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Offered: 2/21/85
Referred: Finance

Original sponsors: Coghill, Bennett
and Fahrenlcamp

IN THE SENATE BY THE RESOURCES COMMITTEE
CS FOR SENATE BILL NO. 152 (Resources)
IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL
For an Act entitled: "An Act relating to extension and renewal of certain
sales of state royalty oil; and providing for an

effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The foliowing provisions of law do not apply to s-i exten-
sion or renewal of not more than three months of a sale of oil that is
subject to approval by the legislature under AS 38.06.055(c):

(1) AS 38.05.035(e);
(2) AS 38.05.183(a), (c), and (e); and
(3) AS 38.06.050.

* Sec. 2. A three-month extension of the "Agreement for the Sale and
Purchase of Royalty Oil between the State of Alaska andGolden Valley
Electric Association, Inc.,"™ datt 1 May 9,1984, is hereby approved and
ratified.

* Sec. 3. Section 1 of this Act 1is repealed October 1, 1985.

* Sec. 4. This Act takes effect immediately 1in accordance with AS 01.-

10.070(c) .
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TITLE;

TERM:

CVEA ROYALTY OIL CONTRACT

FACT SHEET

Agreement for Sale and Purchase of Royalty Oil

3 months

MAJOR FACTS/BENEFITS:

a.

This 1is a renewal or continuation of GVEA"s 1977 royalty
oil contract which was the first royalty contract. GVEA
is presently receiving oil and has been receiving
continuously since 1981.

The contract has specific "In State Processing Requirement™.
]
Guaranteed Benefits:

(1) Directly benefits more than 50,000 Interior residents
who are consumers of GVEA by providing GVEA a lower
price for turbine generator fuel.

(2) GVEA1ls fuel derived from the royalty oil agreement
costs 9.4% less than next best competitive alternative.

(3) GVEA saves in excess of $550,000 a year which 1is passed
on directly to the consumer via GVEA's "Cost of Power
Adjustment (CPAC)"™ tariff and has been a credit
adjustment on the last 33 monthly electric billings.

Fairbanks area electric consumers are the only major group
in Alaska who do not presently benefit from hydro development,

power cost assistance, or availability of economical natural
gas fuels.

Although approval now seem3 within our grasp, there have

been several delays in the approval of GVEA"s contract. We
are in a position at this Late date where even if the proposed
contract 1is approved immediately, we will lose our oil supply
because of the crude oil denomination and re-noraination
requirements associated with the lapse of our current contract
and implementation of the new contract. When DNR granted our
present one year contract, they pledged their best efforts

to insure that GVEA would suffer no crude flow interruption.
Passage of S.B. 152 will insure that the commitment 1is kept.

The 3 month lapse would result in $125,000 to $L35,000 higher
electric bills to the GVEA consumer via GVEA ™ CPAC.
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, Vico Chairman . .
(907) *165-4907
Senate
Com mittee on Resources
MEMORANDUM February 19, 1985
TO: All Members
Senate Resources Committee
FROM: £ y
ggﬁa{uMRspu%ces Committee
RE: SB 152 "An Act relating to extension and renewal of certain
sales of state royalty oil; and providing for an effective
date."

SB 152 is designed to cover a time lapse between the expiration of the
state"s royalty oil contract with GVEA (Golden Valley Electric
Association) and the effective date of a new contract. The current
contract is due to expire June 30, L985. This bill would extend that
date to September 30, 1985.

A bill approving a new royalty oil contract with GVEA is scheduled to be
introducec at the request of the Governor on March 8, 1985. Royalty oil
contracts become effective four months after they are signed which means
that the new contract could not become effective before the original
expiration date.

Uhen the state is taking its royalty oil in kind rather than in value,
State regulations require 90 days written notice when the amount of oil
taken is going to change. (See attached copy of 11 AAC S2.700[2]) If
the contract lapsed, the state would have to give 90 days notice that it
was decreasing the amount of oil taken in kind and then, when the
contract was signed, would have to give another 90 days notice that the
amount was going to go back up. These notice requirements, together
v/ith the actual lapse in the contract would cause a substantial
interruption in the supply of oil to GVEA.

The Department of Natural Resources has issuedfindings that the GVEA
contract 1is in the best interest of the state. It appears that the
issue of whether the GVEA contracts are a good or had deal for the state
is r.r issue that would more properly be addressed when the new contract
is before this body. Nothing in this bill would commit the state in ar.v
wn?”” to the new contract.

In this packet is a sectional analysis of the committee substitute
proposed by Sen. Coghiil®s office; a memo from Sen. Coghill"s office on
this issue; a copy of the relevant regulations; a chart showing the
current distribution of che state"s royalty oil; and a copy of GVEA's
current contract.
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SUBJECT: Sectional Analysis for CS for HB 152
(Resources)

TO: Senator Arliss Sturgulewski
Chairman, Senate Resources Committee

FROM: Randall J. Moen
Legislative Counsel

Section 1 The following need not occur if a sale cf state
royalty oil subject to legislative approval 1is extenaen or
renewed for not more that three months and the extension e
renewal relates to a one year or less prior sale of oil wi
the same party to relieve market or storage conditions:

1. A written finding to the public by the director of the
division of lands for the Department of Natural Resources
that a sale of oil will serve the best interests of the
state. (AS 38.05.035(e))

2. Competitive bidding by the commissioner of nature”
resources or prior written notice to the Alaska Royalty Or
and Gas Development Advisory Board of reasons for waiver e
competitive bidding. (AS 38.05.183(a))

3. Prior written notice to the public and the Alaska
Royalty Oil and Gas Development Advisory Eoard of the
reasons why the commissioner of natural resources intends
sell royalty oil other than by competitive bid. fAS
38.05.183(c))

A. A requirement of the commissioner of natural resources
to sell royalty oil to a prospective buyer whose proposal
offers maximum benefits to the state. (AS 38 .05.183(e\"



Senator Arliss Sturgulewski
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5. Review and written recommendation to the legislature bv
the Alaska Royalty 0Oil and Gas Development Advisory Board."
(AS 38.06.050(a))

6. Prior written notice to the Alaska Royalty 0il and Gas
Development A.dvisory Board by the Commissioner of natural
resources of rejection of a bid or application for the pur—
chase of royalty oil. (AS 38.06.060(b))

7. Prior written notice to the Alaska Royalty Oil and Gas
Development Advisory Board by the commissioner of natural
resources before the waiver of competitive bidding. (AS
38.06.050(c))

Section 2 The legislature approves and ratifies a three
month" extension of a royalty oil contract between the State
of Alaska and Golden Valley Electric Association, Inc.

Section 3 On October 1, 1985 the provisions cf law noted 1in
section T will apply to an extension or renewal of not more

than three months of sale of oil that is subject to approval
by the legislature under AS 38.96.055(c).

Section 4 Immediate effective date.

RIM:csh
c3/004



Prepared bv:
Senator Cognill*

) Office 2/19/85
Golden Valley Electric Assn.

Contract Extension

B 152

Golden Valley and the State of Alaska negotiated an agreement in 1976 to
sell 5,000 barrels per day of royalty oil. Golden Valley requested
royalty oil so that crude oil might be used as turbine fuel for power
generation if market conditions made the cost prohibitive.

Golden Valley did not exercise its option to purchase until 1981. It
assigned itscontract rights to Mapco in exchange for a price discount on

the turbine fuel.

This price discount, over 5500,000 a year, is passed on to its 50,000
electric customers. The Department of Natural Resources has indicated
that continued royalty oil sales to GVEA is in the best interest of the

state because it offers maximum benefits to the citizens of the State.

The new Golden Valley contract with the State is a long-term
noncompetitive bid contract for 10 years. It is still awaiting final
approval. This contract will require legislative approval and will not
be ready for that approval until March. It then must be signed by the

governor. It becomes effective four months after signing.



The expiration date of the existing contract is June 30, 1985.

As part of the Prudhoe Bay Unit Agreement of April 1, 1971, 90 days
notice must be given to the producers to switch from in kind taking to
in value for a small volume. This is the nomination/denomination

process.

Notice must be given to the producers by March 31, 1985 under the
existing contract-- if it expires June 30— in order for the State to

return to in value taking.

Essentially with no extension the royalty oil will stop coming to Golden
Valley. There will be a gap between the old and new contract. There is
a four month waiting period before the new contract takes effect so that
the State may notify the producers of its desire to take in kind. In
addition to these problems are the procedural requirements found in the
bill relating to public notice. Each notice step fakes a certain amount

of time.

This bill will allow the Golden Valley contract to extend for three
months, enough time for the new contract to ta»e effect and keep the
prices of turbine fuel down to help lower fuel costs to its customers.
The legislation is temporary and expires October 1, a time fixed to

coincide with the new contract start-up.

It is not practical at this time to treat the proposed extension as a

new disposal due to numerous requirement . which would be waived by the

proposed CS for SB 152.

BKM mmyVv'—-~v-t0*— -1
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(2) state location and status of all past and
present activities on the lease;

(3) include a detailed report of ail production
during the six months preceding the filing of the
application;

(4) contain a detailed statement covering the
entire life of the lease showing all expenses and
costs of operating the lease including all
royalties and overriding royalties and all income
from all produced minerals from the lease; and

(5) include an agreement by the applicant to
defray the cost of publishing a notice as
provided in (b) of this section.

(bg Upon receipt of an application complyingi
wit (ag of this section, the commissioner wil
cause to be published a notice of public hearing
if required on the application. The notice must

(1) state the time and place of hearing;
(2) describe the lands involved; and

(3) state the name of the applicant and the
nature of the relief applied for.

(c) The notice must be published at least once
a week for at least two consecutive weeks in
advance of the hearing date, which must be at
least 15 days after the last date of publication,
in at least one newspaper of general circulation
in the vicinity of the principal office of the
department, and must be posted at that office
for the same period.

(d) At the time and place specified in the
published notice, the commissioner will hear
evidence offered by the applicant and any other
interested party.

(f) The commissioner must give notice of the
findings and determination to the lessee and to
any other person who has filed a written request
for it. The action taken is effective on the date
specified in the notice. (Eff. 9/5/74, Reg. 51; am
/22/79. Reg. 71)
Authority: AS 38.05.020
AS 35.05.140
AS 38.05.145(a)
SUSPENSION  OF

. AAC  82670.

NATURAL RESOURCES

|1 AAC 82.665
Il AAC 82.700
PRODUCTION ~ OR  OPERATIONS. (3
Applications for suspension of production or
operations under AS 38.05.140 most comply
with 11AAC SS. 105 and must contain complete

information  showing  the  necessity  or
justification for the suspension.

(b) Whenever the commissioner takes an
action under AS 38.05.140. he will give notice
to the lessee, specifying the action taken, the
effective date of it. and the duration of any
suspednsion, and note the action in the status
record.

(c) No lease expires because operations or
production or hoth are suspended under any
order or with the assent of the commissioner.
(Eff. 9/5/74. Reg. 51:am ' 22 '9. Reg. '11i
Authority; AS 38.05.020
AS 38.05.140
AS 38.05.1451a1

11 AAC 82675 EFFECTIVE DATE OF
LEASES AND PERMITS. The effective date of
a lease or ﬁermit is the first day of the month
following the date on which the lease or permit
was signed on behalf of the s> te or upon prior
written request on the first day of the month in
which it was si%ned on behalt of Alaska. eEff.

9/5/74. Reg. 5l .
Authority AS 38.05.020
AS 38.05.145ia i

ARTICLE 7.
ROYALTY PRODUCTS

Section

700.  Taking royalty in kind
705, Bidding method

710.  Notice of sale

715, Qualifications

-11 AAC S2.700. TAKING ROYALTY N
KIND. Royalty products taken in kind as
provided by AS 38.05.182 must be taken
pursuant to the provisions of the lease which
reserves the royalty to the state. If no provision
Is made in the lease or in the reﬂulations dealing
with the products to be taken, all or any portion
of the state's share may. at the option of the
commissioner, be taken in kind in accordance
with the following:

(1) 90 days" written notice will he given to

11-283

(corrected i
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each lessee of the state's election to take the
royalty products in kind; however, if the
Ero ortion of the state’s share to be taken in
ind exceeds 50 percent of the state's share. |80
days'notic will be given;
r
| (2) alter taking has actually commenced, the
;amount to be taken in kind may be increased or
decreased from time to time by not more than
10 percent upon 30 days’ written notice to each
lessee of record, from 10 percent to 50 percent
upon 00 days’ written notice, and over 50
percent upon 180 days" written notice;

(3) the products must be delivered to the

state or its designated purchaser free of charge at
the point provided in the lease for determination
of the value of the royalty product if the
production to be taken were paid in money
rather than taken in kind; the condition of the
product must be the same as the non-royalty
share at the point of taking; the lessee shall, If
necessary, furnish safe storage for the royalty
share free of charge for the same duration and in
the same manner as storage is provided for the
non-royalty share; when all or part of the
royalty product to be taken consists of gas. the
commissioner will take into consideration the
effect this taking may have on the long-term gas
suw)ly contracts that the lessee has entered into.
(Eff. 0/5/74. Reg. 51; am 7/22/79. Reg. 71)
Authority; AS 38.05.020
AS 38.05.145(a)
AS 38.05.182

11 AAC S2.705. BIDDING METHOD. Royalty
products which the commissioner determines arc
to be sold by competitive bid will be offered for
sale bv sealed bid or at public auction. (Eff.
9 5/74. Reg. 51; am 7/22/79. Reg. 71)

Authority; AS 38.05.020
AS 38.05.145(a)
AS 38.05.183

Il AAC 82.710. NOTICE OF SALE. If the
commissioner determines that royalty products
will be offered for competitive sale, notice ot
the sale will be given as provided by AS
58.05.345. The notice must specify all the terms
and conditions of the sale, including the royalty
products to be sold, bidding method, bond re-
quirements. sale place and time, minimum bid.
if prescribed, and any other term or condition
which the commissioner determines necessary

NATURAL RESOURCES

Il AAC 82.700
I TAAC 82.805

to carry out the purposes of AS 38.05.183.
(Eff. 9/5/74. Reg. 51; am 7/22/79. Reg. 71; am
3/18/83. Reg. 85; am 3 30 S3. Reg. 85)
Authority: AS 38.05.0202bg a S 38.05.145
AS 38.05.135(b AS 38.05.1 80

11 AAC 82715, QUALIFICATIONS. A
purchaser of the state royalty products must
comply with the qualification requirements of
11 AAC 82.200 and must supply the showing
of qualification required of mineral permittees
and lessees by 11 AAC 82.205. (Eff. 9/5,74.
Reg. 51; am 7/22/79. Reg. 71»
Authority: AS 38.05.020
AS 38.05.145(a)

ARTICLE 8
RECORDS AND REPORTS

Section

800. Production records
SOS.  Test results

810. Confidentiality of data
815.  Cross-referencing

| 1 AAC 82.800. PRODUCTION RECORDS,

(@) Mineral lessees of state land shall keep in
their possession accurate books and records
showing the production and disposition o1 all
minerals Eroduced.frqm the leased land and shall
permit the commissioner or Ins agents at all
reasonable hours to examine them.

Ib) The commissioner will, in his discretion,
require copies of sales contracts and other
a?reements with the first bona fide purchaser
arfecting produced minerals which are subject to
royalties. (Eff. 9/5/74. Roe. 51. am  22,7I>

Reg. 71)
Authority: AS 38.05.020t bn I)
AS 38.05.145ta)

[l AAC 82.805. TEST RESULTS. The lessee
of a state-issued mineral lease shall furnish,
upon request of the commissioner, acopy of all
?eolog|cal, geophysical, engineering, and other
actual data obtained from the lease, including
all pertinent tests, records, surveys, and analyses
conducted on or pertaining to the leased land ur
products from it. but not including interpreta-
tions of these items or proprietary research data

| 1-284
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Introduction.

The State of Alaska intends to sell 2.667% of its Daily Royalty Oil
(approximatel 5,000 barrel s per day) from the Prudhoe Bay Unit to Golden
Valley Electric Association under a short-term, noncompetitive contract.
In accordance with AS 38, the Department of Natural Resources must
determine whether this disposal serves the State's best interest before
the sale may take place. This document describes the proposed sale and
analyzes its potential effects. This document is a final best interest
finding and represents the conclusions of the Department.



Background and Chronology.

The State's current contract with GVEA in Fairbanks was the first royalty
oil contract negotiated and executed after the establishment of the Alaska
Royalty Oil and Gas Development Advisory Board in 1976. GVEA requested
royalty oil so that raw crude oil might be used as turbine fuel for power
generation in the event that the cost of clean turbine fuel from the North
Pole Refinery became prohibitive.

GVEA's contract with the State currently in effect is for the purchase of
5.000 bpd. GVEA did not exercise its option to purchase royalty oil until
June 17, 1981. This oil has been traded to North Pole Refinery (MAPCO) in
exchange for turbine fuel.

In a letter to the Department of Natural Resources in November 1982, GVEA
requested an extension of its contract for an additional ten years . No
action was taken on that request pending the change of administrations.
In Mar.h 1983, the new administration began negotiations with GVEA on a
new contract with a ten-year term to assist in satisfying the needs of
50.000 in-state consumers. Negotiations were not completed in time to
submit the long-term contract to the legislature in early 1984.

Because the oil must be nominated or denominated under the Prudhoe Bay
Unit Agreement by March 30, 1984, it was necessary to enter into a

short-term emergency contract with Golden Valley Electric Association to
avoid an interruption in their service.



C. Summary of Contract Terms.

(a) the amount the State would have received had it taken the
oil in-value; plus,
field cost allowance; plus,

(c) $.30 premium; plus

(d) additional amounts if a favorable settlement of State of
Alaska, et al vs. /Vnerada Hess, et al is reached.

2. Term: (a) The date of first delivery is July 1, 1984.
(b) The termination a-+e of the contract is June 30, 1985.

3. Quantity: 2.667% (approximately 5,000 bpd) of Daily Royalty Oil
from the Prudhoe Bay Unit.
4. Point of Delivery: Custody transfer meters into the Trans Alaska
Pipeline system at Prudhoe Bay.

5. In-State Processing: 100% of the Royalty Gil tendered under this

contract shall be used in-state.

6. Security: GVEAwill provide a letter of credit to the State in the
amount of $5,400,000 which is equivalent to approximately sixty days'
worth of oil. This letter is redeemable wupon signature of the
Attorney General and the Commissioner.

A copy of the contract may be obtained at the Division of Oil and Gas.



Findings and Determinations.

1. The sale is in the best interest of the State.

Under AS 38.05.183(e) a noncompetitive sale, exchange, or other disposal
of royalty oil or gas taken in-kind by the State may be awarded by the
commissioner to the prospective buyer whoseproposal offers maximum
benefits to the citizens of the State.

In accordance with AS 38.05.035(a)(14), AS 38.05.183(c) and (e) and 11 AAC
03.010(d), I find and determine that the taking of royalty oil in-kind and
the disposal of that oil to Golden Valley Electric Association (GVEA) for
use ir-state is in the best interests of the State. | have considered the
following in making this determination:

a. The State will receive no less from this sale than if it had
contini~'d to take the oil in-value. The price premium of 3.30 over
the Producersl Weighted Average Field Price will likely offset the

adverse market effects which could occur whenthe State meets the
needs of a refinery that would otherwise be a crude oil customer on
the west coast. While it is impossible to forecast the impact of
customer displacement on west coast prices (if any), let alone its
influence on the Producersl Weighted Average Field price, the amount
of the premium is likely to cover a reasonable differential. AS
38.05.183(e)(1).

b. A disposal to GVEA will have a favorable effect on the economy of
the State, because it will ensure the continued operation of the
cooperative with attendant employment of state residents for the term
of the contract.

Each consumer to whom GVEA provides electric service is a member of
the cooperative. Profit margins are allocated back to the consumer
owners, all of whom are Alaskan residents. No profits accrue to
persons not residing and utilizing the services in-state. The prime

purpose of the cooperative is to provide dependable electrical

service to its member-owners at the most economical price.
-4-



GVEA is regulated by the Alaska Public Utilities Commission. Over
the past year, GVEA has experienced increased consumer need
represented by an addition of 2,000 new customers. GVEA currently
employs 150 people (up 20% in two years) to bring electric service to
more than 50,000 Alaskans. AS 38.05.133(e)(2).

c. The benefits of the continued operation of GVEA include local
employment, security of supply, and the direct favorable results of
the 5,000 bpd in-state use. Secondary industries partially or wholly
connected with GVEA would also continue to benefit from that
relationship. AS 38.05.183(e)(3).

d. As stated above, GVEA supplies electrical energy to more than
50,000 Alaskans who enjoy price benefits directly attributable to the
cooperative's ability to purchase state royalty oil. AS
38.05.183(e)(4).

e. The State is now highly dependent on oil revenues and will
continue to depend on oil revenues in the future. The price term of
the proposed sale protects the State's interest by insuring that
revenues from this sale will meet or exceed the in-value price.

AS 38.06.070(a)(1).

f. The local and regional needs of the Fairbanks area for electrical
supply are met by service provided by GVEA to its member owners. AS
38.06.070(a)(2).

g. The continued operation of GVEA with attendant payroll and
secondary benefits will have a positive and desirable effect on the
citizens of the State. Although this disposal will not result in new
capital investment or development, it will enable existing investment
and development to continue to be utilized. AS 38.06.070(a)(3).

h. The projected social impacts of a disposition to GVEA are
anticipated to be favorable. The benefits presently received from

the operation of the electrical cooperative would continue. AS
38.06.070(a)(4).



i. Since most of the essential provisions of the proposed disposal
to GYEA relate to operation of its existing facilities and systems,
the additional costs and responsibilities which could be imposed upon
the State and affected subdivisions are likely to be minimal. AS
38.06.070(a)(5).

j.  Local and regional consumption is directly and favorably affected
by the GVEA disposal. AS 38.06.070(a)(6).

k. Environmental effects resulting from the proposal are negligible,

if any, since the facility is already in existence. AS
38.06.070(a)(7).

1. The proposed disposal will help existing commercial private
enterprise by making possible continued operation of GVEA
cooperative. AS 38.06.070(a)(8).

In accordance with 11 AAC 03.060(b), | must also discuss the weight given
to the applicable criteria in determining the maximum benefit to Alaska

citizens. In making this finding | had to assure myself that the State
would not lose money by making a disposal to GVEA  Once so assured, I-
could then look to other attendant benefits offered. |If the cash value

offered cannot assure the citizens what the State would have received
in-value, then the sale would not, in my view, serve the State's best
interests. For this reason | placed the greatest weight in this disposal
on AS 38.05.183(e)(1), the cash value offered, in the sense that | would
not have considered any sale unless the in-value price was guaranteed.
Once the in-value price was guaranteed, however, | gave greatest weight to
the projected benefits of using the oil in the State along with attendant
effects of the sale on the economy of the State.

2. Competitive bidding is waived.

| have determined in accordance with AS 38.05.183(a) that the best
interest of the State does not require competitive bidding for this



disposal. The best interest of the State is served by making this award
on factors other than the highest price received from a competitive sale.
A competitive bid process would not preclude the placing of royalty oil in
a market which could have the effect of lowering the State's in-value
price. Other concerns which | was able to address through a
noncompetitive process include the security arrangements to insure
payments to the State and provisions designed to forestall' any possible
responsibility or liability on the part of the State for handling royalty
oil at Pump Station One.

| also find and determine that, in order to realize the objectives implied
by the considerations listed in AS 38.05.182-183 and AS 38.06,070 and
obtain the benefits of in-state processing and supply, disposal by
competitive bid with the award determined entirely upon the cash value
offered is not in the best interest of the State in this instance.
Rather, it is in the best interest of the State to dispose of royal." oil
for no less than the State would have received had it taken the oil
in-value to purchasers who offer maximum benefits to State citizens under
contracts which protect the interests of the State.



E. Conclusion.

By the cerms of the proposed contract, the State is guaranteed the
in-value price for its oil as well as a premium on each barrel. The
additional premium protects the State and assures that the State is not
receiving less for its oil than if it elected to take its royalty oil
in-value. Since only a percentage of production is specified in the
contract, rather than a fixed volume, a percentage of royalty oil will
remain in-value. This in-value oil would be available for future sale by
the State.

The foregoing facts and analysis support my decision that this disposal is
in  the best interests of the State and maximizes benefits to Alaska
citizens.

Esther C. Wunnicke Date

Commissioner



AGREEfENT FOR THE SALE AND
PURCHASE OF ROYALTY Oil

THIS AGREEf-ENT, entered into as of f /7 ?2f¥ by and between
THE STATE OF ALASKA ("Seller") and GOLDEN/$#£ey' ELECTRIC ASSOCIATION, an
Alaskan Non-Profit Corporation, hereinafter referred to as "Buyer".

ARTICLE |
DEFINITIONS

As used in this Agreement, the following terms shall have the
followi ng meani ngs:

1.1 "Commissioner]l means the Commissioner of the Alaska Department of
Natural Resources.

1.2 "Day" means a period of twenty-four (24) consecutive hours,
beginning at 12:01 a.m., Yukon Time.

1.3 "Leases™ means the oil and gas leases which are subject to the terms
of the Unit Agreement.

1.4 "Lessee™ means any person owning a working interest in any of the
Leases.

15 "Month™ means the period beginning at 12:01 a.m., Yukon Time, on the
first day of the calendar month and ending at the same time on the first day
of the next succeeding calendar month.

1.6 "Oil" or "crude oil™ shall have the same meaning as the word "oil"
under the Unit Agreement.



1.7  "Point of Delivery”™ shall have the meaning set out in Article 2.4.

1.8 "Royalty Oil™ means the oil which the Seller may take in-kind
(amount) as its royalty under the Leases whether or not Seller has elected to
take or is taking that royalty in-kind.

1.9 "Daily Royalty Oil™ means the quantity of Royalty Oil produced by
the Lessees each day.

1.10 "Unit Agreement" means the Prudhoe Bay Unit Agreement effective
April 1, 1977, by and between Seller and the Lessees, as it may be amended
from time to time.

ARTICLE 11
SALE OF ROYALTY OIL

2.1 Quantity. Seller agrees to sell to Purchaser and Purchaser agrees to
buy from Seller that amount of oil equal to 2.667* of the Daily Royalty Oil
("Maximum Quantity™). Upon at least nine (9) months written notice to Seller,
Purchaser may increase or decrease the amount of oil to betendered by teller
at the Point of Delivery, but the amount tendered by Seller under this
Agreement shall not exceed the Maximum Quantity. Purchaser recognizes that
Seller must normally give six (6) months notice under the Unit Agreement (or
ninety (90) days if the amount increased or decreased is less than ten (lC)
percent of the current nominations) to increase or decrease the amount of
Daily Royalty Oil to be taken in-kind. It is understood and agreed that the
volume of Daily Royalty Oil available to Seller willvary and may be
interrupted from time to time, and depends upona variety of factors,
including the rate of production from the Leases. Seller disclaims and
Purchaser waives any representation, covenant or warranty, express or implied,
as to the specific quantity or the total or daily, monthly, average, or
aggregate volume of Royalty Oil to be sold or tendered under this Agreement.
Seller warrants that it has good title to the oil tendered under this



Agreement. Seller shall hold the Purchaser harmless from all liens,
encumbrances and valid adverse claims that may affect the Royalty Oil at the
time the Royalty Oil is tendered to the Purchaser.

If Seller underlifts or stores Royalty Oil at Prudhoe Bay, or if
Seller recovers undr-rl ifted or stored Royalty Oil, the quantity of Royalty Oil
tendered under this Agreement shall be calculated as if no Royalty Oil was
underlifted or stored or recovered.

2.2 Quality. The Royalty Oil sold shall be the same quality as the oil
delivered by the Lessees to the Seller at the Point of Delivery. It is
understood and agreed that the quality of the Royalty Oil sold may vary from
time to time. Seller disclaims, and Purchaser waives, any guarantee,
representation, or warranty, either  expressed or impl’ed, of the
merchantability, fitness for use, or suitability for any particular use or
purpose, or otherwise, of any of the oil delivered under this Agreement or as
to any specific, average or overall quality orcharacteristic of Royalty Oil
to be sold or tendered under this Agreement.

2.3 Price of the Royalty Oil. The price for the oil tendered under this
Agreement shall be equal to the amount that Seller would have received from
its Lessees for the Royalty Oil tendered if that royalty had been payable in
money (taken in value) rather than taken in kind plus a premium of $0.30 per
barrel plus the Field Cost Allowance incurred by that oil as determined under
the Prudhoe Bay Royalty Settlement Agreement (dated April 1, 1980 for
reference purposes only), which was entered as part of a final judgment dated
August 13, 1980 in State of Alaska, et al v. Amerada Hess Corp., et al.,
(Superior Couit for the State of Alaska, First Judicial District at Juneau)
("Amerada Hessl) ("Settlement Agreement™) ("Purchase Price™). The Purchase
Price shal™ be determined by Seller based upon the reports submitted by the
Lessees for royalty purposes or, when those reports are unavailable,
incomplete, or inaccurate, upon information submitted by the Lessees fc-r
production tax or other tax purposes, as may be adjusted from time to time as
provided in this Agreement. Buyer will only be entitled to review or request



material or information which is not confidential wunder state law or
regul ation.

The method, basis and amount of royalty aue Seller when it takes its
royalty in value from the Leases is presently the subject of litigation in
Amerada Hess. One of the issues involved is the proper method to be used by
the Lessees in calculating the state's royalty when the royalty is payable in
money (in value). Until there is a resolution of that dispute through
judicial resolution or settlement, the Purchase Price will be based upon the
calculation of an amount per barrel equal to the per barrel volume weighted
average of the in-value prices reported by the Lessees to Seller for royalty
purposes or, when the royalty reports are unavailable, incomplete, or
inaccurate, upon information submitted by the Lessees for production tax or
other tax purposes, plus $0.30 per barrel plus the Field Cost Allowance as
determined under the Settlement Agreement. Upon resolution of each of the
various issues that are or will be involved in Amerada Hess, adjustments will

be made to previous payments in accordance with each resolution.

If additional amounts are owed by Purchaser to Seller, interest on those
amounts will be paid at a variable interest rate which is the higher of: (1)
the prime rate as may be announced from time to time by The Bank of America,
San Francisco, California, plus three percent (3"); or (2) the rate of return
as is realized from time to time in the investment of the State of Alaska's
general fund, founts owed from Seller to Purchaser shall be repaid at the
rate set out in Article 5.6. Buyer will not voluntarily intervene or
otherwise participate in Amerada Hess unless Seller expressly consents to that
participation in writing. A settlement of Amerada Hess will be binding upon
Buyer whether or not Buyer agrees with or consents to the terms of that
settlement.

If any applicable law of the United States of America or any rule or
regulation promulgated by a federal agency will, in the judgment of Seller,
operate to prohibit or prevent Seller from receiving the full amount due under
the above provision, Buyer's obligation to pay the amount of the Purchase
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Price in excess of the amount permitted will be suspended or adjusted to the
minimum extent required for Seller to comply with that law, rule or regulation.

2.4 Point and Time of Delivery. Simultaneous with receipt of its
Royalty Oil from its Lessees, Seller shall tender the oil to Purchaser at the
point at which Seller receives the Royalty Oil from its Lessees. That point
as presently agreed to by Seller and its Lessees in Article 2.3 of the
Settlement Agreement is the custody transfer meters into the Trans Alaska
Pipeline System at Prudhoe Bay.

2.5 Passage of Title and Risk of Loss. Title and risk of loss to the
Royalty Oil sold under this Agreement shall pass from Seller to Purchaser for
all purposes when Seller tenders the oil at the Point of Delivery.

2.6 Purchaser's Responsibility. Purchaser shall be responsible for the
oil after passage of title. Purchaser will indemnify and hold Seller harmless
from and against any and all claims, costs, damages (including reasonably
foreseeable consequential damages', expenses or causes of action as a result
of any loss, injury, or damage incurred by any party as a result of any
transaction or event which relates to the crude oil after title has passeo to
Purchaser.

2.7 Transportation Arrangements. Purchaser shall make all necessary
arrangements for transporting the oil sold under this Agreement from the Point
of Delivery, including satisfaction of line fill obligations and storage tank
bottom requirements ~f the Trans Alaska Pipeline System, if any. |If and as
requested by the Seller, and at the time or times requested by Seller,
Purchaser shall submit specific information concerning the arrangement it has
made for transportation of the Royalty Oil sold under this Agreement throucn
and away from the Trans Alaska Pipeline System and for the resale or other

disposal of the Royalty Oil. Such information may include the specific
tenders of oil made to the Trans Alaska Pipeline System and identification of
tankers which will transport the Royalty Oil. In addition, Purchaser will

provide Seller, if and as requested by Seller, with satisfactory evidence or



reasonable assurance of the existence and continuing validity of adeauate
arrangements for the transportation or disposal of the Royalty Oil subject to
this Agreement. Failure to provide information, evidence or assurances
requested will, at Seller's election by notice to Purchaser, be a material
default under this Agreement.

2.8 Absolute Obligations. The obligations of Purchaser to accent, pay
for, and arrange for the transportation of the Royalty Oil tendered or sold
under this Agreement are absolute and will not be excused or discharged by the
operation of any disability of Purchaser, event of force majeure,
impracticability of performance, change in conditions, or any other reason or

cause.

2.9 Dateof First Delivery. Seller will initiate tender of Maximum
quantity of Royalty Oil to Purchaser at the Point of Delivery to commence July
1, 1984.

2.10 Performance Guaranty and Reservation Fee. If Purchaser does not
take the Maximum Quantity on the Date of First Delivery, Purchaser snail pay
to Seller,in addition to the Purchase Price, an amount equal to 1.25% of the
Purchase Price per barrel per dayon the difference between the Maximum
Quantity and the actual quantity tendered to and acceoted by Purchaser
("Aatual Ouantity™) for each day Purchaser does not take the Maximum Quantity
on and after the Date of First Delivery. The payment of this fee shall end on

the day that Purchaser accepts delivery of the .Maximum Quantity. Mien
Purchaser accepts the Maximum Quantity, all of the amounts paid under this
Article 2.10 will be allowed to be credited against future payments for oil

tendered under this Agreement except for an amount to be retained by Seller
equal to .75% of the Purchase Price per barrel per day on the difference
between the Maximum Quantity and the Actual Quantity for each day Purchaser
did not take the f'kximum Quantity on and after the Date of First Delivery. If
Purchaser should thereafter decrease the amount of Royalty Oil to be tendered
under this Agreement, Purchaser shall pay to Seller, in addition to the
Purchase Price, an amount equal to .75% of the Purchase Price per barrel per
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day after the date that the decrease in the amount of Royalty Oil to be
tendered by Seller takes effect on the difference between the Maximum Cuartity
and the Actual Quantity.

2.11 In-State Processing. Purchaser agrees that all oil purchased under
the terms of this agreement shall be used in the State of Alaska. As usee in
this Agreement "used in the State of Alaska™ means the following deserved
uses or a use substantially similar to that described.

Purchaser has assigned its royalty oil to North Pole Refining (MAPCO) for
processing crude into a usable fuel for its generating station. Purchaser is
guaranteed a lower refining charge under this arrangement which is passed
directly through to consumers in the form of reduced electric rates. If MAPQO
cannot process purchaser's crude, purchaser has a commitment from the Rural
Electrification Administration that mortgage funds would be available to
convert its generating units to accept crude as fuel.

Purchaser's obligation to use Royalty Oil in-state may only be susoenaee
or excused under the provisions of Articles VIII and XI.

Seller may, at its option, waive the in-state use requirement in whole or
in part, if Seller is satisfied that the waiver would not be contrary to the
underlying intent of the other provisions of this Agreement.

2.12. Best Efforts. Purchaser agrees to use its '"best efforts’
process oil under the arrangements in Article 2.11 to reduce consumer prices
in the Electrical Coop. A determination of "best efforts™ under this Article
shall include consideration of Purchaser's capabilities and the surrounding
business circumstances. Purchaser's obligation to wuse its best efforts
include reasonable, diligent, and good faith efforts, but shall not require
Purchaser to market in Alaska at a loss. "Best efforts™ would, however,
require Purchaser to market in Alaska even though Purchaser could make a
greater profit by another disposition of the Royalty Oil or the oroducts
refined from that oil.

to



ARTICLE 111
REPRESENTATION AND OBLIGATIONS OF PURCHASER

Purchaser warrants, represents, and agrees:

3.1 Good Standing and Due Authorization. Purchaser is, and at all times
during the operation of this Agreement shall remain, a corporation qualified
to do business in, and in good standing with, the State of Alaska. Purchaser
has all necessary corporate power to enter into this Agreement and to perform
its covenants and obligations under this Agreement. All necessary corporate
action has been taken to authorize Purchaser's entering into this Agreement
and performing its covenants and obligations under this Agreement.

3.2 Financial Condition. The financial information submitted to Sellgr
is complete and correct and fairly presents Purchaser's financial condition at
the time the information was submitted to Seller. The financial information
was prepared in accordance with generally accepted accounting princiDles
consistently applied. Since the date the information was submitted, the
condition, business and properties of Purchaser have not been materially
adversely affected in any way. Purchaser agrees to inform Seller immediately
if during the term of this Agreement there is any material adverse change in
the condition, business, or properties of Purchaser which would have an
appreciable adverse effect on Purchaser's performance under this Agreement.
Purchaser, in addition, will immediately inform Seller of any significant
change in ownership of either the Purchaser or any of its affiliates or parent
company, and of any change in Purchaser's operations or agreements, which
would appreciably affect Purchaser's performance under this Agreement.

3.3 Financial Statements. As soon as possible after the end of each
fiscal year of Purchaser, and irn any event within one hundred twenty (120)
days thereafter, Purchaser will furnish to Seller, at Purchaser's sole cost
and expense, a report or a com ?te copy of a report in a form to be



prescribed from time to time by Seller which will include Purchaser's balance
sheet as of the close of the fiscal year and the income statement for that
year prepared in each case in accordance with generally accepted accounting
principles consistently applied by certified public accountants of recognized
standing. For purposes of complying with this Article, Purchaser may submit,
and Seller will accept, the annual report of the Golden Valley Electric
Association, Inc.

ARTICLE IV
FEASUREPENTS AND TESTS

4.1 Measurement Standards and Procedures. The quantity and quality of
the crude oil sold under this Agreement shall be determined at the Point of
Delivery. Procedures and methods for measuring and metering the oil sold
under this Agreement shall be in accordance with the practices then in effect
at Prudhoe Bay, Alaska.

ARTICLE V
PAYF-ENTS AND ACCOUNTING

51 Billing. Seller will send to Purchaser, on or before the iOth
(tenth) business day of each month after delivery of Royalty Oil, an invoice
statement of account of all Royalty Oil estimated to have been measured at the
custody transfer meter into the Trans Alaska Pipeline System and tendered to
Purchaser under this Agreement during the immediately preceding month
according to the best information available to Seller, the estimated orice or
prices applicable to those deliveries, and the total amount due ("initial
billing™). The estimates will be made by Seller according to the best
information reasonably available to Seller. Seller may render it? initial
billing to Purchaser based in part upon information reported by the Lessees to
Seller and information published by the U.S. Government. Seller shall
thereafter adjust its initial billing wunder this Article as soon as mere



accurate information concerning the quantity and price or prices of Royalty
Oil delivered each month is available. Seller, however, shall not be required
to adjust the initial billing prior to the sending of the next month's invoice
statement of account.

5.2 Initial Adjustment. After the monthly invoice under Article 5.1,
the subsequent monthly invoice will also state Seller's initial adjustments to
be made, if any, to the invoice rendered in the immediately preceding calendar
month, in accordance with any additional or more accurate information which
may have become available to Seller. Whether or not initial adjustments are
made, however, subsequent adjustments may be made under Article 5.5.

5.3 Payment. Purchaser will make payment of that amount billed unoer
this Article within ten (10) days after receipt of the invoice statement of
account. Payment shall be made without any deduction, set off, or withholding
in immediately available funds to Seller at the following address:

Bank of America, MT 3 SA

San Francisco, California

Securities Department 3298

Credit to: State of Alaska Investment Account
Payment may be made in such other manner or to such other address as Seller
may specify in theinvoice statement of account or by other written notice.
All other paymentsto be made under this Agreement shallbe paid in the same
manner. If payment is due on a Saturday, Sunday, or legal holiday of the
place where payment is to be received, payment shall be made on the next
following businessday. It is recognized that Seller maybill, and that
Purchaser will pay, amounts that are based upon confidential information held
or received by Seller. If confidential information is used as the basis for a

billing, then upon request Seller will furnish Purchaser with the certified
statement of the Commissioner that the amounts billed are correct based upon
the best information available to Seller. Except for obvious clerica
mistakes, if a dispute concerning a bill arises, it is agreed that Purchaser
will pay the full amount billed by Seller pending final resolution of the
dispute. Upon final resolution, the amount paid will be refunded to the

Purchaser with interest, if such a refund is appropriate.



5.4 Payment to Lessee. Purchaser, at therequest of Seller in the
invoice statement of account or otherwise in writing, shall pay all or any
portion designated by Seller of that payment required to be made to one or
more of the Lessees at an address or addresses and in the manner designated by
Seller. The payment will be made within the time limit specified in Article
5.3. Seller may authorize and designate a third party to make the request ana
designate the amount, manner and place of payment under this provision.
Unless otherwise specified, the balance of thepayment due, if any, ana
payment for subsequent months, shall be made in accordance with Article 5.3.

55 Subsequent Adjustments. Purchaser acknowledges that more accurate
information concerning the quantity of or Purchase Price for Royalty Oil
tendered may subsequently become available to Seller. In the event that any
such information should subsequently become available to Seller, Seller shall
promptly furnish a corrected invoice statement of account to Purchaser and the
parties will adjust the amount billed and pay or refund the amount of those
adjustments.

In the e*ent that Seller should render a corrected invoice to Purchaser,
the parties will adjust the amount previously billed accordingly. Any amount
to be refunded from Seller to Purchaser or paid from Purchaser to Seller will
be paid within fifteen (15) days after the date of the corrected invoice. The
time for paying an adjustment will be different, however, when the adjustment
concerns an amount last invoiced more than sixty (60) days before the
corrected invoice, in which case the amount will be paid byPurchaser or
refunded by Seller, as the case may be,in equal monthly installments over the
same period of time as that over which the adjustment accrued or six (6)
months, whichever is the shorter period. M adjustment will be made more tnan
twelve (12) months after the date of the last original invoice to which the
adjustment relates, except for adjustments resulting from: (i) regulatory or
court proceedings (including appeals) commenced or pending during that twelve
(12) month period, whether or not Seller or Purchaser is aparty to the
proceeding, or (ii) bona fide audits by Seller of any Lessee(s) commencing at
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any time during the period six (6) years after the date of the last invoice to
which such adjustment relates, or any resolution of disputes arising out of
those audits. Adjustments due to audits or regulatory proceedings or court
proceedings may be made at any time. The provisions of this Article 5.5 will
survive any termination of this Agreement.

5.6 Interest.  Except for adjustments made upon resolution of Ame*~ada
Hess under Article 2.3, the amount of all sums which are not paid when due
under this Agreement or which are subsequently determined to be due under an
adjustment under Article 5.5, or refunds, shall bear interest from the date
accrued until paid in full at a variable rate per annum equal to the prime
rate as announced from time to time by the Bank of America, San Francisco,
California, plus one and one-quarter percent (1.25") per annum.

v

57 Late Payment Penalty. Except for unintentional failures to pay,
including clerical mistakes or occurrences not within the reasonable contrgl
of Purchaser, or insignificant underpayments, if Purchaser fails to make
payment within one (1) day of the date that payment is due, then in addition
to the amount due plus interest from the date that payment was due until the
date of payment, Purchaser will pay an amount equal to one percent (1) of the

amount owed.

5.8 Payment to Third Parties. Seller may direct that Purchaser oay any
amount due or which may become due directly to a third party in the manner and
time as may be directed by Seller in written notice to the Purchaser if, in
the Seller's sole discretion, the payment to the third party will assist
Seller in monitoring or enforcing this Agreement.
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ARTICLE VI
TERM

6.1 Term. This Agreement shall become effective upon execution by the
parties. Subject to the other provisions contained in this Agreement,
Seller's obligation to sell and Purchaser's obligation to buy Royalty Oil
shall begin July 1, 1984 and end June 30, 1985.

ARTICLE VII
DEFAULT OR TERMINATION

7.1 Default. If any one or more of the following events ("Events of
Default™) occur, then at Seller's option,Seller may terminate or susoend its
obligation to tender and sell Royalty Oil andproceed to exercise any one or

more of the rights and remedies provided in this Agreement: A

(i) Except for obvious clerical errors, Purchaser does not pay in full

any sum owed under this Agreement at the time when payment is due;
or

(ii) Purchaser fails to observe or perform any of its other covenants
and obligations under Article II; or

(iii) Purchaser does not perform any act required or contemplated under
this Agreement and either: (a) the nonperformance continues for
more than thirty (30) days after Seller has notified the Purchaser
of Purchaser's nonperformance; or (b) Purchaser had failed to
perform the same or any other act required or contemplated under

this Agreement during the immediately preceding twelve (12) month
period; or
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(iv) there is a material adverse change in Purchaser's condition,
business or property which appreciably affects the ability of the
Purchaser to perform any of its obligations under this Agreement,
and Purchaser is wunable to give Seller adequate assurance of
continued performance either within fourteen (14) days of a request
for such an assurance or within such other shorter time period as
Seller may reasonably request under the circumstances; or

(v) any representation or warranty made by Purchaser in this Agreement
proves to have been false or incorrect in any material respect at
the time that the representation or warranty was made.

7.2 Failure to Pay Debts. |If at any time Purchaser becomes unable to
pay any of its debts when those debts are due, or should otherwise become
insolvent (without regard to how that insolvency may be evidenced), Purchaser
will immediately give notice of that fact to Seller. Whether or not that
notice is given, if Purchaser becomes unable to pay any of its debts when
those debts are due or should otherwise become insolvent, Seller's obligation
to tender and sell Royalty Oil under this Agreement will automatically and
immediately terminate without any requirement of notice or other action by
Seller; however, Purchaser will nevertheless be and remain liable for payment
and performance of all of its obligations and covenants under this Agreement
with respect to Royalty Oil actually tendered by Seller to and after any such
termination. Within thirty (30) days after receipt of Purchaser's notice or,
if no notice is given, after Seller otherwise becomes aware (as determined in
Seller's sole discretion) of Purchaser's insol/ency, Seller will have the
right, upon written notice to Purchaser, to reinstate all of Seller's and
Purchaser's obligations under this Agreement retroactively to the date of
termination.

7.3 Seller's Remedies. Upon the occurrence of any Event of Default or
if Seller's obligation to tender and sell Royalty Oil under this Agreement is
terminated or suspended under Articles 7.1 and 7.2, all obligations of
Purchaser accrued but not otherwise due and payable under this Agreement will
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immediately be due and payable in full. In addition, Purchaser will indemnify
and hold Seller harmless from and against all other liability, damages
(including reasonably foreseeable consequential damages), costs, losses and
expenses (including reasonable attorneys” fees and disbursements) incurred by
Seller and arisinc out of the Event of Default, termination, or suspension.
Seller shall have the right cumulatively to exercise any and all other rights
and remedies and to obtain all other relief available under applicable law or
at equity, including mandatory injunction and specific performance. The
Seller, upon occurence of any Event of Default, in its sole discretion, may
arrange for any disposition to third parties of Royalty Oil to be tendered and
sold under this Agreement. Upon the occurrence of any Event of Default, the
Purchaser isreleased fromthe obligations set forth in Articles 211

(In-State Processing) and 2.12 (Best Efforts) until the Event of Default no
longer exists or the obligation of the Purchaser to take Royalty Oil under

this Agreement expires. If upon occurrence of any Event of Default the Seller
makes arrangement for disposition to third parties of Royalty Oil or if the
Purchaser isreleased fromArticles 211 and 2.12, whether or not this

Agreement is terminated, Purchaser will nevertheless be and remain liable to
Seller for the full amount of the Purchase Price for that Royalty Oil in
excess of thePurchase Price over any amount or amounts received by Seller on
account of that disposition, net of the expenses of that disposition and cor
all  other costs, expenses (including reasonable attorneys' fees ano
disbursements), damages (including reasonably foreseeable consequential
damages) and losses incurred by Seller and arising out of the Event of Default
or di sposition.

7.4 Purchaser's Exclusive Remedies. Upon any breach of, or default in,
the due and timely observance or performance of any of Seller's convenants or
obligations wunder this Agreement, Purchaser acknowledges and agrees that
Purchaser's remedies will not include a temporary restraining order or
preliminary injunction preventing Seller from taking any action with regard to
the Royalty Oil sold under the Agreement.



ARTICLE VI
DISPOSITION OF OIL

8.1 Disposition of Oil Upon Default or Termination. Purchaser
acknowledges and agrees that under the Unit Agreement and Leases Seller's
election to take Royalty Oil in-kind can be revoked or reversed only upon the
satisfaction of various conditions, including the giving of six (6) months'
notice to return all or more than ten percent (10") of Seller's then current
nominations. Purchaser acknowledges and agrees that Seller's election to
invoke its rights to return to taking its Royalty Oil in value on less than
six (6) months' notice, or to attempt to secure a waiver of any condition or
requirements, is at Seller's sole and complete discretion. Notwithstanding
termination of this Agreement for default or for any other reason, including
expiration or termination under any provision contained in this Agreement,
Purchaser shall continue to take and purchase Seller’s Royalty Oil in the
amount and for the price set forth in this Agreement for up to seven (7)
months following termination of this Agreement if Seller, in its discretion,
SO requires.

8.2 Inability to Receive Oil. If for any reason Purchaser is unable or
refuses to accept or receive any Royalty Oil tendered under this Agreement,
Purchaser shall neverthelessbe and remain responsible for the disposal of
that Royalty Oil and for paying the Seller for the oil as though it lias beer
received and accepted by Purchaser unless Seller, in its sole discretion,
elects to waive this requirement.

8.3 No Right to Storage or Underlift. Purchaser waives and disclaims
any interest or right that it may assert to storage of Royalty Oil, including
by underlift or other means,to which Seller is or may come to be entitled
under the Leases or any other agreement.
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ARTICLE IX
WAIVER

9.1 Waiver. The failure of either party to insist upon strict
Tormanee of any provision of this Agreement shall not constitute a waiver
of, or estoppel against, asserting the right to require that performance in
the future. A waiver or estoppel in any one instance shall not constitute a
waiver or estoppel with respect to a later breach of a similar nature or
otherwise. A course of performance established by a party shall also not
estop the other party from comolaining of a later breach similar in nature.

ARTICLE X
VALIDITY

10.1 Validity. If any provision or clause of this Agreement or
application of this Agreement to any person or circumstance is held invalid,
that invalidity shall not affect other provisions or applications of this
Agreement which can be given effect without the invalid provision or
application. If, however, an invalidity should operate to impair any material
right or remedyof a party to this Agreement, that party may terminate this
Agreement by notice to the other.

ARTICLE Xl
FORCE MAJEURE AND CHANGE IN CONDITION

11.1  Effect of Force Majeure. Except for Purchaser's obligations to
make payment of money for Royalty Oil tendered under this Agreement and except
for Purchaser's obligations to accept and dispose of Royalty Oil,neither
party shall be liable for any failure to perform the terms of this Agreement
when the failure is due in whole or in substantial part to force majeure. The
term"force majeure” as applied to this Agreementshall mean Acts of God,
strikes, lockouts and industrial disputes or disturbances, civil disturoances,



arrests and restraints from rulers or people, interruptions by government or
court orders or by present or future orders of any regulatory body having or
asserting jurisdiction, acts of the public enemy, wars, riots, blockades,
insurrections, inability to secure materials by reasons of allocations
promulgated by authorized governmental agencies, epidemics, landslides,
lightning, earthquakes, fires, storms, floods, washouts, explosions, breakage
or accident to machinery or lines of pipe, freezing of wells or pipelines, or
any other event or condition, whether of the kind herein enumerated or
otherwise, not within the reasonable control of the party claiming the benefit

of this excuse. If, however, any material obligation of Purchaser is excused
or suspended because of a claim of force majeure for a period of three hundred
sixty-five (365) successive days or more, Seller will have the right to

terminate this Agreement. Prior to the Seller exercising its right to
terminate this Agreement the Seller and Purchaser shall enter into good faith
negotiations to restore, to the fullest extent possible, the Seller and
Purchaser to the benefits and obligations that existed under this Agreement
before the occurrence of the force majeure condition.

11.2 Responsibil ity. Upon the occurrence and discovery of an event
providing the basis for a claim of force majeure, the party making a claim
shall notify the other party to this Agreement of its claim of force majeure.
Upon the occurrence of an event constituting force majeure that event shall,
so far as possible, be remedied with all reasonable diligence and di SDatch.
Except for Purchaser's obligations to make payment of money for Royalty Oil
tendered under this Agreement ana except for Purchaser's obligation to di SDese
of Royalty Oil., the obligations of the disabled party to perform under this
Agreement, Insofar as they are affected by that force majeure, shall be
suspended from the time that force majeure occurs and for so long as the
disability caused should have continued had the party claiming the existence
of the force majeure remedied the event providing the basis of the claim of
force majeure with reasonable diligence and dispatch, and for no longer. The
settlement of strikes or lockouts or industrial disputes or disturbances will
be entirely within the discretion of the party having the difficulty, ana the
above requirement that any force majeure shall be remedied with diligence and



dispatch shall not require the settlement of strikes, lockouts, or industrial
disturbances by acceding to the demands of any opposing party therein when
such course is inadvisable in the sole discretion of the disabled party.

ARTICLE XlI
NOTICES

121 Method. All notices, requests, demands or statements shall be in
writing, and may be delivered personally to the party to be notified or may be
sent by registered or certified United States mail, postage prepaid, with a
return receipt requested to such party. Notice deposited in the mail in this
manner shall be effective upon the expiration seven (7) days after it is so
deposited. Notice given in any other manner shall be effective only if and
when received by the addressee. For the purposes of notice, the addresses of
the parties to this Agreement shall be as follows:

If to Seller: State of Alaska
Commissioner of Natural Resources
Pouch '"M'
Juneau, Al aska 9981 1
and
Commissioner of Revenue
Pouch "S"
Juneau. Alaska 99811
and

Director, Division of Oil and Gas
Pouch 7-024
Anchorage, Alaska 99510

If to Purchaser:
GOLDEN VALLEY ELECTRIC ASSOCIATION

P.O. Box 1249
Fairbanks, Alaska 99707

12.2 Change of Address. Each party may change its address for notice by
giving notice of the change.
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ARTICLE X111
RULES AND REGULATIONS

13.1 Rules and Regulations. This Agreement is subject to all present
and future valid laws, orders, rules andregulations of the United States, the
State of Alaska, and any duly constituted agency thereof.

ARTICLE XIV
SOVEREIGN POMR OF THE STATE

14.1  Sovereign Power of the State. This Agreement and its covenants
shall not be interpreted as a limit on the exercise by the State of Alaska of
any of its sovereign or regulatory powers, whether conferred on the State by
constitution, statute or regulation, including but not Ilimited to, its
regulatory power over the Leases. The exercise by the State of Alaska of any
sovereign or regulatory power will not operate or be deemed to enlarge any
rights of Purchaser or to limit or impair any obligations or liability of
Purchaser under this Agreement except for state statutes enacted after the
effective date of this Agreement which have a direct and significant adverse
effect on theability of Purchaser to perform an obligation under this
Agreement other than the obligations toaccept, dispose, and pay for Royalty
Oil tendered under this Agreement.

ARTICLE XV
SECURITY

15.1 Letter of Credit. At least sixty (60) days before the Date of
First Delivery, unless waived by Seller, Purchaser shall cause to be furnished
to Seller an irrevocable stand-by letter of credit for the benefit of Seller,
issued by a state or national banking institution of the United States which



is a member of the Federal Deposit Insurance Corporation and has an aggregate
capital and surplus of not less than One Hundred Million Dollars
($100,000,000), or other banking institution acceptable to Seller in its sole
discretion. The principal face amount of the letter of credit shall initially
be Five Million, Four Hundred Thousand Dollars, ($5,400,000). The letter of
credit shall be substantially in a form satisfactory to the Commissioner, but
in any event shall not require any documents to be submitted in support of
drafts drawn against this letter of credit other than the certified statement
of the Commissioner or her designee and the Attorney General of the State of
Alaska or his designee that Purchaser is liable to Seller for a sum equal to
the amount of such draft, and that that sum is due and payable in full and has
not been timely paid. In the event that Seller should have reasonable grounds
for asserting any claims against Purchaser under this Agreement and does
assert those claims in an aggregate amount in excess of the aggregate
principal face amount of the letter of credit then in effect, Purchaser shall
upon Seller's request (whether or not Purchaser may deny, reject or otherwise
resist such claims) cause the principal face amount of the letter of credit to
be increased by an amount equal to the excess. The principal face amount of
the letter of credit shall also be automatically increased by Purchaser
without request from Seller whenever the face amount is less than the exDected
Purchase Price of sixty (60) ays of Royalty Oil tenders under this Agreement,
to an amount equal to the expected Purchase Pr” ~ of sixty (60) days of
Royalty Oil tenders. The principal face amount of tne letter of credit may be
decreased by Purchaser upon approval of Seller if the face amount is more than
the expected Purchase Price of sixty (60) days of Royalty Oil tenders unccr
this Agreement, to an amount equal to the expected Purchase Price >f sixty
(60) days of Royalty Oil tenders. The Commissioner may accept such other or
additional security as she, in her sole discretion, considers adequate to
protect Seller.
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ARTICLE XV
PREFERENTIAL HIRING AND NON-DISCRIMINATION

16.1 Preferential Hiring. Purchaser agrees to hire and employ Alaska
residents and Alaska companies to the extent they are available, willing and
qualified for all wo”k performed in Alaska that is performed under or in
connection with this agreement. As used in this agreement "Alaska resident™
means an individual who has resided in the State for one year at the time of
hiring or employment and "Alaska companies”™ means those companies who are
incorporated in the State of Alaska or whose principal place of business is in

Alaska.

If this provision is determined to be unconstitutional by a court of competent
jurisdiction, then Purchaser agrees to hire and employ Alaska residents and
Alaska companies to the extent such preferential hiring is determined to be

constitutional.
\

ARTICLE XVII
APPLICABLE LAW

17.1 Alaska Law. Tliis Agreement shall be governed by and construed in
accordance with the laws of the State of Alaska, excluding any conflict-of-law
rule or principle which might refer such construction to the laws of another
state or country.

17.2 Submission to Jurisdiction. Any legal action or proceeding arising
out of or relating to this Agreement or for the enforcement of the covenants
or obligation of either party must be instituted in a State court of general
jurisdiction sitting in the State of Alaska, and Purchaser hereby irrevocably
submits to the jurisdiction of that court in any such action or proceeding.

-22-



ARTICLE XVIII
WARRANTIES

18.1 No Warranties. The purchase and sale of Royalty Oil under this
Agreement is subject only to the warranties of Seller expressly set forth in
this Agreement and Seller disclaims and Purchaser waives all other warranties,
express or implied in law, whatsoever.

ARTICLE XIX
AM NOMINT

19.1 Amendment. This Agreement may be supplemented, amended or modified
at any time, but only by written instrument duly executed by the parties to
this Agreement.

ARTICLE XX
SUCCESSORS AND ASSIGNS

20.1 General Prohibition. No assignment, pledge or encumbrance of this
Agreement shail be made by either party without first obtaining the written
consent of the other party. The Commissioner may grant such consent on behalf
of the Seller. The Commissioner shall have sole and complete discretion in
granting or denying a proposed assignment, pledge or encumbrance. Subject to
the above requirements in this Article, this Agreement will be binding upon
and inure to the benefit of each of the parties and its successors and
permitted assigns. In addition, if Purchaser gains or acquires a controlling
interest in an entity which has an agreement with Seller for the sale of
Royalty Oil ("Other Agreement™), then Seller, at its option and on one year's
notice, may require Purchaser to terminate either this Agreement or the Other
Agreement. The choice of which Agreement to terminate will be Purchaser's.
Purchaser may request that Seller waive this option in advance of Purchaser
gaining a controlling interest in an entity which has an agreement with Seller
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for the sale of Royalty Oil. The Commissioner has sole and complete
discretion in granting or denying the requested waiver.

ARTICLE XXl
HEADINGS

21.1 Headings. Headings used in this Agreement are for convenience onty
and shall not affect the construction of thio Agreement.

ARTICLE XXII
RECORDS

22.1 Preservation of Records. Purchaser will preserve and maintain all
books, accounts, and records relating to or arising out of the performance of
this Agreement, including but not limited to the purchase or sale of Royalty
Oil and its refined products, for a period of six (6) years. Purchaser will
also maintain and preserve all similar books, accounts, and records of wnich
it has possession belonging to those third parties with whom it contracts for
the performance of various parts of this Agreement. Neither Purchaser nor
Seller shall be required to retain any records for more than six (5) years
unless retention of such records is specifically required by applicable law or
regulation.  Purchaser shall either maintain its records within the State of
Alaska or make such records available to feller at Purchaser's principal
office in the State of Alaska within thirty (30) days after written request by
Sel ler.

22.2 Inspection of Records of Parties. Purchaser and Seller will accord
to each other and to their authorized agents, attorneys, and auditors during
reasonable business hours access to any and all property, records, books,
documents, and indexes directly relating to the P-.rchaser's or feller's
performance of this Agreement and which are under +ne control of the party
from which access is desired so that the other par.y may inspect, photograph
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and make copies of that property, records, books, documents and indexes. In
no event, however, shall Seller be required to disclose any information, data,
or records which are required to be held confidential by state law or
regulation. If the information obtained by Seller may be held confidential
under state or federal law or regulation, Purchaser may request that that
information be held confidential by Seller.

ARTICLE XXIII
INTERPRETATION OF TERMS AND CONDITIONS

23.1 Commissioner Finding and Review. In the event that there is
disagreement about the meaning or application of a wore, term, or condition in
this Agreement, Purchaser will present the arguments supporting its view in

writing to the Commissioner for her consideration. The Commissioner will
subsequently, within a reasonable time, issue a finding on the meaning or
application of the disputed word, term, or condition, setting forth the basis
for her conclusions. Purchaser agrees to accept findings by the Commissioner
under this Article as long as there is substantial evidence subporting the
Commissioner's findings.

DATED this ~ 7 day of 1984.

SELLER: THE STATE OF ALASKA

Commissioner,
Department of Natural Resources

PURCHASER GOLDEN VALLEY ELECTRIC ASSOCIATION

Michael P. Kelly
General Manager
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Introduced: 2/12/85
Referred: Resources

IN THE SENATE BY COGHILL
SENATE BILL NO. 152
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL

For an Act entitled: “An Act relating to extension and renewal of certain

sales of state royalty oil; and providing for an

effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.06.050 1is amended by adding a new subsection to

read:

(e) Review and recommendation by the board is not required for
an extension or renewal of not more than three months of a sale of oil
that 1is subject to approval by the legislature under AS 38.06.055(c).

* Sec. 2. A three-month extension of the "Agreement for the Sale and
Purchase of Royalty Oil between the State of Alaska and Golden Valley
Electric Association, Inc.," dated Kay 9, 1984, is hereby approved and
ratified.

« Sec. 3. This Act takes effect immediately in accordance with AS 01.-

10.070(c) .

SB 152
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STATE OF ALASKA 1985 LEGISLATIVE SESSION
» FISCAL NOTE

Revision Date:

REQUEST A FISCAL DETAIL,

Bi 11/ Resol ution No.03 cfi *z? ( j Agency Affected: Marvel resources
Title: V' GIrA Program Category G)f\frer(r:ted:

Sponsor: Cczr.il I BRU, Program or SuDprogram(s) Affectea:
Requestor:_ Mir.erels er.d Energy Management

Date of Request:
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ANALYSIS: Attach a separate page if necessary

No fiscal impacr.

Prepared 3y: Ned Faroubar Phone: "65-2"00
Division: Ccrcrnissicr.erls Office Date: ~~=1i resrusrr --~a5

Approved by rnmrTiissioner:/*7? ~ (? — frruary 1935
Agency: Nat*a- las press'

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
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S tate of Al aska

POUCH V
JUNEAU, ALASKA 99811
(907) 435-4941

H ouse Special Committee on Oel and G as

CS FOR SENATE“BILt-~NO. 152 (Resources)

Letter of Intent

Passage of this legislation is in no way to be construed as tacit aporoval
or endorsement having been given to the DroDosed ten-year royalty oil
contract with GVEA. The ten-year contract shall be reviewed exclusively
on its own merits at such time as this contract 1is presented to the
Legislature.

Dick Shultz, Co-Chairman
House Resources Committee
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Offered: 2/21/85
Referred: Finance

Original sponsors: Coghill, Bennett
and Fahrenkamp

IN THE SENATE BY THE RESOURCES COMMITTEE
CS FOR SENATE BILL NO. 152 (Resources)
IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL
For an Act entitled:"An Act relating to extension and renewal of certain
sales }f state royalty oil; and providing for an

effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. Thefollowing provisions of law do not apply to an exten—
sion or renewalof not more than three months of a sale of oil that is
subject to approval by the legislature under AS 38.06.055(c):

(1) AS 38.05.035(e);
(2) AS 38.05.183(a), (c), and (e); and
(3) AS 38.06.050.

* Sec. 2. A threemonth extension of the "Agreement for theSale and
Purchase of Royalty Oil between the State of Alaska and Golden Valley
Electric Association, 1Inc.," dated May 9, 1984, is hereby approved and
ratified.

* Sec. 3. Section 1 of this Act is repealed October 1, 1985.

* Sec. 4. This Act takes effect 1immediatelyin accordance with AS 01.-

10.070(c).
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AGREEMENT FOR THE SALE AND
PURCHASE OF ROYALTY OIL

THIS AGREEMENT, entered into as of M u i /9f</ by and between
THE STATE OF ALASKA (“Seller") and GOLDEN/”LEy' ELECTRIC ASSOCIATION, an
Alaskan Non-Profit Corporation, hereinafter referred to as "Buyer".

ARTICLE |
DEFINITIONS

As wused in this Agreement, the foilowing terms shall have the
following meanings: ]

1.1 "Commissioner™ means the Commissioner of the Alaska Department of
Natural Resources.

1.2 "Day" means a period of twenty-four (24) consecutive hours,
be, nning at 12:01 a.m., Yukon Time.

1.3 lLeases” means the oil and gas leases which are subject to the terms
of the Unit Agreement.

1.4 "Lessee" means any person owning a working interest in any of the
Leases.

1.5 "Monthll means the period beginning at 12:01 a.m., Yukon Time, on the
first day of the calendar month and ending at the same time on the first day
of the next succeeding calendar month.

1.6 "0il" or "crude oil" shall have the same meaning as the word "oil"
under the Unit Agreement.



1.7 "Point of Del ivery" shall have the meaning set out in Article 2.4.

1.8 "Royalty Oil"™ means the oil which the Seller may take in-kind
(amount) as its royalty under the Leases whether or not Seller has elected to
take or is taking that royalty in-kind.

1.9 "Daily Royalty Oil"means the quantity of Royalty Oil produced by
the Lessees each day.

1.10 "thit Agreement” means the Prudhoe Bay Unit Agreement effective
April 1, 1977, by and between Seller and the Lessees, as it may be amended
from cime to time.

ARTICLE 11
SALE OF ROYALTY OIL

2.1 Quantity. Seller agrees to sell to Purchaser and Purchaser agrees to
buy from Seller that amount of oil equal to 2.667” of the Daily Royalty Oil
("Maximum Quantity™). Upon at least nine (9) months written notice to Seller,
Purchaser may increase or decrease the amount of oil to be tendered by Seller
at the Point of Delivery, but the amount tendered by Seller under this
Agreement shall not exceed the Maximum Quantity. Purchaser recognizes that
Seller must normally give six (6) months notice under the Unit Agreement (or
ninety (90) days if the amount increased or decreased is less than ten (10)
percent of the current nominations) to increase or decrease the amount of
Daily Royalty Oil to be taken in-kind. It is understood and agreed that the
volume of Daily Royalty Oil available to Seller will vary and may be
interrupted fromtime to time, and depends wupon a variety offactors,
including the rate of production from the Leases. Seller disclaims and
Purchaser waives any representation, covenant or warranty, express or implied,
as to the specific quantity or the total or daily, monthly, average, ¢
aggregate volume of Royalty Oil to be sold or tendered under this Agreement.
Seller warrants that it has good title to the oil tendered under this



Agreement. Seller shall hold the Purchaser harmless from all liens,
encumbrances and valid adverse claims that may affect the Royalty Oil at the
time the Royalty Oil is tendered to the Purchaser.

If Seller underlifts or stores Royalty Oil at Prudhoe Bay, or if
Seller recovers underlifted or stored Royalty Oil, the quantity of Royalty Cil
tendered under this Agreement shall be calculated as if no Royalty Oil was
underlifted or stored or recovered.

2.2 Quality. The Royalty Oil sold shall be the same quality as the oil
delivered by the Lessees to the Seller at the Point of Delivery. It is
understood and agreed that the quality of the Royalty Oil sold may vary from
time to time. Seller disclaims, and Purchaser waives, any guarantee,
representation, or warranty, either expressed or implied, of  the
merchantability, fitness for use, or suitability for any particular use or
purpose, or otherwise, of any of the oil delivered under this Aoreement or as
to any specific, average or overall quality or characteristic of Royalty OIiI
tc> be sold or tendered under this Agreement.

2.3 Price of the Royalty Oil. The price for the oil tendered under this
Agreement shall be equal to the amount that Seller would have received from
its Lessees for the Royalty Oil tendered if that royalty had been payable in
money (taken in value) rather than taken in kind plus a premium of $0.30 per
barrel plus the Field Cost Allowance incurred by that oil as determined under
the Prudhoe Bay Royalty Settlement Agreement (dated April 1, 1980 for
reference purposes only), which was entered as part of a final judgment dated
August 13, 1980 in State of Alaska, et al v. Amerada Hess Corp., et al.,
(Superior Court for the State of Alaska, First JudicialDistrict at Juneau)
('“Amerada Hess™) ("Settlement Agreement™) ("Purchase Price"™). The Purchase
Price shall be determined by Seller based upon the reports submitted by the
Lessees for royalty purposes or, when those reports are unavailable,
incomplete, or inaccurate, upon information submitted by the Lessees for
production tax or other tax purposes, as may be adjusted from time to time as
provided in this Agreement. Buyer will only be entitled to review or request



material or information which is not confidential under state law or
regulation.

The method, basis and amount of royalty due Seller when it takes its
royalty in value from the Leases is presently the subject of litigation in
Amerada Hess. Cne of the issues involved is the proper method to be used by
the Lessees in calculating the state's royalty when the royalty is payable in
money (in value). Until there is a resolution of that dispute through
judicial resolution or settlement, the Purchase Price will be based upon the
calculation of an amount per barrel equal to the per barrel volume weighted
average of the in-value prices reported by the Lessees to Seller for royalty
purposes or, when the royalty reports are wunavailable, incomplete, or
inaccurate, upon information submitted by the Lessees for production tax or
other tax purposes, plus $0.30 per barrel plus the Field Cost Allowance as
determined under the Settlement Agreement. Upon resolution of each of the
various issues that are or will be involved in Amerada Hess, adjustments W'LIII
be made to previous payments in accordance with each resolution.

If additional amounts are owed by Purchaser to Seller, interest on those
amounts will be paid at a variable interest rate which is the higher of: (1)
the prime rate as may be announced from time to time by The Bank of America,
San Francisco, California, plus three percent (3«); or (2) the rate of return
as is realized from time to time in the investment of the State of Alaska's
general fund. Amounts owed from Seller to Purchaser shall be repaid at the
rate set out in Article 5.6. Buyer will not voluntarily intervene or
otherwise participate in Amerada Hess unless Seller expressly consents to that
participation in writing. A settlement of Amerada Hess will be binding upon
Buyer whether or not Buyer agrees with or consents to the terms of that
settlement.

If any applicable law of the United States of America or any rule or
regulation promulgated by a federal agency will, in the judgment of Seller,
operate to prohibit or prevent Seller from receiving the full amount due under
the above provision, Buyer's obligation to pay the amount of the Purchase
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Price in excess of the amount permitted will be suspended or adjusted to the
minimum extent required for Seller to comply with that law, rule or regulation.

2.4 Point and Time of Delivery. Simultaneous with receipt of its
Royalty Oil from its Lessees, Seller shall tender the oil to Purchaser at the
point at which Seller receives the Royalty Oil. from its Lessees. That point
as presently agreed to by Seller and its Lessees in Article 2.3 of the
Settlement Agreement is the custody transfer meters into the Trans Alaska
Pipeline System at Prudhoe Bay.

2.5 Passage of Title and Risk of Loss. Title and risk of loss to the
Royalty Oil sold under this Agreement shall pass from Seller to Purchaser for
all purposes when Seller tenders the oil at the Point of Delivery.

2.6 Purchaser's Responsibility. Purchaser shall be responsible for the
oil after passage of title. Purchaser will indemnify and hold Seller harmlegs
from and against any and all claims, costs, damages (including reasonably
foreseeable consequential damages), expenses or causes of action as a result
of any loss, injury, or damage incurred by any party as a result of any
transaction or event which relates to the crude oil after title has passeo to
Purchaser.

2.7 Transportation Arrangements. Purchaser shall make all necessary
arrangements for transporting the oil sold under this Agreement from the Point
of Delivery, including satisfaction of line fill obligations and storage tank
bottom requirements of the Trans Alaska Pipeline System, if any. If and as
requested by the Seller, and at the time or times requested h- Seller,
Purchaser shall submit specific information concerning the arrangement it has
made for transportation of the Royalty Oil sold under this Agreement through
and away from the Trans Alaska Pipeline System and for the resale or other

disposal of the Royalty Oil. Such information may include the specific
tenders of oil made to the Trans Alaska Pipeline System and identification of
tankers which will transport the Royalty Oil. In addition, Purchaser will

provide Seller, if and as requested by Seller, with satisfactory evidence or



reasonable assurance of the existence and continuing validity of adecuate
arrangements for the transportation or disposal of the Royalty Oil subject to
this Agreement. Failure to provideinformation, evidence or assurances
requested will, at Seller's election by notice to Purchaser, be a material
default under this Agreement.

2.8  Absolute Obligations. The obligations of Purchaser to accept, pay
for, and arrange for the transportation of the Royalty Oil tendered or sold
under this Agreement are absolute and will not be excused or discharged oy the
operation of any disability of Purchaser, event of force majeure,
impracticability of performance, change in conditions, or any other reason or
cause.

2.9 Date of First Cell'very. Seller will initiate tender of Maximum
Quantity of Royalty Oil to Purchaser at the Point of Delivery to commence July
1, 1984,

2.10 Performance Guaranty and Reservation Fee. If Purchaser does not
take the Maximum Quantity on the Dateof First Delivery, Purchaser snail pay
to Seller, in addition to the Purchase Price, an amount equal to 1.25% of the
Purchase  Price per barrel per day on thedifference between the Maximum
Quantity and the actual quantity tendered to and accepted by Purchaser
("Actual Ouantity™) for each day Purchaser does not take the Maximum Quantity
on and after the Date of First Delivery. The payment of this fee shall end on
the day that Purchaser accepts delivery of the Maximum Quantity. V.hen
Purchaser accepts the Maximum Quantity, all of the amounts paid under this
Article 2.10 will be allowed to be credited against future payments for oil
tendered under this Agreement except for an amount to be retained by Seller
equal to .751 of the Purchase Pri* e per barrel per day on the difference
between the Maximum Quantity and the Actual Quantity for each day Purchaser
did not take the f-kximum Quantity on and after the Date of First Delivery. |If
Purchaser should thereafter decrease the amount of Royalty Oil to be tendered
under this Agreement, Purcnaser shall pay to Seller, in addition to the
Purchase Price, an amount equal tc .75Z of the Purchase Price per barrel per
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day after the date that the decrease in the amount of Royalty Oil to be
tendered by Seller takes effect cn the difference between the Maximum Quantity
and the Actual Quantity.

2.11 In-State Processing. Purchaser agrees that all oil purchased under
the terms of this agreement shall be used in the State of Alaska. As usee in
this Agreement "used in the State of Alaska™ means the following descroed
uses or a use substantially similar to that described.

Purchaser has assigned its royalty oil to North Pole Refining (MAPCO) for
processing crude into a usable%fuel for its generating station. Purchaser is
guaranteed a lower refining charge under this arrangement which is passed
directly through to consumers in the form of reduced electric rates. [If MAPQO
cannot process purchaser's crude, purchaser has a commitment from the Rural
Electrification Administration that mortgage funds would be available to
convert its generating units to accept crude as fuel.

Purchaser's obligation to use Royalty Oil in-state may only be susoenaec
or excused under the provisions of Articles VIII and XI.

Seller may, at its option, waive the in-state use requirement; in whole "or
in part,if Seller is satisfied that the waiver would not be contrary to the
underlying intent of the other provisions of this Agreement.

2.12, Best Efforts. Purchaser agrees to use its "best efforts™ to
process oil under the arrangements in Article 211 to reduce consumer prices
in the Electrical Coop. A determination of "best efforts™ under this Article
shall include consideration of Purchaser's capabilities and the -surrounding
business circumstances. Purchaser's obligation to use its best efforts
include reasonable, diligent, and good faith efforts, but shall not require
Purchaser to market in Alaska at a loss. "Best efforts™ would, however,
require Purchaser to market in Alaska even though Purchaser could make a
greater profit by another disposition cf the Royalty Oil or the oroducts
refined from that oil.



ARTICLE [l
REPRESENTATION AND OBLIGATIONS OF PURCHASER

Purchaser warrants, represents, and agrees.

3.1 Good Standing and Due Authorization. Purchaser is, and at all times
during the operation of this Agreement shall remain, a corporation qualified
to do business in, and in good standing with, the State of Alaska. Purchaser
has all necessary corporate power to enter into this Agreement and to perform
its covenants and obligations under this Agreement. All necessary corporate
action has been taken to authorize Purchaser's entering into this Agreement
and performing its covenants and obligations under this Agreement.

3.2 Financial __Condition.__The_financial ___information submitted to Seller
is complete and correct and fairly presents Purchaser's financial condition at
the time the information was submitted to Seller. The financial information
was prepared in accordance with generally accepted accounting princioles
consistently applied. Since the date the information was submitted, the
condition, business and properties of Purchaser have not been materially
adversely affected in any way. Purchaser agrees to inform Seller immediately
if during the term of this Agreement there is any material adverse change in
the condition, business, or properties of Purchaser which would have an
appreciable adverse effect on Purchaser's performance under this Agreement.
Purchaser, in addition, will immediately inform Seller of any significant
change in ownership of either the Purchaser or any of its affiliates or parent
company, and of any change in Purchaser's operations or agreements, which
would appreciably affect Purchaser's performance under this Agreement.

3.3 Financial Statements. As soon as possible afte the end of each
fiscal year of Purchaser, and in any event within one hundred twenty (120)
days thereafter, Purchaser will furnish to Seller, at Purchaser's sole cost
and expense, a report or a complete copy of a report in a form to be
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prescribed from time to time by Seller which will include Purchaser's balance
sheet as of the close of the fiscal year and the income statement for that
year prepared in each case in accordance with generally accepted accounting
principles consistently applied by certified public accountants of recognized
standing. For purposes of complying with this Article, Purchaser may submit,
and Seller will accept, the annual report of the Golden Valley Electric

Association, Inc.

ARTICLE IV
PEASUREtOTS AVD TESTS

4.1 Measurement Standards and Procedures. The quantity and quality of
the crude oil sold under this Agreement shall be determined at the Point of
Delivery. Procedures and methods for  mersuring metering the oil sold
under this Agreement shall be in accordance with the- practices then in effect

at Prudhoe Bay, Alaska.

ARTICLE V
PAYIENTS AND ACCOUNTING

51 Billinqg. Seller will send to Purchaser, on or before the 10th
(tenth) business day of each month after delivery of Royalty Oil, an invoice
statement of account of all Royalty Oil estimated to have been measured at the
custody transfer meter into the Trans Alaska Pipeline System and tendered to
Purchaser under this Agreement during the immediately preceding month
according to the best information available to Seller, the estimated price or
prices applicable to those deliveries, and the total amount due ("initial
billing™). The estimates will be made by Seller according to the best
information reasonably available to Seller. Seller may render its initial
billing to Purchaser based in part upon information reported by the Lessees to
Seller and information published by the U.S. Government. Seller shall
thereafter adjust its initial billingunder this Article as soon as more



accurate information concerning the quantity and price or prices of Royalty
Oil delivered each month is available. Seller, however, shall not be required
to adjust the initial billing prior to the sending of the next month's invoice
statement of account.

5.2 Initial Adjustment. After the monthly invoice under Article 5.1,
the subsequent monthly invoice will also state Seller's initial adjustments to
be made, if any, to the invoice rendered in the immediately preceding calendar
month, in accordance with any additional or more accurate information which
may have become available to Seller. Whether or not initial adjustments are
made, however, subsequent adjustments may be made under Article 5.5.

5.3 Payment. Purchaser will makepayment of that amount billed under
tiii s Article within  ten (10) days afterreceiptof the invoice statement of
account. Payment shall be made without any deduction, set off, or withholding
in immediately available funds to Seller at the following address: |

Bank of America, MT & SA

San Francisco, California

Securities Department 3298

Credit to: State of Alaska Investment Account
Payment may be made in such other manner or to such other address as Seller
may specify in the invoice statement ofaccountor by other written notice.
All other payments to be made under thisAgreement shall be paid in the same
manner. |If payment ir due on a Saturday, Sunday, or legal holiday of the
place where payment is to be received, payment shall be made on the next
following business day. It is recognized that Seller may bill, and that
Purchaser will pay, amounts that are based upon confidential information held
or received by Seller. If confidential information is used as the basis for a
billing, then upon request Seller will furnish Purchaser with the certified
statement of the Commissioner that the amounts billed are correct based upon
the best information available to Seller. Except for obvious clerical

mistakes, if a dispute concerning a bill arises, it is agreed that Purchaser
will pay the full amount billed by Seller pending final resolution of the
dispute.  Upon final resolution, the amount paid will be refunded to the

Purchaser with interest, if such a refund is appropriate.
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5.4 Payment to Lessee. Purchaser, at the request of Seller in the
invoice statement of account or otherwise in writing, shall pay all or any
portion designated by Seller of that payment reauired to be made to one or
more of the Lessees at an address or addresses and in the manner designated by
Seller. The payment will be made within the time limit specified in Article
5.3. Seller may authorize and designate a third party to make the request and
designate the amount, manner and place of payment under this provision.
Unless otherwise specified, the balance of the payment due, if any, and
payment for subseouent months, shall be made in accordance with Article 5.3.

5.5 Subsequent  Adjustments. Purchaser acknowledges that more accurate
information concerning the quantity of or Purchase Price for Royalty Oil
tendered may subsequently become available to Seller. In the event that any
such information should subsequently become available to Seller, Seller shall
promptly furnish a corrected invoice statement of account toPurchaser and the
parties will adjust the amount billed and pay or refund the amount of those
adjustments.

In the event that Seller should render a corrected invoice to Purchaser,
the parties will adjust the amount previously billed accordingly. Any amount
to be refunded from Seller to Purchaser or paid from Purchaser to Seller will
be paid within fifteen (15) days after the date of the corrected invoice. The
time for paying an adjustment will be different, however, when the adjustment
concerns an amount last invoiced more than sixty (60) days before the
corrected invoice, in which case the amount will be paid by Purchaser or
refunded by Seller, as the case maybe, in equal monthly installments over the
same period of time as that over which the adjustment accrued or six (6)
months, whichever is the shorter period. Mo adjustment will be made more than
twelve (12) months after the date of the last original invoice to which the
adjustment relates, except for adjustments resulting from: (i) regulatory or
court proceedings (including appeals) commenced or pending during that twelve
(12) month period, whether or not Seller or Purchaseris a party to the
proceeding, or (ii) bona fide audits by Seller of any Lessee(s) commencing at
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any time during the period six (0) years after the date of the last invoice to
which such adjustment relates, or any resolution of disputes arising out of
those audits. Adjustments due to audits or regulatory proceedings or court
proceedings may be made at any time. The provisions of this Article 5.5 will
survive any termination of this Agreement.

5.6 Interest. Except for adjustments made upon resolution of Amerada
Hess under Article 2.3, the amount of all sums which are not paid when due
under this Agreement or which are subsequently determined to be due under an
adjustment under Article 5.5, or refunds, shall bear interest from the date
accrued until paid in full at a variable rate per annum equal to the prime
rate as announced from time to time by the Bank of America, San Francisco,
California, plus one and one-quarter percent (1.25*) per annum.

5.7 Late Payment Penalty. Except for unintentional failures to pay,
including cl erica”, mistakes or occurrences not within the reasonable contrgl
of Purchaser, or insignificant underpayments, if Purchaser fails to make
payment within one (1) day of the date that payment is due, then in addition
to the amount due plus interest from the date that payment was due until tne
date of payment, Purchaser will pay an amount equal to one percent (U) of the
amount owed.

5.8 Payment to Third Parties. Seller may direct that Purchaser say any
amount due or which may become due directly to a third party in the manner and
time as may be directed by Seller in written notice to the Purchaser if, in
the Seller's sole discretion, the payment to the third party will assist
Seller in monitoring or enforcing this Agreement.
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ARTICLE YI

TERM
6.1 Term. This Agreement shall become effective upon execution by the
parties. Subject to the other provisions contained in this Agreement,

Seller's obligation to sell and Purchaser's obligation to buy Royalty Oil
shall begin July 1, 1984 and end June 30, 1985.

ARTICLE VII
DEFAULT OR TERMINATION

7.1 Default. If any one or more of the following events ("Events of
Default™) occur, then at Seller's option,Seller may terminate or susoendits
obligation to tender and sell Royalty Oil and proceed to exercise any one or
more of the rights and remedies provided in this Agreement: n

(i) Except for obvious clerical errors, Purchaser does not pay in full
any sum owed under this Agreement at the time when payment is due;
or

(ii) Purchaser fails to observe or perform any of its other covenants
and obligations under Article II; or

(iii) Purchaser does not perform any act required or contemplated under
this Agreement and either: (a) the nonperformance continues for
more than thirty (30) days after Seller has notified the Purchaser
of Purchaser's nonperformance; or (b) Purchaser had failed to
perform the same or any other actrequired or contemplated under
this Agreement during the immediately preceding twelve (12) nonth-
period; or



(iv) there is a material adverse change in Purchaser's condition,
business or property which appreciably affects the ability of the
Purchaser to perform any of its obligations under this Agreefi.cnt,
and Purchaser is wunable to give Seller adequate assurance of
continued performance either within fourteen (14) days of a reouest
for such an assurance or within such other shorter time period as
Seller may reasonably request under the circumstances; or

(v) any representation or warranty made by Purchaser in this Agreement
proves to have been false or incorrect in any material respect at
the time that the representation or warranty was made.

7.2 Failure to Pay Debts. If at any time Purchaser becomes unable to
pay anyof its debts when those debts are due, or should otherwise become
insolvent (without regard to how that insolvency may be evidenced), Purchaser
will immediately give notice of that fact to Seller. ‘'whether or not that
notice is given, if Purchaser becomes unable to pay any of its debts when
those debts are due or should otherwise become insolvent, Seller's obligation
to tender and sell Royalty Oil under this Agreement will automatically and
immediately terminate without any requirementof notice or other action by
Seller; however, Purchaser will nevertheless be and remain liable for payment
and performance of all of its obligations and covenants under this Agreement
with respect to Royalty Oil actually tendered by Seller to and after any such
termination. Within thirty (30) days after receipt of Purchaser's notice or,
if no notice is given, after Seller otherwise becomes aware (as determined in
Seller's sole discretion) of Purchaser's insolvency, Seller will have the
right, upon written notice to Purchaser, toreinstate all of Seller's and

Purchaser's obligations under this Agreementretroactively to the date of
termination.

7.3 Seller's Remedies. Upon the occurrence of any Event of Default or
if Seller's obligation to tender and sell r-oyalty Oil under this Agreement is
terminated or suspended under Articles 7.1 and 7.2, all obligations of
Purchaser accrued but not otherwise due and payable under this Agreement will



irxiediately be due and payable in full. In addition, Purchaser will indemnify
and hold Seller harmless from and against all other liability, damages
(including reasonably foreseeable consequential damages), costs, losses and
expenses (including reasonable attorneys' fees and disbursements) incurred oy
Seller and arising out of the Event of Default, termination, or suspension.
Seller shall have the right cumulatively to exercise any and all other rights
and remedies and to obtain all other relief available under applicable law or
at equity, including mandatory injunction and specific performance. The
Seller, upon occurrence of any Event of Default, in its sole discretion, may
arrange for any disposition to third parties of Royalty Oil to be tendered and
sold under this /"reement. Upon the occurrence of any Event of Default, the
Purchaser isreleased from the obligations set forth in Articles 211
(In-State Processing) and 2.12 (Eest Efforts) until the Event of Default no
longer exists or the obligation of the Purchaser to take Royalty Oil uncer

this Agreement expires. If upon occurrence of any Event of Default the Seller
makes arrangement for disposition to third parties of Royalty Oil or if the
Purchaser isreleased from Articles 211 and 2.12, whether or not this

Agreement is terminated, Purchaser will nevertheless be and remain liable to
Seller for the full amount of the Purchase Price for that Royalty Oil in
excess of thePurchase Price over any amount or amounts received by Seller on
account of that disposition, net of the expenses of that disposition ana for
all other costs, expenses (including reasonable attorneys' fees ana
disbursements), damages (including reasonably foreseeable consequential
damages) and losses incurred by Seller and arising out of the Event of Default
or di sposition.

7.4 Purchaser's Exclusive Remedies. Upon any breach of, or default in,
the due and timely observance or performance of any of Seller's convenants or
obligations wunder this Agreement, Purchaser acknowledges and agrees that
Purchaser's remedies will not include a temporary restraining order or
preliminary injunction preventing Seller from taking any action with regard to
the Royalty Oil sold under the Agreement.
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ARTICLE VI11
DISPOSITION OF OIL

8.1 Disposition ofOil  Upon Default or Termination. Purchaser
acknowledges and agrees that under the Unit Agreement and Leases Seller's
election to take Royalty Oil in-kino can be revoked or reversed only upon the
satisfaction of various conditions, including the giving of six (6) months'
notice to return all or more than ten percent (10%) of Seller's then current
nominations.  Purchaser acknowledges and agrees that Seller's election to
invoke its rights to return to taking its Royalty Oil in value on less than
six (6) months' notice, or to attempt to secure a waiver of any condition or
requirements, is at Seller's sole and complete discretion. Notwithstanding
termination of this Agreement for default or for any other reason, including
expiration or termination under any provision contained in this Agreement,
Purchaser shall continue to take and purchase Seller's Royalty QOil in the
amount and for the price set forth in this Agreement forup to seven (7)
months following termination of this Agreement if Seller, in its discretion,

SO requires.

8.2 Inability to Receive Oil. If for any reason Purchaser is unaole or
refuses to accept or receive any Royalty Oil tendered under this Agreement,
Purchaser shall nevertheless be and remain responsible for the disposal of
that Royalty Oil and for paying the Seller for the oil as thougn it has been
uceived and accepted by Purchaser unless Seller, in its solediscretion,
elects to waive this requirement.

8.3 No Right to Storage or Underlift. Purchaser waives and disclaims
any interest or right that it may assert to storage of Royalty Oil, including
by underlift or other means, to which Seller is or may come to be entitled
under the Leases or any other agreement.
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ARTICLE X
WAIVER

9.1 Waiver. The failure of either party to insist upon strict
performance of any provision of this Agreement shall not. constitute a waiver
of, or estoppel against, asserting the right, to require that performance in
the future. A waiver or estoppel in any one instance shall not constitute a
waiver or estoppel with respect to a later breach of a similar nature or
otherwise. A course of performance established by a party shall also not
estop the other party from complaining of a later breach similar in nature.

ARTICLE X
VALIDITY

10.1 y_zil_i_d_i_ty. [f any provision or clause of this Agreement ior
application of this Agreement to any person or circumstance is held invalid,
that invalidity shall not affect other provisions or applications of this
Agreement which can be given effect without the invalid provision or
application. If, however, an invalidity should operate to impair any material
right or remedy of a party to this Agreement, that party may terminate this

Agreement by notice to the other.

ARTICLE XI
FORCE MAJEURE AND CHANGE IN CONDITION

11.1  Effect of Force ffrjeure. Except for Purchaser's obligations to
make payment of money for Royalty Oil tendered under this Agreement and exceot
for Purchaser's obligations to arcept and dispose of Royalty Oil, neither
party shall be liable for any failure to perform the terms of this Agreement
when the failure is due in whole or in substantial part to force majeure. The
term "force majeure”™ as applied to this Agreement shall mean Acts of God,
strikes, lockouts and industrial disputes or disturbances, civil disturoances,
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arrests and restraints from rulers or people, interruptions by government or
court orders or by present or future orders of any regulatory body having or
asserting jurisdiction, acts of the public enemy, wars, riots, blockades,
insurrections, inability to secure materials by reasons of allocations
promulgated by authorized governmental agencies, epidemics, landslides,
lightning, earthquakes, fires, storms, floods, washouts, explosions, breakage
or accident to machinery or lines of pipe, freezing of wells or pipelines, or
any other event or condition, whether of the kind herein enumerated or
otherwise, not within the reasonable control of the party claiming the benefit

of this excuse. If, however, any material obligation of Purchaser is excused
or suspended because of a claim of force majeure for a period of three hundrec
sixty-five (365) successive days or more, Seller will have the right to

terminate this Agreement. Prior to the Seller exercising its right to
terminate this Agreement the Seller and Purchaser shall enter into good faith
negotiations to restore, to the fullest extent possible, the Seller and
Purchaser to the benefits and obligations that existed under this Agreement
before the occurrence of the force majeure condition.

11.2 Responsibil ity. Upon the occurrence and discovery of an event
providing the basis for a claim of force majeure, the party making a claim
shall notify the other party to this Agreement of its claim of force majeure.
Upon the occurrence of an event constituting force majeure that event shall,
so far as possible, be remedied with all reasonable diligence and dispatch.
Except for Purchaser's obligations to make payment of money for Royalty Gil
tendered under this Agreement and except for Purchaser's obligation to di SDOse
of Royalty Oil, the obligations of the disabled party to perform under this
Agreement, insofar as they are affected by that force majeure, shall be
suspended from the time that force majeure occurs and for so long as the
disability caused should have continued had the party claiming the existence
of the force majeure remedied the event providing the basis of the claim of
force majeure with reasonable diligence and dispatch, and for no longer. The
settlement of strikes or lockouts or industrial disputes or disturbances will
be entirely within the discretion of the party having the difficulty, ana the
above requirement that any force majeure shall be remedied with diligence and
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dispatch shall not require the settlement of strikes, lockouts, or industrial
disturbances by acceding to the demands of any opposing party therein when
such course is inadvisable in the sole discretion of the disabled party.

ARTICLE XII
NOTICES

12.1 Method. All notices, requests, demands or statements shall be in
writing, and may be delivered personally to the party to be notified or may be
sent by registered or certified United States mail, postage prepaid, with a
return receipt requested to such party. Notice deposited in the mail in this
manner shall be effective upon the expiration seven (7) days after it is so
deposited. Notice given in any other manner shall be effective only if and
when received by the addressee. For the purposes of notice, the addresses of
the parties to this Agreement shall be as follows:

If to Seller: State of Alaska

Commissioner of Natural Resources
Pouch "M"
Juneau, Al aska 9981 1

Commissioner of Revenue
Pouch "'S"
Juneau, Alaska 9981 1

Director, Division of Oil and Gas
Pouch 7-034

Anchorage, Alaska 99510

If to Purchaser:

GOLDEN VALLEY ELECTRIC ASSOCIATION
P.O. Box 1249
Fairbanks, Alaska 99707

12.2 Change of Address. Each party may change its address for notice by
giving notice of the change.



ARTICLE X111
RULES AND REGULATIONS

13.1 fales and Regulations. This Agreement is subject to all present
and future valid laws, orders, rules and regulations of the United States, the
State of Alaska, and any duly constituted agency thereof.

ARTICLE XIV
SOVEREIGN POMER OF THE STATE

14.1  Sovereign Power of the State. This Agreement and its covenants
shall not be interpreted as a limit cn the exercise by the State of Alaska of
any of its sovereign or regulatory powers, whether conferred on the State by
constitution, statute or regulation, including but not Ilimited to, its
regulatory power over the Leases. The exercise by the State of Alaska of any
sovereign or regulatory power will not operate or be deemed to enlarge any
rights of Purchaser or to limit or impair any obligations or liability of
Purchaser under this Agreement except for state statutes enacted after the
effective date of this Agreement which have a direct and significant adverse
effect on the ability of Purchaser to perform an obligation under this
Agreement other than the obligations to accept, dispose, and pay for Royalty
Oil tendered under this Agreement.

ARTICLE XV
SECURITY

15.1 Letter of Credit. At least sixty (60) days before the Date of
First Delivery, unless waived by Seller, Purchaser shall cause to be furnished
to Seller an irrevocable stand-by letter of credit for the benefit of Seller,
issued by a state or national banking institution of the United States which
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is a member of the Federal Deposit Insurance Corporation and has an aggreoate
capital and surplus of not less than Cne Hundred Million Dollars
($100,000,000), or other banking institution acceptable to Seller in its sole
discretion. The principal face amount of the letter of credit shall initially
be Five Million, Four Hundred Thousand Dollars, ($5,400,000). The letter of
credit shall be substantially in a form satisfactory to the Commissioner, but
in any event shall not require any documents to be submitted in support of
drafts drawn against this letter of credit other than the certified statement
of the Commissioner or her designee and the Attorney General of the State of
Alaska or his desigiee that Purchaser is liable to Seller for a sum equal to
the amount of such draft, and that that sum is due and payable in full and has
not been timely paid. In the event that Seller should have reasonable grounds
for asserting any claims against Purchaser under this Agreement and does
assert those claims in an aggregate amount in excess of the aggregate
principal face amount of the letter of credit then in effect, Purchaser shall
upon Seller's request (whether or not Purchaser may deny, reject or otherwise
resist such claims) cause the principal face amount of the letter of credit to
be increased by an amount equal to the excess. The principal face amount of
the letter of credit shall also be automatically increased by Purchaser
without request from Seller whenever the face amount is less than the excected
Purchase Price of sixty (60) days of Royalty Oil tenders under this Agreement,
to an amount equal to the expected Purchase Price of sixty (60) days of
Royalty Oil tenders. The principal face amount of the letter of c-edit may be
decreased by Purchaser upon approval of Seller if the face amount is more than
the expected Purchase Price of sixty (60) days of Royalty Oil tenders unaer
this Agreement, to an amount equal to the expected Purchase Price of sixty
(60) days of Royalty Oil tenders. The Commissioner may accept such other or
additional security as she, in her sole discretion, considers adequate to
protect Seller.



ARTICLE XVI
PREFERENTIAL HIRING AND NON-DISCRIMINATION

16.1 Preferential Hiring. Purchaser agrees to hire and emnloy Alaska
residents and Maska companies to the extent they are available, willing and
qualified for all work performed in Alaska that is performed under or in
connection with this agreement. As used in this agreement "Alaska resident”
means an individual who has resided in the State for one year at the time of
hiring or employment and ™"Alaska companies™ means those companies who are
incorporated in the State of Alaska or whose principal place of business is in
Alaska.

If this provision is determined to be unconstitutional by a court of competent
jurisdiction, then Purchaser agrees to hire and employ Alaska residents and
Alaska companies to the extent such preferential hiring is determined to be
constitutional.

ARTICLE XVII
APPLICABLE LAW

17.1 Alaska Law. This Agreement shall be governed by and construed in
accordance with the laws of the State of Alaska, excluding any conflict-of-law
rule or principle which might refer such construction to the laws of another
state or country.

17.2 Submission to Jurisdiction. Any legal action or proceeding arising
out of or relating to this Agreement or for the enforcement of the covenants
or obligation of either party must be instituted in a State court of general
jurisdiction sitting in the State of Alaska, and Purchaser hereby irrevocably
submits to the jurisdiction of that court in any such action or proceeding.
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ARTICLE XVIII
WARRANTIES

18.1 No Warranties. The purchase and sale of Royalty Oil under this
Agreement is subject only to the warranties of Seller expressly set forth in
this Agreement and Seller disclaims and Purchaser waives all other warranties,
express or implied in law, whatsoever.

ARTICLE XIX
AF-ENDF-ENT

19.1 Amendment. This Agreement may be supplemented, amended or modified
at any time, but only by written instrument duly executed by the parties to
this Agreement.

ARTICLE XX
SUCCESSORS AND ASSIGNS

20.1 General Prohibition. No assignment, pledge or encumbrance of “his
Agreement shall be made by either party without first obtaining the written
consent of the other party. The Commissioner may grant such consent on behalf
of the Seller. The Commissioner shall have sole and complete discretion in
granting or denying a proposed assignment, pledge or encumbrance. Subject to
the above requirements in this Article, this Agreement will be binding upon
and inure to the benefit of each of the parties and its successors and
permitted assigns. In addition, if Purchaser gains or acquires a controlling
interest in an entity which has an agreement with Seller for the sale of
Royalty Oil ("Other Agreement"), then Seller, at its option and on one year's
notice, may require Purchaser to terminate either this Agreement or the Other
Agreement. The choice of which Agreement to terminate will be Purchaser's.
Purchaser may request that Seller waive this option in advance of Purchaser
gaining a controlling interest in an entity which has an agreement with Seller
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for the sale of Royalty Oil. The Commissioner has sole and complete
discretion in granting or denying the requested waiver.

ARTICLE XXI
HEADINGS

21.1 Headi ngs. Headings used in this Agreement are for convenience on
and shall not affect the construction of this Agreement.

ARTICLE XXII
RECORDS

22.1 Preservation of Records. Purchaser wi 11 preserve and maintain all
books, accounts, and records relating to or arising out of the performance of
this Agreement, including but not limited to the purchase or sale of Royalty
Oil and its refined products, for a period of six (6) years. Purchaser will
also maintain and preserve all similar books, accounts, and records of wnich
it has possession belonging to those third parties with whom it contracts for
the performance of various parts of this Agreement. Neither Purchaser nor
Seller shall be required to retain any records for more than six (6) years
unless retention of such records is specifically required by applicable law or
regulation. Purchaser shall either maintain its records within the State of
Alaska or make such records available to Seller at Purcnaser's principal
office in the State of Alaska within thirty (30) days after written request by
Sel ler.

22.2 Inspection of Records of Parties. Purchaser and Seller will accord
to each other and to their authorized agents, attorneys, and auditors during
reasonable business hours access to any and all property, records, books,
documents, and indexes directly relating to the Purchaser's or Seller's
performance of this Agreement and which are under the control of the oartv
from which access is desired so that the other party may inspect, photograph
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and make copies of that property, records, books, documents and indexes. In
no event, however, shall Seller be required to disclose any information, data,
or records which are required to be held confidential by state law or
regulation. If the information obtained by Seller may be held confidential
under state or federal law or regulation, Purchaser may request that that
information be held confidential by Seller.

ARTICLE XXI11
INTERPRETATION OF TERMS AND CONDITIONS

23.1 Commissioner Finding and Review. In the event that there is
disagreement about the meaning or application of a word, term, or condition in
this Agreement, Purchaser will present the arguments supporting its view in
writing to the Commissioner for her consideration. The Commissioner will
subsequently, within a reasonable time, issue a finding on the meaning or
application of the disputed word, term, or condition, setting forth the basis
for her conclusions. Purchaser agrees to accept findings by the Commissioner
under this Article as long as there is substantial evidence supDorting the
Commissioner's findings.

DATED this ? day of 1984,

SELLER: THE STATE OF AL \XA

Commissioner,
Department Natural Resources

PURCHASER GOLDEN VALLEY /ELtQTRIC ASSOC)I/ATION/ /

Michael P. Kelly
General Manager
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MEMORANDUM February 18, 1985

SUBJECT: Sectional Analysis for CS for 3B 152
(Resources)

TO: Senator Arliss Sturgulewski
Chairman, Senate Resources Committee

FROM: Randall J. Moen
Legislative Counsel

Section 1 The following need not occur if a sale of state
royalty oil subject to legislative approval is extended or
renewed for not more that three months and the extension cr
renewal relates to a one year or less prior sale of oil wit:
the same party to relieve market or storage conditions:

1. A written finding to the public by the director of the
division of lands for the Department of Natural Resources
that a sale of oil will serve the best interests of the
state. (AS 38.05.035(e))

2. Competitive bidding by the commissioner of natural
resources or prior written notice to the Alaska Royalty Cr~"
and Gas Development Advisory Board of reasons for waiver of
competitive bidding. (AS 38.05.183(a))

3. Prior written notice to the public and the Alaska
Royalty Oil and Gas Development Advisory Board of the
reasons why the commissioner of natural resources intends to
sell royalty oil other than bv competitive bid. (AS
38.05.183(c))

4. A requirement, of the commissioner of natural resources
to sell royalty oil to a prospective buyer whose proposal
offers maximum benefits to the state. (AS 38.05.183(e))



Senator Arliss Sturgulewski
February 18, 1985
page 2

5. Review and written recommendatioia to the legislature bv
the Alaska Royalty Oil and Gas Development Advisory Board.
(AS 38.06.050(a))

6. Prior written notice to the Alaska Royalty Oil and Gas
Development Advisory Board by the Commissioner of natural
resources of rejection of a bid or application for the pur—
chase of royalty oil. (AS 38.06.060(b))

7. Prior written notice to the Alaska Royalty 0Oil and Gas
Development Advisory Board by the commissioner of natural
resources before the waiver of competitive bidding. (AS
38,06.050(c))

Section 2 The legislature approves and ratifias a three
month extension of a royalty oil contract between the State
of Alaska and Golden Valley Electric Association, Inc.

Section 3 On October 1, 1985 the provisions of law noted in
section Twill apply to an extension or renewal of not more
than three months of sale of oil that is subject to approval
by the legislature under AS 38.96.055(c).

Section 4 Immediate effective date.

RJIM: csh
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House Special Committee on Oil and Gas

To: Representative MikeDavis, Chairman
From: Jonathan Sperher,Committee Aide
Date: March 17, 1985

Re: CSSB 152

The Dresent and proposed GVEA royalty oil contracts are both
predicated on GVEA assiqgning its crude oil to MAPCO, 1in exchange
for whichMAPCO then sells a share of #4 turbinefuel to GVEA

at a discounted price. Of che 5,000 b/d of crude oil presently
teinu assigned to MAPCO, 625 b/d or #4 turbine fuel 1is in return
sold to GVEA. This represents approximately one-third of GVEA"s

turbine fuel needs, and one-sixth of the utility"s total energy
reeds.

The turbine fuel is sold to GVEA at a discount from MAPCO"s standard
price, and this $550,000 annual discount 1is oassed throucih to

GVEA"s members as a 1.57% savings on their electrical costs. This
consumer benefit satisfies the best-interest requirements set

forth in AS 38, and thus serves as the basis and justification

for the state to sell royalty oil to GVEA.

The product breakoown of the 5,000 b/d of crude oil that MAPCO
presently receives from GVEA is as follows:

625 b/d #4 turbine fuel sold to GVEA at discount
1758 b/d other refined products
2617 b/d residual oil

5000 b/d total



The residual oil 1is returned to the Trans-Alaska Pioeline at
Fairbanks, and is then reclaimed by MAPCO as whole crude oil at
Valdez. MAPCO may then exchange this oil for crude oil from the
North Slope, thereby repeating the process of receiving, refining,
returning, and exchanging oil. As a penalty for returning lower-
guality oil into the pipeline, MAPCO pays a guality bank differential
of 100 per APl degree loss. At a 7 deoree guality loss, MAPCO

would pay a penalty of 700 per barrel.

Each barrel of crude oil refined by MAPCO produces approximately

5.25 gallons of turbine fuel and 11.18 gallons cf jet fuel and
diesel/heating oil. The remaining oil is reinjected into the

pipeline as resid. MAFCO marks-up turbine fuel at about 90/gal.

(from assignment agreement with MAPCO) and jet and diesel/heating

oil at about 260/gal. (from Alaska Petroleum Product Pricing).

This implies an annual gross profit of about $2,170,000 based

on 1758 b/d at a mark-up of $3.38 per barrel. Operating and depreciation
expenses would be deducted from this figure to arrive at MAPCO"s

annual net profit.
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MEMORANDUM February 19, 1985

T0 All Members
Senate Resources Committee

FROM Staff
Senat ces Committee

RE S3 152 "An Act relating to extension and renewal of certain
sales of state royalty oil; and providing for an effective
date."

S3 152 is designed to cover a time lapse between the expiration of the
state"s royalty oil contract with GVEA (Golden Valley Electric
Association) and the effective date of a new contract. The current
contract is due to expire June 30, 1985. This bill would extend that
date to September 30, 1985.

A bill approving a r.ew royalty oil contract with CVEA is scheduled to be
introduced at the request of the Governor on March 8, 1985. Royalty oil
contracts become effective four months after they ..re signed which means
Chat the new contract could not become effective before the original
expiration date.

When the state 1is taking its royalty oil in kind rather than in value,
State regulations require 90 days written notice when the amount of oil
taken 1is going to change. (See attached copy of 11 AAC 82.700[2]) If
the contract lapsed, the state would have to give 90 days notice that it
was decreasing the amount of oil taken in kind and then, when the
contract was signed, would have to give another 90 days notice that the
amount was going to go back up. These notice requirements, together
with the actual lapse in the contract would cause a substantial
interruption in the supply of oil to GVEA.

The Department of Natural Resources has issuedfindings that the GVEA
contract is in the best interest of the state. It appears that the
issue of whether the GVEA concracts are a good or bad deal for the state
is an issue that would more properly* be addressed when thenew contract
is before this body. Nothing in this bill would commit the state in any
way to the new contract.

In this packec is a sectional analysis of the committee substitute
proposed by Sen. Coghill®s office; a memo from Sen. Coghill®"s office on
this 1issue; a copy of the relevant regulations; a chart showing the
current distribution of the state"s royalty* oil; and a copy of GVEA"s
current contract.



