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, JOURNAL SUPPLEMENT 

AGREEME~'T FOR THE SALE A.l"J"D 

April 22. 1995 

:2 PlJRCHASE OF ROYALTY OIL 

3 TIDS AGREEMENT is effective as of April 21, 1995 by and between the State of Alaska 

4 (State) and Tesoro Alaska Petroleum Company, a Delaware corporation with its principal offices 

5 located at 3230 C Street. Anchorage, Alaska 99503 and Tesoro Petroleum Corporation. a Debw::tre 

6 corporation with its principal offices located at 8700 Tesoro Drive, San Antonio, Texas 78217 

7 (collectively Tesoro). 

8 

9 ARTICLE I 

10 DEFINITIONS 

11 As used in this Agreement, the following terms shall have the following respective meanings: 

12 1.1 "Commissioner" means the Commissioner of the Alaska Department of 

13 Natural Resources or his designee. 

14 1.2 "Daily Rovalty Oil" means the quantity of Royalty Oil produced by the 

15 Lessees from the Prudhoe Bay Unit Area in a Day except as provided in Article 2.1(b). 

16 1.3 "~" means a period of twenty-four (24) consecutive hours, beginning at 

17 12:01 a.m., Alaska Standard Time. 

18 1.4 "Effective Date" shall have the meaning set out in Article VI. 

19 1.5 "Field Cost Agreement" means the Prudhoe Bay Royalty Settlement 

20 Agreement effective April 1, 1980. 

21 1.6 "Leases" means the Oil and Gas leases which ar~ subje,ct to the terms of the 

22 Prudhoe Bay .Unit Agreement. 
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1.7 "Lessee" means any person owning a working interest in any of the Leases. 

1.8 "Month" means the period beginning at 12:01 a.m., Alaska Standard Time, 

3 on the tirst Day of the calendar Month and ending at the sa..'Ile time on the tirst Day of the next 

4 succeeding calendar Month. 

5 1.9 "00" means the same as the word "oil" under the Leases and the L'nit 

6 Agreement, except where inconsistent with Articles 2.1(b) and 2.2 of this Agreement. in which case 

7 Articles 2.1(b) and 2.2 shall control. For purposes of this Agreement, "Oil" shall also include natural 

8 gas liquids ("NGLs·'). 

9 1.10 "Point of Deliverv" shall have the meaning set out in Article 2.6. 

10 1.11 "Royalty Oil" means the Oil which the State may take in-kind (in amount) as 

11 its royalty under the Leases whether or not the State has elected to take or is taking that royalty in-

12 kind except as provided in Article 2.1 (b). 

13 1.12 "Royalty Settlement Agreement" means the written royalty settlement 

14 agreements between the State and Exxon Corporation ("Exxon") dated December 31. 1991. 

15 1.13 "Rovalty Value" means the royalty value of all liquid hydrocarbons from the 

16 Prudhoe Bay Unit or the Prudhoe Bay Unit initial Participating Areas as provided in Article 2.1(b) 

17 calculated in accordance with the Royalty Settlement Agreement for West Coast placements as 

18 explained in Article 2.3. 

19 1.14 "IAfS" means the Trans Alaska Pipeline System. 

20 1.15 "Unit Agreement" means the Prudhoe Bay Unit Agreement effective April 1. 

21 1977, by and between the Lessees and the State, as amended from time to time. 

2 
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2 

3 2.1 Ouantity .. 

.HOUSE & SENATE JOINT 
JOURNAL SUPPLEMENT 

ARTICLE II 

SALE OF ROYALTY OIL 

. April 22, 1995 

4 2.1(a) Prudhoe Bav Unit Ouantity. The State agrees to sell to Tesoro and 

5 Tesoro agrees to buy from the State that amount of Oil equal to 30.0 percent of the Daily Royalty Oil 

6 (Maximum Quantity). At any time upon six months and ten days written notice. Tesoro may: (1) 

7 decrease the Maximum Quantity; or (2) tenninate this Agreement, in which case Tesoro shall not 

8 make any payments as described in Article 2.11. 

9 Subject to the limitations in this article, Tesoro may temporarily decrease or increase 

10 the amount of Oil to be tendered, but not the Maximum Quantity provided in this article. To increase 

11 or decrease the amount of Oil to be tendered, Tesoro must give the State at least six Months and ten 

12 Days written notice. If, however, the increase or decrease is less than ten percent of Tesoro's then 

13 current in-kind nomination. Tesoro must give at least one hundred Days written notice. In addition. 

14 the new tendering will take effect on the first Day of the Month after the applicable notice period 

15 expires. 

16 The volume of Daily Royalty Oil available to the State will vary and may be 

17 interrupted from time to time, and dependstipon a variety of factors. including the rate of production 

18 from the Leases. The State disclaims and Tesoro waives any representation. covenant or warranty, 

19 expressed or implied. that a specific quantity or the total or daily, monthly, average. or aggregate 

20 volume bf Royalty Oil will be sold or tendered under this Agreement. The State warrants that it has 

21 good title to the Oil tendered under this Agreement. 
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If the State underlifts or stores Royalty Oil at the Prudhoe Bay Unit. or if the State 

2 recovers underlifted or stored Royalty Oil. the quantity of Oil tendered under this Agreement shall be 

calculated as if no Royalty Oil were underlifted or stored or recovered. 

4 2.l(b) Initial Participating Areas Ouantity. The State may choose. in its sole 

5 discretion. to sell to Tesoro. and Tesoro agrees to buy from the state. oil that is produced solely from 

6 the initial Participating Areas of the Prudhoe Bay Unit. as defined in the Unit Agreement. rather than 

7 from all participating areas and Leases within the Prudhoe Bay Unit. If the State so elects. the 

8 Maximum Quantity of Oil shall equal 35.2 percent of the Royalty Oil produced from the initial 

9 Participating Areas in a Day. If the State so elects. the terms Daily Royalty Oil. Oil, and Royalty Oil 

10 shall have the same meaning set forth in Article I as limited in this article. 

II 2.2 Ouality. The Oil sold shall be the same quality as the Royalty Oil delivered 

12 by the Lessees to the State at the Point of Delivery from the Prudhoe Bay Unit Area. The quality of 

13 the Oil sold may vary from time to time. The State disclaims. and Tesoro waives, any guarantee, 

14 representation, or warranty, either expressed or implied, of merchantability, fitness for use, or 

15 suitability for any particular use or purpose, or otherwise, of any of the Oil delivered under this 

16 Agreement or as to any specific, average, or overall quality or characteristic of Oil to be sold or 

17 tendered under this Agreement. Tesoro expressly waives any claim that any liquid hydrocarbons 

18 made available to the State by the Lessees, including such substances as crude oil, condensate, natural 

19 gas liquids, or return oil from the Prudhoe Bay Unit Crude Oil Topping Plant, that may be blended 

20 with crude by the Lessees before the Point of Delivery and tendered as a common stream by the 

21 Lessees to the State as Royalty Oil are not Oil, for purposes of this Agreement. 

4 
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2.3 Price of the Rovalty Oil. The price each Month for Oil purchased under this 

2 Agreement shall be the Royalty Value for that Month of Oil delivered to the West Coast by Exxon 

3 from the Prudhoe Bay Unit production. The Royalty Value shall be determined according to the 

4 Royalty Value calculation stated in Article 3.2 c) of its Royalty Settlement Agreement, except that the 

5 Average Valdez Netback shall be the West Coast Valdez Netback. Exhibit A is an illustrative 

6 calculation of the price if Tesoro had purchased Oil during the Month of January, 1995. 

7 If any applicable iaw of the United States of America or any rule or regulation 

8 promulgated by a federal agency will, in the sole judgment of the State, operate to prohibit or prevent 

9 the State from receiving the full amount due under the above provision, Tesoro·s obligation to pay the 

10 amount of the purchase price in excess of the amount permitted will be suspended or adjusted to the 

11 minimum extent required for the State to comply with that law, rule or regulation. 

12 2.4 Reopeners. 

13 2.4(a) Export Ban Reopener. Neither Tesoro nor the State shall have the 

14 right to reopen this Agreement, unless the export ban on Alaska North Slope crude now in effect is 

15 lifted. Anytime after the export ban is lifted, either Tesoro or the State may reopen this Agreement 

16 for purchase price only, by giving the other party one month's prior written notice. Upon issuance 

17 and receipt of a notice to reopen, Tesoro and the State will promptly commence good faith 

18 negotiations in an attempt to establish a new purchase price. If Tesoro and the State cannot agree on a 

19 price within three months after the written notice to reopen, either Tesoro or the State may terminate 

20 this Agreement upon nine months written notice to the other. The purchase price for Oil tendered 

21 during any period pending termination shall be the price in effect immediately before giving the 

5 
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notice of intent to reopen. If a new purchase price is agreed to by Tesoro and the State. the new price 

2 shall be effective for Oil delivered in the month following the Agreement. 

3 2.4(b) Royalty Settlement Agreement Reopener. Tesoro shall not intervene 

4 or otherwise participate in any way regarding litigation. styled Al~S Rovalty Litigation Case :-':0. 1-

5 JU-77-847, any future royalty settlement agreements with the Lessees, or reopeners or other 

6 discussions under or pertaining to royalty settlement agreements. Any judgment resulting from the 

7 &"l'S Royalty Litigation, any future royalty settlement agreements, or any reopener under the Royalty 

8 Settlement Agreement shall be conclusively binding upon Tesoro whether or not Tesoro agrees with 

9 or consents to the tenns of any such judgment, settlement. or reopener. Furthermore, Tesoro has no 

10 independent right to invoke any of the provisions of the Royalty Settlement Agreement. If the 

11 Royalty Value is modified in the future as a result of a modification of the Royalty Settlement 

12 Agreement. a corresponding retroactive modification will be made to the price term of this 

13 Agreement and interest will apply to the modification, whether resulting in an overpayment or 

14 underpayment, as set forth in Article 5.6. Tesoro agrees to be conclusively bound by any such 

15 modification agreed to by the State and Exxon. 

16 Nevertheless, due to potential unpredictable increased costs to Tesoro posed by any 

17 changes to Article III of the Royalty Settlement Agreement andlor any changes made under the 

18 reopener procedures of Article IV of the Royalty Settlement Agreement. the State shall give Tesoro 

19 notice of such changes or a Notice of Reopener initiated by Exxon or the State. Such notice shall 

20 include information on the nature of such changes andlor the reopener, the requested effective date of 

21 any such changes or proposed changes. and the pOSition taken by Exxon and the State. Any changes 

6 
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andlor Reopener action under the Royalty Settlement, Agreement will give Tesoro the right to 

2 terminate this contract upon six Months and ten Days written notice to the State. 

3 2.5 Point and Time of DeliveO'. Simultaneously with receipt of its Royalty Oil 

4 from its Lessees, the State shall tender the Oil to Tesoro where the State receives the Royalty Oil 

5 from its Lessees. That point presently agreed to by the State and its Lessees in Article 2.3 of the Field 

6 Cost Agreement is the TAPS Pump Station No. 1 Prudhoe Bay Custody Transfer meter ("Transfer 

7 Meter"). 

8 2.6 Passage of Title and Risk of Loss. Title and risk of loss to the Oil sold under 

9 this Agreement shall pass from the State to Tesoro for all purposes when the State tenders the Oil at 

10 the Point of Delivery. 

11 2.7 Tesoro's Responsibility. Tesoro shall be responsible for the Oil after passage 

12 of title. Tesoro will indemnify and hold the State harmless from and against any and all claims. costs, 

13 damages (including reasonably foreseeable consequential damages), expenses, or causes of action 

14 arising from or in connection with any transaction or event which relates to the Oil after title has 

15 passed to Tesoro. 

16 2.8 ~ransportation Arrangements. Tesoro shall make all necessary arrangements 

17 for transporting the Oil sold under this Agreement from the Point of Delivery, including satisfaction 

18 of line fill obligations and storage tank bottom requirements of the TAPS, if any. If requested by the 

19 State. Tesoro shall submit specific information concerning its arrangement for transportation of the 

20 Oil sold under this Agreement through and away from the TAPS and for the resale or other disposal 

21 of the Oil. Such information may include the specific tenders of Oil made to the TAPS and 

22 identification of tankers, if any, which will transport the Oil. In addition. Tesoro will provide the 

7 
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State. if requested by the State. with satisfactory evidence or reasonable assurance of the existence 

2 and continuing validity of adequate arrangements for the transportation or disposal of the Oil subject 

to this Agreement. Failure to provide information. evidence. or assurances requested wilL at the 

4 State's election by notice to Tesoro, be a material default under this Agreement. 

5 2.9 Absolute Obligations. The obligations of Tesoro to accept. pay for, and 

6 arrange for the transportation of the Oil tendered or sold under this Agreement are absolute and will 

7 not be excused or discharged by the operation of any disability of Tesoro. event of force majeure. 

8 impracticability or performance. change in conditions. or any other reason or cause. 

9 2.10 Date of First Delivery. The date of First Delivery will be the first Day of 

10 January 1, 1996. 

II 2.11 Performance Guaranty and Reservation Fee. If Tesoro does not take the 

11 Maximum Quantity, Tesoro shall pay to the State, in addition to the purchase price on the actual 

13 quantity taken. an amount equal to .75 percent of the purchase price per barrel per Day on the 

14 difference between the Maximum Quantity and the actual quantity tendered to and accepted by 

15 Tesoro for each Day Tesoro does not take the Maximum Quantity. 

16 2.12 In-State Processing. Tesoro agrees to use best efforts to insure that any and all 

17 of the Royalty Oil tendered under this Agreement will be processed through Tesoro's retinery near 

18 Nikiski, Alaska, or will be exchanged for other crude oil which shall be processed at that refinery. 

19 "Process" means the manufacture of refined petroleum products. In no event, however, shall the 

20 quantity of Royalty Oil, which must be processed. be less than 80 percent of the volume of Royalty 

21 Oil tendered under this Agreement. "Exchange" means: (1) direct trades of equal volumes of crude 

22 oil; (2) trades of crude oil involving either cash or volume adjustments. or both. provided that those 

8 
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adjustments relate solely to quality or location differences: (3) sequential transactions in which Tesoro 

2 receives back crude oil from a party other than the party which receives the Royalty Oil in a trade 

3 from Tesoro; or (4) matching purchases and sales of crude oil. The terms under which Tesoro 

4 receives crude oil in any exchange shall not differ in any significant teon from the terms under which 

5 Tesoro delivered Royalty Oil except for teons which adjust for differences in quality and location. 

6 Tesoro agrees that any trade or exchange shall not reduce the price to be paid to the State and that 

7 trades or exchanges shall be at no cost or expense to the State. 

8 Tesoro's obligation to process Royalty Oil or exchanged oil in-State may only be 

9 suspended or excused under the provisions of Articles VITI and XI, 

10 The State may. in its sole discretion, waive the in-State processing requirement in 

11 whole or in part, if State is satisfied that Tesoro is using its best efforts to process the Royalty Oil 

12 tendered or the oil exchanged for Royalty Oil tendered under this Agreement at Tesoro's Alaska 

13 refmery and that the waiver would not be contrary to the underlying intent of the other provisions of 

14 this Agreement. 

15 

16 ARTICLE ill 

17 REPRESE~l ATION AJ."l'D OBLIGA nONS OF TESORO 

18 Tesoro warrants, represents. and agrees: 

19 3.1 Good Standing and Due Authorization. Tesoro is. and at all times during the 

20 operation of this Agreement shall remain, a corporation organized and existing under and by virtue of 

21 the laws of the United States or of any State. territory or the District of Columbia. and qualified to do 

22 business~. and i~ good'standing with. the State' of Al.iska. tesoro' has'ail necessary corporate power 

9 
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to enter into this Agreement and to perform the covenants and obligation under this Agreement. :\ll 

2 necessary corporate action has been taken to authorize Tesoro to enter into this Agreement and 

perform its covenants and obligations under this Agreement. 

4 3.2 Financial Condition. The tinancial information submitted to the State is 

5 complete and correct and fairly presents Tesoro's tinancial condition when the information was 

6 submitted to the State. The fmancial information was prepared in accordance with generally accepted 

7 accounting principles consistently applied. Since the date the information was submitted. the 

8 condition. business, and properties of Tesoro have not been materially adversely affected in any way. 

9 Tesoro agrees to inform the State immediately if there is any material adverse change in its condition. 

10 business, or properties which may have an appreciable adverse effect on its ability to perform under 

11 this Agreement. Tesoro, in addition. will immediately inform the State of any significant change in 

12 ownership of Tesoro. affiliates, parent company, and of any change in Tesoro's operations or 

13 Agreements, which may appreciably affect Tesoro's performance under this Agreement. 

14 3.3 Financial Statements. As soon as possible after the end of the tiscal year of 

15 Tesoro, and in any event within one hundred twenty Days thereafter, Tesoro will furnish to the State, 

16 at Tesoro's sole cost and expense, a report or a complete copy of a report in a form to be prescribed 

17 from time to time by the State which will include Tesoro's balance sheet as of the close of the tiscal 

18 year and the income statement for that year, prepared in each case in accordance with generally 

19 accepted accounting principles consistently applied by certified public accountants of recognized 

20 standing. For purposes of complying with this article, Tesoro may SUbmit, and the State will accept, 

21 the annual report of Tesoro Petroleum Corporation ftled with the United States Securities and 

22 Exchange Commission pursuant to Sec. 13 or 15 (d) of the Security Exchange Act of 1934. 

10 
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2 NtEASDTINtENTS A:® TESTS 

April 22, 1995 

3 The quantity and quality of Oil sold under this Agreement shall be detennined at the 

4 Point of Delivery. Procedures and methods for measuring and metering the Oil sold under this 

5 Agreement shall be in accordance with the practices then in effect in the Prudhoe Bay Unit. 

6 

7 ARTICLE V 

8 PA YMENTS AND ACCOU?'iTING 

9 5.1 Initial Billing. The State will send to Tesoro. on or before the tenth business 

10 Day of each Month after delivery of Oil. an invoice statement of account of all Oil estimated to have 

11 been measured at the Transfer Meter and tendered to Tesoro under this Agreement during the 

12 immediately preceding Month according to the best information available to the State, the estimated 

13 purchase price applicable to those deliveries, and the total amount due (Initial Billing Invoice!. The 

14 estimates will be made by the State according to the best information reasonably available to the 

15 State. The State may render its Initial Billing Invoice to Tesoro based in part upon information 

16 reported by the Lessees to the State, information published by the U.S. Government, and information 

17 published in Platt's Oilgram Price Report or any other publicly available report. The State shall 

18 thereafter adjust its Initial Billing Invoice under this article as soon as more accurate information 

19 concerning the quantity and purchase price of Oil delivered each Month is available. The State. 

20 however, shall not be required to adjust the Initial Billing Invoice before the sending of the next 

21 Month's invoice statement of account. 

11 

- 14 -



April 22, 1995 
HOUSE & SENATE JOINT 
JOURNAL SUPPLEMENT No. 12 

5.2 Initial Adjustment After the Initial Billing Invoice under Anicle 5.1. the next 

2 ~onthly invoice will also state the State's initial adjustments, plus interest. to be made, if any, to the 

Initial Billing Invoice rendered in the irrunediately preceding ylonth, in accordance with any 

-+ additional or more accurate information which may have become available to the State ("Initial 

5 Adjustment Invoice"). Whether or not initial adjustments are made, however, subsequent adjustments 

6 may be made under Article 5.5. 

7 5.3 SubseQuent Adjustments. Tesoro acknowledges that after the Initial Billing 

8 and Initial Adjustment Invoices. more accurate information concerning the quantity of or purchase 

9 price for Royalty Oil tendered may become available to the State. If any such information should 

10 later become available to the State, it shall furnish a corrected invoice statement of account to Tesoro 

11 ("Subsequent Adjustment Invoice") and the State will adjust the amount previously billed; and Tesoro 

12 will pay, or the State will credit or refund, the amount of any Subsequent Adjustment Invoice plus 

13 interest. If the State should render a Subsequent Adjustment Invoice to Tesoro, any amount to be 

14 credited or refunded from the State to Tesoro or paid by Tesoro to the State will be refunded or paid 

15 within thirty Days after the date of the Subsequent Adjustment Invoice. 

16 The parties recognize that subsequent adjustments may be necessary after December 

17 31, 1998, and, accordingly, the provisions of Article V will survive any tennination of this 

18 Agreement Any Subsequent Adjustment Invoice rendered more than six years after the date of 

19 delivery will bear interest for only six years from the date accrued as defined in Article 5.5. This 

20 limitation on interest does not apply to Subsequent Adjustment Invoices resulting from: (1) 

21 regulatory, reopener or court proceeding (including appeals) corrunenced during the six year period 

12 
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whether or not the Tesoro or the State is a party and (2) bona fide audits by the State of Exxon 

2 commenced during the six year period. 

3 5.4 Payment. Tesoro will pay the Initial Billing Invoice on the third business Day 

4 of the month following delivery or within three business Days after the date of the invoice whichever 

5 is later; and the Initial Adjustment Invoice within three business Days of the date of the invoice and 

6 on any Subsequent Adjustment Invoice within 30 Days of the date of the invoice. Payment shall be 

7 made without any deduction. set off. or withholding, by wire transfer of immediately available funds 

8 to the State's account at the following address: 

9 State Street Bank & Trust Company 
10 Boston. Massachusetts 
11 ABA #011000028 
12 For credit to the State of Alaska 
13 General Investment Fund. A YO 1 
14 Account #00657189 
15 Attn: Kim Chan, Public Funds 
16 
17 Payment may be made in such other manner or to such other address as the State may 

18 specify in the invoice statement of account or by other written notice. All other payments to be made 

19 under this Agreement shall be paid in the same manner. If payment is due on a Saturday, Sunday, or 

20 legal holiday of the place where payment is to be received, payment shall be made on the next 

21 following business Day. It is recognized that the State may bill, and that Tesoro will pay. amounts 

22 that are based upon confidential information held or received by the State. If confidential information 

23 is used as the basis for a billing, then the State will furnish Tesoro, upon its request, with the certified 

24 statement of the Commissioner that the amounts billed are correct based upon the best information 

25 available to the State. If a dispute concerning a bill arises, Tesoro agrees to pay the full amount billed 

26 by the State, except for obvious clerical mistakes, pending final resolution of the dispute. 

13 
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5.5 Interest. The Amount of all sums, which are not paid when due under this 

2 Agreement or which are later determined to be due as an adjustment, shall bear interest from the date 

3 accrued until paid in full at the rate as provided in AS 38.0S.13S(d) or as that statutory provision may 

4 later be amended. Currently. that interest rate in a calendar quarter is at the rate of five percentage 

5 points above the annual rate charged member banks for advances by the 12th Federal Reserve District 

6 as of the nrst Day of that calendar quarter. or at the annual rate of 11 percent, whichever is greater. 

7 compounded quarterly as of the last Day of that quarter. The term "date accrued" means [he date of 

8 the "Initial Billing plus three business Days." Interest shall apply [0 both adjustments for 

9 overpayments and underpayments. 

1 0 The following illustrates from what date interest will run: 

11 January 1 - 31, 1996 -- Tesoro takes 1996 January production; 

12 February 9, 1996 -- State sends Tesoro the Initial Billing Invoice for 1996 January 

13 production; 

14 February 14. 1996 (Initial Billing plus three business Days) -- Tesoro must pay the 

15 Initial Billing Invoice for January 1996 production. If Tesoro does not pay on 

16 this day, the Initial Billing Invoice bears interest from this date plus a late 

17 payment penalty. 

18 March 8, 1996 -- State sends Tesoro the Initial Adjustment Invoice for January 1996 

19 production. Tesoro owes the State an additional sum. 

20 March 13, 1996 -- Tesoro must pay the Initial Adjustment Invoice plus interest from 

21 February 14, 1996 throught the payment date. 

14 

. 17 . 



No. 12 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

HOUSE & SENATE JOINT 
JOURNAL SUPPLEMENT April 22, ·1995 

January 10. 1997 -- State sends Tesoro a Subsequent Adjustment Invoice for January 

1996 production. Tesoro is entitled toa credit. State pays interest from 

February 14, 1996 through January 10. 1997. 

April 10, 2006 -- The State is notified by Exxon that, due to a clerical error. it has 

revised the Royalty Value for January 1996. 

April 17, 2006 -- State sends Tesoro another Subsequent Adjustment Invoice for 

January 1996 production after Exxon a reports a clerical error in its 

calculation of the Royalty Value. Tesoro owes the State an additional sum. 

May 17, 2006 -- Tesoro must pay the Subsequent Adjustment Invoice for January 

1996 production plus interest from calculated February 14. 1996 through 

February 14, 2002. If Tesoro does not pay the Subsequent Adjustment 

Invoice on this date. interest will accrue from February 14. 1996 through the 

date the payment is made and Tesoro must also pay a late payment penalty. 

November 10, 2006 -- Court settles dispute between the TAPS carriers and shippers: 

Carriers are awarded a higher tariff for January 1996. 

November 30,2006 -- State sends Tesoro a Subsequent Adjustment Invoice. Tesoro 

is entitled to a refund which includes interest calculated from February 14, 

1996 through November 30,2006. 

5.6 Late Payment Penalty. If Tesoro fails to make a full payment within three 

20 business days of the date of either an Initial Billing Invoice or Initial Adjustment Invoice, or within 

21 thirty Days of the date of any Subsequent Adjustment Invoice. then in addition to the amount due 

15 
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plus interest from the date accrued until the date of actual payment. Tesoro will pay an amount equal 

2 to tive percent of the principal payment due as a late payment penalty. 

S.7 Pavment to Lessee. At the request of the State in the invoice statement of 

4 account or otherwise in writing. Tesoro shall pay all or any portion designated by the State of that 

5 payment required to be made to one or more of the Lessees at an address or addresses and in the 

6 manner designated by the State. The payment will be made within the time limit specified in 

7 Article V. The State may authorize and designate a third party to make the request and designate the 

8 amount. manner and place of payment under this provision. linless otherwise specitied. the balance 

9 of the payment due. if any. and payment for subsequent Ylonths. shall be made in accordance with 

:0 Article V. 

II S.8 Payment to Third Parties. The State may direct that Tesoro pay any amount 

l2 due or which may become due directly to a third party in a manner and time as may be directed by 

13 the State in written notice to Tesoro if. in the State's sole discretion. the payment to the third party 

14 will assist the State in monitoring or enforcing this Agreement. 

IS 

16 ARTICLE VI 

17 TERL'Vj 

18 This Agreement shall become effective upon execution by the parties. The State's 

19 obligation to sell and Tesoro's obligation to buy Royalty Oil becomes effective immediately. 

20 Deliveries under this Agreement shall begin on January 1. 1996. and shall end December 31. 1998. 

21 The provisions of Article V shall survive the termination of this Agreement. 

22 
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Default. If anyone or more of the following events ("Events of Default") 

4 occur, then the State, at the its sole option, may tenninate or suspend its obligation to tender and sell 

5 Oil and exercise anyone or more of the rights and remedies provided in this Agreement: 

6 (i) At any time, Tesoro (a) repudiates any of its covenants or obligations 

7 under this Agreement, or (b) fails, within five Days, after written 

8 request from the State to provide the State with written affumation of 

9 this Agreement and of Tesoro's intention to perform under this 

10 Agreement (together with evidence or assurances of transportation 

11 arrangement pursuant to Article 2.8 reasonably satisfactory to the 

12 State); 

13 (ii) Tesoro does not pay in full any sum owed under this Agreement at the 

14 time when payment is due; 

15 (iii) Tesoro fails to observe or perform any of its other covenants and 

16 obligations under Article II; 

17 (iv) Tesoro does not perform any act required or contemplated under this 

18 Agreement and: Ca) the non-performance cannot be cured: (b) the 

19 nonperformance continues for more than thirty Days after the State 

20 has notified Tesoro of its nonperformance; or (c) Tesoro has failed to 

21 perform the same or any other act required or contemplated under this 

22 Agreement; 

17 
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There is a material adverse change in Tesoro's condition, business, or 

pr:'nerry which may appreciably affect its ability to pertorm any of its 

obligations under this Agreement and Tesoro is unable or unwilling to 

give the State adequate assurance of continued pertormance either 

within five Days of a request for such an assurance or within such 

other shorter time period as the State may request under the 

circumstances: 

Any representation or warranty made by Tesoro in this Agreement 

was materially false or incorrect when made; or 

(vii) Tesoro's failure or inability for any reason (including reasons beyond 

Tesoro's control) to maintain the Security described in Article XV, 

notwithstanding Tesoro's continuing Willingness and ability to 

perform its other obligations and covenants under the Agreement. 

Failure to Pay Debts. If Tesoro becomes unable to pay any of its debts when 

15 due, or should otherwise become insolvent (regardless how that insolvency may be evidenced), 

16 Tesoro will immediately give written notice of that fact to the State, \vnether thar notice is given, if 

17 Tesoro becomes unable to pay any of its debts when due or should otherwise become insolvent. the 

18 State's obligation to tender and sell Oil will automatically and immediately terminate without any 

19 requirement of notice or other action by the State; however, Tesoro will nevertheless be and remain 

W liable for payment and performance of all of its obligations and covenants under this Agreement 

! 1 regarding Oil actually tendered by the State to and after any such termination. Within thirty Days 

22 after receipt of Tesoro's notice or, if no notice is given, after the State otherwise becomes aware (as 

18 
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detennined in the State's sale discretion) of Tesoro'sinsolyency. the State will have the right. upon 

2 written notice to Tesoro, to reinstate all of the State's and Tesoro's obligations under this Agreement 

3 retroactively to the date of termination. 

4 7.3 State's Remedies. If any Event of Default occurs or if the State's obligation to 

5 tender and sell Oil under this Agreement is tenninated or suspended. all of Tesoro's obligations 

6 accrued but not otherwise due and payable under this Agreement will immediately be due and 

7 payable in full. In addition. Tesoro will indemnify and hold the State hannless from and against all 

8 other liability. damages (including reasonably foreseeable consequential damages), costs. losses and 

9 expenses (including reasonable attorney's fees and disbursements) incurred by the State and arising 

10 out of the Event of Default. termination, or suspension. The State shall have the right cumulatively to 

11 exercise any and all other rights and remedies and to obtain all other relief available under applicable 

12 law or at equity, including mandatory injunction and specific performance. 

13 Additionally. in its sole discretion. the State. upon occurrence of any Event of 

14 Default: (1) may dispose to third parties any or all Royalty Oil to be tendered and sold under this 

15 Agreement and (2) may release Tesoro from the in-state processing obligations set forth in Article 

16 2.12 until the Event of Default no longer exists or the obligation of Tesoro to take Oil u,nder this 

17 Agreement expires. If the State disposes of Oil to third parties, or if Tesoro is released from Article 

18 2.12. whether or not this Agreement is tenninated, Tesoro will nevertheless remain liable for the 

19 difference between the purchase price for that Oil under this Agreement and the price received by the 

20 State by disposition, including all of the expenses (including reasonable attorneys' fees and costs). and 

21 losses incurred by the State arising out of the Event of Default or disposition. 

19 
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7.4 Tesoro's Exclusive Remedies. Upon any breach of. or default in perfonnance 

2 of any of the State's covenants or obligations under this Agreement. Tesoro agrees that its remedies 

will not include a temporary restraining order or preliminary injunction preventing the State from 

4 taking any action regarding the Royalty Oil which is the subject of this Agreement. 

6 ARTICLEVID 

7 DISPOSITIO~ OF OIL 

8 8.1 Disposilion of Oil Cpon Default or Termination. Tesoro recognizes that the 

9 State may be required to give up to six Months notice to the Lessees (or ninety Days if the amount of 

lO increase or decrease is less than ten percent of the then current nominations or marine transportation is 

II available) to increase or de~rease the amount of Daily Royalty Oil to be taken in-kind. Tesoro agrees 

12 that the State's electing to invoke its rights to return to taking its Royalty Oil in-value on less than six 

13 Month's prior notice. or to attempt to secure a waiver of any condition or requirement. is at the State's 

14 sole discretion. Notwithstanding termination of this Agreement for any reason. Tesoro shall continue 

15 to take and purchase the State's Royalty Oil in the amount and for the price set forth in this 

16 Agreement for up to six Months following termination if the State. in its sole discretion. so requires. 

17 8.2 Inability to Receive Qi.l. If for any reason. Tesoro is unable or refuses to 

18 accept or receive any Oil tendered under this Agreement. Tesoro shall nevertheless be and remain 

19 responsible for the disposal of that Oil and for paying the State for the Oil as though it had been 

20 received and accepted by Tesoro unless the State. in its sole discretion. elects to waive this 

21 requirement. To secure Tesoro's obligations under Article 8.2 and Article 2.9. Tesoro shall. if the 

22 State requests. assign or otherwise transfer to the State or its designee all or part right. title and interest 

20 
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of Tesoro under any nominations. Leases. agreements. contracts, charter parties and other 

2 arrangements for the transportation of the Oil sold under this Agreement through and away from the 

3 TAPS; provided, that the State shall not have any liability or obligations under any such nominations. 

4 Leases, agreements, contracts. charter parties or other arrangement unless. and to the extent that. the 

5 State shall actually exercise its rights to succeed to Tesoro's interest under them and shall obtain the 

6 benefits of them. 

7 8.3 No Right to Storage or Gnderlift: Tesoro WaIves and disclaims any interest or 

8 right that it may assert to storage of Royalty Oil, including by underlift or other means. to ',vhich the 

9 State is or may become to be entitled under the Leases or any other agreement. 

10 

11 ARTICLE IX 

12 WAIVER 

13 The failure of either party to insist upon strict performance of any provision of this 

14 Agreement shall not constitute a waiver of, or estoppel against, asserting the right to require that 

15 performance in the future. A waiver or estoppel in anyone instance shall not constitute a waiver or 

16 estoppel with respect to a later breach of a similar nature or otherwise. A course of performance 

17 established by a party shall also not estop the other party from complaining of a later breach similar in 

18 nature. 

21 
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3 If any provision or clause of this Agreement or application of this Agreement is held 

4 invalid, that invalidity shall not affect other provisions or application of this Agreement which can be 

5 given effect without the invalid provision or application. If, however, an invalidity should operate to 

6 impair any material right or remedy of a party to this Agreement. that party may terminate this 

7 Agreement by notice to the other. 

8 

9 ARTICLE XI 

10 FORCE ~LUEURE A1'/1) CHA~GE IN COl'l1)mON 

II ILl Effect of Force ~ajeure. Except for Tesoro's obligations to pay for Oil 

12 tendered and to accept and dispose of Royalty Oil. neither parry shall be liable for any failure to 

13 perfonn when perfonnance is prevented, in whole or in substantial part, by force majeure after good 

14 faith efforts to perfonn. The tenn 'force majeure" shall mean an event or condition not within the 

15 reasonable control of the parry claiming the benetit of this excuse. If. however. any material 

16 obligation of Tesoro is excused or suspended by a force majeure for sixty successive Days or more. 

17 the State will have the right to terminate this Agreement. Before the State exercises its right to 

18 terminate, Tesoro and the State shall in good faith negotiate to restore the benefits and obligations of 

19 the force majeure condition. 

20 11.2 Responsibility. If a party believes that force majeure has occurred, the parry 

21 shall immediately notify the other party of its claim of force majeure. If force majeure occurs, that 

22 occurrence shall, so far as possible, be remedied with reasonable diligence. Except for Tesoro's 
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obligations to pay for Oil tendered and to accept; apd dispose of Oil, the disabled party's obligations to 

2 perform that are affected by the force majeure shall .be suspended from the time that notification 

3 occurs until the disability should have been remedied with reasonable diligence. and for no longer. 

4 

5 ARTICLEXll 

6 NOTICES 

7 12.1 Method. All notices. requests. demands or statements shall be in writing, and 

8 may be delivered personally. telecopied, or sent by registered or certitied Cnited States mail. postage 

9 prepaid. with a return receipt requested, to the party to be notified. Notice deposited in the mail in 

10 this manner shall be effective upon the expiration of seven Days after it is so deposited or upon the 

11 date of receipt. whichever is earlier. Notice given in any other manner shall be effective only if and 

12 when received by the addressee. For the purposes of notice. the address of the parties shall be as 

13 follows: 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

If to the State: 

and 

If to Tesoro: 

State of Alaska 
Commissioner of Natural Resources 
400 Willoughby A venue 
Juneau, Alaska 99801 

Director, Division of Oil and Gas 
P. O. Box 107034 
Anchorage, Alaska 99510-0734 
Telecopy Number: (907)562-3852 

Gaylon H. Simmons 
Tesoro Alaska Petroleum Company 
8700 Tesoro Drive 
San Antonio, Texas 78217 
Telecopy Number: (210) 283-2031 
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12.2 Change of Address. Each parry may change its address for notice by giving 

2 written notice of the change. 

3 

4. ARTICLExm 

5 RULFS AND REGl:"LA TIONS 

6 This Agreement is subject to all present and future valid laws, orders, rules and 

7 regulations of the Cnited States, the State of Alaska. and any duly constituted agency of the State of 

8 Alaska. 

9 

10 ARTICLE XlV 

II SOVEREIGN POWER OF TIlE STATE 

12 This Agreement shall not be interpreted as a limit on the State of Alaska's exercise of 

13 any of its sovereign or regulatory powers. whether conferred by constitution. statute or regulation. 

14 including. but not limited to. its regulatory power over the Leases. Its exercise of any sovereign or 

15 regulatory power will not operate or be deemed to enlarge any rights of Tesoro or to limit or impair 

16 any obligations or liability of Tesoro under this Agreement. 

17 

18 ARTICLE XV 

19 SECURITY 

20 15.1 Letter of Credit. Seventy five Days before the Date of First Delivery. Tesoro 

21 shall cause to be issued and delivered to the State an irrevocable stand-by letter of credit. with :tIl 

22 effective date rio later than the Date of First Delivery. issued for. the benefit of the State by a State or 

24 
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national banking institution of the United States t"Issuer"), which is insured by the Federal Deposit 

2 Insurance Corporation and has an aggregate capital and surplus of not less than One Hundred ylillion 

3 Dollars ($100,000.000). or other banking institution acceptable to the State in its sole discretion. The 

4 principal face amount of such letter of credit shall be a sum estimated by the Commissioner. in his 

5 sale discretion. to be equal to the aggregate purchase price for the approximate total amount of Oil to 

6 be tendered by the State to Tesoro during the first seventy tive Days following the Date of First 

7 Delivery. The letter of credit shall be in a form satisfactory to the Commissioner. but in any event 

8 shall not require any documents to be submitted in support of drafts drawn against this letter of credit 

9 other than the certified statement of the Commissioner or his designee and the Attorney General of 

10 the State of Alaska or his designee that Tesoro is liable to the State for a sum equal to the amount of 

11 such draft, and that sum is due and payable in full and has not been timely paid. The letter of credit 

12 must be renewed seventy five Days before its expiration so that a letter of credit is continuously valid 

13 for seventy five Days after the date of the last delivery of Royalty Oil. If a replacement letter of 

14 credit, in a fonn satisfactory to the Commissioner in his sole discretion. is not received seventy five· 

15 Days before the expiration o( the existing letter of credit, then Tesoro shall be deemed to have 

16 materially breached this Agreement, there shall have occurred an event of default under Article 7.1, 

17 and all obligations of Tesoro accrued, but not otherwise due and payable under this Agreement. will 

18 immediately become due and payable in full. 

19 If the State has reasonable grounds for asserting any claims against Tesoro and does 

20 assert those claims in an aggregate amount in excess of the aggregate principal face amount of the 

21 letter of credit then in effect, Tesoro shall; upon the State's request (whether arnot Tesoro. may deny. 

22 rejeci or otherWise resist s~ch 'clalms)~ cauSe the prinCipal fate amou'ntio'be incteased;byan>Unotmt 
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equal to the excess. Tesoro shall also automatically increase the principal face amount. without 

2 request from the State. whenever the face amount is less than the expected purchase price of seventy 

3 five Days of Oil tenders. to an amount equal to the expected purchase price of seventy five Days of 

4 Oil tenders. Upon approval of the State in its sole discretion. Tesoro may decrease the principal face 

5 amount if the face amount is more than the expected purchase price of seventy tive Days of Oil 

6 tenders to an amount equal to the expected purchase price of seventy five Days of Oil tenders. 

7 The letter of credit must allow drafts to be drawn and presented to the Issuer up to and 

8 including the 75th Day after the last delivery of Royalty Oil to Tesoro under this Agreement. The 

9 Commissioner may accept such other or additional security as he. in his sole discretion. considers 

10 adequate to protect the State. 

11 15.2 Reduction of Term. The term of the letter of credit required under Article XV 

12 shall be reduced from seventy five Days to sixty Days. if Tesoro and the State can reach an agreement 

13 regarding the transportation of Oil if Tesoro defaults under this Agreement. If the parties cannot 

14 reach an agreement. then the letter of credit shall remain at seventy five Days or Tesoro shall have the 

15 right. in its sole discretion, to tenninate this Agreement as provided in Article 2.1. 

16 

17 ARTICLE XVI 

18 PREFERENTIAL HIRING AND NON·DISCR.L\fiJ.'JATION 

19 Tesoro agrees to employ Alaska residents and Alaska companies to the extent they are 

20 available. willing and qualified for all work performed in Alaska in connection with the Agreement. 

21 "Alaska resident" means an individual who has resided in Alaska for one year at the time of 
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employment and "Alaska companies" means companies incorporated in Alaska or whose principal 

2 place of business is in Alaska. 

3 If this provision is detennined to be unconstitutional, then Tesoro agrees to employ 

4 Alaska residents and Alaska companies to the extent such preferential hiring is detennined to be 

5 constitutional. 

6 

7 ARTICLEXVll 

8 APPLICABLE LAW 

9 17.1 Alaska Law. This Agreement shall be governed by and construed in 

10 accordance with the laws of the State of Alaska. 

11 17.2 Submission to Jurisdiction. Any legal action or proceeding arising out of or 

12 relating to this Agreement or for the enforcement of the covenants or obligations of either party must 

13 be instituted in a State court of general jurisdiction sitting in the State of Alaska, and Tesoro hereby 

14 irrevocably submits to the jurisdiction of that court in any such action or proceeding. 

15 

16 ARTICLE XVIII 

17 WARRANTIES 

18 The purchase and sale of Royalty 011 are subject only to the warranties of the State 

19 expressly set forth in this Agreement and the State disclaims and Tesoro waives all other warranties, 

20 express or implied in law, whatsoever. 
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This Agreement may be supplemented, amended, or modified only by written 

4 instrument duly executed by the parties. 

5 

6 ARTICLE XX 

7 SUCCESSORS A..."ID ASSIGNS 

8 No assignmem. pledge, or encumbrance of this Agreement shall be made by either 

9 party without the written consent of the other parry. The Commissioner or the Commissioner's 

10 designee may grant or deny such consent. Subject to the above requirements in this article, this 

11 Agreement will be binding upon and inure to the benefit of each of the parties and its successors and 

12 pennitted assignees. 

13 

14 ARTICLE XXI 

15 HEADINGS 

16 Headings used in this Agreement are for convenience only and shall not affect its 

17 construction. 

18 

19 ARTICLEXXll 

20 RECORDS 

21 22.1 Preservation of Records. Tesoro will preserve and maintain all books, 

22 accounts, and records relating to or arising out of the performance of this Agreement including, but 
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not limited to. the purchase or sale of Royalty Oil and its retined products. for :l period of no less than 

2 six years from the d:lte of transaction or last adjustment relating to the transaction. Tesoro will also 

3 maintain and preserve all similar books. accounts. and records of which it has possession belonging to 

4 those third parties with whom it contracts for the perfonnance of various parts of this Agreement. 

5 Neither Tesoro nor the State shall be required to retain any records for more than six years unless 

6 retention of such records is specifically required by applicable law or regulation. or this Agreement. 

7 Tesoro shall either maintain its records within the State of Alaska or make such records available to 

8 the State at Tesoro's principal office in the State of :\laska within thirty Days after written request by 

9 the State. 

10 22.2 Inspection of Records of P3.l1ies. Tesoro and the State will accord to e:lch 

II other and to their authorized agents, attorneys. and auditors during reasonable business hours access 

12 to any and all property. records, books. documents. and indices directly related to Tesoro's or the 

13 State's perfonnance of this Agreement and which are under the control of the party from which access 

14 is desired so that the other party may inspect, photograph and make copies of that property, records. 

15 books, documents and indices. The State shall not be required to disclose any infonnation, data. or 

16 records which are required to be held confidential by State or federal law or regulation. or by 

17 agreement. If the infonnation obtained by the State may be held contidential under State or federal 

18 law or regulation, Tesoro may request that infonnation be held contidential by the State and the State 

19 will keep this infonnation confidential. 
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Any disagreement about the meaning or application of a word. term. or condition in 

4 this Agreement will be decided according to the dispute resolution procedure set forth in this article. 

5 Either party may give the other written notice of a disagreement. Within 60 days after written notice. 

6 Tesoro must present any argument and evidence supporting its view in writing to the Commissioner 

7 for consideration. Tesoro shall not have the right to civil litigation-type discovery or a civil litigation-

8 type trial with the right to call or cross-examine witnesses unless granted by the Commissioner in his 

9 sole discretion. The Commissioner will subsequently issue a finding on the meaning or application of 

10 the disputed word. term. or condition. setting forth the basis for the conclusions. Tesoro agrees to 

11 accept tindings by the Commissioner under this article which are supported by substantial evidence. 

12 

13 ARTICLE XXIV 

14 COUNTERPARTS 

15 This Agreement may be executed in multiple counterparts. the parties need not sign 

16 the same counterpart. Each counterpart shall be deemed to be an original and all of which taken 

17 together shall be one and the same instrument. 
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State of Alaska 

Third Judicial District 
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ACKt"IJOWLEDGEl\IENT 

ss. 
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r' 'I' 
THIS IS TO CERTIFY that on the;;J/ dav of ((41c.U . 1995. before 

me. appeared John T. Shively. the commissioner. Department' of i'/;tural Resources. State of 
Alaska; that John T. Shively executed that document under legal authority and with 
knowledge of its contents; and that this act was performed freely and voluntarily upon the 
premises and for the purposes stated in the document. 

above written. 
Witness my hand and official seal the day and year in this agreement tirst 
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No:·12 
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JOURNAL SUPPLEMENT 

EXHIBIT A 

CALCULA nON OF ROYALTY VALVE 

April 22. 1995 

This exhtbit shows the mechanics of the price calculation and data sources. Ex..xon· s Royalty Value for 
the Prudhoe Bay Unit lessees are taken from its Royalty Report. Roya!ty Value currently is taken from 
Column H of these reports. An example calculation using the inionnation tor January 1995 and a 
hypothetical RIK volume sold to Tesoro is shown below. Attached:lCe the Royalty Report Summaries 
tor the Prudhoe Bay Unit. 

Lisburne Production 
Center 

Prudhoe Bay IPA 
Total 

Ex..'l(on· 5 Production 
from the Prudhoe 

Bay Crnt 

1.76:.900.13 

8.807 .215 .20 
10.570.115.33 

x 

Royalty Value 
from Column H 

of the Oil 
Royalty Report 

Summary 
511.050 

$11.110 

Product ot'Volume Times 
Royalty Value 

S 19 . .1.80.-+06..w 

597 . .3..\.8.160.87 
:s 117.328.:07.31 

Exxon's Royalty Value =5117.328.207.31 -'- 10.570.115.33:: 511.09999 

Should Article 2.1(b) apply, the Royalty Value will be calculated using the Royalty Value and 
production volumes for only the iniual Participating Areas. 

CALCULATION OF L'ITERFST 

Numbers in these examples are illustrative. They do not represent accurate values thm may have 
existed in the past or are torecasted for any time in the future. 

Mechanics of the calculations include: 

1. The annual interest rate specified in legislation is converted to a daily rate tor 
calculations. 

2. Credits are applied to the next monthly payment. Payment for an underpa~ment is due 
(a) within 3 business of the date the bill is sent tor Initial Billings and mitllll adjustment 
or (b) within 30 days of the time the bill is sent for subsequent adjustments. [merest on 
overpayments stops accruing on the date of the invoice. 

35 
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Assumptions: 

1. 

3. 

?1I0tJSE &SENATE~JOINT 
: ,JOURNAL' SUPP:LEMENT 

p • 

, ;, Erimpiel: 'lititial.Billing 

Month is February. 
Royalty Oil delivered to Tesoro in January = 1.240,000 barrels .. 

No. 12 

RoyaltyValue for January. from Column H of EX .. '(on's Oil Royalty Report Summaries 
(attached) = .511.09999. 
Bill sent to Tesoro on February 1st; Payment due to State by February 6th \lPitial 
Billing date plus three business days. 

:''1ethod for calculating Tesoro's initial invoice for January deliveries: 

Volume Price Initial Billing 

1.240.000 511.09999 5 1:3.763.987.60 

Note: 

The lessees are required to submit their royalty reports to the State for January's production by the last 
day in February. For this reason the State will bill Tesoro for January producrion based on the 
December Royalty Value. This is an interun value and is subject to revision, since the 'Agreement 
requires that Tesoro pay the Monthly Price tor the same production month. The revised price is 
incorporated in the invoice submitted the following month (March). 

36 
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~ .. , No. 12 
, "HOUSE&SENATKJOINT 

JOtJRNAL SUPPLEMENT April 22,1995 

Example 2: Initial Adjustment 

Assumptions: 

1. Month is March. 
2. Royalty Oil delivered to Tesoro in January = 1.240.000 barrels. 
3. Revised Monthly Price for January = S 11.00000. 
4. Annual interest rate charged member banks tor advances by 12th Federal Reserve 

District as of January 1st is three percent. Annual rate tor contract = 11 percent. 
S. Date of Initiai Adjustment is ~tarch 1st. 

~1ethod for calculating Tesoro's revised invoice for January deliveries: 

VOlume x Price Revised Billing 

1.240.000 x 511.00000 S 13.6-!O.OOO.OO 

Amount Paid by Tesoro tor January deliveries (calculated in Example 1): 

513.763.987.60 

Overpayment tor January: (5123.987.60) 

Difference between Initial Adjustment date (March 1st) and original accrual date (February 6th) = 23 
days. 

Interest due = 5123.987.60 x (11 %/365) x 23 = (5859,402) 

Credit due Tesoro for next month's billing = (S 124,847.02) 
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No. 12 

I. Summary 

HOUSE & SENATE JOINT 
JOURNAL SUPPLEMENT 

Final Finding and Determination 

to Sell Royalty Oil 

to 

Tesoro Alaska Petroleum Company 

April 22. 1995 

The conunissioner of the Department of Natural Resources. on behalf of the State of Alaska. 
proposes a three-year sale of approximately 40.000 barrels per day of the state's royalty oil to 
Tesoro Alaska Petroleum Company (Tesoro). Tesoro operates a refinery in Nikiski on the Kenai 
Peninsula and is one of the state's largest retailers of petroleum products. This document provides 
the final finding and recommendation required under AS 38.05.183 for the proposed sale. 

The department distributed the preliminary finding and draft contract on March 21. 1995. The 
public comment period ended one month later on April 21. 1995. The department notified the 
public about the preliminary finding and draft contract and written comments were solicited by 
sending a notice of the sale or copies of the preliminary finding and draft contract to 388 citizens. 
special interest groups. industry and government representatives. and the media. The department 
also advertised through legal notices and display advertisements in newspapers throughout 
Alaska. At the close of the public comment period only two letters were received by the 
department both of which supported the sale. (See Appendix B.) 

The mailing and advertisements also notified the public of a meeting of the Alaska Royalty Oil and 
Gas Development Advisory Board (Royalty Board) that was held on April 6, 1995 at which the 
proposed sale was discussed and public comment solicited. Comments made by the public (there 
were two people who testified) are addressed in this final fmding. The Royalty Board 
subsequently unanimously approved the sale and signed a resolution recommending approval of 
the proposed sale by the Alaska Legislature. (See Appendix B.) The Alaska Legislature was also 
afforded an opportunity to be briefed by the commissioner of the Department of Natural 
Resources in infonnal meetings of the House Oil and Gas Committee and the Senate Resources 
Conunittee held on ApriI1l-12, 1995. 

n. Background 

The State of Alaska receives a royalty of approximately 12.5 percent of the oil and gas produced 
from the Prudhoe Bay Unit. The state may take its share of oil production "in-kind or "in-value." 
When the state takes its royalty share of the oil in-kind (RIK), it ,assumes ownership of the oil. and 
the commissioller dispOs~oil through either competitive or non:..competitive sales. When oil is 
taken in-value (RIV)~the state's lessees. who.produce the oil; market the state's share along with 
the lessees' own share.·· The lessees are obligated to pay the state the value of its royalty share. 

On September 9, 1995 the state agreed to sell to Tesoro a volume of roy~tyoil equal to 27.2 
percent of the dallytoyalty oil production of the Prudhoe Bay Unit. Deliveries under this contract 
began on January 1, 1995 and will continue through December 31, 1995. By statute this contract 
may not be renewed without a specific recommendation of the Royalty Board to the legislature 
and the legislature's subsequent approval. Last December. Tesoro initiated negotiations with the 
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department for a new royalty oil supply Contract for which would begin deliveries when this 
current contract expires. 

This finding and determination and the attached copy of the sales contract represent the result of 
those negotiations. Much of what was written by way of background to the 1995 contract still 
applies today. Where appropriate. this finding will reference the "Final Finding and Detennination 
to Sell Royalty Oil to Tesoro Alaska Petroleum Company" dated September 9. 1994. In the 
following section of this finding, the deSCription of the contract focuses on how this new contract 
differs from the current one-year contract. 

III. Discussions of Contract Provisions 

Quantity Tesoro will purchase 30 percent. denoted as the "maximum quantity." of the state's 
royalty share (estimated at 40.500 barrels per day in 1996) from the Prudhoe Bay Unit (PBU). 
This increases the percentage of PB U royalty oil nominated from the 27.2 percent in the current 
contract. but. because of the decline in production forecasted for the PBU in 1996. the actual 
volume taken by Tesoro will not significantly increase. Tesoro also has the right at any time to 
decrease the maximum quantity of RIK as long as it timely notifies the state. however. Tesoro 
may not ever increase the maximum quantity. 

Because of the terms of the Prudhoe Bay Unit Agreement in force among the producers and the 
state, the state must combine royalty production from both the Prudhoe Bay field and royalty 
crude processed currently through the Lisburne Production Center. The 135,000 barrels per day 
of royalty crude oil forecast for 1996 (Table 1) is the sum of the royalty offtake from Prudhoe 
Bay, Lisburne, Pt. McIntyre, West Beach, North Prudhoe Bay State. and the NiakuklAlapah oil 
fields. I Table 1 illustrates the future royalty crude oil supply from the Prudhoe Bay Unit. The 
state is obligated to supply 35,000 barrels per day to Mapco through 2003. If the proposed 
Tesoro contract is awarded, the state will still keep 44 percent of its royalty share as RIV in 1996 
(declining to about 40 percent by 1998) and maintain the flexibility to nominate more RIK as 
circumstances warrant, e.g., other in-state refinery requirements. RIK sales to Lower-48 
purchasers, or a change in the federal regulations that restrict the export of ANS. 

Tesoro may elect to purchase less than the maximum quantity, subject to certain notice require­
ments. If Tesoro decides to take less than the maximum quantity, it will be subject to a per-barrel 
reservation fee on each barrel less than the maximum quantity. The per-barrel reservation fee is 
0.75 percent of the full purchase price. 

Price The proposed contract requires Tesoro to pay the same West Coast royalty value received 
by the state based on the royalty production lifted in the PB U by Exxon. This price meets the 
statutory requirement that the value of RIK is at least equal to or exceeds RIV. It also differs 
from the current contract which uses a price based on the volume-weighted average West Coast 

I The state reserves the right to supply 100 percent of Tesoro's volume from just the Prudhoe Bay Unit Initial 
Participating Areas (IPA) rather than include the production processed through the Lisburne Production Center. 
This would imply that Tesoro would receive approximately 35.2 percent of the Prudhoe Bay IP A production. 
Tesoro will be notified 90 days in advance if the commissioner. in his sole discretion, chooses to exercise this right. 
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royalty value reported by the largest PBC producers. ARCO. BP. and Exxon. 

April 22, 1995 

The proposed 
contract price is compared with the current contract and the value of RIV in Table 2.' 

Table 1: North Slope Royalty Crude Oil Production Forecast 
(MBOD) 

!995 1996 1997 1998 :9'19 2CCO 2CG! :CD2 2CCJ 

Prudhoe Bav \.inlt 143 135 127 116 105 95 85 75 ~9 

Kucaruk River unIt 39 38 38 38 ,~ 37 35 32 20 

Milne ?oint 

Endicott '3 12 v 

Total Royalty: 200 192 182 171 159 147 133 : 18 '08 

rrIJnus RIV Req'd for Field Cost Allowance 

Prudhoe Bev unit 'J 14 
., 

12 10 

KuoaruK River unIt 

Milne POIn! 

Enaicctt 

18 18 ,7 15 14 
., 12 'J :0 

mInus Curren! RIK Connacts 

Macco 35 35 35 35 35 35 35 35 '" 
Tesoro 39 

Total Curren! RIK 74 35 35 35 35 35 35 35 35 
Obligation 

ANS Royalty 011 Available to SUpply New RIK Contracts: 

108 140 130 121 110 99 86 73 jJ 

New Tesoro@ 30.0% 41 38 3S 

ANS Royalty OU Remaining: 108 99 92 86 110 99 86 ,~ ~ 

The Exxon West Coast royalty value further simplifies the calculation of the price for Tesoro' s 
RIK purchase. In the calculation of royalty value in the current contract, the West Coast price 
reported by BP must be held confidential by mutual agreement with BP and the state. Since this 
infonnation is proprietary, a mechanism was devised so that this value is first estimated with a 
provision to later revise it when the data are no longer restricted. The BP royalty value is subject 
to a six-monthly true-up of its actual marine transportation deduction which is also subject to 
review and audit by the state. This means that an RIK price value based on a BP royalty value 
would be subject to subsequent re-adjustments that could occur over several years. 

Z If the commissioner elects to sell TesOlo RIK from the Prudhoe Bay IPA. then the price will be calculated on the 
basis of Eltlton's Royalty Value from just the IPA. See Table 2. 
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Table 2: ,RIKPrice Calculations--January 1995 
Exxon's Royalty Value 

Exxon Proauciion at: 

Usburne ProdUCTion Center 
Pruahoe Bay IPA 

Proposed Tesoro Contract Price 
Gross pS·J Proaucr of Volume 

Volume Velue Times PS·J Value 
1.762.900.13 SI1.05CC0 SI9.408.046.M 
8.807.215.20 S 11. i ICXXJ S97.848.160.87 

No. 12 

Average 
Pnce 

Total 8.818.503.20 $97.972.893.27 __ :-:-:--:-:-:-:-:-__ 
Volume Weighted Average Value: $ 11.r::R99Q 

Volume Weighted Average Price--ARCO. BP(West Coast). and Exxon 
Tesoro's Current Contract 

Producer Gross PS-J Product of Volume Average 
Volume Value Times PS·' Value Pnca 

Usbume Production Center 
ARCO 1.459.347.74 S 11.S8CXXJ $ 16.899.24683 
BP Exploration 2.022.MO.13 S10.51CXXJ $21.255.84577 
Exxon 1.762.900.13 SII.05CC0 519.d80.046.M 

Prudhoe Bay IPA 
ARCO 8.807.75240 S11.61CXXJ S 1 02. 258.005.36 
BP Exploration 12.721.772.40 S 10.61CXXJ $ 134.978.005.16 
Exxon 8.807.215.20 SI1.liCXXJ $97.848.160.87 

Totals 35.581.428.00 5392.719.310.43 

Volume-Weighted Average Value: SI1.03720 

Volume Weighted Average Price--All Producers 
Value ofRIV 

Producer Gross PS-l Product of Volume Average 
Volume Value Times PS-I Value Price 

Usbume Production Center 
ARCO 1.459.347.74 SII.58CXXJ $16.899.246.83 

BP Exploration 2.022. MO. 1 3 $10.51CXXJ $20.649.113.73 

Exxon 1.762.900.13 $11.05CC0 $19.480.046.44 

Prudhoe Bay IPA 
Ameroda Hess' 121.673.40 $11.27400 51.371.745.91 

ARea 8.807.752.40 $11.6100') S 1 02.258.005.36 

BP Exploratton 12.721.772.40 $10.3100') $131.161.473.44 

Chevron' 195.833.10 $ 11.0100') $2. 156. 122.43 

Exxon 8.807.215:20 511.1100') 597.848. WJ.87 

Louisiana land and 8.993.30 511.6100') 5104.412.21 
exploration 
Marathon' 11.288.00 511.6100') 5131.053.68 

Mobil' 453.693.20 510.6100') $4.813.684.85 
Phillips' 449.246.20 $10.6100') $4.766.502.18 

SheW 31.141.00 $11.6100') 5361.547.01 
Texaco' 124.049.00 $10.6100') 51.316.159.89 

Tolala 36.977.345.20 $403.317.274.84 

Volume Weighted Average Value: 510.90715 

Note: Only BP's royalty value. calculated from the volume-weighted overage of the prices reported for each 
mar1<et may be mode public. The per barrel pnce listed here is QQl BP's actual West Coost Value. Assume 
Inat BPs west Coast value is the volume-weighted overage plus: 50.30 

'Amerada Hess currently has no prospective formulaic treatment of its royalty value. 
'Chevron uses a simple overage of ARCO. BP. and Exxon. 
'These producers use ARC a's royalty value formula. 
>these producers use BPs royalty value formula for West Coast destinations. 
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Tesoro opted for a RIK price based on the Exxon West Coast royalty value to avoid this 
uncertainty. The Ex..xon fonnula is strictly a West Coast price and no Gulf Coast pricing enters 
into its rather straightforward calculation of the PBU royalty value. Confidentiality provisions 
.. liso apply in the intennediate calculations of the Exxon royalty value. but the value is determined 
by a fonnula that can be readily calculated independently. 

The use of the Exxon royalty value explicitly recognizes that the sale of RIV to Tesoro is a West 
Coast placement. While Table 2 suggests that this price is about 5.19 per barrel higher than the 
volume-weighted average royalty value. this difference would have averaged about S.15 per barrel 
in 1994 had this contract been in place then. 

Previous RIK Findings have descnbed the so-called "displacement effect' and "competitive effect" 
that may occur with a state sale of RIK. The 'displacement effect" theorizes that any RIK sale by 
the state replaces At'JS sales by North Slope producers to refineries on the West Coast iinc!uding 
Alaska). Although the total volume of A:-.IS sold on the West Coast is the same without a RIK 
sale, the state's RIK volume displaces the volume that :-.Iorth Slope producers may sell on the 
West Coast. The producers must then show in their royalty reports that a larger percentage of 
their oil is placed on the U.S. Gulf Coast with higher transportation costs and a lower netback 
value. The result is a calculation of the lessees' average royalty value for RIV that rer1ects a new 
ratio of West Coast-to-Gulf Coast sales. This proportion of deliveries to the West Coast and Gulf 
Coast is also reflected in the netback value reported for severance tax purposes. In this way. 
selling RIK may decrease the states revenues from both RIV royalties and severance taxes. 

The "competitive effect" relies on an assumption that the price of ANS on the West Coast as 
reported in the producers' royalty value is higher than the price that would result from a purely 
competitive market. The ANS spot market is dominated by one North Slope producer who may 
be able to influence the price by its decision to transport oil to the Gulf Coast. When the state 
was selling most of its royalty oil in-kind (nearly 210.000 barrels per day in 1986), there was 
concern that the state. as another seller in the market. could contribute to a lower West Coast 
price. 

The "displacement effect" will diminish insofar as the proportion of total At'JS sold on the Gulf 
Coast will continue to declined in over the next few years. As above. the effect appears both in 
RlV royalty value and severance taxes. Now at less than 15 percent of total At'JS production. 
Gulf Coast deliveries may cease in 1996.3 The "competitive effect" is minimized insofar as the 
volumes of royalty crude considered for nomination under this proposed contract are so small 
(less than 3 percent) when compared to the total ANS production. Since the state may bene tit 
from the continued operation of the Tesoro facility and. since the consumers of Alaska, may be 
better off with a more competitive refining industry, these benetlts will likely outweigh the impact 
of these effects. 

) Alaska Department of Revenue. 1994. Fall 1994 Revenue Sources Book. Anchorage. Alaska. p.16. In 1990, 
ANS movements to destinations in the Eastern U.S. represented 22 percent oi tot.ll A."lS production. Personal 
Communication with Roger Marks, Alaska Department of Revenue . 
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In any case, pricing Tesoro~s RlK~uhe Exxon royalty value should sufficiently compensate the 
state for these impacts. As the volumes of ANS oil delivered to the Gulf Coast decline, the 
volume-weighted average royalty value for RIV should rise and the difference between the Exxon 
royalty value (Tesoro's price) and the RIV royalty value will diminish. 

One of the people testifying at the Royalty Board meeting of April 6, 1995 suggested that the 
proposed price term should not be based on a "West Coast" price.· Rather, he recommended a 
price that would be should be higher to reflect the difference in marine transportation cost 
between Valdez and Nikiski versus the cost to deliver ANS oil to the West Coast. This is based 
on the observation that West Coast Pump Station No. I (PS-l) West Coast prices are higher [han 
the Gulf Coast PS-l price. In a market that was perfectly competitive, one would expect that 
market at each destination. Gulf Coast, West Coast. and Alaska, would just clear at a destination 
price at which the producers would be indifferent about where to send the marginal barrel of oil. 
Said another way, deliveries to the Gulf Coast would be made only as long as buyers there are 
willing to cover the added transportation cost. If the destination price at the Gulf Coast is too 
low, the producer's will sell in the West Coast or. similarly, sell in Alaska if the West Coast price 
is too low to offset the marine transportation cost. 

The ANS oil market is not perfectly competitive; it is dominated by a single seller. This creates 
the situation where the Pump Station No. I price of West Coast deliveries is actually higher than 
the Gulf Coast (and the difference in the destination price between the Gulf Coast and West Coast 
is less than the incremental transportation cost) and, hence, the observation of the commentator. 
To expect the state to charge a higher PS-l price for deliveries in Alaska suggests that the state 
could manipulate price terms to take advantage of the lack of competition among suppliers in the 
local market. Even if it were possible to secure a higher price. it would not serve the goal of 
promoting in-state refining. 

In-state Processing In the current contract and in the proposed contract, Tesoro has agreed that 
80 percent of the RlK it will purchase will be processed in the Nikiski refinery. This clause is 
designed to prevent Tesoro from re-selling RIK to a third party and possibly profiting from a 
favorable price charged to Tesoro by the state. If such a benefit is available because the price 
charged to Tesoro for its RIK based on Exxon's royalty value is less than Tesoro would have to 
pay for oil from another source, then this benefit should be passed on to the in-state consumers of 
Tesoro's products. 

Purchase Price Reopener According to the ANS Royalty Settlement Agreement with Exxon, 
the state and Exxon have reopener rights in which a new pricing formula may be negotiated, if 
necessary, or arbitrated by an independent Decision PaneL If this process leads to a price that is 
not to Tesoro's liking, then Tesoro may unilaterally tenninate its contract with the State, SUbject 
to specified notice requirements. Tesoro may not reopen the contract with the state overprice 
should the state and Exxon agree to a different royalty value methodology. Tesoro also agrees 
that it will not intervene in any way in the negotiations or arbitration of a reopener between the 
state and Exxon . 

• Richard Fineberg testified by teleconference from Juneau. Alaska. 
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Tesoro or the state may reopen the proposed RIK contract if the ban on A~S exportS is lifted. 
This would also be cause for the state to reopen the At"lS Rovaltv Settlement Aoreement with 
Exxon. Though Tesoro may not intervene between the state and Exxon. the RIK contract 
reopener provides a mechanism for the state and Tesoro to develop a new price term through 
prompt and good faith negotiations between each other. If the state and Tesoro fail to agree on a 
new price then. by notice to the other. either the state or Tesoro may terminate the contract. 

Payments Like the current contract. the proposed contract has specified the timing and due dates 
associated with the Initial Billing. Initial Adjustments. and Subsequent Adjustments. The timing 
of these invoice and due dates has been shortened somewhat to reduce the state's exposure to 
default risk as described below. 

Unlike the current contract the state has agreed that any subsequent adjustment rendered more 
than six years after the date of delivery will bear interest for only six years from the due date of 
the initial billing. However. this six-year interest limitation does not apply to adjustments that 
result from regulatory decisions. reopeners. court proceedings. or audits of Exxon's royalty 
reports that are commenced during the six year period. 

Termination Notice The state requires at least a six-month plus ten-day notice of early termina­
tion of the contract or any reduction in the maximum quantity taken by Tesoro. This timing is 
based on the Al"lS Rovaltv Settlement Agreements and the Prudhoe Bay Gnit Agreement. Cnder 
the original Prudhoe Bay Unit Agreement. the state has a right to "denominate" RIK deliveries 
with a six month notice. Under each of the royalty settlement agreements. the timing requirement 
was reduced to 90 days. However. the settlements also provide that the lessees may claimforce 
majeure if transportation is unavaiiJble to transport any additional RIV for the first 90 days that 
the RIK has reve.rted back to the producers. DUrIng this up-to-90-day period that lessees could 
claim force majeure. the state must take full possession of its RIK and find customers to buy it 
and tankers to transport it. For this reason Tesoro is obliged to provide sufficient notice to 
terminate the contract or reduce its maximum quantity. 

Security Supplies of RIK under the current contract are secured by an irrevocable letter of credit 
equal to 60 days worth of oil deliveries. The proposed contract will require a letter of credit 
equivalent to the value of 75 days worth of RIK to secure the state in the event that Tesoro. for 
any reason. fails to pay its bills or to take delivery. The increase in the value of the letter of credit 
is required to protect the state from its exposure to "denomination risk."s As described above. in 
addition to the risk assumed by the state should Tesoro fail to pay. the state also runs a risk of 
lOSing full value of its RIK when it "denominates" the RIK volumes as RIV. This 90 day 
denomination notice period under the ANS Royalty Settlement Agreements is effectively 
increased to 180 days should a lessee declare force majuere in obtaining sufficient marine 
transportation to haul the additional RIV volume. During this period. the state either has to tind a 
new RIK purchaser or negotiate with the lessees to take back the RIK. In either event. the state 
is in a distress sale situation and the letter of credit instrument is intended to protect the state from 
this event. 

, Denomination risk and default risk were fully described in the Final Finding and Determination to Sell Royalty 
Oil to Petro Star Valdez Refinery Joint Venture, March 4.1992. 
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The state's risk exposure is measured as follows: 

30 days 
2 days 
3 days 
4 davs 

39 days 

RIK is tendered but not billed 
Initial Billing 
Initial Billing due 
Default declared 
Default Risk 

No. 12 

Volumes subject to 180 day denomination as per ANS Royalty Settlements times 80 
percent of value should the state be forced to sell RIK = 

36 davs 
75 days 

Denommation Risk 
Total risk exposure 

The letter of credit is valued at the pnce of RIK volume per day times the number ofoays of total 
risk exposure. 

The contract includes language that will allow the 75-d3.Y letter of credit to be reduced to 60 days 
if arrangements can be made to ameliorate the potential of a declaration of force majuere by any 
of the lessees. Since Tesoro will already have marine transportation under charter to move its 
ANS supply from Valdez to Nikiski, these vessels could be offered to the lessees as an indication 
that the supply of tankers in the Valdez trade is sufficient. A declaration offorce majuere by the 
lessees in the event of a default of the proposed contract by Tesoro may be more difficult to 
demonstrate with Tesoro's tankers idled and waiting for new customers. 

Local Hire Like current contract, the proposed contract requires that "Tesoro agrees to employ 
Alaska residents and Alaska companies to the extent they are available. willing and qualified for 
all work performed in Alaska in connection with the Agreement." An Alaska resident is defined 
as one who has lived in Alaska for at least a year at the time of employment. If this provision is 
found to be unconstitutional. then Tesoro agrees to hire Alaska residents to the extent that the 
constitution will allow. 

IV. In-State Benefit Analysis 

The commissioner must consider. among other things. the effects of the sale of RIK on the 
economy of the state and the projected benefits of refming or processing the RIK in the state 
(under AS 38.05.183). In short. the terms of the proposed RIK sale should 1) assure that the 
state receives at least as much value for the RIK as it would have received for RIV and 2) encour­
age in-state processing of RIK together with the attendant economic and social benefits. These 
benefits are measured in terms of jobs, taxes. and economic competition among the state's 
refineries for their products. The conclusions reached in the best interest finding that 
accompanied the current one-year contract are still applicable. Some of the information has been 
updated here. 

In the following discUssion of in.state benefits. there is one caveat: . the degree to which these 
effects may be attributable to the sale depends on how important the sale is to the continued 
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operation and expansion of Tesoro s :\ikiski refinery. The state can offer a somewhat unique 
crude oil supply contract whose terms might not be available from any other seller. Presumably. 
Tesoro would continue their operations without this contract. but there are direct benetits to 
Tesoro that may be derived in their dealings with the state. To the extent that these benetits are 
translated into jobs. taxes. and more vigorous retined-products competition. the state wiii also 
benefit. By the same token. the degree to which the sale may contribute to the ongoing operation 
of the retinery also must be taken into account when describing the environmental effects of the 
refinery's operation, 

Economic Impacts Tesoro reports that it currently employs 189 people In the Kenai Peninsula 
Borough.6 This translates as one-in-ten of the manufacrunng jobs in the Borough (competing 
largely with fish processing and timber). Tesoro is. according to the :\laska Department of Labor. 
number six of the top-ten private sector employers in the Borough, For the most part these are 
also high-wage jobs with a payroii in the Borough of over S II million per year.-

Tesoro's statewide marketing and distribution of petroleum products also contributes to the 
diversity of the Alaskan economy. Tesoro employs 552 people statewide \IiHh a payroll of over 
520 million. 

Social Impacts Tesoro is one of the largest property taxpayers in the Kenai Peninsula Borough. 
It contributed S 1.3 million in ad valorem taxes in 1994 and the state received another S7.6 million 
in various income. payroll. and excise taxes. )fo incremental effects on land use. impacts on the 
local social infrastructure. i.e .. schools. public safety. roads. and other government services. are 
anticipated as a result of this sale. 

Consumption Benefits In 1993. the Corps of Engineers reported "coastwise receipts" of 
626.000 tons of petroleum products (185 million gallons). These are domestic shipments 
originating outside of Alaska. Furthermore. another 152.000 tons (45 million gallons) of 
petroleum products were imported to Alaska from Canada and elsewhere. Together these 
volumes amount to about 15 percent of the state' s consumption. Presumably. some of these 
volumes can be displaced by a growth in local production of retined petroleum products and their 
may be a benefit to Alaskan consumers if competition from local supplies contribute to lower 
prices for the consumer.8 

Tesoro estimates that its throughput in 1995 will 50.000 barrels per day, It produces a wide­
range of products and contributes to a 30 percent share of the local market for diesel fuel. jet 
fuels. gasoline. and is a major supplier of propane and butane . 

• Tesoro Alaska Petroleum Company. March 14, 1995. Letter to Kevin Banks from Bernie Smith. 

Scott Sellemeyer. February \995. "A Diversified Economy--The Kenai Peninsula" Alaska Economic Trends. 
Alaska Department of Labor. pp. I - 7. 

• U.S. Department of the Army. Corps of Engineers, November 1994. Waterborne Commerce of the United 
States. Calendar Year 1993. Part 4--Waterways and Harbors Pacific Coast. Alaska. and Hawaii. WRXC-WCUS-
93-4 .. New Orleans. Louisiana and Alaska Department of Natural Resources. March 1995. HistOrical and 
Projected Oil and Oas Consumption. Anchorage. Alaska . 
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Environmental Impacts ;r'W~ershaye operat~d in the Cook Inlet for over 50 years and. for the 
most part have operated safeJy.9 The bulk of tanker traffic in the Cook Inlet carries ANS from 
Valdez to the Nikiski refinery, petroleum products to Cook Inlet ports. or refined oil and gas to 
Pacific Rim markets. The sale of North Slope RIK will not materially affect the reliance of the 
Nikiski refinery on tanker transportation. The retinery's main source of crude oil comes from the 
North Slope via Valdez and the Cook Inlet. but Cook Inlet crude oil supplies will continue to 
contribute to 10 percent of Tesoro's requirements. The decision to sell RIK to Tesoro does not 
authorize its transportation. Federal and state permits will be required. 

A second commentator at the Royalty Board meeting on April 6. 1995 expressed concerns about 
tanker traffic in the Cook Inlet. 10 He voiced the concern that the vessels now under charter by 
Tesoro met only minimum safety and operational standards. These standards should be raised to 
a level similar to those required in the Prince William Sound. He advocated the use of tanker 
escort vessels in the Cook Inlet. Tesoro indicated in its reply to this concern at the meeting that 
their vessels would be hydrostatically loaded to avoid a catastrophic spill in the event of a tanker 
collision and that the new facilities at the Nikiski refinery meant that fewer total tanker trips will 
be required. II Nonetheless. the volume of oil transported through the Cook Inlet will not 
increase as a result of this contract nor is this agreement the appropriate venue to change the 
regulatory oversight of Cook Inlet tanker operations. 

The Alaska Department of Environmental Conservation (ADEC) requires that the oil industry 
develop oil spill contingency plans and monitors the implementation of those plans. In 1990, the 
legislature enacted additional laws to reduce the likelihood of future spills in Alaska and to 
improve the capability to respond to those that occur. The federal Oil Pollution Act of 1990 
created Regional Citizens Advisory Councils to involve local citizens in the process of preparing, 
adopting, and reVising oil spill contingency plans and the regulation of tanker and temtinal 
operations. 

The Tesoro refinery now operates under a ADEC Air Quality Control permit to operate 
(PTO No. 9023-AAOO8) and under this permit Tesoro must comply with a variety of conditions 
to control and monitor emissions both from the burning of fuel and the refmery's process equip­
ment.. In January 1994, the state issued Tesoro a Prevention of Significant Deterioration air 
permit (PSD) to allow the refinery to operate some equipment for longer hours. Tesoro then 
submitted proposed amendments to the PSD permit in February related to the vacuum unit 
project. Tesoro has also agreed to several conditions that will result in air quality monitoring and 
improvements at the refmery including an air pollution compliance audit and improvements at the 
refmery that are recommended in the audit. Most significantly, Tesoro has agreed to reduce 
emissions of volatile organic compounds from the refinery by 150 tons per year by 1996. 

, Alaska Department of Natural Resources. October 1993. Final Finding of the Director Regarding Oil and Gas 
Lease Sale 78. Cook Inlet. Anchorage. Alaska. 

10 Ken Kastner testified by teleconference from Homer. Alaska. 

II See also page 20. Final Finding and Detennination to Sell Royalty Oil to Tesoro Alaska Petroleum Company. 
Alaska Department of Natural Resources. September 20. 1994. 
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Under compliance orders with both ADEC and the U.S. Environmental Protection Agency. 
Tesoro is undertaking a long term clean-up of historical groundwater and soil contamination at 
the refinery. 

V. Findings and Determination 

II 

The commissioner must conclude that in any disposition of RIK. first. under AS 38.0S.183(a) the 
best interests of the state will be served by a non-competitive sale, and second. under AS 
38.0S.183(e), the non-competitive sale of RIK will be awarded to the prospective buyer whose 
proposal offers maximum benefits to the citizens of the state. The commissioner is specifically 
directed to consider the cash value offered for the RIK. the economic effects of the sale. the 
benefits of in-state processing of the RIK. and the ability of the prospective buyer to supply the 
state with refined products. In addition to these considerations. commissioner is obligated to 
analyze the sale using the same criteria that are to be considered by the Royalty Board in its 
review of the sale. These criteria are listed in AS 38.06.070 and include: the revenue needs and 
fiscal condition of the state; the local and regional requirements for petroleum products; the 
desirability of localized capital investment. increased payroll. and secondary developmem effects; 
the SOCial impacts of the sale: the additional costs to the state and local governments caused by 
the development related to the transaction; the local and regional labor market: environmental 
effects; and the impact on existing private commercial enterpnses and investment patterns. 

Competitive Bidding is Waived As commissioner of the Department of Natural Resources. I 
have determined in accordance with AS 38.0S.183(a) and II AAC 03.030 that the best interest of 
the state may be achieved in this sale without competitive bidding. The State is currently selling 
37 percent of its North Slope royalty oil under the Mapco contract and Tesoro's one-year 
contract. There are other refineries that have requested RIK from the State. At the time of the 
publication of this finding, Petro Star Inc. and Petro Star Valdez Refinery together have requested 
62.000 barrels per day and Tosco Refining Co., an independent West Coast refinery. has 
indicated an interest in a one-year supply contract. So. while competition for RIK may be said to 
exist. the state will retain enough royalty oil to meet the needs of these other RIK purchasers ever. 
with the proposed contract. 

By this Preliminary Finding and Determination, the Alaska Royalty Oil and Gas Development 
Board has been notified that competitive bidding is waived as required under 11 AAC 03.040. 

Contract Prices are Acceptable Under 11 AAC 03.010(b), I find that in establishing the price 
of this royalty oil contract, the department has obtained a price applicable to the oil that is being 
sold that is at least equal to, and probably will exceed. the volume-weighted average of the royalty 
value for all the RIV oil lifted in the Prudhoe Bay Unit. 

The Sale is in the Best Interest of the State In accordance with AS 38.0S.183(a), (C), and (e), I 
find that taking RIK and selling by non-competitive bid to Tesoro for use at the Nikiski refinery is 
in the best interests of the state. Furthermore, the sale as described above will maximize benet its 
to the citizens of Alaska. I find the following: 

1. The state is now highly dependent on oil revenue and will continue to depend on oil 
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revenues in the futllre; Th~ price tenn of the sale protects the state's interest by ensuring 
that revenues from thlssaJe will likely exceed the in-value alternative. 

2. There are local and regional economic benefits to be derived from the continued 
operation and expansion of the Nikiski refinery. While the proposed contract may 
increase the financial viability of the refinery, the extent to which these benefits can be 
ascribed to the proposed contract cannot be predicted. 

3. As described above, Tesoro is an important competitor in the market of refined 
petroleum products. Vigorous competition in fuel sales in the state may provide for 
lower consumer product prices. 

4. Tesoro provides high-wage jobs to 189 people in the Kenai Peninsula Borough and 
another 363 people statewide. It is one of the largest private sector employers in a 
region where unemployment rates often exceed state averages. Both the Kenai 
Peninsula Borough and the state receive revenues from Tesoro as property taxes and 
corporate income and excise taxes. 

s. Any environmental effects will result from the continued operation of the Nikiski 
refinery, not from the proposed sale. The sale itself will have no incremental effect. 
Waterborne movements of ANS through the Cook Inlet will occur with or without the 
sale (though waterborne movements of residual oil will be reduced with the completion 
of the refinery expansion). Improvements at the refinery will operate only under air 
quality permits issued by the ADEC which has a process for assessing the effects of the 
projects. 

6. To the e~tent that the sale helps provide a consistent and economic supply of crude oil 
to the refinery, the sale will contribute to ongoing economic stability in the Kenai 
Peninsula region and maintain a healthy competitor in the in-state market for rermed 
petroleum products. 

Criteria Weights According to 11 AAC 03.060(b), "In considering the criteria described in AS 
38.0S.183(e), the Commissioner will state which criteria apply to the proposed disposition and 
discuss the weight given to the applicable criteria in detennining the maximum benefit to the 
state .... " 

In making this finding, the department first determined that the state would not lower the total oil 
revenue, including royalties and severance taxes, due the state by making a disposal to Tesoro. 
The department next looked at whether the disposal would contribute to robust competition in the 
in-state refining industry and the extent to which that would lead to lower product prices. Finally, 
the department examined the criteria to determine that the state would not create any 
unacceptable environmental or social impacts. 

Royalty Board This findi~g and determination will be submitted to the Royalty Board in 
compliance with AS 38.0S.183(c) which requires that commissioner may not waive competitive 
bidding is a sale of RIK unless prior written notice has been given to the board. 
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Legislative Approval .-\ccording to AS 38.06.055(c) the commissioner may not renew the 
current one-year contract with Tesoro without the prior approval of the legislature. By statute. 
The Royalty Board must review the sale and submit a written recommendation to accompany a 
resolution introduced in the legislature to approve the sale. 

Conclusion Under the terms of the proposed contract. the state would receive a fair royalty 
value for the royalty oil, while fostering in-state processing, potentially lowering product prices, 
and providing attendant benefits. The satisfactory price terms. coupled with the associated 
economic benefits for Alaska citizens. supports the decision to waive competitive bidding. 

The foregoing facts and analysis support the finding that this disposal is in the best interest of the 
state and that it maximizes the benetits to Alaska citizens. 

'1/ 
Date 
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AS 38.05.183(e). When a sale. exchange or other disposal of oil or gas taken in kind by the state 
as its royalty share. or a sale. exchange or other disposal in whole or in part of a rightto receive 
future royalty oil or gas. under a state lease under this chapter is made other than by competitive 
bid. the sale. exchange or other disposal shall be awarded by the commissioner to the prospective 
buyer whose proposal offers the maximum benefits to citizens of the state. The commissioner 
shall consider: 

( 1) the cash value offered; 
(2) the projected effects of the sale. exchange or other disposal on the economy of the 

state; 
(3) the projected benefits of refining or processing the oil or gas in the state: 
(4) the ability of the prospective buyer to provide refined products or by-products for 

distribution and sale in the state with price or supply benetits to the citizens of the 
state; and 

(5) the criteria listed in AS 38.06.070(a). 

AS 38.06.055. LegislatiYe approval. (a) In addition to the recommendation by the board 
required under AS 38.06.050, the commissioner of natural resources may not enter into a sale. 
exchange. or other dispOSition of oil or gas or of the rights or waiver of the rights to receive 
future production of royalty oil or gas under AS 38.05.183 without the prior approval of the 
legislature. The legislature may approve a sale. exchange. or other disposition of oil or gas or of 
the rights or of a waiver of the rights to receive future production of royalty oil or gas only by 
enacting legislation. (b) The provisions of (a) of this section do not apply to 

( 1) the sale, exchange. or other disposition of oil or gas for one year or less if the sale. 
exchange. or other disposition is entered into to relieve storage or market conditions; 

(2) contracts for the sale of state-owned royalty gas or oil that specify the sale and 
delivery of not more than 

(A) 400 barrels of crude oil per day; 
(B) 460 barrels of natural gas liquids per day; and 
(C) 2,400 Mcf of natural gas per day. 

(c) A sale. exchange. or other disposition of oil or gas under (b)(1) of this section may not be 
continued after the end of one year or renewed with the same party without the prior approval of 
the legislature under (a) of this section. This subsection does not apply to a sequential 
competitively bid sale of oil or gas made with the same party under (b)( 1) of this section. 
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Appendix B: Comments and Responses on the Preliminary Findings and Draft Contract 

The department sent either a copy of the preliminary finding and draft contract. or a notice 
announcing its availability to a 388-person mailing list. In addition. legal notices and display 
advertisements were published in the Anchorage Daily News. Juneau Empire. Fairbanks Daily 
News-Miner. Kenai Peninsula Clarion. Homer News. Homer Tribune. and the Frontiersman. 

The department received two letters commenting on the proposed sale. These letters appear 
below. Also. attached is Resolution 95-1 of the Alaska Royalty Oil and Gas Development 
Advisory Board signed by the Board members April 6. 1995. 
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:~ WORLD OIL CORP. 

No. 12 

~- ;. -..... .(-

POBOX 1966 

SOUTH GATE. CA 90280· 1966 

March 30, 1995 TEL (310) 929-0100 FAX (310) 928-3234 

Kenneth A. Boyd 
Acting Director 
State of Alaska 
Department of Natural Resources 
Division of Oil and Gas 
3601 C Street, Suite 1380 
Anchorage, Alaska 99503-5948 

Dear Mr. Boyd: 

...... ~ 
.\ 

', .. '~'. 

World Oil Corp. is in its 55th year as a petroleum marketer and 
refiner. 

WerespectfuUy urge the State of Alaska to sell. royalty oil to 
Tesoro. 

Tesoro is a supplier of petroleum products to the independent 
segment of the industry, and it is to the consumer's benefit that 
Tesoro remain a vital, vibrant factor,in the independent field. 

Sincerely, 

WORLD OIL CORP. 

\ (" .' ~~. I 

..... ( '. . ) . ~_: ,/ /,' i. 

Bernard 'B~ 'Ro'ttl .;. < 

Chairman and Chief Executive Officer 
BBRO,. 

9302 S. GARFiELD AVENU~. ,?:OlJTH.GATE. CALIFORNIA 90280-3896 
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Kevin Banks 
on.ision of Oil and Gas 
3601 C Street, Suite 1398 
Anchorage, Alaska 99503-5948 APR 20 190-

"\) 
April 18. 1995 t. 

Dear Mr. Banks., 

This is in response to a publicly advertised request for comments concerning the sale of 
royalty oil to Tesoro Alaska Petroleum Company. The exploration for, production of, 
and shipment of oil in Cook Inlet continue to be emotionally charged issues in which I 
have been involved over the past 6+ years. This sale though should remain unrelated to 
those discussions. 

As a commercial fisherman since the late 1960's in Cook Inlet waters ("semi-retired" in 
1991), I have seen fishing overtaken by oil as the premier "industry" in Alaska. 
Unfortunately for all Alaskans, the oil industly merely increased resource ertraction 
rather than expand resource deveiopmenL Tesoro Alaska operations represent the 
pinnacle of resource development for the oil industry in Alaska. This sale needs to be 
supported wholeheartedly to continue at least this small effort of resource development 
in our state. The reasons I see of supporting this sale are, in general, split in two major 
areas. 

On a local economic level iImumerable opportunities have been provided to the Kenai 
Peninsula by the Tesoro operations. A stable economic base provided by the Tesoro 
plant and the related industry it helped spawn has made the Kenai region one of steady 
growth and excellent services. The continuedsalc of royalty oil to Tesoro will assurc 
this region of its immediate future. In long-range economic terms this is an 
immeasurable benefit, yet there is no doubt of the positM: effcct. Providing a three ycar 
contract maintains security for Tesoro and theloca1 economy. 

A more thought-provokiDg reason concerns" my belicf thc Tesoro plmt and its 
responsiblc" development plan should be thc model for resource development in this 
state. While limiting or climinating thc royalty oil sale would have an economic effect 
largely confined to the central peninsula, the ramifications of such a detrimental action 
would be felt dramatically in thc conceprual design of resource development for Alaska. 
The effcct to future responsible ~lopment planning in the timber, fishiDg and oil 
industries would be to continue as merely a resource extraction site. This would be 
devastating to Alaska, especially as we attempt to rely less on oil extraction revenue and 
~lop a broader economic basco Indeed, the continued sale of royalty oil to Tesoro 
Alaska Petroleum Company should be embraced by all Alaskans as the most positive 
and prominent step in responsible resource development in this state. 

I enthusiastically endorse this royalty oil sale under a three year contract. Thank you for 
this opportunity to comment. 

Sea Breete Inn & Charters 
IC&rt 4: N.ulI:Y Pulliam. BOx 31. Sdd.ma. Alaska 99663 

pbllu 901-2J4.764ln699 
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ALASKA ROYALTY OIL & GAS DEVELOP~IENT ADVISORY BOARD 
RESOLUTION 95-1 

On March 21, 1995. the acting direclor of the division of oil and gas ("director") provided 
the Alaska Royalty Oil and Gas Development Advisory Board ("Board") with preliminary findings 
and proposed contract for a three-year sale of approximately 40,000 barrels per day of Prudhoe 
Bay Unit royalty oil to Tesoro Alaska Petroleum Company ("Tesoro"). Tesoro will process the 
oii in Its refinery in Nikiski. Alaska. 

The propose contract was discussed between representatives of the division of oil and gas 
and Tesoro over the past four months culminating in a draft contract. On March 21. 1995, the 
director made public the proposed contract and the Preliminary Finding and Determination of the 
Commissioner of the Depanment of Natural Resources. The director notified the public that the 
proposed sale would be discussed at the Board's meeting on April 6, 1995 and invited them to 
attend. 

On April 6, 1995, the Board met to discuss the sale and to take public commenl on it. 
The meeting was attended by representatives of the division of oil and gas, representatives of 
Tesoro. and members of the public. The Board received a presentation from the division staff 
regarding the proposed sale and contract, questioned the staff about them, and made several 
suggestions. The staff will implement those suggestions. At the conclusion of the discussion, the 
votin!! members of the Board, who attended the meeting, unanimously approved the proposed 
sale a-nd recommended thal the proposed contract be approved by the legislature. 

Based on the Board's review of the contract for the sale and purchase of royalty oil 
between the state of Alaska and Tesoro, the Commissioner's finding and determination regarding 
the proposed sale, and the information presented at a public meeting of the Board, the Board is of 
the opinion that the proposed disposition of Prudhoe Bay Unit royalty OillO Tesoro meets the 
requirements of AS 32.06 and 11 AAC 26. The Board adopts the Commissioner's finding and 
determination, and recommends that the Nineteenth Legislature approve the agreement for the 
sale and purchase of royalty oil from the Prudhoe Bay Unit to Tesoro Alaska Petroleum 
Company. 

LbtSes(j}k \::~~ o'"/-o6-"lS-

~ 
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