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CS F O R  S E N A T E“ BILt-^NO. 152 (R es ou r ce s)  

Letter of Intent

Passage of this legislation is in no way to be construed as tacit aporoval 
or endorsement having been given to the DroDosed ten-year royalty oil 

contract with GVEA. The ten-year contract shall be reviewed exclusively 
on its own merits at such time as this contract is presented to the 
Legislature.

Dick Shultz ,  Co-Chairman 
House Resources Committee
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IN  T H E  S E N A T E B Y  T H E  R E S O U R C E S  C O M M I T T E E  

C S  F O R  S E N A T E  B I L L  N O .  1 5 2  ( R e s o u r c e s )

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to e x t e n s i o n  a n d  r e n e w a l  o f  c e r t a i n

s a l e s  }f s t a t e  r o y a l t y  o i l ;  a n d  p r o v i d i n g  f o r  a n

e f f e c t i v e  d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1. T h e  f o l l o w i n g  p r o v i s i o n s  o f  l a w  d o  n o t  a p p l y  t o  a n  e x t e n ­

s i o n  o r  r e n e w a l  o f  n o t  m o r e  t h a n  t h r e e  m o n t h s  o f  a s a l e  o f  o i l  t h a t  is

12 s u b j e c t  to a p p r o v a l  b y  t h e  l e g i s l a t u r e  u n d e r  A S  3 8 . 0 6 . 0 5 5 ( c ) :

(1) A S  3 8 . 0 5 . 0 3 5 ( e ) ;

(2) A S  3 8 . 0 5 . 1 8 3 ( a ) ,  (c), a n d  (e); a n d

(3) A S  3 8 . 0 6 . 0 5 0 .

*  Sec. 2. A  t h r e e  m o n t h  e x t e n s i o n  o f  t h e  " A g r e e m e n t  f o r  t h e  S a l e  a n d

17 P u r c h a s e  o f  R o y a l t y  O i l  b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  G o l d e n  V a l l e y

18 E l e c t r i c  A s s o c i a t i o n ,  I n c . , "  d a t e d  M a y  9, 1 9 8 4 ,  i s  h e r e b y  a p p r o v e d  a n d

19 r a t i f i e d .

* Sec. 3. S e c t i o n  1 o f  t h i s  A c t  is r e p e a l e d  O c t o b e r  1, 1 9 8 5 .

*  Sec. 4. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  A S  0 1 . -

20 21
2 2  1 0 . 0 7 0 ( c ) .
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AGREEMENT FOR THE SALE AND 

PURCHASE OF ROYALTY OIL

THIS AGREEMENT, entered in to  as of M u  i  / 9 f < /  by and between 

THE STATE OF ALASKA ( ‘'Se l le r" )  and GOLDEN/^LEy' ELECTRIC ASSOCIATION, an 

Alaskan Non-Profit Corporation, here ina fte r  referred to as "Buyer".

ARTICLE I 

DEFINITIONS

As used in  this Agreement, the f o i l  owing terms sha l l  have the 

fo l low ing  meanings: ■

1.1 "Commissioner" means the Commissioner of the Alaska Department of 

Natural Resources.

1.2 "Day" means a period of twenty-four (24) consecutive hours, 

be„ nning at 12:01 a .m . ,  Yukon Time.

1.3 11 Leases" means the o i l  and gas leases which are subject to the terms 

o f  the Unit Agreement.

1.4 "Lessee" means any person owning a working interest in  any of the 

Leases.

1.5 "Month11 means the period beginning a t  12:01 a .m . ,  Yukon Time, on the 

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

o f  the next succeeding ca lendar month.

1 . 6  "Oi1" or "crude o i l " sha l l  have the same meaning as the word "oi l" 

under the Unit Agreement.
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1.7 "Point of Del i v e ry" sha l l  have the meaning set out in  Art ic le  2 . 4 .

1 .8 "Royalty O i l " means the o i l  which the Se l le r  may take in-kind 

(amount) as i t s  roya lty  under the Leases whether or not Se l le r  has elected to 

take or i s  taking that roya lty  in-k ind .

1 .9 "Dai ly Royalty O i l " means the quant ity  of Royalty Oil produced by

the Lessees each day.

1.10 " th i t  Agreement" means the Prudhoe Bay Unit Agreement e f fect ive  

Apr i l  1 , 1977, by and between Se l le r  and the Lessees, as i t  may be amended 

from cime to time.

ARTICLE I I  

SALE OF ROYALTY OIL
-----------------------  i

2.1 Quantity. Se l le r  agrees to se l l  to Purchaser and Purchaser agrees to 

buy from Se l le r  that amount of o i l  equal to 2.667’ of the Dai ly Royalty Oil 

("Maximum Quantity"). Upon at leas t  nine (9) months wr i t ten  notice to Se l le r ,  

Purchaser may increase or decrease the amount of o i l  to be tendered by Se l le r  

at  the Point o f  De l ivery ,  but the amount tendered by Sel le r under th is 

Agreement sha l l  not exceed the Maximum Quantity. Purchaser recognizes that 

Se l le r  must normal ly g ive  s i x  (6 ) months not ice under the Unit Agreement (or 

n inety (90) days i f  the amount increased or decreased is  less than ten (10) 

percent of  the current nominations) to increase or decrease the amount of 

Da i ly  Royalty Oil to be taken in-k ind .  I t  is  understood and agreed that the 

volume o f  Dai ly Royalty Oil a va i l a b le  to Sel ler w i l l  vary and may be

interrupted from time to t ime,  and depends upon a var iety  of factors ,

inc lud ing  the rate o f  production from the Leases. Sel ler d isc la ims and 

Purchaser waives any representation, covenant or warranty, express or im p l ie d ,  

as to the spec if ic  quant ity  or the tota l  or d a i l y ,  monthly, average, c 

aggregate volume of Royalty Oil to be sold or tendered under th is  Agreement. 

Se l le r  warrants that i t  has good t i t l e  to the o i l  tendered under th is



Agreement. Se l le r  shal l  hold the Purchaser harmless from a l l  l i e n s ,  

encumbrances and v a l id  adverse claims that may affect the Royalty Oil at the 

time the Royalty Oil is  tendered to the Purchaser.

I f  Se l le r  unde r l i f t s  or stores Royalty Oil at Prudhoe Bay, or i f  

Se l le r  recovers under l i f ted or stored Royalty O i l ,  the quanti ty o f  Royalty C i1 
tendered under this Agreement sha l l  be ca lcu lated as i f  no Royalty Oil was 

unde r l i f ted  or stored or recovered.

2.2 Q ua l i t y . The Royalty Oil  so ld  sha l l  be the same q u a l i t y  as the o i l  

de l ivered by the Lessees to the Se l le r  at  the Point o f  Del ivery.  I t  is  

understood and agreed that the q u a l i t y  of  the Royalty Oil sold may vary from 

time to t ime. Se l ler d isc la ims ,  and Purchaser waives, any guarantee, 

representation,  or warranty, e i ther  expressed or imp l ied ,  o f  the 

merchantab i l i ty ,  f i tness fo r  use, or s u i t a b i l i t y  for any pa r t icu la r  use or 

purpose, or otherwise, of any o f  the o i l  de l ive red  under th is  Aoreement or as
i

to any s pe c i f ic ,  average or overa l l  q u a l i t y  or character ist ic o f  Royalty Oil

tc> be sold or tendered under th is  Agreement.

2.3 Price of the Royalty O i l . The pr ice fo r  the o i l  tendered under th is  

Agreement sha l l  be equal to the amount that Se l le r  would have received from 

i t s  Lessees for the Royalty Oil tendered i f  that roya lty had been payable in 

money (taken in  value) rather than taken in  k ind plus a premium of $0.30 per 

barre l plus the Field Cost Allowance incurred by that o i l  as determined under 

the Prudhoe Bay Royalty Settlement Agreement (dated Apr i l  1, 1980 for

reference purposes o n ly ) ,  which was entered as part of a f i n a l  judgment dated 

August 13, 1980 in State of Alaska, et al  v. Amerada Hess Corp . ,  et  a l . ,

(Superior Court for the State o f  Alaska, F i r s t  Judic ia l  D i s t r i c t  at Juneau)

( '‘Amerada Hess") ("Settlement Agreement") ("Purchase Price"). The Purchase 

Price sha l l  be determined by Se l le r  based upon the reports submitted by the 

Lessees for  royalty purposes or ,  when those reports are unava i l ab le ,  

incomplete, or inaccurate, upon information submitted by the Lessees for 

production tax or other tax purposes, as may be adjusted from time to time as 

provided in  th is  Agreement. Buyer w i l l  on ly  be en t i t led  to review or request



mater ia l  or information which i s  not con f ident ia l  under state law or 

regu la t ion .

The method, basis and amount o f  roya lty  due Se l le r  when i t  takes i ts  

roya lty  in  value from the Leases i s  present ly the subject of l i t i g a t i o n  in 

Amerada Hess. Cne of the issues invo lved i s  the proper method to be used by 

the Lessees in  c a lcu la t in g  the s tate 's  roya l ty  when the roya lty is  payable in 

money ( in  va lue ) .  Unt i l  there is  a reso lu t ion  of that dispute through 

j u d i c i a l  reso lut ion or settlement, the Purchase Price w i l l  be based upon the 

ca lcu la t ion  of an amount per barre l equal to the per barre l volume weighted 

average of the in-value prices reported by the Lessees to Sel ler for  roya lty 

purposes or ,  when the roya lty reports are unava i lab le ,  incomplete, or 

inaccurate , upon information submitted by the Lessees for production tax or 

other tax purposes, plus $0.30 per barre l  plus the F ie ld  Cost Allowance as 

determined under the Settlement Agreement. Upon resolution of each of the 

various issues that are or w i l l  be involved in  Amerada Hess, adjustments w i l l
i

be made to previous payments in  accordance w ith each reso lut ion .

I f  add it iona l  amounts are owed by Purchaser to Se l le r ,  in terest on those 

amounts w i l l  be paid at a var iab le  in te res t  rate which i s  the higher o f :  (1 ) 

the prime rate as may be announced from time to time by The Bank of  America, 

San Francisco, C a l i f o r n ia ,  plus three percent (3«); or (2) the rate of return 

as is  rea l i zed  from time to time in  the investment of the State of  Alaska's 

general fund. Amounts owed from Se l le r  to Purchaser sha l l  be repaid at the 

rate set out in  A r t ic le  5 .6 . Buyer w i l l  not v o lu n ta r i l y  intervene or 

otherwise part ic ipate  in  Amerada Hess unless Se l le r  expressly consents to that 

p a r t ic ip a t io n  in w r i t i n g .  A settlement o f  Amerada Hess w i l l  be binding upon 

Buyer whether or not Buyer agrees w ith  or consents to the terms o f  that 

settlement.

I f  any app l icab le  law o f  the United States of America or any ru le  or 

regu la t ion  promulgated by a federal agency w i l l ,  in  the judgment of Se l le r ,  

operate to p ro h ib i t  or prevent Se l le r  from receiv ing the f u l l  amount due under 

the above p rov is ion ,  Buyer's ob l i g a t ion  to pay the amount of the Purchase
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Price in excess of the amount permitted w i l l  be suspended or adjusted to the 

minimum extent required for Se l le r  to comply with that law , ru le or regu lat ion .

2 .4  Point and Time of De l ivery .  Simultaneous with receipt of i ts  

Royalty Oil from i t s  Lessees, Se l le r  sha l l  tender the o i l  to Purchaser at the 

po int  at which Se l le r  receives the Royalty Oil. from i t s  Lessees. That point 

as present ly agreed to by Se l le r  and i t s  Lessees in  A r t ic le  2.3 of the 

Settlement Agreement i s  the custody transfer  meters in to  the Trans Alaska 

P ipe l ine  System a t  Prudhoe Bay.

2 .5 Passage of T i t l e  and Risk o f  Loss. T i t le  and r i s k  of loss to the 

Royalty Oil sold under th is  Agreement sha l l  pass from Se l le r  to Purchaser for 

a l l  purposes when Se l le r  tenders the o i l  at the Point o f Del ivery .

2.6 Purchaser's Respons ib i l i ty .  Purchaser shal l  be responsible for the

o i l  a f te r  passage of t i t l e .  Purchaser w i l l  indemnify and hold Se l le r  harmless
>

from and aga inst  any and a l l  c la ims ,  costs,  damages ( inc lud ing reasonably 

foreseeable consequential damages), expenses or causes of action as a resu lt  

o f  any l o s s ,  i n j u r y ,  or damage incurred by any party as a resu lt  of any 

transact ion or event which re lates to the crude o i l  a f te r  t i t l e  has passeo to 

Purchaser.

2.7 Transportation Arranqements. Purchaser sha l l  make a l l  necessary 

arrangements for transport ing the o i l  so ld under this Agreement from the Point 

of De l iv e ry ,  inc lud ing  sa t is fac t ion  of  l i n e  f i l l  ob l i ga t ions  and storage tank 

bottom requirements o f  the Trans Alaska P ipe l ine System, i f  any. I f  and as 

requested by the Se l le r ,  and at the time or times requested b„- Se l le r ,  

Purchaser sha l l  submit spec i f ic  information concerning the arrangement i t  has 

made for transportat ion of the Royalty Oil sold under th is  Agreement through 

and away from the Trans Alaska P ipe l ine System and for the resale or other 

disposal o f  the Royalty O i l .  Such information may include the spec i f ic  

tenders of  o i l  made to the Trans Alaska P ipe l ine System and i d e n t i f i c a t io n  of 

tankers which w i l l  transport the Royalty O i l .  In add i t ion ,  Purchaser w i l l  

provide Se l le r ,  i f  and as requested by Se l le r ,  w ith sat is factory  evidence or
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reasonable assurance of the existence and cont inuing v a l i d i t y  of adecuate 

arrangements fo r  the transportation or disposal  of the Royalty Oil subject to

th is  Agreement. Fa i lu re  to provide in format ion ,  evidence or assurances

requested w i l l ,  at Se l le r 's  e lect ion  by notice to Purchaser, be a material 

de fau lt  under th is  Agreement.

2.8 Absolute Ob l igat ions .  The ob l i ga t ions  of Purchaser to accept, pay

fo r ,  and arrange fo r  the transportation of the Royalty Oil tendered or sold 

under th is  Agreement are absolute and w i l l  not be excused or discharged oy the 

operation o f  any d i s a b i l i t y  o f  Purchaser, event of force majeure,

im p ra c t ic a b i l i t y  o f  performance, change in  cond it ions ,  or any other reason or 

cause.

2.9  Date o f  F i r s t  Cell 'very. Se l le r  w i l l  i n i t i a t e  tender of Maximum

Quantity of Royalty Oil to Purchaser at the Point of Del ivery to commence July 

1, 1984. .

2.10 Performance Guaranty and Reservation Fee. I f  Purchaser does not 

take the Maximum Quantity on the Date o f  F i rs t  Del ivery ,  Purchaser sna i l  pay

to Se l le r ,  in  add it ion  to the Purchase Pr ice ,  an amount equal to 1.25% of the

Purchase Price per barre l per day on the d i fference between the Maximum

Quantity and the actual quant ity tendered to and accepted by Purchaser 

("Actual Ouantity") for each day Purchaser does not take the Maximum Quantity 

on and a f te r  the Date of  F i r s t  Del ivery .  The payment of th is  fee sha l l  end on 

the day that Purchaser accepts de l iv e ry  of the Maximum Quantity. V.hen

Purchaser accepts the Maximum Quantity, a l l  of the amounts paid under th is  

A r t ic le  2.10 w i l l  be allowed to be credited aga inst future payments for o i l  

tendered under th is  Agreement except for an amount to be retained by Se l le r  

equal to .7 51 of the Purchase Pri* e per barre l per day on the d i fference 

between the Maximum Quantity and the Actual Quantity for each day Purchaser 

d id  not take the f-kximum Quantity on and a f te r  the Date o f  F irs t  Del ivery .  I f  

Purchaser should thereafter decrease the amount of Royalty Oil to be tendered 

under th is  Agreement, Purcnaser sha l l  pay to Se l le r ,  in add it ion  to the 

Purchase Pr ice ,  an amount equal tc .75Z of the Purchase Price per barre l per
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day a fte r  the date that the decrease in  the amount of Royalty Oil to be 

tendered by Se l le r  takes e f fect  cn the d i f fe rence between the Maximum Quantity 

and the Actual Quantity.

2.11 In-State Processing. Purchaser agrees that a l l  o i l  purchased under 

the terms of th is agreement sha l l  be used in  the State of Alaska. As usee in 

th is  Agreement "used in  the State of Alaska" means the fo l low ing descroed 

uses or a use subs tan t ia l l y  s im i l a r  to that described.

Purchaser has assigned i t s  roya lty  o i l  to North Pole Refining (MAPCO) for

processing crude into a usable fuel fo r  i t s  generating s tat ion .  Purchaser is
%

guaranteed a lower r e f in in g  charge under th is  arrangement which is  passed 

d i r e c t l y  through to consumers in the form of reduced e le c t r ic  rates. I f  MAPCO 

cannot process purchaser's crude, purchaser has a commitment from the Rural 

E le c t r i f i c a t io n  Administration that mortgage funds would be a va i l a b le  to 

convert i t s  generating un its  to accept crude as fue l .
i

Purchaser's ob l i g a t ion  to use Royalty Oil in-state may only be susoenaec 

or excused under the prov is ions of A rt ic les  V I I I  and XI.

Se l le r  may, at i t s  opt ion ,  waive the in-state use requirement; in  whole "or

i ri p a r t ,  i f  Se l le r  is  s a t i s f i e d  that the waiver would not be contrary to the

under ly ing intent of the other provisions of th is  Agreement.

2 .12 ,  Best E f fo r t s . Purchaser agrees to use i t s  "best efforts" to

process o i l  under the arrangements in A r t ic le  2.11 to reduce consumer prices 

in  the E lec tr ica l  Coop. A determination of "best efforts" under th is  A r t ic le  

sha l l  inc lude consideration o f  Purchaser's c a p ab i l i t i e s  and the -surrounding 

business circumstances. Purchaser's ob l i ga t ion  to use i ts  best ef forts

inc lude reasonable, d i l i g e n t ,  and good fa i th  e f f o r t s ,  but sha l l  not require 

Purchaser to market in  Alaska at a loss .  "Best efforts" would, however, 

requ ire Purchaser to market in  Alaska even though Purchaser could make a 

greater p r o f i t  by another d ispos it ion  cf the Royalty Oil or the oroducts 

ref ined from that o i l .



( ARTICLE I I I  

REPRESENTATION AND OBLIGATIONS OF PURCHASER

Purchaser warrants ,  represents, and agrees:

3.1 Good Standing and Due Author izat ion.  Purchaser i s ,  and at a l l  times

dur ing the operation of th is Agreement sha l l  remain, a corporation q u a l i f i e d  

to do business i n ,  and in  good standing w ith ,  the State of Alaska. Purchaser 

has a l l  necessary corporate power to enter in to  this Agreement and to perform 

i t s  covenants and ob l iga t ions  under th is  Agreement. Al l necessary corporate 

action has been taken to authorize Purchaser's enter ing into this Agreement 

and performing i t s  covenants and ob l i g a t ions  under th is  Agreement.

3.2 Financial Condition. The f in anc ia l  information submitted to Se l le r----------------------------------------------------  i

i s  complete and correct and f a i r l y  presents Purchaser's f inanc ia l  condit ion at 

the time the information was submitted to Se l le r .  The f inanc ia l  information 

f  was prepared in accordance with gene ra l ly  accepted accounting p r inc io les

cons istent ly  app l ied .  Since the date the information was submitted, the 

cond it ion ,  business and properties o f  Purchaser have not been m a te r ia l ly  

adversely affected in  any way. Purchaser agrees to inform Se l ler immediately

i f  during the term o f  th is  Agreement there is  any material adverse change in

the cond it ion ,  business, or properties o f  Purchaser which would have an 

appreciab le adverse effect on Purchaser's performance under th is  Agreement. 

Purchaser, in add i t ion ,  w i l l  immediately inform Se l le r  of any s i g n i f i c a n t  

change in  ownership of e ither the Purchaser or any of i ts  a f f i l i a t e s  or parent 

company, and o f  any change in  Purchaser's operations or agreements, which 

would appreciably a f fect Purchaser's performance under th is  Agreement.

3.3 Financial Statements. As soon as possible afte the end of each 

f i s c a l  year o f  Purchaser, and in  any event w ith in  one hundred twenty (120) 

days thereafter ,  Purchaser w i l l  furn ish to Se l le r ,  at  Purchaser's so le cost 

and expense, a report or a complete copy of a report in a form to be
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prescribed from time to time by Se l le r  which w i l l  inc lude Purchaser's balance 

sheet as o f  the close of the f i s c a l  year and the income statement for that 

year prepared in  each case in  accordance with genera l ly  accepted accounting 

p r inc ip les  cons istent ly  app l ied by c e r t i f i e d  pub l ic  accountants of recognized 

stand ing.  For purposes of complying with th is  A r t i c le ,  Purchaser may submit, 

and Se l le r  w i l l  accept, the annual report of the Golden Val ley Electr ic  

Association, Inc.

ARTICLE IV 

PEASUREtOTS AMD TESTS

4.1 Measurement Standards and Procedures. The quant ity  and q u a l i t y  of 

the crude o i l  sold under th is  Agreement sha l l  be determined at the Point of 

Del ivery . Procedures and methods for  mersuring metering the o i l  sold

under th is  Agreement sha l l  be in  accordance with the- practices then in  e f fect 

at Prudhoe Bay, Alaska.

ARTICLE V 

PAY IE NTS AND AC COUNTING

5.1 Bi 11 i n q . Se l le r  w i l l  send to Purchaser, on or before the 10th 

(tenth) business day of each month a fte r  de l ivery  of Royalty O i l ,  an invoice 

statement of account of a l l  Royalty Oil estimated to have been measured at the 

custody transfer meter in to  the Trans Alaska P ipe l ine  System and tendered to 

Purchaser under th is  Agreement during the immediately preceding month 

according to the best information a va i l a b le  to Se l le r ,  the estimated pr ice or 

prices app l icab le  to those d e l i v e r ie s ,  and the tota l  amount due ( " i n i t i a l

b i l l i n g " ) .  The estimates w i l l  be made by Se l le r  according to the best 

information reasonably a va i l a b le  to Se l le r .  Se l le r  may render i t s  i n i t i a l  

b i l l i n g  to Purchaser based in part upon information reported by the Lessees to 

Sel le r and information publ ished by the U.S. Government. Se l le r sha l l

thereafter adjust i t s  i n i t i a l  b i l l i n g  under th is  A r t ic le  as soon as more
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accurate information concerning the quant ity and pr ice or prices of Royalty 

Oil de l ivered each month is  a v a i l a b le .  Se l le r ,  however, sha l l  not be required 

to ad just the i n i t i a l  b i l l i n g  p r io r  to the sending of the next month's invoice 

statement of account.

5.2 I n i t i a l  Adjustment. After the monthly invoice under A r t ic le  5 .1 ,  

the subsequent monthly invoice w i l l  a lso  state Se l le r 's  i n i t i a l  adjustments to 

be made, i f  any, to the invoice rendered in  the immediately preceding calendar 

month, in  accordance w ith  any add i t iona l  or more accurate information which 

may have become ava i l a b le  to Se l le r .  Whether or not i n i t i a l  adjustments are 

made, however, subsequent adjustments may be made under A r t ic le  5.5.

5.3 Payment. Purchaser w i l l  make payment of that amount b i l l e d  under

tiii s A r t ic le  w ith in  ten (10) days a f te r  receipt of the invoice statement of

account. Payment sha l l  be made without any deduction, set o f f ,  or w ithhold ing 

in  immediately a va i lab le  funds to Se l le r  at the fo l low ing  address:
i

Bank of America, MT & SA
San Francisco, Ca l i fo rn ia
Secur it ies Department 3298
Credit to :  State o f  Alaska Investment Account

Payment may be made in  such other manner or to such other address as Se l le r  

may specify in the invoice statement of account or by other wr i tten not ice .

A l l  other payments to be made under th is  Agreement sha l l  be paid in  the same

manner. I f  payment i r  due on a Saturday, Sunday, or lega l  ho l iday o f  the 

place where payment i s  to be received,  payment shal l  be made on the next 

fo l low ing  business day. I t  i s  recognized that Se l ler  may b i l l ,  and that 

Purchaser w i l l  pay, amounts that are based upon conf ident ia l  information held 

or received by Se l le r .  I f  con f iden t ia l  information i s  used as the basis for  a 

b i l l i n g ,  then upon request Se l le r  w i l l  furn ish Purchaser with the c e r t i f i e d  

statement of the Commissioner that the amounts b i l l e d  are correct based upon 

the best information ava i lab le  to Se l le r .  Except for obvious c le r i c a l  

mistakes,  i f  a dispute concerning a b i l l  a r ises ,  i t  is  agreed that Purchaser 

w i l l  pay the f u l l  amount b i l l e d  by Se l le r  pending f i n a l  reso lut ion of the 

d ispute .  Upon f in a l  reso lut ion ,  the amount paid w i l l  be refunded to the 

Purchaser with in te res t ,  i f  such a refund is appropriate.
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5.4 Payment to Lessee. Purchaser, at the request of Se l le r  in the 

invoice statement of account or otherwise in w r i t i n g ,  sha l l  pay a l l  or any 

port ion designated by Se l le r  of that payment reauired to be made to one or 

more of the Lessees at  an address or addresses and in the manner designated by 

Se l le r .  The payment w i l l  be made w i th in  the time l im i t  spec i f ied in  A r t ic le  

5 .3 .  Se l le r  may authorize and designate a th ird  party to make the request and 

designate the amount, manner and place of payment under th is  prov is ion .  

Unless otherwise spec i f ied ,  the balance of the payment due, i f  any, and 

payment fo r  subseouent months, sha l l  be made in  accordance with A r t ic le  5 .3 .

5.5 Subsequent Adjustments. Purchaser acknowledges that more accurate

information concerning the quant ity o f  or Purchase Price for Royalty Oil 

tendered may subsequently become a va i l a b le  to Se l le r .  In the event that any 

such information should subsequently become ava i lab le  to Se l le r ,  Se l le r  sha l l

promptly furn ish a corrected invo ice statement o f  account to Purchaser and the

part ies  w i l l  ad just the amount b i l l e d  and pay or refund the amount o f  those 

adjustments.

In the event that Se l le r  should render a corrected invoice to Purchaser, 

the part ies w i l l  ad just the amount previously b i l l e d  accord ing ly .  Any amount 

to be refunded from Se l le r  to Purchaser or paid from Purchaser to Se l le r  w i l l  

be paid w i t h in  f i f teen  (15) days a f te r  the date o f  the corrected invo ice .  The 

time for paying an adjustment w i l l  be d i f f e re n t ,  however, when the adjustment 

concerns an amount l a s t  invoiced more than s ix ty  (60) days before the

corrected invo ice ,  in  which case the amount w i l l  be paid by Purchaser or

refunded by Se l le r ,  as the case may be , in  equal monthly insta l lments over the

same period of time as that over which the adjustment accrued or s ix  (6 ) 

months, whichever is  the shorter per iod .  Mo adjustment w i l l  be made more than 

twelve (1 2 ) months a f te r  the date of the la s t  o r ig i n a l  invoice to which the 

adjustment re la tes ,  except for  adjustments resu lt ing from: ( i )  regu latory or 

court proceedings ( inc lud ing  appeals) commenced or pending during that twelve 

(12) month per iod ,  whether or not Se l le r  or Purchaser i s  a party to the

proceeding, or ( i i )  bona f id e  audits by Se l le r of any Lessee(s) commencing at
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any time during the period s ix  ( 6 ) years a f te r  the date of  the last  invoice to 

which such adjustment re la tes ,  or any resolut ion of disputes a r is in g  out of 

those aud its .  Adjustments due to aud its or regulatory proceedings or court 

proceedings may be made at any time. The provisions of this Art ic le  5.5 w i l l  

survive any termination of th is  Agreement.

5.6 Interest .  Except for adjustments made upon resolution of Amerada 

Hess under A r t ic le  2 .3 ,  the amount of a l l  sums which are not paid when due 

under th is Agreement or which are subsequently determined to be due under an 

adjustment under A r t ic le  5 .5 ,  or refunds, sha l l  bear in terest  from the date 

accrued u n t i l  paid in  f u l l  at a v a r iab le  rate per annum equal to the prime 

rate as announced from time to t ime by the Bank of America, San Francisco, 

C a l i f o r n i a ,  plus one and one-quarter percent (1.25*) per annum.

5.7 Late Payment Penalty. Except for unintent ional fa i l u re s  to pay,

i n c lud in g  cl erica", mistakes or occurrences not w ith in  the reasonable control
>

o f  Purchaser, or i n s i g n i f i c a n t  underpayments, i f  Purchaser f a i l s  to make 

payment w i th in  one (1 ) day o f  the date that payment i s  due, then in  add it ion 

to the amount due plus in terest  from the date that payment was due un t i l  tne 

date of payment, Purchaser w i l l  pay an amount equal to one percent ( U )  of the 

amount owed.

5.8 Payment to Third Parties . Se l le r  may d i rect  that Purchaser say any 

amount due or which may become due d i r e c t l y  to a th ird party in the manner and 

time as may be directed by Se l le r  in  wr i t ten  notice to the Purchaser i f ,  in  

the Se l le r 's  sole d isc re t ion ,  the payment to the th ird  party w i l l  ass is t  

Se l le r  in  monitoring or enforcing th is  Agreement.
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ARTICLE YI 

TERM

6.1 Term. This Agreement sha l l  become e f fect ive  upon execution by the 

pa r t ies .  Subject to the other provis ions contained in th is  Agreement, 

S e l le r ' s  o b l i g a t io n  to se l l  and Purchaser's ob l iga t ion  to buy Royalty Oil 

sha l l  begin July 1, 1984 and end June 30, 1985.

ARTICLE VII  

DEFAULT OR TERMINATION

7.1 Default .  I f  any one or more of the fo l low ing events ("Events of

Default") occur, then a t  Se l le r 's  opt ion, Se l le r  may terminate or susoend i ts

o b l i g a t io n  to tender and se l l  Royalty Oil and proceed to exercise any one or

more o f  the r igh ts  and remedies provided in  th is  Agreement: ^

( i )  Except for obvious c le r ic a l  e r ro rs ,  Purchaser does not pay in f u l l

any sum owed under th is  Agreement at the time when payment is  due;

or

( i i )  Purchaser f a i l s  to observe or perform any of i ts  other covenants

and ob l i g a t ions  under A r t ic le  I I ;  or

( i i i )  Purchaser does not perform any act required or contemplated under 

this Agreement and e i the r :  (a) the nonperformance continues for

more than t h i r t y  (30) days a f te r  Se l le r  has n o t i f i e d  the Purchaser 

o f  Purchaser's nonperformance; or (b) Purchaser had f a i l e d  to

perform the same or any other act required or contemplated under

this Agreement dur ing the immediately preceding twelve (12) month- 

per iod ;  or



( i v )  there i s  a material adverse change in  Purchaser's condit ion ,  

business or property which appreciably affects the a b i l i t y  of the 

Purchaser to perform any of i ts  ob l iga t ions  under th is  Agreefi.cnt ,  

and Purchaser is  unable to give Sel le r adequate assurance of 

continued performance e i ther  w ith in  fourteen (14) days of a reouest 

for such an assurance or w i th in  such other shorter time period as 

Se l le r  may reasonably request under the circumstances; or

(v) any representation or warranty made by Purchaser in th is Agreement

proves to have been fa lse  or incorrect in  any material respect at 

the time that the representation or warranty was made.

7.2 Fai lure to Pay Debts. I f  at any time Purchaser becomes unable to

pay any o f  i t s  debts when those debts are due, or should otherwise become

insolvent (without regard to how that insolvency may be evidenced), Purchaser

w i l l  immediately g ive notice of that fact to Se l le r .  'whether or not that
*

notice i s  given,  i f  Purchaser becomes unable to pay any of i ts  debts when

those debts are due or should otherwise become inso lvent ,  Se l le r 's  ob l i ga t ion  

to tender and se l l  Royalty Oil under th is  Agreement w i l l  automatica l ly and 

immediately terminate without any requirement of notice or other action by

Se l le r ;  however, Purchaser w i l l  nevertheless be and remain l i a b l e  for payment 

and performance of a l l  o f  i t s  ob l i ga t ions  and covenants under this Agreement 

with respect to Royalty Oil ac tua l ly  tendered by Se l ler  to and after  any such 

terminat ion .  Within th ir ty  (30) days a f te r  receipt of Purchaser's notice or,  

i f  no notice is  given, after  Se l le r  otherwise becomes aware (as determined in 

Se l le r ' s  sole d iscret ion )  of  Purchaser's insolvency, Se l le r  w i l l  have the 

r i g h t ,  upon wri tten notice to Purchaser, to reinstate a l l  of Se l le r 's  and

Purchaser's ob l iga t ions  under this Agreement retroact ive ly  to the date of

termination.

7.3 Se l le r 's  Remedies. Upon the occurrence of any Event of Default or 

i f  Se l le r 's  ob l iga t ion  to tender and se l l  r-oyalty Oil under th is Agreement is 

terminated or suspended under Art ic les  7.1 and 7 .2 ,  a l l  ob l iga t ions  of 

Purchaser accrued but not otherwise due and payable under th is Agreement w i l l



i rx ied iate ly  be due and payable in f u l l .  In add i t ion ,  Purchaser w i l l  indemnify 

and hold Se l le r  harmless from and against a l l  other l i a b i l i t y ,  damages 

( inc lud ing  reasonably foreseeable consequential damages), costs, losses and 

expenses ( inc lud ing  reasonable attorneys'  fees and disbursements) incurred oy 

Se l le r  and a r is in g  out of the Event of  Defau lt ,  terminat ion , or suspension. 

Se l le r  sha l l  have the r i g h t  cumulat ive ly  to exercise any and a l l  other r ights 

and remedies and to obtain a l l  other r e l i e f  a va i l a b le  under app l icab le  law or 

at  equ i ty ,  inc lud ing  mandatory in junct ion  and spec i f ic  performance. The 

Se l le r ,  upon occurrence of any Event of Defau lt ,  in  i t s  sole d isc re t ion ,  may 

arrange for any d ispos i t ion  to th i rd  parties of Royalty Oil to be tendered and 

sold under th is  /"reement. Upon the occurrence of any Event of Defau lt ,  the 

Purchaser i s  released from the ob l i ga t ions  set forth in  Art ic les 2.11

(In-State Processing) and 2.12 (Eest Efforts)  u n t i l  the Event of Default  no 

longer ex is ts  or the ob l i g a t io n  of the Purchaser to take Royalty Oil uncer 

th is  Agreement expires.  I f  upon occurrence of any Event of Default the Se l le r  

makes arrangement for d ispos i t ion  to th ird  parties of Royalty Oil or i f  the 

Purchaser is  released from A rt ic les  2.11 and 2 .12 ,  whether or not th is

Agreement i s  terminated, Purchaser w i l l  nevertheless be and remain l i a b l e  to 

Se l le r  for the f u l l  amount of  the Purchase Price for that Royalty Oil in

excess of the Purchase Price over any amount or amounts received by Se l le r  on

account of that d ispos i t ion ,  net of the expenses of that d ispos it ion  ana for 

a l l  other costs, expenses ( inc lud ing reasonable attorneys' fees ana 

disbursements), damages ( inc lud ing  reasonably foreseeable consequential 

damages) and losses incurred by Se l le r  and a r i s i n g  out of the Event of Default 

or d i sposit ion .

7 .4 Purchaser's Exclusive Remedies. Upon any breach o f ,  or de fau lt  in ,  

the due and timely observance or performance of any of Se l le r ' s  convenants or 

ob l i ga t ions  under th is  Agreement, Purchaser acknowledges and agrees that 

Purchaser's remedies w i l l  not include a temporary rest ra in ing  order or 

pre l im inary in junct ion preventing Se l le r  from taking any action with regard to 

the Royalty Oil sold under the Agreement.
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ARTICLE VI11 

DISPOSITION OF OIL

8.1 Disposit ion of Oil Upon Default or Termination. Purchaser

acknowledges and agrees that under the Unit Agreement and Leases Se l le r 's  

e lect ion  to take Royalty Oil in-k ino can be revoked or reversed only upon the 

sa t is fac t ion  of various cond it ions ,  inc lud ing  the g iv in g  of s ix  (6 ) months' 

notice to return a l l  or more than ten percent (10%) of Se l le r 's  then current 

nominations. Purchaser acknowledges and agrees that Se l le r 's  e lect ion to 

invoke i t s  r ights  to return to tak ing i t s  Royalty Oil in  value on less than 

s ix  ( 6 ) months' not ice ,  or to attempt to secure a waiver of any condit ion or 

requirements, i s  at Se l le r 's  so le and complete d isc re t ion .  Notwithstanding 

terminat ion of th is  Agreement for de fau lt  or for any other reason, inc lud ing 

exp i rat ion  or termination under any provision contained in this Agreement,

Purchaser shal l  continue to take and purchase S e l le r ' s  Royalty Oil in  the

amount and for the price set forth in th is  Agreement for up to seven (7)

months fo l low ing termination of th is  Agreement i f  S e l le r ,  in i ts  d iscret ion ,  

so requires .

8.2 I n a b i l i t y  to Receive O i l .  I f  for any reason Purchaser i s  unaole or 

refuses to accept or receive any Royalty Oil tendered under this Agreement, 

Purchaser shal l  nevertheless be and remain responsible for the disposal of

that Royalty Oil and for  paying the Se l le r  fo r  the o i l  as thougn i t  has been 

u ce ived  and accepted by Purchaser unless Se l le r ,  in  i t s  sole d isc re t ion ,

e lects to waive th is  requirement.

8.3 No Right to Storage or Unde r l i f t .  Purchaser waives and disc la ims 

any in te rest  or r ig h t  that i t  may assert to storage of Royalty O i l ,  inc lud ing

by u n d e r l i f t  or other means, to which Se l le r  is  or may come to be en t i t le d

under the Leases or any other agreement.
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ARTICLE IX 

WAIVER

9.1 Waiver. The f a i l u r e  o f  e i th e r  party to i n s i s t  upon s t r ic t  

performance of any prov is ion of th is  Agreement sha l l  not. const itute a waiver 

o f ,  or estoppel aga ins t ,  assert ing the r i g h t ,  to require that performance in 

the future .  A waiver or estoppel in  any one instance sha l l  not const itute a 

waiver or estoppel w ith respect to a l a t e r  breach of a s im i l a r  nature or 

otherwise. A course of performance estab l ished by a party sha l l  a lso not 

estop the other party from compla ining of a l a t e r  breach s im i l a r  in  nature.

ARTICLE X 

VALIDITY

10.1 V a l id i t y .  I f  any provision or clause of this Agreement or 
--------  i

app l ica t ion  of th is  Agreement to any person or circumstance is  held i n v a l i d ,

that i n v a l i d i t y  sha l l  not a f fect  other provisions or app l icat ions of this 

Agreement which can be given e f fec t  without the i n v a l i d  provis ion or 

app l ic a t ion .  I f ,  however, an i n v a l i d i t y  should operate to impa ir  any material 

r ig h t  or remedy of a party to th is  Agreement, that party may terminate this 

Agreement by notice to the other .

ARTICLE XI 

FORCE MAJEURE AND CHANGE IN CONDITION

11.1 Effect of Force ffr jeure. Except for Purchaser's ob l iga t ions  to 

make payment of money for Royalty Oil tendered under th is  Agreement and exceot 

for Purchaser's ob l i g a t ions  to arcept and dispose of Royalty O i l ,  ne ither 

party sha l l  be l i a b l e  for any f a i l u r e  to perform the terms of th is  Agreement 

when the f a i l u r e  i s  due in whole or in  substant ia l part to force majeure. The 

term "force majeure" as app l ied  to th is  Agreement sha l l  mean Acts of God, 

s t r i k e s ,  lockouts and in du s t r ia l  disputes or d isturbances, c i v i l  disturoances,
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arrests and res t ra in ts  from ru le rs  or people, interrupt ions by government or 

court orders or by present or future orders of any regulatory body having or 

asserting j u r i s d i c t i o n ,  acts of the publ ic enemy, wars, r io t s ,  blockades, 

insu rrect ions ,  i n a b i l i t y  to secure mater ia ls by reasons of a l loca t ions  

promulgated by authorized governmental agencies, epidemics, lands l ides ,  

l i g h t n i n g ,  earthquakes, f i r e s ,  storms, f loods ,  washouts, explos ions,  breakage 

or accident to machinery or l in es  of p ipe ,  freezing of we l ls  or p ipe l in es ,  or 

any other event or cond it ion ,  whether of the kind herein enumerated or 

otherwise, not w i th in  the reasonable control of the party c laiming the bene f i t  

of this excuse. I f ,  however, any material  ob l i g a t ion  o f  Purchaser i s  excused 

or suspended because of  a c la im of force majeure for a period o f  three hundrec 

s ix ty- f ive  (365) successive days or more, Se l le r  w i l l  have the r ig h t  to 

terminate th is  Agreement. Prior to the Se l ler  exerc is ing i ts  r igh t  to 

terminate th is  Agreement the Se l le r  and Purchaser sha l l  enter in to  good fa i th  

negot iat ions to restore ,  to the f u l l e s t  extent poss ib le ,  the Se l le r  and 

Purchaser to the benef i ts  and ob l i ga t ions  that ex isted under this Agreement 

before the occurrence of the force majeure condit ion .

11.2 Responsibi l i t y .  Upon the occurrence and discovery of an event 

providing the basis for a c la im of force majeure, the party making a c la im 

sha l l  n o t i f y  the other party to this Agreement of i t s  claim of force majeure. 

Upon the occurrence o f  an event const itut ing  force majeure that event s h a l l ,  

so far  as poss ib le ,  be remedied w ith a l l  reasonable d i l i gence  and dispatch. 

Except for Purchaser's ob l iga t ions  to make payment of money for Royalty Gi l 

tendered under th is  Agreement and except for Purchaser's ob l iga t ion  to di SDOse 

of Royalty O i l ,  the ob l iga t ions  of the d isabled party to perform under th is  

Agreement, inso fa r  as they are affected by that force majeure, sha l l  be 

suspended from the time that force majeure occurs and for so long as the 

d i s a b i l i t y  caused should have continued had the party c la im ing the existence 

of the force majeure remedied the event prov id ing the basis of the c la im  of 

force majeure with reasonable d i l i g ence  and dispatch, and for no longer .  The 

settlement of s t r ikes  or lockouts or in dus t r ia l  disputes or disturbances w i l l  

be e n t i r e l y  w i th in  the d iscret ion o f  the party having the d i f f i c u l t y ,  ana the 

above requirement that any force majeure sha l l  be remedied with d i l i gence  and

-18-



dispatch sha l l  not require the settlement o f  s t r ikes ,  lockouts, or in dus t r ia l  

disturbances by acceding to the demands o f  any opposing party therein when 

such course i s  inadvisab le i n  the so le d iscret ion  of the disabled party .

ARTICLE X I I  

NOTICES

12.1 Method. A l l  not ices ,  requests, demands or statements sha l l  be in  

w r i t i n g ,  and may be de l ivered persona l ly  to the party to be n o t i f i e d  or may be 

sent by registered or c e r t i f i e d  United States m a i l ,  postage prepaid , with a 

return receipt requested to such party .  Notice deposited in  the mail in  th is  

manner sha l l  be e f fec t ive  upon the exp i ra t ion  seven (7) days a f te r  i t  is  so 

deposited. Notice given in  any other manner shal l be effect ive  only i f  and 

when received by the addressee. For the purposes of not ice ,  the addresses of 

the part ies to th is  Agreement sha l l  be as fo l lows:

I f  to Se l le r :  State o f  Alaska
Commissioner of Natural Resources 
Pouch "M"
Juneau, Al aska 9981 1

Commissioner of Revenue 
Pouch "S"
Juneau, Alaska 9981 1

Director,  D iv is ion of Oi l and Gas 
Pouch 7-034
Anchorage, Alaska 99510

I f  to Purchaser:

GOLDEN VALLEY ELECTRIC ASSOCIATION 
P.O. Box 1249 
Fairbanks, Alaska 99707

12.2 Change of Address. Each party may change i t s  address for notice by 

g i v in g  notice of the change.



c ARTICLE X I I I  

RULES AND REGULATIONS

13.1 fa les and Regulations. This Agreement i s  subject to a l l  present 

and future v a l id  laws, orders, ru les and regu lat ions of the United States, the 

State o f  Alaska, and any du ly constituted agency thereof.

ARTICLE XIV 

SOVEREIGN POWER OF THE STATE

14.1 Sovereign Power of the State. This Agreement and i t s  covenants 

sha l l  not be interpreted as a l im i t  cn the exercise by the State of Alaska of

any of i t s  sovereign or regulatory powers, whether conferred on the State by

cons t i tu t ion ,  statute or regu lat ion ,  inc lud ing but not l im ited to, i ts  

regu latory power over the Leases. The exercise by the State of Alaska of any 

sovereign or regulatory power w i l l  not operate or be deemed to enlarge any 

r igh ts  o f  Purchaser or to l im i t  or impair  any ob l iga t ions  or l i a b i l i t y  of

Purchaser under th is  Agreement except for state statutes enacted a fte r  the 

e f fec t ive  date of th is  Agreement which have a d i rec t  and s i g n i f i c a n t  adverse 

e f fec t  on the a b i l i t y  o f Purchaser to perform an ob l iga t ion  under th is  

Agreement other than the ob l iga t ions  to accept, dispose, and pay for Royalty 

Oil tendered under th is  Agreement.

ARTICLE XV 

SECURITY

15.1 Letter o f  Credit . At least  s ix ty  (60) days before the Date of

F i r s t  De l ive ry ,  unless waived by Se l le r ,  Purchaser shal l  cause to be furnished 

to Se l le r  an i rrevocable stand-by l e t t e r  of c red i t  for the benefi t  of Se l le r ,  

issued by a state or national banking i n s t i t u t io n  of the United States which
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is  a member of the Federal Deposit Insurance Corporation and has an aggreoate 

capita l  and surplus of not less than Cne Hundred M i l l i o n  Dollars 

($100,000,000) , or other banking i n s t i t u t io n  acceptable to Sel ler in  i t s  sole 

d isc re t ion .  The pr inc ipa l  face amount of the l e t t e r  of c red i t  sha l l  i n i t i a l l y  

be Five M i l l i o n ,  Four Hundred Thousand Do l la rs ,  ($5 ,400 ,000) .  The le t t e r  of 

c red i t  sha l l  be substan t ia l l y  in a form sat is factory  to the Commissioner, but 

in any event sha l l  not require any documents to be submitted in support of 

drafts drawn against th is  l e t t e r  of  c red i t  other than the c e r t i f i e d  statement 

of the Commissioner or her designee and the Attorney General of the State of 

Alaska or h is  des ig iee that Purchaser i s  l i a b l e  to Se l le r  for a sum equal to 

the amount of such d r a f t ,  and that that sum i s  due and payable in  f u l l  and has 

not been t ime ly  paid . In the event that Se l le r  should have reasonable grounds 

for assert ing any claims against Purchaser under th is  Agreement and does 

assert those claims in  an aggregate amount in  excess of the aggregate 

p r inc ipa l  face amount of the l e t t e r  of c re d i t  then in  e f fec t ,  Purchaser sha l l 

upon Se l le r ' s  request (whether or not Purchaser may deny, reject or otherwise 

re s is t  such claims) cause the p r inc ipa l  face amount of the le t te r  of c red i t  to 

be increased by an amount equal to the excess. The pr inc ipa l  face amount of 

the le t t e r  o f c red i t  sha l l  a lso be automat ica l ly  increased by Purchaser 

without request from Se l ler  whenever the face amount i s  less than the excected 

Purchase Price of s ix ty  (60) days of Royalty Oil tenders under th is  Agreement, 

to an amount equal to the expected Purchase Price of s ix ty  (60) days of 

Royalty Oil tenders. The p r inc ipa l  face amount of the le t t e r  of c-edit may be 

decreased by Purchaser upon approval of Se l le r  i f  the face amount i s  more than 

the expected Purchase Price of  s ix ty  (60) days o f  Royalty Oil tenders unaer 

this Agreement, to an amount equal to the expected Purchase Price of s ix ty  

(60) days of Royalty Oil tenders. The Commissioner may accept such other or 

add it iona l  secur ity as she, in  her so le d isc re t ion ,  considers adequate to 

protect Se l le r .



ARTICLE XVI 

PREFERENTIAL HIRING AND NON-DISCRIMINATION

16.1 Preferent ia l H i r in g .  Purchaser agrees to h i re  and emnloy Alaska 

residents and Maska companies to the extent they are a va i l a b le ,  w i l l i n g  and 

q u a l i f i e d  fo r  a l l  work performed in  Alaska that i s  performed under or in 

connection with th is  agreement. As used in  th is  agreement "Alaska resident" 

means an ind iv idua l  who has resided in  the State fo r  one year at the time of 

h i r i n g  or employment and "Alaska companies" means those companies who are 

incorporated in  the State o f  Alaska or whose pr inc ipa l  place of business i s  in 

Alaska.

I f  th is  prov is ion i s  determined to be unconst itut ional by a court of competent 

j u r i s d i c t i o n ,  then Purchaser agrees to h i re  and employ Alaska residents and 

Alaska companies to the extent such pre ferent ia l  h i r i n g  is  determined to be 

c o n s t i t u t io n a l .
t

ARTICLE XVII 

APPLICABLE LAW

17.1 Alaska Law. This Agreement sha l l  be governed by and construed in  

accordance with the laws o f  the State of Alaska, excluding any conf l ic t-of- law 

ru le  or p r inc ip le  which might re fer  such construction to the laws of another 

state or country.

17.2 Submission to Ju r isd ic t ion .  Any lega l  action or proceeding a r is in g  

out of or re la t ing  to th is Agreement or fo r  the enforcement of the covenants 

or ob l i g a t io n  of e i ther party must be in s t i tu ted  in a State court of genera1 
j u r i s d i c t i o n  s i t t i n g  in  the State o f  Alaska, and Purchaser hereby irrevocably  

submits to the j u r i s d i c t i o n  of that court in  any such action or proceeding.
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ARTICLE XVII I  

WARRANTIES

18.1 No Warranties. The purchase and sale of Royalty Oil under this 

Agreement is  subject on ly  to the warrant ies of Se l le r  expressly set forth in 

th is  Agreement and Se l le r  d isc la ims and Purchaser waives a l l  other warrant ies ,  

express or imp l ied in  law, whatsoever.

ARTICLE XIX 

Af-ENDf-ENT

19.1 Amendment. This Agreement may be supplemented, amended or modif ied 

a t  any t ime, but on ly  by wr i tten instrument duly executed by the part ies to 

th is  Agreement.

i

ARTICLE XX 

SUCCESSORS AND ASSIGNS

20.1 General P roh ib i t io n. No assignment, pledge or encumbrance of “his 

Agreement sha l l  be made by e i ther  party without f i r s t  obtain ing the wr i tten 

consent of  the other party.  The Commissioner may grant such consent on beha l f  

o f  the Se l le r .  The Commissioner sha l l  have sole and complete d iscret ion  in 

granting or denying a proposed assignment, pledge or encumbrance. Subject to 

the above requirements in th is  A r t i c le ,  th is  Agreement w i l l  be bind ing upon 

and inure to the bene f i t  o f each of the part ies and i t s  successors and 

permitted assigns . In add it ion ,  i f  Purchaser ga ins or acquires a con t ro l l in g  

in te res t  in  an en t i t y  which has an agreement with Se l le r  for the sale of 

Royalty Oil ("Other Agreement"), then Se l le r ,  at  i t s  option and on one year 's  

no t ice ,  may require Purchaser to terminate e i the r  th is  Agreement or the Other 

Agreement. The choice o f  which Agreement to terminate w i l l  be Purchaser's. 

Purchaser may request that Se l le r  waive th is  option in advance of Purchaser 

ga in ing a con t ro l l i n g  in terest in  an en t i t y  which has an agreement with Sel ler
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for the sa le of Royalty O i l .  The Commissioner has sole and complete 

d isc re t ion  in  granting or denying the requested waiver.

ARTICLE XXI 

HEADINGS

21.1 Headi ngs. Headings used in  th is  Agreement are fo r  convenience o n l y  

and sha l l  not a f fec t  the construction of th is  Agreement.

ARTICLE XXII 

RECORDS

22.1 Preservation of  Records. Purchaser wi 11 preserve and mainta in a l l  

books, accounts, and records re la t in g  to or a r is ing  out of the performance of 

th is  Agreement, i nc lud ing  but not l im i te d  to the purchase or sa le of Royalty 

Oil and i t s  re f ined products, for a period of s ix  (6 ) years. Purchaser w i l l  

a lso maintain and preserve a l l  s im i l a r  books, accounts, and records o f  wnich 

i t  has possession belonging to those th i rd  part ies with whom i t  contracts for 

the performance o f  var ious parts o f  this Agreement. Neither Purchaser nor 

Se l le r  sha l l  be requ ired to reta in  any records for more than s ix  ( 6 ) years 

unless retention o f  such records i s  s p ec i f ic a l l y  required by app l icab le  law or 

regu la t ion .  Purchaser sha l l  e i ther maintain i t s  records w i th in  the State of 

Alaska or make such records a va i l a b le  to Sel ler at Purcnaser's p r inc ipa l  

o f f ic e  in  the State of Alaska w i th in  t h i r t y  (30) days a f te r  wr i tten request by 

Sel 1 er .

22.2 Inspection of Records of Parties . Purchaser and Se l le r  w i l l  accord 

to each other and to the i r  authorized agents, attorneys, and aud itors dur ing 

reasonable business hours access to any and a l l  property,  records, books, 

documents, and indexes d i r e c t l y  r e la t in g  to the Purchaser's or Se l le r ' s  

performance of th is  Agreement and which are under the control of the oartv 

from which access i s  desired so that the other party may inspect,  photograph
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and make copies of that property,  records, books, documents and indexes. In 

no event, however, sha l l  Se l le r  be required to d isc lose any in format ion ,  data ,  

or records which are required to be held conf ident ia l  by state law or 

re gu la t io n .  I f  the information obtained by Se l le r  may be held conf ident ia l  

under state or federal law or regu la t ion ,  Purchaser may request that that 

in format ion be held conf ident ia l  by Se l le r .

23.1 Commissioner Finding and Review. In the event that there i s  a 

disagreement about the meaning or app l ic a t ion  of a word, term, or condit ion in 

th is  Agreement, Purchaser w i l l  present the arguments supporting i t s  view in 

w r i t i n g  to the Commissioner for her consideration . The Commissioner w i l l  

subsequently, w i th in  a reasonable t ime, issue a f in d in g  on the meaninq or 

app l ic a t ion  o f  the disputed word, term, or cond it ion ,  sett ing forth the basis 

for  her conclus ions . Purchaser agrees to accept f ind ings by the Commissioner 

under th is  A r t ic le  as long as there i s  substantia l evidence supDorting the 

Commissioner's f in d in gs .

ARTICLE XX I I I  

INTERPRETATION OF TERMS AND CONDITIONS

DATED th is  ? day of 1984.

SELLER: THE STATE OF AL \SKA

Commissioner,
Department Natural Resources

PURCHASER: GOLDEN VALLEY ELtCTRIC ASSOCIATION /  
./ * y //

Michael P. Ke l ly  
General Manager
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M E M O R A N D U M F e b r u a r y  18, 1985

S U B J E C T : S e c t i o n a l  A n a l y s i s  for CS f o r  3 B  152 
( R e s o u r c e s )

TO: S e n a t o r  A r l i s s  S t u r g u l e w s k i  
C h a i r m a n ,  S e n a t e  R e s o u r c e s  C o m m i t t e e

FROM: R a n d a l l  J. M o e n  
L e g i s l a t i v e  C o u n s e l

S e c t i o n  1 T h e  f o l l o w i n g  n e e d  n o t  o c c u r  if a sale of  s t a t e  
r o y a l t y  oil s u b j e c t  to l e g i s l a t i v e  a p p r o v a l  is e x t e n d e d  or 
r e n e w e d  f o r  not m o r e  that t h r e e  m o n t h s  a n d  the e x t e n s i o n  cr 
r e n e w a l  r e l a t e s  to a o n e  y e a r  o r  less p r i o r  sale of oil wit: 
the s a m e  p a r t y  to r e l i e v e  m a r k e t  or s t o r a g e  c o n d i t i o n s :

the1. A  w r i t t e n  f i n d i n g  to the p u b l i c  b y  the d i r e c t o r  of 
d i v i s i o n  of  lands for the 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  
that a s a l e  o f  o i l  w i l l  s e r v e  the b e s t  i n t e r e s t s  of the 
state. (AS 3 8 . 0 5 . 0 3 5 ( e ) )

2. C o m p e t i t i v e  b i d d i n g  b y  the c o m m i s s i o n e r  of n a t u r a l  
r e s o u r c e s  or p r i o r  w r i t t e n  n o t i c e  to the A l a s k a  R o y a l t y  Cr^ 
a n d  Gas D e v e l o p m e n t  A d v i s o r y  B o a r d  o f  r e a s o n s  for w a i v e r  of 
c o m p e t i t i v e  bid d i n g .  (AS 3 8 . 0 5 . 1 8 3 ( a ) )

3. P r i o r  w r i t t e n  n o t i c e  to the p u b l i c  a n d  the A l a s k a  
R o y a l t y  O i l  a n d  Gas D e v e l o p m e n t  A d v i s o r y  B o a r d  of the 
r e a s o n s  w h y  the c o m m i s s i o n e r  of n a t u r a l  r e s o u r c e s  i n t e n d s  to 
s e l l  r o y a l t y  o i l  o t h e r  than b v  c o m p e t i t i v e  bid. (AS 
3 8 . 0 5 . 1 8 3 ( c ) )

4. A  requirement, of  the c o m m i s s i o n e r  of n a t u r a l  r e s o u r c e s  
to s e l l  r o y a l t y  o i l  to a p r o s p e c t i v e  b u y e r  w h o s e  p r o p o s a l  
o f f e r s  m a x i m u m  b e n e f i t s  to the state. (AS 3 8 . 0 5 . 18 3 ( e ) )



S e n a t o r  A r l i s s  S t u r g u l e w s k i  
F e b r u a r y  18, 1985 
p a g e  2

5. R e v i e w  a n d  w r i t t e n  recommendatioia to the l e g i s l a t u r e  bv 
the A l a s k a  R o y a l t y  O i l  a n d  Gas D e v e l o p m e n t  A d v i s o r y  B o a r d .’ 
(AS 3 8 . 0 6 . 0 5 0 ( a ) )

6. P r i o r  w r i t t e n  n o t i c e  to the A l a s k a  R o y a l t y  O i l  a n d  Gas 
D e v e l o p m e n t  A d v i s o r y  B o a r d  b y  the C o m m i s s i o n e r  of  n a t u r a l  
r e s o u r c e s  o f  r e j e c t i o n  o f  a b i d  or a p p l i c a t i o n  for the p u r­
cha s e  of r o y a l t y  oil. (AS 3 8 . 0 6 . 0 6 0 ( b ) )

7. P r i o r  w r i t t e n  n o t i c e  to the A l a s k a  R o y a l t y  O i l  a n d  Gas 
D e v e l o p m e n t  A d v i s o r y  B o a r d  b y  the c o m m i s s i o n e r  o f  n a t u r a l  
r e s o u r c e s  b e f o r e  the w a i v e r  o f  c o m p e t i t i v e  b i d d i n g .  (AS 
3 8 , 0 6 . 050(c))

S e c t i o n  2 T h e  l e g i s l a t u r e  a p p r o v e s  a n d  r a t i f i a s  a three 
m o n t h  e x t e n s i o n  of  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  the S t ate 
of A l a s k a  a n d  G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n ,  Inc.

S e c t i o n  3 On O c t o b e r  1, 1985 the p r o v i s i o n s  of l a w  n o t e d  in 
s e c t i o n  T w i l l  a p p l y  to an  e x t e n s i o n  or r e n e w a l  of n o t  m o r e  
th a n  t h r e e  m o n t h s  o f  sale of o i l  that is s u b j e c t  to a p p r o v a l  
b y  the l e g i s l a t u r e  u n d e r  A S  3 8 . 9 6 . 0 5 5 ( c ) .

S e c t i o n  4 I m m e d i a t e  e f f e c t i v e  date.

RJM: csh 
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(907) 465-4941

H o u se  Sp e c ia l  C o m m it t e e  o n  O il a n d  G as

To: Representative Mike Davis, Chairman

From: Jonathan Sperher, Committee Aide

Date: March 17, 1985

Re: CSSB 152

The Dresent and proposed GVEA royalty oil contracts are both 

predicated on GVEA assiqninq its crude oil to MAPCO, in exchange 
for which MAPCO then sells a share of #4 turbine fuel to GVEA
at a discounted price. Of che 5,000 b/d of crude oil presently
teinu assigned to MAPCO, 625 b/d o r #4 turbine fuel is in return 
sold to GVEA. This represents approximately one-third of GVEA's 

turbine fuel needs, and one-sixth of the utility's total energy 
reeds.

The turbine fuel is sold to GVEA at a discount from MAPCO's standard 
price, and this $550,000 annual discount is oassed throucih to 

GVEA's members as a 1.57% savinqs on their electrical costs. This 
consumer benefit satisfies the best-interest requirements set 
forth in AS 38, and thus serves as the basis and justification 
for the state to sell royalty oil to GVEA.

The product breakoown of the 5,000 b/d of crude oil that MAPCO 
presently receives from GVEA is as follows:

625 b/d #4 turbine fuel sold to GVEA at discount 
1758 b/d other refined products
2617 b/d residual oil

5000 b/d total



The residual oil is returned to the Trans-Alaska Pioeline at 
Fairbanks, and is then reclaimed by MAPCO as whole crude oil at 
Valdez. MAPCO may then exchange this oil for crude oil from the 
North Slope, thereby repeating the process of receiving, refining, 
returning, and exchanging oil. As a penalty for returning lower- 
guality oil into the pipeline, MAPCO pays a guality bank differential 
of 100 per API degree loss. At a 7 deoree guality loss, MAPCO 

would pay a penalty of 700 per barrel.

Each barrel of crude oil refined by MAPCO produces approximately 
5.25 gallons of turbine fuel and 11.18 gallons cf jet fuel and 
diesel/heating oil. The remaining oil is reinjected into the 
pipeline as resid. MAFCO marks-up turbine fuel at about 90/gal.
(from assignment agreement with MAPCO) and jet and diesel/heating 

oil at about 260/gal. (from Alaska Petroleum Product Pricing).
This implies an annual gross profit of about $2,170,000 based 
on 1758 b/d at a mark-up of $3.38 per barrel. Operating and depreciation 

expenses would be deducted from this figure to arrive at MAPCO's 

annual net profit.



H l a s f e a  '  e g t e l a t u r e
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V IC  F IS C H E R
R IC K  H A L FO R D
FR ED  Z H A R O F F

P O U CH  V 
JUNEAU . ALASKA . 99811 

(907) A65-A90;

C o m m i t t e e  o n  : E c S o u r c e £
M E M O R A N D U M F e b r u a r y  19, 1985

T O A l l  M e m b e r s

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

F R O M S t a f f

S enat ces C o m m i t t e e

RE S3 152 " A n  A c t  r e l a t i n g  to e x t e n s i o n  and r e n e w a l  of c e r t a i n  

sales of s t a t e  r o y a l t y  oil; a n d  p r o v i d i n g  for an e f f e c t i v e
d a t e . "

S3 152 is d e s i g n e d  to c o v e r  a time l a p se  b e t w e e n  the e x p i r a t i o n  of the 

s t a t e ' s  r o y a l t y  o i l  c o n t r a c t  w i t h  G V E A  ( G o l d e n  V a l l e y  E l e c t r i c  

A s s o c i a t i o n )  and t h e  e f f e c t i v e  d a t e  of a n e w  c o n t r a c t .  T h e  c u r re n t  

c o n t r a c t  is du e  to e x p i r e  J u n e  30, 1985. T h i s  b i l l  w o u l d  e x t e n d  that 

d a t e  to S e p t e m b e r  30, 1985.

A  b i l l  a p p r o v i n g  a r.ew r o y a l t y  oi l  c o n t r a c t  w i t h  C V E A  is s c h e d u l e d  to be 

i n t r o d u c e d  at the r e q u e s t  of th e  G o v e r n o r  o n  M a r c h  8, 1985. R o y a l t y  oil 

c o n t r a c t s  b e c o m e  e f f e c t i v e  f o u r  m o n t h s  a f t e r  they ..re s i g n e d  w h i c h  m e a n s  

Chat the n e w  c o n t r a c t  c o u l d  n o t  b e c o m e  e f f e c t i v e  b e f o r e  the o r i g i n a l  

e x p i r a t i o n  date.

W h e n  the s t a t e  is t a k i n g  its r o y a l t y  oi l  in k i n d  r a t h e r  than i n  va l u e ,  

S t a t e  r e g u l a t i o n s  r e q u i r e  90 day s  w r i t t e n  n o t i c e  w h e n  the a m o u n t  of o i l  

t a k e n  is g o i n g  to change. (See a t t a c h e d  c o p y  of 11 A A C  8 2 . 7 0 0 [ 2 ] )  If 

the c o n t r a c t  lapse d ,  the s t a te  w o u l d  h a v e  to g i v e  90 days n o t i c e  tha t  it 

w a s  d e c r e a s i n g  the a m o u n t  of oi l  t a k e n  in k i n d  an d  then, w h e n  the 

c o n t r a c t  w a s  signed, w o u l d  h a v e  to gi v e  a n o t h e r  90 days  n o t i c e  that the 

a m o u n t  w a s  g o i n g  to go b a c k  up. T h e s e  n o t i c e  r e q u i r e m e n t s ,  t o g e t h e r  

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

i n t e r r u p t i o n  i n  the s u p p l y  of oil  to GVEA.

Th e  D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  ha s  i s s u e d  f i n d i n g s  that the G V E A

c o n t r a c t  is in the best i n t e r e s t  of the st a t e .  It a p p e a r s  that the

i s s u e of w h e t h e r  the G V E A  c o n c r a c t s  are a g o o d  o r  b a d  d e a l  for the s t a t e

is an i s s u e  that w o u l d  m o r e  properly* be a d d r e s s e d  w h e n  the n e w  c o n t r a c t

is b e f o r e  this body. N o t h i n g  in this b i l l  w o u l d  c o m m i t  the s t a t e  in an y  

w a y  to the n e w  c o ntract.

In thi s  p a c k e c  is a s e c t i o n a l  a n a l y s i s  of the c o m m i t t e e  s u b s t i t u t e  

p r o p o s e d  b y  Sen. C o g h i l l ' s  o f f ic e ;  a m e m o  f r o m  Sen. C o g h i l l ' s  o f f i c e  on 

thi s issue; a c o p y  of the r e l e v a n t  r e g u l a t i o n s ;  a c h a r t  s h o w i n g  the 

c u r r e n t  d i s t r i b u t i o n  of the s t a t e' s  royalty* oil; and a c o p y  of G V E A ' s  

c u r r e n t  c o n t r a c t .



S t a t e  o f  A l a s k a

P O U C H  V 
J U N E A U . A L A S K A  99811 

(9C , <165-494 I

H o u se  Sp e c ia l  C o m m it t e e  o n  O il a n d  G as

HB 233/GSSB 152

Passage of either HB 233 or its companion bill, CSSB 152, would provide 
for an emergency three-month extension of the present GVEA royalty 
oil contract. The best-interest finding of this bill is based on the 
royalty oil being assigned to MAPCO, and MAPCO in turn selling turbine 
fueld to GVEA at a discounted price. This discount results in u 1.57% 
savings to consumers on their electrical costs.

Because this legislation would bypass several procedures relating to 
the disposition of royalty oil, it is worthwhile In review the events 
that led to the introduction of this legislation.

1976 Negotiations take place between the Department of Natural 
Resources end GVEA

1977 GVEA contract is signed

1978 GVEA is eligible tc begin receiving royalty oil; contract
expires six years from date of first receipt

1981 GVEA elects to begin receiving royalty oil, at a rate
of 5,000 b/d

1982 GVEA request 10-year extension of contract

1983 Negotiations take place between the Department of Natural 
Resources and GVEA; Royalty Board reviews the proposed 
contract

1984 The six-year contract expires, and an emergency one-year 
contract is signed

1985 HB 233 and CSSB 152 would provide for an emergency three- 
month extension

I

i



T E R M :

TITLE: Agreement: for So l e  and P u r c h a s e  of R o y a l t y  Oil

3 m o n t h s

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

FACT S H E E T

M A J O R  F A C T S / B E N E F I T S :

a. T h i s  is a r e n e w a l  or c o n t i n u a t i o n  of G V E A ' s  1977 r o y a l t y  
o i l  c o n t r a c t  w h i c h  was the first r o y a l t y  contract. G V E A  
is p r e s e n t l y  r e c e i v i n g  oil and has b e e n  r e c e i v i n g  
c o n t i n u o u s l y  since L9S1.

b. T h e  c o n t r a c t  has sp e c i f i c  " I n  S t a t e  P r o c e s s i n g  Requirement".

c. G u a r a n t e e d  Benefits:

(1) D i r e c t l y  b e n e f i t s  m o r e  than 50,000 I n t e r i o r  residents 
who are c o n s u m e r s  of G V E A  by p r o v i d i n g  G V E A  a lower 
p r i c e  for turbine g e n e r a t o r  fuel.

(2) G V E A 1s fuel d e r i v e d  from the r o y a l t y  oil a g r e e m e n t  
c o s t s  9. less than n e x t  best c o m p e t i t i v e  alternative.

(3) G V E A  saves in excess of $ 5 5 0 , 0 0 0  a ye a r  w h i c h  is pas s e d  
o n  d i r e c t l y  to the c o n s u m e r  v i a  G V E A ' 3 "Cost of Power 
A d j u s t m e n t  (CPAC)" tariff and has be e n  a credit 
a d j u s t m e n t  o n  che last 33 m o n t h l y  e l e c t r i c  billings.

d. F a i r b a n k s  area ele c t r i c  c o n s u m e r s  a e the only m a j o r  g r oup
in A l a s k a  who do not p r e s e n t l y  b e n e f i t  from hydro d e v e l opment, 
p o w e r  cost assist a n c e ,  or a v a i l a b i l i t y  of e c o n o m i c a l  natural 
gas fuels.

e. A l t h o u g h  a p p r o v a l  now seems w i t h i n  our grasp, chere have 
b e e n  s e v e r a l  de l a y s  in the a p p r o v a l  of G V E A ' s  contract. We 
a r e  in a p o s i t i o n  at this late date w h e r e  even if the p r o p o s e d  
c o n t r a c t  is a p p r o v e d  immediately, we will lose our oil su p p l y  
b e c a u s e  of che c r u d e  oil d e n o m i n a t i o n  and r e - n o m i n a c i o n  
r e q u i r e m e n t s  a s s o c i a t e d  w i t h  che l a pse of our c u r rent c o n t r a c t  
a n d  i m p l e m e n t a t i o n  of che n e w  contract. W h e n  DNR g r a n t e d  our 
p r e s e n t  one year c o n c r a c c , they p l e d g e d  cheir best efforts
to in s u r e  chat G V E A  would su f f e r  no c r u d e  flow interruption. 
P a s s a g e  of 5.3. 152 w i l l  insure that the c o m m i t m e n t  is kept.

f. T h e  3 m o n t h  lapse would result in $ 1 2 5 , 0 0 0  to $1.35,000 hi g h e r  
e L e c t r i c  b i l l s ' t o  che G V E A  c o n s u m e r  via G V E A ’s CPAC.



P r e p a r e d  b y :
S e n a t o r  C o g h i l l ' s

. „ O f f i c e  2/19/85
Golden Val ley E lectr ic  Assn.

Contract Extension

SB 152

Golden Vallf.„ and the State of  Alaska negotiated an agreement in 1976 tc 

se l l  5,000 barre ls  per day of  roya lty o i l .  Golden Val ley requested 

royalty o i l  so that crude o i l  might be used as turbine fuel for power 

generation i f  market condit ions made the cost p ro h ib i t i v e .

Golden Val ley d id not exercise i ts  option to purchase un t i l  1981. I t  

assigned i t icon t rac t  r ights to Mapco in exchange for a price discount on 

the turbine fu e l .

This price d iscount , over $500,000 a year , is passed on to i ts  5C,0CQ 

e lectr ic  customers. The Department of Natural Resources has indicatec 

that continued roya lty o i l  sales to GVEA is in the best interest of the 

state because i t  offers maximum benefits to the c i t izens of the State.

The new Golden Val ley contract with the State is a long-term 

noncompetitive bid contract for 10 years. I t  is s t i l l  await ing f in a i  

approval .  This contract w i l l  require l e g i s l a t i v e  approval and w i l l  not 

be ready for that approval u n t i l  March. I t  then must be signed by the 

governor. I t  becomes effect ive four months a f te r  s ign ing .



The exp irat ion date of the ex is t ing  contract is June 30, 1S35.

As part o f  the Prudhoe Bay Unit Agreement of Apr i l  1 , 1971, 90 days 

notice must be given to the producers to switch from in kind taking to 

in value for  a small volume. This is the nomination/denomination 

process.

Notice must be given to the producers by March 31, 1985 under the 

ex is t ing  contract—  i f  i t  expires June 30— in order for  the State to 

return to in value tak ing .

Essent ia l ly  with no extension the royalty o i l  w i l l  stop coming to Golden 

Va l ley .  There w i l l  be a gap between the old and new contract. Thera is 

a four month wa it ing  period before the new contract takes effect so that 

the State may no t i fy  the producers of i ts  desire to take in kind.  In 

addit ion to these problems are the procedural requirements found in the 

b i l l  r e la t in g  to p u b i i _ notice.  Each notice step takes a certain amount 

of time.

This b i l l  w i l l  a l low the Golden Val ley contract to extend for three 

months, enough time for the new contract to take effect and keep the 

prices of turbine fuel down to help lower fuel costs to i ts  customers. 

The le g is l a t io n  is temporary and expires October 1, a time f ixed to 

coincide with the new contract start-up.

I t  is not pract ica l  at th is  time to treat the proposed extension as a 

new disposal due to numerous requirements which would be waived by the 

proposed CS for SB 152.



4 *  ^  M A P C O  P E T R O L E U M ™
A SUaSIO IAfly C r  MAFCO INCA SUaSIO IAfly C r  WAFCO INC

*80 NORTH BELT 

SUITE m

HOUSTON TEXAS 77060 

>7131 931*7,660 

TELEX 794655

F e b r u a r y  15, 1985

S e n a t o r  J o h n  B. (Jack) C o g h i l l  

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

P o u c h  V (MS 3100)

J u n e a u ,  A l a s k a  9 9 81 1

D e a r  S e n a t o r  Coghi ll :

M a p c o  w o u l d  s u p p o r t  l e g i s l a t i o n  i n t r o d u c e d  by- y o u r s e l f  an d  

c o - s p o n s o r e d  b y  S e n a t o r s  B e n n e t t  a n d  F a’nr e n k a m p ,  that w o u l d  e x t e n d  

for three m o n t h s  the t e r m  of the r o y a l t y  o i l  s a l e  c o n t r a c t  b e t w e e n  

the S t a t e  of A l a s k a  an d  G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n ,  Inc. 

T h i s  e x t e n s i o n  w o u l d  e n s u r e  a s t e a d y  s u p p l y  of oil a v a i l a b l e  for 

p r o c e s s i n g  for G o l d e n  V a l l e y ' s  a c c o u n t  u n t i l  the n e w  l ong t erm c o n­

tract is in place.

We a p p r e c i a t e  the e f f o r t s  of the A l a s k a  l e g i s l a t u r e  in this 
regard.

V e r y  t r ul y  yours,

Da-

V i c e  P r e s i d e n t

D K C : j r

j r



BILL SHEFFIELD, GOVERNOR

DEPARTMENT OE NATURAL RESOURCES
P O U C H  M

J U N E A U ,  A L A S K A  3 9 8 1 1  

P H O N E :O F F I C E  O F  T H E  C O M M I S S I O N E R

February 18, 1985

Senator Arliss Sturgulewski, Chairman 

Senate Resources Committee 
Alaska State Senate 
Pouch V
Juneau, Ak 99811

Dear Senator Sturgulewski:

The attached Extension Amencment has been drafted to accommodate a 
proposed extension of the current royalty oil contract between the State 
ana Golden Valley Association, Inc., as contemplated by the proposed 
Committee Substitute for Senate Bill 152. Upon enactment of the 
legislation (including approval by the Governor), I am prepared to execute 
the amendment.

Sincerely yours,

Esther C. Wunnicke 
Commissioner

Department of Natural Resources 

Attachment as stated

cc: Mike Kelly, Golden Valley Electric Assoc., Inc.

1574K



E x t e n s i o n  A m e n d m e n t

T h e  f o l l o w i n g  l a n g u a g e  a m e n d s  che a g r e e m e n t  f o r  the s a l e  a n d  

p u r c h a s e  o f  r o y a l t y  o i l  d a t e d  M a y  9, 1984 b e t w e e n  the S t a t e  of 

A l a s k a  a n d  G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n ,  Inc. :

A R T I C L E  VI 

T E R M

6.1 T e r m . T h i s  A g r e e m e n t  s h a l l  b e c o m e  e f f e c t i v e  
u p o n  e x e c u t i o n  b y  the p a r t i e s .  S u b j e c t  to the o t h e r  
p r o v i s i o n s  c o n t a i n e d  in this A g r e e m e n t ,  S e l l e r ' s  
o b l i g a t i o n  to s e l l  a n d  P u r c h a s e r ' s  o b l i g a t i o n  to b u y  
R o y a l t y  O i l  s h a l l  b e g i n  J u l y  1, 1984 a n d  e n d  J u n e  30,
1 985,

6 . 2  E x t  ens i o n  o f T e t m . U p o n  e n a c t m e n t  o n  or
b e f o r e  M a r c h  28, 1 5 8 5  or l e g i s l a t i o n  a p p r o v i n g  a n d
r a t i f y i n g  a t h r e e - m o n t h  e x t e n s i o n  of  this A g r e e m e n t ,  
S e l l e r ' s  o b l i g a t i o n  to s e l l  a n d  P u r c h a s e r ' s  o b l i g a t i o n  
to b u y  R o y a l t y  O i l  s h a l l  n o t  e n d  u n t i l  S e p t e m b e r  30,
1985, o r  u n t i l  the d a t e  o f  f i r s t  d e l i v e r y  u n d e r  the 
a g r e e m e n t  f o r  the s a l e  a n d  p u r c h a s e  o f  R o y a l t y  O i l  
c o n d i t i o n a l l y  e n t e r e d  i n t o  b y  S e l l e r  a n d  P u r c h a s e r  o n  
F e b r u a r y  8, 1 9 85, w h i c h e v e r  c o m e s  first. As u s e d  in 
t h i s  a r t i c l e ,  " e n a c t m e n t  o f  l e g i s l a t i o n "  is as d e f i n e d  
i n  A S  0 1 . 1 0 . 0 7 0 ( f ) (4).

6 . 3  S e c u r i t y  f o r  E x t e n s i o n  o f  T e r m . S e l l e r  
s h a l l  n o t  b e  o b l i g a t e d  to d e l i v e r  R o y a l t y  O i l  to
P u r c h a s e r  u n d e r  a n y  e x t e n s i o n  o f  the t e r m  o f  this 
A g r e e m e n t  if P u r c h a s e r  f a i l s  b y  M a r c h  28, 1985 to
d e l i v e r  to S e l l e r  e v i d e n c e  t h a t  S e l l e r  m a y  i s s u e  
d r a f t s  a g a i n s t  P u r c h a s e r ' s  A r t i c l e  X V  S e c u r i t y  i n s t r u­
m e n t  u p  to a n d  i n c l u d i n g  N o v e m b e r  30, 1985.

D a t e : _______________________ ____________________________________________
C o m m i s s i o n e r
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s

D a te:
C o l a e n  V a l l e y  E l e c t r i c  
A s s o c i a t i o n ,  Inc.
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R eg is u ,  .45, A p r i l  1933 N A T U R A L  R E S O U R C E S I 1 A A C  32.o o f  
I I A A C  32.700

(2) state lo c a t io n  and  status o f  a l l  past and 
present ac t iv it ies  on  the lease:

(3) in c lu d e  a d e ta i led  report o f  a l l p r o d u c t io n  
d u r in g  the s ix m o n th s  preced ing  the f i l in g  o f  the 
a p p l ic a t io n ;

(4) co n ta in  a de ta i le d  sta tement co ve r in g  the 
en t ire  l i fe  o f  the lease sh ow in g  a ll expenses and 
costs o f  opera t ing  the lease in c lu d in g  all 
roya lt ies and  ov e r r id in g  roya lt ies and  a l l i n c om e  
from  a l l p rodu ced  m ine ra ls  from  the lease; and

(51 in c lu d e  an agreement by  the  a p p l ic a n t  to 
defray the cost o f  p u b l is h in g  a n o t ic e  as 
p rov ided  in  (b) o f  th is sec t io n .

(b) U p o n  rece ip t o f  an a p p l ic a t io n  c o m p ly in g  
w i t h  (a) o f  th is se c t io n ,  the c om m is s io n e r  w i l l  
cause to be p ub l is h ed  a n o t ic e  o f  p u b l i c  hear ing  
i f  requ ired  o n  the ap p l ic a t io n .  T h e  no t ic e  must

(1) state the t im e  and  p lace o f  hear ing;

(2) descr ibe the lands in vo lv ed ;  and

(3) state the nam e o f  the a p p l ic a n t  and  the 
nature o f  the re l ie f  ap p l ie d  for.

(c) T h e  no t ic e  m us t be pub l ished  at least o n ce  
a week for at least tw o  consecu t ive  weeks in 
advance o f  the hear ing  date , w h ic h  must be at 
least 15 days a fte r the last date o f  p u b l i c a t io n ,  
in at least one newspaper o f  general c i r c u la t io n  
in the v ic in i t y  o f  the p r in c ip a l  o f f ic e  o f  the 
d epa r tm en t ,  and  must be posted at that o f f ic e  
fo r the same per iod .

(d) At the t im e  and place spec if ied  in the 
pub l is h ed  no t ic e ,  the com m is s io n e r  w i l l  hear 
ev id ence  offered by  the ap p l ic a n t  and any o th e r  
in terested party .

(0 T h e  com m is s io n e r  must give n o t ic e  o f  the 
f ind ings and  d e te rm in a t io n  to the lessee and  to 
any  o th e r  person w h o  has f i led  a w r it ten  request 
for it . T h e  ac t io n  taken is e ffec t ive  on  the date 
spec if ied  in the no t ic e .  (E ff . 9/5/74, Reg. 5 1; am 
7/22/79. Reg. 71)

A u th o r i t y :  AS  38.05.020 
AS 38.05.140 
AS 38.05.145(a)

11 .AAC 82.670. S U S P E N S IO N  O F

P R O D U C T IO N  O R  O P E R A T IO N S .  'a 
A pp l ic a t io n s  for suspension o f  p ro d u c t io n  or 
opera t ions  u nd e r  AS 38.05.140 must c om p ly  
w ith  1 1 A A C  38.105 and must co n ta in  com p le te  
in fo rm a t io n  s how in g  the necess ity or 
ju s t i f ic a t io n  for the suspension.

(b) W henever the com m is s io n e r  takes an 
a c t io n  und e r  AS 38.05.140. he w i l l  g ive  no t ice  
to the lessee, s pec ify in g  the ac t io n  taken , the 
e f fec t iv e  date o f  it . and the d u ra t io n  o f  any 
suspens ion , and  no te  the ac t ion  in  the status 
record .

(c) N o  lease exp ires because opera t ions  or 
p r o d u c t io n  o r b o th  are suspended und e r  any 
o id e r  or w it h  che assent o f  the comm is s io ne r .  
(Eff . 9/5/74, Reg. S h a m  T '22."9. Reg. T 1 i

A uc lto r itv :  AS 38.05.020 
AS 38.05.140 
AS 38,05. l- t f ia i

11 A A C  82.07J. E F F E C T I V E  D A T E  O F  
L E A S E S  A N D  P E R M IT S .  T h e  e ffec t ive  date or 
a lease or pe rm it  is the first day o f  the montr. 
f o l lo w in g  the dace on  w h ic h  the lease or perm it 
was s igned on  b eha lf  o f  che state o r u p o n  p n o r  
w r it te n  reques t .on  the first day o f  the m o n th  m 
w h ic h  it was s igned on  b e h n l f  o f  A laska, t E ff . 
9/5/74. Reg. 51 )

A u th o r i t y :  AS 38.05.020
AS 38.05. l - f i a i

A R T I C L E  7.
R O Y A L T Y  P R O D U C T S

Sec t io n
700. Tak ing  roya lty  in k in d  
705. B id d in g  m e th o d  
710. N o t ic e  o f  sale 
715. Q ua l i f ic a t io n s

— *1 1  A A C  32.700. T A K IN G  R O Y A L T Y  IN 
K IN D .  R oy a l ty  products taken in k ind  as 
p ro v id ed  by AS 38.05.182 must be taken 
pursuan t to the prov is ions o f  the lease w h ic h  
reserves the ro ya lty  to the state. I f  no  prov is ion  
is made in che lease or in tne regu la t ions dea l ing  
w it h  the products  to be taken, all or any po r t io n  
o f  the state's share m ay . at the o p t io n  o f  the 
comm is s io n e r ,  be taken in k in d  in accordance 
w i t h  the fo l low in g :

t l )  90 days' w r it ten  no t ic e  w i l l  be g iven :o

1 1-283 ' - ■ ‘ "
( c o r r e c t e d  , .  ”
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each lessee o f  the state's e le c t io n  to .take the 
roya lty  produc ts  in  k ind : how eve r , i f  the 
p ro p o r t io n  o f  the s tate ’s share to be taken in 
k in d  exceeds 50 percent o f  the state's share. I 80 
day s ’ n o t ic e  w i l l  be g iven; 
r
I (2) after tak ing  has a c tua l ly  c om m en c e d ,  the 
| am ou n t  to be taken in  k in d  m ay  be increased or 
decreased from  t im e  to  t im e  by no t more than 

. 10 percent u p o n  30 days ’ w r i t te n  n o t ic e  to each 
lessee o f  record , from  10 percen t to 50 percent 
u p o n  90 days ’ w r ir ten  no t ic e ,  and  over 50 

. percent u p o n  180 days’ w r i t ten  no t ic e :

(3) the p roduc ts  mus t be de l ive red  to the 
state o r its des ignated purchaser free o f  charge at 
the po it .t p rov id ed  in the lease fo r d e te rm in a t io n  
o f  the va lue o f  the r o y a l ly  p ro d u c t  i f  the 
p ro d u c t io n  to be taken were pa id  in m oney  
rather than taken in k in d :  the c o n d i t io n  o f  the 
p ro d u c t  must be the same as the non-rova lty  
share at the p o in t  o f  tak ing: the lessee sha l l , i f  
necessary, fu rn is h  safe storage for the ro ya lty  
share free o f  charge for the same d u ra t io n  and  in 
the same m a nn e r  as storage is p rov id ed  for the 
non-roya lty share; w hen  all or part o f  the 
roya lty  p ro d u c t  to be taken consists o f  gas. the 
com m is s io n e r  w i l l  take in to  cons id e ra t io n  the 
effec t chis tak ing may have on the long-term gas 
sup p ly  contracts that the lessee has entered in to .
I E ff . 9/5/74, Reg. 51: am  7/22/79. Reg. 71) 

A u th o r i t y :  AS 38.05.020
AS 38.05.145/a) 
AS 38.05.182

11 A A C  82.705. B I D D IN G  M E T H O D .  R oya lty  
p roducts w h ic h  the com m is s io n e r  de te rm ines  are 
to be so ld by c om p e t i t iv e  b id  w i l l  be o ffe red  for 
sale by sealed b id  o r at p u b l i c  a u c t io n .  (E ff . 
9)5/74. Reg. 51; am 7/22/79. Reg. 71)

A u th o r i t y :  AS 38.05.020
AS 38.05.145(a) 
AS 38.05.183

11 A A C  S2.710. N O T I C E  O F  S A L E .  I f  the 
com m is s io n e r  d e te rm in es  that roya lty  p roducts  
w i l l  be offered for c om p e t i t iv e  sale, no t ic e  o f  
the sale w i l l  be g iven as p rov id ed  by AS 
38.05.345. T h e  no t ic e  must spec ify  a l l the terms 
and co n d i t io n s  o f  the sale, in c lu d in g  the ro ya lty  
produc ts  to be so ld , b id d in g  m e th o d ,  b o n d  re­
qu irem en ts . sale p lace and t im e , m in im u m  b id . 
i f  prescr ibed , and  any  o the r  term or c o n d i t io n  
w h ic h  the c om m is s io n e r  d e te rm ines  necessary

to carry o u t  the purposes o f  AS 38.05.133. 
(E ff . 9/5/74. Reg. 51: am 7/22/79. Reg. 71. am 
3/13/83. Reg. 35: am 3 '30/83. Reg. 35) 
A u th o r i t y :  AS 33.05.020(b) AS  38.05.145

AS 33.05.135(b) AS 38.05.130

11 A A C  82.715. Q U A L I F I C A T IO N S .  A 
purchaser o f  the state ro ya lty  p roduc ts  must 
c o m p ly  w i t h  the q u a l i f i c a t io n  requ irem ents  o f  
11 A A C  82,200 and  must s up p ly  the show ing  
o f  q u a l i f i c a t io n  requ ired  o f  m in e ra l perm ittees 
and lessees by 11 A A C  81.205. (Eff . 9/5/74. 
Reg. 51: am 7/22/79. Reg. 71)

A u th o r i t y :  AS  38.05.020
AS 3S.05.145(a)

A R T I C L E  3.
R E C O R D S  A N D  R E P O R T S

Sec t ion
800. P rodu c t io n  records 
805. Test results 
810. C o n f id e n t ia l i t y  o f  data 
815. Cross-referencing

I I  A A C  82.800. P R O D U C T IO N  R E C O R D S ,
(a) M in e ra l lessees o f  state land shall keep in 
the ir possession accurate books and records 
show in g  the p r o d u c t io n  and d isp os it io n  o f  a ll 
m ine ra ls  p roduced  from the leased land and shall 
p e rm it  the com m is s io n e r  or his agents at all 
reasonab le hours to e x am in e  them .

(b) T h e  com m is s io n e r  w i l l ,  in his d isc re t io n , 
requ ire cop ies  o f  sales contracts and o the r  
agreements w it h  the first bona fide purchaser 
a f fec t ing  p roduced  m ine ra ls  w h ic h  are sub ject to 
roya lt ies . (E ff . 9/5/74. Reg. 51: am 7/22/79. 
Reg. 71)

A u th o r i t y :  AS 38.05.020(bit I ) 
AS 38.05.145(a)

11 A A C  S2.S05. T E S T  R E S U L T S .  The  lessee 
o f  a state-issued m in e ra l lease shall fu rn ish , 
u p o n  request o f  the comm iss ione r ,  a co p y  o f  all 
geo log ica l , g eophys ica l ,  eng ineer ing , and o ther 
factua l data ob ta in ed  from the lease, in c lu d in g  
all p e r t in e n t  tests, records, surveys, and analyses 
co n du c te d  on  or pe r ta in ing  to the leased land or 
p roducts  (Torn it . b u t n o t  in c lu d in g  in terpre ta ­
t ions o f  these items or proprietary’ research data

1 1-234 
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SLA 1980)

d

P u b l i c  L a n d s § 38.06.055

E ffe c t  o f  a m e n d m e n t s .  —  T h e 19S0 
am endm ent, in  su bsection  (a i. su bstitu ted  
" I f  leg is la tive  ap p rova l is  requ ired  by  A S  
38 .06 .055, a”  for "N o ”  a t  the b eg in n in g  o f  
the su bsection , inserted  "n o t ”  p reced in g  
"be  m ade b y ”  nea r the m idd le  o f  the first 
sen ten ce, d eleted  " th e ”  fo llow in g  "A S  
38 .05 .183  w ith ou t" n ea r  the m idd le  o f  the 
first sen ten ce, su bstitu ted  "rev iew  o f  the 
proposed  sale , ex ch an ge , en cu m bran ce  or 
o th er  d isposition  b y "  for  "w ritten  approval 
o f '  in the first sen ten ce, an d  added the s e c ­
ond sen ten ce; in su bsection  (b j, deleted  
"n ot”  fo llow in g  "o il or  g a s  m a y ,”  su b sti­
tuted  ' ' i f '  for  "w ith ou t th e "  preced in g

"p rior  w ritten ,"  and su bstitu ted  "n otice  o f  
the proposed d isapproval is g iven  to "  for  
"ap prova l o f ;  in  su bsection  (c), substitu ted  
"u n less"  fo r "w ;* h o u t  the”  p reced ing  "p r io r  
w ritten ,”  and su bstitu ted  "n otice  o f  
proposed w a iv er  is g iven  to "  for "ap prova l 
o f ;  and d eleted  form er su bsection  (d), 
w h ich  read: "T h e  board  m a y  require con d i­
tions re la tin g  to the sa le , d e livery , tra n s­
portation , o r  re fin in g  or processin g  w ith in  
the state to be included  b y  the com m is­
s ion er  o f  natura l resources in the o ile r  o f  
and  sa le  by  com p etitive  b id d in g  o f  oil or 
gas obta in ed  by the state as  royalty un der 
A S  38 .05 .1 82 ."

N O T E S  T O  D E C IS IO N S

S ta te d  in  M cK in n on  v. A lp etco  Co.. 
Sup. C t. Op. N o. 2-113 (F ile  N o. 5543), G33 
P .2d  281 (1081).

S e c .  38.06.055. L e g i s l a t i v e  a p p r o v a l ,  (a) I n  ad d it 'u n  to the  re com ­
m en d a t io n  by th e  board r e q u ir e d  u n d e r  A S  38.06.050, th e  c om m is ­
s ione r o f n a tu ra l  resources m a y  no t e n te r  in to  a sa le , ex change , or o ther 
d ispos it io n  o f o i l  o r  gas or o f the  r ig h ts  or w a iv e r  o f the  r ig h ts  to rece ive  
fu tu re  p roduc t io n  o f ro y a lt y  o i l  or gas u nd e r  A S  38.05.183 w i t h o u t  the  
p r io r  a p p ro va l o f the  le g is la t  ure . T h e  le g is la t u r e  m ay  approve  a sa le , 
e x change , or o th e r  d isp o s it io n  o f o i l  or gas or o f  the  r ig h ts  or o f  a w a iv e r  
o f  the  r ig h ts  to re ce iv e  fu tu re  p roduc t io n  o f  ro ya lty  o i l  or gas on ly  by 
e n a c t in g  le g is la t io n .

(b> T h e  p ro v is io n s  o f  (a) o f  th is  sect ion  do not a p p ly  to
(1) the  sa le , e x ch ang e , or o th e r  d ispos it io n  o f o i l  or gas for one y e a r  

or less i f  the  sa le , e x ch ange , or o th e r  d ispos it io n  is en te red  in to  to 
r e l ie v e  storage or m a rk e t  cond it ions;

(2) contracts for the  sa le  o f  state-owned ro y a lt y  gas or o i l  th a t  spec ify 
the sa le  and  d e l iv e r y  o f  no t more  th a n

(A) 400 barre ls  o f  c rude  o i l  per day;
(B) 460 barre ls  o f  n a t u r a l  gas l i q u id s  per day; and
(C) 2,400 M c f  o f  n a t u r a l  gas per day ,
(c) A  sa le , e x chang e , or o th e r  d ispos it io n  o f o i l  or gas m ade  u n d e r  

(b)(1) o f  th is  sect ion  m a y  no t be c o n t in u e d  a fter the end o f one y ea r  or 
renew ed  w i t h  the sam e pa rty  to p rov id e  r e l ie f  for m a rk e t  or storage 
co nd it io n s  w i t h o u t  the  p r io r  a p p ro va l of the le g is la t u r e  u n d e r  (a) o f th is  
sect ion . <§ 2 ch 9 S S S L A  1974; am  ii 2 ch 146 S LA  1977; am  5 1 ch 1C. 
S LA  1973; am  s' 6 ch 112 S L A  19S0)

E ffe c t  o f  a m e n d m e n ts . —  T h e  1980 
am endm ent rew rote the section .

O p in io n s  o f  a t to r n e y  g e n e r a l .  — T he 
leg islature  m ay not con d ition .illy  approve 
a con tra ct s in ce  sucii con d ition a l a ccep ­

tance is in law  a rejection  o f  the o ffer  and 
the con tra ct w ou ld  have to be  re iurnea  lor 
ren egotia tion . F ebruary 23 , 1977. Op. 
A l l  y lien .
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(5) w h e n  the  d ire c to r d e te rm in e s  i t  is in  the  best in te res t  of th e  state 
a nd  w i l l  a v o id  in ju s t ic e  to a person or the  h e ir s  or dev isees of a person , 
d ispose o f la n d ,  by d ir e c t  n e g o t ia t io n  to th a t  person w ho  p re sen t ly  uses 
a n d  w ho  used a n d  m a de  im p ro v em e n ts  to t h a t  la n d  before J a n u a r y  3, 
1959 or to the  he irs  or dev isees o f th e  person; the am o u n t  pa id  for the  
la n d  s h a l l  be its fa ir  m a rk e t  v a lu e  on  the  date th a t  the  person f irst 
en te red  the  la nd , as d e te rm in e d  by the  d irector; a parce l of la n d  d is ­
posed o f u n d e r  th is  p a ra g ra p h  s h a l l  be o f a size cons is ten t w i t h  the  
person ’s p r io r  use, b u t  m ay  no t exceed f iv e  acres;

(6) d ispose o f a n  in te re s t  in  la n d  l im i t e d  to use for a g r ic u l t u r a l  
purposes by  lottery;

(7) convey  to an  a d jo in in g  la n d ow n e r  for its fa ir  m a rk e t  v a lu e  a 
r em n a n t  of la n d  th a t  th e  d ire c to r  cons iders u nm a n a g e a b le  or a parce l 
o f la n d  created by a h ig h w a y  right-of-way a l ig n m e n t  or r e a l ig nm e n t ,  
or a parce l created by  th e  v a c a t io n  o f  a state-owned right-of-way i f

(A) the  d irec to r d e te rm in e s  t h a t  i t  is  in  the best in te res ts  o f the  state;
(B) the pa rce l does no t exceed the  m i n im u m  lo t s ize u n d e r  a n  

a p p l ic a b le  z o n in g  code; a nd
(C) the d ire c to r  a n d  the  p la t t i n g  a u th o r i t y  h a v in g  la n d  use p la n n in g  

ju r i s d i c t io n  agree t h a t  co n vey an ce  o f the pa rce l to the a d jo in in g  
la n d ow ne r  w i l l  re su lt  i n  b o u nd a r ie s  th a t  are co n ve n ie n t  for the use o f  
th e  la n d  by the  la n d ow n e r  a n d  com p a t ib le  w i t h  m u n i c i p a l  la n d  use 
n lans;

(8) for good cause ex tend  for up  to 90 days the t im e  for re n ta l  or 
i n s t a l lm e n t  p a ym en ts  by a lessee or p u rchase r  o f state la n d  u n d e r  th is  
cha p te r  i f  rea sonab le  p e n a lt ie s  a n d  in te res t set by  the  d irecto r are pa id;

(9) q u i t c la im  la n d  or a n  in te re s t  i n  la nd  to the federa l g o v e rnm en t  
on  a d e te rm in a t io n  th a t  the  la n d  or the  in teres t in  la n d  was  w ro n g fu l ly  
or e r roneous ly  conveyed  b y  th e  federa l g o v e rnm en t  to the  state.

(c) A  pa rce l o f  la n d  m a y  be conveyed  u n d e r  tb) o f th is  sect ion w i t h o u t  
c la ss i f ic a t io n  or re c la s s if ic a t io n  u n d e r  A S  3S.05.300.

(d) A  pa rce l of la n d  descr ibed  in  (b) (7) o f th is  sect ion  m us t be sold 
a t  i ts  fa ir  m a rk e t  v a lu e  as d e te rm in e d  by the  d irec to r on the  bas is o f 
a n  ap p ra is a l  com p le ted  as p ro v id ed  in  AS  3S.05.840. N o t h in g  in  th is  
subsect ion  p reven ts  the  sa le  o f  la n d  u n d e r  A S  38.05.055 or 38.05.057 
to a person no t q u a l i f y i n g  as an  a d jo in in g  la n d ow ne r  i f  the  a d jo in in g  
la n d ow n e r  d e c l in e s  to pu rchase  th e  la nd .

(e) U pon  a w r i t t e n  f i n d in g  th a t  th e  in terests o f the s tate w i l l  be best 
served the d ire c to r m a y ,  w i t h  th e  consent o f the comm iss ione r ,  
approve  contracts for the sa le , lease , or o the r d isposa l o f a v a i la b le  la n d , 
resources, p roperty  or in te re s ts  in  th em , and , in  a d d it io n  to the c o n d i ­
t ions  and  l im i t a t io n s  im posed  by law , m a y  impose a d d i t io n a l  c o n d i ­
t ions or l im i t a t io n s  i n  the con trac ts  as the  d irec to r d e te rm in es , w i t h  
the  consent o f the c om m is s io n e r ,  w i l l  best serve the  in terests o f  the 
state. A  con trac t for the  sa le , lease, or o the r d isposa l o f a v a i la b le  la n d  
or an  in te res t  in  la n d  is no t l e g a l ly  b in d in g  on the state u n t i l  the
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com m is s io n e r  approves th e  con tra c t  b u t  i f  th e  appra ised  v a lu e  is  no t 
g rea ter th a n  S50.000 in  the  case o f th e  sa le  o f  la r d  or a n  in te res t in  
la n d , or S5.000 i n  the case o f the  a n n u a l  r e n ta l  o f la n d  or in te res t in  
la n d , the  d ire c to r  m a y  execu te  the  con tra c t w i t h o u t  th e  app ro va l o f  th e  
com m is s io n e r .  Before a p u b l i c  h e a r in g ,  i f  h e ld ,  or i n  a n y  case no less 
th a n  21 days before th e  sa le , lease , or o ther d isposa l of a v a i l a b le  la n d ,  
p roperty , resources, or in te res ts  i n  t h em ,  the  d ire c to r  s h a l l  m ak e  a v a i l ­
a b le  to th e  p u b l i c  a w r i t t e n  f i n d in g  th a t  sets ou t th e  facts and  
a p p l ic a b le  la w  u p o n  w h i c h  the  d e te rm in a t io n  th a t  the  sa le , lease, or 
o th e r  d isposa l w i l l  best serve  the  in te res ts  o f the  state was based. A 
w r i t t e n  f in d in g  is no t r e q u ir e d  before the  app ro va l o f

(1) a con tra c t for a n ego t ia ted  sa le  a u th o r iz e d  u n d e r  A S  38.05.115;
(2) a lease o f la n d  for a shore f is he ry  s ite  u n d e r  A S  38.05.082;
(3) a p e rm i t  o r o th e r  a u th o r iz a t io n  revocab le  by  th e  comm iss ione r;
(4) a m in e r a l  c l a im  located u n d e r  A S  38.05.195;
(5) a m in e r a l  le i .se issued  u n d e r  A S  38.05.205; or
(6) a p rod u c t io n  l ic e n se  issued  u n d e r  A S  38.05.207.
(f) T h e  d ire c to r  s h a l l  g r a n t  a pre fe rence  r ig h t  to the  pu rchase  or 

lease w i t h o u t  c om p e t i t iv e  b id  o f  u p  to f iv e  acres of state la n d  to a n  
i n d i v i d u a l  w h o  h as  erected a  b u i l d i n g  on the  la n d  and  used the  la n d  for 
bona  f ide  bus in e s s  purposes for f iv e  o r moi'e years u n d e r  a federa l 
p e rm i t  or w i t h o u t  the  need  for a p e rm i t  and , a f ter s e le c t io n  by th e  state, 
u n d e r  a s tate use perm it, or lease, i f  th e  bus iness  produced no less t h a n  
25 percen t o f t h e  to ta l in c om e  o f the  a p p l i c a n t  for th e  f iv e  years  
p re ced ing  th e  a p p l i c a t io n  to pu rch a se  or lease th e  la n d . T h e  d ire c to r  
s h a l l  se l l or lease the  la n d  a t  a pr ice  dr t e rm in e d  by the  d irec to r to 
rep resen t th e  c u r r e n t  f a ir  m a rk e t  v a lu e  o f the  u n im p to v e d  la n d  b u t  i n  
no e v e n t  less t h a n  the  cost o f  a d m in is t r a t io n  i n c l u d in g  su r ve y  i f  
requ ired . I f  the  d ire c to r  d e te rm in e s  in  a w r i t t e n  f in d in g  th a t  the p u r ­
chase or lease o f th e  la n d  w ou ld  in te r fe re  w i t h  p u b l i c  use by  res idents  
o f the  area , the  d ire c to r  m a y  co n d i t io n  th e  pu rchase  or lease to m i t ig a t e  
the adverse effects on th e  p u b l i c  use or m ay  re ject the  a p p l ic a t io n  for 
the pre ference r ig h t .  A  lease g ran te d  u n d e r  t h is  subsec t ion  m a y  no t be 
for a pe r iod  in  excess o f  50 years . I n  th is  subsect ion , "bus iness 
purposes" m ea n s  a purpose p e rm it t e d  u n d e r  the  c la ss if ic a t io n  o f th e  
la n d  a t  the t im e  the  la n d  w as  en tered . (§ 5 a r t  I I  ch  169 S LA  1959; am  
§ 1 ch 57 S LA  1960: am  2 — 4 ch 61 S L A  1960; am  § 1 ch 55 S LA  
1962; am  § 1 ch 56 S L A  1964; am  § 1 ch 98 S L A  1964; am  § 1 ch 5 S L A  
1965; am  8 1 ch 58 S L A  1965; am  8 1 ch  194 S L A  1968; am  § 1 ch 164 
S LA  1972; n..- §§ 2, 3 ch 257 S L A  1976; am  §§ 1, 2 ch 176 S LA  1978; 
am  § 15 ch  181 S L A  1978; am  § 20 ch 182 S LA  1978; am  § 1 ch 61 S L A  
1930; am  §§ 9 —  13 ch 113 S L A  1981; am  §§ 19, 20, 88 ch 152 S L A  
1984)

K c v is o r 's  n o t e s .  —  In 1981, in su bsec­
tion  (b l (71, th e  w ord "co n v e y "  w as su bsti­
tuted lo r  "d isp ose"  at the b e g in n in g  o f  the

paragraph  and in su bsection  (di, the w ords 
" o f  lan d" w ere  added fo llow in g  "p a rce l"  
un der .-.S 01 .05 .031.

O
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O v errid in g  roy a lty  a s  a ffected  by 
su rrender, fon e itu re . ab an d on m en t, or 
lo r 3 o f  lease . 135 A L U  557.

W h at con stitu tes " ro y a lty "  on o il or pas 
production  w ith in  lan pu ape o f  con v ey a n ce , 
exception  o r  reservation , -I A L R 2d  492.

C onstruction  an d  effect o f  p rov is ion  in 
m inera l lease ex cu sin g  p ay m en t o f  m in i­
m um  ren t or  roya lty , 23 ALIl'Jd 1013.

Soiid  m ineral roy a lty  as  real o r  personal 
property , 63  A L R 2d  723.

Solid  m ineral roy a lty  u n der m in in g  
lease as real o r  personal prop erty  for 
purpose o f  paym ent o f  d am ages in con ­
dem n ation  proceed ings, 63  A L R 2 d  735.

§ 38.05.183

E xpen ses and taxes d ed u ctib le  by  lessee 
in com p u tin g  lessor 's oil and gas r oy a lty  or 
o th er  retu rn , 73 A L R 2 d  1056.

P aym en t o f  stipu lated  m in im u m  
roy a lties  o r  an nu al rental u n der solid  m in ­
era l lease  as p rec lu d in g  lessor 's c la im  o f  
for fe itu re  or  aban d on m en t, 87 A L R 2 d  
1076.

"S h u t-in  roy a ity "  p aym en t p rov ision s in 
o il and gas leases, 96  A L R 2 d  345.

R ig h ts  o f  parties to oil an d  gas lease o r  
roy a lty  deed n fter  ex p ira tion  o f  fixed  term  
w h ere  p rod u ction  tem p orarily  ceases. 100 
A L R 2d  885.

S e c .  38.05.183. S a l e  o f  r o y a l t y ,  fa) T h e  sa le , e x change  or o th e r  
d isposa l of a  m in e r a l  o b ta in e d  by th e  s tate as a  r o y a lt y  u n d e r  A S  
38.05.182, or the  sa le , e x c h a ng e  or o th e r  d isposa l i n  w h o le  or i n  p a r t  
o f  a r ig h t  to rece ive  fu tu re  m in e r a l  p roduc t ion  u n d e r  a state lease 
und e r  th is  chap te r , s h a l l  be by  c om p e t i t iv e  b id  a n d  the  sa le , e x change  
or o the r d isposa l m ade  to the  h ig h e s t  re spons ib le  b idder , except th a t  
com pe t i t iv e  b id d in g  is  no t r e q u ir e d  w h e n  th e  com m is s io n e r ,  a f te r p r io r  
w r i t t e n  no t ice  to th e  A la s k a  R o y a l t y  O i l  a n d  Gas  D e v e lo pm e n t  
A d v is o ry  Board  u n d e r  AS  38.06.1)50, d e te rm in e s  t h a t  the  best in te re s t  
o f the state does not r e q u ir e  it  or t h a t  no com pe t i t io n  ex ists .

(b) W h e n  com p e t i t iv e  b id s  a re  r e q u ire d ,  the  com m is s io n e r ,  a fter 
p r io r  w r i t t e n  no t ice  to the  A la s k a  R o y a l ty  O i l  a n d  Gas D e v e lo pm e n t  
A d v is o ry  Board , m ay  re ject a l l  b id s  on  a d e t e rm in a t io n  th a t  because o f 
the am o u n t  o f  the  b ids , the  la ck  o f r e s p o n s ib i l i t y  on the  pa r t  o f the  
b idders , or for reasons co ns is ten t  w i t h  the  c r i t e r ia  set ou t in  A S  
38.06.070, the  accep tance o f the  b ids  w o u ld  no t be in  th e  best in te res t  
of the  state.

(c) I f  the  c om m is s io n e r  d e te rm in e s  th a t  a sa le , e x chang e  or o th e r  
d isposa l o f a m in e r a l  o b ta in e d  by th e  state as a ro ya lty  u n d e r  A S  
38.05.1S2 or o f  a r ig h t  to re ce iv e  fu tu re  m in e r a l  p rodu c t io n  u n d e r  a 
state lease u n d e r  th is  c h a p te r  s h a l l  be m ade  o th e rw is e  th a n  by c om p e t i ­
t iv e  b id , a nd  the A la s k a  R oy a l ty  O i l  a n d  Gas  D e v e lo pm e n t  A d v is o r y  
Board has been n o t if ied  in  w r i t i n g  o f  th a t  d e te rm in a t io n ,  the  c om m is ­
s io ne r  s h a l l  m a k e  p u b l i c  in  w r i t i n g  the  spec if ic  f i n d in g s  a n d  c o n c lu ­
s ions u pon  w h ic h  th a t  d e t e rm in a t io n  is based.

(d) O i l  or gas taken  in  k in d  by the  state as its ro ya lt y  sha re  m a y  not 
lie sold or o th e rw is e  d isposed of for export from th e  state u n t i l  the  
com m is s io n e r  d e te rm in e s  t h a t  the  roya lty- in-k ind o i l  or gas is s u rp lu s  
to the present a nd  pro jected in t r a s ta te  d om es t ic  a nd  in d u s t r ia l  needs. 
T h e  c om m is s io n e r  s h a l l  m ak e  p u b l i c ,  in  w r i t i n g ,  the  spec if ic  f in d in g s  
and  reasons on w h ic h  the  d e t e rm in a t io n  is based a n d  s h a l l ,  w i t h i n  10 
days of the  c o n v e n in g  o f  a r e g u la r  sess ion o f the le g is la tu r e ,  s u bm it  a 
report s h ow in g  the  im m e d ia t e  a n d  long-range domes t ic  a nd  in d u s t r ia l  
needs ol the  state for o i l  a nd  gas a n d  a n  a n a ly s is  o f h ow  these needs are 
to be met.
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(e) W h e n  a sa le , e x ch a ng e  or o th e r  d isposa l ol'o il or pas taken  i n  k in d  
by  t h e  state as its r o y a lt y  share , or a sa le , e x chang e  or o th e r  d isposa l 
i n  w h o le  or in  pa rt o f  a r ig h t  to re ce iv e  fu tu re  ro ya lty  o i l  or gas, u nd e r  
a state lease u n d e r  th is  chap te r  is m ade  o the r  th a n  by c om p e t i t iv e  b id , 
th e  sa le , e x ch a n g e  or o the r d isposa l s h a l l  be aw a rd ed  by the c om m is ­
s io n e r  to the  prospect ive  b uy e r  whose  proposa l offers th e  m a x im u m  
b en e f i t s  to c i t iz e n s  o f  the  state . T h e  c om m is s io n e r  s h a l l  cons ider

(1) th e  cash v a lu e  offered;
(2) th e  pro jected effects o f  th e  sa le , e x chang e  o r o ther d isposa l on  the  

e co nom y  o f th e  state;
(3) th e  pro jected bene f its  o f r e f in in g  or p rocess ing  the  o i l  or gas i n  

th e  state;
(4) th e  a b i l i t y  o f th e  prospec t ive  b u y e r  to p rov id e  re f ined  products or 

by-products for d is t r ib u t io n  a n d  sa le  i n  th e  state w i t h  p r ice  or s up p ly  
b ene f i ts  to th e  c i t iz e n s  of th e  state; a n d

(5) th e  c r i t e r ia  l is te d  in  A S  33.06.070(a).
(0 T h e  c om m is s io n e r  m a y  no t e n te r  in to  a con tract for the sa le  o f  

r o y a lt y  o i l  u n le s s  th e  con tra c t p ro v id e s  th a t  a n y  m a te r ia l  am e n dm e n t  
to t h e  co n tra c t  t h a t  a p p re c ia b ly  reduces the  co ns id e ra t io n  re ce ived  by 
th e  s ta te  req u ire s  p r io r  ap p ro va l o f  th e  le g is la tu r e .  (§ 1 ch 56 S LA  
1970; am  § 3 ch  9 S S S LA  1974; am  §§ 9, 10 ch 112 S LA  1980; am  5 2 
c h  68 S L A  1984; am  § 2 ch  105 S L A  1984)

R e v is o r 's  n o t e s .  —  E nacted  as A S  
38 05 .363 . R en u m b ered  in 1970.

E f f e c t  o f  a m e n d m e n t s .  —  T h e 1980 
am en d m en t, in su bsection  (a ), su bstitu ted  
"a fte r  p rior  w ritten  n otice  to " for "w ith  the 
p rior  w ritten  approva l o f  and "u n d er  A S  
3 8 .0 6 .0 5 0 " fo r  "w h ere  a p p licab le ,”  nea r  
the end o f  the su bsei tion ; in  su bsection  <b), 
su bstitu ted  "a fte r  prior  w ritten  n otice  to" 
for  "w ith  the p rior  w ritten  approval o f ' ;  in

su bsection  (c), su bstitu ted  "h as been  
n otified  in w ritin g  o f  for "w h ere  
ap p licab le  has a p p roved "; in su bsection  
(d ), delet .d "w ith  the approval o f  the 
A la sk a  R oy a lty  O il and  G a s  D ev elop m en t 
A dviso i..' B oard" fo llow in g  "until the com ­
m ission er"; and added su bsection  le).

T h e  198-1 am endm ents added  an id en ti­
ca l su bsection  (D.

N O T E S  T O  D E C IS IO N S

W a iv e r  o f  c o m p e t it iv e  b id d in g . —  A n  contract to com p etitive  b idd in g ,
in itia l w a iv er  o f  com p etitiv e  b id d in g  and a M cK in n on  v . A lp etco  C o.. Sup. C t. O p. No.
second  w a iv er  p.C the tim e o f  a m en d m en t 2413 (F ile  N o. 5546), 633 P .2d  281 (1981).
removnA ar.y ob lig a tion  to op en  the

S e c .  38.05.184. L im i t a t i o n  o n  o i l  a n d  g a s  le a s e s  i n  c e r t a i n  
a r e a s ,  a n d  r e a c q u i s i t i o n  o f  le a s e s ,  (a) T h e  le g is la t u r e  f ind s  th a t  
K a c h e m a k  B a y  is a n  a rea  o f  e x t ra o rd in a ry  a b u nd a n c e  a n d  d iv e rs i t y  of 
m a r in e  l i fe  t h a t  has  p rov id ed , a n d  w i l l  c o n t in u e  to p rov id e  in  the  
fu tu re ,  a bas is  for one o f  th e  s ta te ’s most im p o r ta n t  c om m e r c ia l  
f isher ies ; t h a t  recent in f o rm a t io n  d isc loses th a t  e v e n  m in u t e  q u a n t i t ie s  
o f o i l  re leased  in to  th e  m a r in e  e n v i r o nm e n t  m a y  be h a rm fu l  to the  
l a r v a l  forms o f crabs and  o the r  m a r in e  l i fe  and  th a t  the  ex is tence of
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(B) th e  r ig h ts  to rece ive  fu tu re  o i l  or gas p roduc t io n  u n d e r  state 
leases; and

(4) re com m end  to the  com m is s io n e r  o f n a tu r a l  resources th e  c o n d i ­
t io ns  r e la t i n g  to th e  sa le , d e l iv e r y ,  t r anspo r ta t io n ,  r e f in in g  or p ro ­
cess ing  o f o i l  or gas w h ic h  the c om m is s io n e r  m ay  in c lu d e  in  th e  offer 
a n d  sa le  o f o i l  or gas o b ta in e d  by th e  state as ro ya lty  u n d e r  A S  
38.05.1S2.

(b) T h e  board  m a y
(1) d ire c t  th e  c om m is s io n e r  of n a t u r a l  resources to so l ic i t  

d e v e lo pm en t  p la n s  o r b ids  cons is ten t w i t h  the c r i t e r ia  set o u t  in  A S  
38.06.070 for

(A) the  sa le , e x ch a n g e  or o th e r  d isposa l o f  o i l  or gas o b ta in e d  by the 
state as ro y a lt y  u n d e r  AS  38.05.182; or

(B) the  sa le , e x chang e  or o th e r  d isposa l o f a l l  or a po r t io n  o f  the 
r ig h ts  to re ce iv e  fu t u r e  o i l  or gas p roduc t io n  u n d e r  a state lease;

(2) em p lo y  an  e x e cu t iv e  d irec to r , a nd  con trac t for the serv ices o f 
profess iona ls , persons w i t h  k n ow le d ge  o f  econom ics  a n d  o th e r  d is c i ­
p l in e s ,  a nd  persons w i t h  te c h n ic a l  s k i l l s  w h o  m ay  be necessary to assist 
th e  board i n  the exerc ise  o f its powers a n d  dut ies; and

(3) adopt r e g u la t io n s  u nd e r  th e  A d m in is t r a t i v e  Procedure Act (AS 
44.62) th a t  are  necessary for the exerc ise o f its powers a n d  du t ies , 1$ 2 
ch  9 SSS LA  1974; am  § 4 ch 112 S L A  19SC)

E ffe c t  o f  a m e n d m e n t s .  —  T he 1980 
am en d m en t rew rote  the section .

S e c .  3S.06.050. B o a r d  r e v i e w  a n d  r e c o m m e n d a t i o n  r e q u i r e d ,  
(a) I f  leg  la t iv e  app ro va l is r e q u ir e d  by A S  38.06.055. a sa le , e x change , 
e n cum b ra n c e ,  or o th e r  d isp os it io n  o f  o i l  or gas or o f the  r ig h ts  or w a iv e r  
o f th e  r ig h ts  to r e ce iv e  fu tu re  p roduc t io n  o f ro ya lty  o i l  or gas m a y  not 
be m ade  by th e  c om m is s io n e r  of n a t u r a l  resources u n d e r  A S  38.05.1 S3 
w i t h o u t  p r io r  r e v iew  o f the  proposed sa le , e x change , e n cum b ra n c e  or 
o th e r  d ispos it io n  by th e  board. A  w r i t t e n  r e c om m end a t io n  of the  board 
on the  proposed sa le , ex change , e n cum b ra n c e  or o th e r  d isp os it io n  of o i l  
or gas or o f  the  r ig h ts  or w a iv e r  o f  the  r ig h ts  to re ce ive  fu tu re  p r o d u c ­
t io n  o f ro y a lt y  o i l or gas s h a l l  be s u bm it t e d  to the  le g is la t u r e  at the  
t im e  a re so lu t io n  a p p ro v in g  the  proposed sale , ex change , e n cum b ra n c e  
or o ther d isp os it io n  is in trodu ced  i n  the le g is la tu re .

(b) B ids  or a p p l ic a t io n s  for the pu rch a se  o f  ro ya lty  o i l  or gas m a y  be 
re jected by  th e  c om m is s io n e r  o f  n a t u r a l  resources i f  p r io r  w r i t t e n  
no t ic e  of th e  proposed d is a pp ro va l is  g iv e n  to the board.

(c) C om p e t i t i v e  b id d in g  i n  a sa le , e x change  or o ther d isp o s it io n  de ­
scr ibed  in  la) o f th is  sect ion  m ay  n o t  be w a iv e d  by the  c om m is s io n e r  o f 
n a t u r a l  resources u n d e r  A S  38.05.183 un le ss  p r io r  w r i t t e n  no t ic e  o f 
proposed w a iv e r  is g iv e n  to the  board .

(d) [ R e p e a le d . ]  (§ 2 ch 9 S S S LA  1974; am  § 5 ch 112 S LA  1980)

E ffe c t  i
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first sen ior 
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o f  in the fi: 
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S U B J E C T :  C o n s t i t u t i o n a l i t y  of  H B  233

TO: H o u s e  S p e c i a l  C o m m i t t e e  on  O i l  a n d  Gas

F R O M :  R a n d a l l  J. M o e n
L e g i s l a t i v e  C o u n s e l  ^  Y)

Y o u  h a v e  a s k e d  w h e t h e r  s e c t i o n  1 of H B  233 v i o l a t e s  A r t i c l e  
II, s e c t i o n  19 o f  the A l a s k a  C o n s t i t u t i o n .  I n  m y  o p i n i o n  it 

do e s  not.

S e c t i o n  1 o f  H B  233 t e m p o r a r i l y  w a i v e s  c e r t a i n  p r o v i s i o n s  of 
l a w  r e l a t i n g  to a p a r t i c u l a r  t y p e  o f  s a l e s  of s t a t e  r o y a l t y  
oil. It s t a t e s :

T h e  f o l l o w i n g  p r o v i s i o n s  o f  l a w  do n o t  a p p l y  to an 
e x t e n s i o n  or  r e n e w a l  o f  n o t  m o r e  t h a n  t h r e e  m o n t h s  o f  a 
s a l e  o f  oil s u b j e c t  to a p p r o v a l  b y  the l e g i s l a t u r e  
u n d e r  A S  3 8 . 0 6 . 0 5 5 ( c ) :  (1) A S  3 8 . 0 5 . 0 3 5 ( e ) ;  (2)
A S  3 8 . 0 5 . 1 8 3 ( a ) ,  ( c ) , a n d  (e); a n d  (3) AS 3 8 . 0 6 . 0 5 0 .

A r t i c l e  II, s e c t i o n  19 of  the A l a s k a  C o n s t i t u t i o n  r e a d s  in 
p art, " T h e  l e g i s l a t u r e  s h a l l  p a s s  n o  l o c a l  o r  s p e c i a l  a c t  if 
a g e n e r a l  a c t  c a n  be  m a d e  a p p l i c a b l e . "  T w o  q u e s t i o n s  
e m e r g e :  Is the l a n g u a g e  o f  s e c t i o n  1 of H B  233 of a s p e c i a l
or l o c a l  n a t u r e ,  a n d  if so, c a n  a g e n e r a l  act b e  m a d e  a p­
p l i c a b l e ?  I w i l l  o n l y  a d d r e s s  the f i r s t  q u e s t i o n .

T h e  two l e a d i n g  A l a s k a  c a s e s  r e g a r d i n g  A r t i c l e  II, s e c t i o n  
19 o f  the A l a s k a  C o n s t i t u t i o n  a r e  S t a t e  v . A b r a m s , 534 P . 2d 
91 ( 1975) a n d  S t a t e  v. L e w i s , 559 P . 2 d  63£) ( 197 7). A b r a m s , 
s upra, d e a l t  w i t h  a l a w  g i v i n g  E a g l e  R i v e r  s p e c i a l  i n c o r p o r­
a t i o n  p r i v i l e g e s .  In L e w i s , su p r a ,  t h e  c o u r t  wa^. f a c e d  w i t h  
a l a w  w a i v i n g  o t h e r  laws for a p a r t i c u l a r  t h r e e  w a y  land 
e x c h a n g e  a g r e e m e n t .  B o t h  c a s e s  a r e  s i m i l a r  in that they 
d e a l t  w i t h  acts w h i c h  on t h e i r  face w e r e  a p p l i c a b l e  to o n l y  
o n e  e n t i t y  or p a r t y  o r  locale. T h i s  c a n  be  d i s t i n g u i s h e u  
f r o m  s e c t i o n  1 of  HB  233 w h i c h  m a y  a p p l y  to a n y o n e  or a n y­
w h e r e  in g e n e r a l .  It is n o t  l i m i t e d  to a n y  o n e  e n t i t y  or



R e p r e s e n t a t i v e  M i k e  D a v i s  
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p a r t y  or l o c a l e .  T h e r e f o r e ,  s e c t i o n  1 is n o t  a " s p e c i a l  or 
l o c a l "  a c t  u n d e r  A r t i c l e  II, s e c t i o n  19 o f  the A l a s k a  
C o n s t i t u t i o n .

R J M : o j b 
J 1 2 / 0 5 1



O f f e r e d :  2 / 2 1 / 8 5
R e f e r r e d :  F i n a n c e

O r i g i n a l  s p o n s o r s :  C o g h i l l ,  B e n n e t t
a n d  F a h r e n k a m p

1 I N  T H E  S E N A T E  B Y  T H E  R E S O U R C E S  C O M M I T T E E

2  C S  F O R  S E N A T E  B I L L  N O .  1 5 2  ( R e s o u r c e s )

3 I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

4  F O U R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  e x t e n s i o n  a n d  r e n e w a l  o f  c e r t a i n

7 s a l e s  o f  s t a t e  r o y a l t y  o i l ;  a n d  p r o v i d i n g  f o r  a n

8 e f f e c t i v e  d a t e . "

9 B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

10 *  S e c t i o n  1. T h e  f o l l o w i n g  p r o v i s i o n s  o f  l a w  d o  n o t  a p p l y  to a n  e x t e n -

11 s i o n  o r  r e n e w a l  o f  n o t  m o r e  t h a n  t h r e e  m o n t h s  o f  a s a l e  o f  o i l  t h a t  is

12 s u b j e c t  t o  a p p r o v a l  b y  t h e  l e g i s l a t u r e  u n d e r  A S  3 8 . 0 6 . 0 5 5 ( c ) :

13 (1) A S  3 8 . 0 5 . 0 3 5 ( e ) ;

14 (2) A S  3 8 . 0 5 . 1 8 3 ( a ) ,  (c), a n d  (e); a n d

15 (3) A S  3 8 . 0 6 . 0 5 0 .

16 *  S ec. 2. A  t h r e e - m o n t h  e x t e n s i o n  o f  t h e  " A g r e e m e n t  f o r  t h e  S a l e  a n d

17 P u r c h a s e  o f  7 i l t y  O i l  b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  G o l d e n  V a l l e y

18 E l e c t r i c  A s s o c i a t i o n ,  I n c . , "  d a t e d  M a y  9, 1 9 8 4 ,  is h e r e b y  a p p r o v e d  a n d

19 r a t i f i e d .

2 0  *  Sec. 3. S e c t i o n  1 o f  t h i s  A c t  is r e p e a l e d  O c t o b e r  1, 1 9 8 5 .

21  *  Sec. 4. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  A S  0 1 . -

2 2  1 0 . 0 7 0 ( c ) .
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I n t r o d u c e d :  2 / 1 2 / 8 5
R e f e r r e d :  R e s o u r c e s

I N  T H E  S E N A T E  B Y  C O G H I L L

S E N A T E  B I L L  NO. 152 

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  "Ar. A c t  r e l a t i n g  to e x t e n s i o n  a n d  r e n e w a l  o f  c e r t a i n

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

e f f e c t i v e  d a t e ."

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1. A S  3 8 . 0 6 . 0 5 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n  to

r e a d :

(e) R e v i e w  a n d  r e c o m m e n d a t i o n  b y  t h e  b o a r d  is n o t  r e q u i r e d  f o r  

a n  e x t e n s i o n  o r  r e n e w a l  o f  n o t  m o r e  t h a n  t h r e e  m o n t h s  o f  a s a l e  o f  o i l  

t h a t  is s u b j e c t  t o  a p p r o v a l  b y  t h e  l e g i s l a t u r e  u n d e r  A S  3 8 . 0 6 . 0 5 5 ( c ) .

*  S e c .  2. A  t h r e e - m o n t h  e x t e n s i o n  o f  t h e  " A g r e e m e n t  f o r  t h e  S a l e  a n d

P u r c h a s e  o f  R o y a l t y  O i l  b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  G o l d e n  V a l l e y  

E l e c t r i c  A s s o c i a t i o n ,  I n c . , "  d a t e d  M a y  9, 1984, is h e r e b y  a p p r o v e d  a n d

r a t i  f i e d .

*  S ec. 3. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  A S  0 1 . -

1 0 . 0 7 0 ( c ) .
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