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T h e  m e e t i n g  w a s  c a l l e d  to o r d e r  b y  R e 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 n d  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 ,  p r e s e n t e d  t w o  r e s o l u t i o n s  p a s s e d  oy t h e  B o a r d ,  r e c 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 ,  a n d  d i s a p p r o v e  t h e

D o y o n  c o n t r a c t .  M r .  L y 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  B o a r d  w a s

to m a k e  t n 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  . . e g o t i a u i o n s  . T h e  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 .

J o h n  K a t 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 o o r t  o f  t h e  

a d m i n i s 1 1 a t i o n  . T h e  C o m m i s s i o n e r  s t a t 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 i ' s  r e c o m m e n d a t i o n  o n  t h e  D o 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  -i 

w i t h  o n e  o f  t h e i r  p r e m i s  ; S  f o r  t h e  r e c o m m e n d a t i o n .

M r .  K a 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  b y  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  m u s t  b e  f a i r

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

t h e r e  s h o u l d  b e  a n  e f f o r t  to 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 n d  

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  b 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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P a g e  2

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 n d  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  a n d  g a s  c o n t r a c t s  s h o u l d  be- 

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 h e  B o a r d .

T h e  c u l m i n a t i o n  o f  t h e  e f f o r t  w a 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  

a n d  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 u a r  K a t z  t e s t i f i e d  t h a t  w h e n  h e  c a m e  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  to 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  

in 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  m e t  w i t h  a l l  r e s p o n d e n t s  w h o  w a n t e d  to, m a d e  a s e r i e s  o f  f i n d i n g s ,  

a n d  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  to 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 .

M r .  K a 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 i r 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  a n d  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 m e r a d a  H e 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 e  r a t e  to b e  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  a n  o p t i o n  f e e  to b e  p a i d  o n  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) n o  i n t e r i m  t a k i n g - - n o  s t a t e  o i l  to 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  is w i l l i n g  to b e  t h e  1 0 0 %  s u p p l i e r  o f  r o y a l t y  o i l  to 

J , n - s t a t e  p r o c e s s o r s ,  to 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  a n d  

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  is 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  if p u t  b a c k  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 u r  d o w n s t r e a m  u s e ;

L0) a t t e m p t e d  to 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 ;

LI) a t t e m p t  to u s e  r o y a l t y  o t l  to 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  is a d e f i n i t e  n e g a t i v e  i m p a c t  o n  i n - v a l u e  p r i c e  a n d  

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  to 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 m o u n t  to $ L 0 m i l l i o n  p e r  y e a r ,

as 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  to t h e  s t a t e  

is o u t w e i g h e d  b y  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  to 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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P a g e  3

C o m m i s s i o n e r  K a t z  m a d e  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  w a s  n e g o t i a t i n g  t h e  c o n t r a c t s  at a t i m e  w h 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

is a n  o v e r s u p p l y  o f  o i l ,  a n d  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 f  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 s 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  

a n d  s e l l  it 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  of A l a s k a n  c r u d e  o i l ;

2) in s o m e  s i t u a t i o n s  it w o u l d  b e  to t h e  s t a t e ' s  a d v a n t a g e  to 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 w o  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 n e g a t i v e  e f f e c t  o n  i n - v a l u e  a n d  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  in s o m e  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 m m e 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  K a 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 .  T h e  T e s o r o  
c o n t r a c t  is r e c o m m e n d e d  f o r  a p p r o v a l .  T h e  D o y o n  c o n t r a c t  w i l l  b e  

r e c o m m e n d e d  f o r  a p p r o v a l  if t h e y  c a n  h a v e  t h e  f i n a n c i n g  in p l a c e  

in a f e w  w 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 ,  a n d  S u n e e l .  T h e r e  a r e  

a n u m b e r  o f  q u e s t i o n s  to 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 n d  S u n e e l  

c o n t r a c t  p r o p o s a l s .  T h e  s t a t e  i n t e n d s  to c o m m i t  i t s e l f  to a 

w r i t t e n  p r o c e s s  to a d d r e s 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  to 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 .

B o b  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 .  T h e  " 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  to t h e  A l 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  to t h e  A m e r a d a  H e 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  
to p a y  t h e  h i g h e r  of e i t h e r  t h e  p r i c e  r e p o r t e d  to t he s t a t e  b y  t h e  

p r o d u c e r ,  or 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  

in 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 .  ^

T h e  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 n d  t h e  s y s t e m  

u s e d  in 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  is t h a t  b y  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 he s t a t e  as if t h e  s t a t e  h a d  w o n  the l a w s u i t ,  a n d  

A l a s k a  w i l l  h a v e  to p a y  t h e m  b a c k  if t h e  c a s e  is 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  as if t h e  s t a t e  h a d  l o s t  t h e  l a w s u i t ,  a n d  p a y  t h e  s t a t e  
t h e  d i f f e r 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 , in r e s p o n s e  to a q u e s t i o n  f r o m  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  of 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  o n  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 m e r a d a  

H e 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 n d  e x h i b i t  B p r i c i n g  

w a s  r e j e c t e d  f o r  t w o  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  is 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  of 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 c e
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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 .  T o  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 m e r a d a  H e 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 n d  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 .  T h e  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  w a s  to t i e  it to 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  w a s  s o l d  f o r .  T h e  t w o - t i e r  p r i c i n g  s y s t e m  is 

in p l a c e  f o r  s p e c i f i c  a n d  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 .  It is 

p o s s i b l e  t h a t  e x h i b i t  3 p r i c i n g  w i t h o u t  t h e  A m e r a d a  H e s s  a d j u s t m e n t  

c o u l d  b e  a p r e m i 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 ;  

it is h a r d  to 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 ,  it is 

m o r e  l i k e l y  to b e  l e s s .  T h e  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  as a c c u r a t e  as p o s s i b l e .

C o m m i s s i o n e r  K a t z , in r e s p o n s e  to a q u e s t i o n  f o r m  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  is n o  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  p r i c e  to 

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  in c o n s u m e r  c o s t s .  T h a t  s o r t  of 

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  to n e g o t i a t e .  T h a t  is w h y  t h e  D e p a r t m e n t  

c o n t i n u e s  to n e g o t i a t e  w i t h  D o y o n - - i t  is g o o d  f o r  t h e  s t a t e  to p r o m o t e  

c o m p e t i t i o n ,  to i n c r e a s e  b e n e f i t s  to c o n s u m e r s .

In r e s p o n s e  to c o m m e n t s  f r o m  R e p .  H a l f o r d ,  C o m m i s s i o n e r  K a t z  p o i n t e d  

o u t  t h a t  t h e r e  is a n  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  m a x i m u m  

r e v e n u e s  f o r  t h e  s t a t e  a n d  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 .  I n  t h e  

c a s e  of t h e  D o y o n  c o n t r a c t ,  t h e r e  is n o  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  to s i g n i f i c a n t  p r i c e  c o m p e t i t i o n  in t h e  g r e a t e r  r a i l b e l t  

a r e a .  T h e  t r a d e - o f f s  a r e  d i f f i c u l t  to 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 e 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  to q u e s t i o n s  f r o m  R e p .  R o g e r s ,  C o m m i s s i o n e r  K a 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  to a p p r o v e  t h e  c o n t r a c t s .  If 

D o 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  in 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 m m e n d  l e g i s l a t i v e  a p p r o v a l .  If, 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  D o 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  in 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 m m e 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  to f u r t h e r  q u e s t i o n i n g ,  M r .  K a t z  s t a t e d  t h a t  if t h e  D o y o n  

c o n t r a c t  is 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  

to p u r s u e  it o v e r  t h e  i n t e r i m .  T h e  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  K a t z  w o u l d  l i k e  to 
b r i n g  t h i s  s o l i c i t a t i o n  to 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  

a n  o u t s i d e  l i m i t  at t h e  e n d  o f  G o v e r n o r  H a m m o n d ' 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 ,  a n d  w a r r a n t  a n e w  s o l i c i t a t i o n .
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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  25, 1 9 8 2  

P a g e  5

T h e  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  to e n t e r  a n e w  

s o l i c i t a t i o n  f o r  a d d i t t i c i 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  as a 

h y d r o c o k e r .  T h i s  is 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  to 

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  to 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 .

It w a s  w i t h  t h i s  s i t u a t i o n  i n  m i 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  H a 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 n d  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  m e 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  K a 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 m e n d e d  

s i m p l y ,  to 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 ,  a n d  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  m a s s  s o l i c i t a t i o n s ,  d o  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  b e  u s e d  to 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 .

B o b  M a y n a r d  p o i n t e d  o u t  t h a t  it is a p r o b l e m  o f  w o  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 o m e  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  b e  a m e n d e d  to a l l o w  f o r  it.

C o m m i s s i o n e r  K a t z , in r e s p o n s e  to q u e s t i o n  f r o m  R e p .  R o g e r s ,  p o i n t e d  o u t  

t h a t  if t h e  s t a t e  w a n t e d  to 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  go a b o u t  it t w o  w a y s :  (1) w i t h d r a w  t h e  c o n t r a c t ,  m a k e  t h e  d e s i r e d

c h a n g e s ,  a n d  s e n d  it b a c k  t h r o u g h  t h e  B o 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  in 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 .

M r .  K a 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  w a s  n o t  as 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  o n  t h e  t r a n s - A l a s k a  p i p e l i n e ,  w h o  c a n  p u t  

r e s i d u a l  o i l  b a c k  i n t o  t h e  l i n e .  T h e  s t a t e  h a s  a g o o d  p o l i c y  of 

s e l l i n g  a l l  t i t l e  to r o y a l t y  o i l  at P u m p  S t a t i o n  //l. T h e  D e p a r t m e n t  

l o o k e d  at c o o p e r a t i v e  a g r e e m e n t s  f o r  D o y o n  to s e l l  t h e  r e t u r n  o i l  to 

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 m e n t s  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  of t h e  n e g o t i a t i o n s  h a d  a m a t e r i a l  e f f e c t  o n  t h e  D o y o n  c o n t r a c t  .

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 r a c t  is o w n e d  a n d  s o l d  b y  t h e m .  

D e p e n d i n g  o n  m a r k e t  c o n d i t i o n s ,  t h i s  c a n  e i t h e r  be a b e n e f i t  o r  a d r a g  
to 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  H a y n e s  s t a t e d  t h a t  it d e p e n d e d  o n  t h e  m a r k e t ;  in 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  d u m p  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 ,  a n d  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  it as A l a s k a  N o r t h  

S l o p e  ( A N S )  c r u d e  at V a l d e z ,  in 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 .  It h a s  

b e e n  b o t h  a g o o d  a n d  b a d  d e a l  f o r  t h e m  i n  p a s t  y e a r s .  W i t h  t h e  f a i l u r e  

o f  t h e  C h e v r o n  to b u y  t h e  r e t u r n  o i l ,  D o y o n  w i l l  h a v e  to s e l l  A N S  c r u d e .

J o h n  K a t z , in r e s p o n s e  to a q u e s t i o n  f r o m  R e 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  h e  d i d  n o t  a g r e e  t h a t  it is 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  h e  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 .

B o b  M a y n a r d  p o i n t e d  o u t  a n  a d d i t i o n a l  a d v a n t a g e  to 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 r a 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  m a y  h a v e  o c c u r r e d  u p  to t h a t  p o i n t .

J o h n  K a t z  s t a t e d  t h a t  t h e  s t a t e  is s e l l i n g  at: t h e  w e i g h t e d  a v e r a g e  of 

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 .  Sohici m a d e  a n  o f f e r  to b u y  m o s t  

of 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  

to 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  to m a k e  w h a t  s h o u l d  p r o p®rly  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  to 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  

t h a t  t h e  S u n e e l  p r o p o s a l  is 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 .

T h e  u n a n s w e r e d  q u e s t i o n s  o n  t h i s  p r o j e c t  w i l l  n o t  b e  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 .  If 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  

in 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 e  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  

to go 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  

in 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 m m e 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 ,  a n d  a p p r o v e  the. D o 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  o n  o p t i o n  f e e s ,  if 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 .  

T w o  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  b e  i n t r o d u c e d .

J e f f  H a y n e s  p r e s e n t e d  a s u m m a r y  of 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 :

T h e  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  4 6 , 0 0 0  b a r r e l s  p e r  d a y ,  

w h i c h  is a b o u t  t h e  m a x i m u m  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 0 0  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  C o 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 m o u n t  to b e  t a k e n ,  up to 4 6 , 0 0 0  b a r r e l s  p e r  d a y ,  o n  s i x  m o n t h ' s  

n o t i c e .  T h e  s t a t e  c a n  i m p 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  to t he g r e a t e s t  

a m o u n t  t a k e n  in t h e  f i r s t  f i v e  y e a r s  of 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  o n  n i n e  m o n t h s  n o t i c e .  T h e  p r i c e  

is 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  to a d j u s t m e n t  

as a r e s u l t  o f  t h e  A m e r a d a  H e s s  l i t i g a t i o n .  A n y  m o n e y  o w e d  t h e  s t a t e  

w o u l d  b e  p a i d  at t h e  h i g h e r  of t h e  s f r i *  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 .  T h e  c o n t r a c t  t e r n  io t w e l v e  y e a r s ,  a n d  t h e  o i l  is 

to b e  p r o c e s s e d  i n - s t a t e ,  w i t h  a n  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 .  T h e  

o i l  w i l l  h a v e  to b e  p r o c e s s e d  at t h e  N i k i s k i  r e f i n e r y ,  a n d  t h e r e  a r e  

s t a n d a r d s  f o r  h o w  m u c h  of 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  

is c o m m i t t e d  to c o m p l e t i o n  of 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 ,  to 

i n c l u d e  a p e t r o l e u m  c o k e r .  T h e  s t a t e  r e t a i n s  a n  o p t i o n  o n  t h e  r e s i d u a l  

o i l  a n d  p e t r o c o k e ,  a n d  c a n  a s s i g n  i t s  u s e .  T h e  p e r f o r m a n c e  a nd 

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  is a f e e  p a i d  to t h e  s t a t e  o n  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 ,  if r.ct 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 .  T h e  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  of c r e d i t  w o r t h  t w o  m o n t h ' s  

s u p p l y  of o i l .  T h e  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  in t h e  c o n t r a c t  g o e s  as f a r  as t h e  s t a t e  is c o n s t i t u t i o n a l l y  

a l l o w e d .

:
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_ D o y o n  h a d  t w o  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  to p u r c h a s e

t h e  M a p c o  r e f i n e r y ;  o n e  t o  b u i l d  a n e w  r e f i n e r y .  T h e  c o n t r a c t  to t a k e  

o v e r  t h e  M a p c o  r e f i n e r y  w a s  w i t h d r a w n .

T h e  v o l u m e  o f  t h e  D o y o n  c o n t r a c t  is 5 0 , 0 0 0  b a r r e l s  p e r  d a y ;  t h e  p r i c e  

a n d  t e r m  a r e  t h e  s a m e .  T h e  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  is s i m i l a r ,  

e x c e p t  t h a t  it 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  to b u i l d ,  o p e n  a n d  o p e r a t e  a n e w  r e f i n e r y  b y  D e c e m b e r  1, 1 9 8 3 ,  

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 .  T h e  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  n e w  r e f i n e r y  o r  n e w  r o y a l t y  o i l  c o n t r a c t s ,  a n d  c o n t i g e n c i e s  to 
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  D o y o n  a c q u i r e  t h e  M a p c o  r e f i n e r y .

I n  r e s p o n s e  to S e n a t o r  S t u r g u l e w s k i ,  M r .  H a y n e s  s t a t e d  t h a t  u n J i k 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  h a d  m a n y  c o m p l e x i t i e s  a n d  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  of 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  D o y o n  p r o p o s a l  w a 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 ,  a n d  w a s  s i m p l e r  

to t r a c k .

B o b  M a 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  to 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  of r e g u l a t i o n s ,  

w h e r e b y  c o n t r a c t  d i s p u t e s  or 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  b e  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 n d  t h a t  t h e  

b u y e r  m u s t  a d h e r e  to 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  is 

a p r e p o n d e r a n c e  o f  e v i d e n c e  to t h e  c o n t r a r y .

T h e  C o m m i t t e e  a d j o u r n e d  a t  7 : 0 0  p . m .
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H o u s e  F i n a n c e  C o m m i t t e e  R o o m  

R o o m  5 1 9  - C a p i t o l  B u i l d i n g

M e e t i n g  w i t h  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 e m b e r s  P r e s e n t

S e n a t o r  F a h r e n k a m p  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  G i l m a n  R e p r e s e n t a t i v e  C o t t e n

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  R a n d o l p h

R e p r e s e n t a t i v e  R o g e r s

H 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  a n d  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 ,  

D o y o n ,  L t d . ,  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 . ,  o n  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  

M a r c h  25, 1 9 8 2 ) .

T h e  m e e t i n g  w a s  c a l l e d  to o r d e r  b y  R e p .  H a l f o r d ,  C h a i r m a n .

A v 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  c h a t  t h e  c o n t r a c t  

h a d  b e e n  n e g o t i a t e d  b y  D i c k  E d w a r d s  a n d  M a r c o  P i g n a l b e r i .  D o 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  to 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  in 

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 n d  c o m p l e t e d  t h e  e n g i n e e r i n g  

a n d  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 .

M r .  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 .  A t  t h a t  p o i n t ,  D o y o n  h a d  

t h e  o p p o r t u n i t y  to n e g o t i a t e  to 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 ,  a n d  

s w i t c h e d  o v e r  to 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 .  B y  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  h a d  c h a n g e d ,  T h e  f i n a n c e r 3  h a d  

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

p r o b l e m  in n e g o t i a t i o n s ;  f o r  e v e r y  3 0 , 0 0 0  b a r r e l s  to p a s s  t h r o u g h  t h e  

r e f i n e r y ,  2 0 , 0 0 0  b a r r e l s  a r e  r e t u r n e d  to t h e  p i p e l i n e ,  a n d  w o u l d  h a v e  

to b e  s o l d  b y  D o y o n .  M a r k e t i n g  t h a t  a m o 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  is 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  to d i s p o s e  of 

r e t u r n  o i l  to 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  in o b t a i n i n g  f i n a n c i n g ;  D o y o n  w i l l  h a v e
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a m u c h  b e t t e r  i d e a  of t h eir* a b i l i t y  to d i s p o s e  of r e t u r n  o i l  i n  t w o  to 

t h r e e  w e e k s .

*

M r .  G r o s s  n o t e d  t h a t  t h i s  is 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  D o y o n  c o u l d  m a r k e t  o i l  as it s e e s  f i t .  T h e  c o n t r a c t  r e q u i r e s  

D o y o n  to b u i l d  a r e f i n e r y  a n d  g e t  it o n  l i n e  b y  D e c e m b e r  1, 1 9 8 3 .

A s  a n e w  p r o j e c t ,  it is d i f f i c u l t ,  a m o u n t i n g  to a $ 1 0 0  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  to m a j o r  i n v e s t m e n t .

M r .  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  D o y o n  c o n t r a c t  o n  h o l d  

f o r  t w o  o r  t h r e e  w e e k s ,  a n d  D o y o n  w i l l  m a k e  a n o t h e r  p r e s e n t a t i o n  to 

t h e  L e g i s l a t u r e  a t  t h a t  t i m o .

I n  r e s p o n s e  to a q u e s t i o n  f r o m  R e p .  H a l f o r d ,  M r .  G r o s s  s t a t e d  t h a t  h e  

w a s  s u r p r i s e d  at 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  to t h e  f o u r - y p a r  w a i v e r  

o n  o p t i o n  f e e s .  M r .  T i m  W a l l a c e ,  P r e s i d e n t  of D o y o n ,  t e s t i f i e d  b e f o r e  

t h e  B o a r d  i n  F a i r b a n k s ,  a n d  w a 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 / v e r .

T h e  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 ,  a n d  D o y o n  m a d e  t r a d e ­

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

is 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  to d o  a n  a n a l y s i s  of M a p c o ' s  

s i t u a t i o n .  T o  c o m e  " o u t  of t h e  b l u e "  a n d  p i c k  o n  o n e  terra 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  a n d  t h e  c o n d i t i o n s  if t h e  M a p c o  c o n t r a c t  

is n o t  a c o r r e c t  p r o c e d u r e .

I n  r e s p o n s e  to S e n a t o r  F a h r e n k a m p ,  M r .  G r o s s  r e c o m m e 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 n d  h o l d  in 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 m e  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  to m a k e  

a j u d g e m e n t  o n  t h e  g o o d - f a i t h  a n d  v i a b i l i t y  of t h e  D o 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  is c o m p l e t e d ,  the r c v a l t y  o i l  w o u l d  

be  m a r k e t e d  b y  t h e  p r o d u c e r s ,  at n o  l o s s  to t h e  s t a t e .

In r e s p o n s e  to R e p .  R a n d o l p h ,  M r .  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  h a d  b e e n  in p l a c e  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 .  A s  t he e m p h a s i s  s h i f t e d  to n e g o t i a t i n g  f o r  t h e  M a p c o  r e f i n e r y ,  

t h e  b a n k  m a d e  a f i n a n c i a l c o m m i t m e n t  to t h e  p u r c h a s e ,  a n d  w i t h d r e w  i ts 

c o m m i t m e n t  to c o n s t r u c t i o n .  W h e n  it b e c a m e  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  go t h r o u g h ,  t h e  s i t u a t i o n  j t  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  to c h a n g e  t h e  t e r m s  a n d  s e e k  i n v o l v m e n t  b y  o t h e r s  in 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  o n  t h e  h o r t h  P o l e  r e f i n e r y  p r o f i t s .  W h e n  

Mr .  G r o s s  l a s t  s p o k e  to 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  to f i n a n c e  a 

m a j o r  p o r t i o n  of t h e  p r o j e c t ,  i n s i s t i n g  o n  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 .  If D o y o n  c a n  f i n d  a w a y  to d i s p o s e  of 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  in 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  to R e p .  R o g e r s ,  M r .  G r o s s  s t a t e d  tha* p r o v i s i o n  h a d  b e e n  

m a d e  to 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  w a s  a v a i l a b l e ,  

a n d  c h a t  o n - s i t e  w o r k  h a d  b e e n  s h u t  d o w n  f o r  t h e  t i m e  b e i n g .  If D o ' ^ n  

is a b l e  to c o n t i n u e  w o r k  in 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  hi. ■> 

th e  r e f i n e r y  in p l a c e  b e f o r e  t h e  D e c e m b e r  1 9 8 3  d e a d l i n e .
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M a r c h  2 6 ,  1 9 8 2
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P a g e  3

I n  r e s p o n s e  to R e D . C o t t e n , ~ M r .  G r o s s  s t a t e d  -that 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 a  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  is 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 ' k a g e .  H o w e v e r ,  

t h e  D o y o n  p r o p o s a l  is 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  

to 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 .

M r .  G r o s s  s t a t e d  t h a t  T i m  W a l l a c e  w a 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  is 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 .  D o y o n  is 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  o n  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 .  T h e  N o r t h  P o l e  

r e f i n e r y  h a s  h a d  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  m a d e  

a r r a n g e m e n t s  to a v o i d  m o r e  s e r i o u s  l o s s e s .

J e f f  H a 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  m a d e  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  to D o y o n  as a n e w  e n t r a n t .  T h e  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  in t h e  n e g o t i a t i o n s  w a 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  

a n d  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 .  T h e  b o t t o m  l i n e  f o r  t h e  D o y o n  c o n t r a c t  

is t h e  M a p c o  c o n t r a c t .  D o y o n  w o u l d  p r e f e r  to h a v e  t h e  M a 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  M a 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  as b e i n g  in t h e  b e s t  i n t e r e s t  o f  t h e  r t a t e  a t  t h i s  t i m e .  

T h e  D e p a r t m e n t  w a 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  D o 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  to m a k e  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  

w a s  t h e  w a i v e r  o n  r e s e r v a t i o n  f e e s .

M r .  H a y n e s  s t a t e d  t h a t  t h e r e  w a s  a n  a d v a n t a g e  to a r e f i n e r y  o n  t h e  

t r a n s A l a s k a  p i p e l i n e ,  in t e r m s  of r e t u r n  o i l .  T h e y  h a v e  to 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  is a b i g g e r  p r o b l e m .  T h e  D e p a r t m e n t  t r i e d  to w o r k  o u t  a d e a l  w i t h  

C h e v r o n  to u s e  t h e  r e s i d u a l  o i l  f r o m  t h e  M a p c 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  to D o y o n ' s  a d v a n t a g e  o n  s o m e  o c c a s s i o n s ,  b u t  M a p c o  d i d n ' t  w a n t  to 

g i v e  up t h e i r  a b s o l u t e  r i g n t s  to t h e  r e t u r n  o i l ,  so 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  H a y n e s  s t a t e d  t h a t  i n  t e r m s  of 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  w a 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 or 

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  n o w  o r  w e r e  i m m i n e n t .  

T h e  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 r y  B o a r H ' n  r e c o m m e n d a t i o n  to 

p o s t p o n e  t h e  D o y o n  c o n t r a c t  if f i n a n c i n g  is n o  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  o n  t h e  r e s e r v a t i o n  f e e  i s s u e .

I n  r e s p o n s e  to S e n a t o r  F i s c h e r ,  M r .  H a y n e s  s t a t e d  t h a t  J 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  to p a s s  a n  a p p r o v a l  b i l l  f o r  t h e  D o y o n  

c o n t r a c t ,  c o n d i t i o n e d  o n  a f i n d i n g  b y  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  w a s  in 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  to 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 s i n g  t h e  c o n t r a c t  

as 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  to h a v e  t h e  i s s u e  s e t t l e d  in t h e  

c o u r s e  of t h e  L e g i s l a  u r e .

A v r u m  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 .

W i t h  t h e  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, if D o 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  n e 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  to 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  is b u i l t - i n .

J e f f  H a y n e s , i n  r e s p o n s e  to 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 .  A t  s o m e  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  t h 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  

to o t h e r  p a r t i e s  to t h e  n e g o t i a t i o n s .  T h e  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 g  f a c i l i t i e s  m u 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  m a k e  a p r o j e c t  v i a b l e  if it w e r e  n o t  v i a b l e  

o t h e r w i s e .  I n  t e r m s  of 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  to l o o k  at 

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

m o 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 .

It w o u l d  b e  u n f a i r  to t h e m  to e x t e n d  t h e  t i m e  f o r  D o y o n  tor 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 n d  G a s  D e v e l o p m e n t  B o a r d ,  

s t a t e d  t h a t  in 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  of a p r o j e c t  w a 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 m m i t  s t a t e  c r u d e  to 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  w a s  t h e  i s s u e  of c o m p e t i t i o n .  B o 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 n d  Doyor. —  i n v o l v e  a b o u t  $1 m i l l i o n  p e r  d a y  in r o y a l t y  

o i l .  T h e  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  at.d terras. If it w e r e  a p r i v a t e  s u p p l i e r ,  a n d  n o t  t h e  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  it.

In r e s p o n s e  to R e p .  H a l f o r d ,  M r .  L y o n s  s t a t e d  t h a t  if t h e  L e g i s l a t u r e  

w e r e  to 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  B o a r d  c o u l d  m e e t  in s h o r t  

o r d e r  to 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  D o y o n  p r o j e c t ,  if o n e  w e r e  
to c o m e  f o r w a r d .

R e p .  H a l f o r d  s t a t e d  t h a t  the L e g i s l a t u r e  s h o u l d  m o 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 ,  a n d  h e a r  f r o m  t h e  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  a n d  t h e  A d v i s o r y  B o a r d  o n  t h e  f i n a n c i n g  p a c k a g e  f o r  Doyor.,

If o n e  is f o r t h c o m i n g .

M r .  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  is p r o b a b l y  j u s t  as q u a l i f i e d  to 

j u d g e  o n  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  as t h e  B o a r d ,  a n d  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  b y  w a i v i n g  B o a r d  r e v i e w .

D e n n i s  J u r i 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 m p 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  to s u p p l y  o v e r  1 00 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  in t h e  s t a t e  at p r e s e n t .  T h e  c o m p a n y  s t a r t e d  in 1 9 6 9  w i t h  

a n  1 8 , 0 0 0  b a r r e l  p e r  d a y  c a p a c i t y  r e f i n e r y  in K e n a i ,  a n d  h a s  e x p a n d e d  it 

to a l m o s t  5 0 , 0 0 0  b a r r e l s  p e r  d a y .  T h e y  d i d  it o n  t h e  b a s i s  o f  a r e l a t i v e l y  

s m a l l  C o 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 ,  a n d  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  

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

c o m p e t i t i v e  b a j i s .

M r .  J u r i n  s t a t e d  t h a t  T e s o r o  w a s  a r e s p o n d e n t  in t h e  1 9 7 7 ,  w h e 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 .  T h e  T e s o r o  p r o p o s a l  w a s  n o t  

a p p r o v e d ,  a n d  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 ,  in h i n d - s i g b t ,  t h e  

c o m p a n y  s h o u l d  h a v e .  D u e  to 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  in a v u l n e r a b l e  p o s i t i o n ,  w i t h  m o s t  of t h e i rA G O  7 8 6 2 4 2
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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  a n d  s p o t  m a r k e t  p u r c h a s e s .

T h e  C o o k  I n l e t  s u p p l y  is 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 .  .• 

T h e  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  to 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  to r a p i d  c h a n g e s .

M r .  J u r i n  s t a t e d  t h a t  T e s o r o  is c o n s i d e r i n g  e x p a n s i o n  o f  t h e i r  f a c i l i t i e s .  

T h e y  begar. r e s e a r c h  in N o v e m b e r ,  1 9 8 1  o n  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 - r a i x  a n d  p r e l i m i n a r y  e n g i n e e r i n g .  It is p o s s i b l e  t h a t  

a s  m u c h  as 7 0 , 0 0 0  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  1 9 9 5 ,  

a n d  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 , 0 0 0  to 6 0 , 0 0 0  b a r r e l s  p e r  day.' O n e  

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  is w h a t  h a p p e n s  to t h e  A d i s o r y  

B o 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  to T e s o r o  i n  t h e  I n t e r i o r ,  a s  is t h e  

d i e s e l  a n d  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  to 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 .  It c o s t s  T e s o r o  e i g h t  to n i n e  c e n t s  p e r  b a r r e l  

to t r a n s p o r t  g a s o l i n e  to t h e  I n t e r i o r ,  a n d  a n  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  a n  u n b e a t a b l e  c o m p e t i t i v e  e d g e .  T h e r e f o r e  t h e  d e c i s i o n s  

h e r e  h a v e  a l o t  to d o  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 .

M r .  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 .  T h e  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  to c o n v e r t  the r e s i d u a l  o i l  to 

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  to c o n v e r t  it to t u r b i n e  o r  d i e s e l  

f u e l .  T h e y  a r e  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  p r o j e c t  o n  t h e i r  f e e d s t o c k s  

to t e s t  t h e  p r o c e s s e s .  U n i o n  O i l  R e s e a r c h  is t h e  l i c e n s o r  of 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 h e 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 ,  a n d  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 .

M r .  J u r i n  s t a t e d  t h a t  T e s o r o  1 s 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  to d e t e r m i n e  t h e  b e s t  w a y  to 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 l y  b e  m a d e  t h i s  y e a r .  T h e  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  to p e r i o d i c a l l y  r e p o r t  to t h e  C o m m i s s i o n e r  o n  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 n d  d e v e l o p m e n t  of t h e  p r o j e c t .

T h e  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  in s u p p l y ,  a n d  

h e l p  m a i n t a i n  T e s o r o  as a f o r m i d a b l e  c o m p e t i t o r  in A l a s k a .  T h e  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  a n d  o t h e r s  is t h a t  T e s o r o  is n o t  p l a n n i n g  

to go a h e a a  in 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  o n  i t s  

o w n  m e r i t s  a t  t h i s  t i n e ,  n o t  b e c a u s e  of t h e  b e n e f i t  o f  s o m e  s o r t  of 

s u b s i d y .  T e s o r o  h a s  a n  u n b l e m i s h e d  r e c o r d  in d e a l i n g  w i t h  t h e  s t a t e  o n  

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  F a h r e n k a m p  s t a t e d  t h a t  e s t i m a t e s  of 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  r u n  f r o m  o n e  to t h r e e  d o l l a r s  p e r  b a r r e l ,  

a n d  a s k e d  if 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  to c o n s u m e r s .
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M r .  J u r i n  r e p l i e d  t h a t  h e  d i d n ' t  k n o 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  is 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 v  h i c h  h a v e  

b e e n  b r o u g h t  o n  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 . * ,  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  d o  w h a t e v e r  p o s s i b l e  

to 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 .

I n  r e s p o n s e  to R e p .  H a l f o r d ,  M r .  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 to 28 p e r c e n t  of 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 n d  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  to 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  a n d  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  of t h e  t u r b i n e  f u e l  

to 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 n d  w i l l  p r o b a b l y  s u p p l y  m o r e  

w i t h  a n  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 .  T h e  p o t e n t i a l  

l o s s  to t h e  s t a t e  b y  t h e  w e s t  c o a s t  o f f s e t  m a y  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  if 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  a n  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  m o 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  ru n .

In r e s p o n s e  to R e p .  C o t t e n ,  M r .  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 contract, 

w i t h  S a n  D e i g o  G a s  a n d  E l e c t r i c  to p u r c h a s e  t h e  r e t u r n  o i l .  T h e  c o n t r a c t  

b e g a n  i n  1-972 , 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 9 8 4  . T e s o r o  i n t e n d s  to 

e x p a n d  t h e i r  f a c i l i t i e s  to p r o c e s s  t he 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  m a r k e t  in t h e  p i p e l i n e .

J i m  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 m p a n y ,  in r e s p o n s e  to 

R e 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 ,  if t h e y  p u r c h a s e d  

it 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  m a r k e t  

c o n d i t i o n s .  T e s o r o  is c u r r e n t l y  b u y i n g  A N S  c r u d e  f r o m  S o h i o  o n  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  m o 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  to s e l l .

T h e  C o m m i t t e e  w a s  a d j o u r n e d  at 9 : ‘.50 a . m .
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Offical Business

BETTYE FAHRENKAMP, Chairman
VIC FISCHER, Vice-Chairman
BRAD BRADLEY
DICK ELIASON
DON GILMAN
BOB MULCAHY
ARLISS STURGULEWSKI

M E M B E R S  P R E S E ? T T

STATE CAPITOL 
JUNEAU. ALASKA 99811 

i907) 465-3834 
(907) 465-3835

S e n a t o r  F a h r e n k a m p

S e n a t o r  E l i a s o n  

S e n a t o r  G i l m a n  

S e n a t o r  M u l c a h y

S e n a t o r  S t u r g u l e w s k i

A p r i l  7, 1 9 8 2  

3 : 1 0  p . m .

B e l t z  R o o m

R o o m  2 1 1  - C a p i t o l

H e a r i n g :

S 3  8 8 0  S a l e  o f  r o y a l t y  o i l  b y  t h e  S t a t e  of A l a s k a  to D o y o n ; L t d .

S B  8 8 1  r-ale o f  r o y a l t y  o i l  b y  t h e  S t a t e  o f  A l a s k a  to T e s o r o  A l a s k a

1 ’. t r o l e u m .

S e n a t o r  F a h r e n k a m p  e x p l a i n e d  t h a t  t h e  C o m m i t t e e  w a s  to e i t h e r  a c c e p t  o r  

r e j e c t  t h e  c o n t r a c t s ,  b u t  c o u l d  n o t  a m e n d  t h e m .

D e n n i s  J u r i 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 m p a n y , s p o k e  in s u p p o r t  

o f  SB 8 8 1 ,  s t r e s s i n g  t h a t  p r o j e c t i o n s  p r e d i c t  t h a t  o v e r  t h e  l o n g  r u n  

t h e r e  w i l l  b e  m o r e  s h o r t a g e s  o f  o i l  t h a n  s u r p l u s e s .  A l t h o u g h  c r u d e  o i l  

p r i c e s  a r e  v e r y  d i f f i c u l t  to p r e d i c t  e v e n  f o r  t h e  s h o r t  t e r m ,  J u r i n  w a s  

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

of t h e  S t a t e ' s  r e v e n u e .  H e  r e v i e w e d  h i s  c o m p a n y ' s  " g o o d  t r a c k  r e c o r d "  

a n d  t h e  d i r e c t  p o s i t i v e  e c o n o m i c  i m p a c t  t h e y  c o n t i n u e  to h a v e  o n  the* 

s t a t e .  H e  c o n c l u d e d  b y  s t a t i n g  h i s  c o m p a n y ' s  n e e d  f o r  a l o n g - t e r m ,  

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

S e n a t o r  M u l c a h y  m o v e d  SB 8 8 1  a n d  a s k e d  u n a n i m o u s  c o n s e n t .

J o h n  K a t 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 , d e s c r i b e d  t w o  

i t e m s  o f  c o n c e r n  i n  t h e  D o y o n  c o n t r a c t .  P n e  is t h e  f o u r  y e a r  w a i v e r  o n  

o p t i o n  f e e s ,  w h i c h  i s  a n  i n c e n t i v e  to 4»ew e n t r y  b u t  m a y  b e  a n t i ­

c o m p e t i t i v e .  T h e  o t h e r  is D ' . y o n ' s  l a c k  o f  f i n a n c i n g .  K a t z  s u g g e s t e d  

t h a t  t h e  C o m m i t t e e  h a s  t h r e e  o p t i o n s :  to a p p r o v e  t h e  c o n t r a c t ,  d i s a p p r o v e

t h e  c o n t r a c t ,  o r  a p p r o v e  t h e  c o n t r a c t  c o n t i n g e n t o n  a f i n d i n g  b y  t h e  

C o m m i s s i o n e r  o f  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 a t ,  b y  a d a t e  

c e r t a i n ,  f i n a n c i n g  i s  f i r m  a n d  a d e q u a t e ,  a n d  t h a t  a l l  o t h e r  e s s e n t i a l  

a s p e c t s  o f  t h e  p r o g r a m  h a v e  b e e n  m a i n t a i n e d .

S B  8 8 1

S B  8 8 0
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S e n a t e  R e s o u r c e s  C o m m i t t e e

A p r i l  7, 1 9 8 2

P a g e  2

T i m  1-Ta l l l s ,  P r e s i d e n t , D o y o n , e x p l a i n e d  t h a t  t h e i r  f i n a n c i n g  is 

c o n t i n g e n t  o n  g e t t i n g  r i d  o f  t h e  r e t u r n  o i l *  A  c o n t r a c t  to t h i s  

e f f e c t  n e e d s  to b e  n e g o t i a t e d ,  a n d  a s e a r c h  f o r  a n  p a r t n e r

c o m p l e t e d .  H e  s t a t e d  t h a t  a 6 - m o n t h  p e r i o d  w o u l d  b e  " c o m f o r t a b l e "  

f o r  m e e t i n g  t h e s e  g o a l s .

S e n a t o r  M u l c a h y  m o v e d  t h a t  D o y o n  b e  g i v e n  u n t i l  S e p t e m b e r  1 1 9 8 2  to

o b t a i n  f i n a n c i n g ,  w h i l e  m a i n t a i n i n g  a l l  o t h e r  e s s e n t i a l  e l e m e n t s .

S e n a t o r  M u l c a h y  m o v e d  C S S B  8 8 0  w i t h  i n d i v i d u a l  r e c o m m e n d a t i o n s .

T h e  m e e t i n g  w a s  a d j o u r n e d  a t  4:00 p.m. t
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I
A pr i l  2, 1982

crp

DEPARTMENT OF COMMERCE & 
ECONOMIC DEVELOPMENT

ROYALTY O 'L AND GAS ADVISORY BOARD

JAYS. HAMHOM GOYHMOli L  *7

F
620 E. tOTH AVEN UE  
SU ITE  203 
ANCHORAGE. ALA SK A  99501 
PHONE: 1907) 472-867* 276-7979

Senator Jalmar M. K erttu la  
Pres ident  o f  the Senate 
Alaska State  L e g is la tu re  
Pouch V
Juneau, Alaska 99811 

Dear Mr. P res iden t :

In accordance with AS 38 .06 ,  the Alaska Royalty O i l  and Gas 
Development Advisory  Board i s  requ ired  t o  examine proposed 
sa le s  o f  r o y a l t y  o i l  or  gas and prepare a w r it ten  recommend­
a t io n  t o  the L e g is la tu r e  that i t  approve or  disapprove a 
proposed s a l e .

Forwarded herewith i s  the Board R eso lut ion  82-1 r e l a t i n g  to  
the "Agreement f o r  the Sale and Purchase o f  Royalty  O i l "  
between the State  o f  Alaska and Tesoro Alaska Petroleum 
Company dated February 26, 1982. The Board has recommended 
that  t h i s  sa le  b e  approved by the Alaska State  L e g is la tu re .

Also forwarded herewith i s  the Board R eso lut ion  82-2 r e l a t i n g  
to  the "Agreement f o r  the Sale and Purchase o f  Royalty  O i l "  
between the State  o f  Alaska and Doyon, L t d . ,  dated February 
26,  1982. The Board has recommended that  t h i s  sa le  be 
disapproved by the Alaska State  L e g is la tu re .

Richard A. Lyon 
Chairman

c c :  Senator Bettye  M. Fahrenkamp

Enclosures
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R eso lu t ion  h2 - l

WHEREAS, the State  o f  Alaska, through the Commissioner o f  

the Alaska Department o f  Natural Resources ,  and the Tesoro Alaska 

Petroleum Company have entered in to  an "Agreement f o r  the Sale and 

Purchase o f  Royalty  O i l "  dated the 26th day o f  February 1982,; and

WHEREAS, in  accordance  with,  AS 3 8 .0 6 . 055(a) ".. . . the 

Commissioner o f  Natural Resources may not e n t e r . i n t o  a. s a l e ,

exchange, or  o th er  d i s p o s i t i o n  o f  o i l  or  gas or o f  the r i g h t s  or

waiver o f  the r i g h t s  to  r e c e i v e  future  produ ct ion  o f  r o y a l ty  o i l

o r  gas under AS 38.05*183 without the p r i o r  approval  o f  the

L e g is la t u r e .  . . " ;  and

WHEREAS, a ccord in g  t o  AS 3 8 .0 6 .0 5 5 (a ) ,  " . . .  a s a l e ,  exchange 

encumbrance, or  othex’ d i s p o s i t i o n  o f  o i l  or  gas o r  o f  the r i g h t s  

o r  vraiver o f  the r i g h ts  t o  r e c e iv e  future  p rodu ct ion  o f  r o y a l ty  

o i l  or gas may not be made by the commissioner o f  natura l  resou rce s  

under AS 38 .05 .183 without p r i  ;r review o f  the proposed s a l e ,  ex­

change, encumbrance or  o ther  d i s p o s i t i o n  by the board .  A w rit ten  

recommendation o f  che board on the proposed s a l e ,  exchange, 

encumbrance or  other d i s p o s i t i o n  o f  o i l  or  gas o r  o f  the r i g h t s  

o r  waiver o f  the r i g h t s  t o  r e c e iv e  future  p rod u ct ion  o f  r o y a l t y  

o i l  or  gas s h a l l  be submitted to  the l e g i s l a t u r e  at the time a 

r e s o l u t i o n  approving the proposed s a l e ,  exchange, encumbrance 

o r  o ther  d i s p o s i t i o n  i s  in troduced  in the l e g i s l a t u r e " ;  and

WHERE/'S, in  accordance  with AS 3 8 .3 6 .0 4 0 ( a ) ,  the board s h a l l

( 2 ) "ho ld  p u b l ic  hearings on proposed s a l e s ,  exchanges,  or  o ther  

d i s p o s a l s  o f  r o y a l ty  o i l  or  gas to  determine whether the proposa ls  

comply with AS 3 8 .06 .070 ;

( 3 ) examine proposed s a l e s ,  exchanges or o ther  d i s p o s a l  o f ,  and
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recommend to  the l e g i s l a t u r e  that  i t  approve or  d isapprove  a 

proposed s a l e ,  exchange o r  o ther  d i s p o s a l  o f

(A) the o i l  or  gas that i s  obta ined  by the s t a te  as r o y a l ty  

under AS 3 8 .0 5 .1 8 2 ;  or

(B) the r i g h t s  t o  r e c e iv e  future  o i l  o r  gas p rodu ct ion  

under s t a t e  l e a s e s 1' ;  and

• WHEREAS, the board d id ,  on February 26, 1 9 8 2 , -meet and
** *• • •, ■ / . r * *. . ; • • ' .* ■ • , . . .  * • V • ;

r e c e i v e  from the commissioner o f  natura l  resou rces  the above 

mentioned agreement with Tesoro as w e l l  as a document e n t i t l e d  

"Review o f  Alaska Royalty  O i l  P o l i c y  and Findings on Proposed 

D isposa l  o f  S tate  Royalty  O i l "  dated February 26, 1982 and the 

board d id  act  and c a l l  p u b l i c  h ear ings ,  in  accordance with the 

r e g u la t io n s  o u t l in e d  3 AAC 56, in Anchorage on March 15, 1982 

and Fairbanks on March 16, 1982 and r e c e iv e d  no p u b l i c  comment 

p e r t in e n t  t o  t h i s  agreement; and

WHEREAS, in accordance with AS 38.06 and AS 38 .05 ,  the

commissioner o f  natura l  resource : ,  i s  requ ired  to  submit t o  the

board ,  in  w r i t in g ,  c e r t a in  Findings or  Determinations r e l a t i n g  

to  the d i s p o s a l  o f  o i l  and gas r o y a l ty  I n t e r e s t s  and the board 

has r e c e iv e d  the requ ired  Findings and D eterm inations ;  anu

WHEREAS, the board members had the opportun ity  t o  review 

the agreement, r e la t e d  Findings and Determinations and Public  

Testimony during the p er iod  February 26, 1982 u n t i l  March 25, 1982; 

and

WHEREAS, the board d id ,  on March 25, 1982, meet t o  d is cu ss  

the agreement, r e la t e d  Findings and Determination, and Public  

Testimony to  insure that th is  d i s p o s a l  i s  in  accordance  with the 

s t a tu to r y  purpose and c r i t e r i a  set  f o r t h  in  AS 3 8 .06 as w e l l  as
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the b o a r d ’ s ’’Basic  P r in c ip le s  and P o l i c i e s ’’ as o u t l in e d  in  the 

b o a r d ’ s development p lan ,  and

THEREFORE, the board f in d s  as f o l l o w s :

1 . that  the commissioner o f  natura l  resou rces  has f o l lo w e d  

the board p o l i c i e s  and a p p l i c a b le  s ta tu te s  and re g u la t io n s  

r e l a t i n g  t o  the d i s p o s a l  o f  o i l  and gas r o y a l t y ' i n t e r e s t s .

2 . that  the board agrees that  the sa le  o f  the r o y a l t y  o i l

in t e r e s t s  to  Tesoro-Alaska Petroleum Company as per the

agreement i s  in the best  in t e r e s t  o f  the s t a te  because

(a)  the o i l  i s  t o  be r e f in e d  o r  processed  or  traded f o r  

o ther  o i l  to  be p rocessed  in  the e x i s t i n g  Tesoro 

r e f i n e r y  near Kenai, Alaska.

(b)  Tesoro-Alaska i s  an i n - s t a t e  r e f i n e r  who su p p l ies  

products  to  the Alaska market with p r i c e  or  supply 

b e n e f i t s  to  s ta te  c i t i z e n s .

( c )  the p r i c e  the s ta te  w i l l  r e c e i v e  f o r  t h i s  r o y a l t y  

in t e r e s t  appears t o  be s u b s t a n t ia l ly  equ iva lent  t or 

g rea te r  than the p r i c e  the s ta te  would r e c e iv e  by tak ing  

t h i s  r o y a l ty  in -v a lu e .

(d)  that  Tesoro-Alaska i s  a h igh ly  q u a l i l l e d  company who 

has been operat ing  i t s  r e f i n e r y  to  produce products  f o r  

the Alaska market f o r  over  12 years .

(e )  that  adequate s e c u r i ty  p r o v i s i o n s  have been included  

in  the agreement.

( f )  that  t h i s  agreement i s  c o n s is t e n t  with the c r i t e r i a  

o u t l in e d  in AS 3 8 .06 .070 .

AND THEREFORE BE IT RESOLVED THAT the Alaska Royalty  O i l  and 

Gas Development Advisory Board recommends to  the Tw elfth  Alaska
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L eg is la tu re  that  the "Agreement f o r  the Sale and Purchase o f
6

Royalty O i l "  between the State  o f  Alaska and Tesoro Alaska Petroleum 

Company, dated February 26, 1982 be APPROVED.

2Board Member y c  moved the adoption  o f

the R eso lu t ion .  Board Member O c u  T g ?  t R & t o g j  seconded.

The vote  was as f o l l o w s :
* ’ , * • t , * * » • • • .  • * * • * .• •x* '• * * * • * *. • *. . • • • • • .* • * # ’; . •

APPROVE DISAPPROVE

Adopted th:)s 25th day o f  March 1982.

Chairman
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L E G I S L A T I O N  S U M M A R Y

S e c . 1:

S e c . 2:

S B  8 8 1 : " A n  A c t  r e l a t i n g  to t h e  s a l e  o f  r o y a l t y  o i l  b y  t h e  

S t a t e  o f  A l a s k a  to t h e  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 ;  

a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

A p p r o v e s  a n d  r a t i f i e s  t h e  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  A l a s k a  r o y a l t y  o i l  c o n t r a c t .

I m m e i i a t e  e f f e c t i v e  d a t e .

P R I M E  S P O N S O R :  R u l e s  ( G o v e r n o r ’s r e q u e s t )
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PURCHASE OF ROYALTY OIL

THIS AGREEMENT entered  in to  as o f  the 2t> day o f  

pe.bru sh y , 198 Z , by and between the STATE OF ALASKA 

( " S e l l e r " )  and TESORO ALASKA PETROLEUM COMPANY, an Alaskan 

co rp o ra t io n  ("Purchaser" ' '  ,

ARTICLE I 

DEFINITIONS

As used in th is  Agreement, the f o l l o w in g  terms 

s h a l l  have the f o l l o w in g  meanings:

1.1 " Commissioner" means the Commissioner o f  the 

Alaska Department o f  Natural Resources.

1.2 " Day" means a per iod  o f  tw enty - four  (24) 

con secu t ive  hours beginning at 12:01 a .m . ,  Alaska Standard 

Time.

1.3 " Leases" means the o i l  and gas leases  which 

arc su b je c t  to the terms o f  the Unit Agreement.

1.4 " Lessee" means any person owning a working 

in t e r e s t  in any o f  the Leases.

1.5 " Month" means the p er iod  beginning at 12:01

a.m .,  Alaska Standard Time, on the f i r s t  day o f  the calendar 

month and ending at the same time on the f i r s t  day o f  the 

next succeeding ca lendar  month.

1.6 " O i l "  or  "crude o i l " s h a l l  have the same 

meaning as the word " o i l "  under the Unit Agreement.
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1.7 " Point  o f  D e l iv e ry " s h a l l  have the meaning sec 

out  in  A r t i c l e  2 .4 .

1.8 " Royalty  O i l " means the o i l  which the S e l l e r  

may take in -k in d  (amount) as i t s  r o y a l t y  under the Leases 

whether or not  S e l l e r  has e l e c t e d  to  take or  i s  taking that 

r o y a l t y  in  in -k in d .

1.9 " Daily  Royalty O i l " means the quantity  o f  

Royalty Oil  produced by the Lessees each day.

1.10 " Unit Agreement" means the Pruihoa Bay Unit 

Agreement e f f e c t i v e  A p r i l  1, 1977, by and between S e l l e r  and 

the Lessees ,  as i t  may be amended from time to time.

ARTICLE II  

SALE OF R0YALT\ OIL

2.1  Q uantity . S e l l e r  agrees to  s e l l  to  Purchaser 

and Purchaser agrees to buy from S e l l e r  up to that quantity  

o f  o i l  equal to 24 .5331 o f  the Daily Royalty  O i l  l e s s  Cook 

I n l e t  Royalty ("Maximum Q u a n t i ty " ) .  "Cook I n l e t  Royalty"  

means that d a i l y  volume o f  o i l  expected  to  be s o ld  to 

Purchas. r by S e l l e r  during the month r f  July in each 

calendar year under the ..greement e n t i t l e d  "Agreement f o r  

the Sale and Purchase o f  State o f  Alaska Royalty O i l "  

entered in to  on January 31, 1969 and extended on March 8 , 

1977 and again February 24, 1978 and any renewals or 

extensions  th e re o f  or any new con tra c t  between S e l l e r  and 

Purchaser f o r  the purchase and sa le  o f  crude o i l  produced 

from the Cook I n le t  o f  Alaska. The determination o f  Cook 

I n l e t  Royalty s h a l l  be made no la t e r  than t h i r t y  (30) days
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p r i o r  to  the beginn ing  o f  each ca lendar  year .  Upon at l e a s t  

nine (9) months w r i t te n  n o t i c e  to  S e l l e r ,  Purchaser may 

in crea se  or  decrease  the amount o f  o i l  to  be tendered by 

S e l l e r  at the Point  o f  D e l iv e ry ,  but the amount tendered by 

S e l l e r  under t h is  Agreement s h a l l  not  exceed the Maximum 

Quantity.  I t  i s  understood and agreed that the volume o f  

Daily  Royalty  O i l  a v a i la b l e  t o ‘ S e l l e r  w i l l  vary and may be 

in te r ru p ted  from t i m e - t o - t i m e , and depends upon a v a r i e t y  o f  

f a c t o r s ,  in c lu d in g  the ra te  o f  p rodu ct ion  from the Leases.  

S e l l e r  d is c la im s  and Purchaser waives any r e p re s e n ta t io n ,  

covenant or  warranty, express or  im plied ,  as to  the s p e c i f i c  

quanti ty  or  the t o t a l  or  d a i l y ,  monthly, average,  or 

aggregate volume o f  Royalty O il  to  be s o ld  or tendered under 

th is  Agreement. S e l l e r  warrants that i t  has good t i t l e  to 

the o i l  tendered under th is  Agreement. S e l l e r  s h a l l  hold 

the Purchaser narmless from a l l  l i e n s ,  encumbrances and 

v a l id  adverse c laims that may a f f e c t  the Royalty  O il  at the 

time the Royalty Oil  i s  tendered to the Purchaser.

I f  Purchaser has not taken the Maximum Quantity o f  

o i l  w ith in  f i v e  (5) years a f t e r  the e f f e c t i v e  date o f  t h is  

Agreement, S e l l e r ,  at i t s  o p t i o n ,  may permanently decrease  

the Maximum Quantity to the l e s s e r  o f :  (1) the g re a te s t  

percentage o f  Daily Royalty  O i l  tendered by S e l l e r  w ith in  

that f i v e - y e a r  p e r io d ,  or  ( 2 ) the maximum amount o f  o i l  that 

can be p rocessed  at P urchaser 's  r e f in e r y  lo ca ted  at  Kenai, 

A laska . Purchaser may permanently decrease  the Maximum
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Quantity or  terminate t h is  Agreement upon nine (9) months 

w r i t t e n  n o t i c e  to S e l l e r .

I f  S e l l e r  u n d e r l i f t s  or  s t o re s  Royalty  O il  at 

Prudhoe Bay, or  i f  S e l l e r  re cov ers  u n d e r l i f t e d  o r  stored  

Royalty  O i l ,  the quant i ty  o f  Royalty  O i l  tendered under th is  

Agreement s h a l l  be c a l c u la t e d  as i f  no Royalty O i l  was 

u n d e r l i f t e d  or  s to red  or  recovered .

Q u a l i t y . The Royalty O i l  s o ld  sh ^ l l  be the same 

q u a l i t y  as the o i l  d e l iv e r e d  by the Lessees to  the S e l l e r  at 

the Point  o f  D e l iv e ry .  I t  i s  understood and agreed that the 

q u a l i t y  o f  the Royalty Oil  s o ld  may vary from time to time. 

S e l l e r  d i s c la im s ,  and Purchaser waives ,  any guarantee, 

r e p r e s e n t a t i o n ,  or  warranty, e i t h e r  expressed or im plied ,  o f  

the m erch a n ta b i l i ty ,  f i t n e s s  f o r  use,  or  s u i t a b i l i t y  f o r  any 

p a r t i c u l a r  use or purpose,  or  o therw ise ,  o f  any o f  the o i l  

d e l iv e r e d  under t h is  Agreement or  as to  any s p e c i f i c ,  

average or  o v e r a l l  q u a l i t y  or  c h a r a c t e r i s t i c  o f  Royalty Oil  

to  be s o ld  or  tendered under th is  Agreement.

2 .3 P r ice  o f  the Royalty  O i l . The p r i c e  f o r  the 

o i l  tendered under th is  Agreement s h a l l  be equal to  the 

amount that S e l l e r  would have r e ce iv ed  from i t s  Lessees f o r  

the Royalty O il  tendered i f  that ro y a l ty  had been payable in 

money (taken in value )  ra ther  than taken in kind, plus the 

F ie ld  Cost Allowance incurred  by that o i l  as determined 

under the Prudhoe Bay Royalty Settlement Agreement (dated 

A p r i l  1, 1980 f o r  r e fe re n ce  purposes o n l y ) ,  which was 

entered  as part  o f  a f i n a l  judgment dated August 13, 1980 in
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State of Alaska, et al. v. A m e r a d a  Hess Corp., et a l . ,

(Superior  Court f o r  the State  o f  Alaska, F i r s t  J u d i c ia l  

D i s t r i c t  at  Jun eau ) ("Amerada H ess " ) ( " S e t t le m e n t  Agree­

ment") ' "Purchase P r i c e " ) .  The Purchase P r i c e  s h a l l  be 

determined by S e l l e r  based upon the r e p o r t s  submitted by the 

Lessees f o r  r o y a l t y  purposes o r ,  when those  r e p o r t s  are 

u n a v a i la b le ,  incom plete ,  or  in a c c u r a te ,  upon in form ation  

submitted l-y the Lessees f o r  p rod u ct ion  tax or  o ther  tax 

purposes ,  as may be ad ju sted  from time to  time as prov ided 

in  th is  Agreement. Buyer w i l l  on ly  be e n t i t l e d  to  review or 

request  m ater ia l  or  in form at ion  which i s  not c o n f i d e n t ia l  

under s ta te  law or  r e g u la t io n .

The method, b a s is  and amount o f  r o y a l t y  due S e l l e r  

when i t  takes i t s  r o y a l ty  in  value  from the Leases i s  

p re s e n t ly  the su b je c t  o f  l i t i g a t i o n  in  Amerada Hess. One o f  

the i s su es  in vo lved  i s  the proper method to be used by the 

Lessees in c a 1cu la t in g  the s t a t e ' s  r o y a l t y  when that r o y a l ty  

i s  payable in money ( in  v a l u e ; .  U nti l  there  i s  a r e s o lu t i o n  

o f  that  d ispute  through j u d i c i a l  r e s o l u t i o n  or set t lem ent ,  

the Purchase P r ice  w i l l  be based upon the c a l c u la t i o n  o f  an 

amount per b a r r e l  equal to the per b a r r e l  volume weighted 

average o f  the in -v a lu e  p r i c e s  rep or ted  by the ^essees to 

S e l l e r  f o r  r o y a l ty  purposes o r ,  when the r o y a l ty  repor ts  are 

u n a v a i la b le ,  incom plete ,  or  in a c cu ra te ,  up<. in formation  

submitted by the Lessees f o r  p rodu ct ion  tax or  o ther  tax 

purposes ,  plus the F ie ld  Co.st Allowance as determined under 

the Settlement Agreement. Upon r e s o l u t i o n  o f  each o f  the
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var ious  is su es  that are o r  w i l l  be in v o lv ed  in  Amerada H ess , 

adjustments w i l l  be made, to  prev ious  payments in  accordance 

with  each r e s o lu t i o n .  I f  a d d i t i o n a l  amounts are owed by 

Purchaser to  S e l l e r ,  i n t e r e s t  on those amounts w i l l  be paid 

at a v a r ia b le  in t e r e s t  ra te  which i s  the higher o f :  ( 1 ) the 

prime ra te  as may be announced from time to time by The Bank 

o f  America, San F ra n c is co ,  C a l i f o r n ia  plus three per cent  

(3%); or  (2) the ra te  o f  return  as i s  r e a l i z e d  from time to 

time in the investment o f  the State  o f  A laska 's  general  

fund. Amounts owed from S e l l e r  to Purchaser s h a l l  be repa id  

at the ra te  s e t  out in A r t i c l e  5 ,6 .  Buyer w i l l  i jt :  v o lu n ­

t a r i l y  in tervene  or  otherwise  p a r t i c i p a t e  in Amerada Hess 

unless  S e l l e r  ex p ress ly  consents to that p a r t i c i p a t i o n  in 

w r i t in g .  A sett lement o f  Amerada Hess w i l l  be b inding upon 

Buyer whether or  not  Buyer agrees with or  consents to the 

terms o f  th; t se tt lem ent.

I f  any a p p l i c a b le  law o f  the United States o f  America 

or any ru le  or  r eg u la t ion  promulgated by a f e d e r a l  lgency 

w i l l ,  in the judgment o f  S e l l e r ,  operate  to p r o h ib i t  or 

prevent S e l l e r  from r e c e iv in g  the f u l l  amount due under the 

above p r o v i s i o n s .  Buyer's  o b l i g a t i o n  to  pay the amount o f  

the Purchase Pr ice  in excess  o f  the amount permitted w i l l  be 

suspended or ad justed  to the minimum extent  requ ired  f o r  

S e l l e r  to  comply with that law, ru le  or  r e g u la t io n .

2.4 Point and Time o f  D e l i v e r y . Simultaneous with 

r e c e i p t  o f  i t s  Royalty O il  from i t s  Lessees ,  S e l l e r  s h a l l  

tender the o i l  to Purchaser at the p o in t  at which S e l l e r
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r e c e iv e s  the Royalty O i l  from i t s  L essees .  That p o in t  as 

p re s e n t ly  agreed to by S e l l e r  and i t s  Lessees in  A r t i c l e  2 .3  

o f  the Settlement Agreement i s  the custody t ra n s fe r  meters 

in to  the Trans Alaska P ip e l in e  System at Prudhoe Bay.

2.5 Passage o f  T i t l e  and Risk o f  L o s s . T i t l e  and 

r i s k  o f  l o s s  to the Royalty O i l  s o ld  under th is  Agreement 

s h a l l  pass from S e l l e r  to  Purchaser f o r  a l l  purposes when 

S e l l e r  tenders the o i l  at the Point  o f  D e l ivery .

2.6 Purchaser 's  R e s p o n s i b i l i t y . Purchaser s h a l l  

be re s p o n s ib le  f o r  the o i l  a f t e r  passage o f  t i t l e .  Pur­

chaser w i l l  indemnify and hold  S e l l e r  harmless from and 

against  any and a l l  c la im s,  c o s t s ,  damages ( in c lu d in g  

reasonably  fo re s e e a b le  con sequen tia l  damages), expenses or 

causes o f  a c t io n  as a r e s u l t  o f  any l o s s ,  in ju r y ,  or  damage 

incurred  by any party as a r e s u l t  o f  any t ra n sa ct io n  or  

event which r e la t e s  to the crude o i l  a f t e r  t i t l e  has passed 

to Purchaser.

2.7 Transportation  Arrangements. Purchaser sh a l l  

make a l l  necessary  arrangements f o r  t ran sp ort in g  the o i l  

so ld  under th is  Agreement from Point o f  D e l ivery ,  

in c lu d in g  s a t i s f a c t i o n  o f  l in e  o b l i g a t i o n s  and storage

tank bottom requirements o f  tl s Alaska P ip e l in e

System, i f  any. I f  and as requested by the S e l l e r ,  and at 

the time or  times requested by S e l l e r ,  Purchaser s h a l l  

submit s p e c i f i c  in formation concerning the arrangement i t  

has made f o r  t ransp orta t ion  o f  the Royalty Oil  so ld  under 

th is  Agreement through and away from the Trans Alaska
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P ip e l in e  System and f o r  the r e s a l e  or  o ther  d i s p o s a l  o f  the 

Royalty  O i l .  Such in form ation  may in c lu de  the s p e c i f i c  

tenders o f  o i l  made to the Trans Alaska P ip e l in e  System and 

i d e n t i f i c a t i o n  o f  tankers which w i l l  t ransport  the Royalty 

O i l .  In a d d i t io n ,  Purchaser w i l l  prov ide  S e l l e r ,  i f  and as 

requested  by S e l l e r ,  with s a t i s f a c t o r y  evidence  or 

reasonable  assurance o f  the- e x is t e n c e  and continu ing  v a ­

l i d i t y  o f  adequa..a arrangements f o r  the tra n sp or ta t ion  or 

d i s p o s a l  o f  the Royalty O il  s u b je c t  to th is  Agreement. 

F a i lu re  to prov ide  in form at ion ,  ev idence  or  assurances 

requested  w i l l ,  at S e l l e r ' s  c c t i o n  by n o t i c e  to  Purchaser, 

be a m ater ia l  d e fa u l t  under th is  Agreement.

2 .8 Absolute  O b l i g a t i o n s . The o b l i g a t io n s  o f  

Purchaser to a cce p t ,  pay f o r ,  and arrange f o r  the t ra n s ­

p o r t a t i o n  o f  the Royalty O il  tendered or so ld  under th is  

Agreement are abso lu te  and w i l l  not be excused or  discharged 

by the opera t ion  o f  any d i s a b i l i t y  o f  Purchaser, event o f  

f o r c e  n a jeu re ,  im p r a c t i c a b i l i t y  o f  performance, change in

c o n d i t i o n s ,  or any other  reason or  cause.

2.9 Date o f  F i r s t  D e l i v e r y . On January 1, 1983, 

or  seven months a f t e r  s ta tu to ry  approval as set  f o r th  in

A r t i c l e  VI, whichever i s  l a t e r ,  S e l l e r  w i l l  tender to

Purchaser at the Point o f  D e l ivery  the Maximum Quantity 

unless Purchaser,  under the p r o v is io n s  o f  A r t i c l e  2 .1 ,  

d e c r e a s e -; the amount o f  Royalty O i l  to be tendered.

2.10 Performance Guaranty and Reservation Fee . I f  

Purchaser does not take the Maximum Quantity on the Date o f
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F ir s t  D e l iv e ry ,  Purchaser s h a l l  pay to  S e l l e r ,  in  a d d i t io n  

to  the Purchase P r i c e ,  an amount equal to  1.25% o f  the 

Purchase P r ice  per b a r r e l  per day on the d i f f e r e n c e  between 

the Maximum Quantity and the a c tu a l  quan t i ty  tendered to  and 

accepted  by Purchaser ( "A ctu a l  Q uantity" )  f o r  each day 

Purchaser does not take the Maximum Quantity on and a f t e r  

the Date o f  F i r s t  D e l iv e ry .  The payment o f  t h is  f e e  s h a l l  

end on the day that Purchaser a ccep ts  d e l iv e r y  o f  the 

Maximum Quantity.  (Then Purchaser a ccep ts  the Maximum 

Quantity,  a l l  o f  the amounts paid under th is  A r t i c l e  2.11 

w i l l  be a llowed to be c r e d i t e d  aga inst  fu ture  payments f o r  

o i l  tendered under th is  Agreement except  f o r  an amount to  be 

reta ined  by S e l l e r  equal to .75% o f  the Purchase P r ice  per 

b a r r e l  per day on the d i f f e r e n c e  between the Maximum 

Quantity and the Actual  Quantity f o r  each day Purchaser did 

not take the Maximum Quantity on and a f t e r  the Date o f  F i r s t  

D e l ivery .  I f  Purchaser should th e r e a f t e r  decrease  the 

amount o f  Royalty O il  to be tendered under t h is  Agreement, 

Purchaser s h a l l  pay to S e l l e r ,  in  a d d i t io n  to  the Purchase 

P r i c e ,  an amount equal to .75% o f  the Purchase Pr ice  per 

b a r r e l  per day a f t e r  the date that the decrease  in the 

amount o f  Royalty O il  to  be tendered by S e l l e r  takes e f f e c t  

on the d i f f e r e n c e  between the Maximum Quantity and the 

Actual Quantity.

2.11 I n - s t a t e  P r o c e s s in g . Purchaser agrees that 

any and a l l  o f  the Royalty O il  tendered under th is  Agreement 

s h a l l  be processed  through Purchaser 's  r e f in e r y  near Kenai,
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Alaska, or  s h a l l  be exchanged f o r  o ther  crude o i l  which 

s h a l l  be processed  at that  r e f i n e r y .  "P roces s "  means 

producing o i l  products  in  s i g n i f i c a n t  q u a n t i t i e s ,  but which 

q u a n t i t i e s  may be l e s s  than 311 o f  the volume o f  Royalty  O il  

tendered under t h is  Agreement. "Exchange" means: (1) d i r e c t  

trades o f  equal volumes o f  crude o i l ;  ( 2 ) trades o f  crude 

o i l  in v o lv in g  e i t h e r  cash or  volume adjustments,  or both ,  

prov ided  that those adjustments r e l a t e  s o l e l y  to  q u a l i ty  or 

l o c a t i o n  d i f f e r e n c e s ;  (3) s e q u e n t ia l  t ra n sact ion s  in which 

Purchaser r e c e iv e s  back crude o i l  from a party  o ther  than 

the party  which r e c e i v e s  the Royalty  O il  in  a trade from 

Purchaser; or (4) matching purchases and sa les  o f  crude o i l .  

The terms under which Purchaser r e c e iv e s  crude o i l  in any 

exchange s h a l l  not d i f f e r  in  any s i g n i f i c a n t  term from the 

terms under which Purchaser d e l iv e r e d  Royalty O i l  except  f o r  

terms which a d ju st  f o r  d i f f e r e n c e s  in  q u a l i ty  and l o c a t i o n .  

Purchaser agrees that any trade or exchange s h a l l  not reduce 

the p r i c e  to be paid to S e l l e r  and that trades or  exchanges 

s h a l l  be at no c o s t  or  expense to S e l l e r .

Purchaser 's  o b l i g a t i o n  to p rocess  Royalty Oil  or 

exchanged o i l  i n - s t a t e  may only  be suspended or excused 

under the p ro v is io n s  o f  A r t i c l e s  VIII  and XI.

S e l l e r  may, at i t s  o p t io n ,  waive the i n - s t a t e  

p ro cess in g  requirement in whole or in  p a r t ,  i f  S e l l e r  is  

s a t i s f i e d  that Purchaser i s  using  i t s  best  e f f o r t s  to 

process  the Royalty O il  tendered or the o i l  exchanged f o r  

Royalty O i l  tendered under th is  Agreement at Purchaser 's
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r e f i n e r y  and that the waiver would not  be con trary  to the 

under ly ing  in te n t  o f  the o ther  p r o v i s i o n s  o f  t h is  Agreement.

2 .12 Best E f f o r t s . Purchaser agrees to  use i t s  

b e s t  e f f o r t s  to  produce and market in  Alaska an amount o f  

crude o i l  products  not  l e s s  in  volume than 32 percent  o f  the 

Royalty  O i l  tendered under th is  Agreement. "Crude o i l  

p rodu cts "  does not in c lu de  r e s id u a l  f u e l  o i l  exported  from 

Alaska unless the Commissioner, in h is  s o l e  d i s c r e t i o n ,  

o therw ise  agrees ,  but does in c lu d e  bunker f u e l  loaded in  

Alaska. Purchaser a ls o  agrees to  use i t s  b est  e f f o r t s  to 

nominate no more than that  amount o f  Royalty O i l  that w i l l  

be necessary  to produce and market crude o i l  products  not 

le s s  in  volume than 32 percent  o f  the Royalty O i l  that  w i l l  

be tendered under th is  Agreement. On or b e fo r e  the 20th day 

a f t e r  the end o f  each month o f  the term o f  th is  Agreement, 

the Purchaser s h a l l  prov ide  to the S e l l e r  an a f f i d a v i t  

c e r t i f i e d  by the Purchaser s t a t in g  the quantity  o f  crude o i l  

products  produced and marketed in the State o f  Alaska from 

i n - s t a t e  p ro ce ss in g  o f  the D aily  Royalty  Oil  tendered under 

th is  Agreement.

A determination o f  " b e s t  e f f o r t s "  under th is  

A r t i c l e  s h a l l  in c lude  c o n s id e ra t io n  o f  Purchaser 's  capa­

b i l i t i e s  and the surrounding business  c ircum stances .  

Purchaser 's  o b l i g a t i o n  to use i t s  best  e f f o r t s  inc lude  

reasonab le ,  d i l i g e n t ,  and good f a i t h  e f f o r t s ,  but s h a l l  not 

req u ire  Purchaser to produce and market crude o i l  products  

in Alaska at a l o s s .  "Best e f f o r t s "  would, however, requ ire
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Purchaser to produce and market products  in Alaska even 

though Purchaser cou ld  make a g r e a te r  p r o f i t  by another 

d i s p o s i t i o n  o f  the Royalty  O i l  or  the products  r e f in e d  from 

that  o i l .

2.13 Future D is p o s i t i o n s  o f  Royalty O i l . S e l l e r ’ 

r e cog n ize s  that AS 3 8 .05 .133 ,  which governs d i s p o s i t i o n  o f  

Royalty  O il  by the State  o f  Alaska,  e s t a b l i s h e s  a s ta tu to ry  

p re fe ren ce  f o r  d i s p o s i t i o n s  propos ing  ( 1 ) i n - s t a t e  

p ro cess in g  o f  Royalty O i l  and (2) i n - s t a t e  supply o f  

products  generated from p rocess in g  o f  Royalty O i l ,  in  that 

o rd e r .  S e l l e r  represents  th a t ,  in  co n ju n c t ion  with fu ture  

d i s p o s i t i o n s  o f  Royalty O i l ,  Purchaser w i l l  be a f fo rd e d  the 

c o n s id e r a t io n  contemplated by AS 3 8 .05 .183 .

ARTICLE I I I  

REPRESENTATION AND OBLIGATTONS OF PURCHASER 

Purchaser warrants,  r e p re s e n ts ,  and agrees :

3 .1  Good Standing and Due A u th o r iz a t i o n . Pur­

chaser i s ,  and at a l l  times during the opera t ion  o f  th is  

Agreement s h a l l  remain, a c o rp o ra t io n  q u a l i f i e d  to do 

business  in ,  and in good standing w ith ,  the State, o f  Alaska. 

Purchaser has a l l  necessary  co rp o ra te  power to enter  in to  

th is  Agreement and to perform i t s  covenants and o b l i g a t i o n s  

under th is  Agreement. A l l  necessary  corpora te  a c t io n  has 

been taken to authorize  Purch aser 's  en ter in g  in to  th is  

Agreement and performing i t s  covenants and o b l i g a t i o n s  under 

th is  Agreement.
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3.2  F in a n c ia l  C o n d i t i o n . The f i n a n c i a l  i n f o r ­

mation submitted to  S e l l e r  i s  complete and c o r r e c t  and 

f a i r l y  presents  P u rch aser 's  f i n a n c i a l  c o n d i t io n  at the time 

the in form ation  was submitted to  S e l l e r .  The f i n a n c i a l  

in form ation  was prepared in  accordance  with g e n e ra l ly  

accepted  accounting p r i n c i p l e s  c o n s i s t e n t l y  a p p l ie d .  Since 

the dat'- the in form at ion  was submitted,  the c o n d i t i o n ,  

business  and p r o p e r t ie s  o f  Purchaser have not been m a te r i ­

a l l y  adverse ly  a f f e c t e d  in  any way. Purchaser agrees to 

inform S e l l e r  immediately i f  during the term o f  t h is  Agree­

ment there i s  any m ater ia l  adverse change in the c o n d i t i o n ,  

bus in ess ,  or p r o p e r t ie s  o f  Purchaser which would have an 

a p p rec ia b le  adverse e f f e c t  on P u rch aser 's  performance under 

th is  Agreement. Purchaser,  in  a d d i t i o n ,  w i l l  immediately 

inform S e l l e r  o f  any s i g n i f i c a n t  change in ownership o f  

e i t h e r  the Purchaser or  any o f  i t s  a f f i l i a t e s  or parent 

company, and o f  any change in  P u rch aser 's  opera t ion s  or 

agreements which would a p p re c ia b ly  a f f e c t  Purchaser 's  

performance under th is  Agreement.

3.3 Financial Statem en ts . As soon a« p o s s ib l e  

a f t e r  the end o f  each f i s c a l  year c f  Purchaser, and in  any 

event within  120 days t h e r e a f t e r ,  Purchaser w i l l  fu rn ish  to 

S e l l e r ,  at Purchaser 's  s o l e  c o s t  and expense, complete 

f in a n c ia l  statements in  the form f i l e d  with the S e c u r i t i e s  

and Exchange Commission.

3.4 Expansion/Hod i f i c a t i o n . Purchaser agrees ,  f o r  

so long as Purchaser, in i t s  s o l e  judgement, determines that
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an expansion or m o d i f i c a t i o n  o f  i t s  i n - s t a t e  r e f in in g  

ca p a c i ty  i s  p o t e n t i a l l y  v ia b le  f o r  Purchaser,  to conduct 

f e a s i b i l i t y  s tud ies  concerning  the expansion or  m o d i f i c a t i o n  

o f  i t s  i n - s t a t e  r e f i n i n g  c a p a c i ty ,  in c lu d in g  a n a lys is  o f  the 

var ious  opt ions  f o r  producing r e f in e d  products and by ­

p rodu cts ,  in c lu d in g  petroleum coke.  Purchaser s h a l l  r e p o r t  

to S e l l e r  annually on the s tatus  o f  such s tu d ies .

3.5 Option to  Purchase R e s id . Subject  to 

Purchaser 's  e x i s t in g  c o n t r a c t s ,  Purchaser grants to S e l l e r  

an op t ion  to purchase a l l ,  or  any q u m t i t y ,  o f  the r e s id u a l  

o i l  ( " r e s i d " )  produced or  r e f in e d  from the Royalty O il  s o ld  

hereunder or the o i l  exchanged f o r  the Royalty O i l .  S e l l e r  

s h a l l  e x e r c i s e  th is  op t ion  by g iv in g  Purchaser w r it ten  

n o t i c e  nine (9) months in advance o f  purchase by S e l l e r .

The n o t i c e  s h a l l  s p e c i f y  the quantity  S e l l e r  w i l l  purchase. 

T h erea fter  S e l l e r  may in c re a se ,  d ecrease ,  or terminate the 

quantity  o f  r e s id  by g iv in g  w r i t te n  n o t i c e  nine ( 9 ) months 

in advance, and S e l l e r  may again ,  s u b je c t  to Purchaser 's  

e x i s t in g  c o n t r a c t s ,  commence purchases a f t e r  having termi­

nated such purchase by g iv in g  w r i t te n  n o t i c e  nine (9) months 

in advance nf S e l l e r ' s  purchase. S e l l e r  sh a l l  take the 

r e s id  f o r  a per iod  o f  at  l e a s t  nine (9) months unless the 

Royalty Oil  i s  run in Purchaser 's  r e f in e r y  f o r  a per iod  o f  

less  than nine (9) months. In that ca se ,  S e l l e r  s h a l l  be 

o b l ig a t e d  to purchase r e s id  only  f o r  that shorter  p er iod  o f  

t im e.
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This op t ion  s h a l l  remain in  e f f e c t  f o r  the term o f  

t h is  Agreement. F a i lu re  to  e x e r c i s e  th is  op t ion  f o r  any 

p e r io d  o f  time sh a l l  not a f f e c t  S e l l e r ' s -  r i g h t  to e x e r c i s e  

the o p t io n  at a l a t e r  time. This o p t io n ,  in whole or in  

part  and f o r  any term, s h a l l  be f r e e l y  ass ignab le  by S e l l e r  

and such assignment s h a l l  r e l e a s e  S e l l e r  from a l l  o b l i g a ­

t io n s  to r e c e iv e  or  pay f o r  the r e s id  s o ld  under th is  

o p t io n ;  prov ided ,  however, that Purchaser s h a l l  have the 

r ig h t  to demand o f  an ass ignee  o f  S e l l e r  reasonable  s e c u r i ty  

f o r  the 'jsid so ld  to that a ss ig n ee .  I f  authorized  in  an 

assignment by S e l l e r ,  an ass ignee  s h a l l  have the fu r th er  

r i g h t . f r e e l y  to ass ign  that o p t io n ,  however, that assignment 

s h a l l  not re le a s e  that ass ignee  (or  any subsequent ass ignee)  

o f  any r e s p o n s i b i l i t i e s  or l i a b i l i t i e s  to Purchaser unless 

agreed to by Purchaser in  w r i t in g .

S e l l e r  s h a l l  pay the same p r i c e  f o r  r e s id  as the 

h ighest  p r i c e  the Purchaser i s  o f f e r e d  f o r  the same product 

from any other bona f i d e  buyer c f  the r e s id .  In the event 

Purchaser has no s im i la r  o f f e r  to buy from a bona f id e  

buyer, the p r i c e  s h a l l  be Purchaser 's  posted p r i c e  f o r  a 

l ik e  grade o f  r e s id  in e f f e c t  on date o f  loading at i t s  

Kenai, Alaska, r e f in e r y ,  p rov ided ,  however, that at no time 

s h a l l  the p r i c e  be more than the "•'st o f  the Royalty Oil  

purchased hereunder plus a c tua l  t ra n sp or ta t ion  co s t  to 

Kenai, Alaska. Purchaser shall, have the r igh t  to supply a 

comparable or b e t t e r  q u a l i ty  o f  r e s id  from any source ,  

domestic  or  f o r e ig n ,  so long as the l a i d - i n  co s t  o f  the

- 1 5 - A G O  7 8 6 2 5 9



r e s i d  at  S e l l e r ' s  intended d e s t ia a t i o n  does net  exceed the 

l a i d - i n  c o s t  based upon S e l l e r  purchasing the r e s i d  at 

Kenai,  Alaska.

3 .6  Petroleum Coke. Purchaser agrees that i f  i t  

m o d i f ie s  or  expands i t s  r e f in e r y  at Kenai, Alaska so that 

the r e f i n e r y  i s  ab le  to  produce and handle petroleum coke ,  

Purchaser w i l l  at that  time enter  in to  g o od f a i t h  n e g o t ia ­

t i o n s  with S e l l e r  f o r  an op t ion  to  purchase that petroleum 

c o k e .

ARTICLE 1 /

MEASUREMENTS AND TESTS

4.1  Measurement Standards and P rocedu res . The 

quan ti ty  and q u a l i t y  o f  the crude o i l  s o ld  under th is  

Agreement s h a l l  be determined at the Point o f  D e l iv e ry .  

Procedures and methods f o r  measuring and metering the o i l  

s o ld  under th is  Agreement s h a l l  be in accordance with the 

p r a c t i c e s  then in e f f e c t  at Prudhoe Bay, Maska.

ARTICLE V 

PAYMENTS AND ACCOUNTING

5.1 B i l l i n g . S e l l e r  w i l l  send to Purchaser,  on o ’ 

b e fo r e  the tenth ( 1 0 th) business  day o f  each month a f t e r  

d e l i v e r y  o f  Royalty O i l ,  an in v o i c e  statement o f  account o f  

a l l  Royalty  Oil  estimated to have been measured at the 

custody  t r a n s fe r  meter in to  the Trans Alaska P ip e l in e  System 

and tendered to Purchaser under th is  Agreement during the 

immediately preceding month accord ing  to  the b es t  i n f o r ­

mation a v a i la b le  to s e l l e r ,  the est imated p r i c e  or  p r i c e s
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a p p l i c a b le  to those d e l i v e r i e s ,  and the t o t a l  amount due 

[ " i n i t i a l  b i l l i n g " ] . The est im ates  w i l l  be made by S e l l e r  

accord ing  to the b e s t  in form at ion  reasonably  a v a i la b l e  to 

S e l l e r .  S e l l e r  may render i t s  i n i t i a l  b i l l i n g  to  Purchaser 

based in part  upon in form ation  re p o r te d  by the Lessees to  

S e l l e r  and in form ation  publ ished  by the U.S. government. 

Selle . .  s h a l l  t h e r e a f t e r  ad ju st  i t s  i n i t i a l  b i l l i n g  under 

t h is  ' ' “t i d e  as soon as more accurate  in form at ion  concerning  

the quant i ty  and p r i c e  or  p r i c e s  o f  Royalty  O i l  d e l iv e r e d  

each month is  a v a i la b l e .  S e l l e r ,  however,  s h a l l  not  be 

req u ired  to a d ju st  the i n i t i a l  b i l l i n g  p r i o r  to the sending 

o f  the next month's in v o i c e  statement o f  account .

5 .2 I n i t i a l  Adjustment. A f t e r  the monthly in v o i c e  

under A r t i c l e  5 . 1 ,  the subsequent monthly in v o i c e  w i l l  a ls o  

s ta te  S e l l e r ' s  i n i t i a l  adjustments to be made, i f  any, to 

the in v o i c e  rendered in  the imme \ately preced ing  ca lendar 

month, in accordance with any a d d i t i o n a l  or  more accurate  

in form ation  which may hav  ̂ become a v a i la b l e  to S e l l e r .  

Whether or  not i n i t i a l  adjustments are made, however, 

subsequent adjustments may be made under A r t i c l e  5 .5 .

5 .3  Payment. Purchaser w i l l  make payment o f  tn^t 

amount b i l l e d  under th is  A r t i c l e  w ith in  ten (10) days . ifter  

r e c e i p t  o f  the in v o i c e  statement o f  account .  Payment s h a l l  

be made without any deduct ion ,  se t  o f f ,  or w ithho ld ing  iu  

immediately a v a i la b le  funds to S e l l e r  at the f o l l o w in g  

a d d re s s :
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Bank o f  America,  NT & SA 
San F ra n c is co ,  C a l i f o r n ia  
S e c u r i t i e s  Department 3255 
Cred it  t o :

State  o f  Alaska Investment Account

Paymer - may be made in  such o th er  manner or  to such other

address as S e l l e r  may s p e c i f y  in the i n v o i c e  statement o f

account or  by o ther  w r i t te n  n o t i c e .  A l l  o th er  payments to

be made under th is  Agreement s h a l l  be. pa id  in the same

manner. I f  payment i s  due on a Saturday, Sunday, or  l e g a l

h o l id a y  o f  the p lace  where payment i s  to  be r e c e iv e d ,

payment s h a l l  be made on the next f o l l o w in g  business  day.

I t  i s  re cog n ize d  that S e l l e r  may b i l l ,  and that Purchaser 
«

w i l l  pay, amounts that are based upon c o n f i d e n t i a l  informa­

t io n  he ld  or  r e c e iv e d  by S e l l e r .  I f  c o n f i d e n t i a l  informa­

t io n  i s  used as the b a s is  f o r  a b i l l i n g ,  then upon request  

S e l l e r  w i l l  fu rn ish  Purchaser with the c e r t i f i e d  statement 

o f  the Commissioner that the amounts b i l l e d  are c o r r e c t  

based upon the b est  in form ation  a v a i la b l e  to  S e l l e r .  Except 

f o r  obvious c l e r i c a l  m istakes,  i f  a d ispu te  concerning  a 

b i l l  a r i s e s ,  i t  i s  agreed that Purchaser w i l l  pay the f u l l  

amount b i l l e d  by S e l l e r  pending f i n a l  r e s o lu t i o n  o f  the 

d isp u te .  Upon f i n a l  r e s o l u t i o n ,  the amount paid w i l l  be 

refunded to the Purchaser with i n t e r e s t ,  i f  such a refund is  

a p p r o p r ia te .

5 . b Payment to L e s s e e . Purchaser,  at the request  

o f  S e l l e r  in  the in v o i c e  statement o f  account or otherwise  

in w r i t in g ,  s h a l l  pay a l l  or  any p o r t io n  designated  by 

S e l l e r  o f  that payment requ ired  to be made to one or more o f
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the Lessees at  an address or  addresses and in  the manner 

des ignated  by S e l l e r .  The payment w i l l  be made w ith in  the 

time l im i t  s p e c i f i e d  in A r t i c l e  5 .3 .  S e l l e r  may author ize  

and des ignate  a t h i r d  party  to  make the request  and d e s ig ­

nate the amount, manner and p lace  o f  payment under th is  

p r o v i s i o n .  Unless otherwise s p e c i f i e d ,  the balance  o f  the 

payment due, i f  any, and payment f o r  subsequent months, 

s h a l l  be made in  accordance with A r t i c l e  5 .3 .

5.5 Subsequent Adjustments. Purchaser acknow­

ledges that more accurate  in form ation  concerning  the quan­

t i t y  o f  or  Purchase P r ice  f o r  Royalty  O i l  tendered may 

subsequently  become a v a i la b le  to S e l l e r .  In the event that 

any such in form at ion  should subsequently  become a v a i la b le  to 

S e l l e r ,  S e l l e r  s h a l l  promptly furn ish  a c o r r e c t e d  in v o ice  

statement o f  account to Purchaser and the p a r t ie s  w i l l  

a d ju st  the amount b i l l e d  and pay or  refund the amount o f  

those adjustments.

In the event that S e l l e r  should render a c o rre c te d  

in v o i c e  to ru tc iu ise r , the p a r t ie s  w i l l  ad ju st  the amount 

p re v io u s ly  b i l l e d  a c co r d in g ly .  Any amount tc be refunded 

lrom S e l l e r  to  Purchaser or paid from Purchaser to S e l l e r  

w i l l  be paid  w ith in  f i f t e e n  (15) days a f t e r  the date o f  the 

c o r r e c t e d  in v o i c e .  The time f o r  paying an adjustment w i l l  

be d i f f e r e n t ,  however, when the adjustment concerns an 

amount la s t  in v o i c e d  more than s ix t y  (60) days b e fo re  the 

c o r r e c t e d  i n v o i c e ,  in  which case the amount w i l l  be paid by 

Purchaser or  refunded by S e l l e r ,  as the case may be,  in
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equal monthly in s ta l lm en ts  over  the same p e r io d  o f  time as 

that over  which the adjustment accrued or  s i x  ( 6 ) months, 

whichever i s  the sh o r te r  p e r io d .  No adjustment w i l l  be made 

more than twelve ( 1 2 ) months a f t e r  the date o f  the l a s t  

o r i g i n a l  in v o i c e  to  which the adjustment r e l a t e s ,  except  f o r  

adjustments r e s u l t in g  from ( i )  r e g u la to ry  or  court  

proceed ings  ( in c lu d in g  appeals )  commenced or  pending during 

that twelve (12) month p e r io d ,  whether or  not  Se?uler or 

Purchaser i s  a party  to the proceed ing ,  or  ( i i )  bona f i d e  

audits  by S e l l e r  o f  any L e s s e c ( s )  commencing at any time 

during the p e r io d  s ix  ( 6 ) years a f t e r  the date o f  the la s t  

in v o i c e  which such adjustment r e l a t e s ,  or  any r e s o lu t i o n  

o f  d isputes  a r i s in g  cut o f  those a u d i ts .  Adjustments due to 

audits  or  r e g u la to ry  proceedings  or  court  proceed ings  may be 

made at any time. The p ro v is io n s  o f  t h is  A r t i c l e  5 .5  w i l l  

surv ive  cry  termination o f  th is  Agreement.

5 .6  I n t e r e s t . Except f o r  adjustments made upon 

r e s o lu t i o n  o f  Amerada Hess under A r t i c l e  2 .3 ,  the amount o f  

a l l  sums which are not paid when due under t h is  Agreement or 

which are subsequently  determined to be due under an a d ju s t ­

ment utvder A r t i c l e  5 .5 ,  or  re funds ,  s h a l l  bear i n t e r e s t  from 

the date *.ccrued u n t i l  paid  in  f u l l  at a v a r ia b le  rate  per 

annum equal to the prime ra te  as announced from time to time 

by the Bank o f  America, 'Jan F ra n c is co ,  C a l i f o r n i a ,  plus one 

and on e -quarter  percent  (1.25%) per annum.

5.7 hate Payment P en a lty . Except f o r  u n in te n t io n ­

al f a i l u r e s  to pay, inc lu d in g  c l e r i c a l  mistakes or
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occurrences  not w ith in  the reasonable  c o n t r o l  o f  Purchaser, 

or i n s i g n i f i c a n t  underpayments, i f  Purchaser f a i l s  to  makn 

payment w ith in  one day o f  the date that  payment i s  due, thc-T* 

in  a d d i t io n  to the amount due plus i n t e r e s t  from the date 

that paymr *t was due u n t i l  the date o f  payment, Purchaser 

w i l l  pa’ an amount equal to  one nercent  ( 1 %) o f  the amount 

owed.

' 5 . 8  Payment to Third P a r t i e s . S e l l e r  may d i r e c t  

that Purchaser pay any amount due or  which may become due 

d i r e c t l y  t c  a th ird  party  in the manner and time as may be 

d irected,  by S e l l e r  in  w r it ten  n o t i c e  to the Purchaser i f ,  in  

the S e l l e r ' s  s o l e  d i s c r e t i o n ,  the payment to the th ird  party  

r, i l l  a s s i s t  S e l l e r  in monitoring or  e n fo r c in g  t h is  Agree­

ment .

ARTICLE VI 

TERM

6.1 Term. This Agreement s h a l l  become e f f e c t i v e  

upon execut ion  by the p a r t ie s  and a f t e r  enactment o f  l e g i s ­

l a t i o n  by the State  o f  Alaska ( in c lu d in g  approval by the 

Governor) approving t h is  Agreement. This Agreement s h a l l  be 

n u l l  and v o id  i f  i t  i s  not so approved by September 1, 1982, 

Subject  to the o ther  p r o v is io n s  contained in t h is  Agreement, 

S e l l e r ' s  o b l i g a t i o n  to s e l l  and Purchaser 's  o b l i g a t i o n  to 

buy Royalty O il  s h a l l  begin  seven (7) months a f t e r  the above 

approval ox January 1, 1983, whichever i s  l a t e r ,  and end 

January 1, 1995.
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ARTICLE VII 

DEFAULT OR TERMINATION

7.1 D e f a u l t . I f  any one or  more o f  the f o l l o w in g  

events ("Events o f  D e fa u l t " )  o c cu r ,  then at S e l l e r ' s  o p t io n ,  

S e l l e r  may terminate or  suspend i t s  o b l i g a t i o n  to  tender and 

s e l l  Royalty  O i l  and proceed  to  e x e r c i s e  any one or  more o f  

the r i g h ts  and remedies prov ided  in  t h is  Agrement:

( i )  Except f o r  obvious c l e r i c a l  e r r o r s ,  Purchaser 

does not  pay in  f u l l  any sum owed under th is  Agreement at 

the time when payment i s  due; or

( i i )  Purchaser f a i l s  to  observe  or  perform any o f  

i t s  o ther  convenants and o b l i g a t i o n s  under A r t i c l e  I I ;  or

( i i i )  Purchaser does not perform any a c t  required 

or contemplated under th is  Agreement and e i t h e r :  (a) the

nonperformance continues f o r  more than t h i r t y  (30) days a f ­

ter  S e l l e r  has n o t i f i e d  the Purchaser o f  Purchaser 's  nonper­

formance; or  (b) Purchaser had f a i l e d  to perform the sane or

other  act  requ ired  or contemplated under th is  Agreement 

during the immediately preceding 12  month p e r io d ;  or

( i v )  There i t  a m ater ia l  adverse change in 

Purchaser 's  c o n d i t i o n ,  business or  property  which apprec­

ia b ly  a f f e c t s  the a b i l i t y  o f  the Purchaser to perform any o f  

i t s  o b l i g a t i o n s  under th is  Agreement, and Purchaser is  

unable to  g iv e  S e l l e r  adequate assurance o f  continued 

performance e i t h e r  w ith in  fourteen  (14) days o f  a request 

f o r  such an assurance or  within  such o ther  sh or ter  time
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p e r io d  as S e l l e r  may reasonably  request  under the circum­

stances;.  or

(v )  Any re p re s e n ta t io n  or  warranty made by 

Purchaser in  t h i s  Agreement proves to have been f a l s e  or  

in c o r r e c t  in  any m ater ia l  r e s p e c t  at  the time that the 

r e p re s e n ta t io n  or  warranty was made.

7 .2  F a i lu re  to  Pay D eb ts . I f  at  any time Pur­

chaser becomes unable to  pay any o f  i t s  debts when those 

debts are due. or should o therwise  become in s o lv e n t  (without 

regard to  how that in so lv en cy  may be e v id e n c e d ) , Purchaser 

w i l l  immediately g iv e  n o t i c e  o f  that f a c t  to S e l l e r .

Whether or  not  tb .t  n o t i c e  i s  g iv en ,  i f  Purchaser becomes 

unable to  pay any o f  i t s  debts when those debts are due or 

should o therwise  become in s o l v e n t ,  S e l l e r ' s  o b l i g a t i o n  to 

tender and s e l l  Royalty O i l  under t h i ?  Agreement w i l l  

au tom a t ica l ly  and immediately terminate without any requ ire  

ment o f  n o t i c e  or  o ther  a c t i o n  by S e l l e r ;  however, Purchaser 

w i l l  n e v er th e le ss  be and remain l i a b l e  f o r  payment and 

performance o f  a l l  o f  i t s  o b l i g a t i o n s  and covenants under 

th is  Agreement with r e s p e c t  to  Royalty  O i l  a c t u a l l y  tendered 

by S e l l e r  to and a f t e r  any such term ination .  Within t h i r ty  

(30) days a r t e r  r e c e i p t  o f  P u rch aser 's  n o t i c e  o r ,  i f  no 

n o t i c e  i s  g iv en ,  a f t e r  S e l l e r  o therw ise  becomes aware (as 

determined in  S e l l e r ' s  s o l e  d i s c r e t i o n )  o f  Purchaser 's  

in so lv e n cy ,  S e l l e r  w i l l  have the r i g h t ,  upon w r i t te n  n o t i c e  

to Purchaser,  to r e i n s t a t e  a l l  o f  S e l l e r ' s  and Buyer 's
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. ' '  ' ' ■ ■ 
o b l i g a t i o n s  under t h is  Agreement r e t r o a c t i v e l y  to  the date

o f  term ination .

7 .3  S e l l e r ' s  Remedies. Upon the occu rrence  o f  any 

Event o f  D efau lt  or  i f  S e l l e r ' s  o b l i g a t i o n  to  tender and 

s e l l  Royalty  O i l  under t h is  Agreement i s  terminated or 

suspended under A r t i c l e  7 .1  and 7 .2 ,  a l l  o b l i g a t i o n s  o f  

Purchaser accrued but not o therwise  due and payable under 

t h is  Agreement w i l l  immediately be due and payable  in  f u l l .  

In a d d i t i o n ,  Purchaser w i l l  indemnify and h o ld  S e l l e r  

harmless from and aga inst  a l l  o th er  l i a b i l i t y ,  damages 

( in c lu d in g  reasonably  fo r e s e e a b le  con se q u en t ia l  damages), 

c o s t s ,  l o s s e s  and expenses ( in c lu d in g  reasonab le  a t t o rn e y s '  

f e e s  and disbursements) incurred  by S e l l e r  and a r i s in g  out 

o f  the Event o f  D e fa u lt ,  term ination ,  or  suspension.  S e l l e r  

s h a l l  have the r i g h t  cum ulative ly  to  e x e r c i s e  any and a l l  

o ther  r i g h ts  and remedies and to  ob ta in  ^ -1  o ther  r e l i e f  

a v a i la b l e  under a p p l i c a b le  law or  at e q u i ty ,  in c lu d in g  

mandatory in ju n c t io n  and s p e c i f i c  performance. The S e l l e r ,  

upon occurrence  o f  any Event o f  D e fa u lt ,  in i t s  s o l e  

d i s c r e t i o n ,  may arrange f o r  any d i s p o s i t i o n  to  th ird  p a r t i e s  

o f  Royalty  O i l  to  be tendered and s o ld  under th is  Agreement. 

Upon the o ccu rrence  o f  any Event o f  D e fa u lt ,  th Purchaser 

i s  r e lea s ed  from the o b l i g a t i o n s  se t  f o r t h  in  A r t i c l e s  2.11 

( In -S ta te  Process ing )  and 2.12 (Best E f f o r t s )  u n t i l  the 

Event o f  Default  no longer  e x i s t s  or  the o b l i g a t i o n  o f  the 

Purchaser to take Royalty O i l  under th is  Agreement e x p ire s .  

I f  upon o ccu rrence  o f  any Event o f  D efau lt  the S e l l e r  makes
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arrangement f^ r  d i s p o s i t i o n  to  t h ir d  p a r t i e s  o f  Royalty O i l

or  i f  the Purchaser i s  r e l e a s e d  from A r t i c l e s  2 .11 and 2 .1 2 ,

whether or  not  th is  Agreement i s  terminated, Purchaser w i l l

n ev e r th e le ss  be and remain l i a b l e  to  S e l l e r  f o r  the f u l l

amount o f  the Purchase P r i c e  f o r  that Royalty  O i l  in excess

o f  the Purchase P r ice  over  any amount o r  amounts rece ived  by I

S e l l e r  on account o f  that d i s p o s i t i o n ,  net  o f  the expenses

o f  that d i s p o s i t i o n  and f o r  a l l  o ther  c o s t s ,  expenses

( in c lu d in g  reasonable  a t t o r n e y s '  f e e s  and disbursements),

damages ( in c lu d in g  reasonably  f o r e s e e a b le  consequentia l

damages) and l o s s e s  incurred  by S e l l e r  and a r i s in g  out o f

>. ie Event o f  Default  or d i s p o s i t i o n .

7 . A Purchaser 's  E xc lus ive  Remedies. Upon any 

breach o f ,  or  d e fa u l t  in ,  the due and timely  observance or  

performance o f  any o f  S e l l e r ' s  covenants or o b l ig a t io n s  

under th is  Agreement, Purchaser acknowledges and agrees that  

Purchaser 's  remedies w i l l  not in c lu de  a temporary r e s t r a in ­

ing order or  prel iminary in ju n c t i o n  preventing  S e l l e r  from 

taking any a c t i o n  with regard to  the Royalty O il  so ld  under 

the Agreement.

ARTICLE V III  

DISPOSITION OF OIL

8 .1 D is p o s i t io n  o f  O i l  Upon D efau lt  or  Termina­

t i o n . Purchaser acknowledges and agrees that under the Unit 

Agreement and Leases S e l l e r ' s  e l e c t i o n  to  take Royalty Oil  

in -k in d  can be revoked or reversed  only upon the s a t i s f a c ­

t ion  o f  var ious  c o n d i t io n s ,  in c lu d in g  the g iv in g  o f  s ix  ( 6 )
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months n o t i c e  to  return a l l  or  more than ten percent  ( 10%) 

o f  S e l l e r ' s  then current nom inations .  Purchaser acknow­

ledges  and agrees that S e l l e r ' s  e l e c t i o n  to  invoke i t s  

r ig h ts  to  re turn  to taking i t s  Royalty  O i l  in  value  on l e s s  

than s i x  ( 6 ) months n o t i c e ,  or  to  attempt to secure a waiver 

o f  any c o n d i t i o n  or  requirement,  i s  at  S e l l e r ' s  s o l e  and 

complete d i s c r e t i o n .  Notwithstanding term ination  o f  th is  

Agreement f o r  d e fa u l t  or f o r  any o ther  reason ,  inc lu d in g  

e x p ir a t io n  ox* termination under any p r o v i s i o n  contained in 

th is  Agreement, Purchaser s h a l l  continue to take and pur­

chase S e l l e r ' s  Royalty O il  in  the amount and f o r  the p r i c e  

se t  f o r t h  in t h is  Agreement f o r  up to  seven (7) months 

f o l l o w in g  termination  o f  t i . is  Agreement i f  S e l l e r ,  in i t s  

d i s c r e t i o n ,  so r e q u ire s .

8 .2  I n a b i l i t y  Co Receive O i l . I f  f o r  any reason 

Purchaser i s  unable or r e fu s e s  to  accept  or r e c e i v e  any 

Royalty O i l  tendered under t h is  Agreement, Purchaser sh a l l  

nev e r th e le ss  bo and remain r e s p o n s ib le  f o r  the d isp os a l  o f  

that Royalty O il  and f o r  paying the S e l l e r  f o r  the o i l  as 

though i t  had been re ce iv ed  and accepted  by Purchaser unless 

S e l l e r ,  in  i t s  s o l e  d i s c r e t i o n ,  e l e c t s  to waive th is  

requirem ent .

8 .3  No Right to Storage or U n d e r l i f t . Purchaser 

waives and d is c la im s  any i n t e r e s t  or  r i g h t  that i t  may 

a s s e r t  to s torage  o f  Royalty O i l ,  in c lu d in g  by u n d e r l i f t  or 

o ther  means, to which S e l l e r  i s  or  may come to be e n t i t l e d  

under the Leases o r  any other  agreement.
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ARTICLE IX 

WAIVER

9.1 Waiver. The f a i l u r e  o f  e i t h e r  party  to  i n s i s t  

upon s t r i c t  performance o f  any p r o v i s i o n  o f  t h is  Agreement 

s h a l l  not  c o n s t i t u t e  a waiver  o f ,  or  e s t o p p e l  aga in s t ,  

a s s e r t in g  the r i g h t  to r eq u ire  that  performance in  the 

fu tu re .  A waiver or  e s to p p e l  in  any one instance  s h a l l  not 

c o n s t i t u t e  a waiver or e s top p e l  with  r e s p e c t  to  a l a t e r  

breach o f  a s im i la r  nature or  o therw ise .  A course  o f  

performance e s ta b l i s h e d  by a party  sh a l l  a ls o  not estop  the 

o ther  party  from complaining o f  a l a t e r  breach s im i la r  in 

n a tu re .

ARTICLE X 

VALIDITY

10.1 V a l i d i t y . I f  any p r o v i s i o n  or  c lau se  o f  th is  

Agreement or a p p l i c a t i o n  o f  t h is  Agreement to any person or 

c ircumstance i s  held  i n v a l id ,  that i n v a l i d i t y  s h a l l  not 

a f f e c t  o ther  p ro v is io n s  or  a p p l i c a t i o n s  o f  t h is  Agreement 

which can be g iven e f f e c t  w ithout  the in v a l id  p r o v is io n  or 

a p p l i c a t i o n .  I f ,  however, an i n v a l i d i t y  should operate  to 

impair any m ater ia l  r ig h t  or  remedy o f  a party to th is  

Agreement, that party may terminate th is  Agreement by n o t i c e  

to  the o ther .

ARTICLE XI 

FORCE MAJEURE AND CHANGE IN CONDITION

11.1 E f fe c t  o f  Force M ajeurc . Except f o r
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Purchaser 's  o b l i g a t i o n s  to  make payment o f  money f o r  Royalty  

Oil  tendered under th is  Agreement end except  f o r  P u rch aser 's  

o b l i g a t i o n s  to  a ccep t  and d ispose  c f  Royalty  O i l ,  n e i th e r  

party s h a l l  be l i a b l e  f o r  any f a i l u r e  to perform the terms 

o f  t h is  Agreement when the f a i l u r e  i s  due in whole or  in 

su b s ta n t ia l  part  to  f o r c e  majeure. The term " f o r c e  majeure" 

as a p p l ied  to t h is  Agreement s h a l l  mean a c ts  o f  God, 

s t r i k e s ,  lo ckouts  and in d u s t r i a l  d isputes  or  d is tu rba n ces ,  

c i v i l  d is tu rba n ces ,  a r re s ts  and r e s t r a i n t s  from r u le r s  or 

peop le ,  in te r ru p t io n s  by government or  cou rt  orders  or  by 

present  or  fu ture  orders  o f  my re g u la to ry  body having or  

a ss e r t in g  j u r i s d i c t i o n ,  a c ts  i f  the p u b l i c  enemy, wars, 

r i o t s ,  b lo ck ades ,  i n s u r r e c t i o n s ,  i n a b i l i t y  to secure  ma­

t e r i a l s  by reasons o f  a l l o c a t i o n s  promulgated by author ized  

governmental a g en c ie s ,  ep idem ics ,  l a n d s l id e s ,  l i g h tn in g ,  

earthquakes, f i r e s ,  storms, f l o o d s ,  washouts,  e x p lo s io n s ,  

breakage or  a c c id en t  to machinery or  l i n e s  o f  p ip e ,  f r e e z in g  

o f  w e l ls  or  p i p e l i n e s ,  or  any other  event or  c o n d i t i o n ,  

whether o f  the kind here in  enumerated or o th erw ise ,  not 

within  the reasonable  c o n t r o l  o f  the party  c la im ing  the 

b e n e f i t  o f  th is  excuse.  I f ,  however, any m ater ia l  

o b l i g a t i o n  o f  Purchaser i s  excused or  suspended because o f  a 

claim o f  f o r c e  majeure f o r  a p er iod  o f  365 s u cce s s iv e  days 

or more, S e l l e r  w i l l  have the r i g h t  to terminate th is  

Agreement. P r io r  to  the S e l l e r  e x e r c i s in g  i t s  r i g h t  to 

terminate th is  Agreement the S e l l e r  and Purchaser s h a l l  

enter in to  good f a i t h  n e g o t ia t i o n s  to r e s t o r e ,  to the
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f u l l e s t  ex tent  p o s s i b l e ,  the S e l l e r  and Purchaser to  the 

b e n e f i t s  and o b l i g a t i o n s  that  e x i s t e d  under t h is  Agreement 

b e f o r e  the o ccu rrence  o f  the f o r c e  majeure c o n d i t i o n .

11.2 R e s p o n s i b i l i t y . Upon the o ccu rrence  and 

d is co v e ry  o f  an event p rov id in g  the b a s i s  f o r  a c la im  o f  

f o r c e  majeure, the party  making a c la im  s h a l l  n o t i f y  the 

o ther  party  to th is  Agreement o f  i t s  c la im  o f  f o r c e  majeure. 

Upon the occu rrence  o f  an event c o n s t i t u t i n g  f o r c e  majeure 

that event s h a l l ,  so f a r  as p o s s i b l e ,  be remedied with a l l  

reasonab le  d i l i g e n c e  and d is p a tc h .  Except f o r  P u rch aser 's  

o b l i g a t i o n s  to make payment o f  money f o r  Royalty  O i l  t en ­

dered under t h is  Agreement and except  f o r  P u rch aser 's  

o b l i g a t i o n  to d isp o se  o f  Royalty  O i l ,  the o b l i g a t i o n s  o f  the 

d isa b le d  party  to  perform under t h is  Agreement, in s o f a r  as 

they are a f f e c t e d  by that f o r c e  majeure,  s h a l l  be suspended 

from the time that f o r c e  majeure occu rs  and f o r  so long as 

the d i s a b i l i t y  caused should have continued  had the party  

cla im ing  the e x i s t e n c e  o f  the f o r c e  majeure had remedied the 

event p rov id in g  the b a s is  o f  the c la im  o f  f o r c e  majeure with 

reasonable  d i l i g e n c e  and d isp a tc h ,  and f o r  no lo n g e r .  The 

sett lement o f  s t r ik e s  or  lo ck ou ts  or  in d u s t r i a l  d ispu tes  or  

d is tu rbances  w i l l  be e n t i r e l y  w ith in  the d i s c r e t i o n  o f  the 

party  having the d i f f i c u l t y ,  and the above requirement that 

any f o r c e  majeure s h a l l  be remedied with  d i l i g e n c e  and 

d ispatch  s h a l l  not  r e q u ire  the se t t lem en t  o f  s t r i k e s ,  

l o c k o u ts ,  or  in d u s t r ia l  d is tu rb an ces  by acced ing  to  the
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demands o f  any opposing party  th ere in  when such course  i s  

in a d v isa b le  in  the s o l e  d i s c r e t i o n  o f  the d isa b le d  party .

ARTICLE XII  

NOTICES

12.1 Method. A l l  n o t i c e s ,  r eq u es ts ,  demands or 

statements s h a l l  be in  w r i t in g ,  and may be d e l iv e r e d  p e r ­

s o n a l ly  to the party  to  be n o t i f i e d  o r  may be sent by 

r e g i s t e r e d  or  c e r t i f i e d  United States  m ai l ,  postage prepa id ,  

w ith  a return  r e c e i p t  requested  to such party .  Notice  

dep os i ted  in the mail in t h is  manner s h a l l  be e f f e c t i v e  upon 

the e x p ir a t io n  o f  seven (7) days a f t e r  i t  i s  so d e p os i ted .  

N ot ice  g iven in  any other  manner s h a l l  be e f f e c t i v e  on ly  i f  

and when re ce iv e d  by the addressee .  For the purposes o f  

n o t i c e  the addresses o f  the p a r t i e s  to  th is  Agreement s h a l l  

be as f o l l o w s :

I f  to  S e l l e r :  State  o f  Alaska
Commissioner o f  Natural Resources 
Pouch "tl"
Juneau, Alaska 99811 

and

Commissioner o f  Revenue 
Pouch "S"
Juneau, Alaska 99811 

and

D ir e c t o r ,  D iv is io n  o f  Minerals 
and Energy Management 

555 Cordova S treet  
Anchorage, Alaska 99501
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I f  to  Purchaser:

Tesoro Alaska Petroleum Company
8700 Tesoro Drive
P.O. Box 17536
San Antonio ,  Texas 78286

12.2 Change o f  Address . Each party  may change i t s  

address f o r  n o t i c e  by g iv in g  n o t i c e  o f  the change.

ARTICLE XII  

RULES AND REGULATIONS

13.1 Rules and R e g u la t io n s . This Agreement i s  

s u b je c t  to a l l  p resent  and fu tu re  v a l i d  laws, .o rders ,  ru le s  

and re g u la t io n s  o f  the United S ta tes ,  the State  o f  Alaska, 

and any duly c o n s t i t u t e d  agency t h e r e o f .

ARTICLE XIV 

SOVEREIGN POWER OF THE STATE

14.1 Sovereign Pov;er o f  the S t a t e . This Agreement 

and i t s  covenants s h a l l  not  be in te r p r e te d  as a l im i t  on the 

e x e r c i s e  by the State  c f  Alaska o f  any o f  i t s  sovere ign  or 

re g u la to ry  powers, whether c o n fe r r e d  on the State  by c o n s t i ­

t u t i o n ,  s ta tu te  or  r e g u l a t i o n , in c lu d in g  but not  l im i te d  to ,  

i t s  r eg u la to ry  power over  the Leases.  The e x e r c i s e  by the 

State  o f  Alaska o f  any sovere ign  or  re g u la to ry  power w i l l  

not operate  or  be deemed to en large  any r i g h ts  o f  Purchaser 

or  to l i m i t  or  impair any o b l i g a t i o n s  or  l i a b i l i t y  o f  

Purchaser under th is  Agreement except  f o r  s ta te  s ta tu tes  

enacted a f t e r  the e f f e c t i v e  date o f  th is  Agreement which 

have a d i r e c t  and s i g n i f i c a r t  adverse a f f e c t  on the a b i l i t y  

o f  Purchaser to perform an o b l i g a t i o n  under th is  Agreement
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other  than the o b l i g a t i o n s  to  a c c e p t ,  d i s p o s e ,  and pay f o r  

Royalty  O i l  tendered under t h is  Agreement.

ARTICLE XV 

SECURITY

15.1 L e t te r  o f  C r e d i t . At l e a s t  n inety  (90) days 

b e fo r e  the Date o f  F i r s t  D e l iv e ry ,  unless  waived by S e l l e r ,  

Purchaser s h a l l  cause to be furn ished  to  S e l l e r  an i r r e v o c a ­

b l e  stand-by l e t t e r  o f  c r e d i t  f o r  the b e n e f i t  o f  S e l l e r ,  

is sued  by a s t a te  or  n a t ion a l  banking i n s t i t u t i o n  o f  the 

United State which i s  a member o f  the Federal Deposit  

Insurance Corporat ion and has an aggregate  c a p i t a l  and 

surplus o f  not  l e s s  than $ 10 0 ,00 0 ,OOu , or  o ther  banking 

i n s t i t u t i o n  a ccep ta b le  to  S e l l e r  in  i t s  s o l e  d i s c r e t i o n .

The p r i n c i p l e  fa ce  amount o f  the l e t t e r  o f  c r e d i t  s h a l l  

i n i t i a l l y  be $48 ,000,000.  The l e t t e r  o f  c r e d i t  s h a l l  be 

s u b s t a n t ia l ly  in a form s a t i s f a c t o r y  to the Commissioner, 

but in any event s h a l l  not  requ ire  any documents to be 

submitted in support o f  d ra f ts  drawn against  th is  l e t t e r  o f  

c r e d i t  o ther  than the c e r t i f i e d  statement o f  the Commis­

s ion er  or  h is  designee and the Attorney General o f  the State 

o f  Alaska or his  designee that Purchaser i s  l i a b l e  to S e l l e r  

f o r  a sum equal to the amount o f  such d r a f t ,  and that that 

sum is  due and payable in  f u l l  and has not  been t imely  paid.  

In the event that S e l l e r  should have reasonable  grounds f o r  

a s s e r t in g  any claims against  Puchaser under th is  Agreement 

and does a ss e r t  those claims in  an aggregate amount in 

excess  o f  the aggregate p r in c ip a l  fa c e  amount o f  the l e t t e r
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o f  c r e d i t  then in  e f f e c t ,  Purchaser s h a l l  upon S e l l e r ’ s

request  (whether or not  Purchaser may deny, r e j e c t  or

otherwise  r e s i s t  such c la im s)  cause the p r i n c i p a l  fa ce

amount o f  the l e t t e r  o f  c r e d i t  to  be in crea sed  by an amount

equal to  the ex ce ss .  The p r i n c i p a l  fa ce  amount o f  the

l e t t e r  o f  c r e d i t  s h a l l  a l s o  be au tom a t ica l ly  in creased  by

Purchaser without request  from S e l l e r  whenever the fa ce

amount i s  l e s s  than the ~xpected Purchase P r ice  o f  s i x t y

(60) days o f  Royalty  O i l  tenders under th is  Agreement, to  an
%

amount equal to  the expected  Purchase P r ice  o f  s i x t y  (60) 

days o f  Royalty  O il  tenders .  The p r i n c i p a l  fa ce  amount o f  

the l e t t e r  o f  c r e d i t  may be decreased by Purchaser upon 

approval o f  S e l l e r  i f  the fa c e  amount i s  l e s s  than the 

expected Purchase P r ice  o f  s i x t y  (60) days o f  Royalty Oil  

tenders under th is  Agreement, to  an amount equal to the 

expected  Purchase P r ice  o f  s i x t y  (60) days o f  Royalty O il  

tenders .  The Commissioner may accept  such o ther  or  

a d d i t io n a l  s e c u r i t y  as he, in h is  s o l e  d i s c r e t i o n ,  con s iders  

adequate to p r o t e c t  S e l l e r .

ARTICLE XVI 

PREFERENTIAL HIRING AND NON-DISCRIMINATION

16.1 Compliance with Alaska Law. Purchaser w i l l  

comply with a l l  a p p l i c a b le  Alaska s ta tu tes  and re g u la t io n s  

in e f f e c t  at the time th is  Agreement becomes e f f e c t i v e ,  as 

w e l l  as a l l  amendments to them and subsequent enactments, 

p rov id ing  f o r  p r e f e r e n t i a l  h i r in g  o f  Alaska re s id e n ts  and 

n o n -d is c r im in a t ion  against  them.
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16.2 Pr e fe r e n c e  to  Q u a l i f ie d  Alaska R e s id e n ts . To 

Che extent  not  superceded by or  in c o n s is t e n t  with subse­

quently  enacted l e g i s l a t i o n  or  r e g u la t i o n s ,  Purchaser w i l l  

use i t s  b e s t  e f f o r t s  to assure that work done by or  f o r  i t  

w ith in  the State o f  Alaska in  connect ion  with th is  Agreement 

s h a l l ,  to the extent  they are a v a i la b l e ,  w i l l i n g  and q u a l i ­

f i e d ,  be performed by Alaska re s id e n ts  who, at the time o f  

th e i r  i n i t i a l  employment by Purchaser, i t s  c o n tra c to r s  or 

su b con tra c to rs ,  f a l l  w ith in  one or  more o f  the f o l l o w in g  

employment target  groups,  as determined by the State or  an 

agency or agencies  des ignated by the S tate :

( 1 ) " c h r o n i c a l l y  unemployed r e s i d e n t , "  d e f n e d  as

e i t h e r :

(A) a r e s id e n t  who has been unemployed f o r  a 

minimum o f  e ig h t  ( 8 ) months, cum ulat ive ly ,  o f  the twelve 

( 1 2 ) months immediately preceding  the time o f  a p p l i c a t i o n  

f o r  determination o f  s ta tu s ,  so long as the in d i v i d u a l ' s  

income f o r  the 12-month p er iod  does not exceed $25,000; or

(15) a r e s id e n t  who has exhausted b e n e f i t s  

a v a i la b le  under the Alaska Employment S ecu r ity  Act ,  AS 

23.20,  w ithin  the ( twelve)  12 months immediately preceding  

the time at which he makes the a p p l i c a t i o n  f o r  c e r t i f i c a t i o n  

and i s  cu rren t ly  not e l i g i b l e  f o r  unemployment b e n e f i t s ;

( 2 ) " e con om ica l ly  disadvantaged r e s i d e n t , "  de f ined  

as a re s id en t  whose t o t a l  household income f o r  the twelve

( 1 2 ) months immediately preceding the time o f  a p p l i c a t i o n  

f o r  determination o f  s tatus  f a l l s  below seventy percent
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(70%) o f  the minimutns se t  by the U.S. Bureau o f  Labor 

S t a t i s t i c s  " low er  l i v i n g  standard income l e v e l "  as ad justed  

f o r  Alaska; and

(3) " t r a i n i n g - q u a l i f i e d  r e s i d e n t , "  de f in ed  as a 

re s id e n t  who, w ith in  the twelve ( 1 2 ) months immediately 

preceding  the time o f  a p p l i c a t i o n  f o r  determination o f  

s ta tu s ,  has s u c c e s s f u l l y  completed a program o f  j o b  t ra in in g  

designed to  q u a l i f y  the r e s id e n t  f o r  employment on p r o j e c t s  

c a r r i e d  out in connect ion  with th is  agreement.

16.3 Assurance o f  Compliance. Purchaser s h a l l  use 

i t s  b es t  e f f o r t s  to  assure that n e i th e r  i t ,  nor i t s  con­

t r a c to r s  and s u b co n tra c to rs ,  h i r e  nonres idents  when r e s i ­

dents f a l l i n g  within  one or  more o f  the employment targe t  

groups se t  out in A r t i c l e  16.2 are known to be a v a i la b l e ,  

w i l l i n g  and q u a l i f i e d  f o r  employment f o r  work performed in 

connect ion  with th is  Agreement w ith in  the State  o f  Alaska.

16.4 E x cep t io n s . The requirements o f  th is  A r t i c l e  

do not apply to  bona f i d e  a d m in is t ra t iv e ,  e x ecu t iv e  or 

p r o f e s s io n a l  employees o f  the Purchaser or i t s  co n tra c to r s  

or  su b con tra c to rs ,  as those terms are de f ined  in 8 AAC 

15.910.

16.5 C o l l e c t i v e  Bargaining Agreements. In imple­

menting the requirements o f  th is  A r t i c l e ,  Purchaser s h a l l  

assure that i t  and i t s  c o n tra c to r s  and su bcontractors  use 

t h e ir  best  e f f o r t s  to inc lude  in a l l  c o l l e c t i v e  bargaining 

agreements with labor  unions cover ing  work to be performed 

in connect ion  with th is  Agreement p ro v is io n s  that w i l l
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assure employment p re fe r e n c e  to  Alaska r e s id e n ts  f a l l i n g  

w ith in  the ta r g e t  groups se t  out in  A r t i c l e  16.2  in  a c c o r ­

dance with  the requirements o f  t h is  A r t i c l e .

16.6 N o n -d is c r im in a t io n . Purchaser s h a l l  assure 

that n e i th e r  i t  nor i t s  c o n tr a c t o r s  or  su bcon trac tors  engage 

in  d i s c r im in a to ry  p r a c t i c e s  aga inst  Alaska r e s id e n ts  f a l l i n g  

w ith in  the employment ta rge t  groups sec  out •n A r t i c l e  16.2 

who are employed or seeking employment by Purchaser or  i t s  

c o n tra c to r s  or  s u b co n tra c to rs .  P ro h ib i te d  d is c r im in a to ry  

p r a c t i c e s  in c lu d e ,  but are not  n e c e s s a r i l y  l im i te d  to :

( 1 ) r e j e c t i o n  o f  a re s id e n t  r e f e r r e d  to an 

em plo /er  by a c o l l e c t i v e  bargain ing  agent in  fa v o r  o f  a 

nonres ident  o f  s im i la r  q u a l i f i c a t i o n s  in  employment covered  

by a c o l l e c t i v e  bargain ing  agreement;

( 2 ) r e j e c t i o n  o f  a re s id e n t  in  fa vor  o f  a non­

res id e n t  o f  s im i la r  q u a l i f i c a t i o n s  in employment not covered 

by a c o l l e c t i v e  bargaining  agreement;

(3) termination o f  a r e s id e n t  in fa vo r  o f  a 

nonres ident  o f  s im i la r  q u a l i f i c a t i o n s ;  and

(4) d i f f e r e n t i a t i o n  in payment o f  wages, s a l a r i e s ,  

f r in g e  b e n e f i t s ,  and working co n d i t io n s  between a r e s id e n t  

and nonres ident .

16.7 D e f i n i t i o n s . In th is  A r t i c l e ,

( 1 ) " q u a l i f i e d "  means a b le ,  by edu cat ion ,  t ra in in g  

and exper ience  or  combinations o f  them, to perform the 

dut ies  and s a t i s f y  the terms and co n d i t io n s  which are usual 

in the o f f e r e d  employment, prov ided  that the d u t ie s ,  terms
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and conditions meet the reasonable standards of the industry 

as required of other employees performing the same type of 

work in the industry; and

(2) "resident" means a person who

(A) except for brief intervals, military 

service, attendance at an educational or training insti­

tution, or for absences for good cause, is physically 

present in the state for a period of at least 30 days 

immediately before the time that person's status is 

determined;

(B) maintains a place of residence In the

state;

(C) has established residency for voting 

purposes in the state;

(D) has not, within the period of required 

residency, claimed residency in another state; and

(E) shows by all attending circumstances that 

that person's intent is to make Alaska his or her permanent 

residence.

ARTICLE XVII 

APPLICABLE LAW 

L7.1 Alaska L a w . This Agreement shall be governed 

by and construed in accorc ice with the laws of the State of 

Alaska, excluding any conflict-of-law rule or principle 

which might refer such construction to the laws of another 

state or country.

37 ■
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17.2 Submission to Jurisdiction. Any legal action 

or proceeding arising out of or relating to this Agreement 

or for the enforcement of the covenants or obligation of 

either party must be instituted in a State court of general 

jurisdiction sitting in the State of Alaska, and Purchaser 

hereby irrevocably submits to the jurisdiction of that court 

in any such action or proceeding.

A R T I C L E  X I I I

WARRANTIES

lei.l No Warranties. The purchase and sale of 

Royalty Oil under this Agreement is subject only to the 

warranties of Seller expressly set forth in this Agrriment 

and Seller disclaims and Purchaser wai\ as all other wa r­

ranties, express or implied in law, whatsoever.

A R T IC L E  X I X  

AMENDMENT

19.1 Amendment. This Agreement may be supple­

mented, amended or modified at any time, but only by written 

instrument duly executed by the parties to this Agreement.

In addition, material amendments to this Agreement which 

appreciably reduce the consideration to Seller must be 

approved by the Legislature of the State of Alaska.

ARTICLE XX 

SUCCESSORS AND ASSIGNS

20.1 General Prohibition. No assignment, pledge 

or encumbrance of this Agreement shall be made by either 

party without first obtaining the written consent of the
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~ther party. The Commissioner may grant such consent on 

behalf of the Seller. The Commissioner shall have sole and 

complete discretion in granting or denying a proposed 

assignment, pledge or encumbrance. Subject to the above 

requirements in this Article, this Agreement will be binding 

upon and inure to the benefit of each of the parties and its 

successors and permitted assigns. In addition, if Purchaser 

gains or acquires a controlling interest in an entity which 

has an agreement with Seller for the sale of Royalty Oil 

("Other Agreement"), than upon at least one year's notice 

Seller, at its option may require Purchaser to terminate 

either'this Agreement ov the Other Agreement. The choice of 

which Agreement to terminate will be Purchaser's. Purchaser 

may request that Seller waive this option in advance of 

Purchaser gaining a controlling interest in an entity which 

has an agreement with Seller for the sale of Royalty Oil.

The Commissioner has sole and complete discretion in grant­

ing or denying the requested waiver.

ARTICLE XXI 

HEADINGS

21.1 Headings. Headings used in this Agreement 

^re for convenience only and shall not affect the con­

struction of this Agreement.

ARTICLE XXII 

RECORDS

22.1 Preservation of Records. Purchaser will
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preserve and maintain all b o o ks , accounts, and records 

relating to or arising out of the performance of this 

Agreement, including but not limited to the purchase or sale 

of Royalty Oil and its refined products, for a period of six

(6) years. Purchaser will also maintain and preserve all 

similar books, accounts, and records of which it has pos­

session belonging to those third parties with whom it 

contracts for the performance of various parts of this 

Agreement. Neither Purchaser nor Seller shall be required 

to retain any records for more than six (6) years unless 

retention of such records is specifically required by 

applicable law or regulation. Purchaser shall either 

maintain its records within the State of Alaska or make such 

records available to Seller at Purchaser's principal office 

in the State of Alaska within thirty (30) days after written 

request by Seller.

22.2 Inspection of Records of Parties. Purchaser 

and Seller will accord to each other anJ to their authorized 

agents, attorneys, and auditors during reasonable business 

hours access to any and all property, records, books, 

documents, and indexes directly relating to the Purchaser's 

or Seller's performance of this Agreement and which are 

under the control of the party from which access is desired 

so that the other party may inspect, photograph and make 

copies of that property, records, books, documents and 

indexes. In no event, however, shall Seller be required to 

disclose any information, data, or records which are
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or regulation. 

If the information obtained by Seller may be held con­

fidential under state or federal law or regulation, Pur­

chaser may request that that information be held confiden­

tial by Seller.

ARTICLE XXIII 

INTERPRETATION OF TERMS AND CONDITIONS 

23.1 Commissioner finding and review. In the 

event that there is a disagreement about the meaning or 

application of a word, term, or condition in this Agreement, 

Purchaser will present the arguments supporting its view in 

writing to the Commissioner for his consideration. The 

Commissioner will subsequently, within a reasonable time, 

issue a finding on the meaning or application of the dis­

puted word, term, or condition, and setting forth the basis 

for his conclusions. Purchaser agrees to accept findings by 

the Commissioner ut.der this Article as long as there is 

substantial evidence supporting the Commissioner's findings.

-Al-



DATED this day of F&brtACi r y  , 1982

SELLER:

THE STATE OF ALASKA
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LEGISLATION CHECKLIST B I L L  NUMBER

ISB 8 8 1  I* ' I

IDENTIFICATION:

BILL NAME: r,An Act r e l a t i n g  to the sale of r o y a l t y  oil by the S t ate of A l a s k a  
■:o the 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 ;  and p r o v i d i n g  for an 
e f f e c t i v e  d a t e . "

SPONSOR(S): R u l e s  ( G o v e r n o r ' s  request) RELATED BILLS PENDING: 

DATE INTRODUCED: 3/29/82

REFERRALS

INITIAL RESEARCH:

INITIAL BILL SUMMARY COMPLETED

SPONSOR CONTACTED FOR BACKUP 
. MATERIALS:

AGENCY RESPONSE:

R e s o u r c e s
F i n a n c e

SUMMARY BY LEGAL DIVISION: 
DEPT. OF LAW SUMMARY:

FISCAL NOTE:

OTHER INTERESTED SENATORS OR 
REPS. NOTIFIED:

BACKGROUND RESEARCH:

SIMILAR BILLS INTRODUCED IN PREVIOUS LEGISLATURES: 

RESPONSES FROM INTERESTED PERSONS AND/OR GROUPS:

OTHER STATE OR FEDERAL PRECEDENTS, REGULATIONS, LAWS

HEARING PREPRATION:.  s s ...................:-r-T=r=-afc

CHAIRMAN BRIEFED:

STAFF MEMO TO COMMITTEE: 

BACKGROUND MATERIAL DISTRIBUTED 

LIST OF WITNESSES:

DATE AND PLACE SET:

TELECONFERENCE

PSA/PRESS RELEASE

SUGGESTED AMENDMENTS/CS DRAFTED:
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P l e a s e  find a t t a c h e d  b a c k g r o u n d  i n f o r m a t i o n  for 
W e d n e s d a y ' s  h e a r i n g  on the f o l l o w i n g  bi l l s :

S S S B  7 96 T E L E C O N F E R E N C E  1; 3 0  - 3 : 0 0  p.m.
P r o v i d i n g  for the m a n a g e m e n t  of s t a t e  o w n e d  
land in the H a i n e s  a rea, e s t a b l i s h i n g  the 
A l a s k a  C h i l k a t  R a i d  E a g l e  P r e s e r v e  and the 
H a i n e s  S t a t e  F o r e s t  R e s o u r c e  M a n a g e m e n t  Area.

TO: S e n a t e  R e s o u r c e s  C o m m i t t e e

FROM: S e n a t e  R e s o u r c e s  C o m m i t t e e  S t a f f

RE: C o m m i t t e e  M e e t i n g ,  4 / 7 / 8 2

DATE: A p r i l  5, 1982

Resources Committee
Offical Business
BETTYE FAHRENKAMP. Chairman
VIC FISCHER, Vice-Chairman
BRAD BRADLEY
DICK ELIASON
DON GILMAN
BOB MULCAHY
A RU SS  STURGULEW SKI

POUCH V 
STATE CAPITOL 

JUNEAU. ALASKA 99811 
(907 ) 465-3834 
(907 ) 465-3835

3: 0 0  - 4 : 0 0  p.m.
SB 880 Sale of r o y a l t y  oil by  the S t a t e  of A l a s k a

to D o y o n ,  Ltd.

SB 881 S a l e  of r o y a l t y  oil b y  the S t a t e  of A l a s k a
to T e s o r o  A l a s k a  P e t r o l e u m .

The m e e t i n g  w i l l  be he l d  in the B e l t z  Room.
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TESORO A LA SKA  PETRO LEU M  COMPANY

2.1 Q U A N T I T Y :  2 4 . 5 3 3 "  of the d a i l y  r o y a l t y  oil l e s s  Cool: I n l e t  oil.

4 6 , 0 0 0  B/D d e d u c t e d  f r o m  this a m o u n t  is a n  a m o u n t  of 

C o o k  I n l e t  r o y a l t y  T e s o r o  r e c e i v e s  f r o m  its e x i s t i n g  

c o n t r a c t  w i t h  the State.

2.3 P R I C E  OF OIL: I n - v a l u e  p r i c e .

2.4 P O I N T  OF D E L I V E R Y :  P u m p  S t a t i o n  //I

2.5 P A S S A G E  OF TI T L E :  T i t l e  p a s s e s  at p o i n t  of d e l i v e r y .

2.6 P U R C H A S E R S  R E S P O N S I B I L I T Y :  P u r c h a s e r  r e s p o n s i b l e  a f t e r  p a s s a g e

of t i t l e .

2.7 T R A N S P O R T A T I O N :  Sole r e s p o n s i b i l i t y  of p u r c h a s e r .

2.9 D A T E  OF F I R S T  D E L I V E R Y :  J a n u a r y  1, 1^33

2. 1 0  R E S E R V A T I O N  FEE: T e s o r o  m a y  v a r y  the v o l u m e  t a k e n  up to the

m a x i m u m ,  but m u s t  pay fee on p o r t i o n  u n u s e d .

2.11 I N - S T A T E  P R O C E S S I N G :  P u r c h a s e r  a g r e e s  all r o y a l t y  oil p r o c e s s e d

t h r o u g h  r e f i n e r y  n e a r  K e n a i  or e x c h a n g e d  for o t h e r

c r u d e  w h i c h  s h a l l  be p r o c e s s e d  t h r o u g h  r e f i n e r y  at Kenai.

2.12 B E S T  E F F O R T S :  P u r c h a s e r  a g r e e s  to p r o d u c e  and m a r k e t  in A l a s k a

an a m o u n t  of p r o d u c t  not less than 32% of r o y a l t y  oil

t e n d e r e d .

2.13 F U T U R E  D I S P O S I T I O N  OF OIL: AS 3 8 . 0 5 . 1 8 3  w i l l  g o v e r n .

3.1 G O O D  S T A N D I N G :  P u r c h a s e r  a g r e  i to r e m a i n  q u a l i f i e d  to do

b u s i n e s s  in the s t a t e  of A l a s k a .

3 . 2 - 3 . 4  F I N A N C I A L  C O N D I T I O N ,  F I N A N C I A L  S T A T E M E N T S ,  A N D  E X P A N S I O N

C L A U S E S :  S t a n d a r d  b o i l e r  type.

3.5 O P T I O N  TO P U R C H A S E  R E S I D U A L :  P u r c h a s e r  g r a n t s  to

o p t i o n  to p u r c h a s e  all or any q u a n t i t y  of r e s i d u a l  oil

p r o d u c e d  or r e f i n e d  fr o m  the r o y a l t y  oil.

3.6 P E T R O L E U M  COKE: P u r c h a s e r  a g r e e s  that if it m o d i f i e s  or e x p a n d s

its K e n a i  r e f i n e r y  to p r o d u c e  p e t r o l e u m  coke, S t a t e  

has o p t i o n  to buy.
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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  
P A G E  2

A R T I C L E  V B I L L I N G ,  A D J U S T M E N T ,  P A Y M E N T :  S t a n d a r d  c l a u s e s .

5.6 I N T E R E S T :  A d j u s t m e n t s  d u e  or o w i n g  u p o n  r e s o l u t i o n  of

A m e r a d a  H e s s  s h a l l  b e a r  i n t e r e s t  e q u a l  to p r i m e  r a t e

( Bank of A m e r i c a )  pl u s  1.25%.

6.1 TERM: 12 } aars, e x p i r e  J a n u a r y  1, 1995

A R T I C L E  V I I  D E F A U L T ,  F A I L U R E  TO PAY DEB T S :  S t a n d a r d  c o n t r a c t  c l a u

1 5 . 1  L E T T E R  OF C R E D I T :  I r r e v o c a b l e  s t a n d  b y  l e t t e r  of c r e d i t .

P r i n c i p l e  fa c e  a m o u n t  $ 4 8 , 0 0 0 , 0 0 0  (60 d a y s  of r o y a l t  

oil). F a c e  a m o u n t ' m a y  be a d j u s t e d .

A R T I C L E  XVI P R E F E R E N T I A L  H I R I N G  AND N O N D I S C R I M I N A T I O N :  S t a n d a r d

c l a u s e s  .
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