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The H o n o r a b le s  H . P a p p y  Moss 
and R o b e r t  H . B e t t i s w o r t h  

H ouse  o f  R e p r e s e n t a t i v e s  
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 ch  V , S t a t e  C a p i t o l  
J u n e a u ,  A l a s k a  99811

D e a r  R e p r e s e n t a t i v e s  Moss and B e t t i s w o r t h :

You h a v e  a sk e d  f o r  a r e v i e w  o f  HB 5 8 9 , "A n  A c t  r e l a t i n g  
to  t h e  d i s p o s a l  o f  s t a t e  i n - k i n d  r o y a l t y  o i l  an d  g a s , ”  
c o n c e r n in g  p o s s i b l e  c o n s t i t u t i o n a l  p ro b le m s .  A l t h o u g h  a t  
t h i s  t im e  we c a n n o t  u n e q u iv o c a b ly  s a y  t h a t  t h e  p ro p o s e d  b i l l  
i s  e i t h e r  c o n s t i t u t i o n a l  -r u n c o n s t i t u t i o n a l ,  we c a n  i d e n ­
t i f y  a number o f  a r e a s  r  ' .w h i c h  a s e r i o u s  c o n s t i t u t i o n a l  
c h a l l e n g e  m ig h t  be s u c c e s s . u l l y  b a s e d .  You s h o u ld  a l s o  be 
a w a re  t h a t  a  n o v e l  l e g i s l a t i v e  id e a  s u c h  as t h i s  o n e  o f t e n  
c a r r i e s  w i t h  i t  a d d i t i o n a l  p o t e n t i a l  p ro b le m s  b e c a u s e  i t  
g i v e s  th e  c o u r t  an o p p o r t u n i t y  to  make "new l a w "  i n  th e  
a r e a .  An e x a m p le  i n  a p r e v io u s  p ie c e  o f  p ro p o s e d  l e g i s l a ­
t i o n ,  a l b e i t  b y  i n i t i a t i v e ,  i s  th e  B e i r n e  H o m e ste a d  I n i t i a t i v e .  
T h a t  s c h e n e  was o v e r t u r n e d  on a b a s i s  w h ic h  w o u ld  h a v e  b e e n  
d i f f i c u l t  t o  p r e d i c t  s o l e l y  upon a r e v i e w  o f  t h e  s t a t e  o f  
th e  la w  up u n t i l  t h a t  p o i n t ;  n a m e ly ,  t h a t  d i s p o s a l  o f  l a n d  
was an " a p p r o p r i a t i o n "  u n d e r  th e  A l a s k a  C o n s t i t u t i o n .
Thomas v _  B a i l e y , 595 P2d 1 ( A l a s k a  1 9 7 9 ) .

A s i m i l a r  c o n c e r n  e x i s t s  w i t h  th e  scheme, p r o p o s e d  b y  '
HB 5 8 9 .  F o r  e x a m p le ,  t h e r e  a r e  a num ber p r o v i s i o n s  i n  t h e  
n a t u r a l  r e s o u r c e s  a r t i c l e  o f  th e  A la s k a  C o n s t i t u t i o n  w h ic h  
c r e a t e  g e n e r a l  p r i n c i p l e s  o f  c o n s t i t u t i o n a l  l a w  a p p l i c a b l e  
to  d i s p o s a l  o f  n a t u r a l  r e s o u r c e s .  C h i e f  among t h e s e  a r e  
A r t i c l e  V I I I ,  s e c t i o n  1 :

I t .  i s  the  p o l i c y  o f  th e  s t a t e  to  e n c o u r a g e  t h e  
s e t t l e m e n t  o f  i t s  la n d  and th e  d e v e lo p m e n t  o f  i t s  
r e s o u r c e s  b y  m a k in g  them a v a i l a b l e  f o r  maximum u s e  
c o n s i s t e n t  w i t h  th e  p u b l i c  i n t e r e s t ;
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T h e  H o n o r a b l e s  H. P a p p y  Moss
and R o b e r t  H. B e t t i s w o r t h  -2- J u n e  5, 1 9 8 1

A r t i c l e  V I I I ,  s e c t i o n  °*.

The l e g i s l a t u r e  s h a l l  p r o v id e  f o r  t h e  u t i l i z a t i o n ,  
d e v e lo p m e n t ,  and c o n s e r v a t io n  o f  n a t u r a l  r e s o u r c e s  
b e lo n g in g  t o  th e  s t a t e ,  i n c l u d i n g  la n d  a n d  w a t e r s ,  
f o r  th e  maximum b e n e f i t  o f  i t s  p e o p le ;  a n d

A r t i c l e  V I I I ,  s e c t i o n  17 :

Law s and r e g u l a t i o n s  g o v e rn in g  th e  u s e  an d  d i s p o s a l  
o f  n a t u r a l  r e s o u r c e s  s h a l l  a p p ly  e q u a l l y  t o  a l l  p e r s o n s  
s i m i l a r l y  s i t u a t e d  w i t h  r e f e r e n c e  to  th e  s u b j e c t  m a t t e r  
and  p u rp o s e  to  be s e r v e d  b y  th e  la w  o r  r e g u l a t i o n .

A c o u r t  c o u ld  u s e  t h e s e  g e n e r a l  p r i n c i p l e s  as a b a s i s  
f o r  s t r i k i n g  down a p a r t i c u l a r  p ie c e  o f  l e g i s l a t i o n  i f  t h e  
c o u r t  d e c id e s  t h a t  s u c h  l e g i s l a t i o n  does n o t  p r o v i d e  f o r  t h e  
maximum b e n e f i t  t o  th e  p e o p le ,  o r  does n o t  m eet  some o t h e r  
a p p l i c a t i o n  o f  a g e n e r a l  s t a n d a r d  s e t  f o r t h  i n  o u r  c o n s t i ­
t u t i o n .  And , i t  i s  u l t i m a t e l y  th e  c o u r t  w h ic h  s e t s  f o r t h  
th e  p a r t i c u l a r  c o n s t i t u t i o n a l  ' t a n d a r d  to  be a p p l i e d  to  
i n d i v i d u a l  p i e c e s  o f  l e g i s l a t i o n .

U n f o r t u n a t e l y ,  t h e r e  h as  been l i t t l e  j u d i c i a l  i n t e r ­
p r e t a t i o n  o r  a p p l i c a t i o n  o f  t h e s e  n a t u r a l  r e s o u r c e s  s e c t i o n s .  
T h i s  w o u ld  n o t ,  h o w e v e r ,  p r e v e n t  someone fro m  c h a l l e n g i n g  
l e g i s l a t i o n  b a s e d  upon th o se  s e c t i o n ,  o r  th e  c o u r t  f ro m  
u s in g  t h o s e  s e c t i o n s  o f  th e  c o n s t i t u t i o n  as a  m ean s  o f  
a n a l y z i n g  p a r t i c u l a r  l e g i s l a t i o n .  F o r  e x a m p le ,  i n  th e  
S u p e r io r  C o u r t  c a s e  o f  S t a t e  v .  Am erada H ess (N o .  CA 7 7 - 8 4 7 ,  
S u p e r io r  C o u r t  o f  th e  S t a t e  o f  A l a s k a ,  F i r s t  J u d i c i a l  
D i s t r i c t  a t  J u n e a u ) , the. c o u r t  r e l i e d  upon one o f  t h e s e  
g e n e r a l  s e c t i o n s  as  one b a s i s  f o r  r e a c h in g  i t s  p r e l i m i n a r y  
d e c i s i o n .  A f t e r  q u o t in g  A r t i c l e  V I I I ,  s e c t i o n  2 ,  o f  th e  
A la s k a  C o n s t i t u t i o n ,  th e  S u p e r i o r  C o u r t  s t a t e d r

H o w e v e r ,  p u r s u a n t  to  c o n s t i t u t i o n a l  m a n d a t e ,  t h e  
s t a t e  may n o t  t a k e  r o y a l t y  ’ i n - k i n d ’ u n l e s s ,  a f t e r  s a i d  
d e d u c t i o n s ,  i t  w i l l  be i n  the  b e s t  i n t e r e s t s  o f  th e  
s t a t e  to  do s o ,  w h ic h  p re s u m a b ly  means t h a t  i t  w i l l  be 
r e c e i v i n g  an amount a t  l e a s t  as  g r e a t  a s  i t  w o u ld  i f  
th e  r o y a l t y  was t a k e n  " i n - v a l u e . "  T h i s  i s  t h e  o n l y  
i n t e r p r e t a t i o n  w h ic h  w o u ld  com port w i t h  t h e  C o n s t i t u ­
t i o n a l  r e q u i r e m e n t  t h a t  th e  l e g i s l a t u r e  d e v e lo p  th e  
n a t u r a l  r e s o u r c e s  " f o r  th e  maximum b e n e f i t  o f  i t s  
p e o p l e . "  T h i s  i n t e r p r e t a t i o n  i s  now c o d i f i e d  i n  
AS* 3 8 . 0 5 . 1 8 2 .
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The H o n o r a b l e s  H. P a p p y  M o s s
2n d  R o b e r t  H. 3ettiswort'n -3- J n n e  5, 1 9 8 1

Memorandum o f  D e c i s io n  and O r d e r , A p r i l  6 ,  1 9 7 9 . A l t h o u g h  
th e  S u p e r i o r  C o u r t  i n  t h a t  c a s e  fo u n d  a c o n s " i t u t i o n a l  b i a s  
i n  f a v o r  o f  s e l l i n g  r o y a l t y  o i l  t a k e n  i n - k i n  f o r  a t  l e a s t  
th e  i n - v a l u e  p r i c e  (w h ic h  w o u ld  p re s u m a b ly  De o u t w e ig h e d  i f  
th e  b e s t  i n t e r e s t  o f  th e  s t a t e  w o u ld  r e q u i r e  o t h e r w i s e ) , i t s  
d e c i s i o n  w as u n p u b l i s h e d ,  a n d  w as n e v e r  c o n s id e r e d  b y  t h e  
A la s k a  Suprem e C o u r t .  T h e r e f o r e ,  i t  i s  o f  l i t t l e  p r e c e d e n ­
t i a l  v a l u e .  C f . , W arw ick  v .  S t a t e , 548 P2d 384 ( A l a s k a  
1 9 / 6 ) . The d e c i s i o n ,  h o w e v e r"  does p o i n t  out t h a t  a  c o u r t  
may u s e  th e  g e n e r a l  n a t u r a l  r e s o u r c e  s e c t i o n s  o f  t h e  A l a s k a  
C o n s t i t u t i o n  a s  a b a s i s  f o r  a n a l y z i n g  p a r t i c u l a r  l e g i s l a t i v e  
s c h e m e s . S i n c e  t h e r e  i s  l i t t l e  j u d i c i a l  p r e c e d e n t  f o r  
d e t e r m in in g  how a c o u r t  w o u ld  p e r fo r m  t h a t  a n a l y s i s  , we may 
o n ly  p o i n t  o u t  t h a t  a n o v e l  scheme su c h  as  t h i s  one w o u ld  be 
s u b j e c t  to  s u c h  s c r u t i n y .

I n  a d d i t i o n ,  t h e r e  a r e  a c o u p le  o f  o t h e r  a r e a s  upon 
w h ic h  a p o t e n t i a l l y  s u c c e s s f u l  c o n s t i t u t i o n a l  c h a l l e n g e  t o  
th e  p ro p o s e d  l e g i s l a t i o n  c o u ld  be b a s e d .  One s u c h  a r e a  i s  
'h e  a b s o lu t e  p r e f e r e n c e  f o r  s e l l i n g  o i l  to  p e r s o n s  who w o u ld  
r e s e l l  th e  o i l  i n s t a t e  ( e . g . , " r o y a l t y  o i l  and g a s  . . . 
s h a l l  be g i v e n  . . .  to  a p e r s o n  who c o n t r a c t s  t o  p r o c e s s  
and d i s t r i b u t e  th e  o i l  o r  g as  i n  the  s t a t e  . . " ) .  Th e  
i n s t a t e  p r e f e r e n c e ,  o r  th e  i n s t a t e  p r o c e s s in g  r e q u i r e m e n t ,  
i s  o f  d o u b t f u l  c o n s t i t u t i o n a l  v a l i d i t y  t n d e r  t h e  U n i t e d
S t a t e s  C o n s t i t u t i o n .  I n  R e e v e s  v . S t a k e , ___ U . S .  ___ , 100 S .
C t . 2271 ( 1 9 8 0 ) ,  th e  U n i t e d  S t a t e  Supreme C o u r t  i n d i c a t e d  
t h a t  su c h  p r e f e r e n c e  may v i o l a t e  the  Commerce C l a u s e  o f  t h e  
U n i t e d  S t a t e s  C o n s t i t u t i o n .  More r e c e n t l y ,  th e  U n i t e d  
S t a t e s  D i s t r i c t  C o u r t  f o r  th e  D i s t r i c t  o f  A l a s k a  r u l e d  t h a t  
th e  i n s t a t e  p r o c e s s i n g  r e q u i r e m e n t  o f  D e p a r tm e n t  o f  N a t u r a l  
R e s o u rc e s  t im b e r  T a le s  was u n c o n s t i t u t i o n a l .  S o u t h - C e n t r a l  
T im b e r  Dev e lo p m e n t , I n c  . v^  L e R e s c h e  , C ase  No. A - 80-3 .117  
C i v i l  (D . C . A l a s k a , J a n u a r y  "9, .19617. T h i s  c a s e  i s  now on 
a p p e a l .  S o u t h - C e n t r a l  T im b e r  D e v e lo p m e n t , I n c . v . L e R e s c h e .
9 th  C i r . , C a se  N os. M - 3 0 5 3 ,  S l - 3 0 8 1 .

A t  th e  v e r y  l e a s t ,  t h e s e  c a s e s  p u t  i n s t a t e  p r o c e s s i n g  
p r e f e r e n c e  r e  u i r e in e n t s  i n  s e r i o u s  j e o p a r d y .  I t  s h o u ld  be 
n o t e d ,  h o w e v e r ,  t h a t  s i m i l a r ,  a l t h o u g h  p o s s i b l y  n o t  a s  
s e r i o u s ,  p ro b le m s  e x i s t  u n d e r  c u r r e n t  la w .  S e e ,  AS 3 8 . 0 5 . 1 8 3 ( d ) .

F i n a l l y ,  Ax t i d e  I X ,  s e c t i o n  6 o f  the  A la s k a  C o n s t i t u t i o n  
s t a t e s :

No t a x  s h a l l  be l e v i e d ,  o r  a p p r o p r i a t i o n  o f
p u b l i c  money m ade , o r  p u b l i c  p r o p e r t y  t r a n s f e r r e d , n o r
s h a l l  th e  p u b l i c  c r e d i t  be u s e d , ~e x c e p t  l o r  a p u b l i c
p u r p o s e . [e m p h a s is  added ]
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T he H o n o r a b l e s  H. P a p p y  Moss
and R o b e r t  H. B e t t i s w o r t h  -4- J u n e  5, 1 9 8 1

A t r a n s f e r  o r  a p p r o p r i a t i o n  t h a t  s e r v e s  e s s e n t i a l l y  p r i v a t e  
b e n e f i t s  v i o l a t e s  th e  p r o v i s i o n .  S e e , C i t y  o f  Y a k im a  v . 
H u z a , 407 P2d 815 (W ash . 1 9 6 5 ) ;  I n  r e  S k in n e r ^ s  E s t a t e ,  303 
P2q 745 ( C a l .  1 9 5 6 ) ;  i n  re_  S t a n fo r d '7'!' E s t a t e , t>8 P2d  462  
( C a l .  1 8 9 9 ) .  L i k e  a r e t r o a c t i v e  r e f u n d  o f  v a l i d l y  im p o se d  
and c o l l e c t e d  t a x e s ,  th e  g i v i n g  away o f  s t a t e  r o y a l t y  o i l  t o  
b e n e f i t  i n s t a t e  co n su m ers  o f  o i l  p r o d u c t s  c o u ld  be s e e n  a s  a  
v i o l a t i o n  o f  A r t i c l e  I X ,  s e c t i o n  *6. See F o r m a l  O p in io n s  o f  
th e  A t t o r n e y  G e n e r a l ,  Se p te m b er 2 2 , 1 9 8 0 .

T h e s e  a re  th e  p r im a r y  c o n s t i t u t i o n a l  o b j e c t i o n s  w h i c h  
we w o u ld  f o r e s e e  c o u ld  be r a i s e d  in  o p p o s i t io n  t o  HB 5 8 9 .
We h a v e  n o t ,  o b v i o u s l y ,  had an o p p o r t u n i t y  to  r e s e a r c h  e a c h  
o f  t h e s e  q u e s t io n s  i n  any  e x t e n s i v e  d e t a i l .  We h a v e  a l s o  
n o t  a d d r e s s e d  p o s s i b l e  n o n c o n s t i t u t i o n a l  p r o b le m s ,  s u c h  a s  
v i o l a t i o n s  o f  th e  a n t i t r u s t  la w s  ( p a r t i c u l a r l y  t h e  a p p l i ­
c a t i o n  o f  th o s e  la w s  to  th e  r e q u i r e m e n t  t h a t  s u b s e q u e n t  
p u r c h a s e r s  r e s t r i c t  th e  p r i c e  o f  p r o d u c t s  made f r o m  t h e  
r o y a l t y  o i l ) .

I n  c o n c l u s i o n ,  t h e r e  i s  no p r e s e n t l y  e x i s t i n g  d e c i s i o n  
w h ic h  w o u ld  c l e a r l y  s a y  t h a t  HB 589 i s  u n c o n s t i t u t i o n a l  
u n d e r  e i t h e r  th e  A la s k a  C o n s t i t u t i o n  o r  th e  U n i t e d  S t a t e s  
C o n s t i t u t i o n .  On th e  e t h e r  hand p a r t i c u l a r l y  b e c a u s e  o f  
th e  u n iq u e  n a t u r e  o f  th e  p ro p o se d  sch em e , we b e l i e v e  t h a t  
t h e r e  a re  s u b s t a n t i a l  g ro u n d s  upon w h ic h  a p e r s o n  c o u ld  
mount s e r i o u s  c o n s t i t u t i o n a l  c h a l l e n g e  to  th e  p r o v i s i o n s  s e t  
f o r t h  i n  HB 5 8 9 . A nd , a s  i n  an y  n o v e l  a r^ a  o f  c o n s t i t u ­
t i o n a l  l a w ,  i t  i s  i m p r a c t i c a b l e  to  p r e d i c t  th e  o d d s  c o n ­
c e r n i n g  th e  u l t i m a t e  r e s o l u t i o n  o f  t h a t  l i t i g a t i o n .

I f  you  have  a n y  q u e s t i o n s ,  p le a s e  do n o t  h e s i t a t e  to
c a l l .

S i n c e r e l y ,

WILSON L .  CONDON 
ATTORNEY GENERAL

A s s i s t a n t  A t t o r n e y  G e n e r a l

RMM: mr
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S .  H AM M O N O

T  -V  T  l i  O  I '  A  1 .  A  S  K  A  
C“r C E 3“ ■- C jlvtSr.OO 

J r  n li a i *

May 11 , 1981

Mr. C h a r l e s  P .  Rees 
P .O .  Box 60389 
F a i r b a n k s ,  A la s k a  99706

Dear C h u c k :

I  have re v ie w e d  yo u r  " A la s k a n  O i l  f o r  A la s k a n s  Now" p o l i c y  
p ap e r  and f i n d  i t  most p r o v o c a t i v e .  H ow ever, b e fo re  su ch  a 
r o y a l t y  s a l e  c o u ld  be u n d e r ta k e n ,  c e r t a i n  q u e s t io n s  would  
have co be a n sw e re d . F o r  e x a m p le , sh o u ld  we p r o v id e  th e  o i l  
r e f i n e r y  w i t h  some, s a y ,  100 m i l l i o n  d o l l a r s  w o rth  o f  f r e e  
o i l ,  I  would want to  se e  a t  l e a s t  a m a jo r p o r t io n  o f  t h a t  
100 m i l l i o n  con veyed  b ack  to  the  p u b l i c  i n  th e  form* o f  lo w e r  
p ro d u c t  c o s t .  Your p a p e r  s u g g e s t s  t h a t  th e y  c o u ld  co n vey  
even more than 100 m i l l i o n  b a c k .  I  do n o t  u n d e rs ta n d  how 
t h i s  c o u ld  p o s s i b l y  be t r u e ?  P e rh a p s  y o u 'd  e l a b o r a t e .

A t any r a t e ,  i f  a co m p a ra b le  s a v in g s  c o u ld  be p a sse d  on to  
the c o n su m e rs ,  then i t  sh o u ld  be p assed  on in  such  a way as 
to b e n e f i t ,  a s  o q u i t a o l y  a s  p o s s i b l e ,  a l l  A la s k a n s .

1 do n o t  b e l i e v e  i t  b e s t  m eets the  e q u i t y  to ta k e  r o y a l t y  
o i l  c r  any " r e v e n u e s "  w h ic h  b e lo ng  to  a l l  th e  c i t i z e n s  o f  
the  S t a t e ,  and p ro v id e  b e n e f i t s  o n ly  to th o se  who a re  a b le  
to  a v a i l  th e m se lv e s  o f  the program  th ro u g h  g e o g r a p h ic a l  
l o c a t i o n  o r  t h a t  the  amount o f  b e n e f i t s  sh o u ld  r e l a t e  to  th e  
m ag n itud e  o f u sa g e .

To make such  a program  a c c e p t a b le ,  p e rh ap s  we c o u ld  a s s u r e  
t h a t  a l l  A la s k a n s  w ou ld  have an o p t io n  to  buy the  same 
amount o f  c u t - r a t e  p r o d u c t s .  F o r  e x a m p le , i f  i t  w ere  
p o s s i b l e  to  re d u ce  the  p r i c e  o f  a b a r r e l  o f  g a s o l i n e  o r  f u e l  
o i l  to  o n e - n a i f  i t s  c u r r e n t  c o s t  th ro u g h  such  a p ro g ram , 
then  th e  number o f b a r r e l s  a v a i l a b l e  m ight be d iv id e d  by the  
t o t a l  number o f  A la s k a n s  and each  c o u ld  be g ra n te d  an o p t io n  
to  p u rc h a s e  a l i k e  am ount. Those who cho se  no t to  do so 
w o u ld , o f  c o u r s e ,  have  a n e g o t ia b le  in s t ru m e n t  w h ic h  o t h e r s  
c o u ld  p u rc h a s e  from them .

U n f o r t u n a t e l y ,  e x p e r ie n c e  to  d a te  does not i n d i c a t e  t h a t  the  
co n v e y a n c e  o- lo w e r  c o s t  r o y a l t y  o i l  n e c e s s a r i l y  t r a n s l a t e s  
in t o  a s a v in g s  to A la s k a n  co n su m e rs .  Fo r  e x a m p le , th e  S 7 .0 0  
per b a r r e l ,  o i l  now a v a i l a b l e  f o r  T e s o r o ' s  r e f i n e r y  has  not 
been r e f l e c t e d  in t o  any  s i g n i f i c a n t  p r i c e  d i f f e r e n t i a l
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betw een t h e i r  p ro d u c t  c o s t s  and th o se  or com pan ies  w h ic h  
m ust s h ip  t h a t  r o y a l t y  c ru d e  e lse w h e re  and th e n  the  r e f i n e d  
p ro d u c t  b ack  to  th e  S t a t e .  One would assume t h a t  th o se  
t r a n s p o r t a t i o n  c h a rg e s  c o u ld  be d e d u c te d . S i m i l a r l y ,  th e  
o i l  r e f i n e d  a t  N o rth  P o le  h a s  n o t ,  to  my k n o w le d g e , made 
p r o d u c t s  s u b s t a n t i a l l y  l e s s  c o s t l y  to  the consum er in  th e  
F a i r b a n k s  a r e a .

I 'm  e n c lo s in g  a copy  o f  a r e c e n t l y  r e v i s e d  p a p e r  s e n t  to  a l l  
th e  m ayors i n  r e l a t i o n  to  th e  l a s t  r o y a l t y  o i l  s a l e  p o in t in g  
o u t  some f a c t s  t z  l i f e  w h ich  I  b e l i e v e  a re  m ost p e r t i n e n t .
A t  th e  t im  o f  t h a t  s a l e ,  I  urged anyone d e s i r o u s  o f  
r e f i n i n g  r< y a l t y  o i l  h e re  i n  the S t a t e  to p r e s e n t  me w i t h  a 
p ro p o s a l  w h ic h  w ou ld  i n d i c a t e  t h a t  a n y th in g  l i k e  a 
co m p ara b le  b e n e f i t s  c o u ld  be conveyed  e q u i t a b l y  to  A la s k a n s  
a s  I  had p ro p o sed  be done w i t h  the  r o y a l t y  prem ium . No 
s u g g e s t io n s  w ere even  fo r th c o m in g .  T h e r e f o r e ,  u n t i l  I  see  
th e  p a r t i c u l a r s  o f  some p la n  w hich  b e t t e r  m eets  the  e q u i t y  
t e s t  and p r o v id e s  a f a r  more d i s c e r n i b l e  b e n e f i t  to  A la s k a n  
c i t i z e n s  th an  any seen  to  d a t e ,  I  must rem ain  s k e r t i c a l  t h a t  
th e  c o n v e y a n ce  o f  lo w e r  c o s t  r o y a l t y  c rud e  to  in- s t a t e  
r e f i n e r i e s  w i l l  m a t e r i a l l y  im prove th e  l o t  o f  t ’ e a v e ra g e  
A la s k a n  co n su m er .
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, J A T  S .  H A M M O N D

I  a p p r e c ia t e  y o u r  e x p r e s s io n  o f  i n t e r e s t  in  th e  b id d in g  
p ro c e d u re s  f o r  th e  c o m p e t i t i v e  o i l  s a l e s .  U n f o r t u n a t e l y ,  
t h e r e  a p p e a rs  to  be a good d e a l  o f  m i s in f o r m a t io n  about th e  
p ro c e d u re s  and t h e  s a l e .  F i r s t ,  l e t  me c l e a r  up some o f  
yo u r  a p p re h e n s io n  ab o u t p r e fe r e n c e  f o r  i n s t a t e  r e f i n e r s .
The b id d in g  p ro c e d u r e s  do s e t  up a p r i o r i t y  s y s te m  f o r  
q u a l i f i e d  i n s t a t e  r e f i n e r s  and s u p p l i e r s ,  g i v i n g  them r i g h t  
o f  f i r s t  r e f u s a l  on th e  lo w e s t  p r i c e d  l o t s  o f f e r e d  a t  th e  
s a l e .  C h e v ro n ,  S h e l l ,  Union and T e s o ro  l o t s  a l l  r e c e i v e d  
p r i o r i t y  d e s ig n a t i o n s  f o r  v a r y in g  amounts o f  r o y a l t y  o i l ;  
th e  amouncs a r e  based  on amounts th e y  a c t u a l l y  p r o c e s s ,  o r  
w i l l  p r o c e s s ,  i n  A l a s k a ,  o r  s u p p ly  in  r e f in e d  p r o d u c t s  to  
A l a s k a .

A lo o k  a t  th e  e x i s t i n g  r e f i n e r s  d i s c l o s e s  some i n t e r e s t i n g  
f a c t s .  A la s k a  h a s  t h r e e  r e f i n e r i e s  - -  M ap co -A laska  
( f o r m e r ly  E a r t h  R e s o u rc e s )  a t  N orth  P o le .  T e s o ro  P e t ro le u m  
and C hevron  a t  N i k i s k i .  M ap co -A laska  has an e x i s t i n g  
lo n g - te rm  c o n t r a c t  w i t h  th e  S t a t e  f o r  up to 15 p e r c e n t  o f  
P ru ch o e  Bay r o y a l t y  o i l .  A t c u r r e n t  p ro d u c t io n  l e v e l s ,  
M apco 's  r o y a l t y  c ru d e  s h a re  i s  2 8 ,1 2 5  b a r r e l s  p e r  d a y ,  and 
th e  company h as  nom inated  the  f u l l  e n t i t l e m e n t .

T e s o ro  P e t ro le u m  h as  a lo n g - te rm  c o n t r a c t  f o r  a l l  th e  
S t a t e ' s  r o y a l t y  s h a r e  o f  Cook I n k  l o i l  p r o d u c t io n ,  a 
o n e - y e a r  c o n t r a c t ,  w h ic h  ends Ju n e  3 0 , 1981, f o r  a b o u t  4 ,6 0 0  
b a r r e l s  p e r d ay  o f  Prudhoe Bay r o y a l t y  c ru d e ,  and a n o th e r  
o n e -y e a r  c o n t r a c t ,  w h ich  ru n s  from J u l y  1, 1981 th ro u g h  
Ju n e  30 , 1982 , f o r  4 ,9 6 3  b a r r e l s  p e r  day of P ru d h o e  Bay 
r o y a l t y  c r u d e .  T e s o ro  can  t e c h n i c a l l y  p ro c e s s  o n ly  about
5 .0 0 0  b a r r e l s  p e r  day o f  P rudhoe Bay o i l  a t  t h i s  t im e ,  s o '  
th e  r o y a l t y  c o n t r a c t  c o v e r s  th e  f u l l  amount o f  h ig h  s u l f u r  
Prudhoe Bay c ru d e  th e  r e f i n e r y  can c u r r e n t l y  h a n d le .

T h i s  s p r in g  C h e v ro n  c o n v e r te d  to  the  u s e -o f  100 p e r c e n t  
Prudhoe 3av c ru d e  a s  f e e d s t o c k ,  a*d now p r o c e s s e s  about
1 2 .0 0 0  b a r r e l s  p e r  d a y . I t ,  t o o ,  has a s h o r t - t e r m  c o n t r a c t ,  
wh’ o'n ends Ju n e  3 0 , 1981 , fo r  4 ,6 0 0  b a r r e l s  p e r  day o f  
Prudhoe Bay r o y a l t y  o i l .  In  a d d i t i o n ,  Chevron owns about
12 000 b a r r e l s  p e r  day o f  N orth  S lo p e  crude  and a b o u t 7 ,5 0 0  
b a r r e l s  n e r  day  o f  Cook I n l e t  c r u d e .  A l l  t h r e e  r e f i n e r i e s  
p ro c e s s  a t o t a l  o f  a p p r o x im a t e ly  1 0 0 ,0 0 0  b a r r e l s  p e r  d a y ,  o f  
w h ic h  .5 0 ,0 0 0  b a r r e l s  a r e  e x p o r te d  from the  s t a t e  e i t h e r  as  
u n r e f in e d  o r  a s  r e s i d u a l  o i l  f o r  f u r t h e r  r e f i n i n g  o u t s i d e ,  
o r  f o r  f u e l  f o r  o u t s id e  u t i l i t i e s .

S  T  .V T  i :  O  1* A  1. A  -S K  A

w r n c c  C r  Tr-»C G C . ' C ^ n O P  
J  u N K A U
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I -  a p p e a rs  th e n  t h a t  a d d i t i o n a l  s h o r t - t e r m  s a l e s  to  th e s e  
f a c i l i t i e s  w o u ld  n o t  a u t o m a t i c a l l y  r e s u l t  i n  any  m e a n in g fu l  

.p r i c e  o r  s u p p ly  r e l i e f  to  A la s k a n  r e s i d e n t s .  I  am 
e n co u ra g e d , h o w e v e r ,  t h a t  t h e s e  i n s t a t e  r e f i n e r s  a r e  
e x a m in in g  th e  p o s s i b i l i t y  o f  m o d i fy in g  t h e i r  p l a n t s  to  
i n c r e a s e  t h e i r  u t i l i z a t i o n  o f  N o rth  S lope c ru d e  o i l .  
A c c o r d in g ly ,  i n  th e  coming y e a r ,  t h e  S ta te  o f  A la s k a  in t e n d s  
to c o n s id e r  means o f  m aking i t s  r o y a l t y  o i l  a v a i l a b l e  to  
th e s e  co m p an ies  on a lo n g e r - t e r m  b a s i s  than i s  p r a c t i c a l  a t  
t h i s  t im e .

The breakdown o f  th e  5 0 ,0 0 0  b a r r e l s  p e r  day o f  r e f i n e d  
p ro d u c ts  i s  a l s o  i n t e r e s t i n g .  About 10 ,000  b a r r e l s  become 
g a s o l i n e  and some 1 4 ,0 0 0  become h e a t in g  f u e l s  f o r  A la s k a n  
u s e .  The m a jo r  p r o d u c t io n ,  some 2 4 ,0 0 0  b a r r e l s ,  i s  f o r  j e t  
f u e l  used m a in l y  f o r  f o r e i g n  and m i l i t a r y  a i r c r a f t .  About
1 ,0 0 0  b a r r e l s  a r e  made in t o  a s p h a l t  and r c h e r  p r o d u c t s .
T h u s ,  i f  we w e re  t o  s u b s i d i z e  th e s e  r e f i n e r s  by p r o v id in g  
c ru d e  o i l  f o r  l e s s  th a n  i t s  m a rk e t  v a lu e ,  we c o u ld  e x p e c t ,  
a t  t h e  m ost , r e t u r n  b e n e f i t s  o f  no more than  24 c e n t s  f o r  
e v e r y  d o l l a r  o f  s u b s i d i e s ,  and then  th o se  b e n e f i t s  would go 
o n ly  to  th o se  who consumed th e  r e f i n e r i e s '  p a r t i c u l a r  
p e t ro le u m  p r o d u c t .  The  o t h e r  76 c e n t s  o f b e n e f i t s  would go 
to th e  r e f i n e r  o r  o u t s i d e  p u r c h a s e r .

A l a s k a ' s  C o n s t i t u t i o n ,  h o w e v e r ,  o b l i g a t e s  us to  m a x im ize  
usage o f  our n a t u r a l  r e s o u r c e s  in  th e  p u b l ic  i n t e r e s t ,  not 
t h a t  o f  the  g o v e rn m e n t ' s o r th e  i n t e r e s t  o f one s e l e c t
c ro u p .  I t  s h o u ld  be remembered t h a t  b id  premiums a r e  m onies
w h ich  th e  S t a t e  would n o t  h a ve  r e c e i v e d  a t  a l l  i f  i t  were 
not f o r  the  c o m p e t i t i v e  s a le  w h ich  r e q u i r e s  t h a t  th e  r o y a l t y
o r l  be so ld  f o r  a p r i c e  g r e a t e r  th an  the  c u r r e n t  i n - v a l u e
p r i c e .

3v d i s t r i b u t i n g  the  added v a lu e  d o l l a r s  d i r e c t l y  and 
e q u i t a b l y  to  a l l  A l a s k a n s ,  we w i l l  i n j e c t  m i l l i o n s  o f  
d o l l a r s  in t o  th e  c o l l e c t i v e  p r i v a t e  economy r a t h e r  th an  i n t o  
S t a t e  c o f f e r s  o r  c o r p o r a t e  a c c o u n t s .  T h is  money w i l l  f lo w  
d i r e c t l y  in t o  c i t i z e n s '  hands and th e n c e  in t o  th e  p r i v a t e '  
economy, not i n t o  more governm ent o r  some s u b s id i z e d  
i n d u s t r y .

I am happy to h ave  had t h i s  o c c a s io n  to  p re s e n t  you w ith  
seme more p ie c e s  o f  th e  p i c t u r e .

J a y  S .  Hammond 
G o v e rn o r
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T h e  H o n o r a b le  J a y  S .  Hammond 
G o v e r n o r  o f  A l a s k a

PILE NO:

TELEPHONE NO. 4 6 5 - 2 4 0 0

d a t e . June 1, 19 01

R o b e r t  E .  L e R e s c h eA.
C o m m is s io n e r  
D e p a r tm e n t N a t u r a l

s u b j e c t : A n a l y s i s  o f  R o y a l t y  O i l  
P r o p o s a l  b y  A l a s k a ' O i l  

R e s o u r c e s  • ' f o r  A l a s k a n s  Now

I n  r e s p o n s e  to  y o u r  r e q u e s t ,  a t t a c h e d  i s  an a n a l y s i s  o f  t h e  
p r o p o s a l  f o r  d i s t r i b u t i o n  o f  r o y a l t y  o i l  a d v a n c e d  b y  A l a s k a  
O i l  f o r  A l a s k a n s  How ( a . k . a .  "6 1  f o r  6 6 " ) .

AGO 787082



7 i .n a l y s i s  -  p r o p o s a l  f o r  R o y a l t y  O i l  D i s t r i b u t i o n  
__________________ b y  A l a s k a  O i l  f o r  A l a s k a n s  Now ' .

A g ro u p  known a s  A l a s k a  O i l  f o r  A la s k a n s  Now h a s  made p u b l i c  a 
p r o p o s a l  f o r  d i s t r i b u t i o n  o f  A l a s k a ' s  r o y a l t y  o i l ,  w h i c h  i s  
e m b o d ied  ( w i t h  some d i f f e r e n c e s )  i n  HB 589 ( h e r e a f t e r  " P r o p o s a l " )  .

I n  sum m ary , t h e  P r o p o s a l  e n v i s i o n s  t h a t  t h e  S t a t e  w o u ld  c o n t r a c t  
w i t h  p e r s o n s '  to  r e f i n e  an d  d i s t r i b u t e  r o y a l t y  o i l ,  p a s s i n g  on 
t o  c o n s u m e rs  o n l y  th e  c o s t  o f  p r o c e s s in g  and d i s t r i b u t i o n  a f t e r  
d e d u c t i o n  o f  a " r e a s o n a b l e  p r o f i t " .  The S t a t e  w o u ld  b e  r e s p o n s i b l e  . 
f o r  i n s u r i n g  t h a t  p r i c e s  c h a r g e d  co n su m ers  b y  d i s t r i b u t o r s  d id  
n o t  e x c e e d  t h e  p r i c e  a u t h o r i z e d  by t h e  S ta ^ e  . i r a  a c c o r d a n c e  w i t h  
t h e  a b o v e  f o r m u l a .  C o n su m e rs  o p e r a t in g  o n ly  p a r t i a l l y  i n  t h e  
S t a t e  w o u ld  r e c e i v e  p r o p o r t io n e d  d i s c o u n t s ;  e _ g . ,  a i r l i n e s  w ou ld  
be c r e d i t e d  w i t h  d i s c o u n t s  o n l y  f o r  f u e l  b u r n e d  i n  A l a s k a n  a i r s p a c e .  . 
C o n t r a c t s  w o u ld  be  t e r m in a t e d  b y  th e  S t a t e  f o r  v i o l a t i o n s  o f  i t s  
r e g u l a t i o n s  g o v e r n in g  a l l o w a b l e  c o s t s ,  r e a s o n a b l e  p r o f i t s ,  p r i c i n g ,  
a n d  o t h e r  p r o v i s i o n s .

A l t h o u g h  H3 589 a u t h o r i z e s  d i s t r i b u t i o n  o f  r o y a l t y  g a s  i n  t h e  
sam e f a s h i o n ,  t h e  P r o p o s a l  i s  p r i m a r i l y  d i r e c t e d  a t  r o y a l t y  o i l .
T h e  d r a f t e r s  c o n te n d  t h a t  p r i c e s  w ou ld  b e  r e d u c e d  f o r  g a s o l i n e
and  h e a t i n g  f u e l  b y  66<;/ g a l l o n ,  a lo n g  w i t h  r e d u c e d  r a t e s  f r o m
2% t o  35% f o r  e l e c t r i c i t y  and f o r  t r u c k ,  r a i l ,  arid a i r  t r a n s p o r t a t i o n .

T h e  P r o p o s a l  a l s o  recom m ends a T e r m in a t io n  F u n d  t o  c u s h i o n  t h e  
e f f e c t s  o f  r e t u r n i n g  t o  w o r ld  o i l  p r i c e s  when t h e  r o y a l t y  o i l  r u n s  
o u t .  T h e  Fund w o u ld  be  c o n s t i t u t e d  w i t h  t h e  p r o c e e d s  o f  p r i c e  
i n c r e a s e s  o n ce  US r e t a i l  p r i c e s  e xc e e d e d  $ 1 0 / g a l l o n  o v e r  t h e  
Z i l a s k a n  p r i c e .

T h e r e  a r e  a number o f  v e ry -  s e r i o u s  d ra w b a c k s  to- t h i s  c o n c e p t  w h ic h  
f a r  o u t w e ig h  th e  b e n e f i t s  d e s c r ib e d  by t h e  a u t h o r s .  T h e s e  d e f e c t s  
r e n d e r  th e  P r o p o s a l  n o t  o n l y  u n w o rk a b le  b u t  c o n t r a r y  t o  t h e  i n t e r e s t s  
o f  t h e  v a s t  m a jo r i  t y  o f  A l a s k a n s .  T h e r e  a r e  n o  a p p a r e n t  p r a c t i c a l  
m o d i f i c a t i o n s  w h ic h  c o u ld  bo made to  t h e  P r o p o s a l  to  e l i m i n a t e  t h e s e  
d e f i c i e n c i e s .  A summary o f  t h e  p r i n c i p a l  p r o b le m s  i s  a s  f o l l o w s :

1 .  - I n c q n i t a b le  Di r . t r i . b u t i on o f  13e n e f i t s

U n d e r  t h e  P r o p o s a l ,  t h e  S t a t e  w ou ld  be g i v i n g  aw ay  t h e  
p u b l i c ' s  r o y a l t y  o i l  e x c l u s i v e l y  to  i n s t a t e  r e f i n e r i e s  or. t h e  
c o n d i t i o n  t h a t  t h e  co n su m e r  w o u ld  pay o n l y  t h e  c o s t  o f  p r o c e s s i n g  
an d  d i s t r i b u t i o n  p l u s  a " r e a s o n a b l e  p r o f i t " .  T h i s  w o u ld  be 
i n h e r e n t l y  u n f a i r  to  t h o s e  a r e a s  o f  A l a s k a  ( e . g . ,  S o u t h e a s t ,
W e s t e r n  A la s k a . )  w h ic h  p r e s e n t l y  im p o r t  a l l  o f  t h e i r  r e f i n e d  f u e l  
p r o d u c t s  f ro m  t h e  lo w e r  4 8 .  E v e n  i f  th e  P r o p o s a l  e v e n t u a l l y  a l lo w e d  
i n s t a t e  r e f i n e r i e s  to  d i s p l a c e  th e  e x i s t i n g  s u p p l i e r s  o f  im p o r te d  
p r o d u c t s ,  i t  w o u ld  n o t  b e  u n t i l  s u b s t a n t i a l  e x p a n s i o n  a n a  r c s t r o f i t t i n c
o.f t h e s e  r c . i n e r i e s  had beer: c o m p le te d .  T h u s ,  some A l a s k a n s  w o u ld  
r e a l i z e  b e n e f i t s  im m e d ia t e l y  w h i l e  o t h e r s  w o u ld  go u n r e w a r d e d  f o r  
a  num ber o f  y e a r s .
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M o re o v e r ,  e v e n  i f  a l l  demand w e r e  m et b y  p r o d u c t s  r e f i n e d  i n s t a t e ,  
t h e  r e l a t i v e  b e n e f i t  r e c e i v e d  b y  e a c h  c i t i z e n  w o u ld  v a r y  b y  s e v e r a l  
o r d e r s  o f  m a g n i t u d e ,  d e p e n d in g  on f u e l  c o n s u m p t io n .  T h e  r e s i d e n t  
o f  a P i o n e e r ' s  Home, f o r  e x a m p le ,  v.-ould r e a 2 i z e . v i r t u a l l y  no b e n e f i t  
co m p ared  t o  t h e  o w n er o f  a p o o r l y  i n s u l a t e d  s i x  b e d ro o m  h o u s e  w i t h  
two l a r g e  c a r s  and  a s s o r t e d  r e c r e a t i o n a l  v e h i c l e s .  W h i l e  c o n c e p t u a l l y  
many p e r s o n s  may f a v o r  t h e  id e a  o f  re d u c e d  f u e l  c o s t s ,  a n y  c o n s e n s u s  
w i l l  v a n i s h  when t h e  s p e c i f i c s  o f  r e f i n i n g  an d  d i s t r i b u t i o n  c o n t r a c t s  
a r e  t a k e n  u p .  T h e  c o m p la in t s  w h ic h  w o u ld  be v i s i t e d  on l e g i s l a t o r s  
and  a d m i n i s t r a t o r s  w o u ld  r i v a l  t h o s e  a c c o m p a n y in g  i n s t i t u t i o n  o f  
a  new g r a d u a t e d  in c o m e  t a x  o r  g a s o l i n e  r a t i o n i n g ,  r e a c h i n g  g r e a t e r  
i n t e n s i t y  a f t e r  t h e  s y s t e m  w e re  e s t a b l i s h e d  an d  t h e  d i s p a r i t i e s  
n o t e d .  R e m e d ia l  l e g i s l a t i o n  w o u ld  be demanded a n n u a l l y  t o  r e c t i f y  
t h e  i n e q u i t i e s  c o m p la in e d  o f .  •

2 .  C o n s e r v a t i o n / N a t i o n a l  Im ag e

Th e  p r e v a i l i n g  f a c t o r  s t a b i l i s i n g  f u e l  c o s t s  a t  t h e  p r e s e n t  
t im e  i s  an i n t e r n a t i o n a l  g l u t  o f  o i l  s u p p l i e s .  W h i l e  t h i s  c a n  b e  
p a r t i a l l y  a t t r i b u t e d  t o  S a u d i  A r a b i a n  p r i c i n g . a n d  p r o d u c t i o n  p o l i c i e s ,  
t h e  p r im a r y  c a u s e  h a s  b e e n  a d r a m a t i c  d e c l i n e  i n  f u e l  c o n s u m p t io n  . 
by t h e  U n i t e d  S t a t e s  and  o t h e r  o i l  i m p o r t e r s  w h i c h  e x c e e d e d  a l l  
f o r e c a s t s .  A ny r e d u c t i o n  i n  f u e l  p r i c e s  o f  m o re  t h a n  60d p e r  
g a l l o n  i s  bound t o  h a v e  some a d v e r s e  e f f e c t  on f u e l  c o n s e r v a t i o n  
by c r e a t i n g  an a r t i f i c i a l  dem and. F u r t h e r m o r e , w h i l e  one c a n  
a r g u e  a b o u t  t h e  am ount o f  a d d i t i o n a l  c o n s u m p t io n  w h i c h  w o u ld  be 
s t i m u l a t e d ,  A l a s k a  w o u ld  c r e a t e  th e  a p p e a r a n c e  o f  f l a u n t i n g  i t s  
o i l  w e a l t h  and u n d e r m in in g  a n a t i o n a l  e f f o r t  t o  e n c o u r a g e  e n e r g y  
• c o n s e r v a t io n  and m a x im iz e  s t r a t e g i c  h y d r o c a r b o n  r e s e r v e s .  T h i s  
con o n l y  f a c i l i t a t e  p o t e n t i a l  F e d e r a l  sch em es t o  c a p t u r e  an d  
r e d i s t r i b u t e  A l a s k a ' s  o i l  r e v e n u e s .

3 .  C r e a t i o n  o f  F a l s e  Economv

The OPEC c a r t e l  l i a s  s u c c e e d e d  i n  m ak in g  o i l  t h e  m o s t  v a l u a b l e  
com m od ity  i n  t h e  w o r l d . I  t  a l s o  c o n t r o l s  t h e  p r i c e .  T h a t  p i  i c e  
i n  t u r n  d i c t a t e s  t h e  r e l a t i v e  h e a l t h  o f  W e s t e r n  e c o n o m ie s  an d  
t h e  o p e r a t i n g  c o n s t r a i n t s  o f  a n y  b u s i n e s s  t h a t  i s  f u e l  d e p e n d e n t .  
W h i le  an a r t i f i c i a l  r e d u c t i o n  i n  f u e l  p r i c e s  m ay g e n e r a t e  now 
f u e l  d e p e n d e n t  b u s i n e s s e s  t h a t  o t h e r w i s e  w o u ld  n o t  b e  p r o f i t m a k i n g , 
i n  c a n n o t  c h a n g e  t h e  f a c t  t h a t  th e  b u s i n e s s  i s  f u e l  d e p e n d e n t .  
C o n s e q u e n t l y ,  t h o s e  new b u s i n e s s e s  e x i s t  s o l e l y  b e c a u s e  o f  a' S t a t e  
o i l  g i v e a w a y .  When t h e  demand f o r  s u b s i d i s e d  r o y a l t y  o i l  e x c e e d s  
th e  s u p p l y ,  o r  t h e  r o y a l t y  o i l  s u p p ly  i n e v i t a b l y  d e c l i n e s ,  t h o s e  
b u s i n e s s e s  w i l l  e x p e r i e n c e  a v e r y  h ig h  f a i l u r e  r a t e .  U n l e s s  o i l  
d i s c o v e r i e s  on S t a t e  la n d  i n  t h e  n ext : few  y e a r s  a r e  s u f f i c i e n t  
to  o f f s e t  t h e  d e m is e  o f  t h e  P ru d h o e  P a y  r e s e r v o i r  ( a  p r o m is e  no 
g e o l o g i s t  w o u ld  m a k e ) ,  t h a t  d e c ' l i r e  w i l l  b e g in  i n  t h e  n e x t  1 0 - 1 5  
y e a r s .  One can  i in a g in e  t h e  c h a o s  'w h ich  w o u ld  e n s u e  i n  t h e  W e s t e r n  
econom y i f  OPEC w e re  to  s u d d e n ly  s l a s h  p r i c e s  t o  5 1 5  p e r  b a r r e l ,  
s t i m u l a t e  a s u b s t a n t i a l  i n c r e a s e  i n  g ro w th  b a s e d  o n  f u e l  c o n s u m p t io n ,  
and t h e n  b e g in  c u t t i n g  o f f  p r o d u c t i o n .  U n le s s  one  i s  w i l l i n g  t o
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assu m e  a c o n t in u o u s  v o lu m e  o f  r o y a l t y  o i l  f o r  d e c o d e s , im p le m e n t in g  
t h e  P r o p o s a l  w o u ld  le a d  t o  a s i m i l a r  c h a i n  o f  e v e n t s .

T h e  T e r m i n a t i o n  Fu n d  c o n t a in e d  i n  t h e  P r o p o s a l  p u r p o r t s  t o  s o f t e n  
t h e  e f f e c t s  o f  an  e v e n t u a l  r e t u r n  to  w o r ld  o i l  p r i c e s  w hen  r o y a l t y  
o i l  r u n s  o u t .  h o w e v e r ,  c o n t r i b u t i o n s  t o  t h e  Fu n d  do n o t  e v e n  b e g in  
u n t i l  t h e  w o r l d  p r i c e  e x c e e d s  t h e  s u b s i d i z e d  A l a s k a n  p r i c e  b y  
$10  p e r  g a l l o n .  E x p e c t i n g  t h e  F u n c  to  " c u s h i o n "  .-’h a t  w o u ld  t h e n  
b e  a  1000% p r i c e  i n c r e a s e  i s  l i k e  s u g g e s t in g  t h a t  A n c h o r a g e  c o u ld  
h a v e  t o l e r a t e d  t h e  Good F r i d a y  e a r t h q u a k e  i f  i t  h a d  b e e n  r p r e a d  o u t  
o v e r  a c o u p le  o f  w e e k s .  •

M o r e o v e r ,  s i n c e  f u e l  d ep e n d en ce  i s  c h a r a c t e r i s t i c  o f - m a n y  b u s i n e s s e s  
i n  A l a s k a ,  t h e  c u m u l a t i v e  e f f e c t  w o u ld  be  t o  c r e a t e  a n  eco no m y w h ic h  
i s  n o t  b a s e d  on r e a l i t y ,  and  a g g r a v a t e d  by  t h e  f a c t  t h a t  i t s  f a l s e  
p r e m is e  w o u ld  c o n c e r n  t h e  w o r l d ' s  m o st  s o u g h t  a f t e r  c o m m o d i t y . Once 
c r e a t e d ,  i t  c o u ld  n o t  b e  n e a t l y  d i s m a n t l e d  when s u b s i d i z e d  r o y a l t y  
o i l  u l t i m a t e l y  d i s a p p e a r e d .  Many b u s i n e s s e s  ( e s p e c i a l l y  s c - c a l l e d  
s p i n o f f  e n t e r p r i s e s  froici d i r e c t  r e c i p i e n t s  o f  s u b s i d i z e d  o i l )  w o u ld  
n o t  r e a l i z e  t h e i r  d e p e n d e n c e  on c o n t in u e d  r o y a l t y  o i l ,  p a r t i c u l a r l y  
s i n c e  t h e  p ro g ra m  c a r r i e d  a S t a t e  e n d o r s e m e n t .  T h e  i n e v i t a b l e  c r a s h  
w ould- be s e v e r e ;  i t  w o u ld  a l s o  c o i n c i d e  w i t h  a s u b s t a n t i a l  d e c l i n e  
i n  S t a t e  r e v e n u e s ,  l e a v i n g  no s o u r c e  f o r  a s s i s t a n c e .

R e w a rd  f o r  I n e f f i c i e n c y

T h e  P r o p o s a l  w o u ld  p e n a l i z e  t h o s e  b u s i n e s s e s  w h ic h ,  h a v e  
u n d e r t a k e n  c a p i t a l  e x p e n d i t u r e s  t o  im p ro v e  lo n g  t e r m  f u e l  e f f i c i e n c y  
F o r  e x a m p le ,  an a i r l i n e  w h ic h  h a d  u p g ra d e d  i t s  f l e e t  t o  a i r c r a f t  
w i t h  im p ro v e d  f u e l  c o n su m p t io n  w o u ld  r e c e i v e  a s m ? : l l e r  b e n e f i t  th a n  
o n e  w h ic h  c o n t in u e d  t o  f l y  a n t i q u a t e d ,  c o n s u m p t i o n - i n t e n s i v e  p l a n e s .  
E n c o u r a g in g  f u e l  i n e f f i c i e n c y  i s  a n t i t h e t i c a l •t o  t h e  P r o p o s a l ' s  
o b j e c t i v e  o f  r e d u c i n g  t h e  e f f e c t s  o f  f u e l  c o s t s  on c o n s u m e r s .

A d m i n i s t r a t i v e  C o s t / G o v e rn m e n t  I n L e r v e n t i o n

W h i le  t h e  a u t h o r s  seem to m a r v e l  a t  t h e  s o p h i s t i c a t i o n  o f  
S t a t e  c o n t r a c t i n g  t e c h n i q u e s ,  a c o n t r a c t  m e r e ly  s e t s  o u t  t h e  r u l e s  
an d  u n d e r s L a n d in g s  b e tw e e n  th e  p a r t i e s ;  i t  c a n n o t  m ake d u t i e s ' p e r f c :  
u n d e r  th e  c o n t r a c t  an y  .l o s s  c o m p l i c a t e d  t h a n  t h e y  a c t u a l l y  a r e .  I t  
w o u ld  r e q u i r e  a v i r t u a l  arm y o f  b u r e a u c r a t s  i n  g r e e n  e y e s h a d e s  t o  
m o n i t o r ,  a u d i t ,  and  e n f o r c e  th e  t y p e  o f  c o n t r a c t s  w h i c h  t h e  P r o p o s a l  
e n v i s i o n s .

I n  o r d e r  t o  i n s u r e  t h a t  c o s t  s a v i n g s  s u b s i d i z e d  by  t h e  S t a t e  w e re  
a c t u a l l y  p a s s e d  on t o  c o n s u m e r s , t h e  S t a t e  w o u ld  h a v e  t o  b e  i n t i m a t e l y  
f a m i l i a r  w i t h  e a c h  r e f i n e r ' s  p r o d u c t i o n ,  a m o r t i z a t i o n ,  d e b t  s e r v i c e ,  
t a x a t i o n ' ,  l a b o r ,  and t r a n s p o r t a t i o n  c o s t s .  'the  c a l c u l a t i o n  w o u ld  be 
c o m p l i c a t e d  g i v e n  t h a t  t h e  p r o p o r t i o n  o f  o p e r a t i n g  c o s t s  a t t r i b u t a b l e  
t o  d i f f e r e n t  r e f i n e d  p r o d u c t s  v a r i e s  c o n s iw '  y .  P r e s u m a b l y ,  t h e  
S t a t e  wo l i d  a l s o  p a s s  ju d g m e n t  on o p e r a t i n g  p r o c e d u r e s ,  d e b t ,  
p a c k a g e s ,  p l a n t  m o d i f i c a t i o n s ,  and o t h e r  m a t t e r s  w h i c h  a f f e c t e d
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co n su m e r  c o s t s .  W h o le s a le  ar.d r e t a i l  d i s t r i b u t o r s  w o u ld  r e q u i r e  
s i m i l a r  s c r u t i n y ,  ancl o w n e rs  o f  g as  s t a t i o n s  s e l l i n g  t i r e s  cind 
e q u ip m e n t ,  r e p a i r  s e r v i c e s ,  and g r o c e r i e s  c o u ld  e x p e c t  l e n g t h y  
s e s s i o n s  w i t h  S t a t e  i n s p e c t o r s  t o  d e t e r m in e  w h i c h  o p e r a t i n g  e x p e n s e s  
c o u ld  be r o l l e d  i n t o  g a s o l i n e  p r i c e s .  T h e  u l t i m a t e  r e s u l t  w o u l d ,  
o f  c o u r s e ,  b e  g o v e rn m e n t  p r i c e  f i x i n g  ( s p e c i f i c a l l y  a u t h o r i z e d  b y  
S e c t i o n  ? o f  HB 5S 9 ) , a c o n c e p t  se ld o m  g r e e t e d  w i t h  e n t h u s i a s m  i n  
A l a s k a .  T h i s  s p e c i f i c a l l y  i n c l u d e s  a d e t e r m i n a t i o n  c f  " r e a s o n a b l e  
p r o f i t " .

M o n i t o r i n g  c o n su m e r  c o s t s  f o r  t r a n s p o r t a t i o n ' e n t i t i e s  w o u ld  a l s o  
be c o m p le x ,  r e q u i r i n g  a u d i t o r s  s p e c i a l i z i n g  i n  t h e  p r o c e d u r e s  u s e d  
by t h e  C i v i l  A e r o n a u t i c s  B o a r d ,  t h e  I n t e r s t a t e  C om m erce  C o m m is s io n , 
and  o t h e r  a g e n c i e s  'w i t h  j u r i s d i c t i o n  o v e r  r a i l ,  t r u c k ,  a n d  a i r  
co m m e rce . I t  i s  d i f f i c u l t  to  im a g in e  o b t a i n i n g ’ an  a c c u r a t e  
c a l c u l a t i o n  o f  a v i a t i o n  f u e l  b u rn e d  i n  A l a s k a  a i r s p a c e  o n  
i n t e r s t a t e / i n t e r n a t i o n a l  f l i g h t s  s h o r t  o f  m o n i t o r i n g ' t h e  f u e l  
c o n s u m p t io n  and  p a y lo a d  o f  e a ch  f l i g h t  l e a v i n g  -the S t a t e .

F u r t h e r m o r e ,  t h e  S t a t e  w i l l  be r e s p o n s i b l e  f o r  J t e e p in g  t r a c k  
o f  a l l  s u b s i d i z e d  f u e l  p ro d u c e d  and d i s t r i b u t e d  i n  t h e  S t a t e  t o  
p r e v e n t  u n l a w f u l  r e s a l e  i n  e x c e s s  o f  t h e  g o v e rn m e n t  a u t h o r i z e d  
p r i c e  ( e i t h e r  t h ro u g h  c a s h  o r  i n  k in d  p a y m e n t s ) .

T h e r e f o r e ,  r e g a r d l e s s  o f  t h e  m ethod o f  c o n t r a c t i n g  u s e d ,  e x e c u t i o n  
o f  t h e  P r o p o s a l  w o u ld  be l o g i s t i c a l l y  i m p r a c t i c a l ,  e x p e n s i v e ,  an d  
l e a d  t o  an  u n a c c e p t a b le  l e v e l  o f  g o v e rn m e n t  i n v o l v e m e n t  i n  p r . i v a t f  
a f f a i r s .  I t  w o u ld  make r e f i n e r i e s ,  i n  e s s e n c e ,  p u b l i c  u t i l i t i e s .

6 .  I n e q u i t a b l e  A v a i l a b i l i t y

W h i l e  t h e  P r o p o s a l  e n v i s i o n s  c o n t r a c t u a l  g u a r a n t e e s  i n s u r i n g  
t h a t  c o s t  s a v i n g s  a r e  p a s s e d  on t o  c o n s u m e r s ,  t h e r e  i s  n o t h i n g  t o  
p r e v e n t  r e f i n e r s  and d i s t r i b u t o r s  f ro m  e n t e r i n g  i n t o  c o n t r a c t s  
w i t h  c o n s u m e r s  f o r  a s s u r e d  s u p p l i e s ,  o r  o t h e r w i s e  g r a n t i n g  
p r e f e r r e d  c u s t o m e r  s t a t u s .  C e r t a i n l y ,  i t  w o u ld  b e  t o  t h e  .a d v a n t a g e  
o f  a n y  b u s i n e s s  t o  t i e  up s u p p l i e s  o f  s u b s i d i z e d  r o y a l t y  o i l .
When, h o w e v e r ,  t h e  s u p p ly  o f  s u b s i d i z e d  o i l  f a i l e d  to  m e e t  i n s t a t e  
dem and , a n y  new b u s i n e s s  w o u ld  h a v e  t o  o b t a i n  f u e l  a t  w o r l d  p r i c e s ,  
p l a c i n g  i t  a t  a  s u b s t a n t i a l  (a n d  p r o b a b l y •f a t a l )  c o m p e t i t i v e  
d i s a d v a n t a g e .  T h e  a l t e r n a t i v e  w o u ld  b e  g o v e rn m e n t  c o n t r o l s  
i n s u r i n g  t h a t  a l l  c o n su m e rs  w e r e  t r e a t e d  w i t h  e q u a l i t y  r e g a r d i n g  
b o th  v o lu m e  and p r i c e .

7 .  E f f e c t  on E x i s t i n g  k e f i n e r i e s

T h e , P r o p o s a l  m ig h t  w e l l  a t t r a c t  new r e f i n e r i e s  to  t h e  
B t a t e ,  b u t  t h e  c i r c u m s t a n c e s  u n d e r  w h ic h  t r e y  w o u ld  a r r i v e  w o u ld  
be q u e s t i o n a b l e  a t  b e s t .  G iv e r ,  t h e  p r o v i s i o n  f o r  " r e a s o n a b l e  
p r o f i t "  an d  t h e  a p p a r e n t  f i r s t  come, f i r s t  s e r v e d  b a s i s  o f  
c o n t r a c t i n g  a n t i c i p a t e d  by th e  P r o p o s a l ,  t h o s e  r e w a r d e d  w o u ld  
be t h o s e  f i r s t  on l i n e  n o t w i t h s t a n d i n g  t h e i r  r e l a t i v e  e m p h a s i s
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on c o s t  e f f e c t i v e n e s s ,  d e s i r a b i l i t y  o f  p r o d u c t  s l a t e ,  a n d  p e r c e n t a g e  
u t i l i z a t i o n  p e r  b a r r e l .  E x i s t i n g  r e f i n e r i e s  w o u ld  b e  f o r c e d  t o  
e i t h e r  e n t e r  t h e  r a c e  o r  r i s k  b e in g  p u t  o u t  o f  b u s i n e s s ,  m o d i f y i n g  
a t  l e a s t  p o r t i o n s  o f  t h e i r  c u r r e n t  p l a n s  f o r  e x p a n s i o n  f o r  t h e  
s a k e  o f  s p e e d .

H o w e v e r ,  i f  t h e  a u t h o r s  o f  t h e  P r o p o s a l  d e s i r e  t o  m a x i m i z e  c o s t  
s a v i n g s  t o  t h e  c o n s u m e r ,  t h e y  w o u ld  p r o b a b ly  s u p p o r t  a  l a r g e ,  
s o p h i s t i c a t e d  r e f i n e r y  a l o n g - t h e  l i n e s  o f  t h a t  b e i n g  d e s ig n e d  
b y  t h e  A l a s k a  O i l  Company ( . fo r m e r ly  A l p e t c o )  , w h i c h  c o u l d  come- 
on l i n e  s o o n e r  t h a n  a m a s s i v e  r e t r o f i t  o f  e x i s t i n g  r e f i n e r i e s  
and  w o u ld  p r o v i d e  m o re  t h a n  90% u t i l i z a t i o n  p e r  b a r r e l  ( a s  
o p p o se d  t o  t h e  c u r r e n t  a v e r a g e  49% b y  e x i s t i n g  r e f i n e r i e s ) .
T h i s  w o u ld  l i k e l y  i n s u r e  t h e  d i s a p p e a r a n c e  o f  t h e  r e f i n e r y  a t  
N o r t h  P o le  a n d  t h e  tw o  a t  H i k i s k i .

S .  E f f e c t  on E x i s t i n g  B u s i n e s s e s

._____ I t  m u s t  be rem em b ered  t h a t  many c u r r e n t  A l a s k a  b u s i n e s s e s
h a v e  d e s ig n e d  t h e i r  o p e r a t i o n s  and p r o d u c t s  b a s e d  on t h e  p r i c e  
o f  o i l  v e r s u s  a l t e r n a t i v e  f u e l s ,  o r  s im p ly  t h e  p r i c e  o f  o i l  
i t s e l f .  W ere  t h e r e  a su d d en  and d r a m a t i c  c h a n g e  i n  o i l  p r i c e s , ,  
t h e  e f f e c t s  c o u ld  b e  c o n s i d e r a b l e .  F o r  e x a m p le ,  t h e  c o a l - f i r e d  
p o w e r p la n t  a t  H e a l y  m ig h t  f i n d  i t  e c o n o m ic  t o  c o n v e r t  t o  o i l ,  
l e a v i n g  U s i b e l l i  C o a l  M in e s  w i t h  no d o m e s t ic  m a r k e t .  A u t o m o b i le  
d e a l e r s  who h a v e  o r d e r e d  s m a l l ,  f u e l  e f f i c i e n t  c a r s  m i g h t  f i n d  
demand r e t u r n i n g  i n s t e a d  f o r  l a r g e r  m o d e ls  n o t  i n  s t o c k .
C o n s e q u e n c e s  o f  t h i s  n a t u r e  w o u ld  be common i f  a b a s i c  e le m e n t  
o f  t h e  econom y i s  ch a n g e d  on s h o r t  n o t i c e .

9 .  R e d u c t io n  o f  S t a t e  r e v e n u e s

T h e  t h r e e  r e f i n e r i e s  p r e s e n t l y  i n  A l a s k a  a v e r a g e  o n l y  49% 
p e r  b a r r e l  a c t u a l l y  p r o c e s s e d  i n t o  r e f i n e d  p r o d u c t s ;  t h e  r e m a in d e r  
j s  r e s i d u a l  o i l .  A r e c e n t  r e p o r t  b y  t h e  H o u se  R e s e a r c h  A g e n c y  ' 
e s t i m a t e s  i n s t a t e  demand f o r  r e f i n e d  p r o d u c t s  a t  so m e w h e re  b e tw e e n  
5 7 ,  000 and 8 9 ,0 0 0  b / d .  A ssu m in g  7 5 ,0 0 0  b /d  o f  d e m an d , i t  w o u ld  
r e q u i r e  a p p r o x i m a t e l y  1 5 0 ,0 0 0  b /d  o f  r o y a l t y  c r u d e  g i v e n  aw ay  
to  p ro d u c e  7 5 ,0 0 0  b /d  o f  r e f i n e d  p r o d u c t  t o  m e e t  i n s t a t e  demand 
(e v e n  a s s u m in g  t h a t  t h e  com bined  p r o d u c t  s l a t e  w o u ld  c o r r e s p o n d  
to  t h e  demand fo.'* e a c h  p r o d u c t ,  w h ic h  i s  h i g h l y  u n l i k e l y ) .  G i v i n g  
t h i s  much r o y a l t y  c r u d e  t o  r e f i n e r i e s  w o u ld  n o t  l e a v e  enough t o  
b a n k  t h e  25% o f  a l l  r o y a l t i e s  i n  t h e  P e rm a n e n t  F u n d ,  an  r e q u i r e d  
by t h e  A l a s k a  C o n s t i t u t i o n .  H o w e v e r ,  p r o d u c in g  a n y t h i n g  l e n s  t h a n  
c u r r e n t  i n s t a t e  demand w i t h  s u b s i d i z e d  r o y a l t y  c r u d e  'w ou ld  c r e a t e  
s e v e r e  p ro b le m s  i n  e q u i t a b l e  a v a i l a b i l i t y ,  d e s c r i b e d  i n  P a r .a g ra p h  (i 
a b o v e .

T h e  r e v e n u e  Doss t o  th e  S t a t e  'would be e x t r e m e l y  s i g n i f i c a n t .
U s in g  t h e  M a rc h ,  1 9 3 1 ,  p r i c e  c f  £ 2 5 .9 0  p e r  b a r r e l ,  l o s s e s  w o u ld  
be $ 3 ,8 8 6 ,0 0 0  p e r  d ay  and $ 1 ,4 1 3 ,4 0 3 ,0 0 0  a n n u a l l y .  T h e  l o s s e s
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a r e  l a r g e  b e c a u s e  r o y a l t y  r e v e n u e s  c o n s t i t u t e  a b o u t  3 51 o f  t h e  
S t a t e ' s  in c o m e .  E n e r g y  d e v e lo p m e n t  p r o j e c t s ,  c a p i t a l  im p r o v e m e n t s  
p r o j e c t s ,  l o a n  p ro g r a m s ,  t h e  c a p i t a l  m o ve , a n d / o r  c o n t r i b u t i o n s  
to  t h e  P e rm a n e n t  Fund w o u ld  h a v e  t o  be s c a l e d  dow n o r  e l i m i n a t e d  
to  o f f s e t  t h e  l o s s . -

1 0 .  E l i m i n a t i o n  o f  Im p o r t  D i s t r i b u t i o n  S y s t e m s

T h e  P r o p o s a l  a ssu m e s  t h a t ,  w i t h i n  a r e l a t i v e l y  s h o r t  p e r i o d ,  
a l l  f u e l  p r o d u c t s  consum ed i n  A l a s k a  w o u ld  e m a n a te  f r o m  i n s t a t e  
r e f i n e r i e s  b e c a u s e  o f  s u b s i d i z e d  r o y a l t y  o i l .  I t  a l s o  a s s u m e s  
t h a t  r o y a l t y  o i l  s u p p l i e s  w i l l ,  a t  some p o i n t ,  come t o  a n  e n d .
I f  n a t i o n a l  o i l  s u p p l i e s  a r e  s h o r t  a t  t h a t  t im e  and e x i s t i n g  
s u p p l i e r s  a r e  s q u e e z e d  o u t  i n  t h e  i n t e r i m ,  r e i n s t i t u t i n g  i m p o r t s  
and t h e  a c c o m p a n y in g  d i s t r i b u t i o n  s y s t e m  may b e  n e i t h e r  e a s y  
n o r  i n e x p e n s i v e .  T h e  H ouse R e s e a r c h  A g en cy  R e p o r t  on  P e t r o le u m  
R e f i n i n g  d e t a i l s  t h e  im p o r t  d i s t r i b u t i o n  n e t w o r k  t h a t  w o u ld  b e  
e l i m i n a t e d .

1 1 .  R e d u c ed I n t e r e s t  .in / M t e r n a t i v e  E n e r g y

• A l a s k a  h a s  e x e r c i s e d  c o n s i d e r a b l e  l e a d e r s h i p  i n  -the  n a t i o n a l  
e f f o r t  t o  d e v e lo p  a l t e r n a t i v e  e n e rg y  s o u r c e s .  P r o g r a m s  a r e  
u n d e r  w ay  i n  t h e  a r e a s  o f  g e o th e rm a l  e n e r g y ,  w in d  an d  t i d a l  p o w e r ,  
c o a l  d e v e lo p m e n t ,  l a r g e  and s m a l l  s c a l e  h y d r o e l e c t r i c  p r o j e c t s ,  
f i b e r  and  b io m a s s  u t i l i z a t i o n ,  and e n e rg y  c o n s e r v a t i o n . Many 
o f  i h e s e  p ro g ra m s  a r e  S t a t e  o p e r a t e d  o r  s u p p o r t e d  ( e . g . ,  l e a s i n g  
and i n v e n t o r y  p ro g r a m s ,  l o a n s ,  g r a n t s ,  E n e r g y  C e n t e r ,  home 
e n e r g y  c o n s e r v a t i o n ,  e t c . ) .  T h e  i n c e n t i v e  f o r  t h e s e  p r o g r a m s  
a s  w e l l  a s  b u s i n e s s e s  w h ic h  h a v e  a l r e a d y  em erg ed  t o  d e v e l o p  them  
w o u ld  b e  s e v e r e l y  dampened by t h e  sudden  a v a i l a b i l i t y  o f  i n e x p e n s i v e  
h y d r o c a r b o n  f u e l ,  y e t  t h e  u l t i m a t e  need  f o r  th em  i s  i n e v i t a b l e .

SUMMARY

U l t i m a t e l y ,  t h e  P r o p o s a l  . i s  u n a c c e p t a b le  b e c a u s e ,  a s i d e  f ro m  
i t s  i m p r o c t i c n l i t y , i t  i s d i s s i m i l a r  i n  p r i n c i p l e  f ro m  o t h e r  
p ro g ra m s  e i t h e r  im p le m e n te d  o r  u n d e r  s e r i o u s  c o n s i d e r a t i o n  i n v o l v i n g  
u s in g  o r  d i s t r i b u t i n g  t h e  S t a t e ' s  w e a l t h  f o r  t h e  b e n e f i t  o f  i t s  
c i t i z e n s .

F i r s t ,  i t  r e p r e s e n t s  a m a s s iv e  d i s t r i b u t i o n  o f  t h e  S t a t e ’ s  f i n i t e  
c a p i t a l  a s s e t s  r a t h e r  th an  m e r e ly  t h e  p r o c e e d s  f ro m  t h e  i n v e s t m e n t  
o f  t h o s e  a s s e t s  ( e . g . ,  P e rm a n e n t  Fund d i v i d e n d s )  o r  s i n g u l a r  b e n e f i t s  
f ro m  t h e  s a l e  t h e r e o f  ( r o y a l t y  a u c t i o n  prem ium  d i s t r i b u t i o n ) .

S e c o n d ,  i t  c o n s t i t u t e s  a d i s t r i b u t i o n  w h ic h  i s  i n h e r e n t l y  i n e q u i t a b l e ,  
f o r  t h e  r e a s o n s  s t a t e d  a b o v e ,  h  d i s t r i b u t i o n  o f  t h i s  s i z e  m u s t  be 
f a i r  g i v e n  t h a t  th e  r e s o u r c e  i s  owned e q u a l l y  b y  a l l  A l a s k a n s .

T h i r d ,  i t  i s  n o t  s p e c i f i c a l l y  d i r e c t e d  a t  i d e n t i f i a b l e  c a p i t a l  
im p ro v e m e n ts  p r o j e c t s  o r  o t h e r  p ro g ra m s  c a l c u l a t e d  t o  a u g m e n t  
s h o r t c o m in g s  i n  t h e  S t a t e ' s  i n f r a s t r i u - . t u r e .  I n  p a r t i c u l a r ,  i t  
d o e s  n o t  r e s e m b le  S t a t e  p ro g ra m s  t o  f r o n t - e n d  t h e  d e v e lo p m e n t  o f
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new i n d u s t r i e s  ( e . g . ,  b o t t c m f i s h i n c ,  a g r i c u l t u r e )  v ? i t h  t h e  
e x p e c t a t i o n  t h a t  t h e y  e v e n t u a l l y  w i l l  become s e l f - s u f f i c i e n t  and  
p a y  t h e i r  own w a y .  R a t h e r ,  i t  o n ly  s u b s i d i z e s  f u e l  d e p e n d e n c e ,  
a n c  a b u s i n e s s  w h ic h  ow es i t s  e x i s t e n c e  to  s u c h  a s u b s i d y  h a s  
l i t t l e  c h a n c e  to  s u r v i v e  and become s e l f - s u f f i c i e n t  u n l e s s  i t  
c a n  somehow e l i m i n a t e  i t s  f u e l  d e p e n d e n c e , an  u n l i l ' . e l v  p r o s p e c t .

AGO 787089



\ \V-
x  ~ Rebuttal to Le Resche - Analysis of royalty Oil Proposal bv " A l a s k a
v *. \  ̂ » • • « / »  • <i  • t «  II *

. , Oil for Alaskans Nov"y '
\ ' ’ Reference HB  5&9

The first fev paragraphs summarize to some degree the p r o p o s a l  as 

w r it t en  in HB $89 . The fifth paragraph notes "serious d r a w b a c k s  v h i c h  

far o ut we ig h  th e benefits describ'd by the author". It als o indi ca te s 

it is "contrary to the interests of the vast majority cf A l a s k a n s . "

I di sa gr ee  that it is contrary to the interests of a vast m a j o r i t y  

of Alaskans. H o v  muc h is a majori ty - 200,000 or 30C>,00G? E v e r y  

A la sk an  that eats, drives a car, rides the ferry, flvs ir. an aircr af t,  

rides a train, rides a h u s , heats his home, uses any m a c h i n e r y  that 

operates o d  fossil fuel vil l benefit. The statement that t h e  vast 

m a j o r i t y  vill not benefit is hogvash. We are aescr im ina ti ng  a g a in st  

a v ast m a j o r i t y  of  Alask&ns at this very moment. We have l o a n  p r o g r a m s , 

h eal th  programs, velf&re progn^mp and many other programs ve are s p e n d i n g  

m ill io ns  on that  certainly do not address the needs of a vast  m a j o r i t y  
of A l a s k a n s .

One gr ou p gets a lions share of a particular program not all Al askans. 

A n o th e r group gets the lions share of another p rogram and so on.

The "Ala sk a Oil for Alaskans Nov" proposal in HB 5&9 vill g i v e  s o m e t h i n g  

to every Alas kan  vithout it costing them a single cent in F e d e r a l  i nc om e 
tax. All the o th e r pro gr am s will sooner or later have an e f f e c t  on 

a. persons Federal income tax. If you don't tale; the money o u t  of a 

persons pocket in the first place, the Feds can't t:_. you.

Page 2, first paragraph: This indicates the be nefits vill b e  in­

equitable. I have noted above some of my thoughts on this p a r a g r a p h .

They me nt io n a perso n in the Pioneers Home would not have the r e l a ti v e 

ben ef it  of a citi ze n v. o has a home and cars. I dispute that by p o i n t i n g  

out that if the cost of fuel is lover, it won't cost as mu ch  to o p e r a t e  

the h om e  and the extra funds can be used to provide bett er  l i v i n g  
c ond itions for those in the homes.

Page 2, second paragraph: I think they are all vet by s a yi ng  u d e c r e a s e

in the cost of fuel vill cause waste. Who are we to say the folks vill 

del ib er at ely  wa s te  our energy? They are not asking for mor e e n e r g y  - 

they Just want us to cut the cost so they can afford to stay w a r m  and 
eat at the same time.

LeResche says that by r ed ucing our energy costs, " A l a s k * w o u l d  c re at e 

the a pp earance of flanting its oil wealth and u nd er mi ni rg a n a t i o n a l  

effort to enco ur ag e energy conservation and maximize s tr a te gi c  h y d r o­

carbon res er ve s. " Hog wash. I mi gh t point out that b u s i n e s s  about 
strategic hydro ca rb on  reserves is a smoke screen too. Our n e w ly  
n om in at ed  C om mi ss io ne r of Resources, Mr. Katz, has Just come o ut  wit h 

the deal that we should put our oil in a hole somewhere . &  F e d e r a l  

Oil Reserve. 1 say to heck with them. They get over -OS of t he  income 

from the Pru dh oe  oil field now . If they want to put ::. a r e s e r v e  
system, let t hem use their a0£.
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Page 2, third paragraph: This indicates ve would create a false

economy vlth our proposal. He says the result sometime iln the f ut ur e 

vould cause chaos in the w e ste rn  world. He refers to thee decline 

in royalty oil productions. I personally think this is i_ncorrect 

anytime in our lifetime. 3y using some of our royalty oill now, we can 

d efray seme c f  the cost savings in developing our coal indus tr y.

This energy r es ource has barely been looked at.

He refers to t he  possi bi li ty that OPEC would reduce oil parices to 

fifteen dollars a barrel then raise them again. 7 feel c u r  pr op os al  

would not be affected by this manuever.

Page 2, para gr aph   ̂: be Resche refers to rewards for i n e ff i ci en cy .

It says that it vould p en al iz e those businesses that have- un de rt ak en  

capital expenditures to improve long range fuel ef f ic i en cy .  Tne fact 

these more efficient operatiorfe-vill & V  benefit by love:r cost fuel 

is completely over  looked by t h r ow in g  \ s at those b u s i n e s s e s  w h o  

haven't had suf ficient funds to develop mure energy e f f i c i e n t  operations^, 

m ainly because of the present excessive cost of energy.

Page 2, p aragraph 5: He refers to "a verti <9dl/ army of burreaucr&ts

in green eye shades to mon it or a u a i’. and enforce the type of c on tr ac ts 

the proposals envision." That could be true because e v e r y  p rogram 

that is in opera ti on  seems to encompass exactly the army >be refers 

to. I think that the proposal is straight forward and covjld be o p er at e d 

within the present 'V f ^ t / c ^ ’army of burea uc ra ts  with g r e e n  eye sha de s"  

without adding any more green eye shades. This fact alone.* could create 

some savings.

He worries about follow-up by the State to see that the saivings are 

properly passed on. lie envi' ions more work to do this. T! think we 

will have over 1)00,000 peopl .* doing this to make sure the prices 
are in line.

Page 2, paragraph < : This states there will be inequitabl.e availability.

It is not the intent of the proposal to prevent any r e t a i n e r  from 

having access b o  the energy. If this is not clear, I'm suire it can be 

rorrected if t he  Legisla tu re  will just get going on this p ro p os al .

Page 2, pa ragraph 7: He indicates that this proposal coul. d make the

refinery at N or t h Pole and Nikiski disappear. Hog wash. This is not 

what I hear. T h e s e  refineries could be on Jine in a short1', time p r o d u c i n g  
low cost energy .

He refers to a super refinery such as Alpetco being the beist. Again, 

i wou.lt point cut that the past efforts of the Resources d e p a r t m e n t  to 

initiate this sort of t hi n g is indicative of the type of 'nungling we 

have en countered that has delayed cheaper energy for Alask'.ans.
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Pa ra g ra ph  8: He refers to the effect or. ex isting b u si nes ses  a n c  _ses

the Usibelli Coal Mine as an example vhere a domestic market cculi be 

lost. Here again, I say hogyash. He is just grasping at stra'-'s when h e  

says they voulc consider converting to oil for t h e  ge ne ration o f  e l e c t r i c i t y .  

Th is  is Just another smoke screen.
*

P a r a gr a ph  9: This indicates a reduction in state revenues. H e  refers

t o  a significant revenue less to the state. Here again a sm o ke  screen 

arises. Just vho is the state? A bunch of b ureaucrats or the  pecple?
Th er e vill be absolutely no loss to the state b ecause the st a te  is the 

p eo p le  and they will receive the benefits of their revenue in a acre 

d ir ec t manner w ithout h av i ng  to vait for burea uc rat s to pass o n  seme 

l ittle bit of the states revenue at the burea uc ra ts  c o nv en i en c e.  He 

r ef e rs  to losses of $3 ,866,000 per day. Again, I say there is no loss 

b e ca u se  the p eople vi.\l nave a direct benefit.

P a r a g r a p h  10: This refers to elimination of import d i s t r i b u t i o n  systems.

I don't see h o w  ve vill eliniVste any of the di st ribution s y st em . The 

only difference I see is the use of the same di st ribution s y s t e m  filled 

w i t h  lover cost energy ra ther than the present hi gher cost ener gy.

P a r a g ra p h 11: This indicates a reduced interest in a l t e r n a t i v e  energy.

He states the "sudden a va ila bil it y of inexpensive hy dr oc ar bo n fuel" 

v o u l d  eliminate the interest to continue the efforts to create r e n e w a b l e  

energy. I don't think, this is so hc-cause inexpensive h y d r o c a r b o n  fuel 

v o u l d  provide lover costs in obtaining these renewable r e s o u r c e s  at an 

ea rl ie r date.

T he  summary states "the proposal is unacceptable"; "it is d i s s i m i l a r  in 

p ri nc ip al  from other programs"; "under serious consideration". N o v  I 

hav e taken these statements out of context but they are the c o r e  of Hr.

Le Resche's objections to HB 589 and "Alaska Oil for Alaskans N o v "  

proposals. It seems to me that if the bu reaucrats didn't think o f  it, 
then  it must be no good.

To sum up myself, I vill be the first to admit that proposal m a y  have 

some rough edges, but vhen twenty thousand voices speak out, it is time 

the b ure ar cr ac y should listen.

I c on gr atulate those v ho have spent a lot of their time and s u s t in a nc e 

to b r in g  this proposal to the forefront. We must not be d i s c o u r a g e d  by 

the apparent lack of concern of those of the bureaucracy. S o o n e r  cr 

la t er  they vill have to listen. The roar of the voice of the p e o p l e  

v i l l  drown out the bureau cr at s voices of opposition.
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must ooserw  s u re a  w u t  iuu> year in uraer to  oe aam itiea to  me 
Senate floor.

Meanwhile Linda Wild, aide to House Rules Chairman, Jack 
Fuller, D-Nome, said that chamber will require only that reportens 
supply their names and organizations before being admitted to the 
floor. On the Senate side, photographers wQl not be required to 
dress “decently" Faiks said, because they must work with heavy 
equipment. . h

The dress code will require men to wear shirts with collars, 
ties and slacks. Women must wear dresses, or blouses or sweaters 
with skirts. Slacks also will be allowed. “T-shirts, denims or blue 
jeans are not acceptable,” Faiks said.

Reporters and photographers will be required to get special 
identification cards in order to be admitU ' to the Senate floor, 
Faiks said. The cards will cost reporters $5, and newspeople also 
must have LD. pictures taken at the Department of Motor Vehicles.

Joe La Rocca, a press corps veteran who supplies news and 
commentary to several newspapers and broadcast organizations, 
said, “I object to that.” e. L  ~

“So noted,” replied Faiks.
La Rnpcn ■mid he ohiected to the $5 fee a swcll as the sped ally 

issued identification cards as repoHeRrtnn»-edfl$TontuoTpI 
le.av

M  oss IS i l l  R e s u r r e c t s  P l a n
To R edu ce  O il  Costs,

A plaJTtU set- aside a puitlU h 61 state royalty oil for free distri­
bution to Alaska refiners has been resurrected by an Interior legis­
lator.

Newly elected Sen. Pappy Moss, D-Deita Junction, has reflicd 
a bill (SB 46) to create a program that could lead to substantially 
cheaper oil products for Alaskans. However, similar proposals 
introduced last year by Moss (a member of the House then) and 
Sen. Don Bennett, R-Fairbanks, received only one hearing and died 
when the legislature adjourned.

The plan, authored and pushed last year by the Fairbanks- 
based group “Alaska Oil for Alaskans Now,” could save Alaskans 
66 cents a gallon o ff  the current price o f  petroleum products sold 
in the state, according to proponents.

Under the plan, part o f  the state’s royalty oil would be distri­
buted free to in-slate refineries. They would then process the oil 
into heating oil and for auto, boat and aviation fuel. Tne fuel 
products would then be sold to Alaskans at the cost o f  refining it, 
leading to substantial savings over current prices, the backere of the 
plan said.

S tu teO f f ic e s  to C hang e  H o u r s
Gov. Bill Sheffield has ordered the state work day shilled one 

hour later in Southeast Alaska in an effort to make the capital more 
accessible to the red o f the state.

Sheffield's order took effect Jan. 10, when normal work hours 
in the Southeast became 9 a.m. to 5:30 p.m. Pacific time — 7 a.m. to 
3:30 p.m. Alaska time — a change from an 8 a.m. to 4 pjn. work 
day.

Sheffield also ordered state telephone switchboards to be 
opened from 8 a.m. to 5:30 p.m. PST (6 n.m. to 3:30 p.m. AST).

This change is more convenient for the railbclt and western

.  c c i i x i c v v  rv iv -ii n a i t v i u y  ■
manent Fund Dividend program with an “energy Dividend Fund" 
to help pay the capital costs o f power projects and reduce monthly 
electric bills.

Halford has drafted a bill that would establish the fund and 
provide a means for forming electric service areas to tap it. The 
measure also would spell out how capital cost-savings resulting 
from the funding must be passed along to the consumer. The fund, 
half of Permanent Fund earnings, would this year contain about 
$150 million with substantial increases In future years as the Perma­
nent Fund fattens from oil revenues.

The energy fund would pay only a part o f  a given project’s 
capital cost, with the rererioer coming from revenue bonds, Hal­
ford explained, adding that tha fund’s "stable revenue stream” 
would make it easier to issue bond s.

In a related development Gov. Bill Sheffield is examining 
the possibility o f  using permanent fond earnings to help finance 
the $5.1 billion Susitna Hydroelvtric Project and it was said by the 
governor’s press secretary, Pete Spivey, the governor wants more 
study on the idea.

F r e e m a n  Sued  by  C am p a ig n  C h ie f
Former State Rep. Oral Freeman of Ketchikan is being sued 

by the man who managed his brief and unsuccessful bid for the 
Democratic nomination for governor.

In a suit filed in Anchorage Superior Court, Bill Weimar alleges 
that Freeman owes him more than $3000 in salary and expenses.

According to court papers, Freeman hired Weimar last Decem­
ber to run the campaign. Freeman said he offered Weimar $2000 a 
month as long as his campaign funds lasted. But the financially 
strapped campaign collapsed June 1st because there wasn’t enough 
money to continue.

Weimar’s attorneys contend he should have been paid $14,000! 
but he got little more than half of that and he is also asking reim­
bursement for $16,8000 in expenses.

J u d g e  R e je c te d  by V o te rs  
A ccep ts  L e g is la t iv e  P o s t

An Anchorage district court judge who was turned out ol 
office by the voters in November has been hired as staff counsel 
for the House Judiciary Committee.

Joseph Brewer was one of two judges deemed not qualified 
by the Alaska Judiciary Council, which recommended he not be 
retained on the bench.

The Judiciary Committee controls the budget for the council, 
and acting director Bua^y Troxell said he is concerned that Brewer 
might take advantage o f his position to retaliate against the council. 
In an advertising campaign to retain his seat, Brewer questioned 
whether council expenditures to inform the public of judges ratings 
was another boondoggle.

Brewer said he had no ax to grind, that he was tired o f contro­
versy and he was going to be a work horse on laws people want.

Brewer had been a judge for 17 years.

H a m m o n d  A id e  C o n s id e r s
Alaska to do business with Juneau and vice versa, Sheffield told 
Commonwealth North in Anchorage. Because Southeast is two 
time zones away from Anchorage and Fairbanks, when state 
employees in Juneau leave work at 4:30 p.m., it is only 2:30 for 
most Alaskans. He said he knew this was a sacrifice for state em­
ployees in Southeast Alaska hut they sincerely want to heal the 
wounds of the capital-inove fight and they want to do their part to 
make the capital more accessible.

Access to slate government, which is headquartered in Juneau, 
was the focus o f the debate this fall over whether the capital should 
be moved at a cost o f $2.8 million to Willow, 80 miles north of 
Anchorage. The change of work hours is just one of several moves 
the Sheffield administration is studying.

Other plans include expanded use of telephone conference 
jails — known as teleconferencing — and setting up a toll-free tele­
phone number information service, said Lisa Rudd, commissioner 
o f administration. There also has been some discussion o f changing 
time zones, she said.

~ - i m i.r i i  w »M dn

T a k in g  M u rk o w s k i  P o s t
Jerry Reinwand, former Gov. Jay Hammond’s top aide, migh 

go to work for the state’s junior senotor, Frank Murkowskl, to avok 
the unemployment line. .1

Reinwand said he talked to Sen. Murkowskl about a job id 
the nation’s capital. Sen. Murkowski said he had talked with Reid 
wand about it but unfortunately, like so many Alaskans, ReinwanJ 
wants to establish his future in Alaska.

Murkowski said he is looking for someone to manage his Wash 
ington officeii He added he and Rein wand had not reached an! 
agreement and didn’t thin!, they would. Reinwand, who shuns thl 
public limelight, said he is continuing discussions with Murkowskl 
and with other people.
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R E L A T I N G  T O  T H E  D I S P O S A L  O F  S T A T E  I N  K I N D  R O Y A L T Y  O I L  A N D  G A S .

S B  4 6  M O S S

A l l o w s  D N R  to g i v e  r o y a l t y  o i l  a n d  ^ a s  t a k e n  in k i n d  b y  t h e  s t a t e  

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

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

"a r e a s o n a b l e  p r o f i t "  c a n  b e  c h a r g e d  t h a  c o n s u m e r .  D N R  is to a d o p t  
r e g u l a t i o n s  f o r  t h e  i m p l e m e n t a t i o n  of t h i s  a c t .

( B a s i c a l l y  t h e  s a m e  as t h e  A l a s k a n s  f o r  A l a s k a  O i l  N o w  p r o p o s a l . )
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P E T IT IO N  FOR THE PROMULGATION AND 
ENACTMENT OF REGULATIONS CONCERNING 

THE USE , R E F IN IN G , PROCESSING AND 
D IS TR IB U T IO N  OF "RO YALTY" O IL  AND 

GAS AND T H E IR  PRODUCTS WHICH ARE U L­
TIM ATELY USED AND CONSUMED W ITHIN 

THE STATE OF ALASKA

TO THE HON. JA Y  HAMMOND, GOVERNOR OF THE STA TE OK ALASKA:

THE UNDERSIGNED RESID EN T C IT IZ E N S  OF THE STATE OF ALASKA,

In  o r d e r  to  p r o v id e  th e  C i t i z e n s  o f  A l a s k a  w i t h  l e s s  e x p e n s iv e  

f u e l ,  a u to m o b i le  and a v i a t i o n  g a s o l i n e ,  d i e s e l  and j e t  f u e l ,  f e r ­

t i l i z e r  and o t h e r  p e t ro le u m  p r o d u c t s ,  and t h e r e b y  make the c o s t  

o f  l i v i n g  and t r a n s p o r t a t i o n  in  A la s k a  more r e a s o n a b l e ,  and 

In  o r d e r  to  en co u rag e  th e  b u i l d i n g  o f  o i l  r e f i n e r i e s ,  

p ro p a n e  and b u ta n e  l i q u i f i c a t i o n  p l a n t s ,  p e t r o c h e m ic a l  and f e r t i l ­

i z e r  p l a n t s  w i t h i n  A l a s k a ,  and to  p r o v id e  em ploym ent f o r  A la s k a n s  

i n  s a i d  p l a n t s  and i n  th e  d i s t r i b u t i o n  o f  th e  p r o d u c t s  so p ro d u ced  

and r e f i n e d ,  and

In  o r d e r  to  p r o v id e  th e  c i t i z e n s  o f  A l a s k a  w i t h  an a d e q u a te  

s u p p ly  o f  i. . i . o r a l  g a s ,  h e a t in g  o i l ,  p ro p a n e ,  b u t a n e ,  a u to m o b i le  and 

a v i a t i o n  g a s o l i n e ,  d i e s e l  and j e t  f u e l ,  f e r t i l i z e r  and o t h e r  p e t r o ­

c h e m ic a l  p r o d u c t s  a t  r e a s o n a b le  p r i c e s  w h e re  s a i d  p ro d u c t s  a r e  s o ld  

and consumed w i t h i n  A la s k a ,

P e t i t i o n  and demand t h a t  you p ro m u lg a te  and e n a c t  th e  f o l ­

lo w in g  r u l e s  and r e g u l a t i o n s  f o r  th e  d i s p o s i t i o n  .nd u se  or th e  

" R o y a l t y "  gas  and o i l  w h ic h  b e lo n g s  to  th e  S t a t e  o f  A la s k a  u n d e r  any  

l e . s e ,  ag reem en t o r  la w ,  as  and when i t  i s  p ro d u c e d  and a v a i l a b l e ,  

from  o i l  and gas p ro d u ced  in  A la s k a  o r  i t ' s  t e r r i t o r i a l  w a t e r s  or 

n a v i g a b l e  s t r e a m s :

PROPOSED RULES AND REGULATIONS

1 .  The f i r s t  and p r i o r  r i g h t  to  u s e  th e  o i l  a n d /o r  gas 
p ro d u c e d  and b e lo n g in g  to  th e  S t a t e  o f  A la s k a  known 
a s  " R o y a l t y "  o i l  o r  g as  u n d e r  any l e a s e ,  a g re e m e n t , 
r u l e ,  r e g u l a t i o n  o r  la w  from  any l a n d ,  o r  t e r r i t o r ­
i a l  w a t e r s ,  o r  n a v ig a b le  s t re a m s  o f  s a i d  S t a t e ,  s h a l l  
be to  u se  s a i d  o i l ,  g a s ,  o r  ' t h e i r  p r o d u c t s ,  f o r  i n ­
s t a t e  u se  a s  d e f in e d  in  t h e s e  r u l e s  and r e g u l a t i o n s .

c l e m  h . s t e p h e k s d n

A T T O R N C Y  A T  L A W
2 1 0  N O R T H W A R D  B L D □, 

fAIRDANKB, ALA6«LA 99701
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2 . Th e  S t a t e  o f  A la s k a  s h a l l  a g re e  to  c o n t r a c t  to  
f u r n i s h  a s  and when p ro d u c e d  and a v a i l a b l e  f r e e  
" R o y a l t y "  c ru d e  o i l  o r  n a t u r a l  gas to  a n y :

( a ) o i l  r e f i n e r ,

(b ) n a t u r a l  gas p r o c e s s o r ,
1

( c ) n a t u r a l  gas d i s t r i b u t o r , a n d / o r

(d ) any  p e t r o c h e m ic a l  company u s in g  
p e t r o l i u m  o r  n a t u r a l  g as  a s  a raw  
m a t e r i a l  f o r  th e  p r o d u c t io n  o f  
p e t r o c h e m ic a l  p r o d u c t s

w hose  r e f i n e r y ,  p r o c e s s in g  p l a n t s  and e q u ip m e n t ,  
d i s t r i b u t i o n  equ ipm ent a n d /o r  p e t r o c h e m ic a l  p l a n t s  
and f a c i l i t i e s  n e c e s s a r y  f o r  th e  p r o c e s s i n g ,  r e ­
f i n i n g ,  m a n u fa c tu r e  and d i s t r i b u t i o n  o f  s a id  p r o ­
d u c t s  to  th e  u l t i m a t e  u s e r  in  A l a s k a  a re  p h y s i c a l l y  
l o c a t e d  in  A l a s k a .  S a id  r e f i n e d ,  p r o c e s s e d  and 
d i s t r i b u t e d  p r o d u c t s  a re  d e f in e d  a s  any s a id  p e t ­
ro le u m  p ro d u c t  w h ic h  i s

( a )  p ro d u c e d ,  r e f i n e d ,  p ro c e s s e d  and 
i s  u l t i m a t e l y  used  and consumed 
w i t h i n  th e  S t a t e  o f  A la s k a  o r

(b )  w i t h i n  i t ' s  a i r  s p a c e ,  o r

( c )  t e r r i t o r i a l  w a t e r s ,  o r

(d )  a d j a c e n t  F e d e r a l l y  d e s ig n a t e d  F i s h i n g  
W a te rs  when u sed  in  A la s k a n  owned, r e g ­
i s t e r e d  and p o r t e d  v e s s e l s  manned by A l a s ­
kan  r e s i d e n t s ,

( e )  upon i t ' s  s t re a m s  and l a k e s .

" R o y a l t y "  o i l  o r  g a s ,  as  u sed  h e r e i n ,  means o i l  
a n d / o r  g as  s a i d  S t a t e  r e c e i v e s  a s  " R o y a l t y "  fro m  o i l  
o r  g as  p r o d u c t io n  a s  and when p ro d u ced  and a v a i l a b l e ,  
s u f f i c i e n t  to  p ro d u ce  o r  f u r n i s h  su c h  r e f i n e d  o r  
p r o c e s s e d  p r o d u c t s  to  th e  u l t i m a t e  c u s to m e r  u s e r s  in  
s a i d  S t a t e ,  p r o v id e d  s a i d  s a v in g  r e s u l t i n g  from  use 
o f  s a i d  f r e e  " R o y a l t y "  o i l  o r  g as  i s  p a s se d  d i r e c t l y  
on to  th e  s a id  u l t i m a t e  u s e r  and co n su m er by a p r i c e  
r e d u c t i o n  o f  s a i d  p ro d u c t  c o m p a ra b le  w i t h  th e  s a v in g s  
r e a l i z e d  by r e c e i v i n g  su ch  f r e e  " R o y a l t v " o i l  o r  g a s .

3 . S a id  ag ree m e n t and c o n t r a c t  w i t h  e a c h  s a id  r e f i n e r ,  
p r o c e s s o r  and d i s t r i b u t o r  s h a l l  p r o v id e :

( a )  t h a t  s a i d  r e c i p i e n t  o f  s a id  " R o y a l t y "  
c ru d e  o i l  o r  gas s h a l l  keep  a d e q u a te  
and a c c u r a t e  r e c o r d s  f o r  a l l  o f  th e  
s a i d  " R o y a l t y "  o i l  and gas t h a t  i s  r e ­
c e iv e d  by s a id  r e c i p i e n t  and th e  amount 
and p ro d u c t  t h a t  i s  r e f i n e d ,  p r o c e s s e d ,  
p ro d u ced  and s o ld  from  th e  sam e;

(b )  s h a l l  show th e  amount c h a rg e d  f o r  and 
q u a n t i t y  s o ld  and to  whom s o ld  and 
d i s t r i b u t e d ;
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( c )  s h a l l  r e q u i r e  e a ch  r e c i p i e n t  to f i l e  
m o n th ly  r e p o r t s ,  s ig n e d  and sworn to  
b y  th e  p e r s o n  p r o c e s s in g  th e  same and 
th e  h ig h e s t  o f f i c i a l  o f  s a id  r e f i n e r y ,  
p la n t  o r  r e t a i l e r ,  to  th e  e f f e c t  t h a t  
a l l  th e  r e q u i r e m e n t s  o f  s a id  c o n t r a c t  
a r e  b e in g  met and c o m p lie d  w i t h  by su ch  
r e f i n e r ,  d i s t r i b u t o r  a n d /o r  r e t a i l e r ;

(d )  p r o v i d i n g  t h a t  upon f a i l u r e  c f  any  su ch  
p r o c e s s o r ,  r e f i n e r ,  d i s t r i b u t o r  o r  r e ­
t a i l e r  to  co m p ly  w i t h  th e  m a t e r i a l  
te rm s  o f  s u c h  c o n t r a c t  t h a t  th e  S t a t e  
can  c a n c e l  s u c h  c o n t r a c t  and c u t  o f f  
f r e e  " R o y a l t y "  o i l  o r  gas to  su ch  r e ­
f i n e r ,  p r o c e s s o r ,  d i s t r i b u t o r  o r  r e t a i l e r ;

( f )  p r o v i d i n g  t h a t  any su ch  r e f i n e r ,  p r o c e s ­
s o r ,  d i s t r i b u t o r  o r  r e t a i l e r - who f a i l s  to  
p a s s  on to  th e  u l t i m a t e  consum er and u s e r  
o f  s a id  p ro d u c t  th e  s a v in g  r e a l i z e d  by 
th e  use  o f  s a i d  f r e e  " R o y a l t y "  o i l  o r  
g as  o r  s e l l s  s a i d  p r o d u c t s  r e f i n e d  and 
p ro d u ced  fro m  su ch  " R o y a l t y "  o i l  o r  gas 
f o r  c o n su m p t io n  o u t s i d e  th e  S t a t e  o f  
A la s k a  a s  d e f in e d  h e r e i n ,  s h a l l  be l i a ­
b l e  f o r  t r e b l e  damages in  any  s u i t  b ro u g h t  
f o r  the  r e c o v e r y  o f  im p ro p e r  p r o f i t ,  and 
t h a t  th e  o f f i c i a l s  s ig n in g  and s w e a r in g  
to  f a l s e  r e p o r t s  c o n c e r n in g  th e  u s e  o f  
su ch  p r o d u c t s  s h a l l  be c r i m i n a l l y  l i a b l e  
f o r  such  p e r j u r y  and p r o v id i n g  f u r t h e r  
t h a t  no p e r s o n ,  f i r m  o r  c o r p o r a t io n  who 
h a s  v i o l a t e d  th e  te rm s  o f  su ch  ag ree m e n t  
s h a l l  be p e r m i t t e d  t h e r e a f t e r  to  r e f i n e ,  
p r o c e s s ,  d i s t r i b u t e  o r  s e l l  any su ch  
" R o y a l t y "  o i l  o r  g as  p ro d u c t  in  A la s k a  
t h e r e a f t e r .

DATED on t h i s  th e  1 3 t ’n day  o f  M ay, 1981
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