consent to amend the Icasc(s) or unit agrecment(s) to reflect the
increase, decrease or adjustment consistent with the terms of the findings and
determination. It also requires that copies of the final findings and determination be
provided to each person who submitted comments dunng the public comment period and
who filed a request for copies.

Subsection lililJJ

This subsection clarifies that the commissioner may. under the authorities vested by this
bill, increase, decrease or adjust the royalty provisions of leases arising from conversion of
Exploration Licenses.

Section J

Section 3 amends the provisions of AS 3K 05.1WXp) to clarify that the commissioner may
not increase, decrease or otherwise adjust royalty on leases in connection with a
cooperative or unit plan except as provided in AS 3ft05.180(p). as amended by this bill,

Scciiuil-4

Section 4 amends the provisions of AS 38.05. IftOfs) to clarify that the commissioner may
not increase, decrease or otherwise adjust royalty on leases in connection with a
communiution or drilling agreement except as provided in AS 3ft 05.180(1). as amended

by this bill.
Sccliun 5

Section 5 amends the provisions of AS 3H05.180(1) toclanfy that ihc commissioner nuy
not increase, decrease or otherwise adjust royalty on a leave or leases that axe subject to a
drilling or development contract except as provided tn (j) of this section, as amended by
this bill.

Sctliun-6

Section 6 provides for an immediate effective date under AS 01 10070(c).



Comparison

Types of Leases

Royally Floor

(assuming 12.5% royally)

Legislative Oversight

Sunset

Commilsioner's Findings

3rd Party Analyses

Assignability

156 PM

Governor’s Version

Non producing Holds
Uneconomic fields
Shut-in fiolds

Before 78-75% (3 125%)

Alter 78 -50% (6 25%)

None

None

No Criteria

Selected by commissioner.

Costs paid by applicant.

Not addressed.

of HB

House Vorslon

Samo

Non-producing 75% (3.125%)
Uneconomic 90% (1.25%)

Advisory

None

No Criteria

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

Not addressed.

5/2/95

207 Versions.

Senato Vorslon

Same
Non-producing 5% (60%)
Uneconomic 3% (76%)

Cumpulsory when greater than $10
million for non producing fields.

Authority to grant ends March 15.
1999 for non-producing fields.

Establishes criteria to be addressed.

Selected by DNR.
Costs paid by applicant.

With Commissioner s prior approval.



SF.CTIONAL ANALYSIS
OF
SENATE CS FOR CS FOR HOUSE BILL NO. 2()7<RES)

APRIL 26. 1995

The Senate CS for CS for House Bill No. 207(RES) defines the commissioner's authority
to adjust the existing royalty terms of oil and gas leases to encourage production under
three different circumstances. Presuming that the relevant conditions set forth in the bill are
met. the commissioner would be authorized: 1) to adjust the royalty terms of leases
overlying delineated fields from which oil or gas has not heen produced for sale previously
()(1)(A),2) toadjust the royalty terms of leases within producing fields where the field’s
operating costs ¢> reed revenues, and arc likely to continue to do so absent royally relief
(j)(1)(B), and 3) to adjust the royalty rates of leases within shut-in fields to re-establish
production that would not otherwise be economically feasible. The authority to grant an
adjustment of royalty rates under (j)(I)(A ) expires January 31. 1998.

Subsection (i)(l)

Subsection (j)( 1YA> clarifies mat. before the commissioner may adjust a royalty rate, the
field must be delineated "sufficiently to allow the commissioner to conduct the analyses and
make the findings required ..." instead of relying upon the more subjective standard of
"sufficiently to the satisfaction of the commissioner..." which was specified in an earlier
version of the bill. This change was made to reinforce the expectation that decisions to
adjust royalty rates will be well reasoned and supported by the record. This standard
should encourage greater accountability, reducing the likelihood of disputes over whether
the commissioner was "satisfied" with too little information before making a decision to
modify royally rates.



Both subsections ())(I)(A) and ())( D(B) clarify that any royalty adjustment will Ire based
upon the economic feasibility of production from the entire oil or gits field and not from a
"pool or portion of the field or pool." This will provide the state a safeguard against
potential abuse of the royalty modification provisions which might arise if the inquiry of
what production is economically feasible is focused only on selected leases, portions of
leases or vertically segregated zones underlying leases within a field.

All il and gas fields, including the most prolific and economically viable fields, will have
areas within the field which arc not economically feasible to produce on a stand-alone
basis. Similarly, many fields, including Pnidhoc Bay, have multiple pay zones, some of
v/hich arc "marginal” relative toothers from which production may be highly profitable.
The field, however, when considered on the basis of its total production, may be very
economic. Deletion of the “pool, or portion of the field or pool* language contained in an
earlier version of the bill will make it less likely that applicants will be able to selectively
define "production *to make development of an otherwise economical field appear marginal
Or uneconomic.

Subsection (iH2

This subsection establishes the general standards for any royalty adjustment to be a “clear
and convincing showing that a modification of royalty meets the requirements of this
subsection and is in the best interests of the state." It also places the burden of proof for
making that showing on the lessee.

Sulmiclitm-ijlUu

This subsection directs the commissioner to condition a royalty adjustment “in any why
necessary to protect the state's best interest." The Senate Resources Committee CS makes
explicit that the commissioner must provide for subsequent adjustment "to restore or
increase” the state's royalty share if the assumptions upon which a decision to adjust the
royalty rate was based arc determined to have been in error, and as a consequence to have
underestimated the economic feasibility of the field’s development absent a royalty
reduction.



Snbseclimi_UJi-4)

This subsection sets forth explicit limitations on the commissioner’s authority to grant
royalty adjustments. With respect to delineated but previously non-producing fields, the
Senate Resources Committee CS would forbid adjustment of royalty rates without prior
legislative approval if the anticipated total value of the proposed reduction exceeds five
million dollars or if the adjustment would exceed S0 percent of the royalty originally
specified in the lease. The benefits of any adjustment granted non-producing fields under
(C1)CA) expire December 31, 2002 and effective January |. 2003, the royally rate in
effect immediately before adjustment is re-established. With respect to non-cconomic
producing and shut-in fields, the commissioner may not adjust royalty rates below a floor
of three percent in amount or value of the production removed or sold.

This subsection requires the commissioner to condition any royalty adjustment with an
explicit notice that the adjustment may not be assigned.

Subsection (i)(6)

This subsection establishes the requirement that the applicant submit supporting financial
and technical data with an application for royalty adjustment, defines the categories of
information which may be required, and provides for the confidentiality of documents
submitted in support of an application to adjust the royally rate.

The Senate Resources Committee CS makes explicit that the commissioner will require data
necessary to make an informed decision on an application to modify royally rates. In
addition, the limitation of the commissioner's authority to require any information other
than financial and technical data relating to “production”, which appeared in an earlier
version of the bill, has been deleted, clarifying that the scope of the commissioner’s inquiry
may include financial and technical data relating to development, transportation and
marketing of oil and gas. as well as production, if the commissioner, in his discretion,
determines that those data arc necessary to properly evaluate an application.



Hie subsection also defines the confidentiality principles which will apply to information
submitted in support of an application to adjust royalties. Except for data submitted to the
Legislative Budget and Audit Committee, its staff or agents, the data will remain
confidential upon lessee’s request,

Subscciiun_ii}(7)

This subsection confirms the commissioner's authority to require the applicant to pay for
the services of an independent contractor to assist the commissioner in reviewing an
application to adjust royalty rates. Relative to an earlier version of the bill, the contractor's
qualifications have been expanded to include the ability to evaluate hydrocarbon
production, development, transportation, and marketing economics.

Subsccliun (j)(8)

This subsection establishes the requirement that the commissioner make and publish a
preliminary findings and determination on royalty adjustment applications, give reasonable
public notice of the preliminary findings and determination and provide for a 60-day public
comment period.

Subsccliun. -Lilllg]

This subsection defines a list of issues. (9)(AM9)(G), which the commissioner must
address in any written finding and determination for a royalty adjustment.

Subsccliuil.mii.Qj

This subsection estahlishes the requirement that the commissioner offer to appear before the
legislative Budget and Audit Committee, in executive session or otherwise as determined
by the committee to be appropriate, to provide a review of the supporting data, as well as
the preliminary’findings and determination on an application to adju>t royalty rates, and
establishes the obligation of the committee to provide notice to all members of the
legislature if the commissioner’s offer is accepted. The commissioner's offer to appear



must occur no earlier than 20days and no later than 40days after giving the public notice
of the preliminary findings and determination required under subsection (j)(8).

Subsection-lilLLIl

This subsection provides that the commissioner shall make copies of the preliminary
findings and determination for a proposed adjustment of a royalty rate to the presiding
officer of each house: the chairs of the legislature’s standing committees on resources; and
the chain® of the legislature's special committees on oil and gas. if any.

Subsection

This subsection defines the separate timelines and administrative procedures to be followed
in summar zing the public comment, preparing and distributing the final findings and
determination and amending the leases to reflect adjustment of royalty rates, depending
upon whether or not the proposed adjustment requires prior legislative approval. The
subsection also contains language affirming that the commissioner's decision, in either
ease, is final and not appealable to the court

For those adjustments not requiring prior legislative approval, the commissioner shall,
within 30days of the close of the public comment period, prepare a summary of the public
responses and make a final findings and determination. For those adjustments which
require prior legislative approval, the commissioner must prepare and submit a proposed
findings and determination to the legislature which must pass a bill authorizing the
adjustment before it becomes effective.

Subsection (i)t!3)
This subsection clarifies that the commissioner may. under the authorities vested by this
bill, modify the royally provisions of leases arising from conversion of Fxploration
Licenses.

Scctiona 2



Section 2amends the provisions of AS 38.05.180(p) to clarify that the commissioner may
not adjust royalty on leases in connection with a cooperative or unit plan except as
provided in AS 3805.IKO(p). as amended hy this bill.

Section 3amends the provisions of AS 3805.180(s) to clarify that the commissioner may
not adjust royalty on leases in connection with a communization or drilling agreement
except as provided in AS 38.05.180(), as amended by this bill.

Section 4
Section 4amends the provisions of AS 3805.180(1) to clarify that the commissioner may
not adjust royalty on a lease or leases that arc subject to a drilling or development contract
except as provided in (j) of this section, as amended by this bill.

Section 5

This section provides for an immediate effective date under AS 01.10.070(c).
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SENATE CS FOR CS FOR HOUSE BILL NO. 207(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINETEENTH LEGISLATURE « FIRST SESSION

BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor)*): 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 BV THE LEGISLATURE OF THE STATE OF ALASKA:

» Section 1. AS 38.05.180()) is amended to read:
() m (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
(1) mav provide for an adiustment ISHALL ADOPT REGULATIONS

TO ALLOW REDUCTION] of royalty on individual leases, leases unitized as
described in (d) of this section, leases subject to an agreement described in (s) or ill
of this section, or interests unitized under AS 31.Q5;. Ihe. CQmmbaQncr.inay.acl
under Ihis sutKttliun to adiuri thc.myalls

o, SCS CSHB 207)RES)

s** [=[. = *AriLr.il tCKLETED TtXT BRACKETE21
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tAl—after the effective date of this Act and not later than
JanuarY-Mi.I*lgQjiitow for-Droductlon from an oil or gas field if

(iL Ihe.Qil or eas flcld-has been delineated sufficiently
1Q-allQy-lhe_comm|-Tim£iLtQ_cQnduct the analyses and make the
findings required hv this subsection;

(Hi the field has not previously produced oil or gas for
salimd

liii) oil or gas production from the field would not
otherwise be economically feasible;

(B) to prolong theeconomic life of an oil or gas field when the
field’'s operating costs exceed its revenue and, without a royalty adiustment.
are liHdu o coniimie.tQ-dQ so; qc

(C) to reestablish production of shut-in oil or gas that would
not 0>herwix-iML«ttnffimicall2L fea5ii?lg;

il (. THE COMMISSIONER] may not grant a (REDUCTION OF]
royalty adiustment unless the lessee or lessees requesting the adiustment
(REDUCTION] makes a clear and convincing showing that an adjustment of rovaltv

meets ihe requirements, of.this subsection jmdJiinJheJttsynteEcslsjiLlhe.stelc;

13 shall
IAl (THE REVENUE FROM THE LESSEE S SHARE OF ALL

HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY TO
CONTINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE RATE
OF RETURN WITH RESPECT TO THE LESSEES TOTAL INVESTMENT IN
THE FIELD. THE COMMISSIONER MAY] condition ani (A] royalty
adiustment (REDUCTION] granted under this subsection in any way necessary
to protect the state's best interests;

(B) provide for subsequent adiufimcntJQ restore or increase
Ihc.ilalc’s malty share if (hc.asaunuiiiurdi.uMD-"hieh Ihe adimtmenlLis
based, including projected production rate or volume, predicted ultimate
recovery, or development and operating costs, arc subsequently.determined
luJiaveJKEn.in error and,,as.a. consequence, to hare underestimate! ihc
economic feasibility of the field’s development without a royalty adiustment;

SCS CSHB 2074RES) -2.
7ixz "r.Utlir.il IDELETED TEXT BRACKETED!
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(4) mar not grant a rovaltv adjustment for a field
(A), under (11(A).of this subsection
(LL jf thc_antlciuated aggregate value of Ihc proposed
rpyalty-adiustment is a_rcduction that would exceed 55.000,000. or If
(hejpvaltY-adiusimenLiS-a rcducliun.that exceeds 50 percent of the
royalty, originally specified In a lease entered Into under the
proyhion$_QLin or_thia section or. AS 38.05.134. unless the
commissioner_and the royalty adjustment applicant agree that the
adjustment may not take effect unless approved by the legislature
undcLiiaifliliilijDhiLsufrKciioi) and-ihc-commiariQncr first obtains
appeal of.ihc.aditmmeni under tfal lcgblaUys.agpLoyal provision;
(i) that allots a royalty adjustment that
to .gMendJ?csoiidJ?.ccgmikr.31,.2Q02;-for royalty that has teen
reduced by the commissioner for the reason.art oul_in tI)(A) of this
subsection, on and after January K.2QP3i_fhc_tos« or. lessees shall
pay the royally rate that »as in effect ijnmedialtljLbefQre_reductjon
of the rate by the commissioner under QJiALof thiS-Subsection;
(B) under (1)(B) or <1)(C) of this_subsection if the royalty

adjustment for the_[kldjwould _gsiablish a royalti-ralc of less than three
percent in amount or value of the production rcmoved-QtLsold frumjLJcasg
or leases covering the -field;

(5) may not grant a royalty adjustment under this subsection yithoul

including an explicit condition Ihal ihe royally adjustmentis not.assignable;

(6) shall require the lessee or lessees tQ.submiL.>rilh.Iht_aflMcailan

for the royalty adiustment. financial and technical data.lhal-demoositalc that the
requirements of this subsection arc met; the commissioner

(A) shall require disclosure of the financial and technical data

relating to development, production, transportatlofh ind marketing.of oil
and gas from the field that, in the commissioner's sole, discrction™arc
necessary to make a determination as to whether or not to grant the request
for royalty adjustment! and

(B) shall, except for the data disclosed under UQLoLlhls

0 SCS CSL19 207(RES)
rejf» IStLtTtD TOT BMCXE?ES!

IS a reduction
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subsection to.theJLegjslatlve Budgeland Audit Committee and in staff or
agents, keen thc_dala cunndenlial.under \S 38.05.035(@>i9> upon the lessee's
EEQUE&

17) naY _reuuire the lessec-orJessees making application for the
royalty.adjustment to pay for the services of an Independent contractor, qualified
to evaluate hYdrpcarbon.dcyclopmeDt..flrpduction, transportation, and marketing
cconomig. »hQ Is selected br thc commissioner to assist the commissioner in
evaluating the application and financial and technical data:

IfflL shall make and-DublislLa preliminary findings and determination
on_Ihe royalty adjustment, application™ gjyc reasonable public notice of the
preliminary findings and determination, and invite public comment on the
prcliminarY.nndings”determination.during a ttfcdflLPeriod forjccttipt of public
comment

19) shall address in any findings and determinations required under
this, subsection

|A ).thc.ccyenuc-nKds.and projected fiscal condition of the
staie-dupngJhc pcriod.of.lhmcgposcd.rosalu. adjustment;

IB) the nroicctedUfTccls of the proposed royalty adjustment
on the state's revenue needs;

|Q .the likelihood that the proposed royalty adjustment™ ill
result in incremental capital investment or other beneficial spending within
the. statci_and- the-stegs-iakcn-.by-the-comimaaioneL.tiLcondhiQning..ine
royalty adjustment to assure that anticipaied.in>Qtinentsi>LoiiKr. btneficiali
spending within the stale occur;

ID) the projected social effects of the proposed,royalty
adjustment..indudingJLLcfrtcLs on.lhe.tmploynient of Alaskans and.ihe.use
of in-state contractors and suppliers:

(E) the protected effects of the proposed royalty adjustment
upon existing and potential new commercial enterprise, competition. and
patterns of.investments »ilhin the stile;

IE) aUernati>a.tQ.ihe-prflBtBed.rQiaity. adiustmenti.and

(Cii anr other matter considered relevant to Jie findings and

CSHB 207(RES) 4.
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dclcuninaliuns;
(1Q) shall. offer to anntiL. before the Legislative Budg : and Audit

Committee. in executive session or otherwise as determined by the committee to be
appropriate, on a darthal is not earlier than 20 davs and not later than 40 dir*
aflcr rivimLPublic JKHIcc under 18) of this subsection. to provide the committee and
ils_staff.and agents a.review of the,commissioner's preliminary findings and
dctermInatlon ofi.the.royalty adiustment ippiicalkMi and the supporting data; If the
Legislative Budget and Audit Committee accepts the commissioner's offer, the
committee shall give notice of the committee** meeting to all members of the
legislature;
tiiLshall make coplQ ofJhe preliminary findings and determination
ayailahlgJu
1AL ihc orcMm oflktr of each faux (interest.
INCLUDING RESTORATION OF THE STATES ROYALTY SHARE INTIE

EVENT OF AN INCREASE IN THE PRICE OF OIL OR GAS. BEFORE
APPROVING A ROYALTY REDUCTION. THE COMMISSIONER SHALL
MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE
MAXIMUM POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE
WITH ALLOWING A REASONABLE RATE OF ECONOMIC RETURN FOR
THE LESSEE AND SEND COPIES OF THE FINDING TO ALL MEMBERS!
of the legislature;

ifll-Ihc chain gf ihc ItxMatMfc's Maudlin remmitito.gfl

aam Kjad
(Cl the chain of the legislatures special committers on oil
and ta ifam;
Uil M
(A) for a royalty adiustment that docs f>ol under i4MAHIl 0

this m tweetion, remjirr legislative approval. »itfan JQ diys after the dose of

the fltthlk comment perted imdcf.ifli-flfJhtEStttocctlfltL
i) prepare t nummary of the public response to the

rymmmumtr'a preliminary Hndtnp and drttrminaiton;
till  make a final fladitai and determination; the

te‘?—irrto rtxr UA&LTISI S0 ClIE»TRES
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adiiauntnL aflnlitanL fnal and Ut itaM IlfafcJadhixam
I£1_fQILI.In?allT. adiuMmtnt thai under t4MAnii of ihu

aiMc-cammtfU .fltriud.midtr.i81.gf-Ihii auhtttioii,
matt i.mjniDAf tgf the aublic ropon* to the

and-ahallaubmil ZLto ihc lamlaiorc. if ihc kthjalmejmflnpo the

IcsblaUon-lhc ..CTmmiaigocr J b iiJ t a fIniLflndinn and
ddmninaiitfnLIht coranhilootrlfinal finding and-dtlcrmirutitto
citoai®ndcf.LhiaiubflAfaidiiflti.rnLafdIna L-"aili adittttmeni U

court;
LIl Trammii a conr of ibt final findim.and determination
prmarcd.undcr 1A)gJBlofIM IJMBMiJaJk :—K

ur uniilmion agmmgu.mmiittni «nh tin tommiafimtr'a final findIno
and.dtlgminalfainiand

avaibbfr to each omen »ho mbmmnl comment under 8) of tho whttctnjn

and*ha haaflkd a rcauca for the cattn;
>13) b not limited br the nrotatam of AS AQ5.134tn or ift of lhb

Kota in the remmImQiKf i dtigminiLiuti.ufldg thn antottUun

27 ) *Sec. 2. AS 31.03.180(p) u amended to read

28 |
29 |
30 |
31 |
32 |

| SCS CSHB 207iRKS>

(p) Tocontent the rucural revaurtn ofallorapariofanodorfai pool. field.
or (tie area, the fence* and then repreientaam may uni* »ith each other. or fiunty
or vrporately *tth other*. tn collectively adoponf or operaoac uaJt j cooperative or a
unit plan of development or opeaoon of the pool, field, or like area or a pan of «. *hen
determined and certified by the comrmtuonrr id be Decenary or a)viuE4e tn the pubbc

X
sty i istitTts rtrr ik tatrti!
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interest. The commissioner mty. with the consent of the holders of leases involved,
establish, change, or revoke drilling, producing, and royalty requirements of the leases
and adopt regulations with reference to the leases, with like consent on the pan 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 cgmmiatontr mar M i idiML rorallr on leases in connection
with a CQocxralbc or unit plan except as provided In il) of this section. The
commissioner may require oil and gas leases issued under this section to contain a
provision requiring the lessee to operate under a reasonable cooperative or unit plan, and
may prescribe a plan under which the lessee must operate. The plan must adequately
,rotect all parries in interest including the state.

* Sec. 3. AS 38.03.180(s) is amended to read:

(S) When separate tracts cannot be individually developed and operated in
conformity with an established well-spacing or development program, a lease, or a
portion of a lease, may be pooled with other Land, whether or not owned hy the state,
under a communication or drilling agreement providing for an apportionment of
production or royalties among the separate tracts of land comprising the drilling or
spacing unit when determined by the commissioner to be in the public interest.
Operations or production under the agreement are considered as operations or production
as to each lease committed to the agreement. The ttfmmiaiPfltr mar M | HUJBBLt
royalty on kasq in connection with a communiration or drilling agreement except
m provided in (i) of thia section.

* See. 4. AS 38.05.180(1) is amended to read:

(t) The commissioner may prescribe conditions and approve, on conditions,
drilling, or development contracts made by ooc or more lessees of od 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 e&cepced in determining holding or control under
AS 38.05.140. The comminlofKr may not adjust royalty un alax or kaxs Ihal
are subject (p a drilling or jk»ripomen flfflim t tlttflt M Bnrtdtd in 101 Ihid

KtlhXL

7 SCS CSHB 207(RES)
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» Sec. 5. This Act lakes effect immediately under AS 01.10.070(c).

SCS CSHB 207(RKS) o
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Alaska State Legislature

Session. Interim:

State Capitol M EMO 716 W4lh Avenue

Juneau AK 99801-1182 Anchorage AK 99501-2133
T0 Jack Chcnowcth, Attorney

I>cgal Services
via fax: 2029 21

FROM: Annette E. Krcitzer. Aide to t'i A
Senate Resources Committed
DALE: April 26. 1995 Second FAX

Senate Resources CS forHB 207 (GHO03W 4/25/95

Hesse incorporate the additional chan?es Into a Resources Committee substitute for HB
207, Adjustments to Oil and Gas Royalties.

1) Page3. line 11: DELETE (1999] Insert 2UQ2
2) Page3. Line 13: DELETE (2000J Insert 2003
3) Page3. Line IK: DELETE (five) Invert three
4) Page6. subsection ii Beginning at line K;

In thL section, (for adgustments_ requiring legislative approval | we had set up the
|.BA: A committee to receive the commissioner's proposed fin [nPs If the legislature is not
in session and to have the findings referred to LB&A ifhe Iegls ature is in session.

_ DELETE the reference to anyihing being referred to LB& A, The full legislature
will receive the proposed final flndm%s and determination, The full legislature will then
have to enact legislation to approve the adgustment. This is where | would like to use
language similar to the royalty oil contract approval process in AS 36.06.055. (See *8 of
the previous fax.) The commissioner still issues a final flndmgis ane determination; the
commissioner's final findings and determination are still as lo the applicant, final and not

appealable.

5)  Number4 docs not affect the section dealing with adjustments which do not require
ICeglsla,ttl%/e approval, but where the commissioner ofters to appear hefi'ce LB&A
ommittee.



Alaska. State Legislature

Session: Interim:

Stale Capitol MEMO 716 W 4th Avenue

Juneau AK 99801-1182 Anchorage AK 99501-2133
T0 Jack Chcnowcth. Attorney

Ixgal Services
via fax: 2029 2 pages

EROM: Annette H. Kreitzer, Aide |
Senate Resources Commit!
DAT! April 26. 1995
RI Senate Resources CS for HB 207 (GHO0.VAP) 4/25/95

Please incorporate the follow ing changie,s Into a Resources Committee substitute for HB
207, Adjustments to Oil and Gas Royalties.

1) Asthe title states, these arc adg'ustments » change "modificatton(s)" or
"rcduction(s)" wherever they appear to "ADJUSTMENT(S)" (including sees. 2. 3 and 4).

2)  Page 2. Line 28; DELETE (presumptlonsLInsert assumptions _

You wondered if. in that clause, there arc other "presumptions/assumptions” that
need to be identified. A list is perhaﬁs never complete, but if. as you say. including means
"mcludmg, but not limited to” then the things not mentioned on the list of assumptions that
arc related to an underestimation of the economics of a royalty adjustment wouldn't be
precluded from being considered would they?

3)  Page 3. Line 4. "anticipated aggregate value" is intended to conveY that partners
will not be awarded S5.000.000 separately to get around the S5.0011.000 legislative
approval tngger. If "total value" conveys the same intent, then use the simpler language.

4)  Page 3.Line 6: DELETE: (lo) Inscn cf

5) Page 6. lane 11 Not sure if this is an editorial comment or not;
DELETE (subject|and insert submit

6)  Page 6, Lane 29: a person vs any Ferson: The query is: if you leave it "a" person,
docs that mean that the commissioner could select one person from hundreds who might
have submitted comments and filed a request for c:_oPles,_and make copies of the final™
flndm%set_c..avallableo_nl to that person and satisty this requirement? Or. docs this line
mean that if a person satisfies the requirements o f submitting comments, arid filing a
request for copies that the commissioner must provide the final findings etc.. to each
person who docs so? If there is any doubt, replace a with any.

1) Asto Kourotherquestions/comments: Your reworking of five percent nominal rate
Is fine. | think for now. well lease the Budget and Audit Committee as die committee
-onsidcring the adjustments, even when the legislature is in session.

continued next page



8)  Aslo the "unconstitutionality” of the hill: The royalty oil contracts arc approved by
the legislature because a contract requirement is that they will be approved by the
legislature. Change the language in the work draft from pas.smg{omt resolutions to
enacting legislation as is the ease in AS 36.06.055. s it possible to specify that a contract
for a royalty adjustment include u provision for legislative approval for a royalty adjustment
greater'than $5,000,0007



t- DIVISION OF LEGAL SERVICES
LEGISLATIVE AFFAIRS AGENCY
o7 465 55Tor 633 STATE OF ALASKA
e ' 0SSty e 19
%So&t i e
Aptil 25. 1995
SUBJECT: Drafl SCS CSIIB 207(Rcs). authorizinglhc commissioner o f natural

resources lo make adjustments o f royaltiespayable by state lessees on
oil and gas production (Work Order No 9-G110039\P)

TO: Senator Loren Leman. Chair
Senate Resources Committee
ATTN Annette Kreitzer
"<JT
FROM: Jack Chcoo™r, !
Legalise cmunftl

| he drafl is based on the material s*upplied

lhis  \significant piece of legislation and I've made a tactical decision to try to drafl it so
that its operation is not dependent on adoption of a special effective date p'ovision
Accordingly. | revised paragraph (IRA) and added language in paragraph HHA)(iii) to
accommodate the "sunset" p ovision

In paragraph (3). AS 0L 10040(h) generally treats the breadth of the term "including”
"Including but not limited to" is not necessary In Ihal clause, arc there other "presumptions"-,
-is that even the correct tcrm?-Ihai need to be identified" oSS %

In paragraph( ). |'assume that “"reduction” is accurate and would not propose to change the
term to "modification” unless you say so I

In paragraph (4)(B). is mv rewoAing o f "five percent nominal rate" satisfactory’ ,
In paragraph (*), is "reduction" accurate” Should it read "t odifieation" "

As to paragraph ((>MB). should we understand this lo n>can that disclosure o f information may
be nude to the Budget & Audit Committee (presumably in conjunction with its review >but
not to any standing committee in the event this modification is considered hy the full

legislature in session™



Senator Loren Leman
April 25, 1995
Page 2

In paragraph (12XAz((ii) and (12XB)(ii). note my handling of the "is final and not appealable"
provision from the House-passed measure

Paragraph (12)(B)'s approval provisions arc probably unconstitutional under the separation
of powers principle liven if not found to be unconstitutional for that reason, use of the
resolution as the means ofmgnnérmg approval and, alternatively, sending the matter to the
attention of the Budget and Audit Committee when the legislature is not in session, raises
other significant constitutional questions qomg/to the manner in which the legislature may be
required to pass bills. State v, A L.LV.Ii. -Voluntary. G%PZd 769 SAI.aska 1980). and to
asserted m&o&er delegation of legislative powers C State v. 1;airbanks-_NortiLStar
liiliougl). 20 110(Alaska

In bill sections 2 3 and 4 shouldn't references to “reduce” royalty on leases be rewritten to
say "modify" royally on leases”

JHC Kklb
95-299 klb

Enclosure



Alaska State Legislature

Session: Interim:
State Capitol 716 W 4th Avenue
Juneau AK 99801-1182 Anchorage AK 99501-2133
MEMO
T0 Jack Chenowcth, Attorney

Legal Services
via fax: 2029 8 paces'total

FROM: Annette E, Krcitzcr, Aide
Senate Resources Commit:cc
DATE; April 25, 1995
RE: Resources Committee Substitute for 1B 207

Please draft a Resources Committee Substitute for HB 207 using the attached language
marked "Draft mark-up of CSHB 207(EIM)am. The mark-up is to the version that passed
ihc House (GH0039VJ§).

Please call me at X4907 if you have questions.

L/

t flky /A



DRAFT MARK-UP OF CSHB 207(FIN) am
April 25, 1995

Note: Bold text is suggested new language.
| CAP. TEXT| denotes deletion of current AS 38.05.180 (j) text.
| regular textl denotes suggested deletions of proposed amendments.

Section 1. AS 38.05.180(j) is amended to read:

0) ITO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS FIELD
OR TO REESTABLISH COMMERCIAL PRODUCT ION OF SHUT-IN OIL OR GAS
TIATWOULD NOTOTIHERWISE BEECONOMICALLY FEASIBLE, TIIE)
commissioner

(1) may (SHALL ADOPT REGULATIONS TO ALLOW REDUCTION!
provide for modification of royalty on individual leases, leases unitized as described in (p)
of this section, leases subject to an agreement described in.(s)or(t) pLtbis-SCClipmr
interests unitized undcr AS.3_L05

(A) to allow for production from anoil orjiasiidd.Ldpol. or portion .ofa
field ffuagllif

(i) the oil or nas field I. pool, or portion of the field or pool | has
been (sufficiently! delineated suTTkknUi to | the satisfaction of [.atethc
tunduel, llic am lun and imiki; ihe.fmdinc*cuuircd.bv.lhis
sulmecliun,

(i) the field L pool, or portion of ihc field or pool.1 hasiioi
pieyioidy-pigduvcd oil w uas for sale; aod

tii) oil or gas production from the field I. pool, or portion of the
field or.pool Lwould .not otherwise bc.cegnQmieally.feasiblc,



(Jj) 1Q prolong thc.cconQDiic life of aiLgil or gas field tvlienilie.ficld's
OBeralim:-costs-g,\cccd.révetiiics,.aiid.absent a royalty nmdificalion arc
lihfily_lu-ctmtinuc.ttf dusoLpovh ci.portion,of a.fidd or.pool as per. barrel or barrel
cuumiknLcostsincrease .onasinhc.pric.c-pfoil .or. gas decreases™ and-thc.inmate PLdccreasc
Is sufficient to make further,productioq;iq.longer-feasiblel-Lor

(CLiojc csiablish.oroduetion of shuizinjiLQLcas iliaLwould-iioLQlneTwisc
be economically feasible:

(2) [ THE COMMISSIONER | may not granta | REDUCTION OF | royalty
modification unless the lessee or lessees requesting the modification 1change |
[REDUCTION |makejt | MAKES | aclear and convincing showing that a modification of
ro.yaliy.mecisliuLKduifements.philiissubsection.andis in the.best interests ol die, slate;

f3) shall[THE REVENUE FROM THE LESSEE'S SHARE OF ALL
HYDROCARBONS PRODUCED FROM THE FIELD IS AND ISLIKELY TO
CONTINUE TO BE INSUFFICIENT TO PRODUCE AREASONABLE RATE OF
RETURN WIT! RESPECT TO TIIE LESSEE'STOTAL INVESTMENT IN TLIE
HELD. THE COMMISSIONER MAY | condition any [ A | royalty modification
[REDUCTION | granted under this subsection in any way necessary to protect the state's
INSLinicresisLiliiLc.QnimissigiicLslialUifovidc for suhseuuent modification 1o restore
or. increase Ihe-siate’s.royally, share if-Ine presumptions upon which the
modification is_based, including but not limited to projected production rale
or-Yolume» predicted ultimate recovery, or development and operating costs
are-subseuuenav-determined-to-have bccn k.crroi®aiid.as-a.coiiscaucnce lo
tiave-undcr.estimated-tlie. economic feasibility, of the. field!s.development
ahsent a ro.vallv.niodifiealion lan increase or decrease or other modification of the
state’s rovaltv share bv a sliding scale rovaltv or other mechanism that shall be based upon
achange | INTEREST, INCLUDING RESTORATION OF THE STATE'SROYALTY
SHARE IN THE EVENT OF AN INCREASE | in the price of oil or gas and mav also be
bascd-on otlicr relevant factors such as a change in production rate, projected ultimate
recovery, development costs and opcraiinu costs | ;



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

(A) under (11(A) of this subsection, if Ihc anticipated aggregate value
of the proposed reduction exceeds five million dollars without prior
approval of the legislature; or that exceeds 50 175 Ipercent of the rovaltv originally
specified in a lease entered into under the provisions of (f) of.the section q1AS 3805.134;

(B) under (11(B) or.(11(C) of this subsection that would reduce the
rovaltv rate below a nominal 5 percent | exceeds 90 percent of the royalty
originally specified in a lease entered intp.undeuhC-Drovisions of (tlof this_scctiQiLQr.AS

(Cl under either_(I)(A)._(D(B).or (IHC) uf_lhis subsection
without an explicit condition that the rovaltv modification is not assignable;

(5L shall require the lessee or lessees to submit, with the application.fouhg
rovaltv modification, financial and technical data that demonstrate! s 1that the.requirement

of this subscctionaicjnculic commissioner

(A) shall (mav Irequire disclosure of Zonly Ithe fmancialand.technical
data relating to development, production, transportation.and -marketing of oil
and gas from the field that, in the commissioncr:s-Solc_discrction, are

request for rovalty modification 1that is reasonably available tiune applicantX”and

(B) shall, wilh the exception of disclosure to the Legislative
Budget and Audit Committee and its staff or agents, keen the data confidential
under AS 38.05.035(at91 upon thclessce's request:

(6) may rcuuire.ihc lcsscc.orjessces making apBlk aiigal&?LihEjBaaly
modlfieaiioa Lreduction |.to Lretainand. 1paxlor.thc services of an independent
contractor, selected bv the commissioner 1 lessee or lessees from aiist ofuualificd
consultants in hydrQcarbQn.pr«luetioii.and.eeuQomie™rQ\idcd.by-ilie commissioner L
that is uualificd..lu.c.ialuatc hydrocarbon development,.pruduelium
tramflurlaUoiiJttn<rinaiJtcUn”cunuimcs”tg.assisLtliCA-oniinissioneT-in.c.v.aluatinfi

4



or lessees to retain the services of a contractor, ihc.coinmissioncr shall determine the
relevant scope of llic work lo be performed bv the contractor | :

(7) shall make and publish a preliminary findings and dcicnninaliQn.on.llie
rovaltv modification ( reduction | application, give reasonable public,noticc.ofthe
preliminary findings and determination, and invite public comment Q uito lihc preliminary.

findings and determinationjlurinE a fflhdax.liQ-day.ljc riodlof.reccipt of public
comment;

(8) shall address in findings and determinations required.under
paragraphs (7). (10) and (L11..of Hik-siihsccliun

(A) the revenue needs and projected fiscal condition of the
state during the period of the proposed modification:

(B) thcproiected impacts of Hie proposed modification on
the state's revenue needs;

(C) the likelihood that-llir proposed modifiealion_mll_rcsiili
in incremental capital investment, and/or other -beneficial spending within
the state, and the steps taken bv the commissioner.in cotidilioniniL-Uic
modification to assure that anticipated investments and/or other projected

slulc-Irenefits .occur;

(D) the projected social impacts of the proposed
modification. including its effects on the employment of Alaskans and the
use oLiii-slate contractors and.suunto;

(EI the projected effects of the proposed modification upon
evistim; and potential new commercial enterprise, competition and patterns
of investments within the state:

(FI alternatives to the proposed modification: and



(G) unv other matter considered relevant to the findinus
and determinations;

9 | 8 1shall offer to appear before the Legislative Buduct and Audit
Committee, in executive session or otherwise as determined bY-Ilie-committec
to be appropriate, on adav that is not earlier timn 2Q 1 10 davs midJiotJatcr than4Q 1
20 Idavs after tiivinc public notice under (7) of this subsection, to provide thCvQinmiltec.
its staff and agents, a rcvicw.of tlic-commissioncr's preliminary findings and
determination on the royalty modification I reduction | application and tllC-SUDPUCinu
data | administrative process I; if the Legislative Budget and Audit Committcc.acccpis.the
commissioner's offer, die.cgmmittccjdiall-give.iiPtice oLthc-committee's meeting to
allmembers of.dicJciaslaiuftLLQLtoomniiitcc's.mectinc.h

(10) 19 1 shall make-copics-of the-preliminary findings and.dctcrmination
availablc-to

(A) the presiding officer of each house |. BEFORE APPROVING A
ROYALTY REDUCTION, HIE COMMISSIONER SHALL MAKE A WRITTEN
FINDING THATTHE STATE HAS OBTAINED THE MAXIMUM POSSIBLE
ECONOMIC RETURN THAT IS COMPATIBLE WITH ALLOWING A REASONABLE
RATE OF ECONOMIC RETURN FOR 'HIE LESSEE. AND SEND COPIES OF 11IE
FINDING TO ALL MEMBERS | [of the legislature J;

(B) the chairs of the legislature’s standing committees on resourccs-Uind

tCLihc chairs .oLihc. legislature’s special committees on ol and gas, if.any;



approval as specified in (j)(4)(a) uf this subsection within 30
close of ihc public comment period under (7) of this subsection.

(A) prepare a summary of the public response to the cot
preliminary findings and determination’

(12) shall, for a proposed rovaltv reduction requiring legislative
approval under (j)(4)(a) of tliis subsection, within .3 davs after close of
the public.comment period,

(A) prepare a summary of the public response to the
commissioner’s prelimi. irv singinics and determination;

(B) make a proposed final findinis_and determination”and
submit it to the legislature for its consideration; upon legislative approval,
the commissioner mav issue the final findings and determination; the
commissioner's final findings and determination prepared under.paracraph.t10)u 1LI1)
regarding rovaltv modification I reduction |

(i is. as to the applicanL finaLimd nuL aopealablcJo
superior court; 1is final and not appealable to the counl

(C) transmit a copy of the final findings and determination to the lessee or
lessees:

(P) with the applicant’s consent, amend the applicant's Icaseor unitization
agreement consistent with the commissioner's final dccisiomiind:

(E) make copies of the final findings and determination available to a person
wliojiubniiittd cQinmcnmnder (7) of this subsegtion.and whoiilcd a request for the copies;



(13) | 11 Lis not limited bv ihc provisions of AS 38.05.134(3) or (ft of this
section in the commissioner's determination undcrthis subsection.

Sections 2*5 to remain as they appear in CS FOR HOUSE HILL NO.
207(FIN) am

Add new sections 6 and 7 as follows:

Sec. 6 The provisions of AS 3K.Q5.18Q(i)(I)(A) arc repealed Jamian.JI.
ma .

Sec. 7 Anv modification of rovaltv_iirapted_under the provisions of AS
3a.05, . 1aQ(il1IHAI

Is rescinded on December 31. 1999. at which time thc rovaHv_raLc_cfkctiyc
prior to modification is re-established.



NINETEENTH LEGISLATURE - FIRST SESSION fI* |

BY THE SENATE RESOURCES COMMITTEE

Offcra!:
Rrfcrred:

Spontort*): 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; und providing for an effective

cute.

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

Section . AS 38.05.180(j) is amended to read:

(j) IS [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS
HELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR
GAS THAT WQULRWNOR A THERYHS REFUEAPAY ALY FRAEBLE TIOR)
BRBVIHESIBReh odification of royalty on individual leases, leaves unitteed as described
In (p) of this section, leases subject to an agreement described In (<) or (Il oUhh
KSIiQDI.QL JindccriSJ | Qfulie. I nuiuiajintkr-ihb
subsection to modify the royally

SCS CSIIB 207(RES)
Text 1"r.dtrlined (DEISTZD TXX7 BXKCKETTV]
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(Ai-itflcr HK.cOfatiYC-datc vf this Act and not ItiimIlim i
JitDuaDL"ia998i1JQ hllqw far production from an oil or ~ Add If
0) thc.aU-QiLmikld has been delineated sufficiently
to-jdIfI*ht-tpmmksioncr lo. conduct Ihc_analysts and make the
findings required bv this subsection:
tii“theJlcld has no! previously produced oil or gas for
Sflkumd
lilii—QILor-EaS-DCoductlon from the field would not
gthen*i5¢_hc-economically feasible;
flj)-to_prploMLIhc_cconQmk life of an oil or gas field when ihc
ficld™-QreratinmpstS-CXCccdJtS-rocnur and, without a royalty modification,
nee likchJQ-continue lo do so; or
t.C) to reestablish produdion of shuMn oil or gas tlint would
not otherwise be economically feasible;

121 (. THE COMMISSIONER) may noi grant a IREDUCTION OF]
royalty modification unless the lessee or lessees requesting the modification
(REDUCTION) makes a clear and convincing showing that a modification of revolts
njcA.sjbc_rc<iujccinents_ofLtbb_subsgctjonjmd is in the b”yjnteresh of the state;

19-shall S fvmm* J
Ai (THE REVENUE FROM THE LESSEE S SHARE OF ALL

HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY TO
CONTINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE RATE
OF RETURN WITH RESPECT TO THE LESSEES TOTAL INVESTMENT IN
THE HELD THE COMMISSIONER MAY) condition am (A) royalty
modification (REDUCTION| granted under this subsection in any way necessary

o to protect the stale s best Intermix;
V tBl-creyjdcfot-subxttUcnl niudKkalipfi to restore or.incrrasc
LV | the Matel? m alts share if the pfw*tnp4Jom upon *hkh the modification is
t," \ hascdi including projected productton.ratc or ‘glume. predicted ultimate
* r | recgrenvgr development and Qpcralinc covin flre-vubeaucnlhjktcniiirttd

tc | ladinyc bren.In_crcgr and..aiJLCQnKuucflft.I»-h&ic.undcrnLimited ihc
ALV | ceiMipmichcailbUih—sI—thi—Hcldj.-dc.\.clsi?mnil..yiib'>yl B_tP<Rlii

t f* *
»CS CSHB 107<RKS> 0¥
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1 modir"itlon:

2 MLmaoQImuiU royally rcdurttoD.fom.ncld .
3 (AJ_undcLIiJIA).pE Ihi3 subscrtton .« -

S 1 1fJhe.willcipjtlcd aggregate

s | toualbmdMUQOJiigMM H

6 Dnt obtajnvicgblatlir ap

7 IDJLtht O
8 roirilY-?rid08Uy. 3B«lflcd JfL.n.

9 pigybiom-9f.tD-gLIhb.swl9n..9rJLSJg,0fil34;

10

1 P.Km h2r 33tJALC91-9il.wn”£ay.r92flllY-tiLalleyJMLnvMiilk<]

12 bv Ihc commissioner for the reason srl outin (IMA).ot-lhb

13 aubssiLog”a nnd-P-Qe 1JQ g0>JbUy>Yg-9iJir>K Q -Yhajl

14 paY-lhy-rmiillY-rRic-Inftt-y.BS » cUcrt_immedlalch_M9n:

15 rpgdificalfon-9Uhc.nUci?y Iht.tt>mnil"tofnr Mndrr. tliiALpLInk

16 subnotion;

17 IPL-undcr.LIliBLpr.il)ICI-gf Ihh.aubKrttooJht ram Il

18 rtiilMrtt9i3.for.ihy.0yld » 9nid,ttlah!hhju:Q> jQ»cj>cra.P!

19 injuiioijrLL9ILILAhitj;LIhu?irsluellofljm 9iidiji.Ad-rLOgLalri*iej2Llya”

20 attfriniLilic-ndd;

21 (3)_nm nal granU.rittall. .rtdutlt9n.umltLihbJiubyrtlanjiilhao

22 Including an w p kIl condition hal ihc m alty modification to not

23 16) shall require the Ic*Kt or lessee to submil >*ith It

24 0TJhy.pjYflllvjoo<ItO~AUINiIDpgnrtA).Jiml..tgimkal

25 requirements of this subsection art met: the commissioner

26 (A? ihall require dhdosurt of the.

27 relating lo developments pr?duction -traf

28 and ms from ihc Odd Ihal. In the commissioners sole dIKtcttofu irc

29

30 for m alls modification; and

31 til) .hall, except for the data disclosed under (10) of this

32 >uhKrtt»flJoJhc.Ly£td atijc,Bl

J. SCS CSIIB 207(RKSi
r¥ft jni*riin*i /m ire rtxr UACnmi
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atenLvketpdhc simm MnfldtaUai uml«LAS-i8.Q5.Q35(iiH9) upon (he lessee’s

Ciitla
(7)_mftY require the lessee or lessees making application for Ihc

roialioasd Ocatim-loaiJfoJLIhc.seP fees.qjinJfukik ndent contractar. qualified
lo evaluate, hydrocarbon development. production. transportation. and marketing
y?n9Imfo«-tthff.ii.xIKled [ULthg-Cprnmissioner-jQ .assist ihc commissioner in
giflhialingJhtIDPligylQiLandLOnan<laLflnd_lcchnkal data;

18i_YhalLgMkcjmd_I»ibli3h_a prrHminanr findings and determination

pn-ihc-CQYallV-modlficatlon application. give reasonable public notice of the
prtlimipanf_findings-»nd_ determination, and Indie public comment on lhc
preliminary findings and determination during a 6Q-dav period for receipt of nubile

conimtnl:

?__shdLjKldiissJn-anv findings and determinations required under

this subscclion

*\

) \me |

K*S t'SHB *7fItES)

IA) Ihc revenue needs and projected focal condition of Ihc
state during the period of Ihc proposed royalty modification;

Ifli-lou/fgitttcd rifats cUhu?i*ggs«Lr.glalb.m«linraliQn
on the staled revenuefneedsi® ~ ¢t

1Q _Ihc likdihopd that Ihc proposed royalty modincatlon_svll
resulLIn-Incremental capital Investment or other hcncfklal spending within
lhr state.,and-Iht steps taken bv the commissioner in conditioning Ihc
royalty modification to assure that anticipated Investments or other
bencfkial spending »Hhin the state occur;

il!__the, projected social effects of the proposed royalty
mgdilkalbDJndttdiog its tffccia on the employment gf. Atetom and the .use

gLhbdak-refflramrc and yypgHto;
<Kl the protected efTecls of the proposed royalty modification

upon existing and potential nc» commercial enterprise, comPttHlon. and

golems gfia”pimron.yilhin ihe stale;
(EL alternatives to the proposed royally modification; anti
Kit any other matter considered relevant to the findings and

determinations:

g "rui-TUn-i iOCUTTtO TEXT MACXITtP/
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(IQ)shnll offer to. appear before the Legislative Budtict and Audit
<AMmiisrcdn.cscytuive™ sinn or. othci®lsejys.detcrniincd hy the committee to Ix
appropriate, on a day lhaLis not carHcrJhati 20 davs and not lutcr Ihan 40 davs
after.giving public noticejm dcrm of this subsection.jo provide the committee and
li~-5lafLanft-flgvnta-fl_rEview .of the commissioner's preliminary findings nnd
iLcjenT»Lnntion.on the royalty modification application andjlicjjupportinu data: If
the Legislative BudggLnp.d*udiLConimitlccjkecDts the commissioner's ofTcr. the
comniiltcc_shall give in?ll£g_flt. the committee's meeting tn nit members of the
legislature;

(Ul shnlLmake_copjc? oLthe preliminary finding and determination
aiajJaMelJg

1AL the, presiding officer of each house (INTEREST.
INCLUDING RESTORATION OF TIIE STATES ROYALTY SHARE IN THE
EVENT OF AN INCREASE IN THE PRICE OF OIL OR GAS. BEFORE
APPROVING A ROYALTY REDUCTION. THE COMMISSIONER SHALL
MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE
MAXIMUM POSSIBLE ECONOMIC RETURN THAT IS COMPATIBLE
WITH ALLOWING A REASONABLE RATE OF ECONOMIC RETURN FOR
THE LESSEE. AND SEND COPIES OF THE FINDING TO ALL MEMBERS)
of the legislature;

UH.the.ebflin.gf the legislature's.standing epmmiticesjin

cggmrecLand

LChJhr enflin gf the.ieghlillurels-SpeerfiL tamnilHee?. on.oll

and gas, if any;
U2LJfallL
IAi for naval;*. m9diDv?1I9fl.tibfILd9n .n9fAJifutriLL4JLAI])
of this subsection, require lcgislittisc appro*bL "ilhIn 30 davs aflctrthcdose
of the public comment Period under (Si of thh_rabKctlon.

(1) prepare a summary of the public response to the
rnimiistonfr.'s preliminary findings and-dctcrminatlon;
(i) make a final findings and determination; the

efiminbsloncCAitoalfiudingyjiid determination prepared um kdhb

-5- SCS CSIIB 207(RES)
fir rnJtTHii*) IDSUTtD TZX7T MMACOTtDt
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iLWWbp»rjitsn»niLi:ci>gKlini»_rovnllY modification Is, as.to the rovalty
modification applicant, final and not nppcalnblc to the court;
iP)—for_a royally,modification Unit, under (4)(A)(i) of this
subsection, requires legislative approval, within 30davs after the close of the
public comment period under (8) of this subsection.
(D prepare a summary of the public response to the
CQmmi~ioncr.” preUminarvdindings and determination;
(til_nnikc_a_p_roppsed final findings and determination
afld_shall submit U-tQ_lhc_ legislature or. if at the time the

commissioner mukesjhcproposcd final findings and determination
Ci F -

N ’*
IltIMyqislilttirclsjilt_In,sc55ion, shall swtoim it to the Legislative

S 1( 1%
A P_ndgct_and. Audit Committee; if the legislature approves the

P !/\/l '\ commissloner*s_propnsed _fin:itl pndings and determination by
dontion of a joint resolution or. when the mutter is referred to the

LggHiative.nudget.and A?'djx Committee,Jf tbejrgi®nti*ejtu d”et

| ll\y |1'/ J-' f and Audit CQmmittE~aDProves_jhc_commitioner's proposed tmal
E) roy _ hndings and determination hv a majority vote oLthc full membership
I . yIs Qnhe_co.mmittcct.the_commKsioner_shall issue a final findings and

\e ! dglcrmitmlionUhr-gonimissiQner's.final findings and determination

PgPamLundctLthis_suhpan>graph regarding royalty modification is.
aslo.thc.rovaity modification applicant. final and not appealable to
Ihs_coult; -—
tP transmit a copy of the final findings and determination
prepared under (A) or fit! of this paragraph to the lessee;
tDI " ithJhc applicants consent, amend the applicants lease
"M~ jjjiMtion-ailrcc.tnenLconsjst/uL VitilJhr commissloner's jinal findings
and determination: and
ANV JEM-niaKg CQDi* -of the.nnal.findings.and _dctermin:il[gn
astilabie torperson who subnitted comment under.tH) of this subsection
and yho has filed a request for the copies:

H3) is not limited by the provisions of AS 38.05.134(3) or (D of thh

Ktlton In lIK.commbaiongr” drtcrntiptLilaondcr.thJijybKyiiQja-

SCS CSHB 207(RES5) b |
Uty w1 "'nJcrlinrt ictirrev rtxr bmcketed
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- See. 2. AS 3805.180(p) is amended to read:

(p) To conserve the natural resources of all oi a part of an oil or gus pool, Held,
or like area, the lessees and their representatives may unite with each other, or jointly
or separately with others, in collectively adopting or operating under a cooperative or a
unit plan of development or operation of the pool, field, or like area, or a part of it, when
determined and certified by the commissioner to be necessary or advisable in the public
interest. The commissioner may. with the consent of the holders of leases involved,
establish, change, or revoke drilling, producing, and royalty requirements of the leases
and adopt regulations with reference to the leases, with like consent on die part of the
lessees, in connection wilh 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 rovnltv on leases in connection
svjth_a_coopcrative_QtLtmit_nlan except as provided in (i) of.this section. The
commissioner may require oil and gas leases issued under this section to contain a
provision requiring die 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.

e See. 3. AS 38.05.180() is amended to read:

(5) When separate tracts cannot be individually developed and operated in
conformity with an established well-spacing or development program, a lease, or a
portion of a lease, may be pooled with other land, whether or not owned by the state,
under a communication or drilling agreement providing for an apportionment of
production or royalties arm ng the separate tracts of land comprising the drilling or
spacing unit when determined by the commissioner to be in the public interest.
Operations or production under the agreement arc considered as operations or production
as 1o each lease committed to the agreement. The commissioner mav not reduce
rovnltv on leaves in connection "»th “ communiMtion or drilling,>imemenLc.\crj)i
d>PrgvjtM in til.of.lhisjscctlgn.

e See. 4. AS 3805180(1) is amended to read:

() The commissioner may prescribe conditions and approve, on conditions,
drilling, or development contracts made by one or more lessees of ail or gas leases, with
one or more persons, when, in the discretion of the commissioner, the conservation of

7- SCS CSHB 207(RES)
»an T-xr Vndorim+d [DEItTtO 7BXT BMCKTTZD]
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natural resources or the public convenience or necessity requires it or the interests of the
state arc best served. All leases operated under approved drilling or development
contracts and interests under them, arc excepted in determining holding or control under
AS 38.05.140. lhc_cgromijssjop_cr_niny not reduce royalty on a lease or leases that
are.subject tp a drillingnr development contract except as provided In (I) of this
section,

* Sec, 5. This Act takes effect immediately under AS 01.10.070(c).

SCS CSHB 207(RKS) 5
TfMi tnrford."ngd (DELETED TEXT BRACKETED]



DRAFT MARK-UP OF CSHB 207(FIN) am

April 23.1995

Note: Hold (ext is suggested new language.
| CAP. TEXT| denotes deletion of current AS 38.05.180 (j) text.
| regular textl denotes suggested deletions of proposed amendments.

Section I. AS 38.05.180()) is amended to read:

(j) thc ITO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS FIELD
ORTO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR GAS
HIATWOULD NOTOTHERWISE BEECONOMICALLY FEASIBLE, THE|

commissioner

(1) imx ISHALL ADOPT REGULATIONS TO ALLOW REDUCTION)
provide for modification of royalty on individual leases, leases.unilkcd.ilS described in (p)
of this section, leases street to an agreement described in (s) or (L) pf.Ihis-sccliun”pr

inicrcsb uniiized under AS 31.05

(A) toallow for production from anoil or eas field I. dooL orooilioni>La
Held gnxjfllLil

ti) ihc oil,or,gas fieldLpggLgr-PomoilttLihc field or prel ].has
been Isufficicntlvl delineated sufficiently to 1 the satisfaction of fallow (he
commissioner io.eonducl Lhe analogs and.maKc LhelJindinm rcuuired hy Hub
mbscclimL

tii) the field 1. pool. im Lihclicld or pool 1has nut
previously Produced oil or eas for sale: and

(1ii) oil or gas production from the field I. dogL or portion of the
field or pool 1would noi otherwise be economically feasible:



QOil tu.prolom: the economic life of ail oil or gas.field yvhen the field’s
operating costa exceed revenues. mid absent a rurally, rondificaliun are
likelylu .continue.tp.dojiu 1 pool. or pornoiLof aXicld.Qr..pQQl.as,pcr.baiicl or barrel f %
cuuivalcnt costs increase or as the price of oil or tins decreases, and die inc-casc or decrease \ «

is-sufficicnt tujnakcfufllicLproduction no.longcrfcasiblcl.;or Tt

1C) toic:gsiablishproduction pf.shut-in-QiLor-gas..ihaLwpuld-nQt QLhcrwisc "
be economically feasible:

(2) | . THE COMMISSIONER | may not granta [ REDUCTION OF | royalty
modification unless the lessee or lessees requesting the modification | change |
[REDUCTION Jmake| [ MAKES )aclearand convincing showing that a modification of
royaltyjikcts.ihc..rcduiigments ol this subsccuon.andis.in.thc.besiimeTesis.pf.ihc state;

f3) shall [THE REVENUE FROM THE LESSEE'S SHARE OF ALL
HYDROCARBONS PRODUCED FROM THE FIELD ISAND ISLIKELY TO
CONTINUE TO BE INSUFFICIENTTO PRODUCE A REASONABLE RATE OF
RETURN WIT!RESPECT TO THE LESSEE'S TOTAL INVESTMENT IN THE
FIELD. THE COMMISSIONER MAY |condition any | A ) royalty modification
| REDUCTION | granted under this subsection in any way necessary to protect the state’s
bcai.intcrcaty.ihg,commissioncLshall provide for subsequent modification to restore
ur.incrcasglhc.slatc.’sjLoyally-sharcinhe.prcsumptiuiis-Upon-iviiich.lhc
modification_is baaed, including but nut fimited.lu®im'ctcd.pr.uducliuiLJcate
or..y.olume.-predicled..u]tiinalE.recQver.v. or dciclupmcnland operating costs
arc subsequently determined.to have bcen-in error..and.ay a.cuiiseuucnce-lu
have underestimated the economic -feasibility .of the .fields, development
absent.ajo yaltv. modification lan increase or decrease or oth‘7 modification oLtlie

latc’s royalty share by a sliding,scale reyahy-PLQihcLmcchanisin that shall be based.upon
achange [INTEREST,INCLUDING RESTORATION OF THE STATE SROYALTY

SHARE IN THE EVENT OF AN INCREASE | in the price o f oil or gas and mav also be
based on othcr _rclcvant factors such as a change in production rate, projected ultimate

recovery, dcvclopmem.costs and operating costs 1



(4) imtyjiQLgrani aioyally, reduction Ipr.aficld-h pool. or portion of a field or
pool |

JAI,under[IK AT MLaiis-sub”cvtioiu i£tlic anticipated aggregate value
uf the proposed reduction exceeds five milliun-dullar:i.Hithuul.prior
approval muf-lhgJegixlalursr.ur.inat exceeds 5Q 175 LpcKcenijdlihcjQyaltyjmgiiially
specified in a lease entered into under ihc prQYi®iona of (f)of the section or AS 38,05.134;

m(liJiin' ;L(1)(]3)/ji.a)IC).eLLliii*ub™ai*jn thatamild reduce the
emaily rate.Mow,a.nominalf.percent |exceeds ¢Qpercent of ihc.royalty
originally specified in alease entered into under die provisions of (f) of this section or AS
38.05.134 1Lor

1C) nodvr cither tlit\I> tlitIM.or 111(C) oLlliis-subscetinn
without. anAXprieit*ondilinn.lhaUlie™oyalt.y.iiiodiliealinn is not assignable;

(5) shall require the lessee or lessees to submit, wilii the application for the

royaliyjcductiojiJinimciiiLaiid-tc*inical dataihatdcmonsuatcL s I,that the requirements of
this subsection are met; the commissioner

(A) shall | may Lrequiredisclosure of Lonly 1the.fmancial.and.tcchnical
data relating to development* production* transportation and marketing of oil
and pas from,the field that, in the commissionerAiJSole-disirclion. are
decmrd.neccssary-IOXuppurLa.dctcrmination. of. wliclhcLJur. nouo-granl the
rgaugsL_for_rovaltv niodification | that is reasonably available to the applicant | . and

A (P) shalL-7ith.thc cxccplipn-pf-dhclp™urc-tu-the legislative
Budget and-Audit LommiUee.and.its staff or agents, keep the data confidential
under AS 38.01f135(a)liHmMiiheicsseclL[aiucxi;

(6)-.mny rvuuire,thcJeysec orlesxces making-applicatipnioitlK royalty
modification LicductioiU-iQ Lretain and Lpay for the xciyiccs.gf aindepcndenl
contractor* selected by die commissioner Licssec or lessees Iroma ItsLofqualified
consultants in.nvdrecarbon Production and economics provided bv the commissioner 1.
lhal. is uualified tu cyalualcmlirucarhun.duYelupmunt®prnduction.
Iransportatipn.and marketing, economics. to assist_the commissioner in evaluating



ihc.applkatioii and financial mid technical datalwliciuhc comminsioncr ryguirca Liic lessee
QLIcascciiaigtain dicscrYkes-pLacoiitractor. the commissioner atuill determine the
rclemLscopc of tlicjYMAojftjKrfomicd by. ihc eontmctor-h

(7) shall make and publish a nreliminarv findintis mid determination on the
royalty modification Lreduction lapplication* give rcasonablcjublicjioiicc-gLthc
preliminary findings and determination, and invite public commentjmll to dtlicprcliminary
rinding and-dcicrminaiion during aiZfliifauL 1.30-day IpcnodioiJcccipt™Lpublic
comment;

(8)j>ha|| Qffcr.io.appcalLbcfprLiliviLca 5aiiyc.Bud&cLaad.AudiLi:pm imiifcJn

appropriate. on adav that is not earlier thanJQ 1101 davs.andjiot latcrilntn 60120 1
davs after yivinji public notice under (7) of tiiis subscctiomiQ.Dmyidc die committec/ito
staff.and agents, areviewalthc-commissioncrs preliminary findings and determination
on the royalty modification lreduction lapplication and the supporting data
ladministrative proccsiLittheLegislative Budget and-AudiLCommiitegacccpi&Jfk
commissioner's offer, the committee shall give notice of the.committee!* meetingto 1 ™ (
alijpcmbcis.pl die legislature 1.of thc.conuniitctf..s meeting.!: Vi '&
yy\v
jgj-shall make-copies of the preliminary findings and.detcrmination available to

(A I 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 ISCOMPATIBLE WITH ALLOWING A REASONABLE
RATE OF ECONOMIC RETURN FOR TIIE LESSEE. AND SEND COPIES OF TI IE
FINDING TO ALL MEMBERS | (of the legislature |;

(B) the chairs of the legislature's standing committees on resources: and

tCl die chain? ol theleuislatmc”ptcialLcommittces on oil and gas. if any;



(m shall, fur. a.ro.vaJlv modification nut rcuuiring.lcg.i5lflli.ve
approval as specified in (j)(4)(a) of this sjhsection_wiihin 30 davs after,ihc

close of the public comment period under (7);?iJhis_subscciiQDt

(A) prepare asummacy.tff.iIig.puiniLBaigna.ip the cwiunissioneds
greliDiiDaiy-Qndinfcs.and.dcicmiinaiioii;

_ N iflhmakc alinal findings and dfiicnninatigm

(11). shall.-fur_a .proposed royalty, redactiop rcuuiring.leaislalive
appro.mLandcr. (jMHaLt»f Iliis subscclion»..withm JQ.daxs.jtfler*osa-of
the public coimnenl period.

(A) prepare a summary of the public response to the

eonmiissioiHT’s preliminary findings .and-determinalion;

111) make a proposed-finaLfindmjs.and. detcrniinationi.aiid
submit it to the legislature for its considcratkm; UDQn_legislative approval,
the commissioner mav issue the final findings.and determinatium_the
commissioner’s final findings and determination Prepared under.paragraph (IQ) or (12)
regarding rovaltv modification | reduction 1

i) L>as lo.lhc applkaiUJinal.aiid-imL appealable lo Ihc
superiom:pmi;

mi) mav be appealed to the superior court bv a person
who submitted written comment under (7) of this sectioiK-but the aupealis
limited to a determination that the commissioner's decision is constitutional
and was not arbitrary, capricious or confiscatory Lis final and not appcalt/jlc to

k-CQUIL

(C) transmit acopy of the final findings and dctc.mination to the lessee or
lessees;



(D) with the applicant’s consent, amend the applicant’s lease or unitization
agacmenu-onsistgDi.wiih-the romniissityncrlifinaldecjsioiidiiid:

IE) make copies of the final findings and determination.availableJQ.ali.l.aJ
persons who submitted comment under (7) of this.subsection and who filcd a_rcaucst for

the.copics:
(12 | 201 1s not limited by ibe.Di:QuisiQns QLAS 28,05 34(3) or (f) of this
section in thc commissioncr.’s detcmiinatioiuindcLthis.subscciion.
END OF CHANGES

Sections 2-5 to remain as they appear in CS FOR HOUSE BILL NO.
207(FIN) am



DRAFT MARK-UP OF CSHB 2[)7(FIN) am

April 23, 1995

Note: Bold text is suggested new language.
( CAP. TEXT] denotes deletion of current AS 38.05.180 (j) text.
[ regular textl denotes suggested deletions of proposed amendments.

Section 1. AS 38.05.180(j) is amended to read:

(j) Hit (TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS FIELD
ORTO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR GAS
THATWOULD NOTOTHERWISE BEECONOMICALLY FEASIBLE, THE)
commissioner

(1) may [SHALL ADOPT REGULATIONS TO ALLOW REDUCTION)
prayjdc.for.mQdificmiQll of royalty on individual leases, leases unitized as described in (p)
pf-lhis-scction. leases subject to an agreement described in (s) or (0 of this section, or
interests unitized under AS 31.05

(ALtQ a!lQw_for production from an oil or gas field i. pool, or portion of a
field or pool 1 if

LiLilic oiLoL&as firidL.pooh.gr.ponies of the ; Id or pool ].has
tecn.lsuffiricmlyl delineated sufficiently, to | the satisfaction of ].allow, the
commissioner to conduct the analyses and make the findings required bv this

subsection:

(1) the field 1 pool, or portioiLof the field or pool Lhrsnot
oreyiouslv Dnxluecd oil or gas for sale: and

liiiLoilonas production from tlieJicldiu™ool.-Of.PoniQii.oLLhe
field or pool [-would not otherwise be economically feasible:



*%‘V
AY

)..to prolopg.ihc ceonomic-life-ollan oiLoLgai*field Avhcnlhe.ficld’s
oDerathiu_cosh exceed revenues, and absent a rovaltv modification are
likclv.Itf.CQiitiime.tg do so I, pool, or Portion of a field or pool as per barrel or barrel
equivalent costs increase Of as INC Dricc-Qfoil OF gas decreases, and the increase or decrease

ISLSUffidsr ..io make further production no.tongcr feasiblcl; or

ICLiQ.ic.-cstabhsh.produciion of.slun-in oil or.gas that would.noLothcrwisc

2 |. THE COMMISSIONER | may not grant a [ REDUCTION OF |royalty
modification unless the lessee or lessees requesting the modification |change |
(REDUCTION |makes | MAKES (aclearand convincing showing that a modification of
cpyiiliy-iiificis.ihcjcquiremgnis-v.this.subscgiioa and is in the best imercsis.of.ihe-state;

ft) shall | THE REVENUE FROM THE LESSEE'S SHARE OF ALL
HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY TO
CON TINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE RATE OF
RETURN WITII RESPECTTO TIIE LESSEE'STOTAL INVESTMENT IN TIE
FIELD. "THE COMMISSIONER MAY Jcondition any | A Jrovaltv modification
(REDUCTION |granted under this subsection in any way necessary to protect the state’s
best interests: the commissioner shall Provide for subsequent modification to restore
or-Jncrease_thejiime’s royalty.share .if the, presumptions,upon which the
niodifiealiojuJs.based». including bulLnuLliniiled.iu_jirpieclcd. ur.uJikliim.raH:
or volumci PEedieled.uUiimile rccoycry».or_.developnienl and opj* ‘ulcusls
arc.subsequently dg[grniiiicd-m..m*t tKffl In error?.and, as.a consequence to
have underestimated the economic feasibility of the field's development
allsenliLluyulmilodifieiition lan increase or decrease or other modification.of the

siatejiayaltt-sliare by.asliding scale royally or oilier mechanism iliaLsliaHbcased upon
achange | INTEREST, INCLUDING RESTORATION OF THE STATE'SROYALTY

SITARE IN THE EVENT OF* AN INCREASE 1in the price of 0il or gas and mav also he
based on other relevant factors such as a change in Production rate, projected ultimate

geraciy. development costs and operating eosts 1,



(4) may,nouraiiLa rpy.nhy-ieductionior.a.iicld.L ,.pool,.or portion of a field or
POfil |

(A) under (1)(A).iiUis_subsgctiQn..if-thc-ajitiripatctLaan:cgatc-.Yalug
of the proposed reduction_excecdsJiye-million_dollars_withuut_prior
approval,of. the Icuislaturci.or.that cx"sgds-Sfl-UZS-I. p™rtf ni.ot.ihe. royaliy.<Xicinally
specified in a lease entered itno.under.the. DCP.visions-Qf.fn ofJhc section or AS 3805134

-(L*).-»nder_(X)(B) or.(1)(.C) of this suteeciion.thatjmiild-ccduM tlic

royalty rate.bclpw.a.nonunal”pgrceeiiL.Lcxgeceds.fl)percent-of the royalty
originally specified in a lease entered into under Ihc provisions of (O of this section or AS

38,02.134 U m

(Cl_.under-.cithejL-t.IM). (1HW or.(I)(Cl.of this subsection
without.an-gxplicil-conditionjhat the, royalty-inodificatioji-is not, assignable;
L* . . -
(5) shall require the lessee or lessees lo submit, with.thc application for the
royalty reduction, financial and technical data thatdcmoiisiratcLsJihat the.rcquircmems of
this sul*cetiQniirc.mcLJhe.yonmiissioiiei

(A) shall I mav Ireuuire disclosure of only 1the financial and technical
data relating to developmcalL-Piodiieiioa..trajisp.orlatjon and marketing .of.oil
and.uas fEUiiLtheJieldJLhat...in..the .commissioner™ sole discretion, are
dccmced-nccessary to supporULdetcrmination of whether or not to urant the
request for rovaltv modification | that is reasonably available to the applicant 1. and

(1 sfiali.Jvith.lhc.escrplion.uf-disrlosure.tp.the. Legislative
Duduet and.Audit-Comniittce and its staff or. agentsJkccpjhc.data.confidential
under AS.38.03.Q3g(a)(91 uponllir-lcssccjtirauesi;

(6). may reuuire the lessec.0,lesseesjnaking-applieaiionior.thc.ioyalty
modiTieatiuiLl reduction Lto Lretainand 1pay for the services,of aindependent
coniracipr.-sciccicd by the commissioner 1 lessee orJesscesltoma list of qualified
consultantsirLhydrocarbon production junLceongmies providcd.by.ihe eommissioncr 1.,
thatJs qualified to evaluate.hydroearhon-dcidopmenl.-produelion.
transportation and.marhetinil economies, ig.assist.the rommissioncr.in.cyaluaiinc

3



die application mid financial and technical data.Lwlicn thc.commissioncr. requires the lessee
or lessees ip retain, the services of a contmciQL-die.cptmnigsioncr shall,determine ilic
relsyanLscopc.of the work 1Q.bg.pcifMmcdiaJhc.cgniraciQr.1;

ffl-shall make mid publish a preliminary findings and determination on the
rovalty modification Lreduction ].application, give reasonable public notice of the >
" Jivite.public.commeni oil! to 1the preliminary
:day. 130-day 1period for rcgcipLfllpubliE
comment; 110

till, -.shall, address in findiiips-niid-dcterniinations repaired under
paragraphs (7). (10) and (11) of this subsection

1AJ thc.revenuc.nceus and..projected fiscal condition of the

xiatc_dadim-the_pedod.of tlic-.piopi>sed_inpdifkation;

(Bi—the projected .impacts.oLthc. proposed. modification nn
tlic-stateJs.jevenue.needs;

(Cl-the likdihood-that the proposed modification will result
in-increnicntal capital investment, and/or other beneficial spending within
the-StatCi and the steps taken bv the commissioner in conditioning the
modification-to-assurc. that anticipated investments and/or other projected
state benefits occur;

11U the projected social impacts of the proposed
modificatinn,_induding its effects on the employment of Alaskans and the
use of in-state contractors and suppliers;

LEI the projected effects nL_thc_prnpuscd. modification upon
existing. and_pptcntial_ new commercial enterprise, competition and patterns
of investments within the state;

liil alternatives to the proposed-modificationi-and



— LO—apy fllhcLjmUcL.cunsidm,d relevant to. Inc finding
amLdfiifirminatifiim

2 | 8 1shall offer to appear before the Legislative Budget and Audit
Committee, in executive session or otherwise as“delermined bv the committee
lo_be iiDoroDrialL\ on a day, that is not earlier thanJff11Q-I.days.itnd.npi later.thajyM’|
2P-1davs after giving public notice under (7) of this subsection, to provide the committee.
its staff and agents, a review of the commissioner's preliminary findings and
get_ermination on the rovaltv modification 1reduction 1application and.the supporting

dla
ladministrative process 1if die Legislative Budget and Audit Committee accepts die
ponimissipnv,t:s.pfft. TAtlic.ppmiiitt.c-shaH give notice 0f the committed.meclini: to
alLmcmtasof the Icgislamre.Lplihc.egmmittcc.'s.mecuna.l;

£10)1 9 1 shall make copies of the preliminary findings and determination
available to

(A) the presiding, officer of each house |. BEFORE APPROVING A
ROYALTY REDUCTION. THE COMMISSIONER SHALL MAKE AWRITTEN
FINDING THAT THE STATE HAS OBTAINED THE MAXIMUM POSSIBLE
ECONOMIC RETURN THAT IS COMPATIBLE WITII ALLOWING A REASONABLE
RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND COPIES OF IHE
FINDING TO ALL MEMBERS 1(of the legislature );

LHLihc.chairs gf the Icgislaturc.’s.standinc committees on .resources. and

LCHhg.rhairs.gt.ifo; legislature.”™ special committees on oil and gas, if any;



111) 110 1 shall. furujmiUl*modification nut requiring legislative
approval as specified in (i)(4)(a) of this subsection within 30 (lavs after ihc

dose of ihc public comment period undcLE2i.gLihissulttCCtiQiL

(A) prepare a summary of ihc public response lo the commissioner's
preliminary findings and determination:

.(12) fihalL.fur a.prppused-rjialb-iuducliuii rmuirinu lcmslalive
approval under (i)(4)(a) of Ihij» subsectium.within.JQ.davs after. tiusc.of

the public eummecenl.period,

<AL prepare a.smimtari-ol Lhc-Puhlie_rjcspuiiac_lo.llic
commissioner's prcliminan*findings and determination;

() make a proposed final findings and determination. and
submit il to the legislature for its consideration: upon legislative approval,
the commissioner mav issue the final findings and determination; the
commissioner's final findings and determination prepared under paragraph (10) or (11)
regarding royalty modification 1:eduction |

(il is. as to the applicant, final and nut appealable to ihc
SUperior,aw Ii

0— — liill .may be.appealed.to.llie.superior,eourt tn-a..peiaoii
iLbu submitted mxrillen..cunsim;a.. under.17.Lof. this .scctioil_but Hie appeal ia
Limited tQ.fl-dgtcrmiMtiun-lliat-lht-eummhsiuniT’s decision is constitutional
and .was noLarbitrarK.capricinua or-cnnfiscaton Lis final and nui appealable to
tiKcoum ——

tC) tranumia copy of the final finding and dctcmnianpfl.to the lesscept
lessees.



(D) with the applicant's consent. amend Ihcjipplicants lease or unitization
Mecemem conmicnL wilh die mm uiaignBti final tfcci&ifltkanth

(l) nuke copies of the final findings and determination available tojigpiJ
who submitted comment under. 17) gf Uih.5ubaccticn.flDd who filed a rcquftLfor

ibcflgaafc

v ' 1= —y (13) I'1L lis not limited bv the provision!, of AS 38.05,134(3) or (f) of this
section in ihc commissioner”™ dctcnmnaiionmndcLtiih.:>uhraiiQn.

Sections 2-5 to remain as they appear in CS FOR HOUSE BILL NO.
207(FIN) am

Add new sections 6 and 7 as follows:

See. 6 The oro\i>ions of AS 3tt.05,18Q(iHII(A) are,.repealed January 31.
m il
Sec. 7 Anv modification uf ro\alh granted under the provisions oLAS

M.QS.IBHIIIHIHA) rs
b-fQuntl«LiML-UcEcmI>sf. 3L VUTJ, aLwhidi. lime the royally ratc.ifkclive

prior lo modification is re-established.



