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BY THE RULES C OMMITTEE BY 
REQUEST OF THE GOVERNORIN THE SENATE

SENATE BILL NO. 269 

IN THE LE G I S L A T U R E  OF THE STATE OF A LASKA 

T H I R T E E N T H  LEGISLATURE - FIRST SESSION 

A  BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of A l a s k a  to Chevron, U.S.A., Inc.; and

pro v i d i n g  for an effective date."

BE IT ENACTED BY THE L E G I S LATURE OF THE STATE OF ALASKA:

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil

11 between the State of Alaska and Chevron, U.S.A., Inc.," dated M a r c h  16,

12 1983, for the sale of Prudhoe Bay r'oyalty oil, is hereby approved and

13 ratified.

* Sec. 2. This Act takes effect immediately in accordance w i t h  

AS 01.10.070(c).

-1- SB 269
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r' w *•
EPILL SHE.FFIELD

GOVERNOR

*

A p r i l  1 9 ,  1 9 8 3

T h e  H o n o r a b l e  J a l m a r  K e r t t u l  a  

P r e s i d e n t  o f  t h e  S e n a t e  

A l a s k a  S t a t e  L e g i s l a t u r e  

P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1  

D e a r  M r .  P r e s i d e n t :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  

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

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

s t a t e  a n d  C h e v r o n ,  U . S . A . ,  I n c .  f o r  t h e  s a l e  o f  P r u d h o e  
B a y  r o y a l t y  o i l .

T h i s  c o n t r a c t  i s  d e s c r i b e d  i n  t h e  f i n d i n g s  e n t i t l e d  " P r o ­

p o s e d  D i s p o s i t i o n  o f  R o y a l t y  O i l ,  C h e v r o n ,  U . S . A . "  i s s u e d  

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  o n  M a r c h  1 6 ,  1 9 8 3 .  

C o p i e s  o f  t h e s e  f i n d i n g s  h a v e  b e e n  m a d e  a v a i l a b l e  t o  t h e  

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

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

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

a d m i n i s t r a t i o n  h a v e  c o n s i s t e n t l y  t a k e n  t h e  p o s i t i o n  t h a t  
t h e  s t a t u t o r y  r e q u i r e m e n t  o f  l e g i s l a t i v e  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  i s  u n c o n s t i t u t i o n a l  { h S  3 8 . 0 6 . 0 5 5 ) ,  

a s  a  m a t t e r  o f  c o m i t y  I  r e s p e c t  t h e  l e g i s l a t u r e ' s  d e s i r e  

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

T h e r e f o r e ,  t h i s  c o n t r a c t  c o n t a i n s  p r o v i s i o n s  r e q u i r i n g  

a p p r o v a l  b y  t h e  l e g i s l a t u r e  b e f o r e  i t  b e c o m e s  e f f e c t i v e .  

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

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

A l t h o u g h  w e  b e l i e v e  t h a t  a l l  n e c e s s a r y  s t e p s  h a v e  b e e n  

t a k e n ,  t h e  s t a t u t e s  a n d  r e g u l a t i o n s  g o v e r n i n g  t h e  d i s p o s a l  

o f  r o y a l t y  o i l  r e p r e s e n t  o f t e n  c o n f l i c t i n g  d e s i r e s  a n d  

g o a l s ,  b o t h  p r o c e d u r a l  a r i d  s u b s t a n t i v e .  F o r  e x a m p l e ,  e v e n  

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

h a n d ,  t h a t  t h e  l e g i s l a t u r e  i s  t o  a p p > r o v e  t h e  c o n t r a c t  b y  

e n a c t i n g  l e g i s l a t i o n  ( A S . 3 8 . 0 6 . 0 5 5 ( a ) ) ,  b u t ,  o n  t h e  o t h e r

5 2 ^

S t a t e  o r  A j l a s  k a

□ ffice of the governor 
J r  N e a u



h a n d ,  t h e y  a l s o  p r o v i d e  t h a t  a r e p o r t  o f  t h e  R o y a l t y  B oard 
" s h a l l  be s u b m it t e d  f o r  l e g i s l a t i v e  r e v ie w  a t  t h e  t im e  o f  
[s ic  ] r e s o l u t i o n  f o r  l e g i s l a t i v e  a p p r o v a l  o f  a p r o p o s e d  

d i s p o s i t i o n  o f  r o y a l t y  o i l  and gas i s  in t r o d u c e d  i n  t h e  
l e g i s l a t u r e "  (AS 3 8 . 0 6 . 0 7 0 ( c ) ) .  S in c e  l e g i s l a t i v e  a p p r o v a l  
i s  r e q u i r e d  anyw ay as a m a t t e r  o f  c o n t r a c t ,  T b e l i e v e  i t  
o n l y  p r u d e n t  t o  p r e s e n t  t h i s  c o n t r a c t  f o r  l e g i s l a t i v e  
a p p r o v a l  and r a t i f i c a t i o n  a t  t h i s  t i m e .

S i n c e r e l y

E
G o v e r n o r

1
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1. Amount of Royalty Oil -- The state has approx i m a t e l y -197,000 

barrels per day of North Slope royalty oil including the 

Kuparuk field.

ROYALTY OIL CONTRACTS

In-state refiners -- There are three refineries of petroleum

products in the State of Alaska.

a) Tesoro's Kenai refinery presently has a capacity of 

processing 46,000 barrels per day of crude.

b) Mapco’s North Pole refinery presently has a capacity of 

processing 35,000 barrels per day of crude.

c) Chevron's Kenai refinery presently has a capacity of 

processing 18,000 barrels per day of crude.

Existing long-term royalty oil contracts --

a) Tesoro presently has a contract for 46,000 barrels per

day of royalty oil; this contract was approved by the 

legislature in 1982 for a term of 12 years with the price 

equal to the North Slope Producer' Weighted Average Field

Price (a "net back" price).

b) Mapco presently has a contract for 35,000 barrels per

day of royalty oil; this contract was approved by the 

legislature in 1978 for a term of 25 years with the price 

equal to the North Slope Producers Weighted Average Field

Price.



c) Chevron presently has no long-term royalty oil contract.

Proposed Chevron Contract (H.B. 3 70)

The proposed Chevron contract is for 18,000 barrels per day of 

North Slope crude; the contract has a term of 11-1/2 years and a 

price equal to the North Slope producers' Weighted Average Field 

Price plus a premium of $.30 per barrel which amounts to in excess 

of $21,000,000. over the life of the contract. Pursuant to the 

contract, the 18,000 barrels per day must be refined at Chevron's 

Kenai refinery. Chevron must market the products yielded from 

the Kenai refinery in Alaska, with the exception of residual for 

which there :’s no Alaska market. Chevron markets approximately 

27,000 barrels per day of petroleum products in Alaska or 

approximately 36% of the state's daily consumption.

This approval of the Chevron contract will result in parity among 

the three in-state refineries: Tesoro and Mapco presently enjoy

the competitive advantages of long-term royalty oil contracts in 

amounts equal to their capacity.

The term of the Chevron contract has been questioned. However, 

on balance the term appears appropriate:

a) The term is equal to the shortest terra contract enjoyed 

by either of Chevron's refinery competitors (Tesoro).

b) The end of the term coincides with the projected substan­

tial decline in North Slope production in approximately 

1993.



The price under the Chevron contract has also been questioned* 

However, again on balance tbe price appears appropriate:

a) The price is equal to the North Slope Producers' Weighted 

Average Field Price plus $.30 per barrel and will thus 

yield more than if the oil is left with the producers for 

sale.

b) The price is in excess of that paid by both Tesoro and 

Mapco under their existing contracts which eq ial their 

present refining capacity.

It has also been suggested that a portion of royalty oil be used 

to develop the Pacific Rim market. However, even if both the 

proposed Chevron and Tesoro (26,000 barrels per day) contracts 

are approved, in excess of 63,000 barrels per day of royalty oil 

will remain uncommitted and available for sale to the Pacific 

Rim. Additionally, it will probably take years to remove the 

legal impediments to the sale of North Slope crude to the Pacific 

P I m .

If the Chevron contract is not approved prior to September 1,

1983, it will become null and void. Thus, failure to act on the 

contract during the 1983 session will have the effect of rejecting 

the contract.

In summary, approval of the Chevron contract will bring parity to 

in-state refiners and help assure a dependable, stable, and 

continuing supply of petroleum products in Alaska.
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Alaska State Legislature
Official Business

Senate

C o m m i t t e e  on  f i n a n c e

Pouch v 
State Capitol 

Juneau, Alaaku 99811

M r .  P r e s i d e n t :

M a y  2  4 ,  1 9 8 4

T h e  S e n a t e  F i n a n c e  C o m m i t t e e  h a s  c o n s i d e r e d  t h e  H o u s e  

a m e n d m e n t s  e m b o d i e d  i n  H C S  f o r  S B  2 6 9  ( 2 d  F i n a n c e )  a n d  

t h e  a c c o m p a n y i n g  H o u s e  L e t t e r  o f  I n t e n t  a n d  r e c o m m e n d s  

t h a t  t h e ^ d T u l L S e r r a i z e  c o n c u r  i n  >T  J --------

S e n .  D o n  B e n n e t t  
C o - c h a i r m a n  ' c h a i r m a n

k  F e r g u s o n



Alaska State Legislature
S e n a t e

MEMO

April 26, 1984

FINANCE COMMITTEE

Pouch V 
State Capitol 

Juneau, Alaska 99811

FROM: Peggy Mulligan p

Secretary of the Senate

President Kerttula referred HOUSE CS FOR SENATE 

BILL NO. 269(2d Fin) (sale of royalty oil by the 

State of Alaska to Chevron, U.S.A., Inc; efd) 

with a House Message to your Committee.

I 
. . 

 
—



J M a s I w  jiiaic jEegfelature 

J J I o u s e

J U N E A U . A L A S K A

ICSSAGE TO THE SENATE 

MR. PRESIDENT:

Date Feb. 16, 1984

The House h a s  p a s s e d  SB 269 ( s a l e  o f  r o y a J . t y  o i l  by t h e  
S t a t e  o f  A l a s k a  t o  C h e v r o n ,  U . S . A . ,  I n c . , : ;  e f f e c t i v e  
d a t e )  w i t h  t h e  f o l l o w i n g  amendme n t :

HCS SB 2 6 9 ( 2 d F i n )  ( same t i t l e )  -

t t e r  o f  i n t e n t  ( p .  2309 o f  t h e  
House  J o u r n a l )

/)— c  _<r'" _ - _

Chief Clerk of the House



M a s f e a
B E T T Y E u F A H R E N K A M P . C h a irm a n
R O B E R T  H , Z I E G L E R .  S R . ,  V ic o  C h a irm a n
U 0C K  E L IA S O N
P A U L  F IS C H E R
V IC  F IS C H E R
B O B  M U L C A H Y
A R L IS S  S T U R G U L E W S K I

P O U C H  V 
S T A T E  C A P IT A L  

J U N E A U . A L A S K A  99811 
(907) *165-3834 

J ? 0 7 )  465-3835

C o m m i t t e e  o n  & e S o u v c e £

April 25, 1984

Mr. President:

The Senate Resources Committee has considered the House amendments 

to Senate Bill No. 269 and recommends that the full Senate concur 
in the House amendments.

Sincerely,

Ofs/fas
Sen. Bpttye 

•-Chairman

fate legislature

S e n a t e



F O R  C S S B  269

J a n u a r y  19, 1984

The House Resources C o m m i t t e e  has considered C S S B  269, providing for 

approval of the Agr e e m e n t  b e t w e e n  the State of A l a s k a  and Chevron U . S . A . , 

Inc., for the sale of a p o r t i o n  of Alas k a ' s  royalty oil. This A greement mus t  

be approved by the legislature u n d e r  the p r o visions of AS 38.06.055(a) wh i c h

provides that "the c o m m i s s i o n e r  of natural resources may not enter into a

sale, exchange, or ot h e r  d i s p o s i t i o n  of oil or gas or of the rights or w a i v e r  

of the rights to receive future pro d u c t i o n  of royalty oil or gas under AS

38.05.183 w i t hout the pr i o r  approval o f  the legislature."

Section 19.1 of the A g r e e m e n t  provides it the A g r e e m e n t  may be
"supplemented, amended or m o d i f i e d  at any tim<_, but only by w r i tten

instrument duly executed b y  the p a r t i e s  to this Agreement." In making any 

such changes to the A g r e e m e n t  p u r s u a n t  to this section, the Commis s i o n e r 

would be acting on b e h a l f  of the State of Alaska as one of the parties to the 
Agreement.

The C o mmittee recognises that a supplement, amendment, or modifi c a t i o n  

of the Agr e e m e n t  could be a further "sale, exchange, or ot h e r  disposition" 

w ithin the moaning of AS 3 8 . 0 6 . 0 5 5 (a). The Committee is also cognizant that 

pursuant to Section 20.1 of the Agreement, the C o m m i s s i o n e r  has the right to 

"grant" (consent to) an a s s i g n m e n t  of the Agreement.

It is the intent of the C o m m i t t e e  that it be un d e r s t o o d  that approval of 

CSSB 269 does not c o n stitute p r i o r  approval of any supplement, amendment or 

modification or any a s s i gnment that would be a further "sale, disposition, 

exchange, or ot h e r  disposition" w i t h i n  the meaning of AS 33.06.C25(a) and 

that it is expected that any such a c tion by the C o m m i s s i o n e r  must first be 

p r e c e d e d  by compliance wi t h  the p r o c e d u r e s  for o b taining the pr i o r  approval 

o f  the legislature.

Representative J o h n  IJiiigstad 

Co-Chairman, Reso u r c e  Comm i t t e e
Representative Dick Shultz 

Co-Chairman, Resource Committeei
r  ■ { /  s. * I

, '■ ,/i ^  i' /

Representative Rick Uehlihg 

//;i</e-Chairman! Resou r c e  Comm i t t e e

Representative Joh n  Cowaery 

Member, Resource Committee

V  •'

R e p r e s e n t a t i v e  C h a r l i e  B u s s e l l  

M e m b e r ,  R e s o u r c e  C o m m i t t e e

Representative Joh n  Liska 

Iu d cI', Resarrroe Committee

Representative A n t hony Vaska 

Meijibe r R e s o u r c e  Commi ttee
Representative Peter Coll 

Member, Resource Committee

R e p r e s e n t a t i v e  R o n a i d  L a r s o n  

M e m b e r ,  R e s o u r c e  C o m m i t t e e
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1 IN THE SENATE BY THE FINANCE COMMITTEE
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HOUSE CS FOR SENATE BILL NO. 269 (2d Finance)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

THIRTEENTH LEGISLATURE - SECOND SESSION 

A BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of Alaska to Chevron, U.S A., Inc,; and p rovid­

ing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil

11 between the State of Alaska and Chevron, U.S.A., Inc.," dated December 9,

12 1983, for the sale of Prudhoe Bay royalty oil, is hereby approved and

13 ratified.

Sec. 2. This Act takes effect immediately in accordance with AS 01.-14

15 10.070(c)
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S  T  A  T  IL  O  r  A  JL, A  S  Tv A
□ rricc or the ddvernor 

J xs s i: a ti

A p r i l  1 9 ,  1 9 8 3

T h e  H o n o r a b l e  J a l m a r  K e r t t u l a  

P r e s i d e n t  o f  t h e  S e n a t e  
A l a s k a  S t a t e  L e g i s l a t u r e  

P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1  

D e a r  M r .  P r e s i d e n t :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  

C o n s t i t u t i o n ,  I  a m  t r a n s m i t t i n g  a  b i l l  w h i c h  p r o v i d e s  f o r  
l e g i s l a t i v e  a p p r o v a l  o f  a  r o y a l t y  o i l  c o n t r a c t  b e t w e e n  t h e  
s t a t e  a n d  C h e v r o n ,  U . S . A . ,  I n c .  f o r  t h e  s a l e  o f  P r u d h o e  
B a y  r o y a l t y  o i l .

T h i s  c o n t r a c t  i s  d e s c r i b e d  i n  t h e  f i n d i n g s  e n t i t l e d  " P r o ­
p o s e d  D i s p o s i t i o n  o f  R o y a l t y  O i l ,  C h e v r o n ,  U . S . A . "  i s s u e d  

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  o n  M a r c h  1 6 ,  1 9 8 3 .
C o p i e s  o f  t h e s e  f i n d i n g s  h a v e  b e e n  m a d e  a v a i l a b l e  t o  t h e  

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

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

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

a d m i n i s t r a t i o n  h a v e  c o n s i s t e n t l y  t a k e n  t h e  p o s i t i o n  t h a t  
t h e  s t a t u t o r y  r e q u i r e m e n t  o f  l e g i s l a t i v e  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  i s  u n c o n s t i t u t i o n a l  ( A S  3 8 . 0 6 . 0 5 5 ) ,  

a s  a  m a t t e r  o f  c o m i t y  I  r e s p e c t  t h e  l e g i s l a t u r e ' s  d e s i r e  
t o  h a v e  a  d i r e c t  v o i c e  i n  m a j o r  d i s p o s a l s  o f  r o y a l t y  o i l .  
T h e r e f o r e ,  t h i s  c o n t r a c t  c o n t a i n s  p r o v i s i o n s  r e q u i r i n g  
a p p r o v a l  b y  t h e  l e g i s l a t u r e  b e f o r e  i t  b e c o m e s  e f f e c t i v e .  
S e c o n d ,  t h i s  b i l l  w o u l d  r a t i f y  t h e  a g r e e m e n t  f o r  t h e  s a l e  
o f  o i l .  T h i s  r a t i f i c a t i o n  w o u l d  c u r e  a n y  p r o c e d u r a l  

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

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

g o a l s ,  b o t h  p r o c e d u r a l  a n d  s u b s t a n t i v e .  F o r  e x a m p l e ,  e v e n  
i f  s t a t u t o r i l y  r e q u i r i n g  l e g i s l a t i v e  a p p r o v a l  w e r e  
c o n s t i t u t i o n a l ,  t h e  p r e s e n t  s t a t u t e s  p r o v i d e ,  o n  t h e  o n e  
h a n d ,  t h a t  t h e  l e g i s l a t u r e  i s  t o  a p p r o v e  t h e  c o n t r a c t  b y  

e n a c t i n g  l e g i s l a t i o n  ( A S  3 8 . 0 6 . 0 5 5 ( a ) ) ,  b u t ,  o n  t h e  o t h e r
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h a n d , t h e y  a l s o  p r o v i d e  t h a t  a r e p o r t  o f  t h e  R o y a l t y  B oard 
" s h a l l  be s u b m it t e d  f o r  l e g i s l a t i v e  r e v ie w  a t  t h e  t im e  o f  
[s ic  ] r e s o l u t i o n  f o r  l e g i s l a t i v e  a p p r o v a l  o f  a p ro p o s e d  

d i s p o s i t i o n  o f  r o y a l t y  o i l  and gas i s  in t r o d u c e d  i n  t h e  
l e g i s l a t u r e "  (AS 3 8 . 0 6 . 0 7 0 ( c ) ) .  S in c e  l e g i s l a t i v e  a p p r o v a l  
i s  r e q u i r e d  anyw ay as a m a t t e r  o f  c o n t r a c t ,  I  b e l i e v e  i t  
o n l y  p r u d e n t  t o  p r e s e n t  t h i s  c o n t r a c t  f o r  l e g i s l a t i v e  
a p p r o v a l  and r a t i f i c a t i o n  a t  t h i s  t im e .

S i n c e r e l y

G o v e r n o r



I n t r o d u c e d :  4 / 1 9 / 8 3
R e f e r r e d :  R e s o u r c e s  a n d

F i n a n c e

BY THE RULES COM M I T T E E  BY
1 IN THE SENATE REQUEST OF THE G O V E R N O R

2 SENATE 3I L L  NO- 269

3 IN THE LE G I S L A T U R E  OF THE STATE OF A LASKA

4 T H I R T E E N T H  L E G I S L A T U R E  - FIRST SESSION

5 A  BIL L

6 For an Act entitled: "An Act relating to the sale of royalty oil by the

7 State of A i a s k a  to Chevron, U.S.A., Inc.; and

8 p r o v i d i n g  for an effective date."

9 BE IT ENACTED BY THE L E G I S L A T U R E  OF THE STATE OF ALASKA:

10 * Section 1. The "Agreement for the Sale and Purchase of Royalty Oil

11 b e t w e e n  the State of A laska and Chevron, U.S.A., Inc.," dated M a r c h  16,

12 1983, for the sale of Prudhoe Bay royalty oil, is h e r e b y  approved and

13 ratified.

14 * Sec. 2. This Act takes effect immediately in accordance w i t h

15 AS 01.10.070(c).
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