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MEMBERS PRESENT

S e n a t o r  F a h r e n k a mp  R e p r e s e n t a t i v e  H a l f o r d
S e n a t o r  Gi l ma n  R e p r e s e n t a t i v e  G o t t e n
S e n a t o r  F i s c h e r  R e p r e s e n t a t i v e  R a n d o l p h
S e n a t o r  Mul e  ah v R e p r e s e n t a t i v e  R o g e r s
S e n a t o r  S t u r g u l e w s k i  R e p r e s e n t a t i v e  F a n n i n g

Hea r i n g : P r e s e n t a t i o n  b y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,
t h e  A l a s k a  R o y a l t y  O i l  and Gas D e v e l o p m e n t  A d v i s o r y  B o - r d ,
D o y o n ,  L t d , ,  a nd T e s o r o  A l a s k a  P e t r o l e u m  C o . ,  on t h e
p r o p o s e d  A l a s k a  r o y a l t y  o i l  c o n t r a c t s .

The m e e t i n g  was  c a l l e d  t o  o r d e r  b y  Re p .  H a l f o r d ,  C h a i r m a n .

D i c k  L y o n , C h a i r m a n ,  A l a s k a  R o y a l t y  O i l  a nd Gas  D e v e l o p m e n t  A d v i s o r y  
B o a r d ,  p r e s e n t e d  t wo r e s o l u t i o n s  p a s s e d  by  t h e  B o a r d ,  r e c o m m e n d i n g  
t h a t  t h e  L e g i s l a t u r e  a p p r o v e  t h e  T e s o r o  c o n t r a c t ,  and d i s a p p r o v e  t h e  
Do y o n  c o n t r a c t .  Mr.  Ly o n  s t a t e d  t h a t  t h e  f u n c t i o n  o f  t h e  Bo a r d  wa s  
t o  make t h e  e x t e n s i v e  c o n t r a c t  n e g o t i a t i o n s  a s  p u b l i c  a s  p o s s i b l e  
w h i l e  s t i l l  h o l d i n g  p r i v a t e  n e g o t i a t i o n s .  The c o n c l u s i o n s  o f  b o t h  
r e s o l u t i o n s  w e r e  r e a d  i n t o  t h e  r e c o r d .

Jo hn Ka r. z , C o m m i s s i o n e r ,  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  p r e s e n t e d  
t h e  T e s o r o  c o n t r a c t  f o r  a p p r o v a l ,  w i t h  t h e  f u l l  s u p p o r t  o f  t h e  
a d m i n i s t r a t i o n .  The C o m m i s s i o n e r  s t a r e d  t h a t  t h e  D e p a r t m e n t  a g r e e s  
w i t h  B o a r d ' s  r e c o m m e n d a t i o n  or  t h e  Do y o n  c o n t r a c t ,  w h i l e  d i s a g r e e i n g  
w i t h  o n e  o f  t h e i r  p r e m i s e s  f o r  t h e  r e c o m m e n d a t i o n .

Mr.  Ka t z  o u t l i n e d  t h e  p r o c e d u r a l  c r i t e r i a  u s e d  by  t h e  D e p a r t m e n t  
i n  i t s  c o n t r a c t  n e g o t i a t i o n s :  t h a t  t h e  d e c i s i o n s  mu s t  be  f a i r
and b e  p e r c e i v e d  t o  be  f a i r  b y  a l l  p a r t i c i p a n t s  a nd t h e  p u b l i c ;  t h a t  
t h e r e  s h o u l d  be  an e f f o r t  t o  i n s t i t u t i o n a l i z e  t h e  r o y a l t y  o i l  a nd 
g a s  d e c i s i o n - m a k i n g  p r o c e s s ;  t h a t  t h e r e  s h o u l d  j e  a c l e a r  p a p e r  t r a i l  < 
d o c u m e n t i n g  t h e  d e c i s i o n - m a k i n g  p r o c e s s ;  t h a t  t h e  p r o c e s s  s h o u l d
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i n c r e a s e  t h e  k n o w l e d g e  o f  a t a t e  r o y a l t y  o i l  a nd  g a s  d e c i s i o n  m a k e r s ;  
t h a t  t h e  s t a n d a r d  f o r m  f o r  r o y a l t y  o i l  and g a s  c o n t r a c t s  s h o u l d  b e  
i m p r o v e d ;  t h a t  t h e  D e p a r t m e n t  s h o u l d  i m p r o v e  i t s  w o r k i n g  r e l a t i o n s h i p  
w i t h  t b '  B o a r d .

Th e  c u l m i n a t i o n  o f  t h e  e f f o r t  wa s  a v e r y  t o u g h ,  w o r k a b l e  c o n t r a c t  f o r m 
and t h e  f i n d i n g s  d o c u m e n t .

C o m m i s i o n e r  Ka t z  t e s t i f i e d  t h a t  wh e n  he  c a me  o n - b o a r d ,  t h e  D e p a r t m e n t  
r e v i s e d  t h e  p e n d i n g  s o l i c i t a t i o n  t o  r e f l e c t  t h e  i n - s t a t e  p r e f e r e n c e  
i n  t h e  s t a t u t e s .  T h e y  r e c e i v e d  29 r e s p o n s e s .  I n a w i n n o w i n g  p r o c e s s ,  
t h e y  me t  w i t h  a l l  r e s p o n d e n t s  who w a n t e d  t o ,  made  a s e r i e s  o f  f i n d i n g s ,  
a nd  a l l o w e d  r e j e c t e d  r e s p o n d e n t s  a c h a n c e  t o  r e f u t e  t h e  D e p a r t m e n t ' s  
c o n c l u s i o n s .  T h e y  c o n t i n u e d  n e g o t i a t i o n s  w i t h  8 o r  9 s e r i o u s  p r o p o s a l s .

Mr.  Ka t z  r e v i e w e d  t h e  p o l i c i e s  a p p l i e d  i n  t h e  n e g o t i a t i o n s :

1) a c l e a r - - b u t  n o t  a b s o l u t e  —  p r e f e r e n c e  f o r  i n - s t a t e  t a k i n g  o f
r o y a l t y  o i l  and g a s ;

2) p a r i t y  b e t w e e n  a l l  p a r t i e s  i n  t e r m s  o f  m a j o r  c o n t r a c t  c o n d i t i o n s ;
3) a d o p t i n g  a w i e g h t e d  a v e r a g e  f i e l d  p r i c i n g  s y s t e m  f o r  t h e  N o r t h  

S l o p e ,  w i t h  c o n t r a c t u a l  a d j u s t m e n t s  p e n d i n g  t h e  r e s u l t  o f  t h e  
A me r a d a  He s s  l i t i g a t i o n ,  w i t h  3% a b o v e  t h e  h i g h e r  o f  t h e  s t a t e  
t r e a s u r y  r a t e  o r  t h e  p r i m t  r a t e  t o  be  p a i d ;

4;  a t w e l v e  y e a r  t e r m ;
5) r e t a i n  a s i g n i f i c a n t  u n c o m m i t t e d  v o l u m e  f o r  f u t u r e  o p t i o n s ;
6) e s t a b l i s h  an o p t i o n  f e e  t o  be p a i d  on c o n t r a c t u a l l y  c o m m i t t e d  o i l

n o t  t a k e n  b y  t h e  p r o c e s s o r ;
7) no i n t e r i m  t a k i n g - - n o  s t a t e  o i l  t o  f i n a n c e  a p r o j e c t  t h a t  w o u l d n ' t  

b e  o t h e r w i s e  f i n a n c a b l e ;
8) t h e  s t a t e  i s  w i l l i n g  t o  b e  t h e  100% s u p p l i e r  o f  r o y a l t y  o i l  t o  

i n - s t a t e  p r o c e s s o r s ,  t o  p r o v i d e  a s e c u r e  b a s e  f o r  o p e r a t i o n s  and 
f u t u r e  e x p a n s i o n ;

9) r e t u r n  o i . l - - o i l  t h a t  i s  l e f t  a t  t h e  e n d  o f  t h e  r e f i n i n g  p r o c e s s  —
r e q u i r e s  t h e  p a y m e n t  o f  a q u a l i t y  p e n a l t y  i f  p u t  b a c h  i n  t h e
t r a n s  A l a s k a  p i p e l i n e  f o r  d o w n s t r e a m  u s e ;

10) a t t e m p t e d  t o  g a i n  c o n c e s s i o n s  f o r  r u r a l  A l a s k a ;
11)  a t t e m p t  t o  u s e  r o y a l t y  o i l  t o  c o m p l e m e n t  c o a l  d e v e l o p m e n t  

t h r o u g h  t h e  d e v e l o p m e n t  o f  p e t r o c o k e .
12) t h e r e  i s  a d e f i n i t e  n e g a t i v e  i m p a c t  on i n - v a l u e  p r i c e  and 

s e v e r a n c e  t a x e s  f r o m A l a s k a n  o i l  d u e  t o  d i s p l a c e m e n t  o f
w e s t  c o a s t  o i l ,  t h a t  c o u l d  a mo u n t  t o  $10 m i l l i o n  p e r  y e a r ,
a s  a r o u g h  e s t i m a t e ,  b u t  t h a t  t h i s  p o s s i b l e  l o s s  t o  t h e  s t a t e  
i s  o u t w e i g h e d  by  o t h e r  b e n e f i t s ;

13) r o y a l t y  o i l  s h o u l d  n o t  b e  u s e d  a s  l e v e r a g e  t o  e n t e r  i n t o  o t h e r  
t h a n  t h e  p e t r o l e u m  m a r k e t ;

14) a l l  c o n t r a c t s  s h o u l d  h a v e  a d e q u a t e  s e c u r i t y .
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C o m m i s s i o n e r  Ka t z  made  t h e  f o l l o w i n g  o b s e r v a t i o n s :
1) t h a t  t h e  D e p a r t m e n t  wa s  n e g o t i a t i n g  t h e  c o n t r a c t s  a t  a t i m e  wh e n  

t h e i r  l e v e r a g e  f o r  n e g o t i a t i o n  c o u l d n ' t  h a v e  b e e n  w o r s e ;  t h e r e
i s  an o v e r s u p p l y  o f  o i l ,  a nd p o t e n t i a l  p u r c h a s e r s  h a v e  a l t e r n a t i v e  
s o u r c e s  o. '  s u p p l y ;  h o w e v e r ,  t h e  s t a t e  h a d  a r a t i s f a c t o r y  a l t e r n a t i v e  
i n  t h a t  t h e  s t a t e  c o u l d  l e t  t h e  p r o d u c e r s  t a k e  t h e  o i l  i n - v a l u e  
and s e l l  i t  f o r  t h e  s t a t e ;  t h e  p r o d u c e r s  a r e  t h e  b e s t  l o n g - t e r m  
m a r k e t e r s  o f  A l a s k a n  c r u d e  o i l ;

2) i n  s o me  s i t u a t i o n s  i t  w o u l d  b e  t o  t h e  s t a t e ' s  a d v a n t a g e  t o  o f f e r  
r o y a l t y  o i l  f o r  p u r c h a s e  b y  c o m p e t i t i v e  a u c t i o n ,  b u t  t wo  f a c t o r s  
w o r k  a g a i n s t  i t ;  f i r s t ,  a u c t i o n e d  o i l  w o u l d  d i s p l a c e  w e s t  c o a s t  
o i l ,  w i t h  a i g a t i v e  e f f e c t  on i n - v a l u e  a nd w e l l - h e a d  p r i c e ;  
s e c o n d ,  w h i l e  t h e  s t a t e  d i d  w e l l  i n  s o me  c o m p e t i t i v e  s o l i c i t a t i o n s  
l a s t  s u mme r ,  o i l  p r o d u c e r s  a r e  s t i l l  t h e  b e s t  l o n g - t e r m  m a r k e t e r s  
o f  o i l .

C o m m i s s i o n e r  Ka t z  s u m m a r i z e d  t h e  c u r r e n t  s t a t u s  o f  t h e  c o n t r a c t  
n e g o t i a t i o n s .  T h e r e  a r e  f i v e  c o n t r a c t s  s t i l l  p e n d i n g .  The  T e s o r o  
c o n t r a c t  i s  r e c o m m e n d e d  f o r  a p p r o v a l .  The Do y o n  c o n t r a c t  w i l l  be  
r e c o mm e n d e d  f o r  a p p r o v a l  i f  t h e y  c a n  h a v e  t h e  f i n a n c i n g  i n  p l a c e  
i n  a f e w  v e e k s .  T h e r e  a r e  t h r e e  o t h e r  g o o d  p o s i b i l i t i e s  b e i n g  
n e g o t i a t e d ,  w i t h  C h e v r o n ,  P r o v i d e n t  O i l ,  and S u n e e l .  T h e r e  a r e  
a n u mb e r  o f  q u e s t i o n s  t o  b e  a n s w e r e d  o n t h e  P r o v i d e n t  a nd S u n e e l  
c o n t r a c t  p r o p o s a l s .  The s t a t e  i n t e n d s  t o  c o mmi t  i t s e l f  t o  a 
w r i t t e n  p r o c e s s  t o  a d d r e a s  t h e s e  q u e s t i o n s ,  p r e p a r a t o r y  t o  f u r t h e r  
c o n t r a c t u a l  n e g o t i a t i o n s .

Bob M a y n a r d , A s s i s t a n t  A l a s k a  A t t o r n e y  G e n e r a l ,  a d d r e s s e d  t h e  
i s s u e  o f  p r i c i n g  s y s t e m s .  The  " e x h i b i t  B"  p u r c h a s i n g  s y s t e m  
a t t a c h e d  t o  t h e  A 1 p e t c o c o n t r a c t  p r e s e n t s  a r e g r e t t a b l e  p o s i t i o n  
w i t h  r e s p e c t  t o  t h e  A me r a d a  He s s  l i t i g a t i o n ,  r e q u i r i n g  t h e  p u r c h a s e r  
t o  p a y  t h e  h i g h e r  o f  e i t h e r  t h e  p r i . e  r e p o r t e d  t o  t h e  s t a t e  b y  t h e  
p r o d u c e r ,  o r  t h e  a v e r a g e  o f  a l l  o t h e r  p r o d u c e r  p r i c e s ,  r e s u l t i n g  
i n  a t e r m h i g h e r  t h a n  t h e  w e i g h t e d  a v e r a g e  p r i c e  b u t  l o w e r  t h a n  
t h e  h i g h e s t  p r i c e .

The  b a s i c  d i f f e r e n c e  b e t w e e n  t h e  e x h i b i t  B p r i c i n g  a nd t h e  s y s t e m  
u s e d  i n  t h e  p r o p o s e d  T e s o r o  c o n t r a c t  i s  t h a t  by  t h e  e x h i b i t  B s y s t e m ,  
A l p e t c o  p a i d  t h e  s t a t e  a s  i f  t h e  s t a t e  had won t h e  l a w s u i t ,  and 
A l a s k a  w i l l  h a v e  t o  p a y  t h e m b a c k  i f  t h e  c a s e  i s  l o s t  ; T e s o r o  w i l l  
p a y  t h e  s t a t e  a s  i f  t h e  s t a t e  had l o s t  t h e  l a w s u i t ,  a nd p a y  t h e  s t a t e  
t h e  d i f f e i e n c e  s h o u l d  t h e  s t a t e  w i n .

C o m m i s s i o n e r  K a t z , i n  r e s p o n s e  t o  a q u e s t i o n  f r c  S e n a t o r  F i s c h e r ,  
a d d r e s s e d  t h e  i s s u e  o f  a l t e r n a t i v e  p r i c i n g  s y s t e m s .  T h e r e  a r e  n e g a t i v e  
i m p a c t s  on s t a t e  r e v e n u e s  b y  u s i n g  t h e  w e i g h t e d  a v e r a g e  f i e l d  p r i c e ,  
b u t  t h e  c o n t r a c t u a l  a d j u s t m e n t s  p e n d i n g  r e s o l u t i o n  o f  t h e  A me r a d a  
He s s  l i t i g a t i o n ,  w i t h  t h e  3% a b o v e  p r i m e  a s p e c t  w i l l  r e c a p t u r e  t h e  
d i f  f e r e n c e .

A l l  p r i c i n g  s y s t e m  a l t e r n a t i v e s  w e r e  e x a m i n e d ,  a nd e x h i b i t  B p r i c i n g  
wa s  r e j e c t e d  f o r  t wo b a s i c  r e a s o n s :  f i r s t ,  t h e  r e c a p t u r e  m e c h a n i s m
c u r r e n t l y  b e i n g  u s e d  i s  g o o d ;  s e c o n d ,  e x h i b i t  B p r i c i n g  i m p a i r s  i n ­
s t a t e  o i l  u t i l i z a t i o n  b e c a u s e  o f  t h e  u n c e r t a i n t y  r e g a r d i n g  t h e  p r i r“'--
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f o r  l o n g  p e r i o d s  a f t e r  t h e  a c t u a l  t r a n a c t i o n .  To s e r v e  i n - k i n d  t a k i n g  
t h e  D e p a r t m e n t  f e l t  t h e  s t a t e  s h o u l d  d e v i a t e  f r o m  e x h i b i t  B p r i c i n g ,  
r e c o g n i z i n g  t h a t  t h e r e  w i l l  b e  a d j u s t m e n t s  i n  t h e  a f t e r m a t h  o f  t h e  
A me r a d a  He s s  l i t i g a t i o n .

J e f f  H a y n e s , D e p u t y  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 ,  s t a t e d  t h a t  
t h e  m a r k e t  s i t u a t i o n  h a s  c h a n g e d  c o n s i d e r a b l y  i n  t h e  l a s t  t w e l v e  y e a r s  
a nd w o u l d  c h a n g e  c o n s i d e r a b l y  i n  t h e  n e x t  t w e l v e .  The  b a s i c  d e c i s i o n  
r e g a r d i n g  t h e  p r i c i n g  wa s  t o  t i e  i t  t o  t h e  p r i c e  t h a t  s e v e n - e i g h t h ' s  
o f  N o r t h  S l o p e  c r u d e  wa s  s o l d  f o r .  Th e  t w o - t i e r  p r i c i n g  s y s t e m  i s  
i n  p l a c e  f o r  s p e c i f i c  and e c o n o m i c a l l y  j u s t i f i a b l e  r e a s o n s .  I t  i s  
p o s s i b l e  t h a t  e x h i b i t  B p r i c i n g  w i t h o u t  t h e  A me r a d a  He s s  a d j u s t m e n t  
c o u l d  b e  a p r e mi u m p r i c e  i n  t w e l v e  y e a r s ;  t h e  s i t u a t i o n  c o u l d  c h a n g e ;  
i t  i s  h a r d  t o  p r e d i c t .  G i v e n  t h e  m a r k e t  i n f l u e n c e s ,  h o w e v e r ,  i t  i s  
mo r e  l i k e l y  t o  b e  l e s s .  The  D e p a r t m e n t  b e l i e v e s  t h a t  i t s  e s t i m a t e s  
a r e  a s  a c c u r a t e  a s  p o s s i b l e .

C o m m i s s i o n e r  K a t z , i n  r e s p o n s e  t o  a q u e s t i o n  f o r i .  S e n a t o r  F a h r e n k a m p ,  
s t a t e d  t h a t  t h e r e  i s  no d i r e c t  a s s u r a n c e  t h a t  t h e  l o w e r  o r i c e  t o  
p r o c e s s o r s  w i l l  b e  r e f l e c t e d  i n  c o n s u m e r  c o s t s .  T h a t  s o r t  o f  
g u a r a n t e e  w o u l d  b e  d i f f i c u l t  t o  n e g o t i a t e .  T h a t  i s  why  t h e  D e p a r t m e n t  
c o n t i n u e s  t o  n e g o t i a t e  w i t h  D o y o n - - i t  i s  g o o d  f o r  c h e  s t a t e  t o  p r o m o t e  
c o m p e t i t i o n ,  t o  i n c r e a s e  b e n e f i t s  t o  c o n s u m e r s .

In r e s p o n s e  t o  c o mme n t s  f r o m Re p .  H a l f o r d ,  C o m m i s s i o n e r  Ka t z  p o i n t e d  
o u t  t h a t  t h e r e  i s  an i n h e r e n t  s t a t u t o r y  c o n f l i c t  b e t w e e n  maxi mum 
r n u e s  f o r  t h e  s t a L e  a nd t h e  p r e f e r e n c e  f o r  i n - s t a t e  u s e .  In t h e  

. a  ̂ o f  t h e  Do y o n r j n t r a c t ,  t h e r e  i s  no q u e s t i o n  t h a t  a n o t h e r  r e f i n e r y  
w o u l d  l e a d  t o  s i g n  f i c a n t  p r i c e  c o m p e t i t i o n  i . i  *"he g r e a t e r  r a i l b e l t  
a r e a .  The  t r a d e - o f f s  a r e  d i f f i c u l t  t o  q u a n t i f y ,  b u t  t h e  D e p a r t m e n t  
w i l l  p r o v i d e  t h e  l e g i s l a t u r e  w i t h  s u c h  f i g u r e s  f o r  c o s t - b o n e f i t  
a n a l y s i s  a s  a r e  a v a i l a b l e .

In r e s p o n s e  t o  q u e s t i o n s  f r o m Re p .  R o g e r s ,  C o m m i s s i o n e r  Ka t z  s t a t e d  
t h e  l e g i s l a t u r e  s h o u l d  e n a c t  a s t a t u t e  t o  a p p r o v e  t h e  c o n t r a c t s .  I f  
Do y o n  c a n  g e t  f i n a n c i n g  s a t i s f a c t o r i l y  i n  p l a c e  i n  t h e  n e x t  f e w w e e k s ,  
t h e  D e p a r t m e n t  w o u l d  r e c o mme n d  l e g i s l a t i v e  a p p r o v a l .  I f ,  h o w e v e r ,  
t h e  l e g i s l a t u r e  e n a c t e d  l e g i s l a t i o n  a p p r o v i n g  t h e  Do y o n  c o n t r a c t  w i t h ­
o u t  a d e q u a t e  f i n a n c i n g  i n  p l a c e ,  t h e  D e p a r t m e n t  w o u l d  r e c o mme n d  t h a t  
t h e  G o v e r n o r  v e t o  t h e  b i l l .

In r e s p o n s e  t o  f u r t h e r  q u e s t i o n i n g ,  Mr.  Ka t z  s t a t e d  t h a t  i f  t h e  Do y o n  
c o n t r a c t  i s  n o t  a p p r o v e d  t h i s  s e s s i o n ,  t h e  D e p a r t m e n t  w o u l d  c o n t i n u e  
t o  p u r s u e  i t  o v e r  t h e  i n t e r i m .  The  A t t o r n e y  G e n e r a l ' s  o f f i c e  a d v i s e s  
t h e  D e p a r t m e n t  t h a t  t h i s  s o l i c i t a t i o n  c a n  c o n t i n u e  u n t i l  t e r m i n a t e d  
a t  t h e  C o m m i s s i o n e r ' s  d i s c r e t i o n .  C o m m i s s i o n e r  Ka t z  w o u l d  l i k e  t o  
b r i n g  t h i s  s o l i c i t a t i o n  t o  a c o n c l u s i o n  i n  t h e  n e x t  f e w  m o n t h s ,  w i t h  
an o u t s i d e  l i m i t  a t  t h e  e nd o f  G o v e r n o r  Ha mmo nd ' s  c u r r e n t  t e r m .  A f t e r  
t h a t  c o n d i t i o n s  w i l l  c h a n g e ,  and w a r r a n t  a new s o l i c i t a t i o n .

S e n a t e  R e s o u r c e s  C o m m i t  t e e / H o u s e  J o i n t  C o m m i t t e e  o n  O i l  a n d  G a s
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The  D e p a r t m e n t  h a s  b e e n  a d v i s e d  t h a t  T e s o r o  w o u l d  h a v e  t o  e n t e r  a new 
s o l i c i t a t i o n  f o r  a d d i t t i o n a l  o i l  f o r  e x p a n d e d  f a c i l i t i e s ,  s u c h  a s  a 
h y d r o c o k e r .  T h i s  i s  a l s o  r e l e v a n t  i n  t h e  l i g h t  o f  t h e  p o l i c y  o n l y  t o  
p r o v i d e  r o y a l t y  o i l  f o r  " i m m i n e n t "  p r o j e c t s ;  w h i c h  i s  a n o t h e r  r e a s o n  
t h e  D e p a r t m e n t  w a n t s  t o  t e r m i n a t e  t h i s  s o l i c i t a t i o n  i n  a t i m e l y  m a n n e r .
I t  wa s  w i t h  t h i s  s i t u a t i o n  i n  mi n d  t h a t  t h e  D e p a r t m e n t  r e t a i n e d  a 
q u a n t i t y  o f  o i l  f o r  f u t u r e  o p t i o n s .

D e p u t y  C o m m i s s i o n e r  Ha y n e s  p o i n t e d  o u t  t h a t  p a r a g r a g h  2 . 1 3  o f  t h e  
T e s o r o  c o n t r a c t  c o n t a i n s  a p r o v i s i o n  r e c o g n i z i n g  t h e  s t a t u t o r y  p r e f e r e n c e  
f o r  i n - s t a t e  u s e  o f  r o y a l t y  o i l  a nd  t h e  m a n u f a c t u r e  o f  p e t r o l e u m  p r o d u c t s  
w h i c h  me a n s  t h a t  T e s o r o  w o u l d  a u t o m a t i c a l l y  b e  i n v o l v e d  i n  f u t u r e  
s o l i c i t a t i o n s .

C o m m i s s i o n e r  Ka t z  s t a t e d  t h a t  t h e  c u r r e n t  s o l i c i t a t i o n  c o u l d  b e  a me n d e d  
s i m p l y ,  t o  a l l o w  c o n t i n u e d  n e g o t i a t i o n s  w i t h  T e s o r o ,  and t h a t  t h e  
s t a t u t e s ,  w h i l e  f a v o r i n g  ma s s  s o l i c i t a t i o n s ,  do a l l o w  f o r  i n d i v i d u a l s  
n e g o t i a t i o n s ,  w h i c h  c o u l d  be  u s e d  t o  a l l o w  f o r  s u p p l y  f o r  f u r t h e r  
T e s o r o  e x p a n s i o n .

Bob Ma y n a r d  p o i n t e d  o u t  t h a t  i t  i s  a p r o b l e m  o f  w o r d i n g ;  T e s o r o ' s  
e x p a n s i o n  c a n ' t  c ome  u n d e r  t h e  c u r r e n t  s o l i c i t a t i o n ,  b u t  t h e  s o l i c i t a t i o n  
c a n  he a me n d e d  t o  a l l o w  f o r  i t .

C o m m i s s i o n e r  Ka t z  , i n  r e s p o n s e  t o  q u e s t i o n  f r o m Re p .  R o g e r s ,  p o i n t e d  o u t  
t h a t  i f  t h e  s t a t e  w a n t e d  t o  r e n e g o t i a t e  t h e  c o n t r a c t  w i t h  D o y o n ,  t h e y  
c o u l d  g o  a b o u t  i t  t wo  w a y s :  ( 1 )  w i t h d r a w  t h e  c o n t r a c t ,  ma ke  t h e  d e s i r e d
c h a n g e s ,  a nd s e n d  i t  b a c k  t h r o u g h  t h e  Bo a r d  p r o c e s s ;  o r  (2) t h e  L e g i s ­
l a t u r e  c o u l d  w a i v e  t h a t  p r o c e d u r e  i n  t h e  e n a c t i n g  l e g i s l a t i o n  f o r  t h e  
r e n e g o t i a t e d  c o n t r a c t .

Mr.  Ka t z  s t a t e d  t h a t  t h e  r e t u r n  o i l  s i t u a t i o n  wa s  n o t  a s  . e r i o u s  a 
p r o b l e m  f o r  p r o c e s s o r s  on t h e  t r a n s - A l a s k a  p i p e l i n e ,  , ' ho c a n  p u t  
r e s i d u a . ,  o i l  b a c k  i n t o  t h e  l i n e .  The s t a t e  h a s  a g o o d  p o l i c y  o f  
s e l l i n g  a l l  t i t l e  t o  r o y a l t y  o i l  a t  Puinn S t a t i o n  II1 .  The  D e p a r t m e n t  
l o o k e d  a t  c o o p e r a t i v e  a g r e e m e n t s  f o r  Do ro s e l l  t h e  r e t u r n  o i l  t o  
a d o w n s t r e a m  p r o c e s s o r ,  b u t  t h e  a r r a n g e  d i d  n o t  w o r k  o u t .  C h e v r o n
d r o p p i n g  o u t  o f  t h e  n e g o t i a t i o n s  had j  a l  e f f e c t  o n  t h e  Do y o n  c o n t r a c

M a p c o ' s  r e t u r n  o i l  u n d e r  e x i s t i n g  c o n t  o wne d  and s o l d  by  t h e m.
D e p e n d i n g  on m a r k e t  c o n d i t i o n s ,  t h i s  c a n  Lhe r  be a b e n e f i t  o r  a d r a g  
t o  t h e  p r o c e s s o r .

D e p u t y  C o m m i s s i o n e r  Ha m e s  s t a t e d  t h a t  i t  d e p e n d e d  on t h e  m a r k e t ;  i n  t h e  
c a s e  o f  t h e  F a i r b a n k s  r e f i n e r y ,  t h e y  c a n  dump r e s i d u a l  o i l  b a c k  i n t o  t h e  
p i p e l i n e ,  and p a y  a q u a l i t y  p e n a l t y ,  b u t  t h e n  s e l l  i t  a s  A l a s k a  N o r t h  
S l o p e  (ANS) c r u d e  a t  V a l d e z ,  i n  c o m p e t i t i o n  w i t h  t h e  p r o d u c e r s .  I t  h a s  
b e e n  b o t h  a g o o d  and bad d e a l  f o r  t he m i n  p a s t  y e a r s .  Wi t h  t h e  f a i l u r e  
o f  t h e  C h e v r o n  t o  b u y  t h e  r e t u r n  o i l ,  Do y o n  w i l l  h a v e  t o  s e l l  ANS c r u d e .

J o h n  K a t z , i n  r e s p o n s e  t o  a q u e s t i o n  f r o m Re p .  C o t t e n ,  p o i n t e d  o u t  t h a t  
a l t h o u g h  he d i d  n o t  a g r e e  c h a t  i t  i s  c o n s t i t u t i o n a l l y  r e q u i r e d ,  t h e  
G o v e r n o r  h a s  s e t  a c l e a r  p o l i c y  t h a t  he  w a n t s  a l e g i s l a t i v e  d e c i s i o n  f o r
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t h e  a p p r o v a l  o r  d i s a p p r o v a l  o f  r o y a l t y  o i l  c o n t r a c t s .

Bob Ma y n a r d  p o i n t e d  o u t  an a d d i t i o n a l  a d v a n t a g e  t o  s t a t u t o r y  a p p r o v a l ,  
t h a t  i n  d o i n g  s o ,  t h e  L e g i s l a t u r e  w o u l d  b e  " r a t i f y i n g "  t h e  c o n t i ' c t s  ,
C u r i n g  a n y  p r o c e d u r a l  f a u l t s  t h a t  may h a v e  o c c u r r e d  up t o  t h a t  p o i n t .

J o h n  Ka t z  s t a t e d  t h a t  t h e  s t a t e  i s  s e l l i n g  a t  t h e  w e i g h t e d  a v e r a g e  o f  
w h a t  a l l  N o r t h  S l o p e  p r o d u c e r s  c h a r g e .  S o h i o  made  an o f f e r  t o  b u y  mo s t  
o f  t h e  r o y a l t y  o i l  a t  a g r e a t e r  t h a n  w e i g h t e d  a v e r a g e  p r i c e  f o r  r e s a l e  
t o  i n - s t a t e  p r o c e s s o r s ,  b u t  p o l i c y  d i c t a t e d  t h a t  t h e  s t a t e  c o u l d n ' t  
a l l o w  a p r i v a t e  c o n c e r n  t o  make  w h a t  s h o u l d  p r o p e r l y  b e  p u b l i c  d e c i s i o n s  
r e g a r d i n g  s t a t e  r o y a l t y  o i l .

In r e s p o n s e  t o  a q u e s t i o n  f r o m S e n a t o r  F a h r e n k a m p ,  t h e  C o m m i s s i o n e r  s t a t e d  
Chat  t h e  S u n e e l  p r o p o s a l  i s  s t i l l  a c t i v e ,  b u t  n o t  t h e  h i g h e s t  p r i o r i t y .
The u n a n s w e r e d  q u e s t i o n s  on t h i s  p r o j e c t  w i l l  n o t  be  r e s o l v e d  i n  t i m e  
f o r  c o n s i d e r a t i o n  b y  t h i s  L e g i s l a t u r e .  T. f  t h e  q u e s t i o n s  c o u l d  b e  r e s o l v e d  
i n  t i m e ,  t h e  L e g i l s l a t u r e  w o u l d  h a v e  t h o p t i o n  o f  a l l o w i n g  t h e  c o n t r a c t  
t o  g o  t h r o u g h  t h e  u s u a l  r o y a l t y  o i l  p r o c e d u r e ,  o r  w a i v i n g  t h e  p r o c e s s  
i n  e n a c t i n g  l e g i s l a t i o n  t h i s  s e s s i o n .

S e n a t o r  H a l f o r d  n o t e d  t h a t  t h e  D e p a r t m e n t  r e c o mme n d s  t h a t  t h e  L e g i s l a t u r e  
a p p r o v e  t h e  T e s o r o  c o n t r a c t ,  and a ] ) p r o v e  t h e  Do y o n c o n t r a c t ,  w i t h  a 
f o u r - y e a r  m o r a t o r i u m  on o p t i o n  f e e s ,  i f  a f i n a n c i n g  p a c k a g e  g o e s  t h r o u g h .  
Two s e p a r a t e  p i e c e s  o f  e n a c t i n g  l e g i s l a t i o n  s h o u l d  be  i n t r o d u c e d .

J e f f  Ha y n e s  p r e s e n t e d  a s umma r y  o f  h i g h l i g h t s  o f  b o t h  c o n t r a c t s :

The  T e s o r o  c o n t r a c t  c a l l s  f o r  t h e  p u r c h a s e  o f  46, 000 b a r r e l s  p e r  d a y ,  
w h i  c h i s  a I) o u t t h e  maxi mum t h e  T e s o r o  r e f i n e r y  c a n  h a n d l e .  T e s o r o  
a l s o  c u r r e n t l y  c o n t r a c t s  f o r  a b o u t  8 , 5 00 b a r r e l s  p e r  d a y  o f  r o y a l t y  
o i l  f r o m t h e  Co o k  I n l e t .  T h e s e  r e s e r v e s  a r e  d e c l i n i n g .  T e s o r o  c a n  
v a r y  t h e  a mo u n t  t o  be t a k e n ,  up t o  46, 000 b a r r e l s  p e r  d a y ,  on s i x  m o n t h ' s  
n o t i c e .  The  s t a t e  c a n  i mp o s e  a p e r m a n e n t  t o p - l i m i t  e q u a l  t o  t h e  g r e a t e s t  
a mo u n t  t a k e n  i n  t h e  f i r s t  f i v e  y e a r s  o f  t h e  c o n t r a c t .  T e s o r o  c a n 
p e r m a n e n t l y  t e r m i n a t e  t h e  c o n t r a c t  on n i n e  m o n t h s  n o t i c e .  The p r i c e  
i s  t h e  p r o d u c e r ' s  w e i g h t e d  a v e r a g e  f i e l d  p r i c e ,  s u b j e c t  t o  a d j u s t m e n t  
a s  a r e s u l t  o f  t h e  A me r a d a  He s s  l i t i g a t i o n .  Any  mo n e y  o we d t h e  s t a t e  
w o u l d  b e  p a i d  a t  t h e  h i g h e r  o f  t h e  s t a t e  t r e a s u r y  r a t e  o r  t h e  p r i m e  r a t e  
p l u  t h r e e  p e r c e n t .  The c o n t r a c t  t e r m i s  t w e l v e  y e a r s ,  and t h e  o i l  i s  
t o  be  p r o c e s s e d  i n - s t a t e ,  w i t h  an e q u a l - v a l u e  e x c h a n g e  p r o v i s i o n .  The 
o i l  w i l l  h a v e  t o  he p r o c e s s e d  a t  t h e  N i k i s k i  r e f i n e r y ,  and t h e r e  a r e  
s t a n d a r d s  f o r  how much o f  c e r t a i n  p r o d u c t s  t h e y  s h a l l  p r o d u c e .  T e s o r o  
i s  c o m m i t t e d  o c o m p l e t i o n  o f  f e a s i b i l i t y  s t u d i e s  f o r  e x p a n s i o n ,  t o  
i n d u r e  a p e t r o l e u m  c o k e r .  The  s t a t e  r e t a i n s  an o p t i o n  on t h e  r e s i d u a l  
o i l  and p e t r o c o k e ,  and c a n  a s s i g n  i t s  u s e .  The  p e r f o r m a n c e  and 
g u a r a n t e e  r e s e r v a t i o n  s t r u c t u r e  i s  a f e e  p a i d  t o  t h e  s t a t e  on c o n t r a c t u a l l y  
c o m m i t t e d  o i l ,  i f  n o t  a c t u a l l y  t a k e n - - a b o u t  f i f t e e n  c e n t s  p e r  b a r r e l  p e r  
d a y .  The s e c u r i t y  t e r m s  r e q u i r e  a l e t t e r  o f  c r e d i t  w o r t h  t wo m o n t h ' s  
s u p p l y  o f  o i l .  The.  A t t o r n e y  G e n e r a l ' s  O f f i c e  t h i n k s  t h a t  t h e  l o c a l  h i r e  
p r o v i s i o n  i n  t h e  c o n t r a c t  g o e s  a s  f a r  a s  t h e  s t a t e  i s  c o n s t i t u t i o n a l l y  
a 1 l o w e d  .

AGO 7 8 5 9 0 8



Do y o n  h a d  t wo  c o n t r a c t s  i n  t h e  c o u r s e  o f  n e g o t i a t i o n s :  o n e  t o  p u r c h a s e
t h e  Ma p c o  r e f i n e r y ;  o n e  t o  b u i l d  a ne w r e f i n e r y .  The  c o n t r a c t  t o  t a k e  
o v e r  t h e  Ma p c o  r e f i n e r y  wa s  w i t h d r a w n .

The  v o l u m e  o f  t h e  Do y o n  c o n t r a c t  i s  50, 000 b a r r e l s  p e r  d a y ;  t h e  p r i c e  
and t e r m a r e  t h e  s a m e .  The i n - s t a t e  p r o c e s s i n g  p r o v i s i o n  i s  s i m i l a r ,  
e x c e p t  t h a t  i t  i n c l u d e s  a d e f i n i t i o n  o f  a r e q u i r e d  s c h e d u l e ;  t h e y  a r e  
r e q u i r e d  t o  b u i l d ,  o p e n  and o p e r a t e  a new r e f i n e r y  b y  D e c e mb e r  1 ,  1 983,  
o r  t h e  c o n t r a c t  w i l l  t e r m i n a t e .  The  c o n t r a c t  c o n t a i n s  a p r o v i s i o n  f o r  
a f u t u r e  new r e f i n e r y  o r  ne w r o y a l t y  o i l  c o n t r a c t s ,  a nd c o n t i g e n c i e s  t o  
c o v e r  t h e  s t a t e ' s  i n t e r e s t s  s h o u l d  Do y o n  a c q u i r e  t h e  Ma pc o  r e f i n e r y .

In r e s p o n s e  Lo S e n a t o r  S t u r g u l e w s k i ,  Mr.  Ha y n e s  s a t e d  t h a t  u n l i i c e  t h e  
C h a r t e r  O i l  c o n t r a c t ,  w h i c h  had many  c o m p l e x i t i e s  a nd p r o c e d u r e s  f o r  
l e g i s l a t i v e  r e v i e w  o f  t h e  f u l f i l m e n t  o f  t h e  c o n d i t i o n s  o f  t h e  c o n t r a c t ,  
t h e  Do y o n  p r o p o s a l  wa s  n o t  f o r  a w o r l d - c l a s s  f a c i l i t y ,  and wa s  s i m^i ^i :  
t o  t r a c k .

Bob Ma y n a r d  p o i n t e d  o u t  t h a t  t h e  c o n t r a c t s  h a v e  a c o n f l i c t  c l a u s e ,  
s i m i l a r  •■o t h e  p r o c e d u r e  f o r  a d m i n i s t r a t i v e  r e v i e w  o f  r e g u l a t i o n s ,  
w h e r e b y  . o n t r a c t  d i s p u t e s  o r  a m b i g u i t i e s  r e g a r d i n g  a t e r m o f  t h e  
c o n t r a c t  s h a l l  be  d e t e r m i n e d  b y  t h e  C o m m i s s i o n e r  f i r s t ,  a nd t h a t  t h e  
b u y e r  mu s t  a d h e r e  t o  t h e  C o m m i s s i o n e r ' s  d e c i s i o n ,  u n l e s s  t h e r e  i s  
a p r e p o n d e r a n c e  o f  e v i d e n c e  t o  t h e  c o n t r a r y .

The C o m m i t t e e  a d j o u r n e d  a t  7 : 00 p . m .
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t e a r i n g : P r e s e n t a t i o n  b y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  t h e
A l a s k a  R o y a l t y  O i l  and Gas D e v e l o p m e n t  A d v i s o r y  B o a r d ,  
D o y o n ,  L t d . ,  a nd T e s o r o  A l a s k a  P e t r o l e u m  C o . ,  on t h e  
p r o p o s e d  A l a s k a  r o y a l t y  o i l  c o n t r a c t s  ( c o n t i n u a t i o n  f r o m 
Ma r c h 25 , 1982)  .

The  m e e t i n g  wa s  c a l l e d  t o  o r d e r  b y  Re p .  H a l f o r d ,  C h a i r m a n .

Av r u m G r o s s , G e n e r a l  C o u n s e l  f o r  D o y o n ,  L t d . ,  s t a t e d  t h a t  t h e  c o n t r a c t  
ha d  b e e n  n e g o t i a t e d  b y  D i c k  Ed wa r d s  and Ma r c o  P i g n a l b e r i .  Do y o n  h a s  
w o r k e d  s i n c e  i t s  i n c e p t i o n  t o  p u t  t o g e t h e r  a c o m p e t i n g  r e f i n e r y  i n  
F a i r b a n k s .  T h e y  h a v e  a c q u i r e d  t h e  e q u i p m e n t  a nd  c o m p l e t e d  t h e  e n g i n e e r i n g  
a nd  l a n d - a c q u i s i t i o n  w o r k ,  s i m u l t a n e o u s l y  n e g o t i a t i n g  w i t h  t h e  s t a t e  
f o r  t h e  l a s t  f i v e  o r  s i x  m o n t h s .

Mr.  G r o s s  b e c a m e  i n v o l v e d  i n  e a r l y  J a n u a r y .  At  t h a t  p o i n t ,  Do y o n  had 
t h e  o p p o r t u n i t y  t o  n e g o t i a t e  t o  p u r c h a s e  t h e  N o r t h  P o l e  r e f i n e r y ,  and 
s w i t c h e d  o v e r  t o  n e g o t i a t i n g  b o t h  c o n t r a c t s  w i t h  t h e  s t a t e .  N e g o t i a t i o n s  
f o r  p u r c h a s e  c o l l a p s e d  a f t e r  a b o u t  s i x  w e e k s .  By t h i s  t i m e ,  t h e  s t a t u s  
o f  t h e  r e f i n e r y  c o n s t r u c t i o n  f i n a n c i n g  had c h a n g e d ,  The  f i n a n c e r s  ha d 
p u s h e d  Do y o n  t o  p i c k - u p  t h e  r e f i n e r y .  The  r e t u r n  o i l  wa s  t h e  ma i n  
p r o b l e m  i n  n e g o t i a t i o n s ;  f o r  e v e r y  30, 000 b a r r e l s  t o  p a s s  t h r o u g h  t h e  
r e f i n e r y ,  20, 000 b a r r e l s  a r e  r e t u r n e d  t o  t h e  p i p e l i n e ,  and w o u l d  h a v e  
t o  be  s a i d  by  D o y o n .  M a r k e t i n g  t h a t  a mo u t  o f  o i l  w i t h o u t  a s u b s t a n t i a l  
l o s s  i s  d i f f i c u l t .  T h e y  w e r e  o r i g i n a l l y  i n t e n d i n g  t o  d i s p o s e  o f  
r e t u r n  o i l  t o  C h e v r o n  u n d e r  c o n t r a c t ,  b u t  t h a t  c o n t r a c t  f e l l  t h r o u g h .  
T h i s  h a s  b e e n  t h e  m a j o r  s n a g  i n  o b t a i n i n g  f i n a n c i n g ;  Do y o n  w i l l  h a v e
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a much b e t t e r  i d e a  o f  t h e i r  a b i l i t y  t o  d i s p o s e  o f  r e t u r n  o i l  , i n  t wo  t o  
t h r e e  w e e k s .

Mr .  G r o s s  n o t e d  t h a t  t h i s  i s  n o t  a c o n t r a c t  l i k e  t h e  A l p e t c o  c o n t r a c t ,  
w h e r e  Do y o n  c o u l d  m a r k e t  o i l  a s  i t  s e e s  f i t .  The c o n t r a c t  r e q u i r e s  
Do y o n  t o  b u i l d  a r e f i n e r y  a nd g e t  i t  o n l i n e  b y  De c e mb e r  1 ,  1 983.
As a ne w p r o j e c t ,  i t  i s  d i f f i c u l t ,  a m o u n t i n g  t o  a $100 m i l l i o n  i n v e s t m e n t  
i n  a w o r l d  o i l  s i t u a t i o n  n o t  c o n d u c i v e  t o  m a j o r  i n v e s t m e n t .

Mr.  G r o s s  s u g g e s t e d  t h a t  t h e  L e g i s l a t u r e  p u t  t h e  Do y o n  c o n t r a c t  on h o l d  
f o r  t wo  o r  t h r e e  w e e k s ,  a n d  Do y o n  w i l l  ma ke  a n o t h e r  p r e s e n t a t i o n  t o  
t h e  L e g i s l a t u r e  a t  t h a t  t i m e .

In r e s p o n s e  t o  a q u e s t i o n  f r o m Re p .  H a l f o r d ,  Mr.  G r o s s  s t a t e d  t h a t  he  
wa s  s u r p r i s e d  a t  t h e  A d v i s o r y  B o a r d ' s  r e a c t i o n  t o  t h e  f o u r - y e a r  w a i v e r  
on o p t i o n  f e e s .  Mr.  Ti m W a l l a c e ,  P r e s i d e n t  o f  D o y o n ,  t e s t i f i e d  b e f o r e  
t h e  Bo a r d  i n  F a i r b a n k s ,  a nd wa s  a s k e d  no q u e s t i o n  r e g a r d i n g  t h e  w a i v e r .
The n e g o t i a t i o n s  f o r  t h e  c o n t r a c t  t o o k  5 m o n t h s ,  and Do y o n  made  t r a d e ­
o f f s  t o  g a i n  t h i s  c o n c e s s i o n .  The o n l y  wa y  t o  d e t e r m i n e  i f  t h e  c l a u s e  
i s  i n d e e d  a n t i - c o m p e t  i t i v e  w o u l d  b e  t o  do an a n a l y s i s  o f  Ma p c o  ' s 
s i t u a t i o n .  To c ome  " o u t  o f  t h e  b l u e "  and p i c k  on o n e  t e r m  w i t h o u t  
c o n s i d e r i n g  t h e  o t h e r  f a c t o r s  and t h e  c o n d i t i o n s  o f  t h e  Mapc o  c o n t r a c t  
i s  n o t  a c o r r e c t  p r o c e d u r e .

In r e s p o n s e  t o  S e n a t o r  F a h r e n k a m p ,  Mr.  G r o s s  r e c o mme n d e d  t h a t  t h e  
L e g i s l a t u r e  p u t  t h e  c o n t r a c t  i n t o  l e g i s l a t i o n ,  a nd h o l d  i n  c o m m i t t e e ,  
a w a i t i n g  f i n a n c i n g .  At  s o me  p o i n t ,  t h e  L e g i s l a t u r e  w i l l  h a v e  t o  make 
a j u d g e m e n t  on t h e  g o o d - f a i t h  and v i a b i l i t y  o f  t h e  Do y o n  p r o p o s a l .
In t h e  i n t e r i m  u n t i l  t h e  r e f i n e r y  I s  c o m p l e t e d ,  t h e  r o y a l t y  o i l  w o u l d  
be  m a r k e t e d  by  t h e  p r o d u c e r s ,  a t  no l o s s  t o  t h e  s t a t e .

In r e s p o n s e  t o  Re p .  R a n d o l p h ,  Mr.  G r o s s  s t a t e d  t h a t  t h e  f i n a n c i n g  f o r  
r e f i n e r y  c o n s t r u c t i o n  had b e e n  i n  p l a c e  w i t h  t h e  C o n t i n e n t a l  Bank i n  
C h i c a g o .  As  t h e  e m p h a s i s  s h i f t e d  t o  n e g o t i a t i n g  f o r  t h e  Ma p c o  r e f i n e r y ,  
t h e  b a n k  made  a f i n a n c i a l  c o mmi t me n t  t o  t h e  p u r c h a s e ,  and w i t h d r e w  i t s  
c o m m i t m e n t  t o  c o n s t r u c t i o n .  When i t  b e c a me  c l e a r  t h a t  t h e  p u r c h a s e  m i g h t  
n o t  g o  t h r o u g h ,  t h e  s i t u a t i o n  f o r  c o n s t r u c t i o n  h a d  c h a n g e d .  C o n t i n e n t a l  
w a n t e d  t o  c h a n g e  t h e  t e r m s  a nd  s e e k  i n v o l v m e n t  b y  o t h e r s  i n  t h e  f i n a n c i n g ,  
p r i m a r i l y  b e c a u s e  o f  t h e  r i s k  i n v o l v e d  w i t h  t h e  r e t u r n  o i l .  R e t u r n  
o i l  h a s  b e e n  t h e  m a j o r  d r a i n  on t h e  N o r t h  P o l e  r e f i n e r y  p r o f i t s .  When 
Mr.  G r o s s  l a s t  s p o k e  t o  C o n t i n e n t a l ,  t h e y  w e r e  w i l l i n g  t o  f i n a n c e  a 
m a j o r  p o r t i o n  o f  t h e  p r o j e c t ,  i n s i s t i n g  on t h e  f i n a n c i a l  i n v o l v m e n t  
o f  o t h e r s .  I f  Do y o n  c a n f i n d  a wa y  t o  d i s p o s e  o f  t h e  r e t u r n  o i l ,  he  
s e e s  no p r o b l e m  i n  p u t t i n g  t o g e t h e r  a f i n a n c i n g  p a c k a g e .

In r e s p o n s e  t o  Re p .  R o g e r s ,  Mr.  G r o s s  s t a t e d  t h a t  p r o v i s i o n  had b e e n  
made  t o  s t o r e  t h e  p u r c h a s e d  e q u i p m e n t  u n t i l  f i n a n c i n g  was  a v a i l a b l e ,  
a nd t h a t  o n - s i t e  w o r k  h a d  b e e n  s h u t  down f o r  t h e  t i m e  b e i n g .  I f  Do y o n  
i s  a b l e  t o  c o n t i n u e  w o r k  i n  t h i s  c o n s t r u c t i o n  s e a s o n ,  t h e y  c o u l d  h a v e  
t h e  r e f i n e r y  i n  p l a c e  b e f o r e  t h e  De c e mb e r  1 983 d e a d l i n e .
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I n r e s p o n s e  t o  Re p .  C o t t e n ,  Mr.  G r o s s  s t a t e d  t h a t  n o t  h a v i n g  t h e  c o n t r a c t  
a p p r o v e d  u n t i l  t h e  n e x t  l e g i s l a t i v e  s e s s i o n  w o u l d  c r e a t e  a p r o b l e m ,  i n  
t h a t  t h e  c o n t r a c t  i s  a i n t e g r a l  p a r t  o f  t h e  f i n a n c i n g  p a c k a g e .  H o w e v e r ,  
t h e  Do y o n  p r o p o s a l  i s  n o t  a s p e c u l a t i v e  p r o p o s i t i o n ;  t h e y  a r e  c o m m i t t e d  
t o  f o l l o w  t h r o u g h  o n t h e  p r o j e c t .

Mr.  G r o s s  s t a t e d  t h a t  Ti m W a l l a c e  wa s  n e g o t i a t i n g  w i t h  s e v e r a l  o i l  
c o m p a n i e s  f o r  a c o n t r a c t  f o r  t h e  r e t u r n  o i l .  T h e r e  i s  t h e  p r o b l e m  
c a u s e d  b y  t h e  c u r r e n t  o i l  g l u t .  Do y o n  i s  n o t  c o n c e r n e d  w i t h  m a k i n g  
a p r o f i t  on t h e  r e t u r n  o i l ,  b u t  w i t h  a v o i d i n g  a l o s s .  The  N o r t h  P o l e  
r e f i n e r y  h a s  had e n o r m o u s  l o s s e s  i n  t h e  p a s t ,  b u t  h a s  r e c e n t l y  made 
a r r a n g e m e n t s  t o  a v o i d  mo r e  s e r i o u s  l o s s e s .

J e f f  Ha y n e s  s t a t e d  t h a t  t h e  D e p a r t m e n t  ma de  t h e  f o u r - y e a r  o p t i o n  w a i v e r  
c o n c e s s i o n  t o  Do y o n  a s  a ne w e n t r a n t .  The  m o s t  d i f f i c u l t  p h i l o s o p h i c a l  
q u e s t i o n  i n  t h e  n e g o t i a t i o n s  wa s  r e c o n c i l i n g  b e i n g  t o t a l l y  m a r k e t  n e u t r a l  
and y e t  e n c o u r a g i n g  c o m p e t i t i o n .  The b o t t o m  l i n e  f o r  t h e  Do y o n  c o n t r a c t  
i s  t h e  Ma p c o  c o n t r a c t .  Do y o n  w o u l d  p r e f e r  t o  h a v e  t h e  Ma p c o  c o n t r a c t  
f o r  c o m p e t i t i v e  r e a s o n s ,  b u t  t h e  Ma p c o  o c n t r a c t  h a s  p r o v i s i o n s  t h a t  a r e  
n o t  r e c o g n i z e d  a s  b e i n g  i n  t h e  b e s t  i n t e r e s t  o f  t h e  s t a t e  a t  t h i s  t i m e .  
The D e p a r t m e n t  wa s  u n d e r  i n t e n s e  p r e s s u r e  f r o m  Do y o n  t h r o u g h o u t  t h e  
n e g o t i a t i o n s  t o  ma ke  c o n c e s s i o n s ;  b u t  t h e  o n l y  s i g n i f i c a n t  c o n c e s s i o n  
wa s  t h e  w a i v e r  on r e s e r v a t i o n  f e e s .

Mr.  Ha y n e s  s t a t e d  t h a t  t h e r e  wa s  an a d v a n t a g e  t o  a r e f i n e r y  on t h e  
t r a r . s A l a s k a  p i p e l i n e ,  i n  t e r m s  o f  r e t u r n  o i l .  T h e y  h a v e  t o  s e l l  A l a s k a  
N o r t h  S l o p e  c r u d e  o i l  w i t h  a q u a l i t y  p e n a l t y ,  r a t h e r  t h a n  r e s i d u a l  o i l ,  
w h i c h  i s  a b i g g e r  p r o b l e r ,  The D e p a r t m e n t  t r i e d  t o  wo r k  o u t  a d e a l  w i t h  
C h e v r o n  t o  u s e  t h e  r e s i d u a l  o i l  f r o m t h e  Mapc o  r e f i n e r y ,  w h i c h  w o u l d  h a v e  
b e e n  t o  D o y o n ' s  a d v a n t a g e  on s o me  o c c a s s i o n s ,  b u t  Ma p c o  d i d n ' t  wa n t  t o  
g i v e  up t h e i r  a b s o l u t e  r i g h t s  t o  t h e  r e t u r n  o i l ,  s o  t h e  c o n t r a c t  f e l l  
t h r o u g h .

D e p u t y  C o m m i s s i o n e r  Ha y n e s  s t a t e d  t h a t  i n  t e r m s  o f  D o y o n ' s  f i n a n c i n g ,  
t h e  D e p a r t m e n t  wa s  a p p l y i n g  t h e  c r i t e r i a  t h a t  t h e y  w o u l d  c o n t r a c t  f o r  
r o y a l t y  o i l  o n l y  f o r  p r o j e c t s  t h a t  w e r e  o p e r a t i n g  now o r  w e r e  i m m i n e n t .  
The D e p a r t m e n t  c o n c u r s  w i t h  t h e  A d v i s o - y  B o a r d ' s  r e c o m m e n d a t i o n  t o  
p o s t p o n e  t h e  Do y o n  c o n t r a c t  i f  f i n a n c i n g  i s  n o t  J n p l a c e  i n  s h o r t  o r d e r ,  
b u t  d i s a g r e e s  w i t h  t h e  B o a r d ' s  s t a n d  on t h e  r e s e r v a t i o n  f e e  i s s u e .

In r e s p o n s e  t o  S e n a t o r  F i s c h e r ,  Hr.  Ha y n e s  s t a t e d  t h a t  i t  m i g h t  n o t  be 
a p r r o p r i a t e  f o r  t h e  L e g i s l a t u r e  t o  p a s s  an a p p r o v a l  b i l l  f o r  t h e  Do y o n  
c o n t r a c t ,  c o n d i t i o n e d  on a f i n d i n g  by  t h e  C o m m i s s i o n e r  o r  G o v e r n o r  t h a t  
f i n a n c i n g  wa s  i n  p l a c e ,  b e c a u s e  t h e  D e p a r t m e n t  d o e s  n o t  w a n t  t o  s e e  a 
g r o u p  w i t h  a s u p p l y  c o n t r a c t  b u t  no d e a l  p u t  t o g e t h e r ,  u ' - ' n g  t h e  c o n t r a c t  
a s  l e v e r a g e  f o r  f i n a n c i n g .  T h e y  p r e f e r  t o  h a v e  t h e  i s s u e  s e t t l e d  i n  t h e  
c o u r s e  o f  t h e  L e g i s l a t u r e .

Av r um G r o s s  p o i n t e d  o u t  t h a t  t h e  c o n t r a c t  h a s  a b u i l t - i n  t i m e  l i m i t .
Wi t h  t h e  c o n s t r u c t i o n  s e a s o n  i n  F a i r b a n k s  b e i n g  w h a t  i t  i s ,  i f  Do y o n
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c a n n o t  b e g i n  c o n s t r u c t i o n  n e x t  y e a r ,  t h e  ne w r e f i n e r y  m i g h t  n o t  h a p p e n .
I f  t h e  L e g i s l a t u r e  w e r e  t o  a p p r o v e  t h e  c o n t r a c t  t h e  t i m e  l i m i t  f o r  
c o m p l e t i o n  i s  b u i l t - i n .

J e f f  Ha y n e s  , i n  r e s p o n s e  t o  q u e s t i o n s ,  s t a t e d  t h a t  t h e r e  c o u l d  b e  p r o b l e m s  
w i t h  c o n d i t i o n a l  l e g i s l a t i v e  a p p r o v a l  o f  t h e  c o n t r a c t .  At  s o me  p o i n t  a f t e r  
t h i s  s e s s i o n ,  s t r e t c h i n g  s e s o l i c i t a t i o n  p r o c e d u r e  o u t  w o u l d  b e  u n f a i r  
t o  o t h e r  p a r t i e s  t o  t h e  o t i a t i o n s .  The  D e p a r t m e n t  h a s  u s e d  t h e  
s t a n d a r d  t h a t  p r o c e s s i n b ^ c x l i t i e s  mu s t  e i t h e r  b e  o p e r a t i n g  o r  i m m i n e n t .
A s u p p l y  c o n t r a c t  w i l l  n o t  make a p r o j e c t  v i a b l e  i f  i t  w e r e  n o t  v i a b l e  
o t h e r w i s e .  In t e r m s  o f  c o n d i t i o n a l  a p p r o v a l ,  t h e  s t a t e  h a s  t o  l o o k  a t  
t h e  o t h e r  p r o p o s a l s .  O t h e r s  w a n t e d  mo r e  b a r r e l s  f o r  e x p a n s i o n ,  w h i c h  
c o u l d  y e i l d  mo r e  c o m p e t i t i o n .  The t o t a l  a mo u n t  r e q u e s t e d  a d d e d  up t o  
mo r e  t h a n  t h e  s t a t e  h a s  a v a i l a b l e ;  t h e  s t a t e  r e j e c t e d  t h e i r  p r o p o s a l s .
I t  w o u l d  b e  u n f a i r  t o  t h e m t o  e x t e n d  t h e  t i m e  f o r  Do y o n  t o o  l o n g .

D i c k  L y o n s  , C h a i r m a n ,  A l a s k a  R o y a l t y  O i l  a nd Gas  D e v e l o p m e n t  B o a r d ,  
s t a t e d  tl . - iL i n  t h e  B o a r d ' s  p e r s p e c t i v e ,  t h e  i m m i n e n c y  o f  a p r o j e c t  wa s  
a c o n c e r n .  T h e y  d i d  n o t  w a n t  t o  c o mmi t  s t a t e  c r u d e  t o  a n y  p r o j e c t  w h i c h  
w a s n ' t  g o i n g  f o r w a r d .  T h e r e  wa s  t h e  i s s u e  o f  c o m p e t i t i o n .  Bo t h  p r o p o s e d  
c o n t r a c t s - - T e s o r o  a nd D o y o n - - i n v o 1 v e  a b o u t  $1 m i l l i o n  p e r  d a y  i n  r o y a l t y  
o i l .  The c r u d e  w o u l d  be  s o l d  f o r  d i s s i m i l a r  p r i c e s  u n d e r  s i m i l a r  
c o n d i t i o n s  and t e r m s .  I f  i t  w e r e  a p r i v a t e  s u p p l i e r ,  and n o t  t h -  s t a t e ,  
f e d e r a l  l a w  w o u l d  p r o h i b i t  i t .

In r e s p o n s e  t o  Re p .  L a l f o r d ,  Mr.  L y o n s  s t a t e d  t h a t  i f  t h e  L e g i s l a t u r e  
w e r e  t o  i n t r o d u c e  b i l l s  f o r  b o t h  c o n t r a c t s ,  t h e  Bo a r d  c o u l d  me e t  i n  s h o r t  
o r d e r  t o  c o n s i d e r  a f i n a n c i n g  p a c k a g e  f o r  t h e  Do y o n p r o j e t . ,  i f  o n e  w e r e  
t o  come f o r w a r d .

Re p.  H a l f o r d  s t a t e d  t h a t  t h e  L e g i s l a t u r e  s h o u l d  mo v e  f o r w a r d  w i t h  
b o t h  p r o p o s a l s  t h i s  s e s s i o n ,  and h e a r  f r o m t h e  D e p a r t m e n t  o f  N a t u r a l  
R e s o u r c e s  and t h e  A d v i s o r y  Bo a r d  on t h e  f i n a n c i n g  p a c k a g e  f o r  Do y o n ,  
i f  o n e  1 "  f o r t h c o m i n g .

Mr . G r o s s  s t a t e d  t h a t  t h e  L e g i s l a t u r e  i s  p r o b a b l y  j u s t  a s  q u a l i f i e d  t o  
j u d g e  on t h e  m e r i t s  o f  a f i n a n c i n g  p a c k a g e  a s  t h e  Bo a r d  a nd  c o u l d  s p e e d  
t h e  d e c i s i o n  p r o c e s s  by  w a i v i n g  Bo a r d  r e v i e w .

D e n n i s  J u r l n , P r e s i d e n t ,  T e s o r o  A l a s k a  P e t r o l e u m  C o mp a n y ,  t e s t i f i e d  t h a t  
T e s o r o  h a s  t h e  c a p a c i t y  t o  s u p p l y  o v e r  100 p e r c e n t  o f  t h e  g a s o l i n e  
r e q u i r e d  i n  t h e  s t a t e  a t  p r e s e n t .  The c o mp a n y  s t a r t e d  i n  1969 w i t h  
an 1 8, 000 b a r r e l  p . r d a y  c a p a c i t y  r e f i n e r y  i n  K e n a i ,  a nd h a s  e x p a n d e d  i t  
t o  a l m o s t  50, ^00 b a r r e l s  p e r  d a y .  T h e y  d i d  i t  on '•he b a s i s  o f  a r e l a t i v e l y  
s m a l l  Co o k  I n l e t  r o y a l t y  o i l  c o n t r a c t ,  and e a c h  e x p a n s i o n  a f t e r  i n c e p t i o n  
ha d no o t h e r  s u b s i d y  t h a n  an o p p o r t u n i t y  t o  b u y  r o y a l t y  o i l  on a 
c o m p e t i t i v e  b a s i s .

Mr.  J u r i n  s t a t e d  t h a t  T e s o r o  was  a r e s p o n d e n t  i n  t h e  1 9 7 7 ,  whe n t h e  
N o r t h  P o l e  r e f i n e r y  r e q u e s t e d  a c o n t r a c t .  The  T e s o r o  p r o p o s a l  was  n o t  
a p p r o v e d ,  and T e s o r o  d i d  n t o  p u s h  t h e  i s s u e ,  w h i c h ,  i n  h i n d - s i g h t ,  t h e  
c o mp a n y  s h o u l d  h a v e .  Due t o  r a p i d  g r o w t h  t h r o u g h  a g g r e s s i v e  m a r k e t i n g ,  
T e s o r o  h a s  p l a c e d  i t s e l f  i n  a v u l n e r a b l e  p o s i t i o n ,  w i t h  mo?' '  o f  t h e i r
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s u p p l y  o f  c r u d e  c o m i n g  f r o m  f o r e i g n  s o u r c e s  and s p o t  m a r k e t  p u r c h a s e s .
The  Co o k  I n l e t  s u p p l y  i s  d r o p p i n g  a t  a r a t e  o f  a b o u t  o n e  p e r c e n t  p e r  m o n t h .  
The  m a j o r i t y  o f  t h e  s u p p l y  i s  e i t h e r  f o r e i g n  o r  d o m e s t i c  s h o r t - t e r m  
c o n t r a c t s ,  s u b j e c t  t o  i n t e r r u p t i o n .  T e s o r o  w a n t s  a r e l a t i v e l y  s e c u r e  
l o n g - t e r m  s u p p l y  c o n t r a c t  n o t  s u b j e c t  t o  r a p i d  c h a n g e s .

Mr.  J u r i n  s t a t e d  c h a t  T e s o r o  i s  c o n s i d e r i n g  e x p a n s i o n  c f  t h e i r  f a c i l i t i e s .  
T h e y  b e g a n  r e s e a r c h  i n  N o v e m b e r ,  1981 on m a r k e t  g r o w t h  i n  A l a s k a ,  t h e  
p r o b a b l e  p r o d u c t - m i x  and p r e l i m i n a r y  e n g i n e e r i n g .  I t  i s  p o s s i b l e  t h a t  
a s  much a s  70, 000 b a r r e l s  p e r  d a y  c o u l d  n o t  b e  f u l l y  u t i l i z e d  u n t i l  1995.  
a nd T e s o r o  m i g h t  s e t t l e  o n  a b o u t  5 5 , 000 t o  60, 000 b a r r e l s  p e r  d a y .  One 
p r i m a r y  c o n s i d e r a t i o n  i n  t h e i r  p l a n n i n g  i s  w h a t  h a p p e n s  t o  t h e  A d : 3o r y  
Bo a r d  r e c o m m e n d a t i o n s  h e r e .  A g a s o l i n e  p r o d u c i n g  r e f i n e r y  i n  F a i r b a n k s  
w o u l d  e f f e c t i v e l y  c l o s e  t h a t  m a r k e t  t o  T f s o r o  i n  t h e  I n t e r i o r ,  a s  i s  t h e  
d i e s e l  and t u r b i n e  f u e l  m a r k e t  a l r e a d y ,  d u e  t o  p r o d u c t i o n  b y  t h e  
N o r t h  P o l e  r e f i n e r y .  I t  c o s t s  T e s o r o  e i g h t  t o  n i n e  c e n t s  p e r  b a r r e l  
t o  t r a n s p o r t  g a s o l i n e  t o  t h e  I n t e r i o r  and an o n - s i t e  r e f i n e r y  t h e i r  
w o u l d  h a v e  an u n b e a t a b l e  c o m p e t i t i v e  ex _ ge .  T h e r e f o r e  t h e  d e c i s i o n s  
He r e  h a v e  a l o t  t o  do  w i t h  w h a t  T e s o r o  b u i l d s  i n  t h e  K e n a i .

Mr.  J u r i n  d i s c u s s e d  t h e  r e t u r n  o i l  s i t u a t i o n .  The w e s t  c o a s t  u t i l i t i e s  
a r e  t h e  l a r g e s t  u s e r s  o f  r e s i d u a l  o i l ;  t h e y  w i l l  h a v e  a b u n d a n t  s u p p l i e s  
f r o m o t h e r  s o u r c e s .  T e s o r o  i n t e n d s  t o  c o n v e r t  t h e  r e s i d u a l  o i l  t o  
p e t r o c o k e  o r  u s e  a h y d r o g e n a t i o n  p r o c e s s  t o  c o n v e r t  i t  t o  t u r b i n e  o r  d i e s e l  
f u e l .  Th e y  a r e  c u r r e n t l y  r u n n i n g  a p i l o t  p l a n t  p r o j e c t  on t h e i r  f e e d s t o c k s  
t o  t e s t  t h e  p r o c e s s e s .  Un i o n  O i l  R e s e a r c h  i s  t h e  l i c e n s o r  o f  T e s o r o  ' s  
f i r s t  h y d r o c r a c k e r  i n  K e n a i ;  t h e y  a r e  n e g o t i a t i n g  w i t h  t he m f o r  a p o s s i b l e  
s e c o n d  f a c i l i t y ,  and h a v e  e n g a g e d  e n g i n e e r s  f o r  d e s i g n  i n v e s t i g a t i o n .

Mr .  J u r i n  s t a t e d  t h a t  T e s o r o ' s  c o r p o r a t e  f i n a n c e  g r o u p  I s  m e e t i n g  w i t h  
f i n a n c i a l  i n s t i t u t i o n s  t o  d e t e r m i n e  t h e  b e s t  w a y  t o  f i n a n c e  t h e  e x p a n s i o n .  
A l l  t h e  d e c i s i o n s  w i l l  p r o b a b T y  be  made t h i s  y e a r .  The p r o p o s e d  c o n t r a c t  
r e q u i r e s  T e s o r o  t o  p e r i o d i c a l l y  r e p o r t  t o  t h e  C o m m i s s i o n e r  on t h e  
p r o g r e s s  o f  e v a l u a t i o n ,  p l a n n i n g  a nd d e v e l o p m e n t  o f  t h e  p r o j e c t .
The  c o n t r a c t  w o u l d  r e m o v e  a d e g r e e ,  o f  v u l n e r a b i l i t y  i n s u p p l y ,  and 
h e l p  m a i n t a i n  T e s o r o  a s  a f o r m i d a b l e  c o m p e t i t o r  i n  A l a s k a .  The d i f f e r e n c e  
b e t w e e n  t h e  T e s o r o  p r o p o s a l  and o t h e r s  i s  t h a t  T e s o r o  i s  n o t  p l a n n i n g  
t o  g o  a h e a d  i n  t h e  f u t u r e ,  b u t  a r e  p r o c e e d i n g  w i t h  t h e  p r o j e c t  on i t s  
own m e r i t s  a t  t h i s  t i m e ,  n o t  b e c a u s e  o f  t h e  b e n e f i t  o f  s ome  s o r t  o f  
s u b s i d y .  T e s o r o  h a s  an u n b l e m i s h e d  r e c o r d  i n d e a l i n g  w i t h  t h e  s t a i - *  on 
i t s  e x i s t i n g  c o n t r a c t .

S e n a t o r  Fa h r e n k a mp  s t a t e d  t h a t  e s t i m a t e s  o f  t h e  p r i c e  b r e a k  f o r  a p r o c e s s o r  
b u y i n g  r o y a l t y  o i l  f r o m t h e  s t a t e  run f r o m o n e  t o  t h r e e  d o l l a r s  p e r  b a r r e l ,  
a nd a s k e d  i f  a l o n g - t e r m  c o n t r a c t  w o u l d  r e s u l t  i n  c o s t  r e d u c t i o n s  p a s s e d  
o n t o  c o n s u m e r s .



Mr.  J u r i n  r e p l i e d  t h a t  he  d i d n ' t  k no w w h a t  t h e  f u t u r e  p r i c e  s i t u a t i o n  
w o u l d  b e ;  t h e  c o s t  o f  r a w m a t e r i a l s  i s  n o t  t h e  o n l y  f a c t o r .  A l o n g ­
t e r m  c o n t r a c t  w o u l d  m i t i g a t e  a b r u p t  s h o r t a g e s  i n  s u p p l y ,  w h i c h  h a v e  
b e e n  b r c u g h t  on i n  t h e  p a s t  b y  e c o n o m i c  s u p p l y  s h o r t a g e s ,  r e q u i r i n g  
t h a t  T e s o r o  r e d u c e  p r o d u c t i o n  r u n s .  T e s o r o  w i l l  do w h a t e v e r  p o s s i b l e  
t o  m a i n t a i n  t h e  c o m p e t i t i v e  o r  b e l o w  m a r k e t  p r i c i n g .

In r e s p o n s e  t o  Re p .  H a l f o r d ,  Mr.  J u r i n  s t a t e d  t h a t  T e s o r o  c u r r e n t l y  
s u p p l i e s  27 t o  28 p e r c e n t  o f  t h e  m a r k e t  d i r e c t l y ,  w i t h  t h e  r e m a i n d e r  
b e i n g  s u p p l i e d  b y  C h e v r o n ,  U n i o n ,  T e x a c o  a nd  i n d e p e n d e n t  o p e r a t o r s .
T e s o r o  w i l l  p r o b a b l y  n e v e r  s u p p l y  t h e  w h o l e  s t a t e ,  d u e  t o  c o m p e t i v e  
d i f f e r e n t i a l s  i n  t r a n s p o r t a t i o n  c o s t s .  T e s o r o  s e r v e s  m a i n l y  t h e  l o w e r  
r a i l b e l t  and K e n a i  a r e a .  T h e y  p r o v i d e  78 p e r c e n t  o f  t h e  t u r b i n e  f u e l  

 ̂ t h e  A n c h o r a g e  I n t e r n a t i o n a l  A i r p o r t ,  a nd w i l l  p r o b a b l y  s u p p l y  mo r e  
w . c h  an a r r a n g e m e n t  f o r  a n o t h e r  h y d r o c r a c k e r  p l a n t .  The p o t e n t i a l  
l o s s  t o  t h e  s t a t e  b y  t ’ •' w e s t  c o a s t  o f f s e t  may c h a n g e ;  t h e  g u l f  c o a s t  
p r i c e s  h a v e  b e e n  t r a d i t i o n a l l y  h i g h e r  t h a t  t h e  w e s t  c o a s t .  T e s o r o  
w o u l d  n o t  b e  l o o k i n g  f o r  a l o n g - t e r m  c o n t r a c t  i f  t h e y  t h o u g h t  t h a t  
t h e r e  w o u l d  b e  an a m p l e  f u t u r e  s u p p l y  o f  o i l .  P r o j e c t i o n s  p r e d i c t  
t h a t  t h e r e  w i l l  b e  mo r e  s h o r t a g e s  t h a n  s u r p l u s e s  o v e r  t h e  l o n g  r u n .

In r e s p o n s e  t o  Re p .  C o t t e n ,  Mr.  J u r i n  s t a t e d  t h a t  T e s o r o  h a s  a c o n t r a c t  
w i t h  San D e i g o  Gas  and E l e c t r i c  t o  p u r c h a s e  t h e  r e t u r n  o i l .  The c o n t r a c t  
b e g a n  i n  1 97 2,  a n d  h a s  b e e n  r e n e w e d  t h r o u g h  1 984.  T e s o r o  i n t e n d s  t o  
e x p a n d  t h e i r  f a c i l i t i e s  t o  p r o c e s s  t h e  r e t u r n  o i l .  T h e y  d o n ' t  h a v e
a g u a r  a n t e e d  ma r k e t 1 a t h e  p i p e l i n e .

JI in S m i t h , P r e s i d e n t ,  T e s o r o  A l a k a  C r u d e  O i l  C o mp a n y ,  i n  r e s p o n s e  t o  
Re p.  C o t t e n ,  s t a t e d  t h a t  w h e t h e r  t h e  p r i c e  T e s o r o  w o u l d  p a y  f o r  o i l  
w o u l d  b e  g r e a t e r  t h a n  t h e  a v e r a g e  w e i g h t e d  p r i c e ,  i f  t h e y  p u r c h a s e d  
i t  f r o m a p r o d u c e r  o t h e r  t h a n  t h e  s t a t e  d e p e n d s  u p o n  v a r i a b l e  ma r k e t  
c o n d i t i o n s .  T e s o r o  i s  c u r r e n t l y  b u y i n g  ANS c r u d e  f r o m u o h i o  on t h e  
s p o t  m a r k e t ,  p r o b a b l y  p a y i n g  mo r e  t h a n  t h e y  w o u l d  p a y  o t h e r  p r o d u c e r s ,  
b u t  t h e  o t h e r  p r o d u c e r s  a r e  n o t  w i l l i n g  t o  s e l l .

The Co mini i t e e  wa s  a d j o u r n e d  a t  9 : 5 0 a . m .

S e n a t e  R e s o u r c e s  C o m m i t  t e e / H o u s e  J o i n t  C o m m i t t e e  o n  O i l  a n d  G a s

M a r c h  2 6 ,  1 9 8 2

P a g e  6

AGO 785*915



H O U S E  O I L  A N D  GAS C O M M I T T E E  
A N D

S E N A T E  R E S O U R C E S  C O M M I T T E E  

J O I N T  M E E T I N G  O N  R O Y A L T Y  O I L  D I S P O S I T I O N  

M a r c h  25, 1982

C H A I R M A N  H A L FORD: T h e  j o i n t  m e e t i n g  of the H o u s e  O i l  a n d  Gas

C o m m i t t e e  and the S e n a t e  R e s o u r c e s  C o m m i t t e e ,  w o u l d  y o u

j p l e a s e  com e to o rder? P r e s e n t  w e  h a v e  the S e n a t e

* R e s o u r c e s  C o m m i t t e e  chai rman, B e t t y e  Fahr en k a m p .  W e

also h a v e  S e n a t o r  F i s c h e r ,  S e n a t o r  M u l c a h y ,  and S e n a t o r  

Gilman. P r e s e n t  o n  the H o u s e  Oil and Gas C o m m i t t e e  a r e  

R e p r e s e n t a t i v e  Cotten, R e p r e s e n t a t i v e  Randolp h, 

R e p r e s e n t a t i v e  Rogers, and m y s elf, R i c k  H a l ford. We

are h e r e  to c o n s i d e r  the p r o p o s a l  of c o n t r a c t s  for 

d i s p o s a l  of a p o r t i o n  of A l a s k a ' s  r o y a l t y  oil, a n d  our 

a g e n d a  calls for the first p r e s e n t a t i o n  to be f r o m  the 

A l a s k a  R o y a l t y  Oil and Gas D e v e l o p m e n t  A d v i s o r y  Board. 

If D i c k  L y o n  w o u l d  com e f o r w a r d  and p r e s e n t  us w i t h  

those r e c o m m e n d a t i o n s .

\ MR. LYON: T h a n k  you v e r y  much, R e p r e s e n t a t i v e  Halford,

* S e n a t o r  F a h r e n k a m p ,  a n d  o t h e r  m e m bers . I d on 't h a v e  a 

f o r m a l  p r e s e n t a t i o n .  I h a v e  copies of the two 

r e s o l u t i o n s  w h i c h  the A l a s k a  R o y a l t y  Oil a nd Gas 

D e v e l o p m e n t  A d v i s o r y  B o a r d  j u s t  p a s s e d  this l .ernoou, 

t a d  I d o n't k n o w  to w h a t  e x t e n t  y o u  want me to go into 

d e t a i l  a b o u t  w h a t  the b o a r d  has done c o n c e r n i n g  the 

s t r i n g  of n e g o t i a t i o n s ,  or the series of n e g o t i a t i o n s ,
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that the D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  has b a e n  

doing. I 'm sure that C o m m i s s i o n e r  K a t z  is g o i n g  to 

b r i n g  y o u  a l o n g  in g o o d  d e tail. T h e s e  are his 

findings, a n d  b a s i c a l l y  the b o a r d ' s  d e l i b e r a t i o n s .  I 

d o n ' t  k n o w  if y o u  h a v e  c o p i e s  or not, b u t  the b o a r d ' s  

d e l i b e r a t i o n s  i n c l u d e d  d e a l i n g  w i t h  the f i n d i n g s  w h i c h  

are q u i t e  e x t e n s i v e  a n d  d e t a i l e d  and g i v e  y o u  an 

e x c e l l e n t  a n d  v e r y  s t r o n g  b a c k g r o u n d  a b o u t  w h y  he has 

c o n c l u d e d  w h a t  he has c o n c l u d e d .  T h e  b o a r d ' s  a c tions 

w e r e  to r e c o m m e n d  that tha l e g i s l a t u r e  a p p r o v e  the 

c o n t r a c t  w i t h  T e s o r o  a n d  not at this time a p p r o v e  the 

c o n t r a c t  p r o p o s e d  w i t h  D oyo n. If y o u ' d  like I can r e a d  

the r e s o l u t i o n s ,  or if y o u  j u s t  w a n t  t h e m  e n t e r e d  into 

the record, I can p e r h a p s  r e a d  the p e r t i n e n t  parts 

a b o u t  the basi' of the c c a cjLU sions.

C H A I R M A N  HALFORD: W e  h a v e  c o p i e s  of the r e s o l u t i o n s .  I d o n ' t

k n o w  if .,.

O F F  RECORD: [ Discuss ion

a m o n g  c o m m i t t e e  m e m b e r s  

r e g a r d i n g  wh°ther or not they 

h a v e  c o p . a s . ]

C H A I R M A N  HALFORD: A r e  the w h e r e a s e s  the same u n t i l  y o u  get

b a c k  d o w n  to the last page?

MR. LYON: L e t ' s  see. T h e  Zirst two p a g e s  of w h e r e a s e s  are.

C orrect. I'm not sure if -- A t  one p u b l i c  h e a r i n g  - 

the A n c h o r a g e  p u b l i c  h e a r i n g  - ther e w a s  n o  t estimony.
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A t  the F a i r b a n k s  p u b l i c  h e a r i n g  there w a s  testimony,  

a n d  if that's in the w h e r e a s e s ,  t h e n  t h a t ' s  the only  

d i s t i n c t i o n  b e t w e e n  the w h e r e a s e s .

C H A I R M A N  H A L F O R D :  Okay, a n d  the f i r s t  o n e  deals w i t h  T e s o r o

a n d  the s e c o n d  o n e  d e a l s  w i t h  D o y o n ?

MR. LYON: Yes, that's correct.

C H A I R M A N  H A L F O R D :  I gue ss it m i g h t  b e  a p p r o p r i a t e  to j u s t  go

a h e a d  a n d  r e a d  into the r e c o r d  j u s t  the t h e r e f o r e s  at 

this time.

O F F  R E CORD:  [ D i s c u s s i o n

a m o n g  c o m m i t t e e  m e m b e r s  abo ut . 

h a v i n g  copies.]

MR. LYON: L e t  m e  say, as j u s t  p r e f a t o r y  r e m ar ks, that the

c o m m i s s i o n e r  has m e t  v ith the bo,, rd r e g a r d i n g  these 

c o n t r a c t s  on, let's see, at l e a s t  h a l f  a d o z e n  

o c c a s i o n s .  The f u n c t i o n  o f  the b o a r d  i n v o l v e s  e x p o s i n g  

the n e g o t i a t i o n  p r o c e s s  to the p u b l i c  to the extent 

that it is p o s s i b l e  to do so a n d  still h a v e  a p r i v a t e  

n e g o t i a t i o n ,  but the b o a r d  has b e e n  b r o u g h t  a l o n g  as 

the n e g o t i a t i o n s  h a v e  p r o c e e d e d .

T h e  c o n c l u s i o n  on the T e s o r o  A l a s k a  c o n t r a c t  is 

as follows: T h e  C o m m i s s i o n e r  of N a t u r a l  R e s o u r c e s  has

f o l l o w e d  the b o a r d  p o l i c i e s  a n d  a p p l i c a b l e  statutes a nd 

r e g u l a t i o n s  r e l a t i n g  to the d i s p o s a l  of oil and gas 

r o y a l t y  interests; two, that the b o a r d  a g r e e s  that the 

s a i e  of r o y a l t y  oil i n t e r e s t s  to T e s o r o  A l a s k a

- 3 -
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P e t r o l e u m  Comp a n y ,  as p e r  the a g r e e m e n t ,  is in the b e s t  

i n t e r e s t  of the s t a t e  b e c a u s e  (a) the oil is to be 

r e f i n e d  or p r o c e s s e d  o r  t r a d e d  for o t h e r  o i l  to b e  

p r o c e s s e d  in the e x i s t i n g  T e s o r o  r e f i n e r y  n e a r  Kenai, 

A l a ska; (b) T e s o r o  A l a s k a ' s  i n - s t a t e  r e f i n e r y  s u p p l i e s  

p r o d u c t s  to the A l a s k a  m a r k e t  w i t h  p r i c e  or s u p p l y  

b e n e f i t s  to s t a t e  c i t i z e n s ;  (c) the p r i c e  that the 

s t a t e  w i l l  r e c e i v e  f o r  '.his r o y a l t y  i n t e r e s t  a p p e a r s  to 

be  s u b s t a n t i a l l y  e q u i v a l e n t  to or g r e a t e r  t h a n  the 

p r i c e  the state w o u l d  r e c e i v e  b y  t a k i n g  this r o y a l t y  in 

value; (d) that T e s o r o  A l a s k a  is a h i g h l y  q u a l i f i e d  

c o m p a n y  w h o  has b e e n  o p e r a t i n g  its r e f i n e r y  to p r o d u c e  

p r o d u c t s  for the A l a s k a  m a r k e t  for o v e r  t h i r t e e n  years; 

(e) that a d e q u a t e  s e c u r i t y  p r o v i s i o n s  h a v e  b e e n  

i n c l u d e d  in the a g r e e m e n t ;  (f) that this a g r e e m e n t  is 

c o n s i s t e n t  w i t h  the c r i t e r i a  o u t l i n e d  in AS 38.06. 0 7 0 .  

T h e r e f o r e ,  be it r e s o l v e d  that the A l a s k a  R o y a l t y  Oil 

ei.id Gas D e v e l o p m e n t  A d v i s o r y  B o a r d  r e c o m m e n d s  to the 

T w e l f t h  A l a s k a  L e g i s l a t u r e  that the a g r e e m e n t  for the 

sale a n d  p u r c h a s e  of r o y a l t y  oil b e t w e e n  the S t a t e  of 

A l a s k a  a n d  T e s o r o  A l a s k a  P e t r o l e u m  C o m p a n y  d a t e d  

F e b r u a r y  26, 1982, be approved.

T h e  m o t i o n  c a r r i e d  u n a n i m o u s l y .  W o u l d  y o u  like 

to deal w i t h  the two c o n t r a c t s  s e p a r a t e l y ?

C H A I R M A N  HALFORD: I t h i n k  w e ’re g o i n g  to deal w i t h  the

c o n t r a c t s  once w e  g e t  ...

AGO 785919
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MR. LYON: A l l  the i n f o r m a t i o n .  Okay.

C H A I R M A N  HALFORD: ... [ i n d i s c e r n . ;  s i m u l t a n e o u s  c o n v e r s a t i o n ]

. . . i n t r o d u c t i o n s , but. if y o u  w o u l d  go t h r o u g h  :the 

f i n d i n g s  s e c t i o n  o n  the s e c o n d  c o n t r a c t  ...

MR. LYON: Surely.

C H A I R M A N  HAL FORD: ... [ i n d i s c e r n . ]  ... r e s o l u t i o n s  .

MR. LYON: A l l  right. T h e  m o t i o n  e n d s  b y  saying: T h e  b e a r d

finds as follows: (1) that the C o m m i s s i o n e r  of N a t u r a l

R e s o u r c e s  has f o l l o w e d  the b o a r d  p o l i c i e s  and 

a p p l i c a b l e  s t a t u t e s  a n d  r e g u l a t i o n s  r e l a t i n g  to the 

d i s p o s a l  of oil a n d  gas r o y a l t y  interes ts; (2) t\.at the 

b o a r d  favors i n c r e a s e d  i n - s t a t e  u s e  of its r o y a l t y  

interest s, such as c o n s t r u c t i o n  of a n e w  refinery; (3) 

that the b o a r d  d i s a g r e e s  t h a t  the sale of the r o y a l t y  

oil i n t e r e s t s  to D oyon, Ltd. as p e r  the a gre ement, is 

in the b e s t  i n t e r e s t s  of the s t a t e  b e c a u s e  (a) the 

f i n a n c i n g  and t h e r e f o r e ,  timing, of the p r o p o s e d  

p r o j e c t  is c u r r e n t l y  u n c e r t a i n ,  and it is not in the 

s t a te's b e s t  i n t e r e s t s  to c o n c l u d e  a c o n t r a c t  u n t i l  the 

p r o j e c t  is r e a d y  to m o v e  f o r w a r d ;  (b) the p r o v i s i o n  for 

d e l a y e d  p a y m e n t  of the r e s e r v a t i o n  fee a c c o r d i n g  to 

p a r a g r a p h  2.10 of the c o n t r a c t  c r e a t e s  an u n a c c e p t a b l e  

b i a s  a g a i n s t  c o m p e t i t o r s .  A n d  therefore, be it 

r e s o l v e d  that the A l a s k a  P,oyalty O i l  and Gas 

D e v e l o p m e n t  A d v i s o r y  B o a r d  r e c o m m e n d s  to the T w e l f t h  

A l a s k a  L e g i s l a t u r e  that the a g r e e m e n t  for the sale and

- 5 -

AGO 7 8 5 9 2 0



p u r c h a s e  of r o y a l t y  oil b e t w e e n  the S t a t e  of A l a s k a  a n d 

D o y ton, Ltd. d a t e d  F e b r u a r y  26, 1982, be disapproved.

This m o t i o n  c a r r i e d  u n a n i m o u s l y ,  however,, the 

r e c o r d  s h o u l d  r e f l e c t  tha t C o m m i s s i o n e r  William^ , w h o  

s e c o n d e d  the D o y o n  c o n t r a c t  r e s o l u t i o n ,  was u n a b l e  to 

c o n t i n u e  and b e  p r e s e n t  at the time of the vote. He 

h a d  a m e e t i n g  con flict.

C H A I R M A N  H A L FORD: Okay. I t h i n k  at this time w e  can just go

on. I think the D e p a r t m e n t  of N a t u r a l  R e s o urces can 

r e a l l y  gi ve us *he b i g g e s t  p i e c e  of the b a c k g r o u n d  and 

the c o n d i t i o n s  of (.'.*» n e g o t i a t i o n s ,  and also the 

s t a t u t o r y  p r o v i s i o n s  u n d e r  w h i c h  the n e g o t i a t i o n s  w e r e  

c onduc t e d ,  and w h a t  the i n t e n t s  were; and then w h e n  we 

get down to the c o n t r a c t s ,  w e ' d  like to have you 

p o s s i b l y  come b a c k  to r e s p o n d  to a n y t h i n g  on the 

s p e c i f i c  c o n t r a c t  p r o p o s a l s  for T e s o r o  a n d  Doyon. 

R e p r e s e n t a t i v e  C o tten?

REP. COTTEN: Y o u  said that T o m  W i l l i a m s  h a d  s e c o n d e d  the

m o t i o n  to a p p r o v e  the c o n t r a c t ?

MR. LYON: Yes. He ...

REP. COTTEN: W h o  m a d e  the m o t i o n  to a p p r o v e  it?

MR. LYON: T h e  m o t i o n  to a p p r o v e  it was m a d e  by

Dr. Trip le h o r n .

R E ? . COTTEN: But then he e n d e d  up v o t i n g  a g a i n s t  it, didn't

he?
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MR. LYON: No, no. W h a t  w e  d i d  w a s  w e  p r e p a r e d  two

r e s o l u t i o n s  for e a c h  c o n t r a c t  so that w e  w o u l d  be 

p r e p a r e d  to move: one r e s o l u t i o n  to a p p r o v e  - to

r e c o m m e n d  a p p r o v a l  - a n d  one r e s o l u t i o n  to r e c o m m e n d  

disapproval; so the m o t i o n  r e c o m m e n d e d  disapproval.

S E N A T O R  MULC AHY: Mr. C h a i r m a n ,  I d o n ’t k n e w  about a n y b ody

else, but I've o n l y  got o n e  resolution.

O F F  RECORD: [Discuss ion

a m o n g  c o m m i t t e e  members; 

w a i t i n g  for a r r i v a l  of 

c o p i e s  ]

MR. LYON: A r e  you f i n i s h e d  w i t h  me?

C H A I R M A N  HALFORD: Yes, t h a n k  you.

S E N A T O R  FAHRENKAMP: But n o t  forever.

REP. ROGERS: Mr. Chair m a n ?

C H A I R M A N  HALFORD: R e p r e s e n t a t i v e  R o g ers ?

REP. ROGERS: It's f a i r l y  o b v i o u s  to me from the -- n o w

r e c e i v i n g  it, that t h e r e  w e r e  some s u b s t a n t i a l  -- that 

the> h d a proposal, but it all -- all the findings got 

r e w r i t t e n  as they w e n t  through. M a y b e  I'll look 

through the [ i n d iscern .], b u t  I w o u l d  like to ask some 

q u e s t i o n s  about the ...

C H A I R M A N  HALFORD: Yes, I h a v e  some q u e s t i o n s  on, p a r t i c u­

larly, the s e c o n d  r e s o l u t i o n ,  but I t h ought we w o u l d  

h e a r  from Doyon, and then go through the q u e s t i o n s  w i t h  

the r o y a l t y  board.
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REP. R O G E R S :  Okay. A p p a r e n t l y  t h e r e  w e r e  some o t h e r  changes

v e r y  late in the process.

C H A I R M A N  H A L F O R D :  Um-hum. Mr. Katz, if y o u  w o u l d  go t h rough

the e n t i r e  p r o cess?

MR. KATZ: T h a n k  you, Mr. C h a i rman. I a m  p l e a s e d  to p r e s e n t

to y o u  today the T e s o r o  c o n t r a c t  w h i c h  has the full 

s u p p o r t  of the a d m i n i s t r a t i o n .  In the case of the 

D o y o n  contract, as I'll i n d i c a t e  a l i t t l e  f u r t h e r  on in 

my  testim o n y ,  w e  a g r e e  w i t h  the r e s u l t  of the r o y a l t y  

oil a n d  gas board. W e  a g r e e  w i t h  one of the premisas  

for that conclusion, a n d  w e  d i s a g r e e  w i t h  the other.

W-‘_n y o u r  indulgence, Mr. Chairmaii.. I a m  g o i n g  to take 

j u s t  a f ew m i n u t e s  and run t h r o u g h  the p r o c e s s  w e  u s e d  

a n d  the u n d e r l y i n g  p o l i c i e s  that g u i d e d  our n e g o t i a­

tions of all the c o n t r a c t s  b e c a u s e  thi_ is the one 

p o i n t  I think in the l e g i s l a t i v e  p r o c e s s  whei.e that 

w o u l d  be appropriate.

Th e  first tb ing I w a n t  to de al w i t h  is process.

We set s e vera l c r i t e r i a  for o u r s e l v e s ,  a n d  these, a mong 

others, are ones that h o p e f u l l y  y o u  w i l l  u t i l i z e  in 

a s c e r t a i n i n g  w h e t h e r  the p r o c e s s  m e e t s  y o u r  r e q u i r e­

ments.  The first is that the p r o c e s s  be fair to a^l 

p a r t i c i p a n t s  and be p e r c e i v e d  b y  t h e m  a n d  by the public  

as b e i n g  fair. Secondly, that w e  m a k e  s. real e ffort to 

i n s t i t u t i o n a l i z e  a d e c i s i o n - m a k i n g  p r o c e s s  in the 

D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  for m a k i n g  r o y a l t y  oil
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d ecisi o n s ;  in a s e n s e  to d e p e r s o n a l i z e  that p r o c e s s ,  

a n d  to c r e a t e  an i n t e r d i s c i p l i n a r y  p r e s e n c e  w i t h  

r e s p e c t  to e x a m i n a t i o n  of r o y a l t y  o il issues.  Next, ' 

that f r o m  s t a r t  to f i n i s h  w e  c r e a t e  a p a p e r  t r a i l  that 

d o c u m e n t s  e a c h  a n d  e v e r y  p o i n t  in the d e c i s i o n - m a k i n g  

proce s s ,  a n d  w h y  w e  c h o s e  to go one r o u t e  as o p p o s e d  to 

another. Next, t h a t  w e  i n c r e a s e  the k n o w l e d g e  of the 

k e y  d e c i s i o n  m a k e r s  in the r o y a l t y  oil a r e a  t h r o u g h  the 

process, a n d  in f a c t  w e  d i d  that t h r o u g h  a n u m b e r  of 

means. Next, that w e  i m p r o v e  u p o n  the s . a n d a r d  f o r m  

r o y a l t y  oil c o n t r a c t .  T h a t  i n v o l v e d  an i n t e r­

a d m i n i s t r a t i o n  e x a m i n a t i o n  o f  the p r i o r  c o n t r a c t ,  a n d  a 

v e r y  s i g n i f i c a n t  e f f o r t  at a m e n d m e n t ,  a n d  t h e n  j u s t  to 

cross c h e c k  w h a t  w e ' d  done, w e  e x p o s e d  o u r  c o n t r a c t  to 

one of the b e s t  c o m m e r c i  . l a w  firms in o u r  j u d g m e n t  in 

the U n i t e d  States, a n d  to s o m e  p e o p l e  w h o  t r a d e  in 

r o y a l t y  oil j u s t  so get their j u d g m e n t .  I t h i n k  that 

the net r e s u l t  w a s  a v e r y  t o u g h  contract, b u t  a 

c o n t r a c t  that I t h i n k  s e r i o u s  r o y a l t y  oil b i d d e r s  w e r  

w i l l i n g  to sign. T h e  n e x t  g o a l  that w e  h a d  in m i n d  

p r o c e d u r a l l y  w a s  to i m p r o v e  o u r  • D N R :s - r e l a t i o n s h i p  

w i t h  the r o y a l t y  oil a n d  gas b o a r d ,  a n d  I t h i n k  w e ' v e  

dene that. T h e y  in o u r  j u d g m e n t  r e p r e s e n t  a real 

reser'/oir of k n o w l e d g e  a n d  e x p e r t i s e  on r o y a l t y  oil, 

and w e  s ought to take a d v a n t a g e  of that e x p e r t i s e  at 

each stage in the proc ess. T h e  c u l m i n a t i o n  of all of
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these p r o c e d u r a l  e f f o r t s  is the findings d o c u m e n t  th at 

has b e e n  p r e s e n t e d  to the commit t e e ,  c o n s i s t i n g  o f  o v e r  

two h u n d r e d  p a g e s  of b a c k g r o u n d  and f i n d i n g s  and 

c onclu s i o n s .  W e  h a v e  s o u g h t  Lo sum marize t h a t  d o c u m e n t  

in a f o u r t e e n - p a g e  b r i e f i n g  p a p e r  w h i c h  h a s  b e e n  

p r e v i o u s l y  p r o v i d e d  to the committee.

V e r y  b r i e f l y ,  h e r e  a r e  the major p o l i c i e s  that 

u n d e r l i e  a l l  of o u r  n e g o t i a t i o n s .  First, that w e  

r e c o g n i z e  -- L e t  m e  s t a r t  b a c k  just one s t e p  and give 

y o u  a feel f o r  h o w  t h a t  p r o c e s s  works p r a g m a t i c a l l y .

W e  r e v i s e d  o u r  p e n d i n g  s o l i c i t a t i o n  w h e n  I came on 

b o a r d  to m o r e ,  in m y  j u d g m e n t ,  a c c u r a t e l y  r e f l e c t  the 

in-state p r e f e r e n c e  t h a t  e x i s t s  in the s t a t e  statutes. 

That s o l i c i t a t i o n  w a s  p u t  o u t  on the s t r e e t  in the 

p e r i o d  f r o m  A u g u s t  1 to S e p t e m b e r  1. W e  g e t  some 

t w e n t y - n i n e  r e s p o n s e s  to the state s o l i c i t a t i o n .  We 

then b e g a n  a w i n n o w i n g  p r o c e s s .  We met w i t h  e v e r y b o d y  

that d e s i r e d  to m e e t  w i t h  the state to b a c k  up o r a l l y  

their w r i t t e n  p r o p o s a l .  L a t e r  w e  made a s e r i e s  of 

findings o f  o u r  o w n  a n d  g a v e  the parties w h o  w e  

r e j e c t e d  at that p o i n t  in the process the o p p o r t u n i t y  

to refute o u r  c o n c l u s i o n s ,  a n d  in two or t h r e e  cases w e  

r e c o n s i d e r e d ,  a l t h o u g h  c o m i n g  to the same c onclusion.

W e  then c o n t i n u e d  on in o u r  n e g o t i a t i o n s  w i t h  the 

p eople t h a t  w e  felt  p r e s e n t e d  serious p r o p o s a l s .  T h e r e  

w e r e  some e i g h t  or n i n e  in n u m b e r  at that p o i n t  in
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time. R e g r e t t a b l y ,  t h o s e  n e g o t i a t i o n s  c o n t i n u e d  b e y o n d  

the time f r a m e  that w e  h a d  o r i g i n a l l y  p r o j e c t e d ,  and I 

a p o l o g i z e  for that in t e r m s  of the v e r y  s t r i n g e n t  

d e a d l i n e s  that I k n o w  t h a t  all of y o u  h a v e  set for 

y o u r s e l v e s ,  b u t  it r e a l l y  w a s n ' t  p o s s i b l e  I t h i n k  in 

the p r a g m a t i c  b u s i n e s s  w o r l d  to m o v e  m u c h  q u i c k e r  than 

w e  did. U n l i k e  a s i t u a t i o n  w h e r e  two p r i v a t e  parties 

are d e a l i n g  w i t h  e a c h  other, w e  c o u l d  n o t  negoti a t e ,  in 

m y  j u d g m e n t ,  a c o n t r a c t  w i t h  o n e  party, a n d  then m o v e  

on and n e g o t i a t e  a n o t h e r  c o n t r a c t  w i t h  a n o t h e r  party, 

and so f o r t h  all the w a y  t h r o u g h  the p r o c e s s .  T h e 

r e a s o n  f o r  that is t h a t  all. of the p e o p l e  that w e  w e r e  

d e a l i n g  w i t h  in one w a y  or a n o t h e r  c o m p e t e  w i t h  each 

other, a n d  w e  d i d n ' t  w a n t  to p u r p o s e f u l l y  or i n a d v e r­

ten t l y  c r e a t e  a c o m p e t i t i v e  a d v a n t a g e  or d i s a d v a n t a g e  

b y  n e g o t i a t i n g  a c o n t r a c t  w i t h  one and t h e n  g o i n g  on 

s epara t e l y ,  so w h i l e  w e  m a i n t a i n e d  c o n f i d e n t i a l i t y  in 

all of o u r  n e g o t i a t i o n s ,  w e  t r i e d  to m o v e  e v e r y b o d y  

f o r w a r d  toget her; a n d  w e  l e a r n e d  on the b a s i s  of that 

e x p e r i e n c e ,  a n d  w i l l  p r o f i t  in the future, that it 

s impl y takes m o r e  time than w e  p r o j e c t e d  for that to 

occur.

N o w  on to the s u b s t a n t i v e  p o l i ci es. As I b e g a n  

to indicate, w e  r e f l e c t e d  a c l e a r  p r e f e r e n c e  for 

in-stat e taking. T h a t  p r e f e r e n c e ,  in o u r  judgment, 

though n o t  abso lute, a n d  w e  did not t reat it as
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a b s o l u t e ,  is r e f l e c t e d  in the A l a s k a  S t a t u t e s .

S e c o ndly, w e  s o u g h t  to a c h i e v e  p a r i t y  a m o n g  all the 

p a r t i e s  that w e r e  n e g o t i a t i n g  foi s tate  r o y a l t y  oil in 

terms of a l l  the m a j o r  p r o v i s i o n s .  O b v i o u s l y ,  each 

p r o p o s a l  r e f l e c t s  a d i f f e r e n t  set of c i r c u m s t a n c e s ,  but 

in terms o f  t e r m  a n d  p r i c e  a n d  those k i n d s  of m a j o r  

elements, w e  s o u g h t  to a c h i e v e  parity. T h e  one 

i n s t a n c e  w h e r e  w e  d e v i a t e d  f r o m  that w a s  to g r a n t  a 

f o u r - y e a r  m o r a t o r i u m  on an o p t i o n  fee that I w i l l  

e x p l a i n  l a t e r  in our d i s c u s s i o n ,  in the c a s e  of the 

D o y o n  r e f i n e r y  p r o p osal;  a n d  w e  did that v e r y  

c o n s c i o u s l y .  T h a t  d e c i s i o n  i n v o l v e d  a c o n f l i c t  of a 

n u m b e r  of c o m p e t i n g  p o l i c i e s  w h i c h  in i s o l a t i o n  all of 

us, I think, w o u l d  endorse, b u t  in this s i t u a t i o n  they 

came t o g e t h e r  in conflict. One of those w a s  to achieve  

p a r i t y  a m o n g  all p a r t i c i p a n t s ,  but a n o t h e r  one, in our  

j u d g m e n t ,  w a s  to h e l p  f a c i l i t a t e  e n t r y  into the m a r k e t  

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

b e n e f i t s  f o r  a b r o a d e r  r a n g e  of A l a s k a  c i t i zens. I 

d o n ' t  w a n t  r i g h t  this s e c o n d  to go into a n y  fur ther 

d e t a i l  on that, e x c e p t  to i n d i c a t e  that that w a s  a v e r y  

c o n s c i o u s  d e c i s i o n  on our part, a n d  it is the only 

p o i n t  w h e r e  we are in c o n s c i o u s  d i s a g r e e m e n t  w i t h  the 

d e c i s i o n s  o f  the r o y a l t y  oil a n d  gas board.

T h e  n e x t  is sue was price. W e  d e p a r t e d  from the 

o l d e r  e x h i b i t  B p r i c e  m e c h a n i s m .  I n s t e a d  w e  a d o p t e d
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the w e i g h t e d  a v e r a g e  f i e l d  price on the N o r t h  Slope, 

b u t  w i t h  a c o n t r a c t u a l  a d j u s t m e n t  for w h a t e v e r  o c c u r s  

in the p e n d i n g  A m e r a d a  H e s s  l i t i g a t i o n  a n d  w i t h  a three 

p e r c e n t  a b o v e  prime, or a bove  the t r e a s u r y  rate, s u m  to 

b e  p a i d  o v e r  a n d  a b o v e  w h a t e v e r  the r e s u l t s  o f  A m e r a d a  

H e s s  m a y  be. T h e  d e c i s i o n  to d e p a r t  f r o m  the e x h i b i t  B 

p r i c e  w a s  v e r y  c o n s c i o u s  on our part. F o r  o n e  thing, 

that p r i c e  does p e n a l i z e  i n - s tate takers, b e c a u s e  it is 

v e r y  d i f f i c u l t  for t h e m  to k n o w  w h a t  the p r i c e  is un til 

a p e r i o d  of a b o u t  s i x t y  days a f t e r  the t r a n s a c t i o n s  

occur. Chat u n c e r t a i n t y  m a k e s  it v e r y  d i f f i c u l t  for 

t h e m  to plan. Also, g i v e n  the p e n d e n c y  of the A m e r a d a  

Hess l i t i g a t i o n ,  w e  felt that a court w i l l  m a k e  a 

d e f i n i t i v e  d e c i s i o n ,  h o p e f u l l y  in the n o t - t o o - d i s t a n t  

future, a n d  w h a t e v e r  d e c i s i o n  that is, it w i l l  g o v e r n  

these c o n t r a c t s .  In the interim, w e  p r e f e r r e d  a 

s o l u t i o n  w h i c h  g a v e  us the t h r e e - p e r c e n t - a b o v e - p r i m e  

appro a c h ,  r a t h e r  than the a l t e r n a t i v e  w h i c h  w o u l d  of 

o t h e r w i s e  e x i s t e d  w h e r e  w e  w o u l d  h a v e  h a d  to p a y  a 

p e r c e n t  and a q u a r t e r  abov e prime if w e  w e r e  to lose in 

a s i t u a t i o n  w h e r e  m o s t  of the state's i n v e s t m e n t s  don't 

a c h i e v e  that o b j e c t i v e .

T h e  n e x t  d e c i s i o n  r e l a t e d  to term. W e  d e c i d e d  

on a t w e l v e - y e a r  term. W e  looked at o t h e r  a l t e r n a­

tives; for examp l e ,  t e r m i n a t i n g  all these c o n t r a c t s  on 

the day of P r u d h o e  B a y  w i n d  down. But tie t w e l v e - y e a r
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t e r m  does m a k e  sense in terms of w h a t  w i l l  -- w h a t  the 

s u p p l y  s i t u a t i o n  is l i k e l y  to b e  at that p o i n t  in time. 

W e  w a n t e d  to m a x i m i z e  the o p t i o n s  that w e r e  a v a i l able 

to f u t u r e  l e g i s l a t u r e s  a n d  g o v e r n o r s  at some p o i n t  in 

time, a n d  the t w e l v e - y e a r  time frame  was v i r t u a l l y  as 

g o o d  as the e i g h t - y e a r  time frame, in o u r  judgment.

T h e  n e x t  d e c i s i o n  was r e s p e c t i n g  volume. We 

w a n t e d  to r e t a i n  a s i g n i f i c a n t  u n c o m m i t t e d  volume, no 

m a t t e r  w h a t  o c c u r r e d  in the s o l i c i t a t i o n ,  in o r d e r  not  

to p r e c l u d e  o p t i o n s  that m a y  m a t e r i a l i z e  two or three 

y e a r s  f r o m  now, and that w e  s i m p l y  c a n n o t  foresee*, and 

w h e t h e r  or n o t  the D o y o n  c o n t r a c t  is approved, I think 

that w e  w i l l  a c h i e v e  that o b j e c t i v e .

T h e  next issue r e l a t e s  to w h a t  w e  c a l l e d  the 

o p t i o n  f e e . We felt th at there w a s  a s i g n i f i c a n t  

b e n e f i t  to p e o p l e  in the c o m m i t m e n t  of oil by the 

state, a n d  c o n v e r s e l y ,  the s t a t e  lost c e r t a i n  oppor- 

t u n i t i e s  once that c o m m i t m e n t  o c c u rred, even if oil 

w e r e  n o t  pro vided, a n d  so an e l e m e n t  of our c o n t r a c t u a l  

n e g o t i a t i o n s  was to o b t a i n  a fee o u c e  o u r  oil was 

c o m m i t t e d  if that v o l u m e  of oil w e r e  n o t  taken at any 

g i v e n  p o i n t  in time. As C h a i r m a n  L y o n  indicated, the 

one e x c e p t i o n  to that w a s  a f o u r - y e a r  m o r a t o r i u m  in the 

D o y o n  contract, w h i c h  w e  did as a c o n c e s s i o n  to a n e w 

entrant. We p i c k e d  four y e a r s  b e c a u s e  that's the

- 1 4 -

A G O  7 8 5 9 2 9



p e r i o d  of time in w h i c h  M a p c o  h a s  h a d  a n  o p p o r t u n i t y  to 

p e n e t r a t e  the market.

T h e  n e x t  p o l i c y  t h a t  w e  a d o p t e d  w a s  a v e r y 

c o n s c i o u s  d e c i s i o n  a g a i n s t  i n t e r i m  taking. W e  d id not 

w a n t  s t a t e  r o y a l t y  oil to b e  the v e h i c l e  for f i n a n c i n g  

a p r o j e c t  that w a s  o t h e r w i s e  n o t  f i n a n c e a b l e .  T r y i n g  

to d r a w  on the e x p e r i e n c e  of the past, o u r  p o l i c y  in 

all i n s t a n c e s  was to s u p p l y  oil o n l y  to p r o j e c t s  that 

w e r e  i m m i n e n t  and at the time the r e f i n e r y  door opened. 

H e r e  is w h e r e  w e  b e g a n  to h a v e  t r o u b l e  in the D o y o n  

a r r a n g e m e n t  and so did the r o y a l t y  oil b o a r d  today. At 

the time w e  n e g o t i a t e d  the c o n t r a c t  w i t h  Doyon, Ltd., 

t h e i r  c o n s t r u c t i o n  f i n a n c i n g  w a s  in place. T h e y  h a d  

s p e n t  a c o n s i d e r a b l e  a m o u n t  of m o n e y  in the p u r c h a s e  of 

e q u i p m e n t ,  and they h a d  a c q u i r e d  a site a c r o s s  the 

s t r e e t  f r o m  the M a p c o  r e f i n e r y .  G i v e n  that m o v e m e n t  

f o r ward, we felt that it w a s  n o t  n e c e s s a r y  for the 

g o v e r n m e n t  to i n t e r p o s e  b e n c h m a r k s  that w o u l d  h a v e  b e e n  

v e r y  d i f f i c u l t ,  as they w o u l d  h a v e  b e e n  in the A l p e t c o  

s i t u a t i o n ,  for the g o v e r n m e n t  to r e a l l y  m o n i t o r  

p r o p e r l y ;  and g i v e n  that s u b s t a n t i a l  c o m m i t m e n t  b y  a 

p r i v a t e  c o n c e r n  of its own m o n e y ,  o p e r a t i n g  in its own 

s e l f  in terest, it h a d  e v e r y  i m p e t u s  to m o v e  forward. 

S i n c e  the c o n t r a c t  w a s  n e g o t i a t e d ,  h o w e v e r ,  for reasons  

that p e r h a p s  D e v o n  w i l l  c h o o s e  to e x p lain, their c o n­

st r u c t i o n  f i n a n c i n g  has lapsed, a n d  at this poin t in
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time does n o t  exist. T h e y  are d o i n g  e v e r y t h i n g  w i t h i n  

t h e i r  c a p a c i t y  to r e a c q u i r e  c o n s t r u c t i o n  fina n c i n g ,  so 

it w a s  n o t  a s p e c u l a t i v e  sort o f  v e n t u r e  tha t w e  chose 

to n e g o t i a t e  w i t h ,  in o u r  j u d g m e n t .  A t  the time we 

n e g o t i a t e d  the c o n t r a c t ,  e v e r y t h i n g  w a s  in place. On 

that b a s i s ,  w e  w o u l d  have, and did, a d v i s e  the r o y a l t y  

oil a n d  gas b o a r d  o f  o u r  d i s c o m f o r t .  W e  w o u l d  have 

i n d i c a t e d  that to y o u  as well. In o u r  j u d g m e n t ,  if the 

f i n a n c i n g  s i t u a t i o n  c omes t o g e t h e r  c o n c l u s i v e l y  w i t h i n  

the n e x t  c o u p l e  of w e e k s  a n d  p r i o r  to f i n a l  l e g i s l a t i v e  

ap p r o v a l ,  t h e n  if w e  w e r e  c e r t a i n  t h a t  that w e r e  the 

case o n  the b a s i s  of o u r  o w n  i n d e p e n d e n t  analy sis, we 

c o u l d  then  r e c o m m e n d  to y o u  in g o o d  c o n s c i e n c e  that the 

c o n t r a c t  b e  a p p r o v e d ,  b u t  n o t  u n l e s s  a n d  u n t i l  that 

o c c u r s .

T h e  n e x t  d e c i s i o n  that w e  m a d e  w a s  to be w i l l i n g  

to be a o n e - h u n d r e d - p e r c e n t  s u p p l i e r  of r o y a l t y  oil to 

i n - s t a t e  r e f i n e r s .  T h e  r e a s o n s  for that w e r e  a couple. 

First, the s t a t e  s t a t u t e s  do p r o v i d e  a p r e f e r e n c e  for 

i n - s t a t e  r e f i n i n g  a n d  p r o c e s s i n g .  S e c o n d l y ,  we c o n­

si d e r e d  a sort o f  a r b i t r a r y  a p p r o a c h  of saying: Well,

w e  w o n ' t  p r o v i d e  m o r e  than e i g h t y  p e r c e n t  or s e vent y  

p e r c e n t  to a r e f i n e r y ;  b u t  that w o u l d  h a v e  s i g n i f i­

ca n t l y  p r o v i d e d  a s i g n i f i c a n t  d e t r i m e n t  to the 

c o m p a n i e s  i n v o l v e d  w i t h o u t  r e a l l y  g i v i n g  the state, in 

o u r  j u d g m e n t ,  a r e a l  b e n efit.  T h e  d i f f e r e n c e  in v o l u m e

- 1 6 -

AGO 7 8 5 9 3 1



was not all that great, and one of the things that we 

were trying to do, particularly for example in the case 

of Tesoro, was to provide a really secure foundation 

for their present operation and for their hope for 

future development. Some of the companies that we were 

dealing with have had to be out on the world market, 

constantly searching for oil, and that's not a very 

secure situation to permit a real commitment to the 

state and a commitment to the future.

The next issue that we dealt with was return 

oil. I will touch on that only briefly. Return oil is 

oil that in a pipeline refinery like Mapco comes out at 

the other end of their process. They pay a quality 

penalty,, and the return oil in theory is available for 

other uses further downstream. We tried to maximize 

the volume that the state was dealing with by incorpor­

ating the return oil as well as the Pump Station One 

oil in our discussions and deliberations. For a number 

of reasons that didn't work out, and so Doyon would be 

responsible for selling the return oil as a result of 

its refinery operation, unless the state on a one-time 

basis chose to exercise an option to take that oil, but 

it would not be initially ours.

Next, although nobody was willing to construct a 

refinery in rural Alaska, we in every set of negotia­

tions tried to obtain concessions that we thought would
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be for the benefit of rural Alaska. Unfortunately, 

some of the contractual discussions that would have 

best yielded that result fell through for other 

reasons, but I think that that should be an objective 

of every set of negotiations that the state enters 

i n t o .

The next thing was petroleum coke. Unfortunate­

ly, n my judgment, the discussion of petrocoke has 

tended to dominate the discussion of some of these 

other issues, and I think that some of these other 

policy issues relating to the disposition of state 

royalty oil are at least as important, if not more 

important, than petrocoke. But we did adopt a policy 

in the department of trying to use royalty oil to 

complement the development of another state resource, 

which was coal, and we felt that if the technology 

existed to blend petrocoke with royalty oil - I mean, 

excuse me, with coal - somewhere on the Pacific Rim, 

and that that would accelerate the development of 

Alaska coal, that was a very important policy for us.

We chose to approach that policy on the basis of 

developing contractual provisions that would have 

provided a benefit to any concern that was mining 

Alaska coal, rather than providing royalty oil to any 

cue concern. Unfortunately, the generalized dis­

cussions fell through, and at this point in time we
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don't have a contract to present to you which provides 

the petrocoking approach.

The next matter-that I want to raise with the 

committee concerns the impact on the end value price 

which results from in-kind taking of Alaska oil. We 

document this fully in our findings, and frankly, it 

represents -- raising this issue with you represents 

the way that we have approached the legislature on all 

issues since I've been here and I think, hopefully, and 

I know the department has done it before that. We are 

not approaching these contracts in a hard advocacy 

vein, to the point of denying > ou access to informa­

tion, to negative information, that would bear upon 

these contracts; and there is no question that any 

in-kind taking has a negative impact on the end-value 

price of Alaska oil because, or in most instances, that 

will be the case, not necessarily in all instances.

The basic reason for that, without going into a whole 

lot of detail, is that there is a two-tier price system 

now for ANS [Alaska North Slope] crude. The West Coast 

price is higher than the Gulf Coast price. In most 

scenarios, but not all scenarios, i- is likely that 

in-kind taking, of the kind that is authorized by our 

statutes, will replace oil from the West Coast. The 

West Coast price is higher. Therefore, it will have an 

impact both on severance taxes and on the in-value
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price. It is for that reason that we chose not to 

dispose of all of our royalty oil in this solicitation. 

The exact impact of that kind of effect is not really 

ascertainable with any certainty because it involves a 

number of factors and those factors constantly 

fluctuate, including the differential between the West 

Coast price and the Gulf Coast price. We think that 

the best figure to apply to this, and it's my 

understanding that we've discussed it with legislative 

staff people as well, is that if you were to adopt both 

the Doyon contract and the Tesoro contract, the impact 

on severance taxes and the in-value price would be 

about $10 million a year. It would be roughly half if 

you adopt one contract or the other. We considered 

that in our findings. We found that other 

considerations overweighed that negative consideration, 

but we wanted you to be aware of it. And of course, 

our state statutes reflect a preference for in-state -- 

in-kind taking for in-state use, and therefore, at 

least implicitly, the legislature considered that in 

enacting the original statutes.

Cecond we were -- Next, we were determined that 

Alaska royalty oil n^t be used as market leverage for 

something that was really unrelated to royalty oil. 

There is no question that a company building widgets 

would like to use Alaska royalty oil as a lever to get
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into the widget market, but we didn't necessarily think 

that that was in the state's best interest. The thing 

that we did feel was in the state's best interest, as I 

mentioned before, was to try to use royalty oil to aid 

and abet the coal industry in ways that we thought were 

more related to each other.

The next thing that we were determined to have 

was adequate security, particularly given the situation 

that confronted Jeff Haynes and me last summer in the 

aftermath of the competitive solicitation that the 

state held at that time. We do have, in our judgment, 

adequate security in these contracts in the form of 

letters of credit and other legal mechanisms. For me 

this was a legal question. The two issues that I posed 

to the attorney general's office were, one, you tell me 

when you think that we have both adequate security now 

and that that security is readily assessable, and it 

was only when they felt comfortable in the security 

provision that we signed off.

I next just want to conclude this statement of 

policy very briefly by making a couple of observations. 

One is that we negotiated these contracts at a point in 

time when frankly our negotiating leverage couldn't 

have been any worse. There is an oversupply of oil in 

the world, as all of you know. That oil is readily 

accessible t:o most people that were involved in our

ACO 78 5 9 3 6
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solicitation, and they had lots of alternatives. 

Conversely, ve had what in my judgment is a very 

satisfactory alternative, and that is to permit the - 

producers to take that oil in value and to sell it for 

us. Really, pragmatically speaking, the producers are 

going to be better marketers of our oil than we do.

They have hundreds and thousands of people doing what 

we have basically four or five people doing, and the 

price -- They have a motive in terms of their own 

economic self interest, in terms of the seven-eighths 

of it that they own, and we tacr along with the 

one-eighth that we own; and given that and the negative 

impact on in-state taking, we felt that the in-value 

alternative for the oil that we have elected not to 

propose to you for sale at this point was a very viable 

alternative on our part, and I think it will be the 

case in the next one to two or three years that the 

market conditions will harden a little bit and the 

state will be in a much better position to negotiate 

tough contracts.

Anot. er thing that members have posed to me is a 

question that I just thought I would deal with very 

briefly, and that is: V/hy don't we just sort of

auction all this oil on a competitive, bid basis? There 

are circumstances where I think it is clearly in the 

state's interest to auction on a competitive bid basis,
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but there are a couple of factors that I think we ought 

to note in response to that question. One is that oil 

that is auctioned in that manner usually results in the 

displacement effect on the West Coast that I mentioned 

earlier, and therefore has a negative impact on the 

in-value price and the wellhead price and if we 

auctioned a lot of our oil on that basis, the price 

would of course be exacerbated. Secondly, while there 

is no question that in certain instances we did well in 

the competitive solicitation last summer, over any 

longer term arrangement, for better or worse it is true 

that the major producers are goi..g to be probably the 

best marketers of oil; and unless there is some really 

anomalous situation other folks, particularly the small 

folks that bid in our last competitive solicitation, 

aren't going to be able to hold a candle in the long 

term to that market”' ^  situation.

So where are we now? We have in essence five 

proposals still pending. The first one is the Tesoro 

contract that w^ feel very comfortable in recommending 

to you in its present form, and believe that it 

properly and adequately protects the public's interest. 

The second is the Doyon contract. If the financing 

situation can be definitively resolved on a very 

short-term basis, we would feel comfortable in the 

legislature adopting that contract. Doyon has been
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very forthcoming with the state, and we've been able to 

monitor their efforts pretty carefully. They are not 

there right now. The only other policy issue that I 

know of in connection with the Doyon contract is the 

one that Dick Lyon mentioned about whether there ought 

to be a four-year moratorium on this opportunity cost 

fee that we have in there, and you all are in a very 

good position to judge the major policy considerations 

in this fee, entering of a new market versus possibly 

some, negative impact in terms of the competitive 

situation. As I say, we felt in total result that 

was in the state's best interest to negotiate that 

contract.

In addition, we have ongoing discussions with 

three other firms that we want to bring to your 

attention just so that you know where we are. We will 

not be presenting royalty oil contracts to you with 

respect to any of these firms in this legislature and 

we have so ndvised the parties involved. Hc/ever, if 

we are successful in resolving the concerns that we 

have now, we would feel comfortable in supplementing 

our findings and recommending to the next governor and 

the legislature that the contracts be approved or not 

at that point in time. The first of those firms is the 

Che-' ron Corporation. We had a series of very amicable 

negotiations with Chevron. In fact, frankly I feel



that all of our discussions have been on that same 

plane, and hopefully that will be reflected to you by 

other participants in this process. In the case of 

Chevron, we were willing immediately to recommend to 

you that we supply 18,000 barrels of oil today to the 

Nikiski refinery for in-state refining and processing. 

Another 20,000 barrels was under discussion. That 

would have been exported from Alaska to California with 

a return in terms of product. The state statute on 

that score requires a special price or supply benefit. 

We did not feel that the state was receiving erough 

consideration at this point in time for the extra 

20,000 barrels. The discussion tended to surround the 

petrocoke option, but in my judgment it was broader 

than that, just an inquiry about the consideration that 

the state would receive, so that the offer that's on 

the table now is for 18,000, nn d  the other 20.00U will 

remain for further discussion and we're hopeful that we 

will be able to consummate an arrangement with Chevron 

later.

The second firm that I want to oention to you 

briefly is the Provident Oil Company. Provident and 

Koniag have a joint venture arrangement that involves 

construction of a refinery in Arizona. That proposal 

involves export of oil, and as I indicated earlier that 

was not a preferred policy in the array of policies
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that I hnve discussed with you. However, they have 

been willing to offer such a premium price for the 

export of oil that we did not feel that we could reject 

that proposal without further consideration. However, 

we feel that there are a number of fundamental ques­

tions that have to be addressed and have not addressed. 

We have provided I think now a letter that we sent to 

the Provident people outlining those questions and 

indicating that we believe that either we in some 

instances, or we and they in others, must address those 

questions before the state could really consider any 

arrangement of that sort.

The last pending proposal is the Suneel proposal 

for royalty oil to be used as leverage to obtain 

petrocoke from California, to transship petrocoke from 

California and coal from Alaska for blending in 

refineries in the Orient. Again, we felt that there 

were a number of questions that needed to be addressed. 

Perhaps they can be addressed, but we did not have time 

to do it within the confines of this negotiation, given 

the fact that we were pursuing what we felt was a more 

general and equitable alternative prior to recently; 

that is, an arrangement that would have made petrocoke 

available to any firm in Suneel's situation. The 

questions that we are pursuing with Suneel now are, 

first, the technology of blending petrocoke with coal.
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Suneel feels that there are some good answers to that, 

but there are at least two schools of opinion and we 

feel that we need to know more about it. Secondly, we 

need to examine with Suneel the West Coast market and 

determine why it is not sufficient to just purchase 

with cash petrocoke that we think is available. Again, 

Suneel has done a lot of research on the West Coast 

market, and is prepared I think to provide those 

answers. The third thing about Suneel is the imminence 

of their proposal. Certain factors have materialized 

recently that we think at least require some further 

exploration before the state would enter into any 

definitive arrangement. With respect tr Provident and 

Suneel, we intend to commit ourselves with those two 

firms to a process which will be embodied in writing, 

where we systematically seek to address the outstanding 

questions and by some date certain to come to a 

conclusion which would then lead to the serious 

contractual negotiations or to a decision to reject the 

contract.

With that sort of overblown explanation of 

everything, Mr. Chairman, I think I'll stop and see if 

the committee has questions.

CHAIRMAN HALFORD: Representative Cotten?

REP. COTTEN: You mentioned something that -- I'm not sure

what the definition of exhibit B price is, and I had a
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question about the pricing, but I wasn't sure whrt 

exhibit B price was.

MR. KATZ: Just so that you have it absolutely accurate in

terms of our current litigation in Alaska, Bob Maynard 

will explain what we mean.

MR. MAYNARD [Not at a micro p ho n ej : Exhibit B was originally

attached to the Alpetco contract. In their contract 

we've always been wanting in-value prices, but the 

question of what in value is, of what the methodology . 

is for the producers ... [indiscern.] ... the prices 

... in value is in litigation right now. Exhibit B was 

attached to the Alpetco contract and is attached to all 

other contracts, and basically presents a position that 

we will ... [indiscern.] ... position in the Amerada 

Hess litigation. It's basically a case of the higher 

alternative of what the producer reports to us or the 

weighted average of all other producers, so that ... is 

the higher of two prices, so it ... result of ... price 

term, which is higher than the weighted average of the 

in-value price, but lower than the highest price 

reported, somewhere in between -- ratcheted up ...

REP. COTTEN: So it would be higher than the actual producers'

weighted average?

MR. MAYNARD: Yes.

REP. COTTEN: That was all that we ... [end of tape].
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MR. MAYNARD: The basic difference between the Alpetco

contract price term and this contract price term is in 

the Alpetco contract price term, Alpetco paid us as if 

we won the lawsuit, and we would pay them back if we 

lost. In this price term they pay us as if we lost the 

lawsuit, but would pay us back if we win.

REP. COTTEN: Under these contracts?

MR. MAYNARD: Yes.

MR. KATZ: And the premium that they pay us back with is much

higher than what we would -- than the reverse situation 

if we had won.

REP. COTTEN: Okay. So you get the weighted average unless

you win the lawsuit. In that case you get the actual 

-- the exhibit B price.

MR. MAYNARD: Right. Exactly.

REP. COTTEN: Okay. That's what you meant when you said that

you'd get a higher price than what we're getting for it 

now.

MR. MAYNARD: Yes, sir.

REP. COTTEN: And actually the people who would be buying the

oil would be paying -- In this case, Tesoro, if they 

were buying it from the producers they would have to 

pay more than they would be paying the state under this 

contract.

MR. MAYNARD: If we were successful in the litigation.
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REP. COTTEN: No, it has nothing to do with the litigation,

does it? Like, if Tesoro had to buy right now from --

We were getting ...

MR. MAYNARD: Oh. Yeah.

REP. COTTEN: ... Exxon is taking oil and selling it to

Tesoro. Tesoro has to pay more ... [indiscern.] ... if 

they bought it from the state. By a factor of how 

much? Is that something that's easily determined?

.MR. MAYNARD: That's correct. That's not specifically

Exhibit B, that's just the way ...

REP. COTTEN: No, it has nothing to do with exhibit B. I

understand that the West Coast price is cheaper.

MR. MAYNARD 

REP. COTTEN 

MR. MAYNARD 

REP. COTTEN

C o rr e ct .

How much does that amount to?

Right now it's two to three dollars.

Two to three dollars. So actually if we were -- 

if we could find a buyer, and we were selling it, if 

Tesoro were still willing to buy it from us we could 

probably get two to three more dollars per barrel.

MR. HAYNES [Not at a microphone]: Well, I don't think that's 

the case, because first of all it depends on which 

producer ;ou're buying it from. Secondly, unless we 

just flatly lose out on the Amerada Hess case, which I 

don't believe we're going to do, the adjustment that 

comes from that is going to bring it closer to whatever 

the West Coast commercial price is to the producer; so
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there is some difference ... [indiscern.] ... 

particular position on the Amerada Hess case is going 

to recapture ....

REF. COTTEN: I think your fourteen-page memo suggested about

a dollar a barrel. I wonder if that was ...

MR. HAYNES: I think that's probably more realistic.

MR. MAYNARD: That's exhibit B over weighted average in value.

REP. COTTEN: [Indiscern.]

MR. HAYNES: It's very hard to tell becaise our royalty

reports don't show what the West Coast commercial price 

is ... [indiscern.] ... but we don't actually know ....

CHAIRMAN HALFORD: Senator Fischer?

SENATOR FISCHER: Mr. Chairman, pursuing the san i.nt, we

have been trying to figure out exactly what's going on 

here, and the -- You mentioned before, John, that the 

-- if you took both the Tesoro and the Doyon contracts, 

it might cost the state -- the difference might be 

about $10 million, and taking, let's say, Doyon only, 

it would be about $4 or 5 million which is sort of 

taking a minimal position, which would be more than 

$5C million over the period of the contract. If you 

take the difference between in value and exhibit B over 

a different period -- Let's say we looked at April 

through September 1980, the difference averaged $1.47, 

which just statistically for Doyon alone would come to 

$20 million a year, and close to $250 million for the
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life of the project. If you took both Doyon and Tesoro 

at the higher differential, you come to more than half 

a billion dollars difference over the life of the con­

tract. Now, would it not be possible, or appropriate 

even, to set the sales price at exhibit B regardless of 

the outcome of Amerada H e s s ?

MR. KATZ: Well, let me respond in this way to your question.

As you have pointed out, you're really dealing, I 

think, • *th two separate factors. The first is the 

diffp :ence between the weighted average field price and 

th- < xhiu. '• B price, which, you know, in terms of the 

contracts that we have negotiated would be adjusted in 

terms of Amerada H e s s , and with the three percent above 

prime aspect we think we'll really recapture Lhat.

There is no question, as we point out in our findirgs, 

that there is a negative impact in terms of the in-kind 

taking aspect, and you, in our judgment, accurately 

articulated that. Could you mention just -- You ended 

your observations with a very specific question.

SENATOR FISCHER: My point basically is that if, let's say the

differential becomes the same as it was in 1980, we may 

be leaving just for Doyon alone a quarter of a billion 

dollars on the table. For the two contracts, we may be 

leaving a haxf a billion dollars; on the table, simply 

because my assumption is that these compani , when t.i^y 

are negotiating with the state are taking into account

-32-

AGO 785947



the possibility that they will be paying exhibit B 

prices, so that essentially it would be just leaving 

that money on the table.

MR. KATZ: We looked at just the alternative of maintaining

the exhibit B price term really carefully. The first 

thing we did in this whole effort was to look at every 

possible alternative for pricing our oil. We looked, 

for example, at using market crudes, market basket 

crudes. We looked at evergreen kinds of arrangements, 

the kinds that the companies sometimes use, and looked 

very carefully at exhibit B also. We rejected that I 

think for a couple of reasons, and Jeff may want to 

elaborate. One is that we felt that the recapturing 

mechanism we were using was a good one - the one that 

we described earlier. Secondly, the exhibit B price 

approach really does impair in-state utilization of 

oil, because of the uncertainty about the price for a 

very long period after transactions occur, and we felt 

that if we were really going to do more than pay lip 

service to in-kind taking, that we ought to think about 

deviating from that approach, recognizing that adjust­

ments would occur in the aftermath of Amerada H e s s .

CHAIRMAN HALFORD: [Indiscern.]

MR. HAYNES [Not at microphone]: Only that the purpose of

laying this information out with regard to these 

dispositions is to show you all of the factors that we
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tried to consider in making these dispositions, and to 

perhaps, a more important point, and that is to not 

look at a contract in isolation. You have to look at 

the ... [indiscern.; someone coughing] ... to see 

what's going on. These are the current market condi­

tions. But remember again that these are twelve-year 

contracts. Now, twelve years ago it was 1970 and 

nobody had heard of OPEC or ever heard of oil embargoes 

or anything like that. Circumstances were very 

different then. I think we can probably all agree on 

one thing, and that is twelve years from now they will 

be very different. For example, up until the first of 

February everybody might have agreed that maybe the 

state should hike its prices to agree with, say, OPEC 

country prices. Wall, that's fine unless the United 

States government puts an import fee on foreign crude, 

ar.d all of a sudden domestic crude prices are higher 

than foreign crude, which they were in fact in the late 

1960s, and then that d o e s n’t work. I think our basic 

decision was to tie the prices ... to where seven- 

eighths of the oil was going or what seven-eighths of 

the oil is going for. That two-tier pricing system is 

there now for a number of specific and frankly 

justifiable economic reasons, but those reasons could 

disappear, and they could even reverse under pertain 

circumstances, if we do something else. So we tried to

-34-

AGO 785949



come as close as we could; but charging, say, exhibit B 

without an Amerada Hess adjustment could very easily 

end up being a premium over that twelve-year period.

It could end up penalizing the companies that we're 

selling to. It's just very hard to predict exactly 

what the market is going to do, and, you know, those 

figures that you used are theoretically possible, but 

given the influence of the market it is more likely it 

will be way, way less than that, and we think that our 

estimates are accurate, or as close as we can come.

SENATOR FISCHER: You don't feel then that you're in effect

leaving money on the table because the companies assume 

that thpy will ... [indiscern.; someone coughing] ... 

are likely to pay the exhibit B prices?

MR. HAYNES: I don't have that feeling.

CHAIRMAN HALFORD: Senator Fahrenkamp?

SENATOR FAHRENKAMP: John, I agree wholeheartedly, even if we

were leaving money on the table with the concept of the 

in-state use and that type of thing. I think you are 

aware of the sensitivity, especially in my area, con­

cerning the pricing of the products, and I'm wondering 

if we have any assurances at all - if there is any way 

of achieving assurances - that with not using the 

pricing, with using this type of approach, we can have 

some of that lessening of price that goes to the 

companies reflected in the prices here in the state.
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MR. KATZ: There is no direct assurance in the contract to 

that effect. I think that might have been very 

difficult to articulate and-negotiate, but certainly 

the situation that you described was the principal 

reason for our continuing on with the Doyon negotia­

tions through some fairly tough sledding from time to 

time on the theory that without intervening more than 

was appropriate in the marketplace, the best thing that 

the government could do was sort of promote competition 

and while it may be true that over the long haul two 

refineries could not survive in interior Alaska unless 

they significantly expand their markets, the public 

would have a significant benefit in the interim, and 

that benefit might even be long term if they could both 

sur vi v e.

CHAIRMAN HALFORD: Just to try and figure out where we are on

the cost figures, I think what you're saying is that 

there isn't any reduction in state revenue except 

through the West Coast offset. The companies that are 

buying, may be buying at a lower price than they can 

buy it from the producers, but they are buying it at 

the same price that we would be selling it.

MR. KATZ: I think that's what we're saying.

CHAIRMAN HALFORD: So they are getting a benefit that is not a

cost to us, except for the West Coast offset which is a
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potential cost to us depending on how much of that oil 

is really offset from the West Coast ...

MR. KATZ: That's correct.

CHAIRMAN HALFORD: ... which is an unknown factor.

MR. KATZ: And in recognition, Mr. Chairman, of the considera­

tion that Senator Fischer raised before, and I agree

with the conclusions that you came to that the -- it's

not out of our pocket, but there is a significant 

benefit, and in recognition of that benefit we were 

frankly a little tougher in some of these negotiations 

than we would have been had we not been aware of that, 

and I think that may be why at least one firm that I 

can think of walked away from the table. We wanted to 

see something in exchange for what we knew was a

benefit to them, even though not a cost to us.

CHAIRMAN HALFORD: Okay. 38.05.182 and 183 kind of conflict

with each other in the way they say that there is a 

preference for maximum dollar yield and there's also a 

preference for in-state use. There seems to be some 

conflict there, but if w 're talking basically a 

potential maximum loss of $5 million in each of these 

contracts, the statute requires an assessment of 

benefits and how they relate to that cost. I wonder if 

you could go through that assessment, or who would be 

appropriate to go through that assessment of benefits: 

if it comes back down to dollars per job, dollars per
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supply, this sort of thing - if we could get some kind 

of a cost-benefit analysis on that.

MR. KATZ: Okay, let me start that analysis and then I'll ask

my colleague to the right here of me to elaborate.

You're correct that there is an inherent conflict in 

our statutes, and something that ought to occur 5 1 the
longer term - I don't think that the time exists this

»

year, and certainly all of our efforts have been 

devoted to this solicitation - would be for the 

administration and the legislature to cooperatively 

take an overview of our royalty statutes and see if in 

the light of experience th?c there are things that we 

might choose to change. Tie way we rationalized that 

conflict for now was that at this point in time it was 

in the state's best interest to look at a solicitation 

in which price was not the only factor. Price was a 

very important factor in our negotiations, but we were 

trying to look at other things. I think in the case of 

both refinery situations it's very hard to quantify, 

and we'll certainly do as much as you want us to try to 

do to accomplish that. The Tesoro refinery is an 

existing operation, so the people are there, the supply 

contracts are there, et cetera. Nevertheless, I think 

that there is a very significant benefit for the state 

that is perhaps not quantifiable in dollars. What we 

are doing is really assuring Tesoro's commitment to the
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they have rarely had in their existence, where for the

most part they have been in and out of the world market

trying to find supplies on a short-term arrangement,

and I think that we have set a secure basis, or laid a

secure basis, that is gcj.ng to assure not only their

existing commitment, but I think vill be a premise to 
*

really serious discussions and planning for future 

expansion. We didn't feel in the context of this 

negotiation that we could compel a private concern to 

do something like expansion, that it would not at this 

point have independently determined was in its own 

economic self interest, but we tried to do the second 

best in terms of the best efforts clauses, et cetera, 

and I think that the economic basis of the existing 

contract **hat we're proposing will significantly help 

in that. In terms of Doyon, being a new entrant I 

think the situation is a little different. For one 

thing, there is n o  q u e s t i o n  that there would be signif­

icant price competition, and our studies indicate that 

price competition would occur not only in interior 

Alaska, but as already occurs in the case of Mapco, 

would extend through the greater railbelt area, and 

both concerns would be likely to compete in an area 

where more than se,renty-five percent of the state's 

citizens live. Now, I don't know what the

S t a t e  of Alaska. W e  are g i v i n g  t h e m  a s e c u r i t y  that
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differentials would be or anything because the factors, 

as Jeff indicated before, are uncertain. Secondly, 

they would be constructing a new r e f m e r y ,  and would, 

as most of the regional corporations do, give a 

preference to in-state residents. They would also be 

seeking, I'm sure, to utilize in-state people in the 

operation of the refinery. So that one is more readily 

ascertainable at this moment in time. Do you have 

anythin^ to add to that?

MR. JAYNES [Not at m i c ro p h on e ]: Only that that royalty

statute was written strictly on the basis of, you know, 

competitive bid type of work, and what we've presented 

to you is a ledger with a bunch of entries and a dollar 

figure at thj end, but at is not what it says, and it 

certainly conflicts that -- There are both quantifi­

able and unquantifiable benefits ... [indiscern.]. 

Tesoro provides a tax base; it provides jobs; it 

provides secu.-a.ty of s u p p J v ;  it provides competition in 

state for other companies that are really just in-state 

suppliers; and that goes into che equation as veil, and 

again, it was our opinion that although there, at least 

now, the way .. [indiscern.] ... right now ... price 

break or, I should say, some displacement which you 

mentioned, of West Coast sales by our in-kind taking, 

therefore having an effect on the way tb-t the 

royalties and severance taxes are calculated. That
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isn't enough to outweigh the benefits ... the way the 

statute is written ....

CHAIRMAN HALFORD: Basically, I think you said it's difficult

to quantify, and yet I think we've got to have some way 

to understand just, what you use to quantify that to 

some degree anyway. I mean, for example, in the Doyon 

contract what kind of construction work force is it 

going to take? What kind of operational work force is 

it going to take? What kind kind of capital is it 

going to require? Where is that capital going to come 

from? I think we at least need some kind of a feel for 

those benefits in a little bit more specific way.

MR. KATZ: Well, we can seek to do that. Certainly our

findings document was a a effort to put all that we 

considered in our deliberations out in a public form 

for everybody to look at. We can certainly try to get 

so ae of the figures that you're talking about, but it 

is very difficult to quantify some of the factors that 

should be relevant.

CHAIRMAN HALFORD: For my own sake, I'd like to have as much

of that as possible, realizing that it's difficult, but 

at least the best indications that you can get.

MR. KATZ: Sure.

CHAIRMAN HALFORD: Representative Rogers?

REP. ROGERS: I just have a couple of questions on the process

from here on. Does the administration believe that the
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legislature needs to pass a resolution or a statute ... 

[indiscern.].

MR. KATZ: We believe that you need to pass a statute and

we're going to submit separate statutes so that you 

will have the opportunity to consider each one 

individually.

REP. ROGERS: Okay, and on the Doyon proposal - that's going
%

to be interesting to see how it gets introduced into 

the house - when you —  You still have it in as a -- 

even though you're now -- you said that you agree with 

the results of the royalty board. I assume that's so 

that if they do come up with the financing, you can 

proceed and it doesn't get held up for a year. Is that 

correct?

MR. KATZ: That's right. We agree with the conclusion of the

royalty board and one of the two p •■imises. What we 

want to avoid, though, is a situation, you know, where 

there's sort of a last-minute revelation - you know, 

now we have **he financing type of thing, and nobody has 

the chance really to analyze that assertion before you 

all go home, but, you know, you all are in a very good 

position to judge for yourselves whether that's a valid 

assertion at the time and we'll certainly do our best 

to independently help you do that. I have not talked 

to the governor, to be honest, in the aftermath of our 

discussions with the royalty board today. I presume
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that as long as he knows that you all are aware of the 

conclusions that both we and the royalty board have 

come to that procedurally he would feel comfortable 

putting t.n contract before you so long as you knew 

what the problems were.

REP. ROGERS: At what point, if any, would you withdraw the
*

contract from consideration? Are you saying that you 

will, even if no financing comes up, you know, as of 

the last day of the session, that that bill would still 

be in and ...?

MR. KATZ: I don't know mechanically how it would work, but I

was prepared before and prepared and felt duty bound.

I would recommend that you not enact that statute 

unless we all have independently determined that rea'ily 

secure financing is available.

REP. ROGERS: And yet we'll have an administration bill before 

us through the very end that could be acted upon, and 

the legislature could pass on. Would the governor then 

veto it?

MR. KATZ: Well, I can't speak for him. I think that in the
•*

way he likes to do business with the legislature, if 

you all, knowing of the risk, were to pass it in any 

event, that he might view that as sort of the 

collective judgment. For whatever its worth, if the 

financing situation were as it is today, we would
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recommend -- Jeff Haynes and I would recommend that he 

veto it.

REP. ROGERS: Is there any time period that you would think

would be necessary once Doyon came in? If Doyon were 

to come in wi t h a statement saying here's the 

financing, h o w  much time do you think it would take to 

review that to where you felt secure? You know, in 

other words, at some point we should -- What you're 

saying is at some point we should stop considering the 

Doyon contract. It may be that a w e e k  is enough time 

to analyze it; maybe two weeks. F r om  whatever the end 

of the session is working backward, there is some time 

at w h i c h point it would seem to me that we shouldn't 

pay any more attention to it, following ....

MR. KATZ: Well, I would agree. In deference to Doyon, they

are out even as we speak, you know, working with and 

contacting possible equity partners and financiers, and 

tcey are, in my judgment, making a really sincere 

effort to put this together. I cannot give you a 

precise day because it depends to some extent on who 

the partner might be and what sort of financing 

arrangement. The more obvious it is that they have 

achieved a threshold level, you know, the less I'm 

concerned about the time that would be needed to check 

it out before you went home. If they came in with a 

really, really substantial equity partner in the
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aftermath of letting the financing lapse now, and 

really secure commitments from the banks that we could 

review very quickly, that would be easy. If it were 

less certain than that, we'd need more time, and I 

guess that's, at least in our way of suggesting to the 

legislature that you appropriate, that's sort of 

Doyon's risk.

REP. ROGERS: Thank you, Mr. Chairman.

.CHAIRMAN HALFCRD: Representative Cotten.

REP. COTTEN: What can you tell us about what happened to

their financing? Was it the [indiscern.] problem? I 

understand there may be some sensitive areas there, but 

if it were a problem with the person who was supplying 

the money, that would be one question, and if it were a 

problem with Doyon, that would be another question.

What can you tell us about that?

MR. KATZ: Well, let me say as much as I feel comfortable

saying, given the confidentiality that we are required 

* to bring to our negotiations, and Doyon's attorney is

here, and hopefully might be prepared to elaborate
.

where he feels comfortable. They h ad construction 

financing secure in the form of a very respectable bank 

that we thought was very capable of providing the 

requisite financing. For reasons that are best known 

to Doyon, that construction financing lapsed, and I 

think it may have been a couple of factors, but I would
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prefer chat they speak on that. Sort of simultaneously 

with that, they had purchased some very expensive 

equipment that made us think that they were really 

seriously moving toward the construction of the 

refinery.

REP. COTTEN: They still have that equipment?

MR. KATZ: Yes, they do.

REP. COTTEN: The construction financing lapsed. They had a

commitment for a certain period of time?

MR. KATZ: Yes, sir.

REP. COTTEN: And then when that time period came, well then

it wasn't renewed? Was that the arrangement, that it 

had to have been renewed?

MR. KATZ: Here's where I would prefer that you hear from

them, but it's my understanding without being too 

detailed that it wasn't as conscious as that - that it 

wasn't, you know, that the bank looked at Doyon and 

said: No, there's a project that's really gone sour; I 

want to get out. It was less purposeful and more 

inadvertent than that.

CHAIRMAN HALFORL: Senator Mulcahy.

SENATOR MULCAHY: Mr. Chairman. Commissioner, I would then

understand, or am I correct in assuming, that Doyon 

then would fall into the ranks of the other three and 

there would be four that you would be pursuing ove;: the
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interim, and one that you'd be approving to go forward 

at this time, or would it just fall out completely?

MR, KATZ: No, sir. I think it would be more the former. We

would continue to believe that there is a real advan­

tage to the railbelt area in having another refinery.

We felt that other than the financing issue we negoti­

ated a contract that was in the public interest, and 

having gotten this far dowr "he road it would at least 

be my judgment that we not w j e c t  them but rather see 

what we could do in terms of presenting something to 

the next legislature and the governor. We have, as I 

indicated earlier, retained a substantial volume of 

oil, not only for those kinds of contingencies but for 

anything else that the legislature and the next 

governor might think is sound public policy.

SENATOR MULCAHY: Thank you.

CHAIRMAN HALFORD: Senator Gilman.

SENATOR GILMAN: Commissioner, would that also include Chevron

and Suneel during the interim?

MR. KATZ: Yes, sir.

SENATOR GILMAN: Then I have a question. That is, then, under

the same - essentially the same - offering of oil? You 

would not be anticipating that you go back for another 

round, so to speak, and have another seventy people bid 

or whatever?
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MR. KATZ: At some point in time I think that's going to

become required as the circumstances really change, but 

we are advised by the attorney general's office that as 

a matter of law we can permit thir solicitation to move 

forward as I've described for a period of time, and it 

is basically within the commissioner's discretion about 

when to terminate it. I would like to bring all of 

these things that are sort of blcving in the wind to a 

definitive conclusion in the next few months no matter 

what, and it will be at some point, I guess a little 

bit beyond that, where T suspect that circumstances 

will change not only in the market but also in some of 

the companies that either didn't participate in the 

solicitation the first time around, or who we rejected, 

recognizing that they had a sound proposal that just 

hadn't gone far enough, and I think at that point in 

time to do equity to them we'd have tr terminate the 

solicitation and start a new one.

SENATOR GILMAN: Would that also then include the additional

oil that Tesoro had in their original -- I'm not saying 

the entire amount; I'm saying additional oil. If for 

instance they came in and said it looks like it's in 

the cards for a coker, you would The point I'm 

getting to is they then would not have to go back 

through the entire process again, as long as it's sti?1 

in this ...
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MR. KATZ: I'm advised that we would have to do that in that

circumstance because we've negotiated a contract at 

this point in time. We discussed this with Tesoro as 

the process went forward, and we had policies, and 

still do, of providing royalty oil only to really 

imminent sorts of pr o j e c t s . and it is for that reason, 

among others, that I would not want to let the solici­

tation elongate itself very far, or that I would feel 

comfortable with a Doyon royalty contract that is sort 

of out there but with no firm financing after the 

legislature goes home; so I think that would be part of 

a new solicitation, but it was partly with that in mind 

that we retained a pretty high quantity of oil, knowing 

of Tesoro's plans.

SENATOR GILMAN: So, if that we^e the case, the only potential

method for, under this solicitation of oil, for coking, 

would be the Suneel contract. Is that correct?

MR. KATZ: Yes, sir. Jeff reminds me too that there's a

contractual provision relating to future disposition 

that I think aids to some extent. Why don't you just 

briefly explain that, Jeff?

MR. HAYNES: Well, I'll just read it.

SENATOR GILMAN: Which piece of paper are you referring to?

MR. HAYNES: The actual Tesoro contract, paragraph 2.13.

SENATOR G I L M A N : Paragraph -- No, I don't have the contract.

MR. HAYNES: Okay. It's real short, so ...
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SENATOR GILMAN: It isn't that I don't trust you. [Pause.]

What reference?

MR. HAYNES: Okay. It's on page twelve, paragraph 2.13: The

seller recognizes that AS 38.05.183, which governs 

disposition of royalty oil by the State of Alaska, 

establishes a statutory preference for disposition 

proposing (1) in-state processing of royalty oil and 

(2) in-state supply or products generated from 

processing of royalty oil, in that order. The seller 

represents that, in conjunction with future disposi­

tions of royalty oil, purchaser will be afforded the 

consideration contemplated by that statute. This means 

that in any future solicitation, that Tesoro is auto­

matically brought to the table to discuss the sale. it 

is not a guarantee that there will be a sale, but it is 

a recognition that the state processors are going to be 

part of any future solicitation.

MR. KATZ: Senator, in further response to your question, our

lawyer hare advises me of two things which I think are 

important. One is that Lae current solicitation, I'm 

told, can be amended very simply, and that sort of 

amendment, which Bob estimates might take no mo^e than 

a week, would permit us to continue on with our n egoti­

ations with Tesoro. Also, it's worth noting under the 

statute, that while I favor generally the disposition of 

oil through a process like this, because I think it
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does basic equity to a number of folks that either are 

distant competitors or might potentially compete 

against each other, that we are permitted under the 

statutes to enter into individual negotiations for the 

sale of royalty oil; and frankly, if we're going to 

deviate from the current approach of these, you know, 

sort of grandiose solicitations, I could think of no 

better instance to do it than in a situation where an 

existing refiner wanted and was prepared to undertake 

immediate expansion.

SENATOR GILMAN: It sounded to me like I got two conflicting

answers then. The first time I asked is there some -- 

; ould there be a method for Tesoro to have considera­

tion for additional oil and I thought the answer was 

no, and then Maynard said something else, or maybe he 

d i d n 1t .

MR. MAYNARD: Senator, i t 1? a problem more of wording than it

is a practicality. The original question was, could 

they come in ... [indiscern.]. No, but it would be 

extremely easy to amend it, and do some other pro­

cedural mechanism ...

SENATOR GILMAN: Okay, amend what?

MR. MAYNARD: Amend our present solicitation.

SENATOR GILMAN: Oh, amend the present ...

MR. MAYNARD: The present document that started these negotia­

tion processes is called a solicitation ...
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SENATOR GILMAN: Yes?

MR. MAYNARD: ... [indiscern.] by the commissioner, and it has

certain conditions. That can be amended very quickly. 

In fact it's already been amended once, so ...

SENATOR GILMAN: But if you amend the solicitation, then all

the parties that have come to the table under that 

solicitation have to be given the same ...

MR. MAYNARD: ... to come back in again.

SENATOR GILMAN: How long is this solicitation going to be

laying out there on the table? And that goes back to 

the discussion I suppose of Doyon and others. It's 

going to be a matter of three or four months - maybe; 

six months - maybe; sometime before next: session - 

m a y b e .

MR. KATZ: No, it's certainly not -- I don't know what my

future is - personal future - but it's not a set of 

loose ends that I'm going to leave on the table for 

some subsequent governor and legislature. I feel an 

obligation to tie it up one way or the other, and if 

the next governor wants to pursue the same or a

different course, he'll be free to do that. So that I

would say that the outward extremity of the solicita­

tion is Governor Hammond's current term, and I'd like 

to wind it up before that.

CHAIRMAN HALFORD: Going back to price terms, it was fairly

late in the process that the effect of the West Coast-
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Gulf Coast offset became apparent in terms of dollars. 

Now I wonder if that had been apparent earlier in the 

negotiations would the price term have been negotiated 

any differently?

MR. KATZ: No, and Mr. Chairman I think it was something that

we were apprised of virtually from day one because two 

of the three producers as I recall in the very first 

set of discussions we had with them apprised us in very 

general terms of that kind of impact and we could not 

discuss it further. Because of antitrust problems that 

could of involved us all we did not, but both that and 

our own knowledge, both Maynard and Haynes' very 

detailed knowledge of the situation, it is in fact the 

case that that was before us at the very beginning, and 

I don't think that it would have changed our delibera­

tions on the price term because, as I indicated in 

response to a prior question, we really went through 

every possible permutation that we could think of in an 

effort to find a term that was fair to the state and 

fair to the companies involved, and for whatever it's 

worth, after that whole process this is the one we came 

up with.

MR. HAYNES: In fact we did send out, at one point, at least a

sort of discussion draft price ... [indiscern.] ... on 

top of the ... weighted average ... universal 

conclusion. We sent those to all of the people who we
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were dealing with in the solicitation. The universal 

conclusion was that that made a complicated situation 

even more complicated ... [indiscern.] ... present 

mechanism, at least. Really the only w ay that you can 

get at the kind of problem that we're talking about is 

to use a different mechanism.

CHAIRMAN HALFORD: Representative Rogers.

REP. ROGERS: Yes, I'd like to get back to the profit

question, and then I have a couple of others. The 

royalty board has recommended no on the Doyon contract 

for two reasons, one of which is that four years. If 

you chose to, and you've indicated that you disagree 

with the royalty board, but if you wanted to renegoti­

ate, what would be the process? Could you negotiate an 

amendment that might involve other things as well and 

then re-present that to the royalty board and re­

present it to the legislature, or ...?

MR. KATZ: I think there are two ways to go on that. One of

them is that if that were a strong sentiment, we would 

have to withdraw the contract at that term and then 

send the contract through the whole process again, 

involving the royalty board et cetera. That would 

inevitably I think go beyond this session of the 

legislature. The other one, and it's not something 

we'd recommend under normal circumstances, but the 

legislature is always free in essence to draft
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legislation to do what it wants, and you could 

specifically waive that whole process in the preamble 

to whatever statute you enacted and then in that way 

circumvent the more lengthy process.

REP. ROGERS: And, if you'd refresh my memory, can we give

conditional approval?

MR. KATZ: No, it's my understanding, Representative Rogers,

that your vote is up or down on these contracts.

REP. ROGER.S: As you were going through the, oh, about a dozen

different issues you were going for, one of them was on 

return oil, and you said you were trying to maximize 

the return oil in discussions that did not work out. 

Doyon would have to sell the return oil, according to 

my notes here.

MR. KATZ: Yes.

REP. ROGERS: Does Tesoro have to sell the return oil?

MR. KATZ: No, the ...

R E P . R O G E R S : N o , or ...

MR. KATZ: The return oil problem only arises in connection

with pipeline refineries, either Mapco or Doyon, and it 

results from their putting the oil back into the pipe­

line. The state has always had a policy of - and I 

think it's a good policy - of giving up custody, title, 

and jurisdiction of Pump Station One, but what we were 

looking to is mutual arrangements that could have 

involved either Tesoro or Chevron further downstream to
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make use of the Doyon or, when we were negotiating with 

Mapco, Mapco return oil; so in essence, the gross 

refinery charge in Fairbanks would have been X  amount, 

but Doyon or Mapco wou ld  only have used a certain 

amount in its refining process. Y amount would have 

come out the back end and then that Y amount could have 

been available to Tesoro or Chevron further downstream 

to utilize and Doyon and Mapco would pay a quality 

penalty to put that oil back in the pipeline, but that 

was the only really negative impact; and so we did 

explore those reciprocal arrangements, but it didn't 

work out, particularly when Chevron dropped out.

REP. ROGERS: So Chevron's dropping out has a fairly material

effect, then, on the Doyon contract as well?

MR. KATZ: Yes, sir.

REP. ROGERS:- And what happens with Mapco? What happens to 

their return oil on the existing contract?

MR. KATZ: It's theirs.

REP. ROGERS: It's theirs and they market it.

MR. KATZ: Yes, sir.

REP. ROGERS: How about -- Well, that's it. Thank you,

Mr. Chairman.

MR. KATZ: And depending on what year and what day it is that

the marketing occurs, it's either a significant benefit 

or a significant drag. I think it was true at a point 

in time that it was very significant for a company to
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retain the return oil and sell it itself. Given the 

current market situation, I don't think that's the case 

any longer.

REP. ROGERS: Do you have any idea what the projections might

be in the coming few years? Obviously, the further out 

on anything on oil that you get, the less the ... 

[indiscern.]. What is the direction of return oil? I 

mean, is it getting worse for a refiner or better for a 

refiner?

MR. HAYNES: Well, it's really the same situation as oil

generally, because the sort of unique twist to the 

Fairbanks refinery is that they can -- Everybody has 

residual oil that's left over after they process. In 

the case of Tesoro, they have residual oil they 

actually have to sell as residual oil, which is not a 

real great thing to have to do these days. In the case 

of the Fairbanks refinery, with the pipeline they are 

able to basically dump the resid back into the 

pipeline. They pay a quality penalty, but when it 

comes out at Valdez it's ... [indiscern.] ... crude 

oil, so depending on what the prospects are for selling 

ANS crude oil, that's how valuable or nonvaluable ... 

[indiscern.; coughing]. But, of course, they are 

competing with the producers as a marketer of crude oil 

at Valdez, and, basically, to answer your question, 

over the last twelve years there have been a couple of

ago
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two-year periods when it's been a real good deal, and 

there have been other times when it's been a bad deal.

REP. ROGERS: So, with the failure, then, of the Chevron

contract, Doyon is in the position of having to sell

ANS crude?

MR. KATZ: Yes.

REP. ROGERS: Thank you, Mr. Chairman.

CHAIRMAN HALFORD: Representative Cotten?

REP. COTTEN: Yes, I have a couple of questions here, and

Brian asked one of them, and I don't want to make it a

-- or dwell on any jurisdictional questions here, but 

do you agree with the requirements of 055? Do you 

agree that the legislature really does have to approve 

these contracts if they're for over a year? I mean, is 

that the administration's position, that it's a -- that 

we have to, or are you just going along with this? 

[Laughter.]

MR. KATZ: We'd never do that. [Laughter.] We don't agree

that as a matter of constitutional law the legislature 

can enact that statute. This governor firmly believes 

that - as a matter of policy - that he wants the 

legislature to vote yea or nay on these contracts, tnat 

they in his view and *n my view reflect major resource 

allocation decisions that the people who have selected 

representatives ought to have a role in deciding. Bob 

says that ...
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MR. MAYNARD: And it goes to Representative Rogers' prior

statement about amending the contract or whatever. 

Another advantage of having the legislature pass a 

statute is you are ratifying the contract, and by doing 

so you are curing any procedural defects that these 

contracts may have incurred along the line of the ... 

[indiscern.]. There is, for example, some confusion in 

the statute even i.f that position is constitutional ... 

[end of tap e ].

REP. COTTEN: I've got a couple of quick ones here on

[indiscern.]. The - - N o ,  I can find that out later. 

Wait a minute. I lost my question. I'll pass.

CHAIRMAN HALFORD: Representative Rogers.

REP. ROGERS: As we're passing a law, then, in this case,

then, in the same law that we approve the contracts we 

could clean up at least the resolution versus ... 

[indiscern ] ... statute.

CHAIRMAN H A L F O R u : Representative Cotten.

REP. COTTEN: Okiy. This is, again, sort of a -- Well, I'm

not sure whether it's a statement or a question, but it 

appears to me that if we - and we are technically a 

producer, since we own that portion of oil, so as we 

make a business decision to sell this, we're really not 

doing it totally on a business basis, because we're not 

selling it :;or as much as the other people who o\.n oil
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are selling it for. We're selling at a lower rate. Is 

that a correct analysis of what we're doing?

MR. KATZ: I don't chir’*. that is. We are, in essence, by

adopting the weighted average field price approach, 

selling it exactly at what a weighted average of all 

the producers on the North Slope can get for that oil.

REP. COTTEN: Well, I mean -- I'll give you an example. One 

of the producers probably sells more on the West Coast 

-- a higher percentage of his oil on the West Coast 

than in Galveston or on the East Coast, so that person 

has one weighted average ... [indiscern.] ... that 

company compared as to another company, compared to a 

third company, so each of them had a different weighted 

a v e r a g e , or ...

MR. KATZ: In the interest of full disclosure, I should

mention that, you know, of all those producers, sone, 

you know, some obviously outmarket the others. The 

company that over time seems to market it? oil at least 

as well as anybody is S o h i o , and Sohio did make a 

proposal to us in the context of these negotiations. 

Basically we sell most of the solicitation to them.

They would have paid a price which could have been no 

less than the weighted average field price, but would 

have been their price in most circumstances, and their 

price is higher than the weighted average field price. 

That would have been a way for us to get more ...

-60-

A G O  7B5975



[indiscern.; coughing] ... is the weighted average 

price. They were t sn willing to resell oil to bona 

fide :‘n-state users, and we rejected that approach, not 

on the price mechanism, which would have been more 

favorable than anything else we could have negotiated, 

but rather because we just didn't feel that the state 

could permit any private company, even one as well 

motivated as Sohio, to sort of make its policy within 

certain parameters by reselling to in-state uses.

REP. ROGERS: To make its policy -- What was that again?

MR. KATZ: Well, you know, we could have put in some contrac­

tual provisions that wov.ld have sought to limit or 

expand what Sohio would otherwise have sought to do 

with its oil, you know, in reselling, but we coulc .'t 

predict everything that would occur and we felt real 

uncomfortable putting the government in that sort of 

position vis-^-vis a private concern; so, in eisence we

saw the fatal flaw in that, as really allowing any

private company to make decisions that more appropri­

ately on that basis should have been made in a public 

form.

R E P . RO G E R S : O k a y .

MR. HAYNES: Just, if I could add one more thing to that.

Again, when we're talking about this concept of West 

Coast displacement and so forth, we're talking about, 

you know, hundreds of transactions in the two markets,
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the West Coast and the Gulf Coast. There's probably 

thirteen companies who are producers, and although the 

average West Coast weighted average price is higher 

than the average Gulf Coast weighted average price, the 

prices are not all the same. They vary considerably, 

and they vary considerably on the Wesc Coast; and so, 

therefore, somebody, you know, an in-state refiner from 

Alaska, conceivably maybe Sohio's been their supplier, 

and maybe they're paying a higher price than they would 

be to the state. On the other hand, they might be 

supplying from somebody who's now selling their oil in 

the Gulf, you know, for a different price. It just 

depends on what their circumstances are now. The other 

element to add in is that crude oil transactions are 

very, very complicated. Again it depends on the 

individual companies. The most common part of it that 

you don't think about rir^ht away is the fact that an 

awful lot of it is exchanged. Something like a third 

of the ANS crude oil that is marketed is exchanged for 

another crude oil. Sometimes the crude oils in the 

course of one transaction will be exchanged six or 

eight or cen or twelve times for other crude oils back 

to -- before it finally shows up in a refinery, so it's 

very -- although we can talk about averages here, it's 

very difficult to make i:oo many categorical statements 

because it really depends on the circumstances of the
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individual purchaser, and that's one of the reasons 

why, although there are some really serious scenarios 

that you can draw up, that we don't feel that they're 

valid.

CHAIRMAN HALFORD: Senator Fahrenkamp.

SENATOR FAHRENKAMP: John, if —  In light of the fact that

individual contracts can proceed or that amendments can 

be made after offering, would there still then be 

consideration of Suneel and their proposal, or at this 

point would that be considered dead?

MR. KATZ: No, it isn't dead. I think, though, that -- and we

frankly -- no, not put that on the back burner, but not 

on the front burner, because we focused our primary 

attention on the contracts we knew we were going to 

provide. Now, you know, we have a little bit more 

breathing space. I don't think that the questions 

that, and perhaps I'm wrong, I'd like to be proven 

wrong, but I don't think that the questions that we've 

posed can be answered in the next couple of weeks in 

time to get that contract to you, but we are going to 

propose a process to Suneel and pursue it as vigorously 

as we can. If we were able successfully to answer all 

our questions and feel comfortable, you would then, 

Senator, have the choice, I guess, as I indicated to 

Representative Rogers before, of awaiting the usual 

royalty oil process which would put it I think beyond
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this legislature, or waiving that process and trying to 

get a contract out this time, which is within the 

legislature's prerogative, to do.

CHAIRMAN HALFORD: Well, if we could move on, just by way of

summary: You are going to provide us with a cost-

benefit analysis ...

MR. KATZ: We'll do the best we can on that.

CHAIRMAN HALFORD: ... on -- well, not only Tesoro?

MR. KATZ: Yes.

CHAIRMAN HALFORD: Okay, and your recommendation is that we

approve Tesoro, approve Doyon if they can get a 

financing package together, and your recommendation is 

in favor of the four-year holdover on any fee for 

commitment of n y a l t y  oil, basically?

MR. KATZ: Yes, sir. That's an accurate summary.

CHAIRMAN HALFORD; And your recommendation is tha^ we do it by 

two separate bills?

MR. KATZ: Yes.

CHAIRMAN HALFORD: Okay, I would appreciate it if we get that

back. The next thing that we had on the schedule was a 

legal review now. Bob, of course, has been here 

answering legal questions all the way along. If we 

could just take about five minutes maybe and have Bob 

Maynard and Tom Sumple [ph], we'll get a look at it 

from the legislative attorney's perspective, and it's 

not really the same perspective as a policy decision,
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but just go through and maybe an interchange between 

the two of you could explain legal provisions of the 

c o n t r a c t .

MR. KATZ: Mr. Chairman, would it be helpful to you in what 

you call the legal portion of this to -- Jeff has 

gotten real good at providing a very quick summary of 

the two contracts. I d o n’t know if t h a t’s what ...

CHAIRMAN HALFORD: That would be fine. Yes.

MR. HAYNES: Okay. I'll just try to do it in about five

minutes here, and I'll stick primarily with the 

highlights of the contracts. We just mentioned some of 

the ... [indiscern.] ... so I won't go into .... The 

Tesoro contract is for the sale of 46,000 barrels a 

day. Again, our total production right now is about 

187,500 of Prudhoe production, another 10,000 from 

[indiscern.], and about 28,000 barrels is under current 

contract to Mapco, so it's 46,000 barrels a day that 

Tesoro has got - their refinery charge the maximum 

they can run through. The only catch in that is that 

Tesoro also has a current contract for all of the 

state's Cook Inlet royalty crude, which is about 8,500 

barrels a day now. The amount of Cook Inlet crude they 

are getting from us at any given time is subtracted 

from the ANS that they would be getting from us. Cook 

Inlet is [indiscern.], so it's predominantly ANS crude. 

Tesoro is not required to take all 46,000 at any given
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t:ime. They can vary it up or down, up to 46,000 on 

ni.ne months n o t : * a n d  after five years the state is 

permitted to permanently decrease their maximum volume 

under the contract to the highest amount actually 

taken. It's kind of a conservation measure on our 

part. Tesoro is also permitted to permanently decrease 

the volume under their contract ... [indiscern.; 

coughing] ... nine months notice. The price term, as 

the commissioner mentioned, is the producers' weighted 

average field price subject to the outcome of the 

Amerada Hess case, and any amounts owed to us would be 

paid to us at the higher of the state's treasury rate 

or the prime rate plus three percent. The term of the 

contract is twelve years. The contract requires that 

the oil be p r o c e s s e * in state, although in the case of 

Tesoro, in all the contracts, there is an exchange 

provision that permits them to exchange royalty oil for 

other oil on basically an equal value basis, recog­

nizing that in their refinery they cannot physically 

run one hundred percent ANS crude oil through that 

refinery. The exchange provision is on an equal basis, 

so it's not a profit-generating venture. They do have 

to run it through the Nikiski refinery and there are 

some standards in the contract on how much in the way 

of products they have to use their best efforts to 

produce. Now, Tesoro is also committed to at least
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continue their feasibility studies regarding expansion

- other refineries including especially a petroleum

coker. We've retained an option - the state has - on

all the residual oil coming from the refinery as well

•as any petroleum coke produced, which is assignable on

our part, so if there were opportunities to use that

for coal blending or something we would be able to take
%

that. The performance guarantee and reservation fee 

structure is basically a fee that is paid to us on the 

barrels that are permitted to them under contract but 

not used at any given time, recognizing that we have 

that oil tied up and can't really do anything else with 

it. Without going into ill the details, there is about 

fifteen cents per barre r day on the amount that is 

not being used at any given time.

CHAIRMAN HALFORD: Okay. Just to interrupt. This is the

feature that is not included in the Doyon contract?

MR. .HAYNES: It's there, but it's deferred for four years

the first four years of the twelve years of the 

contract.

CHAIRMAN HALFORD: What is the value of this feature?

MR. HAYNES: The value depends on how much ...

CHAIRMAN HALFORD: Over a four-year period at 40,000 barrels.

MR. HAYNES: Well, it depends on how much they are taking.

It's not on the whole 40,000. Let's say if they're 

taking -- their contract volume is 46,000 and they were
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taking only 36,000, then that reservation fee would 

apply to the 10,000, which is the difference, so it 

would be fifteen cents a barrel a day on 10,000 barrels 

for however long that unuse of that was ...

OFF RECORD: [Committee

members calculating 

reservation fee; mostly 

indiscern.]

MR. HAYNES: Okay, but again, part of the reason we were doing

that, is we don't really have the ability to go in and 

look at how much a refinery can physically run, so 

we're trying to encourage people to buy only what they 

can use.

The delivery terms, which is of interest to you 

primarily for security reasons, does make the purchaser 

responsible once they take custody ... [indiscern.] ... 

risk and they're responsible for transportation and 

they have an absolute obligation to take custody of the 

oil and to pay us, regardless of any force majeure 

situation that might come up. There is a statutory 

recognition of the preference that's in section .183 

that I read, earlier in response to Senator Gilman's 

question. The security terms -- they have provided us 

with a letter of credit wort^ two months of the oil, 

which has been the approach that we have used recently 

but not included in the older contracts. That means we
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have that amount actually in the bank, and if something 

happens we can collect on it. There's a local hire 

provision that represents what the attorney general's 

office feels is the constitutional limit that we can go 

to currently. Then there are a number of boiler plates 

relating to default, billings, payments, assignments, 

force majeure, dispute resolution, records, and legal 

remedies, and things like that.
«

The Doyon contract, and I'm calling this the 

Doyon I contract, because there- were two, one of which 

was withdrawn. The Doyon I contract is aimed at 

building a new refinery. The Doyon II contract, which 

was withdrawn, was contingent on their acquiring the 

Mapco refinery. Thosa negotiations are dead; they have 

withdrawn that contract. The volume under this 

contract is 50,000 barrels a day. Originally, with 

that exchange, or that return oil, provision in there 

it would have been a net 19,000 barrels a day, but 

since we have no downstream purchaser, it's going to be 

the gross volume which is 50,000. Price term and the 

[indiscern.] are the same as in the Tesoro contract.

Tne in-state processing provision is similar. The only 

difference is that there is a sort of a del nition 

there of how much they have to run and how many days of 

the year, whatever, that we offered to the other party 

that didn't take it. It's basically, again, the
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standards for in-state processing to make sure that we 

get the benefit of the bargain. Under this contract 

they are required to build and open and operate a new 

refinery by December 1 of 1983, and if they do not, the 

contract automatically terminates. There is also a 

provision in here which recognizes that at some stage 

conceivably Doyon might acquire another refinery or 

royalty contract. That's basically on the likelihood 

or contingency that it might be Mapco's, and we have 

some provisions in there to cover us under those 

circumstances, since Mapco also has an existing royalty 

contract in the state, and it would basically mean that 

they'd acquired two contracts. They would have to 

terminate one of them, and their volume, if they took 

the Mapco oil under this contract, which would be 

permitted, would be the maximum capacity of both 

facilities. It would be subject the reservation fee 

structure, then, because the new entry then would no 

longer be the case. [Indiscern.] ... state access to 

the return oil on a one-time basis. Again the boiler 

plate is all the same.

CHAIRMAN HALFORD: Senator Fahrenkamp.

SENATOR STURGULEWSKI: Jeff, just one question. There was a

lot of criticism during the [indiscern.] contract about 

the state making a determination as to whether the 

terms of the contract were actually being adhered to,
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and it involved a lot of difficulty. What -- Do you 

feel that these contracts, particularly the Doyon, 

which has quite a number of conditions that have to be 

met -- Do you feel that these contracts that you are 

proposing have a mechanism in there for the state to 

see that there are -- the contracts adhered?

MR. HAYNES [Not at microphone]: Again, one of the problems

with the Alpetco contract was that there were a lot of

... [indiscern.’ ... arranging the fi' .ncing, arranging

the construction contract, and so forth, that were very

difficult to ... [indiscern.]. In the case of the

Doyon contract, ... [indiscern.] ... so it's not 

something ... [indiscern.] ... not a world-class 

refinery ... [indiscern.].

MR. MAYNARD: Plus, Senator, there's one thing that Jeff ...

[indiscern.] ... boiler plate that I th^nk is a 

significant addition to prior contracts Usually, as a 

matter of contract law, if we disagreed with Alpetco, 

and there was an argutnert that, you know,, that the ... 

(indiscern.] ... an equal shot at what our arguments 

were. These contracts have a clause in it that if an 

ambiguity arises, or a disagreement about a term, that 

the commissioner gets the first shot at interpreting 

that after hearing the other person's argument, and the 

buyer is required to follow the commissioner's deter­

mination of that, unless there's substantial evidence
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otherwise, basically like a review of an administrative 

regulation or whatever.

SENa TOR STURGULEWSKI: And there's no role for the legislature

other than the initial approval, then ... [indiscern.]

... arrangements ....

MR. MAYNARD: That's correct. Right.

CHAIRMAN HALFORD: Okay, that's got it. I think that's

probably a pretty good review of the terms of the 

contracts. If we don't need to go into a legal -- We 

have in the packet a copy of a request that I made to 

Tom Sumple [ph] that just went through some of the 

details of the contracts. I think we can review that 

from the packet. At this time if we can go on to the 

Doyon .contract, then.

REP. COTTEN: Mr. Chairman, are you going to quit at seven

o 'clock?

CHAIRMAN HALFORD: We were planning on quitting at seven. I

hate to have this many people come in and not go --

I'll stay, but it's up to the pleasure of the

committees.

REP. COTTEN: Well, I don't want to mrss anything, but if

you're going to quit at seven, it seems like we're 

almost there, and to get -- You might want to break 

Vyl^h these guys and then come back in. I had a couple

of more questions I wanted to hit these guys with, but
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I could wait, I suppose, if you'd rather get something else 

finished. Are you going to ...

OFF RECORD: [Discussion

about how long to continue 

the meeting and when to 

r e co n ve n e.]

CHAIRMAN HALFGRD: Okay. We'll come back in at 8:15 in the

morning in this room.

CONTINUATION OF JOINT MEETING 
ON ROYALTY OIL DISPOSITION

March 26, 1982

CHAIRMAN HALFORD: Will the joint meeting of the House Oil and

Gas Committee and the Senate Resources Committee please 

come to order? Present we have Senator Fahrenkamp, 

Senate Resources Committee chairman, and Senator Gilman 

and Senator Sturgulewski. Present on the house side 

are Representative Cotten, Representative Rogers, 

Representative Randolph, and myself; I'm Representative 

Halford.

Last night we were down to the consideration of 

the Doyon contract. What I'd like to do at this time 

to make that go as fast as possible is to put Av Gross 

in front of us as Doyon's representative, and then go 

back and forth between Doyon, the royalty board, and
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the Department of Natural Resources, so that we've got 

the forum for the differences of opinion right at the 

table in front of us and just run through that, so if 

all three of you will come to the table together we'll 

go ahead and let Av Gross start it off.

GROSS: Mr. Halford and other members of the committee,

I'm Avrum Gross, and I'm general couns* 1 for Doyon.

Let me say at the outset that I was not the party who 

negotiated this contract for Doyon. That was done by 

Dick Edwards, an Anchorage attorney, and Marco 

Pigialberi from Doyon. They carried the major 

negotiating burden, and what my purpose is is to bring 

you up to date on the status of the Doyon refinery, and 

hopefully ask your indulgence for a little while on the 

actual in-depth analysis of the contract, because of 

the present status. The present status is simply this, 

that since its inception, Doyon has worked rather hard 

to put together a competing refinery in Fairbanks with 

the North Pole refinery. They have acquired the land; 

they have acquired the equipment to build a refinery;

they have done their engineering wor . and the land

acquisition work; and are prepared to go ahead. At the 

same time they were of course negotiating this contract:

with the state which took I think roughly five to six

months of fairly constant negotiations. I mention that 

so that when you deal with the individual terms of the
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contract you will realize that they are all inter­

related and the results of rs.ther hard bargaining over 

long periods of time between the parties, all of whom 

were advancing their own interests, including the state 

of course. In the -- I became involved in the project 

in earl.y January. At that point, for a number of 

reasons Doyon,- through its financial advisors and on 

the advice of its financial advisors and others was 

afforded the opportunity to negotiate to purchase the 

North Pole refinery. They entered into negotiations to 

purchase the North Pole refinery. We advised the state 

of that fact in the middle of our contract negotia­

tions, and as a result, we immediately switched in the 

negotiations with the state to negotiating not one 

contract but two. That was Doyon I and Doyon II. The 

Doyon II would have covered what would have happened 

had Doyon proceeded to purchase the North Pole 

refinery. Those negotiations took place for roughly a 

period of a month and a half; rather extensive negotia­

tions with North Pole.. The parties were extremely 

close. In the last, closinr hours of the negotiation 

they collapsed. As a result, Doyon was back again 

dealing with the construction of its own refinery on 

the so-callca Doyon I contract. Then the -- By that 

time, the situation had somewhat changed in relation to 

the construction of Doyon's refinery. The financing
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had become less certain than it had been in the past

due to a number of features, one of which was that the 

bank which originally had made the commitments to 

finance were now less certain about the carrying 

through of those commitments for a numbers of reasons. 

One of them was that they were -- I think they had 

pushed Doyon I think to try to pick up the Nurth Pole 

refinery. Another one was the royalty oil, the return 

oil, which is the major problem in this transaction.

As you probably know, for every 30,000 barrels a day 

you put through the refinery, 20,000 come out the other 

side, and in crude oil, which goes back into the pipe­

line and under the terms of the contract with the state 

has to be disposed of by Doyon, and selling 20,000 

barrels of crude oil today is n)t the easiest thing in 

the world to do without a substantial loss. North Pole 

has had a great deal of trouble I think disposing of 

its own return oil, ai.d now Doyon is in a position of 

having to dispose of its return oil because originally 

under the contract the state would have made a contract 

with Chevron where Doyon would ht been able to 

dispose of all of its return oil to Chevron. New, the 

Chevron contract fell through and Doyon was left with a 

substantial amount of return oil to dispose of. That 

is the major snag in the continued financing of the 

Doyon project at the present time. When that became
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apparent, Doyon made enormous efforts and is continuing 

to make those efforts to arrive at a contract for the 

disposal of the return oil. Tim Wallis, who is the 

president of the company, has been in a series of 

meetings with oil companies and such to try to make 

some contract by which the return oil can be released, 

and that is the major, I think, actively the major 

financial snag to continuing with the project. Doyon 

has, as I'm sure you know, a good deal of [indiscern.] 

funds in the contract. It has every incentive to 

continue with the contract. I would say that within 

the next two to three w e e k s , we will have a much 

clearer picture as to the ability to get rid of the 

return oil and make the project a successful one at 

this time. This is not, obviously, a good time in the 

world oil market to be dealing with 20,000 barrels of 

crude oil. The state's having enough problems, much 

less Doyon. In any event, we are doing that at the 

present time.

I want to point out that this contract -- The 

gl )f Alpetco keeps stalking the legislative halls, 

a imply want to point out that this is not an

Alpetco contract in any sense of the word. This is not 

a contract by which Doyon can take oil and basically 

market it as it sees fit. The contract is quite clear 

that Doyon must construct a refinery. It does not have
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a r i g h t  to take the o i l  u n t i l  it does take a r e f i n e r y  

or b u i l d  a r e f i n e r y ,  a n d  that r e f i n e r y  m u s t  b e  

c o m p l e t e d  b y  D e c e m b e r  1 of 1983. T h e  t h i n g  that w a s  

p o i n t e d  out to m e  this m o r n i n g  b y  s o m e o n e  - I t h i n k  it 

w a s  the r o y a l t y  b o a r d  - v e r y  wisely , was that this is a 

n e w  p r o ject,  it's -- w e ' r e  t r y i n g  to get a c o m p e t i t i v e  

r e f i n e r y  g o i n g  in F a i r b a n k s ,  w h i c h  I t h i n k  is w h a t  the 

D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  was in f a v o r  of, a n d  I 

t h i n k  the l e g i s l a t u r e  is in f avor  of as well. It's n o t  

e a s y  to do. It's n o t  a s i m p l e  t hing to get together.

W je t a l k i n g  a b o u t  b a s i c a l l y  a h u n d r e d - m i l l i o n - d o l l a r  

i n v e s t m e n t  in j. w o r l d  oil s i t u a t i o n  w h i c h  is not 

c o n d u c i v e  to m a j o r  i n v e s t m e n t s  at the p r e s e n t  time, a n d  

it i s n ' t  easy, and it's n o t  s u r p r i s i n g  that e v e r y b o d y  

i sn't r u s h i n g  to b u y  the r e t u r n  oil a n d  come f o r w a r d  

w i t h  all the m o n e y  [indiscern .] if n e c e s s a r y .  W e ' r e  

w o r k i n g  v e r y  h a r d  on it. W h a t  I w o u l d  like to suggest, 

if at all p o s s i b l e ,  is that since y o u  h a v e  at least, I 

assume, a m o n t h  an d m a y b e  l o n g e r  in session, that on 

the D o y o n  c o n t r a c t  y o u  sort of put it on h o l d  for a 

c o u p l e  of w eeks, u n t i l  the p r e s i d e n t ,  Mr. Wallis, and 

D i c k  Edwar ds, w h o  n e g o t i a t e d  the contract, can come 

down. Mr. E d w a r d s  can take y o u  t h rough it t e r m  b y  t e r m  

if y o u  w o u l d  like, a n d  Mr. W a l l i s  can b r i n g  y o u  up to 

date on b a s i c a l l y  w h a t  the status of the r e f i n e r y  is.
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B e y o n d  that, I t h i n k  it w o u l d  p r o b a b l y  be b e t t e r  if I 

j u s t  c o u l d  a n s w e r  q u e s t i o n s  f r o m  the commit tee.

C H A I R M A N  HALFOR D: Y o u ' v e  a d d r e s s e d  y o u r s e l f  p r i m a r i l y  to the

f i n a n c i n g  q u e s tion. T h e r e  w a s  a n o t h e r  q u e s t i o n  b r o u g h t  

o u t  b y  the r o y a l t y  b o a r d ,  t h a t  b e i n g  the p r e - c o m m i t m e n t  

w a i v e r  for the f i r s t  f o u r  y ears. I w o n d e r  if y o u  c o u l d  

a d d r e s s  y o u r s e l f  to th at as well.

MR. GROSS: J u s t  v e r y  b r i e f l y ,  I -- T h e  p r e s e n t a t i o n  This

w a s  a t e r n  chat f r a n k l y  s u r p r i s e d  me a little bit, Mr. 

H a l f o r d ,  for this r e ason: Mr. W a l l i s  t e s t i f i e d  in

F a i r b a n k s  at the r o y a l t y  b o a r d  h e a r i n g  a n d  he m a d e  a 

s t a t e m e n t  and to m y  k n o w l e d g e  h e  w a s  a s k e d  no quest i o n s  

by the board. Y e s t e r d a y ,  the b o a r d  took up the issue 

and, at the s u g g e s t i o n  o f  I t h i n k  it was Mr. Lyon, felt 

that this was  a n  u n f a i r  c l a u s e  in the contract. All i 

can say abo ut that, w i t h o u t  h a v i n g  sat at the n e g o t i a­

tions myself, is that as I said, these n e g o t i a t i o n s  

to o k  p l a c e  o v e r  five m o n t h s .  T o  get that term in the 

co n t ract, D o y o n  gav e up things. M o r e o v e r ,  if you're  

g o i n g  to talk a b o u t  w h e t h e r  that c l a u s e  is a n t i c o m p e t i­

tive, it seems to m e  the o n l y  w a y  y o u  c o u l d  tell that 

w o u l d  be to do an a n a l y s i s  o f  the M a p c o  r e f i n e r y  in 

F a i r b a n k s ,  to d e t e r m i n e  w h e t h e r  or n o t  this clause in 

r e a l i t y  w o u l d  be s e r i o u s l y  i n j u r i o u s  to that company, 

or w h e t h e r  it w o u l d  not be. W h a t  are the terms of the 

o r i g i n a l  M a p c o  c o n t r a c t ?  Is D o y o n  g o i n g  to be
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r e c e i v i n g  oil u n d e r  s u f f i c i e n t l y  b e n e f i c i a l  terms that 

w o u l d  c o m p a r e  w i t h  the o r i g i n a l  c o n t r a c t  u n d e r  w h i c h

S

M a p c o  r e c e i v e s  oil f r o m  the state ? B u t  to come out of 

th_' b l u e  and b a s i c a l l y  p i c k  o n e  t e r m  o u t  of a contract, 

w i t h o u t  any a n a l y s i s  of it w h a t s o e v e r ,  a n d  say -- In 

o u r  m i n d  that seems a l i t t l e  u n f a i r  to o t h e r  people. 

W i t h o u t  a n a l y z i n g  w h a t  o t h e r  p e o p l e  ha ve, or the 

c i r c u m s t a n c e s  u n d e r  w h i c h  the c l a u s e  w a s  n ego tiated,  

t h a t  seems to m e  a b i t  unfa ir, b u t  as I say I was not 

in the n e g o t i a t i o n s .  Mr. H a y n e s  was. I think -- I 

d o u b t  that he w o u l d  h a v e  n e g o t i a t e d  a t e r m  w h i c h  he 

felt w h i c h  was c o n t r a r y  to e i t h e r  the p u b l i c  inte rest 

or u n f a i r  to a n y o n e  else w i t h i n  the d e p a r t m e n t  felt, 

a n d  I think it w o u l d  be p r o b a b l y  b e s t  if y o u  let h i m  

e x p l a i n  that, and if y o u  w o u l d  like to h a v e  it in depth

f r o m  D o y o n ' s  side, I think w h a t  y o u  n e e d  is the n e g o t i­

at o r  w h o  a c t u a l l y  n e g o t i a t e d  the t e r m  for Doyon. It 

w a 3  m y  u n d e r s t a n d i n g  that this w a s  g o i n g  to be just a 

p r e l i m i n a r y  i n f o r m a t i o n a l  h e a r i n g  - that y o u  w o u l d  not 

go t h r o u g h  the terms one by one, a n d  if y o u  w i s h  to do 

that, w e  could have s o m e o n e  h e r e  this a f t e r n o o n  if 

n e c e s s a r y ,  but as I say, I t h i n k  due to the status of 

the p r o j e c t  it m i g h t  m a k e  m o r e  sen se to try and h o l d  it

for a couple of w e e k s  a nd then h a v e  it laid out for you

in detail, n o t  o n l y  as to the terms b u t  as to the 

s t a t u s  of the project.
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C H A I R M A N  H ALFO R D :  B e c a u s e  that p a r t i c u l a r  t e r m  w a s  b r o u g h t

j into q u e s t i o n  -- It's the o n l y  o t h e r  cerm th at has

!j b e e n  b r o u g h t  into  q u e s tion, a n d  it's s o m e t h i n g  that I

t h i n k  w e  p r o b a b l y  w a n t  to pursue. S e n a t o r  F a h r e n k a m p ?

S E N A T O R  F A H R E N K A M P :  Mr. C h a i r m a n ,  I u n d e r s t a n d  that w e ' d

[indiscern.] up or d o w n  o n  the co ntract. So, as far as 

i I ' m  concern ed, m a y b e  that w o u l d  h e l p  p e o p l e  to m a k e

their decisio ns, w h e t h e r  it's up or d o w n  or not. My
*

q u e s t i o n  I guess to you, Av, is: A r e  y o u  r e c o m m e n d i n g

then that w e  go a h e a d  w i t h  p u t t i n g  the c o n t r a c t  in to 

the b i l l  status, a n d  not j u s t  h o l d i n g  it in c o m m i t t e e  

u n t i l  w e  find o^.t h o w  the f i n a n c i n g  comes along?

MR. GROSS: Yes, a n d  I t h i n k  w h a t  y o u  are g o i n g  to h a v e  to do,

I suppose, is m a k e  a j u d g m e n t  e v e n t u a l l y ,  S e n a t o r  

! F a h r e n k a m p ,  on w h e t h e r  y o u  thin k that there is e n o u g h

g o o d  faith c o m m i t m e n t  to this p r o je ct, r a t h e r  than just  

si m p l y  w i s h f u l  t h i n k i n g  (tying the oil up), to f avor it 

a n d  let it go ahead. It's g o i n g  to take y o u r  j u d g m e n t  

as to w h e t h e r  all y o u r  i n t e r e s t s  in g e t t i n g  a c o m p e t i n g  

r e f i n e r y  going, w h e t h e r  it's a d e s i r a b l e  sale from the 

st a t e ' s  standpoint,  w h e t h e r  the s t a t e  w o u l d  lose a n y­

thing by l e t t i n g  them proceed. I d o n ' t  see that it 

does, frankly, b u t  w h e n  y o u  k n o w  w h a t  the s tatus of the 

c o n t r a c t  is - in o t h e r  w o r d s  the s ta tus of the n e g o t i a -  

i tions to get r i d  of the r e t u r n  oil, all these things -

i y o u ' l l  h a v e  to m a k e  I s u ppose a j u d g m e n t  as to w h e t h e r
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y o u  t h i n k  that it is in f a c t  a v i a b l e  project, and I 

t h i n k  y o u  can g e t  a l i t t l e  b e t t e r  p i c t u r e  of that a 

l i t t l e  f u r t h e r  d o w n  the line.
*

S E N A T O R  F A H R E N K A M P :  A n d  as I u n d e r s t a n d  it, then, in the

interim , w h i l e  the p l a n t  w o u l d  be b u i l t  - is b e i n g  

built,  if it w e r e  b u i l t  - the oil w o u l d  still b e  g o i n g  

the 30 o r  h o w  m a n y  e v e r  b a r r e l s  are concerned. W o u l d  

the —  at that time s t i l l  g o i n g  t h r o u g h  the line and 

b e i n g  s o l d  b y  w h o m e v e r  or somehow?

MR. GROSS: T h a t ' s  correct.

S E N A T O R  F A H R E N K A M P :  A n d  so the s t a t e  is net in fact l o sing

m o n e y  d o i n g  that ...

MR. GROSS: Not a penny.

S E N A T O R  F A H R E N K A M P :  T h a n k  y o u  v e r y  much.

C H A I R M A N  H A L F O R D :  R e p r e s e n t a t i v e  Randolph, y o u  h a v e  a

q u e s t i o n ?

REP. R A N D OLP H: Yes. Av, y e s t e r d a y  w e  h e a r d  t e s t i m o n y  fr om

the d e p a r t m e n t  that at o n e  p o i n t  this f i n a n c i n g  was 

g o i n g  to be all in place, a n d  that they w e r e  s a t i s f i e d  

that it w a s  a go p r o ject, a n d  n o w  there's some p r o b l e m s  

w i t h  that, so w h a t  e x t e n t  c a n  y o u  e l a b o r a t e  on that, as 

to w h o  that w a s  w i t h  a n d  w h y  it was f i r m  e n o u g h  at one 

p o i n t  that D N R  t h o u g h t  it w a s  a go deal and still then 

h o w  d i d  it d i s s o l v e ?

MR. GROSS: Well, I can tell y o u  s o m e t h i n g  a bout it,

R e p r e s e n t a t i v e  R a n d o l p h .  The f i n a n c i n g  was in p l a c e

-8 2 -

uZO 7 8 5 9 9 1



w i t h  t h e  C o n t i n e n t a l  B a n k  in C h i c a g o .  As the 

n e g o t i a t i o n s  s h i f t e d  to the p o s s i b i l i t y  $of p i c k i n g  up 

the M a p c o  r e f i n e r y  d i r e c t l y  a n d  t h e n ;t h e  b a n k  m a d e  a 

c o m m i t m e n t  o n  that one. A t  t h a t  p o i n t  it b a c k e d  off 

the c o m m i t m e n t  on the o t h e r  one. T h e n ,  w h e n  it b e c a m e  

c l e a r  that the M a p c o  n e g o t i a t i o n s  m i g h t  n o t  go t h r o u g h  

again, t h e n  the b a n k  w a s  a p p r o a c h e d  in terms of 

r e f i n a n c i n g  the o r i g i n a l  r e f i n e r y .  By this time, 

though,  c i r c u m s t a n c e s  h a d  c h a n g e d  s u f f i c i e n t l y  that 

t h e y  w a n t e d  to c h a n g e  the terms o f  the financ i n g ,  and 

w e r e  s e e k i n g  o t h e r  i n v o l v e m e n t  in the r e f i n e r y  project, 

or d e v e l o p m e n t  b y  others. T h a t  w a s  p r i m a r i l y  due to 

the fact that the r e t u r n  o il p o s e d  a s u b s t a n t i a l  risk 

at t h a t  point. T h e  e x p e r i e n c e  w i t h  N o r t h  P o l e  has b e e n  

that the m a j o r  d r a i n  on t h e i r  m a k i n g  a p r o f i t  (since 

they h a v e  b e e n  m a k i n g  a p r o f i t ,  b u t  k e e p i n g  their 

p r o f i t s  down to o n l y  l arge levels) has b e e n  p r i m a r i l y  

the d r a i n  c a u s e d  by the r e t u r n  oil. I t h i n k  two years 

ago -- one y e a r  ago I r e a d  one a r t i c l e  that they lost 

s o m e t h i n g  like $30 m i l l i o n  on the r e t u r n  oil alone, and 

that w a s  in a b e t t e r  m a r k e t  than I t h i n k  y o u  have 

today, so it is an e n o r m o u s  p r o b l e m .

REP. R A N D O L P H :  Just one f u r t h e r  q u e s t i o n .

MR. GROSS: Sure.

REP. R A N D O L P H :  The c o m m i s s i o n e r  - I t h i n k  h e  u s e d  the term

that he felt that the f i n a n c i n g  h a d  b e c o m e  u n c e r t a i n
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i n a d v e r t e n t l y ,  n o t  t h r o u g h  p u r p o s e f u l  a c tion, b u t  it 

w a s  j u s t  s o m e t h i n g  t h a t  j u s t  k i n d  of s l i p p e d  t h r o u g h  

the cracks. T h a t ' s  k i n d  o f  w h a t  I g o t  f r o m  it. Was  

that a f a i r  u n d e r s t a n d i n g  o n  m y  p a r t  of w h a t  he said, 

or c a n  y o u  e l a b o r a t e  o n  that, o r  w h a t ?

GROSS: Well, I ' m  o n l y  the a t t o r n e y  for the company,

Mr. R a n d o l p h ,  a n d  I t h i n k  w h e n  y o u  get into the a c t u a l  

i n t e r n a l  o p e r a t i o n s  o f  D o y o n  a n d  w h a t  h a p p e n e d ,  it 

w o u l d  p r o b a b l y  b e  b e t t e r  to t a l k  d i r e c t l y  to tl 

c h a i r m a n ,  Mr. W a l l i s ,  a n d  he w i l l  b e  d e l i g h t e d ,  I'm 

sure, to a p p e a r  nere. It w a s  -- I can say f r o m  w h a t  I 

k n o w  of it, a n d  I w a s  n o t  there, that it w a s  the r e s u l t  

of a s h i f t  iu amphasis as to w h a t  they w e r e  g o i n g  to do 

a n d  in the c o u r s e  of that, the o r i g i n a l  c ommi tment,  

a d v e r t e n t l y  or i n a d v e r t e n t l y ,  was lost; b u t  I think 

that, k n o w i n g  c o m m i t m e n t  l e t t e r s  f r o m  b a n k s  and the 

k i n d  of c o m m i t m e n t  l e t t e r s  that I've seen, it r e a l l y  

d o e s n ' t  m a t t e r  b e c a u s e  m o s t  b a n k s  k e e p  out in the end 

anyway, a n d  t h e y ' l l  m a k e  a c o m m i t m e n t  to y o u  s h o u l d  

c i r c u m s t a n c e s  c o n t i n u e  to w a r r a n t  the p r o j e c t  or 

s o m e t h i n g  like that, so t h e r e’s a l w a y s  some out for 

them. I d o n ' t  t h i n k  it r e a l l y  w o u l d  h e l p  to a s sess  

b l a m e  as to w h y  it h a p p e n e d ,  b u t  the f a c t  of the m a t t e r  

is that the o r i g i n a l  c o m m i t m e n t  on the D o y o n  r e f i n e r y  -
V.

on t h e i r  own r e f i n e r y  - has now, f r o m  that b a n k  at 

least, b e c o m e  m o d i f i e d .  T h e y  are w i l l i n g  to -- W h e n  I
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last s p o k e  to them, they w e r e  w i l l i n g  to f i n a n c e  a 

l a r g e  p o r t i o n  of the r e f i n e r y ,  but. n o w  th ey are 

i n s i s t i n g  on c e r t a i n  o t h e r  p r o v i s i o n s  too: the

i n v o l v e m e n t  of others, d i f f e r e n t  c o m m i t m e n t s  of cash, 

a n d  one thing  or another. B u t  m a i n l y  t h a t  causes a 

p r o b l e m  b e c a u s e  w e  c a n ' t  g e t  r i d  o f  the r e t u r n  oil at 

the m o m e n t ,  and that's b e e n  the n a t u r e  o f  the n e g o t i a­

tions for the last f e w  w e e k s .  W e  can  do that, and the 

n e g o t i a t i o n s  on that have  b e e n  e x t e n s i v e .  I don't 

t h i n k  t here w i l l  be p r o b l e m s  p u t t i n g  t o g e t h e r  the final 

p a c k a g e .

C H A I R M A N  H A L F O R D :  R e p r e s e n t a t i v e  R o gers.

REP. ROGERS: W h a t  is the s tatus  of the r e f i n e r y  itself? Y o u

s a i d  the land h a d  b e e n  a c q u i r e d ,  t h e y  b e g a n  site 

p r e p a r a t i o n  and p u r c h a s i n g  » h e i r  e q u i p m e n t .  W h a t ' s  

h a p p e n i n g  today?

MR. GROSS: R i g h t  n o w  the e q u i p m e n t  is b e i n g  -- p r o v i s i o n s  are

b e i n g  m a d e  to store the e q u i p m e n t  u n t i l  the p a c k a g e  can 

be f i n a l l y  put together.

REP. ROGERS: No w o r k  is p r o c e e d i n g  at the site?

MR. GROSS: A t  the moment, to m y  k n o w l e d g e ,  the si te w o r k  has

b e e n  shut down. At the m o m e n t .  It w a s  g o i n g  unt il -- 

T. m e a n  v e r y  recently, but I t h i n k  for the m o m e n t  it has 

bae- s t o p p e d  p e n d i n g  the final c o n c l u s i o n  of the 

n e g o t i a t i o n s .
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REP ROGERS: D e c e m b e r  1983 is a  f a i r l y  t i g h t  t i m e  sc hedule,

:.t seems to me, to b u i l d  a r e f i n e r y .  If t h e r e  is a 

p o i n t  at w h i c h  it is p h y s i c a l l y  i m p o s s i b l e  to get 

t h e r e , do y o u  k n o w  w h e n  that p o i n t  is?

HR. GROSS: I b e l i e v e  that D o y o n  b e l i e v e d  th at c o u l d  it

c o n t i n u e  c o n s t r u c t i o n  this y e a r  -- A l i  the p r e p a r a t i o n  

h a s  b e e n  done, a n d  w h a t  w e ' r e  l o o k i n g  at n o w  is the 

c o n s t r u c t i o n .  I t h i n k  D o y o n  was u n d e r  the b e l i e f  that 

if t h e y  c o u l d  c o n t i n u e  t h e i r  w o r k  this y e a r  the 

r e f i n e r y  w o u l d  be in p l a c e  in D e c e m b e r  of 1982, so w h a t  

w e  are t a l k i n g  a b o u t  is a time lag o f  a y e a r  - a p e r i o d  

o f  up till n e x t  -- d u r i n g  this y e a r  to p ut t o g e t h e r  the 

r e m a i n i n g  p o r t i o n s  of the project, a n d  a g a i n  I stress 

that D o y o n  can r e c e i v e  no oil u n t i l  the r e f i n e r y  is 

c o n s t r u c t e d .

REP. ROGERS: I r e a l i z e  chat the s t a t e ' s  p r o t e c t e d  there, and

e v e n  if -- I s u p p o s e  if the r e f i n e r y  is a day late 

c o m i n g  into o p e r a t i o n ,  it's s e v e r a l  tens of t h o u s a n d  of 

b a r r e l s  short, b u t  is w h a t  y o u ' r e  saying, if they could 

-- if they w e r e  able to c o n t i n u e  this y e a r  the r e f i n e r y  

w o u l d  be d o n e  in D e c e m b e r  of this year, y o u ' r e  s aying  

that -- No, he s a i d  D e c e m b e r  of '82.

MR. GROSS: If they h a d  b e e n  a b l e  to p r o c e e d  on s c h e d u l e  this 

year, the r e f i n e r y  w o u l d  h a v e  b e e n  c o u p l e t e d  in 

D e c e m b e r  of '82. N o w  if ...
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REP. ROGERS: So that if they can get f i n a n c i n g  b y  J a n u a r y  of

:83 t h e y  c a n  f i n i s h  the r e f i n e r y  in D e c e m b e r  of '83?

MR. GROSS: I t h i n k  t h a t ' s  a fair  ass ess m e n t .  E v e r y t h i n g  is

r e a d y  to b e  p u t  o n  the site.

REP. ROGERS: Okay, a n d  ...

Mil. GR.OSS: P r o b a b l y  sooner, R e p r e s e n t a t i v e  R o gers, b e c a u s e

w h a t  y o u ' v e  d o n e  is y o u ' v e  lost all of -- y o u ' v e  lost a 

p a r t  of the c o n s t r u c t i o n  season. T h e y  n e e d  the w h o l e  

c o n s t r u c t i o n  s e a s o n  to do it, so if they c a n  u s e  h a l f  

of this c o n s t r u c t i o n  s e a s o n  and h a l f  of the n e x t  

c o n s t r u c t i o n  season, y o u  m a y  see it done in the s u m m e r  

of n e x t  year.

REP. ROGERS: W ell, it seems to me that the issue of financing,

is - in terms of the l e g i s l a t u r e  a p p r o v i n g  this - 

b e c a u s e  of the p r o t e c t i o n  of the r e f i n e r y  h a v i n g  to be 

on line in D e c e m b e r  o f  '83, it seems like that's a 

fa i r l y  s t r o n g  p r o t e c t i o n  for the state, a n d  o b v i o u s l y  

... [indiscern. ]. T h a n k  you.

C H A I R M A N  H A L FO RD: R e p r e s e n t a t i v e  Cotten, did y o u  h a v e  a

q u e s t i o n ?

REP. COTTEN: I j u s t  h a v e  o n e  f o l l o w - u p  on that. Does that

m e a n  he can w a i t  till next J a n u a r y  to g e t  the c o n t r a c t  

appro v e d ,  a n d  still h a v e  a s u c c e s s f u l  ... [ i n discern .]?

MR. GROSS: T h e  p r o b l e m  is, R e p r e s e n t a t i v e  Cotten, that the

c o n t r a c t  i t s e l f  is an i n t egral  pa rt of p u t t i n g  t o g e t h e r  

the p a c kage. W h e n  y o u  go to bankers , a n d  y o u ' r e
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d i s c u s s i n g  it w i t h  them, it's o n e  t h i n g  to say that the 

s t a t e  t r a d i t i o n a l l y  w i l l  f u r n i s h  oil, o r  that the 

l e g i s l a t u r e  is r e a s o n a b l e  in the w a y  it acts on oil 

c o n t r a c t s  and one t h i n g  or another. I t ’s a n o t h e r  thing 

to a c t u a l l y  h a v e  a c o n t r a c t  for the p r o v i s i o n  o f  oil. 

B a n k e r s  are n o t  -- t h e y  w a n t  to h a v e  a l l  the p i e c e s  in 

p l a c e .

REP. COTTEN: Do y o u  t h i n k  that t hat 's an a d v a n t a g e ,  that the

o t h e r  p e o p l e  w o u l d n ' t  h a v e  b e e n  a b l e  to enjoy, or w e r e  

there o t h e r  firms that w e r e  s e e k i n g  the oil, or trying  

to m a k e  a d e c i s i o n  as to w h e t h e r  to b u i l d  a r e f i n e r y  

an d  go t h r o u g h  w i t h  a p r o j e c t  like this? If they h a d  

h a d  a c o n t r a c t  in h a n d  -- I ' m  t r y i n g  to d e c i d e  or 

d i s c o v e r  w h e t h e r  it w a s  a c o m p e t i t i v e  a d v a n t a g e ,  or 

w h e t h e r  there w o u l d  be n o w  a c o m p e t i t i v e  a d v a n t a g e  to 

s o m e b o d y  to h a v e  a c o n t r a c t  in hand.

MR. CROSS: I t hink Mr. H a y n e s  c o u l d  p r o b a b l y  e l u c i d a t e  on

that better, but the k i n d  of d e c i s i o n s  they m a d e  in 

n a r r o w i n g  d own the f i e l d  -- M y  i m p r e s s i o n  is that w h e n  

D o y o n  a p p r o a c h e d  the s t a t e  this w a s  n o t  a s p e c u l a t i v e  

p r opositio n. I mean, they h a ^ e  c o m m i t t e d  a g o o d  deal 

of their own funds to this already. T h e y  have  

p u r c h a s e d  the e q u i p m e n t ;  the y h a v e  p u r c h a s e d  the Land. 

This is a g o i n g  pro je c t .  It's not, g ive us a c o n t r a c t  

and w e ' l l  go out a n d  put t o g e t h e r  a project. This is a 

s p e c i f i c  p r o j e c t  w i t h  c o m m i t m e n t  of funds, a n d  all the
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like. I t ' s  a c o n t r a c t  —  It's a p r o j e c 4* w h i c h  was 

solid. It's a l i t t l e  less s o l i d  now, b u t  it's b e i n g  

p u t  b a c k  ... [end of tape].

REP. COTTEN: W e l l ,  f r o m  l i s t e n i n g  to you, it s o u n d s  like the

f i n a n c i n g  p r o b a b l y  w i l l  come along. Y o u  s e e m  

o p t i m i s t i c  a b o u t  that, b ut y o u  d w e l l  on the fact that 

there is a n  e n o r m o u s  p r o b l e m  w i t h  the d i s p o s i t i o n  of 

the r e t u r n  o i l  ...

MR. GROSS: T h e r e  is.

REP. COTTEN: ... a n d  it's d i f f i c u l t  for m e  to u n d e r s t a n d  or

to d e t e r m i n e  h o w  s u c c e s s f u l  y o u ' r e  g o i n g  to be, w h e r e  

y o u  a r e  in that regard.  It sounds like C h e v r o n ' s  

c o n t r a c t  n o t  g o i n g  t h r o u g h  r e a l l y  p l a y e d  a h e a v y  role 

h e r e  a n d  it m a y  or m a y  n o t  have, b u t  it d o e s n ' t  look 

like C h e v r o n ' s  c o n t r a c t  is g o i n g  to b e  e v e n  c o n s i d e r e d  

b y  the r o y a l t y  b o a r d  in the time the l e g i s l a t u r e  could 

a p p r o v e  it, so t h at's one thing that's gone:, right?

MR. GROSS: C o r r e c t .

REP. COTTEN: Co m a y b e  y o u  d o n ' t  h a v e  an a n s w e r  as to w h a t ' s

on the h o r i z o n .  W h a t  is y o u r  n e x t  m o v e  as far a.̂  

d i s p o s i t i o n ?

MR. GROSS: W e ll, I c a n  tell y o u  that Mr. W a l l i s  has b e e n

n e g o t i a t i n g  w i t h  a n u m b e r  of oil c ompanie s. He w a s  in 

S e a t t l e  last w e e k  t r y i n g  to get a c o n t r a c t  w i t h  them  

for the d i s p o s i t i o n  of the r e t u r n  oil, w i t h  a n u m b e r  of 

oil c o m p a n i e s .  I d o n ' t  w a n t  to u s e  the n a m e s  if I can
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a v o i d  it, b u t  I c a n  a s s u r e  y o u  that the n e g o t i a t i o n s  

h a v e  b e e n  v e r y  s e r io us. T h e  p r o b l e m  is, as y o u  k n ow, 

there is a g l u t  of o i l  o n  the m a r k e t  r i g h t  n ow, a n d  I 

t h i n k  D o y o n  is in the p o s i t i o n  w h e r e  it's n o t  i n t e r­

e s t e d  n e c e s s a r i l y  i n  m a k i n g  a p r o f i t  on the r e t u r n  oil. 

It j u s t  w a n t s  to a v o i d  a loss o n  it. I t h i n k  it w o u l d  

b e  b e s t  to h a v e  h i m  tell y o u  d i r e c t l y  the n e g o t i a t i o n s  

that h e  h a s  u n d e r g o n e ,  b e c a u s e  I h a v e  n o t  u n d e r t a k e n  

t h o s e  n e g o t i a t i o n s .  H e ' s  done them d i r e c t l y .  I can 

tell y o u  t h e y  are i n t e n s i v e .

REP. COTTEN: Y o u  say M a p c o  l o s t  w h a t ?  Isn't it a l o s i n g

p r o p o s i t i o n ?  So it seems like it's g o i n g  to b e  e v e n  

m o r e  d i f f i c u l t  for D o v o n  to i m p r o v e  .n t h a t  s i t u a t i o n .

MR. GROSS: T h e y  d i d  los e a s u b s t a n t i a l  a m o u n t  o f  m o n e y .  T h e y

h a v e  cut t h o s e  l o s s e s  e n o r m o u s l y .  T h e y  h a v e  c e r t a i n  

co n t r a c t s ,  w h i c h  I ' m  n o t  at l i b e r t y  to d i s c l o s e ,  for 

the d i s p o s i t i o n  of the oil r i g h t  n o w  w h i c h  h a s  c h a n g e d  

that s i t u a t i o n  s u b s t a n t i a l l y ,  a n d  it w o u l d  -- I t h i n k  

it is not i m p o s s i b l e  to get ri d of the r e t u r n  oil, b u t  

the C h e v r o n  s i t u a t i o n  o b v i o u s l y  .iade it m u c h  easier, 

an d  w h e n  y o u  w e n t  to b a n k e r s  and they said, y e n  ki:ow, 

w h a t  are y o u  g o i n g  to do w i t h  the r e t u r n  oil, w e  w e r e  

in a p o s i t i o n  to say, w e l l  h e r e ' s  a c o n t r a c t  w i t h  

C h e v r o n  w h i c h  is g o i n g  to take, y o u  know, all the oil 

w o  p r o d u c e ,  and g e t  r i d  of it. W h e n  tha^ f e l l  t h r o u g h  

n o w  w e  h a v e  g o c  -- I m e a n  the state b a s i c a l l y  p r o v i d e d
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that m a r k e t  for us, and n o w  that the s tate is u n a b l e  to 

p r o v i d e  that m a r k e t ,  t h r o u g h  n o  fault of them, w e  h a v e  

to f i n d  our  own, a n d  it's m o r e  d iffic u l t .  T h a t ' s  all I 

c a n  tell you.

S E N A T O R  GILMAN: I d o n ' t  w a n t  to tafc> u p  the w h o l e  time, b u t  I

w a s  w o n d e r i n g  if y o u  w e r e  h a v i n g  the o t h e r  p e o p l e  at 

the t a b l e  m a k e  o b s e r v a t i o n s  o n  the same topic, or ...

C H A I R M A N  HAL FORD: W h a t  I h a d  i n t e n d e d  to do is to see if w e

h a d  a n y  q u e s t i o n s  f o r  A v  f i r s t  a n d  t h e n  w e ' l l  go b a c k  

to the w h o l e  table.

S E N A T O R  GILMAN: A l l  right. I d o n ' t  h a v e  anything.

C H A I R M A N  H A L F O R D :  A r e  t h e r e  a n y  o t h e r  q u e s t i o n s  b e f o r e  we

m o v t  ">n to the n e x t  thi ng w h i c h  is to go a h e a d  and have 

J e f f  Haynt. r e s p o n d  to the same line that A v  p r e s e n t e d ?

MR. H A Y N E S  [Not at a m i c r o p h o n e ] :  Mr. C h a i rman,  m e m b e r s  of

the c ommi t t e e ,  m y  n a m e  is J e f f  Haynes, D e p u t y  

C o m m i s s i o n e r  of N a t u r a l  R e s o u r c e s ,  a n d  I'd like to talk 

a b o u t  three things. N u m b e r  one is the f o u r - y e a r  

d e f e r r a l  on the r e s e r v a t i o n  fee. N u m b e r  two, I'd like 

to t a l k  about the r e t u r n  oil, a n d  n u m b e r  three, about 

the f inanci ng. It's h a r d  to r e c a p t u r e  six m o n t h s  of 

n e g o t i a t i o n s  w i t h  t w e n t y - s e v e n  different: c o m p a n i e s  and 

e x p l a i n  w h y  y o u  d i d  s o m e t h i n g  at any g i v e n  time, but 

the fact that w e  d i d  m a k e  this o n e  c o n c e s s i o n  to D o y o n  

as a n e w  e n t r a n t  is s o m e t h i n g  that w e ' r e  still ... 

[indiscern.]. The m o s t  d i f f i c u l t  p h i l o s o p h i c a l  part of
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these n e g o t i a t i o n s  w a s  r e c o n c i l e d  ... [indis c e r n . ]  ... 

a n d  o n  the o t h e r  h a n d  y o u ' v e  h e a r d  f r o m  the c o m p e t i t i o n  

... [indiscern.] ... w h a t  w e ' l l  p r o b a b l y  s p e n d  m o r e  

time n o w  in t h i n k i n g  a b o u t  a n d  n e g o t i a t i n g  than  

a n y t h i n g  else. In the case o f  the D o y o n  c o n t ract,  the 

b o t t o m  l i n e  is the M a p c o  c o n t r a c t ,  b e c a u s e  a l t h o u g h  

D o y o n  or any F a i r b a n k s  r e f i n e r  is to s o m e  d e g r e e  

c o m p e t i n g  w i t h  o t h e r  i n - s t a t e  r e f i n e r s  a n d  supplie rs, 

the c o m p a n y  that is g o i n g  to be r i g h t  a c r o s s  the street 

is the o n e  the y are m o s t  d i r e c t l y  in c o m p e t i t i o n  with. 

Now, I d o n ' t  m e a n  to say a n y t h i n g  d i s p a r a g i n g  about  the 

M a p c o  contract, b u t  it is ... [ i n d i s c e r n . ]  ... w a s  the 

same as the A l p e t c o  contract, ar*d t h e r e  are some 

p r o v i s i o n s  in that c o n t r a c t  tha t s i n c e  t h e n  w e  w o u l d  no 

l o n g e r  n e g o t i a t e  as a m a t t e r  of s t a t e ' s  interest. One 

is the term, ... 2,004 . . . [ i n d i s c e r n . ?  w e l l  b e y o n d  

P r u d h o e  . .., j u s t  call on f u t u r e  r o y a l t i e s  i * that 

contra ct. T h e  s e c u r i t y  a r r a n g e m e n t  is ... [indiscern.] 

s e c u r i t y  ... s i x t y - d a y  l e t t e r  of c r e d i t  a n d  natur a l l y ,  

Doyon, in o r d e r  to c o m p e t e  w i t h  M a p c o  w o u l d  p r e f e r  to 

h a v e  their contract. C e r t a i n l y  it w o u l d  h a v e  b e e n  

e a s i e s t  for us if w e  x e r o x e d  the M a p c o  c o n t r a c t  and  

h a n d e d  it in ... a n d  sa id s i g n  h e r e  ... w e  c o u l d  not do 

that. C o n s e q u e n t l y ,  w e  h a d  to assess, o n  the one hand, 

w h a t  w a s  in the s t ate's i n t e r e s t  as f a r  as the r o y a l t y  

c o n t r a c t s ,  a n d  c o i c u r r e n t l y  w h a t  was n e c e s s a r y  - and I
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m e a n  a b s o l u t e l y  n e c e s s a r y  - for a n e w  e n t r a n t  s u c h  as 

D o y o n  to b e  a b l e  to c o m p e t e  w i t h  ... [ i n d i s c e r n . ] .  I 

can tell y o u  that t h r o u g h o u t  the n e g o t i a t i o n s  w e  w e r e  

u n d e r  i n t e n s e . p r e s s u r e  w i t h  D o y o n  and that is, again, 

to m a k e  lots of c o n c e s s i o n s  in the c o n t r a c t  ... 

[indiscern.] . O n  v i r t u a l l y  all of those w e  m a d e  no 

c o n c e s s i o n s .  T h e y  h a v e  to -- T h e r e  is a p r o v i s i o n  in 

there r e q u i r i n g  a l e t t e r  of c redit - s i x t y - d a y  l etter 

of credit. For tha t m u c h  oil - 5 0,000 b a r r e l s  of oil - 

that's a lot of money. T h a t ' s  c a s h  o u t l a y  to get a 

l e tte r of credit, so that's s o m e t h i n g  that puts  them in 

some k i n d  of c o m p e t i t i v e  d i s a d v a n t a g e  ... [ i n dis cern.].  

T h e y  w e r e  w a n t i n g  a d d i t i o n a l  c o n c e s s i o n s  f r o m  us, and 

j u s t  p u l l i n g  d o w n  some of the things I r e m e m b e r ,  on the 

term, s e c u r i t y  p r o v i s i o n s  or. the r e t u r n  oil, p r o c e s s i n g  

r e q u i r e m e n t s ,  r e s e r v a t i o n  fees, and so forth. T h e  only 

o ne that w u  m a d e  any k i n d  or: a s i g n i f i c a n t  c o n c e s s i o n  

on was the r e s e r v a t i o n  fae itself b e c a u s e  M a p c o  ... 

[indiscern.] . Y o u  r e m e m b e r  also w e  w e r e  n e g o t i a t i n g  

w i t h  M a p c o  ... p e r i o d  of time ... w a n t e d  us to s u p p l y 

them w i t h  ... c o m p l i c a t i o n s  ... [indiscern.]. I guess 

the b o t t o m  line is that w e  felt that that one c o n­

ce s s i o n  vrns one that w a s  justified. It ^as one w e  did 

n o t  g i v e  u n t i l  w e  h a d  t alked w i t h  them for five m o n t h s  

a bout it, and I ... [indiscern.].
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I also w a n t  to t a l k  a b o u t  the r e t u r n  oil. I 

w i l l  say that f r o m  t i m e  to time the r e t u r n  oil m a y  be a 

p r o b lem, b u t  I w i l l  a l s o  say that f r o m  time to time 

t h r o u g h  the n e g o t i a t i o n s  D o y o n  v e r y  m u c h  w a n t e d  the 

r e t u r n  oil; a n d  I t h i n k  if I w a s  to [indiscern.] some 

of the times Mr. G r o s s  m a d e  there, p o i n t i n g  out the 

p r i n c i p a l  r e a s o n  for h a v i n g  a r e f i n e r y  in F a i r b a n k s  - 

the p r i n c i p a l  a d v a n t a g e  of h a v i n g  a r e f i n e r y  in 

F a i r b a n k s  - is y o u  h a v e  the T r a n s  A l a s k a  P i p e l i n e  w h i c h  

is a g a r b a g e  c a n  f o r  the resale. Y o u  can ask any 

r e f i n e r  a n y w h e r e  in the U n i t e d  S t ate s or a n y w h e r e  else 

w h a t  their b i g g e s t  p r o b l e m  is, a n d  the p r o b l e m  is 

g e t t i n g  rid of the h e a v y  e nd of the b a r r e l  - the 

r e s i d u a l  oil. T h a t ' s  w h a t  is d r i v i n g  a lot of the 

r e f i n e r i e s  otit of b u s i n e s s .  On the W e s t  C o a s t  

e s p e c i a l l y ,  w h e t h e r  y o u ' r e  t a l k i n g  abou t C a l i f o r n i a  

crude or A l a s k a  N o r t h  S l o p e  crude, y o u  h a v e  an excess 

of h e a v y  ends u n l e s s  y o u ' v e  got o ne of those fancy 

r e f i n e r i e s  that u s e s  n i n e t y - f i v e  p e r c e n t  of the barrel, 

w h i c h  w e ' r e  n o t  t a l k i n g  a b o u t  here. In the case of a 

r e f i n e r y  like T e s o r o ,  th ey d o n ' t  h a v e  a g a r b a g e  can to 

put it in, so they h a v e  to m a k e  arrangement.-’ o ship it 

s o u t h  a n d  h a v e  it c r a c k e d  or sold or w h a t e v e r ,  and 

that's an e c o n o m i c  inc m v e n i e n c e  at best, so, frankly, 

a l t h o u g h  there are t i m e s  w h e n  there' s a m a r k e t  glut ... 

a n’ he a v y  ends, w h e t h e r  it's in the f o r m  of r e t u r n  oil
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or r e s i d u a l  oil, it's g o i n g  to be a n  e c o n o m i c  problem. 

It's b a s i c a l l y  an a d v a n t a g e  to h a v e  t h a t  Tr« .is A l a s k a  

P i p e l i n e  there b e c a u s e  at least y o u ' r e  selling,  

u l t i m a t e l y ,  v i r g i n  b a r r e l s  of ANS a f t e r  p a y i n g  a 

q u a l i t y  d i f f e r e n t i a l  [indiscern,] r e s i d u a l  oil, w h i c h  

is a b i g  problem. W e  t r i e d  to w o r k  o u t  s o m e t h i n g  w i t h  

C h e v r o n  w i t h  r e s p e c t  to b e i n g  able to u s e  the oil 

twice. U n d e r  some c i r c u m s t a n c e s  t h a t  w o u l d  be an 

a d v a n t a g e  to Doyon, b u t  o n  the o t h e r  ha nd, in 

n e g o t i a t i n g  w i t h  M a p c o  I can tell y o u  t h a t  they did not  

w a n t  to g i v e  up the a b s o l u t e  rights to r e t u r n  oil a n d  

th a t ' s  w h a t  c a u s e d  o u r  a g r e e m e n t  w i t h  t h e m  to fail; so,

I t h i n k  y o u  can say the r e t u r n  oil c a n  be [indiscern.] 

as v a l u a b l e  as w e l l  rs it is in . . . at l e a s t  in terms 

of the a r r a n g e m e n t  that ... [indis c e r n . ]  ... F a i r b a n k s  

w i t h  r e s p e c t  to the p i p e line.

O n  f inanci ng, all I can r e a l l y  do is repeat w h a t  

the c o m m i s s i o n e r  said yest erday, a n d  that is: The

c r i t e r i a  that w e  u s e d  for selling o i l  to c o m p a n i e s  w i t h  

s o l i c i t a t i o n  w a s  w h e t h e r  they were a b l e  to use that 

c r u d e  o i l  e i t h e r  n o w  or imminently; in o t h e r  words, 

w h e t h e r  they had m a d e  a c o m m i t m e n t  to b u i l d  a f a c i l i t y  

to u s e  the oil. Sin ce the time w h e n  w e  p u r s u e d  this 

c o n t r a c t  the c i r c u m s t a n c e s  have c h a n g e d  for Doyon, and 

that i m m i n e n c y  is n o t  t here at the m o m e n t  b e c a u s e  of 

the f i n a n c i n g  situation. I am c e r t a i n l y  n o t  p r i v y  to
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e x a c t l y  w h a t  D o y o n  is d o i n g  in terms of a r r a n g i n g

f i n a n c i n g .  I m a y  be optimistic. T h e y ' r e  the ones to

s p e a k  of that, b u t  I feel  c o n s t r a i n e d  to p o i n t  o u t  that

g e t t i n g  f i n a n c i n g  for a r e f i n e r y  t h e s e  d a y s  is n o t
*■

easy. I t ' s  n o t  a b u s i n e s s  people a r e  r u s h i n g  into. In 

m a n y  p a r t s  o f  the w orld,  it's a b u s i n e s s  p e o p l e  are 

r u s h i n g  o u t  o f  in a hurry, and the o n l y  w a y  that a
i

r e f i n e r y  can r e a l l y  o p e r a t e  these d a y s  u n l e s s  it's a 

h i g h l y  s o p h i s t i c a t e d  one, is if t h e r e ' s  some k i n d  of 

... [ i n d i s c e r n . ]  ... o n  w i t h  it a n d  take a d v a n t a g e  of 

it. I t h i n k  it's f a i r  to say that t h a t ' s  w h a t ' s  g o i n g  

to h a p p e n  ... [indiscern.] ... a n y b o d y  w h o ' s  f i n a n c i n g  

that p r o j e c t ,  b u t  w e  do feel that t h e y  o u g h t  to b e  

g i v e n  a c h a n c e  h e r e  in the next f e w  w e e k s  it w o u l d  take 

to l o o k  at that a n d  see if there's s o m e t h i n g  that they 

c o u l d  c o m e  up w i t h ;  b u t  w e  also c o n c u r  w i t h  the /lews 

of the r o y a l t y  board, and if that is n o t  a p p a r e n t  

w i t h i n  a r e a s o n a b l e  p e r i o d  during this l e g i s l a t i v e  

s e s s i o n  w e  ... [in dis c e r n . ] ,  but I s t i l l  w i s h  to 

d i s t i n g u i s h  o u r s e l v e s  f r o m  the r o y a l t y  b o a r d  on the 

r e s e r v a t i o n  fee i s s u e  w h i c h  is their s e c o n d  g r o u n d s  for 

d i s a p p r o v a l  ... [indisce rn.].

C H A I R M A N  H A L F O R D :  S e n a t o r  F i s c her?

S E N A T O R  F I S C H E R :  S u b j e c t  to the financing, > o u ' r e  still

s a t i s f i e d ,  then, w i t h  the contract?

MR. HAYNES: Yes, sir.
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S E N A T O R  F I S C H E R :  N o w v C o m m i s s i o n e r  K a t z  y e s t e r d a y  s a i d  that

the l e g i s l a t u r e  s h o u l d  n o t  e n a c t  a b i l l  of a p p r o v a l  o f  

the c o n t r a c t  u n t i l  s u c h  time as e v e r y t h i n g  is in place.

I w a s  w o n d e r i n g  if it may, h o w e v e r ,  b e  a p p r o p r i a t e  to 

pass a b i l l  if e v e r y t h i n g  l o o k e d  like i t ’s c o m i n g  

t o g e t h e r  t o w a r d  the end, e v e n  if i s n ' t  t o t a l l y  

togeth er, w h i c h  m a k e s  the f i n a l  d e t e r m i n a t i o n  - f i n a l  

i m p l e m e n t a t i o n  - o f  the act s u b j e c t  to a f i n d i n g  b y  the 

g o v e r n o r  or b y  the c o m m i s s i o n e r  w i t h  or w i t h o u t  r o y a l t y  

b o a r d  ... [ i n d i s c e r n . ] ,  so that the l e g i s l a t u r e  can 

say, this c o n t r a c t  is a p p r o v e d  s u b j e c t  to. Do y o u  feel 

that w o u l d  be an a p p r o p r i a t e  a c tion?

MR. HAYNES: Well, I g u e s s  that w h a t  I w o u l d  e n c o u r a g e  there

is that, s i n c e  w e ' r e  s u b m i t t i n g  t hese c o n t r a c t s  to the 

l e g i s l a t u r e  w e  p r e f e r  to h a v e  the l e g i s l a t u r e  m a k e  a 

j u d g m e n t  on that p r o j e c t .  If the f i n a n c i n g  comes 

togeth er, w e ' r e  p r e p a r e d  to s u p p o r t  it. If it does 

not, w e ' r e  p r e p a r e d  to o p p o s e  it, a n d  I t h i n k  t h ere's  

an i m p o r t a n t  r e a s o n  f o r  that. To go b a c k  to I think 

some q u e s t i o n s  that w e r e  r a i s e d  o r i g i n a l l y  b y  

R e p r e s e n t a t i v e  C o t t e n ,  one of the things w e  do n o t  w a n t  

to see I t h i n k  p a r t i c u l a r l y  at this stage is to have  

s o m e b o d y  w h o  has a s u p p l y  c o n t r a c t  w i t h  no deal put 

t o g e t h e r  - at ?t.east g o i n g  t h r o u g h  the f i n a n c i a l  m a r k e t s  

for a long p e r i o d  of time t r y i n g  to use the supply 

c o n t r a c t  to p u t  the t h i n g  together. That w a s  one of
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the p r o b l e m s  that w e  h a d  o r i g i n a l l y  w i t h  the last oil 

company, a n d  it's a p r o b l e m  I t h i n k  y o u ' l l  w a n t  to 

avoid. C i r c u m s t a n c e s  h e r e  are a l i t t l e  b i t  c o m p l i c a t e d  

b e c a u s e  the f i n a n c i n g  s i t u a t i o n  w i t h  r e s p e c t  to D o y o n  

has at least d e t e r i o r a t e d  s i n c e  the time w e  n e g o t i a t e d  

the c o n t r a c t  b u t  t h e r e ' s  a p o s s i b i l i t y  to [indiscern.] 

over a r e a s o n a b l e  p e r i o d  of time. It's an A l a s k a n  

c o r p o r a t i o n  and it's a p r o j e c t  that c o n c e p t u a l l y  w e ' r e  

in favor of; b ut again, I t h i n k  w e  p r e f e r  to see that 

h a p p e n  h e r e  in the c o u r s e  of this l e g i s l a t u r e  - to find 

out one w a y  or the other.

MR. GROSS: S e n a t o r  Fischer, I w o n d e r  if I m i g h t  say -- This

c o n t r a c t  of c o u r s e  has a b u i l t - i n  l i m i t a t i o n  on it. I 

think J e f f  is a b s o l u t e l y  r i g h t  in the b a s i c  p o l i c y  of 

not h a v i n g  p e o p l e  w a n d e r i n g  t h r o u g h  the f i n a n c i a l  

m a r k e t s  w a v i n g  r o y a l t y  c o n t r a c t s  around, b u t  at the 

same time, this c o n t r a c t  f o r b i d s  D o y o n  f r o m  r e c e i v i n g  

any oil until their r e f i n e r y  is o perat i v e ,  a n d  of 

course, w i t h  the c o n s t r u c t i o n  s e a s o n  in F a i r b a n k s  b e i n g  

w h a t  it is, there is a b u i l t - i n  d e a d l i n e  on the 

c o n t r a c t  that if this is n o t  put t o g e t h e r  b y  the end of 

this year, as a p r a c t i c a l  m a t t e r  they w i l l  be u n a b l e  to 

have a r e f i n e r y  in F a i r b a n k s  b y  D e c e m b e r  1 of '83, 

w h i c h  means  that the c o n t r a c t  terminates; so, this is 

not some o p e n - e n d e d  c o m m i t m e n t  b y  the state of r o yalty  

oil in some u n d e f i n e d  projec t. This is a d e f i n e d
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p r o j e c t  f o r  w h i c h  there has to be a r e f i n s r y  in 

F a i r b a n k s  o p e r a t i v e  b y  D e c e m b e r  1 of *33 o r  the 

c o n t r a c t  ends, a n d  that m e a n s  that it h a s  to be in 

c o n s t r u c t i o n  b y  e a r l y  n e x t  y e a r  or it's n o t  g o i n g  to 

h a p p e n .  It's i m p o s s i b l e  f o r  it to.

S E N A T O R  F I S C H E R :  Mr. Chairman, m y  t h o u g h t  w a s  it s i m p l y  me ans

that w h a t  h a p p e n s  d u r i n g  the i n t e r i m  -- n o w  take for 

i n s t a n c e  t h i r t y  days a f t e r  the l e g i s l a t u r e  adjourns, 

the f i n a n c i n g  all comes together, it w o u l d n ' t  be v e r y  

a p p r o p r i a t e  to h a v e  to w a i t  u n t i l  n e x t  F e b r u a r y ,  M a r c h  

o r  A p r i l ,  w h e n e v e r  the l e g i s l a t u r e  m i g h t  g e t  around, so 

if t here c o u l d  be some k i n d  of a l i m i t e d  a p p r o v a l  

s u b j e c t  to e x p i r i n g  in J a n u a r y  or w h a t e v e r  of '83 w h e n  

the s e s s i o n  starts again, that m i g h t  b e  s o m e t h i n g  to 

c o n s i d e r .

MR. GROSS: T h e  p o i n t  I ' m  making, S e n a t o r  F i s c h e r ,  is that

e v e n  if the l e g i s l a t u r e  d o e s n ' t  h a v e  that power, w h i c h  

I d o n ' t  w a n t  to get into anymo r e ,  h a v i n g  d o n e  it for 

six or s e v e n  years, the c o n t r a c t  i t s e l f  f ills in that 

l i m i t a t i o n ,  so if y o u  a p p r o v e  it, y o u  in e s s e n c e  have  

b u i l t  that c o n d i t i o n  in t h r o u g h  the a p p r o v a l  of the w a y 

the D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  w r o t e  the contract.

C H A I R M A N  H A L F O R D :  S e n a t o r  Gilman, do y o u  h a v e  a q u e s t i o n ?

S E N A T O R  OILMAN: M y  q u e s t i o n  has p a r t i a l l y  b e e n  answered,

R e p r e s e n t a t i v e  Halford, but as long as w e ' r e  talking 

a b o u t  -- I think I h e a r  Mr. H a y n e s  s a y i n g  that at this
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point in time it's the d e p a r t m e n t ' s  p o s i t i o n  that if 

there is no c o n t r a c t  a p p r o v e d  b y  this l e g i s l a t u r e ,

there p r o b a b l y  i s n ' t  g o i n g  to b e  a c o n t r a c t  e n t e r e d

into. Is t h a t  c o r rect?

MR. HAYNES: Um-hum.

S E N A T O R  GILMAN: Yes.

MR. HAYNES: [Indiscern.].

S E N A T O R  G I L M A N : P a rdon?

MR. HAYNES: Y o u  say if the c o n t r a c t  is not a p p r o v e d  ...

S E N A T O R  GILMAN: If the c o n t r a c t  is not a p p r o v e d  by this

legisl a t u r e ,  t h e n  —  M a y b e  I s h o u l d  r e p h r a s e  it. A n y  

c o n t r a c t  that w o u l d  be c o n s u m m a t e d  w o u l d  w a i t  for the 

next l e g i s l a t u r e ?  Is that y o u r  r e c o m m e n d a t i o n ?

MR. HAYNES: T h a t ' s  correct.

S E N A T O R  GILMAN: Okay. Then, but if w e  did a p p r o v e  it s u b j e c t

to some c o n t r a c t  b e i n g  c o n s u m m a t e d  in the interim, 

w o u l d  that a l s o  then force y o u  into d o i n g  the same 

thing w i t h  o t h e r  comp an i e s ?

MR. H A Y N E S  [Not at m i c r o p h o n e ] :  Well, I think one of the

points I w a s  a b o u t  to m a k e  is that at some p o i n t  this 

st r e t c h e s  b e y o n d  the session, it b e c o m e s  u n f a i r  to some 

of the o t h e r  p a r t i e s  we are d e a l i n g  with, b e c a u s e  if 

our s t a n d a r d  h a d  been, w e ' l l  gi ve y o u  a contract, 

y o u ' v e  got a y e a r  to put t o g e t h e r  ? dea l for a p r o j e c t  

... [indiscern.] ... in some cases ... a n d  that's the 

thing -- T h e  p r o b l e m  that w e  h a v e  h e r e  I think ...
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[indisce rn.] ... is that w e  are all i n t e r e s t e d  in 

h a v i n g  a r e v i e w  ... a n d  the d e p a r t m e n t  h a s  b e n t  ove r  

b a c k w a r d s  to try to a c c o m m o d a t e  b u s i n e s s e s  ... D o y o n  

a n d  ... b y  s e v e r a l  m o n t h s .  T h i s  w a s  r i g h t  at the end 

of our -- b e f o r e  w e  s e n t  the c o n t r a c t s  to the r o y a l t y  

b o a r d  i n  the c o u r s e  of a w e e k  w e  n e g o t i a t e d  a s e c o n d  

c o n t r a c t  w i t h  D o y o n  b a s e d  o n  a b r a n d  n e w  c o n t i n g e n c y ,  

but, as 1 said, if the s t a n d a r d  that w e  u s e d  t h r o u g h o u t  

these n e g o t i a t i o n s  w a s  y o u ' v e  got to be a b l e  to u s e  the 

o il n o w  or y o u  m u s t  h a v e  m a d e  a go d e c i s i o n  o n  a 

f a c i l i t y  [i n d i s c e r n . J , a n d  if y o u  h a v e n ' t  done that y o u  

w i l l  n o t  [ i n d i s c e r n . ] ,  a n d  w h a t ' s  h a p p e n e d  is that at 

the time w e  s i g n e d  the D o y o n  c o n t r a c t  they m a d e  that 

d e c i s i o n  a n d  they w e r e  in that position. S i n c e  that 

time they are n o  l o n g e r  in that posi tion, so it jus t 

seems to us that u n l e s s  that c o n d i t i o n  r e i n s t a t e s

i t sel f v e r y  soon, d u r i n g  this session, then w e  r e a l l y

s h o u l d n ' t  ... [ i n d i s c e r n . ] ,  b e c a u s e  they d o n ' t  h a v e  ... 

[indis c e r n . ] ,  b u t  that  d o e s n ' t  prevent, y o u  know, 

a n o t h e r  s o l i c i t a t i o n  l a t e r  this y e a r  or w h a t e v e r  ... 

n e x t  sessi on; b u t  I t h i n k  in f a i rness to the o t h e r  

p a r t i e s  that w e  d e a l t  w i t h  to w h o m  we said no, we w i l l  

n ot sell y o u  oil b e c a u s e  yoi are n ot ... use it n o w  ... 

I m e a n  it's not f a i r  to them.

S E N A T O R  G I LMAN: C o u l d  it c o m a  u n d e r  the same s o l i c i t a t i o n  if

it's m o d i f i e d ?
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MR. HAYNES:  S u b s t a n t i a l l y ,  sir, yes, t h a t ' s  co rrect.

[Indiscern.] ... m o d i f i e d  s o l i c i t a t i o n .

C H A I R M A N  H A L F O R D :  Okay, w h a t  I ' d  h o p e d  to do w a s  get a

r e s p o n s e  f r o m  D i c k  L y o n  to the s a m e  t h r e e  q uestions,  

a n d  if y o u  w a n t  to a s k  some q u e s t i o n s  b e f o r e  that, go 

a h e a d  ...

REP. ROGERS: I w a n t e d  to a s k  J e f f  a b o u t  ...

C H A I R M A N  H A L FORD: ... b e c a u s e  t h e y ' r e  all g o i n g  to stay.

REP. ROGERS: Y o u  said that y o u ' r e  a b s o l u t e l y  c o n f i d e n t  about

the contract, that y o u ' r e  c o m f o r t a b l e  w i t h  the c o n t r a c t  

w i t h  the one e x c e p t i o n  of f i n a n c i n g  now, but unless 

this f i n a n c i n g  is in e f f e c t  b e f o r e  the end of the 

l e g i s l a t i v e  session, y o u ' r e  n o t  c o m f o r t a b l e  w i t h  it.

I ' m  curious. Y o u  d o n ' t  t h i n k  that the r e q u i r e m e n t  of a 

r e f i n e r y  by D e c e m b e r  1, !83 is e n o u g h  of a p r o t e c t i o n  

for the state?

MR. HAYNES: Well, I t hink th ere are two [ i n di scern.]. One is

the c o n t r a c t  i t s e l f  -- I m e a n  the c o n t r a c t  l a n g u a g e  ... 

[indiscern.] ... c o n t r a c t  l a n g u a g e  is fine in terms of 

the [indiscern.]. T h e  o t h e r  q u e s t i o n  is the p r e mises  

on w h i c h  it is n e g o t i a t e d ,  a n d  w h a t  I ' m  s a y i n g  is that 

the p r e m i s e s  on w h i c h  it was n e g o t i a t e d ,  one m a j o r  one 

is n o t  c u r r e n t l y  in e f f e c t  ... s u s p e n s i o n ,  and that's 

f i n a n c i n g  ... b a s i c a l l y  this is an i m m i n e n t  project, 

an d  that is n o t  the case now.
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REP. R O G E R S :  A n d  one of the p u r p o s e s  of the s o l i c i t a t i o n  and

o n e  of the p u r p o s e s  of this r o u n d  of r o y a l t y  oil sales 

w a s  to a d d  a s e c o n d  r e f i n e r y  in F a i r b a n k s ?

MR. H A Y N E S :  Well,  our p u r p o s e  w a s  to ...

REP. R O G E R S :  T o  i n c r e a s e  ...

MR. H A Y N E S :  ... the p r e m i s e  that,, y o u  know, the p r e f e r e n c e  of

the r o y a l t y  s t a t u t e  foi in-,r»tate p r o c e s s i n g  w a s  to 

[indi s c e r n . ]  p r o p o s a l s  for ...

REP. R O G E R S :  Well, no. T h e  c o m m i s s i o n e r  s a i d  y e s t e r d a y  that

o n e  of t h e m  w a s  i n c r e a s e d  c o m p e t i t i o n  in the d o m e s t i c  

m a r k e t , a n d  ...

MR. HAYN ES: Correct .

REP. R O GERS: ... that w a s  one of the p u r p o s e s ,  a n d  that you r

d e p a r t m e n t  has g e n e r a l l y  taken the p o s i t i o n  that a 

s e c o n d  r e f i n e r y  in the r a i l b e l t  w o u l d  ten d to serve 

that c o m p e t i t i v e  situation. The o n l y  w a y  r i g h t  n o w  

t h a t  w e  h a v e  -- T h e  o n l y  w a y  w e  h a v e  p r i o r  to the n e x t  

l e g i s l a t i v e  session, and the o n l y  o p p o r t u n i t y  for that 

c o m p e t i t i v e  s i t u a t i o n  - for i n c r e a s i n g  that c o m p e t i t i v e  

s i t u a t i o n  - is this r o y a l t y  sale b e c a u s e  there w i l l  be 

no o t h e r  sales p r e s e n t e d  tc the l e g i s l a t u r e .  Is that 

ri g h t ?

MR. HAYNES: Urn-hum.

REP. R O GERS: A n d  in y o u r  mind, n o t  the r o y a l t y  b o a rd' s, the

o n l y  i m p e d i m e n t  is the financing. I g u e s s  the q u e s t i o n  

I w o u l d  have, and f o l l o w i n g  on S e n a t o r  F i s c h e r ' s
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q u e s t i o n ,  is: If the l e g i s l a t u r e  w e r e  to a p p r o v e  the

c o n t r a c t  w i t h  a d e l a y e d  e f f e c t i v e  date, w i t h  an 

e f f e c t i v e  d a t e  t a k i n g  e f f e c t  the d a y  a f t e r  the g o v e r n o r  

or the C o m m i s s i o n e r  of: N a t u r a l  R e s o u r c e s  find s that the 

f i n a n c i n g  is in p l a c e  (it w o u l d  r e q u i r e  a l a r g e r  v o t e  

of the l e g i s l a t u r e ,  o b v i o u s l y ,  to a p p r o v e  a s e p a r a t e  

e f f e c t i v e  date c l a u s e ) , w o u l d  that  a l l e v i a t e  your 

co n ce rn, or do y o u  s t i l l  f e e l  that the i s s u e  of h a v i n g  

f i n a n c i n g  in p l a c e  in the n e x t  two w e e k s  is m o r e  

i m p o r t a n t  than the c o m p e t i t i v e  a d v a n t a g e  of h a v i n g  a 

s e c o n d  r e f i n e r y ?

HAYNES: Well, again, I w a n t  to t h i n k  a b o u t  that a little

bit, b u t  the p r e m i s e  of the n e g o t i a t i o n  i t s e l f  was 

immine n c y ,  a n d  n o t  -- A g a i n ,  I d o n ' t  k n o w  w h a t  D o yon 's 

f i n a n c i n g  s i t u a t i o n  is, b u t  I w a n t  to p o i n t  out that, 

for the same  r e a son, that the r e t u r n  oil is not 

n e c e s s a r i l y  e a s y  to get r i d  of, that a c r u d e  oil s u p p l y  

c o n t r a c t  is n o t  g o i n g  to m a k e  a r e f i n e r y  v i a b l e  if that 

o p e r a t i o n  is n o t  v i a ble.  I m e a n  they h a v e  to have a 

s u p p l y  c o n t r a c t ,  b u t  that o p e r a t i o n  has to be p r o f i t­

able, a n d  I t h i n k  that t h e r e  is a m i s c o n c e p t i o n  that 

h a v i n g  a s e c u r e  s o u r c e  of s u p p l y  n e c e s s a r i l y  makes 

s o m e t h i n g  e c o n o m i c ,  a n d  it m a y  n o t  -- It isn't going to 

do that, a n d  so I w o u l d  n o t  o v e r e m p h a s i z e  the v a l u e  of 

that s u p p l y  c o n t r a c t  as being, y o u  know, an a d v a ntage  

in f i n a n c i n g ,  so ...
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REP. R O GERS: But w h a t  w e ' v e  h e a r d  f r o m  D o y o n  t o d a y  is that up 

u n t i l  s o m e t i m e  late this y e a r  or e a r l y  n e x t  year  

f i n a n c i n g  is in place, they can h a v e  a r e f i n e r y  by 

D e c e m b e r  1 of '83, a n d  m a y b e  I u n d e r s t a n d  the c o n t r a c t  

w r o n g ,  that - I ' m  n e t  sure - can t h e y  t a k e  oil -if they 

h a v e  the r e f i n e r y  b u i l t  e a r l i e r  tha n that?

MR. HAYNES: Yes.

REP. R O G E R S :  Okay, so it's p o s s i b l e  that f i n a n c i n g  m i g h t  be

o b t a i n e d  a m o n t h  a f t e r  the l e g i s l a t u r e  g e t s  out of 

s e s s i o n  and they c o u l d  h a v e  r e f i n e r y  in p l a c e  by J u l y  

o f  '83, or O c t o b e r  of '83, or s o m e t i m e  p r i o r  to 

D e c e m b e r  1. If there's no c o n t r a c t  w i t h  D o y o n  this 

session , or any o t h e r  buyer, then t h e r e ' s  no chance 

that t he re w o u l d  be a s e c o n d  r e f i n e r y  b u i l t ?

MR. HAYNES: No, I don't think that's true, b e c a u s e  w e  only

sell o n e - e i g h r h  of the oil. W e  a r e n ' t  s e l l i n g  seven- 

e i g h t h s  of the oil. W e ' r e  n o t  the o n l y  s u p p l i e r  of 

c r u d e  oil.

REP. ROGERS: Okay, b u t  using, say, r o y a l t y  oil, there w o u l d

be none. It j u s t  seems to me that g i v e n  the -- I m e a n  

if the o n l y  p r o b l e m  is the f i n a n c i n g ,  a n d  if the 

l e g i s l a t u r e  gives y o u  an o k a y  s u b j e c t  to financing, I 

d c n ' t  see w h a t  p r o b l e m  the d e p a r t m e n t  w o u l d  have.

MR. H A Y N E S  [Not at m i c r o p h o n e ] :  Well, a g a i n  w e  h a v e  to look

at the o t h e r  ... [indiscern.] ... a n d  I'll get specific  

... look at the o t h e r  c o n t r a c t s  w e  h a v e  b e f o r e  us, and
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Chat's  ... [ i n d i s c e r n . ] .  T h e y  w a n t e d  a n o t h e r  23,700 

b a r r e l s  ... e x p a n s i o n ,  b u t  they h a d  n o t  d e c i d e d  for 

sure t h a t  t h e y  w e r e  g o i n g  to go a h e a d  ... [indiscern.] 

... f o r  t h e m  to do it. If they h a d  t h a t  a d d i t i o n a l  

v o l u m e ,  t h e n  go into the m a r k e t ,  m a y b e  t h e i r  f i n a n c i n g  

m i g  f. b e  e a s ier, w h a t e v e r .  C h e v r o n  w a n t e d  an 

a d d i t i o n a l  7 , 0 0 0  b a r r e l s  o v e r  w h a t  w e  s o l d  them, for 

p o s s i b l e  e x p a n s i o n .  M a p c o  w a n t e d  a d d i t i o n a l  b a r r e l s  

... f i n d i s c e r n . ]  ... a b o v e  w h a t  they c o u l d  u s e  n o w  

c o n t i n g e n t  o n  some p o s s i b l e  expans i o n .  W e  told all of 

t h e m  no. In o t h e r  w o rds, the r e a s o n  w e  t old them no 

w a s  at the time all f o u r  of those p a r t i e s  - Doyon, 

M a p c o ,  C h e v r o n ,  a n d  T e s o r o  - plus at that time 

Se a l a s k a ,  t h o s e  w e r e  all in f avor of r e f i n i n g  projects, 

and the t o t a l  v o l u m e  of b a r r e l s  that they w a n t e d  for 

b o t h  [ i n d i s c e r n . ]  u s e  an i e x p a n s i o n  a d d e d  up to I think

2 4 5 , 0 0 0  b a r r e l s  a day, w h i c h  is a l i t t l e  m o r e  than we 

have, a n d  so w e  h a d  to -- a n d  there w a s  a l s o  just a 

p o l i c y  q u e s t i o n  of w h e t h e r  we o u g h t  to sort of sell to 

s o m e b o d y  on a c c o u n t  as o p p o s e d  to h a v i n g  s o m e t h i n g  that 

is in f a c t  in place; and I r e a l l y  t h i n k  tha t if it 

e x t e n d s  b e y o n d  this s e s s i o n  that w e  are r e a l l y  b ei ng 

u n f a i r ,  e s p e c i a l l y  to T e s o r o  w h i c h  has a c o n t r a c t  

b e f o r e  y o u  t o d a y  - a very, v e r y  g o o d  c o n t ract; it's a 

very, v e r y  g o o d  p r o j e c t  w i t h  v e r y  h i g h  b e n e f i t  to the 

state - that w e ' r e  b e i n g  i n c o n s i s t e n t  in h o w  w e ' r e
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d e a l i n g  w i t h  them. Ag ain, w e ' v e  t r i e d  to a c c o m m o d a t e  

e v e r y t h i n g  w e  c a n  w i t h  Doyon. I d o n ' t  t h i n k  not 

a p p r o v i n g  the c o n t r a c t  this s e s s i o n  b y  a n y  m e a n s  

d e s t r o y s  the project. T h e  d e p a r t m e n t  h a s  n o t  r e j e c t e d  

t h e i r  p r o j e c t .  It's s i g n e d  the c o n t r a c t  w i t h  them, and 

if c i r c u m s t a n c e s  change, [indisc ern.], y o u  know, they 

a re t r e a t e d  f a v o r a b l y  in the future. T h e  fact is the 

p r o j e c t  j u s t  is n o t  c o m i n g  t o g e t h e r  r i g h t  now.

REP. ROGER S: T h a n k  you, Mr. Ch airman.

MR. GROSS: M a y  I j u s t  p o i n t  out in r e s p onse, R e p r e s e n t a t i v e

Rogers,  that this is n o t  an issue o f  w h e t h e r  D o y o n  

w i s h e s  to proceed. T h e r e ' s  no q u e s t i o n  that D o y o n  has 

a c o m m i t m e n t  to p r o c e e d  on this r e f i n e r y  a n d  w i l l  do so 

if they can put the f i n a n c i n g  in place, a n d  the return 

oil i s s u e  can be t a k e n  care of. It's n o t  a j u d gmen t 

[indiscern.] m o r e  as far as D o y o n  is c o n c e r n e d .  They 

h a v e  their o w n  m o n e y  into this p r o j e c t  n o w  as well, and 

p l a n  to consider. Y o u  know, I ' m  a l i t t l e  h e s i t a n t  -- I 

feel a little b;.d h e r e  b e c a u s e  I t h i n k  D o y o n  m ay be 

p a y i n g  the p r i c e  of candor. W e  have, I t h i n k  as Jeff 

w i l l  testify, have kept the d e p a r t m e n t  c o m p l e t e l y  aware 

of the e n t i r e  status of the p r o j e c t  e v e r  since the 

first c o n t r a c t  was n e g o t i a t e d ,  and the a l t e r n a t i v e  was 

to sign the c o n t r a c t  and n e v e r  come back, a n d  then come 

in ... [indiscern.; s o m e o n e  coughing] ... h a v e  e v e r y­

bod y  o p e r a t e  u n d e r  the a s s u m p t i o n  that the r e f i n e r y  was
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g o i n g  to -- that the c o n s t r u c t i o n  w a s  g o i n g  to start 

two w e e k s  ago now, h a v e  the c o n t r a c t  a p p r o v e d  a n d  w a l k  

away; a n d  I t h i n k  in an e f f o r t  to be a b s o l u t e l y  c andid 

w i t h  the state a n d  open, w e  h a v e  t o l d  the D e p a r t m e n t  of 

N a t u r a l  R e s o u r c e s  e v e r y  i n c h  of the w a y  as to the 

s t a t u s  of the pro je c t .  It's n o t  that w e ' r e  b a c k i n g  

off, b u t  the p r o b l e m s  that h a v e  c o m e  up in d e v e l o p i n g  

the p r o j e c t ,  a n d  I'd h a t e  to b e  p e n a l i z e d  for that.

T h a n k  you, Mr. C h a i rman.

C H A I R M A N  H A L F O R D :  Okay, if w e  car -- W e ' r e  g o i n g  to run out

of time to go into T e s o r o .  If w e  can, I ' d  like to h a v e  

D i c k  L y o n  r e s p o n d  to the two b a s i c  q u e s t i o n s :  one the

f i n a n c i n g ,  and the o t h e r  the p r e - c o m m i t m e n t ,  b e f o r e  we 

ge t  a n y m o r e  q u e s t i o n s ,  u n l e s s  y o u  j u s t  h a v e  to c a t c h  a 

q u e s t i o n  on that [indis c e r n . ] .  R e p r e s e n t a t i v e  Cotten.

REP. COTTEN: T h e r e  is a p o i n t  t h e r e  that I'd like to j u s t  go

o v e r  a n d  try to u n d e r s t a n d .  T h e r e  w e r e  two c o n t r a c t s 

that the state a p p r o v e d  ... [ i n d i s c e r n . ] .  P a r d o n  me?

MR. HAYNES: Yes, sir.

REP. COTTEN: W i t h  Doyo n?

MR. H A YNES: T h a t ' s  right.

REP. COTTEN: A n d  y o u  put t h e m  b o t h  in f r o n t  of the r o yal ty

b o a r d  at the same time?

MR. H A Y NES: T h a t ' s  correct.

REP. COTTEN: But a c c o r d i n g  to Av, they h a d  t h e i r  f i n a n c i n g

p l a c e  w i t h  one, a n d  then the [ i n d i s c e r n . ;  coughing]
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p u l l e d  o f f  a n d  w e n t  w i t h  the o t h e r  one, so this one 

d i d n ' t  h a v e  the f i n a n c i a l  b a c k i n g .  A f t e r  t h e y  s w i t c h e d  

f r o m  b u i l d i n g  a r e f i n e r y  to b u y i n g  a r e f i n e r y ,  the 

f i n a n c i n g  w a s  n o t  in p l a c e  for the o r i g i n a l  con tract.

It n e v e r  h a s  b e e n  since.

MR. HAYNES: [Indi s c e r n . ]

REP. COTTEN: So this ...

MR. HAYNES: I ' m  n o t  q u i t e  sure I u n d e r s t a n d .  T h e  D o y o n  II

c o n t r a c t  w a s  the M a p c o  a c q u i s i t i o n .

REP. COTTEN: Right.

MR. HAYNES: T h a t  fell t h r o u g h  oo tha_ c o n t r a c t  h a s  b e e n

w i t h d r a w n .

REP. COTTEN: I know, b u t  a f t e r  -- A c c o r d i n g  to Av, o r i g i n a l l y

the f i n a n c i n g  w a s  in p l a c e  for the D o y o n  I, a n d  then 

they g o t  the c o m m i t m e n t  for D o y o n  II, b u t  as a 

c o n d i t i o n ,  they d i d n ' t  h a v e  it for D o y o n  I anymore.

MR. H A S H E S : Um-hu m.

REP. COTTEN: So that c o n t r a c t ' s  b e e n  f a u l t y  for q u i t e  some

t i m e .

MR. HAYNES: T h a t  c o n t r a c t  has n o t  b e e n  around. It was

w i t h d r a w n  last ... [indiscern.] ... I b e g  yov.r pardon?

S E N A T O R  F A H R E N K A M P  [?]: II.

MR. HAYNES: It w a s  D o y o n  II.

REP. COTTEN: D o y o n  I.

MR. GROSS: Y o u ' r e  cor rect, R e p r e s e n t a t i v e  C o tten. W h e n  the

f i n a n c i n g  s w i t c h e d  to the D o y o n  II c o n t r a c t ,  then the
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[indisc ern.] D o y o n  I a n d  D o y o n  II w e r e  s u b m i t t e d  to the 

b o a r d  as b a s i c a l l y  o p t i o n s .  Then, as s o o n  as D o y o n  

b e c a m e  c l e a r  on the f a c t  t h a t  t h e y  w e r e  n o t  g o i n g  to 

a c q u i r e  the M a p c o  r e f i n e r y ,  they w r o t e  a l e t t e r  to the 

c o m m i s s i o n e r  w i t h d r a w i n g  D o y o n  II a n d  r e f o c u s e d  on 

D o y o n  I to p u t  the f i n a n c i n g  b a c k  in p l a c e  o n  D o y o n  I. 

T h a t ' s  w h e r e  w e  a r e  now, b u t  w h e n  it w a s  s u b m i t t e d  the 

f i n a n c i n g  w a s  n o t  c o m p l e t e l y  in place, t h a t ' s  correct.

C H A I R M A N  H A L F O R D :  R e p r e s e n t a t i v e  Rogers.

REP. ROGERS: I w o u l d  li ke to f o l l o w  up w i t h  t he d e p u t y

c o m m i s s i o n e r ,  b e c a u s e  it .seems to me that if D o y o n  is 

able to p u t  it t o g e t h e r ,  y o u r  p o s i t i o n  w o u l d  be to 

r e s u b m i t  it n e x t  year, b u t  t here is g o i n g  to be a 

c h a n g e  of a d m i n i s t r a t i o n  b e t w e e n  n o w  a n d  the n e x t  

l e g i s l a t i v e  session. T h a t  a d m i n i s t r a t i o n  c o u l d  pull 

out of the c o n t r a c t  at that time, right ? E v e n  t h o u g h  

-- I mean, if D o y o n  w e r e  to put it t o g e t h e r  I s u p p o s e  

the c o n t r a c t  w o u l d  s t i l l  b e  t e n t a t i v e l y  b e f o r e  us u n t i l  

the n e w  a d m i n i s t r a t i o n  p u l l e d  it out. A t  that p o i n t  it 

seems like D o y o n  is the v i c t i m  of a iort l e g i s l a t i v e  

s e s s i o n  p e r haps.

MR. HAYNES: [Indiscern.; s i m u l t a n e o u s  c o n v e r s a t i o n . ]

REP. ROGERS: I g u e s s  I d o n ' t  u n d e r s t a n d  w h y  if the f i n a n c i n g

is the o n l y  i s s u e  ...

MR. HAYNES: T h e  o n l y  thing I c a n  say is the f i n a n c i n g  is a

real b i g  issue. I m e a n  that m a y  be the o n l y  issue, b u t
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t h a t ' s  a p r e t t y  b i g  issue, a n d  if y o u ' r e  h a v i n g  t r o u b l e  

g e t t i n g  f i n a n c i n g  for y o u r  p r o j e c t ,  y o u  h a v e  to ask 

w h a t  t hat means. W h y  is that? Y o u  know, I ' m  n o t  g o i n g  

to p r e s u m e  to give a f i n a n c i a l  a n a l y s i s  of the D o y o n  

r e f i n e r y ,  b e c a u s e  I r e a l l y  a m  n o t  c a p a b l e  of it, but 

n e v e r t h e l e s s ,  if it's j u s t  a m a t t e r  o f  g o i n g  out a n d 

g e t t i n g  financing,  it's -- [ i n d i s c e r n . ]  n o b o d y  w a n t s  to 

f i n a n c e  the p r o j e c t  r i g h t  now. T h e y  h a v e n ' t  b e e n  ab le 

to p u t  that together, a n d  I t h i n k  t h a t ' s  a p r e t t y  

s e r i o u s  c o n s i d e r a t i o n  as f a r  as w h e t h e r  or n o t  that 

p r o j e c t  is g o i n g  to go o r  not.

MR. GROSS: Y o u  m e a n t  the n e x t  r e g u l a r  l e g i s l a t i v e  session.

REP. ROGERS:  T h a t ' s  right. I s u p p o s e  w e  do h a v e  o p p o r­

tu n i t i e s  w i t h  a s p e c i a l  session.

S E N A T O R  F A H R E N K A M P :  Not me. I ' m  e x c used.  [Laughter.]

MR. H A YN ES: Well, at some p o i n t  y o u  c o u l d  m a k e  the same

a r g u m e n t  for Suneel, for C h e v r o n ,  for P r o v i d e n t ,  and 

y o u  c o u l d  go on w i t h  the p r o c e s s  forever, b u t  it's b e e n  

h a r d  e n o u g h  to get t h e s e  c o n t r a c t s  this far. We 

e x p e c t e d  to see t h e m  a lot s o o n e r  in this s e s s i o n  than 

w e  are s e e i n g  them.

REP. ROGERS:  If .‘he d e p a r t m e n t  h a d  n e g o t i a t e d  those c o n t r a c t s

I'd be m a k i n g  the same a r g u ment .

C H A I R M A N  HALFORD: Dick, c o u l d  y o u  b a s i c a l l y  r e s p o n d  to the

f i n a n c i n g  q u e s t i o n  and a l s o  the p r e - c o m m i t m e n t  q u e s t i o n  

f r o m  the r o y a l t y  b o a r d ' s  p e r s p e c t i v e ?
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MR. LYON: Okay. F r o m  the r o y a l t y  b o a r d ' s  p e r s p e c t i v e  the.

q u e s t i o n  o f  the f i n a n c i n g  s i m p l y  has to do with, as Mr. 

H a y n e s  said, the i m m i n e n c y  of the project. Is this 

s o m e t h i n g  t h a t ' s  r e a l l y  g o i n g  to go forward, or is the 

s t a t e  c o m m i t t i n g  its crude oil to a u s e  w h i c h  w i l l 

n e v e r  b e  c o n s u m m a t e d ?  I t h i n k  t hat's the b a s i s  of the 

c o n c ern. T h e r e  has b e e n  some c r i t i c i s m  in the past ... 

[ i n discern .; coughing ] ... A v  G r o s s  ... A l p e t c o  

c o n t r a c t  ... u s e f u l  way. I ' m  n o t  c o n v i n c e d  that the 

i m p l i c a t i o n  is correct. T h e  A l p e t c o  c o n t r a c t  was a 

r e s u l t  of the t h i r d  o f f e r i n g  of crud e oil b y  the State 

o f  A l a s k a  - the t h i r d  g e n e r a l  off ering. T h e  f irst  two 

g e n e r a l  o f f e r i n g s  h a d  b r o u g h t  f o r t h  no r e s p o n d e n t s  who 

w e r e  w i l l i n g  to say that they w e r e  w i l l i n g  co c o n s t r u c t 

an i n - s t a t e  u s e  of c r u d e  oil. F i n ally, in the third 

o f f e r i n g  w h i c h  r e s u l t e d  in the A l p e t c o  contr a c t ,  there 

w e r e  e i g h t  i n i t i a l  offerors, a n d  t h r o u g h  the p r o c e s s  of 

n e g o t i a t i o n  the d e p a r t m e n t  ca me d o w n  to the A l p e t c o  

c o n t r a c t ,  so the fact that it f a i l e d  I c h i n k  doesn't 

m e a n  that it s h o u l d n ' t  h a v e  started, and w h i l e  p eopl e 

a r e  of two d i f f e r e n t  opinions, it's c e r t a i n l y  p o s s i b l e  

that c i r c u m s t a n c e s  c h a n g e d  d u r i n g  the life of -- the 

b r i e f  life of the project. It d i d n ' t  do w h a t  it 

i n t e n d e d  to do, but n o n e t h e l e s s ,  that was -- W e  have

to l o o k  at the w o r l d  and say: W h o  w a n t s  to use the
%

c r u d e  oil? T h e  fact that there  are a lot of offerors,
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d o e s n ' t  m e a n  t h a t  t h e r e  a r e  g o i n g  to b e  a lot of users. 

I m e a n  A l p e t c o  ... [ i nd iscern.] ... as in this case. 

B o t h  T e s o r o  a n d  D o y o n  h a v e  r e a c h e d  the e n d  - the f i n i s h  

line; so the c o n c e r n  the b o a r d  has is that w e  don't  

w a n t  to c o m m i t  the c r u d e  u n d e r  any c i r c u m s t a n c e s  e x c e p t  

to a p r o j e c t  w h i c h  is in fac t m o v i n g  forward.

As to the c o m p e t i t i v e  question, A v  gave us a 

l i ttl e b i t  of a r e d  h e r r i n g  I think to say that it's 

j u s t  M a p c o  a n d  D oyon,  b e c a u s e  y o u  h a v e  b e f o r e  y o u  two 

c o n t r a c t s  w h i c h  i n v o l v e  - e a c h  of w h i c h  i n v o l v e s  - 

a b o u t  a m i l l i o n  d o l l a r s  a day w o r t h  of c r u d e  oil, a n d  

the D o y o n  c o n t r a c t  is l a r g e r  than  the T e s o r o  contract. 

T h e  w a y  it's c u r r e n t l y  p r e s e n t e d  to y o u  it's for a b o u t

50,000 b a r r e l s  a day. So the crude l i f t e d  u n d e r  those 

two c o n t r a c t s  w i l l  be s o l d  at d i s s i m i l a r  p r i c e s  u n d e r  

e s s e n t i a l l y  s i m i l a r  terms a n d  conditions. If y o u  w e r e  

a p r i v a t e  o f f e r o r ,  f e d e r a l  l a w  w o u l d  prevent: y o u  f r o m  

d o i n g  that b e c a u s e  y o u ' r e  s e l l i n g  it to c o m p e t i t o r s  at 

d i f f e r e n t  prices; a n d  that t r o ubles me as a b u s i n e s s  

person. I t h i n k  that y o u  r e a l l y  s h o u l d n ' t  be d o i n g  

that, b e c a u s e  b o t h  T e s o r o  a n d  the D oyon r e f i n e r y  w i l l  

be s e r v i n g  the same m a r k e t ,  at least in some regard. 

T h a t ' s  w h y  I d o n ' t  t h i n k  that the fee s h o u l d  be w a ived,  

a l t h o u g h  I t h i n k  it's the b a s i s  of the b o a r d ' s  

c onclusion.
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C H A I R M A N  H A L FOR D: W a s n ' t  t h e r e  a tax i n c e n t i v e  g r a n t e d  to

T e s o r o  for the first t en y e a r s  o f  t h e i r  o p e r a t i o n ?

MR. LYON: N o t  to m y  r e c o l l e c t i o n ,  a n d  in fact, the M a p c o  -

the N o r t h  Pole r e f i n e r y  - w a s  s t a r t e d  o n  p r i v a t e  crude. 

T h e  s tate came in a f t e r  the f a c i l i t y  w a s  a l r e a d y  

f u nct ioning.

S E N A T O R  G I L M A N  [?]: Mr. Chair m a n ,  to c l a r i f y  that poinc, the

Chevron , or the T e s oro, r e f i n e r y  d i d  n o t  h a v e  a tax 

incentiv e. Of the three or four f a c i l i t i e s  that w e r e  

on the Kenai, that was the one that d i d  not h a v e  a tax 

incent ive. It s t a r t e d  a f t e r  that ...

S E N A T O R  S T U R G U L E W S K I :  H a d  expired.

S E N A T O R  G I L M A N  [?]: ... h ad b e e n  r e p e a l e d .  Is that correc t?

MR. HAYNES: T h a t ' s  right.

C H A I R M A N  HALFOR D: Okay, g o i n g  b a c k  to the f i n a n c i n g  package,

if, for example, it w e r e  the r e c o m m e n d a t i o n  of these 

two c o m m i t t e e s  that w e  i n t r o d u c e  two b i l l s  and h a d  them 

availa b l e ,  it m i g h t  b e  two w e e k s  b e f o r e  those bills 

w e r e  b e f o r e  a c o m m i t t e e  h e a r i n g .  Is there a format 

t h r o u g h  w h i c h  the r o y a l t y  b o a r d  c o u l d  look at a 

f i n a n c i n g  p a c k a g e  a n d  m a k e  some r e c o m m e n d a t i o n  b a s e d  on 

that f i n a n c i n g  p a c k a g e  on that k i n d  of n o t i c e ?

MR. LYON: I think the onl y c o n s t r a i n t s  w e  h a v e  are the --

T h e  t h i r t y - d a y  l i m i t a t i o n  comes a b o u t  b e c a u s e  the 

C o m m i s s i o n e r  of N a t u r a l  R e s o u r c e s  d e s i r e d  to c o o p e r a t e  

w i t h  the r o y a l t y  b o a r d  a n d  c e r t a i n l y  t h e r e ' s  n o t h i n g  to
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p r e v e n t  the r o y a l t y  b o a r d  f r o m  q u i c k l y  a s s e m b l i n g

i t s e l f  a n d  p a s s i n g  j u d g m e n t  on w h a t e v e r  the l e g i s l a t u r e  

w o u l d  like it to do. W e  a r e  y o u r  -- W e ' r e  functioning,  

h o p e f u l l y ,  to gi ve the l e g i s l a t u r e  a d vice, w h i c h  y o u ' r e  

fr e e  to take or n o t  take, b u t  w e ' l l  r e s p o n d  to w h a t  y o u  

w a n t .

C H A I R M A N  H A L F O R D :  I', w o u l d  s e e m  that in o r d e r  to give as m u c h
%

time as p o s s i b l e  a n d  y e t  s t i l l  a d d r e s s  it f r o m  this
e

l e g i s l a t i v e  session, that w e  s h o u l d  p r o b a b l y  go f o r w a r d  

w i t h  b o t h  propos a l s ,  a n d  t h e n  g e t  an a s s e s s m e n t  f rom 

b o t h  D N R  and from the r o y a l t y  b o a r d  on any p o t e n t i a l  

c h a n g e s  in the f i n a n c i n g  p a c k a g e  as far as the D o y o n  

c o n t r a c t  is concern ed.

MR. LYON: We ll, w e ' d  be h a p p y  to do that. W e ' r e  lay p e o p l e

b a s i c a l l y ,  j u s t  three p u b l i c  m e m b e r s  a n d  two 

c o m m i s s i o n e r s ,  a n d  I d o n ' t  t h i n k  w e  p r e s u m e  to be 

p e t r o l e u m  econom i s t s ,  but w e ' d  be h a p p y  to ... 

[indiscern.; coughing],

<• C H A I R M A N  H A L F O R D :  R e p r e s e n t a t i v e ,  y o u  h a v e  a q u e s tion ?

REP. C O TTEN: I think in a s s e s s i n g  this s i t u a t i o n  I think that

h a v i n g  the r o y a l t y  b o a r d  h a v i n g  m a d e  its d e c i s i o n  - the 

f i n a n c i n g  is a m a t e r i a l  a s p e c t  of this - that I think, 

an d  D i c k  w o u l d  p r o b a b l y  a g r e e  w i t h  me, that, k n o w i n g  

that, y o u ' r e  p r o b a b l y  as g o o d  a j u d g e  as to w h e t h e r  the 

f i n a n c i n g  p a c k a g e  is r e a l i s t i c  as the r o y a l t y  b o a r d  is, 

a n d  j u s t  to save time g o t b a c k  ro thfc b o a r d  and one
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t h i n g  or another, I t h i n k  a p r e s e n t a t i o n  c o u l d  c e r t a i n­

ly b e  m a d e  to you, a n d  I t h i n k  w h a t  y o u ' r e  p r o b a b l y  

g o i n g  to see is, y o u ' r e  g o i n g  to see p e o p l e  c o m i n g  in 

g i v i n g  y o u  the s t atus o f  the f i n a n c i n g  sit uat i o n ,  a n d  

y o u ' r e  g o i n g  to h a v e  to m a k e  y o u r  o w n  a s s e s s m e n t  as to 

w h e t h e r  or n o t  t h a t ' s  c o m i n g  t o g e t h e r  finally, or 

w h e t h e r  it's j u s t  a p i p e  dream, and I d o n ' t  know, m a y b e  

D i c k  d i s a g r e e s ,  b u t  I t h i n k  that -- I d o n ' t  t h i n k  t h e r e  

is a n y  p a r t i c u l a r  e x p e r t i s e  in j u s t  j u d g i n g  the 

f i n a n c i n g  p a c k a g e  [ i ndi scern.! the r o y a l t y  b o a r d  as 

t h e r e  is in this c o m m i t t e e .

MR. LYON: Mr. C h a i rman,  I t h i n k  that the c u r r e n t  f u n c t i o n  of

the b o a r d  is to p r o v i d e  as m u c h  p u b l i c  x p o s u r e  as w e  

ca n  to the p r o cess, a n d  to the e x t e n t  . the 

l e g i s l a t u r e  finds it u s ef ul. I think the r o y a l t y  b o a r d  

w o u l d  be h a p p y  to c o o p e r a t e .  If y o u  w i s h  to a c c e l e r a t e  

things, I d o n ' t  t h i n k  the b o a r d  w o u l d  h a v e  any p r o blem.  

W e ' v e  s t a t e d  w h e r e  w e  s t a n d  on the co ntra c t s .

C H A I R M A N  H A L FORD:  Do y o u  h a v e  a n y t h i n g  to add to that, Jeff?

MR. HAYNES: No, the o n l y  t h i n g  I w o u l d  add is that the

c o m m i s s i o n e r  did say y e s t e r d a y  that w i t h i n  a r e a s o n a b l e  

p e r i o d  of time d u r i n g  the l e g i s l a t i v e  s e s s i o n  that 

D o y o n  s h o u l d  h a v e  the o p p o r t u n i t y  to put t o g e t h e r  the 

finan c i n g ,  and w e ' r e  s a t i s f i e d  that that m a k e s  it an 

i m m i n e n t  p r o j e c t  a g a i n  a n d  w e  w o u l d  be p r e p a r e d  to say 

go a h e a d  w i t h  it. But on the o t h e r  hand, one of the

-116-

AGO ^86031



things  we d e l i b e r a t e l y  d i d  n o t  w a n t  to v i s i t  u p o n  the 

l e g i s l a t u r e  as a r e s u l t  of t h e s e  s o l i c i t a t i o n s  w a s  some 

r a t h e r  c o m p l e x  s h o w  of, y o u  know, [indiscern.] and  

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

sta n c e s  it w o u l d  b e  v e r y  d i f f i c u l t  to h a n d l e  u n d e r  v e r y  

s h o r t  notic e, n o t  o n l y  f o r  you, b u t  for us. Now, ... 

[indiscern.] ... c o n t r a c t  to go through, the f i n a n c i n g  

has to be in place, a n d  t h a t  a s h o w i n g  to that e f f e c t  

s h o u l d  be a c l e a r  c o n c e r n  a n d  the c a v e a t  I w o u l d  p u t  on 

that is that w e  t h i n k  r a t h e r  t h a n  h a v i n g  or s u b j e c t i n g  

. 1 'littee to w h a t  a m o u n t s  to an a n a l y s i s  p r o c e s s  of 

chi. f i n a n c i a l  c i r c u m s t a n c e s  ... [indiscern.].

C H A I R M A N  H A L FO RD: If w e  c o u l d  go on, I t h i n k  w e ' v e  i s o l a t e d

the two q u e s t i o n s  w i t h  r e g a r d  to Doyon. If w e  cou ld go 

on, a n d  j u s t  q u i c k l y  s w i t c h  f r o m  D o y o n  to Tesoro, a n d  

try a n d  m o v e  as q u i c k l y  as w e  c a n  on that one so w e  can 

b r e a k  b y  a bout  q u a r t e r  of. I t h i n k  w e ' d  like to have  

b o t h  the r o y a l t y  b o a r d  a n d  D N R  sta y a n d  just  switch.

D i c k  a n d  Jeff, if y o u ' d  b o t h  come  b a c k  to the table 

w e ' r e  ready. If y o u  w a n t  to go ahead, start on the 

T e s o r o  contract.

MR. JUREN: R e p r e s e n t a t i v e  H a l f o r d  and S e n a t o r  F a hrenk amp, and

m e m b e r s  of the c o m m i t t e e ,  m y  n a m e  is D e n n i s  Juren. I'm 

p r e s i d e n t  ~f T e s o r o  A l a s k a  P e t r o l e u m  Company. I havr 

h e r e  w i t h  me Mr. J i m  Smith, w h o  is p r e s i d e n t  of T e s o  -o 

C r u d e  Oil C ompany, Mr. R e e d  W i l l i a m s ,  w h o  is vice
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p r e s i d e n t  of the w o r k i n g  [indiscer n.]. In the event 

y o u  h a v e  a n y  s p e c i f i c  q u e s t i o n s  on c r u d e  oil, I'll ask 

h i m  to a n s w e r  those. In the i n t e r e s t s  o f  c o n s e r v i n g  

time a n d  on the p r e s u m p t i o n  that p e r h a p s  w e ' l l  h a v e  the 

o p p o r t u n i t y  d u r i n g  c o m m i t t e e  h e a r i n g s  in the f u t u r e  to 

go i n t o  g r e a t e r  d e t a i l  o n  this, I'll j u s t  m a k e  v e r y  

b r i e f  c o m m e n t s  a n d  a s k  y o u  to a s k  m e  q u e s t i o n s ,  and 

p e r h a p s  that c o m m u n i c a t i o n  d i a l o g u e  w o u l d  b e  the m o s t 

e f f i c i e n t  way.

T e s o r o  A l a s k a  is a v e r y  f o r m i d a b l e  c o m p e t i t i v e  

f o r c e  in Alaska. W e  s u p p l y  or h a v e  the c a p a c i t y  to 

s u p p l y  o v e r  a h u n d r e d  p e r c e n t  of the g a s o l i n e  that is 

r e q u i r e d  in the state currently. W e  s t a r t e d  w i t h  an 

1 8 , 0 0 0 - b a r r e l - a - d a y  r e f i n e r y  in K e n a i  in 1969 and 

e x p a n d e d  it to a l m o s t  50,000 b a r r e l s  a d a y  currently.

W e  d i d  this on the b asis of a r e l a t i v e l y  s m a l l  Coo k 

I n l e t  r o y a l t y  con tract, and e a c h  e x p a n s i o n  t h e r e a f t e r  

w a s  n o t  a c c o m p a n i e d  by a r e q u e s t  for any k i n d  of 

s u b s i d y ,  a n y  k i n d  of assistan ce, o t h e r  t h a n  the 

o p p o r t u n i t y  to be a b l e  to b u y  r o y a l t y  oil at a p rice 

c o m p e t i t i v e  w i t h  w h a t  o t h e r  i n - s t a t e  r e f i n e r s  w e r e  

p a y i n g  for r o y a l t y  crude. This e f f o r t  to get a r o y a l t y 

c r u d e  c o n t r a c t  is n o t  our first. As a m a t t e r  of fact, 

w e  w e r e  a r e s p o n d e n t  in 1977 at the same time that 

N o r t h  Pi.le R e f i n i n g  r e q u e s t e d  r o y a l t y  c r u d e  - ANS 

r o y a l t y  crud e - a n d  for a v a r i e t y  of r e a s o n s  our
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c o n t r a c t  at that t i m e  w a s  n o t  a p p r o v e d  a n d  s u b m i t t e d  

for l e g i s l a t i v e  review. T h e  r e a s o n s  for v a r i o u s .  W e  

d i d  n o t  p r e s s  the i s s u e  at that time b e c a u s e  c o n d i t i o n s  

w e r e  n o t  too d i s s i m i l a r  f r o m  c o n d i t i o n s  that e xist  

today, a n d  in our u n w i s d o m  w e  a s s u m e d  that p e r h a p s  

th i n g s  that w e r e  w e a k  w o u l d  k i n d  of r e m a i n  w e a k  for 

so m e  ti me in the f u t u r e  a n d  t h e r e f o r e  w e  w o u l d  h a v e  no 

c r u d e  s u p p l y  p r o b l e m s  in the future; so w e  r e a l l y  did 

n o t  p u s h  the issue. In h i n d s i g h t  w e  s h o u l d  have. W e  

w e r e  r e m i s s  in n o t  h a v i n g  done so. T h e  fact is that 

o u r  r a p i d  g r o w t h  a n d  o u r  a g g r e s s i v e  m a r k e t i n g  s t r a t e g y  

an d  p e n e t r a t i o n  of the m a r k e t  in p r e t t y  s u b s t a n t i a l  

f a s h i o n  h a v e  r e s u l t e d  in a c r e a t i o n  of a v e r y  v u l n e r­

abl e  a t m o s p h e r e  for us. W e  now, as I say, h a v e  the 

c a p a c i t y  to run at a rate a p p r o a c h i n g  5 0,00 0 b a r r e l s  a 

day. As a m a t t e r  of f act w e ' v e  o p e r a t e d  o u r  r e f i n e r y  

in e x c e s s  of 5 0 , 0 0 0  b a r r e l s  a day on n u m e r o u s  

o c c a s i o n s ;  but o u r  c r u d e  supply  is n o w  l a r g e l y  f o r e i g n  

a n d  spot m a r k e t  based. W e  still have the C o o k  Inlet 

c r u d e  s u p p l y  w h i c h  is d i m i n i s h i n g  rapidly. T h e  state 

f o r e c a s t  a n d  our o w n  f o r e c a s t  i n d icate that the fields 

are apt to be d e p l e t e d  b y  1986, 1987. T h e  d e p l e t i o n  

c u r v e  is d r o p p i n g  p r o d u c t i o n  at the rate of a b o u t  -- in 

ex c e s s  of one p e r c e n t  a mcnth, so it's a v e r y  r a p i d  

d e c l i n e  in that a v a i l a b i l i t y .  T h e  first five m o n t h s  of 

this f i s c a l  y e a r  we p h y s i c a l l y  i m p o r t e d  an a v e r a g e  of
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2 , 0 0 0  b a r r e l s  a d a y  of c r u d e  f r o m  I n d o n e s i a  to r u n  at 

ou r  r e f i n e r y .  D u r i n g  that same p e r i o d  w e  i m p o r t e d  

1,600 b a r r e l s  a d a y  of c r u d e  f r o m  o t h e r  f o r e i g n  s o u r c e s  

to g i v e  to the e x i s t i n g  C o o k  I n l e t  p r o d u c e r s  in 

e x c h a n g e  for their C o o k  I n l e t  s u p p li es. The r e m a i n d e r  

of the C o o k  I nlet that w e ' r e  p r o c e s s i n g  we s ecure by 

b u y i n g  c r u d e  in the L o w e r  48 f r o m  i n d e p e n d e n t  and m a j o r  

p r o d u c e r s  on s h o r t - t e r m  c o n t r a c t s ,  s ome of w h i c h  - or 

m o s t  o f  w h i c h  - are s u b j e c t  to a b o u t  a t h i r t y - d a y  

c a n c e l l a t i o n  clause. So a large p e r c e n t a g e  of our 

c r u d e  s u p p l y  is, n u m b e r  one, f o r e i g n  based, t h e r e fore 

the e c o n o m i c s  are a r e f l e c t i o n  o f  f o r e i g n  prices r a t h e r  

than d o m e s t i c  prices; a n d  secon d l y ,  f r o m  d o m e s t i c  

s o u r c e s  that are s u b j e c t  to v e r y  b r i e f  a n d  abrupt 

i n t e r r u p t i o n s .  Now, that k i n d  o f  c o n d i t i o n  m a k e s  the 

v e r y  n e r v o u s  d e b a t e r  t h a t  w e  h a v e  b e come, a n d  c e r t a i n l y  

c o n s i d e r i n g  the p o s s i b i l i t y  of e x p a n d i n g  our r e f i n e r y  

f u r t h e r  m a k e s  us t h i n k  very, v e r y  s e r i o u s l y  a bout the 

n e c e s s i t y  to h a v e  a l a r g e  p e r c e n t a g e  of our crude 

s u p p l y  u n d e r  c o n t r a c t  f r o m  a s o urce that is r e l a t i v e l y  

s e c u r e  and one that is n o t  s u b j e c t  to the w h i m s  and 

w i l d  p r i c e  a b e r r a t i o n s  that we h a v e  f o u n d  to exist f r o m  

f o r e i g n  suppliers. Y o u  m a y  r e c a l l  that in the '79-80 

p e r i o d  the Libya n s ,  the A l g e r i a n s ,  and the N i g e r i a n s  

ran t heir p r i c e s  up to in e x c e s s  of f o r t y  dollars a 

b a r r e l  just b e c a u s e  the m a r k e t  w a s  d e m a n d i n g  it. They
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d e m a n d e d  it a n d  th ey got the price. T h e r e  w a s n ' t  any 

o t h e r  oil a v a i l a b l e .  T h e  c o n t r a c t  that is b e i n g  

p r o p o s e d  gives us the a s s u r a n c e  of a l o n g - t e r m  supply 

a n d  g i v e s  us r e l a t i v e  p rice stability. It p r o b a b l y  

w i l l  n o t  b e  i n t e r r u p t e d .  T h e  i n t e r r u p t i o n s  c a n  o c c u r  

j u s t  b e c a u s e  o f  the w h i m s  o f  a h o s t  g o v e r n m e n t .  The 

g o v e r n m e n t  m a y  c h a n g e  in N i g e r i a  and t h e y  m a y  decide  

they d o n ' t  w a n t  to sell us c rud e a n y more. It m a y  be 

c h a n g e d  b y  o ur own g o v e r n m e n t ,  a n d  w e  h a d  a p o i g n a n t  

e x a m p l e  of that j u s t  a c o u p l e  of w e e k s  a g o  w h e n  the 

p r e s i d e n t  s a i d  no m o r e  i m p o r t s  o f  c r u d e  o i l  f r o m  Libya. 

H a d  w e  b e e n  a b u y e r  of L i b y a n  crude, w e  w o u l d  have b e e n  

d e p r i v e d  of that cru de source. So that v u l n e r a b i l i t y  

at the size that w e ' r e  c u r r e n t l y  o p e r a t i n g  a n d  at the 

p o t e n t i a l  size that we m i g h t  go to is e x t r e m e l y  

c r i t i c a l  to us.

We do h a v e  c r u d e  s u p p l i e s  that h a v e  b e e n  b r o u g h t  

up f r o m  time to time a n d  q u e s t i o n s  r a i s e d  a b o u t  it and 

I t h i n k  I ' m  c o m p e l l e d  to a n s w e r  those. One, as I 

m e n t i o n e d  w e  do p r o d u c e  c r u d e  oil in Indone s i a .  That 

p r o d u c t i o n  is c u r r e n t l y  s l i g h t l y  less than  4,000 

b a r r e l s  a day a n d  w e  b r i n g  a lot of it to A l a s k a  to 

p h y s i c a l l y  run to a u g m e n t  o u r  supplies. [End of tape]

... a n d  w e  own 49.9. T h e  g o v e r n m e n t  a l s o  owns a 

r e f i n e r y  on the I s l a n d  of T r i n i d a d  a n d  e x e r c i s i n g  their 

m a j o r i t y  i n t e r e s t  they h a v e  d i r e c t e d  that that crude

- 1 2 1 -

AGO 786036



oil is to b e  s u p p l i e d  to t h e i r  r e f i n e r y  f o r  s u p p l y i n g  

their o w n  i s l a n d  n e e d s ,  so w e  h a v e  n e v e r  h a d  a n d  n e v e r  

in the future, f o r  all p r a c t i c a l  purpo ses, w i l l  h a v e  

a ccess to that c r u d e  oil.

W i t h  r e s p e c t  to the p o s s i b l e  e x p a n s i o n  of o u r  

refinery, this is: a p r o j e c t  that w e  s t a r t e d  w o r k i n g  on 

in N o v e m b e r  of 1981. W e  d id q u i t e  a b i t  of r e s e a r c h  on 

p r o j e c t e d  m a r k e t  g r o w t h  in the State of A l a s k a  to tr. 

to d e t e r m i n e  the s i z e  that w e  m i g h t  go to. W e  t r i e d  to 

d e t e r m i n e  the k i n d  of p r o d u c t  m i x  that m i g h t  b e  n e e d e d  

in the s tate in t er ms of d i e s e l  or turbine fuel or 

gasoline, a n d  o n  the b a s i s  of that s t a r t e d  d o i n g  the 

p r e l i m i n a r y  e n g i n e e r i n g  for p u t t i n g  t o g e t h e r  a p l a n t  

i n i t i a l l y  t h o u g h t  to be p o s s i b l y  at 70,000 b a r r e l s  a 

day. T h a t  w o u l d  be l a r g e  in this marke t. It w o u l d  be 

p l a n n i n g  for like 1995, 1998 type of d e m a n d s  in the 

state. It is p o s s i b l e  that w e  m a y  s e ttle out o n  a 

s m a l l e r  c a p a c i t y  - s o m e t h i n g  in the r a n g e  of 55 or 

» 60,000 b a r r e l s  a day. W e  s i m p l y  don't k n o w  yet. One

of the k e y  e l e m e n t s  in c r d e c i s i o n  w a s  w h a t  h a p p e n e d

to the r o y a l t y  b o a r d  r e c o m m e n d a t i o n  d u r i n g  this p r o­

ceedings. O b v i o u s l y ,  if D o y o n  w e r e  to b u i l d  a r e f i n e r y  

in F a i r b a n k s ,  a n d  b u i l d  at c a p a c i t y  to m a r k e t  g a s o l i n e  

there, b e c a u s e  it cos ts us e i g h t  or n i n e  cents a g a l l o n  

to r a i l c a r  g a s o l i n e  f r o m  A n c h o r a g e  to F a i r b a n k s ,  w e  

w o u l d  be e f f e c t i v e l y  s t o p p e d  f r o m  p e n e t r a t i n g  that
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m a r k e t .  We w o u l d  p r o b a b l y  lose the i n t e r i o r  m a r k e t  to 

Doyon, as has b e e n  the c a s e  w i t h  the d i e s e l  fuel and 

t u r b i n e  fuel t h a t’s m a n u f a c t u r e d  b y  North, P o l e  

R e f i n i n g .  So w h a t  h a p p e n s  h e r e  is of c r i t i c a l  i m p o r­

tan c e  to us in d e t e r m i n i n g  w h a t  k i n d  o f  p l a n t  a n d  the 

c a p a c i t y  of that p l a n t  that w e  b u i l d  at Kenai.

T h e  o t h e r  f a c t  is that w e  h a v e  b e e n  t r y i n g  to 

d e t e r m i n e ,  as Mr. H a y n e s  has p o i n t e d  out, w h a t  to do
%

a b o u t  the b o t t o m  of the b a rrel: the r e s i d u a l  fuel.

A l l  f o r e c a s t s  i n d i c a t e  that  the W e s t  C o a s t  utili t i e s ,  

w h o  is the l a r g e s t  s i n g l e  u s e r  of r e s i d u a l  fuel, are 

g o i n g  to h a v e  a b u n d a n t  s u p p l i e s  of n a t u r a l  gas. T h e y  

w i l l  h a v e  c o a l - p o w e r e d  e l e c t r i c i t y  w h e e l e d  over f r o m 

A r i z o n a .  T h e i r  n u c l e a r  p r o g r a m s  m a y  or m a y  not come on 

stream, but w i l l  m a k e  s o m e  c o n t r i b u t i o n .  All those 

things have to be t a k e n  into c o n s i d e r a t i o n .  O n c e  y o u  

h a v e  done that, then y o u  try to a n a l y z e  w h a t  y o u  do 

w i t h  that r e s i d u a l  fuel. In o u r  case, our d e c i s i o n  is 

» that w e  w i l l  p r o b a b l y  h a v e  to d e s t r o y  it in some

fashion. W e  w i l l  e i t h e r  h a v e  to m a k e  p e t r o l e u m  coke 

* out of it, or w e  w i l l  h a v e  to u se a p r o c e s s  - a

h y d r o g e n a t i o n  p r o c e s s  - that w i l l  c o n v e r t  it into 

a d d i t i o n a l  t u r bine fue l a n d  g a s o l i n e  a n d  diesel. We 

are c u r r e n t l y  r u n n i n g  p i l o t  p l a n t  o p e r a t i o n s  on tie 

f e e d s t o c k  f r o m  o u r  r e f i n e r y  to m a k e  that decision.

U n i o n  O i l  R e s e a r c h  is the l i c e n s o r  of our first
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h y d r o c r a c k e r  at K enai . W e  are w o r k i n g  w i t h  t h e n  as a 

p o t e n t i a l  l i c e n s o r  for the s e c o n d  o n e  t h a t  w o u l d  h a v e  

to b e  b uilt. W e ' v e  e n g a g e d  p e o p l e  l i k e  G r a v e a u x  [ p h ] , 

w h o  a r e  m a t e r i a l s  h a n d l i n g  s p e c i a l i s t s ,  to go to K e n a i  

a n d  do p r e l i m i n a r y  e n g i n e e r i n g  on cok e h a n d l i n g  

r e q u i r e m e n t s ,  w h i c h  inci .entally are q u i t e  s t r i n g e n t  

and q u i t e  c o s t l y  to o p e r a t e  in this e n v i r o n m e n t  to deal  

w i t h  the m o i s t u r e  c o n t e n t  of coke that y o u  h a v e  to deal 

w i t h  in the p r o c e s s  of m a n u f a c t u r i n g .  W e  h a v e  t h e r e­

fore m a d e  n o  d e c i s i o n s  yet on w h i c h  p r o c e s s e s  w e  s h o u l d  

c h o o s e  to e n t e r  i n t o  a n d  w h i c h  w e  s h o u l d  c h o o s e  to 

build. C o n c u r r e n t l y ,  our c o r p o r a t e  f i n a n c e  g r o u p  is 

m e e t i n g  w i t h  f i n a n c i a l  i n s t i t u t i o n s  a n d  b a n k s  to 

d e t e r m i n e  the f o r m  of a n d  the b e s t  w a y  a n d  the m o s t  

e f f i c i e n t  w a y  to h a n d l e  the f i n a n c i n g  of t h e s e  f a n c y  

p r o j e c t s .  A l l  t h e s e  things w i l l  p r o b a b l y  s t a r t  c o m i n g  

t o g e t h e r  a n d  d e c i s i o n s  w i l l  be m a d e  s o m e t i m e  w i t h i n  

this year. O n e  of the o b l i g a t i o n s  u n d e r  o u r  c o n t r a c t  

is to r e p o r t  to the C o m m i s s i o n e r  of N a t u r a l  R e s o u r c e s  

f r o m  time to time on the p r o g r e s s  of o u r  e v a l u a t i o n  and 

p l a n n i n g  a n d  d e v e l o p m e n t .  This p r o p o s e d  A N S  contract, 

as I say, w i l l  r e m o v e  a lot of the v u l n e r a b i l i t y  that 

we face n o w  a n d  w i l l  I think k e e p  us a f o r m i d a b l e  

c o m p e t i t o r  in the state. B e s i d e s  the p r o d u c t  that we 

m a r k e t  to o u r  o w n  b r a n d  of d e alers  w e  o p e r a t e  f r o m  

s e r v i c e  s t a t i o n s ,  w e  are a large s u p p l i e r  to the other
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m a r k e t e r s  in the S t a t e  of A l a s k a ,  a n d  as s u c h  w e  t h i n k  

w e  save t h e m  t r a n s p o r t a t i o n  costs the y w o u l d  o t h e r w i s e  

incur, t h e r e b y  p e r m i t t i n g  t h e m  to m a r k e t ,  u n f o r t u n a t e l y  

c o m p e t i t i v e  w i t h  us. W e  h o p e  to b e c o m e  or h o p e  to 

c o n tinue to b e  a f o r m i d a b l e  c o m p e t i t i v e  f o r c e  in the 

m a r k e t p l a c e .  I w o u l d  say that t h e r e  is a dr. f e r e n c e  

b e t w e e n  o u r s e l v e s  a n d  the o t h e r  p r o p o s a l s  that w e r e  

received, and as has b e e n  our t r a d i t i o n  all along, is 

that w e ' r e  n o t  p r o p o s i n g  to do s o m e t h i n g  in the future. 

We h a v e  done it. W e  are dC/ing it. We b u i l t  a s i x t y - 

m i l l i o n - d o l l a r - h y d r o c r a c k e r  r e f o r m e r  c o m p l e x  that w a s  

c o m p l e t e d  last y e a r  w i t h o u t  a n y t h i n g  ... [in discern.; 

someone coughing] ... e n c o u r a g e m e n t  f r o m  the state, 

from the a d m i n i s t r a t i o n  to go a h e a d  a n d  do it b e c a u s e  

the state is n o t  g o i n g  to let y o u  h a n g  out on the line 

if y o u  r e a l l y  n e e d  s ome help; w e  e n c o u r a g e  y o u  to do 

it; w e  n e e d  the jobs, w e  w a n t  the tax base, w e  w a n t  all 

of the thing that that k i n d  of a d e v e l o p m e n t  w i l l  

bring. A n d  w e  h a v e  done it, sc w e ' r e  n o t  a s k i n g  for 

s o m e t h i n g  to be done  in l .e f ut ure - no pie in the sky. 

It's there a n d  it's b e i n g  done and if w< do the m o d i f i­

cation a n d  e x p a n s i o n  that w e ' r e  t a lking  about, w e ' l l  

simply k i n d  ol do it b e c a u s e  it's a good, e c o n o m i c a l l y  

v i a b l e  project, a n d  n o t  b e c a u s e  it w o u l d  g i v e  us an 

o p p o r t u n i t y  to get c r u d e  o i l  a n d  not b e c a u s e  of some 

s u b s i d y  that m i g h t  be a v a i l a b l e  to us. We don't
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b e l i e v e  that if a p r o j e c t  is n o t  v i a b l e  on its own 

m e r i t ,  that c r e a t i n g  a s u b s i d y  f o r  it w i l l  do n o t h i n g  

f o r  its l o n g - t e r m  v i a b i l i t y .  As a m a t t e r  of fact, y o u  

s i m p l y  g i v e  it c r u t c h e s  a n d  m a k e  it w e a k e r  a n d  u n a b l e  

to c o m p e t e  in a c o m p e t i t i v e  e n v i r o n m e n t .  We are in a 

c o m p e t i t i v e  e n v i r o n m e n t  t o d a y  a n d  m a n y  p e o p l e  w h o  h a v e  

n o t  b e e n  in the b u s i n e s s  v e r y  long h a v e  f o r g o t t e n  h o w  

to live ar.d o p e r a t e  in this e n v i r o n m e n t .

I t h i n k  that T e s o r o  A l a s k a ' s  r e c o r d  for 

i n t e g r i t y  in its b u s i n e s s  d e a l i n g s  w i t h  the S t a t e  of 

A l a s k a  and the p e r f o r m a n c e  on the c o n t r a c t  it has h a d  

w i t h  the state is a r e c o r d  that is t o t a l l y  u n b l e m i s h e d ,  

a n d  it's o u r  o b l i g a t i o n  and o u r  i n t e n t i o n  to m a i n t a i n  

that u n b l e m i s h e d  r e c o r d  in the d e a l i n g s  w i t h  the state 

on this c o n t r a c t  a n d  a n y t h i n g  that m a y  e m e r g e  from it. 

T h a n k  you.

C H A I R M A N  l'ALFORD: S e n a t o r  F a h r e n k a m p .

S E N A T O R  F A H R E N K A M P :  D e n n i s ,  w e  h e a r d  y e s t e r d a y  that there

c o u l d  be a n y w h e r e  f r o m  a cne to three cents a b a r r e l  - 

c o u l d  be now, w i t h  the w a y  the m a r k e t s  run et cetera.

If y o u  h a v e  this l o n g - t e r m  c o n t r a c t  that has some 

s e c u r i t y  of n o t  h a v i n g  to m e s s  w i t h  o t h e r  g o v e r n m e n t s  

an a  some type of s e c u r i t y  of h a v i n g  a s our ce of supply, 

w i l l  there be any c h a n c e  of that b e i n g  r e f l e c t e d  

t o w a r d s  the p e o p l e  of the s t a t e  at the pump, so that
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the p e o p l e  of the s t a t e  see this r e f l e c t i o n  a n d  k n o w  

w e ' r e  h ere?

MR. JUREN: Well, I t hink y o u  w o u l d  p r o b a b l y  e i t h e r  t h i n k  m e  a

fo o l  o r  a liar if X p r e t e n d e d  to say t h a t  I k n e w  w h a t  

p r i c e s  in the f u t u r e  m i g h t  be, b e c a u s e  t h e r e  are a l m o s t  

an i m p o n d e r a b l e  n u m b e r  o f  v a r i a b l e s  th at a f f e c t  price, 

n o t  the least of w h i c h  o f  c o u r s e  is the cost of the r a w  

m a t e r i a l ,  b u t  that is o n l y  one thing. T h e r e  is also 

the c o s t  of m a n u f a c t u r i n g ,  the p r i c e  e s c a l a t i o n  of our 

n a t u r a l  gas that w e  u s e  for r e f i n e r y  fuel, labo r cost 

i n c r e a s e s ,  a n d  of course, the m o s t  i m p o r t a n t  o f  all, 

c o m p e t i t i o n .  W h a t  does c o m p e t i t i o n  do to p r i c i n g ?  So 

to say that if y o u  l o w e r  m y  c o s t  ... [ind iscern.; 

s o m e o n e  coughing] ... d o l l a r  that the p r i c e  at the pump 

w i l l  drop a d ol lar . .

S E N A T O R  F A H R E N K A M P :  Oh, I w o u l d n ' t  say t. it.

MR. JUREN: ... no one can really, in all h o n e s t y ,  p r o j e c t

that. I think w h a t  it w o u l d  do f o r  us is, as I 

m e n t i o n e d  there w e r e  times in the p a s t  w h e r e  w e  have  

m a t e r i a l l y  h a d  to r e d u c e  runs. D u r i n g  the real tight 

m a r k e t  and v e r y  e x p e n s i v e  m a r k e t  of '79-80 we had cut 

b a c k  a r o u n d  38,000 b a r r e l s  a day. It's n o t  that there 

w a s n ' t  any crude. C r u d e  s h o r t a g e s  are r e a l l y  e c o n o m i c  

shorta g e s ,  a n d  not a b s o l u t e  s h o r t a g e s .  If y o u  w a n t e d  

to p a y  a h u n d r e d  d o l l a r s  a b a r r e l  d u r i n g  the p e a k  of 

the c r i s i s  y o u  c o u l d  h a v e  b o u g h t  a b a r r e l  of crude, but

i
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it d o e s n ' t  m e a n  t h a t  y o u  c o u l d  h a v e  r e f i n e d  it and 

p r o f i t a b l y  s o l d  the p r o d u c t  f r o m  it. So w h a t  w e  see 

this as h a v i n g  a t e n d e n c y  to do is to m i t i g a t e  the 

a b r u p t  pi joe m o v e m e n t s  that o c c u r  in s h o r t a g e s  a n d  give 

us an o p p o r t u n i t y  to r e m a i n  c o m p e t i t i v e  in the m a r k e t­

plac e  a n d  n o t  lose o u r  c o m p e t i t i v e  position. If o u r  

crude c o s t  goes up e x t r a o r d i n a r y ,  and w e  try to pass it 

t h r o u g h  by h o l d i n g  p r i c e s  h i g h e r  than compe t i t i o n ,  

w e ' l l  s o o n  b e  o u t  o f  b u s i n e s s .  P e o p l e  w i l l  s i m p l y  n o t  

buy f r o m  y o u  if y o u ' r e  c o n s i s t e n t l y  h i g h e r  than y o u r  

c o m p e t i t o r s .  C u r r e n t l y  we are v e r y  c o m p e t i t i v e  on our  

pricing. In m o s t  cases w e ' r e  b elo w our c o m p e t i t o r s ,  

and like to s t a y  t h e r e  b e c a u s e  that gives us the a d v a n­

tage that w e  n e e d  to p e n e t r a t e  n e w  m a r k e t s  that w e ' r e  

not into. T h a t ' s  the o n l y  w a y  y o u  can p e n e t r a t e  a n r w  

m a r k e t  is to l o w e r  the cost. Q u a l i t y  c e r t a i n l y  is a 

factor b u t  w h e n  y o u  get r i g h t  down  to' it p r i c e  is the 

m a i n  d e t e r m i n a n t  in b u y i n g  or selling  p e t r o l e u m  prod- 

» ucts, e v e n  o n  the street s. I d idn't p e r h a p s  a n s w e r

y o u r  q u e s t i o n  fully, b u t  I'll say I don't think a n y o n e  

- any r e a s o n a b l e  p e r s o n  - w o u l d  try to - he s h o u l d n ' t  

b e c a u s e  he s i m p l y  c a n n o t  k n o w  all the i m p o n d e r a b l e s  - 

to say that X r e d u c t i o n  in price w i l l  y i e l d  X r e d u c t i o n  

or a p e r c e n t a g e  of X  r e d u c t i o n  in the s e l l i n g  p r i c e  on 

the street. I s i m p l y  c o u l d n ' t  k n o w  that.
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S E N A T O R  F A H R E N K A M P :  As I u n d e r s t a n d  your a n s w e r ,  then, y o u ’re

s a y i n g  that y o u  w i l l  do w h a t e v e r  y o u  c a n  to stay  

c o m p e t i t i v e  or [ i ndiscern.] c o m p e t i t i v e  ...

[indiscern.; s i m u l t a n e o u s  c o n v e r s a t i o n ]  ...?

MR. JUREN: A b s o l u t e l y .  O u r  i n t e n t i o n  is to grow. W e ' r e  n o t

c o n t e n t  w i t h  b e i n g  a 4 8 ,0 0 0 - b a r r e l - a - d a y  refinery.

W e ' d  i.ike to b e  a 1 0 0 , 0 0 0 - b a r r e l - a - d a y  r e f i n e r y  if the 

m a r k e t  w i l l  let u s .

C H A I R M A N  H A L F O R D : [Indiscern.]

S E N A T O R  G I L M A N  [?]: Dennis, in y o u r  g a s o l i n e  m a r k e t i n g ,  w h a t

p e r c e n t a g e  do y o u  s e l l  to other  s u p p l i e r s ?  In o t h e r  

w o rds , h o w  m u c h  o f  the g a s o l i n e  goes to T e s o r o  and 

U n i o n  - n o t  Tesoro, b u t  T e x a c o  and U n i o n ?

MR. JUREN: T h i s  is of a p u b l i c  r e c o r d  f r o m  the state tax 

r e p o r t s  w h i c h  we m o n i t o r  to see w h a t  o u r  m a r k e t  

p e n e t r a t i o n  is a n d  w e  c u r r e n t l y  h a v e  s o m e w h e r e  b e t w e e n  

t w e n t y - f i v e  to t w e n t y - s e v e n  p e r c e n t  o f  the marke t. 

T e s o r o  A l a s k a  does, direct. That w o u l d  i n d i c a t e  that 

the r e m a i n d e r  is s u p p l i e d  to p eople l i k e  C h e v r o n  an d 

U n i o n  a n d  T e x a c o  a n d  i n d e p e n d e n t  j o b b e r s  a n d  d i s t r i b u­

tors w h o  do n't m a r k e t  u n d e r  our b r a n d  o r  d o n ' t  m a r k e t  

our p r o d u c t  directly . As I m e n t i o n e d ,  w e  h a v e  the 

c a p a c i t y  to s u p p l y  the total r e q u i r e m e n t  in the state, 

but f r o m  a p r a c t i c a l  p u r p o s e  p r o b a b l y  n e v e r  will. T h e  

r e a s o n  for that is - h e r e  in the s o u t h e a s t  for example. 

This m a r k e t  can b e  m o v e  c o m p e t i t i v e l y  s u p p l i e d  from
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r e f i n e r s  in the P u g e t  S o u n d  area than it c a n  b y  us 

h a u l i n g  p r o d u c t  b y  b a r g e  b a c k  a round f r o m  K e n a i .  So of 

the t o t a l  m a r k e t ,  w e  s i m p l y  can't c a p t u r e  it u n l e s s  we 

can b r e a k  the c o d e  o n  t r a n s p o r t a t i o n  c o s t s  to f i n d  out 

a w a y  to get- it d o w n  h e r e  c o m p e t i t i v e l y  w i t h  those 

n o r t h w e s t  r e f i n e r i e s .  It's the same w i t h  d i e s e l  fuel. 

As I m e n t i o n e d  b e f o r e ,  the N o r t h  Pole r e f i n e r y  has 

e s s e n t i a l l y  c a p t u r e d  the i n t erior m a r k e t .  T h e r e ' s  no 

w a y  I c a n  p e n e t r a t e  that p a y i n g  the k i n d  o f  t r a n s p o r t a­

tion c o s t s  I ' v e  got to pay to get it f r o m  A n c h o r a g e  to 

F a i r b a n k s .  In terms o f  the m a rket w e  serve, w h i c h  is 

the l o w e r  r a i l b e l t  - A n c h o r a g e  area, K e n a i  P e n i n s u l a  

area - as an e x a m p l e  w e  s u p p l y  about s e v e n t y - f i v e  

p e r c e n t  of the a v i a t i o n  turbine fuel u s e d  at the 

A n c h o r a g e  I n t e r n a t i o n a l  Airport, w h i c h  is a v e r y  s u b­

st a n t i a l  p e r c e n t a g e .  T h e  fact that w e  d o n ' t  s u p p l y  a 

h u n d r e d  p e r c e n t  of it eit' _r direct o r  t h r o u g h  a T e x a c o  

or C h e v r o n ,  is o ne of the d r i v i n g  f o r c e s  to b u i l d  a 

u n i t  at the r e f i n e r y  to m a k e  more t u r b i n e  fuel  -• s i m p l y  

b e c a u s e  there is a v a c u u m  that must b e  s u p p l i e d  e i t h e r  

by N o r t h  Po le h a u l i n g  p r o d u c t  down f r o m  F a i r b a n k s ,  at 

g r e a t  co st to them, or p e o p l e  a c t u a l l y  i m p o r t i n g  p r o d­

ucts f r o m  the L o w e r  48 or from o f f s h o r e  to A l a ska; so 

there is s t i l l  a m a r k e t  v a c u u m  in t u r b i n e  fuel that w e  

d e s i r e  to fill, a n d  w e ' r e  n e a r e s t  to t h a t  in e f f i c i e n c y
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a n d  it's l o g i c a l  t h a t  it w o u l d  m a k e  g o o d  e c o n o m i c  sen se  

f o r  us to do it.

S E N A T O R  G I L M A N  [?]: T h e  p o i n t  t h a t  I w a s  t r y i n g  to m a k e  is, 

though, that y o u  do s e l l  the r a w  g a s o l i n e  to the o t h e r  

c o m p a n i e s  and t h e y  t h e n  p u t  t h e i r  a d d i t i v e s  in it a n d  

m a r k e t  it.

MR. JUREN: Right.

C H A I R M A N  H A L F O R D :  O n e  t h i n g  t h a t ' s  b e e n  b r o u g h t  up is the

p o t e n t i a l  loss to the s t a t e  in r o y a l t y  a n d  s e v e r a n c e  

b e c a u s e  o f  the p o s s i b l e  o f f s e t  in the f u t u r e  p r i c i n g  

s y s t e m  of W e s t  C o a s t  to G u l f  Coast, a n d  I w o n d e r  if y o u  

c o u l d  r e s p o n d  to that. T h a t ' s  s o m e t h i n g  that I t h i n k  

some p e o p l e  m i g h t  c o n s i d e r  to b e  a s u b s i d y  a l t h o u g h  y o u  

a c t u a l l y  p a y  the a v e r a g e  p r i c e  a n y o n e  else pays. T h e r e  

at leas t coi.ld be s o m e  r e d u c t i o n  in r e v e n u e  to the 

state, a n d  I w o n d e r  if t h ere' s a l s o  a n o t h e r  side to 

that que stion.

MR. JUREN: Yes, t h e re's a m u l t i t u d e  of facts to it. As

C o m m i s s i o n e r  K a t z  y e s t e r d a y  e x p l a i n e d ,  a n d  D e p u t y  

C o m m i s s i o n e r  H a y n e s  did, the p e n a l t y  that t h e y've  

i l l u s t r a t e d  - $10 m i l l i o n  - is r e p r e s e n t a t i v e  of the 

m a r k e t  v a l u e  that e x i s t s  at a p o i n t  in time, and this 

m a y  be r e p r e s e n t a t i v e  o f  m a r k e t  v a l u e s  that exist at 

this p o i n t  in time. H o w e v e r ,  as I also explained,  

that's s i m p l y  s e l e c t i n g  s o m e w h a t  a r b i t r a r i l y  a p o ire 

an d  s a y i n g  this is the w a y  it's g o i n g  to be forever.
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T h a t  is n o t  the w a y  n e c e s s a r i l y  t h a t  it's g o i n g  to be 

forever. T r a d i t i o n a l l y ,  G u l f  C o a s t  p r i c e s  h a v e  b e e n  

h i g h e r  t h a n  W e s t  C o a s t  p r ices.  I n  g l u t  c o n d i t i o n s  and 

s u r p l u s  c o n d i t i o n s  p r i c e s  t e n d  to f l o a t  a r o u n d  an 

e q u a l i z e d  b a s i s ,  e s p e c i a l l y  s i n c e  d e c o n t r o l  a n d  the 

fact t h a t  U.S. c r u d e  p r i c e s  and w o r l d  c r u d e  p r i c e s  are 

e s t a b l i s h e d  in a s o m e w h a t  e q u i l i b r i u m  level. Y o u  could  

go b a c k  in time and a n a l y z e  o v e r  a p e r i o d  of ten y ears  

a n d  p r o b a b l y  dis covr that there w e r e  p e r i o d s  in the 

p a s t  w h e r e  the d i f f e r t u t i a l  w a s  the o p p o s i t e  of w h a t  

wa s  p r e s e n t e d  y e s t e r d a y ,  a n d  that there m i g h t  be a 

s i g n i f i c a n t  b e n e f i t  a c c r u i n g  f r o m  s h i p p i n g  to the Gulf 

C o a s t  v e r s u s  s h i p p i n g  to the W e s t  Coast. So, y o u ' v e  

got a p a c k a g e  o f  n u m b e r s  a n d  y o u  c a n  a l m o s t  m a k e  any 

k i n d  of p r o j e c t i o n  that y o u  in y o u r  o w n  m i n d  think is 

the m o s t  r e a s o n a b l e  p r o j e c t i o n  for the future, and come 

up p e r h a p s  w i t h  a p e n a l t y  a n d  co me up p e r h a p s  w i t h  no 

p e n a l t y  or come up w i t h  a b e n e f i t .  I d o n ' t  v e n t u r e  to 

say, again, that I can f o r e c a s t  the f u t u r e  or k n o w  w h a t  

the f u t u r e  p r i c e  m i g h t  be of oil or w h a t  the r e l a t i o n­

ship m i g h t  be o f  that oil. I have no w a y  to tell 

w h e t h e r  a b a r r e l  that w e  w o u l d  take a n d  trade w o u l d  

d i s p l a c e  a W e s t  C o a s t  b a r r e l  or w o u l d  d i s p l a c e  a Gulf 

C o a s t  b a r r e l .  O b v i o u s l y ,  if it d i s p l a c e d  the G u l f  

C o a s t  b a r r e l  it w o u l d  h a v e  a p o s i t i v e  i m p a c t  r a ther  

than a n e g a t i v e  impact. In the e x p a n s i o n  that we just
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c o m p l e t e d ,  w e  a d d e d  s o m e w h e r e  in the r a n g e  of tv/enty or 

t w e n t y - o n e  n e w  e m p l o y e e s  in the r e f i n e r y  a n d  foui. or 

f i v e  p r o f e s s i o n a l  p e o p l e  - c h e m i c a l  a n d  m e c h a n i c a l  

e n g i n e e r s  - a n d  s e v e r a l  staff  m e m b e r s .  O u r  e m p l o y e e s  

m a k e  -- T h e  top p e o p l e  in t.he r e f i n e r y  m a k e  in the 

m a g n i t u d e  of $ 4 0 - 4 5 , 0 0 0  a y e a r  or more, a n d  the lower  

level ones m a k e  $ 1 8 - 2 0 , 0 0 0 ,  and the a v e r a g e  m i g h t  be 

$35,000, so w e ' v e  g o t  r o u g h l y  a m i l l i o n  d o l l a r s  that 

w e ' v e  added. If y o u  use the old c h a m b e r  of c o m m e r c e  

m u l t i p l i e r  o f  f i v e  to one, w e ' v e  a d d e d  $5 m i l l i o n  w o r t h  

of  b e n e f i t  to the c o m m u n i t y  t h r o u g h  the e x p a n s i o n  w e  

ju s t  c o m p l e t e d ,  r o t  w i t h s t a n d i n g  the tax b a s e  that w a s  

c r e a t e d  by a s i x t y - m i l l i o n - d o l l a r  i m p r o v e m e n t  a d d e d  to 

the r e f i n ery. So I p r e s u m e  the c o m m i s s i o n e r  in g o i n g  

t h r o u g h  his e x e r c i s e s  w o u l d  be able to d o c u m e n t  these 

things as f ar as the t r a d e - o f f  is concer n e d ,  b u t  n o t  

w i t h s t a n d i n g  t hose t ra de-offs, t ryi ng to p r o j e c t  the 

f u t u r e  m a r k e t  v a l u e s  on the G u l f  C o a s t  or the East  

C o a s t  or the W e s t  C o a s t  or price F.O.B. V a l d e z  is s o m e­

thing that y o u  s i m p l y  can't do. If y o u  told m e  in 

1979, 1980, a n d  w e  w e r e  a v i c t i m  of our l a c k  of f o r e­

sight, w e  b i d  in the a u c t i o n  on the ANS r o y a l t y  crude  

and w e  got an a w a r d  at a p r e m i u m  of $1.91 a b a r r e l  o v e r  

the i n - v a l u e  price. As it t urned  out a b o u t  the time 

d e l i v e r y  s t a r t e d  a f e w  m o n t h s  later, che m a r k e t  had 

f a l l e n  and we c o u l d  h a v e  b o u g h t  that same oil on he
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spot m a r k e t  for four or five d o l l a r s  a b a r r e l  less, so 

w e  didn't. W e  h a d  a c o n t r a c t  w i t h  the s t a t e  w h i c h  we 

p e r f o r m e d  against, a n d  w e  p a i d  the $1.91 premi u m .  The 

s t a t e  w a s  the b e n e f i c i a r y  in its t r e a s u r y  to that 

extent, but ou r c u s t o m e r s  s u f f e r e d  a p e n a l t y  b e c a u s e  

they c o u l d  h a v e  b e e n  b u y i n g  g a s o l i n e  a n d  d iesel  

* cheaper. B e c a u s e  w e  d i d  n o t  h a v e  the o p p o r t u n i t y  to

b u y  the spot m a r k e t  oil to lower the cost of crude we•J
w e r e  s t u c k  w i t h  the h i g h e r  p r i c e d  oil. Conver s e l y ,  h a d  

y o u  t o l d  me then that t h e r e  w o u l d  h a v e  b e e n  a drop in 

the m a g n i t u d e  of the dr op that's o c c u r r e d  that today 

y o u  c o u l d  buy N o r t h  S l o p e  c r u d e  d e l i v e r e d  to the G u l f  

C o a s t  for t w e n t y - s i x  d o l l a r s  a b a r r e l  I w o u l d  h a v e  told 

y o u  then y o u  w e r e  e q u a l l y  crazy. It's j u s t  a l m o s t  

i m p o s s i b l e  in the k i n d  of w o r l d  that e xists today to 

try to f o r e c a s t  w h a t  it m i g h t  be.

C H A I R M A N  HALFORD: So b a s i c a l l y ,  e v e n  at the w o r s t  case of

W e s t  C o a s t  d i s p l a c e m e n t ,  y o u r  n e t  b e n e f i t  to the state 

i s u b s t a n t i a l l y  e x c e e d s  that w o r s t  case.

MR. JUREN: Yes.
»

C H A I R M A N  HALFORD:  For example, w e ' v e  h a d  an import tariff or

some s t a b i l i z a t i o n  in the w o r l d  m a r k e t  w h i c h  has got to 

h a p p e n  at some point. I d o n ' t  think w e ' d  look at a 

t w e l v e - y e a r  c o n t r a c t  w h e r e  y o u  can a s s u m e  that w e ' r e  

g o i n g  to be in the same k i n d  of s i t u a t i o n  we are now. 

P r o d u c t i o n  has to go d o w n , a n d  p r i c e  haj p r o b a b l y  got

*C0 * 40*,
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to a d j u s t  s o m e w h e r e  a l o n g  t h e  w a y .  A t  t h a t  p o i n t ,  t h e n  

t h e  d i f f e r e n t i a l  b e t w e e n  W e s t  C o a s t  a n d  G u l f  C o a s t  

i s n ' t  g r i n g  to b e  t h e r e  a n d  t h a t  l o s s  i s n ' t  g o i n g  to b e  

t h e r e  - o r  t h a t  p o t e n t i a l  l o s s  i s n ' t  g o i n g  to b e  t h e r e  

- b u t  t h e  b e n e f i t  w h i c h  e x c e e d s  t h e  m a x i m u m  l o s s  is 

g o i n g  to b e  t h e r e  t h r o u g h o u t  t h e  e n t i r e  p e r i o d .

* MR. J U R E N :  Yes. W e  s h a r e  t h a t  f e e l i n g ,  i n c i d e n t a l l y .

^ O b v i o u s l y ,  w e  w o u l d  n o t  b e  e v e n  a t t e m p t i n g  to g e t  a

l o n g - t e r m  s u p p l y  o f  c r u d e  if o u r  a t t i t u d e  w a s  th a t

c r u d e  s u p p l i e s  w o u l d  r e m a i n  a b u n d a n t  a n d  w e a k  f o r e v e r .

In d o i n g  the r e s e a r c h  f o r  o u r  p r o j e c t ,  w e  e n g a g e d  

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

w o r k  f o r  the S t a t e  o f  A l a s k a ,  W a l t e r  L e v y  a n d  C o m p a n y ,  

a n d  a s k e d  h i m  to g i v e  us h i s  p r o j e c t i o n  o f  w o r l d w i d e  

c r u d e  s u p p l y  a n d  d e m a n d  b a l a n c e s .  H i s  c o n c l u s i o n  w a s  

t h a t  t h e r e  w i l l  b e  p e r i o d s  o f  s u r p l u s  a n d  p e r i o d s  of 

s h o r t a g e  b u t  the p e r i o d s  o f  s h o r t a g e  w o u l d  p r o b a b l y  b e  

m o r e  f r e q u e n t  ant! n f  g r e a t e r  a m p l i t u d e  a n d  p r i c e

I m o v e m e n t  t h a n  w o u l d  the p e r i o d s  o f  d e p r e s s i o n  a n d

s u r p l u s ,  a n d  I thir.k t h a t ' s  s o m e w h a t  t h e  c o n v e n t i o n a l

r
w i s d o m  of  the p e o p l e  t h a t  a r e  k n o w l e d g e a b l e  in 

p e t r o l e u m  e c o n o m i c s  a n d  i t ' s  o n  t h a t  b a s i s  t h a t  w e  feel 

i t ' s  c r i t i c a l  th a t  w e  h a v e  a c o n t r a c t  *o ^ u p p o r t  us.

C H A I R M A N  H A L F O R D :  W e ' v e  g o t  a b o u t  t e n  m i n u t e s  l e f t  in the

s e s s i o n .  Does a n y o n e  h a v e  a n y  f u r t h e r  q u e s t i o n s ?  

R e p r e s e n t a t i v e  C o t t e n .
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REP. C O T T E N :  W h y  a r e  y o u  i n  s u c h  a d i f f e r e n t  p o s i t i o n

c o m p a r e d  to D o y o n  w h e n  w e  t a l k  a b o u t  r e t u r n  o i l ?  Y o u  

d o n ' t  s e e m  to b e  v e r y  c o n c e r n e d  a b o u t  it.

M R .  J U R E N :  W e l l ,  I ' m  v e r y  c o n c e r n e d  a b o u t  it. W e  h a v e

t h r o u g h  e i t h e r  f o r e s i g h t  - I l i k e  to t h i n k  i t ' s  t h r o u g h  

a s t u t e  m a n a g e m e n t ,  b u t  i t ' s  p r o b a b l y  m o r e  l u c k  t h a n  

a n y t h i n g  e l s e  - e n t e r e d  i n t o  a c o n t r a c t  w i t h  S a n  D i e g o  

G a s  a n d  E l e c t r i c .

REP. C O T T E N :  Oh, y o u ' v e  a l r e a d y  s o l d  it?

MR. J U R E N :  W e  h a v e  ...

REP. C O T T E N :  Y o u ' v e  a l r e a d y  g o t  a c o n t r a c t ?

MR. J U R E N :  W e  h a v e  b e e n  s e l l i n g  t h e m  s i n c e  1 9 7 2  a n d  w e  h a v e

r e n e w e d  the c o n t r a c t  o n  a b o u t  a t h r e e - y e a r  [ i n d i s c e r n . ]  

p e r i o d .  T h e  c o n t r a c t  t h a t  w e  h a v e  w i l l  e x p i r e  in 1984. 

T h e  f a c t  t h a t  if r e s i d u a l  f u e l  m a r k e t s  do n o t  

s t r e n g t h e n ,  as f o r e c a s t s  n o w  i n d i c a t e  t h e y  w o n ' t ,  w e ' v e  

g o t  the s a m e  t h e y ' v e  go t ,  a n d  o u r  s o l u t i o n  to u h a t  

p r o b l e m  is to c o n v e r t  t h e  r e f i n e r i e s  t h a t  p r o c e s s  th a t  

b o t t o m  o f  t h e  b a r r e l  i n t o  s o m e t h i n g  else. W e  d o n ' t  

h a v e  a c c e s s  to the T r a n s  A l a s k a  P i p e l i n e  to s e r v e  as a 

pi ice to p h y s i c a l l y  p u t  it. A  g u a r a n t e e d  m a r k e t  -- W e  

m a y  n o t  l i k e  t h e  p r i c e  b u t  a t  l e a s t  w e ' v e  g o t  a 

g u a r a n t e e d  m a r k e t .

REP. C O T T E N :  I d i d n ' t  r e a l i z e  y o u  h a d  a c o n t r a c t  v/ith them.

I j u s t  h a v e  o n e  o t h e r  q u e s t i o n .  If y o u  w e r e  to
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p u r c h a s e  f r o m  o n e  o f  the o t h e r  p r o d u c e r s  t o d a y ,  

w o u l d n ' t  y o u  h a v e  to p a y  m o r e  t h a n  t h e  a v e r a g e  w e i g h t e d  

p r i c e ?

J U R E N :  J i m ,  do  y o u  w a n t  to r e s p o n d  to t h a t ?  A s  I

m e n t i o n e d ,  J i m  is p r e s i d e n t  o f  o u r  c r u d e  o i l  c o m p a n y .

S M I T H :  R e p r e s e n t a t i v e  C o t t e n ,  I t h i n k  t h a t  t h a t  a l l

d e p e n d s  o n  w h i c h  d a y  t h a t  y o u  t r i e d  t o  c o v e r  t h a t  

c o n t r a c t .  If t o d a y  w e  w e r e  b u y i n g ,  a n d  it w o u l d  d e p e n d  

o n  the w i l l i n g n e s s  o f  t h e  p r o d u c e r  to s e l l  to u s  o n  a

v e r y  s h o r t - t e r m  or a  l o n g - t e r m  b a s i s ,  w h i c h  t h e  f a c t  of

t h e  m a t t e r  is is n o t  g o i n g  to b e  a v i a b l e  o p p o r t u n i t y ,  

b e c a u s e  t h e y  a r e  n o t  w i l l i n g  to s e l l  t h e  o i l  o n  a 

l o n g - t e r m  b a s i s  ... [ i n d i s c e r n . ;  n o t  a t  m i c r o p h o n e ]  ... 

t w e l v e  y e a r s  ... b u t  w e  in  f a c t  a r e  b u y i n g  t o d a y  s p o t  

c r u d e  o i l  - A N S  c r u d e  o i l  - f r o m  S o h i o  a n d  t h e  p r i c e  

t h a t  w e  p a y  S o h i o  is h i g h e r  t h a n  w h a t  w e  p r o b a b l y  c o u l d  

b u y  it f r o m  e i t h e r  A r c o  o r  E x x o n ,  b u t  t h e y  ... p r i c e

... [ i n d i s c e r n . ]  ... s t a t i o n  on e ;  b u t  t h e y  w e r e n ' t

w i l l i n g  no s e l l  to us a t  t h a t  t i m e ,  s o  I t h i n k  the 

e x h i b i t s  of  the p r i c e  r e l a t i v e  to S o h i o  s h o w  t h a t  t h e y  

a r e  a l w a y s  - in m o s t  e v e r y  c a s e  h a v e  b e e n  - a h i g h e r  

p r i c e d  s e l l e r ,  a h i g h e r  ... P u m p  S t a t i o n  O n e  t h a n  

a n y o n e  e l se, so I s u s p e c t  t h a t  w e ' r e  p a y i n g  a h i g h e r  

p r i c e  t o d a y  to S o h i o  t h a n  w e  w o u l d  p a y  to o n e  o f  the 

o t h e r  s u p p l i e r s .
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REP. C O T T E N :  W h a t  a b o u t  in r e l a t i o n  to t h e  a v e r a g e  w e i g h t e d

p r i c e ?

M R .  S M I T H :  W e l l ,  b y  v i r t u e  o f  t h e i r  h a v i n g  t h e  h i g h e s t  p r i c e

a n d  h a v i n g  t h e  h i g h e s t  v o l u m e  o f  o i l  i n  t h e  a v e r a g e ,  

t h e i r  p r i c e  w o u l d  b e  h i g h e r  t h a n  t h e  w e i g h t e d  a v e r a g e  

p r i c e .

REP. C O T T E N :  T h a n k  you.

C H A I R M A N  H A L F O R D :  If  w e  h a v e n ' t  g o t  a n y  f u r t h e r  q u e s t i o n s ,

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

s e s s i o n s .  W e  t h a n k  y o u  v e r y  m u c h ,  a n d  I h o p e  D N R  w i l l  

b e  g e t t i n g  s o m e  m o r e  i n f o r m a t i o n  b a c k  to us. T h a n k  

you.

[ E n d  of  m e e t i n g . ]
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A L A S K A  R O Y A L T Y  O I L  & G A S  D E V E L O P M E N T  A D V I S O R Y  B O A R D  
M A R C H  25, 1 9 8 2  M E E T I N G
T R A N S C R I P T  - D I S C U S S I O N  O F  T H E  D O Y O N ,  LTD. C O N T R A C T  

( B E G I N N I N G  D I S C U S S I O N  I M M E D I A T E L Y  F O L L O W I N G  I N T R O D U C T I O N  O F  
R E S O L U T I O N  B Y  DR. T R I P L E H O R N )

C O M M I S S I O N E R  K ATZ: MR. C H A I R M A N ?

C H A I R M A N  L Y O N :  YE S ,  C O M M I S S I O N E R  KATZ.

C O M M I S S I O N E R  K A TZ: L E T  M E  S P E A K  A L I T T L E  B I T  O N  T H A T  R E S O L U T I O N .

I D O N ’T D I S A G R E E  W I T H  T H E  C O N C L U S I O N  I N  T H A T  R E S O L U T I O N .  I G U E S S  

M Y  R E A S O N S  W O U L D  B E  A L I T T L E  B I T  D I F F E R E N T .  F R O M  O U R  P O I N T  O F  

V I E W ,  O N E  O F  T H E  V E R Y  M A J O R  P R E M I S E S  T H A T  G O V E R N E D  T H E  N E G O T I A T I O N  

O F  O U R  C O N T R A C T  W I T H  D O Y O N  H A S  C H A N G E D  A N D  I ' V E  H A D  A D I S C U S S I O N  

W I T H  T H E  C H A I R M A N  A B O U T  T H I S  A N D  I W A N T  T O  G E T  IT  O U T  O N  T H E  T A B L E .

F O R  M E  T H E  O N L Y  I S S U E  R E A L L Y  IS T I M I N G .  W H E N  W E  N E G O T I A T E D  T H I S  

C O N T R A C T  D O Y O N  W A S  M O V I N G  F O R W A R D  V E R Y  R A P I D L Y  T O W A R D  T H E  C O N S T R U C T I O N  

O F  A R E F I N E R Y  A N D  A L L  O F  T H E  C O M P O N E N T S  T H A T  W E  S A W  O R  T H A T  V/E 

T H O U G H T  W E R E  N E C E S S A R Y  W E R E  T H E R E .  S I N C E  T H A T  T I M E  V E R Y  S E R I O U S  

Q U E S T I O N S  H A V E  A R I S E N  A B O U T  T H E  F I N A N C I N G  O F  T H E  D O Y O N  P R O P O S A L .

A T  T H E  T I M E  W E  N E G O T I A T E D  T H E  C O N T R A C T  C O N S T R U C T I O N  F I N A N C I N G  W A S  

IN P L A C E .  T H E  E Q U I P M E N T  H A D  B E E N  P U R C H A S E D  A M D  T H E  S I T E  H A D  B E E N

A C Q U I R E D .  IN T H A T  S I T U A T I O N  W E  D I D ' N T  F E E L  T H E  N E E D  F O R  B E N C H M A R K S

O F  T H E  T Y P E  T H A T  E X I S T E D  I N  T H E  A L P E T C O  A R R A N G E M E N T  A M D  H A V E  

A L W A Y S  F E L T  T H A T  T H E  S T A T E  W A S  I N  A D I F F I C U L T  P O S I T I O N  T O  A C C E S S  

R E A L L Y  W E L L  C O M M E R C I A L  B E N C H M A R K S .  B U T  T H E  C O M M I T M E N T  O F  A M A J O R  

A L A S K A N  C O M P A N Y  IN T H E  T H R E E  R E S P E C T S  T H A T  I M E N T I O N E D  W E  F E L T  W A S  

A D E Q U A T E  A S S U R A N C E  B E C A U S E  T H E Y  H A D  A N  E C O N O M I C  S E L F - I N T E R E S T  IN 

P E R C E I V I N G  O V E R  A N D  A B O V E  T H E  G O V E R N M E N T  S O R T  O F  L O O K I N G  O V E R  T H E I R

S H O U L D E R .  I S H O U L D  E M P H A S I Z E  T H A T  IN O U R  J U D G E M E N T  W E ' R E  N O T

C O N F R O N T I N G  A N Y T H I N G  T H A T  A P P R O X I M A T E S  T H E  A L P E T C O  S I T U A T I O N .

T H E  S T A T E  O F  A L A S K A  I S  P R O T E C T E D  A T  T H E  F R O N T  A N D  B A C K  E N D  O F
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EVERY ONE OF T H E S E  CONTRACTS WIT H REALLY ADEQUATE S E C U R I T Y  

I N T E R E S T S .  BUT WHAT DOES CONCERN THE DEPARTMENT OF NATURAL R ESO URCES 

I S  HAVING ANYBODY W ITH A ROYALTY O I L  CONTRACT AND NO REALLY REASONABLE 

P R O S P E C T  OF B E I N G  ABLE TO F U L F I L L  THAT CONTRACT W I T H I N  A S P E C I F I E D  

T IM E F R A M E .  AND THE R E FO R E  THAT WOULD V I O L A T E  ONE OF THE MAJOR 

1 3  OR 1 4  P O L I C I E S  THAT W E ' V E  TALKED TO THE BOARD A B OUT, WHICH I S  

THAT THE S T A T E  SHOULD BE I N  THE B U S I N E S S  OF P R O V I D I N G  ROYALTY O I L  

ONLY TO E N T E R P R I S E S  THAT SEEM TO BE IM MINEN T I N  N A T U R E .  FOR ME THE 

C R U C I A L  I S S U E  HAS BEEN ONE OF T I M I N G ,  AND THE BOARD HAS A D I F F E R E N T  

R E S P O N S I B I L I T Y  THAN I  DO.  H E R E ' S  WHERE THE BOARD MUST S PEA K  AND I

CAN UNDERSTAND THAT EVERY MEMBER OF THE BOARD MAY WANT TO S PEA K

NOW. TH E C O M M IS SI O N E R  OF NATURAL R ESO U R CES FOR B E T T E R  OR WORSE 

MAKES THE T R A N S I T I O N  NOW FROM H I S  E X - O F F I C I O  M EMBERSHIP  ON THE BOARD,

TO P A R T I C I P A T I N G  VERY A C T I V E L Y  I N  TH E L E G I S L A T I V E  P R O C E S S .  AND AS

I  A D V I S E D  DOYON WHEN WE S E N S E D  THAT THE F I N A N C I N G  S I T U A T I O N  HAD

CHANGED, I  F E E L  MORALLY COMPELLED AT SOME P O I N T  I N  TH E L E G I S L A T I V E  

P R O C E S S  AND C E R T A IN L Y  B E FO RE  TH E GOVERNOR TO A P P R A I S E  THE L E G I S L A T U R E  

AND THE GOVERNOR THAT TH E CIR CU M ST A NCE S HAVE CHANGED. SO T H E  ONLY 

I S S U E  FOR ME WAS ONE OF T I M I N G .  I  COULD L E T  THE P R O C E S S  GO A L I T T L E  

FURTH ER  AND S T I L L  COMPLY WITH WHAT I  T H I N K  ARE MY STATUTORY O B L I G A T I O N S  

AND THE ROLE THAT I ' D  L I K E  TO PLAY WITH THE L E G I S L A T U R E .  I  CAN 

UNDERSTAND THAT YOU ARE I N  A D I F F E R E N T  R O L E ,  YOU MUST S PEA K  NOW 

OR I N  E S S E N C E  HOLD YOUR P E A C E .  I  W I L L  SAY ONE OTHER T H I N G ,  ALL 

THAT I S  -  ONLY TO SAY THAT WHILE I  HAVE NO PROBLEM WITH THE 

C O N C L U S I O N ,  I  MIGHT S T A T E  SOME OF TH E F I N D I N G S  A L I T T L E  B I T  

D I F F E R E N T L Y .  ONE OTHER T H I N G  WORTH M E N T I O N I N G ,  WE ARE NOT C E R T A I N  

AND D ID  NOT TRY TO I N D I C A T E  AT ANY P O I N T  I N  TH E JU N C T U R E  THAT TWO
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R E F I N E R I E S  ARE V I A B L E  I N  THE F A IR B A N K S  A R E A .  THEY MIGHT B E .

D E P E N D I N G  ON WHICH MARKETS THEY D E C I D E  TO EXPAND I N T O ,  WHERE THEY 

COMPETE AND I T  SHOULD BE NOTED THAT EVEN NOW THE C O M P E T I T I V E  

MARKETPLACE FOR MAPCO FAR TR ANSCENDS TH E I N T E R I O R .  THERE ARE 

O P P O R T U N I T I E S  TO CREATE MARKETS I N  OTHER P A R T S OF THE ST A T E  SO I  

WOUL DN'T  SAY CA TEG O RIC A LL Y  THAT TWO R E F I N E R I E S  COULD NOT COMPETE 

BUT THE P H I L O S O P H I C A L  STANCE THAT WE BROUGHT TO THE I S S U E ,  J U S T  

SO THAT I T  I S  OUT B EFO RE THE BOARD TO C O N S I D E R ,  I S  THAT PE RH A P S  

T H A T ’ S NONE OF THE GO V ERN MEN T'S  B U S I N E S S .  AS LONG AS THE 

GOVERNMENT I S  PRO TECT ED I N  ALL P H A S E S  OF THE P R O C E S S  THROUGH 

ADEQUATE S E C U R I T Y  I N T E R E S T S  AND E V ER Y TH IN G  E L S E ,  SHOULD WE SECOND 

GUESS THE D E C I S I O N  OF A C A P I T A L I S T  O P E R A T IN G  I N  H I S  OWN S E L F - I N T E R E S T .  

THAT A SECOND R E F I N E R Y  I N  FACT COULD BE V I A B L E  I N  THE FA IR B A N K S  

CONTEXT AND FOR THAT REASON WE CHOSE TO FOCUS OUR A T T E N T IO N  ON THE 

S E C U R I T Y  I N T E R E S T S  AND OTHER A S P E C T S .  T H E  LA S T  T H I N G  I ’ LL  MENTION 

AND D O Y O N 'S  ATTORNEY I S  HERE AND CAN S P E A K  TO T H I S  I S S U E ,  I S  THAT I  

T H I N K  THAT DOYON REASONABLY E X P E C T E D  THAT AT L E A S T  SOME MEMBERS OF 

T H E  BOARD MIGHT HAVE A REAL CONCERN ABOUT I T ' S  CURRENT F I N A N C I N G  

S I T U A T I O N ,  BUT I  F E L T  THAT I F  YOU COULD A R T I C U L A T E  THAT VERY CLEARLY 

I N  YOUR F I N D I N G S  AS PERH PA S  THE P R I N C I P L E  REASON FOR YOUR 

D E C I S I O N ,  THAT THAT MIGHT G I V E  THEM A L I T T L E  B I T  MORE T I M E .  AND 

THEY ARE VERY A C T I V E L Y  ENGAGED NOW I N  T R Y IN G  TO PUT T H E I R  F I N A N C I N G  

BACK T O G E T H E R .  WHETHER THAT W I L L  BE P O S S I B L E  I S  ANYBO DY 'S  GUESS 

AND I S  A L I T T L E  B I T  PRO BLEM ATIC I  T H I N K  AT T H I S  P O I N T ,  BUT AT 

L E A S T  THAT WOULD I D E N T I F Y  FOR TH E L E G I S L A T U R E  YOUR C R I T I C A L  CONCERN 

AND I F  I N  FACT THAT CONCERN WERE MET LATER  I N  TH E PR O C E S S  PERH A P S  

THE CONTRACT COULD GO FORWARD. THAT WORKS, WELL T H E O R E T I C A L L Y
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TH ER E ARE SOME PROBLEMS WITH I T  P A R T IC U L A R L Y  WITH THE BOARD 

BECAUSE YOU D O N ' T  P A R T I C I P A T E  AS A C T I V E L Y  AT SOME SUB SEQUENT  

J U N C T U R E S  OF THE P R O C E S S  A L S O ,  T I M E  I S  T I G H T  R I G H T  NOW AND W E ' R E  

NOT SURE -  HOW DO WE ON A VERY E X P E D I T E D  E A S I S  A S C E R T A I N  WHETHER 

T H E  F I N A N C I N G  I S  THER E OR N O T .  BUT I  J U S T  WANTED TO GET T H E I R  

CONCERN OUT ON THE T A L 3 E ,  BUT MORE IM PORTANTLY TO I N D I C A T E  FROM 

D N R ' S  P O I N T  OF V IE W  THAT THERE I S  NO PROBLEM WIT H THE CO N C LU SIO N  

OF C O M M IS SI O N E R  T R I P L E H O R N ' S  R E S O L U T I O N  AND WE MIGHT QUERY ONLY 

A L I T T L E  B I T  A COUPLE OF THE P R E L I M IN A R Y  F I N D I N G S .

CHAIRMAN LYON:  DON.

T R I P L E H O R N :  COUPLE OF P O I N T S  MR. C O M M IS S I O N E R .  I  MOVED T H I S

I N  PA R T  FOR P U R P O S E S  OF D I S C U S S I O N ,  AND I  WANT TO E XPLORE A 

C OUPLE OF A S P E C T S  OF I T .  BUT I  T H I N K  PERH A PS WE CAN CLEAR SOME OF 

T H I S  UP I N  THE S E N S E  THAT MY MAIN CONCERN I S  ONE OF T I M I N G  AND I F  

I  MAY AMEND MY OWN R E S O L U T I O N ,  I  WOULD L I K E  TO D E L E T E  A & B I N

THAT I  AGREE THAT I T ' S  NONE OF OUR B U S I N E S S  THAT T H I S  JU N C T U R E

AND I ' M  NOT SURE THAT " B "  I S  ACTUALLY TRUE I N  AMY CASE -  THAT THEY 

HAVE NOT MADE ANY A T T E M P T ,  P E R H A P S  THEY HAVE MADE AN AT T E M PT .  

B A S I C A L L Y ,  I  WOULD L I K E  TO FOCUS ON TH E T I M I N G  A S P E C T  AND I

WOULD L I K E  TO D E L E T E  A & B AND SO MOVE.

CHAIRMAN LYON: OKAY.

C O M M I S S I O N E R  W I L L I A M S :  Y O U 'V E  DONE I T .  THER E I S  NO O B J E C T I O N

FROM THE SEC O ND.
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T R I P L E H O R N :  WHO SECONDED I T ?

C O M M I S S I O N E R  W I L L I A M S :  I  D I D  T H A T ’ S WHY T H E R E ’ S NO O B J E C T I O N .

I  HAVE NO O B J E C T I O N  MR. CHAIRMAN.

CHAIRMAN LYON:  SO ORDERED T H E N .  FROM A METHOD S T A N D P O I N T ,  I

T H I N K  ENOUGH MEMBERS OF THE BOARD W I L L  BE HERE I N  JU N EA U  TOMORROW 

I F  WE NEED TO CARRY OVER T H I S  C O N S I D E R A T I O N .  i  D O N ’ T KNOW THAT 

T H A T ' S  N E C E S S A R Y .  I  -  BOTH D R .  T R I P L E H O R N  AND I  ARE H E R E ,  I  

B E L I E V E  C O M M IS SI O N E R  W E B B E R 'S  L E A V IN G  AND C O M M IS SI O N E R  W I L L I A M S  

ARE YOU AROUND?

C O M M IS S I O N E R  W I L L I A M S :  AROUND, BUT NOT N E C E S S A R I L Y  A V A I L A B L E .

CHAIRMAN LYON:  OKAY. I ' M  G U E S S I N G  I T  W O N 'T  BE N E C E S SA RY  BECAUSE

I  T H I N K  WE CAN S PEA K  TO T H I S .  DO YOU HAVE SOMETHING E L S E  TO AMEND 

I N  YOU. . .

T R I P L E H O R N :  I  MERELY WANTED TO E X P L O R E  THAT A S P E C T  I F  I  COUL D.

CHAIRMAN LYON: C E R T A I N L Y .

T R I P L E H O R N :  I F  I  COULD *SK THE C O M M I S S I O N E R .  I N  A WAY I ' L L  ARGUE

A G A I N S T  MY OWN R E S O L U T I O N  BUT WOULD WE DO ANY HARM TO D O Y O N 'S  P R O J E C T  

BY T U R N IN G  THAT CONTRACT DOWN OR WE COULD ANSWER THAT E I T H E R  WAY.

WHAT WOULD BE THE I M P L I C A T I O N S  OF A P P R O V IN G  THAT CONTRACT AND I F
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THEY L E T ' S  S A Y ,  I S  THER E A CHANCE OF THEM M E E T IN G  TH E D E A D L IN E  I N

HERE I S  I  T H I N K  I T  I S  DECEMBER 1 ,  I S  THAT CO R REC T?  I S  THERE ANY

CHANCE AT ALL  THAT THEY COULD BE I N  A P O S I T I O N  TO TAKE THE O I L  

DECEMBER 1 .

C O M M I S S I O N E R  KA T Z :  I  T H I N K  THAT THER E - I ' L L  TRY AMD ANSWER BOTH

S I D E S  OF YOUR Q U E S T I O N .  I  T H I N K  THAT THER E ALE TV/O N E G A T IV E  A S P E C T S  

OF ACTUALLY A P P R O V IN G  A CONTRACT.  ONE I S  THAT I N  A S E N S E  THAT 

WOULD BE U N F A I R  TO OTHER P E O P L E  THAT WERE INVOL VED I N  THE

S O L I C I T A T I O N  BECAUSE WF, S A I D  TO THEM YOUR P R O J E C T  HAD TO BE

IM M IN E N T  AND THAT YOU HAD TO BE ABLE TO PROVE TO US THAT THER E 

WAS A REALLY GREAT L I K E L I H O O D  THAT I T  WOULD MOVE FORV/ARD. FOR 

E X A M P L E ,  T ESORO HAD SOME E X P A N S I O N  P LA N S THAT I  T H I N K  WOULD BE VERY 

MUCH I N  THE S T A T E ' S  B E S T  I N T E R E S T  BUT T H E Y ' R E  S T I L L  I N  THE A C T I V E  

C O N S I D E R A T I O N  P H A S E  AND WE W EREN’ T W I L L I N G  TO COMMIT TH E S T A T E ' S  

O I L  NOW. C E R T A I N L Y  I  T H I N K  I T  MIGH T BE I N  THE S T A T E ' S  B E S T  I N T E R E S T  

L A T E R .  S I M I L A R L Y  THER E WERE A COUPLE  OF P R O J E C T S  P R E S E N T E D  I  T H I N K  

VERY P R O M I S I N G  CONCEPTUAL PLANS FOR THE USE OF S T A T E  ROYALTY O I L ,

BUT THEY W E R E N ' T  THER E YET -  ADMITTEDLY A L I T T L E  FU R T H E R  AWAY 

THAN DOYON MIGHT HAVE B E E N .  ANOTHER N E G A T IV E  A S P E C T  I S  I F  THER E 

I S  NO REAS ONAB LE  L I K E L I H O O D  THAT THE DOYON PR O PO S A L  W I L L  GO FORWAT'B 

WE ARE COMMITTIN G THE S T A T E  ROYALTY O I L  FOR A P E R I O D  OF T I M E .  A 

CLOUD ON T I T L E .  NOW I  D O N ’ T AT T H I S  MOMENT F O R E S E E  ANY GREAT 

I I K E L I H O O D  THAT THAT P A R T I C U L A R  O I L  COULD BE WELL U T I L I Z E D  FOR 

ANYTHING E L S E  I N  FA C T  AS W E ' V E  D I S C O V E R E D  GOING THROUGH A 

S O L I C I T A T I O N  I S  VERY ARDUOUS AND T I M E  CONSUMING BUT N E V E R T H E L E S S  

THAT DOES E X I S T .  ON THE P L U S  S I D E  TO TRY AND RESPON D FULLY TO
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YOUR Q U E S T I O N ,  DOYON I S  VERY A C T I V E L Y  ENGAGED NOW I N  T R Y I N G  TO GET 

F I N A N C I N G  AND AV GROSS CAN S P E A K  TO T H A T ,  I  KNOW THAT T H E Y ' R E  I N  

TOUCH WITH ALOT OF P E O P L E  I N  AN E F F O R T  TO PUT I T  TOGE TH ER  I  T H I N K  

THAT THEY F E E L  THAT THEY W I L L  E I T H E R  SUCCEED OR F A I L  ON TH E NEXT 

TWO OR THREE WEEKS AND I  DO B E L I E V E  THAT I F  THEY WERE S U C C E S S F U L  

I N  P U T T I N G  I T  TOGETHER AND B E I N G  ABLE TO PROVE TO TH E DEPARTMENT 

AND THE L E G I S L A T U R E  THAT THEY HAD I N  FA C T S U C C E S S F U L L Y  PUT T H E I R  

F I N A N C I N G  TOGETHER THAT I T  WOULD BE I N  THE S T A T E ' S  B E S T  I N T E R E S T  

TO S E E  THE CONSTR UCTION OF A NEW COMPET ING R E F I N E R Y  I N  I N T E R I O R  

ALASKA NO MATTER WHETHER AT SOME SUBSEQUE NT J U N C T U R E  ONLY ONE 

MIGHT U LTIM ATELY E X I S T .  I  SHOULD MENTION ONE L A S T  T H I N G ,  ONE 

T H I N G  THAT G I V E S  US A L I T T L E  B I T  OF TROUBLE ON TH E N E G A T I V E  S I D E  

I S  THAT WE F E L T  FOR VERY GOOD REASON AND I  KNOW THAT AT L E A S T  ONE 

MEMBER OF THE BOARD WAS A L I T T L E  B I T  CONCERNED ABOUT T H I S  P O L I C Y  

THAT WE WOULD SUSPE ND THE O P T I O N  F E E  P O L I C Y  FOR A P E R I O D  OF FOUR 

YEARS WHICH I S  ROUGHLY THE T I M E  THAT MAPCO HAS HAD T I M E  TO P E N E T R A T E  

TH E  MARKET.  I  F E L T  VERY COMFORTABLE ABOUT THAT P O L I C Y  I N  AN E F F O R T  

TO F O S T E R  THE ENTRY OF A NEW R E F I N E R Y .  I  F E E L  L E S S  CCMFORTABLE 

ABOUT I m I N  THE CIRCUM STANCE WHERE THER E I S N ' T  I M M IN E N T  P R O G R E S S  

TOWARD THE C 0 N CT R U C T 1 0 N  OF THAT R E F I N E R Y .

T R I P L E H O R N :  I  C A N ' T  S P E A K  FOR  TH E OTHER MEMBERS OF T H E  BOARD,

BUT PERSONALLY AND I  T H I N K  MOST P E O P L E  WOULD AGREE WITH THAT WE 

WANT TO ENCOURAGE THE C O M P L E T IO N  OF THE R E F I N E R Y  AND WOULD L I K E  

TO S E E  THAT AND I  HOPE THAT I N  NO WAY A N E G A T IV E  I N D I C A T I O N  HERE 

WOULD BE CONSTRUED \ S  B E I N G  ANY K IN D  OF N E G A T IV E  F E E L I N G  ABOUT THAT 

P R O J E C T .  THii  MAIN CONCERN I S  ONE OF T I M I N G  AND I F  I T  CAN BE DONE
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L A TER  THE T H IN G  THAT DOES BOTHER ME I S  THE I D E A ,  I  T H I N K  YOU 

E X P R E S S E D  I T  WELL ,  OF AN"BODY HOLD ING ANY KIND OF A CONTRACT FOR

ROYALTY O I L .  . . I ' M  H O P IN G  THAT I F  T H E Y ' R E  READY TO C-0 WITH T H I S

L E T ' S  SAY NEXT YEAR THAT I N  A VERY T I M E L Y  MANNER WE COULD R E - E X E C U T E  

. . . ARGUING THE OTHER S I D E  MOM EN TA RILY,  WOULD TH ER E BE MUCH VALUE 

L E T ' S  SAY AS A P O S I T I V E  I N D I C A T I O N  TO DOYON TO C-0 AHEAD AND APPROVE

T H I S ,  SAY I T  DOES P U T  A CLOUD ON SOME O I L  BUT YOU COULD SAY

R E A L I S T I C A L L Y  W E ' R E  PROBABLY NOT GOING TO DO ANYTHING WITH THAT 

ANYHOW. WOULD TH ER E BE MUCH VALUE TO THAT OR W I L L  I T  BE CONSTRUED 

AS A N E G A T IV E  I N D I C A T O R  I F  WE TURN I T  DOWN?

C O M M IS S IO N E R  KA T Z :  THER E I S  NO Q U E S T I O N  T H I S  DEA LS AS S C I E N T I F I C

AND I M P E R I C A L  AS BANKERS AND EVERYBODY E L S E  T R I E S  TO B E ,  THERE 

I S  A PSY CH O L O G IC A L  VALUE ON E I T H E R  S I D E .  I F  YOU WERE 70 APPROVE 

T H E  CONTRACT I  T H I N K  THAT WOULD BE OF B E N E F I T  TO DOYON I T  WOULD 

BE A PSY CH O L O G IC A L  B E N E F I T  AND PROBABLY A S U B S T A N T I V E  B E N E F I T  TO O .

WE HAVE T R I E D  TO FOLLOW TH E P O L I C Y  NOT P E R M I T T I N G  P E O P L E  TO OBTAIN  

S T A T E  ROYALTY O I L  F I R S T  AND THEN SORT OF USIN G  THAT AS A V E H I C L E  

OR A LEVERAGE TO F I N A N C E  T H E I R  P R O J E C T  BUT YOU KNOW A CONTRAVENING 

S I T U A T I O N  I S  I F  W E ' R E  CORRECT I T  WOULD REALLY BE OF VALUE TO THE 

I N T E R I O R  AND P O S S I B L Y  TO THE R E S T  OF THE STATE  B ECAUSE OF THE WAY THAT 

C O M P E T I T I O N  EMANATES WROM EACH F I X E D  SOURCE l'N ALASKA THEN MAYBE 

I T ' S  WORTH THAT ABROGATION OF THE P O b l C Y  I N  C O N S I D E R A T I O N  OF 

ANOTHER VERY IM POR TA NT P O L I C Y  WHICH I S  TO PROMOTE C O M P E T I T I O N  TO 

T H E  MAXIMUM EXTEN T P O S S I B L E .  I  T H I N K  TOO THAT I T  WOULD HAVE A 

N E G A T I V E  E F F E C T  ON D O Y O N 'S  C H A N C E S ,  I F  TO RESPOND F ' T . L Y  TO YOUR 

Q U E S T I O N ,  I F  I N  FACT TH E BOARD WERE TO D I S A P P R O V E  I T  NOT THAT
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T H A T ’ S D E T E R M I N A T I V E ,  AGAIN EVEN THOUGH YOU MIGHT VERY CAREFULLY 

C O N F IN E  THE REASONS FOR YOUR D I S A P P R O V A L  AND CENTER ON THE 

F I N A N C I N G  M AT TE R,  THERE I S  NO Q U E S T I O N  THAT THE BANKING COMMUNITY 

WOULD REACT I  T H I N K  MORE -  WOULD REACT TO THE PSYCHOLOGY AS WELL 

AS TO THE I M P E R I O U S I S M  OF THAT P A R T IC U L A R  D E C I S I O N .

CHAIRMAN LYON: I  T H I N K  THE D I F F I C U L T Y  COM M IS SIONER K A T Z ,  AT T H I S

JU N C T U R E  I F  YOU WERE TO MOVE AWAY FROM THE POSTU RE Y O U ’ VE HELD 

THROUGH THE N E G O T I A T I O N S  WITH THE OTHER 2 1  A P P L I C A N T S  THAT W E ' D  

HAVE K IN D  OF A LEGAL PROBLEM BECAUSE Y O U 'D  S A I D  TO EACH OF THEM I  

T H I N K  ALL THE WAY ALONG NOW WE WANT COMMITTED O F FE RO RS ONLY AND 

NOW YOU SAY WELL WAIT A MINUTE T H A T ' S  MOT Q U I T E  TRUE AND I F  I  

HAD BEEN A D I S A P P O I N T E D  A P P L I C A N T  I  T H I N K  I ' D  COME BACK TO YOU 

AND SAY NOW WAIT A MINUTE L E T ' S  LOOK AT T H I S  T HING A G A I N .  Y O U ' R E  

W I L L I N G  TO S E E  TO DOYON ON T H I S  B A S I S  THEM I ’ D L I K E  TO BUY ON THE 

SAME B A S I S .  T H A T ' S  I  T H I N K  WHAT TR OUBLE S ME I  D O N ' T  L I K E  TO HAVE 

TO BE I N  A P O S I T I O N  OF DOING SOMETHING WHICH MAY BE U S E L E S S .  I  

T H I N K  THAT THE BOARD HAS BE .N PRET TY S T E A D F A S T  AMD TH E DEPARTMENT 

HAS BEEN PRETTY S T E A D F A S T  I N  T R Y I N G  TO P R O V ID E  M A T E R IA L  FOR BONA 

F I D E  I N - S T A T E  U S E R S .  I T ' S  NOT ALWAYS S U C C E S S F U L  BECAUSE YOU C A N ' T  

ALWAYS MAKE THE DEAL BUT I N  T H I S  CASE YOU D O N ' T  KNOW THAT T H ER E 

1 3  O N E .

C O M M IS S I O N E R  KA T Z :  AS A FORMER LAWYER I  MIGHT F I N D  ENOUGH P O I N T S

OF D I S T I N C T I O N .  BUT C E R T A IN L Y  I  AGREE WITH THE TH RUST OF EVER YT HING 

THAT YOU S A I D  AND I T  HAS BEEN AN ADAMANT P O L I C Y  OF DNR AND YOU.

P R I O R  E X P E R I E N C E  W E ' V E  HAD TO OB SERV E THAT WE ( T A P E  RUNS OUT)
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I  DO. T H I N K  THAT AS C O M M IS S IO N E R  T R I P L E H O R N  I N D I C A T E D  ONE OF OUR 

OTHER P O L I C I E S  NO MATTER WHAT THE BOARD D E C I D E S  W I L L  I N U L E  TO 

DOYON’ S B E N E F I T  AND THAT I S  WE W I L L  R E T A I N  A S I G N I F I C A N T  AMOUNT 

OF UNCOMMITTED O I L  AND FROM OUR P O I N T  OF V IE W  THE ONE REAL G L I C H E  

WHICH D I D  NOT E X I S T  B E F O R E  BUT E X I S T S  NOW I S  THE F I N A N C I N G  A S P E C T  

AND E V E R Y T H IN G  E L S E  B E I N G  EQUAL I F  WE WERE S U C C E S S F U L  I N  

N E G O T I A T I N G  THE SAME SO R T OF CONTRACT I N  THE FUTU RE AND THE 

F I N A N C I N G  HAD BEEN RESO LVED I  T H I N K  I T  WOULD BE I N  T H E  S T A T E ' S  

I N T E R E S T  -  B E S T  I N T E R E S T  TO ENTE R I N T O  A NEW CONTR ACT.  I F  W E ' R E  

R I G H T  I N  THE M E R I T S  OF THAT C O NCLUSIO N THEN ANY SUBSEQUENT  

L E G I S L A T U R E ,  GOVERNOR, C O M M IS S IO N E R  WOULD HOPEF ULL Y COME TO THE 

SAME C O N C L U S IO N .

CHAIRMAN LYON: W E ' R E  T A L K IN G  ABOUT AN E N T E R P R I S E  WHICH WOULD

CONSUME L E T ' S  SAY ON TH E ORDER OF A M I L L I O N  DOLLARS A DAY WORTH 

OF CRUDE O I L  -  N O M IN A L L Y .  THAT B E I N G  T H E  C A S E ,  I  WOULD T H I N K  EACH 

O F  US WHO P A R T I C I P A T E D  I N  T H I S  COULD E A S I L Y  J U S T I F Y  A S K IN G  THE 

GOVERNOR TO REQ U EST A S P E C I A L  S E S S I O N .  T H I S  I S  A MAJOR T H I N G .

I T  I S  I F  -  I  COULD BE UNPOPULAR I N  MY HOME TOWN, BUT I F  SAY BY 

J U L Y  T H E I R  S I T U A T I O N  HAS CHANGED I  D O N ' T  HAVE ANY D IS C O M F O R T ,

W E ' V E  ALWAYS AS A BOARD T R I E D  TO WORK OUR D O IN G S AROUND THE 

L E G I S L A T I V E  S E S S I O N  NOW I  D O N ' T  T H I N K  T H A T ' S  REALLY N E C E S SA R Y .

I T ' S  MORE C O NVEN IE NT BUT I T ' S  C E R T A IN L Y  NOT -  I F  WE HAVE SOMETHING 

T HAT I S  CENTRAL TO TH E S U C C E S S  OF T H I S  P A R T I C U L A R  E N T E R P R I S E  I  

T H I N K  EACH OF US COULD J U S T I F Y  TA K IN G  THAT A PPROA CH .

T R I P L E H O R N :  I T  MAKES I T  A TOUGH ONE TH E WAY -  I F  WE SHOULD PERHAPS

HAVE A N E G A T IV E  RECOMMENDATION I N  T H I S  CASE I  HOPE THAT THE
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C O M M IS SI O N E R  WOULD A C T IV E L Y  PUR SUE A CONTRACT W ITH DOYON AT WHICH 

T I M E  THEY WOULD BE READY TO GO FORWARD AND I ' L L  B R I N G  UP SOMET HING I  

D O N ' T  KNOW I F  YOU REMEMBER I S  I N  THERE AND THE RE ARE WORDS I N  THE 

L E G I S L A T I O N  THAT SAY THAT THE BOARD CAN D I R E C T  THE C O M M I S S I O N E R .  

W E ' V E  NEVER T E S T E D  THAT WATER YET TO S E E  'WHAT WOULD HAPPEN  I F  WE 

D I R E C T E D  YOU TO DO SOMETHING AND YOU D E C I D E D  YOU D I D N ' T  WANT TO 

DO I T .  BUT AT ANY RATE S P E A K I N G  FOR MYSELF I F  YOU D I D N ' T  WE 

WOULD URGE YOU TO DO T H A T .

C O M M IS S I O N E R  K A T Z :  I  WOULD DO I T .

CO M M IS SI O N E R  WEBBER: MR. CHAIRMAN.

CHAIRMAN LYON: COM M IS SIO N ER  WEBBER.

CO M M IS SI O N E R  WEBBER: CO M M IS SIO N E R  I N  TH E F A I L U R E  TO HAVE

F I N A N C I A L  C A P A B I L I T Y  HOW I S  THAT O U T L I N E D ?

C O M M IS SI O N E R  K A T Z :  WELL I  D O N ' T  WANT TO SAY MORE THAN I  -  I ' V E

LEARNED SOME OF T H I S  I N  A C O N F I D E N T I A L  R E L A T I O N S H I P  SO I ' M  GOING 

TO SAY I T  A L I T T L E  B I T  AND HOPE I F  AV GROSS T H I N K S  I T ’ S A P P R O P R I A T E  

HE MIGHT E L A B O R A T E .  I T  M A N I F E S T S  I T S E L F  I N  THAT CO N STRU CTIO N  

F I N A N C I N G  WHICH WAS CLEARLY COMMITTED AT THE T I M E  OUR CONTRACT 

WAS N E G O T I A T E D ,  NO LONGER E X I S T S  AND AT THE T I M E  THE CONTRACT 

WAS N EG O T IA T E D  WE WERE P R I V Y  TO THE D E T A I L S  OF THOSE F I N A N C I A L  

COMMITMENTS AND F E L T  COMFORTABLE WITH THEM FOR A NUMBER OF REAS ONS
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AP PARE NTLY THOSE COMMITMENTS HAVE L A P S E D  S I N C E  TH E T I M E  OP THE 

N E G O T I A T I O N  OF OUR CONT RAC T.  WE HAD NO N O T I C E  AT TH E T I M E  OR 

P O S S I B I L I T Y  OF N O T I C E  I N  MY JUDGEMENT THAT THAT COULD OCCUR.

CHAIRMAN LYON: DO ANY OP THE OTHER MEMBERS HAVE Q U E S T I O N S  OP THE 

C O M M I S S I O N E R ?  WOULD YOU L I K E  T O .  . . S U R E .  AV G R O S S .

AVRUM G R O S S :  DO YOU WANT ME TO COME DOWN T H E R E ?

CHAIRMAN LYON: Y E S ,  I T ' S  A L I T T L E  E A S I E R  TO HAVE YOU ON THE

R ECORD .

AVRUM G R O S S :  I ' L L  J U S T  SAY A B R I E ?  WORD ABOUT T H I S ,  J O H N ' S  G IV E N

A VERY ACCURATE A SS E SS M E N T  I  T H I N K ,  W E ' V E  T R I E D  ALL  THROUGH T H E S E  

N E G O T I A T I O N S  TO KEEP TH E DEPARTMENT OP NATURAL R E SO U R C E S  CLO SEL Y 

INFORMED AND I  T H I N K ,  I  HOPE J O H N  AND G EO FF AND BOB F E E L  THAT 

W E ' V E  DONE AN ADEQUATE J O B  I N  T E L L I N G  THEM EXACTLY WHAT OUR PROBLEMS 

WERE WHEN THEY HAPPENED AND T R Y I N G  TO BE AS OPEN ABOUT I T  AS WE 

COULD.  I N  E S S E N C E  I T  B O I L S  DOWN TO T H I S .  THAT T H E R E  WAS 

F I N A N C I N G  I N  PL ACE FOR TH E C O N S T R d C T I O N  OF THE R E F I N E R Y ,  THE 

F I N A N C I N G  I S  MO LONGER I N  P L A C E ,  F I R M L Y .  THAT HAS TO DO WITH 

ALOT OF T H I N G S ,  SOME I N T E R N A L  DOYON MATTERS OF WHICH I  REALLY 

H E S I T A T E  TO PUT ON THE RECORD FRANKLY AND SECOND OF A L L  THAT 

DOYON S H I F T E D  I T S  E M P H A S I S  MIDSTREAM TO HOPEF ULL Y N E G O T I A T E  AND 

P I C K - U P  THE MAPCO R E F I N E R Y  I N  F A I R B A N K S .  THER E WERE E X T E N S I V E  

N E G O T I A T I O N S  ON T H A T .  THEY F E L L  THROUGH AT THE L A S T  MOMENT FOR 

A NUMBER OF REASONS AND NOW WE ARE I N  THE. P R O C E S S  OF T R Y IN G  TO PUT
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BACK TO GE THER THE F I N A N C I N G  K ?  . THE O R I G I N A L  R E F I N E R Y .  NOW T H A T ’ S 

BECOME A L I T T L E  B I T  D I F F I C L u T  -  MORE D I F F I C U L T  THAN O R I G I N A L L Y  

B ECAUSE ONE OF TH E MAJOR PROBLEMS I N  N E G O T I A T I N G  T H I S  I S  TO DO 

W ITH  THE RETURN O I L  AS YOU PROBABLY KNOW, AND THE CHEVRON CONTRACT 

H O P E F U L L Y  WAS GOING TO COME B E FO RE  THE BOARD WOULD HAVE D I S P O S E D  

O F  THAT PROBLEM F O R  U S .  I T  D I D N ' T .  THROUGH NO FAULT  OF A NY BO DY'S  

BUT I T  D I D N ’ T  AND NOW WE HAVE TO N E G O T I A T E  A D I S P O S I T I O N  OF THE 

RETURN O I L .  SO NOW I T ' S  NOT ONLY G E T T I N G  THE F I N A N C I N G  FOR THE 

O R I G I N A L  P R O J E C T  BACK I N  PLACE BUT ALSO F I R S T  OF ALL F I G U R I N G  OUT 

WHAT TO DO WITH TH E RETURN O I L  WHICH F O R  -  I S  BECOMING C R I T I C A L .

I  WANT TO T E L L  YOU THOUGH THAT T H I S  I S  NOT MERELY A C O N C E P T .  YOU 

USED THE T E R M ,  I  REMEMBER WHEN I  HEARD -  DOYON HAS A S U B S T A N T IA L  

AMOUNT OF I T S  OWN MONEY ALREADY I N T O  T H I S  P R O J E C T  -  TH E LAND 

A C Q U I S I T I O N ,  THE E N G I N E E R I N G ,  . H E  A C Q U I S I T I O N  OF E Q U I P M E N T .  . . .

CHAIRMAN L YON :  I F  I  I M P L I E D  T H A T ,  I  C E R T A I N L Y  D I D N ' T  MEAN TO

IM P L Y  T H A T .  I  KNOW YOU ACTUALLY A C Q U IRE D  E Q U IPM EN T AND GROUND 

AND OTHER T H I N G S  AS WEL L.

AVRUM G R O S S : T H I S  I S  A P R O J E C T ,  T H I S  I S  A REAL P R O J E C T  WHICH I S

SO RT OF HALTED ALONG THE WAY BEC AUSE OF THE F I N A N C I N G  S I T U A T I O N  

BUT N O N E T H E L E SS I S  NOT S I M P L Y  T R Y IN G  TO GET THE O I L  OUT AND 

S P E C U L A T E  WITH I T  T H I S  I S  A REAL P R O J E C T .  YOU HAVE A D I F F I C U L T  

PRO BLEM , AND I  UNDERSTAND I T  AND I ' V E  TALKED I T  OVER WITH JOHN 

AT SOME L I N G T H  AND I  ONLY W I SH  TO P O I N T  OUT A COUPLE OF T H I N G S .

WE ARE I N  A C R I T I C A L  STAGE UP N E G O T I A T I O N S .  T I M  WA LLIS  FOR DOYON
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HAS BEEN M EETIN G  WITH P E O P L E  CONTINUOUSLY FOR THE LA S T  COUPLE OF 

W EEK S.  H E ’ S MEE TING WITH INV ESTM EN T BANKERS I N  F A I R B A N K S  ON 

MONDAY. HE WAS MEETING WITH P E O P L E  ON THE RETURN O I L  PROBLEM 

DOWN I N  S E A T T L E  Y E S T E R D A Y .  THERE ARE ALOT OF T H I N G S  GOING ON I N  

TH E DOYON CONTRACT R I G H T  NOW AND I  T H I N K  THE P O I N T S  Y O U 'V E  R A I S E D  

ARE EXTREMELY V A L I D .  JOHN & I  D I S C U S S E D  THE P O S S I B I L I T Y  OF -  

THE BOARD HAS TO DEAL WITH THE CONTRACT R I G H T  NOW I N  TERMS OF I S  

I T  A GOOD CONTRACT OR I S  I T  A BAD CONTRACT AND T H I S  I S  THE ONLY 

T I M E  Y O U ’ RE GOING TO BE D EA L IN G  WITH I T .  YOU W O N 'T  BE ABLE TO 

FOLLOW I T  DOWN THE L I N E  I N  E S S E N C E  TO S E E  WHAT H A PPE N S WITH THE 

F I N A N C I N G  AND I  UNDERSTAND THAT AT THE SAME T I M E  I T  WOULD H E L P  

US A GREAT DEAL I N  RATHER C R I T I C A L  E G O T I A T I O N S  THAT ARE GO ING ON 

I F  YOU C O U ID  APPROVE. THE CONTRACT Y W  E S S E N C E  Y O U ' R E  MAKING A 

RECOMMENDATION TO THE L E G I S L A T U R E  AND SAY THAT -  HOWEVER YOU 

PHRASE I T ,  THAT THE CONTRACT I S  A GOOD ONE FROM THE S T A T E ’ S 

S T A N D P O I N T  ASSUMING THAT YOU HAVE A R E F I N E R Y  WHICH CAM USE I T  AND 

YOUR RECOMMENDATION I S  BASED ON THE A SSU M PTIO N  THAT THER E I S  G u I N G  

TO BE AN O PE R A T IN G  R E F I N E R Y ,  WHICH THE L E G I S L A T U R E  W I L L  BE R E V I E W I N G  

I T S E L F  P R I O R  TO I T S  ADJOURNMENT. NOW I F  THE L E G I S L A T U R E  DOES NOT 

ACT ON T H I S  THEN T H E R E ' S  NOT GOING TO BE A CONTRACT,  SO I F ,  I T  

SEEMS TO ME THAT I F  YOU S A Y ,  Y E S ,  WE APPROVE THE CONTRACT BUT I N  

TERMS OF T Y I N G  UP T H I S  O I L  WE D O N ' T  WANT TO S U G G E ST  THAT I T  BE 

T I E D  UP I F  THERE I S  NO R E F I N E R Y  TO USE I T  AND WE T H E R E F O R E ,  URGE 

THE L E G I S L A T U R E  WHEN I T  REVIEW S THE CONTRACT TO R EV IE W  WHETHER OR 

NOT THER E I S  F I N A N C I N G  I N  PLACE FOR THE R E F I N E R Y  TO GO AHEAD AND 

I F  THERE I S  NO F IN A N C I N G  I N  PLAC E I F  I T ' S  J U S T  S I M P L Y  A CONCEPT 

AT THAT STAGE OR A H O P E ,  W IS H F U L  T H I N K I N G ,  THEN D O N ' T  APPROVE I T  AT
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THAT J T A G E . BUT THE CONTRACT I T S E L F  I S  GOOD AMD THE BOARD APPROVES  

I T  UNDER THE A S S U M PT IO N  THAT THER E W I L L  BE F I N A N C I N G ,  THAT WOULD 

BE A VERY P O S I T I V E  S T E P  AS FAR AS DOYON I S  CONCERN BECAUSE WE DO 

HAVE AS I  S A Y ,  T H I N G S  ARE I N  A RATHER C R I T I C A L  S I T U A T I O N  AND I F  

YOU TURN I T  DOWN I  T H I N K  J O H N ' S  COMMENTS ARE WELL TAKEN I T ’ S GOING 

TO BE READ AS A R E P U D I A T I O N  OF THE ARRANGEMENT.

CHAIRMAN LYON: WOULDN’ T I T  BE -  I  HOPE T H I S  I S N ’ T  A G RACEL ES S

T H I N G  TO -  COULDN’ T THE CONTRACT J U S T  BE PUT I N  A S T A T E  OF 

S U S P E N S E  R I G H T  NOW. ONE OF THE PROBLEMS I S  THAT I T ' S  BEFO RE THE 

BOARD -  I  C A N ’ T I N  GOOD C O N S C IE N C E  VOTE FOR I T  EVEN UNDER THOSE 

CIR CU M STA N CE S AV.  T H A T ' S  THE PROBLEM I  HAVE B ECAUSE W E ’ RE TA L K IN G  

ABOUT SOMETHING WHICH W I L L  LEGALLY BE I N  PLACE AMD I T ’ S PROBLEM­

A T I C A L .  ADMITTEDLY AS THE C O M M IS SIO N E R  S A I D  OUR VOTE I S  NOT 

DE TER MINANT I T ' S  ONLY A RECOMMENDATION TO THE L E G I S L A T U R E  AND I  

HAVE A D I F F I C U L T  T I M E  RECOMMENDING T H I S  EVEN THOUGH I  WAS NURTURED 

I N  THE O I L  B U S I N E S S  AND I  HAVE TO B E L I E V E  I N  C O M P E T I T I O N  AND I T ' S  

U S E F U L  TO THE P U B L I C  C E R T A IN L Y  AND PROBABLY U S E F U L  TO THE 

MANUFACTURERS -  I T  KE E P S  THEM ALUT S H A R P E R .  BUT I  HAVE A TOUGH 

T I M E  WITH T H I S  ONE AND TH E OTHER T H I N G  FROM J U S T  S P E A K I N G  -  FROM 

TH E  CONTRACT I T S E L F  I  PE RH A P S  SHOULD GET SOME FEEDB AC K FROM YOU.

TH E FOUR YEAR MORATORIUM I N  THE R E S E R V A T I O N  F E E  REALLY  TR OUBLES ME 

BECAUSE I  T H I N K  COM M IS SIO N ER  KATZ HAS MADS A H O N E S T ,  D I R E C T ,  

STRAIGHTFORWARD E F F O R T  TO KEEP  TH E S T A T E  I N  A P O S I T I O N  OF MARKETPLACE 

N E U T R A L I T Y  AND I  D O N ' T  T H I N K  T H I S  DOES AND THAT BOTH ER S ME. H E R E ’ S 

SOMETHING I N  TO DA Y’ S WORLD T H I S  I S  THE ONLY WAY YOU CAN GET T H I S  

P A R T I C U L A R  S U P P L Y  OF CRUDE AS FAR AS THE DEPARTMENT I S  CONCERNED 

AND YET W E ' R E  SA Y IN G  NOW I T ’ S NOT TRUE I N  T H I S  CASE BECAUSE WE
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D I D N ’ T  HAVE A S I M I L A R  F E E  ON -  FOR EARTH R E S O U R C E S .  WELL EARTH 

RESOUR CES STA RTED  F U N C T IO N IN G  B EFO RE THERE WAS S T A T E  CRUDE O I L  

A V A IL A B L E  TO I T .

AVRUM G R O S S :  WELL I  C A N ' T  -  I  D I D  NOT N E G O T IA T E  TH E MORATORIUM

CLAUSE AND JOHN OF COURSE D I D ,  AND I  ASSUME THEY B E L I E V E D  AS THE 

P E O P L E  FOR DOYON B E L I E V E D ,  I T  WAS I N  THE B E S T  I N T E R E S T  OF BOTH 

T H E  S T A T E  AND DOYON AND THE P R O J E C T  TO DO SO I N  AN E F F O R T  TO 

ENCOURAGE C O M P E T I T I V E  A C T I V I T I E S  I N  THAT AR EA .  BUT I  T H I N K  I  

SHOULD B E S T  L E T  THEM DEFEND T H E I R  TERM.  MY ONLY P O I N T  I S  THAT 

I F  YOU B E L I E V E  THE CONTRACT I S  A GOOD CONTRACT AND I F  YOU D O N ’ T 

B E L I E V E  I T ’ S A GOOD CONTRACT THEN YOU’ LL VOTE A G A IN S T  I T  BUT 

ASSUMING YOU DO T H I N K  I T ’ S A GOOD CONTRACT I T  SEEM S TO ME YOU 

COULD E I T H E R  D I S A P P R O V E  I T  BECAU SE THE F I N A N C I N G  I S  NOT PERMANENT 

NOW OR YOU CAN APPROVE I T  S U B J E C T  TO T H E R E  B E IN G  F I N A N C I N G  I N  PLACE 

AND ALL I ’ M T R Y I N G  TO COMMUNICATE TO YOU I S  I T  WOULD BF A MUCH 

MORE P O S I T I V E  S T E P  I N  THE P R O J E C T ’ S  I N T E R E S T  TO APPROV E I T  S U B J E C T  

TO THE F I N A N C I N G  COMING I N T O  PLAC E WITH THE L E G I S L A T U R E  B E IN G  I N  A 

P O S I T I O N  TO REVIE W T H A T ,  THAN TO D I S A P P R O V E  I T  S U B J E C T  -  WITH THE 

F I N A N C I N G  NOT I N  PLACE THEN L E T  TH E L E G I S L A T U R E  SAY WELL NOW TH E 

F I N A N C I N G  I S  I N  P LA C E MOW WE SHOULD APPROVE I T .  E I T H E R  ONE I T  

SEEM S TO ME DOES THE SAME T H IN G  ASSUMING THAT YOU L I K E  THE CONTRACT 

I N  THE F I R S T  P LA C E AND THE FORMER WOULD BE A MUCH MORE P u o I T I V E  

S T E P  I N  A S S I S T I N G  US TO GO AHEAD AND GET TH E F I N A N C I N G  S O L I D L Y  I N  

PLACE AND I T  I S  T I P P Y  R I G H T  NOW. I  MEAN WE’ RE T R Y I N G  OUR B E S T  AND 

L I T T L E  T H I N G S  DO H E L P  AND HURT.  BUT I N  TERMS OF T H E  R E SE R V A T IO N  

F E E ,  I  S U P P O S E  I  REALLY SHOULD R E F E R  TO J O H N .
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   ,  -------

C O M M IS SIO N E R  WEBBER: MR.  CHAIRMAN. ONE T H I N G  YOU MENTIONED WAS

I P  THERE WAS NO A C T IO N  TAKEN HERE AND F I N A N C I N G  CAME I N  THE BOARD 

THEN WOULD BE ABLE TO TAKE A C T IO N  AND T H I S  T H I N G  COULD S T I L L  GO 

TO THE L E G I S L A T U R E  BUT T H E R E ' S  A T I M I N G  I R 0 3 L E M .  I ’ M “WONDERING I F  

THE SCE N A R IO  WHICH YOU VERY S I L E N T L Y  MENTIONED I S  AT ALL P O S S I B L E .  

I S  I T  P O S S I B L E  TG LOOK AT T H I S  MATTER A G A IN  I F  THE F I N A N C I N G  COMES 

I N T O  PLACE WH ILE THE L E G I S L A T U R E  I S  S T I L L  I N  S E S S I O N .

CHAIRMAN LYON: WHAT I ’ M SA Y IN G  I S  THEY HAVE A VERY D I F F I C U L T  T I M E

WITH ANY Q U E S T IO N  COUCHED I N  'TERMS OF -  WE MUST DEO I D E  3 E F 0 R E  THE 

L E G I S L A T U R E  ADJOURNS BECAUSE A L A S K A 'S  GO ING TO GO ON L E G I S L A T U R E  

I N  S E S S I O N  OR NOT I N  S E S S I O N .  TH E KIN D OF P R O J E C T  Y O U ' R E  T A L K IN G  

ABOUT I S  P R E C I S E L Y  THE REASON THE ROYALTY S TA TU TE WAS ADOPTED BY 

TH E L E G I S L A T U R E .

AVRUM G R O S S :  YOU MAY HAVE A D I F F E R E N T  V IE W  OF T H I S ,  I  PERSONALLY

T H I N K  I T  WOULD BE RATHER D I F F I C U L T  TO GET THE L E G I S L A T U R E  BACK I N  

S P E C I A L  S E S S I O N  PURELY TO APPROVE A CONTRACT OF T H I S  N A T U RE ,  NOW 

YOU MAV HAVE A D I F F E R E N T  AS S E SS M E N T  OF T H A T .

CHAIRMAN LYON:  WELL I  D O N ' T  PRET END TO BE AN E X P E R T  ON TH E

L E G I S L A T U R E .

AVRUM G R O S S :  I  D O N ' T  T H I N K  ANYONE I S .

CHAIRMAN LYON: I ' V E  WATCHFD I T  FOR MORE THAN 2 0  YEARS BUT I ' M

NOT AN E X P E R T .
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C O M M IS SI O N E R  KA T Z :  T H ER E ARE NO E X P E R T S .  BUT I  WOULD SHARE A V ' S

-  TO THE EXTENT THAT TH E GOVERNOR WOULD HAVE TO CALL THAT S P E C I A L  

S E S S I O N  I  T H I N K  I T ' S  VERY Q U E S T IO N A B L E  HE WOULD FOR ONE ROYALTY 

O I L  CONTRACT.

AVRUM G R O S S :  THE ONLY P O I N T  I ' D  REAL LY  L I K E  TO MAKE TO THE BOARD

I S  THAT DOYON HAS A GREAT DEAL OF I T S  OWN FUNDS I N T O  THE r :  ' E C T

AND T H I S  TS  NO S P E C U L A T I V E  T R A N S A C T IO N .  THEY ARE T R Y I N G  VERY HARD 

TO CO N TIN U E WITH T H I S  R E F I N E R Y .  THEY WANT TO DO I T  AND I T ' S  I N  T H E I R  

I N T E R E S T  TO DO I T  I N  EVERY WAY AND I T  SEEMS TO ME SO LONG AS THE 

L E G I S L A T U R E  I S  A V A IL A B L E  I N  THE END TO REV IE W TH E F I N A N C E S  AND 

NEED S FROM THE BOARD A REV IE W  OF THE CONTRACT I T S E L F  I T  I S  

ALWAYS THE CONTROL OVER WHAT Y O U ' R E  CONCERNED ABOUT WHICH I S  SOME­

BODY GOING OUT AND WAVING AROUND A ROYALTY O I L  CONTRACT AND 

S P E C U L A T I N G  WITH I T .  THAT W O N 'T  HAPPEN  I N  T H I S  I N S T A N C E .

T R I P L E H O R N :  WOULD YOU BE R E C E P T I V E  TO AN AMENDMENT CHANGING THE

WORDING ON WHAT WOULD NOW BE -  W E ' V E  E L I M I N A T E D  TH E F I R S T  TWO -  

THE. NEW " B "  WHICH P E R H A P S  I N C O R P A T IN G  WORDING TO TH E E F F E C T  -  THE

WAY I T  STANDS NOW -  WE E L I M I N A T E D  " A "  AND r' B "  SO W E ' R E  DOWN NOW

TO SA Y IN G  I N  T H I S  R E S O L T U IO N  THAT WE RECOMMEND B A S I C A L L Y  D IS A P P R O V A L  

BECAUSE DOYON AD MITS TH E PRO PO SED  P R O J E C T  I S  ON " H O L D "  AND " B "  SAYS 

TH E BOARD B E L I E V E S  THAT WHEN DOYON I S  READY TO PROCEED WITH THAT 

P R O J E C T  THEY SHOULD R EQUEST ROYALTY O I L  I F  I T ' S  S T I L L  I N  T H E I R  

I N T E R E S T .  COULD WE MODIFY THAT L A S T  ONE TO THE BOARD -  TO THE 

E F F E C T  -  YOU HAVE T H I S  R E S E R V A T IO N  ABOUT THE OTHER C L A U S E .  COULD
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WE SAY SOMETHING TO THE E F F E C T  THAT OT H E RW IS E  WE T H I N K  THAT T H I S  

I S  A GOOD CONTRACT AND WHEN THE P R O J E C T  I S  READY TO P R O C E E D .  . .

CHAIRMAN LYON: WELL I  -  OKAY YOU NO LONGER HAVE A SECOND I N  YOUR

P R E S E N C E  -  YOU’ RE GOING TO HAVE TO DO I T  WITH AN AMENDMENT. T H E ,

I  J U S T  HAVE A REAL PROBLEM WITH T H I S  R E S E R V A T I O N  F E E .  MAYBE WE 

SHOULD J U S T  GET THAT ON THE T A B L E  AND D I S C U S S  I T  MORE TO S E E  I F  

MY CONCERN -  I  -  W E ' R E  NOW DOWN TO THE HEART OF T H E  PROBLEM W IT H  

TH E ROYALTY O I L  CONTR ACT.  I ’ M NOT GO IN G TO N E G O T I A T E  I T  EVEN II ' '  

SOMEBODY ASKS ME TO AND YET HERE YOU HAVE A P O I N T  THAT I  L I K E  

TO S E E  I N - S T A T E  F A C I L I T I E S  E S T A B L I S H E D  AND I  T H I N K  T H I S  I S  A VERY 

L O G I C A L  T H I N G  FOR DOYON TO DO -  T H I S  KIN D OF T H I N G .  I ’ M NOT SU R E  

THAT I F  I  WE’ RE DOYON I F  I ’ D WANT TO B U I L D  A R E F I N E R Y  I N  ALASKA 

BUT I  HAVE NEVER D ° N E  A MARKET A N A L Y S I S  ON I T ,  I T  MAY BE A VERY 

SMART PL ACE TO DO I T .  BUT I T  C E R T A IN L Y  MAKES S E N S E  FOR  DOYON TO 

B E I N  THE NATURAL R ESO URCES B U S I N E S S  I N  SOME P L A C E  AND , BUT T H I S  

T H I N G  SCEWS THE T H I N G  I N  I T ’ S NOT I N  T E S O R O ’ S CONTRACT AND YET 

HERE I T  I S  I N  T H I S  ONE AND I  G U ESS THAT PART BO T H E R S ME T O O .

C O M M IS SI O N E R  K A T 7 : I  T H I N K  T H I S  I S  A VERY A P P R O P R I A T E  -  I  KNOW

MR. CHAIRMAN ABOUT YOUR R E S E R V A T I O N S  ABOUT G E T T I N G  I N T O  S P E C I F I C  

WORDS AND TERMS AMD P H R A S E S  I N  TH E CONTRACT BUT T H I S  I S  NOT THAT -  

T H I S  I S  OBVIOUSLY THE CLASH OF SE V E R A L  VERY I M P O R T A N T  P O L I C I E S  A L L  

O F WHICH I N  I S O L A T I O N  WE WOULD ALL  ADHERE TO BUT J U S T  L E T  ME RUN 

THROUGH VERY B R I E F L Y  MAYBE G EO FF W IL L  CHOOSE TO ELABOR AT E TH E 

P R O C E S S  WHICH IN F L U E N C E D  US H E R E .  F I R S T ,  WE HAD A P O L I C Y  VERY 

CLEAR P O L I C Y  THAT P A R I T Y  ON MAJOR ELEM EN TS  OF A CONTRACT E X I S T
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BETWEEN ALL THOSE WE WERE N E G O T I A T I N G  WITH NOW. WE C O U L D N 'T  BE

R E S P O N S I B L E  FOR THE P A S T  -  MAPCO GOT A CONTRACT THAT GOT -  THAT

WE WOULD NOT HAVE N E G O T IA T E D  TODAY BUT T H A T ' S  I R R E L E V A N T .  WE

WANTED TO A C H I E V E  P A R I T Y  AMONG THE P E O P L E  THAT WERE INVOLVED I N

T H I S  S O L I C I T A T I O N .  S ECO NDLY, WE F E L T  VERY STRONGLY THAT THER E WAS

AN O P P O R T U N IT Y  C O ST IN H E R E N T  I N  TH E S T A T E ' S  COMMITMENT OF O I L  AND

THAT P E R H A P S  I N  TH E P A S T  THAT O P P O R T U N IT Y  COST HAD NOT ALWAYS BE E N  :

R E C O G N IZ E D  BUT ONCE WE COMMIT O I L  TO A P R O J E C T  THAT P U T S  A CLOUD

ON I T  THAT REDUCES THE NUMBER OF O P T I O N S  A V A IL A B L E  TO THE S T A T E .

T H I R D ,  T H E R E ' S  A CLEAR P O L I C Y  WE T H I N K  I N  FAVOR OF PROMOTING 

C O M P E T I T I O N  AND NEW ENTRY I N T O  THE MARKET AND AS I  I N D I C A T E D  B E FO RE  

ANOTHER VERY IMPORTANT A S P E C T  TO US WAS NOT A S L A V I S H  ADHERENCE 

TO THE O P P O R T U N I T Y  C O ST  P R I N C I P L E  A F T E R  WE HAD F I N I S H E D  N E G O T I A T I N G  

W I T H  TE SORO AND OTHE RS THE O P T I O N  F E E  WAS NOT AS I T  WAS I N  I T S  

P R I S T I N E  FORM AND I  D O N ' T  F E E L  SORRY FOR T H A T ,  I  T H I N K  WHAT WE 

CAME OUT W ITH  WAS A GOOD A PPROA CH . A L S O ,  I  D I D  NOT PERSONALLY F E E L  

AT L E A S T  THAT THE O P T I O N  F E E  WOULD I N  I T S  F I N A L  FORM REALLY 

J E O P A R D I Z E  E X I S T I N G  P E O P L E  VERY MUCH. I F  AT A L L .  F I N A L L Y ,  I T  I S  

TR UE FOR ONE REASON OR ANOTHER EVEN THOUGH THE CONTRACTS WERE 

FOUGHT AND N E G O T IA T E D  VERY FIR M L Y  AND AMONG VERY COMPETENT P A R T I E S .

AT THE T I M E  I T  I S  TRUE  THAT WHEN TESOR O ENTERED TH E MARKET T H E R E  WAS 

SO MET HIN G THAT AT L E A S T  I N  R E T R O S P E C T  WE P E R C E I V E D  AS A S I G N I F I C A N T  

B E N E F I T .  WHEN MAPCO ENTE RED  THE MARKET S I M I L A R L Y  NOW A FEW YEARS 

L A TER  WITH THE B E N E F I T  OF 2 0 / 2 0  H I N D S I G H T ,  WE S E E  SOME T H I N G S  THAT 

WERE S I G N I F I C A N T  B E N E F I T .  AND WE F E L T  I N  SUMMARY THAT I N  THE CLASH 

OF ALL THOSE P O L I C I E S  WHICH ARE VERY IMPORTANT I N  I S O L A T I O N  THAT 

T H E  P O L I C Y  OF F O S T E R I N G  NEW ENTRY I N  THE I N T E R I O R  FOR ALL THE

2 0
AGO 786073



B E N E F I T S  THAT WE F E L T  M IGHT E X I S T  BOTH THER E AND I N  OTHER PARTS  

OF THE S T A T E  OVER -R OD E P O L I C I E S  THAT WE F E L T  AT L E A S T  I N  T H I S  

CONTEXT WERE L E S S  S I G N I F I C A N T  I N  T H E I R  O P E R A T IO N  I N  TH E R E L A T I O N ­

S H I P  BETWEEN A NEW R E F I N E R Y  AND THE E X I S T I N G  F A C I L I T I E S .

GEO FFREY  HAYNES:  TH E ONLY T H I N G  I ’ D ADD TO THAT I S ,  THE REAL

C O M P L IC A T I O N  WAS THE E X I S T I N G  MAPCO CONTRACT WHICH G I V E N  THE 

CHANGES AND THE CIRCU MSTANCES WE WOULD MOT N E G O T I A T E  TODAY AND 

THEY HAVE NO R E SE R V A T IO N  F E E  SYS TE M AND T H E I R  C O M P E T I T I O N  I N  

TH E FORM OF DOYON D I R E C T L Y  ACROSS THE S T R E E T .  AT A T I M E  WHEN 

BOTH P A R T I E S  WOULD ADMIT THERE WOULD BE VERY C U T -T H R O A T  C O M P E T I T I O N  

AND DOYON WOULD BE PA Y IN G  T H I S  R E S E R V A T IO N  F E E  AND MAPCO COULD 

LOOK ACROSS THE S T R E E T  AND LOOK AT THE R E SE R V A T IO N  F E E  D I V I D E D  

I N T O  THE NUMBER OF BARRELS AND KNOW HOW MUCH TO UNDERCUT THEM.

AND WE F E L T  THAT THER E WAS S U B S T A N T I A L  AMOUNT TO THAT ARGUMENT.

BUT THAT I  WOULD SAY THAT AND TH E TERM I S S U E  W ITH  DOYON WERE THE 

HARDEST P A R T S  OF THE N E G O T I A T I O N S  CONCEPTUALLY BECAUSE YOU HAVE 

T H I S  NEW ENTRANT ENHANCING C O M P E T I T I O N  V ERSU S EXACT P A R I T Y  AND 

P R O T E C T IN G  THE VALUE OF INCUMBANCY. I T ' S  VERY D I F F I C U L T .

CHAIRMAN LYON: BUT G E O F F  THE PROBLEM I S  YOU B I A S  T H E  TKxNG THAT

G I V E S  DOYON THE I N C E N T I V E  TO GET EXACTLY THE NUMBER OF BARRELS 

THAT THEY REALLY F E E L  THEY WANT -  NOTHING I S  TO PREV EN T THEM 

FROM SH OOTING FOR A SMALLER TAR GET U N T I L  SUCH T I M E  AS THEY WANT 

MORE CRUDE O I L .  FROM A P R A C T I C A L  S T A N D P O I N T  ANYBODY I N  THE CRUDE 

O I L  B U S I N E S S  I N  ALASKA I S  GOING TO UNFORTUNATELY LOOK AT THE 

ST A T E  AS THE S U P P L I E R  OF C H O I C E  B / S IC A L L Y  BECAUSE ONLY TH E ST A T E
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W I L L  TALK I N  TERMS OF ANY K IN D  OF L I F E .  NOBODY E L S E  V/ANTS ? ' 0  

COMMIT H I M S E L F  FOR 8 - 1 0 - 1 2  - 2 2  - 2 7  Y E A R S .  SC I T  SEEMS TO 

ME THAT TH E O F FE RO RS OUGHT TO HAVE AN I N C E N T I V E  TO BE AS CORRECT 

AS THEY CAN B E .  GRANTED THAT YOU WANT TO MOVE I N T O  A R I S I N G  

MARKET AS TESORO HAS FOUND O U T .

G EO FFR EY  HAYNE S:  WELL I  GUESS THE ONLY OTHER T H I N G  I ' D  ADD I S

E I T H E R  P A Y IN G  OR NOT PAYIN G THE R E S E R V A T IO N  F E E  AG A IN  I S  SOMETHING 

FROM OUR S T A N D P O I N T  WE D I D  NOT T H I N K  REALLY WOULD E F F E C T  THE 

V I A B I L I T Y  OF A P R O J E C T  I T ' S  REALLY A WAY OF CO V ERIN G  THE 

O P P O R T U N IT Y  C O ST  OF THE O I L  AND A WAY OF D IS C O U R A G I N G  P E O P L E  FROM 

TA K IN G  MORE O I L  ’,T ONE T I M E  THAN THEY REALLY NEED BUT WHEN YOU 

HAVE A S I T U A T I O N  P O T E N T I A L L Y  AS I N T E N S I V E  I N  TH E FORM OF C O M P E T I T I O N  

AS I T  WOULD BE I N  F A I R B A N K S .  UNDER THE C IRCU M STA NCE S I T ' S  

E S P E C I A L L Y  HARD TO J U D G E  R I G H T  AT THE B E G I N N I N G .  FRANKLY I  M IG H T 

ADD MY OWN O P I N I O N  I T ' S ,  I T  PROBABLY GOES BEYOND OUR OWN A B I L I T Y  

TO  ANALYZE G IV E N  THAT W E ' R E  A FOUR PERSON O I L  COMPANY.

CHAIRMAN LYON:  WELL I  MAY BE THE ONLY ONE T H A T ' S  T R O U B L E D ,  I  D O N ' T

KNOW. B O B .

BOB MAYNARD: I  MIGHT ADD TO YOUR CONCERN ABOUT T H E  I N C E N T I V E

TO ACCURATELY TAKE HOW MUCH O I L  YOU N E E D ,  T H E R E  ARE GOOD F A I T H  

TA K IN G  P R O V I S I O N S  THAT DO SPEA K TO T H A T .  I  AGREE T H E Y ' R E  NOT 

T O T A L L Y .  . .

2 2
4G0 7060 75



CHAIRMAN LYON: WHEN Y O U ' R E  I N  A P O S I T I O N  0 ?  TH E O F F E R O R  TO THAT

C L A S S I C  N E G O T I A T I O N  P O S I T I O N  YOU WANT J U S T  AS MUCH AS YOU CAN GET 

FOR  AS L I T T L E  AS YOU LAN PAY FOR I T  AND I  D O N ' T  T H I N K  ANYBODY F E E L S  

BAD ABOUT T H A T .  YES AV.

AVRUM G R O S S :  J U S T  L E T  ME SAY ONE MORE T H I N G  AND I ' L L  GET OUT OF

YOUR H A I R .

CHAIRMAN LYON:  Y O U ' R E  NOT I N  MY H A I R ,  I T ' S  HARDER TO GET I N T O

THAN YOU T H I N K .

AVRUM G R O S S :  I  HOPE YOU UNDERSTAND THAT DOYON I S  L I T E R A L L Y

B RE A K IN G  I T ' S  NECK TO PUT T H I S  T O G E T H E R .  T H I S  I S  NOT A 

S P E C U L A T I V E  D E A L .  T H E Y ' R E  REALLY T R Y IN G  HARD. T H E  TWO T H I N G S  

THAT YOU COULD DO FOR U S ,  ASSUMING THAT YOU DO F I N D  TH E CONTRACT 

A f C E P T A B L E  AND THAT I  S U P P O S E  THE B E S T  WE CAN HOPE I S  THAT YOU 

APPROVE THE CONTRACT S U B J E C T  TO L E G I S L A T I V E  R EV IE W  AS TO THE ST A T U S 

OF F I N A N C I N G  THE T I M E  TH E CONTRACTS COME iE F O R E  T H E  L E G I S L A T U R E .

I F  THE CONTRACT I T S E L F  I S  A L R IG H T  BUT YOUR CONCERNS L I E  I N  TH E 

A B I L I T Y  OF THE COMPANY TO GO AHEAD WITH THE P R O J E C T  I N  THAT THAT 

SHOULD BE THE L E G I S L A T I V E  FOCUS AT WHICH T I M E  THE LEG LATURE DOES 

REV IE W  TH E CONTRACT AND THE SECOND T H I N G  I S  THAT AN I N D I C A T I O N  

H OPEFULLY I N  YOUR F I N A L  ORDER THAT I F  AT THE T I M E  T H E  L E G I S L A T U R E  

DOES C O N S ID E R  TH E CONTRACT F I N A N C I N G  I S  NOT YET I N  PL ACE SO THAT 

YOU WOULD NOT RECOMMEND I T  TO TH E L E G I S L A T U R E  A P P R O V IN G  I T  SOME 

I N D I C A T I O N  THAT I N  TH E FUTURE WHEN AND I F  TH E F I N A N C I N G  DOES COME 

I N  PLACE THEN THE BOARD WOULD FAVOR A S A L E  TO DOYON UNDER S I M I L A R
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TE R M S .  NOV/ THAT I S  SOMETHING THAT AT L E A S T  CAN BE DEALT W I T H  I N  THE 

EVENT THAT V/E CAN PUT T H I S  TOGETHER BY THE T I M E  THE L E G I S L A T U R E  E N D S .  

YOUR APPROVAL WOULD HELP US DO THAT I N  THE EVENT THAT WE P A I L  I N  

THAT I T  V/OULD AT L E A S T  BE SOME I N D I C A T I O N  THAT V/E CAN DEAL WITH 

I N  N E G O T I A T I N G  W IT H  OUR BANKERS I N  THE F U T U R E .  T H O S E  ARE THE TWO 

T H I N G S  THAT WOULD HELP US THE MOST AND I  R E A L I Z E  NOW T H E R E ’ S NO 

R E S O L U T I O N  ON TH E TALB E THAT SAYS THAT AND I T  V/OULD TAKE SOME T I M E  

TO DRAFT O N E .

CHAIRMAN LYON: W E L L ,  WE CAN, ONE OF TH E T H I N G S  WE D I D  T H I S  T I M E

FO R T H I S  M EETIN G V/AS TO PLAN AND I T  M IGHT BE NEC ES SA RY I N  F A C T  TO 

DRAFT OTHER F I N D I N G S  TO IN C LU D E I N  THE R E S O L U T IO N  AND WE CAN 

C E R T A IN L Y  DO THAT I  DON’ T HAVE ANY PERSON AL  PROBLEM WITH T H A T .

I ’ VE E X P R E S S E D  THE PA R T S OF I T  THAT DO CAUSE ME SOME CONCERN AND 

TH E C O M M I S S I O N E R ' S  BEEN VERY CAREFUL AND I  T H I N K  S K I L L E D  DRAWING 

EVERYBODY ALONG AS MUCH AS ALL TH E A P P L I C A N T S  COULD BE DRAWN ALONG 

AND I F  THE R U LES CHANGE PART WAY THROUGH THEN I T ' S  KxUD OF 

D I F F I C U L T .  YES DON.

DONALD WOLD: I  J U S T  V 'D TO ASK ONE T H I N G .  DO YOU REALLY -

DOES THE BOARD REALLY TO P E R H A P S  IN V O LV E I T S E L F  I N  RECOMMENDING

TO THE L E G I S L A T U R E  T h .  ST A T E  L E G I S L A T U R E  BECOME INVOL VED I N

F I N A N C I N G  OF A P R O J E C T  L I K E  DOYON. I  T H I N K  THAT C A L L I N G  THAT TO  THE 

A T T E N T IO N  OF TH E L E G I S L A T U R E  SEEMS THAT T H I S  V/OULD INV OLVE THEM 

IN T O  THE P R O C E S S  FOR DOYON. . . MORE T R O U B L E .

AVRUM G R O S S :  N O ,  NO I  D O N ' T  MEAN THAT DON. WHAT I  MEANT WAS THAT
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I F  THE BOARD F I N D S  THE CONTRACT D E S I R A B L E  BUT WHAT I T  D O E S N ' T  WANT 

I S  TO APPROV E THE CONTRACT TO HAVE WITH B A S I C A L L Y  NO PLANS I N  MIND 

FOR  DOYON J U S T  HAVE THEM TAKE OUT A CONTRACT AND WAIVE I T  AROUND 

I N  THE OPEN MARKET.  I  T H I N K  THAT I T ' S  E N T I R E L Y  W I T H I N  I T ' S  

STATUTORY POWER TO B A S I C A L L Y  MAKE THAT P O I N T  I N  THAT I T  I S  A P P RO V IN G  

THE CONT' .CT BUT THAT I T  I S  A P P R O V IN G  I T  UNDER THE A S S U M PT IO N  THAT 

TH E F L  .NCING CAN BE PUT TOGETH ER  AND THAT THE L E G I S L A T U R E  SHOULD 

ADDRESS I T S E L F  TO THAT P O I N T  WHEN AND I F  THE L E G I S L A T U R E  C O N S I D E R S  

T H E  CONTRACT T H A T ' S  A L L ,  RATHER THAN D I S A P P R O V E  ON THE SAME 

GROUNDS WHICH I S  REALLY WHAT Y O U ' R E  DOING -  THE A L T E R N A T IV E  AND 

I  MEAN I T ' S  GOING TO v. . ME UP ANYWAY -  I T ' S  REALLY NOT T H E .  . .

CHAIRMAN LYON: I  REALLY D O N ' T  WANT US TO BE I N  A P O S I T I O N  OF

P E N A L I Z I N G  DOYON FOR  T H E I R  CANDOR, I T  WOULD BE U N F A I R .  T H ER E ARE 

T H O SE I N  T H I S  ROOM WHO MIGHT WANT TO P O I N T  OUT THAT THE A LP ET CO 

F I N A N C I N G  AP PARE NTLY W A S N ' T  I N  PL ACE WHEN I T  WAS API  ROVED BY T H I S  

BOARD T O O .

C O M M I S S I O N E R  WEBBER: MR.  CHAIRMAN PERH A P S  ONE T H I N G  I  CAN D I S C U S S

J U S T  FOR A MOMENT I S  THE N E G O T I A T I O N  THAT TOOK PL ACE WITH THE OTHERS 

REALLY D I D  NOT ALLOW THEM TO HAVE FUTURE F I N A N C I N G  TO PUT I N  P L A C E .  

T H I S  I S  A S P E C I A L  CIR CU MSTA NCE W ITH  AN O R G A N IZ A T IO N  HERE I N  ALASKA 

BUT I ' M  VERY S E N S I T I V E  TO THE FA C T  THAT N E G O T I A T I O N S  WERE HELD 

WITH A D I F F E R E N T  S E T  OF C R I T E R I A  THAN WE V/OULD RENDER TO T H I S  ONE 

AND I F  THAT CAN BE RESO LV ED  I T  WOULD BECOME MUCH MORE F L E X I B L E  SO 

I  REALLY HAVE TO GO BACK TO TH E N E G O T IA T O R S  TO F I N D  OUT HOW 

S T R I N G E N T L Y  THAT WAS ADHERED T O ,  WERE T H ER E OTHER E X C E P T I O N S
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MADE TO GIVE IT A.NY KIND OF FUZZ THAT V/E CAN SAY HERE THE 

TENDENCY WAS TO HOLD FIRM BUT NOT THAT FIRM BECAUSE WHAT THIS 

THING HINGES ON IS WHETHER OR NOT V/E HAD VALID NEGOTIATIONS IN 

THE PAST, WOULD THIS TEND TO CORRUPT THOSE NEGOTIATIONS.

COMMISSIONER KATZ: LET ME TRY TO RESPOND TO THAT AND I ’LL ASK

BOTH GEOFF AND BOB TO (UNCLEAR) THE DEPTHS OF THEIR RECOLLECTION 

AND SEE IF THEY DISAGREE. WITH UT TRYING TO OFFER RATIONALIZATION 

FOR WHAT I CHOOSE TO DO, I DO BELIEVE THAT THE DOYON PROPOSAL WAS 

SIGNIFICANTLY FURTHER ALONG THAN ANY OTHER PROPOSAL THAT WE REJECTED 

ON THE GROUNDS THAT WE DIDN'T SEE ALL THE NECESSARY ELEMENTS IN 

PLACE. THERE WAS NO OTHER PROPOSAL THAT HAD GONE SO FAR AS TO 

PURCHASE THE EQUIPMENT THAT I CAN RECALL, THE SITE ACQUISITION, THE 

FINANCING AT THAT POINT IN HISTORY ACTUALLY IN PLACE, THERE ARE 

OTHER PROJECTS WHICH, T H A T’S PARTICULARLY TRUE IN THE CASE I THINK 

OF IN-STATE PROJECTS, THERE WAS ONE INVOLVING A METHANOL FACILITY 

NEAR FAIRBANKS AND I THINK OVER TIME IT MIGHT BE VERY PROMISING,

BUT THEY'RE - THEY WERE NOT NEAR WHERE DOYON IS IN TERMS OF THE 

OUT OF - THE EXPORT PROPOSALS, PROBABLY THE ONE T H A T’S FURTHEST 

ALONG NOW IS PROVIDENT AND THEY HAVE BROKEN GROUND FOR THEIR 

REFINERY, BUT IN SOME OTHER RESPECTS THEY'RE NOT AS FAR ALONG 

AS DOYON SO I'D SAY THE COMBINATION OF LOOKING FIRST AND FOREMOST 

AS YOU WOULD COMMISSIONER AS YOUR QUESTION IMPLIED THAT IN-STATE 

PEOPLE AND SEEING THE STATUS OF EACH ONE THERE IS ON THAT GROUND 

A SOUND RATIONALE FOR DIFFERENTIATING DOYON FROM THE OTHERS.

HOWEVER, OF COURSE V/E HAD THE THRESH-HOLD POLICY IN ALL INSTANCES 

OF HAVING REALLY FIRM PROPOSALS THAT WERE GOING TO GO IN AN
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I M M I N E N T  PERIO D IN THE FUTURE.

AVRUM GROSS: THIS PROJECT V/AS PUT TOGETHER COMMISSIONER WEBBER

AS OPPOSED TO ANOTHER THAT WASN'T AND AS I SAY WE HAVE TRIED TO 

BE COMPLETELY CANDID BECAUSE WE DID NOT WANT - I SUPPOSE WE COULD 

HAVE LEFT THAT IMAGE HANGING UP IN THE AIR THAT IT WAS STILL ALL 

TOGETHER BUT IN AN EFFORT TO BE CANDID WE CAME TO THE COMMISSIONER 

MID-WAY THROUGH AND SAID THE FINANCING IS NO LONGER IN PLACE WE 

ARE NOW TRYING TO PUT IT BACK TOGETHER AND BUT IT IS A COMPLETED - 

AT THE TIME THE NEGOTIATIONS TOOK PLACE AT LEAST IT WAS A COMPLETED 

PROJECT AND NOW HOPEFULLY IT WILL BE AGAIN SHORTLY BUT THE 

FINANCING HAS CHANGED SINCE THE TIME WE DISCUSSED IT.

TRIPLEHORN: MR. CHAIRMAN.

CHAIRMAN LYON: YES.

TRIPLEHORN: I'D LIKE SOME RESPONSE TO YOU AND COMMISSIONER WEBBER

AND I'M GOING TO SUGGEST AN AMENDMENT AGAIN BUT SOME POSSIBLE 

WORDING - THE WAY THE THING READS NOW THAT THERE IS A BOARD 

FINDING //I IS THAT THE COMMISSIONER HAS GONE THROUGH THE PROPER 

PROCEDURES AND JUST AS A POSSIBILITY LET ME SUGGEST SOMETHING 

LIKE THIS, THAT //2 THAT THE BOARD IS SUPPORTIVE OF DOYON PLANS 

TO CONSTRUCT A NEW REFINERY AND BELIEVES THAT THE CONTRACT 

NEGOTIATED WOULD BE A GOOD ONE SUBSTANTIALLY IN THE BEST INTEREST 

OF THE STATE AND THEN if3 HOWEVER, THE TIMING OF THE PROPOSED 

PROJECT IS CURRENTLY UNCERTAIN AND IT IS NOT IN THE STATE'S BEST 

INTEREST TO CONCLUDE THE CONTRACT UNLESS AND UNTIL THE PROJECT
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IS READY TO MOVE FORWARD. WOULD THAT BE A REASONABLE THING TO DO? 

IT FOCUSES ON THE TIMING QUESTION - DICK HAS OTHER CONCERNS AND 

I USED THE WORD SUBSTANTIALLY RATHER THAN COMPLETELY, IN OTHER 

WORDS V/E MIGHT WANT TO EITHER VERBALLY OR OTHERWISE ADD SOME 

CONCERNS AEOUT THAT. Y O U’RE NOT RECEPTIVE TO THAT I CAN TELL.

CHAIRMAN LYON: NO, I DON'T HAVE ANY PROBLEM THERE, I STILL HAVE

THE OTHER PROBLEM. WHAT MIGHT BE WELL IS V/E COULD TAKE ABOUT A 

TEN MINUTE BREAK - WE'VE BEEN DOING THIS FOR A COUPLE OF HOURS 

NOW. PERHAPS WE COULD TAKE ABOUT A TEN MINUTE RECESS AND THEN 

YOU CAN DRAFT SOMETHING ELSE.

THE MEETING WAS RECESSED.

CHAIRMAN LYON: COMMISSIONER WEBBER INFORMS ME THAT THIS BOARD

IS BACK OUT OF THE BUDGET SO CAN V/E FINISH THIS MEETING?

COMMISSIONER WEBBER: I DON'T KNOW, IT MAY BE NOT FOREVER -

WHATEVER.

CHAIRMAN LYON: THIS MAY BE OUR LAST MEETING. ALRIGHT WE'VE BEEN

DISCUSSING - THERE'S A RESOLUTION ON THE - BEFORE US TO RECOMMEND 

TO THE LEGISLATURE THAT DOYON I CONTRACT BE DISAPPROVED BY THE 

LEGISLATURE. THAT'S BEEN THE SUBJECT OF DISCUSSION IN OUR,

DURING OUR RECESS WE TRIED TO DRAFT UP SOME AMENDMENTS TO THE 

RESOLUTION WHICH MAY MAKE IT ACCEPTABLE OR ALLOW US TO ABANDON 

IT IN FAVOR OF A DIFFERENT RESOLUTION. I V/OULD LIKE TO PROPOSE 

AN AMENDMENT OR CAN I - I CAN I GUESS - IT'S ONLY IN HIGH SCHOOL
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YOU CAN'T DO THAT. BECAUSE I WANT TO FOCUS ON MY CONCERN WHICH 

I FEEL JUST CAUSES ME A - TROUBLE AND I SIMPLY HAVE TO VIEW IT AS 

A FATAL FLAW IN THE CONTRACT FROM MY PERSPECTIVE BECAUSE PRODUCT 

FROM THE PROPOSED DOYON REFINERY V/OULD COMPETE WITH EXISTING 

REFINERIES IN ALASKA AND ONE WAY OR ANOTHER WE WOULD CREATE A 

SITUATION WITH THE DELAYED PAYMENT ON THE RESERVATION FEE. WE 

WOULD - THE MARKETPLACE WOULD SEE A DIFFERENCE IN PRODUCTS COMING 

INTO IT BETWEEN ALASKA'S CRUDE OIL MOVING THROUGH THE DOYON 

REFINERY AND ALASKA'S CRUDE MOVING THROUGH OTHER REFINERIES 

INCLUDING THE TESORO PRODUCT WE JUST DISCUSSED. I JUST HAVE TO 

BELIEVE THAT THAT'S NOT PROPER FOR THE STATE TO CREATE THAT 

SITUATION SO I V/OULD PROPOSE THAT THE RESOLUTION CONTAIN AS, I 

GUESS WE CAN MAKE IT "C" THE FOLLOWING STATEMENT THAT SAYS, THE 

PROVISION FOR DELAYED PAYMENT OF THE RESERVATION FEE ACCORDING 

TO PARAGRAPH 2.10 OF THE CONTRACT CREATES AN UNACCEPTABLE BIAS 

AGAINST COMPETITORS. I THINK THAT'S AT THE HEART OF WHAT'S 

BOTHERING ME ABOUT IT. THAT WE HAVE TWO DISSIMILAR CONTRACTS IN 

THAT REGARD AND I KNOW THAT THE DEPARTMENT HAS TRIED VERY HARD 

TO GET THE MAJOR PROVISIONS AS SIMILAR AS POSSIBLE, THIS ONE IS 

I'LL ADMIT IS NOT ALOT OF DOLLARS, BUT MY RECOLLECTION IN THE OIL 

BUSINESS IN THE MARKETING END OF IT IT'S KIND OF WHAT YOU'RE 

DEALING WITH - IT'S A GAME OF THE VERY SAME NUMBERS - SOMETIMES 

NEGATIVE. BUT IN ANY EVENT NO MATTER WHAT THE THING - THE NUMBER 

OF DOLLARS, THE PRINCIPLE IS CORRECT. I V/OULD MOVE THAT THE 

RESOLUTION BE SO AMENDED.

TRIPLEHORN: SECOND.
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CHAIRMAN LY ON : OKAY, I S  THER E D I S C U S S I O N  ON T H I S  AMENDMENT?

OKAY, I  W I L L  CALL FOR TH E Q U E S T I O N .  WE CAM AMEND I T  WITHOUT 

S I G N I N G  I T .  WE CAN J U S T  HAVE A V O I C E  V O T E .  THOSE I N  FAVOR 

S I G N I F Y  BY S A Y IN G  AYE.

BOARD MEMBERS: A Y E .

CWATRMAN LYON: O P P O S E D ?  THE MOTION C A R R I E S  UNANIMOUSLY.

T R I P L E H O R N :  MR. CHAIRMAN.

CHAIRMAN L YON :  D R .  T R I P L E H O R N .

T R I P L E H O R N ;  TH E WORDING. T H I S  TH IN G  I S  G E T T I N G  MESSY -  THE 

WORDING NOW I S  RATHER AWKWARD I  T H I N K  THE WAY I T  READS NOW 

I S  THAT T H E R E  I S  S E C T I O N  2 -  THE BOARD D I S A G R E E S  AND THEN I T  

GOES ON " A "  DOYON A DMIT S THAT THE PROPOSED P R O J E C T  I S  CURRENTLY 

ON HOLD. I  T H I N K  THAT i P I A T ' S  RATHER CLUMSY WORDING AND I  WOULD 

P R O P O S E  TH E FOLLOWING S U B S T I T U T E  FOR T H A T ,  THAT THE T I M I N G  0 .  THE 

PRO PO SED  P R O J E C T  I S  CURRENTLY UNCER TA IN AND I T  I S  NOT I N  THE 

S T A T E ' S  B E S T  I N T E R E S T  TO CONCLUDE THE CONTRACT U N T I L  TH E P R O J E C T  

I S  READY 7 0  DO FOPWARD.

CHAIRMAN L Z O N :  A L R I G H T ,  I ' L L  SECOND THAT P R O F o S E D  AMENDMENT.

T R I P L E I I O R N : THAT W I L L  NOW BE " A " .
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CHAIRMAN LYON: O K A Y , IS THERE DISCUSSION ON THAT.

COMMISSIONER KATZ: MR. CHAIRMAN.

CHAIRMAN LYON: YES, MR. KATZ.

COMMISSIONER KATZ: THE ONLY THOUGHT I WOULD HAVE WHETHER V/E COULD

MAKE THE AUTHOR OF THE MOTION - WOULD CONSENT TO MAKE A SPECIFIC 

REFERENCE TO THE FINANCING ISSUE.

TRIPLEHORN: I HAVE NO OBJECTION.

CHAIRMAN LYON: WHY DON'T YOU TRY TO DRAFT US SOMETHING DON.

COMMISSIONER KATZ: BECAUSE I THINK THAT IS THE PRINCIPLE OBSTACLE

ON THAT COUNT AND I THINK IT WOULD BE OF BENEFIT TO EVERYBODY TO 

BE AS PRECISE AS POSSIBLE.

TRIPLEHORN: HOW ABOUT WORDING SUCH AS THIS MR. COMMISSIONER, THAT

THE FINANCING AND THEREFORE THE TIMING OF THE PROJECT.

COMMISSIONER KATZ: THAT'S FINE.

TRIPLEHORN: COULD WE INSERT THAT?

CHAIRMAN LYON: AS FAR AS I'M CONCERNED.
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TRIPLEHORN: FINANCING AND THEREFORE THE TIMING.

CHAIRMAN LYON: IN THAT REGARD I GUESS ANOTHER ONE OF THE THINGS

THAT'S TROUBLESOME IN AM INCOMPLETED PROJECT IS THAT THE - WHOEVER 

PROVIDES THE MONEY FOR THE PROJECT IS DISCUSSING THE NATURE AND 

THE OPERATION OF THE FACILITY AND IT'S CERTAINLY POSSIBLE THAT THAT 

FACILITY ITSELF COULD CHANGE DURING THE PROCESS OF NEGOTIATING THE 

FINANCING. IN FACT DURING THE PROCESS OF NEGOTIATING OTHER THINGS. 

I DON'T KNOW HOW IT COULD COME TO THE POINT WHERE THE BOARD WOULD 

FIND IT, LET'S SAY UNACCEPTABLE BUT NONETHELESS WE'RE TALKING NOW 

ABOUT SOMETHING WHICH IS LITERALLY A MOVING TARGET.

COMMISSIONER KATZ: SOME SOLACE THE BOARD HAS IN THAT EEGARD IS

THAT IT IS OUR UNDERSTANDING THAT DOYON HAS ACTUALLY PURCHASED 

THE EQUIPMENT AND I THINK ALTHOUGH THAT - EQUIPMENT CAN BE RE­

FIGURED IT IS SOMEWHAT CONSTRAINING ON WHAT THE FACILITY MIGHT 

LOOK LIKE.

TRIPLEHORN: OKAY, I THINK I'M THE ONLY ONE WHO REALLY UNDERSTANDS

HOW THIS IS WORDED, BUT ANYHOW I'D LIKE TO INSERT A POSITIVE 

NOTE IF I COULD AND AS A POSSIBILITY LET ME SUGGEST THIS, WHAT 

WE NOW HAVE IS A //I WHICH Si YS THE COMMISSIONER'S DONE A GOOD 

JOB, DONE THE PROPER JOB AND THEN H2 WHICH SAYS WE DISAGREE FOR 

THOSE TWO REASONS AND WHAT I WOULD PROPOSE WOULD BE TO INSERT 

IN BETWEEN THOSE SOMETHING POSITIVE, AND WHAT I HAD IN MIND WAS, 

THAT THE BOARD FAVORS INCREASED USE - INCREASED IN-STATE USE OF
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THE ROYALTY INTERESTS SUCH AS CONSTRUCTION OF A NEW RhFINERY.

JUST TO INDICATE THAT WE ARE IN FAVOR OF INCREASED IN-STATE USE - 

IT'S KIND OF A MOTHERHOOD SORT OF THING. I WOULD LIKE SOMETHING 

THAT WOULD BE POSITIVE. IS WHAT I ’M AFTER I'M NOT SURE THAT'S 

THE BEST WAY OF SAYING IT.

CHAIRMAN LYON: I THINK THAT'S FINE. I WOULD SECOND THAT.

TRIPLEHORN: THAT WOULD THEN BECOME £2.

CHAIRMAN LYON: DO YOU WISH TO PUT BOTH OF THOSE AMENDMENTS -

OR BOTH OF THOSE THINGS IN THE SAME AMENDMENT.

TRIPLEHORN: BOTH OF WHAT.

CHAIRMAN LYON: YOU'VE COMPOSED ONE CHANGE HERE AND YOU'RE

COMPOSING ANOTHER ADDITION. DO YOU WISH TO MAKE THAT AS ONE 

AMENDMENT?

TRIPLEHORN: I THOUGHT I JUST PROPOSED ONE. THE WAY I UNDERSTAND

THIS THING READY- NOW IS THAT THIS IS ALL - THIS IS "A" AND YOURS 

IS "B".

CHAIRMAN LYO,T IS THAT LETTER "B" OR WHAT. . .

DONALD WOLD: T H A T’S "C".

CHAIRMAN LYON: "C".
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TRIPLEHORN: WELL BASICALLY THEN WHAT I'D LIKE TO DO IS ELIMINATE

- PROPOSED THAT WE ELIMINATE THE SECTION THAT READS THE BOARD 

BELIEVES THAT WHEN DOYON IS READY BECAUSE T H AT’S INCORPORATED NOW.

BOB MAYNARD: MR. CHAIRMAN.

CHAIRMAN LYON: BOB.

BO^ MAYNARD: I THINK I MAY BE GETTING CONFUSED HERE. YOU HAVE

ONE CLAUSE THAT SAYS THE TERM OF THE CONTRACT IS UNACCEPTABLE. . .

CHAIRMAN LYON: YES..

BOB MAYNARD: BECAUSE OF THE FOUR YEAR - BUT THE CONTRACT WOULD BE

ACCEPTABLE IF THEY GOT FINANCING.

TRIPLEHORN: WE DIDN'T REALLY SAY THAT.

CHAIRMAN LYON: NO.

BOB MAYNARD: OKAY, THAT'S WHAT I MEAN.

TRIPLEHORN: WHEN WE GET THIS ALL PUT TOGETHER I THINK WHAT WE'LL

HAVE TO DO IS READ THROUGH THE WHOLE THING.

CHAIRMAN LYON: YES, THE RESOLUTION. IS - WELL, YOU'RE PROPOSING

AN AMENDMENT DOWN HERE SUB-PARAGRAPH "A". . .
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TRIPLEHORN: YES, THAT'S WITH THE THING REGARDING THE TIMING

WOULD BE. . .

CHAIRMAN LYON: THAT'S "A".

TRIPLEHORN: AND MY INTENT WAS THAT YOURS WOULD BE "B".

CHAIRMAN LYON: OKAY.

TRIPLEHORN: AND THAT WE ELIMINATE THE ONE WHICH IS NOW REDUNDANT

WHICH SAYS THAT WHEN DOYON IS READY. DO WE MEED A FORMAL MOTION 

TO DO THAT? IT'S GETTING SO CONFUSED.

CHAIRMAN LYON: YES, I THINK WE DO.

TRIPLEHORN: ALRIGHT. I MOVE THEN THAT WE STRIKE WHAT ON THE

ORIGINAL RESOLUTION WAS 2(d). SIMPLY STRIKE THAT.

CHAIRMAN LYON: OKAY, WE HAVE ALREADY STRIKEN "A" AND "B" AND

YOU'RE PROPOSING AMENDMENT OF WHAT USED TO BE "C" AND YOU'RE 

RE-LABELING IT "A".

TRIPLEHORN: RIGHT.

CHAIRMAN LYON: OKAY, EVERYBODY UNDERSTAND THAT?
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COMMISSIONER WEBBER: WELL I THINK BEFORE WE GET TOO MUCH FURTHER

WE OUGHT TO GET THE WHOLE THING WRITTEN DOWN AND GO THROUGH IT 

LIKE IT'S PROPOSED BECAUSE I T’S A SUBSTANTIAL. . .

C O M M IS SI O N E R  K A T Z :  WOULD YOU BE W I L L I N G  TO  READ I T ?

CHAIRMAN LYON: YES, SURELY.

TRIPLEHORN: WELL I WAS ALSO PROPOSIN^ THAT WE INSERT SOMETHING

UP BETWEEN ffl and #2 IN WHICH CASE WE'D HAVE A NEW if2 AND THIS ONE 

WOULD BECOME #3.

COMMISSIONER KATZ: THIS IS AN IQ TEST.

TRIPLEHORN: AS I SAY I THINK I'M THE ONLY ONE THAT UNDERSTANDS IT. ?

CHAIRMAN LYON: THEY HAVE LITTLE GAMES ON COMPUTERS NOW, THE KID

TOUCHES THE BUTTON IN RESPONSE TO THE. . .

COMMISSIONER WEBBER: LET'S WRITE IN #2.

TRIPLEMORN: DO YOU HAVE ANY OBJECTION TO THE EFFECT THAT THE

BOARD FAVORS INCREASED IK-STATE USE OF ROYALTY INTERESTS SUCH AS 

CONSTRUCTION OF A REFINERY? IT'S KIND OF A MOTHERHOOD THING BUT 

IT IS I’OS IT IVE. |

COMMISSIONER WEBBER: I HAVE NO OBJECTION TO IT - I THINK IT'S
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ALREADY. . .

TRIPLEHORN: YOU WANT TO READ IT?

COMMISSIONER WEBBER: NO, I HAVE NO OBJECTION TO IT.

TRIPLEHORN* WELL THAT WOULD TECOME U2 THEN.

COMMISSIONER WEBBER: THE WORDING AGAIN.

TRIPLEHORN: THAT ThE BOARD FAVORS INCREASED IN-STATE USE OF

ROYALTY INTERESTS SUCH AS CONSTRUCTION OF A NEW REFINERY.

CHAIRMIN I.YON: IT'S KIND OF HARD TO ARGUE.

TRIPLEHORN: YES, IT'S A MOTHERHOOD THING.

CHAIRMAN L/ON: IS THAT ITSELF AN AMENDMENT?

TRIPLEHORN: THAT V/OULD BE YES,, THAT WOULD BECOME . . .

CHAIRMAN LYON: I THEN WILL SECOND THAT. ARE WE READY TO VOTE

ON THAT AMENDMENT?

DONALD WOLD: BOARD FAVORS INCREASED USE OF ROYALTY OIL FOR IN­

STATE REFINING.
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CHAIRMAN LYON: IT'S ROYALTY INTERESTS - IT'S GENERAL, IN-STATS

USE OP ROYALTY INTERESTS, BECAUSE THEY'D PROBABLY SAY ROYALTY 

OIL AND GAS INTERESTS.

COMMISSIO SR WEBBER: THEN THE REST OF IT AFTER INTERESTS WAS

w h a t ;

TRIPLEHOKN: SUCH AS CONSTRUCTION OF A NEW REFINERY.

DONALD WOLD: THAT'S #2.

TRIPLEHORN: THAT WILL NOW BE if 2.

DONALD WOLD: THE BOARD FAVORS INCREASED USE OF IT'S ROYALTY.

CHAIRMAN LYON: INCREASED IN-STATE USE.

TRIPLEHORN: YES, THAT'S THE CRITICAL WORD.

DONALD WOLD: OF IT'S ROI uTY INTERESTS SUCH AS CONSTRUCTION OF

A NEW REFINERY.

COMMISSIONER WEBBER: ALRIGHT THEN, UNDER if3 THERE ARE SOME

CHANGES, A NEW if3.
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TRIPLEHORN: RIGHT. NEW #3. #3 (a) V/OULD 3E AS FOLLOWS,

FINANCING AND THEREFORE THE TIMING OF THE PROPOSED PROJECT IS 

CURRENTLY UNCERTAIN AND IT IS NOT IN THE STATE'S BEST INTEREST 

TO CONCLUDE THE CONTRACT UNTIL THE PROJECT IS READ! TO MOVE 

FORWARD. GOT THAT ONE?

WEBBER: ONE MORE TIME.

TRIPLEHORN: FINANCING AND THEREFORE THE TIMING OF THE PROPOSED

PROJECT IS CURRENTLY UNCERTAIN AND IT IS MOT IN THE STATE'S BEST 

INTEREST TO CONCLUDE, I THINK IT WOULD BE BETTER TO SAY THIS 

CONTRACT.

CHAIRMAN LYON: OKAY.

TRIPLEHORN: TO CONCLUDE THIS CONTRACT UNTIL THE PROJECT IS

READY TO MOVE FORWARD.

CHAIRMAN LYON: I WOULD OBJECT TO THAT BECAUSE I - OUR OTHER

OBJECTION - PART OF THE (TAPE RUNS OUT)

TRIPLEHORN: YES, THAT'S GOOD.

| COMMISSIONER WEBBER: CONTRACT UNTIL WHEN?

TRIPLEHORN: UNTIL THE PROJECT IS READY TO MOVE FORWARD. I T’S
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WORDY BUT I THINK IT DOES THE JOB.

CHAIRMAN LYON: IT'S SHORTER THAN THE ORIGINAL.

TRIPLEHORN: AND THEN "B" WILL BE YOUR. . .

CHAIRMAN LYON: YES.

COMMISSIONER WEBBER: IT'S ALREADY DONE.

DONALD WOLD: AND THE CURRENT H2 IS OUT?

TRIPLEHORN: THF if2 THAT'S THERE NOW BECOMES #3 DON. NOW WITH

THAT THE BOARD DISAGREES AND THEN WE HAVE THE REASONS UNDER THAT 

ARE "A" AND "B" THAT WE'VE JUST DISCUSSED.

DONALD WOLD: MR. CHAIRMAN.

CHAIRMAN LYON: YES DON.

DONALD WOLD: IB’ THIS IS WHERE YOU'RE GOING TO END, PERHAPS YOU

COULD HAVE SANDY TAKE A CLEAN COPY OR THE ORIGINAL COPY AND PENCIL 

THAT IN SO YOU'LL HAVE SOMETHING TO SIGN BEFORE YOU LEAVE. SANDY

HAS A HANDWRITING THAT IS READABLE.

CHAIRMAN LYON: SOMEBODY HAS WRITTEN ALL OVER MY ORIGINAL. DO

YOU HAVE ANOTHER COPY DON? TYPING THE RESOLUTION IS ACADEMIC 

ISN'T IT - THE RESOLUTION IS A MATTER OF RECORD - CLEARLY IN
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THE RECORD. IT CAN BE TYPED LATER, OR SHOULD IT BE WRITTEN OUT 

NOW AND SIGNED.

ANNE PREZYNA: IT CAN BE WRITTEN OUT NOW AND TYPED LATER.

DONALD WOLD: Y O U ' L L  WANT TO HAVE SOMETHING TO T A K E .  . .

CHAIRMAN LYON: WELL IT PROBABLY SHOULD BE TYPED TO GIVE TO THE

LEGISLATURE WE CAN HANDLE THAT CAN'T WE?

DONALD WOLD: BUT YOU'LL WANT TO READ THOSE THINGS. WHATEVER.

COMMISSIONER KATZ: I HAVE TO LEAVE IN A COUPLE OP MINUTES FOR A

MEETING, COULD YOU READ THE THING IN IT'S PINAL FORM?

CHAIRMAN LYON: YES, I CAN DO THAT NOW WHILE WE'RE WRITING -

WHILE W E’RE SIGNING IT COULD BE A LITTLE DIFFERENT. NOW, THE 

THEREFORE SAYS THE BOARD FINDS AS FOLLOWS:

1. THAT THE COMMISSIONER OF NATURAL RESOURCES HAS FOLLOWED

THE BOARD POLICIES AND APPLICABLE STATUTES AND REGULATIONS 

RELATING TO THE DISPOSAL OF OIL AND GAS ROYALTY INTERESTS.

2. THAT THE BOARD FAVORS INCREASED IN-STATE USE OF ITS ROYALTY 

INTERESTS SUCH AS CONSTRUCTION OF A NE. REFINERY.

3. THAT THE BOARD DISAGREES THAT THE SALE OF THE ROYALTY OIL

INTERESTS TO DOYON, LTD. AS PER THE AGREEMENT IS IN THE

BEST INTEREST OF THE STATE BECAUSE
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(a) THAT FINANCING AND THEREFORE TIMING OF THE PROPOSED 

PROJECT IS CURRENTLY UNCERTAIN AND IT IS NOT IN THE 

STATE'S BEST INTEREST TO CONCLUDE A CONTRACT UNTIL 

THE PROJECT IS READY TO MOVE FORWARD.

(b) THE PROVISION FOR DELAYED PAYMENT OF THE RESERVATION 

FEE ACCORDING TO PARAGRAPH 2.10 OF THE CONTRACT CREATES 

AN UNACCEPTABLE BIAS AGAINST COMPETITORS.

SHOULD ANYTHING ELSE BE INCLUDED? EVERYBODY UNDERSTAND THE 

RESOLUTION? THIS WILL BE THEN REDUCED TO WRITING AND SIGNED.

OKAY, THOSE IN FAVOR OF THE MOTION AS PRESENTED SAY AYE.

TRIPLEHORN: IS THIS BY ROLL CALL?

CHAIRMAN LYON: DR. TRIPLEHOR I.

TRIPLEHORN: AYE.

CHAIRMAN LYON: COMMISSIONER WEBBER.

COMMISSIONER WEBBER: AYE.

CHAIRMAN LYON: THE CHAIRMAN VOTES AYE. IT IS UNANIMOUS.
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