LAWS OF ALASKA
1995

Chapter No.
SCS CSHB 207(FIN) am S 85

AN ACT

Relating to adjustments to royalty reserved to the state to encourage otherwise uneconomic
production of oil and gas; and providing for an effective date.

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

THE ACT FOLLOWS ON PAGE 1

Approved by the Governor: June 19, 1995
Actual Effective Date: June 20, 1995
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Chapter 85

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.

* 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 economics, to assist the commissioner of natural resources in evaluating
applications for oil and gas royalty increases or decreases or other oil and gas royalty
adjustments, and evaluating the related financial and technical data, entered into under
AS 38.05.180().

* Sec. 2. AS 38.05.180(j) is amended to read:
(j) The [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS
FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL
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Chapter 85

OR GAS THAT WOULD NOT OTHERWISE BE ECONOMICALLY FEASIBLE,
THE] commissioner

(1) may provide for an increase or decrease or otherwise modify

[SHALL ADOPT REGULATIONS TO ALLOW REDUCTION OF] royalty, to allow

uction that would not otherwise be economically feasible, on individual

leases, leases unitized as described in (p) of this section, leases subject to an

agreement described in (s) or (t) of this section, or interests unitized under

AS 31.05; the commissioner may act under this subsection to modify the royaity
A) after the e iv of this Aci d n h

ly 1, 2015, so lon he authority to modify royalty under_thi
subparagraph has been authorized or reauthorized by law within the 10
years preceding the commissioner's action to modify the rovalty. to allow
for production from an oil or gas field or pool if

(i) the oil or gas field or pool has been delineated
sufficiently to allow the commissioner to conduct the analyses and
make the findings required by this subsection: and

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

to ng th mic life of an oil or gas fielc |
as costs per barrel or barrel equivalent increase; or

reestablish production of shut-in il or

(2) [. THE COMMISSIONER] may not grant a [REDUCTION OF]
royalty modification unless the lessee or lessees requesting the modification make
[REDUCTION MAKES] a clear and convincing showing that a_modification of

his subsection and is in the best interests of

(3) shall
(A) [THE REVENUE FROM THE LESSEE'S SHARE OF ALL
HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY
TO CONTINUE TO BE INSUFFICIENT TO PRODUCE A REASONABLE
RATE OF RETURN WITH RESPECT TO THE LESSEE'S TOTAL

SCS CSHB 207(FIN) am S -2-
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Chapter 85

INVESTMENT IN THE FIELD. THE COMMISSIONER MAY] condition
any [A] royalty modification [REDUCTION] granted under this subsection in
any way necessary to protect the state's best interests:
B) describe, in the findings and determinati i
i1} ion, the relevant f: including pri roj
r_volume, predi ulti recovery, an vel n
and transportation costs. upon which the modification is based:
(C) for a modification under (1)(A) of this subsection. set out
the terms and conditions, which
i) must include a mechanism for adjustin,
reen rice: using for f the range of
rices and their probabilities, the mechanism m vi h
v f the ntial revenue incr: resulting from
percentage increases must exceed the value of the potential revenue
resulting from royal rcentage d
ii in in addition t T
djustmen n_price, which m m th ndition:
ified in (i) of this sub; h, a fi r adjustmen
production rate or volume from the field or pool: and
D) for ificati nder (1)(B) or (1 f_thi

ion. t th rms _and _conditi whic i

ubstitution of a slidin I Ity or other mechanism to modif'

A nder (1)(A) of this i if th
iv rcent in amount or val f th ion _remov r sold fi
r | vering the field or I3
B) under (1)(B) or (1 f thi; ion if the royal

-3- SCS CSHB 207(FIN) am S
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Chapter 85

modification for the field or pool would establish a royalty rate of less than
three percent in amount or value of the production removed or sold from
al or | covering the field or pool;

(5) may not grant a royalty modification_under this subsection
without including an_explicit condition that the royalty modification is not
assignable without the prior written approval of the commissioner; the
commissioner shall, in the preliminary and final findings and determinations, set
out the conditions under which the royalty modification may be assigned;

hall require the | orl ubmit, with th licati
for_the royalty modification, financial and technical data that demonstr: hat
he requirements of this tion are met; the commissioner shall
(A) require disclosure of the financial and technical data
related to development, production. and transportation of oil and gas from
the field or pool that are necessary to make a determination as to whether

or not to grant the request for royalty modification: and
(B) keep the data described in (A) of this paragraph
nfidential under AS 38.05.035 at the r t of the | r less
kin lication for the royalty modification; the confidenti
iscl by the commissioner to legislators and to the legislativ
uditor and as directed by the chair or vice-chair of th islative Budget
Audit Commi he director of the division of legislative fi

the permanent employees of their respective divisions who are responsible
for evaluating a royalty modification, and to agents or contractors of the

islati itor_or_the legislative finance director wh n
nder contract to evaluate th Ity modification, provided they sign an
appropriate confidentiality agreement:
7) may require the lessee or lessees makin lication for the

royalty modification to pay for the services of an_independent contractor,

SCS CSHB 207(FIN) am S -4-
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in ndent contractor under this paragraph is not ject to AS 36.30;
hall

(A) make and publish a preliminary findings and
determination on the royalty modification application: if the preliminary
findin nd determination concerns a royalty modification under (1)(A
of this subsection, the preliminary findings and determination shall also be
presented to the governor for the governor's approval or disapproval;: the
governor_may not delegate a_determination to approve or disapprove a

C-JEN- - B AR IR R
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preliminary findings and determination under this subparagraph:

for royalty modification under (1)(A) of thi

subsection, if the governor approves the preliminary findings and
determination under (A) of this paragraph,

(i) give reasonable public notice of the preliminary
findings and determination;

(ii) _concurrently with the issuance of the public
notice, unless directed by the Legislative Budget and Audit
Committee to do otherwise, make available copies of the
commissioner's preliminary findings and determination on_the
royalty modification application and the supporting financial and
technical data. including the work papers, analyses, and
recommendations of any contractors retained under (7) of this
subsection, to persons authorized under (6)(B) of this subsection to
review the data: and

iii) _invite public comment on the preliminar

public comment;
for a royalty modification under (1)(B) or of thi
subsection, if the preliminary findings and determination approves a
royalty modification,
(i) give reasonable public notice of the preliminary
findings and determination; and

-5- SCS CSHB 207(FIN) am S
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(ii) invite public comment on the preliminary findings
nd determination during a iod for i f li

comment;
(9) shall address in any findings and determinations required under

modification on the state's revenue;
1 hall offer r the Legislative B Al

mmi rovide th mit view of the commissioner", liminar
terminati ifi
supporting financial and technical data: if the Legislative Budget and Audit

ommi epts the commissioner's offer, the commi hall give noti h

' ing to all members of the legislature; if. r (6)(B) of thi

mmi

subsection, the financial and technical data must be kept confidential at the
- T i s h

commissioner may appear before the committee in executive session:
11 hall _mak i f the preliminary findin n

inati vailabl

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

B) the chairs of the legislature's standing committ

resources; and
f the legisl ! i mmi n oi
and gas, if any;
2) shall, withi fter the cl f i

SCS CSHB 207(FIN) am S -6-
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period under (8) of this subsection,
(A) prepare a summary of the public response to the
commissioner's preliminary findings and determination;
(B) make a final findings and determination and present it

the governor for the governor's approval or di roval; the governor

may not delegate a decision rove or di rove a final findings an

determination presented under this subparagraph: the commissioner's final
findings and determination regarding a royalty modification, if approve

by the governor. is final and not appealable to the court;
ransmit f the final findings and determination
prepared under (B) of this paragraph to the lessee or lessees making
application for the royalty modification:
(D) with the consent of the lessee or lessees applying for the
royalty modification, amend the lease or unitization agreement of the lessee
r_lessees applying for the royalty modification consistent with th
commissioner's approved final findings and determination; and
(E) make copies of the final findings and determination
available to each person who submitted comment under (8) of this
subsection and who has filed a request for the copies:
13) is not limited by the provisions of AS 38.05.134(3) or (f) of thi
section in the commissioner's determination under this subsection.
* Sec. 3. AS 38.05.180(p) 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 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 the part of the lessees, in connection with the institution and operation of
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1 a cooperative or unit plan as the commissioner determines necessary or proper to
2 secure the proper protection of the public interest. The commissioner may not
3 2 : -y it ith 2 wam— )
4 provided in (j) of this section. The commissioner may require oil and gas leases
5 issued under this section to contain a provision requiring the lessee to operate under
6 a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee
7 must operate. The plan must adequately protect all parties in interest, including the
8 state,
9 * Sec. 4. AS 38.05.180(s) is amended to read:
10 (s) When separate tracts cannot be individually developed and operated in
11 conformity with an established well-spacing or development program, a lease, or a
12 portion of a lease, may be pooled with other land, whether or not owned by the state,
13 under a communization or drilling agreement providing for an apportionment of
14 production or royalties among the separate tracts of land comprising the drilling or
15 spacing unit when determined by the commissioner to be in the public interest.
16 Operations or production under the agreement are considered as operations or
17 production as to each lease committed to the agreement. The commissioner may not
18 T n_| in nection with a co izati illi
19 n Vil in (j hi ion
20 * Sec. 5. AS 38.05.180(t) is amended to read:
21 (t) The commissioner may prescribe conditions and approve, on conditions,
22 drilling, or development contracts made by one or more lessees of oil or gas leases,
23 with one or more persons, when, in the discretion of the commissioner, the
24 conservation of natural resources or the public convenience or necessity requires it or
25 the interests of the state are best served. All leases operated under approved drilling
26 or development contracts and interests under them, are excepted in determining holding
27 or control under AS 38.05.140. __e_gp_mmm_dw;y_m
28
29 Vi i i

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