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T E S T I M O N Y  

B Y  D I R E C T O R ,  D I V I S I O N  O F  O I L  &  G A S  

T O  S E N A T E  R E S O U R C E S  C O M M I T T E E  

O N  S B  2 3 2

R O Y A L T Y  O I L  C O N T R A C T  W I T H  G O L D E N  V A L L Y  E L E C T R I C  A S S O C I A T I O N

A P R I L  1 ,  1 2 8 5

T h a n k  y o u  M a d a m  C h a i r m a n .  F o r  t h e  r e c o r d ,  I ' m  K a y  B r o w n ,  D i r e c t o r  o f  t h e  

D i v i s i o n  o f  O i l  a n d  G a s  f o r  t h e  A l a s k a  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 .  

W i t h  m e  i s  A s s i s t a n t  A t t o r n e y  G e n e r a l  S t e v e  P o r t e r .  I  a p p r e c i a t e  t h i s  

o p p o r t u n i t y  t o  d i s c u s s  t h e  p r o p o s e d  l o n g - t e r m  r o y a l t y  o i l  c o n t r a c t  w i t h  

t h e  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 ,  a l s o  k n o w n  a s  G V E A .

C o n t r a c t  T e r m s

T h e  p r o p o s e d  c o n t r a c t  w o u l d  s e l l  a b o u t  2 . 6 %  o f  t h e  s t a t e ' s  d a i l y  r o y a l t y  

o i l  f r o m  P r u d h o e  B a y  U n i t  —  c u r r e n t l y  a b o u t  5 , 0 0 0  b a r r e l s  a  d a y  —  t o  

G V E A  f o r  1 0  y e a r s .

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

p r o d u c e r s '  c u r r e n t  r e p o r t e d  n e t b a c k  p r i c e s ,  p l u s  f i e l d  c o s t s ,  p l u s  

a d j u s t m e n t s  f o r  t h e  f i n a l  o u t c o m e  o f  t h e  A m e r a d a  H e s s  l i t i g a t i o n ,  p l u s  a  

30e5 p r e m i u m ,  w i t h  a  p r i c e  r e o p e n e r  i n  J u l y  1 2 8 7  a n d  e v e r y  t w o  y e a r s  

t h e r e a f t e r .

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

i n f o r m a t i o n  we h a v e  p r o v i d e d  o n  S B  2 3 2 / H B  2 8 7 ,  w h i c h  s u m m a r i z e s  t h e  m a j o r
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p ro v is io n s  o f  th e  c o n t r a c t .

B a c k g r o u 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 s  a  c o o p e r a t i v e  w h i c h  g e n e r a t e s  

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

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

f u e l  G V E A  p u r c h a s e s  i s  r e f i n e d  d i r e c t l y  f r o m  r o y a l t y  o i l  p u r c h a s e a  u n d e r  

t h e  c o o p e r a t i v e ' s  p r e s e n t  s t a t e  c o n t r a c t .  G V E A  p u r c h a s e s  a d d i t i o n a l  

t u r b i n e  f u e l  d i r e c t l y  f r o m  t h e  M a p c o  r e f i n e r y .

U n d e r  i t s  p r e s e n t  a n d  f o r m e r  s t a t e  r o y a l t y  o i l  c o n t r a c t s ,  G V E A  a s s i g n s  t h e  

r o y a l t y  o i l  t o  M a p c o ,  w h i c h  p r o c e s s e s  t h e  o i l  a t  i t s  N o r t h  P o l e  R e f i n e r y  

a n d  s e l l s  G o l d e n  V a l l e y  t u r b i n e  f u e l  a t  a  d i s c o u n t .  T h e  d i s c o u n t  o n  t h o s e  

p u r c h a s e s  a m o u n t s  t o  a b o u t  $ 5 5 0 , 0 0 0  a n n u a l l y  i n  s a v i n g s  t o  G V E A .  W h e n  

m e a s u r e o  f r o m  t h e  c o n s u m e r ' s  p e r s p e c t i v e ,  t h i s  d i s c o u n t  t r a n s l a t e s  t o  a  

s a v i n g s  o f  a b o u t  1 . 5 %  o n  t h e  a v e r a g e  c o n s u m e r  b i l l .

H i s t o r y  o f  G V E A  S a l e s  a n d  N e g o t i a t i o n s

I  w o u l d  l i k e  t o  b r i e f l y  g i v e  t h e  c o m m i t t e e  s o m e  h i s t o r y  o n  t h e  s t a t e ' s  

r o y a l t y  o i l  s a l e s  w i t h  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 .  T h e  f i r s t  

c o n t r a c t  w i t h  G o l d e n  V a l l e y  w a s  s i g n e d  i n  A p r i l  1 9 7 7 ,  s h o r t l y  a f t e r  

e s t a b l i s h m e n t  o f  t h e  R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d  a n d  

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

G o l d e n  V a l l e y  d i d  n o t  c o m m e n c e  t a k i n g  u n d e r  t h e  c o n t r a c t  u n t i l  J u n e  1 9 8 1 ,  

w h e n  i t  b e g a n  p u r c h a s i n g  5 , 0 0 0  b a r r e l s  p e r  d a y  a n d  a s s i g n i n g  i t  t o  M a p c o .
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T hat c o n t r a c t  e x p ire d  i n  Ju n e  1984.

I n  N o v e m b e r  1 9 8 2 ,  w e l l  i n  a d v a n c e  o f  t h e  e x p i r a t i o n  o f  G o l o e n  V a l l e y ' s  

o r i g i n a l  c o n t r a c t ,  G V E A  r e q u e s t e d  a  1 0 - y e a r  e x t e n s i o n  o f  t h e  c o n t r a c t .  N o  

a c t i o n  w a s  t a k e n  b y  t h e  o u t g o i n g  a d m i n i s t r a t i o n  i n  1 9 8 2 ,  a n d  t h e  n e w  

a d m i n i s t r a t i o n  b e g a n  n e g o t i a t i o n s  w i t h  G o l o e n  V a l l e y  i n  M a r c h  1 9 8 3 .  I n  

N o v e m b e r  1 9 8 3 ,  t h e  d e p a r t m e n t  p u b l i s h e d  a  p u b l i c  n o t i c e  o f  i t s  i n t e n t i o n  

t o  a d o p t  a  n e w  c o n t r a c t  w i t h  G o l d e n  V a l l e y .  T h e  r o y a l t y  b o a r d  r e v i e w e d  

t h e  c o n t r a c t  i n  D e c e m b e r  1 9 8 3 ,  a n d  t h a t  r e v i e w  r e v e a l e a  s p e c i f i c  c o n c e r n s  

b y  b o t h  t h e  p u b l i c  a n d  t h e  b o a r d  m e m b e r s  w i t h  r e s p e c t  t o  t h e  s t a t e ' s  

o p t i o n  o n  r e s i d u a l  o i l  a n d  t h e  r e l a t i o n s h i p  b e t w e e n  M a p c o  a n d  G V E A .  I n  

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

t h e  l o n g - t e r m  G V E A  c o n t r a c t  w a s  n o t  p r e s e n t e d  f o r  l e g i s l a t i v e  a p p r o v a l  i n  

1 9 8 4 .  I n s t e a d ,  a n  i n t e r i m  c o n t r a c t  n o t  r e q u i r i n g  l e g i s l a t i v e  a p p r o v a l  w as  

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

a t  t h e  m e e t i n g  o f  D e c e m b e r  7 ,  1 9 8 3 .  T h a t  i n t e r i m  c o n t r a c t  e x p i r e s  J u n e  

3 0 ,  1 9 8 5 .

I n t e r m i t t e n t  n e g o t i a t i o n s  w e r e  h e l d  o n  t h e  p r o p o s e d  l o n g - t e r m  c o n t r a c t  

d u r i n g  1984. We h a d  p l a n n e d  t o  c o m p l e t e  n e g o t i a t i o n s  s o  t h a t  a p p r o v a l  

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

d a y  o f  t h e  1 9 8 5  s e s s i o n .

O u r  t i m e l i n e  c a l l e d  f o r  a  p r e l i m i n a r y  c o n t r a c t  a n d  f i n d i n g s  t o  b e  

c o m p l e t e d  a n d  a  p r e l i m i n a r y  n o t i c e  t o  b e  p u b l i s h e d  i n  e a r l y  O c t o b e r  1 9 6 4 .  

T h e  f i n a l  c o n t r a c t  a n d  f i n d i n g s  w e r e  t o  b e  a v a i l a b l e  N o v e m b e r  1 6 ,  jl984, 

R o y a l t y  B o a r d  r e v i e w  w a s  s c h e d u l e d  f o r  D e c e m b e r  7 ,  1 9 8 4 ,  a n d  a p p r o v a l
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legislation was to be introduced on the first day of the session. Due to 

denomination deadlines, it was apparent to all the parties that if 

legislative approval did not occur by March 29, 1985, oil aeliveries would 

have to be interrupted.

During September 1984, I informed Golden Valley and Mapco of the time 

pressure under this timeline, and had numerous negotiation sessions with 

representatives of both Golden Valley and Mapco. Draft agreements were 

exchanged, and we believed that agreement had been reached in early 

October 1984. However, at the conclusion of a negotiation session on 

October 9, 1984, Bert Sharp of Golden Valley stated his severe 

reservations about Golden Valley's liability for retroactive adjustments 

to the royalty oil price based on the Amerada Hess litigation. His 

primary objection was that as a regulated public utility, Goloen Valley 

could only pass on to its customers retroactive aajustments for a one-year 

period. Amerada Hess adjustments for purchases older than one year coula 

not be passed on to Golden Valley's customers, ana would cause Goloen 

Valley severe financial aifficulty. Mr. Sharp proposed that the state 

charge an increased price premium but that it waive Amerada Hess 

adjustments. This price term offer was unacceptable to the state, and we 

suggested contract terms that would require Mapco to pay the Amerada Hess 

adjustments.

Negotiations stalled for almost two months at this deadlock. However, on 

November 23, 1984, I wrote to Bert Sharp and stated that an agreement 

among the state, Golden Valley and Mapco looked unlikely. I suggested 

commencing negotiations towards a contract between Golden Valley ana the
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s t a t e ,  w i t h o u t  a n y  a s s i g n m e n t  o f  t h e  o i l  t o  M a p c o .  N e g o t i a t i o n s  r e s u m e d  

i m m e d i a t e l y ,  a n a  o n  N o v e m b e r  2 9 ,  1 9 8 4 ,  a n  a g r e e m e n t  w a s  r e a c h e d  o n  t h e  

t e r m s  n o w  f o u n d  i n  t h e  p r o p o s e d  l o n g - t e r m  c o n t r a c t .  We i m m e o i a t e l y  

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

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

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

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

m i d - M a r c h  1 9 8 5 .

B e n e f i t s  U n d e r  t h e  C o n t r a c t

M a n y  o f  t h e  q u e s t i o n s  t h a t  h a v e  b e e n  r a i s e d  t h u s  f a r  a b o u t  t h e  c o n t r a c t  

c e n t e r  o n  t h e  b e n e f i t s  t o  b e  d e r i v e d  f r o m  t h e  c o n t r a c t  -  w h a t  t h o s e  

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

b e n e f i t s — t h e  s t a t e ,  G V E A  a n d  M a p c o .  I ' d  l i k e  t a  b r i e f l y  s u m m a r i z e  t h e s e  

b e n e f i t s  a s  we p e r c e i v e  t h e m ,  M a d a m  C h a i r m a n .

B e n e f i t s  t o  t h e  S t a t e  c f  A l a s k a

T h e  b e n e f i t s  t o  t h e  S t a t e  a r e  d e s c r i b e d  i n  o u r  f i n a l  f i n d i n g  o f  J a n u a r y  

1 6 ,  1 9 8 5 .  U n d e r  t h e  s t a t u t e s  g o v e r n i n g  r o y a l t y  o i l  a n d  g a s  s a l e s ,  t h e  

c o m m i s s i o n e r  i s  o b l i g a t e d  t o  m a x i m i z e  b e n e f i t s  t o  t h e  c i t i z e n s  i n  a  

n e g o t i a t e d  s a l e .

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

30e5 p r e m i u m  a b o v e  i n - v a l u e ,  w h i c h  m a k e s  t h i s  s a l e  r o u g h l y  e q u i v a l e n t  t o  

t h e  T e s o r o  a n d  C h e v r o n  r o y a l t y  o i l  c o n t r a c t s  a p p r o v e d  b y  t h e  L e g i s l a t u r e
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l a s t  s e s s i o n .  T h e r e  i s  n o  p r i c e  s u b s i d y  t o  G V E A ,  a n d  t o  t h e  e x t e n t  t h a t  

M a p c o  g e t s  t h e  o i l ,  i t  p a y s  m o r e  f o r  t h i s  o i l  t h a n  i t  a o e s  f o r  t h e  o i l  i t  

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

O t h e r  b e n e f i t s  t o  t h e  s t a t e  a r e  e x p l a i n e d  i n  d e t a i l  i n  t h e  f i n a l  f i n a i n g s ,  

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

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

t h e  N o i t h  P o l e  r e f i n e r y  a n d  t h e  u t i l i t y ' s  t u r b i n e s .

B e n e f i t s  t o  G V E A ' s  C o n s u m e r s

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

c o n s u m e r  b e n e f i t s  a e p e n d  o n  G V E A ' s  a s s i g n m e n t  a g r e e m e n t  w i t h  M a p c o ,  w h i c h  

p r o v i d e s  t u r b i n e  f u e l  a t  a  p r i c e  l o w e r  t h a n  w h a t  G V E A  w o u l a  o t h e r w i s e  

p a y .  U n d e r  G V E A ' s  c u r r e n t  c o n t r a c t ,  t h e  s t a t e  i s  u n a b l e  t o  e n f o r c e  t h e  

d e g r e e  o f  a d v a n t a g e  a f f o r d e d  t o  G V E A  s i n c e  t h a t  a g r e e m e n t  i s  b e t w e e n  G V E A  

a n d  M a p c o  o n l y .

E x h i b i t  A  t o  t h e  n e w  c o n t r a c t  i s  a  t h r e e - p a r t y  a g r e e m e n t  s i g n e d  b y  t h e  

s t a t e ,  G V E A  a n d  M a p c o .  E x h i b i t  A r e c o g n i z e s  e x i s t i n g  a g r e e m e n t s  b e t w e e n  

G V E A  a n d  M a p c o .  I n  E x h i b i t  A ,  t h e  s t a t e  c o n s e n t s  t o  t h o s e  a g r e e m e n t s  s o  

l o n g  a s  t h e y  a r e  n o t  m o d i f i e d  t o  r e d u c e  t h e  b e n e f i t s  t o  G V E A ' s  c o n s u m e r s .  

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

r e l a t i o n s h i p  b e t w e e n  G V E A  a n d  M a p c o  c h a n g e  m a t e r i a l l y .

G V E A ' s  b e n e f i t s  c o m e  n o t  f r o m  a  r e d u c e d  s a l e  p r i c e ,  b u t  f r o m  t h e  r e d u c e u  

t u r b i n e  f u e l  p r i c e  M a p c o  g i v e s  G V E A  o n  t h e  t u r b i n e  f u e l  M a p c o  p r o a u c e s
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from GVEA's r o y a l ty  o i l .

G V E A ' s  b e n e f i t  c a n  b e  c a l c u l a t e d  b y  c o m p a r i n g  t w o  p r i c e s .  T h o s e  p r i c e s  

a r e  M a p c o ' s  g e n e r a l  t u r b i n e  f u e l  p r i c e  t o  G V E A  ( w h i c h  c o v e r s  r o u g h l y  h a l f  

o f  G V E A ' s  t u r b i n e  f u e l  n e e d s )  a n d  M a p c o ' s  r e d u c e d  p r i c e  t o  G V E A  f o r  

t u r b i n e  f u e l  p r o c e s s e d  f r o m  G V E A ' s  r o y a l t y  o i l  ( w h i c h  c o v e r s  t h e  o t h e r  

h a l f  o f  G V E A ' s  t u r b i n e  f u e l  n e e d s ) .  S p e c i f i c a l l y ,  t h e  1 9 8 0  P e t r o l e u m  

P r o d u c t s  A g r e e m e n t  b e t w e e n  G V E A  a n d  M a p c o  g e n e r a l l y  o b l i g a t e s  M a p c o  t o  

s e l l  t u r b i n e  f u e l  t o  G V E A  a t  a  p r i c e  o f  M a p c o ' s  a c q u i s i t i o n  c o s t  p l u s  a  

p r o c e s s i n g  f e e .  M a p c o  h a s  r e q u e s t e d  t h a t  w e k e e p  t h a t  e x a c t  p r o c e s s i n g  

f e e  c o n f i d e n t i a l .  A  s e c o n d  1 9 8 0  a g r e e m e n t  b e t w e e n  G V E A  a n d  M a p c o  

o b l i g a t e s  M a p c o  t o  s e l l  G V E A  t u r b i n e  f u e l  p r o c e s s e d  f r o m  G V E A ' s  r o y a l t y  

o i l  a t  a  r e d u c e d  p r o c e s s i n g  f e e .  M a p c o  h a s  a l s o  r e q u e s t e a  t h a t  we k e e p  

t h a t  e x a c t  f e e  c o n f i d e n t i a l .

A l t h o u g h  t h e  e x a c t  p r o c e s s i n g  f e e s  c h a r g e d  b y  M a p c o  a r e  c o n f i d e n t i a l ,  G V E A  

m a n a g e r  B e r t  S h a r p  t e s t i f i e d  M a r c h  2 0  t h a t  t h e  d i f f e r e n c e  i s  b e t w e e n  5  a n d  

6  c e n t s  a  g a l l o n .  M u l t i p l y i n g  t h a t  s a v i n g s  b y  4 2  g a l l o n s  p e r  b a r r e l ,  b y  

6 2 5  b a r r e l s  p e r  d a y ,  a n d  b y  5 6 5  d a y s  p e r  y e a r ,  G V E A  a c h i e v e s  a  y e a r l y  

s a v i n g s  o f  b e t w e e n  $ 4 7 9 , 0 0 0  a n d  $ 5 7 5 , 0 0 0 .  I n  o u r  f i n a l  s a v i n g s ,  o u r  

p e t r o l e u m  e c o n o m i s t  p r o j e c t e d  a n  a n n u a l  s a v i n g s  t o  G V E A  o f  a p p r o x i m a t e l y  

$ 5 5 0 , 0 0 0 .

T h i s  $ 5 5 0 , 0 0 0  y e a r l y  s a v i n g s  t r a n s l a t e s  i n t o  a  b e n e f i t  t o  G V E A ' s  c o n s u m e r s  

o f  . 1 4 4 6 £  p e r  k i l o w a t t  h o u r .  ( T h i s  n u m b e r  i s  o b t a i n e d  b y  d i v i d i n g  t h e  

$ 5 5 0 , 0 0 0  y e a r l y  b e n e f i t  b y  t h e  3 8 0 , 4 1 2 , 0 0 0  kw h t h a t  G V E A  p r o d u c e s  e a c h  

y e a r . )
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M a p c o  w o u l d  a l s o  r e c e i v e  b e n e f i t s  u n d e r  t h e  c o n t r a c t .  M a p c o  w o u l a  g e t  S  
8 7 . 5 %  o f  e a c h  b a r r e l ,  e i t h e r  a s  n o n - t u r b i n e  f u e l  p r o d u c t s  o r  a s  r e t u r n  o i l .

T h e  M a p c o  r e f i n e r y ,  b e c a u s e  o f  i t s  l o c a t i o n  n e a r  t h e  T r a n s  A l a s k a  

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

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

s o - c a l l e d  " r e t u r n  o i l "  t h e n  r e e m e r g e s  a s  w h o l e  o i l  a t  V a l d e z ,  w i t h  M a p c o  

p a y i n g  a  $ . 1 0  p e r  d e g r e e  q u a l i t y  b a n k  d i f f e r e n t i a l  p e n a l t y .

We d i d  n e g o t i a t e  a n  o p t i o n  t o  p u r c h a s e  t h e  r e t u r n  o i l  i n t o  t h e  n e w  G V E A

c o n t r a c t .  H o w e v e r ,  a l t h o u g h  t h e  o p t i o n  t o  p u r c h a s e  r e t u r n  o i l  i s  e m b o c a e a
/

i n  S e c t i o n  3 . A o f  t h e  n e w  G V E A  c o n t r a c t ,  t h e  s t a t e  h a s  a g r e e o  i n  E x h i b i t  A  

t h a t  we w i l l  n o t  e x e r c i s e  t h a t  o p t i o n  i n  r e t u r n  f o r  M a p c o  p a y i n g  A m e r a d a  

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

t u r b i n e  f u e l  u s e d  b y  G V E A .

A s  I  m e n t i o n e d  a  m o m e n t  a g o ,  t h e  n e g o t i a t i o n s  w e r e  d e a a l o c k e d  f o r  s e v e r a l  

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

b r e a k  t h e  d e a d l o c k .

W i t h  r e s p e c t  t o  r e f i n e r y  p r o f i t s  m a d e  b y  M a p c o  o f f  t h e  G V E A  c o n t r a c t ,  i t  

i s  n o t  p o s s i b l e  t o  c a l c u l a t e  t h e  p r o f i t a b i l i t y  o f  a  r e f i n e r y  b a s e a  s o l e l y  

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

R e s o u r c e s  h a s  a c c e s s  t o  s o m e  c o n f i d e n t i a l  i n f o r m a t i o n  p r o v i d e d  b y  M a p c o ,

%



w e a r e  o b l i g a t e d  t o  h o l d  t h i s  i n f o r m a t i o n  c o n f i d e n t i a l  u n d e r  A S  3 8 . 0 3 . 0 3 3  

a t  M a p c o ' s  r e q u e s t .  H o w e v e r ,  c o n s i d e r i n g  t h o s e  c o n s t r a i n t s ,  we h a v e  

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

M a p c o ' s  r e f i n i n g  p r o f i t s  w e r e  e x a m i n e d  i n  t h e  F e b r u a r y  1 9 8 3  r e p o r t  

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

R e s o u r c e s  C o m m i t t e e .  T h a t  d o c u m e n t  w a s  a u t h o r e d  b y  M e s s e r s .  P e r n e l a  a n d  

D e l o n g ,  b o t h  o f  w h o m  a r e  f o r m e r  e m p l o y e e s  o f  N o r t h  P o l e  R e f i n i n g .  A s  c a n  

b e  s e e n  i n  t h e  r e p o r t  a n d  t h e  r e s p o n s e s  o f  M a p c o  a n d  T e s o r o  t o  t h a t  

d o c u m e n t ,  t h e  p r o f i t i b i l i t y  o f  a  r e f i n e r  i s  n e a r l y  i m p o s s i b l e  t o  i n f e r  

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

T h i s  h a s  p r o v e n  t r u e  e v e n  t h o u g h  t h e  a u t h o r s ,  a s  f o r m e r  e m p l o y e e s  o f  

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

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

r e p o r t  -  4 6 %  -  a n d  M a p c o ' s  s t a t e d  r e t u r n  c o  i n v e s t m e n t  o f  1 3 %  t o  1 7 %  ( s e e  

M a p c o ' s  l e t t e r  t o  S e n .  F a h r e n k a m p  o f  A p r i l  8 ,  1 9 8 3 ) .

L i k e  m o s t  r e f i n e r s ,  M a p c o  d o e s  n o t  m a k e  a v a i l a b l e  t o  t h e  p u b l i c  s e p a r a t e  

a c c o u n t s  o f  i t s  v a r i o u s  o p e r a t i o n s  s u c h  a s  t h e  N o r t h  P o l e  r e f i n e r y .  W h i l e  

M a p c o ' s  o v e r a l l  p r o f i t a b i l i t y  i s  s t a t e d  i n  i t s  a n n u a l  r e p o r t s ,  t h e  p r o f i t s  

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

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

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

F o r  t h i s  r e a s o n  M e s s e r s .  P e r n e l a  a n d  D e l o n g  w e r e  f o r c e d  t o  r e l y  o n  a  

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

o f  t h e  N o r t h  P o l e  r e f i n e r y ,  a  s u p p o s e d  c o s t  o f  c a p i t a l ,  a n d  t h e  a o j u s t e d



o p e r a t i n g  c o s t s  o f  r e f i n e r s  i n  t h e  c o n t i n e n t a l  U n i t e d  S t a t e s ,  a m o n g  o t h e r  

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

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

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

t h e  i r r e l e v a n c e  o f  o p e r a t i n g  c o s t s  i n  o t h e r  p a r t s  o f  t h e  U . S .  a n d  t h e  

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

o v e r  p a r t  o f  t h e  s t u o y  p e r i o d .

A l t h o u g h  M a p c o ' s  a p p a r e n t  m a r k u p  c a n  b e  f o u n d  b y  c o m p a r i n g  t h e i r  w h o l e s a l e  

p r i c e s  w i t h  t h e  a q u i s i t i o n  c o s t  o f  c r u d e  o i l ,  a  n e t  p r o f i t  p e r  b a r r e l  

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

o f  t h e  r e f i n e r y  a s  w e l l  a s  t h e  m e t h o a  o f  a m o r t i z a t i o n .  M a p c o  h a s  n o t  

v o l u n t e e r e d  t h i s  i n f o r m a t i o n  t o  d a t e .

S i n c e  t h e  i n f o r m a t i o n  a v a i l a b l e  t o  D N R  c o n c e r n i n g  M a p c o ' s  p r o f i t a b i l i t y  

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

q u e s t i o n s  a b o u t  t h e  r e l a t i o n s h i p  b e t w e e n  G V E A  a n d  M a p c o ,  a n d  a b o u t  M a p c o ' s  

p r o f i t s  f r o m  t h i s  s a l e ,  b e  a d d r e s s e d  t o  e i t h e r  G V E A  o r  M a p c o .

S u m m a r y

I n  s u m m a r y ,  M a d a m  C h a i r m a n ,  t h i s  c o n t r a c t  i s  i n t e n d e d  t o  p r o v i d e  a  m o a e s t  

a m o u n t  o f  c o n s u m e r  b e n e f i t  t o  t h e  A l a s k a  c i t i z e n s  l i v i n g  i n  t h e  I n t e r i o r  

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

t o  p r o v i d e  t h e  s t a t e  w i t h  a  m a r k e t  p r i c e  f o r  t h e  r o y a l t y  o i l .  I  b e l i e v e  

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

t o  t h e  a l t e r n a t i v e  o f  n o t  m a k i n g  a  s a l e  a n d  l e a v i n g  t h e  o i l  i n - v a l u e .  I t



c o u l d  b e  a r g u e d  t h a t  t h i s  c o n t r a c t  d o e s  n o t  m a x i m i z e  t h e  v a l u e  o f  r o y a l t y  

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

H o w e v e r , . t h e  s t a t u t e s  d o  n o t  r e q u i r e  c o m p e t i t i v e  s a l e s  a n a ,  i n  f a c t ,  t h e  

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

b e n e f i t s  f r o m  u s i n g  t h e  r o y a l t y  o i l  w i t h i n  t n e  S t a t e  o f  A l a s k a .  I  t h i n k  

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

i n - s t a t e  r e f i n e r s ,  a s  i t  d o e s  n o t  i n c r e a s e  M a p c o ' s  b e n e f i t  r e l a t i v e  t o  t h e  

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

t h e  n e w  G V E A  c o n t r a c t .

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

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

s t a t e ' s  p o l i c y  o f  o b t a i n i n g  m a r k e t  v a l u e  f o r  i t s  r o y a l t y  o i l .

F o r  t h e s e  r e a s o n s ,  t h e  a d m i n i s t r a t i o n  s u p p o r t s  t h e  c o n t r a c t  a n d  we u r g e  

y o u r  a p p r o v a l  o f  S B  2 3 2 .

T h a t  c o n c l u d e s  m y f o r m a l  r e m a r k s ,  M a d a m  C h a i r m a n .  T h a n k  y o u .

1 6 2  9 K

/ /



D E N N I S  M. L A R S O N
P.O. B O X  5 5 5 0 0

N O R T H  P O L E  A L A S K A  9 9 7 0 5

JULY 2 5 ,  1 9 8 5

D E A R  S E N A T O R  S T U R G U L E W S K I

R E G A R D I N G  P R O P O S E D  A M E N D M E N T S  T O  S E N A T E  B I L L  232.

I O B J E C T  M O S T  S T R O N G L Y  T O  P A R A G R A P H  d O F  11 A A C  8 3 . 7 0 0  W H I C H  
S T A T E S  IN P A R T  "AS A C O N D I T I O N  O F  W A I V E R  O F  A N Y  T E R M  O F  A 
M I N I M U M  W O R K  C O M M I T M E N T  U N D E R  S U B S E C T I O N  <C> O F  T H I S  S E C T I O N  
T H E  C O M M I S S I O N E R  W I L L  R E Q U I R E  T H E  L E S S E E  T O  P O S T  A 
P E R F O R M A N C E  B O N D  OF $ 1 0 0 , 0 0 0  T O  E N S U R E  T H E  F U L F I L L M E N T  O F  T H E
W O R K  C O M M I T M E N T ,  A SEF'ERATE B O N D  W I L L  B E  R E Q U I R E D  F O R  E A C H
L E A S E ____

T H E  E F F E C T  OF S U C H  A R E Q U I R E M E N T  W I L L  B E  T O  R E M O V E  S M A L L  

I N V E S T O R S  W H O  H A V E  M A D E  C O N S I D E R A B L E  E F F O R T S  T O W A R D  

E X P L O R A T I O N  A N D  D E V E L O P M E N T  O F  L E S S  D E S I R A B L E  O I L  A N D  G A S  
L E A S E S  F R O M  P A R T I C I P A T I O N  IN T H E  A L A S K A N  O I L  A N D  G A S  
B U S I N E S S .

L E A S E S  W H I C H  W E R E  O R I G I N A L L Y  S O L D  B Y  T H E  S T A T E  F O R  $ 2 5 , 0 0 0  

W I L L  N O W  R E Q U I R E  $ 1 0 0 , 0 0 0  B O N D S  T O  G E T  A W A I V E R  O F  W O R K  
C O M M I T M E N T  F O R  T W O  Y E A R S .  A L L  L E A S E S  C A N  N O T  B E  E X P L O R E D  
A N D  D E V E L O P E D  I N D I V I D U A L L Y .  A N Y  R E Q U I R E M E N T  F O R  A P L A N  O F  

E X P L O R A T I O N  A N D  D E V E L O P M E N T  S H O U L D  A L L O W  F O R  U N I T I Z A T I O N  O R  
S O M E  F O R M  O F  C O O P E R A T I V E  D E V E L O P M E N T .

I F E E L  T H A T  T H E S E  P R O P O S E D  A M M E N D A N T S  A R E  H A R M F U L  T O  A L A S K A N S  
A N D  U R G E  Y O U  R E S I S T  T H I S  S U B V E R S I O N  O F  L E G I S L A T I V E  I N T E N T .

D E N N I S  M. L A R S O N

ftNK Y O U  S I M C F R F I  Y



* . 1

CERTIFIED MAIL

1  J u l y  1 9 8 5  
P O  B O X  7 3 9 6 0  
F a i r b a n k s , -  A l a s k a  9 9 7 0 7  
P h o n e  ( 9 0 7 )  4 5 6 - 4 8 8 0

S T A T E  o f  A L A S K A
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  
E S T H E R  C .  W U N N I C K E , C O M M I S S I O N E R  
P o u c h  7 - 0 3 4
A n c h o r a g e ,  A l a s k a  9 9 5 1 0

R E :  P R O P O S E D  A M E N D M E N T S  T O  R E G U L A T I O N S  
1 1  A C C  8 3 . 7 0 0  - - -  1 1  A C C  8 3 . 7 0 5

D e a r  C o m m i s s i o n e r  W u n n i c k e ,

T h e  p r o p o s e d  a m e n d m e n t s ,  A r t i c l e  7 .  W O R K  C O M M I T M E N T ,  S e c t i o n  ' 
l i  A C C  8 3 . 7 0 0  p a r a g r a p h  ( e )  p r o p o s e s  a  o n e  h u n d r e d  t h o u s a n d  
d o l l a r  ( $ 1 0 0 , 0 0 0 . 0 0 )  p e r f o r m a n c e  b o n d  f o r  e a c h  l e a s e  a n d  p a r a g r a p h  
( d )  p r o p o s e d  a  p e n a l t y  o f  f o r f e i t u r e  o f  t h e  o n e  h u n d r e d  t h o u s a n d  
d o l l a r  ( $ 1 0 0 , 0 0 0 . 0 0 )  p e r f o r m a n c e  b o n d .

T h e s e  p r o p o s e d  a m e n d m e n t s  a r e  u n r e a s o n a b l e ,  u n j u s t  a n d  n o t  p r o p o s e d  
i n  t h e  b e s t  i n t e r e s t  f o r  t h e  P e o p l e  o f  t h e  S t a t e  o f  A l a s k a ,  T h e s e  
p r o p o s e d  a m e n d m e n t s  a r e  b i a s e d  a n d  e x t r e m e l y  p r e j u d i c e  a g a i n s t  t h e  
P r i v a t e  S e c t o r  o f  t h e  o i l  a n d  g a s  i n d u s t r y  i n  A l a s k a .

I t  i s  w e l l  u n d e r s t o o d  b y  a l l ,  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 ,  
n a m e l y  y o u r  o f f i c e ,  t h e  M a j o r  o i l  c o m p a n i e s ,  t h e  P r i v a t e  S e c t o r  
o f  t h e  o i l  i n d u s t r y ,  t h e  P e c p l e  o f  A l a s k a  i n c l u d i n g  t h e  S t a t e  
L e g i s l a t i o n  t h a t  t h e  m a x i m u m  b o n d i n g  t h a t  w o u l d  b e  r e q u i r e d  f r o m  
a n y  o n e  M a j o r  o i l  c o m p a n y  f o r  t h e s e  p r o p o s e d  a m e n d m e n t s  w o u l d  b e  
o n l y  f i v e  h u n d r e d  t h o u s a n d  d o l l a r s  ( $ 5 0 0 , 0 0 0 . 0 0 ) ,  w h i l e  t h e  
P r i v a t e  S e c t o r  c o u l d  b e  r e q u i r e d  a  m a x i m u m  b o n d i n g  o f  t h r e e  m i l l i o n  
a n d  s e v e n  h u n d r e d  t h o u s a n d  d o l l a r s  ( $ 3 , 7 0 0 , 0 0 0 . 0 0 ) .

i

T h e  S t a t e  o f  A l a s k a  h a s  a t  t h i s  t i m e  s u f f i c i e n t  O i l  a n d  G a s  
L e a s i n g  R u l e s  a n d  R e g u l a t i o n s  t o  c o v e r  e v e r y  a s p e c t  o f  M i n e r a l  
M a n a g e m e n t  f o r  S t a t e  o w n e d  l a n d s .

C h a p t e r  8 3 ,  A r t i c l e  1 ,  S e c t i o n  1 1  A C C  8 3 . 1 6 0  O I L  A N D  G A S  L E A S E  
B O N D I N G  n o w  p r o v i d e s  b o n d i n g  f o r  o p e r a t i o n s  o f  o i l  a n d  g a s  l e a s e s .  
A m o u n t s  o f  a t  l e a s t  t e n  t h o u s a n d  d o l l a r s  ( $ 1 0 ' , 0 0 0 . 0 0 )  b e f o r e  a n y  
o p e r a t i o n s  i s  c o m m e n c e  o n  a  S t a t e  o i l  a n d  g a s  l e a s e  o r  a  s t a t e w i d e  
b o n d  i n ‘ t h e  a m o u n t  o f  f i v e  h u n d r e d  t h o u s a n d  d o l l a r s  ( $ 5 0 0 , 0 0 0 . 0 0 ) .  
T h e s e  a m o u n t s  h a v e  p r o v e n  t o  b e  r e a s o n a b l e  a n d  j u s t  f o r  a l l ,  
i n c l u d i n g  t h e  S t a t e  o f  A l a s k a ,  t h e  M a j o r  o i l  c o m p a n i e s  a n d  t h e
P r i v a t e  S e c t o r .

T h e  S t a t e  O i l  a n d  G a s  R u l e s  a n d  R e g u l a t i o n s  a l s o  p r o v i d e  f o r  
p e n a l t i e s .  N e w  a m e n d m e n t s  a r e  n o t  r e q u i r e d  o r  n e e d e d .
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T h e r e  a r e  n o  e x i s t i n g  S t a t e  O i l  a n d  G a s  R u l e s  a n d  R e g u l a t i o n s  
f o r  p u n i s h m e n t .  I t  w o u l d  a p p e a r  y o u r  o f f i c e  d e s i g n e d  t h e  p r o p o s e d  
a m e n d m e n t s  a s  p u n i s h m e n t  f o r  t h e  P r i v a t e  S e c t o r  a n d  h a v e  h i d d e n  
t h e m  u n d e r  B o n d i n g  a r i d  P e n a l t i e s .

T o  s h o w  h o w  u n r e a s o n a b l e  t h e s e  a m e n d m e n t s  a r e  l e t  u s  a s s u m e  a  o n e  
h u n d r e d  t h o u s a n d  d o l l a r  ( $ 1 0 0 , 0 0 0 . 0 0 )  b o n d  i s  p o s t e d  o n  e v e r y  
l e a s e  i n  q u e s t i o n  a n d  t h e  r e q u i r e d  p e r m i t s  w e r e  a p p l i e d  f o r ,  
i n c l u d i n g  r o a d  p e r m i t s  t o  e v e r y  l e a s e  a t  t h i s  t i m e .  C o n s t r u c t i o n  
b e g a n s  a n d  y o u ,  D N R ,  h a v e  j u s t  c r e a t e d  t h e  b i g g e s t  e n v i r o m e n t a l  
d e v a s t a t i o n  t h a t  h a s  e v e r  h i t  A l a s k a .  N_0 y o u r  p r o p o s e d  a m a n d m e n t s  
a r e  n o t  r e a s o n a b l e  a n d  d o  n o t  s e t  a b o u t  c o n s e r v a t i o n  o f  t h e  
e n v i r o m e n t  a n d  n a t u r a l  r e s o u r c e s  w h i c h  y o u r  o f f i c e  i s  r e s p o n s i b l e  
f o r .

I  w i l l  g o  f a r t h e r  a n d  s h o w n  w h y  t h e s e  p r o p o s e d  a m e n d m e n t s  a r e .  
n o t  i n  t h e  b e s t  i n t e r e s t  o f  t h e  P e o p l e  o f  A l a s k a .  .

T h e  P e o p l e  o f  A l a s k a  s h a r e  i n  t h e  r e v e n u e  f r o m  O i l  a n d  g a s  
p r o d u c t i o n  i n  A l a s k a .  I f  c o m m e r i c a l  p r o d u c t i o n  w e r e  f o u n d  o n  a n y  
o f  t h e  l e a s e s  i n  q u e s t i o n  t h e n  t h e  S t a t e  o f  A l a s k a  a n d  t h e  P e o p l e  
o f  A l a s k a  w o u l d  s h a r e  i n  a n d  r e c e i v e  t h e  m a x i m u m  r e v e n u e  r e t u r n  
t h e y  h a v e  e v e r  r e c e i v e d  f r o m  a n y  o n s h o r e  l e a s e  i n  A l a s k a  a n d  t h e y  
w o u l d  c o n t i n u e  t o  r e c e i v e  t h e  m a x i m u m  r e v e n u e  a s  l o n g  a s  p r o d u c t i o n  
c o n t i n u e d ,  b u t  i f  t h e s e  l e a s e s  t e r m i n a t e d  t o d a y  t h e y  w o u l d  b e  
p l a c e d ,  i n  t h e  f i v e  ( 5 )  y e a r . l e a s i n g  p r o g r a m  a n d  l a t e r  l e a s e d  
a t  r e d u c e d  R o y a l t y  b e l o w  t h e  c u r r e n t  2 0 %  R o y a l t y  a n d  t h e  s t a t e  n e t  
p r o f i t  s h a r e  l e a s e  ( N P S L )  w o u l d  d e c r e a s e  b e l o w  t h e  e x i s t i n g  3 0 %
N P S L  o r  m a y b e  t h e  N P S L  w o u l d  b e  a b o l i s h e d  c o m p l e t e l y .  J u s t  c o m m o n  
s e n s e  s h o w s  w h a t  i s  r e a s o n a b l e  o r  u n r e a s o n a b l e  a n d  w h a t  i s  o r  i s  
n o t  i n  t h e  b e s t  i n t e r e s t  o f  t h e  P e o p l e  o f  A l a s k a .

A s  I  h a v e  s t a t e d ,  I  d o  s e n c e r e l y  b e l i e v e  t h e s e  p r o p o s e d  a m e n d m e n t s  
a r e  n o t  i n  t h e  b e s t  i n t e r e s t  o f  t h e  S t a t e  o f  A l a s k a  a n d  I  d o  
h u m b l y  r e q u e s t  y o u  p u t  a s i d e  a n y  a n d  a l l  p r e j u d i c e  y o u  m a y  h a r b o r  
a g a i n s t  t h e  P r i v a t e  S e c t o r  a n d  I  r e q u e s t  y o u  t h r o u g h l y  r e v i e w  
e v e r y  a s p e c t  o f  t h e s e  p r o p o s e d  a m e n d m e n t s  a s  s e e n  b y  a l l  e y e s ,  t h e  
S t a t e ,  t h e  P e o p l e ,  t h e  L e g i s l a t i o n ,  t h e  M a j o r  o i l  c o m p a n i e s  a n d  
t h e  P r i v a t e  S e c t o r  a n d  c o m e  t o  a  r e a s o n a b l e  a n d  j u s t  c o n c l u s i o n  
f o r  a l l .

c c :  G O V E R N O R  B I L L  S H E F F I E L D  
S E N A T O R  B E T T Y E  F A H R E N K A M P  
R E P  J O H N  R I N G S T A D  
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  
A L L  O T H E R  I N T E R E S T E D  P A R T I E S
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O F F I C E  O F  T H E  C O M M I S S I O N E R

BILL SHEFFIELD, GOVERNOR

P O U C H  7 -0 0 5  
A N CH O RA G E . A K  9 9 5 1 0  
PH O N E : (9 0 7 ) 2 7 0 -2 6 5 3

June 6 , 1985

Dear A laskans:
The A laska Department o f  N a tu ra l R esou rces , D iv is io n  o f  O i l and Gas, i s
p roposing  to  amend the re g u la t io n s  governing work commitments o f  S ta te  o i l  and 
gas le a se s  ( T i t l e  1 1 , Chapter 83 , A r t ic le  7 o f  the A laska A dm in is tra t iv e  
C ode ). Th is change in  the re g u la t io n s  i s  being made to  implement Senate B i l l  
No. 232 , which was passed by the le g i s la t u r e  on May 12 , 1985 , and signed in to  
law by the Governor on June 2 , 1985 .
The e f fe c t  o f  Senate B i l l  No. 232 i s  to  p e rm it the Commissioner o f  the
Department o f  N a tu ra l Resources to  waive work commitments a ttached  to  o i l  and 
gas le a se s  f o r  a p e r io d  o f  up to  two yea rs  under c e r ta in  c ircum stances. The 
amendments to  the re g u la t io n s  being considered  w i l l  s e t ou t the c r i t e r i a  th e  
Commissioner w i l l  use in  determ in ing whether such a waiver o f  work commit..*'in t  
i s  ju s t i f i e d ,  the  terms under which such a work commitment w aiver w i l l  be 
g ran ted , and the p rocedure f o r  a p p lic a t io n  f o r  w aiver o f  a work commitment.
A copy o f  the proposed amendment to the re g u la t io n s  i s  a ttached . Language 
proposed to  be added to  the e x is t in g  re g u la t io n s  i s  u nd e r lin ed . E l l ip s e s  in  
the  form  o f  th re e  hyphens ( -  -  - )  in d ic a te  th a t  in te rven in g  unchanged
subsec tion s o f  the re g u la t io n s  have been om itted .
You a re  in v ite d  to  comment on the proposed amendments to  the  re g u la t io n s .
Comments must be in  w rit in g  and must be re ce ived  by the D iv is io n  o f  O i l and
Gas by J u ly  1 2 , 1985 to  be conside red . A l l  w r it te n  comments shou ld  be
addressed to  the A laska Department o f  N a tu ra l Resou rces, D iv is io n  o f  O i l and 
Gas, Pouch 7 -0 3 4 , Anchorage, AK 99510 , A ttn : C a the rine  F o rtn ey . A d d itio n a l 
cop ies o f  th e  proposed re g u la t io n s  may be ob ta ined  from  the same add ress .
The D iv is io n  o f  O i l and Gas w i l l  a ls o  h o ld  p u b lic  hea ring s on these re g u la t io n  
changes on the  fo llow in g  d a te s :

ANCHORAGE 
Date : J u ly  2 , 1985
Time: 1 0 :0 0  A.M.
P la c e : Conference Room

Mountain View L ib ra ry  
120 S. Bragaw S t re e t

FAIRBANKS 
Date : J u ly  1 , 1985
Time: 1 :3 0  P.M.
P la c e : Conference Room

North S ta r  Borough L ib ra ry  
1215 Cowles S t re e t

S in c e re ly ,

E s the r C. Wunnicke, Commissioner 
A laska Department o f  N a tu ra l Resources

10-J56LH



I  w o u l d  l i k e  t o  p r e s e n t  t e s t i m o n y  p r e t a i n i n g  t o  t h e  p r o p o s e d  
a m e n d m e n t s  t o  t h e  o i l  &  g a s  r e g u l a t i o n s .

M y  n a m e  i s  K E L L E Y  E V E R E T T L  o f  F a i r b a n k s  a n d  I  a m  a n  i n t e r e s t  
o w n e r  i n  s o m e  o f  t h e  l e a s e s  i n  q u e s t i o n .  I  C e r t i f i e d  M a i l e d  m y  
l e t t e r  t o  t h e  C o m m i s s i o n e r  t o d a y  w h i c h  w a s  t o o  l e n g t h l y  t o  p r e s e n t  
a t  t h i s  h e a r i n g .  I  d o  h a v e  a  s t a t e m e n t  I  w o u l d  l i k e  t o  p r e s e n t .
T h e s e  s t a t e m e n t s  c o m e  i n  p a r t  f r o m  a  l e t t e r  t o  t h e  C o m m i s s i o n e r  
f r o m  a  f r i e n d  w h o  c a n n o t  b e  h e r e  t o d a y .

T h e  m a j o r i t y  o f  t h e  l e a s e s  t o  b e  e f f e c t e d  b y  t h e s e  p r o p o s e d  
c h a n g e s  w e r e  l e a s e d  i n  S t a t e  S a l e  N o .  3 1  o n  S e p t e m b e r  1 6 ,  1 9 8 0  
a n d  w e r e  a w a r d e d  t o  a  g r o u p  o f  i n d i v i d u a l s  i n  A l a s k a .

T h e  t e r m s  s e t  f o r t h  w e r e  t h e  b e s t  t e r m s  t h e  S t a t e  h a s  e v e r  r e c e i v e d .  
2 0 %  R o y a l t y  a n d  3 0 %  N P S L  o n  a  t e n  y e a r  l e a s e  w i t h  a  5  y e a r  w o r k  
c o m m i t m e n t .

I n  t h e  y e a r  1 9 8 0  t h e  S t a t e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  w e r e  
s o  e n c h a n t e d  w i t h  t h e  w o r l d  o i l  c r i s i s  a n d  w h a t  i t  m e n t  t o  A l a s k a  
t h a t  D N R  p r e d i c t e d  a n d  p u b l i s h e d  i n  t h e i r  r e p o r t s  t h a t  o i l  w o u l d  
r e a c h  $ 9 0 . 0 0  a  b a r r e l  b e f o r e  t h e  y e a r  1 9 9 0 .  U n d e r  t h i s  s c e n a r i o  
t h e  l e a s e  t e r m s  w e r e  j u s t i f i e d  o r  m a y b e  l e a n e d  t o  f a v o r  t h e  
l e a s e h o l d e r .  T o d a y  t h i n g s  h a v e  c h a n g e d  d r a m a t i c a l l y  w i t h  c u r r e n t  
p r e d i c t i o n  o f  o i l  d r o p p i n g  t o  $ 2 0 . 0 0  a  b a r r e l  o r  b e l o w .  N o w  w i t h  
t h e s e  c h a n g e s  t h e  t e r m s  o f  t h e s e  l e a s e s  a r e  n o t  r e a l i s t i c .

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

I ,  a s  a  p a r t i c a l  l e a s e h o l d e r  f e e l  t h e  w o r k  c o m m i t m e n t s  f o r  t h e s e  
l e a s e s  c o u l d  b e  d r o p p e d  c o m p l e t e l y  w i t h o u t  a n y  l o s s  o f  f a c e  t o  
t h e  S t a t e  o f  A l a s k a  o r  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s .

I f  t h e  p r e s e n t  l e a s e h o l d e r s  c a n  p r o d u c e  a n y  o f  t h e s e  l e a s e s  t h e n  
A l a s k a  w i l l  r e c e i v e  r e v e n u e  u n d e r  p r e s e n t  t e r m s .  I f  t h e  l e a s e h o l d e r s  
c a n n o t  p r o d u c e  t h e n  t h e s e  l e a s e s  w i l l  t e r m i n a t e  b u t  i n  t h e  m e a n  
t i m e  A l a s k a  h a s  r e c e i v e d  $ 3 . 0 0  p e r  a c r e  r e n t a l s  a n d  h o p e f u l l y  
t h e  w o r l d  o i l  m a r k e t  w i l l  c h a n g e  a n d  a g a i n  f a . v o r  A l a s k a  b y  1 9 9 0 .

I f  a  m o r a t o r i u m  w e r e  p l a c e d  o n  t h e  w o r k  c o m m i t m e n t  f o r  t h e s e ^  
l e a s e s ,  I  b e l i e v e  t h e  G o v e r n o r  o f  A l a s k a ,  t h e  S t a t e  L e g i s l a t i o n  
a n d  t h e  p e o p l e  o f  A l a s k a  w o u l d  a p p l a u d  y o u  f o r  t h i s  c o n s i d e r a t i o n

T h a n k  y o u ,



C. Burglin
Land Consultant 
P.O. Box 131 

Fairbanks, Alaska 99707 
(907)452-5149

June 5 , 1985

Jim Eason 
Deputy Director
Department of Natural Resources 
Pouch 7034
Anchorage, Alaska 99510

Dear Mr. Eason:

As a follow up to my letter of May 15, 1985, I would like to ask you the 
following questions:

1. What changed the geology on our leases, ADL 318612, 318613, and 
318614, after we declined to put them in the Hemi Springs Unit?

2. What makes you say that there are no prospects in the proposed Key 
Unit when there have been no wells drilled in this area since these 
leases were issued? Your opinion puts you in direct opposition to the 
geology departments of Exxon, Arco, Union, Standard of Indiana, Chevron 
and all the other lessees who applied for the Duck Island extension in 
September of 1979.

I have shown your letter to geologists with years of experience on the 
North Slope. To say the least, they do not have much faith in the 
geological competence of the author.

In our meeting with Commissioner Wunnicke, Senator Fahrenkamp, Senator 
Sturgulewski and others in Juneau, Commissioner Wunnicke made the state­
ment that if the use of proprietary and confidential information was going 
to be used to turn down the leases, it would only be fair that the Burglin
interests have access to that information,

I would like an answer to these questions in writing, and a response to my
letter of May 15, 1985, within 15 days of receipt of this letter.

Sincerely,

C. Burglin

CB/mbg



D EPA R T M EN T  OF NATURAL R ESO U R C ES

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

P O U C H  7-005 

A N C H O R A G E ,  A K  99510 

PHONE: (907) 276-2653

BILL SHEFFIELD, GOVERNOR

J u n e  6, 1 9 8 5

D e a r  A l a s k a n s :

T h e  A l a s k a  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 i v i s i o n  of  O i l  a n d  Gas ,  is

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

g a s  l e a s e s  ( T i t l e  11, C h a p t e r  83, A r t i c l e  7 of  t h e  A l a s k a  A d m i n i s t r a t i v e  

C o d e ) . This: c h a n g e  i n  t h e  r e g u l a t i o n s  is b e i n g  m a d e  to i m p l e m e n t  S e n a t e  B i l l  

N o .  2 3 2 ,  w h i c h  w a s  p a s s e d  b y  t h e  l e g i s l a t u r e  o n  M a y  12, 1 9 8 5 ,  a n d  s i g n e d  i n t o  

l a w  b y  t h e  G o v e r n o r  o n  J u n e  2, 1 9 85.

T h e  e f f e c t  o f  S e n a t e  B i l l  No. 2 3 2  is to  p e r m i t  t h e  C o m m i s s i o n e r  of  t h e

D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  tc w a i v e  w o r k  c o m m i t m e n t s  a t t a c h e d  t o  o i l  a n d  

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

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

C o m m i s s i o n e r  w i l l  u s e  in d e t e r m i n i n g  w h e t h e r  s u c h  a w a i v e r  o f  w o r k  c o m m i t m e n t  

i s  j u s t i f i e d ,  t h e  t e r m s  u n d e r  w h i c h  s u c h  a  w o r k  c o m m i t m e n t  w a i v e r  w i l l  b e  

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

A  c o p y  o f  t h e  p r o p o s e d  a m e n d m e n t  to  t h e  r e g u l a t i o n s  is a t t a c h e d .  L a n g u a g e  

p r o p o s e d  t o  b e  a d d e d  to t h e  e x i s t i n g  r e g u l a t i o n s  is u n d e r l i n e d .  E l l i p s e s  in  

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

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

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

C o m m e n t s  m u s t  b e  in  w r i t i n g  a n d  m u s t  b e  r e c e i v e d  b y  t h e  D i v i s i o n  o f  O i l  a n d

G a s  b y  J u l y  12, 1 9 8 5  t o  b e  c o n s i d e r e d .  • A l l  w r i t t e n  c o m m e n t s  s h o u l d  b e

a d d r e s s e d  t o  t h e  A l a s k a  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 ,  D i v i s i o n  of  O i l  a ^ d  

G a s ,  P o u c h  7 - 0 3 4 ,  A n c h o r a g e ,  A K  9 9 5 1 0 ,  A t t n :  C a t h e r i n e  F o r t n e y .  A d d i t i o n a l  

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

T h e  D i v i s i o n  o f  O i l  a n d  G a s  w i l l  a l s o  h o l d  p u b l i c  h e a r i n g s  o n  t h e s e  r e g u l a t i o n  

c h a n g e s  o n  t h e  f o l l o w i n g  d a t e s :

D a t e :  J u l y  2, 1 9 8 5

T i m e :  1 0 : 0 0  A . M .

P l a c e :  C o n f e r e n c e  R o o m

A N C H O R A G E F A I R B A N K S  

D a t e :  J u l y  1, 1 9 8 5

T i m e :  1 : 3 0  P.M.

P l a c e :  C o n f e r e n c e  R o o m

M o u n t a i n  V i e w  L i b r a r y  

1 2 0  S. Bragavr S t r e e t

N o r t h  S t a r  B o r o u g h  L i b r a r y  

1 2 1 5  C o w l e s  S t r e e t

S i n c e r e l y ,

E s t h e r  C. W u n n i c k e ,  C o m m i s s i o n e r  

A l a s k a  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



C H A P T E R  83. O I L  A N D  G A S  L E A S I N G .

Register , 1985 DEPARTMENT OF NATURAL RESOURCES 11 AAC 83.700

A r t i c l e

7. W o r k  C o m m i t m e n t  (11 A A C  8 3 . 7 0 0  —  11  A A C  8 3 . 7 0 5 )

A R T I C L E  7. W O R K  C O M M I T M E N T .

S e c t i o n

700. W o r k  c o m m i t m e n t

705. W o r k  c o m m i t m e n t  m o d i f i c a t i o n

11 A A C  8 3 . 7 0 0  is a m e n d e d  to r e a d  a s  f o l l o w s :

1 1  A A C  8 3 . 7 0 0 .  W O R K  C O M M I T M E N T .  (a) I f  a w o r k  c o m m i t m e n t  is a  c o n d i t i o n  

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

b y  t h e  c o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  ( c o m m i s s i o n e r )  in  

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

c o m m i t m e n t  w i l l  s t a t e  t h e  m i n i m u m  a n n u a l  r e q u i r e m e n t  f o r  e x p l o r a t i o n  a n d  

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

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

t e r m s .

(b) T h e  c o m m i s s i o n e r  w i l l ,  a t  h i s  d i s c r e t i o n ,  a l t e r  o r  a b r o g a t e  t h e  t e r m s  

of  t h e  w o r k  c o m m i t m e n t  if

(1) t h e  l e s s e e  p r e s e n t s  e v i d e n c e  t h a t  t h e  l e a s e  w i l l  b e  u n p r o d u c t i v e  

a n d / o r  u n e c o n o m i c  u n d e r  t h e  t e r m s  o f  t h e  w o r k  c o m m i t m e n t ;

(2) t h e  l e s s e e  p r e s e n t s  e v i d e n c e  t h a t  t h e  e x i s t i n g  t e r m s  o f  t h e  w o r k  

co;miitment c a n n o t  b e  p e r f o r m e d  b y  r e a s o n  o f  w a r ,  r i o t s ,  a c t s  o f  G o d ,  u n u s u a l l y  

s e v e r e  w e a t h e r ,  o r  a n y  o t h e r  c a u s e  b e y o n d  t h e  l e s s e e ' s  r e a s o n a b l e  a b i l i t y  t o  

f o r e s e e  o r  c o n t r o l  ( i n c l u d i n g  d e l a y s  c a u s e d  b y  j u d i c i a l  d e c i s i o n s  o r  l a c k  of 

t h e m ) ,  w h e t h e r  s i m i l a r  t o  t h o s e  e n u m e r a t e d  o r  n o t ;



(3) t h i  l e s s e e  b e c o m e s  p a r t y  t o  a  u n i t  a g r e e m e n t ;  o r  
0

(4) t h e  l e s s e e  r e l i n q u i s h e s  t h e  l e a s e .

(c) T h e  c o m m i s s i o n e r  m a y  w a i v e  f o r  u p  t o  t w o  y e a r s  a n y  w o r k  c o m m i t m e n t  

i m p o s e d  o n  a  l e a s e  u n d e r  s u b s e c t i o n  (a) o f  t h i s  s e c t i o n  i f  t h e  c o m m i s s i o n e r  

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

w o r k  c o m m i t m e n t  w e r e  b e y o n d  t h e  ler e e ’s r e a s o n a b l e  a b i l i t y  to  f o r e s e e  o r

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

i n t e n t  a n d  a b i l i t y  to f u l f i l l  t h e  t e r m s  of  t h e  w o r k  c o m m i t m e n t  d u r i n g  t h e  t e r m

o f  t h e  w a i v e r .  T h e  c o m m i s s i o n e r  w i l l  c o n s i d e r  t h e  f o l l o w i n g  f a c t o r s  w h e n

d e t e r m i n i n g  w h e t h e r  a l e s s e e  h a s  d e m o n s t r a t e d  t h e  i n t e n t  a n d  a b i l i t y  to  

f u l f i l l  t h e  t e r m s  of a  w o r k  c o m m i t m e n t  d u r i n g  t h e  t e r m  o f  -ly w a i v e r  t h a t  m a y  

b e  g r a n t e d

(1) w h e t h e r  t h  l e s s e e  h a s  u n d e r t a k e n  a p p r o p r i a t e  a c t i o n s  to  f u l f i l l  t h e  

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

a n d  f i n a n c i n g  r e q u i r e d  t o  m e e t  t h e  w o r k  c o m m i t m e n t ;

(2) r e a s o n s  w h y  t h e  l e s s e e  d i d  n o t  m e e t  t h e  t e r m s  o f  t h e  w o r k  c o m m i t m e n t  

d u r i n g  i c s  i n i t i a l  t e rm;

(3) t h e  l e s s e e ' s  s p e c i f i c  p l a n s  a n d  a c t i o n s  t a k e n  t o  m e e t  t h e  w o r k  

c o m m i t m e n t  d u r i n g  t h e  t e r m  o f  t h e  w a i v e r ;  a n d

(4) t h e  f u l f i l l m e n t  o r  l a c k  o f  f u l f i l l m e n t  o f  o t h e r  w o r k  c o m m i t m e n t s  o r  

s i m i l a r  o b l i g a t i o n s  b y  t h e  l e s s e e  w i t h i n  t h e  s t a t e .

(d) A s  a c o n d i t i o n  o f  w a i v e r  o f  a n y  t e r m  o f  a  m i n i m u m  w o r k  c o m m i t m e n t  u n d e r  

s u b s e c t i o n  (c) o f  t h i s  s e c t i o n  t h e  c o m m i s s i o n e r  w i l l  r e q u i r e  t h e  l e s s e e  to 

p o s t  a p e r f o r m a n c e  b o n d  of  $ 1 0 0 . 0 0 0  t o  e n s u r e  t h e  f u l f i l l m e n t  o f  t h e  w o r k  

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

l e s s e e  if  t h e  w o r k  - c o m m i t m e n t  is f u l f i l l e d  b y  t h e  e n d  o f  t h e  i-jaiver p e r i o d .



a n d  w i l l  b e  f o r f e i t e d  a u t o m a t i c a l l y  to  t h e  s t a t e  if t h e  w o r k  c o m m i t m e n t  is n o t

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

f o r  e a c h  l e a s e  f o r  w h i c h  a  w a i v e r  o f  a w o r k  c o m m i t m e n t  is g r a n t e d .

(e ) I f  a  l e s s e e  f a i l s  to  m e e t  a n y  t e r m  o f  a  w o r k  c o m m i t m e n t  b y  i t s  d u e  

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

w a i v e r ,  t h e  l e a s e  w i l l  a u t o m a t i c a l l y  t e r m i n a t e .  I n  a d d i t i o n ,  a n y  p e n a l t y  

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

o r  as  a  c o n d i t i o n  to a n y  e x t e n s i o n ,  a l t e r a t i o n ,  o r  w a i v e r ,  w i l l  t a k e  e f f e c t  

i m m e d i a t e l y  if t h e  w o r k  c o m m i t m e n t  is n o t  c o m p l e t e d  b y  i ts d u e  d a t e ,  i n c l u d i n g  

p e r i o d  o f  e x t e n s i o n  a n d  w a i v e r .  [ F A I L U R E  T O  C O M P L Y  W I T H  T H E  M I N I M U M  A N N U A L  

W O R K  C O M M I T M E N T  C O N S T I T U T E S  G R O U N D S  F O R  F O R F E I T U R E  O F  T H E  L E A S E . ]  (Eff. 

1 1 / 9 / 7 9 ,  R e g i s t e r  72; a m  I I  R e g i s t e r  )

A u t h o r i t y :  A S  3 8 . 0 5 . 0 2 0

A S  3 8 . 0 5 . 1 8 0

1 1  A A C  8 3 . 7 0 5  is a m e n d e d  to  r e a d  as  f o l l o w s :

17 A A C . 8 3 . 7 0 5 .  W O R K  C O M M I T M E N T  M O D I F I C A T I O N .  (a) A p p l i c a t i o n  f o r  

m o d i f i c a t i o n  u n d e r  A S  3 8 . 0 5 . 1 8 0 ( h )  m u s t  c o m p l y  w i t h  1 1  A A C  8 8 . 1 0 5  a n d  m u s t

(1) s t a t e  a l l  t n e  f a c t s  t h a t  m a y  e n t i t l e  t h e  a p p l i c a n t  to 

m o d i f i c a t i o n ;

(2) s t a t e  l o c a t i o n  a n d  s t a t u s  of  a l l  p a s t  a n d  p r e s e n t  a c t i v i t i e s  o n  

t h e  l e a s e ;

(3) c o n t a i n  a d e t a i l e d  r e p o r t  o f  a l l  a c t i v i t y  o n  t h e  l e a s e  p r e c e d i n g  

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

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



(4) b e  f i l e d  n o t  l a t e r  t h a n  30  d a y s  b e f o r e  t h e  e x i s t i n g  d e a d l i n e  f o r
m

t h e  f u l f i l l m e n t  o f  t h e  t e r m  o f  t h e  w o r k  c o m m i t m e n t ;

(5) a d d r e s s  a l l  p e r t i n e n t  f a c t o r s  l i s t e d  in  11  A A C  8 3 . 7 0 0 ( b )  o r  11

A A C  8 3 . 7 0 0 ( c ) .  a s  a p p r o p r i a t e ;  a n d

(6) i n  c o n n e c t i o n  w i t h  a p p l i c a t i o n s  f o r  w a i v e r s  u n d e r

1 1  A A C  8 3 . 7 0 0 ( c ) .  a f f i r m  t h e  l e s s e e * s  r e a d i n e s s  a n d  a b i l i t y  to p o s t  a

p e r f o r m a n c e  b o n d . (Eff. 1 1 / 9 / 7 9 ,  R e g i s t e r  72; a m  / / R e g i s t e r  )

A u t h o r i t y :  A S  3 8 . 0 5 . 0 2 0

A S  3 8 . 0 5 . 1 8 0

2 3 6 6 A



C. Burglin
Land Consultant 
P.O. Box 131 

Fairbanks, Alaska 99707 
(907)452-5149

June 11 , 19R5

Commissioner Wunnicke 
Pouch 7 -0 3 4
Anchorage , A laska  6.9510

Dea r  Commissioner Wunn icke :

SB 232  c le a r ly  gives you the  power t o  waive onerous work com m itm ents  
on 10 yea r leases f o r  Sa les 30 and 3 1 .  W ith ou t th is b i l l  you have a lready  
waived work com m itm en ts  f o r  A m oc o ,  A m e rad a  Hess and o the rs . This 
b i l l  does not give you the power o r  pe rm iss ion  to  w rite  regu la tions o r  
law . I f  it did, th e re  wou ’ d be no need f o r  th e  leg is la tu re .

I am enclosing a copy o f  you r  p roposed regu la t ions concerning this b i l l  to  
a l l  o f  the leg is la to rs . As f a r  as I am conce rned  your intent is very c le a r .  
You intend to s t a l l  th rough b u reau c ra t ic  imp lementa tion  the c le a r  intention 
o f  the leg is la tu re  and leg is la t ion .

I f  the leg is la to rs  a l low  you o r  anyone e lse  t o  ge t by with these tac t ic s ,  
they should resign because obviously t h e re  is no need fo r  them .

S ince rn ly ,

jrglin

CB/mbg

snclosures

copies* a l l  in te res ted pa rt ie s
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W E I t T M E I V T  OF ^A TIJIIA I. BIKSMJMCKS

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

POUCH 7 005 

ANCHORAGE. Al< 995W  

PHONt: (907) 276-2653

J u n e  6, 1 9 8 5

D e a r  A l a s k a n s :

T h e  A l a s k a  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 i v i s i o n  o f  O i l  a n d  G a s ,  is

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

g a s  l e a s e s  ( T i t l e  11, C h a p t e r  83, A r t i c l e  7 o f  t h e  A l a s k a  A d m i n i s t r a t i v e  

C o d e ) . T h i s  c h a n g e  in t h e  r e g u l a t i o n s  is toeing m a d e  t o  i m p l e m e n t  S e n a t e  B i l l  

No. 2 3 2 ,  w h i c h  w a s  p a s s e d  b y  t h e  l e g i s l a t u r e  o n  K a y  1 2 ,  1 9 8 5 ,  a n d  s i g n e d  i n t o  

l a w  b y  t h e  G o v e r n o r  o n  J u n e  2, 1 9 8 5 .

T h e  e f f e c t  o f  S e n a t e  B i l l  No. 2 3 2  is to  p e r m i t  t h e  C o m m i s s i o n e r  o f  t h e

D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  to  w a i v e  w o r k  c o m m i t m e n t s  a t t a c h e d  t o  o i l  r ad 

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

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

C o m m i s s i o n e r  w i l l  u s e  in  d e t e r m i n i n g  w h e t h e r  s u c h  a w a i v e r  o f  w o r k  c o m m i t m e n t  

is j u s t i f i e d ,  t h e  t e r m s  u n d e r  w h i c h  s u c h  a w o r k  c o m m i t m e n t  w a i v e r  w i l l  b e  

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

A  c o p y  o f  t h e  p r o p o s e d  a m e n d m e n t  to  t h e  r e g u l a t i o n s  i s  a t t a c h e d .  L a n g u a g e  

p r o p o s e d  t o  b e  a d d e d  to t h e  e x i s t i n g  r e g u l a t i o n s  is u n d e r l i n e d .  E l l i p s e s  in 

t h e  f o r m  of  t h r e e  h y p h e n s  (- - "  -) i n d i c a t e  t h a t  i n t e r v e n i n g  u n c h a n g e d

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

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

C o m m e n t s  m u s t  b e  i n  w r i t i n g  a n d  m u s t  b e  r e c e i v e d  b y  t h e  D i v i s i o n  o f  O i l  a n d

G a s  b y  J u l y  1 2, 1 9 8 5  t o  b e  c o n s i d e r e d .  A l l  w r i t t e n  c o m m e n t s  s h o u l d  b e

a d d r e s s e d  t o  t h e  A l a s k a  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 i v i s i o n  o f  O i l  a n d  

G a s ,  P o u c h  7 - 0 3 4 ,  A n c h o r a g e ,  A K  9 9 5 1 0 ,  A t t n :  C a t h e r i n e  F o r t n e y .  A d d i t i o n a l  

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

T h e  D i v i s i o n  o f  O i l  a n d  G a s  w i l l  a l s o  h o l d  p u b l i c  h e a r i n g s  o n  t h e s e  r e g u l a t i o n  

c h a n g e s  o n  t h e  f o l l o w i n g  d a t e s :

A N C H O R A G E  

D a t e :  J u l y  2, 1 9 8 5

T i m e :  1 0 : 0 0  A.M.

P l a c e :  C o n f e r e n c e  R o o m

M o u n t a i n  V i e w  L i b r a r y  

1 2 0  S. B r a g a w  S t r e e t

S i n c e r e l y ,

( L -

E s t h e r  C. W u n n i c k e ,  C o m m i s s i o n e r  

A l a s k a  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 :

F A I R B A N K S  

D a t e :  J u l y  1, 1 9 8 5

T i m e :  1 : 3 0  P . M .

P l a c e :  C o n f e r e n c e  R o o m

N o r t h  S t a r  B o r o u g h  L i b r a r y  

1 2 1 5  C o w l e s  S t r e e t
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C H A P T E R  83. O I L  A N D  G A S  L E A S I N G .

A r t i c l e

7. W o r k  C o m m i t m e n t  (11 A A C  8 3 . 7 0 0  —  1 1  A A C  8 3 . 7 0 5 )

A R T I C L E  7. W O R K  C O M M I T M E N T .

S e c t i o n

700 .  W o r k  c o m m i t m e n t

705. W o r k  c o m m i t m e n t  m o d i f i c a t i o n

11  A A C  8 3 . 7 0 0  i s  a m e n d e d  t o  r e a d  as  f o l l o w s :

I

1 1  A A C  8 3 . 7 0 0 .  W O R K  C O M M I T M E N T .  (a) If  a  w o r k  c o m m i t m e n t  is a  c o n d i t i o n  

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

b y  t h e  c o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  ( c o m m i s s i o n e r )  in 

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

c o m m i t m e n t  w i l l  s t a t e  t h e  m i n i m u m  a n n u a l  r e q u i r e m e n t  f o r  e x p l o r a t i o n  a n d  

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

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

t e r m s .

(b) T h e  c o m m i s s i o n e r  w i l l ,  a t  h i s  d i s c r e t i o n ,  a l t e r  o r  a b r o g a t e  t h e  t e r m s  

o f  t h e  w o r k  c o m m i t m e n t  if

(1) t h e  l e s s e e  p r e s e n t s  e v i d e n c e  t h a t  t h e  l e a s e  w i l l  b e  u n p r o d u c t i v e

a n d / o r  u n e c o n o m i c  u n d e r  t h e  t e r m s  o f  t h e  w o r k  c o m m i t m e n t ;

(2) t h e  l e s s e e  p r e s e n t s  e v i d e n c e  t h a t  t h e  e x i s t i n g  t e r m s  o f  t h e  w o r k

c o m m i t m e n t  c a n n o t  b e  p e r f o r m e d  b y  r e a s o n  o f  w a r ,  r i o t s ,  a c t s  o f  G o d ,  u n u s u a l l y

s e v e r e  w e a t h e r ,  o r  a n y  o t h  c a u s e  b e y o n d  t h e  l e s s e e ' s  r e a s o n a b l e  a b i l i t y  to

f o r e s e e  o r  c o n t r o l  ( i n c l u d i n g  d e l a y s  c a u s e d  b y  j u d i c i a l  d e c i s i o n s  o r  l a c k  of  

t h e m ) ,  w h e t h e r  s i m i l a r  t o  t h o s e  e n u m e r a t e d  o r  n o t ;

Register , 1985 DEPARTMENT OF NATURAL RESOURCES 11 AAC 83.700
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(3) t h e  l e s s e e  b e c o m e s  p a r t y  to a u n i t  a g r e e m e n t ;  o r  
0

(4) t h e  l e s s e e  r e l i n q u i s h e s  t h e  l e a s e .

(c) T h e  c o m m i s s i o n e r  m a y  w a i v e  f o r  u p  to  t w o  y e a r s  a n y  w o r k  c o m m i t m e n t  

i m p o s e d  o n  a  l e a s e  u n d e r  s u b s e c t i o n  (a) o f  t h i s  s e c t i o n  if t h e  c o m m i s s i o n e r  

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

w o r k  c o m m i t m e n t  w e r e  b e y o n d  t h e  l e s s e e ’s r e a s o n a b l e  a b i l i t y  to f o r e s e e  o r  

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

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

o f  t h e  w a i v e r .  T h e  c o m m i s s i o n e r  w i l l  c o n s i d e r  t h e  f o l l o w i n g  f a c t o r s  w h e n  

d e t e r m i n i n g  w h e t h e r  a l e s s e e  h a s  d e m o n s t r a t e d  t h e  i n t e n t  a n d  a b i l i t y  to 

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

b e  g r a n t e d

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

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

a n d  f i n a n c i n g  r e q u i r e d  t o  m e e t  t h e  w o r k  c o m m i t m e n t ;

(2) r e a s o n s  w h y  t h e  l e s s e e  d i d  n o t  m e e t  t h e  t e r m s  o f  t h e  w o r k  c o m m i t m e n t  

d u r i n g  i t s  i n i t i a l  t e r m ;

(3) t h e  l e s s e e ' s  s p e c i f i c  p l a n s  a n d  a c t i o n s  t a k e n  t o  m e e t  t h e  w o r k  

c o m m i t m e n t  d u r i n g  t h e  t e r m  o f  t h e  w a i v e r ;  a n d

(4) t h e  f u l f i l l m e n t  o r  l a c k  o f  f u l f i l l m e n t  o f  o t h e r  w o r k  c o m m i t m e n t s  o r  

s i m i l a r  o b l i g a t i o n s  b y  t h e  l e s s e e  w i t h i n  t h e  s t a t e .

(d) A s  a c o n d i t i o n  o f  w a i v e r  of  a n y  t e r m  o f  a m i n i m u m  w o r k  c o m m i t m e n t  u n d e r  

s u b s e c t i o n  (c) o f  t h i s  s e c t i o n  t h e  c o m m i s s i o n e r  w i l l  r e q u i r e  t h e  l e s s e e  to  

p o s t  a p e r f o r m a n c e  b o n d  o f  $ 1 0 0 , 0 0 0  to e n s u r e  t h e  f u l f i l l m e n t  o f  t h e  w o r k  

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

l e s s e e  if t h e  w o r k  c o m m i t m e n t  is f u l f i l l e d  b y  t h e  e n d  o f  t h e  w a i v e r  p e r i o d .



a n d  w i l l  b e  f o r f e i t e d  a u t o m a t i c a l l y  t o  t h e  sti f t h e  w o r k  c o m m i t m e n t  is  n o t  
0

f u l f i l l e d  b y  t h e  e n d  o f  t h e  w a i v e r  p e r i o d .  A  j a r a t e  b o n d  w i l l  b e  r e q u i r e d  

f o r  e a c h  l e a s e  f o r  w h i c h  a w a i v e r  o f  a w o r k  c o m m i t m e n t  is g r a n t e d .

(e) If a l e s s e e  f a i l s  t o  m e e t  a n y  t e r m  of  a w o r k  c o m m i t m e n t  b y  i t s  d u e  

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

w a i v e r ,  t h e  l e a s e  w i l l  a u t o m a t i c a l l y  t e r m i n a t e .  I n  a d d i t i o n ,  a n y  p e n a l t y  

p r o v i s i o n s  e s t a b l i s h e d  b y  t h e  c o m m i s s i o n e r  in  t h e  w o r k  c o m m i t m e n t  s t i p u l a t i o n ,  

o r  as  a c o n d i t i o n  t o  a n y  e x t e n s i o n ,  a l t e r a t i o n ,  o r  w a i v e r ,  w i l l  t a k e  e f f e c t  

i m m e d i a t e l y  if  t h e  w o r k  c o m m i t m e n t  is  n o t  c o m p l e t e d  b y  i t s  d u e  d a t e ,  i n c l u d i n g  

p e r i o d  of  e x t e n s i o n  a n d  w a i v e r .  [ F A I L U R E  T O  C O M P L Y  W I T H  T H E  M I N I M U M  A N N U A L  

W O R K  C O M M I T M E N T  C O N S T I T U T E S  G R O U N D S  F O R  F O R F E I T U R E  O F  T H E  L E A S E . ]  (Eff. 

1 1 / 9 / 7 9 ,  R e g i s t e r  72; a m  / / R e g i s t e r  )

A u t h o r i t y :  A S  3 8 . 0 5 . 0 2 0

A S  3 8 . 0 5 . 1 8 0

11 A A C  8 3 . 7 0 5  is a m e n d e d  to  r e a d  a s  f o l l o w s :

11  A A C . 8 3 . 7 0 5 .  W O R K  C O M M I T M E N T  M O D I F I C A T I O N .  (a) A p p l i c a t i o n  f o r  

m o d i f i c a t i o n  u n d e r  A S  3 8 . 0 5 . 1 8 0 ( h )  m u s t  c o m p l y  w i t h  11  A A C  8 8 . 1 0 5  a n d  m u s t

(1) s t a t e  a l l  t h e  f a c t s  t h a t  m a y  e n t i t l e  t h e  a p p l i c a n t  to 

m o d i f i c a t i o n ;

(2) s t a t e  l o c a t i o n  a n d  s t a t u s  of  a l l  p a s t  a n d  p r e s e n t  a c t i v i t i e s  o n  

t h e  l e a s e ;

(3) c o n t a i n  a d e t a i l e d  r e p o r t  o f  a l l  a c t i v i t y  o n  t h e  l e a s e  p r e c e d i n g  

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

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



(4) b e  f i l e d  n o t  lat-. tan 30 d a y s  b e f o r e  t h e  e x i s t i n g  d e a d l i n e  f o r0 . —-

t h e  f u l f i l l m e n t  o f  t h e  t e r m  o f  w o r k  c o m m i t m e n t ;

(5) a d d r e s s  a l l  p e r t i n e n t  f a c t o r s  l i s t e d  in 11  A A C  8 3 . 7 0 0 ( b )  o r  11 

A A C  8 3 . 7 0 0 ( c ) .  a s  a p p r o p r i a t e ;  a n d

(6) i n  c o n n e c t i o n  w i t h  a p p l i c a t i o n s  f o r  w a i v e r s  u n d e r  

11 A A C  8 3 . 7 0 0 ( c ) .  a f f i r m  t h e  l e s s e e ’s r e a d i n e s s  a n d  a b i l i t y  t o  p o s t  a 

p e r f o r m a n c e  b o n d . ( E ff. 1 1 / 9 / 7 9 ,  R e g i s t e r  72; a m  / / R e g i s t e r  )

A u t h o r i t y :  A S  3 8 . 0 5 . 0 2 0

A S  3 8 . 0 5 . 1 8 0

2 3 6 6 A



D EPA R TM EN T  OF NATURAE R ESO U R C ES

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

POUCH 7-005 

ANCHORAGE, AK 99510 

PHONE: (907) 276-2653

BILL SHEFFIELD, GOVERNOR

J u n e  6, 1 9 8 5

D e a r  A l a s k a n s :

T h e  A l a s k a  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 i v i s i o n  o f  O i l  a n d  G a s ,  is

p r o p o s i n g  to a m e n d  t h e  r e g u l a t i o n s  g o v e r n i n g  w o r k  c o m m i t m e n t s  of  S t a t e  o i l  a n d  

g a s  l e a s e s  ( T i t l e  11, C h a p t e r  83, A r t i c l e  7 of t h e  A l a s k a  A d m i n i s t r a t i v e  

C o d e ) . T h i s  c h a n g e  i n  t h e  r e g u l a t i o n s  is b e i n g  m a d e  to  i m p l e m e n t  S e n a t e  B i l l  

No. 232, w h i c h  w a s  p a s s e d  b y  t h e  l e g i s l a t u r e  o n  M a y  12, 1 9 8 5 ,  a n d  s i g n e d  i n t o  

l a w  b y  t h e  G o v e r n o r  o n  J u n e  2, 1 9 85.

T h e  e f f e c t  of  S e n a t e  B i l l  No. 2 3 2  is to p e r m i t  t h e  C o m m i s s i o n e r  o f  t h e

D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  to  w a i v e  w o r k  c o m m i t m e n t s  a t t a c h e d  to  o i l  a n d  

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

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

C o m m i s s i o n e r  w i l l  u s e  in  d e t e r m i n i n g  w h e t h e r  s u c h  a  w a i v e r  o f  w o r k  c o m m i t m e n t  

is j u s t i f i e d , t h e  t e r m s  u n d e r  w h i c h  s u c h  a  w o r k  c o m m i t m e n t  w a i v e r  w i l l  b e  

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

A  c o p y  of  t h e  p r o p o s e d  a m e n d m e n t  to t h e  r e g u l a t i o n s  is a t t a c h e d .  L a n g u a g e  

p r o p o s e d  to b e  a d d e d  to  t h e  e x i s t i n g  r e g u l a t i o n s  is u n d e r l i n e d .  E l l i p s e s  in 

t h e  f o r m  of t h r e e  h y p h e n s  (- - -) i n d i c a t e  t h a t  i n t e r v e n i n g  u n c h a n g e d

s u b s e c t i o n s  of  t h e  r e g u l a t i o n s  h a v e  b e e n  o m i t t e d .

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

C o m m e n t s  m u s t  b e  in w r i t i n g  a n d  m u s t  b e  r e c e i v e d  b y  t h e  D i v i s i o n  of  O i l  a n d

G a s  b y  J u l y  12, 1 9 8 5  to b e  c o n s i d e r e d .  A l l  w r i t t e n  c o m m e n t s  s h o u l d  b e

a d d r e s s e d  to  t h e  A l a s k a  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 i v i s i o n  o f  O i l  a n d  

G as, P o u c h  7 - 0 3 4 ,  A n c h o r a g e ,  A K  9 9 5 1 0 ,  A t t n :  C a t h e r i n e  F o r t n e y .  A d d i t i o n a l  

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

T h e  D i v i s i o n  o f  O i l  a n d  G a s  w i l l  a l s o  h o l d  p u b l i c  h e a r i n g s  o n  t h e s e  r e g u l a t i o n  

c h a n g e s  o n  t h e  L'ollowing d a t e s :

D a t e :  J u l y  2, 1 9 8 5

T i m e :  1 0 : 0 0  A . M .

P l a c e :  C o n f e r e n c e  R o o m

A N C H O R A G E F A I R B A N K S  

D a t e :  J u l y  1, 1 9 8 5

T i m e :  1 : 3 0  P.M .

P l a c e :  C o n f e r e n c e  R o o m

M o u n t a i n  V i e w  L i b r a r y  

1 2 0  S. B r a g a w  S t r e e t

N o r t h  S t a r  B o r o u g h  L i b r a r y  

1 2 1 5  C o w l e s  S t r e e t

10-J56LH



C H A P T E R  83. O I L  A N D  G A S  L E A S I N G .

A r t i c l e

7. W o r k  C o m m i t m e n t  (11 A A C  8 3 . 7 0 0  —  1 1  A A C  8 3 . 7 0 5 )

A R T I C L E  7. W O R K  C O M M I T M E N T .

S e c t i o n

700. W o r k  c o m m i t m e n t

705. W o r k  c o m m i t m e n t  m o d i f i c a t i o n

1 1  A A C  8 3 . 7 0 0  is a m e n d e d  to r e a d  as  f o l l o w s :

1 1  A A C  8 3 . 7 0 0 .  W O R K  C O M M I T M E N T .  (a) If a w o r k  c o m m i t m e n t  is a c o n d i t i o n  

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

b y  t h e  c o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  ( c o m m i s s i o n e r )  in 

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

c o m m i t m e n t  w i l l  s t a t e  t h e  m i n i m u m  a n n u a l  r e q u i r e m e n t  f o r  e x p l o r a t i o n  a n d  

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

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

t e r m s .

(b) T h e  c o m m i s s i o n e r  w i l l ,  a t  h i s  d i s c r e t i o n ,  a l t e r  o r  a b r o g a t e  t h e  t e r m s  

o f  t h e  w o r k  c o m m i t m e n t  if

(1) t h e  l e s s e e  p r e s e n t s  e v i d e n c e  t h a t  t h e  l e a s e  w i l l  b e  u n p r o d u c t i v e

a n d / o r  u n e c o n o m i c  u n d e r  t h e  t e r m s  o f  t h e  w o r k  c o m m i t m e n t ;

(2) t h e  l e s s e e  p r e s e n t s  e v i d e n c e  t h a t  t h e  e x i s t i n g  t e r m s  o f  t h e  w o r k

c o m m i t m e n t  c a n n o t  b e  p e r f o r m e d  b y  r e a s o n  o f  w a r ,  r i o t s ,  a c t s  o f  G od, u n u s u a l l y

s e v e r e  w e a t h e r ,  o r  a n y  o t h e r  c a u s e  b e y o n d  t h e  l e s s e e ' s  r e a s o n a b l e  a b i l i t y  to 

f o r e s e e  o r  c o n t r o l  ( i n c l u d i n g  d e l a y s  c a u s e d  b y  j u d i c i a l  d e c i s i o n s  o r  l a c k  of 

t h e m ) , w h e t h e r  s i m i l a r  to t h o s e  e n u m e r a t e d  o r  n o t ;

Register , 1985 DEPARTMENT OF NATURAL RESOURCES 11 AAC 83.700
0



a n d  w i l l  b e  f o r f e i t e d  a u t o m a t i c a l l y  t o  t h e  s t a t e  if t h e  w o r k  c o m m i t m e n t  is n o t

f u l f i l l e d  b y  t h e  e n d  of t h e  w a i v e r  p e r i o d .  A  s e p a r a t e  b o n d  w i l l  b e  r e q u i r e d  

f o r  e a c h  l e a s e  f o r  w h i c h  a w a i v e r  o f  a w o r k  c o m m i t m e n t  is g r a n t e d .

(e) If  a l e s s e e  f a i l s  to  m e e t  a n y  t e r m  o f  a w o r k  c o m m i t m e n t  b y  i ts d u e  

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

w a i v e r ,  t h e  l e a s e  w i l l  a u t o m a t i c a l l y  t e r m i n a t e .  I n  a d d i t i o n ,  a n y  p e n a l t y  

p r o v i s i o n s  e s t a b l i s h e d  b y  t h e  c o m m i s s i o n e r  in  t h e  w o r k  c o m m i t m e n t  s t i p u l a t i o n ,  

o r  as  a c o n d i t i o n  t o  a n y  e x t e n s i o n ,  a l t e r a t i o n ,  o r  v.aiver. w i l l  t a k e  e f f e c t  

i m m e d i a t e l y  if t h e  w o r k  c o m m i t m e n t  is  n o t  c o m p l e t e d  b y  i t s  d u e  d a t e ,  i n c l u d i n g  

p e r i o d  o f  e x t e n s i o n  a n d  w a i v e r .  [ F A I L U R E  T O  C O M P L Y  W I T H  T H E  M I N I M U M  A N N U A L  

W O R K  C O M M I T M E N T  C O N S T I T U T E S  G R O U N D S  F O R  F O R F E I T U R E  O F  T H E  L E A S E . ]  (Eff. 

1 1 / 9 / 7 9 ,  R e g i s t e r  72; a m  / / R e g i s t e r  )

A u t h o r i t y :  A S  3 8 . 0 5 . 0 2 0

A S  3 8 . 0 5 . 1 8 0

1 1  A A C  8 3 . 7 0 5  is a m e n d e d  t o  r e a d  as f o l l o w s :

1 1  A A C . 8 3 . 7 0 5 .  W O R K  C O M M I T M E N T  M O D I F I C A T I O N .  (a) A p p l i c a t i o n  f o r

m o d i f i c a t i o n  u n d e r  A S  3 8 . 0 5 . 1 8 0 ( h )  m u s t  c o m p l y  w i t h  11  A A C  8 8 . 1 0 5  a n d  m u s t

(1) s t a t e  a l l  t h e  f a c t s  t h a t  m a y  e n t i t l e  t h e  a p p l i c a n t  to

m o d i f i c a t i o n ;

(2) s t a t e  l o c a t i o n  a n d  s t a t u s  o f  a l l  p a s t  a n d  p r e s e n t  a c t i v i t i e s  o n  

t h e  l e a s e ;

(3) c o n t a i n  a  d e t a i l e d  r e p o r t  o f  a l l  a c t i v i t y  o n  t h e  l e a s e  p r e c e d i n g

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

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



(3) t h e  l e s s e e  b e c o m e s  p a r t y  to a u n i t  a g r e e m e n t ;  o r  
0

(4) t h e  l e s s e e  r e l i n q u i s h e s  t h e  l e a s e .

(c) T h e  c o m m i s s i o n e r  m a y  w a i v e  f o r  u p  to t w o  y e o r s  a n y  w o r k  c o m m i t m e n t  

i m p o s e d  o n  a l e a s e  u n d e r  s u b s e c t i o n  (a) of  t h i s  s e c t i o n  if t h e  c o m m i s s i o n e r  

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

w o r k  c o m m i t m e n t  w e r e  b e y o n d  t h e  l e s s e e ' s  r e a s o n a b l e  a b i l i t y  to f o r e s e e  o r

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

i n t e n t  a n d  a b i l i t y  t o  f u l f i l l  t h e  t e r m s  of  t h e  w o r k  c o m m i t m e n t  d u r i n g  t h e  t e r m

of t h e  w a i v e r .  T h e  c o m m i s s i o n e r  w i l l  c o n s i d e r  t h e  f o l l o w i n g  f a c t o r s  w h e n

d e t e r m i n i n g  w h e t h e r  a l e s s e e  h a s  d e m o n s t r a t e d  t h e  i n t e n t  a n d  a b i l i t y  to 

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

b e  g r a n t e d

(1) w h e t h e r  t h e  l e s s e e  h a s  u n d e r t a k e n  a p p r o p r i a t e  a c t i o n s  to f u l f i l l  t h e  

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

a n d  f i n a n c i n g  r e q u i r e d  to m e e t  t h e  w o r k  c o m m i t m e n t :

(2) r e a s o n s  w h y  t h e  l e s s e e  d i d  n o t  m e e t  t h e  t e r m s  o f  t h e  w o r k  c o m m i t m e n t  

d u r i n g  i t s  i n i t i a l  t e r m ;

(3) t h e  l e s s e e ' s  s p e c i f i c  p l a n s  a n d  a c t i o n s  t a k e n  t o  m e e t  t h e  w o r k  

c o m m i t m e n t  d u r i n g  t h e  t e r m  o f  t h e  w a i v e r ;  a n d

(4) t h e  f u l f i l l m e n t  o r  l a c k  of  f u l f i l l m e n t  of  o t h e r  w o r k  c o m m i t m e n t s  o r  

s i m i l a r  o b l i g a t i o n s  b y  t h e  l e s s e e  w i t h i n  t h e  s t a t e .

(d) A s  a c o n d i t i o n  o f  w a i v e r  o f  a n y  t e r m  o f  a m i n i m u m  w o r k  c o m m i t m e n t  u n d e r  

s u b s e c t i o n  (c) o f  t h i s  s e c t i o n  t h e  c o m m i s s i o n e r  w i l l  r e q u i r e  t h e  l e s s e e  to 

p o s t  a p e r f o r m a n c e  b o n d  o f  $ 1 0 0 . 0 0 0  t o  e n s u r e  t h e  f u l f i l l m e n t  o f  t h e  w o r k  

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

l e s s e e  if t h e  w o r k  c o m m i t m e n t  is f u l f i l l e d  b y  t h e  e n d  o f  t h e  w a i v e r  p e r i o d .



t h e  f u l f i l l m e n t  o f  t h e  t e r m  o f  t h e  w o r k  c o m m i t m e n t ;

(4) be f i l e d  n o t  l a t e r  th a n  30 days b e fo re  th e  e x i s t in g  d e a d l in e  fo r
m

(5) a d d r e s s  a l l  p e r t i n e n t  f a c t o r s  l i s t e d  in 1 1 A A C  8 3 . 7 0 0 ( b )  o r  11 

A A C  8 3 . 7 0 0 ( c ) .  as a p p r o p r i a t e ;  a n d

(6) in c o n n e c t i o n  w i t h  a p p l i c a t i o n s  f o r  w a i v e r s  u n d e r  

1 1  A A C  8 3 . 7 0 0 ( c ) .  a f f i r m  t h e  l e s s e e ' s  r e a d i n e s s  a n d  a b i l i t y  to p o s t  a 

p e r f o r m a n c e  b o n d . (Eff. 1 1 / 9 / 7 9 ,  R e g i s t e r  72; a m  / / R e g i s t e r  )

A u t h o r i t y :  A S  3 8 . 0 5 . 0 2 0

A S  3 8 . 0 5 . 1 8 0

2 3 6 6 A



C. B; glin
Land Consultant 
P.O. Bex 131 

Fairbanks, Alas' t 99707 
(907)452-5 )

B i ’ ! Van Dyke 
State of Alaska
Department of Natural Resources 
Pouch 7-034
Anchorage, Alaska 99510

May 2 , 1985

Dear Bill:

Exploratory wells F-2 and F-3 have been commenced on State of Alaska 

leases ADL 318612 and ADL 318613. The work committment has been 

satisfied on ADL 318612 and ADL 318613. Burglin therefore requests 

written notice from DNR, Division of Oil and Gas that ADL 318612 and 

ADL 318613 are extended to their full ten year term.

Regards,

BB/mbg

c c :  Jim  Eason



(907)452-5149

June 3, 1985

Esther Wunnicke
Commissioner of Natural Resources 
Pouch 7-034
Anchorage, Alaska 99510

Re: Extension of Oil and Gas Leases

Dear Commissioner Wunnicke:

Under the terms of Senate Bill No. 232, we are formally requesting 
a waiving of the work commitment for two years on the following 
leases, as of November 1, 1985:

ADL#,'s: 318612, 318613, 318618, 318620, 318621, 318623, 318624,
318626, 318631, 318632, 318635, 318639, 318J51, 318652,
318653, 318654, 318655, 318659 318660, 318661, 318662,
3L8663, 318664, 318665, 318666, 318667, 318668' 318669,
318670, 318671, 318674, 318677, 318678, 318680, 318681,
318682, 318658

We justify this request on the basis of an extensive drilling program 
for these leases plus extensive work and evaluation already done plus unit 
applications that have been applied for and are under discussion with your 
office at this time.

V/e see no reason for the leases nop to be extended .within the next ten 
days. Please let us know, in writing, by June 15, whether or not this., 
extension wiil be granted.

Sincerely yours,

C. Burglin 

CB/mbg



W< S T A T E  O F  A L A S K A

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 SV \

ESTHER C. WUNNICKE, COMMISSIONER PUBLIC AFFAIRS OFFICE
POUCH M 555 CORDOVA ST./POUCH 7-005
JUNEAU, AK 99811 
(907)465-2400

ANCHORAGE, AK 99510 
(907) 276-2653

M E D I A  R E L E A S E

CONTACT: CAROL LARSEN 

PHONE: 786 2450
DNR NEWSLINE:

EXTEND EXPLORATION AND DEVELOPMENT REQUIRED START DATE

DIVISION OF: OFFICE OF THE COMMISSIONER

RELEASE DATE: jxjne 14, 1985

SUBJECT: PROPOSED OIL & GAS REGULATIONS WOULD

Under new regulations proposed by the sb »e's Department 

of Natural Resources, the deadline for starting oil and 

gas exploration and development on certain state lands 

may be extended.

Since 1979, the state has Imposed work cannitments on some 

leases issued in state oil and gas lease sales to promote 

early exploration and development. A work commitment 

obligates the leaseholder to begin exploration operations 

by drilling a well within a given period —  either in 

five or seven years from the effective date of the lease —  

or to commit the lease to an approved unit.

'We designed the concept of work coamitments in the first place 

to encourage industry to expedite exploration and development 

of state oil and gas leases. In exchange for this early 

development commitment, the leaseholders paid less for the 

leases than they would have if there had been no work connu.tment,1 

said Esther C. Wunnicke, Commissioner of the state Department 

of Natural Resources.

MDRE MORE MDRE



Page 2.

Under a new law, the Commissioner was recently given additional 

discretion in determining the circumstances under which the 

work commitment may be extended. Proposed regulations define the 

specific criteria by which a work commitment can be extended and 

the terms under which a work commitment extension would'.: he 

granted. Decisions will made on a case by case basis.

The criteria chat the Commissioner would consider in granting 

any extensions include:

o actions the lessee has taken toward fulfilling

the work commitment, including permitting, financing 

and materials acquisition

o reasons why the work cannitment was not fulfilled 

during the initial term of the work cannitment

o the lessee's specific plans for meeting the work 

commitment during the extension

o whether or not the lessee had fulfilled similar 

work cocimitments within Alaska.

In addition to the above, a performance bond of $100,000 would 

be required of the lessee for each waiver of a work cannitment 

approved by the department. The bond would be returned to the 

lessee upon fulfillment of the work ccmmitment, but would be 

forfeited to the state if the lessee did not meet the terms 

of the work ccmmitment during the extension.

"I feel that it is important that each lessee be provided a clear 

indication of the standards under which each request for an 

extension would be reviewed.

"It is m y  firm belief that these regulations would result in



Because the work commitments on numerous leases expire 

within the next six months, the Department of Natural 

Resources would follow an expedited timeline to adopt 

the proposed regulations. Public hearings will be held 

on the draft regulations in Fairbanks on July 1, 

and in Anchorage on July 2, 1985. Following those 

meetings, public comment will be considered during the 

Department of Natural Resources and the Department of 

law's review of the regulation package. If a decision 

is made to adopt the regulations, they would become 

effective on or about September 1, 1985, following 

approval by the lieutenant governor.

For more information about the proposed regulations, 

please contact:

Catherine Fortney

Alaska Department of Natural Resources 

Division of Oil and Gas 

Pouch 7-034

Anchorage, Alaska 99510 

telephone: 276 2653

Page 3.
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Senate Calendar
Thursday

Officia l J3utf(netftf of tfjc Senate May 9 ’ 1 '

One Hundred Sixteenth Legislative Day 

SUPPLEMENTAL CALENDAR

SECOND READING OF SENATE BILLS

SB 232 Approving the sale of Prudhoe Bay royalty oil by
the State of Alaska to the Golden Valley Electric 
Association

_____________________________eff. date
—  Fiscal note zero, Resources report pg 827,

Finance offered CS pg 1149, new title 
"minimum work commitments in oil and gas
leases ___________  '  eff. date"
Letter of Intent forthcoming



1 IN THE SENATE BY THE FINANCE COMMITTEE
2 CS FOR SENATE BILL NO. 232 (F inance)
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
A FOURTEENTH LEGISLATURE - FIRST SESSION
5 A BILL
6 For an Act e n t i t le d : "An Act re la t in g  to minimum work commitments in  o i l
7 and gas le a se s ; and p rov id ing  f o r  an e f fe c t iv e  d a te ."
8 BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
9 * Section  1. AS 3 8 .0 5 .1 8 0 (h ) is  amended to  read :

10 (h ) The commissioner may inc lude terms in  any o i l  and gas le ase
11 imposing a minimum work commitment on *he le s se e . These terms s h a l l
12 be made pub lic  b e fo re  the s a le , and may inc lude app rop ria te  pena lty
13 p ro v is io n s  to  take e f fe c t  in  the event the le ssee  does not f u l f i l l  the
1A minimum work commitment. I f  [SHOULD] i t  i s  [BE] demonstrated tha t a
15 le ase  has been proven unproductive by ac tions o f ad jacent lease
16 h o ld e rs , the commissioner may se t aside a work commitment. I f  a m in i-
17 mum work commitment is  not f u l f i l l e d  because cond itions p reventing
18 d r i l l i n g  o r e xp lo ra t io n  were not reasonab ly fo re seeab le  by the le ssee
19 o r were beyond the le s s e e 's  c o n t ro l, the commissioner may waive f o r
20 tv’o years any term o f the minimum work commitment.
21 * Sec. 2 . This Act takes e f fe c t  immediately in  accordance w ith AS 0 1 .-
22 1 0 .0 7 0 (c ) .

O f f e r e d :  5 / 8 / 8 5
R e f e r r e d :  R u le s

O r i g i n a l  s p o n s o r :  R u l e s / G o v e r n o r

- 1 - CSSB 2 3 2 ( F i n )



I n t r o d u c e d :  3 / 1 3 / 8 5
R e f e r r e d :  R e s o u r c e s  a n d  F in a n c e

BY THE RULES COMMITTEE BY1 IN THE SENATE REQUEST OF THE GOVERNOR
2 SENATE BILL NO. 232
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 FOURTEENTH LEGISLATURE - FIRST SESSION
5 A BILL
6 For an Act e n t i t le d : "An Act approving the s a le  o f  Prudhoe Bay r o y a lty  o i l
7 by the S ta te o f  A laska to the Golden V a lle y  E le c t r ic
8 A ssoc ia tion ; and p rov id ing  f o r  an e f fe c t iv e  d a te ."
9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. The "Agreement f o r  the Sale and Purchase o f  Prudhoe Bay
11 Roya lty  O il"  between the S ta te  o f A laska and the Golden V a lle y  E le c t r ic
12 A ssoc ia tion , dated February 8 , 1985, is  approved and r a t i f i e d .
13 * Sec. 2 . This Act takes e f fe c t  immediately in  accordance w ith  AS 0 1 .-
14 1 0 .0 7 0 (c ) .

-1 - SB 2 3 2
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S E N A T E  B I L L  NO. 232 by the R u l e s  C o m m i t t e e  bv r e q u e s t  of-' the 
G o v e r n o r ,  e n t i t l e d !

"An Act a p p r o v i n g  the s a l e  of P r u d h o e  Bay 
r o y a l t y  oil by the S t a t e  of A l a s k a  to the 
G o l d e n  U 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 
p r o v i d i n g  for an e f f e c t i v e  dat e . "

was  re a d  the first time and r e f e r r e d  to the R e s o u r c e s  C o m m i t­
tee and the F i n a n c e  C o m m i t t e e .

Fiscal n o t e  is zero.

SB 232 - S E N A T E  J O U R N A L  - P A G E  5 3 6 -  1 3 / 1 3 / 8 5

G o v e r n o r ' s  t ransmittal letter d a t e d  M a r c h  13:

B e a r  S e n a t o r  B e nnett:

U n d e r  the a u t h o r i t y  of art. Ill, sac. 18, of the A l a s k a  C o n­
stit u t i o n ,  I am t r a n s m i t t i n g  a bill that p r o v i d e s  for l e g i s­
lative approval of a r o y a l t y  oil c o n t r a c t  b e t w e e n  the s t a t e  
and 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  for the s a l e  of P r u d h o e  
B ay r o y a l t y  oil. Al s o  t r a n s m i t t e d  w i t h  this bill is a c o p y  of 

the r e s o l u t i o n  of the A l a s k a  R o y a l t y  Oil and 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  r e c o m m e n d i n g  approval of this c o n t r a c t ,  along 
with a letter from the b o a r d  c h a i r m a n .  T h i s  r e s o l u t i o n  is 
b e i n g  t r a n s m i t t e d  in a c c o r d a n c e  w i t h  ,iS 3 8 . 0 6 . 0 4 0 ( a ) ( 3 )  and 
AS 3 8 . 0 6 . 0 7 0 ( c ) .

T h i s  c o n t r a c t  is also d e s c r i b e d  in the f i n d i n g s  issued by the 
D e p a r t m e n t  of Natural R e s o u r c e s  on J a n u a r y  :L6, 1985. C o p i e s  
of t h ese f i n d i n g s  h a v e  b e e n  m a d e  a v a i l a b l e  to the l e g i s l a t u r e  
and the p u b l i c  for r e v iew.

T h i s  c o n t r a c t  is b e i n g  s u b m i t t e d  for l e g i s l a t i v e  approval for 
two r e a s o n s .  F i r s t ,  a l t h o u g h  this and the p r e v i o u s  a d m i n i s­
trat i o n  h a v e  c o n s i s t e n t l y  t a k e n  the p o s i t i o n  that the s t a t u­
tory r e q u i r e m e n t  of l e g i s l a t i v e  approval of r o y a l t y  oil 
c o n t r a c t s  (AS 3 8 . 0 6 . 0 5 5 )  is u n c o n s t i t u t i o n a l ,  as a m a t t e r  of 
c o m i t y  I r e s p e c t  the I e g i s i a t u r e ' s  d e s i r e  to ha v e  a d i r e c t  
v o i c e  in m a j o r  d i s p o s a l s  of r o y a l t y  oil. T h e r e f o r e , this 
c o n t r a c t  cont a i ns p r o v  i s i ons r e q u  i r i ng a p p r o v a  I by the I egi s- 
lature b e f o r e  it b e c o m e s  e f f e c t i v e .  S e c ond, t h i s  bill w o u l d  
rati fy the a g r e e m e n t  for s a l e  of oil. Th i s rati f i cati on w o u I d  
c u r e  any p r o cedural d e f e c t  that may h a v e  o c c u r r e d  in the p r o­
cess  of e n t e r i n g  into this c o n t r a c t .  A l t h o u g h  we b e l i e v e  that 
all n e c e s s a r y  s t e p s  h a v e  be e n  taken, the s t a t u t e s  and r e g u l a -  
tions g o v e r n i n g  the disposal of r o y a l t y  oil r e p r e s e n t  o f t e n  
c o n f l i c t i n g  d e s i r e s  and g o a l s  —  bo t h  p r o c e d u r a l  and s u b s t a n­
tive. For e x a m p l e ,  e v e n  if s t a t u t o r i l y  r e q u i r i n g  l e g i s l a t i v e  
approval w e r e  c o n s t i t u t i o n a l ,  the p r e s e n t  s t a t u t e s  p r o v i d e ,  on 
the one hand, that the l e g i s l a t u r e  is to a p p r o v e  the c o n t r a c t  
by e n a c t i n g  l e g i s l a t i o n  (A8 3 8 . 0 6 . 0 5 5 ( a ) ) ,  but, on the o t h e r  
hand, they also p r o v i d e  that a r e p o r t  of the R o y a l t y  B o a r d



" s h a l l  he s u bm i t t e d  f o r  l e g i s l a t i v e  r e v i e w  a t th e t im e a 
r e s o l u t i o n  f o r  l e g i s l a t i v e  ap p ro v a l o f  a p ro p o s u J d i s p o s i t i o n  
o f  r o y a l t y  o i l  and gas is i n t r o d u c e d  in t h e l e g i s l a t u r e "  
(AS 3 8 . 0 6 . 0 7 0 ( c ) ) .  S in c e l e g i s l a t i v e  a p p ro v a l i s  r e q u i r e d  
anyway as a m a t t e r  o f  c o n t r a c t ;  I b e l i e v e  t h a t  i t  i s  o n l y  
p r u d e n t to p r e s e n t t h i s  c o n t r a c t  f o r  l e g i s l a t i v e  a p p ro v a l and 
r a t i f i c a t i o n  a t t h i s  t im e .

S i r io e re l y »

B i l l  S h a f f i  e I d
G ove rno r
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"Ma rch 11 , 19oS

The H ono ra b le Don B e n n e t t 
P r e s i d e n t o f  t h e  Sena te 
AI aska S t a t e  Leg i s I a t u r e  
Pouch 0
Juneau , A la s k a 99811

R e f e r e n c e : 'An Ac t r e l a t i n g  t o  th e s a l e  and pu r c h a se o f  
r o y a l t y  o i l  f r om  th e Prudhoe Bay u n i t  be tween 
th e S t a t e  o f  A la s k a and 'Go I den 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 . '

Dear H r . P re s i d e n t :

I n  acco rdan ce w i t h  AS 3 8 . 0 6 . 0 4 0 ( 3 ) ,  I am f o r w a r d i n g  f o r  y o u r 
c o n s i d e r a t i o n  th e r e s o l u t i o n  o f th e A la s k a R oya l t > O i l and Gas 
Deve lopmen t A d v i s o r y  Boa rd wh ic h recommends t h a t  t h e l e g i s l a ­
t u r e  app rove t h e r e f e r e n c e d  s a l e  o f  r o y a l t y  o i l  t o  Go lden 
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 .

I f  we can be o f  f u r t h e r  s e r v i c e ,  p l e a s e  do n o t h e s i t a t e  t o  
c a I I .

S i n c e r e l y ,

/ s /
James B. G o t t s t e i n  
Cha i rman"

"The A la s k a R o y a l t y  O i l 6 Gas Deve lopmen t A d v i s o r y  Boa rd

R e s o l u t i o n  85 -1

F i nd i ngs

1. On December 5 , 1984 , t h e  A la s k a R o y a l t y  O i l and Gas De-
ve Io pm en t Adv i s o r y  Boa rd ( " b o a r d ' )  r e c e  i ved th e p r e I i m i -
n a r y  F i n d i n g s  arid de te rm i na t i ons o f  th e c omm is s i o n e r o f
t h e A la s k a Depa r tm en t o f  N a t u r a l Resou rc e s ( ' c omm is s io n ­
e r ' )  on th e s a l e  o f  P rudhoe Bay r o y a l t y  o i l  t o  Go lden 
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 .  ( 'G VEA ' ) and th e d r a f t  

■ c o n t r a c t  w i t h  GVEA f o r  th e s a l e  and pu r c h a s e o f  t h a t  r o y -



a 1t y oil.

2 . On J a n u a r y 16, 1985 , t h e  bo a rd r e c e i v e d  t h e comm is s io n ­
e r ' s  f i n a l  f i n d i n g s  and d e t e r m i n a t i o n s  on th e s a l e  o f 
P rudhoe Bay r o y a l t y  o i l  t o  GVEA,

3 . On F e b r u a r y  8 , 1985 , th e S t a t e  o f  A l a s k a , t h r o u g h th e com­
m i s s i o n e r ,  e x e c u t e d th e ag reemen t f o r  th e s a l e  o f  r o y a l t y  
o i l  w i t h  GVEA and p r o v i d e d  each boa rd member w i t h  a copy 
o f  t h e  GVEA c o n t r a c t .

SB 232 SENATE JOURNAL -  PAGE .. .538- 1 3 / 1 3 / 8 5

4 . On F e b r u a r y  20 , 1985 , t h e  b o a r d  h e l d  a p u b l i c  h e a r i n g  in 
A n c h o ra g e , w i t h  t e l e c o m m u n i c a t i o n  hookups in F a i r b a n k s ,
J u ne au , Sewa rd , and V a l d e s , t o  r e c e i v e  t e s t im o n y  on th e 
p ro p o s e d s a l e  o f  P rudhoe Bay r o y a l t y  o i l  t o  GVEA and met 
t o  d i s c u s s  t h e GVEA c o n t r a c t ,  t h e c om m is s i o n e r ' s  f i n d i n g s  
and d e t e r m i n a t i o n ,  and t h e  p u b l i c  t e s t im o n y .

ConeI us i ons

Based on t h e  b o a r d ' s  r e v i e w  o f  th e GVEA c o n t r a c t ,  t h e  commis­
s i o n e r ' s  f i n d i n g s  and d a t e r m i n a t i o n s ,  and p u b l i c  t e s t im o n y , 
t h e b o a rd c o n c l u d e s  t h a t  t h e p ro p o s e d d i s p o s a l o f  Rrudhoe Bay 
r o y a l t y  o i l  t o  GVEA mea ts th e r e q u i r e m e n t s  o f  AS 3 8 .0 6 .

R e s o lu t ion

Based on th e s e  f i n d i n g s  and c o n c l u s i o n s ,  t h e boa rd recommends 
t o  the F o u r t e e n t h  A la s k a L e g i s l a t u r e  t h a t  th e 'Ag reemen t f o r  
t h e Sa le and Pu rc h a se o f  R o y a l t y  G i l '  be tween th e S t a t e  o f 
A la s k a and Go lden 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 . ,  da te d 
F e b r u a r y 8 , 1985 , be APPROVED.

D a ted : March 11 , 1985

/ s /
James B. G o t t s t e i n  

/ s /
R obe r t D. Hea th 

/  s /
Mary Lou Couch"
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The Resou rc e s Comm i t te e c o n s i d e r e d  SENATE B ILL NO. 232 (ap ­
p r o v i n g  t h e s a l e  o f  P rudhoe Bay r o y a l t y  o i l  by t h e S t a t e  o f  
A la s k a f o r  th e Go lden 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 ?  e f d )  and a 
m a j o r i t y  o f  t h e  c omm i t t e e recommended do pa s s .

SB 232 SENATE JOURNAL - PAGE 828- 1 4/17/85



The r e » o r t  was s i g n e d  hy S e n a t o r S t u r g u l e w s k i , Cha i rman and 
c o n c u r r e d  in by S e n a to r s Fah renkamp . Z h a r o f f  and C o g h i l l .  
S e n a t o r s  V i c  F i s c h e r  and H a l f o r d  s i g n e d  "no r e c om m e n d a t i o n " .

SENATE B ILL NO. 232 was r e f e r r e d  t o  t h e  F in a n c e C omm i t te e .

SB 232 SENATE JOURNAL -  PAGE 1149 - 1 5 /  0 / 3

The F in a n c e Comm i t te e c o n s i d e r e d  SENATE E<ILL NO. 232 ( a p p ro v ­
in g t h e s a l e  o f  Prudhoe Bay r o y a l t y  o i l  by t h e  S t a t e  o f  A la s k a 
t o  th e Go lden 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 ?  e f 'd ) and recommend­
ed i t  be r e p l a c e d  w i t h

CS FOR SENATE B ILL NO. 232 ( F I N ) ,  e n t i t l e d :

"An A c t r e l a t i n g  to minimum wo rk comm i tm en ts 
in o i l  and gas leases? and p r o v i d i n g  f o r  an 
e f f e c t i v e  d a t e . "

S e n a t o r F a i k s ,  Co-Cha i rman and S e n a t o r s  K e r t t u l a  and Pau l 
F i s c h e r  s i g n e d  "no r e c omm e n d a t i o n " . S e n a t o r s  E l i a s o n ,  
Fe rgu son and S a c k e t t  s ig n e d "d o p a s s " .

L e t t e r  o f  I n t e n t  f o r t h c o m i n g .

SENATE B ILL NO. 232 was r e f e r r e d  t o  t h e R u le s C omm i t t e e .
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Original sponsor: Rules/Governor

IN T H E  S E N A T E BY T H E  FIN AN CE  C O M M I T T E E

CS F O R  SE NATE B I L L  NO. 232 (Finance)

IN T H E  L E G I S L A T U R E  OF T H E  S TA TE  OF 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  SESSI ON

A  BILL

F o r  an A c t  entitled: "An A c t  r e l a t i n g  to m i n i m u m  w o r k  commitments in oil

an d gas leases; a n d  p r o v i d i n g  for an ef fe ctive date." 

BE IT E N A C T E D  BY T HE L E G I S L A T U R E  O F  THE STATE O F  ALASKA: \|.*v • *

* S e c t i o n  1. AS 38.05.180(h) is a m e n d e d  to read:

(h) T h e  c o m m i s s i o n e r  m a y  i n c lu de  terms in a ny oil and gas lease

i m p o s i n g  a m i n i m u m  w o r k  c o m m i t m e n t  on the lessee. These terms shall

. . . .  . 
be m a d e  p u b l i c  b e f o r e  the sale, a nd m a y  inclu de  a p pr op ri at e p e n a l t y

p r o v i s i o n s  to take ef fect in the ev en t the lessee does not fulfi ll  the 

; m i n i m u m  w o r k  commitment. JCf [SHOULD] it [BE] d e m on st ra te d that a 

lease has b e e n  p r o v e n  u n p r o d u c t i v e  b y  actions of- adjacent lease 

ho lders, the c o m m i s s i o n e r  m a y  set aside a w o r k  commitment. If a m i n i­

m u m  w o r k  c o m m i t m e n t  is n o t  f u l f i l l e d  b e c a u s e  conditions p r e v e n t i n g  

d r i l l i n g  or e x p l o r a t i o n  w e r e  n ot r e a s o n a b l y  fo re se e a b l e  by the lessee 

or w e r e  b e y o n d  the lessee* s control, the c o m m i s s i o n e r  m a y  w a i v e  for 

two years any t e r m  of the m i n i m u m  w o r k  commitment.

* Sec. 2. T h i s  A c t  takes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 01.-

10.070(c)
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AS 38.05.180 IS THE STATE OIL AND GAS LEASING AUTHORITY WHICH PROVIDES THE 

STIPULATIONS UNDER WHICH THE STATE'S LANDS ARE LEASED FOR OIL AND GAS DEVELOPMENT.

AS 38.05.180 (p) PROVIDES FOR LEASEES ON STATE OIL AND GAS LEASE LANDS TO POOL >

THEIR PROPERTIES INTO A UNIT . UNDER THE UNIT, THE LEASEES AGREE TO ITS COOPERATIVE 

: MANAGEMENT AND DEVELOPMENT. SUBSECTION (p) ALSO PROVIDES THAT THE COMMISSIONER OF 

NATURAL RESOURCES MAY CHANGE THE DRILLING, PRODUCING OR ROYALTY REQUIREMENTS TO

PROTECT THE PUBLIC INTEREST. THIS SUBSECTION ONLY APPLIES TO PRODUCING LEASES AND IS 

MEANT TO CONSERVE THE RESOURCE THROUGH THE MANAGEMENT/DEVELOPMENT PLAN.

THE COMMITTEE SUBSTITUTE FOR SB 232 (FINANCE) SEEKS TC PROVIDE THE SAME DISCRETION 

TO THE_COMMISSIONER ON STATE OIL AND GAS LEASE LANDS NOT MANAGED UNDER A UNIT PLAN 

TO CHANGE OR.SPECIFICALLY, WAIVE THE'WORK COMMITMENT REQUIREMENTS OF A LEASE 

AGREEMENT FOR A PERIOD OF TWO YEARS. .THIS WAIVER AUTHORITY WOULD APPLY TO. 

EXPLORATORY OR WILDCAT TYPE LEASES.AND WOULD PROVIDE FLEXIBILITY TO THE COMMISSIONER 

IN DEALING WITH INDEPENDENT OPERATORS ON STATE LANDS.



CSSB 232 (Finance)

Excerpt From SENATE FINANCE COMMITTEE MINUTES May 8, 1985 
2:30 p.m.

To Accompany CSSB 232 (Finance) as a Letter of Intent
*

SB 232
Co-chairman Faiks directed that SB 232 (ACT APPROVING THE SALE OF PRUDHOE BAY ROYALTY OIL BY THE STATE OF ALASKA TO THE GOLDEN VALLEY ELECTRIC ASSOCIATION; efd) be brought on for consideration, and Senator Ferguson MOVED for ADOPTION of CSSB 232 (Finance) (ACT RELATING TO MINIMUM WORK COMMITMENTS IN OIL AND GAS LEASES; efd). No objection to the motion having been raised, CSSB 232 (Finance) WAS ADOPTED.
Senator Paul Fischer advised that the committee was awaiting information from the Dept, of Lav; concerning the possibility that language in the committee substitute might give rise to litigation brought by competitors who may feel they have not been given fair or equal treatment under state leases.
BOB MAYNARD, Assistant Attorney General, Dept, of Lav;, spoke to the issue, advising that doctrine stating that one cannot change the terms of a contract after it has been awarded applies to normal competitive bid statutes. As a doctrine of law, should an act of God or a sovereign occur which makes it impossible or extremely difficult for a bidder to fulfill his contractual duties, the duties are suspended for the duration of the occurrence. To the extent that language in the bill is construed along the lines of the aforementioned doctrine of law, there is no problem since the standard would be applicable "across the board."
Questions might be raised, however, in situations where, due to vagueness, it is unclear what conditions allow for extension of an obligation. This might raise constitutional problems. Since the commissioner's exercise of authority under the proposed bill is discretionary, in instances where constitutional problems might be created, the commissioner would simply not apply the statute.
Mr. Maynard reiterated that should a problem arise under the bill, it would be a constitutional problem, and in situations where constitutional problems might occur, the commissioner would be prevented, by constitutional provisions, from following the statute. In situations where no constitutional problem exists, the commissioner's discretion could be exercised. The issue



raised by the language is one of fairness to other bidders and whether problems relate to constitutional or statutory questions.
Co-chairman Sackett asked how problems raised by statute would be resolver. Mr. Maynard responded that if a problem arises involving another statute, this statute would supersede—it is a statute of equal dignities. The only real issue is whether proposed bill language raises a constitutional problem. If it does, nothing can be done statutorily to solve the problem.
Co-chairman Sackett asked Senator Fahrenkamp, the author of the pronosed language, to advise of the purpose behind it. Senator Fahrenkamp explained that it was intented to give independent operators holding state leases which contain time and work requirements no longer included in leases bociay, an opportunity for a one-time, two-year extension to meet unforeseen problems,i.e. lack of gravel, lack of ability to utilize ice roads, etc.
Mr. Maynard explained that if delays result from weather—an act of God—there may be no problem. Possible readings of bill language could raise problems, given the fact that the bill allows the commissioner discretion as to whether the statute should be enforced. However, a constitutional problem is not foreseen since unconstitutional application of the language can be avoided at the commissioner's discretion. In instances where constitutional problems arise, the commissioner would be prevented from applying the statute.
Co-chairman Faiks directed that further research into the issue be conducted by the Dept, of Law.
Senator Eliason asked if intent language which would strengthen the legislature's position in the event of suit could be drafted to accompany the bill. Mr. Maynard reiterated that there may be no problem with the language as written. He advised that his initial reaction is that there is no problem. Further, if there is a problem, Mr. Maynard voiced his opinion that because the exercise of authority is discretionary, the commissioner would be prevented from applying the statute in situations where constitutional issues might arise. The language solves the problem itself.
Co-chairman Sackett asked if the foregoing answered Senator Fischer's earlier question concerning possible suit brought by competitors. Mr. Maynard responded, "no it did not," since the foregoing represents a situation in which a constitutional problem might arise. As an example, Mr. Maynard advised of a competitor who might claim that oil prices are falling and, as a result, he cannot fulfill drilling requirements under his lease. Another competitor might claim that he would have bid a lower price and gotten the lease had he known that prices were falling. If the above raises constitutional questions, the Dept, of Law would tell the commissioner that statutory discretion could not be exercised. Mr. Maynard advised that he did not know the answer to potential problems, but they could be solved later.
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Senator Paul Fischer advised that his concern relates to instances in which discretionary action has been taken, and someone (an unsuccessful bidder) questions the action "after the damage has been done." Mr. Maynard responded that when the contract was bid, everyone had "an equal shot." The proposed law was not even "on the books. *’ It is not a clear cut issue one way or the other.
Co-chairman Sackett restated Senator Ferguson's earlier motion for adoption of CSSB 232 (Finance). Again, no objection was raised.
Senator Kerttula requested that it be made clear that should the commissioner be advised of possible constitutional problems resulting from exercise of authority under the statute, that he or she avoid application of the statute in those instances. He stressed the importance of retaining the spirit of the law, while avoiding nuances which could give rise to constitutional prohibition. He requested that Legislative Finance staff reflect the foregoing intent as backup information to the committee decision concerning the subject bill.
Co-chairman Sackett MOVED that CSSB 232 (Finance) pass from committee with individual recommendations, accompanied by a copy of Senate Finance Committee Minutes as a letter of intent reflecting the above discussion in order to clarify limitations placed on discretionary application of the law by the commissioner. No objection having been raised, CSSB 323 (Finance) was REPORTED OUT of committee, accompanied by the committee minutes of the afternoon of May 8, 1985, as a letter of intent. Senators Eliason, Ferguson, and Co-chairman Sackett sigi.jd the committee report 'with a "do pass" recommendation. Senators Paul Fischer, Kerttula, and Co-chairman Faiks signed "no recommendation."

• V t thv
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IN THE HOUSE BY THE RULES COMMITTEE BY
REQUEST OF THE G O V ER NO R

CS F O R  HOUSE BILL NO. 287 (Oil and Gas)

IN THE L E GI SL AT UR E  OF THE STATE OF A L A S K A  

F OU RT EE NT H LE GISLATURE - FIRST SESSION

A  BILL

F or an A ct entitled: "An Act approving the sale of Prudhoe

Bay royalty oil by the State of A l a s k a  

to the Golden V a l le y  El ectric Association; 

and providing for an effective date."

BE IT ENACT ED  BY THE LEGI SL AT UR E  OF THE STATE OF ALASKA:

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

Prudhoe Bay Royalty Oil" between the State of A l as ka  and the

Golden Vall ey  Electric Association, dated Fe bruary 8 , 1985, is

a p p ro ve d and ratified(.) for a p e r io d of one year only, until 
Se ptember 30, 1986.

* Sec. 21 This Act takes effect i mmediately in accordance

w i t h  AS 01.10.070(c).



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

P O U C H  V

J U N E A O .  A L A S K A  9 9 8 1 1

( 9 0 7 )  4 6 5 - 4 9 4 1

H ouse Sp e c ia l Comm ittee on O il a n d  G as

A p r i l  4, 1985

C o m m i s s i o n e r  E s t h e r  Wunn ic ke  
D e p a r t m e n t  of N a t u r a l  Resources 
P o u c h  M
Juneau, A l a s k a  99811 

D ea r C o m m i s s i o n e r  Wunnicke;

The H o u s e  Spec ia l Committee on Oil and Gas requests that 
the D e p a r t m e n t  of N a t u r a l  Resources amend the royalty oil contract 
w i t h  the G ol d en  V a l l e y  Electric Associ a ti on  (GVEA) dated February 
8 , 1985, so that the contract will extend for a p e r i o d  of one 
year, r a t he r than for ten years as is p re sently written.

This reque st  is b a s e d  on the committee's desire to main ta in  
the fi na n ci al  b e n e f i t  to GVEA's consumers that w o u l d  be realized 
f ro m this contract, and the committee's coincident b elief that it 
is p o s s ib l e for this contract to be r en egotiated in a m a n n e r  that 
w i l l  be far m or e favorable to these same consumers.

It is t he refore the intent of this committee that passage 
and r a t i f i c a t i o n  of CSHB 287 is p r e mi se d upon the condition that 
this amendment be m a d e  to the February 8 , 1985 contract.

Re pr es e n t a t i v e  M i k e  Davis 
Chairman
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' Marco Plgnalberi 
Alaska State Legislature 
Pouch V (MS 3100) .
Juneau, ‘Alaska 99811
• , •'  ,■••■ ..-• ■'■:•. . ■
Dear Mr* Pignalberi: • •■•:-• : • - :

I As you requested, th is le tte r responds to your concern that the 
’ Natural Resources* ("DNR” ) January 16, 1985 Final Findings and Determination 

to S e ll Prudhoe Bay Royalty O il to Golden Valley E lectric  Association/ Inc7~   3av R o y a l t y ________
contained an inexplicable factual error. This 
concerns.

% etter w ill explicate
'7 ose '

'• ■ . .  •. • ■ ’ ■ ■ . • V  ' -■v ' ,
■■ • •••• ,. •:

In that Finding DM? stated that approximately one-third (625
GVEA* s daily turbine fuel requirements would be provided at a discounted price_ 
to GVEA through the proposed disposal. GVEA Manager Burt Sharp noted at a • 
recent House Oil 4 Gas Committee Hearing that at the time the Findings were 
prepared the DM? only had 1983 numbers. Mr. Sharp also noted that in his 
recent analysis of 1984 figures the barrels which would be provided at a 
discounted price to GVEA through the proposed disposal are now closer to 
one-half (983 barrels) of GVEA’ s daily turbine fuel requirement.

Although the contract contemplated a maximum quantity of 5000 fcpd, as you can J ®  
see by Attachment 1 (Exhibit B to the orig inal GVEA contract), there are 
annual ceiling lim its  to th is quantity, .such lim its  ex^-lng December 15,
1983. On December 3, 1980, GVEA gave notice to the State that they wisbed~ to ’Z*BM 
commence taking 2,055 barrels per day of state royalty o il (1.096*), with * 
deliveries commencing on June 17, 19B1 (Attachment 2 ). The 2,055 barrels per 
day was the maximum GVEA could have taken at that time under the annual 
coiling. On April 15, 1983 notification was sent to the producers at GVEA's 
request (See Attachment 3 -  A pril 7, 1963 le tte r to Mike Kelly) increasing the >£§;.
maximum quantity to the 5,000 bpd authorised under the terms of the contract, ' -m m *
Therefore, deliveries for 29Q3 to GVEA can be calculated as follows:

s.-Vi
January 1 -  July 31 9 2,055 bpd X 212 days ■ 435,660 
August 1 -  December 31 8 3,000 bpd X 153 days = 765,000 
Total barrels . l,z()0,66iJ

In 1984 deliveries were not si^Ject to the annual quantity ceilin g .
• • ^ " ■.%»>, *
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The amount of discounted turbine fuel provided to GVEA through the new
® •. contract w ill represent a larger propo.tior, of GVEA* s overall turbine fuel

needs than DNR reported in it s  Findings. Measured as a proportion, the 
proposed contract w ill have an even more favorable impact on GVEA. However, 
th is proportion does not affect the $550,000 annual benefit to GVEA or the 
per-kilowatt hour savings of between one and two-tenths of one percent ^s 
specified in DNR’ s January Findings.

I f  there is  anything else I  can help you with please do not hesitate to ask.

Sincerely,

M u m t / * ’aJ m c / s ,
Dcfina Wood Johnsc 

('alty Manager, {/Oil & Gas

DnO/skt/3445s

-A*.
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■ EXHIBIT B

Attached to and Hade a Part o f the Royalty o i l 
Salas Agreement dated __________________________ , *977,
Between golden vailex electric association , in c . ,  an
Alaskan Non-profit Corporation, "Buyer” , and tha Commiaaioner 
o f Natural Resources o f TUB STATE OF ALASKA, acting pursuant 
to AS 33 .05 .183{d ), "S e lle r" , With Respect to Certain Royalty 
O il Owned and Taken In-Kind by S e lle r Under the Leases 
Described in Exhibit "A", Covering Landa in  the State o f 
Alaska and Following the Herein Described Schedule o f 
Delivery o f Crude O il,

SCHEDULE OF DELIVERY OF CRUDE OIL
DATES

From To
December 15, 1977 .December 15, 1578
December 15, 1978 December 15, 1979
December 15, 1979 
December IB, 1980 
December 15, 1981 
December 15, 1982

December 15, 1980 
December 15, 1981 
December 15, 1902 
December 15, 1983

{bbls/day) 
2000 

3000 
3000 
3000 «/ 
5000 

' 5000

QUANTITY (But not to exceed on an annual basis*) 500,000
750.000 
7S6Toa73—

750.000 
1,200,000 

1,200,000

• * dZyf.t **>.■•-•

•*in ba rre ls



3LDSN V A L L E Y  eLECTfllC ASSOCIATION HVC, Box 124S, rV/nbonks, Alaska 9B703Pbon«i 907-4S2-H51

D e c e m b e r  3, 1 9 8 0

M r .  R o b e r t  L e R e s c h 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  

P o u c h  M

J u n e a u ,  A K  99811,

D e a r  C o m m i s a l o n e r  L e R e s c h e 5

I4Vf .'II
I

P u r s u a n t  t o  t h e  c o n d i t i o n s  a n d  t e r m s G V E A ’s a g r e e m e n t  

w i t h  t h e  S t a t e  o f  A l a s k a  d a t e d  A p x i l { | 2 ,  1 9 7 7  a n d  as

a m e n d e d  t h e r e a f t e r ,  G V E A  g i v e s  n o t i d t y ^ o  t h e  S t a t e  o f

i n t e n t  t o  t a k e  r e c e i p t  o f  2 , 0 5 5  .barfi 
r o y a l t y  c r u d e ,  a n  a m o u n t  e q u a l  t o  l.i 

c r u d e .  T h i s  n o t i f i c a t i o n  s h a l l  conti 
p i r a t i o n  d a t e  o f  o u r  a g r e e m e n t  a s  it; 
u n l e s s  n o t i c e  i s  g i v e n  b y  G V E A  t o  t* ‘

T h i s  a m o u n t  r e p r e s e n t s  G V E A ’s t o t a V J  

o f  r o y a l t y  c r u d e  a t  t h i s  t i m e .

p e r  d a y  o f  A N S  
% o f  S t a t e  r o y a l t y  

pta u n t i l  t h a  e x ~  

y  b e  f u r t h e r  a m e n d e d  

C o n t r a r y .

i u a l i 2 a d  a l l o t m e n t

I w o u l d  l i k e  t o  r e q u e s t  t h a t  t h e  S t a g & ' w a i v e  t h a  s e v e n  

m o n t h s  n o t i f i c a t i o n  p r o v i s i o n  t o  t h e ' f e t t e n t  t h a t  i t  is in- 

t h e  p o w e r  o f  t h e  S t a t e  to d o  so. • **'•

V e r y  t r u l y  y o u r s ,

Q -----
R.. Li H u f m a n  0  

G e n e r a l  M a n a g e r

R L H : e s

k

.r
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Tb*j&X jtw  f o r  y o u r l a t U r  © o u A r o i i i *  o f y o o r
r o y a l t y  o i l  © o a t r a r t *  ;;

Z w i l l  s u p p e rfc o x to o d io *  y o u r p r a f i a *  © o a t r a r t f o r  5 ,0 0 0  
b / d , f o r  *fe l * M t  m  a d d i t io n a l f i t *  y t a r i *  I km w i l l i n g  to

C a a n « id * r ft lc s o fo r t i »  p e r io d  i f  you - o m a  o a U  an * d * y u * t *
j ih o v ir u j o f t u  &++4 f o r  t b *  lftR fO J f. © cw p d ta -w a t, X m i U s e  
^ w i l l i a ^  t o  r c e o r o  t u  1 *2 n i l l i o r  b d r r f t i w fe io h
o x ia i f i in  y o u r p r f t- f r f t f it o o a t r a c t .

2 u n d f l r iU U  t u t  U r *  M lfc to v  o f a y  t u f f  h ra  p ro v id e d  y o u  -  
w it h  a o o p y o f  o a r . s ta n d a rd  f o r a  c o n t r a c t ,  P im «  f * * i  f r * *  
to  d i u w  p M f r i- w Iw r  p w t U i c u  © * : t U  o o n t r t o t  w it h  U i i i U n t  
k i t a n w y  Q W ^ f t l^ & e U r t H ty w t fd , w&O- © *a > 4  r s a a U d  » t 4 6 S - 
3 * f ld , A i w -  * * ▼ *  U 4  t  c U & u  to  r * * i * w  t h *  o tm t r a o t , x . 
w o ld  z w w r n d  t u t  y o u  d i s o u i  i t  w i t h  * 2 > K * y t * r d  sa d 
te r , W i t t o t f j - ’a i u #  t U r a  * - r *  p r c w i i lo a i o f t u  f t t t a U r d  fo r a  
• a fc ty  ' ; t U t ; i^q p  u r t  U  t p p r e p r U U  f o r  c v s x »

w® w o u ld  p la n  t o  f i n a l l a *  i  o e a t r a e t in  t i e *  f o r  * u b * i t t * l  
to  t u  R o y a lty  a * x 4  (« * *  x i , 3 M « )  :b y  & * p t * a U r ,  co d  t o  t u >
U f i l l * t o r *  f o r  t U i *  m i # * i s  J a n u a ry  1994» I  u a d * r « U o d  
t u t  y s u  w o u ld  l i U  to  w e s k o u t *  U d k - u p  i r r i A f a M a t i  to  
p r * r * n t  t&  ia U r r u p t i n a  o f y o a z  fe jU ,i& 9 in  t U  p e r io d  i w d i t U i y
f o l ic w io ?  o x p i r i t i o c  o f y o u r p r a s « ;© '© o 4 tz b o t in  J u ly  i m ,
H4 w i l l  t r y  t o  w o rb  o a t p r o v is io n *  t &  io o g w p iis h  t u t ,  and I  
f o r * * * *  n© m l t I c u  p r o b l t a i in  d o i& tf- k .

i .•

1. 4». (





— *

6  •

Alaska ibtate legislature
ARLISS STURGULEWSKI. Chairman 
9ETTYE FAHRENKAMP. Vice Chairman

P O U C H  V

J U N E A U .  A L A S K A  9 9 6 1 1

1 9 0 7 )  4 6 5 - J 9 0 7

S e n a t e

C o m m it te e  o n  R e s o u r c e s

M E M O R A N D U M A p r il 1, 1985

TO: Senate Resource Committee Members

FROM: Senate Resource Committee S ta fi

RE: Senate B i l l 232
"An A ct approving the sa le o f Prudhoe Bay ro y a lty  o i l by the 
S ta te o f A laska to the Golden V a lle y E le c tr ic  A s so c ia tio n , and 
p ro v id in g  fo r an e ffe c tiv e  d a te ."

i t

JACK COGHILL 
OICK ELIASON 
VIC FISCHER 
PICK HALFORD 
=REDZHAROFF

Because o f the heavy agenda fo r to d a y 's  meeting and the com p le x itie s o f 
th is  b i l l ,  i t  is  no t expected th a t the comm ittee w i l l pass ou t SB 232 a t 
i t s  f i r s t  h e a rin g . R a th e r th is  i n i t i a l m eeting w i l l be used to p rov ide 
members w ith  the background 'le f in g  m a te ria l fo r th is  b i l l  and to have 
Kay Brown, D ire c to r o f the D iv is io n  o f O il and Gas, Department o f 
N a tu ra l Resources, g ive a b r ie f ove rv iew  on the su b je c t.

Enclosed in  th is  packe t are the fo llo w in g  documents:

1) A march 19, 1985 issue summary memo to Mike D av is , Chairman, House
S pec ia l Committee on O il and Gas, from Jonathan Sperber, s ta f f to
th a t comm ittee.

2) The G ove rno r's tra n s m itta l le t t e r .

3) A zero f is c a l note by the Departm ent o f N a tu ra l Resources.

4) R e so lu tio n 85-1 and a tra n s m itta l le t t e r  by the A laska R oya lty O il
and Gas Development Board endo rs ing the GVEA c o n tra c t.

5) A sta tem en t by MAPCO.

6) R oya lty o i l p ro du c tio n ta b le s .

7) A tra n s m itta l le t t e r  to Senator S tu rgu lew sk i from  Commissioner 
Wunnicke.

8) A DNR b r ie f in g  paper on the proposed GVEA c o n tra c t.

9) A copy o f the p u b lic  n o tic e  fo r the GVEA c o n tra c t.

10) DNR f in a l fin d in g s  and d e te rm in a tio n .



11) The proposed co n tra c t between the S ta te o f A laska and GVEA.

12) A document e n t it le d  "E x h ib it A" th a t was signed by GVEA and MAPCO 
on February 8 th o f th is  yea r and is  re fe renced in  the c o n tra c t.

13) "E x h ib it B ", th a t d e ta ils  th e assignm ent and p roduc t sa les 
agreement between MAPCO and GVEA.

14) A petro leum  p roducts agreement between GVEA and MAPCO.

15) An irre v o c a b le  le t t e r  o f c re d it from  the s ta te  to  GVEA fo r $5.4
m illio n  d o lla rs .

16) Two le t te r s  o f concern by Teso ro .

17) A 1983 re p o rt by House Research on MAPCO's c o n tra c t.

18) Statements by Kay Brown to  the House S pec ia l Committee on O il and
Gas on March 20 21, 1985.
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P O U C H  V

J U N E A U ,  A L A S K A  9 9 0 1 1

( 9 0 7 )  4 0 5 - 4 9 4 1

H ouse Sp e c ia l Com m ittee o n O il a n d  G as

To: Rep. Mike Davis, Chairman
From: Jonathan Sperber, Committee Aide
Date: March 19, 1985
Re: HB 287

The sa le o f ro y a lty  o i l to Golden Va lley E le c t r ic  Associa tion (GVEA) 
invo lves the purchase o f ro y a lty  o i l by GVEA, the assignment o f th a t o i l 
from GVEA to MAPCO, and the sale o f 625+ b/d o f in d u s tr ia l tu rb in e fu e l 
from MAPCO to GVEA a t a discounted p ric e . This discounted fu e l represents 
approximately on e -th ird o f GVEA's tu rb in e fu e l needs, and one -s ix th o f 
the u t i l i t y ' s  to ta l energy requirements.

The 625 b/d o f tu rb in e fu e l is  sold to GVEA a t MAPCO's a cq u is it io n 
cos t, plus a processing fee and a fixe d margin. This represents a $550,,000 
annual d iscoun t to GVEA, which is  passed through to GVEA's members as a 
1.57% savings on th e ir e le c t r ic  cos ts . This consumer be ne fit s a t is f ie s  
the b e s t- in te re s t requirement set fo r th  in  AS 38, and th is  serves as the 
basis and ju s t i f i c a t io n  fo r the s ta te to s e l l ro y a lty  o i l to GVEA.

D ire c t consumer b e ne fit is  an extremely im portan t aspect o f negotia ted 
ro y a lty  o i l con tra c ts . In order to maximize bene fits to both lo ca l consumers 
and the s ta te as a whole, however, a tte n t io n should be given to the fo llow in g 
terms o f the proposed GVEA con tra c t:

1. Contract terms: du ra tio n , volume, premium
2. Three-year cance lla tio n clause
3. Agreement fo r the s ta te to not purchase re tu rn o i l
A. Amerada Hess adjustment l i a b i l i t i e s
5. Consumer savings v. MAPCO p ro f i t s
6. Value o f ro y a lty  o i l taken in -k in d v. in -va lue

1. Contract Terms

Dura tion : Ten years. The present GVEA con tra c t is  fo r a 7-year pe riod , 
the Tesoro and Chevron con trac ts approved la s t year are both 10-year con tra c ts , 
and the MAPCO con tra c t la s ts 25 years.

Volume: 2.667% o f Prudhoe Bay Un it ro y a lty o i l production . I n i t i a l volume
o f 5,000 b /d , decreasing to 2,167 b/d in  1994. Since one-eighth o f the 
crude o i l volume must be made ava ila b le to GVEA as tu rb in e fu e l a t a discounted • 
p r ic e , GVEA w i l l rece ive 625 b/d o f th is  fu e l in 1985, and 270 b/d in  1994.



Premiums: 300 per barrel. This is the same as the premium negotiated 
with Chevron last year. Premiums on competitive bid sales significantly 
exceed those on negotiated sales, however, as evidenced by average premiums 
of 510, 690, and 840 on the three Prudhoe Bay and Kuparuk categories offered 
in the December, 1984 competitive bid sale.

2. Three-Year Cancellation Clause

The extreme length of notice required for GVEA to cancel its agreement 
with MAPCO, in concert with GVEA's being liable for Amerada Hess adjustments' 
on all turbine fuel purchased under this agreement if the agreement is 
cancelled, is a very strong disincentive against breaking the agreement 
with MAPCO. A three-year cancellation clause effectively locks out GVEA's 
ability to negotiate a better deal on its energy purchases should favorable 
opportunities arise.

3. Agreement For the State to Not Purchase Royalty Oil

Based on MAPCO's agreement to be responsible for Amerada Hess adjustments, 
the state has agreed to not exercise its option to purchase return oil 
as long as MAPCO receives royalty oil under the GVEA contract. It is worth 
noting that the state does not have an opportunity to purchase return oil 
under the MAPCO contract, although this option does exist with both the 
Tesoro and Chevron contracts negutiated last year.

Return (or residual) oil is returned by MAPCO 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-quality oil into 
the pipeline, MAPCO pays a quality bank differential of 100 per API degree 
loss. At a 7 degree quality loss, MAPCO would pay a penalty of 700 per 
barrel.

4 . Amerada Hess Adjustment Liabilities

GVEA is liable for Amerada Hess adjustments on the turbine fuel received 
under the agreement with MAPCO for a 12-month period immediately prior 
to final resolution of Amerada Hess litigation. At an Amerada Hess adjustment 
figure of $2 per barrel, and following MAPCO's stated intent to sell GVEA 
685 b/d under this agreement, this equates to a loss' of $500,000. This 
loss represents approximately one year's annual savings to GVEA at the 
high-volume end of the contract. As mentioned above, GVEA will be liable 
for all Amerada Hess adjustments on turbine fuel received under this agreement 
if the utility cancels its agreement with MAPCO.
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5 .  C o n s u m e r  S a v i n g s  v .  MAPCO P r o f i t s

E a c h  b a r r e l  o f  c r u d e  o i l  r e f i n e d  b y  MAPCO p r o d u c e s  a p p r o x i m a t e l y  5 . 2 5  
g a l l o n s  o f  t u r b i n e  f u e l  a n d  1 1 . 1 8  g a l l o n s  o f  j e t  f u e l  a n d  d i e s e l / h e a t i n g  
o i l .  T h e  r e m a i n i n g  o i l  i s  r e i n j e c t e d  i n t o  t h e  p i p e l i n e  a s  r e s i d .  MAPCO 
m a r k s - u p  t u r b i n e  f u e l  a t  a b o u t  9 0 / g a l .  ( f r o m  a s s i g n m e n t  a g r e e m e n t  w i t h  
MAPCO ) a n d  j e t  a n d  d i e s e l / h e a t i n g  o i l  a t  a b o u t  2 6 0 / g a l .  ( f r o m  A l a s k a  P e t r o l e u m  
P r o d u c t  P r i c i n g ) .  T h i s  i m p l i e s  a n  a n n u a l  g r o s s  p r o f i t  o f  a b o u t  $ 1 , 8 0 0 , 0 0 0  
b a s e d  o n  1 4 6 9  b / d  a t  a  m a r k - u p  o f  $ 3 . 3 8  p e r  b a r r e l .  O p e r a t i n g  a n d  d e p r e c i a t i o n  
e x p e n s e s  w o u l d  b e  d e d u c t e d  f r o m  t h i s  f i g u r e  t o  a r r i v e  a t  M A PC O 's  a n n u a l  
n e t  p r o f i t .

6 .  V a l u e  o f  R o y a l t y  O i l  T a k e n  I n - K i n d  v .  I n - V a l u e

T h e  d i f f e r e n c e  i n  n e t  v a l u e  b e t w e e n  o i l  t a k e n  i n - k i n d  a n d  t h a t  t a k e n  
i n - v a l u e  i s  b a s e d  u p o n  t h e  p r e m i u m  a n d  t h e  e x t e n t  ( i f  a n y )  t o  w h i c h  t h e  
W e s t  C o a s t  v a l u e  o f  r e t u r n  o i l  e m e r g i n g  a t  V a l d e z  e x c e e d s  t h e  i n - v a l u e  
p r i c e  p a i d  o f  i t  p l u s  t h e  q u a l i t y  b a n k  p e n a l t y .



BILL SHEFFIELD
□ O V E R N O R

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

O F F I C E  O F  T H E  G O V E R N O R
J u n e a u

March 13, 1985

The Honorable Don Bennett 
President of the Senate 
Alaska State Legislature 
Pouch V
Juneau, AK 99811 

Dear Senator Bennett:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a b i l l  that provides for 
legislative approval of a royalty oil contract between the 
state and Golden Va lley Electric A ss ociation for the sale of 
Prudhoe Bay royalty oil. Also transmitted v/ith this bill is 
a copy of the resolution of the A laska Royalty Oil and Gas 
D evel op me nt  Advisory Board recommending approval of this 
contract, along w i t h  a letter from the board chairman. This 
r esolution is being transmitted in accordance with 
AS 38.06.040(a)(3) and AS 38.06.070(c).

This contract is also described in the findings issued by 
the Department of Natural Resources on January 16, 1985.
Copies of these findings have be en  m a d e  available to the 
legislature and the public for review.

This c ontract is being submitted for legislative approval 
for two reasons. First, although this and the previous 
admini st ra ti on  have consistently taken the position that the 
statutory requirement of legislative approval of royalty oil 
contracts (AS 38.06.055) is unconstitutional, as a m a t t e r  of 
comity I respect the legislature's desire to have a direct 
voice in m a j o r  disposals of royalty oil. Therefore, this 
contract contains provisions requiring approval by the 
legislature before it becomes effective. Second, this bill 
w o ul d ratify the ag r eement for sale o f  oil. This r at if i­
cation w o u l d  cure any procedural defect that m a y  have o c c u r­
red in the process of entering into this contract. Although 
we believe that all necessary steps have been taken, the 
statutes and regulations governing the disposal of royalty 
oil r ep resent often conflicting desires and goals —  both 
p rocedural and substantive. For example, even if statu­
torily re quiring legislative approval were constitutional, 
the p r e se nt  statutes provide, on the one hand, that the 
legislature is to approve the contract by enacting
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legislation (AS 38.06.055(a)), but, on the other hand, they 
also provide that a report of the Royalty Board "shall be 
submitted for legislative review at the time a resolution 
for legislative approval of a p r o po se d disposition of 
royalty oil and gas is introduced in the legislature" 
(AS 38.06.070(c)). Since legislative approval is required 
anyway as a m at te r  of contract, I believe that it is only 
prudent to present this contract for legislative approval 
and ratification at this time.

Sincerely

Bill Sheffield 
G o vernor
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B IL L  S H E F F IE L D , G O V E R N O R

D E P A R T M E N T  O F  N A T U R A E  R E S O  U R C E S

DIVISION OF OIL AND GAS

PO U C H  7-034
A N C H O R A G E , A L A S K A  99510

March 11, 1985

The Honorable Don Bennett 
President of the Senate 

Alaska State Legislature 
Pouch V

Juneau, Alaska 99811

Reference: "An A ct Relating to the Sale and Purchase of Royalty Oil from the

Prudioe Bay Unit between the State of Alaska and Golden Valley 
Electric Association, Inc."

Dear Mr. President:

In accordance with AS 38.06.040(3), I am forwarding for your consideration the 

resolution of the Alaska Royalty Oil and Gas Development Advisory Board which 

recommends that the legislature approve the referenced sale of royalty oil to 
Golden Valley Electric Association, Inc.

If we can be of further service, please do not hesitate to call.

Sincerely

:/l

jJames B. 'Gottstein 
Chairman
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The Alaska Royalty 011 4 Gas Development Advisory Board 
Resolution 85-1

Flndlngs

1. On December 5, 1984, the Alaska Royalty 011 and Gas Development
Advisory Board ( “board") received the preliminary findings and 
determinations of the commissioner of the Alaska Department of Natural 
Resources ( "commissioner") on the sale of Prudhoe Bay royalty oil to 
Golden Valley Electric Association, Inc. ("GVEA") and the draft 
contract with GVEA for the sale and purchase of that royalty o il. ’
\ *

2. On January 16, 1985, the board received the ccmnissloner's final
findings and determinations on the sale of Prudhoe Bay royalty oil to 
GVEA.

3. On February 8, 1985, the State of Alaska, tfirough the commissioner,
executed '.he agreement for the sale of royalty oil with GVEA and 
provided each board member with a copy of the GVEA contract. ^

4. On February 20, 1985, the board held a public hearings In Anchorage,
with telecommunication hookups 1n Fairbanks, Juneau,' and Valdez, to 
receive testimony on the proposed sale of Prudhoe Bay royalty oil to 
GVEA and met to discuss the GVEA contract, the commissioner's findings 
and determination, and the public testimony.

Conclusions

Based on the board's review of the GVEA contract, the commissioner's findings 
and determinations, and the public testimony, the board concludes that the 
proposed disposal of Prudhoe Bay royalty oil to GVEA meets the requirements of 
AS 38.06.

t xesu U t l o n

Based on these findings and conclusions, the board recommends to the 
Fourteenth Alaska Legislature that the "Agreement for the Sale and Purchase of 
Royalty Oil" between the State of Alaska and Golden Valley Electric 
Association, Inc., dated February 8, 1985, be APPROVED.

Oated: March 11, 1985
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MAPCO has had a contract with Golden Valley Electric Association (GVEA) 
since September 1, 1977. The contract Is for MAPCO to deliver industrial 
turbine fuel into GVEA's fuel storage tanks via pipeline, based on a monthly 
requirement from GVEA. MAPCO assumes financial obligation to deliver 
product from the refinery to GVEA's storage tanks. For all ANS crude that 
is delivered through GVEA's feeder line to MAPCO's refinery, which runs 
approximately 2.3 miles from the TAPS line, MAPCO pays to GVEA a 
transportation fee,

MAPCO and GVEA signed a contract on May 1, 1980 whereby MAPCO supplied 
turbine fuel (which Includes HF/DF #1 and HF/DF 02) for diesel generator 
facilities at North Pole and in Fairbanks. The Fairbanks product is 
delivered by rail tank car or transport truck. The proposed royalty oil 
contract between State of Alaska and GVEA Insures a continued source of 
turbine fuel.

MAPCO signed an agreement with GVEA on October 22, 1984 whereby MAPCO 
had constructed, at a cost of 52,250,000, an electric substation to connect 
MAPCO electrical facilities to the transmission system of GVEA. GVEA 
provides MAPCO system control and data acquisition capabilities for the 69 
KV portion of the substation. As MAPCO and GVEA's operations are 1n close 
proximity, either party is available for any required maintenance work on a 
24 hour basis.

GVEA 1s working with the Department of Natural Resources, State of 
Alaska, for a 5000 BPD royalty oil contract. A breakdown of that product, 
based on average percentage yields, is listed below:

The turbine fuel is provided at a discount to GVEA, This accounts for 
approximately one-third of GVEA's daily turbine fuel requirements. The 
refining charge GVEA pays for the other two-thirds of its daily turbine fuel 
needs would translate into a savings to GVEA of about $550,000 annually.

MAPCO and GVEA have an agreement for MAPCO to keep and dispose of the 
royalty return oil on an earlier contract. As the state has requested 
additional consideration from MAPCO for assignment rqreement, MAPCO will be 
responsible for any GVEA liabilities resulting from retroactive price

Refinery fuel 
GVEA - turbine fuel 
Return oil 
Refined product

685
2786
1469

60 BPD

JP-4/Jet 6 
n  fuel oil - 

Jet A 
#2 fuel oil -10° 
#2 fuel oil +05°

784
242
36

TOT

407

5000 BPD

-1-



t •

•  t d

adjustments regarding the resolution of the Amerada Hess dispute. GVEA 
would be responsible for one-eighth of the Amerada Hess liability accrued 1n 
one year. The remaining seven-eights during that one year period, and any 
liabilities accrued in all other years during the term of the proposed GVEA 
contract, would be assumed by MAPCO. This provision guards GVEA from the 
effects of a favorable outcome for the state and Increases benefits to be 
received by GyEA customers. With MAPCO's agreement to cover the largest 
share of any future liability, the benefit to GVEA members on the proposed 
royalty oil contract 1s great. This protection allows GVEA the freedom from 
a liability which could accumulate for up to ten years and be financially 
devastating.

The negotiation of this contract would have great benefits for the 
residents of Interior Alaska.

1. With population increasing in Interior Alaska, a constant 
electrical energy source is assured.

2. The benefits of an electrical cooperative will continue.

3. Local labor markets will benefit by employment with GVEA and 
MAPCO.

4. Alaska's petroleum requirements can he met with additional refined 
products available.

2-



JAN. 14, 1953

E5T1MTED TOTPL PRODUCTION
(Bassos per m

w

STATE (F AJSXA 
OcPARTXENT OF NATURAL RESOURCES 

BIVISION OF OIL (HO 6BS

ESTIMTED PROOUCTION FOR PRUDHOE BAY AND KUPflRIK RIVER UNITS

ESTIMTED ROYALTY 
(BflRSSLS PER MY)

ESTIMTED SPIES OF ROYWJY OIL 
(BfiRSOS PER MY)

TOTAL ran*. TOTPL PRUDHOE KIPARUK TOTAL MAPCO
TEAR PHHHE KIPARUK ROYALTY RCTA.TY ROYALTY

1384 1,589.883 123,880 1,622,909 187,503 15,488 242,503 35,288
1985 1,503,884 163,884 .',680,880 187,509 22,588 21 e, 090 35,000
1936 1,588,800 188,488 1,688,28) 187,589 22,528 210,288 35,228
1937 1,475,889 188,888 1,655,099 184,373. 22,588 286,275 35,268
1938 1,325,83* 288,881 1,525,088 165,625 25,298 194,625 35,828
1989 1,175,30* 289,888 1,375,284 146,875 25,284 171,875 35,228
1998 1,858,8*9 288,888 1,258,228 131,250 25,884 156,234 35,889
1991 958,888 228,884 1,153,868 118,758 25,088 143,750 35,08*
1992 358,880 289,229 1,258,828 126,258 23,899 131,251 35,288
1993 758,888 228,884 958,868 93,758 23,028 1.8,758 35,288
1994 658,28* 178,888 823,820 81,254 21,258 182,58) 35,248
1995 175,888 145,864 722,288 71,875 18,125 98,848 .. 35,264
1993 518,808 122,824 632,828 63,758 15,282 78,758 35,288
1937 468,888 184,089 era xu 57,548 12,528 74,088 35,264
1998 428,888 89,889 588,288 32,528 18,288 62,588 35,084
1999 388,268 75,868 455,828 47,520 9,373 56,875 35,284
28)0 348,888 65,888 485,028 42,388 8,123 58,623 35,288
2881 388,388 55,288 355,888 37,528 6,873 44,373 35,888
2882 278,888 58,888 328,288 33,754 6,238 48,228 35,08
2843 244,888 48,888 288,888 38,288 3,848 33,288 35,228
2884 218,208 35,888 245,262 26,258 4,373 34,625
2H5 162,281 25,088 285,888 22,528 3,123 23,623
2386 168,828 25,828 185,228 28.ee* 3,123 23,123
2887 144,888 22,088 168,288 17,59* 2,38 29,088
2»8 lie, 888 22,288 133,228 13,758 2,588 16,258
2289 29,888 12,238 92,288 18,288 1,258 11,238
2811 58,288 18,288 64,241 6,250 1,238 7,588

(2) (3)
GVEfl 6VEfl
(OLD) (PROPOSED)

5,83?

(4) (5) (S) ' 17)
TESORO TESORO CHEVRON COMETITIVE ROYALTY 

(OLD) (Id) SUE IN VAOE

39,765 18,028 184,733
5,888 45,999 26,221 18,089 65,861 15,288
5,248 45,999 26,281 18,288 86,20)
4,917 45,233 25,557 17,728 78,458
4,417 48,633 22,967 13,928 71,784
3,917 36,233 22,367 14,128 62,458
3,128 32,298 18,220 12,688 54,752
3,167 29,133 16,467 11,488 48,563
2,833 26,266 14,734 12,228 42,417
2,588 23,288 13,288 9,228 36,252
2,167 19,933 11,267 7,888 26,333

•OIESi (I) MR ESTIMTE OF FIELD FERFDRMNCE, OCTOBER 1384.

(2) SVES'S CURRENT CONTRACT EXPIRES DIE 38, 1985.

(3) SVES’S PROPOSED TEN-YEAR CONTRACT WOULD CDMEWE FOUR HOHTOS AFTER 
RPPRQVSL BY DC LESISLflTURE WO EOUERMR. OUflNTITY IS 2.6671 OF
wur prime soyhlty oil

(4) TESOSO’S CURRENT COTAACT CALLS FOR A MXIMLM (UtfTITY OF 24.5331 
OF DAILY PRIME ROYRLTY OIL LESS COCK IHET ROYRLTY PRODUCTION. 
DC 3JAHTITY IS 21.2881 IN 1984, RHO Will EE 21.3261 STMTDfl 
JAM. I, IMS. THIS CCNTRflCT Will. BE INCREASED TO IIS’ M1IIU4 
0UANT1TY ON CCTESSR !, 1585 ODE TO CANCEUPnM OF DC COOK IMJET 
CONTRACT 0) DOT DATE. TOE CONTRACT EXPIRES JAHJMY 1995.

(5) HOST OF THIS VCLUC (ABOUT 25,8* BPD), WHICH IS CURRENTLY BEINS TFKEH
•IN VALUE,‘ WAS SOLD GKETmVELY FOR TEUVERY APRIL 1, 1985 THRU SEPT. 3, 
1965. ON OCTOBER I, 1985 IT IS ANTICIPATED THAT TESORO WILL C086CE 
DELIVERIES IKDER ITS 12/9/83 PRUDHOE CONTRACT, VHICH HAS A MXIH*
QUANTITY CF 13.861 OF DAILY PRUDHOE ROYALTY OIL AND EXPIRES JAN. I, 1995.

16) OEVROTS CONTRACT CALLS FOR A MXIHJH OUAHTITY OF 9.61 OF DAILY PRUOHOE 
ROYALTY OIL DC CONTRACT EXPIRES JANUARY 1, 1993.

17) DELIVERIES WILL CCMCNCE APRIL 1, 1983 FOR 58,88* 8P0 OF PRUOHOE BAY 
UNIT ROYALTY OIL AM) 15,888 6P0 OF KIPARUK RIVER UNIT ROYALTY OIL,
AM) MIL CONTINUE FOR CNS-YEAR, ANO SII-NONTO FERIOOS, RESPECTIVELY,
AS A RESULT OF DC OEC. 11, 1984 COMETTTIVE SALE. PRIOR TO THAT 
TIKE THIS OIL REM INS ‘IN VALUE. •

3.898 
43,73
35.898 
27,5(3 
21,873 
15,625 
9,375 
5,889
I

3.63
25.63 
23,13 
28,589 
16,259 
11,258 
7,589

dwj



STATE OF ALASKA
CDWETITIW ROYALTY OIL 9AL£

PAGE 1

DEL 11, 1964

ESTIMATED CONTRACT TOTPL EST. TOTAL DIFFERENCE
BARRELS LENGTH BARRELS BAGE REALIZED REALIZED

PURCHASER LOT » PER DAY (IN DAYS) PER CONTRACT PRICE PHEMILM (1) (1) (2)

CAT!SORY A: KUPAAJK

OttTW • 1 5,191 182.3 912, SN <16.92 (9.82 <16,187,759.91 *894,177.13
UNIIN I 2 5,999 182.5 912,599 <16.9c 19.53 *15,923,125.19 • *539,552.13
qbwn ♦ 3 5,999 182.5 912,599 <16.92 <9.17 *15,594,625.99 *211,852.13

SU8TOTAL 13,199 2,737,599 - *47,715,599. «• (1,554,781.38

HIGHEST PREMILM BIO: <9.82 AVERAGE PREMIUM BID: *9.51

CAT!DORY B: PRUDHOE

U.S. OIL 1 5,969 365 1,825,999 <17.92 <1.94 *34,692,919.01 (1,793,655.75
U.S. OIL 2 5,099 365 1,825,999 *17.92 <1.94 *34,692,199.19 *1,793,655.75
CHEVRON ♦ 3 5,999 385 1,625,999 *17.92 *1.13 *34,583,759.99 *1,685,405.75
DORQN ♦ 4 5,999 365 1,825,999 *17.92 *1.13 *34,583,759.19 (1,685,495.75
CHEVRON ♦ 5 5,999 385 1,825,999 *17. S2 <1.93 *34,583,759.99 *1,685,495.75
TEUCO i 6 5,091 385 1,825,999 *17.92 <9.64 133,872,999.99 *973,655.75
TEUCO ♦ 7 5,999 365 1,823,999 <17.92 <9.64 *33,872,999.91 *973,655.75
TEUCO * a 3,999 385 1,825,999 C17.92 19.64 (33,872,919.19 *973,655.73
TEUCO ♦ 9 5,999 385 1,825,999 <17.92 <9.64 *33,372,999.9L *973,655.75
TEUCO i 19 5,999 385 1,825,099 *17.92 <9.64 *33,872,899.99. *973,555.75

IjLBTOTAL 59,991 18,259,290 *342,315,259.19 *13,331,897.59

HIGHEST PRENIUM BIO: <1.94 AVERAGE PREMIUM BID: <9.84

CATEGORY C: PRUDHOE

QCVRON I 1 5,999 182.5 912,39 <17.92 <1.13 *17,291,875.99 (842,792.88
TEXACO i 2 5,099 182.5 912,599 •' *17.92 <9.64 (16,936,999.99 *486,827.89
TEXACO ♦ 3 5,399 182.5 912,519 <17.92 *9.64 (16,938,999.91 *488,027.08
TEXACO ♦ 4 5,999 182.5 912,599 *17,92 *9.64 *18,336,99 .̂19 *498,827.88
SQHIO 5 5,999 162.5 912,5M *17.92 *9.51 (16,817,375.99 *388,292.88

SUBTOTAL 25,191 4,562,599 *64,917,250.99 *2,671,389.38

HIGHEST PREMIIM BID: <1.93 AVERAGE PAENIW BID: <9.69

TOTALS FOR ALL LOTS: IS 99,999 25,559,991 *474,938,899.91 *17,557,978.25

(1) THESE PROJECTIONS A6SUC THAT CURRENT #WK£T C0CITI06 AM) PRICES CONTIWE.

12) miS PN0UNT IS THE DIFFERENCE BETWEEN TT€ ESTIMATED ROYALTY-IN-VALUE RECEIPTS BASED «  T>£ 
VOLUME WEIGHTED AVERAGE OF PRODUCERS1 REPORTED NETBACK PRICES (OCTOBER) AHO Tt€ ESTIMATED 
RECEIPTS OF THE COMETITIVE SALE BASED ON TK BID PRENIUM PLUS 11€ BASE PRICE.

(II PRIORITY BIDDERS



(USER OF BIOS SUBMITTED! 49

NUMBER OF BIDDERS PARTICIPATING! * ft

HIGHEST PREMIUM BIO: 1.S4
SUBMITTED BY: LLS. OIL

ESTi'NATED TOTPL REVENUES FR® SALE: *474,938,998

COWNY WITH MKT WINING BIDS! TEXACO

NUWER OF LOTS WON BY PRIORITY BIDDERS: IS

NUMBER OF LOTS WON BY NON-PRIORITY BIDDERS: 3

WITH 9 LOTS



BILL SHEFFIELD, GOVERNOR

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S P O U C H M
JU N E A U , A L A S K A  99011  
PH O N E : 9 0 7 -4 0 5 -2 4 0 0

O F F IC E  O F  T H E  C O M M ISS IO N ER

March 19, 1985

The Honorable Arliss Sturgulewski 
Chair, Senate Resources Committee 
Alaska State Legislature 
Pouch V
Juneau, A K  99811

Dear Senator Sturgulewski:

I am enclosing information about the proposed royalty oil 
contract between the State and Golden Valley Electric 
Association (SB 232 and HB 287).

This information includes a briefing paper and the D e pa rt­
m e n t’s final finding and determination from January. The 
Royalty Oil and Gas Advisory Board provided recommendations 
in separate letters to House Speaker Grussendorf and Senate 
President Bennett on March 11.

Please inform me or Kay Brown, Director of the Division of 
Oil and Gas, if you need more materials or background. I 
look forward to working wi th  you on the proposed royalty oil 
contract.

Sincerely,

Esther C. Wunnicke 
Commissioner

10-J9LH
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Background Information on SB 232/HB 287 
Ove rv ie w of proposed GVEA long-term contract 

dated February 8, 1985

Price - M o nt hl y v o l u m e - we ig ht ed  average of producer's 
current r e ported netback prices, plus field costs, plus 
adjustments for the final outcome of t’le A m era da  H e s s , 
litigation, plus a $.30 premium, wit h  a price reopener 
in July 1987, and every two years thereafter.

Te rm  - Del iv e ry  of oil commences four month s after 
approval by the Governor and the Legi sl a tu re  (unless 
the State sets an earlier date) and terminates on 
June 30, 1995.

Quantity - 2.6667% of the State's d ai ly  pr o du c t i o n  of 
royalty oil from the Prudhoe Bay Unit (approximately 
5,000 bpd).

Point of Deli ve ry  - Cust o dy  transfer me ters into the 
Trans Al aska Pipeline system at Prudhoe Bay.

In-State Use - Whe n the Depar tm en t e xecutes the 
agreement, it will also execute an a gr e ement wit h GVEA 
and M APCO ap pr ov i ng  GVEA's assignment of its royalty 
oil to MAPCO. Should the M A F C O / G V E A  r e la ti on sh ip  be 
terminated, GVEA's continued receipt of roya lt y oil 
would be cond it io ne d upon G V E A  arranging a n ew means of 
using royalty oil to provide G VE A consumers electricity 
at a cost lower than otherwise possible.

Security - GV EA  will provide a letter of c redit to the 
State in the amount of $5,316,000, w h i c h  is equiva le n t 
to approxim at el y 60 days' worth of oil.

Standard C ontract Terms - The contract w il l contain all 
appropriate standard State contract terms.

Exhibit A  - The p roposed long-term co nt ra c t contains as 
Exhibit A  an agreement signed by the State, GVEA, and 
MAPCO. Exhibit A  recognizes existing agreements 
between GVE A and MAPCO, under which M A P C O  takes GVEA's 
royalty oil, refines it and sells the r es u lt in g turbine 
fuel to GVEA. In Exhi bi t  A, the State consents to 
those agreements so long as they are not m o d i f i e d  to 
reduce the benefits to GVEA's consumers. Exhibit A 
also provides that M AP CO  will pay any Ame ra da  Hess 
adjustments on the royalty oil turbine fuel it sells to 
GVEA, except that 1) G V E A  will pay A m er ad a Hess ad just­
ments on the last 12 months of turbine fuel purchases 
prior to r esolution of Amer ad a H e s s ; and 2) G V E A  will 
pay all Amera d a Hess adjustments on the royalty oil
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t u r b in e  f u e l i f  i t  te rm in a te s  th e  a g re e m e n ts o r ca u se s 
th e  S ta te  to  te rm in a te  th e  r o y a l t y  o i l  c o n t r a c t .

R e tu rn  O i l -  The S ta te  w i l l  h a ve th e  o p t io n  to  p u rc h a s e  
a l l  r e t u r n  o i l  p ro d u c e d , r e f in e d  o r e xch a n g e d u n d e r th e  
c o n t r a c t . H ow e ve r, in  e xch a n g e f o r  MAPCO's a g re em e n t 
to  p a y Am e rada Hess a d j u s tm e n t s ,  t h e  S t a t e  a g re e s  n o t 
t o  e x e r c i s e  i t s  r e t u r n  o i l  o p t i o n .
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BILL SHEFFIELD, G O VERNOR

POUCH 7-034
ANCHORAGE, ALASKA 99510

STATE OF ALASKA 

Alaska Royalty Oil <5 Gas Development Advisory Board 

Notice of Public Hearing

The Alaska Royalty Oil and Gas Development Advisory Board will hold a public 
hearing on a proposed sale of State royalty oil from the Prudhoe Bay Unit. 
The hearing will be held by teleconference on Wednesday, February 20, 1985, at 
10:30 a.m. The teleconference system will be available at that time in 
Anchorage, Fairbanks, and Juneau. The public may appear at the following 

locations to present testimony:

Legislative Information Office 
1024 West 6th 
Anchorage, Alaska 
278-9624

State Office Building 
10th Floor Conference Room 
Juneau, Alaska 
465-3836

The Department of Natural Resources has proposed a long-term, noncompetitive 
sale of State royalty oil from the Prudhoe Bay Unit to Golden Valley Electric 

Association (GYEA).

The proposed GVEA agreement is for the sale of 2.667" of the daily royalty 

oil available from the Prudhoe Bay Unit (approximately 5,000 bpd). The 
contract would commence four months after approval by the Governor and the 
Legislature, and would terminate June 30, 1995. The proposed contract

includes a provision allowing either party to reopen price negotiations during 
the month of July, 1987 and every two years thereafter.

The Alaska Royalty Oil and Gas Development Advisory Board, under AS 38.06.040
(a)(2), is required to "hold public hearings on'proposed sales, exchanges, or 
other disposals of royalty oil or gas to determine whether the proposals 
comply with AS 38.06.070."

AS 38.06:070 states the "criteria" the Board must consider in the exercise of 

its powers. These are:

(1) the revenue needs and projected fiscal condition of the state;

(2) the existence and extent of present and projected local and regional 
needs for oil and gas products and by-products, the effect of state and 
federal commodity allocation requirements which might be applicable to 

those products and by-products, and the priorities among competing needs;

Legislative Information Office 
315 Barnett Street, Suite 101 

Fairbanks, Alaska 
452-4448

§  U  i r i  l i  £  ^
J  — \  w •

DEPARTMENT OF NATURAL RESOURCES

DI V ISION O F  OIL A N D  C A S



(3) the .desirability of localized capital investment, increased payroll, 
secondary, development and other possible effects of the sale, exchange or 
other disposition of oil and gas or both;

(4) the projected social impacts of the transaction;

(5) the projected additional costs and responsibilities which could be 
imposed upon the state and affected political -subdivisions by development 

related to the transaction;

(6) the existence of specific local or regional labor or consumption 
markets or both which should be met by the transaction;

(7) the projected positive and negative environmental effects related to 
the transaction; and

(8) the projected effects of the proposed transaction upon existing 
private commercial enterprise and patterns of investments.

The evaluation of proposed sales in accordance with the criteria and the
public hearing process is to enable the Board to more effectively carry out 
its purpose to "facilitate the wise development of Alaska's oil and gas
royalty intrrests by providing means and procedures for sales, exchanges or 
other disposition of those interests in ways calculated to promote private 
economic growth consistent with applicable environmental standards and public 
fiscal stability...." AS 38.06.010. The Board is required to recommend to the 
State Legislature whether the proposed sale to GVEA should be approved or 

rejected. AS 38.06.050

The Board solicits comments from the public concerning this proposed sale. 
You are invited to present a statement, oral or written, at the hearing or 
send it directly to the Chairman, Alaska Royalty Oil and Gas Development 

Advisory Board, c/o Kay Brown, Director, Division of Oil and' Gas, Department 
of Natural Resources, Pouch 7-034,* Anchorage, Alaska 99510.

Copies of the proposed meeting agenda, applicable Alaska statutes, 
regulations, and other information relating to the proposed sale may be 
obtained by contacting Sandra Schwartzbauar at 265-4274.

dames B. Gottstein 
Cha irman

Pub: January 17, 1985
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I. Introduction.

The State of Alaska proposes to sell 2.667% of Its dally royalty oil

(approximately 5,000 barrels per day) from the Prudhoe Bay Unit to Golden 

Valley Electric Association, Inc. (GVEA) under a long-term, noncompetitive 

contract. In accordance with AS 38, the Department of Natural Resources must 
determine whether this disposal serves the state's best interest before the 

sale may take place. This final finding describes the proposed sale and 

analyzes Its potential effects.

II. Background and Chronology.

G V E A  1s the public cooperative electric utility in Fairbanks. The state's

previous long-term royalty oil contract with GVEA, executed 1n 1976, was the 
first royalty oil contract negotiated and executed after the 1976 

establishment of the Alaska Royalty Oil and Gas Development Advisory Board.

GVEA requested royalty oil so that crude oil might be used as turbine fuel for 

power generation in the event that the cost of turbine fuel from the North 

Pole Refinery became prohibitive.

GVEA's contract with the state was for the purchase of 5,000 bpd. GVEA did 

n ot exercise its option to purchase royalty oil until June 17, 1981. GVEA 

assigned its contract rights to North Pole Refinery, Inc., which is now owned 

by MAPCO Petroleum Inc. (MAPCO), 1n exchange for a price discount on the 

turbine fuel refined from the royalty oil. MAPCO refines the royalty oil Into 
j e t  fuels, diesel, heating oil, and other refined products in addition to 

turbine fuel, and reinjects the remaining return oil into the Trans Alaska

Pipeline System (TAPS).

In a November 1982 letter to the Department of Natural Resources, GVEA
requested an extension of its contract for an additional ten years. No action 

was taken on that request pending the change of administrations. In March 
1983, the new administration began negotiations with GVEA on a new ten-year 

contract to assist in satisfying the needs of GVEA's 50,000 in-state
consumers. Notice of the proposed long-term sale to GVEA was published on 

November 8, 1933. A notice of that royalty board meeting, which included a 

review of the proposed GVEA disposal (among other things), was also published

on November 16, 1983.

The Alaska Royalty Oil and Gas Development Advisory Board's December 7, 1983 

review of the proposed GVEA disposal and the agreement, as negotiated to that 

date, revealed specific concerns by both the public and board members with 

respect to the state's option on return oil and the relationship between MAPCO 

and GVEA. In view of those reservations and the limited time for further 

negotiation, the longrterm GVEA contract was not presented for legislative

approval. Instead, an interim one-year contract not requiring legislative

approval was put into effect. Subsequently, GVEA and the Department undertook 

sporadic negotiations during early 1984 with the goal of making long-term 
contract revisions responsive to the issues raised at the December 7, 1983 

royalty board meeting. During this period, the assignment agreement between 

MAPCO and GVEA also remained in effect. On September 12, 1904, the Director 

of the Division of 011 & Gas briefed the royalty board on the Department's 
continuing negotiations with GVEA and MAPCO.

-1-
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On November 29, 1984, GVEA, MAPCO and the Department reached tentative 

agreement on a new long-term contract to be presented to the royalty board and 
the legislature. The terms of the proposed contract, which were Included 1n 
the Department's Preliminary Findings and Determination to Sell Prudhoe Bay
Royalty 011 to Golden Valley Electric Association, Inc. of December 7, 1984,

are again summarized below.

III. Sumnapy of Proposed Contract Te r m s .

1. Price: The total price per barrel to be received by the state 1n the

proposed contract 1s the sum of the following components:

(a) The (monthly) volume weighted average of the Prudhoe Bay

lessees' current reported netback prices, as adjusted for 

transportation a nd other costs by those lessees.

(b) Additional amounts, primarily from GVEA's assignee (MAPCO), 1f 

the state obtains a favorable resolution of litigation 

disputing the validity of the Prudhoe Bay lessees' current

reported netback prices (State of Alaska, et al vs. Amerada 

Hess, et a l ) .

(c) Those cleaning and dehydration field costs which the state must 

pay when either taking its royalty share 1n-value (receiving 

money from the Prudhoe Bay lessees equal to the volume weighted 

average of their current reported netback prices, as may be 

retroactively adjusted upon resolution of the Amerada Hess 

litigation) or taking title to its royalty share of oil for an 

"in-kind" disposal. In a 1980 partial settlement of the 
Amerada Hess litigation, the state acknowledged limited 

responsibility for certain field costs in either case. And,

(d) A  $.30 per barrel premium.

2. T e r m :

(a) The date of first delivery will be four months after enactment 

of legislation by the State of Alaska (including approval by 
the Governor) approving the agreement unless the state, in its 

sole discretion, sets an earlier date.

(b) The termination date of the contract is June 30, 1995.

(c) The price specified above is subject to renegotiation in July 

1987 and every two years thereafter for the duration of the 

contract.

3. Quantity: 2.667% (approximately 5,000 bpd) of daily royalty oil

from the Prudhoe Bay Unit.

4. Point of Delivery: Custody transfer meters into the Trans Alaska

Pipeline system a t  Prudhoe Bay,

r
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5. In-State U s e : When the Department executes the agreement, it will also 

execute an agreement with GVEA and MAPCO approving GVEA's assignment 
of Its royalty oil to MAPCO. The state retains the right to 
terminate its approval of the MAPCO/GVEA relationship, in which MAPCO 

provides GVEA a specific discount on a specific quantity of turbine 

fuel. Should the assignment be terminated, GYEA's continued receipt 
of royalty oil would be conditioned upon GVEA arranging a new means 

of using royalty oil to provide GVEA consumers electricity at a cost 

lower than otherwise possible.

6 * Security: GYEA will arrange to provide a letter of credit to the

state in the amount of $5,316,000, which is equivalent to 
approximately sixty days' worth of oil. Upon default, this letter is 

redeemable upon signature of the Attorney General and the 

Commissioner.

7. Return O i l : Throughout the term of the contract, the state will have 

the option to purchase all return oil produced, refined, or exchanged 
under the contract. In consideration of MAPCO's consent to accept 
the majority of any liabilities stemming from the resolution of the 

Amerada Hess dispute, the state has agreed not to exercise its return 
oil option so long as MAPCO receives royalty oil under the GVEA 

royalty oil contract.

8. Standard Contract T e r m s : The contract will contain all appropriate 

standard state contract terms.

IV. Comments Received

Written comments addressing the Preliminary Finding and Decision were received 

from two parties prior to the close of the comment period. By a letter dated 

December 28, 1984, Tesoro Alaska Petroleum Company (Tesoro) expressed concern 

about the extent to which the proposed disposal may benefit MAPCO. Tesoro 

suggested th a t  a more favorable contract for GVEA might have been secured 

during negotiations with MAPCO. The Department agrees that the benefits to 

G VE A  of the proposed disposal are modest. While perhaps not sufficiently 

emphasized in the Preliminary Findings, the proposed disposal is based upon 

benefits to the state as well as to GVEA. Consequently, the price terms of 

the proposed disposal are similar to those o f  the state's recently executed 

royalty oil contracts with Tesoro and Chevron.

Since the state wo u l d  be a major financial beneficiary of the proposed 

disposal, more advantageous contract terms for GVEA could not necessarily be 
borne by MAPCO. Although MAPCO m u s t  benefit to some degree as an indirect 

party to the agreement, the Department has sought to confine (to the extent 

possible in collective bargaining) the benefits of the proposed disposal to 

the state and GVEA. Upon receiving Tesoro's comments, the Department 

encouraged direct consultations between Tesoro and GVEA. As these discussions 

did not lead GVEA to conduct further negotiations with MAPCO, GVEA has 

presumably secured the best terms possible from MAPCO as well as the state.
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By a letter dated January 8, 1985, James B. Gottsteln, the Chair of the 
Royalty 011 and Gas Advisory Board (Royalty Board), also submitted comments 

related to the proposed disposal. Gottsteln was concerned with a possible 

relationship between this disposal ancl the decision to shorten the contract 
terms of three 5,0u0 b/d lots of Kupanik River royalty oil from one y e a r  to 
six months for the competitive royalty oil sale of December 11 , 1984.

However, the Kuparuk oil withdrawn from the sale was not committed to MAPCO or 
GVEA as Gottsteln apparently believed was the case. That oil remains 

uncommitted.

Gottsteln also said the Department did not properly inform the Royalty Board 

of that decision, as he believed was required. The Royalty Board review 

mandated by AS 38.06.050 extends only to royalty oil dispositions for which 
legislative approval is required. The December 11, 1984 competitive royalty 

oil sale was a short-term market conditions sale, for which legislative 
approval w as not required (AS 38.06.055(b)(1)). At the September 12, 1984 

Royalty Board meeting, the division did brief the Roya\ Board about the 

competitive sale. In the Invitation to Bid discussed at the Royalty Board 

meeting, future revisions to sale terms at the direction of the commissioner 
were clearly contemplated. The rationale for the Department's revision was 

also publicly analyzed 1n-depth 1n the November 28, 1984 Supplemental Findings 

for the Competitive Royalty Oil Sale. Royalty Board input was not required 
for the decision to decrease the terms of the Kuparuk lots, and the division's 

consultation with regard to the sale 1n general exceeded statutory and 

regulatory requirements.

V. Contract Revisions

Since publication of the previous preliminary notice in November, 1983, the 

proposed GVEA contract has been altered by the Department and GVEA to address 
the concerns raised about the earlier proposed contract. Two key issues, both 

of wh i c h  led to revisions in the contract form, were in-state use and return 

oil.

Currently, the consumer benefits of the GVEA contract depend on MAPCO's 

agreement with GVEA to provide turbine fuel at a price lower than what GVEA 

would otherwise pay. Under GVEA's present contract, the state is unable to 

enforce the degree of advantage afforded to GVEA since that agreement is 
between GVEA and MAPCO only. Consequently, Section 2.11 (In-State Use) of the 

proposed contract has been rewritten, and an agreement between the state, 
GVEA, and MAPCO has been added to assure that the agreed upon refining 

arrangement with MAPCO will be maintained, within certain bounds, over the 

life of the GVEA contract.^ The state will have the option to terminate its 
approval of the assignment should the relationship between GVEA and MAPCO 

change m a t e r i a l l y / }

The state has Insisted on the option to terminate the contract on these 

grounds since the proposed disposal is based in part on the specific benefits 

provided for GVEA members. Approximately one-th1rd (625 barrels) of GVEA's 
dally turbine fuel requirements would be provflded at a discounted price to 

GVEA through the proposed disposal. When compared to the refining charge 

which GVEA mu s t  pay for the remaining two-thirds of its turbine fuel needs, 

this discount translates into an annual savings to GVEA of about $550,000.

-4-
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GVEA's total turbine fuel consumption now accounts for about 45% of Its fuel 
use. The balance of GVEA's power generation comes from coal. Given the 

operations costs of GVEA's turbine fuel and coal-fired generation and the 

volume o f  discounted turbine fuel the proposed royalty oil contract would 

provide GVEA, MAPCO's discount to GVEA would reduce the GVEA consumer's 

average power generation cost by about 1.57%. Due to a mathematical 
oversight, the Preliminary Findings erroneously implied that an average power 

generation c o s t  savings to GVEA of about 1% would result from the proposed 

disposal.

The state's ability to ensure that the GVEA contract would continue to provide 
these consumer benefits has been reinforced by the addition of Exhibit A, an 

agreement (attached to the proposed GVEA contract) between the State, GVEA, 

and MAPCO. Article II o f  Exhibit A calls for MAPCO and GVEA to keep the state 

apprised of any changes in their assignment agreement, and reiterates that
changes to that agreement which materially affect the consumer benefits are 

grounds for termination of the assignment approval by the state. In addition, 

Article III o f  Exhibit A  ensures that MAPCO will give nine (9) months written 

notice to GV E A  before reducing the amount of royalty oil taken, since GVEA 

mus t  also notify the state nine (9) months 1n advance of such a reduction.

Residual oil is a by-product of most refineries, Including the North Pole

Refinery. Residual oil represents that portion of a barrel of crude oil which

a refinery is unable to process into product. Because MAPCO is situated to 
reinject residual oil into TAPS (where it re-emerges as whole oil at Valdez), 

this oil 1s also referred to as "return oil".

The assignment agreement between MAPCO and GVEA allows MAPCO to keep and 

dispose of the royalty return oil for export. Because MAPCO appeared to be a 

major beneficiary of the prior GVEA royalty oil contract, in part through its 

control over the return oil, the state has sought additional consideration

from MAPCO for state approval of the assignment agreement. Consequently, 

Article IV of Exhibit A makes MAPCO primarily responsible for any GVEA 

liabilities resulting from retroactive price adjustments attending the 

resolution of the Amerada Hess dispute.

GVEA would be responsible only for one-eighth of the Amerada Hess liability 

accrued 1n a period not to exceed one year. The remaining seven-eighths of 
the liability accrued 1n that period, and all liabilities accrued 1n all other 

years during the term of the proposed GYEA contract, would be borne by MAPCO. 
This provision of Exhibit A insulates GVEA from the effects of a favorable 

outcome for the state in the Amerada Hess dispute and consequently, Increases 

the benefits received by GVEA's consumers. MAPCO's agreement to bear the / 
largest share of any future liability would increase the effective benefit to 

GVEA members of the proposed royalty oil contract by several fold. With this I 

protection, GVEA largely avoids a potential liability wh i c h  could accumulate \ 

for a period of up to ten years and consequently harm Its financial position. -— 1

The return oil provision of the proposed contract gives the state the option 

to purchase all return oil produced, refined, or exchanged under the 

contract. However, 1n consideration of Article IV of Exhibit A, by which 

MAPCO accepts the potential Amerada Hess liabilities discussed above, the 
state agrees not to exercise its right to purchase return oil so long as MAPCO 

receives royalty oil under the GVEA royalty oil contract.
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In addition to the revision? of the in-state use and return oil provisions, 
other changes have been mad e  to the proposed 1983 contract to conform GVEA's 
proposed contract to the state's most recent contract forms where possible. 

These changes can be found in Section 7.1 (Default), Section 8.2 (Inability to 

Receive 011) Article X I X  (Amendment), and a number of minor areas.

For the state's protection, a n ew clause 1n Section 8.2 assigns to the state 

all transportation rights, Including nominations, charter agreements, and any 
other transportation arrangements which GYEA has for state royalty oil, In the 

event of the purchaser's inability to receive royalty oil. This is now a 
standard provision for state royalty oil contracts and Is found 1n both the 
backup and primary form contracts for the December 11, 1984 competitive sale.

An additional sentence in Article XIX (Amendment) states that, "Any material 

amendment to the contract which appreciably reduces the consideration received 
by the state requires prior approval of the Legislature of the State of 

Alaska". This contract language is required by AS 38.05.183(f).

In Section 7.1 (Default), the first of the six conditions of default listed 

has been added so that the state may, with evidence of impending failure to 

perform, declare a condition of default. This is an important protection for 
the state since there is often circumstantial evidence, such as inadequate 
transportation arrangements, which precede actual failure to perform.

Minor revisions can be found in two sections of Article V (Payments and 

Accounting). These revisions, which track the state's recent royalty oil 

contracts, make the terms of payment somewhat more stringent for the

purchaser. Section 5.3 now calls for payment by wire transfer, and no longer 

provides for clerical mistakes as an acceptable basis for failing to pay the 
amount billed. Section 5.7 also eliminates several circumstances previously 

specified as acceptable grounds for failure to make full payment.

The remaining changes to the GVEA contract are technical in nature and concern 

numerical corrections, date corrections, definition clarifications, changes in 
the format, and mi n o r  revisions to Sections 3.2 (Good Standing and Due

Authorization) and 16.1 (Preferential Hiring). Also, the word "Royalty" has 

been deleted throughout the contract wherever it precedes the word "011" and 

certain terms made unnecessary by the introduction of the term "Purchase 

Price" have been deleted.

The clauses particular to GVEA's situation, and to long-term negotiated 

contracts 1n general, have been left intact. Examples include Sectior 2.1

(Quantity), where GY E A  may elect to change, within certain bounds, *he 

quantity o f  royalty oil received, and Section 7.3 (Seller's Remedies), w h u  

allows the state to release GVEA from the 1n-state use requirement, at the 

state's sole discretion. Section 8.1 (Disposition of Oil Upon Default or 
Termination) also falls into this category, but GVEA's obligation to continue 

payment in event of default has a four-month, rather than the standard

seven-month, duration. This 1s because the Prudhoe Bay Unit producers will, 

by contractual agreement, accept physical custody of small quantities of 

royalty oil with only a 90-day notice. The volume of royalty oil proposed for- 

sale to GVEA falls w i t h i n  that quantity range.
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1. Competitive bidding 1s w a i v e d .

I have determined 1n accordance with AS 38.05.183(a) that the best 

Interest o f  the state does not require competitive bidding for this 
disposal. The best Interest of the state 1s served by making this award 

on factors other than the highest price received fnjm a competitive sale. 

Those factors are detailed 1n the following section of this document.

In order to realize the objectives implied by the considerations listed in 

AS 38.05.182-183 and AS 38.06.070 and to obtain benefits for Alaska 

consumers, disposal by competitive bid with the award determined entirely 

upon the cash value offered is not in the best interest of the state in 

this Instance. Rather, it is 1n the best interest of the state to dispose 
of this royalty oil to GVEA, which offers maximum benefits to state 

citizens and which will pay a $.30 premium over wh a t  the state would have 

received had the state taken the oil at the weighted average of the 

Prudhoe Bay lessees' current reported netback prices, as may be 
retroactively adjusted by resolution of the Amerada Hess litigation.

2. The sale is in the best interests of the State.

Under AS 38.05.183(e) a noncompetitive sale, exchange, or other disposal 

of royalty oil or gas taken in-kind by the state may be awarded by the 

commissioner to the prospective buyer whose proposal offers maximum 

benefits to the citizens of the state.

In accordance with AS 38.05.035(e), AS 38.05.183(c) and (e), and 11 AAC 

03.010(d), I find and determine that the taking of royalty oil in-k1nd and 

the disposal of that oil to Golden Valley Electric Association, Inc. 
(GVEA) for use in-state is in the best interests of the state. The 

following has been considered in making this determination:

a. The state will receive no less from this sale than if it had 

continued to take its royalty oil in-value at the weighted average of 

the Prudioe Bay lessees' current reported netback prices as 
retroactively adjusted by litigation. The premium of $.30 over that 

price will likely offset any adverse effects on that price (and state 

revenues) which could occur when the state meets the needs of a 
refinery (in this case MAPCO) that would otherwise be a crude oil 

customer on the West Coast. The Comnissioner's Preliminary Findings 

and Determination to Negotiate Backup Royalty Oil Contract(s) and 
"Conduct a Competitive Royalty Oil Sale of July 12, 1584 detail those 

potential effects. It is not possible to forecast the impact of 
customer displacement on West Coast prices, let alone its influence 

on the current reported 1n-value price. However, the amount of the 

premium is likely to cover a reasonable differential. Further, MAPCO 
presently receives similar amounts of crude oil daily under the 

existing GVEA short-term contract. AS 38.05.183(e)(1).

VI. Findings and Determinations.
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b. A  disposal to GVEA will have a favorable effect on the econonjy of 

the state because 1t will ensure that the cooperative's members 
continue to benefit directly from lower electric rates than would 

otherwise be possible. Each consumer to whom GVEA provides electric 

service 1s a member of the cooperative. Profit margins are allocated 

back to the consumer owners, all of w h o m  are Alaska residents. The 
cooperative's goal Is to provide dependable electrical service to Its 

member-owners at the m o s t  economical price.

GVEA 1s regulated by the Alaska Public Utilities Coimrfsslon. - O v e r  

the past year, GVEA has experienced Increased consumer need

represented by an addition of 2,700 new households. GVEA currently

employs 174 people (25 m o r e  workers than last year) to bring electric 
service to more than 50,000 Alaskans. AS 38.05.183(e)(2).

c. An In-state refiner, MAPCO, will be favorably Impacted by the 

proposed GVEA contract. MAPCO's assigned right to purchase 5,000 bpd 

of state royalty oil enables MAPCO to refine many products for 

Alaskans 1n addition to turbine fuel for GVEA. The 5,000 bpd of 

royalty oil also assists MAPCO in meeting the feedstock requirements 
of its soon-to-be-expanded refinery. MAPCO may also sell or exchange 

the resulting return oil (so long as the price discount on turbine 
fuel provided to GVEA remains materially unaltered) to acquire more

oil from TAPS near its Fairbanks refinery.

Although MAPCO will benefit from the proposed GVEA contract, 1t will 

not receive a windfall. Because of the $.30 premium, MAPCO will 

likely pay more for the assigned oil than it does under its own state 

royalty oil contract. Further, MAPCO's Exhibit A agreement to pay 

most of ar\y Amerada Hess liabilities arising under the proposed GVEA 

contract precludes 1 1 from passing on Amerada Hess adjustments to 

GVEA, as it would otherwise do. AS 3 8 . 0 5 . 1 8 3 ( e ) ( 3 T

d. GVEA is uniquely abie to use its royalty oil purchases to allow 

it to supply electrical energy to more than 50,000 Alaskans who 

currently enjoy price benefits directly attributable to the 
cooperative's purchase of state royalty oil. AS 38.05.183(e)(4).

e. The state is now highly dependent on oil revenues and will 

continue to depend on oil revenues in the future. The price term of 

the proposed sale protects the state's interest by ensuring that 

revenues from this sale will exceed the in-value alternative.

AS 38.06.070(a)(1).

f. The local and regional needs of the Fairbanks area for electrical 
supply are m e t  by service provided by GVEA to its member owners. The 

assignment agreement with MAPCO also helps satisfy local and regional 

needs for petroleum products. AS 38.06.070(a)(2).

g. The continued operation of GVEA, with the attendant payroll and 

secondary benefits, will have a positive and desired effect on the 

citizens of the state. While this disposal will likely not result in 

new capital investment or development, 1t will enable the efficient 

use of existing investment and development and contribute to the 

requirements of a refinery planned for expansion. AS 38.06.070(a)(3).
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h. The projected social impacts of a disposal to GVEA are 
anticipated to be favorable. The benefits presently received from 

the operation of the electrical cooperative will continue.
AS 38.06.070(a)(4).

1. Any additional costs and responsibilities which could be imposed 

upon the state and affected political subdivisions are likely to be 

minimal. AS 38.06.070(a)(5).

j. Local and regional consumption of both fuel oil-fired electricity 

and refined petroleum products will be directly and favorably 
affected by the GVEA disposal. Local labor markets will continue to 

benefit through employment opportunities at both GVEA and MAPCO.
AS 38.06.070(a)(6).

k. Environmental effects resulting from the proposal will be 

negligible, if any, since che facility is already in existence.
AS 38.06.070(a)(7).

1. The proposed disposal will help existing commercial private 

enterprise and patterns of investments by assisting in the continued 

operation of the GVEA cooperative and providing, through assignment, 
royalty oil to the North Pole Refinery for processing into refined

products. AS 38.06.070(a)(8).

In accordance with 11 AAC 03.060(b), the weight given to the applicable

criteria in determining the maximum benefit to Alaska citizens must be 

addressed. In making this finding the Department first assured itself that
the state would not lose money by making a disposal to GVEA. Once so assured,

other benefits attendant to the disposal were examined. . If the price offered 

did not assure the state at least w h a t  it wo u l d  have received had it le f t  the 

oil in-value then the sale would not, in the Department's view, serve the
state's best interests. For this reason the greatest w eight 1n this disposal

was placed on AS 38.05.183(e)(1), the cash value offered. After the cash
value offered, the greatest weight was given to the projected benefits of 

using the oil in the state to directly benefit Alaskan citizens through lower 

electric rates.

VII. Conclusion.

By the terms of the proposed contract, the stats is guaranteed the 

litigation-adjusted in-value price for Its oil as well as a premium on each 
barrel. The additional premium assures that the state is not initially 

receiving less for Its oil than if it elected to take its royalty share 1n 

money at the weighted average of the Prudhoe Bay lessees' reported prices. 
Should the Amerada Hess litigation be resolved in the state's favor, the state 

will be entitled to reimbursements resulting from the retroactive price 

adjustments provided for in the contract, with MAPCO holding the ma j o r  

responsibility for that potential liability. The satisfactory price terms of 
the proposed contract, coupled with associated direct and secondary benefits 

for Alaska citizens, supports the decision to waive competitive bidding.
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The foregoing facts and analysis support m y  final finding that this disposal 

1s 1n the best interests o f  the state and that it maximizes benefits to Alaska 
citizens.

Jrown, Director 

for/Esther C. Wunnicke 

Commissioner

QAte

U ,  H
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AGREEMENT FOR THE SALE AND 

PURCHASE OF ROYALTY OIL

THIS AGREEMENT is entered into as of February 8, 1985 by and between 

THE STATE OF ALASKA ("Seller") and GOLDEN VALLEY ELECTRIC ASSOCIATION INC., an 

Alaskan Electric Cooperative Corporation, hereinafter referred to as 

"Purchaser".

ARTICLE I 

DEFINITIONS

As used in this Agreement, the following terms shall have the 

following respective meanings:

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

Natural Resources or her designee.

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

beginning at 12:01 a.m., Alaska Standard Time.

1.3 "Effective Date" shall have the meaning set out in Article VI.

1.4 "Leases" means the Oil and Gas leases which are subject to the terms 

of the Unit Agreement.

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

Leases.

1.6 "Month" means the period beginning at 12:01 a.m., Alaska Standard 

Time, on the first day o f  the calendar Month and ending at the same time on 

the first day of the next succeeding calendar Month.

1.7 "Q i 1" or “crude o i l " shall have the same meaning as the w o r d  "Oil" 

under the U n i t  Agreement.

1.8 "Point of Delivery" shall have the meaning set o ut in Section 2.4.
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1.9 "Royalty Oil11 m e a n s  the Oil which the Seller may ta k e  In-kind 

(amount) as Its royalty under the Leases whether or not Seller has elected to 

take or Is taking that royalty 1n-k1nd.

1.10 "Daily Royalty Oil" m e a n s  the quantity of Royalty Oil produced by the 

Lessees each day.

1.11 "Unit Agreement" me a n s  the Prudhoe Bay Unit Agreement effective April 

1, 1977, by and between Seller and the Lessees, as amended from time to time.

1.12 11 TAPS" means the Trans Alaska Pipeline System.

ARTICLE II 

SALE OF ROYALTY OIL

2.1 Quantity. Seller agrees to sell to Purchaser and Purchaser agrees to

buy from Seller that amount o f  Oil equal to 2.667* of the Daily Royalty Oil

(Maximum Quantity"). Upon a t  least nine (9) Months written notice to Seller,

Purchaser may increase or decrease the amount of Oil to be tendered by Seller 

at the Point of Delivery, b u t  the amount tendered by Seller under this 

Agreement shall not exceed the Maximum Quantity. Purchaser recognizes that 

Seller m u s t  normally give six (6) Months notice under the Unit A g reement (or 

ninety (90) days if the amount increased or decreased is less than ten (10) 

percent o f  the current nominations) to Increase or decrease the amount of 

Dally Royalty 011 to be taken in-k1nd. It is understood and agreed that the 

volume o f  Daily Royalty Oil available to Seller will vary a nd may be

interrupted from time to time, and depends upon a variety o f  factors,

including the rate of production from the Leases. Seller disclaims and 

Purchaser waives any representation, covenant or warranty, e x pressed or

implied, as to the specific quantity or the total or daily, Monthly, average,

or aggregate volume of Royalty 011 to be sold or tendered under this 

Agreement. Seller warrants that 1t has good title to the Oil tendered under 

this Agreement. Seller shall hold Purchaser harmless from all liens,, 

encumbrances and valid adverse claims that may affect the Royalty Oil at the 

time the Royalty Oil is tendered to Purchaser.
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If Seller underlifts or stores Royalty 011 at Prudhoe Bay, or If Seller 

recovers underllfted or stored Royalty Oil, the quantity of 011 tendered under 

this Agreement shall be cal c u l a t e d  as if no Royalty 011 was underlifted or 

stored or recovered.

2.2 Q u a lity. The 011 sol d  shall be the same quality as the Royalty 011 

delivered by the Lessees to the Seller at the Point of Delivery. It is 

understood and agreed that the quality of the 011 sold may vary from time to 

time. Seller disclaims, a n d  Purchaser waives, any guarantee, representation, 

or warranty, either expressed or Implied, of the merchantability, fitness for 

use, or suitability for any particular use or purpose, or otherwise, of any of 

the Oil delivered under thi s  Agreement or as to any specific, average or

overall quality or characteristic of 011 to be sold or tendered under this 

Agreement.

2.3 Price of the Royalty 0 1 1 . The price for the oil tendered under this 

Agreement shall be equal t o  the amount that Seller would have received from 

its Lessees for the Royalty 011 tendered if that royalty had been payable in 

money (taken in value) r a t h e r  than taken in kind plus a premium of $0.30 per 

barrel plus the Field Cost Allo w a n c e  incurred by that oil as determined under 

the Prudioe Bay Royalty Settlement Agreement (dated April 1 , 1980 for

reference purposes only), which was entered as part of a final judgment dated 

August 13, 1980 in State o f  Alaska, et al v. ftnerada Hess Conp., et al.,

(Superior Court for the S t a t e  of Alaska, First Judicial District at Juneau) 

("Amerada He s s 11) ("Settlement Agreement") ("Purchase Price"). The Purchase 

Price shall be determined b y  Seller based upon the reports submitted by the 

Lessees for royalty purposes or, when those reports are unavailable, 

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

production tax or other t ax purposes, as m ay be adjusted from time to time as

provided in this Agreement. Buyer will only be entitled to review or request

material or information w h i c h  is not confidential under state law or 

regulation.
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The method, basis and amount of royalty due Seller wher. it takes its

royalty in value from the Leases is presently the subject of litigation in

Amerada H e s s . One of the issues involved is the proper method to be used by

the Lessees in calculating the state's royalty when the royalty is payable in

money (in value). Until there is a resolution of that dispute through 

judicial resolution or settlement, the Purchase Price will be based upon the 

calculation of an amount per barrel equal to the per barrel volume weighted 

average of the in-value prices reported by the Lessees to Seller for royalty 

purposes or, when the royalty reports are unavailable, incomplete, or 

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

other tax purposes, plus $0.30 per barrel plus the Field Cost Allowance as 

determined under the Settlement Agreement. Upon final non-appeal able 

resolution of each of the various issues that are or will be involved in 
Amerada H e s s , adjustments will be made to previous payments in accordance with 

each resolution.

If additional amounts are owed by Purchaser to Seller, interest on those 

amounts will be paid at a variable interest rate which is the higher of: (1) 

the reference rate as may be announced from time to time by The Bank of 

America, San Francisco, California, plus three percent (3S); or (2) the rate 

of return as is realized from time to time in the investment of the State of 

Alaska's general fund. Amounts owed from Seller to Purchaser shall be repaid 

at the rate set out in Article 5.6. Buyer will not voluntarily intervene or 

otherwise participate in Amerada Hess unless Seller expressly consents to that 

participation in writing. A settlement of Amerada Hess will be binding upon 

Buyer w h e ther or not Buyer agrees with or consents to the terms of that 

settlement.

If any applicable law of the United States of America or any rule or 

regulation promulgated by a federal agency will, in the judgment of Seller, 

operate to prohibit or prevent Seller from receiving the full amount due under 

the above provision, Purchaser's obligation to pay the amount of the Purchase 

Price in excess of the amount permitted will be suspended or adjusted to the 

minimum extent required for Seller to comply with that law, rule or regulation..
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Either party shall have the right to reopen this Agreement, as to price

only, during the Month of July, 1987 and every two years thereafter for the

purpose of negotiating a new price for tne Royalty Oil to be paid under this 

Section 2.3. The right to reopen m a y  be exercised by either party by giving 

to the other party thirty (30) days prior written notice. Upon receipt of a 

notice to reopen, the parties will promptly commence good-faith negotiations 

in an attempt to establish a new price. In the event that a new price is not

agreed to by the parties within ninety (90) days of the effective date of the

notice to reopen, either party may terminate this Agreement upon nine (9) 

Months written notice to the other. The price for any Oil tendered during any 

such period pending termination shall be calculated as set out hereinabove or 

as agreed to in a previous reopener. If a new price is agreed to by both 

parties, such new price shall be effective for Oil tendered in the Month 

following agreement by the parties on the new price.

2.4 Point and Time of Delivery. Simultaneous with receipt of its Royalty 

Oil from its Lessees, Seller shall tender the Oil to Purchaser at the point at 

which Seller receives the Royalty Oil from its Lessees. That point as 

presently agreed to by Seller and its Lessees in Section 2.3 of the Settlement 

Agreement is the custody transfer meters into TAPS at Prudhoe Bay.

2.5 Passage of Title and Risk o f  Loss. Title and risk of loss to the 

Oil sold under this Agreement shall pass from Seller to Purchaser for all 

purposes when Seller tenders the Oil at the Point of Delivery.

2.6 Purchaser's Responsibility. Purchaser shall be responsible for the 

Oil after passage of title. Purchaser will indemnify and ho l d  Seller harmless 

from and against any and all claims, costs, damages (including reasonably 

foreseeable consequential damages), expenses or causes of action arising from 

or 1n connection with any transaction or event which relates to the crude Oil 

after title has passed to Purchaser.

2.7 Transportation Arrangements. Purchaser shall mak e  all necessary 

arrangements for transporting the Oil sold under this Agreement from the Point, 

of Delivery, including satisfaction of line fill obligations and storage tank 

bottom requirements of TAPS, if any. If and as requested by the Seller, and
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a t  the time or times requested by Seller, Purchaser shall submit specific 

Information concerning the arrangement It has mad e  for transportation of the 

011 sold under this Agreement through and away from TAPS and for the resale or 

other disposal o f  the Oil. Such information m a y  Include the specific tenders 

of Oil made to TAPS and Identification of tankers which will transport the 

Oil. In addition, Purchaser will provide Seller, if and as requested by 

Seller, with satisfactory evidence or reasonable assurance of the existence 

and continuing validity of adequate arrangements for the transportation or

disposal of the 011 subject to this Agreement. Failure to provide

information, evidence or assurances requested will, at Seller's election by 

notice to Purchaser, be a material default under this Agreement.

2.S Absolute Obligations. The obligations of Purchaser to accept, pay 

for, and arrange for the transportation of the Oil tendered or sold under this 

Agreement are absolute and will n ot be excused or discharged by the operation 

of aqy disability of Purchaser, event of force majeure, impracticability of 

performance, change in conditions, or any other reason or cause.

2.9 Date of First Delivery. The date of First Delivery will be four (4) 

Months after the Effective Date unless Seller, in its sole discretion, sets an 

earlier date.

2.10 Performance Guaranty and Res-.^vation Fee. If Purchaser does not take

the Maximum Quantity on the Date o f  First Delivery, Purchaser shall pay to

Seller, in addition to the Purchase Price, an amount equal to 1.25% of the

Purchase Price per barrel per day on the difference between the Maximum

Quantity and the actual quantity tendered to and accepted by Purchaser 

{'■ Actual Quantity") for each day Purchaser does not take the Maximum Quantity 

on and after the Date of First Delivery. The payment of this fee shall end on 

the day that Purchaser accepts delivery of the Msixlmum Quantity. When 

Purchaser accepts the Maximum Quantity, all of the amounts paid under this 

Article 2.10 will be allowed to be credited against future payments for Oil 

tendered under this Agreement except for an amount to be retained by Seller 

equal to .75i of the Purchase Price per barrel per day on the difference 

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

did not take the Maximum Quantity on and after the Date of First Delivery. If
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Purchaser should thereafter decrease the amount of Oil to be tendered under 

this Agreement, Purchaser shall pay to Seller, in addition to the Purchase 

Price, an amount equal to .15% of the Purchase Price per barrel per day after 

the date that the decrease in the amount of Oil to be tendered by Seller takes 

effect on the difference between the Maximum Quantity and the Actual Quantity.

2.11 In-State Processing. Purchaser agrees that all 011 purchased

under the terms of this agreement shall be processed or burned in the State of 

Alaska. As used 1n this Agreement "processed or burned in the State of 

Alaska" means the following described uses or a use substantially similar to 

those uses, which provides an equivalent benefit to GVEA's consumers.

Purchaser has assigned its 011 to MAPCO PETROLEUM Inc. for processing the 

crude oil into a fuel usable a t  Purchaser's generating station. Under this 

arrangement, Purchaser is assured of a dependable supply of fuel, which 

assists Purchaser in providing uninterrupted electrical service to its 

consumers. Purchaser also receives from MAPCO a lower refining charge or 

processing fee which Purchaser passes directly through to Its consumers in the 

form of reduced electric rates. If Purchaser's arrangement with MAPCO ever 

fails to yield these benefits, Purchaser has a commitment from the Rural 

Electrification Administration for mortgage funds to be ma d e  available to pay 

for the prompt conversion o f  Purchaser's generating units so that the Oil 

could be burned as fuel by Purchaser without first being processed. Upon such 

conversion, Purchaser could again provide its consumers with a dependable 

supply of electricity at a cost lower than otherwise possible.

Purchaser's continued receipt of a dependable supply o f  fuel upon terms 

that allow Purchaser to provide its consumers with electricity at a cost 

significantly lower than otherwise possible is a material element of this 

agreement. Purchaser's failure to process or burn in the State of Alaska as

defined in this Agreement the Oil tendered under this agreement will, at

Seller's option, constitute a material default under this agreement. However, 

Seller may, at Its option, waive \*ie 1n-state processing or burning 

requirement in whole or in part, 1f Seller is satisfied tha t  the waiver would 

not be contrary to the underlying intent of the other provisions of this 

Agreement.
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ARTICLE III 

REPRESENTATION A N D  OBLIGATIONS CF PURCHASER

Purchaser warrants, represents, and agrees:

3.1 Go o d  Standing and Due Authorization. Purchaser 1s, and at all times 

during the operation of this Agreement shall remain, a corporation organized 

and existing under and by virtue of the laws of the United States or o f any 
state, territory or the District o f  Columbia, and qualified to do business in, 

a nd in good standing with, the State of Alaska. Purchaser has all necessary 

corporate power to en t e r  into this Agreement and to perform its covenants and 

obligations under this Agreement. All necessary corporate action has been 

taken to authorize Purchaser's entering into this Agreement and performing its 

covenants and obligations under this Agreement.

3.2 Financial Condition. The financial information submitted to Seller 

is complete and correct and fairly presents Purchaser's financial condition at 

the time the information was submitted to Seller. The financial information 

was prepared in accordance with generally accepted accounting principles 

consistently applied. Since the date the information was submitted, the 

condition, business and properties of Purchaser have not been materially 

adversely affected in any way. Purchaser agrees to inform Seller inmediately 

if during the term of this A g reement there is any material adverse change in 

the condition, business, or properties o f  Purchaser which would have an 

appreciable adverse effect on Purchaser's ability to perform under this 

Agreement. Purchaser, in addition, will immediately inform Seller of any 

significant change in ownership of either Purchaser or ar\y of its affiliates 

or parent company, and of any change in Purchaser's operations or agreements, 

which would appreciably affect Purchaser's performance under this Agreement.

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

fiscal y e a r  of Purchaser, and in any event within one hundred twenty (120) 

days thereafter, Purchaser will furnish to Seller, at Purchaser's sole cost 

and expense, a report or a complete copy of a report in a form to be 

prescribed from time to time by Seller which will include Purchaser's balance
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sheet as of the close of the fiscal year and the income statement for that 

year, prepared in each case in accordance with generally accepted accounting 

principles consistently applied by certified public accountants of recognized 

standing. For purposes of complying with this Article, Purchaser may submit, 

and Seller will accept, the annual report of the Golden Valley Electric

Association, Inc.

3.4 Option to Purchase Return Oil. If Purchaser assigns Oil purchased 

under this agreement for fuel usable in the present configuration of its 

generating station, there may remain a portion of Oil or Oil products which 

will not be processed for consumption in-state ("Return Oil"). This Return 

Oil m ay be shipped through TAPS. Return Oil shipped through TAPS becomes 

intermingled with unprocessed crude oil so that when the Return 011 is picked 

up in Valdez it is identical to the common stream cr.:de oil shipped through 

TAPS. A  shipper of Return 011 presently is, and may continue to be, liable

for the payment of a quality bank adjustment differential based upon the

resulting degradation of TAPS common-stream crude ("quality penalty").

Purchaser grants Seller an option to purchase all the Return Oil. For the 

purposes of determining the volume of Return Oil for which Seller may exercise 

its option to purchase under this Agreement, that volume shall be a proportion 

of the Oil tendered under this Agreement equivalent to the ninety (90) day

rolling weighted average, determined monthly, of the ratio of total refined 

products produced to total refinery charge. Seller shall exercise this option 

by giving Purchaser nine (9) months' advance written notice. The notice shall 

specify the date delivery will commeince and the point of delivery to Seller. 

Thereafter Seller may terminate the purchase of Return Oil by giving nine (9) 

months' advance written notice.

Seller shall have the option to take title to the Return Oil either at the 

tanker flange inlet in Valdez, Alaska, or at the MAPCO refinery outlet to the 

Golden Valley Pipeline at North Pole, Alaska. The per-barrel Return Oil 

purchase price shall be the full cost to Purchaser or Purchaser's assignee at 

the point of redelivery minus aqy "quality penalty" which had or would attach,, 

which will be paid by Purchaser. Purchaser or Purchaser's assignee will 

assign all necessary shipment rights to guarantee delivery to Seller at
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Seller's designated delivery point and to facilitate the reinjection into and 

transportation of the Return Oil through TAPS,

Purchaser or Purchaser's assignee shall furnish Seller or the Seller's 

designee, on or before the tenth day of the month following the month of 

delivery, a provisional invoice covering the Return Oil delivered to Seller or 

Seller's ^.signee in the preceding month. The price of the Return Oil to 

Seller or Seller's designee shall be the price paid by Purchaser for Oil 

tendered under this Agreement for the month preceding delivery. The Seller or 

the Seller's designee shall make payment to Purchaser or Purchaser's assignee 

on or before the twentieth day of the month following the month of delivery. 

The initial billing may be adjusted in a subsequent month's invoice as more 

accurate or complete information concerning the quantity and Purchase Price of 

the Return Oil delivered each Month is available. Subsequent adjustments to 

the Return Oil initial billing shall also be made for Amerada Hess as 

specified in Section 2.3 and for other adjustments as specified in Section 5.5.

The amount of all sums which are n o t  paid when due under this option or 

which are subsequently determined to be due under an adjustment, shall bear 

interest from the date accrued until paid in full at a variable rate per annum 

equal to the reference rate as announced from time to time by the Bank of 

America, San Francisco, California, plus one and one-quarter percent (1.25%) 

per annum, provided, however, that any interest due on an adjustment made as a 

result of the Amerada Hess litigation shall be at the same rate charged by 

Seller under Section 2.3.

The option to purchase Return Oil will remain in effect for the term of 

this Agreement. Frilure to exercise this option for any period of time will 

not affect the Seller's right to exercise the option at a later time. This 

option, in whole or in part, and for a ny term, shall be freely assignable by 

Seller and such assignment shall release Seller from all obligations to 

receive or pay for the Return Oil sold under this option, provided, however, 

that Purchaser or Purchaser's assignee shall have the right to demand of an 

assignee o f  the Seller reasonable security for the Return Oil sold to that, 

assignee. If authorized in an assignment by Seller, that assignee shall have 

the further right freely to assign that option, however, that assignment shall
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not release the assignee (or any subsequent assignee) of any responsibilities 

or liabilities to Purchaser or Purchaser's assignee unless agreed to by 

Purchaser or Purchaser's designee. Seller shall provide Purchaser or 

Purchaser's designee wi t h  written notice of any such assignment.

ARTICLE IV 

f€ASUREf€NTS AND TESTS

The quantity and quality of the crude Oil sold under this Agreement shall 

be determined at the Point of Delivery. Procedures and methods for measuring 

and metering the Oil sold under this Agreement shall be in accordance with the 

practices then in effect at Prudhoe Bay, Alaska.

ARTICLE Y 

PAYMENTS AND ACCOUNTING

5,1 Billing. Seller will send to Purchaser, on or before the 10th 

(tenth) business day of each Month after delivery of Oil, an invoice statement 

of account of all Royalty Oil estimated to have been measured at the custody 

transfer meter into TAPS and tendered to Purchaser under this Agreement during 

the immediately preceding Month according to the best information available to 

Seller, the estimated Purchase Prices applicable to those deliveries, and the 

total amount due ("initial b i l ling”)* The estimates will be made by Seller 

according to the best information reasonably available to Seller. Seller may 

render its initial billing to Purchaser based in part upon information 

reported by the Lessees to Seller and information published by the U.S. 

Government. Seller shall thereafter adjust its initial billing under this 

Article as soon as more accurate information concerning the quantity and 

Purchase Price of Oil delivered each Month is available. Seller, however, 

shall not be required to adjust the initial billing prior to the sending of 

the next Month's invoice statement of account.
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5.2 Initial Adjustment. After the Monthly Invoice under Section 5.1,

the subsequent Monthly invoice will also state Seller's initial adjustments to 

be made, if any, to the invoice rendered in the immediately preceding Month, 

in accordance wit h  any additional or mor e  accurate Information which may have 

become available to Seller. Whether or not initial adjustments are made, 

however, subsequent adjustments m ay b e  made under Section 5.5.

5.3 Payment. Purchaser will make payment of each amount billed under

this Article within ten (10) days after receipt of the invoice statement of

account. Pa„.,ient shall be made without any deduction, set off, or

withholding, by wire transfer of immediately available funds to Seller's

account at the following address:

First Pennsylvania Bank Philadelphia 

ABA No. 031000024 
For Credi'' to State of Alaska 

Account No. 07/089250/00 

Attn: Catherine Hess

Payment may be made in such other manner or to suc.h other address as 

Seller may specify in the invoice statement of account or by other written 

notice. All other payments to be made under this Agreement shall be paid in

the same manner. If payment is due on a Saturday, Sunday, or legal holiday of

the place where payment is to be received, payment shall be made on the next 

following business day. It is recognized that Seller may bill, and that 

Purchaser will pay, amounts that are based upon confidential information held 

or received by Seller. If  confidential information is used as the basis for a 

billing, then upon request Seller will furnish Purchaser with the certified 

statement of the Commissioner that the amounts billed are correct based upon 

the best information available to Seller. If a dispute concerning a bill 

arises, Purchaser agrees to pay the full amount billed by Seller, pending 

final resolution of the dispute.

5.4 Payment to Lessee. Purchaser, at the request of Seller in the

invoice statement of account or otherwise in writing, shall pay all or any

portion designated by Seller of that payment required to be made to one or

more of the Lessees at an address or addresses and in the m a n n e r  designated by

Seller. The payment will be made w ithin the time limit specified in Section 

5.3. Seller m ay authorize and designate a third party to mak e  the request and
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designate the amount, manner and place of payment under this provision. 

Unless otherwise specified, the balance of the payment due, if any, and 

payment for subsequent Months, shall be made In accordance with Section 5.3.

5.5 Subsequent Adjustments. Purchaser acknowledges that more accurate 

Information concerning the quantity of or Purchase Price for Royalty. Oil 

tendered m a y  subsequently become available to Selier. In the event that any 

such Information should subsequently become available to Seller, Seller shall 

promptly furnish a corrected invoice statement of account to Purchaser and the 

parties will adjust the amount billed and pay or refund the amount of those 

adjustments. In the event that Seller should render a corrected invoice to 

Purchaser, any amount to be refunded from Seller to Purchaser or paid from 

Purchaser to Seller will be paid within fifteen (15) days after the date of 

the corrected invoice. However, when the adjustment concerns an amount last 

invoiced more than sixty (60) days before the corrected invoice, the amount 

will be paid by Purchaser or refunded by Seller, as the case may be, in equal 

Monthly installments over the same period of time as that over which the

adjustment accrued or six (6) Months, whichever is the shorter period. No

adjustment will be made more than twelve (12) Months after the date of the 

last original invoice to which the adjustment relates, except for adjustments 

resulting from: (1) regulatory or court proceedings (including appeals)

commenced or pending during that twelve (12) Month period, whether or not 

Seller or Purchaser is a party to the proceeding, or (ii) bona fide audits by

Seller of any Lessee(s) commencing at any time during the period six (6) years

after the date o f  the las t  invoice to which such adjustment relates, or any 

resolution of disputes arising out. of those audits. Adjustments due to audits 

or 'egulatory proceedings or court proceedings may be made at any time. The 

provisions of this Section 5.5 will survive any termination of this Agreement.

5.6 Interest. Except for adjustments made upon resolution of Anerada 

Hess under Article 2.3, the amount of all sums which are not paid when due 

under this Agreement or w h i c h  are subsequently determined to be due under an 

adjustment under Section 5.5, shall bear interest from the date accrued until 

paid in full a t  a variable rate per annum equal to the reference rate as 

announced from time to time by the Bank of America, San Francisco, California, 

plus one and one-quarter percent (1.25%) per annim.
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5.7 Late Payment Penalty. If Purchaser fails to m«ke full payment 

within one (1) day of the date that payment is due, then in addition to the 

amount due plus interest from the date that payment was due until the date of 

payment, P u r c h a s e r w l l l  pay an amount equal to one percent (1%) of the amount 

owed.

5.8 Payment to Third Parties. Seller may direct that Purchaser pay any 

amount due or which m ay become due directly to a third party In the manner and 

time as may be directed by Seller in written notice to Purchaser if, in the 

Seller's sole discretion, the payment to the third party will assist Seller in 

monitoring or enforcing this Agreement.

ARTICLE VI 

TER M

This Agreement shall become effective upon execution by the parties and 

after enactment of legislation by the State of Alaska (including approval by 

the Governor) approving this Agreement. This Agreement shall be null and void 

if it is not so approved by September 30, 1985. Subject to the other 

provisions contained in this Agreement, Seller's obligation to sell and 

Purchaser's obligation to buy Royalty Oil shall begin as provided above, and 

shall end June 30, 1995. As used in this Article, "enactment of legislation" 

is as defined in AS 01.10.070(f)(4).

ARTICLE VII 

DEFAULT OR TERMINATION

7.1 Default. If any one or more of the following events ("Events of 

Default") occur, then at Seller's option, Seller may terminate or suspend its 

obligation to tender and sell Royalty Oil and proceed to exercise any one or 

more of the rights and tv.sdies provided in this Agreement:
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(1) At any time, Purchaser (a) repudiates any o f Its  covenants or 
obligations under th is Agreement, or (b) fa l ls , w ith in fiv e (5) 
Days a fte r w ritten request from Seller, to provide Seller with 
w ritten a ffirm a tion o f th is Agreement and o f Purchaser's in ten tion 
to perform under th is Agreement (together with evidence or 
assurances o f transportation arrangements pursuant to Section 2.7 
reasonably sa tis fac to ry to S e lle r) ; or

( i i )  Purchaser does not pay 1n fu l l any sum owed under th is Agreement a t 
the time when payment is due; or

(11 i )  Purchaser fa i ls  to observe or perform any of i t s  other covenants 
and obliga tions under A r t ic le  I I ;  or

( iv ) Purchaser does not perform any act required or contemplated under 
th is Agreement and e ith e r: (a) the nonperformance continues fo r 
more than th ir ty  (30) days a fte r Seller has n o tif ie d Purchaser of 
Purchaser's nonperformance; or (b) Purchaser had fa ile d to perform 
the same or any other act required or contemplated under th is 
Agreement during the immediately preceding twelve (12) Month 
period; or

(v) There is  a material adverse change in Purchaser's condition, 
business or property which appreciably affects the a b il i t y  of 
Purchaser to perform any o f its  obligations under th is Agreement, 
and Purchaser is unable to give Seller adequate assurance of 
continued performance e ithe r w ith in five (5) days of a request fo r 
such an assurance or w ith in such other shorter time period as 
Seller may reasonably request under the circumstances; or

(v i) 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 tha t the representation or warranty was made.,
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7.2 Failure to Pay Debts. I f  a t any time Purchaser becomes unable to 
pay any o f i t s  debts when those debts are due, or should otherwise become 
inso lvent (w ithout regard to how tha t insolvency may be evidenced), Purchaser 
w il l immediately give '. jt ic e  o f that fact to Seller. Whether or not that 
notice is given, i f  Purchaser becomes unable to pay any of its  debts when 
those debts are due or should otherwise become inso lvent, S e lle r 's ob liga tion 
to tender and se ll Oil under th is Agreement w i l l automatically and immediately 
terminate without any requirement o f notice or other action by Se lle r; 
however, Purchaser w il l nevertheless be and remain lia b le fo r payment and 
performance o f a ll o f i t s  obligations and covenants under th is Agreement w ith 
respect to 011 actua lly tendered by Seller to and a fte r any such term ination. 
Within th ir ty  (30) days a fte r receipt o f Purchaser';- notice or, i f  no notice 
is  given, a fte r Seller otherwise becomes aware (as determined in Se lle r's sole 
d isc re tion ) o f Purchaser's insolvency, Seller w ill have the rig h t, upon 
w ritte n notice to Purchaser, to re insta te -ill o f Se lle r's and Purchaser's 
obligations under th is Agreement re troac tive ly to the date o f term ination.

7.3 Se lle r's Remedies. Upon the occurrence of any Event of Default or 
i f  S e lle r 's ob liga tion to tender and se ll Oil under th is Agreement is 
terminated or suspended under Sections 7„1 and 7.2, a ll obligations of 
Purchaser accrued but not otherwise due and payable under th is Agreement w il l 
inmediately be due and payable in fu l l . In addition, Purchaser w il l indemnify 
and hold Seller harmless from and against a ll other l ia b i l i t y , damages 
(including reasonably foreseeable consequential damages), costs, losses and 
expenses (including reasonable attorneys' fees and disbursements) incurred by 
Selle r and aris ing out o f the Event of Default, term ination, or suspension. 
Seller shall have the rig h t cumulatively to exercise any and a ll other righ ts 
and remedies and to obtain a ll other re l ie f available under applicable law or 
a t equ ity , including mandatory in junction and specific performance. Se lle r, 
upon occurrence of any Event of Default, in i ts  sole d iscre tion , may arrange 
fo r any disposition to th ird parties o f Royalty Oil to be tendered and sold 
under th is Agreement. Upon the occurrence of any Event o f Default, Purchaser 
may, in Se lle r 's d iscre tion , be released from the obligations set fo rth 1n 
A rtic le  2.11 (In-S t?te Processing) un til the Event of Default no longer exists- 
or the obliga tion o f Purchaser to take Oil under th is Agreement expires. I f  
upon occurrence o f any Event o f Default Seller makes arrangement fo r
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d isposition to th ird parties o f 011, or I f  Purchaser 1s released from A rtic le 
2.11, whether or not th is Agreement is  terminated, Purchaser w il l nevertheless 
be and remain lia b le to Seller fo r the fu l l amount of the Purchase Price fo r 
tha t 011 1n excess o f the Purchase Price over any amount or amounts received
by Seller on account o f tha t d isposition , net o f the expenses o f tha t
d isposition and fo r a ll other costs, expenses (including reasonable attorneys' 
fees and disbursements), and losses incurred by Seller and aris ing out of the 
Event o f Default or disposition .

7.4 Purchaser's Exclusive Remedies. Upon ar\y breach o f, or de fau lt in , 
the due and timely observance or performance o f any o f S e lle r 's convenants or 
obligations under th is Agreement, Purchaser acknowledges and agrees tha t 
Purchaser's remedies w il l not include a temporary restra in ing order cr
prelim inary in junction preventing Seller from taking any action with regard to 
the Royalty Oil which is the subject o f th is Agreement.

ARTICLE V III 
DISPOSITION OF OIL

8.1 Disposition o f Oil Upon Default or Termination. Purchaser
acknowledges and agrees tha t under the Unit Agreement and Leases, Se lle r's
e lection to take Royalty Oil in -k ind can be revoked or reversed only upon the
sa tis fac tion o f various conditions, including the giving o f s ix (6) Months 
notice to return a ll or more than ten percent (10%) o f S e lle r 's then current 
nominations. Purchaser acknowledges and agrees tha t S e lle r 's election to 
invoke i t s  righ ts to return to taking I ts  Royalty Oil in value on less than 
six (6) Month's p rio r notice, or to attempt to secure a waiver of any
condition or requirement, 1s a t Se lle r's sole and complete d iscre tion . 
Notwithstanding termination o f th is Agreement fo r de fau lt or fo r any other 
reason. Including expiration or term ination under any provision contained 1n 
th is Agreement, Purchaser shall continue to take and purchase Se lle r 's Royalty 
011 in the amount and fo r the price set fo rth in th is Agreement fo r up to four 
(4) Months following term ination o f th is Agreement i f  Se lle r, in its

d iscre tion , so requires.
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8.2 In a b i l i ty  to Receive O il, I f fo r any reason Purchaser is unable or 
refuses to accept or receive any ;  ̂tendered under th is Agreement, Purchaser 
shall nevertheless be and remain v  sens ib le fo r the disposal o f tha t Oil and 
fo r paying Se lle r fo r the Oil as though i t  had been received and accepted by 
Purchaser unless Se lle r, in i ts  sole d iscre tion , elects to waive th is 
requirement. In order to secure the obligations o f Purchaser under th is 
Section 8.1 and under Section 2.8, Purchaser sha ll, i f  and as Seller may 
request from time to time, assign to Seller a ll r ig h t, t i t l e  and in te re s t of 
Purchaser under any nominations, leases, agreements, contracts, charter 
parties and other arrangements fo r the transportation o f the Oil sold under 
th is Agreement through and away from the Trans Alaska Pipeline System; 
provided, tha t Se lle r sha ll not have any l ia b i l i t y  or obligations under any 
such nominations, leases, agreements, contracts, charter parties or other 
arrangements unless, and to the extent tha t, Se lle r shall actua lly exercise 
i t s  righ ts to succeed to Purchaser's in te re s t thereunder and shall obtain the 
benefits thereof.

8.3 No Right to Storage or U nde rlift. Purchaser waives and disclaims 
any in te re s t or r ig h t tha t i t  may assert to storage of Royalty O il, including 
by under! 1 ft or other means, to which Selle r 1s or may come to be en title d 
under the Leases or any other agreement.

ARTICLE IX 
WAIVER

The fa ilu re  o f e ith e r party to in s is t upon s t r ic t performance of any 
provision o f th is  Agreement shall not constitu te a waiver o f, or estoppel 
against, asserting the rig h t to require that performance in the fu ture . A 
waiver or estoppel 1n any one instance shall not constitu te a waiver or 
estoppel w ith respect to a la te r breach o f a s im ila r nature or otherwise. A 
course o f performance established by a party shall also not estop the other 
party from complaining o f a la te r breach s im ila r in nature.
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ARTICLE X 
VALIDITY

I f  any provision or clause o f th is Agreement or application o f th is 
Agreement to any person or circumstance Is held Inva lid , tha t In v a lid ity shall 
not a ffe c t other provisions or applications o f th is Agreement which can be 
given e ffe c t w ithout the Inva lid provision or application. I f ,  however, an 
In va lid ity should operate to Impair any material r ig h t or remedy o f a party to 
th is Agreement, tha t party may terminate th is Agreement by notice to the other.

ARTICLE XI 
FORCE MAJEURE AND CHANGE IN CONDITION

11.1 Effect o f Force Majeure. Except fo r Purchaser's obligation? to 
make payment o f money fo r 011 tendered under th is Agreement and except fo r 
Purchaser's obligations to accept and dispose o f Royalty O il, neither party 
shall be lia b le  fo r ar\y fa ilu re to perform the terms of th is Agreement when 
the fa ilu re 1s due in whole or in substantial part to force majeure. The term 
"force majeure" as applied to th is Agreement shall mean Acts o f God, s trikes , 
lockouts and indus tria l disputes or disturbances, c iv i l disturbances, arrests 
and res tra in ts from ru le rs or people, in terrup tions by government or court 
orders or by present or future orders o f any regulatory body having or 
asserting ju r is d ic t io n , acts o f the public enemy, wars, r io ts , blockades, 
insurrections, in a b i l i ty  to secure materials by reasons o f allocations 
promulgated by authorized governmental agencies, epidemics, lands!ides5 
ligh tn ing , earthquakes, f ire s , storms, floods, washouts, explosions, breakage 
or accident to machinery or lines o f pipe, freezing of wells or pipelines, or 
any other event or cond ition , whether of the kind herein enumerated or 
otherwise, not w ith in the reasonable control o f the party claiming the benefit 
o f th is excuse. I f ,  however, any material obligation o f Purchaser Is excused 
or suspended because o f a claim o f force majeure fo r a period o f three hundred 
s ix ty - f iv e (365) successive days or more, Seller w ill have the rig h t to 
terminate th is Agreement. P rio r to Seller exercising Its  rig h t to terminate 
th is Agreement Seller and Purchaser shall enter in to good fa ith  negotiations 
to restore, to the fu l le s t extent possible, Seller and Purchaser to the
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benefits and obligations tha t existed under th is Agreement before the 
occurrence o f the force majeure condition.

11.2 Responsib ility . Upon the occurrence and discovery of an event 
providing the basis fo r a claim o f force majeure, the party making a claim 
shall n o tify the other party to th is Agreement o f Its claim of force majeure. 
Upon the occurrence o f an event cons titu ting force majeure, that event sha ll, 
so fa r as possible, be remedied with a ll reasonable diligence and dispatch. 
Except fo r Purchaser's ob liga tions to make payment o f money fo r Oil tendered 
under th is Agreement and except fo r Purchaser's obligation to dispose o f 011, 
the obligations o f the disabled party to perform under th is Agreement, Insofar 
as they are affected by tha t force majeure, shall be suspended from the time 
that force majeure occurs and fo r so long as the d is a b ility  caused should have 
continued had the party claiming the existence of the force majeure remedied 
the e ent providing the basis o f the claim of force majeure with reasonable 
diligence and dispatch, and fo r no longer. The settlement o f strikes or 
lockouts or indus tria l disputes or disturbances w ill be en tire ly w ith in the 
discre tion o f the party having the d i f f ic u l ty , and the above requirement tha t 
any force majeure shall be remedied with diligence and dispatch shall not 
require the settlement o f s trikes , lockouts, or indus tria l disturbances by 
acceding to the demands o f any opposing party therein when such course is 
inadvisable in the sole d iscre tion o f the disabled party.

ARTICLE X II 
NOTICES

12.1 Method. A ll notices, requests, demands or statements shall be in 
w ritin g , and may be delivered personally to the party to be no tifie d or may be 
sent by registered or c e r t if ie d  Ur.!ted States mail, postage prepaid, with a 
return rece ip t requested to such party. Notice deposited in the mail in th is 
manner shall be e ffe c tive upon the exp ira tion o f seven (7) days a fte r i t  is so 
deposited. Notice given in any other manner shall be e ffec tive only i f  and 
when received by the addressee. For the purposes o f notice , the addresses o f 
the parties to th is Agreement shall be as fo llows:
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I f  to Se lle r: State o f Alaska
Commissioner o f Natural Resources 
Pouch "M"
Juneau, Alaska 99811

and

and

Comn1ss1oner o f Revenue 
Pouch "S"
Juneau, Alaska 99811

D irector, D iv is ion o f Oil and Gas 
Pouch 7-034
Anchorage, Alaska 99510

I f  to Purchaser:

GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.
P 0 Rox 1249
Fairbanks, Alaska 99707

and (as long as the rig h t to Oil is  assigned thereto)

Vice President-Supply 
MAPCO PETROLEUM Inc.
P.O. Box 645
Tulsa, Oklahoma 74101-0645

12.2 Change o f Address. Each party may change i t s  address fo r notice by 
giving notice o f the change.

ARTICLE X III 
RULES AND REGULATIONS

This Agreement is subject to a ll present and fu tu re va lid laws, orders, 
rules and regulations of the United States, the State o f Alaska, and ar\y duly 
constitu ted agency thereof.
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ARTICLE XIV 
SOVEREIGN POWER OF THE STATE

This Agreement and its  covenants shall not be interpreted as a l im i t on 
the exercise by the Sta*2 of Alaska of any o f its  sovereign or regulatory 
powers, whether conferred jn the State by cons titu tio n , sta tu te or regulation, 
including but not lim ited to , its  regulatory power over the Leases. The 
exercise by the State o f Alaska of any sovereign or regulatory power w il l not 
operate or be deemed to enlarge any righ ts o f Purchaser or to l im i t or impair 
any obliga tions or l ia b i l i t y  o f Purchaser under th is Agreement, except fo r 
state statutes enacted a fte r the e ffec tive date o f th is Agreement which have a 
d ire c t and s ig n if ic a n t adverse e ffe c t on the a b i l i t y  o f Purchaser to perform 
an ob liga tion under th is Agreement other than the obligations to accept, 
dispose, and pay fo r Royalty Oil tendered under th is Agreement.

ARTICLE XV 
SECURITY

Th irty (30) days p rio r to the Date o f F irs t Delivery, Purchaser shall 
cause to be furnished to Seller evidence tha t an irrevocable stand-by le t te r 
o f c red it fo r the benefit o f Seller e ffec tive by Date o f Delivery, w ill be 
issued by a state or national banking in s titu t io n  of the United States which 
is a member o f the Federal Deposit Insurance Corporation and has an aggregate 
capita l and surplus of not less than One Hundred M illio n Dollars 
($100,000,000), or other banking in s titu t io n  acceptable to Selle r in i t s  sole 
d iscre tion . The principa l face amount of the le t te r o f c re d it shall in i t i a l l y  
be Five M illio n , Three Hundred Sixteen Thousand Dollars ($5,316,000). The 
le t te r o f c re d it shall be substan tia lly in a form sa tis fac to ry to the 
Commissioner, but 1n any event shall not require any documents to be submitted 
in support o f dra fts drawn against th is le t te r o f c re d it other than the 
c e r t if ie d  statement o f the Commissioner or her designee and the Attorney 
General o f the State o f Alaska or his designee tha t Purchaser is lia b le  to 
Seller fo r a sum equal to the amount o f such d ra ft, and tha t tha t sum is due 
and payable in fu l l and has not been timely paid. In the event tha t Seller 
should have reasonable grounds fo r asserting any claims against Purchaser
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under th is Agreement and does assert those claims In an aggregate amount in 
excess of the aggregate princ ipa l face amount o f the le t te r o f c red it then in 
e ffe c t, Purchaser shall upon Se lle r's request (whether or not Purchaser may 
dei\y, re je c t or otherwise re s is t such claims) cause the principa l face amount 
o f the le t te r of c re d it to be increased by an amount equal to the excess. The 
principal face amount o f the le t te r of c red it shall also be automatically 
increased by Purchaser w ithout request from Seller whenever the face amount is 
less than the expected Purchase Price of s ix ty (60) days o f Oil tendered under 
th is  Agreement, to an amount equal to the expected Purchase Price of s ix ty 
(60) days o f Oil tendered. The principal face amount o f the le t te r o f c red it 
may be decreased by Purchaser upon approval of Seller (which approval w il l not 
be unreasonably w ithheld) 1f the face amount is more than the expected 
Purchase Price o f s ix ty (60) days of Royalty Oil tendered under th is 
Agreement, to an amount equal to the expected Purchase Price o f s ix ty (60) 
days of Royalty Oil tendered. Tne Comrn’ ssioner may accept such other or 
additional security as she, in her sole d iscre tion , considers adequate -to 
protect Se lle r.

ARTICLE XVI 
PREFERENTIAL HIRING AND NON-DISCRIMINATION

Purchaser agrees to h ire and employ Alaska residents and Alaska companies 
to the extent they are ava ilab le , w illin g and qua lified fo r a ll work performed 
in Alaska tha t is 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 a t the time o f h iring or employment and "Alaska 
companies" means those companies who are incorporated in the State o f Alaska 
or whose principa l place o f business is in Alaska.

I f  th is provision is  determined to be unconstitutional by a court of 
competent ju r is d ic t io n , then Purchaser agrees to hire and employ Alaska 
residents and Alaska companies to the extent such pre ferentia l h iring is 
detejmined to be cons titu tio na l.
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ARTICLE XVII 
APPLICABLE LAW

17.1 Alaska Law. This Agreement shall be governed by and construed 1n 
accordance with the laws o f the State of Alaska, excluding any con flic t-o f- law  
ru le or p rinc ip le which might re fe r such construction to the laws o f another 
sta te or country.

17.2 Submission to Ju risd ic tio n . Any legal action or proceeding aris ing 
out o f or re la ting to th is Agreement or fo r the enforcement o f the covenants 
or obliga tion o f e ithe r party must be in s titu te d in a. State court o f general 
ju r is d ic t io n  s it t in g  in the State o f Alaska, and Purchaser hereby irrevocably 
submits to the ju r is d ic t io n of tha t court in any such action or proceeding.

ARTICLE XVIII ;
WARRANTIES

The purchase and sale o f Royalty Oil under th is Agreement is subject only 
to the warranties of Seller expressly set fo rth in th is Agreement and Seller 
disclaims and Purchaser waives a ll other warranties, expressed or implied in 
law, whatsoever.

ARTICLE XIX 
AteNDfCNT

This Agreement may be supplemented, amended or modified a t any time, but 
only by w ritten instrument duly executed by the parties to th is Agreement. 
Any material amendment to the contract which appreciably reduces the 
consideration received by the State requires prio r approval of the Legislature 

o f the State o f Alaska.

-24-
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ARTICLE XX 
SUCCESSORS AND ASSIGNS

No assignment, pledge or encumbrance o f th is Agreement shall be made by 
eithe r party w ithout f i r s t  obtaining the w ritten consent o f the other party. 
The Commissioner may grant such consent on behalf o f the Seller. The 
Conmissloner shall have sole and complete discre tion in granting or denying a 
proposed assignment, pledge or encumbrance. Subject to the above requirements 
in th is A rtic le , th is Agreement w ill be binding upon and inure to the benefit 
o f each o f the parties and i t s  successors and permitted assignees. In 
addition, i f  Purchaser gains or acquires a con tro lling in te re s t in an en tity 
which has an agreement w ith Seller fo r the sale o f Royalty Oil ("Other 
Agreement"), then Se lle r, a t its  option and on one year's notice, may require 
Purchaser to terminate e ith e r th is Agreement or the Other Agreement. The 
choice of which Agreement to terminate w ill be Purchaser's. Purchaser may 
request that Seller waive th is option in advance o f Purchaser gaining-' a 
con tro lling in te res t in an en tity which has an agreement with Seller fo r the 
sale o f Royalty O il. The Commissioner has sole and complete discre tion in 
granting or denying the requested waiver.

ARTICLE XXI 
HEADINGS

Headings used in th is Agreement are fo r convenience only and shall not 
a ffe c t the construction o f th is Agreement.

ARTICLE XXII 
RECORDS

22.1 Preservation o f Records. Purchaser w il l preserve and maintain a ll 
books, accounts, and records re la ting to or aris ing out o f the performance of 
th is Agreement, including but not lim ited to the purchase or sale o f Royalty 
Oil and i ts  refined products, fo r a period of six (6) years. Purchaser w ill 
also maintain and preserve a ll s im ila r books, accounts, and records of which

-25-



r

I A

•  •

1 t has possession belonging to those th ird parties with whom 1 t contracts fo r 
the performance o f various parts o f th is Agreement. Neither Purchaser nor 
Se lle r shall be required to re ta in any records fo r more than six (6) years 
unless retention o f such records is spe c ifica lly required by applicable law or 
regu lation . Purchaser shall e ithe r maintain its  records w ith in the State of 
Alaska or make such records ava ilab le to Seller a t Purchaser's principal 
o ff ic e  1n the State o f Alaska w ith in th ir ty  (30) days a fte r w ritte n request by 
Se lle r.

22.2 Inspection o f Records of Parties. Purchaser and Se lle r w il l accord 
to each other and to th e ir authorized agents, attorneys, and auditors during 
reasonable business hours access to any and a ll property, records, books, 
documents, and indexes d ire c tly re la ting to Purchaser's or Se lle r's 
performance o f th is Agreement and which are under the contro l of the party 
from which access 1s desired so tha t the other party may Inspect, photograph 
and make co ie s of tha t property, records, books, documents and indexes. In 
no event, however, shall Se lle r be required to disclose any Information, data, 
or records which are required to be held confidentia l by state law or 
regulation. I f  the information obtained by Seller may be held confidentia l 
under state or federal law or regulation, Purchaser may request tha t tha t 
information be held confidentia l by Selle r.

ARTICLE XXIII 
INTERPRETATION OF TERMS AND CONDITIONS

In the event tha t there is a disagreement about the meaning or 
applica tion o f a word, term, or condition in th is Agreement, Purchaser w ill 
present the arguments supporting I ts  vilew in w ritin g to the Commissioner fo r 
her consideration. The Commissioner v /il l subsequently, w ith in a reasonable 
time, Issue a find ing on the meaning or application o f the disputed word, 
term, or condition, se tting fo rth the basis fo r her conclusions. Purchaser 
agrees to accept find ings by the Commissioner under th is A rtic le  as long as 
there is substantial evidence supporting the Commissioner's find ings. None of 
the above shall empower the Commissioner to set the price o f the Oil should 
such price become subject to renegotiation pursuant to Section 2.3.
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DATED this 8th day of February 1985.

SELLER: THE STATE OF ALASKA

Commissioner,
Department o f Natural Resources

PURCHASER: GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.

By
Michael P. Kelly 
General Manager
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EXHIBIT A

THIS AGREEMENT 1s entered into th is 8th day of February, 1985 by and 
between the State o f A'aska (State), and MAPCO PETROLEUM Inc. (MAPCO), aTrd 
Golden Valley E lec tric Association, Inc. (GVEA).

As used in th is Agreement, the following terms shall have the following 
meani ngs:

1.1 "MAPCO" includes MAPCO PETROLEUM Inc. and its  predecessors in 
in te re s t, MAPCO Alaska Inc. and Earth Resources Company o f Alaska, including 
the North Pole Refining Division of Earth Resources Company of Alaska.

1.2 "GVEA Royalty Oil Contract" means the Agreement fo r the Sale and 
Purchase o f Royalty Oil dated February 8, 1985 between the State and Golden 
Valley E lec tric Association Inc. (GVEA).

1.3 "Assignment" means the Assignment and Product Sales Agreement between 
MAPCO and GVEA executed May 27, 1980. That Assignment provides fo r the 
assignment to MAPCO of GVEA's rights under the GVEA Royalty Oil Contract in 
exchange fo r GVEA paying MAPCO a reduced processing fee fo r turbine fue l.

T.4 "Petroleum Products Agreement" means the ArtOTHewn^fPilflmfeSF^gEeeroent*
j*^»^jwH980r That Petroleum Products 

Agreement provides fo r MAPCO's sale of processed turbine fuel to GVEA a t a 
price based on MAPCO's net acquisition cost fo r ANS crude plus a fixed margin.

ARTICLE I 
DEFINITIONS
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ARTICLE I I 
APPROVAL OF ASSIGMT

The State consents to the Assignment and to the Petroleum Products 
Agreement in the ir present forms as modified by the terms of th is Agreement — 
to include amending the term of said agreements to run as Tong as MAPCO 
receives Royalty Oil in the quantities specified under the GVEA Royalty Oil 
Contract. MAPCO and GVEA agree to no tify the State of any modifications to 
those agreements; provided, that changes in price do not constitute a 
modification so long as the actual pricing mechanism (as compared to the price 
its e l f ) contained in the Assignment is not changed and the price charged GYEA 
for fuel • under the Assignment remains equal to or less than the price tha t 
would then be in e ffe c t calculated under the pricing mechanism contained in 
the Assignment. MAPCO agrees tha t modifications to the Assignment (or to the
qua lity , price, or escalation provisions of .ie Petroleum Products Agreement)
which materia lly reduce GVEA's benefits w ill give the State the rig h t, in its
d iscre tion , to terminate the GVEA Royalty Oil Contract and/or the State's
approval of the Assignment.

The Assignment states tha t ^yxalume^Q.f
Boyal-tJ^Fl . However,
GVEA can only reduce the quantity o f Royalty Oil i t  takes under the GVEA 
Royalty Oil Contract by giving the State nine (9) Months written notice. In 
consideration of these facts MAPCO agrees that i t  w il7 give GVEA nine (9) 
Months' w ritten notice before exercising any rights i t  may have to decrease 
the amount of Royalty Oil i t  requires GVEA to designate under the GVEA Royalty 
Oil Contract, which nine (9) Month notice w ill be concurrent with the nine (9) 
Months' w ritten notice GVEA gives the State (which notice GYEA agrees to give 
the State immediately upon receipt of any such notice from MAPCO).

ARTICLE I I I  
DESIGNATION OF ROYALTY OIL VOLUMES
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ARTICLE IV 
SUBSEQUENT AMERADA HESS ADJUSTMENTS

Except as provided herein, MAPCO agrees that the retroactive price 
adjustment provisions contained in Paragraph-IV of the Petroleum Products 
Agreement,' as i t  applies to the Assignment, shall not extend to adjustments 
made upon fina l non-appeal able resolution of each of the issues in the Amerada 
Hess lit ig a t io n  pursuant to 'Section 2.3 of the GVEA Royalty Oil Contract. 
GVEA agrees to pay that portion of the An era da Hess adjustment based on the 
ra t io 'o f 'th e  barrels of product purchased by GVEA under the assignment to the 
to ta l barrels of Royalty Oil purchased under the GVEA Royalty Oil Contract 
during: vhe twelve-month’, period immediately preceding the fina l non-appeal able 
resolution of each*of: the issues of the Anerada Hess lit ig a tio n ." With the 
exception of the twelve-month period immediately preceding the fin a l 
non-appealable. resolution --of 'each of the issues in the Anerada Hess 
lit ig a t io n , MAPCO agrees to pay to the State any such adjustments owed by GVEA 
or MAPCO as a result of- purchases made by MAPCO under the GVEA Royalty Oil 
Contract; provided, however, that
Assignment and/or Petroleum Products Agreement under Paragraph X of the 
Petroleum Products *-̂ 1— mrnt a ii irf^ T r r 'i l ty  Oil
jGohtract and/or th is Agreement approving the Assignment as a resu lt o f a 
breach of either agreement by GVEA,
gtfaetsAmerariazsHesK..axijnstaen t , with the percentage based on the ra tio of the 
barrels of product purchased by GVEA under the assignment to the to ta l barrels 
o f royalty o il purchased under the GVEA Royalty Oil Contract during the period 
in which the Amerada Hess adjustment applies. Within ten days of being 
no tified by the State that there has been a fin a l non-appealable resolution o f 
each of the issues in the Amerada Hess lit ig a t io n , GVEA and MAPCO shall 
discuss with each other and advise the State of the percentage of the 
adjustment by month and year each is to pay the State.
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ARTICLE V 
OPTION ON RETURN OIL

MAPCO-acknowledges that the State has reserved an option to purchase a ll 
Return Oil resulting- from the sale of Royalty Oil under the GVEA Royalty Oil 
Contract. In consideration of MAPCO's agreements in A rtic le IV of th is 
Agreement concerning subsequent Amerada Hess adjustments, the State agrees to 
.not exercise its  return o il option so long as MAPCO receives Royalty Oil under 
'trie GVEA Royalty Oil Contract.

By
Commissioner,
Department o f Natural Resources

GOLDEN VALLEY ELECTRIC ASSOCIATION

By ___________________________
Michael P. Kelly 
General Manager

MAPCO PETROLEUM INC.

Robert M. Howe 
President
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N o r f k  fM e  R e fm m g
DIVISION OF EARTH R ESO U RC ES COMPANY OF ALASKA

P.O. Box 5028, North Pole. Alaska 99705

907/488-2741
907/488-2742

PETROLEUM PRODUCTS AGREEMENT

This Agreement, dated the 1st day o f May 1980, by and between:
\

NORTH POLE REFINING (NPR), D ivision o f Earth Resources Company 
o f Alaska, an Alaskan Corporation, and GOLDEN VALLEY ELECTRIC 
ASSOCIATION, INC. (GVEA).

Mitnesseth

The Agreement, when duly executed, shall constitu te an agreement under 
which NPR, sha ll se ll and de live r to GVEA, and GVEA sha ll purchase and 
receive from NPR, processed turbine fu e l, as per Section I below, at 
GVEA's North Pole and Zhender generating plants e ffe c tive the date .of 
f i r s t  de live ry a t GVEA's meter sta tion o f Royalty crude o il as provided 
fo r in BUYER'S Assignment and Product Sales Agreement, by NPR under 
terms and conditions as follows:

NPR shall se ll and de live r to GVEA hereunder Indus tria l Turbine Fuel 
(including HF/DF I I  and HF/DF 12) meeting G. E. spec ifica tion GE141047H 
fo r Heavy True D is t i l la te  and a ll petroleum products id e n tif ie d herein 
as "Turbine Fuel" fo r use a t the GVEA's gas turbine and/or diesel gen­
e ra to r fa c i l i t ie s  located at North Pole and Fairbanks (Zhender), Exhib it 
I , 11(A), and 11(B). Said Industria l Turbine Fuel (heavy true d is t i l la te ) 
sha ll be delivered by pipeline from NPR, at his expense, in to the GVEA's 
Turbine Fuel storage tanks located at the North Pole F a c ility . Deliveries 
to Fairbanks (Zhender) locations w il l be by ra i l tank car or transport

I QUANTITY AND QUALITY
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I QUANTITY AND QUALITY (CONTINUED)

truck in fu l l capacity o f the conveyance as determined by GVEA. GVEA 
and NPR recognize highway weight’ re s tr ic tio n s in the fa l l and spring o f 
each year may require scheduling o f l i f t in g s  to avoid th is period with 
de live rie s by transport truck. Deliveries shall be made during each 
month o f the term hereof on GVEA's orders. GVEA w ill furnish NPR with 
estimated annual projections o f a ll monthly petroleum fuel requirements 
to be updated a t three (3) months in te rva ls . GVEA hereby recognizes 
tha t product requirements in excess o f one-hundred-ten. percent (1102) of 
o rig ina l monthly nominations (Exhib it I I I )  may not, a t NPR's option, be 
ava ilab le . GVEA w il l confirm estimates o f the quantities to be delivered 
during each month a t least .fo rty -five (45) days p rio r to the f i r s t day 
o f the month in which said quantities are to be delivered- Exhib it IV 
formats the requ..ed data (modifications may be mada tha t are mutually 
acceptable). Scheduling fo r deliveries o f volumes specified w il l be 
coordinated on a weekly basis between NPR and GVEA’ s designated agent(s).

Quantity and qua lity of. Turbine Fuel sold and purchased hereunder shall 
be determined from NPR's recording flow meters and from samples taken at 
NPR's fa c i l i t y . Observed volume shall be corrected to s ix ty (60) degrees 
Fahrenheit by use o f API Table 6. A ll sampling arid testing shall be 
done as mutually agreed. Claims fo r erro rs , defic iencies or imperfections 
w il l not be entertained by NPR unless notice in w ritin g is given by GVEA 
to NPR w ith in ten (10) days o f discover.

T it le  to the Turbine Fuel sold and delivered hereunder shall pass to 
GVEA when the Turbine Fuel enters GVEA’ s storage tanks or truck transport,

I I  MEASUREMENT AND TEST

I I I  TITLE
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I I I  TITLE (CONTINUED)

and ris k o f loss shall fo llow t i t l e .  A ll Turbine Fuel sold hereunder 
sha ll be deemed to be in the en tire custody and control o f GVEA, inauedi-

storage tanks a t North Pole or. Zhender) or in to GVEA's truck transport; 
GVEA shall indemnify and hold NPR harmless from any and a ll. l i a b i l i t y  
(inc luding reasonable atto rney 's fees) fo r loss, damage, in ju ry or other

f i r e , explosion and/or any other, damage caused d ire c tly  or in d ire c t ly  by 
the Turbine Fuel sold hereunder when the said Turbine Fuel .is in the 
custody o f GVEA as aforesaid.

For each net barrel of fo rty -tw o (42) U.S. gallons sold and purchased 
hereunder o f Indus tria l Turbine Fuel only (heavy true d is t i l la te ) , GVEA 
agrees to pay and NPR agrees to accept a price equal to NPR:s net acqui­
s it io n  cost fo r each barrel o f fo rty-two (42) I allons o f North

net acqu is ition cost shall include a ll ta r i f f s  fo r transporta tion of 
said crude o i l ,  the effects o f any programs o f any governmental agencies 
and 67.67 percent o f the cost associated w ith any spec ific g rav ity 
adjustments; Sulphur and B S i l l  re la tive to o il returned to the TAPS, 
excluding any impurities introduced in to the *eturr. crude stream which 
was not an element o f the acquired crude or generic to tha t portion o f 
said return penalty shall be excluded when ca lcu la ting GVEA's price o f 
turbine fuel as i t  relates to NPR's to ta l acqu is ition cos t). NPi w il l 
c e r t i fy  to GVEA, w ith in s ix ty (60) days fo llow ing the end o f-the month 
in question, the actual acqu is ition cost o f crude received during said 
month and w il l at tha t time issue any resu lting re tro -a c tive adjustments 
to the se llin g prices fo r a ll de live ries made during the month in question. 
I t  is understood by both parties that certa in components o f

a te ly upon de live ry in to GVEA's.terminal (GVEA's intake headers or

casualty to persons or property raused or occasioned by any leakage

IV PRICE

Slope Alaskan crude o il plus a fixed margin o f per ba rre l. NPR's



IV PRICE (CONTINUED)

the fin a l cost o f crude oi'i purchased by NPR may not be fin a lized un til 
an indeterminate time in the fu tu re . I t  is therefore , agreed between 
both parties tha t any adjustments to the fin a l crude cost for: any months 
in question irrespective of the timing o f these adjustments, w il l be 
handled re tro -a c tive ly to the month in question in accordance wit*' the 
pric ing terms herein notwithstanding any lim ita tio n s to the contrary 
contained elsewhere in th is agreement.

For b il l in g  purposes, sales w il l be expressed in gallons. The price 
which GVEA shall pay NPR fo r delivery o f the fo llow ing Turbine Fuel 
products hereunder shall be as follows:

North Pole Refining Plant Posted Prices, F. 0. B. NPR, at the time 
of each de live ry fo r the pa rticu la r product involved, less a dis- 

• count equal to the maximum discount per gallon given to any other 
buyer of the pa rticu la r product.

Diesel Fuel #1 
Diesel Fuel #2

Notice o f a change in discount fo r the above products w i l l be give;» 
to GVEA by NPR ten (10) calendar days p r io r to change.

NPR w il l n o tify GVEA, in w ritin g , w ith in fiv e (5) working days o f 
the e ffe c tive date o f the posting change fo r the above products.

Transportation fee to be agreed upon by separate agreement.



- c
f
V ■

• •

Page Fivr

V ESCALATION

Price o f Indus tria l Turbine Fuel (heavy true d is t i l la te ) w ill escalate/ 
de-escalate re la tiv e to the August 1977 U.S. Bureau o f Labor S ta tis tics 
Wholesale Price Index fo r Major Commodity and Special Groupings (Table 1 
Manufacture Goods) times eighty-seven percent (872) o f the fixed margin 
(52.62 per ba rre l) . Examples are shown in Exh ib it I I .  Price escalations 
are to be computed a t the end o f each calendar quarter commencing on 
December 31, 1977 and quarte rly therea fte r, and be e ffe c tive on purchases 
made during fo llow ing quarters.

Escalator to be reviewed annually upon w ritten request by e ithe r party 
no la te r than s ix ty (60) days p r io r .to  the anniversary date of th is 
agreement. *

A ll payments fo r Turbine Fuel sold and delivered to GVEA hereunder 
during each calendar week shall be b ille d on the fo llow ing Monday, 
payment terms net fou r (4) days from date o f invoice.

A ll taxes, fees, assessments and charges now or in the future assessed,
levied and charged by any State, Federal and local government against or
upon the Turbine Fuel covered hereby and against or upon the se lling and 
transportation thereof shall be paid by GVEA; and i f  NPR has paid or 
shall hereafter pay any such tax, fee, assessment and charge; GVEA 
agrees to promptly reimburse NPR the fu l l amount therefore , together
w ith a ll penalties, in te re s t and costs there on. Any such payments
shall be in addtiion to the price otherwise provided fo r .

VI PAYMENT

V II TAXES

Nortk Isle Rc



A __________

C C
Page Six

Except as to payments due hereunder, each o f the parties hereto shall be 
excused from performance under th is agreement as long as to the extent 
tha t performance may be preventeB in whole or in part by reason o f 
s tr ik e , f ire s , washouts, breakage o f pipeline or tankage,.acts of God, 
war, sabotage, the elements, earthquakes, differences o f disputes with 
workmen (hov/ever aris ing or from whatever cause) in a b i l i ty  to obtain 
labor or personnel service, shortages of supplies o f crude o i l , scheduled 
or unscheduled shutdown o f plants, or any other cause, except fin anc ia l, 
beyond i ts  con tro l, whether o f a s im ila r or d iss im ila r class, including 
spe c ific a lly acts, orders or recommendations o f Government o ffic e rs , 
bodies or committees acting under claim o f au tho rity .

IX MUTUAL AGREEMENT

Any de ta ils o f th is agreement not specified herein shall be resolved by 
mutual agreement o f the parties hereto.

X CONDITIONS/TERMS

This Agreement shall become e ffec tive on May 1, 1980. This Agreement 
shall remain in fu l l force and e ffe c t fo r seven (7) years ana therea fte r 
u n til terminated. Either party may, at any time, terminate th is Agreement 
upon three (3) year's w ritten notice to the other.

XI NON-ASSIGNMENT: MODIFICATION

This Agreement may not be assigned to any th ird  party except the admin- 
s tra to r o f the Rural E le c tr if ic a tio n Administration without the w ritten

T  • 1 T * '  1  T 5  r« •\ o r t h  i 'c u s  JU sc a inm g
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XI NON-ASSIGNMENT: MODIFICATION (CONTINUED)

consent o f NPR. This agreement nay not be moJified or terminated except 
by instrument in w ritin g , signed by the parties hereto.

This Agreement shall be governed and construed in accordance with the 
laws o f the State o f Alaska. A ll terms and .provisions hereof are 
subject to the applicable orders, ru les, and regulations o f a ll govern­
mental au tho ritie s .

This Agreement supersedes any previous Petroleum Product Agreement 
e ffe c tive the date NPR receives f i r s t de livery o f GVEA's State Royalty 
crude o il as provided fo r in GVEA's Assignment and Product Sales Agreement 
dated May 1, 19S0.

ACCEPTED AND AGREED TO:

GOLDEN VALLEY ELECTRIC ASSOCIATION, INC. NORTH POLE REFINING.

XII GOVERNING LAW

. X III SUPERSEDING AGREEMENTS

0
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N o r A .  ]Rjle I ^ f m i n g  P.O. Box 5 0 2 8 . North Pole. Alaska 99705

0 (VISION OF EARTH RESO U RCES COM PANY OF ALASKA

ASSIGNMENT AND PRODUCT SALES AGREEMENT

907/488-2741
307/488-2742

This Agreement, dated the 1st day o f May 1980, by and between:

NORTH POLE REFINING, D ivision o f Earth Resources Company of 
Alaska, an Alaskan Corporation, (NPR) and GOLDEN VALLEY ELECTRIC 
ASSOCIATION, INC., (GVEA)

shall be as fo llows:

•1.. G^EA, holder o f certa in righ ts to crude o il under a State Royalty 
Oil Contract, does hereby assign, trans fe r and convey its  righ ts 
under said contract (as well as any fu tu re s im ila r contracts) to 
NPR, e ffe c tiv e on May 1, 1980, subject to the fo llow ing terms and 
conditions:

a. GVEA shall make request fo r State crude o i l under its  contract 
immediately upon rece ip t o f w ritten notice by NPR fo r the 
volumes so designated by NPR.

b. NPR shall assume and be responsible fo r a ll obligations and 
duties o f GVEA under i t s  State Royalty Oil Contract fo r the 
volumes so designated.

c. Certain provisions o f the current GVEA Royalty Oil Contract 
and any fu ture contracts may be excepted and modified as



dicta ted by a:ay State declared GVEA/State Royalty contract 
re la tionships i f  mutually agreed to by NPR and GVEA.

d. NPR agrees tha t so long as GVEA State Royalty Oil is being
delivered to NPR per the terms o f th is agreement, NPR w ill not 
issue notice o f cancellation to the Petroleum Products Agree­
ment referenced herein.

I

2. NPR, in consideration o f th is Agreement, agrees to se ll .GVEA and *
.. GVEA agrees to purchase quantities o f turb ine fue l to 12.5 volume 

percent o f  those barrels o f crude oil.acqu ired by NPR under th is 
assignment a t a cost equal to NPR's net acqu is ition cost as defined 
in the attached Petroleum Products Agreement between the parties 
plus a processing fee o f $IXl ̂ /ba rre l. This fee shall escalate 
only as set fo rth in the Petroleum Products Agreement e ffec tive 
between the parties except fo r base period. Base period fo r the 
excalation o f the processing fee shall be concurrent w ith the
reporting period o f the Bureau o f Labor and S ta tis tic s Wholesale 
Price Index fo r Major Commodities and Special Groupings on May 1, 
.1930. Due to cyc lic seasonal requirements and the lim ita tio ns o f 
GVEA storage fa c i l i t ie s , the difference in quantities o f turbine 
fue l availab le to GVEA and the amount purchased by .GVEA under the 
12.52 provision o f 'th is  paragraph, shall accumulate month by month 
fo r annual periods and be available fo r puchase by GVEA un til the 
end o f each annual period. At the end o f the annual period, tha t 
turb ine fuel not purchased by GVEA shall not be carried forward 
in to the next annual period. The annual period shall commence s ix ty 
(60) days a fte r the anniversary date o f the date o f de livery o f 
Royalty crude o il to NPR provided fo r in th is agreement, and annually 
the rea fte r. The purpose o f th is accumulation statement is to 
guarnatee GVEA the option o f purchasing turbine fue l equal to 12.5 
volume percent o f the to ta l crude o il acquired by NPR under th is 
agreement during the annual period. I t  is understood by both

ortii f& c  IR c iin ing



Page Three

parties tha t NPR has lim ited storage fo r turb ine fue l at the re fine ry 
(a usable amount o f approximately 20,000 barre ls) and tha t transfe r o f 
quantities in any short period o f time and in great excess o f th is 
amount, would be impractical.

3. I t  is fu rth e r agreed by NPR and GVEA tha t no part of th is agreement 
constitu tes an obligation by NPR to nominate any or a ll o f the 
State Royalty Oil rights assigned herein.

4. GVEA and NPR spec ifica lly agree tha t in the event any court shall 
decree or determine that NPR's acqu is ition o f crude o il under th is 
agreement shall be in any way unlawful, then the terms and condi­
tions o f th is Assignment and Product Sales Agreement shall be nu ll 
and void and no longer binding on e ith e r party .

, • i 4

ACCEPTED AND AGREED TO:

GOLDEN VALLEY ELECTRIC ASSOCIATION, INC. NORTH FOLE REFINING

orln Rla Rdinir"
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LETTER OF CREDIT DIVISION . V  mailing aoo*ESS

I BANKERS TRUST PLAZA • NEW YORK P.O. 30X 31B—CHURCH ST STA.
NEW YORK. N.Y. JOOIS

J U N E  9, 1983

I R R E V O C A B L E  L E T T E R  OF CREDIT 

NO. W - 7 8 7 0 2 - S

COMMISSIONER OF NATURAL RESOURCES
■STATE O F  .iLASKA “

P O U C H  M

J U N E A U ,  A L A S K A  99811 

G E N T L E M E N :

WE H E R E B Y  I S S U E  IN Y O U R  F A V O R  O.UR I R R E V O C A B L E  L E T T E R  O F  C R E D I T  F O R  
A C C O U N T  OF G O L D E N  V A L L E Y  E L E C T R I C  A S S N .  (GVEA) , P. O .  B O X  1249, 
F A I R B A N K S ,  A L A S K A  997 0 1  F O R  A S U M  N O T  TO E X C E E D  U. S .  D O L L A R S  F I V E  
M I L L I O N  F O U R  H U N D R E D  T H O U S A N D  A N D  00/100 **$5,400,000.00** W H I C H  IS 
A V A I L A B L E  A G A I N S T  P R E S E N T A T I O N  OF Y O U R  S I G H T  D R A F T ( S )  D R A W N  ON US 

W H E N  A C C O M P A N I E D  BY: ,
I

1) C O P Y  O F  U N P A I D  I N V O I C E  R E F E R R E D  TO IN D O C U M E N T A R Y  R E Q U I R E M E N T
NO. 2 IN T H E  A M O U N T  P A Y A B L E  TO T H E  S T A T E  OF A L A S K A  BY G V E A
F O R  T H E I R  P U R C H A S E  OF T H E  S T A T E  OF A L A S K A  R O Y A L T Y  C R U D E  OIL.

2) A S T A T E M E N T  P U R P O R T E D L Y  S I G N E D  BY T H E  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  FOR T H E  STA T E  O F  A L A S K A  O R  H I S  D E S I G N E E ,  I N D I C A T I N G
N A M E  A N D  T I T L E  OF S I G N A T O R  R E A D I N G  AS F O L L O W S :

I

" T H E  U N D E R S I G N E D  H E R E B Y  C E R T I F I E S  THAT:

A: T H E  R O Y A L T Y  O I L  C O V E R E D  BY T H E  A C C O M P A N Y I N G  I N V O I C E  HAS B E E N  
D E L I V E R E D  TO GV E A  A N D  T H E  A M O U N T  C O V E R E D  B Y  T H E  I N V O I C E  IS 
P A S T  D U E  A N D  R E M A I N S  U N P A I D  T O  T H E  S T A T E  O F  A L A S K A  A T  T H E  
T I M E  OF DRA W I N G .

B) A N  A U T H O R I Z E D  R E P R E S E N T A T I V E  OF T H E  S T A T E  O F  A L A S K A  HAS 
D I S C U S S E D  THE N O N - P A Y M E N T  O F  S U C H  I N V O I C E  W I T H  A N  O F F I C E R  OF 
G V E A  AND AN O F F I C E R  OF M A P C O  P E T R O L E U M ,  INC. (OF A L A S K A ) .

' i< ’
C) T H E  T E R M S  OF P A Y M E N T  D E F I N E D  IN A R T I C L E  V I I I ,  C L A U S E S  8.1,

8.2, 8.4, 8.5 IN 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  OF 
S T A T E  R O Y A L T Y  O I L "  B E T W E E N  G V E A  A N D  T H E  S T A T E  O F  A L A S K A  D A T E D  
4 / 1 2 / 7 7 ,  HA V E  N O T  B E E N  C O M P L I E D  W I T H ;’ A N D

D) A W R I T T E N  N O T I C E  OF D E F A U L T  P E R  C L A U S E  6.1 O F  A R T I C L E  X V I  HAS  
B E E N  G I V E N  BY THE* S T A T E  OF A L A S K A  T O ’CVEA.

BY

(★COMMISSIONER OF NATURAL RESOURCES FOR 
STATE OF ALASKA) OR (*DESIGNEE FOR 
COMMISSIONER OF NATURAL RESOURCES FOR 
STATE OF ALASKA)"

★ APPR O P R I A T E  D E S I G N A T I O N  TO B E  U S E D  TO I D E N T I F Y  P A R T Y  S I G N I N G  T H E  CERTIFICAT1

Thi« credit/advicc i» itibjrcf 10 the Unilorn Cunomi tad 
Pr.riicr lor Documwiury Credit. (1974 .JUttidonj, Inter, 
nation,) Chamber of Commerce Publication No. 390. -  C O N T I N U E D -

3 1 3 K I  <A »C  l -O D  SO .PKG .UK '
• • 1 rv*



MAILING £ OC.aESS
P . O . BOX 31B—CHURCH ST. STA
NEW YORK. N Y 10015

2 REi L/C W-78702-S

NOTWITHSTANDING ANY REFERENCE IN THIS LETTER OF CREDIT TO OTHER 
DOCUMENTS, INSTRUMENTS OR AGREEMENTS OR REFERENCES IN SUCH OTHER 
DOCUMENTS, INSTRUMENTS OR -AGREEMENTS TO THIS LETTER OF CREDIT, THIS ' 
LETTER OF CREDIT CONTAINS. THE ENTIRE AGREEMENT AMONG THE ACCOUNT 
PARTY, BENEFICIARY AND THE ISSUER HEREUNDER RELATING TO THE OBLIGATIONS 
JF THE ISSUER HEREUNDER.

ALL DRAFTS MUST BE MARKED "DRAWN UNDER BANKERS TRUST CO. CREDIT 
NO. W-78702-S".

DRAFTS AND ACCOMPANYING DOCUMENTS MUST BE PRESENTED TO THE DRAWEE 
NOT LATER THAN JUNE 30, 1984.

WE HEREBY AGREE WITH YOU THAT DRAFTS DRAWN UNDER AND IN COMPLIANCE 
WITH THE TERMS OF THIS CREDIT SHALL BE DULY HONORED ON DUE PRESENTATION 
TO THE DRAWEE.

VERY TRULY YOURS

AUTHORIZED SIGNATURE

Thi> rredli/advice i* lubject 10 iht Uniform Cuttoma tad 
Prarticr lor Documentary Credit, (1974 Revision), Inter, 
national Chamber nI Commerce Publication No. 290.

913H4 mac i.azi so-nnc
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LETTER OP CREDIT DIVISION £

AO VICE OF AMENDMENT 
OUR CREDIT VO. *787023

1 RANKERS TRUST PLAZA • HEW YORK

NEw YORK, APRIL 17# 198«

MAIUNQ ADORERS:
P.O. IOX 311 • CHURCH IT. STA. 
NEW YORK. N.Y. 13M;

® m f*: (J T E • • • • • • • • • • • • •

BENEFICIARY:

THIS CO "F I <<••'.£ OUR CABLE. OF

  H  ( ■ ■   : i
/ r  'X j J j  APPLICANT!

CO-^ISSTONER OF NATURAL RESOURCES 
STATE CP ALASKA 
S0 JC-: «
JJ-JEA:J. ALASKA 99611

GOLDEN VALLEY ELECTRIC 
ASSN. (GVEA)
P. 0 . BOX 12^9 
FAIRBANKS# ALASKA 99701

AD VISITS BA-.Kt

RtCfcl VtD

5EMLEv€«4i . ..*1,'
THIS CREOIT Hi3 BEEN AMENDED AS F-OLlO'iS.

— ‘ P 6 1984

DIVISION Of OIL & RAS 
ANCHOPV:?. ALAS'A

IN REFERENCE TO ITEM 28 THAT PART REAiU-3! "i.w ..AN OFFICER OF MAPCO 
»£TROLEi;v T. C. (OF ALASKA)..." NO-v To READ .AN OFFICER OF MAPCO 
PETROLEUM Iv c . (ALASKA).

I N  REFERENCE TO ITE” 2D AFTER R. . .  BY THE STATE OF GVEA"- ADO "AND
M&PUQ PETROLE’.."' T- C. (ALASKA) "

*DRuPTS ‘•<UST BE PRESENTED TO THE DRAWEE >-'>T LATER THAN JUNE 30, 1985*.

ALL OTWPR TPRV8 A*:{*• CONDITIO *S AS PREVIOUSLY ADVISED REMAIN UNCHANGED.
I

IMMEDIATE NOTIFICATION MUST BE GIVEN TO US IF THIS AMENDMENT IS NOT 
ACCEPTED.

TRULY YOUR

. J L

U T H O R I 2 E 0  S I G N A T U R E 1

I * • 1 )

•0703 (ABC 10/11) 350/CTN
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December 28, 1984

J
;. Alaska Department of Natural Resources 
Attn: Ms. Kay Brovm, Director

. ^Division of Oil & Gas 
,#Pouch 7-034 
•^Anchorage, Alaska 99510

.-..Dear Ms. Brown:

dtr
..̂ In response to your December 7 notice, we offer herewith our comment on the 
.yjproposed royalty oil sale to Golden Valley Electric Association (GVEA). The 
■•^purpose of our remarks is not to discourage the awarding of a contract which 
^will benefit consumers of electric power in Fairbanks; but rather to suggest 
improvements in the clarity an?. definition of the agreements which would better 

•^assure that indeed it will be ';he consumers who benefit from the royalty oil 
•^sale.

•d*s '
tit is clear that GVEA cannot employ the crude oil directly in its power genera­
t i o n  facilities and therefore r..ist rely on Mapco's adjacent refinery to process 
jthe crude, extracting a gas oil- fraction which GVEA can use. Therefore, it is 
^'incumbent upon the State to asrure that such processing and extraction results 

• the maximum benefit to GVEA rather than a windfall to Mapco. This is par­
ti c u l a r l y  important since the Commissioner's Preliminary Findings state (on 
ipage 7) that:

:Tat
AL*

%
"No profits accrue to persons who are not both residing in 
Alaska and utilizing the GVEA services in-state."

•^Before addressing the question "Who benefits?", we should like to turn briefly 
T o  the situation referred to in Paragraph 2.11 of thd Agreement where GVEA 
would utilize directly the crude, oil sold thereunder. We believe that the 
‘.words "prompt conversion of Purr-.haser's generating units" may be misleading.
.There are a number of substantial problems which do not lend themselves to 
promptness, the least of which is the REA financing. Design of the ‘facilities, 
ordering and delivery of materials, and construction are time-consuming. Far 

more difficult to resolve promp’-ly, however, are the approval and permitting 

required by regulatory agencies to construct and operate facilities which would 
b u m  unprocessed crude oil with low flash point and high sulfur content. We 
believe that the facility conversion referred to in the Agreement represents 
a project which can be complete.' at best in many months to several years, and 
at worst, never. Furthermore, the cost of such conversion, together with interest 
cost of the financing, could eliminate any cost advantage of burning crude oil 
's burning coal.

Tesoro Pilreleum Corporation, 8700 Tt-soro O w e ;  San Antonio. Texas 78286. (5121 R?R.n.iR*



A l a s k a  D e p t ,  o f  N a t u r a l  R e s o u r c e s  
D i v i s i o n  o f  O i l  & Gas 
D ecem b er  2 8 ,  1 9 8 4  
P a g e  2

i jg  T u r n i n g  now t o  t h e  q u e s t i o n  o f  who b e n e f i t s  f r o m  t h i s  s a l e  o f  r o y a l t y  o i l  t o  
'•jjj GVEA, we n o t e  on  p a g e  4 o f  t h e  P r e l i m i n a r y  F i n d i n g s  t h a t  t h e  " b e n e f i t "  t o  t h e  
4  c o n s u m e r s  w i l l  b e  a b o u t  $ 0 . 0 0 0 9 5 /k w h  a n d  t h a t  t h e  b e n e f i t  r e s u l t s  e n t i r e l j r  
•Ki f r o m  a  " d i s c o u n t "  w h ic h  Mapco g i v e s  GVEA on  t h e  p r i c e  o f  t h e  g a s  o i l  e x t r a c t e d  
• g . f r o m  t h e  r o y a l t y  c r u d e .

I t  i s  u n c l e a r  j u s t  w h a t  t h i s  d i s c o u n t  i s  —  a  d i s c o u n t  b e l o w  w h a t?  P a r a g r a p h  
2 . 1 1  o f  t h e  A g r e e m e n t  r e f e r s  t o  i t  a s  a  " l o w e r  r e f i n i n g  c h a r g e "  b u t  d o e s  n o t  
i n d i c a t e  l o w e r  t h a n  w h a t?  T he  P r e l i m i n a r y  . F i n d i n g s  s h e d  some l i g h t  o n  t h e  
q u e s t i o n ,  P a r a g r a p h  IV ,  p a g e  3 ,  w h e r e  i t  s t a t e s  t h a t  t h e  Mapco/GVEA a g r e e m e n t  
p r o v i d e s  f u e l  " a t  a  p r i c e  l o w e r  t h a n  w h a t  GVEA w o u ld  p a y  o t h e r w i s e . "  We c o n ­
c l u d e  t h a t  GVEA g e t s  a  l o w e r - p r i c e d  g a s  o i l  f r o m  Mapco when M apco b u y s  GVEA's 
r o y a l t y  o i l  t h a n  when Mapco b u y s  i t s  r o y a l t y  o i l  f ro m  o t h e r  s o u r c e s . >

; *

i
f

I f  t h a t  i s  t h e  c o r r e c t  c o n c l u s i o n ,  t h e  o b v i o u s  q u e s t i o n  i s :  Why d o e s  Mapco
g i v e  GVEA t h e  d i s c o u n t ?  One e x p l a n a t i o n  m i g h t  b e  t h a t  Mapco p a y s  l e s s  f o r  GVEA's 
c r u d e  t h a n  f o r  c r u d e  a c q u i r e d  f r ^ m  o t h e r s .  H o w e v e r ,  we b e l i e v e  t h a t  s u c h  i s  n o t  
t h e  c a s e .  T h e  p r i c e  w h i c h  Mapco p a y s  t h e  S t a t e  f o r  i t s  l o n g - t e r m  r o y a l t y  . o i l  i s  
w i t h i n  p e n n i e s  o f  t h e  p r i c e  w h i c h  GVEA p a y s  t h e  S t a t e  ( a n d  a s s i g n s  t o  M a p c o ) . 
T h e r e f o r e ,  i f  M a p c o 's  c o s t s  a r e  e s s e n t i a l l y  t h e  same w hen r u n n i n g  i t s  own 
r o y a l t y  c r u d e  a n d  w hen r u n n i n g  GVEA's r o y a l t y  c r u d e ,  how i s  t h e  " d i s c o u n t "  j u s ­
t i f i e d ?  Or o n e  c o u l d  a s k :  how i s  M a p c o 's  u n d i s c o u n t e d  p r i c e  t o  GVEA j u s t i f i e d ?
O r how i s  t h e  a m o u n t  o f  t h e  d i s c o u n t  d e t e r m i n e d ?

N o t h i n g  i n  t h e  P r e l i m i n a r y  F i n d i n g s  o r  t h e  A g re e m e n t  s p e a k s  t o  t h e  a m o u n t  o f  t h e  
d i s c o u n t ,  a l t h o u g h  t h i s  a m o u n t  i s  t h e  h e a r t  o f  t h e  j u s t i f i c a t i o n  f o r  t h e  r o y a l t y  
o i l  s a l e .  R e f e r e n c e  i s  m ade i n  t h e  P r e l i m i n a r y  F i n d i n g s  t h a t :

" M a p c o ’ s  d i s c o u n t  t o  GVEA w o u ld  r e d u c e  GVEA's a v e r a g e  p o w e r  
g e n e r a t i o n  c o s t  b y  a b : u t  $ 0 . 0 0 0 9 5 / k w h . "

T h i s  h a r d l y  s e e m s  t o  b e  a  b o n a n z a  f o r  t h e  e l e c t r i c  p o w e r  c o n s u m e r .  A t y p i c a l  
r e s i d e n t i a l  u s e r  o n  GVEA's s y s t e m  p a y s  a b o u t  $ 0 . 0 9 /k w h ;  s o  t h e  c o s t  s a v i n g  r e ­
s u l t i n g  f r o m  t h e  Mapco d i s c o u n t  a m o u n t s  t o  a b o u t  I I  o f  t h e  p r i c e  w h i c h  t h e  
c o n s u m e r  p a y s  f o r  h i s  e l e c t r i c i t y .

We s u g g e s t  t h a t  t h e r e  may b e  s e v e r a l  a l t e r n a t i v e s  a v a i l a b l e  t o  GVEA w h ic h  a r e  
m o r e  b e n e f i c i a l  t o  c o n s u m e r s  t h a n  a  " d i s c o u n t "  o n  12% o f  t h e  c r u d e  b a r r e l .  
T h e r e  a r e  o p t i o n s  w h ic h  c o u l d  r e s u l t  i n  GVEA's u t i l i z a t i o n  o f  s u b s t a n t i a l l y  
m o re  t h a n  12% o f  t h e  c r u d e ,  a t  l o w e r  c o s t  t o  GVEA t h a n  t h a t  o f  c o n v e n t i o n a l  
r e f i n e r y  f r a c t i o n a t i o n .  We w i l l  b e  h a p p y  t o  d i s c u s s  s u c h  o p t i o n s  w i t h  y o u  a t  
y o u r  c o n v e n i e n c e .

■ • tv



A l a s k a  D e p t ,  o f  N a t u r a l  R e s o u r c e s  
D i v i s i o n  o f  O i l  & Gas 
D ecem b er  2 8 ,  1984 
P a g e  3

I n  sum m ary , s i n c e  GVEA c a n n o t  u s e  t h e  c r u d e  o i l  t o  g e n e r a t e  p o w e r ,  t h e  S t a t e ' s  
p r o p o s e d  s a l e  o f  r o y a l t y  oi.! i s  r e a l l y  a  s a l e  t o  M ap co ,  c o n t i n g e n t  u p o n  M a p c o 's  
a g r e e m e n t  t o  s e l l  t o  GVEA t h e  g a s  o i l  w h ic h  i s  e x t r a c t e d  f r o m  t h e  c r u d e ;  a n d  
c o n t i n g e n t  u p o n  M a p c o 's  s e l l i n g  t h e  g a s  o i l  a t  som e u n s p e c i f i e d  " d i s c o u n t "  b e l o w  
some u n s p e c i f i e d  p r i c e  l e v e l .  V iew ed  i n  t h i s  c o n t e x t ,  a n d  r e c o g n i z i n g  t h a t  
GVEA may h a v e  o t h e r  a v a i l a b l e  o p t i o n s  w h ic h  w i l l  y i e l d  g r e a t e r  b e n e f i t s  f ro m  
t h e  S t a t e  r o y a l t y  o i l ,  we s u g g e s t  t h a t  t h e  a w a r d i n g  o f  a  l o n g - t e r m  c r u d e  c o n t r a c t  
t o  GVEA b e  d e f e r r e d  u n t i l  t h e  S t a t e  i s  s a t i s f i e d  t h a t  t h e  r o y a l t y  o i l  b e i n g  com­
m i t t e d  t o  GVEA i s  i n d e e d  b e i n g  e m p lo y e d  i n  t h e  b « . s t  i n t e r e s t s  o f  t h e  GVEA c o n s u m e r  
a n d  t h a t  GVEA's c u r r e n t  n e e d s  b e  s a t i s f i e d  b y  s h o r t - t e r m  c o m m itm e n ts  n o t  e x c e e d i n g  
tw o y e a r s .

V e ry  t r u l y  y o u r s ,

/

EAC/ral
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March 27, 1985

Representative Mike Davis MAR 2 0 RECO
Chairman
House Speciar Committee on Oil and Gas 
Pouch V
Juneau, Alaska 99811 

Dear Representative Davis:

Your committee has inquired about the options to which our 
client, Tesoro Alaska petroleum Company, referred ir, its December 
28, 1984 letter to the Department of Natural Resources, regarding 
the GVEA royalty oil contract being considered by your committee.

Since that time, at DNR1s suggestion, we have met with 
representatives of GVEA and have discussed the alternatives we 
had in mind. We suggested that in order to utilize more 
effectively the State royalty oil, GVEA might construct adjacent 
to its North Pole generating station a crude oil extraction unit 
from which turbine fuel could be produced, perhaps in quantities 
greater than that provided from Mapco’s processing agreement.

Energy-efficient design might utilize waste heat from GVEA's 
turbines, and operating costs might be minimized through the use 
of common maintenance and management personnel. The unused 
portion of the crude could be returned to the pipeline in return 
for which GVEA - or the State - would receive crude oil at 
Valdez.

After consideration of our suggestions, GVEA told us that 
investment of capital resources in such facilities was not in 
accordance with its management policy.

Very truly yours,

GROH, EGGERS & PRICE

Clifford J. Groh

cc: Rep. John Sund 
Rep. Sam Cotten 
Rep. Mike Szymanski 
Rep. Pat Pourchot 
Rep. Marco Pignalberi 
Rep. Andre Marrou
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. A L A S K A  STA TE  L E G IS L A T U R E  
H O U S E  O F  R E P R E S E N T A T IV E S  

R E S E A R C H  A G E N C Y

Hay 19, 1983

MEMORANDUM

TO: Representative JohnCpwdery

FROM: David Teal I & - I
Research S ta ff

RE: MAPCO Contract fo r Alaska Royalty Oil
Research Request 83-158

You asked th is agency to review the contract fo r the sale of State 
roya lty o il to the North Pole Refinery (MAPCO) and to describe s ig n if i ­
cant de ta ils of the contract, pa rticu la rly as th°y d if fe r from pro­
visions of the proposed Tesoro and Chevron concru.ts. This memorandum 
responds to your request.

The contract in question was o rig ina lly with the Earth Resources Company 
of Alaska, who operated the North Pole re finery u n til i t  was sold to / ' 
MAPCd''in 1 9 8 1 The contract was approved by the Legislature in May of 
1978. I t  provides royalty o il from the Prudhoe Bay Unit to the North 
Pole re finery through"the year 2003. Some specific provisions of the 
contract are discussed below.

Quantity of Oil

The contract specifies that no~mo're-Tfiah"' 15^‘percent of the State's 
share o f.o il from the Prudhoe Bay leases is to be sold to MAPCO. Note, 
however, tha t 15 percent of current;-.production levels is abou t28,GOO* 
barrels per .day" while MAPCO-IstactuallyTreceiving about 35,000* barrel s' 
of roya lty o il per day. This apparent discrepancy can be explained by 
a careful reading of_.sections 2.1.1 through 2.1.3. Section 2.1.1 allows 
MAPCO' to ; nominate'r-additional •f,61l*:.fr.Sm?the. Prudhoe' Bay.:!eases^as'.long 
• as*"“such-̂ oil?5si««'unob1‘i'gated‘ and ava ilab le ." Section 2.1.3 lim its the 
to ta l amount of o il supplied by the State under.'this contract .to -35,000 
barrels-per..'day; In addition, section 2.1.2 of the contract gives 
MAPCO an option on royally o il from other leases (including future 
discoveries) so that the refinery can nominate up to 35,000 barrels of 
o il per day through 2003:
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The North Pole refinery is not only purchasing the fu ll 15 percent
share of Prudhoe Bay o il to which i t  is en title d , but is also exercizing
its  option to purchase an additional 7,000 barrels per day to bring
its  to ta l ‘'purchase”±S^the^contractual.:>cei.lj.ng'.-.of -35,000;!barrels per •
day. According to the contract," North Pole couldvnominate^'asjzl.1 t t le  __
as;5j000.v.barre]s *per;day; without paying' a^penal t y “ or-.-endangering the a ' c /^z
contract. The" continued ' high level of nomination is probably due to
a combination of uncertainty in o il markets anci the 7-month lag from
date of no tific a tio n of a change in volume to implementation o f that
change.

T HeSf i x eciTv o 1 ume7 d boy .1 s i on; (35,000 ba rre l svpe rjday) ..in. the J1APC0. contract 
xbuld^llow .-theiiNo^thlPole. refinery .to-c la im .nearly half.Jbf:.~all i-S.tate 
royal ty  ̂i l ^ b y  j£003,":When the-contract'term inates. (Unless additional 
discoveries are made, the State's share of crude o il is expected to 
dec13ne^ofabqu tjc75,000-;:barrels .per^day^in?.the=-year..2000.*:) The proposed 
Tesoro and Chevron contracts specify a proportion o f Prudhoe Bay roya lty 
o il (13.867 percent and 9.6 percent, respectively) so that the amount 
o f o il delivered to them would decline as production from Prudhoe Bay 
declines.

Price of Oil

As you know, the proposed Tesoro and Chevron contracts ca ll fo r a 30$ 
per barrel premium over the in-value price of o i l . North Pole does 
not pay a premium fo r royalty o i l , but i t  does pay the "E xh ib it Bu 
price , which is about 50$ per barrel above the average in-value 
p ric e .1 The price d iffe re n tia l is due to d iffe re n t ways o f making the 
price of roya lty o il subject to resolution o f the Almerada Hess l i t ig a ­
tio n . The MAPCO contract specifies that the Exhib it B price w i l l be 
paid, with the d iffe re n tia l refunded i f  the State loses the case. The 
Tesoro and Chevron contracts specify that the average in-value price 
w ill be paid, with additional payments to be made i f  the State 's 
arguments preva il.

^h e Exhibit B price fo r a hypothetical Company X is defined as the 
higher of 1) the average price received by a ll producers including 
Company X and 2) the average price received by al 1 producers except 
Company X.
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Residual Oil

One of the more controversial aspects of the MAPCO contract is the 
disposition of residual o i l . The North Pole re fine ry currently re in ­
je c ts its  residual o il in to the pipeline. North Pole pays a fee for 
degradation of the v i i j in  crude in the line and reclaims the o il at 
Valdez, where i t  is indistinguishable from any other o il that comes 
through the pipeline. S^ionr274-^frthe-^con trhct-;gave j^he—Statevan 
optlonTrbri^helT'esTduaUdiJ-^ But the'6ption~exp1.red :(unused)~on:3eptember 
1^1978. The Tesoro and Chevron contracts would give the State an 
option on the residual o il fo r the l i f e  of the contracts.

Other Provisions

The 25-year term of the MAPCO contract, the lack of a premium over the 
in-value price , the op tion on future reserves, and th e lack of a claim 
on residual o il have been" discussed above. Other points of in te rest 
are b r ie f ly  discussed below.

• The contract fSaSCŝ to>Limpoŝ >?lrPstate^processing-reqiii rement-s.? 
The proposed Tesoro and Chevron contracts speci fy that a l1 
roya lty o il must be processed in -s ta te and that 32 percent 
and 34.44 percent, respectively, of royalty o il must be refined 
in to usable products.

• The contract fa?TsI[^o^restric fr^exports ' of the petroleum pro­
ducts. The proposed Tesoro and Chevron contracts specify that 
the refiners must use th e ir best e ffo rts to market a ll royalty 
o il products in Alaska and require the purchasers to submit 
reports on performance. The MAPCO contract merely^states^-that 
the^refinery5Wtt<l?rnoti fy :.‘the-Commi ssioner./ of :the .-.Department-pf 
NatuT’al^Resource's'Jif' products'-are exportedr-

• The contract does not' impose a reservation fee i f  North Pole 
elects to claim less than the maximum quantity allowed by the 
contract. The proposed Tesoro and Chevron contracts specify 
tha t the purchaser shall pay a fee of .75 percent of the pur­
chase price (about 15{ per barrel at current prices) fo r each 
barrel difference between the maximum quantity and the quantity 
actua lly nominated.

• The contract has a much weaker?r.secur1ty~ agreement* than the 
proposed Tesoro and Chevron contracts. MAPCO is required to 
grant a security in te res t in a ll o il delivered or to provide 
security- in the form of a b'ond.' Under the proposed contracts, 
Tesoro and Chevron must furnish an irrevocable le tte r-q f- .c re d it^ 
tha t can be ' drawn upon by un ila te ra l action of the State.”
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• The contract does not include a provision on disagreements. 
Section 23 of the proposed Tesoro and Chevron contracts says 
tha t, in the event o f disagreement over the meaning or applica­
tion of terms or conditions of the contract, the purchaser 
shall agree to accept the findings of the Commissioner o f 
Natural Resources unless there is clear evidence fo r a contrary 
in te rp re ta tion .

The conclusion of our review of the MAPCO contract is that i t  has 
s ign ifican t disadvantages (to the State) re la tive to the proposed 
Tesoro and Chevron contracts. In addition to the differences lis te d 
in th is section, the term?of the MAPCO contract is longej?, the pnTd'e'’ 
the State obtains for its  roya lty o il is.'lower, i t  gives options on 
futTTrel^TlTwdlscoyenes, and 1t gives the State no option on the residual' 
product of the refinery. ThereTSIs.^someposSibi 1 ty" • thatsvthese^pro- 
visHorisTcoul 'd%rbegirenogotiated?~,j fo. thee North” -’ Pol e re f i riery-C w'i shed^to 
expand -andlZi f-.^ad di't'i onal.~f.sii ppl i 'e s r o f f royal ty  o il *" We re ~req ui re d itta  
sUppo r t l f t h a ti-ex pa"ns i on*

I hope th is review of the MAPCO contract is useful in your deliberation 
of the proposed contracts fo r roya lty o i l . I f  you have additional 
informa ion requests, please contact the agency.

★ ★

DT
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8Y DIRECTGR, DIVISION OF OIL 4 GAS ’

TO HOUSE RESOURCES COMMITTEE 4 HOUSE SPECIAL COWITTEE ON OIL 4 GAS

ON HQ 287

ROYALTY OIL CONTRACT WITH GOLDEN VALLY ELECTRIC ASSOCIATION

MARCH 20, 1585

Thank you Mr» Chairman. For the record, I’m Kay Brown, Director of the 

Division of Oil and Gas for the Alaska Department of Natural Resources. 

With me is Assistant Attorney General Steve Porter. I appreciate this 

opportunity to discuss the proposed long-term royalty oil contract with 

the Golden Valley Electric Association, also known as GVEA.

Contract Terms

The proposed contract would sell about 2 .6 % of the state's daily royalty 

oil from Prudhoe Bay Unit —  currently about 5,000 barrels a day —  to 

GVEA for 10 years.

The contract price is the monthly volume weighted average of the 

producers' current reported netback prices, plus field costs, plus 

adjustments for the final outcome of the Amerada

Hess litigation, plus a 30d premium, with a price reopener in Duly 1587 

and every two years thereafter.

I would refer the committee to the one-page- sheet of background 

information we have provided on SB 232/HB 287, which summarizes the major



Background

Golden Valley Electric Association is a cooperative which generates 

electricity for sale to its members. It uses a variety of fuels to 

generate the electricity, including turbine fuel. Some of the turbine 

fuel GVEA purchases is refined directly from royalty oil purchased unaer 

the cooperative's present state contract. GVEA purchases adGiticnal 

turbine fuel directly from the Mapco refinery.

Under its present and. former state royalty ail contracts, GVEA assigns the 

royalty oil to Mapco, which ptocesses the oil at its North Pole Refinery 

and sells Golden Valley turbine fuel at a discount. The aiscounc on those 

purchases amounts to about $550,000 annually in savings to GVEA. V/hen 

measured from the consumer's perspective, this discount translates to a 

savings .of about 1.555 on the average consumer bill.

History of GVEA Sales and Negotiations

I would like to briefly give the committee some history on the state's 

royalty oil sales with Golden Valley Electric Association. The first . 

contract with Golden Valley was signed in April 1577, shortly after 

establishnent of the Royalty Oil and Gas Development Advisory Board and 

the adoption of new statutory procedures governing royalty oil sales. 

Golden Valley did not commence taking unaer the contract until June 1581,
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That contract expired in June 1984.

In November 1982, well in advance of the expiration of Golden Valley's 

original contract, GVEA requested a 10-year extension of the contract. No 

action was taken by the outgoing administration in 1582, ana the new 

administration began negotiations with Golden Valley in March 1585. In 

November 1583, the department published a public notice of its intention 

to adopt a new contract with Golden Valley. The royalty board reviewed 

the contract in Oecsnber 1583, and that review revealeo specific concerns' 

by both the public and the board members with respect to the state's 

option on residual oil and the relationship between Mapco ana GVEA. In 

view of those restirvaticns and the limited time for further negotiation, 

the long-term GVEA contract 'was not presented for legislative approval in 

1584. Instead, an interim contract not requiring legislative approval was 

put into effect pending contract revisions responsive to the issues raised 

at the meeting of December 7, 1583. That interim contract expires June 

30, 1585.

Intermittent negotiations were held on the proposed long-term contract 

during 1984. We had plannee :o complete negotiations so that approval 

legislation far the long-term contract could be introduced on the first 

day of the 1585 session.

Our timeline called for a preliminary contract and findings to be 

completed and a preliminary notice to be published in early October 1584. 

The final contract and findings were to be available November 16, 1584, 

Royalty Board review was scheduled for December 7, 1984, and approval



legislation was to be introduced an tbe first day of tbe session. Cue to 

denomination deadlines, it was apparent to all the parties that if 

legislative approval did not occur by March 25, 1585, oil deliveries would 

have to be interrupted.

During September 1584, I informed Golden Valley and Mapco of the time 

pressure under this timeline, and had numerous negotiation sessions with 

representatives of both Golden Valley and Mapcn. Draft agreements were 

exchanged, and we believed that agreement had been reached in early 

October 1584, However, at the conclusion of a negotiation session on 

October 5, 1584, Bert Siarp of Golden Valley stated his severe 

reservations about Golden Valley's liability for retroactive adjustments 

to the royalty oil price baseTi on the- Aneraoa Hess litigation. His 

primary objection was that as a regulated public utility, Golcen Valley 

cculd only pass on to its customers retroactive adjustments for a one-year 

period. Anerada Hess adjustments for purchases older than one year cculd 

not be passed on to Golden Valley's customers, and would cause Golden 

Valley severe financial difficulty. Mr. Sharp proposed that ..the state 

charge an increased price premium but that it waive Anerada Hess 

adjustments. This price term offer was unacceptable to the state, and we 

suggested contract terms that would require Mapco to pay the Anerada Hess 

adjustments.

Negotiations‘stalled for almost two months at this deadlock. However, on 

November 23, 1584, I wrote to Bert Snarp and stated that an agreement 

among the state, Golden Valley and Mapco looked unlikely. I suggested 

commencing negotiations towards a contract between Golcen Valley and the

a



state, without any assignment of the oil to Mapco. Negotiations resumea 

immediately, and on November 23, 1384, an agreement was reacnea on the 

terms now found in the proposed long-term contract. We immeaiateiy 

prepared findings and a final contract, and workea to get the contract 

before the royalty board and the legislature as soon as possible.

However, due to the negotiation stalemate, legislation approving the 

long-term contract could not even be introouced in the legislature until 

mid-March 1385.

Unless a new contract with Golden Valley is approved prior to March 23, 

.1385, - or unless the present contract is extenaed - we-will aencminate 

the oil and return it to in-value. CSSB 152 wcula give the commissioner 

the authority to extend the“existing Golden Valley contract for up to 

three months to avoid a lapse in taking by GVEA during the summer of 1385.

I want to briefly discuss two concerns that have been raised with the 

contract that were originally identified at the royalty board meeting of 

Cecember 1385.

Consumer Benefits

The sale is premised on providing benefits to Alaska consumers. These • 

consumer benefits depend on GVEA's assignment agreement with Mapco, which 

provides turbine fuel at a price lower than what GVEA would otherwise 

pay. Under GVEA's current contract, the state is unable to.-enfoice the 

degree of advantage afforded to GVEA since that agreement is between GVEA 

and Mapco only.



Exhibit A to the new contract is a three-party agreement signed by the 

state, GVEA and Mapco. Exhibit A recognizes existing agreements between. 

GVEA .and Mapco. In Exhibit A, the state consents to those agreements so; 

long as they are not modified to reduce the benefits to GVEA's consumers. 

The state retains the option to terminate the contract should the 

relationship between GVEA and Mapco change materially.

Thus, the modest consumer benefit that I described earlier will continue 

over the life of the contract, or the state will have the option to cancel 

the contract.

Return Oil

A second issue of concern involves the return oil provision of the 

contract. The Mapco refinery, because of its location near the Trans 

Alaska Pipeline, is able to reinject the heavy and lightest ends of the 

barrel which are not converted into products back into the pipeline. This' 

so-called "return oil" then -“emerges as whole oil at Valcez, with Mapco 

paying a $.10 per degree quality bank differential penalty.

We did negotiate an option to purchase the return oil into the new GVEA 

contract. However, although the option to purchase return oil is embodied 

in Section 3.4 of the new GVEA contract, the state has agreed in Exhibit A 

that we will not exercise that option in return for Mapco paying Aneraoa. 

Hess adjustments on the portion of the royalty oil that is converted into 

turbine fuel used by GVEA.



As I mentioned a moment ago, the negotiations were deadlocked for several 

months, and foregoing the return oil option was a concession we mace to 

break the deadlock.

Refinery Profits .

Another issue of concern raised by legislators auring consideration of the; 

three-month extension bill, CSSB 152, involves the amount of profits mace1, 

by Mapco off of the Golden Valley contract.

For a number of reasons, it is difficult to calculate the profitability of
Of

a refinery based on information in the public record. Although the 

Department of Natural Resources has access to seme confidential 

information provided by Mapco, we are obligated to hold this information 

confidential under AS 38.05.035 at Mapco's request. However, considering 

those constraints, we have attempted to provide some general information 

about refining profits.

•••

Mapco's refining profits were examined in the February 1583 report 

entitled Alaska Petroleum Product Pricing prepared for the Senate 

Resources Committee. That document was authored by Messers. Pernela anc 

Delong, both of whom are former employees of North Pole Refining. As can 

be seen in the report and the responses of Mapco and Tesoro to that 

document, the profitability of a refiner is nearly impossible to infer 

without access to certain cost data which is normally held confidential. 

This has proven true even though the authors, as former employees of
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Mapco, may have had access to such data. This information gap largely 

accounts for the difference in the return to investment calculated in the 

report - 46% - and Mapco's statea return to investment of 15% to 17% (see 

Mapco's letter to Sen. Fahrenkamp of April 8, 1585).

Like most refiners, Mapco does not make available to the public separate 

accounts of its various operations such as the North Pole refinery. While 

Mapco's overall profitability is stated in its annual reports, the profits 

of a particular refinery cannot be deouced frcm those reports. The 

operating costs of a refinery are not normally available to the public 

since such knowledge would be of considerable advantage to a competitor.

For this reason Messers. Pernela and Celong were forced to rely on a 

variety of unsatisfactory proxy figures which included the original cost 

of the North Pole refinery, a supposed cost of capital, ano the aajustsd 

operating costs of refiners in the continental United States, among other 

things. These shortcomings enabled Mapco to handily rebut the report by 

mentioning such items as investment which occurred after the initial 

construction, interest during construction, the original investment risk, 

the irrelevance of operating costs in other parts of the U.S. and the 

vagaries of the federal crude oil entitlement program, which was i -ffect 

over part of the study period.

Although Mapco's apparent markup cam be found by comparing- their wholesale 

prices with the aquisition cost of crude oil, a net profit per barrel 

cannot be arrived at without knowing all the capital ana operating costs 

of the refinery as well as the method of amortization. Mapco has not



volunteered this information to date. 

Summary

In summary, Mr. Chairman, this contract is intended to provide a modest 

amount of consumer benefit to the Alaska citizens living in the Interior 

and served by the Golden Valley Electric Assiciation cooperative, and also 

to provide the state with a market price, for the royalty oil. I believe 

that the state's interest is served by pursuing this alternative, compared 

to the alternative of not making a sale and leaving the ail in-value. It . 

could be argued that this contract does not maximize the value of royalty 

oil relative to what could be obtained by selling the oil competitively. 

However, the statutes do notrrequire competitive sales ana, in fact, the 

statutes clearly contemplate negotiated sales that provide ancillary 

benefits from using the royalty oil within the State of Alaska. I think 

you could view this contract as maintaining the status quo between the 

in-state refiners, as it does not increase Mapco's benefit relative to the 

present situation. In fact, Mapco's benefit is slightly decreased unaer 

the new GVEA contract.

Mr. Chairman, I believe this contract complies with all requirements of 

the statute and the regulations, and that it is consistent with the 

state's policy of obtaining market value for its royalty oil.

For these reasons, the administration supports the contract ana-"we urge 

your approval of f-a 287.

Sam Murray, a petroleum economist on my staff, is stanaing by in Anchorage

4
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to assist us with answering any questions the committee may have, 

concludes my formal remarks, Mr.•Chairman. Thank you.

That

1623K



TESTIMONY BY DIRECTOR, DIVISION OF OIL AND GAS
TO HOUSE RESOURCES COMMITTEE AND 

HOUSE SPECIAL COMMITTEE ON OIL AND GAS 
ON HOUSE BILL 287

ROYALTY OIL CONTRACT WITH 
GOLDEN VALLEY ELECTRIC ASSOCIATION

March 21, 1985

Thank you Mr. Chairman. For the record, I'm Kay Brown, Director 

of the Division of Oil and Gas for the Alaska Department of 

Natural Resources.

Several issues and questions were raised at the. hearing yesterday, 

and I'd like to provide the committee with some additional 

information on those points.

Many of i the questions at the hearing yesterday centered on the 

benefits to be derived from the proposed contract —  what those 

benefits are and who receives them. Three parties would receive 

benefits —  the State, GVEA, and Mapco.

I'd like to briefly summarize those benefits as we perceive them, 

Mr, Chairman.

Benefits to the State of Alaska

The benefits to the State are described in our final finding of. 

January 16, 1985, Under the statutes governing royalty oil and 

gas sales, the commissioner is obligated to maximize benefits to 

the citizens in a negotiated sale,
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The price received is a benefit to the State, The State will 

receive a 30$ premium above in-value, which makes this sale 

roughly equivalent to the Tesoro and Chevron royalty oil contracts 

approved b y ’the Legislature last session, There is no price 

subsidy to GVEA, and to the extent that Mapco gets the oil, it 

pays more for this oil than it does for the oil it buys directly 

•from the State,

Other benefits to the State are explained in detail in the final 

findings, but they include cheaper electricicy rates for Fairbanks 

consumers, a dependable electricity supply, and.protection of 

existing investments in the North Pole refinery and the utility's 

turbines,

i •
\

Benefits to GVEA

GVEA's benefits come not from a reduced sale price, but from the 

reduced turbine fuel price Mapco gives GVEA on the turbine fuel 

Mapco produces from GVEA's royalty oil,

GVEA's benefit can be calculated by comparing two prices, Those 

prices are Mapco's general turbine fuel price to GVEA (which 

covers roughly half of GVEA's turbine fuel needs) and Mapco's 

reduced price to GVEA for turbine fuel processed from GVEA's 

royalty oil (which covers the other half of GVEA's turbine fuel 

needs), Specifically, the 1980 Petroleum Products Agreement

P - __________________________________



between GVEA and Mapco generally obligates Mapco to sell turbine 

fuel to GVEA at a price of Mapco's acquisition cost plus a 

processing fee; Mapco has requested that we keep that exact 

processing fee confidential, A second 1980 agreement between GVEA 

and Mapco obligates Mapco to sell GVEA turbine fuel processed from 

GVEA's royalty oil at a reduced processing fee, Mapco has also 

requested that we keep that exact fee confidential,

Although the exact processing fees charged by Mapco are 

confidential, GVEA manager Bert Sharp testified yesterday that the 

difference is between 5 and 6 cents a gallon. Multiplying that 

savings by 42 gallons per barrel, by 625 barrels per day, and by 

365 days per year, GVEA achieves a yearly savings of between 

$479,000 and $575,000, In our final sale findings, our petroleum 

economist projected an annual savings to GVEA of approximately 

$550,000,

This $550,000 yearly savings translates into a benefit to GVEA's 

•consumers of ,1446$ per kilowatt hour, (This number is obtained 

by dividing the $550,000 yearly benefit by the 380,412,000 kwh 

that GVEA produces each year,)

Benefits to Mapco

The committee's third area of concern is the amount of benefits to 

Mapco under this contract, Mapco does benefit since it gets 87,5%



of each barrel, either as non-turbine fuel products or as return 

oil,

The profitability figures for Mapco shown on the chart prepared by 

staff that you received yesterday are basically accurate,

However, the six-million dollar gross profit figure does not 

include the expenses Mapco incurs in refining the oil.

A more 'ele'.ant comparison could be made by looking at the price 

that Mapco would otherwise have to pay the producers to.obtain oil 

if it did not receive royalty oil on assignment from GVEA. For 

example, the January, 1985 Pump Station 1 in-value price is

$16.90. Thus Mapco's Pump 1 price would be $17,20. By way of

comparison, Pump 1 prices in January were reported as $18.13 for 

British .Petroleum, $17,16 for Phillips and $16,95 for'Sohio.

Thus, it is not clear that Mapco would pay less for State royalty

oil than it would for producers oil,

•A similar comparison can be made with regard to the return oil,

The value of the return oil to Mapco at Valdez would roughly be$6 ./o;
the Pump 1 price of $17.20, plus tariffs of about $G:frh . plus a 

$1,22 quality differential penalty, for a Valdez price of $24,52, 

By comparison, Valdez prices for producers oil would be $24,14 for 

BP, $23,17 for Phillips and $22,96 for Sohio, Again, this does

not appear to be a windfall for Mapco,
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To the extent that committee members feel that Mapco is getting a 

"good deal" from the State, I would suggest that the "good deal" 

does not come from this contract, Rather, Mapco's competitive 

advantage comes from Mapco's own royalty oil contract, which' 

contains terms significantly more attractive than those found in 

Alaska's other royalty oil-contracts, and from Mapco's

geographical location, which insulates it from the competition of

other refiners,

Since the information available to DNR concerning Mapco's 

profitability must by statute be held confidential, I would 

suggest that your specific questions about the relationship 

between GVEA and Mapco, and about Mapco's profits from this sale,

be'addressed to either GVEA or Mapco,i

I'd like to correct one number that I gave to the committee 

yesterday, The amount of return oil barrels from the GVEA 

contract is roughly 3,300 bpd, rather than 1,500 to 1,600 bpd,

Thank you, Mr, Chairman, That concludes my remarks.
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