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capture natural gas liquids for the State's benefit.

The first necessary step is the final resolution of the issue 

concerning the location of the gas conditioning facility and the 

facility/process design which is mandated by the facility's 

location. To enable resolution of this vital issue, it is 

recommended that the Authority authorize ERCA to prepare the 

Authority's RFP's for the performance of the Phase I systems/site 

study as defined herein, and to prepare detailed schedules and 

plans for securing the manpower and other resources necessary 

to begin Phase I work immediately.

ERCA proposes to enter into an Agreement with the Authority to 

provide all necessary management services to the Authority for 

Phases 1 through IV of the Project described in this Proposal, 

with specific terms being established as each phase of the concept 

is implemented For all phases, ERCA suggests that it be recom­

pensed throug,. payment of its costs plus a fixed management fee 

to be negotiated. Pending the execution of a formal Agreement 

between the State and ERCA, ERCA is prepared to proceed upon 

receipt of a letter of authorization from the existing AGPF Authority.



IV. PROJECT PHASING

ERCA's Action Plan, offered to the State in this Proposal, sets forth 

an orderly, sequential approach to the activities inherent in the 

planning, project management, engineering, construction and opera­

tion of a facility of this nature. The plan consists of four phases, 

which are listed below, and discussed in the following paragraphs:

Phase I 

Phase II

Phase III

Phase IV

- Systems/Site Study

- Definitive Planning/Financial and Legal 

Determinations

- Engineering, Procurement, Construction 

and Commissioning

- Operation

A. PHASE I - SYSTEMS/SITE STUDY

1. PRODUCT

The Systems Site/Study will analyze major processing and si-e 

selection alternatives to resolve major Project issues. The 

engineering/economic study will recommend a process, storage, 

and transportation system configuration, including sites, for
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the conditioning of associated gas and for the transpor­

tation/del ivery of gas liquids and saleable gas. Pentanes 

and heavier (C5+) may be injected into the TAPS crude oil 

1 ine.

The recommended facilities will:

a) Condition the gas as required for transport to the lower 

48 States, specifically including CO^ and H^S removal, 

hydrocarbon dewpoint control, and BTU control.

b) Recover gas liquids for fractionation to realize sale 

as petrochemical feedstock.

c) Be located at sites for the overall benefit to the con­

sumers in the lower 48 States and to the State of Alaska, 

considering capital and operating costs, labor markets, 

environmental impacts and Alaska's development plan.

d) Be based on state-of-the-art technology, operational 

safety and reliability.

e) Meet al 1 environmental requirements of the National Environ­

mental Protection Act and the State of Alaska.

(ERCA believes that environmental planning is of major 

importance in the development of this facility. A plan



will be developed during Phase I which will outline the 

necessary steps and coordinated activities required to 

obtain the environmental construction permits with mini­

mum delay.)

METHOD OF APPROACH

a) IDENTIFICATION OF CONSTRAINTS - The first step in con­

ducting the system/6ite feasibility study will be to iden­

tify and confirm the fixed parameters to form the basis 

for design such as:

1. Projected rate of gas production as a function of 

planned crude oil production and sequent changes in 

gas composition.

2. Nature and availability of existing gas processing/ 

compression facilities at Prudhoe to determine the 

range of operating conditions at which the untreated 

gas is a 'ailable.

3. Required pipeline gas specifications, including 

saleable gas, dewpoint, C02 and H^S content and heating 

value constraints.

4. Pipeline size, routing, operating and regulatory restraints.



5. Site-specific construction and operation constraints 

from both geographic and demographic viewpoints.

CASES TO BE STUDIED

Process, storage and transportation alternatives will be 

formulated for technical and economics evaluation. As 

used in these case studies, the term natural gas liquids 

includes ethane, propane, and butane. To assure that the 

"natural gas liquids" remain in a gaseous state in the 

pipeline until they reach the conditioning facility where 

they are removed, a very high pressure will be needed in 

that portion of the pipeline.

The three major cases to be studied are outlined below: 

Case I

Location of a natural gas conditioning facility for 

removal of C02 only at Prudhoe Bay. A high pressure 

ANGTS pipeline will move gas and liquids to an Interior 

location. An Interior natural gas extraction facility 

will separate natural gas liquids for sale to the rail- 

belt petrochemical industry while the pentanes and 

heavier liquids are injected into TAPS or sold to 

market.



Case II

Location of the natural gas conditioning facility at 

an Interior Location based upon a high pressure ANGTS 

pipeline from Prudhoe Bay. C02 removal is at the 

Interior location; pentanes and heavier liquids are 

injected into TAPS or stid to market; and natural gas 

liquids are sold to the railbelt petrochemical industry.

Case III

Location of the natural gas conditioning facility at 

Prudhoe Bay with a separate pipeline to ship the 

natural gas liquids to a petrochemical industry in 

the railbelt. C02 is removed at Prudhoe Bay and pen­

tanes and heavier liquids are injected into TAPS.
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PROCESSING ALTERNATIVES/CONSIDERATIONS

Additionally, sub-studies will be performed optimizing the 

following elements of the system:

a) CO2 removal process, comparing alternative technologies.

b) Hydrocarbon dewpoint control methods.

c) Process/potable water source and treatment.

d) The possible future installation of an ethylene plant,

or similar plants.

e) Construction cost analysis, module vs. block mount.

f) Number of process trains.

g) Power generation.

h) Disposal of effluents.

i) Utility systems and offsites.

SCREENING OF ALTERNATIVES

Alternative cases and processing schemes described in 2 & 3 

above will be evaluated on the basis of present worth of costs 

utilizing appropriate discount factors over the project life. 

Both capital cost and operating and maintenance costs will be 

considered. The alternates and options will be evaluated 

using conceptual design and estimating techniques to develop



the following information:

- Overall material balances

- Plant definition

- Process description/simplified flow sheets

- Operating requirements

- Efficiencies of modularization

- Order of magnitude cost estimates

- Workup on cost of production for various products

The conceptual evaluation will narrow the alternatives to 

a viable case with possible options.

This case and options will be further evaluated by develop­

ing the following information in order to better define the 

scope and develop more accurate parameters for Project eval­

uation:

a) Process flow diagrams

b) Simplified piping and instrumentation diagrams

c) Major equipment data

d) Plot plans

e) Principal pipe layouts

f) Electrical one-line diagrams

g) Bulk material take-offs

h) Fabrication and installation c°st estimates



Gas and liquid pipelines and necessary storage will be sized 

and estimated.

5. ECONOMIC ANALYSIS

After a system configuration is selected, analyses will be 

applied to develop the cost of service of each of the products 

of the Project. A sensitivity analysis on all the above will 

be performed. A discounted cash flow analysis will be 

provided over the life of the project to determine the system(s) 

with the lowest total costs of service.

PHASE II - DEFINITIVE PLANNING

The phase will determine and accomplish all actions required to

implement the recommendations developed during Phase I. This will

include the following functions:

1. Preparing the Execution Plan describing the key items needed 

to implement Phase III.

2. Executing the basic plant and process design for gas condi­

tioning and cas liquid extraction.

3. Preparing a definitive cost estimate to define the financing 

required to construct the Project.



4. Establish the availability of the land required for the 

Project and arrange for commitment o* the land.

5. Assisting the Authority in developing the financial proposal 

to generate the capital required to construct the Project.

6 . Negotiating toll processing agreements for the Authority's 

services to be provided on a BTU-unit toll/fee/tariff basis.

In the event that any of the service fees are subject to 

Federal Energy Regulatory Commission (FERC) review juris­

diction, or the U.S. Department of Energy's review juris­

diction, ERCA will provide the Authority with whatever 

assistance is necessary in developing the tariff review defense.

PHASE III - ENGINEERING/PROCUPFMENT, CONSTRUCTION AND COMMISSIONING

This phase follows the Phase II effort in securing of the bond 

financing necessary to build the facilities required to condition 

the natural gas and to extract and transport the natural gas liquids.

The overall integration of engineering, procurement, construction 

and commissioning will be accomplished through the ERCA Project manage­

ment. ERCA will supervise the contract work on behalf of the Authority. 

The ultimate goal of this Phase will be to build safe, efficient and 

reliable facilities with technical integrity within the prescribed 

budget and schedule.



D. PHASE IV - OPERATIONS

ERCA proposes to manage all aspects of operating the Gas Condi­

tioning Facility and the Natural Gas Liquids Transportation System. 

This will b.? accomplished through a management team which will 

organize a facility staff and develop operating and maintenance 

procedures, training, budget and facility control systems. The 

critical aspects of this service will be to train local personnel 

for assuming a role in the management and operation of the facili­

ty. The basic objectives will be to operate within a budget plan 

with high on-stream time while achieving specified quality and 

quantity of output. The maintenance of a safe operation will be 

a paramount objective. The entire production/delivery/use of 

Alaska North Slope gas depends on the reliaoility of the system.

As a first step toward the implementation of this Proposal, ERCA 

has identified the following firms as potential execution con­

tractors on the various phases of the Project, and has made pre­

liminary contact with them:

The Bechtel Group

The Badger Company, Inc.

Brown and Root, Inc.

C-E Lummus

Chiyoda International

Foster Wieeler Energy Corporation
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Fluor Corporation 

JGC Corporation 

Ralph M. Parsons Company 

The Prichard Corporation 

Procon International, Inc. 

Pullman Kellogg 

Snamprogetti SPA 

Stearns-Roger, Inc.
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EARTH RESOURCES COMPANY OF ALASKA

ERCA is an Alaskan corporation dedicated to the responsible develop­

ment and in-state use of Alaska's diverse resources. In particular,

ERCA has exhibited continuing interest and a depth of practical ex­

perience in Alaska's energy-related projects, including economic 

and engineering feasibility determination of in-state petrochemical 

manufacture. It has a significant presence through its 30,000 bpd 

North Pole Refining subsidiary near Fairbanks, which pioneered arctic 

oil refinery construction and operation and which is making an 

important contribution to Alaska as the first refinery in the Interior. 

Also, part of ERCA is the major Alaskan road building and site con­

struction firm of Rogers & Babler, headquartered in Anchorage. ERCA, 

itself, is part of a larger entity, Earth Resources Company, an American 

Stock Exchange-listed corporation whose other activities include large 

movements of crude oil, a 60.000 bpd refinery at Memphis, product 

marketing operations in the mid-South States and an Idaho silver and 

gold mine. (See Appendix C for a brochure more fully describing ERCA).

Important to this Proposal, and to the full realization of Alaska's 

goals to achieve the maximum benefit from its natural gas resource,

ERCA has exhibited its initiative in management and research resulting 

in the legal/financing/development/operational concepts described in 

this Proposal, which are uniquely suited to the accomplishment of



those goals.

ERCA is experienced in the financing, construction and operation of 

hydrocarbon processingfacilities and is routinely involved in their 

transportation and in the structuring of tolls and fees. ERCA has 

been a co-litigant with the State of Alaska in the Northwest Alaska 

Pipeline size and pressure suit before the U.S. Court of Appeals, 

which the State entered into in pursuit of its policy of in-state 

use of its gas liquids resource. ERCA is also a co-participant with 

the State in FERC hearings on the establishment of TAPS tariffs. The 

economic and social interests of the State of Alaska will be best 

served through the continuation of this coincidence of interests 

between ERCA and itself by implementing this Proposal and Action 

Plan, as presented.
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T h i s  D r a f t  s t a t u t e  I n c l u d e s  t h e  F o l l o w i n g :

1 .  L e g i s l a t i v e  f i n d i n g s  a n d  d e t e r m i n a t i o n s  o f  p u b l i c  p o l i c y  
t o  s u p p o r t  t h e  a c q u i s i t i o n ,  c o n s t r u c t i o n  a n d  o p e r a t i o n  o f  
t h e  P r o j e c t .

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

3 .  P r o v i s i o n s  s e t t i n g  f o r t h  p o w e r s  n e c e s s a r y  f o r  t h e  
P r o j e c t  i n c l u d i n g  t h e  p o w e r  t o  a c q u i r e  l a n d  b y  
t h e  e x e r c i s e  o f  t h e  p o w e r  o f  E m i n e n t  D o m a i n .

4 .  P r o v i s i o n s  f o r  t h e  i s s u a n c e  o f  b o n d s  t o  m a t u r e  n o  
l a t e r  t h a n  40  y e a r s  f r o m  t h e  d a t e  o f  i s s u a n c e  a n d  
p r o v i s i o n s  f o r  t h e  s e c u r i n g  o f  b o n d s  i n c l u d i n g  t h e  
p o w e r  t o  p l e d g e  a m o u n t s  d e r i v e d  f r o m  t h e  s a l e  o f  
n a t u r a l  g a s  l i q u i d s .

5 .  P e r m i s s i o n  f o r  v a r i o u s  i n s t i t u t i o n s  t o  i n v e s t  i n  
o b l i g a t i o n s  o f  t h e  A u t h o r i t y .

6 .  T h e  A u t h o r i t y  i s  g i v e n  a n  e x e m p t i o n  f r o m  p r o p e r t y  t a x e s .



H A W K I N S .  D E L A F I E L D  &  W O O D

Proposed Draft L e g i s l a t i o n

Fo r  an A c t  entitled: "AN A C T  C R E A T I N G  T H E  A L A S K A  GAS LIQUIDS
AUTHORITY"

BE IT E N A C T E D  BY THE L E G I S L A T U R E  OF THE STATE OF ALASKA: 

S e c t i o n  1. AS 4 4 . 5 5 . is r epea l e d  and r e e n acted to
read:

"Sec. 44.55.010. L e g i s l a t i v e  F i n d i n g s  and P olicy

(a) T h e  l e g i s l a t u r e  finds, determ i n e s  and d e c la res
t h a t

(1) the P r u d h o e  Bay natural  gas is a n a tu ral 
r e s o u r c e  w h i c h  w i l l  p r o m ote the long term economic 
g r o w t h  of the state, and w i l l  d i r e c t l y  or indirectly 
a l l e v i a t e  u n e m p l o y m e n t  in the state;

(2) the state has a r o yalty i n t e r e s t  in the 
P r u d h o e  Bay n a t u r a l  gas, and it is in the i nterest 
of the state to c o n d it ion the P r u d h o e  Bay natural 
gas to p r o v i d e  the state w i t h  n a tu ral gas liquids 
for e v e n t u a l  d i s p o s i t i o n  to p e t r o c h e m i c a l  industries 
w h i c h  the state seeks to p r omote to c reate new 
e m p l o y m e n t  o pportunities;

(3) there exist areas in the state in w h i c h  
s e a s o n a l  and n o n s e a s o n a l  u n e m p l o y m e n t  w h i c h  is a 
s e r i o u s  m e n a n c e  to the health, safety and general 
we l fa re, not o n l y  to the people in those areas, 
b u t  a l s o  to the p e opl e of the e n tir e state;

(4) the goal of full e m p l o y m e n t  and of the 
d e v e l o p m e n t  of the state's natural resource s w i l l  
be  a c c e l e r a t e d  and facilitated by the creat i o n  of 
an i n s t r u m e n t a l i t y  of the state w i t h  powers to 
incur d e b t  s e c u r e d  solely b y  the reso urces and 
cr e d i t  of such p ublic c o r p o r a t i o n  for a c q u iring 
and c onstr u c t i n g ,  condit i o n i n g  and f r a c t i o n a t i o n  
fa c i l i t i e s  and p i p e lin es for the t r a n s m i s s i o n  of 
n a t u r a l  gas liquids as set forth in this chapter.



(b) It is d e c l a r e d  to be the policy of the state, in 
the interest of p r o m o t i n g  the health, security and general 
w e l f a r e  of all the p e o p l e  of the state, and a public purpose, 
to increase job o p p o r t u n i t i e s  and o t h e r w i s e  to encou r a g e  the 
economic g r o w t h  of the state, inc luding the d e v e l o p m e n t  of 
its n a t u r a l  r esources, by g r a nti ng a public c o r p o r a t i o n  w i t h  
power, d uti es and f u n c ti ons as p r o v i d e d  in this chapter.

(c) It is the p u r p o s e  of this chapter to grant the 
a u t h o r i t y  w i t h  all powers n e c e s s a r y  for the a u t h o r i t y ' s  a c q u i­
sition, c o n s t r u c t i o n  and o p e r a t i o n  o f  the project.

Sec. 44.55.020. Definitions. The followin g d efini t i o n s  
shall apply t h o u g h o u t  this act u n les s the c o n t e x t  clearly  
requires otherwise:

(1) '‘Author i t y "  m e a n s  the A l a s k a  Gas Liquids 
A u t h o r i t y  e s t a b l i s h e d  by this act;

(2) "Bonds" m e a n s  any bonds of the auth o r i t y  
issued u n d e r  this act;

(3) "Cost" as a p p l i e d  to the p r o j e c t  or any 
p o r t i o n  t h e reof financed u n d e r  this act includes 
the cost of '"■'"'iistruction and a c q u i s i t i o n  of all 
lands, structures, real or perso nal p r o p e r t y  or 
r ights or i n t e re sts therein, rights of way, f r a n­
chises, and i n t e rest s acquired by the a u t h o r i t y  
for the project; the cost of d e m o l i s h i n g  or 
r e m o v i n g  any b u i l d i n g s  or structures on land so 
acquired, i n c l u d i n g  the costs of a c q u iring any 
lands to w h i c h  the b u i l d i n g s  or struct u r e s  m ay
be moved; the c ost of all vehicles, furnishings, 
fixtures, m a c h i n e r y  and equipment; financ ing 
charges; c h arge s or p r e m i u m s  for i n s u r a n c e  or 
bonds; i n t e r e s t  p r i o r  to and d u r i n g  c o n s t r u c t i o n  
and, if j udg ed a d v i s a b l e  b y  the authority, for 
a p e r i o d  not  e x c e e d i n g  five years after c o m p l e t i o n  
of the constr u c t i o n ;  p r o v i s i o n s  for w o r k i n g  capital; 
reser v e s  for p r i n c i p a l  and intere st and for e x t e n­
sions, e n l a r g e m e n t s ,  a d d i tions and improvements; 
the cost  of archi tectural, engineering, f i n a n c i a l  
and l egal services; plans, specification s, land­
scaping, site prepar ation, studies, surveys; 
e s t i m a t e s  of cost and of revenues; a d m i n i s t r a t i v e  
expenses; and any other expense s n e c e s s a r y  or 
i n c ident to the c o n s t r u c t i o n  and a c q u i s i t i o n  of 
the project, the f i n a ncin g of the c o n s t r u c t i o n  
and a c q u i s i t i o n  and the p l a c i n g  of the p r o j e c t  in 
operation;

(4) "Notes" m e a n s  any notes of the a u t h o r i t y  
i ssued u n d e r  this act;



(5) "Project" m e a n s  any facility or facilities 
d e s i g n e d  f or the condit i o n i n g  of a s s o c i a t e d  gas to 
p r o v i d e  m a r k e t a b l e  gas for d e l i v e r y  to the A l a s k a  
N a t u r a l  Gas T r a n s p o r t a t i o n  S y stem and n a t u r a l  gas 
li quids for d i s p o s i t i o n  b y  the authority, including 
f a c i l i t i e s  for the d e l i very of pentanes and heavier 
g a s  l i quids to crude oil producers for s h i pment in 
t h e  T r a n s  A l a s k a n  P i p e l i n e  System, t r a n s m i s s i o n  lines 
d e e m e d  n e c e s s a r y  in connec t i o n  therewith, any f acil­
ities d e t e r m i n e d  by the authority to be n e c e s s a r y  or 
d e s i r a b l e  for the fractio nating of n a tural gas liquids, 
and all r e a l  a nd personal pr operty and rights or interest 
therein, improvements, pipelines, driveways, roads, 
approaches, p e d e s t r i a n  access roads, rights of way, 
ra i l r o a d  sidings, utilities, easements, vehicles, 
furniture, fixtures, m a c h i n e r y  and equipment, and other 
s i m i l a r  items n e c e s s a r y  or conve n i e n t  for the operation 
of any of suc h facilities in the m a n n e r  for w h i c h  its 
u s e  is i n t e n d e d  and all other a p p urtenan ces and facil­
ities e i t h e r  on, above or under the g r o u n d  w h i c h  are 
u s e d  o r  u s a b l e  in connecti on w i t h  any such facilities;

(6) "Prudhoe B a y  N a t u r a l  Gas" m e a n s  gas and 
re l a t e d  n a tural gas liquids d e r ive d from the Prudhoe 
Bay reservoir.

Sec. 44.55.030. C r e ation of authority. T h e r e  is hereby 
c r eat ed the A l a s k a  Gas Liquids Authority. The aut hority is 
a p u b l i c  c o r p o r a t i o n  and a politic al s u b d i v i s i o n  of the 
state. It is an i n s t r u m e n t a l i t y  of the state w i t h i n  the 
D e p a r t m e n t  o f  Revenue, b u t  has a legal e x i s t e n c e  independent 
of and s e p a r a t e  from the state. E x e r c i s e  by the authority 
of the p o w e r s  c o n f e r r e d  by this chapter is an e s s e ntial  
g o v e r n m e n t a l  function of the state.

Sec. 44.55.040. Membership. The m e m b e r s h i p  of the 
a u t h o r i t y  c o n s i s t s  of the commissioner of revenue, the 
c o m m i s s i o n e r  of c o m m e r c e  and economic d evelo p m e n t ,  the 
c o m m i s s i o n e r  of n a t u r a l  resources and the c o m m i s s i o n e r  of 
transportation. The c o m m i s s i o n e r  of r e v enue is chairma n 
of the authority. If a m e m b e r  is u n a b l e  for any re ason to 
attend a m e e t i n g  of the authority, the m e m b e r  may, by a 
w r i t t e n  i n s t r u m e n t  filed w i t h  the authority, d e s i g n a t e  a 
person w i t h i n  his d e p a r t m e n t  to act in the m e m b e r ' s  place at 
the meeting. F o r  all purposes of this chapter, the desi gnee 
is a m e m b e r  of the a u t h o r i t y  at the meeting.



Sec. 44.55.050. Offic e r s  and quorum. T h e  m e m b e r s  of the 
a u t h o r i t y  may e l e c t  o t h e r  officers. Three m e m b e r s  c o n s t i t u t e  a 
quorum. A c t i o n  m a y  be taken and motions and r e solutions 
a d o p t e d  b y  the a u t h o r i t y  at a m e e t i n g  by the a f f i r m a t i v e  
v o t e  of at least t h r e e  members.

Sec. 44.55.060. Compensation. The m e m b e r s  of the authority 
s e r v e  w i t h o u t  c o m p e n s a t i o n  b u t  are entitled  to the same travel 
pay and per d i e m  as p r o v i d e d  by law for b o a r d  m e m b e r s  w h o  are 
s t a t e  employees.

Sec. 44.55.070. Staff. The auth ority m a y  employ an 
e x e c u t i v e  d i r e c t o r  w h o  may, w i t h  the approval o f  the authority, 
s e l e c t  and e mploy a d d i t i o n a l  staff as necessary. E m p l o y e e s  of 
the a u t h o rity are i.n t h e  e x e m p t  service u n d e r  AS 39.25.110.
In a d d i t i o n  to its staff of regular employees, the authority 
m a y  c o n t r a c t  for and e ngage the services of b o n d  counsel, 
consultants,  experts, and f inancial advisors the aut hority 
c o n s i d e r s  n e c e s s a r y  for the p u r pose of d e v e l o p i n g  information, 
f u r n i s h i n g  advice, or c o n d u c t i n g  studies, i nvestigations, 
hearin gs, or o t h e r  proceedings.

Sec. 44.55.080. L e g a l  counsel. T h e  a t t o r n e y  g e neral is 
t he legal counsel for the authority. He shall advise the 
c o r p o r a t i o n  in legal m a t t e r s  and represent  it in legal actions.

Sec. 44.55.090. G e n e r a l  Powers. The authorit y has the 
f o l l o w i n g  powers for c a r r y i n g  o u t  the pu rposes of this act:

(1) T o  sue and be sued in its own name and plead 
and be i m p l e a d e d  and to litigate or adjust, c o m p r o m i s e  
or settle all claims o r  litigation in w h i c h  it m a y  be 
involved;

(2) To a d o p t  an official seal and a l t e r  the 
same at pleasure;

(3) To a d o p t  and amend bylaws for the m a n a g e­
me n t  and r e g u l a t i o n  of its affairs and make, alter 
and e n for ce r u l e s  and re gula t i o n s  for the c o n d u c t  of 
its b u s i n e s s  and for u s e  of its services and facil­
ities;

(4) To m a i n t a i n  an o ff ice or o f fices at any 
p lace or p l a c e s  w i t h i n  the state;



(5) T o  acquire, hold, u s e  and d i s p o s e  of its 
income, revenu es, funds and moneys;

(6) T o  acquire, construct, recon s t r u c t ,  p u r­
chase, hold, m a i n t a i n ,  repair, operate, l e a s e  as 
lessor or lessee, d i s p o s e  of and u s e  any r e a l  or 
p e r s onal p r o p e r t y  or any interest t h e r e i n  necessary, 
co n v e n i e n t  or d e s i r a b l e  to carry out the p u r p o s e  of 
this chapter, including, w i t h o u t  l i m iting the g e n e r a l i t y  
of the foregoing, to sell, transfer, donate, c onvey or 
encumbe r in any m a n n e r  by m o r t g a g e  or by c r e a t i o n  of 
any other s e c u r i t y  i n t e r e s t  any p r o p e r t y  o r  i n t e r e s t  
t h ere in at any t i m e  r e q u i r e d  by it in the e x e r c i s e  of 
its powers; to enter into c o n t racts  for any o r  all of 
those purposes; to enter into c o n t racts for the m a n a g e­
m e n t  and o p e r a t i o n  of the project and to d e s i g n a t e  an 
agent to ac quire, construct, reconstruct, purchase, 
hold, m a i n t a i n ,  repair, operate, lease as l e ssor or 
lessee, and r e g u l a t e  the same; a nd to d e s i g n a t e  an 
agent to e nter into c o n t racts for any of t h o s e  purposes, 
includi ng c o n t r a c t s  for the m a n a g e m e n t  and o p e r a t i o n  of 
the project;

(7) T o  m a k e  plans, surveys, and s t udies  n e c e s­
sary, c o n v e n i e n t  or d e s i r a b l e  to the e f f e c t u a t i o n  of 
the p u r p o s e s  and p o wers of the a u t h o r i t y  and to p r e­
pare r e c o m m e n d a t i o n s  w i t h  r e s p e c t  thereto;

(8) To m a k e  inves t i g a t i o n s  w i t h  r e s p e c t  to the 
conditioning , t r a n s m i s s i o n  and p r i c i n g  of P r u d h o e  Bay 
n a tur al gas a n d  to have s u b po ena powers in a c c o r d a n c e  
w i t h  law in c o n n e c t i o n  w i t h  any such i nvestig ations;

(9) T o  e n t e r  upon such lands, w a t er s, o r  premises 
as in the j u d g m e n t  of the a u t h o r i t y  m a y  b e  necessary, 
c o n v e n i e n t  or d e s i r a b l e  for the p u r p o s e  of m a k i n g  
surveys, soundings, b o ri ngs and e x a m i n a t i o n s  to a c c o m­
plish any p u r p o s e  a u t h o r i z e d  by this chapter;

(10) T o  b o r r o w  m o n e y  and to issue its n e g o t i a b l e  
bonds or not es and to p r o v i d e  for the p a y m e n t  thereof 
and to p r o v i d e  for the rights of the h o l d e r s  thereof, 
and to purchase, h o l d  and d i s p o s e  of any of its bonds 
or notes;

(11) T o  fix and r e v i s e  f r o m  time to time and 
charge and c o l l e c t  rents, fees and c h a r g e s  for the 
use of the p r o j e c t  or of its services or facilities;



(12) To d i s p o s e  of n a t ural gas liquids on behalf 
of the state in the m a n n e r  set forth in A S  38.06 and 
to r e c e i v e  on b e h a l f  of the state r e v enues d e r ived 
from the sale or o t h e r  d i s p o s i t i o n  of n a t ural gas 
liquids t r a n s m i t t e d  t h r o u g h  the project.

(13) To apply for and ac cept gifts or grants of 
property, funds, money, materials, labor, supplies or 
services from the U n i t e d  States of A m e r i c a  or from 
any g o v e r n m e n t a l  u n i t  o r  any person, firm or c o r p o r­
ation, and to c a r r y  out the terms or p revisi ons of
or m a k e  a g r e e m e n t s  w i t h  r e s pect to any gifts or 
grants, and to d o  any and all things necessary, 
useful, d e s i r a b l e  or c o n v e n i e n t  in c o n n e c t i o n  w i t h  
procuring, a c c e p t a n c e  or d i s p o s i t i o n  of gifts or 
grants;

(14) To d o  a n y t h i n g  author i z e d  by this act, 
t h r o u g h  its officers, ag ents or employees or by 
c o n t r a c t  w i t h  any person, firm, c o r p o r a t i o n  or 
the state;

(15) To e n t e r  into and enforce all contracts, 
a g r e e m e n t s  or leases necessary, c o n v e n i e n t  or d e s i r a b l e  
for the p u r p o s e s  cf the a u t h ority or to the p e r f o r m a n c e  
of its d u t i e s  and the e x e c ution or c a r r y i n g  out of any 
of its p o wers u n d e r  this c h a pte r inclu d i n g  the o p e r a t i o n  
and m a n a g e m e n t  of any p o r t i o n  of the project;

(16) To e m p l o y  c o n s u l t i n g  engineers, architects, 
su perintend ents, managers, and such other employees 
and agents as are n e c e s s a r y  or d e s i r a b l e  in its j u d g­
me n t  to c a r r y  o u t  its powers or p u r poses or to do 
a n y t h i n g  a u t h o r i z e d  by this chapter, and to d e s i g n a t e  
their r e s p o n s i b i l i t i e s  and fix their compensation;

(17) To i n v e s t  any funds or m oneys of the a u t h­
ori t y  in the same m a n n e r  as p e r m i t t e d  for inves t m e n t  
of funds b e l o n g i n g  to the state or held, in the 
treasury, e x c e p t  as o t h e r w i s e  p r o v i d e d  by this c h ap ter 
and s u b j e c t  to a g r e e m e n t s  w i t h  bondholders;

(18) To d o  all things necessary, c o n v e n i e n t  
or d e s i r a b l e  to c a r r y  o u t  the purposes of this act 
or the p o w e r s  e x p r e s s l y  g r a n t e d  or n e c e s s a r i l y  
implied in this chapter.



Sec. 44.55.100. A c q u i s i t i o n  of Land; Power of E m i n e n t  
Domain. The A u t h o r i t y  is e m p o w ered to a c qui re rights of 
way, a p p r o a c h e s  and all lands n e c e s s a r y  for the p r o j e c t  by 
g i f t  or p u r c h a s e  o r  by c o n d m n a t i o n  in the m a n n e r  p r o vided 
by l a w  for the t a king of p r i v a t e  property.

Sec. 44.55.110. Bonds or notes. The a u t h o r i t y  is 
h e r e b y  a u t h o r i z e d  to p r o v i d e  b y  resolution, at one time or 
f r o m  time to time, for the issuance of its b onds or notes 
for the p u r p o s e  of p a y i n g  the cost of the p r o j e c t  or for any 
of its o t h e r  c o r p o r a t e  purposes, inclu d i n g  the r e f u n d i n g  of 
b o n d s  or notes. E x c e p t  as o t h e r w i s e  p r o v i d e d  h erein or by 
the authority, e very issu e of b o nds or notes shall be general  
o b l i g a t i o n s  of t he a u t h o r i t y  p a y a b l e  out of any revenues or 
funds of the authority, s u b j e c t  only to any agreem e n t s  w i t h  
the h o l d e r s  of p a r t i c u l a r  bo nds or n otes p l e dgi ng any p a r­
tic u l a r  r e v e n u e s  or funds. A n y  bonds or notes m a y  be a d d i­
tio n a l l y  s e cured by a p l e d g e  of any g r a n t  or co ntri b u t i o n s  
f r o m  the U n i t e d  S tates of A m e r i c a  or the state, or any 
g o v e r n m e n t a l  unit or any person, firm or c o r p o r a t i o n  or a 
p l e d g e  o f  any i n come or rev enues, funds or m o neys of the 
a u t h o r i t y  f r o m  any source whatsoever.

Sec. 44.55.120. F o r m  of Issuance. (a) Bonds or notes 
shall be a u t h o r i z e d  by r e s o l u t i o n  of the authority, and shall 
be d a t e d  and shall m a t u r e  as the r e s o l u t i o n  m a y  provide, 
e x c e p t  t h a t  n o  b o n d  shall m a t u r e  m o r e  than 40 years f r o m  the 
d a t e  of its issue. B ond s or n otes shall bear interest at 
the rate  or rates, be in the denominati ons, be in the form, 
e i t h e r  c o u p o n  or registered, carry  the r e g i s t r a t i o n  privilege s 
b e  e x e c u t e d  in the manner, be p a y a b l e  in the m e d i u m  of p a y ment 
at t h e  p l a c e  or places, and be subj ect to the terms of r e d e m p­
tion w h i c h  the r e s o l u t i o n  or a s u b s e q u e n t  r e s o l u t i o n  m a y  p r o­
vide.

(b) All bonds or notes, r e g a r d l e s s  of form or character, 
shall be n e g o t i a b l e  instruments for all the p u r p o s e s  of the 
U n i f o r m  C o m m e r c i a l  Code.

(c) All bonds or notes may be sold at public or private 
sale in the manner, for the price or prices, and at the time 
or times which the authority may determine.

(d) The s u p erio r co urt shall have juris d i c t i o n  to hear 
and d e t e r m i n e  suits, action s or p r o c e e d i n g s  r e l a t i n g  to the 
authority, i n c l u d i n g  suits, actions or procee d i n g s  b r o u g h t  to 
f o r e c l o s e  or o t h e r w i s e  e n forc e a mort gage, pledge, ass ign m e n t



o r  s e c u r i t y  i n t e r e s t  or b r o u g h t  by or for the b e n e f i t  or 
se c ur ity of a h o l d e r  of its bonds or notes or by a trustee 
for or o t h e r  r e p r e s e n t a t i v e  of the holders.

Sec. 44.55.130. P a y m e n t  or R e f u n d i n g  of Notes. T he 
a u t h o r i t y  m a y  f r o m  time to time  issue its notes unde r this 
a c t  and p a y  a nd r eti re or fund or r efu nd the notes from p r o­
ceeds of b o n d s  or of other notes, or from any other funds 
o r  m o n e y s  of the a u t h o r i t y  av ailable for that p u rp ose in 
a c c o r d a n c e  w i t h  any c o n t r a c t  b e t w e e n  the a u t h o r i t y  and the 
h o l d e r s  of the notes. U n l e s s  p r o vi ded o t h e r w i s e  in any c o n­
tra c t  b e t w e e n  t h e  a u t h o r i t y  and the h o lders of notes, and 
u n l e s s  the n o t e s  are o t h e r w i s e  paid, funded or refunded, 
t he p r o c e e d s  of any bond s of the a u t h ority issued, among 
o t h e r  things, t o  fund any o u t s t a n d i n g  notes, shall be held, 
u s e d  and a p p l i e d  b y  the a u t h ority to the p a y m e n t  and r e t i r e­
m e n t  of the p r i n c i p a l  of the notes and the interest due and 
p a y a b l e  thereon.

Sec. 44.55.140. Bonds or Notes as L e g a l  Investment. 
N o t w i t h s t a n d i n g  any oth er law, the state and all public 
officers, g o v e r n m e n t a l  units and agencies thereof, all banks, 
tr u s t  companies, savings b anks and institutions, building  and 
loan associations, s a v i n g s  and loan associations, investment 
companies, and o t h e r  persons carrying on a b a n k i n g  business, 
all i n s u r a n c e  companies, i n s u ranc e assoc i a t i o n s  and other 
p e rsons c a r r y i n g  on an i n s u r a n c e  business, all credit unions, 
and all executors, admini strators, guardians, trustees and 
other fiduciaries, m a y  legally invest any sinking funds, 
m o n e y s  or o t h e r  funds b e l o n g i n g  to them or w i t h i n  their 
c o ntrol in any b o n d s  or notes issued under  this act, and the 
b onds or notes are a u t h o r i z e d  security for any and all public 
deposits.

Sec. 44.55.150. Tax Exemption. (a) All property of 
the a u t h o r i t y  is p ublic p r o p e r t y  d e v o t e d  to an esse ntial p u b­
lic and g o v e r n m e n t a l  function  and p u rpose  and is exempt from 
all taxes, f r a n c h i s e  fees and special a s sessments of w h a t e v e r  
n a t u r e  of the state  or any subdi v i s i o n  thereof. All bonds or 
notes is sued u n d e r  this act are issued by a body corporate 
a n d  p ublic of this state and for an essential public and 
g o v e r n m e n t a l  p u r p o s e  and those bonds and notes, and the 
i n t erest t h e r e o n  and the incom e therefrom, and all activities 
of the a u t h o r i t y  and fees, charges, funds, revenues, incomes 
and o ther m o n e y s  of the a u t h o r i t y  w h e t h e r  or not pledged or 
a v a i l a b l e  to pay or s e c u r e  the p a yment of those bonds or notes,



or interes t therecn, are e xempt  fro m all taxation, franchise 
fees or special a s s e s s m e n t s  of w h a t e v e r  k i n d  e x c e p t  for 
transfer, i n h e r i t a n c e  and estate  taxes.

(b) The autho r i t y  shall n o t  be r e q u i r e d  to m a k e  or file 
any reports, s tate ments or i n f o r m a t i o n a l  retur ns required  on 
any other bodies c o r p o r a t e  e x c e p t  as p r o v i d e d  in this chapter.

Sec. 44.55.160. T e r m s  of A g r e e m e n t  w i t h  Bond or N o t e­
holder. (a) In the d i s c r e t i o n  of the a u t h o r i t y  any bonds or 
notes i ssued u n d e r  this act m a y  be secured by a trust a g r e e­
me n t  by and b e t w e e n  the a u t h o r i t y  and a c o r p o r a t e  trustee, 
w h i c h  m a y  b e  any trust c o m p a n y  or b a n k  h a ving the powers of 
a t r u s t  compa ny w i t h i n  o r  w i t h o u t  the state. The authority 
in such trust a g r e e m e n t  or the r e s o l u t i o n  of the auth ority 
authori zing, or r e l at ing to the i s s u a n c e  of any bonds or notes, 
in o r d e r  to secure the p a y m e n t  of the bonds or notes and in 
a d d i t i o n  to its othe r powers, m a y  c o v enant and c o n t r a c t  with 
the h o l ders of the b onds or notes:

(1) To p l e d g e  to any p a y m e n t  or p u r po se all or 
any p a r t  of its r e v enues to w h i c h  its right then 
exists or m a y  t h e r e a f t e r  come into existence, inc lu­
ding rev enues d e r i v e d  on b e h a l f  of the state from the 
sale of n a t u r a l  gas liquids free and c lear of any 
r o y a l t y  e n c u m b r a n c e  to w h i c h  the state is entitled, 
and the m o n e y s  d e r i v e d  therefrom, and the pro ceeds of 
any bonds or notes;

(2) To c o v e n a n t  a g a i n s t  p l e d g i n g  all or any 
part of its revenues, or a g ainst  p e r m i t t i n g  or 
s uffering any lien on t h o s e  revenues;

(3) T o  c o v e n a n t  as to the e s t a b l i s h m e n t  of 
funds and accou n t s  d e e m e d  a p p r o p r i a t e  including 
reserves and sinking funds, the m a k i n g  of p r o v i­
sion for them, and the r e g u l a t i o n  and d i s p o s i t i o n  
t h e r e o f ;

(4) T o  c o v e n a n t  w i t h  r e s p e c t  to or again st 
l imit ations on any r i g h t  to sell or o t h e r w i s e  d i s­
pose of any p r o p e r t y  of any kind;

(5) To c o v e n a n t  as to any bonds and notes to 
b e  issued and thei r l i mitations and t h e i r  terms 
and con dit i o n s  and as to the custody, a p p l i c a t i o n  
a nd d i s p o s i t i o n  of their proceeds;

(6) To c o v e n a n t  as to the i s s uance of a d d i­
tional bonds or notes or as to l i m i t a t i o n s  on the 
issuanc e of a d d i t i o n a l  bonds  or notes and on the 
incurr ing of other debts;
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(7) To c o v enant as to the p a y m e n t  of the p r i n­
cipal of or interest  on the bonds or notes, as to the 
sources and m e t h o d s  of payment, as to the rank or 
p r i o r i t y  of any bonds or notes w i t h  r e s p e c t  to any 
lien or s e c urity or as to the a c c e l e r a t i o n  of the 
m a t u r i t y  of any bonds o r  notes;

(8) To p r ovi de for t h e  r e p l a c e m e n t  of lost, 
stolen, d e s t royed  or m u t i l a t e d  bonds or notes;

(9) To cove n a n t  a g a i n s t  e x t e n d i n g  the time for 
the p a y m e n t  of bonds or n o t e s  or interest thereon;

(10) To c o v e nant as to the r e d e m p t i o n  of bond s 
or notes and priv ileges of e x c h a n g e  t h ereof for other 
bonds or notes of t he authority;

(11) To covena nt as to any ^ a t e s , rents or 
charges to be e s t a b l i s h e d  and c h arg ed and collected, 
the a moun t to be raised each ye ar or other  period
of ti me by rates, rents or charges or other reve n u e s  
and as to the use and d i s p o s i t i o n  to be m a d e  thereof;

(12) To c o v e n a n t  to c rea te or a u t h or ize the 
c r e a t i o n  of special funds or m o n e y s  to be held in 
p l e d g e  or o t h e r w i s e  for o p e r a t i n g  expenses, p a ymen t 
or r e d e m p t i o n  of bonds or n o t e s , reserves or other 
p u r poses and as to the use ard d i s p o s i t i o n  of the 
m o n e y s  held in those funds;

(13) To e s t a blish the procedure, if any, by 
w h i c h  the terms of any c o n t r a c t  or coven a n t  w i t h  or 
for the b e nefit  of the h o l d e r s  of bonds or notes may 
be a m ended or abrogated, the a mount of bonds or notes 
the holders of w h i c h  m u s t  c o n s e n t  thereto, and the 
m a n n e r  in w h i c h  the c o n s e n t  m a y  be given;

(14) To covenant as to the c u s tody of any of
its pr ope r t i e s  or investments, the s a fekeeping thereof, 
the insu rance to be c a r r i e d  thereon, and the use and 
d i s p o s i t i o n  of insurance moneys;

(15) To coven a n t  as to the time or m a n n e r  of 
e n f o r c e m e n t  or r e s t r a i n t  from e n f o r c e m e n t  of any 
r i ght s of the a u t h o r i t y  a r i s i n g  by reason of or 
w i t h  r e s p e c t  to n o n p a y m e n t  of any r a t e s , rents or 
charges;



(16) To p r o v i d e  for the rights and liabilities, 
p owers and d u t i e s  a r i s i n g  upon the b r e a c h  of any 
covenant, c o n d i t i o n  or o b l i g a t i o n  and to p r e s cr ibe 
the e vent of d e f a u l t  and the terms and c o n d i t i o n s  
u p o n  w h i c h  any o r  all of the bonds, n o t e s  o r  other  
o b l i g a t i o n s  of the a u t h o r i t y  shall b ecome  or m a y  be 
d e c l a r e d  d u e  and p a yab le b e f o r e  m a t u r i t y  and the terms 
and condit i o n s  upon w h i c h  the d e c l a r a t i o n  and its 
c o n s e q u e n c e s  m a y  be waived;

(17) To v e s t  in a t r u s t e e  or trustees w i t h i n  or 
w i t h o u t  the state such propert y, rights, powers and 
d u t i e s  in trust as the a u t h o r i t y  m a y  determine, w h i c h  
m a y  i n clude any of the rights, powers and d u ties of 
any t r u s t e e  a p p o i n t e d  by the h o lders of any b o n d s  or 
n otes and to limit or a b r o g a t e  the right of the holders 
of any b onds  or n otes of the a u t h o r i t y  to a p p o i n t
a t r u s t e e  u n d e r  this act or limiting the r i g h t s , powers 
and duties of the trustee;

(18) To p a y  the costs or expen ses i n c ident to
the e n f o r c e m e n t  of the bonds or notes or of the r e s o­
lution or o f  any c o v enant or a g r e e m e n t  of the a u t h ority 
w i t h  the h o l d e r s  of its b o n d s  or notes;

(19) To agree as to the pledging or assigning 
of any r e v enu es or funds to w h i c h  the authori ty has
any rights or interest, and m a y  further provid e for
such other ri ghts and r e m edies  exerc i s a b l e  by the 
t r u s t e e  as m a y  be p r oper for the p r o t e c t i o n  of the 
h o l d e r s  of any bon ds or n o t e s  of the a u t h o r i t y  and 
not o t h e r w i s e  in v i o l a t i o n  of law, and w h i c h  a g r e e­
me n t  m a y  p r o v i d e  for the r e s t r i c t i o n  of the rights 
of any indivi d u a l  h older  of bonds or notes of the 
authority;

(20) To a p p o i n t  and to p r o v i d e  for the duties 
and o b ligations of a p a y i n g  agent or p ayin g agents, or 
such o t h e r  f iduciarie s as the r e s o l u t i o n  m a y  provide 
w i t h i n  or w i t h o u t  the state;

(21) To limit the r i g h t s  of the h o l d e r s  of any 
bonds or notes  to e n f o r c e  any p ledge or c o v e n a n t  
securin g b onds or notes; and

(22) T o  m a k e  c o v e n a n t s  o t h e r  than e d in a d d i­
tion to the coven ants h erein e x p r e s s l y  authorized, of 
like or d i f f e r e n t  c haracter, and to m a k e  c o v e nants to
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do or r e f r a i n  f r o m  d o i n g  such things as m a y  b e  n e c e s­
sary, or c o n v e n i e n t  and desirable, in order to better 
s ecure b o n d s  or n otes or which, in the a b s o l u t e  d i s­
cre t i o n  of the authority, will tend to m a k e  bonds 
or note s m o r e  market a b l e ,  n o t w i t h s t a n d i n g  t h a t  the 
c o v e n a n t s  or t hings m a y  n o t  be e n u m e r a t e d  herein.

(b) If the b o n d s  or n otes of the a u t h o r i t y  a r e  secured 
by a trust a g r e e m e n t  or by the a p p o i n t m e n t  of a t r u s t e e  p u r­
sua n t  to any r e s o l u t i o n  a uthor i z i n g  the b o n d s  or notes, the 
b o n d  or n o t e h o l d e r s  shall h a v e  no a u t h o r i t y  t o  a p p o i n t  a 
s e p a r a t e  t r u s t e e  t o  r e p r e s e n t  them.

Sec. 44.55.170. P u r chase and D i s p o s i t i o n  of O w n  O b l i g a­
tions. T h e  a u t h o r i t y  m a y  p u r c h a s e  bonds or notes of the 
a u t h o r i t y  out of any of its funds or m o n e y  a v a i l a b l e  therefor. 
T h e  a u t h o r i t y  m a y  hold, cancel or r ese ll the bonds or notes 
s u b j e c t  to and in a c c o r d a n c e  w i t h  agreements  w i t h  h o l d ers of 
its bonds  or notes.

Sec. 44.55.180. Revenues. (a) The a u t h o r i t y  is a u t h­
or i z e d  to fix, revise, charge, and c o l l e c t  fees and charges 
for the u s e  of the p r o j e c t  or any p o r t i o n  or f a c ility thereof 
and for the s e r vices furnished or to be f u r n ished  in connection  
t h e r e w i t h  and to c o n t r a c t  w i t h  the state or any a g e n c y  or 
i n s t r u m e n t a l i t y  t h e r e o f  or w i t h  any person, p a r t n e r s h i p ,  
a s s o c i a t i o n  or corpo ration, or other body, p ublic o r  private, 
in r e s p e c t  thereof. The fees a n d  charges shall be fixed and 
a d j u s t e d  in r e s p e c t  of the a g g r egate of fees and charges from 
the p r o j e c t  so as to p r o v i d e  funds s u f f i c i e n t  w i t h  othe r 
revenues, if any:

(1) To pay the cost of maintaining, insuring, 
repairing, and operating the project and each and 
every portion thereof, to the extent that the 
authority has not otherwise adequately provided for 
the maintenance, insurance, repair and operation of 
the project or for the payment of such cost;

(2) To pay the principa l of and the inter e s t  
and r e d e m p t i o n  premium, if any, on o u t s t a n d i n g  bonds 
or notes of the a u t h o r i t y  issued in r e s p e c t  o f  the 
p r o j e c t  as the same b e c o m e  due and payable; and

(3) To c r e a t e  and m a i n t a i n  r e s erve s req ui r e d  
or p r o v i d e d  for in any res ol u t i o n  aut horizing, or 
t rust a g r e e m e n t  securing, such bonds, or n o t e s  of the 
authority. The fees and charge s shall n o t  be subject



to superv i s i o n  or r egul a t i o n  by any department,
commission, board, body, b u r e a u  or agency of the
state other than the authority.

(b) A  s u f f i c i e n t  a m o u n t  of the revenues d e r ive d in 
r e s p e c t  of the project, e x c e p t  such part of the revenues as 
m a y  be n e c e s s a r y  to pay the cost o f  mainte n a n c e ,  repair, and 
o p e r a t i o n  and to p r ovide reserves and for the renewals, 
r e p l acements, extensions, enlargements, and impro vements 
as m a y  b e  p r o v i d e d  for in the r e s o l u t i o n  a u t h o r i z i n g  the 
is s u a n c e  of any b o n d s  or notes of the a u t h o r i t y  or in the 
t r u s t  a g r e e m e n t  s e c uring the same, shall be set aside at 
such r e g u l a r  i n t e r vals as m a y  be p r o v i d e d  in the res olu t i o n  
or t r u s t  a g r e e m e n t  in a s i nking or other similar fund whic h 
is h e r e b y  p l e d g e d  to, and char ged with, the p a y m e n t  of the 
p r i n c i p a l  of and the interest on the bonds or notes as the 
sa m e  b e c o m e  due, and the r e d e m p t i o n  price or the purchase 
p r i c e  of b o nds or n ote s r e t i r e d  by call or p u r c h a s e  as 
t h e r e i n  provided. T h e  pled ge shall be v a l i d  and b i nding 
f r o m  the time w h e n  the pledge  is made; the fees and charges, 
a n d  o t h e r  r e v enues or o t h e r  m o n e y s  so p l e d g e d  and thereafter 
r e c e i v e d  by the a u t h o r i t y  are i m m e d i a t e l y  s u b j e c t  to the 
lien of the p l e d g e  w i t h o u t  any physical  d e l i v e r y  thereof 
or  further act, and the lien of any pledge is v a l i d  and 
b i n d i n g  as a g a i n s t  all parties h a v i n g  claims of any kind in 
tort, contract, or o t h e r w i s e  a g a i n s t  the authority, i r r e s p e c­
tive of w h e t h e r  the p a r t i e s  hav e notice thereof. N e ither 
the r e s o l u t i o n  n o r  a ny trust a g r e e m e n t  by w h i c h  a pledge is 
c r e a t e d  need  be filed or r e c o r d e d  e x c e p t  in the r e cords of 
the authority. The use and d i s p o s i t i o n  of m o n e y s  to the 
c r e d i t  of the sinking or o t h e r  simi lar fund shall be subject 
to the p r o v i s i o n s  of the r e s o l u t i o n  a uthor i z i n g  the issuance 
of the b o n d s  or no tes or of the t rust agreement. E x c e p t  as 
o t h e r w i s e  p r o v i d e d  in the r e s o l u t i o n  or trust agreement, 
the sinking or o th er s i m i l a r  fund shall be a fund for all 
the b o n d s  or notes issued to financ e the project w i t h o u t  
d i s t i n c t i o n  or p r i o r i t y  of one over another. However, the 
a u t h o r i t y  in the r e s o l u t i o n  or trust a g r e ement m a y  permit 
and prc ’ide for the issuance of bonds or notes h a v i n g  a 
s u b o r d i n a t e  lien in r e s p e c t  of the security h e r e i n  a u t h o r­
ized to o t h e r  bonds or notes of the a u t h ori ty and, in that 
case, the a u t h o r i t y  m a y  create separate sinking o r  other 
s i m i l a r  funds in r e s p e c t  of the sub ord i n a t e  lien bonds or 
notes.

Sec. 44.55.190. Funds and Accounts. The a u t h or ity 
m a y  e s t a b l i s h  such r e s e r v e s  or o t h e r  funds or a c c ounts as 
m a y  be, in its discret ion, necessary, d e s i r a b l e  o r  c o n v e n­
ient to further the a c c o m p l i s h m e n t  o f  its p u r p o s e s  or to
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c ompl y w i t h  t he provis i o n s  of any of its agreement s or reso­
lutions. All m o n e y s  r e c e i v e d  by the authori ty p u r s u a n t  to 
this act w h e t h e r  as pro ceeds from the sale of bonds or notes 
or as revenues, rates, rents, fees or charges are trust 
funds to be h e l d  and a p plied solely as p r o v i d e d  in this act. 
A n y  o f f i c e r  w i t h  whom, or any b a n k  or trust company w i t h  
which, the m o n e y s  are d e p o s i t e d  shall act as t r ust ee of the
m o n e y s  and shall hold and apply them for the purposes of
uhis act, s u b j e c t  to such r egulation s as this act and the 
r e s o l u t i o n  a u t h o r i z i n g  any b onds or notes of the authority
or the trust a g r e e m e n t  securing the bonds or notes m a y
provide.

Sec. 44.55.200. D e f a u l t  in Payment. If the authority 
d e f a u l t s  in the p a y m e n t  of p r i n cipal or i n t e r e s t  on any of its 
b o n d s  or notes of any series after they becom e due, whether 
at m a t u r i t y  or u p o n  call for redemption, and the d e f a u l t  
c o n t i n u e s  for thirty days, or if the authority fails or 
re fuses to c o m p l y  w i t h  this act or d e f aults  in any agreement 
m a d e  w i t h  the h o l d e r s  of the bonds or notes of the series, the 
ho l d e r s  of t w e n t y - f i v e  per c e n t u m  in aggregate p r i n c i p a l  
a m o u n t  of the o u t s t a n d i n g  notes or bonds of the series as to 
w h i c h  any d e f a u l t  is claimed, upon  thirty days' notice i.n 
w r i t i n g  to the authority, by an instr ument in w r i t i n g  filed 
in the o ffice of the D i s t r i c t  Recorder, J u n e a u  Recordi ng 
D i s t r i c t  and e x e c u t e d  and acknow l e d g e d  in the same m a n n e r  
as a deed of real e s tate to be recorded, may, subject to the 
l i m i t a t i o n  in Section 160 of this act appoint a trustee to 
r e p r e s e n t  the h o l ders of those notes or bonds for the p u r p o s e s  
h e r e i n  provided.

Sec. 44.5 5.210 A c t i o n  on Default. (a) A  trustee 
a p p o i n t e d  under section 1 6 0 ( a ) (17) of this act may, and 
shall in his or its name, upon w r i t t e n  request of the holders 
of twen ty - f i v e  p e r  c e n t u m  in p r i n ci pal am ount of the o u t­
standing notes or bonds of the series as to which a default 
has occurred:

(1) By m a n d a m u s  or oth er suit, action or p r o­
cee d i n g  at law or in equity, enforce all rights of 
the n o t e h o l d e r s  or b o n d h o l d e r s  of the series in 
default, inclu d i n g  the ri ght to r e quire the a uthority 
to c o l l e c t  rates, charge s and other fees adequate to 
c a r r y  out any a g r e e m e n t  as to, or p l edge of, the rate, 
ch a r g e s  and other fees and of the interest and a m o r­
tiz a t i o n  payments, and to r e qu ire the a u t h o r i t y  to 
c a r r y  out any o t h e r  agreement s w i t h  the holders of 
the notes or bonds of the series in d e f a u l t  and to 
p e r f o r m  its d uties unde r this act.



(2) B r i n g  suit upon the notes or bonds of the 
series in default;

(3) B y  a ction or suit, r e quire the authority 
to a c count as if it w e r e  the t r u s t e e  of an express 
trust for the holders of the not es or bonds of the 
series in default;

(4) B y  a ction or suit in e q uity enjoin anything 
w h i c h  m a y  be unlawfu l or in v i o l a t i o n  of the rights 
of the h o ld ers of the notes or b o n d s  of the series
in default;

(5) Declare, upon thirty da ys n o t i c e  in writing  
to the authority, all the notes or bonds of the series 
in d e f a u l t  d u e  and payable, and if all defaults are 
m a d e  good, then  w i t h  the c o n s e n t  of the holders of 
t w enty-fiv e per c e n t u m  of the p r i n c i p a l  amount of the 
o u t s t a n d i n g  notes o r  bonds  of t h e  series in default, 
annul the d e c l a r a t i o n  and its co nsequences;

(6) T h e  trustee  shall in addit i o n  to the 
f oregoing h a v e  all the powers n e c e s s a r y  for the e x e r­
cise of any fu nctions s p e c i f i c a l l y  set forth herein 
or incident to the g e n e r a l  r e p r e s e n t a t i o n  of the 
b ondho l d e r s  or n o t e h o l d e r s  of the series in default 
in the e n f o r c e m e n t  and p r o t e c t i o n  of their rights.

(b) The b o n d h o l d e r s  or n o t e h o l d e r s  of any series of o u t­
standing bonds or notes of the a u t h o r i t y  w h i c h  shall be in 
d e f a u l t  m a y  e x e r c i s e  in their own rig ht w i t h o u t  the appointme nt 
of a trustee any of the powers or r ights d e s c r i b e d  in s ub sec­
tion (a) of this section, s u b jec t to the limitation of section 
13(b) of this act.

Sec. 44.55.220. C o o p e r a t i o n  by Gov ern m e n t  Agencies;
Cost. A l l  officers, d e p artments , boards, agencies, divisions 
and commis s i o n s  of the state m a y  r ender  any services to the 
a u t h o r i t y  as are w i t h i n  the area of their res pec t i v e  g o v e r n­
men t a l  functions as fixed by law and as m a y  be requested  by 
the authority. T h e  cost and e x p e n s e  of any services requested 
by the a u t h o r i t y  shall, at the r e q u e s t  of the officer, d e p a r t­
ment, board, agency, d i v i s i o n  o r  c o m m i s s i o n  r e n d e r i n g  the 
service, be paid for by the authority.

Sec. 44.55.230. A n n u a l  Report; Audit. (a) On or 
b e f o r e  the last d a y  of J a n u a r y  in each y e a r  the autho rity shall 
m a k e  a r eport of its a c t i v i t i e s  for the prece ding calendar year
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to the g o v e r n o r  and to the L e g i s l a t u r e .  Each r e p o r t  shall 
set forth a c o m p l e t e  o p e r a t i n g  and financial s t a t e m e n t  c o v e r­
ing its o p e r a t i o n s  d u r i n g  the y e a r  and shall c o n t a i n  a 
full and c o m p l e t e  s t a t e m e n t  of the a u t h o r i t y ' s  a n t i c i p a t e d  
b u d g e t  and o p e r a t i o n s  for the e n s u i n g  y e ar. The a u t h o r i t y  
shall c a u s e  an a u d i t  of its b o oks and a c c o u n t s  to be m a d e  at 
least on c e  in each y e a r  by c e r t i f i e d  p u b l i c  a c c o u n t a n t s  and 
the co s t  t h e r e o f  shall be c o n s i d e r e d  an e x p e n s e  of the a u t h o r i t y  
and a copy t h e r e o f  shall be f i l e d  wi t h  the state t r e asurer.

(b) The l e g i s l a t i v e  B u d g e t  and A u d i t  C o m m i t t e e  (or its 
a u t h o r i z e d  r e p r e s e n t a t i v e s )  m a y  at any time e x a m i n e  the a c c o u n t s  
and b o o k s  of the a u t h o r i t y  i n c l u d i n g  its r e c e i p t s ,  d i s b u r s e m e n t s ,  
c o n t r a c t s ,  s i n k i n g  funds, i n v e s t m e n t s  and any o t h e r  m a t t e r s  r e­
lating to its f i n a n c i a l  stand i n g .

Sec. 4 4 . 5 5 . 2 4 0 .  Personal L i a b i l i t y .  N e i t h e r  the
m e m b e r s  of the a u t h o r i t y  nor any p e r s o n  e x e c u t i n g  the bonds 
or n o tes issued u n d e r  this act are l i a b l e  p e r s o n a l l y  on the 
bonds or notes.

Sec. 4 4 . 5 5 . 2 5 0 .  Law G o v e r n i n g .  It is the intent of
the L e g i s l a t u r e  that in the e v e n t  of any c o n f l i c t  or i n c o n­
s i s t e n c y  in the p r o v i s i o n s  of this act and any o t h e r  laws 
p e r t a i n i n g  to m a t t e r s  he r e i n  e s t a b l i s h e d  or p r o v i d e d  for or 
in any rules a d o p t e d  u n d e r  this act or o t h e r  laws, to the 
e x t e n t  of that c o n f l i c t  or i n c o n s i s t e n c y  the p r o v i s i o n s  of 
this act shall be e n f o r c e d  and the p r o v i s i o n s  of the o t h e r  
laws and rules a d o p t e d  t h e r e u n d e r  shall be of no effect.

Sec. 4 4 . 5 5 . 2 6 0 .  Liberal C o n s t r u c t i o n .  This act shall
be c o n s t r u e d  l i b e r a l l y  to e f f e c t u a t e  the l e g i s l a t i v e  intent 
and the p u r p o s e s  of this act as c o m p l e t e  and i n d e p e n d e n t  
a u t h o r i t y  for the p e r f o r m a n c e  of ea c h  and e v e r y  act and thing 
h erein a u t h o r i z e d  and all po w e r s  he r e i n  g r a n t e d  shall be 
b r o a d l y  i n t e r p r e t e d  to e f f e c t u a t e  that i n t e n t  and the pur p o s e s  
of this act and not as a l i m i t a t i o n  of powers.

Sec. 4 4 . 5 5 . 2 7 0 .  P r e s u m p t i o n  of V a l i d i t y .  A f t e r  i s s u­
ance, all bonds or notes of the a u t h o r i t y  shall be c o n c l u s i v e l y  
p r e s u m e d  to be fully a u t h o r i z e d  and i s s u e d  in c o n f o r m i t y  with 
all the laws of this state and all p e r s o n s  shall be e s t o p p e d  
fr o m  q u e s t i o n i n g  their a u t h o r i z a t i o n ,  sale, issuance, e x e c u t i o n  
or d e l i v e r y  by the a u t h o r i t y .
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M E M O R A N D U M

We have been asked to cons ider w h e t h e r  in terest on 

b o n d s  i ssued to finance the c o n s t r u c t i o n  of a n a t u r a l  gas 

c o n d i t i o n i n g  facility and a gas liquids d i s t r i b u t i o n  and 

f r a c t i o n a t i o n  system (the "Project") w o u l d  b e  excludab le from 

F e d e r a l  income tax ation u nder section 1 0 3 (a)il) of the Internal 

Revenue Code of 1954, as a m ended (the "Code") and the r e g u l a­

tions p r o m u l g a t e d  t h e r e u n d e r  (the "Regulations").

In order to reach any concl u s i o n  in respect of this 

qu e s t i o n  it is n e c e ss ary to m a k e  certain assumptions 

r e g a r d i n g  the scope of the l e g i s l a t i o n  w h i c h  w ill be e n acted

to authoriz e the construction, f i n a ncing and o p e r a tion of the 

Project, including the type of bonds to be issued to finance 

the Project, and the security therefor, and the plans frr the 

o p e r a t i o n  of the facilities and the sale or oth er dispc. Ltion 

of the n a t u r a l  gas liquids. The facts to the exte nt n o w  

known or assumed for the p u rp ose of this d i s c u s s i o n  follow.

Facts and Assumpti ons

The di scovery of oil at P r u dho e Bay in 1969 r e v ealed 

the p r e s e n c e  of appr ox i m a t e l y  26 t r i llion cubic feet of r e c o v e r­

able associ a t e d  gas. The a s s o c i a t e d  gas contains in addition to 

methane, approx i m a t e l y  13 p e r c e n t  carbon dioxide, 13 p e r c e n t  

na tural gas liquids and m i n o r  q u a n t i t i e s  of sulfur compounds.
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If m a r k e t a b l e  n a t u r a l  gas is to be t r a n s p o r t e d  to the Canadian 

b o r d e r  by the 48" 1260 psig p i p elin e appro v e d  by the 

Fe d e r a l  E n e r g y  R e g u l a t o r y  Commii-.-ion ("FERC")/ the carbon 

dioxide, s u l f u r  compounds and m o s t  of the gas liquids m u s t  be 

r e m o v e d  and a small p o r t i o n  of gas liquids m u s t  be b l ended w i t h  

m e t h a n e  to p r o d u c e  m a r k e t a b l e  n a tural gas at a c o n d i t i o n i n g  

p l a n t  l o c a t e d  at P r u d h o e  Bay (the "Cond i t i o n i n g  Plant"). (If 

a h i g h e r  o p e r a t i n g  p r e s s u r e  p i p eline is appro v e d  the Condit i o n i n g  

P l a n t  can be l o cated at an i nterior A l a s k a  site.) The State 

of A l a s k a  has i n d i c a t e d  its w i l l i n g n e s s  to p a r t i c i p a t e  in 

the f i n a n c i n g  of the gas pipeline, the A l a s k a  N o r t h w e s t  Gas 

T r a n s p o r t a t i o n  S y s t e m  ("ANGTS") , t h r o u g h  the financing of the 

n a t u r a l  gas c o n d i t i o n i n g  facility, an esse ntial p a r t  of ANGTS. 

AN G T S  is e x p e c t e d  to be licensed as a common carrier.

The State of Alaska has e x p r e s s e d  inter e s t  in the 

d e v e l o p m e n t  of a p e t r o c h e m i c a l  industry in Alaska. The natural 

gas liqu ids i n c lude ethane, propane and b u t a n e  w h i c h  constitute 

fe e d s t o c k s  for the p e t r o c h e m i c a l  industry. The St ate of Alaska 

p r e s e n t l y  has a 12.5 p e rcent  royalty share in all hydroc a r b o n s  

p r o d u c e d  in Alaska. Q uantities of gas liquids adequate to 

f oster an i n state p e t r o c h e m i c a l  indu stry could be secured by 

the Stat e by trades of m e t hane for gas liquids or purchase a g r e e­

men t s  for gas liquids with the p r o d u c e r  companies. After 

e x t r a c t i o n  from the assoc i a t e d  gas at the C o n d i t i o n i n g  Plant 

t h e s e  gas l i quids c ould be d i r e cted by a p i p e l i n e  to f r a c tiona­

tion f a c i l i t i e s  to be located at t i d e w a t e r  or othe r p e t r o­

che m i c a l  p l a n t  sites. The gas liquids w o u l d  there be



b r o k e n  d o w n  into propane, b u t a n e  and e tha ne and sold e i t h e r  as 

fuel s tocks or p e t r o c h e m i c a l  feedstocks.

It has been p r o p o s e d  that the A l a s k a  State L e g i s l a t u r e  

a mend t he e x i s t i n g  A l a s k a  Gas P i p e l i n e  A u t h o r i t y  Act to c r e ate a 

s u c c e s s o r  a u t h o r i t y  (the "Authority") as a p u b l i c  c o r p orate 

a g e n c y  and i n s t r u m e n t a l i t y  of the State e m p o w e r e d  to issue its 

b o n d s  to f i n a n c e  the Project, to own and o p erate i-’-e P r o j e c t

and t o  fix rates and tariffs for the use of the P r o j e c t  or the

sale of the gas liquids on b e h a l f  of the Stat e of Alaska. The 

A u t h o r i t y  w o u l d  be e m p o w e r e d  to e n t e r  into c o n t r a c t s  for the 

c onstr u c t i o n ,  o p e r a t i o n  and m a n a g e m e n t  of the Project. The 

A u t h o r i t y  w o u l d  also have p ow ers o f  e m i n e n t  d o m a i n  to 

a c q u i r e  p r o p e r t y  e n a bling it to a c c o m p l i s h  its c o r p o r a t e  

purposes.

R e v e n u e s  for the p a yment  of o p e r a t i n g  costs and debt 

s e r v i c e  on the bonds to be issued to finance the P r o j e c t  w i l l

be p a y a b l e  from two, or p o s s i b l y  three, sources. First, all

users of the A N G T S  p i p eline will pay a s e r vice fee for the 

c o n d i t i o n i n g  of gas (to the e x t ent that c o n d i t i o n i n g  is in 

fact r e q u i r e d ) . This fee will be e s t a b l i s h e d  on a tariff 

basis. Second, substa n t i a l  revenues are e x p e c t e d  to be 

d e r i v e d  f r o m  the sale of gas liquids to p e t r o c h e m i c a l  

c o m p a n i e s  at a p r i c e  roughly e q u i v a l e n t  to the w e l l h e a d  pr ice 

of the g a s  l i q u i d s  plus a s e r v i c e  fee for their c o n d i t i o n i n g  and 

extra c t i o n ,  t r a n s p o r t a t i o n  and fractiona tion. Third, there is 

a p o s s i b i l i t y  tha t a portion of the oil r o y a l t y  funds of the



S t a t e  of A l a s k a  m a y  be m a d e  avail able on a b a c k u p  basis for 

d e b t  s e r v i c e  if a p p r o p r i a t e d  for that purp ose by the 

legisla ture.

T h e  sale of the State's royalty resources, i n c l u d i n g  

gas liquids, is g o v e r n e d  by p r o c e d u r e s  e s t a b l i s h e d  by the 

A l a s k a  R o y a l t y  Oil and Gas D evelo pment A d v i s o r y  A c t  w h i c h  

r e q u i r e  t h e  s o l i c i t a t i o n  of bids by the C o m m i s s i o n e r  of N a t u r a l  

Resources, the a p p r o v a l  of the Advisory B o a r d  and l e g i s l a t i v e  

c oncur r e n c e .  T h i s  or a s i m i l a r  procedur e w i l l  be followed 

for sales of gas liquids. Specifi c terms of such sales 

c o n t r a c t s  h a v e  n o t  y e t  been determined.

N o  p r o d u c e r  of gas is now, and we u n d e r s t a n d  that 

there is no r e a s o n  w h y  any such producer m u s t  become, legally 

o b l i g a t e d  to d e l i v e r  gas to the C o n d i t i o n i n g  Plant, w h i c h  is 

to say that if n e w  gas p r o d u c t i o n  r e q u i r i n g  no c o n d i t i o n i n g  

( e . £ . , from K u p a r i k  Field) became a v a i l a b l e  or if a l t e rnate 

t e c h n o l o g i e s  w e r e  found or develo ped the C o n d i t i o n i n g  Pl ant 

c ould be b y p a s s e d  altogether.

The Authority is expected to enter into management con­

tracts for the operation of both the Conditioning Plant and the 

gas liquids transportation and fractionation facility. It is p r o­

posed at this time that such a contract would likely provide for the



r e c o v e r y  of costs p l u s  a fixed fee and w o u l d  run for a term 

of 20 years, c a n c e l l a b l e  on 2 years' n o t i c e  by e i t h e r  party. 

Di s c u s s i o n  of Code a n d  Regulations

S e c tion 103(a)(1) o f  the Code* p r o v i d e s  that interest 

d e r i v e d  from o b l i g a t i o n s  issued by a state or any of its 

po l i t i c a l  s u b d i v i s i o n s  is e x cludable from the gross income 

of the bondholder. The term "political subdivision" includes 

a state i n s t r u m e n t a l i t y  w h i c h  has been c r e a t e d  for a public 

pu r p o s e  and w h i c h  is a u t h o r i z e d  to e x e c u t e  a p o r t i o n  of the 

sover e i g n  p o w e r  of the state. The A u t h o r i t y  w o u l d  be an 

agency and i n s t r u m e n t a l i t y  of the State, and, if invested  

w i t h  s u b s t a n t i a l  p o wer s of eminent domain, s h o u l d  be con­

sid e r e d  a p o l i t i c a l  s u b d i v i s i o n  for F e d e r a l  i n c o m e  t a x  purposes 

However, w h e t h e r  d e e m e d  to be a p o l i t i c a l  s u b d i v i s i o n  or, 

alternatively, an a rm or a b r a n c h  of the S t a t e  of Alaska, 

interes t on bonds issued by it to a c c o m p l i s h  its stat utory 

pu r p o s e s  would in the first instance be t a x  exempt.

The e x c l u s i o n  p r o v i d e d  by s e c t i o n  1 0 3 ( a ) (1) is not, 

however, absolute. S e c t i o n  103(b)(1) p r o v i d e s  t h a t  section 

103(a)(1) shall n o t  apply to interest on an indust r i a l  

develo p m e n t  bond. S e c t i o n  103(b)(2) d e f i n e s  the t e r m  

"industrial d e v e l o p m e n t  bond" as any obli ga t i o n :

h e r e i n a f t e r  all refere n c e s  t o  s e ction 103 are 
to suc h section of the Code.



(A) w h i c h  is i ssued as p a r t  of an issue all o r  a 
m a j o r  p o rt ion of the p r o c e e d s  of w h i c h  are to be u s e d  
di r e c t l y  or i n d i r e c t l y  in any trade or b u s i n e s s  carried 
on by any p e r s o n  w h o  is n o t  an e x e m p t  person***,

(B) the paymenv. of the p r i n c i p a l  or i n t e r e s t  on 
w h i c h  (under the terns of such o b l i g a t i o n  or any u n d e r­
lying arrangement) is, in w h o l e  or in m a j o r  p a r t  —

(i) s e c u r e d  by any i n t e r e s t  in p r o p e r t y  used 
or to be u s e d  in a trade or b u s i n e s s  or in p a y m e n t s  
in r e s p e c t  of such property, or

(ii) to be d e r i v e d  from payme nts in r e s p e c t  of 
property, or b o r r o w e d  money, u s e d  or to b e  u s e d  in 
a trade or business.

As used above, "exempt person" m e a n s  certain g o v e r n m e n t­

al units w i t h i n  the U n i t e d  States or its po sses s i o n s ,  o r  o r g a n i z a­

tions d e s c r i b e d  in section 501(c) (3) of the Code and e x e mpt from 

income t a x a t i o n  u n d e r  s e c t i o n  501(a) of such Code. See section 

103(b)(3). For example, state and local g o v e r n m e n t  agencies, 

i n c l u d i n g  the Authority, are all e x e m p t  persons.

B o t h  the trade or business test of section 103(b)(2)(A) 

and the s e c urity interest  of s e ction 1 0 3 ( b ) ( 2 ) (B) m u s t  be m e t  for 

a b o n d  issue to be c onsidered an issue of indust r i a l  d e v e l o p m e n t  

bonds. F a ilure of a b o n d  issue to m e e t  e i t h e r  or both of these 

t ests w i l l  insure that the bonds are not i n d u s t r i a l  d e v e l o p m e n t  

b o n d s  and thus that the interest on the bonds w i l l  be t a x  exempt 

u n d e r  sect ion 103(a)(1).

Sp ecial rules apply to the situa tion in w h i c h  n o n - e x e m p t  

p e r s o n s  a c quire the o u t p u t  of the fi nanced facility. In this 

case b o t h  the trade or b u s i n e s s  test and the s e c u r i t y  interest 

t e s t  are s u b sumed  by the " s u b p a r a g r a p h  (5) output" test of s e c tion 

1 . 1 0 3 - 7 ( b ) (5) of the Regulations. That is, if the o u t p u t  te st is



a p p l i c a b l e  the trade or business t e s t  and security interes t 

test do n o t  appl y except as there prescribed. See further 

discussion, i n f r a . In the s i t u a t i o n  raised by the facts 

of this p r o p o s a l  it is n o t  c l e a r  w h e t h e r  the o u t p u t  test 

w i l l  apply. A  m a j o r  r e v e n u e - g e n e r a t i n g  aspect of the 

p r o p o s a l  w i l l  be the sale of the gas liquids p r o d u c e d  by 

the Project, w h i c h  c ould be c o n s i d e r e d  part  of the o utput 

of the t w o  facilities. On the o ther hand, a m a j o r  p u rp ose 

of the C o n d i t i o n i n g  P l a n t  is t he p e r f o r m a n c e  of a service 

on gas o w n e d  at all ti mes by n o n - e x e m p t  p e rsons and w h i c h  

m i g h t  n o t  be c o n s i d e r e d  the g e n e r a t i o n  of an output.

B e c a u s e  of the u n c e r t a i n t y  w i t h  r e g a r d  to w h i c h  test 

applies, it is a d v i s a b l e  to a d dress all concer ns raised 

by b o t h  the n o r m a l  tests and the ou tput test.

The Trade or B u s iness Test

S e c t i o n  1 . 1 0 3 - 7 ( b ) (3) of the R egulati ons describes

the trade of b u s i n e s s  test as follows:

(3) Trade or b u s i n e s s  test. (i) The trade or 
b u s i n e s s  test relates to the use of the proceeds of a 
b o n d  issue. The test is m e t  if all or a m a j o r  p o r t i o n  
of the p r o c e e d s  of a b o n d  issue is u s e d  in a trade or 
b u s i n e s s  carried on by a n o n e x e m p t  person. For example, 
if all or a m a j o r  p o r t i o n  of the p roce e d s  of a b o n d  
issue is to be loaned to o n e  or m o r e  p r i v a t e  busines s 
users, or is to be u s e d  to acquire, construct, or 
r e c o n s t r u c t  f acilit ies to be leased or sold to such 
p r i v a t e  b u s i n e s s  users, a n d  such pr oce e d s  or facilities 
are to be u s e d  in t rades o r  b u s i n e s s e s  carried on by 
them, such p r o c e e d s  are* to be u s e d  in a trade or b u s iness 
c a r r i e d  on b y  persons w h o  are not e x e m p t  p e r s o n s , and the 
d e b t  o b l i g a t i o n s  c o m p r i s i n g  the b o n d  issue satisfy the 
t rade or b u s i n e s s  test. If, however, less than a m a j o r  
p o r t i o n  of the p r o c e e d s  of an issue is to be loaned to 
n o n e x e m p t  p e r s o n s  or is to be u s e d  to acquire or c o n s truct 
f a c i l i t i e s  w h i c h  w i l l  be u s e d  in a trade or b u s ines s 
c a r r i e d  on b y  a n o n e x e m p t  person, the debt oblig a t i o n s
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w i l l  n o t  be i n d u s t r i a l  d e v e l o p m e n t  bonds. Also, when 
p u b l i c l y - o w n e d  facilities w hich are i n t e nded for general 
p u b l i c  use, such as toll roads or bridges, are co nstructed 
w i t h  the p r o c e e d s  of a b o n d  issue and u s e d  by nonexe mpt 
p e r s o n s  in their trades or b u s i n e s s e s  on the same basis 
as other m e m b e r s  of the public, such use does not consti- - 
tute a use in the trade or b u s ines s of a n o n e xem pt person 
for p u r p o s e s  of the trade or b u s ines s test.

(ii) In d e t e r m i n i n g  w h e t h e r  a debt o b l i g a t i o n  
m e e t s  the t rade or b u s iness test, the indirect, as well 
as the direct, use of the p r o cee ds is to be taken into 
account. F o r  example, the debt o b l i g a t i o n s  c omprising 
a b o n d  issue do not fail to satisfy the trade or business 
test m e r e l y  b e c a u s e  the State or local g o v e r n m e n t a l  unit 
uses the p r o c e e d s  to engage in a series of fi nancing 
t r a n s a c t i o n s  for p r o p e r t y  to be u s e d  by p r i v a t e  business 
users in trade s or b u s ines s carried on by them. Similarly, 
if suc h p r o c e e d s  are to be used to c o n s t r u c t  facilities 
to be leased  or sold to any n o n e x e m p t  p e r s o n  for use in 
a trade or b u s i ness it carries on, such p r o ceeds are to 
be u s e d  in a trade or business c a r r i e d  on by a n o n e xempt 
p e r s o n  and the debt obligat ions c o m p r i s i n g  such issue 
sa t i s f y  the trade or business test. If such proce eds 
are to be u sed to const r u c t  facilities to be leased or 
sold t o  an exempt p erson w h o  will, in turn, lease or 
sell the facili t i e s  to a n o n e xempt p e r s o n  for use in a 
t rade or business, such proceeds are to be used in a trade 
or b u s i n e s s  c a r r i e d  on by a n o n e x e m p t  p e r s o n  and the debt 
o b l i g a t i o n s  comprisi ng such issue satisfy the trade or 
b u s i n e s s  test. In addition, p r o ceeds w i l l  be treated as 
b e i n g  us ed in the trade or business of a n o n e x e m p t  person 
in s i t u a t i o n s  i n v o lving other arrangements,  w h e t h e r  in a 
single t r a n s a c t i o n  or in a series of transactions, w h e r e b y  
a n o n e x e m p t  p erson  uses p r o pe rty a c q u i r e d  w i t h  the proceeds 
of a b o n d  issue in its trade or business.

(iii) The use of m o r e  than 25 p e r c e n t  of the proceeds 
of an issue of o bligations in the trades or busine s s e s  of 
n o n e x e m p t  p e r s o n s  w i l l  c ons titute the u s e  of a m a j o r  
p o r t i o n  of such pro ceeds in such manner. In the case of 
the d i r e c t  or indirect use of the p r o cee ds of an issue 
of o b l i g a t i o n s  or the direct or i n d i r e c t  use of a facility 
c o nst ructed, reconstructed, or a c q u i r e d  w i t h  such proceeds, 
the u s e  by all n o n e xempt persons in their trades or 
b u s i n e s s e s  m u s t  be a ggregated  to d e t e r m i n e  w h e t h e r  the 
trade or b u s i n e s s  test is satisfied. If m o r e  than 25 
p e r c e n t  of the proceeds of a bond issue is used in the 
t rades or b u s i n e s s e s  of n o n e xempt p e r s o n s , the trade or 
b u s i n e s s  test is satisfied. For s p e cial rules w i t h  respect 
to the acqui s i t i o n  of the output of facilities, see sub- 
p a r a g r a p h  (5) of this paragraph.



The abcve-quoted language indicates that the term 

"used in a trade or business carried on by a non-exempt 

person" is intended to be construed broadly. By implication, 

however, it does not reach a facility used solely in a trade 

or business of an exempt person. The proposed Project viewed 

as a whole will be used in the business of the State of 

Alaska of bringing to market the natural resources of 

that State. It will carry on this business by (1) separating 

from the associated gas the gas liquids, (2) separating the 

components of such liquids for ultimate sale to world markets 

and (3) conditioning methane for transportation to the 

lower 48 states as natural gas.

The conditioning process may raise some concern 

in connection with the concept of indirect use of bond proceeds 

in the trade or business of a non-exempt person. As noted 

above, section 1 . 1 0 3 - 7 (b)(3)(ii) of the Regulations provide 

that the proceeds of an issue are considered used in a non­

exempt p e r s o n’s trade or business if there exists an arrange­

ment whereby a non-exempt person uses property acquired with 

the proceeds in its trade or business. It may be possible to 

argue based on this language that the gas producers using the 

pipeline are using the Conditioning Plant in their trades 

or businesses of selling and transporting natural gas. To 

the extent, however, that the gas pipeline will operate as 

a common carrier, the Conditioning Plant will likewise



serve anyone with gas to be transported and conditioned and 

thus does not benefit any specific non-exempt person to 

the exclusion of others and will arguably come within the 

ambit of the final sentence of section 1 . 1 0 3 - 7 (b)(3)(i) 

quoted above.

It is clear that the broad trade or business language 

of the Regulations includes not only the use of bond proceeds 

to make a loan to a non-exempt person and to acquire, construct 

or reconstruct facilities to be leased or sold to such a person, 

but also to all other situations in which there is an arrange­

ment whereby the bond proceeds could be said to be so used.

Such an arrangement can arguably be found in a management contract 

entered into between an exempt person (normally the issuer of 

obligations) and a non-exempt person whereunder the latter will 

manage or operate facilities belonging to the former.

Although there is some reason to believe that in 

private unpublished rulings the Service at one time indicated 

that operation of a facility under a management contract 

would satisfy the trade or business test, there may have been 

a shift in the Service's position in recent years. While the 

extent of such shift has not, to our knowledge, been fully 

articulated, it is useful to note that the Service did approve 

a one-year, fixed-fee contract renewable at the option of the 

exempt person in a private letter ruling issued in 1978.

The proposal in the instant situation calls for a 

contract to be entered between a management contractor and the 

Authority under which a management contractor would operate and



manage the Project and would receive a management fee 

sufficient to compensate it for its costs and risks in 

operating the business. It has been proposed that the 

contract term be set for 20 years, cancellable by the Authority 

with notice to the management contractor. The notice 

provision will be stated in terms of the period required to 

achieve an orderly, nondisruptive transition, which is 

currently expected to be two years. Given the uncertainty 

surrounding the status of a management contract, it cannot 

be concluded that the arrangement will not meet the trade 

or business test unless the management contract provides for 

a one-year term (renewable at the option of the issuer) and 

a fixed fee. It is thus necessary to secure a ruling on any 

other set of contract terms to insure that the trade or 

business test is not met.

The Security Interest Test

Section 1 . 1 0 3 - 7 (b)(4) of the Regulations describes 

the security interest test as follows:

(4) Security interest test. The security interest 
test relates to the nature of the security for, and the 
source of, the payment of either the principal or interest 
on a bond issue. The nature of the security for, and the 
source of, the payment may be determined from the terms 
of the bond indenture or on the basis of an underlying 
arrangement. An underlying arrangement to provide 
security for, or the source of, the payment of the 
principal or interest on an obligation may result from 
separate agreements between the parties or may be 
determined on the basis of all the facts and circum­
stances surrounding the issuance of the bonds. The 
property which is the security for, or the source of, 
the payment of either the principal or interest on a 
debt obligation need not be property acquired with bond 
proceeds. The security interest test is satisfied if, 
for example, a debt obligation is secured by unimproved
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land or investment securities used, directly or indirect­
ly, in any trade or business carried on by any private 
business user. A pledge of the full faith and credit of 
a State or local governmental unit will not prevent a 
debt obligation from otherwise satisfying the security 
interest test. For example, if the payment of either 
the principal or interest on a bond issue is secured by 
both a pledge of the full faith and credit of a State 
or local governmental unit and any interest in property 
used or to be used in a trade or business, the bond issue 
satisfies the security interest test. For rules with 
respect to the acquisition of the output of facilities 
see subparagraph (5) of this paragraph.

Furthermore, example (14) of section 1 . 1 0 3 - 7 (c) of the Regulations 

illustrates that the security interest test will be satisfied if 

the issuer requires the revenues derived from the operation of the 

facility to meet debt service even though there is no direct ar­

rangement securing the revenues for that purpose. Example (14) 

reads as follows:

Example (14). J, a political subdivision of a 
State will issue several series of bonds from time to 
time and will use tne proceeds to rehabilitate urban 
areas. More than 25 percent of the proceeds of each 
issue will be used for the rehabilitation and con­
struction of buildings which will be leased or sold 
to nonexempt persons for use in their trades or businesses. 
There is no limitation either on the number of issues or 
the aggregate amount of bonds which may be outstanding.
No group of bondholders has any legal claim prior to any 
other bondholders or creditors with respect to specific 
revenues of J, and there is no arrangement whereby 
revenues from a particular project are paid into a trust 
or constructive trust, or sinking fund, or are otherwise 
segregated or restricted for the benefit of any group of 
bondholders. There is, however, an unconditional obliga­
tion by J to pay the principal and interest on each issue 
of bonds. Further, it is apparent that J requires the 
revenues from the lease or sale of buildings to nonexempt 
persons in order to pay in full the principal and interest 
on the bonds in question. The bonds are industrial develop­
ment bonds because a major portion of the proceeds will be 
used in the trades or businesses of nonexempt persons and, 
pursuant to an underlying arrangement, payment of the p r i n­
cipal and interest is, in major part, to be derived from 
payments in respect of property or borrowed money used in 
the trades or businesses of nonexempt persons.



The substance of the above quoted regulation and 

example is that if the revenues of the Project are pledged 

to meet debt service on the bonds issued to finance it, or 

if such revenues will be needed to meet such debt service, 

the security interest test will be met. As the example 

mak:.s clear, one or the other of these results will be found 

to exist by reason of any kind of "arrangement" which can be 

said to have such effect. Since we do not have any information 

as to how the bonds are to be supported, we are unable to 

advise as to whether or not the security interest test will 

be met. In view of the nature of the Project, we consider 

it more likely that the Project is not one to which the above 

rules are applicable, but rather that it will constitute 

the type of facility governed by section 1 . 1 0 3 - 7 (b)(5) of the 

Regulations, and, at bottom, that the applicability of both 

the trade or business test and the security interest test 

will be controlled by the provisions thereof.

The Subparagraph (5) Output Test

Section 1 . 1 0 3 - 7 (b)(5) of the Regulations establishes a 

test, satisfaction of which will meet both the trade or business 

test and the security interest test of section 103(b)(1) of the 

Code. This test applies when one or more non-exempt persons 

use the output of facilities such as electric energy, gas or 

water facilities constructed or acquired with bond proceeds.

This section provides:
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(5) Trade or business test and security interest 
test with respect to certain output c o n t r a c t s . (i ) The 
use by one or more nonexempt persons of a major portion 
of the subparagraph (5) output of facilities such as 
electric energy, gas, or water facilities constructed, 
reconstructed, or acquired with the proceeds of an issue 
satisfies the trade or business test and the security 
interest test if such use has the effect of transferring 
to nonexempt persons the benefits of ownership of such 
facilities, and the burdens of paying the debt service 
on governmental obligations used directly or indirectly 
to finance such facilities, so as to constitute the in­
direct use by them of a major portion of such proceeds. 
Such benefits and burdens are transferred and a major 
portion of the proceeds of an issue is used indirectly 
by the users of the subparagraph (5) output of such a 
facility which is owned and operated by an exempt 
person where —

(a)(1) One nonexempt person agrees pursuant 
to a contract to take, or to take or pay for, a major 
portion (more than 25 percent) of the subparagraph (5) 
output (within the meaning of subdivision (ii) of this 
subparagraph) of such a facility (whether or not con­
ditional upon the production of such output) or (2) two 
or more nonexempt persons, each of which pays annually 
a guaranteed minimum payment exceeding 3 percent of the 
average annual debt service with respect to the obliga­
tions in question, agree, pursuant to contracts, to take, 
or to take or pay for, a major portion (more than 25 
percent) of the subparagraph (5) output of such a 
facility (whether or not conditioned upon the produc­
tion of such o u t p u t ) , and

(b) Payment made or to be made with respect 
to such contract or contracts by such nonexempt person 
or persons exceeds a major part (more than 25 percent) 
of the total debt service with respect to such issue 
of obligations.

For purposes of the quoted passage the "subparagraph

(5) output" of a facility means the number of units produced 

or to be produced by the facility in one year multiplied by 

the number of years between the date that the output of such 

facility is first taken, pursuant to a take or take or pay
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contract, by a non-exempt person and ending on the last 

maturity date of any obligation issued to provide the 

facility. Further, the "total debt service with respect 

to an issue of obligations" means the total dollar amount 

payable with respect to such issue over its entire term.

Assuming that the output test does apply , the focus 

of the analysis will be on the contracts entered into between 

the Authority and the producers for the conditioning of the 

gas, and, as is more likely to be of importance, between the 

Authority and the purchasers of gas liquids. Given the early 

stage of development of the proposal very little is yet known 

about the types of contracts which will be ultimately involved. 

It must be emphasized that not more than 25 percent of the 

output can be sold under contracts "to take or to take or pay 

for" such output. This rule is illustrated by example (13) 

of the Regulations:

Example (13). In order to construct an electric 
generating facility of a size sufficient to take ad­
vantage of the economics of scale: (1) City H will
issue $50 million of its 25-year bonds and Z (a private­
ly owned electric utility) will use $100 million of its 
funds for construction of a facility they will jointly 
own as tenants in common. (2) Each of the participants 
will share in the ownership, output, and operating e x­
penses of the facility in proportion to its contribution 
to the cost of the facility, that is, one-third by H and 
two-thirds by Z. (3) H's bonds will be secured by H's 
ownership in the facility and by revenues to be derived 
from the sale of H's share of the annual output of the 
facility. (4) Because H will need only 50 percent of 
its share of the annual output of the facility, it agrees 
to sell to Z 25 percent of its share of such annual out­
put for a period of 20 years pursuant to a contract under 
which Z agrees to take or pay for such power in all events 
The facility will begin operation, and Z will begin to r e­
ceive power, 4 years after the City H obligations are 
issued. The contract term of the issue will, therefore, 
be 21 years. (5) II also agrees to sell the remaining 25
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percent of its share of the annual output to numerous 
other private utilities under a prevailing rate schedule 
including demand charges. (6) No contracts will be exe­
cuted obligating any person other than Z to purchase any 
specified amount of the power for any specified period 
of time and no one such person (other than Z) will pay 
a demand charge or other minimum payment under conditions ’ 
which, under paragraph (b)(5) of this section, result in 
a transfer of the benefits of ownership and the burdens 
of paying the debt service on obligations used directly 
or indirectly to provide such facilities. The bonds are 
not industrial development bonds because H's one-third 
interest in the facility (financed with bond proceeds) 
shall be treated as a separate property interest and, 
although 25 percent of H's interest in the annual output 
of the facility will be used directly indirectly in 
the trade or business of Z, a nonexempt person, under 
the rule of paragraph (b)(5) of this section, such por­
tion constitutes less than a major portion of the sub- 
paragraph (5) output of the facility. If more than 25 
percent of the subparagraph (5) output of the facility 
were to be sold to Z pursuant to the take or pay contract, 
the bonds would be industrial development bonds since they 
would be secured by H's ownership in the facility and 
revenues therefrom, and under the rules of paragraph (b)(5) 
of this section a major portion of the proceeds of the 
bond issue would be used in the trade or business of Z, 
a nonexempt person.

A  "contract to take or to take or pay for" is 

generally understood to refer to a contract which requires the 

purchaser to take in all events a specified part of the output 

or, even if the output is not available, to pay the purchase 

price attributable thereto. This type of contract has the 

effect of transferring to the purchaser the benefits of ownership 

and the burdens of debt service.

If the output test is ultimately found to apply, the 

challenge will be to reconcile the desire of the bondholder to 

have as much guarantee of security for the payment of debt 

service as possible with the need to avoid the use of



"contracts to take or take or pay for." Attendant realities 

suggest that despite its willingness to participate in the 

financing of ANGTS and, in particular, the Conditioning Plant, 

the State of Alaska, acting through the Authority, will 

attempt to avoid a sizable drain on revenues attributable to 

its royalty share interest in the associated gas, and that 

actual State involvement will ultimately turn on the ability 

to service the Authority's debt without need of drawing on or 

pledging a significant percentage of such revenues. Alter­

natively, if the State is prepared to commit itself 

unreservedly toward financing the Project, it will likely 

be willing to make available other funds, e . £ . , oil royalties, 

in substitution for or in conjunction with, a portion of 

liquid gas revenues. In either event, there is ample reason 

to believe that the use of contracts to take or take or pay 

for output of the Project can be handled in a manner that 

will conform both to vital economic interests of the State 

of Alaska and to applicable requirements or the Code and 

R e g u l a t i o n s .

Conclusion

Based upon the above assumptions of fact and discus­

sions of applicable law, we conclude that it is more likely 

than not that upon proper application a ruling letter would 

be issued by the Internal Revenue Service holding that the 

interest on bonds proposed to be issued by the Authority con­



stituting a political subdivision of the State to finance the 

construction of the natural gas conditioning facility and the 

gas liquids pipeline and fractionation system will be exempt 

from Federal income tax under section 103 of the Internal 

Revenue Code of 1954, as amended.

HAWKINS, DELAFIELD & WOOD

January 24, 1980
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Corporate Profile
Earth Resources Company’s 

principal businesses are the refining and 
marketing of petroleum products. It is 
also engaged in other facets of energy and 
resource development. ERC’s Memphis 
refinery will douc,e its gasoline capacity 
by summer 1980 to benefit customers 
throughout the mid-South, including 230 
ERC stations in eight states. ERC also 
operates the only refinery in the Alaskan 
Interior, near Fairbanks; an Anchorage 
paving materials and road building firm, a 
Mississippi River fleet transporting 
petroleum products, and an Idaho silver 
and gold mine (subject to sale; see 
page 17). The common stock of Earth 
Resources Company is traded on the 
American Stock Exchange and the Pacific 
Stock Exchange, with the symbol ERC.
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Valley Towing Service, Inc.
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The Annual Meeting of shareholders of 
Earth Resources Company will be held at 
One Energy Square, Dallas, Texas, 
December 18, 1979, at 2:00 p.m. CST. All 
shareholders are cordially invited to attend.

Annual Meeting

Form 10-K and 
Shareholder Reports

Shareholders may obtain without 
charge a copy of the Company’s annual 
report (Form 10-K) 'iled with the Securities 
and Exchange Commission by writing to: 

Corporate Secretary 
Earth Resources Company 
1200 One Energy Square 
Dallas, Texas 75206 

Shareholders whose stock certificates 
are held in a brokerage account may wish to 
receive future communications directly from 
the Company, including annual and 
quarterly reports. In this way “street name” 
shareholders will receive information at the 
same time as all other investors. If you are 
such a shareholder and wish to take 
advantage of this offer, please write to the 
address shown above.

Shareholder
Inquiries

Your inquiries about the Company’s 
operations or affairs are invited. You are 
welcome to call Mr. Dan M. Krausse or Mr. 
Robert J. Donachie at (214) 369-2186. Please 
do not call collect.



Five-Year Summary

Summary o f  Operations
Years Ended August 31 (In thousands of dollars except per share amounts)

Operating profit (3):
Petroleum refining, marketing

and transportation ............
All o ther...............................

Total.............................
Identifiable assets (4):

Petroleum refining, marketing
and transportation ............

All o the r...............................
Total.............................

33,012
3,869

36,881

139,270
32,625

171,895

21,787
4,297

26,084

103,177
33,567

136,744

16,725
4,703

21,428

92,193
32,039

124,232

23,598
2,999

26,597

58,038
24,368
82,406

Net sales and other income.......................................
1979

406,245
1978

377,398
1977

311,212
1976

275,738
1975

230,859
Costs and expenses:

Cost of sales and operating expenses....................... 372,698 352,336 289,651 250,445 209,273
Exploration, R & D .............................................. 627 542 441 712 596
Interest expense.................................................... 4,099 3,335 401 899 922

Income before taxes..................................................
377,424
28,821

356,213
21,185

290,4*3
20,719

252,056
23,682

210,791
20,068

Provision for federal and 
state income taxes.................................................. 12,334 10,157 6,784 li,093 9,688

Net income .............................................................. ......... 16,487 11,028 13,935 12,589 10,380
Earnings per common and 

common equivalent share....................................... $3.05 $2.08 $2.70 $2.70 $2.31
Dividends per share.................................................. $1.00 $1.00 $1.00 $1.00 $ .70
Weighted average common and common 

equivalent shares (000 omitted) ............................. 5,410 5,312 5,157 4,655 4,496

Summary o f  Financial Data
August 31 (in thousands of dollars except per share amounts)
Working capital........................................................ 17,487 17,466 10,078 9,861 10,221
Capital expenditures................................................ 37,685 11,676 38,934 16,378 14,390
Total assets .............................................................. 221,637 166,474 139,795 99,889 90,081
Long-term debt........................................................ 47,652 33,705 31,410 17,538 15,495
Stockholders’equity ................................................ 78,510 66,502 59,725 42,213 31,663
Book value per share................................................ $14.83 $12.68 $11.56 $9.21 $7.16

Business Segment Information
(In thousands of dollars)
Net sales and other income:

Petroleum refining, marketing 
and transportation (1)....................................... 352,165 325,997 276,607 253,529 214,692

All other (2) ........................................................ 54,080 51,401 34,605 21,809 16,167
Total............................................................ 406,245 377,398 311,212 275,738 230,859

19,372
2,954

22,326

45,276
18,035
63,311

(1) Revenues derived from refined petroleum products,
(2) Revenues derived from convenience merchandise and tire sales, silver and gold mining, paving materials and road construction.
(3) Excludes non-recurring income, exploration, research and development expenses, interest expense and corporate expenses.
(4) Excludes corporate assets, which consist primarily of cash and temporary cash investments. No single customer accounted for 10%ormore of the company's consolidated 

revenues. The company has no foreign operations or export sales.
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The breadth of Delta Refining Comparty's 
$70 million modernisation is captured in 
this photo of construction at the midway 
point, with the project ahead of schedule. 
Seepages.

Nearly a million gallons of fuel a month 
flow into the tanks of hurrying, 
econanry-minded truckers and nwicrists 
pulling into this E R C  Interstate Fuelslop 
in northeastern Tennessee. The station is 
part of an increasingly successful concept 
for Delta Marketing Company. See page 0.

/I//? Z.//V

A big international cargo jet takes on Jucl 
supplied by North Pole Refining at 
Fairbanks International Airport. The 
surge in major airline cargo I passenger 
stopovers provides another new avenue of 
opportunity for NPR . See page 11.

Dore" buttons” -  silver with some gold - 
await loading into an armored car for 
transportation from DeLamar Silver 
Mine. See page 17.
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Financial Highlights

1979 1978
Revenues................................................... 5.377,398,000
Income before taxes.................................. ................. 28,821,000 21,185,000
Net income................................................. 11,028,000
Earnings per common and

common equivalent share................... .................  $3.05 $2.08
Dividends on common stock..................... ................. 5,262,000 5,206,000
Dividends per share .................................. $1.00
Total ast.-ts................................................. 166,474,000
Stockholders’ equity.................................. 66,502,000

Earth Resources Company

Management’s Discussion And Analysis of Operations

Fiscal 1979 Compared with 1978
Strong demand for petroleum products and increased cost 

o f crude oil resulted in higher selling prices and cost o f sales on 
lower sales volume. Memphis refinery sales prices increased 
32%, while sales volume decreased 24% and cost of crude oil and 
purchased products were 25% and 36% greater, respectively. 
Retail gasoline sales volume decreased 5%, while the selling 
prices and cost c f gasoline both increased 23%. Interdivision 
gasoline sales eliminated in consolidation increased 36% from 
higher prices and volumes. Alaska refinery operations include a 
significant increase in sales o f commercial jet fuel. Higher silver 
and gold prices and increased production were recorded by the 
company’s silver mine. Selling and administrative expenses 
increased from inflation and expanded operations. While income 
taxes rose on higher income, the effective tax rate decreased 5% 
due to tax credits related to increased capital spending.

Higher sales at the Company’s Memphis Refinery 
resulting primarily from a 10% increase in sales volume were 
equaled by the related increase in cost o f sales, due to a 5% 
increase in crude oil costs. Growth in sales volume of gasoline and 
conve’iience merchandise, 4% and 20%, respectively, resulted in 
higher sales, cost o f sales, and selling expenses from retail gasoline 
station operations. The 1978 sales, cost and expense increases 
include the results o f operations o f the Company’s Alaska 
Refinery for eight months and its silver mine for the entire year. 
Capitalization o f interest related to the Alaska Refinery ceased 
when the refinery became fully operational. Lower investment tax 
credits due to a reduced level of capital spending resulted in a 15% 
higher effective income tax rate.

Fiscal 1978 Compared with 1977

Market and Dividend Information

ERC’s common stock is traded on the American Stock Exchange. High and low sales prices and dividends per share of common 
stock for the years ended August 31, 1979 and 1978 are shown below:

Sales Price of Common Stock Dividends ftr Share1979 1978 1979 1978

1st Quarter 
2nd Quarter, 
3rd Quarter . 
4th Quarter ,

High Low High Low
18 11% 20 16% $.25 $.25
17% 13% 19% 15 $.25 $.25
21% 15% 17% 14% $.25 $.25
24% 19% 17% 14% $.25 $.25

Quarterly Financial Data

Net Sales and Other Income

Year ended August 31,1979:
1st Quarter........................
2nd Quarter......................
3rd Quarter ......................
4th Quarter........................

Year ended August 31, 1978:
1st Quarter........................
2nd Quarter......................
3rd Quarter ......................
4th Quarter........................

GrossProfit NetIncome Earnings Per Share
(In thousands of dollars except per share amounts)

$ 92,840 $11,905 $3,276 $ .62
87,204 10,067 2,087 $ .39
91,454 15,434 4,610 $ .86

134,747 23,583 6,514 $1.18

$ 85,513 $ 9,715 $2,418 $ .46
87,496 8,758 1,205 $ .22
99,112 12,049 2,894 $ .55

105,277 16,103 4,511 $ .85
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Business Segments:
The company’s operations and assets for the years ended August 31,1979 and 1978 are summarized by principal business 

segments as follows: 1979 1978
Petroleum Refining, Marketing and Transportation AllOthere Consolidated

Petroleum Refining, Marketing and Transportation AllOthers Consolidated

Net sales and other income......... $352,165,000 $54,080,000 $406,245,000 $325,997,000 $51,401,000 $377,398,000
Operating profit .......................... $ 33,012,000 $ 3,869,000 $ 36,881,000 $ 21,787,000 $ 4,297,000 $ 26,084,000
Add (deduct):

Nonoperating income.............
Interest expense........................
Exploration, research and

development expense .........
Corporate expenses.................

731,000 

( 4,099,000)

( 627,000) 

( 4,065,000)

1,699 m  

( 3,335,000)

( 542,000) 
( 2,721,000)

Income before taxes......... $ 28,821,000 $ 21,185,000
Identifiable assets........................ $139,270,000 $32,625,000 $171,895,000 $103,177,000 $33,567,000 $136,744,000
Corporate assets............................ 49,742,000 29,730,000

Total assets ...................... $221,637,000 $166,474,000
Depreciation, depletion and 

amortization expense............... $ 4,682,000 $ 1,702,000 $ 6,384,000 $ 3,940,000 $ 1,904,000 $ 5,844,000
Capital expenditures................... $ 33,769,000 $ 3,916,000 $ 37,685,000 $ 9,979,000 $ 1,697,000 $ 11,676,000

(1) (2) (1) (2)

(1) Revenues derived from refined petroleum products.
(2) Revenues derived from convenience merchandise and tire sales, silver and gold mining, paving materials and road construction.
No single customer accounted far 10% or more of the company's consolidated revenues. Corporate assets consist primarily of cash, temporary cash investments, and other assets 
which are administered on a centralized basis for the company and its subsidiaries.

Quarterly Financial Data:
The unaudited quarterly financial data for the years ended 

August 31,1979 and 1978 shown on page 27 is an integral part o f 
the Notes to Consolidated Financial Statements.

General Description of the Impact of Inflation 
(Unaudited):

The Company has experienced increased costs and 
expenses resulting from the inflationary pressures affecting the 
general economy, as well as higher costs o f crude oil due to 
governmental action. Inflationary cost increases affect the 
products and services provided by the Company to varying 
degrees and have generally been offset by increases in selling 
prices to the extent possible in the competitive environment in 
which the Company operates. The Company has also utilized cost 
control and reduction programs to mitigate the effect o f inflation.

The significant capital investment required in recent years to 
modernize the Memphis refinery and to construct and place in 
service the Company’s Alaska refinery and its silver mine reflects 
to some extent the impact of inflation on capital asset costs. In 
addition, replacement of existing property, plant and equipment 
for the Company’s other operations would generally require a 
substantially greater capital investment than the original cost of 
such assets. The additional capital investment principally reflects 
the cumulative effect o f inflation on the long-lived nature of these 
assets.

In compliance with rules o f the Securities and Exchange 
Commission, current replacement cost information for certain 
assets and expenses is to be disclosed in the Company’s Annual 
Report Form 10-K to be filed with the Commission on or about 
November 29,1979. The information has been prepared in 
accordance with generalized guidelines provided by the 
Commission and will be accompanied by appropriate cautions and 
comments concerning the interpretation and usefulness o f the 
information.

Dan M . Krausse, President and Chief Executive Officer 
October 22,1979

E D I T O R I A L
Bold plans and aggressive 

management made fiscal 1979 a sparkling 
year for Earth Resources Company. Our 
profit centers’ success in reaching or 
exceeding their own high goals set records 
in sales, earnings, cash flow and other 
significant measurements of progress.
Best o f all, the major factors wliich made
1979 a great year should be present in 
fiscal 1980.
► The biggest project in ERC’s 
history —  the $70 million Memphis 
Refinery modernization — is scheduled to 
come on stream with gasoline production 
almost doubled in time for the summer
1980 driving season and ERC’s fourth 
quarter. The modernization will allow 
production o f all no-lead gasoline if 
desired, and the processing o f crude 
supplies from virtually any world source. 
The project also will provide important 
tax credits.
► The Company’s mid-South 
Interstate Fuelstops were notably 
successful in the year, and along with the 
“ super pumper”  Mark I stations are 
expanding concurrent with the planned 
increase in gasoline production.
► In Alaska, the northernmost 
refinery in the Western Hemisphere is 
operating smoothly and profitably, with 
greatly expanded commercial jet fuel sales 
and the excellent prospect of substantially 
increased volumes in fiscal 1980.

► Increasingly higher prices made 
silver and gold mining operations as well 
as the metals themselves more valuable 
than ever before. ERC has seized the 
opportunity through an agreement in 
principle to sell its Mining Group to a 
subsidiary of Dome Mines Limited for 
$28 million in cash and a royalty interest 
for 20 years based on DeLamar Silver 
Mine’s production and future silver and 
gold prices. A definitive agreement is 
subject to certain conditions including 
approval o f the boards o f directors of 
Dome Mines Limited and Earth 
Resources Company. Included in the 
proposed sale are ERC’s Nacimiento 
Copper Mine, idle since 1975, all 
exploration projects, industrial minerals 
developments, technology and patents.

With this step Earth Resources 
Company will concentrate on its er^rgy 
business, with a strong infusion o f cash 
into our primary Sunbelt and Alaska 
growth markets. While DeLamar Silver 
Mine has been a proud success, it has 
been a relatively small segment o f our 
Company. Its further development and 
that of the Mining Group would require 
substantial future capital.

As an energy company, ERC is in 
a position to attract greater investment 
capital on more favorable terms through 
concentrating on development of tangible 
assets rather than intangible assets.

Translating the Mining Group into cash 
at a time of high interest and tight credit 
should provide strong impetus to our 
growth plans, with larger potential for 
realization o f ERC’s true market value.

The Company’s flexibility in 
responding to changing conditions has 
made ERC No. 1 among energy 
companies in average return on equity 
during the past five years, No. 2 in return 
on total capital and No. 8 in sales growth. 
Forbes magazine, from which these 
ratings arc taken, also has selected ERC as 
No. 3 among 80 corporate “ compound 
interest machines,”  referring to an 
extraordinary rate o f return on 
shareholders’ equity'.

ERC is healthy financially as well 
as operationally. In fiscal 1979 working 
capital provided from operations 
increased to $25.7 million from $19.8 
million. The year closed with cash 
balances of $36.8 million and an increase 
in working capital to $17.5 million.

The results achieved in fiscal 1979 
and our outlook for 1980 indicate clearly 
that Earth Resources Company is on the 
move again. We are developing strategies 
for the ’ 80s that combine our financial 
strength with the exciting opportunities 
discussed throughout this report. ^
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The company’s charter authorizes 8,000,000 shares o f no 
par common stock and 5,000,000 shares o f $10 par value 
preferred stock. No preferred stock has been issued.

The company has stock option plans for the issuance of
750,000 shares o f common stock. The plans generally provide 
that exercise prices for the stock options shall be not less than 
85% of the market value at the date o f grant. Options for the 
purchase o f 147,363 shares were available for grant under the 
plans at August 31, 1979. Options to purchase 232,593 shares, at 
prices ranging from $4.04 to $19.55 per share, were outstanding 
at August 31,1979, o f which 142,311 shares were exercisable.

On September 25,1979, the board o f directors declared a 
$.25 per share cash dividend totaling approximately $1,324,000 
on the company’s common stock payable October 15, 1979 to 
stockholders of record on October 5,1979.

Income Taxes:

Stockholders’ Equity:

The provision for federal and state income taxes is
summarized as follows:

1979 1978

Current:
Federal............... $ 9,141,000 $6,160,000
State ................... 2,011,000 1,232,000

$11,152,000 $7,392,000
Deferred:

Federal............... $ 770,000 $2,385,000
State ................... 412,000 380,000

$ 1,182,000 $2,765,000
The federal provisions for 1979 and 1978 have been 

reduced by investment tax credits o f $2,629,000 and $765,000, 
respectively.

The provision for dcferrec federal and state income taxes 
relates to timing differences between financial and tax reporting 
as follows:

1979 10/8

Depreciation.  $ 2,253,000 $1,654,000
Income recognition . 1,024,000 ( 1,063,000)
Refinery construction ( 344,000) 1,470,000
O th e r  ( 1.751,0001 704,000

$ 1,182,000 $ 2,765,000
Following is a reconciliation of the statutory federal 

income tax rate with the effective income tax rate:
1979 1978

Statutory income tax rate — ............... 46% 48%
State income taxes, net of

federal income tax benefit .,............... 4 4
Investment tax credit ............................( 9 ) ( 4 )
O ther........................................ ...................... 2

Effective income tax rate........ ............... 43% 48%
Earnings Per Share:
Earnings per common and common equivalent share 

have been computed on the basis o f the weighted average 
number o f common and common equivalent shares 
outstanding during the year, 5,409,938 shares in 1979 and 
5,311,670 shares in 1978.

Common equivalent shares represent the net 
additional number o f shares which would be issuable upon 
the exercise o f stock options and a warrant to purchase 
common stock, assuming that the company used the proceeds 
received to purchase shares at the average market price for 
the period.

Mining Operations:
Operations at the company’s New Mexico copper 

mine were suspended in 1975 when United States copper 
prices did not permit an adequate return o f investment. The 
company is evaluating an alternative method o f mining and 
producing copper which is expected to yield a rate o f return 
sufficient to permit resumption o f operations. At August 31, 
1979, total assets of the copper mine were $6,894,000. 
Management is o f the opinion that the mine’s potential 
remains undiminished and there has been no diminution in 
the carrying value o f the assets.



Notes To Financial Statements
EARTH RESOURCES COMPANY AND SUBSIDIARIES

Long-Term Debt and Credit Agreements:
The company and a subsidiary are party to a long-term 

loan agreement with certain lenders totaling $30 million dated 
March 12,1976. In connection with the loan agreement a 
warrant was issued for the purchase of 200,000 shares of 
common stock at $14 per share, exercisable at any time prior to 
March 1991. The $950,000 fair value ascribed to the warrant 
was charged to debt discount and credited to paid-in capital.
The debt discount is being amortized over the repayment 
period, resulting in an effective interest rate o f 1 l 3A % .  The 
agreement provides for payment o f equal annual principal 
installments through March 1991. The payment o f principal and 
interest is collateralized by Alaskan refinery assets 
approximating $39 million.

In July 1978, the company entered into another $30 
million long-term loan agreement with the same lenders. 
Borrowings under the agreement bear interest at 9s/s%, have 
been or will be used for the modernization of the company’s 
Memphis refinery, and will be repaid in annual principal 
payments beginning i < 1984 and continuing through 1995. The 
loan agreements require the company to maintain a sound 
financial position, including maintenance o f certain working 
capital amounts and debt to equity ratios, and restrict certain 
investments and cash payments including dividends. At 
August 31,1979, $7,354,000 was available for such investments 
and cash payments. At August 31, 1979 amounts outstanding 
under the 1976 and 1978 loan agreements were $27 million and 
$20 million, respectively. On September 6, 1979 the remaining 
$10 million available under the 1978 agreement was borrowed 
by the company.

The company also has a $16 million revolving credit 
agreement with certain banks. Borrowings under the agreement 
bear interest at the prime rate and are due September 1, 1980.
At that time the company has the option to pay or convert the 
amount outstanding to a term note payable in sixteen quarterly 
installments commencing December 1,1981 with interest at Vi 

o f 1% over prime. Average annual compensating balances of 
$ 1,600,000 plus 10% o f the average amount outstanding under 
the agreement are expected. The compensating balances are not 
legally restricted and are available for the company’s use on a 
temporary basis. There were no amounts outstanding under the 
revolving credit agreement at August 31, 1979.

Interest totaling $1,347,000 in 1979 and $1,176,000 in 
1978 has been capitalized in connection with the modernization 
o f the Memphis refinery and the construction of the Alaska 
refinery, respectively.

Other long-term debt aggregating $3,292,000 at 
August 31, 1979 bears interest at rates ranging from 5% to 9V z %  

and is payable in installments to 1994.
Maturides o f long-term debt are scheduled as follows:
Years ending August 31:

198 0 ............................................................$ 2,709,000
1981 ..........................................................  2,492,000
1982 ..........................................................  2,474,000
1983 ..........................................................  2,491,000
1984 ..........................................................  2,515,000
After 1984 .................................................  37,680,000

$50,361,000

Commitments and Contingencies:
The board o f directors o f the company has approved a 

capital expenditures program for fiscal 1980 o f $57 million, 
including $36 million for the compledon o f the modemizauon of 
the Memphis refinery.

The company is obligated under long-term lease 
agreements primarily for land used in petroleum product 
markedng. The leases are generally for 10-15 years and in most 
cases contain renewal opuons. Minimum lease rental payments 
total approximately $6,425,000 with annua! rentals of 
approximately $730,000 due during each of the next five years.

The company’s petroleum operauons are subject to 
complex governmental regulauons administered by the U.S. 
Department of Energy (DOE). These reguladons have been 
frequently revised and in several instances are unclear with no 
guiding precedents. Accordingly, in June 1979 the company 
filed suit against the DOE seeking clarificadon of certain DOE 
rules and reguladons, and thereby attempting to establish 
guidelines for resolving any DOE related issues which may arise. 
In July 1979, die DOE issued a Nouce of Probable Violadon 
(NOPV) o f their rules and reguladons, alleging the company 
had overcharged certain of its customers during the period 
December 1973 through April 1974. The company'« contesting 
the NOPV. While it is difficult to accurately predict .heir effect 
on the company’s operauons, in the opinion o f management 
the resoluuon o f any issues raised by the DOE, including those 
set forth in the NOPV, will not have a material adverse effect on 
the financial posidon o f the company.

The company operates a refinery in die interior of Alaska 
and obtains Alaska North Slope crude oil from the Trans-Alaska 
Pipeline. Tariffs charged for the transportation o f crude oil 
through the pipeline are subject to state and federal regulauon 
and are presendy under review by regulatory agencies. The 
company has made provision for the related uncertaindes in the 
financial statements based on informadon presently available. In 
management’s opinion the eventual resoluuon o f this matter will 
therefore not have a material adverse effect on the financial 
postion o f the company.
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T h e  m a s s i v e  m o d e r n i z a t i o n  

p r o j e c t  d o u b l i n g  D e l t a  R e f i n i n g ’ s  

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

f o r  c o m p l e t i o n  b y  s u m m e r  1 9 8 0 .

R E F I N I N G
Delta Refining Company

The largest single project in the 
history of Earth Resources Company —  
the $70 million modernization of the 
Memphis Refinery —  is depicted across 
pages J4 and 15 of this report, and in the 
cover design. It rates that attcnuon 
because it is also the most significant 
project in the Company’s history.

The reasons lie in two aspects of 
the modernization. Esumates are that by 
1983, about three-fourths of all gasoline 
used in the United States will be no-lead. 
That contrasts with about one-third 
today. The Delta Refining Company 
moderr ‘ auon will almost double its 
gasoline production to approximately
32,000 barrels per day, providing the 
Company’s 230 retail stauons will) an 
assured supply of motor fuel in rime for 
summer 1980’s peak driving season — 
and in time to benefit ERC’s fourth 
quarter. The Company was one o f the 
first refiners in the nadon to commit to 
this scale of expansion, and therefore will 
be one of the first to come on stream with 
full no-lead capability.

O f equal importance, the 
Memphis modernization will allow the 
refinery to process crude oil supplies from 
almost any world source, including 
previously limited volumes of 
high-sulphur crudes. “ From any world 
source”  is more than an idle phrase. 
Delta’s strategic site on the banks o f the 
Mississippi River, plus ERC’s own barge 
system, gives the refinery convenient 
access to domesdc and foreign crudes 
landed at the Port of New Orleans and 
elsewhere on the Gulf Coast.

Delta’s location helped it obtain a 
good flow o f crude throughout fiscal 1979 
despite shortages in the world market. In 
July the refinery began receiving about
6,000 BPD o f North Slope crude on the 
Gulf Coast, a supply expected to increase 
to approximately 20,000 BPD beginning 
in December. The refiner}’ also has 
contracted for North Sea crude. The 
outlook is good that present arrangements 
will allow ongoing profitable operadon, 
and that Delta will not have to make spot 
purchases at higher cost.

At the writing of diis annual 
report in mid-October, the Memphis 
modemizauon was about 45% complete,

ahead of schedule, and under budget. 
Odier operations have continued to 
function smoothly and profitably during 
construction.

Delta’s lifeline from the Gulf 
Coast crude supplies is Valley Towing 
Service, which operates three towboats 
and a siring o f barges along the Gulf Coast 
and up the Mississippi River. Valley had a 
soundly profitable fiscal 1979. Plans are 
under way to expand its capabilirics to 
meet the needs o f Delta as the 
modernization is completed,



R IC H A R D  J O H N S O N :
M E M P H I S  F IR E  M A R S H A L

Delta Refining's current 
modernization program includes building 
in a high-performance fire suppression 
system. That means close coordination 
with the Memphis Fire Department’s 
Fire Prevention Bureau, headed by Fire 
Marshal Richard T. Johnson. He speaks 
enthusiastically over blueprints spread 
out on his desk showing Delta’s 
subsurface injection system: “ You inject 
an AFFF substance into the bottom of 
the storage tanks and it rises to the top, 
foams up, and smothers the fire.”  Chief 
Johnson’s men work with Delta 
petroleum engineers to learn everything 
tltey can about the plant’s system — how 
it functions, how it shuts down, where the 
hot spots could be.

Delta provides slide presentations 
to fire trainees about fighting fuel and 
refinery fires and works with training 
officers. They have also donated 
equipment to .he Fire Department for 
in-house training and have provided all 
firehouses with maps o f their 
mains system.

“ Industries have to do certain 
things to comply with die Fire Code, 
says Chief Johnson, “ but the Memphis 
Fire Department has to depend on their 
coopcrativeness, especially in upgrading

their present plants. Delta is voluntarily 
increasing its water mains, monitoring 
systems, and adding more sub-surface 
injection to its existing facilities. They 
also keep us informed of all changes in 
valve cutoffs and other matters, so 
everyone’s knowledge of the plant in an 
emergency remains up-to-the-minute.”

cooperative in cleaning up. Delta has a 
boom there to contain any oil.”  Some 
barge lines, Foust says, are reluctant to 
clean up a spill, “ But we’ve never had any 
problems with Valley at all.”

C O M M A N D E R  M . J .  F O U S T :  
M E M P H I S  C O A S T  G U A R D

The Mississippi is a dangerous 
waterway, with constandy changing water 
levels, shifting sandbars and hairpin-bend 
channels. Tow’s may be carrying a million 
gallons of fuel or other regulated cargo 
per barge in a three to ten-barge string. 
Considering the immense tonnage under 
the operator’s control, it’s surprising how 
good the marine safety record is in the 
river in and around Memphis.

Commander M. J. Foust is 
executive officer of the Coast Guard’s 
Marine Safety Office in Memphis, 
responsible for port safety and security, as 
well as marine and environmental 
protection. When Valley Towing comes 
up from Baton Rouge with a load of crude 
oil bound for Delta Refining,
Commander Foust’s personnel monitor 
the offloading.

“ Delta and Valley both,”  says 
Foust, “ do everything they can to prevent 
an oil spill. When there is one, due to a 
leaking gasket or equipment failure, those 
two companies are always very

C .  F .  C R A D D O C K :  
P U R C H A S IN G  M A N A G E R

W. R. Grace & Co., an 
internadonal chemical company, 
manufactures agricultural chemicals at a 
plant just north of Memphis. This facility 
last year purchased 3,000,000 gallons of 
No. 6 Fuel Oil, and half as much No. 2, 
from its Memphis neighbor, Delta 
Refining. Grace’s manager o f purchasing 
and stores, C. F. Craddock, says, “ Delta 
has been our primary fuel oil supplier for 
about 25 years, and their service has been 
great. In times of shortage, bad weather, 
holidays, or whatever, they’ve proven 
their worth by supplying us whatever 
we need without extra charges or 
difficulties.”  In the heart of a booming 
agricultural region, Memphis is moving 
towards the 1980s by encouraging its 
agribusiness industries. Delta is there 
to help them through the energy 
uncertainties that may lie ahead.

McniphiS David Bmman tiritcs for local and 
mtdSoalh publications, and publishes the neivslclkr 
"Citywalching.” Photos arc by Jamie Laybowm.

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I I  

I S  

I I  

1 1  

I I  

I I

Consolidated Statement Of Changes In Stockholders’ Equity
EARTH RESOURCES COMPANY AND SUBSIDIARIES for the years ended August 31,1979 and 1978

Common Stock Treasury Stock
Number Numberof Paid-In Retained ofShares Amount Capital Earnings Shares Amount

Balance, August 31, 1977 ...............  5,172,136 $25,218,000 $1,088,000 $33,512,000 6,207 $93,000
Common stock issued:

On exercise of employee
stock options .......................... 43,325 474,000

In the acquisition of
a subsidiary ............................ 36,000 381,000

Net income....................................... 11,028,000
Dividends declared on

common stock ............................ ( 5,206,000)
O ther...............................................    ( 6,000) 91,000   ( 1,000) ( 15,000)
Balance, August 31,1978 ...............  5,251,461 26,067,000 1,179,000 39,334,000 5,207 78,000
Common stock issued:

On exercise o f employee
stock options .......................... 21,230 279,000

In connection with employee
stock purchase plan ...............  9,353 155,000

In connection with dividend
reinvestment p lan...................  15,605 298,000

Net income....................................... 16,487,000
Dividends declared on

common stock ............................  ( 5,262,000)
O ther....................................................     51,000 __________  ____  ______
Balance, August 31, 1979 ...............  5,297,649 $26,799,000 $1,230,000 $50,559,000 5,207 $78,000

The accompanying summary of significant accounting policies and notes are an integral pan of the financial statements.

The Board of Directors 
Earth Resources Company 
Dallas, Texas

We have examined the consolidated balance sheet o f Earth Resources Company 
and Subsidiaries as o f August 31, 1979 and 1978 and the related consolidated 
statements of income, changes in stockholders’ equity and changes in financial 
position for the years then ended. Our examinations were made in accordance with 
generally accepted auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures as we considered necessary in 
the circumstances.

In our opinion, the financial statements referred to above present fairly the 
consolidated financial position o f Earth Resources Company and Subsidiaries as of 
August 31, 1979 and 1978 and the consolidated results o f their operations and 
changes in their financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis.

r

Dallas, Texas 
October 15,1979
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D e l t a  M a r k e t i n g ’s  t h r u s t  i n t o  

I n t e r s t a t e  F u e l s t o p s  a n d  “ s u p e r  

p u m p e d ’  g a s o l i n e  s t a t i o n s  a c c e l e r a t e s ;  

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

M A R K E T I N G
Delta Marketing Company

Delta Marketing Company is the 
new name o f Gasoline Marketers, Inc., 
operator of retail gasoline stations and 
Interstate Fuelstops in eight mid-South 
states. The name change is much more 
than that —  it reflects a significant 
restructuring o f ERC’s Oil Group.

Previously, Delta Refining and 
Gasoline Marketers had been responsible 
for their own marketing and distribution. 
With the change, the new Delta 
Marketing division becomes responsible 
for the Oil Group’s total wholesale and 
retail sales at lowest cost and maximum 
return to the Company. Delta Refining’s 
task is to concentrate on providing quality 
products at the lowest possible 
manufactured cost.

There are many advantages. 
Among them are the elimination of 
duplication, more effective management 
of inventories, reduced transportation 
costs, and better management of product 
supply allocations.

Delta Marketing’s long and 
distinguished history o f low-cost gasoline

retailing dares back to the Thirties. Earth 
Resources Company acquired the nucleus 
of the present retail station network in 
1973 with acquisition of the Red Ace and 
Western chains, based in Nashville. Delta 
Marketing’s stations still operate under 
those names, as well as the name Delta.

Delta Marketing achieved a strong 
profit performance in fiscal 1979. Most 
stations were able to maintain regular 
service even in the face o f the summer’s 
severe gasoline shortages, which reduced 
some operating hours. Delta Refining’s 
product support was a key element.

The division’s Interstate Fuelstops 
were confirmed as a resounding success, 
and the pace of their expansion is being 
stepped up. Six are in operation on 
interstate highways in the states of 
Tennessee and Alabama. By the end of 
fiscal 1980 Delta Marketing expects to 
have 10 Fuelstops operating, with more in 
the planning stages.

Interstate Fuelstops are 
high-volumc, low-cost, self-service diesel 
and gasoline fuel outlets on heavily 
traveled interstate routes. That 
combination, along with the Fuelstops’ 
convenience items, has been a winner for 
Delta Marketing and ERC.

Convenience items — including 
milk, beer, bread, cigarettes, snack foods 
— are an increasingly important part of 
stadon operauons. Beginning with $7.9 
million in sales in 1975, the first full year, 
sales built to $20.0 million last year. A 
larger line o f convenience items is 
emphasized at Delta Marketing’s 
dealcr-operator Gas Mark stadons, while 
the company’s higher volume gasoline 
stations— the expanding Mark I “ super 
pumper”  outlets — supplement their 
sales with the items. The Mark I stadons, 
with 12 or more hose oudets, are 
considered Delta Marketing’s station of 
the future. Eight arc currendy in 
operauon, with an addiuonal four Mark I 
outlets scheduled to open during 
fiscal 1980.
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EARTH RESOURCES COMPANY AND SUBSIDIARIES August 31,1979 and 1978
Consolidated Balance Sheet

1979 1978Assets
Current assets:

Cash............................................................................ $ 5,868,000 $ 2,194,000
Temporary cash investments  30,958,000 15,822,000
Accounts receivable, trade  26,575,000 22,512,000
Other accounts and notes receivable  9,695,000 11,967,000
Inventories, primarily crude oil and

petroleum products.........................................  18,898,000 11,359,000
Prepaid expenses    953,000 1,478,000

Total current assets..................................... 92,947,000 65,332,000
Property, plant and equipment:

Land and mineral leases   7,349,000 5,379,000
Refinery facilities.................................................  69,459,000 66,232,000
Refinery facilities under construction...............  29,913,000 2,086,000
Mining facilities and development costs  20,700,000 23,001,000
Other property and equipment..........................  24,819,000 23,973,000

152.240.000 120,671,000
Less allowance for depreciation, 

depletion and amortization   36,962,000 33,135,000
115.278.000 87,536,000

Other assets:
Notes receivable.................................................... 8,815,000 9,351,000
O ther.....................................................................  4,597,000 4,255,000

13.412.000 13,606,000
$221,637,000 $166,474,000

Liabilities and Stockholders’ Equity 
Current liabilities:

Current portion o f long-term debt..........................  $ 2,709,000 $ 3,268,000
Accounts payable  34,424,000 21,994,000
Accrued expenses ................................................ 33,765,000 18,469,000
Federal and state income taxes payable  4,562,000 _  4,135,000

Total current liabilities ..............................  75,460,000 47,866,000
Long-term debt  50,361,000 36,973,000
Less current portion    2,709,000 3,268,000

47.652.000 33,705,000
Deferred federal and state income taxes  16,059,000 _  14,411,000
Deferred income  3,956,000 3,990,000
Commitments and contingencies
Stockholders’ equity:

Common stock, no par value..............................  26,799,000 26,067,000
Paid-in capital ...................................................... 1,230,000 1,179,000
Retained earnings    50,559,000 39,334,000
Treasury stock, at cost  ( 78,000) ( 78,000)

78.510.000 66,502,000
$221,637,000 $166,474,000

The accompanying summaiy of significant accounting policies and notes arc an integral part of the financial statements.

21



Consolidated Statement Of Changes In Financial Position
EARTH RESOURCES COMPANY AND SUBSIDIARIES for the years ended August 31, 1979 and 1978

1979
Working capital provided:

From operations:
Net income...................................................... $16,487,000
Items not affecting working 

capital in the current period:
Depreciation, depletion and

amortization...........................................  6,384,000
Deferred income taxes..............................  1,182,000
Other, n e t .................................................... 1,646,000

Working capital provided
from operations ................................  25,699,000

Issuance o f long-term d eb t..............................  22,885,000
Sale o f assets........................................................  2,021,000
Issuance o f common stock ..............................  732,000
Increase in deferred incom e............................
Reclassification to deferred income taxes . . .  466,000
O ther..................................................................... 211,000

52.014.000
Working capital applied:

Additions to property, plant
and equipment...............................................  37,685,000

Reductions o f long-term debt..........................  9,046,000
Dividends declared on common stock  5,262,000
Increase in notes receivable and 

other assets...................................................... ......................
51.993.000

Increase in working capital..................................  $ 21,000
Changes in components o f working capital:

Increase (decrease) in current assets:
Cash and temporary cash investments  $18,810,000
Receivables...................................................... 1,791,000
Inventories...................................................... 7,539,000
Prepaid expenses  ( 525,000)

27.615.000
Increase (decrease) in current 

liabilities:
Current portion o f long-term deb t  ( 559,000)
Accounts payable and accrued expenses . .  27,726,000
Federal and state income taxes payable . . .  427,000

27.594.000
Increase in working capital..................................  $ 21,000

The accompanying summary of significant accounting policies and notes are an integral financial statements.

1978

$11,028,000

5.844.000
2.765.000 

193,000

19.830.000
5.759.000
5.179.000

855.000
3.990.000

683.000
36.296.000

11.676.000
3.577.000
5.206.000

8.449.000
28.908.000 

$ 7,388,000

$ 9,126,000
7.663.000
1.518.000 

( 67,000)
18,240,000

2.067.000
4.650.000
4.135.000 

10,852,000
$ 7,388,000

part of the
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Summary of Significant 
Accounting Policies
F.ARTH RESOURCES COMPANY AND SUBSIDIARIES
P r in cip les o f  C o n so lid a tio n :

The consolidated financial 
statements include the company’s 
investment in the accounts of ail 
subsidiaries and the company’s pro rata 
share of the accounts of a mining joint 
venture. All intercompany balances and 
significant intercompany transactions 
have been eliminated. The cost of 
investments in subsidiaries has been 
assigned to the acquired assets based on 
the fair value o f such assets.
In ven to ries:

Inventories are valued at the lower 
of cost or market. Cost of refinery 
petroleum products and crude oil 
inventory is determined substantially on a 
last-in, first-out basis. The cost o f other 
inventories is determined primarily on a 
first-in, first-out basis.
E x p lo r a tio n , R esea rch  a n d  

D e v e lo p m e n t E x p en d itu res:

The company charges all 
exploration, research and development 
expenditures to income as incurred. 
Exploration costs previously expensed on 
projects for which commercial 
development is later undertaken are 
capitalized and assigned to the related 
mine investment.
P roperty, P la n t a n d  E q u ip m en t:

Property, plant and equipment is 
stated at cost. Depreciation, other than 
for mining facilities, is based on the 
straight-line method over estimated 
service lives o f three to twenty-five years. 
Depreciation, depletion and amortization 
of mining facilities, including 
development costs, are based 
substantially on the units-of-production 
method.

Expenditures for maintenance and 
repairs are charged to income as incurred. 
The company capitalizes major 
replacements and improvements and 
amortizes these costs over the periods 
benefited. The gain or loss on assets sold 
or retired is included in income.

EARTH RESOURCES COMPANY AND SUBSIDIARIES for the years ended August31, 1979 and 1978
Consolidated Statement Of Income

1979 1978
Net sales and other income  $406,245,000 $377,398,000
Costs and expenses:

Cost o f sales .......................................................... 345,256,000 330,773,000
Selling expenses  16,283,000 12,960,000
Exploration, research and

development expenses....................................  627,000 542,000
General and administrative expenses .................  11,159,000 8,603,000
Interest expense...................................................  4,099,000___ ___3,335,000

377,424,000 356,213,000
Income before income taxes  28,821,000 21,185,000

Provision for federal and state 
income taxes:
Current..................................................................  11,152,000 7,392,000
Deferred  1,182,000 2,765,000

12,334,000 10,157,000
Net income...................................................  $ 16,487,000 $ 11,028,000

Earnings per common and common 
equivalent share.................................................... $3.05 $2.08

Dividends declared per share of 
common stock ...................................................... $1.00 $1.00

The accompanying summary of significant accounting policies and notes arc an integral part of he financial statements.

In terest E x p e n se :

Interest and fees incurred on 
funds borrowed for significant 
construction and development projects 
are capitalized during the period prior to 
placing the new assets in economic service 
and are subsequently amortized to income 
over the life of the project.
I n c o m e  T a xes:

Deferred income taxes are 
provided for timing differences between 
financial and taxable income. The 
allowable investment tax credit is applied 
as a reduction of current income tax 
expense.
R etirem en t P la n s :

Costs o f the company’s retirement 
plans arc provided for and funded at 
amounts not less than actuarially 
determined estimates. Unfunded past 
service costs are being amortized over a 
thirty-year period.

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

I I

D U E L L  L E S T E R :
T R U C K  D R IV E R

Duell Lester, “ Red Dog”  to 
fellow CB’ers, is an independent 
north-south trucker from Mason, Ohio, 
who stops at the Cross Plains Red Ace 
Fuelstop #  28 “ every time I ’m 
down here.”

But Lester says he doesn’t 
recommend the station to other truckers 
becaus ‘You don’t have to. I f  they’re 
indepe. ients they’re going to stop here 
anyway ’cause it’s good cheap fuel.”

Leaning up against his leased 
18-wheeler, Lester explained that 
independent haulers have I  .-en hit hard 
by fuel prices. When you spend as much 
as $150 for one fill-up and only get around 
four and a half miles to the gallon, as 
Lester does, “ a few cents makes a big 
difference.”

“ But you’ve got to be sure the fuel 
is good,”  he said, inserting the pump's 
nozzle into his truck’s left tank. “ When it 
gets below zero, bad diesel fuel can gel 
and tear up your whole engine.”

Lester and other truckers on 
Interstate 65 a tT lighway 25 near the 
Kentucky b e  Jer trust Red Ace to have 
that “ good cheap fuel.”  Red Ace#28 sells 
nearly a million gallons of fuel per month. 
Besides the “ no-frills”  prices, the station 
also provides satellite pumps so that the 
trucks’ double tanks can be filled 
simultaneously in half the time.

Though price is the main reason 
the freight hauler of nine years keeps 
coming to Red Ace, ne also said he likes 
the rain roof. And, if he does have time to 
stretch, he walks over to the Fuelstop’s 
convenience store and heats up 
a sandwich.

N A N C Y  W O O D A L L :
N A S H V IL L E  M O T O R IS T

Mrs. Nancy Woodall “ likes to get 
out and pump it myself,”  and that is 
cxacdy what she does once a week at the 
Madison Red Ace station in Nashville, 
Tennessee.

Asked when she first started going 
to Red Ace, Mrs. Woodall smiled and

said, “ I ’ ve been going there as long as I 
can remember.”

Her loyalty seems incongruous 
with today’s apparent trends away from 
brand loyalty. But if the trend is real,
Mrs. Woodall is the exception that proves 
the rule, saying sincerely that she 
wouldn’ t go to another station, even if it 
were closer and a nickel cheaper.

What has Red Ace done to keep 
the Woodall family coming back year 
after year? “ Well,”  Mrs. Woodall began, 
“ It’s clean, and the people that work there 
are real friendly. I ust illy stop and chat 
a minute.

“ And it’s real handy when we have 
to run out and get something; you can get 
in and out without any trouble. Plus, with 
those roofs, you don’t have to get out in 
the rain to pump your gas,”  she added.

Located near the third busiest 
Nashville intersection at Old Hickory 
Boulevard and Gallatin Pike, the Madison 
Red Ace station has sue self-service pumps 
and sue full-service pumps. In addition, 
the station carries a line o f convenience 
items such as beer, milk, snacks 
and cigarettes.

Karen Zinmumann, a Nashville Banner 
reporter, turned free-lance ranter for a day to conduct 
these interviews. Photos are by Steve Harbison.





Earth Resources Company’s 
record operating results in fiscal 1979 
were evidenced by substantial gains 
in earnings and cash flow, and in a 
strengthened financial position. High 
utilization of capacity, effective cost 
controls and favorable prices for 
petroleum products and precious metals 
produced the Company’s highest-ever 
level of profitability despite the effects of 
inflation throughout ERC’s market 
areas. At fiscal year-end, ERC was 
moving toward completion of its largest 
capital project, a $70 million refinery 
modernization, which when placed in 
service next year promises even greater 
performance gains.
Revenues and Earnings

Revenues exceeded $400 million 
for the first time, increasing 8% over 1978 
to $406.2 million. Reduced outside 
purchases combined with increased 
interdivision transfers o f petroleum 
products resulted in optimum realizations 
from products distribution, as evidenced 
by the substantial rise in gross profits to 
$61 million in 1979, a gain o f 31% over 
last year. Strategic marketing and the 
relatively low-cost supply o f crude oil to 
mid-South and Alaska operations 
underscore this profit gain.

Production increased at DeLamar 
Silver Mine to take full advantage of 
rising silver and gold prices in the last half 
o f the year. Profit margins were also 
enhanced as the mine-mill operating 
efficiency increased. The reccndy 
announced proposed agreement to sell 
ERC’s Mining Group assets to Dome 
Mines Limited for $28 million in cash and 
a 20-year royalty from future production 
of DeLamar will provide a one-time 
substantial gain, enhancing our ability to 
seek new investment opportunities with 
prospects of high returns. The royalty 
stemming from this proposed agreement 
will give ERC continued participation in 
future silver and gold price strength.

Pre-tax income o f $28.8 million 
rose 36% above 1978 performance. Net 
income o f $16.5 million rose 50% over 
last year, reflecting a 5% lower effective 
income tax rate of 43% with substantial 
tax credits on capital spending. Prior 
capital investments have provided the

Financial Review foundation for 1979’s significant growth: 
North Pole Refining and DeLamar, both 
added to ERC’s producing assets in 1977, 
experienced sales and profit levels 
beyond expectations for their early 
operating history.

Net earnings per share in 1979 
rose to $3.05, up 97e from last year and 
13% above the record performance in 
1976 and 1977.
Shareholder Rewards

Dividends to shareholders totaled 
$5.3 million in 1979, a distribution of 
one-third o f ERC’s earnings Shareholder 
returns have averaged 35% lor the past 
five years despite 1978’s earnings decline. 
The compound annual return to ERC 
shareholders, including dividends, has 
averaged 18.5% for the past five years.
In addition, return on equity for 1979 
increased to 23%, well above last year and 
above our industry average.
Capital Investment

At the end o f 1979 total assets 
were $221.6 million, one-third higher 
than 1978. The increase reflects 
substantial additions to operating assets, 
most notably significant progress toward 
1980 completion o f the Memphis 
Refinery modernization. When this $70 
million project is operating, ERC will be 
well positioned to meet the increasing 
demand for fuels in the mid-South.

Capital additions o f $37.7 million 
in 1979 were dedicated largely to the 
Memphis Refinery project. Expenditures 
for 1980 are expected to reach a record 
$50 million as this program is completed 
in time to contribute to fiscal 1980’s 
earnings. In addition, new transportation 
and marketing facilities will maximize the 
return to ERC on this expanded capacity.

Additions to North Pole Refining 
facilities are yielding generous returns as 
commercial air carriers and their demands 
for jet fuel test the operating limits of this 
northernmost refinery in the Western 
Hemisphere. Prospects are excellent for 
increasing jet fuel sales.
Financial Position

At the close o f 1979, ERC’s 
financial position reflected a readiness to 
continue the pace o f operating

improvement and asset growth recorded 
during the year. Our strategy for funding 
1979 asset additions originally was to use 
funds available under a new $30 million, 
95/s% insurance loan and amounts 
available under a $16 million revolving 
credit agreement with the Company’s 
commercial banks. A little more than half 
of 1979’s capital expenditures were 
accomplished with outside borrowings as 
internally generated cash flow increased 
with the record earnings to strengthen our 
equity position in these new assets. At 
year-end no amounts were outstanding 
under the Company’s revolving credit and 
the final $10 million o f the insurance loan 
was not drawn until September 1979. 
With cash balances exceeding $36 million 
at year-end we are confident that our 
equity participation in 1980’s record 
capital growth will increase.

Effective working capital andr set 
management complemented ERC’s 
performance and financial position in 
1979. As the Memphis refinery additions 
go into service we are confident that 
returns on operating assets and ERC’s 
equity will continue to show 
improvement.

A summary of other levels of 
financial position achieved in 1979 
follows:
► Working capital stands at $17.5 
million after significant reinvestment in 
long-term operating assets.
► Long-term debt of $47.7 million 
increased $13.9 million after new 
borrowings and scheduled repayments. 
The debt-to-total-capital ratio stands at 
38%, reflecting a reasonable yet safe 
leveraging of ERC’s growth at favorable 
interest rates in today’s money markets.
► Shareholders’ equity increased to 
$78.5 million, a gain o f 18% after 
dividend distributions.
► Book value per share rose to 
$14.83 on the record earnings 
performance. The market price of ERC 
shares stands well above book value and 
currently shows strong investor interest.

While economic and energy issues 
will present ever-new problems, we 
remain confident that we are positioning 
ourselves to take full advantage of our 
potential. We continue to express our 
commitment to extraordinary growth in 
assets, earnings and shareholder rewards.
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T O M  B R U N Z E L L :
O W Y H E E  C O U N T Y  A S S E S S O R

The blood of miners runs in the 
veins of Tom Brunzell, Chvyhee County 
(Idaho) Asses'or.

Brunzell is impressed with what 
Earth Resources has done to recover some 
of the minerals which once brought 
miners in, braving the harsh winters and 
hostile Indians.

The mine has been a boon to the 
county. “ Earth Resources pays 17.4% of 
our taxes," Brunzell says. “ DeLamar is 
the brightest spot in the economic picture 
of Owyhee County.”

R O B E R T  S K IN N E R :
R A N C H E R

“ The mining industry and the 
cattleman have a lot o f common interests. 
We are both dependent on the use of 
public lands,”  says Robert (Bob) Skinner, 
prominent Jordan Valley, Oregon, 
rancher. Skinner spoke o f plans for 
reclamation o f areas when mining work is 
completed, noting that cattle are already 
grazing some land which has been 
recontoured and planted.

The rancher said, “ There is no 
doubt that the mine has stimulated local 
business, and it has increased enrollment 
in the schools. A high percentage o f their 
(Earth Resources) employees are local 
people and some cf these arc moving into 
responsible positions with the company. 
“ Mine personnel have been very active in 
the community; they’ve helped with the 
ambulance program and EMTs. Earth 
Resources helped give our children 
swimming lessons. A mine couple taught 
a class on leaded glass. And Earth 
Resources personnel have ‘beefed up’ 
membership in our churches.”

D R .  P A U L  M C C O N N E L L .  
lO A H C /C R E G O N  P H Y S IC IA N

Dr. Paul McConnell o f Caldwell, 
Idaho, has been serving Jordan Valley, 
Oregon, for some years, the only medical 
service provided in the tiny ranching 
community on the border o f the two 
states. His practice takes him to the 
Catholic Parish Hall in Jordan Valley one 
day each week. There he treats a number 
o f people including DeLamar Silver Mine 
employees and their families.

“ DeLamar Mine is working 
toward a full-time health facility. They 
have a health and safety officer, and they 
have an EMT (Emergency Medical 
Technician) on every shift. Everyone 
there is trained in first aid and they even 
have their own ambulance.”

The doctor commented, “ I ’ve 
noticed that the company encourages 
their people to settle down and take part 
in community life. It’s a real stabilizer to 
both mine employees and Jordan Valley.”

Chris Moore grew up on a ranch near Jordan 
Valley. She is noto a newspaperwoman in Oniario, also 
on the Oregon-ldaho border.

Other Activities: LM PI
Louisiana Marine Protein, Inc., is 

the Company’s venture capital project to 
produce high-purity protein from 
plentiful trash fish usually discarded by 
shrimpers or considered as unmarketable. 
By October 1979 its semi-works plant at 
Golden Meadow, Louisiana, was 
mechanically complete, and full-scale 
shakedown operauons were scheduled to 
begin soon.

As an animal rather than plant 
protein (such as soy concentrate), LM PI’s 
product is potenually more beneficial in 
both animal and human diets. Early 
producbon already has been contracted, 
and expressions of interest have been 
received from major suppliers of animal 
feeds for pets, dairy and poultry farming.

ERC’s current investment in 
LMPI is $750,000 in debentures, 
converuble into approximately two-thirds 
o f LMPI’s common stock. ERC is 
expected to provide a $950,000 letter of 
credit to be uulizcd for working capital 
and other needs.

Plans for an earlier start-up were 
delayed due to LMPI’s reapplicauon for 
an increased federal loan guarantee of 
$5.16 million to complete construcuon.
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A L A S K A
North Pole Refining

ERC’s refinery in North Pole, 
Alaska, 14 miles from Fairbanks, enjoyed 
an outstanding year of smooth, 
successful, profitable operauon, 
supplying most of the petroleum middle 
distillate product requirements for the 
Alaskan Interior. The most exciting 
development was the growth of 
commercial jet fuel sales and the 
substandal potenual they hold for North 
Pole Refining because o f NPR’s unique 
geographical posiuon.

North Pole Refining is the only 
refinery in the Alaskan Interior and the 
northernmost in the Western 
Hemisphere. It draws its Alaskan North 
Slope crude supply from the 
Trans-Alaska Pipeline just three miles 
away, then returns unused pordons to 
the line.

Before NPR began operauons in 
August 1977, Fairbanks and the Interior 
were enurely dependent on outside 
supplies, cither from Alaska’s other 
refineries more than 450 miles south, or 
imported from the “ Lower 48.”  
Transportadon costs wjre high.

The extent to which Fairbanks 
and Interior residents have benefited 
from North Pole Refining is detailed in a 
July 1979 report enuded “ North Pole 
Refinery Energy Impact Study,”  by the 
Fairbanks North Star Borough. In a

secuon on airport operauons, the report 
says. “ NPR ’s impact on operauons at 
Fairbanks Intemauonal Airport escalated 
dramaucally during spring of 1979. 
Shortages of jet fuel on the West Coast 
and intemadonally fostered an increased 
interest in Fairbanks as a refueling stop 
for intemauonal cargo flights because of 
assured supplies of jet fuel from NPR.”

In May 1979, Japan Air Lines and 
Korean Air Lines began landing 46 cargo 
flights a week in Fairbanks for refueling. 
Officials from JAL and KAL cited 
guaranteed supplies o f locally refined jet 
fuel as the reason for the route changes 
(from Anchorage). The report also notes 
that Fairbanks is more dirccdy located on 
transpolar air routes.

At present, North Pole Refining 
has contracts to supply jet fuel to JAL, 
KAL and Air France. Jet fuel for 
domesuc flights is supplied to Alaska 
Airlines, Wien Air Alaska, Pacific Alaska 
Airlines, and Alaska Intemauonal Air. 
Eielson Air Force and Fort Wainwright 
also use NPR jet fuel.

The immediacy o f the potenual at 
Fairbanks Intemauonal Airport to add 
still more cargo and passenger flights 
resulted in the Alaska Legislature 
appropriating $8.5 million for 
improvements diere, including parking 
ramp expansion, bondable warehousing, 
and an underground hydrant fur ling 
system in addidon to terminal building 
improvements.

Meanwhile, North Pole Refining 
continues to supply, directly and 
indirecdy, virtually all the fuel required to 
heat Fairbanks and the Interior’s home, 
and businesses. As the Borough’s study 
notes, “ Possibly the greatest impact of 
NPR on the local economy has been an 
assured supply of fuel oil for the 
Interior.”  Fuel oil is used for nearly 
three-fourths of home heating in 
Fairbanks, and, says the report, 
“ Fairbanksans have benefited from a 
reladve decrease in fuel oil costs 
compared to other heating opdons.”  The 
other options include electricity — and in 
this instance Golden Valley Electric 
Associauon, die regional utility, 
purchases all of its turbine fuel from 
NPR. Electrical rates, says a GVEA 
spokesman, would be much higher if not 
for die locally produced fuel.

The Borough’s comprehensive 
45-page report also gives North Pole 
Refining a clean bill of health 
environmentally, citing sulphur dioxide 
emissions well within safe levels, a 
minimal level of water emissions, and 
effective precaudons taken to avoid 
“ ice fog.”

Copies of the full report may be 
obtained by writing the Fairbanks North 
Star Borough, P.O. Box 1267, Fairbanks, 
Alaska 99707.

( c o n t in u e d ,  n e x t  p a g e )



Rogers & Babler
The Anchorage arm of Earth 

Resources Company of Alaska — Rogers 
& Babler —  had another profitable, 
steady year as it moved to consolidate its 
position as a major factor in the state’s 
largest road construction and paving 
materials market. By one estimate 
R&B already has about 30% of the 
market statewide.

Actions outlined in last year’s 
annual report to strengthen R&B’s 
position were implemented. Its largest 
hot-mix asphalt plant is now operating 
from a 38-acre industrial park site being 
developed by Central Paving Products, a 
joint venture with another substantial 
Anchorage company. Rail service to the 
site gives Central Raving faster, easier 
access to larger reserves of commercial 
aggregates from outlying areas. The move 
should assure Rogers & Babler a 
prominent future role in road building, 
hot-mix asphalt and general development 
contracting in and around Alaska’s 
largest city.

In fiscal 1979, R&B completed 
highway, street and airport contracts with 
an overall value of $8.5 million. It sold
150.000 tons of hot-mix asphalt and
384.000 tons of gravel, sand and 
aggregate.

However, delays by the State of 
Alaska in awarding a number of paving 
and road building contracts affected the 
business o f all. When oil royalties begin to 
create surpluses in the state treasury, we 
are confident infrastructure development 
will resume. R&B will be ready to do its 
share of the work.

The company’s sale o f its Tudor 
Road property for $9.2 million last year 
continues to generate cash flow and 
interest income. The purchasers paid $1.5 
million at closing, with the remainder due 
in regular payments over 10 years at an 
annuai interest rate of 9.5%.

* * * * *  J j m n a ,

§

Thank you, Sierra, for your nice letter to Rogers & Babler for giving their time 
and materials to pave your school’s entranceways. . .  and for all the other thank-you 
letters and drawings from Mrs. Kathy Tuttle’s fourth grade. That was no fun, sloshing 
through mud. And when you stood outside in line you had to stand all squished 
together on the dry spots. So you and your friends said:
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D e L a m a r  S i l v e r  M i n e  

o p e r a t e d  a t  r e c o r d  p r o d u c t i o n  d u r i n g  

1 9 7 9 ,  p r o d u c i n g  1 , 8 9 3 , 0 0 0  o u n c e s  o f  

s i l v e r  a n d  2 2 , 0 0 0  o u n c e s  o f  g o l d .

M I N I N G
DeLamar Silver Mine

With silver and gold prices near 
historic highs, Earth Resources Company 
took the bold step in October 1979 of 
agreeing in principle to sell its Mining 
Group — consisting principally of 
DeLamar Silver Mine in Idaho — to a 
subsidiary of Dome Mines Limited for 
$28 million in cash and a 20-year royalty 
on production. The sale is subject to 
certain conditions outlined in the Letter 
to Shareholders on page 3.

Essentially, management felt the 
time had arrived to realize optimum value 
to shareholders from ERC’s successful 
investment in mining, and to concentrate 
the increased resources on developing our 
principal businesses of petroleum refining 
and marketing. Importantly, the royalty 
assures ERC a stake in future silver and 
gold prices.

DeLamar Silver Mine performed 
well in fiscal 1979 for ERC and its 
partners, The Superior Oil Company and 
Canadian Superior Mining (U.S.) Ltd. 
ERC, with 52.5% ownership, has been 
responsible for development and 
operation o f the mine.

The year saw 1,893,000 ounces of 
silver and 22,000 ounces of gold sold on 
the world market by DeLamar. Gold 
reached record prices far in excess o f $400 
an ounce in early October 1979 before

falling back, and silver rose to around the 
$17 level. Even though gold comprised 
only 1% to 2% by weight of production at 
DeLamar, it represented about 30% o f 
the mine’s total sales in fiscal 1979.

The proposed sale to Dome 
Mines’ subsidiary includes ERC’s 
exploratory positions on 33,000 acres in 
four western states, along the trend of 
“ Carlin-type”  gold deposits.
Nacimiento Copper Mine

Also included in the Dome Mines 
agreement is the Nacimiento Copper 
Mine in New Mexico, in mothballs since 
1975, when copper prices reached 
unacceptably low levels. Even though 
copper prices have lately bounced back, 
management has not felt they could 
provide a return adequate to ERC’s 
requirements using conventional mining 
methods. However, the buyer also will 
acquire a process developed and tested by 
ERC which promises low-cost recovery of 
copper by solution mining and 
electro-winning. The Nacimiento 
technology includes a patented process 
for economic production of copper 
concentrate from low-grade oxide ores. ̂

Silver and Gold Markets
Monthly Price Ranges
Cash Prices in Dollars per Troy Ounce
Silver (High)
October 15 17.57
September 16.50
August I 10.47
lul> _______  9.05
June i 8.58
Aliy : 8.60
April 7.85
March 7.43

Fcbniary . 7.75
January 1979 6.75

December 6.07
November. 5.91
October__ .6.17

September 5.64
August 1978 3.S0

Gold (High)
October 15____ 402.90
September 397.25
August 316.10
July 296.45
June_____ 277.50
May 274.60
April 245.30
March 240.10

February 251.30
January .979 233.70

December 276.00
November 193.40
October 242.60

September 217.10
August 1978 208.70
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