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Fiscal Note
Bill Version:
Fiscal Note Number:
() Publish Date:

HB 287

Identifier: HB287CS(FIN)-DOR-TAX-04-14-14
Title: APPROVE TESORO ROYALTY OIL SALE
Sponsor: RLS BY REQUEST OF THE GOVERNOR
Requester: HFIN

Expenditures/Revenues

Department: Department of Revenue 
Appropriation: Taxation and Treasury 
Allocation: Tax Division
OMB Component Number: 2476

FY2015
Appropriation

Requested

Included in 
Governor's 

FY2015 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY 2015 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants & Benefits
Miscellaneous
Total Operating 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Fund Source (Operating Only
None
Total 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Positions
Full-time
Part-time
Temporary

| Change in Revenues | *** | *** | *** j *** | *** | *** |

Estimated SUPPLEMENTAL (FY2014) cost: 0.0
(d iscu ss  rea sons and fund source(s) in analysis section)

(separate supplem ental appropriation required)

Estimated CAPITAL (FY2015) cost: 0.0
(d iscu ss  rea sons and fund source(s) in analysis section)

(separate capital appropriation required)

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No 
If yes, by what date are the regulations to be adopted, amended or repealed?

Why this fiscal note differs from previous version:
| Initial note, reflects changes adopted by the HFIN committee on 4-14-14.

P rep ared  By: 
Division: 
A pproved By: 
Agency:

Matt Fonder, Director
Tax
A ngela M. Rodell, C om m issioner

Phone: (907)269-1033
’ Date: 04/14/2014 12:30 PM
' Date: 04/14/14

Department of Revenue

P rin te d  4 /1 4 /2 0 1 4 Page 1



FISCAL NOTE ANALYSIS

Analysis

S TA TE OF ALASKA BILL NO. CSHB287(FIN)
2014 LEGISLA TIVE SESSION

Bill Language:
This bill involves the approval of the royalty sale oil contract with Tesoro Corporation, determinations of royalty oil 
received by the state, and adds a section to DOR's corporate income tax statutes, creating a new corporate income tax 
credit for certain in-state oil refineries. This analysis is limited to the tax credit created in this bill.

-The tax credit created by this bill is a new corporate income tax credit for a taxpayer that owns an in-state refinery and 
incurs "qualified infrastructure expenditures" (attributable to the in-state purchase, installation, modification, adjustment, 
or other alteration of tangible personal property for the manufacture or transport of refined petroleum products or 
petroleum-based feed-stocks) during a tax year. The credit may not exceed the lesser of 40% of total qualifying 
expenditures or $10 million per tax year. The credit sunsets in 5 years. The taxpayer is required to apply the credit 
against any corporate income taxes owed to the state, and any unused portion can be carried forward to future tax years, 
or it can also be refunded by the state.

Revenues:
It is difficult to determine the amount of credits which may be claimed by taxpayers with these new credits. There are a 
limited number of in-state refineries, and the maximum credit would be $10 million each tax year (for up to 5 tax years) 
per qualifying refinery. If a refinery was able to "max-out" these combined credits, it would be entitled to a credit of $50 
million over 5 years, but the taxpayer would have had to expend $125 million in "qualified infrastructure expenditures" to 
obtain the maximum amount of credits. Because these credits are refundable, if a taxpayer is able to "max-out" these 
combined credits for 5 years, the state would realize reduced revenues of $50 million over 5 years.

It is unlikely that in-state refineries would have a corporate income tax liability of $10 million in any given tax year, so the 
bulk of these credits would likely be carried forward to future tax years, or be refunded.

Expenditures:
The department can implement the provisions of this bill with existing resources.

Regulations:
The department does not anticipate that it will need to adopt regulations to implement this bill.

(Revised 8/16/2013 OMB) Page 2 of 2



S ta te  o f  A la s k a

2 0 1 4  L e g is la t iv e  S e s s io n

Fiscal Note

Identifier: HB287CS(FIN)-DNR-DOG-4-14-14
Title: APPROVE TESORO ROYALTY OIL SALE
Sponsor: RLS BY REQUEST OF THE GOVERNOR
Requester: HFIN

Expenditures/Revenues

Department: Department of Natural Resources
Appropriation: Oil & Gas
Allocation: Oil & Gas
OMB Component Number: 439

Bill Version: HB 287
Fiscal Note Number:
() Publish Date:

FY2015
Appropriation

Requested

Included in 
Governor's 

FY2015 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY 2015 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants & Benefits
Miscellaneous
Total Operating 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Fund Source (Operating Only
None
Total 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Positions
Full-time
Part-time
Temporary

Change in Revenues

Estimated SUPPLEMENTAL (FY2014) cost: 0.0 (separate supplem ental appropriation required)
(d iscu ss  reasons and fund sou rce(s) in analysis section)

Estimated CAPITAL (FY2015) cost: 0.0 (separate capital appropriation required)
(d iscu ss  rea sons and fund sou rce(s) in analysis section)

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No
If yes, by what date are the regulations to be adopted, amended or repealed? N/A

Why this fiscal note differs from previous version:_________________________________________________________________
Revised to reflect the committee substitute adopted by the House Finance Committee, which added provisions to allow lessees to
apply the price of the oil they sell to in-state refineries to set the value of the royalty in-value volumes associated with sales upon
request to and approval by the commissioner of the Department of Natural Resources (DNR)._________________________________

P repared  By: 
Division: 
Approved By: 
Agency:

Esther Tem pel, Legislative Liaison
Com m issioner's Office
Jo e  Balash, Com m issioner

Phone: (907)465-4730
'Date: 04/14/2014 11:00 AM
’ Date: 04/14/14

Department of Natural Resources

P rin te d  4 /1 4 /2 0 1 4 Page 1



FISCAL NOTE AN ALYSIS

A n a ly s is

S TA TE  OF A LA S K A  B IL L  NO. CSHB287(FIN)

2014 L E G IS L A T IV E  SESSION

Royalty Oil Sale Contract to Tesoro
This bill provides legislative approval of an amendment to a contract to sell North Slope royalty oil to Tesoro Refining & 
Marketing, LLC for use in the Tesoro refinery at Nikiski, Alaska. This amendment will extend deliveries of North Slope 
royalty oil to Tesoro for an additional year until January 31, 2016. The State of Alaska will deliver royalty oil under the 
contract, as amended, starting February 1, 2014 through January 31, 2016.

If approved, the sale of royalty in-kind oil through this amended contract will have no fiscal impact to operating 
expenditures and positive indeterminate change in revenues.

Royalty Oil for In-State Refiners and Processors
For contracts entered into on or after January 1, 2015, this bill will allow lessees, upon request to and approval of the 
Department of Natural Resources Commissioner, to apply the price of the oil they sell to in-state refineries to set the 
value of the royalty in-value volumes associated with these sales. This mechanism differs from the existing lease terms on 
royalty valuation that could otherwise raise the amount of the royalty payments owed to the state based on the "higher- 
of" rule.

There is some potential among some of the lessees, particularly those who have no access to the U.S. West Coast oil 
market, to pass on the savings from the new AS 38.05.180(hh) that would induce them to sell oil to in-state refineries at a 
lower price. With this provision, the lessees are assured that the state will not come back later in audit and claim a 
higher-of royalty value.

If enacted, this bill will have no fiscal impact to operating expenditures but an indeterminate negative impact on state 
royalty revenues.

For example, if one of these lessees were to supply all of the in-state refineries at a total of 100,000 barrels per day and 
priced these sales at $0.25 per barrel less than the amount that the lease value terms would require, the savings to in­
state refineries would be more than $9 million per year. The royalty in-value share on these 100,000 barrels per day is 
approximately 12.5 percent. This means that the cost to the state in reduced royalty revenue in this hypothetical example 
is about $1 .1  million per year.

(Revised 8/16/2013 OMB) Page 2 of 2
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Amendment #  2 to Amendment #  No. 3 

A M E N D M E N T

O FFE R E D  IN  T H E  HO USE Offered by Austerman

FIN A N C E COM M ITTEE

T O  A M EN D M EN T #3  TO  HB 287 (FIN) version A

1 Page 3, lines 21 through Page 4, line 4

2 Delete subsection (d),(e),(f), (g)

3 Renumber the sections accordingly

Prepared by the House Finance Committee
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OFFERED IN THE HOUSE  

TO: HB 287

Page 1, line 1, following "Act":

Insert "relating to the determ ination o f  the royalty received by the state on oil 

production refined or processed in the state; providing tax cred its for qualified  

infrastructure expenditures for in-state refineries;"

Page 1, follow ing line 4:

Insert new bill sections to read:

"* Section 1. AS 3 8 .05 .180(cc) is amended to read:

(cc) The provisions o f  (aa)4 [AND] (ee), and (hh l o f  this section do not 

prohibit the commissioner from accepting any payment on a federal lease tendered by 

the federal agency responsible for determination and transmittal o f  the payment to the 

state under 30 U.S.C. 191 or otherwise due the state as the state's royalty share o f  gas 

production or  the state's royalty share o f  oil production irrespective o f  the state's 

acceptance o f  an amount that is different than the amount due under the lease for 

purposes o f  determining royalty share on oil and gas production under that subsection. 

* Sec. 2 . AS 38.05.180 is amended by adding new  subsections to read:

(hh) Upon written request o f  a lessee o f  a lease issued under this section or o f  

a lessee o f  federal land from which the state is entitled to receive a share o f  the royalty 

on oil production, the commissioner may enter into an agreement with the lessee to 

accept, as a value for the state's royalty share o f  oil production sold to an in-state 

refiner, an amount that is not less than the price established in a contract between the 

lessee and the in-state refiner but not exceeding the amount that would otherwise be 

due under the lease. This subsection applies to a contract entered into after

28-G H 2862\A .ll
Gardner/Nauman

4/13/14
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December 31, 2014. The commissioner shall respond to a request received under this 

section within 90 days after the receipt o f the request by the department. The 

commissioner may enter into an agreement under this section if

(1) the commissioner issues a written finding that

(A) the agreement is in the best interest o f the state;

(B) the parties to the contract between the lessee and the in­

state refiner are not affiliated under (2) o f this subsection; and

(C) based on clear and convincing evidence,

(i) the contract price is not unreasonably low; and

(ii) the prospective reduction in royalty receipts will be

balanced by employment opportunities or other tangible benefits to the

state; and

(2) the primary function of the in-state refiner's contracting with the 

lessee is to engage in the manufacture o f refined petroleum products in the state, and 

the in-state refiner is not affiliated with the lessee or with a subsequent purchaser of 

more than 10 percent o f the in-state refiner's product; the parties to a contract or 

purchase are affiliated if, in the judgment o f  the commissioner, one o f  the parties to 

the contract or purchase exercises substantial influence over the policies and actions of 

the other as evidenced by a relationship based on common ownership or family 

interest or by action taken in concert whether or not that influence is based on 

stockholdings, stockholders, officers, or directors.

(ii) In (cc) and (hh) o f this section,

(1) "in-state refiner" means a person engaged in the manufacture of 

refined petroleum products in the state;

(2) "price established in the contract between the lessee and the in-state 

refiner" includes tax reimbursement amounts, deliverability and other charges, and 

other forms o f consideration paid by the in-state refiner, as appropriate, under the 

contract;

(3) "state's royalty share of oil production" includes payments on 

federal leases made to the state under 30 U.S.C. 191.

* Sec. 3. AS 43.20 is amended by adding a new section to read:

t -2-



28-GH2862\A.ll

1 Sec. 43.20.053. Qualified in-state oil refinery infrastructure expenditures

2 tax credit, (a) A taxpayer that owns an in-state oil refinery whose primary function is

3 the manufacturing and sale of refined petroleum products to third parties in arm's

4 length transactions may apply a credit against the tax due under this chapter for a

5 qualified infrastructure expenditure incurred in the state for a tax year beginning after

6 December 31, 2014, and before January 1, 2020. The total amount o f credit a taxpayer

7 may receive under this section may not exceed the lesser o f 40 percent o f qualified

8 infrastructure expenditures incurred in the state during the tax year or $10,000,000 for

9 each in-state refinery for which qualified expenditures are incurred.

10 (b) A taxpayer applying the credit under this section against a liability under

11 this chapter shall claim the credit on the taxpayer's return. A tax credit or portion o f  a

12 tax credit under this section may not be used to reduce the taxpayer's tax liability

13 under this chapter below zero. Any unused tax credit or portion of a tax credit under

14 this section may be carried forward to the five tax years immediately following the tax

15 year in which the qualified infrastructure expenditures were incurred.

16 (c) An expenditure that is the basis o f the credit under this section may not be

17 the basis for

18 (1) a deduction against the tax levied under this chapter;

19 (2) a credit or deduction under another provision o f  this title; or

20 (3) any federal credit claimed under this title.

21 (d) A person entitled to a tax credit under this section that is greater than the

22 person's tax liability under this chapter may request a refund or payment in the amount

23 of the unused portion o f the tax credit.

24 (e) The department may use money available in the oil and gas tax credit fund

25 established in AS 43.55.028 to make a refund or payment under (d) o f this section in

26 whole or in part if the department finds that

27 (1) the claimant does not have an outstanding liability to the state for

28 unpaid delinquent taxes under this title; and

29 (2) after application of all available tax credits, the claimant's total tax

30 liability under this chapter for the calendar year in which the claim is made is zero.

31 (f) A refund under this section does not bear interest.

L -3-
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28-GH2862\A.ll

(g) The issuance o f a refund under this section does not limit the department's 

ability to later audit or adjust the claim as provided in AS 43.05 if  the department 

determines that the taxpayer claiming the credit was not entitled to the amount o f the 

credit.

(h) In this section,

(1) "qualified infrastructure expenditure" means an expenditure 

directly attributable to the in-state purchase, installation, modification, adjustment, or 

other alteration of tangible personal property for the manufacture or transport of 

refined petroleum products or petroleum-based feedstock;

(2) "refined petroleum products" means separate marketable elements, 

compounds, or mixtures o f oil in liquid form, including gasoline, diesel, jet fuel, gas 

oil, heating oil, and kerosene;

(3) "unpaid delinquent tax" means an amount o f  tax for which the 

department has issued an assessment that has not been paid and, if contested, has not 

been finally resolved in the taxpayer's favor.

* Sec. 4. AS 43.55.028(a) is amended to read:

(a) The oil and gas tax credit fund is established as a separate fund of the state. 

The purpose o f the fund is to purchase transferable tax credit certificates issued under 

AS 43.55.023 and production tax credit certificates issued under AS 43.55.025 and to 

pay refunds and payments claimed under AS 43.20.046, [OR] 43.20.047. or

43.20.053.

* Sec. 5. AS 43.55.028(g) is amended to read:

(g) The department may adopt regulations to carry out the purposes o f this 

section, including standards and procedures to allocate available money among 

applications for purchases under this chapter and claims for refunds and payments 

under AS 43.20.046, [OR] 43.20.047. or 43.20.053 when the total amount of the 

applications for purchase and claims for refund exceed the amount o f available money 

in the fund. The regulations adopted by the department may not, when allocating 

available money in the fund under this section, distinguish an application for the 

purchase o f  a credit certificate issued under former AS 43.55.023(m) or a claim for a 

refund or payment under AS 43.20.046, [OR] 43.20.047, or 43.20.053,"

L -4-
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Page 1, line 5:

Delete "Section 1"

Insert "Sec. 6"

Renumber the following bill sections accordingly.

Page 2, following line 1:

Insert a new bill section to read:

"* Sec. 7. Sections 1 - 5 o f this Act take effect January 1 ,2015."

Renumber the following bill section accordingly.

Page 2, line 2:

Delete "This"

Insert "Except as provided in sec. 7 o f this Act, this"

L -5-



28-GH2862VA.8
Nauman
4/12/14

A M E N D M E N T

OFFERED IN THE HOUSE
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TO: HB 287

Page 1, line 1, following "Act":

Insert "creating a loan program for certain in-state oil refineries;"

Page 1, following line 4:

Insert a new bill section to read:

"* Section 1. AS 44.88 is amended by adding a new section to read:

Article 9A. In-State Refiner Loan Program.

Sec. 44.88.800. In-state refiner loan program, (a) The authority may make 

loans of up to $20,000,000 to a person that owns an in-state oil refinery south of 68 

degrees North latitude if the primary function is the manufacturing and sale of refined 

petroleum products to third parties in arm's length transactions. A loan under this 

section may be used for working capital, equipment, construction, or other commercial 

purposes. A loan under this section may be made only if the authority finds that

(1) the loan is required to maintain profitability o f the in-state refiner 

and the refinery would otherwise be in financial distress; and

(2) the primary function o f the in-state refiner is to engage in the 

manufacture of refined petroleum products in the state, and the in-state refiner is not 

affiliated with the lessee or with a subsequent purchaser of more than 10 percent of the 

in-state refiner's product; the parties to a contract or purchase are affiliated if, in the 

judgment o f the authority, one of the parties to the contract or purchase exercises 

substantial influence over the policies and actions of the other as evidenced by a 

relationship based on common ownership or family interest or by action taken in 

concert whether or not that influence is based on stockholdings, stockholders, officers,

L -1-
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1 or directors.

2 (b) A loan made under this section

3 (1) may not exceed a term of 10 years; and

4 (2) may not bear interest exceeding the prime rate, as defined by

5 AS 44.88.599, plus two percentage points.

6 (c) Repayment of a loan issued under this section may begin as late as July 1,

7 2019, if the loan is secured by sufficient collateral or a guarantor.

8 (d) The application for a loan under this section must be received by the

9 authority before December 31,2015.

10 (e) The legislature may appropriate the money required to make a loan issued

11 under this section prudent for the authority.

12 (f) The authority by regulation may establish other conditions for loans under

13 this section."

14

15 Page 1, line 5:

16 Delete "Section 1"

17 Insert "Sec. 2"

18

19 Renumber the following bill section accordingly.

L -2-
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Amendment:

MEMBER Favor Oppose

REP. COSTELLO — V

REP. EDGMON v/

REP. GARA J

REP. GUTTENBERG V

REP. HOLMES V

REP. MUNOZ V

REP. NEUMAN V

REP. THOMPSON v/

REP. WILSON ✓

REP. AUSTERMAN V

REP. STOLTZE V*

O

Y E A 3 NAY b

O
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Amendment:

MEMBER Favor Oppose

REP. WILSON J
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REP. EDGMON J

REP. GARA y

REP. GUTTENBERG y

REP. HOLMES y

REP. MUNOZ y

REP. NEUMAN y

REP. THOMPSON y

REP. AUSTERMAN y

REP. STOLTZE 7

O

YEA A NAY
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REP. THOMPSON V

REP. WILSON V

REP. COSTELLO V

REP. EDGMON n/

REP. GARA N/

REP. GUTTENBERG y

REP. HOLMES V

REP. MUNOZ n/

REP. NEUMAN y
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28-GH2862VA

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-EIGHTH LEGISLATURE - SECOND SESSION

BY THE HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

Introduced: 1/29/14 
Referred: Resources, Finance

A BILL 

FOR AN ACT ENTITLED  

"An Act approving and ratifying the sale of royalty oil by the State of Alaska to Tesoro 

Corporation and Tesoro Refining and M arketing Company LLC; and providing for an 

effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The uncodified law of the State of Alaska is amended by adding a new section 

to read:

ROYALTY OIL SALE CONTRACT WITH TESORO CORPORATION AND 

TESORO REFINING AND MARKETING COMPANY LLC APPROVED AND 

RATIFIED. In accordance with AS 38.06.055, the legislature approves and ratifies the 

proposed Amendment to Agreement for the Sale of Royalty Oil attached as Exhibit 1 to the 

final best interest finding and determination executed January 9, 2014, by the Department of 

Natural Resources regarding the amendment of the Agreement for the Sale O f Royalty Oil 

Between and Among the State o f Alaska and Tesoro Corporation, a Delaware Corporation 

and Tesoro Refining and Marketing Company LLC, a Delaware Limited Liability Company,

HOUSE BILL NO. 287

HB0287a -1-
New Text Underlined [DELETED TEXT BRACKETED]
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1 October 25, 2013.

2 * Sec. 2. This Act takes effect immediately under AS 01.10.070(c).

28-GH2862\A

H B  287 -2-
New Text Underlined [DELETED TEXT BRACKETED]

HB0287a



State of Alaska
2014 Legislative Session

Fiscal Note
Bill Version: HB 287
Fiscal Note Number: 1
(H) Publish Date: 1/29/2014

Identifier: HB287-DNR-D0G-1-21-14
Title: APPROVE TESORO ROYALTY OIL SALE
Sponsor: RLS BY REQUEST OF THE GOVERNOR
Requester: Governor

Expenditures/Revenues

Department: Department of Natural Resources
Appropriation: Oil & Gas
Allocation: Oil & Gas
OMB Component Number: 439

FY2015
Appropriation

Requested

Included in 
Governor's 

FY2015 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY 2015 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants & Benefits
Miscellaneous
Total Operating 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Fund Source (Operating Only]
None
Total 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Positions
Full-time
Part-time
Temporary

| Change in Revenues | *** | *** *** | *** | *** J *** | *** |

Estimated SUPPLEM ENTAL (FY2014) cost: 0.0
(discuss reasons and fund source(s) in analysis section)

(separate supplemental appropriation required)

Estimated CAPITAL (FY2015) cost: 0.0
(discuss reasons and fund source(s) in analysis section)

(separate capital appropriation required)

ASSO CIATED  REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No 
If yes, by what date are the regulations to be adopted, amended or repealed? N/A

Why this fiscal note differs from previous version:
| Initial Version

Prepared By: 
Division: 
Approved By: 
Agency:

Bill Barron, Director
Division of Oil & Gas
Joe Balash, Commissioner

Phone: (907)269-8800
' Date: 01/07/2014 05:00 PM
' Date: 01/09/14

Department of Natural Resources

Printed 4/14/2014 Page 1



FISCAL NOTE ANALYSIS

Analysis

STATE O F ALASKA BILL NO. HB 287
2014 LEGISLA TIVE SESSION

This legislation provides legislative approval of an amendment to a contract to  sell North Slope royalty oil to  Tesoro 
Refining & Marketing, LLC fo r use in the Tesoro refinery at Nikiski, Alaska. This amendment will extend deliveries of North 
Slope royalty oil to  Tesoro fo r an additional year until January 31, 2016. The State o f Alaska will deliver royalty oil under 
the contract, as amended, starting February 1, 2014 through January 31, 2016.

If approved, the sale of royalty in-kind oil through this amendment will have no fiscal impact to operating expenditures 
and positive indeterminate change in revenues.

(Revised 8/16/2013 OMB) Page 2 of 2



FISCAL NOTE

Identifier (file name) DN^QOG-1-21-14______________
RoyaltyXjil Sale Contract to Tesoro

STA TE d K  ALASKA
2014 LEG ISLA TIVE SESSION

Title

Sponsor
Requester Governor

Bill Version
Fiscal Note Number
(H) Publish Date

Dept. Affected
Appropriation
Allocation

HB 287
1
1/29/14

Natural Resources
Oil & Gas
Oil & Gas

Rules by Recfrtpst of the Governor
_OMB Component Number 439

Expenditures/Revenues____________ __________________
Note: Amounts do not include inflation unless\therwise noted below.

(Thousands of Dollars)

F Y 1 5 \
Appropriation

Requested

Included in 
v Governor's 
fV |5 Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY15 Fyi5 FY16 FY17 FY18 FY19 FY20
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

\
\

\
•

TOTAL OPERATING 0.0 0.0 \o.o 0.0 0.0 0.0 0.0

FUND SOURCE (Ttqousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prgm (DGF)
1007 I/A Rcpts (Other)
1156 Rcpt Svcs (DGF)

0.0 0.0 0.0 O.&v 0.0 0.0 0.0

POSITIONS \
Full-time
Part-time
Temporary

CHANGE IN REVENUES *** *** *** \ ***

Estimated SUPPLEMENTAL (FY14) operating costs 0.0
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY15) costs 0.0
(discuss reasons and fund source(s) in analysis section)

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency?
If yes, by what date are the regulations to be adopted, amended, or repealed?  N/A

(separate supplemental appropriation required) 

(separate capital appropriation required)

No
Discuss details in analyst section.

Why this fiscal note differs from previous version (if initial version, please note as such)

Prepared by Bill Barron, Director___________________________________________________ Phone 907-269-8800
Division Division of Oil & Gas Date/Time 1/7/14 5:00 PM
Approved by Joe Balash, Commissioner__________________________________________  Date 1/9/2014
Division Department of Natural Resources_____________________________________
(Revised 8/16/2013 OMB) Page 1 of 2



FISCAL NOTE ANALYSIS #1

Analysis

STATE OF ALASKA BILL NO. HB 287
2014 LEG ISLA TIV E SESSION

This legislation provides legislative approval of an amendment to a contract to sell North Slope royalty oil to  Tesoro 
Refining & Marketing, LLC fo r use in the Tesoro refinery at Nikiski, Alaska. This amendment will extend deliveries of North 
Slope royalty oil to  Tesoro fo r an additional year until January 31, 2016. The State of Alaska will deliver royalty oil under 
the contract, as amended, starting February 1, 2014 through January 31, 2016.

If approved, the sale of royalty in-kind oil through this amendment will have no fiscal impact to operating expenditures 
and positive indeterminate change in revenues.

(Revised 8/16/2013 OMB) Page 2 of 2



N o t

A m en d m en t #  1 to  A m en d m en t #  N o. 3 

A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E  O ffered  by Rep. A usterm an

F IN A N C E  C O M M IT T E E

T O  A M E N D M E N T  # 3  T O  H B  287 (FIN ) version  A

1. Page 3, lines 21-23 o f  the A m en d m en t

2. D elete  subsection (d)

3. A n d  renum ber the  following sections accordingly

P r e p a r e d  b y  t h e  H o u s e  F i n a n c e  C o m m i t t e e
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28-GH2862\A.6 
Naum an 
4/11/14

OFFERED IN THE HOUSE BY REPRESENTATIVE GARA

TO: HB 287

Page 1, line 1, following "Act":

Insert "creating a loan program for certain in-state oil refineries;"

Page 1, following line 4:

Insert a new bill section to read:

"* Section 1. AS 44.88 is amended by adding a new section to read:

Article 9A. In-State Refiner Loan Program.

Sec. 44.88.800. In-state refiner loan program, (a) The authority may make 

loans of up to $20,000,000 to a person that owns an in-state oil refinery whose primary 

function is the manufacturing and sale of refined petroleum products to third parties in 

arm’s length transactions. A loan under this section may be used for working capital, 

equipment, construction, or other commercial purposes. A loan under this section may 

be made only if the authority finds that the loan is required to maintain profitability of 

the in-state refiner. The legislature may appropriate the money required to make a loan 

issued under this section prudent for the authority.

(b) A loan made under this section

(1) may not exceed a term of 10 years; and

(2) may not bear interest exceeding the prime rate, as defined by 

AS 44.88.599, plus one percentage point.

(c) Repayment of a loan issued under this section may begin as late as July 1, 

2019, if the loan is secured by sufficient collateral or a guarantor.

(d) The application for a loan under this section must be received by the 

authority before December 31, 2015.

A M E N D M E N T

L -1-



28-GH2862VA.6

1 (e) The authority by regulation may establish other conditions for loans under

2 this section."

3

4 Page 1, line 5:

5 Delete "Section 1"

6 Insert "Sec. 2"

7

8 Renumber the following bill section accordingly.

L -2-
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OFFERED IN THE HOUSE 

TO: HB 287

Page 1, line 1, following "Act":

Insert "relating to the determination of the royalty received by the state on oil 

production refined or processed in the state; providing tax credits against the corporate 

income tax for certain in-state refineries and for qualified infrastructure expenditures 

for in-state refineries;"

Page 1, following line 4:

Insert new bill sections to read:

"* Section 1. AS 38.05.180(cc) is amended to read:

(cc) The provisions of (aa)4 [AND] (ee), and (hhl of this section do not 

prohibit the commissioner from accepting any payment on a federal lease tendered by 

the federal agency responsible for determination and transmittal of the payment to the 

state under 30 U.S.C. 191 or otherwise due the state as the state's royalty share of gas 

production or the state's royalty share of oil production irrespective of the state's 

acceptance of an amount that is different than the amount due under the lease for 

purposes of determining royalty share on oil and gas production under that subsection. 

* Sec. 2. AS 38.05.180 is amended by adding new subsections to read:

(hh) Upon written request of a lessee o f a lease issued under this section or of 

a lessee o f federal land from which the state is entitled to receive a share of the royalty 

on oil production, the commissioner may enter into an agreement with the lessee to 

accept, as a value for the state's royalty share of oil production sold to an in-state 

refiner, an amount that is not less than the price established in a contract between the 

lessee and the in-state refiner but not exceeding the amount that would otherwise be

t-C-P Uoevnen'h 

A M E N D M E N T  f  /

7 %  / " I  £ ~ V /_ S 7 ) yy
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1 due under the lease. This subsection applies to a contract entered into after

2 December 31, 2014. The commissioner shall respond to a request received under this

3 section within 90 days after the receipt o f the request by the department. The

4 commissioner may enter into an agreement under this section if

5 (1) the commissioner issues a written finding that

6 (A) the agreement is in the best interest of the state;

7 (B) the parties to the contract between the lessee and the in-

8 state refiner are not affiliated under (2) of this subsection; and

9 (C) based on clear and convincing evidence,

10 (i) the contract price is not unreasonably low; and

11 (ii) the prospective reduction in royalty receipts will be

12 balanced by employment opportunities or other tangible benefits to the

13 state; and

14 (2) the primary function o f the in-state refiner's contracting with the

15 lessee is to engage in the manufacture of refined petroleum products in the state, and

16 the in-state refiner is not affiliated with the lessee or with a subsequent purchaser of

17 more than 10 percent of the in-state refiner's product; the parties to a contract or

18 purchase are affiliated if, in the judgment o f the commissioner, one o f the parties to

19 the contract or purchase exercises substantial influence over the policies and actions of

20 the other as evidenced by a relationship based on common ownership or family

21 interest or by action taken in concert whether or not that influence is based on

22 stockholdings, stockholders, officers, or directors.

23 (ii) In (cc) and (hh) o f this section,

24 (1) "in-state refiner" means a person engaged in the manufacture of

25 refined petroleum products in the state;

26 (2) "price established in the contract between the lessee and the in-state

27 refiner" includes tax reimbursement amounts, deliverability and other charges, and

28 other forms o f consideration paid by the in-state refiner, as appropriate, under the

29 contract;

30 (3) "state's royalty share o f oil production" includes payments on

31 federal leases made to the state under 30 U.S.C. 191.

28-GH2862YA.5
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* Sec. 3. AS 43.20 is amended by adding new sections to read:

Sec. 43.20.052. In-state refinery tax credit, (a) A taxpayer that owns an in­

state oil refinery whose primary function is the manufacturing and sale o f refined 

petroleum products to third parties in arm's length transactions may apply a credit 

against a tax liability imposed on the taxpayer under this chapter for a tax year 

beginning after December 31, 2014, and before January 1, 2020. The total amount of 

credit a taxpayer may receive under this section in a tax year is $10,000,000 for each 

in-state oil refinery owned. To qualify for a credit under this section, an in-state oil 

refinery must refine a daily average of 17,500 or more barrels o f crude oil during the 

tax year.

(b) A taxpayer applying the credit under this section against a liability under 

this chapter shall claim the credit on the taxpayer's return. A tax credit or portion of a 

tax credit under this section may not be used to reduce the taxpayer's tax liability 

under this chapter below zero. Any unused tax credit or portion of a tax credit under 

this section may be carried forward to the five tax years immediately following the tax 

year in which the credit was received.

(c) The total amount of credits received under this section and AS 43.20.053 

may not exceed $20,000,000 for a tax year for each qualifying refinery.

(d) A person entitled to a tax credit under this section that is greater than the 

person's tax liability under this chapter may request a refund or payment in the amount 

o f the unused portion of the tax credit.

(e) The department may use money available in the oil and gas tax credit fund 

established in AS 43.55.028 to make a refund or payment under (d) o f this section in 

whole or in part if the department finds that

(1) the claimant does not have an outstanding liability to the state for 

unpaid delinquent taxes under this title; and

(2) after application of all available tax credits, the claimant's total tax 

liability under this chapter for the calendar year in which the claim is made is zero.

(f) A refund under this section does not bear interest.

(g) The issuance of a refund under this section does not limit the department's 

ability to later audit or adjust the claim as provided in AS 43.05 if the department

-3-
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determines that the taxpayer claiming the credit was not entitled to the amount of the 

credit.

(h) In this section,

(1) "barrel" has the meaning given in AS 43.20.144(h);

(2) "refined petroleum products" means separate marketable elements, 

compounds, or mixtures of oil in liquid form, including gasoline, diesel, je t fuel, gas 

oil, heating oil, and kerosene;

(3) "unpaid delinquent tax" means an amount of tax for which the 

department has issued an assessment that has not been paid and, if contested, has not 

been finally resolved in the taxpayer's favor.

Sec. 43.20.053. Qualified in-state oil refinery infrastructure expenditures 

tax credit, (a) A taxpayer that owns an in-state oil refinery whose primary function is 

the manufacturing and sale of refined petroleum products to third parties in arm's 

length transactions may apply a credit against the tax due under this chapter for a 

qualified infrastructure expenditure incurred in the state for a tax year beginning after 

December 31, 2014, and before January 1, 2020. The total amount of credit a taxpayer 

may receive under this section may not exceed the lesser of 40 percent of qualified 

infrastructure expenditures incurred in the state during the tax year or $10,000,000 for 

each in-state refinery for which qualified expenditures are incurred.

(b) A taxpayer applying the credit under this section against a liability under 

this chapter shall claim the credit on the taxpayer's return. A tax credit or portion of a 

tax credit under this section may not be used to reduce the taxpayer's tax liability 

under this chapter below zero. Any unused tax credit or portion of a tax credit under 

this section may be carried forward to the five tax years immediately following the tax 

year in which the qualified infrastructure expenditures were incurred.

(c) An expenditure that is the basis of the credit under this section may not be 

the basis for

(1) a deduction against the tax levied under this chapter;

(2) a credit or deduction under another provision of this title; or

(3) any federal credit claimed under this title.

(d) The total amount of credits received under this section and AS 43.20.052

L -4-
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1 may not exceed $20,000,000 for a tax year for each qualifying refinery.

2 (e) A person entitled to a tax credit under this section that is greater than the

3 person's tax liability under this chapter may request a refund or payment in the amount

4 of the unused portion o f the tax credit.

5 (f) The department may use money available in the oil and gas tax credit fund

6 established in AS 43.55.028 to make a refund or payment under (e) o f this section in

7 whole or in part if the department finds that

8 (1) the claimant does not have an outstanding liability to the state for

9 unpaid delinquent taxes under this title; and

10 (2) after application o f all available tax credits, the claimant's total tax

11 liability under this chapter for the calendar year in which the claim is made is zero.

12 (g) A refund under this section does not bear interest.

13 . (h) The issuance of a refund under this section does not limit the department's

14 ability to later audit or adjust the claim as provided in AS 43.05 if the department

15 determines that the taxpayer claiming the credit was not entitled to the amount of the

16 credit.

17 (i) In this section,

18 (1) "qualified infrastructure expenditure" means an expenditure

19 directly attributable to the in-state purchase, installation, modification, adjustment, or

20 other alteration o f tangible personal property for the manufacture or transport of

21 refined petroleum products or petroleum-based feedstock;

22 (2) "refined petroleum products" has the meaning given in

23 AS 43.20.052(h);

24 (3) "unpaid delinquent tax" has the meaning given in AS 43.20.052(h).

25 * Sec. 4. AS 43.55.028(a) is amended to read:

26 (a) The oil and gas tax credit fund is established as a separate fund of the state.

27 The purpose of the fund is to purchase transferable tax credit certificates issued under

28 AS 43.55.023 and production tax credit certificates issued under AS 43.55.025 and to

29 pay refunds and payments claimed under AS 43.20.046j [OR] 43.20.047, 43.20.052,

30 or 43.20.053.

31 * Sec. 5. AS 43.55.028(g) is amended to read:

L -5-



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

28-GH2862\A.5

(g) The department may adopt regulations to carry out the purposes of this 

section, including standards and procedures to allocate available money among 

applications for purchases under this chapter and claims for refunds and payments 

under AS 43.20.0462 [OR] 43.20.047. 43.20.052, or 43.20.053 when the total amount 

of the applications for purchase and claims for refund exceed the amount of available 

money in the fund. The regulations adopted by the department may not, when 

allocating available money in the fund under this section, distinguish an application 

for the purchase o f a credit certificate issued under former AS 43.55.023(m) or a claim 

for a refund or payment under AS 43.20.046i [OR] 43.20.047, 43.20.052, or

43.20.053."

Page 1, line 5:

Delete "Section 1"

Insert "Sec. 6"

Renumber the following bill sections accordingly.

Page 2, following line 1:

Insert a new bill section to read:

"* Sec. 7. Sections 1 - 5 of this Act take effect January 1, 2015."

Renumber the following bill section accordingly.

Page 2, line 2:

Delete "This"

Insert "Except as provided in sec. 7 of this Act, this"

L -6-
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Nauman

4/9/14

x̂si~ 1 •

'77 L),'lTais\

Page 1, line 1, following "Act": /

Insert "relating to the determination of the royalty received by the state on oil 

production refined or processed'in the state; providing tax credits against the corporate  

incom e tax for certain in-state refineries and for qualified infrastructure expenditures 

fo r  in-state refineries;" /

Page 1, following line 4: /

Insert new bill sections to read:

"* Section 1. AS 38/u5.180(cc) is amended to read:

(cc) /The provisions o f (aa)a [AND] fee), and fhh) of this section do not 

prohibit the/commissioner from accepting any payment on a federal lease tendered by 

the federal agency responsible for determination and transmittal o f the payment to the 

state under 30 U.S.C. 191 or otherwise due the state as the state's royalty share o f  gas 

production or the state's royalty share of oil production irrespective o f the state's 

acceptance o f an am ount that is different than the amount due under the lease for 

purposes o f  determining royalty share on oil and gas production under that subsection.

* Sec. 2. AS 38.05.180 is amended by adding new subsections to read:

/ (hh) Upon written request of a lessee o f a lease issued under this section or of 

a lpssee o f federal land from which the state is entitled to receive a share o f the royalty 

on oil production, the commissioner may enter into an agreement with the lessee to 

accept, as a value for the state's royalty share o f oil production sold to an in-state 

refiner, an amount that is not less than the price established in a contract between the 

lessee and the in-state refiner but not exceeding the amount that would otherwise be

-  O o A ' a

—-

A M E N D M E N T

OFFERED IN THE HOUSE 

TO: HB 287

Re-fx'ere.rt-l 

7  In
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due under the lease. This subsection applies to a contract entered into after

Decem ber 31, 2014. The commissioner shall respond to a request received under this

section within 90 days after the receipt o f the request by the department. The 

commissioner may enter into an agreement under this section if

(1) the commissioner issues a written finding that

(A) the agreement is in the best interest o f the state;

(B) the parties to the contract between the lessee and the in­

state refiner are not affiliated under (2) o f this subsection; and

(C) based on clear and convincing evidence,

(i) the contract price is not unreasonably low; and

(ii) the prospective reduction in royalty receipts will be

balanced by employment opportunities or other tangible benefits to the

state; and

(2) the primary function o f  the in-state refiner's contracting with the 

lessee is to engage in the manufacture of refined petroleum products in the state, and 

the in-state refiner is not affiliated w ith the lessee or with a subsequent purchaser o f 

more than 10 percent o f the in-state refiner's product; the parties to a contract or 

purchase are affiliated if, in the judgm ent o f  the commissioner, one o f the parties to 

the contract or purchase exercises substantial influence over the policies and actions o f 

the other as evidenced by a relationship based on common ownership or family 

interest or by action taken in concert whether or not that influence is based on 

stockholdings, stockholders, officers, or directors.

(ii) In (cc) and (hh) o f this section,

(1) "in-state refiner" means a person engaged in the manufacture of 

refined petroleum products in the state;

(2) "price established in the contract between the lessee and the in-state 

refiner" includes tax reimbursement amounts, deliverability and other charges, and 

other forms o f consideration paid by the in-state refiner, as appropriate, under the 

contract;

(3) "state's royalty share o f  oil production" includes payments on 

federal leases made to the state under 30U .S.C . 191.
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* Sec. 3. AS 43.20 is amended by adding new sections to read:

Sec. 43.20.052. In-state refinery tax credit, (a) A  taxpayer that owns an in­

state oil refinery whose primary function is the manufacturing and sale of refined 

petroleum products to third parties in arm's length transactions may apply a credit 

against a tax liability imposed on the taxpayer under this chapter for a tax year 

beginning after December 31, 2014, and before January 1, 2020. The total amount o f 

credit a taxpayer may receive under this section in a tax year is $15,000,000 for each 

in-state oil refinery owned. To qualify for a credit under this section, an in-state oil 

refinery m ust refine a daily average o f 17,500 or more barrels o f crude oil during the 

tax year.

(b) A taxpayer applying the credit under this section against a liability under 

this chapter shall claim the credit on the taxpayer's return. A tax credit or portion o f a 

tax credit under this section may not be used to reduce the. taxpayer's tax liability 

under this chapter below zero. Any unused tax credit or portion o f a tax credit under 

this section may be carried forward to the five tax years immediately following the tax 

year in which the credit was received.

(c) The total amount o f  credits received under this section and AS 43.20.053 

may not exceed $20,000,000 for a tax year for each qualifying refinery.

(d) A person entitled to a tax credit under this section that is greater than the 

person's tax liability under this chapter may request a refund or payment in the amount 

o f  the unused portion o f the tax credit.

(e) The department may use money available in the oil and gas tax credit fund 

established in AS 43.55.028 to make a refund or payment under (d) o f  this section in 

whole or in part if  the department finds that

(1) the claimant does not have an outstanding liability to the state for 

unpaid delinquent taxes under this title; and

(2) after application o f all available tax credits, the claimant's total tax 

liability under this chapter for the calendar year in which the claim is made is zero.

(f) A refund under this section does not bear interest.

(g) The issuance o f a refund under this section does not limit the department's 

ability to later audit or adjust the claim as provided in AS 43.05 if  the department

L -3-
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determines that the taxpayer claiming the credit was not entitled to the amount o f the 

credit.

(h) In this section,

(1) "barrel" has the meaning given in AS 43.20.144(h);

(2) "refined petroleum products" means separate marketable elements, 

compounds, or mixtures o f oil in liquid form, including gasoline, diesel, je t fuel, gas 

oil, heating oil, and kerosene;

(3) "unpaid delinquent tax" means an amount o f tax for which the 

department has issued an assessment that has not been paid and, if  contested, has not 

been finally resolved in the taxpayer's favor.

Sec. 43.20.053. Q ualified in-state oil refinery infrastructure expenditures 

tax credit, (a) A taxpayer that owns an in-state oil refinery whose primary function is 

the manufacturing and sale o f refined petroleum products to third parties in arm's 

length transactions may apply a credit against the tax due under this chapter for a 

qualified infrastructure expenditure incurred in the state for a tax year beginning after 

December 31, 2014, and before January 1, 2020. The total amount of credit a taxpayer 

may receive under this section may not exceed the lesser o f  10 percent o f qualified 

infrastructure expenditures incurred in the state during the tax year or $5,000,000 for 

each in-state refinery for which qualified expenditures are incurred.

(b) A taxpayer applying the credit under this section against a liability under 

this chapter shall claim the credit on the taxpayer's return. A tax credit or portion of a 

tax credit under this section may not be used to reduce the taxpayer's tax liability 

under this chapter below zero. Any unused tax credit or portion o f a tax credit under 

this section m ay be carried forward to the five tax years immediately following the tax 

year in which the qualified infrastructure expenditures were incurred.

(c) An expenditure that is the basis o f the credit under this section may not be 

the basis for

(1) a deduction against the tax levied under this chapter;

(2) a credit or deduction under another provision o f this title; or

(3) any federal credit claimed under this title.

(d) The total amount o f credits received under this section and AS 43.20.052

-4-
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may not exceed $20,000,000 for a tax year for each qualifying refinery.

(e) A person entitled to a tax credit under this section that is greater than the 

person's tax liability under this chapter may request a refund or payment in the amount 

o f  the unused portion o f the tax credit.

(f) The department may use money available in the oil and gas tax credit fund 

established in AS 43.55.028 to make a refund or payment under (e) o f this section in 

whole or in part if  the department finds that

(1) the claimant does not have an outstanding liability to the state for 

unpaid delinquent taxes under this title; and

(2) after application o f all available tax credits, the claimant's total tax 

liability under this chapter for the calendar year in which the claim is made is zero.

(g) A refund under this section does not bear interest.

(h) The issuance o f a refund under this section does not limit the department's 

ability to later audit or adjust the claim as provided in AS 43.05 if  the department 

determines that the taxpayer claiming the credit was not entitled to the amount o f the 

credit.

(i) In this section,

(1) "qualified infrastructure expenditure" means an expenditure 

directly attributable to the in-state purchase, installation, modification, adjustment, or 

other alteration o f tangible personal property for the manufacture o f refined petroleum 

products;

(2) "refined petroleum products" has the meaning given in 

AS 43.20.052(h);

(3) "unpaid delinquent tax" has the meaning given in AS 43.20.052(h).

* Sec. 4. AS 43.55.028(a) is amended to read:

(a) The oil and gas tax credit fund is established as a separate fund o f the state. 

The purpose o f the fund is to purchase transferable tax credit certificates issued under 

AS 43.55.023 and production tax credit certificates issued under AS 43.55.025 and to 

pay refunds and payments claimed under AS 43.20.046j [OR] 43.20.047, 43.20.052, 

or 43 .20 .053 .

* Sec. 5. AS 43.55.028(g) is amended to read:

L -5-
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(g) The department may adopt regulations to carry out the purposes o f this 

section, including standards and procedures to allocate available money among 

applications for purchases under this chapter and claims for refunds and payments 

under AS 43.20.046j [OR] 43.20.047, 43.20.052, or 43.20.053 when the total amount 

o f the applications for purchase and claims for refund exceed the amount of available 

money in the fund. The regulations adopted by the department may not, when 

allocating available money in the fund under this section, distinguish an application 

for the purchase o f a credit certificate issued under former AS 43.55.023(m) or a claim 

for a refund or payment under AS 43.20.046j [OR] 43.20.047, 43.20.052, or

43.20 .053 ."

Page 1, line 5:

Delete "Section 1"

Insert "Sec. 6"

Renumber the following bill sections accordingly.

Page 2, following line 1:

Insert a new bill section to read:

"* Sec. 7. Sections 1 - 5 o f this Act take effect January 1, 2015."

Renumber the following bill section accordingly.

Page 2, line 2:

Delete "This"

Insert "Except as provided in sec. 7 o f this Act, this"

L -6-
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Good evening Co-Chair Stoltze, Co-Chair Austerman and distinguished members o f the 
Committee. I am Tara Sweeney, Senior Vice President of External Affairs for Arctic 
Slope Regional Corporation. Co-presenting with me this evening is Doug Chapados, 
president and CEO of Petro Star Inc. Thank you for the opportunity to speak before you 
today.

By way of background, Arctic Slope Regional Corporation (“ASRC”) was established 
pursuant to the Alaska Native Claims Settlement Act of 1971 (“ANCSA”). Our corporate 
headquarters are located in Barrow, Alaska, and we have administrative and subsidiary 
offices across the state. We are owned by approximately 11,000 Inupiat shareholders, 
many of whom live in the villages of Point Hope, Point Lay, Wainwright, Atqasuk, 
Barrow, Nuiqsut, Kaktovik, and Anaktuvuk Pass.

From very humble beginnings, ASRC has grown to become the largest locally-owned 
and operated business in Alaska. ASRC has five diverse lines of business, including 
the only Alaska-owned refining and fuel marketing operation in the state known as Petro 
Star. We have approximately 10,000 employees nationwide, and our family of 
companies has nearly half of our employees working across Alaska -  in Barrow, 
Fairbanks, Anchorage, Kenai, Kodiak, Dutch Harbor, Valdez and across the North 
Slope oil fields. The remainder o f our employees work in the lower 48.

SLIDE #2
Our presentation today will focus on the current shape of in-state refining in Alaska and 
why we support the Governor’s proposal to stabilize the refining industry.

The recent announcement that Flint Hills Resources is shutting down its refinery in June 
has sent shock-waves throughout the state, but Flint Hills’ economic problems are not 
unique. Alaska refineries that are dependent upon drawing ANS crude from TAPS are 
fighting to remain in business in this state. Leadership from this committee and the 
legislature is needed to help this vital industry to ensure that petroleum products 
Alaskans need are refined here in Alaska, from Alaska crude oil.

arctic ilope 
regional corporation

C orpora te Fleadquarters • PO Box 129 • Barrow, Alaska 99723-0129 • 907.852.8533 or 907.852.8633 • FAX 907.852.5733



SLIDE #3:
What this slide indicates is that ASRC is committed to Alaska. By the nature of our 
ownership, we intend to be in Alaska for the long-term. As you can see we have a 
presence across the state in employing all facets of Alaskan society from engineers to 
equipment operators, payroll technicians to attorneys, the five North Slope crafts, to 
lending officials.

In 2013 alone we invested over $36 million in Alaska infrastructure projects; provided 
over $2 million in charitable contributions and over $380 million in wages to Alaskans. 
These numbers are real, tangible and meaningful to the people the legislature is 
assembled to represent.

SLIDE #4:
ASRC was one of the original investors in Petro Star Inc., and ASRC’s support has 
been crucial to making Petro Star a viable refiner in Alaska. Since 2007, ASRC has 
reinvested over $280 million in Petro Star’s operations. This includes the ASRC Board 
of Directors’ 2008 decision to invest over $150 million to build the facilities necessary for 
the Petro Star Valdez Refinery to produce EPA-mandated ultra-low sulfur diesel fuel 
(ULSD). This was, and remains, the single largest investment in ASRC’s history and 
established Petro Star as one of only two instate refiners capable of producing that 
essential fuel. At this time I would like to turn it over to Doug Chapados.

SLIDE #5
Good evening Co-Chair Stoltze, Co-Chair Austerman, and members of the Committee.
I am Doug Chapados, president & CEO of Petro Star Inc. Petro Star is a wholly-owned 
subsidiary of Arctic Slope Regional Corporation. This slide provides the committee with 
additional background on our company. Petro Star is the only locally-owned refiner in 
the state of Alaska with two refineries; one located in North Pole and the other in 
Valdez.

We are one of two refiners in Alaska that provide ultra-low sulfur diesel to the Alaskan 
market, and we also produce and supply jet fuel, marine diesel and home heating oil.

Petro Star’s North Pole and Valdez refineries were commissioned in 1985 and 1993, 
and have a combined crude processing capacity of 82,000 barrels per day -  nearly 
equal to the capacity Flint Hills is now shutting down. Refined products from Petro 
Star’s refineries can be found in consumer fuel tanks and equipment across the state. 
In addition to refining, much of Petro Star’s production is sold through company owned 
marine terminals and heating oil distributorships located in Valdez, Kodiak, Unalaska, 
and the Interior.

Currently, 100% of the Alaska military jet fuel demand at JBER, Eielson AFB, Ft. 
Wainwright, and Coast Guard Air Station Kodiak is produced and delivered by Petro 
Star. In 2013 alone, Petro Star worked with 750 in state vendors, generated 282 million 
gallons in fuel sales, and provided products and services to over 14,000 customers.
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Petro Star thus plays an important role throughout Alaska, especially within the 
communities in which it does business.

SLIDE #6
Th is slide provides additional detail about Petro Star’s facilities in North Pole and 
Valdez.

SLIDES #7 & #8:
This slide represents the contribution Petro Star has made to the A laska econom y in 
2013. While the num bers are aggregated to include our Anchorage operations, you can 
see  the breakdown within the Interior, Valdez, Kodiak, and Unalaska. An important 
takeaway is that Petro Star, alone, has invested nearly $300 million in capital projects in 
the state over the last seven years.

T h e se  slides present a more detailed account of our business relationships, econom ic  
impact in various regions of the state and just how important refining is to Alaska.

SLIDE #9:
It is critical for this committee to understand that the challenges facing the in-state 
refining industry are not new. Two years ago A S R C  and Petro Star approached the 
State of A laska highlighting warning signs of a weak refining industry, and the 
discussions for a solution have been on-going.

In short there are two major challenges facing in-state refining. The first is the high cost 
of A N S  crude. A N S  is one of the most expensive in the United States despite being of 
lower quality than lighter, sweeter crude from fields like the Bakken in North Dakota- 
which currently sells at a large discount compared to A N S.

Several key takeaw ays are that the failure of any of the remaining in-state refineries 
would decrease competition within A laska fuel markets, and remove most of the existing 
brakes on prices.

Failure of the Interior refineries would eliminate any local source of military jet fuel for 
Eielson A F B  and of com m ercial jet fuel for the Fairbanks International Airport.

The second major challenge is the Quality Bank methodology, which is unique to 
refineries that draw crude oil from, and return oil to, T A P S .

The T A P S  Quality Bank is regulated principally by the Federal Energy Regulatory  
Com m ission ( F E R C )  and to a lesser extent by the Regulatory Com m ission of Alaska  
(R C A ). In 2002, when the Quality Bank w as litigated in a months-long proceeding, the 
F E R C  ultimately settled on a Quality Bank methodology that made the T A P S  refiners 
pay shippers more than any party requested at the hearing and the R C A  concurred. 
Th is led directly to the e xcessive  Quality Bank penalties that are imposed on the T A P S  
refiners today.

Petro Star has paid over $525 million in penalties over the last nine years, and nearly 
half that amount in the past three years alone: The Quality Bank is getting worse at the
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sam e time market conditions are getting worse for A laska refiners and its effects are 
devastating. O ver these past three years, most of the margin between Petro Star’s  
crude oil price and the price it received for its refined products like com m ercial jet fuel 
w as paid out in Quality Bank penalties.

Faced with the combination of exorbitant Quality Bank fees and high crude costs, Petro 
Star and A S R C  have had to put on hold capital projects that would grow Petro Star’s  
business in A laska and benefit consum ers statewide just when these are needed most.

SLIDE #10:
This slide represents the Governor’s proposal, a s  we understand it to date.

ROYALTY OIL:
This provision provides a benefit to in-state refiners because it expands the potential 
pool of available A N S  crude.

It allows producers to sell their crude in-state without penalty. Th is is important because  
in the proposed form it encourages producers to have their R IV  price a sse sse d  at a 
value equal to sa le s to in-state refiners versus at the higher rate they or others might 
receive if they chose to market their crude out of state.

IN-STATE REFINERY TAX CREDIT:
This provision is equitable because it is done on a per refinery basis, and aim s to 
mitigate the high price of A N S  crude.

A s stated, the refiners along T A P S  have no choice but to buy A N S  crude, and A N S  
currently is one of the highest-priced crude oils in the country. Indeed, A N S  prices are 
so high that several refineries in the Pacific Northwest are investing in the infrastructure 
necessary to transport Bakken crude from North Dakota by rail to their refineries rather 
than purchase A N S  and other waterborne crudes delivered by tankers.

INFRASTRUCTURE CREDIT:
This provision spurs reinvestment into the industry by in-state refiners with a reasonable  
cap. If refiners make significant infrastructure investments they are responsible for at 
least 90%  of the total project cost.

CONCLUSION

A S R C  has deep roots in Alaska. By the nature of our mission and structure, we will 
continue to be an econom ic driver in this state and a strong advocate for fair and 
meaningful business development policy. A s  stated earlier, we have grown from very 
humble beginnings into A la ska ’s largest locally-owned com pany and an employer of 
choice for thousands of Alaskans.

We make disciplined business decisions focused on our mission. The investments we 
have made were based on A laska ’s future potential, not because they qualified for State
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subsidies, tax credits or financing. Rather they were grounded in ASRC’s commitment 
to this State and its residents.

While we will continue to operate in Alaska with the long-term on the horizon, 
uncertainties surrounding the continued viability of refining in Alaska makes us question 
whether we should employ our assets elsewhere.

The stark economic realities that face the Alaska refining industry have required ASRC 
to suspend major new capital investments in refining and fuel distribution. ASRC has 
been compelled to put on hold a significant multi-million dollar capital project that is 
necessary for the long-term health of both our refineries. This particular project would 
have benefitted Alaskans in South Central and the Interior, as well as organizations like 
the Alaska Railroad.

We fully support the Governor’s amendment because it remedies one of the outstanding 
threats to in-state refiners. Please know that neither Petro Star nor ASRC are looking 
for an exit strategy. We are seeking the stability that is necessary to justify long-term 
investment and maintain a viable refining industry in Alaska.

Quyanaqpak. Thank you.
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E X E C U T IV E  S U M M A R Y

T h e  r e c e n t  a n n o u n c e m e n t  b y  F l i n t  H i l l s  t h a t  i t  i s  c l o s i n g  i t s  N o r t h  

P o l e  r e f i n e r y  h a s  g e n e r a t e d  d i s c u s s i o n  a c r o s s  t h e  s t a t e  t h a t  h a s  

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

S t a r  I n c . ,  w i t h  s m a l l  r e f i n e r i e s  a t  N o r t h  P o l e  a n d  i n  V a l d e z ,  i s  t h e  

o n l y  A l a s k a - o w n e d  r e f i n e r y  i n  t h e  s t a t e .  P e t r o  S t a r ’s  o w n e r ,  

A r c t i c  S l o p e  R e g i o n a l  C o r p o r a t i o n ,  i s  d e e p l y  i n t e r e s t e d  i n  

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

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

•  A S R C ’s  c o n t r i b u t i o n  t o  A l a s k a ’s  e c o n o m y

•  P e t r o  S t a r  o v e r v i e w

•  R e f i n i n g  o p e r a t i o n s

• P e t r o  S t a r ’s  c o n t r i b u t i o n  t o  A l a s k a ’s  e c o n o m y

• C u r r e n t  c h a l l e n g e s

•  O v e r v i e w  o f  G o v e r n o r ’s  P r o p o s a l

Confidentialcp
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ASRC'S C O N TR IBU TIO N  TO THE ALASKA ECONOMY

2 0 1 3

P r o v i d i n g  4 , 2 0 0  f u l l - t i m e  j o b s  i n  t h e  s t a t e

P a y i n g  a p p r o x i m a t e l y  $ 3 8 5  m i l l i o n  i n  w a g e s  t o  e m p l o y e e s  i n  t h e  s t a t e  o f

A l a s k a

I n v e s t i n g  $ 3 6 . 5  m i l l i o n  i n  c a p i t a l  p r o j e c t s  a c r o s s  t h e  s t a t e  i n c l u d i n g :  

o  T h e  T o p  o f  t h e  W o r l d  H o t e l  i n  B a r r o w  

o  R i g  T e n d e r s  D o c k  F a c i l i t y  i n  N i k i s k i  

o  A E S  F a c i l i t y  i n  D e a d h o r s e

D i s t r i b u t i n g  d i v i d e n d s  i n  e x c e s s  o f  $ 1 1 0  m i l l i o n  t o  o u r  s h a r e h o l d e r s  l i v i n g  i n

A l a s k a

S h a r i n g  n a t u r a l  r e s o u r c e  r o y a l t i e s  i n  e x c e s s  o f  $ 8 7  m i l l i o n  w i t h  o t h e r  A l a s k a

N a t i v e  R e g i o n a l  C o r p o r a t i o n s

M a k i n g  c h a r i t a b l e  c o n t r i b u t i o n s  o f  $ 2 . 5  m i l l i o n  t o  A l a s k a  b a s e d  c h a r i t i e s

L e n d i n g  i n  e x c e s s  o f  $ 2 0  m i l l i o n  t o  A l a s k a  b a s e d  s m a l l  b u s i n e s s e s

cp
® ld fC

Confidential

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



I N T R O D U C T I O N  T O  P E T R O  S T A R
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P E T R O  S T A R  O V E R V I E W

■ P S I  i s  t h e  o n l y  l o c a l l y  o w n e d  a n d  o p e r a t e d  r e f i n i n g  a n d  m a r k e t i n g  c o m p a n y  i n  

A l a s k a

■ T h e  C o m p a n y  o p e r a t e s  t w o  r e f i n e r i e s  i n  t h e  s t a t e ,  o n e  i n  N o r t h  P o l e  a n d  o n e  i n  

V a l d e z ,  p r o d u c i n g  u l t r a  l o w  s u l f u r  d i e s e l  ( U L S D ) ,  j e t  f u e l ,  m a r i n e  d i e s e l  a n d  

h e a t i n g  o i l

o  C o n s t r u c t e d  i n  1 9 9 2 ,  t h e  V a l d e z  r e f i n e r y  w a s  t h e  l a s t  “ g r e e n  f i e l d ” r e f i n e r y  

b u i l t  i n  t h e  U n i t e d  S t a t e s

o  I n  2 0 1 0 ,  A S R C  i n v e s t e d  o v e r  $ 1 5 0  m i l l i o n  i n  t h e  V a l d e z  r e f i n e r y ,  a l l o w i n g  t h e  

f a c i l i t y  t o  p r o d u c e  U L S D

■ T h e  V a l d e z  r e f i n e r y  i s  o n e  o f  o n l y  t w o  i n s t a t e  r e f i n e r i e s  t h a t  c a n  p r o d u c e  

U L S D

o  I n  a d d i t i o n  t o  i t s  r e f i n e r i e s ,  P S I  o p e r a t e s  m a r i n e  t e r m i n a l s  i n  V a l d e z ,  K o d i a k  

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

c o m m u n i t i e s  o f  V a l d e z ,  K o d i a k ,  a n d  F a i r b a n k s / N o r t h  P o l e

® l  a r c t i c  s l o p e  r e g i o n a l  c o r p o r a t i o n
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R E F I N I N G  O P E R A T I O N S

V a ldez R e fin e ry
■ 60,000 barre l/day crude d istilla tion unit
■ 12,000 barre l/day d istilla te  hydrotreater and 

associated process units
■ 270 m illion gallon annual capacity
■ Prim ary products are com m ercia l and m ilitary 

specification je t fue ls and ULSD
■ O nly Petro S tar s im u ltaneously produces -  year round 

- both arctic grade and #2 m arine/h ighw ay diesel

N o rth  P o le  R e fin e ry
■ 22,000 barre l/day crude d istilla tion unit
■ 95 m illion gallon annual capacity
■ Prim ary products include com m ercia l and m ilitary 

spec je t fuels, hom e heating oil and low -su lfu r 
d iesel

■ North Pole a lso serves as the bulk d istribution 
point fo r ULSD sa les w ith in the Fairbanks-area 
and vo lum es destined fo r the North S lope

Confidential
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P E T R O  S T A R 'S  

2 0 1 3  C O N T R I B U T I O N  T O  T H E  A L A S K A  E C O N O M Y

■ P rov ided  304  fu ll tim e  p os ition s  in A la s k a , inc lud ing :

o 151 in Fairbanks/North Pole 

o 66 in Valdez 

o 25 in Kodiak 

o 25 in Unalaska

■ Paid sa la rie s  and  w a g e s  o f $28  m il l io n ,  inc lud ing

o $10.5 million in Fairbanks/North Pole 

o $7.8 million in Valdez 

o $1.5 million in Kodiak 

o $1.8 million in Unalaska

■ P roduced  270  m il l io n  g a l lo n s  o f re fined  p ro du c ts

o 65 m illio n  ga llons  at the North Pole Refinery 

o 205 m illio n  ga llons  at the Valdez Refinery

o Suppliesl 00% of Alaska’s military je t fuel demand (JBER, Eielson AFB, Ft. Wainwright, 
Coast Guard A ir Station Kodiak) and 100% of USCG MGO (marine diesel fuel) demand in 
Kodiak and Unalaska\

■ R e - in v e s te d  a p p ro x im a te ly  $300  m il l io n  in  c a p ita l p ro je c ts  in  A la s k a , o v e r  th e  
la s t  s e v e n  y e a rs

Confidential
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P E T R O  S T A R 'S  

2 0 1 3  C O N T R I B U T I O N  T O  T H E  A L A S K A  E C O N O M Y
E ng a g e d  750 v e n d o rs  s ta te w id e , in c lu d in g :

o Interior 250
o Valdez 100
o Kodiak 70

G e ne ra ted  fu e l sa le s  o f  282 m ill io n  g a llo n s , in c lu d in g :
o In terior 82 m illion
o Valdez 40 m illion
o Kodiak 15 m illion
o Unalaska 30 m illion

P ro v id e d  p ro d u c ts  and  s e rv ic e s  to  m o re  th a n  14,100 c u s to m e rs , in c lu d in g :
o Interior 8,000+
o Valdez 1,100+
o K odiak 4,000+
o Unalaska 200+

Other s ign ificant Kodiak facts:
o Petro Star supplies ~50% o f the Kodiak’s diesel, heating oil, and gasoline demand 
o Petro Star provides 100% of the fuel requirements for Kodiak Electric Association, the City of 

Kodiak and Kodiak Island Borough School District 
o Petro Star is the only propane distributor on Kodiak Island

®l arc
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C U R R E N T  C H A L L E N G E S

■ High cost crude oil
o  C u r r e n t l y ,  A l a s k a  N o r t h  S l o p e  ( A N S )  c r u d e  is  o n e  o f  t h e  

m o s t  e x p e n s i v e  d o m e s t i c  c r u d e  o i l s  a v a i l a b l e  t o  U . S .  

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

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

t h e  W e s t  C o a s t

■ Trans Alaska Pipeline System  (TAPS) Quality Bank 
Methodology

o  T h e  c u r r e n t  T A P S  Q u a l i t y  B a n k  m e t h o d o l o g y  h a s  

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

b u r d e n  o n  T A P S  r e f i n e r s  l i k e  P e t r o  S t a r  a n d  a  p r o f i t  

c e n t e r  f o r  r o y a l t y  o i l  o w n e r s  a n d  T A P S  s h i p p e r s .

cp
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G O V E R N O R 'S  P R O P O S A L

■ Royalty Oil
o  B e n e f i t  t o  in - s t a t e  r e f in e r s  b e c a u s e  i t  e x p a n d s  t h e  p o t e n t ia l  p o o l  o f  

a v a i la b le  A N S  c r u d e .

■ In-State Refinery Tax Credit
o  T h is  p r o v is io n  is  e q u i t a b le  b e c a u s e  it  is  d o n e  o n  a  p e r  r e f in e r y  

b a s is ,  a n d  a im s  t o  m i t ig a t e  t h e  h ig h  p r ic e  o f  A N S  c r u d e .

■ Qualified In-State Refinery Infrastructure Expenditures Tax Credit
o  T h is  p r o v is io n  s p u r s  r e in v e s t m e n t  in t o  t h e  in d u s t r y  b y  in - s t a t e  

r e f in e r s  w i t h  a  r e a s o n a b le  c a p .  I f  r e f in e r s  m a k e  s ig n i f i c a n t  
in f r a s t r u c t u r e  in v e s t m e n t s  t h e y  a r e  r e s p o n s ib le  f o r  a t  le a s t  9 0 %  o f  
t h e  t o t a l  p r o je c t  c o s t .

q )
®l arctic slope regional corporation
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CONTACT IN FO R M A TIO N

T a r a  S w e e n e y  

S e n i o r  V i c e  P r e s i d e n t  o f  E x t e r n a l  A f f a i r s

9 0 7 - 3 3 9 - 6 0 3 1  

t s w e e n e v @ a s r c . c o m  

D o u g  C h a p a d o s  

P e t r o  S t a r  P r e s i d e n t  a n d  C h i e f  E x e c u t i v e  O f f i c e r

9 0 7 - 3 3 9 - 6 6 0 0

d l c h a p d o s @ p e t r o - s t a r . c o m

arc
C onfidentia l

a r c t i c  a l o p e  r e g i o n a l  c o r p o r a t i o n

mailto:tsweenev@asrc.com
mailto:dlchapdos@petro-star.com


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



Anchorage Office • 3900 C Street, Suite 801 • Anchorage, Alaska 99503-5963 • 907.339.6000 • FAX 907.339.6028 • 1.800.770.2772
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PRESS RELEASE

March 31, 2014 CONTACT:
Ty Hardt
Director of Communications 
Desk (907) 339-6888 
Mobile (907) 223-3253 
thardt@asrc.com_________

ASRC APPLAUDS PUSH FOR STABILITY IN IN-STATE REFINING INDUSTRY
Tax credits allow path for much-needed upgrades to infrastructure

Arctic Slope Regional Corporation (ASRC) applauds the Parnell administration for providing 
responsible policy in respect to in-state petroleum refiners. Today, the governor’s office 
proposed a package aimed at preserving the in-state petroleum refining industry.

“As proposed, this incentive package goes a long way in stabilizing the aftershocks of the Flint 
Hills Resources closure announcement,” said Rex A. Rock, Sr., A SR C  president and CEO. 
“Just as A SR C  has been a leader in oil-tax reform, we have also recognized the need to 
maintain a viable petroleum refining industry in Alaska.”

Doug Chapados, Petro Star Inc. (PSI) president and CEO, agrees. “The economic climate in the 
refining industry has hamstrung in-state facilities for years. As a subsidiary of Alaska’s largest 
locally-owned and operated for-profit company, we must continuously evaluate the long-term 
viability of our investments. Governor Parnell’s proposal is providing a clear path forward by 
creating an environment conducive to investment rather than further contraction. This is a step 
in the right direction to sustain an industry vital to Alaska.”

About ASRC

Arctic Slope Regional Corporation is owned by and represents the business interests of the 
Arctic Slope Inupiat. Since opening enrollment in 1990 to Alaska Natives born after 1971, the 
corporation’s shareholder base has nearly tripled, growing from the 3,700 original enrollees to 
around 11,000 today. Corporate headquarters are based in Barrow, Alaska, with administrative 
and subsidiary offices located in Anchorage and throughout the United States. ASRC, along 
with its family of companies, is the largest Alaskan-owned company, employing approximately 
10,000 people worldwide. The company has five major business segments: petroleum refining 
and marketing, energy support services, construction, government services and resource 
development.

Petro Star Inc. has refineries in North Pole and Valdez, and is the only Alaska-owned refining 
and fuel marketing operation in the state. Through its aviation, heating fuel, lubricants, marine, 
refining and retail divisions -  PSI is dedicated to meeting the unique challenges of producing 
and distributing fuel throughout the Last Frontier. It is a wholly-owned subsidiary of Arctic

About PSI

Corporate Headquarters • PO Box 129 • Barrow, Alaska 99723-0129 • 907.852.8533 or 907.852.8633 • FAX 907.852.5733

mailto:thardt@asrc.com
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BACKGROUND

T h e  h i g h  c o s t  o f  e n e r g y  i n  t h e  I n t e r i o r  is  a  c h r o n i c  p u b l i c  p o l i c y  is s u e  f a c i n g  t h e  S t a t e  o f  A la s k a  

t h a t  h a s  lo c a l ,  r e g i o n a l  a n d  s t a t e w i d e  i m p l i c a t i o n s .  A r c t i c  S lo p e  R e g io n a l  C o r p o r a t i o n  is  

A la s k a 's  l a r g e s t  h o m e g r o w n  c o m p a n y  w i t h  o v e r  6 3 0  e m p lo y e e s  a n d  7 0 0  s h a r e h o ld e r s  r e s id in g  

i n  t h e  I n t e r i o r ,  s o  t h i s  is s u e  s t r i k e s  a t  t h e  c o r e  o f  o u r  o r g a n i z a t i o n .  A S R C  s e e k s  a  s e a t  a t  t h e  

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

s p e c i f i c a l l y  f o r  t h e  p u r p o s e s  o f  t h i s  d is c u s s io n ,  in  t h e  I n t e r i o r  r e g io n  o f  A la s k a .

T h is  c o n c e p t  p a p e r  h i g h l i g h t s  t h e  is s u e ,  d e s i r e d  o u t c o m e ,  p o t e n t i a l  u n i n t e n d e d / u n a n t i c i p a t e d  

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

p o t e n t i a l  o p t i o n s / s o l u t i o n s  t o  b e  c o n s id e r e d  b y  t h e  S t a t e  o f  A la s k a .  A S R C  h o p e s  t h a t  t h i s  

i n f o r m a t i o n  w i l l  b e  c o n s id e r e d  t h r o u g h o u t  t h e  d e c is io n  m a k in g  p r o c e s s  e n g a g e d  in  b y  t h e  S t a t e  

o f  A la s k a .  A S R C  v a lu e s  i t s  r e la t i o n s h ip  w i t h  t h e  S t a t e  o f  A la s k a  o n  m a n y  is s u e s  a n d  c o n t i n u e s  t o  

w o r k  t o  p r e s e r v e  a  p o s i t i v e  w o r k i n g  r e la t i o n s h i p  w i t h  t h e  P a r n e l l  A d m i n i s t r a t i o n ;  t h e r e f o r e ,  

r e p r e s e n t a t i v e s  o f  o u r  o r g a n i z a t i o n  w i l l  r e m a in  r e a d y  t o  d is c u s s  t h e  h i g h  c o s t  o f  I n t e r i o r  e n e r g y ,  

a s  w e l l  a s  a n y  o t h e r  e n e r g y  is s u e s  s t a t e w id e .

THE ISSUE

T h e  h ig h  c o s t  o f  e n e r g y  in  t h e  I n t e r i o r  r e g io n  o f  A la s k a .  T h is  h a s  a m a t e r i a l  e c o n o m ic  i m p a c t  o n  

A la s k a n s  a n d  A la s k a  b u s in e s s e s .

DESIRED OUTCOME

O r d e r l y  d e l i v e r y  o f  a f f o r d a b l e  e n e r g y  o p t i o n s  t o  t h e  I n t e r i o r  r e g io n  o f  A la s k a  a n d  s t a t e w id e .  

P O T E N T IA L  IM P A C T S

I t  is  i m p e r a t i v e  t h a t  t h e  S t a t e  o f  A la s k a  u n d e r s t a n d  t h a t  o n e  o p t i o n  b e in g  c o n s id e r e d  -  t h e  

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

b u s in e s s e s .  T h is  s e c t i o n  w i l l  a d d r e s s  t h e  u n in t e n d e d  im p a c t s  a n d  t h e  r is k s  t o  t h e s e  c o n s u m e r s ,  

h e a t i n g  f u e l  d i s t r i b u t o r s ,  a n d  T A P S  d e p e n d e n t  r e f i n e r i e s .

•  U n i n t e n d e d  I m p a c t s  O f  S t a t e - S u b s i d i z e d  N a t u r a l  G a s  P r o p o s a ls

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

in  t h e  I n t e r i o r .  T h is ,  in  t u r n ,  w i l l  im p a c t  t h e  f o l l o w i n g  s e c t o r s :

( 1 )  H E A T I N G  O IL  C O N S U M E R S

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

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

c u s t o m e r  b a s e .  I n d e e d ,  a s  d i s t r i b u t o r s  a r e  f o r c e d  o u t  o f  b u s in e s s ,  t h e s e  c o s t  in c r e a s e s  w i l l  b e  

c o m p o u n d e d  f o r  r e m o t e  o r  u n c o n n e c t e d  c o n s u m e r s .
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D i s t r i b u t o r s  w i t h  s t a t e w i d e  o p e r a t i o n s  m a y  b e  a b le  t o  a b s o r b  in c r e a s e s  in  t h e i r  c o s t s  o f  d o in g  

b u s in e s s  a n d  s u r v iv e ,  b u t  t h e  in c r e a s e d  c o s t  o f  d o in g  b u s in e s s  in  t h e  I n t e r i o r  w i l l  d r i v e  u p  t h e i r  

o v e r a l l  c o s t  o f  d o in g  b u s in e s s  s t a t e w i d e .  S u d d e n ly ,  w h a t  a p p e a r e d  t o  b e  a n  i s o l a t e d ,  r e g io n a l  

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

( 2 )  H E A T I N G  O IL  D IS T R IB U T O R S

B u i l d - o u t  o f  a  c e n t r a l l y  l o c a t e d  n a t u r a l  g a s  d i s t r i b u t i o n  s y s t e m  w i l l  d i s p la c e  a c u s t o m e r  b a s e  f o r  

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

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

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

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

c o n s t r a i n t s .

( 3 )  IN T E R IO R  R E F IN E R S

R e p la c e m e n t  o f  h e a t i n g  o i l  w i t h  n a t u r a l  g a s  w i l l  s h r i n k  t h e  m a r k e t  f o r  o n e  o f  t h e  p r in c i p a l  

p r o d u c t s  o f  I n t e r i o r  r e f i n e r s .

T h e  A la s k a  r e f i n e r s  a l o n g  T A P S  a l r e a d y  a r e  w e a k e n e d  b e c a u s e  o f  t h e  d u a l  p r e s s u r e s  o f  h ig h  

A N S  c r u d e  o i l  p r i c e s  a n d  c r i p p l i n g  p e n a l t i e s  i m p o s e d  u p o n  t h e m  b y  t h e  T A P S  Q u a l i t y  B a n k .  

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

Q u a l i t y  B a n k .

A B O U T  A N S  C R U D E

T h e  r e f i n e r s  a lo n g  T A P S  h a v e  n o  c h o ic e  b u t  t o  b u y  A N S  c r u d e ,  a n d  i t  c u r r e n t l y  is  o n e  o f  t h e  

h i g h e s t - p r i c e d  c r u d e  o i l s  in  t h e  c o u n t r y .  T h e  T A P S  Q u a l i t y  B a n k  w a s  d e s ig n e d  t o  c o m p e n s a t e  

f o r  t h e  i m p a c t  o f  r e f i n e r y  r e t u r n  s t r e a m s  o n  t h e  p r ic e  o f  A N S  c r u d e ,  b u t  i t  h a s  g r o w n  t o  b e  t h e

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

t h e  A N S  p r o d u c e r s .  M o r e o v e r ,  a s  t h e  e x t r a o r d i n a r y  p r i c e  o f  A N S  d e m o n s t r a t e s ,  a n y  e f f e c t  t h a t  

t h e  r e f i n e r y  r e t u r n  s t r e a m s  h a v e  o n  A N S  p r ic e s  a r e  n e g l i g ib le  a t  b e s t .  I n d e e d ,  t h e  h ig h  p r i c e  o f  

A N S  c r u d e  h a s  p r o m p t e d  s e v e r a l  r e f i n e r i e s  in  t h e  P a c i f ic  N o r t h w e s t  -  i n c lu d in g  o n e  o w n e d  b y  a 

N o r t h  S lo p e  p r o d u c e r  -  t o  i n v e s t  in  t h e  i n f r a s t r u c t u r e  t o  t r a n s p o r t  B a k k e n  c r u d e  f r o m  N o r t h  

D a k o t a  b y  r a i l  t o  t h e i r  r e f i n e r i e s  r a t h e r  t h a n  p u r c h a s e  A N S  c r u d e  d e l i v e r e d  b y  t a n k e r s .

A B O U T  Q U A L IT Y  B A N K

T h e  T A P S  Q u a l i t y  B a n k  is  r e g u la t e d  p r i n c i p a l l y  b y  t h e  F e d e r a l  E n e r g y  R e g u la t o r y  C o m m is s io n  

(F E R C ) a n d  t o  a  le s s e r  e x t e n t  b y  t h e  R e g u la t o r y  C o m m is s io n  o f  A la s k a  (R C A ) .  A la s k a  r e f i n e r s  

h a v e  l e a r n e d  f r o m  e x p e r ie n c e  t h a t  t h e y  w i l l  n o t  p r e v a i l  a t  F E R C  a g a in s t  t h e  m a jo r  p r o d u c e r s .  

I n d e e d ,  w h e n  t h e  Q u a l i t y  B a n k  w a s  l i t i g a t e d  in  a  m o n t h s - l o n g  p r o c e e d in g  in  2 0 0 2 ,  t h e  F E R C  

u l t i m a t e l y  s e t t l e d  o n  a  Q u a l i t y  B a n k  m e t h o d o l o g y  t h a t  m a d e  t h e  r e f i n e r s  p a y  t h e  o i l  p r o d u c e r s
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m o r e  t h a n  a n y  p a r t y  r e q u e s t e d ,  a n d  t h e  R C A  c o n c u r r e d .  T h is  le d  d i r e c t l y  t o  t h e  e x c e s s iv e  

Q u a l i t y  B a n k  p e n a l t i e s  t h a t  a r e  i m p o s e d  o n  t h e  T A P S  r e f i n e r s  t o d a y .

H e a t in g  o i l  a n d  j e t  f u e l  a r e  t w o  o f  t h e  m o s t  i m p o r t a n t  p r o d u c t s  m a d e  b y  t h e  T A P S  r e f i n e r s .  T h e  

c o m b i n a t i o n  o f  h ig h  A N S  c r u d e  p r ic e s  a n d  e x c e s s iv e  Q u a l i t y  B a n k  p e n a l t i e s  h a v e  a l r e a d y  m a d e  

i t  im p o s s i b l e  f o r  t h e  T A P S  r e f i n e r s  t o  p r o f i t a b l y  c o m p e t e  w i t h  f u e l  i m p o r t e d  i n t o  t h e  A n c h o r a g e  

j e t  f u e l  m a r k e t  f r o m  t h e  P a c i f ic  N o r t h w e s t  o r  F a r  E a s t ,  a s  e v i d e n c e d  b y  t h e  c lo s u r e  o f  t w o  o u t  o f  

t h r e e  F l i n t  H i l l s  c r u d e  p r o c e s s in g  u n i t s  in  r e c e n t  y e a r s .  T h e  i n t r o d u c t i o n  o f  c h e a p  n a t u r a l  g a s  

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

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

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

•  R is k s  T o  T A P S  D e p e n d e n t  R e f i n e r i e s :  W i d e r  R is k s  T o  A l a s k a  C o n s u m e r s  A n d

I n s t i t u t i o n s

N a t u r a l  g a s  i n t r o d u c t i o n  t o  t h e  I n t e r i o r  m a r k e t  m a y  h a v e  im p a c t s  o n  t h e  I n t e r i o r  r e f i n e r s  t h a t  

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

r i p p l e  e f f e c t s  s t a t e w i d e .  T h e  f a i l u r e  o f  a n y  o f  t h e  T A P S  d e p e n d e n t  r e f i n e r i e s  w o u l d  d e c r e a s e  

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

F a i lu r e  o f  t h e  I n t e r i o r  r e f i n e r i e s  w o u l d  e l i m i n a t e  a n y  lo c a l  s o u r c e  o f  m i l i t a r y  j e t  f u e l  f o r  E ie ls o n  

A F B  a n d  o f  c o m m e r c i a l  j e t  f u e l  f o r  t h e  F a i r b a n k s  I n t e r n a t i o n a l  A i r p o r t .  T h e  f o r m e r  c o u ld  m a k e  

c lo s in g  E ie ls o n  m o r e  a t t r a c t i v e  t o  t h e  D e f e n s e  D e p a r t m e n t ,  a n d  t h e  l a t t e r  c o u ld  r a is e  c o s t s —  

a n d  l o w e r  a t t r a c t i v e n e s s — o f  F a i r b a n k s  t o  c o m m e r c i a l  a i r  c a r r i e r s .

F a i lu r e ,  o r  f u r t h e r  c o n t r a c t i o n ,  o f  I n t e r i o r  r e f i n e r i e s  w o u l d  s e v e r e l y  i m p a c t  t h e  A la s k a  R a i lw a y ,  

w h i c h  in  t u r n  w i l l  h a v e  a  n e g a t i v e  i m p a c t  o n  t h e  I n t e r i o r  e c o n o m y  a s  a  w h o le .

POTENTIAL SOLUTIONS

A S R C  h a s  r a is e d  i m p o r t a n t  u n in t e n d e d  c o n s e q u e n c e s ,  a n d  w e  o f f e r  t h e  f o l l o w i n g  p o t e n t i a l  

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

c o s t s ,  r a t h e r  t h a n  p ie c e - m e a l  s o l u t io n s  t h a t  i g n o r e  t h e  p o t e n t i a l  f o r  u n in t e n d e d  c o n s e q u e n c e s .  

A t  t h i s  t i m e ,  w e  d o  n o t  k n o w  w h a t  a p p r o a c h  t h e  S t a t e  o f  A la s k a  is  p l a n n in g  t o  t a k e .  W h i l e  

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

t h e  c u r r e n t  c o s t  b u r d e n  b o r n e  b y  I n t e r i o r  A la s k a n s  a n d  t h e  p o t e n t i a l  c o n s e q u e n c e s  t h a t  c h e a p  

n a t u r a l  g a s  w i l l  h a v e  o n  s o m e  A la s k a  c o n s u m e r s  a n d  b u s in e s s e s  in  t h e  I n t e r i o r .  T h is  s e c t i o n  w i l l  

a d d r e s s  a n  E n e r g y  C o s t  E q u a l i z a t i o n  p r o g r a m  t h a t  w i l l  m i t i g a t e  t h e  c o n s e q u e n c e s  o f  S t a t e  

a c t i o n  o n  " b e y o n d  b u i l d - o u t "  c o n s u m e r s  a s  w e l l  a s  o n  A la s k a  b u s in e s s e s .
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•  E n e r g y  C o s t  E q u a l i z a t i o n

W e  p r o p o s e  c o n s id e r a t i o n  o f  a  n e w  c o m p r e h e n s i v e  p r o g r a m  d e s ig n e d  t o  a s s is t  t h e  S t a t e  o f  

A la s k a  in  h a v in g  a  v i a b l e  l o w e r - c o s t  e n e r g y  p r o g r a m  f o r  t h e  I n t e r i o r .  T h is  p r o g r a m  c o u ld  b e  

c a l l e d  E n e r g y  C o s t  E q u a l i z a t i o n  (E C E ). EC E  is  a p r o g r a m  w i t h  t w o  l i n k e d  c o m p o n e n t s .  T h e  f i r s t  

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

t h e  r e a c h  o f  t h e  I n t e r i o r  n a t u r a l  g a s  b u i l d - o u t .  W e  e n v is a g e  t h i s  a s  o p e r a t i n g  in  a  m a n n e r  

a n a lo g o u s  t o  t h a t  e m p l o y e d  b y  t h e  P o w e r  C o s t  E q u a l i z a t i o n  p r o g r a m .  E s s e n t ia l ly ,  t h e  S t a t e  

w o u l d  s u b s id iz e  i n d i v i d u a l  c o n s u m e r s '  s p a c e  h e a t  e x p e n d i t u r e s  b y  p a y in g  h e a t i n g  o i l  

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

s e p a r a t e  " b e y o n d  b u i l d - o u t "  g r o u p  o f  A la s k a n s  w h o  w o u l d  b e  f o r c e d  t o  e n d u r e  h ig h  e n e r g y  

c o s t s  w h i l e  t h e i r  n e ig h b o r s  e n jo y e d  l o w - c o s t  n a t u r a l  g a s .  W i t h o u t  t h i s  a s s is t a n c e ,  s u b u r b a n  

a n d  r u r a l  A la s k a n s  w o u l d  e n d u r e  s p a c e  h e a t  c o s t  t h a t  w o u l d  b e  in c r e a s e d  b y  t h e  e f f e c t s  o f  

n a t u r a l  g a s  d e l i v e r i e s .  T h e  ECE w o u l d  d i r e c t l y  a d d r e s s  t h i s  is s u e .

T h e  s e c o n d  c o m p o n e n t  o f  t h e  ECE w o u l d  c o n s is t  o f  p r o d u c t i o n  i n c e n t i v e s  f o r  j e t  f u e l  

p r o d u c t i o n  b y  t h e  T A P S  r e f i n e r s  a n d  w o u l d  w o r k  in  c o n c e r t  w i t h  t h e  f i r s t .  T h e  i n c e n t i v e s  w o u l d  

p a r t i a l l y  o f f s e t  t h e  e f f e c t s  o f  h ig h  c r u d e  o i l  p r ic e s  a n d  t h e  Q u a l i t y  B a n k ,  a n d  a l l o w  t h e  T A P S  

r e f i n e r s  t o  c o m p e t e  e f f e c t i v e l y  in  t h e  A n c h o r a g e  c o m m e r c i a l  j e t  f u e l  m a r k e t p la c e .  B y  t h u s  

p r o v i d i n g  a n  a l t e r n a t i v e  m a r k e t  f o r  v o lu m e s  t h a t  n o w  a r e  b e in g  s o ld  a s  h e a t i n g  o i l ,  t h i s  w o u l d  

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

t h i s  s e c o n d  p a r t  o f  EC E  w o u l d  c o m p l e m e n t  t h e  f i r s t  b y  k e e p in g  t h o s e  p r o g r a m  c o s t s  d o w n .  In  

a d d i t i o n ,  b y  r e d u c i n g  t h e  p r o d u c e r s '  o v e r a l l  c o s t s ,  i t  w o u l d  h e lp  t h e  T A P S  r e f i n e r s  c o m p e t e  

m o r e  e f f e c t i v e l y  t h r o u g h o u t  A la s k a ,  w h ic h  c o u ld  c r e a t e  s t a t e - w i d e  b e n e f i t s .  T h is  a s p e c t  o f  t h e  

E C E  w o u l d  b o t h  d i r e c t l y  a d d r e s s  t h e  r e f i n e r s '  c o n c e r n s  a n d  a c t  t o  h o ld  d o w n  t h e  c o s t  o f  

n e c e s s a r y  d i r e c t  c o n s u m e r  a s s is t a n c e .

T h e  c o m p l e t e  EC E  t h u s  w o u l d  p r o v i d e  t h e  f o l l o w i n g  b e n e f i t s :

1 .  P r o t e c t  " b e y o n d  b u i l d - o u t "  c o n s u m e r s  a n d  l o w e r  c o s t  t o  c o n s u m e r s

2 .  S u p p o r t  t h e  A la s k a  R a i l r o a d  as t h e  c a r r i e r  f o r  h e a l t h y  q u a n t i t i e s  o f  j e t  f u e l

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

4 .  H e lp  p r o t e c t  E ie ls o n  f r o m  B R A C  c lo s u r e  o r  f o r c e  r e d u c t i o n

5 .  E n s u r e  t h e  f u t u r e  v i a b i l i t y  o f  i n - s t a t e  r e f i n e r s ,  a n d  e s p e c ia l l y  I n t e r i o r  r e f i n e r s

T h e  t w o  c o m p o n e n t s ,  a s  m e n t i o n e d  e a r l i e r ,  a r e  i n e x t r i c a b l y  l i n k e d .  T h e  f i r s t  c o m p o n e n t  is  

n e c e s s a r y  t o  a d d r e s s  " b e y o n d  b u i l d - o u t "  s p a c e  h e a t i n g  c o s t s  a n d  m in i m i z e  t h e  p r o b l e m s  t h a t  

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

r e f i n i n g  i n d u s t r y  v i a b l e  a n d  a v o id  t h e  c a t a s t r o p h i c  c o n s e q u e n c e s  t h a t  w o u l d  f o l l o w  f u r t h e r  lo s s  

o f  A la s k a n  r e f i n i n g  c a p a c i t y .  In  a d d i t i o n ,  t h e  s e c o n d  c o m p o n e n t  w i l l  p l a y  a n  i n t e g r a l  p a r t  in
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k e e p in g  h e a t i n g  o i l  c o s t s  d o w n  f o r  I n t e r i o r  c o n s u m e r s  a n d  t h e r e b y  w i l l  m i t i g a t e  t h e  c o s t s  o f  

d i r e c t  s u b s id ie s  t o  t h o s e  c u s t o m e r s .

•  M i t i g a t i o n  M e a s u r e s  f o r  C o n s u m e r s .  E m p lo y e e s  a n d  D i s t r i b u t o r s

M a r k e t  c o n d i t i o n s  w i l l  n o t  s u p p o r t  a h e a t i n g  o i l  d i s t r i b u t i o n  i n d u s t r y  s e c t o r  in  t h e  I n t e r i o r  a t  

c u r r e n t  le v e ls  i f  c h e a p  n a t u r a l  g a s  is  i n t r o d u c e d  i n t o  t h e  m a r k e t .  T h e  S t a t e  o f  A la s k a  m u s t  

c o n s id e r  h o w  a f f e c t e d  b u s in e s s e s  c a n  c o n t i n u e  t o  p a r t i c i p a t e  in  t h e  A la s k a  e c o n o m y  a n d  

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

f o r  t h e  S t a t e  o f  A la s k a  t o  a s s is t  h e a t i n g  o i l  s u p p l i e r s  b y  p r o v i d i n g  l o w - o r  n o - i n t e r e s t  lo a n s  t o  p a y  

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

t r a n s i t i o n s  t o  n e w  l in e s  o f  b u s in e s s .

In  a d d i t i o n  t o  f i n a n c i n g  o p t i o n s  f o r  c a p i t a l  i n v e s t m e n t s  o r  s e c t o r  t r a n s i t i o n s ,  t h e  S t a t e  o f  A la s k a  

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

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

d i r e c t  im p a c t  o n  h a r d - w o r k i n g  A la s k a n s .  E m p lo y e e s  o f  h e a t i n g  o i l  s u p p l i e r s  m a y  f a l l  v i c t i m  t o  

c lo s u r e s  o r  c o n t r a c t i o n s .  T h e  S ta te  s h o u ld  c o n s id e r  f u n d i n g  r e t r a i n i n g  a n d  j o b  s e a r c h  

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

CONCLUSIONS

T h r o u g h  t h e  E n e r g y  C o s t  E q u a l i z a t i o n  p r o g r a m  o u t l i n e d  a b o v e ,  t h e  t r a n s i t i o n  t o  n a t u r a l  g a s  in  

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

r e f i n i n g  s e c t o r  in  t h e  S t a t e .  A S R C  is  i n t e r e s t e d  in  p a r t i c i p a t i n g  in  d e v e l o p i n g  t h i s  t y p e  o f  

s o l u t i o n s  t h a t  b e n e f i t s  a l l  a f f e c t e d  p a r t i e s .  O n ly  w h e n  t h i s  is  d o n e  w i l l  i t  b e  p o s s ib le  t o  a v o id  

t h e  w o r s t  o f  t h e  u n in t e n d e d  c o n s e q u e n c e s  o f  a d d r e s s in g  t h e  n e e d s  o f  o n e  g r o u p  w i t h o u t  

c o n s id e r i n g  a l l  t h e  b r o a d e r ,  s t a t e - w i d e  i m p a c t s .

F in a l l y ,  b a s e d  o n  t h e  i n f o r m a t i o n  a v a i l a b le  t o  d a t e -  A S R C  u n d e r s t a n d s  t h a t  t h e  S t a t e  o f  A la s k a  

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

f a c i l i t y  o n  t h e  N o r t h  S lo p e .  T h is  is  in  A S R C 's  b a c k y a r d  a n d ,  c o n s e q u e n t l y ,  w e  b e l i e v e  t h a t  A S R C  

m i g h t  b e  u n iq u e l y  p o s i t io n e d  t o  b e c o m e  a n  i m p o r t a n t  p a r t i c i p a n t  in  t h e  p r o c e s s .  F o r  t h i s  

r e a s o n ,  w e  c o m m i t  t o  r e v ie w i n g  t h i s  p r o j e c t ,  a s  i n f o r m a t i o n  is  m a d e  p u b l i c a l l y  a v a i l a b le ,  a n d  t o  

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

t h e  p o t e n t i a l  f o r  a  m e a n i n g f u l  p u b l i c - p r i v a t e  p a r t n e r s h i p .
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D e a r  G o v e rn o r  P a rn e ll:

I a m  w r i t in g  to  y o u  w i t h  d e e p  c o n c e rn  a b o u t  th e  c o n t in u e d  v ia b i l i t y  o f  th e  r e f in in g  in d u s t r y  
in  A la s k a . P e tro  S ta r  In c . (P S I), a w h o l ly  o w n e d  s u b s id ia r y  o f  A r c t ic  S lo p e  R e g io n a l 
C o r p o r a t io n  (A S R C ), o w n s  a n d  o p e ra te s  re f in e r ie s  in  N o r th  P o le  a n d  in  V a ld e z .

T h e  r e c e n t  a n n o u n c e m e n t  b y  F l in t  H il ls  R e s o u rc e s  to  s h u t  d o w n  its  r e f in e r y  in  Ju n e  has 
s e n t  s h o c k -w a v e s  th r o u g h o u t  th e  s ta te , b u t  F l in t  H i l ls ’ e c o n o m ic  p ro b le m s  a re  n o t  u n iq u e . 
A la s k a  r e f in e r ie s  t h a t  a re  d e p e n d e n t u p o n  d r a w in g  A N S  c ru d e  f r o m  TA P S  a re  f ig h t in g  to  
re m a in  in  b u s in e s s  in  th is  s ta te . ASRC is  a s k in g  f o r  y o u r  a s s is ta n c e  to  h e lp  th is  v i ta l  
in d u s t r y  e n s u re  t h a t  p e t r o le u m  p ro d u c ts  A la s k a n s  n e e d  a re  re f in e d  h e re  in  A la s k a , f r o m  
A la s k a  c ru d e  o il.

B y  w a y  o f  b a c k g ro u n d , P S I’s N o r th  P o le  a n d  V a ld e z  re f in e r ie s  w e re  c o m m is s io n e d  in  1 9 8 5  
a n d  1 9 9 3 , a n d  h a v e  a c o m b in e d  c ru d e  p ro c e s s in g  c a p a c ity  o f  8 2 ,0 0 0  b a r r e ls  p e r  d a y  -  e q u a l 
to  th e  c a p a c ity  F l in t  H i l ls  is  n o w  s h u t t in g  d o w n . R e fin e d  p ro d u c ts  f r o m  P S I's  re f in e r ie s  can  
b e  fo u n d  in  c o n s u m e r  fu e l ta n k s  a n d  e q u ip m e n t  a c ro s s  th e  s ta te . In  a d d i t io n  to  r e f in in g ,  
m u c h  o f  P S I's  p r o d u c t io n  is  s o ld  th r o u g h  c o m p a n y  o w n e d  m a r in e  te r m in a ls  a n d  h e a t in g  o il 
d is t r ib u to r s h ip s  lo c a te d  in  V a ld e z , K o d ia k , U n a la s k a , a n d  th e  In t e r io r .  C u r re n t ly ,  1 0 0 %  o f  
th e  A la s k a  m i l i t a r y  j e t  fu e l d e m a n d  a t  JBER, E ie ls o n  A F B , F t. W a in w r ig h t ,  a n d  C o a s t G u a rd  
A i r  S ta t io n  K o d ia k  is  p ro d u c e d  a n d  d e l iv e re d  b y  P e tro  S ta r. In  2 0 1 3  a lo n e , PSI w o r k e d  w i t h  
7 5 0  in  s ta te  v e n d o rs ,  g e n e ra te d  2 8 2  m i l l io n  g a llo n s  in  fu e l sa les , a n d  p r o v id e d  p ro d u c ts  
a n d  s e rv ic e s  to  o v e r  1 4 ,0 0 0  c u s to m e rs .

P e tro  S ta r  th u s  p la y s  a n  im p o r t a n t  r o le  th r o u g h o u t  A la s k a , e s p e c ia lly  w i t h in  th e  
c o m m u n it ie s  in  w h ic h  i t  d o e s  b u s in e s s .

ASR C  w a s  o n e  o f  th e  o r ig in a l  in v e s to rs  in  P e tro  S ta r  In c ., a n d  ASR C ’s s u p p o r t  h a s  b e e n  
c ru c ia l to  m a k in g  PSI a v ia b le  r e f in e r  in  A la s k a . S in ce  2 0 0 7 , ASRC h a s  re in v e s te d  o v e r  $ 2 8 0  
m i l l io n  in  P e tro  S ta r 's  o p e ra t io n s .  T h is  in c lu d e s  th e  ASRC B o a rd  o f  D ir e c to r s ’ 2 0 0 8  
d e c is io n  to  in v e s t  o v e r  $ 1 5 0  m i l l io n  to  b u i ld  th e  fa c i l i t ie s  n e c e s s a ry  f o r  th e  PSI V a ld e z  
R e f in e ry  to  p ro d u c e  E P A -m a n d a te d  u l t r a - lo w  s u l fu r  d ie s e l fu e l (U L S D ). T h is  w a s , a n d  
re m a in s ,  th e  s in g le  la rg e s t  in v e s tm e n t  in  ASR C ’s h is to r y  a n d  e s ta b lis h e d  PSI as o n e  o f  o n ly  
tw o  in s ta te  r e f in e r s  c a p a b le  o f  p r o d u c in g  t h a t  e s s e n tia l fu e l.
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T h e s e  in v e s tm e n ts  in  A la s k a 's  fu tu r e  w e re  n o t  m a d e  b e c a u s e  th e y  q u a l i f ie d  f o r  S ta te  
s u b s id ie s , ta x  c re d i ts  o r  f in a n c in g ,  b u t  r a th e r  w e re  g ro u n d e d  in  A SR C ’s c o m m itm e n t  to  th is  
S ta te  a n d  i ts  re s id e n ts .  F u r th e r ,  th e s e  in v e s tm e n ts  w e re  a ls o  b a s e d  o n  th e  re a s o n a b le  
p re m is e  t h a t  ASRC s h o u ld  b e  a b le  to  a c h ie v e  a f a i r  r e t u r n  o n  i ts  c a p ita l a n d  th e  
c o n s id e ra b le  e f fo r ts  o f  i ts  e m p lo y e e s .

T h e  s ta r k  e c o n o m ic  r e a l i t ie s  th a t  fa ce  th e  A la s k a  r e f in in g  in d u s t r y  h a v e  r e q u ir e d  ASRC to  
s u s p e n d  m a jo r  n e w  c a p ita l in v e s tm e n ts  in  r e f in in g  a n d  fu e l d is t r ib u t io n .  E v e n  b e fo re  F l in t  
H i l ls  a n n o u n c e d  i ts  im p e n d in g  c lo s u re , ASR C  w a s  c o m p e lle d  to  p u t  o n  h o ld  a s ig n if ic a n t  
m u l t i - m i l l i o n  d o l la r  c a p ita l p r o je c t  t h a t  is  n e c e s s a ry  fo r  th e  lo n g - te r m  h e a lth  o f  b o th  o u r  
re f in e r ie s .  T h e s e  p ro je c ts  w o u ld  h a v e  b e n e f i t te d  A la s k a n s  in  S o u th  C e n tra l a n d  th e  
In te r io r ,  as w e l l  as th e  A la s k a  R a ilro a d .

U n lik e  F l in t  H il ls ,  n e i th e r  PSI n o r  ASRC a re  lo o k in g  fo r  an  e x i t  s tra te g y . W e  a re  s e e k in g  th e  
s ta b i l i t y  th a t  is  n e c e s s a ry  to  ju s t i f y  lo n g - te r m  in v e s tm e n t  a n d  m a in ta in  a v ia b le  r e f in in g  
in d u s t r y  in  A la s k a . L a s t y e a r  m y  s ta f f  s a t d o w n  w i t h  n u m e ro u s  le g is la to rs  a n d  th e  
D e p a r tm e n t  o f  N a tu ra l  R e s o u rc e s  a n d  e x p la in e d  th e  c h a lle n g e s  th a t  n o w  fa ce  th e  in d u s t r y .  
W e  in d ic a te d  th e n  t h a t  lo n g - te r m  ch a n g e s  in  c ru d e  o i l  p r ic e s , TA P S  t a r i f f  ra te s , a n d  Q u a li ty  
B a n k  p u t  r e f in e r s  t h a t  a re  d e p e n d e n t o n  T A P S  a n d  A N S  c ru d e  o i l  a t  r is k .  T h e  F l in t  H il ls  
a n n o u n c e m e n t  u n d e rs c o re s  th a t  w e  d id  n o t  e x a g g e ra te js a d ly , th e  w a r n in g  w e  is s u e d  th e n  
h o ld s  ju s t  as t r u e  to d a y .  I f  th e s e  c h a lle n g e s  a re  le f t  u n a d d re s s e d , i t  v e r y  w e l l  c o u ld  r e s u l t  in  
a f u r t h e r  c o n t r a c t io n  o f  in s ta te  r e f in in g  c a p a c ity  a n d  m o re  r e f in e r y  c lo s u re s .

ASR C  h a s  d e e p  r o o ts  in  A la s k a . B y  th e  n a tu r e  o f  o u r  m is s io n  a n d  s t r u c tu re ,  w e  w i l l  
c o n t in u e  to  b e  a n  e c o n o m ic  d r iv e r  in  th is  s ta te  a n d  a s t r o n g  a d v o c a te  fo r  f a i r  a n d  
m e a n in g fu l  b u s in e s s  d e v e lo p m e n t  p o l ic y .  W e  h a v e  g r o w n  f r o m  v e r y  h u m b le  b e g in n in g s  
in to  A la s k a 's  la rg e s t  lo c a lly -o w n e d  c o m p a n y  a n d  a n  e m p lo y e r  o f  c h o ic e  f o r  th o u s a n d s  o f  
A la s k a n s . W e  m a k e  d is c ip l in e d  b u s in e s s  d e c is io n s  fo c u s e d  o n  o u r  m is s io n .  W h i le  w e  w i l l  
c o n t in u e  to  o p e ra te  in  A la s k a  w i t h  th e  lo n g - te r m  o n  th e  h o r iz o n ,  u n c e r ta in t ie s  s u r r o u n d in g  
th e  c o n t in u e d  v ia b i l i t y  o f  r e f in in g  in  A la s k a  m a k e s  us q u e s t io n  w h e th e r  w e  s h o u ld  e m p lo y  
o u r  a s s e ts  e ls e w h e re .

E n c lo s e d  y o u  w i l l  f in d  a c o p y  o f  th e  w h it e  p a p e r  p re s e n te d  to  m e m b e rs  o f  y o u r  c a b in e t  la s t 
y e a r , as w e l l  as a p o w e r  p o in t  th a t  a d d re s s e s  th e  c h a lle n g e s  fa c e d  b y  A la s k a  r e f in e r s  a n d  
p o te n t ia l  s o lu t io n s .
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I e x te n d  m y  h a n d  in  p a r tn e r s h ip  w i t h  a c o m m itm e n t  to  f in d in g  a s o lu t io n  t h a t  c o n s t i tu te s  a 
w in  fo r  a l l  o f  A la s k a .

T h a n k  y o u  f o r  y o u r  le a d e r s h ip  o n  th is  is s u e  a n d  m a n y  o th e rs  t h a t  a d v a n c e  A la s k a ’s p o s i t iv e  
b u s in e s s  a n d  in v e s tm e n t  c l im a te .

R e s p e c tfu l ly ,
A R C T IC  SLO PE R E G IO N A L  C O R P O R A T IO N

R e x  A . R o ck , Sr. 
P re s id e n t  &  CEO
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D e a r A la s k a n :

T h e  D e p a rtm e n t o f  N a tu ra l R esou rces  (D N R )  and  T e so ro  R e f in in g  &  M a rk e t in g  
C o m p a n y  L L C  (T e s o ro ) re c e n t ly  en te red  a o n e -y e a r ro y a lty  o i l  s u p p ly  c o n tra c t in  
O c to b e r 2013  to  d e l iv e r  u p  to  15 ,000  b a rre ls  p e r d a y  o f  A la s k a  N o r th  S lo p e  ro y a lty  o i l .  
S u b se q u e n tly , D N R  a n d  T e so ro  have  agreed  to  an a m e n d m e n t o f  th is  c o n tra c t to  e x tend  
its  te rm  fo r  a n o th e r yea r.

T h e  d o c u m e n t e n c lo se d  is  se n t to  y o u  fo r  y o u r  in fo rm a tio n  and  i t  describes  th e  
C o m m is s io n e r o f  N a tu ra l R e so u rce s ’ F in a l B e s t In te re s t F in d in g  and  D e te rm in a t io n  
(F in d in g )  fo r  th is  p ro p o se d  a m e n d m en t.

A s  re q u ire d  b y  A S  3 8 .0 6 .0 5 5 , th is  d o c u m e n t w i l l  be  su b m itte d  w ith  a  b i l l  to  th e  A la s k a  
L e g is la tu re  fo r  a p p ro v a l o f  th e  am e n d m en t.

T h a n k  y o u .

S in c e re ly ,

Joe B a lash  
C o m m is s io n e r

E n c lo su re



F in a l  B e s t In te r e s t  F in d in g  a n d  D e te r m in a t io n  f o r  a n  A m e n d m e n t

o f  th e

“ A g re e m e n t  f o r  th e  S a le  o f  R o y a lty  O i l  b e tw e e n  a n d  a m o n g  th e  S ta te  o f  A la s k a
a n d  th e

T e s o ro  C o r p o r a t io n ,  a D e la w a re  C o r p o r a t io n ,  a n d  
T e s o ro  R e f in in g  &  M a r k e t in g  C o m p a n y  L L C ,  a D e la w a re  L im i t e d  L ia b i l i t y  C o m p a n y ,

O c to b e r  2 5 , 2 0 1 3 ”

T h e  D e p a rtm e n t o f  N a tu ra l R esources (D N R )  and  T e so ro  R e f in in g  &  M a rk e t in g  C o m p a n y  L L C  
(T e s o ro ) c o n c lu d e d  n e g o tia tio n s  and  s igned  tire  above  re fe re n ce d  o n e -y e a r o i l  s u p p ly  c o n tra c t in  
O c to b e r 2013  to  d e l iv e r  -up to  15 ,000  b a rre ls  p e r d a y  o f  A la s k a  N o r th  S lo p e  ro y a lty  o i l  (O c to b e r 
2 013  A g re e m e n t). O i l  d e liv e r ie s  are s la ted  to  b e g in  o n  F e b ru a ry  1 ,2 0 1 4  and  c o n tin u e  th ro u g h  
Ja n u a ry  3 1 ,2 0 1 5 . D u r in g  m e e tin g s  w ith  the  C o m m is s io n e r o n  N o v e m b e r  6, 2 0 1 3 , T e so ro  
e x e c u tiv e s  requested  th a t o i l  d e liv e r ie s  be  e x te n d e d  b y  a n o th e r yea r.

T h is  d o c u m e n t d e scrib e s  th e  C o m m is s io n e r o f  N a tu ra l R e so u rce s ’ F in a l B e s t In te re s t F in d in g  
a nd  D e te rm in a t io n  (F in d in g )  fo r  a  p ro posed  a m e n d m e n t to  c o n tin u e  d e liv e r ie s  o f  u p  to  15 ,000 
b a rre ls  p e r d a y  o f  N o r th  S lo p e  ro y a lty  in -k in d  o i l  to  T e so ro  R e f in in g  &  M a rk e t in g  C o m p a n y  
L L C  (T e s o ro ) fo r  one  y e a r b e y o n d  the  S ta te ’ s c u rre n t c o n tra c tu a l o b l ig a t io n .1

B a c k g ro u n d

T h e  S tate  o f  A la s k a  o w n s  th e  m in e ra l estate, in c lu d in g  o i l  and gas, u n d e r S ta te -o w n e d  lands. T o  
m o n e tiz e  the  v a lu e  o f  th is  esta te , th e  S tate  has en te red  in to  lease a g reem en ts  w ith  th ird  p a rties  
w h o  e x p lo re  fo r ,  d e v e lo p , a n d  p ro d u c e  o i l  and gas fro m  these lands. T h e  S tate  rece ives  a ro y a lty  
share o f  1 2 -1 /2  to  as m u c h  3 3 -1 /3  p e rce n t o f  th e  o i l  and gas p ro d u c e d  fr o m  these leased lands  on  
th e  N o r th  S lope . T h e  S ta te  m a y  ta ke  its  ro y a lty  e ith e r “ in -k in d ”  ( R IK )  o r  “ in -v a lu e ”  (R IV ) .
W h e n  the  S ta te  takes  its  r o y a lty  as R IV ,  the  lessees w h o  p ro d u c e  th e  o i l  m a rk e t the  S ta te ’ s share 
a lo n g  w ith  th e ir  o w n  p ro d u c t io n  and p a y  the  S tate  th e  v a lu e  o f  its  r o y a lty  share. W h e n  th e  S tate 
takes its  ro y a lty  share  as R IK ,  i t  assum es o w n e rs h ip  o f  th e  o i l ,  and th e  C o m m is s io n e r d isposes o f  
i t  th ro u g h  sale p ro ce d u re s , e ith e r  “ c o m p e tit iv e ”  o r  “ n o n -c o m p e tit iv e ,”  u n d e r A S  3 8 .0 5 .1 8 3 .

T h is  F in d in g  d o cu m e n ts  w h y  th e  p ro p o se d  a m e n d m e n t m ee ts  th e  re q u ire m e n ts  set o u t in  
A S  3 8 .0 5 .1 8 3  and  A S  3 8 .0 6 . E x te n d in g  th e  O c to b e r 2013  A g re e m e n t a n d  c o m m it t in g  to  ro y a lty  
o i l  d e liv e r ie s  fo r  m o re  th a n  one  y e a r a lso  tr ig g e rs  a d d it io n a l p ro v is io n s  o f  A S  3 8 .0 5 .1 8 3  and A S
3 8 .0 6 .0 5 5  th a t re q u ire  a re c o m m e n d a tio n  o f  th e  A la s k a  O i l  and  G as R o y a lty  D e v e lo p m e n t 
A d v is o r y  B o a rd  (R o y a lty  B o a rd )  and  a p p ro v a l b y  the  A la s k a  L e g is la tu re .

T h e  R o y a lty  B o a rd  c o n d u c te d  a p u b lic  h e a r in g  o n  D e ce m b e r 11 , 2013  a t 1 :00  P M  in  th e  A tw o o d  
S tate  O f f ic e  B u ild in g  at 5 5 0  W  7th A v e n u e  in  A n c h o ra g e , A la s k a , in  R o o m  602  to  c o n s id e r th e  
p ro p o se d  a m e n d m e n t a n d  th is  F in d in g . T h is  h e a rin g  w a s  a lso an  o p p o r tu n ity  fo r  p u b lic  
c o m m e n t.

1 When added to the commitment the State has made to supply up to 30,000 barrels per day to the North Pole refinery owned by 
Flint Hills Resources Alaska LLC, approximately 70 percent o f the State’s total ANS royalty oil will be sold as royalty in-kind 
(based on annual average production).



A tta c h e d  as E x h ib i t  1 to  th is  F in d in g  is  a c o p y  o f  th e  p ro p o se d  a m e n d m e n t to  th e  O c to b e r 2013  
A g re e m e n t. A ls o  a ttached  as E x h ib i t  2  is  a co p y  o f  the  O c to b e r 2013  “ F in a l B e s t In te re s t 
F in d in g  and  D e te rm in a t io n  fo r  th e  Sale  o f  A la s k a  N o r th  S lo p e  O i l  to  T e s o ro  R e f in in g  &  
M a rk e t in g  C o m p a n y  L L C ”  (O c to b e r 201 3  F in d in g )  th a t in c lu d e s  a c o p y  a n d  a c o m p le te  
d e s c r ip tio n  o f  the  o r ig in a l O c to b e r 2 0 1 3  A g re e m e n t. T h e  c o n c lu s io n s  re a ch e d  in  th is  O c to b e r 
2013  F in d in g  re m a in  c u rre n t and  v a lid . T h e  re a d e r is a d v ise d  to  re v ie w  th is  d o c u m e n t to  
u n d e rs tand  the  b a c k g ro u n d  o f  D N R ’ s R IK  d is p o s it io n s , th e  im p o rta n c e  o f  th e  in -s ta te  re f in in g  
in d u s try  to  th e  A la s k a  e c o n o m y , and  a c o m p le te  d iscu ss io n  o f  th e  c o n tra c t te rm s  in  the  O c to b e r 
201 3  A g re e m e n t.

T h is  F in d in g  in c o rp o ra te s  b y  re fe re n ce s  th e  O c to b e r 201 3  F in d in g . T h e  “ R IK  O i l  S a le  
P ro ce d u re ”  (p . 12) a n d  “ A n a ly s is  o f  th e  S ta te  B e n e fits ”  (p . 2 2 -2 8 ) se c tio n s  f r o m  the  O c to b e r 
20 1 3  F in d in g  are re p lic a te d  b e lo w  in  th is  F in d in g . These sec tions  d o c u m e n t th e  n o tic e  g iv e n  to  
th e  R o y a lty  B o a rd  th a t th is  a m e n d m e n t is  m ade  u n d e r s ta tu to ry  and  re g u la to ry  n o n -c o m p e tit iv e  
p ro ce d u re s  and  p ro v id e  an  e x p la n a tio n  h o w  b e n e fits  to  the  sta te  w i l l  a rise  f r o m  th e  p ro p o se d  
a m e n d m en t. T h e  C o m m is s io n e r ’ s f in a l f in d in g  and d e te rm in a tio n  w ith  re sp e c t to  the  p ro p o se d  
a m e n d m e n t fo l lo w s  th is  a n a lys is .

R I K  O i l  S a le  P ro c e d u re

B e fo re  e x e c u tin g  a  c o n tra c t fo r  th e  d is p o s it io n  o f  R IK  to  re lie v e  m a rk e t c o n d it io n s , th e  
C o m m is s io n e r m u s t f in d  th a t th e  d is p o s it io n  is  in  the  best in te re s ts  o f  the  S ta te  (11 A A C  0 3 .0 1 0 ). 
T h e  C o m m is s io n e r es tab lishes  th e  te rm s , c o n d it io n s , and m e th o d s  o f  d is p o s it io n  o f  th e  S ta te ’ s 
R IK  o i l  (11 A A C  0 3 .0 1 0 ). T h e re  e x is ts  a s ta tu to ry  p re s u m p tio n  th a t ta k in g  R IK  
(A S 3 8 .0 5 .182 (a )) w it h  sa le  to  in -s ta te  cu s to m e rs  (A S 3 8 .0 5 .1 8 3 (d ))  a c c o m p lis h e d  th ro u g h  
c o m p e tit iv e  m eans (A S 3 8 .0 5 .1 8 3 (a )) is  in  the  s ta te ’ s best in te re s t. T h a t b e in g  sa id , th e  state has 
m a n y  c o m p e tin g  in te re s ts  and  th e  s ta te ’ s best in te re s t m a y  be se rved  th ro u g h  a n o n -c o m p e tit iv e  
d is p o s it io n  o f  the  s ta te ’ s r o y a lty  in  k in d .

G iv e n  th e  s ta tu to ry  p re s u m p tio n  th a t th e  s ta te ’ s best in te re s t is  se rved  th ro u g h  a c o m p e tit iv e  
d is p o s it io n  o f  ro y a lty  o i l  to  in -s ta te  cu s to m e rs , D N R  o v e r a y e a r ago f i r s t  so u g h t to  d e te n n in e  the  
le v e l o f  in te re s t on  th e  p a r t  o f  in -s ta te  p ro d u ce rs  and  re f in e rs  in  th e  pu rchase  o f  th e  S ta te ’ s R IK .  
T o  gauge the  le v e l o f  in te re s t in  th e  m a rk e t, D N R  d is tr ib u te d  an in fo n n a l s o l ic i ta t io n  o f  in te re s t 
in  R IK  o i l  in  m id -A u g u s t 2 0 1 2 .2 A ls o , th e  s o lic ita t io n  o u tlin e d  th e  sta te ’ s d e s ire  to  o b ta in  
“ spec ia l c o m m itm e n ts ”  th a t w o u ld  m e a n in g f i i l ly  address th e  h ig h  co s t o f  e n e rg y  in  A la s k a . T h is  
in fo rm a l s o lic ita t io n  o f  in te re s t w a s  d ire c t ly  tra n s m itte d  to  s ix  o rg a n iz a tio n s : B P , 
C o n o c o P h ill ip s , E x x o n M o b il ,  P e tro  S ta r, F l in t  H i l ls  R esources (F H R ) , and  T e so ro . O f  these s ix , 
th ree  possess c o m m e rc ia l in -s ta te  re f in in g  c a p a b ilit ie s . In  a d d it io n  to  se n d in g  th e  in fo rm a l 
s o lic ita t io n  o f  in te re s t d ire c t ly  to  these s ix  o rg a n iz a tio n s , the  state a lso  in fo rm e d  the  m a rk e t o f  its  
in te n t to  se ll R IK  th ro u g h  an n o u n ce m e n ts  in  b o th  in d u s try -s p e c if ic  and  g e n e ra l m e d ia .3

2 Letter from WC Barron, Director, Division o f Oil and Gas, August 13, 2012. Subject: “Non-binding Solicitation oflnterest—  
North Slope Royalty ln-Kind Oil Supply.”
3 Anchorage Daily News, Aug 19, 2012. Accessed at http://www.adn.com/20l 2/08/19/2593940/state-gauging-interest-in- 
roval.html.
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T h e  in fo rm a l s o l ic i ta t io n  ge n e ra te d  fo u r  responses a f f ir m in g  in te re s t in  p u rc h a s in g  the  S ta te ’ s 
R IK .  These a f f ir m a t iv e  responses w e re  fro m  B P , C o n o c o P h ill ip s , F H R , a n d  T e so ro . D N R  
re c e iv e d  no  in d ic a t io n s  o f  in te re s t o u ts id e  o f  these fo u r  p a rtie s ; n o ta b ly , P e tro  S ta r as o w n e r  o f  
tw o  c o m m e rc ia l re f in e r ie s  in  A la s k a  chose n o t to  respond . S ubsequen t d iscu ss io n s  w ith  the  
in te res ted  p a rtie s  th a t d id  re p ly  re ve a le d  th a t B P  and  C o n o c o P h ill ip s  w o u ld  b o th  re q u ire  the  
a b i l i t y  to  e x p o r t R IK  o i l  f r o m  th e  state. In  o rd e r to  p e rm it th e  e x p o rt o f  R I K  c ru d e , u n d e r 
11 A A C  0 3 .0 1 0 , th e  C o m m is s io n e r  w o u ld  be  re q u ire d  to  “ d e te rm in e  in  w r i t in g  th a t th e  o i l ,  gas, 
o r  assoc ia ted  substances s u b je c t to  e x p o rt are s u rp lu s  to  p re se n t and  p ro je c te d  in tra s ta te  d o m estic  
and  in d u s tr ia l needs.” 4 S u ch  a  d e te rm in a t io n  w o u ld  be in c o n s is te n t w ith  th e  in fo rm a l s o lic ita t io n  
o f  in te re s t d is tr ib u te d  b y  D N R  w h ic h  o u tlin e s  th a t th e  S tate is  in te re s te d  in  c o n tra c t te rm s  m e a n t 
to  “ m it ig a te  th e  h ig h  co s t o f  co n su m e r p e tro le u m  p ro d u c ts  in  A la s k a  and  address the  need fo r  a 
g re a te r su p p ly  o f  c ru d e  o i l  f o r  use in  th e  s ta te .”

T h u s , in  response to  its  s o l ic i ta t io n  o f  in te re s t, D N R  re ce ive d  o n ly  tw o  a f f irm a t iv e  responses, 
f ro m  F H R  and  T e s o ro , th a t c o u ld  p o te n t ia l ly  s a tis fy  th e  c r ite r ia  set o u t in  its  in fo rm a l s o lic ita t io n  
o f  in te re s t. F u r th e r  d is c u s s io n  w ith  the  tw o  p a rtie s  w h o  exp ressed  in te re s t c o n s is te n t w ith  the  
S ta te ’ s goa ls  in d ic a te d  th a t c o m p e t it iv e  b id d in g  w o u ld  be  u n l ik e ly  to  m a x im iz e  to ta l v a lu e  to  the  
S tate. F irs t, as ca n  be  in fe r re d  b y  e x a m in in g  the  re c e n t ly  enacted  F H R  c o n tra c t and  the  T e so ro  
c o n tra c t, the  v o lu m e  o f  r o y a l ty  o i l  de s ire d  b y  the  tw o  responden ts  d if fe re d  s ig n if ic a n t ly .  T e so ro  
w as in te re s te d  in  o n e -s ix th  to  o n e -th ird  o f  th e  ro y a lty  o i l  v o lu m e  d e s ire d  b y  F H R . S econd , the  
te rm  o f  the  c o n tra c t d e s ire d  b y  th e  tw o  in -s ta te  responden ts  d if fe re d  s ig n if ic a n t ly .  T e so ro  so u g h t 
a c o n tra c t o f  one  y e a r o r  less, w h ile  F H R  so u g h t a d e ca d e -lo n g  c o n tra c t. T h ir d ,  the  tw o  in -s ta te  
responden ts  d e s ire d  to  use ro y a lty  o i l  in  d if fe re n t fa sh io n s . F H R  w as  in te re s te d  in  u s in g  ro y a lty  
o i l  as a y e a r-ro u n d  a n c h o r c ru d e  c o n tra c t, w h ile  T e so ro  w as in te re s te d  in  u s in g  the  v o lu m e tr ic  
o p t io n a li ty  co n ta in e d  in  th e  p ro p o s e d  c o n tra c t to  a cco m m o d a te  seasona l f lu c tu a t io n s  in  dem and  
fo r  re f in e d  p ro d u c t. T a k e n  as a w h o le , these  d i f fe r in g  o b je c tiv e s  and re q u ire m e n ts  w o u ld  have 
m ade  s tru c tu r in g  a c o m p e t it iv e  a u c tio n  o f  in te re s t to  b o th  in -s ta te  re sp o n d e n ts  d i f f ic u l t .  
M o re o v e r, any  such  c o m p e t it iv e  a u c tio n  w o u ld  have , in  D N R ’ s e x p e c ta tio n , re s u lte d  in  
d im in is h e d  v a lu e  fo r  th e  S tate.

In  l ig h t  o f  the  v e ry  s m a ll n u m b e r o f  in te res ted  p a rtie s  and  the  lo w  p ro b a b i l i ty  th a t c o m p e tit iv e  
b id d in g  w o u ld  m a x im iz e  to ta l S ta te  va lu e , th e  C o m m is s io n e r d e te rm in e d  th a t se e k in g  a n o n ­
c o m p e tit iv e , n e g o tia te d  a g re e m e n t w as in  th e  S ta te ’ s best in te re s t, and  th e re fo re , w a iv e d  
c o m p e tit iv e  b id d in g . F u rth e rm o re , g iv e n  T e s o ro ’ s in i t ia l  need fo r  a r o y a lty  c o n tra c t la s tin g  fo r  
one  ye a r and  a n o th e r o n e -y e a r u n d e r the  a m e n d m en t, and  g iv e n  th a t D N R  has e s tim a te d  th a t the  
sale p r ic e  th ro u g h o u t th e  te rm  o f  th e  p roposed  c o n tra c t w i l l  be  h ig h e r  th a n  th e  v o lu m e -w e ig h te d  
average  o f  the  c u rre n t re p o r te d  n e tb a ck  p rice s  f i le d  b y  the  lessees (see “ A n a ly s is  o f  S tate 
B e n e fits ”  b e lo w ) , th e  a m e n d m e n t sa tis fie s  th e  c o n d it io n  th a t th is  d isp o sa l w i l l  re lie v e  m a rk e t 
c o n d it io n s  as d e fin e d  in  11 A A C  0 3 .024 .

C o n s is te n t w i t h  h is  o b l ig a t io n s  u n d e r  11 A A C  0 3 .0 4 0  a n d  11 A A C  0 3 .0 2 0 , th e  p r e l im in a r y  
f in d in g  a n d  d e te r m in a t io n  p u b l is h e d  o n  D e c e m b e r  6 ,2 0 1 3  re p re s e n te d  th e  C o m m is s io n e r ’ s 
f o r m a l  n o t i f ic a t io n  to  th e  R o y a lt y  B o a rd  o f  h is  in te n t  to  w a iv e  c o m p e t it iv e  b id d in g .  A ls o , 
u n d e r  A S  3 8 .0 6 .0 5 0 (a ) , 11 A A C  0 3 .0 3 0 , a n d  11 A A C  0 3 .0 4 0 , th e  C o m m is s io n e r  s u b m it te d

4 AS 38.05.183(d) place a similar requirement on the Commissioner.
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th is  p r e l im in a r y  f in d in g  a n d  d e te r m in a t io n  to  th e  R o y a lt y  B o a r d  f o r  i ts  re v ie w  a n d  
re c o m m e n d a t io n  to  th e  A la s k a  L e g is la tu re .

In  m a k in g  th is  F in d in g , th e  C o m m is s io n e r a lso  co n s id e re d  th e  c r ite r ia  l is te d  in  A S  3 8 .0 5 .1 8 3 (e ) 
and A S  3 8 .0 6 .0 7 0 (a ). T h e  C o m m is s io n e r ’ s a n a lys is  o f  these c r ite r ia  is  d iscussed  in  d e ta il b e lo w . 
A s  o u tlin e d  in  11 A A C  0 3 .0 6 0 (a ), R IK  co n tra c ts  m u s t be  a w a rd e d  to  the  p ro s p e c t iv e  b u y e r  
w h o se  p ro p o s a l o ffe rs  m a x im u m  b e n e fit  to  the  c itize n s  o f  th e  S tate.

A n a ly s is  o f  S ta te  B e n e f its

A .  C a s h  V a lu e  O f fe r e d  -  A S  3 8 .0 5 .1 8 3 (e )(1 )

T he  p ro p o se d  a m e n d m e n t does n o t change the  p r ic e  te rm  o f  th e  O c to b e r 2 0 1 3  A g re e m e n t. A s  
such, th e  S tate e s tim a te s  th a t i t  w i l l  c o n tin u e  to  re ce ive  a p r ic e  fo r  i ts  R IK  o i l  th a t exceeds the  
p r ic e  i t  w o u ld  have re c e iv e d  i f  i t  e le c te d  to  ke e p  its  ro y a lty  o i l  in -v a lu e  ( “ R I V ” ). S u ch  cash 
va lu e  is  c o n s is te n t w i t h  the  S ta te ’ s o b lig a tio n s  as m an d a te d  in  11 A A C  0 3 .0 2 6  and  
11 A A C  0 3 .0 2 4 . U n d e r  th e  p ro p o se d  a m e n d m en t, the  S ta te  w i l l  c o n tin u e  to  s u p p ly  th e  N ik is k i  
re f in e ry  w ith  a m a x im u m  o f  15 ,000  b a rre ls  p e r  day  o f  N o r th  S lo p e  ro y a lty  c ru d e  o i l.  B ased  on  
the  D e p a rtm e n t o f  R e v e n u e ’ s e s tim a te d  A N S  p r ic e , T A P S  ta r i f f ,  a n d  u p s tre a m  d e d u c tio n  
fo recas ts , S ta te  revenues  f r o m  th e  o n e -ye a r o f  R IK  d e liv e r ie s  w i l l  to ta l b e tw e e n  $ 1 9 3  m i l l io n  and 
$ 5 8 0  m i l l io n .5

T h e  S tate is  o b lig e d  to  re c e iv e  m o n e ta ry  c o n s id e ra tio n  fo r  its  R IK  th a t i t  e s tim a te s  w i l l  exceed  
the  v o lu m e -w e ig h te d  average  m o n e ta ry  c o n s id e ra tio n  re ce ive d  fo r  i ts  R IV .  G iv e n  th a t u n d e r the  
p ro p o se d  a m e n d m e n t th e  a llo w a n c e s  u p s tre a m  o f  V a ld e z  are s im ila r  fo r  R IK  and  R IV ,  th is  is  
ta n ta m o u n t to  re q u ir in g  th a t th e  d if fe re n c e  b e tw e e n  the  R IK  U S  W e s t C o a s t ( “ U S W C ” ) 
d e s tin a tio n  v a lu e , th e  p r ic e  w h e re  m o s t A N S  o i l  is  so ld , and  the  R IK  d if fe re n t ia l  be  g re a te r than  
the  d iffe re n c e  b e tw e e n  the  v o lu m e -w e ig h te d  R IV  U S W C  d e s tin a tio n  v a lu e  and  v o lu m e -w e ig h te d  
R IV  m a rin e  a llo w a n c e . G u a ra n te e in g  th is  s tanda rd , h o w e v e r, re q u ire s  k n o w le d g e  o f  fu tu re  
even ts  th a t are  u n k n o w a b le . F o r  th e  O c to b e r 20 1 3  A g re e m e n t, th e  S tate re l ie d  o n  b o th  a 
re tro s p e c tiv e  e x a m in a tio n  and  reasonab le  e x p e c ta tio n s  a b o u t fu tu re  e c o n o m ic  c o n d it io n s  to  
d e ve lo p  co n tra c tu a l e le m e n ts  such  th a t R IK  w i l l  be  exp e c te d  to  exceed  R IV .  B a se d  o n  the  
ana lyses o u tlin e d  b e lo w — re ly in g  o n  an a p p roach  s im ila r  to  th a t ta ke n  in  th e  e v a lu a tio n  o f  the  
J u ly  2013  F H R  R IK  o i l  s u p p ly  c o n tra c t— D N R  expec ts  th e  p ro p o se d  a m e n d m e n t w i l l  c o n tin u e  to  
ach ieve  R IK  va lu e s  th a t w i l l  exceed  R IV  va lu e s .

D N R  com pared  the  R IV  va lu e  d e te rm in e d  b y  the  p r ic e  fo rm u la  in  the  O c to b e r  201 3  A g re e m e n t 
b y  w ith  the re a liz e d  v a lu e  o f  R IV  o v e r a h is to r ic a l f iv e  y e a r p e r io d . In  p a r t ic u la r ,  f o r  th e  p e r io d  
b e tw e e n  200 8  and  2 0 1 2 , D N R  e x a m in e d  the  d iffe re n c e  b e tw e e n  th e  R IV  v a lu e  fo r  ro y a lty  o i l  
ta ke n  fro m  P ru d h o e  B a y  a n d  th e  v a lu e  th a t w o u ld  have  been  re a liz e d  fo r  th e  R IK  ta ke n  fr o m  the  
same u n it  h a d  th e  p ro p o se d  c o n tra c t been in  e ffe c t. D N R  a lso  s im u lta n e o u s ly  u n d e rto o k  a 
c o m p le m e n ta ry  a p p ro a ch  to  d e te rm in in g  w h e th e r th e  S ta te  is  l ik e ly  to  exceed  R E K -R IV  p a r ity  by  
d e v e lo p in g  reasonab le  e x p e c ta tio n s  c o n c e rn in g  fu tu re  changes to  d e s tin a tio n  v a lu e  and  m a rin e  
tra n s p o rta tio n  a llo w a n c e s . T hese  reasonab le  e xp e c ta tio n s  w e re  c o m b in e d  w ith  th e  re tro s p e c tiv e

5 Alaska Department of Revenue, Revenue Sources Book Fall 2012.
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a n a lys is  to  d e te rm in e  w h e th e r  i t  w as l ik e ly  th a t th e  S ta te  w o u ld  a ch ie ve  R I K  v a lu e s  th a t w i l l  
exceed  R IV  va lues.

T h e  re tro s p e c tiv e  a n a ly s is  re v e a le d  th a t i f  the  p ro p o se d  c o n tra c t had  been  in  e ffe c t d u r in g  the  
20 0 8  to  2 0 1 2  p e r io d , R IK  w o u ld  have exceeded  R IV  b y  an ave rage  o f  ju s t  m o re  th a n  tw e n ty - f iv e  
cen ts  p e r b a rre l. B u t,  the  v a lu e  o f  D N R ’ s re tro s p e c tiv e  a n a lys is  h in g es  c r i t ic a l ly  o n  w h e th e r th e  
h is to r ic a l p e r io d  used  in  th e  re tro s p e c tiv e  a n a lys is  is  re p re se n ta tive  o f  th e  fu tu re . T h e  d ra m a tic  
d is ru p tio n s  in  w o r ld  e c o n o m ic  c o n d it io n s  be tw e e n  200 8  and  2 0 1 0  w e re  v i r tu a l ly  unp receden ted . 
T h e  A N S  U S W C  d e liv e re d  v a lu e  illu s tra te s  ju s t  h o w  d ra m a tic  these e c o n o m ic  changes a ffe c te d  
w o r ld  o i l  m a rke ts . T h e  m o n th ly  average  va lu e  fo r  a  b a rre l o f  A N S  d e liv e re d  to  the  U S W C  began 
20 0 8  a t $ 9 1 .1 2 , rose  to  $ 1 3 4 .1 2  b y  June 2 0 0 8 , a n d  th e n  fe l l  p re c ip ito u s ly  th ro u g h  the  la s t h a l f  o f  
the  yea r to  f in is h  2 0 0 8  a t $ 4 0 .0 3 . A f te r  h i t t in g  th is  b o tto m , th e  v a lu e  o f  A N S  sa w 'a  steady 
u p w a rd  m a rc h  th ro u g h  2 0 1 1 , c ro s s in g  th e  $10 0  p e r b a rre l th re s h o ld  in  M a rc h  2 0 1 1 .6 G iv e n  
these a b e rra tion s , r e ly in g  o n  d a te d  in fo rm a tio n  f r o m  a p e r io d  o f  s u b s ta n tia l e c o n o m ic  u p h e a va l 
has the  p o te n tia l to  d is to r t  th e  a n a lys is  o f  th e  p ro p o se d  co n tra c t. In d e e d , w h e n  e x a m in in g  the  
d iffe re n c e  b e tw e e n  th e  V a ld e z  va lu e  u n d e r the  O c to b e r 2013  A g re e m e n t ve rsu s  th e  V a ld e z  va lu e  
o f  R IV  fo r  2 0 1 1 , th e  p ro p o se d  co n tra c t w o u ld  h a ve  earned an ave rage  o f  s ix ty - f iv e  cen ts  m o re  
th a n  w as  re ce ive d  o n  ave rage  fo r  a ba rre l o f  R IV .  In  2 0 1 2 , th is  d if fe re n c e  g ro w s  m o re  s t i l l ,  w ith  
th e  O c to b e r 2013  A g re e m e n t g e n e ra tin g  $ 1 .4 4  m o re , on  ave rage , than  R IV .  T a k e n  as a w h o le , 
th e  re tro s p e c tiv e  a n a ly s is  in d ic a te d  tha t the  re ve n u e  genera ted  f r o m  R IK  u n d e r O c to b e r 2013  
A g re e m e n t w o u ld  h a ve  exceeded  th e  ave rage  re ve n u e  re ce ive d  fo r  P ru d h o e  B a y  R TV. T h e  
re tro s p e c tiv e  a n a ly s is  is  a ls o  v a l id  fo r  tire  v a lu e  o f  d e liv e r ie s  d u r in g  the  o n e -y e a r e x te n s io n  un d e r 
th e  p ro posed  a m e n d m en t.

A s  a p a rt o f  its  h is to r ic a l a n a lys is , D N R  a n a lyze d  th e  d iffe re n c e  b e tw e e n  tire  R IV  U S W C  
d e s tin a tio n  v a lu e  a n d  the  R T V  d if fe re n t ia l a lo n g  w ith  the  c o rre s p o n d in g  e le m e n ts  e m b e d d e d  in  
th e  R IK  p r ic e  fo rm u la . W ith  re sp e c t to  d e s tin a tio n  va lu e , i t  s h o u ld  be n o te d  th a t m o s t o f  the  
S ta te ’ s N o r th  S lo p e  R IV  o i l  has a d e s tin a tio n  v a lu e  d e fin e d  b y  p ro v is io n s  in  th e  v a r io u s  R S A s  
b e tw e e n  the  S tate and  B P , E x x o n M o b il ,  and  C o n o c o P h ill ip s . E a ch  o f  th e  R S A s  sp e c ifie s  
d if fe re n t d e s tin a tio n  va lu e s . P re s e n tly , B P  uses o n ly  the  A N S  U S W C  s p o t p r ic e  re p o rte d  in  
P la tts . C o n o c o P h ill ip s  uses an average o f  the  A N S  U S W C  sp o t p r ic e  re p o rte d  b y  P la tts  and  
R eu te rs . E x x o n M o b il  uses a m a rk e t baske t o f  c ru d e  va lues— in c lu d in g  A N S , W T I ,  Is th m u s  (a  
M e x ic a n  c ru d e ), and  L in e  63  (a  C a li fo rn ia  c ru d e )— as re p o rte d  b y  P la tts . T h e  E x x o n M o b il  
m a rk e t baske t is  c o n s tra in e d  to  be n o  g rea te r th a n  P la tts  re p o rte d  A N S  U S W C  v a lu e  p lu s  f i f t y  
cen ts  and no  less th a n  P la tts  re p o rte d  A N S  U S W C  va lu e  m in u s  f i f t y  cen ts . P u t s u c c in c tly , the  
R TV  v o lu m e  w e ig h te d  ave rage  d e s tin a tio n  va lu e  is  d r iv e n  m o re  s tro n g ly  b y  the  w e ig h t g iv e n  to  
P la tts  re p o rte d  p r ic e s  th a n  th e  P la tts -R e u te rs  average  used to  d e te rm in e  th e  d e s tin a tio n  v a lu e  in  
th e  p ro posed  R IK  c o n tra c t.

T o  see the  im p o rta n c e  o f  th is , one  m u s t lo o k  no  fu r th e r  th a n  the  d iv e rg e n c e  b e tw e e n  the  R IV  
d e s tin a tio n  va lu e  and  the  R IK  d e s tin a tio n  va lu e  a ttr ib u ta b le  in  p a r t to  th e  su dden  s h if t  in  th e  o i l  
m a rk e t. T h e  U S W C  d e liv e re d  m a rk e t va lu e  o f  A N S  as re p o rte d  b y  P la tts  becam e d e co u p le d  
fro m  the  m a rk e t p r ic e  re p o rte d  b y  R eu te rs . O n  a  m o n th ly  average  bas is , b e tw e e n  Jan u a ry  2005  
and  D e ce m b e r 2 0 0 7 , th e  d if fe re n c e  be tw e e n  the  U S W C  v a lu e  o f  A N S  re p o rte d  b y  P la tts  and  th e  
average  U S W C  v a lu e  o f  A N S  re p o rte d  b y  R eu te rs  w as  $ -0 .0 9 , m e a n in g  th a t tire  average  o f  the

6 Prices reported in Platts Oiigram.
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va lues  re p o rte d  b y  R e u te rs  exceeded  the P la tts  v a lu e  b y  n e a r ly  n in e  cents. H o w e v e r , d u r in g  th e  
p e r io d  fro m  Ja n u a ry  2 0 0 8  to  D e c e m b e r 2 0 1 2 , th is  changes. D u r in g  th is  p e r io d , o n  a m o n th ly  
average bas is , P la tts  re p o rte d  A N S  U S W C  v a lu e  exceeded the  v a lu e  re p o rte d  b y  R e u te rs  b y  
$0 .6 9 . In  2 0 1 2 , these  d is p a r it ie s  began  to  ease, w ith  P la tts  re p o r t in g  va lu e s  th a t exceeded  the  
va lu e  re p o rte d  b y  R e u te rs  b y  $ 0 .3 3 . P u t d if fe re n t ly ,  i f  the  p a tte rn  o b se rve d  in  p r ic e  re p o r tin g  
da ta  d u r in g  200 8  to  2011  had  been  c o n s is te n t w ith  m o re  re ce n t (a n d  m o re  d is ta n t)  h is to r ic a l 
pa tte rns , th e  S ta te ’ s re tro s p e c tiv e  a n a lys is  w o u ld  have  in d ic a te d  th a t the  p e r -b a rre l c o n s id e ra tio n  
re ce ive d  u n d e r th e  p ro p o s e d  c o n tra c t w o u ld  have  exceeded  th e  average  c o n s id e ra tio n  re ce ive d  
fo r  R IV  b y  an e ve n  w id e r  m a rg in .

T h e  o th e r k e y  te rm  im p a c tin g  the  d if fe re n c e  b e tw e e n  R IK  and  R IV  is  the  m a r in e  tra n s p o rta t io n  
a llo w a n ce s  p e rm it te d  u n d e r th e  R S A s . In  c a lc u la t in g  th e ir  ro y a lty  o b lig a t io n  th e  p ro d u c e rs  are 
a llo w e d  to  d e d u c t e ith e r  th e ir  a c tu a l and reasonab le  costs, o r  a fo rm u la -c a lc u la te d  p ro x y  o f  th e ir  
cos ts , o f  tra n s p o rtin g  th e  S ta te ’ s R TV  to  th e  U S W C . M a n y  o f  th e  a llo w a b le  co s ts  assoc ia ted  w ith  
th e  tra n s p o rta t io n  o f  R IV  to  th e  U S W C  are f ix e d  costs th a t do  n o t depend  o n  th e  v o lu m e  o f  o i l  
tra n sp o rte d . F o r  e x a m p le , th e  expense  assoc ia ted  w ith  f le e t d e p re c ia tio n , re tu rn  o n  c a p ita l, 
m in im u m  s ta ff in g  re q u ire m e n ts , som e o p e ra tin g  costs , and  o ve rh e a d  are a ffe c te d  v e ry  l i t t le  b y  
the  m a rg in a l b a rre l o f  c rude  o i l.  T h e  s m a ll co s t sav ings  assoc ia ted  w ith  s h ip p in g  one  fe w e r 
b a rre l o f  o i l  is  m o re  th a n  o ffs e t b y  sp re a d in g  to ta l costs across a s m a lle r  n u m b e r  o f  b a rre ls . A s  
th e  v o lu m e  o f  N o r th  S lo p e  o i l  p ro d u c t io n  c o n tin u e s  to  d e c lin e  o v e r the  c o n tra c t p e r io d , th e  S tate 
can  e xp e c t th a t the  m a r in e  tra n s p o rta t io n  a llo w a n c e  c la im e d  b y  R IV  sh ip p e rs  w i l l  tre n d  h ig h e r, 
o n  a p e r b a rre l b as is .7 S uch  an in te rp re ta tio n  is  fu r th e r  b u ttre sse d  b y  the  in c re a s in g  tre n d  
ob se rve d  fo r  the  v a r ia b le  costs  fo r  o p e ra tin g  vesse ls in  th e  A N S  trade . A s  an  e x a m p le , n e w  ru les  
g o v e rn in g  th e  use o f  m o re  e xp e n s ive  lo w -s u lfu r  fu e l w e re  im p o s e d  o n  th e  f le e t in  2 0 12.8

T h e  data can  be used  to  in fe r  th is  in c re a s in g  tre n d . D N R  e s tim a te d  th e  v o lu m e -w e ig h te d  average 
m a rin e  tra n s p o rta t io n  a llo w a n c e  w as  $2 .65  in  2 0 0 8 .9 T h e  m a r in e  tra n s p o rta t io n  a llo w a n c e  
d e c lin e d  in  2 0 0 9  to  $ 2 .2 3 , b u t th e n  rose  in  2 0 1 0  to  $ 2 .6 2  and  rose  once  a g a in  in  2011 to  $3 .15 .
In  its  a n a lys is  o f  th e  O c to b e r 201 3  A g re e m e n t D N R  e s tim a te d  th a t th e  v o lu m e -w e ig h te d  m a r in e  
tra n s p o rta t io n  a llo w a n c e  in  2 0 1 2  w a s  in  excess o f  $ 3 .6 0 . C o n s is te n t w ith  the  v ie w  o f  in c re a s in g  
average  tra n s p o rta t io n  costs, th e  D e p a rtm e n t o f  R e ve n ue  fo recas ts  th a t ave ra g e  a llo w a b le  m a r in e  
tra n s p o rta t io n  c la im e d  b y  p ro d u c e rs  fo r  ta x  pu rposes  w i l l  r is e  f r o m  $ 3 .67  in  f is c a l ye a r 2 0 1 4  to  
$ 3 .7 2  in  f is c a l ye a r 201 5  and  $ 3 .7 7  in  f is c a l y e a r 2016 . A s  th e  u p w a rd  tre n d  o b se rve d  in  m a rin e  
tra n s p o rta t io n  a llo w a n c e  co n tin u e s , the  d iffe re n c e  b e tw e e n  th e  R TV  m a r in e  tra n s p o rta t io n  
a llo w a n c e  and  th e  R IK  D if fe re n t ia l in  the  O c to b e r 2013  A g re e m e n t and w i l l  w id e n  d u r in g  the  
o n e -ye a r e x te n s io n  u n d e r th e  p ro p o s e d  a m e n d m en t.

B . P ro je c te d  E f fe c t  o f  th e  S a le  o n  th e  E c o n o m y  o f  th e  S ta te  -  A S  3 8 .0 5 .1 8 3 (e )(2 )

T h e  p ro p o se d  a m e n d m e n t w i l l  p ro v id e  th e  S ta te  an e s tim a te d  $193  m i l l io n  to  $ 5 8 0  m i l l io n  in  
to ta l ro y a lty  re ve n u e  d u r in g  th e  cou rse  o f  th e  o n e -ye a r e x te n s io n . T h e  sa le  m a y  a lso  h e lp  
fa c il ita te  tire  c o n tin u e d  o p e ra tio n  o f  the  N ik is k i  re f in e ry  w ith  the  e c o n o m ic  b e n e fits  th a t

7 This is very dependent on the number o f vessels in the ANS fleet and how well the fleet capacity matches ANS production. 
ExxonMobil is presently preparing to increase its number o f vessels in its ANS fleet.
8 Even more stringent—and costly—sulfur content requirements for marine fuel will be imposed on the ANS fleet in 2015.
9 The reported volume-weighted average marine transportation allowances reported here were inferred from the lessee’s royalty 
fillings to ensure that data confidentiality was preserved.
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a cco m p a n y  su ch  o p e ra tio n s . T h e  N ik is k i  re f in e ry  p roduces  ro u g h ly  tw o  to  th re e  m i l l io n  g a llo n s  
p e r d a y  o f  re f in e d  p e tro le u m  p ro d u c ts , m o s t o f  w h ic h  w i l l  be co n su m e d  in  A la s k a . T e s o ro ’ s 
N ik is k i  re f in e ry  is  a lso  the  la rg e s t ta x  p a ye r in  the  K e n a i P e n in su la  B o ro u g h  (K P B )  and  e m p lo ys  
2 0 0  A la s k a n s  in  fu l l - t im e ,  h ig h  p a y in g  p o s it io n s . A s  w as  n o te d  ab o ve  fo r  th e  O c to b e r 2013  
A g re e m e n t, b y  e n te r in g  in to  th e  p ro p o se d  a m e n d m en t, T e so ro  is  s ig n a lin g  th e  to ta l v a lu e  d e rive d  
f r o m  th e  p ro p o se d  c o n tra c t is  a t leas t e q u a l to  th a t w h ic h  c o u ld  be  secu red  f r o m  the  p r iv a te  
m a rk e t. In s o fa r  as th e  in c re m e n ta l v a lu e  in  the  p ro p o se d  a m e n d m en t h e lp s  fa c il ita te  co n tin u e d  
o p e ra tio n s  a t the  N ik is k i  re f in e ry ,  the  p ro p o se d  co n tra c t b e n e fits  th e  A la s k a n  e c o n o m y .

C . P ro je c te d  B e n e f its  o f  R e f in in g  o r  P ro c e s s in g  th e  O i l  in  A la s k a  -  A S  3 8 .0 5 .1 8 3 (e )(3 )

T h e  p ro p o se d  a m e n d m e n t o f  r o y a lty  o i l  w i l l  h e lp  ensure c o n tin u e d  in -s ta te  p ro c e s s in g  w ith  its  
p o te n t ia l p r ic e  and la b o r  m a rk e t b e n e fits . P ro d u c ts  fro m  in -s ta te  re f in e rs  s u p p ly  a s u b s ta n tia l 
p ro p o r t io n  o f  th e  s ta te ’ s needs fo r  re f in e d  p e tro le u m  p ro d u c ts . G iv e n  th e  s m a ll and  iso la te d  
n a tu re  o f  the  A la s k a  m a rk e t, i t  is  p ro b a b le  th a t in  th e  absence o f  in -s ta te  r e f in in g  c a p a c ity , 
A la s k a n s  w o u ld  obse rve  h ig h e r  w h o le sa le  p rice s  fo r  re f in e d  p e tro le u m  p ro d u c ts . N o t  o n ly  c o u ld  
th is  m a n ife s t as h ig h e r re ta il  p r ic e s  fo r  A la s k a  re s id e n ts  w h o  a lre a d y  e xp e n d  m o re  o n  a p e r cap ita  
bas is  fo r  e n e rg y  th a n  re s id e n ts  o f  any o th e r sta te , b u t the  u b iq u ity  o f  re f in e d  p e tro le u m  in  the  
p ro d u c t io n  and  d is tr ib u t io n  o f  goods  m eans such  a p r ic e  increase  c o u ld  a ffe c t th e  A la s k a  
e c o n o m y  th ro u g h  s m a lle r  p r o f i t  m a rg in s , h ig h e r c o n su m e r cos ts  fo r  n o n -p e tro le u m  g oods , and  a 
deg raded  c o m p e tit iv e  p o s it io n  fo r  A la s k a n  goods s o ld  O u ts id e . T h e  m a g n itu d e  o f  these e ffe c ts  is 
u n k n o w n  and  q u ite  h a rd  to  e m p ir ic a lly  iso la te , b u t i t  is  c le a r th a t i t  w i l l  be  d ire c t ly  re la te d  to  the  
s ize  o f  the  change  in  th e  u n d e r ly in g  co s t o f  re f in e d  p e tro le u m .

T h e  absence o f  the  in -s ta te  re f in in g  c a p a c ity  p ro v id e d  b y  T e so ro  w o u ld  a lso  h a ve  d ire c t, in d ire c t, 
and  in d u c e d  la b o r m a rk e t im p a c ts  in  A la s k a . T e so ro  c u rre n tly  e m p lo y s  2 0 0  A la s k a n s  in  h ig h  
p a y in g  p o s it io n s , p o s it io n s  th a t w o u ld  n o t e x is t w ith o u t  the  p resence o f  th e  re f in e ry .

D . A b i l i t y  o f  P ro s p e c t iv e  B u y e r  to  P ro v id e  R e f in e d  P ro d u c ts  f o r  D is t r ib u t io n  a n d  S a le
in  th e  S ta te  w i t h  P r ic e  o r  S u p p ly  B e n e f its  to  th e  C it iz e n s  o f  A la s k a  -
A S  3 8 .0 5 .1 8 3 (e )(4 )

T e s o ro ’ s N ik is k i  re f in e ry  began  p ro d u c in g  re f in e d  p e tro le u m  p ro d u c ts  in  1969 . T h e  N ik is k i  
re f in e ry  c o n tin u e s  to  ope ra te  to  th is  day, p ro d u c in g  w e ll  o v e r 7 1 0  m i l l io n  g a llo n s  o f  re f in e d  
p ro d u c t p e r y e a r. O f  th is  7 1 0  m i l l io n  g a llo n s  o f  re f in e d  p ro d u c t p ro d u c e d  b y  T e so ro  p e r yea r, 
th i r t y - f iv e  p e rc e n t ( ro u g h ly  a q u a rte r o f  a b i l l io n  g a llo n s ) w i l l  be  je t  fu e l. N e a r ly  a l l  o f  th is  je t  
fu e l w i l l  be tra n s p o rte d  to  A n c h o ra g e  v ia  a T e so ro  o w n e d  c o m m o n -c a rr ie r  p ip e lin e  to  su p p o rt 
o p e ra tio n s  a t T e d  S tevens A n c h o ra g e  In te rn a t io n a l A ir p o r t ,  the  fo u r th  b u s ie s t ca rg o  a irp o r t in  the  
w o r ld 10 and  the  e c o n o m ic  e n g in e  th a t su p p o rts  one o u t o f  e ve ry  ten  jo b s 11 in  A n c h o ra g e . T h e  
re m a in in g  re f in e ry  o u tp u t is p r im a r i ly  a c o m b in a tio n  o f  g a so lin e  and  u l t r a - lo w  s u lfu r  d iese l. 
T h e re  is  l i t t le  q u e s tio n  th a t T e s o ro ’ s N ik is k i  re f in e ry  can  s u p p ly  re f in e d  p ro d u c ts  to  A la ska n s .

10 Where busiest is measured by cargo throughput. Alaska Department o f Transportation &  Public Facilities, Access at 
http://dot.alaska.eov/anc/ on 02/19/13.
11 Alaska Department of Transportation &  Public Facilities, Access at hltD://dot.alaska.gov/anc/ on 02/19/13.
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E . E x is te n c e  a n d  E x te n t  o f  P re s e n t a n d  P ro je c te d  L o c a l  a n d  R e g io n a l N e e d s  f o r  O i l  
a n d  G as  P ro d u c ts  -  A S  3 8 .0 6 .0 7 0 (a )(2 )

O n  a p e r c a p ita  bas is , A la s k a n s  spend  m o re  on  ene rgy  th a n  re s id e n ts  o f  a n y  o th e r  sta te . T h is  
h ig h  e xp e n d itu re  ra te  is  d r iv e n  in  la rg e  p a r t b y  the  v e ry  h ig h  p e r u n i t  cos t p a id  b y  A la s k a n s  fo r  
en e rg y . M o s t p e r t in e n t fo r  c u rre n t pu rposes, A la s k a n s  p a y  th e  second  h ig h e s t ra tes in  th e  
c o u n try  fo r  g a so lin e , and  som e o f  th e  h ig h e s t rates in  th e  n a tio n  f o r  d is t i l la te  fu e ls  in c lu d in g  
d ie se l and hom e  h e a tin g  fu e l.  I t  is  n o t l ik e ly  th a t th e  p ro p o se d  sale w i l l  m a te r ia lly  re d u ce  the  
p r ic e  p a id  b y  A la s k a n  co n su m e rs  fo r  re f in e d  p e tro le u m  p ro d u c ts .

In  2011 A la s k a  c o n su m e d  ju s t  o v e r 2 7 8  m i l l io n  g a llo n s  o f  g a s o lin e  and o v e r  875  m i l l io n  g a llo n s  
o f  je t  fu e l. A s s u m in g  these  n u m b e rs  are re p re se n ta tive  o f  c u rre n t c o n s u m p tio n , T e s o ro  s u p p lie d  
w e ll  o v e r 60  p e rce n t o f  th e  g a s o lin e  co n su m e d  b y  A la s k a n s  and  w e l l  o v e r  28  p e rc e n t o f  th e  je t  
fu e l consum ed  b y  A la s k a n s  (o r  th o se  in  A la s k a ). C le a r ly , th e  loss  o f  th is  v o lu m e  o f  g a s o lin e  and 
je t  fu e l c o u ld  genera te  s u b s ta n tia l re g io n a l and s ta te -w id e  need  fo r  re f in e d  p e tro le u m  p ro d u c ts .

F . R e v e n u e  N e e d s  a n d  P ro je c te d  F is c a l C o n d it io n  o f  th e  S ta te  -  A S  3 8 .0 6 .0 7 0 (a )(1 )

T h e  S ta te ’ s f is c a l c o n d it io n  has been  s tro n g  in  re ce n t years , b u t  re c e n t O f f ic e  o f  M a n a g e m e n t 
and  B u d g e t p ro je c tio n s  in d ic a te  th a t th e  S tate c o u ld  e xp e rie n ce  b u d g e t s h o r t fa l ls  f r o m  F Y  2015  
th ro u g h  F Y  2 0 2 3 . T h e  sa le  o f  ro y a lty  o i l  u n d e r the  p ro p o se d  a m e n d m e n t is  p ro je c te d  to  genera te  
be tw een  $193 m i l l io n  a n d  $ 5 8 0  m i l l io n  in  S tate  revenue . T h e  O c to b e r 2 0 1 3  A g re e m e n t and 
p ro p o se d  a m e n d m e n t can be  e xp e c te d  to  y ie ld  revenues th a t are  g re a te r th a n  w h a t w o u ld  have  
been re a liz e d  had  th e  S ta te ’ s ro y a l ty  been  le f t  in  va lu e . T ire  p ro p o se d  a m e n d m e n t m a y  even 
o f fe r  a s m a ll in c re m e n ta l im p ro v e m e n t to  the  S ta te ’ s f is c a l p ic tu re  b y  g e n e ra tin g  increased  
revenue  th ro u g h  a rb itra g e . W h i le  the  in c re m e n ta l re ve n u e  g e n e ra ted  th ro u g h  th e  p ro p o se d  sa le  
w i l l  n o t o ffs e t th e  d e f ic its  th a t a re  p ro je c te d  b y  the  less o p t im is t ic  scenarios  o u t l in e d  b y  the  
G o v e rn o r ’ s O f f ic e  o f  M a n a g e m e n t and  B u d g e t, th e  p ro p o se d  sale w i l l  do  n o  h a rm  to  th e  S ta te ’ s 
revenue  p ic tu re .

G . D e s ir a b i l i t y  o f  L o c a l iz e d  C a p it a l  In v e s tm e n t ,  In c re a s e d  P a y r o l l ,  S e c o n d a ry  
D e v e lo p m e n t a n d  O t h e r  P o s s ib le  E ffe c ts  o f  th e  S a le  -  A S  3 8 .0 6 .0 7 0 (a )(3 )

T h e  p ro p o se d  a m e n d m e n t w i l l ,  in  and  o f  i ts e lf ,  re q u ire  no  a d d it io n a l c a p ita l in v e s tm e n t, in d u c e  
no  change in  p a y ro l l,  y ie ld  n o  s e co n d a ry  d e v e lo p m e n t and  h a ve  fe w  o th e r consequences. D u r in g  
n e g o tia tio n s  o f  th e  O c to b e r 2013  A g re e m e n t, T e so ro  in d ic a te d  th a t the  N o r th  S lo p e  ro y a lty  o i l  
d e liv e re d  b y  the  S tate w o u ld  be  used  in  a  s ta tu s -q u o  fa s h io n . R o y a lty  o i l  w i l l  re p la ce  p r iv a te  
sources o f  fe e d s to ck  to  ru n  th e  o p e ra tio n s  a t th e  N ik is k i  re f in e ry . I f  th e  S ta te ’ s R IK  is  used in  
such  a fa sh io n , th e re  w i l l  be  l i t t le  in c re m e n ta l c a p ita l in v e s tm e n t, p a y ro ll,  se co n d a ry  
d e v e lo p m e n t, o r  o th e r e ffe c ts .

H .  P ro je c te d  P o s it iv e  a n d  N e g a t iv e  E n v ir o n m e n ta l  E ffe c ts  -  A S  3 8 .0 6 .0 7 0 (a )(7 )

T h e  sale o f  R IK  o i l  w i l l ,  in  and  o f  i ts e lf ,  have  n o  n e g a tive  e n v iro n m e n ta l e ffe c ts  and w i l l  n o t 
a ffe c t the  v o lu m e  o f  o i l  s h ip p e d  in  A la s k a . I f  R IK  o i l  s im p ly  rep laces  o i l  th a t w o u ld  have  been  
pu rchased  fro m  th e  p r iv a te  m a rk e t a t th e  V a ld e z  M a r in e  T e m iin a l  o n  a o n e -to -o n e  bas is , th e n
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th e re  is  n o  e n v iro n m e n ta l im p a c t. I f  th e  R IK  o i l  rep laces c ru d e  th a t w o u ld  h a ve  been  im p o rte d  
fro m  abroad , and  th e re  is  a  n o n -z e ro  r is k  o f  adverse  e n v iro m n e n ta l e ffe c t p e r b a rre l p e r m ile , 
th e n  the  p ro p o se d  m a y  h a ve  a s m a ll p o s it iv e  e n v iro n m e n ta l e ffe c t. T a k e n  as a w h o le , the  
p ro p o se d  c o n tra c t is  e xp e c te d  to  have  v e ry  l i t t le  in c re m e n ta l e n v iro n m e n ta l im p a c t.

I t  s h o u ld  a lso  be n o te d  th a t th e  S tate tra n s fe rs  t i t le  and r is k  fo r  R IK  c ru d e  to  d ie  b u y e r a t the  
p o in t  o f  d e l iv e ry .12 T h is  le g a l c o n s tru c tio n  does n o t change th e  v o lu m e  o f  o i l  f lo w in g  th ro u g h  
T A P S  o n  a g iv e n  d a y  a n d  does n o t im p a c t e n v iro n m e n ta l r is k . H o w e v e r , i t  does in s u la te  the  
S ta te  fr o m  the  f in a n c ia l r is k  assoc ia ted  w ith  an adverse  e n v iro n m e n ta l o u tco m e .

I .  P ro je c te d  S o c ia l Im p a c ts  -  A S  3 8 .0 6 .0 7 0 (a )(4 )

B e y o n d  th e  d ire c t re ve n u e  im p a c t, th e  p ro p o se d  a m e n d m e n t is  u n l ik e ly  to  have  a n y  in c re m e n ta l 
s o c ia l im p a c t. T h e  ro y a lty  o i l  s o ld  un d e r th e  O c to b e r 2013 A g re e m e n t is  u n l ik e ly  to  m a te r ia lly  
im p a c t re f in e ry  o p e ra tio n s . A s  such , no  lo n g -ru n  p o p u la t io n  re d is tr ib u t io n , change  in  d ie  
u t i l iz a t io n  o f  s o c ia l se rv ice s , o r  o th e r s o c ia l im p a c ts  are expected .

J .  T h e  P ro je c te d  A d d i t io n a l  C o s ts  a n d  R e s p o n s ib il i t ie s  W h ic h  C o u ld  B e  Im p o s e d
U p o n  th e  S ta te  a n d  A f fe c te d  P o l i t ic a l  S u b d iv is io n s  b y  D e v e lo p m e n t R e la te d  to  th e  
T r a n s a c t io n  -  A S  3 8 .0 6 .0 7 0 (a )(5 )

T h e  p ro p o se d  a m e n d m e n t, in  and  o f  i ts e lf ,  is  exp e c te d  to  gene ra te  n e g lig ib le  a d d it io n a l cos t o r  
re s p o n s ib il it ie s  fo r  the  S ta te  o r  th e  K e n a i P e n in s u la  B o ro u g h . T h e  S ta te ’ s r o y a lty  o i l  is  expected  
to  s im p ly  d isp la ce  c ru d e  secu red  fro m  the  p r iv a te  m a rke t. T h e  p ro p o se d  a m e n d m e n t is  u n l ik e ly  
to  m a te r ia lly  im p a c t the  o p e ra tio n s  o f  th e  N ik is k i  re f in e ry . H o w e v e r, as w a s  d iscussed  above, 
w h e n  the  S ta te  se lls  its  R I K  i t  fa ces  co u n te rp a rty  r is k . W h ile  the  S tate  has a lo n g  and  success fu l 
h is to ry  s e llin g  its  r o y a lty  o i l  to  T e so ro , the re  e x is ts  a n o n -z e ro  p ro b a b il i ty  th a t T e so ro  c o u ld , f o r  
a h o s t o f  reasons, fa i l  to  f u l f i l l  its  o b lig a tio n s  u n d e r the p ro p o se d  c o n tra c t. S uch  a fa i lu re  c o u ld  
expose  th e  S tate  to  f in a n c ia l loss. T he  O c to b e r 20 1 3  A g re e m e n t re c o g n iz e d  th is  r is k  and 
m it ig a te d  i t  th ro u g h  a s e c u r ity  a rra n g em e n t th a t m a y  re q u ire  T e s o ro  to  p o s t a s ta n d -b y  le tte r  o f  
c re d it  w h o se  v a lu e  is  e q u a l to  the  e xpec ted  va lu e  o f  n in e ty  days  o f  ro y a lty  o i l .  T h e  sam e 
p ro v is io n  w i l l  a p p ly  d u r in g  th e  o n e  yea r te rm  u n d e r th e  p ro p o se d  a m e n d m en t.

K .  T h e  E x is te n c e  o f  S p e c if ic  L o c a l o r  R e g io n a l L a b o r  o r  C o n s u m p t io n  M a r k e ts  o r  B o th
W h ic h  S h o u ld  B e  M e t  b y  th e  T r a n s a c t io n  -  A S  3 8 .0 6 .0 7 0 (a )(6 )

T h e  p ro p o se d  a m e n d m e n t is  u n l ik e ly  to  in d u c e  s u b s ta n tia l n e w  h ir in g .  H o w e v e r , re f in e ry  
o p e ra tio n s  s u p p o rt m u lt ip le  lo c a l la b o r and  c o n s u m p tio n  m a rke ts . T h e  re f in e ry  d ire c t ly  e m p lo y s  
2 0 0  A la s k a n s , and  20  to  3 0  c o n tra c ts  at th e  N ik is k i  re f in e ry . T e s o ro  a lso  genera tes la b o r  dem and  
and  sa tis fie s  th e  need  o f  m u lt ip le  lo c a l c o n s u m p tio n  and la b o r  m a rke ts  th ro u g h  its  31 c o m p a n y - 
o w n e d  T e so ro  2 G o  re ta il o u tle ts , 4 4  T e so ro -b ra n d e d  s ta tio n s , and  4  U S A  G a s o lin e  s ta t io n s .13 
T h e  re f in e d  p ro d u c t f r o m  N ik is k i  a lso  s u p p lie s  th e  A n c h o ra g e  In te rn a t io n a l A ir p o r t ,  and  o th e r in ­
sta te  re fin e rs .

12 Put differently, the state instantaneously passes the title and risk of royalty oil from the producer to the buyer at the point of 
delivery.
13 Tesoro Kenai Fact Sheet, http://www.tsocorp.com/stellent/groups/public/documents/documents/alaskafact.pdf
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W ith  respect to  c o n s u m p tio n  m a rke ts , i t  s h o u ld  be re co g n ize d  th a t d e m and  fo r  re f in e d  p ro d u c t is  
q u ite  seasonal. T h e  p ro p o s e d  a m e n d m e n t p reserves a v a lu a b le  v o lu m e tr ic  o p tio n . B y  e x e rc is in g  
th is  o p tio n , T e so ro  m a y  a l ig n  th e ir  c ru d e  in v e n to ry  w ith  seasona l f lu c tu a t io n s  in  d e m a n d  fo r  
re f in e d  p ro d u c t. S uch  an  a lig n m e n t m a y  be o f  use in  m e e tin g  seasonal f lu c tu a t io n s  in  
c o n s u m p tio n  dem a n d  in  an  e c o n o m ic a lly  o p tim a l fa sh io n .

L .  T h e  P ro je c te d  E f fe c ts  o f  th e  P ro p o s e d  T r a n s a c t io n  u p o n  E x is t in g  P r iv a te  
C o m m e rc ia l E n te r p r is e  a n d  P a tte rn s  o f  In v e s tm e n t  -  A S  3 8 .0 6 .0 7 0 (a )(8 )

T ire  p roposed  a m e n d m e n t is  u n l ik e ly  to d e m o n s tra b ly  im p a c t th e  o p e ra tio n s  a t th e  N ik is k i  
re f in e ry . A s  has been  m e n tio n e d  b e fo re , th e  c ru d e  su p p lie d  u n d e r th e  p ro p o s e d  a m e n d m e n t w i l l  
l ik e ly  s im p ly  d is p la c e  c ru d e  f r o m  the  p r iv a te  m a rke t. A s  such , th e  p ro p o se d  a m e n d m e n t is  
expected  to  have  v e ry  l i t t le  im p a c t o n  e x is tin g  p r iv a te  c o m m e rc ia l e n te rp rise  and  p a tte rn s  o f  
in ve s tm e n t. H o w e v e r , th e  c o n tin u e d  o p e ra tio n  o f  the  N ik is k i  re f in e ry  w i l l  a l lo w  T e s o ro  to  
c o n tin u e  to  s u p p ly  its  cu s to m e rs , in c lu d in g  T e d  S tevens In te rn a t io n a l A ir p o r t  and  re g io n a l 
w h o le sa le  a n d  re ta il m a rke ts . T h e  c o n tin u e d  o p e ra tio n  o f  th e  N ik is k i  re f in e ry  w i l l  su s ta in  the  
dem and  th a t T e so ro  genera tes a m o n g  its  ve n d o rs  and  se rv ice rs .

P u b l ic  C o m m e n t

U n d e r 11 A A C  0 3 .0 2 0 (c )(2 ) , b e fo re  the  p u b lic a t io n  o f  a f in a l  f in d in g  and  d e te rm in a t io n , th e  
C o m m is s io n e r m u s t engage in  a p u b l ic  c o m m e n t p e r io d  la s tin g  n o t less th a n  30 days . T h e  p u b lic  
co m m e n t p e r io d  o n  th e  p ro p o s e d  R IK  sale began  D e c e m b e r 6 , 201 3  w ith  th e  p u b l ic  n o tic e , 
p u b lic a tio n , and  d is s e m in a tio n  o f  th e  P re lim in a ry  F in d in g  and  D e te rm in a t io n . T h e  p u b l ic  
c o m m e n t p e r io d  c lo s e d  o n  Ja n u a ry  6 , 2 0 1 4  a t 4 :3 0  P M . N o  c o m m e n ts  w e re  re ce ive d .

F in a l  F in d in g  a n d  D e te r m in a t io n

A .  D is p o s a l o f  R o y a lt y  O i l  I n - k in d  is  in  th e  S ta te ’ s B e s t In te r e s t

In  acco rdance  w ith  A S  3 8 .0 5 .1 8 2 (a ), 11 A A C  0 3 .0 1 0 (b ) and  (d ) , and  11 A A C  0 3 .0 6 0 , D N R  has 
d o cu m e n te d  its  f in a l  f in d in g  a n d  d e te rm in a tio n  in  th is  F in d in g . S u b je c t to  p u b l ic  re v ie w  o f  and  
co m m e n t o n  th is  F in d in g , th e  C o m m is s io n e r has d e te rm in e d  th a t i t  is  in  the  best in te re s t o f  th e  
State to  take  its  R IK  in  o rd e r to  s u p p ly  the  T e so ro  re f in e ry  at N ik is k i  w ith  fe e d s to c k  fo r  an 
a d d it io n a l one  ye a r u n d e r th e  sam e te rm s  o f  the  O c to b e r 20 1 3  A g re e m e n t.

B . C o m p e t i t iv e  B id d in g  is W a iv e d

C o n s is te n t w ith  the  re su lts  o f  the  s o lic ita t io n  d e sc rib e d  in  th e  f in d in g s  th a t a cco m p a n ie d  the  
O c to b e r 2013  A g re e m e n t, D N R ’ s assessm ent o f  the  p o te n tia l b e n e fits  o f  n e g o tia te d  R IK  
co n tra c ts , th e  C o m m is s io n e r has d e te rm in e d , in  acco rdance  w ith  A S  3 8 .0 5 .1 8 3 (a ) and  11 A A C  
0 3 .0 3 0 , th a t th e  bes t in te re s ts  o f  th e  S tate w i l l  be se rved  th ro u g h  th e  sale o f  its  R IK  to  T e so ro  
u n d e r n o n -c o m p e tit iv e  p ro ce d u re s . T h is  d is p o s it io n  w i l l  be  m ade to  re lie v e  m a rk e t c o n d it io n s  
(11 A A C  0 3 .0 2 4 ).
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T h e  p ro p o se d  a m e n d m e n t w i l l  p ro te c t th e  S ta te ’ s in te re s t and is  e s tim a te d  to  gene ra te  a sa le  p ric e  
th ro u g h o u t th e  te rm  o f  the  c o n tra c t th a t w i l l  be h ig h e r  th a n  the  v o lu m e -w e ig h te d  average  o f  the  
c u rre n t re p o rte d  n e tb a c k  p r ic e s  f i le  the  lessees fo r  ro y a lty  pu rposes . T h e  C o m m is s io n e r fu r th e r  
co n s id e re d  th a t D N R  has n e g o tia te d  a c o n tra c t th a t w i l l  p e rm it  a tra n sp a re n t and  e q u ita b le  
a llo c a t io n  o f  th e  S ta te ’ s r o y a lty  o i l  across a ll R IK  b u ye rs  s h o u ld  th e  S ta te ’ s v o lu m e tr ic  
e xp e c ta tio n s  be  in c o rre c t.

A  c o p y  o f  the  p re l im in a ry  f in d in g  and d e te rm in a t io n  and  its  enc losu res  w as  d e liv e re d  to  the  
R o y a lty  B o a rd  as n o t i f ic a t io n  u n d e r A S  3 8 .0 5 .1 8 3 (a ) and  11 A A C  0 3 .0 1 0 (g )  th a t the  
c o m m is s io n e r in te n d e d  to  w a iv e  c o m p e tit iv e  b id d in g  fo r  th is  R IK  sale.

C . T h e  P ro p o s e d  R I K  O i l  S a le  O f fe r s  M a x im u m  B e n e f its  to  th e  S ta te

W h e n  R IK  is  s o ld  th ro u g h  a p rocess  o th e r th a n  c o m p e tit iv e  b id ,  th e  C o m m is s io n e r s h a ll aw a rd  
th e  d isp o sa l to  th e  p ro s p e c tiv e  b u y e r w h o se  p ro p o s a l o ffe rs  the  m a x im u m  b e n e fits  to  the c itiz e n s  
o f  the  S tate o f  A la s k a . In  m a k in g  th e  a w a rd  th e  C o m m is s io n e r m u s t c o n s id e r th e  c r ite r ia  se t o u t 
in  A S  3 8 .0 5 .1 8 3 (e ) and  in  A S  3 8 .0 6 .0 7 0 (a ), T h e  C o m m is s io n e r ’ s in -d e p th  re v ie w  and 
c o n s id e ra tio n  o f  a l l  o f  th e  re q u ire d  s ta tu to ry  c r i te r ia  is  set o u t above. S u b je c t to  p u b l ic  re v ie w  
and  co m m e n t, th e  C o m m is s io n e r  f in d s  th a t the  p ro p o se d  a m e n d m e n t o ffe rs  th e  m a x im u m  b e n e fit 
to  the  state.

D . A la s k a  R o y a lt y  O i l  a n d  G a s  D e v e lo p m e n t B o a rd

A  c o p y  o f  the  p re l im in a ry  f in d in g  and d e te rm in a t io n  and  its  enc losu res  w as  s u b m itte d  to  the  
R o y a lty  B o a rd  in  c o m p lia n c e  w ith  A S  3 8 .0 5 .1 8 3 (c ), 11 A A C  0 3 .0 2 4 , and  11 A A C  0 3 .0 4 0  to  
p ro v id e  n o tic e  o f  the  d is p o s it io n  and  the  C o m m is s io n e r ’ s in te n t to  w a iv e  c o m p e t it iv e  b id d in g  in  
an  R IK  sale and  to  p e rm it  the  R o y a lty  B o a rd  to  re v ie w  the  p ro p o se d  a m e n d m e n t u n d e r A S
3 8 .0 6 .0 5 5  and  11 A A C  2 6 .2 2 0 . B y  u n a n im o u s  v o te  o f  the  m e m b e rs  p re se n t in  fa v o r  o f  
R e s o lu t io n  13 -2 , the  R o y a lty  B o a rd  a p p ro ve d  th e  p ro p o se d  a m e n d m e n t and  re co m m e n d e d  its  
a p p ro v a l b y  the  A la s k a  L e g is la tu re  and p ro v id e d  a re p o r t to  th e  A la s k a  L e g is la tu re . R e s o lu t io n  
13 -2  is  a ttached  as E x h ib i t  3.

E . L e g is la t iv e  A p p r o v a l

U n d e r A S  3 8 .0 5 .1 8 3  and  A S  3 8 .0 6 .0 5 5 , le g is la t iv e  a p p ro v a l w as  n o t re q u ire d  fo r  the O c to b e r 
2013  A g re e m e n t because “ th e  sa le , exchange , o r  o th e r d is p o s it io n  o f  o i l  o r  gas fo r  one  ye a r o r  
less i f  th e  sale, exch a n g e , o r  o th e r  d is p o s it io n  is  en te red  in to  to  re lie v e  s to rage  o r  m a rk e t 
c o n d it io n s .”  T h e  p ro p o se d  a m e n d m e n t w i l l  re lie v e  “ m a rk e t c o n d it io n s ”  as d e fin e d  in  11 A A C  
0 3 .0 2 4 (1 ) as “ in  a n o n c o m p e t it iv e  d is p o s it io n  o f  ro y a lty  o i l ,  gas, o r  assoc ia ted  substances the  
C o m m is s io n e r es tim a tes  th a t th e  sa le  p r ic e  th ro u g h o u t th e  te rm  o f  th e  d is p o s it io n  w i l l  be h ig h e r 
th a n  the  v o lu m e -w e ig h te d  ave rage  o f  th e  c u rre n t re p o rte d  n e tb a c k  p r ic e s  f i le d  b y  the  lessees.”

L e g is la t iv e  a p p ro v a l is  re q u ire d  fo r  an  R IK  o i l  d is p o s it io n  w ith  a te rm  o f  m o re  th a n  o n e  ye a r and, 
s p e c if ic a lly , A S  3 8 .0 6 .0 5 5 (c ) p ro v id e s  th a t a R IK  sale “ m a y  n o t be c o n tin u e d  a fte r  th e  end o f  
one  ye a r o r  re n e w e d  w ith  th e  sam e p a rty  w ith o u t  p r io r  a p p ro v a l o f  th e  le g is la tu re .”  L e g is la t io n
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a p p ro v in g  the  p ro p o se d  a m e n d m e n t w i l l  be p repa red  and  w i l l  be  s u b m itte d  to  th e  A la s k a  
L e g is la tu re .

F . A p p lic a b le  C r i t e r ia  a n d  W e ig h ts

F o r the  pu rposes o f  th e  p ro p o se d  am e n d m en t, as o u t l in e d  a bove , a n d  b y  re fe re n ce  to  th e  O c to b e r 
2013  F in a l F in d in g  and  D e te rm in a t io n , th e  C o m m is s io n e r c o n s id e re d  a ll  c r i te r ia  o u tlin e d  in  
A S  3 8 .0 5 .1 8 3 (e ). S u b je c t to  p u b l ic  re v ie w  and c o m m e n t, the  C o m m is s io n e r f in d s  th a t the 
p ro posed  sale w i l l  p o s it iv e ly  im p a c t, o r  a ffe c t n o  h a rm  o n , a ll o f  th e  c r i te r ia  in  A S  3 8 .0 5 .1 8 3 (e ). 
In  h is  a n a lys is  o f  the  p ro p o se d  sa le , the  C o m m is s io n e r m o s t h e a v i ly  w e ig h te d  th e  cash va lu e  
o ffe re d , th e  p ro je c te d  e ffe c t o f  th e  sale o n  the  e co n o m y  o f  the  s ta te , and  th e  a b i l i t y  o f  T e s o ro  to  
s u p p ly  re f in e d  p ro d u c t to  A la s k a n s . W h ile  a ll c r ite r ia  in  A S  3 8 .0 5 .1 8 3 (e ) re c e iv e d  n o n -ze ro  
w e ig h t, the  o th e r  c r i te r ia  d iscussed  ab o ve  re ce ive d  less w e ig h t.

C o n c lu s io n

O n  c a re fu l c o n s id e ra tio n  o f  the  c ircu m s ta n ce s  o f  th e  p ro p o se d  a m e n d m e n t, m a te r ia l in fo rm a tio n , 
and  le g a l re q u ire m e n ts  w i l l  th e  C o m m is s io n e r d e te rm in e , in  a cco rd a n ce  w i t h  A S  3 8 .0 5 .1 8 3 , th a t 
th e  best in te re s t o f  the  S ta te  does n o t re q u ire  th is  R IK  sa le  be m a d e  b y  c o m p e t it iv e  b id ,  th a t th e  
sale w i l l  re lie v e  m a rk e t c o n d it io n s , and  th e  th a t th e  p ro p o se d  c o n tra c t w i t h  T e so ro  o ffe rs  
m a x im u m  b e n e fits  to  its  c it iz e n s .

J o e ^ a ja s li  ^  D a te
C o m m is s io n e r

A tta c h e d :

E x h ib it  1: P ro p o se d  “ A m e n d m e n t to  A g re e m e n t fo r  th e  S a le  o f  R o y a lty  O i l ”
E x h ib it  2 : “ F in a l B e s t In te re s t F in d in g  and d e te rm in a tio n  fo r  th e  Sale  o f  A la s k a  N o r th  S lo p e  

O i l  to  T e so ro  R e f in in g  &  M a rk e t in g  C o m p a n y  L L C ”  da ted O c to b e r 201 3  ( in c lu d e s  
a c o p y  o f  th e  O c to b e r 2013  A g re e m e n t)

E x h ib it  3 : A la s k a  R o y a lty  O i l  and G as D e v e lo p m e n t A d v is o r y  B o a rd  -  R e s o lu t io n  13 -2
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FBIF - Exhibit 1

A M E N D M E N T  T O  

A G R E E M E N T  F O R  T H E  S A L E  O F  R O Y A L T Y  O I L

T h is  e x e c u te d  d o c u m e n t  is  a n  A m e n d m e n t  to  th e  “ A G R E E M E N T  F O R  T H E  S A L E  O F  

R O Y A L T Y  O I L  B E T W E E N  A N D  A M O N G  T H E  S T A T E  O F  A L A S K A ,  A N D  

T E S O R O  C O R P O R A T IO N ,  A  D E L A W A R E  C O R P O R A T IO N  A N D  T E S O R O  

R E F I N I N G  &  M A R K E T I N G  C O M P A N Y  L L C ,  A  D E L A W A R E  L I M I T E D  L I A B I L I T Y  

C O M P A N Y ,  O C T O B E R  2 5 , 2 0 1 3 ”  ( “ O c to b e r  2 0 1 3  A g re e m e n t ” ), th a t  w a s  e n te re d  in to  

b e tw e e n  th e  S ta te  o f  A la s k a  ( th e  “ S ta te ” ) ,  T e s o ro  R e f in in g  &  M a r k e t in g  C o m p a n y  L L C  

( “ B u y e r ” ) ,  a n d  T e s o ro  C o r p o r a t io n  ( " G u a r a n to r " ) .  C a p ita l iz e d  te rm s  u s e d  h e re in  th a t  a re  

n o t  d e f in e d  h e re in  s h a l l  h a v e  th e  m e a n in g  a s c r ib e d  to  s u c h  te rm s  in  th e  O c to b e r  2 0 1 3  

A g re e m e n t .

A .  R E C IT A L S

1. T h e  O c to b e r  2 0 1 3  A g re e m e n t  p ro v id e s  f o r  th e  S ta te  to  s e ll a  p o r t io n  o f  th e  S ta te 's  

R o y a l t y  O i l  to  th e  B u y e r  w i t h  d e l iv e r ie s  b e g in n in g  F e b ru a ry  1, 2 0 1 4  a n d  e n d in g  J a n u a ry  

3 1 ,2 0 1 5 .

2 . T h e  B u y e r  h a s  re q u e s te d  th a t  th e  te r m  o f  th e  A g re e m e n t  b e  e x te n d e d  to  p r o v id e  

f o r  a d d i t io n a l  d e l iv e r ie s ,  in  a c c o rd a n c e  w i t h  a l l  o th e r  te rm s  o f  th e  A g re e m e n t ,  f o r  th e  

p e r io d  f r o m  F e b ru a ry  1, 2 0 1 5  th r o u g h  J a n u a ry  3 1 , 2 0 1 6 .

3 . A S  3 8 .0 6 .0 5 5  re q u ire s  a p p ro v a l o f  th e  A la s k a  L e g is la tu r e  f o r  a n y  e x te n s io n  o r  

re n e w a l o f  th e  A g r e e m e n t  b e y o n d  a  o n e  y e a r  te rm . A S  3 8 .0 6 .0 5 0 ,  r e q u ire s  th a t  th e  

A la s k a  R o y a l t y  O i l  a n d  G a s  D e v e lo p m e n t  A d v is o r y  B o a r d  ( “ R o y a l t y  B o a r d ” )  r e v ie w  a l l  

p ro p o s e d  s a le s  o f  r o y a l t y  o i l  th a t  r e q u ire  le g is la t iv e  a p p ro v a l a n d  s u b m it  w r i t t e n  

re c o m m e n d a t io n s  o n  th e  p ro p o s e d  sa le  to  th e  A la s k a  L e g is la tu r e .
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B. A M E N D M E N T

1. S e c t io n  8 .2  o f  th e  A g re e m e n t  is  a m e n d e d  a n d  re s ta te d  to  re a d :

I n i t i a l  T e rm .  T h e  I n i t i a l  T e r m  o f  th is  A g re e m e n t  s h a l l  b e g in  o n  th e  D a y  o f  F ir s t  

D e l i v e r y  d e f in e d  in  S e c t io n  2 .4 .1  as F e b ru a ry  1, 2 0 1 4  a n d  te r m in a te  o n  J a n u a ry  

3 1 , 2 0 1 6 . A n y  c h a n g e  to  th e  T e r m  o f  th is  A g re e m e n t  s h a l l  c o m p ly  w i t h  th e  

p r o v is io n s  o f  S e c t io n  2 .1 .4  a n d  A r t i c le  X  o f  th e  A g re e m e n t ,  a n d  w i t h  A S  

3 8 . 0 6 . 0 5 0 - 0 5 5 .

2 . T h is  A m e n d m e n t  s h a l l  b e c o m e  e f f e c t iv e  a n d  e n fo rc e a b le  o n  th e  d a te  u p o n  w h ic h  i t  

is  s ig n e d  b y  a l l  o f  th e  P a r t ie s  f o l l o w in g  a p p ro v a l o f  th e  e x te n d e d  te r m  b y  th e  le g is la tu re  

as re q u ire d  u n d e r  A S  3 8 .0 6 .0 5 5 .

C . G E N E R A L  T E R M S

1. T h is  A m e n d m e n t  is  b in d in g  o n  th e  P a r t ie s , t h e i r  p r in c ip a ls ,  o f f ic e r s ,  a n d  

e m p lo y e e s , a n d  t h e i r  s u c c e s s o rs  a n d  a s s ig n s .

2 . E x c e p t  as e x p re s s ly  m o d i f ie d  o r  c h a n g e d  h e re in ,  a l l  o th e r  te rm s  a n d  c o n d it io n s  o f  

th e  A g r e e m e n t  r e m a in  u n c h a n g e d  a n d  o f  f u l l  fo r c e  a n d  e f fe c t .

3 . A n y  d is p u te s  re g a r d in g  th is  A m e n d m e n t  s h a ll b e  re s o lv e d  in  th e  S u p e r io r  C o u r t  

f o r  th e  S ta te  o f  A la s k a  a t A n c h o ra g e , A la s k a  a c c o rd in g  to  S ta te  la w .

4 . T h is  A m e n d m e n t  m a y  b e  e x e c u te d  in  m u l t ip le  c o u n te rp a r ts .  I t  is  n o t  n e c e s s a ry  f o r  

th e  P a r t ie s  to  s ig n  th e  s a m e  c o u n te rp a r t .  E a c h  d u ly  e x e c u te d  c o u n te r p a r t  s h a l l  b e  d e e m e d  

to  b e  a n  o r ig in a l  a n d  a l l  e x e c u te d  c o u n te rp a r ts  ta k e n  to g e th e r  s h a ll b e  c o n s id e re d  to  b e  

o n e  a n d  th e  s a m e  in s tru m e n t.
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S T A T E  O F  A L A S K A

S U B S C R IB E D  A N D  S W O R N  to before me th is 

day o f _________________ , 2013.

B y :  ___________________________________________

C o m m is s io n e r
D e p a r tm e n t  o f  N a tu r a l  R e s o u rc e s  N o ta ry  P ub lic  in  and fo r  the State o f  A laska.

M y  com m iss ion  expires:________________.

D a te : ___________________________________________

T E S O R O  R E F IN IN G  &  M A R K E T I N G  

C O M P A N Y  L L C

B y :  _________________________________________

T i t le :  _________________________________________

D a te : _________________________________________

S U B S C R IB E D  A N D  S W O R N  to  be fore me th is 

day o f _________________ , 2013.

N o ta ry  P ub lic  in  and fo r  the State o f  A laska. 

M y  com m ission  expires:________________.

T E S O R O  C O R P O R A T IO N

S U B S C R IB E D  A N D  S W O R N  to  before me this 

y :    day o f _________________ ,2 0 1 3 .

T i t le :  ___________________________________________
N o ta ry  P ub lic  in  and fo r  the State o f  A laska. 

M v  com m ission  expires:
D a te : ___________________________________________
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F i n a l

B e s t  I n t e r e s t  F i n d i n g  a n d  D e t e r m i n a t i o n  

f o r  t h e

S a l e  o f  A l a s k a  N o r t h  S l o p e  R o y a l t y  O i l  

t o

T e s o r o  R e f i n i n g  &  M a r k e t i n g  C o m p a n y  L L C

D iv is io n  o f  O i l  a n d  G as  

A la s k a  D e p a r tm e n t  o f  N a tu r a l  R e so u rce s  

O c to b e r  2 4 , 20 1 3
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I. In tro d u c tio n

T h e  C o m m is s io n e r o f  the  D e p a rtm e n t o f  N a tu ra l R esources  (D N R ) , o n  b e h a lf  o f  th e  S tate  o f  
A la s k a , has n e g o tia te d  a o n e -ye a r c o n tra c t to  s e ll th e  S ta te ’ s N o r th  S lope  ro y a lty  o i l  to  T e so ro  
R e f in in g  &  M a rk e t in g  C o m p a n y , L L C  (T e s o ro ) and  T e so ro  C o rp o ra tio n  (as g u a ra n to r). T e so ro  
has o w n e d  and o p e ra te d  a c o m m e rc ia l re f in e ry  in  N ik is k i ,  A la s k a , s ince  1969.

T h e  S ta te  p roposes th is  sale o f  ro y a lty  in -k in d  o i l  to  re lie v e  m a rk e t c o n d it io n s , m e e t in -s ta te  need 
fo r  c ru d e , and  h e lp  fa c il ita te  c o n tin u e d  o p e ra tio n s  o f  T e s o ro ’ s N ik is k i  re f in e ry  w it h  th e  a tte n d a n t 
b e n e fits  to  A la ska n s . T h e  n e g o tia tio n s  th a t h a ve  re su lte d  in  the  a ttached  p ro p o se d  c o n tra c t have  
been  c a rr ie d  o u t u n d e r th e  p ro ce d u re s  fo r  a n o n -c o m p e t it iv e  d is p o s it io n  o f  ro y a lty  o i l  set o u t in  
11 A A C  0 3 .0 3 0  -  11 A A C  0 3 .0 7 0 . C o n s is te n t w ith  its  o b lig a tio n s  u n d e r 11 A A C  0 3 .0 2 6 (b ) and 
11 A A C  0 3 .0 2 4 , u n d e r th e  te rm s  o f  th is  c o n tra c t, th e  S tate  w i l l  re c e iv e  a p r ic e  fo r  its  r o y a lty  o i l  
th a t w i l l  be  n o  less th a n  th e  a m o u n t the  S ta te  w o u ld  h a ve  re ce ive d , o n  average, i f  i t  e le c te d  to  
keep  its  ro y a lty  in -v a lu e .

T h is  “ F in a l B e s t In te re s t F in d in g  and D e te rm in a t io n  fo r  th e  S a le  o f  N o r th  S lo p e  R o y a lty  O i l  to  
T e so ro  R e f in in g  &  M a rk e t in g  C o m p a n y , L L C ”  (F in a l F in d in g  and  D e te rm in a t io n )  p ro v id e s  a 
s u m m a ry  o f  the  S ta te ’ s p ro p o se d  ro y a lty  in - k in d  c o n tra c t w ith  T e so ro . A f t e r  an  in -d e p th  
c o n s id e ra tio n  o f  th e  p o te n t ia l e c o n o m ic , e n v iro n m e n ta l, and  so c ia l im p a c ts , and  th e  v a r io u s  
re q u ire m e n ts  fo r  sale o f  the  S ta te ’ s ro y a lty  o i l ,  w i t h  a fo c u s  o n  the  c r ite r ia  s p e c if ie d  u n d e r th e  
te rm s  o f  A S  3 8 .0 5 .1 8 3 (e ) and A S  3 8 .0 6 .0 7 0 (a ), th e  C o m m is s io n e r f in d s  th a t a n e g o tia te d  o n e - 
ye a r c o n tra c t fo r  the  sale o f  the  S ta te ’ s r o y a lty  o i l  to  T e so ro  to  re lie v e  m a rk e t c o n d it io n s  is  in  the  
S ta te ’ s bes t in te res t.

I I .  R o y a lty  in  K in d  B a c k g ro u n d

T h e  S tate  o f  A la s k a  o w n s  th e  m in e ra l estate, in c lu d in g  o i l  and gas, u n d e r S ta te -o w n e d  lands . T o  
m o n e tiz e  the  v a lu e  o f  th is  estate, th e  S tate  has en te red  in to  lease ag reem ents  w it h  th ird  p a rtie s  
w h o  e x p lo re  fo r , d e ve lo p , and p ro d u ce  o i l  and  gas f r o m  these lands. T he  S ta te  re ce ive s  a ro y a lty  
share o f  1 2 -1 /2  to  as m u c h  33 -1 /3  p e rce n t o f  th e  o i l  and  gas p ro d u c e d  fro m  these leased la n d s  on  
the  N o r th  S lope . T h e  S ta te  m a y  ta ke  its  r o y a lty  e ith e r “ in - k in d ”  ( R IK )  o r  “ in -v a lu e ”  ( R IV ) .  
W h e n  the  S tate takes  its  ro y a lty  as R IV ,  th e  lessees w h o  p ro d u c e  th e  o i l  m a rk e t th e  S ta te ’ s share 
a lo n g  w ith  th e ir  o w n  p ro d u c t io n  and p a y  th e  S tate th e  v a lu e  o f  its  ro y a lty  share. W h e n  the  S tate 
takes its  ro y a lty  share as R IK ,  i t  assum es o w n e rs h ip  o f  th e  o i l,  and  th e  c o m m is s io n e r d isposes o f  
i t  th ro u g h  sale p ro ce d u re s , e ith e r “ c o m p e tit iv e ”  o r  “ n o n -c o m p e t it iv e ,”  u n d e r A S  3 8 .0 5 .1 8 3 .

F ig u re  1 show s th a t b e tw e e n  N o v e m b e r  1979 and June  2 0 1 2 , th e  sta te  d isposed  o f  4 5 .5  p e rce n t 
o f  its  N o r th  S lo p e  ro y a lty  o i l  th ro u g h  in -k in d  sales. T h ro u g h  th e  c o m b in a tio n  o f  b o th  
c o m p e tit iv e  and  n o n -c o m p e tit iv e  R IK  sales, th e  S tate has s o ld  its  ro y a lty  o i l  to  in -s ta te  re f in e r ie s , 
and o c c a s io n a lly  has a u c tio n e d  its  ro y a lty  o i l  to  cu s to m e rs  in  th e  L o w e r  4 8 . F ig u re  1 
sum m a rize s  the  m a n y  N o r th  S lo p e  R IK  co n tra c ts  s in ce  1979 and  F ig u re  2 illu s tra te s  th e  average  
m o n th ly  v o lu m e s  o f  ro y a lty  o i l  c o m m itte d  to  these co n tra c ts  d u r in g  th is  p e r io d .
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Figure 1. Royalty In-Kind Sales History

Purchaser
Contract

Total RIK Volumes 
(barrels through Jun 2012)

: 1980 . 1981 : 1982 '• 1983 1984
Negotiated In-Kind Sales
Alpetco

Alpetco
Alpetco

Chsvron
Chevron 1 
Chevron 2 
Chevron 3 
Kuparuk
Petrostar Purchases

7/80-1/81
7/80-1/82

7/80 - 6/81 ; 
5 /83 -5 /8 4  I 
5 /84-7 /91  

12/86 -12/91 
12/86 -12/91 

Subtotal 
Plus: Tesoro Exchange Barrels

Total Chevron

Flint Hills Resources 4/04-12/2004 i

Golden Valley Electric Association

10/85 -12/91 j 

Total GVEA

11/79 -12/2003 
12 /97-11 /98  : 
12/98-12/2003 
1/2004-3/2004:

Total Mapco

7/81 -12/81 
7/81 -1 /82  
7/81 -1 /82  
8/81 -1 /82  
7/81 -1 /82  

Total

Second Competitive RIK Sale
Chevron 4 
Chevron 5 ,6 ,7  
Sohio 
Texaco 1 
Texaco 2 
Union 2

4/85 - 3/86 
4/85 - 9/85 
4/85 -12 /85  
4/85 -12 /85  
4/85 - 3/86 
4/85 - 9/85 
4/85 - 3/86 

Total

: 1990 . 1991 : 1992 1993 : 1994 1995 . 1996

GVEA 1 
GVEA 2 
GVEA 3

MAPCO (Williams)
Mapco 1 (Williams) 
Mapco 2
Mapco 3 (Williams) 
Williamt4 (Interim) 
Willliams 5 (Interim)

Petrostar
PetroStar 1 2 * 6 -1 2 /9 1 :
Less: Chevron Purchases12/86 -12/91 
Petro Star JV 3/92 -12/93

Total Petrostar

Tesoro
Tesoro 1 7/80 - 6/81
Tesoro 2 7/80
Tesoro 3 12/81 -1 /82  ;
Tesoro 4 1 /8 3 -1 2 * 4  j
Tesoro 5 11 months 10/85-8 /90
Tesoro 5 Reservation Fee 10/85 - 8/90
Tesoro 6 1/95 -12/95
Tesoro 7 1/96-12/98 [

Subtotal
Less: Chevron Exchange Barrels 

Total Tesoro 
Competitive in-Kind Sales

First Competitive RIK Sale
Alaska Petroleum Co. Jul-81 j
ARCO Products Co.
O asis Petroleum Co.
Shell 
Sohio 
Union

Quasl-Competltlve RIK Sale
Chevron 8 10 /85-3 /86  ] i \ j
Union 3 10/85 - 3/86 j I '• |
U S Oil & Refining - 1.2 10/85 - 3/86 : 5 | \

Total
Total North Slope RIK Oil (Including estimated future deliveries)

Source: Alaska Department of Natural Resources. Division of Oil and Gas

t I 
j ___

(Contract terminated because Petro Star failed to take oil.

I Reservation Fee I

2001 : 2002 ; 2003 : 2004 : 2005 . 2006 ; 2007 2008 2009

7,390,392

31,576,151

1,742,342
6,721,236

48,418,344
8,611,247
2,348,070

67,841,239
16,015,527

3,182,282
2,511,064

12,281,462

279,766,163
4,917,167;

28,147,483
5,582,298

5,378,079
-2,348,070

1,737,316
2,550,000

838,299
179,783,385
47,364,935
-38,707,561
13,703,946
38,865,223

246,135,543
-16,015,501

622,698
1,847,668

838,604
4,191,436
3,649,689
4,328,966

5,703,996
3,226,724

955,688
2,867,172
9,506,588
1,135,522
3,802,521

954,349
715,760
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Figure 2. North Slope Historic Total Royalty Volume and In-Kind Volumes (Oil and NGLs)
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Source: State o f Alaska Division o f Oil and Gas

A .  R o y a lty  O i l  A v a i la b le  F o r  T a k in g  I n - k in d

T h e  v o lu m e  o f  ro y a lty  o i l  th e  sta te  rece ives  depends o n  th e  v o lu m e  o f  o i l  p ro d u c e d  f ro m  S tate 
lands. T h e  c o n tin u in g  p ro d u c t io n  d e c lin e  ob se rve d  o n  th e  N o r th  S lo p e  is  w e ll- k n o w n  and  w e ll -  
do cu m e n te d . A s  th e  v o lu m e  o f  N o r th  S lo p e  o i l  d e c lin e s , th e  v o lu m e  o f  N o r th  S lo p e  ro y a lty  o i l  
a v a ila b le  fo r  ta k in g  as R IK  w i l l  a lso  d e c lin e . T h e  p ro p o se d  c o n tra c t o b lig e s  th e  S tate to  d e liv e r  a 
m a x im u m  o f  15 ,000 b a rre ls  p e r d a y  to  T e so ro  b e tw e e n  F e b ru a ry  1, 20 1 4  and  Ja n u a ry  31 , 2015 . 
B ased  o n  y e a r ly  average  fo re ca s t v o lu m e , i f  F H R  w e re  to  n o m in a te  the  m a x im u m  3 0 ,0 0 0 b p d  
a llo w e d  u n d e r its  c o n tra c t, th e  sta te  is  e xpec ted  to  have  ju s t  o v e r 3 4 ,0 0 0 b p d  o f  ro y a lty  o i l  
re m a in in g . P u t d if fe re n t ly ,  based o n  y e a r ly  average  fo recas ts , i f  b o th  F H R  and  T e so ro  n o m in a te  
the  m a x im u m  v o lu m e  p e rm it te d  u n d e r th e ir  re sp e c tive  c o n tra c ts , th e  S tate w o u ld  e xp e c t to  ta ke  
6 9 .5 %  o f  its  ro y a lty  o i l  in - k in d  u n d e r the  p ro p o se d  co n tra c t.

W h e n  c o n s id e r in g  th e  v o lu m e  o f  r o y a lty  o i l  th a t w i l l  be  a v a ila b le  to  the  sta te  fo r  ta k in g  in  k in d , 
the re  are th re e  k e y  co n s id e ra tio n s . F irs t, u n d e r a re c e n t ly  enacted  R IK  c o n tra c t w ith  F l in t  H i l ls  
R esources A la s k a , L L C  (F H R )  th e  S tate w i l l  d e liv e r  u p  to  85 p e rc e n t o f  its  to ta l N o r th  S lo p e  
ro y a lty  o i l  fo r  sale to  fo r  F H R ’ s N o r th  P o le , A la s k a , re f in e ry . U n d e r  the  n e w  F H R  R IK  c o n tra c t 
and  th e  p ro p o se d  c o n tra c t w ith  T e so ro , u p  to  9 5 %  o f  th e  S ta te ’ s ro y a lty  o i l  w i l l  be  c o m m itte d  to  
R IK ,  w ith  the  re m a in d e r k e p t in -v a lu e .

3



S econd , exp e c te d  ro y a lty  o i l  p ro d u c t io n  is  based o n  a fo recas t. E v e n  th e  bes t fo re ca s ts  w i l l  
u n d o u b te d ly  be  in c o rre c t, w i th  the  m a g n itu d e  o f  th e  e rro r g rea test in  o u t-ye a rs . H is to r ic a l ly ,  the  
S ta te ’ s p ro d u c t io n  fo re ca s t f r o m  w h ic h  th e  ro y a lty  fo re ca s t is  d e r iv e d  has been  q u ite  o p tim is t ic ,  
w i t h  re a liz e d  p ro d u c t io n  o fte n  fa l l in g  w e ll  b e lo w  fo re ca s te d  le v e ls .1 T h a t b e in g  sa id , th e  S ta te ’ s 
r o y a l ty  fo re c a s t w o u ld  need  to  be  s e r io u s ly  d e f ic ie n t d u r in g  th e  te rm  o f  th e  co n tra c t fo r  th e  state 
to  s tru g g le  to  m e e t its  v o lu m e  o b lig a tio n . H o w e v e r, i t  sh o u ld  be  n o te d  th a t th e  sta te  has rese rved  
th e  r ig h t  to  n o m in a te  n o  m o re  th a n  95 p e rc e n t o f  i ts  N o r th  S lo p e  to ta l ro y a lty  as R IK  th ro u g h  th e  
te rm  o f  th e  p ro p o se d  co n tra c t.

T h ir d ,  r o y a l ty  fo recas ts  p ro v id e  an  expected  d a i ly  average  p ro d u c t io n  v o lu m e  fo r  the  e n tire  year. 
H o w e v e r , th e re  is  s u b s ta n tia l se a so n a lity  in  th e  ob se rve d  le v e l o f  p ro d u c t io n  f ro m  the  N o r th  
S lo p e , w it h  d a i ly  p ro d u c t io n  p e a k in g  d u r in g  w in te r  m o n th s  and  d e c lin in g  to  its  lo w e s t le ve ls  
d u r in g  s u m m e r m o n th s . B e tw e e n  2008  and 2 0 1 1 , ty p ic a l su m m e r p ro d u c t io n  v o lu m e s  w e re  17 
p e rc e n t lo w e r  th a n  the  y e a r ly  average. B ased  o n  th is  obse rved  d e c lin e , i f  F H R  n o m in a te s  3 0 ,0 0 0  
b p d  o f  r o y a lty  o i l  and T e s o ro  n o m in a te  15 ,000  b p d , th e  state w i l l  be  c o m m itte d  to  d e liv e r in g  
n e a r ly  84  p e rc e n t o f  e xpec ted  d a i ly  su m m e r ro y a lty  p ro d u c t io n  d u r in g  th e  p ro p o se d  co n tra c t.

B . P r ic e  a n d  C o n s u m p t io n  o f  E n e rg y  in  A la s k a

In  2 0 1 1 , o n  a p e r ca p ita  bas is , A la s k a n s  spen t m o re  o n  e n e rg y  th a n  re s id e n ts  o f  a n y  o th e r state, 
w i t h  average  p e r p e rso n  e xp e n d itu re s  o f  $ 1 0 ,6 9 2  o n  e n e rg y  th ro u g h o u t the  y e a r.2 O f  th is  
$ 1 0 ,6 9 2 , o v e r 14 p e rc e n t3 w o u ld  be  spent p u rc h a s in g  the  second m o s t e xp e n s ive  g a so lin e  in  the  
n a t io n .4 N o t  o n ly  is  o u r  g a so lin e  a m o n g  the  m o s t e xp e n s ive  in  the  n a tio n , b u t o u r  d ie s e l and 
h o m e  h e a tin g  fu e l are a lso  q u ite  e xp e n s ive  w ith  A la s k a n s  p a y in g  an average  o f  $2 9 .5 8  p e r 
m i l l io n  B T U  (m m b tu )5 fo r  d is t i l la te  fu e l o i l . 6

A s  seen in  T a b le  1, the  co s t o f  e n e rg y  b o rn e  b y  A la s k a n s  has r is e n  s u b s ta n t ia lly  in  th e  la s t 
decade. A la s k a n s  p a y  an  average  o f  $ 3 1 .0 6  p e r m m b tu  o f  gaso lin e , a 1 3 8 % 7 increase  in  p r ic e  
o v e r  th e  pas t decade. E v e n  m o re  p ro n o u n ce d , th e  p r ic e  o f  d is t i l la te  fu e l o i l ,  th e  sou rce  o f  h o m e  
h e a tin g  fo r  m a n y  A la s k a n s , has g ro w n  b y  ju s t  u n d e r 187%  s ince  2 001 . T h e  ra te  o f  p r ic e  g ro w th  
o b se rve d  in  e n e rg y  fa r  o u ts tr ip p e d  the  o v e ra ll ra te  o f  in f la t io n  in  A la s k a . B e tw e e n  2001  and 
2 0 1 0 , th e  A n c h o ra g e  C o n s u m e r P ric e  In d e x 8, a c o m m o n ly  used  m easu re  o f  in f la t io n  in  A la s k a , 
ro se  b y  2 9 .7 % .9 A t  $ 8 .6 6  p e r m m b tu  at th e  m e te r, th e  p r ic e  b o rn e  b y  A la s k a n s  fo r  n a tu ra l gas

1 The Department o f  Revenue, which develops the North Slope production forecast, has recently transitioned to a new, less 
optim istic forecasting approach.
2 http://www.eia.gov/state/seds/data.cfm?incfile=/state/seds/sep_sum/html/rank_pr.html&sid=US
3 $ 1,511 per capita
4 Behind Hawaii, http://www.eia.gov/state/seds/data.cfm?incfi1e:=/state/seds/sep sum/html/rank pr mg.html&sid=US
5 BTU is an acronym for British Thermal Unit which is defined as the amount o f  energy required to raise the temperature o f one 
pound o f water at 60 degrees Fahrenheit and one atmosphere by one degree Fahrenheit.
6 Distillate fuel oil is a class o f  refined petroleum  products consisting o f  No. 1, No. 2, and No. 4 fuel oil (i.e., home heating oil); 
and No. 1, No. 2, and No. 4 diesel.
7 All comparisons o f  change are based solely on point estimates. It should be noted that these estimates are the result o f  an 
estim ation procedure that has uncertainty. No tests were perform ed to determine if  these differences were statistically 
distinguishable.
8 http://laborstats.alaska.gov/cpi/cpi.htm
9 It should be noted that the overall CPI includes the effect o f  increasing energy prices. Thus, the rate o f inflation excluding the 
impact o f  the growth in energy prices would be (perhaps, substantially) lower.
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re m a in e d  e ffe c t iv e ly  f la t  b e tw e e n  2 0 1 0  and  2011 . W h i le  access to  c o m p e t it iv e ly  p r ic e d , c le a n - 
b u rn in g  n a tu ra l gas is  a b o o n  fo r  th o se  A la s k a n s  w ith  access to  n a tu ra l gas in fra s tru c tu re , o u ts id e  
o f  S o u th ce n tra l A la s k a , v e ry  fe w  A la s k a n  consum ers  have  access to  th is  fu e l.

Table 1. A laska Total End-Use Price Estim ates, 2011

Fuel Price % Change Since
2010 2001

Coal $3.81 3.5 95.4

D is tilla te  Fuel O il 29.58 26.7 186.6

Gasoline 31.60 16.3 138.0

Kerosene-type Jet Fuel 23.12 37.5 287.3

L iq u e fie d  Petro leum  Gas 29.76 11.1 79.0

N atu ra l Gas 8.66 -1.6 221.9

O ther 34.62 18.4 512.7

Residual Fuel O il 17.33 26.7 546.6

R eta il E le c tr ic ity 47.13 8.9 52.2

Source: U.S. Energy Inform ation Administration State Energy D ata 2011 Prices and Expenditures
Notes: Prices are given in millions o f BTUs.
Natural gas as it is consumed, including supplemental gaseous fuels that are commingled with natural gas.
Other category includes asphalt and road oil, aviation gasoline, kerosene, lubricants, and other petroleum  products.

A s  n o ted , A la s k a n s  spend  m o re  p e r p e rso n  fo r  e n e rg y  th a n  re s id e n ts  o f  a n y  o th e r  state. T h is  h ig h  
ra te  o f  p e r c a p ita  e x p e n d itu re  o n  e n e rg y  is  d r iv e n  n o t o n ly  b y  p r ic e , b u t a lso  b y  v o lu m e  
consum ed . T a b le  2 g iv e s  th e  s ta te w id e  c o n s u m p tio n  o f  v a r io u s  fo rm s  o f  e n e rg y  d u r in g  th e  f i r s t  
decade o f  th e  tw e n ty - f ir s t  c e n tu ry . T a b le  3 th e n  g ive s  a fu r th e r  d is a g g re g a tio n  o f  the  
c o n s u m p tio n  o f  d is t i l la te  fu e l in  A la s k a .10,11 D e s p ite  its  r a r i t y  o u ts id e  o f  S o u th c e n tra l A la s k a  
and p o rt io n s  o f  F a irb a n ks , o n  a p e r c a p ita  B T U  basis, n a tu ra l gas w a s  the  m o s t c o m m o n  fu e l 
used in  the  hom es o f  A la s k a n s . In  2 0 1 1 , the  ty p ic a l A la s k a n  co n su m e d  2 8 .3  m m b tu  o f  n a tu ra l 
gas in  th e ir  res idence .

O n  a p e r ca p ita  B T U  bas is , n a tu ra l gas w as  a lso  the  m o s t c o m m o n  fu e l used in  the  A la s k a n  
c o m m e rc ia l and  in d u s tr ia l sector. In  2 0 1 1 , th e  A la s k a n  c o m m e rc ia l sec to r co n su m e d  
a p p ro x im a te ly  23 .3  m m b tu  o f  n a tu ra l gas fo r  e v e ry  re s id e n t. B ased  o n  p o in t es tim a tes  a lone , th is  
w as an 8 .4  p e rce n t re d u c t io n  in  the  p e r ca p ita  c o n s u m p tio n  o f  n a tu ra l gas s in ce  2 0 0 5 . L ik e  th e  
re s id e n tia l and c o m m e rc ia l sectors, th e  in d u s tr ia l se c to r re l ie d  v e ry  h e a v i ly  o n  e n e rg y  s u p p lie d  
b y  n a tu ra l gas. H o w e v e r , c o n s u m p tio n  b y  th e  in d u s tr ia l se c to r exceeded th a t o f  e ith e r  the  
re s id e n tia l o r  c o m m e rc ia l sectors b y  m o re  th a n  an o rd e r o f  m a g n itu d e . In  2 0 1 1 , o n  a p e r c a p ita  
B T U  basis, the  A la s k a n  in d u s tr ia l se c to r co n su m e d  3 5 0 .7  m m b tu  o f  n a tu ra l gas fo r  e v e ry  
A la s k a n  re s id e n t. W h i le  q u ite  la rge , th is  a c tu a lly  rep resen ted  a 34 .6  p e rce n t decrease in  p e r 
ca p ita  n a tu ra l gas c o n s u m p tio n  b y  th e  in d u s tr ia l sec to r s ince  2005 .

10 It should be noted that the data sources and estimation strategies for Table 2 and Table 3 differ. Stemming from these 
differences the volume o f  distillate fuel oil sales, particularly by sector, differ somewhat.
11 The values given in Tables 2 and 3 are point estimates, the associated standard errors are not shown. All comparisons are 
simple comparisons o f the presented point estimates and do not consider the uncertainty associated with the estimate. Put 
differently, observed differences should not be interpreted as statistically significant.

5



Table 2. Alaska Energy Consumption Estimates

Physical Units
2005 2010 2011

Billion Britsh Thermal Units
2005 2010 2011

Thousands of BTU Per
2005 2010

Capita
2011

Residential
Coal 40 0 0 631 0 0 946 0 0

Electricity 2,062 2,093 2,134 7,034 7,142 7383 10347 10,056 10,061
Wood 46 94 96 920 1,873 1,916 1379 2,637 2,647

Kerosene 31 15 25 176 83 142 264 117 1%
Liquefied Petroleum Gases 158 154 134 606 589 515 909 829 711

Distillate Fuel Oil 1,619 1,505 1389 9,431 8,766 8,094 14,141 12342 11,182
Natural Gas 18,029 18,714 20362 18,098 18,806 20321 27,136 26,479 28349

Commercial
Coal 465 558 621 7352 8333 9,432 10,873 12,014 13,030

Distillate Fuel Oil 1,006 1,925 1,739 5,857 11312 10,127 8,782 15,786 13,990
Fuel Ethanol 6 18 15 19 61 51 28 86 70

Electricity 2,695 2,830 2,854 9,195 9,655 9,739 13,787 13394 13,454
Kerosene 1 16 18 5 92 104 7 130 144

Liquefied Petroleum Gases 98 151 168 375 578 644 562 814 890
Motor Gasoline 168 157 128 877 819 666 1315 1,153 920

Natural Gas 16,903 15,920 16,652 16,968 15,998 16,865 25,441 22325 23399
Industrial

Coal 2 4 5 25 57 73 37 80 101
Distillate Fuel Oil 1,912 2,456 3300 11,138 14309 19322 16,700 20,147 26355

Fuel Ethanol 3 23 23 12 79 78 18 111 108
Electricity 1,156 1324 1331 3,944 4318 4340 5,914 6361 6372

Liquefied Petroleum Gases 6 53 39 22 183 134 33 258 185
Natural Gas 356,102 255,642 250,639 357,469 256,892 253,842 535,979 361,702 350,678

Other Petroleum Products 5,724 4356 4,403 34304 26,121 26391 51,434 36,778 36,459
Motor Gasoline 102 202 194 533 1,053 1,011 799 1,483 1397

Residual Fuel Oil 0 4 0 0 23 0 0 32 0
Electrical Power Generation

Total Electricity Consumed 5,913 6347 6320 20,174 21315 21362 30348 30,011 29,788
Fuel Consumed to Produce Electricity

Coal 398 410 409 6,087 5,958 5,976 9,127 8389 8356
Distillate Fuel Oil 538 489 568 3,134 2,850 3307 4,699 4,013 4369

Natural Gas 39,284 39,732 41,738 39306 39,963 42,344 59334 56368 58,497
Residual Fuel Oil 6% 306 232 4377 1,923 1,462 6363 2,708 2,020

Transportation
All Petroleum Products 46,407 36,917 35,087 261,179 207,461 197344 391,604 292,104 272,489

Distillate Fuel Oil 7,509 7391 7,621 43,741 43,053 44,395 65384 60,618 61331
Jet Fuel 31,940 22,726 20,851 181,100 128,857 118326 271336 181,430 163327

Liquefied Petroleum Gases 4 1 2 14 3 8 21 4 11
Lubricants 83 77 73 503 469 445 754 660 615

Motor Gasoline 6,583 6318 6312 34348 34,013 32,934 51300 47,890 45,498
Residual Fuel Oil 12 34 69 74 212 436 111 298 602
Aviation Gasoline 277 169 159 1399 854 801 2,098 1302 1,107

Non-petroleum Products 2,874 4,039 4,057 3,426 5,867 6,017 5,137 8361 8312
Fuel Ethanol 219 735 748 761 2347 2341 1,141 3386 3310
Natural Gas 2,655 3304 3309 2,665 3320 3,476 3,996 4,675 4,802

Source: Energy data from Energy Inform ation Administration, State Energy Data System: 1960-2012 
Population data from U.S. Census Bureau, Population Division 

Notes: Other Petroleum Products include asphalt and road oil, kerosene, lubricants, aviation gasoline blending components,
crude oil, petrochemical feedstock, motor gasoline blending components, m iscellaneous petroleum  products, natural 
gasoline, petroleum coke, plant condensate, pentanes plus, still gas, unfinished oils, unffactionated stream, and 
waxes.
Physical units are reported in the following units: coal is measured in thousands o f  short tons, natural gas in millions 
o f  cubic feet, electricity in m illions o f  kilowatt hours, and petroleum products in thousands o f  barrels.
Fuel Ethanol includes denaturant in the physical units analysis, but excludes denaturant in the BTU analysis.
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Table 3. Alaska Distillate Fuel Consumption Estimates

2000 2005 2010 2011

Residential
N o  1 Distillate 36,307 36,205 36,914 32,421
N o  2 Distillate 39,832 31,746 23,930 23,407

Residential Total Distillate 76,139 67,951 60,843 55,829

Commercial
N o  1 Distillate 16,120 17,677 39,693 38,473
N o  2 Fuel O il 19,526 5,729 8,511 8,846

N o  2 U ltra -Low  Sulfur D iesel (0-15ppm) 0 0 15,436 22,203
N o 2 Low  Sulfur D iesel (15-500ppm) 6,167 3,087 11,585 208

N o 2 H igh Sulfur (501+ ppm) 8,953 15,709 2,587 123
Other Distillate 31 0 3 0

Commercial Total Distillate 50,796 42,201 77,815 69,853

Industrial
N o  1 Distillate 16,120 13,427 11,017 28,169
N o  2 Fuel O il 6,250 210 1,605 958

N o  2 U ltra -Low  and Low  Sulfur Diesel 30 4,295 17,057 36,439
N o  2 H igh Sulfur 15,301 26,919 6,480 138

Industrial Total Distillate 37,701 44,850 36,159 65,704

Electrical Power Generation
Electrical Generation Total Distillate 46,232 57,455 37,048 30,127

Off-Highway
N o  2 Diesel — Construction 10,815 14,050 11,654 8,239

N o  2 Diesel -- O ther Use 10,266 3,800 2,363 1,888
Off-Highway Total No 2 Diesel 21,080 17,850 14,017 10,126

On-Highway
Total On-High way No 2 Diesel 90,999 172,595 166,599 169,158

Military
N o 2 Diesel 9,451 14,233 6,369 7,234

Total Military Distillate 9,524 14,401 11,691 12,409

Oil Company
Total Oil Company Distillate 40,834 17,515 48,241 56,554

Total Distillate Sales 506,230 563,020 558,559 594,620

Source: Energy Information Adm inistration, Distillate Fuel Oil and Kerosene Sales by End Use 
Note: Values are given in thousands o f  gallons

W h ile  s ta te w id e  e n e rg y  c o n s u m p tio n  p a tte rn s  are o f  in te re s t in  th e ir  o w n  r ig h t ,  th e  p ro p o se d  
co n tra c t w i l l  have  l i t t le  im p a c t o n  e ith e r  th e  c o n s u m p tio n  o f,  o r  th e  p r ic e  o f,  n o n -c ru d e  based 
e n e rg y  p ro d u c ts  such as n a tu ra l gas. I f  th e  p ro p o se d  c o n tra c t is  to  have  a n y  im p a c t o n  p r ic e  o r  
c o n s u m p tio n  p a tte rn s  in  th e  state, i t  w i l l  m o s t p ro m in e n t ly  im p a c t p r ic e  and  a v a i la b i l i ty  o f
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ga so lin e , d ie se l, je t  fu e l, and  pe rhaps h o m e  h e a tin g  o i l.  N o ta b ly ,  th e  second  m o s t c o m m o n  fu e l 
used b y  A la s k a n s  in  th e ir  re s idence  in  2011  w as  d is t i l la te  fu e l o i l  in  the  fo rm  o f  h e a tin g  o i l,  w i th  
a p e r c a p ita  ave rage  c o n s u m p tio n  o f  11.1 m m b tu  p e r year.

S im ila r ly ,  in  th e  c o m m e rc ia l secto r, the  second  m o s t c o m m o n  fu e l w as  d is t i l la te  fu e l o i l ,  in  the  
fo rm  o f  b o th  d ie s e l and  h e a tin g  o i l.  O v e ra ll,  th e  A la s k a  c o m m e rc ia l sec to r co n su m e d  o v e r 10.1 
t r i l l i o n  B T U s  o f  d is t i l la te  fu e l o i l  in  2011 . In  th e  sam e yea r, th e  c o m m e rc ia l se c to r in  A la s k a  
co n su m e d  666  b i l l io n  B T U s  o f  gaso line .

A lth o u g h  e n e rg y  in  the  in d u s tr ia l sec to r w as d o m in a te d  b y  n a tu ra l gas (83 .1  p e rce n t o f  B T U s  
co n su m e d  b y  th e  in d u s tr ia l se c to r), the  n e x t tw o  m o s t c o m m o n  fu e ls  o n  a B T U  bas is  w e re  
p e tro le u m  p ro d u c ts  ( i.e ., o th e r p e tro le u m  p ro d u c ts  and  d is t i l la te  fu e l o i l) .  W h ile  the  re s id e n tia l, 
c o m m e rc ia l, a n d  in d u s tr ia l sectors a ll r e ly  o n  p e tro le u m  p ro d u c ts , th e  u t i l iz a t io n  o f  re f in e d  
p e tro le u m  p ro d u c ts  is  g rea tes t in  th e  tra n s p o rta t io n  secto r. In  2 0 1 1 , A la s k a n s  (a n d  those  in  
A la s k a )  c o n su m e d  ju s t  o v e r 197 t r i l l io n  B T U s  o f  p e tro le u m -b a s e d  e n e rg y  to  fa c il ita te  th e ir  
tra v e ls . O f  these  197 t r i l l i o n  B T U s , 59 .9  p e rce n t w o u ld  be  co n su m e d  in  th e  fo rm  o f  je t  fu e l, 22 .5  
p e rce n t w o u ld  b e  c o n su m e d  as d is t i l la te  fu e l o i l ,  and  16.4  p e rce n t w o u ld  be  co n su m e d  as 
ga so line .

C . C o m m e rc ia l  R e f in in g  I n  A la s k a

A la s k a  c u r re n t ly  has s ix  in -s ta te  re f in e r ie s , o p e ra te d  b y  f iv e  o rg a n iz a tio n s : B P , C o n o c o P h ill ip s ,
F l in t  H i l ls  R esources  A la s k a , P e tro  S tar, and  T e so ro . O f  these s ix  re f in e r ie s , fo u r  p ro d u ce

12re f in e d  p e tro le u m  p ro d u c ts  fo r  th e  co n su m e r m a rk e t. T h e  fo u r  in -s ta te  re f in e r ie s  p ro d u c in g  
re f in e d  p e tro le u m  p ro d u c ts  fo r  th e  co n su m e r m a rk e t are T e s o ro ’ s K e n a i re f in e ry , F H R ’ s N o r th  
P o le  re f in e ry , and  P e tro  S ta r ’ s N o r th  P o le  and V a ld e z  re fin e r ie s . A l l  fo u r  o f  these re f in e r ie s  
re f in e  A la s k a n  c ru d e  and  s u p p ly  th e  A la s k a  re ta il m a rk e t w ith  re f in e d  p e tro le u m  p ro d u c ts .

U n lik e  th e  o th e r th re e  c o m m e rc ia l re f in e r ie s  in  A la s k a , T e s o ro ’ s K e n a i re f in e ry  is  n o t t ie d  in to  
th e  T ra n s -A la s k a  P ip e lin e  S ys te m  (T A P S ). B e in g  lo c a te d  o f f  o f  T A P S  im p a c ts  o p e ra tio n s  in  tw o  
c e n tra l w a ys . F irs t,  ra th e r th a n  d ra w in g  fe e d s to c k  d ire c t ly  f r o m  T A P S , fe e d s to ck  a t th e  K e n a i 
re f in e ry  a rr iv e s  o v e r  w a te r. T h e  a b i l i ty  to  accep t w a te rb o rn e  ca rgos m eans tha t, u n l ik e  the  o th e r 
th re e  c o m m e rc ia l re f in e r ie s  in  th e  state, th e  K e n a i re f in e ry  can  source  c rude  fro m  th e  w o r ld  
m a rk e t, th e  V a ld e z  M a r in e  T e rm in a l, o r  th e  C o o k  In le t. W h i le  im p o r ta t io n  o f  n o n -A la s k a n  c ru d e  
is  p o s s ib le  at th e  K e n a i re f in e ry ,  i t  is  a r e la t iv e ly  ra re  even t. O v e r  90  p e rce n t o f  th e  c ru d e  re f in e d  
in  the  K e n a i fa c i l i t y  is  A la s k a n  crude , b o th  A la s k a  N o r th  S lo p e  and C o o k  In le t  c rudes. F e w e r 
th a n  th re e  ca rgos  o f  fo re ig n  (n o n -U S ) c ru d e  w e re  im p o r te d  in  the  pas t year.

T h e  second  k e y  im p a c t th a t b e in g  lo ca te d  a w a y  fr o m  T A P S  has o n  o p e ra tio n s  a t the  K e n a i 
re f in e ry  is  its  in a b i l i t y  to  re - in je c t unprocessed  p o r t io n s  o f  a b a rre l o f  c ru d e  b a c k  in to  the  
p ip e lin e . T h e  K e n a i re f in e ry , l ik e  a l l c o m m e rc ia l re f in e r ie s  in  A la s k a , does n o t possess the  
te c h n o lo g ic a l s o p h is t ic a t io n  to  tra n s fo rm  e v e ry  p o r t io n  o f  a b a rre l in to  re f in e d  p ro d u c t. T h e  
p o r t io n  o f  a b a rre l n o t re f in e d  in to  sa leab le  p ro d u c t, the  s o -c a lle d  “ h e a v y  ends,”  m u s t be  lo a d ed  
o n to  a sh ip  and  tra n s p o rte d  to  a n o th e r T e so ro  fa c i l i t y  o n  th e  U n ite d  States W e s t C oast fo r  fu r th e r  
p ro ce ss in g .

12 BP and ConocoPhillips currently operate small topping plants on the North Slope that primarily support oil industry operations.



T e s o ro ’ s K e n a i re f in e ry  has a n a m e p la te  th ro u g h p u t c a p a c ity  o f  7 2 ,0 0 0  b a rre ls  p e r d a y , b u t 
a c tu a l th ro u g h p u t is  h ig h ly  seasonal and  w e ll  b e lo w  the  n a m e p la te  ca p a c ity . D u r in g  th e  s u m m e r 
m o n th s , w h e n  dem a n d  fo r  re f in e d  p ro d u c t is at its  peak, th e  K e n a i re f in e ry  processes 
a p p ro x im a te ly  6 5 ,0 0 0  b a rre ls  p e r d a y  o f  c ru d e , d e c lin in g  to  a p p ro x im a te ly  4 5 ,0 0 0  b a rre ls  p e r d a y  
d u r in g  th e  w in te r  m o n th s . O v e ra ll,  a b o u t o n e -q u a rte r (2 4  p e rc e n t)  o f  the  p ro d u c t re f in e d  at th e  
K e n a i re f in e ry  is  g a so lin e , a n o th e r 35 p e rce n t is  je t  fu e l,  11 p e rce n t is  u lt ra - lo w  and  lo w  s u lfu r  
d ie se l fu e l,  and  30  p e rc e n t are “ h e a v y  ends.”

T h e  m a jo r i ty  o f  th e  end -use  p ro d u c ts  re f in e d  at th e  K e n a i fa c i l i t y  w i l l  be c o n su m e d  b y  the  
A la s k a  m a rke t. N e a r ly  a l l  o f  th e  je t  fu e l p ro d u c e d  at th e  K e n a i re f in e ry  w i l l  b e  tra n s p o rte d  v ia  
p ip e lin e  to  A n c h o ra g e , w i t h  th e  m a jo r i ty  o f  A n c h o ra g e -b o u n d  je t  fu e l co n su m e d  at T e d  S tevens 
A n c h o ra g e  In te rn a t io n a l A irp o r t .  T e so ro  w i l l  s u p p ly  u l t ra - lo w  s u lfu r  d ie se l and  g a s o lin e  to  b o th  
S o u th c e n tra l and  In te r io r  m a rke ts , w ith  p ro d u c t tra n s p o rte d  to  the  In te r io r  v ia  th e  ro a d  sys tem . 
A lth o u g h  the  K e n a i re f in e ry  su p p lie s  u lt ra - lo w  s u lfu r  d ie se l and  g a so lin e  to  th e  In te r io r  m a rk e t, 
no n e  o f  the  h e a tin g  o i l  co n su m e d  in  the  In te r io r  is  re f in e d  b y  T e so ro . S te m m in g  f r o m  its  access 
to  w a te rb o rn e  tra n s p o rta t io n , a lth o u g h  ra re  in  o ccu rre n ce , T e s o ro  a lso  re ta in s  th e  a b i l i t y  to  sh ip  
re f in e d  p ro d u c t o u t o f  A la s k a .

F H R ’ s N o r th  P o le  re f in e ry  is  s tra te g ic a lly  lo ca te d  o n  T A P S  and  re lie s  o n  th e  p ip e lin e  fo r  a ll 
fe e d s to c k  re f in e d  in  th e  fa c i l i t y .  A t  p resen t, F H R ’ s N o r th  P o le  re f in e ry  d ra w s  a p p ro x im a te ly
8 2 .0 0 0 -8 4 ,0 0 0  b a rre ls  o f  A la s k a  N o r th  S lo p e  c ru d e  o i l  (A N S )  f ro m  T A P S  p e r day. F ro m  these
8 2 .0 0 0 -8 4 ,0 0 0  b a rre ls , th e  re f in e ry  w i l l  p ro d u c e  a p p ro x im a te ly  2 2 ,0 0 0 -2 5 ,0 0 0  b a rre ls  o f  re f in e d  
p ro d u c t. A l l  c ru d e  and  c o n s titu e n ts  th a t are n o t tra n s fo rm e d  in to  re f in e d  p ro d u c t are in je c te d  
b a c k  in to  T A P S .13 A t  p re se n t th ro u g h p u t v o lu m e s , th e  F H R  N o r th  P o le  re f in e ry  p ro d u ce s  
a p p ro x im a te ly  6 7 2 ,0 0 0  g a llo n s  o f  je t  fu e l p e r d a y , 143 ,000  g a llo n s  o f  g a so lin e  p e r d a y , 4 1 ,0 0 0  
g a llo n s  o f  h o m e  h e a tin g  fu e l p e r d a y , and 6 8 ,0 0 0  to  194 ,0 0 0  g a llo n s  p e r d a y  o f  p ro d u c t 
c o n s is tin g  o f  H A G O , L A G O , n a ph tha , aspha lt, re f in in g  fu e l,  and  a s m a ll v o lu m e  o f  h ig h -s u lfu r  
d iese l.

A l l  o f  th is  n e a r ly  one  m i l l io n  g a llo n s  p e r d a y  o f  re f in e d  p e tro le u m  p ro d u c ts  p ro d u c e d  a t F H R ’ s 
N o r th  P o le  re f in e ry  w i l l  re m a in  in  th e  A la s k a  m a rk e t. C u rre n t ly , F H R  sh ips  a p p ro x im a te ly
6 8 0 ,0 0 0  g a llo n s  o f  re f in e d  p ro d u c t p e r d a y  fr o m  th e  In te r io r  to  A n c h o ra g e  o n  th e  A la s k a  
R a ilro a d , w ith  th e  va s t m a jo r i ty  o f  th e  s o u th b o u n d  p ro d u c t b e in g  je t  fu e l d e s tin e d  fo r  T e d  
S tevens A n c h o ra g e  In te rn a t io n a l A ir p o r t .  In  a d d it io n  to  th e  s o u th w a rd  m o v e m e n t o f  re f in e d  
p ro d u c t, F H R  a lso  ra ils  ro u g h ly  2 3 0 ,0 0 0  g a llo n s  o f  u lt ra - lo w  s u lfu r  d ie se l and  g a s o lin e  
b le n d s to c k  n o rth  in to  th e  In te r io r  each day. In  a d d it io n  to  its  p ro d u c t io n  and  m o v e m e n t o f  
re f in e d  p ro d u c t, F H R  a lso  o w n s  3 0 .7  m i l l io n  g a llo n s  o f  p ro d u c t s to rage  c a p a c ity  in  A n c h o ra g e  
and  19.3 m i l l io n  g a llo n s  o f  p ro d u c t s to rage  in  F a irb a n ks .

L ik e  F H R ’ s N o r th  P o le  re f in e ry , P e tro  S ta r ’ s N o r th  P o le  and  V a ld e z  re f in e r ie s  b o th  e x c lu s iv e ly  
re f in e  A N S  d ra w n  fr o m  T A P S . P e tro  S ta r ’ s N o r th  P o le  re f in e ry  has a m a x im u m  th ro u g h p u t

13 The “m iddle” o f  a barrel o f  crude is the most valuable portion o f  a barrel, particularly for refineries possessing the 
technological sophistication o f  A laska’s TAPS-dependent refineries. The TAPS-dependent refineries transform the m iddle o f  a 
barrel into refined product and return the light- and heavy-ends to TAPS. The refiner then pays a  fee to the other shippers on 
TAPS for degrading the value o f  the TAPS stream.
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c a p a c ity  o f  2 2 ,0 0 0  b a rre ls  p e r day , w h ile  the  V a ld e z  re f in e ry  has a m a x im u m  th ro u g h p u t o f
6 0 ,0 0 0  b a rre ls  p e r day . E ach  o f  these re f in e r ie s  w i l l  re f in e  b e tw e e n  25 and  30  p e rce n t o f  the  
c ru d e  d ra w n  f r o m  T A P S  in to  re f in e d  p ro d u c t. T h e  re m a in in g  70 to  75 p e rce n t o f  th e  v o lu m e  
d ra w n  f r o m  T A P S  w i l l  be  re - in je c te d  in to  the  p ip e lin e .

In  a ty p ic a l yea r, ro u g h ly  o n e -th ird  o f  the  re f in e d  p ro d u c t p ro d u c e d  b y  P e tro  S ta r w i l l  be  u lt ra -  
lo w  a n d  lo w  s u lfu r  d ie se l, n e a r ly  f i f t y  p e rc e n t w i l l  be  je t  fu e l, and th e  re m a in d e r w i l l  co n s is t 
p r im a r i ly  o f  h o m e  h e a tin g  fu e l. T h e  m a jo r i ty  o f  th e  re f in e d  p ro d u c t p ro d u c e d  b y  P e tro  S ta r w i l l  
re m a in  in  A la s k a . P e tro  S ta r su p p lie s  je t  fu e l to  b o th  m i l i ta r y  and c iv i l ia n  cus tom ers , w it h  th e  
m a jo r i ty  o f  th e  c iv i l ia n  je t  fu e l b e in g  co n su m e d  at T e d  S tevens A n c h o ra g e  In te rn a t io n a l A ir p o r t .  
P e tro  S ta r a lso  s u p p lie s  b e tw e e n  f i f t y  and s ix ty  p e rc e n t o f  the  h o m e  h e a tin g  fu e l th a t is  s o ld  in  
the  In te r io r .

D .  R I K ’ s R o le  in  A la s k a n  C o m m e rc ia l R e f in in g

T h e  S ta te  o f  A la s k a ’ s R IK  has p la y e d  a c r i t ic a l ro le  in  the  d e v e lo p m e n t and  c o n tin u e d  o p e ra tio n  
o f  th e  A la s k a n  re f in in g  secto r. A l l  fo u r  c o m m e rc ia l re f in e r ie s  c u r re n t ly  o p e ra tin g  in  the  state 
have , a t v a r io u s  p o in ts  in  t im e , had  a R IK  c o n tra c t. T h re e  o f  these fo u r  re f in e r ie s  re f in e d  ro y a lty  
o i l ,  w h i le  a ro y a lty  c o n tra c t b a cks to p p e d  f in a n c in g  fo r  th e  fo u rth .

M o s t  s a lie n t fo r  th e  c u rre n t d iscu ss io n , th e  sta te  has a lo n g  h is to ry  s e llin g  its  N o r th  S lope  R IK  to  
th e  T e s o ro  re f in e ry  in  N ik is k i .  T h e  state s u p p lie d  th e  K e n a i re f in e ry  w ith  A N S  c ru d e  b e tw e e n  
J u ly  1980  and J a n u a ry  1982 and  aga in  b e tw e e n  J a n u a ry  1983 and D e c e m b e r 1 9 9 8 .14 In  to ta l, the  
K e n a i re f in e ry  p u rch a se d  2 3 0  m i l l io n  b a rre ls  o f  A la s k a  N o r th  S lope  ro y a lty  o i l  u n d e r seven 
separa te  R IK  co n tra c ts . U n d e r  th e  te rm s  o f  th e  p ro p o se d  T e so ro  R IK  c o n tra c t, T e so ro  has the  
o p t io n  to  pu rchase  n o  o i l  fo rm  the  S tate i f  th e  e c o n o m ic  p ro v is io n s  o f  the  co n tra c t d e p a rt f ro m  
those  a v a ila b le  fr o m  o th e r c ru d e  su p p lie rs  in  the  A la s k a  m a rke t. In s o fa r  as T e so ro  chooses n o t 
to  e xe rc ise  th is  o p tio n , i t  suggests th a t the  S tate  has o ffe re d  te rm s  m o re  a ttra c t iv e  th a n  those  th a t 
c o u ld  b e  secured  f r o m  th e  p r iv a te  m a rke t. In  re tu rn  fo r  these a ttra c t iv e  te rm s , the  p e o p le  o f  
A la s k a  e n jo y  th e  e c o n o m ic , so c ia l, and la b o r m a rk e t b e n e fits  o f  p e tro le u m  p ro d u c ts  re f in e d  fr o m  
A la s k a n  c ru d e  b y  A la s k a n s  in  A la s k a .

S im ila r ly ,  the  S ta te  has s u p p lie d  th e  N o r th  P o le  re f in e ry  w ith  ro y a lty  o i l  fo r  the  pas t 33 
co n s e c u tiv e  years. B e tw e e n  N o v e m b e r 1979 and  June  2 0 1 2 , th e  S ta te  s o ld  o v e r 4 7 2  m i l l io n  
b a rre ls  o f  A la s k a  N o r th  S lo p e  c ru d e  to  the  v a r io u s  o w n e rs  o f  the  N o r th  P o le  re f in e ry  c u rre n tly  
ope ra te d  b y  F H R . T h e  c u rre n t te n -y e a r c o n tra c t, e x p ir in g  in  2 0 1 4 , w ith  F H R  has genera ted  
m u tu a l b e n e fits  fo r  b o th  F H R  and  th e  p e o p le  o f  A la s k a .15 T h e  S tate has ju s t  a w a rded  a n e w  
c o n tra c t w ith  F H R  w h ic h  w i l l  c o n tin u e  d e liv e r ie s  fo r  an a d d it io n a l f iv e -y e a r  te rm  e n d in g  M a rc h  
31 , 2 0 1 9 . L ik e  the  p ro p o s e d  T e so ro  co n tra c t, u n d e r th e  te rm s  o f  F H R ’ s te n -y e a r ro y a lty  o i l  
co n tra c t and  its  n e w  c o n tra c t, F H R  has the  o p t io n  to  pu rchase  no  o i l  f ro m  th e  S tate i f  the  
e c o n o m ic  p ro v is io n s  o f  i ts  co n tra c ts  d epa rt f ro m  those  a v a ila b le  f ro m  o th e r c ru d e  o i l  s u p p lie rs  in  
th e  A la s k a  m a rke t.

14 The State also supplied Tesoro’s Kenai refinery with 81 million barrels o f Cook Inlet royalty crude between 1970 and 1985.
15 See A laska Department o f  Natural Resources. February 12, 2004. “Best Interest Finding and Determination for the Sale o f  
Alaska North Slope Oil to Flint Hills Resources Alaska, LLC” for a full discussion o f the benefits derived from the current 
contract. Later sections more fully develop the benefits associated with the proposed contract
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T h e  h is to r ic a l re la t io n s h ip  b e tw e e n  th e  sale o f  R IK  and P e tro  S ta r ’ s N o r th  P o le  re f in e ry  is  
s im ila r  to  the  ro le  p la y e d  b y  ro y a lty  o i l  in  F H R ’ s N o r th  P o le  re f in e ry  and T e s o ro ’ s K e n a i 
re f in e ry . T h e  S tate  s o ld  N o r th  S lo p e  ro y a lty  o i l  to  P e tro  S ta r ’ s N o r th  P o le  re f in e ry  f r o m  
D e c e m b e r 1986  th ro u g h  D e c e m b e r 1991. In  to ta l, the  state s u p p lie d  P e tro  S ta r ’ s N o r th  P o le  
re f in e ry  w ith  ju s t  o v e r 3 m i l l io n  b a rre ls  o f  N o r th  S lo p e  ro y a lty  o i l  u n d e r th is  5 ye a r c o n tra c t.

Perhaps th e  m o s t in te re s t in g  ro le  p la y e d  b y  a ro y a lty  o i l  c o n tra c t w as  the  1992  c o n tra c t w it h  
P e tro  S ta r V a ld e z  J o in t V e n tu re . In  m id -1 9 9 1 , P e tro  S ta r and  its  jo in t  ve n tu re  p a rtn e rs  co n ta c te d  
D N R  in  o rd e r to  secure a ro y a lty  o i l  c o n tra c t fo r  a p ro p o se d  re f in e ry  in  V a ld e z . D N R  u lt im a te ly  
n e g o tia te d  a te n -y e a r c o n tra c t w ith  P e tro  S ta r and  its  jo in t  v e n tu re  p a rtn e rs  to  s u p p ly  the  
p ro p o se d  V a ld e z  re f in e ry  w it h  u p  to  3 0 ,0 0 0  b a rre ls  p e r  d a y  o f  r o y a l ty  o i l.  W i th  th is  c o n tra c t in  
hand , th e  jo in t  v e n tu re  secured  th e  needed  f in a n c in g  and c o n s tru c te d  the  V a ld e z  re f in e ry . T h e  
ro y a lty  c o n tra c t h e lp e d  th e  jo in t  v e n tu re  secure  f in a n c in g  b y  d e m o n s tra tin g  g u a ran teed  access to  
an  o n -g o in g  s u p p ly  o f  fe e d s to ck . U lt im a te ly ,  P e tro  S ta r V a ld e z  J o in t V e n tu re s  n e v e r to o k  
possess ion  o f  a s in g le  b a rre l o f  r o y a l ty  c ru d e  u n d e r the  te n -y e a r co n tra c t, p re fe r r in g , ra th e r, to  
secure its  fe e d s to c k  fr o m  the  p r iv a te  m a rke t.

E . A la s k a ’ s F is c a l C o n d it io n  is  W e d d e d  to  O i l  a n d  G a s

B o th  the  e c o n o m ic  and  th e  f is c a l h e a lth  o f  A la s k a  are w e d d e d  to  o i l  and gas. In  2 0 1 1 , th e  to ta l 
m a rk e t v a lu e  o f  a ll goods and  se rv ices  p ro d u c e d  in  A la s k a  to ta le d  $ 5 1 .4  b i l l io n .  A p p ro x im a te ly ,  
one  o u t o f  e v e ry  f iv e  o f  th o se  d o lla rs  w as  genera ted  b y  o i l  and  g a s .16 O i l  and  gas a cco u n t fo r  an 
even  la rg e r share o f  revenues re c e iv e d  b y  the  S tate  o f  A la s k a . In  f is c a l ye a r 2 0 1 2 , 93 p e rc e n t o f  
th e  s ta te ’ s g e ne ra l fu n d  u n re s tr ic te d  re ve n u e  cam e fr o m  o i l  and  g a s .17 In  th e  sam e f is c a l yea r,

t o

A la s k a  genera ted  $2 .95  b i l l io n  f ro m  o i l  and gas ro y a ltie s .

Just as o u r  c u rre n t e c o n o m ic  and  f is c a l h e a lth  is  d e e p ly  tie d  to  o i l  and  gas, so is  o u r  fu tu re . T h e  
D e p a rtm e n t o f  R evenue  fo recas ts  th a t at leas t 87  p e rce n t o f  th e  s ta te ’ s genera l p u rp o se  
u n re s tr ic te d  re ve n u e  w i l l  be  d e r iv e d  f ro m  o i l  and gas re ve n u e  th ro u g h  2021 . T h e  im p o rta n c e  o f  
th is  s u b s ta n tia l re venue  sou rce  is  u n d e rsco re d  b y  re ce n t O f f ic e  o f  M a n a g e m e n t and  B u d g e t 
p ro je c tio n s  o f  A la s k a ’ s f is c a l h e a lth . U n d e r  the  scenarios  p re se n te d  in  the  F Y  2 0 1 4  10 -ye a r 
P lan , th e  state is  exp e c te d  to  e xp e rie n ce  a b u d g e t s h o r t fa l l  d u r in g  f is c a l ye a r 2013 . A lth o u g h  th e  
re su lts  depend  o n  the  a ssu m p tio n s  used  to  genera te  the  p ro je c tio n s , th ree  o f  th e  fo u r  scena rios  
p resen ted  b y  th e  O f f ic e  o f  M a n a g e m e n t and B u d g e t fo re ca s t b u d g e t s h o rtfa lls  to  p e rs is t f r o m  
f is c a l ye a r 2 0 1 5  th ro u g h  f is c a l ye a r 2023 . 19

16 Gross State Product data from the United States Department o f  Commerce, Bureau o f  Economic Analysis (accessed on 
8/23/2012, at http://w ww .bea.gov/iTable/iTable.cfm ?ReqID =70& step=l& isuri=l& acrdn=l). In 2011, oil and gas GSP was not 
disaggregated from m ining sector GSP. Between 2000 and 2010, oil and gas accounted for an average o f  80.1%  o f  m ining GDP. 
If  2011 follows decennial averages, oil and gas generated $10. lb . If  oil and gas fell at a decennial low (71.5%) as a proportion o f 
m ining industry GSP, oil and gas generated $9.0b in 2011.
17 Alaska Department o f  Revenue -  Tax Division, Fall 2012 Forecast, p. 13
18 http://dog.dnr.alaska.gov/index.htm
19 FY 2014 10-Year Plan, State o f  Alaska, Governor’s Office o f  M anagement and Budget. All four projected scenarios indicate a 
budget shortfall in FY  2013. The balance o f  the State’s total reserves is projected to remain positive through FY 2022 in all four 
projected scenarios.
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F . R I K  O i l  S a le  P ro c e d u re  a n d  S c h e d u le

B e fo re  e x e c u tin g  a c o n tra c t fo r  the  d is p o s it io n  o f  R IK  to  re lie v e  m a rk e t c o n d it io n s , th e  
c o m m is s io n e r m u s t f in d  th a t the  d is p o s it io n  is  in  th e  best in te res ts  o f  th e  S tate  (11 A A C  0 3 .0 1 0 ). 
T h e  c o m m is s io n e r es tab lishes  th e  te rm s, c o n d it io n s , and m e th o d s  o f  d is p o s it io n  o f  th e  S ta te ’ s 
R IK  o i l  (11 A A C  0 3 .0 1 0 ). T h e re  e x is ts  a s ta tu to ry  p re s u m p tio n  th a t ta k in g  R IK  
(A S 3 8 .0 5 .1 8 2 (a ))  w it h  sa le  to  in -s ta te  cu s to m e rs  (A S 3 8 .0 5 .1 8 3 (d ))  a c c o m p lis h e d  th ro u g h  
c o m p e t it iv e  m eans (A S 3 8 .0 5 .183 (a )) is  in  th e  s ta te ’ s best in te re s t. T h a t b e in g  sa id , th e  sta te  has 
m a n y  c o m p e tin g  in te re s ts  and  th e  s ta te ’ s b e s t in te re s t m a y  be se rved  th ro u g h  a n o n -c o m p e tit iv e  
d is p o s it io n  o f  th e  s ta te ’ s r o y a lty  in  k in d .

G iv e n  th e  s ta tu to ry  p re s u m p tio n  th a t the  S ta te ’ s bes t in te re s t is  se rved  th ro u g h  a c o m p e tit iv e  
d is p o s it io n  o f  r o y a lty  o i l  to  in -s ta te  cus tom ers , D N R  a y e a r ago f i r s t  so u g h t to  d e te rm in e  the  
le v e l o f  in te re s t o n  th e  p a r t o f  in -s ta te  p ro d u c e rs  and  re f in e rs  in  th e  pu rch a se  o f  th e  S ta te ’ s R IK .
T o  gauge  th e  le v e l o f  in te re s t in  th e  m a rk e t, D N R  d is tr ib u te d  an in fo rm a l s o l ic ita t io n  o f  in te re s t

20in  R IK  o i l  in  m id -A u g u s t 2 0 1 2 . B e y o n d  s im p ly  g a u g in g  the  m a rk e t’ s in te re s t in  R IK  o i l ,  th is  
s o l ic i ta t io n  o u t l in e d  th e  s ta te ’ s d e s ire  to  o b ta in  “ sp e c ia l c o m m itm e n ts ”  th a t w o u ld  m e a n in g fu lly  
address th e  h ig h  co s t o f  e n e rg y  in  A la s k a . T h is  in fo rm a l s o lic ita t io n  o f  in te re s t w as d ire c t ly  
tra n s m itte d  to  s ix  o rg a n iz a tio n s : B P , C o n o c o P h ill ip s , E x x o n M o b il ,  P e tro  S tar, F H R , and T eso ro . 
O f  these s ix , th ree  possess c o m m e rc ia l in -s ta te  re f in in g  c a p a b ilit ie s . B e y o n d  d ire c t ly  
t ra n s m itt in g  the  in fo rm a l s o l ic ita t io n  o f  in te re s t to  these s ix  o rg a n iz a tio n s , th e  state a lso  in fo rm e d  
th e  m a rk e t o f  its  in te n t to  se ll R IK  th ro u g h  announcem en ts  in  b o th  in d u s try -s p e c if ic  and  gene ra l 
m e d ia .21

T h e  in fo rm a l s o lic ita t io n  genera ted  fo u r  responses a f f ir m in g  in te re s t in  p u rc h a s in g  th e  S ta te ’ s 
R IK .  T hese  a ff irm a t iv e  responses w e re  f r o m  B P , C o n o c o P h ill ip s , F H R , and  T eso ro . D N R  
re c e iv e d  n o  in d ic a t io n s  o f  in te re s t o u ts id e  o f  these fo u r  p a rtie s ; n o ta b ly , P e tro  S ta r as o w n e r  o f  
tw o  c o m m e rc ia l re f in e r ie s  in  A la s k a  chose n o t to  respond . S ubsequen t d iscu ss io n s  w it h  th e  
in te re s te d  p a rtie s  th a t d id  re p ly  re ve a le d  th a t B P  and C o n o c o P h ill ip s  w o u ld  b o th  re q u ire  the  
a b i l i t y  to  e x p o rt R IK  o i l  f r o m  th e  state. In  o rd e r to  p e rm it  the  e x p o rt o f  R IK  c ru d e , u n d e r 11 
A A C  0 3 .0 1 0 , the  c o m m is s io n e r w o u ld  be  re q u ire d  to  “ d e te rm in e  in  w r it in g  th a t th e  o i l,  gas, o r 
assoc ia ted  substances su b je c t to  e x p o rt are s u rp lu s  to  p resen t and  p ro je c te d  in tra s ta te  d o m e s tic  
and  in d u s tr ia l needs.” 22 S uch  a d e te rm in a t io n  w o u ld  be  in c o n s is te n t w it h  the  in fo rm a l 
s o l ic i ta t io n  o f  in te re s t d is tr ib u te d  b y  D N R  w h ic h  o u tlin e s  th a t the  S tate is  in te re s te d  in  c o n tra c t 
te rm s  m e a n t to  “ m it ig a te  th e  h ig h  cos t o f  c o n s u m e r p e tro le u m  p ro d u c ts  in  A la s k a  and address th e  
need  fo r  a g re a te r s u p p ly  o f  c ru d e  o i l  fo r  use  in  the  s ta te .”

T h u s , in  response to  its  s o lic ita t io n  o f  in te re s t, D N R  re c e iv e d  o n ly  tw o  a f f irm a t iv e  responses, 
F H R  and  T e so ro , th a t c o u ld  p o te n t ia l ly  s a t is fy  the  c r ite r ia  set o u t in  its  in fo rm a l s o l ic ita t io n  o f  
in te re s t. F u rth e r  d is c u s s io n  w it h  the  tw o  p a rtie s  w h o  expressed in te re s t c o n s is te n t w ith  th e  
S ta te ’ s go a ls  in d ic a te d  th a t c o m p e tit iv e  b id d in g  w o u ld  be  q u ite  u n l ik e ly  to  m a x im iz e  to ta l va lu e

20 Letter from WC Barron, Director, Division o f  Oil and Gas, August 13, 2012. Subject: “Non-binding Solicitation o f  Interest—- 
North Slope Royalty In-Kind Oil Supply.”
21 Anchorage Daily News, Aug 19, 2012. Accessed at http://www.adn.com/2012/08/19/2593940/state-gauging-interest-in- 
roval.htm l.

Petroleum News, Aug 19, 2012. Accessed at http://www.petroleumnews.com/pnads/773411753.shtml
22 AS 38.05.183(d) place a similar requirement on the commissioner.
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to  th e  S tate. F irs t, as can  be in fe r re d  b y  e x a m in in g  th e  re c e n t ly  enac ted  F H R  c o n tra c t and  the  
p ro p o se d  T e so ro  c o n tra c t, th e  v o lu m e  o f  r o y a lty  o i l  d e s ire d  b y  th e  tw o  responden ts  d if fe re d  
s ig n if ic a n t ly .  T e so ro  w as  in te re s te d  in  o n e -s ix th  to  o n e -h a lf  o f  th e  ro y a lty  o i l  v o lu m e  d e s ire d  b y  
F H R . Second, th e  te rm  o f  th e  c o n tra c t d e s ired  b y  the  tw o  in -s ta te  responden ts  d if fe re d  
s ig n if ic a n t ly .  T e s o ro  so u g h t a c o n tra c t o f  one ye a r o r  less, w h ile  F H R  so u g h t a d e ca d e -lo n g  
co n tra c t. T h ird ,  the  tw o  in -s ta te  responden ts  d e s ired  to  use  ro y a lty  o i l  in  d if fe re n t  fa sh io n s .
F H R  w as in te re s te d  in  u s in g  ro y a lty  o i l  as a y e a r-ro u n d  a n ch o r c ru d e  co n tra c t, w h i le  T e so ro  w as  
in te re s te d  in  u s in g  th e  v o lu m e tr ic  o p t io n a li ty  co n ta in e d  in  th e  p ro p o s e d  c o n tra c t to  a cco m m o d a te  
seasonal f lu c tu a t io n s  in  d e m a n d  fo r  re f in e d  p ro d u c t. T a k e n  as a w h o le , these d i f fe r in g  o b je c tiv e s  
and  re q u ire m e n ts  w o u ld  h a ve  m ade  s tru c tu r in g  a c o m p e tit iv e  a u c tio n  o f  in te re s t to  b o th  in -s ta te  
responden ts  d i f f ic u l t .  M o re o v e r , a n y  such  c o m p e tit iv e  a u c tio n  w o u ld  have , in  D N R ’ s 
e xp e c ta tio n , re su lte d  in  d im in is h e d  v a lu e  fo r  th e  State.

In  l ig h t  o f  the  v e ry  s m a ll n u m b e r o f  in te re s te d  p a rtie s  and  the  lo w  p ro b a b il i ty  th a t c o m p e tit iv e  
b id d in g  w o u ld  m a x im iz e  to ta l S ta te  v a lu e , th e  c o m m is s io n e r d e te rm in e d  th a t se e k in g  a n o n ­
c o m p e tit iv e , n e g o tia te d  a g re e m en t w as  in  th e  S ta te ’ s b e s t in te re s t, and  th e re fo re , w a iv e d  
c o m p e t it iv e  b id d in g . F u rth e rm o re , g iv e n  T e s o ro ’ s need fo r  a ro y a lty  c o n tra c t la s tin g  one  ye a r o r  
less to  m e e t in -s ta te  dem a n d  fo r  re f in e d  p ro d u c t as w e ll  as the  c o m m is s io n e r ’ s e s t im a t io n  th a t th e  
sa le  p r ic e  th ro u g h o u t th e  te rm  o f  the  p ro p o se d  co n tra c t w i l l  be h ig h e r  th a n  th e  v o lu m e -w e ig h te d  
ave rage  o f  the  c u rre n t re p o rte d  n e tb a c k  p r ic e s  f i le d  b y  th e  lessees, th e  c o m m is s io n e r seeks to  
m a ke  th is  d isp o sa l to  re lie v e  m a rk e t c o n d itio n s .

C o n s is te n t w i t h  h is  o b l ig a t io n s  u n d e r  11 A A C  0 3 .0 4 0  a n d  11 A A C  0 3 .0 2 0 , th e  P r e l im in a r y  
B e s t In te r e s t  F in d in g  re p re s e n te d  th e  c o m m is s io n e r ’ s f o r m a l  n o t i f ic a t io n  to  th e  A la s k a  
R o y a lty  O i l  a n d  G a s  D e v e lo p m e n t A d v is o r y  B o a rd  o f  h is  in te n t  to  w a iv e  c o m p e t it iv e  
b id d in g  a n d  d is p o s e  o f  r o y a l t y  o i l  to  re l ie v e  m a r k e t  c o n d it io n s .

F u rth e rm o re , u n d e r A S  3 8 .0 6 .0 5 0 (a ) the  c o m m is s io n e r s u b m itte d  th e  P re lim in a ry  B e s t In te re s t 
F in d in g  to  th e  A la s k a  R o y a lty  O i l  and  G as D e v e lo p m e n t A d v is o r y  B o a rd  as n o t i f ic a t io n  u n d e r 
11 A A C  0 3 .0 3 0  and  0 3 .0 4 0 .

T h e  c o m m is s io n e r a lso  c o n s id e re d  th e  c r ite r ia  lis te d  in  A S  3 8 .0 5 .1 8 3 (e ) and  A S  3 8 .0 6 .0 7 0 (a ). 
T h e  c o m m is s io n e r ’ s a n a lys is  o f  these c r ite r ia  is  d iscussed  in  d e ta il in  fo l lo w in g  sec tions . A s  
o u tlin e d  in  11 A A C  0 3 .0 6 0 (a ), th e  R IK  c o n tra c t m u s t be  a w a rded  to  the  p ro s p e c tiv e  b u y e r  w h o se  
p ro p o s a l o ffe rs  m a x im u m  b e n e fit  to  the  c it iz e n s  o f  the  S tate.

N o t ic e  o f  the  p u b lic a t io n  o f  the  P re lim in a ry  F in d in g  and  D e te rm in a t io n  and  an in v ita t io n  fo r  
p u b l ic  co m m e n t appeared  in  seve ra l new spapers  in c lu d in g  th e  A n c h o ra g e  D a i ly  N e w s , th e  
F a irb a n ks  N e w s -M in e r ,  th e  Juneau  E m p ire , and  th e  K e n a i P e n in su la  C la r io n . A  c o p y  o f  the  
p ro p o se d  P re lim in a ry  B e s t In te re s t F in d in g  and  th e  p ro p o se d  R IK  c o n tra c t w as m ade  a v a ila b le  
fr o m  th e  S tate  b y  c o n ta c tin g :

D iv is io n  o f  O i l  and  G as 
A ttn :  K e v in  B a n ks  
550  W . 7 th  A v e , S u ite  800  
A n c h o ra g e , A la s k a  99501
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P hone: (9 0 7 ) 2 69 -8781  
E -m a il:  ke v in .b a n ks@ ,a la ska .g o v

and  i t  w a s  a lso  p u b lis h e d  o n  th e  D iv is io n  o f  O i l  and  G as w e b s ite  at:

h ttp :/ /d o g .d n r.a la s k a .g o v /

F o rm a l w r it te n  n o tic e  o f  the  S ta te ’ s in te n t to  s e ll r o y a lty  o i l  to  T e so ro  and  in fo rm in g  the  
re c ip ie n ts  o f  th e  p u b lic a t io n  o f  th e  P re lim in a ry  F in d in g  and  D e te rm in a t io n , w as  g iv e n  d ire c t ly  to  
th e  p a rt ie s  lis te d  in  T a b le  4. In c lu d e d  a m o n g  th o se  lis te d  b e lo w  are N o r th  S lo p e  lessees, lo c a l 
p u b l ic  o f f ic ia ls ,  and th e  o th e r  in -s ta te  re f in e r ie s . M e m b e rs  o f  th e  A la s k a  L e g is la tu re  w e re  a lso  
n o t if ie d .

Table 4. Parties Receiving Form al W ritten Notices

Anadarko Petroleum 
Corporation
A TTN : A K  Land Supervisor 
PO Box 1330 
Houston, T X  77251

Chevron USA, Inc.
PO Box 4791 
Houston, T X  77210 
Attn: A llic ia  Dobelman- 
Church, Revenue Section

ASRC Exploration, LLC  
3900 C Street, STE 801 
Anchorage, A K  99503

ConocoPhillips Alaska, Inc. 
ATTN : Land Manager 
PO Box 100360 
Anchorage, A K  99510

BP Exploration (Alaska) Inc. 
A TTN : Land Manager - 
Alaska
PO Box 196612 
Anchorage, A K  99519

Doyon, Lim ited 
A TTN : SR VP Lands &  
Natural Resource 
1 Doyon Place, STE 300 
Fairbanks, A K  99701

Eni Petroleum US, LLC  
1201 Louisiana, STE 3500 
Houston, T X  77002

ExxonM obil Alaska 
Production, Inc.
A TTN : Land Resources 
Manager 
PO Box 2024 
Houston, T X  77525

Eni US Operating Co., Inc. 
1201 Louisiana, STE 3500 
Houston, T X  77002

Murphy Exploration (Alaska), 
Inc.
16290 KatyFrw y., STE 600 
Houston, T X  77094

ExxonM obil Alaska 
Production, Inc.
A T T N : Land Resources 
Manager 
PO Box 196601 
Anchorage, A K  99519

Nana Regional Corportation, 
Inc.
A TTN : Vice President 
Minerals
1001 E. Benson B lvd 
Anchorage, A K  99508

Petro-Hunt, LLC
1601 Elm Street, STE 3900
Dallas, TX  75201

Pioneer Natural Resources 
Alaska, Inc.
700 G Street, STE 600 
Ancohrage, A K  99501

Savant Alaska, LLC  
7501 Village Square Drive, 
STE 102
Castle Rock, CO 80108
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Mayor Luke Hopkins 
Fairbanks North Star Borough 
809 Pioneer Rd,
Fairbanks, A K  99701

M ayor Dan Sullivan 
M unicipality o f Anchorage 
632 W  6th Avenue, Suite 840, 
Anchorage, A K  99501

Mayor Bryce Ward 
C ity o f North Pole 
125 Snowman Lane
North Pole, A K  99705

Mayor Jerry Cleworth 
Fairbanks C ity Hall 
800 Cushman Street 
Fairbanks, A K  99701

M ayor Pat Porter 
C ity o f Kenai 
210 Fidalgo Avenue 
Kenai, Alaska 99611

North Slope Borough 
Mayor Charlotte E. Brower 
P.O. Box 69 
Barrow, A K  99723

Doug Chapados, 
President/CEO 
Petro Star Inc.
3900 C Street, STE 802 
Anchorage, A K  99503

Brad Razook, President/CEO 
F lin t H ills  Resources 
PO Box 2917
W ichita, Kansas 67201-2917

Joe Beattie
F lin t H ills Resources
1510, 111 - 5 th Ave SW 
Calgary, Alberta T2P 3Y6
Canada

A  c o p y  o f  th e  p ro p o se d  f in a l  R IK  o i l  sa le c o n tra c t and  the  S ta te ’ s in fo rm a l le tte r  o f  s o l ic ita t io n  
are a ttached  as e x h ib its  to  th is  F in a l F in d in g  and  D e te rm in a tio n .

A .  P r ic e

T h e  p r ic in g  s tra te g y  in  th e  p ro p o se d  sa le  is  m e a n t to  a rr iv e  a t an  e q u ita b le  v a lu e  fo r  s ta te ’ s 
r o y a lty  o i l  a t th e  p o in t w h e re  o w n e rs h ip  is  tra n s fe rre d  to  T e so ro . In  o rd e r to  d e te rm in e  the  
m o n e ta ry  c o n s id e ra tio n  th e  S tate  re ce ive s  fo r  i ts  r o y a lty  o i l ,  th e  p ro p o se d  sa le  uses a n e tb a c k  
v a lu a tio n  s tra tegy . T h e  n e tb a c k  v a lu e  in  th e  p ro p o se d  sale is  m e a n t to  re p resen t the  v a lu e  o f  
A N S  s o ld  o n  th e  U n ite d  S tates W e s t C o a s t (U S W C ) as i t  en te rs  the  T ra n s -A la s k a n  P ip e lin e  
S ys te m  (T A P S ) o r  the  re g u la te d  p ip e lin e s  u p s tre a m  o f  T A P S  P u m p  S ta tio n  N o . 1.

E a ch  e le m e n t o f  the  n e tb a ck  v a lu e  is  d iscussed  in  g re a te r d e ta il b e lo w , b u t s u c c in c t ly , th e re  are 
f iv e  k e y  e lem en ts  to  the  n e tb a ck  v a lu e . T h e  n e tb a c k  v a lu e  b e g in s  b y  d e te rm in in g  th e  v a lu e  o f  
r o y a lty  o i l  w h e re  the  o v e rw h e lm in g  m a jo r i ty  o f  A N S  is  so ld — th e  U S W C . In  o rd e r to  a cco u n t 
fo r  th e  d iffe re n c e  in  v a lu e  assoc ia ted  w ith  tra n sa c tio n s  o n  the  U S W C  versus V a ld e z , a lo c a tio n  
d if fe re n t ia l is  su b tra c te d  (n e tte d ) ou t. N e x t, to  a cco u n t fo r  th e  p ip e lin e  ta r if fs  to  sh ip  ro y a lty  o i l  
b e tw e e n  th e  p o in t o f  d e l iv e ry  o n  the  N o r th  S lo p e  and th e  V a ld e z  M a r in e  T e rm in a l,  p ip e lin e  
ta r if fs  are deduc ted . F o u rth , an a d ju s tm e n t is  m ade  fo r  th e  d iffe re n c e  in  q u a l ity  b e tw e e n  the  
ro y a lty  o i l  f r o m  th e  f ie ld  in  w h ic h  th e  o i l  o r ig in a te d  and th e  q u a l ity  o f  the T A P S  c o m m o n  s tream  
re c e iv e d  b y  the  b u ye r. F in a l ly ,  an a d ju s tm e n t is  m ade  to  a cco u n t fo r  the  v a lu e  im p a c t caused b y  
th e  re la t iv e ly  s m a ll d iffe re n c e  in  the  m e te re d  v o lu m e  o f  o i l  p u t in to  the  p ip e lin e  a t T A P S  P u m p  
S ta t io n  N o . 1 and  the  m e te re d  v o lu m e  o f  o i l  d e liv e re d  to  V a ld e z  M a r in e  T e rm in a l.  T h e  p e r- 
b a rre l m o n e ta ry  c o n s id e ra tio n  re c e iv e d  b y  the  state is  rep resen ted  fo r m u la ic a l ly  as:

A N S  S p o t P rice  -  $1 .95  -  T a r i f f  A llo w a n c e  ±  Q u a li ty  B a n k  A d ju s tm e n t -  L in e  Loss

I I I .  D is c u s s io n  o f  C o n t r a c t  T e rm s
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1. A N S  S p o t P r ic e

“ A N S  S p o t P r ic e ”  is  d e fin e d  as the  m o n th ly  average  o f  the  d a i ly  h ig h  and lo w  assessm ents fo r  
the  m o n th  fo r  A N S  tra d e d  a t th e  U S W C  as re p o rte d  b y  P la tts  O ilg ra m  P ric e  R e p o rt and R eu te rs  
o n lin e  d a ta  re p o r t in g  se rv ice . In d u s try  re lie s  o n  these p r ic e  re p o r t in g  se rv ices  to  p ro v id e  an 
assessm ent o f  th e  p re v a i l in g  m a rk e t va lu e  o f  A N S . T h e  average  o f  P la t t ’ s and  R eu te rs  fo rm s  the  
bas is  fo r  th e  A N S  sp o t p r ic e  in  th e  e x is tin g  R IK  sales c o n tra c t and  th e  p re v a il in g  va lu e  
c a lc u la t io n  used  b y  A la s k a ’ s D e p a rtm e n t o f  R e ve n ue  (15  A A C  55 .171  (m )) . G iv e n  th e ir  
c o m m o n  use b y  b o th  the  p r iv a te  and  p u b lic  secto rs , P la t t ’ s and  R eu te rs  p ro v id e  one  c re d ib le  
es tim a te  o f  the  c u rre n t m a rk e t v a lu e  o f  A N S .

I f  D N R  o r  T e so ro  d e te rm in e s  th a t the  tru e  m a rk e t v a lu e  o f  A N S  is  n o  lo n g e r a c c u ra te ly  re f le c te d  
b y  th e  m o n th ly  average  o f  th e  P la tts  and R e u te rs  d a i ly  m id -p o in t  assessm ent, th e n  a g o o d  fa ith  
e f fo r t  w i l l  be m ade  to  a rr iv e  a t a m u tu a lly  ag reeab le  a lte rn a tiv e  sou rce  to  e s ta b lish  the  A N S  S p o t 
P rice . I f  such  a m u tu a lly  ag reeab le  a lte rn a tiv e  sou rce  ca n n o t be  id e n t if ie d , “ th e  S tate w i l l  se lect 
th e  a lte rn a tiv e  sou rce  th a t m o s t re l ia b ly  rep resen ts  th e  p r ic e  fo r  A N S .”  T h e  A N S  S p o t P rice  
c a lc u la t io n  does n o t in c lu d e  days  in  w h ic h  e ith e r o f  th e  tw o  re p o r t in g  se rv ices  does n o t assess the  
v a lu e  o f  A N S  o n  th e  U S W C .

2. $ 1 .9 5  ( “ R I K  D i f f e r e n t ia l ” )

T h e  $ 1 .9 5  te rm  in  th e  p r ic e  s tru c tu re  serves a d u a l ro le . F irs t, th e  te rm  is  m e a n t to  ca p tu re  the 
d if fe re n c e  in  the  v a lu e  o f  A N S  s o ld  on  th e  U S W C  and  a t the  V a ld e z  M a r in e  T e rm in a l. T h e  p e r- 
b a rre l p r ic e  o f  A N S  is  lo w e r  in  V a ld e z  th a n  the  U S W C  because o f  b o th  c o m p e tit iv e  and 
m e c h a n ic a l fo rces . M e c h a n ic a lly ,  a b a rre l d e s tin e d  fo r  th e  U S W C  transac ts  a t a lo w e r  p r ic e  in  
V a ld e z  because th e  o w n e r fo re g o e s  the  co s t o f  tra n s p o rta t io n  to  th e  U S W C . C o m p e tit iv e ly , 
th e re  are o n ly  fo u r  e n tit ie s  th a t h a ve  the  c a p a c ity  to  l i f t  o i l  f r o m  th e  V a ld e z  te rm in a l. T hese  
f irm s  m a y  h a ve  th e  a b i l i t y  to  e xe rc ise  w h a t e co n o m is ts  c a ll m a rk e t p o w e r  to  n e g o tia te  co n tra c ts  
fo r  o i l  w i th  a v a lu e  at th e  V a ld e z  te rm in a l th a t is  less th a n  the  U S W C  m a rk e t v a lu e  m in u s  the  
m a rg in a l cos t o f  tra n s p o rta t io n .

T h e  second  p u rp o se  o f  th e  $ 1 .9 5  te rm  is th e  p re s e rv a tio n  o f  D N R ’ s s ta tu to ry  and re g u la to ry  
o b l ig a t io n  to  secure  a p r ic e  fo r  its  R IK  th a t is, in  D N R ’ s e s tim a tio n , g re a te r th a n  th e  v o lu m e  
w e ig h te d  average  p r ic e  o f  R TV . W h ile  s im p le  in  s ta tem en t, a c h ie v in g  th is  s tanda rd  is  
c h a lle n g in g  due  to  th e  w a y  lessees re p o r t th e  R TV  p ric e . T h e  R I V  v a lu a t io n  m e th o d o lo g y , i.e ., 
th e  f in a l  v a lu e  o f  th e  S ta te ’ s R IV ,  is  d e fin e d  b y  th e  lease c o n tra c t p ro v is io n s  o r  th e  m a n y  ro y a lty  
se tt le m e n t ag reem en ts  th a t fu r th e r  re f in e d  these p ro v is io n s . In  som e cases, th e  p r ic e  re c e iv e d  b y  
th e  S tate  fo r  R IV  is  n o t k n o w n  u n t i l  the lessees’ r o y a lty  f i l in g  is  a u d ite d  se ve ra l years a fte r  the  
in i t ia l  f i l in g  o r  w h e n  th e  lessees re f i le  th e ir  ro y a lty  re p o rts . T h u s , in  o rd e r to  s a tis fy  its  m anda te , 
th e  S tate  m u s t choose  a p r ic e  te rm  w h e n  s e llin g  its  R IK  th a t e ith e r  d ire c t ly  re fe rences the  
v o lu m e -w e ig h te d  ave rage  p r ic e  o f  R IV  s u b je c t to  re tro a c tiv e  a d ju s tm e n t w h e n  the  lessees re f ile , 
o r  a n tic ip a te  th e  m o n th ly  d iffe re n c e  b e tw e e n  the  re p o rte d  and f in a l  p r ic e  o f  RTV.

23 The ANS Spot Price in the recently enacted FHR was the arithmetic average o f Platts, Telerate, and Reuters. However, on 
August 2, 2013, Telerate ceased publishing an ANS USW C spot price. Under the terms o f  the FHR contract, after the loss o f 
Telerate, the ANS Spot Price in the FHR contract becomes the simple average o f Platts and Reuters. Put differently, both the 
recently enacted FHR contract and the proposed Tesoro contract have the same ANS Spot Price.
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A s  w as  the  case in  the  n e g o tia tio n  o f  the  re ce n t F H R  ro y a lty  o i l  co n tra c t, d u r in g  th e  n e g o tia tio n s  
th a t re s u lte d  in  the  p ro p o se d  c o n tra c t, D N R  and T e so ro  w re s tle d  w it h  the  p ro b le m  po se d  b y  
p o te n t ia l re tro a c tiv e  a d ju s tm e n ts  lo n g  a fte r  D N R  had  d e liv e re d  its  ro y a lty  o i l  to  T e so ro . Ind e e d , 
th e  use o f  a p r ic e  s tru c tu re  th a t does n o t d ire c t ly  re fe re n ce  R IV  e v o lv e d  f r o m  b o th  F H R  and 
T e s o ro ’ s d is t in c t a v e rs io n  to  re tro a c tiv e  a d ju s tm e n t. W ith  th e  n o ta b le  e x c e p tio n  o f  the  F H R  te n - 
y e a r sales c o n tra c t e x p ir in g  in  2 0 1 4  and its  n e w  f iv e -y e a r  co n tra c t, m o s t p a s t R IK  sale 
ag reem en ts  co n ta in e d  p r ic e  p ro v is io n s  th a t a llo w e d  D N R  to  re tro a c tiv e ly  a d ju s t th e  p r ic e  o f  
r o y a lty  o i l  w h e n  the  lessees f i le d  th e ir  f in a l  R IV  v a lu e . S uch  re tro a c tiv e  a d ju s tm e n ts  c o m p lic a te  
th e  re f in e r y ’ s a b i l i t y  to  p r ic e  re f in e d  p ro d u c ts  w h e n  th e y  are so ld . T o  o v e rc o m e  th is , T e so ro  has 
so u g h t c o n tra c t p ro v is io n s  tha t, to  th e  e x te n t p o s s ib le , c irc u m s c r ib e  th e  a b i l i t y  o f  D N R  to  a d ju s t 
p r ic e s  fo r  o i l  a lre a d y  d e liv e re d . T h is  c o n tra c t in c lu d e s  a R IK  D if fe re n t ia l th a t th e  D N R  and  
T e so ro  m u tu a lly  agreed w o u ld  m it ig a te  such  re t ro a c t iv i ty  and  s a tis fy  the  S ta te ’ s le g a l o b lig a t io n . 
P u t d if fe re n t ly ,  th e  use o f  a p r ic e  p ro v is io n  th a t does n o t d ire c t ly  re fe re n ce  R IV  w a s  n o t a 
u n ila te ra l im p o s it io n  b y  D N R , b u t ra th e r w as  T e s o ro ’ s p re fe rence .

3 . T a r i f f  A llo w a n c e

T h e  T a r i f f  A llo w a n c e  p ro v id e s  an a d d it io n a l d e d u c tio n  fr o m  th e  A N S  S p o t P r ic e  e q u a l to  su m  o f  
the  o w n e rs h ip -w e ig h te d  average  m in im u m  in te rs ta te  T A P S  t a r i f f  f i le d  w ith  th e  F e d e ra l E n e rg y  
R e g u la to ry  C o m m is s io n  (F E R C ), p lu s  a n y  ta r if fs  p a id  b y  T e so ro  fo r  sh ip m e n t o f  ro y a l ty  o i l  o n  
p ip e lin e s  fr o m  fie ld s  (u n its )  on  th e  N o r th  S lo p e  u p s tre a m  o f  P u m p  S ta tio n  N o . 1. U n d e r  th e  
p ro p o se d  c o n tra c t, D N R  has the  o p t io n  o f  p ro v id in g  ro y a lty  o i l  f r o m  any  A N S  u n it ,24 and  the  
a d d it io n a l a llo w a n c e  fo r  ta r if fs  p a id  o n  p ip e lin e s  u p s tre a m  o f  T A P S  P u m p  S ta tio n  N o . l  is  
in te n d e d  to  m a tc h  a s im ila r  d e d u c tio n  ta k e n  b y  th e  lessees o n  R IV  f ro m  those  u n its . B ecause  
T e so ro  is  re im b u rs e d  fo r  the  co s t in c u rre d  to  sh ip  o i l  fr o m  th e  u n its  u p s tre a m  o f  T A P S  P u m p  
S ta t io n  N o . 1, D N R  has th e  fre e d o m  to  m a x im iz e  v a lu e  b y  ju d ic io u s ly  n o m in a tin g  ro y a lty  o i l  
f r o m  d if fe re n t c o m b in a tio n s  o f  N o r th  S lo p e  u n its .25

T h e  T a r i f f  A llo w a n c e  is  one  o f  th e  e le m e n ts  o f  the  p r ic e  te rm  in  th e  p ro p o se d  c o n tra c t th a t is  
su b je c t to  re tro a c tiv e  ad ju s tm e n ts . T h e  T a r i f f  A llo w a n c e  m a y  be ad ju s te d  i f  th e  t a r i f f  used in  the  
c a lc u la t io n  o f  th e  T a r i f f  A llo w a n c e  is  changed  (o r  su b je c t to  a re fu n d  o rd e r) b y  F E R C  a t a la te r  
date.

4 . Q u a l i t y  B a n k  A d ju s tm e n t

T h e  Q u a li ty  B a n k  A d ju s tm e n t is  a p o s it iv e  o r  n e g a tiv e  n u m b e r th a t re fle c ts  th e  v a lu e  o f  d if fe re n t  
s tream s o f  c ru d e  o i l  th a t are sh ip p e d  in  T A P S . T h e  Q u a li ty  B a n k  is  a d m in is te re d  b y  the  o w n e rs  
o f  T A P S  and  re g u la te d  b y  the  F E R C . O i l  tend e re d  fo r  s h ip m e n t a t T A P S  P u m p  S ta t io n  N o . 1 is  
p ro d u c e d  fr o m  seve ra l d if fe re n t p ro d u c t io n  u n its  and  the  sh ippe rs  o f  o i l  o f  lesse r v a lu e  m u s t 
re im b u rs e  the  sh ip p e rs  o f  o i l  o f  g re a te r v a lu e  fo r  the  d e g ra d a tio n  o f  va lu e  o f  th e  c o m in g le d  
s tream — the  v a lu e  th a t th e  sh ippe rs  re c e iv e  w h e n  th e y  s e ll the  o i l.  S im ila r ly ,  th e  re f in e r ie s  in

24 Unit is a term defined in regulation (11 AAC 83.395) as “a group o f  leases covering all or part o f  one or more potential 
hydrocarbon accumulations, or all o r part o f  one or m ore adjacent o r vertically separate oil or gas reservoirs, which are subject to 
a unit agreement.” In common use, the term “unit” may sometimes be equated to the term “field.”
25 This capability provides further assurance that DNR will achieve its statutory and regulatory obligation to secure a  price for 
RIK that is at least equal to the volume weighted average o f RIV. See also Section III.C. below.
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N o r th  P o le  and V a ld e z  a lso  ta k e  o i l  o u t o f  T A P S , e x tra c t the  v a lu a b le  co m p o n e n ts  o f  th e  o i l  in  
m a n u fa c tu r in g  p e tro le u m  p ro d u c ts , and re - in je c t in to  th e  p ip e lin e  a m ix tu re  o f  lo w e r  v a lu e d  
c o m p o n e n ts . T h e  re tu rn  s tream s fro m  th e  re f in e r ie s  b e a r a q u a l ity  b a n k  p a y m e n t to  each o f  the  
o w n e rs  o f  the  p a ss in g  T A P S  stream .

T h e  Q u a l i ty  B a n k  A d ju s tm e n t in  th e  p ro p o se d  c o n tra c t is  ca lc u la te d  as the  d iffe re n c e  o f  the  
v a lu e  o f  ro y a lty  o i l  w h e re  i t  is  tende red  a t th e  p o in t  o f  sale— e ith e r a t T A P S  P u m p  S ta tio n  N o . 1 
o r  at th e  e n try  in to  a p ip e lin e  u p s tre a m  o f  T A P S  P u m p  S ta tio n  N o . 1— and the  va lu e  o f  the  o i l  in  
T A P S  d o w n s tre a m  o f  th e  P e tro  S ta r V a ld e z  re f in e ry . T h e  p ro p o se d  c o n tra c t p ro v id e s  an 
e x a m p le  fo r  h o w  the  Q u a li ty  B a n k  A llo w a n c e  is  c a lc u la te d  fo r  R IK  o i l  p ro d u c e d  a t L is b u m e .
T h e  Q u a li ty  B a n k  A llo w a n c e  is  a n o th e r e le m e n t o f  th e  p r ic e  te rm  in  the  p ro p o se d  c o n tra c t th a t is  
s u b je c t to  re tro a c tiv e  a d ju s tm e n ts . D N R  m a y  re a d ju s t th e  Q u a li ty  B a n k  A llo w a n c e  i f  th e  Q u a li ty  
B a n k  a d m in is tra to r  re ca lcu la te s  a n y  o f  th e  va lu e s  used  in  the  c a lc u la t io n  o f  the  Q u a li ty  B a n k  
A llo w a n c e .

5. L in e  L o s s

L in e  loss  is  a p e r b a rre l a m o u n t th a t is  c a lc u la te d  as

0 .009  x (A N S  S p o t P r ic e  -  $1 .95  -  T a r i f f  A llo w a n c e  ±  Q u a li ty  B a n k  A d ju s tm e n t)

T h e  l in e  loss p ro v is io n  a ccom m oda tes  th e  im p a c t o n  v a lu e  caused b y  th e  s m a ll d iffe re n c e  
b e tw e e n  th e  m e te re d  v o lu m e  d e liv e re d  in to  T A P S  at P u m p  S ta t io n  N o . 1 and th e  m e te re d  v o lu m e  
d e liv e re d  to  the  V a ld e z  M a r in e  T e rm in a l.

B . Q u a n t i t y

D N R  seeks to  s e ll a m a x im u m  o f  15 ,000  b a rre ls  p e r  d a y  o f  r o y a lty  o i l  th ro u g h  th e  p ro p o se d  sale. 
A s  d iscussed  a bove , th e  m a x im u m  v o lu m e  o f  o i l  so ld  u n d e r th e  p ro p o se d  sale is  set such  th a t i t  is  
h ig h ly  l ik e ly  th e  S ta te  w i l l  be  a b le  to  f u l f i l l  its  q u a n tity  o b lig a tio n s . I f  T e s o ro  n o m in a te s  the  
m a x im u m  u n d e r th e  p ro p o se d  co n tra c t, th is  sa le w i l l  a ccoun t fo r  ju s t  o v e r 23  p e rce n t o f  the  
S ta te ’ s to ta l fo re c a s t v o lu m e  o f  N o r th  S lo p e  ro y a lty  o i l  d u r in g  th e  p e r io d  o f  the  co n tra c t. 
H o w e v e r, D N R  rese rves  th e  r ig h t ,  at the  c o m m is s io n e r ’ s d is c re tio n , to  l im i t  th e  q u a n tity  o f  o i l  
s o ld  in  th e  p ro p o se d  sa le  such  th a t the  to ta l r o y a lty  o i l  c o m m itte d  to  F H R  and T e so ro  is  n o t m o re  
th a n  95 p e rce n t o f  the  to ta l m o n th ly  N o r th  S lo p e  ro y a lty  o i l.

T h e  n u m b e r o f  b a rre ls  p e r  d a y  o u tlin e d  ab o ve  represents  an u p p e r b o u n d  o n  the  ac tua l a m o u n t o f  
r o y a l ty  o i l  d e liv e re d  d a i ly  u n d e r th e  p ro p o se d  co n tra c t. O n  the  s u p p ly  s ide , th e  n u m b e r o f  
b a rre ls  o f  r o y a lty  o i l  d isp o sed  o f  u n d e r th is  c o n tra c t is  l im ite d  b y  th e  S ta te ’ s ag reem en ts  w ith  its  
lessees -  th e  S ta te ’ s a b i l i ty  to  n o m in a te  ro y a lty  o i l  is  b o u n d  b y  p ro d u c t io n  -  and  the  
c o m m is s io n e r ’ s d is c re t io n  to  n o m in a te  n o  m o re  th a n  95 p e rce n t o f  to ta l m o n th ly  N o r th  S lope  
r o y a lty  o i l  u n d e r th is  c o n tra c t and  the  S ta te ’ s c o n tra c t w ith  F H R .

O n  the  dem a n d  s ide , the  d e liv e re d  v o lu m e  o f  ro y a lty  o i l  m a y  b e  re d u ce d  th ro u g h  a q u a n tity  
a d ju s tm e n t p ro v is io n . T h e  p ro p o se d  c o n tra c t a llo w s  T e so ro  to  n o m in a te  a v o lu m e  o f  o i l  th a t 
fa l ls  in s id e  o f  an  agreed  u p o n  n o m in a t io n  range, in i t ia l ly  set a t a m in im u m  o f  5 ,0 0 0  b a rre ls  p e r
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d a y  and a m a x im u m  o f  15 ,000  b a rre ls  p e r day . T h is  a llo w s  T e so ro  to  a d ju s t its  r o y a l ty  pu rch a se  
o n  a m o n th ly  bas is  in  a fa s h io n  th a t w i l l  a l lo w  T e so ro  to  pu rch a se  a v o lu m e  o f  r o y a l ty  o i l  th a t is  
c o n s is te n t w ith  its  e xp e c ta tio n s  a b o u t a lte rn a tiv e  c rude  o i l  su p p lie s  f r o m  p r iv a te  se lle rs  and 
fu tu re  dem a n d  fo r  its  re f in e d  p ro d u c ts .

In  a d d it io n  to  th e  f le x ib le  q u a n tity  p ro v is io n  co n ta in e d  in  th e  p ro p o s e d  c o n tra c t, the  b u y e r  a lso  
re ta in s  the  a b i l i ty  to  m anage  fo r  p la n n e d  re f in e ry  tu rn a ro u n d s — e x te n s iv e  and  ro u t in e  
m a in te n a n ce  p ro je c ts  th a t c o u ld  te m p o ra r i ly  s h u t- in  p ro d u c t io n — and p ro v id e  an  a d d it io n a l 
m e c h a n is m  to  te rm in a te  th e  c o n tra c t. I f  T e so ro  fa i ls  to  n o m in a te  o r  n o m in a te s  ze ro  b a rre ls  fo r  
th ree  c o n s e c u tiv e  m o n th s , th e n  th e  c o n tra c t te rm in a te s . T h u s , T e s o ro  can use th is  m e c h a n is m  to  
te rm in a te  the  co n tra c t and  pu rsue  a lte rn a tiv e  c ru d e  s u p p ly  agreem ents .

C . G e n e ra l D is c u s s io n  o f  P r ic e  a n d  Q u a n t i t y  T e rm s

O n  th e  w h o le , th e  p r ic e  and  q u a n tity  te rm s  in  th e  p ro p o se d  c o n tra c t o f fe r  a ttra c t iv e  te rm s  fo r  
T e so ro  w h ile  a lso  p ro te c t in g  th e  S ta te ’ s in te res ts . W ith  respect to  th e  S ta te ’ s in te re s ts , as 
d iscussed  above, D N R  has a s ta tu to ry  and  re g u la to ry  d u ty  to  ensure  th a t R IK  genera tes re ve n u e  
at leas t as g rea t as w h a t w o u ld  have  been  re a liz e d  fo r  th e  ave rage  b a rre l o f  R TV . A s  d iscu sse d  in  
d e ta il in  S e c tio n  IV .  A . b e lo w , D N R ’ s a n a lys is  in d ica te s  th a t th e  p ro p o se d  c o n tra c t w i l l  m e e t th is  
s tandard . I t  s h o u ld  a lso  be  n o te d  th a t th e  p e r-b a rre l p r ic e  p ro v is io n  co n ta in e d  in  th e  p ro p o se d  
c o n tra c t is  id e n tic a l to  th a t in  the  re c e n t ly  enacted  F H R  c o n tra c t w it h  one k e y  e x c e p tio n , th e  R IK  
D if fe re n t ia l.  In  the  re c e n t ly  n e g o tia te d  F H R  c o n tra c t, th e  R IK  D if fe re n t ia l w a s  set a t $2 .1 5 . In  
th e  p ro p o se d  c o n tra c t w i t h  T e so ro , th e  R IK  D if fe re n t ia l w a s  set a t $1 .95 . A s  a rg u e d  in  th e  bes t 
in te re s t f in d in g  fo r  the  re ce n t F H R  c o n tra c t,26 the  D N R  expects  th a t the  F H R  c o n tra c t w i l l  
a ch ieve  R IV - R IK  p r ic e  p a r ity . A s  d e v e lo p e d  in  g rea te r d e ta il b e lo w , g iv e n  th a t th e  p e r-b a rre l 
p r ic e  c o n s id e ra tio n  secured  f ro m  T e so ro  exceeds th a t re c e iv e d  f ro m  F H R  b y  tw e n ty  cen ts  p e r 
b a rre l, th e  p ro p o se d  T e s o ro  c o n tra c t is  e s tim a te d  to  genera te  re ve n u e s  th a t exceed  th e  v o lu m e - 
w e ig h te d  R IV  revenue .

T h e  p ro p o se d  co n tra c t a lso  a llo w s  th e  re a liz a t io n  o f  a d d it io n a l revenues  b y  p re s e rv in g  D N R ’ s 
a b i l i t y  to  a rb itra g e  its  r o y a lty  take . W h i le  fo r  th e  pu rposes  o f  e x p o s it io n  th is  d o c u m e n t has 
tre a te d  a ll R IV  b a rre ls  as f u l l y  s u b s titu ta b le , th is  is  n o t a b s o lu te ly  co rre c t. S te m m in g  fro m  
v a r ia t io n  in  the  c a lc u la t io n  o f  ro y a lty  v a lu e  across p ro d u ce rs , th e  R IV  p r ic e  th a t w o u ld  h a ve  been  
re a liz e d  fro m  a b a rre l o f  r o y a lty  o i l  v a rie s  across p ro d u ce rs . T h e  p e r-b a rre l p r ic in g  s tru c tu re  
o u tlin e d  in  th is  se c tio n  a im s  to  genera te  a p r ic e  th a t is , in  e x p e c ta tio n , at least e qua l to  the  
v o lu m e -w e ig h te d  ave rage  R IV  p ric e . H o w e v e r, u n d e r th e  p ro p o se d  co n tra c t, D N R  m a y  choose  
to  n o m in a te  R IK  b a rre ls  fro m  areas th a t w o u ld  have  y ie ld e d  th e  lo w e s t R IV  p r ic e , w h ic h  w i l l  
n e ce ssa rily  be  less th a n  th e  v o lu m e -w e ig h te d  average  v a lu e . T h e  d iffe re n c e  b e tw e e n  th e  R IK  
and  R IV  a m o u n t is  a d d it io n a l re ve n u e  to  th e  S tate th a t is  p re se rve d  u n d e r th e  p ro p o se d  c o n tra c t.

F in a l ly ,  i t  is  a lso w o r th  n o tin g  th a t w h ile  i t  is  th e  S ta te ’ s e x p e c ta t io n  th a t each b a rre l o f  R IK  o i l  
w i l l  be  s o ld  fo r  m o re  th a n  its  R TV  a m o u n t, th e  p r ic e  m a y  n o t n e c e s s a rily  m a tc h  its  m a rk e t v a lu e . 
A s  has been  d iscussed, u n d e r th e  te rm s  o f  the  p ro p o se d  c o n tra c t th e  S tate o ffe rs  T e so ro  f le x ib le  
q u a n tity  te rm s, as w e ll  as s u p p ly  and  p r ic e  c e rta in ty , th a t w o u ld  be  a v a ila b le  f ro m  a p r iv a te

26 Alaska Department o f  Natural Resources. March 25, 2013. “Final Best Interest Finding and Determination for the Sale o f 
Alaska N orth Slope Royalty Oil to Flint Hills Resources Alaska, LLC.”

19



s u p p lie r  a t o n ly  a h ig h e r  p r ic e . T h e  w illin g n e s s  o n  th e  p a rt T e so ro  to  e n te r in to  the  p ro p o se d  
c o n tra c t is  p r im a  fa c ie  e v id e n ce  th a t the te rm s  o ffe re d  b y  th e  S tate are n o  m o re  one rous  th a n  
th o se  th e  b u y e r  c o u ld  h a ve  n e g o tia te d  in  the  m a rke tp la ce . M o re o v e r, g iv e n  th a t the  c o n tra c t m a y  
be  te rm in a te d  b y  s im p ly  fa i l in g  to  n o m in a te  c ru d e  o i l ,  T e s o ro ’ s c o n tin u e d  n o m in a t io n  o f  R IK  
w i l l  be  fu r th e r  e v id e n ce  th a t c o n d it io n s  im p o s e d  u n d e r the  p ro p o se d  sale are n o  w o rs e  th a n  those  
th a t c o u ld  have  bee n  secured  h a d  the  b u y e r tra n sa c te d  w ith  a n y  o th e r p a rty .

D . O th e r  C o n t r a c t  T e rm s  o f  In te re s t

1. F o rc e  M a je u r e

D N R  w i l l ,  to  th e  b e s t o f  i ts  a b ili t ie s  u n d e r its  ag reem en ts  w it h  its  lessees, a cco m m o d a te  a 
te m p o ra ry  re d u c t io n  in  th e  v o lu m e  o f  R IK  o i l  d e liv e re d  to  T e so ro  i f  the  re d u c t io n  is  necess ita ted  
b y  a F o rc e  M a je u re  even t. T h e  v o lu m e  o f  r o y a lty  o i l  w i l l  be  re d u ce d  b y  an a m o u n t e qua l to  the  
re d u c t io n  in  T e s o ro ’ s re q u ire m e n ts  th a t is  a d ire c t re s u lt o f  the  F o rce  M a je u re  even t. T e so ro  
w i l l ,  h o w e v e r, a cce p t d e l iv e ry  o f  a ll ro y a lty  o i l  n o m in a te d  b y  the  S tate u n d e r th e  p ro p o se d  
c o n tra c t. Im p o r ta n t ly ,  changes in  c o m m e rc ia l o r  f in a n c ia l m a rke ts  im p a c tin g  th e  p r ic e  o f  c rude  
o r  re f in e d  p e tro le u m  d o  n o t c o n s titu te  F o rce  M a je u re  even ts . T h u s , v o lu m e s  ca n n o t be  a lte red , 
and  p e rfo rm a n c e  o f  o th e r c o n tra c t p ro v is io n s  c a n n o t be  suspended, due  to  changes in  m a rk e t 
c o n d it io n s .

2 . R e t r o a c t iv i t y

T h e  k e y  te rm s  in  th e  p ro p o se d  c o n tra c t s u b je c t to  re tro a c tiv e  a d ju s tm e n ts  are th e  t a r i f f  a llo w a n c e  
and  th e  q u a lity  b a n k  a d ju s tm e n t. I f  a t a r i f f  w h ic h  has been  used in  th e  c a lc u la t io n  o f  a T a r i f f  
A llo w a n c e  is  ch anged  o r  su b je c t to  a re fu n d  o rd e r b y  the  F E R C , the  T a r i f f  A llo w a n c e  w i l l  be  
re c a lc u la te d  u s in g  th e  changed  F E R C -o rd e re d  ta r i f f ,  and  th e  ro y a lty  o i l  p r ic e  w i l l  be 
re t ro a c t iv e ly  re a d ju s te d  a c c o rd in g ly . S im ila r ly ,  i f  th e  s tream  va lu e s  used in  the  c a lc u la t io n  o f  the  
Q u a li ty  B a n k  A d ju s tm e n t is  re ca lcu la te d  b y  th e  Q u a l i ty  B a n k  a d m in is tra to r , th e  Q u a li ty  B a n k  
A d ju s tm e n t w i l l  be  re c a lc u la te d  and  ro y a lty  o i l  p r ic e  w i l l  be  re tro a c tiv e ly  re a d ju s te d  a c c o rd in g ly . 
A lth o u g h  T e so ro  d e s ire d  to  e lim in a te  a ll re tro a c tiv e  a d ju s tm e n t in  th e  p ro p o se d  c o n tra c t, D N R  
w as  ab le  to  re ta in  these tw o  re tro a c tiv e  a d ju s tm e n ts  to  h e lp  ensure  th a t R IK - R IV  p r ic e  p a r ity  w as 
ach ieved .

3 . S e c u r i ty

W h e n  th e  S tate  en te rs  in to  a sale o f  R IK  o i l ,  th e  S ta te  is  exposed  to  th e  r is k  th a t th e  b u y e r  w i l l  
d e fa u lt o n  its  o b lig a t io n s  to  p a y  fo r  the  ro y a lty  o i l  d e liv e re d  to , and n o m in a te d  o n  th e  b e h a lf  o f, 
T e so ro . T h e re  are tw o  k e y  e lem en ts  o f  th e  “ d e fa u lt r is k ”  to  w h ic h  th e  state is  exp o se d  in  an  R IK  
sale. T h e  f i r s t  e le m e n t is  th e  to ta l loss  fr o m  ro y a lty  o i l  a lre a d y  d e liv e re d  to  T e so ro , th e  second  is  
the  s o -c a lle d  “ d e n o m in a tio n ”  r is k . U n d e r the  p ro p o s e d  c o n tra c t, D N R  w o u ld  be  u n a w a re  o f  the  
b u y e r ’ s in a b il i t y ,  o r  u n w illin g n e s s , to  p a y  fo r  o i l  a lre a d y  d e liv e re d  fo r  u p  to  26  c a le n d a r days 
a fte r  th e  f in a l  d e l iv e ry  o f  th e  m o n th . A n  im m e d ia te  m o v e  o n  D N R ’ s p a rt to  d e c la re  th e  c o n tra c t 
in  d e fa u lt w o u ld  l ik e ly  re q u ire  u p  to  a no the r 7 ca le n d a r days. T h u s , th e  S tate  c o u ld  d e liv e r  u p  to  
65 c a le n d a r days o f  ro y a lty  o i l  b e fo re  i t  c o u ld  d e c la re  th e  b u y e r  in  d e fa u lt (31 days  o f  d e liv e ry ,
20  c a le n d a r days  to  b i l l ,  6 c a le n d a r days fo r  p a y m e n t, and  7 ca le n d a r days to  dec la re  d e fa u lt) .
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T h e  re ve n u e  f r o m  these 65 days  o f  r o y a lty  o i l  w o u ld , in  th e  absence o f  s e c u r ity  o r  l i t ig a t io n ,  be  a 
to ta l loss.

In  a d d it io n  to  th is  to ta l loss, th e  S tate  is  a lso  exposed  to  th e  losses th a t w o u ld  l ik e ly  s tem  fro m  a 
d is tressed  sale o f  p re v io u s ly  n o m in a te d  ro y a lty  o i l  -  th e  “ d e n o m in a tio n  r is k . ”  In  o rd e r to  f u l f i l l  
i ts  o b lig a tio n s  u n d e r th e  p ro p o se d  co n tra c t, the  D N R  m u s t a le r t u p s tre a m  p ro d u c e rs  o f  its  in te n t 
to  ta ke  R IK  at least n in e ty  d ays  ahead o f  the  da te  o f  d e l iv e ry  ( i.e ., i t  m u s t n o m in a te  o i l  at leas t 
n in e ty  days in  advance ). T h u s , s h o u ld  the  b u y e r d e fa u lt, D N R  w i l l  have  n o m in a te d  an a d d it io n a l 
90  days o f  R IK  o i l  c o n s is te n t w it h  its  o b lig a tio n s  u n d e r the  sale co n tra c t. T h is  a d d it io n a l 90  days 
o f  ro y a lty  o i l  m u s t be  d isp o sed  o f  b y  th e  S tate, l ik e ly  a t d is tressed  p rice s .

In  o rd e r to  h e lp  in su la te  the  S tate  f r o m  th e  d e fa u lt r is k  th a t an  R I K  d is p o s it io n  genera tes, th e  
S tate re q u ire s  th a t e ith e r a le tte r  o f  o p in io n  f ro m  a f in a n c ia l a n a lys t a p p ro ve d  b y  th e  S tate  is  
s u b m itte d  to  th e  S tate each ye a r, o r  T e so ro  p ro v id e s  an a n n u a lly  ren e w e d , c o n tin u o u s ly  
m a in ta in e d  s ta n d -b y  le tte r  o f  c re d it  equa l in  v a lu e  to  n in e ty  days  o f  ro y a lty  o i l .  In  o rd e r to  w a iv e  
the  re q u ire m e n t fo r  a n in e ty  d a y  le tte r  o f  c re d it, the  b u y e r, o r  g u a ra n to r, m u s t s u b m it to  a f u l l  
re v ie w  o f  th e  f in a n c ia l h e a lth  o f  th e  b u y e r, o r  g u a ra n to r. I f  th e  f in a n c ia l a n a lys t f in d s  th a t th e  
b u y e r ’ s, o r  g u a ra n to r ’ s, lo n g  te rm  (and  sh o rt te rm , i f  a v a ila b le ) c re d it  ra t in g  is  l ik e ly  to  fa l l  to , o r  
b e lo w , S tandard  and P o o r ’ s B B B +  o r  M o o d y ’ s B a a l at a n y  t im e  d u r in g  th e  n e x t tw e lv e  m o n th s , 
th e n  th e  state w i l l  im m e d ia te ly  re q u ire  a o n e -ye a r ir re v o c a b le  s ta n d -b y  le tte r  o f  c re d it.

4 . In -S ta te  P ro c e s s in g  -  A S  3 8 .0 6 .0 7 0 (b )

U n d e r th e  p ro p o se d  c o n tra c t, T e so ro  is  c o m p e lle d  to  use “ c o m m e rc ia lly  rea so n a b le  e ffo r ts ”  to  
m a n u fa c tu re  re f in e d  p e tro le u m  p ro d u c ts  fr o m  the  S ta te ’ s R IK  o i l  in  A la s k a . W h i le  th e  s p ir it  o f  
th is  p ro v is io n  is  a ttra c t iv e  f r o m  th e  S ta te ’ s p e rsp e c tive , i t  is  u n l ik e ly  to  m a te r ia lly  im p a c t th e  
b e h a v io r  o f  T e so ro . T e so ro  c u r re n t ly  sources c ru d e  o i l  f r o m  o th e r N o r th  S lo p e  s u p p lie rs , and  the  
ro y a lty  o i l  s o ld  u n d e r th is  c o n tra c t is  l ik e ly  to  d is p la c e  som e o f  these v o lu m e s . T h a t b e in g  sa id , 
T e so ro  does possess th e  m eans to  source  c ru d e  fro m  abroad . I f  T e so ro  e le c ts  to  d is p la c e  fo re ig n  
c rude  w ith  ro y a lty  o i l ,  th e  p ro p o se d  c o n tra c t c o u ld  inc rease  th e  v o lu m e  o f  A la s k a n  c ru d e  re f in e d  
in  A la s k a . H o w e v e r, th is  d e c is io n  w i l l  be  d r iv e n  b y  c o m m e rc ia l and  o p e ra tio n a l c o n s id e ra tio n s . 
I f  p ro ce ss in g  th e  S ta te ’ s R IK  o i l  in  A la s k a  is  th e  m o s t e c o n o m ic  app roach , th e n  T e so ro  w i l l  
p rocess the  S ta te ’ s R IK  o i l  in  A la s k a  in d e pe n d e n t o f  a n y  in -s ta te  p ro ce ss in g  p ro v is io n .

5 . E m p lo y m e n t  o f  A la s k a n s  a n d  U se  o f  A la s k a  C o m p a n ie s

T e so ro  agrees to  e m p lo y  A la s k a  re s id e n ts  and A la s k a  co m p a n ie s  to  the  e x te n t th e y  are a v a ila b le , 
w i l l in g ,  and at leas t as q u a l if ie d  as o th e r cand ida tes  fo r  w o rk  p e rfo rm e d  in  A la s k a  in  c o n n e c tio n  
w ith  th e  p ro p o se d  sale.

6. D is p u te  R e s o lu t io n

In  the  eve n t th a t a d is p u te  arises, b o th  pa rtie s  m a y  a v a il th e m se lve s  o f  the  d is p u te  re s o lu t io n  
m e ch a n ism  co n ta in e d  in  the  p ro p o se d  co n tra c t. T h e  d is p u te  re s o lu tio n  m e c h a n is m  can  be 
tr ig g e re d  b y  e ith e r the  S tate o r  T e so ro  b y  g iv in g  n o tic e  o f  th e  d is p u te  to  th e  o th e r p a rty . W ith in  
60 days  o f  p ro v id in g  n o tic e  o f  the  d isp u te , b o th  p a rtie s  s h a ll s u b m it th e ir  a rg u m e n ts  and  e v id e n ce
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to  th e  c o m m is s io n e r. A f t e r  h a v in g  re ce ive d  the  a rg u m e n ts  and e v id e n ce  c o n c e rn in g  th e  d isp u te  
f r o m  th e  p a rtie s , th e  c o m m is s io n e r sh a ll a d ju d ic a te  th e  d ispu te . B o th  th e  S tate  and  T e so ro  agree 
to  a b id e  b y  th e  f in d in g s  o f  th e  c o m m is s io n e r p ro v id e d  th a t the  d e c is io n  is  “ s u p p o rte d  b y  
su b s ta n tia l e v id e n ce  in  l ig h t  o f  th e  w h o le  re c o rd .”

7. P r o r a t io n

U n d e r  th e  te rm s  o f  th e  p ro p o se d  co n tra c t, th e  S tate  reserves th e  r ig h t  to  p ro ra te  ro y a lty  o i l  th a t 
has been  n o m in a te d  fo r  ta k in g  R IK .  In  th e  eve n t th a t D N R  is  u n a b le  to  s u p p ly  th e  to ta l v o lu m e  
o f  o i l  n o m in a te d  b y  its  R IK  pu rchasers , D N R  has rese rve d  the  r ig h t  to  p ro ra te  T e s o ro ’ s 
n o m in a t io n  fo r  v o lu m e s  th a t exceed  the  p o r t io n  s p e c if ic a lly  gua ran teed  to  T e so ro .

I V .  A n a ly s is  o f  S ta te  B e n e f its

A .  C a s h  V a lu e  O f fe r e d  -  A S  3 8 .0 5 .1 8 3 (e )(1 )

U n d e r  th e  te rm s  o f  th e  p ro p o se d  R IK  c o n tra c t, the  S ta te  es tim a tes  th a t i t  w i l l  re c e iv e  a p r ic e  fo r  
its  R IK  o i l  th a t exceeds th e  p r ic e  i t  w o u ld  h a ve  re c e iv e d  i f  i t  e le c te d  to  keep  its  r o y a lty  o i l  in ­
v a lu e . S uch  a cash v a lu e  is  c o n s is te n t w ith  th e  S ta te ’ s o b lig a tio n s  as m a n d a te d  in  11 A A C  
0 3 .0 2 6  a n d  11 A A C  0 3 .0 2 4 . U n d e r  the  p ro p o s e d  c o n tra c t, th e  S tate w o u ld  s u p p ly  the  N ik is k i  
re f in e ry  w it h  a m a x im u m  o f  15 ,000  b a rre ls  p e r d a y  o f  N o r th  S lo p e  ro y a lty  c ru d e  o i l.  B ased  on  
D e p a rtm e n t o f  R e v e n u e ’ s A N S  p r ic e , T A P S  ta r i f f ,  and  u p -s tre a m  d e d u c tio n  fo recas ts , th is  is 
fo re c a s t to  y ie ld  b e tw e e n  $ 1 8 9  m i l l io n  a n d  $568  m i l l io n  in  state re v e n u e .27

A s  has be e n  m e n tio n e d , th e  S tate  is  o b lig e d  to  re c e iv e  m o n e ta ry  c o n s id e ra tio n  fo r  its  R IK  th a t i t  
es tim a tes  w i l l  e xceed  the  v o lu m e  w e ig h te d  ave rage  m o n e ta ry  c o n s id e ra tio n  re c e iv e d  fo r  i ts  R IV .  
G iv e n  th a t u n d e r th e  p ro p o se d  co n tra c t th e  a llo w a n c e s  u p s tre a m  o f  V a ld e z  are q u ite  s im ila r  fo r  
R IK  and  R IV ,  th is  is  ta n ta m o u n t to  re q u ir in g  th a t th e  d iffe re n c e  b e tw e e n  th e  R IK  U S W C  
d e s tin a tio n  v a lu e  a n d  the  R IK  d if fe re n t ia l be  g re a te r th a n  th e  d iffe re n c e  b e tw e e n  th e  v o lu m e - 
w e ig h te d  R IV  U S W C  d e s tin a tio n  va lu e  and  v o lu m e -w e ig h te d  R IV  m a r in e  a llo w a n c e . 
G u a ra n te e in g  th is  s tanda rd , h o w e v e r, re q u ire s  k n o w le d g e  o f  fu tu re  even ts  th a t are u n k n o w a b le . 
F o r  th is  c o n tra c t, th e  S tate has re lie d  on  b o th  re tro s p e c tiv e  e x a m in a tio n  and reasonab le  
e xp e c ta tio n s  a b o u t fu tu re  e c o n o m ic  c o n d it io n s  to  d e v e lo p  c o n tra c tu a l e lem en ts  such  th a t R IK  
w i l l  be exp e c te d  to  exceed  R TV. B ased o n  th e  ana lyses o u tlin e d  be low -— re ly in g  o n  an a p p roach  
s im ila r  to  th a t ta k e n  in  th e  e v a lu a tio n  o f  th e  2013  F H R  N o r th  S lo p e  R IK  o i l  s u p p ly  c o n tra c t -  
D N R  e xp e c ts  th e  p r ic e  te rm  c o n ta in e d  in  th e  p ro p o se d  c o n tra c t w i l l  a ch ie ve  R IK - R IV  p a r i ty  p lu s  
som e c o m p e n s a tio n  fo r  te rm s  in  th e  p ro p o se d  c o n tra c t th a t d i f fe r  f ro m  F H R ’ s. B ecause  the  
ap p ro a ch  ta k e n  to  d e te rm in e  the  p r ic e  in  th e  p ro p o s e d  c o n tra c t m a tches th a t ta k e n  w h e n  
n e g o tia t in g  the  F H R  c o n tra c t, the  S tate has a ch ie ve d  a m easure  o f  fa irness  b e tw e e n  th e  tw o  
pu rchase rs .

T o  e s tim a te  th e  d iffe re n c e  b e tw e e n  the  e xpec ted  v a lu e  o f  the  R IK  s o ld  u n d e r th e  p ro p o se d  
c o n tra c t and  th e  e xpec ted  v a lu e  o f  R IV  d u r in g  th e  p ro p o se d  c o n tra c t te rm , D N R  a n a lyze d  h o w  
th e  p ro p o s e d  R IK  v a lu e  w o u ld  have  co m p a re d  w ith  the  re a liz e d  v a lu e  o f  R IV  o v e r  the  la s t f iv e  
years . In  p a r t ic u la r , fo r  th e  p e r io d  b e tw e e n  200 8  and  2 0 1 2 , D N R  e xa m in e d  th e  d iffe re n c e

27 Alaska Department of Revenue, Revenue Sources Book Fall 2012.
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b e tw e e n  th e  R IV  v a lu e  fo r  ro y a lty  o i l  ta k e n  f ro m  P ru d h o e  B a y  and  th e  v a lu e  th a t w o u ld  have  
been  re a liz e d  fo r  th e  R IK  ta k e n  f r o m  the  sam e u n it  had  th e  p ro p o se d  co n tra c t been  in  e ffe c t.
D N R  a lso  s im u lta n e o u s ly  u n d e rto o k  a c o m p le m e n ta ry  a p p ro a ch  to  d e te rm in in g  w h e th e r th e  S tate  
is  l ik e ly  to  exceed R IK - R IV  p a r i ty  b y  d e v e lo p in g  reasonab le  e xp e c ta tio n s  c o n c e rn in g  fu tu re  
changes to  d e s tin a tio n  v a lu e  and  m a r in e  tra n s p o rta t io n  a llo w a n ce s . T hese  reasonab le  
e xp e c ta tio n s  can  th e n  be  c o m b in e d  w ith  th e  re tro s p e c tiv e  a n a lys is  to  d e te rm in e  w h e th e r i t  seem s 
l ik e ly  th a t th e  S tate w i l l  a ch ie ve  R IK - R IV  p a r ity .

T h e  re tro s p e c tiv e  a n a ly s is  re v e a le d  th a t i f  th e  p ro p o se d  c o n tra c t had  been  in  e ffe c t d u r in g  the  
2 0 0 8  to  2 0 1 2  p e r io d , R IK  w o u ld  have  exceeded  R IV  b y  an  average  o f  ju s t  m o re  th a n  tw e n ty - f iv e  
cen ts  p e r b a rre l. B u t, th e  v a lu e  o f  D N R ’ s re tro s p e c tiv e  a n a lys is  h in g e s  c r i t ic a l ly  o n  w h e th e r the  
h is to r ic a l p e r io d  used in  th e  re tro s p e c tiv e  a n a lys is  is  re p re se n ta tive  o f  the  fu tu re . T h e  d ra m a tic  
d is ru p tio n s  in  w o r ld  e c o n o m ic  c o n d it io n s  b e tw e e n  2 0 0 8  and  2 0 1 0  w e re  v i r tu a l ly  u n p re ce d e n te d . 
T h e  A N S  U S W C  d e liv e re d  v a lu e  illu s tra te s  ju s t  h o w  d ra m a tic  these e c o n o m ic  changes a ffe c te d  
w o r ld  o i l  m a rke ts . T h e  m o n th ly  average  v a lu e  fo r  a b a rre l o f  A N S  d e liv e re d  to  th e  U S W C  began  
200 8  a t $ 9 1 .12 , rose  to  $ 1 3 4 .1 2  b y  June 2 0 0 8 , and  th e n  fe l l  p re c ip ito u s ly  th ro u g h  th e  la s t h a l f  o f  
th e  ye a r to  f in is h  200 8  at $ 4 0 .0 3 . A f te r  h i t t in g  th is  b o tto m , th e  v a lu e  o f  A N S  saw  a s teady  
u p w a rd  m a rc h  th ro u g h  2 0 1 1 , c ro ss in g  th e  $ 100 p e r b a rre l th re s h o ld  in  M a rc h  2 0 1 1 . G iv e n  
these ab e rra tion s , re ly in g  o n  d a ted  in fo rm a tio n  fr o m  a p e r io d  o f  s u b s ta n tia l e c o n o m ic  u p h e a v a l 
has th e  p o te n t ia l to  d is to r t  th e  a n a lys is  o f  the  p ro p o se d  co n tra c t. Indeed , w h e n  e x a m in in g  the  
d iffe re n c e  b e tw e e n  th e  V a ld e z  v a lu e  u n d e r the  p ro p o se d  R IK  c o n tra c t ve rsus  th e  V a ld e z  v a lu e  o f  
R IV  fo r  2 0 1 1 , th e  p ro p o se d  c o n tra c t w o u ld  h a ve  earned  an average  o f  s ix ty - f iv e  cen ts  m o re  th a n  
w as  re c e iv e d  o n  average  fo r  a b a rre l o f  R IV .  In  2 0 1 2 , th is  g ro w s  m o re  s t i l l ,  w i th  the  p ro p o se d  
R IK  c o n tra c t g e n e ra tin g  $ 1 .4 4  m o re , o n  average , th a n  R IV .  T a k e n  as a w h o le , th e  re tro s p e c tiv e  
a n a lys is  in d ic a te s  th a t th e  re ve n u e  genera ted  f r o m  R IK  u n d e r th e  p ro p o se d  c o n tra c t w o u ld  h a ve  
exceeded  the  ave rage  re ve n u e  re c e iv e d  fo r  P ru d h o e  B a y  R IV .

A s  a p a rt o f  its  h is to r ic a l a n a lys is , D N R  a n a lyze d  the  d if fe re n c e  b e tw e e n  th e  R IV  U S W C  
d e s tin a tio n  v a lu e  and  th e  R IV  d if fe re n t ia l  a lo n g  w ith  th e  c o rre s p o n d in g  e le m e n ts  e m b edded  in  
th e  R IK  p r ic e  fo rm u la . W i th  respec t to  d e s tin a tio n  v a lu e , i t  sh o u ld  be  n o te d  th a t m o s t o f  th e  
S ta te ’ s N o r th  S lo p e  R IV  o i l  has a d e s tin a tio n  v a lu e  d e fin e d  b y  p ro v is io n s  in  th e  v a r io u s  R S A s  
b e tw e e n  th e  S tate and  B P , E x x o n M o b il ,  and  C o n o c o P h ill ip s . E a ch  o f  th e  R S A s  sp e c ifie s  
d if fe re n t d e s tin a tio n  va lues . P re se n tly , B P  uses o n ly  th e  A N S  U S W C  spo t p r ic e  re p o rte d  in  
P la tts . C o n o c o P h ill ip s  uses an average  o f  th e  A N S  U S W C  sp o t p r ic e  re p o rte d  b y  P la tts  and 
R eu te rs . E x x o n M o b il  uses a m a rk e t baske t o f  c ru d e  va lu e s — in c lu d in g  A N S , W T I ,  Is th m u s  (a  
M e x ic a n  c ru d e ), and  L in e  63 (a  C a li fo rn ia  c ru d e )— as re p o rte d  b y  P la tts . T h e  E x x o n M o b il  
m a rk e t b a ske t is  co n s tra in e d  to  be  no  g re a te r th a n  P la tts  re p o rte d  A N S  U S W C  v a lu e  p lu s  f i f t y  
cen ts  and  no  less th a n  P la tts  re p o rte d  A N S  U S W C  v a lu e  m in u s  f i f t y  cents. P u t s u c c in c tly , the  
R IV  v o lu m e  w e ig h te d  average  d e s tin a tio n  v a lu e  is  d r iv e n  m o re  s tro n g ly  b y  P la tts  th a n  th e  P R  
d e s tin a tio n  v a lu e  in  the  p ro p o se d  R IK  co n tra c t.

T o  see the  im p o r t  o f  th is , one  m u s t lo o k  n o  fu r th e r  th a n  th e  d ive rg e n ce  b e tw e e n  th e  R IV  
d e s tin a tio n  v a lu e  and  th e  R IK  d e s tin a tio n  v a lu e  a ttr ib u ta b le  in  p a rt to  the  sudden  s h if t  in  m a rk e t 
c o n d it io n s . T h e  U S W C  d e liv e re d  m a rk e t v a lu e  o f  A N S  as re p o rte d  b y  P la tts  O ilg ra m  becam e 
d e c o u p le d  fr o m  the  m a rk e t p r ic e  re p o rte d  b y  R eu te rs . O n  a m o n th ly  average  b a s is , b e tw e e n

28 Prices reported in Platts Oilgram.
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J a n u a ry  2 0 0 5  and  D e c e m b e r 2 0 0 7 , the  d iffe re n c e  b e tw e e n  th e  U S W C  v a lu e  o f  A N S  re p o rte d  b y  
P la tts  and  the  ave rage  U S W C  v a lu e  o f  A N S  re p o rte d  b y  R e u te rs  w as  $ -0 .0 9 , m e a n in g  th a t th e  
ave rage  o f  th e  va lu e s  re p o rte d  b y  R eu te rs  exceeded  th e  P la tts  v a lu e  b y  n e a r ly  n in e  cents. 
H o w e v e r , d u r in g  th e  p e r io d  f r o m  Jan u a ry  200 8  to  D e ce m b e r 2 0 1 2 , th is  changes. D u r in g  th is  
p e r io d , o n  a m o n th ly  ave rage  basis, P la tts  re p o rte d  A N S  U S W C  v a lu e  exceeded  the  v a lu e  
re p o rte d  b y  R e u te rs  b y  $0 .69 . In  2012 , these d is p a r it ie s  b e gan  to  ease, w ith  P la tts  re p o r tin g  
v a lu e s  th a t exceeded  th e  v a lu e  re p o rte d  b y  R e u te rs  b y  $0 .33 . P u t d if fe re n t ly ,  i f  th e  p a tte rn  
o b se rve d  in  p r ic e  re p o r t in g  da ta  d u r in g  2 0 0 8  to  2011 had  been  co n s is te n t w ith  m o re  re ce n t (and  
m o re  d is ta n t)  h is to r ic a l p a tte rn s , the  S ta te ’ s re tro s p e c tiv e  a n a lys is  w o u ld  have  in d ic a te d  th a t the  
p e r-b a rre l c o n s id e ra tio n  re c e iv e d  u n d e r th e  p ro p o se d  c o n tra c t w o u ld  have  exceeded  th e  average  
c o n s id e ra tio n  re c e iv e d  fo r  R IV  b y  an even  w id e r  m a rg in .

T h e  o th e r k e y  te rm  im p a c tin g  th e  d iffe re n c e  b e tw e e n  R IK  and R IV  is  th e  m a r in e  tra n s p o rta t io n  
a llo w a n c e s  p e rm it te d  u n d e r th e  R S A s . In  c a lc u la t in g  th e ir  ro y a lty  o b lig a t io n  th e  p ro d u c e rs  are 
a llo w e d  to  d e d u c t e ith e r  th e ir  a c tu a l and reasonab le  costs, o r  a fo rm u la -c a lc u la te d  p ro x y  o f  th e ir  
costs , o f  tra n s p o rtin g  th e  S ta te ’ s R IV  to  the  U S W C . M a n y  o f  th e  a llo w a b le  costs  assoc ia ted  w ith  
th e  tra n s p o rta t io n  o f  R IV  to  th e  U S W C  are f ix e d  costs  th a t do  n o t depend  o n  th e  v o lu m e  o f  o i l  
tra n sp o rte d . F o r  e xa m p le , the  expense assoc ia ted  w ith  fle e t d e p re c ia tio n , re tu rn  o n  ca p ita l, 
m in im u m  s ta f f in g  re q u ire m e n ts , som e o p e ra tin g  costs , and  o ve rh e a d  are a ffe c te d  v e ry  l i t t le  b y  
th e  m a rg in a l b a rre l o f  c ru d e  o i l.  T h e  s m a ll co s t sa v in g s  assoc ia ted  w it h  s h ip p in g  one  fe w e r 
b a rre l o f  o i l  is  m o re  th a n  o ffs e t b y  sp re a d in g  to ta l costs across a s m a lle r  n u m b e r o f  b a rre ls . A s  
th e  v o lu m e  o f  N o r th  S lo p e  o i l  p ro d u c t io n  c o n tin u e s  to  d e c lin e  o v e r th e  c o n tra c t p e r io d , th e  S tate 
can  e xp e c t th a t the  m a r in e  tra n s p o rta t io n  a llo w a n c e  c la im e d  b y  R IV  sh ippe rs  w i l l  tre n d  h ig h e r, 
o n  a p e r  b a rre l b a s is .29 S uch  an  in te rp re ta tio n  is  fu r th e r  bu ttre sse d  b y  th e  in c re a s in g  tre n d  
o b se rve d  fo r  th e  v a r ia b le  costs  fo r  o p e ra tin g  vesse ls  in  the  A N S  trade . A s  an e xa m p le , n e w  ru le s  
g o v e rn in g  th e  use o f  m o re  e xp e n s ive  lo w -s u lfu r  fu e l w e re  im p o se d  o n  th e  f le e t in  2012 .

T h e  data  can  be used  to  in fe r  th is  in c re a s in g  tre n d . D N R  es tim a tes  th e  v o lu m e -w e ig h te d  average  
m a r in e  tra n s p o rta t io n  a llo w a n c e  w as $2 .65  in  2 0 0 8 .30 E s tim a te s  in d ic a te  th a t th e  m a r in e  
tra n s p o rta t io n  a llo w a n c e  d e c lin e d  in  20 0 9  to  $ 2 .2 3 , b u t th e n  rose  in  2 0 1 0  to  $ 2 .6 2  and  rose once  
a g a in  in  2011  to  $3 .1 5 . C u rre n t D N R  es tim a tes  in d ic a te  th a t th e  v o lu m e -w e ig h te d  m a r in e  
tra n s p o rta t io n  a llo w a n c e  in  2 0 1 2  w as in  excess o f  $3 .6 0 . C o n s is te n t w it h  the  v ie w  o f  in c re a s in g  
average  tra n s p o rta t io n  costs , th e  D e p a rtm e n t o f  R e ve n ue  fo recas ts  th a t average  a llo w a b le  m a r in e  
tra n s p o rta t io n  c la im e d  b y  p ro d u ce rs  fo r  ta x  pu rposes  w i l l  r ise  f ro m  $ 3 .6 7  in  f is c a l y e a r 2 0 1 4  to  
$ 3 .7 7  in  f is c a l y e a r 2 0 1 5 . I f  th e  u p w a rd  tre n d  o b se rve d  in  m a r in e  tra n s p o rta t io n  a llo w a n c e  
c o n tin u e s , th e n  th e  g ro w th  in  m a r in e  tra n s p o rta t io n  a llo w a n ce s  w i l l  inc rease  th e  in c re m e n ta l 
re ve n u e  u n d e r th e  p ro p o se d  co n tra c t.

B ased  o n  th is  a n a lys is  o f  the  R IK  D if fe re n t ia l as i t  com pa res  to  th e  R IV  m a r in e  tra n s p o rta t io n  
a llo w a n c e , th e  re s u lt in g  R IK  v a lu e  s h o u ld  exceed the  v a lu e  th e  S tate re ce ive s  fo r  its  R IV .

B . P ro je c te d  E f fe c t  o f  th e  S a le  o n  th e  E c o n o m y  o f  th e  S ta te  -  A S  3 8 .0 5 .1 8 3 (e )(2 )

29 This is very dependent on the number o f  vessels in the ANS fleet and how well the fleet capacity matches ANS production. 
ExxonM obil is presently preparing to increase its number o f  vessels in its ANS fleet.
30 The reported volume-weighted average marine transportation allowances reported here were inferred from the lessee’s royalty 
fillings to ensure that data confidentiality was preserved.
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T h e  p ro p o se d  sa le  w i l l  p ro v id e  the  S ta te  an e s tim a te d  $18 9  m i l l io n  to  $568 m i l l io n  in  re ve n u e  
d u r in g  th e  cou rse  o f  th e  sale. T h e  sa le  m a y  a lso  h e lp  fa c il ita te  th e  c o n tin u e d  o p e ra tio n  o f  the  
N ik is k i  re f in e ry  w ith  th e  e c o n o m ic  b e n e fits  th a t a cco m p a n y  such  ope ra tio n s . T h e  N ik is k i  
re f in e ry  p ro d u ce s  ro u g h ly  tw o  to  th re e  m i l l io n  g a llo n s  p e r d a y  o f  re f in e d  p e tro le u m  p ro d u c ts , 
m o s t o f  w h ic h  w i l l  be  co n su m e d  in  A la s k a . T e s o ro ’ s N ik is k i  re f in e ry  is a lso  th e  la rg e s t ta x  
p a y e r in  the  K e n a i P e n in su la  B o ro u g h  (K P B )  and  e m p lo y s  2 0 0  A la s k a n s  in  fu l l - t im e ,  h ig h  
p a y in g  p o s it io n s . A s  w as  n o te d  above, b y  e n te r in g  in to  th e  p ro p o se d  co n tra c t, T e so ro  has 
s ig n a le d  th a t th e  to ta l v a lu e  d e r iv e d  f ro m  the  p ro p o se d  c o n tra c t is  at least e qua l to  th a t w h ic h  
c o u ld  be  secured  f r o m  the  p r iv a te  m a rke t. In s o fa r  as th e  in c re m e n ta l va lu e  in  th e  p ro p o se d  
c o n tra c t he lps  fa c il ita te  c o n tin u e d  o p e ra tio n s  at the  N ik is k i  re f in e ry , th e  p ro p o se d  c o n tra c t 
b e n e fits  the  A la s k a n  e co n o m y .

C . P ro je c te d  B e n e f its  o f  R e f in in g  o r  P ro c e s s in g  th e  O i l  in  A la s k a  -  A S  3 8 .0 5 .1 8 3 (e )(3 )

T h e  p ro p o se d  sale o f  r o y a lty  o i l  w i l l  h e lp  ensure  c o n tin u e d  in -s ta te  p ro ce ss in g  w ith  its  p o te n t ia l 
p r ic e  and  la b o r m a rk e t b e n e fits . A s  d iscussed  in  S ec tions  I IC  and  I ID ,  p ro d u c ts  f r o m  in -s ta te  
re f in e rs  s u p p ly  a s u b s ta n tia l p ro p o r t io n  o f  th e  s ta te ’ s needs fo r  re f in e d  p e tro le u m  p ro d u c ts .
G iv e n  th e  s m a ll and is o la te d  n a tu re  o f  th e  A la s k a  m a rk e t, i t  is  p ro b a b le  th a t in  the  absence o f  in ­
state re f in in g  c a p a c ity , A la s k a n s  w o u ld  obse rve  h ig h e r  w h o le s a le  p rice s  fo r  re f in e d  p e tro le u m  
p ro d u c ts . N o t  o n ly  c o u ld  th is  m a n ife s t as h ig h e r  re ta il  p r ice s  fo r  A la s k a  re s id e n ts  w h o  a lre a d y  
exp e n d  m o re  o n  a p e r c a p ita  bas is  fo r  e n e rg y  th a n  re s id e n ts  o f  a n y  o th e r state, b u t th e  u b iq u i ty  o f  
re f in e d  p e tro le u m  in  the  p ro d u c t io n  and  d is tr ib u t io n  o f  goods m eans such a p r ic e  inc rease  c o u ld  
a ffe c t th e  A la s k a  e c o n o m y  th ro u g h  s m a lle r p r o f i t  m a rg in s , h ig h e r  co n su m e r cos ts  fo r  n o n ­
p e tro le u m  goods, and a deg raded  c o m p e tit iv e  p o s it io n  fo r  A la s k a n  goods s o ld  O u ts id e . T h e  
m a g n itu d e  o f  these e ffe c ts  is  u n k n o w n  and q u ite  h a rd  to  e m p ir ic a lly  iso la te , b u t i t  is  c le a r th a t i t  
w i l l  be  d ire c t ly  re la te d  to  the  s ize  o f  th e  change  in  th e  u n d e r ly in g  co s t o f  re f in e d  p e tro le u m .

T h e  absence o f  th e  in -s ta te  re f in in g  c a p a c ity  p ro v id e d  b y  T e s o ro  w o u ld  a lso h a ve  d ire c t, in d ire c t, 
and in d u c e d  la b o r  m a rk e t im p a c ts  in  A la s k a . T e s o ro  c u r re n tly  e m p lo y s  2 0 0  A la s k a n s  in  h ig h  
p a y in g  p o s it io n s , p o s it io n s  th a t w o u ld  n o t e x is t w ith o u t  the  p resence  o f  the  re f in e ry .

D . A b i l i t y  o f  P ro s p e c tiv e  B u y e r  to  P ro v id e  R e f in e d  P ro d u c ts  f o r  D is t r ib u t io n  a n d  S a le  
in  th e  S ta te  w i t h  P r ic e  o r  S u p p ly  B e n e f its  to  th e  C it iz e n s  o f  A la s k a  -  
A S  3 8 .0 5 .1 8 3 (e )(4 )

T e s o ro ’ s N ik is k i  re f in e ry  b e gan  p ro d u c in g  re f in e d  p e tro le u m  p ro d u c ts  in  1969 . T h e  N ik is k i  
re f in e ry  co n tin u e s  to  ope ra te  to  th is  d a y , p ro d u c in g  w e ll  o v e r 710  m i l l io n  g a llo n s  o f  re f in e d  
p ro d u c t p e r year. O f  th is  7 1 0  m i l l io n  g a llo n s  o f  re f in e d  p ro d u c t p ro d u ce d  b y  T e so ro  p e r yea r, 
th i r t y - f iv e  p e rce n t ( ro u g h ly  a q u a rte r o f  a b i l l io n  g a llo n s ) w i l l  be  je t  fu e l. N e a r ly  a ll o f  th is  je t  
fu e l w i l l  be  tra n sp o rte d  to  A n c h o ra g e  v ia  a T e so ro  o w n e d  c o m m o n -c a rr ie r  p ip e lin e  to  su p p o rt 
o p e ra tio n s  at T e d  S tevens A n c h o ra g e  In te rn a tio n a l A ir p o r t ,  th e  fo u r th  bus ies t ca rgo  a irp o r t  in  the  
w o r ld 31 and th e  e c o n o m ic  e n g in e  th a t su ppo rts  one o u t o f  e v e ry  te n  jo b s 32 in  A n c h o ra g e . T h e

31 W here busiest is measured by cargo throughput. Alaska Departm ent o f  Transportation & Public Facilities, Access at 
http://dot.alaska.gov/anc/ on 02/19/13.
32 Alaska Department o f  Transportation & Public Facilities, Access at http://dot.alaska.gov/anc/ on 02/19/13.
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re m a in in g  re f in e ry  o u tp u t is  p r im a r i ly  a c o m b in a tio n  o f  g a s o lin e  and  u l t ra - lo w  s u lfu r  d iese l. 
T h e re  is  l i t t le  q u e s tio n  th a t T e s o ro ’ s N ik is k i  re f in e ry  can  s u p p ly  re f in e d  p ro d u c ts  to  A la ska n s .

E . E x is te n c e  a n d  E x te n t  o f  P re s e n t a n d  P ro je c te d  L o c a l a n d  R e g io n a l N e e d s  f o r  O i l  
a n d  G a s  P ro d u c ts  -  A S  3 8 .0 6 .0 7 0 (a )(2 )

A s  w as  n o te d  a t th e  ou tse t, o n  a p e r  ca p ita  basis, A la s k a n s  spend m o re  o n  e n e rg y  th a n  res iden ts  
o f  a n y  o th e r  state. T h is  h ig h  e x p e n d itu re  ra te  is  d r iv e n  in  la rg e  p a rt b y  th e  v e ry  h ig h  p e r u n it  cos t 
p a id  b y  A la s k a n s  fo r  ene rgy . M o s t p e r t in e n t fo r  c u rre n t pu rposes, A la s k a n s  p a y  the  second 
h ig h e s t ra tes in  th e  c o u n try  fo r  g a so lin e , and som e o f  th e  h ig h e s t ra tes in  th e  n a tio n  fo r  d is t i l la te  
fu e ls  in c lu d in g  d ie s e l and h o m e  h e a tin g  fu e l. I t  is  n o t l ik e ly  th a t th e  p ro p o se d  sale w i l l  
m a te r ia lly  re d u ce  th e  p r ic e  p a id  b y  A la s k a n  con su m e rs  fo r  re f in e d  p e tro le u m  p ro d u c ts .

O v e ra ll,  based  o n  E IA  es tim a tes  p resen ted  in  S e c tio n  I IC ,  in  2011 A la s k a  c o n su m e d  ju s t  o v e r 
2 78  m i l l io n  g a llo n s  o f  g a s o lin e  and  o v e r 875  m i l l io n  g a llo n s  o f  je t  fu e l. A s s u m in g  these 
n u m b e rs  are re p re se n ta tive  o f  c u rre n t c o n s u m p tio n , T e so ro  s u p p lie d  w e ll  o v e r 60  p e rc e n t o f  the  
g a so lin e  c o n su m e d  b y  A la s k a n s  and  w e ll  o v e r  28 p e rce n t o f  th e  je t  fu e l co n su m e d  b y  A la s k a n s  
(o r  those  in  A la s k a ) . C le a r ly , th e  loss  o f  th is  v o lu m e  o f  g a so lin e  and  je t  fu e l c o u ld  genera te  
s u b s ta n tia l re g io n a l and s ta te -w id e  need fo r  re f in e d  p e tro le u m  p ro d u c ts .

F . R e v e n u e  N e e d s  a n d  P ro je c te d  F is c a l C o n d it io n  o f  th e  S ta te  -  A S  3 8 .0 6 .0 7 0 (a )(1 )

T h e  c u rre n t and p ro je c te d  f is c a l c o n d it io n  o f  th e  S ta te  has been  d iscussed  in  g rea te r d e ta il above , 
see S e c tio n  I ID .  In  sho rt, th e  S ta te ’ s f is c a l c o n d it io n  has been  s tro n g  in  re ce n t years , b u t re ce n t 
O f f ic e  o f  M a n a g e m e n t and  B u d g e t p ro je c tio n s  in d ic a te  th a t the  S tate  c o u ld  e xp e rie n ce  a b u d g e t 
s h o r t fa ll in  F Y  2 0 1 3 . B ased  o n  these sam e p ro je c tio n s , o n g o in g  b u d g e t s h o r t fa lls  are l ik e ly  f ro m  
F Y  20 1 5  th ro u g h  F Y  2 0 2 3 . T h e  sa le  o f  r o y a l ty  o i l  u n d e r th e  p ro p o se d  c o n tra c t is  p ro je c te d  to  
genera te  b e tw e e n  $18 9  m i l l io n  and  $568 m i l l io n  in  S tate revenue . T h e  p ro p o se d  c o n tra c t is  
exp e c te d  to  y ie ld  revenues th a t are  a t least as g rea t as w h a t w o u ld  have  re a liz e d  h a d  the  S ta te ’ s 
r o y a lty  be e n  le f t  in  va lu e . T h e  p ro posed  sale m a y  even  o f fe r  a s m a ll in c re m e n ta l im p ro v e m e n t 
to  th e  S ta te ’ s f is c a l p ic tu re  b y  g e n e ra tin g  in c re a se d  re ve n u e  th ro u g h  a rb itra g e . W h i le  the  
in c re m e n ta l re ve n u e  genera ted  th ro u g h  th e  p ro p o se d  sale w i l l  n o t o ffs e t th e  d e fic its  th a t are 
p ro je c te d  b y  the  less o p t im is t ic  scenarios o u tlin e d  b y  th e  G o v e rn o r ’ s O f f ic e  o f  M a n a g e m e n t and 
B u d g e t, th e  p ro p o s e d  sale w i l l  do  n o  h a rm  to  th e  S ta te ’ s re venue  p ic tu re .

G . D e s ir a b i l i t y  o f  L o c a l iz e d  C a p ita l  In v e s tm e n t ,  In c re a s e d  P a y r o l l ,  S e c o n d a ry  
D e v e lo p m e n t a n d  O th e r  P o s s ib le  E ffe c ts  th e  S a le  -  A S  3 8 .0 6 .0 7 0 (a )(3 )

T h e  p ro p o se d  sale o f  R IK  w i l l ,  in  and  o f  i ts e lf ,  re q u ire  n o  a d d it io n a l c a p ita l in v e s tm e n t, in d u ce  
n o  change  in  p a y ro ll,  y ie ld  n o  seconda ry  d e v e lo p m e n t and  have  fe w  o th e r consequences. D u r in g  
n e g o tia tio n s , T e so ro  in d ic a te d  th a t th e  N o r th  S lo p e  ro y a lty  o i l  tra n sa c te d  u n d e r th e  p ro p o se d  sale 
w i l l  be  used  in  a s ta tu s -q u o  fa s h io n . R o y a lty  o i l  w i l l  re p la ce  p r iv a te  sources o f  fe e d s to c k  to  ru n  
th e  o p e ra tio n s  at th e  N ik is k i  re f in e ry . I f  th e  S ta te ’ s R IK  is  used in  such  a fa s h io n , the re  w i l l  be 
l i t t le  in c re m e n ta l c a p ita l in v e s tm e n t, p a y ro ll,  se co n d a ry  d e v e lo p m e n t, o r  o th e r e ffe c ts .

H .  P ro je c te d  P o s it iv e  a n d  N e g a tiv e  E n v ir o n m e n ta l  E ffe c ts  -  A S  3 8 .0 6 .0 7 0 (a )(7 )
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T h e  sale o f  R IK  o i l  w i l l ,  in  and  o f  its e lf ,  have  n o  n e g a tiv e  e n v iro n m e n ta l e ffe c ts  and  w i l l  n o t 
a ffe c t th e  v o lu m e  o f  o i l  sh ip p e d  in  A la s k a . I f  R IK  o i l  s im p ly  re p la ce s  o i l  th a t w o u ld  have  been  
pu rch a se d  f ro m  the  p r iv a te  m a rk e t at th e  V M T  o n  a o n e -to -o n e  bas is , then  th e re  is  n o  
e n v iro n m e n ta l im p a c t. I f  th e  R IK  o i l  rep laces  c ru d e  th a t w o u ld  ha ve  been  im p o r te d  fro m  ab road , 
and th e re  is  a n o n -z e ro  r is k  o f  adverse  e n v iro n m e n ta l e ffe c t p e r b a rre l p e r m ile ,  th e n  the  
p ro p o se d  m a y  have  a s m a ll p o s it iv e  e n v iro n m e n ta l e ffe c t. T a k e n  as a w h o le , th e  p ro p o se d  
c o n tra c t is  expected  to  have  v e ry  l i t t le  in c re m e n ta l e n v iro n m e n ta l im p a c t.

I t  s h o u ld  a lso be  n o te d  th a t the  S tate tra n s fe rs  t i t le  and r is k  fo r  R IK  c rude  to  th e  b u y e r  at th e  
p o in t o f  d e l iv e ry .33 T h is  le g a l c o n s tru c tio n  does n o t change  the  v o lu m e  o f  o i l  f lo w in g  th ro u g h  
T A P S  o n  a g iv e n  d a y  and  does n o t im p a c t e n v iro n m e n ta l r is k . H o w e v e r, i t  does in s u la te  the  
S tate fr o m  th e  f in a n c ia l r is k  assoc ia ted  w ith  an adverse  e n v iro n m e n ta l o u tco m e .

I .  P ro je c te d  S o c ia l Im p a c ts  -  A S  3 8 .0 6 .0 7 0 (a )(4 )

B e y o n d  the  d ire c t re ve n u e  im p a c t, th e  p ro p o se d  sale is  u n l ik e ly  to  have  a n y  in c re m e n ta l s o c ia l 
im p a c t. T h e  ro y a lty  o i l  s o ld  u n d e r th is  co n tra c t is  u n l ik e ly  to  m a te r ia lly  im p a c t re f in e ry  
ope ra tio n s . A s  such , no  lo n g - ru n  p o p u la t io n  re d is tr ib u t io n , change  in  the u t i l iz a t io n  o f  s o c ia l 
se rv ices , o r  o th e r s o c ia l im p a c ts  are expected .

J . T h e  P ro je c te d  A d d i t io n a l  C o s ts  a n d  R e s p o n s ib il i t ie s  W h ic h  C o u ld  B e  Im p o s e d
U p o n  th e  S ta te  a n d  A f fe c te d  P o li t ic a l  S u b d iv is io n s  b y  D e v e lo p m e n t R e la te d  to  th e  
T ra n s a c t io n  -  A S  3 8 .0 6 .0 7 0 (a )(5 )

T h e  p ro p o se d  sale o f  R IK ,  in  and  o f  i ts e lf ,  is  expected  to  genera te  n e g lig ib le  a d d it io n a l co s t o r  
re s p o n s ib il it ie s  fo r  th e  S ta te  o r  th e  K P B . T h e  S ta te ’ s ro y a l ty  o i l  is  e xpec ted  to  s im p ly  d is p la c e  
c rude  secured fr o m  th e  p r iv a te  m a rk e t. T h e  p ro p o se d  c o n tra c t is  u n l ik e ly  to  m a te r ia lly  im p a c t 
th e  o p e ra tio n s  o f  th e  N ik is k i  re f in e ry . H o w e v e r, as w as  d iscussed  above, w h e n  th e  S tate se lls  its  
R IK  i t  faces c o u n te rp a rty  r is k . W h i le  the  S tate has a lo n g  and  success fu l h is to ry  s e llin g  its  
ro y a lty  o i l  to  T e so ro , th e re  e x is ts  a n o n -z e ro  p ro b a b i l i ty  th a t T e s o ro  c o u ld , fo r  a h o s t o f  reasons, 
fa i l  to  f u l f i l l  its  o b lig a tio n s  u n d e r th e  p ro p o se d  co n tra c t. S uch  a fa i lu re  c o u ld  expose  the  S ta te  to  
f in a n c ia l loss. T h e  p ro p o s e d  c o n tra c t re co g n ize s  th is  r is k  and  m itig a te s  i t  th ro u g h  a s e c u r ity  
a rra n g em e n t th a t m a y  re q u ire  T e so ro  to  p o s t a s ta n d -b y  le tte r  o f  c re d it  equa l to  th e  e xpec ted  
v a lu e  o f  n in e ty  days o f  r o y a lty  o i l.

K .  T h e  E x is te n c e  o f  S p e c if ic  L o c a l o r  R e g io n a l L a b o r  o r  C o n s u m p t io n  M a r k e ts  o r  B o th
W h ic h  S h o u ld  B e  M e t  b y  th e  T ra n s a c t io n  -  A S  3 8 .0 6 .0 7 0 (a )(6 )

T h e  p ro p o se d  c o n tra c t is  u n l ik e ly  to  in d u c e  s u b s ta n tia l n e w  h ir in g . H o w e v e r, re f in e ry  
o p e ra tio n s  su p p o rt m u lt ip le  lo c a l la b o r and  c o n s u m p tio n  m a rke ts . T h e  re f in e ry  d ire c t ly  e m p lo y s  
2 0 0  A la s k a n s , and 2 0  to  30  co n tra c ts  at the  N ik is k i  re f in e ry . T e s o ro  a lso genera tes la b o r d e m a n d  
and sa tis fies  the  need o f  m u lt ip le  lo c a l c o n s u m p tio n  and  la b o r  m a rke ts  th ro u g h  its  31 c o m p a n y -

33 Put differently, the state instantaneously passes the title and risk o f  royalty oil from the producer to the buyer at the point o f  
delivery.
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o w n e d  T e s o ro  2 G o  re ta il  o u tle ts , 4 4  T e s o ro -b ra n d e d  s ta tions , and 4 U S A  G a s o lin e  s ta tio n s .34 
T h e  re f in e d  p ro d u c t f r o m  N ik is k i  a lso  s u p p lie s  the  A n c h o ra g e  In te rn a tio n a l A ir p o r t ,  and  o th e r in ­
sta te  re fin e rs .

W i th  re sp e c t to  c o n s u m p tio n  m a rke ts , i t  s h o u ld  be  re c o g n iz e d  th a t dem a n d  fo r  re f in e d  p ro d u c t is  
q u ite  seasonal. A s  w as  d iscussed  above, the  p ro p o se d  c o n tra c t co n ta in s  a v a lu a b le  v o lu m e tr ic  
o p tio n . B y  e x e rc is in g  th is  o p tio n , T e so ro  m a y  a lig n  th e ir  c m d e  in v e n to ry  w it h  seasonal 
f lu c tu a t io n s  in  d e m a n d  fo r  re f in e d  p ro d u c t. S uch  an a lig n m e n t m a y  be o f  use in  m e e tin g  
seasonal f lu c tu a t io n s  in  c o n s u m p tio n  dem a n d  in  an e c o n o m ic a lly  o p tim a l fa sh io n .

L .  T h e  P ro je c te d  E f fe c ts  o f  th e  P ro p o s e d  T ra n s a c t io n  u p o n  E x is t in g  P r iv a te  
C o m m e r c ia l  E n te r p r is e  a n d  P a tte rn s  o f  In v e s tm e n t  -  A S  3 8 .0 6 .0 7 0 (a )(8 )

T h e  p ro p o se d  c o n tra c t is  u n l ik e ly  to  d e m o n s tra b ly  im p a c t the  o p e ra tio n s  at th e  N ik is k i  re f in e ry . 
A s  has be e n  m e n tio n e d  b e fo re , th e  c m d e  s u p p lie d  u n d e r th e  p ro p o se d  co n tra c t w i l l  l ik e ly  s im p ly  
d is p la c e  c m d e  f r o m  th e  p r iv a te  m a rke t. A s  such , th e  p ro p o se d  c o n tra c t is  exp e c te d  to  h a ve  v e ry  
l i t t le  im p a c t o n  e x is t in g  p r iv a te  c o m m e rc ia l e n te rp rise  and  pa tte rns  o f  in v e s tm e n t. H o w e v e r, th e  
c o n tin u e d  o p e ra tio n  o f  th e  N ik is k i  re f in e ry  w i l l  a l lo w  T e so ro  to  c o n tin u e  to  s u p p ly  its  cus tom ers , 
in c lu d in g  T e d  S te ve n  In te rn a t io n a l A ir p o r t  and  re g io n a l w h o le s a le  and re ta il m a rke ts . T h e  
c o n tin u e d  o p e ra tio n  o f  th e  N ik is k i  re f in e ry  w i l l  sus ta in  th e  dem and  th a t T e so ro  genera tes am o n g  
its  v e n d o rs  and  se rv ice rs .

V .  P u b lic  C o m m e n t

U n d e r  11 A A C  0 3 .0 2 0 (c )(2 ) , b e fo re  the  p u b lic a t io n  o f  a f in a l f in d in g  and d e te rm in a tio n , the  
c o m m is s io n e r m u s t engage in  a p u b lic  c o m m e n t p e r io d  la s tin g  n o t less th a n  le a s t 30  days. T h e  
p u b lic  c o m m e n t p e r io d  o n  the  p ro p o se d  R IK  sa le  b egan  S ep tem ber 2 2 , 2013  w it h  th e  p u b lic  
n o tic e , p u b lic a t io n , and  d is s e m in a tio n  o f  the  P re lim in a ry  F in d in g  and D e te rm in a tio n . T h e  p u b lic  
c o m m e n t p e r io d  c lo se d  o n  S e p tem be r 23 , 2 0 1 3 . N o  c o m m e n ts  w e re  re ce ive d .

V I .  F in a l  F in d in g  a n d  D e te r m in a t io n

A .  D is p o s a l o f  R o y a lt y  O i l  I n - k in d  is  in  th e  S ta te ’ s B e s t In te re s t

In  acco rdance  w ith  A S  3 8 .0 5 .1 8 2 (a ), 11 A A C  0 3 .0 1 0 (b )  and (d ) , and  11 A A C  0 3 .0 6 0 , D N R  has 
p u b lis h e d  th is  F in a l F in d in g  and  D e te rm in a tio n . T h e  c o m m is s io n e r has d e te rm in e d  th a t i t  is  in  
th e  b e s t in te re s t o f  th e  S ta te  to  ta ke  its  R IK  in  o rd e r to  s u p p ly  th e  T e so ro  re f in e ry  at N ik is k i  w ith  
fe eds tock .

B . C o m p e t i t iv e  B id d in g  is  W a iv e d

C o n s is te n t w ith  th e  re su lts  o f  th e  s o lic ita t io n  d e sc rib e d  in  S e c tio n  II .F . above  and  D N R ’ s 
assessm ent o f  the  p o te n t ia l b e n e fits  o f  n e g o tia te d  R IK  co n tra c ts , the  c o m m is s io n e r has 
d e te rm in e d , in  a cco rd a n ce  w it h  A S  3 8 .0 5 .1 8 3 (a ) and  11 A A C  0 3 .0 3 0 , th a t the  bes t in te re s ts  o f  
th e  S tate  w i l l  be  se rved  th ro u g h  th e  sale o f  its  R IK  to  T e so ro  u n d e r n o n -c o m p e tit iv e  p rocedu res .

Tesoro Kenai Fact Sheet, http://www.tsocorp.com/stellent/groups/public/documents/documents/alaskafact.pdf
34
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T h is  d is p o s it io n  w i l l  be  m ade  to  re lie v e  m a rk e t c o n d it io n s  (11 A A C  0 3 .024 ).

T h e  p ro p o se d  c o n tra c t w i l l  p ro te c t the  S ta te ’ s in te re s t and  is  e s tim a te d  to  gene ra te  a sale p r ic e  
th ro u g h o u t th e  te rm  o f  th e  c o n tra c t th a t w i l l  be  h ig h e r th a n  the  v o lu m e -w e ig h te d  ave rage  o f  the  
c u rre n t re p o rte d  n e tb a c k  p r ic e s  f i le  the  lessees fo r  r o y a lty  pu rposes. T h e  c o m m is s io n e r fu r th e r  
con s id e re d  th a t D N R  has n e g o tia te d  a co n tra c t th a t w i l l  p e rm it  a tra n sp a re n t and  e q u ita b le  
a l lo c a t io n  o f  th e  S ta te ’ s r o y a lty  o i l  across a ll R IK  b u y e rs  s h o u ld  th e  S ta te ’ s v o lu m e tr ic  
e xp e c ta tio n s  be  in c o rre c t.

A  c o p y  o f  the  P re lim in a ry  F in d in g  and  D e te rm in a t io n  w as  d e liv e re d  to  the  A la s k a  R o y a lty  O i l  
and  G as D e v e lo p m e n t B o a rd  as n o t i f ic a t io n  u n d e r A S  3 8 .0 5 .1 8 3 (a ) and 11 A A C  0 3 .0 1 0 (g ).

C . T h e  P ro p o s e d  R I K  O i l  S a le  O f fe r s  M a x im u m  B e n e f its  to  th e  S ta te

W h e n  R IK  is s o ld  th ro u g h  a p rocess  o th e r th a n  c o m p e t it iv e  b id , the  c o m m is s io n e r s h a ll a w a rd  
th e  d isp o sa l to  th e  p ro s p e c tiv e  b u y e r w h o se  p ro p o s a l o ffe rs  th e  m a x im u m  b e n e fits  to  th e  c it iz e n s  
o f  the  S tate  o f  A la s k a . In  m a k in g  the  a w a rd  th e  c o m m is s io n e r m u s t co n s id e r th e  c r ite r ia  set o u t 
in  A S  3 8 .0 5 .1 8 3 (e ) and in  A S  3 8 .0 6 .0 7 0 (a ). T h e  c o m m is s io n e r ’ s in -d e p th  re v ie w  and  
c o n s id e ra tio n  o f  a l l  o f  th e  re q u ire d  s ta tu to ry  c r ite r ia  is  set o u t above  in  S e c tio n  I V  o f  th is  F in a l 
F in d in g  and D e te rm in a t io n . T h e  c o m m is s io n e r f in d s  th a t the  p ro p o se d  sale o f  N o r th  S lo p e  
ro y a lty  o i l  to  T e so ro , u n d e r th e  te rm s  and  c o n d it io n s  o f  th e  a ttached  p ro p o se d  c o n tra c t, o ffe rs  th e  
m a x im u m  b e n e fit to  th e  state.

D . A la s k a  R o y a lty  O i l  a n d  G as D e v e lo p m e n t B o a r d

T h e  P re lim in a ry  F in d in g  and  D e te rm in a t io n  and  a c o p y  o f  th e  p ro p o se d  c o n tra c t w as  s u b m itte d  
to  the  A la s k a  R o y a lty  O i l  and  G as D e v e lo p m e n t B o a rd  in  c o m p lia n c e  w ith  A S  3 8 .0 5 .1 8 3 (c ), 11 
A A C  0 3 .0 2 4 , and  11 A A C  0 3 .0 4 0 , w h ic h  re q u ire  th e  c o m m is s io n e r to  g iv e  w r it te n  n o tic e  to  th e  
b o a rd  o f  in te n t to  w a iv e  c o m p e tit iv e  b id d in g  in  an R IK  sale.

E . L e g is la t iv e  A p p r o v a l

U n d e r A S  38 .0 5 .1 8 3  and  A S  3 8 .0 6 .0 5 5 , le g is la t iv e  a p p ro v a l is  n o t re q u ire d  fo r  R IK  o i l  
d is p o s it io n  i f  “ the  sale, exchange , o r  o th e r d is p o s it io n  o f  o i l  o r  gas fo r  one y e a r o r  less i f  the  sale, 
exchange , o r  o th e r d is p o s it io n  is  en te red  in to  to  re lie v e  sto rage  o r  m a rk e t c o n d it io n s .”  T h e  te rm  
o f  the  p ro p o se d  c o n tra c t is  one  ye a r and th e  p ro p o se d  c o n tra c t w i l l  re lie v e  “ m a rk e t c o n d it io n s ”  
as d e fin e d  in  11 A A C  0 3 .0 2 4 (1 ) as “ in  a n o n c o m p e tit iv e  d is p o s it io n  o f  ro y a lty  o i l ,  gas, o r  
associa ted  substances th e  c o m m is s io n e r es tim a tes  th a t th e  sale p r ic e  th ro u g h o u t th e  te rm  o f  the  
d is p o s it io n  w i l l  be h ig h e r  th a n  th e  v o lu m e -w e ig h te d  average  o f  the  c u rre n t re p o rte d  n e tb a c k  
p rice s  f i le d  b y  the  lessees.”

G . A p p l ic a b le  C r i t e r ia  a n d  W e ig h ts

F o r th e  pu rposes o f  th e  p ro p o s e d  co n tra c t, as w as  o u tl in e  in  S e c tio n  IV ,  the  c o m m is s io n e r 
con s id e re d  a ll c r ite r ia  o u t l in e d  in  A S  3 8 .0 5 .1 8 3 (e ). T h e  c o m m is s io n e r f in d s  th a t the  p ro p o se d  
sale w i l l  p o s it iv e ly  im p a c t, o r  a ffe c t no  h a rm  o n , a l l  o f  th e  c r ite r ia  in  A S  3 8 .0 5 .1 83 (e ). In  h is
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a n a lys is  o f  th e  p ro p o se d  sale, the  c o m m is s io n e r m o s t h e a v ily  w e ig h te d  the  cash va lu e  o ffe re d , 
th e  p ro je c te d  e ffe c t o f  th e  sa le  o n  the e c o n o m y  o f  the  state, and th e  a b i l i t y  o f  T e so ro  to  s u p p ly  
re f in e d  p ro d u c t to  A la s k a n s . W h ile  a ll c r ite r ia  in  A S  3 8 .0 5 .1 8 3 (e ) re c e iv e d  n o n -ze ro  w e ig h t, the 
o th e r  c r ite r ia  d iscussed in  S e c tio n  IV  re ce ive d  less w e ig h t.

O n  c a re fu l c o n s id e ra tio n  o f  th e  c ircu m s ta n ce s  o f  the  p ro posed  sale, m a te r ia l in fo rm a tio n  and 
le g a l re q u ire m e n ts , the  c o m m is s io n e r d e te n n in e s , in  acco rdance  w ith  A S  3 8 .0 5 .1 8 3 , tha t the  best 
in te re s t o f  th e  S tate does n o t re q u ire  th is  R IK  sa le  be m ade  b y  c o m p e t it iv e  b id ,  th a t the  sale w i l l  
re lie v e  m a rk e t c o n d itio n s , and th e  tha t th e  p ro p o se d  co n tra c t w ith  T e so ro  o ffe rs  m a x im u m  
b e n e fits  to  i t  c itize n s .

V I .  C o n c lu s io n

O c to b e r 24 . 2013
J o e  B a la s h
A c t in g  C o m m is s io n e r

D a te

30



Exhibit 1
Final Best Interest Finding and Determination—Proposed Final Contract

A G R E E M E N T  F O R  T H E  S A L E  O F  

R O Y A L T Y  O I L  

B E T W E E N  A N D  A M O N G  

T H E  S T A T E  O F  A L A S K A ,

A N D

T E S O R O  C O R P O R A T IO N ,  A  D E L A W A R E  C O R P O R A T IO N

A N D

T E S O R O  R E F IN IN G  &  M A R K E T I N G  C O M P A N Y  L L C ,  A  D E L A W A R E  L I M I T E D

L I A B I L I T Y  C O M P A N Y  

O C T O B E R  2 5 , 201 3



Exhibit 1
Final Best Interest Finding and Determ ination— Proposed Final Contract

[This page left intentionally blank.]



Exhibit 1
Final Best Interest Finding and Determination—Proposed Final Contract 

TABLE OF CONTENTS

Article I -  Definitions............................................................................................................................1

Article II -  Sale and Purchase of Royalty Oil..................................................................................... 4

Article III -  Invoicing and Payment.................................................................................................. 14

Article IV -  In-State Processing.........................................................................................................18

Article V -  Buyer’s Representations and Obligations...................................................................... 18

Article VI -  Assurance of Performance.............................................................................................21

Article VII -  Measurements................................................................................................................23

Article VIII -  Effective Date and Term.............................................................................................23

Article IX -  Default or Termination.................................................................................................. 24

Article X -  Disposition of Oil upon Default or Termination........................................................... 27

Article XI -  Non-Waiver.................................................................................................................... 28

Article XII -  Dispute Resolution....................................................................................................... 28

Article XIII -  Severability..................................................................................................................29

Article XIV -  Force Majeure..............................................................................................................29

Article XV -  Notice............................................................................................................................ 31

Article XVI -  Rules and Regulations................................................................................................ 32

Article XVII- Sovereign Power of the State.................................................................................... 32

Article XVIII -  Applicable Law........................................................................................................ 33

Article XIX -  Warranties.................................................................................................................... 33

Article XX -  Amendment...................................................................................................................33

Article XXI -  Successors and Assigns..............................................................................................34

A rtic le  X X II -  R e c o rd s ..................................................................................................................................................35



Article XXIII -  Employment of Alaska Residents........................................................................... 36

Article XXIV -  Counterparts..............................................................................................................36

Article XXV -  Miscellaneous.............................................................................................................36

Appendix 1 -  Nomination Procedure Example................................................................................ 39

Appendix 2 -  Example of Calculation of Price of Sale Oil............................................................. 44

Appendix 3 -  Example of Calculation of Interest and Late Payment Penalties.............................49

Exhibit 1
Final Best Interest Finding and Determ ination— Proposed Final Contract



AGREEMENT FOR THE SALE AND 

PURCHASE OF ROYALTY OIL

Exhibit 1
Final Best Interest Finding and Determ ination— Proposed Final Contract

This Agreement is between the State of Alaska (“State”), Tesoro Refining & Marketing 

Company LLC, a Delaware Limited Liability Company (“Buyer”) and Tesoro Corporation, a 

Delaware Corporation (“Guarantor”).

ARTICLE I 
DEFINITIONS

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

1.1 “Affiliate” is defined in Section 21.1

1.2 “ANS” means the Alaska North Slope.

1.3 “ANS Spot Price” is defined in Section 2.3.

1.4 “Assignee” is defined in Section 21.1.

1.5 “Business Day” means any day, or part of a day, during which federally 

chartered banks are open for business in the place designated in this Agreement for payment.

1.6 “Commissioner” means the Commissioner of the Alaska Department of 

Natural Resources or the Commissioner’s designee.

1.7 “Day” means a period of twenty-four consecutive hours, beginning at 

12:01 a.m., Alaska Local Time.

1.8 “Day of First Delivery” is defined in Section 2.4.

1.9 “FHR” is Flint Hills Resources Alaska, LLC with whom the State has two 

agreements for the sale of Royalty Oil from the North Slope that run consecutively during the 

term of this Agreement.

1.10 “Financial Analyst” is defined in Section 5.3.
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1.11 “FERC” means Federal Energy Regulatory Commission.

1.12 “Force Majeure” is defined in Section 14.2.

1.13 “Leases” means the oil and gas leases issued by the State on the Alaska 

North Slope from which the State takes or may take Royalty Oil in-kind.

1.14 “Lessee” means a person owning a working interest in any of the Leases.

1.15 “Letter of Credit” is defined in Section 6.1.

1.16 “Letter Effective Date” is defined in Section 6.2.

1.17 “Line Loss” is defined in Section 2.3.

1.18 “Minimum Interstate TAPS Tariff’ is defined in Section 2.3.

1.19 “Month” means a period beginning at 12:01 a.m., Alaska Local Time, on

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

Day of the following calendar Month.

1.20 “Moody’s” means Moody’s Investor's Services, Inc., a subsidiary of 

Moody’s Corporation, and its successors.

1.21 “Notice” means written notice in accordance with Article XV.

1.22 “Notice Effective Date” is defined in Section 15.2.

1.23 “Opinion Letter” is defined in Section 5.3.

1.24 “Parties” means, collectively, Buyer, Guarantor and State.

1.25 “Party” means Buyer, Guarantor or State, individually.

1.26 “Person” is defined in AS 01.10.060.

1.27 “Point of Delivery” means the transfer point at which the State receives 

Royalty Oil in-kind from the Lessees.

1.28 “Price” is defined in Section 2.3.
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1.29 “Process” is defined in Section 4.1.

1.30 “PSVR Reference Stream” is the blended TAPS stream immediately 

downstream from the Petro Star Valdez Refinery.

1.31 “Refinery Turnaround” means a period when Buyer, by notice to the State, 

may reduce the quantity of Sale Oil it nominates and purchases from the State to less than 5,000 

barrels per Day because the Nikiski, Alaska refinery reduces the processing of Sale Oil for the 

purpose of performing planned or unplanned maintenance, repairs or capital improvements to the 

refinery.

1.32 “Quality Bank” means a system of calculations administered under the 

authority of the FERC that accounts for the differences in value between the individual tendered 

streams and the delivered co-mingled stream of TAPS.

1.33 “Quality Bank Adjustment” is defined in Section 2.3.

1.34 “Royalty Oil” means the total volume of crude petroleum oil and other 

hydrocarbons and associated substances from the Leases, including such substances as crude oil, 

condensate, natural gas liquids, or return oil from crude oil topping plants, that may be blended 

with crude oil before the Point of Delivery and tendered as a common stream to the State as 

Royalty Oil that the State may take in-kind, regardless of whether the State takes the Royalty Oil 

in-kind.

1.35 “Royalty Settlement Agreement” means any written royalty settlement

agreement.

1.36 “Sale Oil" means the oil the State has agreed to sell to the Buyer, and the 

Buyer has agreed to purchase from the State under this Agreement.
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1.37 “Standard and Poor’s” means Standard and Poor’s, a division of McGraw-

Hill Companies, Inc. and its successors.

1.38 “TAPS” means the Trans-Alaska Pipeline System

1.39 “Tariff Allowance” is defined in Section 2.3.

1.40 “Term” is defined in Section 8.2.

1.41 “Unit” has the meaning defined in 11 AAC 83.395(7).

1.42 “Unit Agreement” means any unit agreement for a Unit from which the 

State takes or may take Royalty Oil.

ARTICLE II 
SALE AND PURCHASE OF ROYALTY OIL

2.1 Quantity.

2.1.1 Sale Oil Quantity. The State agrees to sell to Buyer, and Buyer agrees to 

purchase from the State, an initial Sale Oil quantity of a maximum of 15,000 barrels per Day and 

a minimum of 5,000 barrels per Day averaged for the Month of Sale Oil delivery, as nominated 

by Buyer in accordance with Section 2.1.5 and 2.4. The Commissioner may limit the total

amount of Sale Oil for any Month to not more than 10 percent of the total Royalty Oil for the

Month.

2.1.2 Monthly Sale Oil Nomination. In accordance with 2.1.1, Buyer shall 

nominate the quantity of Sale Oil for each Month of Sale Oil delivery by giving Notice of 

Buyer’s Sale Oil nomination. Except when the additional notice provisions of Section 2.1.7 are 

invoked by Lessees, Buyer’s nomination shall be effective on the first Day of the Month 

following expiration of a minimum of one hundred Days after the Notice of Buyer’s nomination. 

The State will make commercially reasonable efforts to nominate, in accordance with applicable 

Unit Agreements, percentages of the State’s estimated Royalty Oil volume from one or more
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Units, at the State’s discretion, that will equal the Sale Oil quantity nominated by the Buyer each 

Month of Sale Oil delivery. Notwithstanding Buyer’s Monthly nominations, any time the total 

commitments for Royalty Oil under all of the State’s royalty in kind contracts exceed 95 percent 

of Royalty Oil in a Month, Buyer agrees that the State may limit its total nomination of Royalty 

Oil to an amount that does not exceed 95 percent of Royalty Oil in that Month of Sale Oil 

delivery and may employ the proration provisions as per 2.1.3. Buyer agrees to accept the 

volume of Royalty Oil delivered in accordance with the State’s nomination. See Appendix 1 for 

an illustration of the State’s nomination procedure for Sale Oil nominated from the Prudhoe Bay 

Unit for October 2014.

2.1.3 Sale Oil Proration. Notwithstanding Section 2.1.1, Buyer agrees that for 

any Month of Sale Oil delivery in which the Buyer and Flint Hills Resources Alaska, LLC 

(“FHR”) nominate more than 85 percent of the State’s Royalty, the State may prorate the 

Buyer’s Sale Oil nomination as well as Sale Oil nomination of the Stat’s other purchasers. In no 

case will the Buyer’s Sale Oil nomination be reduced below 10 percent of the State’s Royalty 

Oil.

If proration is required, it will be performed using the following methodology. If FHR 

nominates no more than 24,000 barrels per day of Royalty Oil, but at least 85 percent of Royalty 

Oil, then Buyer’s Sale Oil nomination will be 10 percent of Royalty Oil. If FHR nominates less 

than 24,000 barrels per day of Royalty Oil and FHR’s nomination is less than 85 percent of 

Royalty Oil, then Buyer’s nomination will be set to the lesser of Buyer’s initial nomination and 

95 percent of Royalty Oil minus FHR’s Sale Oil quantity. If FHR nominates more than 24,000 

barrels per day and Buyer initially nominates more than 10 percent of Royalty Oil and total 

nominations exceed 95 percent of Royalty Oil, then the following mechanism determines
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sum of the Buyer’s nomination plus the FHR’s nomination minus 24,000 barrels per day.

Second, multiply this ratio by the quantity formed by subtracting 24,000 barrels per day from 85

percent of Royalty Oil. The Buyer’s final nomination will be the result of this multiplication

plus 10 percent of Royalty Oil. An illustration of this calculation appears in Appendix I.

2.1.4 Buyer's Election to Reduce Sale Oil Quantity.

(a) Buyer may elect to reduce the initial Sale Oil quantity by giving 

Notice. The initial Sale Oil quantity shall remain as stated in Section 2.1.1 for 12 Months after 

the Day of First Delivery. Notice of a reduction shall be delivered to the State at least six 

Months before the effective date of the reduction. The Commissioner may approve or deny a 

request for a reduction in Sale Oil quantity. The reduced maximum quantity shall be 137.5 

percent of the reduced minimum quantity. For example, if  the reduced minimum quantity is

4,000 barrels per Day, the reduced maximum quantity shall be 5,500 barrels per Day (4,000 

times 1.375 = 5,500).

Buyer may elect additional reductions to the Sale Oil quantity following a 

reduction to the initial Sale Oil quantity. A reduction cannot be effective until at least 12 Months 

after the effective date of the most recent reduction in quantity. Notice of an additional reduction 

under this paragraph (a) shall be delivered to the State at least six Months before the effective 

date of the additional reduction. The reduced maximum quantity shall be 137.5 percent of the 

reduced minimum quantity.

(b) Buyer may elect to reduce the Sale Oil quantity to zero barrels of 

Sale Oil per day for the Month of Delivery by giving Notice. If Buyer nominates zero barrels of 

Sale Oil for three consecutive Months, this Agreement shall terminate automatically, without
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that the Buyer nominates zero barrels.

(c) Buyer’s elections to reduce Sale Oil quantities under this Section

2.1.4 are subject to the provisions of Section 2.1.7.

2.1.5 Increase in Quantity Following Elective Reduction. Following a reduction 

of Sale Oil quantity under Section 2.1.2, Buyer may request an increase in the Sale Oil quantity 

to an amount that does not exceed the maximum Sale Oil quantity in Section 2.1.1. The 

increased maximum quantity must be 137.5 percent of the increased minimum quantity. An 

increase is not effective until at least 12 Months after the effective date of the most recent change 

in quantity (i.e., a decrease under Section 2.1.2 or an increase under Section 2.1.3). The 

Commissioner may approve or deny a request for an increase in Sale Oil quantity.

2.1.6 Temporary Sale Oil Quantity Reduction in Event of Force Majeure. In the 

event of a Force Majeure under Article XIV, Buyer may temporarily reduce the Sale Oil quantity 

by an amount equal to the reduction in Buyer's requirements that is a direct result of the Force 

Majeure event. To temporarily reduce the Sale Oil quantity in the event of Force Majeure, Buyer 

shall include a Notice of temporary reduction in Sale Oil quantity due to Force Majeure under 

this Section with Notice of Buyer's monthly Sale Oil nominations of Sale Oil. Each notice of 

temporary reduction due to Force Majeure shall include documentation of the nature of the Force 

Majeure event and quantification of the direct impact of the Force Majeure on Buyer's Sale Oil 

requirements for the Month of nomination. Temporary reductions in Sale Oil quantity under this 

Section shall be effective only to the extent that the State is able, through the State’s nomination 

process set out in Section 2.1.2, to reduce the volume of Royalty Oil that the State receives for
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delivered to the State in accordance with the State's nominations of Royalty Oil.

2.1.7 Additional Notice Provisions. Buyer acknowledges that the Leases from 

which the State must nominate Royalty Oil require 90 Days’ notice to the Lessee prior to 

decreasing the State’s nomination of Royalty Oil to be taken in-kind in any Month. Buyer 

acknowledges that if a Lessee invokes the Force Majeure provisions of its Royalty Settlement 

Agreement, the State may be required to give up to 180 Days’ (i.e., an additional 90 Days) notice 

to the Lessee prior to decreasing the State’s nomination of Royalty Oil to be taken in-kind in any 

Month. If a Lessee invokes the Force Majeure terms of its Royalty Settlement Agreement as a 

result of a reduction in Buyer's nomination in the event of Buyer’s Force Majeure, Refinery 

Turnaround, or for any other reason, Buyer’s reduced nomination shall not become effective 

until the end of the additional 90 Day notice period. If a Lessee invokes the Force Majeure terms 

of its Royalty Settlement Agreement and extends the notice period an additional 90 Days, the 

State agrees to make commercially reasonable efforts to reduce the volume of its Royalty Oil 

nominations.

2.1.8 No Guarantee of Sale Oil Quantity. The State shall exercise its rights 

under the Leases and Royalty Settlement Agreements to request that Royalty Oil be delivered as 

Sale Oil. The State can deliver Sale Oil only to the extent it receives Royalty Oil from the 

Lessees. The quantity of Royalty Oil available to the State may vary and may be interrupted 

from time to time depending on a variety of factors, including the rate of production from the 

Leases. The State disclaims, and Buyer waives, any guarantee, representation, or warranty, 

either express or implied, that a specific quantity of the total, daily, monthly, average, or 

aggregate Royalty Oil will be delivered as Sale Oil.
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2.1.9 No Guarantee of Source of Sale Oil. The State will deliver, as Sale Oil,

Royalty Oil produced from the Leases and delivered to the State as Royalty Oil in-kind. The 

availability to the State of Royalty Oil in-kind in any Month may vary depending on a variety of 

factors, including the rate of production from the Leases. The State disclaims and Buyer waives, 

any guarantee, representation, or warranty, either express or implied, that Sale Oil delivered and 

sold by the State in any Month is from a certain Lease, Unit, or other area.

2.1.10 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.

2.2 Quality.

2.2.1 No Guarantee of Quality of Sale Oil. The Royalty Oil the State delivers to 

Buyer as Sale Oil shall be of the same quality as the Royalty Oil delivered to the State at the 

Point of Delivery. The quality of the Royalty Oil delivered to the State may vary from time to 

time. The State disclaims, and Buyer waives, any guarantee, representation, or warranty, either 

expressed or implied, of 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. Buyer specifically waives any claim that any liquid hydrocarbons, including such 

substances as crude oil, condensate, natural gas liquids, or return oil from the cmde oil topping 

plant, delivered with the Sale Oil, are not Sale Oil for purposes of this Agreement.

2.3 Price of the Sale Oil. The price per barrel of Sale Oil delivered from each Unit by the 

State to the Buyer each Month shall be equal to

ANS Spot Price -  $ 1.95 -  Tariff Allowance + Quality Bank Adjustment -  Line Loss.

Exhibit 1
Final Best Interest Finding and D eterm ination— Proposed Final Contract

9



“ANS Spot Price” means the monthly average of the daily high and low assessments for

the Month of Sale Oil delivery for ANS oil traded at the United States West Coast as reported by 

the Platts Oilgram Price report and Reuters online data reporting service. The ANS Spot Price 

calculation will not include days on which prices are not reported for all three reporting services, 

such as weekends or holidays. If any of these publications ceases to report daily assessments for 

ANS oil traded at the United States West Coast, the Parties agree to calculate the ANS Spot Price 

using the data from the remaining reporting service. If either Buyer or State makes a good faith 

determination that the ANS Spot Price no longer accurately represents the price for ANS oil 

traded at the United States West Coast, Buyer and State will attempt in good faith to arrive at a 

mutually agreeable alternative source to establish, or substitute for, the ANS Spot Price. If 

Buyer and the State arrive at a mutually agreeable alternative source, that source shall be used to 

determine the ANS Spot Price beginning the Month following the Month in which any of these 

publications ceased to report daily assessments for ANS oil traded at the United States West 

Coast. If Buyer and the State are unable to agree on an alternative source, the State will select 

the alternative source that most reliably represents the price for ANS oil traded at the United 

States West Coast based on the best information reasonably available to the State, and that 

source shall be used to determine the ANS Spot Price beginning the Month following the Month 

in which any of these publications ceased to report daily assessments for ANS oil traded at the 

United States West Coast. Any dispute between the Buyer and State concerning the ANS Spot 

Price under this section shall be administered in accordance with Section 12.1.

“Tariff Allowance” means the sum of (1) the average, weighted by ownership, of the 

Minimum Interstate TAPS Tariff (Pump Station No. 1 to Valdez Marine Terminal) on file with 

the Federal Energy Regulatory Commission (“FERC”) for each owner in effect on the Day the
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Oil upstream of Pump Station No. 1. “Minimum Interstate TAPS Tariff’ means the effective

TAPS tariff on file with the FERC for each carrier on a given Day, excluding incentive tariffs. If

the Minimum Interstate TAPS Tariff that has been used in the calculation of a Tariff Allowance

is changed or subject to a refund order by the FERC, or if Buyer pays a revised amount for tariffs

paid by Buyer for shipment of Sale Oil upstream of Pump Station No. 1, the Tariff Allowance

will be recalculated using the changed FERC-ordered Minimum Interstate TAPS Tariff or the

revised amount for tariffs paid by Buyer for shipment of Sale Oil upstream of Pump Station

No.l, the Sale Oil Price will be adjusted accordingly, and the resulting refund to the State (or

credit to Buyer) will be made in accordance with Article III. If a FERC-ordered tariff is

suspended or enjoined from implementation, the Tariff Allowance shall not be recalculated until

the suspension or injunction is lifted and the FERC order is implemented and goes into effect. If

Buyer pays a revised amount for tariffs paid by Buyer for shipment of Sale Oil upstream of

Pump Station No.l, the Tariff Allowance shall be recalculated when the revised amount is paid

or refund is received by Buyer and applied to Sale Oil that has been delivered to Buyer

beginning on the effective date of the revision. Buyer shall, at the request of the Commissioner,

provide the necessary documentation in the form of invoices, etc. from the TAPS and upstream

pipeline carriers of tariff payments made by Buyer and any revised tariff payments including

interest paid or received by Buyer as a consequence of those revised tariff payments.

The “Quality Bank Adjustment” is a per-barrel amount, positive or negative, that 

accounts for the difference in quality between the oil produced from the units on the North Slope 

and the co-mingled ANS TAPS stream downstream of the PSVR connection. The Quality Bank 

Adjustment for a Unit’s stream will be calculated each Month as the difference between the
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stream value and PSVR Reference Stream are reported by the TAPS quality bank administrator.

If the stream value or the PSVR Reference Stream is recalculated by the Quality Bank

administrator, the Quality Bank Adjustment shall be recalculated and the Price shall be adjusted

in accordance with Article III to apply to Sale Oil that has been delivered to Buyer beginning on

the effective date of the adjustment.

“Line Loss” is a per barrel amount equal to (0.0009) x (ANS Spot Price -  $1.95 -  Tariff 

Allowance + Quality Bank Adjustment).

Appendix 2 is an illustrative example of the calculation of the Price of Sale Oil. If there 

is a conflict between Appendix 2 and Section 2.3, Section 2.3 shall control.

2.4 Delivery of Sale Oil.

2.4.1 Day of First Delivery. The State will make first delivery of the Sale Oil to 

Buyer at the Point of Delivery on February 1, 2014.

2.4.2 Subsequent Deliveries. After the first delivery, the State shall tender the 

Sale Oil to Buyer at the Point of Delivery immediately upon the receipt of the Royalty Oil from 

the Lessees at the Point of Delivery.

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

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

Buyer at the Point of Delivery. Buyer shall bear all risk and responsibility for the Sale Oil after 

passage o f title.

2.6 Indemnification After Passage of Title. Buyer shall indemnify and hold the State 

harmless from and against any and all claims, costs, damages (including reasonably foreseeable 

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

Exhibit 1
Final Best Interest Finding and Determ ination— Proposed Final Contract

s tream  v a lu e  fo r th e  P S V R  R efe ren ce  S tream  and  th e  stream  v a lu e  at th e  P o in t o f  D eliv ery . T h e

12



Exhibit 1
Final Best Interest Finding and Determination—Proposed Final Contract 

or event in any way related to the Sale Oil after title has passed to Buyer. If Buyer suffers 

damages or losses caused by third parties and related to the Sale Oil, the State agrees to 

cooperate with the Buyer to permit Buyer to attempt to recover such damages of losses. The 

State will cooperate with the Buyer to permit Buyer to attempt to recover such damages or 

losses. The State will, on request, assign the State’s claims to Buyer and cooperate in Buyer’s 

pursuit of State assigned claims.

2.7 Transportation Arrangements. Buyer shall make all arrangements for 

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

and all pipelines upstream from Pump Station No. 1, and shall be responsible for meeting any 

linefill and storage tank bottom requirements related to transportation of the Sale Oil after 

passage of title, except that the State shall be responsible for meeting any linefill requirements 

for pipelines upstream of Pump Station No. 1. If Buyer provides the necessary data, the State 

shall meet its linefill requirements by passing title to Sale Oil to Buyer at the Point of Delivery 

but not invoicing Buyer for the portion of Sale Oil required for linefill until that portion of Sale 

Oil has been delivered to Buyer at Pump Station No. 1. For purposes of invoicing, Buyer and 

State agree that the linefill upstream of Pump Station 1 that has not been invoiced will be 

deemed to be the last barrels injected at the Point of Delivery. On the State’s request, Buyer 

shall provide the State with evidence of the arrangements for transportation of the Sale Oil from 

the Point of Delivery, through and away from TAPS, and all pipelines upstream from Pump 

Station No. 1, and evidence o f arrangements for resale, exchange, or other disposal of the Sale 

Oil. Buyer’s failure to provide information, evidence, or assurances requested by the State shall, 

at the State's election and after Notice to Buyer, constitute a material default under this 

Agreement.
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ARTICLE III 
INVOICING AND PAYMENT

3.1 Monthly Invoices. On or before the twentieth calendar Day of each Month after 

the first Month of delivery of Sale Oil, the State shall send to Buyer, via facsimile transmission 

or electronic mail, a statement of account with an invoice for the total amount due for the 

estimated quantity of Sale Oil delivered to Buyer during the immediately preceding Month of 

Sale Oil delivery and the estimated Price applicable to those deliveries, and the amount of any 

adjustments for the previous Month. The State will base its estimates on the best information 

reasonably available to the State. The State shall adjust invoices as provided in Section 3.3.

3.2 Payment of Invoices. Buyer shall pay the total amount of each invoice, including 

adjustments for previous Months of Sale Oil delivery, in full, on or before the later of (1) the 

third Business Day after the date of the statement of account in which the invoice is included; or 

(2) the twentieth calendar Day of the Month. If the third Business Day after the date of the 

statement of account or if the twentieth calendar Day of the Month does not fall on a Business 

Day then the invoiced amount is due on the immediately following Business Day. Any amount 

that Buyer does not pay in full on or before the payment due date calculated in accordance with 

this section shall accrue interest as provided in Section 3.5, and become subject to the late 

payment provisions of Section 3.7, and any other remedies available to the State under this 

Agreement and at law.

3.3 Adjustments. Buyer acknowledges that any time within ten years after an invoice 

is sent for a Month of Sale Oil delivery, the State may receive more accurate information 

concerning the ANS Spot Price, actual quantity of Sale Oil delivered to Buyer, line fill, the 

proper calculation of Tariff Allowance, and Quality Bank Adjustments that affect the Price of the 

Sale Oil. Buyer agrees that any time within ten years such information becomes available to the
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adjustments in accordance with the process and retroactivity limits described in Section 2.3. The

interest that will bear on changes to the Tariff Allowance will equal the interest paid by the

carriers to the shippers under the FERC’s regulations.

3.4 Payment of Adjustments. The Buyer shall pay the total amount of each 

adjustment in full, on or before the later of (1) the third Business Day after the date of the 

statement of account that includes the adjustment invoice; or (2) the twentieth calendar Day of 

the Month. If an adjustment is due to Buyer for an overpayment, the State shall credit to Buyer 

the amount of the overpayment on the following Month’s invoice or, if no following Month 

invoice is provided, the State shall refund to Buyer the amount of the overpayment by the 

twentieth calendar Day of the following Month. Any amount the Buyer does not pay in full 

when due shall bear interest at the rate provided in Section 3.6 and become subject to the late 

payment provisions of Section 3.7, and any other remedies available to the State under this 

agreement and at law.

3.5 Adjustments After Termination. Buyer and State agree that the State shall 

continue to make adjustments, in compliance with and subject to the limitations set forth in the 

provisions of Section 3.3 above, after termination of this Agreement, and agree that the 

provisions of Articles III, shall survive termination of this Agreement for any reason. If 

following termination of this Agreement an adjustment is determined to be due to Buyer for 

overpayment in an amount that exceeds the amount of all sums remaining due from Buyer to the 

State, the State shall credit the overpayment against any sums due from Buyer to the State, and 

shall refund to Buyer the remaining amount of the adjustment. Any adjustments made after 

termination must be paid within 30 Days after the date of the invoice.
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3.6 Interest. All amounts under this Agreement that Buyer does not pay in full when

due, or that the State does not credit Buyer or pay in full when due, shall bear interest from the 

date payment is due, calculated in accordance with Section 3.4, at the rate provided by Alaska 

Statute 38.05.135(d) or as that statutory provision may later be amended.

3.7 Late Payment Penalty. In addition to all other remedies available to the State, if 

Buyer fails to make timely payment in full of any amount due, including adjustments, Buyer 

shall pay the State as a late payment penalty an amount equal to five percent of the total amount 

not timely paid, in addition to the amount not timely paid, and interest on the late payment 

penalty amount and the amount not timely paid as provided in Section 3.4. The Commissioner 

shall waive imposition of the late payment penalty if the Buyer provides substantial evidence that 

the failure to make timely payment was not willful and was not due to a mistake in a chronic 

pattern of mistakes.

3.8 Disputed Payments. If a dispute arises concerning the amount of an invoice, 

Buyer agrees to pay in full all amounts when due, pending final resolution of the dispute 

according to the Dispute Resolution procedures in Article XIII.

3.9 Confidential Information. The State and Buyer agree that pursuant to Section 3.3, 

the State may invoice Buyer for, and Buyer 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 of a written request from Buyer, the State shall furnish to 

Buyer a certified statement of the Commissioner to the effect that, based upon the best 

information available to the State, the invoiced amounts are correct. At the request and expense 

of Buyer, the Commissioner’s certified statement will be based on an audit by an independent 

third party.
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3.10 Manner of Payment. Buyer shall pay all invoices in full within the times

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

either Automated Clearinghouse or by Federal Reserve Wire Transfer (immediate funds 

available) according to the instructions provided to the Buyer by the Division of Oil and Gas’s 

Royalty Accounting Manager.

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

specified in an invoice or by 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 federal bank holiday, payment shall be made on the next Business Day.

ARTICLE IV 
IN-STATE PROCESSING

4.1 In-State Processing. Buyer agrees to use commercially reasonable efforts to 

process the Sale Oil at its refinery in Nikiski, Alaska. "Process" means the manufacture of 

refined petroleum products.

4.2 Exchange of Crude Oil. Buyer may exchange Sale Oil for other crude oil only as 

provided in this Article. An exchange of Sale Oil for other crude oil shall not reduce the price 

Buyer has agreed to pay the State for the Sale Oil. “Exchange” includes: (1) a direct trade of 

Sale Oil for and equal volume of other crude oil; (2) a direct trade of Sale Oil for other crude oil 

that involves either cash or volume adjustment, or both, based solely on the differences in quality 

or location of the crude oils exchanged; (3) sequential transactions in which the Buyer trades 

Sale Oil to one party and, in exchange receives crude oil for a party other than the party to whom 

the Buyer traded the Sale Oil; and (4) matching purchases and sales of Sale Oil for other crude 

oil.
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ARTICLE V
BUYER’S AND GUARANTOR’S REPRESENTATIONS AND OBLIGATIONS

5.1 Good Standing and Due Authorization of Buyer. Buyer warrants that it is, and 

shall remain at all times during the term of this Agreement: (1) qualified to do business in 

Alaska; and (2) in good standing with the State. Buyer warrants that it has all company power 

and authority necessary, and has performed all company action required, to enter into and fulfill 

its obligations under this Agreement.

5.2 Good Standing and Due Authorization of Guarantor. Guarantor warrants that it 

is, and shall remain at all times during the term of this Agreement: (1) qualified to do business in 

Alaska; and (2) in good standing with the State. Guarantor warrants that it has all company 

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

fulfill its obligations under this Agreement.

5.3 Financial Information. As soon as practicable after the execution of this 

Agreement and before the State’s first Monthly Sale Oil Nomination under Section 2.1.2, and 

annually as soon as practicable after March 31 but no later than June 30, Guarantor shall cause a 

financial analyst (the “Financial Analyst”) to submit an opinion to the Commissioner in the form 

of a letter (the “Opinion Letter”) about Guarantor’s current and expected future credit rating by 

Standard and Poor’s and Moody’s. The Financial Analyst shall be an independent contractor 

qualified to render an opinion as to the creditworthiness of the Guarantor and shall be in the 

business of understanding complex financial matters and financial statements to the extent 

required to render such opinion. Buyer shall have the right to designate the Financial Analyst, 

subject to approval by the State. The Financial Analyst shall be a contractor to Guarantor, and 

Guarantor shall be responsible for entering into any necessary contractual arrangements with the 

Financial Analyst and paying the fees and expenses of the Financial Analyst.



The contract between Guarantor and the Financial Analyst and each Opinion Letter must

recite that the Financial Analyst (1) has been provided a copy of this Agreement, (2) understands 

the significance of the Opinion Letter in the administration of this Agreement, (3) understands 

that the State will rely on the Opinion Letter, and (4) understands that the Opinion Letter is for 

the benefit of the State. The contract between Guarantor and the Financial Analyst shall be 

subject to approval by the State, and the State shall be given a copy of the contract and all 

amendments to it.

The Opinion Letter shall (i) identify all documents reviewed in forming the opinion, (ii) 

identify people interviewed in forming the opinion and discuss the nature of the interview, (iii) 

state the current long term (and short term, if available) credit ratings of Guarantor by Standard 

and Poor’s and Moody’s and (iv) express an opinion whether those ratings are reasonably likely 

to fall to or below BBB+ (Standard and Poor’s) and Baal (Moody’s) at any time during the 

following twelve Months. Guarantor shall cause the Financial Analyst to review evidence of the 

most current ratings by Standard and Poor’s and Moody’s of Guarantor’s long and short term 

debt, all bank presentations provided to Guarantor’s lenders, all reports on Guarantor prepared 

by Standard and Poor’s or Moody’s, all documents filed by Guarantor with the Securities and 

Exchange Commission, if any, any other documents reasonably necessary to deliver the Opinion 

Letter, and a complete set of year-to-year comparative, independently audited financial 

statements, including footnotes, prepared in accordance with generally accepted accounting 

principles.

Guarantor’s contract with the Financial Analyst may require the Financial Analyst to 

protect the confidentiality of the information supplied to it under Section 5.3. The State may 

review the information supplied to the Financial Analyst under Section 5.3 by executing a
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confidentiality agreement with Guarantor but will not take any action that will make the

information part of the State’s public records.

5.4 Financial Condition. Guarantor warrants (1) that all financial information 

submitted to the Financial Analyst or reviewed by the State under Section 5.3 is complete and 

accurate at the time of preparation, and fairly represents Guarantor’s financial condition at the 

time of submission; and (2) that there has been no material change in Guarantor’s financial 

condition, business operations, or properties since the financial information was prepared. 

Guarantor warrants that the financial statements were prepared in accordance with generally 

accepted accounting principles. Guarantor and Buyer shall immediately inform the State of any 

material change in Guarantor’s ownership or ownership of Buyer, ownership of parent 

companies, or financial condition, business operations, agreements, or property that is likely to 

affect their ability to perform their obligations under this Agreement.

5.5 Absolute Obligations. Buyer’s and Guarantor’s obligations to pay amounts due, 

provide assurances of performance in accordance with Article VII, accept, and dispose of and 

pay for Sale Oil, are absolute. These obligations shall not be excused or discharged by the 

operation of any disability of Buyer or Guarantor, event of Force Majeure, impracticability of 

performance, change in conditions, termination of this Agreement, or other reason or cause.

5.6 Guaranty. Buyer is an indirect, wholly-owned subsidiary of Guarantor. Buyer 

does not have public financial statements and does not have debt rated by Moody’s or Standard 

and Poor’s. The State is not willing to make this Agreement based solely on the credit 

worthiness of Buyer. Guarantor therefore agrees that it guarantees performance of all of Buyer’s 

obligations under this Agreement as if Guarantor were the Buyer and legally indistinguishable
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from Buyer. The State may require Guarantor at any time to satisfy any unsatisfied obligation of

Buyer.

5.7 Due Authorization of State. State warrants that is has all power and authority 

necessary, and has performed all action required, to enter into and fulfill its obligations under 

this Agreement.

ARTICLE VI 
ASSURANCE OF PERFORMANCE

6.1 Credit Review. If Guarantor fails to timely submit its financial statements and 

other documents and information required under Article VI such that the Financial Analyst is 

unable to timely submit the Opinion Letter; or if, in the opinion of the Financial Analyst, 

Guarantor’s credit ratings have fallen to or below, or are reasonably likely in the twelve Months 

following the Opinion Letter, to fall to or below (a) “BBB+” (Standard and Poor’s “Long term 

issuer”), or (b) “Baal” (Moody’s Investor Services “Issuer Ratings/Long Term Obligation 

Ratings”); or Guarantor is not rated by Standard and Poor’s and Moody’s, Guarantor shall 

immediately deliver to the State a one year irrevocable stand-by Letter of Credit meeting the 

requirements of Sections 6.2 through 6.5.

Guarantor shall annually renew and continuously maintain the Letter of Credit in effect 

until such time as, in the opinion of the Financial Analyst, Guarantor’s credit rating is no longer 

reasonably likely to fall to or remain below (a) “BBB+” (Standard and Poor’s “Long term 

issuer”); or (b) “Baal” (Moody’s Investor Services “Issuer Ratings/Long Term Obligation 

Ratings”) at any time during the twelve Months following the Opinion Letter.

6.2 Letter of Credit. In the event that Guarantor is required to deliver a letter of credit 

to the State in accordance with Section 6.1, the Letter of Credit shall be in a form satisfactory to 

the Commissioner and shall be in effect on delivery. The Letter of Credit shall be issued for the
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by the Federal Deposit Insurance Corporation and has an aggregate capital and surplus amount of

not less than One Hundred Million Dollars ($100,000,000) (“Issuer”), or other banking

institution approved by the Commissioner, such approval not to be unreasonably withheld. The

principal face amount of the Letter of Credit shall be an amount reasonably estimated by the

Commissioner to be equal to the Price of all Sale Oil to be delivered by the State to Buyer during

the 90 Days immediately following delivery of the Letter of Credit to the Commissioner. The

Letter of Credit shall not require the State to submit any documentation in support of drafts

drawn against it other than a certified statement by the Commissioner and the State’s Attorney

General that Guarantor is liable to the State for an amount of money equal to the amount of the

draft, that the amount of money is due and payable in full, and it has not been timely paid.

6.3 Performance Assurance After Termination. If a Letter of Credit is in effect 

immediately prior to Termination of the Agreement, the Commissioner may require that, after 

Termination, the Letter of Credit be maintained in an amount estimated by the Commissioner to 

be equal to the value of all adjustments which may be made under Article III. As an alternative 

to maintaining a Letter of Credit after Termination, and on commercial terms acceptable to the 

Commissioner, the Guarantor may require that Buyer establish and maintain an interest-bearing 

escrow account equal to the value of all adjustments that may be made under Article III and with 

the same payment terms as the Letter of Credit.

6.4 Other Performance Assurance. The Commissioner may allow Guarantor to 

provide security other than the Letter of Credit if the Commissioner determines other security is 

adequate to protect the State’s interest.
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6.5 Correction of Defects in Letter. Guarantor shall have five Business Days to

correct any defect in the Letter of Credit beginning on the Business Day Guarantor first learns of 

the defect whether through Notice from the State or otherwise. A defect is any failure to comply 

with the terms and conditions of Article VI.

ARTICLE VII 
MEASUREMENTS

7.1 Measurements. The quantity and quality of Sale Oil the State delivers under this

Agreement shall be determined by measurement at the Point of Delivery. Procedures used for 

metering and measuring the Sale Oil shall be in accordance with the procedures in effect at the 

Point of Delivery.

ARTICLE VIII 
EFFECTIVE DATE AND TERM

8.1 Effective Date. This Agreement shall become effective and enforceable on the

date upon which it is signed by all parties (“Effective Date”).

8.2 Initial Term. The Initial Term of this Agreement shall begin on the Day of First

Delivery defined in Section 2.4.1. as February 1, 2014 and terminate on January 31, 2015 except 

that the Term of this Agreement may be changed only as provided in Section 2.1.4 and Article X.

8.3 Continuation of Obligations. The provisions of Article III, Section 6.5, Section 

6.3, and Section 8.3, Article IX and Article X shall survive termination of this Agreement for any 

reason or cause. 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. For Sale Oil delivered under this Agreement, termination of this Agreement shall 

not relieve State or Buyer of their respective obligations hereunder, including the obligation to 

pay all production Month invoices, initial adjustments, subsequent adjustments, and interest, and,
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where applicable, penalties, costs, attorney fees, and any other charges related to the Sale Oil

actually delivered.

ARTICLE IX 
DEFAULT OR TERMINATION

9.1 Default.

9.1.1 Events of Default. The Commissioner may suspend or terminate the 

State’s obligations to tender, deliver and sell Sale Oil to Buyer, 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:

(a) Buyer or Guarantor fails to pay in full any sum of money owed

under this Agreement within five Business Days after the State gives Buyer Notice that payment

is past due;

(b) Within five Business Days after Notice from the State, Buyer or 

Guarantor fails to provide written assurances satisfactory to the State of Buyer’s or Guarantor’s 

intention to perform its obligations under this Agreement and evidence or assurances of 

transportation arrangements under Section 2.7;

(c) There is a material change in Buyer’s or Guarantor’s financial 

condition, business operations, agreements, or property or ownership that is likely to affect 

Buyer’s or Guarantor’s ability to perform its obligations under this Agreement, and within five 

Business Days after Notice from the State, Buyer or Guarantor is unable or unwilling to provide 

a Letter meeting the requirements of Sections 6.1 and 6.2;

(d) Buyer or Guarantor fails to perform any of its obligations under

this Agreement, and cannot cure the non-performance or the non-performance continues for
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more than 30 Days after the State has given Notice to Buyer or Guarantor of its non­

performance;

(e) Any representation or warranty made by Buyer or Guarantor in this 

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

(f) Guarantor fails, or is unable for any reason (including reasons 

beyond Guarantor’s control), to maintain the Letter required under Article VI, regardless of 

Guarantor’s willingness or ability to perform any other obligations under this Agreement.

9.1.2 Default by Failure or Inability to Pay. Buyer or Guarantor shall 

immediately provide the State with Notice if Buyer or Guarantor is unable to pay any of its debts 

when due, makes an arrangement for the benefit of creditors, files a bankruptcy petition, or is 

otherwise insolvent. Upon Notice from Buyer or Guarantor, or if the State independently 

determines that Buyer or Guarantor is unable to pay any of its debts when due or is otherwise 

insolvent, the State’s obligations to deliver and sell Sale Oil to Buyer shall automatically and 

immediately terminate without any requirement of Notice to Buyer or Guarantor or other action 

by the State. Upon termination of the State’s obligations under this Section 9.1.2, Buyer and 

Guarantor shall be liable for payment and performance of all their obligations for Sale Oil the 

State delivered to Buyer before termination and for a minimum of one hundred Days after 

termination, plus an additional 90 Days if a Lessee invokes the force majeure term of its Royalty 

Settlement Agreement. Within 30 Days after termination under this Article 9.1.2, the State shall 

have the right, upon consent of Buyer or Guarantor, to reinstate all of the State’s, Buyer’s and 

Guarantor’s obligations under this Agreement retroactive to the date of termination.
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9.2 State’s Remedies. If Buyer or Guarantor defaults under this Agreement, in

addition to all other remedies available to the State under this Agreement or at law, the following

remedies shall be available to the State:

9.2.1 Buyer’s and Guarantor’s Obligations Become Due. All monetary 

obligations Buyer or Guarantor has accrued under this Agreement, even if not yet due and 

payable, shall immediately be due and payable in full.

9.2.2 State May Dispose of Sale Oil. The State may dispose of some or all of 

the Sale Oil to third parties. If the State exercises this remedy, regardless whether this 

Agreement is terminated, Buyer and Guarantor shall be and shall remain liable to the State for 

the amount of the difference between the Price for the Sale Oil under Article II and the actual 

price the State receives from disposition of the Sale Oil to third parties.

9.2.3 Indemnification for Loss. Buyer and Guarantor shall hold the State

harmless and indemnify it against all its liability, damages, expenses, attorney’s fees and costs, 

and losses directly arising out of Buyer’s or Guarantor’s default, termination of the State’s 

obligations, and disposal of the Sale Oil to third parties. Additionally, if  Buyer or Guarantor 

defaults in the payment of any monetary amounts due to the State for Sale Oil tendered or 

delivered under this Agreement, Buyer or Guarantor shall pay the State 100 percent of 

reasonable actual costs and attorney fees incurred by the State in pursuing payment of the 

monetary amounts due, regardless of whether litigation is commenced and regardless of whether 

legal services are provided by the Attorney General’s office or private counsel.

9.2.4 Other Rights and Remedies. The State shall have the right cumulatively to

exercise all rights and remedies provided in this Agreement and by law, and obtain all other

relief available under law or at equity, including mandatory injunction and specific performance.
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9.3 Limitation of Buyer’s and Guarantor’s Remedies. If Buyer or Guarantor breaches

or defaults in any of its obligations under this Agreement, Buyer or Guarantor shall not obtain a 

temporary restraining order or preliminary injunction preventing the State from disposing of the 

Sale Oil in accordance with Section 9.2.2.

9.4 Article Survives Termination. This Article survives termination of the 

Agreement.

ARTICLE X 
DISPOSITION OF OIL UPON DEFAULT OR TERMINATION

10.1 Disposition of Oil Upon Default or Termination. Buyer and Guarantor 

acknowledge that the State may be required to provide six Months’ notice to the Lessees before 

the State may decrease its in-kind nomination of Royalty Oil in any Month. If this Agreement 

terminates for default or any other reason after Buyer has nominated or is deemed to have 

nominated Sale Oil, Buyer shall continue to accept and pay for Sale Oil through the first Day of 

the Month following expiration of a minimum of 100 Days after the date of termination, if the 

Commissioner so requires. If, however, the additional notice provisions of Article 2.1.6 are 

invoked, Buyer shall continue to accept and pay for Sale Oil until the expiration of six Months 

and ten Days after the date of default or notice of termination.

10.2 Security for Disposal of Sale Oil. To secure the Buyer's obligations to purchase 

and dispose of Sale Oil, upon the Commissioner’s request, if Buyer refuse to accept or receive 

Sale Oil under this Agreement, Buyer shall assign or otherwise transfer to the State, or its 

designee, all or part of Buyer’s right to transport the Sale Oil through and away from the TAPS, 

and all pipelines upstream from Pump Station No. 1, whether such rights are under nominations, 

leases, contracts, tariffs, charter parties, or other agreements. The State will incur liability or
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obligations under such assignment or transfer only to the extent the State actually exercises its

rights to succeed to Buyer’s interests under and obtain the benefits of the assignments.

ARTICLE XI 
NONWAIVER

11.1 Nonwaiver. The failure of a Party to insist upon strict or a certain performance,

or acceptance by a Party of a certain performance or course of performance under this

Agreement shall not: (1) constitute a waiver or estoppel of the right to require certain

performance or claim breach by similar performance in the future; (2) affect the right of another

Party to enforce any provision; or (3) affect the validity of any part of this Agreement.

ARTICLE XII 
DISPUTE RESOLUTION

12.1 Dispute Resolution. Any disagreement or dispute arising out of or related to this 

Agreement shall be decided according to the dispute resolution procedure set forth in this 

Article. The procedure set for in this Article shall be initiated by a Party by providing written 

Notice of the disagreement or dispute to the other Parties. No later than sixty Days after a Party 

provides written Notice, the Parties shall each present any arguments and evidence supporting its 

view of the disputed term, condition, right or obligation in writing to the Commissioner for 

consideration. Prior to consideration by the Commissioner, the State, Buyer, and Guarantor shall 

not have the right to civil litigation-type discovery or a civil litigation-type trial with the right to 

call or cross-examine witnesses unless granted by the Commissioner, after request. Within 30 

Days after the Parties submit their final arguments and evidence, the Commissioner shall issue a 

finding interpreting the meaning or application of the disputed word, term, condition, right or 

obligation and shall set for the basis for the conclusion. Any Commissioner finding issued under
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to the Alaska Superior Court pursuant to AS 22.10.020 and applicable Alaska Rules of Court.

ARTICLE XIII 
SEVERABILITY

13.1 Severability. If a court decrees any provision of this Agreement to be invalid, all 

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

impairs a material right or remedy under this Agreement, the Parties will negotiate in good faith 

to maintain the original intent and benefits of this Agreement. If the Parties cannot restore the 

original intent and benefits of this Agreement, then either Party may terminate this Agreement by 

giving Notice.

ARTICLE XIV 
FORCE MAJEURE

14.1 Effect of Force Maieure. Except for Buyer’s and Guarantor’s obligations to pay 

amounts due, provide assurance of performance in accordance with Article VII, accept, dispose 

of, and pay for Sale Oil, no Party shall be liable for failure to perform if performance is 

substantially prevented by Force Majeure after commercially reasonable efforts to perform. 

Except, however, if Buyer or Guarantor is prevented by Force Majeure from performing any 

material obligation for 180 successive Days or more, the State shall have the right to terminate 

this Agreement on 60 Days’ Notice. If the State is prevented by Force Majeure from performing 

any material obligation for 180 successive Days or more, Buyer may terminate this Agreement 

on 60 Days’ Notice. Before a Party exercises the right to terminate this Agreement, the Party 

may request the other Parties to negotiate in good faith to restore performance.

14.2 Force Majeure. In this Agreement the term “Force Majeure" means an event or 

condition not within the reasonable control of the Party claiming “Force Majeure.”
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14.2.1 Force Majeure Events include, but are not limited to, the following events:

(a). act of God, fire, lightning, landslide, earthquake, storm, hurricane, 

hurricane warning, flood, high water, washout, explosion, well blowout, failure of plant, pipe or 

equipment, or;

(b). strike, lockout, or other industrial disturbance, act of the public 

enemy, war, military operation, blockade, insurrection, riot, epidemic, arrest or restraint 

by government of people, terrorist act, civil disturbance, or national emergency;

(c). act, order, or requisition of any governmental agency or acting 

governmental authority or any governmental proration, regulation, or priority.

14.2.2 Force Majeure events do not include changes in commercial or financial 

markets affecting the price of crude oil or processed petroleum products.

14.3 Notice and Remedy of Force Majeure. If a Party believes that Force Majeure has 

occurred, the Party shall immediately provide Notice to the other Parties of its claim of Force 

Majeure. The Party claiming Force Majeure shall use commercially reasonable diligence to 

remedy the Force Majeure. Except for Buyer’s and Guarantor’s absolute obligations to pay 

amounts due, provide assurances of performance in accordance with Article VI, and accept, 

dispose of and pay for Sale Oil, the disabled Party’s obligations to perform that are affected by 

the Force Majeure shall be suspended from the time of Notice to the other Parties until the 

disability caused by the Force Majeure should have been remedied with reasonable diligence.
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ARTICLE XV 
NOTICE

15.1 Method of Notice. All notices, consents, requests, demands instructions,

approvals, and other communications permitted or required shall be made in writing and

delivered by any two of the following methods: (a) personally delivered, (b) delivered and

confirmed by facsimile transmission, (c) delivered by overnight courier delivery service,

(d) delivered and confirmed by electronic mail, or (e) deposited in the United States mail, first

class, postage prepaid, certified or registered, return receipt requested, addressed as follows:

Commissioner of Natural Resources 
550 West 7th Avenue, Suite 1400 
Anchorage, Alaska 99501-3650 
Facsimile Number: (907)269-8918

Director, Division of Oil and Gas 
550 West 7th Street, Suite 800 
Anchorage, Alaska 99501-3510 
Facsimile Number: (907)269-8938

the Buyer:

Tesoro Refining & Marketing Company LLC 
19100 Ridgewood Parkway 
San Antonio, Texas 78259-1828 
Facsimile Number: (210)745-4494 
Attention: General Counsel 
e-mail: Charles.S.Parrish@tsocorp.com

the Guarantor:

Tesoro Corporation
19100 Ridgewood Parkway
San Antonio, Texas 78259-1828
Facsimile Number: (210)745-4494
Attention: General Counsel
e-mail: Charles. S.Parrish@tsocorp.com
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Buyer or Guarantor.

15.2 Notice Effective Date. Notice given by personal delivery, or other reputable 

overnight courier delivery service, or United States mail, first class, postage prepaid, certified or 

registered, return receipt requested, shall be effective on the date of actual receipt at the 

appropriate address. Notice given delivered and confirmed by facsimile or electronic mail shall 

be effective on the date of actual receipt if received during recipient's normal business hours, or 

at the beginning of the next Business Day after receipt if received after recipient's normal 

business hours. The Notice Effective Date is the effective date of the first of the two Notices 

received.

15.3 Change of Address. A Party may notify the other Parties of changes in its address 

by giving Notice.

ARTICLE XVI 
RULES AND REGULATIONS

16.1 Rules and Regulations. This Agreement is subject to the laws of the State of 

Alaska, and orders, rules and regulations of the United States, the State of Alaska, and any duly 

constituted agency of the State of Alaska.

ARTICLE XVII 
SOVEREIGN POWER OF THE STATE

17.1 Sovereign Power of the State. This Agreement shall not be interpreted to limit in 

any way the State’s ability to exercise any sovereign or regulatory powers, whether conferred by 

constitution, statute or regulation. The State’s exercise of any sovereign or regulatory power 

shall not be deemed to enlarge any of Buyer’s or Guarantor’s rights, or limit any of Buyer’s or 

Guarantor’s obligations or liabilities under this Agreement.
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ARTICLE XVIII 
APPLICABLE LAW

18.1 Governing Law. This Agreement, and all matters arising from or related to this 

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

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

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

and the Parties irrevocably submit to the jurisdiction of that court in any action or proceeding.

18.3 Venue. The Parties agree that the venue for any legal action or proceeding arising 

out of or related to this Agreement shall be in the Alaska Superior Court sitting in Anchorage, 

Alaska.

ARTICLE XIX 
WARRANTIES

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

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

disclaims and Buyer and Guarantor waive all other warranties, express or implied in law.

ARTICLE XX 
AMENDMENT

20.1 Amendment. This Agreement may be supplemented, amended, or modified only 

by written instrument duly executed by the Parties, and, where required, only on approval under 

Alaska Statute 38.06.055.

20.2 Legislative Approval. Any material amendment to this Agreement that 

appreciably reduces the consideration received by the State requires prior approval of the 

legislature.
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ARTICLE XXI 
SUCCESSORS AND ASSIGNS

21.1 Assignments and Other Transfers. Buyer may freely assign its rights and 

obligations to an Affiliate formed under the laws of a state in the United States of America. An 

“Affiliate” shall mean an entity that is directly or indirectly controlled by Guarantor or 

Guarantor’s permitted assigns, or is directly or indirectly controlled by an entity that directly or 

indirectly controls Guarantor or Guarantor’s permitted assigns, where control means the right to 

vote more than fifty percent of the voting interest in the entity.

Buyer and Guarantor may, without consent of the State, collectively assign their rights 

and obligations under this Agreement to a Person that acquires all or substantially all of the 

Alaska refining assets of Buyer and Guarantor (the “Assignee”), provided that at least 45 Days 

before the effective date of the assignment the Assignee provides to the State (a) all of the 

financial information and warranties Guarantor is required to provide under Article V and (b) a 

copy of the form of the assignment, including Assignee’s obligation to assume and discharge all 

of Buyer’s and Guarantor’s obligations under this Agreement. If, based on the financial 

information supplied under Article V, Assignee is required to supply a Letter of Credit under 

Article VII, the Letter of Credit in the form and amount required by Article VI must be provided 

to the State at least 30 Days before the effective date of the assignment. No assignment can be 

made to an Assignee with long term credit ratings of less than BBB (Standard and Poor’s) or 

Baa3 (Moody’s). From and after the effective date of the Assignment, Buyer and Guarantor 

shall be relieved of their rights and obligations under this Agreement. No assignment shall be 

effective until after 45 Days’ Notice to the State.
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Buyer and Guarantor may not otherwise assign their rights or obligations under this

Agreement without first obtaining the written consent of the Commissioner, which may not be 

unreasonably withheld.

21.2 Binding on Successors. This Agreement shall be binding upon and inure to the 

benefit of the legal representative, Parties and their successors, and assigns of the Parties.

ARTICLE XXII 
RECORDS

22.1 Inspection of Records. The Parties shall each accord to the other and the other’s 

authorized agents, attorneys, and auditors access during reasonable business hours to any and all 

property, records, books, documents, or indices related to Buyer’s, Guarantor’s or the State’s 

performance under this Agreement, and which are under possession or control of the Party from 

which access is sought, so the other Party may inspect, photograph, and make copies of the 

property, records, books, documents, or indices except: (1) the State shall not be required to 

disclose any information, data, or records that it is required by state or federal law or regulation, 

or by agreement with the Person supplying the record, to be held confidential; (2) the State’s 

access to and treatment of Guarantor’s financial records shall be limited by Section 5.3; and (3) 

no party shall be required to produce documents that are protected by the attomey-client 

privilege. If information the State obtains from Buyer or Guarantor may be held confidential 

under state or federal law or regulation, Buyer may request in writing that the State hold the 

information confidential, and the State shall keep the information confidential to the extent and 

for the term provided by law.
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ARTICLE XXIII 
EMPLOYMENT OF ALASKA RESIDENTS

23.1 Employment of Alaska Residents. Buyer 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, Buyer voluntarily agrees to 

employ Alaska residents and Alaska companies to the extent they are available, willing, and at 

least as qualified as other candidates for work performed in Alaska in connection with this 

Agreement. “Alaska resident” means an individual who is physically present in Alaska with the 

intent to remain in the state indefinitely. An individual may demonstrate an intent to remain in 

the state by maintaining a residence in the state, possessing a resident fishing, trapping or 

hunting license, or receiving a permanent fund dividend. “Alaska companies” means companies 

incorporated in Alaska or whose principal place of business is in Alaska. If a court invalidates 

any portion of this provision, Buyer agrees to employ Alaska residents and Alaska companies to 

the extent permitted by law.

ARTICLE XIV 
COUNTERPARTS

24.1 Counterparts. This Agreement may be executed in multiple counterparts. It is not 

necessary for the Parties to sign the same counterpart. Each duly executed counterpart shall be 

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

one and the same instrument.

ARTICLE XXV 
MISCELLANEOUS

25.1 Agreement Not to Be Construed Against Any Party as Drafter. The Parties 

recognize that this Agreement is the product of the joint efforts of the Parties and agree that it 

shall not be construed against any Party as drafter.
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25.2 Entire Agreement. This Agreement constitutes the entire agreement and

understanding between the Parties about the subject matter of this transaction and all prior 

agreements, understandings, and representations, whether oral or written, about this subject 

matter are merged into and superseded by this written Agreement.

25.3 Headings. The headings throughout this Agreement are for reference purposes 

only and shall not be construed or considered in interpreting the terms and provisions of this 

Agreement.

25.4 Authority to Sign. Each Person signing this Agreement warrants that he or she 

has authority to sign the Agreement.

25.5 Further Assurances. The Parties agree to do such further acts or execute such 

further documents as may reasonably be required to implement this Agreement.

25.6 Currency. All dollar amounts are U.S. dollars.

SIGNATURES:

the State: THE STATE OF ALASKA

Joe Balash
Acting Commissioner 
Department of Natural Resources

Date:

TESORO REFINING & MARKETING 
COMPANY, LLC

Dave Kirshner 
Vice-President, Commercial

Date:
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TESORO CORPORATION

Scott Spendlove 
Chief Financial Officer

Date:
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APPEN D IX  1:
SALE O IL  NOM INATION PRO CED U RE

Example N om ination P rocedure for July 2014 Deliveries
Prudhoe Bay 
& Satellites

Greater Pt 
McIntyre Area

MPU
Total

DIU
Total

KRU
Total

Norths tar 
Total

CRU
Total

Badami
Total

Oooguruk
Total

N ikaitchuq
Total Total

March 15, 2014
State receives preliminary barrel per day (bpd) production forecasts from th< 149,600 14,000 14,000 5,800 73,700 9,200 47,500 1,000 6,700 8,000 329,500
operator 105 days prior to the start of the production month

Not later than 
March 21,2014
RK purchaser notifies state of monthly bpd nomination (a)

Not later than 
March 30, 2014 
State computes RK %

Estimated royalty rates 12.50% 13.34% 13.77% 14.42% 12.60% 27.50% 14.74% 14.80% 5.00% 12.50%

30,000

State Ow nership 100.00% 100.00% 100.00% 100.00% 100.00% 82.16% 67.82% 100.00% 100.00% 100.00%
Total state estimated royalty bpd (bpd * royalty rate) 18,700 1,868 1,928 836 9,213 2,079 4,748 148 335 1,000 40,854
State's Total RK nomination percentage 
(Purchaser RK bpd/estimated royalty bpd)

March 30,2014
State notifies unit operator of state's RK nomination percentage 94.64% 94.64% 95.00% 95.00% 85.00% 0.00% 0.00% 0.00% 0.00% 0.00%

73.43%

May 26, 2014
Unit operator notifies state and w orkjng interest ow ners of updated production forecast 
Production forecast (bpd) for July production month 188,938 30,009 10,900 8,560 72,080 7,300 45,064 1,291 6,900 7,800 378,842
State calculates RK bpd

Royalty rates based on updated estimates (b) 12.50% 13.391158% 12.50% 12.50% 12.60% 27.50% 14.74% 14.80% 5.00% 12.50%
State's RK nomination percentage 94.64% 94.64% 95.00% 95.00% 85.00% 0.00% 0.00% 0.00% 0.00% 0.00%
RK bpd (bpd production forecast ’  Royalty rate * nomination %) 22,351 3,803 1,294 1,017 7,659 0 0 0 0 0 36,124
State's Tendering percentage 11.83000000% 12.67339193% 11.87500000% 11.87500000% 10.62500000% 0.00000000% 0.00000000% 0.00000000% 0.00000000% 0.00000000%
(RK bpd/Production Forcast volumes)

May 31,2014
State notifies RK purchaser of bpd volume available for July production mon 22,351 3,803 1,294 1,017 7,659 0 0 0 0 0 36,124

August 2, 2014
State invoices RK purchaser fo r May production 

Metered volume for July 1-31, 2014 7,279,221 561,360 375,992 260,120 2,712,974 256,569 1,406,636 42,261 207,194 248,903 13,351,230
State's RK Tendering percentage 11.83000000% 12.67339193% 11.87500000% 11.87500000% 10.62500000% 0.00000000% 0.00000000% 0.00000000% 0.00000000% 0.00000000%
Total RK bbls 861,131.84 71,143.35 44,649.05 30,889.25 288,253.49 1,296,067
bpd volume (Total RK/31) (varies from forecast) 27,778 2,295 1,440 996 9,298 0 0 0 0 0 41,809
bpd volume varies from forecast 9,078 427 (488) 160 86 9,264

Table notes:
(a) The state detenrines from which units to no innate RK volumes (section 2.1.5 of the Agreement)
(b) The estimated royalty percentage for Greater Pt Mihtyre is a composite royalty rate from several fields and wiU vary with production
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Proration Procedure: RIK Volume by Purchaser Calculator (MS Excel Workbook— filename: Proration_Calculator_09_06_13)

The State RIK has shared with Tesoro the above captioned calculator that illustrates the proration procedures described in Section 2.1.3. The 
calculator uses five separate hypothetical cases to show what volume o f  RIK that will be delivered to Tesoro and FHR. In its agreement with FHR 
the State will sell up to 85 percent o f its Royalty Oil to FHR, preserving up to 15 percent for sale to Tesoro or for keeping in-value. The State and 
FHR have agreed that if  85 percent o f the Royalty Oil is insufficient to fulfill total nominations, FHR will receive 24,000 barrels per day (“bpd”) and 
the difference between 85 percent o f Royalty Oil and 24,000 bpd will be prorated between FHR and Tesoro. If  the allocation mechanism provides 
more barrels to a RIK purchaser than was nominated, the barrels in excess o f the nominated volume are assumed to be delivered to the other 
purchaser (not to exceed the other purchaser's nomination volume).

The spreadsheet input values and hypothetical cases are as follows:

Inputs
• Total Royalty Oil (in bpd) is the volume o f Royalty Oil that is available for taking in-kind.
• Flint Hills Resources Nomination (in bpd) is the volume o f Royalty Oil that Flint Hills desires to purchase in the given month.
• Tesoro Nomination (in bpd) is the volume of Royalty Oil that Tesoro desires to purchase in the given month.
•  Volume Reserved for Sale to Flint Hills Resources (in bpd) is the volume o f Royalty Oil that is guaranteed to FHR (assuming that 85percent 

of Royalty Oil is at least 24,000 bpd)
• Volume Reserved for Sale to Tesoro (in percent o f Total Royalty Oil, not to exceed 15) is the percent o f Royalty Oil that is guaranteed to 

Tesoro, this is analogous to the 24,000 bpd reserved for FHR. It should be noted that we have agreed to provide FHR with the minimum of
24,000 bpd or 85 percent o f Royalty Oil. If the difference between 85 percent o f Royalty Oil and 24,000 bpd is positive, the difference is 
barrels that are subject to proration. Thus, assuming the difference is positive, Tesoro would receive the "Volume Reserved for Sale to 
Tesoro" plus a share o f the prorated barrels.

Cases
1. The State has sufficient volumes o f Royalty Oil, no proration.

If  the total nominations received from the RIK purchasers is less than the volume o f Royalty Oil the State is willing and able to take in-kind, then 
both FHR and TSO will receive their full nominations.

Example: Assume that DNR expects that on an annual average daily basis the State will receive 61,373 bpd in FY2016 (i.e., cell B5=61,737) and 
FHR nominates 30,000 bpd (i.e., cell B8=30,000) and Tesoro nominated 15,000 bpd (i.e., cell B9=15,000). The State guarantees Tesoro 10 percent 
o f its Royalty Oil (i.e., cell B13=10).

The State supplies FHR with 30,000 bpd (B24) and Tesoro with 15,000 bpd (B25) since 45,000 < 95 percent o f Royalty Oil. 
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2. The State has insufficient volumes of Royalty Oil, proration is triggered.

If the total nominations by both purchasers exceed 85 percent o f Royalty Oil, the proration mechanism is triggered. The state guarantees Tesoro its
"Volume Reserved for Sale to Tesoro" and, similarly, guarantees FHR its "Volume Reserved for Sale to Flint Hills Resources."

Example: The State has 30,000 bpd of Royalty Oil. FHR nominates 30,000 bpd and Tesoro nominates 15,000 bpd. Further suppose the State 
guarantees Tesoro 10 percent o f its Royalty Oil.

Proration is triggered since 45,000 bpd < 25,500 bpd = 0.85 x 30,000. The State then calculates the share of volumes subject to proration that will be 
delivered to Flint Hills as (30,000 -  24,000)/(30,000 + 15,000 -  24,000) = 0.286, in essence this' ratio measure what proportion o f  the total "unmet" 
nominations are from FHR (after removing the 24,000 bpd guaranteed to FHR).

The state then calculates the proportion o f  total "unmet" nominations from Tesoro as 15,000/(30,000 + 15,000 -  24,000) = 0.714. The total volume 
subject to proration is 85 percent o f Royalty Oil minus the barrels guaranteed to FHR, i.e., 25,500 -  24,000 =  1,500. The volume o f  prorated barrels 
delivered to FHR is 0.286 x 1,500 = 429, and the volume o f  prorated barrels delivered to FHR is 0.714 x 1,500 = 1,071. The total volume delivered 
to FHR is 24,000 + 429 = 24,429 bpd, and the total volume delivered to Tesoro is 3,000 + 1,071 = 4,071

3. 85 percent o f Royalty Oil is less than or equal to "Volume Reserved for Sale to Flint Hills Resources" and FHR nominates at least "Volume
Reserved for Sale to Flint Hills Resources."

If 85 percent o f the State's Royalty Oil is less than or equal to the "Volume Reserved for Sale to Flint Hills Resources" (i.e., 24,000 bpd), then the 
State would deliver 85 percent o f Royalty Oil to FHR. The State would then deliver "Volume Reserved for Sale to Tesoro" to Tesoro. The state 
would commit (85 + "Volume Reserved for Sale to Tesoro") percent o f its royalty to RIK.

Example: The State has 20,000 bpd o f Royalty Oil. FHR nominates 30,000 bpd and Tesoro nominates 15,000 bpd. Suppose the State guarantees 
Tesoro 10 percent o f its Royalty Oil.

Since 85 percent o f Royalty Oil is 17,000 bpd and the State guarantees FHR the minimum of 85 percent and 24,000 bpd, the State would deliver
17,000 bpd to FHR. The State would also deliver "Volume Reserved for Sale to Tesoro" percent (in this example, 10 percent) o f Royalty Oil to 
Tesoro which translates to 2,000 bpd.

4. 85 percent o f Royalty Oil meets or exceeds the "Volume Reserved for Sale to Flint Hills Resources" (i.e., 24,000 bpd) and FHR nominates no 
more than "Volume Reserved for Sale to Flint Hills Resources."
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If 85 percent o f the State's Royalty Oil meets or exceeds the "Volume Reserved for Sale to Flint Hills Resources" (i.e., 24,000 bpd) and FHR 
nominates no more than "Volume Reserved for Sale to Flint Hills Resources" then FHR will receive their full nomination and Tesoro would receive 
the minimum o f their nomination and (85+Volume Reserved for Sale to Tesoro) percent o f Royalty Oil.

Example: The State has 35,000 bpd in Royalty Oil. FHR nominates 20,000 bpd and Tesoro nominates 15,000 bpd. The State guarantees Tesoro 10 
percent o f its Royalty Oil.

Since 0.85 x 35,000 = 29,750 bpd is greater than both "Volume Reserved for Sale to Flint Hills Resources" (i.e., 24,000 bpd) and FHR's nomination 
(e.g., 20,000 bpd), the State would deliver 20,000 bpd to FHR. Since the State has allocated up to 95 percent o f Royalty Oil (i.e., 33,250 bpd) for 
RIK, Tesoro would receive 13,250 bpd.

5. 85 percent o f Royalty Oil is less than or equal to "Volume Reserved for Sale to Flint Hills Resources" (i.e., 24,000 bpd) and FHR nominates 
no more than "Volume Reserved for Sale to Flint Hills Resources."

If  85 percent o f  the State's Royalty Oil is less than or equal to the "Volume Reserved for Sale to Flint Hills Resources" and FHR nominates no more 
than "Volume Reserved for Sale to Flint Hills Resources," then the allocation o f RIK will be driven by the difference o f 85 percent o f Royalty Oil 
and FHR's nomination. If 85 percent o f royalty is greater than FHR's nomination, then FHR will receive its full nomination and Tesoro will receive 
the minimum o f their nomination and (85 + Volume Reserved for Sale to Tesoro ) percent o f Royalty Oil. If 85 percent o f royalty is less than or 
equal to FHR's nomination, then FHR will receive 85 percent o f Royalty Oil and Tesoro will receive "Volume Reserved for Sale to Tesoro" percent 
o f Royalty Oil.

Example 1: State has 28,000 bpd. FHR nominates 10,000 bpd and Tesoro nominates 10,000 bpd. The State guarantees Tesoro 10 percent o f its 
Royalty Oil.

Since 0.85 x 28,000 = 23,800 bpd is less than "Volume Reserved for Sale to Flint Hills Resources," the State is obliged to deliver to FHR the 
minimum o f 24,000 bpd and their nomination. In this case, the State will deliver FHR their full nomination of 10,000 bpd. The State would also 
have sufficient volume to meet Tesoro's nomination.

Example 2: State has 10,000 bpd. FHR nominates 10,000 bpd and Tesoro nominates 10,000 bpd. The State guarantees Tesoro 10 percent o f its 
Royalty Oil.

Since 0.85 x 10,000 bpd = 8,500 is less than "Volume Reserved for Sale to Flint Hills Resources," the State is obliged to deliver FHR 8,500 bpd. The 
State would then deliver Tesoro their "Volume Reserved for Sale to Tesoro" which in this example is 1,000 bpd.
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APPENDIX 2:
EXAMPLE OF CALCULATION OF PRICE OF SALE OIL

The Price of the Sale Oil delivered by the State to the Buyer each Month for each Unit from 
which the Sale Oil is nominated is:

Price = ANS Spot Price -  1.95 -  Tariff Allowance + Quality Bank Adjustment -  Line Loss 

ANS Spot Price

Table 2-1 illustrates the calculation of the ANS Spot Price for July 2014.

Table 2-1: Calculation of ANS Spot Price____________
Platt's Oilgram Price Report Reuters On-line Data Reporting 

Service
Effective

Date
ANS Daily 

Low
ANS Daily 

High
ANS Daily 

Midpoint 
Average

ANS Daily 
Low

ANS Daily 
High

ANS Daily 
Md point 
Average

07/01/14 $111.28 $111.32 $111.30000 $110.49 $110.59 $110.54000

07/02/14 $113.01 $113.05 $113.03000 $112.44 $112.54 $112.49000

07/03/14 $112.64 $112.68 $112.66000 $112.20 $112.30 $112.25000

07/07/14 $114.66 $114.70 $114.68000 $114.22 $114.32 $114.27000

07/08/14 $112.28 $112.32 $112.30000 $111.74 $111.85 $111.79500

07/09/14 $111.20 $111.24 $111.22000 $110.79 $112.13 $111.45954

07/10/14 $113.36 $113.40 $113.38000 $114.60 $114.70 $114.65000

07/11/14 $113.84 $113.88 $113.86000 $114.84 $114.94 $114.89000

07/14/14 $113.47 $113.51 $113.49100 $113.60 $113.70 $113.65050

07/15/14 $114.90 $114.94 $114.92000 $115.19 $115.29 $115.24000

07/16/14 $113.55 $113.59 $113.57000 $114.08 $114.18 $114.13000

07/17/14 $115.16 $115.19 $115.17500 $115.45 $115.55 $115.50000

07/18/14 $115.30 $115.34 $115.32000 $115.39 $115.49 $115.44000

07/21/14 $116.40 $116.50 $116.45000 $116.18 $116.28 $116.23000

07/22/14 $116.20 $116.23 $116.21500 $116.81 $116.94 $116.87500

07/23/14 $116.50 $116.55 $116.52500 $116.15 $116.25 $116.20000

07/24/14 $116.65 $116.70 $116.67500 $116.54 $116.64 $116.59000

07/25/14 $115.71 $115.75 $115.73000 $115.35 $115.45 $115.40000

07/28/14 $114.75 $114.79 $114.77000 $114.39 $114.50 $114.44500

07/29/14 $113.93 $113.98 $113.95500 $114.64 $114.75 $114.69500

07/30/14 $113.55 $113.60 $113.57500 $113.18 $113.28 $113.23000

07/31/14 $114.16 $114.20 $114.18000 $114.46 $114.54 $114.50000
Platt's Montly Avg. = $114.22641 Reuters Monthly Avg. = $114.29409

ANS Spot PriceJuly2oi4 = $114.260250
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Tariff Allowance

The Tariff Allowance (TA) is the sum of (1) the average, weighted by ownership, of the 
Minimum Interstate TAPS Tariff for each owner in effect on the Day the Sale Oil is tendered by 
the State to the Buyer; and (2) any tariffs paid by Buyer for shipment of Sale Oil upstream of 
Pump Station No. 1. Table 2-2, 2-3, and 2-4 illustrates how the state will calculate the TA for 
each of the Units from which Sale Oil may be offered.

Table 2-2: Calculation of TAPS Portion of Tariff Allowance
Ownership-W eighted Average Minimum Interstate T A P S  Tariff -  Ju ly  2014

Pipeline Company FERC
No.

Percent
Pipeline

Company
Ownership

Minimum Interstate 
TAPS Tariff (Pump 

Station No.1 to 
Valdez Marine 
Terminal) by 

Pipeline Company

TAPS Tariff 
times

Company Ownership Percentage

ConocoPhillips Transportation Alaska, Inc. 29.61017% $5.04 $1.49235
ExxonMobil Pipeline Company 21.28289% $5.06 $1.07691
BP Pipelines (Alaska) Inc. 49.10694% $5.04 $2.47499

100.0000%

Ownership-Weighted Average Minimum Interstate TAPS Tariff = $5.04426

Table 2-3: Calculation of Portion of Tariff Allowance Upstream of Pump Station No. 1
Minimum Tariff on Pipelines Upstream of Pump Station No. 1 -  July 2014

Pipeline Company FERC
No.

RCA 
Tariff Advice 

Letter No.

Pipeline Tariff

Kuparuk Transportation Company Kuparuk River Unit to TAPS Pump Station
No. 1

$0.26400
Endicott Pipeline Company Endicott Main Production Island to TAPS

Pump Station No. 1
$2.01000

Kuparuk Transportation Company Milne Point Pipeline Connection to TAPS
Pump Station No. 1

$0.19300
Milne Point Pipeline Company Milne Point Central Facilities to Kuparuk

Transportation Company Tie-in $0.96000

Total MPU Upstream Tariff Allowance $1.15300

Kuparuk Transportation Company Kuparuk River Unit to TAPS Pump Station
No. 1

$0.26400
Alpine Transportation Company Colville, Alaska Alpine Field to Kuparuk

River Unit $0.69000

Total CRU Upstream Tariff Allowance $0.95400

BP Transportation (Alaska) Inc. Northstar Unit Seal Island to TAPS Pump
Station No. 1 $2.14000
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Table 2-4: Calculation of Tariff Allowance for Each Unit
Calculation of TA for Prudhoe Bay Unit

Ownership-Weighted Average Minimum Interstate TAPS Tariff: $5.04426

Upstream Tariff $0.00000 

TApbu $5.04426 

Calculation of TA for Kuparuk River Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: $5.04497 

Kuparuk Transportation Co. Tariff $0.26400 

TAkru $5.30826 

Calculation of T A fo r Duck Island Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: $5.04426

Endicott Pipeline Co. Tariff: $2.01000 

TAdu $7.05426 

Calculation of TA for Milne Point Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: $5.04426 

Kuparuk Transportation Co. Tariff $0.19300"

Milne Point Pipeline Co. Tariff $0.96000 

TAmpu $6.19726 

Calculation of TA for Colville River Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: $5.04426 

Kuparuk Transportation Co. Tariff: $0.26400 

Alpine Transportation Company Tariff: $0.69000

TAmpu $5.99826 

Calculation of TA for Northstar Unit 

Ownership-Weighted Average Minimum Interstate TAPS Tariff: $5.04426 

BP Transportation (Alaska) Inc. Tariff: $2.14000

TAdiu $7.18426

*From Kuparuk Pipeline/Milne Point Pipeline connection to TAPS Pump Station No. 1.

Quality Bank Adjustment (QBA)

The TAPS Quality Bank compensates shippers of a high-value crude oil stream when a lower- 
value crude oil stream is blended in the common stream.35 To calculate the Price of the Sale Oil 
at the Point of Delivery an adjustment must be made for the impact that the sale oil will have on 
the value of the commingled crude oil stream when it enters the TAPS Valdez terminal.

The QBA is a per-barrel value, either positive or negative, and will be calculated each Month by 
the State for Sale Oil from each Unit. The State will estimate a QBA for each applicable Unit for 
the initial billing. Typically, the State receives the data to calculate the actual QBA for the

35 Mitchell & Mitchell, 8300 Douglas Avenue, #800, Dallas, TX 75225, administers the TAPS Quality Bank. Anyone 
who ships oil on TAPS must make prior arrangements with Mitchell & Mitchell to participate in the TAPS Quality 
Bank.
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Month about two Months after the Month the Sale Oil is delivered. For this reason the QBA will 
be subject to a routine true-up in a subsequent adjustment.
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Table 2-5: Hypothetical TAPS Quality Bank Data
(as provided by the Quality Bank Administrator)

Stream Values
TAPS Quality Bank 
and Total Stream Volume Shipped 

July 2014

Sample Location Stream Volume
(BBL)

Stream Value ($/BBL) Total Stream Value 
($)

PBU IPA PBU IPA 6,339,237 $110.4164400000 $699,955,981.86

LISBURNE LISBURNE 271,173 $112.2028800000 $30,426,391.58

ENDICOTT ENDICOTT 202,497 $109.5248100000 $22,178,445.45

KUPARUK KUPARUK 7,008,864 $109.1719600000 $765,171,420.25

NORTHSTAR NORTHSTAR 396,155 $115.0336100000 $45,571,139.77

PS#1 PS #1 REFERENCE 14,217,926 $109.9529832205 $1,563,303,378.91

GVEA OFFTAKE GVEA PASSING 10,748,066 $109.9891900000 $1,182,171,073.41

GVEA RETURN GVEA RETURN 2,601,950 $107.3460500000 $279,309,054.80

GVEA GVEA REFERENCE 13,350,016 $109.4740357018 $1,461,480,128.20

PSVR OFFTAKE PSVR PASSING 11,912,350 $109.4969400000 $1,304,379,691.54

PSVR RETURN PSVR RETURN 1,051,990 $105.4520200000 $110,934,470.52

PSVR PSVR REFERENCE 12,978,304 $109.1697812657 $1,415,314,162.05

KTC Quality Bank
Stream Values and Total Stream Volume Shipped

July 2014
Sample Location Stream Volume Stream Value ($/BBL) Total Stream Value

(BBL) (S)

ALPINE ALPINE 2,241,772 $110.7967700000 $248,381,096.68
MILNE POINT MILNE POINT 638,565 $108.6292500000 $69,366,837.03
KUPARUK REFERENCE KUPARUK REFERENCE 7,010,971 $109.1719600000 $765,401,445.57
NIKAITCHUQ NIKAITCHUQ 210,697 $107.4115200000 $22,631,285.03
KUPARUK RIVER UNIT KUPARUK RIVER UNIT 3,919,937 $108.4257800166 $425,022,226.84

Table 2-5 shows the kind of information supplied by the TAPS quality bank administrator that 
will be used to calculate the quality bank differential for Sale Oil produced from each Unit. The 
TAPS quality bank administrator provides this information to the State, pipeline owners, and 
shippers. As a shipper on TAPS, the Buyer will also receive this information. In the column 
titled “Stream Value ($/BBL)” are the different per-barrel values of each stream produced from 
the Units from which Sale Oil may be delivered. The PSVR Reference Stream value is labeled 
“PSVR Reference” and is the stream value of the blended TAPS stream immediately 
downstream of the Petro Star Valdez Refinery return stream. The Quality Bank Adjustment is 
calculated as the difference between the stream value of each Unit and the PSVR Reference 
Stream.

For example, assume that the Month is July 2014 and the Sale Oil is produced from Lisbume. 
The QBA for Sale Oil from Lisbume (QBAlis) is calculated as the per-barrel difference between 
the Stream value for Lisbume, indicated as “Lisbume” in Table 2.5, and the PSVR Reference 
Stream Value. In this example Sale Oil from Lisbume increases the value of the stream of oil
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measured at Valdez. Therefore, $3.0330987343 per barrel is the QBA incorporated in the 
calculation of Price for Sale Oil from Lisbume.

Quality Bank Adjustment for Lisburne = the stream value for Lisbume minus the stream value of
PSVR Reference (from Table 2-5)

QBAUS= 112.2028800000 - 109.1697812657 

QBAlis= $3.03310

Note: The Price of Sale Oil from the PBU IPA and Lisbume are invoiced separately.
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Using the results of the example calculations above, Line Loss for Sale Oil delivered from 
Lisbume in July 2014 equals

Line L o ssL iS = (.0009) X ($114.26025 -  $1.95 -  $5.04426 + $3.03310) = $0.09909

Calculating the Price of Sale Oil

The Price of Sale Oil delivered from Lisbume in July 2014 is

Priceus = $114.26025 -  $1.95 -  $5.04426 + $3.03310 -  $0.09909 = $110.00000

Note that each number in the equation is rounded to five decimal places. If a number’s sixth 
decimal is 0, 1, 2, 3, or 4, the number shall be truncated to the fifth decimal. If a number’s sixth 
decimal is 5, 6, 7, 8, or 9, the number shall be truncated to the fifth decimal and the fifth decimal 
shall be increased by 1.
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APPENDIX 3
EXAMPLE OF CALCULATION OF INTEREST AND LATE PAYMENT PENALTIES

Sample Calculation of an Invoice for July 2014 Deliveries

Assumptions:

1. Month is August 2014.
2. Sale Oil delivered to the Buyer from Lisbume in July 2014 = 31,000 barrels (1,000 bpd).
3. July 2014 Price of the Sale Oil for Lisbume as initially estimated by the State =

$110.00000 per barrel.
4. Statement of account, with July 2014 invoice, sent to the Buyer on August 2, 2014.
5. July 2014 invoice payment due to the State = August 22, 2014.
6. Buyer pays State only $1,000,000 on the due date, August 22, and pays the outstanding 

balance on August 25, 2014.
7. Annual interest rate provided by Alaska Statute 38.05.135(d) for August 2014 is 11 

percent.

Method for calculating Buyer’s invoice payment for July 2014 deliveries:

Invoice Amount = Quantity of Sale Oil x Buyer’s Price of Sale Oil 
= 31,000 x $110.00000 = $3,410,000.00

Because payment in full was not received by the State on or before August 22, 2014, interest will 
accrue on the unpaid balance from August 22, 2014 through the date the payment is received, 
and a late payment penalty will be assessed.

Below is a sample calculation of late payment penalty fee (assuming that it is not waived under 
Section 3.7) and interest. This sample calculation shows what will happen if the Buyer makes a 
partial payment on August 22 and the balance on August 25.

Late Payment Penalty Fee:
Statement of Account amount = $3,410,000.00
Amount paid on August 22 = $1.000.000.00
Outstanding balance (8/22/11) = $2,410,000.00
Late Payment Penalty Fee ($2,410,000 x 5%) = = $120,500.00

Interest:
$2,410,000 x (ll% /3 6 5 )x  3 Days = $2.178.90
Amount Buyer owes on August 25, 2014 = $2,532,678.90

Note: As more accurate data is received by the State, the State may adjust the Price and/or the 
actual quantity of Sale Oil and invoice the Buyer in the initial adjustment invoice submitted with 
the following Month’s (August 2014) statement of account.
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Sample Calculation of an Adjustment Invoice in September 2014

Assumptions:

1. Month is September 2014.
2. Sale Oil delivered in July 2014 has been revised to 30,000 barrels.
3. July 2014’s price for Sale Oil is unchanged at $110.00000 per barrel.
4. Date of the statement of account that contains the adjustment invoice is September 1,

2014.
5. Date the adjustment invoice payment is due to the State = September 20, 2014.

Method for calculating the Buyer’s adjustment invoice amount for July 2014:

Invoice Amount = Quantity of Sale Oil x Buyer’s Price of Sale Oil 
= 30,000 x $110.00000 
= $3,300,000.00

Adjusted Invoice Amount for July 2014 = $3,300,000.00
Amount previously paid by the Buyer for July 2014 = $3.410.000.00
Overpayment for July 2014 = ($110,000.00)

Credit due the Buyer against statement of account amount dated September 1 due September 20, 
2014.

Note: As more accurate data is received by the State, the State may adjust the Price and/or the 
actual quantity of Sale Oil and invoice the Buyer in the adjustment invoice submitted with the 
following Month’s (October 2014) statement of account.

Sample Calculation of an Adjustment Invoice in October 2014

Assumptions:

1. Month is October 2014.
2. July 2014’s price for Sale Oil is changed to $110.05000 per barrel due to a change in the 

quality bank.
3. The statement of account that contains the adjustment invoice is October 4, 2014.
4. The adjusted invoice payment is due to the State = October 20, 2014.

Method for calculating the Buyer’s adjustment invoice amount for July 2014:

Production Month Invoice Amount = Quantity of Sale Oil x Buyer’s Price of Sale Oil
= 30,000 x $110.05000 
= $3,301,500.00
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Adjusted Invoice Amount for July 2014 
Amount previously paid by the Buyer for July 2014 
Underpayment for July 2014

The underpayment is due the State on October 20, 2014.

= $3,301,500.00
= $3.300.000.00

$1,500.00
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T H E  STATE

“ALASKA
GOVERNOR SEAN F  ARNE LI

Departm ent of N atural Resources

SSO  VKL 7^  A v e n u e , M e  1130 
A rxcte m ge , / fe ta s  P?iSS*-3&§8 

M ostk  ̂ . 2 ^ 8 8 0 0

Sroaem  r f  (M  & Gm

August 11,2012

<Addseess Bleck>

Subject: Non-binding Solicitation o f Interest—North Slope Royalty In-Kind Oil Supply

The Department o f Natural Resources (“DNR”) is inquiring whether there is interest among 
commercial refiners to acquire some or all o f  the State’s North Slope royalty in-kind (“RIK") oil 
that will become available fox sale when the current RIK supply contract obligations terminate on 
March 31,2014. If  there is interest by nacre than one potential buyer, DNR n a y  issue an 
Imitation to  Bid and conduct a sealed-bid auction for the o il

DNR has received an inquiry from a potential buyer for a multi-year RIK contract. Under AS 
38.05.184, the sale o f  the state’s royalty oil must be by competitive bid except when the 
commissioner determines that the best interest o f the state does not require competitive bidding or 
that no competition exists.

We would like to know i f  t o u t  company might be interested in participating in an auction for a 
one-year or multi-year contract to purchase RIK oil and, i f  so, whether you would be interested in 
participating in a competitive sealed bid auction for the oil in 2014. This is an informal, non- 
binding inquiry and your response will not create any kind of commitment by you or Flint Hills 
Resources, LLC. Your response, and that o f other commercial refiners, will be used only to 
gauge whether there is potential interest in acquiring RIK to help DNR determine whether 
competition exists for the RIK ofl that would warrant a  competitive sale.

Below we have described some of the contractual terms that might apply to such a sale. O f 
course, they are subject to  change depending on circumstances at foe time DNR issues an 
Invitation, to  B id

Priority Bidders. The Department proposes to  limit foe RIK offering to cammereial 
petroleum processors that have (I) provided financial guarantees in the form o f a stand-by 
letter o f  credit or a parent guarantee, presu m in g font foe Buyer is not the parent combined 
with an Opinion Letter provided by a Financial A nalyst and (2) proposed effective, viable 
Special Commitments foal if  implemented, would h ive an impact on lowering in-state 
energy costs for consumers and addressing foe need for a greater supply o f  crude oil for 
use in foe state. The requirement for proposing Special Commitments is discussed further

Dear
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below.

Sealed Bid Auction of RIK Oil Lots. A t auction would be RIK oil in 5,000 barrels per day 
increments {each increment is referred to  as an "PJK Oil Lot”). Bidders may opt to h id  on 
one «r more PJK O il Lots depending on the volume they require. Each RIK (HI Lot w ill 
be offered separately and fire winner o f  each RIK Oil Lot will be determined by the highest 
cash bonus b id  By offering RIK Oil Lots, more than one bidder m ay acquire RIK oil at 
the auction. The cash bonus bid pays for an option to receive a maximum amount o f oil 
during the term of the RIK contract During the term o f  the contract, a buyer may change 
its monthly nomination to a quantity less than the sum o f the RIK Oil Lots it acquired as a 
result o f  toe competitive bid process. There is a s  penalty to  reduce the amount o f  the 
monthly nomisatios and the buyer n a y  later increase i t  This provides operational 
flexibility for a buyer to match its  monthly RIK oil acquisition to its refinery’s 
requirements.

Bid Process. The Department w ill distribute a  public notice and a formal Invitation to Bid 
to all potential buyers and toe public. Bidders will lave  at least 3-0 days after the Invitation 
to Bid is published to submit bids and documentation.

Proposed Contractual Terras (subject to change!

•  Sale O il Quantity The contract will specify toe volume, or “Sale Oil Quantity,” awarded 
as a result o f  toe auction. For example, i f  a  buys- successfully bid three RIK Oil Lots, toe 
Sale OS Quantify inserted in toe RIK Contract would be 15,000 barrels per day.

•  State’s R K  Nomination. Because toe State must nominate to take its royalty oil in-kind, 
the contract will provide that DNR will make commercially reasonable efforts to nominate, 
in accordance with applicable IM t Agreements, percentages o f  toe Stale’s  estimated 
royalty oil from one or more Units f ia t will equal toe Sale Oil Quantity nominated by the 
buyer. The nonBBatioa procedures are basically unchanged from every RIK contract 
offered by toe Department since the first production o f oil at toe Prudhoe Bay Unit. Any 
former or current buyer o f  R K  oil should be familiar with these procedures.

•  Price. The price for the Sale OB. is calculated as a  simple netback price. The formula starts 
with a destination value for toe State’s royalty' oil in  the US West Coast—the spot price o f  
ANS crude oil reported in  Platt's Oilgram—minus a location differential that approximates 
the cost o f marine transportation allowed under the State’s lease contracts and royalty 
settlement agreements. Tbs interstate tariffs for TAPS and pipelines upstream of TAPS 
Pump Station No. 1 are also subtracted depending on the source o f  toe RIK that will be 
supplied to the buyer The price formula includes a Quality Bank Adjustment calculated 
using toe same methodology that the State uses when pricing RIV.

•  Contract term. The contract will supply RIK for one year or multiple years, depending on 
the bids awarded, beginning in April 2014

•  Security Arrangements. The security' arrangements protect toe State from the rids o f 
default b y  requiring a stand-by letter o f  credit or a parent guarantee, presuming that the
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b u y s  is not the parent, combined wrift an Opinion Letter provided by a Financial Analyst

* Special CommitmHsts. Bidders will be required to propose Special Commitments that will 
be incorporated into the RIK contract The Special Commitments should propose means to 
mitigate die high cost of consumer petroleum products in  Alaska and address the need for a 
greater supply o f  crude oil for use in the state. Examples o f a Special Commitments might 
be cron-miffing to investments that contribute to lowering the cost o f petroleum products to 
the consumer. A  bidder might propose to make a direct investment or enter mio a 
contractual arrangement with others in the petroleum product supply chain that w ill h aw  
an effect on lowering consumer prices. Or, to increase the supply o f  Alaska erode oil to 
the in-state market that otherwise would be transported out o f state, a bidder might also 
choose to purchase oil from the same producer from whom toe state has nominated RIK 
oil.

I w ill appreciate a written response to this informal solicitation by August 24,2012. hi the 
meantime, I invite you to call me at 907-269-7493 to discuss this letter. A s stated above, this is an 
informal non-binding inquiry and your response will not create any commitment by you or your 
company.

Sincsely,

W.C. Barron 
Director





FBIF - Exhibit 3

THE ALASKA ROYALTY OIL AND GAS DEVELOPMENT ADVISORY BOARD
Resolution 13-2

Whereas, on Wednesday, December 11, 2013 at 1:00 p.m., the Alaska Royalty Oil and Gas Development 
Advisory (“Royalty Board”) conducted a public hearing in Room 602 o f the Atwood State Office 
Building, 550 W 7th Avenue, Anchorage, Alaska to consider a Proposed Amendment of the “Agreement 
for the Sale of Royalty Oil between and among the State of Alaska and the Tesoro Corporation, a 
Delaware Corporation, and Tesoro Refining & Marketing Company LLC, a Delaware Limited Liability 
Company, October 25, 2013” (“October 2013 Agreement”).

Whereas, under the October 2013 Agreement DNR has agreed to sell between 5,000 to 15,000 barrels per day 
of Alaska North Slope royalty oil to Tesoro Refining & Marketing Company LLC (“Tesoro”) for one year 
beginning on February 1, 2014 through January 31, 2015.

Whereas, under the Proposed Amendment, the term of the October 2013 Agreement will be extended by 
another year and, upon enactment o f legislation approving the Proposed Amendment, delivery of royalty 
oil will continue through January 31, 2016.

Whereas, at this public hearing the Royalty Board reviewed DNR’s Preliminary Best Interest Finding and 
Determination for the Proposed Amendment submitted to the Royalty Board by DNR via email and 
certified mail on December 6, 2013.

Whereas, at the December 11, 2013 public hearing the Royalty Board heard testimony from the staff of DNR, 
representatives of Tesoro, and members of the public.

Whereas, the Royalty Board considered the approval and recommendation to the Alaska Legislature in light of 
the criteria of AS 38.06.070 and, after a thorough discussion, tire Royalty Board voted to approve the 
proposed sale and recommend the proposed agreement be approved by the Alaska Legislature. The 
Royalty Board also adopted the attached report to be submitted to the Alaska Legislature along with its 
recommendation as required under AS 38.06.070.

Be it resolved, that based on the Royalty Board’s review o f the Proposed Amendment, the Preliminary 
Finding and Determination, and the information presented at its public hearing, the Royalty Board is of 
the opinion that the disposition of Alaska North Slope royalty oil to Tesoro Refining & Marketing 
Company LLC for an additional year meets the requirements of AS 38.06.070. In accordance with AS 
38.06.070(c) the Royalty Board submits the attached report and, in accordance with AS 38.06.050, 
recommends that the Alaska State Legislature approve the Proposed Amendment.

Date

7 / / / 3
Date

< ' k u l S . oi3
Charles Wiegers Date

Steve Selvaggio Date

O n  f  QI>a_
Jo Lllen Hanrahan

I F
Date

Matt Fonder Date



HB 287-APPROVE TESORO ROYALTY OIL SALE

The following is the link to the amendment of a royalty oil contract between 

the State of Alaska and Tesoro noted as “Exhibit 1” in the legislation.

http://dog.dnr.alaska.gov/Royaltv/Docum ents/RIKDocum ents/FBIF TSO Contract 1 8 14.pdf

http://dog.dnr.alaska.gov/Royaltv/Documents/RIKDocuments/FBIF


R o y a l t y  I n - K i n d  S a l e

t o

T e s o r o  R e f i n i n g  &  M a r k e t i n g  LLC

M a r c h  2 0 1 4

D i v i s i o n  o f  O i l  a n d  G a s  

A i a s k a  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s



R o y a l t y  i n - V a l u e  v e r s u s  R o y a l t y  i n - K i n d

T h e  s t a t e  h a s  a  c h o i c e  t o  t a k e  i t s  r o y a l t y  i n - v a l u e  ( R I V )  

o r  i n - k i n d  ( R I K ) .

•  W h e n  t h e  S t a t e  t a k e s  i t s  r o y a l t y  a s  R I V ,  t h e  l e s s e e s  w h o  

p r o d u c e  t h e  o i l  a l s o  m a r k e t  t h e  S t a t e ' s  s h a r e  a l o n g  w i t h  t h e i r  

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

s h a r e .

•  W h e n  t h e  S t a t e  t a k e s  i t s  r o y a l t y  s h a r e  a s  R I K ,  t h e  S t a t e  

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

d i s p o s e s  o f  i t  t h r o u g h  t h e  s a l e  p r o c e d u r e s  p r e s c r i b e d  b y  A S  

3 8 . 0 5 . 1 8 3 .



•  S t a t u t e  p r e s u m e s  S t a t e ' s  B e s t  I n t e r e s t  i s  m e t  b y

-  T a k i n g  r o y a l t y  i n - k i n d — A S  3 8 . 0 5 . 1 8 2 ( a )

-  W i t h  s a l e  t o  i n - s t a t e  b u y e r — A S  3 8 . 0 5 . 1 8 3 ( d )

-  A c c o m p l i s h e d  t h r o u g h  a  c o m p e t i t i v e  p r o c e s s — A S  3 0 . 0 5 . 1 8 3 ( a )

•  A u g u s t  1 3 ,  2 0 1 2  I n f o r m a l  S o l i c i t a t i o n  o f  I n t e r e s t  s e n t  t o :

-  N o r t h  S l o p e  P r o d u c e r s

-  I n - s t a t e  R e f i n e r s

-  I n d u s t r y  s p e c i f i c  &  g e n e r a l  m e d i a



R I K  C o n t r a c t  T e r m s

T h e  p r o p o s e d  2 0 1 4  c o n t r a c t  a m e n d m e n t  m e r e l y  e x t e n d s  

T e s o r o ' s  c u r r e n t  o n e - y e a r  c o n t r a c t  n e g o t i a t e d  i n  O c t o b e r  

2 0 1 3  f o r  a n o t h e r  y e a r

R I K  D e l i v e r i e s  u n d e r  t h e  c u r r e n t  o n e - y e a r  c o n t r a c t  w i l l  b e g i  

F e b r u a r y  1 ,  2 0 1 4 .

T h e  c u r r e n t  o n e - y e a r  c o n t r a c t ,  d o e s  n o t  d i r e c t l y  r e f e r e n c e  

R I V  v a l u a t i o n  i n  R I K  p r i c e  c a l c u l a t i o n s .



A N S  S p o t  P r i c e  -  $ 1 . 9 5  -  T a r i f f  A l l o w a n c e  ±  Q u a l i t y  B a n k  A d j u s t m e n t  -  L i n e  L o s s

•  A N S  S p o t  P r i c e  =  A v e r a g e  U S  W e s t  C o a s t  P r i c e  f o r  A l a s k a  N o r t h  

S l o p e  o i l .

-  R e p o r t e d  b y  i n d u s t r y  t r a d e  p u b l i c a t i o n s :  P l a t t s  a n d  R e u t e r s

•  $ 1 . 9 5  =  R I K  D i f f e r e n t i a l

-  D e s t i n a t i o n  V a l u e  m i n u s  M a r i n e  C o s t s  s o  t h a t  R I K  >  R I V .

-  F H R ' s  R I K  D i f f e r e n t i a l  =  $ 2 . 1 5  s u b j e c t  t o  a d j u s t m e n t ;  F H R ' s  c o n t r a c t  a l s o  

i n c l u d e s  a  " S p e c i a l  C o m m i t m e n t s "  c l a u s e

•  T a r i f f  A l l o w a n c e  =  T A P S  a n d  P i p e l i n e s  U p s t r e a m  o f  P S - 1 .

•  Q u a l i t y  B a n k  A d j u s t m e n t  =  a s  r e p o r t e d  b y  t h e  T A P S  Q u a l i t y  B a n k  

A d m i n i s t r a t o r

•  L i n e  L o s s  =  0 . 0 0 0 9  t i m e s  t h e  n e t b a c k  p r i c e



•  I n i t i a l  Q u a n t i t y  R a n g e

-  5 , 0 0 0 -  1 5 , 0 0 0  b a r r e l s  p e r  d a y

-  M a y  b e  a d j u s t e d  a f t e r  1 2  m o n t h s ,  w i t h  C o m m i s s i o n e r  a p p r o v a l

•  T e r m i n a t i o n  o f  C o n t r a c t

-  Z e r o  n o m i n a t i o n  f o r  3  m o n t h s  t e r m i n a t e s  c o n t r a c t

-  C o n t r a c t  t e r m s  c o m p a r a b l e  t o  t h e  p r i v a t e  m a r k e t

•  R e f i n e r y  T u r n a r o u n d

-  C o n t r a c t  a l l o w s  T e s o r o  t h e  f l e x i b i l i t y  t o  c e a s e  r o y a l t y  o i l  p u r c h a s e s  

d u r i n g  m a i n t e n a n c e

•  G u a r a n t e e s ,  r e s e r v e s  a n d  p r o r a t i o n  c l a u s e s  i n c l u d e d

6



A S  3 8 . 0 5 . 1 8 3 ( e )  s t a t e s  t h a t  t h e  c o m m i s s i o n e r  m u s t  s e l l  t h e  

S t a t e ' s  r o y a l t y  o i l  t o  t h e  b u y e r  w h o  o f f e r s  " m a x i m u m  b e n e f i t s  

t o  t h e  c i t i z e n s  o f  t h e  s t a t e . "  I n  m a k i n g  t h i s  d e t e r m i n a t i o n  t h e  

c o m m i s s i o n e r  m u s t  c o n s i d e r :

1 )  T h e  c a s h  v a l u e  o f f e r e d

2 )  T h e  p r o j e c t e d  e f f e c t s  o f  t h e  s a l e  o n  t h e  e c o n o m y  o f  t h e  s t a t e

3 )  T h e  p r o j e c t e d  b e n e f i t s  o f  r e f i n i n g  o r  p r o c e s s i n g  t h e  o i l  i n  s t a t e

4 )  T h e  a b i l i t y  o f  t h e  p r o s p e c t i v e  b u y e r  t o  p r o v i d e  r e f i n e d  p r o d u c t s  f o r  

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

t h e  c i t i z e n s  o f  t h e  s t a t e

5 )  T h e  e i g h t  c r i t e r i a  l i s t e d  i n  A S 3 8 . 0 6 . 0 7 0 ( a ) ,  a s  r e v i e w e d  b y  t h e  

R o y a l t y  B o a r d

7



A S  3 8 . 0 6 . 0 7 0 ( a )  s t a t e s  t h a t  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  

D e v e l o p m e n t  A d v i s o r y  B o a r d  m u s t  c o n s i d e r :

1 )  T h e  r e v e n u e  n e e d s  a n d  p r o j e c t e d  f i s c a l  c o n d i t i o n  o f  t h e  s t a t e

2 )  T h e  e x i s t e n c e  a n d  e x t e n t  o f  p r e s e n t  a n d  p r o j e c t e d  l o c a l  a n d  r e g i o n a l  

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

3 )  T h e  d e s i r a b i l i t y  o f  l o c a l i z e d  c a p i t a l  i n v e s t m e n t ,  i n c r e a s e d  p a y r o l l ,  

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

4 )  T h e  p r o j e c t e d  s o c i a l  i m p a c t s  o f  t h e  t r a n s a c t i o n

5 )  T h e  p r o j e c t e d  a d d i t i o n a l  c o s t s  a n d  r e s p o n s i b i l i t i e s  w h i c h  c o u l d  b e  

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

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

8



R o y a l t y  B o a r d ' s  D e c i s i o n  C r i t e r i a

A S  3 8 . 0 6 . 0 7 0 ( a )  s t a t e s  t h a t  t h e  A l a s k a  R o y a l t y  O i l  a n d  G a s  

D e v e l o p m e n t  A d v i s o r y  B o a r d  m u s t  c o n s i d e r :

6 )  T h e  e x i s t e n c e  o f  s p e c i f i c  l o c a l  o r  r e g i o n a l  l a b o r  o r  c o n s u m p t i o n  

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

7 )  T h e  p r o j e c t e d  p o s i t i v e  o r  n e g a t i v e  e n v i r o n m e n t a l  e f f e c t s  r e l a t e d  t o  

t h e  t r a n s a c t i o n s

8 )  T h e  p r o j e c t e d  e f f e c t s  o f  t h e  p r o p o s e d  t r a n s a c t i o n  u p o n  e x i s t i n g  

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

9



Figure 1. Royalty In-Kind Sales History

Purchaser
Contract

Negotiated In-Kind Sales
Alpetco

Alpetto
Aipotto 7/80-1/82

Chevron
Chevon 1 7/80-6/31
Chevon2 5/83-5/34
Ch«von3 5/84-7/31
Kupeuk 12/86-12/91
PMfostm Purchases 12/86 -12/91

i& m ‘iwrn m m isii m i& & m i» M-way;* wrw-wt'wi'w xdi'M vt» m

7,390.392
'" 31.576.151 38,968,543

Subtotal 
PIjs: Teso-o Exchange Barrels

Total Chevron

1,742,342
6,721,23648,418,344
8,611,247
2.348.070
67,841,239
16.015.527

flint Kills Resource#

Golden Vdley Electric Association
GVEA1WK2
SVE43

G781 - 5/34 
6784-9/35 

10/85-1 Ml
Total G\<Ea

153.697.898

3,182,282
2511,064
12.281.462

fclAPCO (WillleuB) 

M3P» 1(W®8fT*) 
Mspo 2
Map» 3(Wfl«T*) 
WHIoirt4 ilflteam 
WiStenoStlrttrirV

11/79-12/2003
12/97 -11/98 
12/88-12/2003 
1/2004-3/2004
Total Mapco

4.917.167
28,147,483
5.582,2980

Petrodar
PetwStor 12/86-12/91
Lew; Chevron Putchmcj 12/86 -12/91 
PetioStarjv 3/92-12/93

Total Peirostar

7/80-6/31 
7/80 

12/81 -1/82 
1/33-12-94 
10/85-8-90 
10/85 - 6/30 
1/95-12/95 
1/96-12/98

"esoro
TesoD 1 

Tesoo2 
Tesoo3 
T tsood
Tm odS 11 rrortte 
Tm o ijS Rcservjlbn Fee 

TesooO 
Tesoo7

Less: Chevron Exchange Barrels 
Total T esoro

Conpefflf»ve In-Kind Safes 
First Competitive RIK Sale 
Alaska PelroleumCo. Jul-81 
ARCO Products Co. 7/81 -12/81
Oass Petroleum Co. 7/81 ■ 1/32
Shel 7/81 -1/32
Sohb 8/81 -1£2
Union 7/81-1/32

Total
Second Competitive RIK Sale
Chevron 4 4/85-3/36
Chevron 5,6.7 
Sohb 
Texaco 1 
Texaco 2
Union 2
US Oil 6 Refiring - B

4/85 - 9/35 
4/85-12-85 
4/85-12/85 
4/85-3136
4/85-9/35 4/85-3/36 

Total

Contract Ittninaled foeosuse PetroStai foiled b  take oil

Quasi-Competitive RIK Sale
Chevron 8 10/85-m
Union 3 10435-386
US Oil & Refiring -1,2 10/85-286 

Total
Total North Slope RIK Oil (Including estimated future deliveries)

Source: Alaska Department of Natural Resource s. Divisbn ofOil and Gas

5,378,079
-2,348,070

1,737,316
2,550,000

3,030,009

179,783,385
47,364,935
-38,707.561
13,703,946
38,865.223
246,135,543
-16015.501

1,
838.604

4,191,436
3,649,689
4.328.966

5.703.996
3.226,724
955,608

2.887,172
9.506588
1.135,522
3.802521

954,349715,760
1.908.696

27,196211

3.578.805
892115,253

Source: Final Best Interest Finding and Determination for the Sale of Alaska North Slope Royalty Oil to Flint Hills Resources Alaska, LLC (DN R 2013)



B e s t  I n t e r e s t  o f  t h e  S t a t e  S e r v e d  b y  t h e  R I K  

C o n t r a c t  w i t h  T e s o r o

C a s h  V a l u e  O f f e r e d  w i t h  C o n t r a c t

-  T o t a l  c a s h  v a l u e  o f  $ 1 9 3  t o  $ 5 8 0  m i l l i o n  d u r i n g  t h e  y e a r  o f  t h e  

e x t e n s i o n .

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

f a v o r  R I K  c o n t r a c t

P o s i t i v e  e f f e c t  o n  t h e  S t a t e

-  M a i n t a i n  s t a b i l i t y  i n  i n - s t a t e  r e f i n i n g  a n d  d i s t r i b u t i o n  o f  r e f i n e d  

p r o d u c t s .

-  S u p p o r t  j o b s  a n d  e c o n o m y  o f  K e n a i  P e n i n s u l a  B o r o u g h



•  B e g a n  o p e r a t i o n s  i n  1 9 6 9

•  L a r g e s t  m o s t  c o m p l i c a t e d  r e f i n e r y  i n  A l a s k a  ( m a n u f a c t u r e r  o f  

u l t r a - l o w  s u l f u r  r o a d  d i e s e l )

•  C u r r e n t l y  p r o d u c i n g  a p p r o x i m a t e l y  7 1 0  m i l l i o n  g a l l o n s  o f  

r e f i n e d  p r o d u c t  ( J e t  f u e l  =  3 5  p e r c e n t )

•  T e s o r o  s u p p l i e s  m o r e  t h a n  6 0  p e r c e n t  o f  t h e  g a s o l i n e  a n d  2 8  

p e r c e n t  o f  t h e  j e t  f u e l  c o n s u m e d  i n  A l a s k a .

•  E m p l o y s  2 0 0  A l a s k a n s  i n  h i g h  p a y i n g  p o s i t i o n s

•  O p e r a t e s  3 1  c o m p a n y  o w n e d  T e s o r o  2 G o  r e t a i l  s t o r e s ,  4 4  

T e s o r o - b r a n d e d  s t a t i o n s ,  a n d  4  U S A  G a s o l i n e  s t a t i o n s



Q u e s t i o n s ?



H B 2 8 7 :  A p p ro v e  T e s o r o  R o y a l ty  O il S a le
D iv is io n  o f  O il a n d  G a s  

J a n u a r y  2 0 1 4

B r i e f i n g  P a p e r

Purpose:

This bill grants legislative approval o f an amendment o f a royalty oil supply contract negotiated between 
the State o f Alaska and Tesoro Refining & Marketing Company, LLC (Tesoro), the owner and operator 
o f the Kenai Refinery.

The Department o f Natural Resources (DNR) and Tesoro recently entered a one-year royalty oil supply 
contract in October 2013 to deliver up to 15,000 barrels per day of Alaska North Slope royalty oil 
beginning February 1, 2014. Legislative approval was not required for “the sale, exchange or other 
disposition of oil or gas for one year or less if the sale, exchange, or other disposition o f oil or gas is 
entered into to relieve storage or market conditions.”

Subsequent to the approval o f the one-year contract, DNR and Tesoro agreed to an amendment to 
continue deliveries for one year beyond the State’s current contractual obligation. Extending the October 
2013 Agreement through January 31, 2016 and committing to royalty oil deliveries for more than one 
year triggered additional provisions o f AS 38.05.183 and AS 38.06.055 that require a recommendation 
o f the Alaska Oil and Gas Royalty Development Advisory Board (Royalty Board) and approval by the 
Alaska Legislature.

The Royalty Board reviewed the proposed amendment through a public hearing process and, in 
accordance with AS 38.06.050, issued a written recommendation on December 11, 2013, for legislative 
approval of the sale. Their resolution, along with the DNR commissioner’s determination, is included in 
the Final Best Interest Finding and Determination for an Amendment o f the “Agreement for the Sale of 
Royalty Oil between and among the State of Alaska and the Tesoro Refining & Marketing Company, 
LLC, a Delaware Limited Liability Company, October 25, 2013.”

Sectional Analysis:

Section 1 provides legislative approval of an amendment of a royalty oil contract between the State of 
Alaska and Tesoro Corporation and Tesoro Refining & Marketing Company LLC, attached as Exhibit 1 
to the final best interest finding and determination executed January 9, 2014.

History:

Section 2 provides an immediate effective date.
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STATE OF ALASKA

January 28, 2014

T h e  H o n o ra b le  M ik e  C henau lt 
Speaker o f  the H o u se  
A laska State Leg is la tu re  
State C a p ito l, R o o m  208 
Juneau, A K  99801-1182

D e a r Speaker C henau lt,

U n d e r the  a u th o r ity  o f  A r t ic le  I I I ,  S ection 18 o f  the  A laska C o n s titu tio n , I  am  tra n sm ittin g  a 
b i l l  a p p ro v in g  and  ra t ify in g  the  sale o f  ro y a lty  o i l  b y  the  State o f  A laska  to  T e so ro  R e fin in g  
and M a rk e tin g  C o m p a n y , L L C  (Tesoro).

T e so ro ’s N ik is k i re f in e ry  is the  largest tax payer in  th e  K e n a i Peninsula B o ro u g h  and 
supplies p ro d u c ts  to  31 co m p a n y-ow n e d  A laska  re ta il oudets and 44 “ b randed ”  oudets 
opera ted  b y  franch ise  ow ners. T h is  leg is la tion  w o u ld  a llo w  Tesoro  to  co n tin u e  supp ly ing  
these oude ts  w ith  fue l, w h ic h  w i l l  help s treng then  A laska ’s g ro w in g  econom y. T e so ro  is a 
key econom ic  eng ine  in  A laska  and  spec ifica lly  the  K e n a i Peninsula, e m p lo y in g  200 A laskans 
in  fu ll- t im e , h ig h  p a y in g  p o s itions . T h e  N ik is k i re fin e ry  produces a p p ro x im a te ly  tw o  to  three 
m ill io n  ga llons p e r day o f  re fin e d  p e tro le u m  p ro d u c ts , m osdy consum ed in  A laska.

T h is  b i l l  w o u ld  a p p ro ve  and ra t ify  an “ A m e n d m e n t to  the  A g re e m e n t fo r  the Sale o f  R oya lty  
O il . ”  T h e  a m e n d m en t w o u ld  extend the  ex is ting  c o n tra c t by  one year, p ro v id in g  fo r  the  sale 
o f  the  State’s ro y a lty  o i l  to  T e so ro  R e fin in g  and M a rk e tin g  C om pany, L L C , a llo w in g  fo r  
ro ya lty  o i l  de liveries to  co n tin u e  u n til January 31, 2016. T he  c o n tra c t p ro v id e s  fo r  sale o f  
be tw een  5,000 and 15,000 barre ls  per day o f  the  State’s roya lty  o il, sub jec t to  certa in  
n o m in a tio n  p ro v is io n s . T h e  ro ya lty  o il w il l  be  so ld  at a p rice  calculated to  equal o r  exceed 
the  va lue  the  State w o u ld  o b ta in  fo r  the  ro ya lty  o i l  i f  i t  was taken in -va lue  and so ld  by the  
p roduce rs  ra th e r th a n  taken  in -k in d  and so ld  by  the  State to  Tesoro .

T h e  A laska  R o ya lty  O i l  and Gas D e ve lo p m e n t A d v is o ry  B oard  rev iew ed the p roposed  
am endm en t th ro u g h  a p u b lic  hearing  process and, in  accordance w ith  A S  38.06.050, issued a 
w r it te n  re co m m e n d a tio n  on  D ecem ber 11, 2013 fo r  th e  legislative a p p ro va l o f  the  sale: A  
co p y  o f  the  agreem ent fo r  the  sale o f  ro ya lty  o i l  to  be am ended, the  re so lu tio n  
re co m m e n d in g  ap p ro va l, and  the  re p o rt requ ired  by  A S  38.06.070(c) are available fro m  the 
D e p a rtm e n t o f  N a tu ra l Resources.



T h e  H o n o ra b le  M ik e  C henau lt 
January 28, 2014 
Page 2

E x te n d in g  the  2013 T e so ro  co n tra c t is in  the State’s best in te res t and is im p o rta n t to  several 
h u n d re d  p riva te -se c to r em ployees in  the  K e n a i P en insu la  R eg ion , as w e ll as the  econom y 
th ro u g h o u t th e  state o f  A laska.

I  u rge  y o u r p ro m p t and favo rab le  ac tion  on  th is measure.

S incerely,

Sean P arne ll 
G o v e rn o r

E nc lo su re



TESORO
March 18, 2014 Tesoro Afaska Company

54741 Tesoro Road
„  ^  . P.O. Box3 3 6 9

Representative Bill Stoltze, C o-Chair House Finance Com m ittee Kenai, ak 99en 
Representative A lan Austerm an, Co-Chair House Finance C om m ittee 7753801 fax 
M em bers o f the House Finance Committee 
State Capitol Building Room 519 
Juneau, A laska 99801

Re: Support fo r House Bill 287

Dear Legislators,

I am writing to you in support o f House bill 287 "An A ct approving and ratifying 
the sale o f royalty oil by the State o f A laska to Tesoro Corporation and Tesoro 
Refining and M arketing Com pany LLC."

Tesoro Corporation is a Fortune 100 com pany and is an independent refiner and 
m arketer o f petroleum  products. Tesoro ’s refining operations started A laska with 
the purchase o f the Kenai refinery back in 1969.

Our Kenai refinery has the operational capacity to process up to 72,000 barrels 
per day and is prim arily focused on je t and diesel production followed by gasoline 
and gasoline blend stocks, propane and asphalt. W e operate a 68-mile, 
com m on-carrier products pipeline that transports je t fuel, gasoline and diesel fuel 
to the Port o f Anchorage and the Anchorage International A irport. The wholesale 
delivery o f our products occurs through our term inals in Kenai, Anchorage, our 
Nikiski dock and the Port o f Anchorage.

In addition to being the largest taxpayer in the Kenai Peninsula Borough, Tesoro 
is also able to provide around 210 fam ily wage jobs at the refinery, along with 
about 30 fu ll-tim e contractors that are working in and around the refinery year 
round. Additionally, we are able to employee another 200 plus employees 
around the state at our 31 com pany-owned Tesoro 2-Go retail outlets as well as 
our operators w ho w ork at our term inals in the Port of Anchorage and in Nikiski.



W e are a m ajor supporter o f the Cook Inlet Regional C itizens Advisory Council 
(C IRCAC) and the largest m em ber of the Cook Inlet Spill Prevention & Response 
team  (CISPRI).

W e actively support a w ide range o f local events and programs -  from  employee 
fundraising for the United W ay to youth sports programs. Each year we sponsor 
all o f the 5th and 6th grade classes on the Kenai Peninsula to conduct a mission 
at the Kenai C hallenger Learning C enter and we are the S ignature Sponsor of 
the “Caring fo r the Kenai” program.

Tesoro strongly urges you to support House Bill 287, "An A ct approving and 
ratifying the sale o f royalty oil by the State o f A laska to Tesoro Corporation and 
Tesoro Refining and Marketing Com pany LLC.”

This legislation is the result o f constructive dialog and productive negotiations 
between the Departm ent o f Natural Resources and the Tesoro Corporation. 
Tesoro orig inally entered into negotiations with the State o f A laska that resulted 
in a one year contract beginning in February 2014 and ending in January of 
2015.

This original contract received a Best Interests Finding, was approved 
unanim ously by the S tate’s Royalty Board and was signed by both parties in 
O ctober o f 2013 w ithout the need fo r Legislative approval.

Upon further analysis of our future needs, Tesoro sought to amend the contract 
to add one additional year using identical terms that would deliver royalty oil until 
January o f 2016. A  new Best Interest Finding was produced by the DNR and the 
S ta te ’s Royalty Board again voted unanim ously fo r approval. Since the 
com bined duration o f the contracts was beyond a one year tim e frame, the need 
fo r legislative approval is necessary.

By all accounts, our com pany was very impressed with the State’s ability to 
understand our issues and arrive at a m utually beneficial agreem ent that is truly 
a w in-w in fo r both parties.



For the State, the DNR estimates that it will continue to receive a price for its 
Royalty-in-K ind oil tha t exceeds the price it would have receive if it elected to 
keep its Royalty Oil in Value.

For Tesoro, th is contract will provide us with a stable supply o f ANS crude while 
also giving us the vo lum etric flexib ility to help accom modate seasonal 
fluctuations in dem and fo r refined products. The availability, flexib ility  and 
stability that th is contract offers w ill have a positive im pact on our ability to 
m aintain our ongoing operations at our Kenai refinery.

Tesoro believes in A laska ’s future and is committed to being an active corporate 
citizen. W e are proud to continue providing clean burning fuels to keep your 
homes warm, your planes flying and your cars and snow machines traveling 
across the Great State o f Alaska.

I urge you to support House Bill 287.

S incerely,

V ice President Kenai Refinery 
Tesoro A laska Com pany


