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G O V ER N O R

S t a t e  o f  A l a s k a
O F F IC E  O F  T H E  G O V E R N O R

J u n e a u

March 10, 199S

P O . Box 110001 
Juneau . A laska 90811-0001 

(907) 465-3500 
Fax (907) 465-3532

T he H onorab le  M ike M ille r 
Senate P residen t 
A laska S tate  L eg isla tu re  
S tate C ap ito l 
Juneau , A K  99801-1182

J flM
Dear Presidê irMTller:

I am transmitting a bill that provides for legislative approval of a royalty oil contract between the 
state and Mapco Alaska Petroleum, Inc. for the sale of Prudhoe Bay Unit royalty oil. A copy of 
the resolution of the Alaska Royalty Oil and Gas Development Advisory Board, recommending 
approval of that contract in accordance with AS 38.06.040(a)(3) and 3S.06.050(a) and providing 
the report required by AS 38.06.070(c), is also being provided to the Legislature with this bill.

Under the contract, the state will receive a fair value for the royalty oil, while promoting in-state 
processing and petroleum product competition. Among the economic benefits to Alaska's citizens 
are competitive consumer prices for petroleum products, such as gasoline, diesel and jet fuels, and 
employment of Alaskans at Mapco's North Pole refinery.

Copies of the commissioner's preliminary finding and the draft contract have been sent to the 
legislature and made available to the public for review. The commissioner's final finding and the 
signed contract are attached.

I respect the Legislature's desire to have a direct voice in major disposals of royalty oil 
Therefore, although this and previous administrations have consistently taken the position the 
statutory requirement of legislative approval of royalty oil contracts is unconstitutional, as a 
matter of comity, 1 am introducing a bill approving and ratifying the contract. The contract is 
consistent with provisions requiring approval by the Legislature before it takes effect.

I urge your prompt consideration and passage of this bill

Governor

■



M A P C O  A L A SK A  P E T R O L E U M  Inc. P O S IT IO N  PA PE 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  ST A T E  O F  A L A SK A

M arch  24, 1998

MAPCO ALASKA PETROLEUM Inc. (MAPI) is seeking ratification of a new five year royalty 
oil contract from the Alaska State legislature. The contract was unanimously recommended for 
legislative approval by the Alaska Royalty Oil and Gas Development Advisory Board at their 
February 17, 1998, meeting. Approval of the contract is now before the legislature in the form of 
SB 329 and HB 469.

The contract has been signed by the Alaska Commissioner o f Natural Resources and the President 
of MAPI. The contract calls for the sale of approximately 28,000 barrels per day (bpd) of North 
Slope royalty crude to MAPI. The contract will be effective December 1, 1998, and calls for 
MAPI to pay the State Royalty-in-Value price for the royalty oil plus a $. 15 per barrel premium 
Over the five years o f the contract, the State could receive an additional $7,665 million in gross 
revenues over what they would receive from other Prudhoe Bay lessees for the royalty c l

The effective date o f December 1, 1998, coincides with the expiration of a current one year 
contract MAPI now has with the State for 13,000 bpd of royalty oil. The new contract will 
replace the volume in the one year contract and add the additional volume to provide feed-stock 
for the $70 million refinery expansion currently underway at MAPT The expansion will add a 
new third crude unit that should be ready to ship additional production by December 1, 1998.

The $70 million expansion project currently has 50 Alaska workers on site. Construction 
employment will peak at about 375 workers this summer. Over 30 Alaskan vendors and 
contractors will be working on the refinery expansion. Once completed, the new crude unit will 
produce an additional 14,000 bpd of jet fuel for Alaska’s growing air cargo and air passenger 
business. An additional 25 rail cars of jet fuel will be shipped daily on the Alaska Railroad from 
Fairbanks to Anchorage when the project is completed. Local properly tax payments by MAPI 
wili increase, revenues to GVEA will increase, and vendors and contractors will benefit from both 
the construction and the ongoing operation of the third crude unit. Also, 19 permanent new 
employees will be hired at the refinery and the Anchorage terminal to help operate the new crude 
unit and market the additional production.

MAPI has refining, marketing and retail activities throughout Alaska. MAPI employs 155 people 
in the refining and marketing business and about 300 workers a the 29 MAPCO Express retail 
.tores in Alaska. MAPI spent approximately $330 million with over 600 Alaskan vendors and 
contractors in 1997. In addition, MAPI provided approximately $500,000 in funding to 
educational institutions, non profit organizations and for event sponsorships in 1997. MAPI has 
its refining headquarters at North Pole near Fairbanks and it marketing headquarters in 
Anchorage.

For more information contact Jeff Cook at (907) 488-5104
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F in a l F in d in g  a n d  D e te rm in a tio n  to Sell R oya lty  O il 
to 

M A P C O  A laska  P e tro le u m  In c .

i

I. S u m m a ry

The commissioner of the Department of Natural Resources, on behalf of the state of Alaska, 
proposes a five-year sale of approximately 28,000 barrels per day of the state’s royalty oil to 
MAPCO Alaska Petroleum Inc. (MAPCO). MAPCO operates a refinery in North Pole in the 
Fairbanks North Star Borough and is one of the state's largest retailers of petroleum products. 
This document provides the final finding and determination required under AS 38.05.183 for the 
proposed sale.

The department distributed the preliminary finding and draft contract on January 30, 1998. The 
public comment period ended one month later on March 3, 1998. The department notified the 
public about the preliminary finding and draft contract and written comments were solicited by 
sending a notice of the sale or copies of the preliminary finding and draft contract to 2 0 0  

citizens, special interest groups, industry and government representatives, and the media. The 
department also advertised through display advertisements in newspapers throughout Alaska. 
At the close of the comment period, the department received three letters. The letters are 
included as Appendix C to this finding.

The mailing and advertisements also notified the public of a meeting of the Alaska Royalty Oil 
and Gas Development Advisory Board (Royalty Board) that was held on February 17, 1998 at 
which the proposed sale was discussed and public comment was solicited. Except for the 
representatives from MAPCO, there was no public testimony at the Royalty Board meeting. 
However, a letter from Hal Whitley, owner of Wet Willy's Carwash in Fairbanks was faxed to 
the Royalty Board in the morning before the Royalty Board met. The Royalty Board considered 
Mr. Whitley’s comments. Subsequently, the Royalty Board unanimously supported the sale and 
adopted the Commissioner’s findings as its report to the legislature, and passed a resolution 
recommending approval of the sale by the legislature.

This is a final finding and final conclusions have been reached. The commissioner has 
determined that the proposed sale to MAPCO is the state’s best interest. The final finding, a 
copy of the signed contract, and the recommendation from the Royalty Board will be forwarded 
to the Legislature under AS 38.06.055.

I I . B a c k g ro u n d

The state of Alaska receives a royalty of approximately 12.5 percent of the oil and gas produced 
from the Prudhoe Bay Ut.L The state may take its share of oil production ”in-kind or "in­
value." When the state takes its royalty share of the oil in-kind (RJK), it assumes ownership of 
the oil, and the commissioner disposes of the oil through either competitive or non-competitive 
sales. When oil is taken in-value (RIV), the state's lessees who produce the oil market the state's 
share along with their own share of production. The lessees are obligated to pay the state the 
value of the state’s RIV share.
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MAPCO has a long history as a purchaser of RIK from the state. MAPCO has the longest 
running contract for ANS RIK. Deliveries under its long-term contract began in November 
1979 for 35,000 barrels per day. This contract will not expire until December 2003. Through 
the end of 1997, MAPCO received approximately 205.8 million barrels of RIK .1

On August 26, 1997, the state agreed to sell to MAPCO an additional volume of royalty oil 
equal to 11.6 percent of the. daily royalty oil production of the Prudhoe Bay Unit (PBU) for one 
year. Deliveries under this contract began on December 1, 1997 and will continue through 
November 30, 1998. By statute this contract may not be renewed without a specific 
recommendation of the Royalty Board to the legislature and the legislature’s subsequent 
approval. Last October, MAPCO initiated negotiations with the department for a new royalty 
oil supply contract to begin deliveries when this contract expires.

At the date of this final finding, Williams Companies Inc. is in the final stages of acquiring 
Mapco Inc. This acquisition will become final when Williams Companies Inc. receives approval 
from the Federal Trade Commission. On November 24, 1997, the companies announced that 
they had entered into a definitive merger agreement providing for Williams to acquire MAPCO. 
On February 26, 1998, MAPCO shareholders approved the acquisition. Standard and Poor’s 
(S&P) revised its outlook for both companies to positive from stable. Primarily, the outlook 
change reflects the strengthening fundamentals of the Williams’ pipelines and prospects for 
improving earnings at Williams Communications Group and Williams Energy Group. The 
proposed acquisition of Mapco Inc. is also a positive factor in S&P’s outlook change." The $3 
billion acquisition price includes $2.2 billion of Williams common stock and the assumption of 
about $750 million of acquired company debt. The conservatively financed acquisition should 
diversify Williams’ pipeline operations with a relatively successful downstream energy services 
company. The merger will have no affect on the proposed sale and contract terms.

This finding and determination and the attached copy of the sales contract represent the result of 
those negotiations. Much of what was written by way of background to the 1997 contract still 
applies today.

In the following section of this finding, the description of the contract focuses on how this 
proposed contract differs from the current one-year contract.

H i. D iscussion  of C o n tra c t P ro v is io n s  

Term

First delivery of RIK oil is set for December 1, 1998 and will continue for Five years. The 
contract will terminate December 31, 2003. This coincides with the termination date of 
MAPCO’s current long-term, 25-year contract.

1 Golden Valley Electric Association volumes are included in MAPCO’s RIK deliveries.
2 Standard &  Poor's CrcditWire dated November 24. 1997.
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Quantity

The slate agreed to increase the percentage of royalty oil that MAPCO may purchase to assure 
MAPCO a relatively constant supply of RIK oil as production declines. Over the life of the 
contract the volume of RIK taken by MAPCO will remain fairly constant. This proposed 
contract will increase the percentage of PBU royalty oil that MAPCO now receives under the 
current one-year contract. MAPCO will purchase 27.0 percent of the state’s royalty share in 
1999 (about 28,000 barrels per day from the PBU). In the second, third, fourth and fifth years, 
MAPCO's RIK purchase percentage will increase slightly to 28.5 percent, 30.0 percent, 32.0 
percent and 33.5 percent, respectively.

Table 1: RIK Percentages and Maximum Quantities

RIK Volume
Year RIK % (Bpd)

1998 27.0 28,350
1999 27.0 28,350
2 0 0 0 28.5 28,500
2 0 0 1 30.0 28,200
2 0 0 2 32.0 28,480
2003 33.5 28,475

When MAPCO’s current long-term RIK contract with the state is considered with the proposed 
contract, the actual volume taken by MAPCO will increase to approximately 56.7 percent of the 
state’s royalty oil from the PBU.

The percentage of royalty oil designated in the contract for each year is called the “Maximum 
Quantity.” If MAPCO takes less than the Maximum Quantity, it will be subject to a per-barrel 
reservation fee on each barrel less than the Maximum Quantity. The per-barrel reservation fee 
is 0.75 percent of the full purchase price. 3 MAPCO may elect to decrease or increase the 
quantity of RIK oil it will actually purchase month-to-month subject to certain notice 
requirements. MAPCO also has the right to terminate the contract with one hundred days notice 
to cease deliveries. With the same notice period, MAPCO may elect one time annually to 
permanently reduce the Maximum Quantity required under the contract. However, once 
MAPCO issues an annual notice of its option to permanently reduce the Maximum Quantity, 
MAPCO may not reinstate the Maximum Quantity to the initial level. In addition, MAPCO 
may not ever increase the Maximum Quantity.

Because of the terms of the PBU Agreement in force among the producers and the state, the 
state combines royalty production from both the Prudhoe Bay field and royalty oil processed 
currently through the Lisbume Production Center. The 112,000 barrels per day of royalty crude

} The contract provider MAPCO with some operational flexibility. With the appropriate one hundred-day notice, MAPCO may 
take less than the Maximum Quantity, however, a reservation fee would apply to volumes less than the then applicable 
Maximum Quantity.



oil forecast for 1998 (Table 2) is the sum of the royalty offta ce from PBU including both the 
Initial Participating Areas and the Greater Point McIntyre /v ie a, i.e. Lisbume, Pt. McIntyre. 
West Beach, North Prudhoe Bay State, and the Niakuk/Alapah Participating Areas. 4

Table 2 illustrates the present and future royalty crude oil supply from the PBU. The state is 
obligated to supply 35,000 barrels per day to MAPCO through 2003 and 30 percent of the PBU 
royalty oil to Tesoro through 1998. If the proposed MAPCO contract is awarded, the state will 
still keep approximately 13 percent of its royalty share of PBU production as RIV or about 40 
percent of the total ANS royalty production in 1998. See Figure 1, titled “Total ANS Royalty 
and RIK Sale” for the percentage share of ANS RIK oil versus ANS RIV oil.

The state must reserve a sufficient percentage of its PBU royalty oil as RIV to insure that PBU 
lessees can deduct field costs as a credit from their RIV royalty for the royalty oil the state takes 
in-kind. The state’s flexibility to nominate more RIK oil from the PBU will be limited after this 
RIK sale to MAPCO. However, there will be some flexibility for the state to offer additional 
royalty oil from other non-PBU fields on the North Slope as circumstances warrant.

Quality

MAPCO must accept the same quality of oil that the state receives from the producers at Pump 
Station No. 1. The existing contract with MAPCO does not distinguish between crude oil, 
condensate, or natural gas liquids (NGLs). MAPCO waives any claim that either condensate or 
NGLs blended with the crude oil by the lessees tendered to the state as royalty oil is not oil for 
the purposes of the contract. This v/aiver will protect the state against any future claim that 
MAPCO did not receive its full or correct volume of RIK by asserting that condensate or NGLs 
are not crude oil.

4

''Under the proposed contract the state reserves the right to supply 100 percent of MAPCO's volume from just the PBU Initial 
Participating Areas (IPA) rather than include the production from the Greater Point McIntyre Area, i.e.. production processed 
through the Lisbume Production Center. In this case MAPCO would receive initially 33.8 percent of the PBU IPA production. 
MAPCO will be notified 90 days in advance if the commissioner, in his sole discretion, chooses to exercise this right.
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Table 2: North Slope Royalty Crude Oil Production Forecast
(MBOD)

1998 1999 2000 2001 2002 2003 2004 2005 2005

Greater Point McIntyre Area 23 19 16 13 11 10 9 8 8

Lisbume 1 1 1 1 1 41 1 1 1

Niakuk 4 3 3 3 2 2 2 2 2

Point McIntyre 17 14 11 9 8 7 6 6 5

West Beach -N. Prudhoe Bay 0 0 0 0 0 0 0 0 0
State

Prudhoe Bay aJ 89 84 81 77 74 71 68 64 60

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

Prudhoe Bay Unit 112 105 100 94 89 85 82 77 72

Kuparuk River Unit 33 35 36 34 33 32 29 27 25

Milne 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

Badami 0 6 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

Cost Allowance

Prudhoe Bay Unit 11 11 10 9 9 9 3 3 3

Kuparuk River Unit 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

Minus Currant RIK Contracts
MAPCO #1 

MAPCO 12 d  
Tesoro

Total Current RIK Obligation

ANS Royalty Oil Available to Supply New RIK 
Contncti:

MAPCO's proposed 27.0% 
contract O 

ANS Royalty OB Remaining:

d/

15

35

13

34

85

65

28

15 14

35 35

35 35

113

28

117

28

13

35

35

117

28

13

35

35

116

28

13

35

35

109

28

143 131

37 85 89 89 88 81 143 131

123

123

a/ If the commissioner elects to sell MAPCO RIK from the Prudhoe Bay Initial Participating Area (IPA), then 
the price per barrel will be calculated on the basis of the volume weighted average of the Royalty Value received 
from just the IPA, pIusS.15. See Table 2.
b/ Satellites include wells penetrating several smaller, unnamed reservoirs. 
cJ MAPCO’s #2 contract expires November 30.1998.
d/MAPCO’s proposed contract is expected to start December I. 1998 and expires on December 31.2003.
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Price

The proposed contract requires MAPCO to pay a price per barrel equal to the state’s royalty 
value per barrel plus $.15. The state’s royalty value is defined as an amount equal to the per 
barrel value the state would have received from the Lessees for its royalty oil if the state had 
taken its royalty in-value instead of in-kind, plus any costs incurred by the state as a result of 
taking the royalty in-kind rather than in-value. This price meets the statutory requirement that 
the value of RIK is at least equal to or exceeds RIV. The proposed contract price is comparable 
to the one-year contract price and the value of RIV. Table 3 illustrates the calculation of 
MAPCO's price if it took deliveries under the proposed contract in January 1997.

Table 3: Volume Weighted Average Price -All Producers 

Value of R I V

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

Lisbume Production Center a/ bI d
ARCO 1.803.528.68 $19.50000 $35,168,809.45
BP Exploration 2,565.203.54 518.12000 $46,481,488.14
Exxon 2,167,463.77 $18.73000 $40,596,596.40

Prudhoe Bay IPA a/
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 53,716,43225
Exxon 7,700,737.40 519.58000 $148,008,172.83
Force 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 100,179.00 $18.95000 $1,897,444.55

Totals 31,777,36*'’. 10 $607,508,676.78

Volume Weighted Average Value: $19.11766
_____________*S.15/bbl

Price of Sale Oil: SI 9.26766

a/ Under the proposed contract, the state reserves the right to supply 100 percent of MAPCO's volume from just the 
Prudhoe Bay Unit Initial Participating Areas rather than include the production from the Greater Point McIntyre 
Areas, i.e., production processed through the Lisbume Production Center. This would imply that MAPCO would 
receive approximately 33.8 percent of the Prudhoe Bay Initial Participating Areas production. MAPCO will be 
notified 90 days in advance if the commissioner, 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.

Like the current MAPCO and Tesoro contracts, the proposed contract price replaces the need for 
an escrow account and retroactive ANS Royalty Litigation5 adjustments that appear in 
MAPCO’s 1978 contract. MAPCO’s proposed contract will have a more certain purchase price, 
subject to only minor subsequent adjustments. The ANS Royalty Settlement Agreements 
concluded the ANS Royalty Litigation and provided an agreed-upon valuation method that did 
not exist when MAPCO’s 25-year royalty oil contract was signed. MAPCO’s new RIK contract 
will rely upon agreed-upon valuation methods in the ANS Royalty Settlement Agreements to 
establish a contract price. Except for certain related adjustments contemplated under the

5 ANS Royalty Litigation refers to the dispute between the state and the ANS lessees that was resolved in several settlement 
agreements (Case No. 77-847 Civil, June 1977).



settlement agreements with ARCO, BP, Exxon and the other PBU producers the MAPCO 
contract will not require an interim pricing method.

Previous RIK findings have described the so-called "displacement effect" and "competitive 
effect" that may occur with a state sale of RIK. Because the changes in the markets for ANS oil. 
these effects will be very minor.

The "displacement effect" theorizes that any RIK sale by the state to in-state refiners will replace 
ANS sales by North Slope lessees to West Coast destinations including Alaska. Although the 
total volume of ANS sold on the West Coast is the same without a RIK sale, the producers must 
show in their royalty reports that a larger proportion of their oil is placed in destination markets 
where netback values are less than the West Coast. The West Coast destinations yield a higher 
royalty value than the other destinations. The average royalty value, weighted by oil volumes to 
each destination, is lower when the proportion of oil reported by the lessees going to the non- 
West Coast destination increases. This proportion of deliveries to the West Coast and other 
destinations is also reflected in the netback value reported for severance tax purposes. In this 
way, selling RIK decreases the state’s revenues from both RIV royalties and severance taxes.

The potential for a "displacement effect" has diminished since the market of total ANS sold on 
the Gulf Coast has disappeared. The Gulf Coast’s historically low royalty value contributed the 
biggest impact in calculating the displacement effect. There are now no more waterborne 
shipments of ANS to the Gulf Coast and the volumes shipped to the Mid-Continent or the Far 
East yield netbacks that are higher than the Gulf Coast netbacks. 4

As shown in this example, (See Table 4) the displacement effect, is insignificant. The contract 
price is sufficient to compensate the state for any reduction in the royalty value of RIV oil.

7

‘Alaska Department of Revenue, Fall 1997 Revenue Sources Book. Forecast and Historical Data. Anchorage, 
Alaska, p. 19. ANS movements to destinations in the Far Eist, the Caribbean and the U.S. Mid-Continent 
represented just 5 percent of total ANS production in FY 1997.
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T A B L E  4: D IS P L A C E M E N T  E F F E C T

If the North Slope producers take all of our royalty oil “in-value,” 
their shipments will look like this:

28,000 + 922,000 + 50,000 = 1,000,000
(Mapco) (CAandWA) (Asia Market) (Total)

In percentage terms:

3% + 92% + 5% = 100%

The calculation of royalty value (and severance tax) is:

($14.70x3%) + ($14.70x92%) + ($14.20x5%) = $14.67

If the state sells oil to Mapco, the producer’s placements on the West Coast 
are reduced by 28,000 barrels. Their shipments wiP now look like this:

0 + 922,000 + 50,000 = 972,000
(Mapco) (CAandWA) (Asia market)

In percentage terms:
0% + 95% + 5% = 100%

The calculation of royalty value (and severance tax) is:
($14.70x0%)+ ($14.70X95%) + ($14.20 x 5%) = $14.67

In this example, the displacement effect has no effect on the state’s royalty and severance
tax revenue.



The "competitive effect" relies on the assumption that the price of AMS on the West Coast as 
reported in the producers’ royalty value is higher than the price that would result from a purely 
competitive market. One North Slope producer dominates the ANS spot market and may be 
able to influence the price by its decision to transport oil to other destinations. When the state 
was selling nearly 210,000 barrels per day of RIK in 1986, (See Figure A-l) the state, as 
another seller in the market competing with the ANS producers, could conceivably contribute to 
a lower West Coast price. The “competitive effect” is probably immeasurable since ANS supply 
in the West Coast market is declining. Competitive market forces beyond the control of the 
ANS producers, including the stale, now govern the price of ANS.

In-State Processing

In the proposed contract, MAPCO has agreed that 80 percent of the REK it will purchase will be 
processed in the North Pole refinery. This clause is designed lo prevent MAPCO from re­
selling RIK to a third party and possibly profiting from a favorable price charged to MAPCO by 
the state. The in-state processing clause assures that the state will enjoy the benefits described in 
Section IV below.

Purchase Price Reopener

The contract provides no provision for either the state or MAPCO to renegotiate the price terms. 
Should the state pursue a price reopener as permitted by the ANS Royalty Settlement 
Agreements, the state is obligated only to inform MAPCO that negotiations have begun. 
MAPCO will pay based on whatever the Royalty Value the state and the producers may 
negotiate.

MAPCO also agrees that it will not intervene in any way in the negotiations or arbitration of a 
reopener between the state and the producers. If the new price terms that may result are 
disagreeable to MAPCO, it has the right to terminate the contract with one hundred days notice 
to cease deliveries.

Paym ents

The proposed contract has specified the timing and due dates associated with the Production 
Month Invoice, Initial Adjustments, and Subsequent Adjustments. The timing of these invoices 
and due dates have been shortened somewhat to reduce the state’s exposure to default risk as 
described below.

The state has agreed that any subsequent adjustments rendered more than six years after the date 
of delivery v/ill bear interest for only six years from the due date of the initial billing. However, 
this six-year interest limitation does not apply to adjustments that result from regulatory 
decisions, reopeners, court proceedings, or true-up audits that are commenced during the six-



year period. This provision appears in both the current one-year MAPCO contract and Tesoro’s 
current three-year contract.

Termination Notice

The state requires at least one-hundred days notice of early termination of the contract or any 
reduction in the maximum quantity taken by MAPCO. This timing is based on the ANS 
Royalty Settlement Agreements and the PBU Agreement. Under the original PBU Agreement, 
the state has a right to “denominate" RIK deliveries with a six-month notice. However, under 
each of the ANS Royalty Settlement Agreements, the timing requirement was reduced to 90 
days. The ANS Royalty Settlement Agreements provide that the lessees may claim force 
majeure if marine transportation is unavailable to transport any additional RIV for the first 90 
days that the RIK has reverted back to the producers. During this up-to-90-day period that 
lessees could claim force majeure, the state must take full possession of its RIK and find 
customers to buy it and tankers to transport it. For this reason MAPCO must provide sufficient 
notice to terminate the contract or reduce its maximum quantity, up to six-months and ten days 
if necessary.

10

Late Payment Penalty

If MAPCO fails to make full payment of its monthly obligation within three business days 
following the receipt of the invoice, a Five percent penalty will be imposed. In MAPCO's one 
year contract, the same late payment penalty applies.

Interest

Underpayments and overpayments are an unavoidable problem in any RIK sales contract. The 
contract price is based on Royalty Values calculated under provisions in the ANS Royalty 
Settlement Agreements that are subject to re-adjustments for true-up audits, regulatory 
decisions, reopeners, or court proceedings. Both the state and MAPCO agree to pay each other 
the statutory interest rate on readjustments made for overpaymerts or underpayments, 
respectively. The applicable rate is five percent over the annual rate charged member banks for 
advances by the 12 Federal Reserve Bank or 11 percent compounded quarterly, whichever is 
greater (AS 38.05.135(d)).

Local Hire

Like MAPCO’s one-year contract and virtually every RIK contract to in-state refineries, the 
proposed contract requires that MAPCO agree to employ Alaska residents and Alaska 
companies to the extent they are available, willing and qualified for the applicable work 
performed in Alaska in connection with the Agreement. An Alaska resident is defined as one 
who has resided in Alaska for one year at the time of employment and “Alaska companies" 
means companies incorporated in Alaska or whose principal place of business is in Alaska. If



this provision is determined to be unconstitutional, then MAPCO agrees to hire Alaska residents 
to the extent that the constitution allows.

II

Security

The proposed contract requires an irrevocable stand-by letter of credit equivalent to the value of 
75 days worth of REK. to secure the state in the event that MAPCO, for any reason, fails to pay 
its bills or to take delivery. The value of the letter of credit is calculated to protect the state from 
its exposure to “default risk” and “denomination risk.” Default risk is the exposure the state 
faces if MAPCO fails to pay. Since MAPCO is billed on the first day of the month following 
the production month up to 39 days of RIK will be delivered to MAPCO before the state is in a 
position to declare the contract in default for failure to pay (See Table 5). In addition to the risk 
assumed by the state should MAPCO fail to pay, the state also runs a risk of losing full value of 
its REK when it “denominates” the RIK volumes to RIV. As indicated above, the 90 day 
denomination notice period under the ANS Royalty Settlement Agreements plus 90 days should 
a lessee declare force majeure represents the amount of REK oil subject to this risk. During this 
period, the state either has to organize a new RIK purchaser or negotiate with the lessees to take 
back the RIK. In either event, the state could be in a distress sale situation. The letter of credit 
instrument is intended to protect the state from losses for volumes delivered under the contracts 
or re-sold at a price less than the contract price.

The state’s risk exposure is measured as follows:

Table 5: Calculation of MAPCO’s Letter of Credit
Default Risk
Days REK tendered but not billed: 
Days to Production Month Invoice: 
Production Month Invoice Due: 
Default Declared:

Days
30

3
4 

39Total Default Exposure 
Denomination Risk
Volumes Subject to 90-d denomination @ 1009b 90 days
Probability that 90-day n e rights invoked @ 100% 90 days
Resale Value of denominated oil $.80 on the S1

Number of days “at-risk” (20% X 90 days)
Volumes Subject to 90-day Force Majeure @ 100% 90 days
Probability that 90-days notice rights invoked @ 100% 90 days
Resale Value of denominated oil $.80 on the $ 1

18

Total Denomination Exposure 
Total Risk Exposure

Number of days “at-risk” (20% X 90 days) 18
36
75

The letter of credit is valued at the price of the RIK volume per day times the number of days 
of total risk exposure.



The proposed contract includes an alternative security provision if MAPCO so elects. This 
security provision requires that MAPCO provide the state with an irrevocable stand-by letter of 
credit for forty days of RIK oil, plus an irrevocable backup contract with a major oil company 
subject to approval by the Commissioner. The backup contract would assume MAPCO’s full 
liability to the state to purchase RIK oil for a minimum of 90 days or a maximum of 180 days 
deliveries of RIK oil. Should MAPCO default, the state will draw from the 40 day letter of 
credit and the backup contract would immediately take effect for the RIK oil due MAPCO until 
the 90 day or 180 day (if producers invoke force majeure notice) denomination notice of the 
state’s RIK oil became effective.

The concern for the state’s exposure to default and denomination risk is driven by the state’s 
previous experience. The security and other provisions of recent REK contracts mitigate those 
risks. The Alpetco REK sales contract, executed on February 22, 1978, a so-called in-state 
enhancement contract, was the worst performer recovering only 94.5% of the principal. Part of 
this difference were losses the state incurred on the royalty oil subject to “denomination risk." 
When Alpetco attempted to decrease its REK purchases, the state realized only 78 percent of the 
contract price.

Over time, the Division has looked at some of the obvious problems w.th the Alpetco RIK 
contract and these problems have been mitigated or eliminated in the subsequent contracts. The 
proposed MAPCO contract avoids the following:

• Dispute clause that allowed Alpetco to unilaterally withhold any amounts Alpetco disputed 
without Alpetco's debt being called due and payable.

See MAPCO contract, page 15, line 11 (6.10 Disputed Payments) requires MAPCO to pay 
the full amount pending final resolution of the dispute.

• Ability to intervene in ANS Royalty Litigation allowed Alpetco the potential to disrupt the 
settlement if the state pursued litigation against Alpetco’s parent company for claims.

See MAPCO contract, page 7, line 19 (2.5 Reopeners) stipulates that MAPCO shall not 
intervene or participate in any way regarding ANS Royalty Settlement Agreements or 
litigation with the lessees. This provision removes any leverage that MAPCO may have 
over the state.

• Failure to secure full value for its RIK oil resulted from the narrow marketing window 
imposed on the state when Alpetco could no longer take RIK volumes.

The MAPCO contract establishes the timing required for termination notices, notices to 
reduce the Maximum Quantity, and month-to-month deliveries volumes within the limits 
allowed in the ANS Royalty Settlement Agreements. The security clause requires a letter of 
credit and/or a backup contract so that the state can recover any losses due to premature 
denomination of RIK.

12



I V .  I n - S t a t e  B e n e f i t  A n a ly s i s
13

The commissioner considered the effects of the sale of RIK on the economy of the state and the 
projected benefits of refining or processing the REK in the state (under AS 38.05.183). In short, 
the terms of the proposed RIK sale should: ( 1) assure that the state receives at least as much 
value for the REK as it would have received for REV; and (2) encourage in-state processing of 
RIK together with the attendant economic and social benefits. These benefits are measured in 
terms of jobs, taxes, and economic competition among the state’s refineries for their products. 
The conclusions reached in the best interest finding that accompanied the current one-year 
contract are still applicable. Some of the information has been updated here.

In the following discussion of in-state benefits, there is one caveat: the degree to which these 
effects may be attributable to the sale depends on how important the sale is to the continued 
operation and expansion of MAPCO’s North Pole refinery. The state can offer a somewhat 
unique crude oil supply contract whose terms might not be available from any other seller. 
Presumably, MAPCO would continue operations without this contract, but there are direct 
benefits MAPCO may derive in dealing with the state. To the extent that these benefits are 
translated into jobs, taxes, and more vigorous refined-products competition, the people of the 
state also benefit. By the same token, the degree to which the’sale may contribute to the 
ongoing operation and expansion of the refinery must also be taken into account when 
describing the environmental effects of the refinery's operation.

Economic Impacts

A S70 million expansion and upgrade at the North Pole refinery is underway and will increase 
fuel production by 17,000 barrels per day. Recent upgrades at the North Pole refinery provide 
MAPCO the opportunity to expand its export markets in Western Canada and the Pacific Rim.
In addition, the 1998 expansion will create 17 new jobs in North Pole and Anchorage.

MAPCO repons that it currently employs 120 people in the Fairbanks North Star Borough and 
35 people in Anchorage who arc directly associated with the North Pole refinery. In addition, 
MAPCO employs another 300 people statewide at their MAPCO express outlets. 7 This 
translates as one-fourth of the manufacturing jobs in the Fairbanks North Star Borough 
competing largely with mining and construction jobs. For the most part, these are also high- 
wage jobs with a payroll in the Fairbanks North Star Borough of over $9.4 million in 1994.' 
Wages in the petroleum refinery and transportation sector averaged $72,677 or more than twice 
the Fairbanks North Star Borough average. Income spent by workers in this sector contributes 
to an employment multiplier of over 2.5, i.e., for every job at MAPCO’s North Pole refinery 2.5 
jobs are created in the wider Faribanks North Star Borough economy.

' Communication with Keith Selby, MAPCO Alaska Petroleum, Inc. 1/23/98.
* Lee Huskey, ISER. November 1995. 'Table 2: Tne Fairbanks Petroleum Sector Private Industry Wage and Employment 
Effects," of the "The Petroleum Industry and the Fairbanks Economy" report.



MAPCO’s statewide marketing and distribution of petroleum products activities, together with 
the refinery, employs a total of 455 people statewide with a payroll (including benefits) of over 
$19.5 million in 1997.9

14

Consumption Effects

The market for crude oil and the market for retail petroleum products are different markets. 
While cmde oil is a factor in the production of retail products (like electricity and labor), it is 
traded in a different market. Accordingly, lower prices of crude will not necessarily transfer 
immediately to a lower price for retail products. Wholesale product prices can move 
independently of ANS crude prices10 because of the other factors. These other factors include 
such influences as refinery outages, changing gasoline specifications, gasoline inventory levels, 
the previous month’s wholesale price, and other energy market effects.

As with other in-state refiners, the presence of MAPCO in the state provides competition to 
outside fuel sellers who import products to Alaska. California suppliers can capture the 
difference in state highway gasoline taxes of 22 cents per gallon between markets in Alaska and 
California. For Washington, the difference is 15 cents. All other things being equal, this 
difference in government take provides a business opportunity for outside suppliers to sell gas in 
Alaska. The presence of local suppliers of retail products in competition with imported 
petroleum products adds price competition to the retail market. In the same manner, imported 
products offer competition to local suppliers.

The presence of MAPCO’s North Pole refinery as a local product supplier with lower 
transportation cost to markets and situated next to a crude oil pipeline provides price 
competition to imported petroleum products. MAPCO’s healthy market share of the gasoline 
and jet fuel trade indicates that imported products sellers must consider MAPCO’s price in 
setting their own.

Two investigations conducted in the mid-1980’s by the Alaska Attorney General's office 
supports the important role of competition in the level of in-state gasoline prices. 11 Both studies 
report that higher profit margins stem from weak competition. In 1985, only one in-state 
refinery produced motor gasoline throughout the entire calendar year. That refiner enjoyed a 
decrease in its price for most of its crude feedstock while wholesale prices were increased by an 
average of 6.5 cents per gallon. 12 The Attorney General’s report concluded, “ ... the refineries 
are charging more for refined gasoline, even though they are paying less for the crude oil they 
use to make the gasoline.” With only one refiner producing gasoline for the entire calendar year, 
there was little competitive pressure to reduce wholesale prices at a time when their largest cost 
input, the price of crude feedstock, decreased. MAPCO began refining motor gasoline in the 
last quarter of 1985 and has provided competition in that market.

9 Communication with Keith Selby, MAPCO Alaska Petroleum Inc., Anchorage. Alaska 1/26/98.
10 William W. Wade and Robert R. Trout. "Carb Gas Phase-In Price Spike: Collusion or Market Effects?" 1997
11 Memo to M. Mike Miller, Chairman. House Judiciary Committee from Attorney General Norman C. Gorsuch. RE: 
Southeast Alaska Gasoline Price Investigation. May 13, 1985. Fairbanks Gasoline Report. February. 1986. An attachment to a 
memorandum to Governor Bill Sheffield from Attorney General Harold M. Brown, March 11,1986.
12 Eaitbante qasalmsJRsggfl. page 17.



This competition in the in-state gasoline sales market, along with other sellers, provides a 
dampening effect on prices. The effect of market competition on prices reported in the 1985 
Attorney General’s report explains that “The ...price difference [between wholesale prices in 
Anchorage and Southeast Alaska] appears to be due to a very low level of competition between 
wholesalers in Southeast Alaska, which permits higher profit margins.” 13 Insofar as state 
refineries i..nd product wholesalers can compete, the consumer can enjoy lower prices than 
would be the case if competition did not exist.

Social Impacts

MAPCO paid 60 percent of the property tax revenues collected in 1996 by the City of h :th 
Pole. Until 1997, when the Ft. Knox Gold Mine came on line, MAPCO’s North Pole refinery 
had the highest property assessment in the Fairbanks North Star Borough at $94 million. 14 

MAPCO’s tax contribution will grow as a result of the refinery expansion. No incremental 
effects on land use, impacts on the local social infrastructure, i.e., schools, public safety, roads, 
and other government services, are anticipated as a result of this sale.

Effect of Refinery Expansion

MAPCO’s North Pole refinery is the largest refinery by volume in the state. Almost half of 
MAPCO’s business is jet-fuel sales, and the company has about half the market at Anchorage 
International Airport which equals approximately 861,000 gallons per day in 1997. MAPCO’s 
growth is being driven by the rapid expansion (about a 43% growth rate from 1995 levels), of 
jet-fuel sales in Anchorage as the growth in international air-cargo traffic continues. All of the 
additional jet fuel production due to the refinery expansion is projected to supplant foreign 
imports of jet fuel. Including purchased volumes, MAPCO supplies approximately 39% of the 
jet fuel used in Alaska. MAPCO's 1996 jet fuel production was 22,000 barrels per day or
924,000 gallons per day. 15

Jet-fuel demand in Alaska has been growing at 7 to 8  percent a year and at least 4 perce~. 
growth is expected over the next few years. 16 Total Alaska jet-fuel demand is about 55,000 
barrels per day, with all but 14,000 to 15,000 barrels of that supplied by the four Alaska 
refineries, mostly by MAPCO. Over 80% of North Pole refinery’s production is consumed in 
the state of Alaska. MAPCO markets more than 40,000 barrels per day of these refined 
products to Alaska, Western Canada and the Pacific Rim. MAPCO processes only Alaska 
North Slope crude oil. In addition, the refinery markets 64% of its gasoline production through 
MAPCO Express stores in Alaska.

MAPCO estimates that its retention (i.e. oil taken from TAPS at the North Pole refinery but not 
returned to the pipeline) will be approximately 45,000 barrels per day. In future years MAPCO 
will retain approximately 64,000 barrels per day to produce MAPCO’s produce slate. See Table
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13 Memo to M. Mike Miller, page 2.
14 Lee Huskey, ISER. November 1995. ‘Table 2: The Fairbanks Petroleum Sector Private Industry Wage and Employment 
Effects," of the "the Petroleum Industry and the Fairbanks Economy" report.
15 Communication with Keith Selby, MAPCO Alaska Petroleum Inc.. Anchorage. Alaska 1/23/98.
16 1996 MAPCO Petroleum Inc. Annual Report.



6  and Figure 2 titled "North Pole Refinery Total Retention and State Royalty Volumes” for the 
amounts by year. For every barrel of oil that MAPCO retains in its refinery, MAPCO returns 
two barrels of residual oil to the TAPS. (See Table 6  and Figure 3 titled “MAPCO’s Projected 
Product Slate” for the types and percentages of refined products). After the 1998 expansion, the 
maximum crude distillation capacity or processing capacity of the North Pole refinery will rise 
to 2 1 0 , 0 0 0  barrels per day.
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Q uality  B ank

MAPCO’s expansion will increase its return flow by 63,000 barrels to a total of 159,000 barrels 
per day. 17 This increased return flow to the pipeline degrades the crude oil stream. MAPCO 
compensates for this degradation by making increased payments to the TAPS Quality Bank.

Any effect on ANS crude price due to increased degradation of the pipeline stream is 
compensated by the Quality Bank. The quality bank methodology, theoretically, equalizes value 
between crude streams by billing relatively lesser value streams and compensating relatively 
higher value ones.

Environmental Impacts

Air quality issues: MAPCO has made timely a application and complied with all permit
requirements required under Title V of the federal Clean Air Act amendments of 1990 and 1993 
state legislation under which Alaska was delegated authority. MAPCO is in compliance with 
the applicable air quality regulations and Alaska Department of Environmental Conservation 
(ADEC) officials expressed no problems with the refinery. 18

Industrial wastewater issues: MAPCO runs its treated discharges through filters then into the 
North Pole Wastewater System. This is done under the authority of a pretreatment permit. 
MAPCO sends monitoring information to ADEC through quarterly reports. MAPCO is in 
compliance with the applicable wastewater regulations. 19

Contaminated site issue: MAPCO has an ongoing groundwater remediation program and is still 
cleaning contaminants from the aquifer. ADEC reports that MAPCO is fulfilling its 
responsibility and operating properly under the appropriate permits. When asked, ADEC 
responded that if the refinery ceased operation and discontinued the remediation program, it 
would be a detriment to the environment as natural degradation of remaining contaminants 
would be very slow . 20 However, even if the refinery abruptly ceased operations, MAPCO would 
remain liable as an operator or owner for any contamination that has occurred as a result of 
refinery operations.21

17 Communication with Keith Selby at MAPCO. Anchorage, Alaska 12/3/97.
18 Communication with Jack Coutts, Alaska Department of Environmental Conservation. 12/18/97.
19 Communication with Tim Wingertcr, Alaska Department of Environmental Conservation. 12/18/97.
20 Communication with Doug Bauer, Alaska Department of Environmental Conservation, 12/19/97.
21 Communication with Mary Lundquist, Alaska Attorney General's Office. 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 Oil 
Asphalt 
Total

Total Retention 
State Royalty Volume

19 94
9

11
54
19
5
2

1 9 9 5
13
12
52
19
2
2

19 9 6
15
12
50
17
4
2

1 9 9 7
15
11
50
18
5
1

19 9 8
13
14 
49 
18
5
1

1999-2003
9

10
57
19
4
1

100 100 100 100 100 100

[barrels per day)

38,000 42,000 46,000 44,000 45,000 64,000
35,000 35,000 35,000 35,000 45,000 57,000

RIKHISTB.XLS:TABLE 6 3/4/98 4:03 PM Pag* 1
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V. Findings and Determination

In any disposition of RIK, the commissioner must conclude that the best interest of the state will 
be served by a non-competitive sale (AS 38.05.183(a)), and that, the non-competitive sale of 
RIK will be awarded to the prospective buyer whose proposal offers maximum benefits to the 
citizens of the state (AS 38.05.183(e)). The commissioner considered the criteria listed in AS 
38.05.183(e) and AS 38.06.070(a). The criteria listed in AS 38.05.183(e) are: (1) the cash value 
offered; (2) the projected effects of the sale, exchange or other disposal on the economy of the 
state; (3) the projected benefits of refining or processing the oil in the state; (4) the ability of the 
prospective buyer to provide refined products or by-products for distribution and sale in the state 
with price or supply benefits to the citizens of the state; and (5) the criteria listed in AS 
38.06.070(a). These are the same criteria that are to be considered by the Royalty Board in its 
review of the sale. The criteria listed in AS 38.06.070(a) are: (1) the revenue needs and fiscal 
condition of the state; (2) the local and regional requirements for petroleum products; (3) the 
desirability of localized capital investment, increased payroll, and secondary development 
effects; (4) the social impacts of the sale; (5) the additional costs to the state and local 
governments caused by the development related to the transaction; (6) the local and regional 
labor market; (7) environmental effects; and (8) the impact on existing private commercial 
enterprises and investment patterns. The commissioner also considered comments from the 
public received during the 30-day public notice period.

The applicable statutes and regulations are included in Appendix B.

Competitive Bidding is Waived

As commissioner of the Department of Natural Resources, I have determined in accordance with 
AS 38.05.183(a) and 11 AAC 03.030 that the best interest of the state may be served by a sale 
without competitive bidding. The state is currently selling 71 percent of its PBU royalty oil 
under MAPCO’s long term and one-year contracts and Tesoro’s three-year contract. In 1999, 
Tesoro’s three-year and MAPCO’s one-year contracts expire.

By 1999, MAPCO will purchase approximately 60 percent of ANS royalty oil under its 25 year 
contract and the proposed contract. The state wid retain 40 percent of its royalty, approximately
65,000 barrels per day for future RIK dispositions. Tesoro indicated verbally to the department 
an interest in a new one-year contract beginning in 1999.22 The state will retain enough royalty 
oil to meet the needs of other RIK purchasers even with the proposed contract.

A copy of the Preliminary Finding and Determination was delivered to the Alaska Royalty Oil 
and Gas Development Board as notification under 11 AAC 03.040 that competitive bidding has 
been wa;ved.

22 Communication with Ipe Chako, Tesoro Alaska Petroleum Company. December 12. 1997.



The Sale is in the Best Interest of the State
In accordance with AS 38.05.182 and AS 38.05.183, I find that taking RIK oil and selling by 
non-competitive bid to MAPCO for use at the North Pole refinery is in the best interests of the 
state. The proposed RIK contract meets the following criteria as set out in AS 38.05.183(e).

1 • The cash value offered: The REK price offered under the proposed contract exceeds the 
royalty value of RIV by $.15 per barrel. Therefore, the requirements of AS 
38.05.183(c) and 11 AAC 03.010(b) are satisfied. Furthermore, the sales price 
satisfies the definition of “market conditions” in 11 AAC 03.024(1) and (3).

2. The projected effects of the sale, exchange or other disposal on the economy of the 
state: The projected effects of the sale to MAPCO on the economy of the state are 
expected to be positive. The people of the state will benefit from the proposed sale to 
tne extent that benefits of this sale can be translated into jobs, taxes, and more vigorous 
refined-products competition.

3. The projected benefits of refining or processing the oil in the state: The presence of 
MAPCO's North Pole refinery as a local product supplier with lower transportation 
cost to markets and situated next to a crude oil pipeline provides price competition to 
imported petroleum products. The consumer may enjoy lower gasoline prices than 
would be the case if competition did not exist because MAPCO, other refineries and 
product wholesalers compete for a share of the gasoline sales market.

4. The ability of the prospective buyer to provide refined products for distribution and 
sale in the state with price or supply benefits to the citizens of the state: MAPCO’s 
North Pole refinery is the largest refinery by volume in the state. It has been in 
business in Alaska since the late 1970’s, and provides a 50 percent share of the local 
market for diesel fuels, jet fuels and gasolines.

5. The criteria listed in AS 38.060 070(a): See discussion below.

In addition, I find that the sale offers maximum benefits to the citizens of Alaska. The proposed 
sale meets the following criteria:

1. The revenue needs and fiscal condition of the state: The state depends on oil revenue 
and will continue to depend on oil revenues in the future. The price term of the sale 
protects the state's interest by ensuring that revenues from this sale will exceed the in­
value alternative. (AS 38.06.070(a)(1))

2. The local and regional requirements for petroleum products: There are local and 
regional economic benefits to be derived from the continued operation and expansion 
of the North Pole refinery. While the proposed contract may increase the financial 
viability of the refinery', the extent to which these benefits can be ascribed to the 
proposed contract cannot be predicted. As described above, MAPCO is an important



competitor in the market of refined petroleum products. Vigorous competition in fuel 
sales in the state may provide for lower consumer product prices. (AS 38.06.070(a)(2))

3. The desirability of localized capital investment, increased payroll, and secondary 
development effects: To the extent that the sale helps provide a consistent and 
economic supply of crude oil to the refinery, the sale will contribute to ongoing 
economic stability in the Fairbanks North Star region and maintain a healthy 
competitor in the in-state market for refined petroleum products. MAPCO is 
undertaking a $70 million expansion program at the refinery. During the construction 
period of the refinery expansion, there will be short-term economic benefits of jobs 
and salaries. In addition, MAPCO will add 17 permanent jobs to the local economy. 
(AS 38.06.070(a)(3))

4. The social impacts of the sale: Both the Fairbanks North Star Borough and the state 
receive revenues from MAPCO as property taxes and corporate income and excise 
taxes. MAPCO contributes $94 million to the local property tax base. With the 
planned expansion of the refinery, this contribution will grow. (AS 38.06.070(a)(4))

5. The additional costs to the state and local governments caused bv the development 
related to the transaction: Additional costs incuned by the state and local governments 
as a result of this transaction will be minor. The refinery expansion will employ more 
people who will require social and education services and the Division of Oil and Gas 
will incur additional administrative expenses. (AS 38.06.070(a)(5))

6. The local and regional labor market: MAPCO provides direct jobs to 120 people in 
the city of North Pole and 35 people in Anchorage for their North Pole refinery 
operations and another 300 people statewide. It is number ten of the top-ten private 
sector employers in the Fairbanks North Star region. (AS 38.06.070(a)(6))

7. Environmental effects: Any environmental effects will result from the continued 
operation and expansion of the North Pole refinery, not from the proposed sale. The 
sale by itself will have no incremental effect. (AS 38.06.070(a)(7))

8. Impact on existing private commercial enterprises and investment patterns: Any 
impacts on existing private commercial enterprises and investment patterns could 
result from more competition in the product market and lower prices for products 
might result from this competition. (AS 38.06.070(a)(8))
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Criteria Weights

According to 11 AAC 03.060(b), "In considering the criteria described in AS 38.05.183(e), the 
Commissioner stated which criteria applied to the proposed disposition and discussed the weight 
given to the applicable criteria in determining the maximum benefit to the state,..."



In making this finding, the department first determined thaf the state would not lower the total 
oil revenue, including royalties and severance taxes, due u t  state by making a disposal to 
MAPCO. The department next examined the criteria to determine that the state would not create 
any unacceptable social or environmental impacts. Finally, the department looked at whether the 
disposal contributed to competition in the in-state refining industry and the extent to which that 
would lead to lower product prices.

Royalty Board

The preliminary finding and determination was submitted to the Royalty Board in compliance 
with AS 38.05.183(c) which provides that the commissioner may not waive competitive bidding 
of this sale of RIK unless prior written notice is given to the board. Under AS 38.06.070(c) the 
Royalty Board will make a full report to the legislature on each criterion set out in AS 
38.06.070(a) and (b) for any disposition of royalty oil that requires legislative approval. The 
Royalty Board’s report will be submitted for legislative review at the time a bill for legislative 
approval of this proposed royalty oil contract is introduced in the legislature.

Legislative Approval

According to AS 38.06.055(c) the commissioner may not renew the current one-year contract 
with MAPCO without the prior approval of the legislature. By statute, the Royalty Board 
reviewed this sale and a written recommendation will be submitted to accompany a bill 
introduced in the legislature to approve the sale (AS 38.06.050).

Conclusion

Under the lerms of the proposed contract, the state receives a fair value for the royalty oil. 
promote in-state processing, product competition and attendant benefits. The state will retain 
enough royalty oil to meet the needs of other RIK purchasers even with the proposed contract. 
The price terms are satisfactory, and the sale to MAPCO ofters economic benefits to Alaska 
citizens.

The foregoing facts and analyst support the finding that this sale is in the best interest of the 
state and offers maximum benefits to Alaska citizens.

Date



Appendix A: Summary o f Previous North Slope Royalty Oil Sales
I

Volumes. Beginning in November 1979 and continuing to the present, the state has delivered 
North Slope RIK to fourteen companies in twenty negotiated contracts, two competitive sales, 
and one quasi-competitive sale. By December 1997, the state delivered over 529 million barrels 
or approximately 50 percent of its North Slope royalty crude oil through these contracts.

Negotiated royalty oil sales are defined as dispositions of royalty oil where a determination has 
been made that the best interest of the state does not require competitive bidding or that no 
competition exists. In every case the negotiated contracts were for sales of royalty oil to in-state 
refiners.

The state negotiates with a company the quantity, price and other terms of a short or long-term 
negotiated royalty oil sale. Short-term negotiated royalty oil sales are one year or less and do not 
require legislative approval. Long-term negotiated royalty oil sales are longer than one-year and 
legislative approval is required before the royalty oil contract becomes effective.

Figure A - l  shows the amount of royalty oil sold to these companies since the North Slope 
production began. The graph indicates that the amount of oil sold to each company has varied 
over the years. Tesoro and MAPCO have been the state’s two most consistent customers.

Under various contracts through the 1980's Tesoro took approximately 218.8 million barrels of 
RIK.23 The biggest of those contracts was a 10-year agreement that terminated in 1994. The 
crude oil purchased by Tescro is refined at the Nikiski facility (capacity 72,000 barrels per day). 
Tesoro signed a one-year royalty oil supply contract for 27.2% or initially approximately 38,000 
bamels per day of the state’s royalty oil to begin deliveries after Tesoro’s long-term REK contract 
expired December 31, 1994. When Tesoro’s one-year contract expired in December 1995, 
Tesoro signed a three-year RIK contract for 30% or an initial volume of approximately 39,000 
barrels per day of the state’s royalty oil. This contract expires at the end of December 1998.

The MAPCO and Golden Valley Electric Association (GVEA) purchases were refined at the 
MAPCO refinery in North Pole (capacity 159,000 barrels per day). MAPCO has the longest 
running contract for ANS REK. Deliveries under its lorn, ‘"Tm contract began in November 1979 
for 35,000 barrels per day. This contract will not expi.^ until December 2003. In December 
1997, MAPCO was issued a one-year RIK contract for 13,000 barrels per day. This contract 
expires at the end of November 1998. To date, MAPCO has received approximately 205.8 
million barrels of RIK (including the GVEA volumes).

Chevron’s RIK purchases were refined at its 18,000 barrels per day plant in Kenai, which ceased 
production in June 1991. The Petro Star’s REK was refined at its 14,000 barrels per day plant in 
North Pole. The new Petro Star Valdez Refinery Joint Venture (Petro Star JV), with a capacity 
of 40,000 barrels per day, was to be fully supplied with RIK purchased from the state from the

"Includes Chevron exchange barrel;



Kuparuk River Unit (76.18 percent of the royalty share). However, the contract lapsed 
automatically in December 1993 because Petro Star JV did not take any royalty oil.24

Competitive and quasi-coinpetitive sales contracts were entered into with several companies. In­
state refineries, including Tesoro, refined some of the crude purchased in these sales, and some 
was exported from Alaska. The Alpetco purchases were exported.

Competitive royalty oil sales are where the state sold royalty oil in predetermined barrel lots for 
one-year or less through competitive bid. In these sales the buyers bid a fixed per barrel price for 
the oil that equaled or exceeded the state’s volume weighted average of the lessees’ reported RTV 
prices. In-state priority preferences are usually included as a provision of competitive royalty oil 
sales.

In the quasi-competitive sale the state’s royalty oil was sold in predetermined barrel lots for less 
than one year through competitive bid using negotiated sale procedures. The quasi-competitive 
royalty oil sale called for interested parties to submit price bids to a standard form contract. The 
minimum bid per barrel equaled or exceeded the state's volume weighted average of the lessees’ 
reported RTV prices. The selection of purchasers was based entirely on the premium offered. No 
in-state priority preferences were included as a part of this sale.

Figure A-2 illustrates the total amount of ANS royalty oil produced and the amount of that oil 
taken in-kind and sold by the state. In the early 1980s, after the first and second competitive 
royalty oil sales, the state sold nearly all of its royalty oil in-kind. From 1986 to 1990 the volume 
of oil the state sold in-kind remained relatively constant. From 1990 through 1993 the volume 
taken in-kind declined to approximately 26 percent of the state’s North Slope royalty oil. In 1995 
the volume of oil taken in-kind increased by 27.2% or 38,000 barrels per day when Tesoro signed 
a one-year RIK oil supply contract from the North Slope that began January 1995. After 
Tesoro's one-year RIK contract expired in December 1995, Tesoro began a new three-year 
contract for 30.0% of the state’s royalty oil from the North Slope. This contract expires at the 
end of December 1998. In 1997, the state’s RIK oil increased by 11.6% or 13,000 barrels per day 
when MAPCO signed a one-year RIK oil supply contract from the North Slope that began in 
December 1997. As of December 1997, deliveries of ANS RIK are approximately 82,000 barrels 
per day or 50.6 percent of the state’s total North Slope royalty share.

Recent Developments. The status of the most recent contracts is shown in Table A -l. During 
the years of 1990 through 1994, the state took less of its oil in-kind than at any time since the last 
half of 1985. Beginning in 1995 to the present the state’s RIK oil share increased with Tesoro 
signing one-year and three-year RIK contracts. At the end of 1997, the state’s RIK oil share 
increased again when MAPCO began taking an additional 13,000 bpd under a new one-year RIK 
contract with the state. This one-year contract expires November 1998, In the future, the state’s 
RIK oil share is likely to continue to increase under the proposed five-year contract to MAPCO.

2

"Capacity figures are taken from Alaska Department of Natural Resources. Historical and Projected Oil and Gas Consumption. 
April 1997.
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Figure A-I: RIK Volumes by Purchaser

Y— CM CO If in COCO OO oo 00 ao ooCT) CT) O) CT) CT) CT)r— r- r— T" T™ T—

•ao O) O fa CMoo CO oo CT) CT) O)CT) 'CT) CT) O) CT) CT)T— r-

Year
r* 7— t— T“

CO st in CO r̂ -CT) CT) O) O) O)O) CT) O) O) CDr- T- T* r* T—

3/4/90. 3 3'J PM



Appendix B : AS 38.05.183(c) &  (e), AS 38.06.050(c), AS 38.06.055, and AS
38.06.070(a)

AS 38.05.183(c). If the commissioner determines that a sale, exchange or other disposal of a 
mineral obtained by the state as a royalty under AS 38.05.182 or of a right to receive future 
mineral production under a state lease under this chapter shall be made otherwise than by 
competitive bid, and the Alaska Royalty Oil and Gas Development Advisory Board has been 
notified in writing of that deteimination, the commissioner shall make public in writing the 
specific findings and conclusions upon which that determination is based,

AS 38.05.183(e). When a sale, exchange or other disposal of oil or gas taken in kind by the state 
as its royalty share, or a sale, exchange or other disposal in whole or in part of a right to receive 
future royalty oil or gas, under a state lease under this chapter is made other than by competitive 
bid, the sale, exchange or other disposal shall be awarded by the commissioner to the prospective 
buyer whose proposal offers the maximum benefits to citizens of the state. The commissioner 
shall consider:

(1) the cash value offered;
(2) the projected effects of the sale, exchange or other disposal on the economy of the 

state;
(3) the projected benefits of refining or processing the oil or gas in the state;
(4) the ability of the prospective buyer to provide refined products or by-products for 

distribution and sale in the state with price or supply benefits to the citizens of the 
state; and

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

AS 38.06.050(c). Competitive bidding in a sale, exchange or other disposition described in (a) of 
this section may not be waived by the commissioner of natural resources under AS 38.05.183 
unless prior written notice of proposed waiver is given to the board.

AS 38.06.055. L e g is la t iv e  a p p ro v a l,  (a) In addition to the recommendation by the board 
required under AS 38.06.050, the commissioner of natural resources may not enter into a sale, 
exchange, or other disposition of oil or gas or of the rights or waiver of the rights to receive 
future production of royalty oil or gas under AS 38.05.183 without the prior approval of the 
legislature. The legislature may approve a sale, exchange, or other disposition of oil or gas or of 
the rights or of a waiver of the rights to receive future production of royalty oil or gas only by 
enacting legislation, (b) The provisions of (a) of this section do not apply to

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

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

(A) 400 barrels of crude oil per day;
(B) 460 barrels of natural gas liquids per day; and
(C) 2,400 Mcf of natural gas per day.



(c) a sale, exchange, or other disposition of oil or gas under (b)(1) of this section may not be 
continued after the end of one year or renewed with the same party without the prior approval of
the legislature under (a) of this section. This subsection does not apply to a sequential
competitively bid saie of oil or gas made with the same party under (b)(1) of this section.

A S  38.06.070. C r it e r ia ,  (a) In the exercise of its powers under AS 38.06.040(a) and 38.06.050 
the board shall consider

(1) the revenue needs and projected fiscal condition of the state;
(2) the existence and extent of present and projected local and regional needs for oil and 

gas products and by-products, the effect of state or federal commodity allocation 
requirements which might be applicable to those products and by-products, and the 
priorities among competing needs;

(3) the desirability of localized capital investment, increased payroll, secondary 
development and other possible effects of the sale, exchange or other disposition of 
oil and gas or both;

(4) the projected social impacts of the transaction;
(5) the projected additional costs and responsibilities which could be imposed on the

state and affected political subdivisions by development related to the transaction;
(6) the existence of specific local or regional labor or consumption markets or both 

which should be met by the transaction;
(7) the projected positive and negative environmental effects related to the transaction; 

and
(8) the projected effects of the proposed transaction upon existing private commercial 

enterprise and patterns of investments.

2



Appendix C: Comments and Responses on the Prelim inary Finding and D raft 
Contract

The department sent either a copy of the preliminary finding and draft contract, or a notice 
announcing its availability to 200-person mailing list. In addition, advertisements were 
published in the Anchorage Daily News, Juneau Empire, Fairbanks Daily News-Miner, Kenai 
Peninsula Clarion and the Valdez Vanguard.

The department received three letters about the proposed sale. One letter from the Fairbanks 
Chamber of Commerce expressed support for the sale, while another letter from Prince Singka 
requested a copy of the draft contract. The last letter from Hal Whitley, owner of Wet Willy’s 
Carwash in Fairbanks was addressed and presented to the Alaska Royalty Oil and Gas 
Development Advisory Board at a meeting of the Royalty Board on February 17, 1998. Copies 
of these letters follow.

1



G r e a t e r  F a i r b a n k s  C h a m b e r

--VX :907) -56-6563

-907» -152-: ■ 05

mme rce

February 3. 199.8

Ms. Nancy Jurgens 
Division of Oil and Ga$
ALASKA DEPT. OF NATURAL RESOURCES 
3601 “C” Street. Suite 1380 
Anchorage, AK 99503-5948

RE: Royalty Oil Sale to MAPCO

Dear Ms. Jurgens:

The Greater Fairbanks Chamber of Commerce is pleased to go on record in support of the 
proposed new royalty oil contract between the State of Alaska and MAPCO ALASKA 
PETROLEUM Inc. This 28,000 barrel per day contract for five years will supply the new 
$70 million expansion of MAPCO’s North Pole Refinery that is now' under construction.

MAPCO will primarily refine additional jet fuel and d:esel fuel with the crude oil purchased.
The expanded production will help fuel Alaska’s growing international air cargo business and the 
growing Alaska economy in general.

MAPCO plays a significant role in the economy of interior Alaska. They employ about 130 ■ 
employees at the refinery, with an additional 15 new permanent employees to be added with the 
refinery expansion. MAPCO is the largest customer of the Alaska Railroad. They are one of the 
major customers of Golden Valley Electric Association. In addition, MAPCO supports a broad 
range of educational, cultural and other activities throughout Alaska.

We respectfully request that the Alaska Royalty Oil and Gas Development Advisory Board 
approve this contract and recommend legislative approval following the public hearing on

Therese Sharp 
Chairwoman o f the BoardPresident/CEO

C H A M B E R  B E N E F A C T O R S

Dedicated to Fairbanks1 Economic Future

m m Alyestepigejine MAPCO AHTAIascom
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From the Desk o f  Hal C. Whitley
WET W ILLY’S

Auto Wash, Inc. dba Wet W illy's C ar Wash
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WET WILLYS CAR WASH PAGE 02

Auto V'sh, Inc.
P.O. B V; 80047 

Fairies. AK 99708

To; Alaska Royalty Oil &  Gas E1 velopment Advisory Board

The purpose of this fax today is to express my concern about the State of Alaska 
selling its crude oil to Mapco. Thank you for? taking the time to read my comments 
today. I apologize for not being present as my business prevents rae from leaving 
Fairbanks today.

I own and operate three small businesses here in Alaska, two of these offer retail 
gasoline for sale. All of the gasoline sold in Fairbanks originates from Mapco’s refinery 
in North Pole (fifteen miles away) which is supplied by the crude oil from the Alaska 
Pipeline.

My concern is that for the past few months, Mupco’s retail gasoline stations have 
been selling gasoline for approximately the same price our facility pays our supplier, 
Sourdough Fuel. Because our firm operates two differently branded stations and are 
supplied by two different “jobbers”, we feel Confident from our past twelve years of retail 
gasoline sales experience, that the "jobbers’ price to us is fair.

Like all gasoline stations, we have the usual overhead, ie. labor, electricity, 
maintenance, pollution and liability insurance, not to mention the expense related to our 
capital investment.

In effect, Mapco’s retail gasoline stations have taken away from its competition 
all of the price margin on gasoline sales in Fairbanks. In addition, because of Mapco’s 
gas stations low gasoline prices, Mapco has effectively decreased substantially all of the 
gasoline volumes of the competing gasoline stations.

Between 1985 and 19901 saw this same scenario play out in Wasilla, Alaska 
where our second facility is located. The overall effect there eliminated quite a few of 
the “Mom and Pop” gasoline stations. As a $mall businessman, I cannot stand idly by 
and watch this same “predatory pricing routine” happen again in Fairbanks.

I understand tliat Mapco has invested several million dollars in its North Pole 
refinery for the purpofie of making a profit on fuel sales. I wholeheartedly agree with that 
undertaking; My plea to this board is to provide a “level playing field" for gasoline sales 
in Interior Alaska.

I feel that Mapcols total domination of gasoline sales in Fairbanks is blatantly 
unfair to competing retail gasoline facilities.! also feel that Mapco’s monopoly of local. 
gasoline sales is unfair to Alaska citizens.

I feel that it is unfair for the same company that refines state owned North Slope 
crude oil to be in direct competition with small retail gasoline stations. Small stations 
such as mine have no other source for gasoline other than Mapco.

I have tried to communicate my concerns about this "predatory pricing” situation 
to Mapco and to open up a dialogue with their firm to help remedy, this problem, but I 
wasn’t successful. I did finally receive a phone call from one of Mapco’s attorneys who - 
advised me that it was illegal for them or meto discuss fuel prices. He indicated he/ 
would send me a follow up letter, but I’ve neyer received it.



U2/JI <71330 13 :32 9074744343
A *

WET WILLYS CAR WASH FAGE 03

I have also tried to communicate my concemsto all of the state agencies, (State 
of Alaska Department of Commerce, Deparirwnt of Revenue, Department of Law, 
Attorney General, Fair Business Practices Session, Oil & Gas Conservation Commission, 
Auditor Division Oil & Gas, and others) only to be told “the state doesn’t have the 
financial resources to help you fight Mapco * Tbe only suggestion I got from these state 
agencies was to hire my own attorney and fi ght Mapco on my own. As a small business 
with limited resources, this is not an option for us.

I feel that our state should create a “liqvel plaving field” for retail gasoline stations 
such as ours. Irregardless of which state agency is responsible for dealing with my 
concerns - the State of Alaska should be fair in how this North Slope crude oil is re-sold 
by Mapco around our state.

For the record, wholesale unleaded gasoline on the West Coast of the United 
States on February 6 of this year was $.54 per gallon. The retail price on the west coast 
varies from $.97 to $1.07 per gallon. The average retail price today in Fairbanks is $1.28 
per gallon.

The “bottom line” is that there needs to be some kind of regulatory process in 
place that will stop the monopolistic practices that are ongoing with Mapco. Mapco 
should be held accountable for controlling the price of retail gasoline in Alaska.

I would appreciate hearing any suggeations that may help alleviate what wc feel is 
an unfair business practice.

President Auto Wash, Inc.
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Appendix D : Changes to the Prelim inary Finding and D ra ft Contract
Article 7, Effective Date and Term of the draft contract, paragraph 7.1 Condition to Precedent to 
Effective Date was added. This paragraph was added to assure that after the contract is signed by 
the State and Mapco that the contract does not become effective and enforceable until the 
legislature approves it. This change necessitated a small change in the wording of the first 
paragraph of the contract.

No comments requested changes to individual provisions of the preliminary finding and none of 
the individual provisions were significantly changed. However, because of Williams Companies 
Inc. pending acquisition of MAPCO Inc. a paragraph was added to the background section of the 
preliminary finding.

2
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-  PURCHASE OF ROYALTY OIL

3 THIS AGREEMENT is entered into as of March 6 . 1998. by and between the State of Alaska

4 (State) and Mapco Alaska Petroleum Inc.. an Alaska corporation with its principal offices located at

5 3201 C Street. Anchorage. Alaska 99503 and Mapco Petroleum Inc.. a Delaware corporation with its

6  principal offices located 1800 South Baltimore Avenue. Tulsa. Oklahoma 74119 (collectively Mapco).

7

S ARTICLE I

9 DEFINITIONS

10 As used in this Agreement, the terms listed below shall have the following meanings:

11 1.1 "Commissioner" means the Commissioner of the Alaska Department of

12 Natural Resources or the Commissioner's designee.

13 1.2 "Daily Rovaltv Oil" means the quantity of Royalty Oil produced by the

14 Lessees from the Prudhoe Bay Unit, as described in the Unit Agreement, in a Day.

15 1.3 "Dav" means a period of twenty-four (24) consecutive hours, beginning at

16 12:01 a.m.. Alaska Standard Time.

17 1.4 "Field Cost Agreement" means the Prudhoe Bay Royalty Settlement

18 Agreement effective April 1. 1980.

19 1.5 "Leases" means the Oil and Gas leases subject to the terms of the I

20 Agreement.

21 1.6 "Lessee" means a person, as “person” is defined in Alaska Statutes

1 A G R E E M E N T  F O R  T H E  S A I  F. A N D

01.10.060. owning a working interest in any of the Leases.

1



1 1.7 “Maximum Quantity" means the applicable annual percentage of.Sale Oil

2 that the Slate will deliver to Mapco under .Article II.

3 1.8 "Month" means a period beginning at 12:01 a.m.. Alaska Standard Time, on

4 the first Day of the calendar Month and ending at 12:01 a.m.. Alaska Standard Time, on the first

5 Day ofthe following calendar Month.

6  1 -9 "Point of Delivery" means the location where the State receives Royalty Oil

7 in-kind from the Lessees, which is currently, under Article 2.3 ofthe Field Cost Agreement, the

8  TAPS Pump Station No. I Prudhoe Bay Custody Transfer Meter ("Transfer Meter").

9 1.10 "Rovaltv ( )il" means the total volume of crude petroleum oil and other

1 0  hydrocarbons, including such substances as crude oil. condensate, natural gas liquids, or return oil

11 from the Prudhoe Bay Unit Crude Oil Topping Plant, that may be blended with crude oil before the

12 Point of Delivery and tendered as a common stream by the Lessees to the State as Royalty Oil. the

13 State may take in-kind at the Point of Delivery under the Leases as Royalty Oil regardless of

14 whether the State is taking the Royalty Oil in-kind.

15 1.11 "Rovaltv Senlement Agreement" means any written royalty settlement

16 agreement between the State and a Lessee that affects the Royalty Value of the State's Royalty Oil.

17 1.! 2 “Rovaltv Value" means an amount equal to the per barrel value the State

18 would have received from the Lessees for its Royalty Oil if the State h3d taken its royalty in-value

19 instead of in-kind, plus any costs incurred by the State as a result of taking the royalty in-kind rather

2 0  than in-value.
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1.13 "Sale Oil" means all Royalty Oil the State has agreed to sell to Mapco and 

Mapco has agreed to purchase under this Agreement, whether from the Prudhoe Bay Unit or solely 

from the Initial Participating Areas of the Prudhoe Bay Unit.

1.14 "TAPS" means the Trans Alaska Pipeline System.

1.15 "Unit Agreement" means the Prudhoe Bay Unit Agreement effective April I. 

1977. by and between the Lessees and the State.

ARTICLE II 

SALE OF ROYALTY OIL

2 . 1 Quantity.

2.1.1 Sale Oil Quantity. The Slate agrees to seil to Mapco and Mapco

12 agrees to purchase from the State annually a Maximum Quantity of Sale Oil. which shall be a

13 percentage of the Royalty Oil produced in the Prudhoe Bay Unit. If the State delivers Sale Oil

14 produced from the total Prudhoe Bay Unit. Mapco agrees to purchase as Maximum Quantity the

15 following percentages of the Daily Royalty' Oil:

16
17
18

19

2 0  

2 1  

2 2

December I. 1998 through December 31. 1999 - 27.0 percent: 
January 1. 2000 through December 31. 2000 - 28.5 percent: 
January 1. 2001 through December 31. 2001 - 30.0 percent: 
January 1. 2002 through December 3 1. 2002 - 32.0 percent: and 
January 1. 2003 through December 31. 2003 - 33.5 percent.

If the State elects under Article 2.1.5 to deliver Sale Oil produced solely from the Prudhoe Bay Unit

23 Initial Participadng Areas, Mapco agrees to purchase as Maximum Quantity the following

24 percentages ofthe Royalty Oil produced in a Day from the Prudhoe Bay Unit Initial Participating

25 Areas:

3



1 December 1. 1998 through December 31.1999 - 33.8 percent:
- January I. 2000 through December31.2000- 35.2 percent:
3 January 1. 2001 through December 31. 2001 - 36.6 percent:
4 January 1.2002 through December 31. 2002 - 38.5 percent: and
5 January 1. 2003 through December 31. 2003 - 40.1 percent.
6

7 2.1.2 Reduction in Maximum Quantity. Mapco may elect one time

8  annually to permanently reduce the Maximum Quantity of Sale Oil in effect. Mapco shall provide

9 the State with a separate written notice of each election to reduce the Maximum Quantity of Sale

10 Oil. Except when the additional notice provisions of Article 2.1.4 are invoked, a reduction in

11 Maximum Quantity shall be effective on the first Day ofthe Month following expiration of a

12 minimum of one hundred Days arter written notice ofthe election is delivered to the State. The

13 M a x i m u m  Quantity- in elfcct m a y  not be increased or reinstated at any time.

14 2.1.3 Monthly Nomination. Mapco may nominate to decrease or increase

15 the quantity of Sale Oil it will purchase in a specified Month. Mapco shall provide the State with a

16 separate written notice of each monthly nomination. Except when the additional notice provisions

17 of Article 2,1.4 are invoked, a monthly nomination shall be eifective on the tlrst Day of the Month

18 following expiration of a minimum of one hundred Days after wntten notice of Mapco's nomination

19 is delivered to the State. In no event shall the total quantity of Sale Oil delivered to Mapco in a

20 Month exceed the Maximum Quantity of Sale Oil in effect at the time of delivery.

21 2.1.4 Additional Notice Provisions. Mapco acknowledges that if a Lessee

22 invokes the force majeure provisions of its Royalty Settlement Agreement, the State may be

23 required to give up to six Months notice to the Lessee prior to decreasing the State’s nomination of

24 Royalty Oil to be taken in-kind in any Month. If a Lessee invokes the force majeure terms of its

25 Royalty Settlement Agreement because Mapco exercises its rights under .Article 2.1.2 or /Article

4

I



1 2 .1 .3. Mapco shall, lor an additional ninety Days after the effective date ot' Mapco's one hundred

2  Days written notice of the election or nomination, purchase the quantity of Sale Oil that Mapco was

3 obligated to purchase in the Month immediately preceding the effective date ofthe election or

4 nomination. If a Lessee invokes the force majeure terms of its Royalty Settlement Agreement, the

5 State shall reduce the quantity of Sale Oil it delivers to Mapco only to the extent the Lessee honors

6  the State’s nomination, and the State shall not be obligated to lurther reduce the quantity of Sale Oil

7 it delivers to Mapco until expiration of ninety days after the effective date of Mapco's one hundred

S Days written notice ofthe election or nomination.

9 2.1 .5 Initial Pamcinatinu Areas Quantity. The State may elect to deliver to

10 .Mapco and Mapco 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 Agreement, rather than Royalty

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

13 deliver to Mapco Royalty Oil produced solely from the Prudhoe Bay Unit Initial Participating Areas.

14 Mapco agrees to purchase a Maximum Quantity of Sale Oil produced from the Prudhoe Bay Unit

15 Initial Participating Areas.

16 2.1.6 Waiver of Specific Quantity. The volume of Rovaltv Oil available

17 to the State may vary and may be interrupted from time to time depending on a variety of factors.

18 including the rate of production from the Leases. The State disclaims and Mapco waives, any

19 guarantee, representation, or wananty, either express or implied, that a specific quantity of the total.

20 daily, monthly, average, or aggregate volume of Royalty Oil will be delivered as Sale Oil under this

21 Agreement. Mapco disclaims any interest in. or right to. stored Royalty Oil that the State is or may

2 2  become entitled.
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13

14
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16
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18

19

2 0

2 1
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2.1.7 1 Jnderlifted or Stored Rovaltv Oil. If the State underlifts or stores 

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

quantity of Sale Oil delivered under this Agreement shall be calculated as if no Royalty (Oil were 

underlifted, stored or recovered.

2.1. 8 State's Warranty of Title. The State warrants that it has good and 

marketable title to the Royalty (Oil delivered and sold as Sale Oil under this Agreement.

2 . 2  Quality.

2.2.1 Quality of Sale Oil. The Royalty Oil the State delivers to Mapco as 

Sale Oil shall be ofthe same quality as the Royalty Oil from the Prudhoe Bay Unit delivered by the 

Lessees to the State at the Point of Delivers'. Fhe quality ofthe Royalty Oil delivered to the State, 

and thus, the quality ofthe Sale Oil the State delivers to Mapco may vary from time to time. The 

State disclaims, and Mapco waives, any guarantee, representation, or warranty, either expressed or 

implied, ol merchantability, fitness for use. or suitability for any particular use or purpose, or 

otherwise, and of any specific, average, or overall quality or characteristic of Sale Oil delivered 

under this Agreement. Mapco specifically waives any claim that any liquid hydrocarbons, including 

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

Unit Crude Oil Topping Plant, that may be blended with crude oil before the Point of Delivery and 

tendered as a common stream by the Lessees to the State as Royalty Oil. are not Sale Oil for 

purposes of this Agreement.

2.3 Price of the Sale Oil.

2.3.1 Price of Sale Oil. The price of Sale Oil the State delivers to Mapco 

each Month shall be the Royalty Value of all Royalty Oil from the Prudhoe Bay Unit that Month

6



! plus S. 15 per barrel, or if the State delivers Sale Oil only from the Prudhoe Bay Unit Initial

2 Participating .Areas, the Royalty Value of all Royalty Oil from the Prudhoe Bay Unit Initial

3 Participating .Areas that Month plus S. 15 per barrel. Appendix A illustrates calculation ofthe price

4 if Mapco had purchased Sale Oil during the Month of January. 1997.

5 2.3.2 Price Modifications. If. during the term of this Agreement, the

6  Royalty Value is modified as a result of modification of a Royalty Settlement Agreement, a

7 corresponding retroactive modification to the price of Sale Oil shall take effect on the same Day as

8  the effective date ofthe Royalty Value modification. Interest, as set forth in /Article 6.7. shall accrue

9 retroactively on the amount of any overpayment or underpayment for Sale Oil resulting from the

10 pnee modification from the effective date ofthe Royalty Value modification until the amount ofthe

11 overpayment or underpayment, plus interest, is paid in frill.

12 2.4 Reservation Fee. If. in anv Month. Mapco does not nominate the Maximum

13 Quantity of Sale Oil then in effect, in addition to payment ofthe price of the Sale Oil Mapco

14 nominated in that Month. Mapco shall pay as a reservation fee an amount equal to .75 percent ofthe

15 pnee per barrel, as determined under Article 2.3. on the difference in quantity between the

16 Maximum Quantity of Sale Oil then in effect and the quantity of Sale Oil Mapco nominated in that

17 Month.

18 2.5 Reopeners.

19 2.5.1 Non-Intervention. Mapco shall not intervene or otherwise participate

20 in any way in any reopeners, negotiations or other discussions under or pertaining to any Royalty

21 Settlement Agreement, in any current or future royalty settlement negotiations, agreements.

4
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reopeners, litigation or other proceedings between the State and a Lessee, nor shall Mapco have any 

independent right to invoke any provision of a Royalty Settlement Agreement.

2.5.2 Notice of Reoneners. Because of the potential for an increase in the 

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

provide Mapco with written notice of any modification or reope er request initiated by BP. ARCO. 

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

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

the State.

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

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

Agreement, and by the terms of any judgment or settlement resulting Ifom any tuture royalty 

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

modification, reopener, judgment, or settlement.

2.6 Delivery of Saie Oil.

2.6.1 Date of First Delivery'. The State will tender first delivery' ofthe Sale 

Oil to Mapco at the Point of Delivery on December 1. 1998.

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

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

State’s re:eipt ofthe Royalty Oil from the Lessees.

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

shall pass from the State to Mapco for all purposes when the State tenders delivery of the Sale Oil to

8



1 Mapco at the Point ot' Delivers1. Mapco shall bear all risk and responsibility tor the Sale Oil atier

2  passage of title.

3 2.8 Indemnification Alter Passage of Title. M a p c o  shall indemnity and hold the

4 State harmless from and againstrany and all claims, costs, damages (including reasonably

5 foreseeable consequential damages), expenses, or causes of action arising from or related to any

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

7 2.9 Transportation Arrangements. Mapco shall make all arrangements for

8  transportation ofthe Sale Oil from the Point of Delivers1, through and awav from the TAPS, and

9 >,hall be responsible for any TAPS pipeline lill and storage tank bottom requirements related to

10 transportation ofthe Sale Oil after passage of title, l.'pon the State’s request. Mapco shall provide

11 the State svith evidence or other reasonable assurance of: I) the arrangements for transportation of

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

13 resale, exchange, or other disposal ofthe Sale Oil: and 3) if requested, information on specific

14 deliveries of Sale Oil by Mapco to the TAPS and identification of tankers that will transport the Sale

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

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

17 2.10 Absolute Obligations. Mapco's obligations to provide security as required by

18 Article XVI. pay reservation fees, and purchase, transport and dispose of Sale Oil are absolute.

19 These obligations shall not be excused or discharged by the operation of any disability of Mapco.

2 0  event of force majeure. impracticability of performance, change in conditions, or other reason or

2 1  cause.

9



1 ARTICLE III

2 IN-STATE PROCESSING

3 3.1 In-State Processing. Mapco shall use its best efforts to insure that Snip Oj| wjll

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

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

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

7 3.2 Exchanges of Crude Oil. Mapco may enter into agreements to exchange Sale

8  Oil for other crude oil only as provided in this Article. ,\n exchange of 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 of Sale Oil for an equal volume ofother

1 1 crude oil: 2) a direct trade of Sale Oil for other crude oil that involves either cash or volume

1 2  adjustments, or both, based solely on differences in the quality' or location ofthe 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 of Sale Oil for other crude oil.

16 3.3 Waiver of 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. Vlapco warrants lhat it is. and shall

4 remain at all times during the term of this Agreement: 1) a corporation organized and existing under

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

6  business in Alaska: and 3) in good standing with the State. Mapco warrants that it has '1 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 submitted

10 to ihe State: I) is complete, accurate, and fairly represents Mapco's financial condition at the lime of

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

12 operations, or properties since it submitted 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 of any material change in it’s financial

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

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

17 change in ownership of Mapco. or of 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

2 1  ofthe 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 submitting a

II



1 copy of'Mapco Petroleum Corporation's annual report tiled with the United States Secuniies and

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

3

4 ARTICLE V

5 MEASUREMENTS

6  5.1 Measurements. The quantity and quality of Sale Oil the State delivers under

7 this Agreement shall be determined by measurement at the Transfer Meter at the Point of Delivery.

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

9 in elfect in the Prudhoe Bay (.'nit.

1 0

11 .ARTICLE VI

12 INVOICING AND PAYMENT

13 6.1 Production Month Invoices. On or before the tenth business day of e.ich

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

15 account w ith an invoice for the total amount due for the estimated quantity of Sale Oil delivered to

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

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

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

19 6.2 Payment of Production Month Invoices. Mapco shall pay the total amount of

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

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

22 business Day after the date of the statement of account, shall accrue interest as provided in Article

12



1 6.7. and become subject to the iate payment provisions o f  Article 6.9. and any other remedies

2 available to the State under this Agreement and at law.

3 6.3 Initial Adjustments. Vlapco acknowledges that any time alter a production

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

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

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

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

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

9 6.4 Payment of Initial Adjustments. Vlapco shall pay the total amount of each

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

11 business Day after the date o fthe  statement o f account that includes the initial adjustment invoice.

12 (fan adjustment is due to Mapco for an overpayment, the State shall credit or refund to Mapco the

13 amount o f the overpayment, plus interest as p-ovided in Article 6.7. on or before the third business

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

15 amount Mapco does not pay in full when due shall become subject to the late payment provisions o f

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

17 6.5 Subsequent Adjustments. Mapco acknowledges that any time after

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

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

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

2 1  make subsequent adjustments to amounts previously invoiced in production month or initial

22 adjustment invoices, and send Mapco a statement of account with a subsequent adjustment invoice

13



1 tor the amount of any adjustments to the previous invoices, plus interest on any adjusted amount as

2 provided in Article 6.7.

3 6 . 6  Payment of Subsequent Adjustments. Mapco shall pay in lull the total

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

5 the thirtieth Day alter the date ofthe statement of account that includes the subsequent adjustment

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

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

8  thirtieth Day alter the date ofthe statement of account that includes the adjustment invoice. \nv

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

10 \nicle 6.0. and any other remedies asailable to the State under this Agreement and at law

11 6.7 Interest. All amounts .Mapco does not pay in lull 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 lull 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 after the date of the statement of

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

17 applies. Appendices A and B illustrate accrual of interest.

18 6 . 8  Non-termination and limitations. Mapco acknowledges that the State may

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

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

2 1 a subsequent adjustment rendered more titan six years after the date ofdclivery ofthe Sale Oil upon

2 2  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 sear limitation on interest shall not apply to payments Mapco fails to make 

'•'.hen due or to subsequent adjusunents resulting from: I ) regulators-, reopener, or court lincludine 

appeals) proceedings commenced during the six year penod. regardless of svhether Mapco or the 

State is a party: or 2) bona tide audits of a Lessee commenced by the State svrthin the six year 

period.

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

State, if Mapco fails to make timely payment in full of any amount due. in addition to die amount 

not paid sshen due. plus interest as provided in .Article 6.7 from die date accrued until paid in full. 

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

penalty, \ppendix B contains an illustrative example cjt interest and late payment penalties.

6.10 Disputed Pasmcnts. If a dispute arises concerning the amount of an invoice. 

Mapco agrees to pay the lull amount of the invoice svhen due pending final resolution of die dispute.

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

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

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

receipt ol a ssnnen request from Mapco. the State shall furnish to Mapco a certified statement of the 

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

.imounts are connect.

6 .12 Manner of Payment. 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 of immediately available funds to the Slate's account at die following address :

15



State Street Bank & Trust Companv
Boston. Massachusetts
ABA #011000028
For credit to the State of Alaska
General Investment Fund. AY01
Account #00657189
Attn: Kim Chan. Public Funds

Mapco may pay an invoice in such other manner or to such other address the State has specified in

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

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

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

6.12.1 Direct Payment to Lessees. If the State directs Mapco in an invoice 

or other writing to remit all or a portion of a payment required under this Agreement directly to one 

or more of the Lessees. Mapco shall remit the payment to the Lessee or Lessees in the manner 

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

writing, authorize a Lessee to request direct remittance of all or a portion of a payment due under 

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

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

made to the State in accordance with Article VI.

6.12.2 Direct Payment to Other Third Parties. Upon a determination by 

the State that remittance to a third party of an amount due under this Agreement will assist the State 

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

to remit all or a portion of a payment due under this Agreement directly to a designated third party 

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

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

16



specified by the State in writing, the balance of a direct partial payment to a third party, and all 

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

ARTICLE VII 

EFFECTIVE DATE ANJD TERM

7.1 Condition Precedent to Effective Date. This Agreement is subject to approval 

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

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

which it is approved pursuant to Alaska Statute 58.06.055.

7.2 Ferm. Hie State shall begin deliveries of Sale Oil under this Agreement on 

December 1. 1998. This Agreement shall terminate at the end of the Day on December 31. 2003. 

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

obligation or any remedy that has accrued or attached prior to the date of termination. The 

provisions of Article VI shall survive termination of this Agreement.

ARTICLE Vin

DEFAULT OR TERMINATION

8.1 Default.

8.1.1 Events of Default. The Commissioner may, in the Commissioner's 

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

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

at law, if any one or more of the following events of default occur:
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Except as otherwise provided in Article VIII. Mapco tails to pertorm 

any of 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 of its non-performance:

(ii) Within live Days after written request from the Slate. Mapco fails to 

provide written assurances satisfactory to the State of its intention to 

perform its obligations under this Agreement and evidence or 

assurances of transportation arrangements under Article 2.9;

(iii) Mapco fails to pay in tall any sum of money owed under this 

Agreement within one business day after the State gives Mapco 

notice that payment 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 five Days after a request by the State. Mapco is unable or 

unwilling to provide the State with adequate assurance of 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 of credit required

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

pertorm any other obligations under this Agreement.

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

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

Upon such notice from Mapco. or if the State independently determines that Mapco is unable to pay 

any ot 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 ofthe State's obligations under this /Article. 

Mapco shall be liable for payment and performance of all its obligations for Sale Oil the State 

delivered to Mapco before termination and for a minimum of one hundred Davs after termination, 

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

Agreement. Within thirty days attcr termination under .-Article 8 .1.2. the State shall have the right, 

upon written notice to Mapco. to reinstate all ofthe State's and Mapco's obligations under this 

Agreement retroactive to the date of termination.

8.2 State's Remedies. If Mapco defaults under this Agreement, in addition 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 Mapco'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 of Sale Oil. Until Mapco 's default is cured or 

this Agreement terminates, the State may dispose of the Sale Oil to third parties and may suspend
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1 the in-state processing obligations. If the State exercises either of these remedies, regardless

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

3 of difference between the pnee for the Sale Oil under Article II and the actual price the State

4 received from disposition ofthe Sale Oil to third parties.

5 . 8.2.3 Indemnification for Loss. Mapco shall hold the State harmless and

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

7 of Mapco's default, termination ofthe State's obligations, disposal of the Sale Oil to third parties.

8  and suspension ofthe in-state processing requirements.

9 8.2.4 Other Rights and remedies. Hie State shall have the nght

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

11 .ill other relief available under law or at equity, including mandatory injunction and specific

1 2  performance.

13 8.3 Limitation of Mapco's Remedies. If the State breaches or defaults any of its

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

15 preliminary injunction preventing the State from disposing ofthe Sale Oil subject to this Agreement.

16 8.4 Termination. Termination shall become etfcctive upon the first Dav ofthe

17 Month following expiration of a minimum of one hundred Days alter Mapco’s written notice of

18 termination is delivered to the State. If. however, the additional notice provisions of .Article 2.1.4

19 ore invoked, termination shall become effective upon the first Day of the Month following

20 expiration of six Months and ten Days after Mapco's written notice of termination is delivered to the

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

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

2 termination of this Agreement.

3

4 ARTICLE IX

5 DISPOSITION OF OIL

6 9.1 Disposition of Oil U p o n  Default or Termination. Vlapco acknowledges that

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

8  its in-kind nomination of Royalty Oil in any Month. It is within the Commissioner's sole discretion

9 to request a waiver of any nonce provision, condition, or requirement of a Lease or Royalty

10 Settlement Agreement. If this Agreement terminates tor default or any other reason. Mapco shall

11 continue to accept and pay for Sale Oil through the lirst Day ofthe Month following expiration of a

12 minimum of one hundred Days arter the date of termination, if the Commissioner, in the

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

14 2.1.4 are invoked. Mapco shall continue to accept and pay for Sale Oil until the expiration of six

15 Months and ten Days after the Date of default or notice of termination.

16 9.2 Inability to Receive Sale Oil. If Mapco is unable or refuses to accept or

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

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

19 discretion, waive this requirement.

20 9.3 Security for Disposal of Sale Oil. To secure Mapco's obligations to purchase

21 and dispose of Sale Oil. upon the Commissioner's request. Mapco shall assign or otherwise transfer

22 to the State, or its designee, all or part of Mapco's right, title and interest in any arrangements for

21



transportation of the Sale Oil through and away from the TAPS, whether such interests are under 

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

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

to succeed to Mapco's interests under and obtain the benefits ofthe assignments.

ARTICLE X 

NONWAIVER

10.1 Nonwaiver. The failure of either party to insist upon strict or a certain 

performance, or acceptance by either party of a certain performance or course of performance under 

this Agreement shall not: 1) constitute a waiver or estoppel ofthe right to require certain 

performance or claim breach by similar performance in the iuture: 2 ) affect the right of either party 

to enforce any provision: or 3) affect the validity of any pan of this Agreement.

ARTICLE XI 

SEVERABILITY

11.1 Severability. If a coun decrees any provision of this Agreement to be invalid, 

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

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

by notice to the other party as provided under Anicle 8 .4 .
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ARTICLE XII 

FORCE MAJEURE

12.1 Effect of Force Majeure, Except for Mapco’s absolute obligations to provide 

security, pay reservation fees, and purchase, transport and dispose of Sale Oil. neither party shall be 

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

faith efforts to perform. Except, however, if Mapco is prevented by force majeure from performing 

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

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

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

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

ofthe party claiming the benefit ofthe excuse.

12.2 Notice of Force Majeure. If a party believes that force majeure has occurred, 

the party shall immediately notify the other party of its claim of force majeure. The party claiming 

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

absolute obligations to provide security, pay reservation fees, and purchase, transport and dispose of 

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

suspended from the time of notification to the other party until the disability caused by the force 

majeure should have been remedied with reasonable diligence.
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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 of 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 telecopier 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 of expiration of seven Days alter it is deposited in the mail, or upon

11 the date ol receipt by the parr.' to whom it is directed. A notice, request, demand or statement

1 2  delivered in any other manner shall be effective only if and when received by the party to whom it is

13 directed. The address ofthe parties shall be as follows.

14 State:
15 State of Alaska
16 Commissioner of Natural Resources
17 400 Willoughby Avenue
18 Juneau. Alaska 99801
19

2 0  and
21 Director. Division of Oil and Gas
22 3601 C Street. Suite 1380
23 Anchorage, Alaska 99503-5948
24 Telecopy Number: (907^562-3852
25
26 Mapco:
27 President
28 Mapco Alaska Petroleum Inc.
29 3201 C Street, Suite 700
30 Anchorage, Alaska 99503-3960
31 Telecopy Number (907)273-3333
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1 13.2 Change nt'Address. Each party may notify the other ofchanges to its address

2 by delivering written notice ofthe chance.

3

4 ARTICLE XIV

5 RULES AND REGULATIONS

6  14.1 Rules and Regulations. This Agreement is subject to ail applicable laws of

7 the State of Alaska, and orders, rules and regulations ofthe United States, the Staie of Alaska, and

8  any duly constituted agency ofthe State of Alaska.

9

10 ARTICLE XV

11 SOVEREIGN POWER OF THE STATE

12 15.1 Sovereign Power of the State. This Agreement shall not be interpreted to

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

14 conferred by constitution, statute or regulation. The State's exercise of any sovereign or regulatory

15 power shaJI not be deemed to enlarge any ol Mapco's rights, or limit any of Mapco's obligations or

16 liabilities under this Agreement.

17

18 ARTICLE XVI

19 SECURITY

20 16.1 Letter of Credit. Seventy five Days before the Date of First Delivery, Mapco

21 shall deliver to the State an irrevocable stand-by letter of credit (hereafter the •‘Letter"). The Letter

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

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

3 capital and surplus amount of not less than One Hundred Million Dollars ($100,000,000) (hereafter

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

5 amount ofthe Letter shall be an amount estimated by the Commissioner to be equal to the value of

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

7 following the Date of First Delivery. The Letter shall not require the State to submit any

8  documentation in support of drafts drawn against it other than a certified statement by the

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

10  money equal to the amount ofthe draft. that the amount of money is due and payable in full, and it

11 has not beer timely paid.

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

13 Issuer through the seventy-fifth Day alter the State's last delivery of Sale Oil to Mapco under this

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

15 Days before its expiration date so that a Letter is in effect continuously from the Date of First

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

17 Mapco. If the State does not receive a renewed Letter seventy five Days before the expiration of the

18 existing letter of credit: 1) Mapco shall be deemed to have materially breached this Agreement: 2) a

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

2 0  liabilities accrued as o f that date, whether yet due and payable, shall become immediately due and

2 1  payable in full.
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1 If the State asserts a claim or claims that equal a total amount of money greater than

2 the principal face amount ofthe Loiter in etfect. Mapco shall, upon the Slate's request, cause the

3 principal face amount ofthe Letter to be increased by an amount sufficient to secure the total

4 amount ofthe State's claims. Mapco is subject to this obligation even if Mapco denies, rejects, or

5 otherwise contests the State's claims.

6  If the principal face amount of the effective letter of credit is ever less than the

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

8  immediately cause the principal face amount ofthe effective Letter to be increased to an amount

9 equal to the estimated price of seventy live Days delivery of Sale Oil. If the principal face amount

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

11 upon written approval of the Commissioner. i;t the Commissioner's sole discretion. Mapco may

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

13 tive Days delivery of Sale Oil.

14 16.2 Security Contract. Upon approval bv the Commissioner, in the

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

16 may deliver to the State: I) an irrevocable stand-by letter of credit in the principal face amount

17 estimated by the Commissioner to be equal to the value of Sale Oil to be delivered by the State to

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

19 irrevocable contract between a major oil company (hereafter the "Promisor’) and Mapco. for the

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

21 notice that Mapco is in default of this Agreement (hereafter "Security Contract"). The forty Day

22 letter of credit shall be subject to all the terms and conditions of Article 16.1. The Security Contract
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5

6

7

8

9

1 0

11

1 2

13

14

15

16

17

18

19

2 0

2 1

2 2

shall designate the State as intended third party beneficiary 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 of this Agreement, the Promisor shall immediately assume full liability for 

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

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

Agreement, the Promisor shall be liable for a total of one hundred and eighty days delivenes of Sale 

Oil. It shall provide the State a direct right of 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 ofaction 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 State's interest.

ARTICLE XV n 

EMPLOYMENT OF ALASKA RESIDENTS

17.1 Employment of Alaska Residents. Vlapco 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 of 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"
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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 tishing, trapping, or hunting license or receiving a

4 permanent tund dividend. "Alaska companies" means companies incorporated in Alaska or whose

5 principal place of business is in Alaska. If a court invalidates any portion of this provision. Mapco

6  agrees to employ Alaska residents and Alaska companies to the extent permitted by law.

7

8 A R T I C L E  XVIII

9 APPLICABLE LAW

tO 18.1 Oovemme Law. This Agreement, and ail matters arising horn or related to

11 this Agreement, shall be governed, construed and determined by the laws ofthe State of Alaska.

12 18.2 Jurisdiction. Any legal action or proceeding arising out of or related to this

13 Agreement shall be brought in a state court of general jurisdiction sitting in the State of Alaska, and

14 Vlapco hereby irrevocably submits to the jurisdiction of that court in any such action or proceeding.

15 18.3 Venue. The parties agree that the ventre for any legal action or proceeding

16 arising out of or related to this Agreement shall be in the Alaska Superior Court sitting in

17 .Anchorage. Alaska.



-  WARRANTIES

3 19.1 Warranties. Tlie purchase and sale of Royalty Oil under this Agreement are

4 subject only to the warranties the State has expressly set forth in this Agreement. The State

5 disclaims and Mapco waives all other warranties, express or implied in law,

6

7 ARTICLE XX

3 AMENDMENT

^ 30.1 Amendment. This Agreement may be supplemented, amended, or modified

1 0  only by written instrument duly executed by the parties.

11

12 ARTICLE XXI

13 SUCCESSORS AND ASSIGNS

14 21.1 Successors and Assigns. No assignment, pledge, or encumbrance of this

15 Agreement shall be made by either party without first obtaining the written consent ofthe other

16 party’, which shall not be unreasonably withheld. The Commissioner may consent on behalf of the

17 State. Subject to the requirement of written consent, this Agreement shall be binding upon and inure

18 to the benefit of each ofthe parties and their successors and per,titled assignees.

1 ARTICLE XIX
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1 RECORDS

3 22.1 Preservation of Records. Mapco shall maintain and preserve all books.

4 accounts, and records that relate to or arise from performance of this Agreement for six years from

5 the date ofthe transaction or date ofthe latest adjustment relating to the transaction, including

6  transactions for purchase or sale of Sale 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 of any pan of this Agreement. Mapco and the

9 State shall not be required to retain any records tor more than six years from the time of a

1 0  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 m a k e - ^ c o r d s  available

12 to the State at Mapco's principal office in the State within thirty Days aiier written request by the

13 State.

14 22.2 Inspection of 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 of the party tfom

18 which access is sought, so the other party' may inspect, photograph and make copies ofthe 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

1 ARTICLE XXII
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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 XXin

5 INTERPRETATION OF TERMS AND CONDITIONS

6  23.1 Interpretation of Terms and Conditions. .Any disagreement or dispute about

7 the meaning or application of 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 diis

9 Article shall be initiated by either party providing written notice ofthe disagreement or dispute to

10 the other party. No later than 60 Days alter either parry provides written notice. Mapco and the

11 State shall each present any arguments and evidence supporting its view of the disputed 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-type 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 Ending interpreting the

16 meaning or application of the disputed word. term, or condition, and shall set forth the basis for the

17 conclusions. Mapco agrees to accept findings of the Commissioner under this Article that are

18 reasonable and not arbitrary.

32



1 ARTICLE XXIV

2  COUNTERPARTS

3 2-1.1 Counterpans. This Agreement may be executed in multiple counterparts. It is

4 not necessary for the parties to sign the same counterpart. Each duly executed counterpart shall be

5 deemed to be an original and all executed counterparts taken together shall be considered to be one

6  ax. i  the same instrument.
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the State:

Mapco Alaska Petroleum Inc. MAPCO ALASKA PETROLEUM Inc.

By: ____________________________

Its: ____________________________

Date:._________________

Mapco Petroleum Inc. MAPCO PETROLEUM Inc.

By: ___________________

Its: ___________________

Date:___________________

Department of Natural Resources

Date: 3> / C  /  f  Q " ____

SIGNATURES
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the State:

SIGNATURES

THE S ['ATE O F A LA SK A

Comm issioner
Department o l'N an ira l Resources 

Date: _________

Mapco A laska Petro leum  Inc. M A PC O  A LA S K A  PE T RO LEU M  Inc. 

By:

Its: __

Date:_____ 3 / 5 / ? . !

A

Mapco Petroleum  Inc. ‘ •1APCO 1T T R O LE U M  Inc. 

By:

lus: V/c&- U*<t

Date: 3 / r A  X

73.

I
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1
2
3
4
5
6
7
8 
9

10
11
12
13
14
15
16
17
18
19
20 
21

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

State o f Alaska 

Third Judicial District
ss.

THIS IS TO CERTIFY that on the "ihh day o f l~VW r _______ , 1998. before me.
appeared John T, Shively, the commissioner. Department o f Natural Resources. State o f Alaska: that 
John T. Shively executed that document under legal authority and with knowledge o f 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 >ear in this agreement first above written.

'Op-' 'J/ i '-
N'otarwPublic in and tot/Alaska , . 
M y commission expires:f>llBL\C

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

THIS IS TO CUR! IFY that on die . day o f / H a r d / )  i^qs, before m,;.
appeared Kandy M. Newcomer o f Mapco Aluska Petroleum Inc.. Anchorage. Alaska: dial'
Randy VI. Newcomer executed dial document under legal authority and wiih knowledge o f its 
eoiiicni-t: and that this acl was performed freely and voluntarily jpon die premises and for die 
purposes suted in die document.

Witness my hand mid official .seal the day and year in litis agreement first above written

Motarv Public in and for Oklahnpin 
My commission expires: -

?6

r a t io  TH03T 03



1 a c k n o w l e d g m e n t2 
3 
4-

5 THIS IS TO CERTIFY that on the day o f / T ls ir c J i 199K. before me.
6 appeared Randv M. Newcomer o f Msipco Petroleum Inc.. Tulsa. Oklahoma: that
7 Rnndv M. Newcomer executed that document under legal authority and with knowledge of its
8 contents: and that this act was performed freely and voluntarily upon the premises and lor the
9 purposes slated in the document.

10
11 Witness my hand and orfici.il seal the day and year in this agreement first above written
12
13 y

16 N o ta ry  Pub lic  in and fo r  O k la h om a
17 My commission expires: ? ~ /K
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APPENDIX A 
SAMPLE CALCULATIONS OF MAPCO’S INVOICE PRICE

Numbers in these sample calculations o f pnee are illustrative. They do not represent actual 
values that may have existed in the past or are forecasted for the future.

This appendix illustrates the mechanics o f the price calculations and the data sources. Royalty 
Values, before field cost deductions, for the Prudhoe Bay Unit Lessees are taken from either 
columns H or i on each Lessee’s Monthly Oil Royalty Report Summary. Sample Oil Royalty 
Report Summaries for the Lisbume Participating Area and the Prudhoe Bay Unit Initial 
Participating Areas appear in Appendix A. Attachment 1. Volumes are taken from the 
Production Allocation/Offtake Schedule for the participating areas serviced by the Lisbume 
Production Center and the Royalty and Taxes Due State o f Alaska report for the Prudhoe Bay 
Unit Initial Participating Areas. See Appendix A, Attachment 2. A sample calculation using the 
volume and Royalty Value information as originally filed for January 1997 and a hypothetical 
R IK  volume sold to Mapco in February 1997 is shown below. It is recognized that both royalty 
reporting and operator reporting forms may undergo format changes in the future. Such changes 
will not effect the mechanics o f these calculations

January's Calculated Average Royalty Value:
= S607.508.676.79 / 31,777,362.10 barrels 
= S19.11766 per barrel (See Appendix A. Attachment 3)

February's production month invoice pnee for Sale Oil to Mapco (Mapco's Invoice Price)
= January's Royalty Value + [January's Royalty Value x 

Average Fractional Change in the West Coast 
DestinationValue Between January and February 
(See Appendix A. Attachment 4 )] + S. 15

= $ 19.11766 + [S19.11766 x (-0 .1367 ] + S. 15 
= $19.11766 -  S2.6I338 + $.15 
= S 16.65428

Under Article 2.1.5, i f  invoked the Royalty Value would be calculated using the royalty values 
and production volumes for only the Prudhoe Bay Unit Initial Participating Areas.

Example 1: Production Month Invoice

Assumptions:

1. Month is March.
2. Sale O il delivered to Mapco in February = 403,000 barrels.
3. February's production month invoice price as calculated above = $16.65428.
4. Statement o f account, with February's production month invoice, sent to Mapco

on March 3.

I



5. Date February production month invoice payment due to State = March 7 
(statement o f account date plus three business days).

Method for calculating Mapco’s production month invoice payment fo r February deliveries:

Volume x Mapco’s Invoice Price = Production Month Invoice Amount

403.000 barrels x S16.65428 = $6,711,674.84

If payment in full is not received by the State on or before March 7, interest will accrue on the 
unpaid balance from March 7 through the date payment is received, and a late payment penalty 
will be assessed.

Note:

The Lessees are required to submit their royalty reports to the State for February's production by 
the last day in March. For this reason, the State's production month invoice to Mapco for 
February deliveries will be based on January’ s Royalty Values as adjusted by the average 
fractional change in the West Coast destination values o f ARCO, BP, and Exxon. This is an 
interim invoice price and will be adjusted when the State receives more accurate information 
about the actual quantity and price for Sale O il delivered to Mapco in that month. The State may 
adjust the invoice price and/or the actual quantity o f Sale Oil and invoice Mapco in the initial 
adjustment invoice submined with the following month's (April) statement o f account. 
Subsequent adjustments are likely to follow.

Example 2: Initial Adjustment Invoice
Assumptions:

1. Month is April
2. Sale Oil delivered to Mapco in February = 403.000 barrels
3. February’ s Royalty Value for the Prudhoe Bay Unit = S 16.09963
4. Adjusted Mapco's invoice price for February = S 16.09963 +S .15 =$16.24963
5. Annual interest rate charged member banks for advances by the 12th Federal 

Reserve District as o f January 1 is three percent; and seven percent as o f April I . 
Annual rate fo r contract = 11 percent for the first quarter and 12 percent for the 
second quarter.

6. Date o f the statement o f account that contains the initial adjustment invoice is 
April 1.

7. Date initial adjustment invoice payment is due to the State = April 7.



Method for calculating Mapco's initial adjustment invoice amount fo r February deliveries: 

 Volume x Mapco’s Invoice Price = Initial Adjustment Invoice Amount

403.000 barrels x S 16.24963 per barrel = S6.548.600.89

Amount previously paid by Mapco for February deliveries (calculated in Example 1)
$6.711.674,84

Overpayment for February deliveries = ($163,073.95)

Number o f days between the date the initial adjustment invoice was due on April 7. and the date 
accrued, March 7 = 31 days. The statutory 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 (11 %/365) x 24 days = ($1.179.49)
Interest due second quarter = (-5163.073.95 -  1,179.49) x (12% /365) x 7 days = i$378.0n
Total interest due Mapco ($ l ,557.50)
Credit due Mapco against statement o f account amount dated April 1 = ($164,631.45)

Example 3: Subsequent Adjustment Invoice

This adjustment is assumed to occur on October 1, after BP's six month true up o f transportation
costs, a reopener for one o f the Royalty Settlement Agreements, or fo r 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 + $.15 = S I6.51706
5. Annual interest rate charged member banks for advances by the 12Ul Federal Reserve 

District as o f January 1 is three percent: as o f April I . 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 o f statement o f 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 Mapco’s subsequent adjustment invoice amount for February deliveries: 

Volume x Mapco’ s Invoice Price = Subsequent Adjustment Invoice Amount

403.000 barrels x S I6.51706 per barrel = S6.656.375.18

Amount previously paid by Mapco for February deliveries
(calculated in Example 2) = $6.548.600.89

Underpayment for February deliveries $ 107,774.29

Number o f days between the date the subsequent adjustment invoice payment was due on 
November 6 and the date accrued. March 7 = 244 days. The statutory interest rate is converted to 
a daily rate for these calculations.

Days o f interest in the first quarter (March 7 through Mar 31) = 24
Days o f interest in the second quarter (April 1 through June 30) =91
Days o f interest in third quarter (July 1 through September 30) = 92
Days o f interest in fourth quarter (October 1 through November 6 ) = 37
Interest due for first quarter = $ 107.774.29 x ( 1 1%/365) x 24 days =$779.52
Interest due for second quarter = (S 107.774.29 + 779.52) x 12%/365 x 91 days = S3.247.69
Interest due for third quarter = ($ 107,774.29 + $779.52 + $3,247.69) x 12%/365 x 92 days

= $3,381.61
Interest due for fourth quarter = (107.774.29 + S779.52 + S3,247.69 + $3,381.61) x

12%/365 x 7 days = $1.401.13
Total interest due to the State on November 6 =$8,809.95

Subsequent adjustment invoice amount due the State on November 6 =$116,584.24

If payment in full is not received by the State on or before November 6, additional interest will 
accrue from November 6 through the date payment is received, and a late payment penalty will 
be assessed.
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O t « a V * v i I t M P i o f a e f c a Ia M m I (M N | Of R a n (B U i j  M In K n d m  V aiu* Vatu* pai B U ftapociad Royalty
P * A * l « ( U C f ) 0 *n « k M > % (uai 1 *1 ( U C f ) (D o n )m la ) • 10 S pai f l u ct M C f Royalty  pai n  Valua

I f C I l |Ucn) u  lUCfl O.M  Cf D O a  J iC F G o t t i  a
( H I E J J . J 0 2 .S 0 0  00 7A 10771% 0,123 .9 1 2  00 12 10000% / 6 S I I 6  60 I I S  101 21 319  9 42  32 S I 9  9 *0 0 0 10 910 S 19 O IOO U J6 .6 S 7 .a 0 3  SO

i i i i c i ^ a . .  2 2 . m . t w •  U J . I U  ?<■ 349  942  32 16^6*2^403 SO* WGOHIED AVUWGi VALUC
t 0*tUi* Vial I N>t IIIIWM4 Ml upon. Mck«kng a«orry>ln,icij 
K A ^ A i  M i  in n i m M .  and to * 4  tw it c f  m y A no-iaopa  and t*Mt ■ H Ml. CMTOd And CCMpWft

Il ‘!t ̂ bil
io ji con*
|0l| t a l l  kaU  t o m  loi IIIA 

I a ita/SpM  C o i l l  lot R iK  
(O S )  Ik - il i lo n i  (ahjcn itcondkiiou ch

• mandid I4lu.ni)|0b) Amount (ina

s i
1 33 6 1 .1 49  12| 

JO 0J
;o  no

S I  293  9 S 0  79

TY P l 0  NAAie  8aK>»a J W alien

none no
£M£—.23222_________
GAS HOY At TY. 01 HOY ALTY: 
oiANOon GAS ROYALTY;

A T T A C H  F O R M  10-422 
A M A C H  F O R M  | V I0 t

VtnfKAnOH Of YAR£ IRAf&FLH AkKMflS OH A
c o t t  o p  i m c . * a <  m a m  in  p a y m e n t  o f  i r a i p )  MusiKAn/socn

M at W.lft A ^ M a U a  A naclw nantl l o  S l«M  o l A l u l a

O rpaO m anl o l N i m j i  l l a io u i c t i  

CMntfcm oI Oa and G a t
llo ra k y  A cCoxnOnp S a c  lion 
f* O  Bua 7031
A ncfiuiaga. A ia n a  a - is iu  l o l l

TJ»inn

EXj._dIT 
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ICL  ROV R P I SUM 

REVISED !« 6 )

‘am p«ny C h tv rM  U.S.A .

4*en’ P.O. 6*1 J  ScclUa >73 
Xy-SW*- Ceacard C'A 9*314> i • •

K S T I H A T E D  P A Y K B N T  

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

b c ; > * r c m c n t  o f  N a t u r a l  R o a o u r c e a  

O i l  an<5 G o a  R o y a l t y  R e p o r t  S u m m a r y

l> [  i* < u < l Payuuint P iid u a i it  

t o  AMS R o y a lty  S e tt lem en t 

Agreement E l l e n  i v e  0 1 / 0 1 / 9 2

R eport lot m onlh ol 

R evision Num bci 

D ale o l Revision

Unit
fie ld

Zone

l e a s e

Jurnx/ 1991

3L 
niExdi

( • ) f t ) le t (6) (e> (0 (9) <h) (•) (J) <M
G to t t  Un4 or Working ( • )> (* ) Royalty ( c |«  Id) Royally Royally Royally Field (h) • (i) (y) * 0)
L aase  Prod. tntrreM (Bbls) R ale (Bbls) In Kind In Value Value C osts R epoiled Royalty

(ttH l) O w nership or ( * ) or (Qbl',| (e) (0 $ per 061 per (ibl Royally In Value
or 1 * ) (M Cf) (M C I) pi (Uuis) ui MCF or MCF per Obi Dollars

(MCF) (M C I) or (See or MCF

(MCI ) l ’ai|L- 2) 1$) (SI

2.038.666 06 5 1 6 6 1 0 % 13 285 2 12 5% 1 660  7 905 1 /  5 5 6 $23 248 (SI 00) $ 2 2248 $16.810 59

684,971 0  1828960% 1.40900 12 5% 176 1 0 176 1 $23 248 ($ 1 0 0 ) $22 248 $3 917 07

re a ls
(2)

2.903.637 14 694 2 12 5% 1 836 8 905 1 931 7 $23 248 (1 0 0 ) $ 2 2248 $20 728 46

t o d u lt *  and a t a t a a a n t a ,  and  to  th e  b a n  o t my Knowledge and 

i lie C  it. ( a  t r u e ,  c o r r e c t ,  and com p le te .

ONEDBY

H E  Supervisor TYPED NAME A.T.Otnhrta
O N E  N 5IO-tZ7-T73Q 

ITE J4 * a b d )7

(3) CO  II1 Giavily Adpisimuiil

(4) L ess f ie ld  Cost (oi RIK

(5) O lder (Eiplain)

(6) Sul.loi.il (2 Hint * j

( /)  R evisions siibim lled wiili 

oiigiual report (I isl above) 

(0) 1 olal Previous Inleresl R pld 

(9) I olal Due

Principal

$0 00
. (S905 10)

SO 00

S19 823 36

$0 00

r r u t l l io c  l l . iy  H u ll 

I 'ru rlho c  R ay 

I 'r in l l io f  Day

R evisions Included

r ; '

S19 623 36

JiL
Ini

$0 00
$0 00 
$0 00
$0 00

( 1 0 1 4 7  P H )

Ji'
Toifc

lo o

($1̂ 5 101
*4 00

$10 1^1 36

SlOO
I t)  00

$19 023 36
—— ------to 
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n
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1 (A)
GROSS UNIJ 

O ft LEASC

p r o d u c t i o n_ (§ 9 t5 )___
2fl.l 10.100 00 Oft.

MCl'SNOfS teKflU

(B)
WORKING

INTEREST
O M CA SM P

(J) 
(•!) -( ! )  

REPORTED 
ROYAL rY 
S PER  Dill

(X)
<G| * (J) 

ROYALTY 
IN-VALUE 
DOLLARS

ROYALTY FIE ID  
VALUE C O STS S PER BBL PER BBL 

SEE PAGE 2 1 _________

ROYALTY
RATE

ROYALTY ROYALTY 
IN-KiND IN-VALUE 
(BBLS) (BBLS)

U 3 .W I .2 00.UUOO
4 4 1 1 3

44,136 40 
t , 129 30 

S S 204

24 057 30 
BIS SO 000

5 3 )4  856 12 
19 520 73 

*10.234 22

519 519 
SIB 539 
S I9 S 3 9

20 079 10 
5 1 3 6 6  
552 04

45.617 61 24 6 )2  60366 .542501 ____0 J 2 5 19 539

WEIGHTED AVERAGE VALUE
3} CO  TP Guvtfy Ai3|uvlrrveivl

MO NED. 
TTD£ 
PIICNE NO: 
DATS.

Typad N n w :  O  C  R u n a _  3 )3 .2 4 2  BO 

45860157F t tm m v 2 6  I ft? 7

•I ruiRAik /mihxjTM LJtiC
10) BM m ce Subliaci 

Lhte 9  from Lmt 6 
CoA.mns (k) 6 (in) only

REVISED
R EPO R T

ONLY

12) Rcviiion Amount (10 • II)

COMPANY NAME: 
ADORE S3;
CTTY. STATE, 2 IP .

STATE OF ALASKA PAGE I OF 2
DEPARTM ENT O f NATURAL R ESO U R C ES

OIL ROYALTY R E PO R T  SUMMARY t E A S E  PRUDHOE UAY

MOBIL Oft. CORPORATION REPORT FOR M O N III January 199)
F o .  POX 6 5 0 5 8 5 __________ REVISION NUMBER: " "
PALLAS TX 7S26S-059S DATE OF R E V I S I O N  _________



vised two
im h -n  onr icmom

3TAI£ OF ALASKA DEPARTMENT OF NATURAL RESOURCES (ML OR OAS ROYALTY REPORT SUMMARY
IMPANVNAME
CMN
IY.BTATE.2iP

Phillips PsIrokiMB CompAiiv 
fi«rt)AiiVtiis7gK74c3j ___■

UNIT
FIELD
ZONE
LEASE

REPORT FOR MONTH OF 
REVISION NUMBER 
DATE Ol- REVISION

Prudho* Bay SadUiodA_
060/01 and #60001
JANUARY1997

Gross. UnB or
MMMProducHod
BUs)ar(MCF)

WoiKmg
Inleissl

Ownerships

•
(•) * (*>) 
(0Wi) w 
(MCF)

Royally
Rate
(%)

(C) A (d) 
(Bbls) or 
(MCF)

Royally 
In-Kind (Bbls) 

or (MCF)

Royally 
In-Value 
te) |1) 

(Obis) or 
(MCI)

Royally 
Value $ pei 
Bbl oi MCF 

(Sec P.iqe 2)

Field Cosls 
pei Bbl 
or MCF 

($1

(h)-(i) 
Reported 
Royally 
per Bbl 

oi Mi.F m

(9) * (J) 
Royalty 
In Value 
Dollars

23.169.051 0 0151737 351,400 00 0 125 43.026 00 23.942 70 
898 00

19 903 30 20 69 0 0/ IS 02 396.069 01
’ 1, *21.81(1 0 06^556 13.161 50 0125 1 647 69 749 69 20 69 i  oo 19 69 14 761 40

(1) TOTALS 
'• 24.660.667 _364.589 50 0 125 45.5/3 69 24 040 701 20. / j j  99

(2) '
1410.030 41

d a r e S tM l  b ay* • m m in o d  t v a  i>po<1 m e l in in g  a ccom p a n y in g  

K fa f c i tn a s ta M m a n t * .  a n d  to  K te  b c s l  o f  m y  kn om ltdg a  ■ nd

t l lM l r M . C O n a c * .  M g C O m p M k  . P R E P A R E D  BY  J O E P R O \ / £ K , lA N O lN I ) t ( l  T b H

J  ....... ........
S t  L a w s  t  R a g M i io n s  S p e t i i H l  I ' . P E D N A M E  D o n a ld  I Plumps

J N E N O  { 9 1 8 ]  6 6 1 0 8 7 6  _____ * “  *  J  '

HE 23Feb  97 *

5 R O Y A L T Y :  A T T A C H F O R M  10-122

R O Y A L T Y :  A T T A C H  F O R M  10-405

A N D / O R  C A S  R O Y A L T Y :  V E R f  C A T I O N  O f  IM R E  T R A N S F E R  A M O U N T S  O R  A  C O P Y  OF 
T H E  C H E C K  M A D E  M  P A Y M E N T  O F  I T E M (S )  M U S T  B E  A  T T a C H E

IM
PRINCIPAL | ’ 'in t e r e s t t o t a l '

( ) )C 0 1 P  1 .3 /3  16 125 171.64 ■' $17164
(4) Lass f  Mid Costs lor RIK ( 2 ! .723 15 ($2lT728 IS
(S) Olhei (Eipltin)
(6) Subtotal (2 Itou 5) 3 0 9 .2 7 3  9 0 $ 3 0 9 ,2 / 3  9 0
( /)  Revisions subm A td «nib

anginal it port (t rM) o n o n o n so no
(0) Totul Amount One 309 2/3 90 000 S 3 Q 9 .2 7 3  9 0
(9) Pievlous Amount Duu

(10) B ilance Subliacl I n #  9 Imm
Line 8 Columns (k) & |f>i) only

( II )  lnleii.il Dim un 10
(12) Revision Amount (ID* 11) 1 ... .

(ml
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....... kuuui r« i-«uu; LH IU92 10*0 IAS Ol ; O t / )1/1997

WORKINGINTEREST
o u h m

ExxonirxAAI
TOTALS;

MOM.
D E C I M A L

O.IIOOOOO0.2000000.400000
1.000000

ALL OCA ICOL iquids

175.766.00 
6 7 . 6 8 ) . 0 0175.766.00

4T9.iil5.OQ

AHCO ALASKA INC.
IISOURHC PARTICIPATING aU(a 

I'HOIIIlC 11 ON allocation /  orfiAKE scmuuii 
PRODUCTION MONTH JANUARy-1997

pou count i ik

112.00
166.00
172.00

9 1 0 . 0 0

P I P I I  I I I L  
OTHAKE

176, 110.00 
66.069.00 

176.1)0.00

9 9 0 , 1 9 5 . 0 0

N C l  S

2 1 . 2 5 1 . 2 0  11.626.60
2 1 . 2 5 1 . 2 0

1.6. 111.00

I DAI) n i l  s u  
T H O M  air U N I T

0.000.000.00
0.00

noil T int: 12:92 mm h a h : .  02/ 111/1997
I 'A C l ; I

iioyAi i r
iias c

1 5 2 . 8 8 9 . 0 0  
7 6 . 4 9 2 . UO 

1 5 2 . 8 0 9 . 8 0

162,212.011.

I



i n«(j dm mi I HOH Ol r UN 11
0 (III 0.00 0.00
(I. mi

PAIJI ; I
null 1 nil : is; 13 

m i l l  I M I L ' ;  Oi'/ ill/  1 9 9 7

n o r  ai I v IIASE
I .Ot.O , 5'I6 . 56 I.799.010.Ill I .<(90.?i|3 .01

5. 15/ .6̂ *0 DU

EJl. _i_Bi i A 
* Acracnmcm 

2, pazc 2



• • * kOUMUJ
«  Of; 0 1 / 3 , / ^ r -

WORKING
interestOW«i
CXXOH 
?*! • 
JOJALS;

)

N O N .
PECIKAL

0.300000
0 - 3 0 0 0 0 0

1.000000

A L L O C A T E DLIQUIDS
29.U61.iO
2 9 . U 6 J . 3 0

30,927.00

I ML..WfSI OCACH PARTICIPATING All! a 
prooiici ion a llo c a iio n  / ofrjAKt scnrniu i

PRODUCT ION HONTH JANUAfly-1997 ‘ ' 1

PBU CRUDE I IK
0.000.00
0 .00

PIP fl ll lf  
Off TAKE MCI S

2 9 . R 6 J . 5 0
29.H6l.30
5 8 . 9 2 7 . 0 0

1 . 9 8 R .5 0  I.90R .50
1.969.00

10AD |) | [  SI I 
I ROM O ff UNIT

0.000.00
0.00

I*A t.|  . |
KUO 11711 ; l‘j ; 16

R u n  HAIL : 02/ III/ 1997

II t)Y A| | 1UaSE
2 7 .ii/9 .00 
2 7, >179.00
5R.95P 00



Aw oi . i l l  f t  1/ tyy  /

WORK IIIC
IMTEAE3TOUNCR
BPX
TOTALS:

/io n .
DECIMAL

1.000000 
1.000000

ALLOCATED
LIQUIDS

6 5 1 , 0 0 0 . 0 0  

6 5  1 , 0 0 0 . 0 0

r>tll.u Al Alf A I IIL, ,NIAKUK P A R T I C I P A T I N G  ARIA
PflO O uCI i o n  A L L 0 C A T ! 0 n  /  O f  f  T A K E  S C l l d l u i t  

/ A D D U C T I O N  MONTH J a NUa r v - 1 9 9 7

PDU CttliDC I IK

0.00
0.00

r irci int 
Off TAKE

6 5 1 , 0 0 0 . 0 0

6 5 1 , 0 0 6 . 0 0

i o*o o i a i i  
NGLS fROM 01 r UNIT

7 .B 9 I  .0 0  

1 .0 9  1 .0 0

0 . (1(1 
0.110

HUH TIME:  12; III 
Ill'll |irtTL‘ : 0 ? /  1 0 / 1 9 9 /

i*ai; i  : i

IIOV A< | \f
UASE

6N J,9 I 7.00
6N J , 9  I 7 . HiT



job; MUUOHNJf rtiUlil Lit IU42 IU-0 IAS Of: 01/31/1997

WORKINGINTERESTOWNER
IXX0IIAAI
j O l A L S ;

NOH.
DECIMAL

0 . 3 0 0 0 G (l 0.300000
1.000000

ALL0CA1EDLIQUIDS
62.320.0062.320.00

123.036.00

NIAKUK 27 TRACI OfCRAIiON 
PROOIICIIOH ALLOCATION / OfTlAKC SCiiLUmI 

PRODUCTION MONTH JANliARV-1997

ARCO ALASKA INC.

r u n  C H O I R  I IK

0.000.00
0.00

P I P l I  IIIL 
Off IAKE

62.328.0062.320.00
1 2 3 . 0 3 6 . 0 0

N C I  S

65 I .50 651.50
I , i l l ]  .00

I OAO Oil Sll NiOM OIF UNIT

PACE;  IIIHII 1 1 ME : 12; mi 
HUM UaTC; 0 2 / 1 0 / 1 9 9 7

IIOYAl I i UASE
0 no o.uo
0.00

6 1 . 0 / 6 . 5 06 1 .0 /6 5 0
12 I . /3J 00

;  j

•u10<10a«/•
1



E X — J 3 I T  A  - Attachment 2. paee 6

ARCO ALASKA. INC.Pi48 TAIL TRACT OPERATION PHOOLCTCN ALLOCATION / OFFTAKE SCHEDULE January 07

‘ RCO PR CYYON rOTAL
c^mAnnri(ypevP4.F o*££.
NOMfiMlONOECMALS 1 000000 0.000000 0.000000 •
ALLOCATED UOJIOS 20.S7S.00 0.00 0.00 20.375.00
RBUOICGTK 0.00 0.00 0.00 0.00
p,pa>CCRTAKE 20.S73.00 0.00 0.00 20.373.00
ms 334.00 0.00 0.00 334.00
LOAD OESa.VQAO 00. 0.00 0.00 0.00 0.00
Ct REYetE BASE 20.221.00 0.00 0.00 20.221.00
CALCULATlCNOPPnvAJ TY0a<;p *ti ciccrv^o-aj,!*.
LEASE OWffl DGCSA4LS 1 oooo-io 0.000000 0.000000
ALLOCATED UCLBOS 20.375.00 0.00 0.00 20.373.00
PBJOTJDETK 0.00 0.00 0.00 0.00
WQJECRFTAKE 20J73.00 0.00 0.00 20.373.00
MTS 334.00 0.00 0.00 334.00
J3AD DESatOAJD OO. 0.00 0.00 0.00 0.00
ROYALTY BASS 20.221.00 0.00 0.00 20.221.00
ROYALTY"!
ROYALTY4N4CMJ 352JO 0.00 0.00 532.38
R0YALTY-t4-VALUE 4M.O0 0.00 0.00 438.80
total ROYALTY 1.011.03 0.00 0.00 1.011.03

aamiY- prucheptk
ROYAL TYJNAtWO 0.00 0.00 0.00 0.04
R3YALTY-0LVALUS 0.00 o.oo 0.00 0.00
TOTAL ROY ALYY 0.00 0.00 0.00 0.00

ROYALTY Mnm
ROYALTY-tWCMQ M 7 0.00 0 JO 0.07
ROYALTY-HJ/ALUfi •AS 0.00 0 JO IAS
TOTAL ROYALTY ir.ro 0.00 0.00 17.70

m m  ACTUAL. 0U 87 UOK* w u m



a  P £aj4oiaUon (Alatka) inc.
Piudho* B iy  link
R o y a lty  a n d  T u n  D u *  S l i t *  o l  A l n k a  
January IN I

I d  ill l'£ AUCO E X X Q H M Q n ii eiiu. CIO I U

Cunam ftoyaiy Bala 
Camnt T u  Rata 
Eo o n o ta tc  L n 4  Fa c to r  

E o o n o n d c  I W  F a c to r  (tor Oat)

12 5% 15 0% 
0  072193 
0  7(4770

LQHCt

Royally B a n  
(Total O O tairU lI IK)

00
Royalty Bata

t% M iaao0*)

26,106.137 0 10.109.735 9 7.290.886 0 7,703 556 7 366.859 3 364 5B9 4 161.269 4 100.128 9 9.111 3

23.202,500 0 9.570.600 1 6.125.972 6 6.538.664 3 353.091 2 351.408 0 146.575.1 08.246 3 8 940 2

RK
m
Total Roycdy

1.577.710 3

U 2 2 D K 2
> .100.3129

652.690 1 

5 1 1 1 3 1 *  
1.167.450 0

415 604 3 

141X 113 
765.7489

443 926 2

U U D U
• 17.333 0

24 057 3

M D ZU  
44.138 4

23.942 / 

19.9813 
43.926 0

9.986 7 

1 1 3 1 1  
18 321 9

6 694 0 

ISOLD 
12.2810

609 1 

5M.1 
1.117 S

ttC L k tS L  
Royal; Baa* 2.031.660 0 152040 7 686.998 6 1.162.073 1 9.035 0 13 IJ I 5 13 285 2 1.880 7 171 1

RK
WV
Total Royalty

138 801 1 

1 1 18 411  
254.033 3

10.357 6 

1 0 1 L 3  
19.005 1

46 801 8

a i f l i i i  
85 874 8

79.166 2

f i in a ia
145.259 1

61 55  

5 1 1 9  
1.129 4

BUBO

l i U
1 647 7

90S 1 

155.11 
1660  7

121 t

10L0 
235 1

II 7 

9.1
21 4

i& u m n
Royal/Bata

«V
654.971 0 
100.121 4

376.095 1 
47.261 9

4/7.914 4 
59 739 3

2 6 1 9 4  
352 4

4.733 1 
591 8

0 0
0 0

1.409 0 
176 1

0 0
0 0

oo
0 0

|c u llto v it»D m 3.263 267 | 1.263,717 0 011 3L0 7 962 944 6 45 857 4 45 573 7 20,158 7 12.516 1 1.138 9

i n i

T u B a ia  
p iw  |  Q

MOL-Royalty)

20.303.001 2 1.362.312 9 5.360.551 7 5.721.656 7 308.954 8 307.482 0 128.253 2 65.967 2 7.822 7

OtTaadu*
(15 00% ‘ E l F)

2.060.765 4 1.222.363 9 781.723 8 634,363 2 45.054 6 44 639 6 16.703 0 12.536 5 1.140 8

NG1 Dan all 2.036.666 0 152.040 7 686.998 8 1 .162.073 1 0.035 0 13.181 5 13.265 2 1.680 7 I/ I  1

MU -Royalty 1.763 832 6 131.035 6 601.123 9 1.016.613 0 7.905 6 11.533 6 11.624 6 1.645 6 149 7

MCI MCF *qum. 2.122.778 158 240 715274 1 210 168 9 412 13 7J2 13614 1 960 178

2/7/9/ O f  II Ait

EXHIBIT 
A 

- Attachment 2. page 7



A P P E N D I X  A  —  Attachment 3

Ca lcu la tion  of Royalty Value -  Prudhoe Bay Unit
J a n u a r y  1 9 9 7

Lessee Oil
(barrels)

Royalty
Value

Product of Volume 
Times Royalty Value

LJabume Production Canter
Lisbume Participating Area 

ARCO
BP Exploration 
Exxon

176.138.00 
88.069.00

176.138.00
$19,500
$18,120
$18,730

$3,434,691.00
$1,595,810.28
$3,299,064.74

Point McIntyre Participating Area 
ARCO
BP Exploration 
Exxon

1.514.824.19 
1.825.326.54 
1.899.334 27

$19,500
$18,120
$18,730

S29.539.071.71 
S3o 074.916.90 
S35.J74.530.88

West Beach Participating Area 
ARCO
BP Exploration

29.463.50
29.463.50

$19,500
$18,730

$574,538.25
S551.851.36

Niakuk Participating
BP Exploration 651.808.00 $18,120 $11,810,760.96

Wost Niakuk Participating Area 
ARCO 
Exxon

62.528.00
62.528.00

$19,500
$18,730

$1,219,296.00
$1,171,149.44

P109
ARCO 20.575.00 S19.500 $401,212.50

Prudhoe Bay Initial Participating Area 
ARCO
BP Exploration
Chevron
Exxon
Forcengery
Mot*
rTttwpS
Texaco

6.812.971 60 
9.731.640.80 

159.860.30 
7.700.737.40 

9.111.30 
362.126.20 
364.589.50 
100.129.00

$19,880
$18,640
$23.2*3
$19,220
$19,880
$19,539
$20,690
$18,950

$135,441,875.41 
$181,397,784.51 

$3,716,432.25 
SI 48.008.172^3 

$181,132.64 
$7,075,563.82 
$7,543,356.76 
$1,897,444.55

Totals 31,777.362.10 607.506.678.79
Average Royalty Value $19.11766



A P P E N D I X  A  -  Attachment 4

M onth ly Average Change in ANS W est C oast D estination  Values

% Change BP % Change % Change Average
Production ARCO Previous Exploration Previous Exxon Previous Percentage
Month Value Month Value______ Month Value Month Change

Jan-97 S23.45 -0.21% $23.44 -0.26% $22.86 -026%  -0.24%
Feb-97 S20.27 -13.56% $20.26 -13.57% $19.69 -13.87% -13.67%



APPENDIX B 

EXAMPLES OF INTEREST AND LATE PAYM ENT PENALTY

The following illustrates the date from which interest will accrue and the date that a laic payment 
penalty will be assessed.

January 1 -3 1 . 1998 -  State delivers January 1998 Sale Oil.

February 6. 1998 -  State sends Mapco a statement of account that contains the production month 
invoice for January.

February 11, 1998 -  (The date of the statement of account that contains January’s production 
month invoice plus three business days) -  Mapco must pay the January production month 
invoice amount in full on or before th s date. If Mapco does not pay on this dati\ interest and a 
late payment penalty will accrue from this date on the unpaid balance until paid in full.

March 9. 1998 -  Slate sends Mapco the statement of account that contains the initial adjustment 
invoice for January i998 Sale Oil. Mapco owes the State an additional sum.

March 12. 1998 -  Mapco must pay the initial adjustment invoice amount in full plus interest 
from February 11, 1998 through the March 12. Lf Mapco docs not pay on or before March 12, 
1998, interest and a late payment penalty will accrue from this date on the unpaid balance until 
paid in full.

January 11. 1999-S ta te  sends Mapco a subsequent adjustment invoice for January 1998 Sale 
Oil. Mapco is entitled to a credit. State pays interest from Fcbniary 11. 1998 through January 
14, 1999. the date the statement of account that contains the subsequent adjustment invoice 
amount is due.

Apnl 10. 2008 -  Exxon notifies the State that. due to a clerical error, it has revised its royalty 
value for January 1°98. The revision causes the Royalty Value for January 1998 to change.

Apnl 17.2008 -  the State sends Mapco a statement of account that contains a subsequent 
adjustment invoice for January !9°8. Mapco owes the State an additional sum.

May 17.2008 -  Mapco must pay the subsequent adjustment invoice amount for January 1998 
Sale Oil in full phi* interest calculated from February 11. 1998 through Fcbniary 11.2004. If 
Mapco does not pay the subsequent adjustment invoice amount in full on or before May 17.
2008, interest and a late payment penalty will accrue on the unpaid balance from February 11. 
1998 until paid in fnJL

Novembcr 10.2008 -  The coun settles a dispute between the TAPS earners and shippers: 
camera are awarded a higher tariff for January 1998.

November 28.2008 -  Tbe Slate sends Mapco a statement of account that contains a subsequent 
adjustment invoice and a State Warrant for the subsequent adjustment invoice amount plus 
interest. Mapco is entitled to a refund that includes interest calculated from February 11. 1998 
through November 28.2008.



THIS A LA SKA  R O Y A L T Y  O IL  AND GAS D EVELO PM EN T  A D V ISO RY
HOARD

Resolution 98-1

On January 30, 1998, the Commissioner o f Natural Resources provided the Alaska , 
Royalty Oil and Gas Development Advisory Board ("Board") with the Preliminary 
Finding and Determination to Sell Royalty Oil to Mapco Alaska Petroleum Inc. dated 
January 30, 1998 ("Finding") and a copy o f the proposed Agreement for the Sale and 
Purchase o f State Royalty O il to Mapco Alaska Petroleum Inc ("Contract"). Under the 
Contract, the Department o f Natural Resources will sell approximately 28,000 barrels per 
day o f Prudhoe Bay Unit royalty oil to Mapco for five years. Mapco will process the oil 
in its refinery in North Pole, Alaska.
The Contract was negotiated between representatives o f the Division o f Oil and Gas and 
Mapco over the past four months. On January 30, 1998, the division published the 
Finding, the Contract and gave public notice that the Board would review the Contract at 
a public hearing on February 17, 1998.

On February 17, the Board met to discuss the Contract and take public comments. 
Representatives from the division, representatives o f Mapco, and members o f the public 
attended the meeting. A presentation from division staff about the proposed sale and 
contract was given to the Board. After review and consideration o f the information 
presented, public comment, and the criteria o f AS 38.06.070, the Board approved the 
proposed sale and recommended the proposed contract be approved by the legislature.

Based on the Board ’ s review o f the Contract, the Commissioner’ s Finding, and the 
information presented at its public hearing, the Board is o f the opinion that the proposed 
disposition o f Prudhoe Bay Unit royalty oil to Mapco is consistent with AS 38.06.070 
and AS 38.05.183. In report to the legislature, the Board adopts the Commissioner’ s 
Finding by reference, and recommends that the Twc"»'«di Alaska State Legislature 
approve the Agreement for the Sale and Purchase o f State Royalty Oil to Mapco Alaska 
Petroleum Inc.

Se n a t e  B ill No . 342 
Ho u s e B ill No . ufiq



MAPCO ALASKA PETROLEUM Inc. POSITION PAPER

FIVE YEAR ROYALTY OIL CONTRACT WITH STATE OF ALASKA

April 2,1998

MAPCO ALASKA  PETROLEUM  Inc. (M A P I) is seeking ratification o f  a new five year royalty 
oil contract from the Alaska State legislature. The contract was unanimously recommended for 
legislative approval by the Alaska Royalty Oil and Gas Development Advisory Board at their 
February 17, 1998, meeting. Approval o fth e  contract is now before the legislature in the form 
o f  SB 342 and HB 469. • \

The contract has been signed by the Alaska Commissioner ofNatura l Resources and the 
President o f  MAPI. The contract calls for the sale o f  approximately 28 ,000 barrels per day 
(bpd) o f  North Slope royalty crude to MAPI. The contract w ill be effective December 1, 1998, 
and calls for MAPI to pay the State Royalty-in-Value price for the royalty oil plus a $. 15 per 
barrel premium. Over the five years o f  the contract, the State could receive an additional $7,665 
m illion in gross revenues over what they would receive from other Prudhoe Bay lessees fo r the 
royalty oil.

The effective date o f  December 1, 1998, coincides with the expiration o f  a current one year 
contract MAPI now has with the State for 13,000 bpd o f  royalty oil. The new contract w ill 
replace the volume in the one year contract and add the additional volume to provide feed-stock 
for the 570 m illion refinery expansion currently underway at MAPI. The cornerstone o f  this 
expansion is the addition o f  a third crude unit to the refinery. The new crude unit w ill begin 
shipping the additional production approximately December 1, 1998.

The $70 m illion expansion project currently has 50 Alaska workers on site. Construction 
employment w ill peak at about 375 workers this summer. Over 30 Alaskan vendors and 
contractors w ill be working on the refinery expansion. Once completed, the new crude unit w ill 
produce an additional 14,000 bpd o f  jet fuel for Alaska’ s growing air cargo and air passenger 
business. An additional 25 rail cars o f  je t fuel w ill be shipped daily on the Alaska Railroad from 
Fairbanks to Anchorage when the project is completed. Local property tax payments by MAPI 
will increase, revenues to GVEA and ARRC  w ill increase, and vendors and contractors w ill 
benefit from both the construction and the ongoing operation o fthe  third crude unit. A lso, a 
total o f  19 permanent new employees w ill be hired at the refinery and the Anchorage terminal to 
support the production expansion.

MAPCO has refining, marketing and retail activities throughout Alaska. MAPI employs 155 
people in the refining and marketing business and about 350 workers at the 2S MAPCO Express 
retail stores in Alaska. MAIM spent approximately $450 m illion with over 680 Alaskan vendors 
and contractors in 1997. In addition, MAIM provided approximately 5500,000 in funding to 
educational institutions, non profit organizations and for event sponsorships in 1997. MAPI has 
its refining headquarters at North Pole near Fairbanks and its marketing headquarters in 
Anchorage.

For m o r e  information contact Jeff C o o k  at (907) 4.88-5104



M APCO  COM M ENTS ON G A SO L IN E  PR IC E S

April 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 some 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 ha lf o f  the retail price o f  gasoline. MAPCO and 
other Alaska refiners pay fair market value for the crude we purchase and we pay a pro-rated 
tariff to get it to our refinery. For one o f  our crude contracts with the State o f  Alaska, MAPCO 
pays a S. 15 per barrel premium 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. We pay twice the cost for electricity here compared to our Memphis refinery. And 
electricity costs are two to three times higher here than for refineries in the Pacific Northwest. 
The chemicals, 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 North Pole Refinery is about S I0.00 per hour higher than for comparable positions at our 
Memphis refinery. This is a 50%  higher cost for labor at our Alaska refinery. Alaska has some 
o fthe  most stringent environmental standards that impact costs at the refining, wholesale and 
retail levels. In addition, MAPCO paid a S30 million quality bank penalty in 1997 fo r the 600 
m illion gallons o f  refined product sold, which equates to S.05 per gallon. O r you can look at the 
quality bank penalty as adding S 2 .10 to the cost o f  each barrel o f  crude we refine. The S70 
m illion jet fuel expansion we are currently doing at our refinery would cost in the S45 to S50 
m illion range in Memphis. So it follows that refined product prices w ill also be higher in Alaska 
than elsewhere in the Country.

But the prices in Alaska are much lower than they would be without the presence o f  the Alaska 
refiners. When 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 S.55 per 
gallon. We arrived in Eugene, Oregon, and paid about S.26 per gallon. It was after 1969 when 
Tesoro started refining in Alaska that prices dropped. In 1978 gasoline was S.859 in Fairbanks 
and it was S.609 in Eugene. The percentage price difference had dropped considerably by 1978. 
MAPCO started refining gasoline in 1985 and prices dropped again. Today the price o f  gasoline 
in Fairbanks is S1.209 and in Eugene, Oregon it is S1.109. The gap has narrowed considerably.
1 should note that today the price o fthe Fairbanks Daily News-Miner is $.75 and the cost ot the 
Eugene Register Guard is S.50. The news paper here costs 50%  more than in Eugene, while the 
gasoline is on ly 9%  more in Fairbanks. I should comment that 1 think the price o fth e  Fairbanks 
Daily News-Miner is a bargain and is very reasonable in view o fthe  costs associated with 
publishing the news paper here in Fairbanks.



I also wanted to point out that some o fthe  data used in analyzing gasoline prices was not correct 
as pertains to the Fairbanks and Anchorage markets. The data provided to Senator Frank 
Murkowski by AAA that was quoted in some news articles appeared to show a price o f  S 1.269 
for Alaska. The Fairbanks price is S 1.209 and the Anchorage price is about S 1.159. So the 
after tax price o f  Alaska gasoline is in the S.89 to S.94 per gallon range as opposed to $1.00 per 
gallon. The price o f  gasoline in the bush areas is really not relevant to the analysis in my 
opinion since they can only receive fuel ome or twice a year in relatively small volumes.

MAPCO is proud o f  our refining activity and the positive influence we have had on fuel prices 
over the 20 years we have operated at our North Pole Refinery. We are proud that in 1998 we 
supported 688 Alaskan vendors with $450 m illion in spending. We spent more with everyone o f  
those vendors than we would have fo r comparable goods or services in the lower 48 States. But 
that is a fact o f  life  in Alaska. Our presence here means that $450 m illion multiplies around the 
Alaska economy a number o f  times and helps thousands o f  Alaskans directly or indirectly. As 
an example, we pay approximately $1.8 m illion in property taxes that are shared between the 
Fairbanks North Star Borough and the City o f  North Pole. Our refining and retail operations 
employ about 500 Alaskans with a total for payroll and benefits o f  approximately S20 m illion 
per year. This payroll amount is in addition to the total paid to vendors in 1997.

Attached are three graphs showing that our price o f  gasoline, jet fuel and diesel fuel have fallen 
as fast, and in some cases faster, than crude oil prices have fallen since a year ago. We feel we 
have been very fair and sensitive to the Alaskan consumer, and we pledge to maintain that 
sensitivity and fairness in the future

For additional information contact:

Je ff Cook, Vice President External Affairs 
MAPCO ALASKA  PETROLEUM  Inc.
(907 ) 488-5104
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V  MAPCO ALASKA PETROLEUM Jeffry J. Cook
I N C  V ICE P R ES ID EN T

EX TE R N A L A FFA IRS  & A0MINISTR7 TION
APRIL 9 , 1998

G a s o l i n e  Price C o m p a r i s o n s  in Selected U  S  C H l e s

(Price per gallon of regular, unleaded motor gasoline at self-service pump) 
ACCRA Cost of Living Index - Second Quarter 1997

SELECTED CITIES -Price wftax =

Anchorage, AK 
Fairbanks, AK 
Juneau, AK 
Kodiak, AK

Bakersfield, CA 
Los Angeles, CA 
San Francisco, CA

Boise, ID

Billings, MT

Reno, NV

O I L  P R I C E S
$1.32
$1.42

Wednesday, Aoril 3, l«3CRUDE GRADES wed Tee Yr. aooOFF5HORE d
$1.44

Euraoean "iDor or free market oricesArjai? .. ..........Ana nw... .......... 13 75 3 75 10 65 366 15.1513.10
$1.66 frsn. i!..............Fcr: es.............. 11.33 13 05 11.3? 12 »S 15.2517.453*:nr , . ......... . 12 20 12.71 17.40Bonn/ ir.............. 12.33 12.77 17.55
$1.37 U.'aivMedtt........... 11.30 11.73 14.15

DOMESTIC/
$1.38 Soof marketA. in̂C-in
$1.53 fljCC-lajCt l\*JU .... I55S 15.23 l?.?1.v t« hv.r. .7 : ::CC-1225 13 20 !2?3 14?1•mi sr ji«t:->mj*ji U 35 14 53 13 >3A* V; 3cceaj:*:0e! .. 1? 72 12 32 ii:c
$1.35

Cwm?*arket :rvOeo*. values »n N3r»n*est17 53 G.M r m s."s?-',5j«,rei</ô mam loading ccrrs in csunfr, •:• :r rr *:r z".r~z* foadmg. exccc* as mcMU'edREFINED PRODUCTS I0*1. NO 2NV 5Jf... . J233 -42U .5c+i
$1.40 2 -it-* *v.'i.; *.j s/nar:c' :*3v .’ur Sa'.Ji re. yerrium 4423 4357

N * 3*1 ! . s:3.’ 43>4 .4043
$1.44 Ziri -o rremunf» * 331 jit: 5C«6 64H:C-tiJ! r*>3 1\ * gji ron-M # . 4532 44 >0 5’30 lun ^ j*.4 31' a’.-̂ ved 4*57 46*3 =052 13-;= j..., r.-n-v. .vzcf Beweu. ’is :a» 2323 2233 J433 |V ?n* 3e , i"A'j.• li Ii' 7**5 "7*1

PRICE OF GASOLINE IN FA IRBANKS ONE YEA R  AGO PER AMERICAN CHAMBER 
OF COMMERCE RESEARCH ANALYS IS  SURVEY  WAS S I .42 per gallon. PR ICE TODAY 
IS S 1.21 per gallon. THAT IS A DROP OF S .21 per gallon.

PER W ALL STREET JOURNAL O IL PRICES, PR ICE OF NORTH SLOPE CRUDE ONE 
YEAR AGO WAS S I8 .20 per barrel. PR ICE AT CLOSING 4-8-98 WAS S I2.72 per barrel. 
THAT IS A DROP OF $5.48 PER BARREL IN ONE YEAR. IF ONE WERE TO ASSUME 
CRUDE O IL WAS THE O N LY  COMPONENT OF GASOLINE AND THERE WAS A 
LINEAR DROP IN PR ICE , GASOLINE SHOULD  HAVE DROPPED BY  S. 13 per gallon 
(S5.48 per barrel drop divided by 42 gallons per barrel).

ACTUAL DROP IS S.21 per gallon. PROJECTED DROP FROM CRUDE PR ICE IS S. 13 per 
gallon. RETA IL  PR ICE  HAD ACTUALLY DROPPED FASTER THAN THE 
CORRESPONDING  DROP IN CRUDE PRICE.

1150 H & H LA N E  • N O R TH  P O LE , A LA S K A  99705 • PHONE: (907) 488-2741 • FA X : (907) 488-0074 . EM AIL: |Ollc<5mapcolnc.cpm


