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1998 LEGISLATIVE SESSION
Revision Date:
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STATE OF ALASKA

No: 1

FISCAL NOTE Bill Version: hb 469_______(H) Publish Date: 3 /1 3 / 9 8

MAPCO Royalty Oil Contract

Dept Affected: Natural Resources 

BRU: Resource Development

Component: Oil & Gas Development

Sponsor:

Requestor:

Rules Committee

Governor

Expenditures/Revenues

Com ponent Serial No. 

(Thousands of Dollars)

439

OPERATING EXPENDITURES FY99 FY00 FY01 FY02 FY03 FY04
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0

CHANGE IN REVENUES (fUndcode) 760.2 1,533.0 1,533.0 1,533.0 772.8 0.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estim ate o f any cu rren t year (FY98) cost: 5 

POSITIONS
FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)

Sale o f royalty oil to Mapco from Jan 1, 1998, when first barrel is paid for, to Dec 31. 2003, at 28,000 bbl/day.
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M A P C O  C O M M E N T S ON G A SO L IN E  PR IC E S

A pril 8, 1998

There have been several articles recently in Alaska newspapers which expressed concerns about 
gasoline prices in Alaska. On behalf o f  MAPCO, I am pleased to respond to som e o f  those 
concerns.

First, I need to note that crude oil is not the only component or cost involved with refining 
gasoline. Crude cost accounts for less than h a lf o f  the retail price o f  gasoline. M APCO and 
other A laska refiners pay fair m arket value for the crude we purchase and we pay a pro-rated 
ta riff to get it to our refinery. For one o f  our crude contracts with the State o f  Alaska, M APCO 
pays a S. 15 per barrel prem ium  for the crude oil.

The other costs o f  refining product in Alaska are all higher than at lower 48 refineries.
Electricity is an ingredient o f  refining and we pay several m illion dollars per year to GVEA for 
electricity. W e pay twice the cost for electricity here compared to our M emphis refinery. And 
electricity costs are two to three times higher here than for refineries in the Pacific Northwest. 
The chem icals, fuel, labor and transportation components o f  refining and distributing our refined 
product are all considerably higher here than in the lower 48 states. The average rate o f  pay at 
our N orth Pole Refineiy is about $10.00 per hour higher than for comparable positions at our 
M em phis refinery. This is a 50% higher cost for labor at our Alaska refinery. Alaska has some 
o f  the m ost stringent environm ental standards that impact costs at the refining, wholesale and 
retail levels. In addition, M APCO paid a $30 m illion quality bank penalty in 1997 for the 600 
m illion gallons o f  refined product sold, which equates to $.05 per gallon. Or you can look at the 
quality bank penalty as adding S2.10 to the cost o f each barrel o f  crude we refine. The $70 
m illion je t fuel expansion we are currently doing at our refinery would cost in the $45 to $50 
m illion range in M emphis. So it follows that refined product prices will also be higher in Alaska 
than elsew here in the Country.

But the prices in A laska'are m uch  lower than they would be without the presence of the Alaska 
refiners. W hen I left for college at the University o f  Oregon driving down the Alcan Highway 
with Jim  Dodson in the fall o f  1963, the price o f  gasoline in Fairbanks was around $.55 per 
gallon. W e arrived in Eugene, Oregon, and paid about $.26 per gallon. It was after 1969 when 
Tesoro started refining in Alaska that prices dropped. In 1978 gasoline was $.859 in Fairbanks 
and it was $.609 in Eugene. T he percentage price difference had dropped considerably by 1978. 
M APCO started refining gasoline in 19S5 and prices dropped again. Today the price o f  gasoline 
in Fairbanks is $ 1.209 and in Eugene, Oregon it is $ 1.109. The gap has narrowed considerably.
I should note that today the price o f  the Fairbanks Daily News-M iner is S.75 and the cost of the 
Eugene Register Guard is $.50. The news paper here costs 50% m ore than in Eugene, while the 
gasoline is only 9%  m ore in Fairbanks. 1 should comm ent that I think the price o f  the Fairbanks 
Daily N ew s-M iner is a bargain and is very reasonable in view o f the costs associated with 
publishing the new s paper here in Fairbanks.



I a l s o  w a n t e d  t o  p o i n t  o u t  t h a t  s o m e  o f  t h e  d a t a  u s e d  i n  a n a l y z i n g  g a s o l i n e  p r i c e s  w a s  n o t  c o r r e c t  
a s  p e r t a i n s  t o  t h e  F a i r b a n k s  a n d  A n c h o r a g e  m a r k e t s .  T h e  d a t a  p r o v i d e d  t o  S e n a t o r  F r a n k  
M u r k o w s k i  b y  A A A  t h a t  w a s  q u o t e d  i n  s o m e  n e w s  a r t i c l e s  a p p e a r e d  t o  s h o w  a  p r i c e  o f  $ 1 .269 
f o r  A l a s k a .  T h e  F a i r b a n k s  p r i c e  i s  $ 1 .209 a n d  t h e  A n c h o r a g e  p r i c e  i s  a b o u t  $ 1 .159 . S o  t h e  
a f t e r  t a x  p r i c e  o f  A l a s k a  g a s o l i n e  i s  i n  t h e  S . 89 t o  $ .9 4  p e r  g a l l o n  r a n g e  a s  o p p o s e d  t o  $ 1 .00 p e r  
g a l l o n .  T h e  p r i c e  o f  g a s o l i n e  i n  t h e  b u s h  a r e a s  i s  r e a l l y  n o t  r e l e v a n t  t o  t h e  a n a l y s i s  i n  m y  
o p i n i o n  s i n c e  t h e y  c a n  o n l y  r e c e i v e  f u e l  o n c e  o r  t w i c e  a  y e a r  i n  r e l a t i v e l y  s m a l l  v o l u m e s .

M A P C O  i s  p r o u d  o f  o u r  r e f i n i n g  a c t i v i t y  a n d  t h e  p o s i t i v e  i l u e n c e  w e  h a v e  h a d  o n  f u e l  p r i c e s  
o v e r  t h e  20  y e a r s  w e  h a v e  o p e r a t e d  a t  o u r  N o r t h  P o l e  R e f i n e r y .  W e  a r e  p r o u d  t h a t  i n  1998 w e  
s u p p o r t e d  688 A l a s k a n  v e n d o r s  w i t h  $ 4 50  m i l l i o n  i n  s p e n d i n g .  W e  s p e n t  m o r e  w i t h  e v e r y o n e  o f  
t h o s e  v e n d o r s  t h a n  w e  w o u l d  h a v e  f o r  c o m p a r a b l e  g o o d s  o r  s e r v i c e s  i n  t h e  l o w e r  ̂ 8  S t a t e s .  B u t  
t h a t  i s  a  f a c t  o f  l i f e  i n  A l a s k a .  O u r  p r e s e n c e  h e r e  m e a n s  t h a t  $ 450  m i l l i o n  m u l t i p l i e s  a r o u n d  t h e  
A l a s k a  e c o n o m y  a  n u m b e r  o f  t i m e s  a n d  h e l p s  t h o u s a n d s  o f  A l a s k a n s  d i r e c t l y  o r  i n d i r e c t l y .  A s  
a n  e x a m p l e ,  w e  p a y  a p p r o x i m a t e l y  $ 1 . 8 m i l l i o n  i n  p r o p e r t y  t a x e s  t h a t  a r e  s h a r e d  b e t w e e n  t h e  
F a i r b a n k s  N o r t h  S t a r  B o r o u g h  a n d  t h e  C i t y  o f  N o r t h  P o l e .  O u r  r e f i n i n g  a n d  r e t a i l  o p e r a t i o n s  
e m p l o y  a b o u t  500 A l a s k a n s  w i t h  a  t o t a l  f o r  p a y r o l l  a n d  b e n e f i t s  o f  a p p r o x i m a t e l y  $ 20  m i l l i o n  
p e r  y e a r .  T h i s  p a y r o l l  a m o u n t  i s  i n  a d d i t i o n  t o  t h e  t o t a l  p a i d  t o  v e n d o r s  i n  1997.

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

F o r  a d d i t i o n a l  i n f o r m a t i o n  c o n t a c t :

J e f f  C o o k ,  V i c e  P r e s i d e n t  E x t e r n a l  A f f a i r s  
M A P C O  A L A S K A  P E T R O L E U M  i n c .
(907) 4 8 8 -5 1 0 4



M A P C O  A L A S K A  P E T R O L E U M  Inc. P O S IT IO N  P A P E R

F IV E  Y E A R -R O Y A L T Y  O IL  C O N T R A C T  W IT H  S T A T E  O F  A L A S K A

A p ril 2 ,1 9 9 8

M A P C O  A L A S K A  P E T R O L E U M  I n c .  ( M A P I )  i s  s e e k i n g  r a t i f i c a t i o n  o f  a  n e w  f i v e  y e a r  r o y a l t y  
o i l  c o n t r a c t  f r o m  t h e  A l a s k a  S t a t e  l e g i s l a t u r e .  T h e  c o n t r a c t  w a s  u n a n i m o u s l y  r e c o m m e n d e d  f o r  
l e g i s l a t i v e  a p p r o v a l  b y  t h e  A l a s k a  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 t  t h e i r  
F e b r u a r y  17, 1998 , m e e t i n g .  A p p r o v a l  o f  t h e  c o n t r a c t  i s  n o w  b e f o r e  t h e  l e g i s l a t u r e  i n  t h e  f o r m  
o f  S B  342 a n d  H B  4 6 9 .

T h e  c o n t r a c t  h a s  b e e n  s i g n e d  b y  t h e  A l a s k a  C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  a n d  t h e  
P r e s i d e n t  o f  M A P I .  T h e  c o n t r a c t  c a l l s  f o r  t h e  s a l e  o f  a p p r o x i m a t e l y  2 8 ,0 0 0  b a r r e l s  p e r  d a y  
( b p d )  o f  N o r t h  S l o p e  r o y a l t y  c r u d e  t o  M A P I .  T h e  c o n t r a c t  w i l l  b e  e f f e c t i v e  D e c e m b e r  1, 1998, 
a n d  c a l l s  f o r  M A P I  t o  p a y  t h e  S t a t e  R o y a l t y - i n - V a l u e  p r i c e  f o r  t h e  r o y a l t y  o i l  p l u s  a  $ . 15 p e r  
b a r r e l  p r e m i u m .  O v e r  t h e  f i v e  y e a r s  o f  t h e  c o n t r a c t ,  t h e  S t a t e  c o u l d  r e c e i v e  a n  a d d i t i o n a l  $ 7 ,6 6 5  
m i l l i o n  i n  g r o s s  r e v e n u e s  o v e r  w h a t  t h e y  w o u l d  r e c e i v e  f r o m  o t h e r  P r u d h o e  B a y  l e s s e e s  f o r  t h e  
r o y a l t y  o i l .

T h e  e f f e c t i v e  d a t e  o f  D e c e m b e r  1, 1998 , c o i n c i d e s  w i t h  t h e  e x p i r a t i o n  o f  a  c u r r e n t  o n e  y e a r  
c o n t r a c t  M A P I  n o w  h a s  w i t h  t h e  S t a t e  f o r  13 ,000 b p d  o f  r o y a l t y  o i l .  T h e  n e w  c o n t r a c t  w i l l  
r e p l a c e  t h e  v o l u m e  i n  t h e  o n e  y e a r  c o n t r a c t  a n d  a d d  t h e  a d d i t i o n a l  v o l u m e  t o  p r o v i d e  f e e d - s t o c k  
f o r  t h e  $ 7 0  m i l l i o n  r e f i n e r y  e x p a n s i o n  c u r r e n t l y  u n d e r w a y  a t  M A P I .  T h e  c o r n e r s t o n e  o f  t h i s  
e x p a n s i o n  i s  t h e  a d d i t i o n  o f  a  t h i r d  c r u d e  u n i t  t o  t h e  r e f i n e r y .  T h e  n e w  c r u d e  u n i t  w i l l  b e g i n  
s h i p p i n g  t h e  a d d i t i o n a l  p r o d u c t i o n  a p p r o x i m a t e l y  D e c e m b e r  1, 1998.

T h e  $ 70  m i l l i o n  e x p a n s i o n  p r o j e c t  c u r r e n t l y  h a s  50  A l a s k a  w o r k e r s  o n  s i t e .  C o n s t r u c t i o n  
e m p l o y m e n t  w i l l  p e a k  a t  a b o u t  375 w o r k e r s  t h i s  s u m m e r .  O v e r  30 A l a s k a n  v e n d o r s  a n d  
c o n t r a c t o r s  w i l l  b e  w o r k i n g  o n  t h e  r e f i n e r y  e x p a n s i o n .  O n c e  c o m p l e t e d ,  t h e  n e w  c r u d e  u n i t  w i l l  
p r o d u c e  a n  a d d i t i o n a l  14 ,000 b p d  o f  j e t  f u e l  f o r  A l a s k a ’ s  g r o w i n g  a i r  c a r g o  a n d  a i r  p a s s e n g e r  
b u s i n e s s .  A n  a d d i t i o n a l  25  r a i l  c a r s  o f  j e t  f u e l  w i l l  b e  s h i p p e d  d a i l y  o n  t h e  A l a s k a  R a i l r o a d  f r o m  
F a i r b a n k s  t o  A n c h o r a g e  w h e n  t h e  p r o j e c t  i s  c o m p l e t e d .  L o c a l  p r o p e r t y  t a x  p a y m e n t s  b y  M A P I  
w i l l  i n c r e a s e ,  r e v e n u e s  t o  G V E A  a n d  A R R C  w i l l  i n c r e a s e ,  a n d  v e n d o r s  a n d  c o n t r a c t o r s  w i l l  
b e n e f i t  f r o m  b o t h  t h e  c o n s t r u c t i o n  a n d  t h e  o n g o i n g  o p e r a t i o n  o f  t h e  t h i r d  c r u d e  u n i t .  A l s o ,  a  
t o t a l  o f  19 p e r m a n e n t  n e w  e m p l o y e e s  w i l l  b e  h i r e d  a t  t h e  r e f i n e r y  a n d  t h e  A n c h o r a g e  t e r m i n a l  t o  
s u p p o r t  t h e  p r o d u c t i o n  e x p a n s i o n .

M A P C O  h a s  r e f i n i n g ,  m a r k e t i n g  a n d  r e t a i l  a c t i v i t i e s  t h r o u g h o u t  A l a s k a .  M A P I  e m p l o y s  155 
p e o p l e  i n  t h e  r e f i n i n g  a n d  m a r k e t i n g  b u s i n e s s  a n d  a b o u t  3 5 0  w o r k e r s  a t  t h e  28 M A P C O  E x p r e s s  
r e t a i l  s t o r e s  i n  A l a s k a .  M A P I  s p e n t  a p p r o x i m a t e l y  $ 450  m i l l i o n  w i t h  o v e r  680 A l a s k a n  v e n d o r s  
a n d  c o n t r a c t o r s  i n  1997 . I n  a d d i t i o n ,  M A P I  p r o v i d e d  a p p r o x i m a t e l y  $ 5 00 ,0 00  i n  f u n d i n g  t o  
e d u c a t i o n a l  i n s t i t u t i o n s ,  n o n  p r o f i t  o r g a n i z a t i o n s  a n d  f o r  e v e n t  s p o n s o r s h i p s  i n  1997. M A P I  h a s  
i t s  r e f i n i n g  h e a d q u a r t e r s  a t  N o r t h  P o l e  n e a r  F a i r b a n k s  a n d  i t s  m a r k e t i n g  h e a d q u a r t e r s  i n  
A n c h o r a g e .

F o r  m o r e  i n f o r m a t i o n  c o n t a c t  J e f f  C o o k  a t  (907) 4 8 8 -5 1 0 4
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MAPCO ALASKA PETROLEUM inc.
APRIL 9 , 1998

Jeffry J. Cook
VICE PHESIOENT 

EXTERNAL AFFAIRS S ADMINISTRATION

Gasoline Price Comparisons in Selected U S Cllles
(Price per gallon of regular, unleaded motor gasoline at self-service pump) 

ACCRA Cost of Living Index - Second Quarter 1997
StLECTED CITIES -Price w/tax =

Anchorage, AK 
Fairbanks, AK 
Juneau, AK 
Kodiak, AK
Bakersfield, CA 
Los Angeles, CA 
San Francisco, CA

Boise, ID
Billings, M T

Reno, NV

$1.32
$1.42
$1.44
$ 1 .6 6

$1.37
$1.38
$1.53

$1.35

$1.40
$1.44

________OIL PRICES_________
V.*Cr.«djy, Aorii 3. I«3 Ĉ UOS GRADES Wed Tu< rr. AgoOFFSHORE-d Eurooean "soap* or frte markef pricesArjoif .....................  I0./5 I0W 15.ISAr.ionvv ..............  3.75 3W 13.10»rm. If........................ 11.33 11.39 15.35Fortes............   13.05 13.73 I7.JSErenf .............................  12 EO I? 71 17.i03cm/if. . . ....... *......... 12 33 12.77 17 55UfJiS*.V«dtr.......................  11.30 11.73 16.13

DOMESTIC#Soof nurk<!•%. **1. If!* C'-'.Pri;CG-U5Cl IVJ/l   I5 SS 15 23 !9.22.V 7< Sdvr. .v.r :xci:-:sf 13 30 12 73 16 72Li vw it J* <13C>MC4I .. 14 35 14 53 IE >) ;A* .v,\ 5 :cf ' CO..M, 12 ?2 »:*» «E:olCMn-»»er<ef C'udeoii vjlues in f<cr?.iff«tr zarsoe i'C\.rc ■ 17.50GMT incr\r*f"djrrel. ?cr mam loJCing zcr'\ in C3ur.fr* ' c* engirt tjr « iPd*C4'ed.REFINED PROOUCTS |*vfi Oil* No. 2 N/gjI  4233 42*4 icA42 <1-;’ rutfl. 3 5*. /norcc' -^w^r 4423 4i57 .5E<WGiicir**? 'jr;c-PC srerrium •I* 3i» ■ - * « - : 5 * 3 3 7  4:54 63*5C * v -  cr-rm.m5J1 5172 6453Of S3* "•f. unf. * cj* ron-:r«T*fnjr<‘j . .4532 *uS$ 5*50Gsv)lî e. or•»r ;i! 4*>7 u?.i aC523*:cj> e rcn.**r. Vcn* 3-unpj.'-•H. 511   2323 2233 .34533• vj vs. VM» 3*M«u.- n t)' 't '1 •**»

P R I C E  O F  G A S O L I N E  I N  F A I R B A N K S  O N E  Y E A R  A G O  P E R  A M E R I C A N  C H A M B E R  
O F  C O M M E R C E  R E S E A R C H  A N A L Y S I S  S U R V E Y  W A S  S I . 42 p e r  g a l l o n .  P R I C E  T O D A Y  
I S  S I . 21 p e r  g a l l o n .  T H A T  I S  A  D R O P  O F  S .21 p e r  g a l l o n .

P E R  W A L L  S I  R E E T  J O U R N A L  O I L  P R I C E S ,  P R I C E  O F  N O R T H  S L O P E  C R U D E  O N E  
Y E A R  A G O  W A S  S I 8 .2 0  p e r  b a r r e l .  P R I C E  A T  C L O S I N G  4 -8 -9 8  W A S  $ 1 2 .7 2  p e r  b a r r e l .  
T H A T  I S  A  D R O P  O F  S 5 .4 8  P E R  B A R R E L  I N  O N E  Y E A R .  I F  O N E  W E R E  T O  A S S U M E  
C R U D E  O I L  W A S  T H E  O N L Y  C O M P O N E N T  O F  G A S O L I N E  A N D  T H E R E  W A S  A  
L I N E A R  D R O P  I N  P R I C E ,  G A S O L I N E  S H O U L D  H A V E  D R O P P E D  B Y  S . 13 p e r  g a l l o n  
( S5 .4 8  p e r  b a r r e l  d r o p  d i v i d e d  b y  42  g a l l o n s  p e r  b a r r e l) .

A C T U A L  D R O P  I S  S .2 1  p e r  g a l l o n .  P R O J E C T E D  D R O P  F R O M  C R U D E  P R I C E  I S  S . 13 p e r  
g a l l o n .  R E T A I L  P R I C E  H A D  A C T U A L L Y  D R O P P E D  F A S T E R  T H A N  T H E  
C O R R E S P O N D I N G  D R O P  I N  C R U D E  P R I C E .

1150 HAH LANE • NORTH POLE. ALASKA 99705 • PHONE; (907) 488-274) • FAX. (907) 488 0074 • EMAIL: |ollc»Smapcolnc.com
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T h e  H o n o r a b l e  G a i l  P h i l l i p s  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
S t a t e  C a p i t o l  
J u n e a u ,  A K  9 ^ 8 0 1 -1 1 8 2

D e a r  S p e a ^ r ^ h t h f p s :

I a m  t r a n s m i t t i n g  a  b i l l  t h a t  p r o v i d e s  f o r  l e g i s l a t i v e  a p p r o v a l  o f  a  r o y a l t y  o i l  c o n t r a c t  b e t w e e n  t h e  
s t a t e  a n d  M a p c o  A l a s k a  P e t r o l e u m ,  I n c .  f o r  t h e  s a l e  o f  P r u d h o e  B a y  U n i t  r o y a l t y  o i l .  A  c o p y  o f  
t h e  r e s o l u t i o n  o f  t h e  A l a s k a  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 ,  r e c o m m e n d i n g  
a p p r o v a l  o f  t h a t  c o n t r a c t  in  a c c o r d a n c e  w i t h  A S  38 .0 6 .0 40 (a)(3 ) a n d  3 8 .0 6 .0 5 0 ( a)  a n d  p r o v i d i n g  
t h e  r e p o r t  r e q u i r e d  b y  A S  3 8 .0 6 .0 70 ( c) , is a l s o  b e i n g  p r o v i d e d  t o  t h e  L e g i s l a t u r e  w i t h  t h i s  b i l l .

U n d e r  t h e  c o n t r a c t ,  t h e  s t a t e  w i l l r e c e i v e  a  f a i r  v a l u e  f o r  t h e  r o y a l t y  o i l ,  w h i l e  p r o m o t i n g  i n - s t a t e  
p r o c e s s i n g  a n d  p e t r o l e u m  p r o d u c t  c o m p e t i t i o n .  A m o n g  t h e  e c o n o m i c  b e n e f i t s  t o  A l a s k a ' s  c i t i z e n s  
a r e  c o m p e t i t i v e  c o n s u m e r  p r i c e s  f o r  p e t r o l e u m  p r o d u c t s ,  s u c h  a s  g a s o l i n e ,  d i e s e l  a n d  j e t  f u e l s ,  a n d  
e m p l o y m e n t  o f  A l a s k a n s  a t  M a p c o ' s  N o r t h  P o l e  r e f i n e r y .

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

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

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

S i n c e r e l y ,

Tf>N\ K n o w  i .i-.s 
GOVERNOR
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S t a t e  o f  A l a s k a
OFFICE OF THE GOVERNOR 
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G o v e r n o r



T H I S  A L A S K A  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
U O A R D

R e s o l u t i o n  98 -1

On January  30, 1998, (he C om m issioner o f N atural Resources provided  (lie A laska 
R oyalty  Oil and G as D evelopm ent A dvisory  Board ("Board") w ith the Prelim inary  
F ind ing  and D cterir .nation  to Sell Royalty Oil to M apco Alaska Petro leum  Inc. dated 
Jan uary  30, 1998 ("F in d in g ") and a copy o f the proposed A greem ent for the Sale and 
P u rchase  o f State R oyalty  Oil to M apco A laska Petroleum  Inc ("C ontract"). U nd er the 
C on trac t, the D epartm ent o f  N atural R esources w ill sell approxim ately 28 ,000  barre ls  per 
day  o f  Prudhoe Bay U nit royalty  oil to M apco for five years. M apco will p rocess (he oil 
in its refinery  in N orth  Pole, A laska.

T h e  C on trac t was nego tia ted  betw een representatives o f the D ivision o f Oil and G as and 
M apco  over the past four m onths. On January  30, 1998, the div ision  pub lished  die 
F inding , the C on trac t and gave public notice that the Board would review  the C ontract at 
a public  hearing on F eb ruary  17, 1998.

On F eb ruary  17, the B oard  m et to discuss the C ontract and take pub lic  com m ents. 
R epresen tatives from  the d iv ision , representatives o f M apco, and m em bers o f the public  
a ttended  the m eeting . A presentation  from  division sta ff about (he pro '. sa le  and 
con trac t was given to the B oard. A fter review  and consideration o f the form ation 
p resen ted , pub lic  com m ent, and the criteria  o f  AS 38.06.070, the B oard approved  the 
p roposed  sale and recom m ended  the proposed contract be approved by the leg islature .

B ased on the B o a rd 's  review  o f  the C ontract, the C om m issioner's F inding , and the 
in form ation  p resen ted  at its public hearing, the Board is o f the opinion that the proposed  
d isposition  of P rudhoe B ay U nit royalty  oil to M apco is consistent w ith AS 38.06 .070  
and AS 38.05 .183 . In report to the legislature, the Board adopts the C o m m issio n er's  
F inding  by reference, and recom m ends that the T w c n ^ 'h  A laska S tale Legisla ture  
approve the A greem ent for the Sale and Purchase o f Stale Royalty Oil to M apco  A laska 
Petro leum  Inc.

S e n a t e  B i l l  No . 3 4 2  
Ho u s e  B i l l  No . 4fiQ
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Final Finding and Determination to Sell Royalty Oil 
to 

MAPCO Alaska Petroleum Inc. 

I. Summary
The c o m m iss io n e r  o f  the D epartm ent o f N atu ra l R esou rces, on beh a lf o f  the s ta te  o f  A laska , 
p roposes a f iv e -y e a r sa le  o f approxim ately  2 8 ,0 0 0  b arre ls  p er day o f the s ta te ’s ro y a lty  o il to 
M A P C O  A la sk a  P e tro le u m  Inc. (M A PC O ). M A P C O  opera tes a refinery  in N o rth  P o le  in the 
Fairbanks N o rth  S ta r B orough  and is one o f  th e  s ta te ’s largest retailers o f  p e tro leu m  p ro d u c ts . 
T his d o c u m en t p ro v id e s  the final finding and d e te rm in a tio n  required  und er A S 3 8 .0 5 .1 8 3  fo r the 
proposed  sa le.

T he d ep a rtm e n t d is tr ib u te d  the prelim inary  fin d in g  a n d  d raft co n trac t on Jan uary  30 , 1998. T he 
public  c o m m e n t p e rio d  end ed  one m onth la te r  on  M arch  3, 1998. T he d ep a rtm e n t n o tif ied  the 
public ab o u t the  p re lim in a ry  finding and d ra ft c o n tra c t and w ritten  com m ents w ere  so lic ite d  by 
sending  a n o tice  o f  the sale or copies o f the  p re lim in a ry  finding  and d raft c o n tra c t to 200 
c itizens, sp ec ia l in te re s t g roups, industry  and  g o v e rn m en t rep resen ta tives, and the  m ed ia . T he 
d ep artm en t a lso  a d v e rtised  through d isp lay  a d v e rtisem en ts  in new spapers th ro u g h o u t A laska . 
A t the c lo se  o f the  co m m en t period, the d e p a r tm e n t received  three letters. T h e  le tte rs  are 
included  as A p p en d ix  C to this finding.

The m ailin g  and  ad v e rtisem en ts  also notified  the  p u b lic  o f a m eeting  o f the  A la sk a  R o y a lty  Oil 
and G as D e v e lo p m e n t A dv isory  B oard (R o y a lty  B o ard ) that w as held  on F eb ru ary  17, 1998 at 
w hich the p ro p o se d  sa le  w as d iscussed  and  p u b lic  com m ent w as so lic ited . E x c e p t fo r the 
rep resen ta tiv es from  M A P C O , there w as no p u b lic  tes tim o ny  at the R oyalty  B o a rd  m eetin g . 
H ow ever, a le tte r from  H al W hitley, ow n er o f  W e t W illy ’s C arw ash  in F a irb an k s w as fax ed  to 
the R oyalty  B oard  in the m orn ing  before the R o y a lty  B oard  m et. T h e  R oyalty  B o ard  co n s id e re d  
M r. W h itle y ’s co m m en ts . Subsequently , the R o y a lty  B o ard  unanim ously  su p p o rte d  th e  sa le  and 
adopted  the C o m m iss io n e r 's  findings as its rep o rt to  the leg islature , and  p assed  a reso lu tio n  
reco m m en d in g  ap p ro v a l o f  the sale by the leg is la tu re .

T h is is a fin a l fin d in g  and final co n c lu s io n s  h av e  been reached. T h e  c o m m is s io n e r  has 
d ete rm in ed  th a t the  p ro p o sed  sale to M A P C O  is in th e  s ta te ’s best in terest. T h e  final fin d ing , a 
copy o f  the  s ig n e d  co n trac t, and the re co m m en d a tio n  from  the R oyalty  B oard  w ill be fo rw arded  
to the L eg is la tu re  u n d e r AS 38.06.055.

II. Background
T he s ta te  o f  A lask a  rece iv es a royalty  o f  a p p ro x im a te ly  12.5 percen t o f the oil and  gas p ro d u ced  
from  the P ru d h o e  B ay  U nit. T he state m ay  tak e  its share o f oil p roduction  " in -k in d  o r " in ­
value." W h e n  the s ta te  tak es its royalty  sh a re  o f  th e  oil in -k ind  (RUC), it a ssu m e s  o w n ersh ip  o f 
the o il, and  th e  v u n iss io n e r d isposes o f  the  o il th rou gh  e ith er com petitive  o r n o n -c o m p e titiv e  
sales. W h en  o il is tak en  in -value  (RIV ), the s ta te 's  lessees w ho produce  the o il m a rk e t th e  sta te 's 
share a lo n g  w ith  th e ir  ow n share o f p ro d u c tio n . T h e  lessees are o b lig a ted  to  p a y  th e  s ta te  the 
value o f  the  s ta te ’s R IV  share.

I



M A P C O  has a long  h is to ry  as a  purchaser o f  RDC from  the s ta te . M A P C O  has th e  longest 
running  co n trac t fo r A N S  R IK . D eliveries u n d e r its lo n g -te rm  c o n tra c t began  in N o v em b er 
1979 for 3 5 ,0 0 0  b arre ls  p e r day. T his co n trac t w ill n o t ex p ire  un til D ecem b er 2 00 3 . T h rough  
the end  o f  1997, M A P C O  rece iv ed  ap p ro x im ate ly  205 .8  m illio n  b arre ls  o f  RDC.1

On A ug ust 26 , 1997, the  s ta te  agreed  to sell to  M A P C O  an add ition a l v o lum e o f  royalty  oil 
equal to 11.6 p ercen t o f  th e  d aily  royalty  oil p ro d u c tio n  o f  th e  P ru d h o e  B ay U nit (P B U ) fo r one 
year. D elive ries  u n d e r th is  co n tra c t began o n  D ecem b er 1, 1997 and  w ill c o n tin u e  through 
N ov em ber 30 , 1998. B y s ta tu te  this c o n tra c t m ay n o t be ren ew ed  w ith o u t a specific  
recom m end atio n  o f  the  R oy a lty  B oard  to th e  leg is la tu re  and the leg is la tu re ’s su b seq u en t 
approval. L ast O cto b er, M A P C O  initiated  n eg o tia tio n s  w ith  the d ep a rtm en t fo r a n ew  royalty 
oil su pp ly  co n trac t to  b eg in  d e liv e ries  w hen th is  co n trac t exp ires.

At the date  o f  this final fin d in g , W illiam s C o m p a n ie s  Inc. is in the final s tag es  o f  acqu iring  
M apco  Inc. T h is  a c q u is itio n  w ill becom e final w hen  W illia m s C o m p an ies  Inc. rece iv es  approval 
from  the Federal T ra d e  C o m m issio n . On N o v em b e r 2 ' ,  1997, th e  co m p an ies  a n n o u n ced  that 
they had  en te red  in to  a d e fin itiv e  m erger ag reem en t p ro \ d in g  for W illiam s to acq u ire  M A P C O . 
O n F eb ruary  26, 1998, M A P C O  shareho lders app ro ved  th e  acqu is ition . S tan d a rd  a n d  P o o r’s 
(S& P) rev ised  its o u tlo o k  fo r bo th  co m p an ies  to p ositiv e  from  stab le . P rim arily , the  o u tlook  
change re flec ts  the s tre n g th e n in g  fu n d am en ta ls  o f the W illia m s’ p ipe lines a n d  p ro sp e c ts  for 
im prov ing  ea rn in g s at W illia m s C o m m u n ica tio n s G rou p  and  W illia m s  E nergy  G rou p . The 
p roposed  a cq u is itio n  o f M a p c o  Inc. is also a p o sitiv e  fac to r in S & P ’s o u tlo o k  ch an g e ."  T he S3 
b illion  acqu is ition  p rice  in c lu d e s  $2.2 b illion  o f  W illiam s co m m o n  s to ck  and the  a ssu m p tio n  of 
about S750 m illion  o f  a c q u ired  com pany  d eb t. T h e  co n se rv a tiv e ly  financed  a c q u is itio n  should  
d iversify  W illia m s ' p ip e lin e  o pera tio ns w ith  a re la tive ly  su ccessfu l d o w n stream  en e rg y  serv ices 
com pany . T h e  m erg er w ill h av e  no affect on th e  p rop o sed  sa le  and  co n trac t term s.

T his find ing  and  d e te rm in a tio n  and  the a ttach ed  copy  o f the  sa les co n trac t rep resen t the  resu lt of 
those n eg o tia tio ns. M u ch  o f  w h a t w as w ritten  by w ay o f b ack g ro u n d  to  the 1997 co n tra c t still 
app lies today.

In the fo llow ing  se c tio n  o f  th is finding, the d escrip tio n  o f  the c o n tra c t fo cuses c n  how  this 
p roposed  co n trac t d iffe rs  fro m  th e  curren t o n e -y ear con tract.

m . Discussion of Contract Provisions 

T e r m

First d e liv e ry  o f R IK  o il is se t fo r D ecem b er 1, 1998 a n d  w ill c o n tin u e  fo r fiv e  years . T he 
con tract w ill te rm in a te  D ec e m b er 31. 2 00 3 . T h is  co in c id es w ith  the  te rm in a tio n  date  o f 
M A P C O ’s c u rren t lo n g -te rm , 2 5 -y ear con trac t.

1 G o ld en  V a lle y  E le c tr ic  A s so c ia t io n  vo lum es are in c lu d ed  in M A P C O ’ s R IK  d e liv e r ie s .
2 Standard &  Poor's CreditW ire dated November 24, 1997.
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Quantity

T he sta te  ag reed  to  inc rease  the percen tage  o f royalty oil th a t M A P C O  m ay  purch ase  to assu re  
M A P C O  a re la tive ly  co n stan t su p p ly  o f RDC oil as p ro d u c tio n  d ec lin es . O v er the life o f  the  
co n tra c t the vo lum e o f R IK  taken  by M A PC O  w ill rem a in  fa irly  co n stan t. T h is p ro p o sed  
co n trac t w ill increase the p ercen tag e  o f PBU royalty oil th a t M A P C O  now  receives u n d er th e  
cu rren t o ne-y ear con trac t. M A P C O  will purchase 2 7 .0  p e rce n t o f  the s ta te ’s royalty  sh are  in 
1999 (abou t 28 ,0 0 0  b a n e ls  p er day  from  the PBU ). In the se c o n d , th ird , fourth  and  fifth  years , 
M A f J O ’s RDC purch ase  p ercen tag e  will increase slig h tly  to  28.5  p ercen t, 30 .0  percen t, 3 2 .0  
percen t and 33.5  p ercen t, resp ective ly .

T a b le  1: R IK  P ercen tag es an d  M a x im u m  Q u a n tit ie s

R IK  V olum e
Y e a r R IK  % (B pd)

1998 27.0 28 .3 5 0
1999 27.0 2 8 ,3 5 0
2000 28.5 2 8 .5 0 0
2001 30.0 28 ,2 0 0
2 002 32.0 2 8 ,4 8 0
2003 33.5 28 ,475

W hen  M A P C O ’s c u rren t lo n g -te rm  RIK  contract w ith  the s ta te  is co n s id e re d  w ith  the p jp o se d  
con trac t, the actual v o lu m e taken  by M A PC O  will increase  to  ap p ro x im a te ly  56.7 percen t o f  the  
s ta te ’s ro ya lty  oil from  the PB U .

T h e  p ercen tag e  o f royalty  oil d es ig na ted  in the co n trac t fo r each  y ear is ca lled  the "M ax im u m  
Q u an tity ."  If M A P C O  takes less than  the M axim um  Q u a n tity , it w ill be su b jec t to a p er-b arre l 
re se rv a tio n  fee on each  barrel less than  the M axim um  Q uan tity . T h e  per-barre l reserv a tio n  fee 
is 0 .75  p e rcen t o f the  full p u rch ase  p rice .3 M A P C O  m ay  e lec t to  d ecrease  o r increase  the 
q u a n tity  o f  RDC oil it w ill ac tually  purchase m o n th -to -m o n th  su b jec t to  certain  no tice  
req u irem en ts . M A P C O  also  has the  righ t to term inate  the c o n tra c t w ith  o n e  hun dred  days n o tice  
to cease  d e liveries . W ith  the  sam e notice period , M A P C O  m ay  e lec t one tim e ann ually  to  
p e rm an en tly  reduce the  M a x im u m  Q uantity  requ ired  u n d e r the con tract. H ow ever, o n ce  
M A P C O  issu es an ann ual n o tice  o f its option to p e rm a n e n tly  red uce  the  M ax im u m  Q u an tity . 
iM A PCO  m ay  not re in s ta te  the M ax im u m  Q uantity  to  the in itia l level. In add ition , M A P C O  
m ay not ev e r increase  the  M a x im u m  Q uantity .

B ecau se  o f  th e  term s o f the  P B U  A greem ent in force a m o n g  the p ro d u cers  and  the sta te , the  
s ta te  c o m b in es  royalty  p ro d u c tio n  from  both the P ru d h o e  B ay  fie ld  and  royalty  oil p ro c e sse d  
cu rren tly  th rou gh  the  L isb u m e  P rod uction  C enter. T h e  112 ,000  barre ls p e r day  o f  royalty  c ru d e

3 The contract provides M A PCO  with some operational flexibility. W ith the appropriate one hundred-day notice, M A PC O  may 
take less than the Maximum Quantity, however, a reservation fee would app ly to volumes less than the then applicab le 
Maximum Quantity.
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oil fo recast fo r 1998 (T able 2) is the  su m  o f  the  ro ya lty  o fftake  from  P B U  in c lu d in g  both  the 
In itia l P a rtic ip a tin g  A reas and the G re a te r  P o in t M cIn ty re  A rea, i.e. L isb u m e , Pt. M cIn ty re . 
W e st B each , N orth  Prudhoe B ay  S ta te , and  the  N iak u k /A lap ah  P a rtic ip a tin g  A r e a s /

T ab le  2 illu stra tes  the p resen t an d  fu tu re  ro y a lty  c ru d e  oil supp ly  fro m  th e  P B U . T h e  s ta te  is 
o b lig a ted  to su p p ly  35,000 barre ls  p e r d ay  to M A P C O  th rou gh  2003 a n d  30  p e rce n t o f  the  PB U  
royalty  oil to  T eso ro  through  1998. If the  p ro p o se d  M A P C O  co n trac t is a w a rd e d , the s ta te  w ill 
s till k eep  ap p ro x im ate ly  13 p e rcen t o f  its ro y a lty  sh are  o f  PB U  p ro d u c tio n  as RTV o r abo u t 40  
p e rcen t o f  the  tota l A N S royalty  p ro d u c tio n  in 1998. S ee  F igure  I, tit le d  “T o ta l A N S  R oy alty  
and  RDC S a le "  fo r the p ercen tag e  sh a re  o f  A N S  R IK  o il versus A N S R IV  o il.

T h e  s ta te  m u st reserve a su ffic ien t p e rc e n ta g e  o f  its P B U  royalty  oil as R IV  to  insu re  th a t P B U  
lessees can  d ed u c t field  costs as a c re d it from  th e ir  RTV royalty  for the  ro ya lty  o il the s ta te  tak es 
in -k ind . T h e  s ta te ’s flex ib ility  to n o m in a te  m o re  R IK  o il from  the P B U  w ill be  lim ited  a fte r th is 
R IK  sa le  to M A P C O . H ow ever, th e re  w ill be  so m e  flex ib ility  for the  s ta te  to  o ffe r add ition a l 
royalty  oil from  o th er n on -P B U  fie ld s on the N o rth  S lo pe  as c irc u m sta n ce s  w arran t.

Q u a lity

M A P C O  m u st accep t the sam e q u a lity  o f  oil th a t the s ta te  receives fro m  the p ro d u ce rs  at P u m p  
S ta tio n  N o. 1. T he ex isting  c o n tra c t w ith  M A P C O  does not d is tin g u ish  b e tw een  c ru de  o il, 
co n d en sa te , o r natural gas liq u id s (N G L s). M A P C O  w aives any c la im  th a t e ith e r  co n d en sa te  o r 
N G L s b len d ed  w ith the c ru de  oil by the le ssees  ten d ered  to the sta te  as ro y a lty  o il is n o t oil for 
the p u rp o ses  o f  the con tract. T h is  w a iv e r w ill p ro te c t the state a g a in s t any  fu tu re  c la im  that 
M A P C O  d id  no t receive its fu ll o t c o rre c t v o lu m e  o f  R IK  by asse rting  th a t co n d e n sa te  o r N G L s 
are no t c ru de  oil.

4

4Under the proposed contract, the state reserves the right to supply 100 percent o f  MAPCO's vo lum e fron  just the PBU  Initial 
Participating Areas (IPA ) rather than include the production from  the Greater Point McIntyre Area, i.e.. . reduction processed 
through the Lisbume Production Center. In this case M A PC O  would receive initially 33 .8 percent o f  the F 3 U  IPA  production. 
M A PCO  w ill be notified 90  days in advance i f  the commissioner, in his sole discretion, chooses to exercise t f js  right.
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Table 2: North Slope Royalty Crude Oil Production Forecast
(MBOD)

5

1998 1999 2000 2001 2002 2003 2004 2005 2006
Grealar Point Mantyre Area 23 19 16 13 11 10 9 8 8

Lisbume 1 1 1 1 1 1 1 1 1
Niakuk 4 3 3 3 2 2 2 2 2

Pont McIntyre 17 14 11 9 8 7 6 6 5
West Beach -N. Prjdhce Bay 

State
Prudhoe Bay a/

0

89

0

84

0

81

0

77

0

74

0

71

0

68

0

64

0

60
Satellites b/ 0 2 3 4 4 4 5 5 4

Prudhoe Bay Unit 112 105 100 94 09 85 82 77 72
Kuparuk River Unit 33 35 36 34 33 32 29 27 25

Mihe Point 8 9 10 11 12 13 13 12 11
North star 0 0 0 8 8 7 6 5 5

Other Onshore 0 0 0 0 4 4 4 4 4
Endicott 9 8 8 7 7 6 6 5 5
Badamt 0 5 6 5 5 4 4 3 3
Alpine 0 0 6 6 6 6 6 5 5

Total Royalty: 162 163 166 165 164 157 150 138 130
Minus RIV Req'd lor Field Cost Allowance

Prudhoe Bay Unit 11 11 10 9 9 9 3 3 3
Kuparux River Unrt 3 3 3 3 3 3 3 3 3

Milne Point 0 0 0 0 0 0 0 0 0
Endicott 1 1 1 1 1 1 1 1 1

IS 15 14 13 13 13 7 7 7
Minus Current RIK Connects

MAPCO It 35 35 35 35 35 35 0 0 0
MAPCO 12 d 13 - - - - - •• -

Tesoro 34 - - - - - - - ••
Total Current RlK Obligation 85 35 35 35 35 35 0 0 0

ANS Royalty Oil Available to Suppty Nm  RIK 
Contracta:

65 113 117 117 116 109 143 131 123
MAPCO's proposed 27.0% d/ 

centred 0
28 28 28 28 28 28 - -

ANS Royalty CH Remaining: 37 85 89 89 88 81 143 131 123

a/  I f  the commissioner elects to sell M A PCO  R IK  from  the Prudhoe Bay Initia l Participating Area ( IP A ); then 
the price per barrel w ill be ca lcula^d on the basis o f  the volume weighted average o f  the Roya lty Va lue received 
from  just the IPA . plus S. 15. Sec Table 2.
b/ Satellites include wells penetrating several smaller, unnamed reservoirs. 
d  M A PC O ’ s # 2  contract expires November 30, 1998.
dJ M A PC O ’ s proposed contract is expected to start December I. 1998 and expires on December 31 , 2003 .
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P rice

T h e p ro p o se d  co n trac t req u ires  M A P C O  to  pay  a p rice  per barrel equ a l to the s ta te ’s royaltv  
v alue  p e r barrel p lus S. 15. T h e  s ta te ’s ro y a lty  value is defined  as an am o u n t equal to the per 
barre l v a lu e  the sta te  w o u ld  have rece iv ed  fro m  the  L essees for its royalty  oil if  the  state had 
taken  its ro ya lty  in -va lue  instead  o f  in -k in d , p lus any costs incurred  by  the  s ta te  as a resu lt o f 
tak in g  th e  royalty  in -k in d  ra th e r than  in -v a lu e . T h is price m eets the s ta tu to ry  requ irem en t that 
the v a lu e  o f  R IK  is a t least equ a l to  o r e x c e e d s  RTV. T he p roposed  c o n tra c t p rice  is com parab le  
to th e  o n e -y e a r c o n tra c t p rice  a n d  the v a lu e  o f  RTV. T able  3 illu s tra te s  the ca lcu la tion  o f 
M A P C O ’s p rice  if it to o k  d e liv e rie s  u n d e r the p ro p o sed  con tract in Ja n u a ry  1997.

Table 3: Volum e W eighted Average Price -A ll Producers 
Value o f R IV

Producer Gross PS-1 Product ol Volume Avenge
Volume Value Times PS-1 Value Price

Llibum* Production Center*/ W cl
ARCO 1.803.528.68 $19.50000 $35,168,809.45
BP Exploration 2.565.203.54 $18.12000 $46,481,488.14
Exxon 2.167.463.77 $18 73000 $40,596,596.40

Prudhoe Bay IPA *1
ARCO 6.812.971.60 $19.88000 $135,441,875.41
BP Exploration 9.731.640.80 $18.64000 $181,397,784 51
Chevron 159.860.30 $2324800 $3,716,43225
Exxon 7,700,737.40 S19.58000 $148,008,172.83
Fores 9.111.30 $19.88000 $181,132.64
Mobil 362.12620 $19.82000 $7,075,583.82
Phillips 364.589.50 $20.69000 $7,543,356.76
Texaco 100.129.00 $18.95000 $1,897,444.55

Totals 31,777,362.10 $607,508,676.78
Volume Weighted Average Value: $19.11766

___________ *S.l5/bbl
Price ol Sele Oil: $19.26766

a! Under the proposed contract, the state reserves the nght to supply 100 percent o f  M A PCO 's vo lume from  just ihe 
Prudhoe Bay Urut Initial Participating Areas rather than include ihe producuon from  the Greater Point McIntyre
Areas, i.e., production processed through the Lisbume Production Center. This would imply that M APCO  would
receive approximately 33 .8  percent o f  the Prudhoe Bay Initial Participating Areas production. M APCO  w ill be 
notified 90  days in advance i f  the comm issioner, in his sole discretion, chooses to exercise this right, 
b/ Includes Larch, North Prudhoe Bay State and West Beach. 
d  Includes wells penetrating several smaller, unnamed reservoirs.

L ike th e  c u rre n t M A P C O  arid T e so ro  c o n tra c ts , the  p roposed  con tract p rice  rep laces the need for 
an e sc ro w  acco un t a n d  re tro ac tiv e  A N S  RoyaJty L itig a tion 5 ad ju s tm e n ts  tha t appear in 
M A P C O ’s 1978  co n trac t. M A P C O 's  p ro p o se d  co n tra c t w ill have a m o re  ce rta in  p urchase  price , 
su b jec t to  o n ly  m in o r su b seq u en t a d ju s tm e n ts . T h e  A N S R oyalty  S e ttlem en t A greem ents 
c o n c lu d e d  the A NS R o y a lty  L itig a tio n  and  p ro v id ed  an agreed-upon  v a lu a tio n  m ethod  that did 
n o t e x is t  w h en  M A P C O ’s 2 5 -y e a r ro ya lty  o il c o n tra c t w as signed . M A P C O ’s new  R IK  con trac t 
w ill re ly  u po n  a g reed -u p o n  v a lu a tio n  m e th o d s  in the A NS R oyalty  S e ttle m e n t A greem en ts to 
e s tab lish  a co n trac t p rice . E x ce p t fo r ce rta in  re la ted  ad ju stm en ts  co n tem p la te d  und er the

5 ANS R oya lty  Litigation refers to the dispute between the state and the ANS lessees that was resolved in several settlement 
agreements (Case No. 77 -847 C iv il, June 19 7 7 ).
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se ttlem en t a g ree m e n ts  w ith A R C O , BP, E x x o n  and  the o th er PB U  p rod u cers  the M A P C O  
co n trac t w ill n o t req u ire  an in terim  p ricing  m eth o d .

P rev iou s R IK  fin d in g s have d escribed  the so -ca lled  "d isp lacem en t effec t" and  "co m p e titiv e  
effect" th a t m ay  o c c i  w ith a sta te  sale o f R IK . B ecau se  the changes in the m arke ts fo r A N S o il, 
these e ffe c ts  w ill be v ry m inor.

The "d isp la c e m e n t e ffec t"  theo rizes that any R IK  sa le  by the sta te  to in -sta te  re fin ers w ill rep lace  
A N S sa les  by  N o rth  S lo pe  lessees to W est C o a s t d estina tion s inc lud in g  A lask a . A lth o u g h  the 
total v o lu m e  o f  A N S  so ld  on the W est C oast is th e  sam e w ithou t a R IK  sa le, the p ro d u ce rs  m ust 
show  in th e ir  ro y a lty  reports  that a larger p ro p o rtio n  o f  th e ir  oil is p iaced  iri d es tin a tio n  m ark e ts  
w here  n e tb a c k  v a lu es are less than the W est C o ast. T h e  W est C oast des tina tion  y ie ld  a h ig h e r 
royalty  v a lu e  th an  the o th e r destinations. T h e  averag e  royalty  value, w eighted  by v.u v o lu m es to 
each  d e s tin a tio n , is low er w hen the p roportion  o f  oil reported  by the lessees g o ing  n tr.e non - 
W est C o a s t d es tin a tio n  increases. T his p ro p o rtio n  o f  deliveries to the W est C o a s t nd o th er 
d es tin a tio n s  is a lso  reflec ted  in the netback  value  rep o rted  for severance tax p u rp o ses . It th is 
w ay, se llin g  R JK  d ecreases the s ta te ’s revenues from  both  RIV  royalties and  sev eran ce  ta>

The p o te n tia l for a "d isp lacem en t effect" has d im in ish ed  since the m arket o f to tal A N S  so lo  on  
the G u lf  C o a s t h as d isappeared . T he G u lf C o a s t’s h isto rica lly  low  royalty  value co n trib u te d  the 
b ig gest im p a c t in ca lcu la tin g  the d isp lacem en t effec t. T here are now  no m ore w ate rb o rn e  
sh ip m en ts  o f  A N S  to the G u lf C oast and the v o lu m es sh ipped  to the M id -C o n tin en t o r the Far 
E ast y ie ld  n e tb a c k s  th a t are h igher '.han the G u lf  C oast n e tb ack s.4

As sh o w n  in th is  ex am p le , (See T able  4) the d isp lacem en t effect, is in sig n ifican t. T he co n trac t 
p rice is su ff ic ie n t to  com pensa te  the state  fo r any  reduction  in the royalty  value o f  R IV  oil.

7

‘Alaska Department of Revenue, Fall 1997 Revenue Sources Book. Forecast and Historical Data. Anchorage, 
Alaska, p. 19. A NS movements to destinations in the Far East, the Caribbean and the U.S. Mid-Continent 
represented just 5 percent o f total ANS production in F Y  1997.



TABLE 4: DISPLACEMENT EFFECT

I f  t h e  N o r t h  S l o p e  p r o d u c e r s  t a k e  a l l  o f  o u r  r o y a l t y  o i l  “ i n - v a l u e , ”  
t h e i r  s h i p m e n t s  w i l l  l o o k  l i k e  t h i s :

2 8 ,0 0 0  + 9 2 2 ,0 0 0  + 5 0 ,0 0 0  =  1 ,0 0 0 ,0 0 0
( M a p c o )  ( C A a n d W A )  (A s ia  M a r k e t)  (T o ta l)

In p ercen tag e  term s:

3 %  + 9 2 %  +  5 %  =  1 0 0 %

T h e  ca lcu la tio n  o f  ro ya lty  value  (and  sev eran ce  tax) is;

( $ 1 4 . 7 0 x 3 % )  + ($ 1 4 .7 0  x  9 2 % )  +  ( $ 1 4 . 2 0 x 5 % )  =  $ 1 4 .6 7

I f  th e  s ta te  se lls o il to  M ap co , th e  p ro d u c e r ’s p la c e m e n ts  o n  th e  W est C o a s t 
a r e  re d u c e d  b y  28 ,000  b a r re ls . T h e ir  sh ip m e n ts  w ill n ow  look like  th is :

0  + 9 2 2 ,0 0 0  + 5 0 ,0 0 0  9 7 2 ,0 0 0
( M a p c o )  ( C A a n d W A )  • ( A s ia  m a r k e t)

In p ercen tag e  term s:
0 %  + 9 5 %  + 5 %  =  1 0 0 %

T h e  ca lcu la tio n  o f  ro y a lty  v a lu e  (and  sev eran ce  tax ) is:
( $ 1 4 . 7 0 x 0 % ) +  ( $ 1 4 .7 0 X 9 5 % )  + ( $ 1 4 .2 0  x  5 % )  =  $ 1 4 .6 7

In  th is  ex am p le , th e  d isp la c e m e n t effec t h a s  n o  e ffec t on  th e  s ta te ’s ro y a lty  a n d  se v e ra n c e
tax  rev en u e .



T h e "c o m p e titiv e  effec t"  re lies on  the  a ssu m p tio n  tha t the p rice  o f  A N S  on the W est C o a s t as 
rep o rte d  in the p ro d u c e rs ’ royalty  v alu e  is h ig h e r than  the  p rice  tha t w o u ld  resu lt from  a  p u re ly  
c o m p e titiv e  m ark e t. O ne N orth  S lo pe  p ro d u ce r d o m in a te s  the A N S sp o t m arket and m ay  be 
able  to in f lu e n c e  the price  by its d ec is io n  to tra n sp o rt oil to o th e r d es tin a tio n s. W hen  the sta te  
w as se llin g  n ea rly  2 1 0 ,0 0 0  barre ls p e r day  o f R IK  in 1986, (S ee  F ig u re  A - l )  the s ta te , as 
a n o th e r se lle r  in the m ark e t co m p e tin g  w ith  the A N S  p rod u cers , cou ld  con ce iv ab ly  co n trib u te  to 
a lo w e r W e s t C o a s t p rice . T h e  “ c o m p e titiv e  e ffe c t” is p ro b ab ly  im m easu rab le  s ince  A N S su p p ly  
in the  W e st C o a s t m ark e t is d e c lin in g . C o m p e titiv e  m ark e t forces b ey o n d  the con tro l o f  the 
A N S  p ro d u c e rs , inc lu d in g  the sta te , n o w  g o v ern  the p rice  o f A N S.

I n - S t a t e  P r o c e s s i n g

In the p ro p o se d  co n trac t, M A P C O  h as ag reed  tha t 80  p e rcen t o f  the R JK  it w ill pu rchase  w ill be 
p ro cessed  in the N o rth  Pole re finery . T h is  c lau se  is d esig ned  to p re v e n t M A P C O  from  re ­
se llin g  R IK  to  a th ird  party  and p o ss ib ly  p ro fitin g  from  a favorab le  p rice  charged  to M A P C O  by 
the s ta te . T h e  in -sta te  p ro cessin g  c la u se  a ssu res  th a t the sta te  w ill en joy  the  benefits d esc rib ed  in 
S ec tio n  IV  b e lo w .

P u r c h a s e  P r i c e  R e o p e n e r

T he c o n tra c t p ro v id es  r.o p rov ision  fo r e ith e r  the s ta te  o r M A P C O  to ren eg o tia te  the price  term s. 
S h o u ld  the s ta te  p u rsu e  a p rice  re o p en er as p e rm itte d  by the A N S R oyalty  S e ttlem en t 
A g re e m e n ts , the  s ta te  is o b lig a ted  o n ly  to in fo rm  M A P C O  tha t n eg o tia tio ns have begun . 
M A P C O  w ill p ay  b ased  on w h a te v e r  the R oy a lty  V alue  the sta te  and  the p rod u cers  m ay 
n eg o tia te .

M A P C O  a lso  ag rees th a t it w ill not in te rv en e  in any  w ay in the n eg o tia tio n s o r a rb itra tio n  o f  a 
re o p en er b e tw ee n  the  s ta te  an d  the p ro d u ce rs . If the  new  price  te rm s that m ay resu lt are 
d isa g re e ab le  to  M A P C O , it has the rig h t to te rm in a te  the co n trac t w ith  o n e  hun dred  days no tice  
to c e a se  d e liv e rie s .

P a y m e n ts

T he p ro p o se d  c o n tra c t has sp ec ified  the  tim in g  and  due  dates a sso c ia te d  w ith  the P ro d u c tio n  
M o n th  In v o ice , In itia l A d ju s tm en ts , a n d  S u b se q u e n t A d ju s tm en ts . T h e  tim in g  o f th ese  in v o ices 
and  d ue  d a te s  have been  sh o rten ed  so m e w h a t to  red u ce  the  s ta te ’s e x p o su re  to d efau lt risk  as 
d e sc r ib e d  b e lo w .

T h e  s ta te  h as ag reed  tha t any su b se q u e n t ad ju s tm e n ts  ren dered  m o re  than  six  years a fte r the  d a te  
o f  d e liv e ry  w ill b ea r in te rest fo r o n ly  six  y ears fro m  the due date  o f  the  in itia l b illin g . H ow ev er, 
th is s ix -y e a r  in te re s t lim ita tio n  does n o t app ly  to  ad ju stm en ts  th a t resu lt from  reg u la to ry  
d ec is io n s , re o p e n e rs , co u rt p ro ceed in g s , o r tru c -u p  au d its  that are  co m m en ced  d u rin g  the  s ix -



year p erio d . T h is  provision  appears in bo th  the  c u rre n t one-year M A P C O  co n trac t an d  T e s o ro ’s 
cu rren t th ree -y e a r contract.

T e r m i n a t i o n  N o t i c e

The s ta te  req u ire s  at least one-hundred  days n o tic e  o f  early  term ination  o f the  c o n tra c t o r  any 
red u c tio n  in the m ax im um  quantity  taken  by M A P C O . This tim ing  is based  on  the  A NS 
R oyalty  S e ttle m e n t A greem ents and the P B U  A g reem en t. U nder the o rig inal P B U  A g reem en t, 
the s ta te  has a righ t to “denom inate” R IK  d e liv e rie s  w ith  a six-m onth  no tice . H o w e v e r, u nd er 
each  o f  th e  A N S  R oyalty  S ettlem ent A g reem en ts , the tim ing  requirem en t w as re d u c e d  to 90 
days. T h e  A N S  R oyalty  S ettlem en t A g re e m e n ts  p rov ide  that the lessees m ay  c la im  f o r c e  
m a je u r e  if  m arin e  transportation  is u n av a ilab le  to transpo rt any add itional R IV  fo r  th e  firs t 90 
days th a t the  R IK  has reverted back  to the p ro d u cers . D uring this u p -to -9 0 -d ay  p e rio d  that 
lessees c o u ld  c la im  f o r c e  m a je u re , the s ta te  m u st take full possession  o f  its R JK  and  find 
c u s to m ers  to buy it and  tankers to transpo rt it. F o r this reason M A PC O  m u st p ro v id e  su ffic ien t 
no tice  to  te rm in a te  the contract o r reduce  its m a x im u m  quantity , up to s ix -m o n th s  and  ten days 
if  necessary .
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L a te  P a y m e n t  P e n a lty

If M A P C O  fails to m ake full paym ent o f  its m o n th ly  obligation  w ith in  th ree  b u sin ess  days 
fo llo w in g  the rece ip t o f the invoice, a five p e rcen t penalty  will be im posed . In M A P C O ’s one 
year c o n tra c t, the sam e late paym ent pena lty  ap p lies .

I n te r e s t

U n d erp ay m en ts  and overpaym ents a ie  an u n a v o id a b le  problem  in any R JK  sa les  co n tra c t. The 
co n trac t p rice  is based  on R oyalty  V alues c a lc u la ted  under p rov isions in the A N S  R oyalty  
S e ttle m e n t A g reem en ts  that are su b jec t to re -ad ju stm en ts  for true-up  a u d its , regu la to ry  
d ec is io n s , reo p en ers , o r court p roceedings. B o th  the  sta te  and M A P C O  agree to  pay  each  o ther 
the s ta tu to ry  in te rest rate on read ju stm en ts  m ad e  for overpaym ents o r u n d erp ay m en ts , 
re sp ec tiv e ly . T h e  app licable  rate is five p e rcen t o v e r the annual rate charg ed  m e m b e r b an ks for 
adv ances by th e  12 Federal R eserve B ank  o r  11 p ercen t com pounded  q u arte rly , w h ic h e v e r  is 
g rea te r (A S  3 8 .0 5 .13 5 (d )).

L o ca l H ire

Like M A P C O ’s o ne-year contract and v irtu a lly  every  R IK  contract to in -sta te  re f in e r ie s , the 
p ro p o sed  c o n tra c t requires that M A P C O  a g ree  to em ploy  A laska re s id en ts  and  A laska  
c o m p an ies  to  th e  ex ten t they are av a ilab le , w illin g  and qualified  fo r the a p p lic a b le  w ork 
p erfo rm ed  in A la sk a  in connection  w ith  the A g reem en t. A n A laska resid en t is d e f in e d  as one 
w ho  h as re s id ed  in A laska  for o ne  year a t the  tim e  o f em ploym ent and  "A la sk a  co m p a n ie s"  
m eans c o m p a n ie s  incorporated  in A lask a  o r w h o se  p rincipal place o f b usin ess  is in  A lask a . If



II
this p rov ision  is d e te rm in ed  to be u n co n s titu tio n a l, then M A P C O  ag rees to h ire A laska  re s id en ts  
to the ex ten t that the  c o n s titu tio n  a llo w s.

The p rop o sed  co n tra c t req u ires  an irrev ocab le  stand -by  le tte r o f  c re d it eq u iv a len t to the value o f  
75 days w orth  o f R JK  to secu re  the  s ta te  in the ev en t tha t M A P C O , for any reason , fa ils to  pay 
its b ills  o r to take d e liv e ry . T h e  v a lu e  o f  the le tte r o f  c re d it is c a lc u la ted  to  p ro tec t the  s ta te  from  
its e x p o su re  to  “d e fau lt risk "  a n d  ‘ d en o m in a tio n  risk ." D efau lt risk  is the  exp osu re  the  s ta te  
faces if  M A P C O  fa ils  to pay . S in c e  M A P C O  is b illed  on  the  firs t day  o f  the m onth  fo llo w in g  
the p ro d u ctio n  m o n th  up  to  39  d ay s o f  R IK  w ill be d e liv e red  to M A P C O  before  the s ta te  is in a 
position  to declare  th e  c o n tra c t in d e fa u lt fo r fa ilu re  to pay  (S ee  T ab le  5). In addition  to the risk  
assum ed  by the s ta te  sh o u ld  M A P C O  fail to pay, the ::*re a lso  runs a risk  o f  losing  full value  o f  
its R IK  w hen it “ d e n .m in a te s "  th e  R IK  v o lum es to R IV . A s ind ica ted  above, the 9 0  day  
d en om in a tio n  no tice  p erio d  u n d e r th e  A N S R oyalty  S e ttle m e n t A g reem en ts  plus 90  days sh o u ld  
a lessee d eclare  f o r c e  m a je u r e  rep re se n ts  the am o un t o f R IK  oil su b jec t to this risk. D urin g  th is 
period , the state  e ith e r  has to o rg a n iz e  a new  R IK  p u rch ase r o r n eg o tia te  w ith  the lessees to take  
back the R IK . In e ith e r  e v e n t, the  s ta te  cou ld  be in a d is tress  sale  s itu a tio n . T he letter o f  c re d it 
in strum en t is in tend ed  to p ro tec t the  sta te  from  losses for v o lu m es d e liv e red  und er the co n tra c ts  
or re -so ld  at a price less th an  the c o n tra c t price.

The s ta te ’s risk  e x p o su re  is m e a su re d  as fo llow s:

S ec u rity

T a b le  5: C a lc u la tio n  o f  M A P C O ’s L e t te r  o f  C re d it
D efau lt R isk
Days R IK  tendered  b u t n o t b illed : 
D ays to P rod uc tion  M o n th  In vo ice : 
P rod uction  M onth  In v o ice  D ue : 
D efau lt D eclared :

D ays
30

2
3
4 

39T o ta l D e fau lt E x p o s u re  
D e n o m in a tio n  R isk
V olum es S u b jec t to  9 0 -d a y  D en o m in a tio n  @ 100%  9 0  days
P rob ab ility  tha t 9 0 -d ay  n o tice  rig h ts  in v o k ed  @ 100%  90  days
R esale  V alue  o f d e n o m in a te d  o il $ .80  on the S 1

N u m b e r o f  d a y s  “ a t - r i s k ”  (20%  X 90 days)
V olum es S u b jec t to  9 0 -d ay  F o rc e  M aje u re  @ 100%  90  days
P rob ab ility  that 9 0 -d a y s n o tic e  rig h ts  inv ok ed  @ 100% 90  days
R esale  V alue  o f  d e n o m in a te d  o il $ .80  on the $ 1

18

N u m b e r o f  d a y s  “ a t - r i s k ”  (20%  X 90 days) 18
36
75

T o ta i D e n o m in a tio n  E x p o s u re  
T o ta l R isk  E x p o su re

T he le tter o f  cred it is v a lu ed  at the  p rice  o f  the R JK  volum e p er day tim es  the n um b er o f days 
o f tota l risk  ex p o su re .



T he p ro p o se d  co n trac t includes an a lte rn a tiv e  security  provision it M A P C O  so  e lec ts . T h is 
secu rity  p ro v is io n  req u ires  that M A P C O  p ro v id e  the state with an irrevocab le  s ta n d -b y  letter o f 
c red it fo r fo rty  days o f  R IK  oil. p lus an irrev o cab le  backup  contract w ith  a m ajo r oil com pany  
su b jec t to  ap p ro v a l by the C om m ission er. T h e  backup  contract w ould  assu m e M A P C O ’s full 
liab ility  to  the s ta te  to pu rch ase  R IK  oil fo r a m in im u m  o f  90 days o r a m a x im u m  o f  180 days 
d e liv e rie s  o f  R IK  oil. Shou ld  M A P C O  d e fau lt, the state will draw  from  the 4 0  d ay  le tter o f  
c red it a n d  the b ack up  co n trac t w ould  im m ed ia te ly  take effect for the R IK  oil due M A P C O  until 
the 90  d a y  o r 180 day  ( if  p roducers invoke  f o r c e  m a je u r e  notice) d en o m in a tio n  no tice  o f  the 
s ta te ’s R IK  o il becam e effective .

T h e  c o n c e rn  fo r the s ta te ’s exp osu re  to d e fa u lt and denom ination  risk is d riven  by the  s ta te ’s 
p re v io u s  ex p e rien c e . T h e  security  and  o th e r p rov ision s o f recent RIK  co n trac ts  m itig a te  those 
risks. T h e  A lp e tco  R IK  sa les con trac t, e x e c u te d  on February  22, 1978, a so -c a lle d  in-sta te  
e n h a n c e m e n t co n trac t, w as the w orst p e rfo rm e r recovering  only 94.5%  o f  the p rin c ip a l. P a n  o f 
th is d if fe re n c e  w-ere losses the sta te  incu rred  on  the royalty  oil subject to  “d en o m in a tio n  risk .” 
W hen  A lp e tc o  a ttem p ted  to decrease  its REK p urch ases, the state rea lized  only 78 p e rcen t o f  the 
c o n tra c t p rice .

O ver tim e , the  D iv is io n  has looked  at so m e o f  the obvious problem s w ith the A lp e tco  RJK 
co n tra c t and  these  p ro b lem s have been m itig .ated o r e lim inated  in the su b seq u en t co n trac ts . T he 
p ro p o se d  M A P C O  co n trac t avo ids the fo llo w in g :

• D isp u te  c lau se  tha t a llow ed  A lpetco  to u n ila te ra lly  w ithhold  any am o un ts  A lp e tco  d isp u ted  
w ith o u t A lp e tc o 's  d eb t being  ca lled  due  and  payable.

S ee  M A P C O  con tract, page 15, line 11 (6 .1 0  D ispu ted  Paym ents) req u ires  M A P C O  to pay 
the fu ll a m o u n t p en d in g  final reso lu tio n  o f  the dispute.

• A b ility  to in te rv en e  in AiNS R oyalty  L itig a tio n  allow ed A lpetco the p o ten tia l to d isru p t the 
se ttle m e n t i f  the s ta te  pursued  litiga tion  a g a in s t A lp e tc o 's  parent com pany  fo r c la im s.

S ee  M A P C O  con trac t, page 7, line 19 (2 .5  R eopeners) stipu lates tha t M A P C O  shall not 
in te rv en e  o r  p artic ip a te  in any  w ay reg ard in g  AlNS R oyalty  S e ttlem en t A g re e m e n ts  or 
litig a tio n  w ith  the lessees. T h is  p ro v is io n  rem oves any leverage tha t M A P C O  m ay  have 
o v e r  the s ta te .

• F a ilu re  to  secu re  fu ll value fo r its RDC o il resu lted  from  the n a n o w  m ark e tin g  w indow  
im p o se d  on  the s ta te  w hen  A lp e tco  c o u ld  no  longer take RJK volum es.

T h e  M A P C O  co n tra c t e s tab lishes the tim in g  required  for term ina tion  n o tic e s , n o tices  to 
re d u c e  the M ax im u m  Q uantity , and m o n th -to -m o n th  deliveries vo lum es w ith in  th e  lim its 
a llo w e d  in  the A N S R oyalty  S e ttlem en t A g reem en ts . T he security  c lau se  re q u ire s  a  le tte r o f 
c re d it  a n d /o r a b ack u p  co n trac t so th a t th e  sta te  can  recover any lo sses d u e  to  p rem a tu re  
d e n o m in a tio n  o f  RJK.
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T h e c o m m iss io n e r co n sid e red  the  e ffec ts  o f the sale o f RIK  on the eco n o m y  o f  the s ta te  and  the 
p ro jec ted  b enefits  o f  refin ing  o r p ro cess in g  the R IK  in the state (u n d e r AS 3 8 .0 5 .1 8 3 ). In sh o rt, 
the term s o f  the p roposed  R IK  sale  shou ld : (1) assure  that the sta te  rece iv es at lea s t as m u ch  
value for the  RIK  as it w ou ld  h av e  rece iv ed  fo r RTV; and (2) en co u rag e  in -sta te  p ro c e ss in g  o f  
RDC to g e th e r w ith the a ttend an t ec o n o m ic  and  social benefits. T h ese  b en efits  are  m e a su re d  in 
term s o f  jo b s , taxes, and e c o n o m ic  co m p e titio n  am ong  the s ta te ’s re fin e rie s  fo r th e ir  p ro d u c ts . 
T h e  co n c lu sio n s  reached  in the best in te re s t find ing  that acco m p an ied  the c u rren t o n e -y e a r 
co n tra c t a re  still app licab le . S o m e  o f  the in fo rm ation  has been u p d ated  here.

In the fo llo w in g  d iscussion  o f  in -s ta te  ben efits , there is one caveat: the  d eg ree  to  w h ich  th ese  
e ffec ts  m ay  be a ttribu tab le  to  th e  sale  dep end s on how  im portan t the sa le  is to the  c o n tin u e d  
o p e ra tio n  and  expansion  o f  M A P C O ’s N orth  Pole  refinery. T h e  s ta te  can  o ffe r a  so m e w h a t 
u n iqu e  c ru d e  oil supply c o n tra c t w ho se  term s m igh t not be ava ilab le  from  any  o th e r  se lle r. 
P resu m ab ly , M A P C O  w ould  c o n tin u e  o pera tio ns w ithout this co n trac t, b u t th e re  a re  d irec t 
b en efits  M A P C O  m ay d eriv e  in d ea lin g  w ith the state. To the ex ten t tha t these b en e fits  are 
tran s la ted  in to  jo b s , taxes, and  m o re  v igorous refined-products c o m p e titio n , the  p eo p le  o f  the  
s ta te  a lso  benefit. By the  sam e  token , the d eg ree  to w hich th e 's a le  m ay  c o n trib u te  to  the 
o n g o in g  opera tio n  and e x p a n s io n  o f  the refinery  m ust also be tak en  in to  ac co u n t w hen  
d esc rib in g  the env ironm en ta l e ffe c ts  o f the refinery 's operation .

E c o n o m ic  Im p a c ts

A S70 m illio n  expansion  and  u p g rad e  at the N orth  Pole refinery is u nd erw ay  and  w ill in c rease  
fuel p ro d u ctio n  by 17.000 b arre ls  p e r day. R ecen t upgrades at the N orth  P o le  re fin ery  p ro v id e  
M A P C O  the opportun ity  to e x p a n d  its ex p o rt m arke ts in W estern  C a n a d a  and  the P ac ific  R im . 
In ad d itio n , the 1998 expansion  w ill c rea te  17 new  jo b s  in N orth Pole  a n d  A n ch o rag e .

M A P C O  reports that it cu rren tly  em p lo ys 120 people  in the F a irbanks N orth  S ta r B o ro u g h  and  
35 p eo p le  in A nchorage w h o  are  d irec tly  asso c ia ted  w ith the N orth  P o le  re finery . In ad d itio n , 
M A P C O  em p lo ys ano ther 3 0 0  p eo p le  sta tew id e  at the ir M A P C O  ex p ress  o u tle ts .7 T h is 
tran s la tes  as one-fourth  o f  the  m an u fac tu rin g  jo b s  in the F a irb an k s N orth  S ta r  B o ro u g h  
co m p e tin g  largely  w ith  m in in g  a n d  co n stru c tio n  jo b s . For the m o st part, th ese  a re  a lso  h ig h - 
w age jo b s  w ith  a payroll in the F a irb an k s  N orth  S ta r B orough o f  o v e r $ 9 .4  m illion  in 1994.* 
W ag es in the  petro leu m  re fin e ry  a n d  tran sp o rta tio n  sec to r averaged  $ 7 2 ,6 7 7  o r m o re  th an  tw ice 
the F a irb an k s N orth  Star B o ro u g h  average . In com e spen t by w orkers in th is  se c to r  c o n trib u te s  
to an  e m p lo y m en t m u ltip lie r o f  o v e r  2 .5 , i.e., fo r every  jo b  at M A P C O ’s N o rth  P o le  re fin e ry  2.5 
jo b s  are c re a ted  in the w ider F a r ib a n k s  N orth  S ta r B orough  econom y.
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IV . In - S ta te  B e n e f it  A n a ly s is

1 Commu ication with Keith Selby. M APCO Alaska Petroleum. Inc. 1/23/98.
* Lee Huskey. 1SER. November 1995. ‘T ab le  2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
Effects." of the "The Petroleum Industry and the Fairbanks Economy" report.
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M A P C O ’s s ta te w id e  m a rk e tin g  and d istrib u tion  o f  p e tro leu m  products activities, to g e th e r w ith  
the refinery , em p lo y s  a  to ta l o f  4 55  peop le  sta tew ide w ith  a payroll (includ ing  ben efits) o f  o v e r
S19.5 m illion  in 1997.9

C o n s u m p t i o n  E f f e c t s

T he m arket fo r c ru d e  oil and  the m arket fo r retail p e tro leu m  products are d iffe ren t m a rk e ts . 
W hile crude  oil is a fa c to r  in the p rod u ction  o f re ta il p ro d u c ts  (like e lec tric ity  and lab o r), it is 
traded  in a d iffe re n t m ark e t. A cco rd in g ly , low er p rice s  o f  c ru de  w ill not necessarily  t ra n s fe r  
im m edia te ly  to a lo w e r p rice  fo r retail p roducts. W h o le sa le  p roduct prices can  m o v e  
ind epend en tly  o f  A N S  c ru d e  p r ic e s10 because  o f  the o th e r  factors. T h ese  o ther fac to rs in c lu d e  
such in flu ences as re fin e ry  o u tag es , chan g ing  g aso lin e  sp ec ifica tio n s , gasoline irv e n to ry  le v e ls , 
the p rev ious m o n th ’s w h o le sa le  p rice , and o th er energy  m a rk e t effects.

A s w ith o th e r in -sta te  re fin e rs , the p resence  o f M A P C O  in the state provides c o m p e titio n  to  
o u tside  fuel se lle rs  w ho  im p o rt p ro d u cts  to A laska . C a lifo rn ia  supp liers can ca p tu re  th e  
d iffe rence  in sta te  h ig h w ay  g aso lin e  taxes o f  22 cen ts  p e r g a llon  betw een m arkets in A la sk a  a n d  
C alifo rn ia . F o r W a sh in g to n , the d iffe ren ce  is 15 cen ts . A ll o ther th ings being eq u a l, th is  
d iffe rence  in g o v e rn m en t tak e  p ro v id es  a business o p p o rtu n ity  fo r outside suppliers to sell g as  in 
A laska. T h e  p re sen ce  o f  local su p p lie rs  o f  retail p ro d u c ts  in com petition  w ith  im p o rte d  
petro leu m  p ro d u cts  adds p rice  co m p e titio n  to the retail m ark e t. In the sam e m anner, im p o rte d  
p roducts o ffe r c o m p e titio n  to local su pp lie rs .

T he p resence  o f M A P C O ’s N orth  Foie refinery  as a local p roduct supp lier w ith  lo w e r 
tran sp o rta tio n  co s t to m a rk e ts  an d  situated  nex t to a c ru de  oil p ipeline p ro v id es p rice  
co m p e titio n  to im p o rted  p e tro leu m  p rod u cts. M A P C O ’s h ea lth y  m arket share o f the  g a s o lin e  
and  je t  fuel trade  in d ic a tes  th a t im po rted  p roducts se lle rs  m u st con sider M A P C O ’s p ric e  in 
se tting  th e ir ow n .

T w o inv estig a tio n s c o n d u c te d  in the  m id -1 9 8 0 ’s by the  A lask a  A ttorney  G en e ra l’s o ff ic e  
supports the  im p o rta n t ro le  o f  co m p e titio n  in the level o f in -sta te  gasoline p rice s .11 B oth  s tu d ie s  
report that h ig h e r p ro fit m a rg in s  s tem  from  w eak  c o m p e titio n . In 1985, only one  in -s ta te  
refinery  p ro d u ce d  m o to r  g aso lin e  th ro u g h o u t the en tire  c a le n d a r year. T h at refiner e n jo y ed  a 
decrease  in its p rice  fo r m o s t o f  its c ru d e  feedstock  w h ile  w ho lesa le  p rices w ere increased  by  an 
average o f  6 .5  cen ts  p e r g a llo n .12 T h e  A ttorney  G e n e ra l’s rep o rt concluded , ” .. .  the re f in e r ie s  
are ch arg in g  m o re  fo r  re fin ed  g aso lin e , even  though  they  are pay ing  less for the c ru d e  o il th ey  
use to m ak e  the  g a so lin e .” W ith  o n ly  one  re finer p ro d u c in g  g aso lin e  for the entire c a le n d a r  y ea r, 
there  w as little  c o m p e titiv e  p re ssu re  to reduce  w ho lesa le  p rices at a tim e w hen their la rg e s t c o s t 
input, the p rice  o f  c ru d e  fe e d s to ck , d ecreased . M A P C O  began  refin ing  m otor gaso lin e  in  the  
last q u a rte r o f  1985 and  h as p ro v id e d  co m p e titio n  in tha t m arke t.

9 Communication with Keith Selby, M APCO Alaska Petroleum Inc.. Anchorage, Alaska 1/26/98.
10 W illiam  W . W ade and Robert R . T rout. ,'Carb Gas Phase-In P rice Spike: C o llu s ion  o r M atte l E ffects?" 1997
11 Memo to M. Mike Miller, Chairm an, House Judiciary Committee from Attorney General Norman C. Gorsuch. RE: 
Southeast Alaska Gasoline Price Investigation. May 13, 1985. Fairbanks Gasoline Report. February. 1986. An attachm ent to a 
memorandum to Governor Bill Sheffield from Attorney Genera) Harold M. Brown. March II . 1986.
12 Fairbanks Gasoline Reran, page n .



T h is  co m p etitio n  in the in -sta te  g a so lin e  sales m arket, along w ith  o th e r  se lle rs , p ro v id es  a 
dam pen? ig  effect on prices. T h e  e ffe c t o f m arket com petition  on p rices  rep o rted  in the 1985 
A tto rn ey  G en e ra l’s report expl; ; ns th a t "T he  ...p rice  d ifference [b e tw een  w h o le sa le  p rices  in 
A n c h o ra g e  and S ou theast A lask a] ap p ears  to  be due i>. a very low  level o f  c o m p e titio n  betw een  
w h o lesa le rs  in S ou theast A lask a , w h ich  perm its h igher profit m a rg in s .’’13 In so fa r as sta te  
re fin e rie s  and p roduct w h o lesa le rs  can  com pete , the consum er can e n jo y  lo w e r p rices than 
w o u ld  be the case if com petition  d id  n o t ex ist.

S o c ia l Im p a c ts

M A P C O  paid  60  percen t o f the  p ro p e rty  tax  revenues collec ted  in 1996 by  th e  C ity  o f  N orth  
P o le . U ntil 1997. w hen the Ft. K n o x  G old  M ine cam e on line. M A P C O ’s N o rth  P o le  re fin ery  
had  th e  h ighest property  a sse ssm e n t in the Fairbanks N orth S tar B o ro u g h  a t S94 m illio n .1-1 
M A P C O ’s tax con tribu tion  w ill g ro w  as a  result o f  the refinery e x p a n s io n . N o  in c rem en ta l 
e ffe c ts  on land use, im pacts on the  local social in frastructu re , i.e., sc h o o ls , p u b lic  safe ty , ro ads, 
and  o th e r  governm en t serv ices, a re  an tic ip a te d  as a result o f  this sale.

E f f e c t  o f  R e f i n e r y  E x p a n s i o n

M A P C O ’s N orth Pole refinery  is the largest refinery  by volum e in th e  sta te . A lm o st h a lf o f 
M A P C O ’s business is je t-fu e l s a le : ,  and  the com pany  has about h a lf th e  m ark e t at A n ch o rag e  
In terna tio n a! A irport w hich eq u a ls  app ro x im ate ly  861 .000  gallons p er d a y  in 1997. M A P C O ’s 
g ro w th  is being  driven by the ra p id  ex p an sio n  (about a 43%  grow th  ra te  from  1995 lev e ls), o f  
je t- fu e l sa les in A nchorage as th e  g ro w th  in international air-cargo tra ffic  c o n tin u e s . A ll o f  the 
a d d itio n a l je t  fuel p roduction  d u e  to  the refinery  expansion  is p ro je c te d  to  su p p la n t fo re ign  
im p o rts  o f  je t  fuel. Including p u rc h a se d  volum es, M A P C O  supplies a p p ro x im a te ly  39%  o f  the 
j e t  fu e l u sed  in A laska. M A P C O ’s 1996 je t  fuel p roduction  was 2 2 ,0 0 0  b arre ls  p e r day  o r
9 2 4 ,0 0 0  gallons per d ay .15

Je t-fu e l d e m c td  in A laska has b een  g ro w in g  at 7 to 8 percent a y ea r and  a t lea s t 4 p ercen t 
g ro w th  is ex p ec ted  over the n e x t few  y e a rs .16 T o ta l A laska je t-fue l d em an d  is ab o u t 5 5 ,0 0 0  
b arre ls  p e r day, w ith all but 1 4 ,0 0 0  to 15,000 barrels o f that su p p lie d  by th e  fo u r A lask a  
re fin e rie s , m ostly  by M A P C O . O v e r  80%  o f  N orth Pole refinery’s p ro d u c tio n  is c o n su m e d  in 
the  s ta te  o f  A laska. M A P C O  m a rk e ts  m ore  than 40 ,0 0 0  barrels p e r  day  o f  th ese  re fin ed  
p ro d u c ts  to A laska , W estern  C a n a d a  and  the Pacific  R im . M A P C O  p ro c e sse s  o n ly  A lask a  
N o rth  S lo p e  crude oil. In ad d itio n , the  refinery  m arkets 64%  o f its g a so lin e  p ro d u c tio n  th rou gh  
M A P C O  E xpress stores in A lask a .

M A P C O  estim ates  that its re te n tio n  ( i.e . oil taken from  T A PS at the N o rth  P o le  re fin e ry  b u t not 
re tu rn e d  to the p ipeline) w ill b e  a p p ro x im a te ly  45 ,000  barrels p er day . In  fu tu re  y ears  M A P C O  
w ill re ta in  app ro x im ate ly  6 4 ,0 0 0  b a rre ls  p e r day  to p roduce M A P C O ’s produce sla te . S e e  T a b le

15

IJ M emo to M. M ike M ille r, page 2.
14 Lee Huskey, ISER . November 1995. 'T a b le  2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
E ffects," o f  the “ the Petroleum Industry and the Fairbank' Economy" repor..
,s Communication with Keith Selby, M A PC O  A laska Petroleum Inc.. Anchorage. Alaska 1/23/98.
14 1996 M A PCO  Petroleum Inc. Annual Report.



6 and  F igure 2 titled  “N orth  P o le  R efin e ry  T otal R eten tion  and  State R o y a lty  V o lu m e s” for the 
am o u n ts  by year. F o r  ev e ry  barre l o f oil that M A P C O  re ta ins in its re fin ery , M A P C O  returns 
tw o  barre ls o f re s id u a l oil to the T A P S . (See T able  6 and F igure 3 titled  “ M A P C O ’s P rojected  
P rod uc t S la te -’ for th e  types and  p e rcen tag es  o f  refined p roducts). A fter th e  1998 e x p an sio n , the 
m ax im u m  cru de  d is tilla tio n  cap a c ity  o r p rocessing  capacity  o f the N orth  P o le  re fin ery  will rise 
to 2 1 0 ,0 0 0  barre ls p e r  day.

16

Q u ality  B ank

M A P C O ’s ex p a n s io n  w ill in c re a se  its re turn  flow  by 63 ,000  barre ls  to a to ta l o f 159 ,000  barrels 
p er d a y .17 T h is in c re a se d  re tu rn  flow  to the p ipeline  d eg rades the c ru d e  o il s tre a m . M A PC O  
co m p en sa tes  for th is  d eg rad a tio n  by m ak ing  increased  paym ents to the T A P S  Q u a lity  B ank.

A ny effec t on A N S  c ru d e  p rice  due to increased  deg radation  o f  the  p ip e lin e  stream  is 
c o m p en sa ted  by the Q u a lity  B ank . T h e  quality  bank  m ethodo logy , th eo re tica lly , eq u a liz e s  value 
betw een  crude s tre a m s by b illin g  re la tive ly  lesser value stream s and c o m p e n sa tin g  rela tively  
h ig h er value ones.

E n v i r o n m e n t a l  I m p a c t s

A ir q u a lity  issues: M A P C O  h as m ade tim ely  a app lica tion  and c o m p lie d  w ith  all perm it
req u irem en ts  req u ired  u n d e r T itle  V o f the federal C lean  A ir A ct a m en d m en ts  o f  1990 and 1993 
sta te  leg is la tion  u n d e r w h ich  A la sk a  w as delegated  au thority . M A P C O  is in c o m p lia n c e  w ith 
tne ap p licab le  a ir q u a lity  reg u la tio n s  and  A laska  D ep artm en t o f E n v iro n m en ta l C on serv a tio n  
(A D E C ) o ffic ia ls  e x p re sse d  no  p ro b lem s w ith the re fin ery .18

In du stria l w as tew ate r issues: M A P C O  runs its treated  d isch arges th rou gh  filte rs  then  into the 
N orth  P o le  W a s te w a te r S y stem . T h is  is done under the au th o rity  o f  a  p re tre a tm e n t perm it. 
M A P C O  sends m o n ito rin g  in fo rm atio n  to A D EC  through quarte rly  rep o rts . M A P C O  is in 
co m p lia n c e  w ith  the  a p p lic a b le  w as te w a te r re g u la tio n s .19

C o n tam in a ted  s ite  issu e: M A P C O  has an  ongo ing  g rou n dw ater rem ed ia tio n  p ro g ra m  and  is still 
c lea n in g  co n tam in a n ts  fro m  th e  aqu ife r. A D E C  reports that M A P C O  is fu lfilling  its 
re sp o n sib ility  and  o p e ra tin g  p ro p e rly  u n d er the app ropria te  perm its. W h e n  a sk ed , A D EC  
resp o n d ed  tha t i f  th e  re fin ery  c e ased  o p era tio n  and d isco n tinu ed  the re m e d ia tio n  p rogram , it 
w o u ld  be  a d e trim e n t to th e  e n v iro n m e n t as natural deg radation  o f re m a in in g  con tam in an ts  
w o u ld  b e  very s lo w .20 H o w ev er, ev e n  if  th e  refinery  abrup tly  ceased  o p e ra tio n s , M A P C O  w ould  
rem ain  liab le  as an  o p e ra to r  o r  o w n e r  fo r any con tam in a tio n  that has o cc u rre d  as a resu lt o f 
re fin ery  o p e ra tio n s .21

17 Communication with Keith  Selby at M A PC O , Anchorage, A laska 12/3/97.
11 Communication with Jack Coutts, A laska Department o f  Environmental Conservation, 12/18/97.
19 Communication with T im  W ingener, A laska Department o f  Environmental Conservation. 12 /18/97.
M Communication with Doug Bauer. A laska Department o f  Environmental Conservation. 12/19/97.
21 Communication with M ary Lundquisi, A laska A ttorney General's O ffice. 1/22/98.



TABLE 6

Table 6: Mapco's Projected Product Slate {Percent of Total Refinery Throughput)

Gasoline Blendstock
Gasoline
Jet Fuel
Diesel
Heavy Atm. Gas Oii 
Asphalt

1994
3

• 41 I
54 
■ 9 
5 
2

1995
13
12
52
19
2
2

1996
15
12
50
17
4
2

1997
15
11
50
18
5
1

1998
13
14 
49 
18
5
1

1999-2003
9

10
57
19
4
1Total 100 100 100 100 100 100

MAPCO Refinery Retention (barrels per day)

Total Retention 38.000 42.000 46,000 44,000 45,000 64,000State Royalty Volume 35.000 35,000 35,000 35,000 45,000 57,000
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F i g u r e  2 :  N o r t h  P o l e  R e f i n e r y  T o t a l  R e t e n t i o n  a n d  
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F IG U R E  3 : M a p c o ’s  P r o j e c t e d  P r o d u c t  S la te
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V .  F i n d i n g s  a n d  D e t e r m i n a t i o n

In any d isp o s itio n  o f  R IK , the c o m m iss io n e r m ust co n c lu d e  that the best in terest o f  th e  s ta te  will 
be se rv ed  by a n o n -co m p e titiv e  saJe (AS 3 8 .0 5 .1 8 3 (a )), and that, the n o n -c o m p e titiv e  sa le  o f 
RJK w ill be aw ard ed  to the p ro sp ec tiv e  buyer w hose proposal o ffers m ax im u m  b en e fits  to  the 
c itizen s o f  the  s ta te  (A S 3 8 .0 5 .18 3 (e )). T h e  co m m issio n e r considered  the c rite ria  lis ted  in AS 
3 8 .0 5 .1 8 3 (e ) and  A S 3 8 .0 6 .07 0 (a ). T h e  c rite ria  listed  in A S 38 .05 .183(e) are: (1) th e  c a sh  value 
o ffered ; (2) the  p ro je c te d  e ffec ts  o f  the  sale, ex ch an g e  o r o ther d isposal on the e c o n o m y  o f  the 
state; (3) the p ro je c te d  b enefits  o f  refin ing  o r p rocessing  the oil in the sta te ; (4) the  a b ility  o f  the 
p ro sp ec tiv e  b u y e r to p rov ide  re fin ed  p rod u cts  o r by-p ro du cts for d is trib u tion  and  sa le  in th e  state 
w ith p rice  o r  su p p ly  benefits  to the c itizen s o f  the sta te ; and (5) the  criteria, lis ted  in AS 
3 8 .0 6 .0 7 0 (a ). T h ese  are the sam e c rite ria  th a t are to Se considered  by the R oyalty  B o ard  in its 
rev iew  o f  the  sa le . T h e  c rite ria  lis ted  in AS 3 8 .0 6 .07 0 (a ) are: (1) the revenue n eed s an d  fiscal 
con d itio n  o f  the s ta te ; (2 ) the local and reg ional requ irem en ts for p e tro leu m  p ro d u c ts ; (3) the 
d es irab ility  o f  lo ca lized  cap ita l inv estm en t, increased  payroll, and secon dary  d ev e lo p m e n t 
effects; (4) the  so c ia l im pacts o f  the sale; (5) the additional costs to the s ta te  and  local 
g o v ern m en ts  c au sed  by the d ev e lo p m en t re la ted  to the transaction : (6) the local a n d  reg io na l 
labor m ark e t; (7 ) en v iro n m en ta l e ffec ts; and  (8) the im pact on ex isting  p riva te  c o m m erc ia l 
en te rp rise s  and  in v e s tm e n t p a t te n s .  T he c o m m iss io n e r also co n sid e red  c c m m e n ts  fro m  the 
pub lic  rece iv ed  d u rin g  the  30-day  pub lic  notice period.

T he ap p licab le  s ta tu tes  and  reg u la tio ns are inc lud ed  in A ppend ix  B.

C o m p e t i t i v e  B i d d i n g  i s  W a i v e d

As c o m m iss io n e r  o f  the D ep artm en t o f  N atural R esou rces, I have d e te rm in ed  in a c co rd a n c e  w ith 
AS 3 8 .0 5 .1 8 3 (a ) and  11 A A C  0 3 .0 3 0  that the  best in te rest o f the state  m ay be se rv ed  by a  sale 
w ithou t c o m p e titiv e  b idding . T h e  s ta te  is c u rren tly  se lling  71 percen t o f  its P B U  ro ya lty  oil 
under M A P C O ’s long  term  and  o ne-y ear co n trac ts  and T eso ro ’s th ree-y ear co n trac t. In 1999. 
T e so ro ’s th ree -y e a r and  M A P C O ’s o ne-y ear co n trac ts  expire .

By 1999, M A P C O  w ill pu rch ase  ap p ro x im ate ly  60  p ercen t o f A NS royalty  oil u n d e r  its 25 year 
co n trac t an d  th e  p ro p o sed  con trac t. T h e  sta te  w ill retain  4 0  percent o f  its royalty , ap p ro x im a te ly
6 5 ,0 0 0  b arre ls  p e r d ay  fo r fu tu re  P JK  d isp o sitio n s . T eso ro  indicated v erb a lly  to the  d e p a rtm e n t 
an in te re s t in a n ew  one-y ear c o n tra c t b eg inn in g  in 1999.22 The state  w ill re ta in  e n o u g h  royalty  
oil to m e e t th e  n ee d s  o f o th e r R IK  p u rch asers  even w ith  the p roposed  con trac t.

A  cop y  o f  th e  P re lim in a ry  F in d in g  and  D ete rm in a tio n  w as delivered  to the  A la sk a  R o y a lty  Oil 
and G as D e v e lo p m e n t B oard  as n o tif ica tio n  u n d er 11 A A C  03.040 that c o m p e titiv e  b id d in g  has 
been w aiv ed .

22 Communication wiih Ipe Chako, Tesoro A laska Petroleum  Company. December 12. 1997.



T he Sale is in the Best In terest of the S tate

In acco rdance  w ith  AS 3 8 .0 5 .1 8 2  and AS 38.05 .183 , I fin d  th a t tak in g  R IK  oil and se llin g  by 
non-com petitive  b id  to M A P C O  fo r use at the N orth  P o le  re fin ery  is in the best in terests o f  the 
state. The p roposed  R IK  c o n tra c t m eets the fo llow ing  c r ite r ia  as se t o u t in AS 38 .0 5 .18 3 (e).

1. T he cash  value  o f fe re d : T h e  REK price o ffe red  u n d e r the  p ro p o sed  co n tra c t exceeds the 
royalty  v alu e  o f  R IV  by  S. 15 per barrel. T h ere fo re , the  req u irem en ts  o f  AS 
3 8 .0 5 .1 8 3 (c ) and 11 A A C  03 .010(b) a re  sa tis fied . F u rth erm o re , the sa les p rice  
sa tisfies th e  d e fin itio n  o f  “ m arket con d itio n s"  in 1 1 A A C  0 3 .0 2 4 (1 ) an d  (3).

2. T he p ro jec ted  e ffec ts  o f  the sale, exch an g e  o r o th e r  d isp o sa l on the  eco n o m y  o f  the 
state: T h e  p ro jec ted  e ffe c ts  o f  t b : sale to M A P C O  on  th e  econ om y  o f  the sta te  are 
expected  to  be p o s itiv e . T he people o f the s ta te  w ill b en efit from  th e  p ro p o sed  sa le  to 
the ex ten t th a t b en e fits  o f  th is sale can be tran s la ted  into  jo b s , taxes, and  m ore v ig orou s 
re fin ed -p ro du c ts  c o m p e titio n .

3. The p ro jec ted  b en efits  o f  refin ing  o r p rocessin g  the  oil in the s ta te : T h e  p resence  o f  
M A P C O 's  N orth  P o le  refinery  as a local p ro d u ct su p p lie r  w ith low er tran sp o rta tio n  
cost to m arke ts and  s itu a ted  next to a cru de  oil p ip e lin e  p ro v id es p rice  co m p etitio n  to 
im ported  p e tro leu m  p ro d u c ts . The co n su m er m ay e n jo y  low er g aso lin e  prices than  
w ould  be the  case  if  co m p etitio n  did not ex is t b ecau se  M A P C O , o th e r re fin eries and  
p rod u ct w h o lesa le rs  c o m p e te  for a share o f  the g aso lin e  sa les  m arket.

4. T he ab ility  o f the p ro sp ec tiv e  buyer to p rov ide  re fin ed  p rod u cts  fo r d is trib u tio n  and  
sa le in the state w ith  p rice  o r supply  b enefits  to the  c itiz en s  o f  the sta te : M A P C O ’s 
N orth  P o le  re finery  is the  largest refinery  by v o lu m e  in the sta te . It has been in 
business in A lask a  s in c e  the late 19 7 0 ’s, and  p ro v id es  a 5 0  percen t sh a re  o f  the local 
m arket fo r d iese l fu e ls , je t  fuels ana gaso lines.

5. T he c rite r ia  lis ted  in A S 38 .060 .070(a): See d iscu ss io n  below .

In add ition , I find th a t the sa le  o ffe rs  m ax im um  b en efits  to the  c itiz en s  o f A laska . T h e  p ro p o sed  
sale m eets the fo llo w in g  c rite r ia :

1. T h e  rev en u e  needs a n d  fiscal condition  o f the sta te : T h e  s ta te  d ep en d s on  oil revenue  
and w ill co n tin u e  to d e p e n d  on oil revenues in the  fu ture . T h e  p rice  term  o f  the sa le  
p ro tects th e  sta te 's  in te re s t by ensuring  that rev en u es  from  th is sa le  w ill exceed  the  in ­
value a lte rn a tiv e . (A S 3 8 .0 6 .07 0 (a)(1 ))

2. T he local and  re g io n a l requirem en ts for p e tro leu m  p ro d u cts: T h e re  are  local and  
reg ional ec o n o m ic  b en e fits  to  be derived  from  th e  c o n tin u e d  o p era tio n  a n d  ex p an sio n  
o f  the N o rth  Po le  re fin e ry . W hile the p ro p o sed  c o n tra c t m ay in c rease  the  fin an c ia l 
v iab ility  o f  the re fin e ry , the ex ten t to w h ich  th ese  b en e fits  can  be  asc ribed  to the 
p roposed  c o n tra c t c a n n o t be predicted . As d esc rib e d  ab o v e , M A P C O  is an  im p o rtan t



c o m p e tito r  in the m ark e t o f re fin ed  p e tro lt  1m products. V igorous c o m p e titio n  in fuel 
sa les in the  s ta te  m ay p rov ide  fo r lo w e r c o n sa m e r p roduct prices. (A S  3 8 .0 6 .0 7 0 (a )(2 ))

3. T h e  d e s ira b ility  o f localized  cap ita l investm ent, increased  payro ll, an d  secondary  
d e v e lo p m e n t e ffe c ts : T o  the e x te n t tha t the sa le  helps p rov ide  a c o n sis ten t and 
e c o n o m ic  su p p ly  o f  crude oil to  the refinery , the sale w ill c o n trib u te  to ongoing  
e c o n o m ic  s tab ility  in the F a irb an k s  N orth  S tar region and m a in ta in  a healthy 
c o m p e tito r  in the in -sta te  m ark e t fo r  refined  petro leum  p rod u cts . M A P C O  is 
u n d e r ta k in g  a  S70  m illion  ex p an sio n  p ro g ram  at the refinery. D uring  the construction  
p e rio d  o f  th e  re finery  exp ansio n , the re  w ill be short-term  eco n o m ic  b en e fits  o f jo b s  
a n d  sa la r ie s . In add ition , M A P C O  w ill add  17 perm anen t jo b s  to the loca l econom y. 
(A S  3 8 .0 6 .0 7 0 (a )(3 ))

4. T h e  so c ia l im pac ts  o f  the sale: B oth  the '.-airbanks N orth  S ta r B o ro u g h  and  the state 
re c e iv e  rev en u es  from  M A P C O  as p rop erty  taxes and corpo ra te  in c o m e  and  excise 
tax e s . M A P C O  co n trib u tes S94 m illion  to the local p roperty  tax b ase. W ith  the 
p la n n e d  e x p a n s io n  o f the refinery , this con tribu tio n  will grow . (A S 3 8 .0 6 .0 7 0 (a )(4 ))

5. T h e  a d d itio n a l costs  to the sta te  and local governm ents caused  bv the developm ent 
re la ted  to  the  transac tion : A dd ition a l co s ts  incurred by the sta te  and local governm en ts 
as  a re su lt o f  th is transac tion  w ill be m ino r. T he refinery  exp ansio n  w ill em ploy  m ore 
p eo p le  w ho  w ill require  social and  ed u ca tio n  serv ices and the D iv is io n  o f  O il and G as 
w ill in c u r ad d itio n a l ad m in is tra tiv e  exp enses , (AS 38 .06 .070(a)(5 ))

6. T h e  local an d  reg ional labo r m arket: M A P C O  provides d irec t jo b s  to 120 people in 
th e  c ity  o f  N orth  P o le  and  35 p eo p le  in A nchorage for their N o rth  P o ie  refinery 
o p e ra tio n s  an d  an o th e r 3 00  p eo p le  s ta tew id e . It is num ber ten o f  the top -ten  private 
se c to r  e m p lo y e rs  in the F a irbanks N orth  S ta r region. (A S 3 8 .0 6 .07 0 (a)(6 ))

7. E n v iro n m e n ta l effects: A ny en v iro n m e n ta l effects will resu lt from  the  con tinued  
o p e ra tio n  an d  exp ansio n  o f  the N orth  P o le  refinery, not from  the p ro p o sed  sale. The 
sa le  by  its e lf  w ill have no in crem en ta l e ffec t. (A S 38 .06 .070(a)(7 ))

8. Im p ac t on  ex is tin g  p riva te  co m m e rc ia l en terp rises and in v estm en t p atterns: Any 
im p a c ts  on ex is tin g  Drivate c o m m e rc ia l en te rp rises and in v estm en t p a tte rn s could 
re su lt fro m  m o re  com petition  in the  p rod u ct m arket and lov .er p rices fo r products 
m ig h t re su lt fro m  th is  c o m p e titio n . (A S 3 8 .06 .070(a)(8 ))
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C r i te r ia  W eig h ts

A cc o rd in g  to  11 A A C  0 3 .0 6 0 (b ), "In c o n s id e rin g  the c rite ria  describ ed  in A S 3 8 .0 5 .1 8 3 (e ), the 
C o m m iss io n e r  s ta te d  w h ich  c rite r ia  a p p lie d  to the  p rop o sed  d isposition  and d isc u sse d  the w eight 
g iven  to  th e  a p p lic a b le  c rite r ia  in d e te rm in in g  the  m ax im u m  benefit to  the sta te ...."



: o
[n m ak ing  th is fin d in g , the d ep artm en t first d e te rm in ed  tha t the s ta te  w ou ld  not low er the total 
oii rev en u e, in c lu d in g  royalties and severance taxes, d u e  the s ta te  by m ak in g  a  d isp o sa l to 
M A P C O . T h e  d e p a rtm e n t n ex t exam in ed  the c rite ria  to d e te rm in e  th a t the sta te  w o u ld  n o t create 
any  u n accep tab le  so c ia l o r env ironm en ta l im pacts. F inally , the d ep a rtm e n t lo o k ed  at w h e th e r the 
d isp o sa l c o n trib u te d  to co m petition  in the in-state  re fin in g  ind u s try  and  the e x te n t to w hich  that 
w o u ld  lead  to lo w e r p ro d u ct prices.

R o y a lty  B o a rd

T h e p re lim in a ry  fin d in g  and  determ ination  w as su bm itted  to the  R oy alty  B o ard  in  com plian ce  
w ith  AS 3 8 .0 5 .1 8 3 (c ) w hich  prov ides that the co m m iss io n e r m ay  n o t w aive  c o m p e titiv e  b idding  
o f  th is sa le  o f  R IK  u n le ss  p rior w ritten notice is g iven  to the b oard . U n d er A S 3 8 .0 6 .0 7 0 (c ) the 
R oyalty  B o a rd  w ill m ak e  a full report to the leg isla tu re  on each  c rite r io n  se t o u t in AS 
3 8 .0 6 .0 7 0 (a ) and  (b) fo r any d isposition  o f royalty  oil tha t req u ires  leg is la tiv e  ap p ro v a l. The 
R oyalty  B o a rd ’s re p o rt w ill be subm itted  for leg islative  rev iew  at the  tim e a b ill fo r leg isla tive  
app ro val o f  th is p ro p o se d  royalty  oil contract is in tro du ced  in the leg isla tu re .

L e g is la tiv e  A p p ro v a l

A cco rd in g  to A S 3 8 .0 6 .0 5 5 (c ) the com m ission er may not renew  the  cu rren t o n e -y ear con tract 
w ith  M A P C O  w ith o u t the p rio r approval o f the leg islatu re . B y s ta tu te , the R oy alty  B oard 
rev iew ed  th is sa le  and  a w ritten  recom m endation  w ill be su b m itted  to acco m p an y  a bill 
in tro d u ced  in the leg is la tu re  to approve the sale (A S 38.06 .050).

C o n c lu s io n

U nd er the  term s o f  the  p roposed  con tract, the  sta te  rece iv es a  fa ir value  fo r the royalty  oil, 
p ro m o te  irt-state p ro cessin g , p roduct com petition  and  a tten d an t ben efits . T h e  s ta te  w ill retain 
en o u g h  royalty' o il to m ee t the needs o f o th er RJK  p u rch asers  even  w ith  the p ro p o sed  con tract. 
T h e  p rice  te rm s are sa tis fac to ry , and the sale to M A P C O  o ffers e co n o m ic  b en e fits  to A laska 
c itizen s.

T h e  fo reg o in g  fac ts  and  analysis support the fin d ing  that th is sa le  is in the b es t in te re s t o f  the 
s ta te  and  o ffe rs  m a x im u m  benefits  to A laska c itizens.

D ate



Appendix A: Summary of Previous North Slope Royalty Oil Sales

V o lu m es . B eg inn ing  in N o v em b e r 1979 and co n tin u in g  to the  p resen t, the sta te  has d e liv e re d  
N orth  S lope RDC to fo u rteen  com panies in tw en ty  n eg o tia ted  c o n trac ts , tw o c o m p e titiv e  sa les , 
and one q u asi-co m p e titiv e  sale. By D ecem ber 1997, the s ta te  d e liv e red  over 529 m illio n  b a rre ls  
o r apD roxim ately  50  p e rce n t o f  its N orth  S lope royalty  cruuv.. oil th rou gh  these co n tracts .

N eg o tia ted  royalty  oil sa les  are defined  as d isp o s itio n s  o f  ro ya lty  oil w here a d e te rm in a tio n  h as 
been  m ade that the b es t in te rest o f the sta te  d oes n o t req u ire  co m p etitiv e  b idd ing  o r tha t no 
co m p etitio n  ex ists. In ev e ry  case  the negotiated  co n trac ts  w ere  fo r sa les o f  royalty  o il to  in -s ta te  
refiners.

T he sta te  negotia tes w ith  a co m p an y  the quan tity , p rice  and  o th e r term s o f  a sh o rt o r lo n g -te rm  
nego tia ted  royalty  oil sa le . S h o rt-te rm  negotiated  royalty  oil sa les  are one year o r less and  do  n o t 
req u ire  leg islative ap p ro v a l. L o ng -term  nego tia ted  royalty  oil sa les  are longer than o n e -y e a r and  
leg isla tive  approval is req u ired  before the royalty  o il co n trac t beco m es effective.

F ig u re  A -l show s the a m o u n t o f royalty  oil so ld  to these  c o m p an ies  since the N orth  S lo p e  
p rod u ction  began. T h e  g raph  ind icates that the am o u n t o f  oil so ld  to each  com pany  has v aried  
o v er the years. T eso ro  a n d  M A P C O  have been the s ta te ’s tw o  m o st con sis ten t custo m ers.

U nd er various co n trac ts  th rou gh  the 1980’s T eso ro  took  ap p ro x im a te ly  218.8  m illion  b a rre ls  o f  
RDC.23 T he b iggest o f  th o se  co n trac ts  was a 10-year ag reem en t tha t te rm ina ted  in 1994. T h e  
c ru d e  oil p u rchased  by T e so ro  is refined  at the  N ik isk i fac ility  (capac ity  72 ,000  barre ls  p e r day). 
T eso ro  signed  a o n e -y ear ro ya lty  oil supply co n tra c t fo r 27 .2%  o r in itia lly  ap p ro x im a te ly  3 8 .0 0 0  
bam els per day  o f the s ta te 's  royalty  oil to begin  d e liv e rie s  a fte r T e so ro ’s long-term  R IK  c o n tra c t 
e x p ired  D ecem ber 31, 1994. W hen  T e so ro ’s o n e-y ear c o n tra c t ex p ired  in D ec e m b e r 1995. 
T eso ro  signed  a th ree -y ea r RDC con tract fo r 30%  o r an in itia l vo lum e o f  ap p ro x im ate ly  3 9 ,0 0 0  
barre ls  per day o f the s ta te ’s royalty  o il. T h is co n tra c t ex p ire s  a t the end  o f D ecem b er 1998.

T he M A P C O  and G o ld en  V alley  E lectric  A sso cia tio n  (G V E A ) p urchases w ere re fin ed  at the 
M .A PCO  refinery  in N o rth  P o le  (capacity  159 ,000  barre ls p er day). M A P C O  has th e  lo n g e s t 
ru nn ing  co n trac t fo r A N S  R IK . D eliveries u n d e r its lo n g -te rm  co n trac t began  in N o v e m b e r  1979 
fo r 3 5 ,0 0 0  barrels p e r day . T h is  co n trac t w ill n o t ex p ire  u n til D ecem b er 2003. In D e c e m b e r 
1997, M A P C O  w as is su e d  a o n e-y ear R IK  c o n tra c t fo r 13,000 b arre ls  per day. T h is  c o n tra c t 
e x p ire s  at the en d  o f  N o v e m b e r 1998. T o  date , M A P C O  h as received  ap p ro x im a te ly  205 .8  
m illio n  barrels o f R IK  (in c lu d in g  the G V E A  v o lu m es).

C h e v ro n ’s RDC p u rch ases w ere  re fin ed  at its 18,000 barre ls p e r d ay  p lan t in K enai, w h ich  c e ased  
p ro d u ctio n  in June 1991. T h e  P etro  S ta r’s R IK  w as re fin ed  a t its  14,000 barre ls  p e r d ay  p la n t in 
N orth  Pole. T h e  n ew  P e tro  S ta r  V aldez  R efinery  Jo in t V en tu re  (P etro  S ta r JV ), w ith  a  c a p a c ity  
o f  4 0 ,0 0 0  barrels p e r  d ay , w as to  be fully su p p lie d  w ith  RDC p u rch ased  from  th e  s ta te  fro m  the

1

"Inc ludes Chevron exchange barrels



K u p aru k  R iv e r  U nit (76 .18  p e rce n t o f  the  royalty  sh a ic ). H o w ev er, the con tract lapsed 
a u to m a tic a lly  in D ecem b er 1993 b ecause  P etro  S ta r JV  d id  not take any  ro ya lty  o il .24

C o m p e tit iv e  and  q uasi-com petic ive  sa les  con tracts  w ere en te red  into  w ith  several com pan ies. In­
s ta te  re fin e r ie s , in c lud in g  T e so ro , re fin ed  so m e o f the e tu d e  p u rc h a se d  in these  sales, and  som e 
w as e x p o r te d  from  A lask a . T h e  A lp e tco  p urchases w ere exported .

C o m p e tit iv e  royalty  o il sa les a re  w h ere  the s ta te  so ld  royalty  oil in p re d e te rm in e d  barrel lo ts for 
o n e -y e a r  o r  less th rou gh  c o m p e titiv e  b id . In these sales the buyers b id  a  f ix e d  p er barrel p rice for 
the o il  th a t e q u a led  o r ex c e e d e d  the  s ta te ’s vo lum e w eigh ted  average o f  th e  le s se e s ’ reported  RTV 
p rices . In -s ta te  p riority  p re fe ren ces  are  u su a lly  included  as a p ro v is io n  o f  co m p e titiv e  royalty  oil 
sa les .

In th e  q u a s i-c o m p e titiv e  sale the s ta te ’s royalty  oil was so ld  i:i p re d e te rm in e d  barrel lots for less 
th an  one  y ea r th rou gh  c o m p e titiv e  b id  using  negotia ted  sale p ro ced u res . T h e  q uasi-com petitive  
ro ya lty  oil sale  called  fo r in te re s ted  parties to subm it price bids to a s ta n d a rd  fo rm  contract. The 
m in im u m  b id  p e r barrel eq u a le d  o r ex ceed ed  the s ta te ’s vo lum e w e ig h te d  averag e  o f the le s se e s ’ 
re p o rte d  R IV  p rices. T h e  se lec tio n  o f  p u rch ase rs  w as based  en tire ly  011 th e  p rem iu m  offered. N o 
in -s ta te  p rio rity  p re fe rences w ere  inc lud ed  as a p a n  o f this sale.

F ig u re  A -2  illu stra tes the to ta l am o u n t o f  A N S royalty  oil p rod u ced  a n d  the am oun t o f tha t oil 
tak en  in -k in d  and  so ld  by the  s ta te . In the early  1980s, a fte r the firs t a n d  seco n d  com petitive  
ro y a lty  o il sa les , the s ta te  so ld  n ea rly  all o f  its royalty  oil in-kind . F ro m  1986 to 1990 the volum e 
o f  o il the  s ta te  so ld  in -k ind  re m a in e d  re la tive ly  constan t. From  1990 th ro u g h  1993 the volum e 
tak en  in -k in d  d ec lin ed  to  a p p ro x im a te ly  26 percen t o f the s ta te 's  N orth  S lo p e  royalty  oil. In 1995 
the  v o lu m e  o f  oil taken  in -k in d  in c reased  by 27 .2%  or 38 ,000  b a n e ls  p e r  d ay  w hen  T eso rc  signed  
a o n e -y e a r  R IK  oil su p p ly  c o n tra c t from  the N orth  S lope that b eg a n  Jan u a ry  1995. A fter 
T e s o ro ’s o n e -y e a r R IK  c o n tra c t e x p ire d  in D ecem ber 1995, T e so ro  b eg an  a  new  three-year 
c o n tra c t fo r 3 0 .0 %  o f  the s ta te ’s ro ya lty  oil from  the N orth  S lo pe . T h is  c o n tra c t exp ires a t the 
e n d  o f  D e c e m b e r 1998. In 1997, the s ta te ’s R IK  oil increased  by 1 1 6 %  o r  13,000 barrels p er day 
w h en  M A P C O  sig n ed  a  o n e -y e a r R IK  oil supp ly  con tract from  the  N o rth  S lo pe  that began in 
D e c e m b e r  1997. As o f  D e c e m b e r  1997, d eliveries o f A N S R IK  are  a p p ro x im a te ly  8 2 :000 barrels 
p er d ay  o r 5 0 .6  p e rcen t o f  th e  s ta te ’s to ta l N o rth  S lope royalty  share.

R e c e n t  D e v e lo p m e n ts . The s ta tu s  o f  the  m o st recent con trac ts  is sh o w n  in  T a b le  A -1. D uring  
the  y ea rs  o f  1990 th rou gh  1994, the s ta te  to o k  less c f  its oil in -k ind  th an  a t any  tim e since the last 
h a lf  o f  1985. B eg in n in g  in  1995 to  th e  p re sen t the s ta te ’s RIK  o il sh a re  inc reased  w ith T eso ro  
s ig n in g  o n e -y e a r and th ree -y e a r R IK  co n trac ts . A t the end  o f  1997, th e  s ta te ’s RDC oil share  
in c re a se d  ag a in  w hen M A P C O  b eg an  tak ing  an add itional 13,000 b pd  u n d e r  a  new  one-year RIK  
c o n tra c t w ith  the s ta te . T h is  o n e -y e a r co n tra c t exp ires N ov em b er 1998. In th e  fu tu re , the s ta te ’s 
R IK  oil sh a re  is likely  to  c o n tin u e  to  in c rease  u n d er the p rop o sed  f iv e -y e a r  co n tra c t to  M A P C O .

"C apacity  figures are taken from Aiaslca Departm ent of N'amral Resources. Historical and Projected Oil and Gas Consumption. 
April 1997.
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Appendix B: AS 38.05.183(t) & (e), AS 38.06.050(c), AS 38.06.055, and AS
38.06.070(a)

A S 3 8 .0 5 .1 8 3 (c ) . If the c o m m issio n e r d e te rm in es  tha t a sale, ex ch an g e  o r o th er d isposal o f  a 
m in e ra l o b ta in e d  by the state as a ro ya lty  u n d e r AS 38 .05 .182  o r o f a right to receive  fu ture 
m in e ra l p ro d u c tio n  under a s ta te  lease  u n d e r th is ch ap te r shall be m ad e  o th erw ise  than  by 
c o m p e tit iv e  b id , and  the A lask a  R oy alty  O il and  G as D ev elo pm en t A dv iso ry  B oard  has been 
n o tif ie d  in  w ritin g  o f that d e te rm in a tio n , the  co m m iss io n e r shai. m ake public  in w riting  the 
sp e c ific  f in d in g s  and  conclusions u po n  w hich  th a t d e te rm in ation  is b a s e d .

A S  3 8 .0 5 .1 8 3 (e ) . W hen a sale, ex c h an g e  o r o th e r  d isp o sa l o f  oil o r gas taken  in k ind  by the sta te  
as its ro y a lty  sh a re , o r a sale, exch an g e  o r o th e r d isp o sa l in w hole o r in part o f a righ t to  receive  
fu tu re  ro y a lty  oil o r  gas, und er a s ta te  lease  u n d e r this ch ap te r is m ade o th e r than by com petitive  
b id , th e  sa le , e x ch an g e  or o th er d isp o sa l shall be  aw arded  by the co m m issio n e r to the p rospec tive  
b u y er w h o se  p rop o sa l offers the m a x im u m  benefits  to  c itizen s o f the sta te . T h e  co m m issio n e r 
sh a ll c o n s id e r:

(1 ) the  cash  value o ffe red ;
(2 ) the  pro jected  effects o f  the  sa le , ex ch an g e  or o th e r d isposal on the econ om y  o f  the 

s ta te ;
(3 ) the  p ro jec ted  benefits o f  re fin in g  o r p rocessin g  the oil o r gas in the state;
(4 ) the  ab ility  o f the p ro sp e c tiv e  b u y er to p rov ide  refined p rod u cts  o r by-p roducts fo r 

d is trib u tio n  and sale  in the s ta te  w ith  p rice  o r supply  benefits to the c itizen s o f the 
s ta te ; and

(5 ) the c rite r ia  listed in A S 3 8 .0 6 .0 7 0 (a ).

A S  3 8 .0 6 .0 5 0 (c ) . C om petitive  b id d in g  in a sa le , ex ch an g e  o r o ther d isp o sitio n  describ ed  in (a) o f 
th is  se c tio n  m ay  n o t be w aived  by  the c o m m iss io n e r o f natural reso urces under A S 38 .05 .183  
un less  p r io r  w ritten  notice o f p ro p o sed  w a iv e r is g iven  to the board.

A S  3 8 .0 6 .0 5 5 . L eg is la tiv e  a p p r o v a l ,  (a) In add ition  to the recom m end atio n  by ie board  
re q u ire d  u n d e r A S 38 .06 .050 , the  c o m m iss io n e r  o f natural resources m ay not en te r into  a sale, 
e x c h a n g e , o r  o th e r  d isposition  o f  o il o r gas o r o f  the righ ts or w aiv er o f  the rig h ts to  rece ive  
fu tu re  p ro d u c tio n  o f  royalty  o il o r gas u i.d e r A S 38 .05 .183  w ithout the  p rior app ro val o f the 
le g is la tu re . T h e  leg islatu re  m ay ap p ro v e  a sa le , exch an g e , o r other d isp o sitio n  o f oil o r  gas o r o f 
th e  r ig h ts  o r  o f  a  w aiv er o f the  rig h ts  to  rece iv e  fu ture  p roduction  o f  royalty  oil o r gas o n ly  by 
e n a c tin g  leg is la tio n , (b) The p ro v is io n s  o f  (a) o f  th is sec tion  do not app ly  to

(1 ) the  sa le , exchange, o r o th e r  d isp o s itio n  o f oil o r gas fo r one year or less if the sa le, 
ex c h an g e , o r o th er d isp o s itio n  is en te red  into  to relieve s to rage  o r m arket co n d itio n s;

(2 ) co n tra c ts  for the  sa le  o f  s ta te -o w n e d  royalty  gas or oil tha t specify  the sale  and 
d e liv e ry  o f  not m ore  than

(A ) 4 0 0  barrels o f  c ru d e  o il p er day;
(B ) 4 6 0  barrels o f  n a tu ra l gas liq u id s p er day; and
(C ) 2 ,400  M c f o f  n a tu ra l gas p e r day.



r

(c) a sa le , e x c h a n g e , o r o th er d isposition  o f oil o r  gas u n d er (b)(1) o f  th is sec tio n  m ay  not be 
c o n tin u ed  a fte r  the  end  o f one  year o r renew ed w ith  the sam e party  w itho u t the  p rio r ap p ro v a l o f 
the leg is la tu re  u n d er (a) o f this section . T his su b sec tio n  does not app ly  to  a seq uen tia l
c o m p e titiv e ly  b id  sa le  o f  oil o r gas m ade w ith the sam e  party  u n d e r (b)( 1) o f  this sec tio n .

AS 3 8 .06 .070 . C r ite r ia , (a) In the exerc ise  o f its p o w ers u n d er AS 3 8 .0 6 .04 0 (a) a n d  3 8 .0 6 .0 5 0  
the b oard  sh a ll c o n s id e r

(1) th e  rev en u e  needs and  pro jec ted  fiscal c o n d itio n  o f  the  state;
(2) th e  e x is ten ce  and ex ten t o f p resent and  p ro jec ted  local and reg ional n eed s fo r o il and 

g as  p ro d u cts  and  by-products, the e ffe c t o f  s ta te  o r federal co m m o d ity  a llo ca tio n  
req u ire m e n ts  w hich  m igh t be app licab le  to those  p roducts and  b y -p ro d u c ts , and  the 
p rio ritie s  am ong  com petin g  needs;

(3) th e  d esirab ility  o f localized  capita l in v estm en t, increased  p ay ro ll, secon dary  
d e v e lo p m e n t and o th e r possib le  effects o f  the sale, exch an g e  o r o th e r d isp o s itio n  o f 
o il and  gas o r both;

(4) th e  p ro jec ted  social im pacts o f  the transac tio n ;
15) th e  p ro jec ted  add itional costs and re sp o n s ib ilitie s  w hich cou ld  be im po sed  on  the

s ta te  and  affected  political su bd iv is ion s by  d ev e lo p m en t related  to the tran sac tio n ;
(6) th e  e x is ten ce  o f  specific  local or reg io na l lab o r o r  con su m p tio n  m ark e ts  o r  both 

w h ic h  sh o u ld  be m et by the transaction ;
(7) th e  p ro jec ted  positive  and negative en v iro n m e n ta l effec ts re la ted  to the transac tio n ; 

an d
(8) th e  p ro jec ted  e ffec ts  o f the p roposed  tran sac tio n  upon  ex isting  p riv a te  co m m erc ia l 

e n te rp rise  and p atterns o f  investm ents.



Appendix C: Comments and Responses on the Preliminary Finding and Draft 
Contract

T h e d ep a rtm e n t sen t e ith e r  a copy  o f  the p re lim in a ry  fin d ing  and d raft co n trac t, o r  a n o tice  
an n o u n cin g  its av a ilab ility  to 2 00 -p erso n  m a ilin g  lis t. In addition , a d v e rtis em en ts  w ere  
p u b lish ed  in the A n ch o rag e  D aily  N ew s. Ju n e a u  E m p ire , Fairbanks D aily  N e w s-M in e r , K enai 
P en in su la  C la rio n  and the  V aldez V anguard .

T h e  d e p a rtm e n t rece iv ed  three le tters a b o u t th e  p ro p o se d  sale. One le tte r  fro m  th e  F a irb a n k s  
C h a m b e r o f  C o m m erce  exp ressed  su p p o rt fo r  th e  sa le , w h ile  another le tte r from  P rin c e  S in g k a  
req u ested  a cop y  o f  the d raft con tract. T h e  las t le t te r  fro m  H al W hitley, o w n er o f  W e t W illy ’s 
C arw ash  in F a irb an k s w as add ressed  a n d  p re se n te d  to  the A laska R oyalty  O il a n d  G as 
D ev e lo p m e n t A dv iso ry  B oard  at a  m ee tin g  o f  th e  R o y a lty  B oard  on F eb ruary  17, 1998. C o p ies  
o f  these  le tte rs fo llow .

1



February  3. 1998

M s. N ancy  Ju rgens j *
D iv ision  o f  O il and  G ay
A L A S K A  D EPT. O F  N A T U R A L  R E S O U R C E S  
3601 UC " S treet. S u ite  13*30 
A nchorage, A K  9 9 5 0 3 -5 9 4 8

RE: R oyalty  O il S a le  to  M A P C O

D ear M s. Jurgens:

T he G reate r F a irb ank s C h a m b e r  o f  C o m m erce  is p leased  to  go on  record  in  su p p o rt o f  the  
p roposed  new  ro ya lty  oil c o n tra c t b e tw een  the S tate  o f  A lask a  and  M A P C O  A L A S K A  
P E T R O L E U M  Inc. T h is  2 8 .0 0 0  barre l p e r day  con trac t fo r five years w ill su pp ly  th e  new  
S70 m illion  exp ansio n  o f  M A P C O ’s N o rth  Po le  R efinery  th a t is n ow  u n d er co n stru c tio n .

M A P C O  w ill p rim arily  re fin e  a d d itio n a l j e t  fuel and  d iesel fuel w ith  the c rude  oil p u rch ased .
T he expanded  p ro d u c tio n  w ill h e lp  fuel A la sk a ’s g row ing  in te rn ation a l a ir  cargo  b u sin ess  and  the 
g row ing  A laska  e c o n o m y  in  genera l.

M A P C O  plays a s ig n if ic a n t ro le  in  the eco n o m y  o f  in te rio r A laska. T hey em p lo y  ab o u t 130 • 
em p lo yees at the re fin e ry , w ith  an  ad d itio n a l 15 new  p erm an en t em p lo yees to  be ad d ed  w ith  the 
refinery  expansion . M A P C O  is th e  la rg est cu s to m er o f  th e  A lask a  R ailroad . T h ey  are  o n e  o f  the  
m ajo r custom ers o f  G o ld e n  V a lley  E lec tric  A ssocia tion . In  add ition , M A P C O  su p p o rts  a  b ro a d  
range o f  ed u cation a l, c u ltu ra l a n d  o th e r ac tiv itie s  th ro u g h o u t A laska.

W e resp ectfu lly  req u e s t th a t th e  A la sk a  R o y a lty  O il and G as D ev elo pm en t A d v iso ry  B oard  
app ro ve  th is co n tra c t an d  re c o m m e n d  leg isla tiv e  app roval fo llo w in g  the p u b lic  h ea rin g  o n

P am ela  J. H eld  
P residen t/C E O C hairw o m an  o f  the B oard

C H A M B E R  BENEFACTORS
Dedicated to Fairbanks’ Economic Future

m m  A f y e s f a a  p i p e l i n e  d / I A P C O  A W A I a s c o m



F r o m  t h e  D e s k  u  f  H a l  C .  W h i t l e v

WET W ILLY’S
A u to  W ash , In c . dba W e t W illy ’s C a r  W ash

1295 U niversity  Ave 
P.O. Box 80047, F airbanks. A laska 99708 

Phone: (907) 474-8581 • Fax: (907) 474-4343

To: Otl f&AS  & / ,  /Un's**, Fax: ^ 7  -ZT -
A tten tion : __________________________________________________________
F ro m :____ / / a )  /Jki+)e*___________________________________________________________________
C o n t a c t  # :  9.07
D a t e : ____________ g

N o. o f  P ag es:.

. T im r- / ^ . 3 6

. (including co v er sheet)

C O M M E N T S :

J S l T A ^ h  ^ i - L A * *  } I  a f t  s e s i A w j

J 2 J .— c . t & f f l e n ' h *   j o  f e 2 * s > i € k  4 t A  ^_________

 h i r i n g  .______ //?  -?# < r e i f m -b  ~ M * +  - r f i s

p i & t z z  S *  f fe 3 e / » A  lA ____

- A d ^  La d £ jjk  /P a  j h r r _ > ______________

c )  ext r ,
+

tA “  V .y 'L j.



A uto  V ' ah, Inc.
P.O . B  i ; 80047 

F airb an k f, \ K  99708

To: A lask a  R oyalty  O il & G as E 1 vclopm ent A d v iso ry  B o ard

The purpose o f  th is  fax  to d a y  is to  express m y co n cern  a b o u t the S ta te  o f  A lask a  
se llin g  its crude oil to  M ap co . T h an k  you  fo r  taking the tim e  to  re a d  m y co m m en ts  
today. I apologize fo r n o t b e in g  p re se n t as jay  business p rev en ts  m e  from  leav ing  
F airb an k s today.

I ow n and  o p e ra te  th re e  sm a ll businesses here in A laska, tw o  o f  th ese  o ffe r reta il 
g aso line  for sale. A ll o f  th e  g aso line  so ld  in Fairbanks o rig in ates fro m  M a p c o ’s refin ery  
in  N o rth  Pole (fifteen  m ile s  aw ay ) w h ich  is supplied by  the  cru d e  o il from  th e  A lask a  
P ipeline .

M y  concern  is th a t fo r  th e  p ast few  m onths, M ap co ’s re ta il gaso line  s ta tio n s have 
b een  selling  gaso line fo r ap p ro x im a te ly  th e  sam e price our fac ility  pays o u r supp lier, 
S ourdough  Fuel. B ecause o u r  firm  o pera tes  tw o differently  b ran d e d  sta tions an d  are 
su p p lied  by tw o d iffe ren t “jo b b e rs ” , w e feel confident from  o u r p a s t  tw elve years o f  re ta il 
g aso line  sales ex perience , th a t th e  “jo b b e rs ’ p rice  to us is fair.

L ike ail gaso line s ta tio n s , w e  h av e  th e  usual overhead , ie. lab o r, e lec tric ity , 
m ain tenance , po llu tion  an d  liab ility  insurance, not to m en tio n  the  ex p en se  re la ted  to o u r 
cap ita l investm ent.

In effect, M a p c o ’s re ta il g aso lin e  stations have tak en  aw ay  from  its co m p e titio n  
all o f  the  price m arg in  on g aso lin e  sa les  in Fairbanks. In ad d itio n , b ecau se  o f  M a p c o ’s 
gas sta tions low  gaso line  p rices , M ap co  has effectively d ecreased  su b stan tia lly  all o f  the  
g aso line  volum es o f  th e  co m p e tin g  gaso line stations.

B etw een  1985 and  1 9 9 0 1 sa w  th is  sam e scenario p lay o u t in  W asilla , A laska 
w h ere  o u r second fac ility  is lo ca ted . T h e  overall effect th e re  e lim in a te d  q u ite  a  few  o f  
the “M o m  and  P o p" g aso lin e  s ta tio n s . A s a s n a i l  businessm an , I ca n n o t s ta n d  id ly  by 
an d  w a tch  this sam e “ p red a to ry  p ric in g  ro u tin e ” happen again  in  F airb an k s.

I understand  th a t M a p c o  h a s  in vested  several m illio n  d o lla rs  in  its  N o rth  Pole 
refin ery  fo r th e  p u rp o se  o f  m a k in g  a  p ro fit on  fuel sales. I w h o leh ea rted ly  ag ree  w ith  th a t 
undertaking . M y p lea  to  th is  b o a rd  is to  provide a  “ level p lay in g  f ie ld ” fo r gaso line  sales 
in In te rio r A laska.

I feel th a t M a p c o ’s to ta l d o m in a tio n  o f  gasoline sales in  F a irb an k s  is b la tan tly  
u n fa ir  to  com peting  re ta il g a so lin e  f a c i l i t ie s .!  also feel that M a p c o ’s  m onopo ly  o f  l o c a l . 
g aso lin e  sales is  u n fa ir  to  A la sk a  c itizens .

I feel th a t  it  is u n fa ir  fo r  th e  sam e  com pany th a t re fin es s ta le  o w n ed  N o rth  S lope 
c ru d e  o il to be in  d irec t c o m p etitio n  w ith  sm all retail s ta tio n s . S m all s ta tio n s
such  as m ine have r.o o th e r  so u rc e  fo r  g aso line  other than  M ap co .

I have tried  t j  c o m m u n ic a te  m y concerns about th is  “ p red a to ry  p ric in g ”  s itu a tio n  
to M ap co  and to  open  u p  a  d ia lo g u e  w ith  th e ir  firm  to h e lp  rem ed y  th is  p ro b lem , b u t 1 
w a sn ’t successful. I d id  fin a lly  rec e iv e  a  p hone call from  o ne o f  M a p c o 's  a tto rney s w h o  - 
ad v ised  m e that i t  w as  illeg a l fo r  th e m  o r  m e to  discuss fuel p rices . H e  in d ica ted  he 
w o u ld  sen d  m e a  fo llo w  u p  le tte r, b u t I 'v e  never received  i t
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I have a lso  tr ie d  to com m unicate ra> concerns to all o f  th e  s ta te  agencies, (S ta te  
o f  A lask a  D e p a rtm e n t o f  C om m erce, D epartm ent o f  R evenue, D e p a rtm e n t o f  Law , 
A tto rney  G eneral, F a ir B usiness P ractices Session, O n & G as C o n serv a tio n  C om m ission , 
A u d ito r D iv isio n  O il &  G as, and others) o n ly  to be to ld  "th e  s ta te  d o e sn ’t  have th e  
fin an cia l resou rces to  help  you fight M apco  ’ The only suggestion  I  got from  th ese  sta te  
ag en c ies  w as to h ire  m y ow n attorney and fight M apco on  ray  ow n. A s a  sm all business 
w ith  lim ited  reso u rces, th is is not an  op tion  fo r us.

I  feel th a t o u r s ta te  should  create a "level p a y in g fie ld” fo r re ta il gaso line  sta tions 
su ch  as ours. Irreg ard lcss o f  w hich  state agency is responsib le fo r dea lin g  w ith  m y 
co n cern s - th e  S ta te  o f  A laska should  be f a i r  in how  th is N o rth  S lo pe  cru d e  o il is  re-so ld  
by  M ap co  aro u nd  o u r state.

F or the rec o rd , w holesale  unleaded  gasoline on the W est C o as t o f  the U nited  
S ta tes  on F eb ru ary  6 o f  th is y ear w as $.54 p er gallon. The reta il p rice  on  th e  w est coast 
varies from  S.97 to  $1 .07  p e r gallon. The average retail p rice today  in  Fairbanks is S I .28  
p e r gallon.

T h e "b o tto m  lin e” is that there n e e d s to  be som e kind o f  reg u lato ry  process in 
p lace  tha t w ill s to p  th e  m onopo listic  p ractices that are ongoing  w ith  M ap co . M apco 
sh o u ld  be held  acco u n tab le  for controlling  the price o f  retail g aso line  in A laska.

I w ould  ap p rec ia te  hearing  any suggestions that m ay help  a llev ia te  w hat w e feel is 
an  unfaix  b usiness p ractice.

P resident A u to  W ash, Inc;
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Appendix D: Changes to the Preliminary Finding and Draft Contract

.Article 7, E ffec tiv e  D ate  and  T e rm  o f  the d ra ft co n trac t, parag raph  7.1 C o n d itio n  to P reced en t to 
E ffec tiv e  D ate  w as a d d ed . T h is  p arag rap h  w as added  to  assu re  th a t a fte r the c o n tra c t is signed  by 
the  S ta te  and  M ap co  tha t th e  c o n tra c t d oes not b eco m e e ffec tiv e  and  e n fo rce a b le  until the 
leg is la tu re  a p p ro v e s  it. T h is  c h an g e  n ecessita ted  a sm all chan ge  in the w o rd in g  o f  the first 
p a rag rap h  o f  th e  co n tra c t.

N o  c o m m e n ts  re q u e s te d  c h a n g e s  to  ind iv idu a l p ro v is io n s  o f  the p re lim in a ry  fin d in g  and  none o f 
the  in d iv id u a l p ro v is io n s  w ere  s ig n ifica n tly  chan ged . H ow ev er, b ecau se  o f  W illia m s  C om pan ies  
Inc. p en d in g  a c q u is itio n  o f  M A P C O  Inc. a p arag rap h  w as add ed  to  the b ac k g ro u n d  sec tio n  o f  the 
p re lim in a ry  fin d in g .



I ■IL
f f o u s £ / j 2 . " a t e _  S u p p U w i i n  r # | £

A G R E E M E N T  FOR TH E SA L E  A N D  PU R C H A SE

OF

STA TE R O Y A L T Y  OIL

to

M A PC O  A LA SK A  PE T R O L E U M . INC.

TH E STA TE O F A L A S K A  
D epanm em  o f  N atural R esources

Dated as of March 6. 1998

SENATE BILL NO. M 2  
HOUSE BILL NO. 459



A R T I C L E  I :  D E F I N I T I O N S
1.1 C o m m i s s i o n e r  ................................................................................................................................  1
1.2 D a i l y  R o y a l t y  O i l  ...................................................................................................................... 1
1.3 D a y  .........................................................................................................................................................  1
1.4 F i e l d  C o s t  A g r e e m e n t ............................................................................................................... 1
1.5 L e a s e s  .........................................................................................................................................................I
1.6 L e s s e e  .........................................................................................................................................................1
1.7 M a x i m u m  Q u a n t i t y  .................................................................................................................. 2
1.8 M o n t h  .................................................................................................................................................  2
1 9 P o i n t  o f  D e l i v e r y  ...................................................................................................................... 2
1 .10 R o y a l t y  O i l  ...................................................................................................................................  2
1.11 R o y a l t y  S e t t l e m e n t  A g r e e m e n t  ...................................................................................... 2
1 .12 R o y a l t y  V a l u e  ................................................................................................................................ 2
1.13 S a l e  O i l  .................................................................................................................................................... 3
1.14 T A P S  .................................................................................................................................................  3
1.15 U n i t  A g r e e m e n t  ......................................................................................................................... 3

A R T I C L E  I I :  S A L E  O F  R O Y A L T Y  O I L
2.1 Q u a n t i t y  ..............................................................................................................................................  3

2 .1 .1 S a l e  O i l  Q u a n t i t y  ........................................................................................................... 3
2 .1 .2  R e d u c t i o n  i n  M a x i m u m  Q u a n t i t y   ................................................................. 4
2 .1 .3  M o n t h l y  N o m i n a t i o n  .............................................................................................. 4
2 .1 .4  A d d i t i o n a l  N o t i c e  P r o v i s i o n s ...... ........................................................................  4
2 .1 .5  I n i t i a l  P a r t i c i p a t i n g  A r e a s  Q u a n t i t y  ........................................................... 5
2 .1 .6  W a i v e r  o f  S p e c i f i c  Q u a n t i t y   ............................................................... 5
2 .1 .7  U n d e r l i f t e d  o r  S t o r e d  R o y a l t y  O i l  ................................................................  6
2 .1 .8  S t a t e ’ s  W a r r a n t y  o f  T i t l e  ................................................................................... 6

2 .2  Q u a l i t y  .................................................................................................................................................. 6
2 .2 .1 Q u a l i t y  o f  S a l e  O i l  ................................................................................................. 6

2 .3  P r i c e  o f  t h e  S a l e  O i l ............................................................................................................................6
2 .3 .1 P r i c e  o f  S a l e  O i l  ....................................................................................................  6

2 .3 .2  P r i c e  M o d i f i c a t i o n s  ................................................................................................. 7
2 .4  R e s e r v a t i o n  F e e  ............................................................................................................................  7
2 .5  R e o p e n e r s  ..........................................................................................................................................  7

2 .5 .1 N o n - I n t e r v e n t i o n  .................................................................................................... 7
2 .5 .2  N o t i c e  o f  R e o p e n e r s  ............................................................................................. 8
2 .5 .3  B i n d i n g  E f f e c t  ........................................................................................................... 8

2 .6  D e l i v e r y  o f  S a l e  O i l  .....................................................................................   8
2 .6 .1  D a t e  o f  F i r s t  D e l i v e r y  ...........................................................................................  8

2 .6 .2  S u b s e q u e n t  D e l i v e r i e s  ...........................................................................................  8
2 .7  P a s s a g e  o f  T i t l e  a n d  R i s k  o f  L o s s  .................................................................................. 8
2 .8  I n d e m n i f i c a t i o n  A f t e r  P a s s a g e  o f  T i t l e  .......................................................................  9

TABLE OF CONTENTS

i



2 .9  T r a n s p o r t a t i o n  A r r a n g e m e n t s  ...............................................................................................  9
2 .1 0  A b s o l u t e  O b l i g a t i o n s  . , .....................................................................................................  9

A R T I C L E  I I I :  I N - S T A T E  P R O C E S S I N G
3.1 I n - S t a t e  P r o c e s s i n g  ....................................................................................................................  1 0

3 .2 E x c h a n g e s  o f  C r u d e  O i l .......................................................................................................... 1 0

3.3 W a i v e r  o f  I n - S t a t e  P r o c e s s i n g  R e q u i r e m e n t  ..........................................................  1 0

A R T I C L E  I V :  M A P C O ’ S  R E P R E S E N T A T I O N S  A N D  O B L I G A T I O N S
4.1 G o o d  S t a n d i n g  a n d  D u e  A u t h o r i z a t i o n  ......................................................................  1 1
4 .2  F i n a n c i a l  C o n d i t i o n  ....................................................................................................................  1 1
4 .3 F i n a n c i a l  S t a t e m e n t s  ................................................................................................................. 1 1

A R T I C L E  V :  M E A S U R E M E N T S
5.1 M e a s u r e m e n t s  ................................................................................................................  12

A R T I C L E  V I :  I N V O I C I N G  A N D  P A Y M E N T
6.1 P r o d u c t i o n  M o n t h  I n v o i c e s  ................................................................................................... 12
6 .2  P a y m e n t  o f  P r o d u c t i o n  M o n t h  I n v o i c e s  .................................................................... 12
6 .3 I n i t i a l  A d j u s t m e n t s  ....................................................................................................................  13
6 .4  P a y m e n t  o f  I n i t i a l  A d j u s t m e n t s  .......................................................................................  13
6 .5 S u b s e q u e n t  A d j u s t m e n t s  .........................................................................................................  13
6.6 P a y m e n t  o f  S u b s e q u e n t  A d j u s t m e n t s  .........................................................................  14
6 .7  I n t e r e s t  ............................................................................................................................................... 14
6.8 N o n - t e r m i n a t i o n  a n d  l i m i t a t i o n s  .................................................................................... 14
6 .9  L a t e  P a y m e n t  P e n a l t y  ............................................................................................................. 15
6 .1 0  D i s p u t e d  P a y m e n t s  ....................................................................................................................  15
6 . 1 1 C o n f i d e n t i a l  I n f o r m a t i o n  ......................................................................................................  15
6 .1 2  M a n n e r  o f  P a y m e n t  ................................................................................................................. 15

6 .12 .1 D i r e c t  P a y m e n t  t o  L e s s e e s  ..........................................................................  16
6 .1 2 .2  D i r e c t  P a y m e n t  t o  O t h e r  T h i r d  P a r t i e s  .............................................. 16

A R T I C L E  V I I :  E F F E C T I V E  D A T E  A N D  T E R M
7.1 C o n d i t i o n  P r e c e d e n t  to E f f e c t i v e  D a t e ........................................................................  17
7 .2  T e r m  ....................................................................................................................................................  17

A R T I C L E  V I E :  D E F A U L T  O R  T E R M I N A T I O N
8.1 D e f a u l t  .................................................................................................................................................  17

8 .1 .1 E v e n t s  o f  D e f a u l t  ...........................................................................................................17
8 .1 .2  D e f a u l t  b y  F a i l u r e  t o  P a y .................................................................................... 19

8 .2  S t a t e ’ s  R e m e d i e s  ......................................................................................................................... 19
8 .2 .1 M a p c o ’ s  O b l i g a t i o n s  B e c o m e  D u e ............................................................ 19
8 .2 .2  S t a t e  M a y  D i s p o s e  o f  S a l e  O i l  ...................................................................  19
8 .2 .3  I n d e m n i f i c a t i o n  f o r  L o s s  .................................................................................  20

i i



8 .2 .4  O th er R igh ts and  R e m e d ie s ................................................................... 20
8.3 L im ita tio n  o f  M a p c o 's  R em edies .........................................................................  20
8 .4  T e rm in a tio n  ....................................................................................................................20

A R T IC L E  IX: D IS P O S IT IO N  O F  OIL
9.1 D isposition  o f  Oil U pon D efau lt o r  T e rm in a tio n  ....................................... 21
9 .2  Inab ility  to R eceive Sale O il ..................................................................................  21
9.3 S ecu rity  for D isposal o f  S ale  O il ............................................................................  21

A R T IC L E  X: N O N W A IV E R
10.1 N o n -W aiv e r .................................................................................................................  22

A R T IC L E  XI: S E V E R A B IL IT Y
11.1 S ev erab ility  ................................................................................................................. 22

A R T IC L E  X II: F O R C E  M A JE U R E
12.1 E ffect o f  Force M ajeure  ........................................................................................  23
12.2 N otice  o f  Force M ajeure  ........................................................................................  23

A R T IC L E  X III: N O T IC E S
13.1 M ethod  ..........................................................................................................................  24
13.2 C hange o f  A ddress .................................................................................................... 25

A R T IC L E  XTV: R U L E S  AND R E G U L A T IO N S
14.1 R ules and  R egu la tion s ............................................................................................... 25

A R T IC L E  XV : S O V E R E IG N  P O W E R  O F  T H E  S T A T E
15.1 S o v ere ig n  P ow er o f  the S ta te  ...............................................................................  25

A R T IC L E  X V I: S E C U R IT Y
16.1 L e tte r o f  C red it ..............................................................................................................  25
16.2 S ecu rity  C o n t r a c t ...........................................................................................................  27
16.3 O th e r S ecu rity  ................................................................................................................. 28

A R T IC L E  X V II: E M P L O Y M E N T  O F  A L A S K A  R E S ID E N T S
17.1 E m p lo y m en t o f  A laska  R esiden ts .........................................................................  28

A R T IC L E  X V n i:  A P P L IC A B L E  L A W
18.1 G o v ern in g  L aw  ..............................................................................................................  29
18.2 Ju risd ic tio n  .......................................................................................................................  29
18.3 V en u e  ................................................................................................................................  29

A R T IC L E  X IX : W A R R A N T IE S
19.1 W arran tie s  .......................................................................................................................  30

iii



A R T IC L E  XX: A M E N D M E N T
20 .1 A m en d m en t .................................................................................................................. 30

A R T IC L E  X X I: S U C C E S S O R S  AN D  A SSIG N S
21.1 S u ccesso rs and A ssigns .........................................................................................  30

A R T IC L E  X X II: R E C O R D S
22 .1 P r e s e r v a t i o n  o f  R e c o r d s  ......................................................................................................  31
22.2, I n s p e c d o n  o f  R e c o r d s ............................................................................................................. 3 1

A R T IC L E  X X III: IN T E R P R E T A T IO N  O F  T E R M S  AND C O N D IT IO N S
23.1 I n t e r p r e t a t i o n  o f  T e r m s  a n d  C o n d i t i o n s  .................................................................... 32

A R T IC L E  X X IV : C O U N T E R P A R T S
24.1 C o u n t e r p a n s  .................................................................................................................................. 33

S IG N A T U R E S  .......................................................................................................................................................34

A C K N O W L E D G M E N T  ................................................................................. 35

A C K N O W L E D G M E N T  .................................................................................................................................. 36

A C K N O W L E D G M E N T  ..................................................................................................................................37



1 AG R E E M E N T  FO R IH E  SALE A N D

2 PU R C H A SE O F ROY A LTY  OIL

3 THIS A G R E E M E N T  is entered into as o f  M arch 6. 1998. by and  between the State o f  Alaska

4 (S ta te) and M apco A laska Petroleum  Inc.. an A laska corporation w ith its principal offices located at

5 3201 C Street. A nchorage. A laska 99503 and M apco Petroleum  Inc.. a  D elaware corporation with its

6 principal offices located I8G0 South  Baltim ore A venue. Tulsa. O klahom a 74119 (collectively Mapco).

7

8 A RTICLE I

9 DEFINITIONS

10 As used in this A greem ent, the term s listed below  shali have ihe following meanings:

11 1.1 "C om m issioner" m eans the C om m issioner o f  the A laska D epartm ent n f

12 N atural Resources o r the C om m issioner's designee.

13 1.2 ’’Dailv Rovaltv O il" m eans the quantity o f  Royalty Oil produced by the

14 Lessees from the Prudhoe Bay Unit, as described in the Unit A greem ent, in a Day.

15 1.3 "D av" m eans a  period o f  iw entv-tour (24) consecutive hours, beginning at

16 12:01 a.m .. A laska S tandard  Time.

17 1.4 "Field Cost A greem ent" m eans the Prudhoe Bay Royalty Settlem ent

18 A greem ent effective A pril 1. 1980.

19 1.5 "Leases" m eans the O il and  G as leases subject to the terms o f  the Unit

20 A greem ent.

21 1.6 "Lessee" m eans a person, as “person” is defined in A laska Statutes

22 01.10.060. ow ning a  w orking interest in any o f  the  Leases.
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1 -7 " M axim um  Q uantity" m eans the applicable annual percentage o f  Sale O il

that the State will deliver to M apco under A rticle II.

1.8 "M onth" m eans a period beginning at 12:01 a.m .. A laska Standard T im e, on 

the first Day o f  the calendar M onth and ending at 12:01 a.m .. A laska S tandard  Tim e, on the first 

Day o f  the following calendar M onth.

1.9 "Point o f  D elivery" m eans the location w here the State receives Royalty Oil 

in-kind from the Lessees, w hich is currently, under A rticle 2.3 o f  the Field  C ost A greem ent, the 

TAPS Pum p Station No. 1 Prudhoe Bay C ustody Transfer M eter ("T ransfer M eter").

1.10 "Rovaltv O il" m eans the total volum e o f  crude petroleum  oil and other 

hydrocarbons, including such suostances as crude oil. condensate, natural gas liquids, o r return oil 

from the Pruonoe Bay U'nit C rude Oil Topping Plant, that m ay be blended w ith crude oil before the 

Point o f  D elivery an d  tendered as a com m on stream  by the Lessees to the State as Royalty Oil. the 

State m ay take in-kind at the Point o f  D elivery under the Leases as R oyalty  Oil regardless o f  

w hether the State is taking the Royalty Oil in-kind.

1.11 "Rovaltv Settlem ent A greem ent" m eans any w ritten  royalty settlem ent 

agreem ent betw een the State and  a Lessee that affects the Royalty V alue o f  the S ta te 's  Royalty O il.

1.12 " Rovaltv V alue” m eans an am ount equal to the p er banel value die State 

w ould have received from  the Lessees for its Royalty Oil i f  the State had  taken  its royalty in-value 

instead o f  in-kind, p lus any costs incurred by the State as a  result o f  taking the royalty in-kind rather 

than in-value.
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1 1.13 " Sale O il" m eans all Royalty Oil the State has agreed  to sell to Mapco and

2 M apco has agreed to purchase under this Agreement, w hether from the Prudhoe Bay Unit or solely

3 from the Initial Participating A reas o f  the Prudhoe Bay Unit.

4 1.14 "T A P S " m eans the Trans A laska Pipeline System .

5 1.15 "Unit A greem ent" m eans the Prudhoe Bay U nit A greem ent effective April I .

6 1977. by and berween the Lessees and the State.

7

8 ARTICLE II

9 SALE OF RO Y A LTY  OIL

10 2.1 Quantin'.

11 2.1.1 Sale Oil Q uantity . The State agrees to sell to M apco and M apco

12 agrees to purchase from  the State annually a  M axim um  Q uantity  o f  Sale O il. w hich shall be a

13 percentage o f  the Royalty Oil produced in the Prudhoe Bay Unit. If the S tate delivers Sale Oil

14 produced from the total Prudhoe Bay Unit. M apco agrees to purchase as M axim um  Q uantin ' the

15 following percentages o f  the Daily Royalty Oil:

16 D ecem ber 1. 1998 through D ecem ber 3 1 .1 9 9 9  - 27.0 percent:
17 January 1 .2000  through D ecem ber 3 1 .2 0 0 0  - 28.5 percent;
18 January 1.2001 through D ecem ber 3 1 .2001 - 30.0  percent:
19 January 1.2 0 0 2  through D ecem ber 3 1.2 0 0 2  - 32 .0  percent: and
20 January 1 .2003 through D ecem ber 3 1 .2 0 0 3  -3 3 .5  percent.
21
22 If the S tate elects u nd er A rticle 2.1.5 to deliver Sale Oil produced so lely  from  the Prudhoe Bay Unit

23 Initial Participating A reas. M apco agrees to purchase as M axim um  Q uan tity  the following

24 percentages o f the Royalty Oil produced in a  Day from the Prudhoe Bay U nit Initial Participating

25 .Areas:

3



D ecem ber 1. 1998 through D ecem ber 31. 1 9 9 9 - 33.8 percent:
January 1. 2000 through D ecem ber 31. 2000 - 35.2 percent:
January 1. 2001 through D ecem ber 31. 2001 - 36.6 percent:
January I. 2002 through D ecem ber 31. 2002 - 38.5 percent: and
January 1. 2003 through D ecem ber 31 .2 0 03  - 40.1 percent.

2.1.2 Reduction in M axim um  Q uantity . M apco m ay elect one time 

annually  to perm anently  reduce the M axim um  Q uantity  o f  Sale Oil in effect. M apco shall provide 

the S tate  with a  separate written notice o f  each election to reduce the M axim um  Q uantity o f  Sale 

Oil. Except w hen the additional notice provisions o f  A rticle 2.1.4 are invoked, a  reduction in 

M axim um  Q uantity shall be effective on the first Day o f  the M onth follow ing expiration o f  a 

m inim um  o f  one hundred Days arter w ritten notice o f  the election is delivered  to the State. The 

M axim um  Q uantity in effect may not be increased o r reinstated at any tim e.

2.1.3 M onthly N om ination . M apco may nom inate to decrease or increase 

the quantity  o f  Sale O il it will purchase in a  specified M onth. M apco shall provide the State with a 

separate written notice o f  each m onthly nom ination. Except w hen the additional notice provisions 

o f  A rticle 2.1.4 are invoked, a  m onthly nom ination shall be effective on  the first Day o f  the Month 

follow ing expiration o f  a m inim um  o f  one hundred Days arter w ritten notice o f  M apco’s nomination 

is delivered to the State. In no event shell the total quantity  o f  Sale O il delivered to M apco in a 

M onth exceed the M axim um  Q uantity  o f  Sale O il in effect at the tim e o f  delivery.

2 .1 .4 A d d i t i o n a l  N o t i c e  P r o v i s i o n s . M a p c o  a c k n o w l e d g e s  t h a t  i f  a  L e s s e e  

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

r e q u i r e d  t o  g i v e  u p  t o  s i x  M o n t h s  n o t i c e  t o  t h e  L e s s e e  p r i o r  t o  d e c r e a s i n g  t h e  S t a t e ’s  n o m i n a t i o n  o f  

R o y a l t y  O i l  t o  b e  t a k t  n  i n - k i n d  i n  a n y  M o n t h .  I f  a  L e s s e e  i n v o k e s  t h e  f o r c e  m a j e u r e  t e r m s  o f  it s  

R o y a l t y  S e t t l e m e n t  A g r e e m e n t  b e c a u s e  M a p c o  e x e r c i s e s  i t s  r i g h t s  u n d e r  A r t i c l e  2 .1 .2 o r  A r t i c l e



1 2.1.3. M apco shall, for an additional ninety Days after the effective date o f  M apco 's one hundred

2 Days w ritten notice o f  the election or nom ination, purchase the quantity  o f  Sale Oil that M apco w as

3 obligated  to purchase in the M onth im m ediately  preceding the effective date o f  the election or

4 nom ination, (f a Lessee invokes the force m ajeure term s o f  its Royalty Settlem ent Agreem ent, the

5 State shall reduce the quantity o f  Sale Oil it delivers to M apco only to the extent the Lessee honors

6 the S ta te 's  nom ination, and the State shall not be obligated  to further reduce the quantity o f  Sale Oil

7 it delivers to M apco until expiration o f  ninety days after the effective date o f  M apco 's one hundred

8 Days w ritten notice o f  the election or nom ination.

9 2.1.5 Initial Participating A reas Q uantity . The State may elect to deliver to

10 M apco and M apco agrees to purchase from the State. Royalty Oil that is produced solely from the

11 Prudhoe Bay Unit Initial Participating Areas, as defined in the Unit A greem ent, rather than Royalty

12 Oil from all participating areas and Leases w ithin  the Prudhoe Bay Unit. If the State elects to

13 deliver to M apco Royalty Oil produced solely from the Prudhoe Bay U nit Initial Participating Areas.

14 M apco agrees to purchase a M axim um  Q uantity  o f  Sale O il produced from the Prudhoe Bay Unit

15 Initial Participating A reas.

16 2.1.6 V -liver o f  Specific Q uantity . The volum e o f  Rovaltv Oil available

17 to the S tate may vary and m ay be interrupted from  tim e to tim e depending on a  variety o f  factors.

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

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

20 d a i l y ,  m o n t h l y ,  a v e r a g e ,  o r  a g g r e g a t e  v o l u m e  o f  R o y a l t y  O i l  w i l l  b e  d e l i v e r e d  a s  S a l e  O i l  u n d e r  t h i s

21 A g r e e m e n t .  M a p c o  d i s c l a i m s  a n y  i n t e r e s t  in . o r  r i g h t  t o .  s t o r e d  R o y a l t y  O i l  t h a t  t h e  S t a t e  is  o r  m a y

22 b e c o m e  e n t i t l e d .
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2.1.7 Underlifted o r Stored Rovaltv O il. If the State underlifts o r stores 

Royalty Oil at the Prudhoe Bay Unit, o r if  the State recovers underlifted or stored Royalty Oil. ihe 

quantity  o f  Sale O il delivered under this A greem ent shall be calculated as i f  no Royalty Oil were 

underlifted, stored o r recovered.

2.1.8 S ta te’s W arranty o f  T itle . The State w arrants that it has good and 

m arketable title to the Royalty Oil delivered and  sold as Sale Oil under this Agreem ent.

2.2 Q uality .

2.2.1 Q uality o f  Sale O il. The Royalty Oil the State delivers to M apco as 

Sale Oil shall be o f  the sam e quality as the Royalty O il from the Prudhoe Bay Unit delivered by the 

Lessees to the State at the Point o f  Delivery. Hie quality o f  the Royalty Oil delivered to the State, 

and thus, the quality o f  the Sale Oil the State delivers to M apco may vary from tim e to time. I h e  

State disclaim s, and M apco waives, any guarantee, representation, or w arranty, either expressed or 

im plied, o f  m erchantability, fitness for use. o r suitability  for any particular use or purpose, or 

otherw ise, and o f  any specific, average, or overall quality  o r characteristic o f  Sale Oil delivered 

under this A greem ent. M apco specifically w aives any claim  that any liquid hydrocarbons, including 

such substances as crude oil. condensate, natural gas liquids, o r return oil from the Prudhoe Bay 

Unit C rude Oil T opping P la n t that may be b lended w ith crude oil before the Point o f  Delivery and 

tendered as a  c o m m o n  stream  by the Lessees to the State as Royalty O il. are not Sale Oil for 

purposes o f  this A g r e e m e n t

2 J  Price o f  t h e  Sale O il.

2.3.1 Price o f  Sale O il. The price o f  Sale O il the State delivers to M apco 

each M onth shall be the Royalty Value o f  all Royalty O il from the Prudhoe Bay Unit that M onth

6
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plus S. 15 per barrel, o r i f  the State delivers Sale O il only from die Prudhoe Bay Unit Initial 

Participating Areas, d ie Royalty Value o t'a ll Royalty Oil from the Prudhoe Bay Unit Initial 

Participating .Areas that M onth plus S. 15 per barrel. A ppendix A illustrates calculation o f  the price 

if  M apco had purchased Sale Oil during the M onth o f  January. 1997.

2.3.2 Price M odifications. If. during the term  o f  this A greem ent, the 

Royalty Value is m odified  as a result o f  m odification o f  a Royalty Settlem ent A greem ent, a 

corresponding retroactive m odification  to the price o f  Sale O il shall take effect on the sam e Day as 

the effective date o f  the Royalty Value m odification. Interest, as set forth in Article 6.7. shall accrue 

retroactively on the am oun t o f  any overpaym ent or underpaym ent for Sale Oil resulting from the 

price m odification from the effective date o f  the Royalty Value m odification  until the am ount o f  the 

overpaym ent or underpaym ent, plus interest, is paid in lull.

2.4 Reservation Fee. If. in any M onth. M apco does not nom inate the M axim um  

Q uantity o f  Sale Oil then in effect, in addition  to paym ent o f  the price o f  the Sale Oil M apco 

nom inated in that M onth. M apco shall pay as a  reservation fee an am oun t equal to .75 percent o f  the 

price per banel. as determ ined  under A rticle 2.3. on the difference in quantity  betw een the 

M axim um  Quantity o f  Sale Oil then in effect and the quantity  o f  Sale O il M apco nom inated in that 

M onth.

2.5 R eopeners.

2.5.1 N on-Intervention. M apco shall not intervene or otherw ise participate 

in any w ay in any reopeners, negotiations o r  o ther d iscussions under o r p e m in in g  to any Royalty 

Settlem ent A greem ent, in any current o r future royalty settlem ent negotiations, agreem ents.

7



1

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

reopeners. litigation or other proceedings between the State and a Lessee, nor shall Mapco have any 

independent right to invoke any provision ot'a Royalty Settlement Agreement.

2.5.2 Notice of Reopeners. Because o f the potential for an increase in the 

price o f Sale Oil as a result o f any modifications o f a Royalty Settlement Agreement, the State shall 

provide Mapco with written notice o f any modification or reopener request initiated by BP. ARCO. 

Exxon or the State. The notice may include information on the nature o f  the requested modification, 

the requested effective date o f the modification, and the position taken by BP. .ARCO. or Exxon and 

the State.

2.5.3 Bindinu Effect. Mapco agrees to be conclusively bound by the terms 

o f any modification, whether made under rcopencr provisions or otherwise, o f a Royalty Settlement 

Agreement, and by the terms o f  any judgment or settlement resulting from any future royalty 

settlement agreement, regardless o f  whether Mapco agrees with or consents to the terms o f the 

modification, reopener, judgment, or settlement.

2.6 Delivery' o f Sale Oil.

2.6.1 Date o f First Delivery. The State will tender first delivery o f the Sale 

Oi, to Mapco at the Point o f Delivery on December 1. 19 98.

2.6.2 Subsequent Deliveries. After the first delivery, the State shall 

thereafter tender delivery o f the Sale Oil to Mapco at the Point o f Delivery immediately upon the 

State’s receipt o f the Royalty Oil from the Lessees.

2.7 Passage o f  Title and Risk o f Loss. Title to, and risk o f  loss of, the Sale Oil 

shall pass from the State to Mapco for all purposes when the State tenders delivery o f  the Sale Oil to
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Mapco at the Point of' Deliver)-. Mapco shall bear all risk and responsibility tor the Sale Oil alter 

passage o f title.

2.8 Indemnification Alter Passage o f Title. Mapco s’- A i idemnity and hold the 

State harmless from and against-anv and all claims, costs, damages (including reasonably 

foreseeable consequential damages), expenses, or causes o f action arising from or related to any 

transaction or event in any way related to the Sale Oil alter title has passed to Mapco.

2.9 Transportation Arrangements. Mapco shall ma^c all arrangements for 

transportation of the Sale Oil from the Point o f Delivery, through and away from the TAPS, and 

shall be responsible tor any TAPS pipeline lill and storage tank bottom requirements related to 

transportation of the Sale Oil after passage o f title! l.'pon the State’s request. Mapco shall provide 

the State with evidence or other reasonable assurance of: I ) the arrangements for transportation o f 

the Sale Oil from the Point o f Delivery, through and away from the TAPS: 2) arrangements for 

resale, exchange, or other disposal o f the Sale Oil: and 3) if requested, information on specific 

deliveries o f Sale Oil by Mapco to the TAPS and identification o f tankers that will transport the Saler

Oil. Mapco's failure to provide information, evidence, or assurances requested by ti.j State shall, at 

the State's election and alter notice to Mapco. constitutes a material default under this Agreement.

2.10 Absolute Obligations. Mapco's obligations to provide security as required by 

.Article XVI. pay reservation fees, and purchase, transport and dispose o f  Sale Oil are absolute.

These obligations shall not be excused or discharged by the operation o f  any disability o f Mapco. 

event o f  force majeure, impracticability o f  performance, change in conditions, or other reason or 

cause.

9



1 ARTICLE III

2 IN-STATE PROCESSING

3 3.1 In-State Processing. Mapco shall use its best efforts to insure ihnr Snl* r>j| ».j||

4 be processed at its Alaska refinery or be exchanged for other crude oil that will be processed at its

5 Alaska retinery. Except as provided in Article 3.3. Mapco shall process not less than 80 percent of

6 the o f Sale Oil its Alaska refinery. "Process" means the manufacture o f  refined petroleum products.

7 3.2 Exchanges o f Crude Oil. Mapco mav enter into agreements to exchange Snip

8 Oil for other crude oil only as provided in this Article. .An exchange o f  Sale Oil for other crude oil

9 may not reduce the price Mapco has agreed to pay the State for the Sale Oil or result in anv cost or

10 expense to the State. "Exchange" means: I ) a direct trade o f Sale Oil for an equal volume o f other

11 crude oil: 2) a direct trade o f Sale Oil for other crude oil that involves either cash or volume

12 adjustments, or both, based solely on differences in the quality or location o f  the crude oils

13 exchanged: 3) sequential transactions in which Mapco trades Sale Oil to one party and. in exchange,

14 receives crude oil from a party other than the party to whom Mapco traded the Sale Oil: and 4)

15 matching purchases and sales o f Sale Oil for other crude oil.

16 3.3 Waiver o f In-State Processing Requirement. The Commissioner may.

17 in the Commissioner's sole discretion, waive the in-state processing requirement, in whole or in

18 part, if the Commissioner is satisfied that Mapco is using its best efforts to fulfill its Article 3.1

19 obligations.

10



1 ARTICLE IV

2 MAPCO'S REPRESENTATIONS AND OBLIGATIONS

3 4 .1 Good Standing and Due Authorization. Mapco warrants that it is. and shall

4 remain at all times during the term o f this Agreement: I) a corporation organized and existing under

5 the laws o f the United States or o f a state, territory or the District o f Columbia: 2) qualified to do

6 business in Alaska: and 3) in good standing w'tli the State. Mapco warrants that it has all corporate

7 power and authority necessary, and has performed all corporate action required, to enter into and

8 fulfill its obligations under this Agreement.

9 4.2 Financial Condition. Mapco warrants that all financial information submined

10 to the State: I) is complete, accurate, and fairly represents Mapco's financial condition at the time o f

11 submission: and 2) there has been no material change in Mapco's financial condition, business

12 operations, or properties since it submined the financial information to the State. Mapco warrants

13 that the financial information was prepared in accordance with generally accepted accounting

14 principles. Mapco shall immediately inform the State o f any material change in it’s financial

15 condition, business operations, agreements, or property that may affect its ability to perform its

16 obligations under this Agreement. Mapco shall immediately inform the State o f any significant

17 change in ownership o f Mapco. or o f Mapco's parent company or affiliates.

18 4.3 Financial Statements. Within one hundred and twenty Days after the end of

19 its fiscal year. Mapco shall, at its own cost and expense, submit to the State a complete financial

20 report in a form or forms prescribed by the State. The report shall include Mapco's balance sheet as

21 of the close of the fiscal year and the income statement for that year prepared in accordance with

22 generally accepted accounting principles. Mapco may comply with this requirement by submining a

II
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copy o f Mapco Petroleum Corporation’s annual report tiled with the United States Securities and 

Exchange Commission pursuant to Sec. 13 or 15(d) o f the Security Exchange Act o f 1934.

i

ARTICLE V 

MEASUREMENTS

5.1 Measurements. The quantity and quality o f Sale Oil the State delivers under 

this Agreement shall be determined by measurement at the Transfer M eter at the Point of Delivery. 

Procedures used for metering and measuring the Sale Oil shall be in accordance with the procedures 

in etFect in the Prudhoe Bay Unit.

ARTICLE VI 

INVOICING AND PAYMENT

6.1 Production Month Invoices. On or before the tenth business day of each 

Month alter the first Month o f  delivery o f Sale Oil. the State shall send to Mapco. a statement of 

account with an invoice for the total amount due for the estimated quantity o f  Sale Oil delivered to 

Mapco during the immediately preceding Month and the estimated price applicable to those 

deliveries. The State will base its estimates on the best information reasonably available to the 

State. The State shall adjust production month invoices as provided in Article 6.3 and Article 6.5.

62  Payment o f Production Month Invoices. Mapco shall pay the total amount o f 

each production month invoice, in full, on or before the third business Day after the date o f the 

statement o f account that includes the invoice. Any amount not paid in full on or before the third 

business Day after the date o f the statement o f  account, shall accrue interest as provided in Article

12
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6.7. and become subject to the late payment provisions o f Article 6.9. and any other remedies 

available to the State under this Agreement and at law.

6.3 Initial Adjustments. Mapco acknowledges that any time arter a production 

month invoice is sent, the State may receive more accurate information concerning the actual 

quantity and price for Sale Oil delivered to Mapco in that Month. Mapco agrees that any time such 

information becomes available to the State, in the next statement o f account the State may make 

initial adjustments to the immediately preceding invoice, and invoice Mapco for the initial 

adjustments, plus interest as provided in Article 6.7 on the amount o f any adjustment.

6.4 Payment o f Initial Adjustments. Vlapco shall pay the total amount of each 

initial adjustment invoice, plus interest as provided in Article 6.7. in tiall. on or before the third 

business Day arter the date of the statement o f account that includes the initial adjustment invoice.

If an adjustment is due to Mapco lor an overpayment, the State shall credit or rcrtmd to Mapco the 

amount o f the overpayment, plus interest as provided in Article 6.7. on or before the third business 

Day after the date o f the statement o f account that includes the initial adjustment invoice. Any 

amount Mapco does not pay in lull when due shall become subject to the late payment provisions of 

.Article 6.9. and any other remedies available to the State under this Agreement and at law.

6.5 Subsequent Adjustments. Mapco acknowledges that any time arter 

production month and initial adjustment invoices are sent, the State may receive more accurate 

information concerning the actual quantity and price for Sale Oil delivered to Mapco in any Month. 

Mapco agrees that any time more accurate information becomes available to the State, the State shall 

make subsequent adjustments to amounts previously invoiced in production month or initial 

adjustment invoices, and send Mapco a statement o f account with a subsequent adjustment invoice

13



1 for the amount o f any adjustments to the previous invoices, plus interest on any adjusted amount as

2 provided in Article 6.7.

3 6.6 Pavment of Subsequent Adjustments. Mapco shall pay in hill the total

4 amount o f each subsequent adjustment invoice, plus interest as provided in Article 6.7. on or before

5 the thirtieth Day alter the date o f the statement o f account that includes the suusequent adjustment

6 invoice. If an adjustment is due to Mapco for an overpayment, the State shall credit or refund to

7 Mapco the amount o f  the overpayment, plus interest as provided in Article 6.7. on or before the

8 thirtieth Day after the date o f the statement o f account that includes the adjustment invoice. Any

9 amount Mapco docs not pay in full when due shall become subject to the late payment provisions of

10 \rticlc 6.9. and any other remedies available to the State under this Agreement and at law.

11 6.7 Interest. All amounts Mapco does not pay in full when due under this

12 Agreement, and all amounts invoiced as adjustments for underpayments and overpayments for Sale

13 Oil delivered to Mapco. shall bear interest from the date accrued until paid in full at the rate

14 provided by Alaska Statute 38.05.135(d). or as that statutory provision may later be amended. In

15 this Agreement "date accrued" means the third business day arter the date o f the statement of

16 account that contains the production month invoice to which the initial or subsequent adjustment

17 applies. Appendices A and B illustrate accrual o f interest.

18 6.8 Non-termination and limitations. Mapco acknowledges that the State may

19 continue to make subsequent adjustments after termination o f this Agreement, and agrees that the

20 provisions o f Article VI shall survive termination o f this Agreement for any reason. The amount o f

21 a subsequent adjustment rendered more than six years after the date o f  delivery o f the Sale Oil upon

22 which it is based, shall bear interest for no more than six years from the date accrued, as defined in

14
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Article 6.7. The six year limitation on interest shall not apply to payments Mapco fails to make 

when due or tc subsequent adjustments resulting from: 1) regulatory, reopener, or cour. (including 

appeals) proceedings commenced during the six year period, regardless o f whether Mapco or the 

State is a party” or 2) bona tide audits o f a Lessee commenced by the State within the six year 

period.

6.9 Late Pavment Penalty. In addition to all other remedies available to the 

State, if Mapco fails to make timely payment in tull o f any amount due. in addition to ihe amount 

not paid when due. plus interest as provided in Anicle 6.7 from die date accrued until paid in lull. 

Mapco shall pay the State an amount equal to live percent o f the amount not paid as a late payment 

penally. Appendix B contains an illustrative example o f interest and late payment penalties.

6.10 Disputed Pa\mcnts. [fa  dispute arises concerning the amount o f an invoice. 

Mapco agrees to pay the lull amount of the invoice when due pending fin. I resolution of the dispute.

6 .11 Confidential Information. The State and Mapco aeree that the State may 

invoice Mapco for. and Mapco agrees to pay, amounts that are based upon confidential information 

field or received by the State. If confidential information is used as the basis for an invoice, upon 

receipt o f a written request from Mapco. the State shall furnish to Mapco a certified statement o f the 

Commissioner to the effect that, based upon the best information available to the State, the invoiced 

amounts are correct

6.12 Manner of Pavment. Mapco shall pay all invoices in full within the times 

specified and without any deduction, set off. or withholding. Mapco shall pay all invoices by wire 

transfer o f immediately available funds to the State’s account at the following address :

15



1 State Street Bank & Trust Company
2 Boston. Massachusetts
3 ABA #011000028
4 For credit to the State o f  Alaska
•3 General Investment Fund. AY01
6 A ccount^00657189
7 Attn: Kim Chan. Public Funds
8
9 Mapco may pay an invoice in such other manner or to such other address the State has specified in

10 an invoice or by other written notice. All other payments due shall be paid in the same manner and

11 according to the same time schedule provided in this Article. If payment falls due on a Saturday,

12 Sunday, or legal federal holiday, payment shall be made on the next business Day.

13 6.12.1 Direct Pavment to Lessees. If the State directs Mapen in an invnim

14 or other writing to remit all or a portion ot'a payment required under this Agreement directly to one

15 or more o f the Lessees. Mapco shall remit 'he payment to the Lessee or Lessees in the manner

16 designated by the State, and within the time limits specified in Article VI. The State may. in

17 writing, authorize a Lessee to request direct remittance o f all or a portion o f a payment due under

18 this Agreement, and to designate the manner for payment. Unless otherwise specified by the State

19 in writing, the balance o f a direct partial payment to a Lessee, and all subsequent payments, shall be

20 made to the State in accordance with Article VI.

21 6.12.2 Direct Pavment to Other Third Parties. Upon a determination by

22 the Slate that remittance to a third party o f an amount due under this Agreement will assist the State

23 in monitoring or enforcing the Agreement, the State may direct Mapco in an invoice or other writing

24 to remit all or a portion o f a payment due under this Agreement directly to a designated third parry

25 other than a Lessee, and Mapco shall remit the payment to the designated third party in the manner

26 designated by the State, and within the time limits specified in .Article VI. Unless otherwise

16



1 specified by the Slate in writing, the balance o f  a direct partial payment to a third party, and ail

2 subsequent payments, shall be made to the State in accordance with Article VI.

3

4 ARTICLE VII

5 EFFECT i VE DATE AND TERM

6 7.1 Condition Precedent to Effective Date. Tliis Agreement is subject to approval

7 under Alaska Statute 38.06.055 as a condition precedent to becoming effective. After the State and

8 Mapco have entered into this Agreement, it shall become effective and enforceable on the date upon

9 which it is approved pursuant to Alaska Statute 38.06.055.

10 7.2 Term, flie State shall begin deliveries o f Sale Oil under this Agreement on

11 December I. 1998. This Agreement shall terminate at the end o f the Day on December 3 1 .2003.

12 Termination of this Agreement shall not relieve either ( arty' from any expense, liability, or other

13 obligation or any remedy that has accrued or attached prior to the date o f termination. The

14 provisions o f .Article VI shall survive termination o f this Agreement.

15

16 ARTICLE V in

17 DEFAULT OR TERMINATION

is  8.1 Qgfauli-

19 8.1.1 Events o f  Default. The Commissioner may, in the Commissioner s

20 sole discretion, suspend or terminate the State’s obligations to tender, deliver and sell Sale Oil to

21 Mapco. and may exercise any one or more o f the rights and remedies provided in this Agreement, or

22 at law. if  any one or more o f the following events o f default occur

17
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(i) Except as otherwise provided in Article VIII. Mapco Tails to perform 

any o f its obligations under this Agreement, and cannot cure the non­

performance or the non-performance continues for more than thirty 

Days alter the State has notified Mapco o f its non-performancc:

(ii) Within live Days alter written request from the State. Mapco fails to 

provide wrinen insurances satisfactory to the State o f its intention to 

perform its obligations under this Agreement and evidence or 

assurances o f transportation arrangements under Article 2.9:

(iii) Mapco tails to pay in full any sum o f money owed under this 

Agreement within one business day alter the State gives Mapco 

notice that pavment is due and has not been paid:

(iv) There is a substantial change in Mapco's financial condition, business 

operations, agreements, or property, or ownership that may affect 

Mapco's ability to perform its obligations under this Agreement, and 

within live Days alter a request by the State. Mapco is unable or 

unwilling to provide the State with adequate assurance o f continued 

performance:

(v) Any representation or warranty made by Mapco in this Agreement is 

found to have been materially false or incorrect when made; or

(vi) Mapco fails, or is unable for any reason (including reasons beyond 

Mapco's control), to maintain the security letter o f credit required

18
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under Article XVI. regardless o f Mapco's willingness or ability to 

perform any other obligations under this Agreement.

8.1.2 Default hv failure to Pav. Mapco shall immediately provide the State 

with written notice if Mapco is unable to pay any of its debts when due or is otherwise insolvent. 

Upon such notice Iron: Mapco. or if the State independently determines ihat Mapco is unable to pay 

any ol its debts when due or is otherwise insolvent, the State's obligations to deliver and sell Sale 

Oil to Mapco shall automatically and immediately terminate without any requirement of notice to 

Mapco or other action by the State. Upon termination o f  the State's obligations under this Article. 

Mapco shall be liable for payment and pcrtbrmancc o f all its obligations for Sale Oil the State 

Jeiivercd to Mapco before termination and for a'minimum o f one hundred Days alter termination, 

plus an additional ninety days if a Lessee invokes the force majeure term o f its Royalty Settlement 

Agreement. Within thirty days alter termination under Article 8.1.2. the State shall have the right, 

upon written notice to Mapco. to reinstate all o f the Slate's and Mapco's obligations under this 

Agreement retroactive to the date o f termination.

8.2 State's Remedies. If Mapco defaults under this Agreement, in additior. to all 

other remedies available to the State under this Agreement and or at law. the following remedies 

shall be available to the State in the Commissioner's sole discretion.

8.2.1 Maoco's Obligations Become Due. All monetary obligations Mapco 

has accrued under this Agreement, even if not yet due and payable, shall immediately be due and 

payable in full.

8.2.2 State Mav Dispose o f Sale Oil. Unul M apco's default is cured or 

this Agreement terminates, the State may dispose of the Sale Oil to third parties and may suspend

19
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ihe in-state processing obligations. If the State exercises either o f these remedies, regardless 

whether this Agreement is terminated. Mapco shall be and remain liable to the State for the amount 

o f difference between the price for the Sale Oil under Article II and the actual price the State 

received from disposition o f  the Sale Oil to third parties.

8.2.3 Indemnification for Loss. Mapco shall hold the State harmless and 

indemnify it against all liability, damages, expenses, attorney's fees and costs, anti losses arising out 

o f Mapco's default, termination o f the State's obligations, disposal o f the Sale Oil to third parties, 

and suspension o f  the in-state processing requirements.

8.2.4 Other Riuhts and remedies. The State shall have the right 

cumulatively to exercise all rights and remedies provided in this Agreement and by law. and obtain 

all other relief available under law or at equity, including mandatory injunction and specific 

performance.

8.3 Limitation o f Mapco's Remedies. If the State breaches or defaults any o f its 

obligations under this Agreement. Mapco shall not obtain a temporary restraining order or 

preliminary injunction preventing the State from disposing o f the Sale Oil subject to this Agreement.

8 .4  Termination. Termination shall become effective upon the first Day of the 

Month following expiration o f  a  minimum o f one hundred Days after M apco’s written notice of 

termination is delivered to the Stare. If, however, the additional notice provisions o f  Article 2.1.4 

are invoked, termination shall become effective upon the first Day o f the Month following 

expiration o f  six Months and ten Days after M apco’s written notice o f  termination is delivered to the 

State. Termination shall not relieve either party from any expense, liability, other obligation, or

20
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remedy that has accrued or attached prior to termination. The provisions o f Article VI shall survive 

termination o f this Agreement.

ARTICLE IX 

DISPOSITION OF OIL

9.1 Disposition o f Oil Upon Default or Termination. Mapco acknowledges that 

the State may be required to provide six Months notice to the Lessees before the State may decrease 

its in-kind nomination o f Rovaltv' Oil in any Month. It is within the Commissioner's sole discretion 

to request a waiver o f any notice provision, condition, or requirement o f a Lease or Royalty 

Settlement Agreement. If this Agreement terminates for default or any other reason. Mapco shell 

continue to accept and pay for Sale Oil through the first Day o f the Month following expiration o f a 

minimum o f one hundred Days after the date o f termination, if the Commissioner, in the 

Commissioner's sole discretion so requires. If. however, the additional notice provisions o f Article

2.1.4 are invoked. Mapco shall continue to accept and pay for Sale Oil until the expiration o f six 

Months and ten Days arter the Date o f default or notice o f termination.

9.2 Inability to Receive Sale Oil. If Mapco is unable or refuses to accept or 

receive Sale Oil. Mapco shall nevertheless remain liable for disposal and payment for Sale Oil as 

though it had been accepted by Mapco. The Commissioner may, in the Commissioner's sole 

discretion, waive this requirement

9.3 Security for Disposal o f Sale Oil. To secure Mapco's obligations to purchase 

and dispose o f Sale Oil. upon the Commissioner's requesL Mapco shall assign or otherwise transfer 

to the State, or its designee, all or part o f M apco's right title and interest in any arrangements for

21



1 transportation o f the SaJe Oil through and away from the TAPS, whether such interests are under

2 nominations, leases, contracts, charter parties, or other agreements. The State will incur liability or

3 obligations under such assignment or transfer only to the extent the State actually exercises its rights

4 to succeed to Mapco's interests under and obtain the benefits o f the assignments.

5

6 ARTICLE X

7 NONWAIVER

8 10.1 Nonwaiver. The failure o f either party to insist upon strict or a certain

9 performance, or acceptance by either party o f a certain performance or course o f performance under

10 this Agreement shall not: 1) constitute a waiver or estoppel o f the right to require certain

11 performance or claim breach by similar performance in the future: 2) affect the right o f either party

12 to enforce any provision: or 3) affect the validity o f any pan o f this Agreement.

13

14 ARTICLE XI

15 SEVERABILITY

16 11.1 Severability. If a coun decrees any provision o f  this A greem ent to he invalid.

17 ail other provisions o f  this Agreement shall remain valid. If. however, invalidation o f a provision

18 impairs a material right or remedy under this Agreement, either party may terminate this Agreement

19 by notice to the other party as provided under Article 8.4.

no



1 ARTICLE XC

2 FORCE MAJEURE

2 12.1 Effect o f Force Majeure. Except for Mapco's absolute obligations rn pmviHg

4 security, pay reservation tees, and purchase, transport and dispose o f Sale Oil. neither party shall be

5 liable for failure to perform if performance is substantially prevented by force majeure alter good

6 faith elfons to perform. Except, however, if Mapco is prevented by force majeure ffom performing

7 any material obligation for sixty successive days or more, the State, in the Commissioner’s sole

8 discretion, shall have the right to terminate this Agreement. Before the State exercises this right, the

9 Commissioner may require Mapco to negotiate in good faith to restore performance. In this

10 .Agreement the term "force majeure" means an event or condition not within the reasonable control

11 of the party claiming the benefit o f the excuse.

12 12.2 Motice o f Force Maieure. If a party believes that force majeure has occurred.

13 the party shall immediately notify the other party o f its claim o f force majeure. The party claiming

14 force majeure shall use reasonable diligence to remedy the force majeure. Except for Mapco’s

15 absolute obligations to provide security, pay reservation fees, and purchase, transport and dispose o f

16 Sale Oil. the disabled party’s obligations to perform that are affected by the force majeure shall be

17 suspended ffom the time o f notification to the other party until the disability caused by the force

18 majeure should have been remedied with reasonable diligence.



1 .ARTICLE Xffl

2 NOTICES

3 13.1 Method. Unless otherwise specifically provided in this Agreement, all

4 notices, requests, demands or statements shall be in writing and delivered to the address specified in

5 this Article in person, by telecopier or other form o f facsimile, by United States mail, postage

6 prepaid, registered or certified with a return receipt requested, to the party to be notified. A

7 statement of account the State delivers to Mapco by telecopy shall be deemed delivered to Mapco

8 when the State’s teiecopUr confirms that it was received at Mapco's telecopy number during normal

9 business hours. A notice, request, demand or statement delivered by United States mail shall be

10 deemed delivered on the earlier o f expiration o f seven Days alfer it is deposited in the mail, or upon

11 the date of receipt by the party to whom it is directed. A notice, request, demand or statement

12 delivered in any other manner shall be effective only if and when received by the party to whom it is

13 directed. The address o f the parties shall be as follows.

14 State:
15 State o f Alaska
16 Commissioner o f Natural Resources
17 400 Willoughby Avenue
18 Juneau. Alaska 99801
19
20 and
21 Director. Division o f Oil and Gas
22 3601 C Street. Suite 1380
23 Anchorage, Alaska 99503-5948
24 Telecopy N um ber (9071562-3852
25
26 Mapco:
27 President
28 Mapco Alaska Petroleum Inc.
29 3201 C Street, Suite 700
30 Anchorage, Alaska 99503-3960
31 Telecopy N um ber (907)273-3333
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13.2 Change o f Address. Each party may notify the other ofchanges to its address 

by delivenng written notice o f the chance.

ARTICLE XIV 

RULES AND REGULATIONS

14.1 Rules and Regulations. This Agreement is subject to all applicable laws o f 

the State of Alaska, and orders, rules and regulations o f the United States, the State o f Alaska, and 

any dulv constituted agency o f the State o f Alaska.

ARTICLE XV 

SOVEREIGN POWER OF THE STATE

15.1 Sovereign Power o f the State. This Agreement shall not be interpreted to 

limit in any way the State's ability to exercise any sovereign or regulator.' powers, whether 

conferred by constitution, statute or regulation. The State’s exercise o f any sovereign or regulatory 

power shall not be deemed to enlarge any o f Mapco 's rights, or limit any o f Mapco's obligations or 

liabilities under this Agreement.

ARTICLE XVI 

S_ECURITY

16.1 Letter o f  Credit. Seventy five Days before the Date o f First Delivery, Mapco

shall deliver to the State an irrevocable stand-by letter o f credit (hereafter the '‘Letter’). The Letter 

shall be in a form satisfactory to the Commissioner and shall be in effect by the Date o f First
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Delivery. It shall be issued for the benefit o f the State by a state or national banking institution of 

the United States that is insured by the Federal Deposit Insurance Corporation and has an augrecate 

capital and surplus am ount o f not less than One Hundred Million Dollars ($100,000.0001 (hereafter 

the "Issuer"), or other banking institution acceptable to the Commissioner. The principal face 

amount o f the Letter shall be an amount estimated by the Commissioner to be equal to the value of 

all Sale Oil to be delivered by the State to Mapco during the seventy five Days immediately 

following the Date o f  First Delivery. The Letter shall not require the State to submit any 

documentation in support o f drafts drawn against it other than a certified statement by the 

Commissioner and the State's Attorney General that Mapco is liable to the State for an amount o f 

money equal to the amount o f the draft, that the amount o f money is due and payable in full, and it 

has not been timely paid.

The Letter shall provide that the State has the right to draw and present drafts to the 

Issuer through the seventy-fifth Day after the State's last delivery o f Sale Oil to Mapco under this 

Agreement. The Letter shall be renewed under the terms o f this Article no later than seventy five 

Days before its expiration date so that a Letter is in effect continuously ffom the Date o f First 

Delivery through the seventy-fifth Day after the date of the State's last delivery o f Sale Oil to 

Mapco. If the Stale does not receive a renewed Letter seventy five Days before the expiration o f the 

existing letter o f credit: I) Mapco shall be deemed to have materially breached this Agreement: 2) a 

default under Article VIII will have occurred: and 3) all Mapco's obligations, expenses and 

liabilities accrued nz o f  that date, whether yet due and payable, shall become immediately due and 

payable in full.
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If ihe Stale asserts a claim or claims that equal a total amount o f money greater than 

the principal face amount o f the Letter in effect. Mapco shall, upon the State's request, cause the 

principal face amount o f the Letter to be increased by an amount sufficient to secure the total 

amount ol the Slate's claims. Mapco is subject to this obligation even if  Mapco denies, rejects, or 

otherwise contests the State's claims.

If the principal face amount o f the effective letter o f  credit is ever less than the 

estimated price o f seventy five Days of Sale Oil deliveries. Mapco shall automatically and 

immediately cause the principal face amount o f the effective Letter to be increased to an amount 

equal to the estimated price o f seventy five Days delivery o f Sale Oil. If the principal face amount 

of the effective Letter is greater than the estimated price of seventy five Days delivery' of Sale Oil. 

upon written approval o f  the Commissioner, in the Commissioner's sole discretion. Mapco may 

decrease the principal face amount of the Letter to an amount equal to the estimated price of seventy 

five Days delivery o f  Sale Oil.

16.2 Security Contract. Upon approval by the Commissioner, in the 

Commissioner's sole discretion, as alternative security to the Letter required in Article 16.1. Mapco 

may deliver to the State: 1) an irrevocable stand-by letter o f credit in the principal face amount 

estimated by the Commissioner to be equal to the value o f Sale Oil to be delivered by the State to 

Mapco during the forty Days immediately following the Date of First Delivery; and 2) an 

irrevocable contract between a major oil company (hereafter the '‘Prom isor’) and Mapco. for the 

direct benefit o f the State, in which the Promisor agrees to assume full liability for Sale Oil upon 

notice that Mapco is in default o f this Agreement (hereafter "Security Contract’’). The forty Day 

letter o f credit shall be subject to all the ternis and conditions o f Article 16.1. The Security Contract
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shall designate the State as intended third party beneticiarv and shall be in effect by the Date of First 

Delivery. It shall provide that upon written notice by the Commissioner to Mapco and the Promisor 

that Mapco is in default o f this Agreement, the Promisor shall immediately assume full liability for 

purchase, transportation and disposal o f a minimum o f ninety Days deliveries o f Sale Oil from the 

Point o f Delivery. If. however, a Lessee invokes the force majeure terms o f its Royalty Settlement 

Agreement the Promisor shall be liable for a total o f one hundred and eighty days deliveries o f Sale 

Oil. It shall provide the State a direct right o f action against Mapco and the Promisor, jointly and 

severally, to enforce the Security Contract, regardless of whether the State takes action to enforce 

this Agreement against Mapco. It shall also provide that the Promisor has no right o f action against 

the State and may not assert against the State any defense it may have against Mapco under the 

Security Contract.

16.3 Other Security. The Commissioner may, in the Commissioner's sole 

discretion, require such other or additional security from Mapco as the Commissioner considers 

adequate to protect the Stale’s interest.

ARTICLE XVn 

EMPLOYMENT OF ALASKA RESIDENTS

17.1 Employment o f Alaska Residents. Mapco shall comply with all valid 

federal, state and local laws in hiring Alaska residents and companies, and shall not discriminate 

against Alaska residents and companies. Within the constraints o f  law. Mapco voluntarily agrees to 

employ Alaska residents and Alaska companies to the extent they are available, willing and 

qualified for work performed in Alaska in connection with this Agreement. ".Alaska resident"

28



1 means an individual who is physically present in Alaska with the intent to remain in the state

2 indefinitely. An individual may demonstrate an intent to remain in the state by maintaining a

3 residence in the state, possessing a resident fishing, trapping, or hunting license or receiving a

4 permanent fund dividend. "Alaska companies" means companies incorporated in Alaska or whose

5 principal place o f business is in Alaska. If a court invalidates any portion o f this provision. Mapco

6 agrees to employ Alaska residents and Alaska companies to the extent permitted by law.

7

8 ARTICLE XVIII

9 APPLICABLE LAW

10 18.1 Cioveminu Law. This Agreement, and all matters arising liom or related to

11 this Agreement, shall be governed, construed and determined by the laws o f the State o f Alaska.

17 18.2 Jurisdiction. Any legal action or proceeding arising out o f or related to this

13 Agreement shall be brought in a state court o f general jurisdiction sitting in the State o f Alaska, and

14 Mapco hereby irrevocably submits to the jurisdiction o f that court in any such action or proceeding.

15 18.3 Venue. The parties agree that the venue for any legal action or proceeding

16 arising out o f or related to this Agreement shall be in the Alaska Superior Court sitting in

17 .Anchorage. Alaska.
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WARRANTIES

19.1 Warranties. The purchase and sale o f  Royalty Oil under this Agreement are 

subject only to the warranties the State has expressly set forth in this Agreement. The State 

disclaims and Mapco waives all other warranties, express or implied in law.

ARTICLE XX

AMENDMENT

20.1 .Amendment. This Agreement may be supplemented, amended, or modified 

only by written instrument duly executed by the parties.

ARTICLE XXI 

SUCCESSORS AND ASSIGNS

21.1 Successors and Assigns. No assignment, pledge, or encumbrance of this 

Agreement shall be made by either party without first obtaining the written consent o f the other 

party, which shall not be unreasonably withheld. The Commissioner may consent on behalf o f the 

State. Subject to the requirement o f written consent, this Agreement shall be binding upon and inure 

to the benefit o f each o f  the parties and their successors and permitted assignees.

A R T I C L E  X I X
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1 ARTICLE XXn

2 RECORDS

3 22.1 Preservation o f Records. Mapco shall maintain and preserve all books.

4 accounts, and records that relate to or arise from performance o f this Agreement for six years from

5 the date o f the 'ransaction or date o f the latest adjustment relating to the transaction, includinc

6 transactions for purchase or sale of SaJe Oil and its refined products. Mapco shall also maintain and

7 preserve all books, accounts, and records, in its possession or control, that belong to any third party

8 with whom Mapco contracts for the performance o f any part o f this Agreement. Mapco and the

9 State shall not be required to retain any records for more than six years from the time of a

10 transaction unless retention of such records is specifically required by applicable law or regulation.

11 or this Agreement. Mapco shall maintain its records within the State or make the records available

12 to the State at Mapco's principal office in the State within thirty Days after written request by the

13 State.

14 22.2 Inspection o f Records. Mapco and the State shall each accord to the other

15 and the other's authorized agents, attorneys, and auditors access during reasonable business hours to

16 any and all property, records, books, documents, or indices related to Mapco's or the State's

17 performance under this Agreement and which are under possession or control o f  the party from

18 which access is sought, so the other party may inspect, photograph and make copies o f the property,

19 records, books, documents or indices. The State shall not be required to disclose any information,

20 data, or records that are required by State or federal law or regulation, or by agreement with the

21 person supplying the record, to be held confidential. If information the State obtains from Mapco

22 may be held confidential under State or federal law or regulation. Mapco must request in writing
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1 that the State hold the information confidential, and the State shall keep the information confidential

2 to the extent and for the term provided by the applicable law or regulation.

3

4 .ARTICLE XXIII

5 INTERPRETATION OF TERMS AND CONDITIONS

6 23.1 Interpretation of Terms and Conditions. Any disagreement or dispute about

7 the meaning or application o f a word. term, or condition in this Agreement shall be decided

8 according to the dispute resolution procedure set forth in this Article. The procedure set forth in this

9 Article shall be initiated by either parts' providing written notice o f the disagreement or dispute to

10 ihe other party. No later than 60 Days alter either party provides written notice. Mapco and the

11 State shall each present any arguments and evidence supporting its view o f  the dispute J term or

12 condition in writing to the Commissioner for consideration. Mapco shall not have the right to civil

13 litigation-type discovery or a civil litigation-tvpe trial with the right to call or cross-examine

14 witnesses unless granted by the Commissioner, after request. Within thirty Days after both parties

15 submit their arguments and evidence, the Commissioner shall issue a finding interpreting the

16 meaning or application o f the disputed word. term, or condition, and shall set forth the basis for the

17 conclusions. Mapco agrees to accept findings o f the Commissioner under this Article that are

18 reasonable and not arbitrary.
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ARTICLE XXIV 

COUNTERPARTS

24.1 Counterparts. This Agreement may be executed in multiple counterparts. It is 

not necessary for the ponies to sign the same counterpan. Each duly executed counterpan shall be 

deemed to be an original and all executed counterparts taken together shall be considered to be one 

and the same instrument.
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the State:

SIGN ATURES

T H E  S T A T g _ O E  A L A S K A

Mapco Alaska Petroleum Inc.

'Commissioner
Department of Natural Resources

Date: 1 /  S L  L  f.O'

MAPCO ALASKA PETROLEUM Inc. 

By: _______________________________

Its:

Date:____________________

Mapco Petroleum Inc. MAPCO PETROLEUM Inc.

B y : _____________________

I t s : ____________________

Date:
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the State:

Mapco Alaska Petroleum Inc.

Mapco Petroleum Inc.

S IG N ATU R ES

Commissioner
Department o l'Narural Resources 

D a te :________________

THE S I'ATE OF ALASKA

M APCO A L A S K A  PETROLEUM  Inc.

Date:____ i j s / l l

MAPCO PETRO LEUM  Inc. 

Ily :

Its:

Date: 3 / V / U

A .
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A C K N O W L E D G M E N T

State o f Alaska )
) ss. 

Third Judicial District )

THIS IS TO CERTIFY that on the r)[\\ davof l Y W r  1^ , 1998. before me.
appeared John T. Shively, the commissioner. Department of Natural Resources. State of Alaska: that 
John T. Shively executed that document under legal authority and with knowledge of its contents: 
and that this act was performed freely and voluntarily upon the premises and for the purposes stated 
in the document.

Witness my hand and official seal the day and year in this agreement first above written.

U l U t f ,

i  ^  N’otarsoPublic in and fii^Alaska
S • ^1/BLtC • 5  My commissiot! expires: -.0,0
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ACKNOWLEDGMENT

THIS IS TO CERTIFY that on the day o f  /Jlard/)______ 1998. before mo
appeared Randy M . Newcomer o f  Mapco Aluska Petroleum Inc.. Ancltoraye. Alaska: tluit 
Randy M . Newcomer executed diat document under legal authority and w ith  knowledge o f  its 
contents: and that this net was performed freely and voluntarily upon the premises and for the 
purposes stated in the document.

Witness my hand and offic ia l .seal the day and ycat in litis ;iip,eemenl firs t above written.

Motarv Public in and fo r Oklnlmmn 
M y com-iission expires: -o iYYV

//am ter •»*  ••AM 4 ldSG 1«03T 0:ofiW i'-tCdi



MAR- 5-38 THU 14 •' 25 ANCH AGO COM FAX NC. 3G7r38544

1 ACKNOWLEDGMENT
2 
3 
a
5 THIS IS TO CERTIFY that on ihe ^ L d a y o f  /ftgrrJ,  I99H. before me
6 nppcuivd Randy M. Newcomer o f Mapco Petroleum Inc.. Tulsa. Oklahoma: that
7 Randy M. Newcomer executed that document under legal authority and with knowledge or' its
8 contents: and that this act was performed freely and voluntarily upon the premises and for the
9 purposes slated in the document.

10
1 Witness my hand and official seal the day and year in this agreement first above written

12
13

./C c 2 ^ 4 i£ ? £ a15 a  t S u & u a & s& c s
lti Notary Public in and for Oklahoma
17 My commission expires: f /£  - ̂ }£n f
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APPENDIX A 

SAMPLE CALCULATIONS OF MAPCO’S INVOICE PRICE
N um bers in these sam p le  calcu lations o f p n ee  are illustrative. T hey  do  not rep resen t actual 
values that may have ex is ted  in the past o r are forecasted  for the fu ture.

This appendix illustrates the m echanics o f  the price calcu lations and the  data  so u rces. R oyalty  
V alues, before field cos t deductions, for the Prudhoe B ay U nit L essees are  taken  from  either 
colum ns H  o r 1 on each  L e ssee ’s M onthly  Oil R oyalty  R eport Sum m ary . S am p le  Oil R oyalty  
R eport Sum m aries fo r the  L isbum e P artic ipating  A rea  and  the P n td h o e  B ay  U nit Initial 
Participating  A reas a p p e a r in  A ppendix  A . A ttachm ent 1. V olum es a re  taken from  the 
Production A llocation /O fftake  Schedule  for the partic ipating  areas se rv iced  by the  L isbum e 
Production C enter and  the  R oyalty  and T axes D ue State o f  A laska  rep o rt for the Prudhoe Bay 
U nit Initial Partic ipating  A reas. See A ppendix A. A ttachm ent 2. A sam p le  calcu la tio n  using the 
volum e and R oyalty  V alue  info rm ation  as orig inally  filed fo r January  1997 and a  hypothetical 
RIK  volum e so ld  to M a p co  in F ebruary  1997 is show n below . It is reco gn ized  tha t both royalty  
reporting  and opera to r rep o rtin g  form s m ay undergo form at changes in the  fu ture . Such changes 
will no t effect the m ech an ics o f these calcu lations

Jan u ary ’s C alculated A verag e  R oyalty  V alue:
=  S 607 .508 .676 .79  /  31 .777 ,36 2 .10  barre ls 
=  S 1 9 .1 1766 p e rb a n e l  (See A p p end ix  A. A ttachm ent 3)

F ebruary ’s production m on th  invoice price fo r Sale  Oil to M apco (M a p c o ’s Invo ice Price)
3  Ja n u a ry 's  R oyalty  Value +  [Ja n u a ry 's  R oy alty  V alue x 

A verage Fractional C hange in the  W est C oast 
D estination  Value B etw een Jan u ary  and February 
(See A ppendix A. A ttachm ent 4 )] >  $.15

3  S 1 9 .1 1766 ♦ (519 .11766  x (-0 .1 3 6 7 ]  +  $ .15 
3  $ 1 9 .1 1 7 6 6 -  $2.61338 +  S.15 
3  S 16.65428

U nder A rtic le  2 .1.5, i f  invok ed , the R oyalty  V alue w ould be ca lcu lated  u sing  the  royalty  values 
and production  vo lum es fo r o n ly  the P rudhoe B ay Unit Initial P a rtic ip a tin g  A reas.

Example 1: Production Month Invoice

A ssum ptions:

1 . M onth is  M arch .
2. Sale Oil delivered to  M apco  in February  = 403 ,000  barre ls .
3. February's production  m onth  invoice price as calcu la ted  ab o v e  s  $16 .65428 .
4. Statement o f  account, w ith  F eb ru a ry 's  production  m onth  invo ice , sen t to  M apco

on March 3.
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5. D ate  F eb ruary  p roduction  m onth  invoice p ay m en t du e  to S ta te  =  M arch 7 
(s ta tem en t o f  account date plus three business days).

M ethod fo r c a lcu la tin g  M a p c o ’s p roduction  m onth  invo ice  p ay m en t fo r  F eb ruary  deliveries:

V olum e x M a p c o ’s Invoice Price = Production M onth Inv o ic e  A m ount

403 .000  barre ls  x S16.65428 = $ 6 ,7 1 1 .6 7 4 .8 4

If pay m en t in full is no t rece iv ed  by  the S tate  on  or before  M arch  7 , in te re s t w ill accrue on  the 
unpaid  balance from  M arch  7 through the  date paym ent is rece ived , a n d  a  la te  pay m en t penalty  
will be assessed.

N ote:

The L essees are req u ired  to  su b m it the ir royalty  reports to the S tate  fo r  F e b ru a ry ’s p roduction  by 
the last day  in M arch . F o r  th is reason, the S ta te ’s p roduction  m onth  in v o ice  to  M apco  for 
February  deliveries w ill b e  based  on Ja n u a ry 's  R oyalty  V alues as ad ju s ted  by  the  average 
fractional change in the  W est C oast destination  values o f  A R C O . B P, and  E x x o n . This is an 
interim  invoice p rice  and  w ill be adjusted  w hen the S tate  receives m o re  accu ra te  inform ation  
about the actual q u an tity  and  price  for Sale  O il delivered  to  M apco  in th a t m o n th . T h e  S tate  m ay 
adjust the  invoice p rice  a n d /o r the  actual quan tity  o f  S a le  O il and  in v o ice  M apco  in the initial 
ad justm ent invoice su b m itte d  w ith  the fo llow ing  m o n th ’s (A pril) s ta tem en t o f  account. 
Subsequen t ad ju stm en ts a re  likely  to follow .

Example 2: Initial Adjustment Invoice
A ssum ptions:

1. M onth  is A pril
2. Sale  O il d e live red  to M apco in February  =  4 03 .000  b arre ls
3. F eb ru ary ’s R o y a lty  V alue for the  P rudhoe B ay U nit =  S I 6 .09963
4. A d justed  M a p c o 's  invoice p rice  fo r F ebruary  =  $ 1 6 .0 9 9 6 3  +  $ .15  =  $16.24963
5. Annual in te re st rate  charged  m em ber banks fo r adv an ces by  the  12* Federal 

Reserve D istric t as o f  January  1 is three percen t; and se v en  p e rc en t as o f  A pril 1. 
Annual rate for con tract = 1 1  percen t fo r the first q u a rte r  and  12 p ercen t for the 
second quarter.

6 . Date o f  the s ta tem en t o f accoun t that con tains the in itia l ad ju stm en t invo ice  is 
April 1.

7. Date in itia l ad ju stm en t invo ice  paym ent is due to the  S ta te  =  A pril 7.



 Yalmng * Mapco’s Invoice Price = Initial Adjustment Invoice Amount

403,000 barrels x SI6.24963 per barrel a  56,548,600.89

Amount previously paid by Mapco for February deliveries (calculated in Example 1)
56.711.674,84

Overpayment for February deliveries = (S 163.073.95)

Number of days between the date the initial adjustment invoice was due on April 7. and the date 
accrued, March 7 = 31 days. The staxutory interest rate is converted to a daily rate for these 
calculations.

Days o f interest first quarter = 24 days
Days o f interest second quarter = 7 days

Interest due first quarter =($163,073 95) x (1 19&Z365) x 24 days = (51.179.49)
Interest due second quarter = (-5163,073.95 -  1,179.49) x (12%/365) x 7 days = (S378.on
Total interest due Mapco ($ l ,557.50)
Credit due Mapco against statement of account amount dated April 1 = (J 164,631.45)

Example 3: Subsequent Adjustment Invoice

This adjustment is assumed to occur on October I, after BP's six month true up of transportation 
costs, a reopsner for one o f the Royalty Settlement Agreements, or for some other reason.

Assumptions:

1. Month is October.
2. Sale Oil delivered to Mapco in February = 403,000 barrels
3. February’s Royalty Value for the Prudhoe Bay Unit = $16.36706
4. Adjusted Mapco price for February = $ 16.36706 + 5 .15 = $ 16.51706
5. Annual interest rate charged member banks for advances by the 12* Federal Reserve 

District as o f January 1 is three percent: as of April 1, July 1, and October 1 is seven 
percent. Annual rate for contract = 11 percent for the first quarter and 12 percent for 
the second, third, and fourth quarters.

6. Date of statement of account that contains the subsequent adjustment invoice is 
October 1.

7. Date subsequent adjustment invoice payment is due to the State = November 6.

Method for calculating M a p c o’s initial adjustment invoice amount for February deliveries:



Method for calculating Mapco's subsequent adjustment invoice amount for February deliveries:

V olum e x M a p c o 's  Invo ice Price = S u b seq u en t A d ju s tm en t Invo ice A m ount

403 .000  barrels x S I 6 .51706  per barrel =  $6 ,656 ,375 .18

A m ount prev iously  p a id  b y  M apco  for F ebruary  d e liv e n es
(calcu la ted  in E x am p le  2) =  $6 .548 .600 .89

U nderpaym ent fo r F eb ru ary  d e liv e n es  $107 ,774 .29

N um ber o f  days b e tw een  the  date  the sub sequ en t ad ju stm en t inv o ice  p a y m e n t w as due on 
N ovem ber 6 and  the d a te  accrued , M arch  7 =  244 days. T h e  s ta tu to ry  in te re s t ra te  is c o n v en ed  to 
a daily  rate for these  ca lcu la tio n s.

Days o f  interest in  the  firs t q u arte r (M arch 7 through M ar 31) = 2 4
D ays o f  in terest in  the seco n d  q u arte r (A pril 1 through Ju ne  30) = 9 1
D ays o f  in terest in  th ird  q u a rte r  (Ju ly  1 th rough  S ep tem b er 30 ) =  92
D ays o f  in terest in  fou rth  q u arte r  (O ctober 1 th rough  N o v e m b er 6) =  37
Interest due for firs t q u a rte r  =  $107 ,774 .29  x (1170/365) x 24  d ay s = $ 7 7 9 .5 2
Interest due  for seco n d  q u a rte r  =  ($1 07 ,774 .2 9  +  779.52) x 12% /365 x 91 days = $3 ,247 .69  
Interest due for th ird  q u a rte r  =  ($107 ,774 .29  ♦ $ 779 .52  +  $ 3 ,2 4 7 .6 9 ) x 12% /365 x 92 <Lys

3  $3.381.61
Interest due  for fou rth  q u a rte r  =  (107 ,774 .29  +  $779 .52  +  $ 3 ,2 4 7 .6 9  +  $ 3 ,3 8 1 .6 1 ) x

12 % /3 6 5  x 7 d ay s 3  $ 1 .401.13
Total in terest due to the  S ta te  on  N o 1 ember 6 3$g ,809 .95

S ubsequen t ad justm en t inv o ice  am ount due the  S tate  on N o v e m b er 6 =$116,584 .24

If paym ent in full is no t rece iv ed  by  the S tate  on o r before  N o v e m b er 6, add itio n a l in terest w ill 
accrue from  N o v em b er 6 th ro u g h  the date  paym en t is rece iv ed , a n d  a  la te  p ay m en t penalty  w ill 
be assessed .
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^v/u. n u u o r  i/f rN u o : i h  Hmx tu-o I
AS Oft 01/11/(997

WORK INO
interest
OWNER

NOH.
DECIMAL

C

EXXON
•PRAAI
70IM.fl

J

0.362904 
0,148379 
0.189111
I .000000

AILOCAICD
LIQUIDS

1.899.UN.2/ 
(.•2 9 . 3 2 6 9 4  
1.314,824.19

3.239.409.00

AfiCO ALASKA |||C 
POINT HCINim PA

PKOOOCItON Al I OCA I ION /  OrflAKl sent 11(11 { 
PRODUCT ION HOmIH JANUAfty- 1997

9*>
PBu CHUOl I IK

pipiii mi
oririAKi NCI S

»x

0.00
0.00
0.00
0.00

1.099. DIO . 2 7 
1.12).126.94 
1.514,114.19
3.2L9.i|09.OO

I OAO Oil SI I 
I HON 01 T ON II

I* ACI . |
■••HI 1 ll ll ; I S ; | )

Mill IIAIL": 0 2 /In /1997

IIOVAI IV 
UASC

10.787.71 
26.294.II 
24.981.16
HI.669.00 j(

O Oil 
0.00 
0.00
II . Oil

i . a r .o .9 '1 6 .9 6  
I . 799.010.41 1.490.24301

S . 1 9 / . 8 2 0 . 0 0

/
tn

m
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WORN INC
INTERESTOWNER

SPX

TOTALS;

NON.
DECIMAL

1.000000
1.000000

ALL OCA ICO 
LIQUIDS

6 3 i.s n a .o o  

631.80S.00

o o n n  . . .  N,AKUK P X H T lC IP A I  INC ARIA PROOUCIlO* ALLOCATION /  O ffT A k E  SClllllHI t 
PRODUCTION MONTH JANUARY-1 997

POU Cfti/Ut | ik
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0.00

I'IPfl INC
o t t i a k c

63 I .S O S .0 0  
6 3  I .S O S .0 0

I Oad OK Si l NCIS f NON 01 r  UNI I

7.891 00 
- . 8 9 1 . 0 0

O.OII
0.00

m il l  1 IMC : 1 2 ; I I I  IIIIII IIATE ; 0 2 /  III/ 1997
I’AIU ; I

ik iv a i i v
base

64 ) ,9 I 7.00 
64J .9 17.00
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juu ; Htmouiif PHuli; IN  IU 92  1 0 -0  IAC Mi 01/11/1997

WORMINGINTEACCIOWNER NOH.
DECIMAL

EXXON
AAIft
| 0 | A I S ;

0.500000 
0.900000
I .000000

ARCO ALASKA IN C .HiAKUK 27 TRACI OErRAIiON PAOOliCI ION ALLOCATION / orriAKC SCiHOWL PAOOUCMON MONTH JANUAAf-1997
ALL OCAICO LIQUIDS PUII CfiOOl I IK PI Pi I Hit

or f 1AKE
I OAO 0  1C S t  I

rtioH oi r  o n 11

PACE; |
HUH 1 IHE : I 2 ; I | I |

m ill IiaTL' : 02/111/1997

MOV AL I V 
HASC

62,928.00
C2.92C.OO

129.056.00

0 00 
0.00
0.00

62.528 OU 62.92S.00
1 2 5 ,0 5 6 .0 0

6 5 1 . 5 0651.50
I . I l l ]  . 0 0

o no 
0.00
0.00

6 1 . 8 / 6 . 5 0  61.816.50
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AFCOAAASC. #C.
P108 TAI. TRACT OPERATION 

pqCCLCDCN ALLOCATION / OFFTAKE SCHEDULE 
January  37

»<1CO a s CYXON TOTAL

^CUMATICN CECAMJlS 1 0 0 0 0 0 0 0 .0 0 0 0 0 0 0 .0 0 0 0 0 0

ALLOCATED U O JO S 20 .S 7S .00 0 .0 0 0 .0 0 2 0 .3 7 8 .0 0

tW J C n iX T X 0 .0 0 0 .0 0 0 .0 0 0 .0 0

" P a i * 0 F F T A « 2 0 .S 7 S .00 0 .0 0 0 .0 0 2 0 .3 7 3 .0 0

H U 3 3 4 .0 0 0 .0 0 0 .0 0 3 S 4 .0 0

LO A O O ESO A O M SO t. 0 .0 0 0 .0 0 0 .0 0 0 .0 0

C8.REYB4JEEA3S 2 0 4 2 1 .0 0 0 .0 0 0 .0 0 2 0 .2 2 1 .0 0

LEASE ONNS1 QGCUAAJ l 0 0 0 0 0 0 O.OOOnoo 0 .0 0 0 0 0 0

a u o c a t e d u o u o s 2 0 .3 7 3 .0 0 0 .0 0 0 .0 0 2 0 .3 7 3 .0 0

RBUCTUXTK 0 .0 0 0 .0 0 0 .0 0 0 .0 0

p* « L 4 * cffta k» 2 0 4 7 3 .0 0 0 .0 0 0 .0 0 1 0 .3 7 3 .0 0

M U 3 3 4 .0 0 0 .0 0 0 .0 0 3 3 4 .0 0

U M O a S S O A C A O O L 0 .0 0 0 .0 0 0 .0 0 0 .0 0

ROYALTY SAMS 2 0 4 2 1 .0 0 0 .0 0 0 .0 0 2 0 .2 2 1 .0 0

K t U L T f  rn _

ROYALTYJN4WO 3 3 2 4 0 0 .0 0 0 .0 0 5 32  4 0

RQVALTY-MVAAJUS 4 3 0 4 0 0 .0 0 0 4 0 4 0 0 .0 0

TOTAI.nOYAA.TY 1 .0 1 1 .0 3 0 .0 0 0 .0 0 1 .0 1 1 .OS

PCKALTY- W U O I W T K

ROYALTY A M C O 0 .0 0 0 .0 0 0 .0 0 0 .0 0

ROYALTY KWAAJJS 0 4 0 0 .0 0 0 4 0 0 .0 0

TOTAL ROYALTY 0 .0 0 0 .0 0 O .M 0 .0 0

f c r j u r . f f l i

RCYM .TY 4M OO 0 4 7 0 .0 0 0 4 0 • 4 7

ROY*L'iY4iiAAAJJS 3 4 0 0 4 0 0 4 0 0 4 S

T0TAA .JTAA JY 1 7 .7 0 0 .0 0 0 .0 * 17.70

n m M n w L t t m  wok- aruor
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A P P E N D IX  A — Attachment 3

C a l c u l a t i o n  o f  R o y a l t y  V a lu e  -  P r u d h o e  B a y  U n it
J a n u a r y  1 9 9 7

L esse e  Oil Royalty Product of Volume
_______________________(barrels) Value T im es Royalty Value

IJ a b u m *  P rod uc tion  C an ta r
Lisburn* Participating Area 

A flCO
BP Exploration 
Exxon

Point McIntyre Participating 
ARCO
BP Exploration 
Exxon

W ast Beach Participating Ar 
ARCO
BP Exploration

Niakuk Participating 
BP Exploration

W est Niakuk Participating Ar 
A flCO  
Exxon

P 109
ARCO

Prudho* Bay Initial Participating Area
ARCO 6.812.971.60 519.880 5135.441.875.41
BP Exploration 9.731.640.80 518.640 5181.397.784.51
Chevron 159.860.30 523.248 53.716,432.25
Eaton 7.700.737.40 519.220 5148,008.17283
Fore*ng*ry 9.111.30 519.880 5181.132.64
Mobi 362.126.20 519.539 57.075.583.82
PTttpa 364.589.50 520.690 57.543.356.76
Texaco 100.129.00 518.950 51,897.444.55

Total* 31,777.362.10 J07.508.878.79

Average Royalty Vatu* 5t9.11766

Area

■ea

raa

1 76 .1 38 .0 0  5 1 9 .5 0 0  5 3 .4 3 4 .6 9 1 .0 0
8 6 .0 6 9 .0 0  5 1 8 .1 2 0  5 1 .5 9 5 ,8 1 0 .2 8

176 .1 38 .0 0  5 1 8 .7 3 0  5 3 ,2 9 9 .06 4 .7 4

1 .5 14 .8 24 .1 9  5 1 9 .5 0 0  529 .539  071 .71
1 ,8 25 .3 26 .5 4  5 1 8 .1 2 0  5 33 .0 74 .9 1 6 .90
1 .8 9 9 .3 3 4 .2 7  5 1 8 .7 3 0  5 35 .5 74 .5 3 0 .8 8

29 .4 6 3 .5 0  5 1 9 .5 0 0  5 57 4 .5 3 8 .2 5
2 9 .4 6 3 .5 0  5 1 8 .7 3 0  5 55 1 .8 5 1 .3 6

6 5 1 .8 0 8 .0 0  5 1 8 .1 2 0  5 1 1 ,8 10 .7 6 0 .9 6

6 2 .5 2 8 .0 0  5 1 9 .5 0 0  5 1 .2 ''9 .2 96 .0 0
6 2 .5 2 8 .0 0  5 1 8 .7 3 0  5 1 .1 7 1 .1 4 9 .4 4

2 0 .5 7 5 .0 0  5 1 9 .5 0 0  5 40 1 .2 1 2 .5 0



A P P E N D IX  A — Attachment 4

M o n th ly  A v e r a g e  C h a n g e  in  A N S  W e s t  C o a s t  D e s t i n a t i o n  V a lu e s

% C hange BP % C hange % C hange Average
Production ARCO Previous Exploration Previous Exxon Previous Percentage
Month Value Month Value________ Month Value Month C hange

Jan -97  $ 23 .45  -0 .2 1%  $ 2 3 .4 4  -0 .2 6%  $ 2 2 .6 6  - 0 2 6 %  -0 24%
Feb -97 $ 2 0 .2 7  -1 3 .56%  $ 2 0 .2 6  -1 3 .5 7%  $ 1 9 .6 9  -1 3 .8 7%  -13 .67%



APPENDIX B

EXAMPLES OF INTEREST AND LATE PAYMENT PENALTY
The fo llow ing  illu stra tes the d a te  from  w hich  in te rest w ill accrue  and  the  date  tha t a  iate paym ent 
p ena lty  will be assessed .

Jan u ary  1 - 3 1 ,  1998 -  S tate  d e liv e rs  January  1998 S ale  O il.

F eb ruary  6, 1998 -  S ta te  sends M apco  a s ta tem en t o f  a ccoun t tha t con ta in s the p ro d u ctio n  m onth 
invo ice  for January.

F eb ruary  11 ,1998  -  (T h e  date  o f  the  sta tem en t o f  accou n t that co n ta in s J a n u a ry ’s p ro duction  
m onth  invoice p lus th ree  b u siness days) -  M apco  m ust pay  the Jan u ary  p ro duction  m onth  
invo ice  am ount in full on  o r befo re  th is date. If M apco  do es not pay  on  th is date , in te rest and  a 
late pay m en t penalty  w ill acc ru e  from  this date  on the u np aid  b a ia n c j un til paid  in full.

M arch 9. 1998 -  S tate  sends M ap co  the sta tem en t o f  accoun t tha t con ta ins the initial ad justm en t 
invo ice  fo r January  1998 S ale  O il . M apco  ow es the  S ta te  an add itional sum .

M arch  12, 1998 -  M apco  m ust pay  the in itia l ad ju stm en t invo ice  am oun t in full p lus in te rest 
from  F ebruary  11, 1998 th rough  the  M arch 12. Lf M ap co  do es not pay  on  o r befo re  M arch  12. 
1998, in terest and  a  la te  paym en t pen a lty  w ill acc rue  from  this date  on the  unpaid  ba lance  until 
paid  in full.

Jan u ary  1 1 ,1 9 9 9 - S t a t e  sends M ap co  a su b seq u en t ad ju stm en t invoice fo r January  1998 Sale  
O il. M apco  is en titled  to  a  c red it. S tate  pays in te rest from  F ebruary  11, 1998 th rough  Jan u ary  
14, 1999, the date the  sta tem en t o f  account tha t co n ta in s  the subsequ en t ad justm en t invo ice  
am oun t is due.

A pril 10. 2008 -  E xxon  no tifie s  the  S ta te  that, due  to  a c lerical erro r, it h as rev ised  its royalty  
value fo r January  1998. T he  rev is io n  causes the R oy alty  V alue fo r Jan u ary  1998 to change .

A pril 1 7 ,2 0 0 8  -  the S ta te  mentis M ap co  a s ta tem en t o f  accoun t that con ta in s a subseq uen t 
ad ju stm en t invoice fo r  Jan u ary  1998. M apco  o w es the  S tate  an add itional sum .

M ay 1 7 ,2 0 0 8  -  M apco  m u st p a y  th e  su b seq u en t ad ju stm en t invo ice  am o u n t fo r Jan u ary  1998 
Sale  O il in  full p in s in te re s t c a lcu la ted  from  F eb ru ary  I I .  1998 th ro ugh  F eb ru ary  1 1 ,2 0 0 4 . If 
M apco  d o es  not p q r  th e  su b seq u en t ad ju stm en t inv o ice  am o u n t in full on  o r  befo re  M ay  17,
20 08 , in te re s t and  a  la ta  p ay m en t p en a lty  w ill acc ru e  on  the  unp aid  ba lance  from  F eb ru ary  11, 
1998 u n til  p a id  in fulL

N o v em b er 1 0 ,2 0 0 8  -  T h e  cou rt se ttle s  a  d isp u te  b e tw een  the  T A PS carrie rs  and  sh ip p ers : 
e a rn e rs  a rs  aw arded  a  h ig h e r  ta r if f  fo r Jan u ary  1998.

N o v em b er 2 8 ,2 0 0 8  -  T h e  S ta te  sen d s M ap co  a  s ta tem en t c f  * .'ro u n t tha t con ta in s a  su b seq u en t 
ad ju stm en t invoice and  a  S tate  W arran t fo r the  su b se q u en t ad ju stm en t invo ice  am o u n t p lus 
in te rest. M apco  is e n titled  to  a  re fu n d  tha t in c lud es  in te rest ca lcu la ted  from  F eb ru ary  1 1 ,1 9 9 8  
th rough  N o vem ber 2 8 ,2 0 0 8 .




