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request of the Governor Referred: Resources and
Finance

BY THF SPECIAL COMMITTEE ON THE

13 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

Approving the sale of royalty oil to
Alaska Petrochemical Company.

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

M 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,
L7iestablished a policy favoring the taking of that royalty in kind (referred to
1 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

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

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

*> 38.06; and

/0f 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

It WHEREAS, under AS 38.06.055(a), no fldlc of royalty oil may be made by

-1- SCSHCR 112



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
. WHEREAS the legislature has reviewed and evaluated the Agreement, and
has conducted public hearings and otherwise received background information,
"expert advice, and expressions of public opinion sufficient to make a
mreasoned 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,

I/ 1978; and

ir WHKKKAS the Royalty 0il and (las Development Advisory Board has con-

I' slderod and, on May 19, 1978, approved those amendments; and

WHEREAS the legislature finds the Agreement, as anended, to be in the

"> best interest of the State of Alaska and its citizens, and further fLnds that
the Agreement, as amended, inin compliance with all applicable constltu-

ititlonul directives and requirements of law;

‘= BK 1T RESOLVED by the Alaska State Legislature that the agreement en-
titled "AGREEMENT FOR THE SALE AND PURCHASE OF STATE ROYALTY OIL," as

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

e"}natural resources, and Alaska Petrochemical Company, is hereby approved.

J S { i

X
J
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Introduced: 3/6/78

Referred: The Special Committee
on the Sale of Royalty 0il and
Gas

BY THE RULES COMMITTEE BY
IN THE HOUSE REQUEST OF THE GOVERNOR

HOUSE CONCURRENT RESOLUTION NO. 112 am
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - SECOND SESSION
Conditionally 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 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

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

i1 (38.06, the consnissioner of natural resources has negotiated an agreement

If entitled "AGREEMENT FOR THE SALE AND PURCHASE OF STATE ROYALTY OIL"™ ("Agree—
i; ment") for the sale and purchase of royalty oil with Alaska Petrochemical

in Company; and

® WHEREAS, under its duties and powers as set out in AS 38.06 the Alaska
/a Royalty 0il and Gas Development Advisory Board has considered and, on

7l February 22. 1978, approved the Agreement,

7 WHEREAS, the comissioncr of natural resources har. fulfilled the

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

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

/M {0il and Gas Development Advisory Hoard, to the extent required under AS
38.03 and 38.06; and

7/ WHEREAS, the Agreement contains a provision stating that It takes

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

-W. of a majority of each hnua< *f the Tenth Alaska State Legislature, and
-1- HCR 112 am



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 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

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

0 has conducted public hearings and otherwise received background infor-

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

m a reasoned determination with respect to the Agreement; and
' WHEREAS, che legislature finds that the provisions of the Agreement which
allow Alaska Petrochemical Company to export crude oil from the state are not

U iin the best interests of the State of Alaska and its citizens; and

u

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

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

is the Agreement is in compliance with all applicable constitutional directives
Y, and requirements of law;
" BE IT RESOLVED by the Alaska State Legislature that the agreement

. entitled "AGREEMENT FOR THE SALE AND PURCHASE OF STATE ROYALTY OIL,"™ between

0 the State of Alaska, acting through its commissioner of natural resources,
and Alaska Petrochemical Company, 1is hereby approved, provided that the

77 Agreement 1is amended so that the total amount of crude oil deliverable under

7:I_the Agreement may not exceed the amount Alaska Petrochemical Company uses

Jor causes to be used within the State of Alaska as petrochemical or refining

feedstock.

i
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Introduced: 3/6/78

Referred: The Special Committee
on the Sale of Royalty 0il and
Gas

BY THE RULES COMMITTEE BY
IN THE HOUSE REQUEST OF THE GOVERNOR
HOUSE CONCURRENT RESOLUTION NO. 112
IN THE LEGISLATURE OF THE STATE OF ALASKA
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"™ ("Agree—
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 necessary to selling the royalty oil which is the
subject of the Agreement and has obtained approvals from the Alaska 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 majority of each house of the Tenth Alaska 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 majority 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 infor—
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 Agree—
ment 1is in compliance with all applicable constitutional directives and

requirements of law;

HE 1T RESOLVED by the Alaska State Legislature that the agreement
entitled "AGREEMENT FOR THE SALE AND PURCHASE OF STATE ROYALTY OIL,"™ between
the State of Alaska, acting through its commissioner of natural resources,

and Alaska Petrochemical Company, 1is hereby approved.

HCR 112 _2-



AMENDMENT
Dated May 17, 1978
to the
4 AGREEMENT FOR THE SALE AND

PURCHASE OF STATE ROYALTY OIL

THIS AMENDMENT entered into as of the 17th day of
May, 1970, by and between THE STATE OF ALASKA,"Hereinafter
called the "Seller,””acting by and through its Commisr.ioner
of Natural Resources, and ALASKA PETROCHEMICAL COMPANY, an
Alaska corporation, hereinafter called tho "Buyer," and
being the Amendment to the Agreement between Seller and

Buyer entered into February 22, 1978.

WITNESSETH;

WHEREAS, an Agreement for the Sale and Purchase of
Stale Royalty Oil was duly executed on February 22. 1970,
between the State of Alaska, a;; Seller, and A)as);a
Petrochemical Company, as Buyer ("Agreement™); and

WHEREAS, the Agreement inay be amended under Article XXII
thereof; and

WHEREAS, Seller and Buyer desire to clarify certain
intentions of the Buyer and Seller therein;

NOW THEREFORE, 1in consideration of Die representations,
covenants and conditions herein contained, Seller and Buyer

hereby amend the Agreement as follows:



Article 1.13 1is hereby amended by adding the following
sentence at the end of Article 1.13:
"Total Project Costs shall not include any
amounts paid for tho purchase of crude oil."
Article 1 is hereby further amended by the addition of
Article 1.14 which reads as follows:

" "1.14 The terms "committed to be expended" as
used in Article 1.13 and "commit to expend" as
used in Article 10.2 shall mean contractually
binding agreements, contracts and purchase orders."”

Article 2.2 1is hereby amended by the addition of a

sentence at the end of such Article 2.2 as follows:
"Notwithstanding any other provision of this
Article 2.2 buyer shall not be entitled to
receive delivery of any royalty crude oil here—
under until (a) buyer has actually expended at
least $100 million in Total Project Costs, and
(b) at least twenty-five (2fP») months have passed
since the Effective bate.”

Article 11 1is further amended by tho addition of a new

Article 2.7, to read as follows:

"2.7 Deduction of Quantity of Oil Deliverable to
buyer. Notwithstanding any provision of Article Il
requiring Seller to deliver to buyer quantities of
crude oil up to If»0,000 barrels per day, in the

event six years after the Effective Date the



capacity of the Petrochemical Facility 1is less
than 150, 000 barrels per clay, the maximum quantities
deliverable by Seller for the remaining term of this
Agreement shall be reduced to that quantity equal
to the capacity of the Petrochemical Facility at
such time. Coincident with such reduction, the
figure "145,000 barrels™ appearing several places
in /vrticle 2.4 shall be reduced by a like amount.
For the purposes of determining capacity under
this Article 2.7, the capacity of the Petrochemical.
eFacility shall not be diminished or reduced because
of temporary reductions due to market conditions
or shutdowns in the Petrochemical Facility, *
regardless of cause."”
5. The first sentence of Article 4.2.1 is hereby amended and
revised to read as follows:
"4.2.1 Cqpstruction Obligatjgps, In consideration
of the obligations assumed by each party herein,I
ebuyer will proceed with reasonable diligence to
design, construct, start up and thereafter initiate
operation of a petrochemical manufacturing and
fuels refining facility in the Stale of Alaska with

capacity to process at least 150,000 barrels of
crude oil per day."
IN WITNESS WHEREOF, the Seller has caused this Agreement
to be executed by its Commissioner of Natural Resources and

the buyer has caused this Agreement to be executed by 1its



Chairman of the Hoard, thereunto duly aul horiv.rd by .it:;
Hoard of Directors in accordance with the certified seal,
duly attested, to be affixed hereto, as of the day and

year first above written.

THE STATE OF ALASKA

'ommir.sioner, Department
of"Natural Resources
i T
APPROVED AS TO FORM;

ALASKA PETROCHEMICAL COMPANY

a
L\ A " -
0 7V\ .]*Yr. ElS,T' A #/ f / %

Chaiiir.an of the Hoard
"HUYER"



Senate Royalty Oil and G”s
Committee Report on

SCS I1ICR 112, Approving the Sale of
Royalty Oil to Alaska Petrochemical Company

The Senate Special Committee on Royalty O0il and Gas has
heard testimony from numerous independent consultants,

from Administration witnesses and from representatives of
Alaska Petrochemical Company. That testimony has addressed
a b;oad range of issues and considerations. The Committee
has carefully reviewed this testimony and the contract
presented to the Legislature, 1including certain amendments
to the original contract which were executed by the Commis—
sioner of Natural Resources and Alaska Petrochemical Company
on May 17, 1978, and finds that the contract, as amended,

is in the best interest of the State of Alaska and 1its
citizens. It is the Committee™s recommendation that the
Agreement between the State and Alaska Petrochemical Company
as amended, be approved by the Legislature. A Committee
Substitute for HCR 112 has been prepared which approves both

the original Agreement and the Amendments of May 17, thereto

Because the review and public debate on this contract has
been 1long and at times strenuous, the Committee believes
it appropriate to review 1in this report certain of the Kkey
guestions which have been raised during the past several
months. The focus of attention iilas centered principally
in two areas which are: 1) the viability of Ihr Alpetco

project, and 2) the specific provisions of the contract.



ECONOMIC VIABI LITV

A general theme of much of the testimony presented by
witnesses/ other than Alpetco's witnesses, has been that
the prospects for petrochemicals during the early to mid
1980's is poor and that consequently Alpetco simply will not
be ;Lle to build the facility to which it commits itself in
the contract. A mainstay of this contention is that the
cost of building and operating the facility in Alaska wil
be greater than elsewhere in the United States and that
therefore the facility will be unable to compete in tho
world market. The Committee finds there is some merit to
this concern/ but for reasons explained below believes such

concern is not a basis for rejection of the Agreement

The Committee finds that the above line of reasoning will

likely apply to most any project and facility proposed for

Alaska and whose market for products is outside Alaska

Hence/ to reject a project on the grounds that it might be

a more viable project elsewhere in the United St.ites is to

condemn all efforts to utilize our royalty oil and gas

in-statO/ except such uses which would be for the purpose of

supplying Alaskan product markets, which at this time and for
.

the foreseeable future are too small to support world-scnlo

facili ticn

The Committee believes the appropriate framework for judgment

concerning the question of economic viability of a pro-



_3-
poscd project is to assess tho dancjor posed to the State's
own economic and social health from any doubt about the
economic viability of a project. Measured in this light the
Committee finds the Alpetco proposal satisfactory. The
contract provides for automatic termination of the Agreement
after 18 months if Alpetco is wunable to obtain SI1.5 billion
worth of financing for its project. Beyond that, tho contract
coniains a number of additional benchmarks which must contin-

ually be met or the contract will terminate. The Committee

believes that these benchmarks provide the security necessary

to the State to ensure that if the project is not an economically

sound venture, Alpetco will be unable to advance its project
in the market place and the Agreement will terminate. The
danger to the State of severe economic or social injury is
minimal for this reason. The Committee finds that the only
danger of any significance posed for the State by virtue of
the uncertain economic viability is that identified by
Milton Lipton, namely that the project once completed

might come upon hard times and at that point seek a modifi-
cation of the Agreement or other relief from the State. The
Committee expressly finds that this "risk" is inherent in
any development project, and further finds that as also
noted by Mr. Lipton, such assistance may or may not be in
the State's long run interest. Wo have faith that future
Administrations and Legislatures will make the (perhaps)
difficult choices in tho best interests of Alaska and
therefore reject the notion that this contract should be

repudiated r.o that we might "save ur. from ourselves".



In summary, tho Committee believes that there is some
question about Alpetco*s probability of meeting the bench-
marks contained in the Agreement and actually building

its proposed petrochemical facility, but we also believe
there is no loss to the State from affording Alpetco the

opportunity to try.
p

CONTRACT PROVISIONS
Wc turn now to the contract itself and some of the questions
which have been raised about it. The Committee took notice
that certain members of the House had suggested that the
contract permitted Alpetco to build only a small in-state fuels
refinery and market the remainder of the oil outside Alaska
Wc, therefore, examined this matter closely. Initially,
wc v/erc of two minds, at least some members of the Committee
seemed to feci there might be some merit to this concern,
Others did not agree. However, whatever doubt did exist has
been eliminated by the Amendments of May 17, which in the
Controlitoe's opinion provide satisfactory assurance that
Alpetco is committed to construction of a 100,000 b/d facility

in Alaska.

A word must also he said about in-stalo use of Alaska's

royalty oil and about brokerage of that oil. Based on



information submitted to the Legislature by Mr. Earl Johnson
by Battclle and t} Committee's own review of the pricing
provision in the contract we conclude that brokerage of
[Alaska's royalty oil by Alpetco in the competitive oil
market is extremely unlikely both before and after completion
0f fonstruction of the Alpetco facility. For example,

Mr. Earl Johnson, after carefully studying the pricing
provisions of the contract advised the Committee it was

his conclusion that based on present marketing of the crude
"there would be no incentive for Alpetco to exercise its
crude option -- and certainly no way to discount in the

West Coast market

The Committee further notes that much of the discussion

concerning brokerage of the St*tc's royalty oil has over-
looked certain fundamental points. The discussion often
seems to assume that if Alpetco will broker the State's
oil, then we should reject the contract so that wo might
capture that benefit ourselves. However, the Committee
notes that the State's "downside risk," in the present con-
tract is minimal — we will never receive a price less than
the in-value price. 't may well be -- and in our opinion

it must bo -- that to capture the possible benefits from

brokering royalty oil one must also bear the risk of
receiving less tnan the in-value price. Thus, we conclude
it in inappropri.ite to assume that tho Alpetco contract must

be rejected simply because it night bho possible for Alpetco



to make money if it resells the State's royalty oil. The
State has lost nothing, even if Alpetco gains something and
we have no assurance that even if Alpetco can resell royalty
oil at a profit the State could dc likewise. At the present
tine, neither tho Administration nor the Legislature is set
up to market oil effectively and we arc not prepared to
recommend that the State should jump squarely into the oI

marketing business to compete with major oil companies.

Mich of the public debate has centered on whether or not
Alptotco is required to use the oil in Alaska. It is
asserted the contract docs not expressly require use of tho
oil in the facility once it is built. The Committee finds
that contention correct but of little significance for
several reasons. Kirst, the Committee is satisfied that
with the Kay 17 Amendments, Alpetco is sufficiently committed
to building a major in-state facility and that any wavering
from that commitment will result in dininish?.~.cnt of the
amount of oil available to Alpetco (under the Amonclmor.tr.)
and/or termination of the contract. Second, the Committee

finds no evidence or logic to support the notion that a

facility once constructed in Alaska will be left idle while
state royalty oil in used elnowhere. The need u operate

the facility to generate revenue to service the debt will be
overwhelming and will he able tc> bo nchirwd only by operating

the plant which producon large "added-vallie" and hence sub-

stantia) groan revenues, finch revenues simply cannot be



achieved by resale of the oil. Third, wo conclude that an
express contract provision requiring the oil be processed in
the plant offers little real value to the State. [If the
facility cannot be operated profitably over the long run, then
a contract provision requiring in-state use we expect would

be breached. This, of course, would result in cancellation of
the Agreement. We believe cancellation would be in the

State s interest but judged realistically we believe the
State's royalty in such circumstances could only be taken
in-value and that it would be impossible to encaurage other
major development in Alaska. Fourth, wc accept Alpetco's
statement that financing will not be possible with such a
provision in tho contract. That being the cane, wc believe

it a subterfuge to demand such a tern when to do so will

necessarily prevent the project from going forward.

In summary, the Committee has reviewed the contract carefully
and studied the statements of several expert witnesses. We
have focussed upon the key issues which have been raised in
public debate. We believe tho contract is not "riskless",

in fact w»* belie ve there is no such thing as a riskless
contr.ict. AIll agreements preclude certain options and as
such always entail the risk that "something better might

come along." However, wc believe the royalty statute and

tho wishes of a majority of people of this state dictate

that an effort bhe made to encourage in-state use of Alaska's



royalty resources. The Alpetco contract in our opinion
fulfills that objective with a minimum of cost and risk to
the state and its citizens and wc therefore recommend its

approval,

Senator fl7le ColleYta, Chairman
Senate Royalty 011 and Gas Committee

Senator Kay Poland

Senator Pat Rodey



March 6, 1978

The Honorable Hugh Malone
Speaker of the House
Alaska State Legislature
Juneau, Alaska 99811

Dear Mr. Speaker:

Under the authority of art. L sec. 18, Alaska
Constitution, | am transmitting a concurrent resolution
providing for legislative approval of the proposed
contract between the State of Alaska and Alaska Petro-
chemical Company.

The contract with Alaska Petrochemical Company provides
for the sale and purchase of up to 150,000 barrels per

day of state royalty oil. In exchange for the oil,

Alaska Petrochemical Company guarantees that it will pay
the state the sum the state would have received from the
producers I f royalty were paid in value. Alaska
Petrochemical Company also promises to construct a
petrochemical facility in Alaska, with the capacity to
produce 30,000 barrels per day of energy fuels for
instate wuse. If Alaska Petrochemical Company fails to

proceed with construction of the facility according to a
timetable set out in the contract, the agreement will
automatically terminate. A copy of the contract document
is attached.

This resolution is being concurrently submitted to both
the Senate and House in order to expedite consideration.

In the past, there have been questions raised over the
constitutionality of the legislature’'s approval of an
executive act by the means of a concurrent resolution.
In an effort to avoid raising that issue by submitting

this contract for approval, | insisted that a clause
requiring legislative approval be placed in the contract
itself. | did so to insure that legislative approval in

this instance could be sustained on the basis of a
contractual provision rather than raise a constitutional
debate over legislative power to require such approval



| hope that you agree that this sale is in the best
interest of all Alaskans, and | urge your oprompt
approval,.

Sincerely,

Jay S. Hammond
Governor



HOUSE ROYALTY OIL AND GAS
COMMITTEE REPORT

on HCR 112, approving the sale of royalty oil
to Alaska Petrochemical Company; April 27, 1978

The Constitution of the State of Alaska calls for the
legislature to provide for the utilization, development
and conservation of all natural resources belonging to
the State, including land and water, for the maximum
benefit of its people. It was within this context, with
special emphasis on maximizing benefits to Alaskans, the
House Royalty Oil and Gas Committee expended hundreds of

hours studying the ALPETCO Royalty Oil Sales Contract.

Se.eral issues surfaced during the Committee's deliberatio
on the ALPETCO contract. These issues were addressed in
the numerous reports prepared on the sale of the State’'s
royalty oil or by the consultants hired to address the

issue.

The issues, each to be dealt with separately, are as

follows:
1. Benefits to the People of Alaska
2. Economic Feasibility of the ALPETCO Project
3. Marketing of tho Products
4. Commitment of Undiscovered, Unknown Reserves
5. Early Delivery of Crude
6. Risks to the State
Each of the items will be addressed individually. The
Committee's findings will ce documented and a conclusion

on each of the main issues will be stated.
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l. BENEFITS TO THE PEOPLE OF ALASKA

The principal benefits to the people of the State claimed
for the ALPETCO proposal include the creation of new job
opportunities and the addition of millions of dollars to
the State and local governments from direct and indirect

Sources.

A, Jobs. The Institute of Social and Econcmic
Research (ISER) Economic Impact Analysis finds that
a high total employment figure of 22,253 (in 1983)
will be created by the ALPETCO project. Following
the peak construction years, 7,000 to 9,000 jobs,

direct and indirect, will result from project.

However, as appealing as the creation of new employment

sounds, there were certain negative factors noted.
The question of the resident Alaskans who would be

hired on the project was raised.

“In our opinion, therefore, potential for job creation

offered by one of the proposed refineries or
petrochemical complexes should bo evaluated in
light of (1) secondary joo creation or. tho order

of 2-5 new secondary jobs for each ten new refinery
jobs, and (2) the fact that at best only 50 - 6C%
of the new refinery petrochemical jobs are likely
to bo filled by Alaskans.'
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[gFrom Report to the Alaska Royalty Oil and Gas
evelopment Advisory Board, David M. Reaume, ,
Principal Economist, Division of Economic Enterprise,
State of Alaska, December 14, 1977.)

In assessing the possibility of in-State crude processing

and its relationship to the creation of jobs, E. L. Patton,

the chief executive of'icer of Alyeska Pipeline,
calculated in a letter-to-the-editor in the January
1978, issue of Alaska Construction and Oil that

each of the jobs

"in the royalty refinery costs Alaskan
taxpayers $240,000 per year.'

B. Revenues to State and Local Government. A positive
fiscal impact results at the local-government leve
as a direct result of the ALPETCO project, although
the ISER reports states that it appears only after

completion of the project.

Revenues to the State general fund begin in 1979

at S1.9 million and reach a construction period high
of S68.8 million. In 1985, the general fund revenue
from the project dips to $18.1 million, but increases
steadily to?41.8 million in 1990. In 1995, the
general fund revenue is estimated to be SG8.6 million.

In tho year 2000, the general fund revenue is estimated
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to be $95.4 million. However, the ISER report states

that general fund revenues!

"respond negatively because the increased

demand for public services indirectly generated

by ALPETCO requires that a larger proportion of the
petroleum revenues be spent on current government
expenditures and a smaller proportion saved."

Additionally, gfilny non-government demands are mandated
i. e., service and haul roads, school construction

and the like.

In calculating the revenues minus expenditures
directly and indirectly related to the ALPETCO
project, the report finds that in 1979, the genera
fund will be increased by $1.9 million. The general
fund loss directly and indirectly attributable to

the ALPETCO project runs from a low figure of minus
$6.6 million in 1980 to a high figure of minus S221.8
million in 1984, There is general fund loss of §58.9
million in 1990, of $76.4 million in 1995 and of §48.1
million in the year 2000. In every year between 1980
and the year 2000, the report shews a general fund

loss attributable to the ALPETCO project.

In order to verify these figures, the Committee directed
the Legislative Research Division to roveiw tho

assumptions that went into the ISER study. Tho assumptions
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were Tfound to be correct.

And finally, the Alaska Department of Community and

Regional Affairs found that;

"Quite clearly, insistence on the establishment of a
world-scale refinery in Alaska would cost the State
between $1 1/2 and $2 1/2 billion in loss of revenue
over the life of the refinery.”

(From Economic Feasibility of Royalty Oil Refining,
Niall Trimble, Principal Economist, Department of
Community and Regional Affairs, State of Alaska
December 8, 1977.)

CONCLUSION. The Committee feels that the cost of
government and non-government service will continue

to increase as the ISER report indicates. Automobiles
and eggs rise in price almost monthly; so do the prices
of roads and schools. And, the demand increases as

the number of people increase. While it would be

good to assume they will not increase, the Committee
realizes historic trends may continue. Thus, the
Committee finds few net benefits to the people of
Alaska. Those enumerated are far overshadowed by

attendant costs.

|I. ECONOMIC FEASIBILITY OF THE ALPETCO PROJECT

The Committee felt it most important to look into the
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economic feasibility of the project. The question was
addressed in numerous reports; each consultant coming
before the Royalty Oil and Gas Committee commented

on the subject. ALPETCO feels that it can overcome the
general economic disadvantage of Alaskan enterprise
through the ultimate value-added concept. The consultants

unanimously disagreed with ALPETCO.

"My fourth observation is that ALPETCO's view of the
economics of Alaska refining and petrochemical and

of the world petrochemical market is a minority view.

It is a view that is generally not shared by the major

oil or chemical companies, by the trade press or by

the government specialists in energy and chemicals in
either the United States or Japan. The more general

view is that Alaska is not presently a competitive
location for a world scale plant because of transportation
factors plus high construction and operating costs.'

(From Statement by Arlon Tussing to the Royalty Oil
and Gas Development Advisory Board, February 22, 1978.)

The oil producers have the largest investment in resource
development in the State of Alaska. What is their opinion

of petrochemical development as outlined?

"Finally, when considering the profit potential of
petrochemicals in Alaska, we must ask, 'Whore are the

major oil companies?" W. Monte Taylor, Exxon's manager

of Alaska operations, has provided his firm's answer

In a press release reported mid-November, he stated clearly
that in Exxon's opinion, petrochemical production is a
non-economic venture in Alaska.'
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(From Report to the Alaska Royalty Oil and Gas Development
Advisory Board, David Reaume, Principal Economist,

Division of Economic Enterprise, State of Alaska

December 14, 1977.)

Additionally, E. L. Patton, chief executive officer of

Alyeska Pipeline, said".

"Taken together, the higher product transportation

costs, the higher capital costs and the higher operating
costs add up to the fact that Alaska products would

arrive at a West Coast location at appreciable higher

cost than the products of an identical West Coast refinery.
Therefore, in order to compete with West Coast products,
the only recourse the royalty refinery has is to obtain

the royalty crude at a discounted price."

(From a letter-to-t'ne-editor by E. L. Patton, Alaska
Construction and Oil, January, 1978.)

CONCLUSION.  There have been several unique attempts in

the various royalty oil sales proposals to offset the "Alaska
disadvantage," but the ALPFTCO proposal does not reach

that difficult goal. And, as indicated in the Reaume
Report and the Patton letter, and as apparently envisioned
by the principal negotiators of the contract, a price
reduction of feedstock (Alaska's Royalty Qil) is a

probable long-range solution to overcoming the disadvantage.
Such a potential crude price reduction is intolerable

in light of forecasted high-cost of crude coupled with

its world-wide depletion in the future,
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. MARKETING OF THE PRODUCTS

The Committee felt it necessary to ascertain, at the minimum,
a conceptual idea of where the products were to be sold.
While it understands that firm contracts may not be in

order at this time, the probability of having a market,

in order to reduce the risk of the project, had to be

determined.

A, West Coast Markets. A tremendously high crude
oil surplus exists on the West Ccast today, and

is generally projected to exist for several years.
There is very little primary petrochemical production
capacity on the West Coast. The Gulf Coast of the
United States produces a large supply of America's
petrochemicals at the current tine. Environmental
and other production r»striction3 have retarded the

growth of the petrochemical industry on the West Coast.

However, there is a potential for delivery of
petrochemicals to the West Coast from newly developing

Mexican production.

"...Mexico will be investing S15 billion in its
petroleum and petrochemical operations over the next
six year3, targeting for Mexican as well as exported
markets. Mexico's plans for petrochemical development
are no less ambitious — self-sufficiency in 1979

and exportable surplus equal to 20% of it3 total
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production by 1982. Even discounting these figures
somewhat, Mexico will be a major factor in the future.'

(From the Evaluation of the Proposed Refinery/

Petrochemical Plant in the State of Alaska, Data
Resources, Inc., November 22, 1977.)

B. Japanese Markets. In ALPETCO's original presentation
to the Royalty Oil and Gas Advisory Board, a number
of letters were presented to show possible Japanese
interest in the project. There were no commitments

to purchase.

During the later deliberations of the House Royalty
Oil and Gas Committee, three negative letters concerning
the project were obtained. Additionally, a Japanese
petrochemical trade journal article did not seem to

support the project.

Although the majority of the letters neither strongly
supported nor strongly objected to the project, a
translation of a letter f on an official of the
Petrochemical Industry Association of Japan to the
Minister of the International Trade and Industry was
substantially damaging to the project as it stated

that:

"The petrochemical industry in Japan i3 agonizing
under the long-protracted recession, beleaguered with
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many problems including the declining international
competitiveness mainly due to the higher cost of naptha
in Japan." The letter goes on to say that "What is
worse, considerable volumes of in-flow of petrochemical
products from abroad are anticipated for the future
upon completion of those overseas petrochemical projects
which are now going on in Singapore, Iran and Saudi
Arabia with participation of Japanese petrochemical
producers. Therefore, we must say that the glut

petrochemical products will last for some time to come,
aside from projection for distant future, say over
ten years from new." The letter concludes by stating

that "Therefore, our fundamental thought on this
matter is that under the present environment where a
substantial demand-supply gap is expected to continue
over a considerable period of time, the petrochemical
industry in Japan cannot afford and does not need to
participate in the project for the forseeable future."

Comments made by financial consultants Smith Barney,
Harris, Upham and Company, economist Arlon Tussing,

as well as industry experts Joe Moore and Milton Lipton,
all seem to concur in the feeling that the time is

simply not right for Japanese involvement.

CONCLUSION. The committee finds that there is little
potential for product purchase in Japan; there is more
of a potential on the West Coast and other lower 43
markets, but Mexican petrochemicals may preclude

such prospects.

V. COMMITMENT OF UNKNOWN, UNDISCOVERED RESERVES

Section 2.4 of the contract allows ALPETCO the option to
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take "70% (70 percent) of the royalty oil production of

any field, lease, or contract in which the seller has an
interest.” This language refers to non-Prudhoe Bay royalty
oil that is not otherwise committed (such as Cook Inlet

crude) and which, to date, has neither been discovered nor

is known to be in sufficient quantity.

During last year's legislative debate on the sale of
royalty gas, a major objection to the gas contracts was
that they committed all of the State's Prudhoe gas, and

the questionable wisdom of such commitment.

In the current ALPETCO contract, we are not only committing
85% of all Prudhoe Bay royalty oil (the other 15% remaining
for existing in-State uses), but we are also committing

up to 70% of all other royalty oil.

The State Energy Policy Committee, consisting of members
of the legislature, members of the administration, and

members of the general public, deliberated on this issue
la3t summer and unanimously agreed that the State should

not "sell more than its royalty share of Prudhoe crude."”

The rationale consistent with this argument seems fairly
basic. If, iiko any other merchant, the State neither

possesses a commodity or knows its location, basic business
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practices would undoubtedly discourage sale of such an

unknown, undiscovered commodity.

CONCLUSION. The Committee feels that making a commitment
for the sale of unknown, undiscovered crude is in direct
conflict with basic principles of good business. To rol
the dice in the hope of finding new sources of crude to
reach the necessary 150,000 barrels per day for operation
of the facility is only asking for a crude price reduction
once the facility is completed and the State cannot deliver

the encessary amount of crude oil. Such a commitment gives
ALPETCO a virtual monopoly on all future royalty oil

V. EARLY DELIVERY OF CRUDE

Article 2.2 of the contract calls for the first delivery
of crude prior to completion, or even commencement of
construction, of a petrochemical facility. The contract
states that "initiation of deliveries, therefore, may
occur prior to the date the petrochemical facility s

completed and operational.”

In essence, this provision allows ALPETCO to take the
oil after receiving a financial commitment from lenders

to build the facility.
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As the contract reads, it invites costly, lengthy litigation
during which time, ALPETCO could be receiving the entire
amount of crude oil while failing to move forward on the
construction of the facility.

CONCLUSION. ~ The committee can find no justification for
commitment for pre-delivery of crude oil. Rather, it would
much prefer to see delivery of oil commence upon completion
of the facility.

VI RISK

Perhaps one of the strongest arguments made by ALPETCO
is that there IS absolutely no risk to the State in this
contract. Representatives -f ALPETCO said this on any

number of occasions.

However, virtually every expert that has ccr«* before
the legislature disagrees strongly with this position.
Even Commissioner Le Rcuche, the ‘'ehiof architect of th«* contr

when testifying, agreed that th«*ro are risks stating that:

"Now when you talk directly about the risks to the State--
thore has been a lot of talk about a riskless contract.
This is not a riskless contract,”" although he suggested the
risks were minimal.
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Additionally, Milton Lipton emphasized a number of risks

under the contract:

"1 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 1is going to go, and the investments

are all going to be made, and i1t may lead to a very,
very difficult time.””

In the short-term, it is unlikely the State will be

inclined to enforce the letter of the performance
benchmarks set out in the contract. Assuming ALPETCO

w ill demonstrate substantial commitment and sincere effort,
it may not bo realistic to expect the State will cut ALPETCO

off if it falls short of the desired goals.

If tho facility is built, ALPETCO may not have the financial
capability to withstand five or six difficult, non-profltable
years. It may become the responsibility cf the State to
give ALPETCO essential support (lower price for feedstock)

on the chance things will be better in the future.

Looking at tho structure of ALPETCO, the committee finds
that ALPETCO is no more than a “paper corporation."” That
is to say, ALPETCO is a consortium of various enterprises

joined together in a business venture. Mono of the assets
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of the individual corporations forming the consortium are
put on the line. Should any problems arise along the way,
the State has absolutely no premise to pursue its legal

remedy. As Arlon Tussing's statement to the Royalty Board

noted:

"Again, the problem here is that the owners don't propose
to put up any capital. They propose 100% debt financing

or, if | read it correctly, there is something Ilike 107%
financing. When the thing goes on-stream, the facility
will have a negative net worth., That is, they will

owe more than the plant is worth. And so the only security..
the thing they have to do, since there is no securitv in
terms of an equity cushion, say all the cash flow has to

be available for debt rcpayment--there is no equity cushion--
they'rc not taking any oath, there's no recourse against

the owners."

|t ALPETCO was a firm willing tc risk a percentage of
Its corporate assets, or collective corporate assets,
the State would be in a much more secure position should
ALPETCO default any portion of the contract.

Even Forbes Magazir.t?, April 3, 1978, questioned the ability
of ALPETCO'a finances:

involve building and operati
e |ca| lanto gWor one %ZQS bI’|I0n.
for

ﬁ‘dC%mBP”X g
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None of the consultants queried on this matter gave

the project more than a 50-50 chance of success. In fact,

the Bonner and Moore Report states that "Overall it appears
that a royalty oil processing facility can be built in Alaska,
but there 13 a definite risk that each project could founder
for any of several causes."

The Committee would like to see a sound petrochemical facility
in Alaska. If the legislature approves this contract, it

Is, in fact, giving ALPETCO up to two years (18 months plus

a 6 month extension) to put its financing together. If, at
that time, ALPETCO is unable to put its financing together,
the State finds itself just a few short years away from

the down turn of Prudhoe 3ay production...and perhaps an
opportunity that will be lost forever.

If, on the other hand, the State withholds approval thi3
legislative session and urges tho administration to
negotiate a bettor contract to be presented early in the
eleventh legislature, then only six months is lost and the

element of risk could be greatly reduced.

Finally, coupled with tho risks cited above, the contract
does not require ALPETCO to process the crude in-State,

further complicating the question of tho risks inherent
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in the contract. If, as ALPETCO and the Administration assert,

there is going to be an in-State petrochemical complex, why

doesn't the contract require in-State processing?

In fact, the provisions dealing with the in-State processing

are all provisions couched in the terms the word "if."

Eddie Rogers, chief contract negotiator for ALPETCO said

before the House Oil and Gas Committee, March, 1978:

"No, there's no requirement that we process a certain
amount of barrels, there is no requirement that we cont:nue
the operation, but, ~f we follow the criteria of 10.2, and

meet thos criteria, - those are the bench marks - i_f we
meet tho general requirement which is described in Article
IV - the two of those together 3hould satisfy..." (Emphasis
added.)

Deputy Commissioner of Natural Resources, Fred Boness,

one of the State's negotiators for tho contract said

"This language, which wo finally concluded was as far
as we can go, really did not commit them, | mean if
they want to build in the capacity and let it sit idle,
or build in the capacity, manufacture the products and
oxport them all to California, they would not be in
breach of the contract for doing so." (Emphasis added.)

Bonu33 added that "there is no obligation in the contract
to run 150,000 barrels through that facility."
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CONCLUSION.  The Committee finds a number of serious risks
to the State are inherent in the contract: Risks involving
future resource development, risks involving financing, risks
Involving completion of project, risks involving litigation.

SUMMARY.  The House Oil and Gas Committee strongly supports
the development of a petrochemical facility in the State,
to process the State's resources, for the many economic
and social benefits thwt have been enumerated. However,
insofar as the ALPETCO contract is concerned, the committee
Is forced to make a negative recommendation.

The Committee feels that the legislature should certainly
entertain, at the earliest date, a newly-negotiated contract
from the administration. Several additional items should
be pointed out at this time.

First, a nurbcr of the consultants and witnesses presenting
testimony bhefore tho committee stated the need for an

overall decision concerning resource development. It appears
that the State of Alaska is progressing in a patchwork way
toward resource development. First there was the oil pipeline.
Next there was a major petrochemical proposal. And just
recently, the State received a proposal to finance the

gas lino. Those individual projects, although tremendously
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important to the future of the State, are being looked

at in isolation. The Committee urges the administration

to put together a total resource develjpment package and
present this package to the legislature, rather than approaching
the idea of resource development on a “"catch-as-c<itch-can"
basis. It should look at aspects that heretofore have not
been given adequate attention: The timing of development,
the possibility of tankering resource discoveries, the
possib-" of an overall development plan for our natural
resour :s, detailed cost/benefit analyses with the various
proposals it submits.

No advisor to the legislature stated that it is imperative
that we move on this now. Quite the contrary, several
consultants have indicated that because of a number of factors
existing on the world and national levels, it would do no
harm to delay a decision.

In a world market that is experiencing a diminishing supply
of natural r?sources and an increasing value on domestic
sources of crude oil and natural gas, we must move forward
cautiously and conservatively, nurturing and encouraging
health development while taking care not to sell out the
rights of tho next two generations.
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Finally, t-ne House Royalty Oil and Gas Committee is strongly
committed to the development of an in-State
petrochemical facility. However, it feels the ALPETCO
contract is obviously lacking in adequate benefits to
Alaskans and in living up to Alaskan Constitutional mandates.

u

.|fS—.|Ii I>h,. .
(;useNHO%ISa’It)(/: 01"aNd Gas Committee

Vf "Chat /cbatter ton

Joe .McKinnon

/2?1 - ; /
o ) A -y

Charles Parr
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TO THE AGREEMENT FOR THE SALE AND PURCHASE OF STATE ROYALTY

OIL BETWEEN THE STATE OF ALASKA AND THE ALASKA PETROCHEMICAL
COMPANY, dated February 22, 1978

in Article 2.1 of the Agreement, at page 5, line 1, after
“in kind." add the following language:

"Seller shall not be required under any provision of
this Agreement to deliver to Buyer any amount of crude
0il in excess of the amount Buyer uses or causes to bhe
used within the State of Alaska as petrochemical or
refining feedstock.'



The pencil changes on this draft reflect clerical and
grammatical clarifications added after execution of tho
contract and agreed to by both parties. The printed
contract, which is to be reexecuted on March 6, 1978,
will contain these revisions and changes.
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AGREEMENT FOR THE SALE AND

PURCHASE Or STATE ROYALTY OIL

THIS AGREEMENT entered into as of the 22nd day of
February , 1978, by and between THE STATE OF ALASKA, herein-
after called the "Seiler,” acting by and through its Cornussicner
of Natural Resources pursuant to Alaska Statute 33.05.133 and
ALASKA PETROCHEMICAL COMPANY, an Alaskan corporation, hereinafter
called the "Euy.r.'
WITNESSETH

WHEREAS, it is in the r.utual best interests of Seller and
Buyer that Buyer construct and operate a petrochemical facility in
Alaska to process the oil sold hereunder, said facility to have the
capacity to process approximately 30,000 barrels per day ofcrude 0
into energy fuels for in-state distribution and sale; and

WHEREAS, Seller has the right under each of the leases idea
tificd in Exhibit "A" to this Agreement to bo delivered or paid by th
Lessee thereunder a royalty of twelve and one-half percent (12-1/21L)
ir. kind (amount) or value c¢f the crude oil production removed orsold
‘ron the lands covered by each such JLoase; and

WHEREAS, th»* 1/ ".sees of such aforesaid leases and other
parties have represented to Seller that crude oil can be recovered

fxcm such ['Vir.es in r-ignlf'cant quantities and that such Lessees

Jroter.d to rarkot such crude oil; and

»1



WHEREAS, Seller is pisser.tlv receiving royalty payments
based on more than 90,000 barrels cf crude oil per day frcr*. the
aforesaid leases ar/] anticipates tho quantity of such royalty oil
payments to increase for the next year; and

WHEREAS, Seller is authorized by Alaska Statute 33.0S.1S3
to sell such royalty oil; end

WHEREAS, Seller desires to sell royalty oil to Buyer and
Buyerdesires to purchase royalty oil frun Seller under Ih: turns
and upon the conditions hereinafter set forth;

NOW, THEREFORE, in consideration of the representations,

covenants and conditions herein contained, Seller and Buyer hereby

agree as follows:

ARTICLE \

DEFINITIONS
As used heroin, the following torrs shall have the following
meanings:
1.1 »/.*|i|iate** shall mean any perron, fit;*, corporation
or other entity affiliated with Buyer by r.eans ofa r -t«jI&1 direct

or indirect o*TiOrrhip interest.

1.7 "Carnlsaloner" re.*.. tho Co I turol

Resources of the State of Alaska.

1,3 *In:te of first relivwry** neans the dote the firs
royalty oil told hereunder p.mse:- tho Point of UrlJlv”~iy.
1. y-r % o per] of twenty-four (?4) cor.nocutivo

hours beginning at [?x01 Alaska Standard Tir -



1.5 "Effective Date” shall have the meaning defined in

.t ¢

Article XI.

1.6 ".-crce riajcure” shall have the meaning dcfir.eel in
Article 15.2.

1.7 "leases”™ or "Lease Contracts"™ means the oil and gas
leases which are duscribad in Exhibit "A" attached hereto and made

a part hereof.

1.8 "lessee™ means any party owning a working 1interest in
a Lease or Lease Contract.

1.9 ".Vor.th™ means tho period beginning at 12:01 a.m.,
Alaska Standard rime, on the first day of the calendar month ar.d end—

ing at the same tire or. the first day of the next succeeding calendar

ronth.

1.10 "0il"™ or "crude c?I1* shall have the nemo meaning as the

word "oil" under the Prudhoe Bay Cnlt Agreement dated April ), 1977,

by and between the Seller and Leasees.

1.11 -point of Delivery"” shall have the leanings defined 1ir.

Article 111.

1.12 "Petrochemical facility” *hull have the meaning defined
ir Article <.2.1.

1.11 "Total Pro ™zt Ccj.v." shall the aggregate of all
runs and costa expended, 1incurred or contractually committed to be
expended by Buyer. *tn Affiliate*, direct ar.d indirect beneficial
fehareholders, consultants, advisers anti d~vign, engineer j:j end con*

*« on contr.-ctors in connection with responding to the requests



for Pix;"uS4l for the sale of royalty oil fro"i tt*™ Itcas-:-.; tac prepara—
tion and execution of thin Agreement; the performance of ar.y and all
obligations, transactions or events required by this Agreement; anc
the design, engineering and construction of the Petrochemical Faci—
lity or any porticr. thereof, all such costs to bo measured from
January 1, 1975. Total Project Costs shall also include (i) interest
costs actually paid or accrued, and (i1) sums and costs expended, 1In—
curred or contractually committed to be expended by any city,
borough or other governmental agency on any pollution control, sewage
or water treatment, port, pipeline, terminal or other facilities,
directly connected with or a part of the Petrochemical Facility, to
the extent such facilities arc utilized by the Petrochemical Facility.
Any indirect cr allocated costs shall be substantiated in writing to
tho ratinfaction of the Commissioner.
AKTICLL 11
gva:;t: y plpchassj a?d sold
2.1 sale of Prudhoe Bay Royalty Oil. Subject to the
and conditions hereinafter provided, and subject to th- prior obliga—
tions of Seller to deliver 5,000 barrels of credo oil per day under
its contract with Golden Valley Electric At itton, Inc. ("Coldcn
Valley*), for the term, and in tho quantity now stated therein, Seller
agrees LO trtll to Ituyor, and Buyer ogr< to buy from Seller, eighty-
five percent (65*.) of tho total amount of Sellerl: royalty oil cut of
tho crude oil production removed cr nold from the braces which tho

Seller bar. tho right to take, and 1is available to the feller for tat-



,- S * fo "/Ka -f'iirih0t pvortSt" t

ir.g, in kind. "Seller reserves the right to use or dispose of the
regaining fifteen percent (15c¢) in its discretion. After corpletion
of the Petrochemical Facility, Seller®sobligations to Golden Valley,
if any, shall first be satisfied out ofthe 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:

(€)) in the event Seller enters into a contract

with North Pole Refining Company ("NPR”) granting

NPR an option to purchase 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 ¢ to the purchase of that quantity of oil

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

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

effect a contract with NOP nr, recited 1in 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 additlonal 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 with NPR Seller obtains a right to purchase



from NPR any oil returned to the Trans Alaska Pipeline System by
NPR, Seller shall assign all such rights to Buyer for the term of
such NPR agreement.

Seller represents to Buyer that it has obtained sufficient
advance written consents to termination and an agreement from
Lessees (which to Seller's knowledge has been performed) to require
similar consents frcm all subsequent purchasers agreeing to waive
or terminate any supplier-purch.aser relationship as to sufficient
quantities of Seller's royalty crude oil out of the Leases to enabhle
Seller to perform its delivery obligations under this Agreement.

2.2 Initiation of First Delivery. After the date Buyer
has obtained the financing commitment referred to in Article 10.2(3)(d)
and has furnished satisfactory evidence of came to Seller, Buyer shal
have lac* right, cutjecc to the further t**rn3 of this /article 2.2, to
call for the initiation of delivery of crude oil under this Agreement
by notifying Seller that Buyer seeks to initiate deliveries and »bat-
ing the quantity desired, which such quantity shall bo r.ot less thv-.n
one thousand (1,000) barrels per day. Initiation of deliveries,
therefore, wuuvy occur prior to the d~to the Petrochemical Facility is
completed and operaticn.il. Seller, within thirty (30) days after
receipt of such notice from Buyer, shall deliver notice to al
Lessees; that it is exercising its right to take its royalty oil in
kind and seating the quantity required to be delivered. In the event
Seller shall obtain a modification of tho Lease Contracts or rrudhoe
Bay Unit Agreement to reduce the notice period required to loss than
fix (C) months, the Date of First Delivery under this Agreement shal

be reduced accordingly, but only upon sixty (60) day." prior written



notices c¢f such tiro reduction to Buyer. Buyer agrees, in tho event
it calls for delivery of crude oil prior to the date the Petrochemical
Facility is ready to process fcnc crude oil, th-t it shall fully co..ply

with its obligations under ,\rtic 1c 26. C.

2.3 Certain Future Sales of Oil Tahen in Kind by Seller
From and after the Effective Date, as to any royalty oil of Seller
(other than royalty oil out of tho Leases) taken in kind and proposed

to be offered fcr sale, other use or disposition to third parties by
Seller at a price or value which, when the reasonable costs c¢cf trans-
portation of such royalty oil to the site of the Petrochemical Faci-
lity are added thereto, is less, cn the date so offered, than the
price stipulated in Article 8.1 plus the reasonable costs of trans-
portation iron the Point cf Delivery to the site of the Petrochemical
Facility, equitably adjusted to reflect quality and gravity differ-
ences between the crude oil offered to be ro!d and the crude oil fror
the Leases, Seller shall first offer to Buyer the opportunity to pur-
chase ninety percent (90<) of the royalty 0|| proposed to be offered.
Said oil shall ha offered to Buyer ut the so**o price, and on the sar.e
torns cr.d conditions, as offered to third parties. *ihe offer to Buyer
fhall repain cper. for sixty (60) cays, after which tine, if Buyer

bus rot accepted the offer, Seller shall be free to sell tho oil undor
tho r.w.,0 terns ard conditions to a third party. Seller ry freely
dif.pose of tho ten percent ()0i) portion of the royalty oil r.ot cold
to Buyer hereunder at such price rrd on such terra en Seller ray
desire. Notwithstanding the preceding provisions of thir. Article

2.3, Seller ray freely sell ary of its royalty oil otherwise cub.iert

7



to tliis Article 2.3 free of the terms of this Article P.3 so long as
any such sales and deliveries of oil at a lower price, as defined above,
cease and terminate on the date the Petrochonica.l Facility initiates
processing of erode oil; further, the provisions of this Article 2.3
shall not apoly to Seller’s currently pending contract f%[)rtht% sale

of oil out of the Leases to forth Pole Refining Company -*a4-

any renewal or renewals of the current contract of Seller with

Tcsoro Petroleum Company ("Tesoro") for a like quantity of oil as s
now being delivered under Seller's contract with Tesoro. If Buyer
purchases oil pursuant to the provisions of this Article 2.3, Buyer
may reduce its purchases of royalty oil from the Leases by a like

amount (and shall do so to the extent its aggregate purchases of all
Seller’s royalty crude oil under all provisions of this Agreement

exceed 150,000 barrels per day, averaged rortthly) during the period
it is purchasing oil pursuant to this Article 2.3. Such reductions
shall be effected in accordance with the restrictions of Article 2.5

and subject to Buyer’'s obligation to buy and receive such oil a> it has

previously nominated. Oil purchased pursuant to this Article 2.3 shall
he deemed 0il out 0f the Leases fOr the purposes 0f Article 14.) (ii)
only.

2.4 Buy C If the Kvcnt Certain Qwntltica
Delivered. Upon and after tho inception of operation of tho i'ctro-
chenic.il Facility, in tho event at any Litre and from tire to time
SMlcr has not rado available for d livery to Buyer for more than
two (?) consecutive months average daily quantities (averaged
monthly) of royalty cr<* « oil from the Leases equal to or in excess
of 145,000 barrels per day, upon written request by Buyer, Seller
shall if; ediately exercise ary option which it an lessor r«y then
positions, as dlrcc'.td by Buyer, under any other lease or leaaes to
receive itr royalty crul* oil isi kind rather than in vtilvn in order
that B«y« r hi. the ability lo receive from Seller 150,000 birrela of
o'l j*-. day# WIith ouch jrtor notification tv tkee 1< e « « under such

-8-



other~leases as r.ay be required thereunder; provided, however, that tkt

/sucn“ bt>t.ion bv Seller shall only apply to seventy percent

* | *

(70S) oi tho available royalty oil tu bo taken in kind and only as to
such quantity of royalty crude oil as r.ay be necessary to assure Buyer

of the availability of 150,000 barrels per cny in the aggregate. To

protect end insure Buyer’'s right to receive at least 150,000 barrels

of crude oil per day hereunder, after tho cate of execution hereof
and for the full terra hereof, all contracts for the sale of any
rovalty crude oil of Seller taken in kind (except for Seller’'s cur-
rently pending contract for the sale of oil out of the Leases to

e North Pole Refining Ccr.pany and except for any renewal or renewals

of the current contract of Seller with Tcsoro foe a like quantity

of oil as is r.ow being delivered under Seller’'s contract with

Tesoro) shall contain a provision that Buyer shall possess a

paramount right to call for and receive such royalty oil in the

event deliveries to Seller from the Leases and available for sale

and delivery to Buyer fall below 145,000 barrels per day pursuant

to the rcovinions of this Article 2.4. Notwithstanding any other

provisions contained in this Article 2.4, Buyer's option hereunder

shall extend only to seventy percent (70n) of the royalty oil

production of cr»y field, lease, or contract in which Seller has

an interest . Seller agrees that any lease agreements and agreements

for the sale of royalty crude oil taken in kind licrcinuftci entered
Cow$r.-»£

into will include the advance written purchaser, ex-

change partner or other recipient c.f the crude oil to the tenain.ation

of any culplior-purchd8(>r relationship which cay Ik* dec* ed to exist

B



with respect to the State of Alaska royalty crude oil for purposes
of ar.y mandatory crude o il allocation program under applicable lav/
or regulations of the Department of Energy or its successors then in
effect upon the call therefor by Buyer under the provisions of this
Article 2.4 . in order to effectuate the purposes of this paragraph
Seller shall furnish Euyer such information as Buyer reasonably re-
quests from time to time concerning leases of which the State is
Lessor and possesses the right to receive its royalty in kind. At
such time as the average daily quantity of crude oil available to bo
delivered pursuant to the provisions of Articles 2.1 and 2.3 reaches
or exceeds 150,000 barrels per day for more than two (2) consecutive
months after such option has been exorcised by Buyer, Seller shall have
the right to terminate Seller's taking of royalty crude oil in kind
under the other leases as described above in this Article 2.4, upon
prior written notice which is thirty (30) days more than the period
necessary to provide legal notice to Seller's lessees of Seller's
return to taking its royalty in value rather than in kind, but on not
less than ninety (90) days' written notice to Buyer. Thereafter, Buyer
shall again be entitled to exercise its rights under this Article 2.4
should the aggregate average quantity of 145,000 barrels of crude oil
per day available to ba delivered under Articles 2.1 and 2.3 not

ba attained far more then two (2) consecutive months. It for any

reason Buyer': election or elections to receive oil under this
Article 2.4, along with the other obligations of Buyer to receive
oil under this Agreement result in Seller being required to take

from its Lessees O the lessees referred to in Articles 2.3 and 2.4

-10-



more than 150,000 barrels per day, Buyer will take all such oil from
Seller and shall advise Seller so that Seller ir.iv give notice to its
Lessees _to reduce the quantities of oil it is taking in kind pursuant
to Buyer's nominations to an aggregate cf 150,000 barrels par day.
2.5 Increases or Decreases of Crude Gil. Notv/ithstar.dir.g
any other provision cf this Agreement to the contrary, after the
Date cf First Delivery and from tine to tine thereafter, Buyer shall
have the right upon notice to Seller to require Seller to exercise
its right under the Prudhoe Bay Unit Agreement (and under any other
lease the oil from which is being sold to Buyer under Articles 2.3
and 2.4 if the terns of such lease so permit) to increase or decrease,
by the terns of said Unit Agreement (or lease), the quantity of
royalty oil to be delivered to Seller, and the quantity of royalty
oil to be delivered to and purchased by Buyer under this Agreement
shall be so adjusted; provided, however, that the provisions of this
Article 2.5 shall not operate or be construed to require that Seller
deliver and sell to Buyer the percentage portion:; of Seller's royalty
oil out of the Leases or cut of the leases referred to in Articles 2.3
and 2.4 which Seller has expressly reserved as not to be sold end
deliverable hereunder, and further provided that Seller rhall rot he
required to deliver rorc than 150,000 barrels per day hereunder as
CU average daily delivery during any calendar month. Ip audition to
the tire for notice specified in the Prudhoe Bay Unit Agreor.er.t (c-r
ar.y such other lease), Buyer agrees to give Seller an Additional
thirty (30) day.'" notice of any nominations under this pjr«tgraph.

In order to provide ncxir.un administrative efficiency, nominations

-11-



under this Article 2.5 shall be made not more than once every thirty

(30) d-y

2.6 Delivery of TAPS Fill by Seller. Upon initiation
veries pursuant to Article 2.2, Seller in addition to all other cuar.titi
cf crude oil deliverable hereunder shall deliver to Buyer on or prior to
the Date of First Delivery a sufficient quantity of crude oil for
Buyer to fu lfill its tariff obligations to supply Trans-Alaska Pipe-
line System pipeline fill ard storage tank bottom requirements.

Buyer shall pay for such quantity of oil on the date of termination
pursuant to the provisions of Article IX, X or XIV hereof, at the
price stipulated in Article Viri as if such oil had been delivered
to Buyer at the Point of Delivery forty-five (4f>) days prior to the
said date or termination. In the event that Buyer, prior to the
completion of the Pet-ochericul facility, suspends its purchase of
oil from the Leases after having initiated deliveries and after
Seller has delivered the pipeline fill and storage tank botton require-
ments as provided by this Article 2.6, buyer shall pay for r.uch
quantity of oil as if It. hjd been delivered ftt the Point of Delivery
on the chito Buyer suspended itr. purchases. Thereafter Seller shall
egoin be obligated to provide pipeline fill ar.d storage tank bottom
requirements upon Buyer's reinitiation Cﬁdeliveries of oil out of
the Leases os provided by other provisions of thir. Article 1II.
ARTICLE 111
point or DCMvr.nv and passass QqQrjiJYIf

3.1 point < > of the oil cold Cro

-12-



Seller to Buyer under Article 2.i shall be made at the Seller's or
Lessees' A.C.T. meter at the ir.iet inception point of the Trans-

Alaska Pipeline System at Pur.? Station Number 1, Prudhce Bay Alaska.

Delivery of any oil sold pursuant to the provisions of Articles 2.3
and 2.4 shall be at the same point of delivery that such oil is

delivered to Seller by the lessee paying such oil as rcyal™y oil in
kind to Seller. Delivery under this Article 3.1 nay be made at such

other point cr points of delivery as ray be mutually agreed between

Buyer and Seller. The Point or Points of Delivery set forth in this

Article 3.1 shall hereinafter be referred to as the "Point of Delivery"

or "Points of Delivery."

3.2 Passage of Title. Title to the oil to be cold here-
under shall pass from Seller to Buyer upon delivery.

3.3 Buyerls Responsibility. Buyer shall be responsible
fcr the oil to be sold hereunder after passage of title hereunder.
Buyer shall indemnify end hold Seller harmless from ar.d against any
ard all claims, costs, darajes, expenses or causes 0. action as a
result of any loss, injury or darage incurred by any party os a re-
sult of ary transaction or event which relates to the crude oil
after title thereto has passed to Buyer. Buyer shall moke all nccos-
sery arrangements for transporting the c;l sold hereunder from the

Point of Delivery u m -
A ARTICLE IV
RIPPCSENT/7IONS AND O?MCATIONS OP PUVBR
Buyer represents, warrants end agrees that:

4.1 ccod Standijr.- . Buyer is and at all tines hereunder

-13-



will remain a corporation qualified to do business in, and in good
standing with, the State of Alaska.

4.2 Construction of a Petrochemical Facility in the State
of Alaska.

4.2.1 Construction Obligations. In cons
of the obligations assumed by each party herein, Buyer will proceed
with reasonable diligence to design, construct, start up ar.d there-
after initiate operation of a petrochemical manufacturing facility
with fuels refining capacity ir. the State cf Alaska. Such facility
shall include facilities for the manufacture of energy fuels, aro-
rratics, olefins ar.d petrochemical derivatives of such basic feed-
stocks, and will include "offsitc” facilities such as power supply,
Viter supply, port facilities and administration buildings. Final
process configuraticr. ar.d production rater, of the various products
listed above will be determined hy (i) marketing considerations
based o:i sales contracts for the* products and (ii) process optimisa-
tion of the overall facility design to produce the desired product*,
in the wont effective manner. Variations in process optimization
will occur throughout the anticipated life of the facility. Such
facilities shall by hereinafter referred to as the "Petrochemical
Facility. *

4.7.7 Siting ol deal ' . Buyer ho .
chcw.cn neverj! preferred sites for the location of its; Fotrochenical
Facility, buyer shall notify the Co.cs.(»sfor**r ic later than fix (C)
months after the Effective Date which sit** it has chosen (and the

reassi.s for if. choic». of such rite in reasonable cN'tail), which

~7
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site shall be subject to the approval of the Commissloner within
ninety (90) days after receipt of notice by Seller of Buyer's choice
of site. In raking his decision, the Commissioner shall'consider,
among other things, the desires of the people who live in the immedi-
ate surroundings of any proposed site. Failure of Buyer to receive
written reply from the Commissioner within such ninety (90) day
period shall be deemed an approval of the site selection; provided,
however, that such approval shall in no manner diminish or alter
Buyer's obligation to obtain all requisite state and federal permits,
licenses and applications or to comply with other applicable laws or
regulations. In tho event the Commissioner disapproves a proposed
cite, Buyer shall resubmit with additional pertinent information its
original, proposed site ot shall propose an alternate cite to tr.c
Commissioner within ninety (90) days from the date Buyer receives
notice of disapproval. Pcsubminsions or submissions of alternate
cites shall continue in like manner until a cite is approved by the
Commissioner.

4.2.3 rrojreos Houortn by Buyer. From tho Effective
Date and until tho conditions ctutcd in Articles 10.2(l) through
10.2(3) have beer satisfied, on or before the twentieth (20th) day
of each month, the Buyer shall furnish the Cormir.uloner a written
progress report as of tho end of the preceding calendar month

———————————————— - : . spect
to the Petrochemical Facility, progrenn in the mirV.oting of the pro-

ducts therefrom, and the propos-d financings end scheduled expendi-
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in Articles 10.2(l) through 10.2(3) ar.d until all the conditions
stated in Articles 10.2(4) through 10.2(9) have bheen satisfied,
Buyer shall furnish like progress reports (also to be on the twen-
tieth (20th) day of the month) each calendar quarter as of the end
of the calendar month immediately preceding the month in which the
report is made, beginning on the twentieth (20th) day of the third
month r.e:t following the month during which the conditions under
Articles 10.2(Ll) through 10.2(3) were fulfilled. Such reports,

or portions thereof, shall bhe held confidential as requested by
Buyer to the extent permitted by law.

4.3 Production of Sr.ercy Fuels for Intrastato Use. In
order to provide fuels for distribution within the Stito cf Alaska,
Buyer shall design and construct the Petrochemical Facility to
include a capacity t- process 30,000 barrels of crude oil per
day into energy fuels. If Buyer does not utilize the royalty
oil sold and delivered hereunder, or traded or exchanged oil,
in the Petrochemical Facility, then it shell utilise its hest
efforts to assure that at leant 30,000 barrels per day of said
royalty oil will be processed instate for production into energy
fuel?, for intrantit* distribution and sare, unless i.uvh processing
would be surplus to the then prevailing ir.trastuto dermtic and
industrial needs.

4.4  ré&t*biifthr*nt haritable Foundation. Buyer
covenants rrd agrees to establish the Alaska l.nd";-v*rt Trust, the
purpose of such trust teein<j to further the social, tlocation*I,
c-.Iturr! and cr.vironmof.tal conditions in the State of Alchac. Th*

-1 f-



Alaska Endowment Trust shall bo estahblished under the teens of a
trust instrument prcposad by Buyer ar.d approved by the Governor of
Alaska ar.d Alaska Legislature; the trust corpus shall be adrinistcred
by a Board of Trustees -.-.affiliated v:ith Buyer. Trustees t.-.all be
asoointcd by the Governor of Alaska and confirmed by the Alaska
Legislature. The corpus of the Alaska Endovr.ar.t Trust cha.i he
created fron contributions by Euyer of amounts equal to five percent
(5%) of the net after-tax profits, cs hereinafter defined, realized
frcr. the operation cf the Fetroch.cr.ical facility and sale cf fuels
ar.d petrochemical products produced fron the Petrochemical facility.
Bach such annual contribution shall be pain on or before *uly 1 of
each year based upon the net after-tax profits o: the atc.y
preceding calendar year, the firrt such year cf measurement to cora-
rcnce or. January 1 next following ten (IC) years after the Petro-
chemical Facility ir» cstplcted, an measured by the dolivery of tho
certificate cf completion end operability by the priro contractor
cf Buyer in charge cf const-urnion of the I'ctrechemical iccility

or sixteen (16) year* after the Effective bate, whichever fs
earlier. *8et aftor-tax profits" shall B.can tho net ir.cvv of
Buyer prior to deduction or accrual cf amounts payable under thi*>
Article 4.6 ard rhall lc doterranod in accordance wf»h <en*relly
accepted accounting principle* Applied or. o conr.lsiont iaft s after
deduction for all texos. which wowlfi have loan provided for in the
financial statements cf buyer for the year hut for the |*yv«nt

of tho amount# payable under this Article 4.4, Finer th« panic#
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have assured that payr.or.ts ur.der this Article 4.4 v/ill be deductible
as en expeV<o fcr purposes of any tax imposed on the income of Buyer,
ir. tho event ary taxing authority does not permit such deduction, the
amount payable hereunder shall bo adjusted to reflect such non-
deductibility. Charges made by or to ary Affiliate shall be reason-
able ar.d shall not exceed those charges which would have been nade in
arm's length bargaining with an unaffiliated party ir. licr.t of all
the circumstances of the transaction, including the length of tern
cf any contracts, financing terms ar.d ary oth *r direct and indirect
benefits offered or received. AIll sales between Buyer and any
Affiliate shall he at a fair market price or value for such goods
or cervices in light of all the circumstances, including the length
pE A o £ ftry contractual relationship, fir.ar.Ciing terms a-d ary
other direct or indirect benefits offered or received.
AFTICt/d V
RVR.-5>TAd&sns and obligations o? seller

Seller represents, warrants and agrees that:

51 Seller's Royalty OjAl. Pursuant to the Leases ard tha
J t t jr ntly In *£ 'et and refarred to in Article 2.4,

Scllrr Has the right to t tie its royalty IN Hind (amount), which

royalty cil it represents Is at least r »lvo and one-half percent
(12-1/2*) of any crude oil production rcrovod or r.olcl fron the
l.oasns, unless oth *doscrll IN Exhibit a -

5.2 Vtl<». Feller hereby warrants good and rurkctablo
title to th* ©U sold by it h<rounder and Jto right to soil the sane,



and warrants that all such oil is cvnod by Seller free iron all
liens, encumbrances ft:d adverse clairo.

5.3 Storage cf 0il. Under Paragraph 13 of tho Lease |
tracts, Seller nay be entitled, under certain conditions, to storage
of Seller's royalty oil from Lessees free of charge. Seiler hereby
licenses to Buyer its storage rights, if any, under the leases (ar.d
under any other leases the oil from which it> Lairg cold to Buyer
pursuant to ‘'articles 2.3 end 2.4} effective upon the Date cf First
Delivery, to the fullest degree permissible under the Lcass Contractu
ar.d to ar. extent proportionate to the proportion cf Seller'& royalty
oil being delivered herwundor. Seller further agrees that it will
cid cr.d work with Buyer to recolv any ur.ccrtaintlcn or arbigai tic-,
concerning Seller's right to storage ur.J”r tho Lo.-se Contract*# in-
cluding tho institution ard pursuit of litig.-.tier at Super's cr t to
clarify Seller's legal rights of storage u-.'rr raid Paragraph ll.
Buyer ard Seller agree that their ritual objective shall be to
noxinire the Seiler's ar.2 Uuyor'r. rights to receive rturagi of the
oil frcr. tho Lc3c*-a». Notwithstanding anything stated h-rein,
Seller door, not warrant that it possesses any right or right*
to storage under the Lease contracts or any Othe: leases. e-aycr
agrees that any failure to (»htsin storage hefeundej fro* the

rhall not relieve Ituycr of »tr. obligations under Ariicle
10.7. Buyer will indemnify Seller and hold it bar”™Jass o”ain™t
ell claims# cowta, loss or liabilities arlalrg free* buyer'# VID

of nald storage facilities or right*,
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5.4 Covenant to /.d in Obtaining Cove-rr.rrntal ?.-rvits.
Ir. order to construct tho Petrochemical Facility# Buyer rust obtain
numerous permits, licenses ar.d authorizations frcn state, federal
ar.d other goverr-~.er.tal authorities. Seller agrees to utilise its
best efforts to support, lend aid and facilitate the grant or
approval of Buyer's applications for such permits, licenses ar.d
authorizations; provided, however, that the obligations stated heroin
shall not require Seller to support, lend aid cr facilitate the grant
or approval of ary permits, licenses ard authorizations which do not
comply with applicable rules, regulations cr lava, and provided fur-
ther that Seller's obligation." herein shall not require Seller to
valve, rescind, rcdify or otherwise alter (either ir, substance cr
procedure) any of Seller'* regulatory responsibilities. Seller,
acting throw,h the Commissioner, within thirty 00) days cftcr the
Effective Date shall Appoint, a State officnil vjshall act a*
Seller'ncoordinator fur * s purposeof facilitating thegranting
cf permits by Sellerant! to act at.a liaison officer for Buyer And
5f)kr with th" fricr.i! government. Such doaignation ray be

changed free- tire to limn by ib C>;ol»£firs«r.

» * pmlivery, cfinfo?-%75icn t«hryef. fAIItr  fthall

‘s--isnaM
6 liv™r to buyer without coat to feller funles* aNly coats Iw Sell«r
| indemnified by buyer) vsthin thirty 00) day* aft«*r th* |
t e Pate;

(1) th« iw»*t recent report it poas**:;** or e™n
obtain f*em» third parties concerning the volume t
hydrotarimin* originally in place a?™) pvirtivr*
fraction;* thereof vhic.". will i1« recovered front t? e

Prudhoe bay unit geserve*, acco par.led 1/ any |
etwdiop. 4<-u pertaining to t.vi* feyirt*
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(ii) the cost rccer.t anticipated production
schedules ¢l oil, soluticn gas, gar, cap gas ard con-
densate ir. its possession cr obtainable fron* third
parties out cf the Prudhoe Bay ur.it by year; ar.d

(iiij the most recent information, projections or
estir-tes ir. its possession or obtainable from, third
parties of anticipated crude oil discovery ard produc-
tion in Alaska during the terra of this Agrecr.&nt.

Luring the terr. of this Agreement, as reasonably requested by Buyer
in writing, Seller shall furnish updated information pertaining to
Subparagraphs (i) through (iii) of this Article 5.5. Certain infor-
mation ar.d documents, including but not limited to well legs and
related production data pertaining to the leases and other leases
referred to in Articles 2.3 ard 2.4 ray bho required by lew or regu-
lation to he held cc;.fidcntial by Seller, its representatives ar.d
agents, ar.d such documents shall net be required to be delivered
hereunder, roller ur.-erstar.de and acknowledges the irsorttnco of
report;. taker, frcn such dati in securing financing for the Petro-
chemical racitity, crd Seller agrees to use Its best c'forta to
obtain and furnish to icycr al! such rclc 'art data and reports as
rrqu~r.ted by Buy*r. feller agrees to retain, at Beyer's cost,
independent Cer.i .Ifcar.ts acceptable T Buyer to review confidential
to prepare such update ) reports and to state such opinions tn
r*y 1.7 reasonably r*q.a»t* 1 by ar.d furnished to !uyer to the extent
pcrea(tt< i hy a; law and regulation. Sailor's obligation
ur.drr this tetsion WK for the | arj nse of aiding liuy,*r ir obtaining
v;.-to-date ir.JV" atic:, so;** os al? cf vhich nay have Jet;, furnished

to teller by third partita* accordingly, roller doer, rot, :y provid-



ing Buyer with tho information specified in Subparagraphs (i) through
(ii1) , warrant or represent the accuracy of r.uch information, nor
docs Seller obligate itself to attempt in any way to bring about tho
conditions or projections contained in the information provided.
ARTICLE VI
QUALITY
6.1 Standard. The oil to bo delivered by Seller ti
at the Point cf Delivery hereunder shall bo the sere quality as the
moil delivered by the woching interest owners fron tre Lenses

« end the leases. Except for the foregoing. Seller docs not
warrant, represent or guarantee, either expressly cr impliedly the

quality, merchantability, fitness for use, or suitability for any
particular use or purposes, or otherwise of ary oil to be delivered
to Buyer under this Agreement. There are no warranties, represen-
tations or agreements concerning the quality of the oil which extend
beyond the description of the oil ir. this Article VI.

ARTICLE VII

y.EASt'P.Er'LNTS R™O TESTS
7.1 Tom ing Standards ard Procrdares. Tha quantity

and quality of tho crude oil sold and purchased froo the Lessen

shall he tlelerninad at Lessees' A.C.V. rotors at I»um? Station tD 5
lrudhoo Bay, Alaska. The quantity and quality of fcV crude

o!l nold and purchased fron the other leases shall be

delemined at. the /oanee'n point of delivery. AIll rcwwwrorftntH

hereunder shall represent one hundred percent 1100*%) voluryv,

constfiling of United Staten barrels of forty-two C42) qallonn#

't quantify and gravity of which shall be adjusted to a

te j\lt"urc pf nixiy tfegrent* (0 rl r«vhron\<* 1l . bull d”liclion



shall be made for all basic sediment and water content according to

the ASTM Standard Method then in effect. Unless agreed otherwise
between Buyer ar.d Seller or set forth herein, procedures for measur-

ing ar.d testing ar.d for metering tho crude oil shall be completed in
accordance with standard oil field practices. Procedures for rncter**”
deliveries under tho Leases shall be in accordance with accepted

oil field practices in effect at Prudhce Bay, Alaska. At the direction
of Buyer, Seller shall direct the Lesseg% or lessees tc test the ac-
curacy of their measuring equipment if and to the extent that the pro-
visions of the Prudhoe Bay Unit Agreement or any other agreement between
Seller and Lessees or lessees permit Seller to r.ake such request. Notice
of the time and nature of each test of Lessees' or lessees' measuring
equipment shall be given by Seller to Buyer sufficiently in advance to

perm.it convenient arrar.gc-.ent for Buyer's representative to Lw present.
Tests and adjustments shall be made in the presence of representatives

of Buyer if present at the tine scheduled fo.- such test and adjustment.
At Buyer-o election ar.d subject to obtaining the permission of any
necessary third parties. Buyer ray also install equipment to measure
cr gauge all oil received by Buyer hercur.dcr at the Point cf Delivery,
and Buyer shall hear the entire acquisition, callhr.-.ticn, rtintonar.ee
find operating cont of any x.uch loading, rtasurlrj or testing equipment
required by Bu~cr,

7.2 Delivery of Crudu 0il N plea by ° . Upon
reasonable request by Buyer, Seller at itr. co.,t t»h*ll u*!li?e ita
best efforts to a?d Buyer in obtaining a rcprcsantative a *plc of

Or« barrel of cr-d«* oil takon at Valclo;*, Alaska, ir; ¢;C«: far I»uy«<r
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to perform sr. assay to analyze tho composition, gravity, sulphur
content and other characteristics c* such crude oi.l sample. If

any sample of the oil is delivered to Buyer, there is no representation
or warranty by Seller that ary other oil delivered hereunder will

conform to the sample, it being understood that Seller v;ili deliver
only such oil as shall bo delivered to it by the Lessees or lessees

under the Leases or leases. Seller shall provide Buyer copies of al

other assays obtained or received by it during tho tom thereof.

ARTICLE VIII
PRICE
6.1 Price.
8.1.1 Price of Oil Delivered Cut cf tho
to oil sold ard delivered hereunder out of the Leases, the price to

fco paid by Buyer to Seller shall be equal to the sum the Seller would
havVe received from the lessees had Seller received its royalty in
value instead of taking the quantity of royalty oil delivered
hereunder as its royalty in klr.d (amount). Seller and buyer rcccj-
r.tre that the method and basis of computing the royalty dee Seller
from Lcssues under the Leases in currently a natter of dlaputo and
litigation among the Seller amd it-. Lessees, said litigation Lc-Irg
entitled State o' Alaska# ct. al. vc. /.rcrada.liecn Corp. ct *1 .,

(:;0. CA 77-6:7, Superior Court of the state of Alaska, him Judi-
cial District «t Juneau). Pending resolution of said dispute amorg

Seller and Lessees, by judicial decision o: cattinrent in the ato.e-

Le



reference.4 case, the in value royalty under the Leases, and there-
fore the price hereunder, chall be computed in accordance with
Exhibit "3M attached hereto and by reference made a part hereof,
After such time as said dispute shall bo resolved among Seller ar.d
its Lessees, the parties hereto v;ill be bound by the tarns of such
resolution, judicial or otherwise. Seller and Buyer expressly
recognize that adjustment in prices previously paid nay he necessary
following said resolution and said adjustment shall bo duly made,
with interest, pursuant to the applicable provisions of Article IX.
Any settlement Agreement which agrees to tho imposition of costs
which arc reimbursable by Buyer to Seller under Article 8.2, hov/-
cvAr, shall rot bo final and binding upon Buyer, unless Buyer has

consented in advance to such settle, art.
§.1.2 Price of 01l Sold Urdrr Article 2.3. 0il

cold pursunnt to theprevisions of Article 2.3 shall be the same

lower price on the same terns and conditions as Sollet in proposing

to offer such. oil.
8.1.3 Price of OH Scid Under Article 2.4. The

price of theoil swfd pursuant to the provisions of Article 2**
shall ho the greater of (i) tho !'M and highest price offered by
a bona fide offeror for a like cyciuy nr.d quantity tf the crude
oil to be prviuccd frt " wjcl I<n*« out of which oil jr. being
(Ic?livpfii} or (ii) a price *;ual to the rv« Seller would have re-
ceivrd fro;- ita lesi*je? or lesnera had Seller received it*- royalty
in v.»lwrt instead of taking the quantity of royalty oil delivered
hercurt-?v? r* [tt. r&y-ilty in hind (amount).



c.2 Reimburse:.ant cf Certain Costs oC Feller. In addi-
tion to the price stated in Article 8.1, Buyer shall also reimburge
Seller for Seller's pro rata share cf (i) any basic sediment and
water removal costs if Seller is repaired to pay such costs as a
result of Sailer's election to take its royalty oil in Kkind; ard
(i1) ary ether direct costs reasonably incurred and paid by Seller
which would not have bheen incurred by Sailer had tho Seller taken
its royalty in value rather than in kind and if such costs under
Article 8.2 (i) and (ii) were not previously reflected in applicable
computations of value for payments of royalty in value. Seller
shall use its best efforts to minimise any such costs incurred by
Seller by reason of Seller's taking royalty oil in kind; such best
effortsvosnl;all include pbiuj not be limited to litigation in coopi-ra-
tion vjita "buyer, at Buyer'r cost, to the extent necessary to
contest tﬁo imposition of unwarranted or improper charges; provided,
however, that Seller shall in no cver.t be required to advocate leg. |

positions or adopt legal strategics which it, in it;, discretion, d \s

contrary tr, its cxn interests, ir. any suck litigation. Seller at this

date does r.ot know of any potential cost:, to bhe incurred by it as a
result of i!* taking in kind r.ilhvr than invnlue other Ih » tho
costs stipulated in Article above.

f.0 ] Takir.gin Value by Seller. In order to |
lit.ite the establishment of prices under Article t.) f.eller agree
at all tim s during tex» t* ¢ thi;. Agr* t to take a*! receive
in value r. ther thir. in kind th< rinlra number of barrels gtr diy

required to obtain a report of the in-vaHe price fron of.th [v-V'r.
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£.4 Etederal Price Peculation. In the event a maximu.'
p.rice is established by the federal government during the term of "
this Agreement which applies to the royalty oil and v;hich is lower

than the prices established under this Article VIII above, then

Buyer shall pay the Seller that maximum price for royalty oil deli-

vered to Buyer, but only during such period such maximum price s in
effect.
ARTICLE IX
pay..e.;td a:j .ccouitig
5.1 Billing. Seller shall furnish Buyer monthly, on

before the tenth (L0th) business day of each month after the first

full month of delivery of crude oil, a statement of account of all

crude oil delivered through and measured vt tho Point of Delivery

during tie immediately preceding month according to tho bast infor-

mation available to Seller, the price or pricer, applicable thereto

according to tho best information, available to S.-ller, the basin

for ccrputctlon of tho applicable price or prices in full detail and
the tctil net amount duo. teller shall render it:; billings to
Buy - based coon the values, receipts, costs and computations rc—~
A Iy -Ak» -thr t*U fd vr <, 4rhvari O Jv,J
po-tod I1N—»>I-"Me-» 1 .. ,r" to Seller™ seller shall thereafter adjust
it;; initial billings pursuant to Article 9.9. Buyer and its
authorised agents shall bo pmrmitted access during reasonable

1l isirer.s hours; to Seller'*; books ar.d records part inenfc to this.

Ag¥*< *r»>rt to <!?".(rnlr.rt tho correctness of the billings DY seller

to the extent nob contrary to 1



9.2 Payment:. Buyer shall make payment or. or before the
tv,enty-fifth day of the calendar month ir. v/hich such statement is
rendered or fifteen (15) days after rendition of tho invoice called
for in Article 9.1, whichever is later, by direct wire transfer of
federal reserve funds through the Federal Reserve Bank w;.rc transfec
system, to the following address or such other address as Seller ray

designate upon seven (7) days' prior written notice:

Bank of America, NT £ SA
San Francisco, California
Securities Department 3255
Credit to: State of Alaska
Investment Account

ATll other payments to be made under this Agreement shall be paid ir.
the same manner. If payment is to be made on a Saturday, Sunday
or legal holiday under tho preceding provisions hereof, payment

shall be made on the next follov/ing business day

9.3 Rilling Disputes. Should any portion of the account
furnished to Eayor by Seller he disputed in gocd faith, Buyer ar.d
Seller agree to mutually arrive at a fair and equitable resolution
of such dispute, if possible, and Buyer agrees to pay the amount
so determined to be due to Seller within fifteen (15) days after
such resolution. Buyer shall pay for such amounts as it does not
in good faith dispute in accordance with the provisions of this
Article IX.

9.4 | *e- nt Charge, if 1 yo* fails it- *: %< timely

payment t*> Seller of ar.y amount due tnaor this f.jvoc; rt, including



any payment delayed by a bona fide dispute which is later determined
to be validly owing, or if Buyer is required to pay and does pay any
amount which is later determined not to to validly payable to
Seller, interest shall accrue ar.d be payable on said sum from the
date when such payment 'as due or was paid, as the case nay be,
until the same is paid or repaid, at the lower of (i) a rate per
annum equal to the prime rate then being charged by Chemical Bank
of New York, New York, plus one ar.d or.c-quarter percent (1-1/41)
per ar.nur., or (ii) the maximum lawful rate of interest per annum
which may be charged to Buyer under the laws of the State of Alaska.

9.5 Adjustments to Billings. Each month Seller shall
adjust its statement.of accoun«ts to reflcpt the actual amounts
delivered and the price or prices applicable thereto. Seller shall
from time to time adjust its prior billings to reflect adjustments
necessitated as a result of (i) a final judgment or settlement
entered in certain pending litigation between Seller and thc Lessees
styled State of Alaska, ct al. vs. Amerada Near. Corporation, ct a!..
No. CA 77-847, in the Superior Court of the State of Alaska, Eir:.t
Judicial District at Juneau; (ii) adjustment* necessitated as a

(Or- letterJJ

result of the filing with the Seller by the LeaseesAof more current
report:: applicable to the billing period in question; (iii) actual
adjustments necessitated as a result of changes to value*, receipts,

(o* iojrrjj
costs and computations jn'oviouoly reported by th> Lessees and uti-
A
1l zed by Seller ON a basis for billing under Article 9.1, Il ouch

adjustments arc based upon actual Inter ueveranco tax or royalty
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(or Ir J
oil payments by or refunds to the LccccasA or (iv) adjustments re-

ccired as a result of clerical cr arifchmtitiCal errors in the bill-
of irssccs"or*of"ScHer; provided, however, that r.o adjustments,

whether credits or debits, under Articles 9.5(ii) through 9 .£(iv)
shall ba made by Seller or demanded by Buyer more than twelve (12)
months after billing except as to ratters which arc the subject 0>
(>) pending litigation by cither party, (y) pending regulatory pro-
ceedings (or appeals thereof) whether or net Seller or Buyer is a
party thereto, or (r) bona fide audits by Seller v/hich audits have
been terminated or completed by Seller within twelve. (12) months
after initiation of same.

Due to the potentially large suns of money involved, any
adjustments to any billing wunder the provisions of this Article 9.5
by Seller redo more than sixty (CO) days artcr sucl* b.lling was
initially rendered shall be paid to or refunded by Buyer or Seller
over the cams period over which r.uch adjustments accrued or thirty-
six (36) months, whichever is longer, beginning with the first pay-
ment next fol-cwing the date such adjustment bar. been deters ir.d;
provided, howe/or, r.o r.uch payment wxtons or. permitted her. under
r.hal) extend bc-yord the tern rllpulatvd in Article 10.1, ard accord
ir.gly the full talar.ee of any unpaid at)juntncnts rdmll hi'cCr.V due

and payable on tho termination date hereof.

9.6 Cancellation ir. t -e m c.f_ n f.y m¥. Except
amountft dir.putod Jr. good faith, should Buyer fail to rav.e adl.y p.-y-

ror.t. due to roller under thin Agreement (i) \lthin sixty (60) d.iyn

- 30-
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fron the date said payment is aua or (ii) within thirty (30) days
frorr. the date that Seller gives written notice of non-paynent to
Buyer ir. the manner provided in Article I£ .1 hereinbelow (except
that said notice shall be directed to the attention of the President
of Buyer), whichever occurs earlier, this Agreement shall automati-
cally be cancelled.
ARTICLE X
TERM

10.1 Terr.. Subject to the further provisions of Articles
10.2 and 10.3 this Agreement shall become effective on the Effec-
tive Date and except as extended by Article XV hereof shall continue
ard remain in forco and effect fcr a period of twenty-seven (27)
years fron the Effective Date.

10.2 Terminatigh by Sellegy This Agreement shall torri-
note upon failure of Buyer to take each and every cno of the follow-
ing actions within the tir.a specified for each, including ar.y tine
extensions provided for in this Article 10.2:

(1) t.ithir, six (0) months ofter the Effecttv.- Ditc:

(a) Actually expend at le-r.t Two Million Dollars
(52,000,000.S0) in Total Project Costs.

(b) Negotiate with interin lenders ar.d obtain
ccmitreat to provide funds deerod necessary by Buyer
for organizational costs ard initial design costs of
the Petrochemical Facility.

(c) Corr.er.ce planning for optimization of design
of the Petrochemical Facility.



(d) Notify Seller of Buyer's ri/vul selection of
site location, such notification to be accompanied cr
preceded by site studies and recommendations based on

preliminary engineering, including compression teuts
ard cost estimates of infrastructure, offsito ar.d

marine facilities.

The Co."issior.er may extend the above six (6) month period as to
Articles 10.2(1)(b), (c) and (d) thirty (30) days, but only in the

event Buyer has, prior to such extension, fulfilled the requirements

of Article 10.2(1)(a).
(2) Within twelve (12) months after the Effective Date:

(a) Actually expend at least Three .Million Dollars
(33,000,000.00) in Total Project Costs.

(3) Withlr. eights ;r. (18) months after the Effective Date:

(a) Expend rr commit to expend or cause contractu-
ally bound third parties to expend or commit to expend
at least Ten Million Dollars (310,000,000.00) in Total

Project Costs.

(b) Negotiate sale terms with prospective pur-
chasers of products fron the Petrochemical Facility;
dclineato product requirements, production ratios and
quantities for the range of products to be produced
fron th*r Petrochemical Facility; ard draft contracts
for tho sale of prxiuctr. fre.n the Petrochemical

Facility.

(c) Enter in o contracts for the rale of At leant
seventy percent (7 t) rf the product output fron the
Pctiochunicnl Faci ity.

(d) Obtain or cause contractually Lound third
parties to obtain witten commitments to lend or ir.voat
at least Ore Billion Five liurdr*J Million (31, *03,003,C00.CO)
in the aggregate for payment of Total Project Costs.

(LI) Obtain « commitment or comm ltr-snts for interim
financing for tho construction of tho Petrochemical

Facilit*/.

(f) Complete and file An Environmental Impact
Assessment cn the Petrochemical Facility.
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(g Complete ard file all material state, local ar.d
federal permit applications.

(h) Complete plant design ard optimisation necessary
to obtain a definitive project cost estir :te ("definitive"
meaning a coot estimate containing no rcre than fifteen
percent (15”) variance in anticipated costs).
The Commissioner ray extend the above eighteen (16) nor.th period as
to any one or more of the criteria cr events stated in Articles
10.2(3)(a) through (h) six (6) months.

(4) Within twenty-four (24) months after the Effective
Date:

(a) Expond or commit to expend cr cause contrac-
tually bound third parties to expend or commit to expend
at least Or.a Hundred .Sillier. Collars (5100,000,900.00)
ir. Total Project Coots.

Tho Commissioner ray extend the above twenty-four (2**) month period

as to tho attainment of the criteria stated in Article 1C.7(4) (a)

six (6) months.

(i) Within thirty (30) months after the Effect;*.? Catv:

(a) Execute definitive documents relating to the
long-term lo.ir. of funds for the Petrochemical S'acillty.

(b) Commence construction of the Petrochemical
Facility.

The Commissioner may extend tho above thirty (30) month perleu on to
one or rare of the events or criteria stated in Article* 1u.2('j)(.i)
ard (t) above rlI/. (C) months.
(6) Within thirty-nix (30) months aft*.- the Effective hrtj:
(a) Expend or commit to expend or cause contractu-
ally bound third parties to expend or commit to cx*K*r.d

at least Six Hundred Miillion Collars (5000,000,000.00)
in Total Project Coatt.
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The Ccr-nisoio,.er tray extend the above thirty-six {3C) nonth period
as to the attainment of the criteria stated in Article 10.2(6)(a)
six (6) months.

(7) Within forty-elcht (43) r.or.ths after the Effective

Date:

(a) Expend or ccrr.it to expend or cause contractu-
ally bound third parties to expend cr commit to expend
at least One Billion Dollars (31,C00,000,000.00} in

Tctal Irojoct Costs.
The Ccrmissior.ar ray extend the above forty-eight (4E) nonth pcriol
as to the attainment cf the criteria stated in Article 10.2(7} (a)
six (6) months.
(8) Within sixty (CO) month:;after the Effective Date:
(a) Expend or commit to expend or cause contractu-
ally bound third parties to expend or commit to expend
at Ic..st C\o til lion Two Hundred M iillion hollars
(5',20?,COD,000.00) in Total Project Costs.

Tho Commissioner may extend the above -ixty (CO) sor.th pol led as to

tho attainment of the criteria Mated dr. /rtlclc* 10.2(8) (a) nine O]

(9) within raventjtwo (72) months after the Effective

Dates
(a) Ktprnd or commit to expand or cause contractu-
ally bound third parties to expend or cor- it to expend at
least One istllior live Hundred M illion Dollar*.
(;i,TO:,000,000.03) in Total I'roject Coot*.
A A um.ar ray extend the- above n«-venty-two (72) month purled

an to Ilh< attainment of the criteria ttatad In Artie!*? )0.2(7|(a)

tvelvo (2) rorthn.
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(1?) In addition to the periods of time which the Commis-
sioner ray extend the periods for performance of the criteria stated
in this Article 10.2, the Commissioner ray further extend the time
for performance of any of the criteria stated in Article 10.2(1)
through 10.2(9) for that period of time necessary to permit the
Commissioner ar.d the Alaska State Legislature to consider an amend-
ment or .'edification of this Agreement, particularly of the pro-
visions contained in Article 10.2. Such time extension shall not,
however, extend beyond a period of time in excess of ninety (DO)
consecutive days during which the Alaska State Legislature is in
session, r.or shall such time extension include a consecutive period
of less than ninety (DO) days during which tho Alaska State Legis-

lature Is |l session without the prior written consent of Buyer.

10.3 Termination by Buyer* Ir. the event that Buyer
ex; Sing 911 reasonable effort!, fails to obtain tho necessary bind-
ir.j co mmmlcertr. from interim, and per.tur.ert lenders for all the funds

necv.*» .ry to pt'r-it construction of the Petrochemical Facility under

€ loan or Icons providing for repayment of such loans during the

11fo f this Agreement or fails to obtain site approval from the

Co:v :sslonor af*, r .submitting at least two cites to the Commissioner
pur »r.t to Article 4.2.2, Juyer :ay thereupon elect to cease design
ard c t: «*tion of the Il'etrochur.lt*al Facility and terminate this

Agree «“t without liability to either party by giving Seller notice of
t« rmlr.ition; on the thirtieth (30th) day altar the giving of such
notice thlr. Ag;« ahaM terminate, and Buyer shall deliver to Seller

all do:ii, «r' « and data pertinent to the Petrochemical Facility (or

af



