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I. Summary 

No. 16 

The commissioner of the Department of Natural Resources, on behalf of the state of Alaska, 
proposes a five-year sale of approximately 28,000 barrels per day of the state's royalty oil to 
MAPCO Alaska Petroleum Inc. (MAPCO). MAPCO operates a refinery in North Pole in the 
fairbanks North Star Borough and is one of the state's largest retailers of petroleum products. 
This document provides the final finding and determination required under AS 38.05.183 for the 
proposed sale. 

The department distributed the preliminary finding and draft contract on January 30, 1998. The 
public comment period ended one month later on March 3. 1998. 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 200 
citizens. special interest groups. industry and government representatives. and the media. The 
department also advertised through display advertisements in newspapers throughout Alaska. 
At the close of the comment period. the department received three letters. The letters are 
included as Appendix C to this finding. 

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 February 17, 1998 at 
which the proposed sale was discussed and public comment was solicited. Except for the 
representatives from MAPCO, there was no public testimony at the Royalty Board meeting. 
However, a letter from Hal Whitley, owner of Wet Willy's Carwash in Fairbanks was faxed to 
the Royalty Board in the morning before the Royalty Board met. The Royalty Board considered 
Mr. Whitley's comments. Subsequently, the Royalty Board unanimously supported the sale and 
adopted the Commissioner's findings as its report to the legislature. and passed a resolution 
recommending approval of the sale by the legislature. 

This is a final finding and final conclusions have been reached. The commiSSioner has 
determined that the proposed sale to MAPCO is in the state's best interest. The final finding. a 
copy of the signed contract. and the recommendation from the Royalty Board will be forwarded 
to the Legislature under AS 38.06.055. 

II. 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 commissioner disposes of the 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 their own share of production. The lessees are obligated to pay the state the 
value of the state's RIV share. 
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MAPCO has a long history as a purchaser of RIK from the state. MAPCO has the longest 
running contract for A.NS RIK. Deliveries under its long-teon contract began in November 
1979 for 35,000 barrels per day. This contract will not expire until December 2003. Through 
the end of 1997, MAPCO received approximately 205.8 million barrels of RIK.' 

On August 26, 1997, the state agreed to sell to MAPCO an additional volume of royalty oil 
equal to 11.6 percent of the daily royalty oil production of the Prudhoe Bay Unit (PBV) for one 
year. Deliveries under this contract began on December I. 1997 and will continue through 
November 30, 1998. 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 October. MAPCO initiated negotiations with the department for a new royalty 
oil supply contract to begin deliveries when this contract expires. 

At the date of this final finding, Williams Companies Inc. is in the final stages of acquiring 
Mapco Inc. This acquisition will become final when Williams Companies Inc. receives approval 
from the Federal Trade Commission. On November 24, 1997, the companies announced that 
they had entered into a definitive merger agreement providing for Williams to acquire MAPCO. 
On February 26. 1998, MAPCO shareholders approved the acquisition. Standard and Poor's 
(S&P) revised its outlook for both companies to positive from stable. Primarily, the outlook 
change reflects the strengthening fundamentals of the Williams' pipelines and prospects for 
improving earnings at Williams Communications Group and Williams Energy Group. The 
proposed acquisition of Mapco Inc. is also a positive factor in S&P's outlook change.~ The $3 
billion acquisition price includes $2.2 billion of Williams common stock and the assumption of 
about $750 million of acquired company debt. The conservatively financed acquisition should 
diversify Williams' pipeline operations with a relatively successful downstream energy services 
company. The merger will have no affect on the proposed sale and contract terms. 

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 1997 contract still 
applies today. 

In the following section of this finding, the description of the contract focuses on how this 
proposed contract differs from the current one-year contract. 

III. Discussion of Contract Provisions 

Tenn 

First delivery of RIK oil is set for December I, 1998 and will continue for five years. The 
contract will terminate December 31. 2003. This coincides with the termination date of 
MAPCO's current long-term. 25-year contract. 

I Golden Valley Electric Association volumes are included in MAPCO's RIK deliveries. 
Z Standard & Poor's CreditWire dated November 24, 1997. 
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Quantity 

The state agreed to increase the percentage of royalty oil that MAPCO may purchase to assure 
MAPCO a relatively constant supply of RIK oil as production declines. Over the life of the 
contract the volume of RIK taken by MAPCO will remain fairly constant. This proposed 
contract will increase the percentage of PBU royalty oil that MAPCO now receives under the 
current one-year contract. MAPCO will purchase 27.0 percent of the state's royalty share in 
1999 (about 28,000 barrels per day from the PBU). In the second, third, fourth and fifth years, 
MAPCO's RIK purchase percentage will increase slightly to 28.5 percent, 30.0 percent. 32.0 
percent and 33.5 percent. respectively. 

Table 1: RIK Percentages and Maximum Quantities 

Year 
1998 
1999 
2000 
2001 
2002 
2003 

RIK% 
27.0 
27.0 
28.5 
30.0 
32.0 
33.5 

RIK Volume 
(Bpd) 
28.350 
28.350 
28,500 
28.200 
28,480 
28.475 

When MAPCO's current long-term RIK contract with the state is considered with the proposed 
contract. the actual volume taken by MAPCO will increase to approximately 56.7 percent of the 
state's royalty oil from the peu. 

The percentage of royalty oil designated in the contract for each year is called the "Maximum 
Quantity." If MAPCO takes 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.' MAPCO may elect to decrease or increase the 
quantity of RIK oil it will actually purchase month-Io-month subject to certain notice 
requirements. MAPCO also has the right to terminate the contract with one hundred days notice 
to cease deliveries. With the same notice period. MAPCO may elect one time annually to 
pennanently reduce the Maximum Quantity required under the contract. However. once 
MAPCO issues an annual notice of its option to permanently reduce the Maximum Quantity. 
MAPCO may not reinstate the Maximum Quantity to the initial level. In addition, MAPCO 
may not ever increase the Maximum Quantity. 

Because of the terms of the PBU Agreement in force among the producers and the state. the 
state combines royalty production from both the Prudhoe Bay field and royalty oil processed 
currently through the Lisburne Production Center. The 112.000 barrels per day of royalty crude 

1 The contract provides MAPCO with some operational flexibility. With the appropriate one hundrcd-day notice. MAPCO may 
talee less than the Maximum Quantity, however, a reservation fee would apply to volumes less than the then applicable 
Maximum Quantity. 
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oil forecast for 1998 (Table 2) is the sum of the royalty offtake from PBU including both the 
Initial Participating Areas and the Greater Point McIntyre Area. i.e. Lisburne, Pt. McIntyre, 
West Beach. North Prudhoe Bay State. and the Niakuk/Alapah Participating Areas" 

Table 2 illustrates the present and future royalty crude oil supply from the PHU. The state is 
obligated to supply 35.000 barrels per day to MAPCO through 2003 and 30 percent of the PBU 
royalty oil to Tesoro through 1998. If the proposed MAPCO contract is awarded. the state will 
still keep approximately 13 percent of its royalty share of PBU production as RIV or about 40 
percent of the total ANS royalty production in 1998. See Figure I, titled ''Total ANS Royalty 
and RIK Sale" for the percentage share of ANS RIK oil versus ANS RIV oil. 

The state must reserve a sufficient percentage of its PBU royalty oil as RIV to insure that PBU 
lessees can deduct field costs as a credit from their RN royalty for the royalty oil the state takes 
in-kind. The state's flexibility to nominate more RIK oil from the PBU will be limited after this 
RIK sale to MAPCO. However. there will be some flexibility for the state to offer additional 
royalty oil from other non-PBU fields on the North Slope a~ circumstances warrant. 

Quality 

MAPCO must accept the same quality of oil that the state receives from the producers at Pump 
Station No. I. The existing contract with MAPCO does not distinguish between crude oil. 
condensate. or natural gas liquids (NGLs). MAPCO waives any claim that either condensate or 
NGLs blended with the crude oil by the lessees tendered to the state as royalty oil is not oil for 
the purposes of the contract. This waiver will protect the state against any future claim that 
MAPCO did not receive its full or correct volume of RIK by asserting that condensate or NGLs 
are not crude oil. 

'Under the proposed contract. the state reserves the right to supply ioo percenl of MAPCO's volume from just the PBU Initial 
Participating AP-...as (IP A) rather than include the production from the GreaI« Point Mcintyre Area, i.e .• production processed 
through the usbume Production Center. In this case MAPCO would receive initially 33.8 percent of the PBU IPA production. 
MAPCO will be notified 90 da~ in advance if LlJe commissioner. in his sole discretion. chooses to e)[ercise this right 
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Table 2: North Slope Royalty Crude Oil Production Forecast 
(1.1800) 

1998 1999 2000 2001 2002 2003 2004 2005 2006 

Greater Point Mclnlyre Area 23 19 16 13 11 10 

Lisbume 

Niakuk 

PoinlMclnlyre 17 14 11 

West Beach ·N. Prudhoe Bay 
Slate 

Prudhoe Bay aJ 89 84 81 77 74 71 68 64 60 

Salenrtes bI 5 

Prudhoe Bay Unrt 112 105 100 94 89 85 82 77 72 

Kuparuk River Unrt 33 35 36 34 33 32 29 27 25 

Milne Poinl 9 10 11 12 13 13 1.2 11 

Northstar 5 

Other Onshore 

Endicon 

Badami 

Alp.,e 

Total Royalty: 162 163 166 165 164 157 150 138 130 

Minus RIV Req'd for Field Cost Allowance 

Prudhoe Bay UM 11 11 10 

Kuparuk River Un.! 

M,inePoinl 

Endicon 

15 15 14 13 13 13 

Minus Currenl RIK Contracts 

MAPCOt1 35 35 35 35 35 35 

MAPCOt2 d 13 

TeSOlo 34 

Total Current RIK Obrlgation 85 35 35 35 35 35 

ANS Ro)'lllly on AvaIlable to Supply New RIK 
Conlnels: 

65 113 117 117 116 109 143 131 123 

MAPCO's proposad 27.0% dI 28 28 28 28 28 28 
contract 0 

ANS RoyIlIy 01 RIIMInIng: 37 85 89 89 88 81 143 131 123 

a/ If the commissioner elects to sell MAPCO RIK from the Prudhoe Bay Initial Participating Area (IPM. then 
the price per barrel will be calculated on the basis of the volume weighted average of the Royalty Value received 
from just the IPA. plus S.IS. See Table 2. 
bI Satellites include wells penetrating several smaller. unnamed reservoirs. 
c1 MAPCO's #2 contract expires November 30. 1998. 
dI MAPCO's proposed contract is expected to start December I. 1998 and expires on December 31. 2003. 
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Price 

The proposed contract requires MAPCO to pay a price per barrel equal to the state's royalty 
value per barrel plus $.15. The state's royalty value is defined a<; an amount equal to the per 
barrel value the state would have received from the Lessees for its royalty oil if the state had 
taken its royalty in-value instead of in-kind, plus any costs incurred by the state as a result of 
taking the royalty in-kind rather than in-value. This price meets the statutory requirement that 
the value of RIK is at least equal to or exceeds RIV. The proposed contract price is comparable 
to the one-year contract price and the value of RIV. Table 3 illustrates the calculation of 
MAPCO's price if it took deliveries under the proposed contract in January 1997. 

Table J: Volume Weighted Average Price -All Producers 
Value or RIV 

Producer Gross PS·1 Product 01 Volums 

lisburne Production Canlar a/ bI cJ 
ARCO 

BP Exploraoon 
Exxon 

Prudhoe eay IPA II 
ARCO 

BP Exploraoon 
Chevron 

Eoon 
Force 
MobY 
Phillips 

Texaco 
Totals 

Volume 

1.803.528 68 

2.565.203,54 

2.167.463 T7 

6.812,971 60 

9.731.64080 

159.860.30 

7.700.73740 

9.11130 

362.126.20 

364.589.50 

100.129.00 
31.m.362,IO 

Value Times ps·' Value 

$19.50000 $35.168,80945 

518.12000 $46,481,488,14 

$1813000 $40,596.596.40 

$19.88000 $135.441.87541 

$18.64000 $181.397.78451 
$2324800 $3.716,43225 

$1958000 S 148.008.172.83 
$19,88000 $181,132.64 

$19.82000 $7.075.583,82 
$20,69000 $7.543.356.76 

$18,95000 $1,897.444.55 

$507.508.676.78 

Volume Weighted Avtl'1lge Value: 

Price of Sale 011: 

$19.11766 
• S.I5Jbbl 

$19.26766 

aJ Under the proposed contract. the state reserves the right to supply 100 percent of MAPCO's volume from just the 
Prudhoe Bay Unit Initial Participating Areas rather than include the production from the Greater Point Mcintyre 
Areas. i.e .• production processed through the Lisburne Production Center. This would imply that MAPCO would 
receive approximately 33.8 percent of the Prudhoe Bay InitIal Participating Areas production. MAPCO will be 
notified 90 days in advance if the commissioner. in his sole discretion. chooses to exercise this right. 
bl Includes Larch. North Prudhoe Bay State and West Beach. 
cJ Includes wells penetrating several smaller. unnamed reservoirs. 

Like the current MAPCO and Tesoro contracts, the proposed contract price replaces the need for 
an escrow account and retroactive ANS Royalty Litigation5 adjustments that appear in 
MAPCO's 1978 contract. MAPCO's proposed contract will have a more certain purchase price, 
subject to only minor subsequent adjustments. The ANS Royalty Settlement Agreements 
concluded the ANS Royalty Litigation and provided an agreed-upon valuation method that did 
not exist when MAPCO's 25-year royalty oil contract was signed. MAPCO's new RIK contract 
will rely upon agreed-upon valuation methods in the ANS Royalty Settlement Agreements to 
establish a contract price. Except for certain related adjustments contemplated under the 

1 ANS Royally Litigation refers to the dispute between the state and the ANS lessees that was resolved in several settlement 
agreements (Case No. 77-847 Civil. June 1977). 
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settlement agreements with ARCO. BP, Exxon and the other PBU producers the MAPCO 
contract will not require an interim pricing method. 

Previous RIK findings have described the so-called "displacement effect" and "competitive 
effect" that may occur with a state sale of RIK. Because the changes in the markets for ANS oil. 
these effects will be very minor. 

The "displacement effect" theorizes that any RIK sale by the state to tn-state refiners will replace 
ANS sales by North Slope lessees to West Coast destinations including Alaska. Although the 
total volume of ANS sold on the West Coast is the same without a RIK sale, the producers must 
show in their royalty reports that a larger proportion of their oil is placed in destination markets 
where netback values are less than the West Coast. The West CO,L<;t destinations yield a higher 
royalty value than the other destinations. The average royalty value. weighted by oil volumes to 
each destination, is lower when the proportion of oil reported by the lessees going to the non­
West Coast destination increases. This proportion of deliveries to the West Coast and other 
destinations is also reflected in the net back value reported for severance tax purposes. In this 
way. selling RlK decreases the state's revenues from both RIV royalties and severance taxes. 

The potential for a "displacement effect" has diminished since the market of total ANS sold on 
the Gulf Coast has disappeared. The Gulf Coast's historically low royalty value contributed the 
biggest impact in calculating the displacement effect. There are now no more waterborne 
shipments of ANS to the Gulf Coast and the volumes shipped to the Mid-Continent or the Far 
East yield netbacks that are higher than the Gulf Coast netbacks.' 

As shown in this example, (See Table 4) the displacement effect, is insignificant. The contract 
price is sufficient to compensate the state for any reduction in the royalty value of RIV oil. 

• Alaska Depanment of Revenue. Fall 1997 Revenue Sources Book. Forecast and Historical Data. Anchorage, 
Ala~ka. p.19. ANS movements 10 destinations in the Far East. the Caribbean and the U.S. Mid-Continent 
represented just 5 percent of [otal ANS production in FY 1997. 

12 
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TABLE 4: DISPLACEMENT EFFECT 

Price=$14.70 

West Coast 
(including Alaska) 

Pump Station No.1 $14.20 

Asia Market 
(and other 

destinations) 

If the North Slope producers take all of our royalty oil ''in-value.'' 
their shipments will look like this: 

28.000 
(Mapco) 

+ 

In percentage terms: 

3% + 

922.000 
(CA and U1,4) 

92% 

+ 

+ 

The calculation of royalty value (and severance tax) is: 

50.000 
(Asia Afarket) 

5% 

= 1.000,000 
(Total) 

100% 

($J4.70x3%) + ($/4.70 x 92%) + ($14.20 x 5%) = $/4.67 

If the state sells oil to Mapco, the producer's placements on the West Coast 
are reduced by 28,000 barrels. Their shipments will now look like this: 

o 
(Mapco) 

+ 

In percentage terms: 

922.000 

(CA and WA) 

0% + 95% 

+ 

+ 

The calculation of royalty value (and severance tax) is: 
($/4.70 x 0%) + ($14.70 X 95%) + 

50.000 
(Asia market) 

5% 

= 972.000 

/00% 

($14.20 x 5%) = $/4.67 

In this example, the displacement effect has no effect on the state's royalty and severance 
tax revenue. 
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The "competitive effect" relies on the 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. One North Slope producer dominates the ANS spot market and may be 
able to influence the price by its decision to transport oil to other destinations. When the state 
was selling nearly 210,000 barrels per day of RIK in 1986, (See Figure A-I) the state. as 
another seller in the market competing with the ANS producers, could conceivably contribute to 
a lower West Coast price. The "competitive effect" is probably immeasurable since ANS supply 
in the West Coast market is declining. Competitive market forces beyond the control of the 
ANS producers. including the state, now govern the price of ANS. 

In-State Processing 

In the proposed contract. MAPCO has agreed that 80 percent of the RIK it will purchase will be 
processed in the North Pole refinery. This clause is designed to prevent MAPCO from re­
selling RIK to a third party and possibly profiting from a favorable price charged to ~IAPCO by 
the state. The in-state processing clause assures that the state will enjoy the benefits described in 
Section IV below. 

Purchase Price Reopener 

The contract provides no provision for either the state or MAPCO to renegotiate the price terms. 
Should the state pursue a price reopener as permitted by the ANS Royalty Settlement 
Agreements. the state is obligated only to inform MAPCO that negotiations have begun. 
MAPCO will pay based on whatever the Royalty Value the state and the producers may 
negotiate. 

MAPCO also agrees that it will not intervene in any way in the negotiations or arbitration of a 
reopener between the state and the producers. If the new price terms that may result are 
disagreeable to MAPCO, it has the right to terminate the contract with one hundred days notice 
to cease deliveries. 

Payments 

The proposed contract has specified the timing and due dates associated with the Production 
Month Invoice. Initial Adjustments. and Subsequent Adjustmems. The timing of these invoices 
and due dates have been shortened somewhat to reduce the state's exposure to default risk as 
described below. 

The state has agreed that any subsequent adjustments 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 true-up audits that are commenced during the six-

14 
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year period. This provision appears in both the current one-year MAPCO contract and Tesoro's 
current three-year contract. 

Termination Notice 

The sta.te requires at least one-hundred days notice of early termination of the contract or any 
reduction in the maximum quantity taken by MAPCO. This timing is based on the ANS 
Royalty Settlement Agreements and the PBU Agreement. Under the original PBU Agreement, 
the state has a right to "denominate" RIK deliveries with a six-month notice. However, under 
each of the ANS Royalty Settlement Agreements, the timing requirement was reduced to 90 
days. The ANS Royalty Settlement Agreements provide that the lessees may claim force 
majeure if marine transportation is unavailable to transport any additional RIV for the first 90 
days that the RIK has reverted 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 MAPCO must provide sufficient 
notice to terminate the contract or reduce its maximum quantity, up to six-months and ten days 
if necessary. 

Late Payment Penalty 

If MAPCO fails to make full payment of its monthly obligation within three business days 
following the receipt of the invoice, a five percent penalty will be imposed. In MAPCO's one 
year contract, the same late payment penalty applies. 

Interest 

Underpayments and overpayments are an unavoidable problem in any RIK sales contract. The 
contract price is based on Royalty Values calculated under provisions in the ANS Royalty 
Settlement Agreements that are subject to re-adjustments for true-up audits, regulatory 
decisions, reopeners. or court proceedings. Both the state and MAPCO agree to pay each other 
the statutory interest rate on readjustments made for overpayments or underpayments, 
respectively. The a~plicable rate is five percent over the annual rate charged member banks for 
advances by the 12 Federal Reserve Bank or II percent compounded quarterly, whichever is 
greater (AS 38.0S.13S(d)). 

Local Hire 

Like MAPCO's one-year contract and virtually every RIK contract to in-state refineries, the 
proposed contract requires that MAPCO agree to employ Alaska residents and Alaska 
companies to the extent they are available. willing and qualified for the applicable work 
perfonned in AJaska in connection with the Agreement. An Alaska resident is defined as one 
who has resided in Alaska for one year at the time of employment and "Alaska companies" 
means companies incorporated in Alaska or whose principal place of business is in Alaska. If 
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this provision is detennined to be unconstitutional. then MAPCO agrees to hire Alaska residents 
to the extent that the constitution allows. 

Security 

The proposed contract requires an irrevocable stand-by letter of credit equivalent to the value of 
75 days worth of RIK. to secure the state in the event that MAPCO, for any reason, fails to pay 
its bills or to take delivery. The value of the letter of credit is calculated to protect the state from 
its exposure to "default risk" and "denomination risk." Default risk is the exposure the state 
faces if MAPCO fails to pay. Since MAPCO is billed on the first day of the month following 
the production month up to 39 days of RIK. will be delivered to MAPCO before the state is in a 
position to declare the contract in default for failure to pay (See Table 5). In addition to the risk 
assumed by the state should MAPCO fail to pay, the state also runs a risk of losing full value of 
its RIK. when it "denominates·' the RIK. volumes 10 RIV. As indicated above, the 90 day 
denomination notice period under the ANS Royalty Settlement Agreements plus 90 days should 
a lessee declare force majeure represents the amount of ROC oil subject to this risk. During this 
period, the state either has to organize a new RIK purchaser or negotiate with the lessees to take 
back the RIK.. In either event, the state could be in a distress sale situation. The letter of credit 
instrument is intended to protect the state from losses for volumes delivered under the contracts 
or re-sold at a price less than the contract price. 

The state's risk exposure is measured as follows: 

Table 5: Calculation of MAPCO's Letter of Credit 
Default Risk 
Days RIK tendered but not billed: 
Days to Production Month Invoice: 
Production Month Invoice Due: 
Default Declared: 

Total Default Exposure 
Denomination Risk 
Volumes Subject to 90-day Denomination @ 100% 
Probability that 90-day notice rights invoked @ 100% 
Resale Value of denominated oil $.80 on the $1 

Number of days "at-risk" (20% X 90 days) 
Volumes Subject to 90-day Force Majeure @ 100% 
Probability that 90-days notice rights invoked @ 100% 
Resale Value of denominated oil $.80 on the $1 

Number of days "at-risk" (20% X 90 days) 
Total Denomination Exposure 

Total Risk Exposure 

90 days 
90 days 

90 days 
90 days 

Days 
30 

2 
3 
4 

39 

18 

18 
36 
75 

The letter of credit is valued at the price of the RIK. volume per day times the number of days 
of total risk exposure. 
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The proposed contract includes an alternative security provision if MAPCO so elects. This 
security provision requires that MAPCO provide the state with an irrevocable stand-by letter of 
credit for forty days of RIK oil, plus an irrevocable backup contract with a major oil company 
subject to approval by the Commissioner. The backup contract would assume MAPCO's full 
liability to the state to purchase RIK oil for a minimum of 90 days or a maximum of 180 davs 
deliveries of RIK oil. Should MAPCO default. the state will draw from the 40 day letter ~f 
credit and the backup contract would immediately take effect for the RIK oil due MAPCO until 
the 90 day or 180 day (if producers invoke force majeure notice) denomination notice of the 
state's RIK oil became effective. 

The concern for the state's exposure to default and denomination risk is driven by the state's 
previous experience. The security and other provisions of recent RIK contracts mitigate those 
risks. The Alpetco RIK sales contract, executed on February 22, 1978, a so-called in-state 
enhancement contract. was the worst performer recovering only 94.5% of the principal. Part of 
this difference were losses the slate incurred on the royalty oil subject to "denomination risk." 
When Alpetco attempted to decrease its RIK purchases. the state realized only 78 percent of the 
contract price. 

Over time. the Division has looked at some of the obvious problems with the Alpetco RIK 
contract and these-problems have been mitigated or eliminated in the subsequent contracts. The 
proposed MAPCO contract avoids the following: 

• Dispute clause that allowed Alpetco to unilaterally withhold any amounts Alpetco disputed 
without Alpetco's debt being called due and payable. 

See MAPCO contract. page 15. line II (6.10 Disputed Payments) requires MAPCO to pay 
the full amount pending final resolution of the dispute. 

Ability to intervene in ANS Royalty Litigation allowed Alpetco the potential to disrupt the 
settlement if the state pursued litigation against Alpetco's parent company for claims. 

See MAPCO contract, page 7, line 19 (2.5 Reopeners) stipulates that MAPCO shall not 
intervene or participate in any way regarding ANS Royalty Settlement Agreements or 
litigation with the lessees. This provision removes any leverage that MAPCO may have 
over the state. 

Failure to secure full value for its RIK oil resulted from the narrow marketing window 
imposed on the state when Alpetco could no longer take RIK volumes. 

The MAPCO contract establishes the timing required for termination notices, notices to 
reduce the Maximum Quantity, and month-to-month deliveries volumes within the limits 
allowed in the ANS Royalty Settlement Agreements. The security clause requires a letter of 
credit and/or a backup contract so that the state can recover any losses due to premature 
denomination of RIK. 
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IV. In-State Benefit Analysis 

The commissioner considered the effects of the sale of RIK on the economy of the state and the 
projected benefits of refining or processing the RIK in the stale (under AS 38.05.183). In short. 
the terms of the proposed RIK sale should: (I) assure that the state receives at least as much 
value for the RIK as it would have received for RIV; and (2) encourage in-state processing of 
RIK together with the attendant economic and social benefits. These benefits are measured in 
terms of jobs. laxes, 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 
operation and expansion of MAPCO's North Pole refinery. The state can offer a somewhat 
unique crude oil supply contract whose terms might not be available from any other seller. 
Presumably. MAPCO would continue operations without this contract. but there are direct 
benefits MAPCO may derive in dealing with the state. To the extent that these benefits are 
translated into jobs, taxes, and more vigorous refined-products competition. the people of the 
state also benefit. By the same token. the degree to which the sale may contribute to the 
ongoing operation and expansion of the refinery must also be taken into account when 
describing the environmental effects of the refinery's operation. 

Economic Impacts 

A $70 million expansion and upgrade at the North Pole refinery is underway and will increase 
fuel production by 17.000 barrels per day. Recent upgrades at the North Pole refinery provide 
MAPCO the opportunity to expand its export markets in Western Canada and the Pacific Rim. 
In addition, the 1998 expansion will create 17 new jobs in North Pole and Anchorage. 

MAPCO reports that it currently employs 120 people in the Fairbanks North Star Borough and 
35 people in Anchorage who are directly associated with the North Pole refinery. In addition. 
MAPCO employs another 300 people statewide at their MAPCO express outlets.' This 
translates as one-fourth of the manufacturing jobs in the Fairbanks North Star Borough 
competing largely with mining and construction jobs. For the most part. these are also high­
wage jobs with a payroll in the Fairbanks North Star Borough of over $9.4 million in 1994." 
Wages in the petroleum refinery and transportation sector averaged $72,677 or more than twice 
the Fairbanks North Star Borough average. Income spent by workers in this sector contributes 
to an employment multiplier of over 2.5, Le., for every job at MAPCO's North Pole refinery 2.5 
jobs are created in the wider Faribanks North Star Borough economy. 

1 Communication with Keith Selby. MAPCO Alaska Petroleum. Inc. 1/23198. 
R Lee Huskey, ISER. November 1995. ',able 2: The FairbanJcs Petroleum Sector Private Industry Wage and Employment 
Effects:' of the 'The Petroleum Industry and the FairbanJcs Economy"' repoM. 
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MAPCO's statewide marketing and distribution of petroleum products activities. together with 
the refinery. employs a total of 455 people statewide with a payroll (including benefits) of over 
$19.5 million in 1997.9 

Consumption Effects 

The market for crude oil and the market for retail petroleum products are different markets. 
While crude oil is a factor in the production of retail products (like electricity and labor). it is 
traded in a different market. Accordingly. lower prices of crude will not necessarily transfer 
immediately to a lower price for retail products. Wholesale product prices can move 
independently of ANS crude prices 10 because of the other factors. These other factors include 
such influences as refinery outages. changing gasoline specifications. gasoline inventory levels. 
the previous month' s wholesale price. and other energy market effects. 

As with other in-state refiners. the presence of MAPCO in the state provides competition to 
outside fuel sellers who import products to Alaska. California suppliers can capture the 
difference in state highway gasoline taxes of 22 cents per gallon between markets in Alaska and 
California. For Washington. the difference is 15 cents. All other things being equal. this 
difference in government take provides a business opportunity for outside suppliers to sell gas in 
Alaska. The presence of local suppliers of retail products in competition with imported 
petroleum products adds price competition to the retail market. In the same manner. imported 
products offer competition to local suppliers. 

The presence of MAPCO's North Pole refinery as a local product supplier with lower 
transportation cost to markets and situated next to a crude oil pipeline provides price 
competition to imported petroleum products. MAPCO's healthy market share of the gasoline 
and jet fuel trade indicates that imported products sellers must consider MAPCO's price in 
setting their own. 

Two investigations conducted in the mid·1980·s by the Alaska Attorney General's office 
supports the important role of competition in the level of in-state gasoline prices. I I Both studies 
report that higher profit margins stem from weak competition. In 1985, only one in-state 
refinery produced motor gasoline throughout the entire calendar year. That refiner enjoyed a 
decrease in its price for most of its crude feedstock while wholesale prices were increased by an 
average of 6.5 cents pet gallon. 12 The Attorney General's report concluded ...... the refineries 
are charging more for refined gasoline. even though they are paying less for the crude oil they 
use to make the gasoline." With only one refiner producing gasoline for the entire calendar year. 
there was little competitive pressure to reduce wholesale prices at a time when their largest cost 
input. the price of crude feedstock. decreased. MAPCO began refinihg motor gasoline in the 
last quarter of 1985 and has provided competition in that market. 

9 Communication with Keith Selby. MAPCO Alaska Petroleum Inc .. Anchorage. Alaska 1126198. 
10 William W. Wade and Roben R. Trout. "Carb Gas Phase-In Price Spike: Collusion or Market Effects?" 1997 
II Memo to M. Mike Miller. Chainnan. House Judiciary Committee from Attorney General Nonnan C. Gorsuch. RE: 
Southeast Alaska Gasoline Price Investigation. May 13. 1985. Fajrbanks Gasoline Rcoon February. 1986. An attachment to a 
memorandum to Governor Bill Sheffield from Attorney General Harold M. Brown. March II. 1986. 
12 Fairbanks Gasoline Reoon page 17. 

19 



HOUSE AND SENATE JOINT JOURNAL SUPPLEMENT 

No. 16 March 13, 1998 

15 

This competition in the in-state gasoline sales markel. along with other sellers. provides a 
dampening effect on prices. The effect of market competition on prices reported in the 1985 
Attorney General's report explains that "The ... price difference [between wholesale prices in 
Anchorage and Southeast Alaska] appears to be due to a very low level of competition between 
wholesalers in Southeast Alaska. which permits higher profit margins.,,13 Insofar as state 
refineries and product wholesalers can compete. the consumer can enjoy lower prices than 
would be the case if competition did not exist. 

Social Impacts 

MAPCO paid 60 percent of the property tax revenues collected in 1996 by the City of North 
Pole. Until 1997. when the Ft. Knox Gold Mine came on line. MAPCO's North Pole refinery 
had the highest property assessment in the Fairbanks North Star Borough at $94 million.l~ 
MAPCO's tax contribution will grow as a result of the refinery expansion. No 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. 

Effect of Refinery Expansion 

MAPCO's North Pole refinery is the largest refinery by volume in the state. Almost half of 
~lAPCO's business is jet-fuel sales. and the company has about half the market at Anchorage 
International Airport which equals approximately 861.000 gallons per day in 1997. MAPCO's 
growth is being driven by the rapid expansion (about a 43% growth rate from 1995 levels). of 
jet-fuel sales in Anchorage as the growth in international air-cargo traffic continues. All of the 
additional jet fuel production due to the refinery expansion is projected to supplant foreign 
imports of jet fuel. Including purchased volumes, MAPCO supplies approximately 39% of the 
jet fuel used in Alaska. !vfAPCO's 1996 jet fuel production was 22,000 barrels per day or 
924.000 gallons per day.ls 

let-fuel demand in Alaska has been growinf, at 7 to 8 percent a year and at least 4 percent 
growth is expected over the next few years. 6 Total Alaska jet-fuel demand is about 55.000 
barrels per day, with all but 14.000 to t 5,000 barrels of that supplied by the four Alaska 
refineries, mostly by MAPCO. Over 80% of North Pole refinery's production is consumed in 
the state of Alaska.. MAPCO markets more than 40.000 barrels per day of these refined 
products to Alaska., Western Canada and the Pacific Rim. MAPCO processes only Alaska 
North Slope crude oil. In addition, the refinery markets 64% of its gasoline production through 
MAPCO Express stores in Alaska. 

MAPCO estimates that its retention (i.e. oil taken from TAPS at the North Pole refinery but not 
returned to the pipeline) will be approximately 45.000 barrels per day. In future years MAPCO 
will retain approximately 64,000 barrels per day to produce MAPCO's produce slate. See Table 

I) Memo to M. Mike Miller. page 2. 
I' Lee Huskey. ISER. November 1995. 'Table 2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
Effects." of the '"the Petroleum Industry and the Fairbanks Economy" report. 
II Communication with Keith Selby, MAPCO Alaska Petroleum Inc .. Anchorage, Alaska 1/23198. I. 1996 MAPCO Petroleum Inc. Annual Report. 
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6 and Figure 2 titled "North Pole Refinery Total Retention and State Royalty Volumes" for the 
amounts by year. For every barrel of oil that MAPCO retains in its refinery, MAPCO returns 
two barrels of residual oil to the TAPS. (See Table 6 and Figure 3 titled "MAPCO's Projected 
Product Slate" for the types and percentages of refined products). After the 1998 expansion. the 
maximum crude distillation capacity or processing capacity of the North Pole refinery will rise 
to 210,000 barrels per day. 

Quality Bank 

MAPCO's expansion will increase its return flow by 63,000 barrels to a total of 159,000 barrels 
per day.17 This increased return flow to the pipeline degrades the crude oil stream. MAPCO 
compensates for this degradation by making increased payments to the TAPS Quality Bank. 

Any effect on ANS crude price due to increased degradation of the pipeline stream is 
compensated by the Quality Bank. The quality bank methodology, theoretically. equalizes value 
between crude streams by billing relatively lesser value streams and compensating relatively 
higher value ones. 

Environmental Impacts 

Air quality issues: MAPCO has made timely a application and complied with all pennit 
requirements required under Title V of the federal Clean Air Act amendments of 1990 and 1993 
state legislation under which Alaska was delegated authority. MAPCO is in compliance with 
the applicable air quality regulations and Alaska Department of Environmental Conservation 
(ADEC) officials expressed no problems with the refinery. IS 

Industrial wastewater issues: MAPCO runs its treated discharges through filters then into the 
North Pole Wastewater System. This is done under the authority of a pretreatment pennit. 
MAPCO sends monitoring infonnation to ADEC through quarterly reports. MAPCO is in 
compliance with the applicable wastewater regulations. 19 

Contaminated site issue: MAPCO has an ongoing groundwater remediation program and is still 
cleaning contaminants from the aquifer. ADEC reports that MAPCO is fulfilling its 
responsibility and operating properly under the appropriate pennits. When asked, ADEC 
responded that if the refinery ceased operation and discontinued the remediation program, it 
would be a detriment to the environment as natural degradation of remaining contaminants 
would be very slow.2o However, even if the refinery abruptly ceased operations, MAPCO would 
remain liable as an operator or owner for any contamination that has occurred as a result of 
refinery operations.21 

17 Communication with Keith Selby at MAPCO, Mchorage, Alaska 1213197. 
II Communication with Jack Coutts. Alaska Department of Environmental Conservation. 12118197. 
19 Communication with Tim Wingerter. Alaska Department of Environmental Con$Crvation. 12118197. 
20 Communication with Doug Bauer, Alaska DeplUtment of Environmental Conservation. 12119197. 
21 Communication with Mary Lundquist, Alaska Allorney General's Office. 1122198. 
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Table 6: Mapco's Projected Product Slate (Percent of Total Refinery Throughput) 
1994 1995 1996 1997 1998 1999-2003 

Gasoline Blendstock 9 13 15 15 13 9 
Gasoline 11 12 12 11 14 10 
Jet Fuel 54 52 50 50 49 57 
Diesel 19 19 17 18 18 19 
Heavy Atm. Gas Oil 2 4 5 5 4 
Asphalt 2 2 2 1 
Total 100 100 100 100 100 100 

MAPCO Refinery Retention (barrels per day) 

Total Retention 38.000 42,000 46,000 44,000 45,000 64,000 
State Royalty Volume 35,000 35,000 35,000 35,000 45.000 57,000 
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v. Findings and Determination 

In any disposition of RIK. the commissioner must conclude that the best interest of the state will 
be served by a non-competitive sale (AS 38.05.183(a», and that, the non-competitive sale of 
RIK will be awarded to the prospective buyer whose proposal offers maximum benefits to the 
citizens of the state (AS 38.05.183(e». The commissioner considered the criteria listed in AS 
38.0S.183(e) and AS 38.06.070(a). The criteria listed in AS 38.05.183(e) are: (I) 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 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 benefits to the citizens of the state; and (5) the criteria listed in AS 
38.06.070(a). These are the same criteria that are to be considered by the Royalty Board in its 
review of the sale. The criteria listed in AS 38.06.070(a) are: (I) the revenue needs and fiscal 
condition of the state: (2) the local and regional requirements for petroleum products; (3) the 
desirability of localized capital investment. increased payroll. and secondary development 
effects: (4) the social impacts of the sale: (5) the additional costs to the state and local 
governments caused by the development related to the transaction: (6) the local and regional 
labor market: (7) environmental effects: and (8) the impact on existing private commercial 
enterprises and investment patterns. The commissioner also considered comments from the 
public received during the 30-day public notice period. 

The applicable statutes and regulations are included in Appendix B. 

Competitive Bidding is Waived 

As commissioner of the Department of Natural Resources, I have determined in accordance with 
AS 38.05.183(a) and II AAC 03.030 that the best interest of the state may be served by a sale 
without competitive bidding. The state is currently selling 71 percent of its PBU royalty oil 
under MAPCO's long term and one-year contracts and Tesoro's three-year contract. In 1999. 
Tesoro's three-year and MAPCO's one-year contracts expire. 

By 1999, MAPCO will purchase approximately 60 percent of ANS royalty oil under its 25 year 
contract and the proposed contract. The state will retain 40 percent of its royalty, approximately 
65,000 barrels per day for future RIK dispositions. Tesoro indicated verbally to the department 
an interest in a new one-year contract beginning in 1999.22 The state will retain enough royalty 
oil to meet the needs of other RIK purchasers even with the proposed contract. 

A copy of the Preliminary Finding and Detennination was delivered to the Alaska Royalty Oil 
and Gas Development Board as notification under 11 AAe 03.040 that competitive bidding has 
been waived. 

11 Communication with (pe Chuo. Tesoro Alaska Petroleum Comp~y. December 12. 1997. 
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The Sale is in the Best Interest of the State 

In accordance With AS 38.05.182 and AS 38.05.183. I find that taking RIK oil and selling by 
non-competitive bid to MAPCO for use at the North Pole refinery is in the best j'nterests of the 
state. The proposed RIK contract meets the following criteria as set out in AS 38.05. 183(e). 

I. The cash value offered: The RIK price offered under the proposed contract exceeds the 
royalty value of RN by $.15 per barrel. Therefore. the requirements of AS 
38.05.183(c) and II AAC OJ.OIO(b) are satisfied. Furthennore. the sales price 
satisfies the definition of "market conditions" in II AAC 03.024( I) and (3). 

2. The projected effects of the sale. exchange or other disposal on the economy of the 
state: The projected effects of (he sale to MAPCO on the economy of the state are 
expected to be positive. The people of the state "viII benefit from the proposed sale to 
the extent that benefits of this sale can be translated inro jobs. taxes. and more vigorous 
refined-products competition. 

3. The projected benefits of refining or processing the oil in the state: The presence of 
MAPCO's North Pole refinery as a local product supplier with lower transportation 
cost to markets and situated next to a cmde oil pipeline provides price competition to 
imported petroleum products. The consumer may enjoy lower gasoline prices than 
would be the case if competition did not exist because MAPCO. other refineries and 
product wholesalers compete for a share of the gasoline sales market. 

4. The ability of the prospective buyer to provide refined products for distribution and 
sale in the state with price or supply benefits to the citizens of the Slate: MAPCO's 
North Pole refinery is the largest refinery by volume in the state. It has been in 
business in Alaska since the late 1970's. and provides a 50 percent share of the local 
market for diesel fuels. jet fuels and gasolines. 

5. The criteria listed in AS 38.060.070(a): See discussion below. 

In addition.lfind that the sale offers maximum benefits to the citizens of Alaska. The proposed 
sale meets the following criteria: 

I. The revenue needs and fiscal condition of the state: The state depends on oil revenue 
and will continue to depend on oil revenues in the future. The price term of the sale 
protects the state's interest by ensuring that revenues from this sale will exceed the in­
value alternative. (AS 38.06.070(a)( I» 

2. The local and regional requirements for petroleum products: There are local and 
regional economic benefits to be derived from the continued operation and expansion 
of the North Pole 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. As described above. MAPCO is an important 
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competitor in the market of refined petroleum products. Vigorous competition in fuel 
sales in the state may provide for lower consumer product prices. (AS 38.06.070(a)(2» 

3. The desirability of localized capital investment. increased payroll. and secondary 
development effects: To the extent 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 Fairbanks North Star region and maintain a healthy 
competitor in the in-state market for refined petroleum products. MAPCO is 
undertaking a $70 million expansion program at the refinery. During the construction 
period of the refinery expansion. there will be ,short-term economic benefits of jobs 
and salaries. In addition. MAPCO will add i 7 permanent jobs to the local economy. 
(AS 38.06.070(a)(3» 

4. The social impacts of the sale: Both the Fairbanks North Star Borough and the state 
receive revenues from MAPCO as property taxes and corporate income and excise 
taxes. MAPCO contributes $94 million to the local property lax base. With the 
planned expansion of the refinery. this contribution will grow. (AS 38.06.070(a)(4» 

5. The additional costs to the state and local governments caused. bv the development 
related 10 the transaction: Additional costs incurred by the state and local governments 
as a result of this transaction will be minor. The refinery expansion will employ more 
people who will require social and education services and the Division of Oil and Gas 
will incur additional administrative expenses. (AS 38.06.070(a)(5» 

6. The local and regional labor market: MAPCO provides direct jobs to 120 people in 
the city of North Pole and 35 people in Anchorage for their North Pole refinery 
operations and another 300 people statewide. It is number ten of the top-ten private 
sector employers in the Fairbanks North Star region. (AS 38.06.070(a)(6» 

7. Environmental effects: Any environmental effects will result from the continued 
operation and expansion of the North Pole refinery. not from the proposed sale. The 
sale by itself will have no incremental effect. (AS 38.06.070(a)(7» 

8. hnpact on existing private commercial entemrises and investment patterns: Any 
impacts on existing private commercial enterprises and investment patterns could 
result from more competition in the product market and lower prices for products 
might result from this competition. (AS 38.06.070(a)(8» 

Criteria Weights 

According to 11 AAe 03.06O(b), "In considering the criteria described in AS 38.0S.183(e), the 
Commissioner stated which criteria applied to the proposed disposition and discussed the weight 
given to the applicable criteria in determining the maximum benefit to the state .... " 
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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 
MAPCO. The department next examined the criteria to determine that the state would not create 
any unacceptable social or environmental impacts. Finally. the department looked at whether the 
disposal contributed to competition in the in-state refining industry and the extent to which that 
would lead to lower product prices. 

Royalty Board 

The preliminary finding and determination was submitted to the Royalty Board in compliance 
with AS 38.0S.l83(c) which provides that the commissioner may not waive competitive bidding 
of this sale of RIK unless prior written notice is given to the board. Under AS 38.06.070(c) the 
Royalty Board will make a full report to the legislature on each criterion set out in AS 
38.06.070(a) and (b) for any disposition of royalty oil that requires legislative approval. The 
Royalty Board's report will be submitted for legislative review at the time a bill for legislative 
approval of this proposed royalty oil contract is introduced in the legislature. 

Legislath-e Approval 

According to AS 38.06.0S5(c) the commissioner may not renew the current one-year contract 
with MAPGP wifhout ~h~ prior appro~<!.l of the legislature. By statute. the Royalty Board 
reviewed this sale and a written recommendation will be submitted to accompany a bill 
introduced in the legislature to approve the sale (AS 38.06.050). 

Conclusion 

Under the terms of the proposed contract, the state receives a fair value for the royalty oil. 
promote in-state processing. product competition and attendant benefits. The state will retain 
enough royalty oil to meet the needs of other RIK purchasers even with the proposed contract. 
The price terms are satisfactory. and the sale to MAPCO offers economic benefits to Alaska 
citizens_ 

The foregoing facts and analysis support the finding that this sale is in the best interest of the 
state and offers maximum benefits to Alaska citizens. 

~ 16 n T. Shively, CommiSSIOner Dater I 
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Appendix A: Summary of Previous North Slope Royalty Oil Sales 

Volumes. Beginning in November 1979 and continuing to the present. the state has delivered 
North Slope RIK to fourteen companies in twenty negotiated contracts, two competitive sales. 
and one quasi-competitive sale. By December 1997. the state delivered over 529 million barrels 
or approximately 50 percent of its North Slope royalty crude oil through these contracts. 

Negotiated royalty oil sales are defined as dispositions of royalty oil where a detennination has 
been made thal the best interest of the slate does not require competitive bidding or that no 
competition exists. In eVery case the negotiated contracts were for sales of royalty oil to in-state 
refiners. 

The state negotiates with a company the quantity, price and other terms of a short or long-teon 
negotiated royalty oil sale. Short-term negotiated royalty oil sales are one year or less and do not 
require legislative approval. Long-term negotiated royalty oil sales are longer than one-year and 
legislative approval is required before the royalty oil contract becomes effective. 

Figure A-I shows the amount of royalty oil sold to these companies since the North Slope 
production began. The graph indicates that the amount of oil sold to each company has varied 
over the years. Tesoro and MAPCO have been the state's two most consistent customers. 

Under various contracts through the 1980's Tesoro took approximately 218.8 million barTels of 
RIK.:!J The biggest of those contracts was a IO-year agreement that terminated in 1994. The 
crude oil purchased by Tesoro is refined at the Nikiski facility (capacity 72.000 barrels per day). 
Tesoro signed a one-year royalty oil supply contract for 27.2% or initially approximately 38.000 
barrels per day of the state's royalty oil to begin deliveries after Tesoro's long-term RIK contract 
expired December3l. 1994. When Tesoro's one-year contract expired in December 1995. 
Tesoro signed a three-year RJK contract for 30% or an initial volume of approximately 39.000 
barrels per day of the state's royalty oil. This contract expires at the end of December 1998. 

The MAPCO and Golden Valley Electric Association (GVEA) purchases were refined at the 
MAPCO refinery in North Pole (capacity 159.000 barrels per day). MAPCO has the longest 
running contract for ANS RIK. Deliveries under its long-term contract began in November 1979 
for 35,000 barrels per day. This contract will not expire until December 2003. In December 
1991, MAPCO was issued a one-year RIK contract for 13,000 barrels per day. This contract 
expires at the end of November 1998. To date, MAPCO has received approximately 205.8 
million barrels of R.JK (including the GVEA volumes). 

Chevron's RIK purchases were refined at its 18.000 barrels per day plant in Kenai, which ceased 
production in June 1991. The Petro Star's RIK was refined at its 14,000 barrels per day plant in 
North Pole. The new Petro Star Valdez Refinery Joint Venture (Petro Star JV), with a capacity 
of 40,000 barrels per day, was to be fully supplied with RIK purchased from the state from the 

"Includes Chevron exchange barrels 
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2 
Kuparuk River Unit (76.18 percent of the royalty share). However. the contract lapsed 
automatically in December 1993 because Petro Star JV did not take any royalty oil)4 

Competitive and quasi-competitive sales contracts were entered into with several companies. In­
state refineries. including Tesoro. refined some of the crude purchased in these sales. and some 
was exported from Alaska. The Alpetco purchases were exported. 

Competitive royalty oil sales are where the state sold royalty oil in predetermined barrel lots for 
one-year or less through competitive bid. In these sales the buyers bid a fixed per barrel price for 
the oil that equaled or exceeded the state's volume weighted average of the lessees' reported RIV 
prices. In-state priority preferences are usually included as a provision of competitive royalty oil 
sales. 

In the quasi-competitive sale the state's royalty oil was sold in predetermined barrel lots for less 
than one year through competitive bid using negotiated sale procedures. The quasi-competitive 
royalty oil sale called for interested parties to submit price bids to a standard form contract. The 
minimum bid per barrel equaled or exceeded the stale's volume weighted average of the lessees' 
reported RIV prices. The selection of purchasers was based entirely on the premium offered. No 
in-state priority preferences were included as a part of this sale. 

Figure A-2 illustrates the total amount of ANS royalty oil produced and the amount of that oil 
taken in-kind and sold by the state. In the early 1 980s, after the first and second competitive 
royalty oil sales, the state sold nearly all of its royalty oil in-kind. From 1986 to 1990 the volume 
of oil the state sold in-kind remained relatively constant. From 1990 through 1993 the volume 
taken in-kind declined to approximately 26 percent of the state's North Slope royalty oil. 'In 1995 
the volume of oil taken in-kind increased by 27.2% or 38,000 barrels per day when Tesoro signed 
a one-year RIK oil supply contract from the North Slope that began January 1995. After 
Tesoro's one-year RIK contract expired in December 1995, Tesoro began a new three-year 
contract for 30.0% of the state's royalty oil from the North Slope. This contract expires at the 
end of December 1998. In 1997, the state's RIK oil increased by 11.6% or 13,000 barrels per day 
when MAPCO signed a one-year RIK oil supply contract from the North Slope that began in 
December 1997. As of December 1997, deliveries of ANS RIK are appr()lf,imately 82,000 barrels 
per day or 50.6 percent of the state's total North Slope royalty share. 

Recent Developments. The status of the most recent contracts is shown in Table A-I. During 
the years of 1990 through 1994, the state took less of its oil in-kind than at any time since the last 
half of 1985. Beginning in 1995 to the present the state's RIK oil share increased with Tesoro 
signing one-year and three-year RIK contracts. At the end of 1997, the state's RIK oil share 
increased again when MAPCO began taking an additional 13,000 bpd under a new one-year RIK 
contract with the state. This one-year contract expires November 1998. In the future, the state's 
RIK oil share is likely to continue to increase under the proposed five-year contract to MAPCO. 

"Capacity figures are taken from Alaska Oepanmel\t of Natural Resources. Historical ~d Projected· Oil and Gas Consumption. 
Apri11997. '. 
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Appendix B: AS 38.05.183(c) & (e), AS 38.06.050(c),AS 38.06.055, and AS 
38.06.070(a) 

AS 38.0S.183(c). If the commissioner determines that a sale. ellchange or other disposal of a 
mineral obtained by the state as a royalty under AS 38.05.182 or of a right to receive future 
mineral production under a state lease under this chapter shall be made otherwise than by 
competitive bid. and the Alaska Royalty Oil and Gas Development Advisory Board has been 
notified in writing of that determination. the commissioner shall make public in writing the 
specific findings and conclusions upon which that determination is bac;ed_ 

AS 38.0S.t83(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 right to receive 
future royalty oil or gas. under a state lease under this chapter is made other than by competitive 
bid. the sale. ellchange 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: 

( I) 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 benefits 10 the citizens of the 
state; and 

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

AS 38.06.0S0(c). Competitive bidding in a sale. ellchange or other disposition described in (a) of 
this section may not be waived by the commissioner of natural resources under AS 38.05.183 
unless prior written notice of proposed waiver is given to the board. 

, AS 38.06.055. Legislative 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, ellchange, 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 

(t) 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. 
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(c) a sale. exchange. or other disposition of oil or gas under (b)(\) 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)( I ) of this section. 

AS 38.06.070. Criteria. (a) In the exercise of its powers under AS 38.06.040(a) and 38.06.050 
the board shall consider 

(I) the revenue needs and projected fiscal condition of the state; 
(2) the existence and extent of present and projected local and regional needs for oil and 

gas products and by-producJs. the effect of state or federal commodity allocation 
requirements which might be applicable to those products and by-products. and the 
priorities among competing needs; 

(3) the desirability of localized capital investment. increased payroll. secondary 
development and other possible effects of the sale. exchange or other disposition of 
oil and gas or both; 

(4) the projected social impacts of the transaction; 
(5) the projected additional costs and responsibilities which could be imposed on the 

state and affected political subdivisions by development related to the transaction; 
(6) the existence of specific local or regional labor or consumption markets or both 

which should be met by the transaction; 
(7) the projected positive and negative environmental effects related to the transaction; 

and' . 

(8) the projected effects of the proposed transaction upon existing private commercial 
enterprise and patterns of investments. 
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Appendix C: Comments and Responses on the Preliminary Finding and Draft 
Contract 

The department sent either a copy of the preliminary finding and draft contract. or a notice 
announcing its availability to 200-person mailing list. In addition. advertisements were 
published in the Anchorage Daily News. Juneau Empire. Fairbanks Daily News-Miner. Kenai 
Peninsula Clarion and the Valdez Vanguard. 

The department received three letters about the proposed sale. One letter from the Fairbanks 
Chamber of Commerce expressed support for the sale. while another letter from Prince Singka 
requested a copy of the draft contract. The last letter from Hal Whitley. owner of Wet Willy's 
Carwash in Fairbanks was addressed and presented to the Alaska Royalty Oil and Gas 
Development Advisory Board at a meeting of the Royalty Board on February 17. 1998. Copies 
of these letters follow. 
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Greater Falrballks -Charnb-er of COllllllcrce 

=:': : ... 5--"- 5~.":"'_·',,,:::,,:,,: ______________ ,,,:,,:-~~:" .!~.:' '::; 

:! ·r:3~·· ...... lir..3 ,:;.~ -..:' ;.-,,-;: 

February 3. 19C)& 

\. ;'\ . 

\is. Nancv lunzens 
Division ~f Oil and GJ;\ 
ALASKA DEPT. OF 1'< A Tl'RAl RESOL'RCES 
3601 "C' Street Suite 1380 
Anchorage. AK c)9503·59-l8 

RE: Royalty Oil Sale to ~I:\PCO 

Dear Ms. Jurgens: 

The Greater Fairbanks Chamber oi Commerce is ple:l.Sed to go on record in support of the 
proposed new royalty oil contra.:t between the Stlte oi .-\laska and \I.-\PCO ALASKA 
PETROlECM Inc. This 28.000 brre! rer day COnlrJ.cl iur rive years will supply the new 
S70 million expansion of MAPCO's ~orth Pole Rdiner:-' that i:s now under construction. 

MAPCO will primarily refine additional jet fuel and diesel fuei \\;th the crude oil purchased. 
The expanded production "ill help fuel Alaska's gro\\ing international air cargo business and the 
growing Alaska economy in general. 

MAPCO plays a significant role in the economy of interior Alaska. They employ about 130 
employees at the refinery. with an addition:1.l 15 new pe:manent employees to be added with the 
refinery expansion, MAPCO is the largest customer oi the Alaska Railroad. They are one of the 
major customers of Golden Valley Electric Association. [n addition. MAPCO supports a broad 
range of educational. cultural and other activities throughout Alaska, 

We respectfully request that the Alaska Royalty Oil and Gas Development Advisory Bo:ud 
approve this contract and recommend legislative approval following the public hearing on 
F 17.1998. 

President/CEO 

CHA.\1BER BENEFACTORS 
Dtliltl1rl4 to Fairbnn/u' Ectmo"nc F:.rure 

MJ· 

1iJ~ 
Therese Sharp 
Chairv;oman of the Board 

MAPCO "Am-Alascom . ~ 
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"-£T WILLVS c:.R WolSH 

From the Desk 1.1 r Hal C. Whitley 

WET V, ILLY'S 
Auto \Vash, Inc. dba Wet Willy's Car Wash 

1295 UniY'Usity Ave 
P.O. Box 80047. Faitbanks. Alasb 99708 

Phone: (901) 474·858 i • Fax: (907) 474-4343 

To: AJt:;X • .t},>;, (}i/fG ... s 0,( !1J"~r~ 8aJFax: 907 St,z-52:.b9 
Attention: 6(1(., .J"'f~en :; 
From: g 4 I &>A ;tJ~t 
Contact#: 902 11+-3'86 

No. 16 

Date: ..2. ·/7-, g . _ Time:---:./Z:..:...:: 3=.;(,=-_______ _ 

No. of Pages: _ .... -ti..l..:...:.('..;;~..;;t!:'_ _______ • _ (including cover sheet) 
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Auto v', sh, Inc. 
P.O. B-. : 80041 

FairbliIOO. o\K 99708 

March 13, 1998 

To: Alaska Royalty Oil & Gas [, velopment Advisory Board 

The purpose of this fax today is to express my concern about the State of Alaska 
selling its crude oil to Mapco. Thank you fDr' taking the time to read my c.omments 
today. I apologize for not being present as Ilty business prevents me from leaving 
Fairbanks today. 

I own and operate three small bU!inest;es here in Al~ka, two of these offer retail 
gasoline for sale. All of the gasoline sold in Fairbanks originates from Mapco's refinery 
in North Pole (fifteen miles away) which is supplied by the crude oil from the Alaska 
Pipeline. 

My concern is that for the past few rnonths, Mapco'$ retail gasoline station, bJv~ 
been sellinK psoline for approximately the same price our facility p~ys our supplier, 
Sourdough Fuel. Because our firm operates two differently branded stations and are 
supplied by two different "jobbcl'$", we feel· Confident from our past twelve year! of retail 
gasoline sales experience, that the "jobbers' price to us is fair. 

Like all gasoline statiOM. we have the usual overhead, ie. labor, electricity, 
maintenance, pollution and liability imurance, not to mention the expense related to our 
capit11l investment. 

In effect, Mapco's retail gasoline sU.bons have taken away from its competition 
all of the price margin on gasoline sales in fairbanks. In addition. because of Mapc:o's 
gas stations low gasoline prices, Mapco has elfcctiveiy decTea3ed substantially all of the 
gasoline volumes of the competing psolinc stations. 

Between 1985 and 1990 I saw this saMe scenario play out in Wasilla. Alasic.a 
where our second facility is located. The ove.ra.ll eff~t there eliminated quite a few of 
the "Mom and Pop" gasoline stations. &. a SllWl businessman. I cannot stand idly by 
andwatcb this same "predatory pricing routi,e" happen again in Fairbanks. 

I understand that Mapco has invested5everal million dollars in its North Pole 
refmexy for the purpose. of making a profit on. fuel sales. I wholeheartedly qree with that 
undertaJdna. My plea to this board is to prcvide a "level playing field" for gasoline sales 
in Interior Alaska. . 

I feel that Mapc:o's total domination of gasoline sales in Fairbanks is blatantly' 
unfair to competing retail gasoline facilities.! also feel that Mapco's monopoly ofloca1 ; 
gasoline sales is unfair to Alaska citizens. 

I feel that it is unfair for the SlUM co~y that refines stare owned North Slope . 
crude oil to be in direct competition with smlJl retail psoline stations.' Small stations 
such as mine have no other source for gasolille other than Mapeo. 

I have tried to communicate my concents about this "predawrypricma" situation 
to Mapco and to open up a dialogue with their firm to belp rcmedythis problero. but 1 
wasn't successful. I did finally receive Il phOf\e call from one of Mapco's attorneys who': 
advised me that it was iUepJ for them or me to discuss fuel prices. He indica~ he' 
would send me a follow up letter, but I've never received it. 
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82/17/1998 13:32 9El74744343 I.o.£T WILL YS CAR WASH 

I have also tried to communicate m~ concerns to aU of the state agencies, (State 
of Alaska Department of Commerce, De~nt of Revenue. Department of Law, 
Attorney General. Fair Business Practices Seuion. Oil & Gas Conservation Commission. 
Auditor Division Oil & Gas, and others) only to be told "the state doesn't have the 
financial resources to help ),ou fiibt Mapco' The only suggestion I got from these state 
agencies was to hire my own attorney and fi ,ht Mapco on my own. As a small bU!iness 
with limited resources, this is not an option for us. 

PAGE 03 

I feel that our state should create a .. ~ ~ fick1" for retail gasoline stations 
such as ours. Irregardless of which state agency is responsible for dealing with my 
eoncems - the State of Alaska should be fail'" in how this Nonh stope crude oil is re-sold 
by Mapco around our state. 

For the record. wholesale unleaded psoune on the West Coast of the United 
States on February 6 of this year was $.S4 per gallon. The retail price on the west coast 
varies from $.97 to $1.07 per gallon. The average retail price today in Fairbanks is 51.28 
~~~ ! 

The "bottom line" is that there need$to be some kind of regulat6ry process in 
place that will stop the monopolistic practicC$ that are ongoing with Mapeo. MllIXo 
should be heJd accountable for controlling the price of retail gasoline in AlaSka. 

I would appreciate hearing any sugSe&ions that may help alleviate what we feel is 
an unfair business practiee. 

-
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Appendix D: Changes to the Preliminary Finding and Draft Contract 

Article 7. Effective Date and Term of the draft contract. paragraph 7.1 Condition to Precedent to 
Effective Date was added. This paragraph was added to assure that after the contract is signed by 
the State and Mapco that the contract does not become effective and enforceable until the 
legislature approves it. This change necessitated a small change in the wording of the first 
paragraph of the contract. 

No comments requested changes to individual provisions of the preliminary finding and none of 
the individual provisions were significantly changed. However. because of Williams Companies 
Inc. pending acquisition of MAPCO Inc. a paragraph was added to the background section of the 
preliminary finding. 
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AGREE\IE:--:T FOR TI-lE SALE AND 

PURCHASE OF ROYALTY OIL 

THIS AGREE\tE~T is entered into as of March 6. 1998. by and between the State of Alaska 

4 (State) and \. fapco Alaska Petroleum Inc .. an Alaska corporation with its principal offices located at 

3201 C Street. Anchorage .. \Iaska 99503 and Mapco Petroleum Inc .. a Ddaware corporation \~ith its 

6 principal offices located 1800 South Baltimore Avenue. Tulsa Oklahoma 74119 (collectively Mapco). 

7 

8 ;\RTICLE 1 

9 DEFINITIONS 

\0 As used in this ;\geem.:nt. the tt.::rms listed bdow shall have the IL)llo\\ing meanings: 

11 1.1 "Commissioner" means the Commissioner of the Alaska Department of 

12 :-.1atural Resources or the Commissioner's designee. 

13 1.2 "DailY Royalty Oil" means the quantity of Royalty Oil produced by the 

14 Lessees from the Prudhoe Bay Unit. as described in the Cnit Ageement. in a Day. 

15 i.J "Day" means a period of twenty-lour (2·t) I.:onsecutive hours. beginning at 

16 12:0 I a.m ... \Iaska Standard Time. 

17 \.4 "Field Cost Agreement" means the Prudhoe Bay Royalty Settlement 

18 Agreement effective April I. 1980 . 

19 \.5 .. ~" means the Oil and Gas leases subject to the terms of the Unit 

20 Agreement. 

21 \.6 .. ~" means a person. as "person" is defined in Alaska Statutes 

22 01.10.060. owning a working interest in any of the Leases. 
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1.7 "\1aximum Ouantiri' means the applicable annual percentage orSalc Oil 

that the State \~ill deliver to ~lapco under Aniclc II. 

1.8 "\!onth" means a period beginning at 12:0 I a.m ... -\Iaska Standard Time. on 

-l the tirst Day of the calendar \ 10nth and ending at 12:0 I a.m .. Alaska Standard Time. on the tirst 

Day of the followmg calendar \lonth. 

6 1.9 "Point of Deliver;" means the location where the State receives Royalty Oil 

7 in-kind from the Lessees. which is currently. under Article 2.3 of the Field Cost Agreement. the 

8 TAPS Pump Station No. I Prudhoe Bay Custodv Transfer \1eter ('Transter ~leter") 

9 1.10 "Rovaltv (lil" means the total \olume of crude petroleum oil and other 

10 hydrocarbons. including such substances :l.S crude 011. condensate. n:Hural gas liquids. or return oil 

II from the Prudhoe Bay Unit Crude Oil Tl1pping Plant. that may he blended with crude oil be!ore the 

12 Point of Delivery and tendered as .1 common stream by the Lessees to the State as Royalty Oil. the 

13 State may take in-kind at the Point of Delivery under the Leases as Royalty Oil regardless of 

14 llihether the State is taking the Royalty Oil in-kind. 

is I.! I "Rovaltv Settlement Agreement" means any written royalty settlement 

16 .lgreement bet\veen the Stale and a Lessee that alfects the Royalty Value of the State's Royalty Oil. 

17 

18 

19 

20 

1.12 "Roial!\' Value"" means an amount equal to the per barrel value the State 

would have received from the Lessees for its Royalty Oil if the State had taken its royalty in-value 

instead of in-kind. plus ~J costs incurred by the State as a result of taking the royalty in-kind rather 

than in-value. 
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1.\ 3 "Sale Oil" means all Royalty Oil the State has agreed to sell to t-..lapco and 

:! "fapco has agreed to purchase under this Agreement. whether from the Prudhoe Bay l'nit or soldy 

trom the Initial P:lrticipating Areas of the Prudhoe Bay Unit. 

1.14 "TAPS" means the Tr.msAlaska Pipeline System. 

1.15 "Unit Agreement" means the Prudhoe Bay Unit Agreement etfectlve April I. 

6 1977. by and between the Lessees and the State. 

7 

8 :\RTICLE II 

9 SALE or ROYAL n' OIL 

10 2.1 Quantity 

11 2.1.1 Sale Oil Ouantit\", The State agrees to sell to i\.1apco and \bpco 

12 Jgrees to purchase from the State annually a \Iaximum Quantity of Sale Oil. which shall be a 

13 percentage of the Royalty Oil produced in the Prudhoe Bay Unit. If the State delivers Sale Oil 

14 produced from the total Prudhoe Bay Unit. Mapco agrees to purchase as Maximum Quantity the 

15 to[(owing percentages of the Daily Royalty Oil: 

16 December I. 1998 through Decem ber 3 I. 1 999 - :2 7.0 percent: 
17 January I. 2000 through December 31. 2000 - 28.5 percent: 
18 January I. 2001 through December 31. 200 I - 30.0 percent: 
19 January 1.2002 through December 31. 2002 - 32.0 percent: and 
20 January 1.2003 through December 31. 2003 - 33.5 percent. 
21 
22 If the State elects under Article 2.1.5 to deliver Sale Oil produced solely from the Prudhoe Bay Unit 

23 lnitial P:lrticipating Areas. Mapco agrees to purchase as Maximwn Quantity the following 

24 percentages of the Royalty Oil produced in a Day from the Prudhoe Bay Unit lnitial P:lrticipating 

25 Areas: 
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December 1. 1998 through December 31. 1999 - 33.8 percent: 
J;:muary I. :000 through December J 1. :000 - 35.:2 percent: 
];:muary I. :001 through December 31. 2001 - 36.6 percent: 
J;:muary I. 2002 through December 31. 2002 - 38.5 percent: ;:md 
January!. :003 through December 31. 2003 - 40.1 percent. 

2.1.2 Reductton in :"laximum Ouanti{\·. \'tapco may elect one time 

S :mnually to perm;:mently reduce rhe r-.. ta:ximum Quantity ot Sale! Oil in effect. :-'1apco shall provide 

9 the State \\;th a separate wrinen notice of each election to reduce the Maximum Quantity of Sale 

10 Oil. Except when the additional notice provisions of Article 2.1.oJ are invoked. a reduction in 

[ I \fa."imum Quantity shall be dfecrivc on the tirst Day of the r-..lomh lollo\ving expiration of a 

12 minimum of one hlmdred Da\ satter \\TInen nOllce of the election is delivered to the State, The 

13 \laximum Quantity in clfcct may not be increascd or reinstated at ;:my lime. 

14 2.1 J \tomhl\' 'lamination, \1apco may nominate to decrease or increase 

[5 [he qu;:mlity of Sale Oil it \\ill purchase in a specified ~fonth. :-'Iapeo shall provide the State with a 

16 separate wrinen no lice of each monthly nomination. Except when the additional notice provisions 

17 of Article 2.1,4 are invoked. a monthly nomination shall be elfective on the first Day of the :-wlonth 

[8 tollo\\ilng expiration of a minimum of one hundred Days after \vrinen notice of Mapco' s nomination 

[9 is delivered to the State. In no event shall the total quantity of Sale Oil delivered to ["Iapeo in a 

20 \1onth excced the Maximum Qu;:mtity of Sale Oil in effect at the time of delivery. 

21 2.1.4 Additional Notice Provisions. 7vlapco acknowledges that if a Lessee 

22 invokes the force majeure provisions of its Royalty Settlement Agreement. the State may be 

23 required to give up to six Months notice to the Lessee prior to decreasing the State's nomination of 

24 Royalty Oil to be taken in-kind in ;:my Month. If a Lessee invokes the force majeure terms of its 

25 Royalty Settlement Agreement because Mapco exercises its rights Wlder Article 2.1.2 or Article 

4 
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~.1.3. Mapco shall. lor an additional ninety Days alter the effective date of Mapco's one hundred 

2 Days wrinen notice of the dection or nomination. purchase thc quantity of Sale Oil that Mapco was 

obligated to purchase in the ;"Ionth immediately preceding the t:tfective date of the election or 

~ nomination. If a Lessee invokes the lorce majeure terms of its Royalty Senlement Agreement; the 

5 State shall reduce the quantity of Sale Oil it delivers to Mapco only to the extent the Lessee honors 

6 the State's nomination. and the State shall not be obligated to further reduce the quantity of Sale Oil 

7 it delivcrs to Mapco until expiration of ninety days after the effective date of Mapco's one hundred 

8 Days \\TItlen notice of the election or nomination. 

9 2.1.5 Initial P:l.J1lcirating :\rcas ()u3fttitv. The State may elect to deliver to 

\0 \tapell and \lapco agrees II) purch:1Sc lium the State. Royalty Oiltha! is produced soldy from the 

11 Prudhoe Bay Lfnit Initial Pmiclp;lIlng .\reas. as ddined in the L'nit Agreement. rJther th3ft R0yalty 

12 Oil from all participating areas and Lcases within the Prudhoe Bay L"nit. If the State dects to 

13 deliver to Mapco Royalty Oil produced solely from the Prudhoe Bay L'nit Initial Participating Areas. 

14 \-fapeo agrees to purchase a \Iaximum Quantity of Sale Oil produced from the Prudhoe Bay Unit 

15 Initial Participating Areas. 

16 2,1;6 Waiver of Specific Ouantity. The volwne of Royalty Oil available 

17 to the State may vary and mily be interrupted from lime to time depending on a variety of factors. 

18 including the rate of production from the Leases. The State disclaims and Mapco waives. any 

19 l.ouarantee. representation, or warranty, either express or implied. that a specific quantity of the total. 

20 daily, monthly, average, or aggregate volwne of Royalty Oil will be delivered as Sale Oil under this 

21 Agreement. \1apco disclaims any interest in. or right to. stored Royalty Oil that the State is or may 

22 become entitled. 

5 
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2. \.7 Ifndcrlifted or Stored R\)\"altv nil. If the State underlifts or stores 

Royalty Oil at the Prudhoe Bay {'nit. or If the State recovers underlifted or stored Ruyalty Oil. the 

quantity of Sale Oil delivered under this Agreement shall be calculated as ifno Royalty Oil \\ere 

-l underlifted. stored or recovered. 

5 2.1.8 State"s Warrantv otTitle. The Stare WarrantS that it has good and 

6 marketable title to the Royalty Oilddi\'ered and sold as Sale Oil under this Agreement. 

7 2.2 Oualit\'. 

8 2.2.1 Oualitv ,1fSale nil. me Royalty Oil the State delivers to \fapeo as 

I.} Sale Oil shall be ofrhe same qU;11it\:.b thc R\)valty Oil from the Prudhoe Bay L'nit (khercd by the 

to Lt::ssccs to the State at the Point of Ddi\ cry me ljualit\ of the Royalt\' Oil deli\'ered to the State. 

11 ;md thus. the quality ofrhe Sal<: Oil the State Jdi\"crs to \lapco may \ary from lime to lime. The 

p S~te disclaims. ~ci Mapeo wai\cs.;my guarantee. representation. or warrant\", either exprcssed or 

13 Implied. of merchantability, Ii mess for use. or suitability lor any particular use or purpose. or 

14 otherwise. and of any specific. average. or overall quality or characteristic of Sale Oil delivered 

15 under this Agreement. \fapco specifically \\aives any claim that any liquid hydrocarbons. including 

16 such subst.:lnces as crude oil. condensate. natural gas liquids. or return oil from the Prudhoe Bay 

17 Unit Crude Oil Topping Planl that may be blended \\ith crude oil betore the Point of Delivery and 

18 tendered as a common stream by the Lessees to the State as Royalty Oil. are not Sale Oil for 

19 purposes of this Agreement. 

20 2.3 Price of the Sale Oi!. 

21 2.3.1 Price of Sale Oil. The price of Sale Oil the State delivers to Mapeo 

22 each Month shall be the Royalty Value of ali Royalty Oil from the Prudhoe Bay Unit that Month 

6 
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plus $.15 per barrel. or if the State delivers Sale Oil only trom the Prudhoe Bay Unit Initial 

2 Participating Areas. the Royalty Value of all Royalty Oil from the Prudhoe Bay L'nit Initial 

Participating Areas that Month plus $.15 per barrel. Appendix A illustrates calculation of the price 

4 if Mapco had purchased Sale Oil during the ~Ionth ofJanuary. 1997. 

5 :.3.2 Price ~ foditicltions. If. during the term of !his Agreement. the 

6 Royalty Value is modified as a result of modification of a Royalty Settlement Agreement. a 

7 corresponding retroactive modification to the price of Sale Oil shall take effect on the same Day as 

8 the effective date of the Royalty Value modification. Interest. as set tOM in Article 67. shall accrue 

9 retroacti\'cly on the amount of any (H'erpa: ment or underpa: ment tor Sale Oil resulting trom the 

10 price modification trom the e!lccun;, date of the Royalty Value modification until the amount of the 

11 uverpayment or underpayment. plus interest. is paid in full. 

12 2.4 Reservation Fee. If. in any Month. ~Iapco does not nominate the Maximwn 

13 Quantity of Sale Oil then in effect. in addition to payment of the price of the Sale Oil Mapco 

. 14 nominated in that Month. Mapco shall pay as a reservation fce an amount equal to ,75 percent of the 

15 price per barrel. as determined under Article 2.3. on the difference in quantity between the 

16 Yfaximwn Qu.:mtity of Sale Oil then in effect and the quantity of Sale Oil Mapco nominated in that 

17 Yfonth. 

l8 2.5 ReQoeners. 

19 2.S.1 Non-Intervention. Mapco shall not intervene or otherwise participate 

20 in any way in any reopeners, negotiations or other discussions under or pertaining to any Royalty 

21 Settlement Agreement. in any current or future royalty settlement negotiations. agreements. 

7 
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reopeners. litigation or other proceedings hetween the State and a Lessee. nor shall l\.lapco have any 

independent right to invoke any proVIsion of a Royalty Scnlement Agreement. 

2.5.2 \Jolicc 01 Reopcners. Oecause of the potential for an increase in the 

4 price of Sale Oil as a result of any modifications of a Royalty Settlement Agreement. the State shall 

5 provide i\lapco \~ith written notice of any modificJ.uon or reopener request initiated hy BP .. \RCO. 

6 Exxon or the State. The notice may include information on the narure of the requested modification. 

7 the requested effective date of the modification. and the position taken by BP. ARCO. or Ex."(on and 

8 the State. 

9 :.5.3 f3im.iing EfTect. \1apco agrees to be conclusively bound by the terms 

10 Ill' any modification. \\ hether rn~Hje under reopener prO\'isions or othef\\ lse. of a Royalty Settlement 

It. \grcement. and by the terms of any judgment or settlement resulting from any future royalty 

12 settlement agreement. regardless of \\ hether \Iapco agrees with or consents to the terms of the 

13 modification. reopener. judgment. or settlement. 

14 

15 

2.6 Delivef\' of Sale Oil. 

2.6.1 Date of First Delivcf\'. The State \ .... ill tender tirst deliver:' of the Sale 

16 Oil to Mapco at the Point of Delivery on December I. 1998. 

17 2.6.2 Subsequent Deliveries, After the tim delivery, the State shall 

18 thereaftertenderdelivery of the Sale Oil to Mapco at the Point of Delivery immediately upon the 

19 State's receipt of the Royalty Oil from the Lessees. 

20 2.7 Passage of Title and Risk of Loss, Title to, and risk ofloss of. the Sale Oil 

21 shaH pass from the State to Mapco for all purposes when the State tenders delivery of the Sale Oil to 

8 

58 



HOUSE AND SENATE JOINT JOURNAL SUPPLEMENT 
March 13, 1998 No. 16 

\tapco at the Point of Ddi\ery. \tapeo shall bear all risk and responsibility tor the Sale Oil after 

2 passage of title . 

.3 :.8 Indemnitication Alier Passage ofTitle. \-tapeo shall indemnitY and hold the 

4 State harmless ITom and against..any and all claims. costs. damages (including reasonably 

5 loreseeable consequential damages J. expenses. or causes of action arising ITom or related to any 

6 transaction or event in any way related to the Sale Oil after title has passed to Mapeo. 

7 2.9 Trnnsportation Arrangements. ~fapco shall make all arrangements tor 

8 transportation of the Sale Oil from the Point o( Ddivery. through and away ITom the T .. \PS. and 

C) shall bc responsible tor any r.\PS plpciine till and stor.lge tank boltom requirements related to 

10 transportation of the Sale Oil aticr rassage ot'title. {'pon the State's request. \IJPcO ~hall rro\'lde 

II the State with evidence or other reasonable aSSur:lJlce of: I) the arrangements r'or tr:ll1Sp0l1alion of 

12 the Sale Oil from the Point of Ddivery. through and a\\ay tram the TAPS: 2) arrangements for 

13 resale. exchange. or other disposal of the Sale Oil: and 3) if requested. information on specific 

14 deliveries of Sale Oil by ~fapco to the TAPS and identitication of tankers that will transport the Sale 

I SOil. Mapco' 5 tailure to provide intormation. cvidence. or assurnnces requested by the State shall. at 

16 the State's election and after notice to Mapco. constitutes a material default under this Agreement. 

17 2.10 Absolute Obligations. :-"fapco's obligations to provide security as required by 

18 :\rticle XVI. pay reservation fees. and purchase. transport and dispose of Sale Oil are absolute. 

19 These obligations shall no! be excused or discharged by the operation of any disability of Mapeo. 

20 event of force majeure. impracticability of perfonnance. change in conditions. or other reason or 

21 cause. 
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ARTICLE III 

fN-STA TE PROCESSING 

3 3.1 In-State Processing. \tapco shall use its best etfollS to insure that Sale Oil will 

4 be processed at its Alaska rctinery or be exchanged for other crude oil that ",ill be processed at its 

5 .-\laska relinery. Except as provided in Aniclc 3.3. \fapco shall process not less than 80 percent of 

6 the of Sale Oil its Alaska relinery. "Process" means the manulbcture of refined petrole~ products. 

7 3.2 Exchanges of Crude Oil. Mapco may enter into agreements to exchange Sale 

8 Oil lor other crude oil only as provided in this Anicle. An exchange of Sale Oil for olher crude oil 

q may not reduce the pricc \fapco has agreed to pay the Stale lor the Sale Oil or result in any cost or 

10 I.:xpense to the State. "Exchange" means: I) a Jirect trade of Sale Oil for an equal volume of other 

11 ..:rude oil: 2) a direct trade of Sale Oil for other crude oil that involves either cash or volume 

12 adjustments. or both. based solely on differences in the quality or location of the crude oils 

13 exchanged: j) sequential transactions in which Mapcotrades Sale Oil to cine party and. in exchange. 

14 receives crude oil from a party other than the party to whom Mapco traded the Sale Oil: and 4) 

15 matching purchases and sales of Sale Oil for other crude oil. 

16 3.3 Waiver ofrn-State Processing Requirement. The Commissioner may. 

17 in the Commissioner' s sole discretion. waive the in-state processing requirement. in whole or in 

18 part. if the Commissioner is satisfied that Mapco is using its best efforts to fulfill its Article 3.1 

19 obligations. 

10 
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;-\RTICLE IV 

:! ~fAPCO'S REPRESE\iTXnONS AND OALIGA nONS 

-l.t Good Standing:md Due .o\uthorization. \Iapco warrants that it is. and shall 

~ remain at all times during the term of this Agreement: I) a corporation organized and existing under 

5 the laws of the United Slates or of a st:lte. tcnitory or the District of Columbia: 2) qualified to do 

6 business in Alaska: and J) in good standing with the State. \fapco warrants that it has all corporate 

7 power and authority necessary. :md has pertormed all corporate action required. to enter into and 

8 fultill its obligations under this ,\grcemcnt. 

9 -l.2 Financl:l1 Condition \ fapco warrants th:lt :lll financi:ll intorm:lllon submitted 

10 to the State: I) is complete. ~CCUI:l.tc. JIld birly represents \fapco' s tinancial condition at the time ot 

11 submission: and 2) there has hcen 110 material change in Mapco' s tinanci:ll condition. business 

12 Llperations. or propenies SInce it submitted the linanclal information to the Slate. \fapco warrants 

13 that the tinancial information was prepared in accordance \\ith generally accepted accounting 

14 principles. \lapco shaH immcdi:ltely intorm the St:lte of any m:lterial change in it's tinancial 

15 ..:ondition. business operations. agreements. or property that m:ly affect its ability (0 pertorm its 

16 Llbligations under this Agreement. ~Iapco shall inunedimely intorm the State of any significant 

17 ..:hange in ownership of Mapco. or of Mapco' s parent company or affiliates. 

18 4.3 Financial Statements. Within one hundred and twenty Days after the end of 

19 its fiscal year. Mapco shalL at its own cost and expense. submit to the State a complete fmancial 

20 report in a fonn or fonus prescribed by the State. The report shall include Mapco's balance sheet as 

21 of the close of the fiscal year and the income statement for that year prepared in accordance with 

22 generally accepted accounting principles. Mapco may comply with tltis requirement by submitting a 

11 
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copy of ~ tapeo Petroleum Corporation' s annual report tiled \\;th the Cnited States Secunties and 

2 Exchange Commission pursuant to Sl!c. 13 or 15(d) of the Sl!curity Exchange Act of 1934. 

3 

.-\RTICLE V 

5 MEASCREMENTS 

6 5.1 \-teasuremcnt5. The quantir)' and qualir)' ofS;;ue Oil the State delivers under 

7 this Agreement shall be determined by measurement at the T ranster \-leter at the Point of Delivery. 

8 Procedures used for metering and measuring the Sale Oil shall be in accordance with the procedures 

I) in clfcet in the Prudhoe Bay I ·nit. 

10 

11 ARTICLE VI 

12 rNVOICr.-:G AND PA Y\IENT 

13 6.1 Production Month Invoices. On or before the tenth business day of each 

14 Month after the first Month of delivery of Sale Oil. the State shall send to Mapeo. a statement of 

15 .lccount with an invoice for the total amount due tor the estimated quantity of Sale Oil delivered to 

16 \1apco during the immediately preceding Month and the estimated price applicable lO those 

17 deliveries. The State will base its estimates on the best information reasonably available to the 

18 State. The State shall adjust production month invoices as provided in Article 6.3 and Article 6.S. 

19 6.2 Payment of Production Month (nvoices. \-fapeo shall pay the total amount of 

20 each production month invoice. in full. on or before the third business Day after the date of the 

21 statement of account that includes the invoice. Any amount not paid in full on or before the third 

22 business Day after the date of the statement of account. shall accrue interest as provided in Article 

12 
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6.7. and become subject to the late pa:ment provisions of Articlc 6.9. and any other remedies 

2 available to the State under this Agreement and at law. 

6.3 Initial :\Jjustments. \ fapco acknowledges that any time atter a production 

4 month imoice is sent. the Statc may receivc more accurate intonnation concerning the actual 

5 LJuantity and price lor Sale Oil ddi\"ered to i'vlapco in that t-.lonth. :-"'fapco agrees that any time such 

6 intonn:uion becomes available to the State. in the next statement of account the Statc may make 

7 initial adjustments to the immedi::ltely preceding invoice. and invoice ~lapco for the initial 

8 adjustments. plus interest as pro\ided in :\rtiele 6.7 on the amount of any adjustment. 

9 6.4 Pa\ment of Initial. \Jjustments. \tapco shall pay the total amount of each 

10 initial aJjustment im·oice. plus interest 35 prO\idcd in Article 6.7. in tull. on or betorc the third 

II husincss Day atter the date of thc statement of 3ccount that includes the initial adjustment invoice. 

12 If an adjustment is due to Mapco lor an ovcrpa:-ment. the State shall credit or'rcfund to i\tapco the 

13 amount of the overpa:ment. plu's interest as provided in Article 6.7. on or before the third business 

14 Day atter the date of the statement of account that includes the initial adjustment invoice .. \ny 

15 amount ~tapco does not pay in full when due shall become subject to the late pa~ment provisions of 

16 Article 6.9. and any other remedies available to the State under this Agreement and at law. 

17 6.5 Subsequent Adjustments. :Vtapco acknowledges that any time alier 

18 production month and initial adjustment invoices are sent. the State may receive more accurate 

19 information concerning the acrual quantity and price for Sale Oil delivered to l'vlapco in any Month. 

20 Mapco agrees that any time more accurate information becomes available to the State. the State shall 

21 make subsequent adjustments to amounts previously invoiced in production month or initial 

22 adjustment invoices. and send Mapco a statement of account v.ith a subsequent adjustment invoice 

13 
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tor the :m10lUlt ot' :uw adjustments to the previous invoices. plus interest 'on any adjusted :m1ount as 

2 provided in Articic 6 7. 

6.6 Pa\mcnt ofSubseguent :\djustments. :-'Iapco shall pay in full the total 

-l Jrnount of each subsequent adjustment invoice. plus interest as provided in Article 6.7. on or belore 

the thirtieth Day after the date of the statement of account that includes the subsequent adjustment 

6 iOvoicc. If an adjustment is due to Mapco tor an overpa~ment. the State shall credit or refund to 

7 \lapco the amount orthe overpa~ment. plus interest as provided in Article 6.7. on or betore the 

8 thirtieth DJY alter the date of th..: st.1tcment of account that includes the adjustment invoicc. . \ny 

9 JmOlllll \!apco docs nO! ra~' III full \\hen due shall hccome subject to the late pa;.ment provisions of 

I () \rtick h,l). ~d any other rcmedies ..\\ ailabl..: to the State under this Agreement and at law. 

II 6.7 (nteres!.. \11 :m1ounts \ 1apco does not pay in full \vhen due under this 

12 .... greemcnt. :md all amounts im'oiced as adjustments tor underpa)ments and overpayments tor Sale 

13 Oil delivered \0 Mapco. shall bear interest ITom the date accrued until paid in full at the rate 

14 provided hy .\Iaska Statute 38.05.135(d). or as that statutory provision may later be amended. In 

15 this Agreement "date accrued" means the third business day after the date of the statement of 

16 ..\ccount that contains the production month invoice to which the initial or subsequent adjustment 

17 applies. .\ppendices A and B illustrate accrual of interest. 

18 6.8 \Ion-termination and limitations. \1apco acknowledges that the State may 

19 continue to make subsequent adjustments after termination of this Agreement. and agrees that the 

20 provisions of Article VI shall survive termination of this Agreement for any reason. The amount of 

21 a subsequent adjustment rendered more than six years after the date of delivery of the Sale Oil upon 

22 which it is based. shall bear interest for no more than six years from the date accrued. as defined in 

14 
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-\rticle 6.7. The SIX ~ear limitation on interest shall not apply to payments t\lapco tails to make 

\\hen due or to subsequent adjustments resulting trom: I) regulatory. reopener. or coUrt (including 

Jppcals) proceedings commenced during the six ~ ear period. regardless of whether ~lapco or the 

4 State is a party: or 2) bona tide audits ot"a Lessee commenced by the State \\itrun the six year 

period. 

6 6.9 Late Pa\mcnt Penaltv. In addition (0 all other remedies available to the 

Statc. if1'-.\apco fails to make umcly pa~mcn! in full of any amount due. in addition to the amount 

not paid \\ hen due. plus interest as pro\ Ided in :\rticle 6.7 from the date accrued until paid in full. 

9 \ bpco shall pay the State an amount cL1ual Il) li\ e percent ot the amount not paid J.s a late pa~ment 

10 renaltv \ppendix [) cont::llns ~m Jilu~tratl\c e.\ample llt"interest JJ1d bte p::l\mcnt pCllaltics 

II 

12 \lapco agrees to pay the full amount l)flhe \n\(1ICC '.\hen uut: !='cnulng linal resolution llllhe uispule. 

[3 6.11 Confidential Information The State and \ fapco Jgree that the State may 

14 invoice 'tapco for. and Mapeo agrees to pay. amounts that are based upon contldential inlormatlon 

15 held or rccci\ed by the State. If contidcntial inlormatlon is used as the basis tor an invoice. upon 

16 receipt of a \\nnen request ITom Mapco. the State shall furnish to Mapco a certified sutcment of the 

17 Commissioner to the etfect that. based upon the best information available to the State. the invoiced 

18 amounts are correct. 

19 6.12 \-tanner ofPavrnent. \1apeo shall pay all invoices in full \'vitrun the times 

20 specified and without any deduction. set off. or withholding. \-fapeo shall pay all invoices by wire 

21 transler of immediately available funds to the State's account at the foUovving address : 

15 

65 



HOUSE AND SENATE JOINT JOURNAL SUPPLEMENT 
No. 16 

State Street Bank & Trust Company 
Boslon. \ bssachusetts 
ABA ~O II 000028 

-l For credit to the State of Alaska 
5 General Investment Fund.:\ YOI 
6 Account~00657lR9 

7 Ann: Kim Chan. Public Funds 
8 

March 13, 1998 

9 \tapco may ray an Invoice in such other manner or to such other address the State has specified in 

to 3Il inVOIce or by other written notice .. \11 other pa~ments due shall be paid in the same manner and 

II according to the same time schedule pro\lded in this Article. If pa~ment falls due on a Saturday. 

12 Sunday. or legal federal holiday. pa~ment shall be made on the next business Day. 

13 6.12.1 Direct f';1\ment 10 I.essees. If the State directs \ tapco in an invoice 

l-l ,)r other writing to remit all or a portion ()la pa~ment required under this Agreement directly to one 

IS Ilr more of the Lessees. :vtapco shall remit the pa:ment to the Lessee or Lessees in the manner 

16 Jesignated by the State. and \\ithin the tlme limits specified in Article \'1. The State may. in 

17 writing. :luthorize a Lessee to request direct remittance of all or a portion of a payment due under 

18 this Agreement. and to designate the manner lor pa~ment. L"n1ess other.'vise specified by the State 

19 In \Hiting. the balance of a dircct partial payment to a Lessee. and all subsequent pu)ments. shall be 

20 made to Ihe State in accordance with Article VI. 

6. i 2.2 Direct Pavrnent to Other Third Parties. Upon a detennination by 

12 the State that remittance to a third party of an amount due under this Agreement will assist the State 

23 in monitoring or enforcing the Agreement. the State may direct Mapco in an invoice or other writing 

24 to remit all or a portion of a pa)ment due under this Agreement directly to a designated third party 

25 other than a Lessee. and Mapco shall remit the payment to the designated third party in the manner 

26 designated by the State. and within the time limits specified in Article VI. Unless otherwise 
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specified by the State in \\ Titing. the balance of a direct paninl pa~ment to a third p:my. and nil 

2 subsequent pnyments. shnll be mnde 10 Ihe Sinte in nccordancc \,·ith Article VI. 

~ ARTICLE VI! 

5 EFFECTIVE DA TE AND TEIUvt 

6 7.1 Condition Preccdent 10 Effecti\'e Dale. lllis Agreement is subject to approval 

7 under Alaska Statute 38.06.055 as a condition precedent to becoming effective. After the Stnte and 

8 \fapco hn\'c entered into Ihis .. \g.recment. it shall become etlcctive and t!ntorceablc on the date upon 

9 which it is approved pursuanl III .\taska SI;llutc 38.06.055. 

10 7.2 r t!rm. nIt! Stale shall begin dcli\·crics of Sale ()it under this Agreement on 

11 December I. 1998. lllis A!:7Cement shnlllcrminntc at the end of the Day on December 31. 2003. 

12 Tennination of this Agreement shall not relieve either party !Tom any expense. linbililY. or olher 

13 obligntion or any remedy thnt has accrued or attached prior to the dnte of tennination. The 

14 ,provisions of Article VI shall survive lerminntion of this Agreement. 

15 

16 

17 

18 

19 

8.1 Default. 

ARTICLEVrn 

DEFAULT OR TERJ...ffNATION 

8.1.1 Events of Default. The Commissioner may. in the Commissioner's 

20 sole discretion. suspend or terminate the State's obligations to tender. deliver and sell Sale Oil to 

21 \1apco. and may exercise anyone or more of the rights and remedies provided in this Agreement. or 

22 at law. ifany one or more of the tollowing events of default occur: 

17 
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(i) Except as otherwise provided in Article vm. ~Iapco tails 10 pertorm 

any of it:; obligations under this Agreement. and cannot cure the non-

pertormance or the non-pertormancc continues for more than thirty 

Days after the State has notified !\'lapco of its non-pertormancc: 

(ii) Within livc Days after \\tincn request from the State. ~fapco tails to 

6 provide \\nnen assur:mces satisfactory to the State of its intention to 

7 pertoml its obligations under this Agreement and evidence or 

8 assur.mces of transportation arrangements under Article 2.9: 

q (iii) \lapco tails to pay in tull any sum ofmonc;y owed under this 

10 .\grel!n1cnt \\ ithin one business day after the Statl! gives ;"'lapco 

11 nOlice that pa~ment is due and has not been paid: 

12 (iv) There IS a substantial change in Mapco's financial condition. business 

13 oper.ltions. agreements. or property, or ownership that may affect 

14 Mapco's ability to pertorm its obligations under this Agreement. and 

15 within live Days after a request by the State, Mapco is unable or 

16 unwilling to provide the State with adequate assurance of continued 

17 pertormance: 

18 (v) Any representation or Warr:lllty made by Mapco in this Agreement is 

19 found to have been materially false or incorrect when made: or 

20 (vi) Mapco fails. or is unable for any reason (including reasons beyond 

21 Mapco's contro\). to maintain the security letter of credit required 

18 
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under Article XVI. regardless of:-" tapeo's \\iillingness or ability to 

pertorm any other obligations under this Agreement. 

8.1.~ DetJult Iw r:1ilufc tel Pav. \lapco shall immediately provide the State 

4 with \,Tinen notice if~1apco is unabl!! to pay any of its debts when due or is othemise insolvent. 

5 Upon sueh notice from Mapco. or if the State independently determines that ~lapco is unable to pay 

6 any of its debts when due or is othen.,;se insolvent. the State's obligations to deliver and sell Sale 

7 Oil to Mapeo shall automatically and immediately terminate \\;thout any requirement of notice to 

8 \fapco or other action by the State. l'pon terminatlon of the State's obligations under this Article. 

9 \tapco shall he liable tor pa~mcnt and pertormance of all its obligations tor Sale Oil the State 

10 Jcli\ ered to \ lapeo helorc terminauon and lora minimum at one hundred Days altcr termination. 

11 plus an additional ninety Jays Ii' a Ll.!ssee invokes the toree majeure term of its Royalty S!!ulement 

12 -\greement. Within thirty days aner termination under Article 8.1.2. the State shall have the right 

13 upon wrinen notice to Mapeo.to reinstate all of the State's and Mapeo's obligations under this 

14 .-\greement retroactive to the date of termination. 

15 8.2 State's Remedies. IfMapco defaults under this Agreement. in addition to all 

16 llther remedies available to the State under this Agreement and or at law. the following remedies 

17 shall be available to the State in the Commissioner's sole discretion. 

18 8.2.1 Manco's Obligations Become Due. All monetary obligations Mapco 

19 has accrued under this Agreement. even if not yet due and payable, shall immediately be due and 

20 payable in full. 

21 8.2.2 State Mav Dispose of Sale Oil. Until Mapco·s default is cured or 

22 this Agreement terminates. the State may dispose of the Sale Oil to third parties and may suspend 
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the in-state processing obligations. If the State exercises either of these remedies. regardless 

2 whether this Agreement is terminated. ~ tapeo shall be and remain liable to the State lor the amount 

ofdifference ber-veen the price tor the Sale Oil under Article II and the actual price the State 

4 received ITom disposition of the Sale Oil to third parties. 

8.2.3 Indemnification tor loss. Mapco shall hold the State harmless and 

6 indemnify it against all liability. Jamages. expenses. attomey's fees and costs. and losses arising out 

7 ofMapco's default. termination of the Si:lte's obligations. disposal of the Sale Oil to third parties. 

8 JJld suspension of the in-state processing requirements. 

9 8.2.-l ()ther Rights and remedies. The Statc shall have the right 

10 cumulatively to exercise all rights :tnd remedies provided in this .\g.reement and by faw.:tnd obtain 

11 J.ll other relief available undcr bw or at equity. including mandatot:-o injunction and speCIfic 

12 performance. 

13 8.3 Limitation of Mapco's Remedies. If the State breaches or defaults any of its 

14 nbligations under this Agreement. tvfapco shall not obtain a temporary restraining order or 

15 preliminary injunction preventing the State from disposing of the Sale Oil subject to this Agreement. 

16 8.4 T ennination. T ennination shalt become effective upon the first Day of the 

17 \-tonth lollo\\;ng expirntion of a minimwn of one hundred Days after Mapco's written notice of 

18 termination is delivered to the State. If. however. the additional notice provisions of Article 2.1.4 

19 are invoked. termination shall become effective upon the first Day of the Month following 

20 t!xpirntion of six Months and ten Days after Mapco' s written notice of termination is delivered to the 

21 State. Termination shall not relieve either patty ITom any expense. liability. other obligation. or 

10 
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remedy that has accrued or attached prior 10 termination. The provisions of Article VI shall survive 

:! tetmination of this Agreement. 

4. ARTICLE lX 

5 DISPOSITION OF Oll~ 

6 9.1 Disposition of Oil Upon Detaul! or Termination. \-tapeo acknowledges that 

7 the Stale may be required to provide six Months notice to the Lessees before the State may decrease 

8 its in-kind nomination of Royalty Oil in any ~lonth. It is within the Commissioner's sole discretion 

9 to request a waiver of any nOlice provision. wndition. or requirement of a Lease or Royalty 

10 Settlement Agreement. lfthis '\!;fcement terminates lor default or any other reason. ~lapco shall 

11 I:ontinuc to accept and pay lor Salt: Oil through the lirst Day of the Month following expiration of a 

12 minimwn of one hundred Days alter the date of termination. if the Commissioner. in the 

13 Commissioner's sole discretion so requires. If. however. the additional notice provisions of'Articie 

14 :!.I.4 are invoked. Mapco shall continue 10 accept and pay for Sale Oil until the expiration of six 

15 \10nths and ten Days after the Date of del au It or notice oftennination. 

16 9.2 Inability to Receive Sale Oil. If Mapco is unable or refuses to accept or 

17 receive Sale Oil. Mapco shall nevertheless remain liable for disposal and payment tor Sale Oil as 

18 though it had been accepted by Mapeo. The Commissioner may, in the Commissioner's sole 

19 discretion, waive this requirement. 

20 9.3 Security for Dis.posal of Sale Oil. To secure Mapco's obligations to purchase 

21 and dispose of Sale Oil. upon the Commissioner' s request. Mapco shall assign or otherwise transfer 

22 to the State. or its designee. all or part of Mapco 's right title and interest in any arrangements for 
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transporution of the Sale Oil through and away trom the TAPS. whether such interests are under 

nominations. leases. conlr.lcts. charter parties. or other agreements. The Slate will incur liability or 

obligations under such assignment or transtcr only to the extent the State actually exercises its rights 

~ to succeed to Mapco's interests under and obtain the benefits orthe assignments. 

6 ARTICLE X 

7 NONWAIVER 

8 10.1 ~onwai\·cr. nle bilure of either party to insist upon strict or a certain 

<} performance. or acceptance hy C!!ther party of a celUln pertormance or course of performance under 

10 this Agreement shall not: I) constitute a \\aivC!r or estoppel of the right to require certain 

11 performance or claim breach hy similar pertormance in the luture: 2) affect the right of either party 

12 to entorcc any provision: or 3) affect the validity of any part of this Agreement. 

l3 

14 ARTICLE XI 

15 SEVERABILITY 

16 11.1 Severabilitv. If a court decrees any provision of this Agreement to be invalid. 

17 all other provisions of this Agreement shall remain valid. If. however. invalidation of a provision 

18 impairs a material right or remedy under this Agreement. either party may tenninate this Agreement 

19 by notice to the other party as provided under Article 8.4. 
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ARTICLE XU 

2 FORCE ~IAJECRE 

12.1 Effect of Force ~1aicure, Except tor Mapco's absolute obligations to provide 

-+ security. pay reservation tees. and purchase. t.r:lnsport and dispose of Sale Oil. neither party shall be 

5 liable lor failure to petfonn if pertonnance is substantially prevented by torce majeure after good 

6 laith etfons to pertorm. Except. however. if Mapco is prevented by torce majeure from pertonning 

7 any material obligation tor sixty successive days or more. the Slate. in the Commissioner's sole 

8 discretion. shall have the right to tennmate this Agreement. Odore the Slate exercises this right. the 

9 Commissioner may reqUIre :--lapco to negotiate In good faith to restore pertonnance. In this 

10 \greemcnt the tenn "force maJcure" means an c\'enl or condition not \\;lhin the rC:J,Son:Jble control 

11 l)fthe party claiming the bcnetilllt'the excuse, 

12 12.2 :"-Ioticc ntTnrcc \1;:l!cure, If a party believes that torce maJeure h:lS n(curred. 

13 the party shall immediately notify the other party of its claim of force majeure, The party claiming 

14 torce majeure shall use reasonable diligence to remedy the force majeure, Except for Mapco's 

15 .Ibsolute obligations to provide security. pay reservation tees. and purchase. t.r:lnsport and dispose of 

16 Sale Oil. the disabled party's obligations to pertorm that are affected by the force majeure shall be 

17 suspended from the time of notification to the other party until the disability caused by the force 

l8 majeure should have been remedied with reasonable diligence. 

23 
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ARTICLEXm 

13.1 \fethod. l:nless otherwise specifically provided in this Agreement. all 

-t notices. requests. demands or statements shall be in writing and delivered to the ~ddress specified in 

5 this Article in person. by telecopicr or other torm of facsimile. by United States mail. postage 

6 prepaid. /'Cglstered or certified \"ith a rerum receipt requested. to the party to be notified. A 

7 statement of account the State delivers to Mapco by telecopy shall be deemed delivered to Mapco 

8 \\hen the St.1te·s telccopier contirms that it \\as received at ~lapco·s telecopy number during normal 

<) husiness hours. :\ notice. request. Jemand or statement delivered by United States mail shall be 

10 deemed delivered on the t::lfl ier of expIration of seven Days atter it is deposited in the mail. or upon 

II (he date of receipt by the parry to whom it is directed. . \ notice. request. demand or statement 

12 Jelivered in any other manner shall be t:tfective only if and when received by the party to whom it is 

13 directed. The address of the parties shall be as follov,·s. 

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

State: 

and 

Mapco: 

State of Alaska 
Commissioner of Natural Resources 
400 Willoughby Avenue 
Juneau. Alaska 9980 I 

Director. Division of Oil and Gas 
3601 C Street. Suite 1380 
Anchorage, Alaska 99503-5948 
Telecopy Number: (907)562-3852 

President 
Mapco Alaska Petroleum Inc. 
3201 C Street. Suite 700 
Anchorage, Alaska 99503-3960 
Telecopy Number: (907)273-3333 
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13.2 Change of Address. Each party may notitY the other of changes to its address 

hy ddivcring written notice of the change. 

ARTICLE XIV 

RULES AND REGULA TrONS 

6 14.1 Rules and Regulations. This Agreement is subject to all applicable laws of 

7 the State of Alaska and orders. rules and regulations of the United States. the State of Alaska and 

8 JIly duly constituted agency of the Slate of :\Iaska. 

9 

10 :\RTICLE XV 

11 SOVEREIGN PO\VER OF nlE STA IT 

12 15.1 Sovereign Power of the State. This Agreement shall not be interpreted to 

13 limit in any way the State's ability to exercise any sovereign or regulatory powers. whether 

14 conterred by constitution. statUte or regulation. The State's exercise of any sovereign or regulatory 

15 power shall not be deemed to (!nlargc any of ~ tapeo' s rights. or limit any of \Iapco' s obligations or 

16 liabilities under this Agreement. 

17 

18 ARTICLE XVI 

19 SECURITY 

20 16.1 Letter of Credit. Seventy five Days before the Date of First Delivery, Mapco 

21 shall deliver to the State an irrevocable stand-by letter of credit (hereafter the ··Letter"). The Letter 

22 shall be in a form satisfactory to the Commissioner and shall be in effect by the Date of First 

25 
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Deli\'er~ ... It shall be issued for the benelit of the State by a state or national banking insurution of 

the l'nited States that is insured by the Federal Deposit Insurnnce Corporation and has an Jggregate 

capital and surplus amount of not less than One Hundred ~1iBion DoBars ($100.000.000) (hereafter 

... the "Issuer"). or other banking ins{((ution acceptable to the Commissioner. The principal face 

amount of the Letter shall be an amount estimated by the Commissioner to be equal to the value of 

6 JII Sale Oil to be delivered by the State to r...1Jpco during the seventy five Days immediately 

7 tollo".;ng the Date of First Delivery. n,e Letter shall not require the State to submit any 

8 documentation in suppon of dralts dra\\TI against it other than a cenified statement by the 

9 Commissioner and the Statc·s Attorney (Jeneral that Mapco is liable to the State lor an amount of 

10 money equal to the amount of the dratt. that the amount of money is due and payable in tull. and it 

11 has not been timely paid. 

12 The Lc:ner shall provide that the State has the right to draw and present drafts to the 

13 Issuer through the seventy-fifth Day after the State's last delivery of Sale Oil to Mapco under this 

14 .-\greement. The Letter shall be reney,,·ed under the terms of this Article no later than seventy five 

15 Days betore its expiration date so that a Letter is in effect continuously from the Date of First 

16 Delivery through the seventy-tifth Day after the date of the State's last delivery of Sale Oil to 

17 Mapco. If the State does not receive a renewed Letter seventy five Days before the expiration of the 

18 c:xisting letter of credit: I) Mapco shall be deemed to have materially breacheq this Agreement: 2) a 

19 default under Article vrn will have occurred: and 3) all Mapco· s obligations. expenses and 

20 liabilities accrued as of that date. whether yet due and payable. shan become imm~iately due and 

21 payable in full. 
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[fthe State asserts a claim or claims that equal a tolal amOWll of money grealer than 

2 the principal face amoWlt of the L~ller in etfect. \fapco shall. upon the State's request. cause the 

principal face amOWlt of the Letter to be increased by an amoWlt sufficient to secure the total 

-l ..unount of the State's claims, \fapco is subject to this obligation even if!vfapco denies. rejects. or 

5 otherwise contests the State's claims, 

6 [fthe principal IJce amoWlt ot the effective letter of credit is ever less than the 

7 estimated price of seventy live Days of Sale Oil deliveries. Mapeo shall automatically and 

8 immediately cause the principal IJee amoWlt of the etfective Letter to be increased to an amoWlt 

9 equal to the estimated price of se\'entv tin! Days delivery of Sale Oil. If the principal face amoWlt 

10 ,)1 the dfeclIve Letter is gre:lter than the estimated rncc 01 sc\'enry ti\'e Days delivcry of Salc Oil. 

11 upon written approval of the Commissioner. in the Commissioner's sole discretion. ~ fapco may 

12 Jecrease the principal face amount of the Letter to an amoWlt equal to the estimated price of seventy 

l3 rive Days delivery of Sale Oil. 

14 16.2 Security ("nntract. L'pon approval by the Commissioner. in the 

15 Commissioner's sole discretion. as alternative security to the Letter required in Article 16,1. :Vlapco 

16 may deliver to the State: I) an irrevocable stand-by letter of credit in the principal face amoWlt 

17 estimated by the Commissioner to be equal to the value of Sale Oil to be delivered by the State to 

18 "fapeo during the forty Days immediately follO\ving the Dale of First Delivery; and 2) an 

19 irrevocable contract between a major oil company (hereafter the "Promisor") and Mapeo. for the 

20 direct benefit of the State. in which the Promisor agrees to assume full liability for Sale Oil upon 

21 notice thaI t\fapeo is in default of this Agreement (hereafter "Security Contract"), The forty Day 

22 letter of credit shall be subject to all the terms and conditions of Article 16.1, The Security Contract 
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shall designate the State as intended third party beneticiary and shall be in etfect by the Date of First 

2 Delivery. It shall provide that upon written notice by the Commissioner to ~fapco and the Promisor 

that t-.lapco is in default of this .·\greement. the Promisor shall immediately assume full liability tor 

-l purchase. transponation and disposal of a minimum of ninety Days deliveries of Sale Oil from the 

Point of Odivery. It: ho\\cver. a L.:ssee in\okes the torce majeure tenns of its Royalty Settlement 

6 Agreement the Promisor shall be liable lor a total of one hundred and eighty days deliveries of Sale 

7 Oil. It shall provide the State a direct right of action against Mapco and the Promisor. jointly and 

8 sever:llly. to enlorce the Security Contract. regardless of whether the State takes action to enlorce 

9 this :\~eement agaJnsl \1apco. It shall Jlso provide that the Promisor has no right oraction against 

[0 the State and may not assen against the Slate 3Ily dctensc it may have against \lapco under the 

11 Security Contr.lct. 

12 16.3 Other Securirv. The Comm·issioner may, in the Commissioner·s sole 

13 discretion. require such other or additional security from Mapco as the Commissioner considers 

14 Jdequate 10 protect the State· s interest. 

15 

16 

17 

18 

ARllCLExvn 

EMPLOY1vIENT OF ALASKA RESIDENTS 

17.1 Emolo\ment of Alaska Residents. Mapco shall comply with all valid 

19 tederal. state and local laws in hiring Alaska residents and companies. and shall not discriminate 

20 against Alaska residents and companies. Within the constraints ofiaw. Mapco voluntarily agrees to 

21 employ Alaska residents and Alaska companies to the extent they are available. willing and 

22 qualified for work perfonned in Alaska in connection with this Agreement. "Alaska resident" 
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means an individlLll who is physically present in Alaska \\ ith the intent to remain in the state 

2 indefinitely.:\n individual may demonstrate an intent to remain in the state by maintaining a 

residencc in the state. possessing a resident tishing. trapping. or hunting license or receiving a 

-l pennanent fund dividend. ";\Iaska companies" means companies incorporatcd in Abska or whose 

5 principal place of business is in Alaska. If a coun invalidates any ponion of this provision. Mapco 

6 agrees to employ Alaska residents and Alaska companies to the extent pennitted by law. 

7 

8 ;\RTIClE XVIII 

9 \PPI.IC\[3LE 1.:\ W 

10 18.1 l ;OVl:minl! I.J\\ n,is ;\grcemen!. and all maners arising trom or rclated to 

11 lhis Agreement. shall be !,;o\cmcd. conslrucd and ddermmcd b\' the la\\~ ot"lhc Slale of .\laska. 

12 18.2 Jurisdiction. ;\ny legal lClIon or procceding arising out of or rclatcd to this 

13 :\greement shall be brought in a state coun of general jurisdiction sitting in the State of Alaska. and 

14 "tapeo hereby irrevocably submits to the jurisdiction of that coun in any such action or proceeding. 

15 18.3 Venue. The parties agree that the venue lor any legal action or proceeding 

16 arising out of or related to this Agreement shall be in the Alaska Superior Coun sitting in 

17 Anchorage. Alaska. 
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ARTICLE XlX 

2 WARRANTIES 

19. J Warranties. The purch:lSe and sale of Royalty Oil under this Agreement are 

-l subject only to the \varrantics the State h:lS expressly set forth in this Agreement. The State 

Jisclaims and Mapco waives all other warranties. express or implied in law. 

6 

7 ARTICLE XX 

8 A~IE~DMENT 

9 :0.1 \mendmcnt. n,is Agreement may be supplemented. amended. or modified 

10 llnly hy written instrument dul~· executed by the parties. 

11 

12 

\3 

14 

ARTICLE XXI 

SUCCESSORS AND ASSIGNS 

2 t.t SUCCC5S0r.; and Assigns. :-So assignment. pledge. or encwnbrance of this 

15 .\greement shall be made by cither party without tirst obtaining the wrinen consent of the other 

16 party. which shall not be unreasonably withheld. The Commissioner may consent on behalf of the 

17 State. Subject to the requirement of written consent. this Agreement shall be binding upon and inure 

18 to the benefit of each of the parties and their successors and permitted a.!!signees. 
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ARTICLE :'(XII 

2 RECORDS 

22.1 Preservntion of Records. ~Iapco shall maintain and preserve all books. 

"' Jccoums. and records that rebte to or arise ITom performance of this Agreement tor six years from 

the date of the transaction or date of the btest adjustment relating 10 the transaction. including 

6 transactions for purchase or sale of Sale Oil and its refined products. ~apco shall also maintain and 

7 preserve all books. aCCOWl!s. and records. in its possession or control. that belong to any third party 

8 \\ith \\hom !l.lapco contracts tor the pertormance of any pan of this Agreement. \Iapco and the 

9 State shall not be required to rel:lIn any records lor more than six years ITom the time of a 

10 transaction unless retention of sllch rewrds is specitically required hy applicable law or rc!,'t1lation. 

11 l.lr this Agreement. \fapco shall m:1In[:1In its records \\ithin the State or make the records available 

12 to the State 01 Mapco's principal office in the State within thirty Days after written request by the 

13 State. 

14 22.2 Inspection of Records. ~fapco and the State shall each accord to the other 

15 .md the other's authorized agents. attomeys. and auditors access during reasonable business hours to 

16 .my and all propeny. records. books. documents. or indices related to Mapco's or the St'lte's 

17 performance under this Agreement and which are under possession or control of the pany from 

18 which access is soughL so the other party may inspect. photograph and make copies of the propeny. 

19 records. books. documents or indices. The State shall not be required to disclose any information. 

20 data. or records that are required by State or federal law or regulation. or by agreement with the 

21 person supplying the record. to be held confidential. If information the State obtains from Mapco 

22 may be held confidential under State or federal law or regulation. Mapco must request in writing 
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that the State hold the information contidential. and the State shall keep the intormation contidentlal 

2 to the extent and for the term pro\"il1t:d hy the applicable law or regulation. 

INTERPRET." no~ nF ITR~IS A~D CONDITIONS 

6 23.1 [ntemret:ltion orTerms and Conditions. :\fly disagreement or dispute about 

7 the meaning or application of a word. tcrm. or condition in this Agreement shall be decided 

8 .lccording to the dispute resolution procedure set tonh in this ;\rticie. The procedure set torth in this 

<) .\rtick: shall be initiated by elthcr rarty rro\ldinl,! \\nnc!: notice orthe disagreement Or dispute to 

10 the other partv. ~o later than DO Days alter either party rro\ ides wrinen notice. \1apco and the 

11 State shall each present any af!::'Ul1lcn!s and c\'idence supporting its view of the disputed term or 

I:! condition in writing to the Commissioner lor consideration. \lapco shall not have the right to civil 

13 litigation-type discovery or a civil litigation-type trial with the right to call or cross~xamine 

14 witnesses unless granted by the CommIssioner. after request. Within thiny D~ys after both panies 

15 ~ubmit their arguments and evidence. the Commissioner shall issue a tinding interpreting the 

16 meaning or application oithe disputed word. term. or condition. and shall set torth the basis for the 

17 conclusions. \1apco agrees to accept findings of the Commissioner lUlder this Article that are 

18 reasonable and not arbitrary. 
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ARTICLE XXIV 

2 COUNTERP.\RTS 

2".1 Coumern:lrt5. nlis Agreement may be executed in multiple counterparts. It is 

4 not necessary lor the parties to sign the same cOWlterpart. Each duly executed cOWlterpart shall be 

5 Jeemed to he an original and all executed cOWlterparts taken together shall be considered to be one 

6 and the same instrument. 
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SIG~A Tt:R£S 

2 the State: 

4 Commissioner 
5 Department ofNarural Resources 

8 Mapco Alaska Petrolewn lnc. ~l-\PCO ALASKA PETROLEL'M lnc. 

9 By: ________ _ 

10 lis: 

11 Date _________ _ 

12 

13 \-Iapco Petrolewn Inc. ~t-\PCO PETROLEC\-Ilnc. 

14 By: 

15 Its: 

16 
Date: _________ _ 
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4 

5 

6 

7 

9 

10 

11 

12 

tbe State: 

13 1I-1.~rco Pctln le'lln In<:. 

14 

15 

16 

No. 16 

SIGi"ATllRES 

THE S lATE Of ALASKA 

Commissioner 
Department of :--latural Resoun:f!S 

Date: ________ _ 

MAPCO A LAS "-A 1't:TROLEli:-.1 Inc. 

"Y~~IS 
Its: _ Pru;Jc. .... + 

rJatc: __ 3! ~/ 9') __ _ 

'.tAPeo FlTROI.EUM Inc. 

IlY;4~~ 
Its: V,q.- 'P.-lSo,'k....t 

IJ. 

Dille: ~b.g-----
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AC~O\\1..EDG:\IE:'iT 

4 State of Alaska 
5 5S. 

6 Third Judicial District 
7 

8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

mIS IS TO CERTIFY that on the ~ day of \\')01-( h ,1998. before me. 
appeared John T. Shively. the commissioner. Department of Natural Resources. State of Alaska: that 
John T. Shively executed that document under legal authority and \\ith knowledge of its contents: 
and that this act was pertormed freely and voluntarily upon the premises and for the purposes stated 
in the document. 

Witness my hand and official seal the dJ.y and year in this agreement first above written. 

\.. /J !-t", ,'T/, ! < I. //~ _ L . { I L '... /l _ ,/':--,.,- . 

\iot.1,r\VPublic in and d,i,.A.laska 
\(y c~mmission expIres: ~ .. .'),) .{(j 
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4 
5 
6 ., 
g 
9 

10 
11 
12 
J3 
14 
IS 
IG 
U 

A(;~OWlfo:D(;MENT 

nils IS TO Ct::RlIFY that lm the .ff!.i.... <by or -.tlJ4.£r:.,6 , 19Q8, bcto!'t! m.:. 
:,'pc(U-cd Randy M. Newcomer of Mapco "!uska ')ctroil!um IlIc .• l\nchor,,!.'\!."I:l!;k~ thul 
RO)l'Idy ~l. Newcumer e:<ccuted d\3t docwncnl under lego,t authQlilY ,'IIlU wilh knowled,;c ofits 
t:CI1I\!IlI~; and thlt this ar.t W,I!I perlormed Ii'cdy and volunlarily upon the premises :lnd 1~1r the 
P'trpuSl.:.~ ~Ied in the document 

Wilne.s~ my h;md lind ofiichll ~:11 the dJy .,nd )'t"'dI ill Uris :lLtTeemcnl fir~ <loove wntlen. 

0Lati~~-.::/~ 
N(ltuv Public in and for Old"",,",,, 
rvly commis!;um e:'(p:rc~: J.:.Ll..::.sil£Y2l 
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nils IS TO CERl WV rh;u on \he $#t day of 1l?4rc.J, . 199't b.:lorc nlC. 

:1\.p<.::ucd Randy M. Newcomer of Map.::o PClrolewll Inc .. Tulsa Oklahoma: thot 
R;nldy M. Newcomer elCcculellthat doc l lltumt under legill Ilulllllri!y find with 1c.no ... ·Ie.J~C! (It" its 
~mll\!nl:l: :md tholt this aCI w:t..<; pertomlc.."t.! freely anl1 volunlarily lI('On the premi~s and lor the 
pl.rpo:'lC5 slated in th~ docwnenl. 

WiIOC!i! my hand (\lid officbl sl:al th~ \I:sy and yevo in thls a~ement first anove wri"~rl 

~~~~ 
Nmruy Public in and for bklllholTl:t 
My commission expires: --.!..:.Lf"':-~~Ol 
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APPENDlXA 

SAMPLE CALCULA nONS OF MAPCO'S INVOICE PRICE 

Numbers in these sample calculations of price are illustrative. They do nO[ represent actual 
values that may have existed in the past or are forecasted for the future. 

This appendix illustrates the mechanics of the price calculations and the data sources. Royalty 
Values, before field cost deductions. for the Prudhoe Bay Unit Lessees are taken from either 
columns H or 1 on each Lessee's Monthly Oil Royalty Report Summary. Sample Oil Royalty 
Report Summaries for the Lisburne Participating Area and the Prudhoe Bay Unit Initial 
Participating Areas appear in Appendix A. Attachment 1. Volumes are taken from the 
Production Allocation/Offtake Schedule for the participating areas serviced by the Lisburne 
Production Center and the Royalty and Taxes Due State of Alaska report for the Prudhoe Bay 
Unit Initial Participating Areas. See Appendix A. Attachment 2. A sample calculation using the 
volume and Royalty Value information as originally filed for January 1997 -and a hypothetical 
RIK volume sold to Mapco in February 1997 is shown below. Il is recognized that both royalty 
reporting and operator reporting forms may undergo format changes in the future. Such changes 
will not effect the mechanics of these calculations 

January's Calculated Average Royalty Value: 
= 5607,508.676.79/31.777.362.10 barrels 
= S 19.11766 per barrel (See Appendix A. Anachment 3) 

February's production month invoice price for Sale Oil to Mapco (Mapco's Invoice Price) 
:z January's Royalty Value + [January's Royalty Value x 

Average Fractional Change in the West Coast 
DestinationValue Between January and February 
(See Appendix A. Attachment 4» + S.I 5 

:::I $19.11766 + {SI9.11766 x H>.1367} + S.IS 
:::I $19.11766 - S2.61338 + S.IS 
:II S16.6S428 

Under Article 2.1.5. if invoiced. the Royally Value would be calculated using the royally values 
and production volumes for only the Prudhoe Bay Unit Initial Participating Areas. 

Example I: Production Month Invoice 

Assumptions: 

1. Month is March. 
2. Sale Oil delivered to Mapco in February = 403.000 barrels. 
3. February's production month invoice price as calculated above = $16:65428. 
4. Star.ement of account. with February's production month invoice. sent to Mapco 

on March 3. 
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S. Date February production month invoice payment due to State = March 7 
(statement of account date plus three business days). 

Method for calculating Mapco's production month invoice payment for February deliveries: 

Volume x Mapco's Invoice Price - Production Month Invoice Amount 

403.000 barrels S16.65428 $6,711,674.84 

If payment in fuUis not received by the Stale on or before March 7. interest will accrue on the 
unpaid balance from March 7 through the date payment is received. and alate payment penalty 
will be assessed. 

Note: 

The Lessees are required to submit their royalty repom to the State for Febl:'Uary's production by 
the last day in March. For this reason. the State's production month invoice to Mapco for 
February deliveries will be based on January's Royalty Values ~ adjusted by the average 
fractional change in the West Coast destination values of ARCa. BP. and Exxon. This is an 
interim invoice price and will be adjusted when the State receives more accurate infonnarion 
about the acrual quantity and price for Sale Oil delivered to Mapco in that month. The State may 
adjust the invoice price and/or the acrual quantity of Sale Oil and jnvoice Mapco in the initial 
adjustment invoice submined with the following month's (April) statement of account. 
Subsequent adjustments are likely to follow. 

Example 2: Initial Adjustment Invoice 
Assumptions: 

I. Month is April 
2. Sale Oil delivered to Mapco in February = 403.000 barrels 
3. February's Royalty Value for the Prudhoe Bay Unit = S16.09963 
4. Adjusted Mapco's invoice price for February = S16.09963 + S.lS = S16.24963 
S. Annual interest rate charged member banks for advances by the I til Federal 

Reserve District as of January I is three percent: and seven percent as of April 1. 
Annual rate for contract = I J percent for the first quaner and 12 percent for tbe 
second quarter. 

6. Date of the statement of account that contains the initial adjusuncn~ invoice is 
April L 

7. Date initial adjustment invoice payment is due to the State == April 7. 
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Method for calculating Mapco's initial ~justment invoice amount for February deliveries: 

Volume x Mapco's Invoice Price::: Initial Adjustment Invoice Amou", 

403.000 barrels x 516.24963 per barrel = 56.548.600.89 

Amount previously paid by Mapco for February deliveries (calculated in Example I) 
56 711 674.84 

Overpayment for February deliveries (5163.073.95) 

Number of days between the date the initial adjustment invoice was due on April 7. and the date 
accrued. March 7 = 31 days. The stannory interest rate is converted to a daily rate for these 
calculations. 

Days of interest first quarter 
Days of interest second quarter 

= 24 days 
:;: 7 days 

Interest due first quarter = ($ 163.073.95) x (11 %/365) x 24 days = 
Interest due second quarter = (.$ 163.073.95 - 1.179.49) x (12%/365) x 7 days = 
Total interest due Mapco 
Credit due Mapco against statement of account amount ctued Apnl I 

Example 3: Subsequent Adjwtment Invoice 

(S1.179.49) 
(S37S.011 

(SI.557.50) 
(S 164.63 I .45) 

This adjusttnent is assumed to occur on October 1. after BP's six month true up of transportation 
costs. a reopener for one of the Royalty Settlement Agreements. or for some other reason. 

Assumptions: 

1. Month is October. 
2. Sale Oil delivered to Mapco in February = 403.000 barrels 
3. February's Royalty Value for the Prudhoe Bay Unit:a 516.36706 
4. Adjusted Mapcoprice for February = 516.36706 + S.l 5 = 516.51706 
5. Annual interest rate charged member banks for advances by the 12'" Federal Reserve 

District as of January 1 is three percent: as of April 1. July I. and October 1 is seven 
percent. Atmual rate for contract = II percent for the first quarter and 12 percent for 
the second. third. and fourth quarters. 

6. Dare of starement of account that contains the subsequent adjustment invoice is 
October I. 

7. Date subsequent adjusunent invoice payment is due to the Swe == November 6. 
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Method for calculating Mapco's subsequent adjustment invoice amount {or February deliveries: 

Volume lC Manco's Invoice Price Subsequent Adjustment Invoice t\ID0unt 

403,000 barrels x 516.51706 per barrel $6.656.375.18 

Amount previously paid by Mapco for February deliveries 
(calculated in Example 2) 

Underpayment for February deliveries 

= 56548600.89 

SI07.774.29 

Number of days berween the date the subsequent adjustment invoice payment was due on 
November 6 and the date accrued. March 7 = 244 days. The statutory interest rate is converted to 
a daily rate for these calculations. 

Days of interest in the first quarter (March 7 through Mar 31) = 24 
Days of interest in the second quarter (Aprii 1 through June 30) = 91 
Days of interest in third quarter (July 1 through September 30) = 92 
Days of interest in founh quarter (October 1 through November 6) = 37 
Interest due for first quarter = $ 107,774.29 x (11 %1365) x 24 days = 5779.52 
Interest due for second quarter = (SI07.774.29 + 719.52) x 12%1365 x 91 days = 53.247.69 
Interest due for third quarter = ($107.774.29 + $779.52 + 53.247.69) x 12%1365 x 92 days 

= 53.381.61 
Interest due for founh quarter = (107.774.29 + 5779.52 + 53.247.69 + 53.381.61) x 

12%1365 x 7 days ;II 51401.13 
Total interest due to the Stale on November 6 =$8.809.95 

Subsequent adjustment invoice amount due the State on November 6 =5116.584.24 
; 

If payment in full is not received by the State on or before November 6. additionaJ interest wili 
accrue from November 6 through the date payment is received. and a late payment penaJty will 
be assessed. 
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c.yCI aIllU::fD~:£Q!.S£ 

tOoANA I'1CN 0ECt.c.tu 

~Tmua.nos 

PllJCIUlE 11< 

PlP9.HCA:'!'Afai 

N1.S 

lCltD Clesa.t.CWJ oa. 

C1~1WIE 

No. 16 

E\...~rr A • Attachment 2. page 6 

AACO~N:. 
. PI"» rAl. TRACTOPERATlON 
~ ~TlCN/CFFTAIQi!iOEDl.t..e 

J~fJl 

'9CO exxON 

l 000000 0.000000 0.000000 

20.57S.CO 0.00 0.00 

0.00 000 0.00 

20.575.00 0.00 0.00 

35 •. 00 0.00 0.00 

0.00 0.00 0.00 

20.221.00 0.00 0.00 

rOTa! 

20.S75.CO 

0.00 

lO.57l1.00 

35 •. 00 

0.00 

20.221.00 

C&CI !I:a1Cfa:tr..!l r::a~C:E!II e!.SE~~p. 

l.f.ASE""""""~ 1 000010 O.OOonClO 0000000 

AW:X:J. Tm l.JO.JIOS 20.575 00 0.00 0.00 20.515.00 

"01..CE11< 0.00 0.00 0.00 0.00 

~~NQi 20.515.00 0.00 0.00 20.575.00 

~QJ& U •• OO 0.00 0.00 3$4.00 

u:wJ DE5SA..OAD 011. 0.00 0.00 0.00 0.00 

JUrAl..1YSASIi 20.221.00 0.00 0.00 20.221.00 

acrtN rt..at. 

RO¥'Al..1Y ..... N:J 512..:1. 0.00 0.00 552.:1. 

ROYAl.. TY-tlMIAlUI ...... 0.00 0.00 .5 •.•• 

rorH. ft(JV AI.. T'I 1.0".05 0.00 0.00 1.0H.05 

EIlDIlI· e!lralZDS 

AO'tAl..1Y......., 0.00 0.00 0.00 0.00 

AOYH.TY-IMi1WI 0.00 0.00 0.00 O.GO 

TOTH. ncw .... TY 0.00 0.00 O.GO 0.00 

'PCBre m , 

AtMILrr....., ... r O.GO 0.00 ' .• r 
,.,......1Y~ 'Aa 0.00 0.00 .AI 
Tor .... AOf .... TY 17.ro 0.00 0.00 17.70 
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APPENDIX A - Attachment J 

Calculation of Royalty Value - Prudhoe Bay Unit 
January 1997 

Uaburne Production Center 
Usbume Participating Area 

ARea 
SP Exploration 
Exxon 

Point Mcintyre Participating Area 
ARCa 
SP Exploration 
Exxon 

West Beach Participating Area 
ARea 
SP Exploration 

Nlakuk Participating 
SP Exploration 

West Niakuk Participating Area 
ARCa 
Exxon 

Fll09 
ARea 

Prudhoe aay Inttllll Parttclpatlng Area 
ARCO 
Sp Exptoration 
CMvmn 
Exxon 
~ 
Mobi 
PhIIIpI 
TfUIIICO 

ToIUI 

A~ Royalty Vah ... 

all 
(barrels) 

176,138.00 
88.069.00 

176,138.00 

1.514.824.19 
1.825.326.54 
, .899.334.27 

29.463.50 
29,463.50 

651.808.00 

62.528.00 
62.528.00 

20.575.00 

6.812.97160 
9.731.1>40.80 

159.860.30 
1.700,137.40 

9.111.30 
382.126.20 
384.589.50 
100.129.00 

31.177,362.10 

111 

Royalty 
Value 

$19.500 
$18.120 
$18.730 

$19.500 
$18.120 
$18.730 

$19.500 
$18.730 

$18.120 

519.500 
5115.730 

$19.500 

$19.880 
$18.640 
523.248 
$19.220 
519.880 
$19.539 
$20.690 
518.950 

Product of Volume 
TImes Royalty Value 

$3.434,691.00 
$1.595.810.28 
53,299.064.74 

529.539.071.71 
533.074.916.90 
535.574.530.88 

$574.538.25 
5551.851.36 

511.810.760.96 

51.219.296.00 
51.171.149.44 

$401.212.50 

5135.441.815.41 
SUit .397.184.51 

13.716,432.25 
$148.008.172.83 

$Un.132.64 
17.075.583.82 
$1.543.358.76 
51.891.444.55 

607.508.678.19 

519.11168 



HOUSE AND SENATE JOINT JOURNAL SUPPLEMENT 

No. 16 March 13, 1998 

APPENDIX A - Attachment oS 

Monthly Average Change in ANS West Coast Destination Values 

"Ie Change BP "Ie Change % Change Average 
Production ARCO Previous Exploration Previous Exxon Previous Percentage 
Month Value Month Value Month Value Month Change 

Jan-97 $23.45 -0_21% S23.44 -0_26% $22.86 -O.26~~ -O.24~l. 

Feb-97 $20.27 -13.56% S20.26 ·13.57% $19.69 -13_87~~ -13.67% 
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APPENDIXB 

EXAMPLES OF INTEREST AND LATE PAYMENT PENAL TV 

The following illustrateS the dau: from which interest will accrue and the date that a late payment 
penalty will be assessed, 

January I - 31.1998 - Stale delivers January 1998 Sale Oil. 

February 6, 1998 - State sends Mapco a statement of account that contains the production month 
invoice for January, 

February 11. 1998 - (The dare of the statement of account that contains January's production 
month invoice plus three business days) - Mapco must pay the January production month 
invoice amount in fuJI on or before this date, If Mapco does not pay on this date. interest and a 
late payment penalty will accrue from this date on the unpaid balance until paid in full. 

March 9, 1998 - State sends Mapco the statemem of acCOUnt that contains the initial adjustment 
invoice for January 1998 Sale Oil. Mapco owes the State an additional sum. 

March 12. 1998 - Mapco must pay the initial adjustment invoice amount til full plus mterest 
from February 11. 1998 through the March 12. If Mapco does not pay on or before March 12. 
1998. interest and a late payment penalty will accrue (rom this dare on the unpaid balance until 
paid in full, 

January 11. 1999 - State sends Mapco a subsequent adjustment invoice for Janu::.ry /998 Sale 
Oil, Mapco is entitled to a credit State pays interest from February II, 1998 lhrough J .31luary 
14. 1999. the date the statement of account that contains the subsequem adjustment invoice 
amount is due. 

April 10.2008 - Exxon notifies the State Ihat, due to :l clerical error, it has revised its royalty 
value for January 1998, The revision causes the Royalty Value for January 199810 ch.31lge. 

April 11.2008 - the State sends Mapeo a Slalement of ilCcoum that c:omains:l subsequent 
adjustment invoice for January 1998. Mapco owes the Stale an additional SUM, 

May 11.2008 -Mapc:o must pay the subsequent adjustment invoice amount (or January 1998 
Sale Oil in full plu interest calculated from February i I. 1998 through February II. 2004. If 
Mapco does not pay me subsequent adjustment invoice amount in full on or before May 17. 
2008. interest md a late payment penalty will accrue on the unpaid balance from February II. 
1998 until paid in full. 

November 10. 2008 - The cowt settJes Ii dispute between the TAPS carriers and shippers; 
cmiers are awarded a hiper wiff for January 1998. 

November 28. 2008 - The State sends Mapco a statement of account thaI contains a subsequent 
a.djustmeDt invoice and a State Warrant for the subsequent adjustment invoice amount plus 
inlm'eSL Mapco is entitled to a refund that includes interest calculated. from February II. 1998 
through November 28, 2008, 
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TilE ALASKA nOYALTY OIL ANO GAS OEVELOI'l\-lENT AOVISORY 
DOAno 

Resolution 98·1 

No. 16 

On January 30, 1998, the COlllmissioner of Natural Re~ources provided the Alaska 
Royalty Oil and Gas Development Advisory Board ("Board") with the Preliminary 
finding and Determination to Sell Royalty Oil to Mapeo Alaska Petroleum Inc. dated 
January 30, 1998 ("Finding") and a copy of the proposed Agreement for the Sale and 
Purchase of State Royalty Oil to Mapco Alaska Petroleum Inc ("Contract"). Under the 
Contract, the Department of Natural Resources will sell approximately 28,000 barrels per 
dny of Prudhoe Dny Unit royalty oil to Mapco for five years. Mapco will process the oil 
in its refinery in North Pole, Alaska. 

The Contract was negotiated between representatives of the Division of Oil and Gas and 
Mapco over the past four months. 011 January 30, 1998, the division published the 
Finding, the Contract and gave public notice that the Board would review the Contract at 
a public hearing on February 17, 1998. 

On February 17, the Board met to discuss the Contract and take public comments. 
Representatives from the division, representatives of Mapco, and members of the public 
attended the meeting. A presentation from division staff about the proposed sale and 
contract was given to the Board. Afler review nnd consideration of the information 
presented. public comment, Dnd the criteria of AS 38.06.070, the Board approved the 
proposed sale and recommended the proposed contract be approved by the legislature. 

Ua~ed on the Board's review of the Contract, the COll1missioner's Finding, lind the 
information presented at its public hearing, the Board is of the opinion that the proposed 
dispo~ition of Prudhoe Bay Unit royalty oil to Mapco is consistent with AS 38.06.070 
and AS 38.05.183. 111 report to the legislature, the Board adopts the Commissioner's 
rinding by reference, and recommends that the Twentieth Alasb Slate Legislature 
Clrrrove Ihe Agreelllent (or Ihe Sale and Purchase of Stale Royalty Oil to r .. tapco Alaska 
Petroleum Inc. 

Lynn I\leshire Date 

\.::::1,{-:-; 'A:;f-,(:':'~A 
thomas Cook 

:z .. I 7--?$ 
Dale 

(jt~-on-dO-Il-L_~...:-....::..--=---",t-t/--"/~-,--,q'-eJ' 
~L~dL d/L~/qfC .~ 

Oecky I~" Dcbornh D. SCd~~JOhll Shively ate 
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