


.JH B SK ea

SENATE

■/ 5/26/78 FURTHER: FINANCE

D a t e :

Mr. P r e s i d e n t
/

T h e  C o m m i t t e e  o n  R E S O U R C E S  h a s  h a d  IiCR 1 3 0

s a l e  o f  r o y a l t y  o i l  to E a r t h  R e s o u r c e s  C o m p a n y  o f  A l a s k a

u n d e r  c o n s i d e r a t i o n  a n d  (a m a j o r i t y  o f  t h e  c o m m i t t e e )  (the c o m m i t t e e  

r e p o r t s  it b a c k  as f o l l o w s )

( ) r e c o m m e n d s  it do p a s s  ( ) r e c o m m e n d s  it do n o t  p a s s

( ) r e c o m m e n d s  it do p a s s  w i t h  a t t a c h e d  a m e n d m e n t ( s )

( ) r e c o m m e n d s  it b e  r e p l a c e d  w i t h  CS for

a n d _______________________________________( ) n e w  t i t l e  ( ) sa m e  t i t l e

( ) A N D  a t t a c h e s  a L e t t e r  of  I n t e n t  ( ) N e w  F i s c a l  N o t e

( ) r e p o r t s  it b a c k  w i t h o u t  r e c o m m e n d a t i o n  

( ) a n d  r e c o m m e n d s  it b e  r e f e r r e d  to the C o m m i t t e e

M E M B E R S  S I G N I N G  D O  PASS:

 i____________________________

O T H E R  R E C O M M E N D A T I O N S

/' / v  , ~ ,-vv--------- -

t / / /  O K

v

S 60 ( r e v .  6 /7 7 )
Chairman

AG
O 

7
8
5
7
2
2



JITH FIOGR. &A  Tf C ttC Z SU X l FDUGX 8 -  JZZ&V £*11

H r ,  L .  F _  D e L o n g

N o r  til P o l *  R e f i n i n g

P .  0 .  B o x  5 0 2 8

N o r t h  P o l e ,  A l a s k a  9 9 7 0 5

M a y  1 7 ,  1 9 7 8

D e a r  H r *  D e i o n g j
• t

D u r i n g  l e g i s l a t i v e  h e a r i n g ' s  o n  t h e  c o n t r a c t  b e t w e e n  t h e  

S t a t e  a n d  E a r t h  R e s o u r c e s  C o m p a n y  o f  A l a s k a  a  q u e s t i o n  

;;as r a i s e d  c o n c e r n i n g  t h e  r e l a t i o n s h i p  b e t w e e n  N o r t h  

P o l e ’s r i g h t  t o  t a k o - r o y a l t y  o i l  f r o m  l e a s e s  o t h e r  t h a n  

F r u d h o e  B a y  a n d  t h e  s i m i l a r  p r o v i s i o n  i n  t h e  A l p e t c o  

c o n t r a c t -  I  r e s p o n d e d  t h a t  t h e r e  w a s  n o  c O a f l i c e  b-eciausc 

N o r t h  P o l e ’s  r i g h t  w a s  o n l y  t o  u n o b l i g a t e d  o i l *  H o w e v e r ,  

u p o n  r e v i e w i n g  t A e  e x e c u t e d  d r a f t  o f  t h e  A g r e e m e n t  I  n o t e d  

t h a t  s u c h  l a n g u a g e  w a s  m i s s i n g  f r o m  A r t i c l e  2 . 1 * 2 *

I ,  t h e r e f o r e ,  c h e c k e d  e a r l i e r  d r a f t s  o f  t h e  A g r e e m e n t .  I n  

t h e  H a r c h  1 6 ,  1 9 7 8 ,  d r a f t  t h e  w o r d s  “i f  s u c h  o i l  i s  a v a i l ­

a b l e  a n d  u n o b l i g a t e d . " C o n c l u d e  t h e  f i r s t  s e n t e n c e  o f  

A r t i c l e  2 . 1 . 2 .  T h e s e  w o r d s  a r e  d r o p p e d  i n  t h e  H a r c h  2 7 ,  

1 9 7 8 ,  d r a f t ,  h o w e v e r ,  n y  w o r k i n g  c o p y  o f  t h a t  d r a f t  c o n ­

t a i n s  a  p e n n e d  n o t a t i o n  t h a t  t h o s e - w o r d s  a r e  m i s s i n g  a n d  

s h o u l d  b e  a d d e d .

I  h a v e  d i 3 C U 3 s & d  t h i s  o m i s s i o n  w i t h  H r .  S i l i d e s  a n d  h e  

c o n c u r s  w i t h  res t h a t  t h e  o m i s s i o n  i s  a n  o v e r s i g h t  w h i c h  

o c c u r r e d  d u r i n g  p r e p a r a t i o n  o f  t h e  f i n a l  c o p y  f o r  e x e c u t i o n *  

T h e  f i n a l  e x e c u t e d  c o n t r a c t  t h e r e f o r *  s h o u l d  c o n t a i n  t h e  

w o r d s  " i f  s u c h  O i l  i s  a v a i l a b l e  a n d  u n o b l i g a t e d ** a t  t h e  

e n d  o f  t h e  f i r s t  s e n t e n c e  i n  A r t i c l e  2 * 1 - 2 .

I n  o r d e r  t o  a f f i r m  t h i s  c o r r e c t i o n ,  I  a m  a s k i n g  t h a t  y o u  
s i g n  t h i s  l e t t e r  a n d  r e t u r n  it- t o  m e .

F r e d e r i c k  H. B o . u e s S

D e p u t y  C o m m i s s i o n e r " ' —

1 c o n c u r  t h a t  A r t i c l e  2 . 1 . 2  s h o u l d  c o n t a i n  t h e  i n c l u s i o n  

d i s c u s s e d  i n  t h i s  l e r t e r .
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GEORGE C. SILIDES, ENGINEERING ASSOCIATES

P . O . B O X  7A6 — F A IR B A N K S .  A L A S K A  9 9 7 0 7

C O N S U L T I N G  E N G I N E E R S P L A N N E R S S U R V E Y O R S

M r .  L.F. D e L o n g ,  President M a y  19, 1978

N o r t h  Pole Refinery 

P o s t  Office Box 5 0 2 8  

N o r t h  Pole, A l a s k a  9 9 7 0 5

D e a r  M r .  D e L o n g ,

Reference is m a d e  to D e p u t y  C o m m i s s i o n e r  Fred B o n e s  s' letter to y o u  

d a t e d  M a y  17, 1 9 7 8  regarding a n  o m i s s i o n  in the final draft of the North Pole 

Refinery - State of A l a s k a  A g r e e m e n t  for the p u r c h a s e  of royalty oil.

H e  is correct in s a y i n g  that the w o r d s  "if s u c h  oil is available a n d  

un o b l igated" w e r e  in the M a r c h  .16, 1978 draft w h i c h  w a s  a p p r o v e d  b y  both p a r­

ties for presentation to the Royalty Oil Board o n  that date.

T h e  request for reinsertion of the w o r d s  is technically in order since their 

o m i s s i o n  w a s  inadvertent. A s  a practical matter, N P R  o b v i o u s l y  c a n n o t  n o m i n a t e  

oil the State d o e s  not h a v e ,  nor is there anything in yo u r  A g r e e m e n t  that inter­

feres wi t h  the State's right to sell oil from the other l e a s e s  for in-state u s e  to 

other refiners. This is in contrast to the A L P E T C O  contract w h i c h  dedicates 

oil to their exclusive use.

T h e  basis of y o u r  A g r e e m e n t  is in-state use, a n d  the recent actions of the 

Legislature confirms their total support to this con c e p t .  O b v i o u s l y ,  y o u  c a n n o t  

o b j e c t  to the sale of royalty oil to others for in-state u s e .  But it is a certainty, 

h o w e v e r ,  that y o u  w o u l d  i n v o k e  all of the e l e m e n t s  of A S  3 8 . 0 5 .  183 if royalty 

oil w e r e  in a n y  w a y  b e i n g  exported during a n e e d  for that oil to satisfy the local 

p r o d u c t  mark e t  n e e d .

Therefore, since the c h a n c e  opportunity h a s  b e e n  g i v e n  to both parties to 

fully clarify the situation, I r e c o m m e n d  that the correction should read "if s u c h  

oil is available a n d  u n o b l igated to in-state u s e "  a n d  that M r .  Boness' letter be 

redrafted to reflect the a d d e d  clarifying clause.

Ve r y  truly yours

C C :

M r .  Frederick B o n e s s

D e o u t y  C o m m i s s i o n e r ,  D e p t ,  of Nat. R e s o u r c e s
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M E M O R A N D U M

F R O M :  G e o r g e  C .  Silides, P.E.

S U B J E C T :  S u m m a r y  —  Salient features of North Pole Refinery

Royalty Oil contract.

TO: Senator Mike Colletta M a y  15, 1978

1. T h e  crude oil is to provide a n  assured supply to a n  existing 

facility serving the Fairbanks North Star B o rough a n d  Interior Alaska.

2. A n y  a n d  all royalty oil p u r c h a s e d  under this A g r e e m e n t  shall 

b e  p r o c e s s e d  at Purchaser's refinery at North Pole, Alaska.

3. Purchaser is obligated to b u y  a m i n i m u m  of 5 0 0 0  barrels/day.

4. M a x i m u m  quantity m a y  not e x c e e d  3 5 , 0 0 0  barrels/day from 

all sources c o m b i n e d .

5. Chief source of supply is the leases of the present P r u d h o e  

B a y  Unit A g r e e m e n t  (Exhibit "A").

6. If the present leases c a n n o t  supply the required v o l u m e s ,  

North Pole Refinery m a y  p u rchase royalty oil from ether leases, provided that, 

firstly, N P R  is u n able to b u y  the n e e d e d  oil from the producers; secondly, that 

the oil has not not b e e n  earlier obligated b y  the State; a n d  thirdly, the additi­

onal oil is required to fulfill contract obligations in supplying the local market. 

N P R  is not guaranteed that additional oil will b e  available at the time of nee d .  

Please note this very distinct difference with the A L P E T C O  contract.

7. Price is the s a m e  as if the State h a d  taken its oil in value. N P R  

is also obligated for a n y  additional costs w h i c h  m a y  be legally incurred b e c a u s e  

of taking in kind, s u c h  as cleaning a n d  dehydrating. (Presently under litigation 

b y  the State with producers)

8. N P R  takes delivery at the L e a s e  a n d  is responsible for the 

transportation of the oil.

9. P a y m e n t  is monthly.

10. Security acceptable to the State m u s t  be provided.

11. N P R  is responsible for disposing of all oil n o m i n a t e d .  State is 

protected in the event of force majeure at N P R .  State m u s t  m a k e  g o o d  faith effort 

to relieve N P R  in the event of force maioure.

- 1 -
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N P R

M a y  15, 1978

1 2 . Contract m a y  be terminated b y  the State u p o n  default of 

contract provisions b y  N P R .

1 3 . N P R  m a y  terminate u p o n  giving eight (8) m o n t h s  notice.

14. B y  a d v a n c e  a g r e e m e n t  the supplier/purchaser relationship 

e n d s  u p o n  termination. This has b e e n  g i ven O K  b y  the FEA.

15. Contract m a y  be a m e n d e d  b e t w e e n  the parties, subject to 

approval b y  the Royalty Board a n d  the Legislature, for e a c h  a m e n d m e n t .

,?•
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E a r t h  R e s o u r c e s  C o m p a n y  ( N o r t h  P o l e  R e f i n i n g )  o w n s  a n d  o p e r a t e s  

a 2 2 , 6 0 0  b a r r e l s  p e r  c a l e n d a r  d a y  r e f i n e r y  a t  N o r t h  P o l e ,  A l a s k a .  
T h e y  a r e  c u r r e n t l y  r u n n i n g  a p p r o x i m a t e l y  2 0 , 0 0 0  b a r r e l s  p e r  d a y  
o f  N o r t h  S l o p e  c r u d e  a n d  p r o d u c i n g  a p p r o x i m a t e l y  8 , 5 0 0  b a r r e l s  

p e r  d a y  o f  r e f i n e d  p r o d u c t s  f o r  t h e  F a i r b a n k s  a r e a  m a r k e t .  T h e  

r e m a i n i n g  r e s i d u a l  o i l  is r e t u r n e d  t o  t h e  T A P  l i n e .  T h e  p r o d u c t s  
p r o d u c e d  a r e  J e t  F u e l ,  A r c t i c  D i e s e l ,  #1 a n d  #2 F u e l  O i l ,  a n d  

I n d u s t r i a l  T u r b i n e  F u e l .

T h i s  c o m p a n y  h a s  b e e n  p u r c h a s i n g  c r u d e  o i l  f r o m  t h e  P r u d h o e  B a y  

p r o d u c e r s  ( E xxon, A r c o ,  S o h i o  a n d  o t h e r s )  s i n c e  t h e  s t a r t  o f  t h e  

r e f i n e r y .  T h e y  d e s i r e  t o  p u r c h a s e  r o y a l t y  o i l  t o  s u p p l e m e n t  
t h e i r  c u r r e n t  p u r c h a s e s  a n d  to a c q u i r e  a s e c u r e  l o n g - t e r m  s o u r c e  

o f  s u p p l y .

T h i s  s a l e s  a g r e e m e n t  p r o v i d e s  t h a t  N P R  m a y  p u r c h a s e  u p  t o  1 5 %  

o f  t h e  r o y a l t y  o i l  f r o m  P r u d h o e  B a y  p l u s  a d d i t i o n a l  q u a n t i t i e s  
w h i c h  a r e  u n o b l i g a t e d  a n d  a v a i l a b l e  f r o m  P r u d h o e  B a y  o r  o t h e r  
l e a s e s  b u t  n o t  t o  e x c e e d  a t o t a l  o f  3 5 , 0 0 0  B P D . S h o u l d  NPR. n o t  
p u r c h a s e  a m i n i m u m  o f  5 , 0 0 0  B P D  f o r  t h r e e  c o n s e c u t i v e  m o n t h s ,  

t h e  S t a t e  m a y  c a n c e l  t h e  A g r e e m e n t .

A s  y o u  k n o w ,  N P R  r e t u r n s  t o  t h e  p i p e l i n e  p o r t i o n s  o f  t h e  c r u d e  
o i l  t h a t  a r e  n o t  m a r k e t e d .  T h e y  h a v e  a l s o  a g r e e d  t o  s e l l  t h i s  

r e t u r n  o i l  t o  o t h e r  r o y a l t y  o i l  p u r c h a s e s  o n  f a i r  a n d  r e a s o n a b l e  

t e r m s .

T h e  p r i c e  t h a t  N P R  s h a l l  p a y  f o r  t h i s  o i l  is e q u a l  t o  t h e  a m o u n t  

t h e  S t a t e  w o u l d  h a v e  r e c e i v e d  h a d  t h e  r o y a l t y  o i l  b e e n  t a k e n  
i n - v a l u e .  T h e  p r i c e  t e r m  is t h e  s a m e  as i n c l u d e d  i n  t h e  A l p e t c o  

c o n t r a c t .

T h e  P o i n t  o f  D e l i v e r y ,  P a s s a g e  o f  T i t l e ,  a n d  R e r ^ o n s i b i l i t y  

p a s s e s  f r o m  t h e  S t a t e  to N P R  a t  t h e  s a m e  p o i n t  t h e  S t a t e  t a k e s  
d e l i v e r y .  (Th i s  w i l l  b e  P u m p  S t a t i o n  #1.)

T h e  S t a t e  m u s t  p r o v i d e  c r u d e  o i l  f o r  p i p e l i n e  f i l l  f o r  N P R  t o  

f u l f i l l  N P R ' s  t a r i f f  o b l i g a t i o n .  T h e  S t a t e  w i l l  r e c e i v e  p a y m e n t  
f o r  t h i s  q u a n t i t y  o f  c r u d e  o i l  u p o n  t e r m i n a t i o n  o f  t h e  A g r e e m e n t .

N P R  h a s  a g r e e d  t o  p r o c e s s  a l l  r o y a l t y  o i l  p u r c h a s e d  a t  t h e i r  

N o r t h  P o l e  r e f i n e r y  e x c e p t  i n  a f o r c e  m a j e u r e  s i t u a t i o n  o r  i f  
N P R  d e s i r e s  to t r a d e  o r  e x c h a n g e  t h i s  c r u d e  f o r  o t h e r  A l a s k a n  

c r u d e  o r  p r o d u c t s .  S h o u l d  N P R  d e s i r e  to e x p o r t  p r o d u c t s  p r o ­

d u c e d  f r o m  t h e  S t a t e ,  t h e y  a g r e e  to f i r s t  c o n s u l t  w i t h  t h e  
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  t o  i n s u r e  t h a t  s u c h  p r o d u c t s  
a r e  s u r p l u s  t o  t h e  S t a t e ' s  n e e d s .
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T h e  t e r m  o f  t h e  A g r e e m e n t  is f o r  25 y e a r s  o r  u n t i l  t h e  y e a r  2 0 0 3 .  

N P R  m a y  t e r m i n a t e  t h e  A g r e e m e n t  o n  e i g h t  m o n t h s  n o t i c e .  T h e  S t a t  

m a y  t e r m i n a t e  if N P R  d e f a u l t s  u n d e r  t e r m s  o f  t h e  A g r e e m e n t .

T o  s e c u r e  p a y m e n t  f o r  c r u d e  p u r c h a s e d  b y  N P R ,  t h e  S t a t e  w i l l  
r e c e i v e  e i t h e r  p u r c h a s e  m o n e y  s e c u r i t y  i n t e r e s t  i n  a l l  o i l  

d e l i v e r e d  a n d  p r o d u c t s  p r o d u c e d ,  o r  a l e t t e r  o f  c r e d i t  w i l l  

b e  p r o v i d e d  b y  N P R .

T h e  p r o v i s i o n s  r e l a t i n g  t o  E q u a l  O p p o r t u n i t y  E m p l o y m e n t ,  L o c a l  

H i r e ,  a n d  O i l  S p i l l  a r e  t h e  s a m e  a s  t h e  A l p e t c o  c o n t r a c t .
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