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H 60 (Rev. 12/78)

(11) 

3 / 2 6 /8 2
Date

Mr. Speaker:

The C o m m ittee on F I N A N C E has had H B  878

"An A c t  p r o v i d i n g  for the i s s u a n c e  of gene r al  o b l i g a t i o n  b o n d s  in the 
a mo un t of $ 4 3 , 0 0 0 , 0 0 0  for the p u r p o s e  of p a y i n g  the cost o f  U n i v e r s i t y  
of A l a s k a  d o r m i t o r y  facilities; a n d  p r o v i d i n g  for an e f f e c t i v e  date."

under conside ration and -(a-majerlty-ef-the-eemmi-tteel-lthe-eemffli-feteef---
reports it back with the following recommendations:

do pass [ ] do not pass

do pass with attached amendments(s)

replace with CS for _________________________________

and recommends

AND attaches a "Letter of Intent" [ ] New Fiscal Note

reports it back without recommendation 

referred to the Commi ttee

ME MBERS SIGNING 
DO PASS

MEMBERS HAVING 
OTHER RECOMMENDATIONS:
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Mr, Speaker:

HEALTH, E D U C A T I O N  & 
The Committee  on S O C I A L  SERVICES

2/16/82 D a t e :

has had H B  878

A n  A c t  p r o v i d i n g  for the i s s u a n c e  o f  g e n e r a l  o b l i g a t i o n  b o n d s  i n  the 
a m o u n t  of $ 43 ,0 0 0 , 0 0 0  for the p u r p o s e  o f  p a y i n g  the cost o f  U n i v e r s i t y  
of A l a s k a  d o r m i t o r y  facilities; and p r o v i d i n g  for a n  e f f e c t i v e  d ate."

under cons ideration and ___
reports it back with the following recommendations:

[ ] do pass [ ] do not pass

[ ] do pass with attached a m e n d m e n t s (s )

[ *T" replace with CS for ___________

and recommends &

, ~  ^  c/ /’ i \ l 3 s a m e  t i t l e
b ! [ s S l  new title

[ ] 

[ ] 

[ ]

AND attaches a "Letter of Intent" [ ] New Fiscal Note

£ / A h  A  .
reports it back w i th out r e c o m menda tion

referred to the ___________      C o m m ittee  ^

ME MBERS SIGNING 
DO PASS

MEMBERS HAVING 
OTHER RECOMM E N D A T I O N S

/ IL.

H 60 (Rev. 12/78)

/ ^ e -  

CHAIRMAN
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B Y  THE HEALTH, 5 D U C A T I 0 N  A N D  
S OC IA L SER VI CE S C O M M I T T E E

CS FOR H O U S E  B I L L  NO. 878 (HESS)

IN T H E  L E G I S L A T U R E  O F  T H E  S TA TE  OF A L A S K A

T W E L F T H  L E G I S L A T U R E  - S E C O N D  SES SI ON

A B I L L

F or a n  A c t  entitled: " A n  Act p r o v i d i n g  f o r  the iss ua nc e of general obli g a-

E E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T HE S T A T E  OF ALASKA:

* S e c t i o n  1. For the p u r p o s e  of p a y i n g  the cost of U n i v e r s i t y  of A l a s k a  

d o r m i t o r y  facilities, g e n e ra l o b l i g a t i o n  b o n d s  of the state in the p r i n c i p a l  

a m o u n t  of not mo re  t h a n  $ 4 8 , 7 0 0 , 0 0 0  shall be i ssued and sold. The full

faith, credit, and r es ou rc es  of the 6tate are p l e d g e d  to the paym en t of the

p r i n ci p al  of a n d  i n t e r e s t  a n d  r e d e m p t i o n  premium, if any, on these bonds. 

T h e s e  bonds shall be i s s ue d u n d e r  the p r o v i s i o n s  of AS 37.15 as those p r o v i­

sions rea d at the time of issuance.

* Sec. 2. If the i s s u a n c e  of these bo nd s is a u t h o r i z e d  b y  the q u a l i fi ed  

voters of the state, a  special fund of the state to be k n o w n  as the ”1982 

U n i v e r s i t y  of A l as ka  D o r m i t o r y  F a c i l i t y  F u n d” shall be e s t ab li sh ed , to w h i c h  

shall be c r e d i t e d  the proc ee ds  of the sale of the bonds d e s c r i b e d  in sec. 1

of this Act e x c e p t  for the a c c r u e d  i n t e r e s t  a n d  premiums.

* Sec. 3. The am ount of $ 4 8 , 7 0 0 , 0 0 0  is a p p r o p r i a t e d  from the ”1982 U n i­

v e r s i t y  of A l a s k a  D o r m i t o r y  F a c i l i t y  F u n d” to the U n i v e r s i t y  of Al aska to be

a l l o c a t e d  in a c c o r d a n c e  w i t h  the f o l l o w i n g  p r o j e ct s and e s t i m a t e s  subject to

r e a l l o c a t i o n  b e t w e e n  p r o j e c t s  i n  a c c o r d a n c e  w i t h  AS 37.07.080(e):

t i o n  bonds i n  the a m o u n t  of $ 4 8 , 7 0 0 , 0 0 0  for the purpo se  

of p a y i n g  the cost of U n i v e r s i t y  of Al aska d o r m it or y 

facilities; a n d  p r o v i d i n g  for an e f f e c t i v e  d a t e .”

(1) U n i v e r s i t y  of A l as ka  - F a i r b a n k s

(2) U n i v e r s i t y  of A l a s k a  - A n c h o r a g e

(3) U n i v e r s i t y  of Alaska - J u n e a u

$ 1 4 ,0 00 ,0 0 0

2 1 , 0 0 0 , 0 0 0

6 , 0 0 0 , 0 0 0

- 1 - C S H B  8 7 8 (HESS)
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(A) U n i v e r s i t y  of A l as ka  - K e n a i  C o m m u n i t y  Coll eg e 5 , 8 0 0 , 0 0 0

(5) U n i v e r s i t y  of Alaska - Ktiskokwim C o m m u n i t y  C o l l e g e  1 , 9 0 0 , 0 0 0

* Sec. 4. If the issuance o', these bo nd s is a u t h o r i z e d  b y  the q u a l i f i e d  

v oter s of the Btate, the amount o f  $ 1 7 0 , 0 0 0  or as m u c h  of that a m o u n t  as is 

found n e c e s s a r y  is a p p r o p r i a t e !  f r o m  the gener a l f un d of the state to the 

state bo nd  c o m m i t t e e  to carry out the p r o v i s i o n s  of this Act and t o  p a y  

e x p e n s e s  i n c i d e n t  to the sale a n d  i s s u a n c e  of the bonds a u t h o r i z e d  in this 

Act. The a m o un t s e x p a n d e d  f r o m  the a p p r o p r i a t i o n  a u t h o r i z e d  by this s e c t i o n  

shall be r e i m b u r s e d  to the general fund fr om  the p r o ce e ds  of the sale of the 

bonds a u t h o r i z e d  b y  this Act.

* Sec. 5. The amoun t w i t h d r a v m  f r o m  the p u b l i c  f a c i l i t y  p l a n n i n g  f u n d  for 

the p u r po s e of a d v an ce  p l a n n i n g  for the i m p r o v e m e n t s  f i n a n c e d  u n d e r  this Act

shall be r e i m b u r s e d  to the fund f r o m  the pro c ee ds  of the sale of bo nd s a u t h­

orized b y  this Act.

* Sec. 6. The q u e s t i o n  w h e t h e r  the bonds a u t h o r i z e d  in this Act are to be 

i s s u e d  shall be su bm it t ed  to the q u a l i f i e d  v oters of the state at the next  

general e l e c t i o n  a n d  shall read s u b s t a n t i a l l y  as follows:

P r o p o s i t i o n

S t at e G e n e ra l O b l i g a t i o n  U n i v e r s i t y  of Alaska 

D or mitory F a c i li ty  Bonds $ 4 8 ,7 00 ,0 00

Shall the State of Alas ka  iss^e its general o b l i g a t i o n  bonds 

in the p r i n c ip a l a mount of not  mo r e t h a n  $ 4 8 , 7 0 0 , 0 0 0  for the

p u r p o s e  of p a yi n g the cost of U n i v e r s i t y  of Al aska d o r m i t o r y

f ac il i t i e s ?

Bonds Yes [ ]

Bonds N o  [ ]

* Sec. 7. Th is  Act takes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 01.1 0 .-  

070(c).
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Introduced: 2/16 /8 2 
Referred: H e a l t h , E d u c a t i o n  6c 
S o ci al  Se rvices a nd F i n a n c e

■ i

•v
B Y  THE H E A L T H ,  E D U C A T I O N  A N D  
S O C I A L  S E R V I C E S  C O M M I T T E EIN T H E  H O U S E

H O U S E  B I L L  NO. S73 

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF A L A S K A  

T W E L F T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

A  BIL L

For an Act entitled: "An Act p r o v i d i n g  for the i s s u a n c e  o f  general o b l i g a­

tion bonds in the a m ou nt  o f  $ 4 3 , 0 0 0 , 0 0 0  for the p u r p o s e  

of p a y i n g  the cost of U n i v e r s i t y  o f  A l a s ka  d o r m i t o r y  

facilities? and p r o v i d i n g  for an e f f e c t i v e  d a t e .”

BE I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  ST AT E O F  ALASKA:

* S e c t i o n  1. For the p u rp o se  of p a y i n g  the cost of U n i v e r s i t y  of A l a s k a  

d o r m i t o r y  f a ci li ti e s,  general o b l i g a t i o n  b o n d s  of the. state in the pri nc ip al  

a m ou nt  of not  m o r e  t h a n  $ 43 ,0 0 0 , 0 0 0  shall be issu e d and sold. The full 

faith, credit, and r e s o u r c e s  o f  the state a re p l e d g e d  to the p a y m e n t  of the 

p r in ci pa l of and i nterest and r e d e m p t i o n  premium, if any, on these bonds. 

T h e s e  bonds shall be issued u n d e r  the p r o v i s i o n s  of AS 37.15 as those p r o v i­

sions rea d at the time of issuance.

* Sec. 2. If the i s s ua nc e of t h es e bonds is a u t h o r i z e d  b y  the q u a l i f i e d

v o ters of the state, a special fund o f  the s tate to be k n o w n  as the "1982

U n i v e r s i t y  o f  A l a s k a  D o r m i t o r y  F a c i l i t y  F u n d "  shall be esta b li sh ed , to w hi ch  

shall be c r e d i t e d  the pr oceeds of the sale of the b o n d s  d e s c ri be d in 3ec. 1 

of this Act e x ce pt  for the a c c r ue d in te r e s t  a n d  p re miums.

* Sec. 3. T he amoun t  o f  $ 4 3 , 0 0 0 , 0 0 0  is a p p r o p r i a t e d  f r o m  the "1982 U n i­

ve r s i t y  of A l a sk a  D o r m i t o r y  F a c i l i t y  F u n d” to the U n i v e r s i t y  o f  A l as ka  to be 

a l l o c at e d in a c c o r d a n c e  w i t h  t he f o l l o w i n g  p r o j e c t s  and e s t i ma t es  subj ec t to 

r e a l l o c a t i o n  b e t w e e n  pro je ct s in a c c o r d a n c e  w i t h  AS 37.07.080(e):

(1) U n i v e r s i t y  of A l a s k a  - F a i r b a n k s  $ 24 ,0 0 0 , 0 0 0

(2) U n i v e r s i t y  of A l a s k a  - A n c h o r a g e  1 5, 00 0, 00 0

(3) U n i v e r s i t y  of A l a s k a  - J u n e a u  2 , 0 0 0 , 0 0 0

C O M M I T T E E  C O P Y  -i-
HB 878

1
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(4) U n i v e r s i t y  o f  A laska - K e n a i  C o m m u n i t y  C o l l e g e  2 , 0 0 0 , 0 0 0

*  Sec. 4. If the i s s u a n c e  o f  these b o n d s  is a u t h o r i z e d  b y  the q u a l i f i e d  

v o te rs  o f  th e state, the a m ou nt  o f  $ 1 5 0 ,0 00  o r  as m u c h  o f  that a m o u n t  as is 

found n e c e s s a r y  is a p p r o p r i a t e d  fr om  the g e ne ra l fund of the state to the 

s t a t e  b o n d  c o m m i t t e e  to c a r r y  out the p r o v i s i o n s  o f  this Act and to p a y  

e xpe ns es  i n c i d e n t  to the sale and i s s ua nc e o f  the bonds a u t h o r i z e d  in this 

Act. T h e  a m o un ts  e x p e n d e d  fro m the a p p r o p r i a t i o n  a u t h o r i z e d  b y  this s e c t i o n  

shall be r e i m b u r s e d  tc the general fund f r o m  the p r o c e e d s  of the sale o f  the 

bonds a u t h o r i z e d  b y  this Act.

*  Sec. 5. T h e  a m o u n t  w i t h d r a w  f ro m t he piiblic f a c i l i t y  p l a n n i n g  fund f or 

the p u r p o s e  of a d v a n c e  p l a n n i n g  for the i m p r o v e m e n t s  f i n a nc e d u n d e r  this Act 

shall be r e i m b u r s e d  to the fund from the p r o c e e d s  of the sale of b o n d s  a u t h­

orized b y  this Act.

* Sec. 6^ T h e  q u e s t i o n  w h e t h e r  the bonds a u t h o r i z e d  in this Act are to be 

i ss ue d shall be s u b m i t t e d  to the q u a l i f i e d  v o t e r s  of the state at the n e x t  

general e l e c t i o n  and shall re a d s u b s t a n t i a l l y  as follows:

P r o p o s i t i o n

S t a t e  G e ne ra l O b l i g a t i o n  U n i v e r s i t y  of Alaska 

D o r m i t o r y  F a c i l i t y  Bonds $ 4 3 , 0 0 0 , 0 0 0

Shall th e State of A l a s k a  issue its general o b l i g a t i o n  bonds 

in the p r i n c i p a l  a m ou nt  o f  not m o r e  than $ 4 3 , 0 0 0 , 0 0 0  for the 

p u r p o s e  of p a y i n g  the cost of U n i v e r s i t y  of Alas k a d o r m i t o r y  

f a ci li t i e s ?

Bonds Yes I ]

Bonds N o  [ ]

* Sec. 7. T h i s  Act takes effe ct  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 0 1 . 10 .-  

070(c).
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Healtfl, Gducation &  Social ServicesOfficial Business

ilouse of Representatives 
' r

C o m m i t t e e  on Pouch v

M a r c h  26, 1982

Pouch V  
State Capitol 

Juneau, Alaska 99811

T h e  Hon. J o e  H a y e s  
S peaker, H o u s e  o f  R e p r e s e n t a t i v e s

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

C h a p t e r  100 S L A  1981 p r o v i d e s  f o r  a c o n t i n u i n g  a p p r o p r i a t i o n  
f o r  g e n e r a l  o b l i g a t i o n  b o n d  d e b t  service. C S H B  878 (HESS) 
i n v o l v e s  n o  a d d i t i o n a l  f i s c a l  i m p a c t  b e y o n d  th at  c o v e r e d  in 
A S  37.15. 0 12 .

Since re ly ,

M i k e  Beirne, C h a i r m a n



H I S T O R Y  IN T H E  H O U S EA L A S K A  S T A T E  L E G I S L A T U R E

T W E U T T H  . Legislature S E C O N D  . Sess Read first time and referred 
to Committee on

H E S S  and F i n a n c e

THE HEALTH, E D U C A T I O N  A N D
socm:  • sEftvrcJEs * c o m m i t t e e

Reported back with 
recommendation that

h o u s e  B I f:L   NO.

"An A c t  p r o v i d i n g  for the issuar 
of generf'f o b l i g a t i o n  b o n d s  in 
the a m o u n t  of $ A 3 , 0 0 0 , 0 0 0  for 
the p u r p o s e  of p a y in g the cos t 
o f  U n i v e r s i t y  of A l a s k a  d o r m­
itory facilities; and p r o v i d i n g  
for an e f f e c t i v e  date."

gene ra l o b l i g a t i o n  b o n d s / U  of A  
d or mitory facilities

Introduced in the House . 19.°.f.

Read second time and

Read third time and

PASS Effective Date

Yeas Yeas

Nays Nays
Absent Absent

Excused Excused

Reconsideration

PASS Effective Date

Yeas Yeas

Nays Nays
Absent Absent

Excused Excused
Reported correctly engrossed
Signed by Speaker
Sent to Senate

CHIEF CLERK OF THE HOUSE

---------------------

H I S T O R Y  IN T H EIN T H E  S E N A T E
■ i- ....... r

Read first time and referred 
to Committee on

Reported bade with 
recommendation that

Read second time and

' ''' lifF- '■ 
Concurred in Senate amendment 
thus adopting:

V O T E

Failed to concur in Senate amend­
ment; asked Senate to recede 

V O T E

Senate receded from amendment 
V O T E

Senate failed to recede from 
amendment 

V O T E

C C  appointed by House

Read third time and

C C  appointed by Senate

C C  adopted by House 
V O T E

C C  adopted bv Senate 
V O T E

To enrolling
Reported correctly enrolled 
Sent to Governor

.................. by Governor

Filed with Lt. Governor 

Chapter N o ..............

PASS
Yeas
Nays
Absent

Excused

Effective Date 
Yeas 
Nays 
Absent 
Excused

Reconsideration

PASS
Yeas
Nays
Absent
Excused

Effective Date 
Yeas 
Nays 
Absent 

Excused
Reported correctly engrossed 
Signed by President 
Returned to House

SECRETARY OF THE SENATE
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BY THE HEALTH, EDUCATION AND 
SOCIAL SERVICES COMMITTEEIN THE HOUSE

HOUSE BILL NO. 878

r
w

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - SECOND SESSION 

A BILL

For an Act entitled: "An Act providing for the issuance of general obliga­

tion bonds in the amount of $43,000,000 for the purpose 

of paying the cost of University of Alaska dormitory 

facilities; and providing for an effective date."

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

* Section 1. For the purpose of paying the cost of University of Alaska 

dormitory facilities, general obligation bonds of the state in the principal 

amount of not more than $43,000,000 shall be issued and sold. The full 

faith, credit, and resources of the state are pledged to the payment of the 

principal of and interest and redemption premium, if any, on these bonds. 

These bonds shall be issued under the provisions of AS 37.15 as those provi­

sions read at the time of issuance.

* Sec. 2. If the issuance of these bonds is authorized by the qualified

voters of the state, a special fund of the state to be known as the "1982

University of Alaska Dormitory Facility Fund" shall be established, to which 

shall be credited the proceeds of the sale of the bonds described in sec. 1 

of this Act except for the accrued interest and premiums.

* Sec. 3. The amount of $43,000,000 is appropriated from the "1982 Uni­

versity of Alaska Dormitory Facility Fund" to the University of Alaska to be 

allocated in accordance with the following projects and estimates subject to 

reallocation between projects in accordance with AS 37.07.080(e):

(1) University of Alaska - Fairbanks $24,000,000

(2) University of Alaska - Anchorage 15,000,000

(3) University of Alaska - Juneau 2,000,000

' -1- HB 878
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(4) University of Alaska - Kenai Community ColJ

* Sec. 4. If the issuance of these bonds is authorlzfd by the qualified
. ... . .  ̂ . - .■ : . \S

voters of the state, the amount of $150,000 or as much oi: that amount as is

found necessary is appropriated from the general fund of the state to the

state bond committee to carry out the provisions of this Act and to pay

expenses incident to the sale and issuance of the bonds authorized in this

Act. The amounts expended from the appropriation authorized by this section

shall be reimbursed to the general fund from the proceeds of the sale or the

bonds authorized by this Act.

* Sec. 5. The amount withdrawn from the public facility planning fund for 

the purpose of advance planning for the improvements financed under this Act 

shall be reimbursed to the fund from the proceeds of the sale of bonds auth­

orized by this Act.

* Sec. 6. The question whether the bonds authorized in this Act are to be 

issued shall be submitted to the qualified voters of the state at the next 

general election and shall read substantially a/< follows:

Proposition

State General Obligation University of Alaska 

Dormitory Facility Bonds $43,000,000

Shall the State of Alaska issue its general obligation bonds 

in the principal amount of not more than $43,000,000 for the

purpose of paying the cost of University of Alaska dormitory

facilities?

Bonds Yes [ ]

Bonds No [ ]

* Sec. 7. This Act takes effect immediately in accordance with AS 01.10.- 

070(c).

HB 878
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Original sponsor: Health, Education and
Social Services Committee

Offered: 3/26/82
Referred: Finance

BY THE HEALTH, EDUCATION AND 
SOCIAL SERVICES COMMITTEEIN THE HOUSE

CS FOR HOUSE BILL NO. 878 (HESS)

IN THE LEGISLATURE OF THE STATE QF ALASKA 

TWELFTH LEGISLA1URE - SECOND SESSION 

A BILL

For an Act entitled: "An Act providing for the issuance of general obliga­

tion bonds in the amount of $48,700,000 for the purpose 

of paying the cost of University of Alaska dormitory 

facilities; and providing for an effective date."

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

* Section 1. For the purpose of paying the cost of University of Alaska 

dormitory facilities, general obligation bonds of the state in the principal 

amount of not more than $48,700,000 shall be issued and sold. The full 

faith, credit, r.nd resources of the state are pledged to the payment of the 

principal of and interest and redemption premium, if any, on these bonds. 

These bonds shall be issued under the provisions of AS 37.15 as those provi­

sions cead at the time of issuance.

* Sec. 2. If the issuance of these bonds is authorized by the qualified

voters of the state, a special fund of the state to be known as the "1982

University of Alaska Dormitory Facility Fund" shall be established, to which 

shall be credited the proceeds of the sale of the bonds described in sec. 1 

of this Act except for the accrued interest and premiums.

* Sec. 3. The amount of $48,700,000 is appropriated from the "1982 Uni­

versity of Alaska Dormitory Facility Fund" to the University of Alaska to be 

allocated in accordance with the following projects and estimates subject to 

reallocation between projects in accordance with AS 37.07.080(e):

(1) University of Alaska - Fairbanks $14,000,000

University of Alaska - Anchorage 21,000,000

6,000,000

CSHB 878(HESS)

(2)

(3) University of Alaska - Juneau
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(4) University of Alaska - Kenai Community College 5,800,000

(5) University of Alaska - Kuskokwira Community College 1,900,000

* Sec. 4. If the issuance of these bonds is authorized I./ the qualified

voters of the state, the amount of $170,000 or as rauc'n of that amount as is

found necessary is appropriated from the general fund of the state to the
jj ' ■

state bond committee to carry out the provisions of this Act and to pay

expenses incident to the sale and issuance oi: the bonds authorized in this

ji , , '
Act. The amounts expended from the appropriation authorized by this section 

shall be reimbursed to the general fund from the proceeds of the sale of the 

bonds authorized by this Act.

* Sec. 5. The amount withdrawn from the public facility planning fund for 

the purpose of advance planning for the improvements financed under this Act

shall be reimbursed to the fund from the proceeds of the sale of bonds auth­

orized by this Act.

* Sec. 6. The question whether the bonds authorized in this Act are to be 

issued shall be submitted to the qualified voters of the state at the next 

generaL election and shall read substantially as follows:

Proposition

State General Obligation University of Alaska 

Dormitory Facility Bonds $48,700,000

Shall the State of Alaska issue its general obligation bonds

in the principal amount of not more than $48,700,000 for the

purpose of paying the cost of University of Alaska dormitory

facilities?

Bonds Yes [ ]

Bonds No [ ]

* Sec. 7. This Act takes effect immediately in accordance with AS 01.10.- 

070(c).
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FURTHER:

D a t e : kL
Mr. Speaker:

The Com mittee on
F I N A N C E

has had
KB 833

" A n  A c t  r e l a t i n g  to t h e  s a l e  o f  r o y a l t y  o i l  b y  the S t a t e  o f  A l a s k a  
t:c« t h e  T e o o r o  A l a s k a  P e t r o l e u m  C o m p a n y ;  a n d  p r o v i d i n g  for an e f f e c t i v e  
d a t e . M

u n d e r  c o n s i d e r a t i o n  a n d  reports it b a c k  as follows:

•% /
[ /] do pass [ ] do not pass

do pass with attached a m e n d m e n t s (s )

replace with CS for _________________________________

and recommends

[ ] 

[ ]

[ ] same title
[ ] new title

I. ]

[ ]

[ ]

AND attaches a "Letter of Intent" [ ] New Fiscal Note

reports it back without recommendation

r eferred to the   Committee

MEMBERS SIGNING 
DO PASS

MEMBERS HAVING 
OTHER RECOMMENDATIONS:

s

H 60 (Rev. 3/81)
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Introduced: 3/29/82
Referred: Special Gas Pipeline
Committee and Finance

BY THR RULES COMMITTEE BY 
REQUEST OF THE GOVERNORIN THE HOUSE

HOUSE BILL NO. 888

IN THE LEGISLATURE OF STATE OF ALASKA

TWELFTH LEGISLATURE - SECOND SESSION

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of Alaska to the Tesoro Alaska Petroleum Companyj 

and providing for an effective date."

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

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil 

between the State of Alaska and Tesoro Alaska Petroleum Company" (dated 

February 26, 1982) is hereby approved and ratified.

* Sec. 2. This Act takes effect immediately in accordance with AS 01 

10.070(c).

-1- HB 888



• - - • ■

W H E R E A S ,  ‘t h e  S t a t e  o r  A l a s k a ,  t h r o u g h  t h e  C o m m i s s i o n e r  o f  I

t h e  A l a s k a  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  a n d  t h e  T e s o r o  A l a s k a I

P e t r o l e u m  C o m p a n y  h a v e  e n t e r e d  i n t o ' a n  " A g r e e m e n t  f o r  t h e  S a l e  a n d / ;
-

' . - . . ••• * . • • *’ • \ ■ ... / *.v - >
. P u r c h a s e  o f  R o y a l t y  O i l "  d a t e d  t h e  2 6 t h  d a y  o f  F e b r u a r y  1 9 8 2 ;  • a n d  ’ >

-  v •

:U:r
• • * * " ** ■ • ' * , » * ■ * . t»* ••

W H E R E A S ,  i n  a c c o r d a n c e  w i t h .  A S  3 8 . 0 6 . 0 5 5 ( a )  * V  t h e  " N ~ ’/V

C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  m a y  n o t  e n t e r  I n t o ' a  s a l e . .  . -V-T
.... .. .... . •_ . ■•.. ... . .. . . . ■=... . '.--ri. ’ ■ -

e x c h a n g e , o r  o t h e r  d i s p o s i t i o n  o f  o i l  o r  g a s  o r  o f . t h e '  . r i g h t s  ‘.o r  .

v f l i v p T *  n f  t'1ctVi+:c -hr* r p n p l v p  f*t>+:nr»p' n r n f l n f t H n n  of*- ■htf' r\Ji Tw a i v e r  

o r

L e g i s l a t u r e .  . . a n d

W H E R E A S ,  a c c o r d i n g  t o  A S  3 8 . 0 6 . 0 5 5 ( a ) ,  ". . a - s a l e ,  e x c h a n g e  

e n c u m b r a n c e ,  o r  o t h e r  d i s p o s i t i o n  o f  o i l  o r  g a s  o r  o f  t h e  r i g h t s ' ;  

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

o i l  o r  g a s  m a y  n o t  b e  m a d e  b y  t h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  '* 

u n d e r  A S  3 8 . O 5 . l 8 3  w i t h o u t  p r i o r  r e v i e w  o f  t h e  p r o p o s e d  s a l e , ' e x -  " 

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

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

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

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

o i l  o r  g a s  s h a l l  b e  s u b m i t t e d  t o  t h e  l e g i s l a t u r e  a t  t h e  1 t i m e  a  

r e s o l u t i o n  a p p r o v i n g  t h e  p r o p o s e d  sale'; e x c h a n g e ,  e n c u m b r a n c e  •/ * y 

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

W H E R E A S ,  i n  a c c o r d a n c e  w i t h  A S  3 8 . 0 6 . 0 ^ 0 ( a ) , t h e  b o a r d  s h a l l

( 2 )  " h o l d  p u b l i c  h e a r i n g s  o n  p r o p o s e d  s a l e s , '  e x c h a n g e s ,  o r  o t h e r  

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

c o m p l y  w i t h  A S  3 8 . 0 6 . 0 7 0 ;  ..

( 3 )  e x a m i n e  p r o p o s e d  s a l e s ,  e x c h a n g e s  o r  o t h e r  d i s p o s a l  o f ,  arid .'



( A )  t h e  o i l  o r  g a s  t h a t  i s  o b t a i n e d  b y  t h e  s t a t e  a s  r o y a l t y  ' . 

u n d e r  A S .  3 8 . 0 5 . 1 8 2 ;  o r  _  ~ - v V  . •• V v ; - ;  • ;r='j/

( B )  t h e  r i g h t s  t o  r e c e i v e  f u t u r e  o i l  o r  g a s  p r o d u c t i o n  \ y S £ v v- 

u n d e r  s t a t e  l e a s e s " ;  a n d  ' * "  . '

f • • : . • • . . . • • • • - •  V;, •. • - .. •
- . .. • * . • •• • V -  - ...

W H E R E A S ,  t h e  b o a r d  d i d ,  o n  F e b r u a r y  2 6 ,  1 9 8 2 ,  m e e t  a n d  : V v l l  *

!;.■ -V: . r e c e i v e  f r o m  t h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  t h e '  a b o v e  .

! m e n t i o n e d  a g r e e m e n t  w i t h  T e s o r o  a s  w e l l  a s  a  d o c u m e n t  e n t i t l e d  '

' . ' • • *  " R e v i e w /  o f  A l a s k a  R o y a l t y  .Oil, P o l i c y -  a n d  F i n d i n g s '  o n * ' - P r o p o s e d
i > v ‘ ...... -•• * .. ._ -■>.

D i s p o s a l  o f  S t a t e  R o y a l t y  O i l "  d a t e d  F e b r u a r y .26, 1 9 8 2  a n d  t h e - 1-
. . :■ ..* • . /-;•/■■■ o ' . y :3 ^

b o a r d  d i d  a c t  a n d  c a l x  p u b l i c  h e a r i n g s ,  i n  a c c o r d a n c e  w i t h  t h e ; •

r e g u l a t i o n s  o u t l i n e d  3 A A C  5 6 , i n  A n c h o r a g e  o n  M a r c h  1 5 ,  1 9 8 2 '. ••

a n d  F a i r b a n k s  o n  M a r c h  1 6 ,  1 9 8 2  a n d  r e c e i v e d  n o  p u b l i c  c o m m e n t .  V-

p e r t i n e n t  t o  t h i s  a g r e e m e n t ;  a n d  :. •. •

1 .

W H E R E A S ,  i n  a c c o r d a n c e  w i t h  A S  3 8 . 0 6  a n d  A S  3 8 . 0 5 ,  t h e  

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

b o a r d ,  i n  w r i t i n g ,  c e r t a i n  F i n d i n g s  o r  D e t e r m i n a t i o n s  r e l a t i n g  •

t o  t h e  d i s p o s a l  o f  o i l  a n d  g a s  r o y a l t y  i n t e r e s t s  a n d  t h e  b o a r d  ;•
• •  • . *

h a s  r e c e i v e d  t h e  r e q u i r e d  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 ;  a n d  - ' *

S *. . • .
* * • •. • " ..1

W H E R E A S ,  t h e  b o a r d  m e m b e r s  h a d  t h e  o p p o r t u n i t y ’t o  r e v i e w  • - '* 

t h e  a g r e e m e n t ,  r e l a t e d  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  a n d  P u b l i c ' .  

T e s t i m o n y  d u r i n g  t h e  p e r i o d  F e b r u a r y  2 6 ,  1 9 8 2  u n t i l  M a r c h  2 5 ,  1 9 8 2 ; *

a n d  . -• *;

W H E R E A S ,  t h e  b o a r d  d i d ,  o n  M a r c h  2 5 ,  1 9 8 2 ,  m e e t  t o  d i s c u s s

x • • * • * 
t h e ' a g r e e m e n t , r e l a t e d  F i n d i n g s  a n d  D e t e r m i n a t i o n ,  a n d  P u b l i c

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

s t a t u t o r y  p u r p o s e  a n d  c r i t e r i a  s e t  f o r t h  i n  A S  3 8 . 0 6  a s  w e l l  a s  '-'* \



o i i c i e s "  as o u t l i n e d  m  t h e

• -

T H E R E F O R E ,  t h e  b o a r d  f i n d s  a s  f o l l o w s :  • **

a

Vv;.* . ■

1.

2.

'
t h a t  t h e  c o m m i s s i o n e r  , o f  n a t u r a l  r e s o u r c e s  h a s - f o l l o w e d  

t h e  b o a r d  p o l i c i e s  a n d  a p p l i c a b l e  s t a t u t e s  a n d  r e g u l a t i o n s ' g g |  

r e l a t i n g  t o  t h e  d i s p o s a l  o f  o i l  a n d  g a s  r o y a l t y  i n t e r e s t ' s
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g r e a t e r  t h a n  t h e  p r i c e  t h e  s t a t e  w o u l d  r e c e i v e  b y  t a k i n g  

t h i s  r o y a l t y  i n - v a l u e .  ' ‘ •

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

h a s  b e e n  o p e r a t i n g  i t s  r e f i n e r y  t o  p r o d u c e  p r o d u c t s  f o r
• ** . *. . • *

t h e  A l a s k a  m a r k e t  f o r  o v e r  1 2  y e a r s .  • 

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

i n  t h e  a g r e e m e n t .  •: * ‘ ... ;

t h a t  t h i s  a g r e e m e n t  i s  c o n s i s t e n t  w i t h  t h e  c r i t e r i a  V 

• o u t l i n e d  i n  A S  3 8 . 0 6 . 0 7 0 . .  •

(d)

( e )

( f )

A N D  T H E R E F O R E  B E  I T  R E S O L V E D  T H A T  t h e  A l a s k a  R o y a l t y  O i l  a n d . : . 
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T h e  H o n o r a b l e  J o e  L. H a y e s  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u ,  A K  9 9 8 1 1

D e a r  Mr. Speaker:

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18 o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  t w o  b i l l s  w h i c h  p r o v i d e  
l e g i s l a t i v e  a p p r o v a l  o f  r o y a l t y  o i l  c o n t r a c t s .  O n e  b i l l  
c o v e r s  t h e  c o n t r a c t  b e t w e e n  t h e  s t a t e  a n d  T e s o r o  A l a s k a  
P e t r o l e u m  C o m p a n y ,  a n d  t h e  o t h e r  b i l l  c o v e r s  t h e  c o n t r a c t  
b e t w e e n  t h e  s t a t e  a n d  D o y o n ,  Ltd.

T h e s e  c o n t r a c t s  a r e  d e s c r i b e d  i n  g r e a t  d e t a i l  i n  t h e  
2 3 8 - p a g e  " R e v i e w  o f  A l a s k a  R o y a l t y  O i l  P o l i c y  a n d  F i n d i n g s  
f o r  P r o p o s e d  D i s p o s i t i o n  o f  R o y a l t y  O i l , "  i s s u e d  b y  the 
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  o n  F e b r u a r y  26, 1982.
C o p i e s  o f  t h e s e  f i n d i n g s  a n d  a  1 4 - p a g e  s u m m a r y  o f  t h e s e  
f i n d i n g s  h a v e  p r e v i o u s l y  b e e n  m a d e  a v a i l a b l e  to  t h e  l e g i s­
l a t u r e  a n d  i n d i v i d u a l  l e g i s l a t o r s  f o r  r e v i e w .  T h e  D o y o n  
c o n t r a c t  s u b m i t t e d  f o r  a p p r o v a l  i s  a c o n t r a c t  r e f e r r e d  t o  in  
t h e  f i n d i n g s  a s  " D o y o n  I."

T h e s e  c o n t r a c t s  a r e  b e i n g  s u b m i t t e d  f o r  l e g i s l a t i v e  a p p r o v a l  
f o r  t w o  r e a s o n s .  F i r s t ,  a l t h o u g h  t h i s  a d m i n i s t r a t i o n  h a s  
a l w a y s  t a k e n  t h e  p o s i t i o n  t h a t  t h e  s t a t u t o r y  r e q u i r e m e n t  o f  
l e g i s l a t i v e  a p p r o v a l  o f  r o y a l t y  o i l  c o n t r a c t s  is u n c o n s t i­
t u t i o n a l  (AS 3 8 . 0 6 . 0 5 5 ) ,  as a m a t t e r  o f  c o m i t y  I h a v e  a l w a y s  
r e s p e c t e d  t h e  l e g i s l a t u r e ' s  d e s i r e  to h a v e  a d i r e c t  v o i c e  in  
m a j o r  d i s p o s a l s  o f  r o y a l t y  oil. T h e r e f o r e ,  t h e s e  c o n t r a c t s  
c o n t a i n  p r o v i s i o n s  r e q u i r i n g  ai p r o v a l  b y  t h e  l e g i s l a t u r e  
b e f o r e  t h e y  b e c o m e  e f f e c t i v e .  S e c o n d ,  t h e s e  b i l l s  w o u l d  
r a t i f y  t h e  a g r e e m e n t s  f o r  t h e  s a l e  o f  oi l .  T h i s  r a t i­
f i c a t i o n  w o u l d  c u r e  a n y  p r o c e d u r a l  d e f e c t  t h a t  m a y  h a v e  
o c c u r r e d  i n  t h e  p r o c e s s  o f  e n t e r i n g  i n t o  t h e s e  c o n t r a c t s .

A l t h o u g h  w e  b e l i e v e  t h a t  a l l  n e c e s s a r y  s t e p s  h a v e  b e e n  
t a k e n ,  t h e  s t a t u t e s  a n d  r e g u l a t i o n s  g o v e r n i n g  t h e  d i s p o s a l  
o f  r o y a l t y  o i l  r e p r e s e n t  o f t e n  c o n f l i c t i n g  d e s i r e s  a n d  
g o a l s ,  b o t h  p r o c e d u r a l  a n d  s u b s t a n t i v e .  F o r  e x a m p l e ,  e v e n
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• *- 4_ . • • i • • n • 1 , .if s t a t u t o r i l y  r e q u i r i n g  l e g i s l a t i v e  a p p r o v a l  w e r e  c o n s t i t u­
tional, t h e  p r e s e n t  s t a t u t e s  pro v id e,  o n  the o n e  hand, that 
t he l e g i s l a t u r e  is to a p p r o v e  the c o n t r a c t  b y  e n a c t i n g
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tional, t h e  p r e s e n t  s t a t u t e s  pro v id e,  o n  the o n e  hand, that 
t h e  l e g i s l a t u r e  is to a p p r o v e  t he c o n t r a c t  b y  e n a c t i n g  
l e g i s l a t i o n  (AC 3 8 . 0 6 . 0 5 5 ( a ) ) ,  but, o n  the o t h e r  hand, they 
a l s o  p r o v i d e  t h a t  a r e p o r t  o f  the R o y a l t y  B o a r d  "shall be 
s u b m i t t e d  for l e g i s l a t i v e  r e v i e w  a t  t he t i m e  o f  (sic) r e s o­
l u t i o n  f o r  l e g i s l a t i v e  a p p r o v a l  o f  a p r o p o s e d  d i s p o s i t i o n  of

a x s o  p r o v i d e  m a t  a r e p o r t  or tne R o y a l t y  B o a r d  "she 
s u b m i t t e d  for l e g i s l a t i v e  r e v i e w  a t  t he t i m e  o f  (sic) r e s o­
l u t i o n  f o r  l e g i s l a t i v e  a p p r o v a l  o f  a p r o p o s e d  d i s p o s i t i o n  of 
r o y a l t y  o i l  a n d  gas is i n t r o d u c e d  i n  the l e g i s l a t u r e "  (AS 
3 8 . 0 6 . 0 7 0 ( c ) ) .  S i n c e  l e g i s l a t i v e  a p p r o v a l  is r e q u i r e d 
a n y w a y  as a m a t t e r  o f  c o n t r a c t ,  I b e l i e v e  i t  o n l y  p r u d e n t  to
3 8 . 0 6 . 0 7 0 ( c ) ) .  S i n c e  l e g i s l a t i v e  a p p r o v a l  is r e q u i r e d 
a n y w a y  as a m a t t e r  of c o n t r a c t ,  I b e l i e v e  i t  o n l y  p r u d e n t  to 
p r e s e n t  t h e s e  c o n t r a c t s  for l e g i s l a t i v e  a p p r o v a l  a n d  r a t i­
f i c a t i o n  a t  t hi s time.

A \  —

. H a m m o n d  
n o r
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Introduced: 3/29/82
Referred: Special Gas Pipeline
Committee and Finance

'

BY THE RULES COMMITTEE BY 
REQUEST OF THE GOVERNORIN THE HOUSE

HOUSE BILL NO. 888

-1- HB 888

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil 

between the State of Alaska and Tesoro Alaska Petroleum Company" (dated

February 26, 1982) is hereby approved and ratified.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.- 

10.070(c).

State of Alaska to the Tesoro Alaska Petroleum Company;

and providing for an effective date,

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

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWELFTH LEGISLATURE - SECOND SESSION
'

A BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the



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

OFFICE OF THE GOVERNOR 
J t j n e a u

M a r c h  29, 1 9 8 2

T h e  H o n o r a b l e  J o e  L. H a y e s  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u ,  A K  9 9 8 1 1  

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

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18 o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  t w o  b i l l s  w h i c h  p r o v i d e  
l e g i s l a t i v e  a p p r o v a l  o f  r o y a l t y  o i l  c o n t r a c t s .  O n e  b i l l  
c o v e r s  t h e  c o n t r a c t  b e t w e e n  t h e  s t a t e  a n d  T e s o r o  A l a s k a  
P e t r o l e u m  C o m p a n y ,  a n d  t h e  o t h e r  b i l l  c o v e r s  t h e  c o n t r a c t  
b e t w e e n  t h e  s t a t e  a n d  D o y o n ,  Lt d .

T h e s e  c o n t r a c t s  a r e  d e s c r i b e d  i n  g r e a t  d e t a i l  i n  t h e  
2 3 8 - p a g e  " R e v i e w  o f  A l a s k a  R o y a l t y  O i l  P o l i c y  a n d  F i n d i n g s  
f o r  P r o p o s e d  D i s p o s i t i o n  of  R o y a l t y  O i l , "  i s s u e d  b y  t h e  
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  o n  F e b r u a r y  26, 1982.
C o p i e s  o f  t h e s e  f i n d i n g s  a n d  a 1 4 - p a g e  s u m m a r y  o f  t h e s e  
f i n d i n g s  h a v e  p r e v i o u s l y  b e e n  m a d e  a v a i l a b l e  t o  t h e  l e g i s­
l a t u r e  a n d  i n d i v i d u a l  l e g i s l a t o r s  f o r  r e v i e w .  T h e  D o y o n  
c o n t r a c t  s u b m i t t e d  f o r  a p p r o v a l  is a c o n t r a c t  r e f e r r e d  to i n  
th e  f i n d i n g s  as " D o y o n  I."

T h e s e  c o n t r a c t s  a r e  b e i n g  s u b m i t t e d  f o r  l e g i s l a t i v e  a p p r o v a l  
f o r  t w o  r e a s o n s .  F i r s t ,  a l t h o u g h  t h i s  a d m i n i s t r a t i o n  h a s  
a l w a y s  t a k e n  t h e  p o s i t i o n  t h a t  t h e  s t a t u t o r y  r e q u i r e m e n t  o f  
l e g i s l a t i v e  a p p r o v a l  o f  r o y a l t y  o i l  c o n t r a c t s  is  u n c o n s t i­
t u t i o n a l  (AS 3 8 . 0 6 . 0 5 5 ) ,  a s  a m a t t e r  o f  c o m i t y  I h a v e  a l w a y s  
r e s p e c t e d  t h e  l e g i s l a t u r e ' s  d e s i ce to  h a v e  a d i r e c t  v o i c e  i n  
m a j o r  d i s p o s a l s  o f  r o y a l t y  oil. T h e r e f o r e ,  t h e s e  c o n t r a c t s  
c o n t a i n  p r o v i s i o n s  r e q u i r i n g  a p p r o v a l  b y  t h e  l e g i s l a t u r e  
b e f o r e  t h e y  b e c o m e  e f f e c t i v e .  S e c o n d ,  t h e s e  b i l l s  w o u l d
r a t i f y  t h e  a g r e e m e n t s  f o r  t h e  s a l e  o f  oi l .  T h i s  r a t i­
f i c a t i o n  w o u l d  c u r e  a n y  p r o c e d u r a l  d e f e c t  t h a t  m a y  h a v e  
o c c u r r e d  i n  t h e  p r o c e s s  o f  e n t e r i n g  i n t o  t h e s e  c o n t r a c t s .

A l t h o u g h  w e  b e l i e v e  t h a t  all n e c e s s a r y  s t e p s  h a v e  b e e n  
t a k e n ,  t h e  s t a t u t e s  a n d  r e g u l a t i o n s  g o v e r n i n g  t h e  d i s p o s a l  
o f  r o y a l t y  o i l  r e p r e s e n t  o f t e n  c o n f l i c t i n g  d e s i r e s  a n d
g o a l s ,  b o t h  p r o c e d u r a l  a n d  s u b s t a n t i v e .  F o r  e x a m p l e ,  e v e n
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if s t a t u t o r i l y  r e q u i r i n g  l e g i s l a t i v e  a p p r o v a l  w e r e  c o n s t i t u­
tional, t h e  p r e s e n t  s t a t u t e s  pr ov id e , o n  the o n e  hand, that 
th e l e g i s l a t u r e  i s  to a p p r o v e  the c o n t r a c t  b y  e n a c t i n g

.

l e g i s l a t i o n  (AS 3 8 . 0 6 . 0 5 5 ( a ) ) ,  but, o n  t he o t h e r  hand, they 
a ls o p r o v i d e  t h a t  a r e p o r t  o f  th e R o y a l t y  B o a r d  "shall be 
s u b m i t t e d  for l e g i s l a t i v e  r e v i e w  a t  the t i m e  of (sic) r e s o­
lu t i o n  f o r  l e g i s l a t i v e  a p p r o v a l  o f  a p r o p o s e d  d i s p o s i t i o n  of  
r o y a l t y  o i l  a n d  gas  is i n t r o d u c e d  in the l e g i s l a t u r e "  (AS 
3 8 . 0 6 . 0 7 0 ( c ) ) .  S i n c e  l e g i s l a t i v e  a p p r o v a l  is r e q u i r e d  
a n y w a y  as a m a t t e r  of c o n t r a c t ,  I b e l i e v e  i t  o n l y  p r u d e n t  to 
p r e s e n t  t h e s e  c o n t r a c t s  for l e g i s l a t i v e  a p p r o v a l  a n d  r a t i­
fi c a t i o n  a t  t h i s  time.

. H a m m o n d  
n o r



H o u s e  o f  R e p r e s e n t a t i v e s

Office of The Majority Leader

■ ‘7»Vu.

Pouch V  
State Capitol

Official Business

April 7, 1982 

MEMORANDUM 

TO: A1 Adams
Finance Committee Chairman

FROM:

SUBJECT:

Rick Halford
House Special Gas Pipeline Canmittee Chairman

0 Fiscal Note for HB 888

The House Special Gas Pipeline Camd tt e e has moved HB 888 "An Act 
relating to the sale of royalty oil by the state of Alaska to the Tesoro 
Alaska Petroleum Company: and providing for an effective date." - with a 
0 Fiscal Note.

However, the Carmissioner of Natural Resources has assured this 
Canmittee that he will forward to your Canmittee, an extensive detailed 
fiscal analysis to accompany the 0 Fiscal Note, for your review and 
consideration.



D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

C o m m i s s i o n e r ' s  O f f i c e

M a r c h  15, 1 9 8 2
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T h e  S t a t e  h a s  e x e c u t e d  t w o  s e p a r a t e  a n d  m u t u a l l y  e x c l u s i v e  

c o n t r a c t s  w i t h  D o y o n  L t d .  D o y o n  c o n t r a c t  #1 is f o r  t h e  s a l e  

o f  1 0 . 6 7 7 %  o f  t h e  S t a t e ' s  P r u d h o e  B a y  r o y a l t y  p r o d u c t i o n  

( a p p r o x i m a t e l y  1 9 , 0 0 0  b/d) f o r  a 12 y e a r  t e r m  a t  t h e  i n­

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

c o n t i n g e n t  o n  t h e  c o n s t r u c t i o n  o f  a m a j o r  n e w  r e f i n e r y  a t  

F a i r b a n k s  b y  D e c e m b e r  o f  1 9 8 3  a n d  t h e  m a r k e t i n g  o f  p r o d u c t s  

t h e r e f r o m .  If t h e  r e f i n e r y  is n o t  o p e r a t i n g  b y  t h a t  t i m e ,  

t h e  c o n t r a c t  a u t o m a t i c a l l y  t e r m i n a t e s .  D o y o n  is r e q u i r e d  t o  

p r o c e s s  t h e  r o y a l t y  o i l  a t  t h e  F a i r b a n k s  r e f i n e r y  a n d  t o  u s e ’ 

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

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

t h e  v o l u m e  t a k e n  u p  t o  t h e  m a x i m u m  v o l u m e ,  a n d  m a y  t e r m i n a t e  

t h e  c o n t r a c t  o n  n i n e  monv.hs n o t i c e .  T h e  r e s e r v a t i o n  f e e  

s y s t e m ,  a c o m m o n  f e a t u r e  o f  allu t h e  c o n t r a c t s ,  is d e f e r r e d  

f o r  f o u r  y e a r s  as a c o n c e s s i o n  t o  D o y o n ' s  s t a t u s  a s  a n e w  

r e f i n e r y  e n t e r i n g  a n  e x i s t i n g  m a r k e t .  T h e  1 0 . 6 7 7 %  f i g u r e  

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

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

( a r o u n d  4 8 , 0 0 0  b / d ) , o n  t h e  a s s u m p t i o n  t h a t  t h e  S t a t e  w i l l  

t a k e  b a c k  t h e  r e t u r n  o i l  a n d  r e s e l l  i t  t o  a n o t h e r  Purchase->- 

( C h e v r o n ) . If t h e  S t a t e  d o e s  n o t  t a k e  t h e  r e t u r n  o i l ,  t h e  

s a l e  w o u l d  b e  f o r  2 6 . 6 6 7 %  (the f u l l  r e f i n e r y  c h a r g e ) ,  a n d  

D o y o n  w o u l d  b e  r e s p o n s i b l e  f o r  d i s p o s i n g  o f  t h e  r e t u r n  o i l .

- 2 -
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A  c o n t r a c t  h a s  n o t  y e t  b e e n  c o n s u m m a t e d  b y  t h e  S t a t e  w i t h  

C h e v r o n  U S A .  H o w e v e r ,  t h e  S t a t e  h a s  m a d e  a f i r m  o f f e r  t o  

C h e v r o n  f o r  t h e  s a l e  o f  2 0 . 2 6 7 %  o f  t h e  S t a t e ' s  P r u d h o e  B a y  

r o y a l t y  o i l  ( a b o u t  3 8 , 0 0 0  b/d) f o r  12 y e a r s  a t  t h e  i n - v a l u e  

p r i c e .  A b o u t  1 8 , 0 0 0  b / d  w o u l d  b e  p r o c e s s e d  a t  C h e v r o n ' s  

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

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

t o  m a r k e t  i n - s t a t e .  T h e  o t h e r  2 0 , 0 0 0  b / d  w o u l d  b e  p r o c e s s e d  

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

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

a v i a t i o n  g a s o l i n e )  .

.

Ch(;vron w o u l d  b e  r e q u i r e d  t o  e v a l u a t e  b o t h  e x p a n s i o n  o f  i t s  

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

f a c i l i t i e s  i n  W e s t e r n  A l a s k a .  I n  t h e  c a s e  o f  a W e s t  C o a s t  

c r u d e  s h o r t a g e ,  C h e v r o n  w o u l d  h a v e  t o  m e e t  A l a s k a  p r o d u c t  

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

s u p p l y  a t  c o m p e t i t i v e  p r i c e s  a l l  l o c a l  A l a s k a  m a r k e t s  in  

• w h i c h  i t  i s  t h e  s o l e  s u p p l i e r .  F u r t h e r ,  C h e v r o n  w o u l d  g r a n t  

t o  t h e  S t a t e  a n  o p t i o n  to p u r c h a s e  u p  t o  4 0 0 , 0 0 0  t o n s  a n n u a l l y  

o f  p e t r o l e u m  c o k e .  If t h e  c o k e  w a s  u n a v a i l a b l e  b e c a u s e  of 

e x i s t i n g  c o n t r a c t u a l  c o m m i t m e n t s ,  C h e v r o n  w o u l d  b e  r e q u i r e d  

t o  a s s i s t  t h e  S t a t e  i n  l o c a t i n g  o t h e r  s u p p l i e s .  .T h e  o p t i o n
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I. S u m m a r y  of P r o p o s e d  C o n t r a c t s

. ' V  : '/'• ■' • .. .• X  -K ' • . . / .W  .. :
, . . |  • ' .

T E S O R O  A L A S K A  P E T R O L E U M
• ■. ■ . i. i  ;  ■ *# -i * v ** ' . .  - . ’  >

■.

T h e  c o n t r a c t  w i t h  T e s o r o  A l a s k a  P e t r o l e u m  is for the sale of 

2 4 . 5 3 3 %  o f  t h e  S t a t e ' s  p r u d h o e  Bay. r o y a l t y  oil (about 46,000 

b/d) f o r  a 12 y e a r  t e r m  a t  t h e  i n - v a l u e  price. T e s o r o  is 

r e q u i r e d  to p r o c e s s  the r o y a l t y  o i l  in its N i k i s k i  r e f i n e r y  

a n d  u s e  its b e s t  e f f o r t s  to m a r k e t  the p r o d u c t s  in-state. 

E x c h a n g e s  o f  r o y a l t y  oil for o t h e r  c r u d e  ( r ecognizi ng the 

l i m i t e d  a b i l i t y  of its r e f i n e r y  to r u n  ANS crude) is p e r­

m i t t e d  p r o v i d e d  th e e x c h a n g e s  are of equal value. D e d u c t e d

f r o m  t h e  4 6 , 0 0 0  b / d  is t h e  a m o u n t  o f  C o o k  I n l e t  r o y a l t y

c r u d e  T e s o r o  r e c e i v e s  at any t i m e  f r o m  its e x i s t i n g  c o n t r a c t  

w i t h  t h e  State. T e s o r o  a g r e e s  to c o n t i n u e  to e v a l u a t e  the 

p o s s i b i l i t y  of e x p a n d i n g  its r e f i n e r y ,  i n c l u d i n g  the c o n­

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

an o p t i o n  o n  all r e s i d u a l  o i l  p r o d u c t s  (including a n y  p e t r o -  

.leum coke) p r o d u c e d  f r o m  the N i k i s k i  re fin e r y .  T e s o r o  m a y

v a r y  t h e  v o l u m e  t a k e n  at a n y .t i m e  u p  t o  the m a x i m u m  volume,

b u t  p a y s  a r e s e r v a t i o n  fee o n  t h e  p o r t i o n  unused. The 

c o n t r a c t  m a y  be t e r m i n a t e d  o n  n i n e  m o n t hs' n o t i c e  b y  Tesoro.

. •
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■
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T h e  S t a t e  h a s  e x e c u t e d  t w o  s e p a r a t e  and m u t u a l l y  e x c l u s i v e

■
c o n t r a c t s  w i t h  D o y o n  Ltd. D o y o n  c o n t r a c t  #1 is f o r  t h e  sale

. ■ . . . f t  : . ■ ■ •
of 1 0 . 6 7 7 %  of t h e  S t a t e ' s  P r u d h o e  B a y  r o y a l t y  p r o d u c t i o n

‘ .

( a p p r o x i m a t e l y  19,000 b/d) f o r  a 12 y e a r  t e r m  at t h e  i n­

v a l u e  p r i c e .  D e l i v e r i e s  o f  a n y  o i l  u n d e r  this c o n t r a c t  are

c o n t i n g e n t  o n  the c o n s t r u c t i o n  o f  a m a j o r  n e w  r e f i n e r y  at 

F a i r b a n k s  b y  D e c e m b e r  of 1 9 8 3  a n d  t h e  m a r k e t i n g  of p r o d u c t s  

t h e r e f r o m .  If the r e f i n e r y  is n o t  o p e r a t i n g  b y  t h a t  time, 

t h e  c o n t r a c t  a u t o m a t i c a l l y  t e r m i n a t e s .  D o y o n  is r e q u i r e d  to 

p r o c e s s  t h e  r o y a l t y  oil at t h e  F a i r b a n k s  r e f i n e r y  and t o  use' 

its b e s t  e f f o r t s  to m a r k e t  t h e  p r o d u c t s  in-state. The S tate 

r e t a i n s  a n  o p t i o n  on all r e s i d u a l  p r o d u c t s .  D o y o n  m a y  v a r y  

t h e  v o l u m e  t a k e n  u p  to the m a x i m u m  v o l u m e ,  a nd m a y  t e r m i n a t e  

t h e  c o n t r a c t  o n  n i n e  m o n t h s  n o t ice . The r e s e r v a t i o n  fee 

sy s t e m ,  a c o m m o n  f e a t u r e  of all t h e  contr a c t s ,  is d e f e r r e d  

f o r  f o u r  y e a r s  as a c o n c e s s i o n  t o  D o y o n ' s  status as a n e w  

r e f i n e r y  e n t e r i n g  an e x i s t i n g  m a r k e t .  T h e  1 0 . 6 7 7 %  f i g u r e  

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

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

( a r o u n d  4 8 , 0 0 0  b/d), on the a s s u m p t i o n  t h a t  t h e  S t a t e  w i l l  

t a k e  b a c k  t h e  r e t u r n  o i l  a n d  r e s e l l  it to a n o t h e r  P u r c h a s e r  

( C h e v r o n ) . If the S t a t e  d o e s  n o t  t a k e  t h e  r e t u r n  oil, t he 

s a l e  w o u l d  b e  f o r  2 6 . 6 6 7 %  (the ful l r e f i n e r y  ch arge), a n d  

D o y o n  w o u l d  b e  r e s p o n s i b l e  f o r  d i s p o s i n g  of the r e t u r n  oil.
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| In t h e  e v e n t  D o y o n  a c q u i r e s  a c o n t r o l l i n g  i n t e r e s t  in the
r

| M a p c o  r e f i n e r y  p r i o r  to M a y  1, 1982, D o y o n  c o n t r a c t  #1 g o e s

o u t  of e x i s t e n c e  a n d  the D o y o n .c o n t r a c t  #2 continues. If

D o y o n  s h o u l d  a c q u i r e  M a p c o ' s  p l a n t  a t  a l a t e r  date, it m u s t

e l e c t  t o  e i t h e r  c o n t i n u e  D o y o n  c o n t r a c t  #1 or ta ke the 

e x i s t i n g  M a p c o  c o n t rac t. H o w e v e r ,  D o y o n  m a y  take the M a p c o  

v o l u m e  u n d e r  t h e  D o y o n  c o n t r a c t  #1 (with the m a x i m u m  v o l u m e  

n o t  to e x c e e d  its t o t a l  .Fairbanks r e f i n i n g  capacity) u n d e r  

l i m i t e d  c i r c u m s t a n c e s ,  b u t  it m u s t  s t i l l  b u i l d  a n e w  Refinery.

D o y o n  c o n t r a c t  #2 is for the s a l e  of 9.067% of the S t a t e ' s  

P r u d h o e  B a y  r o y a l t y  p r o d u c t i o n  (about 1 7 , 000 b/d) for a 12 

y e a r  t e r m  a t  t h e  i n - v a l u e  p rice, o n  the a s s u m p t i o n  t h a t  

D o y o n  a c q u i r e s  a c o n t r o l l i n g  i n t e r e s t  in the M a p c o  r e f i n e r y  

and c o n t r a c t  p r i o r  to M a y  1, 1982 (in w h i c h  c a s e  the D o y o n  

c o n t r a c t  #1 e x p i r e s ) .  -The v o l u m e  s o l d  u n d e r  this contract, 

w h e n  c o m b i n e d  w i t h  the v o l u m e  c o m m i t t e d  u n d e r  the e x i s t i n g  

M a p c o  c o n t r a c t ,  e q u a l s  the g r o s s  r e f i n e r y  c h a r g e  of the 

e x i s t i n g  F a i r b a n k s  refinery. T h e  c o n c e s s i o n s  g r a n t e d  D o y o n  

u n d e r  c o n t r a c t  #1 in r e c o g n i t i o n  o f ' t h e i r  s tatus as a n e w  

e n t r a n t  a r e  n o t  i n c l u d e d  in c o n t r a c t  #2 s i n c e  t h e y  w o u l d  be 

s u p p l a n t i n g  M a p c o  as the o w n e r  of t h e  e x i s t i n g  F a i r b a n k s  

r e f i n e r y .  T h e  S ' a t e  r e t a i n s  an o p t i o n  o n  all r e s i d u a l  

p r o d u c t s ,  a n d  h a s  an o p p o r t u n i t y  to g a i n  a c c e s s  to t h e’ 

r e t u r n  o i l  f o r  r e s a l e  to a d o w n s t r e a m  purchaser'.



A  c o n t r a c t  h a s  n o t  y e t  b e e n  c o n s u m m a t e d  b y  the S t a t e  w i t h

. . ' *•••;: • ■ v. ■ •. '■?.
C h e v r o n  USA. H o w e v e r ,  the S t a t e  h a s  m a d e  a f i r m  o f f e r  to 

C h e v r o n  f o r  t h e  sale of 2 0 .267% of t h e  S t a t e ' s  P r u d h o e  B a y

r o y a l t y  o i l  (about 3 8 , 0 0 0  b/d) f o r  12 y e a r s  at the i n - v a l u e

■
price. A b o u t  1 8 , 0 0 0  b / d  w o u l d  b e  p r o c e s s e d  at C h e v r o n ' s  

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

( i n c l u d i n g  asphalt) w h i c h  C h e v r o n  m u s t  u s e  its b e s t  e f forts 

to m a r k e t  i n - s t a t e .  The o t h e r  2 0 , 0 0 0  b / d  w o u l d  be p r o c e s s e d  

b y  C h e v r o n  in C a l i f o r n i a  and r e t u r n e d  to A l a s k a  as f i n i s h e d  

p r o d u c t s  i n  t h e  f o r m  of a s p e c i f i e d  p r o d u c t s  s l a t e  ( incl uding 

a v i a t i o n  g a s o l i n e ) .

. .

C h e v r o n  w o u l d  b e  r e q u i r e d  to e v a l u a t e  b o t h  e x p a n s i o n  of its 

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

f a c i l i t i e s  i n  W e s t e r n  Alas ka. In t h e  c a s e  of a W e s t  C o a s t  

c r u d e  s h o r t a g e ,  C h e v r o n  w o u l d  h a v e  to m e e t  A l a s k a  p r o d u c t  

r e q u i r e m e n t s  first. C h e v r o n  v/ould a l s o  h a v e  t o  c o n t i n u e  to 

s u p p l y  a t  c o m p e t i t i v e  p r i c e s  a l l  l o c a l  A l a s k a  m a r k e t s  in 

w h i c h  i t  is the sole supplier. F u r t h e r ,  C h e v r o n  w o u l d  g r a n t  

t o  the S t a t e  an o p t i o n  to p u r c h a s e  u p  to 4 0 0 , 0 0 0  tons a n n u a l l y  

o f  p e t r o l e u m  coke. If the c o k e  w a s  u n a v a i l a b l e  b e c a u s e  of' 

e x i s t i n g  c o n t r a c t u a l  c o m m i t m e n t s ,  C h e v r o n  w o u l d  be r e q u i r e d  

to a s s i s t  t h e  S t a t e  in l o c a t i n g  o t h e r  s u p p l i e s .  .The o p t i o n



:

w o u l d  be
■ .

•ignable b y
I

AlasJ<A l a s k a  coal.

.

O t h e r  p r o v i s i o n s  o f  t h e  C h e v r o n  c o n t r a c t  are s i m i l a r  to the 

T e s o r o  c o n t r a c t .
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S t i l l  U n d e r  C o n s i d e r a t i o n :

S U N E E L  A L A S K A

S u n e e l  A l a s k a  h a s  r e q u e s t e d  u p  to 1 5 , 0 0 0  b / d  of r o y a l t y  oil 

for 10 y e a r s  t o  be. u s e d  to e x c h a n g e  for p e t r o l e u m  coke for 

b l e n d i n g  w i t h  A l a s k a  c o a l  e x p o r t e d  t o  K o r e a  f r o m  the U s i b e l l i  

M i n e  in Healy. T h e  D e p a r t m e n t  is d e t e r m i n i n g  w h e t h e r  a sale 

of r o y a l t y  o i l  t o  S u n e e l  is n e c e s s a r y  a n d  u.n the S t ate's 

i n t e r e s t ,  o r  w h e t h e r  e n h a n c e m e n t  of A l a s k a  c o a l  e x p o r t s  can 

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

b y  t h e  S t a t e  o n  p e t r o l e u m  c o k e  f r o m  a n o t h e r  p a r t y  (assignable 

to a n y  A l a s k a  c o a l  exporter ) or b y  o t h e r  a r r a n g e m e n t s  for 

p r o c u r i n g  suppli es.

P R O V I D E N T / K O D I A K  I N D U S T R I E S

Provident, h a s  r e q u e s t e d  u p  t o  5 0 , 0 0 0  b / d  for 20 y e a r s  to be 

u s e d  in a r e f i n e r y  to b e  c o n s t r u c t e d  in A r i z o n a .  N o  i n t e r i m



h o o d  of

in  a

t h e  r e f i n e r y ,  

s h a r e

n o t  in t h e  S t a t e ' s  i n t e r e s t  t o  m a k e  t h e  s a l e  a b s e n t  a 

s u b s t a n t i a l  p r e m i u m .  F u t h e r m o r e ,  t h e  S t a t e  m u s t  assess the 

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

II. S o l i c i t a t i o n  a n d  R o y a l t y  Oil A v a i l a b l e

T h e  i n i t i a l  s o l i c i t a t i o n  for this d i s p o s a l  w a s  i s s u e d  oh 

F e b r u a r y  6, 1981, a n d  w a s  l a t e r  a m e n d e d  o n  J u l y  31, 1981.

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

fo r  i n - s t a t e  p r o c e s s i n g ,  i n - s t a t e  s u p p l y  o f  p e t r o l e u m  pro ducts, 

o r  o t h e r  p r o p o s a l s  in the b e s t  i n t e r e s t s  of the State. 

T w e n t y - s e v e n  c o m p a n i e s  r e s p o n d e d  p r i o r  to t h e  S e p t e m b e r  1,

1 9 8 1  d e a d l i n e .  T h e  p r o p o s a l s  g e n e r a l l y  f e l l  i n t o  t h r e e  • 

c a t e g o r i e s :  i n - s t a t e  p r o c e s s i n g ,  e x p o r t  w i t h  s u p p l y  of

p r o d u c t s  b a c k  t o  t h e  State, a n d  s t r i c t l y  e x p o r t  (.in some 

c a s e s  w i t h  a n c i l l a r y  b e n e f i t s  to t h e  S t a t e ) .

A l l  o f  t h e  S t a t e ' s  r o y a l t y  oil f r o m  P r u d h o e  B a y  a n d  K u p a r u k  *
%

( a p p r o x i m a t e l y  1 9 7 , 5 0 0  b / d  at c u r r e n t  p r o d u c t i o n  levels) w a s

- 6 -



• a v a i l a b l e  for s a l e  t h r o u g h  this s o l i c i t a t i o n

II I. P r o c e d u r e s

I n i t i a l  m e e t i n g s  w e r e  h e l d  w i t h  e a c h  c o m p a n y  in O c t o b e r  to 

r e v i e w  t h e i r  p r o p o s a l s .  L e t t e r s  w e r e  s e n t  to e a c h  c o m p a n y  

s e t t i n g  f o r t h  t h e  b a s i c  c r i t e r i a  to b e  u s e d  b y  the S t a t e  in 

e v a l u a t i n g  p r o p o s a l s .  T h e  S t a t e  a l s o  r e v i s e d  its s t a n d a r d  

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

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

anism. A f t e r  c o n s u l t a t i o n  w i t h  the R o y a l t y  B o ard, an i n i tia l 

r o u n d  of e l i m i n a t i o n s  t o o k  p l a c e  in w h i c h  the p r o p o s a l s  of 

t h e  f o l l o w i n g  c o m p a n i e s  w e r e  rejected: A  R u d d y  P e t i n a  oil

C o m p a n y ,  A l a s k a  I n t e r i o r  R e s o u r c e s  C o m p a n y ,  A l a s k a  Oil 

C o m p a n y ,  A m e r i c a n  M i n i n g  a n d  M a n u f a c t u r i n g  C orp.,  A m o c o  

S u p p l y  a n d  T r a d i n g  C o m p a n y ,  A r c o  P e t r o l e u m  P r o d u c t s  Company, 

A s h l a n d  P e t r o l e u m  C o m p a n y ,  E x x o n  C o m p a n y ,  K o n i a g ,  Inc., and 

S o h i o  A l a s k a  P e t r o l e u m  Compan y.

■ . . I . ■ ■ . ■ ' , ' . ... -

15% o f  S t a t e  r o y a l t y  p r o d u c t i o n  c o m m i t t e d  to M a p c o  A l a s k a  

*
a n d  G o l d e n  V a l l e y  E l e c t r i c  A s s o c i a t i o n  under' t h e i r  1978

. m

-V,; -.-.W

c o n t r a c t s .  C o o k  I n l e t  r o y a l t y  c r u d e  o i l  i s  c o m m i t t e d  t o

. . / ■ ■■

T e s o r o  A l a s k a  P e t r o l e u m  (. a p p r o x i m a t e l y  9,000 b / d ) .  T h e

-

s t a t u t e s  g o v e r n i n g  r o y a l t y  o i l  sa les are A S  3 8 . 0 5 . 1 8 2 - 1 8 3

a n a  A S  38.06.
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N e g o t i a t i o n s  c o n t i n u e d  t h r o u g h  D e c e m b e r  a n d  J a n uary. D ur ing

'
t h e  c o u r s e  of t h e  n e g o g i a t i o n s , t h e  f o l l o w i n g  c o m p a n i e s

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

P a c i f i c  O i l  a n d  R e f i n i n g ,  A m e r a d a  Hess, A m e r i c a n  M e x i c a n  

P e t r o l e u m  C orp ., D o w  C h e m i c a l  C o m pany, N o r t h w e s t  Holdings, 

N i k i s k i  O f f s h o r e ,  S e a l a s k a ,  T a n a n a  V a l l e y  R e f i n i n g ,  T o s c o  

C o r p o r a t i o n  a n d  U n i o n  Oil.

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

r e a c h e d  w i t h  M a p c o  A l a s k a  a n d  Shell O i l  C o m pany.

T h e  D e p a r t m e n t  c o n s u l t e d  w i t h  t h e  R o y a l t y  B o a r d  a t  e a c h  

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

T h e  D e p a r t m e n t  h a s  s u b m i t t e d  t h r e e  c o n t r a c t s  to t h e  R o y a l t y  

B o a r d  as of F e b r u a r y  26, w h i c h  w i l l  be f o r w a r d e d  to the 

L e g i s l a t u r e  w i t h  t h e  B o a r d ' s  r e c o m m e n d a t i o n  a f t e r  p u b l i c  

h e a r i n g s  a r e  c o n d u c t e d  on M a r c h  15-16. O n e  of the c o n t r a c t s  

is w i t h  T e s o r o  A l a s k a  P e t r o l e u m  and two are w i t h  D oyon, Ltd. 

N e g o t i a t i o n s  a r e  c o n t i n u i n g  w i t h  C h e v r o n  USA, a n d  an a g r e e­

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

sessi o n .  T h e  D e p a r t m e n t  is s t i l l  c o n t i n u i n g  d i s c u s s i o n s  

w i t h  S u n e e l  a n d  w i t h  P r o v i d e n t / K o d i a k .  I n d u s t r i e s ,  b u t  has 

n o t  y e t  d e t e r m i n e d  w h e t h e r  a sale to e i t h e r  o f  t h o s e  p a r t i e s  

is i n  t h e  b e s t  i n t e r e s t  o f  t h e  State.

- 8 -



• ^ ‘n d  S a l e s  o n  S t a t e  R e v e n u e s

I n  c o n j u n c t i o n  w i t h  t h i s  d i s p o s i t i o n ,  t h e  D e p a r t m e n t  r e v i e w e d  

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

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

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

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

k i n d  t a k i n g  o f  r o y a l t y  o i l  (as o p p o s e d  t o  l e a v i n g  i t  i n ­

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

a d v e r s e  i m p a c t  o n  t h e  S t a t e  o f  A l a s k a ' s  r e v e n u e  r e c e i p t s  i n  

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

T h e  b a s i s  f o r  t h e  c a l c u l a t i o n  o f  State*, s e v e r a n c e  t a x e s  a n d  

r o y a l t y  r e c e i p t s  i s  t h e  p r i c e  r e c e i v e d  b y  t h e  N o r t h  S l o p e  

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

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

s a l e s  p r i c e ,  l e a v i n g  a  " n e t b a c k "  o r  " w e l l h e a d "  p r i c e ;  t h e  • 

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

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

m a d e .  If t h e  S t a t e  l e a v e s  i t s  r o y a l t y  o i l  i n - v a l u e  t o  b e
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m a r k e t e d  by

,  ; ■ .

f r o y a l t y  o i l

■ ■ ■

m e

k.

p r o d u c e r s /  t h e i r  d i s p o s i t i o n  of 

is i n c l u d e d  in t h e  c a l c u l a t i o n .  C o n v e r s e l y ,  a n y  r o y a l t y  oil 

t a k e n  i n - k i n d  b y  t h e  S t a t e  is d e l e t e d  f r o m  t h e  c a l c u l a t i o n  

of t h e  w e i g h t e d  a v e r a g e  f i e l d  price.

■7 ■

A N S  c r u d e  o i l  is s o l d  b y  t h e  p r o d u c e r s  b o t h  in t h e  W e s t  

C o a s t  a n d  G u l f  C o a s t  m a r k e t s ;  a b o u t  8 5 0,00 0 b / d  of t h e

1 , 6 0 0 , 0 0 0  b / d  of A N S  c u r r e n t l y  b e i n g  p r o d u c e d  goes t o  the 

W e s t  C o ast, w i t h  t h e  r e m a i n d e r  m a r k e t e d  in t h e  Gulf. The 

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

c h a r a c t e r i s t i c s  of t h e  W e s t  C o a s t  m a r k e t ,  w h i c h  h a v e  t r a d i­

t i o n a l l y  c a u s e d  t h e  n e t b a c k  p r i c e  f r o m  W e s t  C o a s t  sa les to 

be s i g n i f i c a n t l y  higher- (as m u c h  as $3 p e r  barrel), t h a n  for 

s a l e s  in t h e  G u l f  o f  M e x i c o .  C o n s e q u e n t l y ,  W e s t  C o a s t  sales 

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

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

s a l e s  in t h e  G u l f  Coast.

If t h e  S t a t e  t a k e s  r o y a l t y  o i l  i n - k i n d  a n d  m a k e s  s a l e s  w h i c h  

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

b e  t h e  c a s e  for s a l e s  to i n - s t a t e  r e f i n e r s  and s u p p l i e r s ) , 

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

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

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

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

p a y m e n t s .  W e r e  t h e  S t a t e  to t a k e  all o f  its n e a r l y  2 0 0 , 0 0 0
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. b / d  i n - k i n d  a n d  m a k e  sales c o m p r i s e d  e n t i r e l y  o f  W e s t  C o a s t  

p l a c e m e n t s ,  t h e  S t a t e  c o u l d  l o s e  in e x c e s s  of $10 m i l l i o n

;t;v

V,

a n n u a l l y  a t  t h e  c u r r e n t  W e s t  C o a s t / G u l f  C o a s t  n e t b a c k  p r i c e  

d i f f e r e n t i a l .

T h e r e  are, h o w e v e r ,  s e v e r a l  f a c t o r s  w h i c h  m i t i g a t e  a g a i n s t  

t h i s  p o t e n t i a l  loss. F i r s t ,  t h e  S t a t e  is n o t  p r o p o s i n g  to 

t a k e  a l l  o f  i t s  r o y a l t y  'oil i n - k i n d ,  b u t  r a t h e r  a m a x i m u m  of 

a b o u t  1 3 0 , 0 0 0  b / d  o u t  o f  its 1 9 7 , 5 0 0  b / d  total. Second, not 

all of t h e  b a r r e l s  s o l d  p u r s u a n t  t o  t h e  c o n t r a c t s  r e s u l t i n g  

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

C o a s t  s a l e s  b y  t h e  p r o d u c e r s .  Third, t h e r e  is n o  g u a r a n t e e  

t h a t  t h e  W e s t  C o a s t / G u l f  C o a s t  n e t b a c k  d i f f e r e n t i a l  w i l l  

p e r s i s t ,  a n d  s e v e r a l  p r o s p e c t i v e  c h a n g e s  in m a r k e t  c h a r a c t e r­

i s t i c s  m a y  at l e a s t  c a u s e  t h e  g a p  to n a r row. F o u r t h ,  to the 

e x t e n t  r o y a l t y  o i l  sales to i n - s t a t e  r e f i n e r s  p e r p e t u a t e  

t h e i r  e x i s t e n c e ,  e c o n o m i c  b e n e f i t s  f r o m  the o p e r a t i o n  of 

s a i d  r e f i n e r i e s  t e n d  to o f f s e t  a n y  loss. N e v e r t h e l e s s ,  this 

is a v e r y  s i g n i f i c a n t  c o n s i d e r a t i o n  in a s s e s s i n g  the S t a t e ' s  

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

p r e f e r e n c e  f o r  s a l e s  to i n - s t a t e  r e f i n e r s  a n d  suppli e r s ,  the 

c o n t r a c t s  w h i c h  the D e p a r t m e n t  w o u l d  b e  p r e s e n t i n g  to the 

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

T w o  o t h e r  c o n s e q u e n c e s  o f  t h e  W e s t  C o a s t / G u l f  C o a s t  n e t b a c k  

p r i c e  d i f f e r e n t i a l  d e s e r v e  m e n t i o n .
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S e c o n d ,  an e x p o r t  sale of r o y a l t y  o i l  to a r e s e l l e r  (i.e., a 

c o m p a n y  w i t h  n o  W e s t  C o a s t  r e f i n i n g  capacity) p l a c e s  t h a t  

p a r t y  i n  t h e  p o s i t i o n  of h a v i n g  to e s s e n t i a l l y  o u t m a r k e t ' t h e  

N o r t h  S l o p e  p r o d u c e r s  i n  o r d e r  t o  p r o f i t  on the resale. If 

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

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

t h e  c a s e  in 1980 for A l a s k a  O i l  C o m p a n y  a n d  s e v e r a l  of the 

S t a t e ' s  r o y a l t y  a u c t i o n  p u r c h a s e r s ) ,  a d e s t r u c t i v e  a n d  

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

W e s t  C o a s t / G u l f  C o a s t  n e t b a c k  d i f f e r e n t i a l ,  as w e l l  as A N S

- 1 2 -
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s' W e s t  C o a s t  c o m m e r c i a l  

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

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

A s  a  r e s u l t ,  a n  i n - s t a t e  r e f i n e r / s u p p l i e r  o r  o t h e r  r o y a l t y  

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

l e s s  ( p o s s i b l y  i n  e x c e s s  o f  $ 1  p e r  b a r r e l )  t h a n  i t  w o u l d  

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

T h i s  e x p l a i n s  t h e  s i g n i f i c a n t  i n t e r e s t  i n  p u r c h a s e s  o f  S t a t e  

r o y a l t y  o i l  b y  a l l  t y p e s  o f  c o m p a n i e s  e v e n  i n  t i m e s  o f • 

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



-.■ v i ■ '

.

p r i c e s  g e n e r a l l y ,  t h e r e b y  l o w e r i n g  t h e  S t a t e ' s  r o y a l t y  a nd 

s e v e r a n c e  t a x  p a y m e n t s .  T h e r e f o r e ,  t h e  S t a t e  m u s t  b e  v e r y  

c a u t i o u s  in m a k i n g  s ales to r e s e l l e r s  a n d  s h o u l d  n o t  c o n s u m­

m a t e  t r a n s a c t i o n s  p u r e l y  for e x p o r t  a b s e n t  a s u b s t a n t i a l  

p r i c e  p r e m i u m ,  if a t  all.-

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

to S t a t e  f i n a n c e s  a r e  d i s c u s s e d  in g r e a t e r  d e t a i l  in P a r t  

V(H) a n d  P a r t  VI(A) of the F i n d i n g s  d o c u m e n t .

V. P o l i c i e s  o n  D i s p o s i t i o n  of R o y a l t y  Oil

A f t e r  r e v i e w  of m a r k e t  factors, g o v e r n i n g  sta tutes, the 

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

S t a t e ' s  i n t e r e s t ,  t h e  D e p a r t m e n t  a d o p t e d  the f o l l o w i n g  

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

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

.1. D e s p i t e  t h e  p o t e n t i a l  a d v e r s e  f i n a n c i a l  c o n s e q u e n c e s  

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

it w a s  d e t e r m i n e d  t h a t  the p r e f e r e n c e s  fo r i n - s t a t e  r e f i n i n g  

a n d  s u p p l y  c o n t a i n e d  in t h e  r o y a l t y  s t a t u t e s  (AS 38.05... 182- 

183; A S  38.06) t o o k  p r e c e d e n c e  o v e r  t h o s e  c o n s i d e r a t i o n s .  

C o n s e q u e n t l y ,  t h i s  s o l i c i t a t i o n  w a s  a p p r o a c h e d  as a n  o p p o r -
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t u n i t y  t o  s a t i s f y  r e q u i r e m e n t s  of i n - s t a t e  r e f i n e r s  and to
■ • . '. . ' . . - • . • '

e n t e r t a i n  r e s p o n s i b l e  p r o p o s a l s  f r o m  i n - s t a t e  suppliers. 

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

ar e  n o t  e x p r e s s l y  f a v o r e d  b y  t h e  s t a t u t e s  a n d  t h a t  a b s e n t  a 

s u b s t a n t i a l  p r e m i u m  or o t h e r  v a l u a b l e  c o n s i d e r a t i o n ,  they 

a r e  n o t  i n  the* S t a t e ' s  interest.

2. T h e  p o s s i b i l i t y  of a sa le to t h e  S t r a t e g i c  P e t r o l e u m  

R e s e r v e  (SPR) w a s  e x p l o r e d ,  b u t  m u t u a l l y  d i v e r g e n t  e c o n o m i c  

o b j e c t i v e s  p r e c l u d e d  an a g r e e m e n t  at p r e s e n t .  T h e  p o t e n­

t i a l i t y  o f  t h e  F e d e r a l  G o v e r n m e n t  l i f t i n g  t he r e s t r i c t i o n  

a g a i n s t  f o r e i g n  e x p o r t  of A N S  c r u d e  w a s  c o n s i d e r e d  to be 

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

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

3. T h e  D e p a r t m e n t  r e c o g n i z e d  the S t a t e ' s  s o m e t i m e s  c o n­

f l i c t i n g  r o l e  as a g o v e r n m e n t  a n d  as an o i l  marketer. The 

n e g o t i a t i o n s  w e r e  s u b s t a n t i a l l y  c o m p l i c a t e d  b e c a u s e  of the 

D e p a r t m e n t ' s  d e s i r e  to a c h i e v e  p r o c e d u r a l  e q u i t y  and s u b­

s t a n t i v e  c o n s i s t e n c y  in a p p r o a c h i n g  t h e  p r o p o s a l s .  C o n c u r­

ren t l y ,  t h e  S t a t e  a t t e m p t e d  to r e m a i n  m a r k e t  n e u t r a l  in the 

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

m a n y  o f  t h e  p r o p o n e n t s .  T h e  p o s i t i o n  t a k e n  b y  t he D e p a r t m e n t  

on  a c o m m o n  i s s u e  w a s  the same w i t h  r e s p e c t  to .all s i m i l a r l y  

s i t u a t e d  p a r t i e s .
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I
I T h e  o n l y  e x c e p t i o n s  w e r e  d i r e c t e d  t o w a r d s  t h e  D o y o n
1| ' • • . ■

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

p e t i t i o n  f r o m  a n e w  e n t r a n t  in the r e f i n i n g  b u s i n e s s  w a r r a n t e d  

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

to compete. O t h e r  i n - s t a t e  r e f i n e r s  h a v e  r e c e i v e d  s i m i l a r
r-'.’r-b

t r e a t m e n t  d u r i n g  t h e i r  b r e a k - i n  period.

4. T h e  D e p a r t m e n t ' a g r e e d  t o  b e c o m e  t h e  100% s u p p l i e r  of 

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

g u a r a n t e e s  r e g a r d i n g  i n - s t a t e  p r o c e s s i n g  a n d  m a r k e t i n g  of 

c r u d e  o i l  p r o d u c t s .  Howev e r /  in v i e w  of the d e m a n d  for 

r o y a l t y  oil d u r i n g  t h i s  s o l i c i t a t i o n ,  t h e  D e p a r t m e n t  was 

c o n s t r a i n e d  to l i m i t  sales  to a m o u n t s  w h i c h  c o u l d  be p r o c e s s e d  

in e x i s t i n g  f a c i l i t i e s .  Sales for n e w  r e f i n e r i e s  or e x p a n s i o n s  

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

h a d  m a d e  a f i r m  c o m m i t m e n t  to u n d e r t a k e  the n e w  f a c i l i t y  or 

e x p a n s i o n .

5. T h e  D e p a r t m e n t  a t t e m p t e d  to l i m i t  t h e  t e r m  of any 

c o n t r a c t s  t o  8 y e a r s  (the b e g i n n i n g  of P r u d h o e  B a y  d e c l i n e ) . 

B e c a u s e  of a m o r t i z a t i o n  r e q u i r e m e n t s  for t h e  p r o p o s e d  n e w  

D o y o n  r e f i n e r y ,  t h e  m a x i m u m  t e r m  w a s  e x t e n d e d  to 12 y e a r s  

( e s t i m a t e d  as t h e  e a r l i e s t  d a t e  at w h i c h  P r u d h o e  d e c l i n e  

m i g h t  c a u s e  W e s t  C o a s t  s u p p l y  shorta g e s ,  at w h i c h  p o i n t  a 

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

p o s i t i o n  w i l l  be imperative).; R e q u e s t s  f r o m  v a r i o u s  p r o -
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p o n e n t s  ( i n c l u d i n g  Doyon) for c o n t r a c t  terras r a n g e d  u p  to 20
■

y e a r s  or more.

6.

• •

'

T h e  D e p a r t m e n t  c a r e f u l l y  r e v i e w e d  a l t e r n a t i v e  p r i c i n g  

m e c h a n i s m s  t o  d e t e r m i n e  if some of t h e  u n d e s i r a b l e  side 

e f f e c t s  o f  u s i n g  p r o d u c e r s '  r e p o r t e d  p r i c e s  as the b a s i s  

of t h e  p r i c e  t e r m  c o u l d  b e  avoided. It w a s  r e a d i l y  apparent, 

h o w e v e r ,  t h a t  s h i f t i n g  t o  a d i f f e r e n t  m e c h a n i s m  w a s  frau ght 

w i t h  r i s k s  t o  b o t h  the S t a t e  an d its r o y a l t y  o i l  p u r c h a s e r s ,  

a n d  t h a t . t h e  e x i s t i n g  m e c h a n i s m  w a s  p r e f e r a b l e .  This v i e w  

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

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

T h e  D e p a r t m e n t  c o n c u r r e n t l y  d e t e r m i n e d  t h a t  t h e r e  are no 

c i r c u m s t a n c e s  u n d e r  w h i c h  t h e  S t a t e ' s  i n t e r e s t  w o u l d  be 

s e r v e d  b y  a s a l e  o f  r o y a l t y  oil for less t h a n  the l e g a l l y  

p r e f e r r e d  i n - v a l u e  price. However, t h e  D e p a r t m e n t  did not 

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

’\Vj; • ‘. •

7. T h e  D e p a r t m e n t  r e c o g n i z e d  that t h e  S t a t e  of A l a s k a  is 

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

c r u d e  o i l  c o n t r a c t s  a n y w h e r e  in the w o r l d .  C o n s e q u e n t l y ,  

t h e  S t a t e  m u s t  b e  w a r y  of v a g u e  or i m p r a c t i c a l  p r o p o s a l s  

u n d e r l a i n  b y  a p r i m a r y  i n t e r e s t  s i m p l y  in o b t a i n i n g  a crude 

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

T h e r e f o r e ,  t h e  D e p a r t m e n t  n o t i f i e d  all p u r c h a s e r s  t h a t  no
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8. T h e  D e p a r t m e n t  a t t e m p t e d  t o  a v o i d  c o m p l i c a t e d  p e r f o r ­

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

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

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

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

b e n c h m a r k  i s s u e  is m i n i m i z e d  f u r t h e r .

9. W h i l e  t h e  D e p a r t m e n t  a g r e e d  t o  s u p p l y  i n - s t a t e  r e f i n e r s  

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

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

b e  r e q u i r e d  t o  t a k e  t h e  f u l l  v o l u m e  a t  a l l  t i m e s  i f  m a r k e t  

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

. h o w e v e r ,  t h a t  t h e  m a x i m u m  v o l u m e  w o u l d  l e g a l l y  b e  c o m m i t t e d  

t o  t h e  p u r c h a s e r  f o r  t h e  e n t i r e  12 y e a r  t e r m  ( s e v e r e l y  

l i m i t i n g  t h e  S t a t e ' s  f l e x i b i l i t y  t o  d e v o t e  t e m p o r a r i l y  

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

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

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

t o  m a x i m i z e  b e n e f i t s  t o  t h e  S t a t e  t h r o u g h  s e v e r a l  p r o p o s a l s  

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

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

a g r e e m e n t s  t h a n  h a s  b e e n * t h e  c a s e ,  c u r r e n t  d e p r e s s e d  m a r k e t  

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

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

b e i n g  s u b m i t t e d  f o r  T e s o r o  (an i n - s t a t e  r e f i n e r )  and- D o y o n

(a n e w  e n t r a n t  i n  t h e  A l a s k a  r e f i n i n g  b u s i n e s s )  t o  c o m p l e m e n t  

t h e  e x i s t i n g  c o n t r a c t  w i t h  M a p c o ,  a l s o  a n  i n - s t a t e  r e f i n e r .

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

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

A l a s k a  r e f i n e r s .

11. T h e  D e p a r t m e n t  s o u g h t  f r o m  e a c h  p r o s p e c t i v e  p u r c h a s e r  

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

i n  r u r a l  ( e s p e c i a l l y  W e s t e r n )  A l a s k a .  I t  b e c a m e  e v i d e n t ,  

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

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

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

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

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

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

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

r e l i e f  t o  W e s t e r n  A l a s k a  i n  t h e  i m m e d i a t e  f u t u r e ,  h o w e v e r .



p a r t y  f r o m  its r e f i n i n g
• •  .

It w o u l d  b e - t h e  D e p a r t m e n t’s i n t e n t i o n  to m a k e  

a v a i l a b l e  to a n y  b o n a f i d e  e x p o r t e r  of A l a s k a

13. F i n a l l y ,  the D e p a r t m e n t  r e v i e w e d  a n d  r e v i s e d  its s t a n d a r d  

r o y a l t y  oil c o n t r a c t  b o t h  to p r o t e c t  the S t a t e ' s  i n t e r e s t  

( r e f l e c t i n g  s o m e  p a s t  e x p e r i e n c e s  w i t h  r o y a l t y  sales) a n d  to 

a c h i e v e  b a s i c  fai rness. In a d d i t i o n ,  t h e  D e p a r t m e n t  e n d e a v o r e d  

to  a p p r o a c h  a l l  p r o p o n e n t s  o n  t h e  b a s i s  of c o m m e r c i a l  r e a l i s m  

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

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

A n  a s s e s s m e n t  o f  t h e  f i s c a l  i m p a c t s  o f  c o n s u m m a t i o n  o f  t he 
r o y a l t y  o i l  c o n t r a c t  w i t h  T e s o r o  A l a s k a  P e t r o l e u m  is n e c e s s a r i l y  
s p e c u l a t i v e  f o r  t h e  f o l l o w i n g  r e a s o n s :

1. T h e  p o t e n t i a l  l o s s e s  to t h e  S t a t e  i n  r o y a l t y  a n d  s e v e r a n c e  
t a x  p a y m e n t s  b e c a u s e  o f  e x i s t i n g  c h a r a c t e r i s t i c s  o f  the W e s t  
C o a s t  a n d  G u l f  C o a s t  c r u d e  o i l  m a r k e t s  m a y . a p p r o a c h  $4 m i l l i o n  
a n n u a l l y  for t h e  r e a s o n s  s t a t e d  i n  t h e  C o m m i s s i o n e r ' s  F i n d in gs . 
H o w e v e r , .such, l o s s e s  a r e  c o n t i n g e n t  o n  t h e  p e r s i s t e n c e  of 
t h o s e  c h a r a c t e r i s t i c s  a n d  t h e  d e g r e e  t o  w h i c h  t h e y  r e m a i n
i n  e f f e c t ,  w h i c h  r e q u i r e s  p r e d i c t i n g  t h e  b e h a v i o r  o f  t h e  
d o m e s t i c . a n d  f o r e i g n  c r u d e  o i l  a n d  p r o d u c t s  m a r k e t s  o v e r  the 
n e x t  12 years . M o r e o v e r ,  t h e r e - a r e  c o n c e i v a b l e  c o n d i t i o n s  
i n  w h i c h  t h e  r e v e r s e  w o u l d  b e  true, a n d  t h e  S t a t e  w o u l d  
a c t u a l l y  g a i n  i n  r o y a l t y  a n d  s e v e r a n c e  t a x  p a y m e n t s  t h r o u g h  
an i n - k i n d  t a k i n g  a n d  s a l e  to T e s o r o .  .

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

. .t h e  q u a n t i f i a b l e  a n d  i n t a n g i b l e  b e n e f i t s  p r o v i d e d  b y  t h e
e x i s t i n g  Tesoro' r e f i n e r y  as w e l l  as p o s s i b l e  e x p a n s i o n s  thereof. 
C u r r e n t  r e v e n u e s  p r o v i d e d  to t h e  S t a t e  a n d  i ts p o l i t i c a l  
s u b d i v i s i o n s  b y  the T e s o r o  o p e r a t i o n  t h r o u g h  t a x e s  a m o u n t  
to o v e r  $8 m i l l i o n  a n n u a l l y .  D i r e c t  e c o n o m i c  b e n e f i t s  t o t a l  
$25 m i l l i o n  p e r ' y e a r .  T h e r e  a re a l s o  s e c o n d a r y  a n d  i n t a n g i b l e  
b e n e f i t s ,  i n c l u d i n g  s e c u r i t y  o f  s u p p l y  a n d  c o m p e t i t i o n ,  w h i c h  
c a n n o t  b e  a c c u r a t e l y  c a l c u l a t e d .  A g a i n s t  t h e s e  b e n e f i t s  m u s t  
b e  c o n s i d e r e d  t h e  e x t e n t  to w h i c h  a S t a t e  r o y a l t y  c o n t r a c t  
w i l l  b e  l i k e l y  to c o n t r i b u t e  to t h e i r  c o n t i n u a t i o n  o v e r  the 
n e x t  12 years .

A g a i n ,  t h e  a c t u a l  e f f e c t  o n  S t a t e  r e v e n u e s  a n d  i n t e r e s t s  is 
h i g h l y  s p e c u l a t i v e  a n d  c a n n o t  b e  p r e d i c t e d  w i t h  m u c h  a c c u ra cy .  
N e v e r t h e l e s s ,  g i v e n  the c o m p a r a b l e  m a g n i t u d e  o f  t he p o t e n t i a l  
p o s i t i v e  a n d  n e g a t i v e  e f f e c t s ,  a ze ro  f i s c a l  n o t e  is r e a s o n a b l e .
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C O M M I T T E E  R E P O R T
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6/2/82
FURTHER: None

Mr.  P r e s i d e n t :  

T h e  C o m m i t t e e  on
FIliAHCE

D a t e :

h a s  had
H B  8 8 8

s a l e  o'- r o y a l t y  o i l  b y  t h e  S t a t e  o f  A l a s k a  to t h e  T e s o r o  A l a s k a
i\itroleum C o mp a ny

u n d e r  c o n s i d e r a t i o n  and  ( a  m a j o r i t y  o f  t h e  c o m m i t t e e )  ( t h e  c o m m i t t e e )  
r e p o r t s  i t  b a c k  w i t h  t h e  f o l l o w i n g  r e c o m m e n d a t i o n s :

IV  ] 
[ 1 

[ ]

[ ] 

[ ] 

[ ]

do p a s s  [ ] do n o t  p a s s

do p a s s  w i t h  a t t a c h e d  a m e n d m e n t s ( s )

r e p l a c e  w i t h  CS  f o r  ________________________________

and r e c o m m e n d s

[ ] same t i t l e
[ ] new t i t l e

AND a t t a c h e s  a " L e t t e r  o f  I n t e n t "  [ ] New F i s c a l  N o t e

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

r e f e r r e d  t o  t h e   C o m m i t t e e

MEMBERS S IGNI NG  
DO PASS

G

/
i --

MEMBERS HAVING 
OTHER  RECOMMENDATIONS:

CHAIRMAN

S 60 (Rev. 12/78)
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Introduced: 3/29/82
Referred: Special Gas Pipeline
Committee and Finance

BY THE RULES COMMITTEE BY 
REQUEST OF THE GOVERNORIN THE HOUSE

HOUSE BILL NO. 888

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWELFTH LEGISLATURE - SECOND SESSION 

A BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of Alaska to the Tesoro Alaska Petroleum Company;

and providing for an effective date."

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

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil
.

between the State of Alaska and Tesoro Alaska Petroleum Company" (dated 

February 26, 1982) is hereby approved and ratified.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.- 

10.070(c).

HB 888
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J t i o u s e  o f  K e p r e s e n t a t w e s

Offi ce of T h e  Majority Leader Pouch V  
State Capitol

Official Business

April 7, 1982 

MEMORANDUM 

TO: Al Adams
Finance Committee Chairman

Rick Halford
House Special Gas Pipeline Committee Chairman

FROM:

SUBJECT: 0 Fiscal Note for HB 888

The House Special Gas Pipeline Canmittee has moved HB 888 "An Act 
relating to the sale of royalty oil by the state of Alaska to the Tesoro 
Alaska Petroleum Company: and providing for an effective date." - with a 
0 Fiscal Note. . .

However, the Carmissioner of Natural Resources has assured this 
Committee that he will forward to your Canmittee, an extensive, detailed 
fiscal analysis to accompany the 0 Fiscal Note, for your review and 
consideration.

■



100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL .
400 COMMODITIES 
500 EQUIPMENT 
600 LAND &  STRUCTURES 
700 GRANTS,CLAIMS,ETC 

R e v e n u e s  L o s t
TOTAL

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS

FULL TIME 
PART TIME 
TEMPORARY

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

IV. DATE A p r i l  7, 198.2________ PREPARED BY J e f f  H a i l e s .  npfffTty C o m m i e s i o n e r
AGENCY_______ I M S ____________________________________

Original: Legislative Finance PHONE_________ /\ ‘5 * - 7 A 0 l)________
cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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A n  a s s e s s m e n t  o f  t h e  f i s c a l  i m p a c t s  o f  c o n s u m m a t i o n  o f  t h e  
r o y a l t y  o i l  c o n t r a c t  w i t h  T e s o r o  A l a s k a  P e t r o l e u m  is n e c e s s a r i l y  
s p e c u l a t i v e  f o r  t h e  f o l l o w i n g  r e a s o n s :

:  * .  • '

1. T h e  p o t e n t i a l  l o s s e s  to t h e  S t a t e  m  r o y a l t y  a n d  s e v e r a n c e  
t a x  p a y m e n t s  b e c a u s e  of e x i s t i n g  c h a r a c t e r i s t i c s  o f  t h e  W e s t  
C o a s t  a n d  G u l f  C o a s t  c r u d e  o i l  m a r k e t s  m a y . a p p r o a c h  $4 m i l l i o n  
a n n u a l l y  f o r  t h e  r e a s o n s  s t a t e d  i n  t h e  C o m m i s s i o n e r ' s  F i n d i n g s .  
H o w e v e r ,.such. l o s s e s  a r e  c o n t i n g e n t  o n  t h e  p e r s i s t e n c e  of 
t h o s e  c h a r a c t e r i s t i c s  a n d  t h e  d e g r e e  t o  w h i c h  t h e y  r e m a i n .
in e f f e c t ,  w h i c h  r e q u i r e s  p r e d i c t i n g  t h e  b e h a v i o r  o f  t h e  
d o m e s t i c  a n d .f o r e i g n  c r u d e  o i l  a n d  p r o d u c t s  m a r k e t s  o v e r  t h e  
n e x t  1 2  y e a r s .  M o r e o v e r ,  t h e r e  a r e  c o n c e i v a b l e  c o n d i t i o n s  
i n  w h i c h  t h e  r e v e r s e  w o u l d  b e  true,, a n d  t h e  S t a t e  w o u l d  
a c t u a l l y  g a i n  i n  r o y a l t y  a n d  s e v e r a n c e  t a x  p a y m e n t s  t h r o u g h  
a n  i n - k i n d  t a k i n g  a n d  s a l e  to T e s o r o .  .

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

. . t h e  q u a n t i f i a b l e  a n d  i n t a n g i b l e  b e n e f i t s  p r o v i d e d  b y  t h e
e x i s t i n g  T e s o r o  r e f i n e r y  as w e l l  as p o s s i b l e  e x p a n s i o n s  t he re o f .  
C u r r e n t  r e v e n u e s  p r o v i d e d  to t h e  S t a t e  a n d  its p o l i t i c a l  
s u b d i v i s i o n s  b y  t h e  T e s o r o  o p e r a t i o n  t h r o u g h  t a x e s  a m o u n t  
to o v e r  $8 m i l l i o n  a n n u a l l y .  D i r e c t  e c o n o m i c  b e n e f i t s  t o t a l  
$25 m i l l i o n  p e r " y e a r .  T h e r e  a r e  a l s o  s e c o n d a r y  a n d  i n t a n g i b l e  
b e n e f i t s ,  i n c l u d i n g  s e c u r i t y  o f  s u p p l y  a n d  c o m p e t i t i o n ,  w h i c h  
c a n n o t  b e  a c c u r a t e l y  c a l c u l a t e d .  A g a i n s t  t h e s e  b e n e f i t s  m u s t  
b e  c o n s i d e r e d  t h e  e x t e n t  to w h i c h  a S t a t e  r o y a l t y  c o n t r a c t  
w i l l  b e  l i k e l y  to c o n t r i b u t e  t o  t h e i r  c o n t i n u a t i o n  o v e r  the 
n e x t  12 y e a r s .

A g a i n ,  t h e  a c t u a l  e f f e c t  o n  S t a t e  r e v e n u e s  a n d  i n t e r e s t s  is 
h i g h l y  s p e c u l a t i v e  a n d  c a n n o t  b e  p r e d i c t e d  w i t h  m u c h  a c c u r a c y .  
N e v e r t h e l e s s ,  g i v e n  t h e  c o m p a r a b l e  m a g n i t u d e  o f  tfc"* p o t e n t i a l  
p o s i t i v e  a n d  n e g a t i v e  e f f e c t s ,  a z e r o  f i s c a l  n o t e  ;.s r e a s o n a b l e .
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Mr. S p e a k e r :

T h e  C o m m i t t e e  on

D a t e :

F U R T H E R :

11 <4 \ ^ 2 —I

F I N A N C E has had IIB 539

" A n  A c t  r e l a t i n g  t o  t h e  s a l e  o f  r o y a l t y  o i l  b y  t h e  S t a t e  o f  A l a s k a  
t o  D o y o n ,  L t d . ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

u n d e r  c o n s i d e r a t i o n  and r e po rt s it b a c k  as follows:

[ ] do p a s s  [ ] do n o t  p a s s

do p a s s  w i t h  a t t a c h e d  a m e n d m e n t s (s ) 

r e p l a c e  w i t h  CS f o r  J j.f.. A  

and r e c o m m e n d s  A t .

[ 1

[ ,1
A

£?Q / f  t y v )
[ V ]  s a m e  t i t l e  
[ ] n e w  t i t l e

n  -vy.

[ ] 

[ ] 

[ ]

A N D  a t t a c h e s  a " L e t t e r  of I n t e n t "  [ ] N e w  F i s c a l  N o t e

r e p o r t s  it b a c k  w i t h o u t  r e c o m m e n d a t i o n

r e f e r r e d  to t h e  ______    C o m m i t t e e

M E M B E R S  S I G N I N G  
DO P A S S

M E M B E R S  H A V I N G  

O T H E R  R E C O M M E N D A T I O N S :

----

A-. ■ V .. Oi ■

/  - " i

v /

---
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CHAIRMAN

H 60 (Rev. 3/81)
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I N  T H E  H O U S E B Y  T H E  F I N A N C E  C O M M IT TE E 

CS FOR H O U S E  B I L L  NO. 889 (Finance)

I N  T H E  L E G I S L A T U R E  OF T H E  S T A T E  O F  A L A S K A  

T W E L F T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A B I L L

For an Act entitled: "A n Act r e l a t i n g  to the sal e of r o y a l t y  oil b y  the

S ta te  of A l a s k a  to Doyon, Ltd.; a n d  p r o v i d i n g  for an 

e f f e c t i v e  d a t e . "

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF ALASKA:

* S e c t i o n  1. T h e  " A g r e e m e n t  for the Sale and P u r c h a s e  of R o y a l t y  Oil 

[between the S tate of A l a s k a  a n d  Doyon, L t d . "  (dated F e b r u a r y  26, 1982) which 

is r e f e r r e d  to in the D e p a r t m e n t  of N a t u r a l  R e s o u r c e s 1 " R e v i e w  of A l a s k a  

[Royalty Oil P o l i c y  and Fin di ng s for P r o p o s e d  D i s p o s i t i o n  of R o y a l t y  Oil" 

(dated F e b r u a r y  26, 1982) as " D o y o n  I , "  is a p p r o v e d  and r a t i f i e d  p r o v i d e d  

that b y  O c t o b e r  1, 1982, the g o v e r n o r  m a k e s  a w r i t t e n  f i n d i n g  tha t financing 

for the r e f i n e r y  r e q u i r e d  b y  A r t i c l e  III, S e c t i o n  3.4 o f  the A g r e e m e n t  for 

th e Sale a n d  P u r c h a s e  of R o y a l t y  Oil b e t w e e n  the St at e of A l a s k a  a n d  Doyon, 

Ltd., has b e e n  o b t a i n e d  and that the p r o j e c t  is o t h e r w i s e  i m m i n e n t  a nd v i ab l

* Sec. 2. Th is  Act takes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 01.10 

070(c).

CSHB 8 8 9 (Fin)
: ■ „ ;
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Original sponsor: Rules/Governor Offered: 4/7/82

Referred: Finance

IN THE HOUSE
BY THE SPECIAL' GAS » 

COMMITTEE

CS FOR HOUSE BILL NO. 889 (Cac Plpefrfrn^

• :

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - SECOND SESSION 

A BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of Alaska to doyon, Ltd.: and providing for an 

effective date/'

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

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil 

between the State of Alaska and Doyon, Ltd." (dated February 26, 1982) which 

is referred to in the Department of Natural R e s o u r c e s ' "Review of Alaska 

Royalty P 1 Policy and Findings for Proposed Disposition of Royalty Oil" 

(dated February 26, 1982) as "Doyon I," is approved and ratified provided 

that by October 1, 1982, the governor makes a written finding that financing 

for the refinery required by Article III, Section 3.4 of the Agreement for

the Sale and Purchase of Ro

Ltd., has been obtained
A

Lfcd-n— pii«»1»nnnn n-r nnlnn n .wftnwnnf -In r>1t-V»or

nerrl*

CLf\d

r i a b l i

Mapr.n Alaoka mf-l nr<TTy .m *. t-hn-rny«1 »-y nil l TTt-Hv Mapi’i) A1’ygfra"! ly Muy 1’,

t o o1y04 t|

* Sec. 2. This Act takes effect immediately in accordance with AS 01.10.' 

070(c).

•1- CSHB 889(GP)
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Introduced: 3/29/82 
Referred: Special Gas Pipeline 
Committee and Finance

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

HOUSE BILL NO. 889

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWELFTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of Alaska to Doyon, Ltd.; and providing for an 

effective date."

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

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil

between the State of Alaska and Doyon, Ltd." (dated February 26, 1982) which 

is referred to in the Department of Natural Resources' "Review of Alaska 

Royalty Oil Policy and Findings for Proposed Disposition of Royalty Oil" 

(dated February 26, 1982) as "Doyon I," is hereby approved and ratified.

That agreement provides that it is void if Doyon, Ltd. or its assignee pur­

chases or gains a controlling interest in either the Mapco Alaska refinery or

the royalty oil contract with Mapco Alaska by May 1, 1982.

* Sec. 2. This Act takes effect immediately in accordance with AC 01.10. 

070(c).

■1- HB 889
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T E S T I M O N Y  OF T I M  W A LLIS 

PRESIDENT, DOYON, L I M I T E D

R O Y A L T Y  OIL C O N T R A C T  

Juneau, A l a s k a  

7\pril 7, 1982



:■ .S'-'-'.: r  '•• - • . \ . '*• •.. ’v'--,-1 , < \  ' ' » W  • ;  ‘

My name is Tiro Wallis and I am p r e s i d e n t  of Doyon, Limited.

Th a n k  you M r . / M a d a m  C h a i r m a n  and m e m b e r s  of the C o m m i t t e e

for the o p p o r t u n i t y  to t e s tify o n  SB 880 and HB 889 c o n c e r n i n g

r a t i f i c a t i o n  of the r o y a l t y  oil sales c o n t r a c t  b e tween the State

of A l a s k a  and Doyon, Limited.

Our c o n t r a c t  r e p r e s e n t s  the fi rst c o n c r e t e  a t t e m p t  by

an A l a s k a - o w n e d  c o m p a n y  to b r e a k  into the in-s tate refin i n g

business. As such, the issues i n h e r e n t  in y o u r  d e c i s i o n  to

ratify are s t r a i g h t  forward. It is my i n t e n t  today to p r o v i d e

y ou with a status r e p o r t  of our p r o j e c t  and  to a nswer all your 

question s. Hopefully, this will a s sist y o u  in y our d e c i s i o n­

mak i n g  process. And, it will a s s i s t  D oyon in p r o c e e d i n g  w i t h  

the m o s t  benefi c i a l  p r o j e c t  u n d e r w a y  in the i n t e r i o r  today. 

P R O J E C T  STATUS

By way of background, Mr. Chairman, d u r i n g  the pa st 

2C months, Doyon has b e e n  a c t i v e l y  i n v e s t i g a t i n g  v a r i o u s

oil and gas p r o j e c t s  in o r d e r  to find a w a y  to m i n i m i z e  the i mpact



of fuel costs to residents t h r o u g h o u t  the i n t e r i o r  r e gion of 

Alaska. Our i n v e s t i g a t i o n s  and s t udies  have included new r e­

fineries at the Y ukon River, Valdez, F a i r b a n k s  a n d  the Lower  48.

We i n v e s t i g a t e d  a c q u i r i n g  e x i s t i n g  r ef ineries. W e ' v e  c o n d u c t e d  

d e t a i l e d  f e a s i b i l i t y  studies on m e t h a n e  d i s t r i b u t i o n  for F a i r b a n k s  

and w e ' v e  a d v a n c e d  w h a t  we view as the o n l y  c o m m o n  sense a p p r o a c h  

to m o v i n g  n a tural gas liquids from P r u d h o e  Bay to p r o c e s s i n g  

sites in Alaska. It was not without, c o n s i d e r a b l e  p r e p a r a t i o n  

that we c o m m i t t e d  to the p r e s e n t  r e f i n e r y  p r o j e c t  at N o r t h  Pole.

In November, 1981, Doyon, L i m i t e d  s i g n e d  a lump sum, 

turnkey c o n t r a c t  w i t h  L i twin E n g i n e e r i n g  and C o n s t r u c t o r s  for 

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

30,000 to 35,000 BPD. Furthermor e, the key components, i.e., 

c rude tower and furnace, are sized for 50,000 BPD. The p r o d u c t  

slate will be JP-4, commercial jet fuel, gasoline, home heating 

oil and diesels. The e c o no mic f e a s i b i l i t y  of the p r o j e c t  is 

in large p a r t  b a s e d  upon the a b s e n c e  of g a s o l i n e  m a n u f a c t u r i n g



c a p t u r i n g  a m o d e s t  share of the o t h e r  r e f i n e d  p r o d u c t  markets.

The p r o j e c t  was s c h e d u l e d  for fast track c o m p l e t i o n  in 

December, 1982. However, p r i m a r i l y  due to C h e v r o n  U S A  and 

the state n o t  reaching an a g r e e m e n t  on the r e t u r n  oil, and 

r a p i d  r e a d j u s t m e n t  of crude s up ply prices, we have r e a r r a n g e d  

the p r i o r i t i e s  of the tasks to c o m p l e t e  the p r o j e c t  by a s­

sig n i n g  p r i o r i t y  to the sale of the r e turn oil from the refinery. 

This r e a r r a n g e m e n t  is p artly d i c t a t e d  so that l o n g - t e r m  

finan c i n g  can be n e g o t i a t e d  und er such a d v a n t a g e o u s  terms as 

will b e n e f i t  Doyon and our customers.

E n g i n e e r i n g  and d e sign are 90% complete. D o yon p r e s e n t l y  

owns all of the key re finery c o m p o n e n t s  w h i c h  are, for the m o s t  

part, skid m o u n t e d  and ready for s h i p m e n t  to Alaska. D oyon also 

owns the r e f i n e r y  site, a 7 5 - a c r e  tract at N o r t h  Pole, a d j a c e n t

to the t r a n s - A l a s k a  p i p eline and an e x i s t i n g  refinery. All work



The final air
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»e i ssued in the n e x t  10 days. Thisp e r m i t  is e x p e c t e d  to be

   ........

r e p r e s e n t s  a s u b s t a n t i a l  i n v e s t m e n t  by D o y o n  and a strong ■ '' ' -

financial c o m m i t m e n t  to the project.

G E N E R A L  C O N C E R N S

D u rin g the p e r i o d  of time from November, 1981 through

February, 1982, Doyon n e g o t i a t e d  w i t h  the D e p a r t m e n t  of Natural

Resources to a rrive at the c o n t r a c t  that is b e f o r e  you.

Now it is June, 1983 —  an 18-month c o n s t r u c t i o n  schedule

i n s t e a d  of the fast tracked 12- month schedule. On M a r c h  6,

it was reported that we put the p r o j e c t  o n  "hold." This was 

a p o o r  c h oice of words. It has been i n t e r p r e t e d  to mean that 

we stopp ed all w o r k  on o u r  p r o j e c t  w h e n  in fact we have not.

C H A N G E D  C I R C U M S T A N C E S

It c a n n o t  be o v e r - e m p h a s i z e d  that D oyon p l a n s  to p r o c e e d

with its r e f i n e r y  project. When we s igned the royalty c o n t r a c t

on F e b r u a r y  26, 1982, o u r  c o m p l e t i o n  date was December, 1982.

We simp ly c h a n g e d  e m p h a s i s  on the tasks n e eded to c o m p l e t e
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work is b e i n g  c o m p l e t e d  on

| the m a i n  p r o c e s s i n g  unit. A b e t t e r  choic e of w ords w o u l d

I
ha\/e b e e n  that our c h a n g e  in e m p hasis n e c e s s i t a t e d  an e x­

ten s i o n  of the s c h e d u l e  for p r o j e c t  c o m p l e t i o n  from D e c e m b e r

until June. The c ha nge of e m p h a s i s  resul t e d  from v a rious

.
the reformer, heat e x c h a n g e r s  and crude skids w h i c h  i n clude

'

c i r c u m s t a n c c s .

.'oremost, o u r  c o n t r a c t  was p r e d i c a t e d  on the D e p a r t m e n t  

of N a t u r a l  Resources' d esire to sell our r eturn oil to Chevron 

By the time we l e a r n e d  that the C h e v r o n  c o n t r a c t  w o u l d  not be 

signed, the w o r l d  oil surplus  and rapid price d e c l i n e  m a d e  it 

m u c h  m o r e  d i f f i c u l t  to sell the r etu rn oil.

C o n s e q u e n t l y ,  Doyon is p r e s e n t l y  n e g o t i a t i n g  w i t h  several 

c o m p a n i e s  to sell the return oil. But b e c a u s e  we are dealing 

in a c u r r e n t  "buyer's m a r ket," it is m o r e  d i f f i c u l t  than 

it was six m o n t h s  ago.
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i m p o r t a n t  f a ctors in f i n a n c i n g  our project. In o r d e r  to
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s u c c e s s f u l l y  n e g o t i a t e  the sale of the r e t u r n  oil, it is
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i m p e r a t i v e  that we have it to sell. This is w h y  any sug-

£ , " . ; • £ - ■ V  • 1 i $ ■ .

g e s t i o n  that the c o n t r a c t  n o t  be a p p r o v e d  until f i n a n c i n g  is 

in p l a c e  is a C a t c h - 2 2  situation. The fact is tha t the c o n t r a c t  

r e q u i r e s  D o y o n‘s r e f i n e r y  to be o p e r a t i o n a l  by December, 1983.

N o t h i n g  has c h a n g e d  to p r e v e n t  D oyo n f r o m  c o m p l y i n g  w i t h  this

require ment. For the a f o r e m e n t i o n e d  reasons, w e ' v e  s l i p p e d

An d  this time

line is w i t h i n  the scope e n v i s i o n e d  in the contract.

It a p p e a r s  that the l e ngth of the c o n s t r u c t i o n  s c h edule

is b e i n g  c o n f u s e d  w i t h  the d e p t h  of c o m m i t m e n t  D o y o n  has made

to the refinery. We s hould  not be p e n a l i z e d  for n o t  m e e t i n g

a fast track s c h e d u l e  that was a c h i e v a b l e  only if all th ings

the s c h e d u l e  to a m o r e  n e a r l y  n ormal time line.
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n summary, Mr. C h a i r m a n
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of this m a g n i t u d e  tha t all of its e l e ments are interd e p e n d e n t .  

F i n a n c i n g  is d e p e n d e n t  on cash flow. Cash flow is d e p e n d e n t  on 

sales contracts. Sales c o n t r a c t s  are d e p e n d e n t  on supply 

c ontracts. T h e y  are all d e p e n d e n t  on a b u s i n e s s  o r g a n i z a t i o n  

w i t h  the skill to unify the d i v e r s e  r e q u i r e m e n t s  for eac h 

element. The a b s e n c e  of any one e l e m e n t  o n l y  serves to m a k e  

a c h i e v e m e n t  of the o t h e r  e l e m e n t s  more difficult. If the royalty  

oil c o n t r a c t  is not a p p r o v e d  and d e f e r r e d  until next year, then 

it may be i m p o s s i b l e  to c o m p l e t e  the other i n t e r d e p e n d e n t  

elements. It costs the state n o t h i n g  to appr ove the contract, 

but d i s a p p r o v a l  m ay cost the p e o p l e  of the state all that could 

be g a i n e d  from a c o m p e t i t i v e  A l a s k a n - o w n e d  refinery.

In k e eping w i t h  the l e g i s l a t u r e ' s  and a d m i n i s t r a t i o n ' s  

p olicy to e n c o u r a g e  i n - s t a t e  use of royalty oil, I r e quest 

your appro v a l  and p a s s a g e  of H.B. 889 a n d / o r  S.B. 880.
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W H E R E A S ,  t h e  S t a t e  o f  A l a s k a ,  t h r o u g h  t h e  C o m m i s s i o n e r  o f  ■
. . . ■ ■ .  .

• ’ v ' .... ' ••••. • ' . >%?•.»
t h e  A l a s k a  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  a n d  D o y o n ,  L t d ,  h a v e  ;. : "

e n t e r e d  i n t o  a n  " A g r e e m e n t  f o r  t h e  S a l e  a n d  P u r c h a s e . o f  R o y a l t y  

O i l "  d a t e d  t h e  2 6 t h  d a y  o f  F e b r u a r y  1982;^ a n d  ;

W H E R E A S ,  i n  a c c o r d a n c e  w i t h  A S  3 8 . 0 6 . 0 5 5 ( a )  t h e ’- -

. .  * • '  * I.'*" . * * ’

C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s  m a y  n o t  e n t e r -  i n t o  a  s a l e , v . ; wV

e x c h a n g e ,  o r  o t h e r  d i s p o s i t i o n  o f  o i l  o r  g a s  o r  o f ' t h e  r i g h t s  o r ' . / y \ U ’ 

w a i v e r  o f  t h e  r i g h t s  t o  r e c e i v e  f u t u r e  p r o d u c t i o n  o f  . r o y a l t y  o i l  Vy*

o r  g a s  u n d e r  A S  3 8 . 0 5 - 1 8 3  w i t h o u t  t h e  p r i o r  a p p r o v a l ;  o f  t h e  

L e g i s l a t u r e .  - a n d  . •• • :

W H E R E A S ,  a c c o r d i n g  t o  A S  3 8 . 0 6 . 0 5 5 ( a ) ,  . a  s a l e ,  e x - -

c h a n g e ,  e n c u m b r a n c e ,  o r  o t h e r  d i s p o s i t i o n  o f  o i l - o r  g a s  o r  o f  t h e  ■'* 

r i g h t s  o r  w a i v e r  o f  t h e  r i g h t s  t o  r e c e i v e  f u t u r e  p r o d u c t i o n  o f , . ' / .

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

• . ‘ ✓ ■ 
r e s o u r c e s  u n d e r  A S  3 8 . 0 5 - 1 8 3  w i t h o u t  p r i o r  r e v i e w  o f  t h e  p r o p o s e d

. • . • v• • • . • •- • •• •» • • • I ^

s a l e ,  e x c h a n g e ,  e n c u m b r a n c e  o r  o t h e r  d i s p o s i t i o n  b y ‘t h e  b o a r d .  A  ' 

w r i t t e n  r e c o m m e n d a t i o n  o f  t h e  b o a r d  o n  t h e  p r o p o s e d  s a l e ,  e x c h a n g e ,  V  

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

w a i v e r  o f  t h e  r i g h t s ' t o  r e c e i v e  f u t u r e  p r o d u c t i o n '  o f  r o y a l t y . - o i l  . 

o r  g a s  s h a l l  b e  s u b m i t t e d  to' t h e  l e g i s l a t u r e  a t  t h e  t i m e  a'.' ‘ ‘

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

o t h e r  d i s p o s i t i o n  i s  i n t r o d u c e d  i n  t h e  l e g i s l a t u r e " ;  a n d  ■ ' 1 * j

W H E R E A S ,  i n  a c c o r d a n c e  w i t h  A S  3 8 . 0 6 . 0 * 1 0 ( a ) ,  t h e  b e a r d  s h a l l  

( 2 ) " h o l d  p u b l i c  h e a r i n g s  o n  p r o p o s e d  s a l e s ,  e x c h a n g e s ,  o r  o t h e r  .., 

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

c o m p l y ‘w i t h  A S  3 8 . 0 6 . 0 7 0 ;  ’’_ ;
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r e c o m m e n d  t o  t h e  l e g i s l a t u r e  

p r o p o s e d  s a l e ,  e x c h a n g e

P. ( A )  t h e  o i l  o r  g a s  t h a t  i s  o b t a i n e d  b y  t h e  s t a t e  a s  r o y a l t y  '/*.

u n d e r  A S ' 3 8 . 0 5 - 1 8 2 ;  o r  ' • ' W ^ i  'f k  • 1 0 & S

( B )  t h e  r i g h t s  t o  r e c e i v e  f u t u r e ,  o i l  o r  g a s  p r o d u c t i o n  u n d e r  ' r?” _ J 

s t a t e  l e a s e s " ;  a n d  •

>, t h e  b o a r d  d i d ,  o n  F e b r u a r y  2 6 ,  1 9 8 2 ,  m e e t  a n d  receive'.-.;’•-i 

i m i s s i o n e r '  o f  n a t u r a l  r e s o u r c e s .t h e  a b o v e  m e n t i o n e d  V - W - P P *  =
xr- r * . .  . ,* »
•v*.* . V. — "

•yon - a s  w e l l '  a s  a  d o c u m e n t  e n t i t l e d  .-"feeview o f  " 1
% ' ' .. ; . ... r J »' - ... •

• • • . t:- • ‘ . • .. r *• - :

1  P o l i c y  a n d  F i n d i n g s  o n  P r o p o s e d  D i s p o s a l  o f  -P/ "I

•.

W H E R E A S
! t “ *

’ . f r o m  t h e  c o m m i s s i o n e r  

a g r e e m e n t  w i t h  D o y o n

' A l a s k a  R o y a l t y - O i l  P o l i c y  a n d  F i n d i n g s  o n  P r o p o s e d  D i s p o s a l  o f  .-. ' -Ji
• • • , * . _ •. .

S t a t e  R o y a l t y  O i l "  d a t e d  F e b r u a r y  2 -j , 1 9 8 2  a n d  t h e  b o a r d  d i d  a c t
.• * . ,• * * . * ..’ 1 ./ - ; i

■ .  ■ ,  • .  • ‘  .  .  •  •  « i  • , •

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

o u t l i n e d  3  A A C  5 6 ,  i n  A n c h o r a g e  o n  M a r c h  1 5 j  1 9 8 2  a n d  F a i r b a n k s  o n

M a r c h  1 6 , 1 9 8 2  a n d  r e c e i v e d  p u b l i c  c o m m e n t  p e r t i n e n t  t o  .to t h i s '

a g r e e m e n t ;  a n d  y . ... •.*. P.*.

* • * * • * _ * . * ’ .*• *

W E R E  A S , . i n  a c c o r d a n c e  w i t h  A S  3 8 . 0 6  a n d  A S  3 8 . 0 5 ,  t h e  ' 

c o m m i s s i o n e r  o f  n a t u r a l ’r e s o u r c e s  i s  r e q u i r e d  t o  s u b m i t  t o  t h e  * 

b o a r d ,  i n  w r i t i n g , ' c e r t a i n  F i n d i n g s  o r  D e t e r m i n a t i o n s - r e l a t i n g  t o  

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

r e c e i v e d  t h e  r e q u i r e d  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 ;  a n d  •••".- ; ...P

W H E R E A S ,  t h e  b o a r d  m e m b e r s  h a v e  h a d  t h e  o p p o r t u n i t y  t o  r e v i e w .
.  • ,  • • • • • •  . w ,, , ■ • • . . **•-• • . -"

t h e  a g r e e m e n t ,  r e l a t e d  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  a n d  P u b l i c  ’ y.yv.Pi: 9

T e s t i m o n y  d u r i n g  t h e  p e r i o d  F e b r u a r y  2 6 ,  1 9 8 2  u n t i l  M a r c h  2 5 ,  1 9 8 2 ;

• a n d  • . ‘ • - •• •'. ’ ; - ' . - . . *
• * - . ■ * * * • •

• •  "  •• .  * ■ *  •  • • *.  .  ‘  .  . • * . * "

W H E R E A S ,  t h e  b o a r d  d i d ,  on- M a r c h  '25, 1 9 8 2 ,  m e e t  t o  d i s c u s s  t h e  .-'

> * * • • • • 
a g r e e m e n t ,  r e l a t e d  F i n d i n g s  a n d  D e t e r m i n a t i o n ,  a n d  P u b l i c  T e s t i m o n y

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



" B a s i c  P r i n c i p l e s  a n d  P o l i c i e s "  a s  o u t l i n e d  i n  t h e  b o a r d fs  d e v e l o p  

m e n t  p l a n ,  a n d  . ; •

T H E R E F O R E ,  t h e  b o a r d  f i n d s  a s  f o l l o w s :

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

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

r e l a t i n g  t o  t h e  .‘d i s p o s a l  o f  o i l  a n d  g a s  r o y a l t y  i n t e r e s t s .

t h a t  t h e  b o a r d  f a v o r s  i n c r e a s e d  i n - s t a t e  u s e  "of. i t s ;  

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

3. t h a t  t h e  b o a r d  d i s a g r e e s  t h a t  t h e  s a l e  o f  t h e  r o y a l t y  o i l  

. i n t e r e s t s  t o  D o y o n ,  L t d .  a s  p e r  t h e  a g r e e m e n t  i s  i n  t h e  

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

( a )  . t h a t  f i n a n c i n g  a n d  t h e r e f o r e  t i m i n g  o f  t h e  p r o p o s e d

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

.  * • •  •«

s t a t e ’s b e s t  i n t e r e s t  t o  c o n c l u d e  a  c o n t r a c t  u n t i l

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

(b)  t h e  p r o v i s i o n  f o r  d e l a y e d  p a y m e n t  o f  t h e  r e s e r v a t i o n

f e e  a c c o r d i n g  t o  p a r a g r a p h  2 . 1 0  o f  t h e  c o n t r a c t  „ 

c r e a t e s  a n  u n a c c e p t a b l e  b i a s  a g a i n s t  c o m p e t i t o r s . -

A N D  T H E R E F O R E  B E  I T  R E S O L V E D  T H A T  t h e  A l a s k a  R o y a l t y  O i l  a n d  , . 

G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d  r e c o m m e n d s  t o  t h e  T w e l f t h  A l a s k a  •

L e g i s l a t u r e  t h a t  t h e  " A g r e e m e n t " f o r  t h e  S a l e  a n d  P u r c h a s e  o f  R o y a l t y

• • .
O i l "  b e t w e e n . t h e  S t a t e  o f  A l a s k a  a n d  D o y o n ,  L t d . ,  d a t e d  F e b r u a r y  2 6 ,  

1 9 8 2  b e  D I S A P P R O V E D .  • • *

B o a r d  M e m b e r ^  r ) o r t T e i p { E H o £ A f  m o v e d  t h e  a d o p t i o n  o f

t h e  R e s o l u t i o n .  B o a r d  M e m b e r  l o m l O i U - i d L l r i S -  ~   s e c o n d e d .

T h e  v o t e  w a s  a s  f o l l o w s :
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S t a t e  o f  A l a s k a

O F F I C E  O F  T H E  G O V E R N O R  
J C S E A O

M a r c h  29, 1982

T h e  H o n o r a b l e  J o e  L. H a y e s  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u ,  A K  9 9 8 1 1 

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

U n d e r  t he a u t h o r i t y  o f  art. Ill, sec. 18 of t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  t w o  b i l l s  w h i c h  p r o v i d e  
l e g i s l a t i v e  c o p r o v a l  o f  r o y a l t y  o i l  c o n t r a c t s .  O n e  b i l l  
c o v e r s  the c o n t r a c t  b e t w e e n  t h e  s t a t e  a n d  T e s o r o  A l a s k a  
P e t r o l e u m  C o m p a n y ,  a n d  t h e  o t h e r  b i l l  c o v e r s  t he c o n t r a c t  
b e t w e e n  t he s t a t e  a n d  D o y o n,  Ltd.

U v i

T h e s e  • c o n t r a c t s  a r e  d e s c r i b e d  in g r e a t  d e t a i l  in the  
2 3 8 - p a g e  " R e v i e w  of A l a s k a  R o y a l t y  O i l  P o l i c y  a n d  F i n d i n g s  
f o r  P r o p o s e d  D i s p o s i t i o n  o f  R o y a l t y  O i l , "  i s s u e d  by the 
D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  o n  F e b r u a r y  2 6 , ’ 1982. 
C o p i e s  o f  t h e s e  f i n d i n g s  a n d  a 1 4 - p a g e  s u m m a r y  o f  t h e s e  
f i n d i n g s  h a v e  p r e v i o u s l y  b e e n  m a d e  a v a i l a b l e  to t h e  l e g i s­
l a t u r e  a n d  i n d i v i d u a l  l e g i s l a t o r s  f o r  revi ew . T h e  D o y o n
c o n t r a c t  s u b m i t t e d  f o r  a p p r o v a l  is a c o n t r a c t  r e f e r r e d  to in 
t h e  f i n d i n g s  as " D o y o n  I."

T h e s e  c o n t r a c t s  a r e  b e i n g  s u b m i t t e d  f o r  l e g i s l a t i v e  a p p r o v a l  
f o r  t w o  r e a s o n s .  F i r s t ,  a l t h o u g h  t h i s  a d m i n i s t r a t i o n  h a s  
a l w a y s  t a k e n  t h e  p o s i t i o n  t h a t  t h e  s t a t u t o r y  r e q u i r e m e n t  o f  
l e g i s l a t i v e  a p p r o v a l  of r o y a l t y  o i l  c o n t r a c t s  is u n c o n s t i­
t u t i o n a l  (AS 3 8 . 0 6 . 0 5 5 ) ,  as a m a t t e r  o f  c o m i t y  I h a v e  a l w a y s  
r e s p e c t e d  t h e  l e g i s l a t u r e ' s  d e s i r e  to h a v e  a d i r e c t  v o i c e  in 
m a j o r  d i s p o s a l s  o f  r o y a l t y  oil. T h e r e f o r e ,  t h e s e  c o n t r a c t s  
c o n t a i n  p r o v i s i o n s  r e q u i r i n g  a p p r o v a l  b y  the l e g i s l a t u r e  
b e f o r e  t h e y  b e c o m e  e f f e c t i v e .  S e c on d,  t h e s e  b i l l s  w o u l d
r a t i f y  the a g r e e m e n t s  f o r  t h e  s a l e  o f  oil. T h i s  r a t i­
f i c a t i o n  w o u l d  c u r e  a n y  p r o c e d u r a l  d e f e c t  t h a t  m a y  h a v e  
o c c u r r e d  in t h e  p r o c e s s  o f  e n t e r i n g  i n t o  t h e s e  c o n t r a c t s .

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

v;.
. • •

VtV
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i f  s t a t u t o r i l y  r e q u i r i n g  l e g i s l a t i v e  a p p r o v a l  w e r e  c o n s t i t u ­

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

t h e  l e g i s l a t u r e  i s  t o  a p p r o v e  t h e  c o n t r a c t  b y  e n a c t i n g  
l e g i s l a t i o n  (AS 3 8 . 0 6 . 0 5 5 ( a ) ) ,  b u t ,  o n  t h e  o t h e r  h a n d ,  t h e y  

a l s o  p r o v i d e  t h a t  a  r e p o r t  o f  t h e  R o y a l t y  B o a r d  " s h a l l  b e  

s u b m i t t e d  f o r  l e g i s l a t i v e  r e v i e w  a t  t h e  t i m e  o f  (sic) r e s o ­

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

r o y a l t y  o i l  a n d  g a s  i s  i n t r o d u c e d  i n  t h e  l e g i s l a t u r e "  (AS 

3 8 . 0 6 . 0 7 0 ( c ) ) .  S i n c e  l e g i s l a t i v e  a p p r o v a l  i s  r e q u i r e d  

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

. H a m m o n d  
n o r



THE LEGISLATURE OF THE STATE OF ALASKA 
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution No. trp r «q _____________  ,____ ____________
Title Act relating T o  the sale o t royalty oil by the State of Alaska to Doyon. 
Requested by House Resources ______________________Date A/7/82_____  .

II. FISCAL DETAIL
Agency Affected_______Natural Resources/Revenue .____________________________ •
Program Category Affected Royalty Payments/Severance Tax Payments
BRU, Program, Or Subprogram(s) Affected  _____________________________
(Note:*If more than one budget component is affected, separate line-item 

amounts and funding .for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

• FY 82 FY 83

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.
Revenues Lost 0 0

TOTAL

FY 85 FY 86 FY 87

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source) . . . .

•

POSITIONS

FULL TIME
PART TIME
TEMPORARY

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

IV. DATE April 7. 1982
AGENCY____________

Original: Legislative Finance PHONE___________ _
cc: Budget and Management

Prime Sponsor (First Legislator Named) 
33-001 (Rev. 12/81)

.PREPARED BY House Special Gas p-jpp H n p  Committee
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Official Business

l e g i s l a t u r e

H o u s e  o f  R e p r e s e n t a t i v e s

Office of T h e  Majority Leader Pouch V 
State Capitol 

Juneau, Alaska 99811

April 7, 1982 

MEMORANDUM 

TO:

FROM:

Al Adams
Finance Committee Chairman 

Rick Halford
House Special Gas Pipeline Committee Chairman

SUBJECT: 0 Fiscal Note for HB 889

The House Special Gas Pipeline Committee has moved HB 889 "An Act 
relating to the sale of royalty oil by the State of Alaska to Doyon, 
Ltd.; and providing for an effective date." - with a 0 Fiscal Note.

However, the Commissioner of Natural Resources has assured this 
Committee that he will forward to your Coirmittee, an extensive detailed 
fiscal analysis to accompany the 0 Fiscal Note, for your review and 
consideration.



Original sponsor: Rules/Governor

IN THE HOUSE

Offered: 4/7/82
Referred: Finance

BY THE SPECIAL GAS 
PIPELINE COMMITTEE

CS FOR HOUSE BILL NO. 889 (Gas Pipeline)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - SECOND SESSION 

A BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of Alaska to iJoyon, Ltd.j and providing for an 

effective date."

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

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil 

between the State of Alaska and Doyon, Ltd." (dated February 26, 1982) which 

is referred to in the Department of Natural Resources' "Review of Alaska 

Royalty Oil Policy and Findings for Proposed Disposition of Royalty Oil" 

(dated February 26, 1982) as "Doyon I," i.s approved and ratified provided 

that by October 1, 1982, the governor makes a written finding that financing 

for the refinery required by Article III, Section 3.4 of the Agreement for 

the Sale and Purchase of Royalty Oil between the State of Alaska and Doyon, 

Ltd., has been obtained. That agreement provides that it is void if Doyon, 

Ltd., or its assignee purchases or gains a controlling interest in either the 

Mapco Alaska refinery or the royalty oil contract with Mapco Alaska by May 1, 

1982.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.10.- 

070(c).

CSHB 889(GP)
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IN THE HOUSE
BY THE RULES COMMITTEE BY 
REQUEST OF THE GOVERNOR

.
.
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HOUSE BILL NO. 889

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - SECOND SESSION

fit

A BILL

For an Act entitled: "An Act relating to the sale of royalty oil by the

State of Alaska to Doyon, Ltd.; and providing for an 

effective date."

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

* Section 1. The "Agreement for the Sale and Purchase of Royalty Oil

between the State of Alaska and Doyon, Ltd." (dated February 26, 1982) which 

is referred to in the Department of Natural Reso u r c e s ' "Review of Alaska 

Royalty Oil Policy and Findings for Proposed Disposition of Royalty Oil"

(dated February 26, 1982) as "Doyon I," is hereby approved and ratified.

That agreement provides that it is void if Doyon, Ltd. or its assignee pur­

chases or gains a controlling interesc in either the Mapco Alaska refinery or

the royalty oil contract with Mapco Alaska by May 1, 1982.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.10. ■ 

070(c).
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D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

C o m m i s s i o n e r ' s  O f f i c e

M a r c h  15, 1982



I. S u m m a r y  of P r o p o s e d  C o n t r a c t s

• • ; v':‘ . . .*v.- ’*

T E S O R O  A L A S K A  P E T R O L E U M

T h e  c o n t r a c t  w i t h  T e s o r o  Alaska. P e t r o l e u m  is f o r  the s a l e  of 

2 4 . 5 3 3 %  o f  t h e  S t a t e ’s p r u d h o e  Bay. r o y a l t y  oil. (about 4 6 ,000 

b/d) f o r  a 12 y e a r  t e r m  a t  t h e  i n - v a l u e  price. T e s o r o  is 

required' to p r o c e s s  the r o y a l t y  o i l  in its N i k i s k i  r e f i n e r y  

a n d  u s e  its b e s t  e f f o r t s  to m a r k e t  t h e  p r o d u c t s  in-st a t e .

E x c h a n g e s  of r o y a l t y  o i l  f o r  o t h e r  c r u d e  ( r e c o g n i z i n g  the

l i m i t e d  a b i l i t y  of it s r e f i n e r y  t o  r u n  A N S  crude) is p e r­

m i t t e d  p r o v i d e d  t h e  e x c h a n g e s  a r e  o f  e q u a l  v a lue . D e d u c t e d

f r o m  t h e  4 6 , 0 0 0  b / d  is t h e  a m o u n t  o f  C o o k  I n l e t  r o y a l t y

c r u d e  T e s o r o  r e c e i v e s  at a n y  t i m e  f r o m  i t s  e x i s t i n g  c o n t r a c t  

w i t h  t h e  State. T e s o r o  a g r e e s  t o  c o n t i n u e  t o  e v a l u a t e  the 

p o s s i b i l i t y  of e x p a n d i n g  i t s  r e f i n e r y ,  i n c l u d i n g  the c o n­

s t r u c t i o n  o f  p e t r o l e u m  c o k i n g  c a p a c i t y .  The S t a t e  r e t a i n s  

an o p t i o n  o n  all r e s i d u a l  o i l  p r o d u c t s  ( i n c l u d i n g  a ny p e t r o -  

.leum coke) p r o d u c e d  f r o m  t h e  N i k i s k i  r e f i n e r y .  T e s o r o  m a y

v a r y  t h e  v o l u m e  t a k e n  a t  a n y . t i m e  u p  to the m a x i m u m  v o l u m e ,

b u t  p a y s  a r e s e r v a t i o n  fee o n  t h e  p o r t i o n  u n used. T he 

c o n t r a c t  m a y  b e  t e r m i n a t e d  o n  n i n e  m o n t h s ’ n o t i c e  b y  T e sor o.


