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• Original .sponsor: Rules Committee by Offered: 5/26/78
request of the Governor Referred: Resources and

Finance

BY THF SPECIAL COMMITTEE ON THE 
1 j. IN THE HOUSE SALE OF ROYALTY OIL AND GAS

• SENATE CS FOR HOUSE CONCURRENT RESOLUTION NO. 112

1 IN THE LEGISLATURE OF THE STATE OF ALASKA

! TENTH LEGISLATURE - SECOND SESSION

A pproving the sale of royalty oil to 

Alaska Petrochemical Company.

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

WHEREAS the State of Alaska has the right under AS 38.05.180 and its oil

and gas leases to take its royalty of crude oil production removed or sold

from these leases either In value (money) or in kind (oil): and

WHEREAS the legislature has, by enactment of AS 38.06 and AS 38.05.182,

1;’i established a policy favoring the taking of that royalty in kind (referred to 

11 as "royalty oil"); and

WHEREAS, under his statutory authority as set out In AS 38.05 and 38.06, 

the commissioner of natural resources has negotiated an agreement entitled 

"AGREEMENT FOR THE SALE AND PURCHASE OF STATE ROYALTY OIL "  ("Agreement") for 

the sale and purchase of royalty oil with Alaska Petrochemical Company; and 

WHEREAS, under Its duties anil powers as net out In AS 38.06, the Alaska 

Royalty Oil and Gas Development Advisory Board has considered and, on 

February 22, 1978, approved the Agreements and

WHEREAS the commissioner of natural resources hat, fulfilled the statu- 

1 tory prerequisites necessary to selling the royalty oil which in the subject 

of the Agreement and has obtained approvals from the Alaska Royalty Oil anil 

Gas Development Advisory Hoard, to the extent required under AS 38.05 and 

38.06; and

WHEREAS tho Agreement contains a provision stating that it takes effect 

on the date on which It hnn been approved by a concurrent resolution of a 

majority of each house of the Tenth Alaska State legislature; and

WHEREAS, under AS 38.06.055(a), no fldlc of royalty oil may be made by
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1 the commissioner of natural resources without the prior approval of the 

legislature by a concurrent resolution concurred in by a majority of the 

> members of each house; and

WHEREAS the commissioner of natural resources submitted the Agreement to 

'• jthe legislature for consideration and approval; and

'• W H E REAS the legislature has reviewed and evaluated the Agreement, and

has conducted public hearings and otherwise received background information, 

' e x p e r t  advice, and expressions of public opinion sufficient to make a 

■reasoned determination with respect to the Agreement; and

WHEREAS the commissioner of natural resources and Alaska Petrochemical 

n Company have negotiated certain amendments to the Agreement, dated May 17,

1/ 1978; and

i' WHKKKAS the Royalty Oil and (las Development Advisory Board has con-

l! slderod and, on May 19, 1978, approved those amendments; and

WHEREAS the legislature finds the Agreement, as an ended, to be in the 

"> best interest of the State of Alaska and its citizens, and further fLnds that

the Agreement, as amended, in in compliance with all applicable constltu-

iiitlonul directives and requirements of law;

'■ BK IT RESOLVED by the Alaska State Legislature that the agreement en-

titled "AGREEMENT FOR T HE SALE AND PURCHASE OF STATE ROYALTY OI L , "  as 

7t i;amended, between the Stale of Alaska, acting through its commissioner of

•'}natural resources, and Alaska Petrochemical Company, is hereby approved.

J  S  t  f/'}
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Introduced: 3/6/78
Referred: The Special Committee
on the Sale of Royalty Oil and
Gas

BY THE RULES COMMITTEE BY 
IN T HE HOUSE REQUEST O F  THE GOVERNOR

HOUSE CONCURRENT RESOLUTION NO. 112 am 

IN THE LEGISLATURE OF THE STATE O F  ALASKA 

TENTH LEGISLATURE - SECOND SESSION

Conditionally approving the sale of 

royalty oil to Alaska Petrochemical Company 

BE IT RESOLVED BY THE LEGISLATURE OF T HE STATE OF ALASKA:

WHEREAS, the State of Alaska has the right under AS 38.05.180 and its 

oil and gas leases to take its royalty of etude oil production removed or 

sold from said leaser, either in value fmcr.ey) or in kind (oil); and

WHEREAS, the legislature has by enactment of AS 38.06 and AS 38.05.- 

182, established a policy favoring the taking of that royalty in kind 

|t(referred to as "royalty oil"), and 

ii j' WHEREAS, under his statutory authority as set out in AS 38.05 and 

i'1 (38.06, the consnissioner of natural resources has negotiated an agreement 

entitled "AGREEMENT FOR THE SALE A ND PURCHASE OF STATE ROYALTY OIL" ("Agree­

ment") for the sale and purchase of royalty oil wi t h  Alaska Petrochemical 

Company; and

WHEREAS, under its duties and powers as set out in AS 38.06 the Alaska 

Royalty Oil and Gas Development Advisory Board has considered and, on 

February 22. 1978, approved the Agreement,

WHEREAS, the c o m i s s i o n c r  of natural resources har. fulfilled the 

statutory prerequisites necessary r.c selling the royalty oil which is the 

subject of the Agreement and ha.; obtained approvals from the Alaska Royalty 

/■. {Oil and Gas Development Advisory Hoard, to the extent required under AS 

38.03 and 38.06; and

WHEREAS, the Agreement contains a provision stating that It takes 

effect on the date on wh i c h  it has been approved by a concurrent resolution 

of a major i t y  of each hnua< *f the Te n t h  Alaska State Legislature, and
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WHEREAS, under AS 38.06.055(a), no sale of r o y alty oil m a y  be made by 

the commissioner of natural resources without the prior approval of the 

legislature b y  a concurrent resolution concurred in by a majority of the 

members of each house; and

WHEREAS, the commissioner of natural resources submitted the Agreement 

fi to the legislature for consideration and approval; and

; Jl WHEREAS, the legislature has reviewed and evaluated the Agreement, and
|i

() has conducted public hearings and otherwise received b a c k ground infor- 

„ mation, expert advice, and expressions of public opinion sufficient to make 

m  a reasoned determination wit h  respect to the Agreement; and
II

WHEREAS, che legislature finds that the provisions of the Agreement which 

allow Alaska Petrochemical Company to export crude oil from the state are not 

in the best interests of the State of Alaska and its citizens; and

WHEREAS, the legislature finds the Agreement to be otherwise in the 

best interest of the State of Alaska and its citizens, and further finds that 

the Agreement is in compliance wit h  a l 1 applicable constitutional directives 

and requirements o f  law;

BE IT R ESOLVED by the Alaska State Legislature that the agreement 

entitled "AGREEMENT FOR T HE SALE A N D  PURCHASE O F  STATE ROYALTY OIL," between 

the State of Alaska, acting through its commissioner of natural resources, 

and Alaska Petrochemical Company, is hereby approved, provided that the 

Agreement is amended so that the total amount of crude oil deliverable under 

the Agreement m ay not exceed the amount Alaska Petrochemical Company uses 

J o r  causes to be used within the State of Alaska as petrochemical or refining 

feedstock.
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Introduced: 3/6/78
Referred: The Special Committee 
on the Sale of Royalty Oil and 
Gas

BY THE RULES COMMITTEE BY 
IN T HE HOUSE REQUEST O F  T HE GOVERNOR

HOUSE CONCURRENT RESOLUTION NO. 112 

IN THE LEGISLATURE OF THE STATE OF A LASKA 

TENTH LEGISLATURE - SECOND SESSION

Approving the sale of royalty oil 

to Alaska Petrochemical Company 

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

WHEREAS, the State of Alaska has the right under AS 38.05.180 and its 

oil and gas leases to take its royalty of crude oil production removed or 

sold from said leases either in value (money) or in kind (oil); and

WHEREAS, the legislature has by enactment of AS 38.06 and AS 38.05.- 

182, established a policy favoring the taking of that royalty in kind 

(referred to as "royalty oil"); and

WHEREAS, under his statutory authority as set out in AS 38.05 and 

38.06, the commissioner of natural resources has negotiated on agreement 

entitled "AGREEMENT FOR THE SALE AND PURCHASE OF STATE ROYALTY OIL" ( " A gree­

ment") for the sale and purchase of royalty oil with Alaska Petrochemical 

Company; and

WHEREAS, under its duties and powers as set out in AS 38.06 the Alaska 

Royalty Oil and Gas Development Advisory Board has considered and, on 

February 22, 1978, approved the Agreement;

WHEREAS, the commissioner of natural resources has fulfilled the 

otatutory prerequisites n e cessary to selling the royalty oil w h i c h  is the 

subject of the Agreement and has obtained approvals from the A laska Royalty 

Oil and Gas Development Advisory Board, to the extent required under AS 

36.05 and 38.06; and

WHEREAS, the Agreement contains a provision stating that it takes 

effect on the date on which it has been approved by a concurrent resolution 

of a m a j o r i t y  of each house of the Tenth A laska State Legislature; and
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WHEREAS, under AS 38.06.055(a), no sale of royalty oil may be made by 

the commissioner of natural resources without the prior approval of the 

legislature by a concurrent resolution concurred in by a majo r i t y  of the 

members of each house; and

WHEREAS, the commissioner of natural resources submitted the Agreement 

to the legislature for consideration and approval; and

WHEREAS, the legislature has reviewed and evaluated the Agreement, and 

has conducted public hearings and otherwise received background in f o r­

mation, expert advice, and expressions of public opinion sufficient to make 

a reasoned determination with respect to the Agreement; and

WHEREAS, the legislature finds the Agreement to be in the best interest 

of the State of Alaska and its citizens, and further finds that the A g r e e­

ment is in compliance with all applicable constitutional directives and 

requirements of law;

HE IT RESOLVED by the Alaska State Legislature that the agreement 

entitled "AGREEMENT FOR THE SALE A N D  PURCHASE O F  STATE ROYALTY OIL," between 

the State of Alaska, acting through its commissioner of natural resources, 

and Alaska Petrochemical Company, is hereby approved.

1



A M E N D M E N T  

Dated May 17, 1978 

to the

A G R E E M E N T  F O R  THE S A L E  A N D4

P U R C H A S E  OF STATE R O Y A L T Y  O I L

T H I S  A M E N D M E N T  entered into as of the 17th day of 

May, 1970, b y  a n d  b e t w e e n  T H E  S T A T E  OF A L A S K A , " H e r e i n a f t e r  

c a l l e d  the " S e l l e r ,” acting by and t h r o u g h  its Commisr.ioner 

of N a t u r a l  R e sources, and ALAS K A  P E T R O C H E M I C A L  C O M P A N Y , an 

A l a s k a  c o r p o r a t i o n ,  h e r e i n a f t e r  c a l l e d  tho "Buyer," and 

b e i n g  the A m e n d m e n t  to the A g r e e m e n t  b e t w e e n  Seller and 

B u y e r  e n t e r e d  i n t o  F e b r u a r y  22, 1978.

WITNESSETH;

W H E R E A S ,  a n  A g r e e m e n t  for the S a l e  and P u r c h a s e  of 

St a l e  R o y a l t y  Oil w a s  d u l y  e x e c u t e d  on F e b r u a r y  22. 1970, 

b e t w e e n  the S t a t e  of Alaska, a;; S e l l e r ,  and A)as);a 

P e t r o c h e m i c a l  Company, as Buyer ( " A g r e e m e n t " ) ; and

W H E R E A S ,  the A g r e e m e n t  in ay b e  a m e n d e d  u n d e r  A r t i c l e  X X I I  

thereof; and

W H E R E A S ,  S e l l e r  and Buyer d e s i r e  to c l a r i f y  certain 

i n t e n t i o n s  of the Buyer a n d  Seller therein;

N O W  T H E R E F O R E ,  in c o n s i d e r a t i o n  of Die r e presentations,

c o v e n a n t s  a n d  c o n d i t i o n s  her e i n  c o n t a i n e d ,  S e l l e r  and Bu y e r
• .

h e r e b y  a m e n d  the A g r e e m e n t  as follows:



A r t i c l e  1.13 is hereby amended by adding the following 

s e n t e n c e  at the end of Article 1.13:

"Total Project Costs shall not include any 

a m o u n t s  paid for tho p u r c h a s e  of crude oil."

A r t i c l e  I is hereby further a m e n d e d  by the a d d i t i o n  of 

A r t i c l e  1.14 w h i c h  reads as follows:

' "1.14 The terms "committed to be e x p e n d e d " as 

u s e d  in Arti c l e  1.13 and "co m mit to e x p e n d " as 

u s e d  in Article 10.2 shall m e a n  c o n t r a c t u a l l y  

b i n d i n g  agreements, c o n t r a c t s  and p u r c h a s e  orders." 

A r t i c l e  2.2 is hereby a m e nded b y  the addition of a 

s e n t e n c e  at the end of such A r t i c l e  2.2 as follows: 

" N o t w i t h s t a n d i n g  any o t h e r  pro v i s i o n  of this 

A r t i c l e  2.2 buyer shall n o t  be e n t i t l e d  to 

r e c e i v e  d e l i v e r y  of any r o y a l t y  c r u d e  oil h e r e­

un d e r  until (a) buyer h a s  actually e x p e n d e d  at 

least $100 m i l l i o n  in Total Project Costs, and 

(b) at least t w enty-five (2f») m o n t h s  h a v e  passed 

s i n c e  the E f f ective bate."

A r t i c l e  II is further amen d e d  b y  tho a d d i t i o n  of a new 

A r t i c l e  2.7, to r e a d  as follows:

"2.7 D e d u c t i on of Q u a n t i t y  of Oil D e l i verable to 

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

r e q u i r i n g  Seller to d e l i v e r  to buyer q u a n t i t i e s  of 

c r u d e  oil up to lf»0,000 b a r r e l s  per day, in the 

e v e n t  six ye a r s  after the E f f e c t i v e  D a t e  the



c a p a c i t y  of the Petrochemical Facility is less 

than 150, 000 barrels per clay, the m a x i m u m  qua n t i t i e s 

d e l i v e r a b l e  by Seller for the remaining term of this 

A g r e e m e n t  shall be r e d uced to that q u a ntity equal 

to the c a p a c i t y  of the P e t r o c h e m i c a l  Facil i t y  at 

s u c h  time. C o i n c i d e n t  w i t h  such reduction, the 

f i g u r e  "145,000 barrels" a p p e a r i n g  several places 

in /vrticle 2.4 shall be r e d u c e d  by a like amount.

F o r  the purposes of d e t e r m i n i n g  c a p a c i t y  under 

this A r t i c l e  2.7, the c a p a c i t y  of the Petrochemical.

• F a c i l i t y  shall not be d i m i n i s h e d  or redu c e d  b e c a u s e  

of t e m p o r a r y  r e d u c t i o n s  d u e  to market conditions 

or s h u t d o w n s  in the Petrochemical Facility, * 

r e g a r d l e s s  of cause."

5. T h e  f i r s t  s e n t e n c e  of A r t i c l e  4.2.1 is hereby amended and  

r e v i s e d  to r e a d  as follows:

"4.2.1 C o n s t r u c t i o n  O b l i g a t i o n s .  In consideration
» l ■ - —- ■ ■■ ■ ■ ■

I

of the o b l i g a t i o n s  a s s u m e d  by each pa r t y  herein, 

•buyer w i l l  p r o c e e d  w i t h  r e a s o n a b l e  d i l i g e n c e  to 

design, construct, st a r t  u p  a n d  thereafter initiate 

o p e r a t i o n  of a p e t r o c h e m i c a l  m a n u f a c t u r i n g  and 

fu e l s  r e f i n i n g  f a c i l i t y  in the Stale of Alaska w i t h  

c a p a c i t y  to p r o c e s s  at l e a s t  150,000 b a r r e l s  of 

c r u d e  oil per day."

I N  W I T N E S S  W H E R E O F ,  the S e l l e r  h a s  caused this A g r e e m e n t  

to b e  e x e c u t e d  b y  its C o m m i s s i o n e r  of N a t ural Re s o u r c e s  and 

the b u y e r  h a s  c a u s e d  this A g r e e m e n t  to be e x e c u t e d  by its



C h a i r m a n  o f  t h e  H o a r d ,  t h e r e u n t o  d u l y  aul  h o r i v . r d  b y  . it : ;  

H o a r d  o f  D i r e c t o r s  i n  a c c o r d a n c e  w i t h  t h e  c e r t i f i e d  s e a l ,  

d u l y  a t t e s t e d ,  t o  b e  a f f i x e d  h e r e t o ,  a s  o f  t h e  d a y  and  

y e a r  f i r s t  a b o v e  w r i t t e n .

THE STATE OF ALASKA

APPRO VED  A S  TO FORM;

  a
, \ ^ 1 Y " E S T :0  i v  • * • r. I ,  .

I )

' o m m i r . s i o n e r , D e p a r t m e n t  
o f " N a t u r a l  R e s o u r c e s

" cji-’t ; ;*t? "% ̂ I J I /<.!•• » •

A L A S K A  P E T R O C H E M I C A L  C O M P A N Y

.A #/ f /  %

Cha i i:r.:an o f  t h e  H o a rd
"H U Y E R "



S e n a t e  R o y a l t y  Oil a n d  G ^ s  
C o m m i t t e e  R e p o r t  on

S C S  IICR 112, A p p r o v i n g  t h e  S a l e  of 
R o y a l t y  Oil to A l a s k a  P e t r o c h e m i c a l  C o m p a n y

T h e  S e n a t e  S p e c i a l  C o m m i t t e e  on R o y a l t y  Oil a n d  G a s  h a s  

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

f r o m  A d m i n i s t r a t i o n  w i t n e s s e s  a n d  f r o m  r e p r e s e n t a t i v e s  of 

A l a s k a  P e t r o c h e m i c a l  C o m p a n y .  T h a t  t e s t i m o n y  h a s  a d d r e s s e d

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

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

p r e s e n t e d  to t h e  L e g i s l a t u r e ,  i n c l u d i n g  c e r t a i n  a m e n d m e n t s  

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

s i o n e r  o f  N a t u r a l  R e s o u r c e s  a n d  A l a s k a  P e t r o c h e m i c a l  C o m p a n y  

on M a y  1 7 ,  1 9 7 8 ,  a n d  f i n d s  t h a t  the c o n t r a c t ,  as a m e n d e d ,  

is in t h e  b e s t  i n t e r e s t  o f  the S t a t e  o f  A l a s k a  a n d  its 

c i t i z e n s .  It is t h e  C o m m i t t e e ' s  r e c o m m e n d a t i o n  t h a t  t h e  

A g r e e m e n t  b e t w e e n  t h e  S t a t e  a n d  A l a s k a  P e t r o c h e m i c a l  C o m p a n y  

as a m e n d e d ,  b e  a p p r o v e d  b y  t h e  L e g i s l a t u r e .  A C o m m i t t e e  

S u b s t i t u t e  f o r  H C R  1 1 2  h a s  b e e n  p r e p a r e d  w h i c h  a p p r o v e s  b o t h  

t h e  o r i g i n a l  A g r e e m e n t  a n d  t h e  A m e n d m e n t s  o f  M a y  1 7 ,  t h e r e t o

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

b e e n  l o n g  a n d  at t i m e s  s t r e n u o u s ,  t h e  C o m m i t t e e  b e l i e v e s  

it a p p r o p r i a t e  to r e v i e w  in t h i s  r e p o r t  c e r t a i n  o f  t h e  key 

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

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

in t w o  a r e a s  w h i c h  a r e :  1) t h e  v i a b i l i t y  of Ihr A l p e t c o

p r o j e c t ,  a n d  2) t h e  s p e c i f i c  p r o v i s i o n s  o f  the c o n t r a c t .



E C O N O M I C  V I A B I  L I T V

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

w i t n e s s e s /  o t h e r  t h a n  A l p e t c o ' s  w i t n e s s e s ,  h a s  b e e n  t h a t  

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

1 9 8 0 ' s  i s  p o o r  a n d  t h a t  c o n s e q u e n t l y  A l p e t c o  s i m p l y  w i l l  n o t
9

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

t h e  c o n t r a c t .  A  m a i n s t a y  o f  t h i s  c o n t e n t i o n  i s  t h a t  t h e  

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

b e  g r e a t e r  t h a n  e l s e w h e r e  i n  t h e  U n i t e d  S t a t e s  a n d  t h a t  

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

w o r l d  m a r k e t .  T h e  C o m m i t t e e  f i n d s  t h e r e  i s  s o m e  m e r i t  t o  

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

c o n c e r n  i s  n o t  a  b a s i s  f o r  r e j e c t i o n  o f  t h e  A g r e e m e n t .

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

l i k e l y  a p p l y  t o  m o s t  a n y  p r o j e c t  a n d  f a c i l i t y  p r o p o s e d  f o r

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

H e n c e / t o  r e j e c t  a  p r o j e c t  o n  t h e  g r o u n d s  t h a t  i t  m i g h t  b e

a  m o r e  v i a b l e  p r o j e c t  e l s e w h e r e  i n  t h e  U n i t e d  S t . i t e s  i s  t o

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

i n - s t a t O /  e x c e p t  s u c h  u s e s  w h i c h  w o u l d  b e  f o r  t h e  p u r p o s e  o f

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

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

f a c i l i  t i  c n .

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

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



p o s c d  p r o j e c t  i s  t o  a s s e s s  t h o  d a n c j o r  p o s e d  t o  t h e  S t a t e ’ s

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

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

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

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

a f t e r  1 8  m o n t h s  i f  A l p e t c o  i s  u n a b l e  t o  o b t a i n  S I . 5  b i l l i o n

w o r t h  o f  f i n a n c i n g  f o r  i t s  p r o j e c t .  B e y o n d  t h a t ,  t h o  c o n t r a c t

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

u a l l y  b e  m e t  o r  t h e  c o n t r a c t  w i l l  t e r m i n a t e .  T h e  C o m m i t t e e  

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

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

s o u n d  v e n t u r e ,  A l p e t c o  w i l l  b e  u n a b l e  t o  a d v a n c e  i t s  p r o j e c t  

i n  t h e  m a r k e t  p l a c e  a n d  t h e  A g r e e m e n t  w i l l  t e r m i n a t e .  T h e  

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

m i n i m a l  f o r  t h i s  r e a s o n .  T h e  C o m m i t t e e  f i n d s  t h a t  t h e  o n l y  

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

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

M i l t o n  L i p t o n ,  n a m e l y  t h a t  t h e  p r o j e c t  o n c e  c o m p l e t e d  

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

c a t i o n  o f  t h e  A g r e e m e n t  o r  o t h e r  r e l i e f  f r o m  t h e  S t a t e .  T h e  

C o m m i t t e e  e x p r e s s l y  f i n d s  t h a t  t h i s  " r i s k "  i s  i n h e r e n t  i n  

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

n o t e d  b y  M r .  L i p t o n ,  s u c h  a s s i s t a n c e  m a y  o r  m a y  n o t  b e  i n  

t h e  S t a t e ' s  l o n g  r u n  i n t e r e s t .  W o  h a v e  f a i t h  t h a t  f u t u r e  

A d m i n i s t r a t i o n s  a n d  L e g i s l a t u r e s  w i l l  m a k e  t h e  ( p e r h a p s )  

d i f f i c u l t  c h o i c e s  i n  t h o  b e s t  i n t e r e s t s  o f  A l a s k a  a n d  

t h e r e f o r e  r e j e c t  t h e  n o t i o n  t h a t  t h i s  c o n t r a c t  s h o u l d  b e  

r e p u d i a t e d  r . o  t h a t  w e  m i g h t  " s a v e  u r .  f r o m  o u r s e l v e s " .
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In s u m m a r y ,  t h o  C o m m i t t e e  b e l i e v e s  t h a t  t h e r e  i s  s o m e  

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

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

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

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

o p p o r t u n i t y  t o  t r y .
p

CONTRACT PROV IS IONS
»

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

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

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

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

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

W c ,  t h e r e f o r e ,  e x a m i n e d  t h i s  m a t t e r  c l o s e l y .  I n i t i a l l y ,  

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

s e e m e d  t o  f e c i  t h e r e  m i g h t  b e  s o m e  m e r i t  t o  t h i s  c o n c e r n .

O t h e r s  d i d  n o t  a g r e e .  H o w e v e r ,  w h a t e v e r  d o u b t  d i d  e x i s t  h a s  

b e e n  e l i m i n a t e d  b y  t h e  A m e n d m e n t s  o f  M a y  1 7 ,  w h i c h  i n  t h e  

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

A l p e t c o  i s  c o m m i t t e d  t o  c o n s t r u c t i o n  o f  a  1 0 0 , 0 0 0  b / d  f a c i l i t y  

i n  A l a s k a .

A  w o r d  m u s t  a l s o  b e  s a i d  a b o u t  i n - s t a l o  u s e  o f  A l a s k a ' s  

r o y a l t y  o i l  a n d  a b o u t  b r o k e r a g e  o f  t h a t  o i l .  B a s e d  o n
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i n f o r m a t i o n  s u b m i t t e d  t o  t h e  L e g i s l a t u r e  b y  M r .  E a r l  J o h n s o n ,  

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

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

/ A l a s k a ' s  r o y a l t y  o i l  b y  A l p e t c o  i n  t h e  c o m p e t i t i v e  o i l  

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

o f  c o n s t r u c t i o n  o f  t h e  A l p e t c o  f a c i l i t y .  F o r  e x a m p l e ,
]

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

p r o v i s i o n s  o f  t h e  c o n t r a c t  a d v i s e d  t h e  C o m m i t t e e  i t  w a s  

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

" t h e r e  w o u l d  b e  n o  i n c e n t i v e  f o r  A l p e t c o  t o  e x e r c i s e  i t s  

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

W e s t  C o a s t  m a r k e t  . . . "

T h e  C o m m i t t e e  f u r t h e r  n o t e s  t h a t  m u c h  o f  t h e  d i s c u s s i o n  

c o n c e r n i n g  b r o k e r a g e  o f  t h e  S t “ t c ' s  r o y a l t y  o i l  h a s  o v e r ­

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

s e e m s  t o  a s s u m e  t h a t  i f  A l p e t c o  w i l l  b r o k e r  t h e  S t a t e ' s  

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

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

n o t e s  t h a t  t h e  S t a t e ' s  " d o w n s i d e  r i s k , "  i n  t h e  p r e s e n t  c o n ­

t r a c t  i s  m i n i m a l  —  w e  w i l l  n e v e r  r e c e i v e  a  p r i c e  l e s s  t h a n  

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

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

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

r e c e i v i n g  l e s s  t n a n  t h e  i n - v a l u e  p r i c e .  T h u s ,  w e  c o n c l u d e  

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

b e  r e j e c t e d  s i m p l y  b e c a u s e  i t  n i g h t  b o  p o s s i b l e  f o r  A l p e t c o
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t o  m a k e  m o n e y  i f  i t  r e s e l l s  t h e  S t a t e ' s  r o y a l t y  o i l .  T h e  

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

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

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

t i n e ,  n e i t h e r  t h o  A d m i n i s t r a t i o n  n o r  t h e  L e g i s l a t u r e  i s  s e t  

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

r e c o m m e n d  t h a t  t h e  S t a t e  s h o u l d  j u m p  s q u a r e l y  i n t o  t h e  o i l  

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

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

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

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

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

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

s e v e r a l  r e a s o n s .  K i r s t ,  t h e  C o m m i t t e e  i s  s a t i s f i e d  t h a t ,  

w i t h  t h e  K a y  1 7  A m e n d m e n t s ,  A l p e t c o  i s  s u f f i c i e n t l y  c o m m i t t e d  

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

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

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

a n d / o r  t e r m i n a t i o n  o f  t h e  c o n t r a c t .  S e c o n d ,  t h e  C o m m i t t e e  

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

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

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

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

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

t h e  p l a n t  w h i c h  p r o d u c o n  l a r g e  " a d d e d - v a 1 l i e "  a n d  h e n c e  s u b ­

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



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

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

t h e  p l a n t  o f f e r s  l i t t l e  r e a l  v a l u e  t o  t h e  S t a t e .  I f  t h e  

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

a  c o n t r a c t  p r o v i s i o n  r e q u i r i n g  i n - s t a t e  u s e  w e  e x p e c t  w o u l d  

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

t h e  A g r e e m e n t .  W e  b e l i e v e  c a n c e l l a t i o n  w o u l d  b e  i n  t h e  

S t a t e  s  i n t e r e s t  b u t  j u d g e d  r e a l i s t i c a l l y  w e  b e l i e v e  t h e  

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

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

m a j o r  d e v e l o p m e n t  i n  A l a s k a .  F o u r t h ,  w c  a c c e p t  A l p e t c o ' s  

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

p r o v i s i o n  i n  t h o  c o n t r a c t .  T h a t  b e i n g  t h e  c a n e ,  w c  b e l i e v e  

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

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

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

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

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

p u b l i c  d e b a t e .  W e  b e l i e v e  t h o  c o n t r a c t  i s  n o t  " r i s k l e s s " ,  

i n  f a c t  w»* b e l i e  v e  t h e r e  i s  n o  s u c h  t h i n g  a s  a  r i s k l e s s  

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

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

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

t h o  w i s h e s  o f  a  m a j o r i t y  o f  p e o p l e  o f  t h i s  s t a t e  d i c t a t e  

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

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

t h e  s t a t e  a n d  i t s  c i t i z e n s  a n d  w c  t h e r e f o r e  r e c o m m e n d  i t s  

a p p r o v a l .

- 8 -

' i

S e n a t o r  f 1 7  I; e  C o l l e Y t a ,  C h a i r m a n  
S e n a t e  R o y a l t y  0 1 1  a n d  G a s  C o m m i t t e e

S e n a t o r  Kay P o l a n d

S e n a  t o r  P a t  R o d e y



T h e  H o n o r a b l e  H u g h  M a l o n e  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M r .  S p e a k e r :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  A l a s k a  
C o n s t i t u t i o n ,  I  a m  t r a n s m i t t i n g  a  c o n c u r r e n t  r e s o l u t i o n  
p r o v i d i n g  f o r  l e g i s l a t i v e  a p p r o v a l  o f  t h e  p r o p o s e d  
c o n t r a c t  b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  A l a s k a  P e t r o ­
c h e m i c a l  C o m p a n y .

T h e  c o n t r a c t  w i t h  A l a s k a  P e t r o c h e m i c a l  C o m p a n y  p r o v i d e s  
f o r  t h e  s a l e  a n d  p u r c h a s e  o f  u p  t o  1 5 0 , 0 0 0  b a r r e l s  p e r  
d a y  o f  s t a t e  r o y a l t y  o i l .  I n  e x c h a n g e  f o r  t h e  o i l ,
A l a s k a  P e t r o c h e m i c a l  C o m p a n y  g u a r a n t e e s  t h a t  i t  w i l l  p a y  
t h e  s t a t e  t h e  s u m  t h e  s t a t e  w o u l d  h a v e  r e c e i v e d  f r o m  t h e  
p r o d u c e r s  i f  r o y a l t y  w e r e  p a i d  i n  v a l u e .  A l a s k a
P e t r o c h e m i c a l  C o m p a n y  a l s o  p r o m i s e s  t o  c o n s t r u c t  a
p e t r o c h e m i c a l  f a c i l i t y  i n  A l a s k a ,  w i t h  t h e  c a p a c i t y  t o
p r o d u c e  3 0 , 0 0 0  b a r r e l s  p e r  d a y  o f  e n e r g y  f u e l s  f o r  
i n s t a t e  u s e .  I f  A l a s k a  P e t r o c h e m i c a l  C o m p a n y  f a i l s  t o  
p r o c e e d  w i t h  c o n s t r u c t i o n  o f  t h e  f a c i l i t y  a c c o r d i n g  t o  a  
t i m e t a b l e  s e t  o u t  i n  t h e  c o n t r a c t ,  t h e  a g r e e m e n t  w i l l  
a u t o m a t i c a l l y  t e r m i n a t e .  A c o p y  o f  t h e  c o n t r a c t  d o c u m e n t  
i s  a t t a c h e d .

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

I n  t h e  p a s t ,  t h e r e  h a v e  b e e n  q u e s t i o n s  r a i s e d  o v e r  t h e  
c o n s t i t u t i o n a l i t y  o f  t h e  l e g i s l a t u r e ’ s  a p p r o v a l  o f  a n  
e x e c u t i v e  a c t  b y  t h e  m e a n s  o f  a  c o n c u r r e n t  r e s o l u t i o n .  
I n  a n  e f f o r t  t o  a v o i d  r a i s i n g  t h a t  i s s u e  b y  s u b m i t t i n g  
t h i s  c o n t r a c t  f o r  a p p r o v a l ,  I i n s i s t e d  t h a t  a  c l a u s e  
r e q u i r i n g  l e g i s l a t i v e  a p p r o v a l  b e  p l a c e d  i n  t h e  c o n t r a c t  
i t s e l f .  I  d i d  s o  t o  i n s u r e  t h a t  l e g i s l a t i v e  a p p r o v a l  i n  
t h i s  i n s t a n c e  c o u l d  b e  s u s t a i n e d  o n  t h e  b a s i s  o f  a  
c o n t r a c t u a l  p r o v i s i o n  r a t h e r  t h a n  r a i s e  a  c o n s t i t u t i o n a l  
d e b a t e  o v e r  l e g i s l a t i v e  p o w e r  t o  r e q u i r e  s u c h  a p p r o v a l .

March 6, 1978



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

S i n c e r e l y ,

J a y  S . H a m m o n d  
G o v e r n o r



H O U S E  R O Y A L T Y  O I L  A N D  G A S  
C O M M I T T E E  R E P O R T

o n  H C R  1 1 2 ,  a p p r o v i n g  t h e  s a l e  o f  r o y a l t y  o i l  
t o  A l a s k a  P e t r o c h e m i c a l  C o m p a n y ;  A p r i l  2 7 ,  1 9 7 8

T h e  C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a  c a l l s  f o r  t h e  

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

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

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

b e n e f i t  o f  i t s  p e o p l e .  I t  w a s  w i t h i n  t h i s  c o n t e x t ,  w i t h  

s p e c i a l  e m p h a s i s  o n  m a x i m i z i n g  b e n e f i t s  t o  A l a s k a n s ,  t h e  

H o u s e  R o y a l t y  O i l  a n d  G a s  C o m m i t t e e  e x p e n d e d  h u n d r e d s  o f  

h o u r s  s t u d y i n g  t h e  A L P E T C O  R o y a l t y  O i l  S a l e s  C o n t r a c t .

S e . e r a l  i s s u e s  s u r f a c e d  d u r i n g  t h e  C o m m i t t e e ' s  d e l i b e r a t i o  

o n  t h e  A L P E T C O  c o n t r a c t .  T h e s e  i s s u e s  w e r e  a d d r e s s e d  i n  

t h e  n u m e r o u s  r e p o r t s  p r e p a r e d  o n  t h e  s a l e  o f  t h e  S t a t e ’ s  

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

i s s u e .

T h e  i s s u e s ,  e a c h  t o  b e  d e a l t  w i t h  s e p a r a t e l y ,  a r e  a s  

f o l l o w s :

1 .  B e n e f i t s  t o  t h e  P e o p l e  o f  A l a s k a
2 .  E c o n o m i c  F e a s i b i l i t y  o f  t h e  A L P E T C O  P r o j e c t
3 .  M a r k e t i n g  o f  t h o  P r o d u c t s
4 .  C o m m i t m e n t  o f  U n d i s c o v e r e d ,  U n k n o w n  R e s e r v e s
5 .  E a r l y  D e l i v e r y  o f  C r u d e
6 .  R i s k s  t o  t h e  S t a t e

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

C o m m i t t e e ' s  f i n d i n g s  w i l l  c e  d o c u m e n t e d  a n d  a  c o n c l u s i o n  

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

f o r  t h e  A L P E T C O  p r o p o s a l  i n c l u d e  t h e  c r e a t i o n  o f  n e w  j o b  

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

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

s o u r c e s .

A .  J o b s .  T h e  I n s t i t u t e  o f  S o c i a l  a n d  E c o n c m i c  

R e s e a r c h  ( I S E R )  E c o n o m i c  I m p a c t  A n a l y s i s  f i n d s  t h a t  

a  h i g h  t o t a l  e m p l o y m e n t  f i g u r e  o f  2 2 , 2 5 3  ( i n  1 9 8 3 )  

w i l l  b e  c r e a t e d  b y  t h e  A L P E T C O  p r o j e c t .  F o l l o w i n g  

t h e  p e a k  c o n s t r u c t i o n  y e a r s ,  7 , 0 0 0  t o  9 , 0 0 0  j o b s ,  

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

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

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

T h e  q u e s t i o n  o f  t h e  r e s i d e n t  A l a s k a n s  w h o  w o u l d  b e  

h i r e d  o n  t h e  p r o j e c t  w a s  r a i s e d .

" I n  o u r  o p i n i o n ,  t h e r e f o r e ,  p o t e n t i a l  f o r  j o b  c r e a t i o n  
o f f e r e d  b y  o n e  o f  t h e  p r o p o s e d  r e f i n e r i e s  o r  
p e t r o c h e m i c a l  c o m p l e x e s  s h o u l d  b o  e v a l u a t e d  i n  
l i g h t  o f  ( 1 )  s e c o n d a r y  j o o  c r e a t i o n  o r .  t h o  o r d e r  
o f  2 - 5  n e w  s e c o n d a r y  j o b s  f o r  e a c h  t e n  n e w  r e f i n e r y  
j o b s ,  a n d  ( 2 )  t h e  f a c t  t h a t  a t  b e s t  o n l y  5 0  -  6 C %  
o f  t h e  n e w  r e f i n e r y  p e t r o c h e m i c a l  j o b s  a r e  l i k e l y  
t o  b o  f i l l e d  b y  A l a s k a n s . "

I. B E N E F I T S  T O  T H E  P E O P L E  O F  A L A S K A
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( F r om  R e p o r t  t o  t h e  A l a s k a  R o y a l t y  O i l  a nd  G as  
D e v e l o p m e n t  A d v i s o r y  B o a r d , D a v i d  M. Reaume ,
P r i n c i p a l  E c o n o m i s t ,  D i v i s i o n  o f  E c o n om i c  E n t e r p r i s e ,
S t a t e  o f  A l a s k a ,  D e c e m b e r  1 4 ,  1 9 7 7 . )

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

a n d  i t s  r e l a t i o n s h i p  t o  t h e  c r e a t i o n  o f  j o b s ,  E .  L .  P a t t o n ,  

t h e  c h i e f  e x e c u t i v e  o f ' i c e r  o f  A l y e s k a  P i p e l i n e ,  

c a l c u l a t e d  i n  a  l e t t e r - t o - t h e - e d i t o r  i n  t h e  J a n u a r y ,

1 9 7 8 ,  i s s u e  o f  A l a s k a  C o n s t r u c t i o n  a n d  O i l  t h a t  

e a c h  o f  t h e  j o b s  :

" i n  t h e  r o y a l t y  r e f i n e r y  c o s t s  A l a s k a n  
t a x p a y e r s  $ 2 4 0 , 0 0 0  p e r  y e a r . "

B .  R e v e n u e s  t o  S t a t e  a n d  L o c a l  G o v e r n m e n t .  A  p o s i t i v e  

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

a s  a  d i r e c t  r e s u l t  o f  t h e  A L P E T C O  p r o j e c t ,  a l t h o u g h  

t h e  I S E R  r e p o r t s  s t a t e s  t h a t  i t  a p p e a r s  o n l y  a f t e r  

c o m p l e t i o n  o f  t h e  p r o j e c t .

R e v e n u e s  t o  t h e  S t a t e  g e n e r a l  f u n d  b e g i n  i n  1 9 7 9  

a t  S I . 9  m i l l i o n  a n d  r e a c h  a  c o n s t r u c t i o n  p e r i o d  h i g h  

o f  S 6 8 . 8  m i l l i o n .  I n  1 9 8 5 ,  t h e  g e n e r a l  f u n d  r e v e n u e  

f r o m  t h e  p r o j e c t  d i p s  t o  $ 1 8 . 1  m i l l i o n ,  b u t  i n c r e a s e s  

s t e a d i l y  t o ? 4 l . 8  m i l l i o n  i n  1 9 9 0 .  I n  1 9 9 5 ,  t h e  

g e n e r a l  f u n d  r e v e n u e  i s  e s t i m a t e d  t o  b e  S G 8 . 6  m i l l i o n .

I n  t h o  y e a r  2 0 0 0 ,  t h e  g e n e r a l  f u n d  r e v e n u e  i s  e s t i m a t e d
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t o  b e  $ 9 5 . 4  m i l l i o n .  H o w e v e r ,  t h e  I S E R  r e p o r t  s t a t e s  

t h a t  g e n e r a l  f u n d  r e v e n u e s !

" r e s p o n d  n e g a t i v e l y  b e c a u s e  t h e  i n c r e a s e d  
d e m a n d  f o r  p u b l i c  s e r v i c e s  i n d i r e c t l y  g e n e r a t e d  
b y  A L P E T C O  r e q u i r e s  t h a t  a  l a r g e r  p r o p o r t i o n  o f  t h e  
p e t r o l e u m  r e v e n u e s  b e  s p e n t  o n  c u r r e n t  g o v e r n m e n t  
e x p e n d i t u r e s  a n d  a  s m a l l e r  p r o p o r t i o n  s a v e d . "

A d d i t i o n a l l y ,  g f i l n y  n o n - g o v e r n m e n t  d e m a n d s  a r e  m a n d a t e d ,  

i .  e . ,  s e r v i c e  a n d  h a u l  r o a d s ,  s c h o o l  c o n s t r u c t i o n  

a n d  t h e  l i k e .

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

d i r e c t l y  a n d  i n d i r e c t l y  r e l a t e d  t o  t h e  A L P E T C O  

p r o j e c t ,  t h e  r e p o r t  f i n d s  t h a t  i n  1 9 7 9 ,  t h e  g e n e r a l  

f u n d  w i l l  b e  i n c r e a s e d  b y  $ 1 . 9  m i l l i o n .  T h e  g e n e r a l  

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

t h e  A L P E T C O  p r o j e c t  r u n s  f r o m  a  l o w  f i g u r e  o f  m i n u s  

$ 6 . 6  m i l l i o n  i n  1 9 8 0  t o  a  h i g h  f i g u r e  o f  m i n u s  S 2 2 1 . 8  

m i l l i o n  i n  1 9 8 4 .  T h e r e  i s  g e n e r a l  f u n d  l o s s  o f  $ 5 8 . 9  

m i l l i o n  i n  1 9 9 0 ,  o f  $ 7 6 . 4  m i l l i o n  i n  1 9 9 5  a n d  o f  $ 4 8 . 1  

m i l l i o n  i n  t h e  y e a r  2 0 0 0 .  I n  e v e r y  y e a r  b e t w e e n  1 9 8 0  

a n d  t h e  y e a r  2 0 0 0 ,  t h e  r e p o r t  s h e w s  a  g e n e r a l  f u n d  

l o s s  a t t r i b u t a b l e  t o  t h e  A L P E T C O  p r o j e c t .

I n  o r d e r  t o  v e r i f y  t h e s e  f i g u r e s ,  t h e  C o m m i t t e e  d i r e c t e d  

t h e  L e g i s l a t i v e  R e s e a r c h  D i v i s i o n  t o  r o v e i w  t h o  

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

R e g i o n a l  A f f a i r s  f o u n d  t h a t :

" Q u i t e  c l e a r l y ,  i n s i s t e n c e  o n  t h e  e s t a b l i s h m e n t  o f  a  
w o r l d - s c a l e  r e f i n e r y  i n  A l a s k a  w o u l d  c o s t  t h e  S t a t e  
b e t w e e n  $ 1  1 / 2  a n d  $ 2  1 / 2  b i l l i o n  i n  l o s s  o f  r e v e n u e  
o v e r  t h e  l i f e  o f  t h e  r e f i n e r y . "

( F r o m  E c o n o m i c  F e a s i b i l i t y  o f  R o y a l t y  O i l  R e f i n i n g ,  
N i a l l  T r i m b l e ,  P r i n c i p a l  E c o n o m i s t ,  D e p a r t m e n t  o f  
C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s ,  S t a t e  o f  A l a s k a ,  
D e c e m b e r  8 ,  1 9 7 7 . )

C O N C L U S I O N .  T h e  C o m m i t t e e  f e e l s  t h a t  t h e  c o s t  o f  

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

t o  i n c r e a s e  a s  t h e  I S E R  r e p o r t  i n d i c a t e s .  A u t o m o b i l e s  

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

o f  r o a d s  a n d  s c h o o l s .  A n d ,  t h e  d e m a n d  i n c r e a s e s  a s  

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

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

r e a l i z e s  h i s t o r i c  t r e n d s  m a y  c o n t i n u e .  T h u s ,  t h e  

C o m m i t t e e  f i n d s  f e w  n e t  b e n e f i t s  t o  t h e  p e o p l e  o f  

A l a s k a .  T h o s e  e n u m e r a t e d  a r e  f a r  o v e r s h a d o w e d  b y  

a t t e n d a n t  c o s t s .

I I .  ECONOMIC FEASIBILITY OF THE ALPETCO PROJECT

w e r e  f o u n d  t o  b e  c o r r e c t .

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

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

b e f o r e  t h e  R o y a l t y  O i l  a n d  G a s  C o m m i t t e e  c o m m e n t e d  

o n  t h e  s u b j e c t .  A L P E T C O  f e e l s  t h a t  i t  c a n  o v e r c o m e  t h e  

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

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

u n a n i m o u s l y  d i s a g r e e d  w i t h  A L P E T C O .

" M y  f o u r t h  o b s e r v a t i o n  i s  t h a t  A L P E T C O ' s  v i e w  o f  t h e  
e c o n o m i c s  o f  A l a s k a  r e f i n i n g  a n d  p e t r o c h e m i c a l  a n d  
o f  t h e  w o r l d  p e t r o c h e m i c a l  m a r k e t  i s  a  m i n o r i t y  v i e w .
I t  i s  a  v i e w  t h a t  i s  g e n e r a l l y  n o t  s h a r e d  b y  t h e  m a j o r  
o i l  o r  c h e m i c a l  c o m p a n i e s ,  b y  t h e  t r a d e  p r e s s  o r  b y  
t h e  g o v e r n m e n t  s p e c i a l i s t s  i n  e n e r g y  a n d  c h e m i c a l s  i n  
e i t h e r  t h e  U n i t e d  S t a t e s  o r  J a p a n .  T h e  m o r e  g e n e r a l  
v i e w  i s  t h a t  A l a s k a  i s  n o t  p r e s e n t l y  a  c o m p e t i t i v e  
l o c a t i o n  f o r  a  w o r l d  s c a l e  p l a n t  b e c a u s e  o f  t r a n s p o r t a t i o n  
f a c t o r s  p l u s  h i g h  c o n s t r u c t i o n  a n d  o p e r a t i n g  c o s t s . "

( F r o m  S t a t e m e n t  b y  A r l o n  T u s s i n g  t o  t h e  R o y a l t y  O i l  
a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d ,  F e b r u a r y  2 2 ,  1 9 7 8 . )

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

d e v e l o p m e n t  i n  t h e  S t a t e  o f  A l a s k a .  W h a t  i s  t h e i r  o p i n i o n  

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

" F i n a l l y ,  w h e n  c o n s i d e r i n g  t h e  p r o f i t  p o t e n t i a l  o f  
p e t r o c h e m i c a l s  i n  A l a s k a ,  w e  m u s t  a s k ,  ' W h o r e  a r e  t h e  
m a j o r  o i l  c o m p a n i e s ? '  W .  M o n t e  T a y l o r ,  E x x o n ' s  m a n a g e r  
o f  A l a s k a  o p e r a t i o n s ,  h a s  p r o v i d e d  h i s  f i r m ' s  a n s w e r .
I n  a  p r e s s  r e l e a s e  r e p o r t e d  m i d - N o v e m b e r ,  h e  s t a t e d  c l e a r l y  
t h a t  i n  E x x o n ' s  o p i n i o n ,  p e t r o c h e m i c a l  p r o d u c t i o n  i s  a  
n o n - e c o n o m i c  v e n t u r e  i n  A l a s k a . "
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( F r o m  R e p o r t  t o  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 ,  D a v i d  R e a u m e ,  P r i n c i p a l  E c o n o m i s t ,
D i v i s i o n  o f  E c o n o m i c  E n t e r p r i s e ,  S t a t e  o f  A l a s k a ,
D e c e m b e r  1 4 ,  1 9 7 7 . )

A d d i t i o n a l l y ,  E .  L .  P a t t o n ,  c h i e f  e x e c u t i v e  o f f i c e r  o f  

A l y e s k a  P i p e l i n e ,  s a i d ' .

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

( F r o m  a  l e t t e r - t o - t ' n e - e d i t o r  b y  E .  L .  P a t t o n ,  A l a s k a  
C o n s t r u c t i o n  a n d  O i l ,  J a n u a r y ,  1 9 7 8 . )

CONCLUSION. There have been s e v e r a l  unique attempts in 
the v a r i o u s  r o y a l t y  o i l  s a le s  p ro p o sa ls  to  o f f s e t  the "A laska 
d is advan tage , "  but the ALPF.TCO p roposa l  does not reach 
th a t  d i f f i c u l t  g o a l .  And, as ind ica ted  in the Reaume 
Report  and the Pa t ton  l e t t e r ,  and as app a ren t ly  env is ioned  
by the p r i n c ip a l  n e g o t i a t o r s  o f  the c o n t r a c t ,  a p r i c e  
reduc t ion  o f  fe eds tock  (A la s k a 's  R oya l t y  O i l )  i s  a 
p robab le  long - range s o lu t i o n  to  overcoming the d isadvan tage .  
Such a p o t e n t i a l  crude p r i c e  reduc t ion  is  i n t o l e r a b l e  
in l i g h t  o f  f o re c a s ted  h igh -c o s t  o f  crude coup led with 
i t s  wor ld -w ide d e p le t i o n  in the fu t u r e .
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T h e  C o m m i t t e e  f e l t  i t  n e c e s s a r y  t o  a s c e r t a i n ,  a t  t h e  m i n i m u m ,  

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

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

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

i n  o r d e r  t o  r e d u c e  t h e  r i s k  o f  t h e  p r o j e c t ,  h a d  t o  b e  

d e t e r m i n e d .

A .  W e s t  C o a s t  M a r k e t s .  A  t r e m e n d o u s l y  h i g h  c r u d e  

o i l  s u r p l u s  e x i s t s  o n  t h e  W e s t  C c a s t  t o d a y ,  a n d  

i s  g e n e r a l l y  p r o j e c t e d  t o  e x i s t  f o r  s e v e r a l  y e a r s .

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

c a p a c i t y  o n  t h e  W e s t  C o a s t .  T h e  G u l f  C o a s t  o f  t h e  

U n i t e d  S t a t e s  p r o d u c e s  a  l a r g e  s u p p l y  o f  A m e r i c a ' s  

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

a n d  o t h e r  p r o d u c t i o n  r » s t r i c t i o n 3  h a v e  r e t a r d e d  t h e  

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

H o w e v e r ,  t h e r e  i s  a p o t e n t i a l  f o r  d e l i v e r y  o f  

p e t r o c h e m i c a l s  to  th e  W est C o a s t  f ro m  n e w ly  d e v e lo p in g  

M e x ic a n  p r o d u c t i o n .

" . . . M e x i c o  w i l l  be  i n v e s t i n g  S15 b i l l i o n  in  i t s  
p e t r o le u m  and p e t r o c h e m ic a l  o p e r a t i o n s  o v e r  th e  n e x t  
s i x  y e a r 3 ,  t a r g e t i n g  f o r  M e x ic a n  a s  w e l l  a s  e x p o r t e d  
m a r k e t s .  M e x i c o ' s  p l a n s  f o r  p e t r o c h e m i c a l  d e v e lo p m e n t  
a r e  no l e s s  a m b i t io u s  —  s e l f - s u f f i c i e n c y  i n  1979 
and e x p o r t a b l e  s u r p l u s  e q u a l  to  20% o f  i t 3  t o t a l

III. M A R K E T I N G  O F  T H E  P R O D U C T S
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p r o d u c t i o n  b y  1 9 8 2 .  E v e n  d i s c o u n t i n g  t h e s e  f i g u r e s  
s o m e w h a t ,  M e x i c o  w i l l  b e  a  m a j o r  f a c t o r  i n  t h e  f u t u r e . "

( F r o m  t h e  E v a l u a t i o n  o f  t h e  P r o p o s e d  R e f i n e r y /  
P e t r o c h e m i c a l  P l a n t  i n  t h e  S t a t e  o f  A l a s k a ,  D a t a  
R e s o u r c e s ,  I n c . ,  N o v e m b e r  2 2 ,  1 9 7 7 . )

B .  J a p a n e s e  M a r k e t s .  I n  A L P E T C O ' s  o r i g i n a l  p r e s e n t a t i o n  

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

o f  l e t t e r s  w e r e  p r e s e n t e d  t o  s h o w  p o s s i b l e  J a p a n e s e  

i n t e r e s t  i n  t h e  p r o j e c t .  T h e r e  w e r e  n o  c o m m i t m e n t s  

t o  p u r c h a s e .

D u r i n g  t h e  l a t e r  d e l i b e r a t i o n s  o f  t h e  H o u s e  R o y a l t y  

O i l  a n d  G a s  C o m m i t t e e ,  t h r e e  n e g a t i v e  l e t t e r s  c o n c e r n i n g  

t h e  p r o j e c t  w e r e  o b t a i n e d .  A d d i t i o n a l l y ,  a  J a p a n e s e  

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

s u p p o r t  t h e  p r o j e c t .

A l t h o u g h  t h e  m a j o r i t y  o f  t h e  l e t t e r s  n e i t h e r  s t r o n g l y  

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

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

P e t r o c h e m i c a l  I n d u s t r y  A s s o c i a t i o n  o f  J a p a n  t o  t h e  

M i n i s t e r  o f  t h e  I n t e r n a t i o n a l  T r a d e  a n d  I n d u s t r y  w a s  

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

t h a t :

" T h e  p e t r o c h e m i c a l  i n d u s t r y  i n  J a p a n  i 3  a g o n i z i n g  
u n d e r  t h e  l o n g - p r o t r a c t e d  r e c e s s i o n ,  b e l e a g u e r e d  w i t h
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m a n y  p r o b l e m s  i n c l u d i n q  t h e  d e c l i n i n g  i n t e r n a t i o n a l  
c o m p e t i t i v e n e s s  m a i n l y  d u e  t o  t h e  h i g h e r  c o s t  o f  n a p t h a  
i n  J a p a n . "  T h e  l e t t e r  g o e s  o n  t o  s a y  t h a t  " W h a t  i s  
w o r s e ,  c o n s i d e r a b l e  v o l u m e s  o f  i n - f l o w  o f  p e t r o c h e m i c a l  
p r o d u c t s  f r o m  a b r o a d  a r e  a n t i c i p a t e d  f o r  t h e  f u t u r e  
u p o n  c o m p l e t i o n  o f  t h o s e  o v e r s e a s  p e t r o c h e m i c a l  p r o j e c t s  
w h i c h  a r e  n o w  g o i n g  o n  i n  S i n g a p o r e ,  I r a n  a n d  S a u d i  
A r a b i a  w i t h  p a r t i c i p a t i o n  o f  J a p a n e s e  p e t r o c h e m i c a l  
p r o d u c e r s .  T h e r e f o r e ,  w e  m u s t  s a y  t h a t  t h e  g l u t  
p e t r o c h e m i c a l  p r o d u c t s  w i l l  l a s t  f o r  s o m e  t i m e  t o  c o m e ,  
a s i d e  f r o m  p r o j e c t i o n  f o r  d i s t a n t  f u t u r e ,  s a y  o v e r  
t e n  y e a r s  f r o m  n e w . "  T h e  l e t t e r  c o n c l u d e s  b y  s t a t i n g  
t h a t  " T h e r e f o r e ,  o u r  f u n d a m e n t a l  t h o u g h t  o n  t h i s  
m a t t e r  i s  t h a t  u n d e r  t h e  p r e s e n t  e n v i r o n m e n t  w h e r e  a  
s u b s t a n t i a l  d e m a n d - s u p p l y  g a p  i s  e x p e c t e d  t o  c o n t i n u e  
o v e r  a  c o n s i d e r a b l e  p e r i o d  o f  t i m e ,  t h e  p e t r o c h e m i c a l  
i n d u s t r y  i n  J a p a n  c a n n o t  a f f o r d  a n d  d o e s  n o t  n e e d  t o  
p a r t i c i p a t e  i n  t h e  p r o j e c t  f o r  t h e  f o r s e e a b l e  f u t u r e . "

Comments made by f i n a n c i a l  c o n s u l t a n t s  S m ith  B a r n e y ,  

H a r r i s ,  Upham and Com pany, e c o n o m is t  A r l o n  T u s s i n g ,  

a s  w e l l  a s  i n d u s t r y  e x p e r t s  J o e  M oore and M i l t o n  L i p t o n ,  

a l l  seem to  c o n c u r  i n  th e  f e e l i n g  t h a t  th e  t im e  i s  

s im p ly  n o t  r i g h t  f o r  J a p a n e s e  i n v o l v e m e n t .

CONCLUSION. The c o m m it te e  f i n d s  t h a t  t h e r e  i s  l i t t l e  

p o t e n t i a l  f o r  p r o d u c t  p u r c h a s e  i n  J a p a n ;  t h e r e  i s  more 

o f  a p o t e n t i a l  on th e  W est C o a s t  and  o t h e r  lo w e r  43 

m a r k e t s ,  b u t  M e x ic a n  p e t r o c h e m i c a l s  may p r e c lu d e  

s u c h  p r o s p e c t s .

I V .  COMMITMENT OF UNKNOWN, UNDISCOVERED RESERV ES

S e c t i o n  2 .4  o f  t h e  c o n t r a c t  a l l o w s  ALPETCO t h e  o p t io n  to
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t a k e  "70% (7 0  p e r c e n t )  o f  t h e  r o y a l t y  o i l  p r o d u c t io n  o f  

a n y  f i e l d ,  l e a s e ,  o r  c o n t r a c t  i n  w h ic h  t h e  s e l l e r  h a s  an 

i n t e r e s t . "  T h i s  la n g u a g e  r e f e r s  to  n o n -P ru d h o e  B a y  r o y a l t y  

o i l  t h a t  i s  n o t  o t h e r w i s e  c o m m it te d  ( s u c h  a s  Cook I n l e t  

c r u d e )  and  w h ic h ,  to  d a t e ,  h a s  n e i t h e r  been  d i s c o v e r e d  n o r  

i s  known to  be i n  s u f f i c i e n t  q u a n t i t y .

D u r in g  l a s t  y e a r ' s  l e g i s l a t i v e  d e b a t e  on th e  s a l e  o f  

r o y a l t y  g a s ,  a m a jo r  o b j e c t i o n  t o  t h e  g a s  c o n t r a c t s  w as 

t h a t  t h e y  c o m m it te d  a l l  o f  t h e  S t a t e ' s  P ru d h o e  g a s ,  and 

th e  q u e s t i o n a b l e  w isdom  o f  s u c h  co m m itm e n t .

I n  t h e  c u r r e n t  ALPETCO c o n t r a c t ,  we a r e  n o t  o n l y  c o m m it t in g  

85% o f  a l l  P ru d h o e  Bay  r o y a l t y  o i l  ( t h e  o t h e r  15% r e m a in in g  

f o r  e x i s t i n g  i n - S t a t e  u s e s ) , b u t  we a r e  a l s o  c o m m it t in g  

up t o  70% o f  a l l  o t h e r  r o y a l t y  o i l .

T h e  S t a t e  E n e r g y  P o l i c y  C o m m it te e ,  c o n s i s t i n g  o f  members 

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

members o f  t h e  g e n e r a l  p u b L i c ,  d e l i b e r a t e d  on t h i s  i s s u e  

l a 3 t  summer and u n a n im o u s ly  a g re e d  t h a t  t h e  S t a t e  s h o u ld  

n o t  " s e l l  m ore th a n  i t s  r o y a l t y  s h a r e  o f  P ru d h o e  c r u d e . "

T h e  r a t i o n a l e  c o n s i s t e n t  w i t h  t h i s  a rg u m e n t  seem s f a i r l y  

b a s i c .  I f ,  i i k o  a n y  o t h e r  m e r c h a n t ,  th e  S t a t e  n e i t h e r  

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

u n k n o w n ,  u n d i s c o v e r e d  c o m m o d i t y .

C O N C L U S I O N .  T h e  C o m m i t t e e  f e e l s  t h a t  m a k i n g  a  c o m m i t m e n t

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

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

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

r e a c h  t h e  n e c e s s a r y  1 5 0 , 0 0 0  b a r r e l s  p e r  d a y  f o r  o p e r a t i o n

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

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

t h e  e n c e s s a r y  a m o u n t  o f  c r u d e  o i l .  S u c h  a  c o m m i t m e n t  g i v e s  
A L P E T C O  a  v i r t u a l  m o n o p o l y  o n  a l l  f u t u r e  r o y a l t y  o i l .

V .  EARLY DELIVERY OF CRUDE

A r t i c l e  2 . 2  o f  t h e  c o n t r a c t  c a l l s  f o r  t h e  f i r s t  d e l i v e r y  

o f  c r u d e  p r i o r  t o  c o m p l e t i o n ,  o r  e v e n  c o m m e n c e m e n t  o f  

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

s t a t e s  t h a t  " i n i t i a t i o n  o f  d e l i v e r i e s ,  t h e r e f o r e ,  m a y  

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

c o m p l e t e d  a n d  o p e r a t i o n a l .  "

I n  e s s e n c e ,  t h i s  p r o v i s i o n  a l l o w s  A L P E T C O  t o  t a k e  t h e  

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

t o  b u i l d  t h e  f a c i l i t y .
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As the c o n t r a c t  re ad s ,  i t  i n v i t e s  c o s t l y ,  leng thy l i t i g a t i o n  
dur ing  which time, ALPETCO cou ld  be r e c e iv in g  the e n t i r e  
amount o f  crude o i l  wh i le  f a i l i n g  to  move fo rward on the 
c o n s t r u c t i o n  o f  the f a c i l i t y .

CONCLUSION. The committee can f i n d  no j u s t i f i c a t i o n  f o r  
commitment f o r  p r e - d e l i v e r y  o f  crude o i l .  R a the r ,  i t  would 
much p r e f e r  to  see d e l i v e r y  o f  o i l  commence upon complet ion 
o f  the f a c i l i t y .

V I .  R IS K

P e r h a p s  one  o f  t h e  s t r o n g e s t  a rg u m e n ts  made by ALPETCO 

i s  t h a t  t h e r e  is  a b s o l u t e l y  no r i s k  to  t h e  S t a t e  i n  t h i s  

c o n t r a c t .  R e p r e s e n t a t i v e s  - f  ALPETCO s a i d  t h i s  on a n y  

number o f  o c c a s i o n s .

H o w e v e r ,  v i r t u a l l y  e v e r y  e x p e r t  t h a t  h a s  ccr«* b e f o r e  

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

Ev e n  C o m m is s io n e r  Le  R c u c h e ,  th e  ' • h io f  a r c h i t e c t  o f  th«* c o n t r  

when t e s t i f y i n g ,  a g re e d  t h a t  th«*ro a r e  r i s k s  s t a t i n g  t h a t :

"Now when you  t a l k  d i r e c t l y  ab o u t  t h e  r i s k s  to  th e  S t a t e - -  
t h o r e  h a s  been  a l o t  o f  t a l k  a b o u t  a  r i s k l e s s  c o n t r a c t .
T h i s  i s  n o t  a r i s k l e s s  c o n t r a c t , "  a l t h o u g h  he s u g g e s te d  th e  
r i s k s  w e re  m in im a l .
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Additionally, Milton Lipton emphasized a number of risks 

under the contract:

"I think the biggest risk is that the contract will 
collapse, as we personally assess the probability of 
success is not all that great. And this is the risk."

Further in his testimony, he stated that "The other risk 
i3 that everything is going to go, and the investments 
are all going to be made, and it may lead to a very, 
very difficult time.”

I n  th e  s h o r t - t e r m ,  i t  i s  u n l i k e l y  th e  S t a t e  w i l l  be 

i n c l i n e d  to  e n f o r c e  th e  l e t t e r  o f  th e  p e r fo r m a n c e  

b e n c h m a rk s  s e t  o u t  i n  th e  c o n t r a c t .  A s su m in g  ALPETCO 

w i l l  d e m o n s t r a t e  s u b s t a n t i a l  com m itm ent and s i n c e r e  e f f o r t ,  

i t  may n o t  bo r e a l i s t i c  to  e x p e c t  th e  S t a t e  w i l l  c u t  ALPETCO 

o f f  i f  i t  f a l l s  s h o r t  o f  th e  d e s i r e d  g o a l s .

I f  th o  f a c i l i t y  i s  b u i l t ,  ALPETCO may n o t  h a v e  th e  f i n a n c i a l  

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

y e a r s .  I t  may become th e  r e s p o n s i b i l i t y  c f  th e  S t a t e  to  

g i v e  ALPETCO e s s e n t i a l  s u p p o r t  ( lo w e r  p r i c e  f o r  f e e d s t o c k )  

on th e  c h a n c e  t h i n g s  w i l l  be b e t t e r  in  t h e  f u t u r e .

L o o k in g  a t  th o  s t r u c t u r e  o f  A LPETC O , t h e  c o m m it te e  f i n d s  

t h a t  ALPETCO i s  no m ore th a n  a “ p a p e r  c o r p o r a t i o n . "  T h a t  

i s  to  s a y ,  ALPETCO i s  a c o n s o r t iu m  o f  v a r i o u s  e n t e r p r i s e s  

j o in e d  t o g e t h e r  i n  a b u s i n e s s  v e n t u r e .  Mono o f  th e  a s s e t s
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o f  t h e  i n d i v i d u a l  c o r p o r a t i o n s  f o r m i n g  t h e  c o n s o r t i u m  a r e  

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

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

r e m e d y .  A s  A r l o n  T u s s i n g ' s  s t a t e m e n t  t o  t h e  R o y a l t y  B o a r d  

n o t e d :

" A g a i n ,  t h e  p r o b l e m  h e r e  i s  t h a t  t h e  o w n e r s  d o n ’ t  p r o p o s e  
t o  p u t  u p  a n y  c a p i t a l .  T h e y  p r o p o s e  1 0 0 %  d e b t  f i n a n c i n g  
o r ,  i f  I  r e a d  i t  c o r r e c t l y ,  t h e r e  i s  s o m e t h i n g  l i k e  1 0 7 %  
f i n a n c i n g .  W h e n  t h e  t h i n g  g o e s  o n - s t r e a m ,  t h e  f a c i l i t y  
w i l l  h a v e  a  n e g a t i v e  n e t  w o r t h .  T h a t  i s ,  t h e y  w i l l  
o w e  m o r e  t h a n  t h e  p l a n t  i s  w o r t h .  A n d  s o  t h e  o n l y  s e c u r i t y . . .  
t h e  t h i n g  t h e y  h a v e  t o  d o ,  s i n c e  t h e r e  i s  n o  s e c u r i t v  i n  
t e r m s  o f  a n  e q u i t y  c u s h i o n ,  s a y  a l l  t h e  c a s h  f l o w  h a s  t o  
b e  a v a i l a b l e  f o r  d e b t  r c p a y m e n t - - t h e r e  i s  n o  e q u i t y  c u s h i o n - -  
t h e y ' r c  n o t  t a k i n g  a n y  o a t h ,  t h e r e ' s  n o  r e c o u r s e  a g a i n s t  
t h e  o w n e r s . "

I f  ALPETCO was a f i rm  w i l l i n g  tc r i s k  a percentage o f  
i t s  c o rp o r a t e  a s s e t s ,  o r  c o l l e c t i v e  c o rp o r a te  a s s e t s ,  
the S ta te  would be in a much more secure p o s i t i o n  should 
ALPETCO d e f a u l t  any p o r t i o n  o f  the c o n t r a c t .

Even Forbes Magazir.t?, A p r i l  3, 1978, ques t ioned the a b i l i t y  
o f  ALPETCO'a f in an ce s :

"That p r o j e c t  would in v o lv e  b u i ld in g  and op e ra t in g  r e f i n o r i o s  and pet rochem ica l  p la n to  worth none S2 .5  b i l l i o n .  
That ia  a ve ry  b ig  development f o r  a company with t o t a l  a s s e ts  o f  o n ly  about S273 m i l l i o n  and debt o f  S12B 
a i l  l i o n . "
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None o f  the c o n su l t a n t s  que r ied  on t h i s  mat te r  gave 
the p r o j e c t  more than a 50 -50 chance o f  success .  In  f a c t ,  
the Bonner and Moore Repor t  s t a t e s  th a t  " O v e r a l l  i t  appears 
th a t  a r o y a l t y  o i l  p ro cess ing  f a c i l i t y  can be b u i l t  in  A la ska ,  
but the re  i 3  a d e f i n i t e  r i s k  th a t  each p r o j e c t  cou ld  founder 
f o r  any o f  s e v e r a l  c au se s . "

The Committee would l i k e  to see a sound pe t rochem ica l  f a c i l i t y  
in  A laska .  I f  the l e g i s l a t u r e  approves t h i s  c o n t r a c t ,  i t  
i s ,  in f a c t ,  g iv in g  ALPETCO up to  two yea rs  (18 months p lu s  
a 6 month ex ten s ion )  to put i t s  f in anc ing  t o g e th e r .  I f ,  a t  
tha t  t ime, ALPETCO i s  unable to put i t s  f in a n c in g  t o g e th e r ,  
the S ta te  f i n d s  i t s e l f  j u s t  a few sho r t  y e a rs  away from 
the down tu rn  o f  Prudhoe 3ay p r o d u c t i o n . . .and perhaps an 
opp o r tu n i t y  tha t  w i l l  be l o s t  f o r e v e r .

I f ,  on th e  o t h e r  h a n d ,  t h e  S t a t e  w i t h h o ld s  a p p r o v a l  t h i 3  

l e g i s l a t i v e  s e s s i o n  and u r g e s  th o  a d m i n i s t r a t i o n  to  

n e g o t i a t e  a b e t t o r  c o n t r a c t  t o  be p r e s e n t e d  e a r l y  i n  th e  

e l e v e n t h  l e g i s l a t u r e ,  th e n  o n l y  s i x  m o nths  i s  l o s t  and t h e  

e le m e n t  o f  r i s k  c o u ld  be g r e a t l y  r e d u c e d .

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

d o e s  n o t  r e q u i r e  ALPETCO to  p r o c e s s  th e  c r u d e  i n - S t a t e ,  

f u r t h e r  c o m p l i c a t i n g  th e  q u e s t io n  o f  th o  r i s k s  i n h e r e n t
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i n  th e  c o n t r a c t .  I f ,  a s  ALPETCO and th e  A d m i n i s t r a t i o n  a s s e r t ,  

t h e r e  i s  g o in g  to  be an i n - S t a t e  p e t r o c h e m ic a l  c o m p le x ,  why 

d o e s n ' t  th e  c o n t r a c t  r e q u i r e  i n - S t a t e  p r o c e s s in g ?

I n  f a c t ,  th e  p r o v i s i o n s  d e a l i n g  w i t h  th e  i n - S t a t e  p r o c e s s in g  

a r e  a l l  p r o v i s i o n s  co u ch e d  i n  t h e  te rm s  th e  w ord  " i f . "

E d d ie  R o g e r s ,  c h i e f  c o n t r a c t  n e g o t i a t o r  f o r  ALPETCO s a i d  

b e f o r e  th e  House O i l  and G as  C o m m it te e ,  M a rc h ,  1 9 7 8 :

"N o , t h e r e ' s  no r e q u i r e m e n t  t h a t  we p r o c e s s  a c e r t a i n  
am ount o f  b a r r e l s ,  t h e r e  i s  no r e q u i r e m e n t  t h a t  we c o n t :n u e  
th e  o p e r a t i o n ,  b u t ,  ^ f  we f o l l o w  th e  c r i t e r i a  o f  1 0 . 2 ,  and 
m eet t h o s  c r i t e r i a ,  -  th o s e  a r e  th e  bench  m a rk s  -  i_f we 
m eet th o  g e n e r a l  r e q u i r e m e n t  w h ic h  i s  d e s c r ib e d  i n  A r t i c l e  
IV  -  th e  two o f  t h o s e  t o g e t h e r  3 h o u ld  s a t i s f y . . . "  ( E m p h a s is  
a d d e d . )

D e p u ty  C o m m is s io n e r  o f  N a t u r a l  R e s o u r c e s ,  F r e d  B o n e s s ,  

one  o f  th e  S t a t e ' s  n e g o t i a t o r s  f o r  th o  c o n t r a c t  s a i d

" T h i s  la n g u a g e ,  w h ic h  wo f i n a l l y  c o n c lu d e d  w as a s  f a r  
a s  we c a n  g o , r e a l l y  d id  n o t  com m it them , I  mean i_f 
th e y  w a n t  to  b u i l d  i n  t h e  c a p a c i t y  and l e t  i t  s i t  i d l e ,  
o r  b u i l d  in  t h e  c a p a c i t y ,  m a n u f a c t u r e  th e  p r o d u c t s  and 
o x p o r t  them a l l  to  C a l i f o r n i a ,  t h e y  w o u ld  n o t  be in  
b r e a c h  o f  th e  c o n t r a c t  f o r  d o in g  s o . "  ( E m p h a s is  a d d e d . )

Bonu33 added t h a t  " t h e r e  i s  no o b l i g a t i o n  in  t h e  c o n t r a c t  
to  ru n  1 5 0 , 0 0 0  b a r r e l s  th ro u g h  t h a t  f a c i l i t y . "
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CONCLUSION. The Committee f i n d s  a number o f  s e r i o u s  r i s k s  
to the S ta te  a r e  in h e ren t  in  the c o n t r a c t :  R isks  in v o lv in g
fu tu r e  re sou rce  deve lopment, r i s k s  in v o lv in g  f in a n c in g ,  r i s k s  
in v o lv in g  comp le t ion  o f  p r o j e c t ,  r i s k s  in v o lv in g  l i t i g a t i o n .

SUMMARY. The House O i l  and Gas Committee s t r o n g l y  supports  
the development o f  a pe t rochem ica l  f a c i l i t y  in the S t a t e ,  
to  p rocess  the S t a t e ' s  r e s o u rc e s ,  f o r  the many economic 
and s o c i a l  b e n e f i t s  thwt have been enumerated. However, 
i n s o f a r  as the ALPETCO c o n t r a c t  i s  concerned, the committee 
i s  fo rced  to  make a nega t ive  recommendation.

The Committee f e e l s  th a t  the l e g i s l a t u r e  shou ld c e r t a i n l y  
e n t e r t a i n ,  a t  the e a r l i e s t  d a te ,  a new ly -nego t ia ted  c o n t ra c t  
from the a d m in i s t r a t i o n .  S e v e ra l  a d d i t i o n a l  items should 
be po in ted ou t  a t  t h i s  t ime.

F i r s t ,  a nurbcr o f  the c o n s u l t a n t s  and w itnesses  p re sen t ing  
test imony b e fo r e  tho committee s ta ted  the need f o r  an 
o v e r a l l  d e c i s io n  concern ing re sou rce  development. I t  appears 
th a t  the S ta t e  o f  A laska i s  p rog re s s in g  in a patchwork way 
toward re sou rce  deve lopment. F i r s t  th e re  was the o i l  p i p e l i n e .  
Next the re  was a ma jo r  pe t rochem ica l  p r o p o s a l .  And ju s t  
r e c e n t l y ,  the S ta t e  rece ived  a p roposa l  to  f inance  the 
gas l i n o .  Those in d i v id u a l  p r o j e c t s ,  a l though t remendously
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important to the fu tu r e  o f  the S t a t e ,  a re  being looked 
a t  in i s o l a t i o n .  The Committee urges the a dm in i s t r a t i o n  
to put toge the r  a t o t a l  re sou rce  deve l jpment package and 
p re sen t  t h i s  package to  the l e g i s l a t u r e ,  r a t h e r  than approaching 
the idea o f  re sou rce  development on a "ca tch-as -c< itch -can" 
b a s i s .  I t  shou ld lo o k  a t  aspects  th a t  h e r e t o f o r e  have not 
been g iven adequate a t t e n t i o n :  The t im ing o f  deve lopment,
the p o s s i b i l i t y  o f  tanke r ing  re sou rce  d i s c o v e r i e s ,  the 
possib-' j o f  an o v e r a l l  development p lan  f o r  ou r n a t u r a l  
re sou r  : s ,  d e t a i l e d  c o s t / b e n e f i t  ana ly se s  with the v a r i o u s  
p ro p o sa ls  i t  submits .

No a d v i s o r  to  the l e g i s l a t u r e  s ta t e d  tha t  i t  i s  impe ra t ive  
th a t  we move on t h i s  now. Quite  the c o n t r a r y ,  s e v e r a l  
c o n su l t a n t s  have ind ica ted  tha t  because o f  a number o f  f a c t o r s  
e x i s t i n g  on the wor ld  and n a t i o n a l  l e v e l s ,  i t  would do no 
harm to  d e la y  a d e c i s io n .

In a wor ld  market tha t  is  expe r ienc ing  a d im in ish ing  supp ly 
o f  n a t u r a l  r ? s ou rc e s  and an inc reas ing  va lue  on domest ic 
sources o f  crude o i l  and n a tu ra l  gas , we must move fo rward 
c a u t i o u s l y  and c o n s e r v a t i v e l y ,  n u r tu r in g  and encouraging 
h ea l th  development wh i le  tak ing  ca re  not to s e l l  out the 
r i g h t s  o f  tho next two g en e ra t io n s .
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F i n a l l y ,  t-ne House R oya l t y  O i l  and Gas Committee i s  s t r o n g ly  
committed to the development o f  an in - S t a t e
pe t rochem ica l  f a c i l i t y .  However, i t  f e e l s  the ALPETCO 
c o n t r a c t  i s  o b v i o u s ly  la c k ing  in  adequate b e n e f i t s  to 
A laskans and in  l i v i n g  up to A laskan C o n s t i t u t i o n a l  mandates.

/ S -  l i u l x , _________________________B i l l  M i le s ,  Chairman
House R oya l t y  O i l  and Gas Committee

J o e  .McKinnon

/ ? / -  . /

•/ ' A - y

C h a r l e s  P a r r

V f  " C h a t / c b a  t t er ton
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T O  T H E  A G R E E M E N T  F O R  T H E  S A L E  A N D  P U R C H A S E  O F  S T A T E  R O Y A L T Y  
O I L  B E T W E E N  T H E  S T A T E  O F  A L A S K A  A N D  T H E  A L A S K A  P E T R O C H E M I C A L  
C O M P A N Y ,  d a t e d  F e b r u a r y  2 2 ,  1 9 7 8 .

i n  A r t i c l e  2 . 1  o f  t h e  A g r e e m e n t ,  a t  p a g e  5 ,  l i n e  1 ,  a f t e r
" i n  k i n d . "  a d d  t h e  f o l l o w i n g  l a n g u a g e :

" S e l l e r  s h a l l  n o t  b e  r e q u i r e d  u n d e r  a n y  p r o v i s i o n  o f  
t h i s  A g r e e m e n t  t o  d e l i v e r  t o  B u y e r  a n y  a m o u n t  o f  c r u d e
o i l  i n  e x c e s s  o f  t h e  a m o u n t  B u y e r  u s e s  o r  c a u s e s  t o  b e
u s e d  w i t h i n  t h e  S t a t e  o f  A l a s k a  a s  p e t r o c h e m i c a l  o r  
r e f i n i n g  f e e d s t o c k . "



T h e  p e n c i l  c h a n g e s  o n  t h i s  d r a f t  r e f l e c t  c l e r i c a l  a n d  
g r a m m a t i c a l  c l a r i f i c a t i o n s  a d d e d  a f t e r  e x e c u t i o n  o f  t h o  
c o n t r a c t  a n d  a g r e e d  t o  b y  b o t h  p a r t i e s .  T h e  p r i n t e d  
c o n t r a c t ,  w h i c h  i s  t o  b e  r e e x e c u t e d  o n  M a r c h  6 ,  1 9 7 8 ,  
w i l l  c o n t a i n  t h e s e  r e v i s i o n s  a n d  c h a n g e s .
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A G R E E M E N T  F O R  T H E  S A L E  A N D

PURCHASE Or STATE ROYALTY O IL

T H I S  A G R E E M E N T  e n t e r e d  i n t o  a s  o f  t h e  2  2 n d  d a y  o f  

F e b r u a r y  ,  1 9 7 8 ,  b y  a n d  b e t w e e n  T H E  S T A T E  O F  A L A S K A ,  h e r e i n ­

a f t e r  c a l l e d  t h e  " S e i l e r , ”  a c t i n g  b y  a n d  t h r o u g h  i t s  C o r n u s s i c n e r  

o f  N a t u r a l  R e s o u r c e s  p u r s u a n t  t o  A l a s k a  S t a t u t e  3 3 . 0 5 . 1 3 3  a n d  

A L A S K A  P E T R O C H E M I C A L  C O M P A N Y ,  a n  A l a s k a n  c o r p o r a t i o n ,  h e r e i n a f t e r  

c a l l e d  t h e  " E u y . r . "

W I T N E S S E T H  :

W H E R E A S ,  i t  i s  i n  t h e  r . u t u a l  b e s t  i n t e r e s t s  o f  S e l l e r  a n d  

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

A l a s k a  t o  p r o c e s s  t h e  o i l  s o l d  h e r e u n d e r ,  s a i d  f a c i l i t y  t o  h a v e  t h e  

c a p a c i t y  t o  p r o c e s s  a p p r o x i m a t e l y  3 0 , 0 0 0  b a r r e l s  p e r  d a y  o f  c r u d e  o i l

i n t o  e n e r g y  f u e l s  f o r  i n - s t a t e  d i s t r i b u t i o n  a n d  s a l e ;  a n d

W H E R E A S ,  S e l l e r  h a s  t h e  r i g h t  u n d e r  e a c h  o f  t h e  l e a s e s  i d e a  

t i f i c d  i n  E x h i b i t  " A "  t o  t h i s  A g r e e m e n t  t o  b o  d e l i v e r e d  o r  p a i d  b y  t h  

L e s s e e  t h e r e u n d e r  a  r o y a l t y  o f  t w e l v e  a n d  o n e - h a l f  p e r c e n t  ( 1 2 —1 / 2 L )  

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

' r o n  t h e  l a n d s  c o v e r e d  b y  e a c h  s u c h  J L o a s e ;  a n d

W H E R E A S ,  t h » *  1 /  ' . s e e s  o f  s u c h  a f o r e s a i d  l e a s e s  a n d  o t h e r  

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

f  x c  m s u c h  I ' V i r . e s  i n  r - i g n l f ' c a n t  q u a n t i t i e s  a n d  t h a t  s u c h  Lessees 

J r . t c r . d  t o  r a r k o t  s u c h  c r u d e  o i l ;  a n d

►1



W HEREAS, S e l l e r  i s  p i s s e r . t l v  r e c e i v i n g  r o y a l t y  p a y m e n ts  

b a s e d  on  m ore  th a n  9 0 , 0 0 0  b a r r e l s  c f  c r u d e  o i l  p e r  d a y  frcr* . t h e  

a f o r e s a i d  l e a s e s  ar/J a n t i c i p a t e s  th o  q u a n t i t y  o£ s u c h  r o y a l t y  o i l  

p a y m e n t s  to  i n c r e a s e  f o r  t h e  n e x t  y e a r ;  and

W H EREAS, S e l l e r  i s  a u t h o r i z e d  by A l a s k a  S t a t u t e  3 3 . 0 S . 1 S 3  

t o  s e l l  s u c h  r o y a l t y  o i l ;  end

W HEREAS,  S e l l e r  d e s i r e s  to s e l l  r o y a l t y  o i l  to B u y e r  a n d

B u y e r  d e s i r e s  to  p u r c h a s e  r o y a l t y  o i l  f r u n  S e l l e r  u n d e r  l h :  t u r n s

and  upon t h e  c o n d i t i o n s  h e r e i n a f t e r  s e t  f o r t h ;

NOW, T H E R E F O R E ,  i n  c o n s i d e r a t i o n  o f  t h e  r e p r e s e n t a t i o n s ,  

c o v e n a n t s  an d  c o n d i t i o n s  h e r e i n  c o n t a i n e d ,  S e l l e r  and  B u y e r  h e r e b y  

a g r e e  a s  f o l l o w s :

ARTICLE \

D E F I N I T I ONS

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

m e a n i n g s :

1 . 1  »/.*  I  i l  i  a t e** s h a l l  m ean a n y  p e r r o n ,  f i t ; * ,  c o r p o r a t i o n

o r  o t h e r  e n t i t y  a f f i l i a t e d  w i t h  B u y e r  b y  r .e a n s  o f  a r -.t« j I&1 d i r e c t

o r  i n d i r e c t  o**TiOr r* h i p  i n t e r e s t .

1 .?  "C o rn  1 s a io n e r "  re .* :. . th o  Co ! t u r o l
• ^ • i — mmm • ■ ■ •

R e s o u r c e s  o f  t h e  S t a t e  o f  A l a s k a .

1 , 3  * l n : t e  o f  f i r s t  r e l i v w r y * *  n e a n s  th e  d o t e  th e  f i r s t  

r o y a l t y  o i l  t o l d  h e r e u n d e r  p .m se :-  t h o  P o i n t  o-f U r J l v ^ i y .

1 ..' y- r  i:.*. .1  p e r ]  o f tw e n ty - fo u r  ( ? 4 )  c o r.n ocu tiv o  
h ou rs  b eg inn ing  a t  I ? x0 1 A laska  S tanda rd  T i r  -.



1.5 "Effective Date" shall have the meaning d e f i n e d  in
■ ■ ■ ■■ **-• “ • ■ ■

A rti c l e  X I .

1.6 ".-crce ria j c u r e " shall have the mean i n g  dcfir.eel in 

A rti c l e  15.2.

1.7 "leases" or "Lease C o n t r a c t s " me a n s  the o i l  and g a s  

leases w h i c h  are du s c r i b a d  in Exhibit "A" attac h e d  hereto and m a d e  

a part hereof.

1.8 "l e s s e e " means any party owning a working i n t e r e s t  in

a Lease or Lease Contract.

1.9 ".Vor.th" means tho period beginning at 12:01 a.m.,

A l a s k a  Standard rime, on the first day of the calendar m o n t h  ar.d e n d­

ing at the same tire or. the first day of the next succeeding c a l e n d a r

ronth.

1.10 "Oil" or "crude c ?l* shall have the nemo meaning as the 

w o r d  "oil" under the Prudhoe Bay Cnlt A g r eement d a t e d  April ), 1977,

by and between the Seller and Leasees.

1.11 -point of D e l i v e r y " shall h a v e  the l e a n i n g s  d e f i n e d  ir.

A r t i c l e  1 1 1 .

1.12 "Petrochemical f a c i l i t y " *hull h a v e  the m e a n i n g  d e f i n e d

i r. A r t icle •?. 2.1.

1.11 "Total Pro *•zt Ccj.v." shall the aggregate of all

runs and co s t a  expended, incurred or contrac t u a l l y  committed to be

e x p e n d e d  by Buyer. *tn Affiliate*, direct ar.d indirect beneficial

f e h a r e h o l d e r s ,  c o n s u l t a n t s ,  a d v i s e r s  an ti d ^ v ig n ,  e n g i n e e r  j : j  end  c o n *

* «  on contr.-ctors in c o n n e c t i o n  w i t h  responding t o  the requests
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for Pix;'uS4l for the sale of royalty oil fro'i tit*'* Itcas-.:-.; tac p r e p a r a­

tion and execution of thin Agreement; the performance of ar.y and all 

obligations, transactions or events required by this Agreement; anc 

the design, e n g i n e e r i n g  and c o n struction of the Petrochemical F a c i­

lity or any porticr. thereof, all such costs to bo m e a s u r e d  from 

J anu a r y  1, 1975. To t a l  Project Costs shall also include (i) i n t e r e s t  

c o s t s  actua l l y  paid or accrued, and (ii) sums and costs expended, in­

cur r e d  or co n t r a c t u a l l y  c o m mitted to be expended by any city, 

b o r o u g h  or ot h e r  gover n m e n t a l  agen c y  on any pollution control, sewage 

or w a t e r  treatment, port, pipeline, terminal or other facilities, 

d i r e c t l y  c o n nected with or a p a r t  of the Petrochemical Facility, to 

the e x t e n t  such facilities arc utilized by the Petrochemical Facility. 

Any i n d i r e c t  cr a l l ocated costs shall be s u bstantiated in writing to

tho r.a t i n f  a c t io n  o f  th e  C om m issioner.
A K T I C L L  II

q v a :;t : y p l p .c h a s s j  a ?:d  s o l d

2.1 sale of Prudhoe Bay Royalty O i l . S u b j e c t  to the terms 

and c o n d i t i o n s  here i n a f t e r  provided, and subject to th- prior o b l i g a­

tions of Sel l e r  to deliver 5,000 barrels of credo oil per day un d e r  

its contract w i t h  G o l d e n  V a l l e y  E l e c t r i c  At itton, Inc. ("Coldcn 

Valley*), for the term, and in tho q u a n t i t y  n o w  stated therein, Seller 

a g r e e s  L O  trtll to Ituyor, and B u y e r  ogr< to buy  from Seller, eighty- 

five p e r cent (65*.) of tho total a m o u n t  of S e l l e r 1:; r o y a l t y  oil cut of 

tho crude oil production r e m oved cr nold from the braces which tho 

S e l l e r  bar. tho right to take, and is av a i l a b l e  to the feller for tat-



I

, - S *4 fo "/Ka -f'iirihOt p v o ^ t S t^  t 

ir.g, in kind. ^ S e l l e r  reserves the right to use or dispose of the

regaining fifteen percent (15c) in its discretion. After corpletion 

of the Petrochemical Facility, Seller's obligations to Golden Valley,

if any, shall first be satisfied out of the fifteen percent (151)

portion of the oil from the Leases not being sold by Buyer hereunder. 

In addition to the crude oil deliverable under the other provisions 

of this Article 2.1, Buyer shall also possess the option to purchase 

an additional five percent (5%) of the total amount of Seller's 

royalty oil out of the Leases:

(a) in the event Seller enters into a contract 

with North Pole Refining Comp a n y  ("NPR”) granting 

NPR an option to p u r c h a s e  part or all of the fif­

teen percent (15^) portion of the oil out of the 

Leases not sold to Buyer under other provisions 

of this Article 2.1 and NPR does not exercise its 

option in full to purchase the oil on which it has 

an op - 1, but Buyer's option to purchase shall ex- 

tend c, to the purchase of that quantity of oil 

from, ti to time r.ot purchased by NPR; or 

(l>) in the event Seller does not enter into or have* in

effect a contract with N’UP nr, recited in Article* 2.1(a).

In the event it exorcises its option under Article 2.1(a) or 2.1(b) 

above, Buyer agrees to give Sollor on add itIona 1 thirty (30) days 

notice* of ar.y nominations under this Article in addition to the tin* 

for notice specified in the Prudhoe Day Unit Agreement. In the e-vent 

under any agreement w i t h  NPR Seller obtains a right to purchase
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f r o m  N P R  a n y  o i l  r e t u r n e d  t o  t h e  T r a n s  A l a s k a  P i p e l i n e  S y s t e m  b y  

N P R ,  S e l l e r  s h a l l  a s s i g n  a l l  s u c h  r i g h t s  t o  B u y e r  f o r  t h e  t e r m  o f  

s u c h  N P R  a g r e e m e n t .

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

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

L e s s e e s  ( w h i c h  t o  S e l l e r ' s  k n o w l e d g e  h a s  b e e n  p e r f o r m e d )  t o  r e q u i r e  

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

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

q u a n t i t i e s  o f  S e l l e r ' s  r o y a l t y  c r u d e  o i l  o u t  o f  t h e  L e a s e s  t o  e n a b l e  

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

2 . 2  I n i t i a t i o n  o f  F i r s t  D e l i v e r y .  A f t e r  t h e  d a t e  B u y e r  

h a s  o b t a i n e d  t h e  f i n a n c i n g  c o m m i t m e n t  r e f e r r e d  t o  i n  A r t i c l e  1 0 . 2 ( 3 ) ( d )  

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

h a v e  l a c *  r i g h t ,  c u t j e c c  t o  t h e  f u r t h e r  t * * r n 3  o f  t h i s  / a r t i c l e  2 . 2 ,  t o  

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

b y  n o t i f y i n g  S e l l e r  t h a t  B u y e r  s e e k s  t o  i n i t i a t e  d e l i v e r i e s  a n d  » b a t ­

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

o n e  t h o u s a n d  ( 1 , 0 0 0 )  b a r r e l s  p e r  d a y .  I n i t i a t i o n  o f  d e l i v e r i e s ,  

t h e r e f o r e ,  u u v y  o c c u r  p r i o r  t o  t h e  d ~ t o  t h e  P e t r o c h e m i c a l  F a c i l i t y  i s  

c o m p l e t e d  a n d  o p e r a t i c n . i l .  S e l l e r ,  w i t h i n  t h i r t y  ( 3 0 )  d a y s  a f t e r  

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

L e s s e e s ;  t h a t  i t  i s  e x e r c i s i n g  i t s  r i g h t  t o  t a k e  i t s  r o y a l t y  o i l  i n  

k i n d  a n d  s e a t i n g  t h e  q u a n t i t y  r e q u i r e d  t o  b e  d e l i v e r e d .  I n  t h e  e v e n t  

S e l l e r  s h a l l  o b t a i n  a  m o d i f i c a t i o n  o f  t h o  L e a s e  C o n t r a c t s  o r  r r u d h o e  

B a y  U n i t  A g r e e m e n t  t o  r e d u c e  t h e  n o t i c e  p e r i o d  r e q u i r e d  t o  l o s s  t h a n  

f i x  ( C )  m o n t h s ,  t h e  D a t e  o f  F i r s t  D e l i v e r y  u n d e r  t h i s  A g r e e m e n t  s h a l l  

b e  r e d u c e d  a c c o r d i n g l y ,  b u t  o n l y  u p o n  s i x t y  ( 6 0 )  d a y . '  p r i o r  w r i t t e n



n o t ic e s  c f  s u c h  t i r o  r e d u c t i o n  to  B u y e r .  B u y e r  a g r e e s ,  i n  th o  e v e n t  

i t  c a l l s  f o r  d e l i v e r y  o f  c r u d e  o i l  p r i o r  to  th e  d a t e  t h e  P e t r o c h e m i c a l  

F a c i l i t y  i s  r e a d y  to  p r o c e s s  fcnc c r u d e  o i l ,  t h - t  i t  s h a l l  f u l l y  c o . .p l y  

w i t h  i t s  o b l i g a t i o n s  u n d e r  , \ r t i c  1 c  2 6 .  C .

2 . 3  C e r t a i n  F u t u r e  S a l e s  o f  O i l  T a h e n  i n  K in d  by  S e l l e r . 

F ro m  a n d  a f t e r  t h e  E f f e c t i v e  D a t e ,  a s  t o  a n y  r o y a l t y  o i l  o f  S e l l e r  

( o t h e r  t h a n  r o y a l t y  o i l  o u t  o f  t h o  L e a s e s )  t a k e n  i n  k i n d  and  p ro p o s e d  

t o  be o f f e r e d  f c r  s a l e ,  o t h e r  u s e  o r  d i s p o s i t i o n  t o  t h i r d  p a r t i e s  by 

S e l l e r  a t  a  p r i c e  o r  v a l u e  w h i c h ,  when t h e  r e a s o n a b l e  c o s t s  c f  t r a n s ­

p o r t a t i o n  o f  s u c h  r o y a l t y  o i l  t o  th e  s i t e  o f  t h e  P e t r o c h e m i c a l  F a c i ­

l i t y  a r e  a d d e d  t h e r e t o ,  i s  l e s s ,  c n  t h e  d a t e  so  o f f e r e d ,  t h a n  th e  

p r i c e  s t i p u l a t e d  in  A r t i c l e  8 . 1  p l u s  t h e  r e a s o n a b l e  c o s t s  o f  t r a n s ­

p o r t a t i o n  i r o n  t h e  P o i n t  c f  D e l i v e r y  t o  th e  s i t e  o f  th e  P e t r o c h e m i c a l  

F a c i l i t y ,  e q u i t a b l y  a d ju s t e d  t o  r e f l e c t  q u a l i t y  and  g r a v i t y  d i f f e r ­

e n c e s  b e tw e e n  t h e  c r u d e  o i l  o f f e r e d  t o  be r o ! d  and t h e  c r u d e  o i l  f r o r  

t h e  L e a s e s ,  S e l l e r  s h a l l  f i r s t  o f f e r  t o  B u y e r  t h e  o p p o r t u n i t y  to  p u r ­

c h a s e  n i n e t y  p e r c e n t  (9 0 < ) o f  t h e  r o y a l t y  o i l  p r o p o s e d  t o  be o f f e r e d .  

S a i d  o i l  s h a l l  h a  o f f e r e d  to  B u y e r  u t  t h e  so**o p r i c e ,  and  on th e  s a r .e  

t o r n s  c r .d  c o n d i t i o n s ,  a s  o f f e r e d  to  t h i r d  p a r t i e s .  *ihe o f f e r  t o  B u y e r  

f h a l l  r e p a i n  c p e r .  f o r  s i x t y  (6 0 )  c a y s ,  a f t e r  w h ic h  t i n e ,  i f  B u y e r  

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

t h o  r .v . ,o  t e r n s  ar.d  c o n d i t i o n s  t o  a  t h i r d  p a r t y .  S e l l e r  r  ;y  f r e e l y  

d i f . p o s e  o f  th o  t e n  p e r c e n t  ( ) 0 i )  p o r t i o n  o f  t h e  r o y a l t y  o i l  r .o t  c o l d  

t o  B u y e r  h e r e u n d e r  a t  s u c h  p r i c e  r r d  on s u c h  t e r r a  e n  S e l l e r  r a y  

d e s i r e .  N o t w i t h s t a n d i n g  t h e  p r e c e d in g  p r o v i s i o n s  o f  t h i r .  A r t i c l e  

2 . 3 ,  S e l l e r  r a y  f r e e l y  s e l l  a r .y  o f  i t s  r o y a l t y  o i l  o t h e r w i s e  c u b . i e r t
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t o  t l i  i s  A r t i c l e  2 . 3  f r e e  o f  th e  te r m s  o f  t h i s  A r t i c l e  P .  3 so  lo n g  a s

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

c e a s e  a n d  t e r m i n a t e  on  t h e  d a t e  t h e  P e t r o c h o n i c a . 1  F a c i l i t y  i n i t i a t e s
p r o c e s s i n g  o f  e r o d e  o i l ;  f u r t h e r ,  t h e  p r o v i s i o n s  o f  t h i s  A r t i c l e  2 . 3

s h a l l  n o t  a p o l y  t o  S e l l e r ’ s  c u r r e n t l y  p e n d in g  c o n t r a c t  f o r  t h e  s a l e
n o r  to

o f  o i l  o u t  o f  t h e  L e a s e s  t o  f o r t h  P o le  R e f i n i n g  C o m pan y  -*a 4-

a n y  r e n e w a l  o r  r e n e w a l s  o f  t h e  c u r r e n t  c o n t r a c t  o f  S e l l e r  w i t h

T c s o r o  P e t r o l e u m  Com pany ( " T e s o r o " )  f o r  a  l i k e  q u a n t i t y  o f  o i l  a s  i s  

now b e i n g  d e l i v e r e d  u n d e r  S e l l e r ' s  c o n t r a c t  w i t h  T e s o r o .  I f  B u y e r  

p u r c h a s e s  o i l  p u r s u a n t  t o  t h e  p r o v i s i o n s  o f  t h i s  A r t i c l e  2 . 3 ,  B u y e r  

may r e d u c e  i t s  p u r c h a s e s  o f  r o y a l t y  o i l  f ro m  t h e  L e a s e s  b y  a l i k e  

a m o u n t (a n d  s h a l l  do s o  to  th e  e x t e n t  i t s  a g g r e g a t e  p u r c h a s e s  o f  a l l  

S e l l e r ’ s  r o y a l t y  c r u d e  o i l  u n d e r  a l l  p r o v i s i o n s  o f  t h i s  A g re e m e n t  

e x c e e d  1 5 0 ,0 0 0  b a r r e l s  p e r  d a y ,  a v e r a g e d  r o r t t h l y )  d u r i n g  th e  p e r i o d  

i t  i s  p u r c h a s i n g  o i l  p u r s u a n t  t o  t h i s  A r t i c l e  2 . 3 .  S u c h  r e d u c t i o n s  

s h a l l  be  e f f e c t e d  i n  a c c o r d a n c e  w i t h  t h e  r e s t r i c t i o n s  o f  A r t i c l e  2 . 5  

and  s u b j e c t  t o  B u y e r ’ s  o b l i g a t i o n  t o  b u y  and  r e c e i v e  s u c h  o i l  ar> i t  h a s

p r e v i o u s l y  n o m in a t e d .  O i l  p u r c h a s e d  p u r s u a n t  t o  t h i s  A r t i c l e  2 . 3  s h a l l  
h e  deem ed o i l  o u t  o f  t h e  L e a s e s  f o r  t h e  p u r p o s e s  o f  A r t i c l e  1 4 . )  ( i i )  

o n l y .

2 . 4  B u y  C I f  t h e  K v c n t  C e r t a i n  Q u< n t l t i c a  :
D e l i v e r e d .  U p o n  a n d  a f t e r  t h o  i n c e p t i o n  o f  o p e r a t i o n  o f  t h o  i ' c t r o -  
c h e n i c . i l  F a c i l i t y ,  i n  t h o  e v e n t  at  a n y  Li tre a n d  f r o m  t i r e  t o  t i m e  
S M l c r  h a s  n o t  r a d o  a v a i l a b l e  f o r  cl l i v e r y  t o  B u y e r  f o r  more  t h a n  
two ( ? )  c o n s e c u t i v e  m o n t h s  a v e r a g e  d a i l y  q u a n t i t i e s  ( a v e r a g e d  
m o n t h l y )  o f  r o y a l t y  cr<* <• o i l  f r o m  t h e  L e a s e s  e q u a l  t o  o r  i n  e x c e s s  
o f  1 4 5 , 0 0 0  b a r r e l s  p e r  d a y ,  u p o n  w r i t t e n  r e q u e s t  b y  B u y e r ,  S e l l e r  
s h a l l  if; e d i a t e l y  e x e r c i s e  ar.y o p t i o n  w h i c h  i t  a n  l e s s o r  r«iy t h e n  
p o s i t i o n s ,  a s  d l r c c ' . t d  b y  B u y e r ,  u n d e r  a n y  o t h e r  l e a s e  o r  l e a a e s  t o  
r e c e i v e  i t r. r o y a l t y  c r u L *  o i l  isi  k i n d  r a t h e r  t h a n  i n  v t i l v n  i n  o r d e r  
t h a t  B«.y« r h i .  t h e  a b i l i t y  l o  r e c e i v e  f r o m  S e l l e r  1 5 0 , 0 0 0  b i r r e l a  o f  
o '  I j*.-. d a y #  w i t h  o u c h  j r  t o r  n o t i f i c a t i o n  t v  t !«»♦ 1< ••• • • u n d e r  s u c h
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o t h e r ^ l e a s e s  a s  r.;ay be r e q u i r e d  t h e r e u n d e r ;  p r o v i d e d ,  h o w e v e r ,  t h a t  t k t
I D  .............................

/ s u c n “ bt>t.ion bv S e l l e r  s h a l l  o n l y  a p p l y  to  s e v e n t y  p e r c e n t
*  /  *

( 7 0 S )  o i  t h o  a v a i l a b l e  r o y a l t y  o i l  tu  bo t a k e n  i n  k i n d  and o n l y  a s  t o

s u c h  q u a n t i t y  o f  r o y a l t y  c r u d e  o i l  a s  r .a y  be n e c e s s a r y  to  a s s u r e  B u y e r  

o f  t h e  a v a i l a b i l i t y  o f  1 5 0 ,0 0 0  b a r r e l s  p e r  cn.y i n  t h e  a g g r e g a t e .  To 

p r o t e c t  end  i n s u r e  B u y e r ’ s  r i g h t  to  r e c e i v e  a t  l e a s t  1 5 0 ,0 0 0  b a r r e l s  

o f  c r u d e  o i l  p e r  d a y  h e r e u n d e r ,  a f t e r  th o  c a t e  o f  e x e c u t i o n  h e r e o f  

a n d  f o r  t h e  f u l l  t e r ra  h e r e o f ,  a l l  c o n t r a c t s  f o r  t h e  s a l e  o f  an y  

r o v a l t y  c r u d e  o i l  o f  S e l l e r  t a k e n  i n  k i n d  ( e x c e p t  f o r  S e l l e r ’ s  c u r ­

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

• N o r t h  P o l e  R e f i n i n g  C c r .p a n y  a n d  e x c e p t  f o r  a n y  r e n e w a l  o r  r e n e w a l s

o f  t h e  c u r r e n t  c o n t r a c t  o f  S e l l e r  w i t h  T c s o r o  f o e  a  l i k e  q u a n t i t y

o f  o i l  a s  i s  r.ow b e i n g  d e l i v e r e d  u n d e r  S e l l e r ’ s  c o n t r a c t  w i t h

T e s o r o )  s h a l l  c o n t a i n  a p r o v i s i o n  t h a t  B u y e r  s h a l l  p o s s e s s  a

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

e v e n t  d e l i v e r i e s  to  S e l l e r  f r o m  t h e  L e a s e s  and  a v a i l a b l e  f o r  s a l e

an d  d e l i v e r y  t o  B u y e r  f a l l  b e lo w  1 4 5 ,0 0 0  b a r r e l s  p e r  d a y  p u r s u a n t

t o  t h e  r c o v i n  i o n s  o f  t h i s  A r t i c l e  2 . 4 .  N o t w i t h s t a n d i n g  a n y  o t h e r

p r o v i s i o n s  c o n t a i n e d  i n  t h i s  A r t i c l e  2 . 4 ,  B u y e r ' s  o p t i o n  h e r e u n d e r

s h a l l  e x t e n d  o n l y  t o  s e v e n t y  p e r c e n t  (7 0 ^ ) o f  t h e  r o y a l t y  o i l

p r o d u c t i o n  o f  cr»y f i e l d ,  l e a s e ,  o r  c o n t r a c t  i n  w h i c h  S e l l e r  h a s

an  i n t e r e s t  . S e l l e r  a g r e e s  t h a t  a n y  l e a s e  a g r e e m e n t s  a n d  a g re e m e n ts

f o r  t h e  s a l e  o f  r o y a l t y  c r u d e  o i l  t a k e n  i n  k i n d  l i c r c i n u f t c i  e n t e r e d
Cow$r.-»£

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

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

o f  a n y  c u | p l i o r - p u r c h d 8 ( > r  r e l a t  i o n s h i p  w h ic h  c a y  I k * dec* ed  t o  e x i s t
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w i t h  r e s p e c t  t o  t h e  S t a t e  o f  A l a s k a  r o y a l t y  c r u d e  o i l  f o r  p u r p o s e s  

o f  a r .y  m a n d a t o r y  c r u d e  o i l  a l l o c a t i o n  p ro g ra m  u n d e r  a p p l i c a b l e  lav/ 

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

e f f e c t  upon t h e  c a l l  t h e r e f o r  by B u y e r  u n d e r  t h e  p r o v i s i o n s  o f  t h i s  

A r t i c l e  2 .4  . i n  o r d e r  t o  e f f e c t u a t e  t h e  p u r p o s e s  o f  t h i s  p a r a g r a p h  

S e l l e r  s h a l l  f u r n i s h  E u y e r  s u c h  i n f o r m a t i o n  a s  B u y e r  r e a s o n a b l y  r e ­

q u e s t s  f r o m  t im e  to  t im e  c o n c e r n in g  l e a s e s  o f  w h ic h  t h e  S t a t e  i s  

L e s s o r  an d  p o s s e s s e s  t h e  r i g h t  to  r e c e i v e  i t s  r o y a l t y  i n  k i n d .  A t  

s u c h  t im e  a s  t h e  a v e r a g e  d a i l y  q u a n t i t y  o f  c r u d e  o i l  a v a i l a b l e  to  bo 

d e l i v e r e d  p u r s u a n t  t o  t h e  p r o v i s i o n s  o f  A r t i c l e s  2 . 1  and  2 .3  r e a c h e s  

o r  e x c e e d s  1 5 0 ,0 0 0  b a r r e l s  p e r  d a y  f o r  m ore  t h a n  tw o  (2 )  c o n s e c u t i v e  

m o n th s  a f t e r  s u c h  o p t i o n  h a s  b e e n  e x o r c i s e d  by  B u y e r ,  S e l l e r  s h a l l  h a v e  

t h e  r i g h t  t o  t e r m i n a t e  S e l l e r ' s  t a k i n g  o f  r o y a l t y  c r u d e  o i l  i n  k i n d  

u n d e r  t h e  o t h e r  l e a s e s  a s  d e s c r i b e d  a b o v e  i n  t h i s  A r t i c l e  2 . 4 ,  upon 

p r i o r  w r i t t e n  n o t i c e  w h i c h  i s  t h i r t y  ( 3 0 )  d a y s  m o re  t h a n  th e  p e r i o d  

n e c e s s a r y  t o  p r o v i d e  l e g a l  n o t i c e  t o  S e l l e r ' s  l e s s e e s  o f  S e l l e r ' s  

r e t u r n  t o  t a k i n g  i t s  r o y a l t y  i n  v a l u e  r a t h e r  t h a n  i n  k i n d ,  b u t  on  n o t  

l e s s  t h a n  n i n e t y  (9 0 )  d a y s '  w r i t t e n  n o t i c e  t o  B u y e r .  T h e r e a f t e r ,  B u y e r  

s h a l l  a g a i n  be  e n t i t l e d  t o  e x e r c i s e  i t s  r i g h t s  u n d e r  t h i s  A r t i c l e  2 . 4  
s h o u ld  t h e  a g g r e g a t e  a v e r a g e  q u a n t i t y  o f  1 4 5 ,0 0 0  b a r r e l s  o f  c r u d e  o i l  

p e r  d a y  a v a i l a b l e  to  ba  d e l i v e r e d  u n d e r  A r t i c l e s  2 .1  and 2 .3  n o t

ba  a t t a i n e d  f a r  m ore  t h e n  two (2 )  c o n s e c u t i v e  m o n t h s .  I t  f o r  a n y  

r e a s o n  B u y e r ' :  e l e c t i o n  o r  e l e c t i o n s  t o  r e c e i v e  o i l  u n d e r  t h i s

A r t i c l e  2 . 4 ,  a lo n g  w i t h  t h e  o t h e r  o b l i g a t i o n s  o f  B u y e r  t o  r e c e i v e

o i l  u n d e r  t h i s  A g re e m e n t  r e s u l t  i n  S e l l e r  b e in g  r e q u i r e d  t o  t a k e

f ro m  i t s  L e s s e e s  o r  t h e  l e s s e e s  r e f e r r e d  to  i n  A r t i c l e s  2 . 3  an d  2 . 4
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m ore  th a n  1 5 0 ,0 0 0  b a r r e l s  p e r  d a y ,  B u y e r  w i l l  t a k e  a l l  s u c h  o i l  f ro m

S e l l e r  and s h a l l  a d v i s e  S e l l e r  s o  t h a t  S e l l e r  ir..iv g i v e  n o t i c e  t o  i t s  
oy lessee*

L e s s e e s  t o  r e d u c e  t h e  q u a n t i t i e s  o f  o i l  i t  i s  t a k i n g  i n  k i n d  p u r s u a n t  
*

t o  B u y e r ' s  n o m in a t io n s  t o  a n  a g g r e g a t e  c f  1 5 0 ,0 0 0  b a r r e l s  p a r  d a y .

2 .  5 I n c r e a s e s  o r  D e c r e a s e s  o f  C ru d e  Gi l . N o t v / i t h s t a r .d i r .g  

a n y  o t h e r  p r o v i s i o n  c f  t h i s  A g re e m e n t  to  t h e  c o n t r a r y ,  a f t e r  t h e  

D a te  c f  F i r s t  D e l i v e r y  and f ro m  t i n e  to  t i n e  t h e r e a f t e r ,  B u y e r  s h a l l  

h a v e  t h e  r i g h t  upon n o t i c e  to  S e l l e r  to  r e q u i r e  S e l l e r  to  e x e r c i s e  

i t s  r i g h t  u n d e r  t h e  P ru d h o e  B a y  U n i t  A g re e m e n t  (a n d  u n d e r  a n y  o t h e r  

l e a s e  th e  o i l  f ro m  w h ic h  i s  b e in g  s o l d  t o  B u y e r  u n d e r  A r t i c l e s  2 . 3  

an d  2 . 4  i f  t h e  t e r n s  o f  s u c h  l e a s e  s o  p e r m i t )  to  i n c r e a s e  o r  d e c r e a s e ,  

b y  t h e  t e r n s  o f  s a i d  U n i t  A g re e m e n t  (o r  l e a s e ) , t h e  q u a n t i t y  o f  

r o y a l t y  o i l  t o  be d e l i v e r e d  to  S e l l e r ,  a n d  t h e  q u a n t i t y  o f  r o y a l t y  

o i l  t o  be d e l i v e r e d  to  and  p u r c h a s e d  by B u y e r  u n d e r  t h i s  A g re e m e n t  

s h a l l  be s o  a d j u s t e d ;  p r o v i d e d ,  h o w e v e r ,  t h a t  t h e  p r o v i s i o n s  o f  t h i s  

A r t i c l e  2 . 5  s h a l l  n o t  o p e r a t e  o r  be c o n s t r u e d  to  r e q u i r e  t h a t  S e l l e r  

d e l i v e r  a n d  s e l l  t o  B u y e r  t h e  p e r c e n t a g e  p o r t i o n : ;  o f  S e l l e r ' s  r o y a l t y  

o i l  o u t  o f  t h e  L e a s e s  o r  c u t  o f  th e  l e a s e s  r e f e r r e d  t o  i n  A r t i c l e s  2 . 3  

a n d  2 . 4  w h ic h  S e l l e r  h a s  e x p r e s s l y  r e s e r v e d  a s  n o t  to  be s o l d  end 

d e l i v e r a b l e  h e r e u n d e r ,  and  f u r t h e r  p r o v id e d  t h a t  S e l l e r  r h a l l  r o t  he 

r e q u i r e d  t o  d e l i v e r  r o r c  t h a n  1 5 0 ,0 0 0  b a r r e l s  p e r  d a y  h e r e u n d e r  a s  

cu  a v e r a g e  d a i l y  d e l i v e r y  d u r i n g  a n y  c a l e n d a r  m o n th .  I p  a u d i t i o n  t o  

t h e  t i r e  f o r  n o t i c e  s p e c i f i e d  i n  th e  P ru d h o e  B a y  U n i t  A g r e o r .e r . t  (c-r 

a r .y  s u c h  o t h e r  l e a s e ) ,  B u y e r  a g r e e s  to  g i v e  S e l l e r  an A d d i t i o n a l  

t h i r t y  ( 3 0 )  d a y . '  n o t i c e  o f  a n y  n o m in a t io n s  u n d e r  t h i s  p j r « t g r a p h .

I n  o r d e r  t o  p r o v i d e  n c x i r . u n  a d m i n i s t r a t i v e  e f f i c i e n c y ,  n o m in a t io n s
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u n d e r  t h i s  A r t i c l e  2 . 5  s h a l l  be made n o t  m ore  t h a n  o n c e  e v e r y  t h i r t y  

( 3 0 )  d - y  .

2 . 6  D e l i v e r y  o f  TAPS  F i l l  b y  S e l l e r .  Upon i n i t i a t i o n  o f  d e l i ­

v e r i e s  p u r s u a n t  to  A r t i c l e  2 . 2 ,  S e l l e r  i n  a d d i t i o n  t o  a l l  o t h e r  c u a r . t i t i  

c f  c r u d e  o i l  d e l i v e r a b l e  h e r e u n d e r  s h a l l  d e l i v e r  t o  B u y e r  on  o r  p r i o r  to  

t h e  D a t e  o f  F i r s t  D e l i v e r y  a s u f f i c i e n t  q u a n t i t y  o f  c r u d e  o i l  f o r  

B u y e r  t o  f u l f i l l  i t s  t a r i f f  o b l i g a t i o n s  to  s u p p l y  T r a n s - A l a s k a  P i p e ­

l i n e  S y s t e m  p i p e l i n e  f i l l  ar.d s t o r a g e  t a n k  b o t to m  r e q u i r e m e n t s .

B u y e r  s h a l l  p a y  f o r  s u c h  q u a n t i t y  o f  o i l  on  t h e  d a t e  o f  t e r m i n a t i o n  

p u r s u a n t  t o  t h e  p r o v i s i o n s  o f  A r t i c l e  I X ,  X o r  X IV  h e r e o f ,  a t  t h e  

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

t o  B u y e r  a t  t h e  P o i n t  o f  D e l i v e r y  f o r t y - f i v e  (4f>) d a y s  p r i o r  to  t h e  

s a i d  d a t e  o r  t e r m i n a t i o n .  I n  t h e  e v e n t  t h a t  B u y e r ,  p r i o r  t o  th e  

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

o i l  f r o m  t h e  L e a s e s  a f t e r  h a v in g  i n i t i a t e d  d e l i v e r i e s  a n d  a f t e r  

S e l l e r  h a s  d e l i v e r e d  t h e  p i p e l i n e  f i l l  and s t o r a g e  t a n k  b o t t o n  r e q u i r e ­

m e n t s  a s  p r o v i d e d  b y  t h i s  A r t i c l e  2 . 6 ,  b u y e r  s h a l l  p a y  f o r  r .uch  

q u a n t i t y  o f  o i l  a s  i f  I t .  h j d  b e e n  d e l i v e r e d  ft t  t h e  P o i n t  o f  D e l i v e r y  

on t h e  ch ito  B u y e r  s u s p e n d e d  i t r .  p u r c h a s e s .  T h e r e a f t e r  S e l l e r  s h a l l  

ego in  b e  o b l i g a t e d  t o  p r o v i d e  p i p e l i n e  f i l l  a r .d  s t o r a g e  t a n k  b o t to m  

r e q u i r e m e n t s  u po n  B u y e r ' s  r e i n i t i a t i o n  oC d e l i v e r i e s  o f  o i l  o u t  o f  

t h e  L e a s e s  o s  p r o v i d e d  b y  o t h e r  p r o v i s i o n s  o f  t h i r .  A r t i c l e  I I .

A R T IC L E  I I I

p o i n t  o r  DCM v r .n v  a n d  p a s s a s s  q r j i  J Y l f

3 . 1  p o i n t  <• [> o f  t h e  o i l  c o l d  C ro

-12-



S e l l e r  to  B u y e r  u n d e r  A r t i c l e  2 . i  s h a l l  be made a t  t h e  S e l l e r ' s  o r  

L e s s e e s '  A . C . T .  m e t e r  a t  th e  i r . i e t  i n c e p t i o n  p o i n t  o f  th e  T r a n s -  

A l a s k a  P i p e l i n e  S y s te m  a t  Pur.?  S t a t i o n  Number 1 ,  P r u d h c e  B a y  A l a s k a .  

D e l i v e r y  o f  a n y  o i l  s o l d  p u r s u a n t  to  t h e  p r o v i s i o n s  o f  A r t i c l e s  2 . 3  

a n d  2 . 4  s h a l l  be  a t  t h e  same p o i n t  o f  d e l i v e r y  t h a t  s u c h  o i l  i s  

d e l i v e r e d  t o  S e l l e r  by t h e  l e s s e e  p a y in g  s u c h  o i l  a s  r c y a l ^ y  o i l  i n  

k i n d  t o  S e l l e r .  D e l i v e r y  u n d e r  t h i s  A r t i c l e  3 . 1  n a y  be made a t  s u c h  

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

B u y e r  and  S e l l e r .  T h e  P o i n t  o r  P o i n t s  o f  D e l i v e r y  s e t  f o r t h  i n  t h i s  

A r t i c l e  3 . 1  s h a l l  h e r e i n a f t e r  be r e f e r r e d  to  a s  t h e  " P o i n t  o f  D e l i v e r y "

or "Points of Delivery."

3 . 2  P a s s a g e  o f  T i t l e .  T i t l e  t o  th e  o i l  t o  be c o l d  h e r e ­

u n d e r  s h a l l  p a s s  f ro m  S e l l e r  to  B u y e r  upon d e l i v e r y .

3 . 3  B u y e r 1 s. R e s p o n s i b i l i t y . B u y e r  s h a l l  be r e s p o n s i b l e  

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

B u y e r  s h a l l  i n d e m n i f y  e n d  h o ld  S e l l e r  h a r m le s s  f ro m  ar.d  a g a i n s t  a n y  

a r .d  a l l  c l a i m s ,  c o s t s ,  d a r a j e s ,  e x p e n s e s  o r  c a u s e s  o .  a c t i o n  a s  a  

r e s u l t  o f  a n y  l o s s ,  i n j u r y  o r  d a r a g e  i n c u r r e d  by  a n y  p a r t y  o s  a r e ­

s u l t  o f  a r y  t r a n s a c t i o n  o r  e v e n t  w h ic h  r e l a t e s  to  t h e  c r u d e  o i l  

a f t e r  t i t l e  t h e r e t o  h a s  p a s s e d  t o  B u y e r .  B u y e r  s h a l l  moke a l l  n c c o s -  

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

7
P o i n t  o f  D e l i v e r y  u  ■ i ' - ’. i

^  A R T I C L E  I V

R I PPC SEN T / 7 IONS AND O ?M C A T IO N S OP P UVBR 

B u y e r  r e p r e s e n t s ,  w a r r a n t s  e n d  a g r e e s  t h a t :

4 . 1  c c o d  S t a n d jr .-  .  B u y e r  i s  a n d  a t  a l l  t i n e s  h e r e u n d e r
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w i l l  r e m a i n  a c o r p o r a t i o n  q u a l i f i e d  t o  d o  b u s i n e s s  i n ,  a n d  i n  g o o d  

s t a n d i n g  w i t h ,  t h e  S t a t e  o f  A l a s k a .

4 . 2  C o n s t r u c t i o n  o f  a P e t r o c h e m i c a l  F a c i l i t y  i n  t h e  S t a t e

o f  A l a s k a .

4 . 2 . 1  C o n s t r u c t i o n  O b l i g a t i o n s . I n  c o n s i d e r a t i o n  

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

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

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

w i t h  f u e l s  r e f i n i n g  c a p a c i t y  ir.  t h e  S t a t e  c f  A l a s k a .  S u c h  f a c i l i t y  
s h a l l  i n c l u d e  f a c i l i t i e s  f o r  t h e  m a n u f a c t u r e  o f  e n e r g y  f u e l s ,  a r o -  

r r a t i c s ,  o l e f i n s  ar.d p e t r o c h e m i c a l  d e r i v a t i v e s  o f  s u c h  b a s i c  f e e d ­
s t o c k s ,  a n d  w i l l  i n c l u d e  " o f f s i t c ” f a c i l i t i e s  s u c h  a s  p ower  s u p p l y ,  

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

p r o c e s s  c o n f i g u r a t i c r .  ar.d p r o d u c t i o n  r at er ,  o f  t h e  v a r i o u s  p r o d u c t s  

l i s t e d  a b o v e  w i l l  b e  d e t e r m i n e d  hy  ( i )  m a r k e t i n g  c o n s i d e r a t i o n s  

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

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

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

f a c i l i t i e s  s h a l l  b y  h e r e i n a f t e r  r e f e r r e d  t o  a s  t h e  "P e t r o c h e m i c a l  

F a c i l i t y .  **
4 . ? . ?  S i t i n g  o l  d e a l  ' . B u y e r  h o  .

chcw.cn n e v e r j !  p r e f e r r e d  s i t e s  f o r  t h e  l o c a t i o n  o f  i t s ;  F o t r o c h e n i c a l  
F a c i l i t y ,  b u y e r  s h a l l  n o t i f y  t h e  Co.cs. (:»sfor*.**r i c  l a t e r  t h a n  f i x  (C)  
m o n t h s  a f t e r  t h e  E f f e c t i v e  D a t e  w h i c h  sit** i t  h a s  c h o s e n  ( a n d  t h e  

r e a s s i . s  f o r  i f .  cho i c».  o f  s u c h  r i t e  i n  r e a s o n a b l e  cN’ t a i l ) ,  w h i c h
~ 7
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s i t e  s h a l l  b e  s u b j e c t  t o  t h e  a p p r o v a l  o f  t h e  C o m m i s s l o n e r  w i t h i n  

n i n e t y  ( 9 0)  d a y s  a f t e r  r e c e i p t  o f  n o t i c e  by  S e l l e r  o f  B u y e r ' s  c h o i c e  

o f  s i t e .  I n  r a k i n g  h i s  d e c i s i o n ,  t h e  C o m m i s s i o n e r  s h a l l ’ c o n s i d e r , 

am o ng  o t h e r  t h i n g s ,  t h e  d e s i r e s  o f  t h e  p e o p l e  who l i v e  i n  t h e  i m m e d i ­

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

w r i t t e n  r e p l y  from t h e  C o m m i s s i o n e r  w i t h i n  s u c h  n i n e t y  (90) d a y  
p e r i o d  s h a l l  b e  d e em ed  a n  a p p r o v a l  o f  t h e  s i t e  s e l e c t i o n ;  p r o v i d e d ,  
h o w e v e r ,  t h a t  s u c h  a p p r o v a l  s h a l l  i n  n o  m a n n e r  d i m i n i s h  or  a l t e r  
B u y e r ' s  o b l i g a t i o n  t o  o b t a i n  a l l  r e q u i s i t e  s t a t e  a n d  f e d e r a l  p e r m i t s ,  

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

r e g u l a t i o n s .  I n  t h o  e v e n t  t h e  C o m m i s s i o n e r  d i s a p p r o v e s  a p r o p o s e d  
c i t e ,  B u y e r  s h a l l  r e s u b m i t  w i t h  a d d i t i o n a l  p e r t i n e n t  i n f o r m a t i o n  i t s  
o r i g i n a l ,  p r o p o s e d  s i t e  ot  s h a l l  p r o p o s e  a n  a l t e r n a t e  c i t e  t o  tr.c 

C o m m i s s i o n e r  w i t h i n  n i n e t y  (90)  d a y s  from t h e  d a t e  B u y e r  r e c e i v e s  

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

C o m m i s s i o n e r .

D a t e  a n d  u n t i l  t h o  c o n d i t i o n s  c t u t c d  i n  A r t i c l e s  1 0 . 2 ( 1 )  t h r o u g h  

1 0 . 2 ( 3 )  h a v e  b e e r  s a t i s f i e d ,  o n  o r  b e f o r e  t h e  t w e n t i e t h  ( 2 0 t h )  d a y

 ---------------- -  ,  .   s p e c t

t o  t h e  P e t r o c h e m i c a l  F a c i l i t y ,  p r o g r e n n  i n  t h e  m i r V .o t in g  o f  t h e  p r o ­

d u c t s  t h e r e f r o m ,  an d  t h e  p r o p o s - d  f i n a n c i n g s  end  s c h e d u le d  e x p e n d i -

4 . 2 . 3  r r o j r e o s  H o u o r t n  by  B u y e r . F r o m  t h o  E f f e c t i v e

o f  e a c h  m o n t h ,  t h e  B u y e r  s h a l l  f u r n i s h  t h e  C o r m i r . u l o n e r  a w r i t t e n
p r o g r e s s  r e p o r t  as  o f  t h o  e n d  o f  t h e  p r e c e d i n g  c a l e n d a r  m o n t h
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i n  A r t i c l e s  1 0 . 2 ( 1 )  t h r o u g h  1 0 . 2 ( 3 )  ar.d u n t i l  a l l  t h e  c o n d i t i o n s  

s t a t e d  i n  A r t i c l e s  1 0 . 2 ( 4 )  t h r o u g h  1 0 . 2 ( 9 )  h a v e  b e e n  s a t i s f i e d ,  

B u y e r  s h a l l  f u r n i s h  l i k e  p r o g r e s s  r e p o r t s  ( a l s o  t o  b e  o n  t h e  t w e n ­
t i e t h  ( 2 0 t h )  d a y  o f  t h e  m o n t h )  e a c h  c a l e n d a r  q u a r t e r  as  o f  t h e  e n d  
o f  t h e  c a l e n d a r  m o n t h  i m m e d i a t e l y  p r e c e d i n g  t h e  m o n t h  i n  w h i c h  t h e  
r e p o r t  i s  m a d e ,  b e g i n n i n g  o n  t h e  t w e n t i e t h  ( 2 0 t h )  d a y  o f  t h e  t h i r d  

m o n t h  r.e: : t  f o l l o w i n g  t h e  m o n t h  d u r i n g  w h i c h  t h e  c o n d i t i o n s  u n d e r  
A r t i c l e s  1 0 . 2 ( 1 )  t h r o u g h  1 0 . 2 ( 3 )  were f u l f i l l e d .  S u c h  r e p o r t s ,  
o r  p o r t i o n s  t h e r e o f ,  s h a l l  b e  h e l d  c o n f i d e n t i a l  as r e q u e s t e d  by 

B u y e r  t o  t h e  e x t e n t  p e r m i t t e d  by l a w .
4 . 3  P r o d u c t i o n  o f  Sr .ercy F u e l s  f o r  I n t r a s t a t o  U s e . I n  

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

B u y e r  s h a l l  d e s i g n  a n d  c o n s t r u c t  t h e  P e t r o c h e m i c a l  F a c i l i t y  to  
i n c l u d e  a c a p a c i t y  t -  p r o c e s s  3 0 , 0 0 0  b a r r e l s  o f  c r u d e  o i l  p e r

d a y  i n t o  e n e r g y  f u e l s .  I f  B u y e r  d o e s  n o t  u t i l i z e  t h e  r o y a l t y  

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

i n  t h e  P e t r o c h e m i c a l  F a c i l i t y ,  t h e n  i t  s h e l l  u t i l i s e  i t s  b e s t  
e f f o r t s  t o  a s s u r e  t h a t  a t  l e a n t  3 0 , 0 0 0  b a r r e l s  p e r  d a y  o f  s a i d  

r o y a l t y  o i l  w i l l  b e  p r o c e s s e d  i n s t a t e  f o r  p r o d u c t i o n  i n t o  e n e r g y  
fu e l ? ,  f o r  i n t r a n t  i t *  d i s t r i b u t i o n  a n d  s a l e ,  u n l e s s  i . uvh  p r o c e s s i n g  
w o u l d  be  s u r p l u s  t o  t h e  t h e n  p r e v a i l i n g  i r . t r a s t u t o  d e r m t i c  a n d  

i n d u s t r i a l  n e e d s .
4 . 4  r & t * b i i f t h r * n t  h a r i t a b l e  F o u n d a t i o n .  B u y e r  

c o v e n a n t s  r.r.d a g r e e s  t o  e s t a b l i s h  t h e  A l a s k a  l . n d ' ; - v * r t  T r u s t ,  t h e  
p u r p o s e  o f  s u c h  t r u s t  t>ein<j t o  f u r t h e r  t h e  s o c i a l ,  t l o c a t i o n * I ,  
c - . l t u r r !  a n d  c r . v l r o n m o f . t a l  c o n d i t i o n s  i n  t h e  S t a t e  o f  A I c h a c .  T h *
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A l a s k a  E n d o w m e n t  T r u s t  s h a l l  b o  e s t a b l i s h e d  u n d e r  t h e  t e e n s  o f  a 

t r u s t  i n s t r u m e n t  p r c p o s a d  by  B u y e r  ar.d a p p r o v e d  by  t h e  G o v e r n o r  o f  

A l a s k a  ar.d A l a s k a  L e g i s l a t u r e ;  t h e  t r u s t  c o r p u s  s h a l l  b e  a d r i n i s t c r e d  
b y  a B o a r d  o f  T r u s t e e s  ‘- . - . a f f i l i a t e d  v : i t h  B u y e r .  T r u s t e e s  t . - . a l l  b e  

a s o o i n t c d  b y  t h e  G o v e r n o r  o f  A l a s k a  a n d  c o n f i r m e d  b y  t h e  A l a s k a
m. m.

L e g i s l a t u r e .  T h e  c o r p u s  o f  t h e  A l a s k a  E ndo v r . ar . t  T r u s t  c h a . i  he  

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

( 5 % )  o f  t h e  n e t  a f t e r - t a x  p r o f i t s ,  c s  h e r e i n a f t e r  d e f i n e d ,  r e a l i z e d  

f r c r .  t h e  o p e r a t i o n  c f  t h e  F e t r o c h . c r . i c a l  f a c i l i t y  a n d  s a l e  c f  f u e l s  
ar.d p e t r o c h e m i c a l  p r o d u c t s  p r o d u c e d  f r o n  t h e  P e t r o c h e m i c a l  f a c i l i t y .  

B a c h  s u c h  a n n u a l  c o n t r i b u t i o n  s h a l l  b e  p a i n  o n  or  b e f o r e  * u ! y  1 o f  

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

r c n c e  or.  J a n u a r y  1 n e x t  f o l l o w i n g  t e n  ( 1 C )  y e a r s  a f t e r  t h e  P e t r o ­

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

c f  B u y e r  i n  c h a r g e  c f  c o n s t - u r n i o n  o f  t h e  I ' c t r e c h e m i c a l  i c c i l i t y  

o r  s i x t e e n  ( 1 6 )  y e a r *  a f t e r  t h e  E f f e c t i v e  b a t e ,  w h i c h e v e r  f s 
e a r l i e r .  * 8 e t  a f t o r - t a x  p r o f i t s "  s h a l l  B . c an  t h o  n e t  i r . c v v  o f  
B u y e r  p r i o r  t o  d e d u c t i o n  or  a c c r u a l  c f  a m o u n t s  p a y a b l e  u n d e r  thi*> 

A r t i c l e  4 . 6  ar.d r.ha 1 1  1 c  d o  t e r r  J  n o d  i n  a c c o r d a n c e  wf».h < ; e n * r e l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e *  A p p l i e d  or. o c o n r . l s i o n t  i  aft s a f t e r  

d e d u c t i o n  f o r  a l l  texos .  w h i c h  wowlfi  h a v e  l o a n  p r o v i d e d  fo r  i n  t h e  

f i n a n c i a l  s t a t e m e n t s  c f  b u y e r  f o r  t h e  y e a r  h u t  f o r  t h e  | * y v « n t  
o f  t h o  amount# p a y a b l e  u n d e r  t h i s  A r t i c l e  4 . 4 .  F i n e r  th« p a n i c #
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h a v e  a s s u r e d  t h a t  payr .or . ts  ur . der  t h i s  A r t i c l e  4 . 4  v / i l l  b e  d e d u c t i b l e  

a s  e n  e x p e V < o  f c r  p u r p o s e s  o f  a n y  t a x  i m p o s e d  o n  t h e  i n c o m e  o f  B u y e r ,  

ir*. t h o  e v e n t  ar.y t a x i n g  a u t h o r i t y  d o e s  n o t  p e r m i t  s u c h  d e d u c t i o n ,  t h e  

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

d e d u c t i b i l i t y .  C h a r g e s  m a d e  b y  o r  t o  ar.y A f f i l i a t e  s h a l l  be  r e a s o n ­

a b l e  ar.d s h a l l  n o t  e x c e e d  t h o s e  c h a r g e s  w h i c h  w o u l d  h a v e  b e e n  n a d e  i n  

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

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

c f  a n y  c o n t r a c t s ,  f i n a n c i n g  t e r m s  ar.d ar.y o t h  *r d i r e c t  a n d  i n d i r e c t  

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

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

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

p £ ^ o £ ftr.y c o n t r a c t u a l  r e l a t i o n s h i p ,  f i r . a r . C i . n g  t e r m s  a.-.d ar.y 

o t h e r  d i r e c t  o r  i n d i r e c t  b e n e f i t s  o f f e r e d  o r  r e c e i v e d .
A  F T  I  Ct/d V

RbV R .-5> ::.TA T£ o ::s  a n d  o b l i g a t i o n s  o ?  s e l l e r  ■« * * *** ‘’*** * ” 1
S e l l e r  r e p r e s e n t s ,  w a r r a n t s  a n d  a g r e e s  t h a t :

5 . 1  S e l l e r ' s  Ro y a l t y  O j^l. P u r s u a n t  t o  t h e  L e a s e s  ar.d  t h a  

J t t j  r* n t l y  I n  * £ ' e t  and  r e f  a  r  r e d  to  i n  A r t i c l e  2 . 4 ,

S c l l r r  H a s  t h e  r i g h t  t o  t t ie  i t s  r o y a l t y  i n  H in d  ( a m o u n t ) ,  w h i c h  

r o y a l t y  c i l  i t  r e p r e s e n t s  I s  a t  l e a s t  r  » lv o  a n d  o n e - h a l f  p e r c e n t  

( 1 2 - 1 / 2 * )  o f  a n y  c r u d e  o i l  p r o d u c t i o n  r c r o v o d  o r  r .o lc l  f r o n  t h e

l . o a s n s ,  u n l e s s  o t h  * d o s c r l l  i n  E x h i b i t  a  •

5 . 2  V t l < » .  F e l l e r  h e r e b y  w a r r a n t s  g o o d  a n d  r u r k c t a b l o  

t i t l e  t o  t h *  © U  s o l d  b y  i t  h< r o u n d e r  a n d  J t o  r i g h t  t o  s o i l  t h e  s a n e ,



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

l i e n s ,  e n c u m b r a n c e s  ft : d  a d v e r s e  c l a i r o .
5 . 3  S t o r a g e  c f  O i l . U n d e r  P a r a g r a p h  1 3  o f  t h o  L e a s e  C o n ­

t r a c t s ,  S e l l e r  n a y  be  e n t i t l e d ,  u n d e r  c e r t a i n  c o n d i t i o n s ,  t o  s t o r a g e  
o f  S e l l e r ' s  r o y a l t y  o i l  f r o m L e s s e e s  f r e e  o f  c h a r g e .  S e i l e r  h e r e b y  

l i c e n s e s  t o  B u y e r  i t s  s t o r a g e  r i g h t s ,  i f  a n y ,  u n d e r  t h e  l e a s e s  (ar.d 

u n d e r  a n y  o t h e r  l e a s e s  t h e  o i l  f r om  w h i c h  it> L a i r g  c o l d  t o  B u y e r  

p u r s u a n t  t o  ' a r t i c l e s  2 . 3  e n d  2 . 4 }  e f f e c t i v e  u p o n  t h e  D a t e  c f  F i r s t  
D e l i v e r y ,  t o  t h e  f u l l e s t  d e g r e e  p e r m i s s i b l e  u n d e r  t h e  L c a s s  C o n t r a c t u  

ar.d t o  ar. e x t e n t  p r o p o r t i o n a t e  t o  t h e  p r o p o r t i o n  c f  S e l l e r '& r o y a l t y  
o i l  b e i n g  d e l i v e r e d  h e r w u n d o r .  S e l l e r  f u r t h e r  a g r e e s  t h a t  i t  w i l l  

c i d  cr.d work w i t h  B u y e r  t o  r e c o l v  a n y  u r . c c r t a i n t l c n  o r  a r b i g a i  t i c - ,  

c o n c e r n i n g  S e l l e r ' s  r i g h t  t o  s t o r a g e  ur.J^r t h o  L o . - s e  Contract*# i n ­
c l u d i n g  t h o  i n s t i t u t i o n  ar.d p u r s u i t  o f  1 i t i g . - . t i e r  a t  S u p e r ' s  cr  t to  
c l a r i f y  S e l l e r ' s  l e g a l  r i g h t s  o f  s t o r a g e  u - . ' r r  r a i d  P a r a g r a p h  1 1 .  

B u y e r  a r d  S e l l e r  a g r e e  t h a t  t h e i r  r i t u a l  o b j e c t i v e  s h a l l  b e  t o  

n o x i n i r e  t h e  S e i l e r ' s  ar.2 U u y or ' r .  r i g h t s  t o  r e c e i v e  r t u r a g i  o f  t h e  
o i l  frcr .  t h o  Lc3c*-a».  N o t w i t h s t a n d i n g  a n y t h i n g  s t a t e d  h - r e i n .

S e l l e r  door,  n o t  w a r r a n t  t h a t  i t  p o s s e s s e s  a n y  r i g h t  o r  r i g h t *  
t o  s t o r a g e  u n d e r  t h e  L e a s e  c o n t r a c t s  o r  a n y  © t h e :  l e a s e s .  e-aycr 
a g r e e s  t h a t  a n y  f a i l u r e  t o  ( »h ts l n  s t o r a g e  h e f e u n d e j  f r o*  t h e

r h a l l  n o t  r e l i e v e  I tuycr of »tr. o b l i g a t i o n s  u n d e r  A r i i c l e  
1 0 . 7 .  B u y e r  w i l l  i n d e m n i f y  S e l l e r  a n d  h o l d  i t  b a r ^ J a s s  o ^ a i n ^ t  
e l l  c l a ims# c o w t a ,  l o s s  or  l i a b i l i t i e s  a r l a l r g  free* buyer'# vto 
of n a l d  s t o r a g e  f a c i l i t i e s  o r  r i g h t * .
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5 . 4  C o v e n a n t  t o  / . i d  i n  O b t a i n i n g  C ove-rr .rrn t a l  ?'.-rv 1 t s .

Ir.  o r d e r  t o  c o n s t r u c t  t h o  P e t r o c h e m i c a l  F a c i l i t y #  B u y e r  r u s t  o b t a i n  
n u m e r o u s  p e r m i t s ,  l i c e n s e s  ar.d a u t h o r i z a t i o n s  f r c n  s t a t e ,  f e d e r a l  

ar.d o t h e r  goverr-~.er. tal  a u t h o r i t i e s .  S e l l e r  a g r e e s  t o  u t i l i s e  i t s  
b e s t  e f f o r t s  t o  s u p p o r t ,  l e n d  a i d  a n d  f a c i l i t a t e  t h e  g r a n t  o r  

a p p r o v a l  o f  B u y e r ' s  a p p l i c a t i o n s  f o r  s u c h  p e r m i t s ,  l i c e n s e s  ar.d 
a u t h o r i z a t i o n s ;  p r o v i d e d ,  h o w e v e r ,  t h a t  t h e  o b l i g a t i o n s  s t a t e d  h e r o i n  
s h a l l  n o t  r e q u i r e  S e l l e r  t o  s u p p o r t ,  l e n d  a i d  c r  f a c i l i t a t e  t h e  g r a n t  

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

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

t h e r  t h a t  S e l l e r ' s  o b l i g a t i o n . '  h e r e i n  s h a l l  n o t  r e q u i r e  S e l l e r  t o  

v a l v e ,  r e s c i n d ,  r c d i f y  o r  o t h e r w i s e  a l t e r  ( e i t h e r  ir, s u b s t a n c e  c r  
p r o c e d u r e )  a n y  o f  S e l l e r ' *  r e g u l a t o r y  r e s p o n s i b i l i t i e s .  S e l l e r ,  

a c t i n g  t h r o w , h  t h e  C o m m i s s i o n e r ,  w i t h i n  t h i r t y  0 0 )  d a y s  c f t c r  t h e  
E f f e c t i v e  D a t e  s h a l l  A p p o i n t ,  a  S t a t e  o f f i c n i l  v j s h a l l  a c t  a*

S e l l e r ' n  c o o r d i n a t o r  f u r  * s p u r p o s e  o f  f a c i l i t a t i n g  t h e  g r a n t i n g
c f  p e r m i t s  b y  S e l l e r  ant!  t o  a c t  at. a  l i a i s o n  o f f i c e r  f o r  B u y e r  A n d
5 f ) k r  w i t h  t h "  f r i c r . i !  g o v e r n m e n t .  S u c h  d o a ig n a t i o n  r a y  be 

c h a n g e d  free- t i r e  t o  l im n  by i b  C > ; o l » £ i r s « r .

5>. * p m l i v c r y  c f  info?.-*.** i c n  t*« b r y e f .  f ^ l l t r  ft ha  1 1x   ̂ # -=r g  s - - i s n a M i -  ** -  • •  *- •

6 l i v ^ r  t o  b u y e r  w i t h o u t  c o a t  t o  f e l l e r  f u n l e s *  a n y  c o a t s  lw  S e l l « r  

l i n d e m n i f i e d  by  b u y e r )  v s t h i n  t h i r t y  0 0 )  d ay *  aft«*r t h *  l 

t itve P a t e ;
( i )  th« iw»*t r e c e n t  r e p o r t  i t  p o a s * * : ;* *  o r  e *n 

o b t a i n  f *«•■!» t h i r d  p a r t i e s  c o n c e r n in g  t h e  v o lu m e  t 
h y d r o t a r im in *  o r i g i n a l l y  i n  p l a c e  a?^J p v i r t i v r *  
f r a c t i o n ; *  t h e r e o f  vhic.'. w i l l  i.«? r e c o v e r e d  front t? •

P r u d h o e  b a y  u n i t  r e s e r v e * ,  a c c o  p a r . l e d  1 /  a n y
e t wd i o p .  tt 4 < - u  p e r t a i n i n g  t o  t . v i *  f e y i r t *

■JO*



( i i )  t h e  c o s t  r c c e r . t  a n t i c i p a t e d  p r o d u c t i o n  
s c h e d u l e s  c l  o i l ,  s o l u t i c n  g a s ,  gar, c a p  g a s  ar.d  c o n ­
d e n s a t e  i r .  i t s  p o s s e s s i o n  c r  o b t a i n a b l e  fron*. t h i r d  
p a r t i e s  o u t  c f  t h e  P ru d h o e  B a y  u r . i t  b y  y e a r ;  a r . d

( i i i j  t h e  m o st  r e c e n t  i n f o r m a t i o n ,  p r o j e c t i o n s  o r  
e s t i r - t e s  i r .  i t s  p o s s e s s i o n  o r  o b t a i n a b l e  from, t h i r d  
p a r t i e s  o f  a n t i c i p a t e d  c r u d e  o i l  d i s c o v e r y  ar.d p r o d u c ­
t i o n  i n  A l a s k a  d u r in g  th e  te r ra  o f  t h i s  A g r e c r .& n t .

L u r i n g  t h e  terr .  o f  t h i s  A g r e e m e n t ,  as r e a s o n a b l y  r e q u e s t e d  by  B u y e r  

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

S u b p a r a g r a p h s  ( i )  t h r o u g h  ( i i i )  o f  t h i s  A r t i c l e  5 . S .  C e r t a i n  i n f o r ­

m a t i o n  ar.d d o c u m e n t s ,  i n c l u d i n g  b u t  n o t  l i m i t e d  t o  w e l l  l e g s  a n d  

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

r e f e r r e d  t o  i n  A r t i c l e s  2 . 3  ar.d 2 . 4  r a y  b o  r e q u i r e d  b y  l e w  o r  r e g u ­

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

h e r e u n d e r ,  r o l l e r  u r . - e r s t a r . d e  a n d  a c k n o w le d g e s  t h e  i r s o r t t n c o  o f  

r e p o r t ; :  taker ,  f r c n  s u c h  d a t i  i n  s e c u r i n g  f i n a n c i n g  f o r  t h e  P e t r o ­
c h e m i c a l  F a c i l i t y ,  c r d  S e l l e r  a g r e e s  t o  u s e  I t s  b e s t  c ' f o r t a  t o  
o b t a i n  a n d  f u r n i s h  t o  i c y c r  a l !  s u c h  r c l c  'ar.t d a t a  a n d  r e p o r t s  a s  

r r q u ^ r . t e d  b y  B u y * r .  f e l l e r  a g r e e s  t o  r e t a i n ,  a t  B e y e r ' s  c o s t ,  

in d e p e n d e n t  c er . i  . I fc ar . t s  a c c e p t a b l e  ir B u y e r  t o  r e v i e w  c o n f i d e n t i a l  

t o  p r e p a r e  s u c h  u p d a t e  ) r e p o r t s  a n d  t o  s t a t e  s u c h  o p i n i o n s  t n  

r.*.y I .? r e a s o n a b l y  r * q . a » t *  1 b y  ar.d f u r n i s h e d  t o  !  u y e r  t o  t h e  e x t e n t  
p c re a ( t t<  i  h y  a ;  l a w  a n d  r e g u l a t i o n .  S a i l o r ' s  o b l i g a t i o n

u r . drr  t h i s  t « t s i o n  ir< f o r  t h e  |  arj  n s e  o f  a i d i n g  l iuy;*r ir o b t a i n i n g  
v ; . - t o - d a t e  i r . J ’V" a t i c : ,  so;** os a l ?  c f  v h i c h  n a y  h a v e  J e t ; ,  f u r n i s h e d  

t o  t e l l e r  b y  t h i r d  p a r t i t a *  a c c o r d i n g l y ,  r o l l e r  d oe r ,  r o t ,  : y  p r o v i d -



i n g  B u y e r  w i t h  t h o  i n f o r m a t i o n  s p e c i f i e d  i n  S u b p a r a g r a p h s  ( i )  t h r o u g h

( i i i )  , w a r r a n t  o r  r e p r e s e n t  t h e  a c c u r a c y  o f  r.uch i n f o r m a t i o n ,  n o r  

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

c o n d i t i o n s  o r  p r o j e c t i o n s  c o n t a i n e d  i n  t h e  i n f o r m a t i o n  p r o v i d e d .
A R T I C L E  V I  

Q U A L I T Y

6 . 1  S t a n d a r d . T h e  o i l  t o  b o  d e l i v e r e d  b y  S e l l e r  t o  B u y e r  

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

■ o i l  d e l i v e r e d  b y  t h e  w o c h i n g  i n t e r e s t  o wn e r s  f r o n  tr.e L e n s e s  

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

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

p a r t i c u l a r  u s e  o r  p u r p o s e s ,  o r  o t h e r w i s e  o f  ar.y o i l  t o  b e  d e l i v e r e d  

t o  B u y e r  u n d e r  t h i s  A g r e e m e n t .  T h e r e  a r e  n o  w a r r a n t i e s ,  r e p r e s e n ­

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

b e y o n d  t h e  d e s c r i p t i o n  o f  t h e  o i l  i r .  t h i s  A r t i c l e  V I .
A R T I C L E  V I I  

y.EASt'P.Er'LNTS R^O T E S T S
7 . 1  T o m  i n g  S t a n d a r d s  a r.d P r o c r d a r e s .  T h a  q u a n t i t y

a n d  q u a l i t y  o f  th o  c r u d e  o i l  s o l d  a n d  p u r c h a s e d  f r o o  t h e  L e s s e n  

s h a l l  h e  t l e l e r n i n a d  at L e s s e e s '  A . C . V .  r o t o r s  a t  1»um? S t a t i o n  tJo 5 ;

I r u d h o o  B a y ,  A l a s k a .  T h e  q u a n t i t y  a n d  q u a l i t y  o f  f c V  c r u d e  

o ! l n o l d  a n d  p u r c h a s e d  f r o n  t h e  o t h e r  l e a s e s  s h a l l  b e  

d e l e  m i n e d  at. t h e  / o a n e e ' n  p o i n t  o f  d e l i v e r y .  A l l  rcwwwrorftntH 

h e r e u n d e r  s h a l l  r e p r e s e n t  o n e  h u n d r e d  p e r c e n t  1100*%) v o l u r v ,  

c o n s t  f i l i n g  o f  U n i t e d  S t a t e n  b a r r e l s  o f  f o r t y - t w o  C42) q a l l o n n #  
l ! rt q u a n t i f y  a n d  g r a v i t y  o f  w h i c h  s h a l l  b e  a d j u s t e d  t o  a 
t e  jvt ^ u r c  r»f n l x i y  tfegrent* ( O r,l r«»hron\<* 1 1  .  b u l l  d ^ l i c l i o n



s h a l l  b e  made  f o r  a l l  b a s i c  s e d i m e n t  a n d  wat er  c o n t e n t  a c c o r d i n g  t o  

t h e  ASTM S t a n d a r d  M e t h o d  t h e n  i n  e f f e c t .  U n l e s s  a g r e e d  o t h e r w i s e  
b e t w e e n  B u y e r  ar.d S e l l e r  o r  s e t  f o r t h  h e r e i n ,  p r o c e d u r e s  f o r  m e a s u r ­

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

a c c o r d a n c e  w i t h  s t a n d a r d  o i l  f i e l d  p r a c t i c e s .  P r o c e d u r e s  f o r  rncter**^ 

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

o i l  f i e l d  p r a c t i c e s  i n  e f f e c t  a t  P r u d h c e  B a y ,  A l a s k a .  A t  t h e  d i r e c t i o n
eo f  B u y e r ,  S e l l e r  s h a l l  d i r e c t  t h e  L e s s e e s  o r  l e s s e e s  t c  t e s t  t h e  a c ­

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

v i s i o n s  o f  t h e  P r u d h o e  B a y  U n i t  A g r e e m e n t  o r  a n y  o t h e r  a g r e e m e n t  b e t w e e n  

S e l l e r  a n d  L e s s e e s  o r  l e s s e e s  p e r m i t  S e l l e r  t o  r.ake s u c h  r e q u e s t .  N o t i c e  

o f  t h e  t i m e  a n d  n a t u r e  o f  e a c h  t e s t  o f  L e s s e e s '  o r  l e s s e e s '  m e a s u r i n g  

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

p e r m . i t  c o n v e n i e n t  a r r a r . g c - . e n t  f o r  B u y e r ' s  r e p r e s e n t a t i v e  t o  L»o p r e s e n t .  
T e s t s  a n d  a d j u s t m e n t s  s h a l l  b e  m a d e  i n  t h e  p r e s e n c e  o f  r e p r e s e n t a t i v e s  

o f  B u y e r  i f  p r e s e n t  a t  t h e  t i n e  s c h e d u l e d  fo. -  s u c h  t e s t  a n d  a d j u s t m e n t .  
A t  B u y e r '0 e l e c t i o n  ar.d s u b j e c t  t o  o b t a i n i n g  t h e  p e r m i s s i o n  o f  a n y  

n e c e s s a r y  t h i r d  p a r t i e s .  B u y e r  r a y  a l s o  i n s t a l l  e q u i p m e n t  t o  m e a s u r e  

c r  g a u g e  a l l  o i l  r e c e i v e d  b y  B u y e r  he  rcur .dc  r a t  t h e  P o i n t  c f  D e l i v e r y ,  

a n d  B u y e r  s h a l l  h e a r  t h e  e n t i r e  a c q u i s i t i o n ,  c a l l h r . - . t i c n ,  r t l n t o n a r . e e  

f i nd o p e r a t i n g  c o n t  o f  a n y  x.uch l o a d i n g ,  r t a s u r l r j  o r  t e s t i n g  e q u i p m e n t

r e q u i r e d  b y  B u ^ c r .

7 . 2  D e l i v e r y  o f  C r u d u  O i l  Si p l e a  b y  ‘ . U p o n

r e a s o n a b l e  r e q u e s t  b y  B u y e r ,  S e l l e r  a t  i tr .  c o . , t  t»h*l l  u * ! l i ? e  i t a  

b e s t  e f f o r t s  t o  a ? d  B u y e r  i n  o b t a i n i n g  a r c p r c s a n t a t i v e  a * p l c  o f  
©r.« b a r r e l  o f  cr-d«* o i l  t a k o n  at  V a l c l o ; * ,  A l a s k a ,  ir;  c ; C « :  fa r  I»uy«*r
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t o  p e r f o r m  sr. a s s a y  t o  a n a l y z e  t h o  c o m p o s i t i o n ,  g r a v i t y ,  s u l p h u r
c o n t e n t  a n d  o t h e r  c h a r a c t e r i s t i c s  c* s u c h  c r u d e  o i . l  s a m p l e .  I f

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

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

u n d e r  t h e  L e a s e s  o r  l e a s e s .  S e l l e r  s h a l l  p r o v i d e  B u y e r  c o p i e s  o f  a l l

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

A R T I C L E  V I I I  

P R I C E

6 . 1  P r i c e .
8 . 1 . 1  P r i c e  o f  O i l  D e l i v e r ed C u t  c f  th o  L e a s e s .  As 

t o  o i l  s o l d  ar .d  d e l i v e r e d  h e r e u n d e r  o u t  o f  t h e  L e a s e s ,  t h e  p r i c e  to  

fco p a i d  b y  B u y e r  t o  S e l l e r  s h a l l  be e q u a l  t o  th e  sum t h e  S e l l e r  w o u ld  

h a v e  r e c e i v e d  f ro m  t h e  l e s s e e s  had  S e l l e r  r e c e i v e d  i t s  r o y a l t y  i n  

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

h e r e u n d e r  a s  i t s  r o y a l t y  i n  k l r . d  ( a m o u n t ) .  S e l l e r  a n d  b u y e r  r c c c j -  

r . t r e  t h a t  t h e  m eth o d  an d  b a s i s  o f  c o m p u t in g  t h e  r o y a l t y  d e e  S e l l e r  

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

l i t i g a t i o n  among t h e  S e l l e r  amd i t - .  L e s s e e s ,  s a i d  l i t i g a t i o n  L c - l r g  

e n t i t l e d  S t a t e  o '  A l a s k a #  c t .  a l .  v c .  / . r c r a d a . l ie c n  C o r p .  c t  * 1 . ,

( : : o .  C A  7 7 - 6 : 7 ,  S u p e r i o r  C o u r t  o f  t h e  S t a t e  o f  A l a s k a ,  h i m  J u d i ­

c i a l  D i s t r i c t  « t  J u n e a u ) . P e n d in g  r e s o l u t i o n  o f  s a i d  d i s p u t e  am org  

S e l l e r  a n d  L e s s e e s ,  b y  j u d i c i a l  d e c i s i o n  o :  c a t t l n r e n t  i n  t h e  a t o . e -



r e f e r e n c e . 4, c a s e ,  t h e  i n  v a l u e  r o y a l t y  u n d e r  t h e  L e a s e s ,  a n d  t h e r e ­

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

E x h i b i t  " 3 M, a t t a c h e d  h e r e t o  a n d  by r e f e r e n c e  made a p a r t  h e r e o f .  

A f t e r  s u c h  t i m e  a s  s a i d  d i s p u t e  s h a l l  bo  r e s o l v e d  am o ng  S e l l e r  ar.d 

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

r e s o l u t i o n ,  j u d i c i a l  o r  o t h e r w i s e .  S e l l e r  a n d  B u y e r  e x p r e s s l y  
r e c o g n i z e  t h a t  a d j u s t m e n t  i n  p r i c e s  p r e v i o u s l y  p a i d  n a y  b e  n e c e s s a r y  

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

w i t h  i n t e r e s t ,  p u r s u a n t  t o  t h e  a p p l i c a b l e  p r o v i s i o n s  o f  A r t i c l e  I X .  

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

w h i c h  a r c  r e i m b u r s a b l e  b y  B u y e r  t o  S e l l e r  u n d e r  A r t i c l e  8 . 2 ,  hov/-  

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

c o n s e n t e d  i n  a d v a n c e  t o  s u c h  s e t t l e ,  a r t .
8 . 1 . 2  P r i c e  o f  O i l  S o l d  Ur,d r r A r t i c l e  2 . 3 .  O i  1

c o l d  p u r  s u n n t  t o  t h e  p r e v i s i o n s  o f  A r t i c l e  2 . 3  s h a l l  be  t h e  same

l o w e r  p r i c e  o n  t h e  same t e r n s  a n d  c o n d i t i o n s  a s  S o l  l e t  i n  p r o p o s i n g  

t o  o f f e r  such.  o i l .
8 . 1 . 3  P r i c e  o f  O H  S c i d  U n d e r  A r t i c l e  2 . 4 .  T h e

p r i c e  o f  t h e  o i l  swf.d p u r s u a n t  t o  t h e  p r o v i s i o n s  o f  A r t i c l e  2.*'*

s h a l l  h o  t h e  g r e a t e r  o f  ( i )  t h o  ! M  a n d  h i g h e s t  p r i c e  o f f e r e d  b y  

a bo na  f i d e  o f f e r o r  f o r  a l i k e  c y c l U y  nr.d q u a n t i t y  t>f t h e  c r u d e  

o i l  t o  b e  p r v l u c c d  f r t  ' :• jcI  l<-n*.«’  o u t  o f  w h i c h  o i l  jr .  b e i n g  
( l c ? l i v p f i i }  o r  ( i i )  a p r i c e  * ; u a l  t o  t h e  r*v« S e l l e r  w o u l d  h a v e  r e -

9

c e i v r d  f r o ; -  i t a  les:i*je? o r  l e s n e r a  h a d  S e l l e r  r e c e i v e d  it*- r o y a l t y  

i n  v.»lwrt i n s t e a d  o f  t a k i n g  t h e  q u a n t i t y  o f  r o y a l t y  o i l  d e l i v e r e d
h e r  curt-? v? r*. I t t .  r & y - i l t y  i n  h i n d  ( a m o u n t ) .



c . 2 R e im b u r s e :  . an t. c f  C e r t a i n  C o s t s  o C  F e l l e r .  I n  a d d i -
•

t i o n  t o  t h e  p r i c e  s t a t e d  i n  A r t i c l e  8 . 1 ,  B u y e r  s h a l l  a l s o  r e i m b u r s e  

S e l l e r  f o r  S e l l e r ' s  p r o  r a t a  s h a r e  c f  ( i )  a n y  b a s i c  s e d i m e n t  a n d  

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

r e s u l t  o f  S a i l e r ' s  e l e c t i o n  t o  t a k e  i t s  r o y a l t y  o i l  i n  k i n d ;  ar.d

( i i )  ar.y e t h e r  d i r e c t  c o s t s  r e a s o n a b l y  i n c u r r e d  a n d  p a i d  b y  S e l l e r  

w h i c h  w o u l d  n o t  h a v e  b e e n  i n c u r r e d  b y  S a i l e r  h a d  t h o  S e l l e r  t a k e n  

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

A r t i c l e  8 . 2  ( i )  a n d  ( i i )  were  n o t  p r e v i o u s l y  r e f l e c t e d  i n  a p p l i c a b l e  

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

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

S e l l e r  b y  r e a s o n  o f  S e l l e r ' s  t a k i n g  r o y a l t y  o i l  i n  k i n d ;  s u c h  b e s t  

e f f o r t s  s h a l l  i n c l u d e  b u t  n o t  b e  l i m i t e d  t o  l i t i g a t i o n  i n  c o o p i - r a -
V Onj .  p i  J

i i n  b u y e r ,  a t  B u y e r ' r .t i o n  v ; i t n  b u y e r ,  a t  b u y e r ' r. c o s t ,  t o  t h e  e x t e n t  n e c e s s a r y  to  
A

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

h o w e v e r ,  t h a t  S e l l e r  s h a l l  i n  n o  c ve r . t  b e  r e q u i r e d  t o  a d v o c a t e  l e g .  l  

p o s i t i o n s  o r  a d o p t  l e g a l  s t r a t e g i c s  w h i c h  i t ,  i n  i t ; ;  d i s c r e t i o n ,  d  _\v.s 
contrary tr, i t s  c x n  i n t e r e s t s ,  ir.  a n y  suck l i t i g a t i o n .  S e l l e r  a t  t h i s  

d a t e  d o e s  r.ot know o f  a n y  p o t e n t i a l  c o s t : ,  t o  b e  i n c u r r e d  b y  i t  a s  a 
r e s u l t  o f  i ! *  t a k i n g  i n  k i n d  r . i l h v r  t h a n  i n v n l u e  o t h e r  I h  »n t h o  

c o s t s  s t i p u l a t e d  i n  A r t i c l e  a b o v e .
f . l  J T a k i r . g i n  V a l u e  b y  S e l l e r .  I n  o r d e r  t o  j

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

a t a l l  t im s d u r i n g  th>.» t* c*f t h i ; .  Agr* t t o  t a k e  a;*.! r e c e i v e  

i n  v a l u e  r .  t h e r  th. i r .  i n  k i n d  th< r i n l r a  n u m b e r  o f  b a r r e l s  e t r  d  i v
• J

r e q u i r e d  t o  o b t a i n  a r e p o r t  o f  t h e  i n - v a H e  p r i c e  f r o n  o f . t h  l v - V '  r .
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£ . 4  F e d e r a l  P r i c e  P e c u l a t i o n .  I n  t h e  e v e n t  a  m a x i m u . '
■ ■■■■■ .  .      -

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

t h a n  t h e  p r i c e s  e s t a b l i s h e d  u n d e r  t h i s  A r t i c l e  V I I I  a b o v e ,  t h e n  

B u y e r  s h a l l  p a y  t h e  S e l l e r  t h a t  m a x i m u m  p r i c e  f o r  r o y a l t y  o i l  d e l i ­

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

e f f e c t .

A R T I C L E  I X

p a y : : e : : t 3  a : : j  . •c c o u i : t i ; : g

5 . 1  B i l l i n g . S e l l e r  s h a l l  f u r n i s h  B u y e r  m o n t h l y ,  o n  o r  

b e f o r e  t h e  t e n t h  ( 1 0 t h )  b u s i n e s s  d a y  o f  e a c h  m o n t h  a f t e r  t h e  f i r s t  

f u l l  m onth  o f  d e l i v e r y  o f  c r u d e  o i l ,  a  s t a t e m e n t  o f  a c c o u n t  o f  a l l  

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

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

m a t i o n  a v a i l a b l e  t o  S e l l e r ,  t h e  p r i c e  o r  p r i c e r ,  a p p l i c a b l e  t h e r e t o  

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

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

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

B u y  -  b a s e d  c o o n  t h e  v a l u e s ,  r e c e i p t s ,  c o s t s  a n d  c o m p u t a t io n s  r c ~
^ l»y -Ak» -thr t *U f d  Vr <», 4rhVJri 0 i  J V,J

p o - t o d  1^— »>!-"■•-» r .. ,r  ̂ t o  S e l l e r ^  s e l l e r  s h a l l  t h e r e a f t e r  a d j u s t  

i t ; ;  i n i t i a l  b i l l i n g s  p u r s u a n t  t o  A r t i c l e  9 . 9 .  B u y e r  a n d  i t s  

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

1 i s i r e r . s  h o u rs ;  t o  S e l l e r ' * ;  b o o k s  ar.d  r e c o r d s  p a r t  inenfc  t o  t h i s .

Ag**< *r»>r.t t o  <!?'.( r n l r . rt th o  c o r r e c t n e s s  o f  t h e  b i l l i n g s  t>r S e l l e r  

t o  t h e  e x t e n t  nob c o n t r a r y  t o  1.



9 . 2  P a y m e n t : .  B u y e r  s h a l l  m a k e  p a y m e n t  o r .  o r  b e f o r e  t h e  

t v ; e n t y - f i f t h  d a y  o f  t h e  c a l e n d a r  m o n t h  i r .  v / h i c h  s u c h  s t a t e m e n t  i s  

r e n d e r e d  o r  f i f t e e n  ( 1 5 )  d a y s  a f t e r  r e n d i t i o n  o f  t h o  i n v o i c e  c a l l e d  

f o r  i n  A r t i c l e  9 . 1 ,  w h i c h e v e r  i s  l a t e r ,  b y  d i r e c t  w i r e  t r a n s f e r  o f  

f e d e r a l  r e s e r v e  f u n d s  t h r o u g h  t h e  F e d e r a l  R e s e r v e  B a n k  w ; . r c  t r a n s f c  

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

d e s i g n a t e  u p o n  s e v e n  ( 7 )  d a y s '  p r i o r  w r i t t e n  n o t i c e :

B a n k  o f  A m e r i c a ,  N T  £ S A  
S a n  F r a n c i s c o ,  C a l i f o r n i a  
S e c u r i t i e s  D e p a r t m e n t  3 2 5 5  
C r e d i t  t o :  S t a t e  o f  A l a s k a

I n v e s t m e n t  A c c o u n t

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

t h e  s a m e  m a n n e r .  I f  p a y m e n t  i s  t o  b e  m a d e  o n  a  S a t u r d a y ,  S u n d a y  

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

s h a l l  b e  m a d e  o n  t h e  n e x t  f o l l o v / i n g  b u s i n e s s  d a y .

9 . 3  R i l l i n g  D i s p u t e s .  S h o u l d  a n y  p o r t i o n  o f  t h e  a c c o u n t  

f u r n i s h e d  t o  E a y o r  b y  S e l l e r  h e  d i s p u t e d  i n  g o c d  f a i t h ,  B u y e r  a r . d  

S e l l e r  a g r e e  t o  m u t u a l l y  a r r i v e  a t  a  f a i r  a n d  e q u i t a b l e  r e s o l u t i o n  

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

s o  d e t e r m i n e d  t o  b e  d u e  t o  S e l l e r  w i t h i n  f i f t e e n  ( 1 5 )  d a y s  a f t e r  

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

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

A r t i c l e  I X .

9 . 4  I  * • -  : n t  C h a r g e ,  i f  i y o *  f a i l s  i t -  * : ’•.<• t i m e l y  

p a y m e n t  t *> S e l l e r  o f  a r . y  a m o u n t  d u e  t n a o r  t h i s  f . j v o c ;  r . t  ,  i n c l u d i n g



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

t o  b e  v a l i d l y  o w i n g ,  o r  i f  B u y e r  i s  r e q u i r e d  t o  p a y  a n d  d o e s  p a y  a n y

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

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

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

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

a n n u m  e q u a l  t o  t h e  p r i m e  r a t e  t h e n  b e i n g  c h a r g e d  b y  C h e m i c a l  B a n k

o f  N e w  Y o r k ,  N e w  Y o r k ,  p l u s  o n e  a r . d  o r . c - q u a r t e r  p e r c e n t  ( 1 - 1 / 4 1 )

p e r  a r . n u r . ,  o r  ( i i )  t h e  m a x i m u m  l a w f u l  r a t e  o f  i n t e r e s t  p e r  a n n u m

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

9 . 5  A d j u s t m e n t s  t o  B i l l i n g s .  E a c h  m o n t h  S e l l e r  s h a l l

a d j u s t  i t s  s t a t e m e n t  o f  a c c o u n t s  t o  r e f l c p t  t h e  a c t u a l  a m o u n t s• «
d e l i v e r e d  a n d  t h e  p r i c e  o r  p r i c e s  a p p l i c a b l e  t h e r e t o .  S e l l e r  s h a l l  

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

n e c e s s i t a t e d  a s  a  r e s u l t  o f  ( i )  a  f i n a l  j u d g m e n t  o r  s e t t l e m e n t  

e n t e r e d  i n  c e r t a i n  p e n d i n g  l i t i g a t i o n  b e t w e e n  S e l l e r  a n d  t b c  L e s s e e s  

s t y l e d  S t a t e  o f  A l a s k a ,  c t  a l .  v s .  A m e r a d a  N e a r .  C o r p o r a t i o n ,  c t  a ! . .  

N o .  C A  7 7 - 8 4 7 ,  i n  t h e  S u p e r i o r  C o u r t  o f  t h e  S t a t e  o f  A l a s k a ,  E i r : . t  

J u d i c i a l  D i s t r i c t  a t  J u n e a u ;  ( i i )  a d j u s t m e n t *  n e c e s s i t a t e d  a s  a
( Or- letter J J

r e s u l t  o f  t h e  f i l i n g  w i t h  t h e  S e l l e r  b y  th e  L e a s e e s  o f  m ore c u r r e n t
A

r e p o r t : :  a p p l i c a b l e  t o  t h e  b i l l i n g  p e r i o d  i n  q u e s t i o n ;  ( i i i )  a c t u a l  

a d j u s t m e n t s  n e c e s s i t a t e d  a s  a r e s u l t  o f  c h a n g e s  t o  v a l u e * ,  r e c e i p t s ,
( o* i o j r r j j

c o s t s  a n d  c o m p u t a t i o n s  j n 'o v l o u o l y  r e p o r t e d  b y  th>* L e s s e e s  and u t i -
A

1 i z e d  b y  S e l l e r  on  a  b a s i s  f o r  b i l l i n g  u n d e r  A r t i c l e  9 . 1 ,  i l  o u c h

a d j u s t m e n t s  a r c  b a s e d  upon a c t u a l  I n t e r  u e v e r a n c o  t a x  o r  r o y a l t y
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( o r  Ir  J
o i l  p a y m e n t s  b y  o r  r e f u n d s  t o  t h e  L c c c c a s ;  o r  ( i v )  a d j u s t m e n t s  r e -

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

. o f  i r  s s c c s  " o r * o f ^ S c H e r ;  p r o v i d e d ,  h o w e v e r ,  t h a t  r .o  a d j u s t m e n t s ,  

w h e t h e r  c r e d i t s  o r  d e b i t s ,  u n d e r  A r t i c l e s  9 . 5 ( i i )  t h r o u g h  9 . £ ( i v )  

s h a l l  b a  made b y  S e l l e r  o r  dem anded b y  B u y e r  m ore  t h a n  t w e l v e  (1 2 )  

m o n th s  a f t e r  b i l l i n g  e x c e p t  a s  t o  r a t t e r s  w h ic h  a r c  t h e  s u b j e c t  o>.

(> ) p e n d in g  l i t i g a t i o n  by  c i t h e r  p a r t y ,  ( y )  p e n d in g  r e g u l a t o r y  p r o ­

c e e d i n g s  ( o r  a p p e a l s  t h e r e o f )  w h e t h e r  o r  n e t  S e l l e r  o r  B u y e r  i s  a 

p a r t y  t h e r e t o ,  o r  ( r )  b o n a  f i d e  a u d i t s  b y  S e l l e r  v / h ic h  a u d i t s  h a v e  

b e e n  t e r m i n a t e d  o r  c o m p le t e d  b y  S e l l e r  w i t h i n  t w e l v e .  ( 1 2 )  m o n th s

a f t e r  i n i t i a t i o n  o f  s a m e .

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

a d j u s t m e n t s  t o  a n y  b i l l i n g  u n d e r  t h e  p r o v i s i o n s  o f  t h i s  A r t i c l e  9 . 5  

b y  S e l l e r  r e d o  m o re  t h a n  s i x t y  (CO) d a y s  a r t c r  s u c l*  b . l l i n g  w a s  

i n i t i a l l y  r e n d e r e d  s h a l l  b e  p a i d  to  o r  r e f u n d e d  by  B u y e r  o r  S e l l e r  

o v e r  t h e  ca m s  p e r i o d  o v e r  w h i c h  r .u c h  a d j u s t m e n t s  a c c r u e d  o r  t h i r t y -  

s i x  ( 3 6 )  m o n t h s ,  w h i c h e v e r  i s  l o n g e r ,  b e g i n n i n g  w i t h  t h e  f i r s t  p a y ­

m e n t  n e x t  f o l - c w i n g  t h e  d a t e  s u c h  a d ju s t m e n t  bar . b e e n  d e t e r s  i r .^ d ;  

p r o v i d e d ,  h o w e / o r ,  r .o  r .u c h  p a y m e n t  w x t o n s  or. p e r m i t t e d  h e r .  u n d e r  

r . h a l )  e x t e n d  bc-yor.d t h e  t e r n  r l l p u l a t v d  i n  A r t i c l e  1 0 . 1 ,  ar.d a c c o r d  

i r . g l y  t h e  f u l l  t a l a r . e e  o f  a n y  u n p a id  a t ) j u n t n c n t s  r d m l l  hi'ccr.v  d u e  

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

9 . 6  C a n c e l l a t io n  i r .  t  -e ■» c.f_ n f . y  ■ »* . E x c e p t  f o r  

a m o u n t  ft d i r .p u  to d  J r .  g o o d  f a i t h ,  s h o u l d  B u y e r  f a i l  t o  raV .e  ar.y  p .- y -  

r o r . t .  d u e  t o  r o l l e r  u n d e r  t h i n  A g re e m e n t  ( i )  \ ‘ l t h i n  s i x t y  (6 0 )  d . iy n
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f r o n  th e  d a t e  s a i d  p aym ent i s  a u a  o r  ( i i )  w i t h i n  t h i r t y  (3 0 )  d a y s  

frorr . t h e  d a t e  t h a t  S e l l e r  g i v e s  w r i t t e n  n o t i c e  o f  n o n - p a y n e n t  to  

B u y e r  i r .  t h e  m anner p r o v id e d  i n  A r t i c l e  l £ . l  h e r e in b e lo w  ( e x c e p t  

t h a t  s a i d  n o t i c e  s h a l l  be d i r e c t e d  to  th e  a t t e n t i o n  o f  th e  P r e s i d e n t  

o f  B u y e r ) ,  w h ic h e v e r  o c c u r s  e a r l i e r ,  t h i s  A g re e m e n t  s h a l l  a u t o m a t i ­

c a l l y  be c a n c e l l e d .

A R T IC L E  X 

T E R M

1 0 .1  T e r r . . S u b j e c t  to  t h e  f u r t h e r  p r o v i s i o n s  o f  A r t i c l e s

1 0 .2  and 1 0 .3  t h i s  A g re e m e n t  s h a l l  become e f f e c t i v e  on th e  E f f e c ­

t i v e  D a te  and  e x c e p t  a s  e x te n d e d  by A r t i c l e  XV h e r e o f  s h a l l  c o n t i n u e  

ar.d  r e m a in  i n  f o r c o  and e f f e c t  f c r  a p e r i o d  o f  t w e n t y - s e v e n  (2 7 )  

y e a r s  f r o n  th e  E f f e c t i v e  D a t e .

1 0 .2  T e r m i n a t i o n  b y  S e l l e r .  T h i s  A g re e m e n t  s h a l l  t o r r i -— — ■ ■ ■» ■ ■ i i ^— — . ■ ■

n o t e  upon f a i l u r e  o f  B u y e r  t o  t a k e  e a c h  and e v e r y  cn o  o f  t h e  f o l l o w ­

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

e x t e n s i o n s  p r o v id e d  f o r  i n  t h i s  A r t i c l e  1 0 . 2 :

( 1 )  t . i t h i r ,  s i x  ( 0 )  m o n th s  o f  t e r  t h e  E f f e c t  tv..- D i t c :

( a )  A c t u a l l y  e xp e n d  a t  le -  r . t  Two M i l l i o n  D o l l a r s  
( 5 2 , 0 0 0 , 0 0 0 . SO) i n  T o t a l  P r o j e c t  C o s t s .

(b )  N e g o t i a t e  w i t h  i n t e r i n  l e n d e r s  ar.d o b t a in
c  c m  i  t r e a t  to  p r o v i d e  f u n d s  d e e ro d  n e c e s s a r y  by  B u y e r  
f o r  o r g a n i z a t i o n a l  c o s t s  ar.d i n i t i a l  d e s ig n  c o s t s  o f  
t h e  P e t r o c h e m i c a l  F a c i l i t y .

( c )  C o r r .e r .c e  p l a n n i n g  f o r  o p t i m i z a t i o n  o f  d e s ig n  
o f  t h e  P e t r o c h e m i c a l  F a c i l i t y .



(d )  N o t i f y  S e l l e r  o f  B u y e r ' s  .r i / vu l  s e l e c t i o n  o f  
s i t e  l o c a t i o n ,  s u c h  n o t i f i c a t i o n  to  be a c c o m p a n ie d  c r  
p r e c e d e d  by  s i t e  s t u d i e s  and re c o m m e n d a t io n s  b a s e d  on 
p r e l i m i n a r y  e n g i n e e r i n g ,  i n c l u d i n g  c o m p r e s s io n  t e u t s  
ar.d c o s t  e s t i m a t e s  o f  i n f r a s t r u c t u r e ,  o f f  s i  to  ar.d 
m a r in e  f a c i l i t i e s .

T h e  C o . "  i  s s i o r . e r  may e x t e n d  t h e  a b o v e  s i x  (6 )  m onth p e r i o d  a s  t o

A r t i c l e s  1 0 . 2 ( 1 ) ( b ) ,  ( c )  and (d )  t h i r t y  (3 0 )  d a y s ,  b u t  o n l y  i n  t h e

e v e n t  B u y e r  h a s ,  p r i o r  t o  s u c h  e x t e n s i o n , f u l f i l l e d  t h e  r e q u i r e m e n t s

o f  A r t i c l e  1 0 . 2 ( 1 ) ( a ) .

( 2 )  W i t h i n  t w e l v e  ( 1 2 )  m o n t h s  a f t e r  t h e  E f f e c t i v e  D a t e :

( a )  A c t u a l l y  e xp e n d  a t  l e a s t  T h r e e  . M i l l i o n  D o l l a r s
( 3 3 , 0 0 0 , 0 0 0 . 0 0 )  i n  T o t a l  P r o j e c t  C o s t s .

( 3 )  W i t h l r .  e i g h t s  ; r .  ( 1 8 )  m o n t h s  a f t e r  t h e  E f f e c t i v e  D a t e :

( a )  E xp e n d  r r  co m m it t o  e xp e n d  o r  c a u s e  c o n t r a c t u ­
a l l y  bound t h i r d  p a r t i e s  t o  e xp e n d  o r  com m it t o  e xp en d  
a t  l e a s t  T e n  M i l l i o n  D o l l a r s  ( 3 1 0 , 0 0 0 , 0 0 0 . 0 0 )  i n  T o t a l  
P r o j e c t  C o s t s .

(b )  N e g o t i a t e  s a l e  t e r m s  w i t h  p r o s p e c t i v e  p u r ­
c h a s e r s  o f  p r o d u c t s  f r o n  t h e  P e t r o c h e m i c a l  F a c i l i t y ;  
d c l i n e a t o  p r o d u c t  r e q u i r e m e n t s ,  p r o d u c t io n  r a t i o s  and 
q u a n t i t i e s  f o r  t h e  r a n g e  o f  p r o d u c t s  t o  be p r o d u c e d  
f r o n  th*r P e t r o c h e m i c a l  F a c i l i t y ;  ar.d  d r a f t  c o n t r a c t s  
f o r  t h o  s a l e  o f  p r x i u c t r .  f r e .n  t h e  P e t r o c h e m i c a l  
F a c i l i t y .

( c )  E n t e r  i n  o c o n t r a c t s  f o r  t h e  r a l e  o f  A t  l e a n t  
s e v e n t y  p e r c e n t  (7  t )  r f  t h e  p r o d u c t  o u t p u t  f r o n  t h e  
P c t i o c h u n i c n 1 F a c i  i t y .

(d )  O b t a in  o r  c a u s e  c o n t r a c t u a l l y  L o u n d  t h i r d  
p a r t i e s  t o  o b t a i n  w i t t e n  c o m m itm e n ts  t o  l e n d  o r  i r . v o a t
a t  l e a s t  O re  B i l l i o n  F i v e  l iu r .d r*  J  M i l l i o n  ( 3 1 ,  ‘* 0 3 , 0 0 3 , C 0 0 .C O ) 
i n  t h e  a g g r e g a t e  f o r  p a y m e n t  o f  T o t a l  P r o j e c t  C o s t s .

(u) O b t a in  « co m m itm e n t o r  comm I t r - s n t s  f o r  i n t e r i m  
f i n a n c i n g  f o r  th o  c o n s t r u c t i o n  o f  th o  P e t r o c h e m i c a l  
F a c i  l i t * / .

( f )  C o m p le te  and f i l e  An E n v i r o n m e n t a l  Im p a c t  
A s s e s s m e n t  c n  t h e  P e t r o c h e m i c a l  F a c i l i t y .
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(g )  C o m p le te  ar.d f i l e  a l l  m a t e r i a l  s t a t e ,  l o c a l  ar.d 
f e d e r a l  p e r m i t  a p p l i c a t i o n s .

(h )  C o m p le te  p l a n t  d e s ig n  ar.d o p t i m i s a t i o n  n e c e s s a r y  
to  o b t a i n  a d e f i n i t i v e  p r o j e c t  c o s t  e s t i r  : t e  ( " d e f i n i t i v e "  
m e a n in g  a c o o t  e s t i m a t e  c o n t a i n i n g  no r c r e  th a n  f i f t e e n  
p e r c e n t  (1 5^ ) v a r i a n c e  i n  a n t i c i p a t e d  c o s t s ) .

T h e  C o m m is s io n e r  r a y  e x t e n d  t h e  a b o ve  e ig h t e e n  (1 6 )  n o r . t h  p e r io d  a s

t o  a n y  one  o r  m ore  o f  t h e  c r i t e r i a  c r  e v e n t s  s t a t e d  i n  A r t i c l e s

1 0 . 2 ( 3 ) (a )  t h r o u g h  (h )  s i x  (6 )  m o n th s .

(4 )  W i t h i n  t w e n t y - f o u r  (2 4 )  m o n th s  a f t e r  th e  E f f e c t i v e

D a t e :

( a )  Expo nd  o r  co m m it t o  e xp en d  c r  c a u s e  c o n t r a c ­
t u a l l y  bound t h i r d  p a r t i e s  t o  e xp e n d  o r  com m it t o  e xp e n d  
a t  l e a s t  Or.a H u n dred  . S i l l i e r .  C o l l a r s  ( 5 1 0 0 ,0 0 0 ,9 0 0 .0 0 )  
i r .  T o t a l  P r o j e c t  C o o t s .

Th o  C o m m is s io n e r  r a y  e x t e n d  t h e  a b o v e  t w e n t y - f o u r  (2**) m onth p e r i o d

a s  t o  th o  a t t a i n m e n t  o f  t h e  c r i t e r i a  s t a t e d  i n  A r t i c l e  1 C .7 ( 4 )  ( a )

s i x  (6 )  m o n th s .

( j ) W i t h i n  t h i r t y  (3 0 )  m o n th s  a f t e r  th e  E f f e c t ; * . ?  C a t v :

( a )  E x e c u t e  d e f i n i t i v e  d o c u m e n ts  r e l a t i n g  to  th e  
l o n g - t e r m  lo . i r .  o f  f u n d s  f o r  t h e  P e t r o c h e m ic a l  S ' a c i l l t y .

(b )  Commence c o n s t r u c t i o n  o f  t h e  P e t r o c h e m ic a l  
F a c i l i t y .

T h e  C o m m is s io n e r  may e x t e n d  th o  a b o v e  t h i r t y  (3 0 )  m onth  p e r  le u  on to  

o n e  o r  r a r e  o f  t h e  e v e n t s  o r  c r i t e r i a  s t a t e d  i n  A r t i c l e *  1u . 2 ( ' j ) ( . i ) 

ar .d  ( t )  a b o v e  r. I/ .  (C )  m o n th s .

( 6 )  W i t h i n  t h i r t y - n i x  (3 0 )  m o n th s  a f t* ' .-  t h e  E f f e c t i v e  h r t j :

( a )  Exp e n d  o r  co m m it t o  e xp e n d  o r  c a u s e  c o n t r a c t u ­
a l l y  bound t h i r d  p a r t i e s  to  e xp e n d  o r  com m it t o  cx*K*r.d 
a t  l e a s t  S i x  H undred  M i l l i o n  C o l l a r s  ( 5 0 0 0 ,0 0 0 ,0 0 0 .0 0 )  
i n  T o t a l  P r o j e c t  C o a t t .
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Th e  C c r - n i s o io , . e r  tray  e x t e n d  t h e  a b o v e  t h i r t y - s i x  { 3 C) n o n th  p e r io d  

a s  to  th e  a t t a in m e n t  o f  t h e  c r i t e r i a  s t a t e d  i n  A r t i c l e  1 0 . 2 ( 6 ) (a )  

s i x  (6 )  m o n th s .

(7 )  W i t h i n  f o r t y - e l c h t  (4 3 )  r .o r . th s  a f t e r  th e  E f f e c t i v e

D a t e :

( a )  E xp e n d  o r  c c r r . i t  t o  e xp en d  o r  c a u s e  c o n t r a c t u ­
a l l y  bound t h i r d  p a r t i e s  to  e xp e n d  c r  com m it to  e xp en d  
a t  l e a s t  One B i l l i o n  D o l l a r s  ( 3 1 , CO O ,0 0 0 ,0 0 0 .0 0 }  i n  
T c t a l  I r o j o c t  C o s t s .

T h e  C c r m i s s i o r . a r  r a y  e x t e n d  t h e  a b o v e  f o r t y - e i g h t  (4 E )  n o n t h  p c r i o l

a s  t o  t h e  a t t a i n m e n t  c f  t h e  c r i t e r i a  s t a t e d  i n  A r t i c l e  1 0 . 2 ( 7 }  ( a )

s i x  ( 6 )  m o n th s .

( 8 )  W i t h i n  s i x t y  (CO)  mo n th : ;  a f t e r  t h e  E f f e c t i v e  D a t e :

( a )  E xp e n d  o r  co m m it  t o  e xp e n d  o r  c a u s e  c o n t r a c t u ­
a l l y  bound t h i r d  p a r t i e s  t o  e xp e n d  o r  com m it t o  e xp e n d  
a t  l c . . s t  C.\o t i l  l i o n  Two H u n d re d  M i l l i o n  h o l l a r s  
( 5 ! , 2 0 ? , C O D ,0 0 0 .0 0 )  i n  T o t a l  P r o j e c t  C o s t s .

Tho  C o m m is s io n e r  may e x t e n d  t h e  a b o v e  - i x t y  (CO) s o r . t h  p o l le d  a s  t o

th o  a t t a i n m e n t  o f  t h e  c r i t e r i a  M a t e d  dr. / r t l c l c *  1 0 . 2 ( 8 )  ( a )  n in e  O J

( 9 ) w i t h i n  r a v e n t-j t wo (7 2 )  m o n th s  a f t e r  t he  E f f e c t i v e

( a )  K t p r n d  o r  co m m it  t o  e x p a n d  o r  c a u s e  c o n t r a c t u ­
a l l y  bound t h i r d  p a r t i e s  t o  e xp e n d  o r  cor- i t  t o  e xp e n d  a t  
l e a s t  One i s t l l i o r  l i v e  H u n d re d  M i l l i o n  D o l l a r * .
( ; i ,  T O : , 0 0 0 , 0 0 0 .0 3 )  i n  T o t a l  I ' r o j e c t  C o o t * .

. . i -  ^v. . um.ar r a y  e x t e n d  the- a b o v e  n « -v e n ty - tw o  (7 2 )  m onth  p u r l e d

an t o  lh< a t t a i n m e n t  o f  t h e  c r i t e r i a  t t a t a d  I n  A r t i e ! * ?  ) 0 . 2 ( 7 | ( a )

t v e l v o  ( 2 )  r o r t h n .

D a te s
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( 1 ? )  I n  a d d i t i o n  to  t h e  p e r i o d s  o f  t im e  w h ic h  t h e  C om m is­

s i o n e r  r a y  e x t e n d  t h e  p e r i o d s  f o r  p e r f o r m a n c e  o f  t h e  c r i t e r i a  s t a t e d  

i n  t h i s  A r t i c l e  1 0 . 2 ,  th e  C o m m is s io n e r  r a y  f u r t h e r  e x t e n d  th e  t im e  

f o r  p e r f o r m a n c e  o f  a n y  o f  th e  c r i t e r i a  s t a t e d  i n  A r t i c l e  1 0 . 2 ( 1 )  

t h r o u g h  1 0 . 2 ( 9 )  f o r  t h a t  p e r i o d  o f  t im e  n e c e s s a r y  t o  p e r m i t  th e  

C o m m is s io n e r  ar.d  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  t o  c o n s i d e r  an  am end­

m ent o r  . ' e d i f i c a t i o n  o f  t h i s  A g r e e m e n t ,  p a r t i c u l a r l y  o f  t h e  p r o ­

v i s i o n s  c o n t a i n e d  i n  A r t i c l e  1 0 . 2 .  S u c h  t im e  e x t e n s i o n  s h a l l  n o t ,  

h o w e v e r ,  e x t e n d  b e y o n d  a p e r i o d  o f  t i m e  i n  e x c e s s  o f  n i n e t y  (DO) 

c o n s e c u t i v e  d a y s  d u r i n g  w h ic h  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  i s  i n  

s e s s i o n ,  r .o r  s h a l l  s u c h  t im e  e x t e n s i o n  i n c l u d e  a c o n s e c u t i v e  p e r i o d  

o f  l e s s  t h a n  n i n e t y  (DO) d a y s  d u r i n g  w h ic h  th o  A l a s k a  S t a t e  L e g i s ­

l a t u r e  I s  i r  s e s s i o n  w i t h o u t  t h e  p r i o r  w r i t t e n  c o n s e n t  o f  B u y e r .

1 0 . 3  T e r m i n a t i o n  b y  B u y e r *  I r .  t h e  e v e n t  t h a t  B u y e r  a f t e r  

e x ;  S in g  911 r e a s o n a b l e  e f f o r t ! ,  f a i l s  t o  o b t a i n  t h o  n e c e s s a r y  b i n d -  

i r .  j  c o  ■■■Lcer.tr. f ro m  in t e r i m ,  an d  p e r . t u r . e r t  l e n d e r s  f o r  a l l  t h e  f u n d s  

necv .*»  . r y  t o  p t ' r - i t  c o n s t r u c t i o n  o f  t h e  P e t r o c h e m i c a l  F a c i l i t y  u n d e r  

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

1 1 f o f  t h i s  A g re e m e n t  o r  f a i l s  t o  o b t a i n  s i t e  a p p r o v a l  f ro m  t h e  

C o :v  : s s l o n o r  a f* .  r  . s u b m i t t in g  a t  l e a s t  two c i t e s  t o  t h e  C o m m is s io n e r  

p u r  »r.t t o  A r t i c l e  4 . 2 . 2 ,  J u y e r  : a y  th e r e u p o n  e l e c t  to  c e a s e  d e s i g n  

ar.d  c  t :  « * t  io n  o f  t h e  I'e t r o c h u r . l t *  a I  F a c i l i t y  and  t e r m i n a t e  t h i s  

A g r e e  «.“ t  w i t h o u t  l i a b i l i t y  t o  e i t h e r  p a r t y  by g i v i n g  S e l l e r  n o t i c e  o f  

t« rm l r . i t i o n ;  on  t h e  t h i r t i e t h  ( 3 0 t h )  d a y  a l t a r  t h e  g i v i n g  o f  s u c h  

n o t i c e  t h l r .  Ag; « a h a M  t e r m i n a t e ,  and  B u y e r  s h a l l  d e l i v e r  t o  S e l l e r

a l l  d o : i i , « r '  • and d a t a  p e r t i n e n t  t o  t h e  P e t r o c h e m i c a l  F a c i l i t y  ( o r


