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Contract Extension

SB 152

Golden Valley and the State of Alaska negotiated an agreement in 1976 to
sell 5,000 barrels per day of royalty oil. Golden Valley requested
royalty oil so that crude oil might be used as turbine fuel for power

generation if market conditions made the cost prohibitive.

Golden Valley did not exercise its option to purchase until 1981. It
assigned iticontract rights to Mapco in exchange for a price discount on

the turbine fuel.

This price discount, over $500,000 a year, 1is passed on to its 50,000
electric customers. The Department of Natural Resources has indicated
that continued royalty oil sales to GVEA is in the best interest of the

state because it offers maximum benefits to the citizens of the State.

The new Golden Valley contract with the State is a long-term
noncompetitive bid contract for 10 years. It is still awaiting final
approval. This contract will require legislative approval and will not
be ready for that approval until March. It then must be signed by the

governor. It becomes effective four months after signing.



The expiration date of the existing contract is June 30, 1985.

As part of the Prudhoe Bay Unit Agreement of April 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 1is the nomination/denomination

process.

Notice must be given to the p~ “icers by March 31, 1985 under the
existing contract- if it expires June 30- in order for the State to

return to in value taking.

Essentially with no extension the royalty oil will stop coming to Golden
Valley. There will be a gap between the old and new contract. There Iis

a four month waiting period before the new contract takes effect so that
the State may notify the producers of its desire to take in kind. In
addition to these problems are the procedural requirements found in the
bill relating to public notice. Each notice step takes a certain amount

of time.

This bill will allow the Golden Valley 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 its customers.
The legislation is temporary and expires October 1, a time fixed to

coincide with the new contract start-up.

It is not practical at this 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.



State of Alaska

POUCH V
JUNEAU. ALASKA 99811
(907) 465-4941

House Special Committee on Qil and Gas

HB 233

Letter of Intent

Passage of this legislation is in no way to be construed as tacit approval
or endorsement having been given to the proDosed 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.



State of Alaska

POUCH V
JUNEAU, ALASKA 99811
(907) 465-4941

House Special Committee on Oil and Gas

To: Representative MikeDavis, Chairman
From:  Jonathan Sperber,Committee Aide
Date:  March 17, 1985

Re: CSSB 152

The Dresent and proposed GVEA royalty oil contracts are both
?redlca_ted on G asmgnmq its crude oil to MAPCO, in exchange
or whichMAPCO then sells a share of #4 turbinefuel to GVEA
at a discounted price. Of the 5,000 b/d of crude oil presently
being assigned to MAPCO, 625 h/d of #4 turbine fuel is in return
sold to GVEA. This represents approximately one-third of GVEA'S

F]Lég%lsne fuel needs, and one-sixth of the utility's total energy

The turbine fuel is sold to GVEA at a discount from MAPCO's standard
rice, and this $550,000 annual discount is Dassed through to
VEA's members as a 1.57% savings on their electrical costs. This
consumer henefit satisfies the best-interest requirements set
forth in AS 38, and }hus serves as the hasis and justification

r

for the state to sell royalty oil to GVEA

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

b/d  #4 turbine fuel sold to GVEA at discount
b/d  other refined products
B;g residual oil

5
8
1
0 total

62
175
261
500



The residual oil 1is returned to the Trans-Alaska Pipeline 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 quality bank differential
of 100 per APl degree loss. At a 7 degree quality loss, MAPCO

would pay a penalty of 700 per barrel.

Each barrel of crude oil refined by MAPCO produces approximately

5.25 ?allons of turbine fuel and 11.18 gallons of jet fuel and
diesel/heating oil. The remaining oil Is reinjected into the

p%peline as resid. MAPCO 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.



State of Alaska

POUCH V
JUNEAU. ALASKA 99811
(907) 465-4941

House Special Committee on Qil and Gas

HB 233/CSSB 152

Passage of either HB 233 or its companion bill, CSSB 152  would Prowde
for an emer(t;encxf three-month extension of the present GVEA rogaly

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 inh a 1.57%
"' ings to consumers on their electrical costs.

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

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

1977 GVEA contract is signed

1978  GVEA is eligible to begin receiving royalty oil; contract
expires siX years from date of firSt receipt

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

1982  GVEA request 10-year extension of contract
1983 Negotiations take place between the Department of Natural
Ezgﬁct)lrjgg?s and GVEA, Royalty Board reviews the proposed

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



State of Alaska

POUCH V
JUNEAU. ALASKA 99811
(907) 465-4941

House Special Committee on Oil and Gas

HB 233
Letter of Intent

Passage o' this legislation is in no way to be construed as tacit apProval
or endorsement having been given to the oroDosed ten-year royalty oi
contract with GVEA. The ten-year contract shall be reviewed exclusively
on Its cwn merits at such time as this contract is presented to the
Legislature.
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Effect of amendments. — The 1980
amendment, in subsection (a), substituted
"If legislative approval is required by AS
38.06.055, a” for "No" at the beginning of
the subsection, inserted "not” preceding
"be made by” near the middle of the first
sentence, deleted "the" following "AS
38.05.183 without” near the middle of the
first sentence, substituted "review of the
proposed sale, exchange, encumbrance or
other disposition by” for "written approval

"prior written,” and substituted "notice of
the proposed disapproval is given to” for
"approval o f; in subsection (c), substituted
"unless” for "without the" preceding "prior
written,” and substituted "notice of
proposed waiver is given to” for "approval
of; and deleted former subsection (d),
which read; "The board may require condi-
tions relating to the sale, delivery, trans-
portation, or refining or processing within
the state to be included by the commis-

of’in the first sentence, and added the sec-  sioner of natural resources in the offer of
ond sentence; in subsection (b), deleted and sale by competitive bidding of oil or
"not" following "oil or gas may,” substi- gus obtained by the state as royalty under
tuted "if for "without the” preceding AS 38.05.182."

NOTES TO DECISIONS

Stated in McKinnon v. Alpetco Co.,
Sup. Ct. Op. No. 2113 (File No. 5546), 633
P.2d 281 (1981).

Sec. 38.06.055. Legislative approval, (a) In addition to the recom-
mendation by the board required under AS 38.06.050, the commis-
sioner ofnatural resources may not enter into a sale, exchange, or other
disposition ofoil or gas or ofthe rights or waiver ofthe rights to receive
future production ofroyalty oil or gas under AS 38.05.183 without the
prior approval of the legislature. The legislature may approve a sale,
exchange, or other disposition ofoil or gas or ofthe rights or ofa waiver
of the rights to receive future production of royalty oil or gas only by
enacting legislation.

(b) The provisions of (a) of this section do not apply to

(1) the sale, exchange, or other disposition of oil or gas for one year
or less if the sale, exchange, or other disposition is entered into to
relieve storage or market conditions;

(2) contracts for the sale of state-owned royalty gas or oil that specify
the sale and delivery of not more than

(A) 400 barrels of crude oil per day;

(B) 460 barrels of natural gas liquids per day; and

(C) 2,400 Mcfof natural gas per day.

(c) A sale, exchange, or other disposition of oil or gas made under
(b)(1) ofthis section may not be continued after the end of one year or
renewed with the same party to provide relief for market or storage
conditions without the prior approval ofthe legislature under (a) ofthis
section. (8§ 2ch 9 SSSLA 1974; am § 2 ch 146 SLA 1977;am § 1ch 131
SLA 1978; am § 6 ch 112 SLA 1980)

Effect of amendments. — The 1980 tance is in law a rejection of the offer and
amendment rewrote the section. the contract would have to be returned for
Opinions of attorney general. — The renegotiation. February 23, 1977, Op.
legislature may not conditionally approve Atty Gen.
a contract since such conditional accep-
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8§ 38.05.035 Public Lands 8§ 38.05.035

(5) when the director determines it is in the bestinterest ofthe state
and will avoid injustice to a person or the heirs or devisees of a person,
dispose ofland, by direct negotiation to that person who presently uses
and who used and made improvements to that land before January 3,
1959 or to the heirs or devisees ofthe person; the amount paid for the
land shall be its fair market value on the date that the person first
entered the land, as determined by the director; a parcel of land dis-
posed of under this paragraph shall be of a size consistent with the
person’s prior use, but may not exceed five acres;

(6) dispose of an interest in land limited to use for agricultural
purposes by lottery;

(7) convey to an adjoining landowner for its fair market value a
remnant of land that the director considers unmanageable or a parcel
of land created by a highway right-of-way alignment or realignment,
or a parcel created by the vacation of a state-owned right-of-way if

(A) the directordetermines thatitis in the bestinterests ofthe state;

(B) the parcel does not exceed the minimum lot size under an
applicable zoning code; and

(C) the director and the platting authority having land use planning
jurisdiction agree that conveyance of the parcel to the adjoining
landowner will result in boundaries that are convenient for the use of
the land by the landowner and compatible with municipal land use
plans;

(8) for good cause extend for up to 90 days the time for rental or
installment payments by a lessee or purchaser of state land under this
chapter if reasonable penalties and interest set by the director are paid;

(9) quitclaim land or an interest in land to the federal government
on adetermination thatthe land or the interestin land was wrongfully
or erroneously conveyed by the federal government to the state.

(c) A parcel ofland may be conveyed under (b) ofthis section without
classification or reclassification under AS 38.05.300.

(d) A parcel of land described in (b) (7) of this section must be sold
at its fair market value as determined by the director on the basis of
an appraisal completed as provided in AS 38.05.840. Nothing in this
subsection prevents the sale of land under AS 38.05.055 or 38.05.057
to a person not qualifying as an adjoining landowner if the adjoining
landowner declines to purchase the land.

(e) Upon awritten finding that the interests ofthe state will be best
served, the director may, with the consent of the commissioner,
approve contracts for the sale, lease, or other disposal ofavailable land,
resources, property or interests in them, and, in addition to the condi-
tions and limitations imposed by law, may impose additional condi-
tions or limitations in the contracts as the director determines, with
the consent of the commissioner, will best serve the interests of the
state. A contract for the sale, lease, or other disposal of available land
or an interest in land'is not legally binding on the state until the

25



&38.05.035 Alaska Statutes &§38.05.035

commissioner approves the contract but if the appraised value is not
greater than $50,000 in the case of the sale of land or an interest in
land, or $5,000 in the case of the annual rental of land or interest in
land, the director may execute the contract without the approval ofthe
commissioner. Before a public hearing, if held, or in any case no less
than 21 days before the sale, lease, or other disposal of available land,
property, resources, or interests in them, the director shall make avail-
able to the public a written finding that sets out the facts and
applicable law upon which the determination that the sale, lease, or
other disposal will best serve the interests of the state was based. A
written finding is not required before the approval of

(1) a contract for a negotiated sale authorized under AS 38.05.115;

(2) a lease of land for a shore fishery site under AS 38.05.082;

(3) a permit or other authorization revocable by the commissioner;

(4) a mineral claim located under AS 38.05.195;

(5) a mineral lease issued under AS 38.05.205; or

(6) a production license issued under AS 38.05.207.

() The director shall grant a preference right to the purchase or
lease without competitive bid of up to five acres of state land to an
individual who has erected a building on the land and used the land for
bona fide business purposes for five or more years under .a federal
permitorwithoutthe need for apermit and, after selection by the state,
under a state use permit or lease, if the business produced no less than
25 percent of the total income of the applicant for the five years
preceding the application to purchase or lease the land. The director
shall sell or lease the land at a price determined by the director to
represent the current fair market value ofthe unimproved land but in
no event less than the cost of administration including survey if
required. If the director determines in a written finding that the pur-
chase or lease ofthe land would interfere with public use by residents
ofthe area, the director may condition the purchase or lease to mitigate
the adverse effects on the public use or may reject the application for
the preference right. A lease granted under this subsection may not be
for a period in excess of 50 years. In this subsection, "business
purposes” means a purpose permitted under the classification of the
land at the time the land was entered. (§ 5artll ch 169 SLA 1959; am
§ 1ch 57 SLA 1960; am 88 2 — 4 ch 61 SLA 1960; am § 1ch 55 SLA
1962; am § 1ch 56 SLA 1964;am 8 1ch 98 SLA 1964;am § 1ch 5SLA
1965; am § 1ch 58 SLA 1965; am § 1ch 194 SLA 1968; am § 1ch 164
SLA 1972; am 88 2, 3 ch 257 SLA 1976; am 88 1, 2 ch 176 SLA 1978;
am 8§ 15ch 181 SLA 1978; am § 20 ch 182 SLA 1978;am 8 1ch 61 SLA
1980; am 88 9 — 13 ch 113 SLA 1981; am 88 19, 20, 88 ch 152 SLA
1984)

Revisor’s notes. — In 1981, in subsec- paragraph and in subsection (d), the words
tion (b) (7), the word "convey” was substi-  "of land” were added following "parcel”
tuted for "dispose” at the beginning of the  under AS 01.05.031.
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Overriding royalty as affected by
surrender, forfeiture, abandonment, or
loss of lease, 135 ALR 557.

What constitutes "royalty" on oil or gas
production within language ofconveyance,
exception or reservation, 4 ALR2d 492.

Construction and effect of provision in
mineral lease excusing payment of mini-
mum rent or royalty, 28 ALR2d 1013.

Solid mineral royalty as real or personal
property, 68 ALR2d 728.

Solid mineral royalty under mining
lease as real or personal property for
purpose of payment of damages in con-

Expenses and taxes deductible by lessee
in computing lessor’s oil and gas royalty or
other return, 73 ALR2d 1056.

Payment of stipulated minimum
royalties or annual rental under solid min-
eral lease os precluding lessor's claim of
forfeiture or abandonment, 87 ALR2d
1076.

"Shut-in royalty" payment provisions in
oil and gas leases, 96 ALR2d 345.

Rights of parties to oil and gas lease or
royalty deed after expiration of fixed term
where production temporarily ceases, 100
ALR2d 885.

demnation proceedings, 68 ALR2d 735.

Sec. 38.05.183. Sale of royalty, (a) The sale, exchange or other
disposal of a mineral obtained by the state as a royalty under AS
38.05.182, or the sale, exchange or other disposal in whole or in part
of a right to receive future mineral production under a state lease
under this chapter, shall be by competitive bid and the sale, exchange
or other disposal made to the highest responsible bidder, except that
competitive bidding is not required when the commissioner, after prior
written notice to the Alaska Royalty Oil and Gas Development
Advisory Board under AS 38.06.050, determines that the best interest
of the state does not require it or that no competition exists.

(b) When competitive bids are required, the commissioner, after
prior written notice to the Alaska Royalty Oil and Gas Development
Advisory Board, may reject all bids on a determination that because of
the amount of the bids, the lack of responsibility on the part of the
bidders, or for reasons consistent with the criteria set out in AS
38.06.070, the acceptance ofthe bids would not be in the best interest
of the state.

(c) If the commissioner determines that a sale, exchange or other
disposal of a mineral obtained by the state as a royalty under AS
38.05.182 or of a right to receive future mineral production under a
state lease underthis chapter shall be made otherwise than by competi-
tive bid, and the Alaska Royalty Oil and Gas Development Advisory
Board has been notified in writing ofthat determination, the commis-
sioner shall make public in writing the specific findings and conclu-
sions upon which that determination is based.

(d) Oil or gas taken in kind by the state as its royalty share may not
be sold or otherwise disposed of for export from the state until the
commissioner determines that the royalty-in-kind oil or gas is surplus
to the present and projected intrastate domestic and industrial needs.
The commissioner shall make public, in writing, the specific findings
and reasons on which the determination is based and shall, within 10
days of the convening of a regular session ofthe legislature, submit a
:jport showing the immediate and long-range domestic and industrial
needs ofthe state for oil and gas and an analysis ofhow these needs are
to be met.
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§ 38.05.184 Alaska Statutes § 38.05.184

(e) When asale, exchange or other disposal ofoil or gas taken in kind
by the state as its royalty share, or a sale, exchange or other disposal
in whole or in part ofaright to receive future royalty oil or gas, under
a state lease under this chapter is made other than by competitive bid,
the sale, exchange or other disposal shall be awarded by the commis-
sioner to the prospective buyer whose proposal offers the maximum
benefits to citizens of the state. The commissioner shall consider

(1) the cash value offered;

(2) the projected effects ofthe sale, exchange or other disposal on the
economy of the state;

(3) the projected benefits of refining or processing the oil or gas in
the state;

(4) the ability ofthe prospective buyer to provide refined products or
by-products for distribution and sale in the state with price or supply
benefits to the citizens of the state; and

(5) the criteria listed in AS 38.06.070(a).

(f) The commissioner may not enter into a contract for the sale of
royalty oil unless the contract provides that any material amendment
to the contract that appreciably reduces the consideration received by
the state requires prior approval of the legislature. (8 1 ch 56 SLA
1970; am 8 3 ch 9 SSSLA 1974; am 88 9,10 ch 112 SLA 1980; am § 2
ch 68 SLA 1984; am § 2 ch 105 SLA 1984)

Revisor’'s notes. — Enacted as AS subsection (c), substituted "has been
38.05.363. Renumbered in 1970. notified in writing of' for "where
Effect of amendments. — The 1980 applicable has approved"; in subsection

amendment, in subsection (@), substituted (d), deleted "with the approval of the
"after prior written notice to” for "with the Alaska Royalty Oil and Gas Development
prior written approval of’ and "under AS Advisory Board” following "until the com-
38.06.050" for "where applicable,” near missioner”; and added subsection (e).

the end of the subsection; in subsection (b), The 1984 amendments added an identi-
substituted "after prior written notice to” cal subsection (f).

for "with the prior written approval of; in

NOTES TO DECISIONS

Waiver of competitive bidding. — An contract to competitive bidding.
initial waiver of competitive bidding and a McKinnon v. Alpetco Co., Sup. Ct. Op. No.
second waiver at the time of amendment 2413 (File No. 5546), 633 P.2d 281 (1981).
removed any obligation to open the

Sec. 38.05.184. Limitation on oil and gas leases in certain
areas, and reacquisition of leases, (a) The legislature finds that
Kachemak Bay is an area ofextraordinary abundance and diversity of
marine life that has provided, and will continue to provide in the
future, a basis for one of the state’s most important commercial
fisheries; thatrecentinformation discloses that even minute quantities
of oil released into the marine environment may be harmful to the
larval forms of crabs and other marine life and that the existence of
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§ 38.06.050 Alaska Statutes § 38.06.050

(B) the rights to receive future oil or gas production under state
leases; and

(4) recommend to the commissioner of natural resources the condi-
tions relating to the sale, delivery, transportation, refining or pro-
cessing of oil or gas which the commissioner may include in the offer
and sale of oil or gas obtained by the state as royalty under AS
38.05.182.

(b) The board may

(1) direct the commissioner of natural resources to solicit
development plans or bids consistent with the criteria set out in AS
38.06.070 for

(A) the sale, exchange or other disposal of oil or gas obtained by the
state as royalty under AS 38.05.182; or

(B) the sale, exchange or other disposal of all or a portion of the
rights to receive future oil or gas production under a state lease;

(2) employ an executive director, and contract for the services of
professionals, persons with knowledge of economics and other disci-
plines, and persons with technical skills who may be necessary to assist
the board in the exercise of its powers and duties; and

(3) adopt regulations under the Administrative Procedure Act (AS
44.62) that are necessary for the exercise ofits powers and duties. (8 2
ch 9 SSSLA 1974; am 8§ 4 ch 112 SLA 1980)

Effect of amendments. — The 1980
amendment rewrote the section,

Sec. 38.06.050. Board review and recommendation required.
(a) Iflegislative approvalis required by AS 38.06.055, a sale, exchange,
encumbrance, or other disposition ofoil or gas or ofthe rights or waiver
of the rights to receive future production of royalty oil or gas may not
be made by the commissioner ofnatural resources under AS 38.05.183
without prior review of the proposed sale, exchange, encumbrance or
other disposition by the board. A written recommendation ofthe board
on the proposed sale, exchange, encumbrance or other disposition of oil
or gas or ofthe rights or waiver ofthe rights to receive future produc-
tion of royalty oil or gas shall be submitted to the legislature at the
time aresolution tpproving the proposed sale, exchange, encumbrance
or other disposition is introduced in the legislature.

(b) Bids or applications for the purchase ofroyalty oil or gas may be
rejected by the commissioner of natural resources if prior written
notice of the proposed disapproval is given to the board.

(c) Competitive bidding in a sale, exchange or other disposition de-
scribed in (a) ofthis section may not be waived by the commissioner of
natural resources under AS 38.05.183 unless prior written notice of
proposed waiver is given to the board.

(d) [Repealed.] (8 2 ch 9 SSSLA 1974; am § 5 ch 112 SLA 1980)
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM March 4, 1985

SUBJECT: Constitutionality of HB 233

TO: House Special Committee on Oil and Gas
FROM Randall J. Moen  « YY)

Legislative Counsel

You have asked whether section 1 of HB 233 violates Article
Il, section 19 of the Alaska Constitution. In my opinion it

does not.

Section 1 of HB 233 temporarily waives certain provisions of
law relating to a particular type of sales of state royalty
oil. It states:

The following provisions of law do not apply to an
extension or renewal of not more than three months of a
sale of oil subject to approval by the legislature
under AS 38.06.055(c): (1) AS 38.05.035(e); (@

AS 38.05.183(a), (c), and (e); and (3) AS 38.06.050.

Article 11, section 19 of the Alaska Constitution reads 1in
part, "The legislature shall pass no local or special act if
a general act can be made applicable.”™ Two questions

emerge: Is the language of section 1 of HB 233 of a special
or local nature, and if so, can a general act be made ap—
plicable? I will only address the first question.

The two leading Alaska cases regarding Article 1l, section
19 of the Alaska Constitution are State v. Abrams, 534 P.2d
91 (1975) and State v. Lewis, 559 P.2d 630 (1977). Abrams,
supra, dealt with a law giving Eagle River special incorpor—
ation privileges. In Lewis, supra, the court was faced with
a law waiving other laws for a particular three way land
exchange agreement. Both cases are similar in that they
dealt with acts which on their face were applicable to only
one entity or party or locale. This can be distinguished
from section 1 of HB 233 which may apply to anyone or any—
where 1in general. It is not limited to any one entity or



Representative Mike Davis
March 4, 1985
Page 2

party or locale. Therefore, section 1 is not a "special or
local”™ act under Article 11, section 19 of the Alaska
Constitution.

RIM:0jb
ai2/051



BILL SHEFFIELD, GOVERNOR

S. =
' \].JZLF.'
DEPARTMENT OF NATURAL RESOURCES oven i
JUNEAU, ALASKA 99811
OFFICE OF THE COMMISSIONER PHONE:

February 18, 1985

Senator Arliss Sturgulewski, Chairman
Senate Resources Committee

Alaska State Senate

Pouch V

Juneau, Ak 99811

Dear Senator Sturgulewski:

The attached Extension Amendment has been drafted to accommodate a
proposed extension of the current royalty oil contract between the State
and 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), | 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

10-J9LH



Extension Amendment

The following language amends the agreement for the sale and
purchase of royalty oil dated May 9, 1984 between the State of
Alaska and Golden Valley Electric Association, Inc.:
ARTICLE VI
TERM

6.1 Term. This Agreement shall become effective
upon execution by the parties. Subject to the other
provisions contained in this Agreement, Seller®s
obligation to sell and Purchaser®"s obligation to buy
Royalty Oil shall begin July 1, 1984 and end June 30,
1985.

6.2 Extension of Term. Upon enactment on or
before March 1985 or legislation approving and
ratifying a three-month extension of this Agreement,
Seller®s obligation to sell and Purchaser®s obligation
to buy Royalty Oil shall not end until September 30,
1985, or until the date of first delivery under the
agreement for the sale and purchase of Royalty Oil
conditionally entered into by Seller and Purchaser on
February 8, 1985, whichever comes first. As used 1in
this article, "enactment of legislation” is as defined
in AS 01.10.070(f)(4).

6.3 Security for Extension of Term. Seller
shall not be obligated to deliver Royalty O0il to
Purchaser under any extension of the term of this
Agreement 1if Purchaser fails by March 28, 1985 to
deliver to Seller evidence that Seller may 1issue
drafts against Purchaser®s Article XV Security instru—
ment up to and including November 30, 1985.

Date:

Commissioner
Department of Natural Resources

Date:

Golden Valley Electric
Association, Inc.



TITLE:

TERM:

y tlo iv\

G tIM

GVEA ROYALTY OIL CONTRACT a/FI IST

FACT SHEET

Agreement: for Sale and Purchase of Royalty Oil

3 months

MAJOR FACTS/BENEFITS:

a.

This 1is a renewal or continuation of GVEA"s 1977 royalty
oil contract which was the first royalty contract. GVEA
is presently receiving oil and has been receiving
continuously since L981.

The contract has specific "In State Processing Requirement™.
Guaranteed Benefits:

(1) Directly benefits more than 50,000 Interior residents
who are consumers of GVEA by providing GVEA a lower
price for turbine generator fuel.

(2) GVEA"s fuel derived from the ro>alty oil agreement
costs 9.47, less than next best competitive alternative.

(3) GVEA saves 1in excess of $550,000 a year which 1is passed
on directly to the consumer via GVEA"s "Cost of Power
Adjustment (CPAC)"™ tariff and has been a credit
adjustment on the last 33 monthly electric billings.

Fairbanks area electric consumers are the only major group

in Alaska who do not presently benefit from hydro development,
power cost assistance, or availability of economical natural
gas fuels.

Although approval now seems within our grasp, there have

been several delays in the approval of GVEA"s contract. We
are in a position at this late date where even if the proposed
contract is approved immediately, we will 1lose our oil supply
because of the crude oil denomination and re-nomination
requirements associated with the lapse of our current contract
and implementation of the new contract. When DNR granted our
present one year contract, they pledged their best efforts

to insure that GVEA would suffer no crude flow interruption.
Passage of S.B. 152 will insure that the commitment 1is kept. -

The 3 month lapse would result in $125,000 to $135,000 higher
electric bills to the GVEA consumer via GVEA X CPAC.



Slastea H>tatf Hegtslature

LEWSKI. Chairman POUCH V
AMP. Vica Chairman JUNEAU, ALASKA 99311
(907) 465-1907

Committee on Resources
MEMORANDUM February 19, 1985

T0 All Members
Senate Resources Committee

FROM Staff
Senat ces Committee

RE SB 152 "An Act relating to extension and renewal of certain
sales of state royalty oil; and providing for an effective
date."

SB 152 1is designed to cover a time lapse between the expiration of the
state®"s royalty oil contract with GVEA (Golden Valley Electric
Association) and the effective date of a new contract. The current
contract is due to expire June 30, 1985. This bill would extend that
date to September 30, 1985.

A bill approving a new royalty oil contract with GVEA is scheduled to be
introduced at the request of the Governor on March 8, 1985. Royalty oil
contracts become effective four months after they are signed which means
that the new contract could not become effective before the original
expiration date.

When the state 1is taking its royalty oil in kind rather than in value,
State regulations require 90 days written notice when the amount of oil
taken is going to change. (See attached copy of 11 AAC 82.700[2]) If
the contract lapsed, the state would have to give 90 days notice that it
was decreasing the amount of oil taken in kind and then, when the
contract was signed, would have to give another 90 days notice that the
amount was going to go back up. These notice requirements, together
with the actual lapse in the contract would cause a substantial
interruption in the supply of oil to GVEA.

The Department of Natural Resources has issuedfindings that the GVEA
contract is in the best interest of the state. It appears that the
issue of whether the GVEA contracts are a good or bad deal for the state
is ar issue that would more properly be addressed when thenew contract
is before this body. Nothing in this bill would commit the state in any
way to the new contract.

In this packet is a sectional analysis of the committee substitute
proposed by Sen. Coghill*s office; a memo from Sen. Coghill®s office on
this issue; a copy of the relevant regulations; a chart shoving the
current distribution of the state®s royalty oil; and a copy of GVEA"s
current contract.
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 18, 1985

SUBJECT: Sectional Analysis for CS for HB 152
(Resources)

TO: Senator Arliss Sturgulewski

Chairman, Senate Resources Committee

FROM: Randall J. Moen
Legislative Counsel

Section 1 The following need not occur if a sale of state
royalty oil subject to legislative approval is extended or
renewed for not more that three months and the extension or
renewal relates to a one year or less prior sale of oil with
the same party to relieve market or storage conditions:

1. A written finding to the public by the director of the
division of lands for the Department of Natural Resources
that a sale of oil will serve the best interests of the
state. (AS 38.05.035(e))

2. Competitive bidding by the commissioner of natural
resources or prior written notice to the Alaska Royalty Oil
and Gas Development Advisory Board of reasons for waiver of
competitive bidding. (AS 38.05.183(a))

3. Prior written notice to the public and the Alaska
Royalty Oil and Gas Development Advisory Board of the
reasons why the commissioner of natural resources intends to
sell royalty oil other than by competitive bid. (AS
38.05.183(c))

4. A requirement of the commissioner of natural resources
to sell royalty oil to a prospective buyer whose proposal
offers maximum benefits to the state. "(AS 38.05.183(e))



Senator Arliss Sturgulewski
February 18, 1985
page 2

5. Review and written recommendation to the legislature bv
the Alaska Royalty Oil and Gas Development Advisory Board.
(AS 38.06.050(a))

6. Prior written notice to Mhe Alaska Royalty 0il and Gas
Development Advisory Board b9 the Commissioner of natural
resources of rejection of a bid or application for the pur—
chase of royalty oil. (AS 38.06.060(b))

7. Prior written notice to the Alaska Royalty 0il and Gas
Development Advisory Board by the commissioner of natural
resources before the waiver of competitive bidding. (AS
38.06.050(c))

Section 2 The legislature approves and ratifies a three
month extension of a royalty oil contract between the State
of Alaska and Golden Valley Electric Association, Inc.

Section 3 On October 1, 1985 the provisions of law noted 1in
section 1 will apply to an extension or renewal of not more

than three months of sale of oil that is subject to approval
by the legislature under AS 38.96.055(c).

Section 4 Immediate effective date.

RJIM: csh
C3/004



Register 85, April 1983

(2) state location and status of all past and
present activities on the lease;

(3) include a detailed report of all production
during the six months preceding the filing of the
application;

(4) contain a detailed statement covering the
entire life of the lease showing all expenses and
costs of operating the lease including all
royalties and overriding royalties and all income
from all produced minerals from the lease; and

(5> include an agreement by the applicant to
defray the cost of publishing a notice as
provided in (b) of this section.

(b) Upon receipt of an application complying
with (a) of this section, the commissioner will
cause to be published a notice of public hearing
if required on the application. The notice must

(1) state the time and place of hearing;
(2) describe the lands involved; and

(3) state the name of the applicant and the
nature of the relief applied for.

(c) The notice must be published at least once
a week for at least two consecutive weeks in
advance of the hearing date, which must be at
least 15 days after the last date of publication,
in at least one newspaper of general circulation
in the vicinity of the principal office of the
department, and must be posted at that office
for the same period.

(d) At the time and place specified in the
published notice, the commissioner will hear
evidence offered by the applicant and any other
interested party.

(0 The commissioner must give notice of the
findings and determination to the lessee and to
any other person who has filed a written request
for it. The action taken is effective on the date
specified in the notice. (Eff. 9/5/74, Reg. 51; am
7122/79. Reg. 71)

Authority: AS 38.05.020

AS 38.05.140
AS 38.05.145(a)
SUSPENSION OF

11 AAC 82.670.

NATURAL RESOURCES

11 AAC 32.P65
11 AAC 82.700

PRODUCTION OR OPERATIONS. ia)
Applications for suspension of production or
operations under AS 38.05.140 must comply
with 11 AAC 88.105 and must contain complete
information showing the necessity or
justification for the suspension.

(b) Whenever the commissioner takes an
action under AS 38.05.140. he will give notice
to the lessee, specifying the action taken, the
effective date of it. and the duration of any
suspension, and note the action in the status
record.

() No lease expires because operations or
production or both are suspended under any
oider or with the assent of the commissioner.
(Eff. 9/5/74, Reg. Sham 7.22/'®, Reg. "1)
Authority: AS 38.05.020
AS 38.05.140
AS 38.05.145ca)

11 AAC 82.675. EFFECTIVE DATE OF
LEASES AND PERMITS. The effective date of
a lease or permit is the first day of the month
following the date on which the lease or permit
was signed on behalf of the state or upon pnor
written request.on the first day of the month in
which it was signed on behalf of Alaska. «Eff.
9/5/74. Reg. 51)

Authority: AS 38.05.020
AS 38.05. |-J-Sta)

ARTICLE 7.
ROYALTY PRODUCTS

Section

700. Taking royalty in kind
705. Bidding method

710. Notice of sale

715. Qualifications

-11 AAC 82.700. TAKING ROYALTY |IN
KIND. Royalty products taken in kind as
provided by AS 38.05.182 must be taken
pursuant to the provisions of the lease which
reserves the royalty to the state, [f no provision
is made in the lease or in the regulations dealing
with the products to be taken, all or any portion
of the state’s share may, at the option of the
commissioner, be taken in kind in accordance
with the following:

(1) 90 days’ written notice will be given to

11-283

(corrected) \
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each lessee of the state’s election to .take the
royalty products in kind: however, if the
proportion of the state’s share to be taken in
kind exceeds 50 percent of the state’s share, 180
days’ notice will be given;
.
I (2) after taking has actually commenced, the
jamount to be taken in kind may be increased or
decreased from time to time by not more than
10 percent upon 30 days’ written notice to each
lessee of record, from 10 percent to 50 percent
upon 90 days’ written notice, and over 50
, percent upon 180 days’ written notice:

(3) the products must be delivered to the

state or its designated purchaser free of charge at
the point provided in the lease for determination
of the value of the royalty product if the
production to be taken were paid in money
rather than taken in kind: the condition of the
product must be the same as the non-royalty
share at the point of taking; the lessee shall, if
necessary, furnish safe storage for the royalty
share free of charge for the same duration and in
the same manner as storage is provided for the
non-royalty share; when all or part of the
royalty product to be taken consists of gas, the
commissioner will take into consideration the
effect this taking may have on the long-term gas
supply contracts that the lessee has entered into.
(Eff. 9/5/74. Reg. 51: am 7/22/79. Reg. 71)
Authority: AS 38.05.020
AS 38.05.145(a)
AS 38.05.182

11 AAC 82.705. BIDDING METHOD. Royalty
products which the commissioner determines are
to be sold by competitive bid will be offered for
sale by sealed bid or at public auction. (Eff.
9/5/74, Reg. 51: am 7/22/79, Reg. 71)

Authority: AS 38.05.020
AS 38.05.145(a)
AS 38.05.183

11 AAC 82.710. NOTICE OF SALE. If the
commissioner determines that royalty products
will be offered for competitive sale, notice of
the sale will be given as provided by AS
38.05.345. The notice must specify all the terms
and conditions of the sale, including the royalty
products to be sold, bidding method, bor.d re-
guirements. sale place and time, minimum bid.
if prescribed, and any other term or condition
which the commissioner determines necessary

NATURAL RESOURCES

Il AAC 82.700
Il AAC 82.805

to carry out the purposes of AS 38.05.183.
(Eff. 9/5/74. Rea. 51; am 7/22/79. Reg. 71; am
3/18/83. Reg. 85: am 3/30/83. Reg. 85)
Authority: AS 38.05.020(b) AS 38.05.145
AS 38.05.135(b) AS 38.05.180

11 AAC 82.715. QUALIFICATIONS. A
purchaser of the state royalty products must
comply with the qualification requirements of
11 AAC 82.200 and must supply the showing
of qualification required of mineral permittees
and lessees by 11 AAC 82.205. (Eff. 9/5/74.
Reg. 51: am 7/22/79. Reg. 71)

Authority: AS 38.05.020
AS 38.05.145(a)

ARTICLE 8.
RECORDS AND REPORTS

Section

800. Production records
805. Test results

810. Confidentiality of data
815. Cross-referencing

11 AAC 82.800. PRODUCTION RECORDS,
(a) Mineral lessees of state land shall keep in
their possession accurate books and records
showing the production and disposition of all
minerals produced from the leased land and shall
permit the commissioner or his agents at all
reasonable hours to examine them.

(b) The commissioner will, in his discretion,
require copies of sales contracts and other
agreements with the first bona fide purchaser
affecting produced minerals which are subject to
royalties. (Eff. 9/5/74. Rea. 51: am 7/22/79.
Reg. 71)

Authority: AS 38.05.020(b)! 1)

AS 38.05.145(a)

11 AAC 82.805. TEST RESULTS. The lessee
of a state-issued mineral lease shall furnish,
upon request of the commissioner, acopy of ail
geological, geophysical, engineering, and other
factual data obtained from the lease, including
all pertinent tests, records, surveys, and analyses
conducted on or pertaining to the leased land or
products from it. but not including interpreta-
tions of these items or proprietary research data

11-284

(corrected)
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MAPCO PETROLEUM, *.

A SUBSIDIARY CP MAPCO INC

mENORTH BELT

SUITE HI

HOUSTON TEXAS 77080
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TELEX 74655

February 15, 1985

Senator John B. (Jack) Coghill
Alaska State Legislature

Pouch vV (MS 3100)

Juneau, Alaska 99811

Dear Senator Coghill:

Mapco would support legislation introduced by yourself and
co-sponsored by Senators Bennett and Fahrenkamp, that would extend
for three months the term of the royalty oil sale contract between
the State of Alaska and Golden Valley Electric Association, Inc.
This extension would ensure a steady supply of oil available for
processing for Golden Valley®s account until the new long term con-—
tract is in place.

We appreciate the efforts of the Alaska legislature in this

regard.

Very truly yours,

Da- .
Vice President

DKC:jr
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Introduced: 2/25/85
Referred: House Special Committee
on Oil & Gas, Resources and Finance

BY M.W. MILLER, FRANK, KOPONEN,
IN THE HOUSE RINGSTAD, SHULTZ AND DAVIS
HOUSE BILL NO. 233
IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL
For an Act entitled: "An Act relating to extension and renewal of <certain
sales of state royalty oil; and providing for an

effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The following provisions of law do not apply to an exten-
sion or renewal of not more than three months of a sale of oilthat is
subject to approval by the legislature under AS 38.06.055(c):

(1) As 38.05.035(e);
(2) As 38.05.183(a), (c), and (e); and
(3) As 38.06.050.

* Sec. 2. A three-month extension of the "Agreement for the Sale and
Purchase of Royalty Oil between the State of Alaska andGolden Valley
Electric Association, Inc.,” dated May 9,1984, is hereby approved and
ratified.

* Sec. 3.Section 1 of this Act is repealed October 1, 1985.

* Sec. 4. This Act takes effect immediately in accordance with AS 01.-

10.070(c).

HB 233 -1- HB 233
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