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A M E N D M  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 -S llftU
4 (A) _ makc_and publish n Pfthm inary_OmllDta_afltl
5 dr termination on the royalty increase.
6 application: ,If the preliminary finding and tktcnnipation_conttmi.a
7 fovaltv increase. dccrcavc.or othcr_aditttlmcflLufldcr_.(lHA) of thh
8 subjection, the preliminary findings aiHLdttiii<HL5h*lLahgJK j ro fllicd
9 to the governor foe the governors approval or dbappnnallJbe g » x n » f

10 mav not delegate a decision to approve or disappr»«t-i_ prciim iiiaa
11 Oodin£s.8nd.dcthign.UDtkiHhia.syluiafaaBflIu

12 (II) ein  m tw m bk  p u b lk o o lK i-^ J ^ P CT lim ioaoJ lm lffl^

13 M d jk lc rm iflalkM LRnd

15 determination during, a 3<nia» pcriodior mtlirt oLimblk comment;

16 Page 7. line 32. after "determination :
17 Inwrt "and present it to the governor for the governor^ am ro*aLorjlkagntnvgE
18 the ggiemor mav not delegate a decision to approve or disapprove a Onai flm lin© and
19 dccb ii.'L im xm n ljunskU  h k jf th w ja n  aah;

20 Page 8. line 2. after adjustment
21 Invert "JLwemsedJbl-UK,C iUUh?r.

•I*
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M E M Q B A N P U M  Mav 2. I99S

S I' IU M 'T : Arocndnent || }  i,» j faft ST'S C S IIII 2o?<Rc«». authort/mp ihc
commttMoocr o f lu iu i a) tc«nufcc* lo  make *Jju«imrn<« o f  (m a ltx*  
payable by Wale l a w  oo oil and yv»% production 
(Work O lder S o  Q G IKW Vm J )

IO :

I  R O M :

Senator Loren Leman. C han 
Senale R ciow cc* Commniot 
AT TN Anncllc K ieO rtt

lark ( hc%^»efti
l.cynlafor (

C  /
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LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA
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M l .n»r« nt.*,** w  aw
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DIVISION OF LEGAL CERVICES

M t M O R A N D l i M  May I . 1995

SUBJECT : Amendment 110 lo draft SCS CSIIII ?07(R cH  anthon/mg ihc
commiiuonct of natural icwxmwo lo make adiuumenu of rovaliw* 
(MliNc h> a i l r  k iK t i  cm oil and gat production 
(Work Order So 9 < h K » )9 0 6 )

IO : Senator I men I cman. ('Karr
Senate Rctouicct Comrmttee 
A IIN  Annette Krnt/et

FROM : Jack < hcormci
I cjpdatiWC

iJ tr~

Y iv d d iv i « d  that I do «o h i t l  nmJ lo a d  whether m Fght o f th t amendment Ihe Imo 
adkwnal n rfnm n  lo 'mulcting c c oM ia o ' a n v m y  on |4 f r  I at kne 7 and on pave 4 
at b r  2o thmdd nm  aiat he deleted*
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o M 'T U b
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A la sk a  S t a t e  L e g is la tu re
Se**4on. Interim
Stale Capitol 716 W 4th Avenue
luncau AK 99601-1182 MEMO Anchorage AK 99501*2113

TO Jack Cbcnowcth. Attorney
IxgaJ Service*via ftv  2029 f»npaft\

FROM Annette E. Kreit/cr. AkIc to v‘
Senate Resource* Committee M A

DATE May 2 ,1995 6 .40 p m
RE: Additional Amendment* tn IIB  207 Draft vcnion 11

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

and transportation (.and marketing) of oil and
A me ml me nt *6) Scciwm J. 4 and S DELETE

The cotmrotuonct may nos [increase or) decrease 
(or otherwise adjust) royalty on Icatct tn connection with a cooperative or unit plan 
e u t p  av provided in (j) of this section

ONI.Y cm H R UNRESOLVED ISSUE fuMltng of confidential mfomution hy ua/f to 
I HAA committer' After revtewtnf the O itum  envenng I.IIA A. it teems superfluous to 
ury that tnfmnutxei cumnvuc* mam to tmuin confident u) from the public it conftdcmul 
in uaff and agents of thc l ilA A Comrmttee ()t d e t  there have to he acwrame for the 
crm pano that mfomucaon that they deem to he confylrmul will hr treated confidentially 
hy the uaff nr ( in r a f e n  id the I .HA A cnmmmce1



Session:
State Capitol 
Juneau AK 99801-1182

A la sk a  S t a t e  L e g is la tu re

MEMO
Interim: 

716 VV 4th Avenue 
Anchorage AK 99501-2133

TO

FROM:

DATE.

RE:

Jack Chcnowcth. Attorney 
Legal Services

via fax: 2029 two pages f  
Annette E. Kreit/er. Aide to y, i
Senate Resources Committee 
May 2. 1995
Amendment* to HB 207 Draft version B

I need the follow!. y by 10 00 a.m. Wednesday. I will be in my office (x4907) until 
probably 6 p.m.. Please draft the following amendment* to I IB 207 work draft version
GH0039SB:
Amendment *1) For non producing field* under 3H.05.1H0(j)<l )(A). the preliminary 
and final finding* and determination* mu*t be signed by the Governor. The Governor 
cannot delegate this rcsponsihlity. You may have lo amend the commissioner* statutory 
authority under Title 38. alto Tht* requirement doc* not apply to (B ) and (C) 
(uncconomic/shutm fickJt) There i* no fiscal limit on the amount of myalty reduction 
under 38.05. l80(jX lXA ) which would require the Governor s sigi ture on the preliminary 
and final finding*

Amendment #2) Page 4, lanes 18-20.
<B) keep the data jx u cp t for the data) disclosed mder (10) of this subsection (to a 
committee of the legislature or | to the Legislative ludgct and Audit Committee, confidential 
under AS 38.05 035(a)(9) upon the request of the cs*ee or lessee* making application for 
the royalty increase or dccreaie or other royalty adjustment.

Page 5 .1 .met 21-32 and Page 6  Line* 1-15 also Page 6. line* 3 1 -32
and Page 7:
Rcmose reference to legislator approval Revert to language similar to CS HB 207(11 N) 
am where die commtwuoncr offer* to appear before the IIIA  A commmcc w uh the 
prclurorury finding* and determination Ptea«c he sure to retain requirement that 
confidential information he suhmmcd to I.BA A (See Section 8 of CS HB 2fJ7(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 o f net profits,)

\mcndmcnt #4) Page 5. Lines 13-15:
(C) the projected |social] effects o f 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



i

4/29  B Version 
Senate CS  for CSHB207 -Ad ju s t in en ts  to Oil and Oas Royalties

Sec. I te chn ica l /

See. 2 p 2  Line 10 pool, or portion o f field or pool
p 2 Line 11 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 o f field or pool
p 2 Line 18 pool, or portion o f field or pool

.

p 2 Line 9 -1 0  sunset 5 year minimum 6 /1 /2000

p 2 (B )  II language
pool, or portion o f field or pool

p3 Line 4 -1 5  (B )  delete ‘•price”
(C ) shall address price change and 

other relevant factors
(D ) delete 11 -1 5

p3 Line 17 pool, or portion o f field or pool

p 3 4 (A ) (ii ) L B & A  only may review if not done in 40
days. May do advisory decision.
T ime frmac - 4 0  days from public notice 
confidential info only to professional staff

p 4 Line 5 delete from ; through Line 8

p 4 Line 14 delete "transportation and marketing c f o il and
gas *'

p 4 Line 15 delete "necessary"
insert "reasonably available to applicant"

p 4 (5 ) (B )  in v r t  con fiden tia lly language
use House language on AS 3 8 .0 5 .0 3 5 (a ) (9 )

p 5 (9 )  findings (A ) . (B > 'an d  (D ) OK  as written
(C ) delete (C ) Urtough adjustment



combine B &  C -deletc social effect

p 5 (1 0 ) delete totally
insert new language f  L ith)

p 6 -7  (1 2 )
A (ii) no appealab ility  *■

s
p 7 Line 9 -1 0  deltc "as to - otluir adjustment"

p 7 (B ) d e le te  a / 'fV ji -t '

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



Session:
State Capitol 
Juneau AK 99801-1182

A la sk a  S t a t e  L e g is la tu re

MEMO

Interim: 
716 W 4th Avenue 

Anchorage AK 99501-2133

TO: Jack Chcnowcth, Attorney 
Legal Services /  .

h  )
FROM: Annette E. Krcitzer, Aide to 

Senate Resources Committee |
I k ^

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 o f 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 Ihe proposed final findings and 
determination] same on line 27: act within |45J 50 days o f the end of the public 
comment period under subsection (8) (of submission o f Ihe 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.



LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA

(907) 465-3867or 465-2450
FAX (907) 465-2029 130 Seward Street. Suite 409
Mail Slop 3101 Juneau, Alaska 99801-2105

DIVISION OF LEGAL SERVICES

M E M O R A N D U M April 29, 1995

SUBJECT: Draft SCS CSHB 207(RES), authorizing the commissioner o f natural
resources to make adjustments o f royalties 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 - > /
jnserLegislative Gour

/
And yet another draft . And yet another memo

Look at your last transmittal. On page I, 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? I f  
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 o f 
this subsection ” There arc no requirements that are explicitly specific to assignments, so I 
think this requirement could prove to be a bone o f contention unless something more specific 
is substituted

JBC.gc 
95-316 glc

Enclosure
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WORK DRAFT WORK DRAFT WORK DRAFT
9-GH0039W/

Chcnowcth
4/29/95

DRAFT

SENATE CS FOR CS FOR HOUSE B ILL 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 B ILL

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 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).

• Sec. 2. AS 3S.05.180(j) is amended to read:

(j) Ih c  [TO PROLONG THE ECONOMIC L ire  OF AN OIL AND GAS 

MOLD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR

-1- SCS CSHB 207(RES)
r«*g y r .d fir lln o d  I  DELETED TEX T BRACKETED 1
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GAS THAT WOUl 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 t l iis 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 la te r than  

M arch  15, 1999. to allow for production From an oil o r 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 o r gas for

k sale: and

* 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.O 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

WORK DRAFT WORK DRAFT WORK DRAFT

SCS CSHB 207(RES) -2-
.V-W r - y  r n i f r l in v ' l  (D ELETED  TEXT BRACKETED!
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THE FIELD. THE COMMISSIONER MAY] condition an£ [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 i f  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:

<4) mav not grant a rovaltv increase, decrease, or other adiustment

WORK DRAFT WORK DRAFT WORK DRAFT

(A) un d er (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

(ii) 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 11 KC) 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

for a field

-3- SCS CSHB 207IRES)
.Vrv T iXC V n a T ' . l r . r l  IS S L S T S D  T £X 7 B M C K T T S S !
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WORK DRAFT WORK DRAFT

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 

ASJ6tltO;
[.’ > 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

V)

WORK DRAFT

$

9 r

SCS CSHB 207<RES>
:,Vv T rx r. / m r r w  7ZAT B M C rX T tO l



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 ih c  steps taken hv Ihc 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 p ro le s !  effects oLlhej Enpgsyd.rpyfllbLincrcr s* 
decrease, or. adjustment-nnon-.c.xistint’ and potential new oil and m s 
£5rJ.»nijjL>n_ajid_rle\ylopment1 and upon competition and pattern? of 
investments_related Jo oii and uas exploration and development:

(|0> os to
iA)_a_rovaltY_dccrcast or other royalty adjustment that, under 

l4»!AlLjiJ-nf this s u c t io n , requires legislator approval and the legislature 
bJtunsionijnasiai?ptarJ?efpre one ormorc standing or special committee* 
of_each hmtse of the legislature to provide the committer a review o f the 
tQmmi.ssi«»ntr.^-greiiminarv-nndings and determination on lhc_ro>altY 
increase, decrease* or_Qther__adiustment application and the supporting 
financial and.tcchnical data: if. under 16HB) »f this subsection. thcflnanclal 
and tcchnlcaLdata 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 before a committee in executive session: and

till a rnsalts decrease or other adiustment that, under
d ilAM lli of IhLs subsection. requires legislat e  approval and the legislature

WORK DRAFT WORK DRAFT WORK DRAFT

•5* SCS CSIIB 207(RKSt
it** r « r  --.1-TLirn ( r t X B  rrxr pmacktttzj
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12

13

isjiQ l 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: 

lK’forcJhc_Legislatiyg .Budget and Audit. Committee on a dav Uiat ls.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 rq y fllll 

increase,, decrease, or olher adjustment, application and Ihc supporting 

financial andtcchrikal-daja; if  ihc LcgLslnjivcjtudiict and Audit Committee 

accen t the commissioner's offer. the committee shall give noHcc_9fJtic 

cnmmittee... mcytingJo.all members of the legislature; if, underlfiKtO.oLlhh 

subsection. the fmancinl and technical data must he Kent confidential-althe 

X  retmest nf a Ic^ce.or le^eym ak ing  application fnr the msaltv incrtasejir

X  decrease or other royalty adiustment, the commissioner mav appcar.btforc

WORK DRAFT WORK DRAFT WORK DRAFT

i ^ S
the enmmitire In e.xecmlve session;

il l j_ shalLmake.copies nf the preliminary.findings and determination
16 ’I flsfli la b lt - io
17

18
19
20

2!
11 
*  »

23
24
25
26
27
28
29
30

31
32

•AX— ihe. p rcs id ing -a fn ttr. of .each house JINTEREST. 
INCLUDING RESTORATION OF THE STATED ROYALTY SHARE IN IH E  
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;

<JB j^ttn-shairs-9U htJttiilam feN _< iam lin&  eommilUC-gn
resources; and

i la - th e  *halD j?(Jhi.friLM*iunLi-siKMal c«?romHHts gfl oti
anU .n-s jr.jns,

d l l  shall,

lA L  far a r? salts Increase, decrease. or othrr adim brani lhal 

Uats_n'.»i^jinUer..!.lK.lMm g t.lh h  su lnctl^n , require k tb la t isc agential,

■>«» ;:su rrrs rrx? * » xrm rz]
SCS C SHB :0 7 iH IM
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within 30 davs after the dose of the nubile <9nwicnt.ocrM under. (B)-QLihh 

Mibsc-cjfon,
(i) prepare n summary of the public response <o the 

commissioner's preliminary nndingsjind_dctcrjnJnation;
(ill mnke n final findings and, determination: the 
final f)nclini>3.{mcLH_gtcrn)in.it»»nj)rgDaLciLiintIgLibis 

subparagraph rcg«rdlng_n_ royalty Increase, decrease, or other 
adjustment K  a; to ihc lesser or levees applying for Ihc royalty 
increase. decrease, or other,
Ihc court;

'.Hi for a royally increase. decrease. or other adiustmi 
under (4)( Ni!lh of Oil* subsection. retiulres Icfllslatbc approval, within 30 
days,after the dose. of (he public commeot period under <81 of-this
avtettlton.

(1) prepare a <ummin of the public moons* tuJhc 
commissioner's preliminary findings and determination;

til) make a proposed final finding and determination 
and submit it to the presiding omcer of each-house of the legislature: 
IfJhe legislature is In session at the time pf submission and does not 
act within 45 dais of submission of the Dropped final finding and 
determination to the presiding officers to disapprove the 
commissioner's Proposed final findings and determination b» enacting 
lcgblj||.vn^-ihc_£ommliii9nei_ihjiJL-iisut_A-Dnal finding, and 

drtrrmioatlon; if lhr.lttblaturc.e.o?! iajoiten. ihe Lnhhfiht

Budget and Audit Committee shall ro le *  and approve or disapprove
pi^^dJlf^II}Ddiois.iLDd-dtttriiiii?all?n-s if the I csrM ' c Budirt 
and Audit Committer doe* not art within 45 dass »f submission of 
the proposed final findings and determination to d is a p p ro v ed  
matorm »He * f the committer* full memherdito. the tommiistaprr's 
prepvKd final.findings and dclcrminalions.Jh: c"mmbsi«ncLsh.all 
i*»ue a find finding and determination: the commissioner s final 
findings aml_de lcimmall?n. i?r epared_ under *ht> subparagraph

.7. M S < Ml» W iRLM
*rm  .‘ i r » J  : ? t U 7 t ?  TtXT f M U t m t !
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rcgurdin^ thc roynllyJncrcasc. dccrcajic^ or.jithcradiustment is. as 

In the lessee or lessees applying for the rovaltv increase, decrease, or 

other adjustment, final and not appealable to the court:

(O  transmit a conv of the final findings and determination 

prepared under (A) or (B) of this paragraph to the lessee or lessees making 

application for the rovaltv increase, decrease, or other adjustment:

rovaltv increase, decrease, or other adjustment, amend the lease or 

uniUzaUon_Litircemcnt of. the, lessee or lessees applying for the rovaltv 

increase, decrease, or other adiustment consistent with the commissioner's 

final findings and determination; and

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

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

i l .V> Js_not limited by the provisions of AS 38.05.134(3) or tf) of this 

KctlpninJhccqmrolssiqncr's determination undcrthls subsection.

• Sec. 3. AS 38.05.1 SOtp) is amended to read:
(p) 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 adopung 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 con missioner 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 part of the 
lessees, in connection with the institution and operation of a cooperative or unit plan as 
the commissioner determines necessary <?■ proper to secure the proper protection of the 
public mtcresi llK^ommissfoncr may n .l Increase nr decrease »r otherwise adjust 
Loyally.gnJeaK a J m o M tttjo n  with ,i cooperative or unit plan except as provided 

In til of Ihh section. The commissioner may require oil and gas leases issued under this 
section »o contain a provision requiring the lessee to operate under a reasonable 
cooperative or unit plan, and may prescribe a plan under which ihe lessee must operate.

(P) with the consent of the lessee nr lessees implying for the

tK) make conies of the filial findings and determination

SC S  < M i l l  JO T iR K S *  -a .
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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 to each lease commuted to the agreement IhgjcommkiiontlLmas not increase or 
dreraw? o r °lfKP»IST adiM i ora lfy 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
(t) 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 38 05.140. Hi{_cnmmi-vstoner mav not increase or decrease or otherwise adhtrt 
ra iall l .gn.a Inm  arJ a tSP that art dubkrt Jo a  drilling or development contract 

avD ivided In (1) of thh section.
• Sec. 6. This Act takes effect immediately under AS 01 10.070(c)

WORK DRAFT WORK DRAFT WORK DRAFT
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A la sk a  S t a t e  L e g is la tu re
SrMtoa Intmm
State Capitol \ n \ «  7l6W4ihA«rm#c
funcwu AK 99WM1W ' Am K h i^  AK 9*301 JIM

TO  Jxk Chcnowcth. Attorney
Ixgal Sconce*via fa*: 2029 2 page* plea* cte»fiim lo t 4907 

EROM Annette E, Kmtrer. Aide to fr
Senate Resource* C om m ittrtt

DATE. Apnl 28 .1995
RE. CS for HBJO?. Adjustment* for Oil and Gat
i m i i * ( ! • • • «  « l i t  w i n  •  u i M i i i i  a  m  a t *  a m m

There are a couple of change* that afreet the whole Nil Thrtejghnut the Nil replace the 
nhrace 'royalty adjm tmcnt' wuh etther 'increase. decrease or otherwise adjust* or 
' increase. decrease nr adjustment" where appropriate
Re«ori tegi4ato c approval of these tm rea»cv dccrrasc* nr adjustment* at follow*
If the legnbturr fails to act on a royalty wvrrjoe. decrease or other adjustment within 45 
day* of the comrmisacner presenting a pruprna) tn writing to the Senate Prrudcnt and the 
Speaker of the Iknoe. the royalty unerase. decrease or euher mrthfkatxwi n  automatically 
approved The kptlaiure may delegate the rrspnosaKUty for approving a roy ally increase, 
dcvrravc re other adjustment to the I epslame Budget and Audit Comnvnor when the 
legislature it rut in teiuon If the I .HA A ( ’omrmacc faiK toact on a roy alty increase, 
dcvreaie re other adjustment within 45 day* of the comrmitaoncr presenting a proposal tn 
writing tn the member* of the I JMt A cnrmeoce. the royalty tno *a«c. decrease or other 
adjustment it amomiticalty approved
1) Page I. NO CHANGES
2) Page 2. Change date fee etptranon of authority ** grant adjustment to royalties to 
March 15. IW . fce all tafurst* fce royally mrafcfkataan
J) Page M  ine* 27.52
Delete all lest, and mien
tfii tfcknte m ftc liid fliti »r»l ddcm^aanm ima uatet fo i y m itn . iit  
m u m u m  tfhiaitirg Why. ̂  m l g a U i t a )  ii&  ULivafly . gn fo ttd  t a a n i n . t f  t k i i k v i n n a  Mil -vrraR rs u n tk  wem t f o h  tf*  r a m g .  tfcu ratc  of ptfgf

ipyaW adtareof «trtnmfh*fwn«V*itw>r»at4m4i>ha4.will r « n y i * n > w i  |
irtfT itci t o r d t n  a  almumran ip ininrc. i m i m  j  rin m u r ihr m B  
if tf* kikugttfii mx\ IUU its 
ic La it us viU tX iim iul ̂  ouesuow
y .i^ u v i.a ro i’0 Afaaumtn.

uuA ao iu*i2aP w cu 
m.rf4t»£ ihc u i i f i f y y a lu i^

dntmr* ^  r
XitoLi iJfec ik ld  A ito x k c n m



4) Pace 3. afiet line 2: Invcn new (i) make the former (i) into (ii)
if the royalty adjustment for the field would establish a royalty rale of leu than five 

perttnt in amount or value of the production removed or told from a lease or Kate* 
covering the field.

5) Page 3. Line 4: Delete |SS| and invert i lQ  million; Delete |lf  Ihe royally 
adjustment is •  reduction lhal ctcredv 50 pcrcenl o f Ihr royally originally 
v peel fled in a leave entered inlo under Ihe provlvionv of (f | of this vcelkm 
or AS .'JI.05 .I54 ,|
6 ) Page 3, Line* 12*17: Delete sunset provivion
7) l‘jp r 3. line 23:

After the ws*d avu^fuNc. invert without the «wa written apormal of the
rnmnimxwrf V lL .^JUS tU liLU^  t* lUifid UfiXLi vC2U&.i.Ui&iAm& iL i iauifnmrm meets ihe rcouirrmotli of this subnotion and is tn the hen interests of the sme­
ll) Page 3, line 29 This paragraph roquirev disclosure of infomution and there tv
crvKcro that ifv not adequately stated that the information bring disclosed tv being 
disclosed to the Cbmmtuaoner. the legislature or to the I .HA A comrmttee Clarity this 
Alvo. Delete |Jn  Ihe Commissioner's vole dUrrefion.l
9 ) Page 4. lines 1*2 Delete (and itv staff or agents)
10) Page 4, lincv 4 * Allow the procedure o ' ihc Commissioner's selection of an 
tndepmdent contractor to he waned from cute | fwutmcni cede
11) Page 4. l ines 16*17: DELETE
12) Page 4. Line 19 DELETE.

13) Page 4. Unev 2* »  DFJ.KTF. AU. MATERIAL and mien
(£ ) toe p i t t e d  r ilcm y f tfs p run ed  hoaId  u u i a * .  dttTM* n  atoiigneniujsuo ctiuine and Ptyxrntid new til and gas CA^vaixei and development. ccmnctiiMm. aad

m  m a  cf r a r a m rw  rcLuad m i t o c  a im im .
14) Page 4. lanes 31*32 DELETE
15) Page 5. line 4 Delete 120) and mien Undelete 140| and mien 20
16) Page 5, lines 3 4

Delete |in eseoitlve sosion or otherwise as dr I rr mined hy Ihr 
commit're to be appropriate)
17) Page 3. Lines 5 6 Delete (and Its staff and agcntv|



BH

MEMO

TO

FROM:

d a t e

RE:

Jack Chcnowcth. Attorney 
I egal Services
Annette E  Krtit/er. Aide to 
Senate R aou ica  Committee
April 2R. 1995 
CS for IIB 107, Adjustments for Oil and Oat

• # # I

V 'c<Jlucf*^ twnJfv f j ) 0 ) ^ 1  

eft J jtltJ ) & ¥ * ? C<Shu++J
ov AvU L r * * * .  -f» n  w R .

OJC* n#»J ^  f * v  3/ hu>

4 -  ?

I) P« |c I.NOCIIANCiFS
2 1 Pape 2. Change dale for ciptrattnn of authority to grant adjustment to royalties to
Starch 15.1999. for all mjucstt for royalty modification
J) Page 2 ,1onct 27 52:
Delete all test. and imcn
tB) describe in the findings and determination rrauired under this iubiectio;> the 
anuTOtan. ifo lud; u  gkc. siuswicU cidiMain m l  ut wkinc. gsdiklal u l m m s

uMEAs^iluriaic a _ d k i
a d t u n m e i  k  Nnorf* a a i

tCi i d  fa ih  the ta im  and cm d inoo i. »h* i. nuv irwludc the substitution of a dalinc teak
f u j i lp . a ifo rc r f  net pcirfiLi ui a h a  mnJunmm hhtth h ill s tn m  u bguua ii
in r r r * ^  tV e rra s rs  n r a d k im n m ts m  re sto re  n r in c re a se  th *  **— »** r rw tr y  d u re  i f  th e
mumcittm lrcti n faith ihc tanmnuaKt relied .are mtoawauh tkiaimftal it> b in  
makmiimimd ihc remom- fauhlm gf the ikid' a Unticgncni hiibaa a nniUv

41

5)
Page 5. lane 4 Delete S5 million and insert $10 million
2 * * ? ,  i . 1' ' ' '  ? / . / ,  ( J o * * #  •Page 5 .1.inet 12-17 Delete suiter prmiston^ * *  i  I A U r i  •

6 ) Page I. line 23
|  After the w a rd  assignable, insert a u t o !  l l *  C T h l YiTllttfl t f C t t n i l  i i  IfaC 

usum au iaa . t, h a d io ss in il j&oll IH : a i iIs. ixs^ u i x h i  d  H a  aad u  in He  t o  i n

7) Page .1. Line 29 l>clc»c |jn the Cnmmustoncr's t«4e dnerrtio^l
*1 Page 4. lanes 1-2 Delete land tu staff nr agents)



9) Page 4, Lines 4*8: Allow ihc proccoarc of ihc Commissioner’s sclcciion of nn
independent contractor lo he waived from stale procurement code.
10) Page 4. Lines 16-17: DELETE
It ) Page4 ,Line I9i DLLETL. J #  4 fo r«* +% b*. ^
12) Pace 4. Lines 28-30: DELETE ALL MATERIAL and insert: < * > ( « « * ) .

(p ) (P) ihc projected effects of the proposed royalty increase. decrease or adjustment
upon existing and potential new oil and m  cAolsnmoti and development compcutiotL and 
paiiom  c l uiym m cnia reLu al m ihnx  atU Yiiica.

13) Page 4. Lines 31 32: Dl-LKTE
14) Page 5. Line 4: Delete 1201 and insert 10. delete 1401 and insert 20
15) Page 5. Lines 3-4:

Delete fin cscculisc session or otherwise as determined hy the 
committee to be appropriatt?)A
16) Page 5. Lines 5-6: Delete (and its staff and agents]
17) There should he a provision in subsection (10) (Page 5) for what happens if the 
Legislative Budget and Audit Committee doesn’t apprmc
18) OTHER NOTES: Pcy* 4 (A )

a) Throughoutihe bid replace the phrase "royalty adjustment" with "increase, 
decrease or otherwise adjust".

h) PagyyA ): Does this mean anyone gets the information or disclosure or docy 
the info go to DNR or the legislature'’ T t  + i>  ,» n f

c ) Rework legislative oversight with the follow ing:^ «  p n f tu A  L ay tfr fw
?  y  If legislature fail* to act on a royally ingrwrtc. decrease or other 

w uhyOpdays of tlx: Comtniuuoner presenting at «n writing to the Senate President and the 
Speaker of the tlouse, the royalty increase, decrease or other modification is automatically 
approved < s «T a *W ’

The legislature ma( delegate the responsibility for approving a royalty 
increase, decrease or other nxsJijkatson to the Legislator Budget and Audit Committee 
when the Legislature is not in s/vsion. If the l.H^cA committee fails to act on a royalty 
increase, decrease or other mothficattoo withtrtJOdays of the Commissioner presenting it 
in writing to the members of the LBAA Committee, the royalty increase, decrease or other 

a h ~ -t  mndifraiMOTt automatically approved.
(KEEP the threshold language of SI0 million, and contract provision language on Page 3. 
line* 7 - I I .)



/

New language for amendments to Senate CS for CS for House Hill No. 207 (RES)

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 w ill govern subscuucni 
increases, decreases or adjustments to restore or increase the state’s rovaltv share i f  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 best intcrc: is of the state:

Page 4. lines 28-30

Redraft as follows:

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

April 28. 1995

r t \  11 •
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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

O ffered :
Referred :

Spoiuorti/: HOUSE Rtl.ES COMMITTEE BY REQUEST OF THE GOVERNOR

A B ILL

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 

I date."

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

• Section I. 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(j>.

• See. 2. AS 38.05.180(j) is amended to read.

(j) I k  ITO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS 

HELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR

•I* SCS CSHB 207(RES)
.Vev 7t!it  Un4«r.»lnrd ISKZrrtD 7TXT BMCKTTtOl
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GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE. THE] 

commissioner

(1) miULPrgyIcIc_for.an.Increase nr.decrease or otherwise adjust 

[SHALL ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty on 

illlUvggUl-lI leases, leases nn itlm l 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 lhlsjubseclion.lo.lncrca.se. decrease, or 

otherwise adjust the rovaltv

[A)_i>fter the effective jln te .oL th is  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;

(ii) 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^peratlng 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;

Q1 (• 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 

Ihcjgm iirenients 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

WORK DRAFT WORK DRAFT WORK DRAFT
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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 snbscnucntly 

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 (l)fA ) 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

(ii) 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 i f  not disapproved 

under (12)(B)(ii) of this subsection and the commissioner first submits 

the decrease or other adjustment under that provision;

(B) under tl)(B ) or (1)(C) of this subsection i f  thc_CQyalty 

decrease or other adjustment for the fjr td would establish a rovaltv rate of 

lessjhan three percent in amount or value of the production remove L u r

•3- SCS CSHB 207(RES)
;,’gy re.Tt ','n d tr lir .td  i rC LC T T V  7K X 7  B M C K tT tO j
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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.Ihe commissioner; the commissioner's approval of an assignment must 

he based on a clear and convincing showing bv the assignor (hat Ihe assignment 

meets the requirements of ( l).o f 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

(It) 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 

re guest of. the lessee or lessees making app|icatlon_for_thc royalty increase 

or decrease or other rovaltv adjustment;

j7.i may reouire_!lie 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, vs ho 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-QQlig f-o f Jhc preliminary findings and determination, and invite nubile
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comment on the preliminary.findings and determination during a 30-dav period for
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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 ■ 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) a rovaltv 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 

f inancial 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

l£ l a_rosalty decrease, or other adjusimenL«M>tJimler

•5- SCS CS IIB  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; i f  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] 

o f 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;

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

WORK DRAFT WORK DRAFT WORK DRAFT
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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

WORK DRAFT WORK DRAFT WORK DRAFT

,subsection,

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

cornmjssinricrNjirej iminarv findings and determination;

(ii) 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 

com nms i one r ' s_p r cl i m i n a r v findings and determination;

(ii) 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 u ith in 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 

fin d in g  and determinations the commissioner shall issue a (Inal 

flMoiLs_iitid_dcltTmination;Jhe commissioner's final findings and

•7. SCS CSIIB 207<RES)
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[ji

determination prepared under this subparagraph_mLi>rding the 

rovnltv lncrcasci_ilgcryjtsct or^jhctLnOiuslmrnl LvasJ.oJht* lc»ce_or 

lessees applying for the rovnHy_inccgasc^dccrcnsy,--Qr_Qlhcr 

adjustment, final and not nnnenlnblc to thccourt;

(C ) transmit a conv of the flnal_flndinESJind_<Jclgrm inallQn 
prepared under (A) or (B) of this pan»graph.to_thcjcsseo_or_lcss_ces making 

application for the royalty Increase, decrease, or other_adJuslmenl:

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 " i th  the commissioner’s 

final findinus and determination; and

(IO make conies of. the final findings and dctcrminaliim 
available to each person who submitted comment under <H) of this subsection 

and_^ho_bas fllcd a rcnucst 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.!30<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 a 
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 H ie cnnuojssioncr_!nayjiQLincrraK <>r decrease or otherwise adjust 

reyaHsLnn.kttttt In connection with a cooperative or unit nlan etcent bs provided 

In t i l  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

WORK DRAFT WORK DRAFT WORK DRAFT
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cooperative or unit plan, and may prescribe a plan under which the lessee must operate. 

Hie plan must adequately protect all panics in interest including the state.

• See. 4. AS 38.05.l80(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 by 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 arc considered as operations or production 

as to each lease committed to the agreement. The commissioner mav n<?t_lncrt05C_pr 

ffc c trw .o r  o»hep*Iso.rljusLrQiflllvj»riJcases-ln connection with n communication 

of-drllling agreement except as provided in (I) of this section.

• See. 5. AS 38.05.1 S0<t) is amended to read:

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

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

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

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

state arc best served. A ll leases operated under approved drilling or development 

contracts and interests under them, tc excepted in determining holding or control under 

AS 38 05.140. Ih c A ommi»iQncr may not increase or decrease or otherwise adjust 

mallY 9n 4 ka tt ?r Im ky that are mbiect (o 9 drilling or dcvclopmcnl contract 
ttttP L flS. crowded in (i) oLlhfs section.

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

WORK DRAFT WORK DRAFT WORK DRAFT
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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: I ) under 
(jM IXA), 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 (jM 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 1 MO. 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 I MB) and 
(jM I MO there is no sunset date.

S t t l iu P -L

This section amends AS 36 30.850(bM33) by adding a new paragraph which exempts the 
commissioner's selection o f 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 
(jM7). below.

S t a i u a  1
This section amends AS 3ft 05 I80(j) as provided below.



This subsection clarifies that, before the commissioner may increase, decrease or otherwise 
adjust a royalty m e. 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 in an 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 (jM I ',(A). (jM 1M B ) and (jM I MO clarify that any royalty increase, decrease or 
adjustment will be based upon the economic feasibility of prtxiuction 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 an sc 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 roy alties 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 in the 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 
•

h u ta c a iu n . i i i L l i

This subsec non 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



S u la c t l iu iL  -1JH31

This subsection directs the comm issioner to condition any roya lly  increase, decrease o r 
adjustment in any way necessary to protect the state’s best inicrcst.’ ’ The Senate 
Resources Committee C S  establishes the requirement that the comm issioner describe in a 
wnttcn findings and determination the assumptions upon which an increase, decrease o r 
adjustment is based, and set forth the terms and conditions, which may include the 
substitution o f  a sliding scale roya lty , a share o f  net profits o r other mechanisms that w ill 
be applied to increase, decrease o r adjust the state's roya lty  share i f  the assumptions upon 
which tnc comm issioner relied are subsequently determined cither to have underestimated 
o r  overestimated the econom ic feasibility o f  the fie ld ’ s development without the royalty 
increase, decrease o r adjustment.

S u i u c O i u n . i i lH l

This subsection sets forth explicit lim itations on the comm issioner’ s auihonty to grant a 
roya lty increase, decrease o r adjustment. W ith respect 10 delineated but previously non- 
producing fie lds ( j X l X A ) .  the Senate Resources Committee C S  would forb id an increase, 
decrease o r adjustment o f  royalty rates without p oo r legislative approval i f  the anticipated 
total value o f a proposed reduction o r adjustment exceeds ten m illion  do lla rs , o r i f  the 
increase, decrease o r adjustment would establish a roya lty  rate o f  less than five percent in 
amount o r value o f  production removed o r sold W ith respect to non econom ic producing 
(jM I HB ) and shut- in fie lds (jM 1MC) the comm issioner m ay not adjust roya lty rates below 
a floo r o f  three percent in amount o r value o f  the production removed o r sold.

S u & lc O i f l f l . l i l l i J

This subsection requires the com rm itioner to condition any rova lty increase, decrease o r 
adjustment with an explicit notice that the increase, decrease or adjustment may not be 
assigned without the p o o r written approval o f  the commissioner. It further specifies that 
the comm issioner’ s approval shall be bated upon a de tenu ru tion  that the proposed 
assignment complies with ihe provisions o f  subsection ( jK  I ). and is in the best interests o f  
the state



Subsection (i)(6 )

This subsection establishes the requirement that the applicant submit supporting financial 
and technical data with an application fo r a roya lty  increase, decrease o r adjustment. It 
defines the categories o f  in form ation which may be required, and provides fo r  the 
confidentiality o f  documents submitted in support o f  an application to increase, decrease o r 
adjust the roya lty  rale.

The Senate Resources Committee CS makes explicit that the commissioner w ill require data 
necessary to make an informed decision on an application to increase, decrease o r 
otherwise adjust roya lty rates. In addition, the lim itation o f  the com  mi w inner's authority to 
require any information other than financial and technical data relating to “ production'', 
which appeared in an earlier version o f  the b ill, has been deleted, c larify ing that the scope 
o f  the comm issioner's inquiry may include financial and technical data relating to 
development, transportation and marketing o f  o i l and gas. as w ell as production, i f  the 
commissioner determines that those data arc necessary to properly evaluate an application

The subsection a lso defines the confidentiality principles which w ill apply to  information 
submitted in support o f  an application to adjust royalties Except fo r data submitted undo  
the provisions o f  subsection (jM 10) o f  the b ill, lo  the legislature o r to the Ix g t t la rv e  Budget 
and Audit Committee, the d au  w ill remain confidential u n d o  the provisions o f  AS 
38.05.035<«M9) upon lessee's request In other words, as to the puN tc. the in form ation 
w ill remain confidential.

S u t a c a i a n  ( i l l ? )

This subsccuon confirm s the com m iss iono 's authority to require ihe applicant to pay fo r 
the services o f  an independent contract!* to assist the com m iw iono  in review ing an 
application to increase, decrease o r otherwise adjust roya lty rates Relative to an r a d io  
version o f  the N il. the contractor's qualifications have been expanded to include the aN liry  
to evaluate hydrocarbon production, development, transportation, and marketing 
economics.



Subsection (i)(Hl

Tb it subsection establishes the requirement that the commissioner make and publish a 
prelim inary findings and determination on roya lty adjustment applications, give reasonable 
public notice o f  the prelim inary findings and determination and provide fo r a 30-day public 
comment period

Subsection f i l i a l

This subsection defines a lm  o f  issues. (JM9XA)(jX9KD). which the comm issioner mutt 
address in any written finding and determination ft*  a roya lly  insrease. decrease o r 
adjustment

S u l i i c a i u n - U i i l f l J

This subsection sets forth the procedures and timelines lo  he fo llow ed fo r a proposed 
increase, decrease o r adjustment o f  roy alty rates wtitch requires legislative approval both 
fo r those instances when the tcp s la tu rr is in session, as w e ll as when it is not in session 
(subsections ( 1 0 * A ) and t IO x B ) )  Under the p ro v is ion s .o f ( I 0 ) ( A ) ,  when the legislature 
ts in session, the comm issioner may appear, before r o c  o r  more o f standing o r special 
comm it sees o f each house m provide the committee a review o f  those findings and 
d rte rnw utm nt, and the supporting financial and technical d a u  If the applicant has 
requested confidentiality fo r data, the cnmmiisaoner may appear in ctccuiive session

Under ( 1 0 x 8 ) .  fo r  applications reqwnng legislative approval when the lepsia tu rv ts not in 
tessaon and fa r other applications as w ell, the commissioner d u l l  o ffe r lo  appear before the 
U p t la t r v e  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 prelim inary findings and determ ination and supporting d a u  This subsection a lto  
provide i that, i f  the I BA A  accepts the com m tsu roc r's  o ffe r , it w ill give notice o f  the 
commuatc's meeting m  a ll members o f  the lep sia tu rr



S u lK K l i o a -  l i l t  H i

T h u  subsection provides that the commissioner shall nuke copies o f  the pre lim inary 
findings and determination fo r a proposed increase, decrease o f  adjustment o f  a ro y a lly  . ate 
to the presiding o ffice r o f  each house; the cha in  o f the legislature's standing committee* on 
resources: and the ch a in  o f  the legislature's special committees on o i l ami gas. i f  any.

Suhacctian -iiJ im

This subsection defines the separate timelines and administrative procedures to he fo llow ed 
in summarizing the public comment, prcpanng and dtstnhutmg the fina l findings and 
determination and amending the leases to reflect adjustment o f  royalty rates, depending 
upon whether o r not the proposed adjustment requires p oo r legislative approval, and i f  so. 
depending upon whether o r not the legislature is in session. Ih c  subsection a lso  contains 
language a ffirm ing that the comm issioner’ s decision, as regards the applicant, is fina l and 
not appealable to the court

Fo r those adjustments not requiring p oo r legislative approval, the comm issioner shall, 
withm 30  days o f  the c lose o f  the public comment pcnod. prepare a summary o f  the public 
responses and nu ke  a fina l findings and determination For those adjustments which 
require prio r legislative approval, the commissioner must prepare a summary o f  the public 
response, and submit a proposed findings and determination either to the legislature, i f  it is 
in session, o r  10 the LB A  A i f  the legislature is not in session, within 30  days after the c lose 
o f  the public comment pcnod

I f  the legislature is in session and docs not act within flO days c< the start o f  public 
comment p e n a l to disapprove the comm issioner's proposed ftm l finding and 
determinations by enacting legtslatmn. the commissioner shall *ssuc a fina l findings and 
determination

I f  the legislature is not tn session, the U 3A  A shall review and approve o r disapprove the 
proposed fina l findings and determination I f  the 1 HA A docs not act within ROdayt o f  the 
beginning o f  the public comment p e n a l, to disapprove, by m ajonty vote o f  the 
comm ittee's fu ll memhership. the commtssmncr shall issue the final findings and 
determination

64



The subsection also directs the comm issioner to provide copies o f  the findings to the lessee 
o r lessees, and with their consent to amend the lcasc(s) o r unit agrecmcnt(s) to reflect the 
increase, decrease o r adjustment consistent with the terms o f  the findings and 
determination. It a lso requires that copies o f  the final findings and determination be 
provided to each person who submitted comments dunng the public comment period and 
who filed a request fo r copies.

S u bsec tio n  .l ililJ J

This subsection clarifies that the comm issioner may. under the authorities vested by this 
b ill, increase, decrease o r adjust the roya lty provisions o f  leases arising from  conversion o f 
Exploration Licenses.

S e c tio n  J

Section 3 amends the provisions o f  AS 3K 0 5 .1 WXp) to c la rify  that the comm issioner may 
not increase, decrease o r otherwise adjust roya lty on leases in connection with a 
cooperative o r unit plan except as provided in AS 3ft 0 5 .1 80 (p ). as amended by this b ill.

S c c i iu i l- 4

Section 4 amends the provisions o f  AS 38.05 . IftOfs) to c la rify  that the comm issioner may 
not increase, decrease o r otherwise adjust roya lty on leases in connection with a 
com m un iu tion  o r d rilling agreement except as provided in AS 3ft 05 .1 8 0 (1 ). as amended 
by this b ill.

S cc liu n  5

Section 5 amends the provisions o f  AS 3H 05 .180 (1 ) to c la n fy  that ihc comm issioner n u y  
not increase, decrease o r otherwise adjust roy alty on a leave o r leases that axe subject to a 
d rilling  o r development contract except as provided tn ( j )  o f  this section, as amended by 
this b ill.

Sctliun -6

Section 6  provides fo r an immediate effective date under AS 01 1 0 0 7 0 (c ).



C o m p a r i s o n  o f  H B  2 0 7  V e r s i o n s .

G overnor’s  V ersio n H ouse V orslo n Senato V orslon

Non producing Holds

Types of L ea se s Uneconomic fields Samo Same
Shut-in fiolds

R oya lly  Floor Before 7 8 - 7 5 %  (3 125%) Non-producing 75%  (3.125%) Non-producing 5%  (60%)

(assuming 12.5% royally) Alter 7 8  -50% (6 25%) Uneconomic 90% (1.25% ) Uneconomic 3% (76%)

L eg isla tive  O versight None Advisory Cumpulsory when greater than $ 10
million for non producing fields.

S u n se t None None Authority to grant ends March 15 .
1999 for non-producing fields.

C o m m lsio n e r 's  F in d in g s No Criteria No Criteria Establishes criteria to be addressed.

Selected by commissioner. Selected by applicant from ONR Selected by DNR.

3rd Party A n a ly se s C o sts paid by applicant. short list. C o sts paid by applicant.

C o sts paid by applicant.

A ss ig n a b ility Not addressed. Not addressed. With Commissioner s  prior approval. 1

156 PM 5/2/95 1
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SF:.C T IO N A L A N A LYS IS  
OF

SEN A TE  CS FO R  CS FOR H O U SE  B IL L  NO. 2()7<RES)

A PR IL  26 . 1995

The Senate CS fo r CS fo r House B ill No. 2 0 7 (R E S ) defines the comm issioner’ s authority 
to adjust the existing royalty terms o f o il 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 o f leases 
overly ing delineated fields from  which o il o r  gas has not been produced fo r sale previously 
( j ) (  1 )(A ) , 2 ) to adjust the royalty terms o f  leases within producing fields where the fie ld ’s 
operating costs c> reed revenues, and arc like ly  to continue to do so absent roya lly  re lie f 
( j ) ( l ) ( B ) ,  and 3 ) to adjust the royalty rates o f  leases within shut-in fields to re-establish 
production that would not otherwise be econom ically feasible. The authority to grant an 
adjustment o f  roya lty rates under ( j ) ( l ) (A )  expires January 31. 1998.

S u b se c tio n  ( i ) ( l )

Subsection ( j ) (  1 >( A> clarifies mat. before the commissioner may adjust a royalty rate, the 
fie ld must be delineated "su fficiently to a llow  the commissioner to conduct the analyses and 
make the findings required ..." instead o f  relying upon the more subjective standard o f  
"su ffic iently  to the satisfaction o f  the comm issioner..." which was specified in an earlier 
version o f  the bill. This change was made to reinforce the expectation that decisions to 
adjust roya lty rates w ill be well reasoned and supported by the record. This standard 
should encourage greater accountability, reducing the likelihood o f  disputes ove r whether 
the commissioner was "satisfied" with too little information before making a decision to 
m odify roya lly  rates.



Both subsections (j)(l)(A) and (j)( 1 )(B) clarify that any royalty adjustment w ill 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 w ill 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.

A ll oil and gas fields, including the most prolific and economically viable fields, w ill 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 w ill 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.

Sub sec tion  ( iH 2

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 o f the state." It also places the burden of proof for 
making that showing on the lessee.

S u l m i c l i t m - i j l U

This subsection directs the commissioner to condition a royalty adjustment "in any w îy 
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 w hich 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 fie ld’s development absent a royalty 
reduction.



S n b se c lim i_U J i-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 50 percent of the royalty originally 
specified in the lease. The benefits o f any adjustment granted non-producing fields under 
(j)C 1 )CA) expire December 31, 2002. and effective January I. 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 
o f three percent in amount o r  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 o f an application to adjust the royally rate.

The Senate Resources Committee CS makes explicit that the commissioner w ill require data 
necessary to make an informed decision on an application to modify royally rates. In 
addition, the limitation o f 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 o f the commissioner’s inquiry 
may include financial and technical data relating to development, transportation and 
marketing of oil and gas. as w ell as production, if  the commissioner, in his discretion, 
determines that those data arc necessary to properly evaluate an application.

3



Hie subsection also defines the confidentiality principles which w ill 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.

S ubscc iiun _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.

S u b sc c liu n  ( 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.

S u b s c c liu n . -LilllJj

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.

S u b s c c liu iL .m ii.Q j

This subsection establishes the requirement that the commissioner offer to appear before the 
legisla tive Budget and Audit Committee, in executive session or otherwise as determined 
by the committee to be appropriate, to provide a review o f 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

4



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

Subsection -lilLL ll

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 o f 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 o f 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 30 days 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.

Su b sec tion  ( 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

5



Section 2 amends 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 38.05. lKO(p). as amended hy this bill.

Section 3 amends the provisions o f AS 38.05.180(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(s), as amended by this bill.

Section 4

Section 4 amends the provisions of AS 38.05.180(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.

Sec tion  5

This section provides for an immediate effective date under AS 01.10.070(c).

6
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SE N A T E  CS FO R  CS FO R  H O U SE  B IL L  N O . 2 0 7 (R E S )

IN  THE  LEG ISLA TU RE  OF TH E  STATE OF A LA SK A

N IN ETEEN TH  LEG ISLA TU RE  • F IR ST  SESS ION

BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor)*): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A B IL L

FO R  AN A C T  E N T IT L E D  

"A n  Act re la ting  to ad justm ents to roya lty  reserved to the state to encourage 

o the rw ise  uneconom ic production  o f  o il and gas; and p rov id ing  fo r  an e ffective 

d a te ."

B E  IT  E N A C T E D  BV  T H E  L E G IS L A T U R E  O F  T H E  ST A T E  O F  A L A S K A :

•  Section 1. AS 3 8 .0 5 .180 (j) is amended to read:
( j )  m  (TO  PROLON G  THE ECONOM IC  L IFE  O F  AN  O IL  A N D  GAS 

F IE LD  O R  TO  REESTABLISH  COM M ERC IAL PRODUCT ION  OF SHUT-IN  O IL  OR 
G A S TH A T  W O U LD  NOT O TH ERW ISE  BE  EC O N O M IC A LLY  FE A S IB LE . TH E ] 
comm issioner

(1 ) mav provide fo r an adiustment I SH A LL  ADOPT REGULA T ION S 
T O  A LLO W  RE D U C T IO N ] o f royalty on ind iv idua l leases, leases unitized as 
described in (d ) o f  this section, leases subject to an agreement described in (s) o r  i l l  
o f  this section, o r  in terests unitized under AS 31.Q5;. Ihe. CQ m m baQ nc r.in ay .ac l 
under Ihis su tK ttliun  to ad iuri Ihc.m yalls

•I. SCS CSHB 207)RES)
S** r-r: '.'rltr lLr.il tCKLETED TtXT BRACKET£21



tA l— a fte r the effective date o f this Act and not la te r than
J a n u a rY -M i . l^ f lg Q ji i to w  fo r-D roduc t lon  from  an o il o r  gas fie ld  i f

( i L lh e .Qil o r eas flcld-has been delineated su ffic ien tly 
iQ -a llQ y -lh e_com m l:-Tiim£iLtQ_cQnduct the analyses and make the 
findings requ ired  h v this subsection ;

(Hi the fie ld has not previously produced oil o r  gas fo r
s a l i m d

l i i i )  o il o r  gas p roduction  from  the fie ld  would not 
otherw ise be econom ica lly  feasib le ;

(B ) to p ro lon g  theeconom ic life o f an o il o r  gas fie ld when the
fie ld ’ s operating costs exceed its revenue and , without a roya lty  adiustm ent.
are liH du o  con iimie.tQ-dQ so ; qc

(C ) to reestab lish p roduction  o f  shut-in o il o r  gas that would
not 0>herwix-iML«ttnfflmica!l2L.fea5ii?lg;

i l l  (. TH E  C O M M ISS IO N ER ] may not grant a (R E D U C T IO N  OF ] 
roya lty  adiustm ent unless the lessee or lessees requesting the adiustm ent 
(R E D U C T IO N ] makes a clear and convincing showing that an ad justm ent o f rova ltv
meets ihe requirements, of. this subsection jmdJiinJheJttsynteEcslsjiLlhe.stelc; 

13) .shall
iA l (THE  REV EN UE  FROM  THE LESSEE S SH A RE  O F  A LL  

H YDRO CA RBO N S PR O D U C E D  FROM  TH E  F IELD  IS A ND  IS L IK E L Y  TO  
CO N T IN UE  TO  BE IN SU FF IC IEN T  TO  PRO D UCE  A REA SO N A BLE  RATE 
O F  RETURN  W ITH  RESPECT TO  THE LESSEES  TO TA L INVESTM ENT IN 
TH E  F IE LD . TH E  C O M M ISS IO N ER  M A Y ] condition a n i  (A ] royalty 
adiustm ent (R ED U C T IO N ] granted under this subsection in any way necessary 
to protect the state's best in terests;

(B ) p rov ide  fo r  subsequent ad iu flm cn tJQ  restore  o r  increase 
Ih c .ila lc ’s m a l t y  share if  (hc.asaunuiiiurdi.uM D-^hieh Ihe ad im tm cnL is  
based, including p ro jec ted  p roduc tion  ra te  o r vo lum e, pred icted ultimate 
recovery , o r development and operating costs, a rc  subsequently .determ ined
lu J ia v.cJK£n.in error and,, as.a. consequence, to hare underestim ate! ihc 
econom ic feasibility o f  the fie ld ’s development without a roya lty  ad iustm ent;

WORK DRAFT WORK DRAFT WORK DRAFT
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(4 ) mar not grant a rovaltv adjustment fo r  a field
(A ) , under (11(A ) .o f this subsection

(1L  jf_thc_antlciuated aggregate value o f  Ihc p roposed 
r pyalty-adiustmcnt is a_rcduction that would exceed 55 .000 ,000 . o r  I f  
(he jp va ltY -ad iu s lm cnL iS -a  rcduc liun .tha t exceeds 50 percen t o f  the 
ro ya lty , o rig in a lly  specified In a lease en te red _ ln to  u nde r the 
p ro y h io n $ _ Q L in _ o r_ th ia  section o r . AS 38 .05 .134 . un less the 
comm issioner_and the ro y a lty  ad justm ent app licant agree that the 
ad justm ent may not take effect unless approved by the leg is la tu re
u n d cL iia ifliliilijD h iL su frK c iio i)  and-ihc-commiariQncr first obtains 
a p p e a l  o f.ihc.ad itm m cni under t f a l  IcgblaUys.agpLoyal provision;

(ii) that a l lo t s  a roya lty adjustment that is a reduction 
to .gMendJ?csoiidJ?.ccgmiKr.31,.2Q02;-for_royalty that has teen  
reduced by the com m issioner fo r  the reason .a rt ou l_ in  t l ) (A )  o f  this 
subsection, on and a fte r J a n u a ry  K .2Q P3 i_ fh c_ tos«  or. lessees s h a ll 
pay the ro y a lly  ra te  that_»as in  effect i[nm ed ia lt ljLbe fQ re_reductjon  
o f  the ra te  by the com m issioner unde r Q J iA L o f thiS-Subsection ;

(B ) under (1 ) (B ) o r  <1)(C) o f  this_subsection i f  the ro y a lty  
ad justm en t fo r  the_ [k ld jw ou ld_gsiab lish  a ro y a lt i - r a lc  o f  less than three 
percent in am ount o r  value o f the production rcmoved-QtLsold frum jL Jcasg  
o r  leases covering  the -fie ld ;

(5 ) may not grant a roya lty  adjustment under this subsection y ith o u l 
including an explicit condition lha l ihe royally adjustment i s  not.assignable;

(6 ) sha ll requ ire  the lessee o r  lessees tQ .subm iL .> rilh .lh t_a flM ca ilan  
fo r  the ro y a lty  ad iustm ent. financia l and technical d a ta .lh a l-d em oo s lta lc  th a t the 
requ irem en ts o f this subsection arc m et; the comm issioner

(A ) sha ll requ ire disclosure o f  the financial and technical data 
re la tin g  to development, p roduction , tran sp o rta t lo fh  in d  m a rk e t in g .o f o il 
and gas from  the fie ld  that, in the comm issioner's s o le , d isc rc tio n^ a rc  
necessary to make a determ ination as to whether o r not to g ran t the request 
fo r  roya lty  ad ju stm en t! and

(B ) sha ll, except fo r  the data disclosed unde r U Q L o L lh ls

WORK DRAFT WORK DRAFT WORK DRAFT
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subsection to .theJLegjs la tlve  B u d g e la n d  Audit Comm ittee and in  s ta ff o r  
agents, keen thc_da la  cunnden lia l.under \ S  38.Q5.035(a>i9> upon the lessee's 
E£OU£&

17) n aY _ reuu ire  the lesse c -o r Jessees m ak ing  app lication  fo r  the 
ro y a lty .a d ju s tm en t to pay fo r  the services o f an Independent c on tra c to r, qua lified 
to eva luate hYdrpcarbon .dcyc lopm cD t..flrpduction , tran sp o rta tion , and m arketing 
c con om ig ._» hQ  Is selected b r_ th c  comm issioner to assist the com m issioner in 
eva lua ting  the app lication  and financia l and technical d a ta :

IfflL sha ll m ake and-DublislLa p re lim in a ry  findings and determ ination 
o n _ lh e  ro y a lty  a d ju s tm en t, application^ gjyc reasonab le  pub lic  notice o f the 
p re lim in a ry  find ings and determ ination , and invite pub lic comment on the 
p r c lim in a rY .n n d in g s ^ d e te r m ination .during a ttfcd flL Pe riod  fo r jc c tt ip t o f  public 
c om m en t

i9 ) sha ll address in any findings and determ inations requ ired  under 
this, subsection

I A ) . th c .ccyenuc-nKds .and  projected fisca l cond ition  o f  the 
s ta ie -d u p n g Jh c p c r io d .o f . lh m c g p o sc d . ros a lu .  ad ju s tm en t;

IB) the nroicctedUfTccls o f the proposed royalty adjustm ent 
on the sta te ’s revenue needs;

I Q  .the likelihood that the proposed royalty ad justm en t*  i ll 
result in incremental capital investment or other beneficial spending within 
the. statci_and- the-stegs-iakcn-.by-the-com im aaioneL.tiLcondhiQning..ihe 
royalty adjustm ent to assure that anticipaied.in>Qtinentsi>LoiiKr. btneficiai 
spending w ith in the sta le  occu r;

ID ) the pro jected social e ffects o f  the p ro p o s e d ,ro y a lty  
adjustment..indudingJLLcfrtcLs on.lhe.tm ploynient of Alaskans and.ihe.use 
o f  in -state con trac to rs  and supp lie rs : 

(E ) the protected effects o f  the p roposed ro y a lty  ad justm en t 
upon existing and potential n ew  com m erc ia l en te rp rise , com petltion . and
pa tte rn s o f . in vestments » ilh in  the s t i le ;

IE) aUernati>a.tQ.ihe-prflBtBed.rQiaity. ad iustm enti.and
(Cii a n r other m atter considered re levant to J ie  findings and
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dclcuninaliuns;
(IQ ) sha ll. o f fe r  to ann tiL . be fo re the Legislative Budg :  and Audit 

C om m ittee . in executive session o r  otherw ise as determ ined by the committee to be 
a p p ro p ria te , on a d a r t h a l  is not e a r lie r than 20 davs and not la ter than 40  d i r *  
a f lc r  riv im LPub lic  JKHlcc under 18) o f  this subsection. to p rov ide the committee and 
i ls _ s ta f f .a n d  agents _a. rev iew  o f  th e , comm issioner's p re lim in a ry  findings and 
dc te rm lna tlon  o fi.th e .roya lty  ad iustm ent ippiica lkM i and the supporting data ; I f  the 
Leg is la tive  Budget and  A ud it Com m ittee accepts the comm issioner's o ffe r , the 
com m ittee sha ll g ive notice o f  the committee** meeting to a ll m embers o f  the
legislature;

t l l L s h a l l  m ake c op lQ  o f  Jhe p re lim inary  findings and determ ination
ayailah lgJu

1A1 ihc o r c M m  o flk tr  o f each f a u x  (i n t e r e s t .
INCLUDING RESTORATION OF THE STATES ROYALTY SHARE IN T IE  
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;

i f l l - l h c  c h a in  g f ihc ItxM atM fc’s M au d lin  r c m m lt ito .g f l  
a a m K j a d

(Cl the chain of the legislatures special committers on oil 
and t a  if a m ;

U i L  M
(A ) fo r  a ro y a lty  adiustm ent that docs f> o l under i4M AH ll o f 

this m  tweet ion, rem jir r  legislative app rova l. » it fan  JQ d iy s  a fte r the dose  o f
the f lt th lk  com m ent per ted im dcf.ifli-flfJhtEStttocctlfltL

ii) p repa re  t  nummary o f the pub lic  response to the
rvm m m um tr'a  prelim inary H n d tnp  and drttrm inaiton; 

t i l l  make a  fina l f la d ita i  and determ ination; the

WORK DRAFT WORK DRAFT WORK DRAFT
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3 I ad iiaun tnL  a fln litanL  flnal and nut itaMllfafcJaJhixam
4 j  i£ i_ fQ iL i.fn ?a llT . adiuMmtnt th a i under t4MAnii o f ihu

6 I a iM c -c a m m tfU  .fltriud .m idtr.i8 l .gf-lh ii a u h tt t io ii ,
7 I  m a t t  i .m jn iD A f t g f the a u b lic  r o p o n *  to the

io  and-aha llaubm il 11 to ihc la m la io rc . if  ihc k t b ja lm e jm f ln p o  the

12 I Ic s b la U o n - lh c  ..CTmmiaigocr J b i i J t  a f ln iL f ln d in n  and
13 d d m n in a iit fn L lh t  c o r a n h i lo o t r l  final f in d in g  and-dtlcrm irutitto
u  c i i o a i ^ n d c f  .LhiaiubflA faiJiiflti.rnLafdlna L -^a ili ad ittttm eni U

16 I court;
17 I  i l l  ira m m ii a  conr of ib t  final f ln d im .a n d  determination
is  p rm arcd .undcr IA) g J B l  o f I M I J M B M i J a J k  1— K

20 ur un iiLm ion  agm m gu .m m iittn i «nh t in  tom m ia fim tr'a  final f ln d ln o
21 I a n d .d tlg m in a lfa in ia n d

23 avaibbfr to each om en  »ho mbmmnl comment under 8) of tho wbttctnjn
24 a n d *  ha haa f lk d  a rcauca  for the ca ttn ;
25 I >13) b  not limited br the n rotatam  of AS A Q 5.134th  or ift o f Ihb
26 K o t a  in  the rem m lm Q iK f i d tig m in iL iu ti.u fld g  th n  an to ttU un
27 j  * Sec. 2. AS 31.03.180(p) u  amended to read
28 I (p ) To content the rucural revaurtn o fa l lo r a p a r io fa n o d o r fa i  pool. field.
29 I or (tie area, the fence* and then repreientaam may uni* »ith each other. or fiunly
30 I or vrporately *tth other*. tn collectively adoponf or operaoac u a J t j cooperative or a
31 I unit plan o f development or opeaoon of the pool, field, or like area or a pan o f «. *hen
32 I determined and certified by the comrmtuonrr id  be Decenary or a)viu£4e tn the pubbc

I  SCS CSHB 207iRKS> «*•
!*>•* :»»» t i  is titT ts  r trr  ik t a t r t i !
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interest. The commissioner m ty . with the consent o f the holders o f  leases involved, 
establish, change, o r revoke drilling , producing, and roya lty requirements o f  the leases 
and adopt regulations with reference to the leases, with like consent on the pan o f  the 
lessees, in connection with the institution and operation o f a cooperative or unit plan as 
the comm issioner determines necessary o r proper to secure the proper protection o f  the 
public interest The cqm m ia to n tr m a r M i  id iM L  r o r a l l r  on leases in connection 
w ith a  CQ ocxra lbc o r  unit p lan except as p rov ided  In i l )  o f  this section . The 
comm issioner may require o il 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 a ll parries in interest including the state.

*  Sec. 3 . AS 3 8 .0 3 .l8 0 (s )  is amended to read:
(s ) When separate tracts cannot be individually developed and operated in 

con form ity with an established well-spacing o r development program, a lease, o r a 
portion o f  a lease, may be pooled with other Land, whether o r not owned by the state, 
under a communication o r drilling agreement providing fo r an apportionment o f  
production o r royalties among the separate tracts o f  land comprising the drilling o r 
spacing unit when determined by the commissioner to be in the public interest. 
Operations o r production under the agreement are considered as operations o r production 
as to each lease committed to the agreement. The t t fm m ia iP f lt r  m ar M l  HUJBBtt 
ro y a lty  on k a s q  in connection with a  com muni ra tio n  o r d r illin g  agreem ent except 
m  p rov ided  in ( i )  o f  thia section.

* See. 4. AS 38 .05 .180 (1 ) is amended to read:
( t )  The commissioner may prescribe conditions and approve, on conditions, 

d rilling , o r development contracts made by ooc o r more lessees o f  od o r gas leases, with 
one o r more persons when, in the discretion o f the comm issioner, the conservation o f  
natural resources o r the public convenience or necessity requires it o r the interests o f  the 
state are best served. A ll leases operated under approved d rilling o r development 
contracts and interests under them, are e&cepced in determining holding o r control under 
AS 38 .05 .1 40 . The c om m in lo fK r may not ad just roya lty  un a l a x  o r  k a x s  lh a l 
a re  sub jec t (p  a d r illin g  o r  jk» rip om en  f l f f l lm t  t l t t f l t  M  B n r t d t d  in  111 Ihid 
KtlhXL

WORK DRAFT WORK DRAFT WORK DRAFT
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•  Sec. 5 . This Act lakes effect immediately under AS 01 .10 .070 (c ).
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Session.
State Capitol
Juneau AK 99801-1182

Alaska State Legislature
M EM O

Interim:
716 W4lh Avenue

Anchorage AK 99501-2133
T O Jack Chcnowcth, Attorney 

l>cgal Services
via fax : 2029 2 1

FROM : Annette E. Krcitzcr. Aide to t'i ^  
Senate Resources Committed

DA 1E : April 26 . 1995 Second FAX

Senate Resources CS fo r H B  207 (G H 0 0 3 W  4/25/95

Hesse incorporate the additional changes into a Resources Committee substitute fo r HB 
207 , Adjustments to O il and Gas Royalties.

1) Page 3. line 11: D E LE T E  ( I9 9 9 | Insert 2UQ2

2 ) Page 3. L ine 13: D E L E T E  (2000J Insert 2003
3 ) Page 3. L ine IK : D E LE T E  (fiv e ) Invert three

4 )  Page 6. subsection ii Beginning at line K:

In thL section, ( fo r  adjustments requiring legislative approval I we had set up the 
I.BA: A committee to receive the commissioner's proposed findings i f the legislature is not 
in session and to have the findings referred to LB& A  i f ‘.he legislature is in session.

D E LE T E  the reference to anyihing being referred to LB & A . The fu ll legislature 
w ill receive the proposed final findings and determination. The fu ll legislature w ill then 
have to enact legislation to approve the adjustment. This is where I would like to use 
language sim ilar to the roya lty  o il contract approval process in A S 36 .06 .055 . (See *8  o f  
the previous fa x .) The commissioner still issues a final findings ane determination; the 
commissioner's final findings and determination are still as lo  the applicant, fina l and not 
appealable.

5 ) Number 4 docs not affect the section dealing with adjustments which d o  not require 
legislative approval, but where the commissioner o ffe rs  to appear hefi'ce LB& A  
Committee.



Session:
Stale Capitol
Juneau AK 99801-1182

Alaska. State Legislature
MEMO

Interim:
716 W 4th Avenue

Anchorage AK 99501-2133
T O Jack Chcnowcth. Attorney 

Ix g a l Services
via fax: 2 029  2 pages

EROM : Annette H. Kreitzer, Aide l 
Senate Resources Commit!

R l

DAT! April 26 . 1995

Senate Resources CS fo r H B  207  (GH00.VAP) 4 /25 /95

Please incorporate the fo llow  ing changes into a Resources Committee substitute fo r HB 
207 , Adjustments to O il and Gas Royalties.

1) As the title states, these arc adjustments • change "modificatton(s)" o r 
"rcduction(s)" wherever they appear to "A D JU ST M E N T (S )" (including sees. 2. 3 and 4 ).

2 ) Page 2 . L ine 28 : D E LE T E  (p re sum p tion s ) Insert assumptions
You wondered if. in that clause, there arc other "presumptions/assumptions” that 

need to be identified. A list is perhaps never complete, but if. as you say. including means 
"including, but not limited to” then the things not mentioned on the list o f  assumptions that 
arc related to an underestimation o f  the economics o f  a roya lty adjustment wouldn't be 
precluded from  being considered would they?

3 ) Page 3 . Line 4 : "anticipated aggregate value" is intended to convey that partners
w ill not be awarded S 5 .000 .0 00  separately to get around the S 5 .00 fl.0 00  legislative 
approval tnggcr. I f  "total value" conveys the same intent, then use the simpler language.

4 ) Page 3 . L ine 6 : D ELET E : ( lo )  Inscn c f

5 ) Page 6 . lane 11: Not sure i f  this is an editorial comment or not:
D E LET E  (sub ject | and insert submit

6 ) Page 6 , Lane 29 : a person vs any person: The query is: i f  you leave it "a" person,
docs that mean that the commissioner cou ld select one person from  hundreds who might 
have submitted comments and filed a request fo r copies, and make copies o f  the final 
findings etc.. availab le on ly  to that person and satisfy this requirement? O r. docs this line 
mean that i f  a person satisfies the requirements o f  submitting comments, arid filing a 
request fo r copies that the commissioner must provide the fina l findings etc.. to each 
person who docs so? I f  there is any doubt, replace a with any.

7 ) As to your other questions/comments: Y ou r reworking o f  five percent nominal rate
is fine. I think fo r now . w e ll lease the Budget and Audit Committee as die committee
'-onsidcring the adjustments, even when the legislature is in session.

continued next page

G



8 ) As lo  the "unconstitutionality” o f  the h ill: The royalty o il contracts arc approved by 
the leg is la tu re  because a contract requirement is that they w ill be approved by the 
leg is la tu re . Change the language in the work draft from  passing jo in t resolutions to 
enacting legislation as is the ease in AS 36 .06 .055 . Is it possible to specify that a contract 
fo r  a royalty adjustment include u provision fo r legislative approval fo r a royalty adjustment 
greater than $ 5 ,0 00 ,0 0 0 ?
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LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA

DIVISION OF LEGAL SERVICES

I JO SnnirJ Strrtl. Suite 109 
Juneau ,1/atia 99501-2103

Apt il 2 5 . 1995

S U B JE C T : D rafl SCS C S IIB  207 (Rcs). authorizing Ihc commissioner o f  natural
resources lo  make adjustments o f  royalties payable by state lessees on
o il and gas production (W ork  O rder N o  9 -G II0 0 3 9 \P )

T O : Senator Loren Leman. Chair
Senate Resources Committee 
ATTN  Annette Kreitzer

"  < J T
F R O M : Jack Chcoo^r '  ~

iounftlL e g a l i s e  Cou 

. *I he drafl is based on the material supplied

I his \ significant piece o f  legislation and I've made a tactical decision to try to drafl it so 
that its operation is not dependent on adoption o f  a special effective date p'ovision 
A ccord ing ly. I revised paragraph ( IR A )  and added language in paragraph H H A )(ii i ) to  
accommodate the "sunset" p ovision

In paragraph (3 ) .  AS 01 10 0 4 0 (b ) generally treats the breadth o f  the term "inc luding" 
"Including but not limited to" is not necessary In lhal clause, arc there other "p resum ptions"-, 
-is that even the correct tc rm ? - lh a i need to be identified'’  • SS J  *

In paragraph (4 ). I 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 rewoA ing 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 by the fu ll 
legislature in session'*



Senator Loren Leman 
April 25 , 1995 
Page 2

In paragraph (12XA)(ii) and ( l2XB)(ii). note my handling o f the "is final and not appealable" 
provision from the House-passed measure

Paragraph ( l2)(B)'s approval provisions arc probably unconstitutional under the separation 
o f powers principle liven i f  not found to be unconstitutional for that reason, use o f the 
resolution as the means o f signifying approval and, alternatively, sending the matter to the 
attention o f the Budget and Audit Committee when the legislature is not in session, raises 
other significant constitutional questions going to the manner in which the legislature may be 
required to pass bills. State v, A L.LV.Ii. -Voluntary. 606 P 2d 769 (Alaska 1980). and to 
asserted improper delegation of legislative powers SfiC State v. l ;airbanks-_NortlLStar 
liiliougl). 736 P 2d 11*10 (Alaska 1987)

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

JHC klb 
95 -2 99  klb

Enclosure
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Jack Chcnowcth, Attorney 
Legal Services

via fax: 2029  8 paces'total

Annette E, Krcitzcr, Aide 
Senate Resources Commit:cc

April 25 , 1995 

Resources Committee Substitute fo r I IB  207

Please draft a Resources Committee Substitute fo r HB 207 using the attached language 
marked "D ra ft mark-up o f  C SH B  207(E IM )am . The mark-up is to the version that passed 
ihc House (GH0039VJ).

Please ca ll me at X 4 9 07  i f  you have questions.
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D RA FT  M A R K -U P  O F CSH B  2 0 7 (F IN ) am 
April 25, 1995

Note: B o ld  text is suggested new language.
| CAP. T E X T | denotes deletion o f  current AS 3 8 .0 5 .180  ( j )  text.

 I regular textl denotes suggested deletions o f  proposed amendments.________________

Section 1. AS 3 8 .0 5 .180 (j) is amended to read:

0 )  I TO  PROLON G  TH E  ECO N OM IC  L IFE  O F  AN O IL  A N D  G AS F IE LD  
OR  TO  REESTA BL ISH  C O M M ERC IA L  PRODUCT ION  O F  SH UT -IN  O IL  OR  GAS 
T l I A T  W O U LD  NOT O T IIE R W IS E  BE  EC O N O M IC A LLY  FEA S IBLE , T I IE ) 
commissioner

(1 ) may (SH A LL  A DO PT  REG U LA T IO N S  TO  A LLO W  RED U C T IO N ! 
provide fo r modification o f  royalty on individual leases, leases unitized as described in (p ) 
o f  this section, leases subject to an agreement described in . ( s )o r ( t )  pLtbis-SCC lipm r 
interests unitized undcr_AS.3_L05

(A ) to a llow  fo r production from  an oil o r j i a s i id d .L d po I. o r  portion .o f a 
fie ld f f u a g l l i f

( i )  the o il o r  nas fie ld I . poo l, o r portion o f  the fie ld o r pool I has 
been ( sufficiently! delineated suT T kknU i to I the satisfaction o f  l . a t e t h c

tun  duel, llic  a m l u n  and  imiki; ih e . fm d in c ^ c u u ir c d .b v . lh is  
s u lm c l iu n .

( i i) the fie ld L  poo l, o r portion o f  ihc fie ld  o r pool.1 hasiio i 
p ieyio idy-p igduvcd o il w  uas fo r sale; aod

tii) o i l o r gas production from  the fie ld I . p oo l, o r portion o f  the 
field or.pool 1 .would .not otherwise bc.cegnQmieally.fcasiblc,



( j j )  .iQ p ro long thc.cconQDiic life  o f  aiLgil o r  gas fie ld  tv lie n i lie .f ic ld ’ s
O B e ra lim :-c o s ts -g ,\c c c d .r£ v e ti iic s ,.a i id .a b se n t a r o y a lt y  n m d ific a lio n  a rc  
iih fily_ lu -ctm tinuc .ttf d u s o L p o v h  c>i. portion, o f  a .f id d  or. poo l as per. barrel o r barrel 
cuum iknLcosts increase .onas ihc.pric.c-pf o i l .or. gas decreases^ and-thc .inm a te  .PLdccrcasc 
is sufficient to make further,productioqjiq.longer-feasible1-Lor

(2 ) [ .  TH E  CO M M ISS IO N ER  | may not grant a | R E D U C T IO N  O F  | roya lty 
m odification unless the lessee o r lessees requesting the m od ifica tion  1 change | 
[R E D U C T IO N  | makejt I M AKES | a clear and convincing showing that a modification o f 
ro.yaliy.mcc is liu LKdu if cmcn ts .philiis su bsection. and is  in the.best interests o l  die, slate;

H YD RO C A RBO N S  PR O D U C E D  FROM  TH E  F IE LD  IS AND  IS L IK E L Y  TO  
C O N T IN U E  T O  BE IN SU FF IC IE N T  TO  PR O D U C E  A REA SO N A BLE  RA TE  OF 
R E T U R N  W IT !I RESPEC T  TO  T I IE  LE SSEE ’S T O T A L  IN V ESTM EN T  IN  T1 IE  
H E LD . TH E  CO M M ISS IO N ER  M A Y  | condition any [ A | royalty modification 
[ R E D U C T IO N  | granted under this subsection in any way necessary to protect the state’ s
iNSLinicrcsisLiIiiLc.QnimissigiicLslialUifovidc for suhseuuent m odification 1 o restore 
or. increase Ih e -s ia te ’s. royally, share if- lh e  presum ptions upon w hich the 
m od ific a t io n  is_b a sed , in c lu d in g  but no t lim ited  to  p ro je c ted  p ro d u c tio n  r a le  
or-Yolum c» predicted  u ltim ate  recovery , or developm ent and  operating  costs 
are -subseuuenav-determ ined -to -have  b c c n _k .c rro i^ a iid .a s -a .c o iis c a u c n c e  lo 
tiave-undcr.estim ated-tlie . econom ic feas ib ility , o f the. fie ld !s .d eve lo p m en t 
absent a ro.vallv.niodifiealion Ian increase o r decrease o r  other m odification o f  the 
state’ s rova ltv share bv a sliding scale rovaltv o r other mechanism that shall be based upon 
a change | IN TEREST , IN C LU D IN G  RESTO RA T IO N  O F  TH E  STA TE ’S R O Y A L T Y  
SH A RE  IN  TH E  EV EN T  O F AN IN CREA SE  | in the price o f  o il o r 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 I ;

(C L io  j c :.csiablish.oroduetion o f  shui:in jiLQ Lcas iliaLwould-iioLQlheTwisc
be econom ically feasible:

f3 ) shall [ TH E  RE V EN U E  FROM  TH E  LE SSEE ’S SH A RE  OF A L L

3



(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, i f  Ihc anticipated aggregate value 
o f the proposed reduction exceeds five m illion do lla rs w ithout prio r 
approval o f the legislature; or that exceeds 50 1 75 1 percent o f the rovaltv originally 
specified in a lease entered into under the provisions of (f) of.the section qlAS 38.05.134;

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

(C l under e ither_(l)(A )._(D (B).or (IHC) u f_ lh is subsection 
w ithout an exp lic it condition that the ro va ltv modification is not assignable ;

(51 shall require the lessee or lessees to submit, with the application.fouhg 
rovaltv modification, financial and technical data that demonstrate! s 1 that the.requirement 
o f  this subscction a ic jn c u J ic  commissioner

(A) shall ( mav 1 require disclosure of 1 only 1 the fmanciaLand.technical 
data relating to development, production, transportation .and -m a rke tin g  o f  o il 
and  gas from  the fie ld  th a t, in the commissioncr:s-Solc_discrction, a re  
deem ed .necessa ry  to  s u p p t f rL a .d c k T m in a li t fn .d f M ir th c r  o r  n o t do u r i i i i i - l l i c  
request for ro va ltv  modification 1 that is reasonably available tiuhe applicantX^and

(B) shall, w ilh  the exception o f disclosure to the Legisla tive 
Budget and Audit Committee and its s ta ff or agents, keen the data confidential 
under AS 38.05.035(alt91 upon thclcsscc's request:

(6 ) may rcuuire.ihc lcsscc.orjcssccs making apBlk,aiigaJ&?Lih£jBaaUy 
m o d lf ie a i io a  1 reduction l.to  1 reta in  and. 1 p ax lo r .th c  services o f  an independen t 
contractor, selected bv the commissioner I lessee or lessees from a iis t o fuua lificd 
consultants in hydrQcarbQn.pr«luetioii.and.eeuQomie^rQ\idcd.by-ilie comm issioner L  
th a t is u u a li f ic d . . lu .c .ia lu a tc  h y d ro c a rb o n  d eve lo pm en t, .p ru d u e liu m  
tram flu rlaUo iiJttn< rina iJtcUn^cunu im cs^ tg .assisL tliCA -on iin issioneT -in .c .v.aluatinfi

4



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

(7 )  shall make and publish a prelim inary findings and dcicnninaliQn.on.llie 
rova ltv  m od ifica tion  ( reduction I application, give reasonable public, noticc .o f the 
prelim inary findings and determination, and invite public comment Q u it o  1 ih c  preliminary. 
findings and determ inationjlurinE a fflhdax.l iQ -d a y .l j c r io d lo f.reccipt o f  public
comment:

(8 )  s h a ll add re ss  in find ings and  d e te rm in a tion s  re q u ire d .u n d e r  
p a ra g ra p h s  (7 ) . (1 0 ) and  (1 1 1 ..o f .H ik -s i ih s c c liu n

(A) the revenue needs and projected fisca l condition o f the 
state du rin g  the period of the proposed modification:

(B ) th c p ro ie c te d  im pacts o f  Hie p roposed  m od ific a tio n  on 
the s ta te ’ s revenu e  needs;

(C ) the lik e lih o o d  t h a t - l l i r  p roposed  m od if ie a lio n _m ll_ rc s i i li  
in in c rem en ta l c ap ita l in vestm en t, a n d /o r o th e r -b ene fic ia l spend ing  w ith in  
the s ta te , and the steps taken  bv the c om m is s io n e r .in  co tid ilion in iL -U ic  
m od ific a tio n  to assu re  that an tic ip a ted  investm ents a n d /o r o th e r  p ro je c te d  
s lu lc - lre n e fit s  .o c c u r ;

(D )  the p ro je c te d  soc ia l im pac ts o f  the p ro p o sed  
m od ific a t io n . in c lu d in g  its e ffec ts on the em p loym en t o f  A la sk an s  and  the 
use o L i ii-slate contractors and.su u n t o ;

( E l  the p ro je c te d  e ffe c ts  o f  the  p ropo sed  m od ific a t io n  u p on  
ev istim ; and  p o ten tia l new com m erc ia l e n te rp ris e , com petition  and p a tte rn s  
o f  in ves tm en ts  w ith in  the s ta te :

(F I  a lte rn a t iv e s  to the p ro p o sed  m od ific a t io n : and

5



(G ) unv o th e r  m a t te r  c on s id e red  re le v a n t to  the fin d in u s  
and  d e te rm in a t io n s ;

(9) I 8 1 shall offer to appear before the Legislative Buduct and Audit 
Committee, in executive session or otherw ise as determ ined bY-llie-committec 
to be appropriate, on a dav that is not earlier tlmn_2Q I 10 1 davs midJiotJatcr than4Q 1 
20 1 davs after tiivinc public notice under (7) of this subsection, to provide thCvQinmiltec. 
its s ta ff and agents, a rcvicw.o f tlic-commissioncr's preliminary findings and 
determination on the royalty modification I reduction I application and tllC-SUDPUCtinu 
data I administrative process I; if the Legislative Budget and Audit Committcc.acccpis.thc 
commissioner's offer, die .cgmmittccjdiall-givc.iiPticc oLthc-com m ittee's m eeting to 
allmcmbers of.dicJciaslaiuftLLQLtoomniiitcc's.mcctinc.h

(10) 1 9 1 shall makc-copics-of thc-prcliminary findings and.dctcrmination 
availablc-to

(A) the presiding officer of each house I . BEFORE APPROVING A 
ROYALTY REDUCTION, H IE  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 'H IE LESSEE. AND SEND COPIES OF 11 IE 
FINDING TO ALL MEMBERS j [o f the legislature J;

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

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

I n
J  I
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approval as specified in (j)(4)(a) u f th is subsection within 30 
close o f  ihc public comment period under (7 ) o f  this subsection.

(A ) prepare a summary o f  the public response to the cot 
prelim inary findings and determination’.

(12) sha ll, for a proposed ro va ltv  reduction requ ir in g  leg is la tive 
approval under (j)(4)(a) o f tliis  subsection , w ith in .30 davs a fte r close o f 
the pub lic .com m ent period,

(A) prepare a summary o f the public response to the 
comm issioner’s prelim i. ir v  findiniLS and determ ination ;

(B) make a proposed fina l f in d in is_ a n d  dete rm ina tion^and 
subm it it to the leg is la tu re for its consideration; upon leg isla tive approva l, 
the commissioner mav issue the final findings and determ ination; the
commissioner’ s final findings and determination prepared under.paracraph.t 10) u l L I I )  
regarding rovaltv modification I reduction I

(i) is. as to the app licanL finaL im d nuL aopealablc Jo ll ic  
superior court; 1 is final and not appealable to the coun l

(C ) transmit a copy o f  the final findings and determination to the lessee o r
le s s e e s :

( P )  with the applicant’ s consent, amend the applicant’ s Icaseo r unitization 
agreement consistent with the commissioner’ s fina l dccisiom iind:

(E ) make copies o f  the final findings and determination available to a person 
w lio jiubn iiittd  cQ inm cnm ndcr (7 ) o f this subsegtion.and w h o iilc d  a request for the copies;

7



(1 3 ) I 11 1 is not lim ited bv ihc provisions o f  AS 3 8 .0 5 .1 3 4 (3 ) o r  (ft  o f  this 
section in the comm issioner’ s determination undcrth is subsection.

Sec tion s 2*5 to  rem a in  as they a p p ea r in C S  F O R  H O U S E  H IL L  N O .
2 0 7 (F IN )  am

Add new sections 6 and  7 as fo llow s :

Sec . 6 T h e  p ro v is io n s  o f  A S  3 K .Q 5 .1 8 Q (i ) ( l) (A ) a rc  rep ea led  J a m i a n . J l .
ma.

Sec. 7 A nv  m od ific a tio n  o f  ro v a ltv _ i ira p te d _ u n d e r the p ro v is io n s  o f  AS
3 a . 0 5 , . i a Q ( i l l l H A l

is re sc in ded  on D ecem be r 3 1 . 1 9 9 9 . at w h ich  tim e thc ro v aH v _ ra L c_ c fk c t iy c  
p r io r  to  m od ific a tio n  is re -e s ta b lish ed .
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Offcra!:
Rrfcrrcd:

BY THE SENATE RESOURCES COMMITTEE

Spontort*): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A B IL L

FO R  AN A C T  E N T IT L E D

"A n  Act re la ting  to ad justm ents to roya lty  reserved to the state to encourage

otherw ise uneconom ic p roduction o f o il and gas; und p rov id ing fo r  an effective

cute.

I B E  IT  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  TH E  ST A T E  O F  A L A S K A :

•  Section I .  AS 3 8 .0 5 .180 (j) is amended to read:

( j )  I l l S  [TO  PROLONG  TH E  ECONOM IC  L IFE  O F  AN O IL  A N D  GAS 
H E L D  O R  TO  REESTABLISH  COM M ERC IAL PRODUCTION  OF SH UT -IN  O IL  OR 
GAS T H A T  W O U LD  NOT O TH ERW ISE  BE ECO N O M ICA LLY  FE A S IB LE . TH E ) 
commissionerprov ide fo r  m odification o f royalty on individual leases, leaves unit teed as described 
In (p ) o f  this section, leases subject to an agreement described In (<) o r  ( I I  o U h h  
KSIiQDi.QL J in d c c r iS  J I Qfu l i e .  l  nu i u i a j i n t k r - i h b
subsection to m od ify  the ro y a lly

( I )  m av (SHALL A D O H  REGULATIONS TO A LLO W  REDUCT IO N )

Text I'r.dtrlined (DtlSTZD TXX7 BXKCKtTTVJ
SCS CSIIB 207(RES)
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(A i - i t f lc r  HK .cO fatiYC -datc v f this Act and not I t i im ll im i 
J ftD u aD L^ ia 9 9 8 iJQ  hI Iqw f a r  p roduction  from  an o il o r  Add I f

0 )_ th c .a U -Q iL m ik ld  has been delineated su ffic ien tly 
to - jd l f l^ h t - t p m m k s io n c r  lo . conduct lhc_ ana lysts and m ake the 
findings requ ired bv this subsection:

t ii^ th c J lc ld  has no! previously produced oil o r  gas fo r
S f lk u m d

l i l i i—Q lLor-EaS-DCoductlon from  the fie ld  would not 
q then*i5c_bc-econom ically feasib le ;

flj)-to_prp loM Llhc_cconQmk life o f  an oil o r gas field when ihc 
fic ld^-Q reratinmpstS-CXCccdJtS-rocnur and , without a roya lty  modification, 
nee likchJQ -con tinue lo  do so ; o r

t.C) to reestablish p ro d u d io n  o f shuMn o il o r  gas tlin t would 
not otherwise be econom ically feasib le;

121 (. THE CO M M ISS IO N ER ) may noi grant a I RED U C T IO N  O F ] 
roya lty  m od ifica tion unless the lessee o r  lessees requesting the m odification 
(R E D U C T IO N ) makes a clear and convincing showing that a m odification o f  revo lts 
njc^.sjbc_rc<iujccincnts_ofLtbb_subsgctjon jm d_ is in the b ^ y jn te re s h  o f  the state; 

1̂ 2—shall S  f.vmim*' J
lA i (THE REVEN UE  FROM  THE LESSEE S SHA RE O F  A L L  

HYDRO CA RBO NS PRO DUCED  FROM  TH E F IELD  IS A N D  IS L IK E L Y  TO  
CO N T INUE  TO  BE IN SUFF IC IENT  TO  PRODUCE A REASON ABLE  RATE 
O F  RETURN  W ITH RESPECT TO  THE LESSEE S TOTAL INVESTM ENT IN  
TH E  H E L D  THE CO M M ISS IO N ER  M A Y ) condition a m  (A ) royalty 
m odification (REDUCT IO N | granted under this subsection in any way necessary

u  to protect the stale s best In term ix ;
**' /I tB l-crey jdcfo t-subxttU cn l niudKkalipfi to restore or.incrrasc

WORK DRAFT WORK DRAFT WORK DRAFT

‘  r .V I th e Mate1? m a l t s  share i f  the p fw *tnp4Jom  upon * h k h  the m odification is 
t , l ’ \  hascdi including projected productton.ratc or 'g lum e. predicted ultimate

*' , ,  r  I  recgrenvgr development and  Qpcralinc covIn flre -vu b eau cn lh jk tcn iiir ttd  
, . t c I  laJ inyc  bren .ln _crcgr_and ..a iJLC Q nK uucflft.l» -h& ic .undcrn  Limited ih c  

^  L<\ I  cciM ipm ic^cailbU ih—»I—lh f—flc ld j.-d c .\ .c ls i? m n iI..y iib '> y l_B _tP <R lii
t f * *
»CS CSHB 107<RKS> .2*
4iM  a » \\  W ),> * r» jrt r r . u t i i  i c z i c r t v  t e x t  e k a c k x t e d i
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modi r " i tlon:
M L m a o Q l m u i U  ro y a lly  rc d u rttoD .fp m .n c ld  

(AJ_undcLliJlA).p£.lhi3 subscrtton , . «if» lM11 i_ i fJ he. w n 1 l.c ipjtlcd aggregate 
toualbm dM U Q O JiigM M  
Dnt obtajnvJcgb la t lir  ap

l lD J L th t  
ro ir il  Y -?rid08Uy._3B«lflcd_JfL . n . 
p ig y b io m -9 f .tD -g L lh b .sw ll9 n ..9 rJ L S J g ,0 f i l3 4 ;

WORK DRAFT WORK DRAFT WORK DRACT
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s :  v  1
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( • p

P .K m h?r_3JtJ ^ L C 9 1 - 9 i l .wn^.£ ay.r9 2 flllY -t lL a JJ l« y J^ IL n vM iiIk< l 
bv Ihc com m issioner fo r  the reason s r I  o u t i n  (IM A ) . o t - lh b  
a u b s s  iL o g ^ a  nnd-P-Qe l J Q gO>JbUy>Yg-9iJir>K Q -Yhajl
paY-lhy-rmiillY-rRlc-lhftt-y.BS »n_ cUcrt _immcdlalch_M9n: 
rpgd iflca lfon-9U hc.nU ci?y  .lht.tt>mniL"tofnr_Mndrr. t l i iA L p L lh k
su b n o t io n ;

iP L -u n d cr .L lliB l.p r . i l) lC l-g f  lh h .a u b K r tto o J U h t r a m l l i■ti'fft •
r t iilM rtt9i3.for.ihy.0yld » 9 nid , t t lah! hh ju :Q >  jQ»cj>cra.P!
in ju i io i jrL L 9 iL !L A h it j ;L lh u ? irs lu e l lo f l jm 9 i id i ji .^ ld - rL 0 g L a lr i * ie j2 L ly a ^  
a ttfr in iL ilic -n d d ;

(3 )_nm _na l g ra n U .r itta ll. .r td u tlt9 n .u m ltL ih b J iu b y r t la n jii lh a o  
Inc lud ing an  w p lk l l  condition lh a l ihc m a l t y  m odification to not 

16) sha ll requ ire  the Ic^K t o r  le ssee  to su bm iL  >*ith It 
O TJhy .p jY flllv joo< ltO ^U9n iJD pgn rtA).J im l..tg im kaL  
requ irem ents o f  this subsection a r t  m et: the comm issioner

(A? ih a ll require d h d o su rt o f  the. 
re la tin g  lo  developments p r?d u c tion ,-tra f 
and m s  from  ihc O dd lh a l. In the com m iss ione rs so le d lK tc t to fu _ irc

fo r  m a l l s  m odifica tio n ; and
t i l )  .h a l l ,  except fo r  the data disclosed under (1 0 ) o f  this 

> u h K rtt» flJ0Jh c .L y £ td  a t i j c ,B l

. J .  SCS CS IIB  207(RKSi
r * f t  ‘j n i * r i i n * i  / m i r e  r t x r  U A C n m i
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atcnLvkctpJhc simlM MnfldtaUai uml«LAS-i8.Q5.Q35(iiH9) upon (he lessee’s 
tCfltttlli

(7)_mftY require the lessee or lessees making application fo r Ihc 
ro ia lio a s d  lOcat Im -lo a iJ fo JL lh c. seP fces .qljin J fu k iK  n d c n t_co n t ract q r . qualified 
lo evaluate, hydrocarbon development. production. transportation. and marketing 
y ?n 9m fo« -tth ff.ii .x lK led  lULthg-Cprnmlssioner-jQ .assist ihc commissioner in 
g iflhiallngJhtJDPllgylQiLandLOnan<laLflnd_lcchnkal data;

L8i_YhalLgMkcjmd_l»ibli3h_a p rrHm inan r findings and determ ination 
pn -ihc -C Q Ya llV -m od lfica tlon  app lication . give reasonab le pub lic  notice o f  the 
p rt)im ip an f_ fin d in g s -» nd _  determ ination , and In d ie  pub lic comment on  Ihc 
p re lim ina ry  findings and determ ination du ring  a  6Q-dav pe riod  fo r  receipt o f nubile 
conimtnl;

l? j__shdL jK ld iissJn -anv findings and determ inations requ ired under 
this subscclion

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

lf li- lb u /fg itttcd  r i fa ts  cUhu?i^ggs«Lr.g}alb.m«linraliQn 
on the staled revenuefneeds}^  ^ (it

lQ _ lh c  likd ih opd  that Ihc proposed roya lty  modincatlon_svlll 
resu lL ln -Increm enta l capital Investment o r  o the r h cn c fk la l spending w ithin 
Ih r  s ta te ., a nd - lh t  steps taken bv the com m issioner in cond ition ing Ihc 
roya lty  m odification to assure that anticipated Investments o r  o th e r 
b cn c fk ia l spending »Hhin the state occu r;

g*.
)  \ m t** (  i l l ! ___the, p ro jec ted  social effects o f  the p roposed roya lty

mgdilkalbDJndttdiog its tffccia on the employment g f.A te tom  and the .use 
gLhbdak-re fflram rc and yypgHto;

<K I the protected efTecls o f the proposed royalty modification 
upon existing and potential nc» commercial enterprise, comPttHlon._and 
g o le m s  gf ia ^ p im ro n .y ilh ln  ihe stale;

(E L  alternatives to the proposed royally modification; anti 
K it any other matter considered relevant to the findings and 

determinations:

WORK DRAFT WORK DRAFT WOPK DRAFT
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( lQ )s h n l l o ffe r to. appea r be fo re  the Legislative B ud tict and Audit 
< ^M m ii» rcJn .c5.cytu iv c^ s i n n or. o thc i^ lse jys .detcrn iincd hy the committee to l»c 
ap p rop ria te , on a day Ih aL is  not ca rH c rJh a ti 2 0  davs and not lu tc r Ih an  40  davs 
a fte r.g iv ing  public n o t ic e jm d c rm o f  this subsection. j o  provide the committee and 
ii^ -5 la fL a n ft - f lg v n ta-fl_r£view  .o f  the com m issioner’ s p re lim in a ry  findings nnd 
iLcjenT»Lnntion .on the roya lty  m odification app lication a n d jl ic j ju p p o r t inu d a ta : I f  
the Legislative BudggLnp .d^ud iLC on im itlc c jK ecD ts  the com m issioner’s ofTcr. the 
com n iiltcc_sha ll give_in?Il£g_flt. the comm ittee's meeting tn nit m embers o f  the 
leg is la tu re ;

(jU.l_shnlLmake_copjc?_oLthe p re lim ina ry  fin d in g  and determ ination
aiajJaM eJg

1A1 the , presid ing o ffic e r o f each house (IN TEREST .
IN CLUD IN G  RESTORATION OF T IIE  STATES RO YA LTY  SHARE IN THE 
EV EN T  O F AN INCREASE  IN  THE PR ICE  OF O IL  OR GAS. BEFO RE  
A PPRO V IN G  A RO YA LT Y  RED U C T IO N . THE  CO M M ISS IO NER  SH A LL  
M A KE  A W R ITTEN  F IND IN G  TH AT THE STATE HAS O BTA IN ED  TH E  
M A X IM U M  PO SS IBLE  ECONOM IC  RETURN  THAT IS C O M PA T IB LE  
W ITH  A LLOW IN G  A REASONABLE RATE OF ECONOM IC RETURN  FOR 
THE LESSEE . AND SEND COPIES O F  THE F IND ING  TO  A LL M EM BERS ) 
o f  the legislature;

U H .th e .e b f l in .g f  the legislature's.standing epm m itlcesjin  
cggm rccL and  

LChJhr .ehflin .gf .the.iegbliilurels-SpeeiflLtamnilHee?. on.oil 
and gas, i f  any ;

U 2 L J fa l lL
lA i fo r  n a v a l ; * .  m 9d iD v?Il9 fl.tib flLd9n .n 9 fAJifutriLL4JLAiiJ) 

o f  this subsection, requ ire lcgislittisc appro* bL  " i lh ln  3 0  davs a flc t rth c d o se  
o f  the pub lic comment Period  under (S i o f thh_ rabK c tlon .

(1) p repa re  a sum m ary  o f  the pub lic response to the 
rn im iiston fr.'s  prelim inary findings and-dctcrminatlon;

( i i ) m ake a f in a l findings and de te rm ina tion ; the 
e fim inb s lon cC A ito a lfiu d ing y jiid  determ ination p repared u m k d h b

WORK DRAFT WORK DRAFT WORK DRAFT
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iLUbp»rjit»n»nlLJ:ci>qKlini»_rovnllY modification Is, a s.to  the rovalty 

m odification applicant, final and not nppcalnblc to the co u rt;

iP)—for_a royally,modification Unit, under (4)(A)(i) of this 
subsection, requires legislative approval, within 30 davs after the close of the 
public comment period under (8) of this subsection.

(1) prepare a summary of the public response to the 
CQmmi^ioncr.^.preUminarvJlndlngs and determination;

(til_nnikc_a_p_roppsed final find ings and determination 

a fld _sha ll subm it U -tQ _lhc_ legislature o r . if  at the time the

commissioner m ukcsjhcproposcd final findings and determination
C _i r- -

1 t lM y g islilt t i r c J s j i l t _ ln , s c 5 5 i  o n , _ sha 11 swto im  it to the Legislative 

P_ndgct_and. Audit Committee; if  the legislature approves the 

com m iss 1 on er*s_p  ropnsed _ fin:t 1 pndings and determination by 

dontion of a joint resolution o r. when the mutter is  referred to the 

LggHiative.nudget.and A?.'dj« C ommittee, J f  tb e j^ g i^ nti^ e j t u d^et 

and Audit CQ m m itt£^aDProves_jhc_com m i^ioner's proposed tmal 

hnd ings and determination hv a majority vote oLthc full mem bership 

Qnhe_co.m m ittcct.the_com m Ksioner_shall issue a final find ings and 

dg lcrm itm lionU hr-gon im issiQ ner's.fina l find ings and determination 

PgPam LundctLthis_suhpan>graph regarding royalty modification is . 

a sJo .th c .ro v a ity  modification applicant. final and not appealable to 

lhs_couLt; •—

t P  transm it a copy of the final find ings and determination 

prepared under (A) o r f it ! o f th is paragraph to the lessee;

tD l " ithJhc applicants consent, amend the app licants lease
I’ ^ l ^ j j j i M tion-aiLrc c .tnenLconsjst/uL V it i l Jh r  com m issloner's j ina l f in dings 

and determ ination: and

^  \  J E ^ - n ia K g  .CQDi^ -of the .n n al.f in d in g s .a n d  _dcterm in :.i![gn 

a st ila bie to ^ p e r so n  who subn itted  comment under.tH) of th is subsection 

and y h o  has filed a request fo r the copies:

H 3) is  not lim ited by the provisions o f AS 38.05.134(3) o r (D o f thh

K tlto n  In llK.commbaiongr^ drtcrntiptLilaondcr.tbJijybKyiiQ ja-

SCS CSHB 207(RE5) -6-
Uty T m l  '.'nJcrlinrt ic tirrev  rtx r bmckctcd’
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• See. 2 . AS 38.05.180(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) o f.th is 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.

• See. 3 . AS 38.05.180(s) is amended to read:
(s) When separate tracts cannot be individually developed and operated in 

conformity with an established well-spacing or development program, a lease, or a 
portion 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 to each lease committed to the agreement. The commissioner mav not reduce 
rovnltv on leaves in connection "»th “ communiMtion or drilling,>imemenLc.\crj)i 
t»> Prgv jtM  in ti l .o f . lhisjscctlgn.

• 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 one or more lessees of ail or gas leases, with 
one or more persons, when, in the discretion of the commissioner, the conservation of

WORK DRAFT WORK DRAFT WORK DRAFT
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natural resources or the public convenience or necessity requires it o r the interests o f the 
state arc best served. A ll leases operated under approved drilling o r development 
contracts and interests under them, arc excepted in determining holding o r control under 
AS 38 .05 .140 . Ihc_cgromjssjop_cr_niny not reduce roya lty  on a lease o r  leases that 
a re .sub jec t tp a d r i l l in g n r  development contract except as p rov ided In ( I )  o f  this 
section,

•  Sec, 5 . This Act takes effect immediately under AS 01 .10 .070 (c ).

WORK DRAFT WORK DRAFT WORK DRAFT
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D RA FT  M A R K -U P  O F  C SH B  2 0 7 (F IN ) am

April 2 3 .1 9 9 5

Note: Hold (ext is suggested new language.
| CAP. T E X T | denotes deletion o f  current AS 38 .0 5 .1 8 0  ( j )  text.
| regular tcxtl denotes suggested deletions o f  proposed amendments.

Section I. AS 3 8 .0 5 .1 80 (j) is amended to read:

( j )  I h c  ITO  PRO LO N G  TH E  ECO N OM IC  L IFE  O F AN  O IL  A N D  G A S F IE LD  
O R  TO  REESTA BL ISH  C O M M ERC IA L  PRO D UC T IO N  O F  SH U T -IN  O IL  O R  GAS 
H1AT W O U LD  NOT O TH ERW ISE  BE  EC O N O M IC A LLY  FE A S IB LE , T H E | 
commissioner

(1 ) im x  ISH A LL  A DOPT  REG ULA T IO N S T O  A L L O W  R E D U C T IO N ) 
provide fo r modification o f  royalty on individual leases, leases.unilkcd.ilS described in (p ) 
o f  this section, leases s t r e e t  to an agreement described in (s ) o r (L) pf.lhis-sccliun^pr 
in icrcsb uniiizcd under AS 31 .05

(A ) to a llow  fo r production from  an o i l o r eas fie ld  I .  dooL  o ro o ilio n i> L a
Held g n x jf l ll .i l

ti) ihc oil,or,gas fie ld Lp ggLgr-P om o iL ttL ih c  field or p re l 1 has 

been Isu ffic icn tlv l delineated su ffic ien tly  to I the satisfaction o f  fa llo w  (he 

com m issioner io .e o n d u c l Lhe a n a lo g s  a n d .m a K c  L h e J in d in m  rcu u ire d  hy Hub 

m b s c c lim L

tii) the fie ld  1. poo l. im l. ih c lic ld  o r  poo l 1 has nut 
previously Produced o il o r eas fo r sale: and

(iii) o il o r  gas production from  the fie ld  I . doqL o r portion o f  the 
fie ld  o r p oo l 1 would noi otherwise be econom ically feasible:



O il  tu.prolom : the econom ic life  o f  ail o il or gas.field yvhen the f ie ld ’s 
o p e ra t in g  costa exceed re ve n u es . m id  a b se n t a  ru ra lly , ro n d ifica liu n  a re  
l ik e ly lu  .c o n tin u e .tp .d o jiu  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 ’ t ' 1’ '

t  ^1C) to ic:gsiab lishproduction  pf.shut-in-QiLor-gas..ihaLwpuld-nQt QLhcrwisc <
be econom ically feasible:

(2 )  | . TH E  C O M M ISS IO N ER  | may not grant a [ R E D U C T IO N  O F | roya lty 
m odification unless the lessee o r lessees requesting the m o d ifica tio n  I change | 
[R E D U C T IO N  J m ake | [ M A KES ) a c lear and convincing showing that a modification o f 
royaltyjiKcts.ihc..rcduiigmcnts o l  this subsccuon.andis.in.thc.bcsiimcTcsis.pf.ihc .state;

f3 ) shall [ TH E  R E V E N U E  FRO M  TH E  LE SSE E ’S SH A RE  O F A LL  
H Y D R O C A R B O N S  PRO D U C ED  FROM  TH E  F IE LD  IS  A N D  IS L IK E L Y  TO  
C O N T IN U E  TO  B E  IN SU FF IC IE N T  T O  PR O D U C E  A REA SO N A BLE  RA TE  O F  
R E T U R N  W IT ! I RESPEC T  TO  TH E  LESSEE 'S  TO TA L  IN VESTM EN T  IN  TH E  
F IE LD . THE  CO M M ISS IO N ER  M A Y  | condition any | A ) roya lty modification 
| R E D U C T IO N  | granted under this subsection in any way necessary to protect the state’ s 
bcai.in tcrcaty .ihg ,com m issioncLshall provide for su b seq u en t m o d ific a tio n  to  restore 
u r . in c r c a s g lh c .s la tc . ’s jL o y a l ly - s h a r c in h e .p r c s u m p t iu i is - U p o n - iv i i ic h . lh c  
m o d if ic a t io n _ is  baaed , in c lu d in g  b u t nu t f im ite d . lu ^ im 'c tc d .p r .u d u c l iu iL J c a te  
o r ..y.o lu m e .-p red ic led ..u ]tiin a lE .recQ ver .v . o r d c ic lu p m c n L a n d  o p e ra t in g  costs 
a rc  su b se q u e n tly  d e te rm in e d .to  h a v e _b c e n - in  er r o r . .a n d .a y  a .c u iis e u u c n c e - lu  
h a v e  u n d e r e s t im a te d  th e  eco n o m ic  - fe a s ib il ity . o f  th e  . f i e l d s ,  d e v e lo p m e n t 
a b s e n t. a  j o  yaltv . m o d ific a tio n  Ian increase or decrease or oth‘7  m odification  oLtlie  
l a t c ’s royalty share by a sliding,scale reyahy-PLQihcLmcchanisin that shall be based.upon 
a change [ IN TEREST , IN C LU D IN G  RESTO RA T IO N  O F  TH E  STA TE  S R O Y A L T Y  
SH A RE  IN  TH E  EV EN T  O F  AN  IN C REA SE  | in the price o f  o il o r gas and mav also be 
based on othcr_rclcvant factors such as a change in production rate, projected ultimate
recovery, dcvclopm cm .costs and operating costs 1:
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(4) im tyjiQLgrani a io y  ally, reduction Ip r .a fic ld -h  pool. or portion o f  a field  or
poo l I

JA I,,under l lK A i  ^Laiis-sub^cvtioiu i£ tlic anticipated aggregate value 
u f the proposed reduction  exceeds five  m illiu n -d u lla r :i.H ith u u l.p r io r  
approval ■uf-lhgJegixlalursr.ur.ihat exceeds 5 Q 175 L pcK cn ijd lihc jQ ya lty jm g iiia lly  
specified in a lease entered into under ihc prQYi^iona o f (f) of  the section or AS 38,05.134;

■(liJ_iin' ;L(l)(]3)/ji.a)lC).eLLliii^ub^ai* jn that am ild  reduce the 
e m a il y rate  .M o w , a .n o m in a l f . percent I exceeds (>Q percent o f ihc . royalty 
o rig ina lly  specified in a lease entered into under die provisions o f ( f )  o f  this section o r AS 
3 8 .0 5 .1 3 4  1 L o r

1C) nodvr c ither tllt.\ l>  t l l t lM .o r  111(C) oL lliis -subscetinn  
w ithout. a n A X p r ie i t^ o n d i l in n . lh a U l ie ^ oyalt.y .iiiod iIiea linn  is not assignable;

(5 ) shall require the lessee o r lessees to submit, wilii the application fo r the 
royaliyjcductiojiJinimciiiLaiid-tc^inical dataihatdcmonsuatcL s I,that the requirements of 
this subsection are met; the commissioner

(A) shall I may 1 requiredisclosure o f 1 only 1 the.fmancial.and.tcchnical 
data relating to development* production* transportation and marketing of oil 
and  pas fro m , the fie ld  th a t, in  the com m issionerA iJSole-disirclion. are  
decm rd .neccssary-10-X uppurL a .dctcrm ination . of. wliclhcLJur. n o u o - g r a n l  the
rgaugsL_fo r_ rova ltv  n iod ific a tion  I that is reasonably available to the applicant I . and

^  (P )  sh a lL -^ ith .th c  c xc cp lip n -p f-d h c lp ^ u rc -tu -th c  le g is la t iv e
B udge t an d -A u d it L om m iU e e .a n d .its  s t a f f  o r  agents , keep the data confidentia l 
under AS 3 8 .0 1 f l3 5 (a ) liH m M iih e ic s se c lL [a iu c x i;

(6)-.mny rvuuire,thcJcysec orlesxccs making-applicatipnioitlK royalty 
m odification  LicductioiU-iQ 1 .retain and 1 pay for the xciyiccs.gf a indepcnden l 
contractor* selected by die commissioner Licssec or lessees Irom a ltsLof qualified 
consultants in .hvdrecarbon Production and economics provided bv the commissioner 1. 
lh a l. is uu a lified  tu c y a lu a lcJm lru ca rh u n .d u Y e lu p m u n t^ p rn d u c tio n . 
lransporta tipn .and  m arketing, economics. to assist_the comm issioner in evaluating



ihc.applkatioii and financial mid technical d a ta lw lic iu h c  comminsioncr ryguirca Liic lessee 
Q L lcascc iia ig ta in  dicscrYkcs-pLacoiitractor. the commissioner atuill determine the 
rc lc m L s c o p c  o f  t l ic jY M A o jft jK r fo m ic d  by. ihc eontm ctor-h

(7 )  shall make and publish a nrelim inarv findintis mid determination on the
roya lty  m od ific a tion  1 reduction 1 application* give rcasonab lc jub lic jio iicc -gL thc 
preliminary findings and determination, and invite public comment jm lI to 1 tlicprcliminary 
r in d in g  and-dcicrm inaiion during a iZ fliifauL 1.30-day Ip cn od io iJ c c c ip t^ L p u b lic  
comment:

(8)j>hall Qffcr.io.appcaLbcfprLiliv‘ L c a 5la iiyc.Bud& cLaad.AudiLi:pm im iifcJn  

a c c u t iv c - s e s s io t i  or  -o lh iT w ise j t t - d c B m m in c d  J &  tlic ..co n iiiiiL lcc -lo  .he  
appropriate. on a dav that is not earlier thanJQ 1 10 I davs.andjiot la tcriln tn 6Q1 20 1 
davs after yivin ji public notice under (7) of tiiis subscctiomiQ.Dmyidc die committec^ito 
s ta ff .a n d  agen ts, a rev ie w aLth c-co m m ission crs preliminary findings and determination 

on the royalty m o d ific a tio n  1 reduction 1 application and  the su p p o r t in g  d a ta
1 administrative p ro c c s iL i t  the Legislative Budget and-AudiLCommiitegacccpi&JfK 
com m issioner’ s o ffe r , the committee shall give notice o f  the .com m ittee!* m eeting to 1 '̂  ( 
a lijD cm bcis .p l die legislature 1 .of.thc.conuniitctf.’.s meeting.!; V r  ' &

y y V
jg j-s h a ll make-copies o f  the prelim inary findings and.detcrmination available to

(A  I the presiding o fficer o f  each-house I . BEFO RE  A PPRO V IN G  A 
R O Y A L T Y  R E D U C T IO N . TH E  CO M M ISS IO NER  SH A LL  M A KE  A W R ITTEN  
F IN D IN G  T H A T  TH E  STATE HAS O BTA IN ED  TH E  M A X IM U M  PO SS IBLE  
ECO N O M IC  RETU RN  TH A T  IS CO M PA T IB LE  W ITH  A LLO W IN G  A REA SO N A BLE  
RA TE  O F  ECO N O M IC  R E TU RN  FOR T I IE LESSEE . A N D  SEN D  COPIES O F  T I IE 
F IN D IN G  TO  A L L  M EM BERS | (o f the legislature | ;

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

tC l die chain? o l  th e leu is la tm c^p tc iaLcom m i ttccs on o il and gas. i f  any;

\



( 10) shall, fur. a.ro.vaJl.v m odification  nut rcuuiring.lcg.i5lflli.vc
a p p ro v a l as spec ified  in ( j ) ( 4 ) ( a )  o f  th is s jb sec tion _w iih in  3 0  davs a fte r,ih c  
close o f  the public comment period under (7)j?iJhis_subscciiQDt

^  ( A )  prepare a summacy.tff.ilig.publiiLBaign5c.ip the cw iunissioneds 

greliDiiDaiy-Qndinfcs.and.dcicmiinaiioii;

_ ^  i f lh m a k c  alinal findings and dfiicnninatigm

(11) . sh a ll.- fu r _  a  .p ro p o se d  roya lty , re d a c tio p  r c u u ir in g .le a is la liv e  
a p p r o .m L a n d c r .  ( jM H a L t» f  l l i i s su b scc lio n » ..w ith m  J Q .d a x s . j t f l e r ^ o s a - o f  
the p u b lic  c o im nen l p e riod .

(A ) p re p a re  a sum m a ry  o f  the pub lic  resp on se  to  the 
e o n m iiss io iH T ’s  p re lim in a ry  f in d in g s .a n d -d e te rm in a lio n ;

111) m a k e  a p r o p o s e d - f i n a L f in d m js .a n d .  d e tc r n i in a t io n i .a i id
subm it it to  the leg is la tu re  fo r  its considcratkm ;_UDQn_ leg is la t iv e  a p p ro v a l, 
the c om m iss ion e r m av issue the f in a l f in d in g s .a n d  de te rm ina tium _ th e
com m iss ion er ’ s final findings and determ ination Prepared under .paragraph (IQ) or (11) 
regarding rovaltv m odification I reduction 1

li) L:> as lo . lh c  a p p lk a iU J in a l .a i id - im L  a p p e a la b le  lo  Ihc 
s u p e r io m :p m i ;

■ii) m av be ap p ea le d  to the s u p e r io r  c o u rt bv  a p e rson  
w ho  subm itted  w ritten  com m ent u n d e r (7) o f  th is sec tio iK -bu t the a u p e a l i s  
lim ite d  to  a d e te rm in a t io n  tha t the c om m iss io n e r ’ s dec is ion  is c on s titu tio n a l 
and  was not a rb i t r a ry , cap ric iou s o r  c on fisc a to ry  1 is final and not a p p ca lt/ jlc  to 
lk-CQUlL

(C) transmit a copy of the final findings and dctc.mination to the lessee or
lessees;
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(D) with the applicant’s consent, amend the applicant’s lease or unitization 
agacmcnu-onsistgDi.wiih-thc rom niissityncrlifinaLdecjsioiiJiiid:

iE) make copies of the final findings and determination.availableJQ.ali.I.aJ 
persons who submitted comment under (7) of this .subsection and who filcd_a_rcaucst for 
thc.copics:

(12) i 11 i is not limited by ibe.Di:QvisiQns_QLAS_28,Q5J 34(3) or (f) of this 
section in thc commissioncr.’s detcmiinatioiuindcLthis.subscciion.

EN D  O F  C H A N G E S

Sec tion s 2 -5  to  rem a in  as they a p p ea r in C S  F O R  H O U S E  B IL L  N O .
2 0 7 (F IN )  am
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D RA FT  M A R K -U P  OF CSHB 2 l)7 (F IN ) am

April 23, 1995

Note: B o ld  text is suggested new language.
( CAP. TE X T ] denotes deletion o f  current AS 38 .05 .180  ( j )  text.
[ regular textl denotes suggested deletions o f  proposed amendments.

Section 1. AS 3 8 .0 5 .1 80 (j) is amended to read:

( j )  H i t  (TO  PROLON G  TH E  ECONOM IC  L IFE  OF AN O IL  AND  G AS F IE LD  
O R  TO  REESTA BL ISH  C O M M ERC IA L  PRO D UCT IO N  O F SH UT -IN  O IL  OR  GAS 
T H A T  W O U LD  NOT O T IIE R W IS E  BE EC O N O M ICA LLY  FEA S IBLE , THE ) 
commissioner

(1 ) m ay [SH A LL  A DO PT  REGULAT IO N S TO  A LLO W  RE D U C T IO N ) 
prayjdc.fpr.mQdificmiQll o f  roya lty on individual leases, leases unitized as described in (p ) 
pf-lhis-scction. leases subject to an agreement described in (s) o r ( 0  o f this section, o r 
interests unitized under AS 31 .05

(ALtQ_a!lQw_for production from  an oil o r gas fie ld i. poo l, o r portion o f  a 
fie ld o r pool 1 i f

L iL ilic  oiLoL&as firidL.pooh .gr.pon ies o f  the ;  Id or pool 1 has 

te cn .lsu ffir icm ly l delineated sufficiently, to I the satisfaction o f  1 allow, the 

com m issioner to  conduct the ana lyses and m ake the fin d ing s re q u ire d  bv this 
s u b s e c t io n :

( i i ) the field 1. p o o l, o r  portio iLo f the fie ld  o r  poo l 1 h r s not 
oreyiouslv Dnxluecd o il o r  gas for sale: and

l i i i L o i I o n a s  production from  tlieJicldiu^ool.-O f.PoniQ ii.oLLhe 
fie ld  o r poo l l-would not otherwise be econom ically feasible:



*sVu  ),.to prolopg.ihc ceonomic-life-ollan oiLoLgai* fie ld A vhcnlhe.ficld ’s
’y oDerathiu_cosb exceed revenues, and absent a ro va ltv  modification areA

likclv.ltf.CQiitiime.tg do so I, poo l, o r  Portion o f  a field o r  poo l as per barrel o r  barrel 
equivalent costs increase or as ihc Dricc-Q foil or gas decreases, and the increase o r decrease 
iSLSUffidsr ..io make further production no.tongcr fca s ib lc l; or

lCLiQ .ic.-cstabhsh.produciion of.slun-in oil or. gas that would.noLothcrw isc

V

(2) | . THE COMMISSIONER I may not grant a [ REDUCTION OF | royalty 
modification unless the lessee or lessees requesting the m od ifica tion  | change | 
(REDUCTION | makes I MAKES ( a clear and convincing showing that a modification of 
cpyiiliy-iiificis.ihcjcquircmgnis-vf.this.subscgiioa and is in the best imercsis.of.ihe-state;

f t )  shall | THE REVENUE FROM THE LESSEE’S SHARE OF ALL 
HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS L IKELY TO 
CON TINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE RATE OF 
RETURN W1TII RESPECT TO TI IE LESSEE’S TOTAL INVESTMENT IN TI IE 
FIELD. 'THE COMMISSIONER MAY J condition any I A J rovaltv modification  
( REDUCTION | granted under this subsection in any way necessary to protect the state’ s 
best interests: the com m iss ion er shall Provide fo r subsequent m od ific a tion  to re s to re  
o r -J n c r e a s e _ th e ji im e ’s r o y a lty .s h a re ..if th e , p re s u m p tio n s , u p o n  w h ich  the 
n io d ifie a lio ju J s .b a sed » . in c lu d in g  b u L n u L l in i i le d . iu _ j i r p ie c lc d .  u r .u J iK liim .ra H : 
o r  v o lu m c i P E e d ie le d .u U iim ile  rcco y cry» .o r_ .d eve lo p n ien l an d  o p j^  'u lc u s Is  
a r c .s u b se q u e n tly  d g [g rn iii ic d -m ..m * t tK f f l  In  e r ro r? .a n d , as . a consequence  to 
have  u n de re s tim a ted  the econom ic  fe a s ib ility  o f  the f ie ld ’ s d eve lopm en t 
a lls e n l iL lu y u lm i lo d i f ie i i t io n  Ian increase o r  decrease o r  o the r m od ific a t ion .o f the 
siatejiayaltt-sliare by. a sliding scale royally or oilier mechanism iliaLsliaHbc±ased upon 
a change | INTEREST, INCLUDING RESTORATION OF THE STATE’S ROYALTY 
SI I ARE IN TI IE EVENT OF* AN INCREASE 1 in the price o f  o il o r  gas and mav also he 
based on other relevant factors such as a change in Production rate, projected ultimate 
gcraciy . development costs and operating eosts 1;

2



(4) may, nouraiiLa rpy.nhy-ieductionior.a.iicld.1 ,.pool, .or portion o f a field or
POfil I

(A) under ( l)(A).iiUhis_subsgctiQn..if-thc-ajitiripatctLaan:cgatc-.Yalug 
of the proposed reduction_excecdsJiye-m illion_do llars_w ithuut_ p rio r 
approval,of. the lcuislaturc i.or.that cx^sgds-Sfl-UZS-l. p r̂tf ni .o f . ihe. royaJ iy..<?ri cinally
specified in a lease entered itno.under.the.DCP.visions-Qf.fn ofJhc section or .AS 38,05,134:

-(L*).-»ndcr_(X)(B) o r. (1)(.C) o f th is su te e c iio n .th a tjm iild -cc d u M .tlic  
ro y a lty  ra te .b c lp w .a .n o n u n a L ^ p g rc e iiL .L c x g c c d s .fl)p e rc e n t-o f the royalty
originally specified in a lease entered into under Ihc provisions of (0 of this section or AS 
38,0?. 134 U m

(Cl_.under-.cithejL-t.lM ). (1HW o r . ( l ) (C l .o f  this subsection 
w ithout.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 thatdcm oiisiratcLsJihat the.rcquircmems o f 
this sul^cetiQniirc.mcLJhe.yonmiissioiiei

(A) shall I mav 1 reuuire disclosure of 1 only 1 the financial and technical 
data relating to d e v e lo p m caL -P io d iie iio a ..tra jisp .o r la tjo n  an d  m a rk e t in g  .o f.o il 
a n d .u a s  f£ U iiL th e J ie ld J L h a t...in ..th e .c o m m iss io n e r^  sole d isc re tio n , a re  
d ccm cd -n cce ssa ry  to  s u p p o r U L d e tc r m in a t io n  o f w h e th er o r  no t to  u ra n t the 
request for rova ltv modification I 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.Q3.Q3g(a)(9I uponllir-lcssccjtirauesi;

(6 ). may reuuire the lessec.o,lesseesjnaking-applieaiionior.thc.ioyalty 
modiTieatiuiLl reduction 1 to 1 retain and 1 pay for the services,of a independent 
coniracipr.-sclccicd by the commissioner 1, lessee orJesscesItoma list o f qualified 
consultants irLhydrocarbon production junLceongmies providcd.by.ihe eommissioncr 1. 
th a tJs  qualified to eva luate .hydroearhon -dcidopm en l.-p rodue lion . 
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 o f a contmciQL-die.cptmnigsioncr shall,determine ilic 
relsyanLscopc.of the work iQ .bg.pcifM m cdiaJhc.cgniraciQr.1;

f f l -s h a l l  m ake m id publish a prelim inary findings and determ ination on the 
rovaltv m odifica tion  1 reduction 1 app lica tion , give reasonable pub lic notice o f  the >

' Jivite.public.commeni o il ! to 1 the prelim inary

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

1AJ th c .rcvcn u c .n ceu s and ..p ro jected fisca l condition o f the
x ia tc _ d a d im -th e _ p e d o d .o f  tlic-.p iop i> sed_inpdifkation ; 

(B i—the projected .impacts .oL thc . proposed. modification nn 
tlic-stateJs. je v e n u e . needs;

in- incrcn icn ta l cap ita l investm ent, and/or other benefic ia l spending w ithin 
thc-StatCi and the steps taken bv the commissioner in condition ing the 
modification-to-assurc. that anticipated investm ents and/or other projected 
state benefits occur;

11U the projected socia l impacts o f the proposed
m od ifica tinn ,_ in dud ing  its effects on the employment o f A laskans and the 
use o f in-state contractors and supp liers;

LEI the pro jected effects nL_thc_prnpuscd. m od ifica tion upon
existing. and_pptcntia l_new commercial en terprise , competition and patterns 
o f investm ents w ithin the state;

:day. 130-day 1 period for rcgcipLfllpubliE
comment; I/O

( C l - t h e  lik d ih o o d - th a t  the p rop o sed  m od ific a tio n  w ill re su lt

l i i l  a lte r n a tiv e s  to th e  p r o p o s e d - m o d if ic a t io n i- a n d
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LQ—apy_fllhcLjmUcL.cunsidm,d relevant to. Ihc finding 
amLdfiifirminatiflim

(2) I 8 1 shall offer to appear before the Legislative Budget and Audit 
C o m m ittee , in executive  session o r  o th e rw ise  a s^ de le rm in ed bv the com m ittee  
lo_be iiDoroDrialL\ on a day, that is not earlier th anJ ff11Q-I.days.itnd.npi later .thajvM ’l 
2P-1 davs after giving public notice under (7) of this subsection, to provide the committee. 
its s ta f f  and agents, a review of the commissioner's preliminary findings and 
determination on the rovaltv m od ific a tion  1 reduction 1 application and .th e  su p p o rtin g
daia 
1 administrative process 1: if die Legislative Budget and Audit Committee accepts die 
ponimissipnv,t:s.pfft.T^tlic.ppnmiiitt:c-shaH give , notice of the committed.mcclini: to 
alLmcm tasof the Icgislamrc.Lplihc.egmmittcc.’s.mecuna.l;

£10) I 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 A WRITTEN 
FINDING THAT THE STATE HAS OBTAINED THE MAXIMUM POSSIBLE 
ECONOMIC RETURN T I I AT IS COMPATIBLE W IT II 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 g f  the Icgislaturc.’s.standinc committees on .resources. and 

LCHhg.rhairs.gt.ifo; legislature.’* special committees on oil and gas, i f  any;

5



i l l )  I 10 1 shall. fu ru jm iU l^m od ific a tion  nut requiring legislative 
approval as specified in (i)(4 )(a ) of this subsection within 30 (lavs after ihc 
dose o f ihc public comment period undcL£2i.gLihissulttCCtiQiL

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

. (12) f ih a lL .fu r  a .p r p p u s e d - r j ia lb - iu d u c l iu i i  r m u ir in u  Ic m s la liv c  
approval under (i)(4 )(a ) o f lhij» subsectium. w ithin.JQ .davs after. tiu sc .o f 
th e  p u b lic  e u m m c n l .p e r io d ,

<A1 prepare  a .s m im ta r i- o l  Lhc-Puh lie_rjcspuiiac_lo .llic  
commissioner's prclim inan^findings and determination;

submit il to the legislature for its consideration: upon legislative approval, 
the commissioner mav issue the final findings and determination; the
com m iss ion er's final findings and determ ination prepared under paragraph (1 0 )  o r (1 1 ) 
regarding royalty m od ification 1 1eduction I

(il is. as to the applicant, final a n d  nut appealable to ihc
superior , a w l i

0— -— li i l  .m a y  be . appealed  . to . l l ie .  sup erio r, eourt tn -a ..p e ia o ii
iLbu sub m itted  ■»rillcn..cun»im;a.. u n d e r . l7.Lof. th is .scctio iL_bu t Hie appea l ia 
Lim ited tQ .f l-d g tc rm iM tiu n - llia t- lh t-e u m m h s iu n iT ’s decision is constitu tional 
a n d  .was n o L arb itra rK .capric inua  or-cn n fisca ton  L is  final and nui appealable to 
t lK c oum  — —

tC) tranumi a copy o f  the final f in d in g  and dctcmnianpfl.to tbc Icssccpt 
lessees.

(II) make a proposed final findings and determination. and
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(D ) with the applicant's consent. amend lh c jipp lican ts lease o r unitization 
m ccm cm  conm icnL w ilh  die m m u ia ig n B t i  fina l tfcci&ifltkanth

( I i )  nuke copies o f  the final findings and determination available t o j i g p i J  
tKtmai who submitted com m ent under. 17) g f  Uih.5ubaccticn.flDd who filed  a rcquftL for 
ib c flg aa fc

v  ' 1— — y  (1 3 ) I 11 I is not lim ited bv the provision!, o f  A S 3 8 .0 5 ,1 3 4 (3 ) o r ( f )  o f  this 
section in ihc commissioner^ dctcnmnaiionmndcLtiih.:>uhraiiQn.

Section s 2 -5  to  rem a in  as they a p p e a r in C S  F O R  H O U S E  B IL L  N O .
2 0 7 (F IN )  am

A dd new sections 6 and  7 as fo llow s :

See. 6 The oro\i>ions of AS 3tt.Q5,18Q(iHll(A) are,.repealed January 31.
m i L

Sec. ? Anv modification uf ro \a lh  granted under the .provisions oLA S  
M .Q S . lB f l l iH lH A )  rs
b-fQ untl«L iM L-U c£ cm l> sf. 3 L  VJTJ, a L w h id i .  lim e  the roya lly  r a tc . i fk c l iv c  '  
prior lo modification is re-established.
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